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06/1412004 GR-2004-0209 Missouri Gas Energy Surrebuttal Rate of Return 

Capital Structure 
OS/2412004 GR-2004-0209 Missouri Gas Energy Rebuttal Rate of Return 

Capital Structure 
04/15/2004 GR-2004-0209 Missouri Gas Energy Direct Rate of Return
 

Capital Structure
 

0311112004
 IR-2004-0272 Fidelity Telephone Company Direct Rate of Return 
Capital Structure 

02/13/2004 GR-2004-0072 Aquila, Inc. dba Aquila Rebuttal Rate of Return Capital 
Networks-MPS and Aquila Structure 
Networks-L&P 

02113/2004 ER-2004-0034 Aquila, Inc. dba Aguila Surrebuttal Rate of Return Capital 
Networks-MPS and Aguila Structure 
Networks-L&P 

Surrebuttal02113/2004 HR-2004-0024 Aguila, Inc. dba Aguila Rate of Return Capital 
Networks-MPS and Aguila Structure 
Networks-L&P 

01/26/2004 HR-2004-0024 Aguila, Inc. dba Aguila Rebuttal Rate of Return Capital 
Networks-MPS and Aguila Structure 
Networks L&P 

01126/2004 ER-2004-0034 Aguila, Inc. dba Aguila Rebuttal Rate of Return Capital 
Networks-MPS and Aquila Structure 
Networks L&P 

0110912004 WT-2003-0563 Osage Water Company Rebuttal Rate of Return Capital 
Structure 

01109/2004 ST-2003-0562 Osage Water Company Rebuttal Rate of Return Capital 
Structure 

01/06/2004 GR-2004-0072 Aguila, Inc. Direct Rate of Return Capital 
Structure 

12119/2003 ST-2003-0562 Direct Rate of Return Capital 
Structure 

12/19/2003 

Osage Water Company 

Rate of Return Capital 
Structure 

12/09/2003 

WT-2003-0563 Osage Water Company Direct 

Direct Rate of Return Capital 
Structure 

12/09/2003 

ER-2004-0034 Aquila, Inc. 

Rate of Return Capital HR-2004-0024 Aquila, Inc. Direct 
Structure 

12/05/2003 

. 

WC-2004-0168 Missouri-American Water Co Surrebuttal	 Rate of Return Capital 
Structure 
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12/05/2003 WR-2003-0500 Missouri-American Water Co Surrebuttal Rate of Return Capital 

Structure 

11/10/2003 WR-2003-0500 Missouri-American Water Rebuttal Rate of Return Capital 
,­ Company Structure 

11/1 0/2003 WC-2004-0 168 Missouri-American Water Rebuttal Rate of Return Capital 
Company Structure 

10/03/2003 WC-2004-0168 Missouri-American Water ' Direct Rate of Return Capital 
Company Structure 

10/0312003 WR-2003-0500 Missouri-American Water Direct Rate of Return Capital 
Company Structure 

03/17/2003 GM-2003-0238 Southern Union Co, dba Rebuttal Insulation 
Missouri Gas Energy 

10/16/2002 ER-2002-424 The Empire District Electric Surrebuttal Rate of Return 
Company Capital Structure 

09/24/2002 ER-2002-424 The Empire District Electric Rebuttal Rate of Return 
Company Capital Structure 

08/16/2002 ER-2002-424 The Empire District Electric Direct Rate of Return 
Company Capital Structure 

08/06/2002 TC-2002-1076 BPS Telephone Company Direct Rate of Return 
Capital Structure 

01/22/2002 ER-2001-672 UtiliCorp United Inc, dba Surrebuttal Rate of Return 
Missouri Public Service Capital Structure 

01/22/2002 EC-2002-265 UtiliCorp United Inc, dba Surrebuttal Rate of Return 
Missouri Public Service Capital Structure 

01/08/2002 ER-2001-672 UtiliCorp United Inc, dba Rebuttal Rate of Return 
Missouri Public Service Capital Structure 

01/08/2002 EC-2002-265 UtiliCorp United Inc, dba Rebuttal Rate of Return 
Missouri Public Service Capital Structure 

12/06/2001 ER-2001 -672 UtiliCorp United Inc, dba Direct Rate of Return 
Missouri Public Service Capital Structure 

12/06/2001 EC-2002-265 UtiliCorp United Inc. dba Direct Rate of Return 
Missouri Public Service Capital Structure 

OS/22/2001 GR-2001-292 Missouri Gas Energy, A Rebuttal Rate 'of Return 
Division of Southern Union Capital Structure 
Company 

04/19/2001 GR-200 1-292 Missouri Gas Energy, A Direct Rate of Return 
Division of Southern Union Capital Structure 
Company 
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03/0112001 TT-2001-328 Oregon Farmers Mutual 
Telephone Company 

02/28/2001 TR-2001-344 Northeast Missouri Rural 
Telephone Company 

Direct 

01/31/2001 TC-2001-402 Ozark Telephone Company Direct 
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Jerry Scheible, P.E. 

Education 

Bachelor of Science Degree in Agricultural Engineering 
University of Missouri - Columbia, 1995 

Associate ofArts Degree in General Studies 
East Central College - Union, MO 1991 

Courses toward a Masters Degree in Public Administration· 
University of Missouri - Columbia 

Professional Experience 

Utility Regulatory Engineer, Water and Sewer Department - Missouri Public Service 
Commission (October 2001 - Present) 

Environmental Engineer II, Water Pollution Control Program - Missouri Department of Natural 
Resources - Land Application Unit (May 2001 - October 2001) 

Environmental Engineer II, Water Pollution Control Program - Missouri Department of Natural 
Resources - State Revolving Fund Unit (February 1998 - May 2001) 

Environmental Engineer I & II, Water Pollution Control Program - Missouri Department of 
Natural Resources - Concentrated Animal Feeding Operations (October 1994 - February 1998) 

Farm Manager/Custom Cabinet Design and Construction - (May I987-August 1995) 

Professional Certification 

Registered Professional Engineer in the State of Missouri 
Registration Number: 2001018805 

Missouri Department ofNatural Resources Public Drinking Water Program 
Drinking Water Treatment- Certification Level D 

Missouri Department of Natural Resources Clean Water Commission 
Wastewater Treatment- Certification Level D 

Previous Testimony Before the Commission 

Case Number WC-2007-0303: Plant Capacity - Evidentiary HearinglLive Testimony 
Case Number WC-2006-0248: Billing Complaint - Evidentiary HearinglLive Testimony 
Case Number WR-201 0-0131: Customer Water Usage Normalization- Written Testimony 
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Previous Testimony Before the Commission 

Case Number WC-2007-0303: Plant Capacity - Evidentiary HearinglLive Testimony 
Case Number WC-2006-0248: Billing Complaint - Evidentiary HearinglLive Testimony 
Case Number WR-201 0-0131: Customer Water Usage Normalization-

Rebuttal Written Testimony 
Surrebuttal Written Testimony 

.' 
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The DCF model is a market-oriented approach for deriving the cost of 

common equity. The cost of common equity calculated from the DCF model is 

inherently capable of attracting capital. This results from the theory that security prices 

adjust continually over time, so that an equilibrium price exists and the stock is neither 

undervalued liar overvalued. It can also be stated that stock prices continually fluctuate 

to reflect the required and expected return for the investor. 

The constant-growth form of the DCF model was used in this analysis. This 

model relies upon the fact that a company's common stock price is dependent upon the 

expected cash dividends and upon cash flows received through capital gains or losses that 

result from stock price changes. The interest rate which discounts the sum of the future 

expected cash flows to the current market price of -the common stock is the calculated 

cost of common equity. This can be expressed algebraically as: 

Present Price = Expected Dividends + Expected Price in I year (I) 
Discounted by k Discounted by k 

where k equals the cost of equity. Since the expected price of a stock in one year is equal 

to the present price multiplied by one plus the growth rate, equation (l) can be restated 

.as: 

Present Price = Expected Dividends + Present Price Cl +g) (2) 
(l + k) (l + k) 

where g equals the growth rate and k equals the cost of equity. Letting the present price 
, 

equal Po and expected dividends equal D 1, the equation appears as: 

D, Po(l+g) 
Po + (3) 

(l + k) (J + k) 
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The cost of equity equation may also be algebraically represented as: 

k + g (4) 

Po 

Thus, the cost of common stock equity, k, is equal to the expected dividend yield 

(D,lPo) plus the expected growth in dividends (g) continuously summed into the future. 

The growth in dividends and implied growth in earnings will be reflected in the current 

price. Therefore, this model also recognizes the potential of capital gains or losses 

associated with owning a share of common stock. 

The discounted cash flow method is a continuous stock valuation model. The 

DCF theory is based on the following assumptions: 

1. Market equilibrium; 

2. Perpetual life of the company; 

3. Constant payout ratio; 

4. Payout of less than 100% earnings; 

5. Constant price/earnings ratio; 

6. Constant growth in cash dividends; 

7. Stability in interest rates over time; 

8. Stability in required rates of return over time; and, 

9. Stability in earned returns over time. 

Flowing from these, it is further assumed that an investor's growth horizon is 

unlimited and that earnings, book values and market prices grow hand-in-hand. Although 

the entire list of the above assumptions is rarely met, the DCF model is a reasonable 

working model describing an actual investor's expectations and resulting behaviors. 
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The CAPM describes the relationship between a security's investment risk and its 

market rate of return. This relationship identifies the rate of return which investors expect 

a security to earn so that its market return is comparable with the market returns earned 

by other securities that have similar risk. The general form of the CAPM is as follows: 

k = Rr + 13 (Rm - Rr ) 

where: 

k the expected return on equity for a specific security; 

Rf the risk-free rate; 

beta; and 13 
Rm - Rf the market risk premium. 

The first term of the CAPM is the risk-free rate (Rf). The risk-free rate reflects 

the level of return that can be achieved without accepting any risk. In reality, there is no 

such risk-free asset, but it is generally represented by U.S. Treasury securities. 

The second term of the CAPM is beta (13). Beta is an indicator of a security's 

investment risk. It represents the relative movement and relative risk between a 

particular security and the market as a whole (where beta for the market equals 1.00). 

Securities with betas greater than 1.00 exhibit greater volatility than do securities with 

betas less than 1.00. This causes a higher beta security to be less desirable to a risk-averse 

investor and therefore requires a higher return in order to attract investor capital away 

from a lower beta security. 

The final term of the CAPM is the market risk premium (Rm - R f). The market 

risk premium represents the expected return from holding the entire market portfolio less 

the expected return from holding a risk-free investment. 
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Berna:nke Stresses Needfor LowRates
 

Corrections e'J Amplifications
 

By JON HlLsEHRATH 

WASmNGTON-After lal<ing 
several small steps recently to 
remove the financial system 
from life support, Federal Re­
serve Chairman Ben Benlanke 
made clear Wednesday tJlat he 
wasn't close to the more mo­
mentous act of raislng interest 
fates, thus tightening credit. 

In h.is semi-alU1Ua) testimony 
to Congress on the economy and If 
monetary policy, Mr. Bernallke 
said that short-term interest 
rates. now near zero, were likely 
to remain there fol' .n.t.lenst sev­
eral more montlls. 

He highlighted ,von-Ies about· 
what he called the "nascent re­
covery"-marked by high nnem-' 
ployme'nt, wobbly real-estate 
markets, weak lending alld large 
budget deficits. Mr. Bernanke 
said slack in the economy meallt 
the henchmark federal-funds 
rate would remain neal' zero for 
an rrextellded period." 

The economy, he saM, /tstill 
requires support for recovery." .... 

Investors were heartened by ~ 
Mr. Bernanke's tone. Tlle Dow ~ 
Jones Jndustrial Average fm- 1 
ished up 91.75 points, or 0.9%, at iii 

10374.16. 'Treasury bonds were 
little changed. Fut-mes markets 
put more than 60% odds on the 
Fed lifting its benclullal'k federal 
fwlds rate to 0.5% by November 
from current levels of 0,25% 

i ('The fact that Chairman Ber­
! nanke reiterated tlie pLedge jn 

his testimony today has clearly 
increased the r;isk that the tight­
ening cycle starts later than we 
cnrrently think-maybe not lUltil 
early 2011t said Hann Bamlholz. 
an economist with Unicredit 
Bank. . 

The Fed this month ended 
several emergency lendIng pro­
grams that funneled credit ro­
.rectly to investment ban.ks, bJue­
chip companIes and central 
banks overseas, Last week, it 
also raised a rate It charges on 

Fed Chairman Ben Bemanke spoke to a House committee Wednesday. 

emergency Joans to banks. MOJe­
over, Mr. Bemanke reiterated his 
plan to finish purchasing $1.25 
trillion worth of mortgage­
baeked securities by the end of 
March, a progratn meant to 
drive down 'lending rates which 
Mr. Bernanke satd would have 
lingering positive effects. 

Those moves have left some 
investors and lawmakers unset­
tled about the Fed's plRl1S for t~e 
broader economy. Mr. BernAllke 
tried to draw a dJsttnction be­
tween emergency lending pro­
grams ahned at propping up a 
now-healing banking system and 
his broader efforts to support 

. still,weak,economle growth. 
'15 there a connection be­

tween the increase Ul the 
amount of money that [banks] 
have to pay [on emergency 
loans] and households' inter­
est?" Rep. Maxine Waters (D•• 
Calif.) asked, '1 don't thlnl< any," 
Mr. Bernallke replied. 

Congress has been hostile ter­
ritory for the Fed chainnan for 
much of the past year, where 
lawmakers have attacked the 
Fed's rescues of American Interp 

natJonal Group Inc, and its dis­
closure policies. 

At Wednesday's hearing, the 
Fed chairman had an lIDUSUaJ ex­
change with one of his main con­
gressional nemeses. Rep. ROll 
Paul (R., Tex.as), who wants to 
subject Fed decisions to more 

scmtiny by Congress. 
Mr. Paul snggested the Fed 

had been involved in the 1980s 
in making secret loans to}raq's 
former strongman Saddam Hns~ 

sein, and that Fed money fimded 
the Watergate break-in that 
brought down Richard Nixon. 

Mr. Bemanke shot back that 
the allegations are "absolutely 
bizarre, and I have absolutely' no 
knowledge of Anything remotely 
like what yOll Just described/' 

Mr. BenJanke did make an of­
fer to increase disclosure on oue 
front. He sald he would support 
proposals that would require the 
Fed to disclose the names of 
some fmns that hUlled to it dw"­

. iug the crisis for loans under 
temporary lendIng programs. 

The Fed has been resistant to 
naming borrowers for fear it 
would stigmatize them in the 
markets and damage their ability 
to get private ftmding. However. 
he said firms that used tempo­
rary crisis programs could be 
named If Congress demands It. 

Among those that could be 
'disclosed are blue-chip compa­
nies. Investment banks and 

" hedge ftmds, all of wh.ich used 
vaIious temporary programs of­
fered by the Fed amid the finAII­
clal crisis. 

Those programs have expired 
or will expire in the Ilext few 
months. 

Mr. Bernanke drew a line on 
disclosing names of banks that 
come to its traditional lending 
facility, known as tlle dlscount 
window, He said that naming 
them would make the discount 
window less effective and IUlder­
mine the stability of the finan­
cial system. 

The dty of Thousand Ooksj 

Calif., had 110 money invested in 
Lehmall Brothers and suffered 
110 loss when the firm went 
banknlpt. A chart tllat accompa­
nied the continuation of n 
Wednesday front-page artlcle 
about San Mateo County's Leh­
man losses incorrectly' Hsted 
Thousand Oaks as having lost 
$14 nllllion. 

The Federal Reserve Bank of 
Chicago'S national activity index 
rose to 0.02 in JallUary. Tues­
day's front-page VJtal Signs 1.n­
con'ectly said it had risen to 0.2. 

President Barack Obama's 
health plan includes new steps 
to crack down on Medicare and 
Medicaid fraud that the White 
House says were drawn from Re­

p1.1blicall proposals. A Tuesday 
front~page article about Mi'. 
Obama's plan said it didn't in~ 
elude any additional nods to Re­
publican ideas. 

Dartmouth College's Tuck 
School of Business is arranging 
for 50 M.B.A. students to travel 
at tlleir own expense to Boston 
and San Francisco to meet with 

potential employers.. A Careers 
article About M.B.A. recruiting In 
Tuesday's PersonaJ Journal In­
cOlTectIy said the school would 
foot tile bill for the trips. 

Jl.eaders can alert Tm: WALL STRUT JOVRN'A1 to Bhy l!rrors In news artkles by emalUng wsjtonIRtt@wsJ.comorby(alling 888-410-2067, 
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Dear SUbscribers, 

As part of our ongoing efforts 10 keep The 
Value Line Investment Survey the 
most valuable investment resource tor our 
subscribers, the enlire selVice, including all 
Ranks, is now being released on the Value 
Line Web Site at 8:00 A.M. Eastern Time on 
Mondays. You can access each week's issue 
at WW"W.valueline.com. by entering your 
user name and password. We look forward 
to continuing to provide you with accurate 
and timely Investment research. Thank you. 

The Quarterly 
Economic Review 

In This Issue 
The Quarterly Economic Review 3017 

Value Line Forecast for the u.s. Economy 3018 
Investors' Datebook: March, 2010 3023 

Model Portfolios: Recent Developments 3024 

Industry Analysis: Chemical (Specialty) 3027 

Low-Risk Stocks for Worthwhile 
Total Return 3028 
Closing Stock M;lrket Averages As 
OfPress Time 3028 
Selected Yields 3029 
Federal Reserve Data 3029 
Tracking the Economy 3030 
Major InsiderTransactions 3030 
Market Monitor 3031 
Value Line Asset Allocation Model 3031 
Industry Price Performance 3031 
Changes in Financial Strength Ratings 3031 
Stock Market Averages 3032 
The Selection & Opinion Index appears on 
ptlge 3176 (December 4, 2009), 

In l7lree Part.~: Part I is the Summary & Index. 
This is Part 2, Selection & Opinion. Part 3 is 
Ratillgs & Reports.. Volume LXV, Number 27. 

Putfs,ed weelQy by VAlUE LINE: PUBLISHING, INC. 
220 East ~2nd Slreet. NI3lIIYro, NY 100t]·5891 

02010, 'v'aJue Lm Pltllis'lrlg,Irt:.AII ri\1115~. Factual ooenal is oIr 
likI1dlrtrniioCUtllSl:letlM'dlobe~8lldisP'tl'idredi'Att'loul'lollrrarrbeso/ 

any 1Inl. THE ~8USHER IS Nm AESPOOSIaE FCA All( EfIAOAS Cfl 
CMSSlCNS HEREIN, This JUfr::aron is sllCly lor 8Ildl sibll:rlt>er's Gl<If1, JIl)">­

CDlITIllIl;.'a, i11emaluse. No part o/lhl<; publlcaticf1lMf bll rtpt1Xlucoo, tt!oo'd,
 
slDn'Jd or~ed JJ any pnnled, electltlnlcor olher brm, or usoo b" Re~r'lIl·
 

001 or ~ IP, printe:l orOOdrtvlIc put:l1ca!m, S!!fVC8 or pnxld ()'rICE",
 
~~ 11'(1 anates 0/ Value Lm, b1c. rv.n sn::l \'<III.Je lft'l;
 
i'\1lSlrrwHll1llagemel1t aflifiale, EULAV Asse1 ~l lie ('EI.UY), a
 
l'otloIy-(lMled subsldary 01 Villus Lila, Inc., l1a parem CCIl'I\?8'1Y of Value una
 
PWlishing, Inc ('VLPli, IMf own slod<s l1al are I'llVlflI\lld or rllC01lI'l1l!ndold ill
 
lhIs put:licaron. Nolhlng herein ~ou~ be Cl)'ISlrl,led a'J an ~r lJ tuy or SoI!n
 
seaNltles or to rjJe rdY\1JiIllJJI8SlITell alM:e.
 
~ back C(lftf lor Important dls<:lo'3urn.
 

ECONOMIC AND STOCK MARKET COMMENTARY 

A business recovery is under way. Three 
months ago, in OUf last "Quarterly Eco­
nomic Review," we noted that the reces­
sion had faded into history, having been 
brought to an apparent end in the third 
quarter of2009, when the U.S, gross do­
mestic product posted its first gain 
(2,2%) in over a year. In the several 
months since then, the recession's demise 
has become more evident, with GDP 
surging ahead by 5,7% in the fourth quar­
ter. (Note: The group that determines 
when a recession begins and ends-The 
National Bureau of Economic Re­
search-has yet to affirm that this down­
turn has concluded. However, we think 
that it will do so shortly.) ill any event, the 
recession, which began in late 2007, 
proved long and painful, and its effects 
may linger for years to come, especially 
in the areas of housing, employment, 
credit availability, and fiscal and mone­
tary policy, 

The strength and sustainability of the 
economic recovef}' are open questions 
at this time. The business uptumseemed 
to initially get under way with a flourish, 

,"""'",; ;"~,U,;,~i::-::~~!:!..~,Y~.!',~S)R!<:'.'~!lO~!!:!!LIJ:S~~Sg!,OMY "',,'.].' s. 
Statistical Summary for 2009·2011 

with GDP at first reported to have risen 
by 3.5% during the third quarterof2009. 
However, that gain was pared to 2.8% and 
then 2.20/0 in revisions that were issued in 
late November and late December, re­
spectively, Now, as we peerout int0201 0, 
the economy's outlook is uncertain. fol­
lowing the historically lackluster show­
ing in the third quarter of 2009 and the 
stronger outcome in the final three 
months ofthe year. (However, it should 
be noted that the late-year surge was 
helped materially by a positive swing in 
inventories, as businesses moved to slow 
their pace of inventory liquidations, be­
cause demand for goods and services 
rose selectively,) We believe the economy 
will extend its winning ways in the cur­
rent quarter, although probably at a slow­
er pace-perhaps 2,5%-2.8%. This likely 
deceleration reflects our expectation that 
help from inventories will be less appre­
ciable; the impact of fiscal stimulus on 
growth will fade; the housing and em­
ployment trends will be no better than 
neutral; and credit availability will be 

(Continued Oil page 3020) 

2011:1 2011:2 2010 2011 

13609 13713 13370 13769 
13.0 13.5 no 13.8 
1.10 1.20 0.76 1.28 
1257 1335 1263 1368 

3.2 3.1 2.9 3.0 
1.5 1.5 1.5 J.6 
2,0 ' 2,2 1.7 2.3 

9.7 9.5 9.9 9.4 
4.0 4.5 3.5 4,8 
4.J 4.1 3.9 4,1 

GOP AND OTHER KEY MEASURES 
. Real Gross Domestic Product 

TOlal Light Vehicle Sales \Mill. UniLs) 
Housing Starts (Million Units) 
After·Tax Profits ($Bill.) 

ANNUALIZED RATES OF CHANGE 
Gross DomesLic Product (Real) 
GOP Deflator 
CPI-AII Urban Con~umers 

AVERAGE fOR THE PERIOD
 
National Unemployment Rale
 
Prime Rate
 
1Q-Year Treasury Nole Rate
 

2009:4 

13154 
10.8 
0,55 
1262 

5.7 
0,6 
3.4 

10.0 
3.3 
3.5 

2010:1 

13242 
11.0 
0.60 
1122 

2.7 
2,0 
1.0 

9,9 
3.3 
3.7 

2010:2 

13327 
113 
0.70 
1214 

2.5 
1.0 
1.5 

9,9 
3.3 
3.8 

2010:3 

13409 
12.0 
0.80 
1291 

2.6 
.1.5 
1.7 

9,8 
3.5 
4,0 

2010:4 

13502 
J2.5 
0,95 
1426 

2,8 
IS 
1,8 

9,8 
3,0 
4,0 
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Value Line Forecast for the U.s. Economy
 

ACTUAL ESTIMATED 

20093 2009:4 2010:1 2010:2 2010:3 2010:4 2011:1 2011:2 
GROSS DOMESTIC PRODUCT AND ITS COMPONENTS 
(2005 CHAIN WEIGHTED $) BILLIONS OF DOLLARS 
Final Sales 73127 13199 13248 13314 13380 13463 13546 13640 
Total Consumption 9253 9299 . 9368 9437 9512 9587 9658 9730 
Nonresidential Fixed Investment /269 1278 1294 1300 1308 1324 1347 1379 
Structures 380 365 359 350 339 332 328 332 
Equipment & Software 880 908 934 963 991 1021 1053 1088 

Residential Fixed Investment 360 365 360 369 380 397 420 449 
Exports 1479 1542 1572 1603 1622 1645 1668 1697 
Imports /837 1883 1937 1991 2039 2077 2107 2144 
FederClI Government 7043 1043 1055 J(J(j.9 1070 1068 lOSS 1040 
State & Local Governments /546 1545 1544 1547 1546 1547 1545 1542 

Gross Domestic Product 14245 14465 14634 14765 14912 15071 15247 15421 
Real GOP (ZOOS Chain Weighted $) 12973 13154 13242 13327 73409 13502 13609 13713 

PRiCES AND WAGES-ANNUAL RATES OF CHANGE 
GOP Deflator 0.4 0.6 2.0 1.0 1.5 1.5 1.5 1.5 
CPI-AII Urban Consumers 3.6 3.4 1.8 1.5 1.7 1.8 2.0 2.2 
PPI-Finished Goods 4.4 7.6 3.0 1.5 2.0 2.0 2.5 2.5 
Employment Cost Index-Total Camp. 1.8 1.5 1.8 2.0 2.0 2.0 2.1 2.1 
Productivity 7.2 6.2 2.5 2.0 1.5 1.0 1.0 0.5 

PRODUCTION AND OTHER KEY MEASURES 
Industrial Prod. (% Change, Annualized) 6.9 7.0 5.0 4.0 4.0 4.0 4.0 4.0 
Factory Operating Rate (%} 67.7 68.3 69.5 71.0 72.0 73.0 73.5 74,0 
Nonfarm Inven. Change (2005 Chain Weighted $) -141.4 -27.3 10,0 15.0 25.0 35.0 45.0 50.0 
Housing S\arts (Mill. Units) 0.59 0.55 0.60 0.70 0.80 0.95 7.10 1.20 
Existing House Sales (Mill. Units) 5.29 6.03 5.50 5.70 5.75 5.80 5.70 5.80 
Total Light Vehicle Sales (Mill. Units) 17.5 10.8 11.0 71.5 12.0 72.5 13.0 13.5 
National Unemployment Rate (%) 9.6 10.0 9.9 9.9 9.8 9.8 9.7 9.5 
Federal Budget Surplus (Unified, FY, $Bill) -330.8 -390.4 -475.0 -172.0 -344.0 ·384.0 -388.0 -65.0 
Price of Oil ($Bbl., U.S. Refiners' Cost) 64.39 68·10 77.40 69.00 71.00 73.30 77.00 80.00 

MONEY AND INTEREST RATES 
3-Month Treasury Bill Rate (%) 0.2 0.1 0.2 0.3 0.5 0.8 1.3 1.8 
Federal Funds Rate (%) 0.2 0.1 0.1 0.1 0.2 0.6 1.0 1.5 
10-Year Treasury Note Rate (%) 3.5 3.5 3.7 3.8 4.0 4.0 4.1 4.1 
Long-TelTTl Treasury Bond Rate (%) 4.3 4.2 4.5 4:5 4.6 4.7 4.8 4.8 
AM Corporate Bond Rate (%) 5.3 5.2 5.7 5.7 5.8 5.8 5.9 6.0 
Prime Rate (%) 3.3 3.3 3.3 3.3 3.5 3.8 4.0 4.5 

INCOMES 
Personal Income (Annualized % Change) 7.2 4.0 5.0 4.5 4.2 4.0 4.5 4.5 
Real Disp. Inc. (Annualized % Changel -1.4 2.1 1.5 3.0 2.5 1.5 1.0 2.0 
Personal Savings Rate (%) 4.5 4.6 4.0 4.5 4.5 4.3 3.8 3.5 
After-Tax Profits (Annualized $Bill) 7/74 7262 7722 7214 1291 1426 1257 7335 
Yr-to-Yr % Change -7.7 10.0 75.0 12.0 10.0 73.0 12.0 10.0 

COMPOSITION OF REAL GDP-ANNUAL RATES OF CHANGE 
Gross Domestic Product 2.2 5.7 2.7 2.5 2.6 2.8 3.2 3.1 
Final Sales 7.5 2.2 1.5 2.0 2.0 2.5 2.5 2.8 
Total Consumption 2.8 2.0 3.0 3.0 3.2 3.2 3.0 3.0 
Nonresidential Fixed Investment -5.9 2.9 5.0 2.0 2.5 5.0 7.0 10.0 
Structures -18.4 -15.4 -6.0 -10.0 -12.0 -8.0 -5.0 5.0 
Equipment & Software 1.5 73.3 12.0 73.0 72.0 13.0 13.0 14.0 

Residential Fixed Investment 78.9 5.7 -5.0 10.0 72.0 20.0 25.0 30.0 
Exports 17.8 18.1 8.1 8.0 4.9 5.9 5.7 7.1 
Imports 21.3 10.5 71.9 77.6 9.9 7.8 5.8 7.2 

Federal Government 8.0 0.1 4.4 5.5 0.5 -0.9 -4.6 -5.7 
State & local Governments -0.6 ·0.3 -0.2 0.8 ·0.2 0.1 ·0.4 -0.9 
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ACTUAL ESTIMATED 

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 
GROSS DOMESTIC PRODUCT AND ITS COMPONENTS 
(200S CHAIN WEIGHTED $) 81LLlONS OF DOlLARS 
Final Sales 12S88 12917 13234 13341 13115 13351 13701 14154 14649 15147 
Total Consumption 8819 9074 9314 9291 9237 9476 9766 70030 10261 10517 
Nonresidential Fixed Investment 1347 1454 1544 '570 1289 1307 1401 1583 1742 1864 
SLrucLures 3S1 384 441 487 391 345 338 378 4'6 441 
Equipment & Software 996 1070 1097 1069 888 977 1102 1300 1430 1530 

Residential Fixed Investment 77S 718 585 451 359 377 461 540 604 665 
Exports 1305 1422 1546 1629 1469 1611 1712 1854 2017 2171 
Imports 2028 2151 2194 2124 1823 2011 2162 2320 2464 2595 
Federal Government 876 095 906 976 1027 1065 1034 1001 981 991 
State & Local Governments 1494 1507 1537 1$44 1543 1546 1542 1549 1565 1584 

Gross Domestic Product 12638 13399 14078 14441 14260 14845 15516 16268 17107 17990 
Real GOP (2005 Chain Weigh Led $) 12638 12976 13254 13312 12988 13370 1376"9 14209 14692 15177 

PRICES AND WAGES-ANNUAL RATES OF CHANGE 
GOP Denator 3.3 3.2 2.7 2.2 1.2 1.5 1.6 1.6 1.7 1.8 
CPI-AII Urban Consumers 304 3.2 2.9 3.8 1.5 1.7 2.3 2.4 2.5 2.8 
PPI-Finished Goods 4.9 3.0 3.9 604 1.9 2.1 2.6 2.7 2.8 3.0 
Employment Cost Index-Tolal Compo 3.1 2.9 3.1 2.8 1.2 2.0 2,2 2,3 2.5 2.6 
Productivity 1.8 1.0 104 2.8 5.2 1.8 0.8 1.3 1.3 1.2 

PRODUCTION AND OTHER KEY MEASURES 
Industrial Prod. (% Change) 3.3 2.2 1.7 ·2.2 ·3.9 4.3 4.2 3,8 3.7 3.5 
Factory Operating Rate (%0) 78.6 79.4 79.4 75.1 66.9 71.4 74.5 75.0 76.0 78.0 
Nonfarm Inven. Change (2005 Chain WeighL~d $) 39.1 4&.3 -3.7 -34.3 -Jl1.7 21.3 48.8 65.0 60.0 50.0 
Housing Starts (Mill. Units) 2.07 1.81 1.34 0.90 0.55 0.76 1.28 1.50 1.65 1.75 
Existing House Sales (Mill. Units) 7.08 6.51 5.&7 4.89 5.17 5.69 5.80 6.00 6.30 6.50 
Total Light Vehicle 5ales (Mill. Units) 17.0 1&.5 1&.1 13.1 lOA 11.8 13.8 15.0 16.0 17.0 
National Unemployment Rate (%) 5.1 4.6 4.6 5.8 9,3 9.9 9.4 8,3 7.5 7.0 
Federal Budget Surplus (Unified, FY, $Billl ·321.0 -248.0 -1 &2.0 ·455.0 ·1475.0 ·1375.0 ·985.0 -900,0 ·700.0 ·600.0 
Price of Oil ($Bbl., U.s. Refiners' Cost) 56.56 66.12 72.18 99.75 58.50 71.00 81.00 85.00 90.00 95.00 

MONEY AND INTEREST RATES 

3-Month Treasury Bill Rate (%) 
Federal Funds Rate «'10 ) 

3.1 
3.2 

4.7 
5.0 

404 
S.O 

104 
1.9 

0,2 
0.2 

0.5 
0,3 

2,1 
1.8 

3.0 
3.3 

3.7 
3.8 

4.5 
4.5 

10-Year Treasury Note Rate (%) 4.3 4.8 4.6 3.7 3.3 3,9 4. 1 4.5 5.0 5.5 
long-Term Treasury Bond Rate (%) 4.6 4.9 4.8 4.3 4.1 4.6 4.9 5.3 5.8 6.3 
AM Corporate Bond Rate (%) 5.2 56 5.6 5.& 5,3 5.8 6.0 6.4 6.7 7.0 
Prime Rate (%) 6.2 8.0 8.0 5.1 3.3 3.5 4.8 6.0 7.0 7.5 

INCOMES 
Personal Income (% Change) 56 7.1 6.1 3.8 -0.1 4.4 4.6 5.0 5,3 5.5 
Real Disp. Inc. (% Change) 104 3.s 2.8 1.3 1.8 2.1 2.1 2,2 2.7 3,2 
Personal Savings Rate (%) 004 0.7 0.6 1.8 4.6 4..1 3.5 3.0 3.5 4,0 
After-Tax Profits ($8ill) 1207 1405 1436 1231 1111 1263 1368 1450 1552 1676 
Yr-to- Yr % Change 34.S 16.4 2.2 -14.3 ·9.8 13.7 8.3 6.0 7.0 8.0 

COMPOSITION OF REAL GDP-ANNUAL RATES OF CHANGE 
Gross Domestic Product 3.1 2.7 2.1 004 -2.4 2.9 3.0 3.1 3.4 3.3 
Final Sales 3.1 2.8 2.4 104 ·1.7 1.8 2,6 3.3 3.5 3.4 
ToLal Consumption 3.0 30 2.8 0.2 ·0,6 2,6 3.0 2.7 2.3 2.5 
Nonresidential Fixed Investment 7.2 7.5 4.9 1.6 -17.9 1.4 7.2 13.0 10.0 7,0 
Structures 1.3 8.2 12.7 11.2 ·19.7 - I I. 7 ·2.1 12.0 10.0 6.0 
Equipment & Software 9.3 7.2 1.7 ·3.0 -16.9 10.0 3.0 18.0 10.0 7.0 

Residential Fixed Investment 6.3 ·7.1 ·17.9 ·20.8 ·20.3 4.8 22.5 17.0 12.0 10.0 
Exports 7.0 9.1 804 6.2 -9.8 9.6 6,3 8.3 8.8 7.6 
Imports 5.9 6.0 2.2 ·3.5 -14.2 10.3 7.5 7.3 6.2 5.3 
Federal Government 1.2 2.3 1.6 6.0 5.2 3.8 ·2.9 -3.2 ·2.0 1.0 
State & Local Governments -0.1 1.3 2.3 1.1 -0.1 0.2 ·0.3 0.5 1.0 1,2 
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hmited as before. Consumers could well 
be reticent to spend aggressively in such 
a setting. ~Il told, the current period 
could more closely resemble the third 
quarter of2009, in aggregate strength, 
than the final three months oflast year. 
That said, the evolving economic upcy­
cle still looks to be durable, if initially 
uninspiring. Indeed ... 

The business recovery may well be an 
understated affair for at least a year, 
with the prospective showing in the first 
quarter probably being the rule through­
out 20 10. Note, however, that our revised 
business forecast is more upbeat than it 
was three months ago. However, we do 
not envision a prototypical V-shaped re­
covery. Tight credit, lackluster trends in 
housing and employment, and uneven re­
tail activity (the consumer remains the 
weak hnk in the recovery chain) aren't 
consistent with a booming up cycle. 
However, a swing in GDP from last year's 
decline of2.4% to a possible increase of 
2.9% in 2010 certainly would quahfy as 
meaningful. 

There are risks to our forecast. Eco­
nomic modeling always contains some 
conjecture. In this case, our principal as­
sumptions are that the coming 3 to 5 years 
will bnng no new extended military cri­
ses, as well as no pandemic, drought, or 
major terrorist incident. Our forecast also 
presumes sustained expansions in hous­
ing and employment, few missteps in fis­
calor monetary policy, no serious 
flareups ofinflation, and no bouts ofde­
flation, such as took place in the 1930s. 

SOME SPECIFICS 
Economic Growth: As noted, the econ­
omy grew by 2.2% in the third quarter of 
2009, its first advance in five quarters. It 
strengthened further during the final 
three months of the year, gaining a stel­
lar 5.7%, in part due to a lesser decline in 
inventories than we had seen in earher 
quarters. We note, however, that this pos­
itive swing might lessen somewhat in the 
current quarter. If that is the case and we 

Gross DOITlestic Produ.ct Chart 1 
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ISM - Nonrnanufacturing Index 
(Seasonally Adjusted) Chart 4 
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again experience a draw down in inven­
tories, a material slowdown .in growth 
could follow. Our forecast is for GOP to 
rise by a more moderate 2.5%-2.8% in 
the current three-month period (Chart I). 

Going forward tbis year, we would expect 
retail spending-a modest net positive in 
the second halfof2009 on the strength of 
a decent, but hardly notable, holiday 
shopping season-to contribute incre~ 

mentally again. Our forecast is for an in­
crease in overall consumption of 
2.5%-2.7% this year (Chart 2). Mean­
while, there has been a further pickup in 
manufacturing, as data recently issued by 
the Institiute for Supply Management 
chronicled progress in an area that has 
been strengthening since last summer 
(Chart 3). We have also seen gains in non­
manufacturing, although here the record 
is notably spottier than it is in manufac­
turing (Chart 4). 

Two other important variables in the re­
covery equation are housing and em­
ployment. The key influences in 
housing include credit availability, the 
first-time homebuyers' tax credit, hous­
ing affordability, and the outlook for 
pricing. An uneven comeback, at best, 
is ahead for this sector in 2010 (Chart 5). 
Then, there is the outlook for employ­
ment and unemployment in the year 
ahead. The key question in this area is 
just how far companies will be able to 
push their remaining workers before 
deciding that they simply must bring in 
new staff. Our feeling is that a modest 
number ofnew jobs will return in 2010, 
but we will not see the major gains 
needed to really get the consumer ball 
rolling. The end result ofthis is likely to 
be 2010 GDP growth of2.9%, some­
what more than we thought three 
months ago, but hardly an imposing 
number. We think growth will rise to 
3.0% in 2011, and then advance into the 
3.2%-3.4% range by 2013-2015. We 
note that this is an average growth pro­
jection over an extended period. With­
in such a lengthy timeframe, we could 
see one or more brief setbacks, or even 
the onset of a new recession. 
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Inflation: Recent indicators show "that 
Core inflation, which is the rate of price 
change excluding the volatile food and 
energy components, is still rather tame, 
notwithstanding earlier increases in com­
modity prices" This relative calm on the 
pricing front, and our forecast of a con­
tinuation of this benign trend during the 
year ahead, reflects the current excess ca­
pacity in product markets and, especial­
ly, in the labor market That said, we sense 
that the best inflation news may be in the 
nearterm, and thatthe wealth ofnew gov­
ernment initiatives over the past year will 
eventually put inflation on the front burn­
er again" Inflation is a long-tenn threat 
and will require exit strategies of same 
merit on both the fiscal and monetary 
ends (Chart 6). As for thepossiblity ofde­
flation (or falling prices), we think there 
is less likelihood of that result than we 
had feared a year ago, when the global 
economies seemed to be in danger of 
going into freefall. However, the recent 
debt worries across parts of the euro 
zone, ifnot relieved, could again bring on 
dellation headlines-if not the actual 
feared result itself. 

Interest Rates: Here, as well, the prob­
lems are offin the distance-but with in­
lIation likely to be a long-term concern of 
some note, chances are that both short­
and long-term interest rates will climb. 
Our sense is that the former, which are 
controlled by the Federal Reserve, will 
increase this year, as the Fed backs away 
from its historic monetary easing and 
starts to gradually raise borrowing costs. 
In fact, as we were going to press, the cen­
tral bank announced that it would hike its 
discount rate, the rate it charges on short­
term loans to banks, by 0.25 percentage 
points, to 0:50%. We note that this will 
not affect loans to consumers, but it is 
suggestive ofthings to come on the mon­
etary front going forward, in our view. 
Meantime, we think long-term rates, 
which rellect inflationary expectations, 
and which have stabilized in the 3.7% 
area on the 1O-year Treasury note and 
4.7% on the 30-year bond, will rise in the 
next 3 to 5 years, to 5.5% and 6.3%, re­
spectively (Chart 7). Those rate projec-

Selected Interest Rates Chart 7 
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tions asswne a rather stable upslope in in­
lIation. If the presumptive pricing gains 
are more serious, the resultant climb in 
bond yields might be sharper. In the less 
likely cases of disinllation or dellation, 
rates might fall below forecast levels. 

Corporate Profits: Earnings fell in 2008 
and 2009, as the recession and immedi­
ate aftermath proved unkind to corporate 
bottom lines. In fact, only jawboning and 
increasing productivity kept even worse 
results at bay. What gains there were­
and these mainly came later in 2009­
largely derived from reducing costs. 
Revenue growth remained very spotty, 
and that's been the principal disappoint­
ment during the fonnative stages of the 
business expansion. Going forward, we 
expect to see a gradual pickup in revenues 
as conswner and industrial demand firms 
up as the up cycle matures. With year-to­
year comparisons easy for the first sev­
eral quarters of201 0, we would expect a 
12-month increase in net of 12%-15%. 
We project further gains to 2013-2015, as 
a maturing economic up cycle helps to 
prop up corporate results. However, as 
profit comparisons inevitably become 
more difficult, earnings growth could 
slow into the mid-single-digit range. 

THE STOCKMARKET 
Perhaps nowhere has volatility been as 
pronounced as it has in the stock market 
of the past half decade. Specifically, 

stocks rose steadily from late 2002 to 
October, 2007, with the Dow surging 
from the mid-7 ,000 area to above 14,000 
in the process. Then, the bursting of the 
housing bubble, the unfolding financial 
crisis, the plunge in earnings, and mount­
ing fears ofa global economic meltdown 
and consequent wave ofdellation com­
bined to send equities into the worst bear 
market in decades, with the Dow plung­
ing from more than 14,000 to the mid­
6000 area by early last March. More than 
half ofthat loss was made up in the final 
10 months of2009, with the Dow climb­
ing from roughly 6,500 last March to 
10,700 in January of this year. Stocks 
have backtracked in recent weeks, 
though, as worries about economic 
growth here, debt issues in the euro zone, 
and valuations in general have proliferat­
ed and taken some ofthe earlier froth out 
of the market 

On balance, stocks now look to be rea­
sonably valued based on our view that the 
economy and earnings will do relatively 
well in 2010, in an economic expansion 
that appears sustainable. 

Conclusion: We think a cautiously up­
beat view of the market is justified now, 
given decent fundamentals and reason­
able valuations. Please refer to the inside 
back cover of Selection &·Opinion for 
our Asset Allocation Model's current 
reading. 
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IS NOT RESPONSIBLE FOR ANY ERRORS OR m~ISSiONS HEREIN, This publication is striclly lor subscribe(s own. nOIH;Qmmercial, inlernal use. ~o pari 01 rt may be reproduced, To subscribe call 1·800·833·0046. 
resold, slored or transmitted in any printed. electronic or other lorm, or used lor generating or marketing any pnnteo Of electronic pUblication, servi:e or product 

Attachment D - 6 



FEBRUARY 26, 2010 VALUE LINE SELECTION & OPINION	 PAGE 3023 

Investors' Datebook: March, 2010
 

DATE	 EVENT 

3/1	 13- & 26-Week Treasury Bill Auction 
Personal Income and Outlays, January-8:30 
Construction Expenditures, January-1 0:00 
ISM's Purchasing Manager's Index, February-1 0:00 

3/4	 Initial UnemploymentClaims-8:30 
Factory Orders, January-1 0:00 
Weekly Fed Data-4:30 
Productivity & Costs (Revised) 

3/S Employment Situation, February-8:30 
Consumer Installment Credit, January-3:00 

3/8 13- & 26-Week Treasury Bill Auction 

3/10 Treasury Budget Report, February-2:00 
Wholesale Trade, January 

3/11 Initial Unemployment C1aims-8:30 
Merchandise Trade Balance, January-8:30 
Weekly Fed Data-4:30 

3/12 Advance Retail Sales, February-8:30 
Mfg. & Trade: Inventories & Sales, January-1 0:00 

3/1 S 13- & 26-Week Treasury Bill Auction 
Capacity Utilization, February-9: 1S 
Industrial Production, February-9:1S 

3/16 FOMC Meeting 
Housing Starts & Building Permits, February-8:30 

3/17 Producer Price Index, February-8:30 

3/18 Consumer Price Index, February-8:30 
Initial UnemploymentClaims-8:30 
Leading Indicators, February- 10:00 
Weekly Fed Data-4:30 
Real Earnings, February 

3/22 13- & 26-Week Treasury Bill Auction 

3/24 Durable Goods Orders, February-8:30 
New Home Sales, February-1 0:00 

3/2S Initial Unemployment C1aims-8:30 
Weekly Fed Data-4:30 

3/26 Corporate Profits, 4Q09 (Final) 
Gross Domestic Product, 4Q09 (Final) 

3/29 13 - & 26-Week Treasury Bill Auction 
Personal Income and Outlays, February-8:30 

3/30 Agricultural Prices 

3/31 Factory Orders, February-1O:00 

Source: OfJice of Management & Budget. 
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PORTFOLIO I 

On a relative basis, Portfolio I per­
formed respectably through the first 
two months of the first quarter. To be 
sure, we would much rather show a gain 
than a loss for this timeframe, but the 
modest decline posted so far, when 
viewed in the context of the choppy in­
vestment waters of latc, is not Seen as 
indicative of Our group's prospects. 
Rather, OUf sense is that the companies 
currently held in the portfolio should 
continue perfonning well on an operat­
ing basis in the year ahead, suggesting 
that, on average, investor support for 
our selections is likely to remain rela­
tively finn. All in all, then, we are sat­
isfied with the portfolio's composition, 
and are making no changes this week. 

Meanwhile, Hewlett-Packard s recent 
earnings report for the three-month pe­
riod ending January 31 st made for good 
reading, with financial and operating 
perfonnances that met with sharehold­
er approval. Indeed, in an era where in­
vestors are paying close attention to the 
top line, HPQ did not disappoint. More­
over, the high-tech giant raised its earn­
ings forecast for the fiscal year ending 
October 31 st. When wepurchased these 
shares, we mentioned the company's 
opportunity in the services arena; given 
the acquisition ofEDS. We are looking 
for conformation in this regard in the 
second half ofHP 's fiscal year, as busi­
ness begins to flow from its order book. 

PORTFOLIO II 

Earnings season is winding down, and 
Wal-Mart is typically one ofthe last to 
report for Portfolio II. This time around, 
the retail giant offered up some mixed 
results. The company did exceed our 
share-net estimate by a few pennies in 
its fiscal 2009 fourth quarter (ended 
January 31,2010). Still, Wal-Mart did 
not appear to have as strong a holiday 
season as originally anticipated. In fact, 
domestic same-store sales slipped 
1.6%, falling below the company's pri ­
or forecast of flat, plus or minus 1%. 
Investors seemed a little disappointed 
initially with Will-Marts guidance for 

the first quarter offiscal20 10, as well. 
Our current estimate stands at the top 
end of the retailer's $0.81-$0.85 share­
net forecast, the midpoint of which still 
represents an 80/0 year-to-year increase. 
Beyond this, we look for double-digit 
annual advances over lhe coming 3 to 5 
years. WMT remains a high-quality 
stock, offering attractive risk-adjusted 
long-tenn total return potential. 

On the acquisition front, Abbott Labs 
closed its $6.2 billion purchase ofBel­
gium-based Solvay Pharmaceuticals. 
On top ofadding a bevy of new anddi­
verse products to its portfolio, includ­
ing branded generics, the purchase 
opens the door for Abbott into key 
emerging markets, especially in East­
ern Europe and Asia. The deal should 
add nearly $3 billion to ARTs top line 
in 2010 and almost pay for itself in a 
few years. 

PORTFOLIO III 

The share-price action across Portfolio 
III and the broader stock market re­
mains quite choppy, as nervous inves­
tors shift back and forth between 
bullishness and bearishness. But earn­
ings reports, by and large, continue to 
impress. And corporate profits appear 
poised to head higher through 201 0 and 
into next year, even if the current eco­
nomic expansion proceeds at a halting, 
slower-than-hoped-for pace. Harmel, 
the group's well-managed packaged­
food company, recently posted better­
than-expected financial results for the 
first quarter of fiscal 2010 (year ends 
October 30th). Indeed, share net of 
$0.82 for the January interim easily 
topped our $0.67 call, on a surprising­
ly healthy 3% rise in volume. We 
suspect management's success jump­
starting the top line is attributable to 
efforts to step up advertising and roll 
out new value-added products that can 
compete more effectively with inex­
pensive private-label items. The com­
pany is also cutting costs and having 
success with an acquisition strategy 
that is enabling it to quickly gain 
ground in booming segments of the 

food space (e.g., Mexican fare). 

Looking out to 2013-20 IS, Harmel's 
prospects seem especially bright. Top 
and bottom lines gains ought to be sup­
ported by accretive deals (the balance 
sheet is in top shape) and a further move 
up the value-added ladder, as the com­
pany continues to transition from a" 
meatpacker into a higher margined con­
sumer-goods outfit. We are making no 
changes to Portfolio III this week. 

PORTFOLIO IV 

Portfolio IV is winding down earnings 
season in decent shape. Stock prices 
have treaded water for much of this 
year, curbed by lackluster profit out­
looks, in addition to concerns about un­
employment and Greece's deficit. Of 
late, though, overall returns have been 
helped a bit by positive signs in the 
housing market, healthy GOP pros­
pects, and some reliefin Europe. Divi­
dends are also providing a boost to the 
portfolio's returns. 

Recently, SCANA Corp. recorded a 
profit decline for the December quarter. 
The South Carolina-based utility's bot­
tom line was hampered by lower elec­
tric margins and decreased gas 
revenues. Management guided toward 
share net of between $2.85 and $3.05 
for 20 I 0, as compared with $2.85 in 
2009. SCG shares were largely unaf­
fected by the news, but fell from 3 (Av­
erage) to 4 (Below Average) in our 
Timeliness Ranking System. The stock 
has an approximate 5.4% yield. 

Additionally, food processorHeinz pre­
announced January-period earnings of 
$0.82 a share, representing a $0.06 year­
over-year gain.lt also raised its full-year 
forecast to between $2.82 and $2.85. 
The top and bottom lines are benefiting 
from rapid growth in emerging markets, 
along with volume increases in the U.S. 
and Europe, fueled by marketing initia­
tives. Moreover, the company hinted that 
it will up its dividend by a greater extent 
in fiscal 2010 than it did in fiscal 2009 
(ends April 2010). 
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.PORTFOLIO I: STOCKS WITH ABOVE-AVERAGE YEAR-AHEAD PRICE POTENTIAL' 
~".- , .......~ .'<.. ~ .. ."". " .~. """'.• " ~,--

,
 

(primarily slfitable for more aggressive i1fVesfOrS) 
Ratings &
 
Reports Recent Time- Financial
 

Page Ticker Company Price Iiness Safety PIE Yield% Beta Strength Industry Name
 

1589 AGN Allergan, Inc. 59,85 2 1 19,6 0,3 0,90 A+ Drug 

'"
 AMX America Movil 45.89 2 3 11.5 1.2 1.30 B++ Telecom. Services
 
1402 AAPL Apple Inc. 203.40 I 3 15.6 Nil 1.10 A++ Compu ters/PeripheraIs
 
1169 BLL Ball Corp. 52.04 2 2 123 0,8 1.00 8++ Packaging & Container
 

1816 CHKP Check Pqint Software 32.79 2 2 , 7.7 Nil 0,80 A E-Commerce
 

2562 CT5H Cognizant Technology 47.43 I 3 24.4 Nil 1.15 A+ Computer SoftwarelSvcs
 

1167 CL Colgate-Palmolive 80,62 2 I 16.9 2,6 0.55 A++ Household Products
 

773 ESRX Express Scripts 'N 67.30 2 3 19.9 Nil 0,95 A Pharmacy Services
 

2620 GOOG Coogle, Inc. 541.30 2 2 22,9 Nil 0,90 A++ InterneL
 

1408 HPQ HewleLl-Packard 49.44 2 I 13-9 0,6 LOO A++ Compu Lers/Peri pherals
 

2157 SHOO Madden (Steven) Ltd. 40.00 I 3 13-8 Nil 1.00 B++ Shoe
 

2556 MA MasterCard Inc. 225,30 2 3 18.3 0,3 1.20 A++ Financial $vcs. (Div.)
 

774 MHS Medea Health Solutions 63.07 2 I 21.1 Nil 0.70 A+ Pharmacy Services
 

727 NIHD Nil Holdings 38,09 I 3 15.5 Nil 1.60 B+ Telecom. Services
 

2112 RL Polo Ralph Lauren 'A' 79.72 2 3 16.2 0,5 1.20 A Apparel
 
224 RMD ResMed Inc. 55.45 2 2 22.1 Nil 0.75 A Medical Supplies
 

1379 SLAB Silicon Labs. 45.92 2 3 27,5 Nil 1.10 B+ Semiconductor
 

2609 5Y Sybase Inc. 42.07 2 3 20.4 Nil 0,80 B++ Computer Sortware/Svcs
 

2219 TJX TJX Companies 38.47 2 I 12.7 1.2 0,80 A+ Retail (Special lines)
 

1936 TH5 TreeHouse Foods 42.41 2 2 17.5 Nil 0,60 A Food Processing
 

To qualifyjorpwrhl.lse in (he abol'e portfolio. a srock must have a Timeliness Rank of1 and a Financial Strong/h Rating ofat least B+. Ifa srock~' Timeliness rankfalls 
below 2, il will be alltomQ(jca/~\' remol'ed. Slacks in the nbove portfolio are selected and monitored by Charles Clark, Associate Research Director. 

.... PORTFOLIO II: STOCKS FOR INCOME AND POTENTIAL PRICE APPRECIATION' .... ',':t:L:' ~.. •. ,- .,,;~.;..r~." ",p' ."", 

(primarily sllitable for more cOllservative investors) 
Ratings &
 
Reports Recent Time- Financial
 

Page Ticker Company Price liness Safety PIE Yield% Beta Strength Industry Name
 

1566 ABT Abbott L<lbs. 54.59 2 I 133 2,9 0,60 A++ Drug
 

1540 AFL Aflac Inc. 48.2S 1 3 9,8 2,6 1,15 B+ Insurance (Life)
 

2574 ADP Automatic Data Proc. 41.30 3 I 17.1 33 0]0 A++ Computer 50flware/5vcs 

596 CB Chubb Corp. 49,88 3 1 8.5 2,8 0,90 A Insurance (Prop/Cas.)
 

1166 CLX Clorox Co. 59,90 3 2 13-9 3.5 0,65 B++ Household Products
 

1961 KO Coca-Cola 54.82 2 1 16.5 3,1 0,60 A++ Beverage
 

1187 CL Colgale·Palmolive 80,62 2 I 16,9 2,6 0.55 A++ Household Products
 

1766 ITT ITICorp. 49.47 3 I 12.7 1] 1.00 A+ Diversified Co.
 

1362 INT( Intel Corp. 20]2 3 I 14.2 3,0 1.05 A++ Semiconductor
 

208 JNJ Johnson & Johnson 63,61 3 I 13.0 3,2 0,60 A++ Medical Supplies
 

559 LMT Lockheed Marlin 76,03 3 1 9,9 33 0.85 A++ Aerospace/Defense
 

, 306 MCD McDonald's Corp. 64.01 3 1 14.7 3-4 0,65 A++ Restaurant
 

215 MDT Medtronic, Inc. 42.97 2 1 13,0 2,0 0]5 A++ Medical Supplies
 

1369 MCHP Microchip Technology 27,20 3 3 21.8 5,0 1.00 B+ Semiconductor
 

2602 PAYX Paychex, Inc. 29.67 3 1 2D,9 4,2 0,85 A Computer Software/Svcs
 

1971 PEP PepsiCo, Inc. 61,31 3 I 15.4 3,1 0,60 A++ Beverage
 

1622 SNY Sanofi-Aventis 36]5 2 I 11.3 4A 0,75 A+ Drug
 

1952 SYY Sysco Corp. 26.18 3 1 14.5 3,6 0.70 A++ ReLailIWholesale Food
 

733 TEF' Telefonica SA ADR 69,96 3 2 9,0 5,8 0,85 B++ Telecom. Services
 

2149 WMT Wal-Mart Stores 53,56 3 1 13.9 U 0,60 A++ Retail Slore
 

To qualify for purchase in the abol'c portfolio. a srock must have a yield that is in the top halfof the Vi,llle Line zmivenje, a TImeliness Rank ofat least 3 (unranked 
stocks may be selected occasiona/~v), and a Safety Rank of3 or better. Ifa slock's Timeliness Rankfalls below 3, that stock will be automatically removed. Stocks are 
selected and monitored by Jason A. Smith, Senior Allalyst. ' 

C 2010, Valu~ line Publishing, Inc. All rights reserved. Faclual material is oblained from sourres believed to be reliable and is provided without warranlles 01 any ~ind.1HE PUBLISHER
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",;'1"%:.""
' i'>;1Y "'J;:;;!;, "PORTFOLIO III: STOCKS WITH LONG-TERM PRICE GROWTH POTENTIAL 

~,,,,,, ....,.~ 
'~"-"""" 

(primarily SlJitable for investors wirh a 3- to 5-year horizon) 
Ratings & 3- to 5-yr 
Reports Recent Time- Appreciation 

Page Ticker Company Price liness Safety PIE Yield% Beta Potential Industry Name 

1540 AFL Aflac Inc. 48.25 1 3 9.8 2.6 1.15 45 105% Insurance (Life) 

771 CV5 CVS Care mark Corp. 33.52 3 1 12.4 1.0 0.80 80 125 Pharmacy Services 

1593 CELG Celgene Corp. 57.93 2 2 25.2 Nil 0.80 105 175 Drug 

751 C5CO Cisco Syslems 24.00 3 1 19.4 Nil 0.95 25 65 Telecom. Equipment 

2323 DI5 Disney (Walt) 30.47 2 1 15.2 1.1 1.00 95 130 EntertainmenL 

2398 E5V Ensco InL'1 pic 41.91 3 3 8.8 0.2 1.25 55 125 Oilfield Svcs/Equip. 
2620 GOOG Google, Inc. 541.30 2 2 22.9 Nil 0.90 65 125 InterneL 

2400 HAL Halliburton Co. 31.05 3 3 26.5 1.2 1.35 15 75 Oilrield Svcs/Equip. 
2309 HOG Harley-Dilvidson 24.08 3 3 963 1.7 1.50 25 85 Recrealion 

1920 HRL Hormel Foods 40.26 3 1 14.6 2.1 0.65· 50 85 Food Processing 

208 INI Johnson & Johnson 63.61 3 1 13.0 3.2 0.60 55 95 Medical Supplies 

1922 K Kellogg 52.60 3 1 15.0 2.9 0.60 45 80 Food Processing 

2405 NOV National Oilwell Varm 44.07 3 3 11.9 0.9 1.60 35 105 Oilfield Svcs/Equip. 

561 NOC Northrop Grumman 59.56 3 1 11.2 3.0 0.80 95 125 Aerospace/Defense 

1971 PEP PepsiCo, Inc. 61.31 3 1 15.4 3.1 0.60 65 105 Beverage 

646 DGX Quest Diagnostics 56.69 2 2 13.8 0.7 0.65 40 85 Medical Services 

2345 HOT StiHwood Hotels 37.47 3 3 68.1 0.5 1.55 5 60 Hotel/Gaming 

1790 X U.S. Steel Corp. 51.14 3 3 NMF 0.4 1.75 35 115 Steel (Integrated} 

649 UNH UnitedHeallh Group 31.63 2 2 10.4 0.1 1.00 lOS' 170 Medical Services 

1384 XLNX Xilinx Inc. 25.04 3 3 15.7 2.6 0.90 60 120 Semiconductor 

To quoff!y for pl/rchase in the abaFe pO/·tfolia, a slack mllst have worthwhile and longer-term appreciarion potential. Among the factors considered/or selection are 
a slacks Timeliness and Safety Rank and its J- (0 5-.vear appreciation potential, (Occasionally a stock will be Un/Tlnked (NR). /lSI/oily because ofa shan trading 
history or a major corporate reorganization.) Stock.'>' in the above portfolio are !>'elected and monitored by Justin Hel/man, Senior Industry Ana~vsl, 

PORTFOLIO IV, STOCKS WITH ABOVE-AVERAGE DIVIDEND YiElDS 

(primarizv .suitable for illvestOr~' interested in current income) 
Ratings & 

Reports Recent Time. Financial 
Page Ticker Company Price liness Safety PIE Yield% Beta Strength Industry Name 

508 ARLP Alliance Resource 40.89 3 3 11.1 7.6 1.10 B+ Coal 

1592 BMY Bristol-Myers Squibb 24.21 3 1 13.3 5.3 0.75 A Drug 

520 BPL Buckeye Partners L.P. 56.07 2 2 15.2 6.7 0.85 B+ Oil/Gas Distribution 

716 CTL CenturyTel Inc. 3S.14 3 2 10.1 8.0 0.75 B++ Telecom. Services 

152 ED Consol. Edison 42.95 3 1 13.5 5.5 0.65 A+ Electric Utility (East) 

1578 DD Du POni 32.74 3 1 14.3 5.1 1.10 A++ Chemical (Basic) 

1917 HNZ Heinz (H.U 44.52 2 1 15.6 4.0 0.70 A+ Food Processing 

526 NRGY Inergy, LP. 35.32 3 3 24.4 7.8 1.00 8+ Oil/Gas Distribution 

1988 NA.TO Nal'l Bank of Canada 58.80 3 2 9.8 4.3 0.65 B++ Bank (Canadian) 

1773 NPK National Presto Ind. 115.60 1 3 12.3 4.8 0.95 B++ Diversified Co. 

1532 0 Realty Income Corp. 27.85 3 3 28.4 6.2 0.90 B+ R.E.I.T. 

1996 RAI Reynolds American 51.71 3 3 10.7 7.0 0.60 B+ Tobacco 

1622 5NY Sanofj·Aventis 36.75 2 1 11.3 4.4 0.75 A+ Drug 

1931 SLE Sara Lee Corp. 13.43 2 2 13.7 3.4 0.85 B++ Food Processing 

165 seG SCANA Corp. 35.25 4 2 12.3 5.4 0.65 A Electric Utility (East) 

532 5PH Suburban Propane 45.08 3 3 11.9 7.5 0.75 B+ Oil/Gas Distribulion 

733 TEF Telefonica SA ADR 69.96 3 2 9.0 5.8 0.85 B++ Telecom. Services 

1997 UVV Universal Corp. 53.04 3 3 11.3 3.5 0.85 B++ Tobacco 

740 VOD Vo('t.~Ifone Group ApR 22.13 3 2 9.7 6.1 0.80 B++ Telecom. Services 

2245 XEL Xcel Energy Inc. 20.60 3 2 13.1 4.9 0.65 B++ Electric Utility (West) 

To qualify for purchase in the above porlfolio, a stock must have a yield that is at least 1% above the median for the Vallie Litle universe. a Timeliness Rank ofat least 
J. and a Financial Strength Rating of at fea~·t B+. If a stocks Timeliness Rank falls helow 4, thai stock wilt be alltomatical(v rt'mm'ed. Stocks are selected and 
monitored by Damon Churchwell, Ana~vsl-Specialisl. 

(12010. Value Line PUblls~ing, Inc, All rights reser~ed. Faclua,1 material IS obtained from sources oolle'led to be reliable aM IS pruvided wllhout warranlies 01 any kind, THE PUBLISHER
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Industry Analysis: Chemical (Specialty)
 

The Specialty Chemicals Industry 
is a mature sector. For decades, 
many industries have utilized 

specialty chemicals in manufacturing 
and finishing. Some specific areas 
where these products are used include: 
agriculture, requiring fertilizers and 
crop protection applications; electron­
ics, needing agents to produce printed 
circuit boards and other components; 
housing, which rclies on chemIcals for 
construction materials, sealants, coat­
ings, paints and plastics; and consumer 
goods, such as perfumes, detergents, 
paper items and pharmaceuticals. 

Market Dynamics 
Despite a lengthy history, there's stilJ 
room for innovation. Since specialty 
chemicals are widely used, changes to 
industrial and consumer product life 
cycles and new offerings can create de­
mand for variations. Notably, growing 
concern about the global environment 
has led to eco-friendly restrictions, with 
the aim of reducing polJutants and 
greenhouse gases. This, in turn, is_ re­
sulting in unique chemical applications, 
such as water-based plastics and paints, 
biodegradable electronic components, 
and low-impact food-and-beverage 
packaging. Too, developing energy 
fields, e.g., rechargeable batteries, wind 
and solar power, hold promise for ex­
panded markets. 

Though this industry is mature, member 
companies, some more than others, are 
subject to swings in the macroeconom­
ic cycle. Indeed, for many, sales and 
earnings performance will track the for­
tunes ofthe housing, heavy construc­
tion, and industrial sectors. lnvestors 
might want to monitor industriaI output, 
railcar loadings, housing starts, and oth­
ereconomic indicators to gauge the de­
mand for specialty chemicals. 

Investors should aIso consider the supply! 
demand ba lance in this industry. Not sur­
prising, excess inventory may be an indi­
cator of a slowdown and coming price 
pressure and earnings weakness.lmpor­
tantly, competition is a factor. The popu­

lalion ofspecialty chemical manufactur­
ers is growing, especially in low-cost, 
moderately regulated locales in Asia, the 
Middle East, and South America. 

Net-Profit Factors 
The net profit ofa specialty chemical 
company is sensitive to the cost ofraw 
materials. Energy and commodities 
prices are volatile. Natural gas and pe­
troleum products are widely used to 
create specialty chemicals. For exam­
ple, many paints and coatings are made 
with titanium dioxides and petroleum 
distillates. Also, plastics require vari­
ous petroleum-based resins. Minerals 
and metals, such as cobalt, nickel and 
certain powders, playa large role in 
producing some chemical products, 
and their prices can soar during periods 
of industrial expansion, impacting 
margms. 

Fortunately for these companies, when 
energy and!or commodities costs are 
high, they can implement surcharges, as 
long as customers are aware ofthe situ­
ation. Pass-through agreements with 
customers, linking product prices with 
raw-material price indexes, are com­
mon. Investors should note, though, that 
surcharges often lag the cost trend, lead­
ing to seemingly contradictory demand! 
earnings relationships. 

HistoricaIJy, Specialty Chemical com­
panies have turned in very respectable 
operating and net profit margins, in the 
teens and high single-digits, respective­
ly. Managements usually react quickly 
when inventories are building and there 
are signs of a broader downturn. They 
may undertake restructuring, entailing 
temporary plant shutdowns, production 
consolidation, staffreductions, product 
line eliminations, and asset divesti ­
tures. Too, companies sometimes build 
facilities in foreign countries with close 
proximity to end-markets, economical 
labor, and limited government over­
sight. Wide margins are a good mea­
Sure of operating efficiency, and 
typically yield favorable returns on 
shareholder equity. 

Capital Considerations 
Generally, Specialty Chemical compa­
nies have high capital spending require­
ments, mostly involving the upkeep and 
expansion of production and transpor­
tation facilities. In the industry, debt-to­
total capital ratios range from zero to as 
high as 60%, with the mean hewing 
close to 30%. Those producers with 
substantial leverage pose greater inter­
cst ratc risk to investors, especially if a 
significant portion ofboITowings needs 
to be refinanced in the short term or is 
subject to floating rates. Heavy debt 
burdens are not necessarily bad. They 
often indicate a period ofexpansion. 

Many ofthe companies in this industry 
are decent cash now generators and 
have built up solid cash positions. They 
favor using· funds for product develop­
ment, brick-and-mortarexpansion, and 
acquisitions, activities that enlarge the 
customer base. Management has to ini­
tiate expansion carefully and at the right 
time in the business cycle. There are a 
number of chemical companies that 
have endured costly, poorly timed, and 
badly executed business combinations. 
Their stockholders have suffered along 
with them. Safer, though somewhat less 
desirable, uses of cash include, share 
repurchases, special payouts to inves­
tors, and regular dividend hikes. 

Investment Appeal 
On balance, the stocks of Specialty 
Chemical companies are best classified 
as growth-and-income holdings. But 
that's not to say that growth investors 
should look elsewhere. When a compa­
ny is new or has developed a product with 
meaningful sales potential or entered a 
large market, it may well enjoy an ex­
tended period of expansion, with com­
mensurate gains in its stock price. Over 
time, however, the majority ofnew en­
trantsmature and typically wind up offer­
ing Wall Street good diversification, 
international exposure, downside protec­
tion, and steady dividend payments. 

Adam Rosner 
Analyst-Specialist 
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Low-Risk Stocks for Worthwhile Total Return
 

This week we have screened the Value 
Line database for stocks that combine 
below-average risk with worthwhile to­
tal return potential over the long haul. 
First, we limited the field to equities with 
Safety ranks of I or2 (Highest or Above 
Average). By definition, these are stocks 
that, in our opinion, have less than nor­
mal total risk. 

Then, we required price appreciation 
potential to 20B-2015 ofat least 75%, 
which is somewhat above the current 
median of65% for all stocks under our 
review. Next, we specified that the re­
maining equities must have a current 
dividend yield ofat least 3.1 %, 100 ba­
sis points higher than the 2.1 % median 
yield for the Value Line universe. We 
further limited the selection to stocks 
with projected three- to five-year aver­
age annual dividend growth of at least 
5.0% (well above the average pace of 
inflation that Value Line forecasts for 

Ratings &
 
Reports
 

Page Ticker Company Name 

2574 ADP Automatic Data Proc. 
1906 CPB Campbell SouP. 
1186 CLX (Iorox Co. 
559 LMT Lockheed Martin 

1622 5NY Sanofi-Aventis 
1931 5LE Sara Lee Corp. 

733 TEF Telefonica SA ADR 
1940 UL Unilever PlC ADR 

the same period). To tie the growth and 
income criteria together, we required an 
average annual total return over the 
next three to five years of 18%, which 
is favorable given the returns current­
ly available. For reference, we also 
present the projected average annual 
earnings growth over the three- to five­
year pull for companies that survived 
this examination. 

Finally, we eliminated all holdings 
with subpar prospects for market per­
formance over the next six to 12 
months. That is, equities ranked below 
3, or Average, for Timeliness were dis­
carded. This step was taken to screen 
out stocks that are most at risk of un­
derperformance in the near term, in 
spite of their otherwise attractive in­
vestment attributes. 

Of course, the sturdy relative price 
momentum and high investment qual­

3-5 Year 3-5 Year 

ity implied by the above criteria 
would suggest limited opportunities 
for a good dividend yield and worth­
while three- to five-year price gains. 
Indeed, the resulting roster is a quite 
small and elite group of stocks that 
appears suitable for patient investors 
who seek worthwhile total returns, 
but are also averse to excess risk. This· 
list should be particularly useful in 
today's market, given the volatility 
that has been prevalent as investors 
deal with the uncertain prospects for 
economic growth. 

We would advise investors to use this 
screen, and all others presented in Se­
lection & Opinion, as a starting point 
for investigating stocks that meet spe­
cific investment criteria. We suggest 
that a point for further investigation 
would begin by consulting the latest 
Ratings & Reports page for those 
stocks of interest. 

3-5 Yr. 
EP5 A\lg. Apprec. Current Diy'd Total Time-

Safety Growth Potential Yield Growth Return Iiness 

1 9.0% 95% 3.3% 9% 20% 3 
2 10.5 125 3.3 7 
2 10.0 85 3.5 10 
1 11.5 165 3.3 15 
1 11.0 85 4.4 8 
2 12.0 85 3.4 6 
2 10.S 125 5.8 10 
1 8.0 95 3.5 5 

>;..'"'i;; "CL()SING STOCK.~ARKETAVERAGES AS (jF PRESS TIME in:: . 
. ·"f;;",x<> (.," .... 

%Change
 
2/10/2010 2/17/2010 1 week
 

Dow Jones Industrial Average 1UU38.38 10309.24 +2.7%
 

Standard & Poor's 500 1068.13 1099.51 +2.9%
 

N.Y. Stock Exchange Composite 6819.12 7035.20 +3.2%
 

NASDAQ Composite . 2147.87 2226.29 +3.7%
 

NA5DAQ 100 1749.76 1810.86 +3.5%
 

American Stock Exchange Index 1786.24 1864.86 +4.4%
 

Value line (Geometric) 297.07 309.49 +4.2%
 

Value line (Arithmetic) 2186.30 2279.4S +4.30,,{,
 

London (FT-SE 100) 5131.9 5276.6 +2.8%
 

Tokyo (Nikkei) 9963.99 10306.83 +3.4%
 

Russell 2000 595.82 624.83 +4.9%
 

iP2010, Value Una PUbllShlrIQ, Inc. All r1ghls reserved. Factual malenalls obtained from sources bel1~ed 10 be reliable and IS prOVIded W1thoul warranties of any kind. THE PUBLISHER 
IS NOT REsPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. Thts public:alion is strictly for subscribe(s own, non-commercial, inlernal use. No parI 0' ~ mB'j be reproduced, 
resold, stOfed or Iransmilled in any prinled, eleclronH: or oilier lorm. or used lor generating or marketing any prinled or eleclronic publication, se/vice or product. 

24 3 
19 3 
29 3 
19 2 
19 2 
26 3 
20 3 

.; ····;li;:;~ 

%Change 
12 months 

+36.5% 

+39.3% 

+42.4% 

+S1.4% 

+52.6% 

, +36.7% 

+59.8% 

+83.6% 

+30.8% 

+34.8% 

+45.7% 

To subscribe call1·S00·S33·0046. 
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Selected Yields
 

3 Months Year 3 Months Year 
Recent Ago Ago Recent Ago Ago 

(2/17/10) (11/18/09) (2/18/09) (2/17/10) (11/18/09) (1/18/09) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.50 0.50 0.50 GNMA 6.5%, 2.99 3.03 4.05 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 6.5% (Gold) 1.75 2.03 3.92 
Prime Rate 3.25 3.25 3.25 FNMA 6.5% 2.61 1.99 3.76 
3D-day CP (A '!PlI 0.16 0.14 0.52 FNMA ARM 2.96 2.42 3.90 
3-month USOR 0.25 0.27 1.25 Corporate Bonds 
Bank CDs Financial (l O-year) A 5.41 5.21 6.33 
fl-month 0.25 0.34 0.67 Industrial (25/30-year) A 5.85 5.52 6.14 
1-year 0,45 0.58 1.20 Utility (25/30-year) A 5.93 5.51 5.74 
5-year 1.97 2.23 2.14 Utility (25/30-year) Baa/BBB 6.44 6.24 7.07 
U.S. Treasury Securities Foreign Bonds (lO-Year) 
3-month 0.09 0.02 0.30 Canada 3.47 3.41 2.66 
6-month 0.18 0.14 0,48 Germany 3.19 3.29 2.99 
l-year 0.34 0.28 0.63 Japan 1.33 1.31 1.26 
5-year 2.36 2.19 1.80 United Kingdom 4.03 3.68 3.39 
10-year 3.73 336 2.76 Preferred Stocks 
10-year (inflation-protected) 1.44 1.15 1.61 Utility A 5.40 5.66 6.03 
30-year 4.70 4.30 3.55 Financial A 7.14 7.14 13.57 
3D-year Zero 4.96 4,47 3.43 Financial Adjustable A 5.52 5.52 5.52 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (GOs) 4.34 4.40 4.69 
25-Bond Index (Revs) 4.96 5.02 5.67 
General Obligation Bonds (GOs) 
l-year Aaa 0.31 0.42 0.55 
l-year A 1.10 1.38 0.65 
5-year Aaa 1.55 1.82 1.65 
5-year A 2.59 3.00 2.15 
1O-year Aaa 3.12 3.27 2.90 
10-year A 4.10 4.18 3,40 
25/30-year Aaa 4.45 4.49 4.72 
25/30-year A 5.50 5.48 5.72 
Revenue Bonds (Revs) (25/30-Year) 
Education AA 4.77 4.78 5.60 
Electric AA 4.76 4.79 5.90 
Housing AA 5.63 5.72 6.15 
Hospital AA 5.03 519 6.10 
Toll Road Aaa 4.83 4.91 5.95 

Federal Reserve Data 

Treasury Security Yield Curve 
6.00°/0 

5.00% 

4.00°/0_ 

3.00'7'0 

2.00% ~ i 
,I1.00%

­

I-current 
~ -Year-Agof--­ :::: 

0.00°/0 
3 6 1 2 3 5 10 30 
Mo~. Yean 

Excess Reserves 
Borrowed Reserves 
Net Free/Borrowed Reserves 

Ml (Currency+demand deposits)
 
M2 (Ml +savings+small time deposits)
 

BANK RESERVES 
(Two-Week Period; in Millions, Seasonally Adjusted) 

Recent levels
 

2/1 OJI 0 1/27(10 Change
 
1119423 1063401 56022
 
126874 125300 1574
 
992549 938101 54448
 

MONEY SUPPLY 
fOne-Week Period,' in BilfiolJs, Seasonally Adjusted) 

Recent levels 

2/1/10 1(25/1 0 Change 
1692.0 1677.0 15.0 
8471,4 8464.4 70 

Average levels Over the last... 
12 WkS. 26 Wks. 52 Wks. 
1071836 974870 868086 

168048 233876 369577 
903769 740994 496509 

Growth Rates Over the Last... 
3 Mos. 6 Mos. 12 Mos. 
3.8% 3.3% 8.4% 

-1.3% 1.1% 1.8% 

CW10, Value Line Publishil'9.lllC. All rights reserved. Faclual material is obtained Irom sources beliMd 10 be reliable and is provided without wanan~es of any kind. THE PUBLISHER
 
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. ThiS publfcation is slriclly for subscllbe(s own, nOll·commercial. Internal use. No pari of II may be reproduced, To subscnbe call 1-800·833·0046.
 
resold. slored or lransmitled In any prinled, electronic or olher form, or used lor genereling or marketing any prlllted or electroniC publlcaflon. service or product.
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Tracking the Economy
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Major Insider Transactions t 

PURCHASES 

Latest 
Full-Page Timeliness Shares Shares Price Recenf 

Report Rank Company Insider, Title Date Traded Held Range Price 

324 Brink's (The) Co. M.T. Dan, Chair. 2/11/10 10,000 101,345 524.35 25.78 
1579 3 FMC Corp. P.R. Brondeau, CEO 2/8/10 18,500 72,303 $53.57-$53.88 56.48 
2552 3 Legg Mason J.A. Sullivan, V.P. 2/4/10-2/8/10 42,600 217,436 $24.65-$25.12 26.30 
1807 3 NY5E Euronext D.L. Niederauer, CEO 2/10/10 25,000 76,284 $24.32 25.67 
225 3 St. Jude Medical J.W. Brown, Dir. 2/5/10 10,000 75,429 $37.50 38.23 
260 4 United Parcel 5erv. J. Thompson, Dir. 2/9/10-2/10/10 17,421 18,546 $56.77-$57.72 57.33 

1319 3 WE5CO In!'1 R. Heyse, CFO 2/3/10 10,750 22,750 $28.96 28.33 

SALES 
~.'W 

latest 
Full-Page Timeliness Shares Shares Price Recent 

Report.. Rank Company Insider, Title Date Traded Held Range Price 

2540 1 Cash Amer. Im'l O.R. Feehan, CEO 2/5/10 70,300 182,685 $35.45-$36.28 37.25 
2620 2 Coogle, Inc. L. Page, Pres. 2/8/10-2/10/10 83,334 NA 5529.00-$541.00 541.30 
2620 2 Coogle, Inc. 5. Brin, Pres. 2/2/10 20,953 4,100 $531.69·$533.91 541.30 
403 4 Hess Corp. I.B. Hess, Chair. 2/8/10 .41,735 552,150 $58.10-$58.89 60.46 

2597 2 Microsoft Corp. W.H. Cates III, Dir. 2/3/10-2/5/10 7,000,000 675,970,258 $27.96-$28.55 28.35 
1127 3 NVR, Inc. D.C. Schar, Chair. 2/8/1 0 14,514 70,000 $676.76 705.16 
137 1 051 Systems D. Chopra, Chair. 2/9/10 100,000 498,807 $27.26 28.16 

BenefielDl owner ofmore than 10% ofcommon stock.
 
t Incltldes on{1I large tron:iucriolls in US.-lraded stocks; excludes shares MId in the form of limired partnerships, excliides options &fami~1I trusts.
 

Major Insider Transactions are obtained from Vickers Stock Research Corporatio/L 

e 2010, Value lJna PubliShing, Inc. All riQhts reserved. Factual material is obtained from sources bell~ed 10 be reliaNe and 15 prOVided without warranties of any kind. THE PUBUSHER 
IS Nor RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publlcahon is strlClly lor subscnbe(s own. non·oommerClal, Inlernal use. No part of rt may be reproduced. To subscribe call 1·800·833,0046, 
resold, slored or lransmiUed in any printed, electronic or other form, or used 101 generating or marketlfl!l any plloled or electronic publication, service or producl. 
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Market Monitor
 

0' 2009 Q1 2010 

Index:' 12/30/19aa 100~ 

01~ 2009 02 2009 03 2009 04 2009 01 2010 

Valuations and Yields 

Median price-earnings ratio of Vl stocks 
PIE (us;n312-mo. esl'd EPS) of DJ Industrials 
Median ividend yield of Vl stocks 
Div'd yld. (12-mo. est.) of DJ Industrials 
Prime Rate 
Fed Funds 
91-day T-I)ill rale 
AAA Cot-orate bond te1d 
3D-year reasury bon yield 
Bond yield minus average earnings yield 
Market Sentiment 

Short interest!avg. daily volume (5 weeks) 
CBOE put volumeJcal1 volume 

VALUE LINE ASSET ALLOCATION MODEL 
(Based only on economic and finallcial factors) 

Current (effedive market open 8/17/09) 

Common Stocks 

Cash and Treasury Issues 

10% 

~ 

5% 
~ ~ 

0'/, 
01 2009 02 2009 03 2009 

I'"
126 

12' 

122 
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118 

~ 115 

200 

000 

800~ 

800 

~t/'00 

200 

0 
01 2009 02 2009 

Jj0w
03 2009 04 2009 01 2010 

2/17 

16.4 
14.0 
2.1% 
2.7% 
3.3% 
0.1% 
0.1% 
5.4% 
4.7% 
-0.7% 

11.2 
.89 

60%·70% 

40"1"-30"/,, 

2/10 

16.3 
14.5 
2.2% 
2.8% 
3.3% 
0.1% 
0.1% 
5.3% 
4.6% 

- -0.9% 

11.5 
1.05 

13-week 
range 

.16.3-17.5 
14.0-15.4 
2.0 - 2.2% 
2.7 - 2.8% 
3.3 - 3.3% 
0.1 - 0.1% 
0.0 - 0.1% 
5.2 - 5.5% 
4.3 - 4.7% 

-0.9 - -0.4% 

10.7 - 12.8 
.73 - 1.05 

Previous 

65%·75% 

35%-25% 

tNTEREST RATES 
Prime Rate 

50-week 
range 

10.5-17.6 
13.5 - 26.8 
2.0 - 3.8% 
2.7 - 4.0% 
3,3 - 3.3% 
0.1 - 0.2% 
0.0 - 0.2%, 
5.0 - 6.0% 
3.5 ~ 4.8% 

·4.0 - -0.3% 

7.3~16.2 

.72 - 1.26 

- Last market top 
(7-13-2007) 

19.7 
16.1 
1.6% 
2.2% 
8.3% 
5.3% 
5.0% 
5.8% 
5.1% 
0.7% 

8.1 
.91 

Last market bottom 
(3-9-2009) 

10.3 
17.3 
4.0% 
4.0% 
3.3% 
0.2% 
0.3% 
5.5% 
3.7% 
-4.3% 

8.6 
.93 

INDUSTRY PRICE PERFORMANCE
 

LAST StX WEEKS ENDING 2/16/2010
 

7 Best Performing Industries 

Bank (Midwest) 

Homebuilding 

Restaurant 

Toiletries/Cosmetics 

Bank 

Tobacco 

Furn/Home Furnishings 

+8.4% 

+7.5% 

+6.9% 

+6.9% 

+6.8% 

+2.8% 

+2.6% 

7 Worst Performing Industries Federal Funds 

30-¥ear Treasury Bond Power -16.2% 
~--------- Steel (Integrated) -12.2%Previous 

Recent Week Trucking -10.4%
Prime Rate 3.3% 3.3% 

Telecoin. Services -9.8 0
/0 

3D-Yr. Treasury 4.7% 4.6% 
fed funds 0.1% 0.1% 

Environmental -9.3% 

Internet -8.5% 

Investment Co. (Foreign) -8.4% 
VALUE LINE UNIVERSE 

Previous 
Recent Week The corresponding change in the Value Line 

Arithmetic Average is -1.9% 

Advances 1500 277
 
Declines 193 1411
 
Issues Covered 1698 1697 
Market Value 
($ Trillionl 15.353 15.012 

VALUE LINE COMPOSITE 

New Highs 

New Lows 
--~------------

Previous 
Recent Week 

New Highs 
New lows 

156 
7 

45 
11 

.. i.•. 
CHANGES IN FI~ANCIAL.... ·"ii;i~i 

.~ STRENGTH RATINGS 

Ratings & 
Prior New Reports 

Company Rating Rating Page 

Bruker Corp. 

iti. ..• , 
119.;itii 

FPL Group A+ A 157 

Ford MolO~ C+ C++ 104 

C2010, Value Line Publishing, Inc All rights raser~ed. Faclual malerial IS obtained from saura1S beliS'Jed to be reliable and is provided without warranlles of any kmd. THE PUBLISHER
 
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publla1tion is ~Iriclly fOf subsCllbe~s own, nOli-commerCial, Inrernal use. No part a! 11 may be reproduced. To subscribe call 1·800·833-0046.
 
resold, stored or tran~milted in any printed, electrOnic or olher form, or used lor generating or markeling any pllnted or electronic publication, service or product.
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Stock Market Averages
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THE VALUE LINE GEOMETRIC AVERAGES 

Composite Industrials Rails Utilities 
1668 stocks 1556 stocks 8 stocks104 stocks 

2/11/2010 301.51 24573 260274 206.23 
2/12/2010 302.67 246.74 2608.34 206.21 
2/15/2010 HOLIDAY 
2/16/2010 307.87 251.00 2653.46 209.66 
2/17/2010 309.49 252.40 2651.00 209.90 

%Change
 
last 4 weeks -2.5% -2.4% 0.0% -4.2%
 

Arithmetic 
Composite 
1668 stocks 

2219.46 
2228.42 

HOLIDAY 
2267.10 
2279.45 

. -2.}% , 

Composite 
65 stocks 

3419.87 
3405.80 

3468.06 
3475.62 

-3.8% 

THE DOW JONES AVERAGES 

Industrials Transportation 
30 stocks 20 stocks 

10144.19 3923.16 
10099.14 3917.56 

HOLIDAY 
10268.81 3997.86 
10309.24 4007.62 

-2.8% ~3.4% 

Utilities 
15 stocks 

367.38 
364.55 

371.55 
370.29 

~7.3% 

WEEKLY VALUE LINE GEOMETRIC AVERAGES UANUARY 9,2009 - FEBRUARY 17, 2010) 
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Officers, directors, employees Bnd offillates of Value Line, Inc. ("VLI"), It(Id Vsluo LIne'S loveslmonl-mllnagemont aHiliale, eULAV AU8I MOnllg<llment, LLC ("EULAV"), a wholly-owned subolldillry Of Value Line. 
Inc" the parent company of Value LIne Publishing, Inc. ("VLPI"), ~ hold stock:!llhat ll"l reviewed or recommonded In this publlcaUon. EULAV 81'0 manages Investment companies Bnd other IIccoun15 that use 
the ranklngs and recommendations In this publientlon as pari of t/'leir irM!Slmenl strategies. These accounts, as well as t/'le otIlcer9, dlreclol'$, employees end affiliates at VU, may dispose gIl> aecurlty 
notwithstanding the fact that Tho Value Une Investment Survey (t/'le "Surwy1 '8rlks the Issuer favorably; conversely, such accourl1!l or p<!rIIOf1S may pu!Chase or hold a security that i. poorly ranked by the 
Survey. Some at the Irlvestment companies managed by EULAVonly hold securilles with a specIfied minimumTimeliness Rarlk ~ the Survey and dispose 01 those positions when theTImelineil$ Rank ltedine'J 
or Is suspended. Subscribers to tho Survey and Its reloted publications as well as some Institutional customors atVLPI will hove access to the .,ntire Value Line Investment Survey at 8:00 AM each MOfIdllY (or 
the nerl business day after a Monday when th", New York Slock Exchange la closed). AI (he nmo time. portfolio managers for EULAV wlll rocelll<!! .eporls providIng Tlmollnou Ranldng IrllormaticJn. EULAV'. 
portfolio managers also may have occess to publlcly ovallable Informalion (hot may ultimately result In or Influence a change In ronklngs or recommendallons, such as earnings releasos, changes In mllrket 
value or disclosure of corporate trarl!~actiorls.The InV1i!:stmem companies or accounts may tradll Upl)rl auch Irlfonnation prlorto 8 change In flmklng. While the rankings In the Survey are Irltllnded to be predictive 
of Mure relative performance at Ilrllssuer's S&Curltl~, the Survey 15 nollntended to constitute a recommendation of any spe<:lIIc security. ArlY Investment d&c:lslon with respect to arty luuer c:ave,ed by lhe 
Survey should be made a5 part of II divelSilied portfolio of equity securities end In IIgM 01 orllrwestgr's particulll' Investment obJectives and circumstances. 

C2010. Value Une Publishing, Inc. All ri!1ils reserwd. Fac1ual malerial is oblained h'om sourcas belie'led 10 be reliable arn! is proVided without warranties 01 any ~ind. THE PUBLISHER 
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publicallon is slriclly for sUbscrib&~s own. non·commercial, Internal use. No pari of It may be reproduced. To subSCribe call 1·800·833-0046. 
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Summary: 

American Water Works Co. Inc. 

Rationale 
The ratings on American Water \'(Iocks Co. Inc. (AWWJ and its funding subsidiary American \'('atcr C'..apitaJ C"orp. 

(.A\X'CC) r,(':flccr the consolidarcd credit quaJiry of A~l\V;. A f,lVotabl(' tomrcti~ivc posItion, a diverse and surrnnivc 

regularory environmcnt"and a stable, abovc-avcmgc service territory sup~rt AWW's 'excellent' business risk 

profile. AWW's regulatory frllmcwork includes reasonably nllowcd rerums on equity and vmiolls cos[-rccO\'er~,i 

mechanisms, including inceJitiveS for infrastrucrure improvements. The company's geographic diversity provides it 

with some market, cash flow, and regulatory diversification. We view AVI.'W's operating risks associated with its 

non regulated operations ~s fairly low. AWW's aggressive financial profile, elevated capital-spendillg requirements 

for infr:lstructure rtpJaccr~enr, inctcased compliance costs WiTh water-quality smndards, Qnd 'the company's reliance 

on ncqulsitions to provide growth partly offser these strengths. 

AWW provides regulated w~ter <lnd \vasteW:ilrcr services to more than 3.3 milli,on customers in 20 smtes. The 

company's regulated utility subsidiaries represent almost 90% of roral revenues, but have provided a.lmost 100% of 

adjusted EElI' for the past three ycars. The company's nonrcgulatcd subsidiarieS eng'age in 'water and wastew.ater 

facility management and mainrenance, as weB as design and construction consu.lting services related to· w~lter and 

w~stewater plants. We view these nonregl1!:.ned segments as h;tving modest increment:]1 risk for AWW due CO their 

lack of cash flow contribution and modest expected c<1pital reqllirements. 

A state l;ommission regulates each of AWW's regulated subsidiaries, which suppurts revenue and l;ash Row stabHity, 

The ~ver3ge allowed return on equity lROE) in AWV';'s six largest jurisdictions) which 3l;counr for abour 75% of 

consolidated revenues, is about 10.3%. Th.is is abour the average allowed ROE inthe water sector. In a number of 

jurisdictions. which represent about 50% of l;onsolidated revenues, the utllity recovers replacement capit<11 spending 

hetweeu rate cases up ro ~ stated percentage. The importance of infrastructure surcharge mechanisms has jncreased 

given AWW's c~lpjr~1 progrnm of Lip to' $1 billion pcr year. Ccrtain states also'aHow for surcharges related to the 

cds·t of power, chcmicals, and purchased warer. For the next few years. we eXJ>:Ccr AW\''(/''to file additional ratc cases 

i1nd request additional recovery mechanisms to cover rising operating COSts, capital expenditures, and pe"nslon and 

other postretirement obligations. 

Consolidated fioi1ncial metrics arc improving) and arc acceptable for the IBBB+1 rating. RWE: AG's agreements to 

not fi'le ratc cases for up to three years following its. a~quisjti()n oJ AWW in 2003, as well as significant goodwill 

impairments, resulred.in a dcterior~tion of the fin;tnci;ll profile. In 2008, rcgulMory commissions granced AWW 

$200 million of race increases and the company currently h~s filed requests for an ~dditlol1al $280 million. The 

company 3sked for the rate increases to cover rising operating cases, capital expendirures, and pension and orher 

pO'stretiremt'nt oblig"ations. In November 2009, RWE onnoullced an offering to sell irs remaining holdings of AWW. 

None of the proceeds from.rhe sale will benefit A\VW, and the annollm:emem is cons"istcnr with our expectation and 

RWE's previously stOred plan to fully divest its ownership of A\Y1W. 

For the 12 months ended Se.pt. 30, 2009, AWW·'s "adjusted funds from opt:ra.rions (FFO) totaled $6?Q milli~n. FFO 

Standard & Poor's I RatingsDireet on lheGlobal Credit Portal I December 21,2009 
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Summary: American \Vater Works Co. Inc. 

to debt was 11.3%, which is acceptable for the ratin,g. Total debt to capital also improved to 60% as of Sept. 3D, 

2'009, compared with the 63% as at March 3], 2009~ with the completion of $250 million equity issuance in June 

2009. The uncert.aintil~ associated with the timing of the comp::my's r.ate cases and the suhsranti.ally higher c.apiral 

pl.ans are significant risks th'lt may prevent adequ~te improvements to the cO~p:tnyls financial profile. We ~xpect 

FFO to benefit from additional rate increases~ although a s~stained improvement in consOlidated fFO to debt may 

not materialize given the company's financing needs. 

.short-term credit factors 
The- 'A-2' shorr-term r<1tings on A\YJW and AWCC reflect siz<1blc borrowing capacity under the company's revolving 

credit facility :llld stahle cash A()ws from regullltecl.suIH"diaries/ However, A\V\Y/'s cash ll.ses include high leve,ls ~)f 

capir.al spending, s.ubstantial upcoming debt maturities, 2nd expect2tion.s that the comp:tny ""ill institute a Common 

srock dividend. Capltal expenditures arc projected at around $05 hlflion during the next five years for infrastructure 

replacemcncs, new facility const'ruction, maintenance of water-qua!itr and environmental standards: Hnd system 

rcli3biliC)" 

For the '12 months ended Sept. 30., .2009, AWW generated $680 mBlion of r<ish from operarions. AWW1s internal 

cash generation is insufficient to meet its ongoing operating find capit:ll'needs, and therefore requires periodic access 

to the c2piral ~arkt::ts. Scheduled debt maturities of $45 milUon in 2010 and $35 million in '2011 should be 

man:lgcable given the companr's good access co the markets. AWW's annual dividends toral ahout $130 million. 

AVJ.'W issued about $250 million of equity and ahout $400 million of deht in 2009. The company uses rhe proceeds 

to fund some of its capit,d expenditure plans, as ''''ell as ttl reduce short-term debt, We expect AWW to continue to 

fund its capital expenditures through <'I prudent mix of del~t and equity. 

As of Nov. 5, 2009 j AWW had $803 million avaiJable under its $840 million revolving credit facilities. A smail 

portion /15%) of the revolving credit f.acilities marures on SepL 15~ 2012 1 wirh the: halance due Sepr. 15, 2013. The 

company also has access to a $10 million shorr-term working-capital line of credir. The comp2n)' is 1n co.mpliance 

with its v~lr.iolls .financial covenants, which include fI m~ximum debr to capiral (with adjllstnients) of 70% .and 

restTic·tions on liens, distributions} debt incurred at AVI.,rW, and asset sales. 

Outlook 
The .stable outlook-on AWW and AtXlCC reflects O'ur expectation that the comp.anr will receive s~pporrive rate 

increases over the next three ye..us to address rising costs and incteased capitrd·spending pl.ans. The current rating 

can accommodate some acquisitions, assuming management fuhds the acquisitii:>ns in a balanced manner. We could 

lower the. r.lting if financial perform::mce scalJs or deteriof.ates, which .could res lilt frol11 su hstantial debt-financil1g .oF 

capital expenditures or a.cquisitions~such that FFO to debt falls below 9%. and deht to etpital.rises above f$5c}~). We 

could also lower the rating if mtt" increases or allowed rerurns are set at levels suhstancially ~.lelow ·the- requested 

figures and ratc case filings cake significantly longer to be resolved thtln currenrly expected. We cCHIId raise the rating 

if hlgher-than~expectedrate increases or favom'blc cosr recovery mechanisms allow for a sustained adjusted FFO ro 

total deht ratio of 12 % and adjusted leverage hctwcen 50% and 55%. 
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November 11. 2009 

COMPANY UPDATE 
American Water Works Co., Inc. (AWK) 
Neutral 

Narrowing the ROE gap with rate case filings 

What's changed 
American Water reported 30 results essentially in-line with our EPS 
forecast. As was the,case in 20, lower water usage due to poor weather 

and weak commercial/industrial volumes was offset by O&M expenses 
that have been trending below expectations. American Water announced 

$38 million in approved rate case requests since June 30, bringing the 
annual revenue awarded to $71 million for 2009. Several large rate cases 
totaling $239 million in 9 states are still pending. American Water also 

announced the acquisition of five:. small water systems serving 1,600 
customers in September and October. 

Implications 
We have updated our forecast to adjust for the lower water volume, which 
is essentially offset by lower O&M expenses, updated rate case filings, and 

a slightly lower tax rate. Our 2009, 2010, and 2011 EPS estimates remain 
unchanged at $1.25, $1.44, and $1.56, respectively. 

Valuation 
We maintain our Neutral rating. Our 12-month price target is $21.50. Our 

price target is based on a combination of relative valuation metrics (both 
PIE and EV/EBITDAj, as well as a dividend discount model (5% dividend 

growth and 9% cost of equity). 

Key risks 
Downside risks include (1) regulatory decisions and regulatory lag that 

limit ROE expansion and (2) financing risk associated with funding the 
large capital investment program. 

Upside to our price target could come from (1) faster·than-expected 

recovery through rates, (2) lower O&M expenses (3) stronger free cash 
flow generation that reduces the need to issue new equity, and (4) 

elimination of the share overhang. 

INVESTMENT LIST MEMBERSHIP 
Neutral 

Coverage View: Neutral 
United Slates: 
Water 

Marla Karahalis, eFA
 
(2121902-6737 I ma'ia.karahalis@gs.comGolc!man. Sachs 1\0 Co.
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November 11, 2009	 American Water Works Co., Inc. (AWK) 

American Water Works Co., Inc.: Summary financials 
cf<i:..",':"Cmod""""""[S"m"":I'--'__~~7~_'7""2/eOS,,,,c,__;"2/"j~""E__'C;'"'2/"-,':OE'--''--''C,""I1",,E_ f"Ba,ance ~ ($ mn(,· :'i, '2/OS . 12109E'" ,1211DE .121UE 

,
1 

~ ., .. , 
Total revenue 2,336,9 2,435.9' 2,660.9 2.824.9 Cash & equ,valent~ 9.' 7.' 1.S· 

t COSt of goods aold, (1,575,1) (1,60671 (1,699.9) (1,776,41 '; A~o;oums receivable 199.4 208,0 227.7 " 247.7 ! 

'SG&A (199.1) (20231 (212.91 l226:0) In"'enrory 28.9 32.3 34.' 31,3 , 
',R&O 0.0 00 0.0 0.0 ~'Other to.Jmlntasse!s 179.8 247.9 261.1 274,6 ; 
• Olher operellng profili(expensel 0.4 10 0,0 0,0 ! iTOIll.1 cvrrent unts 417.7 495.9 ; , 561.4,'. S30.~" 

ESO ex'pe.nse '. ' "'~ 0.0 " 0.0, 0.0 "O.ot ;;NeIPP&E; 10,123.9 '0,684 4 11,351,0 11;8590 ' 
EElITDA "",;. :834,4 921.6 1,066.7 1;169.~' ; .Net int.angibli:~ '1,699.5 1,250.1 l,:zsci.l: 1,250.'. 
Deprel:iiJI.ion & amOrli~iJljon (27Ul (293.7) . (3185) (347.01 i: TOlal investmems 0.0 ·0.0 0.0 00 
EElIT ,63., 627,9 748.2 ll2.2.5 j: Olher long"lerm essets 990 7 1,052.0 1.072,0 i 1,092.0 
Nel inlereSt ino:omel(expensel (29L1) (J05.8l (3J881 (:l.55.ol .'~ Totll.lllssets 13231.8 13,--482.5 14,.204.0 14,76.2.5 
Ino;omel(tossl from aS$Ode!1!1I 00 0.0 0.0 0.0 ' 

Othera 27.4 20,6 ' 28.0 26,0 r I Accounte p<!yeble 149,8 li5,5 133.3 137,1 . 

; Pr,etax pror~s 29!l4 342.9, , 435.4 4~3:5 ,( Shon-Icr'm deb! 654.B, i 130,9 1JO.9 
Provision for tal:<ilS i (1234) (132.1) (174.2) (1974J 'i toi.h~r't'Urre'n1.1iabil~if'$ 300.1 " 350,5 JSO.5. 350,5 

; Minoriry inler<il$\ : 0.0 00 .0,0· 00 f TDtlII eurrent lill.bllitiell· 1,104.6 ·606:'; : 1514:7 616.4 : 

Net in'ome pre--pre4erred dividends 176.' 210.6 261.3 296.1 ,lon9·u~rm debt , ,,; 4,648.2 5,350.3 5,685.6 5,854,0 

Prerflrrcd diVIdendS 00 00 00 0.0 'Olher 10rlg·term ,liabilities 3.J72,J 3,533.2 3,556,2 :1 3,583,2.' 
· Net Income (pre-elCc:epciOfUllsl 176.1 2.10.6 261.3 296:1 ..Totellong-Ierm Irabilitiell M2D 5 &883.5 9,241.7 9,437,1 

· POSI lax exc:epllonals 17.38.5) (4430) 00 00 • 'rotel nllb~ities 9.125.3 9A9lI.3 9,858.4 10,055.6 
· Net ino;ome,(post-exc'el'ftionalsl l562.41 (2;32.,4) , 261,3 )l96.' 
~;:. " ". ,: '~~e4,e~~ed ~~~;es . . .. 4.' 4.' .., 
: EPS (bnll:, pre-exo;ept) (S) 1.10· 1.44. .1.58· ; Total ~mm~ln equity :. {102.0 . 3,987.6. 4,341.0 4.702.-4''''	 .,EPS (diluted, pre-except.l (s) . 1.10 1.25 . .... 1.56 ,Minority intere~ 0.0 0.0 0.0 

EPS (baGlc:, post·exc:el"l) lSI (3.62) (~.38) '.44 1.58 ..j 

EPS (diluted. post-except) (SI (3.52) (1.39) '.56 ~\otlIlli8bilitie8& equity 13,231:6 13,482.5 14,204.D 14,76.2.5'44
 
Common drvidend~ paid _ (64:1) (137.31 1157.91 l174.4) , ~
 

i DPS(SI 0.4<> 082 ;", 0.86
 0,90 ,\ 

: Di",idendpayou,t rali~'('l'.)", 36.4 6E4 159,9 572'.i('~A~dd~I~"'"";;"~I~lin;;';;"~"~"~'======='~'2/~OS~'=='~'~"~9~E==J'~2/g1~,,~=:::i;"~'~"~E::t Ne: debliequiry (%) 128.9 137.1 133 7 127,0 
• Inteie~ o::CrierlXI: 1.9' '2.1 2.2" . 2.3 

1G~m~wt~h~.~m~ ••,,~';m;:I~%~I========'~'~'''~=='~2/~OS~E==:;:'2/~"~E~=='~'~I1~'~E= 6.5 7,0 8.7'lnventorydaye 7.1 
::-Sales growth 5.5 4,2 9,2 62 1Recelveble days 31.5 30,5 299 30.7 

EBITDA'growth 5'" 10.5 15,7 9.6 BVPS ($) 25.64 22.84 23,79 24.39 

~ EBt! growth 7.4 11.5·', 19.2 9.9*Net ino:ome [pre-exeepl) growth }O,5 ,.,,19.6 240 p.3! ~,AOA I%l, ,,:' 1J 20 
~EPSgroW[h' , '10.6 '13.8' 147 9.8 t:CAOCI(%) 4S 46 

Gmss margin. 32.6340 361. 37.1 ~ 
EBITDAmargin 35,7 37.8 ·401 41.4 i, Dupo,nt ROE 1%) 4.' E' 6.0' . 6.3 

!EBITmargin 24,1 25.9 281 29.1 , {Margln(%)	 7E ,. ".: 9,8 10.5 

0.' 0.2 0.20'1!i!!~;:;"";;~i!!~======~~==.i!i~==~j:Q!==:iii!J:L~.leYerege(x)	 ,., .3.1 I::..c.shflow surtement($ mnl 1V08 1VQ9'E 12110E ,12111E : Turnover (XI 

Net 'no:ome 176.1 210,6 ,,,261.3 2961?,' " " 
':0.891 ; <; ,,'" .'. ' : D&A ~dd.ba~k ii;'cl.. ESO) ''" 271,3·" 2937' "; ::118.5 3470': Fr~e CBsh flow piu ~hare1$1 (2,68) (124) 

.. Minority Interest add·beck ·0.0 '0,0 0,0 DO i F.r~ CB$~ f1?w.yield 1%)· :(13.8) (62)' (95) '~.1) 

Net (incJldee working capilal 5.5 (14,21 . !27.,1) (2In)" 

Other operating o;ash Ilow 9'9..3 117 ° (20,0) (2001 

Cashtlowfrom operallons 5522 607.1 532.6 596.3 

Capital expendiluru 0,008;81 (815.01 1875,0) {825.01
 

; Acqulsitione (125) 17.61 (110,0) (30,01 j' \L,
 
lbfvesiiturM '0.0 Oll. 00 , 0,0 .' ~
 

Olhers (12,3) (611 0.0 0.0. i ~
 

ta.hflowfrom inve~ing (1,033.7) (755.3) [Sll5.Dl
 [aSa.O) . ~ 

I 
D,vidends ~eid (o;ommon & pr.el) (64.1) (137.3) (157,9) (174.4)
 

, Ine.l(dec) In debt 292,9 25.1 335.3 168.4.
 

! Other financing CBsh no"""!,, 248.7 258.7 , 2750 264.7 ~
 
: ta.h 'loW'fr~m finll.nc:lng 477.6 ,4i:i:5 ;":452.-4 258,7 1
 

'Tcrtal CII$h flow .. (3.9) . : (1.7) 00 D.o': t: .
 
. Nam, UI.. RCtlJal V""rma~;""'ulR ,.,...,.. and C'I1imil-ted daIa. 

'j !t::""'; Campa"'! dara, GoJdfNn Sl-::M R~a~a",h ""1",,,= 

·rriaria.karahalisiJgs.com, 

Gabriela Bia >' 

gebriela,bis.@gs.com 

L. ."...	 > ':,.;~ ,.,,,,,.:; 

Goldman Sachs Global Investment Research	 2 

TRACKI t::; ID; \'G-h::LCEOb~~Ygt-1TIs I DlwM"-'.O(3'i'"i[lE>.5:,mhQTSB1NThmMj W MmU50DQxt-fWRhOD91:NrnN::ot~rRi 'l2Nj 12Ml 2g= '" 

·'N... ­ . "·'''r", 
Analyst CofThib"tors " 

Marla Kenlhalis, CFA 

i 

Attachment F-2 



November 11, 2009 American Water Works Co., Inc. (AWK) 

New developments reflected in our forecasts 

Approved rate cases:
 
During 30 2009, American Water received approval for additional annualized revenues in
 

the following states:
 

• Michigan rate case: awarded 100% of filed amount 

Awarded annualized revenues of $0.2 million; requested $0.2 million 

ROE: awarded 10.5%; requested 10.5% 

Rates effecti.ve July 1,2009 

• Maryland rate case: awarded 77.1% of filed amount 

Awarded annualized revenues of $0.6 million; requested $0.8 million 

ROE: awarded 10.75%; requested 11.75% 

Rates effective September 10, 2009 

Since September 30, 2009, American Water has received approval for additional
 
annualized revenues in the following states:
 

• Iowa rate case: awarded 64.5% of filed amount 

Awarded annualized revenues of $6.1 million on October 8, 2009; requested $9.4 

million 

Interim rates of $6.8 million were put in place on July 27, 2009; Customers will 

receive refunds with interest due to interim rates being higher than final rales 
granted 

ROE: awarded 10.5%; requested 12.2%
 

Rates effective November 3, 2009
 

• Pennsylvania rate case: awarded 53% of filed amount 

Awarded annualized revenues of $30.8 million; requested $58.1 million 

ROE: awarded 10.8%; requested 12.2% 

Effective Novemb~r 6, 2009 

In addition, American Water finalized annualized revenues of $22 million in distribution
 
system improvement charges (DSIC) or infrastructure charges in the first nine months of
 

2009, with $6.9 million awarded in 30 2009. Since September 30, 2009, the company was
 
granted additional DSIC of $4.6mn. Our model assumes that DSIC will contribute
 
approximately 1% to revenue growth going forward.
 

Pending rate cases:
 
Since June 30, 2009, American Water has filed rate cases for additional annualized revenue
 

increases of approximately $70 million:
 

• Arizona: filed for $20.6 million in annualized revenues and 12.25% ROE 

- Filed July 2, 2009; rate case could tak.e up to 2 years (mid 2011) 

• New Mexico: filed for $0.7 million in annualized revenues and 12.25% ROE 

- Filed August 21, 2009; award expected mid 2010" 

• Missouri: filed for $48.7 million in annualized revenues and 11.6% ROE 

- Filed October 30,2009; award expected October 2010 

Goldman Sachs G,'obal Investment Research
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November 11, 2009 American WaterWorKs Co. Inc. lAWK) 

Exhibit 1: American Water rate case requests from 2006 to present 
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5n1f19 . 8.8 ;'4.4 12.2% 

9/10109 Com leted 
, 2/1/10 Pendln 

$ millions 

Arizona Anthem 
Arizona Sun Ci 

. ~'!.'; 

""""''i'' ''"'', .. • ranted' .. •.

6116100 7.0 4.3 61.4% 11.8% 8,8% 6/4108 Com leted 
m8lO6 61.5% 116% 10,6% 411108 Com leted 

Genenll Rorte ". lIed iil2006 ,--;+.~"'-'" ";',. ,,'W "!1·>,_-"-'t"~;j",~ '-h-~,;,"l- - +.,"j;".,I'"-~""""'--

Onio $3,4 Co leted . 
New Jerse 

311106 55.1 667% 110% 10.0% 311107 
3/31106 99.0 11.2%562 56.8% 10.0% 4f1107 Com let
 

New Mmdco
 1(X10%5130106 1.3 10.0% 9.7% 5/1107 Com leled 13 

39 2' 
Texas 10116100 $0.8 SO.7 875% 12.0"A. 12.0% 111107 Com leted 
Temessee 11I22lOO 4.1 11.0% 9.6% 5/2310764.1% Com leted 
Indiana 

6' 
1ZJ5IOO 24,7 14.0 10,0% 12/110756.7% 11.5% Com leted 

Issoun 111106 516% Yo 1 ompleted 

Total Granted (2006) :1>189.7 :1>107.8
 
Total Pending (2006"1 SO.O SO.O
 ''''%1 
General Rateeases,Flled.!n 2007 

Arizona Sun Ci 
Kenluck 

". 
California' 1/1107
 $16.4
 

118107
 0.2
 
3129107
 0.6
 
4f27/07
 59.2
 
<13007
 22
 
4130107
 132
 

5/1107
 "
6/1107
 24,1
 

00""7
 61
 
8131Kl7
 32.6
 
1011107
 5.5
 

07
 

$13,0
 100.0% 11.5% 611108 

<>'1106 Com lete 
12/1107 Com leted 

Com leted 
Michi an 1000% 12.0% 10,0% Com leted0.2 116107 
M, ,od 100.0% 11.8%0.6 10.5% 1011107 Com let 

nia 36.0 60.6% 11.8% 11130107 Com 
1.• 86.4% 11.8% 10.6% "NJPen" 

60.6% 11.4% 10,0%
 
COo Island ..
 

8.0 
66,8%6.6 11.0% 95% 4/1108 Com leted 

Wesl Vir inia 14,5 602% 113% 10.0% Com leted5128106 
11.3%",W, 4.3 70.5% 10.4% 2/1106 Com ."d 

10.4%IllinoiS 65.9% 11.3% Com leted 
Orlio 

21.6 <>'8106 
95.6% 113% 10.9% 11/13108 Com leted5.3

'w, .. 0.0% Pendin 

• California rate increasa incJr.Jdes step increase 0' $2.Omn etrectr.-e in 2009 and $2.5mn et7'edM!l1n 2010 
•• /.eng IsJand rale Increase IfIdudes slep increase of $1.Omn in 2009 and:n Omn in 2010 
_. Hawaii lempomry rate increase 01 $0 tmn put In (iare Oct. 2OQ8 and will be subject to adjllstmenl u{XJfl issuance affinal art: 

$169.9 S112.0
 
Total Pending 2007) S1.3 SO.7 "~I
I~otal Granle~ ~~0071 

50.""
 

General Rate cases Flied in'2{)08 ; . -- '~','- . .. . ":., :'" " "., .: ~"-- , ..
~ ~, 

Michi an 1/1/08 $0.2 SO.2 

",12.D% 000108 Petidln 
11.8% 1011108 Com leted 

10,0% 111108 Com lete
 
New Jerse
 1/14108 1250 12171tl8 Corn lated 
California Monter Water 

72.1 11.5% 
1/30/08 35.3 12.1 5/11109 Com leted 

California MonIer 
11.5% 

719",.1130108 1.8 11,5% Com !eled 
California Gen. Office 

1.7 
1130108 6A 2.2 11.5% 5111!U9 Com lete<! 

~ inia 1I30I06 4.3 11.3% 11f1Kl8 Com3A "'" 
Missouri 3131/08 49,8 113% 11/28,1;;18 Com34.5 

11.5%Penns vanla-WN 4126108 2.7 1.9 11/14108 Com "'"eted
 
California ROE
 5/1108 2.8 11.5% Com
 
Arizona
 

0.1 516 
511108 . 20.0 ,: '911f09 Pendln"
 

Wesl Vir iflia
 
. 10.0 11.8% . 

5130108 14.8 52 11.8% 3rlMJ9 Com ,to 
New Mel<ico Clovis 6130f08 2.2 1.4 11.8% Com Jeted 
KenluCk 

5/12109 
18,510131108 10.3 11.5% 6/1109 Completed 

• Texas temporary flIte increase of IOAmn put!!! place June 2006 and will be subject 10 adjllstmenl u{XJfllssuance 01 final rxde 

Total Granted (2008) ~~11.4 $~-46.7 54.1% 
Total Pending (2008) S2O.9 S10.4 50.0%
 

General Rate Cases:FUedln 2009
 :', ",,,~. •. ~! ,. A" ,., 

California Sac 1123109 $32.7 $16.4 10.2% 111110 Pendln
 
Penns vania '"'''' 4124109 581 30.8
 12,0% 10.6% 111MJ9 Com leted
 

low'
 4130/09 12.2% 10.5% 1113109 Com leted
 
IndIana
 

6.1'A 
23;5 Sl1nO pendln4130109 46.' 12.0% 

10.6% 

illinois 5129105 68.• 29.3 12.3% 511110 Pendin
 
Michi an
 6/22J09 0.2 105% 10,5% 7/1109 Com leted
 
ArIzona
 

0.2 
,.3 ']<7(1110 :ipendin
 

New Mexico Ed ewood
 
'.<'l 712109 20.6 i"12.3% 

.".~ 8121(09 0.7 ",,12.3%0.3: 7/1(10 Peridiri
 
ssou
 , . , '" m. 

...., 
., 

I~otlll Granl~ (2009) $37.6 
54'~1Total Pendln~ /2009) $211.0 $108.5 50.0% 

I~otal Granted(2W6 - present) c-., ,!~9.5,;~:W4.1
TotaliPendl~;2005, 'rJre5ent "-';;CS239.2, S119:6'., ''''~50.0% . 

,
Source. Company data. vanous Slate Public U1Jllry Commission news releases. Go.'dman Sachs Hesearcn eSflmates. 

Goldmen Sachs Global Investment Research
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November 11, 2009 American Water Works Co., Inc. (AWK) 

Exhibit 1 outlines Ame;ican Water's rate case requests from 2006 to the present. Pending 
rale cases could increase annualized revenues by up to $239.2 million. We have assumed 

that American Water receives approximately 50% of the amount requested for each 

pending rate case. For rate cases that have been concluded in 2009, the percentage has 
been higher at closer to 55%-56%, but we believe it is prudent to assume a lower rate for 

the next round of rate cases, as this is the second round of meaningful increases following 
large increases only a year or two ago. 

Key pending rate cases include: 

• Arizona (filed in May 2008) for $20.0 million 

• California (filed in January 2009) for $32.7 million 

• Indiana (filed in April 2009) for $46.9 million 

• Illinois Ifiled in May 2009) for $58.6 million 

• Arizona (filed in July 2009) for $20.6 million 

• Missouri (filed in October 2009) for $48.7 million 

Tuck-in acquisitions 
We expect tuck-in acquisition activity to pick up, particularly given the increasing economic 
pressure on municipalities to bridge their budget shortfalls. Since June 30, 2009, 
American Water has completed five small tuck-in acquisitions. We forecast tuck-in 

acquisitions will add 1% to top-line growth over the next several years. 

.. Pennsylvania (Clearfield, Centre, Washington) 

Clearfield (purchased assets of Wallaceton Municipal Authority)
 

Centre (purchased assets of Boggs Township Municipal Authority)
 

Washington (purchased assets of Amwell T<?wnship Water Authority)
 

Acquired 2 of the water systems in September 2009 and 1 water system on October
 
1,2009
 

Total combined purcha~e price: $0.935 million ($0.65 million recognized in 302009)
 

200 water customers (population of 600)
 

• Indiana (Waveland Water Utility) 

Approved by Indiana PUC on September 23, 2009; acquired on October 26,2009
 

Purchase price: $0.68 million'
 

213 customers (population of 500)
 

• Pennsylvania (Saxonburg Area Authority water system in Butler County) 

Effective Oct 28, 2009)
 

Purchase price: $6 million
 

1,200 customers (population of 3,600)
 

Newly acquired system serves Saxonburg Borough and portions of Jefferson and
 

Clinton townships 

• Trenton update: 

On April 3, 2009 the Board of Public Utilities approved the $75 million sale by 

American Water of the Cily of Trenton assets. 

However, the approval is pending the resolution of court proceedings initiated in 

New Jersey Superior Court by Trenton residents seeking to require a referendum 

for the asset sale. 

Goldman Sachs Global Investment Research 
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November 11, 2009 American Water Works Coo. Inc. (AWl<) 

In May 2009. Trenton trial court ruled that a referendum is not required, Trenton 
residents filed for reconsideration and on July 13, 2009, the court denied the 
resident's motion. 

An appeal was filed with the New Jersey Superior Cou~t Appellate Court and oral 
arguments were held in October 2009. 

The Appellate Court ruling is still pending and the company did not provide 

additional color on expected timing for closure. 

Given the regulatory hurdles, Goldman Sachs Research estimates that the 
acquisition will close in th~ 1H 2010, 

Non-regulated operation & maintenance (O&M) contracts:
 
American Water announced on October 1, 2009 that its Military Services Group was
 
awarded contracts for O&M of the water and wastewater systems at Fort Belvoir, Virginia
 
and Fort Meade, Maryland.
 

Fort Belvoir, Virginia: estimated c.$288 million of additional revenues over 50 year 

period (c.$5.76 million/year or c.$1.44 million/quarter) 

Fort Meade, Maryland: estimated c.$650 million of additional revenues over 50 
year period (c,$13 million/year or c,$3,25 million/quarter) 

Subject to price re-determination 

We expect to see the full impact to non-regulated revenues from these contracts in the 
second half of 2010, as we believe it will take several months for the project to fully ramp. 

Goldman Sachs forecasts non-regulated revenues to increase 4.5% in 2010, 2011 and 2012,
 

Capitalization:
 
American Water had net debt of $5,344.8 million as of September 30,2009, total debt of
 

$5,352.6 million and cash of $7.9 million.
 

• Secondary Equity Offering (announced August 11, 2009) 

RWE reduced its stake in American Water to 23.54%. We expect RWE will try to sell 

its remaining stake by April 2010, when certain regulatory approvals expire, 

RWE sold 35 million shares of common stock (upsized by 5mn shares) priced at 

$19.25 on August 13, 2009. 

The underwriters exercised the overallotment of 5.25 million shares from selling 
shareholder"RWE on August 18. 2009. 

No primary shares were sold during this offering 

• $26 million Tax-Exempt Debt Offering (closed September 10. 20091 

Water facility revenue bonds issued by Owen County in Kentucky 

5.625% coupon with a 3D-year maturity and"10-ye"ar call option 

Proceeds used to pay short term debt related to construction of a waler treatment 
and transmission facility located in Owen County. Kentucky as well as to pay a 

portion of the renia'i~ing costs of acquisition, construction, installation and 
equipping of the water treatment and transmission facility, 

• $28,5 million Tax-Exempt Debt Offering (closed October 1,2009) 

Water facility revenue bonds issued by Illinois Finance Auth"ority 

5.25% coupon with a 3D-Year maturity and 10-yearcall option 

Goldman 'Sachs Global Investment Research 

'fRA:::KING Ill: VGhlLCBL,c3 YSM'rI sIDIvIMDkg?>1i)S:6MDhQTSB1NTh'.cNj :'fj t>lm{j50DC:X"1l'iH~C'DgIN,,"":lmNDRiY2Nj Y2Ml "£-']='= 

Attachment F-6 

6 



November 1" 2009 American Water Works Co" Inc, (AWK) 

Proceeds used to pay short term debt related to construction of a water treatment 
and transmission facility consisting of supply mains, distribution mains, service 
lines, meters and miscellaneous equipment in Champaign County, Illinois and 
certain other Illinois American Water service. 

• $134.2 million Tax-Exempt Debt Offering (dosed October 20, 20091 

Water facility revenue bonds issued by New Jersey 

5.70% coupon with a 30-year maturity 

• $10.5 million Tax-Exempt Debt Offering (closed October 20, 2009) 

Water facility revenue bonds issued by New Jersey 

5.0% coupon with a 30-year maturity 

Details on our model changes 

Exhibit 2 summarizes the key differences between our 30 estimates and the results 
reported by American Water. 

Exhibit 2: American Water 3Q2009 ach.!-als versus expected 
$ millions, except per-share data 

~-'" "»')" to>. ,,,. 
iClll1A """'JQO~E """1'% Chg SciIMA - % C'hg". , 2009A '···'·"'%.Chg 

Operating Revenues 660.0 100.3 ,2.9% 672.2 l.2"Ao 61;>.7 lUI'll. 
Y/YGro-..tll r.2'J06 _ 303 bp~ - 502 bps . 281 bps 

Oparabng and m.ointenanC8 (340,9) (J60,S) -5.5% (3422) (33M)
 
Depredation end "monil'lllion (1U) (7~C) -0,1% (684) 9.~'ll, (73,2) 2.2%
 
Genefellwes (50,$) (~60) -9.6% (49,4) 2.5% (50) -2.1%
 

%ofr""enue~ 7.4% 8.0% .5Gbpll 7.3% + 10 bps 6.~'11. - 99 bps 
Geln Qossl on nle Masse!' 0.' 0.0 (O.~) -2715% (0.0) ·7940,0% 
Op'''8ting Pronl 214.4 20S.~ 2.8% 2119 1.3% 157.2 ~64"1o 

Opera~'ng Margin Jl.5% 29.trlo6 + 17S bps 3Ui~ • 3bp, 251% + ~88bl" 

IrU","l.nel (75.3) (78,8) -3.3% (74,3) 2.7% (152) 

". '" -0.4% "" 3.1"10 

,.. 
AFUOC '.0 '0 ·20.7',4, ,.. ....S.5% ,28.8% 
Other Indc~p (0,3) B -112.4% 0.' -131 ~% (1.41" _79.0'1'. 
Pretl!l~ Incame 141.6 137.1 3.4% 145.7 .2.7% .... ",. 
Pr<Mslon for Income Tues (SO.2) (~42) -7.4% (57_5) ·12.6% (34.1) 

Ta~ Ralll 35.4% 39 ~% -412t1ps 39.~'ll, -412bps 395% " '"- 425 bps 
Nellncomc ,Con~nUln\l Qp, 91.8 63.0 10.4·.~ 88.2 3.9% 52.0 78.3% 
Preferrcd O';i~nd 0.0 0.0 0.0 0.0 

Non-re....ntnWOfac<>n~nued Ops 0.' 0.0 0.0 00 
E.o:u-aordmoly Items 00 0.0 00 0.0 
Nellrn;ome 91.5 .M 10.~% 8S.2 3.9% 82.0 76.3% 

SI'la'u OUl$lIIn<fng - Basio 174,6 160.0 9.1% 159.9 9.2% 1632 7.0% 
S~eres Oul!<tandlng- OlUtad 174.7 150.0 9.2% 1600 9.2% 163.3 7.0% 

Sheres Outslendlng· Basic (lOOP) 114.8 174,6 0.0% 160.0 9.1% 174.6 0.0% 
S~efes Ou!slllnding - Oilllled IEClP) 174.5 174,6 0.1% 160,0 9.3% 1746 0.1% 

EPS. :.C<>n~nuing OP5: Ba.lc , O,~ ,0.52 1.2% O,~~ ..... 8% 0.32 64.5% 
E~:j Co .... lnul!'g·Op..,~ DilU,!"d .dJillWm~'mji;:O,~2 ~im;Y;:O.51 ,LL""'i'f,ril. ;L:;{;t:t'·O;5,5}T~'.:t.:8% t'; :~~i'!0:32 '4~iYll~t<64:8%' 

Y/Y EPS G""./h (diluted) .,,,, • I09t1po 10,9% - 1.570 bp• 1/.9" - 1.674 bps 
EPS - Nel!n<:o"",· Bilsic 0.~2 0.~2 O.~~ .....6% 0.32 "" ..'" 
EPS - Net Inco"",. Diluted 0.52 O,~~ 0,32 ".'"O.~2 601",4,..'" "" 
EerrDA 189.J 283,4 2.1% 280.' 3.3"10 230.4 ;>~.5% 

Y/YGruoolh JJ" 1.2% + 200 bp' -514 bl" 97% -649bps". 
EBlTOAM81f}/n 42.5" + 201 bps 4/.T% + 87 bps 376% • 4!nbp!l"'.. 

MARGIN ANALYSIS: 
O&M as s % or Revenue 50.1% 51.~% -140tlps ~0,9% - 78 bps 54.0% - 3'82 bps 
EBITDA 42,~'ll, 40.5% + 207 bps 41.7% + S7 bp~ 37.6% + 493 bps 
EBlT 31.5% 29.6% + 176bps 31.~'ll, + 3 bps 2~.1% .588 bps 
Prel...- 20.9% 196% ~ 127bps 21.7% - 82 bps 14.1% ~ SSO bps 
Nel·ConPnuing Op.."'Pon~ 13,~% !U% 13.1% ~ 35 bps 9.5% + 499 bps 
Net In<'Ome 13.$% 11.8% :::;~: 13.1% .". S.$% ~499 b 

YOYGROWTH 
Re~enue 

e.' 
EBlTDA 
O&A 
Prelu Income 
Net Income 
ees 

1.2%,,. 
33% 
g.S% 

_2.7% 
3,9% 

.....S% 

4,2% 
_1.5% 

''''' 9,6% 
-~.9% 

_5.9% 
-59% 

- 303 t>p~ 

+ 280 bpe 
~ 208 bps 

-14"ps 
+ 3;>Ob"" 
+ 98l bpI 
• 109b s 

Source' Company filings. Goldm8n Sachs Resettrch esrimates. 

Goldman Sachs Global Investment Research 
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November 11, 2009 American Water Works Co" Inc, (AWK) 

American Water financial model 

Exhibit 3: American Water annual income statement, 2006-2012E 
$ millions, except per-share data 

'iNCOrJiE STATEMENT_ [t- ''''''i:rF''''''''''-''- ...... ~ .. 2006A'1)" .....H'2007A' """""'2008A ~ '2009E. '::!'l..... :2ofoE·'t...'" 2011'e ·'%~.1'2012E4< 

OpI:!fS~ng Revenues 2,093.1 2,214.2 2,336,9 2,435.9 2,660,9 2,824.9 2.973.3 
YIYGrol'/!/! -2,0% 58% 5,5% 42".< 9,2% 62".< 5,3% 

Operation and maintenance (1,1745) (1,246.5) (1.303.8) (1,313.0) (1,381.4) (1,4294) (1,478.9) 
Depredation ~d amOltlmOll (259.2) (267.3) (271.3) (293.7) {318.5} (347.0) (375.5) 
Generallaxes (185.11 (18J.3) (199.1) (202.3) (212.9) (226.0) (237.9) 

% of revenues 8.6% 83% 8(;>% 8,3% 8.0% 8.0% aO% 
Gain (loss1 on sala of assets 10.11 7.3 D.• 10 0.0 0.0 0.0 
Operating Profit 4742 524.5 563.1 627.9 748.2 822.5 681.0 

Operating Margin 22.7'% 24.1% 258% 281% Z9. f% 29,6%2"" 
Intere5t, net (3710) (268.0) (291.1) (305.8) (3388) (355,0) (366.5) 
AFUOC 86 11.2 22.7 197 200 20,0 20.0 
other indeX!? D.' 6.2 47 a.' 60 6.0 60 
Pretax Income 112.7 253.8 299.4 342.8 4354 493,5 540.5 

Provision ror Incane Taxes (51.1) (94.5) (123.4) (132.1) (174.2) (197.4) (216,2) 
TaxRale 45.3% 37.2% 41.2% 38.6% 40.0".< 40.0".< 40.0% 

Net Income, Conunulng Ops 617 159.3 1781 210.6 261.3 296.1 3243 
Pfllrerred Dl..,dend 00 0.0 0.0 0.0 0.0 0.0 0.0 

Noo--t9CooirglDiscorrtinued Ops (84) (0.6) 00 0.0 0.0 0.0 0.0 
Extraordinary Items [21751 /501.5) (7385) (443.01 00 0.0 0.0 
Net Income _Reported (16221 13'12.8) 1562.4) (232,41 2613 2961 324.3 

Shares Outstanding - BasiC (Avg) 1600 160.0 160.0 168.1 1818 1877 1915.6 
Shares Outstanding - Diluted (Avg) 1600 160.0 160,0 166.2 182.1 190 1 197.4 

Shares Outstanding - Basic (EOP) 160.0 160.0 160.0 1746 182.6 192.6 200.4 
Shares Outstanding· Diluted (EOP) 1600 160.0 160.0 1746 186.8 1B3A 201.3 

EPS - Colllmuing Ops - Basic 0.39 1.00 1.10 125 1." 1.56 1.65 
'Ef'$ - COntinuing Ops~. bilUteif:..:...·. "-~:,,:.,.:-;:.~;; 0.39'"" ·~l-\).oor:.2:..:. . {1o"~~,.::::'T1.25·.':~;~~,-.~.1:44--:·.~:::::.1.56·_-=:c..,-·r~' 

YIY EPS Grol'/!/! (dilllled) 40.1% 1t;8 40/0 106% 138% 146% ,,".< .55% 
EPS - Net Income· Reported - Basic -1.01 -214 -3,52 -138 ' .. 1.56 -1.65 

Eps· Net lralme - Reported - Diluted -1.01 -2.14 -3.52 -1.38 1... 1.56 1.64 

EBITDA 733.4 791.8 a34.4 921.6 1,066.7 1,169.5 1,256.6 
YIYGIOv.1h -3.3"" 8.0% 54% 10,5% 15,7% 9.6% 7.4% 
E8fTDA Matgjn 35.0% 35.8% 35.7% 37.8% 40.1% 41.4% 42.3% 

MARGIN ANALYSIS: 
O&M as a % of Revenue 561% 56,3% 55.6% 539% 51.9% 50.6% 497% 
EBITOA as % of Re..-enlJe 35.6% 35.7% 37.8% 40.1% 41.4% -42.3%

" 0".<
EBIT as % or RlNe1llJe 237% 24.1% 25.8% 28.1% 29.1% 296%2"" 
Pretax as % of Re..enue 5.4% 11.5% 128% 141% 164% 17.5% 18.2% 
Net Incoml;' - Colll Ops as % of Revenua 2.9% 7.2% 7,5% 8,8% 9S% 10.5% 10.9% 
Net Income - Re ed as % of Revenue -78% -15.5% -24.1% -9.5% 9.6% 10.5% 109% 

YOYGROWTH 
Revenue -2.0% 5.8% 5.5% 4.2% 92% 6.2% 5.3% 
EBIT -4.6% 10.6% 7,4% 11.5% 192% '.9".< 7.1% 
EBITDA -3.3% 80% 5.4% 105% 157% 9.6% 74% 
OM -0.8% 31% 1.5% 83% 8.4% 8.9% 8,2% 
Prela>c Ina:me -301% 125.1% 18.0% 14.5% 27.0% 13.3% 9,5% 
Net Income - Colll Ops -40.1% 156.4% 10,5% 19.6% 24.0% 13.:)% 9.5% 

'PS -40.1% 156,4% 106% 13.8% 14,6% 85% 5.5% 

Source. Company fllmgs. Goldman Sachs Research e5tlmates. 

Goldman Sachs Global Investment Research 
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November 11, 2009 American Water Works Co" Inc, (AWK) 

Exhibit 4: American Water balance sheet and cash flow statements, 2006-2012E
 
$ millions
 

. 
IBALANCE SHEET """ .... :~ -_"my"'''' - -~I'" "~2oo6A '"4!"ii:u:i7A ...........'2008A :~:- 2009Ec -_.~ ltifO'E -_. "':"-2iI11E··...,...,..2012E' 
Cash and cast! equivalems 29.8 135 9.5 78 7.8 7.8 7.8 
Reslllcled f~nds 21 3.3 0.5 3M 38,9 38.9 389 
Utility custOOlers accounts recaival::'e 1305 126.7 130,6 136.5 149.4 162.5 171.1 
UnbiNed uijlity revenues 123.2 134' 134,2 140,0 153.2 166.7 175.4 
Malerials and supplies 230 27.5 289 32.3 34.3 31.3 32.4 
Other receivables, net 54.5 69.7 58.9 71.5 763 85.1 89.6 
Other Cl.J'Tl:!111 assels 38.6 35.5 45.1 69.0 690 690 69.0 
Assels of Disc. Ops 12.8 0.0 0.0 0.0 0.0 0.0 0.0 

Total Currenl Assets 412.4 430.4 417.7 4959 530.9 561.4 584' 

Ulility plant, nel 8,6053 9,199.9 9,991.8 10,540.0 11,206.6 11,714.6 12,1941 
Nonulility property, net 1152 118.1 132.1 1444 1444 144,4 144.4 

Net Property Planl & Equipment 6.7206 9,318,0 10,1239 10,884-4 1-1,3510 11,6590 12,338.5 
Regulatory Assets 587,2 661.0 919.7 9$.3 956.3 956,3 9!i6' 
Reslnl;\eC! Funds 17.2 10,3 10.6 35.9 35.9 35.9"9 
Goodwill & Other Intangibles 2,962.5 2,457.0 1,699 5 1,250.1 1,250.1 1,250 1 1,250.1 
Investments . 0.0 0.0 0.0 00 0.0 0.0 0.0 
Other Assels 832 748 60A 59.8 79,8 99.8 119.6 
Total Assets 127831 12951 3 13231.6 13482.5 14204.0 14762.5 15264.9 

Short-term Debt 1,007.1 317.0 654.8 130.9 130.9 130.9 130.9
 
Accounts payable 1407 168.9 1498 125.5 133.3 137.1 141.8
 
Accrued liabrlrtles 62,9 106.9 103,1 165,3 165.3 165.3 165.3
 
Other currenlliabill~es 150.S 181.8 194.0 185.2 185.2 185.2 185.2
 
LJabllities of Disc, Ops 25 0.0 0.0 0.0 00 0.0 0.0
 
Tolal Currel'll. Liabilrt;es 1,363.7 n4.5 1,104 8 6008 614.7 618.4 623.2
 

Long-term debl 4,8709 4.699.1 4,648.2 5,350.3 5,685.6 5,854.0 6.018.0 
Al1tI<nces fa construc1ion 615.7 655.4 622.2 633.8 '633.8 633.8 633.8 
Deferred Income taxes 638.9 705.6 8118 811.8 811.8 811.858" 
Deferred investment lax credils 38.5 3S,4 34.0 32.8 32.8 32,8 328 
Regulatol)' liability-cosl of removal 166,9 266.7 307.3 317.9 317.9 317.9 317 9 
Accrued pension expense 314_6 2907 502.1 490.8 490.8 490.8 490.8 
Accrued postreijrement benefrt exvense 1449 158.5 241.2 235.2 23S.2 235.2 235.2 
Other long lerm liabilities 1104 67.1 46.5 47.4 47.4 47.4 47.4 
Contributions in Aid err Construction 754.2 818,4 911.4 96J.' 1_013.3 1038.3988' 

Total Liabilities 69611 8404.7 912S.3 9490.3 9858,4 10055.6 10249.4 

Preferred EqUity '.6 '.6 '6 '.8 '.6 '.6 
Shareholder'S Equity 3,817 4 4,542.0 -4,102.0 3,987.6 4,341.0 4,702.04 5.030.9" 
Total Liabililles & EgUity 12783.1 129S13 13231.8 13482.S 14204.0 1471>25 15264,9 

.' :' -- ,. 200liA' '--"--loDtA"·7~."'·20-08A '··"""·"2.009E-n-'"-··.~2010E·': ~ ,. ., 2012E'CASH FLOYlSTATEMEN'T 2011E 
Sources; 

EBITDA 733.4 791,8 834.4 9216 1,006.7 1,169,S 1,256.5 
Interest Inccxne 0.4 19 0.1 0.1 01 0.1 0.1 

Total Sources 733,7 793.7 834.5 921.7 1.036.8 1,169.6 1,256.8 

Uses: 
Interest El:pe!1se Paid (371.4) (289.9) (291.2) (J0..5.9) (338.9) (355.1) (J66n 
Boo~ Taxes (51.1) (94.5) (123.4) (132.1) (174.2) (197.4) (216,2) 
ather Non-Operating E:o:penses 1091 -47.7 126.7 137.6 6.0 6.0 6.0 
Change in Current Accounts (ex taxes) (96.6) 16,8 5.5 (14.2) (27.1) (26.7) (18,1) 
Capital Expendilures (682.9) (7508) (1,008.6) (61S0) (67S.0) (625,0) (825,0) 

% 0' loral revenues 326% 33.9% 43.2% 33,5% 329% 292% 27.7% 
Total Uses (1,092.9) (1,070.8) (1,291.1) (1,129.6) (1,-409.2) (1,398.2) (1,-420,0) 

Free.Cash Flow [359.1) . [277,1) [456.6) (207.9) (342.4) (228.7) j163,31 
y,ygrcwth 12131% -22.8% 64.8% -54.5% 64.7% --33.2"Al -28.6% 

Nellnvestnlents (26.2) 10.4 (12.3) 67.3 0.0 0.0 0.0
 
Acquisitions (12.S) (1S.9) (12,S) (7.6) (110.0) (30.0) [3(0)
 
D.lvidends 0.0 0.0 (64.1) (1373) (157.9) (1744) (i90.4)
 
Oiscontinved Operations 30.2 9.7 0.0 0.0 0.0 0.0 0.0
 
Translation Adjustments 0.0 0.0 0.0 0.0 0.0 0.0 0.0
 

lcash flow before Flnanclng:,<.", ,',." (367.n ;,,,;',,i (272.9) ~"", /545.61 'V'~" (285,51 ".-"'. (610.3) ';''''" (4J~,11 '''': ': 1383,81: 
Contributions in aid of construcboo 47.04 358 3.1 1S.0 25,0 25.0 25,0 
Net new QetJI 285.S 1,004.0 292.9 2S.1 "'., 1684 164.1 
Net New Equity (OS) (783,3) 24S.6 243.7 250.0 239.7 194 7 

Net Change in Cast'! (3S.3) 116.3) (3.9\ (H) 0.0 (0.01 (0,01 
Beginning caStl 6S.1 29.8 13.S 9.5 7.6 7.8 76 

Ending cash 29.6 13.S 9.5 7.8 7.6 7.8 78 

Source, Company filings, GOldman Sachs Research eSlimBles. 

Goldman Sachs Globa,' Investment Research 

TRACKI"G ID: Y2Nj-"GnlLC3Gb3 Y~H'ITi: s IDI'-'iI-lDkgHDE':;MDhOTS31NThmMj Nj ~I!\U50D07.M\-~i<.hODglNmNiTl.t1DRi Y2Ml Zg== 

Attachment F-9 

9 



November 11, 2009 American Water Works Co., Inc. (AWK) 

RegAC 

I, Maria Karahalis, CFA, I"Iereby certify that all of tl"le views expressed in this report accurately reflect my personal views about the subject company 
or companies and its or tl"leir securities. r also certify tl"lat no part of my compensation was, is or will be, directly or indirectly, related to the specific 
recommendations or views expressed in this report. 

Investment Profile 

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and
 
market. The four key attributes depicted are: growth, returns, mUltiple and volatility. Growth, returns and multiple are indexed based on composites
 
of several methodologies to determine the stocks percentile ranking within the region's coverage universe.
 

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows:
 

Growth is a composite of next year's estimate over current year's estimate, e.g. EPS, EBITOA, Revenue. Retum is a year one prospective aggregate
 
of various return on capital measures, e.g. CROCI, ROACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g. PIE, dividend
 
yield, EVlFCF, EV/EBITDA, EV/DACF, Price/Book. Volatilltv is measured as trailing twelve-month volatility adjusted for dividends.
 

Quantum 

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for 
in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets. 

Disclosures 

Coverage group(s) of stocks by primary analystls) 

Maria Karahalis, CFA America-Small Companies.
 

America-Small Companies: American Water Works Co., Inc., Education Management Corp., Hertz Global Holdings, Inc., Seaspan Corp., USEC Inc..
 

Company-specific regulatory disclosures 

The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, "Goldman Sachs") and companies 
covered by the Global Investment Research Division of Goldman Sachs and referred to in this research. 

Goldman Sachs has received compensation for investment banking services in the past 12 months: American Water Works Co., Inc. ($19.91) 

Goldman Sachs expects to receive or intends to seek compensation for investment banking services in the next 3 months: American Water Works 
Co., Inc. ($19.91) 

Goldman Sachs had an investment banking services client relationship during the past 12 months with: American Water Works Co., Inc. ($19.91) 

Goldman Sachs had a non-securities services client relationship during the past 12 months with: American Water Works Co., Inc. ($19.91) 

Goldman Sachs has managed or co-managed a public or Rule 144A offering in the past 12 months: American Water Works Co., Inc. ($19.91) 

Goldman Sachs is a specialist in the relevant securities and will at any given time have an inventory position, "long" or "short," and may be on the 
opposite side of orders executed on the relevant exchange: American Water Works Co., Inc. ($19.91) 

Distribution of ratings/investment banking relationships 

Goldman Sachs Investment Researeh global coverage universe 

Rating Olstribution . Investment Banking Relatianl'iihips 

Buy Hold Sell Buy Hold Sell 

Global 30% 1 53% .1 17% 51% I 52% r 43% 
As of October 1, 2009, Goldman Sachs Global Investment Research had investment ratings on 2,674 equity securities. Goldman Sachs assigns 
stocks as Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold 
and Sell for the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' 
below. 

Goldman sachs Global Investment Research 
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November 11, 2009 Americen Weter Works Co" Inc. (AWK) 

Price t~rget and rating history chart(s) 

.~"a...""'"",•• C''''",,I·''"I _'Pr~.C,"...,'UI~'" 

• "'<'''''~'''-'' .- .,.. ., ••" , 

"' "_ " ".. n."'_.' "' " ",, ~ -."CIoW_ 
-. "' _ •• w _._ " _ _., ,_..,_ .. 

Regulatory disclosures 

Disclosures required by United States laws and regulations 

See company"specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager 
or co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client reletionships: managed/co­
managed public offerings in prior periods; directorships; for equity securities, market making and/or specialist role. Goldman Sachs usually makes a 
market in fixed income securities of issuers discussed in this report and usually deals as a principal in these securities. 

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts, 
professionals reporting to analysts and members of their households from owning securities of any company in Ihe analyst's area of coverage. 
Anatyst cOmpensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst 
as officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their households from serving as 
an officer, director, advisory board member or employee of any company in the analyst's area of coverage. Non"U.S. Analysts: Non-U.S. analysts 
may nOI be associated persons of Goldman, Sachs & Co. and therefore may not be subject to NASD Rule 2711/NYSE Rules 472 restrictions on 
communications with subject company, public appearances and Irading securities held by the analysts. 

Distribution ot ratings: See the distribution of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price tBrgem in 
prior periods, above, or, if electronic format or if with respect to multiple companies which are the subject of lhis report, on the Goldman Sachs 
website at http://wwoN.gs.comiresearch/hedge.html. 

Additional disclosures required under the laws and regulations of jurisdictions other than the United States 

The following disclosures are Ihose required by the jurisdiction indicated, except to the extent already made above pursuant to United Stales laINS 
and regulations. Austnllia: This research, and any access to it, is intended only for "wholesale clients" within the meaning 01 the Australian 
Corporations Act. Canada: Goldman Sachs Canada Inc. has approved of, and agreed to take responsibility for, this research in Canada if and to the 
extent it relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or 
reimbursement by Ihe company of travel expenses for such visits. Hong Kon(J: Further information on the securities of covered companies referred 
to in this research may be obtained on request from Goldman Sachs tAsial L.L.C. India: Further inform'ation on the subject company or companies 
referred to in this research may be obtained from Goldman Sachs (India) Securities Private Limited; J_pan: See below. Korea: Further information 
on the subject company or companies referred to in this research may be obtained from Goldman Sachs (Asial L.L.C., Seoul Branch. Russia: 
Research reports distributed in Ihe Russian Federation are not advertising as defined in the Russian legislation, but are informalion and analysis not 
having product promotion as their main purpose and do not provide appraisal within the meaning of the Russian legislation on appraisal activity. 
Singapont: Further information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. 
(Company Number: 198602165W). TaMan: This malerial is for reference only and must not be reprinted without permission. Investors should 
carefully consider their own investment risk. Investment results are the responsibility of the individual investor. United Kingdom: Persons who 
would be categorized as retail clienlS in the United Kingdom, as such term is defined in the rules of the Financial Services Authority, should read this 
research in conjunction with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings thai 
have been sent to them by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, 
are available from Goldman Sachs International on request. 

European Union: DisclOsure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 200311261EC is 
available at http://wwoN.gs.com/cliencservicesiglobaUnvestmencresearch/europeanpolicy.html which states the European Policy for Managing 
Connicls of Interest in Connection with Investment Research. 

Japan: Goldman Sachs Japan Co., Ltd. is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered 
with the KBnto Financial Bureau (Registration No. 691, and is a member of Japan securities Dealer.J Association (JSDA) and 
Financial Futures Association of Japan (FFJUI. Sales and purchase of equities are subject to commission pre-determined with 
clients plus consumption tax. See company-specific disclosures as to any applicable disclosures required by Japanese slOck exchanges, the 
Japanese Securities Dealers Association or lhe Japanese Securities Finance Company. 

Ratings, coverage groups and views and related definitions 

Buy (BI. NeutntllNl, Sell (S}-Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy 
or Sell on an Investment list is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as 
a Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment Lists to 
a global guideline of 25%-35% of stocks as Buy and HI%-15% of stocks as Self; however, the distribution of Buys and Sells in any particular coverage 

Goldman Sachs Global Investment Research 
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November' 1. 2009 American Water Works Co., Inc. (AWK) 

group mey vary as determined by the regional Investment Review Comminae. Regional Conviction Buy and Sell lists represent investment 
recommendations focused on eithenhe size of the potential return or the likelihood of the realization of the return. 

Retum potential represents the price differential between the current share price and the price target expected during the time horizon associated 
with the price target. Price largets are required for all covered stocks. The return potential, price target and associated time horizon are stated in 
each report adding or reiterating an Investment List membership. 

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst slock. and coverage group at 
htlp:/lwww.gs.comlresearch/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment oullook. 
on the coverage group relative to the group's historical fundamentals andlor valuation. Attractiva (A). The investment outlook overthe follOwing 12 
months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral IN). The investment outlook over the 
following 12 months is neutral relative to the coverage group's historical fundamentals and/Or valuation. Cautious ICI. The investment outlook over 
the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation. 

Not Rated (NRI. The inveslment rating and target price have been removed pursuanL to Goldman Sachs policy when GOldman Sachs is acting in an 
advisory capacity in a merger or strategic transaction involving this company and in certain other Circumstances. Rating Suspeuded (RS). Goldman 
Sachs Research has suspended the investment ruling and price target for this stock, because there is not a sufficient fundamenial basis' for 
determining an investment rating or target The previous inveslment rating and price target if any, are no longer in effect for this stock and should 
not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended coverage of lhis company. Not COVli!red (NCI. GOldman Sachs does 
not cover this company. Not Available or Not Applicable (NA). The information is not available for display or is nol applicable. Not Meaningful 
(NM). The information is not meaningful and is therefore excluded. 

Global product; distributing entities 

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant 
to certain contractual arrangements, on a global basis. Analysts based in Goldman Sechs offices around the world produce equity research on 
industries and companies, and research on macroeconomics, currencies, cqmmodities and portfolio strategy. This research is disseminated in 
Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006797897) on behalf of Goldman Sachs; in Canada by Goldman Sachs Canada Inc: regarding 
Canadian equities and by Goldman Sachs & Co. (all other research); in Hong Kong by Goldman Sachs (Asia) LLC.; in India by Goldman Sachs 
(India! Securities Private Ltd.; in Japan by Goldman Sachs Japan Co.; Ltd.; in the Republic of Korea by Goldman Sachs lAsia) L.L.C., Seoul Branch; in 
New Zealand by Goldman Sachs JBWere (NZI Limited on behalf of Goldman Sachs; in Russia by 000 Goldman Sachs; in Singapore by Goldman 
Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by Goldman, Sachs & Co. Goldman Sachs 
International has approved this research in connection with its distribution in the United Kingdom and European Union. 

European Union: Goldman Sachs International, authorized and regulated by the Financial Services Authority, has approved this research in 
connection with its distribution in the European Union and United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstalt fur 
Finanzdienstleistungsaufsichl, may also distribute research in Germany. . 

General disclosures 

This research is for our clients only. Other than disclosures retating to Goldman Sachs, this research is based on current public information that we 
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update our research as 
appropriate, but various regulafions may prevent us from doing so. Other 'tl1an certain indusrry reports published on a periodic basis, the large 
majority of reports are published at irregular intervals as appropriate in the analyst'S judgment. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have 
investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research 
Division. SIPC: Goldman, Sachs & Co., the United States broker dealer, is a member of SIPC (hnp:/fINww.sipc.org). 

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our 
proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our 
proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views
 
expressed in this research.
 

We and our affiliates, officers, directors, and employees, exclUding equity and credit analysts, will from time to time have long or short positions in,
 
act as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research.
 

This research is not an offer to sell or tile soliCitation of an offer to buy any security in any jurisdiction where such an offer or soliciration would be
 
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
 
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and,
 
if appropriete, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from
 
them may fluctuate. Past per10rmance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may
 
occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.
 

Certain transactions, inclUding those involving futures, options, end other derivatives, give rise to substantial risk and are not suitable fOr all
 
investors. Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at
 
htlp:llwvww.tl1eocc.comlpublicationslrisksfriskchap1.jsp. Transactions cost may be significant in option strategies calling for multiple purcl1ase and
 
sales of options such as spreads. Supporting documentation will be supplied upon request.
 

Our research is disseminated primarily electronically, and, in some cases, in printed form. Electronic research is simultaneously available to all
 
clients.
 

Disclosure information is also available at hnp:/fINww.gs.com/researchlhedge.html or from Research Compliance, One New York Plaza, New York,
 
NY 1D004.
 

Copyright 2009 The Goldmon Sachs Group: Inc.
 

No part of this materiol may be Ii) copied, photocopied Dr duplicated in ony fonn by ony means or Iii) redistributed without tho prior
 
writt~n consent of The Goldman Sachs Group, Inc. . .
 

Goldman Sachs Global Investment Research
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May 11, 2009 

COMPANY UPDATE 

American Water Works Co., Inc. (AWK) 
Neutral 

Raising 2009/2010 estimates to reflect stronger operating margins 

What's changed	 l~mem ProfIl;" " 

l,,_	 H..... American Water reported 102009 EPS of $0,19, above our $0,17 estimate,
 

excluding goodwill impairments. The key driver of this outperformance
 ~::~... ~ .. ·jol···· ':;:.:. 
was lower than expected O&M and depreciation expenses. Rate cases
 
approved during 2008 drove strong revenue growth (+8.6%), more than
 ,,,,,,,.,, "=-r-r' O~ ~~::::.;.; 

P.,~.nll1e ~01to. etllh ~'h 80110. lCllt~offsetting volume declines (-3.5%) in the quarter. The Trenton acquisition 
.• Ame,!cen w.te, w.,rb·Co.. Inc. IAWln

($80 million) was approved in April and should close by the end of June. 

Implications 
We have increased our 2009 EPS estimate to $1.46 from $1.34 to reflect the 
102009 $0.02 beat and our assumption of lower O&M and depreciation 

laS!> 
21.00 

2,968.2 .l 
expenses as a percent of sales for the remainder of the year. We have also 
increased our 2010/2011 EPS estimates to $1,52 and $1.62, respectively 

from $1,47 and $1.55 previously. AWK has an important opportunity to 
'121111E 1211'£ 

increase its rate base and returns through infrastructure investment and	 · R...........II ($ mn) New 2,6!t6.B ~S64.3
 

· RevenUB ($ mnl Old 2,B283 J,OO<l,2

filing rate cases. We forecast strong revenue and net income growth over	 · D'S (S)'New 152 .... 

EPs lSI Old	 1.41 .."the next 3 years, but we believe EPS growth will be tempered by the need pn;: (X) 12.2 ' '-11.4 

to raise equity to fund the company's capex program and restore its equity " EViEBlffiA (Xl '81 ,; 

.6.5 6.7 ~ROE 1%1'	 '"
to cap ratio to 45% over time. 

.! 
9fll9£ 12fll9E 

£PS lSI 0.19 """ 0.57 0.31 •Valuation '" 
We maintain-our Neutral rating. Our updated price target of $21 is based 

•Price perlomillnc,; dlii,;"" 
on multiples (PIE and EBITDA) and our DDM. The reduction in our price
 
target to $21 from $24 can be explained by incorporating EV/EBITDA in our
 

analysis, a higher assu,med overhang discount of 15% (up from 10%), and
 
a higher cost of equity of 9.0% (up from 8.5%).
 

Key risks
 
Key adverse risks include regulatory decisions and regulatory lag that
 

limit ROE expansion, and financing risk associated with funding the large .....
 
capital investment program, Upside to our price target could come from
 
faster-than-expected price recovery through rates, lower O&M expenses,
 
and strong free cash flow generation that reduces the need for new equity.
 

INVESTME~TLIST MEMBERSHIP 
NeUlral 

Coverage View: Neutral 
U:lIled SIllIes: 
Waler 

Maria K"rBhBlls, CFA	 The Goldman Sachs Group, Inc. does and seeks to do business with 
1212) 902-6137 I ma'iakarBhalis@g,.comGoldman, Sachs & Co companies covered in its research reports, As a result. investors should 
Gabrielli S,s be aware that the finn may have a conflict of interest that could affect 
1212l902-45131 gBbriela,bis@gS,comGoldman. Sadls & Co. the objectivity of this report. Investors should consider this report as 

onlv. a single factor in making their investment decision. Customers in 
the US can receive indepenaent, third-party research on com~anies 
covered in this report, at no cost to them, where such research is 
available. Customers can access this inderendent research at 
www.independentresearch.gs.com or cal 1-866-121-1000. For Reg AC 
certification, see the end of tlls text. Other important disclosures lollow 
the Reg AC certmcation, or.90 to www.gs.com/research/hedge.html.
Anatysts employed by non-US affiliates are not registered/qualified as 
research analysts with ANRA in the U.S. 

The Goldman Sachs Group, Inc.	 Global Investment Research 
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May '1, 2009	 American Water Works Co., Inc. (AWKj 

American Water Works Co., Inc.: Summary financials 
·F"	 ,(, 

,,!IcP'~oIi<"·,m""od~"'-""cm"""ic· ....:__,--,-~'~21~O,'__~'21""",,,--__,"v"'"0,'....:.....:C'~2C"C','c' ; Belence sheet ($ mnl '2/08 12109E 1V10E lV11E~ 
, ~ . 

, TOIaI rew':llJe 2,336.9' 2,538.8 . 2,896.8 , 2,854.3" ~ Ca5h & eqlJ!v~hm15 . 9.5. 8.5 . '.5 " '5 
Cost Dr goods sold (1,575.1) . (1,64!5.8). (1,732.1) (1,8178) ) tiAl:;counl5 recerv~ble 199.4 '219.3 233,7 251.1 ~ 

(199,1) i · (21Uil ~~15,7) i (229,1) :i ;f1hventory ,j"'::I;, :p,7'; ~ 31.1;: ·32.2;
:i~~~A ,J''';:.,' >. ," \ 0.0 0,0 ", """ O.O:~' Other ~rrenl ,,,Set! 179.8 205,B " . 215.3 _. 227,0 ' 

~ qthe< opera!ing pmfitlleilpe.nse) . 0,4 . :': :0.2 0.0" ' : . :0,0 , ~)totat QJ~nt assetil' . . ~17.7 . ~ :4&7.2' 5.183 
ESO expense . . '0.0 0.0 0,0 . 0,0: tNet :P&E . 10,123.9 10,737.0 11,323.9 11.832.3 
EBITDA 104.4 g"lA 1,067.1 1,164,0! : Nel mtenglbles. .1,899.5 1,249,B 1,249.9 1,249.8 ; 

Depreciation & amortization' 1271,3) (288,'0) (31B,1) 1348.81.! '\,TO[8I,nveslmenls 0.0 0.0 0.0 00 
,	 EBIT 563.' 681.4 749.0 817.4 ' ,'Other long-lerm asset5 990.7 1,014.5 t,034,5 1.054.5
 

Nel'inter~l incom"f(expensel (29t.1 ) (297.91 iJ13.81 1334.1); lota' n:seu' 13231.8 13,468.5 14,096,8 14,655.$
 
Incom;"los5} r;omasSQciltleS' 0.0 0.0 ' 0.0 ,o.o.i,,·:
 ,
Other5 , 27.4 149.B 150.0 163,1 '~69.3 ! 

, Prdax' profits 299.4 f '4~':'<" 4~~:~ ,5::~ j~,;~:~~~X;,~::~,~~, ~, 654,B 707.6 707.6 .p07.6 
. PrOVision lor taxes (123.4) ~ '(160.~). . : ·(1~.5J . ·(203.71 : ~ Other current liabilities: 300.1 346.6 . ,348.6 346,6 ' 
, Millorlly inte'r~Sl: 0.0: 0,0: '·0.0 . 0.0 h.Totalcit"':errt[jab~ities·· 1,104.8 1,204.1. '1.217.2 1.223.4 ,
. Net Income pre-prefetTed dividends '176.1 . 248.9 276.7 . 305.6:: long-v~rm'debt 4,648.2 '4,783.2 5,054,7 5,272.4 

Preferred dividends 0,9 0.0 '0.0 0.0 t Other'iong-lerm liabililies 3,372.3 3,406.6 3,431.6 3,466.6 ! 

Nellncome (pre-exceptionaI5) 116.1 246.9 276.7 305.8 • j Totallong-Ierrn liabilitlas 8,020.5 8,189.8 8,496.2 8,729.0 ; 

Posllax exceplionals (738.5) /443,0) 0.0 0.0' l,•.TotB' liabilities 9,125.3 9,393.9 9,703.5 9,952.4 . 

Net income (post-e>rceptionlll.:) (56Z.41 \194.1) .' 276.7 305.6 

Pre'iened 'ha,"	 ,., c 4.8 ,., .. ' 

EPS (basic, pre-excepll ($) 1.10 · : ; 1.48 1.62 ,1.64 ; Total common eqllitv 4,102.0 4,070.0 • 4.338.8 4,698,6 :; 
':'/'" 0.0 .. 0.0~ EPS [dilutiKl. pr_xcept) ($) 1.10 1:46 1.52 . ,:'62:: Mino~itv Interest 0.0 '0.0 ! 

EPS{basic, post-ex~pt) ($) . (352] ; ,(1.14) i<;' '1'.52 , 
EPS {diluted, pos~'exceptl (Sl . (3521 . (1.1.4) 1,52:' . ..~:: ~ . Total '1~~liities &'eq~;tv :p.2J1.8 . '13,4685 14.lJ98.!l 14,655,5 

Common dividends paid (64.11 1141.3) [15a.o) (171,B) . 

DPS ($) 0,40 0.82 0.B6 

Dividend payout retio 1%) 56,1 56,7 . Additional financial:; 12/08 12fD9E lV10E 1V11E36',4' ' 
0,90 ~54,9! :~~'i'~:;;;~i!:===~===~~:::=~~==E;~~=:::i!!!);~

Nel debt/equity (%) 128.9 134'.5 131.0 127.0 

"g 2.3

1ii!~~~ii;jj~==::::====:!l;~:=:i!!~~=:::i!~~=::::i!!!!~:1V08 1Vl0E ~tl,~venioryd8YS 7.0 

,.. 
:6.4'" '!~Growth&mltrgins(%1 .1VD9E· 1V11E. 'Imera!il cover (X) '.5 g.g 

Sale5 growrh 'h ' ' 5.6 J,8,6 6,2 ,6.2 ~ t R.eceivablc days 32.5 , ,~0.9 , 3O.~,.-i 

25." 23,10 .24.12 24.74 :;::'~:~O~oh~~' . ~:: .:: ~~:~ . '. :~:~ :: :;~ ~i t: BVP.S'($). 

: Net income Ipre-eici::eptl grOwth 10.5 '41.4 11.2 10.4 R.qA (%) TJ "g 2.0·' 7.' 
EPSgrowrh . '10.6 329,' 3.8 B,3. e CAOCI (%) '.5 '.5 .4,4 ,. 
Gro5S mergin 32.6 35.2 35,8 36.6 .' ; ;;:' .,	 ,,,,	 EBITDA margin 357 38.2 " 39.6 40:6' DlJpont R.OE (%). ,., 
EBIT margin 24.1 28.8 27.8 . 2B 5' Margin (%) 75 g, 10,3 10.7 

TUrnover (X) 0.' 0.' 0.' 0,2 .
 

Cash flow statement 1$ mnl 12/08 12/lJ9E 12f.1OE , 1VUE· Laverage!X) 3.~ i 3.2 31 ~
 

;. ~et income , 116.1 248.9 :t'ii :,.276.7,>, 305.6 . "i, 'h ..
~~", 
, Q&A add-l;lack (incl. ESO) .271.3 288,0 ~,_ ':i18.1 345.6 ' (2.85) . '(1.56) (1.69) (1,17h 

Minority imerest add· back a.ci . .. 0.0 :,' : ~ '0.0 0.0 (1'U}' (M) (9:~1 (6.3) 

: Ne'I (incl/dec wo~king captal . 5:5 .' 03,7). . : (8,31 (24,11 

Other operating cash /low 99.3 30,7 . (20.0) (20,0) 

.. Ca5h now from operlltions 552.2 ' 5S3,9 566.6 608.1 

Capnal ellpllndilures (1,0D8.~) · (820.0) (875,0) . (B25.0)
 

ACQll'silions {12,5) (95.0) (30.0] (30.01
 

Divestitures . '0.0 '0:0 ~
, 0,0 

. Olhers '.' (6,1) '00 ;0.0 l 
Cash now from rnv~inlJ · (921.1J (~"O) . ,(855,~) . 

':Dj~i'd~n~s ~~i~ '(CO~~on ~ p~~f) . ". (54.1) (14'1.31 (158,0) (;71.8) 

Inc:l(dec) in debt 292.9 lB7,0 2714 217 7 
Other finanClng,cash flaws 248.7 ' 320.5 225.0 " 2010 

Cash now 'rom financing 477.6 388.2 :33114 248.9 . 

Tolltl cash IIow (3.9) . (1.0). 0.0 0.0 ' . . 
N",e, Ulole';"81 \"Oar ma;. Ir>clude ,"ported Md ....,....ted d .... 
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The prices in the bo'!y of this report are based on the market close of May 8, 2009. 

Investment view 

We rate American Water shares Neutral with a 12-month price target of $21, upside of 13%. 

We forecast robust revenue, EBITOA and 'net income growth in the coming years, but 

given the large capit':ll investment program of $4.0-$4.5 billion over five years and the need 
to restore the company's equity to capital ratio to 45%-50% from 40% at March 31, we 

expect future primary equity issuance will dilute EPS growth, as shown in Exhibit'. Our 
forecast assumes that American Water gradually returns to a 45% equity ratio by 2012. 

We also believe that the overhang associated with AWE's 60% ownership of American 

Water will continue to weigh on the company's shares near-term. Given that the company 

would need to renew regulatory approval for a share sale after April 2010 Ithe 24 month 

~nniversary of the IPO), we believe that AWE will try to monetize its stake prior to this 

deadline. 

We would be more constructive on the stock if stronger-than-expected cash flow 

generation reduced the need to issue as much equity as we forecast ($300 million in 2009, 

$200 million in 2010, and $175 million in 2011). 

Exhibit 1: American Water financial summary 

1_~kG~~R;;~lL1.ii<Jdmt;;1~CJ.ll.~~~(~~7~·Jt;;iiit!~~lL_~!'2009E~i~,.~~t~~tli=,,~~~:!.~.~"i.~""~S'ib: 
$In millions, e>loopt persharll data 

Revenlll' S2,093,1 $2,214.2 S2,336.9 S2.538.6 52,696,8 S2.B&4 3 53,016.2 

Operating Prol';t 474.2 524.5 563.1 661.4 149.0 817.4 869.4 

EelTOA 733.4 791.8 834.4 969.4 1,0671 1.164,0 ',244.5 

Net Income. Cnnt. Op~ 61.7 159.3 1761 248.9 27673056326.1 

"'1::;:::::' 
DUllted Shares 

,~ps':~~~,~ ~I:. 
160.0 

.,·2:l"t;:::~,:(~9.· ~:-~~~:-i~:;:~::F, 
160.0 160.0 170.1 1(12.4 186.4 11145 

10 2i~;:~~4.6::i~,;;::1;S('.Z:"':~f;~~· =!:::.;:~~~ 

yoy change, % 

Revenllll -2,0% 5.8% 5.5% 8,6% 6.2% 6.2% 5.3% 

Operating Prnllt -011.6% 10.6% 7.4% 210% ,9.9% 9 1% 6.4% 

EBlTDA _3,J% 6.0% 5,4% 162% 10.1% 9'% 6,9%. 

Nel Income. Cont. Ops -0110.1% 158.4% 10,5% 41.-4% 11.2% 10.4% 6.7% 

,EPs ,,-,,- ,:":L~,,' ,::':i,<~~_ ':':;::::j~:f%::[~.'35'~..~~'" ,?~~.:<;;....::ri2:l~~:'~~~:~/%:t!::~ 6.:~.::.,,,.~1 .. H~ 
margms. 'Yo of sales 

Operating mOl'gin 22.7% 23.7% 26.8% 276% 28.5% 288% 
EBITDAmargin 350% 358% 38.2% 39.6% 40.6% 41,3°", 
Nellncome mlrgin 2.9% 7.2% 9.8% 10.3% 10.7%. 108% 

Source: Company filings. Goldman Sachs Reses(ch esrimates 
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May 11, 2009 American Water Works Co., Inc. (AWK) 

Growth through rates, capital investment and tuck-in acquisitions 
American Water has an important opportunity to invest in water infrastructure, following 
many years of significant underinvestment by the industry at large. We believe that there 
are three core drivers of growth that will support strong revenue and return growth for 
American Water: (1) rate case catch-ups, (2) incremental infrastructure investment, and (3) 
tuck·;n acquisitions. 

Rate case catch·up continues 
American Water has demonstrated that it is committed to filing rate cases in each state in 
which it operates approximately every two to three years. Rate cases approved during 
2008 su pported strong revenue growth during the first quarter 'of 2009, offsetting the 

volume declines during the period. Sinc~ the beginning of 2009, American Water has filed 
six ne~ rate cases in Pennsylvania, Indiana, California, Iowa, Ohio and Maryland totaling 
$156.7 million. In addition, pending rate cases filed in 2007 and 2008 total $89.2 million. In 
our analysis, we assume that American Water is granted 50% of the amount that it has 
filed for in each state. 

Exhibit 2 summarizes the rate cases that have been filed, our assumption for how much 
will be granted. and when this revenue should begin to contribute to the company's 
revenue line. Historically, the company has received approximately 60% of the amount 
filed. We believe that it is more prudent to assume a lower percentage, 50%, given that this 
is the second round of large rate increases requested in a 2-3 year period, in a particularly 
difficult economic environment. 

Incremental infrastructure investment 
We co'ntinue to assume that American Water will invest $4.0-$4.5 billion over the next five 
years. We forecast 5800 million is invested in 2009 and $850 million i~ invested in 2010 
and that this investment is funded approximately 50/50 debt and equity. 

Tuck-in acquisitions 
We expect tuck~in acquisition activity to pick up, particularly given the increasing economic 
pressure on municipalities to bridge their budget shortfalls. American Water completed 10 
small tuck-in acquisitions in 2008. Tuck-in acquisitions in 2009 have been slower to 
materialize, but we do believe that they will be a source of incremental growth in the future, 
adding approximately 1.0% growth to the revenue line. 
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Exhibit 2: American Water rate case requests from 2006 to present 
$ millions 

~•. .. .," " 
General Rate·Cil.$t'l$ Filed In'2006', :r'~;!k'i' ""'i0:;"0"'"",'!l,'" ,>",;~.,-<,:!!~ ,\,-+~i;i;>1F ·:,,",,Y:i0i'!,(;J!~'.;<lqi.1;;;j;Li+'c· ....','."'"'0->', i-jij:f_ 

Ohio 
New Jers 
New Mexico 
Arizona Anthem 
Arizona Sun Cil 
Texas 
Tennessee 
Indiana 

Issouri 

TOlal Granled (2006) 
Tolaol PendIng (2006) 

California
 
Michi ao
 
M' ,",
 

Penns vania
 
Arizona
Kenluck 

Sun Ci
 

Lon Island
 
West Vir inia
 
lOW' 
Ill1nois 
Ohio 

awaii, '!,i". 

Tolal Granted (2007) 
Total P9ndlng (20071 

General Rate Cases, Filed -in '2007 

Gene-ralR21te'C21se!i Filed In 2008 
NewJe~ 1114/08 

' ,.2121108Texas 
California Montere GO 1/30/08 

5/1/08CalifornIa ROE 
Vir inia 1/30108 

Missouri 
Penns vania - WIN 
Arizona 
West Vir inia 
New MexiCo ClovIs 
Kentlicky' H; 

Total Gl<lnt9d (2008) 
Total Pending (2008) 

311/06 
3/31/06 
5130/06 
6/16/05 
7/28106 

1Ofl6IQ6 
11122106 
1215/06 

12115/06 

1/1107 
118107 

3129/07 
4127107 
4130/07 
4130107 

511107 
6/1/07 

8/30107 
8/31107 
1011107 

·:1 /107 

General Rate Cases'Flled in 2009
 
California S" Lark
 1/23/09 
Penns
Iowa 

vania ' ;.,4J24J09 
4J30/09 

h'1diana 
"'j' 

4130/09 
M, land ".' '.' . '''/30f09 
Ohio 517109 

Total Graonled (2009)
 
Total Pending (2009)
 

$3..4 66.7% 
56.2 568% 

1.3 100.0% 
4.3 61.4% 
2.4 61.5% 

00.7 87,5% 
4.1 64.1% 

14.0 56,7% 
21.4 51.6% 

11.8% 8.8% 5/4/08 Com leted 
11.8% 10.6% 411108 Com leted 

$5,1 11.0% 10.0% 3/1107 C~ leted 
990 11.2% 10.0% 4/1107 Com leted 

1.3 10.0% 9.7% 511107 Com leted 
7.0 
3.9
 

$0.8
 12.0% 12.0% 111107 C~ leted 
11.0% 9.6% 5/23107 Com leted6.4 
11.5% 10.0% 12/1/07 Com leted24.7 

41.5 11.3% 100% 111107 Completed 

$189.7 $107.8 56.8% 
SO.O SO.O 

$16,4 
0.2
 
06
 

59.2 
2.2 

13.2 
9.6 

24.1 
6.1 

32.8 
5.5
 

'3,,1.3
 

$169.9 
$1.3 $0.7 

$72.1$125.0 
0.9 

43.5
 
2.'
 
4.3 

1/1/08 0.2
3114/08 7.6 
3131/08 49.8 
4/28108 2.7 
5/1108 20.0 

5130108 14.8 
,6/30108 .2.2 

'10/31/08 ""18.5 "'i"l r~'9.3 

$204.4 S119.0 
$87.9 $-43.9 

$32.7 $16.4 
$58.1 $29.1 

$9.4 ~i' $4.'7, 
. $46.9 $23.5 

.$0.8 ::' ..$0.4 
$4.4$8.' 

50.0 
$156.7 $78.3 
.!~.O 

.> .','
$13.0 100.0% 11.5% 10.2% 6/1108 Com leted 

0.2 100.0% 12.0% 10.0% 118107 Com leted 
0.6 100,0% 11.8% 10.5% 10/1107 Com feted 

36.0 60.8% 11.8% NIA 11/30107 Com leted 
1.9 86.4% 11.8% 10.8% 611108 Com leted 
a.o 60.6% 11.4% 10.0% 12/1107 Com leted 
6.6 68,8% 11.0% 9.5% 4/1/08 Com leted 

14.5 602% 11.3% 10.0% 3/28108 Com feted 
4.3 70.5% 11.3% 10.4% 2/1/08 Com leted 

21.6 65.9% 11.3% 10.4% 8J8Ioa Com leteo 
5.3 95.6% 11.3% 10.9% 11113108 Com leted 

, ';j\,,!!p.7 <:::50.0% 10.6% i. ,1111/08 eo log 

$112.0 65,9% 
50.0-" 

11,5% 10.3% 1Zfl108 C~ leted 
12.0% ' ~. , 6130108 Pendln 

» '11.5% 111/09 "\ Pendln 
":11'.5% 5/1109 '"" Pendin 

11.3% 105% 718108 Com leled 

11.3% 10.0% 11/28108 Com leted 
11,5% 10.6% 11/14/08 Com leted 
11.6% 5/1109 Pend In 
11.8% 10.0% 3126109 Com leted 
11.8% > ~" ,\ , "",711109 ' Pendin 
11.5% "'i" '0", 6/30/09 Pending 

58.2-" 
50.0% 

"j'I'· 

50.0% .10.2% t.:·:,: 1/1110 F.'endln 
·r' 50.0% 12.0% '.:; 1/1/10 ' Pendin 
"';50.0% ;12,2% 3/1/10 q;,Pendln 

50.0% ---/,12rO% 511/10 " Pl!'lidin 
"50.0% '; .. 11.8·;' : 211110 .' Pendln 

50.0% ~~.: NlA 1/1110 ':,Pending 

0.0%
 
50.0·"
 

Michi ao 
Tennessee 

57.7% 
0.4 .'50.0% 

21.8 '50,0% 
1:4, 50;0% 
3.' 79.1% 
0.2 100.0% 
1.7 21.6% 

345 69.3% 
1.9 70.4% 

10.0 50.0-04 
5.2 35.1% 
1.1 50;0% 

50.0% 

10.0% 10.0% 1/1/08 Com leted 
11.8% 10.2% 10/1108 Com lete'd 

Totalpl<lnt~,(2'Q~6,~pr:e'5ent)Ay/,:<~!i:?k:,;:i;\i:'i;$564~0,'~'J{') 5,3,~8~7."!.~;~~0.1% 
,Total'PendU1g (2006. - Dre'Sent)'-"1fi?;))~:141-ftLjd!:;,$245~JI;Dk" S122:.9~"" 50.0~"
 

Source_ Company fIIrngs, vanous State PubliC Utrlrfy CommissIon ne'o1ot5 releases, Goldman Sachs Research est/males.
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May 11, 2009 American Water Works Co., Inc. (AWK) 

Declining water demand partially offsets strong rate increases 
First-quarter water volume sold declined 3.5% year-on-year, with declines registered in all 

segments - residential, commercial, industrial, and public/other (see Exhibit 3). As 

expected, the industrial segment declined the most (-12.9%) driven by the decline in 

economic activity, The industrial segment represents 10% of toUl1 water volume and 5% of 

revenue. We expect this segment, followed by the commercial segment, will remain under 

pressure throughout 2009. 

Exhibit 3: 102009 regulated business water volume 

';;···'P'S ~mF7fi~Water Sales VolUmes '1rlkmmi~ "Op'e.r;;tJiri"g ~,evenue~]¥: 

Custamer'Cla~~ , '11&% change yay.­ aitIIIRti% of total _ ~% of total ~W1 

Residential -1.5% 53.0% 57.6% 
Cammerical -3.6% 21.7% 18.3% 
Industrial -12.9% 10.3% 4.7% 
Public & Other· -2.7% 15.0% 19.4% 
Total -3.5% 100.0% 100.0%.Pub!Jc and Other mcludes revenue from wastewater service 

Source: Company filmgs. 

O&M declines as a percent of revenue 
Expenses came in below our forecast principally due to lower operating supplies and 

services expense, and lower depreciation. The lower operating supplies can be explained 

by the reduction in contracted services employed .by American Water in 1Q2008 to support 

the company's Sarbanes-Oxley remediation efforts and certain costs associated with the 
company's IPO. Depreciation expenses were lower than our forecast and below 

depreciation in the fourth quarter. We believe this may be explained by fUlly depreciated 

assets rolling off and possible changes to depreciation schedules. As a result we have 

reduced our forecast for O&M as a percent of sales as well as depreciation going forward. 

We expect less commodity inflation pressure on the O&M line as we begin to lap last 

year's steep increases, particularly in the case of fuel and chemical costs. The one area 

where we do expect expenses to increase is pension-related expenses and post-retirement 

healthcare benefits. The company plans to expense $32 million during 2009 and will seek 

rate relief on a portion of these expenses. 

Bad debt expens~ has crept up but remains low 
Bad debt expense (as measured by uncollectible accounts expense as a percent of 
revenues) for the first qu~rter (0.9% of sales) remained relatively flat with fourth quarter 

2008, although it increased year-on·year (0.3% in first quarter 2008). We will continue to 

monitor the bad debt expense line given the difficult economic env:ironment. We believe 

that American Water is actively focusing on collections of past. due accounts and'expect 

that bad debt expense should not increase meaningfully from here. 

Stimulus Funds available for water infrastructure investment 
American Water, like other water utilities, plans to take advantage of all sources of funding 

available to support its capital investment program. The company issued $75 million in 

senior monthly notes in February, $80 million in Pennsylvania tax-exempt revenue bonds 

and has indicated that it plans to issue a further $300 million in tax·exempt financing in the 

coming months. 
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Valuation: 13% upside potential to our 12-month price target of $21 

Our 12-month price target of $21 implies 13% upside from current levels. Our price target. 
is based on multiples (PIE and EBITDA) and our dividend discount model. 

We believe that the best way to value a'water utility is a combination of multiples anal'1sis 
and a dividend discount model. In the past, we have focused principally on PIE as the 

primary metric for comparative valuation, due t~ the regulated return framework which 
sets an allowed ROE. or essentially a fair rate o(ret~rn. GivenAmerican Wat.er's higher 
level of leverage relative to comparable companies, we are also incorporating EV/EBITDA 
multiples into our analysis. Note that the comparable group for American Water is quite 
limited. There are 10 publicly traded water utilities in the United States including American 
Water. and only three such companies with a market capitalization in excess of US$500 
million (see EXhibit 4). 

Exhibit 4: American Water comparative valuation 

Share MkI. Cap Enterprise PIE EVIEBITDA Dividend ROE DebUCap 

Company Ticker Price (mmj Value 2009E 2010E 2009E 2010E Yield (adj.) (BV) 

us Water Utilities 
Mid Cap' 

Aqua Americ&lnc W;R S 18,36 S:2 495 $3833 21.7 x 20.0 x 10.7 x 9.8 x 2.9% 9.6% 55.6% 
Califomra Water 5el'VJce GroUP CW; $ 37.36 $ 775 S 1091 18.0 x 175 x 8.3 x 8.2 x 3.2% 10,0% 45.0% 
American Slates Wall!r Co AWR S 33.88 .$ 590 S 925 19.8 x 175 x 8.9 x 8.2 x 3.0% 9,2% ·52,4% 

Average of Mid CapUS Water UtiliUl!!1 19.8 x 18.3 x "j 9.3 x 8.8 it' '; 3:0%' 9.6% 51.0% 
Ml!dian o(Mld Cap US Water Utilities 19.8 x 17.5 x' 8.9 x -8.2. 3.0% 9.6% 52.4% 

Small Cap 
SJWCorp. sm S~.60 $ 4<0 S 682 20,0 x 16.8x NIA NtA 2.8% 8,4% 48.6% 
Midclesex Water Company MSEX $ 14.18 S 193 $ 356 15.6 x 14,6x 10.6 x 9.8 x 5.0% 8.5% 53.4% 
Connecticut Waler Service Inc CMS $ 2052 .$ 174 $ 278 18.2 x 17.7 )( 13.9 x 12.9 x 4.3% 94% SO.O% 
York Water Company 
Solllh'M:1st Water Company 

YORW 
SWNC 

$13,65 
$5.27 

$ 149 

"30 
$ 241 
$ 320 

20.6 x 
117 x 

20,6 x 
NIA 

NIA 
NIA 

NIA 
NIA 

37% 

1.9% 
9.2% 
4.9% 

570% 
48.4% 

Artesian Rl!SOUTC& Corp ARTNA .s 1448 , ">6 .s 215 157 x 14.5 x NIA NtA 4.9% 7.3% 59.5% 
AVl!fiIge of Small Cap US Water'Utllllies 17.0.x 16.8 x 12.2 x ·H.· . nm" " .3.8% . 8.0% 52.8% 

. Median 01 Small C41p US WafI!!' UllJltles 16.9X 16.8 K ·12.2 X .nm· 4.0% 6.5% 51.7% 

• Mid Cap = we dafTne as companies Yoi!h market cap >$5OOmn 
Prices as of close on 51&2009 

Source: FaetSet, Goldman sachs Research estimates. 

The share overhang remains very large (approximately 60% of the shares outstanding) and 
will likely keep some pressure on the valuation of Amer.ican Water shares in the near term. 

RWE has indicated that it intends to sell its remaining stake in the company. We expect 
this will take place over the next 12 months. In light of this. we have increased our share 
overhang discount to 15% from 10%. 

American Water's comparables trade at 19.8X 2009E and 17.5X 2010E EPS. and 8.9X 2009E 
and 8.2X 2010E EBITDA, respectively. If we apply a multiple of 20X 2010E EPS, and 
discount it by 15% for the share overhang, this implies a 12-month target price of $25.75. If 
we use a multiple of 9X 2010E EBITDA, and discount it by 15% for the share overhang, this 
implies a 12-month target price of $17.50. On a blended basis, our multiple analysis 
implies a price target of $21.63 (50% PIE and 50% EV/EBITDA). 

The second valuation method that we employ is a dividend discount model (DDM). Our 
DDM analysis implies a price target of $20.50 assuming a 9.0% cost of equity and a 5% 
long-term dividend growth rate. 

To arrive at our price target, we place a 50% weight on our multiples analysis and a 50% 
weigh't on our DDM analysis to imply our price target of $21 versus our previous price 
target of $24. Our new price target implies upside of 13%. American Water's current 

dividend yield is 4.3%. 
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Positive catalysts: Potential upside to our earnings forecast 

Better than expected pricing/ROE recovery 
American Water curr.ently under-earns typical authorized ROEs of approximately 10% and 
the average for comparable water utilities of 9.6%. We estimate that American Water's 
200S regulated ROE was approximately 6% (7.S% for consolidated). While we expect 
American Water to gain pricing and steadily approach a 10% regulated ROE during the 
next few years, a faster than expected price recovery would increase both ROE and 
earnings growth. 

Greater than anticipated accretive tuck-in acquisition activity 
We estimate that tuck-in acquisitions will boost revenue by 1% but could add as much as 
2% annually over the next few years. Greater-than-expected accretive acquisition 
opportunities, particularly from medium-sized acquisitions (i.e., Trenton for $SO million), 
could result in upside to our earnings. 

Better than anticipated growth in the non-regulated business 
Greater than anticipated operations & maintenance contract wins could result in the non­
regulated business growing faster than our estimate of a 1% 3-year revenue CAGR (2008­
2011E), resulting in upside to our earnings estimates. 

Risks to our, view: Economic environment may slow rate relief 

Adverse regulatory decisions/rate shock
American Water ultimately must rely on

, 

decisions from Public Utility Commissions in 
setting authorized ROEs and approved water rates. The timing of regulatory decisions or 

authorized ROE targets/water rates could come in below our expectations, reducing our 
earnings estimates. In addition, given rate case stay-outs, American Water's requested rate 
increases have often exceeded 25%, fueling increased public/political opposition and 
potentially reducing American Water's chances of reaching targeted returns. 

Regulatory lag 
Operating or capital cOsts could rise faster than expected, and American Water may not be 
able to recover these costs until the conclusion of future rate cases, creating regulatory lag 
and potentially reducing our earnings estimates. 

Financing risk 
American Water will remain free cash flow negative for the foreseeable future and will 
need to access the capital markets (both debt and equityl regularly civer the next several 
years to fund its capital expenditure program and bring its equity ratio back to the 45%· 
50% range. To the extent that American Water is faced with adverse financing conditions, 
its growth plans may be at risk. 

Goodwill impairment could negatively impact credit ratings or trigger negative 
/ regulatory conditions 

Wh!le the company's $450 million goodwill impairment in the first quarter is a non-cash 
charge, it does have the effect of reducing the company's equity ratio to 40% (at March 31) 
from approximately 44% at December 31, 200S. The company has indicated that its long­
term target equity ratio is 45%-50%. We assume that the company returns to a 45% ratio in 

2012. 
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American Water has approximately $1.2 billion of goodwill on the balance sheet, primarily 

as a result of the company's acquisition by RWE in 2003. Goodwill could be further 
impaired in the future, which could have negative implications for American Water's credit 
rating, rate case outcomes or potentially require dilutive equity infusions. The company is 
required to test for impairment at the end of each fiscal year, unless there is a triggering 
event sooner. It appe~rs that a sustained decline in the company's share price alone can 
constitute a triggering event, as was the case in the first quarter. To the extent that the 
company's share price falls meaningfully below book value per share for a sustained 
period oftime. goodwill impairments will be more likely. 

As of March 31, American Water's book value per share was $22.87 ~ollowing the 
impairment charge. This compares with the company's average price of $19.56 during the 
first quarter, the closing price of $19.24 on March 31 and $18.55 on May 8. 

Unfavorable weather conditions 
Unseasonably wet or dry weather can negatively impact Volumes and earnings as was the 
case during much of 2008. Greater rainfall could reduce demand for water, while severe 
droughts could limit available supply, also negatively impacting volumes. 

Condemnation and eminent domain 
Municipalities can petition to acquire water utility assets through eminent domain or 
condemnation. Such cases could be a negative distraction for management and. in the 
extreme case, force American Water to sell assets, negatively impacting the earnings 
outlook. In 2008, California American Water Company sold its water and wastewater 
operations to the town of Felton (1,300 customers), following an extended court battle. 
Some political leaders in Homer Glen, Illinois, Anthem, Arizona, Scottsdale, Arizona, and 
Tennessee have also been threatening to explore this option. 

Financial model assumptions 

Our key model assumptions are as follows: 

Regulated business
 
Incremental revenue growth due to:
 

•	 Core growth - We estimate that core growth will be essentially flat over the coming 
years; population growth (0.64%) offset mostly by declining per capita usage (-0.60%). 

•	 Acquisitions -1% growth due to tuck-in acquisitions. 

•	 DSIC - nominal amount of surcharges implemented between rate cases. 

•	 Rate cases - assume that company receives 50% of the amount filed in pending rate 

cases. 

Assume operation and maintenance expenses will increase 4% in 2009 and 3% in 2010. 

Non-regulated business 
With the completion of certain contracts and the delayed ramp up on several others we 
now assume that non-regulated revenue declines during 2009_and recovers in 2010. 

•	 Revenue growth - assume 6% decline in 2009 and 5% growth in 2010. 

•	 Expense growth - assume 3% decline in 2009.and 4% increase in 2010. 
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Target equity to capitalization ratio of 45% 
Assume negative free cash flow will be funded with new financing (both debt and equity)
 

with the objective of ~estoring the company's equity to capitalization ratio to 45% from
 
40%. Our model assumes that the company raises $676 million in equity from 2009·2011
 
and $676 million in debt over the same period.
 

Dividend growth of 5%
 
Assume dividend grows at 5% and the dividend payout trends down from 73% in 2008 to
 
57% in 2010.
 

3-year EPS CAGR (200S-2011E) of 13.S%
 
Driven by steady improvement to 9.4% regulated HOE, 7.0% average annual rate base
 
groW1h, and small tuck-in acquisitions; EPS growth peaks in 2009 (+33%) and slows to 4%
 
in :(010 and 7% in 2011.
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American Water model 

Exhibit 5: American Water annual income statement 2006-2012E 
$ millions, except per-share data 

'iNC'O;" E'$TAo.TEME.N"r 'lI"'l:::-"j;~"tJ!'':';': ~ ~"'2010E...·~:7'20f1 E'''''':~'''201:iE:", 2tl06A '~';:""-2ooiA'····'''l'''-:j:"OO8Jf'j~-2dii9E :" 

Operating Revenues 2,093.1 2,214.2 2,336,9 2,5386 2,696,6 2,864 3 3,0162 
YIYGrowth -2.0% 5.6% 5.5% 86% 62% 6.2% 5,3".4 

Operation and maintenance (1,174.5) (1,2465) (1,303.8) (1,3579) (1,414,0) (1,471.2) (1,530.4) 
Depreciation and am0rti2ation (259.2) (267.3) (2713) (2BB.0) (316.1) (346.6) (3751) 
General taxes (185.1) (183,3) (199.1) (211.6) (215.7) (229.1) (241.3) 

% 01 revenues 6.8% 83% 8,5'1'0 8.3% 8.0% 80% 8.0% 
Gain (loss) on sale 01 assets 10.n 7.3 04 0.2 00 00 00 
Operating Profit 474.2 524.5 563,1 6814 749,0 817,4 869,4 

Opera!mg Ma~n 22.7% 23.7"" 24. f% 26.8% 27.8% 28.5% 28.8% 
InlDfesL net (371.0) (2BB.0) (291.1) (297.9) (313.6) (3341) (351.9) 
AFUDC 8.6 11.2 22.7 20,2 20.0 20,0 20.0 
Othar incJexp 0.9 6.2 4.7 6.0 6.0 6.0 
Pretax Income 1127 253,8 299,4 409'" 461 2 509.3 543.4 

PrtMsion for Income Taxes {SUI (94 5) (123,4) (160,5) (184_5) (2OJ.7) (217.4) 
Tax Rate 453% 37.2% 41.2% 3920/. 40.0% 40.0% 400% 

Net Incoma, Conllnuing Ops 61,7 159,3 176,1 248,9 2767 305,6 326,' 
Preferred Dividend 00 0.0 0.0 0.0 0.0 00 00 

Noo-recurringiDiscorllin~Ops (64) (0.6) 0.0 0.0 0.0 00 00 
Extraordinary Items (217 5) (50151 (738.5) (443.0\ 00 0.0 0.0 
Net Income - Reported (162,21 (342.81 (5ij2.41 (194.1) 276.7 3056 326.1 

Shares CMstanding - Basic (Avg) 160.0 160,0 160.0 170.1 18.2.3 185,9 193.8 
Shares CMslanding - Diluted (AYg) 160.0 1600 160.0 170.1 1824 188.4 194.5 

Shares Outstanding - Basic (EOP) 160,0 160.0 160,0 176.2 182.0 1899 197.8 
Shares Outstanding - Diluted (EOP) 160.0 160,0 160,0 176.2 186,4 190.4 198.5 

E.PS: C?':fl~':Iui.ng.9ps_7Ba5~ ._, _,,.,.•. __ 039 1.00 1.10 146 1.52 1.64 168 
'I;P~". Co"ti"ulng Ops ~ Diluted <.~.,,,,,:..¥,,... ·':::,:,,0:3$:. ;",,=~'!.~ :,,(:'~':1:10. -:;':U.46 .,~:~'::;;: 1.52:::,..:",':::;,.62. C,~::.U8 

YIY EPS Growth (diluted) -401% 1.584% 10.6% 32.9% 3.7% 6,9% 34r. 
EPS - Net Income - Reported - Basic -1.01 -2.14 ·3,52 -1.14 1.52 164 188 
EPS - Nellncorne - Reported - Diluted -1.01 -2.14 -3.52 ·1.14 152 1.62 168 

EBlTDA 733,4 Ti1.8 .34.4 969.4 1,067.1 1,164.0 1,244.5 
YIY Growth -33% 80% 5.4% 16.2% 10.1% 91% 6,9% 
EBITDA Ma~in 35.0"'"' 35.8% 35'" 38.2% 39.5% 406% 41.3% 

MARGIN ANALYSIS 
O&M es a % of Revenue 56.1% 56.3% 55.8% 53.5% 52,4% 51.4% 50.7% 
EBITDA as % of Revenue 35,0% 35.8% 35.7% 38.2% 396% 40.6% 41.3% 
EBIT as % of Revenue 227% 23.7% 241% 26.8% 278% 26.5% 28.8% 
A"eta-: as % of Revenue 54% 115% 12.8% 161% 17.1% 17.8% 18.0% 
Net Income _Cont Cps as % of Revenue 2.9% 7.2% 7.5% 9.8% 10.3% 10.7% 10.8% ~ 

Nfllincome - Re rted as % of Revenue -78% -15,5% -241% -76% 10.3% 10.7% 10.8% 

YOYGROWTH 
Revenue -2.0% 5.8% 55% 8,6% 6.2% 6.2% 5.3% 
EBIT -4,6% 10.6% 7.4% 210% 9.9% 9.1% 6,4% 
EBITDA -3.3% 8.0% 5.4% 162% 10.1% 9.1% 69% 
DM -0.6% 31% 1.5% 6.2% 10,5% 9.0% 8.2% 
Pretax Income -30.1% 1251% 18.0% 36.7% 12.7% 104% 6.7% 
Net Income - Cont Ops -40.1% 158.4'1'0 10.5% 41.4% 11.2% 10.4% 67% 
,PS -40.1% 158,4% 10.6% 32.9% 37% 6.9% 3.4% 

.­

Source. Company filmgs, Goidman Sachs Research estim8tes 
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Exhibit 6: American Water balance sheet and cash flow statements. 2006-2012E 
$ millions 

Cash and cash equivalents 29.6 13.5 95 8.5 8.5 85 8.5 
Restricted funds 21 3.3 05 1.4 1.4 1.4 1.4 
Utility customers accounts receivable 130.5 128,7 130.8 143,9 153.4 164 8 173,5 
Unbilled u~lity revenues 123,2 1343 134,2 147.6 157,3 1690 178.0 
Materi.als and supplies 23.0 275 28.9 337 31.1 322 33,S 
Olher receivables, net 54.5 897 68.9 75.4 803 8tt3 90,9 
Other current assels 36 6 35.5 45.1 56,6 566 56,6 566 
Assels or DIsc Ops. 12.8 00 0,0 00 0,0 00 0.0 

Total Current Assels 4124430.4 4177 467.2 488.6 518,9 5424 

Net Property Plant & Equrpment 8}206 9,318.0 10.1239 10}37.0 11,323.9 11,832,3 12,3122 
Goodwill & Other Intangibles 2,9525 2,457.0 1,6995 1,249.8 1,249.8 1,2498 1,2498 
Investments 00 00 0.0 0.0 0.0 00 0.0 
O1her Assets 687.6 728.8 990 7 1014.5 1034.5 10545 1 074.5 
Tolal Assets 127831 12.934.1 13231 8 13468.5 14096.8 14655 5 15179.0 

Short·term Debt 1,007.1 317.0 654.8 707.6 707.6 707.6 7076 
AcGOunts payable 140.7 168.9 149,8 150.0 163.1 169.3 176.1 
Accrued liabilities 62.9 1069 100,1 181.5 161.5 161.5 161.5 
Other currenlliebllities 150 5 181.8 194.0 165.0 185,0 165.0 1850 
Liabilities 01 Disc Dos 25 0.0 0.0 0.0 0.0 0.0 00 
Total Current Uebilrties 1.3637 n4.5 1,1048 1,2041 1.217.2 1,223.4 1,2302 

Long-term dabt 4,8709 4,6991 4,6462 4,783,2 5,054.7 5.272,4 5,436.0 
Taxes peyable aer. Taxes & Revs 2726 6 2913,8 3372.3 3400.6 34316 3456.6 3481.8 
Tola! Li.abiliUes 8961.1 83875 9,125.3 9393.9 9703.5 9952.4 10.147.9 

Preferred Equity 46 '6 4.6 4.6 4.6 46 4.6 
Shareholder's Equity 3,617.4 4,542.0 4,102.0 4.0700 4,388,8 4,696.6 5,026,8 

Total Liabililies & Equ!ty 12783,1 129341 13231.8 134885 14096,8 14655.5 15179.0 

;·:-:Z006JC~j:~'2007A' ,.;200M '0""/:2009Ef-"-~H:2'010E'" it: !":2011E""'" !'I":Z012E 
Soun;es; 

EBITDA 733,4 791,8 8344 969.4 1,067.1 1,164,0 1,244.5 
Interest Income OA 19 0.1 0.1 01 0.1 01 

Tolal Soul1:es 7337 793,7 B:l45 969.5 1,0672 1,164.1 1,244.6 

Uses: 
Interest Expense Paid (371.4) (2899) (291.2) (2980) (313,9) (334,2) (352,1) 
Book Taxes (511) (94.5) (123.4) (1605) (184.5) (203 7) {217.4) 
aIrier NOfI-Opemting Expenses 109.1 47_7 126.7 565 6.0 60 6.0 
Change in ClIlTEnt Accounts (ex taxes) (966) 16.6 5.5 (13.7) (8.3) (241) (16.6) 
Capi/al E')(penditures (682,9) (750,B) (1,008,8) (6200) (875,0) (825.0) (825,0) 

% oItot<ll revenues 32.6"-" 33.9% ..,2.. 32,3% 32.4% 28.8% 27.4% 
Total Uses (1,092,9) (1,070_8) (1,291.1) (1.235,7) (1,3756) (1,381.0) (1,405.2) 

Free Cash:Flow (J59.11 :.!:1277.1) [456,6) h ,/:Z66.11'\:, (308,41 /216.91','" , /160;6) 
y,ygrowth nm -228% 64.8% -41,7% 15.9% -29.7% -2/W% 

Netlnveslments (2'62) 10,4 (12,3) (6.1) 0.0 00 0.0 
Acquisitions (125) (15.9) (12,5) (95.0) (30.0) (30.0) (300) 
Dividends 00 0,0 (64,1) (141.3) (158,0) {171 8} (187.9) 
Discontinued Opera~OI1s 30,2 9 7 0.0 00 0.0 00 0.0 
Translalion Ad'uslments 0.0 0.0 00 0.0 0.0 00 00 

ICish Flow before,Flnanclng ...."'~"_·i~·,~·"',i'(367.7I'~~'ihf Im.9 , 'i""~ 546,6 ;l,,,,,:,~ 608.5 ;. • ""L 496.4 .w:~;, 418,8 _,0," 378;~ 

ContribuUons in aid 01 construction 47.4 358 3.1 20,0 250 25.0 25.0 
Net new Debt 285.5 1,004.0 292.9 187.0 2714 217,7 183.6 
Net New EgUity 10.5) (783,31 245.6 300.5 200.0 176.0 169.9 

Net Change in Cash (35,3) (16.3\ (3.91 (1.0) (0.01 00 0.0 
Beginning Cash 65 1 29.8 13,5 9.5 '.5 '.5 as 

Ending Cash 29.8 13.5 95 '.5 8.5 .5 as 

Source: Compeny filings, Goldman Sachs Resesrch estimates 
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RegAC 

!, Maria Karahalis, CFA, hereby certify that all of the views expressed in this report accurately reflect my p€r5onar views aboullhe subject company 
or companies and its or their securities. I also certify Ihat no part of my compensation was, is or will be, directly or indirectly, related \0 the specific 
recommendations or views expressed in this report. 

Investment profile 

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and
 
market. The four key attributes depicted are: growth; returns, mUltiple and volatility. Growth, returns and multiple are indexed based on composites
 
of several methodologies to determine the slocks per~entile ranking within the region's coverage universe.
 

The precise calculalion of each metric may vary dep€nding on the fiscal year, industry and region but the standard approach is a.s follows:
 

Growth is a composite of next year's estimate over current year's estimate, e.g. EPS, EBITDA, Revenue. R8I:um is a year one prospective aggregate
 
of various return on capital measures, e.g. CROCr, AOACE, and ROE. MUltiple is a composite of one-year forward valuation ratios, e.g. PIE, dividend
 
yield, Ev/f-eF, eV/EBITDA, EV/DACF. Price/Book. VolRtility is measured as trailing twelve-month volatility adjusted for dividends.
 

Quantum 

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for 
in-depth analysis of a single company, or 10 make comparisons between companies in different sectors and markets. 

Disclosures 

Coverage group(s) of stocks by primary analyst(s) 

Maria Karahalis,·CFA: America-Small Companies. 

America-Small Companies: American Water Works Co., Inc., Bristow Group Inc., Brunswick: Corp., Cosan Limited, Cosan SA Industria e Comercio, 
EnerSys Inc., FTl Consulting, Inc., Hertz Global Holdings, Inc., Jarden Corp_, Seaspan Corp., USEC Inc.. 

Company-specific regulatory disclosures 

The following disclosures relate 10 relationships between The Goldman Sachs Group, Inc. (with its affiliates, "Goldman Sachs") and companies 
covered by the Gfoballnvestmenl Research Division of GOldman Sachs and referred to in this research. 

Goldman Sachs is acting as a manager or co-manager of a pending underwriting: American Water Works Co., Inc. ($18.55) 

Goldman Sachs has received compensation for investment banking services in the past 12 months: American Water Works Co., Inc. ($18.55) 

Goldman Sachs expects to receive or intends to seek compensation for investment banking services in the next 3 months: American Water Works 
Co., Inc. ($18.55) 

Goldman Sachs had an investment banking services client relationship during the past 12 mOllths with: American Water Works Co., Inc. ($18.55) 

Goldman Sachs has managed or co-managed a public or Rule 144A offering in the past 1~ months: American Water Works Co., Inc. ($18.55) 

Goldman Sachs is a specialist in the relevant securities and will at any given time have an inventory pOsition, "long" or "short," end may be on the 
opposite side of orders executed on the relevant exchange: American Water Works Co., Inc. ($18.55) 

Distribution of ratingslinvestment banking relationships 

Goldman Sachs Investment Research global coverage universe 

Rating Distribution Investment Banking Relationships 

Buy Hold Sell Buy Hold Sell 

Global 25% 53% 22% 54% 51% 43%I I I I 
As of April 1,2009, Goldman Sachs Global Investment Research had investment ratings on 2,718 equity securities. Goldman Sachs assigns srocks as 
8uys and Sells on various regional Investment Lists; stocks not so assigned ara deemed Neutral. Such assignments equate to Buy, ~old and Sell for 
the purpOses of the above discJosure required qy NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' below. 
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Regulatory disclosures 

Disclosures required by United States laws and regulations 

See company-specific regulalory disclosures above for any of the following disclosures required as to companies referred to in this report manager 
or co-manager in e pending transaction; 1% or other ownership; compensation 10r certain services; types of client relationships; managed/co­
menaged public offerings in prior periods; directorships; mar~et making and/or specialist role, 

The following are additional required disclosures: Ownership and material can'licts at interest: Goldman Sachs policy prohibits its anelysts, 
professionals reporting to enalysts and members of their households from owning securities of any company in the analyst's area of coverage. 
Analyst campensilltian: Analysts are paid in pert based on the profitability of Goldmen Sachs, which includes investment banking revenues. Anllllyst 
as aHicer ar director: Goldmen Sachs policy prohibits its analysts, persons reporting to analysts or members of their households from serving as 
an officer, director, advisory board member or employee of any company in the analyst's area of coverage. Nan-U.S. AnaIVllt5: Non-U.S. analysts 
may not be associated persons of Goldman, Sachs & Co. and therefore may not be subject to NASD Rule 2711/NYSE Rules 472 reslrictions on 
communications with subject company, public appearances and trading securities held by the analysts. Olstribution af rating~: See the distribution 
of ratings disclosure above. Price chlllr1.: See the price chart, with changes of ratings and price tergets in prior periods, above, or, if electronic format 
or if with respect to mUltiple companies which ere the subject of this report, on the Goldman Sachs website at 
http://wNw.gs.comiresearchihedge.hlml. Goldman, Sachs & Co. is a member of SIPC(http://wNw.sipc.org). 

Additional disclosures required under the laws and regulations of jurisdictions other than the United States 

The follOWing disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws 
and regulations. Australia: This research, and eny access to it, is intended only for ''wholesale clients" with'ln the meaning of the Australian 
Corporations Act. Canada: Goldman Sachs Canada Inc. has approved of. and agreed to take responsibility for, this research in Canada if and to the 
elctent il rei ales to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or 
reimbursement by the company of travel expenses for such visits. Hang Kong: Further information on the securities of covered companies referred 
to in this research may be obtained on request from Goldman Sachs (Asia) L.L.C. India: Further information on the subject company or companies 
referred to in this research may be obtained from Goldman Sachs (India) Securities Private Limited; Japan: See below. Korea: Further information 
on the subject company or companies referred 10 in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. Russia: 
Research reports distributed in the Russian Federation are not advertising es defined in Russian law, but ere information and analysis not having 
product promotion as their main purpose and do not provide appraisal within the meaning of the Russian law on Appraisal. Singapore: Further 
information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company Number: 
198602165W). Taiwan: This material is for reference only and must not be reprinted without permission. Investors should carefully consider their 
own investment risk. Investment results are the responsibility of the individual investor. United Kingdom: Persons who would be categorized as 
retail clients in the United Kingdom, as such term is defined in the rules of the Financial Services Authority, should read this research in conjunction 
with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have been sent to them 
by Goldman Sachs International. A copy of lhese risks warnings, and a glossary of certain financial terms used in this report, are available from 
Goldman Sachs International on request. 

European Unian: Disclosure information in relation 10 Article 4 OJ (dl and Article 6 (2) of the European Commission Directive 2003/126/EC is 
available at http://wNw.gs.com/cliencserviceslglobaUnvest:menCresearchieuropeanpolicy.html 

Japan: Goldman Sachs Japan Co., ltd. Is a Financial Instrument Dealar undar the Financial·t"strumant and Exchanga Law, ragistered 
with the Kanto Financial Bureeu (Registration No. 691, and is a member of Japan Securities Deelen Association IJSOA) and 
Financial Futures Association of Japan (FFJAJ). Sales and purchesa of equities ere subject to commission pre-determined with 
clients plus consumption tax. See company·specific disclosures as to any applicable disclosures required by Japanese stock exchanges, the 
Japanese Securities Dealers Association or the Japanese Securities Finance Company. . 

Ratings, coverag.e groups and views and related definitions 

Buy (al. Neutral INJ, sell (Sl-Analysts recommend stocks as Buys or Serls for inclusion on various regional Investment lisls. Being assigned a Buy 
or Sell on an lnvestmenllist is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as 
a Buy or a Seil on an Investment list is deemed Neutral. Each regional Investment Review Committee manages various regional Investment lists to 
a global guideline of 25%-35% of stocks' as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular coverage 
group may very as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment 
recommendations focused on either the size of the potential return or the likelihood of the realization of the return. 
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Retum potential represents the price differential between the current share price and the price target expected during the time horizon associated 
with the price target Price targets are' required for al( covered stocks. The return potential, price target and associated time horizon are stated in 
each repon adding or reiterating an Investment list membership. 

eo_rQge groups lind views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at
 
hnp:/Iwww.gs.comlresearch/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook
 
on the coverage group relative to the group's historical fundamentals and/or valuation. Attrective lAI. The investment outlook over the following 12
 
months is fevorable relative to the coverage group's historicel fundamentels and/or valuation. Neutral IN). The investment outlook over the
 
following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious ICI. The investment outlook over
 
the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.
 

Not Heted (NR). The investment rating end target price, if any, have been removed pursuant to Goldman Sachs poliCy when Goldman Sachs is
 
acting in an advisory capacity in a merger or strate9ic transaction involving this company and in certain other circumstences. Heting Suspended
 
IRS). Goldman Sachs Research has suspended the investment rating and price target, if any, for this stock, because there is not a sufficient
 
fundamental basis for determining an investment rating or target. The previous investment rating and price targel, if any, are no longer in effect for
 
this stock and should not be relied upon. COVElrage Suspended ICSI. Goldman Sachs has suspended coverage of this company. Not Covered INCl.
 
Goldman Sachs does nOI cover this company. Not Availeble OJ' Not Applicable INAI. The information is not available for display or is not applicable.
 
Not MeaningfullNMI. The information is not meaningful and is therefore excluded.
 

Ratings, coverage views and related definitions prior to June 26, 2006 

Our rating system requires that analysts rank order the stocks in their coverage groups and assign one of three investment ratings (see definitions 
below) within a ratings distribution guideline of no more than 25% of the stocks Should be rated Outpertorm and no fewer than 10% rated 
Underperform. The analyst assigns one of three coverage views (see definitions below!, which represents the analyst's investment outlook on the 
coverage group relative to the group's historical fundamentals and valuation. Each coverage group, listing alt stocks covered in that group, is 
evailable by primary analyst, stock and coverage group at hnpJ/www.gs.comiresearch/hedge.html. 

Definitions 

Outperform lOP). We expect this stock to outperform the median total return for the analyst's coverage universe over the next 12 months. In-Une 
(Ill. We expect this stock to perform in line with the median totel return forthe analyst's coverage universe over the next 12 months. Underperform 
IU). We expect this stock to underperform the median total return for the analyst's coverage universe over the next 12 months. 

Coverage Views: Attrectlve IA). The investment outlook over the following 12 months is favorable relative to the coverage group's historical 
fundamentals and/or valuation. Noutral (N). The investment outlook over the following 12 months is neutral relative to the coverage group's 
historical fundamentals and/or valuation. Cautious (e). The investment outlook: over the following 12 months is unfavorable relative to the coverage 
group's historical fundamentals and/or valuation. 

Current Investment Ust ICIL). We expect stocks on this list to provide an absolute total return of approximately 15%-20% over the next 12 months. 
We only assign this designation to stocks rated Outperform. We require a 12-month price targetfor stocks with this designation. Each stock on the 
Cil will automatically come off the list after 90 days unless renewed by the covering analyst and the relevan! Regional Investment Review 
Comminee. 

Global product; distributing entities 

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant 
to certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on 
industries and companies, and research on macroeconomics, currencies, commodities and portfolio strategy. 

This research is disseminated in Australia by Goldman Sachs JBWere Ply Ltd (ABN 21 006797897) on behalf of Goldman Sachs; in Canada by
 
Goldman Sachs Canada Inc. regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Germany by Goldman Sachs & Co.
 
oHG; in Hong Kong by Goldman Sachs (Asia) L.l.C.; in India by Goldman Sachs ([ndia) Securities Private ltd.; in Japan by Goldman Sachs Japan Co.,
 
ltd.; in the Republic of Korea by Goldman Sachs (Asia) 1.1.C., Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) limited on behalf of
 
Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United Stetes of America by
 
Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and
 
European Union.
 

European Union: Goldman Sachs International, authorised and regulated by the Financial Services Authority, has approved this research in 
.connection with its distribution in the European Union and United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstatt fur 
Finanzdienstleistungsaufsicht, may also be distributing research in Germany. 

General disclosures in addition to specific disclosures required by certain iu.~isdictions 

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we
 
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as su·ch. We seek 10 update our research as
 
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports pUblished on a periodic basis, the large
 
majority of reports are published at irregular intervals as appropriale in the analyst'S jUdgment.
 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. Wa have 
investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research 
Division. 

Our salespeople, traders, and other professionals may provide oral or wrinen market commentary or trading strategies to our clients and our 
proprietary trading desks that reflect opinions that are contrary 10 the opinions expressed in this research. Our asset management area, our 
proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views 
expressed in this research. 

We and our affiliates, officers, directors, and employees, excluding equity analysts, will from time to time have long or short positions in, act as 
principal in, and buy or sell, the securities or derivatives (including options and warrants) thereof of covered companie~ referred to in this research. 
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This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 
illegal. It does not constitute a personal recommendation or take into account the particular invastment objectives, financial situations, or needs of 
individual clienls. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, 
if appropriate, seek professional advice, including tax advice. The price and value ofthe investments referred to in this research and the income from 
them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may 
occur. Fluctuations in exchange niles could have adverse effects on the value or price of, or income derived from, cenain inveslmenls. 

Cenain Iransactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suirable for all 
investors. Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or al 
hnp:/fwww.theocc.comlpublicationslrisks/riskchap1.jsp. Transactions cost may be significant in option strategies calling for multiple purchase and 
sales of options such as spreads. Supponing documentation will be supplied upon request. 

Our research is disseminated primarily electronically, and, in some cases, in printed form. Electronic research is simultaneously available to all 
clients. 

Disclosure information is also available at hnp;lIwww.gs.comlresearchlhedge.hlml or from Research Compliance, One New York Plaza, New York, 
. NY 10004. 

Copyright 2009 Ttie Goldman Sachs Group, Inc. 

No part of this material may be iii copied, photocopied or duplicated in any fonn by any means or Cii) redistributed without the prior 
writtan consent of The Goldman sachs Group, Inc. 
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COMPANY UPDATE 
American Water Works Co., Inc. (AWKj 
Neutral 

Lowering estimates due to higher anticipated O&M expenses 

What's changed 
We have reduced our estimates to reflect the following key assumptions: 
(1) higher O&M (operation & maintenance) expenses (slightly higher raw 
material costs, higher power costs, some delay in the recovery of pension 
expense, and increased expenses associated with financing - per equity 
offering announced June 1111); (2} Slightly lower revenue as we now 
assume that the Trenton acquisition contributes to revenue beginning in 
40 instead of 30; and (3) higher interest expense as we incorporate higher 
interest rates on debt issued subsequent to the close of the first quarter. 

Implications 
Our new 2009/2010/2ei1 1 EPS estimates are $1.34/$1.44/$1.56 down from 
$1.46/$1.521$1.62 previously. Our new 2009/2010 EBITDA estimates are 
$940/$1,059 million, down from $969/$1,067 million. Our 2011 EBITDA 
estimate remains unchanged at $1,164 million. 

Valuation 
We maintain our Neutral rating. Our 12-month price target moves to $20 
from $21 previously and is based on the combination 'of relative valuation 
metrics (both PIE and EV/EBITDAl, as well as a dividend discount model 
(5% dividend growth and 9% cost of equity). The reduction in our price 
target·is explained by our lower 2010 EPS and EBITDA estimates. 

Key risks 
Key risks include: (1) regulatory decisions and regulatory lag that limit ROE 
expansion; and (2) financing risk associated with funding the large capital 
investment program. 

Upside to our price target could come from: (1) faster-than-expected 
recovery through rates; (2) lower O&M expenses; and (3) stronger free 
cash flow ~~_~eration that reduces the need for new equity. 

INVESTMENT LIST MEMBERSHIP 
Neutral 

Coverage View: Neutral 
U"ited Stales: . 
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~ InwstrrMlnt PrOfile. 

~ ~. 

~;~~:m ;

•. f'.'~~ljl. ::,:. 2mh·· .~[l{h'·~. 1IOl~ 

j • A"",~ ..~ ..........wo"". co:,.I~c. (AWKl ' 

o iI~"'lca.:Sm.1I ca~·pee, Group· iI ....'aga 

G'OWlh 

R~u~~, . 
~~lli~la ,: 

. V~'la'IFrv 
,~. 

• Ralurns .. Return tin Capltsl For a oo"':'plsl. d..."'iplltln 01 \h~ 
i~vQSlman, ~rolila ma••u'~, pl.... ,alo, \0 

,ha·dl.clo.u'••"",'Ion of 'hi. d""umenl. 

: PrTce(51 
12'momh prTcIIUlrget($/ 

'Martet'ceplSmnl :' 

1211(1: lZJI1E 
Flevenuel1lmn!N_ 2.336.9'"'" ,"'.'""'" 2.691.2 2.115IU 
Revenue (5 mnl Old 2,336.9 2.5:l9.1i 2.696.9 2,9&1.3 
EPS{SjN_ 1,10 ,... ,... 1.56 
EPS(5J Od 1:'10 '" ,." LO' 
"IX) 15.7 11.1 

j EVJEBlTD~. (Xl 10,3, '" '".,... ,. 
f 
R~(%l . 6.6 • 

i.' 

. ; 91Q9E lZJO!IE.'"
EP;>.lSl .". . 0.19 ""'"'>.0.32 .. O.SS 

,~,:= ,. '" 
, pilei! P!i'forma,..,a chart 

-AlmI1I:il~W~erWcrt:i CO.I .... IU.:. - S&P500(AI 
'... 

~ 6h~~. p~';;,;•••;;;:;;;.:;,;,;, I'lloJ' 3 m"",h e ;.;;;...." j·2-;;..;~. 

~ Abo·olu.. "., , ' la.Yl 11~.81 /17.8), i 
·Aal..os&'J>SOQ,· '.\ ·'-·,,(25.51 11~gl' 24.8' 

t;:~~".~~s':"'i__ ~d";"";F...s!!.,,!,,",,.,.m,~~ 

Marfa ItlIrahalll, CfA
 
(212l902-6737 I mMia.karahelisCgs_com Goldman, Sachs & Co.
 

Gabriele B's 
(212) 902.4513 I gabriela.bisCgs.com Goldman, Sachs &. Co. 

The Goldman Sachs Group, Inc. 

The Goldman Sachs Group, Inc. does and seeks to do business with 
companies covered in its research reports. As a result, investors should 
be aware that the firm may have a conflict of interest that could affect 
the objectivity of this report. Investors should consider this report as· 
only: a single factor in making their investment decision. CustomerS in 
the US can receive indepenaent. third-party research on com~anjes 
covered in this report, at no cost to them, where such research is
available. Customers can access this inderendent research at . 
www.independentreseareh.gs.com or cal 1-866-727·7000. For Reg AC 
certification, see the end of the text. Other important disclosures follow 
the Reg AC certification. or go to www.gs.com/researeh/hedge.html.
Analysts emploVed by non-US affiliates are not registered/qualified as 
research analysts with FINRA in the U.S. 
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American Water Works Co., Inc.: Summary financials 
· F·,,·,,· '" "'. '-'-";/i'> ;; .	 '" ;'....:', 

. ·12/08 ". 121~E' ,:V,oe	 '2108 ': .'·i21·~E' ',. ',Vi0E : . 1211,E ,f."p"'''o."-,,=='=~~I.,,,,~~'.I__·_'"!.".._,..c_,..c2""7'------;~""'--'---'--'''-''"-~c;'':"'"2J'-·~11"'". -Balencil.sheel(S IT;") .::.	 ., 
: 'Tlltal:revenue .: 2,336.9 . .2,532.8 '2,1591.2 . 2,858.3 . : Cash ~ ':<llli...~lenu 9.5: : 8.5' a5 ': :~.5:~ 
; Cost 01 good$ sold . '(1.575.1)' . : (i,669.6) (i,1Js,2) . (1,812-81 : Accounls receivable 189,4 21(13' 2:32.8 250,6 ( 
'SGM' . (199.1) (211,1) (215.3) (228.71 ~ .Invent~ry· 28.9 34.4 . 31.3 32.1 ; 

"0
 0.0 0.0 0.0 0,0 Other current assets 179;8 205.a '214.6 .. 226.6 ,
 

:	 Other operating profitf(expense) O.~ 0.2 0.0 0.0 · Total C'IImlnt 8Beets ·417.i 461.B 487.2 517.9l 
ESO expense ,: 0;0 0.0 0.0 :' 0.0 ,: Net PP&E 10,'23,9 10,737.7 i, ,,11,324,6 11,833,0 \ 

',699.5 1,249,8 ~'jhi ,1,249,8 1,249.6 : EBfTDA	 834.4 839.7 1,058.8 1,1&3.5 : Nel inrengibles 

00 0.0 0.0 0.0 

EBIT 56J.' 652,4 740.7 816.9 Other long·term assets 9907 \014,5 1,034,5 1,054.5 

Net interest incomel(e.pensel ~291.1l 1306.2). (329.4) (346.6) ~ Tatzlilissets 13,231.11 13,459Jl '4,096.1 14,655.2 

Incllmellioss) from essocieles 0.0 00 0.0 . 0.0 

I Others ·27.4 25,8 ·26.0 26.0 A;ceounls p;,y2lble 149.8 164.4 168.7 " 

: Prete. pro"!ts 299.4 312.0 431.4 496.2 shon.·term deb! 654,6 .. 707,6. 701.6. 

: Prov;$ion for ta~es (123.4) . 045.7) (174:'9! (198.5) Other Currenl liebilities 300.1 i46,5 !': . 346.6 f 
· 'Minoriry imerest . 0.0: 0,0' 0.0 ',t' 0,0: Toral eumtnt Iillbililiel , ·1,104.8·' 1.218.5 1.222.8 

Net inCllmB pr~prefe1Ted dividends '176.1 226.3 297.7 ;; Long'lo[m deb!. 4,648,2 .6.088.1 5~72.6 '; 

Depreci~ti~n & amonization ~271 .3) 1287,3) (318.1) . (346.61 · Tolnl irweslments 

,... 
, Prelerred dividends. ' 00 0.0 0.0 0,0 ·';Other long-term liabilities 3,372.3 3,431.6 3,456,6": 

, Net in~ome (pre·eneptlonalsJ i;7&1 22.6-3 ,262.4 8,020.5. : 8,729.1 J29~ .. ~ , ;;~::: :~8~~;,l~: lia!l.i1itie. J1:~;::,;_ 
(,post ta.l!~~p~io~~ls . . (736,5) :':,(443.01 0.0 9,12~:3 , ,9.952.0 '! 
; Net in~ome (posl-axcBptionalsJ , (562.41 (216.~J 262.-4. 2977 ~ )j>' 

· prde~~~ $hare~. .., . .4.5 

EPS Ib2lsi~. pre-ell~ep11 ($1 . 1.10 "1.44:" . .1.56 Totol,common equity ::••.·'n:·o'·.·· .. :4,898.7:__ .. 3,998:3 
1 .. . :1.34 :: 

EPS ldihrted, prN!xcep-l) 1$) ., ,.34 .: ',44 1.5~ · Mlnority'lnterest . : 0.0 0.0 . 0:0''1.10 

: lOPS I~sic, po$!·e..~pt) '1$( .·:13.~2' .11.29.1 1.58'"'''' · EPS ld~utel1 post·,,~epl1 ($) .. 13.521 ·.(,nl 1:44 : 1.56' 13,469.8 . ·14,!l95.1 14,655.2
 

· Common. d(Yldendl paid (64.i1 (1dO.4) (158.4) (175.3) i
 
DPS(S) 0.40 0.52' 0.86 0.90
 

· Dividend pa~out ralio (%) .36.4 61.1 58,8 57.2 12/08 ,2109E 121,OE 12111E
 
128,9 13B.7 132,5 127,0
 

19 ·2,1 ,..
 
12/08 ,2109E 12I10E 6' 6.8 . 6' " 6.'
 

5.5 5.' 6.'	 32.'5 302 30.7 30,9 ,.. 12.5 '2.7 25.64 22.88 23.72 24.25 

7.' 15.9 13.5 

10.5 26.5 16.0 ROA(%)	 13 '.7 18 2.1 

"0-5 21.9 7.1 "CI:l0CI(%) ., ... .. .., 
J2.5 ", '".	 ,.,35.7.	 37." 38.3 <3 .5.7 : .5;0. i 

. ,"5.8 ,24.1 , 25.8 27.5	 10.47' " 
. '",,2/08 12109E 121,OE
 

',:175.1 226.3 : 262.4'
 
'.­

: 271.3 267.3 318:1 Free C!lsh 
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Divestitures 0.0 0.0 0.0 0,0 ; 
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American Water model 

Exhibit 1: American Water annual income statement 2006-2012E 
$ in millions, except per-share data 

"fNtbMe·'stATE,;rE~Nt:·,,: "'''!'''''''''1'' -"- -:'r'"2006A -,'·;zooli1. ~-i~'2008A''"'"l'ri:;2otl'9E ~'!-2'D10E'~'!""'z011e::""!~2012E'''~ 

Oper<ltin9 Revenues 2,093,1 2,214.2 2,3389 2,532.8. 2,891.2 2,858,3 3,0098 
YIY Growth -2.0% 5,8% ' 55% 8.4" 5,3% 5,3% 

Operahon and maintenance (1,174,5) (1,246.5) (1,417.1) ''''(1,303.8) (1,382.2) (1,466.2) (1,516.8) 
Depreciation and amortization (259.2) (267.3) (271.3) (287.3) (3181) (346.6) (375.1) 
General (axes (1851) (183.3) (199.1) (211.1) (215.3) (228.7) (2408) 

% of revanues 8.8% 8,3% 8.5% 83% 8.0% 6,0% 80% 
Gain (loss) on sale 01 assets (0,1) 7.3 0.. 02 0.0 0.0 00 
Operaling Pralit 474.2 5245 563.1 652.4 740.7 816.9 8n.2 

Operating Ma~n 22.7% 23,7% 24,1% 25.8% 27,5% 28.6% 29.1% 
Interest, net (371.0) (288.0) (291.1) (306.2) (3294) (346.6) (362.1) 
AFUDC 11.2 22.7 20.2 200 20.0 20,.0 
Other incJexp "09 62 47 5.8 6.0 6.0 6.0 
Pretax Income 112.7 253.8 299.4 372.0 437.4 496.2 541.1 

ProVISion for Income Taxes (51.1) (94.5) (123.4) (145.7) (174.9) (198,5) (216.4) 
Tax Rate 45,3% 37.2%' 41.2% 39,2% 40.0% 40.0% 40,0% 

Net Income, Continuing Ops 61.7 159.3 176.1 226.3 "'.4 297.7 324.7 
Preferred Dividend 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Non-reculTinglOlsconlinued Ops (6.4) (0.6) 00 0.0 0.0 00 DO
 
Extraordinary Items (217.5) (501.5) (7385) (443.0) 0.0 0.0 0.0
 
Net Income _Reported (162.2\ (342,81 1562.41 1216.8) . 262.4 297.7 324.7
 

Shares Outstanding - B<lsic (Avg) 160.0 160.0 1600 168.6 182.5 188.6 1979
 
Shares Outstanding - Diluted (Avg) 1600 160.0 160,0 168.6 182.5 1907 198.5
 

Shares Outstanding - Basic (EOP) 1600 160.0 160.0 174.7 183.5 1937 202.0
 
Shares Outstanding - aiMed (EOP) 160.0 160.0 160.0 174.7 187.2 194.2 202.7
 

EPS - Continuing Ops - Basic 039 1.00 1.10 1:>4 1.44 1.58 1.54 
I~,p~f~'t:~.niin·ui!'lg Ops '"DilUted :?~':':"1~;ij~[2 :-::7' O.'3~ ;;)7-:: "iOO'm::':'i'1":1Q Z~,~E!':r1.34 \'-:~: :~.'::; 1.4.(, EC"'·1·:~·t1!=::n4 

YIY EPS Growth (diluted) -40.1% 1584% 10,6% 21.9% 7.1% 8,6% 4,8% 
EPS - Net IIICXlme - Reported, Basic -1.01 -2.14 -3.52 -1.29 144 1.58 1.54 
EPS _NellllCXlme - Reported - Diluted -1.01 -2.14 -3.52 -1.29 1.44 1.58 1.54 

EBITDA 133.4 791.8 834.4 939.7 1,058.8 1,163.5 1,252.3..YIYGrowth -3.3% 8.0% ~ 12.15% 12.7% 7,6% 
EBrTDA Margin 35.8% 37.1% 39,3% '''' 35.0% 35.7% 407% 41.6""'; 

MARGIN ANALYSIS: 
O&M as e % 01 Revenue 561% 56.3% 55,8% 54,6% 527% 51.3% 50.4% 
EBITDA as % of Revenue 350% 35.8% 35.7% 371% 39,3% 40,7% 41.6% 
EBIT as % 01 Revenue 22.7% 23,7% 24.1% 25.8% 275% 28.6% 291% 
Pretax as % of Revenue 5.4% 11.5% 12,8% 14.7% 18,3% 17.4% 18,0% 
Net Income • Coni Ops as % of Revenue 29% 7.2% 7,5% 8.9% 9,8% 10.4% 108% 
Net Income - Renorted as % of Revenue -7.8% -15,5% -24.1% 9.8% 10.4% 109%.. '" 
oY YGROWTH 
Revenue -2,0% 5.8% 55% 8.4% 6,3% 6.2% 5.3% 
EBIT -4,6% 106% 74% 15.9% 13,5% 10.3% 7.4% 
EBlTDA _3,3% 80% 5,4% 12.6% 121% 9.0% 7.6% 
D&A -0.8% 31% 1.5% 5.0% 10.7% 90% 8.2% 
Pretall: Income -30.1% 125.1% 180% 24.2% 176% 1:3.5% 9.0% 
Net Income - Cont Ops -40.1% 158,4% 105% 28,5% 16.0% 135% 9.0% 
EPS -40,1% 158.4% 10,6% 21.9% 7.1% 86% 4.8% 

Source: Company filings, Goldman Sachs Research estlmares, 
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Exhibit 2: American Water balance sheet and cash flow statements, 2006-2012E 
$ in millions 

Cash and cash equivalenls 296 13.5 95 65 65 6.5 6.5 
ReSlrlCledlunds 21 3.3 05 1.4 1.4 1.4 1.4 
Utility customers accoonts recelY<lbje 130.5 126.7 130.6 1439 152.7 164.5 173,2 
Unbined utility revenues 123.2 134.3 134 2 147.6 156.6 166.6 1n.6 
Materials and supplies 23.0 27.5 26.9 34.4 31.3 32.1 33.2 
Other receivables, nel 54.5 697 66.9 75 4 60.0 66.1 90 7 
OIMrcurrentassets 36.6 355 451 56,6 56.6 56.6 56,6 
Assets of DISC. Ops '2.6 00 0.0 0,0 0,0 0.0 0.0 

Total Current Assets 412.4 430.4 417.7 467.6 487.2 517.9 541.2 

Net Property Plant & Equipment 6.720.6 9,316.0 10,123,9 10,7377 11,324.6 11,633.0 12,312.9 
Goodwill & Olher Inlanglbles 2,9625 2.457.0 1,699.5 1,2496 1,249.6 1,249.6 1,2498 
Inveslments 00 00 0.0 0.0 00 00 0.0 
Other Assets 667.6 726.6 9907 1014.5 1,034 5 , 054.5 10745 
Total Assets 12783.1 12934.1 13231 6 13469.6 14096.1 14655.2 151765 

ShaM-term Debt 1,007.1 317.0 6548 707.6 707.6 7076 707.6 
ACCO\Jnls payable 140.7 1669 149,6 1527 164.4 166.7 1745 
Al:Cf1Jed liabilities 6:1.9 106.9 106.1 1615 1615 161.5 1615 
Other Cl.Jrrent Iiabilil!es 150.5 161.6 194.0 165.0 185.0 1850 165.0 
Liabirllies 01 Disc. Ops 2.5 00 0.0 0.0 0.0 00 00 
Total Current Uabllitles 1,363.7 n4.5 1,104.6 1,206.9 1,216.5 1,222.9 1,2287 

Long-term debt 4,670.9 4,6991 4,648.2 4,653 5 5,0891 5,272,6 5,436.6 
TaKeS payable De1. TaJ(es & Revs. 2726.6 2.913.6 33723 3406.6 3431.6 3456,6 3481.6 
Tetat Liabilities 6.961.1 6387.5 9125.3 9467.0 9739.2 9952.0 10.146.6 

Preferred Equily 4.6 4.8 " 4.8 4.6 4.6 '.8 
Shareholder's Equity 3,617.4 4,5420 4,10:2.0 3,996.3 4,3524 4,696.7 5,0:27.1 

Tolal Liabilities & Eouity 12783.1 12934.1 13231.6 134696 14096.1 14655.2 15176.5 

:;2006A'\:mW~'2007A ;-"!"j ::ZOOM '~:'J!j::;r2009E'?(~\!'21j'10E 'jf)~"2'li11E;;;' ;j>: 2012E 
Sources: 

EBITDA 733.4 791.6 834 , 9397 1,056.6 1,163.5 1,252.3 
Interest Income OA 1.9 01 0.1 0.1 0.1 0.1 

Total Sources 733.7 7937 634.5 939.6 1.0569 1.163.6 1,252.4 

Uses: 
Interest EJ(pensa Paid (371.4) (269.9) (291.2) (306.4) (329.5) (346 6) (362,2) 
Book TaJ(es (51.1) (945) (123.4) (1457) (174.9) {1ge.5} (216.4) 
Other Non-Operating E.o:penses 109.1 47.7 126.7 565 8.0 8.0 6.0 
Change In Currenl Accounts (eJ( taJ(es) (ge,6) 16.8 55 (11.5) (77J (26.3) (17.5) 
Capital E.o:penditures (662.9) (75Q.6) (1,006,6) (6.20.0) {675 0) (625,0) (625,0) 

% orIOle! revenues 32.6% 33,.9% 43,2% 32.4% 325% 26.9% 27.4% 
Total Uses (1,092.9) (1.070.6) (1,291.1) (1,227.1) (1,361.2) (1,390.6) (1,415.2) 

'Free Cash Flow {359.1) 1271.11 [456.61 (297,31' [322-2) 1227.01, /162.6) 
y"""growth ,m '228% 64.6% -37.1% 12,2% -2.9.5% -28,3""; 

Net Investments (26.2) 10.4 (123) (6.1) 0.0 0.0 0.0 
Acquisitions (125) (159) (12.5) (95.0) (30.0) (30.0) (30.0) 
Di'o'idends 00 0.0 (64 1) (140.4) (156.4) (175.3) (191.9) 
Disconlinued Operations 30.2 97 0.0 0.0 0.0 0,0 00 
Translation Adjustments 00 00 00 0.0 0,0 0,0 0.0 

iCoast't FJOW be1on1 Flnanc[n9,i:....-",;.;!i;i~ :"~:"li'- (367-.71 .....;; . (272.9) ; :~~ :/546.6\;];{1;':''' (S2a.a)';;?+ i (61OC6}0itid (432.3) "';" !384..71 
Conbibutlons in aid 01 construction 47.4 35.6 3.1 20.0 25.0 25.0 250 
Net new Debt 265.5 1,004.0 2929 257.2 235.6 183,5 164.0 
Nel New Equity 10.51 (783,31 245.6 250.5 250.0 223.9 195.6 

Net Change in Cast'l (35.31 (16.3) 13.9) (1 0) 0.0 0.0 00 
Beginning Cast'l 65.1 29.6 13.5 95 6.5 6.5 8.5 

Ending Cast'l 29.6 13.5 9.5 65 6.5 6.5 85 

Source' Company filings, Goldman SadJs Research estimates. 
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RegAC
 

I, Maria Karahalis, CFA, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject company 
or companies and its or their securities. I also ~ertify that no part of my compensation was, is or will be, directly or indirectly, relatad to the specific 
recommendations or views expressed in this report. 

Investment profile

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that sec!JTity to its peer group and
 
market. The four key allribules depicted are: growth, returns, multiple and volatility. Growth, returns and multiple are indexed based on composites
 
of several methodologies to determine the stocks percentile ranking within the re.gion's coverage universe.
 

The precise calculation of each 'metric may vary depending on the fiscal year, industry and region but [he standard approach is as follows:
 

Growth is e composite of next. year's estimate over current year's estimate, e.g. EPS, EBlmA, Revenue. Retum is a year one prospective aggregate
 
of various return on capital measures, e.g. CROCI, ROACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g. PIE, dividend
 
yield, EV/FCF, EVIEBITDA, EVlDACF, Price/Book. Voletility is measured as trailing twelve-month volatility adjusted for dividends.
 

Quantum 

Quantum is Goldman Sachs' proprietary database providing access 10 detailed financial statement histories, forecasts and ratios. It can be used for 
in-depth analysis of a single company, orto make comparisons between companies in different sectors and markets. 

Disclosures 

Coverage group!s) of stocks by primary analyst!s) 

Maria Karahalis, CFA America-Small Companies. 

America-Small Companies: American Water Works Co., Inc., Bristow Group Inc., Brunswick Corp.• Cosan Limited. Cosan SA Industria e Comereio, 
EnerSys Inc., FTl Consulting, Inc., Hertz Global Holdings. Inc., Seaspan Corp., USEC Inc.. 

Company-specific regUlatory disclosures 

The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (With its affiliates, "Goldman Sachs") and companies 
covered by the Globallnvestmenl Research Division of Goldman Sachs and referred to in this research. 

Goldman Sachs has received compensation for investment banking services in the pasl 12 months: American Water Works Co.• Inc. ($17.28) 

Goldman Sachs expects to receive or intends to seek compensation for investment banking services in the next. 3 months: American Water Works 
Co., Inc. ($17.28) 

Goldman Sachs had an investment banking services client relation~hip during the past 12 months with: American Water Works Co., Inc. ($17.28) 

Goldman Sachs has managed or co-managed a public or·Rule 144A offering in the past 12 months: American Water Works Co., Inc. ($17.28) 

Goldman Sachs is a specialist in the relevant securities and will at any given time have an inventory position, "lang" or "short: and may be an the 
apposite side of orders executed an the relevant exchange: American Water Works Co., Inc. ($17.28) 

Distribution of ratings/investment banking relationships 

Goldman Sachs Investment Research global coverage universe 

Rating Distribution Investment Benklng Relationships
 

Buy Hold Sell Buy Hold Sell
 

Global 25% 53% 22% 54% 51% 43%
I I I 
As of April 1, 2009, Goldman Sachs Globallnvestmenl Research had investment ratings an 2,718 equity securities. Goldman Sachs assigns stocks as 
Buys and Sells an various regional Investment Lists; stocks nat so assigned are deemed Neutral. Such assignments equale to Buy, Hold and Sell for 
the purposes of the above disclosure required by NASDINYSE rules. See 'Ratings, Coverage groups and views and related definitions' below. 
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Price target and rating history chart!s) 
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Regulatory disclosures 

Disclosures required by United States laws and regulations 

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred [Q in this report: manager
 
or co-manager in a pending transaction; 1% or other ownership; compensation for certain selVices; types of client relationships; managedlco­

managed public offerings in prior periods; directorships; market making and/orspecialist role.
 

The following are additional required disclosures: Ownership and matorirrtJ c:orrflicts 01IntOf'9St; Goldman Sachs policy prohibits its analysts, 
professionals reporting to analysts and members oftheir households from owning securities of any company in the analyst's area of coverage. 
Analyst c:ompenSll1:ion: Analysts are paid in part based on Ihe profitability of Goldman Sachs, which includes investment banking revenues. Analyst 
8S officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysis or members of their households from selVing as 
an offieer, director, advisory board member or employee of any company in the analyst's area of coverage. Non·U.S. Anolysts; Non-U.S. analysts 
may not be associated persons of Goldman, Sachs & Co. and therefore may not be subject to NASD Rule 271llNYSE Rules 472 restrictions on 
communications with subject company, public appearances and trading seeurities held by the analysIs. Distribution 01 ratings: See the distribution 
of ratings disclosure above. Pric:e chart; See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format 
or if wilh respeclto mUltiple companies which are the subject of [his report, on the Goldman Sachs website at 
http://oNww.gs.comlresearclVhedge.htmr. Goldman, Sachs & Co. is a member of SIPClhttp:/AMovoN.sipc.org). 

Additional disclosures required under the laws and regulations of jurisdictions other than the United States 

The following disclosures are those required by the jurisdiction indicated, except 10 the extent already made above pursuant to United States laws 
and regulations. Australia: This research. and any access to it, is intended only for ·wholesale clients" within the meaning of the Australian 
Corporations Act. Conada; Goldman Sachs Canada Inc. has approved of, and agreed to take responsibility for, this research in Canada if and to the 
extent it relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or 
reimbursement by the company of travel expenses for such visits. Hong Kong: Further information on the securities of covered companies referred 
to in this research may be obtained on request from Goldman Sachs (Asia) L.L.C. India: Further information on the subject company or companies 
referred to in this research may be oblained from Goldman Sachs (India) Securities Private Limited; Jopan: See below. Korea: Further information 
on the SUbject company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. Russia: 
Research reports distributed in the Russian Federation are not advertising as defined in Russian law, but are information and analysis not having 
product promotion as (heir main purpose and do not provide appraisal within the meaning of the Russian Law on Appraisal. Singapore: Further 
intormalion on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pie. (Company Number: 
198602165W). Talwon: This material is for reference only and must not be reprinted without permission. Investors should carefully consider their 
own investment risk. Investment results are the responsibility of the individual investor. United kingdom: Persons who would be categorized as 
retail clients in the United Kingdom, as such term is defined in the rules of the Rnancial Services Authority, should read this rasearch in conjunction 
with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have been sent to them 
by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are available from 
Goldman Sachs International on request. 

European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 200311261EC is 
available at http://INw.N.gs.com!clienCselViceslglobaUnvestmen(research/europeanpolicy.html 

Jllp8n: Goldmen Sachs Japan Co•• Ltd. Is a Financial Instrument Dealer under the Anancial Instrument Bnd Ellchange Law, registered 
with the Kanto Financial Bureau (Registration No. 69), and is a member of Japan Securities Dealers Association (JSDAI and 
Financial Futures Association of Japan IFFJA-JI. Sales and purchase of equities are subject to commission pre-datennlned with 
clients plus consumption tax. See company-specific disclosures as to any applicable disclosures reqUired by Japanese stock exchanges, the 
Japanese Securities Dealers Association or the Japanese Securities Finance Company. 

Ratings. coverage groups and views and related definitions 

Buy (81, NeUlral (NI. Soli IS) -Analysis recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy 
or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below; Any slock not assigned as 
a Buy or a Sell on an Investment List is deemed Neutral. Each regionallnveslment Review Committee manages various regional Investment Lists to 
a global guideline of 25%"35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distrIbution of Buys and Sells in any particular coverage 
group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment 
recommendations focused on either the size of the potential relurn or the likelihood of the realization of the return. 
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Return potential represents the price differential between the current share price and the price target expected during the time horizon associated 
with the price target. Price targets are required for all ~overed stocks. The return potential, price target and associated time horizon are stated in 
each report adding or reiterating an Investment Lisl membership. 

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at
 
http;/Iwww.gs.comlresearchlhedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook
 
on the coverage group relative to the group's historical fundamentals andlor valuation. Attractive (A). The investment outlook over the following 12
 
months is favorable relative to the coverage group's historical fundamentals andlor valuation. Neutral (NI. The investment outlook over the
 
following 12 months is neutral relative 10 the coverage group's historical fundamentals andlor valuation. Cautious ICI. The investment outlook over
 
the following 12 months is unfavorable relative to the coverage group's historical fundamentals andlor valuation.
 

Not Reted INRI. The investment rating and target price, if any, have been removed pursuent to Goldman Sachs policy when Goldman Sachs is
 
acting in an advisory capacity in a merger or strategic transaction involving this compeny and in certain other circumstances. Rating Suspended
 
(RS). Goldman Sachs Research has suspended the investment rating and price target, if any, for this stock. because there is not a sufficient
 
fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect tor
 
this stock and should not be relied upon. Coverega Suspended {CSI. Goldman Sachs has s'uspended coverage of this company. Nat Covered (NCI.
 
Goldman Sachs does not cover this company. Not Available or Not Applicable (NAI. The information is not available for display or is not applicable.
 
Not Meaningful (NMI. The information is not meaningfUl and is therefore excluded.
 

Ratings, coverage views and related definitions prior to June 26, 2006 

Our rating system requires that analysts rank orderthe stacks in their coverage groups end assign one ofthree investment ratings (see definitions 
below) within a ratings distribution guideline of no more than 25% ofthe stocks should be rated Outperform and no fewer than 10% rated 
Underperform. The analyst assigns one of three coverage views (see definitions below), which represents the analyst's investment outlook on the 
coverage group relative to the group's historical fundamentals end valuation. Each coverage group. listing all stocks covered in that group, is 
available by primary analyst, slock and coverage group at http://VoIWW.gs.comlresearch/hedge.html. 

Defirlitions 

Outperfonn tOPI~ We expect this stock to outperform the median total return for Ihe analyst's coverage universe overthe next 12 months. In-Llne 
(lU. We expect this stock to perform In line with the median total return for the analyst's coverage universe over the nex112 months. Underperfonn 
(u1. We expect this stock to underperform the median total return for the analyst'S coverage universe over the nex112 months. 

Coverage views: Attractive (AI. The investment ouUook over the following 12 months is favorable relative to the coverage group's historical 
fundamentals andlor valuation. Neutral IN). The investment outlOOk over the following 12 months is neutral relative [0 the coverage group's 
historical fundamentals andlor valuation. Cautious ICI. The investment outlook over the following 12 months is unfavorabla relative to the coverage 
group's historical fundamentals andlor valuation 

Current Investment Ust {CIU. We expect stocks on this list to provide an absolute total return of approximately 150/0-20% over the nex112 months. 
We only assign this designation to stocks rated Outperform. We require a 12-month price target for stocks with this designation. Each stock on the 
Cll willsutomatically come off the list after 90 days unless renewed by the covering analyst and the relevant Regional Investment Review 
Committee. 

Global product; distributing·entities 

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant 
to certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on 
industries and companies, and research on macroeconomics. currencies, commodities and portfolio strategy. 

This research is disseminated in Australia by Goldman Sachs JBWere Ply ltd (ABN 21 006797897) on behalf of Goldman Sachs; in Canada by 
Goldman Sachs Canada Irlc. regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Germany by Goldman Sachs & Co. 
oHG; in Hong Kong by Goldman Sachs lAsia) L.l.C.; .;n India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., 
ltd.; in the Republic of Korea by Goldman Sachs {Asia) L.l.C., Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) limited on behalf of 
Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); Bnd in the United States of America by 
Goldmen, Sachs & Co. Goldman Sachs International hes approved this research in connection with its distribution in the United Kingdom and 
European Union. 

European Union: Goldman Sachs International, authorised and regulated by the Financial Servicas Authority, has approved this research in 
connection with its distribution in the European Union and United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstall fUr 
Finam:dienstleistungsaufuichl, may also be distributing research in Germany. 

General disclosures in addition to specific disclosures required by certain jurisdictions' 

This rasearch is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that wa 
consider reliable, but we do not represan! it is accurate or complete, and it should not be relied on es SUCh. We seek to update our research as 
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports pUblished on a periodic basis, the large 
majority of reports are published at irregular intervals as appropriate in Ihe analyst'S judgment. 

Goldman Sachs conducts a global full-service, integrated investmant bankirlg, investment marlagement, and brokarage business. We have 
investment banking and olher business relationships with a substantial percentage 01 the companies covered by our Globallnvestmant Research 
Divisiorl. . 

Our salespeople, traders, and other professionals m"ay provide oral or wrinen market commentary or trading strategies to our clienrs and our 
proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this reseerch. Our asset management area, our 
proprietary trading desks end investing businesses may make irlvestment decisiOrlS thet are inconsistent with the recommendations or views 
expressed in this research. 

We and our affiliates, officers, directors, and employees, exclUding equity analysts, will from time to time have long or short positions in, act as 
principal in, and buy or sell, tha securities or derivatives (including options and warrants) thereof of covered companies referred to in this research. 
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This research is not an offer to sell or the solicilation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
 
illegal. It does not constitute a personal recommendation or take into account the particular inveslment objectives, financial situations, or needs of
 
individual clients. Clients should consider whether any advice or recommendation in this research is suitable lor their particular circumstances and,
 
if appropriate, seek professional advice. including tax advice. The price and value of the investments referred to in this research and the income from
 
them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may
 
occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.
 

Certain transactions, including those involving futures. options, and other derivatives, give rise to substantial risk and are not suitable for all
 
investors. Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at
 
http://wvvw.theocc.com/publications/risks/riskchapl.jsp. Transactions cost may be significant in option strategies callJng for multiple purchase and
 
sales of options such as spreads. Supporting documentalion will be supplied upon request.
 

Our research is disseminated primarily electronically, and, in some cases, in printed form. Electronic research is simultaneously available to all
 
clients.
 

Disclosure information is elso available at http://WNW.gs.com/research/hedge.htmlor from Research Compliance, One New York Plaza, New York,
 
NY 10004. 

Copyright 2009 The Goldman $achs Group, Inc.
 

No part of this materiel may be iii copied, photocopied or duplicated in any form by Bny mHn'S or (iiI redistributed without the prior
 
written consent of The Goldman Sachs Group, Inc.
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August 9, 2009 

COMPANY UPDATE
 

American Water Works Co., Inc. (AWK)
 
Neutral 

2009 earnings in line; weather hurts volumes 

What',changed 
American Water reported 20 EPS of $0.32, in fine with our forecast, 
although both revenue and O&M expenses were below our expectalions. 

Poor weather in the Northeast was the principal driver of the volume 
shortfall. In addition, commercial and industrial volumes remained under 

pressure due to weaker economic activity and several customer 

bankruptcies. Lower contracted services, transportation, and maintenance 
expenses explain the improvement on the O&M line. 

Implications 
We are reducing our 2009 EPS estimate to $1.25 from $1.34 due to our 
lower volume forecast for the second half of the year (weaker 3009 

volume due to poor weather in July and pushing revenue from the Trenton 
acquisition to 2010 from 4009, given recent transaction delays). As the 

second quarter volume decline was principally weather driven, we do not 

believe that this has negative implications for volume in 2010 or 2011. We 
maintain our 2010 and 2011 EPS estimates of $1.44 and $1.56, respectively. 

Valuation 
We maintain our Neutral rating. We are rolling forward our valuation year 
to 2011 from 2010, and our 12-month price target increases to $21.50 from 

$20.00. Our price target is based on a combination of relative valuation 
metrics (both PIE and EV/EBITDA), as well as a dividend discount model 

(5% dividend growth and 9% cost of equity). 

Key risks 
Key risks include (1) regulatory decisions and regulatory lag that limit ROE 
expansion and (2) financing risk associated with funding the large capital 

investment program. 

Upside to our price target could come from (1) faster-than-expected 

recovery through rates, (2) lower O&M expenses, and (3) stronger free 
cash flow generation that reduces the need for new equity. 

INVESTMENT LIST MEMBERSHIP 
Neutral 

COlleTage View: Neutral 
UnIted SWleS 
Waler 

Investm~nt Pl"Oflle 
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August 9, 2009	 American Water Works Co" Inc, (AWK) 

American Water Works Co., Inc.: Summary financials 
,,~.";~"af}t"''"'~~··:,"d~.. ' _'l_l(,_i":C0"\1,,',,,J_:1i",,,:~, :_''"'~'i~~~:;l.*_' c--,'21"i'09~,,--,,,,,_'"V'-"';e'~c' '":;""~":':'''':le~c\e;~,El~'~ :fC:'~8.;;~.::~"""-""h~":'O;:":($C>~"':"n"\ci'~~.,:-c~_--,;~~":10';~_'c'c'":!"~~~~o~,';?EC'Y,::::',,,',']'..c;'21"""e''--'--_'e2l!''e'7-'E,~,::",,"'m"'"",,-,,__
-	 , if· ;: .­
! TptSl r~n~e: '2,336.9 2,476.4 2:6'81.3 2,846.5 ¥Cash & eQulvaleiIts 9.S '9.0 . 9.0' 9.0 , 

Co$'! of,goods sold (1.575,1) (1.!,45.5l 11,7190) (1,796,1) '. JAccounts reCeivable 1S9.4 215.0 233.J 249,6 ; 

-I"SG&A 1199.1) " · (209,3) (214.5) 1227.7) ~ Inventory' :3~: 26.9 '34.1 31.3 31.8 ; 

R&D' " . 0,0 ·q.O 0.0 0.0 tOther current 8'SIIets' 179,8 236.1 248.7 . 259.3 • 

Other operutlng profitl{elipenJll), 0:4 0.2·. 0.0 0:0.; ~ Totilleurrerrtassets' 417.7 494.2 522.7 549.6.; 

ESO expenJil 0,0 0:0 0,0 0.0 : ~ Net. F'F'&E , 10.123.9 10.658.9 11,325,7" ,,;833.9'1 

EBITDA 834.4 915.5 ,.1,~,0 1.169.4 ~ Net intangibles · 1.699.5 1.250.1 1,250.H; ,. 1,250.1 ,: 

Depreciation & amortization . 1271,3) (293 7) <r , ,(318,2) (34!i.?1 ~ .,.TotallrWhtmeni's :." ,0.0 0.0 ".0:0 ',' "."0.0'1 

~ EBIT "'-. . ":;:,' , . . '5631 :':. 621.7' :'747.8 822.7; ]: OIher IO,ng-term assets :' '. . 990.7 .' 1,058.6 1.078.6 \'i'. 1,098.51 

.: ~et intercirt ir'oeomei(ex~e~se) .: .(291.~i· · 1307.9) ':' (3J6.4) ·{351.6\· f.Totata~alS. " ....13231.8 . ·13.~1.7 ::. 14,1n.O 'l4,niz~ 
::. 

InCCHlle/[l~,) rrom associates · 0.0 . '0.0 . 0.0 

, Olhers 27. 255 26,0 2~:~ J ~ f..ccou·nts payable ~49.8 151.7 '. 1&1,1 166,8 ] 

Pret ..~ profits 299.4 J~9.3 437,4 497,0; 7 Short-term debt 654.8 366.1 366.1 366,1. 

Provision for laxes (123.4) . (132.9). (175,0) (198,8)' Other currem liablliti~ 300.1 3Q.J.6 3IJ3.6 303.6

MirtOrity interesl . 0.0 .. 0.0 0.0· 0.0 . , Total alrrenl liab~iti." 1,104..8 82'-3' ~,8 "", , 

, Net income pr~pnl'ferreddividends 176.1 206.4 262.5 298.2 ; "long-term debt ..... ;4,648.2 5.189.3 .5,512.5 5.548.3 
F're/erred dividends 0.0 0.0 . 0.0,,;; 0,0 i ;: O,ther long-term li..biliti." 3,372-3 .:,:,3,467.2. '. 3,492,2 3,5)7.21' 

• Net i~come (~re-exceplio'"ills), · '171>.1 206.4 2152.5' ":';.,' 298.2 ~ ; Totolr rOng-le;m liabllid."'~: 8,020.5 9,004,8 9.165.6 , · " "'83 
· F'051lax exwptionals. . : (736;5) . ·l443.0l ·0.0 0.0 --0 :),Total riabtlitj~ 9.1~5.J ·9,4n.s. .. :9.~.6 . 10,(lQ2.0 

· Net incorne.lpost-e.cepti~nals) . (5152.41 (236.7) 262.5 , , 298.2 

. Prelim-ed shares " 4.8 . .. . .. 
!' EPS (basic, pte-o:lceptl (S) 1.10 U, 1.44 Tot~1 common eqUity 4,102.0 3,979.3 4,333.8 4,725.6., i ,	 EPS (dilu:ted. prll-ilx~pt) ($) 1.10 1>5 "4' ;' Minori~ interest 83 0,0 ' 

EPS (basic, PO$'!-e:lCflpt) 1$1 {Ui, . {1.441 "4' "' 
EPS (d~lI:Ied, post_ceptl (SI IU21 (1.44) '.44 Totalllabllitles ,81 ~uity 13231.8 1J,4(i1.7 14,ln.0 14,732.2 

Common dividends paid (64.11 (137.3l (158.0) E;;
DPS ($) , i,O.40 0.82 D,ES
 

Dividend p.a'(OYl rati.o (%) 38:4: 65.3 .59.8

'.:': 

: ~ . 

12/08 · 12/0!lE 

5.5 6,0
 

5' E,7
 

H 10.4.
 

· 10.5 17.2 1.5 .'1.3	 2,1 
'4.3 4.6 ' 
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35,7 '37,0 

..10.6 14.0 

7.5 '::; 

0.2	 
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.:. 9.8 . 10,5 

0,2 .:: :0.2 

3,2 3,3 3,1 

24.1, 

Free cash now per share ($) (2.651 '" (1.93) . (1.821 O.,9l 

~ Free cas!:' now yield (%) , · {13.81 . (9.6) {9.0! 15.9) 
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August 9, 2009 American Water Works Co. Inc. (AWK) 

Details on our model changes 

Exhibit 1 summarizes the key differences between our 20 estimates and the results 
reported by American Water. 

Exhibit 1: American Water 202009 actuals versus expected 
$ in millions, except per share data 

P~'f"'f"W:'1"-: _',,~r., ···~~'.·'·"'!1~~~·2Q09A ..,:~:;, 2Q09E'~:'~·%"Chg·~·n":'.~:;:·:-2a-i18A'~'·%'i::hg'""'!-!'~~''''a09A":'!"""''li,:'cI1§ 

Opera~ng Revenues 612.7 637.4 ·3.9% 569.4 4.0% 550.2 11.4% 
YIY Growth 4.0% B2% - 419 bps 5,5% -152 bps B,6"A, - 459 bps 

Operating and maintenance (330.6) (360.9) -6.4% (330,6) 0,0% (314.4) 5.2% 
Oeprecia~on and amorti2s~on (73.2) (70.6) 3.8% (67.3) 88% (68.6) 6.4% 
Genenlltailos (51.?) (51.0} 1.4% (49,6) 42% (52.S) -1.!'i% 

% 01 rOYenues 6.4% ... 44 bps 8.4% ... 2 bps 9.5% -110 bp50('"
Gain (10$$) 011 sale of assels (O.Ol 0.0 0.8 -1013% 02 -105.0% 
Operatin9 Pro~t 157.2 154' '.4% 1427 102% 114.6 37.1% 

Operating MelVin 25.7% 24.3% ... 135 bps 24.2% ... 145 bps :10.8% ... 482 bps 
Interes~ nel (75.2) (75.3) 0." (71.5) 5.2% (73.5) 2.4% 
AFUDC 5.8 5.0 11.3% 8,9% 5.2 6.7% 
Other inc/eil? (1.41 15 " U-193.9% (0,61 135.2% -226.5% 
Pretax Income 86.1 66.2 -0.1% 75.7 13.8% 47.5 813% 

PrtlVision fer Income lailes (34.1) (340) 0.3% (3D.2) 13.2% (17,5) 94.5% 
Tax Rata 39,6% 395% ... 14 bps 39.9% - 23 bps 369% ... 269 bps 

Nol Income , Continuing Ops 52.0 52.1 -0.3% 45.5 14,3% 29.9 73.6% 
Preferred Dividend 0.0 00 00 0.0 

Non-recumnglOiscontinued Cps 0.0 00 00 0.0
 
Extraordinary Items 0.0 00 0.0 (443.01 -'00.0%
 
Nallnoome 52,0 52.1 -0.3% 45.5 14.3% (413.11 -1126%
 

,..Shales Outstanding- Basic 163.2 164.9 -1.0% 159.9 2.1% 160.0 
Shares Outstanding- Diluted 163,3 164.9 ~1.0% 160.0 2.1% 160.0 2.1% 

Shares OulSlanding· Basic (EOP) 174,6 174.7 -01% 160.0 9.1% '60,0 91" 
Shares Outstanding - Diluted (EOP) 174.6 174.7 -01% 160.0 9.1% 160.0 9.1% 

EPS ~ Cominuing Ops- Bilslc 0.32 0.32 07% 0.26 12.0'*. 0.19 70.2% 
lEPS'~ Co'ntinuirill OP.': t;*~tid:;r·":;:;;,,~.~~;;illL.0.32 ::: ~,::::'Ii".3"2';~.::li~'0.~., .. ',I, :.,~ ~P:28 ~t:llik;:, 11,9'% :;:;:~" "li.19'Jm;m:r:·70.1%,"~' 

YIY EPS Grow/h (diluted) 11.9" 11.2% ... 78 bps -9.0% ... 2.090 bps 3S19.8% - 38.766 bps 
EPS - Nellncome- 8ilsic 0.32 0.32 07" 028 14'0'*. -2.56 -112.3% 
EPS - Nellncome- Diluted 0.32 0.32 0.7% 0.28 11.9% -2.58 -112.3% 

EBITDA 230.4 225.5 2.2% 210.0 g.7% 183.5 25.6% 
Y/y Growth 9.'" 7.4% ... 235 bps -44% ... 1,415 bps 27.B% -l,ll06bps 
EB/TDA MB'f}in 37.6% 35.4" ... 223 bps 35.6% ... 196 bps 33.3% ... 426 bp~ 

MARGIN ANALYSIS: 
O&M as B % of Revenue 54 0" 56.8% - 267 bps 561" - 214 bps 57,1% - 319 bps 
EBITDA 37.6% 35.4% ... 223 bps 35,6% ... 196 bps 33.3% ... 426 bps 
EBll 25.7% 24.3% ... 135 bps 24.2% ... 145 bps 20.6% ... 482 bps 
PrEtax 14.1% 13.5% + 53 bps 12.8% ... 122 bps 6.6% ... 542 bps 
Net-Con~nui"'ll OperalJons 8.5% 6.2% ... 30 bps 7.'" ... 76 bps 5.4% ... 304 bps 
Net Income 8,5% 8.2% + 30 bps 77% ... 76 bps .751% ... 8 357 bps 

YOYGROWTH 
Revenue 40% 8.2% -419bps 5.5'" ~ 152 bps 86'" - 459 bps 
E'T 10,2% 8.8% + 157 bps -5.8% ... 1.602 bps 43.9% ·3.374 bps 
EBITDA 9.7% 7.4% ... 235 bp~ -44% "'1,415bps 276% -1,606bps 
D&A 6.8% 4.8% ... 400 bps -12% ... 1.004 bps 7.7% ... 111 bps 
Pretax Income 13.8% 13.9% - 8 bp~ -6.4% ... 2.226 bps 254 0% - 24022 bps 
Net Income 14.3% 148% ·34 bps -9.0% ... 2.324 bps 399.8% - 38.557 bps 
E"S 11.90/0 ... 78 bos -9.0% + 2 090 bos 399,8% - 36 786 bos 

11 '" 

SOurce: Company date. Goldman Sachs Research estimates. 

ExhIbits 2 and 3 summarize our expected full year forecasts for the company's income 

statement, balance sheet and cash flows. 
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August 9, 2009 American Water Works Co., Inc. (AWK) 

Exhibit 2: American Water annual income statement, 2006-2012E 
$ in millions, except per share data 

'INCOME·STATEMENT"'rl~E-'·\'>FS~~~1:PF2(f06A>f:;"';2001A~\ ;ioo8A':!I~r:iJY20IitiE'1i1;,;:!]!r2010E"Fi\:;;-"201'1 2012E: ....QE',\!"" ' 

Oper.rting Revenues 2,0931 ' 2.214.2 2,3::16.9 2,476.4 2,681.3 2,846.5 2.996.0 
YIYGtoW1h -20% ..,. 5.5% ,.'"' 8.3% 5.'"'''' Opel"8lion and maintenance (1,174.5) (1,246.5) (1,303.6) (1,351.8) (1,400.8) (1,4494) (1,499 5) 

Depreciaijon and amortiza~on (259.2) (267.3) (271.3) (2937) (313,2) (346.7) (375.2) 
General taxes (1851) (183,3) (199.1) (209.3) (214,5) (227,7) (2397) 

% of reYef1ues 8.8% 8.3% 85% 8.5% 80"10 8,0% 8.0% 
Gain (Ioss\ on sele of assets (011 7.3 0.' 0.2 0.0 0.0 0.0 

563'Operating Profit 474.2 524,5 621.7 747.8 822.7 861.6 
Operating Margm 22.7% 23.7"A. 24.1% 25.'% 27.9% 28.9% 29.4% 

Interest, net (371.0) (286.0) (291.1) (3079) (336.4) (3516) (364 0) 
AFUDC . 8., 11.2 227 208 200 20,0 20,0 
Other indexp 0.9 '.0 '.0 '.0 
Pretax Income 112.7 253.8" 299'" 3393" 437.4 497.0 543.6 

PrcYision for Income Taxes (51.1) (94.5) (1234) (132,9) (175.0) (198.8) (217.4) 
Tax Rate 45.3% 37.2% 41.20/0 392% 40.0% "".""Net Income, COntinuing Ops 61.7 1593 178,1 206.4 282.5 298.2 """"326.1 

Preferred Di...,derd 0.0 00 0.0 0.0 0.0 0.0 0.0 

Non-recuninglDisamtinued Ops (6.4) (0.8) 0.0 0.0 00 0.0 0.0 
Extraordinary Ilems (217.5) 1501.5)' (738.51 (443.0) 0.0 0.0 0.0 
Net Income - Reported (162.2) /342.8) f562.41 (236.71 2625 298.2 326.1· 

Sheres Outstendlng - Besic (A"",) 160.0 160.0 160.0 164.5 181.9 1865 198.3
 
Shares Outslanding - Diluted (Avg) ,oa 0 160,0 160,0 164.5 182.1 '91.0 199,0
 

Shares Outstanding Basic (EOP) 160.0 160.0 160.0 1745 182.7 194.4 20'2.1
 
Shares Dulstanding - Diluted (EOPI 160.0 160.0 180.0 174.6 188.9 195.0 2030
 

EPS· Con~nuing Ops - Basic 0.39 1.00 1.10 125 158 1.85, '" ;EPS, ~CO!'lII~.i.iin!;j'ops ~·Dili.rted :~ .:-.-_"':~:;:'0:39': ';~:: ··.. 1.ci(f:~jr,l1J~[!,JO·''''!;::::.;~::1':25 ·~':::t.'1:r1.~ ':';;::~-:-U6 ::2I ';:{f64' 
Y/y EPS Growth (diluted) -40.1% 158.4% 10.6% 14.0% 14.9% 8,4% 4.9% 

EPS - Net Income - RejX>rted - Basic -1.01 -2.14 -3.52 -144 1.44 1.58 1.65 
EPS - Net Income - RejX>rted - Diluted -101 -2.14 -3.52 ·1.44 1.58'" '''' 
EBITDA 133.4 191.8 ,34A 915.5 1,0&0.1) 1,169.4 1,266.8 

Y/y Growth -.13% 8,0% 54% 9.7% 16.4% '.7% . 1.5" 
EBITDA Margin 35.0% 35.8% 35.7"A. 37.0% 39,8% 41,1" 41.9% 

MARGIN ANALYSIS: 
O&M as a % of Revenue 56.1% 56.3% 55.% 54.6% 52.2% SO.9% 50.1% 
EBITDA as % of Revenue 3.so% 35.8% 35 ,% 37.0% 39.8% 41.1% 41.9% 
EBIT as % of Revenue 22.7% 23.7% 2".1% 25.1% 27.9% 28.9% 294% 
Pretax as % of Revenue 5.4% 11.5% 12.8% 137% 16.3% 17.5% 181% 

2 g% 7.2% 7.5% 8,3% 9.8% 10.5% 10,9% 

Net Income - Re ed as % of Revenue -7.8% -155% ·241% -9.6% 9.8% 10,5% 10,9% 
Nellncome • ~~~~s as % of Revenue 

YOYGROWTH 
Revenue -2,0% 5.8% 5.5% 8.3% 6.2% 5.3% 
EBIT 4'% 10.6% ,,% 10.4% 20.3% 100% 7.2% 
EBITDA -3.3% 8.0% 5.4% 9.7% 16.4% 9,7% 7.5% 
D&A -0.8% 31% 1.5% 8.3% 8.3% 9,0% 8.2% 
Prele;o; Income -30.1% 1251% 18.0% 13.3% 28.9",(, 13.6% 9.4% 
Net 'ocane - Cont Ops .401% 158.4% 10.5% 17.2% 27.2% 13.6% 9.4% 
EPS .40.1% 158.4% 10,6% 14.0% 14.9% 8.4% 4.9% 

,."" 

Source: Company data. Goldman Sachs Research eS1!mefes. 
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August 9, 2009 American Water Works Co., Inc. (AWKj 

Exhibit 3: American Water annual balance sheet and cash flow statement, 2006-2012E
 
$ in millions, except per share data
 

iBALANCE SHEEt;;]'}f;~)1(J!":'~';!!1t:ff'nLFT:"'H')'i't't2D06A~;~-'2007Aep ;" 2008A':~ 2009E ""!':n':i01 OE ':;<;;':\:'"2011 E "Fi;W"2012E 
Gash and cash equivalents 29.6 13.5 9.5 90 9.0 9.0. 9.0 
Restricted funds 3.3 0.5 330 33.0 33.0 33.0 
utility customers accounts receivable " 125.7 130.6 1<41.1 1S3.4 172.4130.5 163.6 
Unbilled utility revenues 123.2 134.3 1342 1573 167,9 176.6''''' 7 
Malerials and supplies 23.0 27.5 269 341 313 31,8 32.9 
Other receivables, net 545 89.7 689 73.9 80.3 85,8 90.3 
Other current assets 36.6 355 45.1 563 58.3 58.3 58.3 
Assets 01 DIsc. Oes 12.8 00· 00 0.0 0.0 0.0 

Total ClnTeflt Assets "' 417.7 522.7 572.7412.<4 430.4 <494.2 549.6 

Uff/ity plant, net 8,6053 9.199.9 9,991 8 10,516.6 11.1854 11,693.r 12,173,5 
Nonutllily properly, net 115,2 118 I 132,1 1403 1403 1403 140.3 

Net Property Plant & Equipm:nt 8,720.6 9,3180 10.123.9 10,6589 11,325.7 11.633.9 12,3137 
Re9ulatory Assets 587.2 ...10 919.7 945.6 945.6 945.6 945.6 
Restricted Funds 17.2 10.3 10.6 464 464 46A 46A 
Goodwill & OtI1er Intangibles 2.962.5 2,457.0 1,699.5 1,250 1 1.250.1 1,250.1 1,250.1 
Investments 0.0 0.0 0.0 0.0 00 0.0 00 
Other Assels 83.2 74.8 60A 666 86.6 100,6 1266 
Total Assets 12763.1 12951.3 13231.8 134617 141770 14732,2 15255,0 

Short-term Debt 1,007.1 317.0 654.8 366.1 3661 3661 366.1
 
Accounts payable 140.7 168.9 149.8 15U 164.1 166.8 1725
 
Actrued flabllibes 62.9 106.9 100.1 116.5 116.5 116.5 1165
 
Other current liabilities 150,5 181.8 194 0 1870 187.0 187.0 187.0
 
Liabilities of Disc. Ops 2.5 0.0 0.0 0.0 00 0.0 0.0
 
Tolal Current Uabililies 1,363.7 774.5 1,104.8 821.3 833.8 836,5 842.2
 

Long-term oebl 4,870.9 4,699.1 4,648.2 5,189.3 5,512.5 5,648.3 5,811.6 
Advances for construction 615.7 622.2 620.0 620.0 6200 620,0 
Deferred income taxes 583.4 638.9 705,6 758.0 758.0 758.0 7580 
Deferred investment lax ctedils 36.5 35.4 34.0 33.2 33.2 33.2 332 
Regulatory Ilablhty--cost of remol/<Il 168.9 266.7 3073 318,6 318,6 318,6 3186 
Accrued penSion expense 314,6 290.7 502.1 500.3 500.3 500.3 500.3 
Actrued postretirement benefit expense 144,9 158.5 241.2 237.3 2373 237,3 2373 
Other long term liablliUes 1104 67,1 46.5 48.4 48.4 46A 48.4 
ConlribuUons in Aid of Construction 754.2 818.4 911.4. 951.<4 976.4 1001.4 1026.4 

Total LiabillUes 8961.1 8404.7 9125.3 9477.9 9838.6 10002.0 10196.0 

68" 

Preferred EqUity 4.6 4.6 4.6 46 4.8 4.8 4.6 
Shareholder's EqUity 3,8174 4.542,0 4,102.0 3,9793 4,333,8 4,725.6 5,054.5 

Tolal UabiliUes & Equity 12763.1 12951.3 13231.8 13461.7 141n.O 14732.2 152550 

·CAS·H..F(OW'STATEMENt·"" ....w"~ ,'1""p..... "'" 2bo6A." ;'2007A"""-"';' 2008A''''''-'20C19E" ~""':~'2010E 'O;1fWl' '2011E~~'!:1j\) 20121: 
Sources: 

EBITDA 733.4 79'6 8344 9155 1,066.0 1,169.4 1,256.6 
Interest Income 04 1.9 01 0.1 0.1 0.1 0.1 

Tolal Sources 733.7 793.7 8345 915.6 1.0662 1.169.5 1,257.0 

Uses: 
Interest Expense Paid (371.4) (289,9) (2912) (3081) (338.5) (351.8) (364.2) 
Book Taxes (51,1) (945) (123.4) (132.9) (1750) (196,8) (217.4) 
Other Non-Operating E.J::penses 109.1 47.7 126.7 83.3 8.0 8.0 6.0 
Change in Current Accounts (ex taxes) (96.6) 16.8 (33.1) (18.0) (24.3) (17.3) 
Capital ExpenditUl'es (682.9) (750.8) " (815.0) (875.0) (825.0) (825.0)(1.008.8) 

% of total revenues 32.6% 33.9% 43.2% :>29% 32.6% 290% 27.5% 
Total Uses (1,092.9) (1,070.8) (1,2911) (1,205.8) (1.396,5) (1,393,9) (1,417.9) 

'Free CBsh Flow 1359.1> /277.1) (456.6) (290;2) (330.3) , ,(224.4) , (160.9) 
y,ygrowrh ,m -22.8"" 64.8% -36.5% 13,8% -.32.1% -28.3% 

Netlnve51ments (262) 10.4 (12.3) <43.1 0.0 0.0 0.0 
AcquislUons (12.5) (15.9) (12,5) 0.0 (110.0) (300) (300) 
DII/idends 0.0 0.0 (64.1) (1373) (156.0) (175.9) (192.1) 
Discontinued Operations 30.2 97 0.0 00 00 00 00 
Translation Adjustments 0.0 0.0 0.0 0.0 00 00 00 

. ".~ .. ~.:Cash Flow tlelore Fln/met"p.· ,;, (367.n'~'u '(272.91',' '(54.5;61 ·"::~:(384.4F: ·(69B.3) :1430.3) H3&J.OI' 
Contributions in aid of CO'1struc:tion 47-4 35.8 3.1 15.0 25.0 25.0 25.0 
Net new Debt 265.5 1,004.0 292.9 125.6 3233 . 135.6 163.2 
Net New Equity (0.5) (783.31 245.6 243.3 250.0 269.5 19<\7 

Net Change In Cash 135.31 /16.31 (3.91 (0.51 0.0 rO.Ol {0.01 
Beg,nnina Gash 65.1 29.8 13.5 9.5 9.0 9.0 9.0 

Ending Cash 29.8 13.5 9.5 9.0 9.0 9.0 9.0 

Sourca: Company darB, Goldman Sachs Research estimates, 
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Rate case summary 

Exhibit 4 outlines American Water's rate case requests from 2006 to the present. We have 
assumed that American Water receives approximately 50% of the amount requested for 
each pending rate case. For cases that have already been concluded, the percentage has 
been higher at closer to 58%, but we believe it is prudent to assume a lower rate for the 
next round of rate cases, as this is the second round of meaningful increases following 
large increases only a year or two ago. 

\ 
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Exhibit 4: American Water rate case requests from 2006 to present 
$ in millions 
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Reg AC 

I, Maria Karahalis, CFA, hereby cartify that all of the views expressed in this report accurately reflect my personal views about the subject company 
or companies and its or their securities. I also cenify that no part of my compensation was, is or will be, directly or indirectly, related to the specific 
recommendations or views expressed in this report. 

Investment profile 

The Goldman Sachs Investment Profile provides investment context for a security by comparing key anributes of that security to its peer group and
 
market. The four key attributes depicted are: growth,'returns, mulliple and volatility. Growth, returns and multiple are indexed based on composites
 
of several methodologies to determine the stocks percentile ranking within the region's coverage universe.
 

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows:
 

Growth is a composite of next year's estimate over current year's estimate, e.g. EPS, EBITDA, Revenue. Retum is a year one prospective aggregate
 
of various return on capital measures, e.g. CROCI, ROACE, and ROE. Muttiple is a composite of one-year forward valuation ratios, e.g. PIE, dividend
 
yield, EVlFCF, EVIEBITDA, EVlDACF, Price/Book. Volatility is measured as trailing twelve-month volatility adjusted for dividends.
 

Quantum 

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for 
in-depth analysis of a si~gle company, or to make comparisons between companies in different sectors and marke(s. 

Disclosures 

Coverage group(s) of stocks by primary analyst!s) 

Maria Karahalis, CFA; America-Small Companies.
 

America-Small Companies: American Water Works Co., Inc., Hertz Global Holdings, Inc., Seaspan Corp., USEC Inc..
 

Company-specific regulatory disclosures 

The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, "Goldman Sachs") and companies 
covered by the Global Investment Research Division of Goldman Sachs and referred to in this research. 

Goldman Sechs has received compensation for investment banking services in the past 12 months: American Water Works Co., Inc. ($20.13) 

Goldman Sachs expects to receive or intends to seek compensalion for investment banking services in the next 3 months: American Water Works 
Co., Inc. ($20.13) . 

Goldman Sachs had an investment banking services client relationship during the past 12 months with: American Water Works Co., Inc. ($20.13) 

Goldman Sachs has managed or co-managed a public or Rule 144A offering in the past 12 months: American Water Works Co., Inc.l$20.13) 

Goldman Sachs is a specialist in the relevant securities and will at any given time have an inventory position, "long" or "shon,~ and may be on the 
opposite side of orders executed on Ihe ralevant exchange: American Water Works Co., Inc. ($20.13) 

Distribution of ratingslinvestment banking relationships 

Goldman Sachs Investment Research global coverage universe 

Rating Distribution In",estment Banking Relationships 

Buy Hold Sell Buy Hold Sell 

Global 30% f 51% I 19% 54% I 52% I 44% 
As of July 1, 2009, Goldman Sachs Globallnvestmant Research had investment ratings on 2,709 equity securities. Goldman Sachs assigns stocks as 
Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for 
Ihe purposes ofthe above disclosure raquired by NASO/NYSE rules. See 'Ralings, Coverage groups and views and related dafinitions' below. 

Goldman Sachs Global Investment Research 

Attachment 1-8 

8 



August 9, 2009 American Water Wor1<s Co., Inc. (AWKj 

Price target and rating history chart(s) 
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Regulatory disclosures 

Disclosures required by United States laws and regulations 

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager
 
or co-manager in a pending transection; 1% or olher ownership; compensation for certain services; types of client relationships; managed/co­

managed public offerings in prior periods; directorships; market making and/or specialist role.
 

The following are additional required disclosures: Ownarship and material conflicts of Intet"ost: Goldman Sachs policy prohibilS its analysts,
 
professionals reporting to analysts and members of their households from owning securities of any company in the analyst's area of coverage.
 
Analyst componsotion: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst
 
as officer or director. Goldman Sechs policy prohibits its analysts, persons reporting to analysIs or members of their households from serving as
 
an officer, director, adVisory board member or employee of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U,S. analysts
 
may not be associated persons of Goldman, Sachs & Co. and therefore may not be subject to NASD Rule 2711/NYSE Rules 472 restrictions on
 
communications with subject company, public appearances and trading securities held by the analysts. Di8'tributlon at ratings: See the distribution
 
of ratings disclosure above. Price mart: See the price chart. with changes of ratings and price targets in prior periods. above, or. if electronic format
 
or if with respect to mUltiple companies which are the subject of this report, on the Goldman Sachs website at
 
http://www.gs.comlresearch/hedge.html. Goldman, Sachs & Co. is a member of SIPC(http://~.sipc.org}.
 

Additional disclosures required under the laws and regulations of jurisdictions other than the United States 

The following disclosures are those reqUired by the jurisdiction indicated, except to the extent already made above pursuant to United States laws
 
and regUlations. Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian
 
Corporations Act, Canllda: Goldman Sachs Canada Inc. has approved of, and agreed to take responsibility for, this research in Canada if and to the
 
extent il relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or
 
reimbursement by the company offrave! expensas for such visits. Hong Kong: Further information on the securities of covered companies referred
 
to in this research may be obtained on request from Goldman Sachs (Asia) 1.1.C. India: Further information on the SUbject company or companies
 
referred to in this research may be obtained from Goldman Sachs (India) Securitias Private Limited; Japan: See below. Korell: Further information
 
on the subject company or companies referred to in this research may be obtained from Goldman Sachs (Asia) 1.1.C., Seoul Branch. Russia:
 
Research reports distributed in the Russian Federation are not advertising as defined in Russian law. but are information and analysis not having
 
product promotion as their main purpose and do not provide appraisal within the meaning of the Russian law on Appraisal. Singopore: Further
 
information on the covered companies raferred to in this resaarch may be obtained from Goldman Sachs ISingapore) Pte. (Company Number:
 
198602165W). Taiwllln: This material is for reference only and must not be reprinted without permission. Investors should carefully considar their
 
own investment risk. Investment resulls are the responsibility of the individual investor. United Kingdom: Persons who would be categorized as
 
retail clients in the United Kingdom. as such term is defined in the rules of the Financial Services Authority, should read this research in conjunction
 
with prior Goldman Sachs research on the covered companies refarrad to herein and should refer to the risk warnings that have been sent to them
 
by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial tarms used in this report, are available from
 
Goldman Sachs International on request.
 

Europoan Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 200311261EC is
 
avail abl e at hUp:/lwww.gs.comlclient_services/globaUnvestmen.-research/auropeanpolicy.html
 

Japan: Goldman Sachs Japan.Co•• ltd. 's a Financial Instrument Dealer under the Ananciallns1rument and Exchange Law, regis1ered
 
with the Kanto Financial Bureau (Registration No. 69). and is a member of Japan Securities Dealers Association f.JSDA) and
 
Financial Futures Association of Japan IFFJ.lUI. Sales and purchase of equities are subject to Commission pre-detennlned with
 

,..clients piUS consumption tax. See company-specific disclosures as to any applicable disclosures required by Japanesa stock exchanges, the 
Japanese Securities Dealers Association or the Japanese Securilies Rnance Company. 

Ratings, coverage groups and views and related definitions 

Buy IB), Neutref (N). Soli IS) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment lists. Being assigned a Buy
 
or Sellon an Investment list is datermined by a stock's return potential ralative to its coverage group as described below. Any slock not assigned as
 
a Buy or a Sell on an Investment list is deemed Neutral. Each regional Investment Review Committae manages various regional Investment lists to
 
a global guideline of 250/0-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particuler coverage
 
group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment
 
recommendations focused on either the size of the potential return or the likelihood of the realization of the return.
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Roturn pocentlal represents the price differential between the current share price and the price target expected during the time horizon associated 
with lhe price target. Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in 
each report adding or reiterating an Inv~tment List membership. 

Coverago groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at
 
http://WNW.gs.comlresearchihadge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook
 
on the coverage group relative to the group's historical fundamentals and/or valuation. AnrltCtlve (AI. The investment outlook over the following 12
 
months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral fNj. The investment outlook over the
 
following 12 months is neutral relative to the coverage group's historical fundamenlals and/or valuation. Cautious (CI. The investment outlook over
 
the following 12 months is unfavorable relative 10 the coverage group's historical fundamentals and/or valuation.
 

Not Rated (NR). The investment rating and target price, if any, have bean removed pursuant to Goldman Sachs policy when Goldman Sachs is
 
acting in an advisory capacity in a merger or strategic transaction involving this company and in certain either circumstances. RatIng Suspended
 
fRS). Goldman Sachs Research has suspended the investment rating and price larget, if any, for this stock, because there is not a sufficient
 
fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for
 
this stock and should n01 be relied upon. Coverage SlIsponded (CS). Goldman Sachs has suspended coverage of this company. Not Covered INCl.
 
Goldman Sachs does not cover this company. Not Available or Not Applicable INA). The information is not available for display or is not applicable.
 
Not Meaningful INMI. The information is not meaning~1 and 'IS therefore excluded.
 

Global product; distri~uting entities 

The Globallnvestmenl Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant 
to certain contractual arrangemanls, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on 
industries and companies, and research on macroeconomics, currencies, commodities and portfolio strategy. 

This research is disseminated in Australia by Goldman Sachs JBWere Ply Ltd (ABN 21 006797897) on behalf of Goldman Sachs; in Canada by
 
Goldman Sachs Canada Inc. regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Germany by Goldman Sachs & Co.
 
oHG; in Hong Kong by Goldman Sachs (Asia) LL.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co.,
 
Ltd.; in fhe Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by GOldman Sachs JBWere (NZl Limited on behalf of
 
Goldman Sachs; in Singapore by Goldman Sachs {Singapore} Pte. (Company Number: 198602165W); and in the United States of America by
 
Goldman, Sachs & Co. Goldman Sachs Inlernational has approved this research in connection with its distribution in the United Kingdom and
 
European Union.
 

EUnJpean Union: Goldman Sachs International, authorised and regulaled by the Financial Services Authority, has approved this research in 
connection with its distribution in the European Union and United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstalt fur 
Finanzdienstleistungsaufsicht, may also be distributing research in Germany. 

General disclosures in addition to specific disclosures required by certain jurisdictions 

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we 
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update our research as 
appropriate, but various regulations may prevant us from doing so. Other than certain industry reports published on a periodic basis, the large 
majority of reports are published at irregular intervals as appropriate in the analyst's judgmenl. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have 
investment banking and other business ralationships with a substantial percentage of the companies covered by our Globa/lnvestment Research 
Division. 

Our salespeople, traders, and other professionals may provide oral or wrinen markat commentary or trading strafegies to our clients and our 
proprietary trading desks that reflect opinions that are contrary 10 the opinions expressed in Ihis rasearch. Our asset management area, our 
proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views 
expressed in this research. . 

We and our affiliates, officers, directors, and amployees, excluding equity analysts, will from lime to time have long or short positions in, act as 
principal in, and bUy or sell, the securities or derivatives (inclUding options and warrants) thereof of covered companies raferred to in this research. 

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 
illegal. It doas not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual clients. Oients should consider whether any advica or recommendation in this research is suitabla for their particular circumstances and, 
if appropriate, seek profassional advice, inclUding tax advice. The price and value ohhe investments raferred to in this resaarch and the income from 
them may fluctuate. Past performanca is not a guide to future pariormance. future returns are not guaranteed, and a loss of original capital may 
occur. Fluctuations in exchanga rates could have adverse effects on the value or price of, or income derived from, certain investments. 

Certain transactions, inCluding those involving futures, options, and other darivatives, give rise to substantial risk and are not suitable for all 
investors. Invastors should review current options disclosure documants which are available from Goldman Sachs salas rapresentatives or at 
hnp:l/WNW.theocc.comtpublications/risks/riskchap1.jsp. Transactions cost'may be significant in option strategies calling for multiple purchase and 
sales of options such as spreads. Supporting documantation will be supplied upon request. 

Our research is disseminated primarily elactronically, and, in some cases, in printed form. Electronic research is simultaneously available to all 
clients. ­

Disclosure information is also available at hnp://www.gs.comlrasearchthedge.htmlor from Research Compliance, One New York Plaza, New York, 
NY 10004. 

Copyright 2009 The Goldman Sachs Group, Inc. 

No part of this material may be (i) copied, photocopied or duplicated In any fonn by any means or (Ii) redistributed without the prior 
written consent of The Goldman Sachs Group, Inc. 
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10 Criteria for Selecting Comparable Water Utility Companies 

11 Comparable Water Utility Companies for Missouri-American Water Company 
12-1 . Ten-Year Dividends Per Share, Earnings Per Share & Book Value Per Share Growth Rates 

for the Comparable Water Utility Companies 

12-2 Five-Year Dividends Per Share, Earnings Per Share & Book Value Per Share Growth Rates 

for the Comparable Water Utility Companies 
12-3 Average ofT.en and Five-Year Dividends Per Share, Earnings Per Share & Book Value Per Share 

of Growth Rates for the Comparable Water Utility Companies 

13 Five-Year Projected Dividends Per Share, Earnings Per Share & Book Value Per Share Growth Rates 
for the Comparable Water Utility Companies 

14 Projeeted EPS Growth Rates for the Comparable Water Utility Companies 

15 Historical and Projected Growth Rates for the Comparable Water Utility Companies 

16 Average High I Low Stock Price for December 2009 through January and February 2010 

for the Comparab{e Water Utility Companies 

17 Constant-Growth Discount Cash Flow (DCF) Estimated Costs of Common Equity for the Comparable 
Water Utility Companies. 

18 Capital Asset Pricing Model (CAPM) Costs of Common Equity Estimates 

Based on Historical Return Differences Between Common Stocks and Long-Term U.S. Treasuries 

for the Comparable Water Utility Companies 

19 Multiple-Stage Discounted Cash Flow (DCF) Estimated Costs of Common Equity 

for the Comparable Water Utility Companies 

20 Selected Financial Ratios for the Comparable Water Utility Companies 

21 Public Utility ~evenue Requirement or Cost of Service 

22 Weighted Cost of Capital as of September 30,2009 for Missouri-American Water Company 

SCHEDULE 1 



Missouri-American Water Company
 
Case No. WR·2010-'l131
 

Federal Reserve Discount Rates Changes and Federal Reserve Funds Rates Changes 

Federal Reserve Federal Reserve Federal Reserve Federal Reserve 
Date Discount Rate Funds Rate Date Discount Rate Funds Rate 

01101/83 8.50% 06/30/99 4.50% 5.00% 
12/31/83 8.50% 08/24/99 4.75% 5.25% 
04/09/84 9.00% 11/16/99 5.00% 5.50% 
11121/84 8.50% 02/02/00 5.25% 5.75% 
12/24/84 8.00% 03/21/00 5.50% 6.00% 
OS/20/85 7.50% 05/19/00 6.00% 6.50% 
03107/86 7.00% 01/03/01 5.75% 6.00% 
04121/86 6.50% 01/04/01 5.50% 6.00% 
07/11/86 6.00% . 01131/01 5.00% 5.50% 
08/21/86 5.50% 03/20/01 4.50% 5.00% 
09/04/87 6.00% 04/18101 4.00% 4.50% 
08/09/88 6.50% 05/15/01 3.50% 4.00% 
02/24/89 7.00% 06/27/01 3.25% 3.75% 
07/13/90 8%" 08/21/01 3.00% 3.50% 
10/29/90 7.75% 09/17/01 2.50% 3.00% 
11113/90 7.50% 10/02/01 2.00% 2.50% 
12/07/90 7.25% 11/06/01 1.50% 2.00% 
12/18/90 7.00% 12/11/01 1.25% 1.75% 
12/19/90 6.50% 11/06/02 0.75% 1.25% 
01/09/91 6.75% 01/09/03 2.25% *" 1.25% 
02/01/91 6.00% 6.25% 06/25/03 2.00% "1.00% 
03/08/91 6.00% 06/30/04 2.25% 1.25% 

04/30/91 5.50% 5.75% 08/10/04 2.50% 1.50% 
08106/91 5.50% 09/21/04 2.75% 1.75% 
09113/91 5.00% 5.25% 11/10/04 3.00% 2.00% 
10/31191 5.00% 12/14/04 3.25% 2.25% 
11106191 4.50% 4.75% 02/02105 3.50% 2.50% 
12/06/91 4.50% 03/22/05 3.75% 2.75% 
12/20/91 3.50% 4.00% 05103/05 4.00% 3.00% 
04/09/92 3.75% 06130105 4.25% 3.25% 
07/02/92 3.00% 3.25% 08/09/05 4.50% 3.50% 
09/04/92 3.00% 09/20/05 4.75% 3.75% 
01/01/93 11/01/05 5.00% 4.00% 
12/31/93 NoChan~ No Changes 12113/05 5.25% 4.25% 
02/04/94 3.25% 01131/06 5.50% 4.50% 
03/22/94 3.50% 03/28/06 5.75% 4.75% 
04/18/94 3.75% 05/10/06 6.00% 5.00% 
05/17/94 3.50% 4.25% 06/29/06 6.25% 5.25% 
08/16/94 4.00% 4.75% 08/17/07 5.75% 5.25% 
11/15/94 4.75% 5.50% 09/18/07 5.25% 4.75% 
02/01/95 5.25% 6.00% 10/31107 5.00% 4.50% 
07/06195 5.75% 12/11/07 4.75% 4.25% 
12/19/95 5.50% 01/22/08 4.00% 3.50% 
01131/96 5.00% 5.25% 01130/08 3.50% 3.00% 
03/25/97 5.50% 03/16/08 3.25%.. 
12/12/97 5.00% 03/18/08 2.50% 2.25% 
01/09/98 5.00% 04/30/08 2.25% 2.00% 
03/06/98 5.00% 10/08/08 1.75% 1.50% 
09/29/98 5.25% 10/28/08 1.25% 1.00% 
10/15198 4.75% 5.00% 12/30/08 0.50% 0% - .25% 
11/17198 4.50% 4.75% 02/19/09 0.75% 0% - .25% 

• Staff began tracking the Federal Funds Rate. 
-Revised discount window program begins. Reflects rate on primary credit. This revised discount window policy results in 
incomparability of the discount rates after January 9, 2003 10 discount rates before January 9, 2003 

Source: 

Federal Reserve Discount rale http://www.newyarkfed .a rq/marketslslatisticsldlyrateslfed rate.him1 
Federal Reserve Funds rate http://www.newvorkfed.orglmarkels/slalistics/dryrates/fedrate.html 

Note: Interest rates as of December 31 for each year are underlined. 

SCHEDULE 2·1 



Missouri-American Water Company
 
Case No. WR-201 0-0131
 

Federal Reserve Discount Rates and Federal Funds Rates 
1982 - 2010
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SCHEDULE 2-2 



Missouri-American Water Company 
Case No. WR·201 0-0131
 

Rate of Inflation
 

MoNear 
Jan 1980 
Feb 
Mae 
Ape 
May 
Jun 

Rate(%) 
13.90 
14.20 
14.80 
14.70 
14.40 
14.40 

McNear 
Jan 1984 
Feb 
Mae 
Apr 
May 
Jun 

Rate{%) 
4.20 
4.60 
4.80 
4.60 
4.20 
4.20 

MoNear 
Jan 1988 
Feb 
Mae 
Ape 

. May 
Jun 

Rate (%) 
4.00 
3.90 
3.90 
3.90 
3.90 
4.00 

MoNear 
Jan 1992 
Feb 
Mae 
Ape 
May 
Jun 

Rate (%) 
2.60 
2.80 
3.20 
3.20 
3.00 
3,10 

McNear 
Jan 1996 
Feb 
Mae 
Ape 
May 
Jun 

Rate(%) 
2,70 
2.70 
2.80 
2.90 
2.90 
2.80 

MOIYear 
Jan 2000 
Feb 
Mae 
Ape 
May 
Jun 

Rate(%) 
2.70 
3.20 
3.70 
3.00 
3.20 
3.70 

McNear 
Jan 2004 
Feb 
Mae 
Ape 
May 
Jun 

Rate(%) 
1.90 
1.70 
1.70 
2.30 
3.10 
3.30 

MoNear 
Jan 2008 
Feb 
Mae 
Ape 
May 
Jun 

Rate(%) 
4.30 
4.00 
4.00 
3.90 
4.20 
5.00 

Jut 13.10 Jul. 4.20 Jut 4.10 Jut 3.20 Jut 3.00 Jut 3.70 Jut 3.00 Jut 5.60 
Aug 
Sep 
Oct 

12.90 

12.60 

12.80 

Aug 

Sep 

Oct 

4.30 

4.30 

4.30 

Aug 
Sep 

Oct 

4.00 

4.20 

4.20 

Aug 

Sep 
Ocl 

3.10 

3.00 

3.20 

Aug 

Sep 

Oct 

2.90 

3.00 

3.00 

Aug 

Sep 

Oct 

3AO 
3.50 

3AO 

Aug 

Sep 
Oct 

2.70 

2.50 

3.30 

Aug 

Sep 
Oct 

5.40 

4.90 

3.70 
No' 12.60 No' 4.10 No' 4.20 No, 3.00 No' 3.30 No, 3AO No' 3.50 No' 1.10 
Dec 
Jan 1981 
Feb 
Mae 
Ape 
May 
Jun 
Jut 
Aug 
Sep 
Oct 
No' 
Dec 
Jan 1982 
Feb 
Mae 
Ape 
May 
Jun 
Jut 
Aug 
Sep 
bct 
No, 
Dec 
Jan 1983 
Feb 
Mae 
Ape 
May 
Jun 
Jut 
Aug 
Sep 
Oct 
No' 
Dec 

12.50 
11.80 
11.40 
10.50 
10.00 
9.80 
9.60 
10.80 
10.80 
11.00 
10.10 
9.60 
8.90 
8AO 
7.60 
6.80 
6.50 
6.70 
7.10 
6,40 
5.90 
5.00 
5.10 
4.60 
3.80 
3.70 
3.50 
3.60 
3.90 
3.50 
2.80 
2.50 
2.60 
2.90 
2.90 
3.30 
3.80 

Dec 
Jan 1985 
Feb 
Mae 
Apr 
May 
Jun 
Jul 
Aug 
Sep 
Oct 
No' 
Dec 
Jan 1986 
Feb 
Mae 
Ape 
May 
Jun 
Jul 
Aug 
Sep· 
Ocl 
No, 
De' 
Jan 1987 
Feb 
Mae 
Apr 
May 
Jun 
Jut 
Aug 
Sep 
Oct 
No, 
Dec 

3.90 
3.50 
3.50 
3.70 
3.70 
3.80 
3.80 
3.60 
3.30 
3.10 
3.20' 
3.50 
3.80 
3.90 
3.10 
2.30 
1.60 
1.50 
1.80 
1.60 
1.60 
1.80 
1.50 
1.30 
1.10 
1.50 
2.10 
3.00 
3.80 
3.90 
3.70 
3.90 
4.30 
4.40 
4.50 
4.50 
4.40 

Dec 
Jan 1989 
Feb 
Mae 
Ape 
May 
Jun 
Jul 
Aug 
Sep 
Oct 
No' 
Dec 
Jan 1990 
Feb 
Mae 
Ap' 
May 
Jun 
Jut 
Aug 
Sep 
Oct 
No, 
Dec 
Jan 1991 
Feb 
Mae 
Ape 
May 
Jun 
Jut 
Aug 
Sep 
Oct 
No, 
Dec 

4AO 
4.70 
4.80 
5.00 
5.10 
5.40 
5.20 
5.00 
4.70 
4.30 
4.50 
4.70 
4.60 
5.20 
5.30 
5.20 
4.70 
4.40 
4.70 
4.80 
5.60 
6.20 
6.30 
6.30 
6.10 
5.70 
5.30 
4.90 
4.90 
5.00 
4.70 
4,40 
3.80 
3.40 
2.90 
3.00 
3.10 

Dec 
Jan 1993 
Feb 
Mae 
Ape 
May 
Jun 
Jut 
Aug 
Sep 
Oct 
No, 
Dec 
Jan 1994 
Feb 
Mae 
Apr 
May 
Jun 
Jut 
Aug 
Sep 
Oct 
No' 
Dec 
Jan 1995 
Feb 
Mae 
Ape 
May 
Jun 
Jut 
Aug 
Sep 
Oct 
No' 
Dec 

2.90 
3.30 
3.20 
3.10 
3.20 
3.20 
3.00 
2.80 
2.80 
2.70 
2.80 
2.70 
2.70 
2.50 
2.50 
2.50 
2.40 
2.30 
2.50 
2.90 
3.00 
2.60 
2.70 
2.70 
2.80 
2.90 
2_90 
3.10 
2.40 
3.20 
3.00 
2.80 
2.60 
2.50 
2.80 
2.60 
2.50 

Dec 
Jan 1997 
Feb 
Mae 
Ape 
May 
Jun 
Jut 
Aug 
Sep 
Oct 
No' 
Dec 
Jan 1998 
Feb 
Mae 
Ape 
May 
Jun 
Jul 
Aug 
Sep 
Ocl 
No' 
Dec 
Jan 1999 
Feb 
Mar 
Ape 
May 
Jun 
JUI 
Aug 
Sep 
Ocl 
No' 
Dec 

3.30 
3.00 
3.00 
2.80 
2.50 
2,20 
2.30 
2.20 
2.20 
2.20 
2.10 
1.80 
1.70 
1.60 
1.40 
1.40 
1.40 
1.70 
1.70 
1.70 
1.60 
1.50 
1.50 
1.50 
1.60 
1.70 
1.60 
1.70 
2.30 
2.10 
2.00 
2.10 
2.30 
2.60 
2.60 
2.60 
2.70 

Dec 
Jan 2001 
Feb 
Mae 
Ape 
May 
Jun 
Jut 
Aug 
Sep 
Oct 
No, 
Dec 
Jan 2002 
Feb 
Mae 
Ape 
May 
Jun 
Jut 
Aug 
Sep 
Oct 
No, 
Dec 
Jan 2003 
Feb 
Mae 
Apr 
May 
Jun 
Jut 
Aug 
Sep 
Oct 
No, 
Dec 

3AO 
3.70 
3.50 
2.90 
3.30 
3.60 
3.20 
2.70 
2.70 
2.60 
2.10 
1.90 
1.60 
1.10 
1.10 
1.50 
1.60 
1.20 
1.10 
1.50 
1.80 
1.50 
2.00 
2.20 
2040 
2.60 
3.00 
3.00 
2.20 
2.10 
2.10 
2.10 
2.20 
2.30 
2.00 
1.80 
1.90 

Dec 
Jan 2005 
Feb 
Mae 
Ape 
May 
Jun 
Jut 
Aug 
Sep 
Oct 
No, 
Dec 
Jan 2006 
Feb 
Mae 
Ape 
May 
June 
Ju~ 

Aug 
Sep 
Oct 
No, 
Dec 
Jan 2007 
Feb 
Mae 
Ape 
May 
Jun 
Jut 
Aug 
Sep 
Oct 
No, 
Dec 

3.30 
3.00 
3.00 
3.10 
3.50 
2.80 
2.50 
3.20 
3.60 
4.70 
4.30 
3.50 
3AO 
4.00 
3.60 
3.40 
3.50 
4.20 
4.30 
4.10 
3.80 
2.10 
1.30 
2.00 
2.50 
2.10 
2.40 
2.80 
2.60 
2.70 
2.70 
2.40 
2.00 
2.80 
3.50 
4.30 
4.10 

Dec 
Jan 2009 
Feb 
Mae 
Ape 
May 
Jun 
Jul 
Aug 
Sep 
Oct 
No, 
Dec 
Jan 2010 

0.10 
0.00 
0.20 
-0.40 
~0.70 

-1.28 
-1.40 
-2.10 
-1.50 
·1.30 
-0.20 
1.80 
2.70 
2.60 

Source: U.S. Dept of Labor, Bureau of Labor Statistics, Consumer Price Index - All Urban Consumers, 

Change for 12·Month Period, Bureau of Labor Statistics 

http://w\vw,bls.Qov/schedule/archives/cpi nr.htm 
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Missouri-American Water Company
 
Case No. WR-2010-0131
 

Rate of Inflation 
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Missouri-American Water Company 
Case No. WR-201 0-0131 

Average Yields on Mergent's Public Utility Bonds 

MoNear 
Jan 19BO 
Feb 
M., 
Apr 
May 

J" 
J" 
A,g 
Sep 
Oot 

Rate (%) 
12.12 
13.4B 
14.33 
13.50 
12.17 
11.B7 
12.12 
12.B2 
13.29 
13.53 

MoNear 
Jan 19B4 
Feb 
Mar 
Apr 
May 
J,n 
J" 
A,g 
Sep 
Oct 

Rate (%) 
13.40 
13.50 
14.03 
14.30 
14.95 
15.16 
14.92 
14.29 
14.04 
13.6B 

MoNear 
Jan 19BB 
Feb 
Mar 
Apr 
May 
J,n 
J,' 
A,g 
Sep 
Oct 

Rate (%) 
10.75 
10.11 
10.11 
10.53 
10.75 
10.71 
10.96 
11.09 
10.56 
9.92 

MoNear 
Jan 1992 
Feb 
M., 
Apr 
May 
J,n 
J" 
A,g 
Sep 
Oct 

Rate (%) 
B.67 
B.77 
B.B4 
B.79 
B.72 
B.64 
B.46 
B.34 
B.32 
B.44 

MoNear 
Jan 1996 
Feb 
Mar 
Apr 
May 
J,n 
J,' 
A,g 
Sep 
Oot 

Rate (%) 
7.20 
7.37 
7.72 
7,BB 
7.99 
6.07 
6.02 
7.B4 
B.01 
7.76 

MoNear 
Jan 2000 
Feb 
Mar 
Apr 
May 
J,n 
J,' 
A,g 
Sep 

0" 

Rate (%) 
8.22 
B.10 
B..14 
B.14 
6.55 
B.22 
B.17 
B.05 
B.16 
B.OB 

MoNear 
Jan 2004 
Feb 
Mar 
Apr 
May 
J,n 
J,' 
A,g 
Sep 
Oct 

Rate(%) 
6.23 
6.17 
6.01 
6.3B 
6.6B 
6.53 
6.34 
6.1B 
6.01 
5.95 

MoNear 
Jan 200B 
Feb 
Mer 
Apr 
Mey 
J,n 
J" 
A,g 
Sep 
Oct 

Rate (%) 
6.08 
6.2B 
6.29 
8.38 
6.38 
B.50 
6.50 
6.4B 
6.59 
7.70 

Nov 14.07 Nov 13.15 Nov 9.B9 Nov ~.53 Nov 7.4B Nov B.03 Nov 5.97 Nov 7.BO 
De, 14.4B Dec 12.96 De' 10.02 Dec B.36 Dec 7.5B Dec 7.79 Dec 5.Q3 Dec 6.B7 
Jan 19B1 .14.22 Jan 19B5 12.6B Jan 19B9 10.02 Jan 1993 B.23 Jan 1997 7.79 Jan 2001 7.76 Jan 2005 5.BO Jan 200'9 6.77 
Feb 14.84 Feb 13.00 Feb 10.02 Feb B.OO Feb 7.6B Feb 7.69 Feb 5.64 Feb 6.72 
M., 14.B6 Mar 13.66 Mar 10.16 Mar 7.65 Mar 7.92 Mar 7.59 Mar 5.B6 Mar 6.B5 
Apr 

May 

J,n 

15.32 

15.B4 

15.27 

Apr 

May 

J'n 

13.42 

12.B9 

11.91 

Apr 

May 

J,n 

10.14 

9.92 

9.49 

Apr 

May 
J,n 

7.76 

7.1B 

7.6B 

Apr 

May 

J,n 

B.06 

7.94 

7.77 

Apr 

May 

J" 

7.B1 

7.BB 

7.75 

Apr 

May 

J'n 

5.72 

5.60 

5.39 

Apr 

May 

June 

6.90 

6.B3 

6.54 
J" 
A,g 

15.B7 

16.33 
J" 
A,g 

11.BB 

11.93 
J" 
A,g 

9.>4 
9.37 

J,' 
A,g 

7.53 

7.21 
J,' 
A,g 

7.52 
7.57 

J,' 
A,g 

7.71 

7.57 
J,' 
A,g 

5.50 

5.51 

July 
A,g 

6.15 

5.BO 
Sep 

Oct 

16.B9 

16.76 
Sep 

Oot 

·11.95 

11.64 

Sep 

Oot 

9.43 

9.37 
Sep 

Oot 
7.01 

6.99 

Sep 

Oot 

7.50 

7.37 

Sep 

Oot 

7.73 

7.64 

Sep. 

Oot 

5.54 

5.79 
Sep 

Oot 
5.60 

5.64 
Nov 15.50 Nov 11.33 Nov 9.33 Nov 7.30 Nov 7.24 Nov 7.61 Nov 5.B6 Nov 5.71 
Dec 15.77 Dec 10.B2 Dec 9.31 Dec 7.33 Dec 7.16 Dec 7.86 Dec 5.B3 Dec 5.86 
Jan 19B2 16.73 Jan 1966 . 10.66 Jan 1990 9.44 Jan 1994 7.31 Jan 199B 7.03 Jan 2002 7.69 Jan 2006 5.77 Jan 2010 5.83 
Feb 16.72 Feb 10.16 Feb 9.66 Feb 7.44 Feb 7.09 Feb 7.62 Feb 5.B3 
Mar 16.07 Mar 9.33 Mar 9.75 Mar 7.B3 Mar 7.13 Mar 7.B3 Mar 5.9B 
Apr 15.B2 Apr 9.02 Apr 9.B7 Apr 8.20 Apr 7.12 Apr 7.74 Apr 6.2B 
May 
J,n 

15.60 

16.1B 
May 
J,n 

9.52 

9.51 
May 

J'n 
9.B9 

9.69 

May 

J" 
8.32 
8.31 

May 

J'n 
7.11 
6.Q9 

May 

J,n 
7.76 

7.67 

May 

Juna 
6.39 
6.39 

J,' 16.04 J,' 9.19 J" 9.66 J" B.47 J'I 6.99 J" 7.54 July 6.37 
A,g 15.22 A,g 9.15 A,g 9.64 A,g B.41 A,g 6.96 A,g 7.34 A,g 6.20 
Sep 14.56 Sep 9.42 Sep 10.01 Sep B.65 Sep 6.68 Sep 7.23 Sep 6.03 
Oct 13.BB Oot 9.39 Ocl 9.94 Oct 6.8B Oct 6.8B Oct 7.43 Oct 6.01 
Nov 13.56 Nov 9.15 Nov 9.76 Nov 9.00 Nov 6.96 Nov 7.31 Nov 5.82 
Dec 13.55 Dec B.96 Dec 9.57 Dec B.79 Dec 6.B4 Dec 7.20 Dec 5.B3 
Jan 19B3 13.46 Jan 19B7 B.77 Jan 1991 9.56 Jan 1995 B.77 Jan 1999 6.B7 Jan 2003 7.13 Jan 2007 5.96 
Feb '13.60 Feb B.81 Feb 9.31 Feb B.56 Feb 7.00 Feb B.92 Feb 5.91 
Mar 13.28 Mar B.75 Mar 9.39 Mar B.41 M., 7.1B Mar 6.BO M., 5.B7 
Apr 13.03 Apr 9.30 Apr 9.30 Apr 8.30 Apr 7.16 Apr 6.6B Apr 6.01 
May 

J,n 
13.00 

13.17 
May 
J,n 

9.B2 

9.B7 

May 

J,n 
9.29 

9.44 
May 

J'n 
7.93 

7.62 

May 

J" 

7.42 

7.70 
May 

J'n 
6.35 

6.21 

May 

June 
6.03 

6.34 
J,' 13.2B J,' 10.01 ""' 9.40 J,' 7.73 J,' 7.66 J,' 6.54 July 6.2B 
A,g 13.50 A,g 10.33 A,g 9.16 A,g 7.B6 A,g 7.86 A,g 6.7B. A,g 6.28 
Sep 13.35 Sep 11.00 Sep 9.03 Sep 7.62 Sep 7.B7 Sep 6.5B Sep 6.24 
Oot 13.19 Oct 11.32 Oct B.99 Ocl 7.46 Ocl B.02 Oot 6.50 Ocl 6..17 
Nov 13.33 Nov 10.B2 Nov B.93 Nov 7.40 Nov 7.B6 Nov 6.44 Nov 6.04 
Dec 13.4B Dec 10.99 Dec B.76 Dec 7.21 Dec B.04 Dec 6.36 De' 6.23 

Source: Mergen! Bond Record 

SCHEDULE 4-1 



Missouri-American Water Company 
Case No. WR·2010.()131 

Average Yields on Thirty-Year U.S. Treasury Bonds 

McNear 
Jan 1980 
Feb 
Mac 
Apr 
May 
Jun 
Jut 
Aug 
Sep 
Ocl 
No, 
Dec 
Jan 1981 
Feb 
Mar 
Apr 
May 
Jun 
Jut 
Aug 
Sep 
Oct 

No' 
Dec 
Jan 1982 
Feb 
Mar 

Rate (%) 
10.60 
12.13 
12.34 
11.40 
10.36 
9.81 
10.24 
11.~0 

11.34 
11.59 
12.37 
12.40 
12.14 
12.80 
12.69 
13.20 
13.60 
12.96 
13.59 
14.17 
14.67 
14.68 
13.35 
13.45. 
14.22 
14.22 
13.53 

MoNear 
Jan 1984 
Feb 
Mar 
Apr 
May 
Jun 
Jut 
Aug 
Sep 
Oct 

No' 
Dec 
Jan 1985 
Feb 
Mar 
Apr 
May 
Jun 
Jul 
Aug 
Sep 
Ocl 

No' 
Dec 
Jan 1986 
Feb 
Mar 

Rate(%) 
11.75 
11.95 
12.38 
12.65 
13.43 
13.44 
13.21 
12.54 
12.29 
11.98 
11.56 
11.52 
11.45 
11.47 
11.81 
11.47 
11.05 
10.44 
10.50 
10.56 
10.61 
10.50 
10.06 
9.54 
9.40 
8.93 
7.96 

MoNear 
Jan 1988 
Feb 
Mar 
Apr 
May 
Jun 
Jut 
Aug 
Sep 
Ocl 

No' 
Dec 
Jan 1989 
Feb 
Mar 
Apr 
May 
Jun 
Jul 
Aug 
Sep 
Oct 

No' 
Dec 
Jan 1990 
Feb 
Mar 

Rate (%) 
8.83 
8.43 
8.63 
8.95 
9.23 
9.00 
9.14 
9.32 
9.06 
8.89 
9.02 
9.01 
8.93 
9.01 
9.17 
9.03 
8.83 
8.27 
8.08 
8.12 
8.15 
8.00 
7.90 
7.90 
8.26 
8.50 
8.56 

MoNear 
Jan 1992 
Feb 
Mar 
Apr 
May 
Jun 
Jut 
Aug 
Sep 
Oct 
No' 
Dec 
Jan 1993 
Feb 
Mar 
Apr 
May 
Jun 
Jut 
Aug 
Sep 
Oct 

No' 
Dec 
Jan 1994 
Feb 
Mar 

Rate(%) 
7.58 
7.85 
7.97 
7.96 
7.89 
7.84 
7.60 
7.39 
7.34 
7.53 
7.61 
7.44 
7.34 
7.09 
6.82 
6.85 
6.92 
6.81 
6.63 
6.32 
6.00 
5.94 
6.21 
6.25 
6.29 
6.49 
6.91 

MoNear 
Jan 1998 
Feb 
Mar 
Apr 
May 
Jun 
Jut 
Aug 
Sep 
Ocl 

No' 
Dec 
Jan 1997 
Feb 
Mar 
Apr 
May 
Jun 
Jut 
Aug 
Sep 
Oct 

No' 
Dec 
Jan 1998 
Feb 
Mar 

Rate (%) 
6.05 
6.24 
6.60 
6.79 
6.93 
706 
7.03 
6.84 
7.03 
6.81 
6.48 
6.55 
6.83 
6.69 
6.93 
7.09 
6.94 
6.77 
6.51 
6.58 
6.50 
6.33 
6.11 
5.99 
5.81 
5.69 
5.95 

MoIYear 
Jan 2000 
Feb 
Mar 
Apr 
May 
Jun 
Jut 
Aug 
Sep 
Ocl 

No' 
Dec 
Jan 2001 
Feb 
Mar 
Apr 
May 
Jun 
Jul 
Aug 
Sep 
Ocl 

No' 
Dec 
Jan 2002 
Feb 
Mar 

Rate(%) 
6.63 
6.23 
8.05 
5.85 
6.15 
5.93 
5.65 
5.72 
5.83 
5.80 
5.78 
5.49 
5.54 
5.45 
5.34 
5.65 
5.78 
5.67 
5.61 
5.48 
5.48 
5.32 
5.12 
5.48 
5.44 
5.39 
5.71 

McNear 
Jan 2004 
Feb 
Mar 
Apr 
May 
Jun 
Jut 
.Aug 
Sep 
Oct 
No' 
Dec 
Jan 2005 
Feb 
Mar 
Apr 
May 
Jun 
Jut 
Aug 
Sep 
Ocl 

No' 
Dec 
Jan 2006 
Feb 
Mar 

Rate(%) 
4.99 
4.93 
4.74 
5.14 
5.42 
5.41 
5.22· 
5.08 
4.90 
4.86 
4.89 
4.66 
4.73 
4.55 
4.78 
4.65 
4.49 
4.29 
4.41 
4.46 
4.47 
4.67 
4.73 
4.86 
4.59 
4.58 
4.73 

MoNear 
Jan 2006 
Feb 
Mar 
Apr 
May 
Jun 
Jut 
Aug 
Sep 
Ocl 
No' 
Dec 
Jan 2009 
Feb 
Mar 
Apr 
May 
June 
July 
August 
Sepl 
Ocl 

No' 
Dec 
Jan 2010 
Feb 

Rale(%) 
~ 

4.52 
4.39 
4.44 
4.60 
4.69 
4.57 
4.50 
4.27 
4.17 
4.00 
2.87 
3.13 
3.59 
3.64 
3.76 
4.23 
4.52 
4.41 
4.37 
4.19 
4.19 
4.31 
4.49 
4.60 
4.62 

Apr 
May 
Jun 
Jul 
Aug 
Sep 
Ocl 
No, 
Dec 

13.37 
13.24 
13.92 
13.55 
12.77 
12.07 
11.17 
10.54 
10.54 

Apr 
May 
Jun 
Jul 
Aug 
Sep 
Ocl 
No' 
Dec 

7.39 
7.52 
7.57 
7.27 
7.33 
7.62 
7.70 
7.52 
7.37 

Apr 
May 
Jun 
Jut 
Aug 
Sep 
Ocl 
No, 
Dec 

8.76 
8.73 
8.46 
8.50 
8.86 
9.03 
8.86 
8.54 
8.24 

Apr 
May 
Jun 
Jul 
Aug 
Sep 
Ocl 

No' 
Dec 

7.27 
7.41 
7.40 
7.58 
7.49 
7.71 
7.94 
6.08 
7.87 

Apr 
May 
Jun 
Jul 
Aug 
Sep 
Oct 

No' 
Dec 

5.92 
5.93 
5.70 
5.68 
5.54 
5.20 
5.01 
5.25 
5.08 

Apr 
May 
Jun 
Jut 
Aug 
Sep 
Ocl 
No, 
Dec 

5.67 
5.64 
5.52 
5.38 
5.08 
4.76 
4.93 
4.95 
4.92 

Apr 
May 
Jun 
Ju~ 

. Aug 
Sep 
Oct 

No' 
Dec 

5.06 
5.20 
5.18 
5.13 
5.00 
4.85 
4.85 
4.69 
4.68 

Jan 1983 
Feb 

10.63 
10.88 

Jan 1987 
Feb 

7.39 
7.54 

Jan 1991 
Feb 

8.27 
8.03 

Jan 1995 
Feb 

7.85 
7.61 

Jan 1999 
Feb 

5.18 
5.37 

Jan 2003 
Feb 

4.94 
4.81 

Jan 2007 
Feb 

4.85 
4.82 

Mar 10.63 Mar 7.55 Mar 6.29 Mar 7.45 Mar 5.58 Mar 4.80 Mar 4.72 
Apr 
May 
Jun 

10.48 
10.53 
10.93 

Apr 
May 
Jun 

8.25 
8.78 
8.57 

Apr 
May 
Jun 

8.21 
8.27 
8.47 

Apr 
May 
Jun 

7.36 
6.95 
6.57 

Apr 
May 
Jun 

5.55 
5.81 
6.04 

Apr 
May 
Jun 

4.90 
4.53 
4.37 

Apr 
May 
Jun 

4.86 
4.90 
5.20 

Jul 
Aug 
Sep 
Ocl 

11.40 
11.82 
11.63 
11.58 

Jut 
Aug 
Sep 
Ocl 

8.64 
8.97 
9.59 
9.61 

Jul 
Aug 
Sep 
Ocl 

8.45 
8.14 
7.95 
7.93 

Jut 
Aug 
Sep 
Ocl 

6.72 
6.88 
6.55 
6.37 

Jul 
Aug 
Sep 
Oct 

5.98 
6.07 
6.07 
6.26 

Jul 
Aug 
Sep 
Ocl 

4.93 
5.30 
5.14 
5.16 

Ju~ 
Aug 
Sep 
Ocl 

5.11 
4.93 
4.79 
4.77 

No' 
Dec 

11.75 
11.88 

No' 
Dec 

8.95 
9.12 

No, 
Dec 

7.92 
7.70 

No, 
Dec 

6.26 
6.06 

No' 
Dec 

6.15 
6.35 

No' 
Dec 

5.13 
5.08 

No' 
Dec 

4.52 
4.53 

Sources: 
http://financeyahco.com/o/hp?s-ATYX 
http://researd'l.stlouisfed.ora/fred2/data/G530. txt 

SCHEDULE 4-2 



Missouri-American Water Company
 
Case No. WR-2010-0131
 

Average Yields on Mergent's Public Utility Bonds and
 
Thirty-Year U.S. Treasury Bonds (1980 - 2010)
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SCHEDULE 4-3 



Missouri-American Water Company
 
Case No. WR-2010-0131
 

Monthly Spreads Between Yields on Mergent's Public Utility Bonds
 
and
 

Thirty-Year U.S. Treasury Bonds (1980 - 2010)
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SCHEDULE 4-4
 



Missouri-American Water Company
 
Case No. WR-2010-0131
 

Moody's Baa Corporate
 
Bond Yields 1919-2010
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Source: Sl. Louis Federal Reserve Website: http://sllouisfed.org Schedule 4-5
 



Missouri-American Water Company
 

Case No. WR-2010-tl131
 

Economic Estimates and Projections, 2010-2012
 

Source 
Value Line Investment 
Survey - Selection & Opinion 
(02-26-10, page 3019) 

The Budget and 
Economic Outlook 
FY2010-2020 
(January 2010) 

Current rale 

Notes: N.A. = Not Available. 

Sources of Current Rates:
 
Inflation:
 

GDP:
 

Unemployment:
 

3-Monlh Treasury:
 

3D-Yr. T-Bond:
 

Other Sources:
 

Inflation Rate 

2010 2011 

1.70% 2.30% 

2012 

2.40% 

2010 

2.90% 

RealGDP 

2011 

3.00% 

2012 

3.20% 

Unemployment 

2010 2011 2012 

9.90% 9.40% 8.30% 

3-Mo. T-Bill Rale 

2010 2011 2012 

0.50% 2.10% 3.00% 

Long-Term T-Bond Rate 

2010 2011 2012 

4.60% 4.90% 5.30% 

2.40% 1.30% 1.20% 2.20% 1.90% 4.60% 10.10% 9.50% 8.00% 0.20% 0.70% 1.90% N/A N/A N/A 

2.60% 5.70% 9.70% 0.12% 4.62% 

The Bureau of Labor Statistics, Consumer Price Index - All Urban Consumers, unadjusted 12-Month Period Ending, December 31, 2009 (see first paragraph). 
http://www.bls.gov/schedute/archives/cpinr.htm ' 
U.S. Department of Commerce, Bureau of Economic Analysis. Percentage change for the Fourth Quarter 2009 (see first paragraph).
 
hltp:/fwww.bea.gov/newsreleases/national/gdp/gdpnewsrelease.htm
 
The Bureau of Labor Statistics, Economy Situalion Summary - Unemployment Rate, January 2010.
 
hltp:/twww.blsgov/news.release/empsil.nrO him
 
S1. Louis Federal Reserve website for February 26, 2010 (Weekly).
 
htto:/lresearch.stlouisfed.org/fred2/seriesfTB3MS/22
 
St. Louis Federal Reserve website for February 26, 2010 (Weekly).
 
http://research.stlouisfed.0m/fred2/seriesrwGS30YR
 
ValueLine Investment Survey Selection & Opinion, February 26,2010, page 3019.
 
The Congressional Budget Office, The Budget and Economic Outlook: Fiscal Years 2010-2020, January 2010.
 
http://www.cbo.gov/publicationslbysubject.cfm?cat=Q
 

SCHEDULE 5 



Missouri-American Water Company
 
Case No. WR-2010-0131
 

Historical Consolidated Capital Structures for
 
American Water
 

(Dollars in thousands) 

Capital Components 1999 2000 2001 2002 
Common Equity $1,634,798.0 $1,669,677.0 $1,758,018.0 $1,801,921.0 
Preferred Stock 93,811.0 23 52,693.0 23 49,415.0 23 33,858.0 23 

Long-Term Debt 2,431,452.0 ' 2,432,560.0 ' 2,716,106.0 ' 3,668,589.0 ' 
$4,160,061.0 $4,154,930.0 $4,523,539.0 $5,504,368.0 

Capital Components 2004 2005 2006 2007 

Common Equity $2,888,896.0 $2,609,458.0 $2,613,696.0 $4,542,046.0 
Preferred Stock 1,779,875.0 23 1,779,795.0 23 1,779,088.0 23 $28,864.0 23 

Long-Term Debt 3,952,172.0 1 4,366,629.0 1 4,352,691.0 1 $4,771,292.0 1 

$8,620,943.0 $8,755,882.0 $8,745,475.0 ~~~~4~,202.0 

Historical Consolidated Capital Structures for 
Missouri-American 

(Dolfsrs in thousands) 

Capital Components 1999 2000 2001 2002 
Common Equity $47,632.4 $65,203.0 $196,249.3 $210,515.0 
Preferred Stock. 2,742.0 2,716.0 2,704.0 2,692.0 
Long-Term Debt 65,010.0 ' 93,495.0 ' 234,146.4 ' 290,130.0 ' 

Total $115,384.4 $161,414.0 $433,099.7 $503,337.0 

Capital Components 2004 2005 2006 2007 
Common Equity $214,999.0 $219,543.0 $222,961.6 $298,926.0 
Preferred Stock 2,668.0 2,664.0 2,704.0 2,620.0 
Long-Term Debt 289.9850 ' 284,245.0 ' 286,901.0 ' 316,037.0 ' 

Total $507,652.0 $506,452.0 $512,566.6 $617,583.0 

Note: 1. Includes current maturities on long-term debt. 

2. Includes redeemable preferred slock. 

3. Includes current maturitieS on preferred stock. 

Sources: . Missouri-American Waler Company's response to Staff Dala Request Nos. ~OJ and March 8, 2010 email from MAwr:.. 

Schedule 7-1 attached \0 Slatrwitnes$ David Murray's dired testimony in Case No.I/v'R-2007.Q216. 

2003 
$3,009,396.0 

1,782,610.0 23 

3,822,885.0 ' 
$8,614,891.0 

2008 

$4,102,001.0 
28,707.0 23 

4,799,885.0 ' 
$8,930,593.0 

2003 
$215,245.0 

2,680.0 
290,005.0 ' 

$507,930.0 

2008 
$336,785.0 

2,620.0 
385,870.0 ' 

$725,275.0 

SCHEOVLE 6-1 



Missouri-American Water Company
 
Case No. WR-2010-0131
 

Historical Consolidated Capital Structures for
 
American Water
 
(Dollars in thousands) 

Capital Components 1999 2000 2001 2002 
Common Equity 39.30% 40.19% 38.86% 32.74% 
Preferred Stock 2.26% 23 1.27% 23 1.09%23 0.62% 23 

Long-Term Debt 58.45% 1 58.55% 1 60.04% 1 66.65% 1 

100.00% 100.00% 100.00% 100.00% 

Capital Components 2004 2005 2006 2007 
Common Equity 33.51% 29.80% 29.89% 48.62% 
Preferred Stock 20.65% 23 20.33% 23 20.34% 23 0.31% 23 

Long-Term Debt 45.84% 1 49.87% 1 49.77% 1 51.07% 1 

100.00% 100.00% 100.00% 100.00% 

Historical Consolidated Capital Structures for 
Missouri-American 

(Dollars in thousands) 

Capital Components 1999 2000 2001 2002 
Common Equity 41.28% 40.39% 45.31% 41.82% 
Preferred Stock 2.38% 1.68% 0.62% 0.53% 
Long-Term Debt 56.34% 1 57.92% 1 54.06% 1 57.64% 1 

Total 100.00% 100.00% 100.00% 100.00% 

Capital Components 2004 2005 2006 2007 
Common Equity 41.28% 40.39% 45.31% 41.82% 
Preferred ~!ock 2.38% 1.68% 0.62% 0.53% 
Long-Term Debt 56.34% 1 57.92% 1 54.06% 1 57.64% 1 

Total 100.00% 100.00% 100.00% 100.00% 

Note: 1. Includes eurren.t maturities on long-term debt. 

2. Includes redeemable preferred stock. 

3. Includes current maturities on preferred sloe\(;. 

Sources: Missouri-American Waler Company's response to Staff Data Request Nos. 103 and March 8, 2010 email from MAWC. 

Schedule 1 attached to Staff 'Nitness David Murray's surrebuttal testimony in Case No. YJR-2003-0500. 

2003 
34.93% 
20.69% 23 
44.38% 1 

100.00% 

2008 
45.93% 

0.32% 23 

53.75% 1 

100.00% 

Average 
37.38% 
8.79% 

53.84% 
100.00% 

2003 
42.38% 

0.53% 
57.10% 1 

100.00% 

2008 Average 
46.44% 42.22% 

0.36% 1.22% 
53.20% 1 56.56% 

100.00% 100.00% 

SCHEDULE 6-2
 



MISSOUfI-Ameflc:an YYClLt:.- ,",UlllfJG"Y
 

Case No. WR-2010-0131
 

Capital Structure as of September 30, 2009 
for American Water 

Amount Percentage 

Capital Component (in thol/sands) of Capital 

Common Stock Equity $3,987,252 4621%' 

Preferred Stock $27,619 2 0.32% 

Long-Term Debt $4,537,552 3 5259% 

Short-Term Debt $76,556 4 089% 

Total Capitalization $8,628,980 100.00% 

Notes: 
1. Based on common equity shown on American Water's September 30, 2009 balance sheet 
2. Based on total preferred stock shown on American Water's Sepetmber 30, 2009 balance sheet 
less unamortized preferred stock expenses. 
3. Based on total long-term debt shown on American Water's September 30, 2009 balance sheel 
less unamortized long-term debt expenses. 
4. Based on short-term debt shown on American Water's September 30, 2009 balance sheet 

Source: MAWC's response to Staff Data Request Nos. 0103 and 0104. 

SCHEDULE 7
 



IWIlO:»O:»VUII I"'\IIICII\,..ClII WWClI.CI ,",VIIlt.JClIlY 

Case No. WR-2010-0131
 

Embedded Cost of Long-Term Debt as of September 30, 2009
 
for American Water
 

(Excluding Debt Held at American Water's Subsidiaries Besides MAWC)
 

Total Annual Cost: $209,686,722 

Total Carrying Value: $3,394,498,755 

Embedded Cost = Total Annual CosUTotal Carrying Value 6.18% 

Source: Missouri-American Water Company's response to Staffs Data Requests No. 0104. 

SCHEDULE 8
 



"" -""·.,.. -.--" ,..,.. .. 1"" ··7 
Case No. WR-2010-0131
 

Embedded Cost of Preferred Stock as of September 30, 2009
 
for American Water
 

(Excluding Preferred Stock Held at American Water's Subsidiaries Besides MAWC)
 

Total Annual Cost. $237,982 

Total Carrying Value: $2,588,491 

Embedded Cost ~ Total Annual Cost/Total Carrying Value 9.19% 

Sources: Missouri-American Water Company's response to Staff's Data Request No. 0104. 

SCHEDULE 9 



Missouri-American Water Company 
Case No. WR-201 0-0131 

Criteria for Selecting Comparable Water Utility Companies 

(1) (2) (3) (4) IS) (6) (7) (8) 
>75% of 

At Least An Investment Projected Growth Revenues 
5-Years Grade Credit Rate Available from from 
of Data Rating from Value Line or Water 

Available S&P Reuters Operations 

*~~l: ::;;;,;1;i01mm1~~:-~y;~:; mmIJ!( ~- c-I,~:!!mm ;~!;:Y~§::HU)i'ti ~Hmjjh!l!lWIJl'} ::;i;i:i\j;h¥:~!¥; ::i::;;;illj2i1;~~;~il~IIWW_Y~. 

Yes No 
Ye~J!tilml!llmh;/;i Y~~:4TI!;j! j;~0 :::!ji1Hj;};-y~ 

Yes No 
;Y~~T;~:1~ ~Hhlm!ll:~~~L. ,~;;l);J!;;!1Hjh~li\(~~j!~aH;!IHI!!~::: ' ;'~'ye.';P' ;ic~;lIlmH~;:!J;: ;;;;1; ,Yt 

Connecticut Water Service, Inc. (C1WS)	 Yes Yes Yes Yes No 

Middlesex Water Company (MSEX)	 Yes Yes Yes Yes No 

Yes No Yes N.R. 

Yes Yes Yes N.R. 

Sources: Columns 1 and 2 = Edward Jones Waler Utility Industry Summary Quarterly Financial and Common Stock Information for December 31,2009. 
Columns 3, 4 and 6 = The Value Line Investment Survey: Ratings & Reports, January 22, 2010. 
Column 5 = Standard & Poor's RatingsDirecl. 
Column 6 = Reuters and The Value Line Investment Survey· Ratings & Reports, January 22, 2010. 
Column 7 = AUS Utility Reports, February 2010. 

Notes: N.R.=Not Rated by Standard and Poor's 

SCHEDULE 10 



· Missouri-American Water Company 
Case No. WR-2010-0131 

Comparable Water Utility Companies 
for Missouri-American Water Company 

Number 

1 

2 

3 

4 

Ticker 
Symbol 

AWR 

WTR 

CWT 

YORW 

Company Name 

American States Water Company 

Aqua America Inc. 

California Water Service Group 

York Water Company 

SCHEDULE 11
 



Missouri-American Water Company 
Case No. WR-2010-0131 

Ten-Year Dividends Per Share, Earnings Per Share & Book Value Per Share Growth Rates 
for the Comparable Water Utility Companies 

--- ­ 10-Year Annual Compound Growth Rates ------ ­
Average of 

10 Year 
Annual 

Compound 
Company Name DPS EPS BVPS Growth Rates 

American Slates Water Company 1.50% 3.50% 4.50% 3.17% 

Aqua America Inc. 7.00% 7.50% 9.50% 8.00% 

California Water Service Group 1.00% 0.00% 4.00% 1.67% 

York Water Company NA NA NA NA 

Average 3.17% 3.67% 6.00% 4.28% 

Standard Deviation 2.72% 3.06% 2.48% 2.98% 

- Source: The Value Line Investment Survey, January 22,2010. . '~ 

NA = Not Available 

SCHEDULE 12-1
 



Missouri-American Water Company
 
Case No. WR-201 0-0131
 

Five-Year Dividends Per Share, Earnings Per Share & Book Value Per Share Growth Rates
 
for the Comparable Water Utility Companies
 

Company Name 

American States Water Company 

Aqua America Inc. 

California Water Service Group 

York Water Company 

Average 

Standard Deviation 

--- 5-Year Annual Compound Growth Rates ----­
Average of 

5 Year 
Annual 

Compound 
DPS EPS BVPS Growth Rates 

2.00% 5.50% 5.00% 4.17% 

8.00% 5.50% 10.00% 7.83% 

0.50% 7.00% 6.50% 4.67% 

6.00% 6.00% 9.00% 7.00% 

4.13% 6.00% 7.63% 5.92% 

3.01% 0.61% 1.98% 1.54% 

Source: The Value Line Investment Survey, January 22, 2010. 

SCHEDULE 12-2
 



Missouri-American Water Company
 
Case No. WR·201 0-0131
 

Average of Ten- and Five-Year Dividends Per Share, Earnings Per Share &
 
Book Value Per Share Growth Rates for the Comparable Water Utility Companies
 

Company Name 

10-Year 
Average 

DPS, EPS & 
BVPS 

5-Year 
Average 

DPS, EPS & 
BVPS 

Average of 
5-Year & 
10-Year 

Averages 

American States Water Company 3.17% 4.17% 3.67% 

Aqua America Inc. 8.00% 7.83% 7.92% 

California Water Service Group 1.67% 4.67% 3.17% 

York Water Company NA 7.00% 7.00% 

Average 4.28% 5.92% 5.44% 

NA = Not Available 

SCHEDULE 12-3
 



Missouri-American Water Company
 
Case No.WR-2010-0131
 

Five-Year Projected Dividends Per Share, Earnings Per Share & Book Value Per Share Growth Rates 
for the Comparable Water Utility Companies 

- ­ 5-Year Projected Compound Growth Rates --- ­
Average of 

5 Year 
Annual 

Compound 
Company Name DPS EPS BVPS Growth Rates 

American States Water Company 4.50% 9.50% 4.00% 6.00% 

Aqua America Inc. 6.50% 10.00% 6.00% 7.50% 

California Water Service Group 1.50% 8.50% 2.00% 4.00% 

York Water Company NA NA NA NA 

Average 4.17% 9.33% 4.00% 5.83% 

Standard Deviation 2.05% 0.62% 1.63% 2.81% 

Source: The Value Line Investment Survey, January 22, 2010. 

SCHEDULE 13
 



Missouri-American Water Company
 
Case No. WR-2010-0131
 

Projected EPs Growth Rates
 
for the Comparable Water Utility Companies
 

Company Name 

American States Water Company 

Aqua America Inc. 

California Water Service Group 

York Water Company 

Average 

Standard Deviation 

Sources: 

(1 ) (2) (3) 

Projected 

5-Year 

EPS Growth 

Reuters 

(Mean) 

4.00% 

Projected 

3-5 Year 

EPS Growth 

Value Line 

9.50% 

Average 

Projected 

EPS Growth 

Growth 

6.75% 

8.60% 10.00% 9.30% 

6.00% 8.50% 7.25% 

6.00% 

6.15% 

NA 

9.33% 

6.00% 

7.33% 

1.63% 0.62% 1.22% 

Column 1 = Analyst Estimates Accessed from Reuters on February 23, 2010. 

Column 2 = The Value Line Investment Survey, January 22,2010. 

SCHEDULE 14
 



Missouri-American Water Company 
Case No. WR-2010-0131 . 

Historical and Projected Growth Rates 
for the Comparable Water Utility Companies 

Company Name 

American States Waler Company 

Aqua America Inc. 

California Water Service Group 

York Waler Company 

Average 

(1 ) 

Historical 

Growth Rate 

(DPS, EPg and 

BVPS) 

3.67% 

7.92% 

3.17% 

7.00% 

5.44% 

(2) 

Projected 

5-Year 

EPS Growth 

Consensus 

Estimates 

(Mean) 

4.00% 

8.60% 

6.00% 

6.00% 

6.15% 

(3) 

Projected 

3-5 Year 

EPS Growth 

Value Line 

9.50% 

10.00% 

8.50% 

NA 

9.33% 

(4) 

Average 

Projected 

EPS Growth 

Growth 

6.75% 

9.30% 

7.25% 

6.00% 

7.33% 

(5) 

Average of 

Historical 

& Projected 

Growth 

5.21% 

8.61% 

5.21% 

6.50% 

6.38% 

Proposed Range of Growth for Comparables: 5.40%-6.40% 

Sources: 
Column 4 = [ (Column 2 + Column 3) I 2 j 
Column 5 = [ ( Column 1 + Column 4 ) /2] 
Column 1 = Average of 10-Year and 5-Year Annual Compound Growth Rates from Schedule 12-3. 
Column 2 = http://www.reuters.com/finance/stocks/eslimales 
Column 3 = The Value Line Investment Survey, January 22, 2010. 

SCHEDULE 15
 



Missouri-American Water Company
 
Case No. WR·2010-0131
 

Average High I Low Stock Price for December 2009 through February 2010.
 

Company Name 

American States Water Company 

Aqua America Inc. 

California Water Service Group 

York Water Company 

Notes: 

for the Comparable Water Utility Companies 

(1 ) (2) (3) (4) (5) (6) (7) 

- December 2009 ­ - January 2010 ­ - February 2010 ­ Average 
High/Low 

High Low High Low High Low Slock 
Stock Stock Stock Stock Stock Stock Price 
Price Price Price Price Price price (12109 - 2110) 

36.86 32.79 36.42 33.01 33.67 31.20 33.99 

17.89 16.32 17.88 16.59 17.57 16.45 17.12 

38.21 36.18 38.09 35.32 37.68 35.25 36.79 

15.24 14.21 15.00 13.04 14.08 13.04 14.10 

Column 7 = [ ( Column 1 + Column 2 + Column 3 + Column' 4 + Column 5 + Column 616]. 

Source: hltp:l/finance.yahoo.com 

SCHEDULE 16
 



Missouri-American Water Company 
Case No. WR-2010-0131 . 

Constant-Growth Discounted Cash Flow (DCF) Estimated Costs of Common Equity 
for the Comparable Water Utility Companies 

(1 ) (2) (3) (4) (5) 

Average Average of Estimated 
Expected High/Low Projected Historical Cost of 
Annual Stock Dividend & Projected Common 

Company Name Dividend Price Yield Growth Equity 
American States Water Company $1.05 $33.992 3.09%. 521% 8.30% 
Aqua America Inc. $0.59 $17.11"1 3.45% 8.61% 12.06% 
California.Water Service Group $1.19 $36.788 3.23% 5.21% 8.44% 
York Water Company $0.51 $14.102 3.63% 6.50% 10.13% 

Average 3.35% 6.38% 9.73% 

Proposed Dividend Yield: 3.35% 

Proposed Range of Growth: 5.40% - 6.40% 

Indicated Cost of Common Equity: 8.75% - 9.75% 

Notes:
 
Column 1 = Estimated Dividend Declared per share represents the projected dividend for 201 O.
 
Column 3 = ( Column 1 / Column 2 ).
 
Column 5 =(Column 3 + Column 4 ).
 

Sources: 
Column 1 =The Value Line Investment Survey: Ratings and Reports, January 22, 2010.
 
Column 2 = Schedule 16.
 
Column 4 = Schedule 15.
 

Note: 1. York was calculated by taking the 2010 first quarter dividend times four. 

SCHEDULE 17
 



Missouri-American Water Company
 
Case No. WR-2010-0131
 

Capital Asset Pricing Model (CAPM) Costs of Common Equity Estimates
 
Based on Historical Return Differences Between Common Stocks and Long-Term U.S. Treasuries
 

for the Comparable Water Utility Companies
 

(1 ) (2) (3) (4) (5) (6) 

Arithmetic Geometric Arithmetic Geometric 
Average Average CAPM CAPM 
Market Market Cost of Cost of 

Risk Company's Risk Risk Common Common 
Free Value Line Premium Premium Equity Equity 

Company Name Rate Beta (1926-2008) (1926-2008) (1926-2008) (1926-2008) 

American Stat~s Water Company 4.57% 0.80 5.60% 3.90% 9.05% 7.69% 

Aqua America Inc. 4.57% 0.65 5.60% 3,90% 8.21% 7.11% 

California Water Service Group 4.57% 0.75 5.60% 3.90% 8.77% 7.50% 

York Water Company 4.57% 0.65 5.60% 3.90% 8.21% 7.11% 
Average 0.71 8.56% 7.35% 

" Column 1 = The appropriate yield is equal to the average 30-year U.S. Treasury Bond yield for December 2009, January and February 2010 
which was obtained from the St. Louis Federal Reserve website at http://research,stlouisfed.org/fred2/series/GS30/22. 

Column 2 = Beta is a measure of the movement and relative risk of an individual stock to the market as a whole as reported by the 
Value Line Investment Survey: Ratings & Reports, January 22, 2010. 

Column 3 = The Market Risk Premium represents the expected return from holding the entire market portfolio less the expected return from holding 
a risk free investment. The appropriate Market Risk Premium for the period 1926 - 2008 was determined to be 5.60% based on an 
arithmetic average as calculated in Ibbotson Associates, Inc.'s Stocks, Bonds, Bills, and Inflation: 2009 Yearbook. 

Column 4 = The Market Risk Premium represents the expected return from holding the entire· market portfolio less the expected return from holding 
a risk free investment. The appropriate Market Risk Premium for the period 1926 - 2008 was determined to be 3.9% based on a 
geometric average as calculated in Ibbotson Associates, Inc.'s Stocks, Bonds, Bills, and Inflation: 2009 Yearbook. 

Column 5 = (Column 1 + (Column 2 • Column 3)). 

Column 6 = (Column 1 + (Column 2 • Column 4)). 

SCHEDULE 18 



Missouri-American Water Company
 
Case No. WR-2010-0131
 

Multiple-Stage Discounted Cash Flow (DCF) Estimated Costs of Common Equity
 
for the Comparable Water Utility Companies
 

(1 ) (2) (3) (4) (5) (6) (7) (8) (9) 

Company Name 

Annualized 
Quarterly 
Dividend 

Growth 
Years 

1-5 

----------­

6 7 

Growth 
Years 

8 

----------­

9 10 

Growth 
in 

Perpetuity 
Cost of 
Equity 

American States Water Company $1.04 6.75% 6.38% 6.00% 5.63% 5.25% 4.88% 4.50% 8.19% 

Aqua America Jne. $0.58 9.30% 8.50% 7.70% 6.90% 6.10% 5.30% 4.50% 9.26% 

California Water Service Group $1.18 7.25% 6.79% 6.33% 5.88% 5.42% 4.96% 4.50% 8.48% 

York Water Company $0.51 6.00% 5.75% 5.50% 5.25% 5.00% 4.75% 4.50% 8.67% 

Average: 8.65% 

Sources: Column 1 = The Value Line Investment Survey: Ratings and Reports, January 22, 2010. 
Column 2 = Average Projected Growth from Brokers' Estimates and Value Line Estimates. 

SCHEDULE 19
 



Company Name 
American States Water Company 
Aqua America Inc. 
California Water Service Group 
York Water Company 

Average 

Sources: 

Missouri-American Water Company
 
Case No. WR-201 0-0131
 

Selected Financial Ratios for the Comparable Water Utility Companies 

(1 ) (2) (3) (4) (5) (6) 

2009 Funds Funds 2009 
2009 Estimated From From Estimated 

Estimated Long-Term Operations Operations Market- Return on 
Common Equity Debt Interest to Total to-Book Common 

Ratio Ratio Coverage Debt Value Equity 
54.00% 46.00% 4.20 x ' 21.0% 1 1.78 x 95% 
46.00% 54.00% 4.40 x 2 18.0% 2 2.22 x 10.0% 
53.00% 
51.89% 

, 47.00% 
48.11% 

, 4.20 x 
NA x 

' 18.0% 1 

16.0% 1 

1.87 x 
2.06 x 

10.0% 
NA 

51.22% 48.78% 4.27 x 18.3% 1.98 x 9.8% 

(7) (8) 

2010 
Estimated S&P 
Return on Corporate 
Common Credit 

Equity Rating 
10.5% A 
10.5% A+ 
10.5% A+ 

NA A­
10.5% --A 

The Value Line Investment Survey Ratings & Reports, January 22, 2010. for columns (1), (2), (6) and (7).
 
Standard &Pool's RatingsDirect for columns (3), (4) and (8).
 
AUS Utility Reports, February 2010 for column (5).
 

Notes:
 
1. As of September 30.. 2009. 
2. As of March 31, 2009. 
3. Based on York Water Company's SEC Form 10-Q Filing for September 30, 2009. 
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Missouri-American Water Company
 
Case No. WR-2010-0131
 

Public Utility Revenue Requirement
 
or
 

. Cost of Service
 

The formula for the revenue requirement of a public utility may be stated as follows: 

Equation 1 : Revenue Requirement = Cost of Service 

Equation 2 : RR=O+(V-D)R 

The symbols in the second equation are represented by the following factors: 

RR = Revenue Requirement 

0 = Prudent Operating Costs, including Depreciation and Taxes 

V = Gross Valuation of the Property Serving the Pubiic 

0 = Accumulated Depreciation 

(V-D) = Rate Base (Net Valuation) 
1-­

(V-D)R = Return Amount ($$) or Earnings Allowed on Rate Base 

R = i L + d P + k E or Overall Rate of Return (%) 

= Embedded Cost of Debt 

L = Proportion of Debt in the Capital Structure 

d = Embedded Cost of Preferred Stock 

P = Proportion of Preferred Stock in the Capital Structure 

k = Required Return on Common Equity (ROE) 

E = Proportion of Common Equity in the Capital Structure 
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Missouri-American Water Company
 
Case No. WR-2010-0131
 

Weighted Cost of Capital as of September 30, 2009
 
for Missouri-American Water Company
 

Sources:
 
See Schedule 7 for the Capital Structure Ratios.
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MISSOURI PUBLIC SERVICE COMMISSION
 

STAFF REPORT 

COST OF SERVICE I' 

APPENDIX 3 
Allocation Factors Used 

MISSOURI-AMERICAN WATER COMPANY 

CASE NO. WR-2010-0131 



Missouri-American Water Company 
Case No. WR-2008-0311 

Staff's Corporate Allocation Factors 

Total Customers Allocation Factor 
Source: Company's Numbers at 6130/09 

B'wick Jeff City Joplin 
Monthly 442 10.927 24.476 

Qtrly 
Tolal 442 10,927 24,476 

Mexico 
4,932 

4,932 

P'villeW 
5,691 

5,691 

5t.ehas 
29,694 

29,694 

Sf. Joe 
32,548 

32,548 

St. Louis 
340,194 

340,194 

WilT eo w 
438 

438 

W'burg 
7.073 

7,073 

Cedar Hill S 
576 

576 

p'ville S 
105 

105 

War Co S 
413 

413 

Total 
457,509 

0 
457,509 

IFattor 0.097% 2.388% 5.350% 1.078% 1.244% 6.490%. 7.114% 74.358% 0.096% 1.546% 0,126% 0.023% 0.090% 100.000'}fa I 

Staff applied the Total Customer Allocalion FactoI'" to the following Corporale Accounts: 

Other Revenues 
Source of Supply - All accoun!.'_ 

Pomping· All accounts 
Aceount 903.2, Contract & Order Lnbor 

Account 907, Service & Infonnation 

Total Number of Bills 
(Source: Customer Annual Billing based upon Company's Test Year Number of Customers) 

B'wick 
5,304 

JeffJd!y 
131,124 

Joplin 
293,712 

MexIco 
59,184 

P'ville W 
68,292 

St.Chas 
356,328 

St. Joe 
390,576 

St. Louis 
4,082,328 

WarCo W 
5,256 

)V'burg 
84,876 

Cedar Hill S 
6,912 

P'ville S 
1,260 

War Co S 
4,956 

Total 
5,490,108 

IFactor 0.097% 2.388% 5.350% 1.078% 1.244% 6.490% 7.114% 74.358% 0.096% 1.546% 0.\26% 0.023% 0.090% 100.0?0% .~ 

Slarr applied the Total Number of Bills Allocation Factor to the following Corporate Accounts: 

Account 902, Meter Reading 
Account 903.3, Collecting Expense 

Acconnt 903.5, Billing & Accounting Expense 
Account 903.6, Billing & Accounting Labor 

Account 904 Uncollectible Aecounts 
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Missouri-American Water Company 
Case No. WR-200B-0311 

Staffs Corporate Allocation Factors 

Corporate Customer Accounting Composite 
(Samee: Company's TY Numbers for Aceount Nos. 901 and 905) 

B'wick Jeff City Joplin Mexico P'ville W SI.Chas St. Joe Sf. Louis WarCoW W'burg Cedar Hill S P'ville-.S. WareD S Total 
Labor 2,323 87 4,732 48 0 19,334 36,269 6,890 o 5,241 35 o o 74,959 
Non-Labor 4,664 17,410 6,819 5,523 3,863 6,467 38,160 53,029 o 12.866 1,936 o o 150,737 
Total 6,987 17,497 11,551 5,571 3.863 25,801 74,429 59,919 o 18,107 1,971 o o 225,696 

IFactor 3.096% 7.752% 5.118% 2.468% 1.712% 11.432% 32.978% 26.549% 0.000% 8.023% 0.873% 0.000% 0.000% 100.000% I 
Starr applied the Corporate Customer Accouting Composite Factor to the following Corporate Accounts: 

Account 901, Supervision
 
Account 905, Miscellaneous
 

Length of Mains (feet) 
(Source 2008 PSC Annual Report, Page W-14) 

B'wick 
65,858 

Jeff City 
785,407 

J!mlin 
2,345,846 

Mexico 
445,534 

p'ville W 
441,636 

St.Chas 
2,388,264 

Sf. Joe 
3,242,232 

S1. Louis 
19,965,320 

Wareo w.. 
60,073 

W'burg 
551,926 

Cedar Hill S P'ville S War Co S Total 
30,292,096 

IFaetor 0.217% 2.593% 7.744% ,1.471% 1.458% 7.884% 10.703% 65.909% 0.198% 1.822% 0.000% 0.000% 0.000% LOO.OOO% 

Starr applied the Lengths of M:'lius Allotation Factor to the followiug Corporatt Accounts: 

AU Transmission & Distribution Expense 
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Missouri-American Water Company
 
Case No. WR-200S-0311
 

Staff's Corporate Allocation Factors
 

Labor Composite 
(Source: Staff's Payroll Annualization as of 10/31/09) 

Total 
Corp A&G 

B'wick 
$ 117.898 
$ 9,762 
$ 108,136 

JcffCitv 
$ 936.191 
$ 77,514 
$ 858,676 

Joplin 
$ 1,588,048 
$ 131,486 
$ 1,456,562 

Mexico 
$ 332,896 
$ 27,563 
$ 305,333 

p'ville W 
$ 264,273 
$ 21,881 
$ 242,392 

St.Chas 
$ 797,644 
$ 66,043 
$ 731,601 

S1. Joe 
$ 1,793,695 
$ 148,514 
$ 1,645,182 

Sf. Louis 
$ 16,884,831 
$ 1,398,022 
$ 15,486,809 

War eo W 
$ 40,969 
$ 3,392 
$ 37,577 

Wburg 
$ 280,508 
$ 23,225 
$ 257,282 

Cedar Hill S 
$ 109,659 
$ 9,080 
$ 100,580 

P'ville S 
$ 5,787 
$ 479 
$ 5,308 

War eo S 
$ 129,092 
$ 10,689 
$ 118,404 

Total 
$ 23,281,492 
$ 1,927,650 
$ 21,353,842 

)Factor 0.506% 4.021% 6.821% 1.430% l.t35% 3.426% 7.704% 72.525% 0.176% 1.205% 0.471% 0.025% 0.554% 100.000% I 
StafT applied the LllIbor Composite Factor to the following Corporote Accounts: 

A&G expenses (except for Call Center adjmt. Bellville Lab & OPED amort) 
General Planl (All plant recorded in Corporalc district) 

Aceuml11alcd Dcprccialion Reserve on General Plant 
Accumulated Amortization Reserve 

Mlsccllaneous Non-dedueliblc Expenses 
Prepayments related 10 insllsranee and other 

Water Revenue 
(Source: Staff's Annualized Revenues as of 10/31109) 

B'wick Jeff City Joplin Mexico P'ville W St.Chas St. Joe St. Louis War Co W W'burg Cedar Hill S P'ville S War Co S Total 
$ 346,907 $ 6,259,775 $17,101,373 $ 3,497,955 $4,859,449 ########## $21,363,520 ########### $ 236,597. $ 3,836,992 $ 216,826,743 

lFactor 0.160% 2.887% 7.&87% 1.613% 2.241% 5.799% 9.&53% 67.681% 0.109% 1.770% 0.000% 0.000% 0.000% 100.000%~ 

Starr applied the Water Revenue Allocation ,"'actor to the followin'g Corponte Accounts: 

PSC Assessment for Waler Operations 

Appendix 3 • 3 of 6 



Missouri-American Water Company 
Case No. WR-200S-0311 

Staff's Corporate Allocation Factors 

Sewer Revenue 
(Sauree: Staffs Annualized Revenues as of 10/31/09) 

B'wick JcfTCity :!QQ!i!:! MexicQ P'ville W St.Chas 51. Joe SI. Louis War Co W W'burg Cedar Hj]) S p'ville S War Co S Total 
S 339,698 $35,666 $ 98,955 $ 474,319 

IFactm­ 0.000% 0.000% 0.000% 0.000% 0.000% 0.000% 0.000% 0.000% 0.000% 0.000% 71.618% 7.519% 20.863% 100.000% .1 
Staff applied the Sewer Revenue Allocation Factor to the following Corporate AccountS: 

PSC Assessment for Sewer Operation<; 

Net Plant 
(Source: Staffs October 30. 2009 Net Plant) 

~F8ctor 

B'wick 
$2,318,922 

0.213% 

Jeff City 
######### 

L.991% 

Joplin 
UUUUU#UUU## 

10.002% 

Mexico 
######UUUU 

1.700% 

P'ville W 
######### 

3.081% 

5t.ehas 
$ 

51. Joe 
$99,731,126 

0.000% 9.166% 

51. Louis 
#U######### 

71.565% 

WarCo W 
#U#U##### 

0.114% 

W'burg Cedar Hill S 
UU###UU##U S 366,655 

1.821% 0.034% 

P'ville S 
$48,024 

0.004% 

War Co S 
#######U# 

0.301)0/0 

Total 
#######UU### 

100.000% I 
Staff applied the Net Plant Allocation FActor to the following Corporate Acconnts: 

State Franchise Tax 
Prepaid Taxes (if any) 

Net Normalized Timing Difference 
(Source: Staffs EMS Schedules in Case No. WR·2008-0311) 

B'wick Jeff City Joplin Mexico p'villeW St.Chns ­ St. Joe St. Louis WarCo '!'!... W'burn Cedar Hill S P'ville S War Co S Total 
$ (43,585) $ 70,369 $ 102,619 $ 38,109 $ 91,166 $ (78,329) $ 1,003,1]] $ 4,981,477 $ (10,036) $ 61,265 $ (22,379) $ 492 $ (45,834) $ 6,148,467 

IFactor -0.709% 1.144% 1.669% 0,620% 1.483% ~1.274% 16.3l5% 81.020% -0.163% 0.996% -0.364% 0.008% -0.745% 100.000% 

Staff applied the Net Normalized Timing Difference Allocation Factor to the following Corporate Acc?unts: 

Annulaizcd DI1 based on each districts normalized timing differences." 
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Missouri-American Water Company 
Case No. WR-2008-0311 

Staff's Corporate Allocation Factors 

Net Book to Net Tax Basis Plant Difference 
(S()urce: EMS Schedules in Case No. WR-2007-0216) 

B'wick Jeff City Joplin Mexico P'vilJc W Sr.Chas 51. Joe Sf. Louis War eo W W'burg Cedar Hill S P'ville S Wllr"COS Total 
$ 146,657 $ 1,490,832 $ 3,092,5 L5 $ 1,205,848 $ 875,252 $ 1,321,452 $ 3,891,193 $ L8,693,834 $ $ $ $ $ $ 30,717,583 

IFaetor DAn!)/!) 4.853% 10.068% 3.926% 2.849% 4,302% 12.668% 60.857% 0.000% 0.000% 0.000% 0.000% 0.000% 100.000% I
 
StRffapplied the Book to Nex Tax Basis Plant Difference Fllctor to the following Corporate Accounts:
 

Deferred Income TliX Balances
 

Labor Excluding STL, Warren County, Cedar Hill & JC - TYE as Updated: 
(Source: Staffs Payroll Annualization as of 1O/3l/09) 

IFactor 

B'wick 
$ 108,136 

2.276% 

IeffCity 
$ 

0.000% 

Joolin 
$ 1,456,562 

30.653% 

Me:-.:ico 
$ 305,333 

6.426% 

P'ville W 
$ 242,392 

5.101% 

SI.Chas 
$ 731,601 

15.396% 

St. Joe 
$ 1,645,182 

34.622% 

St. Louis 

0.000% 

Wareo W 

0.000% 

W'burg 

$ 257,282 

5.414% 

Cedar Hill S P'ville S 
$ 5,308 

0.000% 0.112% 

War eo S 

0.000% 

$ 
Total 
4,751,796 

100.000% I 
StRff applied the Labor E:leluding STL. Warren County, Cedar Hi11 & JC Factor to thc following Corporate Accounts: 

OPEB Asset and Amortization 

ITC Amortization - (Bases: Direct assigned ITC balances) 
(Source: ITC Balances filed in WR-2008-0311) 

B'wick Jeff City Joplin 
$ 16,850 

Mexico P'villc W St.Chas St, Joe St. Louis WarCoW 
$ 21,973 

W'burg Cedar Hill S P'ville S War Co S 
$ 

Total . 
38,823 

IFltctor 0.000% 0.000% 43.402% 0.000% 0.000% 0.000% 0.000% 0.000% 56.598% 0.000% 0.000% 0.000% 0.000% 100.000%~ 

Staff Rpplied the ITC Amortization Factor to the following CorporHte Accounts: 

Corporntc recorded ITC amortization 
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Missouri-American Water Company 
Case No. WR-200B-0311 

Staffs Corporate Allocation Factors 

Water Test Analyses Performed 
(Source: Test Year No. ofAnalyses performed by Belleville Lab by district) 

IFactor 

B'wick 
232 

8.140% 

JeffCitv 
194 

6.807% 

Joplin 
334 

11.719% 

Mexico 
197 

6.912% 

P'ville W 
268 

9.404% 

SI.Chas 

0.000% 

St. Joe 
157 

5.509% 

St. LOllis 
.1,043 

36.596% 

War eo W 
123 

4.316% 

W'burg 
302 

10596% 

Cedar Hill S 

0.000% 

f"ville S 

0.000% 

War Co S 

0.000% 

Total 
2,850 

100.000% I 
Staff applied the Water Test Analyses Performed Factor to the following Corporate Accounts: 

Bellville Lab costs/expense 
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Usage Per Customer
 

MISSOURI-AMERICAN WATER COMPANY
 

CASE NO. WR-2010-0131
 



Missouri American Water Company 
Usage Per Customer 
Case No. WR-2010-Q131 

Residential 
(1,000 Gallons) 

Joplin St. Charles St Joseph St. louis Brunswick Mexico Parkville Warrensburg Jefferson City 
loer da... 0.180 0.258 0.163 0.251 0.116 0.142 0.259 0.161 0.154 
loer month 5.486 7.853 4.974 7.647 3.533 4.332 7.871 4,913 4.678 

er ear 65,826 94.241 59.685 91.759 42.400 51.981 94.450 58.961 56.137 

Commercial 
(1,000 Gallons) 

St. Louis St. louis 
Joplin St. Charles St. Joseph - Quarterly ­ - Monthly- Brunswick Mexico Parkville WarrensburQ Jefferson City 

loer day 0.967 1.229 0.814 1.082 14.720 0.224 0.583 1,017 0.720 0.764 
ar month 29.424 37.415 24.770 32.932 448.051 6.824 17.759 30.941 21.916 23.250 

loer vear 353.084 448.984 297.242 395.183 5376.618 81.889 213.113 371.293 262.990 279.002 

Appendhl,4 
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Missouri-American Water Company 
Case No. WR-2010-o131 

Account 

Number 

Recommended Annual Depreciation Rates 
Recommended 

WATER Whole Life Average 

Depreciation . Service Iowa 

Account Description Rate(%) Life (Years) Curve Net Salvage 

SOURCE OF SUPPLY PLANT 

311.00 Structures and Improvements 2.36% 55 R4 ,30.00% 

312.00 Collecting and Impounding Reservoirs 1.25% 80 R2.5 0.00% 

313.00 Lake, River, and Other Intakes 1.77% 65 R1.5 -15.00% 

314.00 Wells and Spring~ 1.82% 55 R2.5 0.00% 

315.00 Infiltration Galleries and Tunnels 1.67% 60 R2.5 0.00% 

316.00 Supply Mains 1.79% 70 R3 -25.00% 

317.00 Miscellaneous Source of Supply-Other 4.00% 25 SO 0,00% 

PUMPING PLANT 

321.00 Structures and Improvements 1.80% 75 R25 -35.00% 

322.00 Boller Plant Equipment 2.22% 45 R4 0.00% 

323.00 Power Generation Equipment 2.00% 50 R3 0.00% 

32400 Pumping Equipment 2.62% 42 R1.5 -10.00% 

WATER TREATMENT PLANT 

331.00 Structures and Improvements 1.69% 80 R3 -35.00% 

332.00 Water Treatment Equipment 2.89% 45 R2.5 -30.00% 

333.00 Miscellaneous Water Treatment-Other 3.33% 30 SO 0.00%1 

TRANSMISSION & DISTRIBUTION PLANT 

341.00 Structures and Improvements 2.40% 50 R2.5 -20.00% 

341.10 Structures and Improvements-Spe~ial Crossing N/A N/A N/A N/A 

342.00 Distribution Reservoirs & Standpipes 2.25% 60 R3 -35.00% 

343.00 Mains-Transmission & Distribution 1.39% 90 R2.5 -25.00% 

344.00 Mains-Fire 1.56% 80 51 -25.00% 

345.00 Services 2.92% 65 50.5 -90.00% 

34600 Meters 2.40% 40 R1 4.00% 

347.00 Meter Installations N/A N/A N/A N/A 

348.00 Fire Hydrants 1.85% 65 R1.5 -20.00% 

349.00 Miscellaneous Transmission & Distribution-Other 2.00% 50 R3 0.00% 

GENERAL PLANT 

390.00 Structures and Improvements-Shop and Garage 2.40% 50 R3 -20.00% 

39010 Structures and Improvements-Office Buildings 2.40% 50 R1 -20.00% 

390.30 Structures and Improvements-Miscellaneous 2.40% 50 R2.5 -20.00% 

390.90 Structures and Improvements-Leasehold 5.00% 20 R4 0.00% 

391.00 Office Furniture 5.00% 20 0.00% 

391.20 Computer Hardware 20.00% 5 0.00% 

391.25 Computer Software 20.00% 5 0.00% 

391.30 Other Office Equipment 6.67% 15 0.00% 

392.10 Transportation EqUipment-light Trucks 11.25% 8 L1.5 . 10.00% 

392.20 Transportation Equipment-Heavy Trucks 10.00% 9 L2 10.00% 

392.30 Transportation Equipment-Aulas 18.00% 5 L2 10.00% 

392.40 Transportation Equipment-Other 5.67% 15 52.5 15.00% 

393.00 Stores Equipment 4.00% 25 0.00% 

394.00 Tools, Shop, and Garage Equipment 5.00% 20 0.00% 

395.00 Laboratory Equipment 6.67% 15 0.00% 

396.00 Power Operated Equipment 7.73% 11 L1.5 15.00% 

397.10 Communications Equipment-Nan-Telephone 6.67% 15 0.00% 

397.20 Communications Equipment-Telephone 10.00% 10 0.00% 

398.00 Miscellaneous Equipment 6.67% 15 0.00% 

399.00 Other Tangible Equipment 5.00% 20 0.00% 

Schedule GCG-1 



Missouri-American Water Company
 
Case No. WR-2010-o131
 

Recommended Annual Depreciation Rates
 

Recommended 
Will Current 

Account Annual Annual Annual 

Number Account Description Accrual Accrual Drtference 

SOURCE OF SUPPLY PLANT 
311.00 Structures and Improvements $349,826 $337,494 ($12,332) 
31200 Collecting and Impounding Reservoirs $1,388 $1,388 $0 
313.00 Lake, River, and Other Intakes $17,796 $17,788 ($8) 
314.00 Wells and Springs $113,419 $123,483 $10,064 
31500 Infiltration Galleries and Tunnels $30 $30 ($0) 

316.00 Supply Mains $332,223 $370,784 $38,562 
317.00 Miscellaneous Source of Supply-Other $69 $69 $0 

PUMPING PLANT 
321.00 Structures and Improvements $332,389 $345,839 $13,449 

322.00 Boiler Plant Equipment $7 $8 $1 
323.00 Power Generation Equipment $70,406 $70,406 $0 
324.00 Pumping Equipment $1,379,119 $1,480,319 $101,200 

WATER TREATMENT PLANT 

331.00 Structures and Improvements $1,499,114 $1,551,997 $52,883 
332.00 Water Treatment Equipment $3,042,836 $3,162,020 $119,184 
333.00 Miscellaneous Water Treatment-Other $49,339 $49,389 $49 

TRANSMISSION & DISTRIBUTION PLAN' 

341.00 Structures and Improvements $278,852 $250,653 ($28,198) 
341.10 Structures and Improvements-Special Crossing $0 
342.00 Distribution Reservoirs & Standpipes $608,420 $608,420 $0 
343.00 Mains-Transmission & Distribution $11,653,326 $10,790,117 ($863,209) 

344.00 Mains-Fire $8,513 $8,867 $355 
345.00 Services $847,120 $803,960 ($43,160) 

346.00 Meters $1,915,025 $1,891,383 ($23,642) 

34700 Meter Installations $0 
34800 Fire Hydrants $1,043,580 $1,003,442 ($40,138) 

349.00 Miscellaneous Transmission & Distribution-Other $628 $628 $0 

GENERAL PLANT 

39000 Structures and Improvements-Shop and Garage $21,090 $21,090 $0 
390.10 Structures and Improvements-Office Buildings $179,929 $179,929 $0 
39030 Structures and Improvements-Miscellaneous $100,637 $100,637 $0 
390.90 Structures and Improvements-Leasehold $2,707 $2,707 $0 
391.00 Office Fumiture $73,874 $92,343 $18,469 
39120 Computer Hardware $0 $1,348,008 $1,348,008 

391.25 Computer Software $1,332,803 $1,865,365 $532,562 
391.30 Other Office Equipment $33,173 $33,173 $0 
392.10 Transportation Equipment-Light Trucks $0 $87,876 $87,876 
392.20 Transportation Equipment-Heavy Trucks $355,732 $426,878 $71,146 

392.30 Transportation Equipment-Autos $0 $195,141 $195,141 

392.40 Transportation Equipment-Other $0 $22,635 $22,635 

393.00 Stores Equipment $11,670 $j6,338 $4,668 

394.00 Tools, ~hop, and Garage Equipment $394,823 $394,823 $0 

395.00 Laboratory Equipment $84,882 $141,469 $56,588 

396.00 Power Operated Equipment $103,413 $117,202 $13,788 

397.10 Communications Equipment-Non-Telephone $137,681 .$183,574 $45,894... 

397.20 Communications Equipment-Telephone $9,961 $14,941 $4,980 

398.00 Miscellaneous Equipment $93,008 $124,010 $31,003 

399.00 Other Tangible Equipment $45,548 $45,548 $0 
Total $26,524,356 $28,282,172 $1,757,816 

SchedUle GCG-2 



Missouri-American Water Company 
Case No. WR·201 0-0131 

Previously Ordered Versus Recommended Depreciation Rates 

Account 

Number 

~ 

Account Description 

Currently Orderec 

Whole Life 

Depreciation Rale 

Recommendec 

Whole Life 

Depreciation Rate 

SOURCE OF SUPPLY PLANT 
311.00 Structures and Improvements 2.45% 2.36% 

312.00 Collecting and Impounding Reservoirs 1.25% 1.25% 

313.00 Lake, River, and Other Inlakes 1.77% 1.77% 

314.00 Wells and Springs 1.67% 1.82% 

315.00 Infiltration Galleries and Tunnels 1.67% 1.67010 

316.00 Supply Mains 1.60% 1.79% 

317.00 Miscellaneous Source of Supply-Other 4.00% 4.00% 

PUMPING PlANT 
321.00 Structures and Improvements 1.73% 1.80% 

322.00 Boiler Plant Equipment 2.00% 2.22% 

323.00 .Power Generation Equipment 2.00% 2.00% 

324.00 Pumping Equipment 2.44% 2.62% 

WATER TREATMENT PLANT 
331.00 Structures and Improvements 1.63% 1.69% 

332.00 Water Treatment Equipment 2.78% 2.89% 

33300 Miscellaneous Water Treatment-Other 3.33% 3.33% 

TRANSMISSION & DISTRIBUTION PLAN· 
341.00 Structures and Improvements 2.67% 2.40% 

341.10 Structures and Improvements-Special Crossing 0.00% 

34200 Distribution Reservoirs &Standpipes 2.25% 2.25% 

343.00 Mains-Transmission & Distribution 1.50% 1.39% 

344.00 Mains-Fire 1.50% 1.56% 

345.00 Services 3.08% 2.92% 

346.00 Meters 2.43% 2.40% 

347.00 Meter Installations 2.43% 

348.00 Fire Hydrants 1.92% 1.85% 

349.00 Miscellaneous Transmission & Distribution-Other 2.00% 2.00% 

GENERAL PLANT 
39000 Structures and Improvements-Shop and Garage 2.40% 2.40% 

390.10 Structures and Improvements-Leasehold 5.00% 0.00% 

390.10 Structures and Improvements-Office Buildings 2.404/1) 

390.30 Structures and Improvements-Miscellaneous 2.40% 2.40% 

390.90 Structures and Improvements-Leasehold 5.00% 5.00% 

391.00 Office Furniture 4.00% 5.00% 

391.20 Computer Hardware 20.00% 

391.25 Computer Software 14.29% 20.00% 

391.30 Other Office Equipment 6.67% 6.67% 

392.10 Transportation Equipment-Light Trucks 0.00% 11.25% 

392.20 Transportation Equipment-Heavy Trucks 10.00% 

392.30 Transportation Equipment-Autos 8.33% 18.00% 

392.40 Transportation Equipment-Other 5.67% 

393.00 Siores Equipment 0.00% 4.00% 

394.00 Tools, Shop, and Garage Equipment 5.00% 

395.00 Laboratory Equipment 0.00% 6.67% 

39600 Power Operated Equipment 7.73% 

397.10 Communications Eq uipment-Non-Telephone 2.86% 6.67% 

397.20 Communications Equipment-Telephone 5.80% 10.00% 

398.00 Miscellaneous Equipment 4.00% 6.67% 

399.00 Other Tangible Equipment 6.82% 5.00% 

Schedule GCG·3 



Missouri-American Water Company
 
Case No. WR-2010-0131
 

Recommended Annual Depreciation Rates
 

As Of December 31, 2008 
WATER Theoretical Actual Theoretical 

Account Plant In Reserve Reserve Less Actual 
Number Account Description Service Accrual Accrual Difference 

SOURCE OF SUPPLY PLANT 
311.00 Structures and Improvements 14,278,610 3,908,866 3,601,001 $307,865 
312.00 Collecting and Impounding Reservoirs 111,066 76,918 85,476 ($8,558) 
313.00 Lake, River, and Other Intakes 1,005,417 204,90_0 159,967 $44,933 
314.00 Wells and Springs 6,791,581 1,483,628 1,164,390 $319,238 
315.00 Infiltration Galleries and Tunnels 1,804 155 30 $125 
316.00 Supply Mains 20,763,916 4,511,193 50,889,082 ($46,377,889) 
317.00 Miscellaneous Source of Supply-Other 1,730' 311 69 $242 

.PUMPING' PLANT 
321.00 Structures and Improvements 19,213,262 9,170,799 4,4~9,052 . $4,671,747 
322.00 Boiler Plant Equipment 348 322 7 $315 
323.00 Power Generation Equipment 3,520,282 134,297 125,461 $8,836 
324.00 Pumping Equipment 56,521,285 16,648,812 19,996,259 ($3,347,447) 

WATER TREATMENT PLANT 
331.00 Structures and Improvements 91,970,210 30,137,175 28,100,173 $2,037,002 
332.00 Water Treatment Equipment 109,454,535 30,315,281 35,559,042 ($5,243,761) 
333.00 Miscellaneous Water Treatment-Other 1,481,666 326,268 433,500 ($107,232) 

TRANSMISSION & DISTRIBUTION PLANT 
341.00 Structures and Improvements 10,443,883 2,765,540 3,473,145 ($707,605) 
341.10 Structures and Improvements-Special Crossing 0 $0 
342.00 Distribution Reservoirs & Standpipes 27,040,872 11,497,739 9,607,210 $1,890,529 
343.00 Mains-Transmission & Distribution 776,888,401 . 141,866,595 159,917,51? ($18,050,917) 
344.00 Mains-Fire 567,511 98,311 84,536 $13,775 
345.00 Services 27,503,883 8,286,189 5,671,030 $2,615,159 
346.00 Meters 78,807,612 13,305,420 17,976,419 ($4,670,999) 
347.00 Meter Installations 0 $0 
348.00 Fire Hydrants 54,353,107 13,646,878 16,078,156 ($2,431,278) 
349.00 Miscellaneous Transmission & Distribution-Other 31,395 11,074 4,931 $6,143 

GENERAL PLANT 
390.00 Structures and Improvements-Shop and Garage 878,763 187,704 71,654 $116,050 
390.10 Structures and Improvements-Office Buildings 7,497,054 420,616 602,749 ($182,133) 
390.30 Structures and Improvements-Miscellaneous 4,193,223 1,012,421 1,262,266 ($249,845) 
390.90 Structures and Improvements-Leasehold 54,149 32,695 1,943 $30,752 
391.00 Office Furniture 1,846,852 1,067,496 960,745 $106,751 
391.20 Computer Hardware 6,740,040 3,655,322 1,006,898 $2,648,424 
391.25 Computer Software 9,326,823 8,513,172 5,556,935 $2,956,237 
391.30 Other Office Equipment 497,599 218,658 116,931 $101,727 
392.10 Transportation Equipment-Light Trucks 781,122 348,788 512,415 ($163,627) 
392.10 Transportation Equipment-Light Trucks 1-1-2009 $0 
392.20 Transportation Equipment-Heavy Trucks 4,268,778 2,108,576 3,995,900 ($1,887,324) 
392.20 Transportation Equipment-Heavy Trucks 1-1-2009 $0 
392.30 Transportation Equipment-Autos 1,084,116 246,495 606,023 ($359,528) 
392.30 Transportation Equipment-Autos 1-1-2009 $0 
392.40 Transportation Equipment-other 399,439 36,114 306,463 ($270,349) 
392.40 Transportation EqUipment-Other 1-1-2009 $0 
393.00 Stores Equipment 408,442 137,566 140,661 ($3,095) 
394.00 Tools, Shop, and Garage Equipment 7,896,462 3,643,715 3,164,669 $479,046 
395.00 Laboratory Equipment ~ 2,122,040 1,579,214 1,013,170 $566,044 
396.00 Power Operated Equipment 1,516,730 625,036 1,067,220 ($442,184) 
397.10 Communications Equipment-Nan-Telephone 2,753,615 898,522 788,831 $109,691 
397.20 Communications Equipment-Telephone 149,408 102,757 117,164 ($14,407) 
398.00 Miscellaneous Equipment 1,860,153 648,539 398,117 $250,422 
399.00 Other Tangible Equipment 910,959 888,550 315,549 $573,001 

Total $1,355,938,143 $314,768,627 $379,432,751 ($64,664,124) 

Schedule GCG-4 




