CASE PROCEEDING PARTICIPATION

DAVID MURRAY
Date File
06/14/2004 | GR-2004-0209 [Missouri Gas Energy Rate of Return
Capital Structure
05/24/2004 | 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
03/11/2004 | 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 ‘
02/13/2004 | ER-2004-0034 |Aquila, Inc. dba Aquila Surrebuttal [Rate of Return Capital
' Networks-MPS and Aquila Structure '
Networks-L&P
02/13/2004 | HR-2004-0024 |Aquila, Inc. dba Aquila Surrebuttal |Rate of Return Capital
Networks-MPS and Aquila Structure :
Networks-L&P
01/26/2004 | HR-2004-0024 [Aquila, Inc. dba Aquila Rebuttal |Rate of Return Capital
Networks-MPS and Aquila Structure
Networks L&P
01/26/2004 | ER-2004-0034 |Aquila, Inc. dba Aquila Rebuttal [Rate of Return Capital
Networks-MPS and Aquila Structure
Networks L&P :
01/09/2004 | WT-2003-0563|Osage Water Company Rebuttal |Rate of Return Capital
Structure
01/09/2004 | ST-2003-0562 {Osage Water Company Rebuttal  |Rate of Return Capital
. Structure
01/06/2004 | GR-2004-0072 |Aquila, Inc. Direct |Rate of Return Capital
Structure
12/19/2003 | ST-2003-0562 |Osage Water Company Direct  |Rate of Return Capital
Structure
12/19/2003 | WT-2003-0563 |Osage Water Company Direct  |Rate of Return Capital
‘ Structure
12/09/2003 | ER-2004-0034 {Aquila, Inc. Direct  |Rate of Return Capital
Structure
12/09/2003 | HR-2004-0024 |Aquila, Inc. Direct |Rate of Return Capital
. Structure
12/05/2003 | WC-2004-0168|Missouri-American Water Co | Surrebuttal |Rate of Return Capital
Structure
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DAVID MURRAY

e

12/05/2003

WR-2003-0500

Missouri-American Water Co

Rate of Return Capital
Structure

Division of Southern Union

Company

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

11/10/2003 |WC-2004-0168 |Missouri-American Water Rebuttal |Rate of Return Capital
Company Structure

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

10/03/2003 | 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 Retumn

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
Missour} Public Service Capital Structure

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

05/22/2001 | GR-2001-292 |Missouri Gas Energy, A Rebuttal |Rate of Return
Division of Southern Union Capital Structure
Company

04/19/2001 | GR-2001-292 |Missouri Gas Energy, A Direct |Rate of Return

Capital Structure
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03/01/2001

TT-2001-328 |Oregon Farmers Mutual Rebuttal |Rate of Return
Telephone Company Capital Structure

02/28/2001 | TR-2001-344 |Northeast Missouri Rural Direct |Rate of Return
Telephone Company Capital Structure

01/31/2001 | TC-2001-402 |Ozark Telephone Company Direct |Rate of Return

Capital Structure
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Jerry Scheible, P.E.

Education

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

Associate of Arts 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 1I, Water Pollution Control Program - Missouri Department of Natural
Resources - Land Application Unit (May 2001 — October 2001)

Environmental Engineer 11, Water Pollution Control Program - Missouri Department of Natural
Resources - State Revolving Fund Unit (February 1998 — May 2001)

Environmental- Engineer 1 & 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 1987-August 1995)
Professional Certification

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

Missouri Department of Natural 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 Hearing/Live Testimony

Case Number WC-2006-0248: Billing Complaint - Evidentiary Hearing/Live Testimony
Case Number WR-2010-0131: Customer Water Usage Normalization- Written Testimony
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Case Participation Summary for
Jerry Scheible, P.E.

Previous Testimony Before the Commission

Case Number WC-2007-0303: Plant Capacity - Evidentiary Hearing/Live Testimony
Case Number WC-2006-0248: Billing Complaint - Evidentiary Hearing/Live Testimony
Case Number WR-2010-0131: Customer Water Usage Normalization-

Rebuttal Written Testimony

Surrebuttal Written Testimony
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The DCF model is a market-orieﬁted 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 e);ists and the stock is neither
undervalued nor 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
mode! 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 exlpressed algebraically as:

Present Price = Expected Dividends + Expected Price in 1 year (N
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 (1) can be restated
.as!

Present Price = Expected Dividends + Present Price (1+g) (2)
(1+k) (1+k)

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

equal Py and expected dividends equal D), the equation appears as:

D, Po(1+g)
P, = + | 3)

(1+k) | 1+k
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The cost of equity equation may also be algebraically represented as:

A

k = _+g @

Thus, the cost of common stock equity, k, is equal to the expected dividend yield
(D(/Pg) 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 owniné 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 = Rf + G(Rm'RF)

where:
k = the expected return on equity for a specific security;
Ry = the risk-free rate;
B = beta; and
Rs - 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 with.out 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 (3). 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 (R - Rf). 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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Bernanke Stresses Need for Low Rates

By JoN HILSENRATH

WASHINGTON—After taking
several small steps recently to
remove the financial system
from Hfe support, Federal Re-
serve Chairman Ben Bernanke
made clear Wednesday that he
wasn't close to the more mo-
mentous act of raising interest
rates, thus tightening credit.

In his semi-annual testimony
to Congress on the economy and
monetary policy, Mr. Bernanke
said that short-term interest
rates, now near zero, were likely
to remain there for at:-least sev-
eral more months. '

He higllighted worvles about -

what he called the "nascent re-
covery”—marked by high unem-
ployment, wobbly real-estate
markets, weak lending and Iarge
budget deficits. Mr. Bernanke
said slack in the ecorgmy meant
the henchmark federal-funds
rate would remain near zero for
an “extended period.”

The economy, he sald, “still

requires support for recovery.”

Investors were heartened by

Wr. Bernanke's tone, The Dow
Jones Industrial Average fin-
ished up 91.75 points, or 4.9%, at
10374.16. Treasury bonds were
little changed. Futures markets
put more than 60% odds on the
Fed lifting its benchiark federal
funds rate to 0.5% by Novenher
from current tevels of 0.25%

“The fact that Chairman Ber-
{ nanke reiterated the pledge in
his testimony today has clearly
increased the risk that the tight-
ening cycle starts later than we
currently think—maybe not until
early 2011,” sald Harm Banciholz,
an econontist with Unicredit
Bank, .

The Fed this month ended
several emergency leading pro-
grams that funneled credit di-
rectly to investment banks, blue-
chip companies and central
banks overseas. Last week, it
also ralsed a rate [t charges on

Bloomberg News

7

Fed Chalrman Ben Bernanke spoke to a Houe committee Wednesday.

emergency loans to banks, More-
over, Mr. Bernanke reiterated his
plan to finish purchasing $1.25
trillion worth of mortgage-
haeked securities by the end of
March, a prograin meant to
drive down lending rates which
Mr. Bernanke said would have
lingering positive effects.
Those moves have left some
investors and lawmakers unset-
tled about the Fed's plans for thie
broader economy. Mr. Bernanke
tried to draw a dlstinction be-
tween emergency lending pro-
gramis alined at propping vp a
now-herling banking system and
his broader efforts to support

- still-weak economie growth.

"Is there a connection he-

tween the increase in the
amouit of money that [banks]
have to pay [on emergency
Joansl and households' inter-
est?” Rep. Maxine Waters (D,
Calif.) asked. “1 don’t think any,”
Mr, Bernanke replied.

Congress has been hostile ter-
ritory for the Fed chaimman for
much of the past year, where
lawmakers have attacked the
Fed’s rescues of American Inter-
national Group Inc, and its dis-
closure policies.

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

B O i)

TR

scrutiny by Congress,

Mr. Paul suggested the Fed
had been involved in the 1980s
in making secret loans to Irag’s
former strongman Saddam Hus-
sein, qnd that Fed money finded
the Watergate break-in that
brought down Richard Nixon,

Mr. Bernanke shot back that
the allegations are “absolutely
bizaire, and T have absolutely no
Imowledge of anything remotely
like what you just described.”

Mr, Bernanke did make an of-
fer to increase disclosure on one .
front. He said he would support
proposals that would require the
Fed to disclose the names of
some firms that fumed to it dur-

“ing the crisis for loans under

temporary lending programs.
The Fed has been registant to
naming borrowers for fear it
would stigmatize them in the
markets and damage their ability
to get private funding. However,
he said firins that used tempo-
rary crisls programs could he
named If Congress denands it,
__Awmong those that could be
disclosed are blue-chip compa-

_nies, Investment banks and

liedge funds, all of which used
various temnporary programs of-
fered by the Fed amid the finan-
cial crisis.

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

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

Corrections &3 Amplifications

The city of Thousand Ooks,
Calif,, had no inoney invested in
Lehman Brothers and suffered
no loss when the firm went
bankrupt. A chart that accompa-
nied the continvation of a
Wednesday front-page article
abount San Mateo County’s Leh-
man losses incorrectly listed
Thousand Oaks as having lost
$14 million.

The Federal Reserve Bank of
Chicago’s national activity index
rose to 0.02 in January. Tues-
day’s front-page Vital Signs in-
corvectly said it had dsen to 0.2,

President Barack Obama’s
heaith plan includes new steps
to crack down on Medicare and
Medicaid frand that the White
House says were drawn from Re-

publican proposals. A Tuesday
front-page article about M,
Obama’s plan said it didn't in-
clude 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 their own expense to Boston
and San Francisco to nieet with

potential employers.. A Careers
article about M.B.A. recruiting in
Tuesday’s Personal Journal in-
correctly said the school would
foot the bill for the trips.

The last name of Hasan Te-
viik, a strategist at Citigronp
Global Markets, was incorrectly
given as Tevfil tn Monday's
Abreast of the Market column,

Readers can alert Tax WALL STREET JOURNAL tO ahy ervors in news artlcles by emaillng wsjcontact@ws].com or by calling 888-410-2667.
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Line Web Site at 8:00 A.M. Eastern Time on
Mondays. You can access each week’s issue
at www.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 301§

[nvestors’ Datebook: March, 2010 3023
Model Portfolios: Recent Developments 3024
ﬂndumry Analysis: Chemical (Specialty) 3027
Low-Risk Stocks for Worthwhile

Total Return 3028
Closing Stock Market Avcrages As

Of Press Time 3028
Selected Yields 3020
Federai Reserve Data 3029
Tracking the Economy 3030
Major Insider Transactions 3030
Market Monitor 3031
Value Line Asset Allocation Madcl 303]
Industry Price Performance 3031
Changes in Financial Strength Ratings 3031
Stock Market Averages 3032

The Sefection & Opinion Index appears on

page 3176 (Deeember 4, 2009).

In Three Parts: Part I is the Summary & Index.
This is Part 2, Selection & Opinion. Part 3 is
Ratings & Reports. Yolume LXV, Number 27.

Published waekly by VALUE LINE PUBLISHING. INC.
720 East 42nd Slraet, New York, NY 10017-5891

© 2010, Valua Lina Publistng, Ine. Al fights reserved. Factual matenal is ob-
kined from, sources bedeved o be refable end s provided vithoul warames of
any k. THE PURRISHER IS NOT RESPONSILE FOR ANY ERROAS OR
OMISSOMS HEREIN, This publication is sbictly for sach subacriber’s own, non-
commen:g, mtemal use. No part of this putlication may be repoduced, resaid,
o of trarsmiled In any panted, electonicar other ko, or yseo b ganerat:
g o marketing ey printed or elecionic publicanon, servca of procuct. OMcers,

direciory, ampioyees ard aff@atos of Value Ling, Inc WU, oned Valve Lines  *

Tvestment-nanagement alfifiate, EULAY Asset Management, LLC (EULAVT), &
wholy-cwned subsidary of Value Ling, Int., he parent company aof Value Ling
Publishing, Inc. (YLPI"), may own stocks that are reviewed or recommendad in
this publication. Nothing hereln shouid be construed as an offer I buy or selt
secuwives of lo give Inchvidual investment advice.
See back cover for Importam disclosures.

ECONOMIC AND STOCK MARKET COMMENTARY

A business recovery is under way. Three
months ago, in our last “Quarterly Eco-
nowic Review,” we noled thai the reces-
sion had faded into history, having heen
brought to an apparent end in the third
quarter of 2009, when the U.S. gross do-
mestic product posted its first gain
(2.2%) 1n 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
thatit will do so shortly.) In 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 recovery are open gquestions
at this time. The business upturn seemed
to initially get under way with a flourish,

with GDP at first reported to have risen
by 3.5% during the third quarter of 2609,
However, that gain was paredto 2.8%and
then 2.2% in revisions that were issued in
late November and late December, re-
spectively. Now, as we peeroutinto 2010,
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 of the 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 on page 3020)

ALUE LINE FORECAST

FOR THE.U.S. ECONOMY

Statistical Summary for 2009-2011

GDP AND OTHER KEY MEASURES
- Real Gross Domestic Product 13154 13242
Tolal Light Vehicle Sales iMill. Unils)  10.8 110

Housing Starts (Million Units) 0.55  0.60
Aller-Tax Profits {$Bill.) 1262 12
ANNUALIZED RATES OF CHANGE

Gross Domeslic Producl (Real) 5.7 27
GOP Deflator 0.6 20
CPI-All Urban Consumers 3.4 1.8
AVERAGE FOR THE PERIOD

National Unemployment Rate 10.0 9.9
Prime Rate . 13 33
10-Year Treasury Nole Rate 35 3.7

2009:4 20101 2010:2 2010:3  2010:4  2010:1 2011:2 2010 2011
13327

07¢ 080 0.95 LW L0 076 128
1214 129 1426 1257 1335 1263 1368

13409 13502 13609 13713 13370 13769
115 120 125 130 15 118 138

25 2.6 2.8 32 kN | 29 a0
10 1.5 1.5 1.5 15 15 L6
1.5 1.7 1.8 20 -22 1.7 23

9.9 9.8 9.4 8.7 85 99 94
33 3.5 3.8 1.0 4.5 35 48
1.8 4.0 4.0 4.1 41 1% 41
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Value Line Forecast for the U.S. Economy

ACTUAL ESTIMATED

2009:3 2009:4 2010:1 2010:2 201023 2010:4 20111 2011:2
GROSS5 DOMESTIC PRODUCT AND IT5 COMPONENTS
{2005 CHAIN WEIGHTED $) BILLIONS OF DOLLARS

Final Sales - 13127 137199 13248 131314 13380 13463 13546 13640
Total Consumption 5253 3293 © 9368 9437 9512 9587 9658 9730
Nonresidential Fixed Investment 1269 1278 1294 1300 1308 1324 1347 1379
Structures 380 365 359 350 339 332 328 332
Equipment & Software 880 508 534 363 997 1021 1053 1088
Residenlial Fixed Investment 360 365 360 3469 3380 397 1420 449
Exports 1479 1542 1572 1603 1622 1645 1668 1697
Imports 1837 1883 1937 1991 2039 2077 2107 2744
Federal Government 1043 1043 1055 1069 1070 1068 1055 1040
State & Local Covernments 1546 1545 1544 1547 . 1546 1547 1545 1542
Crass Domestic Product 14245 14465 14634 14765 14912 15071 15247 154271
Real GOP (2005 Chain Weighled 5 12973 13154 13242 13327 13409 13502 13609 13713
PRICES AND WAGES-ANNUAL RATES GF CHANGCE
GDP Deflator 0.4 0.6 2.0 1.0 1.5 1.5 1.5 1.5
CPI-All Urban Consurners 3.6 3.4 1.8 1.5 1.7 1.8 2.0 2.2
PPI-Finished Gaods 4.4 7.6 3.0 1.5 2.0 2.0 2.5 2.5
Empilgyment Cost Index—Tatal Comp. 1.8 1.5 1.8 2.0 2.0 2.0 2.1 2.1
Praductivity ! 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 (%) 67.1 68.3 69.5 710 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 Starts (Mill. Units) Co 0.59 0.55 0.60 0.70 0.80 0.95 - 110 1.20
Exisling House Sales (Mill. Units) 5.29 6.03 5.50 570 575 5.80 5.70 5.80
Total Light Vehicle Sales (Mill. Units) 1.5 10.8 11.0 11.5 12.0 12.5 13.0 13.5
National Unemployment Rate (%) 9.6 10.0 2.9 9.9 9.8 9.8 9.7 9.5
Federal Budgel Surplus {Unified, FY, $Bill) -330.8 -390.4 -475.0 -172.0 -344.0 -384.0 -388.0 -65.0
Price of Oil {$Bbl., L.5. Refiners’ Cast) 64.39 68.70 71.40 69.00 71.00 73.30 77.00 80.60
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 (%} (24 0.7 0.1 0.1 0.2 0.6 1.0 1.5
10-Year Treasury Note Rale {%) 35 3.5 3.7 3.8 4.0 4.0 4.1 4.1
Long-Term Treasury Bond Rate (%) 4.3 4.2 4.5 4.5 4.6 47 4.8 4.8
AAA Corporate Bond Rate (%) 5.3 5.2 3.7 5.7 5.8 5.8 5.9 6.0
Prime Rate (%) 33 33 3.3 313 3.5 3.8 4.0 4.5
INCOMES
Personal Income {Annualized % Change) 1.2 4.0 5.0 4.5 4.2 4.0 4.5 4.5
Real Disp. Inc. (Annualized % Change) -1.4 2.1 1.5 3.0 2.5 L5 1.0 2.0
Personal Savings Rate (%) 4.5 4.6 4.0 4.5 4.5 4.3 3.8 35
Alfter-Tax Profits (Annualized $Bill} 1174 1262 1122 1214 1291 1426 1257 1335
Yr-to-Yr % Change W77 10.0 15.0 12.0 10.0 13.0 12.0 10.0
COMPQOSITION OF REAL GDP-ANNUAL RATES OF CHANGE
Gross Domestic Product 22 5.7 27 2.5 2.6 28’ 3.2 3.1
Final Sales 1.5 2.2 1.5 2.0 2.0 2.5 2.5 2.8
Total Consumption 2.8 2.0 30 3.0 32 32 3.0 3.0
. Nonresidential Fixed Investment -5.8 2.9 5.0 2.0 2.5 50 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 13.3 12.0 13.0 12.0 13.0 13.0 14.0
Residential Fixed Investment 18.9 57 -5.0 10.0 12.0 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 11.9 1L6 9.9 7.8 5.8 7.2
Federal Covernment ' 8.0 0.1 4.4 5.5 0.5 -0.9 -4.6 -5.7
Stale & Local Governments -0.6 -0.3 -0.2 0.8 -0.2 0.1 -0.4 -0.9

© 2010, Valve Ling Publishing, Inc. All rights reserved, Faclual material b ebtained from sources bellaved to be reliable and is pravided without wamantias of any kind. THE PUBLISHER .
1S NOT AESPONSIBLE FOR ANY EAADRS OR OMISSIONS HEREIN, This publication is slriclly for subseriber's own, non-commerial, inlermal use. No part of it may be reproduced, [IETIRTdlsReE IR BILI B KKRUIL T
resold, stored ar transmitled in any prinled, electronic or olher form, or used lor generating or marketing any printed or electronic publication, sarvice or product.
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Value Line Forecast for the U.S. Economy

ACTUAL ' ESTIMATED

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
GROSS DOMESTIC PRODUCT AND ITS COMPONENTS
(2005 CHAIN WEIGHTED $) BILLIONS OF DOLLARS

Final Sales 12588 12917 13234 13347 13175 133571 13702 14154 14649 15147
Total Consumption BB19 9074 9314 929 9237 9476 9766 10030 10261 10517
Nonresidential Fixed Invesiment 1347 1454 1544 1570 1289 1307 1401 1583 1742 1864
Slruclures 351 384 441 487 391 345 338 378 416 441
Equipment & Software 996 1070 1097 1069 888 977 1102 1300 1430 1530
Residential Fixed Invesiment 775 718 585 451 359 377 461 540 604 665
Exports 1305 1422 1546 1629 1469 16117 1712 1854 2017 2171
Imports 2028 2151 2194 2124 1823 2011 2162 2320 2464 2595
Federal Government 876 895 9006 976 1027 1065 1034 1001 981 991
State & Local Governments . 1494 1507 1537 1544 1543 1546 1542 1549 1565 1584
Gross Domestic Product 12638 13399 14078 14441 14260 14845 15516 16268 17107 17990
Real GDP (2005 Chain Weighled $) 12638 12976 13254 13312 12988 13370 13769 14209 14692 15177
PRICES AND WAGES-ANNUAL RATES OF CHANGE
GDP Deflator 3.3 3.2 2.7 22 1.2 1.5 L6 1.6 1.7 1.8
CPI-All Urban Consumers 34 3.2 29 3.8 15 1.7 2.3 24 2.5 2.8
PPI-Finished Goods 4.9 3.0 3.9 6.4 1.9 2.1 2.6 2.7 2.8 3.0
Employment Cost index—Total Comp. 33 29 31 2.8 1.2 2.0 2.2 2.3 25 2.6
Productivity 1.8 1.0 1.4 2.8 52 1.8 0.8 1.3 1.3 1.2
PRODUCTION AND OTHER KEY MEASLRES
Industrial Prod. (% Change) 33 2.2 1.7 -2.2 -39 4.3 4.2 1.8 3.7 3.5
Factory Operating Rale (%) 78.6 79.4 79.4 751 66.9 71.4 74.5 75.0 76.0 78.0
Nonfarm Inven. Change (2005 Chain Weighled $) 391 46.3 -3.7 343 -111.7 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 5.67 4,89 517 5.69 5.80 6.00 6.30 6.50
Total Light Vehicle Sales (Mill. Units) 17.0 16.5 161 131 10.4 1.8 13.8 15.0 16.0 i7.0
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, $8ill} -321.0 -248.0 -162.0 -455.0 -1475.0 -1375.0 -985.0 .900.0 -700.0 -600.0
Price of Qil ($Bhl., U.S. Refiners” Cost) 56.56 66.12 7218 99.75 5850 7100 81.00 8500 90.00 95.00
MONEY AND INTEREST RATES
3-month Treasury 8ill Rate (%) 31 4.7 4.4 1.4 0.2 0.5 2.7 3.0 3.7 4.5
Federal Funds Rate (%) 3.2 5.0 5.0 1.9 0.2 0.3 1.8 3.3 348 4.5
10-Year Treasury Note Rale (%) 4.3 438 4.6 3.7 3.3 3.9 4.1 4.5 5.0 5.5
Long-Termn Treasury Bond Rate (%} 4.6 4.9 4.8 4.3 4.1 4.6 4.9 5.3 5.8 6.3
AAA Corporate Bond Rate (%) 5.2 56 5.6 56 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) 5.6 7.1 6.1 38 -0.1 4.4 4.6 5.0 53 5.5
Real Disp. Inc. (% Change} 1.4 35 2.8 1.3 18 21 2.1 2.2 2.7 3.2
Personal Savings Rate (%) 0.4 a.? 0.6 1.8 4.6 4.3 3.5 3.0 3.5 4.0
After-Tax Proiits ($Bill} 1207 1405 1436 1231 1111 1263 1368 1450 1552 1676
Yr-lo-Yr % Change 34.5 16.4 22 143 -9.8 13.7 4.3 6.0 7.0 8.0
COMPOSITION OF REAL GDP-ANNUAL RATES OF CHANGE .
Gross Domestic Product 33 2.7 21 0.4 -2.4 2.9 3.0 3.2 3.4 3.3
Final Sales 39 2.8 2.4 1.4 -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 1.2 -19.7 -11.7 2.1 12.0 10.0 6.0
Equipment & Software 5.3 7.2 1.7 30 -16.9 10.0 3.0 18.0 16.0 7.0
Residential Fixed Investment 6:3 -7 179 -208 -20.3 4.8 22.5 17.0 12.0 10.0
Exports 7.0 9.1 B.4 6.2 -9.8 9.6 6.3 8.3 8.8 7.6
Imports 5.9 6.0 2.2 -5 -14.2 10.3 7.5 73 6.2 5.3
Federal Government i.2 2.3 1.6 6.0 5.2 38 -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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Gross Domestic Product Chart 1

Yimited as before. Consumers could well Real Annualized Percent Change - 2005 Chain-Weighted Dollars
be reticent to spend aggressively in such ° .
a setting. All told, the current period N -
could more closely resemble the third 4 ‘
quarter of 2009, in aggregate strength, 2 I
than the final three months of last year. o H H H H
That said, the evolving economic up cy- N
cle still looks to be durable, if initially -2
uninspiring. Indeed . .. -4

e
The business recovery may well be an s !

understated affair for at least a year, 2004 2005 2006 2007 2008 2009 2010
with the prospective showing in the first Seurce: U.3. Dept. of Commercs

quarter probably being the rule through-
out2010. 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-

Personal Consumption Expenditures

Cove?y' Tight credit, lackluster trends in (Annualized Percent Change - Current Dollars) Chart 2
housing and employment, and uneven re- oo

tail activity (the consumer remains the

weak link in the recovery chain) aren’t 8% —

congistent with a booming up cycle. 6% —/-‘/\'\/d\’-/\/\/\/\uv\/\

However, a swing in GDP from last year’s
decline of 2.4% to a possible increase of 4%
2.9% in 2010 certainly would qualify as 294 —

meaningful. .
0%
There are risks to our forecast. Eco- 2% MJ
nomic modeling always contains some A o |
conjecture. In this case, our principal as- 2004 2005 2006 2007 2008 2009 2010
sumptions are that the coming 3 to 5 years Souree: U.S. Dept. of Commerce
will bring 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- ISM - Manufacturing Index Chart 3
cal or monetary palicy, no serious (Seasonally Adjusted)
flareups of inflation, and no bouts of de- 65 :
flation, such as took place in the 1930s. &0 _,\,.»\J
SOME SPECIFICS - S \\/\f\’”\,\J
Economic Growth: As noted, the econ- 50 — VJV\'\
omy grew by 2.2% in the third quarter of a5 -
2009, its first advance in five quarters. It )
strengthened further during the final e _
three months of the year, gaining a stel- | 35
lar 5.7%, in part due to a lesser decline in =0 - | L
inventories than we had seen in earlier - 2004 2005 2006 2007 2008 2009 2010
quaners.We note,however, that this pos- Source: Institute for Supply Management .
itive swing might lessen somewhat in the

current quarter. Ifthat is the case and we |
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ISM - Nonmanufacturing Index

(Seasonally Adjusted) Chart 4
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Existing Home Sales & Housing Starts

Sources: U1.5. Dept. of Commerce, Not'l Assoc. of Realtors

(In Millions) Chart 5
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2004

again experience a draw down in inven-
tories, a material slowdown in growth
could follow. Our forecast is for GDP to
rise by a more moderate 2.5%-2.8% in
the current three-month peried (Chart 1).

Going forward this year, we would expect
retail spending—a modest net positive in
the second half of 2009 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 1s the outlook for emplay-
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 of new jobs will return in 2010,
but we will not see the major gains
needed to really get the consumer ball
rolling. The end result of this is likely to
be 2010 GDP growth of 2.9%, some-
what more than we thought three
months ago, but hardly an imposing
number, We think growth will rise to
3.0%1n 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
near term, and that the wealth of new gov-
emment initiatives over the past year will
eventually put inflation on the front burn-
er again. Inflation is a long-term threat
and will require exit strategies of some
merit on both the fiscal and monetary
ends (Chart 6). As for the possiblity of de-
flation (or falling prices), we think there
1s 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, if notrelieved, could again bring on
deflation headlines—if not the actual
feared result itself.

Interest Rates: Here, as well, the prob-
lems are off in the distance—but with in-
flation 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 1t 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
sugpgestive of things to come an the mon-
etary front going forward, in our view.
Meantime, we think long-term rates,
which reflect inflationary expectations,
and which have stabilized in the 3.7%
area on the 10-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
(In Percent)
8
— Federal Funds — 10-Yr. Treasury Note — 3-Mo. Treasury Bi]]J ‘
& -
%N\_J\
a ._\/-\f'-/\/‘/: /\)N
/ e
o .
. b
2004 2005 2006 2007 2008 2009 2010
Source: Federal Reserve Board

tions assume a rather stable upslope in in-
flation, 1 the presumptive pricing gains
are more serious, the resultant ¢limb in
bond yields might be sharper. In the less
likely cases of disinflation or deflation,
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 2nd
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 formative stages of the
business expansion. Going forward, we
expectto see a gradual pickup in revenues
as consumer and industrial demand firms
up as the up cycle matures. With year-to-
year comparisons easy for the first sev-
eral quarters 0f 2010, we would expecta
1 2-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 STOCK MARKET

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 of a global economic meltdown
and consequent wave of deflation 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 of that loss was made up in the final
10 months of 2009, 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 of the 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 2014, 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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Investors” Datebook: March, 2010

DATE EVENT

3/1 13- & 26-Week Treasury Bill Auction
Persanal Income and Outlays, January-8:30
Construction Expenditures, January-10:00
ISM’s Purchasing Manager’s Index, February-10:00

3/4 Initial Unemployment Claims-8:30
Factory Orders, January-10:00
Weekly Fed Data-4:30
Productivity & Costs [Revised)

3/5 Employment Situation, February-8:30
Consumer Installment Credit, January-3:00

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

310 Treasury Budget Report, February-2:00
Wholesale Trade, January

3/11 Initial Unemployment Claims-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-10:00

3/15 13- & 26-Week Treasury Bill Auction
Capacity Utilization, February-9:15
Industrial Production, February-9:15

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

3Nz Producer Price Index, February-8:30

3ns Consurmer Price Index, February-8:30
Initial Unemployment Claims-8:30
Leading Indicators, February-10:00
Weekly Fed Data-4:30
Real Earnings, February

322 13- & 26-Week Treasury Bill Auction
3/24 Durable Goods Orders, February-8:30
New Home Saies, February-10:00
i 3/25 Initial Unemployment Claims-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
Personai Income and Qutlays, February-8:30
3/30 Agricultural Prices
3/31 Factory Orders, February-10:00

Source: Office of Management & Budget.
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Model Portfolios: Recent Developments
PORTFOLIO | food space (e.g., Mexican fare).

On a relative basis, Portfolio 1 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 late, 1s not seen as
indicative of our group’s prospects.
Rather, our sense is that the comnpanices
currently held in the portfolio should
continue performing 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 firm. All in all, then, we are sat-
1sfied with the portfolio’s composition,
and are making no changes this week.

Meanwhile, Hewlett-Packard 5 recent
eamnings report for the three-month pe-
riod ending January 31st made for good
reading, with financial and operating
performances 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 31st. When we purchased these
shares, we mentioned the company’s
opportunity in the services arena, given
the acquisition of EDS. We are looking
for conformation in this regard in the
second half of HP s fiscal year, as busi-
ness begins to flow from its order book.

PORTFOLIO 1

Earnings season is winding down, and
Wal-Mart is typically one of the last to
report for Portfolio I1. This time around,
the retail giant offered up some mixed
resuits. 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 Bai-Mart’s guidance for

the first quarter of fiscal 2010, 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 8% year-to-year increase.
Beyond this, we look for double-digit
annual advances over the coming 3 to 5
years. WM T remains a high-quality
stock, offering attractive risk-adjusted
long-term total return potential.

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

PORTFOLIO 11

The share-price action across Portfolio
I1I 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 2010 and
into next year, even if the current eco-
nomic expansion proceeds at a halting,
slower-than-hoped-for pace. Hormel,
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 ip booming segments of the

Looking out to 2013-2015, Hormels
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 putfit. We are making no
changes to Portfolio 111 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 retums have been
helped a bit by positive signs in the
housing market, healthy GDP 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 2010, 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 processor Heinz pre-
announced January-pentod earnings of
$0.82 a share, representing a $0.06 year-
over-year gain. It alsoraised 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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PORTAF_.OLIO I: STOC‘}KS‘WITH ABOV_E;AVERAGE YEAR-AHEAD PRICE POTENTIAL™
(primarily suitable for more aggressive investors)
Ratings &
Repaorts Recent Time- Financial
Page Ticker Company Price liness Safety P/E  Yield% Beta  Strength Industry Name
1589 AGN Allergan, Inc. 59.85 2 1 196 0.3 0.90 A+ Drug
711 AMX America Mavil 45.89 3 1.5 1.2 1.30 B++ Telecom. Services
1402  AAPL Apple Inc. 203.40 1 3 15.8 Nil 1.10 At++ Computers/Peripherals
1169 BLL Ball Corp. 52.04 2 2 12.3 0.8 1.00 B++ Packaging & Container
1816 CHKP  Check Point 5aftware 3279 2 2 17.7 Nil 0.80 A E-Commerce
2582 CTSH  Cognizanl Technology — 47.43 1 3 24.4 Nil 1.15 At Computer Software/Svecs
1187 CL Colgate-Palmalive 80.62 2 1 169 2.6 0.55 Att Household Products
773 ESRX Express Scripts ‘A’ 87.30 2 3 19.9 Nil 0.95 A Pharmacy 5ervices
2620 GOOG  Google, Inc. 541.30 P 2 22.9 Nil 0.90 At Internel
1408  HPQ Hewlell-Packard 49.44 2 1 13.9 0.6 1.00 A+t Compulers/Peripherals
2157  SHOO  Madden (Steven) Ltd. 40.00 1 3 138 NH 1.00 B++ Shoe
2556 MA MasterCard Inc, 22530 2 3 183 03 1.20 A++ Financial Svcs. (Div.}
774  MHS Medco Health Solutions  63.07 2 1 219 Nil 0.70 A+ Pharmacy Services
727 NIHD NIl Holdings 38.09 1 3 15.5 Nil 1.80 B+ Telecom. Services
2112 RL Polo Ralph Lauren 'A’ 79.72 2 3 18.2 a.5 1.20 A Apparel
224 RMD ResMed Inc. 55.45 2 2 221 Nil 0.75 A Medical Supplies
1379  SLAB Silicon Labs. 45.92 2 3 275 Nil 1.10 B+ Semiconductor
2609  SY Sybase Inc. 42.07 2 3 20.4 Nil 0.80 B++ Computer Sofltware/Svcs
2219 TIX TIX Companies 38.47 2 1 12.7 1.2 0.80 A+ Retail (Special Lines}
1938 TH5 TreeHouse Foods 42.41 2 2 17.5 Nil 0.60 A Food Processing

To qualify for purchase in the above porifolio, a stock must have a Timeliness Rank of I and a Financial Strength Rating of at least B+. If a stocks Thnefiness rank fails
befow 2, it will be automatically removed. Stocks in the above portfolio are selected and monitored by Charles Clark, Associate Research Direcior.

POR"[EOLIQ Iz STOQES ,EOR INCOME AND POTELNTIA!_*PRICE AEKRE_CIATIOIN_
(primarily suitable for more conservative investors)
Ratings &
Reports Recent  Time- Financial
Page Ticker Company Price liness Safety P/E  Yield% Beta  Strength Industry Name
1586  ABT Abbott Labs. 54.59 2 1 13.3 2.9 0.60 At++ Drug
1540 AFL Aflac Inc, 48.25 i 3 9.8 2.6 1.15 B+ Insurance {Life)
2574 ADP  Automalic Data Proc. 41.30 3 1 17.1 3.3 .70 A++ Computer Sofiware/Sves
596 CB Chubb Corp. 49.88 3 1 85 28 0.90 A Insurance (Prap/Cas.)
1186 CLX Clorox Co. 59.90 3 2 13.9 35 0.65 B++ Hausehold Products
1961 KO Coca-Cola 54.82 2 1 16.5 341 0.60 At+ Beverage
1187 CL Colgale-Palmolive 80.62 2 1 16.9 2.6 0.55 A++ Household Products
1768 ITT ITT Corp. 49.47 3 1 12.7 1.7 1.00 A+ Diversified Co.
1362 INTC  Intel Corp. 20.72 3 1 14,2 3.0 1.05 A+t Semiconductor
208 N johnsen & Johnson 63.61 3 1 13.0 32 0.60 A++ Medical Supplies
559 LMT  Lockheed Martin 76.03 3 1 9.9 33 0.85 At+ Aerospace/Defense
L 306 MCD  McDonald's Corp. 64.01 3 1 14.7 34 0.65 At+ Restaurant
215  MDT  Medtronic, Inc. 42.97 2 H 13.0 2.0 0.75 At+ Medical Supplies
1369 MCHP Microchip Technology — 27.20 3 3 218 5.0 1.00 B+ Semiconductor
2602 PAYX  Paychex, Inc. 29.87 3 1 209 4.2 0.85 A Compuler Software/Sves
1971 PEP PepsiCo, Inc. 61.31 3 1 15.4 31 0.60 A++ Beverage
1622  SNY Sanofi-Aventis 36.75 2 1 11.3 4.4 0.75 At Drug
1952 SYY Sysco Carp. 28.18 3 1 14.5 a6 0.70 At++ Relail/holesale Food
733  TEF. - Telefonica SA ADR 69.96 3 2 9.0 5.8 0.85 B++ Telecom. Services
2149 wWMT  Wal-Mant Stores 53.56 3 1 13.9 2.2 0.60 At Retail Store

To qualify for purchase in the above porifolio. a stock must have a yield that is in the top half of the Value Line universe, a Timeliness Rank of at least 3 (unranked
stocks mayv be selected occasionally), and a Safety Rank of 3 or better. If a stock’s Timeliness Rank falls below 3, that stock will be automatically removed. Stocks are
selected and monitored by Jason A. Smith, Senior Analyst.

€ 2010, Value Lina Publishing, Yne. Al rights reserved. Faciua) matenial is ebtained llom sources believed to be reliable and is provided without warmnlies of any kind. THE PUBLISHER i
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PORTFOLIO 11I: STOCKS WITH LONG-TERM PRICE GROWTH POTENTIAL
{primarilv suitable for investors with g 3- to S-year horizon)
Ratings & - 3-to S5-yr
Reports Recent  Time- Appreciation
Page Ticker Company Price  liness Safety P/E  Yield% Beta Potential  Industry Name
1540  AFL Aflac Inc. 48.25 1 3 9.8 2.6 1.15 45 - 105% Insurance {Life)
771 VS CVS Caremark 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 Systems 24.00 3 1 19.4 Nil 0.95 25 - 65 Telecom. Equipment
2323 DIS Disney (Walt) 30.47 2 1 15.2 1.1 1.00 95 - 130 Entertainmenl
2398 ES5V Ensco Inl'l plc 41.91 3 3 8.8 0.2 1.25 55 - 125 Oilfield Sves/Equip.
2620 GOOG Google, Inc. 541.30 2 2 229 Nil 0.90 65 - 125 Internel
2400 HAL Halliburton Co. 31.05 3 3 26.5 1.2 1.35 15 - 75 Oillield Sves/Equip.
2303 HOG  Harley-Davidson 24.08 3 3 96.3 1.7 1.50 25 - 85 Recreation
1920  HRL Hormel Faods 40.26 3 1 14.6 21 0.65- 50 - 85 Food Processing
208 NJ Johrson & Jahnson 63.61 3 1 13.0 3.2 0.60 55 - 95  Medical Supplies
1922 X Kellogg 52.60 3 1 15.0 29 0.60 45 - 80 Food Processing
2405 NOV  National Oilwell varca 44,07 3 3 1.9 0.9 1.60 35 - 105 Oillield Sves/Equip.
561 NOC Northrop Grumman 59.56 3 1 1.2 3.0 0.80 95 . 125 Aerospace/Defense
1371 PEP PepsiCo, Inc. 61.31 3 1 15.4 341 0.60 65 - 105  Beverage
646 DGX Quest Diagnostics 56.6% 2 2 138 0.7 0.65 40 - 85  Medical Services
2345 HOT  Starwood Holels 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  UnitedHeahh Group 31.63 2 2 104 0.1 1.00 105" - 170 Medical Services
1384 XLNX  Xilinx Inc, 25.04 3 3 15.7 2.6 0.90 60 - 120 Semiconductor

To qualifv for purchase in the above portfolia, a stack must have worthwhile and longer-term appreciarion potential. Among the factors considered for selection are
a stocks Timeliness and Safetv Rank and its 3- ta 5-vear appreciation potential. (Occasionally a stack will be unranked (NR), nsually because of a short trading
history or a mujor corporate reorganization.) Stocks in the above portfolio are selected and monitored by Aistin Hellman, Senior Industry Anaivst.

. PORTFOLIQ 1V: STOCKS WITH ABOVE-AVERAGE DIVIDEND YIELDS
(primarity suitable for investors interested in current income)
Ratings &
Reports Recent Time- . Financial
Page Ticker Company Price liness Safety P/E  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 1 133 5.3 0.75 A Drug
520 BPL Buckeye Partners L.P. 56.07 2 2 15.2 6.7 0.85 B+ OilfGas Distribution
716 CTL  CenwryTel Inc. 3514 3 2 10.1 8.0 0.75 B4+ Telecom. Services
152 ED Consol, Edison 42.95 3 1 135 5.5 0.65 A+ Electric Utiiity (East)
1578 DD Du Pont 3274 k! 1 143 5.1 1.10 At+ Chemical (Basic)
1917 HNZ  Heinz {H.]) 44,52 2 1 156 4.0 0.70 At Food Processing
526 NRGY Inergy, L.P. 35.32 3 3 24.4 7.8 1.00 B+ Qil/Gas Distribution
1988 NA.TO Nat'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 O Realty Income Carp. 27.85 3 3 28.49 6.2 0.90 B+ R.E.LT.
1936  RAI Reynolds American 51.71 3 3 107 7.0 0.60 B+ Tobacco
1622 SNY  Sanofi-Aventis 36.75 2 1 1.3 4.4 0.75 A+ Drug
1931 SLE Sara Lee Corp. 1343 2 2 13.7 3.4 0.85 B++ Food Processing
165 SCG  SCANA Corp, 35.25 4 2 12.3 5.4 0.65 A Electric Ulility (East)
532 SPH Suburban Propane 45.08 3 3 1.9 7.5 0.75 B+ Oil/Gas Distribulion
733 TEF Telefonica 5A ADR 69.96 3 2 90 58 0.85 B++ Telecom. Services
1937  UVV  Universal Corp. 53.04 3’ 3 1.3 35 0.85 B++ Tobacco
740  VOD  Vodafone Group ADR 2213 3 2 9.7 6.1 0.80 B++ Telecom. Services
‘ 2245 XEL Xcel Energy Inc. 20.60 3 2 131 4.9 0.65 B+ " Electric Utility (West)

T gualify for purchase in the above porifolio, a stock must have a yield thai is af least 1% above the median for the Value Line 1.'.niverse, a Timeliness Rank of ar leost
3. and a Financial Strength Rating of at least B+. If a stock’s Timeliness Rank falls below 4, that stock will be automaticatly removed. Stocks are selected and
monitored by Damon Churchwell, Analvst-Specialist. '
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Industry Analysis: Chemical (Specialty)

he Specialty Chemicals Industry
I 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 chernicals 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 still
room for innovation. Since specialty
chemicals are widely vsed, changes to
industrial and consumer product Jife
cycles and new offerings can create de-
mand for variations. Notably, growing
concern about the global environment
has [ed to eco-friendly restrictions, with
the aim of reducing pollutants 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 battenes, 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 of the housing, heavy construc-
tion, and industrial sectors. Investors
might want to monitor industrial output,
railcar loadings, housing starts, and oth-
er economic indicators to gauge the de-
mand for specialty chemicals.

Investors should also consider the supply/
demand balance in this industry. Not sur-
prising, excess inventory may be an indi-
cator of a slowdown and coming price
pressure and earnings weakness. Impor-
tantly, competition is a factor. The popu-

lation of specialty 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 of a specialty chemical
company is sensitive to the cost ofraw
materials. Energy and commodities
prices are volatite. Natura!l 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, play a large role in
producing some chemical products,
and their prices can soar during periods
of industrial expansion, impacting
margins.

Fortunately for these companies, when
energy and/or commodities costs are
high, they can implement surcharges, as
iong as customers are aware of the 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.

Historically, 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-
est ralc risk lo investors, cspecially if a
significant portion of borrowings 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 of expansion.

Many of the companies in this industry
are decent cash flow generators and
have built up solid cash positions. They
favor using funds for product develop-
ment, brick-and-mortar expansion, 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 of new en-
trants mature 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 S‘gocks for Worthwhiie 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
Safetyranksofl 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 2013-2015 of at least 75%,
which is somewhat above the current
median of 65% for all stocks under our
review. Next, we specified that the re-
maining equities must have a current
dividend yield of atleast 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

the same period). To tie the growth and
mcome criteria together, we required an
average annual total return over the
next three to five years of 18%, which
1s 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-

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.

Ratings & 3-5 Year 3-5 Year 3-5Yr.

Reports EPS Avg, Apprec. Current Div'd Total Time-
Page Ticker Company Name Safety Growth Patential Yield Growth Return  liness
2574 ADP Aulomatic Data Proc. 1 9.0% 95% 3.3% 9% 20% 3
1906 CPB Campbell Soup 2 10.5 125 3.3 7 24 3
1186 CLX Clorox Co. 2 10.0 85 35 10 19 3

559 LMT Lockheed Martin 1 1.5 165 33 15 29 3
1622 SNY Sanofi-Aventis 1 11.0 85 4.4 8 19 2
1931 SLE Sara Lee Corp. 2 12.0 as 3.4 6 19 2

733 TEF Telefonica SA ADR 2 10.5 125 5.8 10 26 3
1940 UL Unilever PLC ADR 1 8.0 95 3.5 5 20 3

- o “CLOSING STOCK MARKET AVERAGES AS OF PRESS TIME

% Change % Change

2/10/2010 2/17/2010 1 week 12 months

Dow Jones Industrial Average 10038.38 10309.24 +2.7% +36.5%
Standard & Poor’s 500 1068.13 1099.51 +2.9% +39.3%
N.Y. Stock Exchange Composite 6819.12 7035.20 +3.2% +42.4%
NA5SDAQ Composite 2147.87 2226.29 +3.7% +51.4%
NASDAQ 100 1749.76 1810.86 +3.5% +52.6%
American Stock Exchange Index 1786.24 1864.86 +4.4% ' +36.7%
Value Line {Geomelric) R 297.07 309.49 +4.2% +59.8%
Value Line {Arithmetic) 2186.30 2279.45 +4.3% +83.6%
London {FT-SE 100} 51319 5276.6 +2.8% +30.8%
Tokyo (Nikkei) 9963.99 10306.83 +3.4% +34.8%
Russell 2000 595.82 624.83 +4.9% +45.7%
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Selected Yields

3 Months Year
Recent Ago Ago
(2/17/10} {(11/18/09) (2/18/09)

2 Months Year
Recent Ago Ago

(2/17/10) (11/18/0%) (2/18/09)

TAXABLE
Market Rates
Discount Rale 0.50 0.50 0.50
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25
Prime Rale 3.25 3.25 3.25
30-day CP {A1/P1) 0.16 0.14 0.52
3-month LIBOR 0.25 0.27 1.25
Bank CDs
f-maonth 0.25 0.34 0.67
1-year 0.45 0.58 1.20
S-year 1.97 2.23 2.14
U.S. Treasury Securities
3-month 0.09 0.02 0.30
6-month 0.18 .14 Q.48
1-year 0.34 0.28 0.63
S-year 2.38 2.19 1.80
10-year 3.73 3.36 2.76
10-year (inflaiion-prolecied) 1,44 1.15 1.61
3G-year 4.70 4.30 155
30-year Zero 4,96 4,47 3.43
Treasury Security Yield Curve
6.00%
5.00% -
4.00% 4 /
3.00% - /
2.00% - //
1.00% L’ / —Current
/// — Year-Ago
0.00% = !
3 61 2325 10 30
Mos.  Years

Mortgage-Backed Securities

GNMA 6.5% 2.99 3.03 4.05
FHLMC 6.5% (Gold) 1.75 2.03 3.92
FNMA 6.5% 2.61 1.99 3.78
FNMA ARM 2.98 2.42 3.90
Corporate Bonds
Financial (10-year} A 5.41 521 8.33
Industrial {25/30-year} A 5.85 5.52 6.14
Utility (25/30-year} A 5.93 5.51 5.74
Utility (25/30-year) Baa/BBB 6.44 6.24 7.07
Foreign Bonds {10-Year)
Canada 3.47 3.4 2.86
Germany 3.19 3.29 2.99
Japan 1.33 1.31 1.26
United Kingdom 4.03 3.68 3.39
Preferred Stocks
Utility A 5.40 5.68 6.03
Financial A 7.14 7.14 13.57
Financial Adjustable A 5.52 5.52 5.52
TAX-EXEMPT
Bond Buyer indexes
20-Bond Index (GOs) 4.34 4,40 4.89
25-Bond Index (Revs) 4.96 5.02 5.67
General Obligation Bonds (GOs)
1-year Aaa 0.21 0.42 0.55
1-year A 1.0 1.38 0.65
S-year Aaa 1.55 1.82 1.85
S-year A 2.59 3.00 2.15
10-year Aaa 3.12 327 2,90
10-year A 4.10 418 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 5.80
Fleciric 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., 5.95

Federal Reserve Data

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

Recent Levels

Average Levels Over the Llast...

2/10/10 1/27/10 Change 12 Wks. 26 Wks. 52 Wks.
Excess Reserves 1119423 1063401 56022 1071836 974870 868086
Borrowed Reserves 126874 125300 1574 168048 233876 3169577
Net Free/Borrowed Reserves 938101 54448 903789 740994 498509

992549

MONEY SUPPLY -
{One-Week Period; in Billions, Seasonally Adjusted,

Recent Levels

Growth Rates Over the Last...

2/1/10 1/25/10 Change 3 Mos. 6 Mos. 12 Mos.
M1 (Currency+demand deposits) 1692.0 1677.0 15.0 3.8% 33% 8.4%
M2 (M1 +savings+small time deposits) B471.4 8464.4 7.0 -1.3% 1.1% 1.8%

© 2010, Valua Lina Publishing, [nc. All rights raserved. Faclual material is obtained from sources believed o be reliabia and is provided withoul wamranlies of any kind. THE PUBLISHER i
IS NOT RESPONSIBLE FOR ANY ERRORS OR QMISSIONS HEREIN, This publication is stricll for subscriber's own, non-commercial, nternal use. No parl of 1t may be reproduced, [IVEEI[ttdglsl-Xv: [ EEITI R KR LT

tesold, slored or transmitled in any prinlad, electronic or olher form, or used lor generaling or marketing any printed or electronic publication, service or product.

AttachmentD - 13



PAGE 3030

VALUE LINE SELECTION & OPINION

FEBRUARY 26, 2010 -

Tracking the Economy

Industrial Production Capacity Utilization
Index: 1997 = 100 (Finished Processing - In Percend)
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Leading Economic Indicators Initial: Unemployment Insurance Claims
Index: 1992 = 100 Weekly Average in Thousands - Seasonally Adjusted
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Major Insider Transactions’
! PURCHASES &
Latest
Full-Page Timeliness . Shares Shares Price Recent
Report Rank Company Insider, Title Date Traded Held Range Price
324 - Brink’s {The) Co. M.T. Dan, Chair. 2/1110 10,000 101,345 $24.35 25.78
1579 3 FMC Corp. P.R. Brondeau, CEQC 2/8/10 18,500 72,303 $53.57-%53.88 56.48
2552 3 Legg Mason J.A. Sullivan, V.P. 2/4/10-2/810 42,600 217,436 $24.65-525.12 26.30
1807 3 NYSE Euronext D.L. Niederauer, CEO 21010 25,000 76,284 $24.32 25.67
225 3 St. Jude Medical J.W. Brown, Dir. 2/5/10 10,0G0 75,429 $37.50 38.23
260 4 United Parcel Serv. J. Thompson, Dir. 2/9/10-2/10/10 17,421 18,546 $56.77-$57.72 57.33
1319 3 WESCO Intl R. Heyse, CFO 2/3h1Q 10,750 22,750 $28.96 28.33
. ~  SALES _ )
Latest
Full-Page Timeliness Shares Shares Price Recent
Report.  Rank Company Insider, Title Date Traded Held Range Price
2540 1 Cash Amer. Int’] 0.R. Feehan, CEQ 2/5/10 70,300 182,685 $35.45-$36.28 37.25
2620 2 Google, Inc. L. Page, Pres. 2/8/10-21070 83,334 NA §529.00-$541.00 541.30
2620 2 Google, Inc. S. Brin, Pres, 2/2/10 20,853 4,100 $531.69-%533.91 54130
403 4 Hess Corp. 1.B. Hess, Chair. 2/8/10 41,735 552,150 $58.10-558.89 60.46
2597 2 Microsoft Corp. W.H. Gates lil, Dir. 2/3/10-2/5/1¢ 7 DDO 000 675,970,258 $27.96-528.55 2B.35
T1127 3 NVR, Inc. D.C. Schar, Chair. 2/8/10 14,514 70,000 $676.76 705.16
137 1 QSl Systems D. Chopra, Chair. 2910 100,000 498,807 $27.26 28.16

*  Beneficial owner of mare than 10% of comnion stock.
# Includes onlv large transactions in U.S.-traded stocks; excludes shares keld in the form of limited partnerships, excludes aptions & family irusts.

Major Insider Transactions are obtained from Vickers Stock Research Corporation

© 2016, Value Line Publishing, |nc. All rights reserved, Faclual material is obtained from sources believed lo be reliabie and 15 prawided withoul warranlies of any kind, THE PUBLISHER
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication s Strictly for subsshibars own, non-commascal, Internal use. No parl of i may be raprocuced, [RIV) subscrlhe call 1
resald, stored or transmilled in any printed, electronic or ather form, or used for generating or marketg any punted or eleclronic publication, service ar product,

-800-833-0046.
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Market Monitor

FEBRUARY 26, 20190

50-week - Last market top  Last market bottom

13-week
Valuations and Yields 2/17 2/10 range range (7-13-2007) {(3-9-2009)
Median price-earnings ratio of VL stocks 16.4 16.3 163-175 105-17.6 19.7 10.3
P/E (using 12-ma. est'd EPS) of D) Industrials 14.0 14.5 140-154 135-.26.8 16.1 17.3
Median dividend vield of VL stocks 2.1% 2.2% 2.0-22% 2.0-3.8% 1.6% 4.0%
Div'd yld. (12-mo. est.) of D) Industrials 2.7% 2.8% 2.7-28% 27-40% 2.2% 4.0%
Prime Rate 3.3% 33%  33-33% 33-33% 8.3% 3.3%
Fed Funds 0.1% 0.1% 0.1-01% 0.1-02% 53% 0.2%
91-day T-hill rate 0.1% 0.1% 0.0-01% 0.0-02% 5.0% 0.3%
AAA Carparate bondcrield 5.4% 5.3% 5.2-55% 50-60% 5.8% 5.5%
30-year Treasury bond yield 4.7% 46% 43-47% 3.5-4.8% 51% 3.7%
Bond yield minus average earnings yield 0.7% - -09% -09--04% -4.0--0.3% 0.7% -4.3%
Market Sentiment
Short interest/avg. daily volume (5 weeks) 1.2 1.5 10.7-12.8 73-16.2 8.1 8.6
CBOE put volume/call volume .89 1.05 73-1.05 72-1.26 91 93
VALUE LINE ASSET ALLOCATION MODEL INDUSTRY PRICE PERFORMANCE
(Based only on economic and financial factors) LAST SIX WEEKS ENDING 2/16/2010
Current (effective market open 8/17/09) Previous
7 Best Performing Industries
Common Stocks 60%-70% 65%-75% Bank (Midwest) +8.4%
Homebuilding +7.5%
Cash and Treasury Issues 40%-30% 35%-25% Restaurant +6.9%,
Toiletries/Cosmetics +6.9%
Bank +6.8%
10% Tobacco . +2.8%
L INTEREST RATES Furn/Home Furnishings +2.6%
Prime Rate
B Federal Funds 7 Worst Performing tndustries .
% | 30-Year Treasury Bond Power -16.2%
Previous Steel (Integrated) -12.2%
L Recent Week : . a
Prime Rate 33% 33% Trucking 10.4%
% et . . ' +  Fed Funds 0.1% 0.1% Telecom. Services -9.8%
Q12009 Q22009 Q32009 Q42009 Q12010  30-YTreasury 4.7% 4.6% Environmental -9.39,
78 fnternet -8.5%
Index; 12/30/1988 = 100 Investment Co. (Foreign) -8.4%
126+ VALUE LINE UNIVERSE
Previous s
124 Recent :Ne'ek The corresponding change in the Value Line
122 Arithmetic Average is -1.9%
120 Advances 1500 277 [
Declines 193 1411
18 Issues Covered 1698 1697
Market Value
15 . k , , 1 {$ Trillion) 15353 15012 | |5, " . CHANGES IN FINANCIAL
Q12008 G2 2009 03 2009 Q4 2009 Q1 2010 . STRENGTH RATINGS ”
’ Ratings &
200 Prior New Reports
Company : Rating Rating Page
000 VALUE LINE COMPOSITE "
sook New Highs Bruker Carp.. B B+ 119
New Lows :
600t~
’ Previous .
400~ Recent Week
200 New nghs 156 45 i
New Lows 7 n Ford Maotor C+ C++ 104 =
01 2009 Q2 2006 03 2000 Q4 2009  Qf 2010

© 2010, Value Line Publishing, Inc. All rights raserved. Faclual matadal 1§ obtained from sources belisved to be raliable and is provided withoul warranlies of any kind. THE PUBLISHER
15 NOT RESPONSIBLE FOR ANY ERROAS OA OMISSIONS HEAEIN. This publicetion is siriclly for subscriber's awn, nor-commercial, nternal use. No partof | may be reproduced.
resold, slored or transmilted in any printed, electranic or ather farm, ar ysed lor generaling or markeling any printed or electronic publication, service or product.

To subscribe call 1-800-833-0046.
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Stock Market Averages

. _ » VALUE LINE ESTIMATED P/E, YIELD, APPRECIATION POTENTIAL  ° i £
* ) VERSUS DOW JONES INDUSTRIALS JANUARY 2, 1994 - FEBRUARY 16, 2010)
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1994 1996 1998 2000 2002 © 2004 2006 2008 2010
THE VALUE LINE GEOMETRIC AVERAGES . . THE DOW JONES AVERACGES
Arithmetic S
Composite Industrials  Rails Utilities Composite Composite Industrials Transportation  Utilities
1668 stocks 1556 stocks 8 stocks 104 stocks 1668 stocks 65 stocks 30 stocks 20 stocks 15 stocks
2/11/2010 301.51 24573 2602.74 206.23 2219.46 3419.87 ‘10144.19 392316 367.38
2/12/2010 302.67 246.74 2608.34 206.21 2228.42 3405.80 10099.14 3917.56 364,55
2/15/2010 HOLIDAY HOLIDAY HOLIDAY
2116/2010 307.87 251.00 2653.46 209.66 2267.10 3468.06 10268.81 3997.86 371.55
2/1:/2010 309.49 252.40 2651.00 209.90 2279.45 3475.62 10309.24 4007.62 370.29
%oChange
last 4 weeks -2.5%  -24%  00%  -42% L 21% -3.8% -2.8% -3.4% -7.3%

L
WEEKLY VALUE LINE GEOMETRIC AVERAGES [JANUARY 9, 2009 - FEBRUARY 17, 2010}
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Officers, directors, employees and offiliates of Value Lire, Inc. (“VLI"}, and Value Line's lovestmont-managemom aliliale, EULAV Asaer Monogement, LLC ("EULAV”), a whelly-owned subsidlary of Vatug Lina,
Ine., the parent company of Value Line Publishing, Inc. (“VLPI"), may hald stocka that are reviewed or recommonded In this publlcatlon. EULAY also manages Investment companies and other accounts that use
the rankings and recommendations in this publication as part of their imeestment strategies. These accounts, as well as the afficers, directors, employees and affiliates of VLI, may dispose of & security
notwithstanding the fact that The Value Line Investment Survey (the “Survey™) ranks the tssuer favnmbly conversely, such secounts af peraons may purchase or hotd a security that ia poorly ranked by the
Survey. Some of tha Investment companies managed by EULAV only hold securities whh a gpecifi i T i Rank by the Survey and dispose of those positions when the Timeliness Rank declines
or Is suspended, Subscribers to the Survey and its related publications as well as some Institutional customers of VLPI will have acceas ta the entire Value Line investment Survey at 8:00 AM each Manday (or
the next business day after a Monday when the New Yark Stock Exchange le closed). Al lhe samg time, portfollo managers for EULAV will rocelve reports providing Timoliness Ranking Informatian. EULAV's
portfollo managers also may have access 1o publisly available information that may ultimaiely result in or influence a change tn rankings or r tl such as earnings releasss, thanges in market
value or disclosure of corporate transactions. The ies or may trade upon auch Information prior to a change in ranklng While the ranklngs In the Survey are Intended to be predictive
of future relative performance of an issuer's securities, the Survw Is not intended to constituie & recommendation of any specHic security. Any ir with respect to any (aauer d by the
Survey should be made as part of a diversified portfolio of equity eecurhties end [n light o1 an Irweator's particular Investment ohjectives and circumstances.

2010, Value Line Publishing, Inc. Al rights reserved. Factual matarial is oblaingd kom soureas believed to ba raliablz and is provided wilhout warrnties of any kind. THE PUBLISHER
1S NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is sirictly for subseribar's own, non-commercial, internal use. No parl of t may be reproduced. To subscribe call 1-800-833-0046,
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Summary: ‘
American Water Works Co. Inc.

" T

BBBY/Stable/A2

~Credit Rating

Rationale

The ratings on Awmerican Water Works Co. Inc. [AWW] and its funding subsidiary Amecican Water Capital Corp.
(AWCC) reflect the consolidated credit quality of AWW. A favotable comnpetitive position, a diverse and supportive
regulatory environment, and a stable, above-average service territory support AWW's "excellent’ business risk
profile. AWW's regulatory framework includes reasonably allowed returns on equiry and various cost-recovery
mechanisms, including incentives for infrastructure improvements. The company's geographic diversicy provides it
with some market, cash flow, and regulatory diversification. We view AWW’s operating risks associated with its
nonregulated operations as fairly low. AW W's aggressive financial profile, elevated capital-spending requirements
for infrastructure replacement, increased compliance costs with water-quality standards, and the campany's reliance
on acquisitions to provide growth party offset these strengths,

AW provides regulated water and wastewater services to more than 3.3 million customers in 20 states. The
company's regulated utility subsidiaries represent almost 90% of rotal revenues, but have provided almost 100% of
adjusted EBIT for the past three years. The company's nonregulated subsidiaries éngage in water and wastewater
facility management and maintenance, as well as design and construction consulting services related to. water and
wastewater plants. We view these nonregulared segments as having modest incremental risk for AWW due to their
lack of cash flow cantribution and modest expected capital requirements.

A stare commission regulates each of AWW's regulated subsidiaries, which supports revenue and cash flow stability.
The average allowed return on equity {ROE} in AWW's six largest jurisdictions, which account for abour 75% of
consolidated revenues, is about 10.3%. This is abour the average allowed ROE inthe water sectot. In a number of
turisdictions, which represent about 50% of consolidated revenues, the utility recovers replacement capital spending
hetweeu ratc cases up ro a stated percentage. The importance of infrastructure surcharge mechanisms has increased
given AWW's capital program of up to §1 billion per year. Certain states also-allow for surcharges related to the
cost of power, chemicals, and purchased water. For the next few years, we expeet AWW to file additional rae cases
and request additional recovery mechanisms to cover rising operating costs, capital expenditures, and pension and

other postretirement obligations.

Consolidated financial metrics arc improving, and are acceptable for the ‘BBB+’ rating. RWF, AG's agrcements to
not file rate cases for up to three years following its acquisition of AWW in 2003, as well as significant goodwill
impairments, resulred in a deterioration of the financial profile. In 2008, regulatory commissions granted AWW
$200 million of rate increases and the company currently has filed requests for an additional $280 million. The
company asked for the rate incréases to cover rising operating costs, capital expenditures, and pension and other
postretirement obligations. in November 2009, RWE announced an offering to sell its remaining holdings of AWW.
Nuite of the procecds from the sale will benefic AW, and the announcement is consjstent with cut cxpectation and
RWE's previously statcd plan to fully divest its ownership of AYWYW.

For the 12 months ended Scpr. 30, 2009, AWW's }xdjusrcd funds from operarions {FFO) tataled $690 million. FFO

~
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Suntmary: American Water Works Co. Inc.

to debr was 11.3%, which is acceprable for the rating. Total debr ro capital also -improved ta 60% as of Seprt. 30,
2009, compared with the 63% as at March 31, 2009, with the completion of $250 million equity issuance in June
2009. The uncertainties associated with the timing of the company's rate cases and the substantially higher capital
plans are significant risks that may prevent adequate impravements to the campany’s financial profile. We expect
FFO to benefit from additional rate increases, although a sustained improvement in consolidated FFO to debt may

not materialize given the company's financing needs.

Short-term credit factors

The "A-2' short-term ratings on AWW and AWCC refleet sizable borrowing capacity under the company's revolving
credit facility and stable cash flows from regulated subsidiaries. However, AWW's cash uses include high levels of
capital spending, substantial upcoming debt maturities, and expectations that the company will institute a cominon
stock dividend. Capital expenditures are projected at around $35 hillion during the next five years for infrastructure
replacements, new facility construction, maintenance of water-quality and environmental standards, and system

reliabilicy.

For the 12 months ended Sept. 30, 2009, AW W generated $680 million of eash from operarions. AWW's internal
cash generation is insufficient ta meet its ongoing operating and capital needs, and therefore requires periodic access
to the capital mackets. Scheduled debt maturiries of $45 million in 2010 and $33 million in 2011 should be
manageahle given the company's good access to the markets. AWW's annual dividends rotal abour $130 million.
AWV issued abour $250 million of equity and about $400 million of debe in 2003, The company uses rhe proceeds
to fund some of its capital expenditure plans, as well as to reduce short-term debr. We expect AWW 1o continue to
fund its capital expenditures through a prodent mix of debt and equity.

As of Nov. 5, 2009, AWW had $803 million available under its $840 million revolving credit facilities. A small
portion {15%} of the revolving credit facilities marures on Sepr. 15,2012, wirh the balance duc Sepr. 15, 2013. The
company also has access to a $10 million short-term working-capital line of credir. The company is in compliance
with its various financial covenants, which include a maximum debr to capiral {with adjustrients) of 70% and

restrictions on liens, distributions, debt incurred at AWW, and asset sales.

Outlook

The stable outlook on AWW and AWCC reflects our expectation that the company will receive suppartive rate
increases over the next three years to address rising costs and incteased capital spending plans. The currene rating
<an accominodate some acquisitions, assuming management fuirds the acquisitions in a balanced manner. We could
lower the rating if financial performance stalls or deteriorates, which could resule from substantial debt-financing of
capital expenditures or acquisitions, such that FFO to debr falls below 9% and dcbt to capital rises above §5%. We
could also lower the rating if rare increases or allowed returns are set at levels substantially below the requested
figures and rate case filings take significantly longer to be resolved than currenrly expected. We could raise the rating
if higher-than-expected rate increases or favorable cosr recovery mechanisms aliow for a sustained adjusted FFO ro

total debt ratio of 12% and adjusted leverage herween 30% and 55%.

www.standardandpoors.com/ratingsdirect 3
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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 3Q results essentially in-ling with our EPS
farecast. As was the case in 2Q, 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 4 Vomillry
$38 million in approved rate case requests since June 30, bringing the j Parcanie
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 L dar

customers in September and Qctober.

Implications
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We have updated aur farecast to adjust for the lower water volume, which Euwdz‘ln‘:;u\;?;;:; : PR
H ; A ‘Nelmargin (%) - . . T
is essentially offset by lower Q&M expenses, updated rate case filings, ?nd .D:_bglglr:.apiwl - Pl
a slightly lower tax rate. Qur 20089, 2010, and 2011 EPS estimates remain : L . L '
unchanged at 3125, 5144, and $1 56, respectively. - - - ) 12/08 .- 1z,lmé 12;105. 12/11E
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We maintain our Neutral rating. Our 12-month price target is $21.50. Qur DROEMM . T L s2 63 887
price target is based on a combination of relative valuation metrics (both  —— - B E IR
P/E and EV/EBITDA), as well as a dividend discount model {56% dividend s 052 on b7 =
growth and 9% cost of equity). e s et ot 12 e

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.
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Armerican Watsr Works Co.,

Amerlcan Water Works Co., Inc.. Summary flnanclals

Ing. [AWK)

L T T 8 o R !
{ Profit modﬂ 18 it ’12/08 12/0sE 1208
" Total revenue ) 2,369 z,aas.s- 26609 - 28249 ° Cash & equivalenta 95 78 78 78’
£ Cost of goods sald. < 11,5751 {1,605.7) (1,699.8) [1.776.4] Accounts receivable §i 199.4 208.0 22737 2417
SGA . (199.1) {20z 3) {2128) _{2260) . ¥ inventory 28.9 323 343 n3,
. RED 00 00 00° © ¥ Other currem assets 1738 2479 IR + 2N
. Diher npereling prol’t.‘(expensel . ., 04 “'*Tnnl ttirent asIots . AT %9 - 5109 ... 5614
"ESO expense . . oo -, < Nel FPRE-} 101238 106844 11,3510 118500
EBTDA , 8344 - 1.068.7 . i IMe: lnlanglhles 6095 L 12507 - 1,250.1; 1,250.9 -
Depreciation & amartization 21.3) {237)° (385} § Total imvestments 0.0 "0e - 00 " oo
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November 11, 2009 American Water Works Ce., Inc. {AWK)

New developments reflected in our forecasts

Approved rate cases:
During 3Q 2008, 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 effective 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:

+ Jowa rate case: awarded 64.5% of filed amount

Awarded annualized revenues of $6.1 miilion 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 finatl rates
granted

— ROE: awarded 10.5%; requested 12.2%

Rates effective November 3, 2009

L

+« 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 November §, 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 3Q 2009. Since September 30, 2008, the company was
granted additional DSIC of $4.6mn. OQur 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 take up to 2 years {mid 2011} -
+  New Mexico: filed for $0.7 million in annualized revenues and 12.26% 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 expecte_d QOctober 2010
Goldman Sachs Giobal Investment Research
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Novernber 11, 2009 Armerican Water Works Co., Inc. {AWK)

Exhibit 1: American Water rate case requests from 2006 to present

$ millions

ey T A et 2 ARGt PRELTR RO E S HAE MWl Er iy RS aemn
State [ i Date ey Ailed o Gramted . T Fileds Granted: , Grant Date. > s““"“‘i
General Rate Cxses Filed in 2006 - R R e iy R = R ]
Onio 36| 551 $34] 667 110%) 3/4X07] Completed)”
New Jersey 3/31/06] 98.0 562 56.8%] 11.2%| 4/107] Completed)
New Mexico 5/30/06 1.3 13| 100.0%| 10.0% S1/07] Completed|
Arizona (Antherm) &/16/06 7.0 43| 61.4% .8%) 6/4/08| Completed
Arizona (Sun City) 7i28/06) 3g 24| 61.5%)] 8% 4/1708] Completed|
Texas 1016406 $0.8 807 | 67 6% 2.0% 1/1/97| Completed|
Tennessee 11722106, 6.4 41 641%[ 11.0%] 5723M7| Completed| *
Indiana 12/5/08) 247 14.0] 557%[  11.5% 12/1/07[ Complete
Missouri TZ506] 415 214 TEem 113% 1171707 | Completed]
Tatal Granted (2006) $189.7  §$107.8 ssﬁl

Total Pending {2006) 50.0 $0.0 -

6/1/08| Complated

Generai Rate Cases Filed In 2007 t .
Caiiformia * 141407 $16.4

hetal v

$15.0]_100.0%] _ 11.8%

10.2%

Michigan 1s8/07 0.2 02] 1000%[ 12.0%| 10.0% 1/8/07| Complated
Marptard 328107 0.6 06) 100.0%[ 11.8%| 4108% 10/1/07] Completed]
Pennsytvania 27107 59.2 3.0 60.8%| 11.8% N, 11/30/07| Compieted]
|Arizonia (Sun City] AT 22 1.8 86.4%| 13.8%| 10.8%] 6/1/08] Complated|
Kentucky 43007 132 8.0 806%| 11.4%|  100% 12/1/07| Completad
Long |slang ** SMI07 [ B8] £88% 11.0% 9.5% 4/1/08] Completed|
West Virginia BT 241 145] 602% 113%| 10.0% 228/08| Cempleted
lowa 83007 61 43| 70.5%| 11.3%| 104% 2/1/08| Completed
lllinois 83107 328 21.6| 659%| 11.3%[ 10.4% 8608 Campleted
Chio 1041107 55 53] §56% 113%| 10.9% 1141308| Campleted
Hawail ™* - - g 171/07] 1.3 0.7 50073 10.6%]-. 1171708 Pending|

* Cafifornia rale intreasa mclxles step increase of $2.0mn effective in 2009 and $2.5mn effecinve in 2010
** Long Island rate Increase inciudes slep increase of $1.0mn in 2009 and $1 Omn in 2010
“+* Hawaii temporary rale increase of 30 7mn put in place Oct. 2008 and will be sutject lo adjusiment upon issuance of final are

'

Total Granted (2007) $169.9  §1120 65.9%
Total Pending {2007) $1.3 $0.7  50.0%

. General Rate Cases Flled in'2008 i~ 5w 1 - -~.of . o L DWTaiEe sy Sl U B
Michigan 111/08 $0.2 $0.2] 10Q. 10.0% +0.0% 1/1/08] Completed|
New Jersey 1/14/08] 1250 721 57 7% 11.5% 10.3% 12/7M8] Completed
Califormia [Menterey Water) 1/30/08] 35.3 12.1 34.3%  11.5%  10.2%) 5/11/05] Completed
California {Monterey WW) 1/30/08] 18 1.7 04 4%, 11.5%|  102% 71809 Completed
California (Gen. Office} LTS 6.4 2.2 34.4%| 5%, 10.2% 511209| Campleted
Virginia £30/08] 43 3.4 78 1% 3%, 10.5% 11/1/08| Completed
Texas ™~ - - S ' 221108 . 098] -04 BO:0%[ ~200%] - - 6/30/08|  Pendin
Tennessee 314/08 7.6 17 21 6%)| 11.8% 10.2% 10/1/08| Completed
Misspuri a3108[ 49.8 348 60.3% 11 3% 10.0% 11/2808| Completed,
Pennsylvania - YWV 4/28/08 2.7 1.8] 704%| 11.5%] 10.6% 11/14/08] Completed
Cafifomla (ROE} 511708 28 0.1 3.6% 11.58% 10.2%] ] Completed]
Arizona . S SMI08| 20.0 *10.0 | - 60.0%].  11.8%]|- - o <. 911/09]  Pendin
West Virginia 5/30/08| 148 52| 353%| 11.8%[ 10.0%] 3726108 Compléﬁgi
New Mexico (Clovis) 6/30/08 2.2 14| 61.8%| 11.8%| 10.3% 5/12!09' Ccmgfetedl
Kentucky 10/31/08 8.5 10.3 55.7% 11.5%)| 10.0% 6/108] Completed

* Texas lemporary rate increase of $0.4mn put in place June 2008 and will be subject to adjustment upon 1ssvance of final erde

Total Granted (2008) 32714 §146.7  54.1%)

Total Pending (2008) $20.9 $10.4 50.0%

General Rate Cases Flied in 2008 i - s o i e S g
Callfomia {Sac, LA, Lark}.. 1/230% £32.7 $16.4 50.0% : 11/10|.  Pending
Fennsylvania 4124108 581 30.8| 530% 10.8% 11/6/09| Completed|
lowa 4130108 9.4 6.1 64 5% 10.5% 11/3/09| Completed|
Indlana C 4/30/09 46.9 - 235 50.0% 5/1/30| Pending
Maryiand 473009 a8 06| 771% 1G.8% 9i10/09| Completed
Qhlo - D - . srmme[ - B8l 44l .sD.0%] - - | 21110  Pending
Hiinols .. 3 Tt * 5/20/09 58.¢ > 29,3 50.0% . = BMM0 Pendingll
Michigan 62208 0.2 0.2 | 100.0%| 10.5%, 7/1/08| Completed
Arzgna. i, W gy TIZI09) 0T 20.6 L1403 | 7 80.0%[- e #:7f1/40] “Pendin
New Mexico {(Edgewnod) - -t B/21108 07] - 03] 50.0%| THAY

Wlssauri T EE 1@361;; o 487 A 50.0% ]

|Tutal Granted (2009) $68.6 3376 ﬂ.s?l

Total Pending {2008} SH7.0 . §1085 50.0%

Total Granted (2006 - presem] @, . 36308 34081  SIE%
TotalPending (2005 - present) - e 82392, $1196.  60.0%| -

Seurce: Company data, vanous Stete Public Uttty Commission news releases. Goldman Sachs Research estimates.
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November 11, 2009 American Water Works Co., Inc. (AWK)

Exhibit 1 outlines American Water's rate case requests from 2006 to the present. Pending
rate 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 tog 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 twp ago.

Key pending rate cases include:

e Arizona (filed in May 2008} for $20.0 million

= Califorpia (filed in January 2009) far $32.7 million
¢ Indiana {filed in April 2009) for $46.9 million

e |llinois {filed in May 2009) for $58.6 million

» Arizana (filed in July 2009) for $28.6 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 Township Water Authority)

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

Total combined purchase price: $0.935 million ($0.65 million recognized in 3Q 2009)

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 Authgrity 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 byA
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.

Geldman Sachs Global Investment Research 5
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Novemnber 11, 2009 American Water Works Co , Inc. (AWK}

— 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 Court Appellate Court and oral
arguments were held in October 2009.

— The Appellate Court ruling is still pending and the company did not pravide
additional color on expected timing for closure.

— Given the regulatory hurdies, Goldman Sachs Research estimates that the
acquisition will close in the 1H 2010.

Non-regulated operation & maintenance (Q&M) contracts:

American Water announced on October 1, 2009 that its Military Services Group was
awarded contracts for Q&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 (¢.$5.76 millionfyear or ¢.$1.44 million/quarter}

— Fort Meade, Maryland: estimated c.$650 million of additional revenues aver 50
year period {¢.$13 million/year or ¢.$3.25 million/quarter)
— Subject to price re-determination
Wa expect to see the full impact to non-requlated revenues from these contracts in the
second half of 2010, as we believe it will take several maonths far 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 miilion.
s+ Secondary Equity Offering {announced August 11, 2009)
— RWE reduced its stake in American Water 10 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
shareholderRWE on August 18, 2009, ’

— No primary shares were sold during this offering

« %26 million Tax-Exempt Debt Offering (closed September 10, 2009)
— Water facility revenue bonds issued by Owen County in Kentucky
- %.525% coupon with a 30-year maturity and 10-year call option

— Proceeds used to pay shert term debt related to construction of a water treatment
and transmission facility located in Owen County, Kentucky as well as to pay a
portion of the rem'ai'ﬁing costs of acquisition, construction, installation and
equipping of the water treatment and transmission facility.

s 528.5 million Tax-Exempt Debt Offering {closed October 1, 2009)
— Woater facility revenue bonds issued by lllincis Finance Authority

— 5.26% coupon with a 30-year maturity and 10-year call option

Goldman Sachs Global lnvestment Rasearch 6
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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 equiprment in Champaign County, lilinois and

certain other lllinois American Water service,
s  $134.2 million Tax-Exempt Debt Offering (closed October 20, 2009)

— Water facility revenue bonds issued by New Jersey
— 5.70% coupon with a 30-year maturity

s $10.5 million Tax-Exempt Debt Offering (closed October 20, 2009)
- Woater 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 3Q estimates and the results

reported by American Water.

Exhibit 2: American Water 3Q2009 actuals versus expected
$ millions, except per-share data

BT URMG  Trooede vaw v W IOMEAT  SIQOSE UMY Chg T SG0AATY - wBhg U Zmosh % Chi
Operaling Reverues . 580.0 7003 2.8% 6722 1.2% 5127 11.0%
Y/Y Growth 1.2% 42% - 303 bpa 82% - 502 bps 0% - 261 bps
Operabng and maintenance (340.9) {360.8) -5.5% (3422) 0.4% [330.8) 3.1%
Depreciation and emertizalion {74.0) (750 40,1% {68 4) 9.5% . (132 2.2%
Generel laxes {50.6) (56.0) -9.6% (49.4) 2.5% {51.7) -2.1%
% of revenues TA% B.0% - 55 bpa 1.3% + 10 bps 8d% -99 bps
_Galn (loss) on sale of aagels na ta (05  -2T1B6% (0.0) -7940.0%
Qperpting Profil 214.4 208.5 2.4% ns 1.3% 157.2 26 4%
Cperating Margin 31.5%  20.8% +176bps 31.5% ¢ Ibpy 257%  +5BBbps
Interesl, net 8.3} (r8.8) -3.3% {743 2.7T% {752} 14%
AFUDC 4.0 50 -20.7% T4 ~6.5% 5.6 ~2B.8%
Otner Inclexp (0.3) 2.5 112.4% 0.8 -137 8% (1.4} -78.0%
Pretax Income 141.6 137.1 1a% 1457 -2.7% B&.1 B4 6%
Provtslon for Income Taxes {50.2) {542) STA% (575} -12.8% (3.1) 47 0%
Tax Rate I54% 9 5% -A12bps 39.5% -412bps I3 6% - 426 bps
Nel income , Condnuing Qps ERE) [:RRH 10.4% 8a8.2 1.8% 520 76.2%
Preferred Divicend 0.0 0.0 0.0 0.0
Non-recuming/T¥acontinued Ops 0.b Q.0 a0 Q.0
Exvaordnary tems 0.0 a4g 0.0 a.0
Nel Income 918 8310 10.4% - BA.2 1.9% 52.0 76.2%
— N
Shares Cutstanding - Basic 1745 160.0 9.1% 1558.9 §.2% 1632 T.0%
Shares Qutstanding - Ditad 174.7 160.0 9.2% 1600 9.2% 163.2 T.0%
Shares Oulslanding - Baslc (EQP} 174.8 174.6 0.0% 160.0 8.1% 174.6 0.0%
Shares Catstanding - DAuted (EQF) 174.8 1746 0.1% 180.0 9.3% 1746 0.1%

032

EPS - Cgpﬁnyinu I?ps}-gasic N
EPSZ Cominulng Aps- Dikived £

765
YAV EPS Growth (dituled) 11.9%

EPS - Nel incama- Basic -“A.E8% 032
EPS - Net Incae. Oitutad - B% 0.32
ERITDA 2831 2834 2.1% 2809 A% 230.4 25.5%
Y7Y Growih 23% 1.2%  +208bps ga% -514 bpy Q7% - 640 bpe
EBITDA Margin 42.5% 40 5%  + 207 bps A.T% + 8T bps T E% + 493 bps
MARGIN ANALYSIS:
O&M as a % of Revanue 50.1% 51.5% - 1405ps 50.9% -Tabps 54.0% - 32 bps
EBITDA . 42.5% 405%  + 207 bps 41.7% + 87 bps I.6% + 433 bps
ERT 31 5% 20A% +176bps I1.5% +Jdbps 25.7% + 588 bps]
Pretax 20.9% 195% > 12Tbps 21.7% -8Zbps 14.1% + 8489 bps
Net-Contnuing Operatons 13.5% 1.8%  +163bps 13.4% * 36 bps B.5% + 499 bps|
Het Income 13.5% 11.8% +163bps 13.1% + 35 bps 8.5% +459 bpg
YOY GRAWTH
Revenue 12% 42% - 303bpe ]
EAIT 171% -1.5%  +280bps
EBITDA 3% 12% +Z08hbps
DaA 9.5% 26% =14 bps
Pretax mcome 2.7% -59%  +320bpa
Neat Income 35% -59% +9581hps
EPS -4.8% -59% +108bps

Souvrce: Company fitings. Goldman Sachs Rasearch gslimates.
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American Water financial model

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

HNCOME STATEMENT “fi- ™I issmr =22 pnogh ™" 30074 "™~ 2008A " ™' 2008 7™ 36108 " 2094E "4+ 20126

Operaling Revenues 20931 22142 23369 2,4359 26609 28249 29733
Y/¥ Growth -20% 58% 5.5% 42% 92% 62% 53%
Qperation and maintenance {1174 5) {1.246.5; {1,303.8} {1,313.0) {1.381.4) (1,425 4) (1,478.9)
Depredation and emortzaton (259.2) {267.3) {271.3} {293.7} {318.5} (347.0) (375.5)
General taxes (185.1) (163.3) (199.4} {202.3) (2129 (226.0) (237.9)
% of revenues 8.8% 83% 8 5% 8.3% 8.0% 8.0% 8.0%
Gain (loss) on salz of assets 0.1 1.3 0.4 1¢ 00 2.0 0.0
Qperating Profit 474 2 5245 5831 627.9 7482 a822.% 881.0
Operating Margin 22.7% 23 7% 24.1% 258% 28 1% 29.1% 29.6%
Interest, net (3710 (288.0) (281.7) (305.8) (338 By (355.0) (368.5)
AFUDC 86 12 227 197 200 200 20.0
Olher inc/exp 0.9 62 47 08 60 6.0 £.0
Pretax Income 1127 2538 299.4 3az8 4354 4935 540.5
Provisian fer Incame Taxes (51.1} (84.5) {123.4) (132.1) (174.2) {197.4) (216.2)
Tax Rale 45.3% 3T 2% 41.2% 38 6% 40.0% 40.0% 40.0%
Net Income, Continuing Ops &17 159.3 1781 21086 261.3 2961 3243
Pralemed Divdend Qo 0.0 0.c 0.0 0c [#14] 0.0
Non-ecurring/Discortinued Ops B4 (0.6) 0.0 00 Do 00 0.0
Exiraorginary ltems (217 5) {501.5) (738 5) {443.0) 1] G0 oo
Net income - ReEned {162.2) {342.8) {5682.4) {232.4) 2613 2961 324.3
Shares OQuislanding - Basic (Avg) 1600 1608 180.0 168.1 1818 1877 1866
Shares Outstanding - Diluted (Avg) 160 6 1600 180.0 168.2 1821 1501 187.4
Shares Qutstanding - Basic (EQP) 160.0 1600 160.0 1746 1826 1528 2004
Shares Qutstanding - Dided (ECF) 1500 1500 166.0 1746 186.8 1634 2013
EPS-CoptrungOps-Basic . 089 100 110 425
EPS - Continuing Ops . Diluted 7, ™0 07 5 008 Y, TR b0 0T e
Y/¥ EPS Growth (diluted) -<0.1% 158 4% 10.6% 13 8%
EPS - Net Income - Reporied - Basic 1. -2 14 -3.52 -138
EPS - Net Income - Reported - Diluted -1.01 -2.14 -3.52 -1.28
EEBITDA 7334 798 ax.4 921.6 1,066.7 1,169.5 1.256.6
Y/Y Grawth -3.3% 8.0% 54% 10.5% 15.7% 9.6% 7.4%
EGTDA Margin 35.0% 35.8% 35.7% 37.8% 40.1% 41.4% 42.3%
MARGIN ANALYSIS:
O&M as 8 % of Reverue 56 1% 56.3% 55.8% 53.9% 51.9% B0E% 49 7%)|
EBITDA as % of Reverue a50% 35.8% 35.7% 37.8% 40.1% 41.4% 42.3%,
E8IT es % of Revenue . 22 7% 23 7% 24.1% 25.8% 28.1% 29.4% 29.6%
Pretax as % of Revenue 54% 11.5% 128% 14 1% 16 4% 17.5% 18.2%
Net Income - Cont Ops as % of Revenua 2.9% 72% 7.5% 88% 9 8% 10.5% 10.9%
Net Income - Reported as % of Revenue -7 8% -15.5% -241% -8.6% 9.9% 10.5% 108%
YOY GROWTH
Revenua -2.0% 5.8% 5.5% 42% 92% 6.2% 5.3%
EBIT -4.6% 106% 7.4% 11.5% 19.2% 9.9% 7%,
EBITDA -3.3% 8.0% 5.4% 10.5% 15 7% 8.6% 7 4%
D&A D.8% 31% 1.5% 83% B8.4% 8.9% 8.2%)
Pretax Income -0 1% 125.1% 18.0% 14.5% 27.0% 13.3% 9.5%|
Nel Income - Cant Ops -10.1% 158.4% 10.5% 19.6% 24.0% 13.3% 8.5%
EPS -40.1% 158.4% 10.68% 13.8% 14.6% 85% 5.5%|

Source; Company filings. Goidman Sachs Ressearch estimeates.
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American Water Works Co,, Inc. IAWK)

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

$ millions

(BALANCE SHEET ™. ™'~ == 55k """ od7a *2008K "% " 2004E T T HiiE T TERTIE T HRAE

Cash ang cash equivalents 298 13.5 9.5 78 7.8 78 7.8
Restncted funds 21 33 05 39 3B9 389 8L
Ltility customers accounts receivatie 1305 126.7 130.6 1365 149.4 162.5 1711
Unbilted ulility revenues 1232 1343 134.2 140.0 153.2 166.7 1754
Malerials and supplies 230 27.5 289 323 34.3 31.3 324
Other receivables, net 54.5 69.7 B8.¢ 7.8 783 851 89.6
Cther curmeill assels 356 355 51 69.0 690 B2 Q 69.0
Assels of Disc. Ops 128 0.0 0.0 0.0 0.0 949 0.0
Total Currenl Assels 412.4 430.4 417.7 4959 530.9 551.4 584.3
WUitity plart, net 88053 5.199.9 8,991.8 10,540.9 11,2066 11,714.6 12,194 1
Naonulility progerty, net 1152 118.1 132.1 144 4 144 ¢ 144.4 144.4
Net Property Plant & Equigment B72086 93180 10,1239 10,884 4 11,3510 11,8590 12,338.5
Regulatory Assels 587.2 661.0 919.7 o563 956.3 9563 9563
Resincled Funds 7.2 103 10.6 359 359 3538 359
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 - 00 0.0 0.0 a0 0.0 00 00
Other Assets B3.2 748 0.4 59.8 798 £9.8 119.6
Tatal Assets 12,783 1 12,9513 13,2316 13,482.5 14,2040 14,762.5 152849
Short-term Detrt 1,007 1 3o 554 8 4309 130.9 130.9 130.9
Accounts payable 1407 168.2 1498 125.5 133.3 1371 141.8
Accrued liabililies 629 1069 106.1 165.3 165.3 165.3 165.3
Cther cument liabil ves 150.5 181.8 184.0 185.2 185.2 185.2 185.2
Liahilitios of Disc. Ops 2.5 0.0 0.0 0.0 0.0 0.0 0.0
Total Current Liabiliies 13637 7r4.5 1,104 8 606 6 814.7 618.4 6232
Long-term debl 48709 4,699.1 4643.2 5.350.3 56B5.6 5.854.0 6.0'8.0
Atvances for construclion 615.7 655.4 8222 6338 '633.8 6338 63348
Deferred Income taxes 5834 638.9 705.6 81138 811.8 anae 81148
Delemred investment lax credils 36.5 354 340 328 3azs 28§ 328
Regulalory liability-cost of removal 1656.9 266.7 307.3 3179 3179 3179 379
Accrued pension expense 3148 207 502.1 490.8 4808 490.8 4908
Accrued postretiremert benef® expense 1449 158.5 241.2 235.2 2352 235.2 2352
Other long lerm liabilites 110 4 67.1 48.5 47.4 47 4 47.4 474
Contnbutians in Aid of Construction 754.2 8184 911.4 943.3 588.3 1.013.3 1,038.3
Tota Liabifties 88611 8,404.7 91253 9.490.3 98584 10,055.6 10,249.4
Preferrad Equity 46 46 46 46 46 4.6 46
Shareholaer's Equity 374 4,542.0 41020 3,9497.6 4.341.0 4,702.4 5,030.9
Total Liabilues & Equit! 127831 128813 13.23£B 13,482.5 14 204.0 1476825 152849
CASH FEOW STATEMENT ™77 ™ "1 ™~ 2006A™" "™ 2007A" ~ = "2008A " "2009E ™" 2MOE " 7 20H1E " 20126
Sources;
EBITDA 7334 791.8 8344 92186 1.066.7 1,169.5 1,256.5
Interest Income 0.4 1.9 0.1 0.9 01 0.1 0.1
Teotal Seurces 1337 7937 8345 921.7 1,068.8 1,189.8 1,256.8
Uses: .
interest Expense Paid {371.4) {289.9) (291.2) (305.9) (333.9) (355.1) (366 7N
Baok Taxes (51.1) (94.5) (123.4) (132.1) (174.2) (197.4) (216.2)
COther Non-Operating Expenses 1091 477 126.7 137.6 6.0 6.0 60
Change in Curment Accounis (ex taxes) {96.6) 168 55 (4.2} (27.1} {26.7} (18.1}
Capital Expendiures {682.9) {750 8) (1,008.6) (615 0) {675.0} (825.0) (825.0)
% of fotal revenues 32.6% 33.9% 43.2% 33 5% 329% 292% 27.7%
Total Uses (1.092%) (1.0708; (,291.1) (1,1298) (1.409.2) (1,398.2] (1,420.0)
Free Cash Flow [353.9) - 217 A) 1456.6) (267.5) (Pazay . (228.7} 1163.3)
Y growih 1213 1% -22.8% 64.8% -54.5% 64.7% -33.2% -28.6%
Nedt Investments (26.2) 10.4 (12.3) 673 0.0 0.0 0.0
Acguisitions (12.5) (15.9) (12.5) {7.6) (110.0) (30.0) (30.0)
Dwvidends . 0.0 0.0 {64.1) (1373 (157.9) (174 4) {190 4)
Qiscortinued 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
fCaeh Flow before FIAanclng i —mawari i -« [3671.7) vwiirsi (212.8) =tv-- {545 5] = voe: (ZB5E] o (610:3) rbr-; {433A) s [IBIB);
Contributions in aid of construction 474 a5a a1 15.0 250 250 250
Net new Dent 2855 1,004.0 2929 251 3353 168.4 164.1
Net New Equity {05 (7833} 2456 243.7 250.0 2337 1947
Net Change in Cash (35.3) [16.3) (3.9} 17 0.0 (0.0) {0.0)
Beginping Casn 65.1 298 33.5 9.5 76 7.8 76
Ending Cash 296 13.5 8.5 7.8 7.6 7.8 7.8
Source. Company filings. Goldman Sachs Research estimstes.
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Novemnber 11, 2009 American Water Works Co., inc. (AWK)

Reg AC | ‘

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. | also certify that no part of my compensatiaon was, is or will be, directly or indirectly, related to the specific
recommendations of views expressed in this report,

Investment Profile

The Goldman Sachs Investment Profile provides investment context for 2 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 cal¢uiation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows:

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

Quantum

Quantum is Goldman Sachs' praprietary database providing access to detailed financial statement histories, farecasts 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

Covel:age group(s} of stacks by primary analyst{s}

Maria Karahalis, CFA: America-Small Companies.
America-Small Carmpanies: 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 Golgman Sachs Group, Ing. (with its affiliates, "Goldman Sachs'j and companies
covered by the Global Investment Research Division of Goldman Sachs and referred to in this research.

Goldman Sachs has received compensation for invesiment banking services in the past 12 months: American Water Works Co., Inc. ($12.91)

Goldman Sachs expects to receive gr intends to seek compensation for investment banking services in the next 3 months: American Water Works
Co., Inc. ($19.91)
Ggtdman Sachs had an investment banking services client relationship during the past 12 months with: American Waier Works Co., Inc. ($19.91}

Geldman Sachs bad a non-securities services client relationship during the past 12 months wilh: American Water Woerks Co., Inc. {($19.31)
Goldman Sachs has managed or co-managed a public or Rule 1444 offering in the past 12 months: American Water Works Co., Inc. ($19.91)

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

Distribution of ratings/investment banking relationships

Goldman Sachs Investment Researeh global coverage universe

Rating Olstribution Investmem Banking Relatianships
Buy Hold Sell Buy Hald ) Selt
Global 0% | 53% 17% 51% |  52% 43%

As of October 1, 2009, Goldman Sachs Global Investment Research had investment ratings on 2,674 equity securities. Goldman Sachs assigns
stacks as Buys and Sells an variaus regional Investment Lists; stocks not sg 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’
betow.

Geldman Sachs Global Investment Research
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Price target and rating history chart(s)
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Regulatory disclosures

Disclosures required by United States laws and requlations

See cormpany-specific regulatory disclosures above for any of the following disclosures required as to companies referred ta in this report: manager
or co-manager in a pending transaction; 1% or other ownership; compensalion for certain services; types of client refetionships; managed/co-
managed public offerings in prior periods; direciorships; 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,
professianais reporting to analysts and members of their households from owning securities of any company in the analyst's area of coverage.
Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investrment banking revenues. Analyst
as officer or directer: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their households fram serving as
an officer, director, edvisory board member or employee of any company in the analyst's area of coverago. Non-U.S. Analysts: Non-U.S. analysts
may not be associated persons of Goldman, Sachs & Co. and therefore may not be subject ta NASD Rule 2711/NYSE Rules 472 restrictions on
communications with subject company, public appearances and lrading securities held by the anglysts,

Distribution of ratinga: See the distribution of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in
prior periods, above, or, if electronic format ar if with respect to multiple companies which are the subject of this report, on the Goldman Sachs
website at htip/Awww.gs.comiresearch/hedge.html,

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. Austraiia: This research, and any access to it, is intended only for "wholesale clients” within the meaning of the Australian
Corporalions Act. Canada: Goldman Sachs Canada Inc, has approved of, and agreed to take responsibility for, this ressarch in Canada if and to the
extent it relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepling payment or
reimbursement by the company of travel expenses for such visits. Hong Kong: Further information on the securities of covered companies referred
te in this research may be obtained on request fram Goldman Sachs (Asizj L.L.C. India: Further infermation on the subject company or companies
referred 10 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 to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch, Rugsia:
Research reports distributed in the Russian Federation are net advertising as defined in the Russian legislation, but are information 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.
Singapora: Further information on the covered companies referred to in 1his research may be obtained from Goldman Sachs {Singapore) Pie.
{Company Number: 198602165W). Taiwan: This material /s for reference only and rmust 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 categarized 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 canjunction 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 Geldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report,
are availabte from Goldman Sachs International on request.

European Union: Disclosure information in relation to Article 4 {1) {d) and Article 6 {2} of the Eurgpean Commission Directive 2D03/126/EC is
available at http:/fwwwv.gs.cam/client_services/globat_investment_research/europeanpolicy.html which states the European Policy for Managing
Conflicts of interest in Connection with Investment Research.

Japan: Goldman Sachs Japan Co., Ltd. ia a Financial Instrument Deal der the Fi ial Instrument and Exchange Law, registered
with the Kanto Financial Bureau (Registration Mo. 64), and is a member af Japan Securities Dealers Association (JSDA) and
Financial Futures Assaciation of Japan {(FFAJ). Sales and purchase of equities are subject to ission pre-determined with
clients plus consumption tax. See company-specific disclosures as to any applicable disclosures required by Japanese siock exchanges, the
Japanese Securities Dealers Association or the Japanese Securities Finance Company.

Ratings, coverage groups and views and related definitions

Buy (B), Neutrel {N), Sell {S} -Analysts recommend $10¢ks 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 ils coverage group as described belaw. Any stock not assigned as
a Buy ¢r a Sell on an Investment List is desmed Meutral. Each regional Investment Review Committee manages various$ regional Investment Lists to
2 global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; hawever, the distribution of Buys and Sells in any particular covérage
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November 11, 2009 American Water Works Co., Inc. (AWK)

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

Retumn patential represents the price differential between the current share price and the price target expected during the time hotizon associated
with the 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 Investment List mernbership.

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at

hitp:ffwarew gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment ocutiook
on the coverage group relalive to the group's historical fundamentals and/or valuation. Attractiva {A). The investment outlook over the following 12
months is favorable relative to the caverage group's historical fundamentals ancd/or valuation, Neutral (N). The investment outlook over the
following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious [C). The investment outlook aver
the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.

Not Rated (NR). The invesiment rating and target price have been removed pursuant 10 Goldman Sachs policy when Goldman Sachs is acting inan
advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspegded (RS). Goldman
Sachs Research has suspended the investment rating and price target for 1his stock, because there is not a sufficient fundamental basis lor
determining an investment raling or target. The previous investment rating and price target, if any, are no longer in eflect for this stock and should
not be relied upon. Coverage Suspended {€5). Goldman Sachs has suspended coverage of this company. Not Covered (NC). Goldman Sachs does
not cover this company. Not Available or Nat Applicable {(NA}. The information is not available for display or is not applicable. Not Meaningful
(MM). 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, commodities and portfolio strategy. This research is disseminated in
Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897} on behalfl of Goldman Sachs; in Canada by Goldman Sachs Canada Inc. regarding
Canadian equities and by Goldman Sachs & Co. (all other research}; in Hong Xong by Goldman Sachs {Asia) L.L.C.;in India by Goldman Sachs
{India} Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., L1d.; 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 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 Xingdom ard European Union.

European Union: Goldman Sachs Inlernational, 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 fiir
Finanzdienstleistungsaufsichi, may also distribute research in Germany.

General disclosures

This research is for our clients only. Other than disclosures refating to Geldman 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 refied on as such. We seek lo 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 the analyst's judgment.

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have
investment banking and ather 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 (http/Avww.sipc.org).

Qur 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
pregrietary 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, 2nd employees, excluding equity and credit analysts, will from time to time have long or short pasitions 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 the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. It does not canstitute 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 1o in this research and the income from
themn 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
httpfwww. theocc.com/publications/risks/riskchap1.jsp. Transactions cost may be significant in option strategies calling for multiple purchase and
sales of options such as spreads. Supparting dotumentation will be supplied upon request.

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

Disclosure information is also available at http/Avww.gs.com/research/hedge. himi or from Research Compliance, One New York Plaza, New York,
NY 10004, )

Copyright 2009 The Goldman Sachs Group. Inc.

No part of this materiel may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior
written consent of The Goldman Sachs Group, Inc.
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COMPANY UPDATE
American Water Works Co._, Inc. (AWK)

Neutral

Raising 2009/2010 estimates to reflect stronger operating margins

What's changed

American Water reported 102009 EPS of $0.19, above our $0.17 estimate, Mish
excluding goodwill impairments. The key driver of this outperformance Frﬂ“ﬁhi PR | G .
was lower than expected O&M and depreciation expenses. Rate cases ::::::; B ) ::‘:::; A
approved during 2008 drove strong revenue growth (+8.6%), more than " ettty 1 votmiey 5

offsetting volume declines {-3.5%) in the quarter. The Trenton acquisition Pricadla . 2k 40h B s etk

{$80 millian) was approved in April and should close by the end of June. B American Wafer Worka Co. Ine. 1AWKI.:

el Amaricos SmpII!‘C’lp Post Group Average

i¥ Raturns Return on Capiel For & complete descriplton of [he
. . : imveatment profita mansures plepss rekero ©

Implications tha gisclosura section of this documen;. *
We have increased our 2009 EPS estimate to $1.46 from $1.34 to reflect the
1020089 $0.02 beat and our assumption of lower O&M and depreciation T;j_;’;; S S b @;;;;'
expenses as a percent of sales for the remainder of the year. We have also i 12 month pice targer (8 o o o
increased our 2010/2011 EPS estimates 1o $1.52 and $1.62, respectively g Merkenen 8 SR i
from $1.47 and $1.55 previgusly. AWK has an important opportunity to ’ : ‘ e SR
increase its rate base and returns through infrastructure investment and TReverue (SmnjNew . 23368 28643
. . . Revenua ($ mn} Cid 23954 2,004.2 5
filing rate cases. We forecast strong revenue and net income growth over | s isnew : 162
the next 3 years, but we believe EPS growth will be tempered by the need :;Sl:‘ o Jﬁ‘
to raise equity to fund the company’s capex program and restore its equity . FvEaTDa Do A g
. - “ADE % g
to cap ratio to 45% over time. : s e 57;.
- . 5109 1U09E -
Valuation EPS (5] - 0.19 031,

We maintain-our Neutral rating. Our vpdated price target of $21 is based
on multiples {P/E 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 assurned 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 firancing risk associated with funding the large
capital investrment program. Upside to our price target could come from y
faster-than-expected price recovery through rates, lower O&M expenses,
and strong free cash flow generation that reduces the need for new equity.

—— Americen Warer Yiorks Co., Inc. (L) ~ = S&7 5001

faa . P AN

3 month__8 manth 12 marth *

Bhars price psrformance (%) ;.

 Ahsolu g, F mi 411 27 .
INVESTMENT LIST MEMBERSHIP o 10 882500 e e wad
Neutral . . | e O i, Giskhrais BT R S e, Kot Prict i O $042009 o | |
Caverage View: Neutral
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American Water Works Co.,

Amerlcan Water Works Co., Inc.. Summary financials

Inc. {AWK}

e
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Disclosures -

The prices in the body of this r.'eporr are based on the market close of May 8, 2008.

Investment view

We rate American Water shares Neutral with a 12-month price target of $21, upside of 13%.
We forecast robust revenue, EBITDA and net income growth in the coming years, but

given the large capital investment program of $4.0-$4.5 billion over five years and the need
to restore the company’s equity to capitai ratio to 45%-50% from 40% at March 31, we
expect future primary equity issuance will dilute EPS growth, as shown in Exhibit 1. Qur
forecast assumes that American Water gradually returns to a 45% equity ratio by 2012,

We also believe that the overhang associated with RWE'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 {the 24 month
e}nniversary of the IPQ), we believe that RWE will try to monetize its stake prior to this
deadline.

We would be mare 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

SRS B R 2008, By 2007 A s 20084 itgilih 2008 Lispe sy 20108 esien 2011E pondly 2012834,
$ in milions, excapt per share data
Revenue ) $2,093.1 $2,2142 $2,336.9 82,5386 §2,696.8 $2.8543  $3016.2
Operating Profit 4T42 524.5 563.1 681.4 749.0 BI7.4 865.4
EBITDA 733.4 To1.8 BI44 6604 1.067 1 1.164.0 12445
Net Income. Cont. Ops 61.7 159.3 1761 2489 276 7 3056 az6.1
Diluted Shares 160.0 132.4 186.4 164 5
i T i —p Nl i
EPSETL T 0 e 110 2 L S K
yoy thange, %
Revenua -2.0% 5.8% 55% B.6% 6.2% £.2% 5.3%|
Operating Profit -4.6% 10.6% 7.4% 21.0% 8.9% G 1% 6.4%
EBITDA -3,3% 6.0% 5.4% 16.2% 10.1% 5 1% 6.9%|.
Net Incame, Cant. Ops 40.1% 158.4% 10.5% 41.4% 11.2% 6.7%
s | ety |t e e e oo .
ebe T T I e e v o BT e a4
imargins, % of sales
Operating margin 22.7% 23 % 24 1% 26.8% 27.8% 28.5% 28 8%
EBITDA margin 35.0% 35 &% 35.7% 38.2% 39.6% 40.5% 41.3%
Ne1lncome margin 2.9% 7.2% 7.5% 9.8% 10.3% 10.7% 10.4%
Source: Compeany filings. Goldman Sachs Research estimates.
Al
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Growth through rates, capital investment and tuck-in acquisitions

American Water has an important opporiunity to invest in water infrastructure, foliowing
many vears 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-in 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 supported strong revenue growth during the first quarter of 2009, offsetting the
volume declines during the period. Since the beginning of 2009, American Water has filed
six new rate cases in Pennsylvania, India'na, Califarnia, lowa, 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
wiil 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 periad, in a particularly
difficult economic environment,

Incremental infrastructure investment

We continue 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 rmillion in 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 ecenomic
pressure on municipalities to bridge their brdget 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.

4
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American Water Works Co., Inc. {AWK)

Exhibit 2: American Water rate case requests from 2006 to present
$ millions

S e A T AFGUMEL ™ Afholint ™7 T ROE T ROE "‘“Exp6€{é‘d*"““‘“7“‘:u;’i

tal ‘EA, e
Stater, .. Date Fited ™ "riiods:. Granted::. . *Granted Grant Date

General Rate Gages Filed [ty 2008 jrneeediiy- Lk
Dhio 31 .'06 $5.1 SG 7% Compieted
New Jersey IB106 99.0 568%] 11.2%] 100% 4/1/07] Completed
New Mexico 530106 1.3 100.0% 10.0% 9.7% 5187 Completed
Anzona (Anthem) [SRls 7.0 4.3 61.4% 11.8% 8.8% 6/4/08| Completed
Arizona (Sun City) 7128106 3.9 2.4 61.5% 11.8% 10.6%| 4/1/08] Campleted
Texas 10/116/08 $0.8 30.7 B7.5%| 120%] 12.0% 1/1/07] Completad
Tennessee 11/22/06] 6.4 41| 641% 11.0% 9.6%) 5/23/07] Completed
ndiana 12/5/06 24.7 14.0 568.7% 11.5% 10.0% 12/1/07| Completed|
Mlssouri 12/15/08] 41.5 21.4 51.6% 11.3% 10.0% 11/1/07] Completed
Total Granted {2006} $189.7 $107.8 56.8%'
Total Pending (2006) £0.0 $0.0
General Rate Cases. Filed in 2007 e : L DLy s -
Calfomia 1107 $16.4 %£13.0 | 100.0% 11.5% 10.2% 6/1/08] Completed
Michigan 1/8/07 0.2 0.2 | 100.0% 12.0% 10.0% 1/8/D7] Completed
Maryland 3/29/07 .5 0.6 | 100.0% 11.8% 10.5% 10/1/07] Completed
Pennsylvania 442747 59.2 6.0 60.8% 11.8% /A 11/30/07] Completed
Arizona (Sun City} 4130007 2.2 1.9 86.4%| 11.8%| 10.8% 611/08] Completed
Kentucky 4130107 13.2 8.0 60.6%)| 11.4% 10.0% 12M11G7] Completed
Long Island 5/1/07| 9.6 6.6 658.8% 1.0% 9.5% 4/1/08] Cam leted
West Virginia 6/1/07 24. 14.5 60.2% 1.39 10.0% 3.’28:‘08' Completed
lowa 8/30/07 6. 43| 705%| 11.3%| 10.4%) 2/1/08] Completed
Winois 8/31/07 328 21.6 65.9% 11.3% 10.4% 8/8/08| Completed
Ohio 101407 5.5 5.3 95.6%| 11.3%[ 10.9%) 11/13/08| Completed
awaii - b, e o [ D TTTOR 3 | onbos 07 [ 5550.0% 0 10.6%] - b, o+ & 1111/08],., Pending
Iiotal Granted (2007} $169.9  $112.0 659%
Total Pending (2007} $1.3 $0.7  500%
General Rate Cases Filed irt zﬁa R (ﬁ‘?L e nian T vty R pe—_— eowzva 30 ammeds 7
New Jersey 1/14/08 $125.0 372.1 57.7%)| 11.5% 10.3% 12/7/08| Comgpleted -
Texas . 2121108 0.9 04| -50.0%]. 12.0%]| 6/30/08] Pendin;
California LMonterey, GO} |~ 1/30/08 43.5 21,8 | :50.0%]| < 11.5%] =.: - - 1/1/99] = Pendin
Californla [ROE) +: . "] ook B//08] o3 2.8 [ - 1.4+ 50.0%] -~ 11.6%]| 5/1i09| -~ Pendin
Virginia 1/30/08] 4.3 79.1% 11.3%, 718/08| Compieted
Michigan 11408 0.2 100.0%]  10.0% 1/1/08] Completed
Tennessee 3/14/08 7.6 21.6% 11.8% 10.2% 10/1/08] Completed
Missouri 3/31/08 49.8 69.3%] 11.3%] 10.0% 11/29/08| Completed
Pennsylvania - WW 4/28/08 2.7 70.4% 11.5%, 10.6% 11/14/08] Completed
Arizona - 51108 20.0 50.0% 11.8%[ , 8/109|. Pendin
West Virginia 5/30/08 14.8 351%| 11.8%] 10.0% 3/26/09 Completeg'l
New México (Clovfs) + |7 ,6/30/08) -1, 2.2 [ - 50.0%[ - 11.8% - oo F/1/08] - Pendin
Kentucky "5 oo~ ciic. oo 103108 185 o S00%] - 11.5%] e~ BI30M09] Pandingi
Total Granted (2008) $204.4 $119.0 58.2%
Total Pending (2008) . $87.9 $41.9 50.0%,
General Rate Cases Flled in 2008~~~ o e SO
California {Sac, LA, Lafk} L u2309] - $327 | $16.4 50.0%| 10.2% 1/4/10] ~ - Pendin
F'annsyfvania T ;L2408 $58.1 - 50.0%[. 12.0%] - .. ;114110 - Pendin
Jowa o g wg B 430409 $9.4.] - 5 50.0% [ 12.2%] -0 - - 311/10] i:::Pendin
lh'diana ‘fs ] 4/30/09| - - $46.9 [ 50.0%| ~1210% 5/t/10| - Périding
Maryiand r: . b . 4130/09 .30.8 - 50.0%| > . 11.8%). L :21tM10|: Pendin
Ohio . . . - l - BT09| . $8.8 50.0%|[ - .NIAJ ¢, - 1110 ’-;Pandi%
Total Granted (2009) $0.0 $0.0 0.0%
|Total Pending (2009) $156.7 $78.3 50.0%

Total Granted (2006 “present
Total Pending (2008 - présent)

Source: Company filings, various State Public Utifity Commissian news raleases, Goldman Sachs Research estimales.
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Declining water demand partially offsets strong rate increases

First-quarter water volume sold declined 3.5% year-an-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
ecanomic activity. The industrial segment represents 10% of total 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

oo | Emes o Water Sales Volumes 3iius & Operatirig Revenues
[Customer Class ¥ | % change yoy mes | s % of total mamm | mmear: % of total ks
Residential -1.5% 53.0% 57.6%
Commerical -3.6% 21.7% 18.3%

. |Industrial -12.9% 10.3% 4. 7%
Public & Other* 2.7% 15.0% 19.4%
Total -3.6% 100.0% 100.0%

* Public and Other includes revenue from wasfewater service

Source: Company filings.

0O&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 102008 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 OBM as a percent of sales as well as depreciation going forward.

We expect less commodity inflation préssure 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 expense has crept up but remains low

Bad debt expense (as measured by uncollectible accounts expense as a percent of
revenues) for the first quarter {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 environment. 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 cther 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. '

Goldman Sachs Global Investment Research
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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 fram current levels. Our price target
is based on multiples (P/E and EBITDA) and our dividend discount model.

We believe that the best way to value a water utility is a combination of multiples analysis
and a dividend discount model. In the past, we have focused principally on P/E as the
primary metric for comparative valuation, due to the regulated return framework which
sets an allowed ROE, or essentially a fair rate of return. Given American Water’s higher
level of leverage relative to comparable companies, we are also incorporatiﬁg 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 Mkt. Cap Enterprise PIE EVIEBITDA Dividend ROE Debt/Cap
Company Ticker  Price {mm} Value  2009E  2010E  2009E  2010E ¥leld {ad].) (8v)

s L §1E8S o §2.869 Lo $6/352 ~H4AT xetiin2d f“i‘i?ﬂfﬂﬁsﬂ:sx'i‘,‘;iig_giﬂ*'“T;B'E

{Anmerican Water Works Company -~
US Water Utilities

Mid Cap*
Agua America lnc WTR $ 18.08 32495 5 3833 21.7 x 20.0 x 10.7 x 9.8 x 2.9% 9.6% 55 6%
Califorra Water Service Group CWT $32.28 $775 %1091 18.0x 175x 83 x B2x 3.2% 10.0% 45.0%
American States Water Co. - AVWR $ 33.88 $ 590 5 825 19.8 x 17 5 x 8.8 x 82x 3.0% 9.2% - §2.4%
F Average of Mid Cap US Water Utilities e - : - : 19.8x 183 x 9.3x . BBX T, 0% - 96% 51.0%
i Median of Mid Cap US Water Uillities - - - 9.8 x 17.5x - 8.9x ‘8.2 x PA0% 8.6% 52.4% -
Small Cap
SJW Corp. SawW 52380 $ 440 56842 200 x 16.68x NI& WA 2.8% 8.4% 48.6%
Middlesex Water Company MSEX $ 1418 $193 § 356 156 x 148 x 106 x 98x 5.0% 8.5% 53.4%
Connecticut Water Service Inc CTWS 52052 5174 $278 182 x 177 x 139x 129x 4.3% 84% 50.0%
York Water Company YORW 11365 § 148 5241 20.6 x 208 x N/A N/A 37% 9.2% 57 0%
Southwest Water Company SwavC $527 $ 130 3320 117 x WA N/A N/a 1.9% 4.9% 48.4%
Aresian Resource Corp ARTNA 51448 %108 5215 157 x 14.5x NiA NA 4.9% 7.3% 59.5%
Average of Small Cap US Watér Utlliies . U L] S 17.0x 168 x 122x  lb.am’: 5 . 3B8% - . B.0% - 528% «
- Median of Small Cep US Water Utilitiss - <L LT . L > 169% - 168 x - 122x N 4.0% . B5% 51.7%

* Mid Cap = we daflne as companies with market cap >$500mn
Prices as of close on 5/6/2000

Source: FactSet, 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 American 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 @2 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% P/E and 50% EV/EBITDA).

The second vaiuation 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 gur DDM analysis to imply our price target of $21 versus our previous price
target of $24. Qur 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 currently under-earns typical authorized ROEs of approximately 10% and
the average for combarable water utilities of 9.6%. We estimate that American Water's
2008 regulated ROE was approximately 6% {7.8% 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% annualiy aover the next few years. Greater-than-expected accretive acquisition
opportunities, particularly from medium-sized acquisitions {i.e., Trenton for $80 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 1o our earnings estimates.

Risks to our view: Economic environment may slow rate relief

Adverse regulatory decisions/rate s“.hock

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 equity) regularly over the next several
years to fund its capital expenditura 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 -

While 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, 2008. The company has indicated that its long-
term target equity ratio is 45%-50%. We assuma that the company returns to a 45% ratio in
2012.

Galdman Sachs Global Investment Research 8
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American Water has approximately $1.2 billion of goodwill on the balance sheet, primarily
as a resuit of the company’s acquisition by RWE in 2003. Goodwill could be further
impaired in the future, which could have negative implications for American Walter'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
avent sooner. It appears 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 of time, goodwill impairments will be more likely.

As of March 31, American Water’'s book value per share was $22.87 following the
impairment charge. This compares with the company’s average price of $13.56 during the
first quarter, the closing price of $19.24 on March 31 and $18.55 on May 8.

Unfavorable weather conditions

Unseasonably wet ar 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 ard, in the
extreme case, force American Water to sell assets, negatively impacting the earnings
outloak. In 2008, California American Water Company sold its water and wastewater
operatiagns to the town of Felton {1,300 customers), following an extended court battle.
Saome political leaders in Homer Glen, lllinois, Anthem, Arizona, Scottsdale, Arizona, and
Tennessee have also been threatening to explore this option.

Financial model assumptions

Qur key model assumptions are as follaws:

Regulated business
Incremental revenue growth due to:

s Core growth - We estimate that core growth wil! 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.
s 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 cthers we
now assume that non-regulated revenue declines during 2009 and recavers in 2010,

s  Revenue growth — assume 6% decline in 2008 and 5% growth in 2010,

s Expense growth - assume 3% decline in 2009.and 4% increase in 2010.

9
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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 restoring 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 §% and the dividend payout trends down from 73% in 2008 to
57% in 2010.

3-year EPS CAGR (2008-2011E) of 13.8% ]

Driven by steady improvement to 9.4% regulated ROE, 7.0% average annual rate base
growth, and small tuck-in acquisitions; EPS growth peaks in 2009 (+33%) and slows to 4%
in 2010 and 7% in 2011,

Galdman Sachs Global Investment Research 10
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Exhibit 5: American Water annual income statement 2006-2012E

$ millians, except per-share data

BT 2006A 1T 20G7A Y S008I S00SE T 20108 T 2011 BT 2012E Y

Operating Revenues 20931 22142 23368 25388 26968 2,864 3 30162
Y/Y Growth -2.0% 5.8% 55% 8.6% 5.2% 6.2% 5.3%
Operation and maintenance {1,174.5) {1.24B.5) {1.303.8) (1,357 9 (1,414.0} (1.471.2} (1.530.49)
Depreciation and amertization (258.2) (267.3) (271.3) (268.0) (318.1) (346.6) (375 1)
General {axes {185.1) {183.3) {199.1) (211.6) (215.7) {229.1) (241.3)
% of revenues B8.8% 83% 3.5% 8.3% 8.0% B0% 8.0%
Galn {loss) on sale of assels 8.1} 73 04 0.2 00 0.0 00
Operating Profit 474.2 524.5 5631 €814 7490 B817.4 8694
Operating Margin 227% 23.7% 24,1% 26.8% 27.6% 28 5% 25.6%
Interest, net (371.0} (288.0) (291.1) (297.9) (3138) (334 1) (351.9}
AFLDC 86 11.2 227 202 200 200 20.0
Cthar inc/exp. 0.9 5.2 4.7 £6 80 80 6.0
Pretax Incame 127 2538 299.4 409 4 4612 5046.3 543.4
Provision for Income Taxes {51.1}) (94 5 (123.4) {160.5) (184.5) (200.7) (217.4)
Tax Rate 45.3% 7.2% 41.2% 38 2% 40.0% 40.0% 40.0%
Net Incoma, Cenliauing Ops 617 1583 1761 248.9 2767 3056 326.1
Preferred Dividend 00 00 c0 0.0 0.0 00 0.0
Norrrecurming/Discontinued Ops &4 08) iy 0.0 0. 0.0 Q0
Exraordinary ltems (217 5) (501 5) {738.5) {443.0 00 0.0 [#14]
Net Income - Reported (162.2) (342.8) {562.4) {(184.1) 276.7 3056 3261
Shares Cuistanding - Basic (Av) 160.0 160.0 160.0 1701 182.3 1859 1938
Shares Cutstanding - Diluled {Avg} 160.0 160.0 1800 1701 1824 188.4 1845
Shares Qutstanding - Basic (EQP) 160.0 160.0 1600 176.2 1582.0 1899 197.8
Shares Cutstanding - Diluled (ECP) 160.0 160.0 160.0 176.2 186.4 190.4 198.5
EPS - Comlinuing Ops - Bask: _ e 039100 152 1es
“EPS * Cantinuing'Ops “Dlluted , 7577 27T 0347, TERL607 Y A8 e
Y/7Y EPS Growth (diluted) -0 1% 158 4% 3.7% 5.9%
EPS - Net Income - Reporled - Basic -1.01 -2.14 1.52 164
EPS - Nel Income - Reporied - Diluted 1. -214 152 162
EBITDA 7334 791.8 8344 969.4 1,067.1 1,164.0
YrY Growth -3 3% 89% - 54% 16.2% 10. 1% 1%
EBITDA Mamgin 35.0% 35.8% 35 7% 38.2% 3965% 40 8%
MARGIN ANALYSIS:
O&M a5 a % of Revenue 56.1% ¥.3% 55.8% 52.5% 52.4% 61.4% 50.7%|
EBITOA as % of Revenue 35.0% 35.8% 35.7% 382% 338% 40.6% 41.3%)
EBIT as % of Revenue 22 7% 23.7% 24 1% 26.8% 27 8% 28.5% 28.8%
Prglax as % of Reverue - 54% 11 5% 12.8% 16.1% 17.1% 17.8% 18.0%
Net Incoma - Cont Ops as % cf Revenus 29% 7.2% 7.5% 9.6% 10.2% 10.7% 10.8%|..
Nat Income - Reported as % of Revenue 78% -18.5% -241% -7 6% 10.3% 10.7% 10.8%
YOY GROWTH
Revenue -2.0% 5.8% 85% 856% 62% £.2% 5.3%
EBIT -4.8% 10.6% 7.4% 210% 9.6% 9.1% €.4%
EBITDA -3.3% 5.0% 54% 16.2% 10.1% §.15% 6.5%
DaA 0.8% 31% 1.5% 6.2% 10.5% 9.0% 8.2%
Pretax Income -30.1% 125 1% 18.0% I6.7% 127% 104% 8.7%
Net Income - Cont Ops -40.1% 158.4% 10.5% 41.4% 11.2% 10.4% &7%
EPS -40.1% 158 4% 10.6% 32.9% 37% 6.8% 3.4%

Source. Comnpany filings.

Goldman Sachs Global Investment Research
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Exl'iibit 6: American Water balance sheet and cash flow statements, 2006-2012E

$ millions

IBATANCE SHEET i 2006A T T h0bT AT 2010E ¥4 g4
Cash and cash equrvalents 298 135 8.5 85 85
Restricted humas 21 3.3 1.4 14 14
Utility customers accounts recewable 1305 1287 153.4 164 8 173.5
Unbilled utility revenues 123.2 134 3 157.3 1690 178.0
Materials and supplies 230 275 3141 322 335
Other recervables, net 54.5 897 803 863 909
Cther current assels 6 355 566 566 56.6
Assels of Disc_Ops. 12.8 ad a0 00 0.0
Total Current Assals 4124 430.4 4886 5189 5424
Net Property Plant 8 Equipmant 87206 09,3180 10,1239 10,737.0 11,3229 11,8323 12,3122
Goodwill & Other Intangibles 25825 2,457.0 16885 1,2498 1,249.8 1,2498 12498
Investments 0.0 0o 0.0 00 00 G0 00
Other Assels 6876 728.8 990.7 1,014.5 1,034.5 1,054 & 1,074.5
Tolal Assels 127831 12.934.1 13231 8 13,468.5 14,096.8 146555 15,176.0
Short-lerm Debt 1,007 1 317.0 654.8 707.6 707.6 7076 7076
Accounts payable 140.7 168.9 149.8 150.0 1631 169.32 176.1
Accrued Kabilities 629 069 106.1 181.5 161.5 181.5 1645
Cther curen! lietilites 150 5 161.8 1940 165.0 185.0 165.0 1850
Liabilities of Disc. Ops 25 0.0 0.0 0.0 0.0 0.0 00
Total Current Liebilties 4,3637 7745 1,104.8 1,204 1 1,217.2 1,2234 12302
Long-lerm dabl 48709 48931 4646.2 47832 5,054.7 52724 5.435.0
Taxes peyable, Def. Taxes & Revs 27266 295138 33723 3 406.6 3418 3,456.6 3,481.8
Tolal Liabililies 8,961.1 8,387 5 8.125.3 93538 §.703.5 9,952.4 10.147.8
Preferred Ecuity 46 46 46 46 46 46 46
Shargholder's Equity A617.4 45420 4,102.0 4070.0 4,388.8 46986 50268
Total Liabilities & Egul!_y 12,7831 12,934 1 13.231.8 13,4885 14,096.8 14655.5 15,1780
‘CASH FLOW STATEMENT *WHiE e g0RA 147 2007A 7" 2008A 77" 2069E 7 " Iig10E 2091E 712012
Sources:
EBITDA 7334 7918 §34.4 969.4 1,067.1 1,164.0 1,244.5
Interest Income 04 19 9.1 0.1 0.1 0.1 0.1
Total Sources 73317 7937 8345 9658.5 1,067.2 1,164.1 1,244.6
Uses:
Interest Expenss Paid (371.4) (269°9) (291.2) {298.0) (313.9) 1334.2) (352.1)
Book Taxes 51.1) (94.5) (123.4) {160.5) (184.5) (203 7) {217.4)
Giher Non-Operating Expenses 1094 a47.7 126.7 565 6.0 1] 50
Change in Curreni Accounts (ex taxes} 166 6) 16.6 55 {(13.7) {8.3) {24.1) {16.6}
Capilal Expenditures 1682.9) {750.8) {1,0008.8) (620 Q) {875.0} {B25.0) (825.0)
% o/ total revenues 32.5% 33.9% 43 2% 32.3% 32.4% 26.8% 27.4%
Total Lises 40029 (1.0708)  {1.291.1) (1.2367) (1,3756) (138100 {14052
Free Cash.Flow . cdie i {369.4) . (277.4)0, - [456.6) v . (266.4) %o {3084} - {216.9).: - (1606)
Wy growth nm. -22 8% 64.8% —41.7% 15.9% -29.7% -26.0%
Net Investments (26 2} 104 (12.3) {€.7) 0.0 00 00
Acquisilions (12.5} (15.9) (12.5) 195.0) (30.0) (30.0} (30 0y
Dividerds 00 0.0 (64.1) (141.3) {158.0} {171 8} {187.9)
Disconlinwes Operations 02 a7 0.0 Q0 0.0 o21] 0.0
Tranglakon Adiustments 0.0 0.0 0.0 0.0 0,0 Jals] 00
{Cash Flow before FInanclng es:sims i i {367 .7) it ] } o [545. 6) ez« {BOB,5Y s wiw {496,4) it [418.8) - ~=w{ITB:H)’
Confributions in aid of construction 47.4 31 200 250 250 250
Net new Dabit 2855 1,004,0 2929 187.0 2714 2177 1836
Net New Eguity {0.5) {783.3) 245.6 300.5 200.0 176.0 189.9
Net Change in Cash (35.3) {16.3) (3.9 (1.0) 10.0) 0.0 Do
Beginning Cash 651 288 135 8.5 8.5 8.5 B.5
Ending Cash 29.8 13.5 9.5 8.5 8.5 8.5 8.5
Sowrce: Company filings, Goldman Sachs Research estimates.
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Reg AC | - *

I, Maria Karahalis, CFA, hereby cenify that all of the views expressed in this report accurately reflect my personal views abour the subject company
or companies and its or their securities. | also certify 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. ' B

Investment profile

The Goldman Sachs Investment Profile provides investment context far 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 compasites
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 @ composite of next year's estimate over current year's estimate, e.g, EPS, EBITDA, Revenue, Retum is a year ane prospective aggregate
of various return on capital measures, e.g. CROCIK, AQACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g. P/E, dividend
yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book. Volstility 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 compariscns between companies in different sectors and markets.

Disclosures

Coverage groupls) of stocks by primary analyst(s)

Maria Karahalis,-CFA: America-Small Companies.
America-Small Companies: American Water Waorks Co., Inc., Bristow Group Inc., Brunswick Corp., Cosan Limited, Cosan SA Industria e Comercia,
EnerSys Inc., FT1 Consuiting, Inc., Hertz Global Haldings, Inc., Jarden Carp., Seaspan Corp., USEC Inc..

Company-specific reqgulatory disclosures

The tollowing 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 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., In¢. {$18.55)
Goldman Sachs expecls to receive or intends to seek cornpensation for investment banking services ir the next 3 months: American Water Works

Co., Inc. ($18.55)
Goldman Sachs had an investment banking services client reiationship during the past 12 months with: American Water Works Co., Inc. {$18.55}

Goldman Sachs has managed or co-managed a public or Rule 1444 offering in the past 12 manths: 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 ratings/investment banking relationships

Goldman Sachs Investment Research global coverage universe

Rating Distribution Investmeont Banking Relationships
Buy Held Selt Buy Hald Sell
Global 2%% | s3% | 2% sa% | 8% | 43%

As of April 1, 2009, Goldman Sachs Global Investment Research had investment ratings on 2,718 equity securities. Goldman Sachs assigns stocks as
Buys and Sells on various regional Investment Lists; stocks not 50 assigned ara deemed Neutral. Such assignments equate o Buy, Hold and Sel! far
the purposes of the above disclosure required by 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 Tollowing disclosures required as to companies referred 1o in this report: manager
or co-manager in e pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managedr/ca-
menaged public offerings in prior periods; directorships; market making and/or specialist role. :

The following are additionai required disclosures: Ownership and material canflicts of interest: Goldman Sachs policy prohibits its anelysts,
professionals reporting to enatysts and members of their households from owning securities of any company in the analyst's area of coverage.
Analyst compensation: Analysts are paid in pert based on the profitability of Goldmen Sachs, which includes investmens banking revenues. Analyst
as officar 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. Analysts: Non-U.S. analysts
may not be assaciated 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. Distribution of ratings: See the distribution
of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price tergets in prior periods, above, or, i electronic format
or if with respect 10 multiple companies which ere the subject of this report, on the Goldman Sachs website at
http:/frww.gs.com/research/hedge himl. Goldman, Sachs & Co. is a member of SIPC(http/Awway.sipc.org).

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

The following disclosures are those reguired by the jurisdiction indicated, except to the extent already made above pursuant to United States laws
and regulations. Australia: This research, and eny access 1o it, is intended only for “wholesale clients” within the meaning of the Australian
Corporations Act, Cenade: Goldman Sachs Canada Inc. has approved of. and agreed to take responsibility for, this research in Canada if and to the
exten! it relales 1o equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from eccepting payment or
reimbursement by the company of travel expenses for such visits. Hang Kong: Further informaticn on the secutities of covered companies referred
10 in this research may be obtained on request from Goldman Sachs {Asia} L.L.C. India: Further information an 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
an the subject company or companies referred tg in this research may be obtained from Goldman Sachs {Asia) L.L.C,, Seoul Branch. Russia:
Research reports distributed in the Russian Fedaration 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 ta in this research may be obtained from Goldman Sachs (Singapore) Pre. {Company Number:
198602165W)}. Taiwan: This material is for reference anly and must not be reprinted without permission. Investars shoutd carefully consider their
own investment risk. Investrment results are the responsibility of the individual investar. 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 these tisks warnings, and a glossary of certain financial terms used in this report, are available from -
Goldman Sachs International on reques?. .

European Union: Disclosure information in relation to Articte 4 {1} {d) and Article 6 {2) of the European Commission Directive 2003/126/EC is
available at hitp/fwww.gs.com/client_services/global_investment_research/europeanpolicy.himi

Japan: Galdman Sachs Japan Co., Ltd. Is 8 Financial Instrumant Dealar undar the Financial fastrumant and Exchanga Law, registered
with the Kanta Financial Bureeu (Registration No. 69), and is a member of Japan Securitias Daglers Assoclation (JSDA) and .
Financial Futures Association of Japan (FFJAJ). Sales and purchasa of equities ere subject to commission pre-determined with
clients plus consumption tax. See company-specific disclosures as to any applicable disclosures reguired by Japanese stock exchanges, the
Japanese Securities Dealers Association or the Japanese Securities Finance Company. ’

Ratings, coverage groups and views and related definitions

Buy (8), Neutral [N), 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 siock’s refurn potential relative to its coverage group as described below. Any stock not assigned as
8 Buy or a Seil on an Investment List is deemed Neutral, Each regitnal 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 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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Retum potantial represents the price differential between the current share price and the price target expacted during the time horizon associated
with the price target. Prica targets are-required for ell covered stocks. The return potential, price targst and asscciated tima horizon are stated in
each repont adding or reiterating an Investment List membership. .

Coverage groups and views: A [ist of all stacks in each coverage group is available by primary analyst, stock and coverage group at

htip:/waww. gs.comiresearch/hedge, htmi. The analyst assigns one of the following coverage views which represents the analyst's investmant gutlook
on the caverage group relative to the group’s historical fundamentals and/or valuation. Attractive [Al The investment cutlook over the fallawing 12
months is fevorable relative to the coverage group's historicel fundamentels and/or valuation. Nautral {M). The invastment outlook over the
foflowing 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (€). The investment outlock over
the following 12 months is untfavorable relative to the caverage group's histarical fundamentals and/or valuation.

Mot Reted {NR). The investment rating end target price, if any, have been removed pursuant to Goldman Sacf‘ls policy when Goldman Sachs is
acting in an advisary capacity in a merger or srrategié transaction involving this company and in certain other circumstences. Reting Suspended
{R3S}. Goldman Sachs Research has suspended the investment rating and price targat, if any, for this stock, because there is not a sufficient
fundamental basis for determining an investrment rating or target. The previous investment rating and price target, it any, are no longer in effect for
this stock and should not be relied upon. Covarage Suspendesd {CS). Galdman Sachs has suspended coverage of this company. Not Covared {NC).
Galdman Sachs does not cover this company. Not Availseble or Not Applicabla [NA). The information is not available for display or is nat applicable.
Not Maaningful (NM). The information is not meaningful end is therefore excluded.

Ratings, coverage views and related definitions prior to June 26, 2006

Our rating system requires that analysis rark order the stocks in their coverage groups and assign one of three investment ratings {see definitions
below) within a ratings distribution guidsline of no more than 25% of the 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 retative 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 hiip/fwww.gs.com/research/hedge.html.

Definitions

Owutperform [OP). We expect this stock to outperfarm the median total return for the analyst's coverage universe gver the next 12 months, InLine
{IL). We expect this stock 10 perform in line with the median totel return for the analyst's coverage universe over the next 12 months. Underperform
{U). We expect this stock to underperform the median total return for the analyst's coverage universe gver the next 12 months.

Coverage views: Attractive [A). The investment outlook over the following 12 months is favorable relative to the coverage group's historical
fundamentals andYor valuation. Nautral {N). The investment outlook over the following 12 months is neutral relative to the coverage group's
histerical fundamentals andfor valuation. Cactious (C}. The investment outlook over the following 12 months is unfavorable relative to the coverage
group's historical fundamentals and/or valuation.

Current Investment List (CIL). We expect stocks or this [ist to provide an absoiute total return of approximately 15%-20% aver the next 12 months.
We only assign this designation 1o stocks rated Qutperform. We require a 12-month price target for stocks with this designation. Each stock on the
CIL will eutomaticatly come oft 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 macroeconamics, currencies, commaodities and portfolio strategy.

This research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by
Goldman Sachs Canada Inc. regarding Canadian equities and by Goldmran Sachs & Co. {all other research]; in Germany by Goldman Sachs & Ca.
oHG; in Hong Kong by Goldman Sachs {Asia) L.L.C.; in India by Geldman Sachs (India) Securities Private Lid,; in Japan by Goldman Sachs Japan Ca,,
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); 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,

Europesan Union: Goldman Sachs International, authorised and regulated by the Financial Services Authority, has approved this research in
.connection with its distribution in the Eurgpean Union and United Kingdom; Goldman, Sachs & Co, oMG, regulatad by the Bundesanstatt for
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 relaling to Goldman Sachs, 1his research is based on current public information that we
consider reliabie, but we do not represent i1 is accurate or complete, and it should nat be relied on as such, We seek {0 update our rasearch 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 appropnaie in the analyst's judgment.

Goldmen Sachs canducts a global full-service, integrated investment banking, investment management, 2nd brokerage business. We have
investrment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research
Divisian,

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 Lo the opinions expressed in this research. Our asset managemsnt area, our
proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views
expressad in this research.

We and our affiliates, officers, directors, and employees, excluding equity analysts, will from time 1o time have long or short positions in, act as
pringipal in, and buy or sell, the securilies gr derivatives {induding options and warrants) thereof of covered companies referred 1o in this research.
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May 11, 2009 American Water Works Co., Inc. (AWK}

This research is not an offer 1o sell or the salicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be

illegal. It does not constitute a perscnal recommendation or take into account the particular invastment 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 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 perfarmance is not a guide to future performance, future returns are not guaranteed, and a loss of griginal capital may

oceur, Fluctuations in exchanga rates could have adverse effects on the value or price of, or income derived from, certain investments.

Certain transactions, including thase invalving futures, options, and other derivatives, give rise to substantial risk and are not suiiable for all

investors. Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at

hup:iaww theocc.comypublicationsirisks/riskchap1.jsp. Transactions cost may be significant in option strategies calling for multiple purchase and

sales of aptions such as spreads. Supporting docurmnenitation will be supplied upon request,

Our research is disseminated primarily electronically, and, in some cases, in printed form. Electronic research is simultaneously available 1o all

clients,

Disclosure informaticn is also available at httpi/fwwww.gs.comfresearch/hedge.himl or 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 form by any means or {ii) redistributed without the prior

writtan consent of The Goldman Sachs Group, Inc.
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Goldman
achs

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

Neutral

Lowering estimates due to higher anticipated O&M expenses

What's changed P lnvémtmént Profite. T v v - C T

We have reduced our estimates to reflect the following key assumptions: ol . a . man
{1} higher O&M (operaiion & maintenance) expenses (slightly higher raw z :::: Q. - ;:::::
material costs, higher power costs, some delay in the recovery of pension L M“h1pl-°i§:7_ " a | . s i
expense, and increased expenses assaciated with financing — per equity ¥ oty [0 Lo Q || ey
offering announced June 17}; {2} Slightly lower revenue as we naw . Pmcanle S 200 -dmh 1T S0 DM ook

. ., . * I} Amarican Weiee Works Col, Inc, {AWK) -
assume that the Trenton acquisition contributes 1o revenue beginning in i I Amarican Watar Works Cof .
O Amaricas Small Cap Poar Group Aversge

4Q instead of 3Q; and (3} higher interest expense as we iNncOrporate higher v iuie = Rawn.an Capitel For a cormglets deatristlan of i
. . - s . inveatment gralive measures pleesa relar 10
interest rates on debt issued subsequent to the close of the first quarter. A the dlasiosrs saction of this dasament.

Vepdatatt T R e C L Gurem

Implications . B .
Our new 2009/2010/2011 EPS estimates are $1.34/$1.44/$1.56 down from , 12'rionth price target {8t
$1.46/$1.52/$1.62 previously. Our new 2009/2010 EBITDA estimates are 2™y #0008
$940/$1,069 million, down from $969/$1,067 million. Our 2011 EBITDA . = % "

estimate remains unchanged at $1,164 million. ) Reverwe {5 mnt New - 23369 25328
. Revenue {§ mn) Qld 23369 2,508.8
. EPS (8] New 110 124
. - EPS (8] Oid o 10 1.46
Valuation PECD -, . STt Bt ¥
We maintain our Neutral rating. Our 12-month price target moves 1o $20 i:VD’:“%?&“’ o ':3 . ‘
from $21 previously and is based on the combination of relative valuation ¢ I ‘ i

metrics (bath P/E and EV/EBITDA), as well as a dividend discount model e
{6% dividend growth and 9% cast of equity). The reduction in our price 5"5‘51 R s 7
target-is explained by our lower 2010 EPS and EBITDA estimates. e

« Price parformanca chart

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 Q&M expenses; and {3) stronger free
cash flow generation that reduces the need for new equity.

" Bharn price parform Amamh @ inonth 12 momnth
-1 [14.81 {12.8), i

+ Absolure

INVESTMENT LIST MEMBERSHIP Rl th SAP S0y (255 e 220!

Neutral E - Sourea; Company i, Gokiman Sochs Rassarch mtimptes, i, #rice am o7 SRS clors. |

Coverage View: Neutral

United States: ’

Water

Maria Karahalls, CFA ) ) The Goldman Sachs Group, Inc. does and seeks to do business with

{212} 8026737 | maria karahalis@gs.com Goldman, Sachs & Co. companies covered in its research reports. As a resuit, investors should

Gabriele Bis be aware that the firm may have a conflict of interest that could affect

1212) 8024513 | gabriela bix@gs.com Goldman, Sachs & Ca. the obiectrvrt,aof this report. Investors should cansider this report as -
only a single factor in making their investiment decision. Customers in
the US can receive independent, third-party research on companies
cavered in this report, at no cost to them, where such research is
available. Customers can access this independent research at ’
www.independentresearch.gs.com or cafl 1-866-727-7000. For Reg AC
certification, see the end of the text. Other important disclosures Joflow
the Reg AC certification, or &o 10 www.gs.com/research/hedge.html.
Analysts employed by non-US affiliates are not registered/qualified as
research analysts with FINRA in the U.S.

The Geldman Sachs Group, Inc. . Global Investment Aesearch
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June 1, 2009 American Water Works Co., Inc. [AWK)

Amerlcan Water Works Co., Inc.. Summary flnanclals

LY

% Protit model (§ mn)® 12/08 . 12.!095 . A20E 12/19E . Balance sheol (s w7
y : R EES . : -
Total'revenue | 2368 2SRE L6917, 288837 Cash&equiva‘léms : .5y
| Cost of goods sold i (1575.1) .- (L666) - (17352 --" (18128} : Accounis receiwable 1894 . 7328 7508 ¢
USGRA . s (189.1) 2111 {2153) (2287} {.Inventary ’ 289 3, 3217
R&D . . 0.0 0.0 0.0 0.0 Other current sssets 1788 2266
: Other aperating profiti{expense) 04 0.2 0.0 0.0 Toftal current ageets FiFx) 517.9 :
ESOexpense 04 0.0 00% 0.0 ! Net PPRE 10,1239 11,833.0 %
EBITDA . o, 8344 939.7 10588 % 13635 | Netintengibles 1 1,693.5 1,2498 °
Depreciation & amortization {271.4] 1267.3) {3181 ¥ (3866  Total investments 0.0 0.0 -
EBIT 563.1 6524 740.7 2164 Other long-term assels 990 7 1,0145 1.034.5 1,054.5 ;
Met interest income-’[upznsel {291.1) {306.2), (329.9). Tatal aasets 132118 13,4598 14,096.1 14,655.2
IncomeA{lass) from esscristes 0.0 00 00. : i . - o
| Others .27.4 258 .26.0 ' Accountspayable . vl 1998 1T 1527 | C 1644 1687 ©
. Pretax profits 299.4 320 4314 Shor-lerm degbr .- 6546 - 7076 o 7016 .
_ Pravision for laxes . (123.0) (46 (17a9) Other currem liebilities ) 300.1 346.6 MEE Y. 3661
M:norlw intareat -0.0; 00 0.0 - Total cument liahikities ~ '1,104.8 1,2069 1.21'8.5 1,'222.9 :
. Mot income pr&preferred‘dlvldends X i ;175.1 v 226.3 . 2624 N Long-torm cebt .. 4,648.2 ’ 4,R53.5 .6.088.1 5.2_72‘543
« Preferred dividends . . 1) 0.0 0.0 -:Onher long-term liabilities 3,3723 3,456.6™
. Net income tpre-ex:eptlon‘alsl X 1751 s 226'.3 ¥ 262.4 : Tolal 16ng-Eem liabilities 8,0205 8,729.1 }
?asnax exl:eplmnals “ (7395} .‘-‘S.:'-l {443.9) “-‘ 0.0 Total liahllltles b 9,125._3 . 89520
' Netincome (post—uxcap‘llonals] se24h ‘1(216.8] X Yoo R Lo v
N Lo o PR P o B : ;Préferre'd shargs. L 48 . 48
 EPS fbasic pro-excegit] [§) - PR R P TN 156 Total common equity . RER LT PR - 46987
¥ €PS {diluted, pre-except) i8] T 7 R W P 1.56 ’.Mmonw interest | fao . " len’
- EPS {basic, post-except} 81 sz pa2ey o e 1.58- . PN . R,
" EPS {diluted. post-except] ($] -. ‘352 .z 1.44 ;| 158 Tot_nl tinbiliies & equity T132318 13,4698 40860 | 146552
" Common dividends paid Bail " {iapa (158.4} {1753 % : B N .
DPS (3] ' 0.40 0.62" 0.86 0.80 L . ,
Dividend payaut ratio (%) + 364 B1.1 588 57.2 Additional financials 12/08 12/09E 12/10E 12/1E
; ) . i Net cabveguity (%) 1289 1387 ;. 1326 1270
i . > + ¢ [nleresi caver (X) 18 L4 2.2 24
Growth & margins {%} 12/08 12/03E 12/10E “AM1E ©  Inventory days 85 Y 68" 6.9 54
Sales growth S5 4.4 6.3 st 8.2 . - Receivabla days 325 02 0.7 J0.9
EBITDA growih 5.4 126 12.7 " 93, BVFS(8) 25,64 2288 7372 2425
. EBIT growih 7.4 154 - 138 63, : . . .
- Netincome (pre-except] growth 10.5 26.5 16.0 1315 ROA (% 1.3 : 17 1.8 21
I EPSgrowth 0.5 7.9 7.1 98 -~ CROCI (%) a5 a4 ad 4.6
= Gross margin 326 31 355 366 - '
EBITDA margin . 387, . a1 383 Dupont ROE (%)
EBIT margm Lt s . 5.8 2.5 Margin (%) v
L ! - ) A Turnover (X)
Caah ﬂnw slatement ($ mn] ', © 12408 L 12708E 12/10E 12/11E ouera[;'e (J(l
: Net incom ! 176.1 276.3 262.4° 2973 e
D&A edd-beck {incl. ESQ) - N 2713 2673 a1 346, ree cash How per share %
Mlnurrly interest edd-heck oc: ' J00 UD < 0.8 ; " Fres cash flow “yietd (%)
Net llnc}lda: worklng capitel 55 -{11.5) (2.7 263 4 < AR -
Other operdling cash Mow 993 " 307 " 120.0) +{20.0) }
Cash flow from upera‘uons | 5522 5az.7 .8528 580 ©
Capr:al expendnures . {1,008.8} (EZO,I_J] {875.0) ‘(625.b].
Acquisilions {1255) {95.0) . (300 {30.0)
. Divestitures 0.0 00, 00
. Others {12.3) {61} 0.0 , )
{ Cash flow from investing (037) " 19219 1805.0) : M
i v B . b
Dividends paid (¢ommon & pref) (64.1) [140.4) 1158.4) :
" Incidec) in demmt 2928 257.2 2356 ) )
4 Cthes finencing cash flgws 248.? . 215 2750
Cash flow from financing " alE 74 3622
Tata! cash flow B9 na LX)
. . i ‘ . Mour Last actual yoar mey include reporied mnd eatlmatad data
Lt - ' Soure: Companyaau .
By i EINRENTY ot - .t Wit @3 RENTINES o -
g e v
Analvsi Cnntrlbuiors

e Marla _ABTBhallS, CFA : .
- mana Larahal:s@gs com

“

e b e b an
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American Water model

. American Water Warks Co, (nc. (AWK

Exhibit 1: American Water annual income statement 2006-2012E

% in millions, except per-share data

INCOME STATEMERT ™

sy - e SHASE TRUTIEYA R HGEA ™ 0098 TTVEDI0E "7 2 E T 201264

Goidman Sachs Global Investment Research

Operating Revenues 20931 2,214.2 23389 25328, 2881.2 28583 30098
Y7¥ Growth -2.0% 58%° 55% G6.4% 6.3% 8.2% 5.3%
Operation and maintenance (7,1745)  (1,2465)  (1,3038) (1.3822) (1417.1) (14862) (1,5168)
Depretiglion and amortization {259.2) {267.3) (2713) {287.3) (3181) {346.8) (375.1)
General laxes (185 1) {183.3) (158.1) (211.4) {215.3) (228.7) (240 8)
% of revanues 8.8% 8.3% B.5% 83% 8.0% 6.0% 8 0%
Garmn (l9ss) on sale of assets Q.1) 7.3 0.4 Q2 00 0.0 Q4
Operaling Profit 474.2 524 5 563.1 6524 7407 8169 877.2
Operating Margin 22.7% 237% 241% 25.8% 27.5% 28.6% 29.1%
Interest, net (371.0 {288 0) (201.1} (306.2) (329 4) (345.6) (362.1)
AFUDC - 1.2 227 20.2 200 200 200
Other inc/exp 09 62 47 - 5.8 5.0 5.0 6.0
Pretax Income 127 2538 2954 3720 437.4 4962 541.14
Prowision for [ncome Taxes {51.1) (94.5) {123.4) (145.7) (174.9) {188.5} (216.4)
Tax Rate 45.3% 37.2% - 41.2% 39.2% 40.0% 40.0% 40.0%
Net Incoma, Continuing Ops 61.7 188.3 176.1 226.3 262.4 2977 W4T
Preferted Dividend 9.0 0.0 o0 0.0 Q.0 Q0 0.0
Non-recurming/Oiscontinued Ops 6.4) (0.6) . 00 0.0 0.0 00 0o
Extrasrdinary ltems (217.5) (501.5} {738.5) {443.0 00 0.0 0.0
Net Intome - Reported (162.2) {342.8) {562.4) {216.8) - 262.4 297.7 3247
Shares Outsianding - Basic (Avg) 160.0 180.0 1600 1686 182.5 188.6 1978
Shares Outstanding - Dituted (Avg) 1600 166.0 160.0 1886 1825 007 1985
Shares Cutstarding - Basic (EQOP) 160.0 160.0 160.0 1747 183.5 1937 202.0
Shares Outstanding - Oituled (EOP) 180.0 160.0 160.0 174.7 1872 184.2 02,7
EPS - Continuing Ops - Basic 039 1.00 1.10 .
[EPS  Conlinting Ops * Dilisted 75 "0 =™ 029 /2% {00 ¥ 140 &
Y/Y EPS Growih {Giluted) —-40.1% 1568 4% 10.6%
EPS - Net income - Reporied - Basic -1.01 «214 -3.52
EPS - Nel Income - Reperied - Diluted -1 -2.14 -3.52
EBITDA 1334 7918 8144
Y/Y Growth -3.3% §.0% 4%
EBITDA Margin 35.0% 35.8% 3579
MARGIN ANALYSIS:
C8&M a5 a % of Heverue 56 1% 56.3% 55.8% 54.6% 527% 51.3% 50.4%
EBITDA as % of Revenue 35 0% 35.8% 35.7% 37.1% 39.3% 40.7% 41.6%
EBIT as % of Revenue 22.7% 237% 24.1% 25.8% 27 5% 28.6% 291%
Pretax as % of Revenue 5.4% 11.5% 12.8% 14.7% 18.3% 17.4% 18.0%|
Net Income - Canl Ogs as % of Revenue 29% 1.2% 7.5% 8.9% 9.8% 10.4% 10.8%
Net Income - Reparted as % of Revenug -7.8% -15.5% -24.1% -8.6% 9.8% 10.4% 10.6%
YOY GROWTH 4
Revenue -2.0% 5.8% 55% 8.4% 6.3% B.2% 5.3%)
EBIT -4.6% 10 6% 74% 15.9% 13.5% 10.3% 7.4%
EBITDA -3.3% B.0% 54% 12.6% 12 T% 9.9% 7.6%
Das 0.8% 3% 1.5% 59% 10.7% 90% 8.2%)|
Pretax Income -30.1% 125.1% 18 0% 24.2% 17 8% 13.5% 2.0%
Net Income - Cont Ops -40.1% 158.4% 105% 28.5% 16.0% 13.5% 9.0%
EPS -40.1% 158.4% 10.6% 21.9% 7.1% B 6% 4.8%
Source: Company filings, Goldman Sachs Research estimales.
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June 1, 2009

American Water Works Co., Inc. {AWK}

Exhibit 2: American Water balance sheet and cash flow statements, 2006-2012E

$in millions
BALANCE SHEET ™ M e e 2006ATTT -~ 20074 """ 008 A ™ %1 2009F ™™ ok " HTAE T 2012E
Cash and cash equivalents 298 135 S5 85 B85 8.5 85
Restmcted funds 21 33 05 14 1.4 1.4 1.4
Utility customers accounts recervable 130.% 1267 1306 1439 152.7 164.5 1732
Unbilted utility revenues 123.2 1343 134 2 1476 1566 168.6 1778
Materials and supplies 23.0 275 289 344 313 3241 332
Qther receivables, net 5.5 as7 68.9 754 BC.O B6.1 807
Other current assets 366 kLN 451 566 566 56.6 56,6
Assets of Disc. Ops. 12.8 0.0 0.0 0.0 00 0.0 0.0
Total Current Assels 4124 430.4 417.7 467.8 487.2 517.9 541.2
Net Property Plant & Equipment B.72086 9.318.0 10,123.9 10,7377 11,3246 | 11,8330 12,3129
Goodwill & Olher Intangibles 29625 2,457.0 1,698.5 12498 1,249.8 12498 12488
Invesimants Q0 o0 0.0 c.0 00 00 0o
Other Assets 687.6 728.8 9507 1,014.5 10345 3,05¢.5 10745
Total Assels 12,7831 12,934.1 13,2318 13,469.8 14,0961 14 8525.2 151785
Short-term Debl 1,007.1 7.0 654 8 707.6 707.6 7076 7078
Accounls payable 1407 168 g 1498 1527 164.4 168.7 174.5
Accrued labilities 2.9 106.9 106.1 1815 1615 161.5 161 %
Other current liabilibes 150.5 1818 134.0 185.0 185.0 1850 185.0
Liabifities of Disc. Cps 2.5 [o]1] 0.0 c.0 2.0 00 [Ry]
Total Curer Liabilties 1,383.7 7745 11048 12069 1,218.5 12229 12287
Long-terrn debl 4,670.9 4,699 1 46482 48535 50891 52728 5436.6
Tares payable, Def. Taxes & Revs. 27266 29138 33723 3,406.8 3431.6 3,456.6 3.481.6
Totai Liabilities 8.961.1 8387.5 31253 9,467.0 9,739.2 $,952.0 10.146.8
Preferred Equity 48 48 46 48 46 46 48
Shareholder's Equity 3817.4 4,542 0 4,102.0 39943 4,352 4 4,898.7 50271
Total Lishilitles 8 Fouity 12,7831 12,934 1 13238 13,4698 A4 @.1 14.655.2 151785

iCASH FLOW STATEMERT

e 2 o nhg R ENT R007A ! 2ideA

S 2009E>

HI010E SR F011E5EY 2012E

Sources: ]
EBITDA 7334 791.8 B3 a 9397 1,058.6 1,183.5 1,252.3
interest Income 0.4 1.8 01 a1 0.1 0.1 0.3
Total Seurces 717 7937 534.5 9358 1,058 2 1,7838 12524
Uses:
Interest Expense Paid {371.4) (269.9) (291.2) (306.4) (329 5) (346 8) (362.2)
Book Taxes E1.9) (94 5) (123.4) (145 7) (174.9) (198.5 (216.4)
Cther Non-Operating Expenses 109.1 az7.7 128.7 5% 5 8.0 8.0 6.0
Change in Curen| Accounts {ex taxes) (98.5) 6.8 55 (11.5) N {26.3) (17.5)
Capial Expenditures {682.9) (750.8)  (1,008.8) {820.0) (875.0) (825.0 (825.0}
N % of total evenues 32.5% 33.9% 43.2% 32.4% 325% 28.9% 27.4%
Tolal Uses (1,092.9) {1.070.8) {1.291.1) (1,.227.1) {1,381.2) {1,390.6) (1,415.2)
:Free Cash Flow - c {359.1) {277.1) [456.6} -(297.3) [322.2) {227 .9) . {162.6)
¥ grawth nm -22. 8% 64.8% -a7.1% 12.2% -29 5% -28.3%
Nat Invastments (26.2) 10.4 (123) (6.1) 0.0 0.0 00
Acquisitions (12 5} (15 9) (12.5) {95.0) (20.0) (30.0) (30,0}
Dividends 00 00 (64 1) (140.4) {158.4) (175.3) (191.9)
Discontinued Operations 302 a7 9.0 0.0 0.0 00
Translation Adjustments 00 4.0 0.0 0.0 0.0 0.0

jCask Fldw betore Financlng..:-«

- (367.7) =en (272.8) %

3323

-+ {5466 o+ {52081 100 (BI0UEYSE
ER

Contributions in aid of construction a7 4 358 ) 20.0 250 250
Net new Debt 2855  1,004.0 2529 257.2 2358 1835
Nel New Equity {0.5) (783.3) 24568 250.5 250.0 223.9
Nel Change in Cash (35.3) 16.3) (3.9) (10 0.0 0.0
Beginning Cash 851 29.8 13.5 95 6.5 6.5
Ending Cash 29.6 135 55 85 6.5 6.5

Source: Company fiings, Goldman Sachs Research estimates.
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June 1, 2008 . Arnerican Water Works Co., In¢. {AWK}

Reg AC

I, Maria Karahalis, CFA, hergby centify that all of the views expressed in this report accurately reflect my personal views about the subject company
or carnpanies and its or their securities. | also certify that no part of my compensation was, is or will be, directly or indirectly, relatad to the specific
recommendations or views expressed in this repon.

Investment profile

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

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

Growth js e composite of next year's estimate over current year's estimate, e.g. EPS, EBITDA, Revenue. Ratum is a year one prospective aggregate
of various return on capital measures, e.g. CAOCI, ROACE, and ROE. Muitiple is a composite of one-year farward valuation ratios, e.g. P/E, dividend
yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book, Velstility is measured as trailing twelve-month volatility adjusted for dividends.

Quantum )

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

Disclosures

Coverage group(s) of stocks by primary analyst(s)

Maria Karahalis, CFA: America-Small Campanies.
America-Small Companies: American Water Works Co., Inc., Bristaw Group Inc., Brunswick Corp., Cosan Limited, Cosan SA Industria e Comercio,
EnerSys Inc., FT1 Consulting, Inc., Hertz Glabal Holdings, Inc., Seaspan Corp., USEC Inc..

Company-specific regulatory disclosures

The following disclosures relate 1o 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. ($17.28)

Goldman Sachs expects to receive or intends to seek compensatian for investment banking services in the next 3 months: American Water Works
Co., Inc. ($17.28)
Goldman Sachs had an investment banking services client relationship during the past 12 manths with: American Water Works Ca., 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 retevant securities and will at any given time have an inventory positian, "lang" ar *short,” and may be an the
opposite side of orders executed on the relevant exchange: American Water Warks Co., Inc. {$17.28)

Distribution of ratings/investment banking relationships

Goldman Sachs Investment Research global coverage universe

Rating Distribution Investment Benking Relationships
Buy Hold Sell Buy Hold Sell
Giobal %% | 83% | 2% 54% 51% | 43%

As of April 1, 2009, Goldman Sachs Global Investment Research had investrment ratings on 2,718 equity securities. Goldman Sachs assigns stocks as
Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments gquate to Buy, Hold and Sell for
the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage graups and views and refated 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 reguiatory 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 relationships; managedico-
managed public offerings in prior periods; directorships; market making and/or specialist role.

The following are additional required disclosures: Ownership and materist conflicts of Interest: Goldman Sachs policy prehibits its analysts,
professicnals reporting to analysts and members of their households from owning securities of any company in the analyst's area of coverage.
Analyst compensation: Analysts are paid in part besed 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 househalds from serving as
an offieer, director, advisory board member or employee of any company in the analyst's area of coverage. Non-U.5. Analysts: Non-U.S. analysts
may not be associated persons of Goldman, Sachs & Co. and therefore may not be subject to NASD Rule 2711/ YSE Rules 472 restrictions on
communications with subject company, public appearances and trading seeurities held by the analysis. Distribution of ratings: See the distribution
of ratings disclosure above. Price chart; See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format
or if wilh respect to muliiple companies which are the subject of this report, on the Goldman Sachs website at
http:/hwanw.gs.comiresearch/hedge.himl. Gotdman, Sachs & Co. is a member of SIPC(http:/Asww.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 1o the extent already made sbove 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. Cenada: Goldman Sachs Canada Inc. has approved of, and agreed to take responsibility for, this research in Canada if and to the
extent it relates 1o equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or
reimbursement by the company of travet 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 10 in this research may be obtained from Goldman Sachs {India) Securities Privale Limited; Jepan: 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 promaotion as their main purpose and do not provide appraissl within the meaning of the Russian Law on Appraisal. Singapore: Further
information an the covered companies referred to in this research may be obtained from Goldman Sachs {Singapore) Pte. [Company Number:
198602165W). Talwen: 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 respansibility 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 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 Intermatioral. A copy of these risks warnings, and a glossery of certain financial terms used in this report, are available from
Goldman Sachs International gn request. '

European Union: Disclosure information in relation to Article 4 (1) [d} and Article & (2) of the European Commission Directive Z003/126/EC is
available at http:/Aww.gs.comiclient_services/global_investment_research/europeanpolicy.htmi .

Japan: Goldmen Sachs Japan Ca,, Ltd. Is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered
with the Kanto Financial Bureau (Registration No. 69), and is a member of Japan Securities Dealers Association (JSDA) and
Financial Futures Association of Japan (FFJAJ). Sales and purchase of equities are subject to commission pre-datermined 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 (B), Noutral {N), Sell (S} -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 potentiaf relafive to its coverage group as described below: Any stock not assigned as
2 Buy or a Sell on an Investment? List is deemed Neutral. Each regional Invesiment Aeview 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 Commities, Regional Conviction Buy and Sell lists represent investment
recommendations focused on €ither the size of the potential return 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 Lhe price target. Price targets are required for ali covered stocks. The return potential, price target and associated time horizon are stated in
each report adding or reiterating an Investment List membership.

Covarage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at
http:/heweer.gs.com/research/hedge.html. The analyst assigns one of the following ¢overage views which represents the analyst's investment outlook
on the coverage group relative 1o the group's historical fundamaentals anddor valuation. Attrective (AL The investment cutlook pver the following 12
months is favorabla relativa to the coverage group's historical fundamentals andfor valuation. Meutral {MN), The investment cutlogk over the
following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautlous (C). The investment cutlock over
tha following 12 months is unfavorabie relative to the coverage group's historical fundamentals and/or valuation,

Not Reted [NR). The investment raling and target price, if any, have been removed pursuent to Goldman Sachs policy when Goldman Sachs is
acling in an advisory capacily in a merger or strategic \ransaction involving 1his compeny and in certain other tircumstances. 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 larget. The previous investment rating and price target, if any, are no longer in effect for
this stock and should not be relied upon. Coverege Suspended {C5). Goldman Sachs has suspended coverage of this company. Mot Covered (NC).
Goldman Sachs does not cover this company. Not Available or Not Applicable (NA). The information is not available for display or is not applicablé.
Not Meaningful {NM). 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 analysls rank order the stocks in their coverage groups €nd assign one of three investment ratings (see definitions
below] within a ratings distribution guideline of no mare than 25% of the stocks should be rated Outperform and no fawar than 10% rated
Underperform. The analyst assigns one of three caverage views (see tefinitions below), which represents the analyst's investment cutlock on the
covarage 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, stock and coverage group al http:/fwww.gs.comiresearch/hedge.htm),

Definitions

Outperfarm (OP). We expect this stock to outperform the median total return for the analyst's coverage universe over the next 12 months. n-Line
fIL). We expect this stock to perform in line with the median total return for the analyst's coverage universe gver the next 12 months. Underperform
{U). We expect this stock te underperform the median total return for the analyst's cavarage universe over the next 12 months.

Coverage views: Attractive (A). The investment outlook over the following 12 months is favorable relative to the coverage group's histarical
fundamentals and/or valuation. Neuwtral (N). The investment outlook over the following 12 menths is neutral relative to the coverage group’s
historical fundamentals and/or valuation. Cautious {C). The investment outlook over the following 12 months is unfavorabla relative 1o the coverage
group's historical fundamentals and/or vaiuation. )

Current Investment List (CIL). We expect stocks on this list to provide an absolute total return of approximately 15%-20% aver the next 12 months.
We only assign this designation to stocks rated Outperform. Wae require a 12-month price target for stocks with this designation. Each stock on the
CiL will automatically come off the list aftar 90 days unless renewed by the covering analyst and the relevant Regional Investment Raview
Committee.

Global product; distributing.entities

The Global Investmenl Research Division of Goldman Sachs produces and distributes research products for ctients of Goldman Sachs, and pursuant
ta certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produca equity research on
industries and companies, and research on macroeconomics, currencies, commaodities and portfolio strategy.

This research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd {ABN 21 606 797 897) on behalf of Goidman Sachs; in Canada by
Galdman Sachs Canada Inc. regarding Canadian equities and by Goldman Sachs & Co. {all other research); in Germany by Goldman Sachs & Ca.
¢HG: in Hong Kong by Goldman Sachs (Asia) L.L.C.; InIndia by Goldman Sachs lIndia} Securities Privete L1d.; in Japan by Goldman Sachs Japan Co,,
Ltd.; in the Republic of Korea by Goldman Sachs {Asia} L.L.C., Secul 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 States of America by
Goldmen, Sachs & Co. Goldman Sachs International hes approved this research in connectlion 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, regulsied by the Bundesanstalt fir
Finanzdienstleistungsaufsicht, 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, 1his research is based on current public infaormation that wa
consider reliable, but wa do not represant it is accurate or complete, and it should not ba 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 the analyst's judgment.

Goldman Sachs conducts a global full-service, integrated investmant banking, investment management, and brokarage business, We have
investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investrmant Research
Division, '

Our salespeople, traders, and other professicnals mév pravide oral or wrilten market commentary or trading strategies to our clients and our
proprietary trading desks that reflect opinions that are contrary Lo the opinions expressed in this reseerch. Our asset management area, our
proprietary trading desks end investing businesses may make investment decisions thet are inconsistent with the recommendations or views
expressad in this research. ]

We and our affiliates, officers, directors, and employeas, excluding equity analysts, will from lime to time have long or short positions in, act as
principal in, and buy or sell, 1ha securities or derivatives (including options and warrants) therecf of covered companies 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 nat constitute a personal recommendation or take into account the particutar investment gbjectives, 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 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 fluctuats, Past performence is not a guide to fulure performance, future returns ara 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 nat suitable for all
Investors. Investars should review current gptions disclosure documents which are available from Goldman Sachs sales representatives or at
http:/Awww.theocc.caom/publications/risks/riskchap1.jsp. Transactions cost mey be significant in option strategies calling for multipie purchase 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 simultanaousty available to all
clients, ‘

Disclosure infarmation is elso available at hitp:/fvaww.gs. comiresearch/hedge.html or from Research Compliance, One New Yark Plaza, New York,
NY 10004,

Copyright 2009 The Goldman Sachs Group, Inc.

Na part of this material may be [i) copied, photacopied or duplicated in any form by a|:|y meang or {ii) redistributed without the prior
written consent of The Goldman Sachs Graup, Inc.
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COMPANY UPDATE
American Water Works Co., Inc. (AWK)

Neutral

2Q09 earnings in line; weather hurts volumes

=t

tnvestment Proflle

What's changed

American Water reported 2Q EPS of $0.32, in line with our forecast, P Lewy gHan
although both revenue and O&M expenses were below our expectations. i {Grmean o
Paor weather in the Northeast was the principal driver of the volume :::::: l::::;
shartfall. In addition, commercial and industrial volumes remained under ¢ Volstiley M Voluiilry
pressure due to weaker economic activity and several customer Peoandle © Ah 4tk BMh oth oo

. . . . can Wtsr Warks Co., Inc. (AWK
barkruptcies. Lower contracted services, transportation, and maintenance . B Amarican Wetst Works Co., Ine. AWX)
O americas Small Cap Pusr Group Averaga

EXDEF‘ISBS Explaln the Improvement an (hB O&M Ilne' - * Agtums = Return on Capial  For A comelela uﬁeflmlun al tha ..
! ke L., invesimem prafila massures pleaza raharjo |
! pg.d!mmuu saction al thig documant. i

Implications

We are reducing our 2008 EPS estimate to $1.25 from $1.34 due to our T —_
lower volume farecast for the second half of the year {weaker 3009 " 1Zmonth prce targa 15 e T U onm

. Market cap (S mn)} 3,287 .

volume due to poor weather in July and pushing revenue from the Trenton ;
acquisition to 2010 from 4Q09, given recent transaction delays). As the : ‘
second quarter volume decline was principally weather driven, we do not T Reverue (8 mnl New

. Rewenue {$ mnI'CI|d.

believe that this has negative implications for volume in 2010 or 2011. We  _gp5 (g) new
maintain our 2010 and 2011 EPS estimates of $1.44 and $1.56, respectively. . FFS@0d =

210 MIE
26013 26485

TPEDD
EV/ERITDA X
. ROE (%
Valuation -
We maintain our Neutral rating. We are rolling forward our vailuation year — T ST T TR T

to 2011 from 2010, and our 12-month price target increases 10 $21.60 from
$20.00, Our price target is based on a combination of relative valuation e o
metrics {both P/E and EV/EBITDA), as well as a dividend discount model %‘M" —
{5% dividerd growth and 9% cost of equity}. ol

. EPS(S) ! - . bR 0.52 024 0.22

s T

Key risks

Key risks include (1) regulatory decisions and reguiatory 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 Q&M expenses, and {3} stronger free
cash flow generation that reduces the need for new equity.

American Water Wotls Co., Inc. {U) - = S&P S00{R]

. Shara priéo performence (W) 1 manth 8 month_12 month
B Absol N - -89 @3 . 190)
INVESTMENT LIST MEMBERSHIP e 1 S&F 500 ne | ona | ma.
Neutral | Sowrea: Comesy (s, Gomamin Sacrs Pesinecn apeersavs, 1S Pros b of B0 cloae |
Covérage View: Neutral
Unitad States’
Water
Mar(a Karshalis, CFA ) The Goldman Sachs Group, Inc. does and seeks to do business with-
(2121 5026737 | mara.karahalis@gs.com Goldman, Sachs & Co companies covered in its research reports. As a result, investars should
Gabiriela Bls ‘ he aware that the firm may have a conflict of interest that could affect
(212)902-4613 | gabriels. bis@gs com Goldman. Sachs & Co. the objectivity of this report. Investors should consider this report as
only asingle factor in makm% their investment decision. For Reg AC
certification, see the end of the text. Other important disclosures follow
the Reg AC certification, or go to www.gs.com/research/hedge.html.
Anal employed by non-US affiliates are not registered/qualified as
research analysts with FINRA in the U.5.
The Geldmen Sachs Group, Inc. Global lnvestment Research
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American Water Works Co.,

Ine. (AWK)

i
¥ Praiht mudel {3 mn!

Amerlcan Water Works Co., Inc.. Summary flnanclals

12/09E 12.wa
] W o : RS T e . Gle. Fonio o i
! T_otal revenue: ".2,%968 24784 . 35813 2,8455 % Cash & equivalents as TN 80" -, 90.
Cost of.goods sold 157510 (16465 (1.719.0) ¥ ¢ Accounts réceivable 159.4 250 0 omad 2096 ¢
+5GaA 891} - (209.3) ; (214.5) S lnventory 83 BMly MaLs 3
R&D i - 6.0 2 0.0 Other current essets: 1728 1361 248.7 2593 °
: mheroperatlng pmﬁﬁ(expensal 0.4 © 02 00 00, ¢ Total curent assets ™ - 4177 4942 27 ¢ 5498
" ESO expense ' ‘Net PP&E 101239 10.658.9 11,3257 . 148339
: EBITDA iNumtanmhles ; 16995 12500 i 1
B Deprecialion B a .Toal Investments RO Y U 1)
% EBIT ¥ . : 747 7 §0lherlong erm assats . _omnT 10586
f Net interest .ncumefraxpense) {307.9) 7+ (336.4) (3516} - & Tatai nsuis i fa3zite caseT
IncomeAloss) from associales “o0 - a4 0o . o i
. Dihers ’ . 255 - 50 , Accounts payable 149.8 1517 . °
. Pretew profits . 2994 379.3 437.4 3 . Shortterm debl B54.8 366.1
Provision for axes | . 123.4) . [132.9), . (175.0) " Other current liabilities 300.1 aazs |
* Mirtority interest . 00 " aq -+ Total curmem liabfitios 11048 B213 3
, Netineama pre-preferred dividends 1761 2064 . .Long-tarm debit . ! 46482 51893 55125 " 56483 §
' Preferred dividends L 00 tan L Otherlong-term l:abllma P3.3123 Ll 34922 3,517.2%
. Net incore (pre-ex:epﬂonnls] 181 T 2064 ': i3 Tntalronq tarm Imhlh!lus " gp2as 5,604.8 < . 9,165.6 :
" Post 1ax axcepilionals . " i(7Es) - Cjaado) - Total liabiities i g283 P06 10,0020
Het income Ipoat-ewepuonuls) " {562.4) {2367 . i IR L : . P AR
. - s . : . . . i Prderred shares - e 48 48 48 - 48
it EPS {basic, pre-axceptl [£3] - 1.10 126 ;.. ) 144 . 158  Total common equity ' 4,102.0 39793 4,333.81 47256 ¢
" EPS (diluted, pre-except] (5] N 110 125 144 156 [ Minority interést oo 00 0.0 (T
EPS [basic, post-cxcept) |$) "+ {352) " {144 144 158 & . ] ) Lo K o
EPS (diluted, post-excepti (8] {3.52) 1.44) . 144 186  Totalliabliitles & equity 132318 134617 14,1778 147322 -
Comenon dividends paid . {84.1] - 373 [158.0) T(5.9) . s . : ; : H
GDPSIS P08 T T 080 - L -
s Dmdend payout rauo(%] ' 3g4; 't 653 . Additional financials | .-, LT 12008 12/09E *
o 2 Netdebuequity (%} 70 [ERET IRETIE
L . . . .. ' " Intgrest cover (X} : L " 19 © 20
" Growth & margins (%) 12/08 - 1ZHE 12H0E 12/11E  © Invenlory days * - 85 ‘70
Sales growth N 55 5.0 i Heceivable days ns .305
EBITDAgrowth 54 9.7 avpsm 25.64 2250
EBIT growah ‘ o 7 104 . L .
- Net incame (pre-except) growth ) RETT-I 172 : i-ﬁoum
EPS growth, ’ 140 ! ROCI: (%)

Gross margin | -
EBITDA margin
EB[Tmarg'in' .

11338

7.1 Bupont ROE (%]
.9, Margin [%) 7

. . . *Tumover {X)
Cash flow !'lntementt $ mnj 12,086 12/10E T2/11E . ; Lavarage (X.)
j; Netincome 176.1 2625 298.2 § L E
DA add-back (incl ESOI .3 naz 346.7 . Free cash flow per share (§) (2.85|
Minority interest add-back ENEEVR X 0.0 0.0, , Free cash flow yield (%) . 11380
; Net {inc)dex; working capital .55 (16.0 (24.3) ;
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Details on our model changes

Exhibit 1 summarizes the key differences between our 2Q estimates and the results
reported by American Water. ’

Exhibit 1: American Water 202009 actuals versus expected
$ in millions, except per share data

U T W o g9 4 S 90 00E BB 4 Chy ™

TRGHEA T W Thg T 1Q0SA T T 9 Clig:

Operaling Revenues . 6127 gar.4 -3.8% 5649.4 4.0% 550.2 11.4%
. Y7Y Growth 4.0% 82% - 418 bps - 55% - 152 bps 5.6% - 459 bps
Operating and maintenance (330.5) (380.9) -6.4% (3308) 0.0% (314.4) 5.2%
Oepreciation and amortizatan 73.2) {70.6) 3.8% 87.3) 8.8% (69.8) 8.4%
General taxes {51.7} (51.0 1.4% (49.8} 42% (52.5 -1.5%
% of revenues 6.4% 8 0% + 44 bps 8.4% +2bp3 0.5% -110bps
Gain {loss) on saie of assets 0.0) ° 0.0 08 2101 3% Q2 -105.0%
Operating Profit 157.2 154 9 1.4% 1427 10.2% 114.6 37.1%
Operating Margin 25.7% 243%  +135bps 24,2% + 145 bps 20.8% + 482 bps
Interest, nel (75.2) 75.3) 0.0% (71.5 5.2% 3.5 2.4%
AFUDC 54 50 11.3% 51 8.5% 5.2 87%
Other inc/exp 1.4 15 -193.9% (0.8) 135.2% 1.1 -228.5%
Pretax Income 86.1 86.2 L.1% 757 13.8% 47.5 813%
Provision for Income Taxes (34.1) (34 0} 0.3% {30.2) 13.2% (17.9) 94.5%
Tex Rate 30.6% 39.5% + 14 bps 39.9% -23bps 38.9% + 260 bEs
Net Income , Continuing Ops 520 52.1 -0.3% 45.5 14.3% 29.9 T36%
Preferred Dividend Q.0 0.0 0.0 0.0
Noea-recumng/Discontinued Ops Q.0 00 Q0 0.0
Extraordinary ltems 0.0 09 0.0 (443.Q) -100.0%
Nal Incarme 52.0 £52.1 0.3% 45.5 14.3% (413.1) -112 B%
Shares Outstanding - Basic 1832 164.9 -1.0% 1589.9 21% 160.0 20%
Shares Outstanding - Diluted 1833 164.9 -1.0% 160.0 21% 160.0 2.1%
Shares Oulstanding - Basic (EOP) 174,86 174.7 -01% 180.0 8.1% 160.0 91%
Shares Outstanding - Diluted {EOP) 174.6 174.7 -0 1% 180.0 9.1% 160.0 9.1%
EPS - Conlinuing Cps- Basic 0.z 032 Q.19 702%

gt

EPS: Comtinvirig Ops- Diluted 770, © W pa2 M g.a2 ) 019 B T 0%,
Y/Y EPS Growth (diluted) 71.9% 11.2% 399.8% - 38,788 bps
EPS - Net income- Sasic 0.32 0.32 -2.58 -112.3%
EPS - Net Income- Diluted 8.32 032 -2.58 -112.3%
EBITDA 2304 2255 2.2% 210.0 0.7% 1838 25.8%
Y/¥ Growth 9.7% 7.4% + 235 bps -4.4% + 1,415 bps 27.8% - 1,906 bps
EBITDA Mamgin 37.5% 35.4% +223bps 35.6% + 198 bps 333% + 426 bps
MARGIN ANALYSIS:
O&M as B % of Revenue 54 0% 56.8% - 267 bps 56 1% - 274 bps 57.1% -319 bps
EBITDA 37.6% 35.4% +223bps 358% + 198 bps 33.3% + 426 bps
EBIT 25.7% 24.3% + 135 bps 24.2% + 145 bps 20.6% + 482 bps
Pretax 14,1% 13.5% +S3bps 12.8% +122 bps B8.68% + 542 bps
Net-Continuing Qperations 8.5% §.2% +30bps 7.T% +76 bps 5.4% + 304 bps,
Netincoms 8.5% 8.2% +30bps 77% + 76 bps «75 1% + 8357 bps
YOY GROWTH
Revenue 4.0% B.2% -419bps 5.5% - 152 bps 8.B% - 453 bps
EBIT 10.2% 8B8% +157bps -5.8% +1802bps 438% - 3374 bps|
EBITDA 9.7% 74%  +235bps -44% + 1,415 bps 278% - 1,B08bps
D&A 8.8% 48%  +400bps -12%  + 1,004 bps 77%  +111bps
Pretax Income 13.8% 13.9% -8bps -8.4% +2226 bps 2540% -24022bps
Net Income 14.3% 14 8% - 34 bps -9.0% +2324bps 399.8% - 38,557 bps|
EPS 11.9% 11 2% + 78 bps -9.0% + 2090 bps 399.8% - 30,788 bps

Sourca: Company dale, Goldman Sschs Besearch estimates.

Exhibits 2 and 3 summarize our expacted full year forecasts for the company’s income
statement, balance sheet and cash flows.
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August 9, 2009

American Waier Works Co., Ing. (AWK

Exhibit 2: American Water annual income statement, 2006-2012E

% in millions, except per share data

INCOME STATEMENT ™

i i B O U0 AT T 200 P A T 0 BA HOGE 010 I Fo B - 2012E MY
QOperating Revenues 20931 t2214.2 2,36.9 2,476.4 26812 2,8465 2.996.0
Y/Y Growth -20% 5.8% 5.5% 5.0% 8.3% 6.2% 5.3%
QOperetion erd maintenance (1,174.5)  (1,2465) (1,3036) (1,351.8) {(1,4008) {1,4464) {14995
Depreciaion and amortization {259.2) (267.3) {271.3) (293 7) (31a2) (348.7) (375.2)
General {axes {185 1) (183.3) (199.1) (209.3) {214.5) {227.7) (238 7)
% of revenues 8.8% 8.3% 8.5% 8.5% 80% 8.0% 8.0%
Gain (loss} on sele of assets Q1) 7.3 04 0.2 0.0 0.0 0.0
Qperating Profit 474.2 £24.5 563.1 621.7 . 74786 8227 8816
Operaling Margin 22.7% 237 24.1% 251% 27.9% 28.9% 26.4%
Interest, net (371.0% (288.0) {291.1) {307 9) (336.4) (351 6) (364 Q)
AFUDC | 88 .2 227 208 200 20.0 200
Other inc/exp 0.9 B2 47 47 60 8.0 80
Pretax Income 112.7 2538 2094 3393 437.4 497.0 543.6
Provision for lacome Taxes {51.1} (94.5) {123 4) (132.9) (175.0) (198.6) (217.4)
Tax Rate 45.3% A7.2% 41.2% 39 2% 40.0% 40.0% 40.0%
Net Incoma, Conliring Ops 61.7 159.3 1761 208.4 2825 2982 326.1
Prefarred Cividend 0 oo [e]¢] [ed] 0.0 0.0 0.0
Non-recurming/Discontinued Ops ©.4) (0.8) 0.0 C.0 o0 00 0.0
Extraorginary ltems i (217.5) (501.5) {738.5) (443.0) 00 00 00
Net Income - Reported {162.2) {342.8) {562.4) (236.7) 2625 268.2 3261 -
Sheres Outstending - Besic {Avg) 160.0 160.0 . 1800 164.5 181.8 188.5 198.2
Shares Outstanding - Diiuted {Avg) 1600 160,0 160.0 164.5 1821 191.0 199.0
Shares Dutstanding - Basic (EOP) 160.0 160.0 160.0 1745 182.7 184.4 2021
Shares Outstanding - Diluted (EOP} 160.0 160.0 160.0 1746 186.9 195.0 2030
EPS - Cantiruing Ops - Baslc 1.00 1.58

'EPS - Continuing Ops - Dituted

A | v

1 68

thiih) i 3 H gkt - T #
Y/Y EPS Growth (diluted) . 158,4% 10.6% 14.0% K "B %
EPS - Net Income - Reported - Basic -1.01 -2.14 -3.52 -144 1.44 1.58
EPS - Net Incomea - Reported - Diluted 401 -2.14 -3.52 .44 144 1.5
EBITDA 7314 791.8 8344 915.5 1.066.0 1,169.4
Y7 Growth ~3.9% 80% 54% 4.7% 15.4% 9.7%
EBITDA Margin 35.0% 25.8% 35.7% 37.0% 39.8% 41.1%
MARGIN ANALYSIS:
O&M as a % of Revenue 56.1% 56.3% 55 8% 54.6% 522% 50.9% 50.1%
EBITOA as % of Revenue 35.0% 35.8% 5 7% I7 0% 39.6% 41.1% 41.9%
EBIT as % of Revenue 2.7% 23.7% 24.1% 25.1% 27.5% 26.9% 294%
Pratax s % of Revenue 5.4% 11.5% 128% 137% 16.3% 17.5% 18 1%
Net Income - Cont Ops as % of Revenue 2 9% 7.2% 7.5% B3% 9.6% 10.5% 10.9%
Net Income - Reperted as % of Revenue -7.8% -15.5% -24 1% -0.6% 9.8% 10.5% 10.9%
YOY GROWTH
Revenue -2.0% 5.8% 5.5% 6.0% 83% B.2% 5.3%|
EBIT -4 8% 10.6% 7 4% 10.4% 20.3% 10 0% 7.2%
EBITRA -3.3% 8.0% 54% 9.7% 16.4% 9.7% 7.5%
D&A ’ 0.8% 31% 1.5% 8.3% 6.3% 9.0% 82%
Pretex Income -30.1% 125 1% 16.0% 13.3% 28.9% 13.6% 9.4%
Net Income - Cont Ops -40.1% 158.4% 10.5% 17.2% 27.2% 136% 9.4%
EPS -40.1% 158.4% 106% 14.0% 14.9% B.4% 4.8%
Source: Company data. Goldman Sachs Rasearch astumates.
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American Water Works Co., Inc. (AWK}

Exhibit 3: American Water annual balance sheet and cash flow statement, 2006-2012E

$ in millions, excep! per share data

BALANCE SHEET [FE e i MR I00BATTT 200747 20084 T Z0R9E T 2010 i 201 1B VT 20126
Cash and cash equivalents 296 135 9.5 90 9.0 9.0, 9.0
Restricted funds 21 33 05 339 33.0 33.0 33.0
Utility customers accounts receivable 130.5 126.7 1306 411 1534 163.6 172.4
Unbilled utility revenues 123.2 1343 1342 1447 157 3 1676 176.6
Materials and supplies 230 275 259 341 313 M8 328
Other receivables, net 545 89.7 689 739 80.3 858 90.3
Other current assets 36.6 a55 451 54.3 58.3 583 583
Assels of Disc. Ops. 12.8 0.0 00- a4 0.0 0.0 0.0
Tetal Current Assets 4124 430.4 417.7 494.2 522.7 549.6 5727
Utifity plant, net 8,605.3 5.189.¢ 49,9918 10.516.6 11,1854 11,693.7 121735
Nonutility property, net 1152 118 ¢ 1321 140 3 1403 1403 140.3
Net Property Plant & Equipment 8,720.6 93140 10,123.9 106589 11,325.7 11.633.9 12,3137
Regulatory Assets . 587.2 6610 919.7 945.6 9456 945.6 9456
Restricted Funds 17.2 10.3 10.6 46 4 46 4 48.4 48.4
Goodwill & Other Intangibles 29625 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 oo 0.0 00
Other Assels 83.2 74.8 €0.4 666 88.5 1068.6 12686
Total Assets 127831 12,9513 132318 13 421 7 14,1770 14,7322 15255.0
Short-term Oebt 1,007.1 317.0 §54.8 366.1 3661 366 1 366.1
ALCournts payable 1407 168.9 145.8 151.7 164.1 1668 1725
Actiued habilibes 629 106.9 106.1 116.5 1165 1165 165
Other current liabiliies 1505 181.8 1940 187 0 187.0 187.0 187.0
Liabilities of Disc. Ops 25 0.0 0g¢ 00 11¢] 0s G0
Total Current Liabililies 13637 7745 1,104.8 8213 833.8 8385 Baz.2
Long-tern cebl 48709 46991 4648.2 5,186.3 55125 568483 58116
Avances for canstruction 815.7 B554 822.2 820.0 620.0 8200 5200
Defermad incame taxes 583.4 638.9 7056 758.0 754.0 758.0 7580
Defered investmant tax cradits 36.5 35.4 34.0 332 332 332 32
Regulatary liabilitycost of removal 168.9 268.7 3073 3186 3186 3186 31846
Accrued pension expense 3146 2807 502.1 500.3 500.3 500.3 500.3
Acerued pastretirenent benefit expense 1449 158.5 241.2 237.3 2373 2313 2373
Other long lerm ligbilities 1104 67.1 48.5 48.4 48.4 48.4 . 48.4
Conlribulions in Aid of Construction 754.2 8184 911.4. §51.4 976.4 1,001.4 1,026.4
Total Liabllities 89811 8.404,7 9,125.3 94779 9.8386 10,002.0 10,196.0
Preferred Equity 45 4.6 4.6 48 4.8 4.8 4.6
Shareholder's Equty 38174 45420 4,102.0 39793 4,332.8 4,7256 5,054.5
Total Liabililies & Equity 127831 12,951.3 132318 13,4647 14177.0 14,732.2 1525590

CASH FLOW STATEMENT ™5t ahgg 44 * 20074 ™ 20084

T agGeE” T HGHGE

R 2094E TV 3043E

Sources:;
EBITDA 733.4 7818 834 4 9155 1,066.0 1,169.4 1,256.6
Interest Income 0.4 1.8 01 9.4 2.1 0.1 01
Total Sources 733.7 1937 8345 9156 1,086 2 1,169.5 1,257 0
Uses:
Interest Expense Paid (371.4) (289.9) (291.2) (308 1) (338.5) {351.8) (364.2)
Book Taxes 151.1) (94 5) (123.4) (132.9) {1750y (196.8) (217.4)
Other Non-Operating Expenses 109.1 41.7 126.7 833 8.0 8.0 &0
Ghange in Current Accounts {ex taxes) (66.5) 16.8 55 (33.1) {(18.0) (24.3) (i7.3)
Capital Expenditures {682.9) (750.8)  {1,008.8 (815.0) (875.0) {825.0) (825.0)
% of lotal revenues 32.6% 33.9% 43.2% J2.9% J2.6% 29 0% 27.5%
Total Usas (1.092.9) {1,070.8) (1,291 1} (1,205.8) (1,396.5) {1,383.9) (1,417.9)
“Free Cash Flow {359.1) {(277.1) - (486.6) . (280:2) . (330.3; .. . {224.4) ; {160.9)
¥ growth am -22.8% 64.8% -36 5% 13.8% -32.1% -28.3%
Net Investments (262) 10.4 (12.3) 431 [+1+] 0.0 0.0
Acquisilions {12.5) (15.9) (12.5) 0o (110.0) (300) (360)
Dridends 0.0 00 B4.1) {137 .3) (156.0) (175.9) (192.7)
Discontinuad Oparations 30.2 a7 0.0 00 111} 0D oo
Translation Adjustments 00 0.0 0.0 0.0 0.0 0D 0.0
[Cash Flow belorg Flnaneing.: -, %" - (367.7) <" (2729) . - {548,6} (384.4}i: . (BSE.3) - '(410,3} 1{383.0)
Contributions in aid of construction 47 4 3548 31 15.0 250 250 250
Net new Deht 2B85.5 1,004.0 2929 1256 2233 1356 163.2
Net New Fquity {0.5) (783.3) 2456 2433 250.0 268.5 194 7
Net Change in Cash {35.3} {16.3) {3.9} (0.5) 0.0 C.0) {0.0}
8Beginning Cash 65.1 298 13.5 9.5 9.0 9.0 9.0
Ending Cash 29.8 13.5 9.5 90 8.0 9.0 9.0
Soirrce: Company data, Goldman Sachs Aesearch estimales, -
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August 9, 2009 : American Water Works Co , Inc. (AWK)

Rate case summary

Exhibit 4 outlines American Water's rate casé 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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August 9, 2009 American Water Works Co., Inc. (AWK)

Exhibit 4: American Water rate case requests from 2006 to present
$ in millions

e g s Ay S st TR R i MM AT TSR 1 e v
“ Date FI Amourd ™ Amotiit ’:n”n e ROE ROE, Expéctad Sl-;t-u.:.l

States - . “Flled  Granted =7 i Flled Granted - Grant Date -
General Rate:Cases Filed In 2008 0. - by omatfuid e i D e TR
Chio 311106 $5.1 '+ 534 11.0%, 10.0% 31/07| Completed]
New Jersey 31706, 99.0 562 11.9%  10.0% 4/1/07| Completed
New Mexico Sr30/06 1.3 1.3 10.0‘!&1_ 97% 5/1/07| Completed
Arizona (Antham) FRENE 7.0 4.3 11 8% 88% 6/4/08] Completed
Arizona (Sun City} 7/281086] 3.9 Z4 11.8%]  106% 4/1/08| Completed,
Texas 10/16/06 $0.8 $0.7 12.0% 12 0% 1/1/07| Completed|
Tennessee 11/22/08 64 4.1 ~11.0%) 9 .6% 5/23007| Completed
| ndiana 12/506 24.7 14.0 11.5% 10.0% 12/107| Completed;
Missourt 12/15/06 1.5 214 11.3%]  0.0%) 117107 Comptetad;
Total Granted {2006) $185.7 31078 568%

Total Pending (2008) $0.0 $0.0

General Rate Cases Filed 02007, v, - o o - 7o vm o - RN
California *. 141407 516.4 $130 10.2% 6/1/08] Completed
Michigan 1/8/07 0.2 0.2 [ 100.0% 12.0%, 10.0% 1/8/97| Completed|
Maryland 29007 0.6 06| 100.0% 11.8% 10.5% 101107 Completed|
Pennsylvania 427107 59.2 36.0 650.8% 11.8% NiA, 11307 Completed
Arlzona (Sun City) 4130/07| 2.2 1.8 65 4% 11.8%| 10.8% 6/1/08| Completed
Kentucky 4130/07] 13.2 8.0 60.6% 11.4% 10.0%[ 12/1/07| Completed
Long Islarx ** 51107 95 66| BBB%| 11.0% 9.5% 471/08] Completed)
Waesl Virginia 6/1/07 24.1 145 60.2% 11 3% 10.0% 3/28/08[ Compteted|
lowa B/AGI07 61 4.3 70.5% 11.3% 10.4% 211/08] Complet
lllinais 8/31/07) 32.8 216 6558%| 11.3%] 104% 8/8/08] Completec
Qhig 107107 5.5 53 95 6% 11.3% 10.5% 11/13/08] Completed|
Hawaii *** - 4114/07| 1.3 0.7 50.0% 10.6%] N 41/1/08| Pending .

* Californfa rate increase includes step increase of £2.6mn effactive in 2009 and 2. 5mn effective in 2610
** Long Isiand rate increase includes step increase of $1.0mn in 2009 and $1.0mn in 2010
*** Hawaii ternporary rate increase of $0.7mn put in place Oct. 2008 and will be subjec! to adjustment upon issuance of inal ordar

Total Granied (2007) 31699 §112.0 65.ﬁ|

Totai Pending {2007) $1.3 $0.7 _ 50.0%

General Rate Cases Flied In 2008, K [ P R Lo
Michigan 1108 $0.2 $0.2 | 100.0% 10.0% 10.0%) 1/1/08{ Completed|
New Jersay 1/14/08 125.0 721 57.7%| 11.5%, 10.3% 12/7108| Completed
Calitorniz (Monterey Water) 1730408 35.3 12.1 34.3%| 11.5% 0.2% 5/11/09| Completed
Calitomia {Montarey W) 1/30/08 18 1.7 04.4% 11 5% 0.2% 7/9109] Completed)
California {Gan. Office) 4/30/08) 5.4 2.2 34.4% 11.5% 10.2% 5/11/09| Compieted|
Virginia 1730/C8 4.3 34 79 1% 11.3% 10.5% 1/1/08| Completed
Texas * PoA2108] - 0.9 0.4 50.0% 2.0%)| . - 8/30/08| - Pending|
Tennessee 3/14/08 78 1.7 21.6% B% 10.2% 10M1/08] Completed
Missouri 3108 49,8 34.5 €9.3% 3% 10.0%, 11/28/08] Completed
Pennsylvania - WW 4128/08 27 1.9 70.4% 11 5% 10.6%, 1114/08| Completed
Califomia (ROE) 571708, 28 a1 36%]  11.5% __10.2% 5/5/08) Completed|
Arzona -~ fn, Sy o] BIDE o 2000 | 0 10,04 50.0%) 11.8%] = T la 9/08[ 1 Pendin
West Virginia 5/30/08 14.8 52 35.3% 11 B% 10.0%, 3/26/09] Completed|
New Mexico (Clovis) £r3008[ 2.2 1.4 51.8% 11 B% 10.3%, 512/09| Completed
Kentucky 10/31/08] 18.5 10.3 55.7% 11.5% 10.0%, 6/1/09| Campleted|

* Texas lemporary fate increese of §6.4mn put in place June 2008 and wifl be subjec! fo adjustment upon issuance of fnal aroer

rrotal Granted (2008) $2714  $146.7  B4.1%

Total Pend Ing {2008} $20.9 $10.4 50.0%
Generat Rate Cases Filed In 2009 o Bl fenabedag i HI Y
Callfornia {Sac, LA;:Lark) > $16.8 |  §0.0% A1/19)
Pennsytvania . B T 284 | 60.0%) . -+ 1410
lowa * Bl -t -6.8 72.3% g 211110 a
Indlana w0 | A130/09] - 489 - 236 £0.0% . - 5140 Pendlng
|Ma§land IR = 430/09 o8] - 04 S0.0% 11.8% - “4Mne|  Pendl
Ohle . - 5f709) . .. a8 . 4.4 50.0%)| " 12.2%] 2M11110]  Pendin
'llllno!s'? - : |0 . si2sa8| B85 293 50.0% 12.3%| . i 51110 Pendin
Michigan §/22/09 0.2 02| 100.0% 10.5% 10 5% 7/1/59| Completed
Ardzona © e o - o ] el TRI09] i 2006 | e 30,3 050090 12.3%) . 8 . =110l Pending|

* lowa temporary rate incredse of $6.8mn put in place July 2009 and will be subject fo adiusiment upon issuance of final order
- Total Granted (2009) $0.2 $0.2  100.0%)
Total Pending {2009) - $235.9 $1200  50.9%

. SB1%
' 60.8%

Tatal-Granted (2066 i present} .,
Total Pending (2006~ present) thr:

Source: Company data, various Stale Public Utility Cornmission news ralaases, Geldman Sachs Research estimates.
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August 9, 2009 American Water Works Co., Inc. [AWK)

Reg AC

I, Maria Karahatis, 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. | 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 attributes of that security to ils peer group and
market. The four key attributes depicted are: growth, returns, muitiple and volatility. Growth, returns and multiple are indexed based on composiles
of several methodologies 1o 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 compasite of next year's estimate over current year's estimate, e.g. EPS, EBITDA, Revenue. Retum is a ygar one prospective aggregate
of various rewurn on capital measures, e.g. CROCI, ROACE, and ROE. Muktiple is a compaosite of one-year forward valuation ratios, e.g. #/, dividend
yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month volatility adjusted for dividends.

Quantum

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

Disclosures

Coverage groupls) 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 1o receive or intends to seek compensation for investment banking services in the nex1 3 months: American Water YWorks
Co., Inc. {$20.13)

Goldman Sachs had an investment banking services client relationship during the past 12 months with: American Water Works Co., inc. (320.13}
Goldman $achs has managed or co-managed a public or Rule 1444 offering in the past 12 months: American Water Works Co., inc. 1$20.13}

Goldman Sachs is a specialist in the relevant securities and will at any given time hava an inventory position, "long" or "shart,” and may be on the
opposite side of orders execuled on the ralevant axchange; American Water Works Co., Inc. {$20.13)

Distribution of ratings/investment banking relationships

Goldman Sachs Investment Research global coverege universe

Rating Distribution Investment Banking Relationships
Buy Hold Sell Buy Hold Sell
Globat 0% | 5% 19% B4% 52% 4%

As of July 1, 2009, Goldman Sachs Global Investmant Research had investment ratings an 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
the purposes of the above disclosure raquired by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related dafinitians' below,

a

Attachment |-8

Gotdman Sachs Global Investment Research



August 9, 2009 American Water Works Co., Inc. (AWK}

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 tc in this repert: manager
or co-manager in a pending transection; 1% or other awnership; compensaticn for certain services; types of client relationships; managed/ca-
managed public offerings in prior periods; directorships; market making and/ar specialist role.

The following are additional required disclosures: Ownarship and material conflicts of interest: Galdman Sachs policy prohibils its analysts,
professionals repaorting to analysts and members of their househoids from owning securities of any company in the analyst’s area of coverage.
Anslyst compensation; Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst
as otficer or diractor: Goldman Sechs policy prohibits its analysts, persons reporting to analysis or members of 1heir ho_use'holds 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 Geldman, Sachs & Co. and therefore may not be subject to NASD Rule 2711/NYSE Rules 472 restrictions on
comrmunications with subject company, public appearances and trading securities held by the analysts. Digtribution of ratings: See the distribution
of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in prior pericds, above, or, if electronic format
or if with respect to muiltiple companies which are the subject of this repart, on the Goldman Sachs weabsite at
http:/fwww.gs.comiresearch/hedge.html. Goldman, Sachs & Co. is a member of SIPC(http:/www.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 far “whalesale clients” within the meaning of the Australian
Corporations Act. Canada; Goldman Sachs Canada Ing. 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 bul are prohibited from accepting payment or
reimbursement by the company ot travel expensas for such visits. Hong Keng: Further informaticn 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) Securitias Private Limited; Japan: See below. Korea: Further information
on the subject company or companies referred 1o in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch, Russia:
Research reports distributed in the Russian Federation are ngt advertising as defined in Russian law, but are informaticn and analysis not having
product premotion as their main purpose and do not provide appraisal within the meaning of the Russian Law on Appraisal. Singapora: Further
information on the covered companies raferred to in this resaarch may be obtained from Goldman Sachs (Singapore) Pte. (Company Number:
198602165W). Taiwan: This material is for reference only and must not be reprinted without permissicn. lnvestors should carefully considar their
own investment risk. lnvestment 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 1his research in conjunction
with prior Goldman Sachs research on the covered companies refarrad to herein and should refer to the risk warnings 1hat 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 an request. .

European Unlen: Disclosure information in relation ta Article 4 (1) (d} and Article 6 {2} of the European Commission Directive 2003/126/EC is
available at http:/fwww.gs.comviclient_services/global_investment_research/europeanpolicy.html

Japan: Goldman Sachs Japan.Co., Ltd, Is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered
with the Kanta Financial Bureau (Registration No. 69}, and is a member of Japan Securitiea Dealers Assaciation (JSDA) and
Financial Futures A iation of Japan {FFJAJ). Sales and purchase of equities are subject to commission pre-determined with

. Elients plus consumption tax. Ses company-specific disclosures as to any applicable disclosures required by Japanesa stock exchanges, the
Japanese Sacurilies Dealers Association or the Japanese Securities Finance Company.

Ratings, coverage groups and views and related definitions

Buy (B), Neutral (N}, Soll (S) -Analysts recommend stacks as Buys or Sells far inclusion on various regional Investment Lists. Being assigned a Buy
or Sell on an Invesiment 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 Invesiment List is deemed Neutral, Each regional Investment Review Committae manages various regional Investment Lists to
a global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Seli; however, the distributicn 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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Return potentlal raprasents the price differential between the current share price and the price target expected during the time horizon associated
with tha price target. Price targets are reguired for all covered stocks. The return potential, price target and associated time herizon are stated in
each report adding or reiterating an Investment List membership.

Covernge groups and views: A list of all stecks in each coverage group is available by primary analyst, stock and coverage group at
hnip:/fwww.gs.cam/researchvhedge.htmi, The analyst assigns one of the following coverage views which reprasents the analyst's investment cutlook
on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive {A). The investment outlook aver the following 12
months is favorabie relative to the coverage group's historical fundamentals and/or valuation. Neutral {NI. The invesiment cutlook over the
following 12 months is neutral relative to the coverage group's historical fundamentals andior valuation. Geutious (C). The investment outlook over
the fallowing 12 manths is unfavorable relative 10 the coverage group's historical fundamentals and/or valuation.

Not Rated {NFA}. The investment rating and Larget price, if any, have bean remowved pursuant to Goldman Sachs palicy when Geldman Sachs is
acting in an advisory capacity in a merger or strategic transaction invelving this company and in certain gther circumstances. Rating Suspended
RS). Goldman Sachs Research has suspended the investment rating and price 1arget, if any, far this stock, because there is not a sufficient
fundamental basis for determining ar investment rating or target. The previous invesiment rating and price target, if any, are no longer in effect for
this stock and should not be relied upon. Coverage Susponded {CS). Goldman Sachs has suspended coverage of this company. Mot Covered (NC).
Goldman Sachs does not cover this company. Not Available or Not Applicable (NA). The information is not available for display or is nat applicable.
Not Meaningtul (NM). The infarmation is not meaningful and is therefore excluded.

Global product; distributing entities

The Global Investment Research Division of Geldman Sachs produces and distributes research products far clients of Goldman Sachs, and pursuant
10 certain cantractual arrangemants, on a globat basis. Analysts based in Goldman Sachs offices around the world produce eguity research on
industries and campanies, and research on mac¢roeconomics, currencies, commodities and partfolio strategy.

This research is disseminated in Australia by Goldman Sachs JBWare Pty Ltd (ABN 21 006 797 897} 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 Hang Kong by Geldman Sachs (Asia) L.L.C.; in India by Goldman Sachs {India) Securities Private Lid.; in Japan by Goldman Sachs Japan Co.,
Ltd.; in the Republic of Korea by Goldman Sachs {Asia} L.L.C., Seoul Branch; in New Zeatand by Goldman Sachs JBWera (NZ) Limited on behatf of
Goldman Sachs; in Singapare by Galdman Sachs {Singapore) Pte. (Company Nurnber: 198802185W); and in the United States of America by
Goldman, Sachs & Co. Galdman Sachs Imernational has appraved this research in connection with its distribution in the United Kingdom and
Eurppean Unian.

European Unien: Goldman Sachs Internatiana!, authorised and regulated by the Financial Services Autharity, has approved this research in
canneclion with its distributian in the Eurgpean Unian and United Kingdom; Goldman, Sachs & Ca. oHG, regulated by the Bundesanstalt fur
Finanzdienstleistungsaufsicht, may alsa 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 camplete, and it should not be relied on es such. Wa seek to update our research as
apprapriate, but various reguiations may prevant us from doing so. Other than certain industry reparts 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 ralationships with a substantial percentage of the companies cavered by our Global Investment Research
Division,

QOur salespeopte, traders, and gther professionals may provide oral or written rmarkat commentary or trading strategies to our clients and our
praprietary trading desks that reflect opinicns that are contrary 1o the cpinions expressed in this rasearch. Our asset management area, our
proprietary trading desks and investing businasses may make investment decisions that are inconsistent with the recommendations or views
expressed in this rasearch. ' )

We and cur affiliates, officers, directors, and amployees, excluding equity analysts, will from time ta time hava long or short positions in, act as
principal in, and buy or sell, the securities or derivatives (including options and warranms) thereof of cavered 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 recormmendation or take inte account the particular investment objectives, financial situatians, or needs of
individual clients. Clients should corsider whether any advica or recommendation in this research is suitabla for their particular circurstances and,
if appropriate, seek profassional advice, including tax advice. The price and value of the investmants raferred ta ir this resaarch and the income from
them may fluctuate. Past perfarmanca is not a guide to future parformance, future returns are not guaranteed, and a loss of ariginal capital may
cceur. Fluctuations in exchanga rates could have adverse effects on the value or price of, or income derivad from, certain investments.

Certain transactions, including those invaiving futures, options, and other darivatives, give rise to substantial risk and are not suitable for all
investors. Invastors should review current options disclosure documants whlch are available from Goldman Sachs salas rapresentatives or at
http;/fwww.theacc.com/publications/risks/riskchap.jsp, Transactions cost’ may be significant in option strategies calling for multiple purchase and
sales of options such as spreads. Supporting documantatian 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 availabie at http/www.gs.com/tasearch/hedge.html or from Research Compliance, One New York Plaza, New York,
NY 10004,

Copyright 2009 The Goldman Sachs Group, Inc.

Mo part of this material may be {i) copied, photocopled ar duplucated in any form bv any means or {li) redistributed without the priar
written consent of The Goldman Sachs Group, Inc. :
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Missouri-American Water Company

Case No. WR-2010-0131

Federal Reserve Discount Rates Changes and Federal Reserve Funds Rates Changes

Federal Reserve

Federal Reserve

Federal Reserve

Federal Reserve

Date Discount Rate Funds Rate
01/01/83 8.50%
12/31/83 8.50%
04/09/84 9.00%
11/21/84 8.50%
12/24/84 8.00%
05/2(/85 7.50%
D3/07/86 7.00%
04/21/86 6.50%
07/11/86 6.00%
08/21/86 5.50%
08/04/87 6.00%
08/09/88 6.50%
02/24/88 7.00%
07/13/90 B% *
10/29/90 7.75%
11/13/90 7.50%
12/07190 7.25%
12/18/90 7.00%
12/19/90 6.50%
01/09/91 6.75%
02/01/91 6.00% 6.25%
03/08/91 6.00%
04/30/91 5.50% 5.75%
D8/06/91 5.50%
09/13/91 5.00% 5.25%
10/31/91 5.00%
11/06/91 4.50% 4.75%
12/06/91 4.50%
12/20/91 3.50% 4.00%
04/05/92 3.75%
07/02/92 3.00% 3.25%
09/04/92 3.00%
01/01/93 :
12/31/93 No Changes No Changes
02/04/94 3.25%
03722/94 3.50%
04/18/94 3.75%
05/17/94 3.50% 4.25%
08/16/94 4.00% 4.75%
11/15/94 4.75% 5.50%
02/01/95 5.25% 6.00%
07/06/95 5.75%
12/19/95 5.50%
01/31/96 5.00% 5.25%
03/25/97 5.50%
1212197 5.00%
01/09/98 5.00%
03/06/98 5.00%
09/29/98 5.25%
10/15/98 4.75% 5.00%
11117/98 4.50% 4.75%

Date Discount Rate Funds Rale
06/30/99 4 .50% 5,00%
08/24/99 4.75% 5.25%
11/16/99 5.00% 5.50%
02/02/00 5.25% 5.75%
03/21/00 5.50% 6.00%
05/19/00 6.00% 6.50%
01/03/01 5.75% 6.00%
01/04/01 5.50% 6.00%

- 01/31/01 5.00% 5.50%
03/20/01 4,50% 5.00%
04/18/01 4.00% 4.50%
05M15/01 3.50% 4.00%
06/27/01 3.25% 3.75%
08/21/01 3.00% 3.50%
09/17/01 2.50% 3.00%
10/02/01 2.00% 2.50%
11/06/01 1.50% 2.00%
12/111/01 1.25% 1.75%
11/06/02 0.75% 1.25%
01/09/03 2.25% ™ 1.25%
06/25/03 2.00% 1.00%
06/30/04 2.25% 1.25%
08M10/04 2.50% 1.50%
09/21/04 2.75% 1.75%
11/10/04 3.00% 2.00%
12/14/04 3.25% 2.25%
02/02/05 3.50% 2.50%
03/22/05 3.75% 2.75%
05/03/05 4.00% 3.00%
DB/30/05 4.25% 3.25%
08/09/05 4.50% 3.50%
D9/20/05 4.75% 3.75%
11/01/05 5.00% 4.00%
12/M13/05 5.25% 4.25%
01/31106 5.50% 4.50%
03128108 5.75% 4.75%
05/10/06 6.00% 5.00%
06/29/106 6.25% 5.25%
08/17/07 5.75% 5.25%
09/18/07 5.25% 4.75%
10/31/07 5.00% 4.50%
12111107 4.75% 4.25%
D1/22/08 4.00% 3.50%
01/30/08 3.50% 3.00%
03/16/08 3.25%.

03/18/08 2.50% 2.25%
04/30/08 2.25% 2.00%
10/08/08 1.75% 1.50%
10/28/08 1.25% 1.00%
12/30/08 0.50% 0% -.25%
02/19/09 0% - .25%

* Staff began tracking the Federal Funds Rate.
“Revised discount window program begins. Reflects rale on primary credit. This revised discount window policy resutts in
incomparability of the discount rates after January 9, 2003 to discount rates before January 9, 2003,

Saurce:

Federal Reserve Discount rate
Federal Reserve Funds rate

Note: Interest rates as of December 31 for each year are underined.

0.75%

ht‘lp:ﬂwww.newvoﬂ-cfed.6rqImaﬁ(etslslatislics/dlvrateslfedrate.htm1

hitp:/iwww.newyorkfed.org/markets/statistics/dlyrates/fedrate.htmil
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Missouri-American Water Company '
Case No. WR-2010-0131

Rate of Inflation

Mo/Year Rate (%) MofYear Rale {%) MafYear Rate (%) Mo/Year Rate (%) Mo/Year Rate (%) Mo/Year Rate (%) Moryear Rate {%) Mo/Year Rate (%)

Jan 1080 13.90 Jan 1984 4.20 Jan 1988 4,00 Jan 1992 2.60 Jan 1006 2.70 Jan 2000 2.70 Jan 2004 1.90 Jan 2008 4,30
Feb 1420 Feb 4.60 Feb 3.90 Feb 2,80 Feb 270 Feb 3.20 Feb 1.70 Feb 4.00
Mar 14,80 Mar 4.80 Mar 3.0 Mar a0 Mar 2.80 Mar 370 Mar 1.70 Mar 4.00
Apr 14,70 Apr 4.60 Apr 3.60 Apr 3.20 Apr 2,90 Apr . 3.00 Apr 2.30 Apr 3.90
May 14.40 May 420 . May 3.00 May 3.00 May 2,80 May 320 May kR[] May 420
Jun 14.40 Jun 4.20 Jun : 4.00 Jun 3.10 Jun 2.80 Jun 3.70 Jun 3.30 Jun 5.00
Jul 13.10 Jul . 4.20 Jul 4.10 Jul 3.20 Jul 3.00 Jul 3.70 Jul 3.00 Jul 5.60
Aug 12.80 Aug 4.30 Aug 4,00 Aug 310 Aug 2.90 Aug 3.40 Aug 270 Aug 5.40
Sep 12.80 Sep 4.30 Sep 4.20 Sep 3.00 Sep 3.00 Sep 3.50 Sep 2.50 Sep 4.90
Oct 12.80 Oct 4.30 Cet 4.20 Oclt 3.20 Oct 3.00 Oct 3.40 Oct 3.30 Oct 370
Nov 12.60 Nov 4.10 Nov 4.20 Nov 3.00 Nov 3.30 Nov 3.40 Nov 3.50 Nov 1.10
Dec 12.50 Dec 3.80 Dec 4.40 Dec 2.90 De¢ 3.30 Dec 3.40 Dec 3.30 Dec 0.10
Jan 1681 11.80 Jan 1985 3.50 Jan 1988 470 Jan 1983 3.30 Jan 1957 3.00 Jan 2001 .70 Jan 2005 3.00 Jan 2000 0.00
Feb - 11,40 Feb 3.50 Feb 480 Feb 3.20 Feb 3.00 Feb 3.50 Feb 3.00 Feb 0.20
Mar 10.50 Mar .70 Mar 5.00 Mar 310 Mar 2.B0 Mar 2.90 Mar 310 Mar -0.40
Apr 10.00 Apr 3.70 Apr 5.10 Apr 3.20 Apr 2.50 Apr 3.30 Apr .50 Apr -0.70
May 9.80 May 3.80 May © 540 May 3.20 May 2.20 May 3.60 May 2.80 May -1.28
Jun 9.60 Jun 3.80 Jun 5.20 Jun 3.00 Jun 2.30 Jun 3.20 Jun 2.50 Jun -1.40
Jul 10.80 Jut 3.60 Jul 5.00 Jul 2.80 Jul 2.20 Jul 2.70 Jul 3.20 Jul -2.10
Aug 10.80 Aug 3.30 Aug 4.70 Aug 2.80 Aug 2.20 Aug 2.70 Aug 360 Aug -1.50
Sep 11.00 Sep 3.10 Sep 4.30 Sep 270 Sep 2.20 Sep 2.80 Sep 470 Sep -1.30
Oct 10.10 Oct 3.20- o 4.50 Oct 2.80 Oct - 2.10 Oct 2.10 Oct 4.30 Oct .20
Nov 9.60 Nov 3.50 Nov 4.70 Nov 2.70 Nov 1.80 Nov 190 - Nov 3.50 Nov 1.80
Dec 8.80 Dec 3.80 Dec 4,60 Dec 270 Dec 1.70 Dec 1.60 Dec 3.40 Dec 270
Jan 1982 B8.40 Jan 1086 3.80 Jan 1550 520 Jan 1994 2.50 Jan 1958 1.60 Jan 2002 1.10 Jan 2006 4.00 Jan 2010 2.6Q
Feb 7.60 Feb 3.10 Feb 530 - Feb 2.50 Feb 1.40 Feb 1.10 Feb 3.60
Mar 8.8D Mar 230 Mar 5.20 Mar 2.50 Mar 1.40 Mar 1.50 Mar .40
Apt 6.50 Apr 1.60 Apr ! 4.70 Apr 2.40 Apr 1.40 Apr 1.60 Apr 3.50
May B.70 May 1.50 May 4,40 May 2.30 May 1.70 May 1.20 May 4.20
Jun 7.10 Jun 1.80 Jun 470 Jun 2.50 Jun 1.70 Jun t.10 June 4,30
Jul 6.40 Jul 1.60 Jul 4.B0 Jul 2.90 Jul 1.70 Jut 1.50 July 4.10
Aug 5.90 Aug " 160 Aug 5.60 Aug 3.00 Aug 1.60 Aug 1.80 Aug 3.80
Sep 5.00 Sep- 1.80 Sep 820 . Sep 2.60 Sep 1.50 Sep 1.50 Sep 2.10
Oct 510 Oct 1.50 o 6.30 Oct 2.70 Oct 1.50 . Oet 2.00 Oct 1,30
Now 4.60 Nov 1.30 Nov 6.30 Nov 2.70 Nowv 1.50 Nov - 220 Nov 2.00
Dec 3.80 Dec 1.10 Dec 6.10 Dec 2.60 Dec 1.60 Dec 2.40 Cec 2.50
Jan 1983 .70 Jan 1987 1.50 Jan 1891 5.70 Jan 1995 2.90 Jan 1958 1.70 Jan 2003 2.60 Jan 2007 210
Feb 3.50 Feb 2.10 Feb 5.30 Feb 290 Feb 1.60 Feb 3.00 Feb 2.4D
Mar 3.6 Mar 3.00 Mar 4.80 Mar 3.10 Mar 1.70 Mar 3.00 Mar 2.8D
Apr 3.90 Apr 3.80 Apr 4.90 Apt 2.40 Apr 2.30 Apr 220 Apr 280
May 3.50 May 3.80 May 5.00 May 3.20 May 210 May 2.10 May 2.70
Jun 2.80 Jun 3.70 Jun 4.70 Jun 3.00 Jun 2.00 Jun 210 Jun 2,70
Jul 250 | Jul ' 3.90 Jul 4.40 Jul 2.80 Jul 2.10 Jul 2.10 Jul 2.40
Aug 2,60 Aug 4.30 Aug 380 Aug 260 Aug 2.30 Aug 2.20 Aug 2.00
Sep 2.90 Sep 4.40 Sep 340 Sep 2.50 Sep 2.60 Sep 2.30 Sep 2.80
Oct 2.90 Oct 4.50 Oct 2,00 Oct 2.80 Oct 2,60 Oct 2.00 Oct 3.50
Nov 3.30 Nov 4.50 Nov 3.00 Nov 2.60 Nov 2.60 Nov 1.80 Nov 4.30
Dec 3.80 Dec 4.40 Dec 3.10 Dec 2,50 Dec 270 Dec 1.80 Dec 410

Source: U.S. Dept of Labor, Bureau of Laber Statistics, Consumer Price Index - All Urban Consumers,
Change for 12-Month Period, Bureau of Labor Stalistics
bitp:/Awvwer, bls. gowv/s lefarchives/cpi nr.htm
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Missouri-American Water Company

Case No. WR-2010-0131

Average Yields on Mergent's Public Utility Bonds

MoiYear Rate (%) Mo/fYear Rate (%} Mo/Year Rate {%) Mo/Year Rate (%) Mo/Year Rate (%) Mo/Year Rate (%) Mo/Year Rate (%) Mo/Year Rate (%)
Jan 1980 1212 Jan 1984 13.40 Jan 1983 10.75 Jan 1892 B.67 Jan 1996 7.20 Jan 2000 8.22 Jan 2004 6.23 Jan 2008 6.08
Feb 13.48 Feb 1350 Feb 10.11 Feb B.77 Feb 7.37 Feb 8.10 Feb 6.17 Feb 6.28
Mar 14.33 Mar 14.03 Mar 10.11 Mar B.B4 Mar 7.72 Mar B.14 Mar 6.01 Mar B.29
Apr 13.50 Apr 14.30 Apr 10.53 Apr B.79 Apr 7.88 Apr B.14 Apr 6.38 Apr 8.38
May 12.17 May 14,95 May 10.75 May B72 May 7.99 May 6.55 May 6.68 May 6.38
Jun 11.87 Jun 15.16 Jun 1071 Jun B.64 Jun £.07 Jun B.22 Jun 6.53 Jun 8.50
Jul 12.12 Jul 14.92 dul 10.96 Jul B.46 Jul 8.02 Jul B.17 Jul 6.24 Jul 6.50
Aug 12.82 Aug 14,29 Aug 11.08 Aug B.24 Aug 7.84 Aug B.05 Aug 6.18 Aug 6.48
Sep 13.29 Sep 14.04 Sep 10.56 Sep B.32 Sep B.01 Sep B.16 Sep 6.01 Sep 6,59
Oct 13.53 Oct 13.68 Cct 9.02 Oct B.44 Oct 7.76 Cct B.0B Oct 5.95 Oct 7.70
Nov 14.07 Nov 13.15 Nov 9.89 Nov B.53 Nov 7.48 Nov B.03 Now 5.97 Nov 7.80
Dec 14.48 Cec 12.96 Dec 10.02 Dec B.36 Dec 7.58 Dec 7.79 Dec 5.83 Dec 6.87
Jan 1981 - 14,22 Jan 1985 12.68 Jan 1989 10.02 Jan 186063 B.23 Jan 1997 7.79 Jan 2001 776 Jan 2005 5.80 Jan 2008 B6.77
Feb 14,84 Feb 13.00 Feb 10.02 Feb B.0O Feb 7.68 Feb 7.69 Feb 564 Feb 6.72
Mar 14.86 Mar 13.66 Mar 10.16 Mar 7.85 Mar 7.92 Mar 7.59 Mar 5.86 Mar 6.85
Apr 15.32 Apr 13.42 Apr 10.14 Apr 7.76 Apr B.06 Apr 7.81 Apr 572 Apr 6.90
May 15.84 May 12.89 May 9.92 May 7.78 May 7.94 May 7.88 May 560 May 8.83
Jun 15.27 Jun 11.91 Jun 9.49 Jun 7.68 Jun 7.7 Jun 778 Jun 5,38 June 6.54
Jul 15.87 Jul 11.88 Jul 9.34 Jul 7.53 Jul 7.52 Jul T Jul 5.50 July 6,15
Aug 16.33 Aug 11.93 Aug 9.37 Aug 7.21 Aug 7.57 Aug 7.587 Aug - 5.51 Aug 5,80
Sep 16.89 Sep .11,95 Sep 9.43 Sep 7.01 Sep 7.50 Sep 773 Sep . 5.54 Sep 5.60
Oct 16.76 Oct 11.64 Oct 9.37 Oct 6.99 Oct 7.37 Oct 7.64 Oct 579 Oct 5.64
Nov 15.50 Nov 1133 Nov 933 Nov 7.30 Nov 7.24 Nov 761 Nov 5.88 Nov 571
Dec 15.77 Dec 10.82 Dec 9.31 Dec 7.33 Dec 7.16 Dec 7.66 Dec 583 Dec 5.86
Jan 1982 16.73 Jan 10866 - 10.66 Jan 1980 9.44 Jan 1994 EAS Jan 1998 7.03 Jan 2002 7.60 Jan 2006 537 Jan 2010 5.83
Feb 16.72 Feb 10.16 Feb 9.66 Feb 7.44 Feb 7.08 Feb 762 Feb 583
Mar 16.07 Mar 9.33 Mar 9.75 Mar 7.83 Mar 7.3 Mar 7.83 Mar 5.98
Apr 15.82 Apr 9.02 Apr 9.87 Apr B.20 Apr 7.12 Apr 774 Apr 6.28
May 15.60 May 9.52 May 9.89 May B.32 May 7.1 May 7.76 May 639
Jun 16,18 Jun 9.51 Jun 9.89 Jun B.31 Jun 6.89 Jun 7.67 Juna 6.39
Jul 16.04 Jul 9.19 Jul 9,66 Jul B.47 Juf 6.99 Jul 7.54 July 6.37
Aug 19.22 Aug 8.15 Aug 9.64 Aug B.41 Aug 6.96 Aug 7.34 Aug 6.20
Sep 14.56 Sep 9.42 Sep 10.01 Sep B.65 Sep 8.68 Sep 7.23 Sep 6.03
Oct 13.88 Qct 9.39 Oct 9.94 Oct 6.98 Oct .88 "Cet 743 Oct 6.01
Nov 13.56 Nov 9.15 Nov 9.76 Nov 9.00 Nov 6.96 Now 7.31 Nov 5.82
Dec 13.55 Dec B.96 Dec 9.57 Dec B.79 Dec B.B4 Dec 7.20 Dec 5.83
Jan 1983 13.46 Jan 1987 B.77 Jan 1991 9.56 Jan 1995 B.77 Jan 1999 B.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.62 Feb 59
Mar 13.28 Mar B.75 Mar 9.39 Mar B.41 Mar 7.18 Mar 6.80 Mar 5.87
Apr 13.03 Apr 9.30 Apr 9.30 Apr 8.30 Apr 716 Apr 6.68 Apr 6.01
May 13.00 May 9.82 May 9.29 May 7.93 May 7.42 May 6.35 May 6.03
Jun 1317 Jun 9.87 Jun 9.44 Jun 762 Jun 7.70 Jun 6.21 June 6.34
Jul 13.28 Jul 10.01 Jut 9.40 Juy 7.73 Jul 7.66 Jul 6.54 July 6.28
Aug 1350 Aug 1033 Aug 9.16 Aug 7.86 Aug 7.86 Aug 6.78 Aug 6.28
Sep 13.35 Sep 11.00 Sep 9.03 Sep 7.62 Sep 7.87 Sep 6,58 Sep 6.24
Oct 13.18 Oct 11.32 Oct B.99 Oct T.46 Oct 8.02 Oct 6.50 Oct 6.17
Nov 13.33 Nov 10.82 Nov B.93 Nov 7.40 Nov 7.B6 Nov 6.44 Nov 6.04
Dec 13.48 Dec 10.99 Dec B.76 Dec 7.2% Dec B.04 Dec 6.36 Dec 6.23

Source: Mergent Bond Record

SCHEDULE 4-1



Mo/Year

Rate (%)

MofYear

Rate (%)

MofYear

Missouri-American Water Company

Case No. WR-2010-011

Average Yields on Thirty-Year U.S. Treasury Bonds

Rate (%}

MolYear

Rate (%) MofYear  Rate (%) Mo/Year  Rate (%) MofYear  Rate (%) MofYear  Rate (%)

Jan 1880 10.60 Jan 1984 1175 Jan 1988 8.83 Jan 1992 7.58 Jan 1998 &.05 Jan 2000 6.63 Jan 2004 4,89 Jan 2006 4.33
Feb 12,13 Feb 11.95 Feb 8.43 Feb 7.85 Feb 6.24 Feb 8.23 Feb 4.93 Feb 452
Mar 12,34 Mar 12.38 Mar 8.63 Mar 7.97 Mar 6.60 Mar 8.05 Mar 4.74 Mar 439
Apr 11.40 Apr 1265 Apr 8.95 Apr 7.96 Apr 6.79 Apr 5.85 Apr 514 Apr 444
May 10.36 May 13.43 May 9.23 May 7.89 May 6.93 May 6.15 May 5.42 May 4,60
Jun 9,81 Jun 13.44 Jun 9.00 Jun 7.84 Jun 7.06 Jun 593 Jun EXa Jun 4.69
Jul 10.24 Jul 13.21 Jul 9,14 Jul 7.50 dul 7.03 Jul 565 Jul 522. Jul 457
Aug 11.00 Aug 12.54 Aug 9,32 Aug 7.39 Aug 6.84 Aug 5.72 Aug 5.08 Aug 4.50
Sep 11,34 Sep 12.29 Sep 9.06 Sep 7.34 Sep 7.03 Sep 5.83 Sep 4,90 Sep 4.27
Oct 11.59 QOct 11.98 Oct 8.80 Oct 7.53 Oct 6.81 Oct 5.80 Oct 4.86 Qct 417
Nov 12.37 MNov 11.56 Nov 9.02 Nov 7.61 Nov 6.48 Nov 5.78 Nov 4.89 Nov 4.00
Dec 12.40 Dec 11.52 Dec 9.01 Dec 7.44 Dec 6.55 Dec 549 Dec 4,66 Dec 2.87
Jan 1981 12.14 Jan 1985 1145 Jan 1989 B.63 Jan 1993 7.34 Jan 1997 6.83 Jan 2001 5.54 _Jan 2005 4.73 Jan 2008 313
Feb 12.80 Feb 11.47 Feb 9.01 Feb 7.09 Feb 6.69 Feb 5.45 Feb 4.55 Feb 3.59
Mar 12.69 Mar 11.81 Mar 9.17 Mar 6.82 Mar 6.93 Mar 5.34 Mar 4.78 Mar 3.64
Apr 13,20 Apr 11.47 Apr 9.03 Apr 6.85 Apr 7.09 Apr 565 Apr 4,65 Apr 376
May 13.60 May 11.05 May 8.83 May 6.92 May 6.94 May 578 May 4.49 May 423
Jun 12,96 Jun 10.44 Jun 8.27 Jun 6.81 Jun 6.77 Jun 5.67 Jun 4,29 June 4.52
Jul 13.59 Jul 10.50 Jul 8.08 Jul 6.63 Jul 6.51 Jul 5,61 Juf 4.41 July 4.41
Aug 14.17 Aug 10.56 Aug 812 Aug 6327 Aug 6.58 Aug 5.48 Aug 4.46 August 437
Sep 14.67 Sep 10.61 Sep 8.15 Sep 6.00 Sep 6.50 Sep 5.48 Sep 447 Sept 419
Oct 14 68 Oct 10.50 Oct 8.00 Oct 5.94 Ocl 6.33 o] 5.32 Oct 467 Oct 4.19
Nov 13.35 Nov 10.06 Nov 7.80 Nov 6.21 Nov 6,11 Nov 512 Nov 4.73 Nov 4.31
Dec 13.45. Dec 8.54 Dec ¥.90 Dec B.25 Dec 5.89 Dec 5.48 Dec 4.86 Dec 4.49
Jan 1982 14,22 Jan 1986 9.40 Jan 1990 8.26 Jan 1994 6.29 Jan 1998 581 Jan 2002 5.44 Jan 2006 4.59 Jan 2010 4. 60
Feb 14.22 Feb * 8.93 Feb 8.50 Feb 6.49 Feb 5.69 Feb 539 Feb 458 Feb 4.62
Mar 13.53 Mar 7.96 Mar 8.56 Mar 6.91 Mar 5.95 Mar 571 Mar 473

Apr 1337 Apr 7.39 Apr B.76 Apr 7.27 Apr 5.92 Apr 5.67 Apr 5.06

May 13.24 May 7.52 May B.73 May 7.41 May 593 May 564 May 5.20

Jun 13.92 Jun 7.57 Jun B.46 Jun 7.40 Jun 5.70 Jun 552 Jun 5.18

Jut 13.55 Jul 7.27 Jul 8.50 Jul 7.58 Jul 5.68 Jul 538 July 513

Aug 12.77 Aug 7.33 Aug B8.86 Aug 7.49 Aug 5.54 Aug 5.08 CAug 5.00

Sep 12.07 Sep 7.62 Sep 8.03 Sep 7.1 Sep 5.20 Sep 4.76 Sep 4.85

Oct 11,17 QOct 7.70 Det 8.86 Oct 7.94 Oct 5.01 Oct 4.93 Oct 4.85

Nov 10.54 Nov 7.52 Nov 8.54 Nov 6.08 Nov 5.25 Now 4.95 Nov 4.69

Dec 10.54 Dec 7.37 Dec 8.24 Dec 7.87 Dec . 508 Dec 4,92 Dec 4.68

Jan 1983 10.63 Jan 1987 7.39 Jan 1981 8.27 Jan 1995 7.85 Jan 1999 5.18 Jan 2003 4.94 Jan 2007 4.85

Feb 10.88 Feb 7.54 Feb 8.03 Feb 7.61 Feb 5.37 Feb 4.81 Feb 4,82

Mar 10.63 Mar 7.55 Mar 6.29 Mar 7.45 Mar 5.58 Mar 4.80 Mar 4,72

Apr 10.48 Apr 8.25 Apr 8.21 Apr 7.36 Apr 5.55 Apr 4.90 Apr 4.86

May 10.53 May B.78 May 8.27 May 6.95 May 581 May 4.53 May 4.90

Jun 10.93 Jun 8.57 Jun 8.47 Jun 6.57 Jun 6.04 Jun 437 Jun 5.20

Jul 11.40 Jul 8.64 Jul 8.45 Jul 6.72 Jul 5.98 Jul 4.93 July 5.1

Aug 11.82 Aug B.97 Aug 8.14 Aug 6.88 Aug 6.07 Aug 5.30 Aug 493

Sep 11.63 Sep 9.59 Sep 7.85 Sep 5.55 Sep 6.07 Sep 5.14 Sep 4.79

Oct 11.58 Oct 9.61 Oct 7.93 Oct 6.37 Oct 6.26 Oct 5.16 Oct 4,77

Nov 11.75 Nov B.95 Nov 7.92 Nov 6.26 Nov 6.15 Nov 513 Nov 4.52

Dec 11.88 Dec 9.12 Dec 7.70 Dec 6.06 Dec 6.35 Dec¢ 5.08 Dec 4,53

Sources:

hitg://finance yahoo.comia/h?s=ATYX
hrtp:h'research.stlouisfed.orqn'fred2fdataiGSSO.bct
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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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Percentage Point

Missouri-American Water Company

Case No. WR-2010-0131

~_|Monthly Spreads Between Yields on M

and

ergent's Public Utility Bonds

Thirty-Year U.S. Treasury Bonds (1980 - 2010)
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Missouri-American Water Company
Case No, WR-2010-0131

Moody's Baa Corporate
Bond Yields 1919-2010
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Source: St. Louis Federal Reserve Website: http:/stlouisfed.org Schedule 4-5




Missouri-American Water Company
Case No. WR-2010-0131

Economic Estimates and Projections, 2010-2012

Inflation Rate Real GDP Unempltoyment 3-Mo. T-Bill Rale Long-Term T-Bond Rate

Source 2010 2011 2012 2010 2011 2012 2010 2011 2012 2010 2011 2012 2010 2011
Value Line Investment
Survey — Selection & Opinion 1.70%  2.30% 2.40% 280%  3.00% 3.20% 9.90% 9.40% B8.30% 0.50% 2.10% 3.00% 460% 490% 5.30%
(02-26-10, page 3019) -
The Budget and ; '
Economic Outlook 240% 1.30% 1.20% 220% 1.90% 4.60% 10.10% 95.50% 8.00% 0.20% 0.70% 1.90% N/A NfA
FY2010-2020
(January 2010)

Current rale 2.60% 5.70% 9.70% 0.12% 4.62%

Notes:

Sources of Cument Rates:
Inflation:

GDP:
Unemployment:
3-Month Treasury:
30-Yr. T-Bond:

QOther Sources:

N.A. = Not Available.

The Bureau of Labor Statistics, Consumer Price Index - All Urban Consumers, unadjusted 12-Month Period Ending, December 31, 2009 (see first paragraph).
http: /fwww . bls.aov/schedule/archives/cpi nr.htm

.S, Pepartment of Commerce, Bureau of Economic Analysis. Percentage change for the Fourth Ouarter 2008 (see first paragraph.
hitp:/fwww.bea.qgovinewsreleases/national/gdp/gdpnewsrelease.htm

The Bureau of Labor Statistics, Economy Situalion Summary - Unemployment Rate, January 2010.

hitp:/Avww, bls gov/news release/empsil.nr).htm

St. Louis Federal Reserve website for February 26, 2010 (Weekly).

hitp:/research.stlouisfed.orgifred2/series/TB3IMS/22

St. Louis Federal Reserve website for February 26, 2010 (Weekly).

hitp:firesearch .stlouisfed.oraffred2/seriesWGS30YR

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.
hitp://www.cbo.govipublications/bysubiect. cfm?cat=0

SCHEDLULE §



Missouri-American Water Company

Case No. WR-2010-0131

Historical Consolidated Capital Structures for

American Water
(Doltars in thousands)

Capital Components 1999 2000 2001 2002 2003
Common Equity $1,634,798.0 $1,669,677.0 $1,758,018.0 $1,801,921.0 $3,009,396.0
Preferred Stock 93811.0 3 52,6030 23 494150 **° 33,8580 2° 1,782,6%0.0 23
Long-Term Debt 2,431,452.0 ' 2,432,560.0 ' 2.716,106.0 ' 3,668,589.0 ' 3,822,885.0
$4,160,061.0 $4,154,930.0 $4,523,530.0 §5 504,368.0 $8.614,801.0
Capital Components 2004 2005 2006 2007 2008
Comman Equity $2,688.896.0 $2,609,458.0 $2,613,606.0 $4,542,045.0 $4,102,001.0
Preferred Stock 1,779.875.0 2° 1,779,795.0 23 1,779,088.0 *? $28,864.0 7 28,707.0 **
Long-Term Debt 3,952,172.0 4,366,629.0 ' 4,352691.0 ° $4,771,292.0 ' 4,799,885.0 '
$8,620,943.0 $8,755,882.0 $8,745,475.0 $9,342,202.0 $8,930,593.0
Historical Consoclidated Capital Structures for
Missouri~American
(Dollars in thousands)
Capital Components 1999 2000 2001 2002 2003
Common Equity $47 6324 $65,203.0 $106,249.3 3210,515.0 $215,.245.0
Preferred Stock 2,742.0 2,716.0 2,704.0 2,692.0 2,680.0
Long-Term Debt 65,010.0 * 93,4950 2341464 " 260,130.0" 260,005.0 '
Total $115,384.4 $161.414.0 $433,000.7 $503,337.0 $507,930.0
Capital Components 2004 2005 2006 2007 2008
Common Equity $214,999.0 $219,543.0 $222,961.6 $296,026.0 $336,785.0
Preferred Stock 2,668.0 2,664.0 2,704.0 2,620.0 2,620.0
Long-Term Debt 289,985.0 ' 284,245.0" 286,901.0 " 316,037.0" 385,870.0"
Total $507,652.0 $506,452.0 $512 566.6 $617.583.0 $725,275.0
MNote: 1. Includes current maturities @n long-term debt,

2. Includes redeemable preferred siock.
3. Includes current malurities on preferred stock,

Sources: * Missourk-American Water Company’s response to Siafl Data Request Nos. 103 and March 8, 2010 email from MAWC,
Sehedule 7-1 attached 1o Staff witness David Murray's dired testimony in Case No, WR-2007-0216.

SCHEDULE 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 2003
Common Equity 39.30% 40.19% 38.86% 32.74% 34.93%
Preferred Stock 2.26% 2* 127% 23 1.08% 22 0.62% 2° 20.69% 23
Long-Term Debt 58.45% ' 58.55% ' 60.04% ' 66.65% * 44.38% '
100.00% 100.00% 100.00% 100.00% 100.00%
Capital Components 2004 2005 2006 2007 2008 Average
Common Equity 33.51% 29.80% 29.89% 48.62% 45.93% 37.38%
Preferred Stock 20.65% ** 20.33% *° 20.34% 23 0.31% 2° 0.32% *? 8.79%
Long-Term Debt 45.84% 49.87% " 49.77% 51.07% ' 53.75% 53.84%
100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Historical Consolidated Capital Structures for
Missouri-American
(Dolfars in thousands)

Capital Components 1999 2000 2001 2002 2003
Common Equity 41.28% 40.39% 4531% 41.82% 42.38%
Preferred Stock 2.38% 1.68% 0.62% 0.63% 0.53%
Long-Term Debt 56.34% | 57.92% ' 54.06% ' 57.64% 57.10% '

Total 100.00% 100.00% 100.00% 100.00% 100.00%
Capita! Components 2004 2005 2006 2007 2008 Average
Common Equity 41.28% 40.39% 45.31% 41.82% 46.44% 42.22%
Preferred Stock 2.38% 1.68% 0.62% 0.53% - 0.36% 1.22%
Long-Term Debt 56.34% " 57.92% 1 54.06% ' 57.64% ' 53.20% ' 56.56%

Total 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Note: 1. Includes current maturities on long-term debt.

2. Includes redeemable preferred stock.
3. Includes current maturities on preferred stock.

Sources.  Missouri-American Water Coampany's response to Staff Data Request Nos. 103 and March 8, 2010 email from MAWC.

Schedule 1 attached to Staff witness David Murray’s sumebuttal testimony in Case No. WR-2003-0500.
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Capital Component

MISSOUTI-AIMETICAN ¥YVdLer wuinpany
Case No. WR-2010-0131

Capital Structure as of September 30, 2009
for American Water

Amount

{ir thousands )

Common Stock Equity
Preferred Stock
Long-Term Debt
Short-Term Debt

Total Capitalization

Notes:

$3,987,252 '
$27,619°

$4,537,552 °
$76.556 *

$8,628,980

Percentage

of Capital

46.21%
0.32%
52 55%
0.85%

100.00%

1. Based on common eguity shown on American Water's September 30, 2009 balance sheet.

2. Based on total preferred stock shown on American Water's Sepeimber 30, 2009 balance sheet
less unamorlized preferred stock expenses.
3. Based on total long-term debt shown on American Water's September 30, 2009 balance sheet
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
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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 Cost/Total Carrying Value 6.18%

Source: Missouri-American Water Company's response to Staff's Data Requests No. 0104.

SCHEDULE 8
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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: Misscuri-American Water Company's respense to Staff's Data Request No. 0104,

SCHEDULE 9



Missouri-American Water Company
Case No. WR-2010-0131

Criteria for Selecting Comparable Water Utility Companies

e {2) (3 (4) (%) (€ 7 ®

>76% of
Al Least An Invesimenl Projected Grawth Revenues Comparable
Stock information 5-Years Grade Credit Rate Available from from Company
Publicly Printed In of Data Rating from Value Line or Water Met All
Water Utility Companies(Ticker) Traded Value Line Available S&P Reuters Operations Criteria

alifon ter Service Group : 8 5

Conneclicut Water Service, Inc. (CTWS) Yes Yes Yes No
Middiesex Waler Company (MSEX) Yes Yes Yes No
Pennichuck Corparation (PNNW) Yes No Yes

SJW Corporation (SJW)

Sources: Columns 1 and 2 = Edward Jones Water Ulilily Industry Summary Quarterly Financial and Common Stock Information for December 31, 2008
Columns 3, 4 and 6 = The Value Line Investment Survey: Ratings & Reports, January 22, 2010.
Column 5 = Standard & Poor's RatingsDirecl.
Column & = Reuters and The Value Line Invesiment Survey: Ratings & Reports, January 22, 2010,
Column 7 = AUS Utility Reporis, 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

Ticker
Number Symbol Company Name
1 AWR American States Water Company
2 WTR Aqua America Inc.
3 CWT California Water Service Group
4

YORW 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 States Water Company 1.50% 3.50% 4.50% 317%
Aqua America Inc. . 7.00% 7.50% 9.50% 8.00%
California Water Service Group O 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% 248% 2.98%
- Source: The Value Line Investment Survey, January 22, 2010, o

NA = Not Available

SCHEDULE 1241



Missouri-American Water Company
Case No. WR-2010-0131

Five-Year Dividends Per Share, Earnings Per Share & Book Value Per Share Growth Rates
for the Comparable Water Utility Companies

e——— B.Year Annual Compound Growth Rates -——-—

i Average of
| 5 Year
Annual

Compound

Company Name DPS EPS BVPS Growth Rates

American States Water Company 2.00% 5.50% 5.00% - 4.17%
Aqua America lnc. 8.00% 5.50% 10.00% 7.83%
California Water Service Group 0.50% 7.00% 6.50% 4.67%
York Water Company 6.00% 8.00% 9.00% 7.00%
Average 4,13% 6.00% 7.83% 5.92%
Standard Deviation 3.01% 0.61% . 1.98% 1.54%

Source: The Value Line Investment Survey, January 22, 2010.
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Missouri-American Water Company
Case No. WR-2010-0131

~ Average of Ten- and Five-Year Dividends Per Share, Earnings Per Share &
Book Value Per Share Growth Rates for the Comparable Water Utility Companies

10-Year 5-Year Average of

Average Average 5-Year &

DPS, EPS & DPS, EPS & . 10-Year

Company Name BVPS BVPS Averages
American States Water Company 3.17% 4.17% . 367%
Aqua America Inc. ' 8.00% 7.83% 7.92%

California Water Service Group . 1.67% 4.67% 317%
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

Company Name

American States Water Company
Aqua America Inc.

California Water Service Group
York Water Company

Average

Standard Deviation

for the Comparable Water Utility Companies

—~—- 5-Year Projected Compound Growth Rates --——

DPS
4.50%
6.50%
1.50%

NA

4.17%

2.05%

Source: The Value Line Investment Survey, January 22, 2010,

EPS
9.50%
10.00%
8.50%
NA

9.33%

0.62%

. BVPS

4.00%

6.00%

2.00%
NA

4.00%

1.83%

Average of
5 Year
Annual

Compound
Growth Rates

6.00%
7.50%
4.00%
NA
5.83%

2.81%

SCHEDULE 13



Missouri-American Water Cdmpany
Case No. WR-2010-0131

Projected EPS Growth Rates
for the Comparable Water Utility Companies

{1 (2) 3)
Projected .
5-Year Projected Average
EPS Growth 3-5 Year Projected
Reuters EPS Growth EPS Growth
Company Name {Mean) Value Line . Growth
American States Water Company 4.00% 9.50% 6.75%
Agua America Inc. 8.60% 10.00% 9.30%
California Water Service Group 6.00% 8.50% 7.25%
York Water Company 6.00% NA 6.00%
Average 6.15% 9.33% ' 7.33%

Standard Deviation 1.63% 0.62% 1.22%

Sources:
Column 1 = Analyst Estimates Accessed from Reuters on February 23, 2010.

Column 2 = The Value Line Investment Survey, January 22, 2010.

SCHEDULE 14
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Missouri-American Water Company

Case No. WR-2010-0131

Historical and Projected Growth Rates
for the Comparable Water Utility Companies

(1 (2) 3) (4) (5
Projected
5-Year
Historical EPS Growth Projected Average Average of
Growth Rate Consensus 3-5 Year Projected Historical
(DPS, EPS and Estimates EPS Growth EPS Growth & Projected
Company Name BVPS) {Mean) Value Line Growth Growth
American States Water Company 3.67% 4.00% 9.50% 6.75% 5.21%
Aqua America Inc. 7.92% 8.60% 10.00% 9.30% 8.61%
California Water Service Group 3.17% 6.00% 8.50% 7.25% 521%
York Water Company 7.00% 6.00% NA 6.00% 6.50%
Average 5.44% 6.15% 9.33% 7.33% 6.38%
Proposed Range of Growth for Comparables: 5.40%-6.40%
Sources:

Column 4 = {Column 2 + Column 3) / 2]
Column 5 =[( Column 1+ Column 4} /2]

Column 1 = Average of 10-Year and 5-Year Annual Compound Growih Rates from Schedule 12-3.
Column 2 = http://iwww.reuters_com/finance/stocks/estimates
Column 3 = The Value Line Investment Survey, January 22, 2010.

SCHEDULE 15




Missouri-American Water Company
Case No. WR-2010-0131

Average High / Low Stock Price for December 2009 through February 2010.
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 Stock

Stock Stock Stock Stock Stock Stock Price
Company Name Price Price Price Price Price Price {12/09 - 2110)
American States Water Compény 36.86 32,79 36.42 33.01 © 3367 31.20 33.99
Aqua America Inc. 17.89 16.32 17.88 16.59 17.57 16.45 1712
California Water Service Group 3821 36.18 38.09 35.32 37.68 35.25 36.79
York Water Company - 15.24 1421 15.00 13.04 14.08 13.04 14.10

Notes:
Column 7 = { Column 1 + Column 2 + Column 3 + Column 4 + Column S + Column 676 ].

Source: http:./Hinance.yahoo.com
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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

M (2) (3 (4) %)
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%. 5.21% 8.30%
Aqua America Inc. - $0.59 $17.117 3.45% 8.61% 12.06%
California Water Service Group $1.19 $36.788 3.23% 5.21% 8.44%
York Water Company $051 ' $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 2010. ..

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.
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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 States Water Company 4.57% 0.80 5.60% 3.90% 9.05% 7.69%
Agua America Inc. ' 4.57% 0.65 5.60% 3.90% 8.21% 7T11%
Califernia Water Service Group 4.57% 0.75 5.60% 3.90% B.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

Column 2 =

Column 3=

Column 4

Column 5

which was obtained from the St. Louis Federal Reserve website at http://research.stlouvisfed.org/fred2/series/GS30/22.

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 & Reperts, January 22, 2010.

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 1826 - 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.

= The Market Risk Premium represents the expected return from holding the entire-market portfolic 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% basedona -
geometric average as calculated in Ibbotson Associates, Inc.'s Stocks, Bonds, Bills, and Inflation: 2009 Yearbook.

= (Column 1+ .(Column 2 * Column 3)).

Column 6 = (Column 1 + (Column 2 * Column 4)).
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Missouri-American Water Company

Case No. WR-2010-0131

Muitiple-Stage Discounted Cash Flow (DCF) Estimated Costs of Common Equity
for the Comparable Water Utility Companies

(n (2) 3 {4) (5) {8) (7) (8) {9)
Annualized  Growth ————— Growth e Growth

Quarterly Years Years in Cost of
. Company Name Dividend 1-5 5] .7 a 9 10 Perpetuity  Equity
American States Water Company $1.04 6.75% 6.38% 600% 5863% 525%  4.88% 4.50% 8.19%
Agua America Inc, $0.58 - 8.30% 850% 770% 690% 610% 5.30% 4.50% 9.26%
Califarnia 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: B8.65%

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.
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Missouri-American Water Company
Case No. WR-2010-0131

Selected Financial Ratios for the Comparable Water Utility Companies

(1 (2) (3) {4) 5 (6) (7 (8)

2009 Funds Funds 2009 2010
2009 Estimated From From Estimated Estimated . S8&P
Estimated Long-Term Operations Operations Market- Return on Return on Comorate

Common Equity Debt Interest to Total to-Book Common Common Credit

Company Name Ratio Ratio Coverage Debt Value Equity Equity ._Rating
American States Water Company 54.00% 46.00% 420 x ' 21.0% 1.78 x 5 5% 10.5% A
Aqua America Inc. - 46.00% 54.00% ‘ 440 x *? 18.0% * 222 x 10.0% 10.5% A+
California Water Service Group 53.00% 47.00% 420 x ' 18.0% ' 1.87 x 10.0% 10.5% A+
York Water Company 51.89% 0 4811% P NA x 16.0% 206x . NA NA A-
Average 51.22% 48.78% 4.27 x 18.3% 1.98 x 9.8% 10.5% A

Sources:

The Value Line investment Survey Ratings & Reporls, January 22, 2010. for columns (1), {2), (6) and (7).
Standard & Poor'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 Yotk 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

Publi¢ 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
or
Equation 2 : RR=C+{V-D)R

The symbols in the second equation are represented by the following factors :

RR = Revenue Requirement
o = Prudent Operating Costs, including Depreciation and Taxes
\ =  Gross Valuation of the Property Serving the Public
D =  Accumulated Depreciation
(V-D) = Rate Base (Net Valuation)
(V-D)R =  Return Amount ($3%) or Eamings Allowed on Rate Base

R = iL+dP+kE or Overall Rate of Return (%)

i = 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

SCHEDULE 21



Missouri-American Water Company
Case No. WR-2010-0131

Weighted Cost of Capital as of September 30, 2009
for Missouri-American Water Company

Weighted Cost of Capital Using
: Common Equity Return of:
Percentage Embedded ’

Capital Component of Capital Cost 8.95% 9.25% v 9.55%
Common Stock Equity 46.21% - 4.14% 4.27% 4.41%
Preferred Stock 0.32% 9.19% 0.03% 0.03% 0.03%
Long-Term Debt 52.59% 6.18% 3.25% 3.25% 3.25%
Short-Term Debt ' 0.89% 0.81% 0.01% 001% 0.01%

Total 100.00% 7.42% 7.56% 7.70%

Sources:
See Schedule 7 for the Capital Structure Ratios.

SCHEDULE 22



MISSOURI PUBLIC SERVICE COMMISSION

" STAFF REPORT

COST OF SERVICE

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 6/30/09

B'wick JefT City Joplin Mexico Plville W St.Chas St Joe St. Louis War Co W Whurg CedarHillS PwvilleS WarCo S Total
Monthly 442 10,927 24,476 4,932 5,691 29,694 32,548 340,194 438 7.073 576 105 413 457,509
Qtrly . . . , 0
Total 442 10,927 24,476 4932 5,691 29,694 32,548 340,194 438 7:073 576 105 413 457,509
|Factor 0.097% 2.388% 5.150% 1.078% 1.244% 6.490% 7.114% T4.358% . 0.096% 1.546% 0.126%  0.023%  0.090% 100.000% |
Staff applied the Total Customer Allocation Factor to the following Corporate Accounts:
Other Revenues
Source of Supply - All accounts
Pamping - All accounts
Aceount 903.2, Contract & Order Labor
Account 907, Service & [nfarmation
Total Number of Bills
(Source: Customer Annual Billing based upon Company's Test Year Number of Customers) ‘ )
B'wick Jeff City Joplin Mexico Pville W St.Chas §t. Joe St. Louis . WarCo W Whurg Cedar Hill 8§ P'ville§ WarCo§ Total
5,304 131,124 293,712 50,184 68,292 356,328 390,576 4,082,328 5,256 84,876 6,912 1,260 4,956 5,490,108
{Factor 0.097% 2.388% 5.350% 1.078% 1.244% 6.4%0% ~ 7.114% 74.358% 0.096% 1.346% 0.126%  0.023%  0.090% 100.000% .|

StafT 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 303.6, Billing & Accounling Labor
Account 904 Uncollectible Aecounls
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Missouri-American Water Company
Case No. WR-2008-0311
Staff's Corporate Allocation Factors

Corporate Customer Accounting Composite
(Soorce: Company's TY Nuinbers for Aceount Nos. 901 and 905)

B'wick Jeff City Joplin Mexico Plville W St1.Chas St Joe St. Louis War Co W Whurg CedarHill S PwvilleS WarCo S Total
Labor 2,323 87 473 48 0 19,334 36,269 6,890 0 5,241 35 [ 0 74,959
Non-Labor 4,664 17,410 6,819 5,523 3,863 6,467 18,160 53,029 0 12,866 1,936 0 0 150,737
Total 6,987 17,497 11,551 5,571 3,863 25,801 74,429 59,919 0 18,107 1,971 0 0 225696
|Factor 3.096% 7.752% 5.118% 2 468% £.712% 11.432% 32.978% 26.349% 0.000% 8.023% 0873%  0.000%  0.000% 100.000% |

Staff applied the Corporate Customer Accouting Composite Factor to the following Corporate Actounts:

Account 901, Supervision
Account 905, Miscellaneous

Length of Mains (feet)
(Source 2008 PSC Annual Report, Page W-14)

B'wick Jeff City Jophin Mexico Plville W $t.Chas St. Joe St. Louis WarCo W Whburg CedarHillS Pville§ WarCo§ Total
65,858 785,407 2,345,846 445534 441636 2,388,264 3.242.232 19,965,320 60.073 551,926 30,292,096
IFactor 0217% 2.593% 7.744% . 1.471% 1.458% 7.884% 10,703% 65.909% 0.198% 1.822% 0.000% 0.000% 0.000% 100.000%

Staff applied the Lengths of Maius Allocation Factor to the followiug Corporate Accounts:

All Transmission & Distribution Expense
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Misscuri-American Water Company
Case No. WR-2008-0311
Staff's Corporate Allocation Factors

Labor Composite
(Source: Staff's Payroll Annualization as of 10/31/09)

B'wiek JeffCity Joplin Mexico Pville W St.Chas St. Joc St. Louis WarCo W Whurg  CedarHill S PvilleS WarCo S Total .

Total $ 117,898 § 936,11 $ 1,588,048 § 332896 § 264273 0§ 797644 8 1,793,695  § 16,884,831 $ 4096% § 280,508 % 109659 $ 5787 § 120092 § 23,281,492
CorpA&G $§ 9762 % 77514 § 131486 § 27563 § 21,881 § 66043 % 148514 5 1,398,022 0§ 3392 0§ 23225 § G080 F 479 § 10689 $ 1927650
$ 108,136 § 858676 § 1,456,562 8§ 305333 0§ 242392 § 731,601 $ 1645182 $15486809 $ 37577 % 257282 § 100,580 % 5308 $ 118404 § 21,353,842

|Factor 0.506% 4.021% 6.821% 1.430% 1.135% 3.426% 1.704% 71.525% 0.176% 1205% 0471%  0.025%  0.554% 100.000% |

Staff applied the Labor Composite Factor to the following Corporate Accounts:

A&G expenses (except for Call Center adjmt, Beliville Lab & OPEB amort)
General Plant (A1l plant recorded in Corporate district)
Aceunulated Depreciation Reserve on Genera! Plant
Accumulated Amortization Reserve
Miscellaneous Non-deduelible Expenses
Prepayments related lo insusrance and other

Water Revenue
(Source: Staff's Annyalized Revenues as of 10/31/09)

B'wick Jeff City Joplin Mexico Plville W St.Chas St. Joc St. Louis WarCo W Whurg, CedarHill S PvilleS WarCo S Total
§ 346907 $6,259.775 $17.101,373 $ 3497955  $4,859,449 HuHsaaaRE $21,363,520 BaEdEREHaHE S 236,597 . $3,836,992 $ 216,826,743
[Factor 0.160% = 2.887% 7887% 1.613% 2.241% 5.799% 9.853% 67.681% 0.109% 1.770% 0.000% 0.000%  0.000% IO0.000%_I

Staff applied the Water Revenue Allocation Factor to the follnwirfg Corpnralc'Accounts:

PSC Assessment for Water Operations
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Sewer Revenue
(Source: Staff's Annualized Revenues as of 10/31/09)

Missouri-American Water Company
Case No, WR-2008-0311
Staff's Corporate Allocation Factors

B'wick JeffCity Joplin Mexico Pville W St.Chas St. Joe St. Louis War Co W Whurg  Cedar HilS PvilleS WarCo S Total
$ 339,698 $35666 $ 98955 § 474,319
{Facter 0.000% 0.000% 0.000% 0.000% 0.000% 0.000% 0.000% 0.000% 0.000% 0.000% TI618% 7.519% 20.863% 100.000% |
Staff applied the Sewer Revenne Allocation Factor to the following Corporate Accounts:
PSC Assessment for Sewer Operations
Net Plant .
(Source: Staff's October 30, 2009 Net Plaat)
B'wick Jeff City Joplin Mexilco . Pville W St.Chas St. Joe St. Louis WarCo W Whourpg  Cedar Hill § i"ville § WarCoS$ Total
$2,318,922 HEARARUNE  BERHUERNRRR  ARHAHAREAE  RARRARRRE 8 - £99,731,126 RUHRHAHRRAYE  RHHBYRAEE  BEEHARHHEN S 366,655 $48,024  HHHNHNEME  ANHRNYHHBREEY
|Factor 0.213% 1.991% 10.002% 1.700% 3.081% 0.000% 5. 166% 71.565% 0.114% 1.821% 0.034%  0.004%  0.309% 100.000% |
Staff applied the Net Plant Allocation Factor to the following Corporate Acconnts:
State Franchise Tax
Prepaid Taxes (if any)
Net Normalized Timing Difference
(Source: Staff's EMS Schedules in Case No. WR-2008-0311)
B'wrck Jeff City Joplin Mexico Pville W St.Chas St. Joe St. Louis WarCo W Whurp  CedarHill S PwilleS WarCo$ Total
$ (4358%) § 70369 0§ 102619 % 38109 § 91,166 $ (78329) §$ 1,003,133 S 4981477 § (10,036) $ 61,265 $ (22379) $§ 492 § (45.834) § 6,148 467
|Facior -0.709% 1.144% 1.669% 0.620% 1.483% -1274% 16.315% 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 Accounts:

Annulaized DIT 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
{Source: EMS Schedules in Case No. WR-2007-0216)

B'wick Jeff City Joplin Mexico Pyille W St.Chas St Joe St_Louis War Co W Whurg  Cedar Hill § PvilleS WarCo$ Total
$ 146,657  $1,490,832 $ 3,092,515 £ 1205848 § 875252 $1311,452 8 3,891,193 $18691834 § - b - 3 - 3 - 5 - § 30,717,583 .
|Faetor 0477% 4.851% 10.068% 3.926% 2.849% 4.302% 12.668% 60.857% 0.000% 0.000% 0.000%  0.000%  0.000% 100.000% |
Staff applied the Book to Nex Tax Basis Plant Difference Factor to the following Corporate Accounts:
Deferred Income Tax Balances
Labor Excluding STL, Warren County, Cedar Hill & JC - TYE as Updated:
(Sourcc: Staff's Payroll Annualization as of 10/31/09)
B'wick Jeft City Joplin Mexico Pville W St.Chas St. Joe St. Louis War Co W Whurg  CedarHillS PvilleS WarCo$ Total
$ 10,136  $ - $ 1456562 8§ 305333 0§ 242392 § 731,601 § 1645182 $ 257,282 $ 5,308 $ 4.751,796
[Factor 2.276% 0.000% 30.653% 6.426% 5.101% 15.396% 34.622% 0.000% 0.000% 5.414% 0.000%  0.112%  0.000% 100.000% |
. Staff applied the Labor Exeluding STL. Warren County, Cedar Hill & JC Factor to the following Corporate Accounts:
OPEB Asset and Amortization
ITC Amortization - (Bases: Direct assigned 1TC balances)
{Source: ITC Balances filed in WR-2008-0311)
B'wick Jeff City Joplin Mexico Plville W St.Chas S¢. Joe St. Louis War Co W Whurg  CedarHillS PvilleS WarCo § Total -
$ 16,850 § 21973 $ 38,823
[Factor 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 applied the ITC Amortization Factor to the following Corporate Accounts:

Corporate recorded ITC amortization
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Missouri-American Water Company
Case No. WR-2008-0311
Staff's Corporate Allocation Factors

Water Test Analyses Performed
(Sourcc: Tesl Year No. of Analyses performed by Belleville Lab by dustrict)

B'wick Jeff City Joplin . Mexico Pville W St.Chas St. Joe St. Lonis WarCo W Whburg CedarHillS P'villeS WarCoS Tora)

232 194 334 197 268 157 (1,043 123 302 2,850
[Bactor 8.140% 6.807% 11,719% 6.912% 0.404% 0.000% 5.509% 36.596% 4.316% 10_596% 0.000%  0.000%  0.000% 100.000% |

Staff applied the Water Test Analyses Performed Factor to the following Corporate Accounts:

Belville Lab costs/expense
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Usage Per Customer

MISSOURI-AMERICAN WATER COMPANY
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Missouri American Water Company

Usage Per Customer
Case No. WR-2010-0131

Residential
{1,000 Gallons)

Joplin [ St. Charles | St. Joseph| St. Louis | Brunswick | Mexico | Parkville | Warrensburg [ Jefferson City
per day 0.180 0.258 0.163 0.251 0.1186 0.142 0.2589 0.161 0.154
per month 5.486 7.853 4.974 7.847 3.533 4.332 7.871 4,913 4.678
per year 65.826 94.241 59.685 91.759 42.400 51.981 94.450 58.961 58.137
Commercial
(1,000 Gallons)

St. Louis St. Louis

Joplin | St. Charles | St. Joseph | - Quarterly -| - Monthly - | Brunswick | Mexico Parkviile Warrensburg Jefferson City
per day 0.967 1.229 0.814 1.082 14.720 0.224 0.583 1.017 0.720 0.764
per month 29.424 37.415 24770 32.832 448.051 6.824 17.758 30.941 21.916 23.250
per year 353.084| 448.984 297.242 395.183 5376.618 81.889 213.113 371.293 262.990 279.002

Appendix 4




MISSOURI PUBLIC SERVICE COMMISSION

STAFF REPORT

COST OF SERVICE

APPENDIX 5

Average Service Lives

MISSOURI-AMERICAN WATER COMPANY

CASE NO. WR-2010-0131




Account
Number

311.00
312.00
313.00
314.00
315.00
316.00
317.00

321.00
322.00
323.00
324.00

331.00
332.00
333.00

341.00
341.10
342.00
343.00
344.00
345.00
348.00
347.00
348.00
349.00

390.00
380.10
380.30
390.90
391.00
391.20
391.25
391.30
392,10
392.20
392.30
392.40
393.00
394,00
395.00
396.00
397.10
397.20
398.00
395.00

Missouri-American Water Company
Case No. WR-2010-0131

Reco.mmended Annual Depreciation Rates

WATER

Account Description

SOQURCE OF SUPPLY PLANT
Structures and Improvements
Collecting and Irmpounding Reservoirs
Lake, River, and Other Intakes

Wells and Springs

Infiltration Galleries and Tunnels
Supply Mains

Miscellaneous Source of Supply-Other

PUMPING PLANT
Structures and Improvements
Boiler Plant Equipment
Power Generation Equipment
Pumping Equipmerit

WATER TREATMENT PLANT
Structures and Improvements

Water Treatment Equipment
Miscellaneocus Water Treatment-Other

TRANSMISSION & DISTRIBUTION PLANT
Structures and Improvements

Structures and Improvements-Special Crossing
Distribution Reservoirs & Standpipes
Mains-Transmission & Distribution

Mains-Fire

Services

Meters

Meter Installations

Fire Hydrants

Miscellaneous Transmission & Distribution-Other

GENERAL PLANT

Structures and Improvements-Shop and Garage
Structures and Improvements-Office Buildings
Structures and Improvements-Miscellaneous
Structures and Improvements-Leasehold
Office Furniture :
Computer Hardware

Computer Software

Other Office Equipment

Transportation Equipment-Light Trucks
Transportation Equipment-Heavy Trucks
Transportation Equipment-Autos
Transportation Equipment-Cther

Stores Equipment

Toals, Shop, and Garage Equipment
Laboratery Equipment

Power Operated Equipment

Communicatiens Equipment-Non-Telephone
Communications Equipment-Telephane
Miscellanecus Equipment

Other Tangible Equipment

Whaole Life
Depreciation

Rate (%)

2.36%
1.25%
1.77%
1.82%
1.67%
1.79%
4.00%

1.80%
2.22%
2.00%
2.62%

1.69%
2.89%
3.33%

2.40%
N/A
2.25%
1.39%
1.56%
2.92%
2.40%
N/A
1.85%
2.00%

2.40%
2.40%
2.40%
5.00%
5.00%
20.00%
20.00%
6.67%
11.25%
10.00%
18.00%
567%
4.00%
5.00%
- 6.67%
7.73%
6.67%
10.00%
6.67%
5.00%

Recommended
Average
" Service lowa
Life {Years) Curve NetSalvage
55 R4 -30.00%
80 R2.5 0.00%
65 R1.5 -15.00%
55 R2.5 0.00%
60 R2.5 0.00%
70 R3 -25.00%
25 SQ 0.00%
75 R2.5 -35.00%
45 R4 0.00%
50 R3 0.00%
42 R1.5 -10.00%
80 R3 -35.00%
45 R2.5 -30.00%
30 5Q 0.00%
50 R2.5  -20.00%
N/A N/A N/A
60 R3 -35.00%
90 R2.5 -25.00%
80 S -25.00%
65 S0.5 -80.00%
40 R1 4 00%
N/A N/A N/A
65 R1.5 -20.00%
50 R3 0.00%
50 R3 -20.00%
50 R1 -20.00%
50 R2.5 -20.00%
20 R4 0.00%
20 0.00%
5 0.00%
5 0.00%
15 0.00%
8 L1.5- 10.00%
9 L2 10.00%
5 L2 10.00%
15 S2.5 15.00%
25 0.00%
20 0.00%
15 0.00%
11 15  15.00%
15 0.00%
10 0.00%
15 0.00%
20 0.00%
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Account
Number

311.00
312.00
313.00
314.00
315.00
316.00
317.00

321.00
322.00
323.00
324.00

331.00
332.00
333.00

341.00
341.10
342.00
343.00
344.00
345.00
346.00
347.00
348.00
349.00

380.00
390.10
390.30
390.90
391.00
391.20
391.25
391.30
392.10
392.20
392.30
392.40
393.00
394.00
395.00
396.00
397.10
397.20
398.00
399.00

Missouri-American Water Company
Case No. WR-2010-0131

Recommended Annual Depreciation Rates

WATER

Account Description

SOURCE OF SUPPLY PLANT
Structures and Improvements
Collecting and Impounding Reservoirs
Lake, River, and QOther Intakes

Wells and Springs

Infiltration Galleries and Tunnels
Supply Mains

Miscellaneous Scurce of Supply-Other

PUMPING PLANT
Structures and Improvements
Boiler Plant Equipment
Power Generation Equipment
Pumping Equipment

WATER TREATMENT PLANT
Structures and Improvements

Water Treatment Equipment
Miscellaneous Water Treatment-Other

TRANSMISSION & DISTRIBUTION PLAN
Structures and Improvements

Structures and Improvements-Special Cressing
Distribution Reservoirs & Standpipes
Mains-Transmission & Distribution

Mains-Fire

Services

Meters

Meter tnstallations

Fire Hydrants

Miscellaneous Transmission & Distribution-Other

GENERAL PLANT
Structures and Improvements-Shop and Garage
Structures and Improvements-Office Buildings
Structures and Improvements-Miscellaneous
Structures and Improvements-Leasehold
Office Fumiture
Computer Hardware
Computer Software
Other Office Equipment
Transportation Equipment-Light Trucks
Transportation Equipment-Heavy Trucks
Transportation Equipment-Autos
Transpertation Equipment-Other
Stores Equipment
Tools, Shop, and Garage Equipment
Laboratery Equipment
Power Operated Equipment
Communications Equipment-Nen-Telephone
Communications Equipment-Telephone
Miscellaneous Equipment
Other Tangible Equipment

Total

Current
Annual
Accrual

$349,826
$1,388
517,796
$113,419
330
$332,223
369

$332.389
$7

$70,406
$1,379,119

$1,499,114
$3,042,836
$49,339

$278,852
$0
$608,420
$11,653,326
$8,513
$847,120
$1,915,025
30
$1,043,580
$628

$21,080
$179,929
$100,637
$2,707

- $73,874
$0
$1,332,803
$33.173
$0
$365,732
$0

$0
$11,670
$394,823
$84,882
$103,413
$137,681
$8,961
$93,008
$45,548
$26,524,356

Recommended
Annual Annual
Accrual Difference

$337,494  ($12,332)
51,388 $0

$17,788 (58}

$123,483 $10,064

530 ($0)
$370,784 $38,562
$69 50
$345,839 $13,449
$8 $1
$70,406 $0
$1,480,319  $101,200
$1,551,997 $52,883
$3,162,020 - $119,184
$49,389 $49
$250,653  ($28,198)

$608.420 50

$10,790,117 ($863,209)
$8.867 $355

$803.960 (343,160

$1,891.383  ($23642)
$1,003,442 {$40,138)
3628 %0

$21,080 30

$179,929 30

$100,637 50
$2,707 $0

$92 343 $18,469

$1,348,008 $1,348,008
$1,865,365  $532,562
$33,173 $0
$87,876 $87,876
$426,878 $71,146
$195,141 $195,141

$22.635 $22 635

$16,338 $4,668

$394 823 30

$141,469 $56,588

$117.202  $13,788

$183,574  $45894 .

$14,941 $4,980

$124,010 $31,003
$45,548 $0
$28,282,172 $1,757.816

Schedule GCG-2



Account
Number

311.00
312.00
313.00
314.00
315.00
316.00
317.00

321.00
322.00
323.00
324.00

331.00
332.00
333.00

341.00
34110
342.00
343.00
344.00
345.00
346.00
347.00
348.00
349.00

380.00
390.10
390.10
390.30
390.90
391.00
391.20
391.25
391.30
392.10
392.20
392.30
392.40
393.00
394.00
395.00
396.00
3g97.10
397.20
398.00
399.00

Missouri-American Water Company

Case No. WR-2010-0131

Previously Ordered Versus Recommended Depreciation Rates

WATER

Account Description

SQURCE OF SUPPLY PLANT
Structures and Improvements
Collecting and Impounding Reservoirs
Lake, River, and Other Intakes

Wells and Springs

Infiltration Galleries and Tunnels
Supply Mains

Miscellaneous Source of Supply-Other

PUMPING PLANT
Structures and Improvements
Boiler Plant Equipment

‘Power Generation Equipment

Pumping Equipment

WATER TREATMENT PLANT
Structures and Improvements

Water Treatment Equipment
Miscellaneous Water Treatment-Other

TRANSMISSION & DISTRIBUTION PLAN'
Structures and Impraovements

Structures and Improvements-Special Crossing
Distribution Reservoirs & Standpipes
Mains-Transmission & Distribution

Mains-Fire

Services

Meters

Meter Installations

Fire Hydrants

Miscellaneous Transmission & Distribution-Other

GENERAL PLANT

Structures and Improvements-Shop and Garage
Structures and Improvements-Leasehald
Structures and Improvements-Office Buildings
Structures and Improvements-Miscellaneous
Structures and Improvements-Leasehold
Office Furniture

Computer Hardware

Computer Software

Other Office Equipment

Transportation Equipment-Light Trucks
Transportation Equipment-Heavy Trucks
Transportation Equipment-Autos
Transportation Equipment-Other

Stores Equipment

Togls, Shop, and Garage Equipment
Laboratory Equipment

Power Operated Equipment
Communications Equipment-Non-Telephane
Communications Equipment-Telephone
Miscellaneous Equipment

Other Tangible Equipment

Currently Orderec
Whole Life
Depreciation Rale

Recommendec
Whole Life
Depreciation Rate

2.45%
1.25%
1.77%
1.67%
1.67%
1.60%
4.00%

1.73%
2.00%
2.00%
2.44%

1.63%
2.78%
3.33%

267%
0.00%
2.25%
1.50%
1.50%
3.08%
2.43%
2.43%
1.92%
2.00%

2.40%
5.00%

240%
5.00%
4.00%

14 29%
6.67%
0.00%
8.33%
0.00%
0.00%
2.86%
5.80%

4.00%
6.82%

2.36%
1.25%
1.77%
1.82%
1.67%
1.79%
4.00%

1.60%
2.22%
2.00%
262%

1.69%
2.89%
3.33%

2.40%

2.25%
1.39%
1.56%
2.92%
2.40%

1.85%
2.00%

2.40%
0.00%
2.40%
2.40%
5.00%
5.00%
20.00%
20.00%
6.67%
11.25%
10.00%
18.00%
567%
4.00%
5.00%
6.67%
7.73%
6.67%
10.00%
6.67%
5.00%

Schedule GCG-3



Account
Number

311.00
312.00
313.00
314.00
315.00
316.00
317.00

321.00
322.00
323.00
324.00

331.00
332.00
333.00

341.00
341.10
342.00
343.00
344.00
345.00
346.00
347.00
348.00
349.00

390.00
390.10
390.30
390.90
391.00
391.20
391.25
391.30
382.10
392.10
392.20
392.20
392.30
392.30
392.40
392.40
393.00
394.00
395.00
396.00
397.10
397.20
398.00
399.00

Missouri-American Water Company
Case No. WR-2010-0131

Recommended Annual Depreciation Rates
As Of December 31, 2008

WATER

Account Description

SOURCE OF SUPPLY PLANT
Structures and Improvements
Collecting and Impounding Reservoirs
Lake, River, and Other Intakes

Wells and Springs

Infiltration Galleries and Tunnels
Supply Mains

Miscellaneous Source of Supply-Other

-PUMPING PLANT

Structures and Improvements
Boiler Plant Equipment
Power Generation Equipment
Pumping Equipment

WATER TREATMENT PLANT
Structures and Improvements

Water Treatment Equiprment
Miscellaneous Water Treatment-Other

TRANSMISSION & DISTRIBUTION PLANT

Structures and improvements

Structures and Improvements-Special Crossing
Distribution Reservoirs & Standpipes
Mains-Transmission & Distribution

Mains-Fire

Services

Meters

Meter Installations

Fire Hydrants

Miscellanecus Transmission & Distribution-Other

GENERAL PLANT
Structures and Improvements-Shop and Garage
Structures and Improvements-Office Buildings
Structures and Improvements-Miscellaneous
Structures and Improvements-Leasehold
Office Furniture
Computer Hardware
Computer Software
Other Office Equipment
Transportation Equipment-Light Trucks
Transportation Equipment-Light Trucks 1-1-2009
Transportation Equipment-Heavy Trucks
Transportation Equipment-Heavy Trucks 1-1-2009
Transportation Equipment-Autos
Transportation Equipment-Autos 1-1-2009
Transportation Equipment-Other
Transportation Equipment-Other 1-1-2009
Stores Equipment
Tools, Shop, and Garage Equipment
Laboratory Equipment .
Power Operated Equipment
Communications Equipment-Non-Telephone
Communications Equipment-Telephone
Miscellaneous Equipment
Other Tangible Equipment

Total

Plant In
Service

14,278,610
111,066
1,005,417
6,791,581
1,804
20,763,916

1,730

19,213,262
348
3,520,282
56,521,285

91,970,210
109,454,535
1,481,666

10,443,883
0
27,040,872

776,688,401 .

567,511
27,503,883
78,807,612

0
54,353,107
31,395

878,763
7,497,054
4,193,223

54,149
1,846,852
6,740,040
9,326,823

497,599

781,122

4,268,778
1,084,116
399,439

408,442
7,896,462
2,122,040
1,516,730
2,753,615

149,408
1,860,153

910,959

$1,355,936,143

Theoretical
Reserve
Accrual

3,908,866
76,918
204,900
1,483,628
155
4,511,193
311

9,170,799
322
134,297
16,648,812

30,137,175
30,315,281
326,268

2,765,540

11,497,739
141,866,595
98,311
8,286,189
13,305,420

13,646,878
11,074

187,704

" 420,616
1,012,421
32,695
1,067,496
3,655,322
8,513,172
218,658
348,788

2,108,576
246,495
36,114

137,566
3,643,715
1,579,214

625,036

898,522

102,757

648,539

888,550

Actual
Reserve
Accrual

3,601,001
85,476
159,967
1,164,390
30
50,889,082
€9

4,499,052
7

125,461
19,996,259

28,100,173
35,559,042
433,500

3,473,145

9,607,210
159,917,512
84,536
5,671,030
17,976,419

16,078,156
4,931

71,654
602,749
1,262,266
1,943
960,745
1,006,898
5,556,935
116,931
512,415

3,995,900
606,023
306,463

140,661
3,164,669
1,013,170
1,067,220

788,831

117,164

398,117

315,549

$314,768,627 $379,432,751

Theoretical
Less Actual
Difference

$307,865
{$8,558)
$44,933
$319,238
$125
($46,377.889)
$242

. $4,671,747
$315
$8,836
($3,347,447)

$2,037,002
($5,243,761)
($107,232)

($707,605)
$0
$1,890,529
($18,050,917)
$13,775
$2,615,159
($4,670,999)
$0
($2.431,278)
$6,143

$116,050
($182,133)
($249,845)
$30,752
$106,751
$2,648,424
$2,956,237
$101,727
($163,627)
$0
($1,887,324)
$0
($359,528)
$0
($270,349)
$0
($3,095)
$479,046
$566,044
($442,184)
$109,691
($14,407)
$250,422
$573,001
($64,664,124)

Schedule GCG-4





