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. INTRODUCTION

Please state your name, occupation and business address.
My name is Pauline M. Ahern and | am a Principal of AUS Consultants. My
business address is 155 Gaither Drive, Suite A, Mt. Laurel, New Jersey 08054.
Are you the same Pauline M. Ahern who previously submitted prepared direct
testimony in this proceeding?
Yes, | am.
Have you prelpared schedules which support your rebuttal testimony?
Yes, | have. They have been marked for identification as Schedules PMA-14
through PMA- 23.

II. PURPOSE
What is the purpose of this testimony?
The purpose of this testimony is to rebut certain aspects of the Missouri Public
Service Commission Staff Report — Cost of Service (Staff Report). Specifically,
| will address Staff's comments relative to the concept of double leverage; its
application of the Discounted Cash Flow (DCF) Model and Capital Asset
Pricing Model (CAPM), its failure to reflect Missouri American Water
Company’s (MAWC) greater business risk relative to its proxy group of
comparable water companies, and the inadequacy of its recommended range
of common equity cost rate.

lll. SUMMARY
Please briefly summarize your rebuttal testimony.

My rebuttal testimony addresses Staff's discussion of the concept of double
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leverage and how it violates the basic financial principle that it is the use of

invested funds, not the source of those funds, which gives rise to the riskiness

of an asset/investment.

My rebuttal testimony also describes a number of errors causing Staff’'s

recommended common equity cost rate to be well below any reasonable range

for MAWC because:

Staff erroneously relies primarily upon the DCF model to arrive at its
recommended common equity cost rate despite the Commission’s
consideration of the results of other cost of common equity models and
the results of recently awarded ROEs to utilities by various regulatory
commissions around the country as noted in Case No. GR-2006-0422.
Staff uses, albeit incorrectly, the CAPM model but only as a check on its
flawed and understated recommendation. The Efficient Market
Hypothesis (EMH), upon which all the cost of common equity models are
premised, confirms that investors rely upon multiple cost of common
equity models in formulating their required rates of return.

Staff erroneously includes a multi-stage DCF analysis while
acknowledging that the utility industry is a stable mature one.

Staff's test of reasonableness, i.e., its CAPM analysis, is flawed.

Staff’'s recommended range of common equity cost rate is not consistent
with either recent awards by other state regulatory commissions or the
expected returns on book common equity for Staff's proxy group of

water companies.
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Finally, my rebuttal testimony provides an updated common equity cost

rate based upon current capital market conditions.

IV. CAPITAL STRUCTURE

A. Double Leverage

On page 23 at lines 20-21 of the Staff Report, Staff provides the fourth reason
for its use of American Water Company’s (American Water) consolidated
capital structure, namely American Water's use of double leverage. Please
comment.
The notion that American Water employs double leverage, i.e., a mix of debt
and equity, to fund its equity infusions to MAWC or any of its operating
subsidiaries, as a rationale for using American Water's consolidated capital
structure for ratemaking purposes to determine MAWC's allowed overall rate of
return violates the basic financial principle that any investment’s required rate
of return is a function of that investment’s specific risks.

In the instant proceeding, it is the rate base of MAWC, and MAWC
alone, to which the overall rate of return set in this proceeding will be applied.
Hence, MAWC should be evaluated as a stand alone utility. To do otherwise
would be discriminatory and confiscatory. It is a generally-accepted and well-
documented financial principle that the risk of ény investment is directly related
to the assets in which the capital is invested. Just as with any other utility
under its jurisdiction, the Commission must focus on the risk and return on the
common equity investment in MAWC’s jurisdictional rate base because it is

MAWTC'’s rates alone which will be set in this proceeding and it is MAWC's rate



base alone which serves its ratepayers.

The risk of investment in MAWC's rate base is independent of the
nature of investor capital used to finance that rate base. As previously stated,
it is a basic financial principle that it is the use of the funds invested which gives
rise to the risk of the investment, not the source of the funds. As Richard A.

Brealey and Stewart C. Myers state in Principles of Corporate Finance':
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The true cost of capital depends on the use to which the capital is

put.

* % %

Each project should be evaluated at its own opportunity cost
of capital; the true cost of capital depends on the use to
which the capital is put. (italics and bold in original)

Morin? also states:

Financial theory clearly establishes that the cost of equity is the
risk-adjusted opportunity cost to the investors and not the cost of
the specific capital sources employed by investors. The true cost
of capital depends on the use to which the capital is put and not
on its source. The Hope and Bluefield doctrines have made clear
that the relevant considerations in calculating a company’s cost
of capital are the alternatives available to investors and the
returns and risks associated with those alternatives. The specific
source of funding and the cost of those funds to the investor are
irrelevant considerations.

The cost of capital is governed by the risk to which the capital is
exposed and not by the cost of those funds or whether they were
obtained from bondholders or common shareholders. The
identity of the subsidiary’s shareholders should have no bearing
on its cost of equity because it is the risk to which the subsidiary’s

Richard A. Brealey and Stewart C. Myers, Principles of Corporate Finance, McGraw-Hill Book
Company, 1988, pp. 173 and 198.
Morin, Roger A., New Regulatory Finance (Public Utilities Reports, Inc., 2006) 523-524.
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equity is exposed that governs its cost of money, not whether it is

borrowed from bondholders or sold to common shareholders for

issued shares. Had the parent company not been in the picture,

and had the subsidiary’s stock been widely held by the public, the

subsidiary would be entitled to a return that would fully cover the

cost of both its debt and equity.

Hence, MAWC must be viewed on its own merits, including its financial
risk as reflected in its capital structure and not American Water’s consolidated
one, regardless of the source of its equity capital, i.e., its parent, American
Water. Therefore, the specific risk of investment in MAWC, including its small
size, as was discussed in my direct testimony and will be discussed
subsequently, as well as its greater financial risk, relative to the proxy
companies utilized to estimate the cost rate of common equity capital by Staff
and myself in this proceeding, is most important in order to establish an
appropriate common equity cost rate.

As Bluefield® so clearly states:

A public utility is entitled to such rates as will permit it to earn a

return on the value of the property which it employs for the

convenience of the public equal to that generally being made at

the same time and in the same general part of the country on

investments in other business undertakings which are attended

by corresponding risks and uncertainties; . . .

Bluefield is clear then, that it is the “risks and uncertainties” surrounding
the property employed for the “convenience of the public” which determines the
appropriate level of rates and not the source of the capital financing that

property. In this proceeding, the property employed “for the convenience of the

public” is the rate base of MAWC. Therefore, it is the total investment risk

Bluefield Water Works Improvement Co. v. Public Serv. Comm’n, 252 U.S. 679 (1922).

5
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including the financial risk reflected in its own capital structure and its rate base
that is relevant to the determination of a cost rate of common equity to be
applied to the common equity financed portion of that rate base.
V. COMMON EQUITY COST RATE
A. Testimony of MoPSC Staff Witness David Murray
1. Discounted Cash Flow Model

Staff's range of recommended common equity cost rate, 8.95% - 9.55%, with a
midpoint of 9.25% is based exclusively upon a Discounted Cash Flow (DCF)
analysis, notwithstanding its use of the CAPM as a check. Please comment.
The DCF model utilized by Staff is market-based since recent as well as
current market prices are employed in its application. Therefore, it is based
upon the EMH which is the foundation of modern investment theory, first
pioneered by Eugene F. Fama® in 1970. As discussed in my direct testimony,
pages 24 through 27, an efficient market is one in which security prices reflect
all relevant information all the time. This implies that prices adjust
instantaneously to new information, thus reflecting the intrinsic fundamental
economic value of a security.5

The semistrong form of the EMH, which asserts that all publicly available
information is fully reflected in securities prices, i.e., fundamental analysis

cannot “outperform the market”, is generally held to be true because the use of

Fama, Eugene F., “Efficient Capital Markets: A Review of Theory and Empirical Work” (Journal of
Finance, May 1970) 383-417.

Brigham, Eugene F., Fundamentals of Financial Management, Fifth Edition (The Dryden Press,
1989) 225.
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insider information often enables investors to “outperform the market” and earn
excessive returns. This means that all perceived risks are taken into account
by investors in the prices they pay for securities. Investors are thus aware of all
publicly-available information, including bond ratings; discussions about
companies by bond rating agencies and investment analysts; as well as the
various cost of common equity methodologies (models) discussed in the
financial literature. Hence, no single common equity cost rate model should be
relied upon in determining a cost rate of common equity and that the results of
multiple cost of common equity models should be taken into account.
Your direct testimony provides academic support for the need to rely upon
more than one cost of common equity model in arriving at a recommended
common equity cost rate. Would you please revisit the concept?
Yes. For example, Phillips® states:
Since regulation establishes a level of authorized earnings which, in
turn, implicitly influences dividends per share, estimation of the
growth rate from such data is an inherently circular process. For
these reasons, the DCF model "suggests a degree of precision

which is in fact not present” and leaves "wide room for controversy
and argument about the level of k". (italics added) (p. 396)

* * *

Despite the difficulty of measuring relative risk, the comparable
earnings standard is no harder to apply than is the market-
determined standard. The DCF method, to illustrate, requires a
subjective determination of the growth rate the market is
contemplating. Moreover, as Leventhal has argued: 'Unless the
utility is permitted to earn a return comparable to that available
elsewhere on similar risk, it will not be able in the long run to attract
capital.’ (italics added) (p. 398)

6

Phillips, Jr., Charles F. The Regulation of Public Utilities-Theory and Practice (Public Utility Reports,
Inc., 1993) 396, 398.
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Also, Morin’ states:

Each methodology requires the exercise of considerable judgment
on the reasonableness of the assumptions underlying the
methodology and on the reasonableness of the proxies used to
validate a theory. The inability of the DCF model to account for
changes in relative market valuation, discussed below, is a vivid
example of the potential shortcomings of the DCF model when
applied to a given company. Similarly, the inability of the CAPM to
account for variables that affect security returns other than beta
tarnishes its use. (italics added)

No one individual method provides the necessary level of precision
for determining a fair return, but each method provides useful
evidence to facilitate the exercise of an informed judgment.
Reliance on any single method or preset formula is inappropriate
when dealing with investor expectations because of possible
measurement difficulties and vagaries in individual companies’
market data. (Morin, p. 428)

The financial literature supports the use of multiple methods.
Professor Eugene Brigham, a widely respected scholar and finance
academician, asserts: ' octote omited)

Three methods typically are used: (1) the Capital Asset Pricing
Model (CAPM), (2) the discounted cash flow (DCF) method, and
(3) the bond-yield-plus-risk-premium approach. These methods
are not mutually exclusive — no method dominates the others,
and all are subject to error when used in practice. Therefore,
when faced with the task of estimating a company's cost of
equity, we generally use all three methods and then choose
among them on the basis of our confidence in the data used for
each in the specific case at hand.

Another prominent finance scholar, Professor Stewart Myers, in an
early pioneering article on regulatory finance, stated:2fetnote omitied)

Use more than one model when you can. Because estimating
the opportunity cost of capital is difficult, only a fool throws away
useful information. That means you should not use any one
model or measure mechanically and exclusively. Beta is helpful

Morin 428-431.
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as one tool in a kit, to be used in parallel with DCF models or
other techniques for interpreting capital market data.

Reliance on multiple tests recognizes that no single methodology
produces a precise definitive estimate of the cost of equity. As
stated in Bonbright, Danielsen, and Kamerschen (1988), ‘no single
or group test or technique is conclusive. Only a fool discards
relevant evidence. (italics in original) (Morin, p. 430)

* k %

While it is certainly appropriate to use the DCF methodology to
estimate the cost of equity, there is no proof that the DCF produces
a more accurate estimate of the cost of equity than other
methodologies. Sole reliance on the DCF model ignores the capital
market evidence and financial theory formalized in the CAPM and
other risk premium methods. The DCF model is one of many tools
to be employed in conjunction with other methods to estimate the
cost of equity. /f is not a superior methodology that supplants other
financial theory and market evidence. The broad usage of the DCF
methodology in regulatory proceedings in contrast to its virtual
disappearance in academic textbooks does not make it superior to
other methods. The same is true of the Risk Premium and CAPM
methodologies. (italics added) (Morin, p. 431)

In view of the foregoing, it is clear that investors are aware of all of the
models available for use in determining common equity cost rate. The EMH
requires the assumption that, collectively, investors use them all. Therefore,
Staff's exclusive reliance upon the DCF model, notwithstanding its use of the
CAPM as a check, is at odds with the very foundation, i.e., the EMH, upon
which the DCF is predicated.

Please discuss Staff's reliance upon a multi-stage DCF analysis.

In my opinion, a multi-stage DCF analysis is inappropriate for determining the
cost of common equity for utility companies. The single-stage DCF is the
appropriate version of the DCF model because utilities are generally in the

mature stage of their lifecycles and not transitioning from one growth stage to

9
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another, such as start-up biotech firms, venture capital firms, and the like.

All companies, including utilities, go through typical life cycles in their
development, initially progressing through a growth stage, moving onto a
transition stage and finally assuming a steady-state or constant growth state.
However, the U.S. public utility industry is a long-standing industry in the U.S.,
dating back to approximately 1882. The standards of rate of return regulation
for public utilities date back to the principles of fair rate of return established in
the m@s and Bluefield® decisions of 1944 and 1923, respectively. Hence, the
public utility industry in the U.S. is a stable and mature industry characterized
by the steady-state or constant-growth stage of a multi-stage DCF model. The
economics of the utility industry reflect the features of this relative stability
including demand maturity. As regulated businesses, the returns on utility
capital investment, i.e., rate base, are set through the ratemaking process and
not determined in the competitive markets. This characteristic, taken together
with the longevity of the public utility industry, all contribute to the stability and
maturity of the industry, including the water utility industry.

Since there is no basis for applying multi-stage growth versions of the
DCF model to determine the common equity cost rates of mature public utility
companies, the constant growth model is most appropriate.

Nevertheless, do you have any comments upon Staff's rationale or application

of the multi-stage DCF model?

8

g

Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591 (1944).

Bluefield Water Works Improvement Co. v. Public Serv. Comm'n, 262 U.S. 679 (1923).

10
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Yes. On page 25, lines 7 — 9 of the Staff Report — Cost of Service (Staff
Report), Staff indicates that it has supplemented “its constant-growth DCF
analysis in this case with [a] multi-stage DCF analysis primarily due [to] Staff's
concerns about the sustainability of projected growth rates.” Staff's rationale
for also using a multi-stage DCF is provided on page 28 of the Staff Report at
lines 2 — 4, where Staff “notes that assuming that water utility companies’
dividends can grow in perpetuity at a growth rate that is higher than expected
growth in the overall economy should result in an upwardly biased estimated
cost of common equity.” On page 30, at lines 17 — 20, Staff further notes that it
“considers this approach [multi-stage DCF] to be appropriate in situations in
which it is difficult to estimate a sustainable growth rate with much confidence

and/or when in staff’'s opinion 5-year projected growth rates are not sustainable

due to the fact that such rates are higher than expected economic or industry

sustainable growth rates.”

Is the concern voiced in the Staff Report about analyst-projected growth rates
consistent with Staff’s past practice?

No. Staff did not voice this concern in prior rate cases for MAWC. In MAWC'’s
most recent rate case, Case No. WR-2008-0311, the average projected growth
rate in earnings per share (EPS) or 8.59% was higher than Staff's current
average projected growth rate in EPS of 7.33% shown in Column (3) on
Schedule 15. Nevertheless, Staff based its cost of equity analysis on a single
stage DCF model. Likewise, Staff did not voice this concern in MAWC’s 2007

rate case, Case No. WR-2007-0216, where its average projected growth in

11
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EPS or 7.54% was also greater than the current growth rate, yet it based its
cost of equity analysis on a single stage DCF model. Not only were Staff's
average projected growth rates in EPS higher in the two previous MAWC rate
cases, but the projected growth in Gross Domestic Product (GDP) in both of
those cases was significantly lower than Staff’'s average projected growth rates
in EPS. In Case No. WR-2008-0311, the Energy Information Administration

(EIA) in its Annual Energy Outlook (AEO) released in December 2007, was

forecasting an average GDP growth rate of 4.5% for the period 2008 — 2030.
In Case No. WR-2007-0216, EIA was forecasting a GDP growth rate for 2007 —
2030 of 4.8% in its AEO released in December 2006.

Do you have any further observations?

Yes. I[n addition, as stated above, Staff opines that “5-year projected growth
rates are not sustainable due to the fact that such rates are higher than
expected economic or industry sustainable growth rates.” Staff provides no
empirical evidence that in the second or even third stage, any company,
especially relatively stable utility companies, would grow at the average of the
U.S. economy. The average growth in the U.S. economy, as measured by
GDP growth, is just that — an average. Some sectors/industries/companies will
grow faster than the economy and some will grow more slowly. Schedule
PMA-15 demonstrates that the growth in nominal GDP is an average. As
shown on Schedule PMA-15, the nominal GDP grew 3.31% from 2007-2008
and 5.58% on average for the ten years ending 2008. In contrast, the utilities’

component of nominal GDP grew 8.74% from 2007 — 2008 and 6.02% on

12
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average from 1998 — 2008. It is also shown on Schedule PMA-15 that other
industry sectors grew either more or less than GDP as a whole, whether for
2007 — 2008 or 1998 — 2008. Thus, there is no basis to assume all industries,
including the utility / water industry, will grow at the average rate of the
economy as a whole as measured by composite GDP growth.

In view of the foregoing, there is no basis for utilizing a multi-stage DCF
for stable, mature water companies nor has Staff demonstrated that it is
appropriate to assume that projected growth in EPS are not sustainable and
that projected growth in GDP is an appropriate growth rate for the water
industry. Therefore, Staff's multi-stage DCF analysis should be rejected.

What would Staff's DCF results have been if Staff had properly relied upon a
single-stage growth DCF analysis using projected growth in EPS?

As shown on Schedule PMA-16, had Staff utilized a single-stage growth DCF
with projected growth in EPS, an average DCF cost rate of 10.86% results.
The average projected EPS growth rate ranges from 6.75% - 9.30% and when
applied to Staff’'s dividend yield of 3.35%, results in a range of DCF cost rate of
10.10% - 12.65%, with a midpoint of 11.375%. DCF cost rates of 10.86% and
11.375% clearly demonstrate that both Staff's single-stage constant growth
DCF results, ranging from 8.75% - 9.75% and Staff's recommended range of
common equity cost rate of 8.95% - 9.55% are grossly understated. Moreover,
these cost rates are further understated because they reflect the lower

business and financial risk of Staff’'s proxy group of four water companies.

13
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2. Capital Asset Pricing Model
Do you have any comment regarding Staff's application of the CAPM?
Yes. Staff's application of the CAPM is flawed in four respects; 1) its choice of
the historical yield on 30-year U.S. Treasury bond as the risk-free rate; 2) its
use of an historical market equity risk premium which is incorrectly derived; 3)
its failure to also include a forecasted market equity risk premium; and 4) its
failure to also apply the empirical CAPM to account for the fact that Security
Market Line (SML) as described by the traditional CAPM is not as steeply
sloped as the predicted SML.
Please comment upon Staff's use of the historical yield on 30-year U.S.
Treasury bonds as the risk-free rate.
Both the determination of cost of capital and the determination of rates for
utility services are prospective in nature. Therefore, it is inappropriate to use
an historical yield as the risk-free rate in a CAPM analysis. Rather, the
prospective yield on the 30-year U.S. Treasury bonds should be used. As
shown in note 1 on page 3 of Schedule PMA-17, the forecasted consensus
yield on long-term U. S. Treasury bonds by the nearly 50 economists reported
in Blue Chip Financial Forecasts dated March 1, 2010 is 4.90% for the six
quarters ending with the second quarter 2011. Thus, Staff's recommended
4.57% average historical yield (December 2009 — February 2010) on 30-year
U.S. Treasury bonds significantly understates the prospective yield.

You have stated that Staff erred in exclusively relying upon an historical market

10

Most current available at the time of the preparation of the Staff Report.
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equity risk premium which was incorrectly derived. Please explain.

Staff's market equity risk premium of 5.6% is derived from the Ibbotson SBBI —

2009 Valuation Yearbook — Market Results for Stocks, Bonds, Bills and

Inflation — 1926-2008 (SBBI) as the difference between the arithmetic mean

1926-2008 total return on large company stocks of 11.7% and the arithmetic
mean 1926-2008 total return on long-term government bonds of 6.1%. (5.6% =
11.7% - 6.1%)."" The correct derivation of the historical market equity risk
premium is the difference between the total return on large company stocks of

11.7% and the arithmetic mean 1926-2008 income return on long-term

government bonds of 5.2% which results in a market equity risk premium of
6.5% (6.5% = 11.7% - 5.2%). However, when the Staff Report was written, the
1926 — 2009 market risk premium was available in the 2010 Ibbotson Risk
Premia Over Time Report — Estimates for 1926-2009, which reported a total
return on large company stocks of 11.8% and the income return on long-term
government bonds of 5.20% resulting in a correctly calculated arithmetic mean
market equity risk premium of 6.60% (6.60% = 11.80% - 5.20%) available at
the time of the preparation of the Staff Report. Regarding the use of the
income return and not the total return for Treasury securities in deriving an
equity risk premium, §_B_Iistates12 g

Another point to keep in mind when calculating the equity risk

premium is that the income return on the appropriate-horizon

Treasury security, rather than the total return, is used in the
calculation. The total return is comprised of three return

L Ibbotson SBBI — 2009 Valuation Yearbook — Market Results for Stocks, Bonds, Bills and Inflation —
1926-2007 (Morningstar, Inc., 2009) 23.

12 Ibbotson SBBI 55-62.
15
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components: the income return, the capital appreciation return,
and the reinvestment return. The income return is defined as
the portion of the total return that results from a periodic cash
flow or, in this case, the bond coupon payment. The capital
appreciation return results from the price change of a bond over
a specific period. Bond prices generally change in reaction to
unexpected fluctuations in yields. Reinvestment return is the
return on a given month’s investment income when reinvested
into the same asset class in the subsequent months of the year.
The income return is thus used in the estimation of the equity
risk premium because it represents the truly riskless portion of
the return.” "€ oMt (emphasis added)

Hence, the correct historical market equity risk premium to use is 6.6% and not
5.6%.

You have also stated that Staff erred in not including a forecasted market
equity risk premium in its CAPM analysis. Please explain.

Staff relied exclusively upon an historical market equity risk premium which is in
direct contrast to its use of both historical and projected growth rates in its
application of the DCF model. As stated previously, the cost of capital is
prospective and while the arithmetic mean of long-term historical stock market
returns can provide insight into investors’ expectations of stock market returns
because the arithmetic mean of historical returns provides investors with the
valuable insight needed to estimate future risk, it is also appropriate to use an
estimate of the forecasted or projected stock market return. One indication of
the forecasted stock market return can be derived using Value Line 3-5 year
median total market price appreciation projections and dividend vyield
projections as explained in detail on pages 47 and 48 of my direct testimony
and derived in note 3 on page 3 of Schedule PMA-17. Based upon Value Line,

a forecasted total market return of 13.65% is indicated using the same three

16
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months, December 2009, January 2010, and February 2010, used by Staff in
developing its dividend yield in its DCF analysis. When the forecasted yield on
30-year U.S. Treasury bonds (notes) of 4.90% is subtracted from Value Line’s
forecasted total market return, a forecasted market equity risk premium of
8.75% results which, when averaged with the historical market equity risk
premium of 6.60% as reported by Ibbotson, results in a market equity risk
premium of 7.68%.
You have stated that Staff also failed to apply the empirical CAPM to account
for the fact that Security Market Line (SML) as described by the traditional
CAPM is not as steeply sloped as the predicted SML. Please comment.
As discussed in my direct testimony at lines 21 on page 54 through line 16 on
page 55 of my direct testimony, while numerous tests of the CAPM have
confirmed its validity, these tests have determined that “the implied intercept
term exceeds the risk-free rate and the slope term is less than predicted by the
CAPM.""™ These tests have also indicated that the expected return on a
security is related to its risk by the following formula:
K =Rg + 0.25(Ru—-Rg) + 0.758(Ru - R)

Some critics of the ECAPM model claim that using adjusted betas in a
traditional CAPM amounts to using an ECAPM but such a claim is not valid.

As discussed in my direct testimony, using adjusted betas in a CAPM
analysis is not equivalent to the ECAPM. Betas are adjusted because of the

regression tendency of betas to converge toward 1.0 over time, i.e., over

13

Morin 175.
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successive calculations of beta. As discussed previously, numerous studies
have determined that the SML described by the CAPM formula at any given .

moment in time is not as steeply sloped as the predicted SML. Morin'* states:

26

27

28
29
30
31
32
33
34
35
36
37

Some have argued that the use of the ECAPM is inconsistent
with the use of adjusted betas, such as those supplied by Value
Line and Bloomberg. This is because the reason for using the
ECAPM is to allow for the tendency of betas to regress toward
the mean value of 1.00 over time, and, since Value Line betas
are already adjusted for such trend [sic], an ECAPM analysis
results in double-counting. This argument is erroneous.
Fundamentally, the ECAPM is not an adjustment, increase or
decrease, in beta. This is obvious from the fact that the expected
return on high beta securities is actually lower than that produced
by the CAPM estimate. The ECAPM is a formal recognition that
the observed risk-return tradeoff is flatter than predicted by the
CAPM based on myriad empirical evidence. The ECAPM and the
use of adjusted betas comprised two separate features of asset
pricing. Even if a company’s beta is estimated accurately, the
CAPM still understates the return for low-beta stocks. Even if the
ECAPM is used, the return for low-beta securities is understated
if the betas are understated. Referring back to Figure 6-1, the
ECAPM is a return (vertical axis) adjustment and not a beta
(horizontal axis) adjustment. Both adjustments are necessary.

Moreover, the slope of the SML should not be confused with beta. As
Eugene F. Brigham, finance professor emeritus and the author of many

financial textbooks states'® :

The slope of the SML reflects the degree of risk aversion in the
economy — the greater the average investor’s aversion to risk, then
(1) the steeper is the slope of the line, (2) the greater is the risk
premium for any risky asset, and (3) the higher is the required rate
of return on risky assets.

"2Students sometimes confuse beta with the slope of the SML.
This is a mistake. As we saw earlier in connection with Figure 6-8,
and as is developed further in Appendix 6A, beta does represent
the slope of a line, but not the Security Market Line. This

Morin 191.

Eugene F. Brigham, Financial Management — Theory and Practice, 4" Ed. (The Dryden Press,
1985) 203.
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confusion arises partly because the SML equation is generally
written, in this book and throughout the finance literature, as ki= Rf
+ bi(km — Rg), and in this form b; looks like the slope coefficient and
(km — Rg) the variable. It would perhaps be less confusing if the
second term were written (km — Rr)b;, but this is not generally done.

Please discuss Staff's use of geometric average market risk premium for the
years 1926-2008.
In addition to calculating a CAPM derived common equity cost rate based upon
the historical arithmetic mean equity risk premium, albeit, incorrectly derived,
Staff also calculated a CAPM derived common equity cost rate using the long-
term historical geometric mean equity risk premium. This latter calculation is
not a valid means of estimating the cost of capital based upon historical
returns.
The arithmetic mean return and not the geometric mean return which is
appropriate for cost of capital purposes as noted in SBBI:
Arithmetic mean return rates and yields are appropriate because
ex-post (historical) total returns and equity risk premiums differ in
size and direction over time, providing insight into the variance
and standard deviation of returns. Because the arithmetic mean
captures the prospect for variance in returns and equity risk
premiums, it provides the valuable insight needed by investors in
estimating future risk when making a current investment. Absent
such valuable insight into the potential variance of returns,
investors cannot meaningfully evaluate prospective risk. If
investors alternatively relied upon the geometric mean of ex-post
equity risk premiums, they would have no insight into the
potential variance of future returns because the geometric mean
relates the change over many periods to a constant rate of
change, thereby obviating the vyear-to-year fluctuations, or
variance, critical to risk analysis.

Because historical total returns and equity risk premia differ in size and

direction over time, the arithmetic mean provides insight into the variance and
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standard deviation of returns, i.e., risk. Thus the prospect for variance, i.e.,
standard deviation, captured in the arithmetic mean, provides the valuable
insight needed by investors and rate of return analysts alike to estimate the
expected risk of stocks. Without such insight, investors cannot meaningfully
evaluate prospective risk. Because the geometric mean relates the change
over many periods to a constant rate of change, the variance, i.e., year-to-year
fluctuations, and hence, risk, which is critical to rate of return analysis, is not
reflected in geometric mean returns / premia.

The financial literature is quite clear on this point, that risk is measured
by the variability of expected returns, i.e., the probability distribution of
returns.'® ‘,,Pages 55 through 62 of SBBI (see Schedule PMA-18) explain in
detail why the arithmetic mean is the correct mean to use when estimating the
cost of capital.

In addition, Weston and Brigham17 provide the standard financial
textbook definition of the riskiness of an asset when they state:

The riskiness of an asset is defined in terms of the likely

variability of future returns from the asset. (emphasis added)

And Morin states'®:

The geometric mean answers the question of what constant return
you would have to achieve in each year to have your investment
growth match the return achieved by the stock market. The
arithmetic mean answers the question of what growth rate is the
best estimate of the future amount of money that will be produced
by continually reinvesting in the stock market. It is the rate of

16
17

Brigham (1989) 639.

Weston, J. Fred and Brigham, Eugene F., Essentials of Managerial Finance Third Edition (The
Dryden Press, 1974) 272.
Morin 133.
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return which, compounded over multiple periods, gives the mean
of the probability distribution of ending wealth. (emphasis added)

In addition, Brealey and Myers19 note:

The proper uses of arithmetic and compound rates of return from

past investments are often misunderstood. . . Thus the
arithmetic average of the returns correctly measures the
opportunity cost of capital for investments. . . Moral: If the cost

of capital is estimated from historical returns or risk premiums, use

arithmetic averages, not compound annual rates of return. (italics

in original)

As previously discussed, investors gain insight into relative riskiness by
analyzing expected future variability. This is accomplished by the use of the
arithmetic mean of a distribution of returns / premia. Only the arithmetic mean
takes into account all of the returns / premia, hence, providing meaningful
insight into the variance and standard deviation of those returns / premia.

Can it be demonstrated that the arithmetic mean takes into account all of the
returns and therefore, that the arithmetic mean is appropriate to use when
estimating the opportunity cost of capital in contrast to the geometric mean?
Yes. Schedule PMA-19, which consists of three pages, graphically
demonstrates this premise. Page 1 charts the returns on large company
stocks for each and every year, 1926 through 2008 from SBBI. It is clear from
looking at the variation of these returns that stock market returns, and hence,
equity risk premia, vary.

Shown on page 2 is the distribution of each and every one of those

returns for the entire period from 1926 through 2008. There is a clear bell-

Brealey, R.A. and Myers, S.C., Principles of Corporate Finance Fifth Edition (McGraw-Hill
Publications, Inc., 1996) 146-147.
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shaped pattern to the probability distribution of returns, an indication that they
are randomly generated. The arithmetic mean of this distribution of returns
considers all of the returns in the distribution. In doing so, the arithmetic mean
takes into account the standard deviation or likely variance which may be
experienced in the future when estimating the rate of return based upon such
historical returns. In contrast, page 3 of Schedule PMA-19 demonstrates that
when the geometric mean is calculated, only two of the returns are considered,
namely the initial and terminal years, which, in this case, are 1926 and 2008.
Based upon only those two years, a constant rate of return is calculated by the
geometric average. That constant return, graphically, represents a flat line
over the entire 1926 to 2008 time period which is obviously far different from
reality, based upon the probability distribution of returns shown on page 2 and
demonstrated on page 1.

Only the arithmetic mean takes the standard deviation of returns which
is critical to risk analysis into account. The geometric mean is appropriate only
when measuring historical performance and should not be used to estimate the
investors required rate of return.

What would Staff's CAPM results have been had Staff relied upon a correctly-
derived historical market equity risk premium, included a forecasted market
equity risk premium as well as a forecasted risk-free rate?

In the top half of page 1 of Schedule PMA-17, | have derived the traditional
CAPM, the version applied by Staff, using the correct forecasted risk-free rate

of 4.90% and an average market equity risk premium based upon the
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arithmetic mean historical market equity risk premium correctly calculated as
described above coupled with a forecasted market equity risk premium. This
results in a traditional CAPM-derived common equity cost rate of 10.37%,
which is 181 basis points (1.81%) higher than Staff's derived arithmetic CAPM
cost rate of 8.56%, based solely upon an historical risk-free rate and an
incorrectly derived arithmetic mean equity risk premium for the years 1926-
2008. On the bottom half of Schedule PMA-17, | have derived an ECAPM,
based upon the forecasted risk-free rate and correctly-derived average
historical and projected market equity risk premium. The ECAPM-derived
common equity cost rate is 10.92%, which is 236 basis points (2.36%) higher
than Staff's arithmetic mean CAPM cost rate of 8.56%.

When averaged, the traditional CAPM results of 10.37% and the
ECAPM results of 10.92% result in a CAPM of 10.65%. Such a cost rate
corroborates neither Staff's range of DCF results of 8.75% - 9.75% or its
recommended range of common equity cost rate of 8.95% - 9.55%. In addition,
these cost rates are further understated because they reflect the lower
business and financial risk of Staff’'s proxy group of four water companies.

B. Recommended Common Equity Cost Rate
Please comment upon Staff's use of the expected return of 8.5% by the
Missouri State Employee’'s Retirement System (MOSERS) on “large
capitalization domestic equities” as discussed by Staff on page 36, lines 8 — 14
of the Staff Report.

The expected return on pension fund assets has no relevance to the
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determination of a common equity cost rate relative to a single asset / security,
i.e., MAWC’s rate base. The MOSERS’ pension fund is a portfolio of assets
including large and small capitalization U.S. equities, international developing
equities and emerging markets, bonds, private debt, private equity, real estate,
commodities, timber, etc.”® The projected return on pension fund assets
therefore reflects the risk reducing benefits of portfolio diversification. In
addition, the fiduciary responsibility of pension fund managers requires a level
of conservatism in portfolio management. Also, the 8.5% expected return is a
return expected over the next ten years, a relatively short duration compared
with the infinite investment horizon implicit in the standard DCF model.

The 8.5% expected return expected by the MOSERS' report and cited
by Staff relates to large capitalization domestic equities. In contrast, MAWC'’s
rate base is significantly smaller than the average large capitalization stock. As
shown on page 1 of Schedule PMA-21, MAWC'’s estimated market
capitalization is $655.329 million in contrast to the midpoint market
capitalization of $172.209 billion of decile 1, comprised of the largest market
capitalization stocks. Therefore, a substantial size premium, i.e., 2.11% (see
column 3 on page 1 of Schedule PMA-21) would be required. Even without
consideration that the 8.5% expected return is based upon, and thus reflects
the reduced risk of a diverse portfolio, a size premium of 2.11% relative to
MAWC would result in a 10.61% expected return (10.61% = 8.50% + 2.11%)

more appropriately applicable to MAWC, but still understated because the

20

Summit Strategies Group — Bond Retreat — Missouri State Employees’ Retirement System, July 9 — 10, 2009,
www.mosers.org/About-MOSERS/Reports-Research/Summit-Strategies-Capital-Markets-Assumptions.aspx.
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8.5% is based upon a diversified, risk-reduced portfolio.

Please discuss Staff's recommended common equity cost rate range of 8.95%
- 9.55%, with a midpoint of 9.25%.

Staff's recommended common equity cost rate range of 8.95% - 9.55% is
inadequate for two reasons; 1) such a cost rate range provides an insufficient
achieved return on the book common equity of MAWC; and 2) such a cost rate
is not consistent with the recently authorized ROEs throughout the country for
other utilities.

How does Staff's recommended range of common equity cost rate of 8.95% -
9.55% with a midpoint of 9.25% compare with the expected ROEs of its four
comparable water utility companies?

It is far below the level of earnings expected by Value Line for the three
companies in its group of four comparable water utility companies for which
Value Line publishes a projected ROE for the years 2012-2014. The latest

(January 22, 2010) Value Line Ratings & Reports (Standard Edition) for

American States Water Company, Aqua America, Inc. and California Water
Service Group, (there is no projection for York Water Company) indicate that
Value Line expects them to earn 12.0%, 12.0% and 12.0% on year-end book
common equity (see Schedule PMA-20) over the next 3-5 years averaging
12.00%. While these forecasts are for earnings on book common equity, it
must be remembered that the return on common equity authorized in this
proceeding will be applied to the book value of the common equity financed

portion of MAWC'’s and will therefore become MAWC’s opportunity for earnings
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on book value. An opportunity to earn a range of return on book common
equity of either Staffs recommended range of 8.95% - 9.55% is woefully
inadequate in comparison with these expected returns on book common equity
of comparable water companies.

Such a common equity cost rate range is also inconsistent with the
comparability of returns standard enunciated in the Hope decision which
states:

The return to the equity owner should be commensurate with

returns on investments in other enterprises having corresponding

risks.

Therefore, Staffs recommended common equity cost rate range should be
rejected by the MoPSC in setting rates for MAWC in this proceeding.

How does Staff's recommended range of common equity cost rate compare
with recently authorized ROEs by other regulatory jurisdictions throughout the
country?

Schedule PMA-21 is a summary of regulatory awards made to electric and gas
distribution companies during the fifteen months ending March 2010 derived
from Regulatory Research Associates (an SNL Energy Company). Although
Regulatory Research Associates does not report authorized ROEs for water
companies, the authorized ROEs for electric and gas distribution companies
are relevant to the instant proceeding as MAWC, indeed, all water utilities,
compete in the same marketplace for capital as do electric and gas distribution
utilities. As shown, the average authorized ROE was 10.32% relative to an

average common equity ratio of 48.78%. An average awarded ROE of 10.32%
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is significantly higher than Staff's range of common equity cost rate of 8.95% -
9.55% Also, as shown, the average awarded ROE of 10.32% represented an
average equity risk premium of 4.30% over the yield on Moody’s A rated utility
bonds in the months prior to the awards. The average yield on A rated utility
bonds for those litigated cases was 6.02%. The projected yield on A rated
utility bonds is 6.20%, as derived on page 32 of Schedule PMA-23. The 6.30%
yield plus an equity risk premium of 4.30% equals an ROE of 10.50% which
verifies that Staff's recommended common equity cost rate range understates
the common equity cost rate applicable to MAWC.

As discussed in my direct testimony at pages 14 through 19, all else
equal, size has a bearing on risk. Smaller companies are simply less able to
cope with significant events which affect sales, revenues and earnings. In
general, the loss of revenues from a few larger customers, for example, would
have a greater effect on a small company than on a much larger company with
a larger customer base. In addition, the effect of extreme weather conditions,
i.e., prolonged droughts or extremely wet weather will have a greater affect
upon a small operating water utility than upon the much larger, more
geographically diverse holding companies.

Because MAWC is the regulated utility to whose rate base the
Commission's ultimately allowed overall cost of capital will be applied and
because it is the use of funds invested which gives rise to the riskiness of any
investment as discussed previously, the relevant risk reflected in the cost of

capital must be that of MAWC, including the impact of its small size on

27



i

A aaa
WN2OWo~NO O

24

25

26

27

28

29

30

31

32

33

common equity cost rate. MAWC is smaller than the average company in
Staff's proxy group based upon the results of a study of the market
capitalization of the four water companies shown on page 1 of Schedule PMA-

21 and in Table 1 below based upon Staff's average market price.

Table 1
Times
Market Greater than
Capitalization(1) the Company
($ Millions)
Staff's Proxy Group of
Four AUS Utility Reports
Water Companies $979.663 1.5x
MAWC 655.329 (2)

(1) From page 1 of Schedule PMA-21.
(2) Based upon the average market-to-book ratio of Staff's proxy group of four

water companies.

Because MAWC’s common stock is not publicly traded, | have assumed
that if it were, its common shares would be selling at the same market-to-book
ratio as the average market-to-book ratio for Staff's proxy group, 193.1% as
shown on page 2 of Schedule PMA-21. Hence, MAWC's market capitalization
is estimated at $655.329 million based upon the average market-to-book ratio
of the four water companies. In contrast, the market capitalization of the
average water company in Staff's proxy group was $979.633 million, or 1.5
times larger than MAWC’s estimated market capitalization. As discussed in my
direct testimony, it is conventional wisdom, supported by actual returns over
time, that smaller companies tend to be more risky causing investors to expect
greater returns as compensation for that risk.

Is there a way to quantify a business risk adjustment due to MAWC's small size
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relative to Staff's proxy group?

Yes. As discussed in my direct testimony at pages 67 through 69, it is
necessary to upwardly adjust the common equity DCF and CAPM cost rates of
10.86% or 11.375% and 10.65% based upon Staff's proxy groups. An

adjustment is based upon data contained in Ibbotson — SBBI as also discussed

in my direct testimony, is appropriate and on pages 3 through 14 of Schedule
PMA-1. On page 1 of Schedule PMA-4, the average size premium for the
decile in which the proxy group falls has been compared to the average size
premium for the 7" - 8" deciles between which MAWC would fall if its stock
were traded and sold at the average market/book ratio of 193.1% and 153.3%
experienced by Staff’s proxy group for the three months ended February 2010.
The size premium spread between MAWC and the four water companies is 38
basis points (0.37%).

Although a business risk adjustment of 0.38% is indicated based upon
the four water companies, a conservatively reasonable business risk
adjustment of 5 basis points (0.05%) relative to the four water companies is
appropriate and consistent with the similar adjustment | made in my direct
testimony relative to my water proxy group to reflect MAWC's greater relative
business risk as discussed previously.

Adding 5 basis points (0.05%) to the corrected DCF cost rates of
10.86% and 11.375% and to a corrected CAPM cost rate of 10.65% vyields
business risk adjusted common equity cost rates of 10.91%, 10.425% and

10.96%, respectively. Both Staff and | have made an approximate 30 basis
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points (0.30%) financial/credit risk adjustment due to MAWC’s greater
financial/credit risk as discussed in my direct testimony at pages 69 through 71
and in the Staff Report at pages 32 and 33. Adding this 30 basis point (0.30%)
financial/credit risk adjustment to the business risk adjusted corrected DCF and
CAPM cost rates of 10.91%, 10.425% and 10.96% derived above, yields
business and financial/credit risk adjusted common equity cost rates of
11.21%, 10.725% and 11.26%, which more properly reflect MAWC’s common
equity cost rate than Staff's recommended range of 8.95% - 9.55%.

V. UPDATED OVERALL COST OF CAPITAL AND
RATE OF RETURN ON COMMON EQUITY

Have you updated your recommended rate of return on common equity for
MAWC?

Yes. Page 1 of Schedule PMA-23 shows the updated overall rate of return for
MAWC of 8.83% using the pro forma capital structure ratios and senior capital
cost rates at April 30, 2010 and my updated common equity cost rate
recommendation of 11.35%. In arriving at my updated common equity cost rate
recommendation, | have applied the same four cost of common equity models in
an identical manner to the current market data of the proxy groups of water and
gas distribution companies as in my direct testimony.

Does that conclude your rebuttal testimony?

Yes.
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Schedule PMA-17

Page 1 of 3
Missouri-American Water Company
Capital Asset Pricing Model (CAPM) Cost-of-Common-Equity Estimates
for MoPSC Staff's Four Water Companies Corrected
to Reflect a Risk-Free Rate and a Market Risk Premium which Accounts for
a Properly derived Historical Market Risk Premium and a Projected Market Risk Premium
1 2 3 4 5
Traditional Capital Asset Pricing Model
Beta Adjusted

MoPSC Staff's Proxy Group of Four Risk-Free Company's Market Risk Market Risk Cost of Common
Water Companies Rate (1) Beta (2) Premium (3) Premium (4) Equity (5)
American States Water Company 4.90% 0.80 7.68% 6.14% 11.04%
Aqua America, Inc. 4.90% 0.65 7.68% 4.99% 9.89%
California Water Services Group 4.90% 0.75 7.68% 5.76% 10.66%
York Water Company 4.90% 0.65 7.68% 4.99% 9.89%

Average 4.90% 0.71 7.68% 5.47% 10.37%

Empirical Capital Asset Pricing Model
Beta Adjusted

MoPSC Staff's Proxy Group of Four Risk-Free Company's Market Risk Market Risk Cost of Common
Water Companies Rate (1) Beta (2) Premium (3) Premium (6) Equity (5)
American States Water Company 4.90% 0.80 7.68% 6.53% 11.43%
Aqua America, Inc. 4.90% 0.65 7.68% 5.66% 10.56%
California Water Services Group 4.90% 0.75 7.68% 6.24% 11.14%
York Water Company 4.90% 0.65 7.68% 5.66% 10.56%

Average 4.90% 0.71 7.68% 6.02% 10.92%
Average of Traditional and Empirical CAPM 10.65%

Notes on page 3 of this Schedule.
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|

Consensus Forecasts Of U.S. Interest Rates And Key Assumptions’

History: Consensus Forecasts-Quarterly Avg.
--------- Average For Week End--------  ----Average For Month---- LatestQ | 1Q 2Q 3Q 4Q 1Q 2Q

Interest Rates Feb.19 Feb.12 Feb.5 Jan29  Jan. Dec. Nov, 4Q2009 | 2010 2010 2010 2010 2011 2011
Federal Funds Rate 0.12 0.13 0.13 0.12 0.11 0.12 0.12 0.12 01 02 03 07 11 15
Prime Rate 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 32 33 34 37 41 45
LIBOR, 3-mo. 0.25 0.25 0.25 0.25 0.25 0.25 0.27 0.27 03 04 06 09 14 1.7
Commercial Paper, 1-mo.  0.14 0.12 0.11 0.12 0.13 0.14 0.13 0.13 02 03 04 08 12 16
Treasury bill, 3-mo. _0.10 0.11 0.10 0.07 0.06 0.05 0.05 0.06 01 02 04 083 12 15
Treasury bill, 6-mo. 0.19 0.18 0.17 0.15 0.15 0.17 0.15 0.16 02 03 06 09 14 17
Treasury bill, 1 yr. 0.36 0.35 0.33 0.31 0.35 0.37 0.31 0.35 04 06 08 12 16 2.0
Treasury note, 2 yr. 0.89 0.86 0.83 0.86 0.93 0.87 0.80 0.87 10 12 15 18 22 25
Treasury note, 5 yr. 2.42 2.34 2.33 2.39 2.48 2.34 223 2.30 25 26 28 31 33 35
Treasury note, 10 yr. 3.74 3.69 3.66 3.66 3.73 3.59 3.40 3.46 37 38 40 42 43 45
Treasury note, 30 yr. 4.70 4.62 4.55 4.55 4.60 4.49 4.31 433 46 47 48 50 51 52
Corporate Aaa bond 5.44 5.36 5.29 5.28 5.26 5.26 5.19 5.20 53 54 55 57 58 59
Corporate Baa bond 6.45 6.36 6.25 6.23 6.25 6.37 6.32 6.33 64 65 66 68 68 7.0
State & Local bonds 4.38 4.34 4.36 4.39 433 421 4.37 4.26 45 46 47 48 49 50
Home mortgage rate 4.93 4.97 5.01 4.98 5.03 4.93 4.88 4.92 51 52 54 57 58 6.0

History Consensus Forecasts-Quarterly

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q

Key Assumptions 2008 2008 2008 2008 2009 2009 2009 2009 |2010 2010 2010 2010 2011 2011
Major Currency Index 72.0 70.9 73.5 81.3 82.7 79.4 75.4 73.6 754 756 759 76.1 763 76.6
Real GDP -0.7 1.5 27 -5.4 -6.4 -0.7 2.2 5.9 30 30 29 30 30 31
GDP Price Index 1.9 1.8 4.0 0.1 1.9 0.0 0.4 0.4 1.5 13 15 15 18 17
Consumer Price Index 4.5 4.5 6.2 -8.3 2.4 1.3 3.6 34 2.0 1.6 1.9 1.9 2.1 2.0

Forecasts for interest ratcs and the Federal Reserve’s Major Currency Index represent averages for the quarter. Forccasts for Real GDP, GDP Price Index and Consumer Price
Index are seasonally-adjusted annual rates of change (saar). Individual panel members’ forecasts arc on pages 4 through 9. Historical data for interest rates except LIBOR is from
Federal Reserve Release (FRSR) H.15. LIBOR guotes available from The Wall Street Journal. Interest rate definitions are the same as those in FRSR H.15. Treasury yields are
reported on a constant maturity basis. Historical data for the Fed’ Major Currency Index is from FRSR H.10 and G.5. Historical data for Real GDP and GDP Chained Price Index
are from the Bureau of Economic Analysis (BEA). Consumer Price Index (CPI) history is from the Department of Labor’s Bureau of Labor Statistics (BLS).

U.S. Treasury Yield Curve
Week ended February 19, 2009 and Year Ago vs.
1Q 2010 and 2Q 2011 Consensus Forecasts

5.50 Yoor Ago Y 5.50
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Corporate Bond Spreads

As of week ended February 19, 2009
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Page 3 of 3

Missouri-American Water Company
Development of the Market-Required Rate of Return on Common Equity Using
the Capital Asset Pricing Model for
MoPSC Staff's Proxy Group of Four Water Companies

Notes:

(1 The average forecast based upon six quarterly estimates of 30-year Treasury Note yields per
the consensus-of nearly 50 economists reported in the Blue Chip Financial Forecasts dated
March 1, 2010 (see page 2 of this Schedule). The estimates are detailed below:

30-Year
Treasury Note Yield

First Quarter 2010 .
Second Quarter 2010 4.70
Third Quarter 2010 4.80
Fourth Quarter 2010 5.00
First Quarter 2011 5.10
Second Quarter 2011 5.20
Average 9

2) From Schedule PMA-20.

(3) For reasons explained in Ms. Ahern’s direct testimony, from the three previous month-end
(December 2009 — February 2010), Value Line Summary & Index, a forecasted 3-5 year total
annual market return of 13.65% can be derived by averaging the 3-month and spot forecasted
total 3-5 year total appreciation, converting it into an annual market appreciation and adding
the Value Line average forecasted annual dividend yield.

The 3-5 year average tg}gl market appreciation of 55% produces a four-year average
annual return of 11.58% ((1.55°°7) - 1). When the average annual forecasted dividend yield of
2.07% is added, a total average market return of 13.65% (2.07% + 11.58%) is derived.

The 3-month and spot forecasted total market return of 13.65% minus the forecasted
risk-free rate of 4.90% (developed in Note 2) is 8.75% (13.65% - 4.90%). The Morningstar,
Inc. (Ibbotson Associates) calculated market premium of 6.60% for the period 1926-2009
results from a total market return of 11.80% less the average income return on long-term U.S.
Government Securities of 5.20% (11.80% - 5.20% = 6.60%). This is then averaged with the
8.75% Value Line market premium resulting in a 7.68% market premium. The 7.68% market
premium is then multiplied by the beta in column 2 of page 1 of this Schedule.

4 The traditional Capital Asset Pricing Model (CAPM) is applied using the following formula:
Rs=Rr + B (Ru-Rr)

Where Rs = Return rate of common stock
Rr = Risk Free Rate
B = Value Line Adjusted Beta
Rwm = Return on the market as a whole

5) Column 4 + Column 1.
(6) The empirical CAPM is applied using the following formula:
Rs=Rr+.25(Ru -Rr )+.75B8 (Rv -Rf)

Where Rs = Return rate of common stock
Rr = Risk-Free Rate
B = Value Line Adjusted Beta
Rwm = Return on the market as a whole

Source of Information: Value Line Summary & Index
Blue Chip Financial Forecasts. March 1, 2010
Value Line Investment Survey, January 22, 2010 Standard Edition and Small
and Mid-Cap Edition
2010 Ibbotson Risk Premia Over Time Report — Estimates for 1926-2009
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Arithmetic versus Geometric Means

The equity risk premium data presented in this book are
arithmetic average risk premia as opposed to geometric
average risk premia. The arithmetic average equity risk pre-
mium can be demonstrated to be most appropriate when
discounting future cash flows. For use as the expected
equity risk premium in either the CAPM or the building
block approach, the arithmetic mean or the simple differ-
ence of the arithmetic means of stock market returns and
riskless rates is the relevant number. This is because both
the CAPM and the building block approach are additive
models, in which the cost of capital is the sum of its parts.
The geometric average is more appropriate for reporting
past performance, since it represents the compound aver-
age refurn.

The argument for using the arithmetic average is guite
straightforward. In looking at projected cash flows, the
aquity risk premium that should be employed is the equity
fisk premium that is expected to actually be incurred over
the future time periads. Graph 5-3 shows the realized
equity risk premium for each year based on the returns of
the S&P 500 and the income retum on long-term gover-
ment bonds. {The actual, observed difference between the
return on the stock market and the riskless rate is known
as the realized equity risk premium.) There is considerable
volatility in the year-by-year statistics. At times the realized
equity risk premiurm is even negative.

Graph 5-3: Realized Equity Risk Premium Per Year

B0 Equity Risk Fremivm ()

To illustrate how the arithmetic mean is more appro-
priate than the geometric mean in discounting
cash flows, suppose the expected return on 8 stock
is 10 percent per year with a standard deviation of
20 percent. Also assuma that only two oufcomes are pos-
sible each year: +30 percent and 10 percent (i.e., the mean
plus or minus one standard deviation). The probability
of occurrence for each outcome is equal. The growth of
wealth ovar a twao-year pariod is illustrated in Graph 5-4.

Graph 5-4: Growth of Wealth Exsmple

050 sost
T I |
0 1 2
Years

The most common outcome of $1.17 is given by the geo-
metric mean of 8.2 percent. Compounding the possible
outcomes as follows derives the geometric mear:

[(++030)x(1-010)] V2o

However, the expected value is predicted by compounding
the arithmetic, not the geomietric, mean. Ta illustrate this,
we need to look at the prubability—wéighted average of all
possible outcomes:

{0.25 X $1.69) = $0.4225
4 {050 X §1.17) = $0.5850
+ (0.25 X $0.81) = $0.2025

Total 1,
T I T I I I T I 1 i
1925 35 45 55 65 75 85 85 08
Year-and
Data from 1926-2008.
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Therefore, $1.21 is the probability-weighted expected
value. The rate that must be compounded to achieve the
terminal value of $1.21 after 2 years is 10 percent, the
arithmetic mean:

$1x(1+010) > =121

The geometric mean, when compounded, resufts in the
median of the distribution:

$1x(1+0082) > =$1.97

The arithmetic mean equates the expected future value
with the present value; it is therefore the appropriate
discount rate.

Appropriate Historical Time Period

The equity risk premium can be estimated using any his-
torica! time period. For the U.S., market data exists at least
as far back as the late 1800s. Therefore, it is possible to
estimate the equity risk premium using data that covers
roughly the past 100 years.

QOur equity risk premium covers the time period from
1926 to the present. The original data source for the time
series comprising the equity risk premium is the Center
for Research in Security Prices. CRSP chose to begin their
analysis of market returns with 1926 for two main reasons.
CRSP determined that the time period around 1926 was
approximately when quality financial data became avail-
able. They also made a conscious effort to include the
period of extreme market volatility from the late twenties
and early thirties; 1926 was chosen because it includes
one full business cycle of data before the market crash of
1979, These are the most basic reasons why our equity risk
premium calculation window starts in 1926.

Implicit in using history to forecast the future is the
assumption that investors’ expectations for future out-
comes conform to past results. This method assumes that
the price of taking on risk changes only slowly, if at all,
over time. This “future equals the past” assumption is most
applicable to a random time-series variable. A time-series
variable is random if its value in one period is independent
of its value in other periods.

Does the Equity Risk Premium Revert to Its Mean

Over Time?

Some have argued that the estimate of the equity risk
premium is upwardly biased since the stock markst is cur-
rently priced high. In other words, since there have been
several years with extraordinarily high market returns and

realized equity risk premia, the expectation is that retums

and realized equity risk premia will be lower in the future,
bringing the average back to a normalized leve!. This argu-
ment relies on several studies that have tried to determine
whether reversion to the mean exists in stock market prices
and the equity risk premium.? Several academics contradict
each other on this topic; moreover, the evidence supporting
this argument is neither conclusive nor compelling enough
to make such a strong assumption.

Our own empirical evidence suggests that the yearly dif-
ference between the stock market total return and the
U.S. Treasury bond income return in any particular year is
random, Graph 5-3, prasented earlier, illustrates the ran-
domness of the realized equity risk premium.

A statistical measure of the randomness of a return series is
its serial correlation. Serial correlation (or autocorrelation)
is defined as the degree to which the return of a given series
is related from period fo period. A serial correlation near
positive one indicates that returns are predictable from one
period to the next period and are positively related. That
is, the returns of one period are a good predictor of the
returns in the next period. Conversely, a serial corelation
near negative one indicates that the returns in one period
are inversely related to those of the next period. A serial
correlation near zero indicates that the returns are random
or unpredictable from one period to the next. Table 5-3 con-
tains the serial comelation of the market total returns, the
realized long-horizon equity risk premium, and inflation.

Table 5-3: Interpretation of Annual Serial Correlations

Serial Inter-
Series Comalation pretation
Large Company Stock Total Returns 0.04 Random
Equity Risk Premium 0.04 Random
Inflation Rates 084 Trend

Data from 1926-2008
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The significance of this evidence is that the realized equity
risk premium next year will not be dependent on the real-
ized equity risk premium from this year. That is, thera is no
discernable pattern in the realized equity risk premium—it
is virtually impossible to forecast next year's realized risk
premium based on the pramium of the previous year. For
example, if this year's difference between the riskless
rate and the return on the stock market is higher than last
year's, that does nat imply that next year's will he higher
than this year's. It is as likely to be higher as itis lower. The
best estimate of the expected value of a variable that has
behaved randomly in the past is the average (or arithmetic
mean) of its past values.

Table 5-4 also indicates that tha equity risk premium var-
ies considerably by decade. The complete decades ranged
from a high of 17.9 percent in the 1950s to a low of 0.3 per-
cent in the 1970s, however, thus far the 20005 have shown
a -6.7 percent equity risk premium. This look at historical
equity risk premium reveals no observable pattern.

Tahle 5-4; Long-Horizon Equity Risk Premium by Decade |%)

1993-
1920s* 19305 1940s 1950s 1960s 1970s 1980s 19%0s 2000s"" 2008
778 23 80 178 42 03 78 121 67 -45

Data from 1926-2008.
*Besad on the period 1926-1925.
**Based an Lhe period 2000-2008,

Finnerty and Leistikow perform more econometrically
sophisticated tests 6f mean reversion in the equity risk
premium. Their tests demonstrate that—as we suspected
from our simpler tests—the equity risk premium that was
realized over 1926 to the present was almost perfectly free
of mean reversion and had no statistically identifiable time
trends Lo and MacKinlay conclude, “the rejection of the
random walk for weekly returns does not support a mean-
reverting model of asset prices.”

Choosing an Appropriate Historical Period

The estimate of the equity risk premium depends on the
length of the data series studied. A proper estimate of the
equity risk premium requires a data series long enough to
give a reliable average without being unduly influenced
by very good and very poor short-term returns. When
caleulated using a long data series, the historical equity
risk premium is relatively stable. Furthermore, because an
average of the realized equity risk premium is quite volatile
when calculated using a short history, using a long series

makes it less likely that the analyst can justify any number
he or she wants. The magnitude of how shorter periods can
affect the result will be explored later in this chapter.

Some analysts estimate the expected equity risk premium
using a shorter, more recent time period on the basis that
recent events are more likely to be repeated in the near
future; furthermore, they helieve that the 19205, 1930s, and
1940s contain too many unusual events. This view is suspect
hecause all periods contain “unusual” events. Some of the
most unusua! events of the last hundred years took place
quite recently, including the inflation of the late 1970s and
early 1980s, the October 1987 stock market crash, the col-
lapse of the high-yield bond market, the majer contraction
and consolidation of the thrift industry, the collapse of the
Soviet Union, the development of the European Ecanomic
Community, and the attacks of September 11, 2001.

It is even difficult for economists to predict the economic
environment of the future. For example, if one were ana-
lyzing the stock market in 1987 before the crash, it would
be statistically improbable to predict the impending short-
term volatility without considering the stock market crash
and market volatility of the 19231931 period.

Without an appreciation of the 1920s and 19305, no one
would believe that such events could happen. The B3-year
period starting with 1826 is representative of what can
happen: it includes high and low returns, volatile and quiet
markets, war and peace, inflation and deflation, and pros-
perity and depression. Resticting attention to a shorter
historical period underestimates the amount of change
that could occur in a long future period. Finally, because
historical event-types (not specific events) tend to repeat
themselves, fong-run capital market return studies can
reveal a great deal about the future. Investors probably
expect “unusual” events to occur from time to time, and
their return expectations reflect this.

A Look at the Historical Results

It is interesting to take a look at the realized returns and
realized equity risk premium in the context of the above dis-
cussion. Table 5-5 shows the average stock market return
and the average {arithmetic mean) realized long-horizon
equity risk premium over various historical time periods.
Similarly, Graph 5-5 shows the average {arithmetic mean)
realized equity risk premium calculated through 2008 for
different starting dates. The table and the graph both show

2009 Ibk ® SBBI® Valuation Yearbool
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Table 5-5: Stock Market Return end Equity Risk Premium Over Time

Large Company

Stock Arithmetlc Long-Horizon
Length Period Mean Total Equlty Risk
[Yie) Dates Ratum [%) Promium {%)
83 1926-2008 1n.7 - 6.5
R 1938-2008 1.9 8.3
60 1948-2008 124 6.3
50 19582008 10.6 38
40 19692008 10.6 3.2
3. 1978-2008 12.5 5.0
20 19892008 10.4 4.2
15 18942008 8.7 31
10 18882008 0.7 -4.5
5 2004-2008 0.0 47

Dala (rom 1926-2008.

Graph §-5: Equity Risk Premium Using Different Starting Dates

I [ I | | [ | T T1
1925 35 45 55 65 75 B5 g5 04
Yeer-end
Data (rom 1926-2008

that using a longer historical period provides a more stable
estimate of the equity risk premium. The reason is that any
unique period will not be weighted heavily in an averade
covering a longer historical period. It better represents the
probahility of these unique events occurring over a long
period of time.

Looking carefully at Graph 5-5 will clarify this point. The
graph shows the realized equity risk premium for a series
of time periods through 2008, starting with 1826. In other
words, the first value on the graph represents the average
realized equity risk premium over the period 1926—2008.
The next value on the graph represents the average real-

ized equity risk premium over the period 1927-2008, and so
on, with the last value representing the average over the
most recent five years, 2004-2008. Concentrating on the
left side of Graph 5-5, one notices that the realized equity
risk premium, when measured over long periods of time,
is relatively stable. In viewing the graph from left ta right,
moving from longer to shorter historical periods, one sees
that the value of the realized equity risk premium begins
1o decline significantly. Why does this occur? The reason
is that the severe bear market of 1973-1974 is receiving
proportionately more weight in the shorter, more recent
average. If you continug to follow the line to the right,
however, you will also notice that when 1973 and 1974 fall
out of the recent average, the realized equity risk premium
jumps up by nearly 1.2 percent.

Additionally, use of recent historical periods for estimation
purposes can lead 1o illogical conclusions. As seen in Table
55, the recent bear market in the early 2000°s and in 2008
has caused the realized equity risk premium in the shorter
historical periods to be lower than the long-term average.

The impact of adding one additional year of data to a
historical average is lessened the greater the initial
time period of measurement. Short-term averages can be
affected considerably by one or more unigue observations.
On the other hand, long-term averages produce more stable
results. A series of graphs looking at the realized equity
risk premium will ilfustrate this effect. Graph 5-6 shows
the average (arithmetic mean) realized long-horizon equity
risk premium starting in 1926. Each additional point on
the graph represents the addition of another year to the
average. Although the graph is extremely volatile in the
beginning periods, the stability of the long-term average is
quite remarkable. Again, the “unique” periods of time will
not be weighted heavily in a long-term average, resulting
in a more stable estimate.
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phw 1 WL 5| cheres 10 i — i nululiiii'iﬂ }’:Iiﬁ'" EHE I
| Hesie) 63551 61341 60196 Dbl ol ||I Hilll Il ||l| AL Sy 64 269
1997 (1094 | 1995 [ 1996 (1997 [1998 [ 1999 [2000 [2001 {2002 {2003 [2004 |2005 |2006 | 2007 | 2008 [ 2009 [2010 | ©VALUEUNEPUB, INC| 12-14
170 182| .984| 186| 202| 209| 241| 246| 270| 285| 297 | 348 385| 403 | 452 463| 495 535 persh 645
42 42 A7 50 56 b1 12 16 86 94 86| 100 12 126 | 137| 142| 170| 1.85|"Cash Flow" persh 240
24 26 29 30 34 40 42 47 51 54 57 64 11 10 N RE] .80 .90 |Earnings persh A 1.25
2 2 22 23 24 .26 2 28 30 A 3 A7 A0 44 48 .51 .55 ,59 |Div'd Decl'd per sh Ba JO0
AT 46| 5Z| 48| o8| 62| 90| 1.06| 109 V20| 132| 154 | 184 | 2Z05| 79| 198| 1.90| 1.95 |CapiSpending persh 215 |
229 241| 245| 269 284| 321| 342| 3B5| 45| 436| 534 | 589 630 6896 | 732 7.82| 7.80] 835 |BookValue persh 10.35
5940 59.77| 6374 | 6575) 67.47| 72.20] 10680 | 111.62 | 113.97 | 113.19 | 12345 | 127.18 | 128.97 | 132.33 | 133.40 | 195.37 | 136,30 | 137.00 |Common Shs Oulsig © | 139.00
WA 135] 120| 156| 8| 25| 21Z| 82| 38| 236| 45| 251 | 38| WUT| 0| Ay 22 Avp Ann'i PIE Ratio 210
85 89 80 98| 103| 47| 121] (18] 20| 129| 140 133 | 169 | 187 | 170| 1.50| 148 Relative P/E Ratlo 140
59% | 60%| 62% | 49% | 39% | 29%| 3.0% | 33% | 25% | 25% | 25% | 23% | 1.8% | 1.8% | 21% | 28% | 3.0% Avg Ann'l Div'd Yisld 2.0%
CAPITAL STRUCTURE as of 9/30/09 2513 | 2155 | 307.3 | 3220 | 367.2 | 4420 | 496.8 | 5335 | 6025] 627.0 675 | 735 |Revanuos ($mill) 900
Igtglelg‘egggégioﬁiﬁn"'-E;ani{; fe:trss gszgﬁﬂumi"- 450| s07| 585| 627) 673| 00| 912| 920 | 950| 97.9| 109| 123 |NetProfit ($mil) 175
f ke g P e 384% | 38.9% | 39.3% | 30.5% | 39.3% | 30.4% | 38.4% | 39.6% | 38.9% | 30.7% | 39.0% | 39.0% |Income Tax Rate 39.0%
(L meros camad: 345 bl neres corertlony | -l ol ol ool oof ol .| .| 20%| ai4| 20%| 269 |AFUDCUtoNatpromt | 20%
52.9% | 52.0% | 52.2% | 54.2% | 51.4% | 50.0% | 520% | 516% | 554% | 54.1% | 54.0% | 53.0% [Long-Term Debt Ratlo | 48.0%
Pansion Assels-12/08 $112.2 mill. 46.7% | 47.8% | 47.7% | 45.68% | 48.8% | 50.0% | 48.0% | 48.4% | d4.8% | 45.9% | 46.0% | 47.0% |Common Equity Ratlo | 52.0%
. Obllg. $204.7 mill. | 7827 | 901.1 | 9904 | 1076.2 | 13557 | 1497.3 | 1690.4 | 1904.4 | 2191.4 | 23066 | 2276 | 2345 |Total Capital ($mill) 2765
P Btock o a5.270,613 shares 11354 | 12514 | 1368.1 | 1490.8 | 18243 | 2069.8 | 2260.0 | 2506.0 | 27928 | 2997.4 | 3150 | 3300 |Net Plant ($mil) 3500
asotioois e 76% | T4% | T8% | 15% | 64% | 6% | 60% | 64% | 59% | 67%| 60%| 6.5% [RetunonTolalCapl | 7.5%
12.2% | 1.7% | 123% | 127% | 10.2% | 10.7% | 112% | 10.0% | 9.7% | 9.3% | 10.0% | 10.5% |Return on Shr. Equity 12.0%
MARKET CAP: $2.4 biltion {Mid Cap} 12.9% | 11.7% | 124% | 12.7% | 10.2% | 10.7% | 11.2% | 10.0% | 97% | 9.3% | 10.0% | 10.5% |Return onCom Equity | 12.0%
CURRENT POSITION 2007 2008 9/30/09 | 4.3% | 47% | 51% | 52% | 42% | 46% | 4.9% | 37% | 32% | 28% | 3.5% | 3.0% |RetainedtoComEq 5.0%
Caswll\l-sl;els 145 149 180 65% | 60% | 59% | 59% | S59% | 57% ( 56% | 63% | 6% | 70% | 66% | 69% [AllDiv'ds to Nat Prof 5%
Receivables 29 845 86.1 | BUSINESS: Agua America, Inc. is the holding company for water  others. Waler supply '08: residential, 60%; ial,
'8“1992[‘"3’ (AvgCst) gg 1?% ]8:5’ and wastewater ulilities that serve approximately three million rasi-  14%; industrial & other, 26%. Officers and direclors own 1.3% of
Current Assets 115'5 —1m m denls In Pepnsylvapia, Ohle, North Carolina, Illinqis, Texas, New lhe common stock (4/09 Proxy). Chairman & Chiefl Elxeculive of-
Accls Payable 45:8 500 26.3 Jersey, Florida, Im?|ana, aqd five other stales. Dwesle_d three of ficer; Nicholas DeBenediclis. Incorporaled: Pennsylvania. Address:
Debl Due 808 879 54.8 | four non-waler businesses in '91; lelemarketing group in '93; and 762 West Lancaster Avenue, Bryn Mawr, Pennsylvanla 19010. Tel-
Other 56.6 55.3 149.0 | olhers. Acquired AquaSource, 7/03; Consumers Water, 4/99; and  ephone: 610-525-1400. Inlernet: www.aquaamerica.com.
gi‘)'("g?‘;“g';'v ;gg,,/f ;gg,/f ggg% During the September interim, Aqua (Aqua Georgia Inc) may be bolstered by
AN.NUAL' RAT.ES e Eara U500 America lost some ground on a year- further purchases in this region. Also,
dcingeperst)  0¥is.  5Ys. to24 | OVer-year basis. Although revenues were WTR expanded its Aqua Pennsylvania
Revenues 8.0% 90% 65% | up slightly from the prior year, earnings division in December, purchasing the as-
“Cash Flow" 95% 80% 100% | dropped a penny, as unfavorable weather sets of Athens Township Authority, and
[E)iawr.’t‘!'gggs ;3,2 g'gzg 1‘6"2.}'2 conditions and higher operating costs hurt subsequently signed a 20-year contract to
Book Value 95% 100% 60% | profits during the third quarter. Looking provide water services. Additionally, the
QUARTERLY REVENUES mil) | Fun ahead, though, $75 million in rate cases filed in 2009
aﬁg'a'r Mt Jund0 Sep.d0 Dect ¢ | the company probably ended the year should, if judged in Aqua’s favor, boost
: 31'7 7 47'0 69 TThs] on A good note. A number of rate-relief revenues and earnings over the next few
gggg }:13;:95 :I'SO‘S 1655 1491 | gonp | cases were set to be decided in the fourth years, .
2008|1303 1510 1771 1506 | 6270 | Quarter which, If approved, should provide These shares are a neutral choice for
2000 |1545 1873 1808 1724 | 675 | @ slight last-minute boost to the top and the coming six to 12 month period,
2010 |165 165 195 190 | 735 | bottom lines. Also, management has been but hold some appeal for the long
= EARNINGS PER SHARE A s actively working to reduce operating costs, haul. One attractlve trait is the steady
en:a-r Mar3! Jun30 Sep.3d Dec. Y:ar and the benefits of these efforts should dividend yield, which was raised 7.4% dur-
2006 | 13 1'7 5 1 i help widen margins. For the year, we ex- ing the fourth quarter of 2008. The compa-
7 | 13 47 19 ‘71| pect a total increase in revenues and earn- ny has historically raised its payout every
2008 | 11 47 % 19| .73|ings of $48 million and $0.07 a share, year and this will most likely continue
2000 | 14 13 o5 22 | .go| respectively, but it should be noted that over the coming 3- to 5-year stretch. Also,
00 | 15 22 .28 .25 | .g0| last year included a gain from the sale of the top- and bottom-line gains we project
"Cal- | QUARTERLYDNIDENDSPADE= | Fyp its underperforming Woodhaven system. over the 2012-2014 horizon give this equi-
endar Mar31 Jun30 Sep.30 Dec.3t| Year Aqua America should continue to ex- ty good recovery potential. Conservative
- ’7 IR 1'5 o pand its reach through acquisitions investors should also take note of the high
%gg? 1% }?5 or 138 g | 2nd rate-relief cases over the next few scores for Stock Price Stability and Earn-
2008 | 125 125 125 1% ‘51| years. The company has acquired a ings Predictability, as well as the below-
2000 | 135 135 135 145 's5 | wastewater treatment plant in Lumpkin the-market average Beta coefficient.
2000 | ' County, Georgia, and this new subsidiary John D. Burke January 22, 2010
(IA) BMc_gg sha#s. goxgr,zn:r_l(rﬁc,zgaiposz 5 ErB] Jiu;dor[ndg rg:éoricgg‘galgim 33% wr?ahﬁ (C) In millions, adjusted for stock splits. g&r&;&asng;’sczlgg&lﬁztlystrength gg
o8, L 00, Z6, v 20, L 9 une, sepl 3 N
fOlzis.sn::.}'im:l.': |§)fl'0m€ﬂﬁ& operg(ions: 'gs. avaiabﬂu%ﬁ% discounl). i Price Growth Persistence 70
2¢. Next eamﬁba raport dus early February. Earnings Predlctabllity
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Institutional Decisions THS  \LARITH,
Q209 202000 302009 STGCK WDEX |
foBuy @ 76 56| ot B — ;;’: w2 w8
ﬁm\ 10000 10098 seag | 04 3 Sy 132 259 [
1993 | 1994 | 1995 | 1996 (1997 [1998 [1999 [2000 [2001 [2002 [2003 [2004 [2005 |2006 |2007 | 2008 | 2009 | 2010 | ©VALUELINEPUB, INC{ 12-14
1334 | 1259 | 13.17| 1448 | 154B| 14.76| 1596| 9616 | 16.26 | 17.33 | 16.37 | 17.18 | 1744 | 1620 | 1776 | 19.80 | 21.35| 22.10 [Revenues persh 2).90
225 202| 207 250| 292| 2680| 275| 252| 220| 265| 251 | 283 | 303 27 392| 372| 4.05| 4.25|"CashFlow" persh 4,80
135 12| 147 151 183| 145| 153| 131 94| 128 129 146 147 | 134 160 | 1.50| 1.99| 210 |Earnings persh A 260
96 99| 1.02| 104] 106] 4.07] 109 1M0] 142| 42| 142 143 144 ] 115 116 147| 1.18| 1.19 |Div'd Dacl'd parshB= 1.25
253| 226| 2.47| 283 281 274| 344 245 409| 582 439 373 | 401| 428 368| 482 520 525 [CaplSpending persh 525
1090 11586 11.72| 12.22| 1300 13.38| 1343 | 1290 | 1295 | 1342 | 1444 | 1566 | 1579 | 18.15 | 1850 | 19.44 | 20.00 | 19.75 |Book Value persh© 21,30
1138 | 1249 1254 | 1262 1262 1262 1294 | 1515 1518 | 15,48 | 1693 | 1837 | 1830 | 2066 2067 | 20.72| 21,00| 21.25 |Common Shs Outst')g ® | 23.00
136] 141 137 19| 26| 78| 178| 196 274| 98| 21| 09| 49| 202| 2641 198|193 Avg Ann'i PIE Ratlo 19.0
.80 52 92 75 n 93 101 127| 139 1.08| 126| 106 133 | 1580 139 120 126 Relatlve P/E Ratlo 1.25
52%| 58%| 64% | 58% | 46% | 42% | 40% | 43% | 44% | 45% | 4.2% | 39% | 3% | 29% | 30%| 1% | I1% Avg Ann'l Div'd Yield 25%
CAPITAL STRUCTURE as of 9/30/09 2064 | 2448 | 2468 | 2632 | 277.1 | 3156 | 3207 | 3347 | 3671 | 4103 48 470 |Revenues ($mill) € 550
Total Debt $397.9 mill. Due in 5 Yrs §40.0 mill. 199| 200 14| 191| 94| 260| 272| 256| 312 308| 420 450 |NetProfit{§mil) 60.0
LTDobt $373.5mil. LT lnterestS250mil. |57 v 1225% | 39.4% | 30.0% | 90.8% | 296% | 424% | 37.4% | 30.0% | 37.1% | 40.0% | 30.0% [Income Tax Rate 39.0%
: . : . == .- - | 103% | 32% | 33% | 106% | B.3% | 86% | B.5% | 10.0% |AFUDC %toNetProfli | 10.0%
(Enbeseetaamod: 7.8 eat . co: Q) W% | 0% | 03% | 553% | 507% | A00% |463% | 435% | 42% | 416% | 47.0% | 455% [LongTorm DobiRallo | 46.5%
Penslon Assets-12/08 $66.9 mil. 52.0% | 50.2% | 48.8% | 44.0% | 49.1% | 50.8% | 51.1% | 558% | 56.6% | 584% | 52.0% | 53.5% |Common Equlty Ratio 51.5%
Obllg. $192.9 mill 333.81| 2888 | 4027 | 4531 | 4984 | 5659 | 5681 | 6701 | 6749 | 6904 | 785| 805 |Tatal Capital {$mil) 950
Rid Sieckiiong 5154 | 5820 | 6243 | 6970 | 7505 | 8003 | 8627 | 9415 | 10102 | 11124 | 1175 | 1240 |Nol Plant {§mil}) 1425
e o TB% | 60 | 5% | 59% | 56% | 6% | 64% | 524 | 58%| 7.1% | 70% | 7% [RelmonTotal Capl | 8%
as of 11/2/09 112% ) 10.0% | 7.2% | 94% | 7.8% | 89% | 93% | 68% | 81% | 0.9% | 10.0% | 10.5% |Return on Shr, Equity 12.0%
114% | 104% | 7.2% | 95% | 7.9% | 9.0% | 93% | 68% | 8.1% | 9.9% | 10.0% | 10.5% [Return on Com Equl 12.0%
MARKET CAP; $775 mililon (Small Cap) 35% | 18% | NWF | 10% | 7% | 21% | 21% | 10% | 18% | 38% | 4.0% | 6.0% [RetainedtoCom Eq 6.5%
CURREH-T POSITION 2007 2008  9/30/09 70% | 82% | 119% | 90% | 91% | 7% | 78% | 66% 7% | 61% | 59% | 56% |AN Div'ds to Net Prof 48%
Cash Assets 6.7 139 47.6 | BUSINESS: California Waler Service Group provides regulated and  breakdown, '08: residential, 89%; business, 18%; public authorities,
Olher _ 533 _ 6589 _ 928 | ponregulaled waler service to roughly 463,600 cuslomers in 83  5%; induslrial, 5%; other, 3%. '08 reported depreciation rate: 2.4%.
Current Assets 600 798 1404 | communities in California, Washington, New Mexico, and Hawail. Has roughly 928 employees. Chalrman: Robert W. Foy. President &
Accls Payable 367 451 544 | Main service areas: San Francisco Bay area, Sacramento Valley, CEO: Peler . Nelson (4/09 Proxy). Inc.: Delaware. Address: 1720
(D)le'?;rbue 35; ggg ggg Salinas Valley, San Joaquin Valley & parls of Los Angeles, Ac- North Firsl Streel, San Jose, Califomia 95112-4598. Telephone:
Current Liab. —897 7232 1308 | Quired Rio Grands Com; West Hawali Ulifiies (9/08). Revenue 408-367-8200. intemel: www.calwalergroup.com.
Fix. Chg, Gov. 333% 398% 430% | Improvements on the regulatory front persisted in the fourth quarter and will
ANNUAL RATES  Past Past Estd'06/08 | augur well for California Water Serv- only intensify going forward. As a result,
ofchenge fpersh})  10Yrs, ~ 5¥s. 101214 | jce Group’s top line. Indeed, earlier rate we've tempered our expectations, estimat-
Bg;’;’{,“ﬁgw %0% gg’.ﬁ’ ?g;é increases handed down by the California ing that CWT barely broke even in the
Eamings 70% 65% | Public Utilitles Commission (CPUC) final quarter of 2009 and that earnings
Dividends 10:/0 05%  15% | enabled the water utility to post record- growth will not -be anything to write home
Book Value 40% 685% 20% | high revenues of $139.2 million in the about for full-year 2010.
Cal- | QUARTERLY REVENUES {§ mlllJE Full | third quarter, a 6% improvement from the The stock has fallen a mnotch for
endar |Mar31 Jun30 Sep.30 Dec3!| Year| year before. We look for similar growth in Timeliness and is now ranked 4 (Be-
2006 | 652 811 1078 806 | 3347 | the fourth quarter and for full-year 2010. low Average). Recent share-price
2007 | 746 958 1138 859 | 367.1| Meanwhile, the company filed its 2009 declines, coupled with the tough outlook,
2008 | 728 1056 1317 1001 | 4103 | peneral rate case during the period, seek- make this an unattractive selection for the
2000 | 867 1167 1302 1054 | 448 | jne §71 million in 2011 with increases of coming six to 12 months.,
2010 | 910 122 #4611 | 470 | ne2ily $25 million In 2012 and 2013, It Its 3- to 5-year appeal is better, but
cal EARNINGS PER SHARE A Full | was CWT's first consolidated request, still lacking in our opinion. CWT does
endar |Mar31 Jun30 8ep.30 Dec3l| Year| covering all 24 districts, and a ruling may not have the finances on hand to meet the
2006 | 04 31 68 31 | 1.34| well take 18 months to be made. We ex- rising infrastructure costs that are likely
2000 | 07 37 67 39 | 150 pect a relatively favorable outcome given to amount over the next couple of years.
2008 | 01 48 108 .35 | 190 the CPUC's more recent disposition. The share and/or debt offerings that will
2009 | 92 58 84 35 | 199 However, operating costs appear to be be required to help improve the balance
2010 | A1 .60 100 .39 | 210} o the rise, too. Despite the top-line ben- sheet will come at a price, with the higher
Cal- | QUARTERLYDVIDENDSPAD®= | Fun | efits mentioned above, share earnings fell share count and interest rate expenses
endar |Mar31 Jun30 Sep30 Decdi| Year| 11% in the September period and came in limiting potential shareholder gains. Al-
2006 | 2875 2875 2875 .2875| 145| a dime below our estimate. Operating ex- though the dividend yield looks healthy at
2007 | 200 290 290 .290 | 1.16| penses swelled 10%, as aging infrastruc- first blush, those seeking an income
2008 | 203 203 293 293 | 147| tures required greater maintenance, and vehicle have better options available, par-
2000 | 295 295 295 295 [ 198 the increased demand drove up distribu- ticularly on a risk-adjusted basis.
2010 tion costs. We suspect that these trends Andre J. Costanza January 22, 2010
(A) Basic EPS. Excl. nonrecurring gain {loss): | (B) Dividends hislorically paid in mid- Feb., ﬂ Inc). deferred charges. In '08: $3.9 mill., rrfa sFlnmeIaI Slrength B++
'00, (7¢); '01, 4¢; '02, B¢. Next earnings report | May, Aug., and Nov. » Div'd reinvestment plan 9/sh.
due early February available. ID; n millions, adjusted for splil. Prlce Bmmh Pﬂrl!slonce 75
E) Excludes non-reg. rev. Eamings Prodictability 80
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© VALUE LINE PUBLISHING, INC, 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010/2011
REVENUES PER SH 2,05 2.05 217 2,18 2,58 2,56 2,79 2.89 -
“CASH FLOW" PER SH 59 .57 85 .65 79 217 .86 .88 -
EARNINGS PER SH 43 .40 A7 .49 ,56 .58 57 57 6678 .66 C/NA
DIV'D DECL'D PER SH 34 .35 .37 .39 42 45 .48 .49 -
CAP'L SPENDING PER SH .75 .66 1.07 2.50 1.6% 1.85 1.69 217 -
BOOK VALUE PER SH 3.79 3.90 4.06 4.65 4.85 5.84 5,97 6.14 -
COMMON SHS OUTST'G (MILL) 9.46 9.55 9.63 10.33 10.40 11.20 11,27 11.37 -
AVG ANN'L P/E RATIO 17.9 26.9 245 257 26.3 31.2 30.3 246 21.3 21.3/NA
RELATIVE P/E RATIO 92 147 140 1.36 1.39 1.68 1.61 1.48 -
AVG ANN'L DIV'D YIELD 4.3% 3.3% 3.2% 3.1% 2.9% 2.5% 2.8% 3.5% -
REVENUES ($MILL) 19.4 19.6 20.9 225 26.8 287 31.4 32.8 - Bold figures
| NET PROFIT {$MILLY 4.0 3.8 4.4 4.8 5.8 6.1 6.4 6.4 - are
INCOME TAX RATE 35.8% 34.9% 34.8% 36.7% 36.7% 34.4% 36.5% 36.1% - earnings
AFUDC % TO NET PROFIT 2.2% 3.7% - - - 7.2% 3.6% 10.1% -
LONG-TERM DEBT RATIO 47.7% 46.7% 43.4% 42.5% 44.1% 48.3% 46.5% 54.5% - and, using the
COMMON EQUITY RATIO 52.3% 53.3% 56.6% 57.5% 55.9% 51.7% 53.5% 45.5% - racent prices,
TOTAL CAPITAL {$MILL) 68.6 69.9 69.0 83.6 90.3 126.5 125.7 163.4 - P/E ratios.
NET PLANT [$MILL) 102.3 106.7 116.5 140.0 155.3 174.4 191.6 211.4 -
RETURN ON TOTAL CAP'L 7.8% 7.4% 8.5% 7.6% 8.4% 6.2% 6.7% 5.7% -
RETURN ON SHR. EQUITY 11.2% 10.2% 11.4% 10.0% 11.6% 9.3% 9.5% 9.2% -
RETURN ON COM EQUITY 11.2% 10.2% 11.4% 10.0% 11.6% 9.3% 9.5% 9.2% -
RETAINED TO COM EQ 2.5% 1.3% 2.5% 2.1% 3.0% 2.2% 1.7% 1.4% -
ALL DIV'DS TO NET PROF 78% 88% 77% 79% 74% 77% 82% 85% -

Alo, of annlysts changing sam. wal, In last 9 doys: 0 up, 0 down, consensus §-year eamings growth 7.5% per year. BBased upon 4 analysis’ sstimates. ©

Basad upon 4 analysis' estimates.

ANNUAL RATES ASSETS ($mill) 007 2008 83009 - INDUSTRY: Water Utility:

of change (per share) 5Yrs. 1Yr. | Cash Assels 0 0 Kl

ﬁéve"‘“ﬁsw, ?g:f’ gg:ﬁ’ Receivables 52 59 57 | BUSINESS: The York Water Company engages in the

E;nsings" 0% g '(')“’lhee':‘w (Avg cost) -g ; 1-'13 impounding, purification, and distribution of water in York

Dividends 6.0% 3.0% | ourent Assets o8 =3 -—ﬁ County and Adams County, Pennsylvania, The company

Book Value 9.0% 3.0% ) ' " | supplies water for residential, commercial, industrial, and

Fiscal | QUARTERLY SALES (mill) | Fui | Propetty. Plant other customers. It has two reservoirs, Lake Williams,

y:a: 10 20 1Q 40 |Year| , gEqSIP. at _CtiiSl 2311‘; Zgg-g == | which is 700 feet long and 58 feet high, and creates a

ccum Depreciation . 4 e o 2 & 3 o

123107] 74 79 a3 78 |314| Net Property 1918 2114 2209 | TEsErvoir covering approximately 165 acres containing
123108 725 78 86 B89 |328] Other 126 27 _213 abqut 870 million gallons of water; and Lake Redman,
1231030 88 92 98 Total Assats 2110 2404 2499 | which is 1,000 feet long and 52 feet high and creates a
12/31110 ’ reservoir covering approximately 290 acres conlaining

Fiscal EARNINGS PER SHARE Full ,ll-\lc'zlas"#;;ibslésmml) 32 20 26 apout_ 1.3 billion gallons of watgr. It also has a 15-mile

Year | 1@ 20 3@ 4Q |Year| pgyipua 150 8.7 o3 | pipeline from the Susquehanna River to Lake Redman that
Tat0e| a2 14 47 a5 | .8 |Oher 32 35 43 | provides access to an additional supply of water. As of
12107| .2 A5 15 45 | .57 | Current Liab 214 14.2 162 | December 3.1, 2.008,, the company ser\{ed approximately
12/3108] .11 A3 15 18 | .57 176,000 residential, commercial, industrial, and other cus-
12/31/09| .13 A7 a8 a7 tomers. In November, the company completed the Beaver
1281110] .14 17 '-O:‘f;";%ﬁ'glg’;m AND EQUITY Creek Village water system acquisition. Has 110 employees.

Cal- | QUARTERLY DIVIDENDS PAID | Full C.E.O. & President: Jeffrey R. Hines. Inc.: PA. Address: 130
endar | 10 20 3Q  4Q |Year| Total Debt $83.3 mill. Due In 5 Yrs. NA | East Market Street, York, PA 17401. Tel.: (717) 845-3601.

2007 | M8 118 .18 118 | 7 | LT Debt$74.0mil Internet: http://www.yorkwater.com.

Including Cap. Leases NA

2008 | J21 g2 a2 421 |48 47% of Capl) W.T.

2009 | .126 A26 426 126 | .50

b o Leases, Uncapltallzed Annual rentals NA Janualy 22, 2010

Pension Liabitity $9.8 mifl. in ‘08 vs. $4.0 mill. in ‘07
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
1Q'09 2Q'09 aq'og | Pfd Stock None Pjd DIv'd Pald None Dividends plus apprecialion as of 12/31/2009

to Buy i g 3 Common Stock 12,411,161 shares 3 Mos. 6 Mos. 1Yr. 3 Yrs. 5 Yrs.

to Sell 10 12 16 (53% of Cap)

Hid's{000) 1958 2477 2941 5.61% -3.72% 24,34% -10.37% 30.61%
°; Line iog, Inc. erved. Factusl mateslal Is obtained & beliwved 10 be reliable and Is whhout warrangdes af any kind. :
W PUBLIGHER T RBSPONAELE FOR MY ERRORS (R OMISSIONS NEREIN, This pobl rmmasu?cuye Tor Subscrbers e o Tt . o 1 To subscribe call 1-800-833-0046,
of i ey b reprostueed, el stored or ansmined {n amy prined, lectroric of cther fam, o for generating or marketing any printid of cledronic pubication, sanice o product,
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Schedule PMA-22

Page 10of2
Migpoun-fumoncan Wier Compmy
Fully- Litigaled Aulhorized Returns on Common Equity and
Commen Equity Ralios for Electric and Nalural Gas Distribution
M i2) (2]} “ & (6}
Implied Equity
Rate Increase Retum on Retum on Common Moody's A Rated Risk Premium
S Cbmpany Case Identification Service Date $M, Rate Base Equity Equily Ratio Utility Bonds (1

Oklahoma Public Service Co. of OK Ca-PUD-200800144 Electric 1/14/2009 $ 59.3 8.31 % 10.50 % 44.10 % 7.60 % 2.90 %
Ohio Cleveland Elec lluminaling Co C-07-0551-EL-AIR (CEl} Electric 1/21/2009 29.20 848 . 10.50 49,00 6,54 3.96
Ohio Ohio Edison Co. C-07-0551-EL-AIR (OE) Electric 142112009 68.90 B.48 10,50 49.00 6.54 3.96
Ohio Toledo Edison Co. C-07-0551-EL-AIR (TE} Electric 172112009 38.50 8.48 10.50 49,00 6,54 3.96
Missouri Union Electric Co. C-ER-2008-0318 Electric 1/27/2009 161,70 834 10,76 52.01 6.54 422
Idaho Idaho Power Co. C-IPC-E-08-10 Electric 1/30/2009 27.00 B.18 10.50 49.27 6.54 3.96
Massachuselts New England Gas Company DPU 08-35 Natural Gas 2/2/2009 3.70 7.74 10.05 34,19 8.54 3.51
Connecticut United Numinating Co. D-08-07-04 Electric 2/4/2009 6.10 7.59 8,75 50,00 6.54 221
Indiana Indiana Michigan Power Ca. Ca-43306 Electric 3/4/2009 19,10 7.62 10.50 45.80 6.39 411
California Soulhern Califomia Edisen Co, Ap-07-11-011 Electric 3/12/2009 308.10 8.75 11.50 48.00 6.39 511
Florida Tampa Electric Co D-080317-El Electric 3/17/2009 147.70 8.29 11,25 47 49 630 4,95
Iinois Northem Illinois Gas Co D-08-0363 Natural Gas 3/26/2009 80.20 8.09 1017 51.07 630 387
Minnesota ALLETE (Minnesota Power) D-E-015/GR-08-415 Electric 4/3/2009 20.40 845 10.74 54.79 6.30 4.44
Utah PacifiCorp D-08-035-38 Electric 42112009 45.00 8.36 10.61 51.00 642 419
New York Consolidated Edison Co, of NY C-08-E-0539 Electric 4/2412009 523.40 7.79 10.00 48,00 642 3.58
Florida Peoples Gas System D-080318-GU Nalural Gas 5/5/2009 18.20 8,50 10.75 48.91 642 4.33
Idaho Idaho Power Co. C-IPC-E-09-07 Electric 5/29/2009 10.50 8,18 10.50 49,27 6.48 4.02
New York Central Hudson Gas & Fleclric C-08-E-0887 Electric 6/22/2009 39.60 7.28 10.00 47.00 649 351
Nevada Nevada Power Co. D-08-12002 Electric 6/24/2009 222.70 8,66 10.80 44.15 649 4n
Minnesota Minnesota Energy Resources D-G-007,011/GR-08-835 Natural Gas 6/29/2009 15.40 7.98 10.21 48.77 649 372
Connecticut CT Nalural Gas Corp D-08-12-06 Natural Gas 6/30/2009 (16.20) 7.92 8.31 52,52 649 282
Connecticut Southern Connecticut Gas Co. D-08-12-07 Nalural Gas 7/17/2008 (12.50) 8,05 9.26 52,00 620 3,06
Texas Oncor Electric Delivery Co. D-35717 Electric B/31/2009 115.10 8.28 10.25 40.00 597 4.28
Minnesola Northern Slates Power Co. - MN D-E-002/GR-08-1065 Electric 10/23/2009 91.40 8,83 10.88 52.47 5.53 5.35
Nevada Southwest Gas Corp. D-09-04003 (Southem) Natural Gas 10/26/2009 17.60 740 10.15 47.09 5.53 4.62
Nevada Southwest Gas Corp. D-09-04003 (Northem) Natural Gas 10/28/2009 (0.50) 8.30 10.15 47.09 5.53 462
Massachusetts Bay State Gas Co DPU 09-30 Nalurel Gas 10/30/2009 19.10 818 9.95 83,57 553 4.42
Michigan Consumers Energy Co. C-U-15645 Electric 114212009 139.40 6.98 10.70 40.51 5.53 517
Wesl Virginia Hope Gas Inc C-08-1783-G42T Natural Gas 11/20/2009 8.80 6.86 9.45 42.34 5.55 3.90
Massachusetts Massachusetts Electric Co. DPU 09-39 Electric 11/30/2009 43.90 7.85 10.35 43.15 5.55 4.80
Wisconsin Wisconsin Electric Power Co D-5-UR-104 (WEP-EL}) Electric 12/18/2008 85.80 8.96 10,40 53,02 564 4.76
Wisconsin Wisconsin Power and Light Co 6680 UR-117 (elec) Electric 12/18/2009 58 60 9.1 10.40 50.28 5.64 4.76
Wisconsin Wisconsin Electric Power Ca D-5-UR-104 (WEP-GAS) Natural Gas 12/18/2008 (2.00) B.BS 1040 53.02 5,64 4.76
Wisconsin Wisconsin Gas LLC D-5-UR-104 (WG) Natural Gas 12/18/2009 5.70 9.09 10.50 46.62 564 4.86
Wisconsin Wisconsin Power and Light Co D-6680-UR-117 (gas) Natural Gas 12/18/2008 5.60 8.84 10 40 50.38 5,64 4.76
Wisconsin Madison Gas and Eleclric Co D-3270-UR-1186 (elec) Electric 1212212009 11.80 B.67 10,40 55.34 5.64 4.76
Wisconsin Northem States Power Co - Wi D-4220-UR-116 (elec) Electric 12/2212009 6.40 8.93 10.40 5230 5,64 4.76
Wisconsin Madison Gas and Eleclric Co. D-3270-UR-116 {gas) Natural Gas 12/22/2009 (1,50} B.86 10.40 55.34 5.64 4.76
Maryland Delmarva Power & Light Co. C-9192 Electric 12/30/2009 7.50 7.96 10.00 49.87 5.64 4.36
lowa Interstate Power & Light Co. D-RPU-2009-0002 Electric 1142010 83.70 8.91 10.80 49.52 5.64 5.16
Michigan Detrait Edison Co. C-U-15768 Eleclric 111172010 217.40 7.02 11.00 39.48 5.64 5.368
Minnesota CenterPoint Energy Resources D-G-008/GR-08-1075 Natural Gas 1/11/2010 40.80 8.0 10.24 52.55 5.64 4.60
Illinois North Shore Gas Co. D-08-0166 Natural Gas 112172010 13.90 a.19 10.33 56.00 579 454
Ilinois Peoples Gas Light & Coke Co, D-09-0167 Natural Gas 1/21/12010 69.80 8.05 10.23 56.00 579 444
Texas Almas Energy Corp. GUD 5869 Natural Gas 1/26/2010 270 8.60 10.40 48.91 579 4,61
Rhode Island Narragansett Elecliic Co. D-4065 Eleclric 2/9/2010 23.50 7.20 9.80 42.75 579 4.01
Utah PacifiCorp D-09-035-23 Electric 2/18/2010 3240 8.34 10.60 51.00 577 4,83
Texas CenterPoinl Energy Resources GUD 9902 Natural Gas 242312010 5.10 865 10.50 55.60 577 4.73
Dislrict of Columbia Potomac Electric Power Co. F.C, 1076 Electric 31212010 19.80 8.01 9.63 46.18 577 3.86
Florida Florida Power Corp. D-090079-E1 Electric 315/2010 126.20 7.88 10.50 46.74 577 473
Nebraska SourceGas Dislribution LLC D-NG-0060 Natural Gas 3/9/2010 1.60 7.80 9.60 49.96 577 3.83
Florida Florida Power & Light Co. D-080677-EI Eleclric 317/2010 75.50 6.65 10.00 47.00 5.87 413
lllinois MidAmerican Energy Co. D-09-0312 Natural Gas 3/24/2010 270 7.60 10.13 47.08 587 426
Georgia Atmos Energy Corp D-30442 Natural Gas 3/31/2010 2.90 8.61 10.70 47.70 587 4.83

Average $ 58.3 B.18 % 10.32 % 48.78 % 602 % 430 %

Average Implied Equity Risk Premium 430 %
Projected Yietd on A Rated Public Utility Bonds (3) 6.12

Implied Common Common Equity Cosl Rate 1042 %

Notes:

]

(2
(3}

Actual A rated yield represents lhe yield of the previous month if the order was issued on or after the 15th of each monlh, or
the yield of two menlhs prior if the order was issued on or before the 15th of each monlh. For example, the yield for 1/14/09
is the A rated Public Utility yield for November 2008 and the yield for 1/21/09 is he A rated Public Utility yield for December
2008.

Column 3 - Column 5.

From Page 2 of Lhis Schedule,

Copyright 2010, SNL Financial LC
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Missouri-American Water Company
Calculation of Prospective Yield on A Rated Public Utility Bonds

Blue Chip Forecast of Aaa Corporate Bonds Ending Q2 2011 (1): 5.60 %

Adjustment to Reflect Spread Between Aaa Corporate bonds and A Rated
Public Utility Bonds (2) 0.52

Adjusted Prospective Yield on A Rated Public Utility Bonds 6.12 %

Notes:
(1) From page 2 of Schedule 17.
(2) Three month spread between Moody's Aaa corporate and
A rated utility bond yields ending February 2010,
consistant with Staff's DCF study.

Source of Information:
Blue Chip Financial Forecasts, March 1, 2010
Mergent Bond Record, March 2010, Vol 77, No. 3.
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Missouri-American Water Company
Summary of Cost of Capital and Fair Rate of Return
Based upon the Pro Forma Capital Structure of at April 30, 2010

Weighted

Type of Capital Ratios (1) Cost Rate Cost Rate
Long-Term Debt 50.40% 6.36% (1) 3.21%
Short-Term Debt 0.00% 3.62% 0.00%
Total Debt 50.40% 3.21%
Preferred Stock 0.33% 9.20% 0.03%
Common Equity 49.27% 11.35% (2) 5.59%
Total 100.00% 8.83%

(1) Company-provided.

(2) Based upon informed expert judgment from the entire study, the principal resuits of which are
summarized on Page 2 of this Schedule.



Missouri-American Water Company

Brief Summary of Common Equity Cost Rate

Proxy Group of Six
AUS Utility Reports

No. Principal Methods Water Companies
1. Discounted Cash Flow Model (DCF) (1) 10.55 %
2. Risk Premium Model (RPM) (2) 10.81
3. Capital Asset Pricing Model (CAPM) (3) 10.85
4, Comparable Earnings Model (CEM) (4) 13.50
5. Indicated Common Equity Cost Rate

before Adjustment for Business Risk 11.85 %
6. Business Risk Adjustment (5) 0.05
7. Range of Indicated Common Equity

Cost Rate After Adjustment for

Business Risk 11.90 %
8. Financial / Credit Risk Adjustment (6) 0.32
9. Range of Indicated Common Equity

Cost Rate After Adjustment for

Business and Financial / Credit Risk 12.22 %
10. Recommended Common Equity Cost

Rate

Notes: (1) From page 16 of this Schedule.

@)
(3)
(4)
(5)

(6)

From page 33 of this Schedule.
From page 41 of this Schedule.

From pages 45 and 46 of this Schedule.

11.35%
_

Schedule PMA-23

Schedule PMA-1
Page 2 of 15
(UPDATED)

Proxy Group of Eight AUS
Utility Reports Gas
Distribution Companies

9.10 %
10.53
10.04

NMF

10.15 %

0.15

10.30 %

0.21

10.51 %

Business risk adjustment to reflect Missouri-American Water Company's greater business risk due to

its small size relative to the proxy groups as detailed in Ms. Ahern's direct testimony.

Financial / credit risk adjustment to reflect Missouri-American Water Company's greater financial /

credit risk relative to the proxy groups as detailed in Ms. Ahern's direct testimony.
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Mbssou-Amedcan Watat Compamy
Market Capitalization of United Water New York, Inc
lhe Proxy Group of Six AUS Utility Reports Water Companies
Natrual Gan |
1 2 3 4 5 L
Book Value per 1otal Common Market-10-Book Market
Comman Slock Shares Share at Equity at Closing Stock Ratio on Capitalization on
o] ing at D D 31, D 31, Markel Price on September 30, September 30,
Compony 31, 2009 2008 (1) 2009 Apri 5, 2010 2008 (2) 2009 (3)
{ millions ) ( millions ) ( milions }
Missou k- Amarican Water Company NA NA $ 339.373 (4) NA
Based Upon lhe Proxy Group of Six AUS Ulikity
Ruporis Wator Companiss 278.9 % (5) _$ 946.511 (6)
Based Upon the Mroxy Group ol kight AUS
Ulility Reports Gas Distribution Companies 147.8 % (7) _$ 501.593 (8)
Proxy Group of Six AUS Ulility Reporls Water
Companies
American States Water Co. NYSE 18.532 $ 19.395 $ 359.430 3 39.250 2024 % 5 727.394
Aqua America, Inc, NYSE 137.149 8.085 1,108.904 38.900 481.1 5,335.086
California Water Service Group NYSE 20,765 20,257 420,634 35.950 * 171.5 746.502
Middlesex Water Company NASDAQ 13519 10,329 139,631 17,960 173.9 242 801
SJW Corparation NYSE 18.500 13.663 252.756 29.390 21581 % 543.703
York Water Company NASDAQ 12.559 6.921 86.922 29.320 423.6 368.222
Average 36.837 3 13.108 3 394.713 $ 31.795 2789 % $ 1,327.285
— = e
Proxy Group of Eight AUS Wilily Reports Gas
Distribution G 3
AGL Resources, inc. NYSE 77.500 $ 22 968 $ 1,780.000 $ 34.240 1491 % $ 2,653,600
Atmos Energy Corp. NYSE 92.552 23.519 2,176.761 17.650 76.0 1,633,538
Delta Natural Gas Company NYSE 3.318 16.725 55,493 47.480 283.9 157.541
Laclede Group, Inc NYSE 22.168 23,323 517.030 27.610 118.4 612,082
Narthwest Natural Gas Cornpany NYSE 26.533 24,879 660.105 26.240 1055 696,227
Piedmonl Nalural Gas Co., Inc, NYSE 73.266 12.665 927.948 30.680 242,2 2,247.801
Southwest Gas Corporation NYSE 45,092 24,442 1,102,127 35.020 143.3 1,579.113
WGL Heldings, Inc. NYSE 50.143 21.891 1,097.698 14.140 64.6 709.029
Average 48.822 $ 21.302 $ 1,039.645 $ 29.133 147.8 % $ 1,286.114
] _ — - —_—
NA = Not Available
Notes: (1) Column 3/ Column 1

(2) Column4/ Column 2

(3) Column 5 * Column 3,

(4) From Missowri-American Water Co.'s 2009 Annual Report to the Missouri Pubfic Service Commission,

(S) The ket-lo-book ratio of Mi: i i Water Company on April 5, 2010 is assumed to be equal lo lhe average market-to-book ratio at April

5, 2010 of the proxy group of six AUS Utikity Reports water companies.

{8) Missouri-American Water Company's common slock, if traded, would Irade at a markel-to-baok ratio equal to the average market-lo-baok ralio at

April 5, 2010 of the proxy group of six AUS Ulility Reparts waler ies, 278.9%, and Mi G ican Water Comp: markel
on April 5, 2010 woukd therelore have been $660.080 milfion. ($946.511 = $339.373 * 278.9%). !
(7) The market-to-bock ratio of Mi: i ican Water Company on April 5, 2010 is assumed to be equal to the average market-to-book ratio at April

5, 2010 of lhe proxy group of eight AUS Utility Reporls gas distribulion companies.

{8) Missouri-American Water Company's common stock, il raded, would trade at a market-to-book ralio equal to Lhe average markel-to-book ratio at
April 5, 2010 of the proxy group of eight AUS Utility Reporls gas distribution companies, 147.8%, and Missouri-American Waler Company’s market
capitalization on April 5, 2010 would therefare have been $501.593 milkon. ($501.593 = $338.363 * 147.8%).

Source of Informalion: Edgar Online's |-Melrix dalabase
yahoo.linance.com
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Chapter 7

Firm Size and Return

The Firm Size Phenomenon

One of the most remarkable discoveries of modern finance
is that of a relationship between firm size and retum.
The relationship cuts across the entire size spectrum but
is most evident among smaller companies, which have
higher returns on average than farger ones. Many studies
have looked at the effect of firm size on return.' In this
chapter, the returns across the entire range of firm size
are examined.

Size and Liquidity

Capitalization is not necessarily the underlying cause of
the higher returns for smaller companies. While smaller
companies are usually less liquid, with fewer shares traded
on any given day, not all companies of the same size have
the same liquidity. Stocks that are more liquid have higher
valuations far the same cash flows because they have a
lower cost of capital and commensurately lower returns on
average. Stocks that are less liguid have & higher cost of
capital and higher returns on average.?

While it would be very useful to estimate the equity cost
of capital of companies that are not publicly traded, there
is-not a direct measure of liquidity for these companies
because there are no public trades. Thus, there is usu-
ally no share turnover, no bid/ask spreads, etc. in which
to measure liquidity. Even though liquidity is not directly
observable, capitalization is; thus the size premium can
serve as a partial measure of the increased cost of capital
of a less liquid stock.

Size premiums presented in this book are measured from
publicly traded companies of various sizes and therefore do
not represent the full cost of capital for non-traded com-
panies. The valuation for a non-publicly traded company
should also reflect a discount for the very fact that it is not
traded. This would be an liquidity discount and could be
applied to the valuation directly, or alternatively reflected
as an liquidity premium in the cost of capital.

Schedule PMA-23

This chapter does not tell you how to estimate this incre-
mental liquidity valuation discount {or cost of capital
liquidity premium) that is not covered by the size premium,
At the end of this chapter, we show some empirical results
on the impact of liquidity on stock returns.

Construction of the Decile Portfolios

The portfolios used in this chapter are those created by
the Center for Research in Security Prices (CRSP) at the
University of Chicago’s Graduate School of Business.
CRSP has refined the methodology of creating size-based
portfolios and has applied this methodology to the entire
universe of NYSE/AMEX/NASDAQ-listed securities going
back to 1926.

The New York Stock Exchange universe excludes closed-
end mutwal funds, preferred stocks, real estate investment
trusts, foreign stacks, American Depository Receipts, unit
investment trusts, and Americus Trusts. All companies on
the NYSE are ranked by the combined market capitafiza-
tion of their eligible equity securities. The companies are
then split into 10 equally populated groups, or deciles.
Eligible companies traded an the NYSE, NYSE AMEX,
and the Nasdaq National Market (NASDAQ) are then
assigned to the appropriate deciles according to their
capitalization in relation to the NYSE breakpoints. The
portfolios are rebalanced, using clasing prices for the last
trading day of March, June, September, and December.
Securities added during the quarter are assigned to the
appropriate portfolio when two cansecutive month-end
prices are available. If the final NYSE price of a secu-
rity that becomes delisted is a month-end price, then
that month's return is included in the quarterly retum of
the security's portfolio. When a month-end NYSE price is
missing, the month-end value of the security is derived
from merger terms, quotations on regional exchanges, and
other sources. If a month-end value still is not determined,
the last available daily price is used.

Base security retuns are monthly holding period returns.
All distributions are added to the month-end prices, and
appropriate price adjustments are made to account for
stock splits and dividends. The return on a portfolio for one
month is calculated as the weighted average of the returns
for its individual stocks. Annual portfolio retums are calcu-
lated by compounding the manthly portfalio returns.
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Table 7-1: Size-Decile Port{olios of the NYSE/AMEX/NASDAQ
Number of Companies, Histarical and Recent Market Capitalization

Hishosical Average Recent Declly fiocant
Patcaniagn Recen Mkt Percentags
of Total Mumbar of Capitafization of Tota!
Desla [ Compaies {4 Thousands)
1 632B% 168 $8,087,379,357 53,10%
178 1,681,320,126 13.29
174 B02,987,270 .35
| 185 566,025,344 4.48
5 3.2 215 435,313,426 344
B 238 241 319,576 916 2.53
A 1.76 . 305 281,885,344 2.23
8 1.3 . 197,085,621 156
g wo 580 18722563 141
10-Smallest 0.83 1,361 118,046,268 0,83
Mid-Cap 35 v 574 1,604,336,040 14.27
lowCaps8 B SRR 158863
Micra-Cap 9-10 1.86 1,921 296,768,831 235

Datz lrom 1926-2003. Source: Morningstar and GASP. Calculaled (or Derived) based on data from CRSP US Stock Database and
CASP US Indices Dalabasa ©2010 Conter for Ressarch in Security Prices {CRSP®), The University of Chicago Booth Schoo! of
Businass, Used with permission,

Historical average percentape of lotzl capitslization shows Lhe average, over Lhe last 84 yrars, of the decile markel
values es a percentage of the tota) NYSE/AMEX/NASDAQ calculated each month. Number of companies in decifes,
recent marke! capitalization of deciles and recent of lotal capitalization ara as of 31, 2009,

Table 7-2: Size-Decile Pontfolins of the NYSE/AMEX/NASDAQ,
Largest Company and )ts Market Capitalization by Decile

Recent Markat
Capitalizalion
{in Thousands) . Company Name
29,125,255 Exxon Mobil Corp.
14,691,668 SyscoCorp. -

330,147

5,936,147 American International Group In
3414,63¢

Resmed Inc

L,

2,384,026 Mirant Corp. e
_dgopes Cypress Semiconductor Corp,
1083308 Enersys =
684,790 Live Nation Inc.
431,256 American Reprographics Co.

10-Smallest Quicksilver Gas Services LP

214111

Source: Mormingstar and CRSP, Calcufaled for Derived) based on dala {ram CRSP US Stock Databmse and CRSP US Indices Database
©2010 Center for Research in Security Prices [CRSP®), The Unlverslty of Chicago Booth School of Business. Used with permission.
Market capitalizatlon and name of largest company in each decile as of September 30, 2009,
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Size of the Deciles

Table 7-1 reveals that the top three deciles of the NYSE/
AMEX/NASDAQ account for most of the total market value
of its stocks. Nearly two-thirds of the market value'is rep-
resented by the first decile, which currently consists of 168
stocks, while the smallest decile accounts for just over one
percent of the market value. The data in the secend column
of Table 7-1 are averages across all B4 years. Of course,
the proportion of market value represented by the various
deciles varies from year to year.

Columns three and four give recent figures on the
number of companies and their market capitalization,
presenting a snapshot of the structure of the deciles as of
December 31, 2009.

Table 7-2 gives the current breakpoints that define the
composition of the NYSE/AMEX/NASDAQ size deciles.
The largest company and its market capitalization are
presented for each decile. Table 7-3 shows the historical
breakpoints for each of the three size groupings presented
throughout this chapter. Mid-cap stocks are defined here
as the aggregate of deciles 3-5. Based on the most recent
data (Table 7-2), companies within this mid-cap range
have market capitalization$ at or below $5,936,147,000
but greater than $1,600,168,000. Low-cap stocks include
deciles 6-8 and currently include all companies in the
NYSE/AMEX/NASDAQ with market capitalizations at or
below $1,600,169,000 but greater than $431,256,000.
Micro-cap stocks include deciles 3-10 and include compa-
nies with market capitalizations at or below $431,256,000.
The market capitalization of the smallest company included
in the micro-capitalization group is currently $1,008,616.

Presentation of the Decile Data

Summary statistics of annual retums of the 10 deciles
over 1926-2009 are presented in Table 7-4. Note from
this exhibit that both the average retum and the total risk,
or standard deviation of annual returns, tend to increase
as one moves from the largest decile to the smallest.
Furthermore, the serial correlations of returns are near
zero for all but the smallest deciles. Serial correlations
and their significance will be discussed in detail later in
this chapter.
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Table 7-3: Size-Decile Portfolios of the NYSE/AMEX/NASDAQ:

Largest and Smallest Company by Size Group {Continued)

19261865

Copitalization of Largest Eompany {in Thoutands) Copitalization ol Smalest MEM

Mid-Cap Low-Cap Micro-Cap Mid-Cap LowCap Micro-Cap
Date 35 H...,. 8-10 35 B-8 3-10
1926 §60,103 §13,785 $4.213 $13,800 4,263 §43
977 64,870 14,481 4415 14,522 4,450 B5
1928 0910 16,761 5,074 18,768 5119 135
1979 103,084 24328 5,662 24,480 5873 118
1930 66,750 12,818 3359 13,050 3,360 30
1931 42,607 8,142 1,827 8,222 1.944 1
1832 12,212 2,208 468 2223 458 19
1933 40,298 7210 1,830 7,280 1,875 120
1934 38,09 6,638 l.§13 6,669 1,691 69
1935 1531 6,549 1,350 6,605 1,383 8
1936 46,953 11,508 2,751 11,576 2,800 a8
1837 51,750 13,635 3,538 13,793 3,563 68
1938 36,019 8,372 2,195 8,400 2,200 60
1939 35,409 7.478 1819 7.500 1,854 75
1940 28803 7,990 1,881 8,007 1872 51
184 0,362 8316 086 8,336 2,087 7
1947 78,037 6,868 i 6870 1,779 B2
194 42,771 11,403 847 11415 3,903 385
1944 46,221 13,086 4,812 13,068 4,820 308
1945 55,125 17.325 6,413 17,575 BA78 225
1846 77,784 24,192 10,149 24,199 10,168 828
1841 57,830 17,718 5,373 7,135 5,380 508
1948 67,238 18,622 7.328 19,651 7.318 683
1949 56,082 14,548 5,087 1487 5,100 3m
1850 66,143 18,675 6,225 18,700 5,243 303
1851 82,517 22.750 7.598 22,860 7,600 560
1852 95,836 75,405 8,428 o 26,452 8,480 480
1953 4,218 25.340 8,156 25374 8,160 459
1054 125,834 29,707 8,488 20,791 8,502 163
1855 170,628 41,445 12,366 41,681 12,444 553
1956 18,782 46,005 13,524 16,886 13,623 1,192
1957 194,300 47658 13,84 48,508 13,848 975
1958 186,536 46,774 13,789 46,871 13,816 550
1958 256,283 64,110 19,518 54,221 19,701 1,804
1950 252,292 51,485 16,293 51,528 18,344 83l
1961 296,261 77,983 23,562 77,896 73,613 2,455
1882 250,786 8,785 18,952 58,866 16,968 1,018
1963 308,803 71,848 23,921 71.971 24,055 286
1964 349,675 78,508 25,595 78,937 25,607 w )
1955 366,675 84,600 78,463 85,065 28,543 750
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Table 7-3 (Continued)
Size-Decile Portfolios of the NYSE/AMEX/NASDAQ:
Largest and Smallest Company by Size Group {Continued)

19662009
itefiation of Lny fin Thousands) talisation of Smallest in Thowsands)

Mid-Cap Low-Cap Micro-Cap Mid-Cap Low-Cop Micro-Cap
Date 35 68 8-10 3-5 o8 9-10
1966 403,137 59,950 34,084 100,107 34,965 387
1957 459,438 116,988 42,188 119,635 42.237 361
1968 531,306 150,883 60,543 151,260 60,719 592
1989 $18,485 146,792 54,353 147,311 54,503 2,118
1970 . 382,884 94,754 29918 94,845 .89z 822
1971 551,690 147426 45,570 147810 . . 45571 855
1972 557,181 143,635 46,728 144,263 46,757 1,031
1973 : 431,354 95,699 29,352 96,710 29430 561
1974 356,878 79,878 23,355 50,280 23,400 add
1975 477,054 102,313 30,353 103,263 30394 540
1976 566,285 121,717 34,864 121,932 34901 584
a7 584,577 139,186 40,700 139620 40,765 513
1978 580,881 164,083 47,821 164,455 48,038 30
1978 665,019 171.378 51,197 177,769 61214 a8
1980 762,185 189312 50.4% 199315 50,544 549
1881 852,337 264,680 72,100 264,63 72,450 1448
1982 710517 210,301 55,336 210,630. 55,423 1,060
1983 1,209.91 353,889 104,382 356,238 104,508 2025
1984 1,075,438 315,965 91,004 316103 81,195, 209
1985 1.440,438 370,224 94,875 3Nz 94,887 760
1988 1.857,621 419015 110617 449,482 110,853 708
1987 2,059,143 458,948 113418 470862 113,430 1,277
1988 1,857,926 121,390 94,449 421,575 94,573 698
1988 2,145,847 480,975 100,285 483,623 100,384 95
1830 2171217 474,085 93,750 . A74.477 93,790 3
1891 2,129,883 457,558 87,585 458,853 87,733 278
1892 242867 500,327 103,352 500,345 103,500 510°
1883 2,705,192 603,588 137,105 607,449 137187 607
1894 2,470,204 596,059 148104 597,975 - 18216 598
1838 2,760,938 647,210 155,388 o 647,253 155,532 89
195 3,142,657 751318 . . 183001 751,680 193006 1043
1987 3,484,440 813,323 228,900 814,355 229,058 585
1838 4,216,707 925,588 252,553 926,215 253,031 1671
1893 4,251,741 875,308 220,397 875,582 220,456 1,502
2000 4,143,902 840,000 192,083 840,730 182438 1,393
2001 5,156,315 1,108,224 265,734 1,108,859 265,735 . 443
2002 1830326 1,116525 308,980 1124331 308,245 501
008 4,744,580 1,163,368 328060 1,163,423 3520 332
2004 6,241,853 1,607,854 505,437 1,807,831 508,410 1393
2005 7,187,244 1,726,688 586,393 1,729,384 587,243 1,078
006, 7,777,183 1.946.588 626,355 1,847,240 627,017 2,247
2007 9,206,713 241,794 723258 2,413,563 725,267 1922
2008 7360271 1,848,951 453,259 1,849,850 453398 1575
2003 5,836,147 1,600,169 431,256 1,602,428 432,175 1,007
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Graph 7-1: Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Wealth Indices of Investments in Mid-, Low-, Micro-, and Tatal Capitalization Stocks

Index (Year-End 1925 = $1.00)-

$100,0000

Micro-Cap ($14,340.99 YEos)
tontopiesasevem

Mid-Cap (5578107 YES)

§0,0000

“Totof Capialhaton (52,1757 YEDs) -

1925 35 45 55
Year-end
Data from 1925-2009.

2008

Graph 7-1 depicts the growth of one dollar invested in
each of three NYSE/AMEX/NASDAQ groups broken dawn
into mid-cap, low-cap, and micro-cap stocks. The index
value of the entire NYSE/AMEX/NASDAQ is alse included.
All returns presented are value-weighted hased on the
market capitalizations of the deciles contained in each
subgroup. The sheer magnitude of the size effect in some
years is noteworthy. While the largest stocks actually
declined 9 percent in 1977, the smallest stacks rose more

Schedule PMA-23

than 20 percent. A more extreme case occurred in the
depression-recovery year of 1933, when the difference
between the first and tenth decile returns was far more
substantial, with the largest stocks rising 46 percent, and
the smallest stocks rising 218 percent. This divergence in
the performance of small and large company stocks is a
COMMON oceurrence.

Table 7-4; Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Summary Siatistics of Annual Retums

Geometric  Aritmelic  Stendard  Serial
Mean Deviatian |
ol g 184
128

Low Cap
Micro
NYSE/AMEXS
NASDAQ Total Value

Weighted index

Dala Irom 19262002, Source: Morningstar and CASP. Calculated {ar Derived) based
on data from CRSP US Stock Databasa and CRSP US Indices Databsse ©2010 Cenler
for Research in Security Pricas {CASP®), The Univarsity of Chicago Booth School of
Business. Used with pesmission.

Resulls are for quanery ra-ranking for the decifes. The small company stock
summary slatistics presanted in earllar chaplers comprisa a re-ranking of the
pon(olios every five yaers prior 10 1882,

Aspects of the Firm Size Effect

The firm size phenomenon is remarkable in several ways.
First, the greater risk of small stocks dogs not, in the con-
text of the capital asset pricing model (CAPM], fully account
for their higher returns over the long term. in the CAPM only
systematic, or beta risk, is rewarded; small company stocks
have had returns in excess of those implied by their betas.

Second, the calendar annual return differences between
small and large companies -are serially correlated, This
suggests that past annual returns may be of some value
in predicting future annual returns. Such serial correlation,
or autocorrelation, is practically unknown in the market for
|arge stocks and in most other equity markets but is evident
in the size premia.

2010 Ihb © SBBI® Valuation Yearbook
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Table 7-5: Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Long-Term Retums in Excess of CAPM

Actuel CAPM She
Arith-  Relum Retum Premium
melic  inExcess  inEkcess  (Relumin
Mean  ofRlskiess  of Riskless Excess of

Relum  Rate** Rate! CAPM)
Decile Bata® (%) %) (3] %
1-Larest 081 080 67z 603 03]
z TTTTH03 . vzml 784 B8O 074
3 110133 838 733 DAS

112 1382 .65 1.50 1,15

116 1458 941 172 1.69

124 1518 10.01 8.28 1.73

4

5 "

i} 118 1481 9.63 7.80 1.73
7

8

130 1633 11456 867 248

9 135 170 11.84 8.99 2.85

10-8mallest 141 2085 15.68 9.38 6.28

Mid-Cap, 35 112 130 BEY 745 1.08

Low-Cap, B-8 123 1530 10.03 B.18 185

Mito.Cap, 810 136 1823 13D§ 807 889

Dala (rom 1926-2009,

*Batas are eslimaled fiom monthly retums in excess of he 30-day U.S. Treasusy blll
total relutn, January 1326-December 2009,

“*Historleal riskiess rala maasured by the B4-year arilthmetic mean income relum
componant of 20-year government bonds {5.18).

1Galculated in the context of the CAPM by multiplylng the equity risk premlum by
beta. The equity risk premlum is estimated by the erithmetic mean total return of
\he S&P 500 {11.85 percent) minus (he arlthmetic mean income retum component
of 20-year government bonds {5.18 percent) from 19262009,

Graph 7-2: Security Market Line Versus Size-Decile Partfolios of the
NYSE/AMEX/NASDAQ

25 Arithmetic Mean Return [%)

S0

20

S&PS00

Beta 000 025 050 O75 100 125 160175

Data from 1928-2009.

Source: Morningstar and CASP. Calculated {or Derived) based on dala from CASP
U8 Slock Database and CRSP US Indices Database @2010 Center for Research
in Security Prices [CASP®), Tha University of Chicapo Booth Schaol of Business,
Used with permission.
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Third, the firm size effect is seasonal. For example, small
company stocks outperformed large company stocks in the
month of January in a large majority of the years. Such
predictability is surprising and suspicious in light of modern
capital market theory. These three aspects of the firm size
effect—long-term retums in excess of systematic risk,
serial correlation, and seasonality—will be analyzed
thoroughly in the following sections.

Long-Term Returns in Excess of Systematic Risk

The capital asset pricing model (CAPM) does not fully
account for the higher retums of small company stocks.
Table 7-5 shows the returns in excess of systematic risk
over the past 84 years for each decile of the NYSE/AMEX/
NASDAQ. Recall that the CAPM is expressed as follows:

kg =ry+(B 5 XERP)

Table 7-5 uses the CAPM to estimate the return in excess
of the riskless rate and compares this estimate to historical
performance. According to the CAPM,"the expected return
on a security should consist of the riskless rate plus an
additional return to compensate for the systematic risk
of the security. The retum in excess of the riskless rate is
estimated in the context of the CAPM by multiplying the
equity risk premium by @ {beta). The equity risk premium
is the return that compensates investors for taking on risk
equal o the risk of the market as a whole {systematic risk).*
Beta measures the extent to which a security or portfolio
is exposed to systematic risk.! The beta of each decile indi-
cates the degree to which the decile’s return moves with
that of the overall market.

A beta greater than one indicates that the security or port-
folio has greater systematic risk than the market; according
to the CAPM equation, investors are compensated for
taking on this additional risk. Yet, Table 7-5 illustrates
that the smaller deciles have had returns that are not fully
explained by their higher betas. This return in excess of
that predicted by CAPM increases as one moves from the
largest companies in decile 1 to the smallest in decile 10.
The excess return is especially pronounced for micro-cap
stocks (deciles 9-10). This size-related phenomenen has
prompted a revision to the CAPM, which includes a size
premium. Chapter 4 presents this modified CAPM theary
and its application in more detail.
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Table 7-6; Siza-Detile Partfolios of the NYSE/AMEX/NASDAQ
10th Decile Sub-Portfolios

Market
Recent Capitalization
Number of of Largest Company
Declle i [in Thousands) Compary Name
10a 395 2111 (ufeksilver Gas Services LP
10w 163 Lnaam Quicksilver Gas Services LP
0k 232, " 169,497 Landry's Aostaurants, Inc.
10b 1,382 123516 Lee Enterprises
) 302 123516 Lee Enlerprises
Coz 1,080

Note; These numbars may not aggregale 1o equal detlle 10 figures.

76,052 Faderal Agricultural Mortgage Corporation A

Sourca: Morningstar and CRSF: Calculated {or Derived] based on data irom CASP US Stock Database and CRSP US Indices Database
©2010 Cenler for Rasearch in Security Prices [CASP®), The University of Chicago Boolh Schaol of Business. Used wilh permission,

Market capitatlzation and name of largest comyany In each decile as of September 30, 2003

This phenomenan can also be viewed graphically, as
depicted in Graph 7-2. The security market fine is based on
the pure CAPM without adjustment for the size premium.
Based on the risk (or beta) of a security, the expected
return lies on the security market line. However, the actual
historic returns for the smaller deciles of the NYSE/AMEX/
NASDAQ lie above the line, indicating that these deciles
have had returns in excess of that which is apprapriate for
their systematic risk.

Further Analysis of the 10th Decile

_The size premia presented thus far do a great deal to
explain the return due solely to size in publicly traded com-
panies. However, by splitting the 10th decile into further
size graupings we can get a closer fook at the smallest
companies. This magnification of the smallest companies
will demonstrate whether the company size to size premia
relationship continues to hold true.

|bbotson first split the 10th decile into 10a and 10k in the
2001 Ibbotson SBBI Valuation Yearbook. With the 2010
|bbotson SBBI Valuation Yearbook, we introduce an even
closer laok at the smallest companies by splitting 10a into
10w and 10x, and splitting 10b into 10y and 10z.

As previously discussed, the method for determining
the size groupings for size premia analysis was to take
the stacks traded on the NYSE and break them up into
10 deciles, after which stocks traded on the NYSE AMEX
and NASDAQ were allocated into the same size groupings.
This same methodology was used to split the 10th decile
into four parts: 10w, 10x {sub-portfolios of 10a), and 10y,
and 10z [sub-portfolios of 10b). Splitting the 10th decile
into 10a and 10b is equivalent to breaking the stocks
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down into 20 size groupings, with portfolios 19 and 20
representing 10 and 10b. Further splitting 10a into 10w
and 10 and 10b into 10y and 10z is equivalent to breaking
the stocks down into 40 size groupings, with portfolios 37
and 38 representing 10w and 10x, and portfolios 39 and 40
representing 10y and 10z.

Table 7-7 shows that the pattern continues; as companies
get smaller their size premium increases. There is a notice-
able increase in size premium from 10a to 10b, and the
portfolio made up of the smallest companies, 10z, has the
largest size pramium, which is demonstrated visually in
Graph 7-3. This can be useful information in valuing compa-
nies that are extremely small. Table 7-6 presents the size,
composition, and breakpoints of each size category. First,
the recent number of companies and total decile market
capitalization are presented for each of the portfolios. Then
the market capitalization and name of the largest company
is presented. Breaking the smallest decile down lowers the
significance of the results compared to results for the 10th
decile taken as a whols, however. There are always going
to be more companies included in the Micra-cap than in the
10th decile, and more companies in the 10th decile than in
the 10b category. The more stocks included in a sample,
the mare significance can be placed on the results. The
10th decile gets as small as 49 companies back in March
of 1926, This is still significant.

While this is not as much of a factor with the recent years
of data, these size premia are constructed with data back
to 1926, By breaking the 10th decile down into smaller
components we have cut the number of stocks included
in each group-ing. The change over time of the number
of stocks included in the 10th decile for the NYSE/AMEX/
NASDAQ is presented in Table 78, With fewer stocks
included in the analysis early on, there is a strong pos-
sibility that just a few stocks can dominate the returns
for those early years. While the number of companies
included in the 10th decile for the early years of our
analysis is low, it is not too low to demonstrate that the
company size to size premia relationship continues to hold
true, even when broken down into subdivisions 1Ta, 10w,
10x, 10b, 10y, and 10z.

ANl things considered, size premia developed for these
portfolios are significant and can be used in cost of
capital analysis. These size premia should greatly enhance
the development of cost of capital analysis for very
small companies.
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Overlapping Size Categories

A comman question among valuation practioners is
about how fo use the various size premium metrics that
Momingstar provides when size-based category break-
points overlap. This issue is magnified now that we have
published even mare granulatiry for the 10th decile.

There are going to be cases when the estimated equity
value for a subject could categorize it in a number of size
premium buckets. This range of postential size premium
choices would have a tremendous effect on the firm’s
enterprise value. There are two decision paths when mak-
ing this choice. The improper path is to choose the size
premium that achieves the self-serving goal of infiuencing
the enterprise value in the direction most desired. In many
cases this leads to choosing the highest size premium
number {12.06% in Table 7-7), because this will lead to
the lowest enterprise value for tax purposes, marital dis-
solution, acquisition valuation, etc. The proper path is to
choose the size premium that is most statistically relevant
for your application.

Choosing the Right Size Premium

There are two primary factors in determining which size
premium to use. First, identify how close to a size category
boundary your subject company falls. Second, determine
how confident you are in your estimate of equity value.

Let's say you have an example where the estimated
equity value is close to the top breakpaint of the 10b cat-
egory, toward the middle of the 10th decile, and foward
the bottom of the Micro-cap. In this case, the statistically
conservative choice is the 10th decile, We need to balance
the confidence that our subject firm actually falls within
a particular size category with the need to tailor that size
grouping as tight as possible to make the peers relevant
to our analysis. The Micro-cap category is too broad for
this case, since the subject firm falls in the lower range
of the category, and 10b is too narrow since our subject
company wauld barely squesze in under the top breakpoint
before sliding into 10a. We can say with confidence that
the 10th decile puts our company among the most peers
of similar size.
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Since estimating equity value for the purpose of size K
premium categorization is a circular challenge, it makes =
sense to use as many quality metrics that are available to
parform this estimate. In doing so, you may find that the
equity estimates cross a number of size premium catego-
ries. In this case, it is advisable to sacrifice granularity for
statistical confidence. For example, if you have three equity
estimates indicating that your firm would fall in the middle
of 10x, bottom of 10x, and middle of 10y categories, the
overall 10th decile size premium would be the best cat-
egory to capture the size of similar peer companies while
acknowledging that the imperfectings and circular nature
of the size bucketing process.

Table 7-7; Long-Term Returns in Excess of CAPM Estimation for Decile
Portfolios of the NYSE/AMEX/NASDAQ, with 10th Decile Split

Realized Estimated  Sita
Artih-- Relum Ralurn Pramium
metic  inExcess  InExcess  (Aetlumin
Mean  ofRlskless  of Riskless Fxcassof
Aslurn  Rale®* Rate’ CAPM}
Beta® (%) (%) (%) [t —
6.09 -0.37
GO
7.33 085

4 7.50

-

B

7

g ;] 00,

10a 142 1810
10w 133 1833
10x 145  19.78

10b 138 24.39

iy 140 2358
10z 135 2623

Mid-Cap, 35 112 13N

Low-Cap, 6-8 1.23 15.20

Micro-Cap, 910 1.36 18.23

Data from 1925-2009. Sowce: Moiningstar and CRSP. Calkoulated (o Derived) based
on data from CASP US Siock Database and CASP US Indices Database ©2010 Cenler
for Research fn Security Prices [CASP®), The University of Chicago Booth School of
Business, Used with permlssion.

*Belas ere eslimated from monthly pertfolio tolal returns in excess of tha 30-day
.S, Treasury bill total retum versus the S&P 500 otal retums in excess of tha
30-day U.S. Treasury bill, Janwary 1926-December 2009

“*Historical riskless rate Is measured by the B4-year arithmetic mean income refurn
camponent of 20-year governmenl bonds 15,18 percent),

1Calculated In the comext of the CAPM by multiplying the equity risk premium by
beta, The enquity risk premlum is estimatad by the arithmetic mean total retuin of
the S&P 500 {11.85 percent| minus the arithmetic mean income feturn component
of 20-year government bonds {5.18 percant) lrom 1926-2009,
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Graph 7-3: Security Market Line versus Size-Decile Portfofios of the
NYSE/AMEX/NASDAQ, with 10th Decile Split

30 Arithmetic Mean Raturn (%)

75 % 10D

5 Tiskiass Raiz

Beta 000 025 050 075 100 125 150175

Data from 1826-2009.
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Changing the Market Benchmark

In the original size premia study, the S&P 500 is used as
the market benchmark in the calculation of the realized
historical equity risk premium and of each size group's
beta. The NYSE total value-weighted index is a common
altemative market benchmark used to calculate beta. Table -
7-9 uses this market benchmark in the calculation of beta.
In order ta isolate the size effect, we require an equity risk
premium based on a large campany stock benchmark. The
NYSE deciles 1-2 large company index offers a mutually
exclusive set of portfolios for the analysis of the smaller
company groups; mid-cap deciles 3-5, low-cap deciles
68, and micro-cap deciles 9-10. The size premia analyses
using these benchmarks are summarized in Table 7-9 and
depicted graphically in Graph 7-4.

Table 7-8: Long-Term Returns in Excess of CAPM Estimation for Decile
Portfollos of the NYSE/AMEX/NASDAQ, with NYSE Market Benchmarks

Tah!a 7-8; Historical Number of Companies for NYSE/AMEX/NASDAQ
Detile 10

Sep
1915..»....»..; maianianian

Source: Momingstar and CASP. Calculaled (or Derived) based on data fram CRSP
US Stock Database and CASP US Indices Database ©2010 Centar for Research
in Security Prices (CASP®), The University of Chicago Booth Schuol of Business.
Usad with permission,

*The fewest number of companies was 48 in March, 1926

Alternative Methods of Calculating the Size Premia
The size premia estimation method presented abave makes
several assumptions with respect to the market bench-
mark and the measurement of beta. The impact of these
assumptions can hest be examined by looking at some
alternatives. In this section we will examine the impact on
the size premia of using a different market benchmark for
estimating the equity risk premia and beta. We will also
examine the effect on the size premia study of using sum
beta or an annual beta.®

Realized  Estimated Site
Adth-  Felum Relun Premium
melic inExcess  IlnExcess  [Aetumin
Mean  of Riskiess  of Riskless Excess of
Retum  Rate®* Rate' CAPM)
Beta® (%) %) [ I

288

_ 844 339
i . 878688
MidCap.36 1.9 706 148
LowCap.68 130 A
Micro-Cap, 810 1.43 85045

Dala from 1926-2009. Sowrce: Momingstar and CRSP, Calculated {or Derived) based
an data from CRSP US Stock Database and CASP US Indicas Database ©2010 Center
far Resesrch in Security Prices (CASP®), The University of Chicaga Baoth Scheal of
Business. Used with permlssion

*Betas are aslimated fram monthly portfolio total returas in excess of the 30-day
U.S. Treasury bill total retum versus Ihe CRSP Deciles 1-2 total returns in excess of
the 30-day U.S. Treasury bill, January 1926-December 2009.

**Historical riskless rale is measured by the B4-year arilhmelic mean income ratum
component of 20-year gavernmant bonds (5,18 percent).

Calculated in the context of the CAPM by mulriplying the equity risk premium by
beta, The equity risk pramium 15 estimated by the arithmellc mean total retum of
the CRSP Deciles 1-2 {11.10 percenl) minus the arithimetlz mean income relurn com-
ponent of 20-year governmant bonds (5,18 percent) from 1826-2009,
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Graph 7-4: Security Market Line versus Size-Decile Portfolios of the
NYSE/AMEX/NASDAQ, with NYSE Market Benchmarks

25 Arithmetic Mean Retum (%)

10
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NYSE1-2
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5 Riskless Rato

Beta 000 025 050 075 100 125 150175

Dala [rom 1926-Z009.

For the entire period analyzed, 19262009, the betas
obtained using the NYSE total value-weighted index are
higher than those obtained using the S&P 500. Since
smaller companies had higher betas using the NYSE bench-
mark, one would expect the size premia to shrink. However,
as was illustrated in Chapter 5, the equity risk premium
calculated using the NYSE deciles 1-2 benchmark results
in a value of 5.93, as opposed to 6.67 when using the S&P
500, The effect of the highar betas and lower equity risk
premium cancel each other out, and the resulting size
premia in Table 7- are slightly higher than those resulting
from the original study.

Measuring Beta with Sum Beta

The sum beta method attempts to provide a better measure
of beta for small stocks by taking into account their lagged
price reaction to movements in the market. [See Chapter
B.] Table 7-10 shows that using this method of beta esti-
mation results in larger betas for the smaller size deciles
of the NYSE/AMEX/NASDAQ while those of the larger
size deciles remain relatively stable. From these results,
it appears that the sum beta method corrects for possible
errors that are made when estimating small company betas
without adjusting for the lagged price reaction of small
stocks. However, the sum beta, when applied to the CAPM,
still does not account for all of the returns in excess of the
riskless rate historically found for small stocks. Table 7-10
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demonstrates that a size premium is still necessary to esti-
mate the expected returns using sum beta in conjunction
with the CAPM, though the premium is smaller than that
needed when using the typical cafculation of beta.

Graph 7-5 compares the 10 deciles of the NYSE/AMEX/
NASDAQ to the security market line. There are two sets
of decile portfolios—one set is plotted using the single
variable regression method of calculating beta, as in Graph
7-2, and the second set uses the sum beta method. The
portfolios plotted using sum beta more closely resemble
the security market line. Again, this demanstrates that the
sum beta method results in the desired effect: a higher
estimate of returns for small companies. Yet the smaller
portfolios still lie above the security market line, indicating
that an additional premium may be required.

Table 7-10; Long-Term Retums in Excess of CAPM Estimation for Decile
Portiofios of the NYSE/AMEX/NASDAU, with Sum Beta

Fealized Estimated  Size
Adth-  Rewm Retum Premium
metic  inExcess  [nExcess  (Aetomnin
Mean ol Riskless  of Riskless Excessof
Retum  Rale™* Rate’ CAPM)

B (M (%) L
T-Largest 081 080 B2 6oa 038
7 106 281 . j&e 704 059
i Ti87EE B8 755 084
4 120 148 B85 60D 085

5 124 1459 941 825 117
B 130 1481 953 BE6
7 138 1508 1001 471
8.
9

L I

156 1701 1184 108

10-Smaliest 11 2085 1588 1140
MidCop, 35 117 1371 BS54 ' 781
LowCop, 66 136 1520 1003 - 910

Micio-Cap, 810 1.60 1823 1308 1067

Data from 1926-2008, Source: Morningstas and CASP. Calculaled {or Derived) based
on data from CASP US Stock Database and CRSP US Indices Dalahase ©2010 Center
for Research In Security Prices (CRSP®), Tha Univarsity of Chicago Booth School of
Buslness, Used wilh permisslon.

*Belas are estimated {rom monthly portfulio tolal retums in excess of the 30-day
U.S. Treasury bifl total retum versus the S&P 500 total rstums in axcess of the
30-day U.S. Treasury bill, January 1926-December 2009,

*“Historical riskless rate is measured by the B4-year arithmatic mean income retum
companent of 20-year govermment bonds (5,18 percentl.

tCalculated In the context of tha CAPM by multiplying the eqully risk premlum by
bieta, Tha equity risk premium is estimaled by tha arithmalic mean tolal return of
e SEP 500 {11.65 percent} minus Lhe arithmetic mean Incoms return component
of 20-year govemment bonds {5.18 percent} rom 1926-2009,
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Proxy Group of Six AUS Utility
Reports Water Companies

American States Water Co.
Agqua America, Inc.
California Water Service Group

Middlesex Water Company
SJW Corporation
York Water Company
Average
Median

Proxy Group of Eight AUS Utility
Reports Gas Distribution
Companies

AGL Resources, Inc.

Atmos Energy Corp.

Delta Natural Gas Company
Laclede Group, Inc.

Northwest Natural Gas Company
Piedmont Natural Gas Co., Inc.
Southwest Gas Corporation
WGL Holdings, Inc.

Average

Median

Schedule PMA-23

Schedule PMA-7

(UPDATED)
Missouri-American Water Company
Indicated Common Equity Cost Rate Through Use of the
Single Stage Discounted Cash Flow Model for
the Proxy Group of Six AUS Utility Reports Water Companies
and the Proxy Group of Eight AUS Utility Reports Natrual Gas Distribution Companies
1 2 3 4 5
Dividend Indicated
Average Growth Adjusted Common
Dividend Component Dividend Growth Equity Cost
Yield (1) (2) Yield (3) Rate (4) Rate (5)
3.01 % 0.10 % 311 % 6.75 % 9.86 %
3.31 0.15 3.46 9.30 12.76
3.15 0.11 3.26 7.25 10.51
4,16 0.19 4.35 9.00 13.35
2.73 NA 2.73 NA 2.73
3.71 0.13 3.84 6.75 10.59
3.35 % 0.14 % 346 % 781 % 9.97 %
323 % 0.13 % 3.36 % 725 % 10.55 %
460 % 0.10 % 470 % 455 % 925 %
4.68 0.12 4.80 5.00 9.80
4.43 0.07 4.50 3.00 7.50
4.71 0.06 4.77 2.50 7.27
3.61 0.09 3.70 5.25 8.95
4.08 0.1 4.19 5.50 9.69
3.21 0.1 3.32 6.75 10.07
4.33 0.03 4.36 1.55 5.91
421 % 0.09 % 4.29 % 4.26 % 8.56 %
4.38 % 0.10 % 4.43 % 478 % 9.10 %

Notes:

(1) From page 17 of this Schedule.

(2) This reflects a growth rate component equal to one-half the conclusion of growth rate
(from page 18 of this Schedule) x Column 1 to reflect the periodic payment of dividends
(Gordon Model) as opposed to the continuous payment. Thus, for American States Water

Co.,3.01% x (1/2x6.75% ) = 0.10%.

(3) Column 1 + Column 2.
(4) From page 18 of this Schedule.
(5) Column 3 + Column 4.
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(UPDATED)
Missouri-American Water Company
Derivation of Dividend Yield for Use in the
Discounted Cash Flow Mode!
Dividend Yield
Average
of Average
Spot Last 3 Dividend
(4/5/2010) Months (2) Yield (3)
Proxy Group of Six AUS Utility Reports
Companies
American States Water Co. 2.89 % 312 % 3.01 %
Aqua America, Inc. 3.23 3.40 3.31
California Water Service Group 3.06 3.24 3.15
Middlesex Water Company 4.08 4.25 4.16
SJW Corporation 2.59 2.88 273
York Water Company 3.62 3.79 3.71
Average 3.25 % 3.44 % 3.35%
Median 3.15 % 3.32 % 3.23 %
Proxy Group of Eight AUS Utility Reports
Companies
AGL Resources Inc. 4.48 % 472 % 4.60 %
Atmos Energy Corporation 4.56 4.81 4.68
Delta Natural Gas Company 4.43 442 443
Laclede Group, Inc. 4.61 4.80 4.71
Northwest Natural Gas Co. 3.50 3.72 3.61
Piedmont Natural Gas Co., Inc. 4.06 4.10 4.08
Southwest Gas Corporation 3.10 3.32 3.21
WGL Holdings, Inc. 4.20 4.46 4.33
Average 412 % 4.29 % 4.21 %
Median 4.32 % 4.44 % 4.38 %

Notes: (1) The spot dividend yield is the current annualized dividend per share divided by
thespot market price on 4/5/10.
(2) The average 3-month dividend yield was computed by relating the indicated
annualized dividend rate and market price on the last trading day of each of the
three months ended 3/31/10.
(3) Equal weight has been given to the 3-month average and spot dividend yield.

Source of Information: yahoo finance.com
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Page 1 of 15
(UPDATED)
Missouri-American Water Company
Historical and Projected Growth
1 2 3
Value Line
Projected 2006- Reuters Mean Consensus Average Projected
'08 to 2012-14 Projected Five Year EPS Five Year Growth
Growth Rate (1) Growth Rate Rate in EPS (2)
No. of
EPS EPS Est.
Proxy Group of Six AUS Utility Reports
Water Companies
American States Water Co. 9.50 % 4.00 % [1] 6.75 %
Aqua America, Inc. 10.00 8.60 [5] 9.30
California Water Service Group 8.50 6.00 [2] 7.25
Middlesex Water Company 9.00 NA [NA] 9.00
SJW Corporation NA NA [NA] NA
York Water Company 7.50 6.00 11 6.75
Average 8.90 % 6.15 % 781 %
Median 9.00 % 6.00 % 7.25 %
Proxy Group of Eight AUS Utility
Reports Gas Distribution Companies
AGL Resources, Inc. 3.50 % 560 % [4] 4.55 %
Atmos Energy Corp. 5.50 4.50 [5] 5.00
Delta Natural Gas Company 3.00 3.00 1 3.00
Laclede Group, Inc. 2,50 NA [NA] 2.50
Northwest Natural Gas Company 5.00 5.50 [2] 5.25
Piedmont Natural Gas Co., Inc. 4.00 7.00 [2] 5.50
Southwest Gas Corporation 8.00 5.50 [2] 6.75
WGL Holdings, Inc. 2.50 0.60 11 1.55
Average 4.25 % 4.53 % 4.26 %
Median 3.75 % 550 % 4.78 %

NA= Not Available
Notes: (1) As shown on pages 19 through 32 of this Schedule.
(2) Average of Columns 1 and 2.

Source of Information:  Value Line Investment Survey, January 22, and March 12, 2010
Reuters Company Research { Printed April 6, 2010)



Schedule PMA-23

Schedule PMA-10

Page 2 of 15
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to S 66 53 53 | yaded 4

Ha'siodd) 9283 10578 10847 | BT

1993 | 1994 {1995 1996 [1997 (1998 [ 1999 12000 12001 [2002 [2003 |2004 |2005 |2006 |2007 | 2008 | 2009 | 2010 | SVALUELINEPUB, INC|12.14

1yr. 10.5 60.8
Ay 0.5 1.9
Syr. 50.5 259

TiT

921 1043 11.03| 1137 1144 1102
167 168 175 175| 185 204
1 85| 103 143 104 108

79 80 81 82 B3 8

1201 | 1247 | 1306 | 1378 1398 | 1361 | 1408 | 1576
226| 220 253| 254 208 223| 284 | 289
119 128 135 134 781 105 32| 133

85 86 87 87 88 89 90 91

Revenues persh 24,15
“Cash Flow" per sh 460
Earnlngs per sh A 260
Dlv'd Decl'd per sh P 1.22

coverage: 3.5x)

Penslon Assets-12/08 $54.2 mill
Pfd Stock None.

Common Stock 18,512,032 shs.
as of 11/3/09

{LT intetest earned: 3.8x: tolal interest

Obllg. $94.5 mill

MARKET CAP: $650 million (Small Cap)

46% of Gapl) j——2" |-
O o G | [ T7 % [ 540% | 520% | 520% | 477% | 504% [ 66%
Leases, Uncapitalized: Annual renials $2.9 mill.

180 243] 218 240| Z58| oNT| 430| 903| 18| 268| aa6| 03| 424 | 991| 289 4d5| 485 Cap'l Spanding per sh 500
995( 1007 1029 1101 [ 1124 | 11.48) 1182 | 1274 | 1322 | 1405 | 1397 | 1501 | 1572 | 1664 | 1753 | 1795| 19.60 2200
71| 1007 | 1107 ] 1353 | 1344 | 1344| 1344 | 152 | 162 | 15.16 | 1621 | 1605 | 1660 | 17,05 | 1729 | 17.40| 1860 ] ]
WA 128 Wo[ 126] &5 85| A 8§ 67| 83| NG| BL| 5| 27| 40| 226 1654 Avg Ann'i PIE Ratlo 190
79| e4| 8| 9| e4| si| 87| 103| 86| 00| 182 12| 17| 150 | 127 | 13| 12 Relatlve P/E Ratlo 1.25
53% | 66%| 67%| 58%| 55% | 60% | 4.2% | 4% | 39% | 36% | 35% | 96% | 34% | 25% | 25% | 29%| 29% Avg Ann'l Div'd Yield 24%
CAPITAL STRUCTURE as of 9/30/09 1724 | 1840 | 1975 | 2002 | 2127 | 2280 | 2362 | 2686 | 3014 | 3187 | 365 390 |R {Smilr) 450
Tolal Debt §327.5 mill. Due In § Yrs §25.0 mill. B1] 180] 204) 03[ 9] 165]| 25| 24| 280 268| 350| 39.0 [NetProfit (Smil 528
LT Dobt $300.3mil, LT Interost S235mi.  [rou (757w [ 23.0% | 38.9% | 435% | 374% | 47.0% | 40.5% | 42.6% | 37.8% | 96.5% | 985% [Income Tax Rale 0.0%

= - <o | 12.2%

48.4% | 51.9% | 44.7% | 48.0% | 48.0% SZIS“[. 49.6% | 51.4%

8.5% | 69% | 5.0%| 6.0% |AFUDC % to Nel Proflt 50%
46.9% | 46.2% | 46.0% | 44.5% [Long-Term DebtRatlo | 46.5%
53.1% | 53.8% | 54.0% | 55.5% |Common Equity Ralio 53.5%

cun&ei'r FOSITION 2007 2008 e/30/09
Cash Assels 1.7 7.3 74
Olher 614 833 .92.3
Current Assels 63,1 90.6 99.7
Accls Payable 29.1 366 ar4
Debt Dus . 3r8 75.3 212
Other 274 255 404
Current Liab, 943 1374 99.0
Flx. Chg. Cov. 314%  263% 352%

10.4% ) 93% | 104% | 95% | 56% | 68% | 85% | 81%

3282 | 3719 | 4476 | 4444 | 4423 | 4804 | 5325 | 5516
4496 | 5001 ) 5308 | 563.3 | 6023 | 6642 | 7132 | 7506
66% | 64% | 6.1% | 65% | 46% | 52% | 54% | 60%

100% | 92% | 101% | 95% | 56% | 66% | 85% | 81%

29% | 0% | 38% | 33% | NMF| 10% | 28% | 2T%
T2% | 68% | 65% | 65% | 113% | 84% | 67% | 67%

5694 | 5770 675 705 | Total Capltal {$mil]) 825
7764 | 8253 870 920 |Net Plant ($milll 1025
6% | 64% | 7.0%| 7.5% |Relurn on Total Cap'l 5.5%
93% | 86% | 9.5% | 10.5% [Returnon Shr.Equity | 12.0%
Ralurn on Com Equil 12.0%
3% | 3% | 4.5% | 5.0% [Relained to Com Eq 65%
58% | ©64% | 54% | $3% [AILDIv'ds to Net Prof 4%

BUSINESS: American Stales Waler Co, operales as a holding
company. Through its princlpal subsidiary, Golden Slate Waler
Company, It supplies waler to more than 250,000 customers in 75
communities In 10 counfies. Service areas Include the grealer
melropolilan areas of Los Angeles and Orange Counties, The com-
pany also provides eleclric ulllity services to nearly 23,250 cuslom-

ers in the city of Big Bear Lake and in areas of San Bemardino
County. Acquired Chaparral Cily Waler of Arizona (10/00). Has
roughly 675 employees, Officers & directors own 2.5% of common
slock (4/09 Proxy). Chairman: Lloyd Ross. Preskient & CEO: Floyd
Wicks. Inc: CA. Addr.: 830 Easl Foothill Boulevard, San Dimas, CA
91773. Tele.: 909-394-3600. Internet: wvav.aswaler.com.

ANNUAL RATES  Past Past Esl'd '06-'08

of change [persh) 10 s, 5Yrs,  fo'124
Revenugs 45%  5.0% 4.0%
"Cash Flow" 55% 60% 6.5%
Eamings 35% 55% 9.5%
Dividends 18% 20% 4.5%
Book Valus 45% 50% 4.0%

Cal- | QUARTERLY REVENUES (Smill) | Fult
endar |Mar31 Jun. 30 Sep. 30 Dec.31| Year

2006 | 643 B30 750
2007 | 723 793 758
2008 | 689 803 653
2009 | 796 936 1018
2010 | 850 100 108

663 | 2686
740 | 3014
842 | 3187
90.0 | 365
97.0 | 3%

Cal- EARNINGS PER SHARE A Full
endar | Mard1 Jun. 30 Sep. 30 Dec.31] Year

2006 | 35 3% .32
2007 | 40 42 44
2008 30 53 .8
209 | 28 64 852
2010 | 30 .65 .58

Cal- | QUARTERLY DIMIDENDS

endar |Mar3i Jun.30 Sep.30 Dec.di| Year

30 1.33
35 1.62
43 1.55
A1 1.85
A7 | 200
PADBa | Fyll

American States Water posted im-
pressive third-quarter growth, Indeed,
the water utility reported earnings of
$0.52 a share, as revenues advanced 17%,
to a record $101 million.

Expectations should be tempered a
bit, however. Last year's third-guarter
figures were relatively weak. The
December-period comparisans are far more
formidable. Flus, although the top line is
likely to continue being the beneficiary of
favorable general rate case rulings from
the California Public Utilities Commis-
sion, operating expenses look to be on the
rise, as evidenced by the most recent
double-digit increase, Already decaying in-
frastructures are only growing older and
requiring more investment. Much in that
vein, we anticipate that the company had
trouble meeting last year's share-net total
in the fourth quarter, despite a healthy
high single-digit top-line advance. For
many of the same reasons, bottom-line
growth for full-year 2010, though healthy,

growing infrastructure requirements men-
tioned above, the cash-strapped entity will
have to continue to seek outside financing,
with debt and share offerlngs likely bec-
oming commonplace. The higher interest
rate and share count associated with these
transactions will limit the benefits of the
expansion of the nonregulated business.

These shares are not too intriguing at
this juncture. Share-price momentum
has tapered off in the months following
our October review and s likely to remain
relatively stagnant over the coming six to
12 months as the emergence from the
recession continues to gain steam and In-
vestors regain confidence and take a more
aggressive stance, The longer-term picture
is not much better, with burgeoning
financing costs curbing 3- to 5-year share-
holder gains. Although risk-averse inves-
tors may be intrigued by the issue's in-
come component gn a much anticipated
move the board recently raised the
quarterly dividend by 4% to $0.26 a
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2006 | 225 225 226 285 | 91| will likely pale in comparison to the levels share), it should be noted that there are a

007 | 235 285 285 250 | 98| witnessed in 2009, number of better income sources, particu-

2008 | 250 250 250 250 | 100} The company’s balance sheet is not larly in the utility genre, to choose from.
_gggg 250 250 250 260 | 101 exactly seductive. In order to meet the Andre J. Costanza January 22, 2010
!E Primary earnings. Excludes nonrecurring SB) Dividends histarically paid in eary March, Company's Financlal Strenglh B+
guins/{losses): ‘04, 14¢;.'05, 25¢; '06, 6¢; 08, | June, September, and Dacamber, » Div'd rein. Slock's Price Stablllty B0

). Neixt garnings report due late February. | vesiment plan avaltable, Price Growth Persistence 0

May ot add due to rounding. (C) In millions, adjusted for spill. Eamings Predctabllity 70
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42
26
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34
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2
2
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o
248

A8
269
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241 284
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8
A0
26
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321
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76
A1
28

C E T
385 | 415

438 | 534

59.77 | B3.74| 65.75| G147

2.20

j | 11182 | 11357 | 113,19 | 123.45

6.45
240
1.25
10
215
10.35
139.00

463
142
n
5|
1%
702
1537

5,35
1.65
.80
.59

Revenues per sh
"'Cash Flow" per sh
Earnlngs persh A
Div'd Decl'd per sh B=
1.95 |Cap'T Spending por sh
.35 {Book Value per sh
137,00 |Common Shs Oulst'a ©

44
85
5.9%

135
89
6.0%

120
80
6.2%

158
98
49%

1738
1.03
3.9%

25
117
2.9%

45
140
2.5%

38
1.28
25%

182 238
1181 121
33% | 25%

210
140
20%

249
1.50
2.8%

Avg Ann'| PIE Rallo
Relative P/E Ralio
Avg Ann'l Div'd Yisld

21%

3.4x)

LT Debt

Pension

CAPITAL STRUCTURE as of 9/30/09 3
Total Debt §1320.2 mill, Due In 5 Yrs $245.0 mill.
LT Interest $65.0 mill.
{LT Inlerest eamed: 3.4x; tolal Interest coverage:

$1265.4 mill

(54% of Cap'l)

Assets-12/08 $112.2 mill.
Obllg. $204

Pfd Stock None
Common Stock 136,270,613 shares
as of 10/20/08

MARKET CAP: $2.4 blliion {Mid Cap)

.7 mill.

3672
61.3
8.3%

2155 | 3073
5071 585
38.5% | 39.3%

3220
62.7
38.5%

800
394%
51.4%
48.6%
1385.7
1824.3

500%

50.0%

1497.3
2069.8

52.2%
471%

9904
1368.1

54.2%
45.8%
10762
1430.8

520%
47.8%
9011
.4 | 12514

55.4%

900
175
39.0%
20%
48.0%
52.0%
2765
3500

6025
950
B9%

29%

627.0
979
30.7%
31%
54.1%
45.9%
23066
29974

735 |Revenues ($mill)

Income Tax Rate
AFUDC % to Nat Profit
Long-Term Debl Ratlo
Common Equlty Ratio

44.6%
21814
27928

7.6%
127%
12.1%

1.5%
12.3%
124%

6.4%
102%
102%

87%
10.7%
10.7%

14%
1.7%
1%

1.5%
12.0%
12.0%

5.9%
9.7%
7%

5.1%
9.3%
9.3%

Return on Tolal Cap'l
Raturn on Shr, Equity
Return on Com Equl

Curren

Other
Curren
Fix, Ch

CURRENT POSITION 2007
[SMILL.
Cash Asssls

Recelvables
nvenlory (AvgCst)
Other

Accls Payabls
Debt Due

2008
149
4.
X
_1.8
121.0
50.0
87.9
55.3
793.2
329%

14.5
82.9
a8

93
1155
45.8
80.8

- 566
183.2
323%

- @
i tn;

t Assels

t Liab.
g, Cov.

9/30/09

18.0
86.1
10.3
10.5

1249
26.3
54.8

149.0

2301
325%

47% | 51% | 52% | 42% | 46%
65% | 60% | 59% | 59% | 59% | 57%

32% | 28% Retalned to Com Eq © 5.0%
61% | 0% All Div'ds ta Net Prof 51%

BUSINESS: Aqua America, Inc. is Lhe holding company for waler
and waslewaler ulililles that serve approximalely three million resi-
dents in Pennsylvania, Chio, North Carolina, lilnois, Texas, New
Jersey, Florida, Indiana, and five other slales. Divesled lhree of
four non-water businesses in '91; lelamarkeling group in '93; and
others. Acquired Aq , 7i03; G Waler, 4/99; and

others. Water supply revenues '08: residential, 60%; commarcial,
14%; industrial & other, 26%. Officers and directors own 1.3% of
the common stock (4/09 Proxy). Chairman & Chiefl Executive Of-
ficer: Nicholas D dicli P d; Pennsyivania. Address:
762 Wesl Lancaster Avenue, Bryn Mawr, Pennsylvania 19010. Tel-
ephone: 610-525-1400. Internet: www.aquaamerica.com.

During the September interim, Aqua

“Cash

ANNUAL RATES  Past
of change
Revenues

Earnings
Dividends
Book Valus

Past Est'd
5Yrs, to'
9.0%
8.0%

10V,
8.0%
9.5%
75% 55%
7.0%

0% 8.0%
9.5% 10.0%

{per sh)
Flow"

'06-'08
1214

America lost some ground on a year-
over-year basis. Although revenues were
up slightly from the prior year, earnings
dropped a penny, as unfavorable weather
conditions and higher operating costs hurt
profits durlgﬁ the third quarter. Looking

QUARTERLY REVENUES {$ mill)
War31 Jun30 Sep.d0 Declf

ahead, thou,
the company probably ended the year

179 1317 1470 1369
1373 1506 1655 1481
1393 15610 1771 1586
1545 167.3 1808 1724
165 185 195 190

EARMINGS PER SHARE A
Mar.34 Jun.30 Sep.30 Dec.31

on a good note, A number of rate-rellef
cases were set to be decided in the fourth
quarter which, if approved, should provide
a slight last-minute boost to the top and
bottom lines. Also, management has been
actively working to reduce operating costs,
and the benefits of these efforts should

347 2 9
K1
KT
15 »

help widen margins, For the year, we ex-
pect a total increase in revenues and earn-
ings of $48 million and $0.07 a share,
respectively, but it should be noted that
last year Included a gain from the sale of

QUARTERLY DIVIDENDS PAID 8
Mar31 Jun3D Sep.30 Dec.3i

Ao7 407 15 15
A5 415 425 125
26 425 425 135
A3 135 135 445

its underpecforming dhaven system.

Aqua America should continue to ex-
pand its reach through acquisitions
and rate-relief cases over the next few
years. The company has acquired a
wastewater treatment plant in Lumpkin
County, Georgia, and this new subsidiary

(Aqua Georgia Inc.) ma{‘ be bolstered by
further purchases In this region. Also,
WTR expanded its Aqua Pennsylvania
division in December, purchasing the as-
sets of Athens Township Authority, and
subsequently signed a 20-year contract to
rovide water services. Additionally, the
575 million in rate cases filed in 2009
should, if judged in Aqua's favor, boost
revenues and earnings over the next few
years. )
These shares are a neutral choice for
the coming six to 12 month period,
but hold some appeal for the long
haul. One attractive trait is the steady
dividend yield, which was raised 7.4% dur-
ing the fourth quarter of 2008, The compa-
ny has historically raised its payout every
year, and this will most likely continue
over the coming 3- to S-year stretch. Also,
the top- and bottom-line gains we project
over the 2012-2014 harizon give this equi-
ty good recovery potential. Conservative
investors should also take note of the high
scores for Stock Price Stability and Earn-
ings Predictability, as well as the below-
the-market average Beta coefficient.
John D. Burke January 22, 2010
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BETA .75 (1.00=Marke) magp‘uh 1 T 80
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Price Galn  Return ; T T o g 1T 'Ffz'f]ﬂh 1= 40

High 60 {+ss-/. 15% 1 I : e T e 2
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Tnsider Doclsions Tt ﬂilﬁﬂgmﬁu‘thk\'f— e petbuglutips - 4

emanmdoasofll’ &7 E':F‘Q,l K 1
Gl 000000000 A R K i N o iR L1
LSl 000000000 R B e ey B e o % TOT, RETURN 12/09
instilutional Dacisions = s
= 3

0By 1071::; zm%v; w?; jpeicent 2 = : ty. 182 608 [
tosel 81 85 75 | fraded a =5 gy 07 19 [
| My 10000 10018 5835 Syr. 132 259
1993 [1994 (1995 [1996 | 1987 1998 | 1989 [2000 [2001 (2002 |2003 [2004 |2005 |2006 |2007 | 2008 | 2009 {2010 CVALUELIRE PUB, IRe] 12-14

1394 1259 1347 1448 | 1548 | 1476 | 1596 | 16.16 | 1626 | 17.33 | 1637 | 17.18 | 1744 | 1620 | 17.76| 1980 | 21.35| 2210 |Revenues porsh 23.90

225] 202| 207| 250| 292| 260| 275 252| 220 265| 251| 283 | 303 | 271 342 372| 4.05| 4.25|“CashFlow" persh 4.80
135 2] 147 18 183 145 153 13 84| 125 12| 146| 147 | 134 150 | 190| 1.99| 210 |Earnings persh A 2,60
98 99| 1.02| 04| 106] 1.07| 108| 40| 142 192) 142 143 ] 4| 1§ 106 17| 1.48] 1.19|Dlv'd Decl'dporshB e 1.25
3531 22| 27| 283| Z61| 274| 344| 245| 400| 582 43| 33| 407| 428 368| 4d8z| 5.0 5.25|Eapi§psn3 ng per sh 525
1090) 1956 ] 11.72] 1222 1300 1338 1343 | 1290 | 1295 | 1342 | 1444 | 1566 | 1579 | 18.45 | 18.50| 1944 | 20.00| 19.75 [Book Value persh© 21.30
1136 | 1249 | 1250 1267| 1262| 1262| 1294 | 1515 | 1518 | 1518 | 16,83 | 1.7 | 16.09 | 2066 | 2067 | 2072 21.00| 21,25 |Common Shs Oulstg U | 2300
36| W.1| 47| 18| 28| 17| e 198 ZnA| 198 28| 24| 49| W2 265| 198 193 Avg Annl PiE Ralio 18.0
80 82 92 15 RE) 931 101 127 139 108| 126| 106| 133| 158 133 120| 1.26 Relatlve P/E Ratio 125
5.2%| 58%| 64% | 58% | 48% | 42% | 4.0% | 4.3% | 44% | 45% | 42% | 39% | 31% | 28% | 30%| % | 3% Avg Ann'l Dlv'd Yield 2.5%

CAPITAL STRUCTURE as of 9/30/09 2064 | 2448 2468 | 2632 | 2774 | M56 | 3207 | 3347 | 3bN1| 4103 448 470 {Revenues {Smill) & 550
Total Debt $387.9 mill. Dua In § Yrs $40.0 mill 199] 200 44| 19| 94| 260) 272 266| 32| 98| 420 45.0JNOthﬂl($mlll} £0.0
LTDobt 3735 mill. LT IntersslSZ0mA.  [“a7qy™(~47 35| 394% | 39.1% | 399% | 308% | 424% | 374% | 39.8% | 37.0% | 40.0% | 93.0% [income Tax Rale 0%
(LT Intotest eamed: 7,8 o) in. cov.: B.6%) el el el o lq03% | 32% ) 84% | 106% | 63% | 86%| 85%| 10.0% |AFUDC %toNetProft | 10.0%

46.9% | 48.9% | 50.3% | 55.3% | 50.2% | 4B.6% | 48.3% | 43.5% | 42.9% | 41.6% | 47.0% | 46.5% |Long-Term Debt Ratlo 46.5%

Penslon Assels-12/08 $66.9 mill, | 52.0% | 50.2% | 48.8% | 44.0% | 49.1% | 50.8% | 51.1% 55.0% | 56.6% | 58.4% | 53.0% | §3.5% |Common Equlty Ratla §1.5%

Oblig. $192.9 mill 333.6 | 386.0 | 4027 | 4539 | 4984 | 5659 | 5661 | 6701 | 6749 6904 | 795| 805 [Total Capltal {Smill) 950

PrdStockNone™ 5154 | 5820 | 6243 | 6070 | 7595 | 6003 | 627 | 9415 | 10902 | 1124 | 1175 | 1240 |Hat Plant (Sml) 1425
Gommen Stock 20,744,952 shs, 8% | G8% | 5% | 59% | 56% | 6.1% | 63% | 52% | 59% | 7.0% | 7.0% | 7.0% [ReumonTolalCapl | 80%
as of 11/2/09 1.2% | 100% | 72% | 94% | 7.8% | 8.9% | 93% | 68% | 81% | 9.9% | 10.0% | 10.5% |Return on Shr. Equlty 120%

1.4% | 10% | 7% | os% | 9% | o0 | 9w | 68% | a1%| 99% | foo% | fasy 12.0%

MARKET CAP: $775 million (Small Cap) 35% | TB% | NME| 10% | % | Z1% | 20% | 1.0% | 1.6%| 38% | 4.0% | 5.0% |Retainedto ComEq 6.5%
CURSI}IIELPJI_T POSITION 2007 2008 O/30/09 | 70% | 82% | 119% | 90% | 9%% | 77% | 76% | 86% | 77%| 61% | 59% | 56% |AllDIv'ds to Net Prof 8%
Cash Assels 8.7 13.9 47.6 | BUSINESS: California Waler Service Group provides reg dand  breakd '08; ial, 63%; business, 18%; public authorilies,
Qther . 533 _ 6589 _ 92.8 | nonregulaled water service lo roughly 463,600 cuslomers in B3  5%; industial, 5%; other, 3%. '08 reported depreclalion rale; 2,4%.
Current Assels 600 ~ 798 1404 | communities In California, Washinglon, New Mexico, and Hawaii. Has roughly 929 employees, Chalrman: Robert W, Foy. President &
/I:\!g%tls;uaeyahla 3%; ﬁgé ggg Main service areas: San Francisco Bay area, Sacramenlo Valley, CEO: Peler C. Nelson (4/08 Proxy). Inc.: Delaware, Address: 1720
Other 30,3 35.3 520 Salinas Vallsy, San Joaquin Valley & paris of Los Angsles. Ac-  North First Street, San Jose, California 95112-4598. Telephone:
Current Liab, —t97 1232 7308 | Quired Rio Grande Corp; Wesl Hawail Ulillies (9/08). Revenue 408-367-8200. Internsl: wavw.calwalergroup.com.

Fix. Chg, Cov. 333% 398% 430% | Improv ts on the regulatory front persisted In the fourth quarter and will
ANNUALRATES Past  Past Estd'06-08| augur well for California Water Serv- only intensify é;oing forward, As a result,
gmam (per sh) 10;’% 5}"3-,/ lo 512691/4 ice Group's top line. Indeed, earlier rate we've tempered our expectations, estimat-
e Ea 304 58 7o% | increases handed down by the California Ing that CWT hare]g broke even In the
Earnings . 70% 85% | Publlc Utilities Commission (CPUC) final quarter of 2009 and that earnings
Ewlae\'lldls lg://: gg:? ;g:ﬁ enabled the water utility to post record- growth will not be an]ything to write home

ook yaue : S% __ 20% | high revenues of $139.2 million in the about for full-year 2010.

Gal- | QUARTERLYREVENUES(Smil)e | Fun | third quarter, a 6% improvement from the The stock has Ffallen a notch for
ondar [Mar31 Jun.30 Sep30 Decdi| Year | year before. We look for similar growth in  Timeliness and is now ranked 4 (Be-
2006 | 652 811 1078 606 | 3347 | the fourth quarter and for full-year 2010. low  Average). Recent share-price

2007 | 746 958 1138 858 | 3671 | Meanwhile, the company filed its 2009 declines, coupled with the tough outlook,

2008 | 728 1056 1317 1004 | 4103 | general rate case during the period, seek- make this an unattractive selection for the

2009 | 867 1167 1392 1034 | 448 | ing 271 milllon in 2011 with increases of coming six to 12 months,

2010 | 910 122 146 111 | 470 | nearly $25 million in 2012 and 2013, It Its 3- to 5-year appeal is better, but

Cal- EARNINGS PER SHARE A Full | was CWT's first consolidated request, still lacking in our opinion, CWT does
endar |Mar31 Jun.d0 Sepdd Decd| Year| covering all 24 districts, and a ruling may not have the finances on hand to meet the

2006 | 04 31 68 31 | 13¢| well take 18 months to be made. We ex- rising Infrastructure costs that are likely

207 | 07 37T 67 .39 | 150| pect a relatively favorable outcome given to amount over the next couple of years.

2008 | 01 48 406 35 | 10| the CPUC's more recent disposition. The share andfor debt offerings that will

28?9 A2 -gg = .Jg 19| However, operating costs appear to be be required to help improve the balance

1 10038 | 210} on the rise, too. Despite the top-line ben- sheet will come at a price, with the higher

Cal- | QUARTERLYDIVIDENDSPAID®® | Full | efits mentioned above, share earnings fell share count and Interest rate expenses
|endar |Mar3 Jun30 Sep.30 Deedi| Year) 1195 in the September period and came in limiting potential shareholder gains. Al-

2006 | 2875 2875 2875 .2875| .1.15| a dime below our estimate, Operating ex- though the dividend yield looks healthy at

2007 | 290 290 290 .20 | 1.16| penses swelled 10%, as aging Infrasiruc- first blush, those seeking an income

2008 | 293 293 293 293 | 117| tures required greater maintenance, and vehicle have better options available, par-

009 | 295 205 285 295 | 18| the Increased demand drove up distribu- ticularly on a risk-adjusted basis.

2010 . tion costs. We suspect that these trends Andre J. Costanza January 22, 2010
[Ag Basic EPS, Excl, nonrecurring gain (loss): | (B) Dividends hislorically paid in mid-Feb., ﬂ Incl. deferred charges. In '08; §3.9 mill,, Company's Financlal Sirength B+
00, (7¢); '01, 4¢; '02, B¢. Next eamings reporl | May, Aug., and Nov. = Div'd reinvestment plan | 3.19/sh. Stock's Price Stabllity
due early February. avallable, ﬂ In millions, adjusted for splil. Price Growth Persistence 75

E) Excludes non-reg. rev. Eamings Pradictablli a0
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R T I L s nnnanna i)
© VALUE LINE PUBLISHING, INC, 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010/2011
SALES PER SH 5.87 5.98 8.12 6.25 6.44 6.16 6.50 6.79 -
"“CASH FLOW" PER SH 1.18 1.20 1.15 1.28 1.33 1.33 1.49 1.83 —
EARNINGS PER SH .66 73 .61 73 .7 .B2 87 .89 70AB L80C/NA
DIV'DS DECL'D PER §H 62 .63 .65 .66 87 .68 .69 70 ==
CAP'L SPENDING PER SH 1.25 1.59 1.87 2,54 2,18 231 1.66 212 -
BOOK VALUE PER SH 7.11 7.39 7.60 8.38 8.60 9.82 10.05 10.28 -
COMMON SHS OUTST'G (MILL) 10,17 10.36 10.48 11.36 11.58 13.17 13.25 13.40 -
AVG ANN'L P/E RATIO 248 23.5 30.0 264 274 22.7 216 19.8 24,6 21.5/NA
RELATIVE P/E RATIO 1.26 1.28 1.71 1.3¢ 1.45 1.23 1.18 1.19 -
AVG ANN'L DIV'D YIELD 3.8% 3.7% 3.5% 3.4% 3.5% 3.7% 3.7% 4.0% -
SALES (§MILL) . 59.6 81.9 64.1 71.0 746 811 86.1 91.0 - Bold figures
OPERATING MARGIN 47.2% 47 1% 44.0% 44.4% 44.4% 47.4% 47.0% 46.9% - are
DEPRECIATION (SMiLL) 53 5.0 56 6.4 7.2 7.8 8.2 8.5 - earnings
NET PROFIT {SMILL) 7.0 7.8 6.6 84 8.5 10.0 11.8 12.2 -
INCOME TAX RATE 34.8% 33.3% 32.8% 31.1% 27.6% 334% 32.6% 3.2% . and, using the
NET PROFIT MARGIN 11.7% 12.5% 10.3% 11.9% 114% 12.4% 13.8% 13.4% - recent prices,
WORKING CAP'L ($MILL) d.9 d9.3 d13.3 d11.8 d4.5 2.8 d9.6 d40.9 - P/E ratios.
LONG-TERM DEBT ($MILL) 88.1 87.5 974 115.3 128.2 1307 131.6 118.2 -
SHR, EQUITY {SMILL) 76.4 80.6 83.7 99.2 103.6 1333 137.1 141.2 -
RETURN ON TOTAL CAP'L 5.6% 6.0% 5.0% 51% 5.0% 5,1% 56% 5.8% -
RETURN ON SHR. EQUITY 9.1% 9.6% 7.9% 8.5% 8.2% 7.5% 8.6% 8.6% -
RETAINED TO COM EQ 5% 1.3% NMF 8% 5% 1.2% 1.8% 1.9% -
ALL DIV'DS TO NET PROF 94% 87% 106% 90% 94% 84% 79% 78% -
ANa. of analysls changing eam. esl. In lasi 9 days: 0 up, 0 down, consensus 5-year eamings growth 9.0% per year. BBased upon 3 analysls eslimates, ©Based upon 3 enalysis’ asfimales,
ANNUAL RATES ASSETS (il W07 2008 930 INDUSTR\"s Water: Ulilil )
of changa (par shar) §¥is. 1Yr. | Cash Assels 20 33 34
Sales o 15% 45% | Receivables 128 143 182 | BUSINESS: Middlesex Water Company engages in the
E‘;’;’;’:‘ ns"’“’ gg,z ;g:;: lcf)Wlhﬁef:lOfY (Avg cost) 13 155’ :‘73 ownership and operation of regulated water utility systems
Dividends 2.0% 5% | G orent Assls 7 06 25 | M New Jersey (NI) and Delaware, and a regulaled wasle-
Baok Valus 6.5% 25% ' ' | water utility in NI. It offers contract operations services and
Fiscal | QUARTERLY SALES ($mlll) | Full P'°£E"‘V. Planl a service line maintenance program through its nonregu-
Year | 10 20 3Q  4Q |Year EqU'Pv alcosl 3986  436.8 == | laled subsidiary, Utility Service Affiliates, Inc, Its waler
a7 190 218 241 202 [e61| Nt Property o wes utility system treats, stores, and distributes water for resi-
12/31/08| 208 230 257 215 |91.0| Other 414 53q 522 | dential, commercial, industrial, and fire prevention pur-
12/31/08| 206 231 255 Total Assets 3627 4400 4568 | poses. It also provides water treatment and pumping ser-
1231/10 vices to the Township of East Brunswick. Its other NI
Flscal EARNINGS PER SHARE | Full k‘;z'lﬁg'gggsm“") = = 45 | subsidiaries offer water and wastewater services to residents
Year 1Q 20 Q 4Q  |Yeor | pepy Duey 9.0 439 474 | in Southamplon Township. Its Delaware subsidiaries pro-
12/31/08] 15 25 28 14 | g2 | Other 115 4118 1.0 | vide water services to retail customers in New Castle, Kent,
123107 .43 24 31 18 | .87 | Currenl Liab 27.0 615 629 | and Sussex counties. In November, the company announced
12308 45 26 35 43 |89 the acquisition of the assets of Twin Lakes Water Services,
121080 10 20 29 10 Inc., which serves approximately 330 people in Shohola,
lasine 08 22 LozlG-gZhg/&EBT AND EQUITY Pennsylvania. Has 269 employees, Chairman: J. Richard
Cal- | QUARTERLY DIVIDENDS PAID | Fyl s 0 Tompkins. Address: 1500 Ronson Rd, P.O. BOX 1500,
endar | 1Q 20 30 40 |Year| Total Debt §174.1 mil, Duein5Yrs.NA | Iselin, NJ 08830. Tel.: 732-634-1500. Internet:
2007 [ 78 458 73 a7s [ g | LT Debt :}ff;ms o http:/Awwsw.middlesexwater.com.
mlmomm e faaom &
2010 Leases, Uncapltallzed Annual rentals NA January 22, 2010
Penslon Liabllity $25.5 mill, In '08 vs. $13.9 mil, in ‘07
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
10'09 20'09 3q'g9 | Prd Stock None Pid Div'd Pald Nono Dividends plus apprecialion as of 12/31/2009
:g g;{ 2.1, g; gg Common Stock 13,468,000 shares . 3 Mos, 6 Mos. 1Yr 3 Yrs. 5Yrs.
Hld's{000} 4505 4902 4958 (53% of Cap) 18.15% 24.79% 7.19% 5.45% 11.94%
©3010 Vakie Line Publis
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Page 6 of 15
(UPDATED)
RECENT 5 4 28 RELATIVE 1 OV'D 90/ VALUE
SJW CORPl NYSE-sw 22 PIE RATIO 2 PIE RATIO .57 Yo (] LINE
i » 3 el 17.83 15.07 14.95 19.64 27.80 45.33 43.00 35.11 30.44 High
e N 11.58 12.67 12,57 14.60 16.07 21,16 27.65 20.05 18.22 Low
PERFORMANCE 3 Avaroe LEGERDS : 45
— jos Mov Avy e
Technical 3 Average 0 Fal Pnca‘Slrang h 1._} 11 &{T{!TH{""-T:-H--_ S1e 30
3 grgﬁ:i:ﬁlgfgs NITHT I L Tyt i
SAFETY Averags ‘Shaded &red indicelas recassion i : y + s LA R LA
BETA .95 (1.00 = Market) {. s . s’ LTI . _ 13
. B T _.'..- - o - i
Financlal Strength B+ e s L b 5
Price Stability 70 1
3
Price Growth Persistence 75
Eamings Predictability 85 et b rﬁ?
T SOTORON SOSPTTNOR TTTLT 111 1L A011FHLRADN 1 SA11 Y — )
© VALUE LINE PUBLISHING, INC,| 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010/2011
SALES PERSH 7.45 7.97 8.20 9.14 9.86 10.35 11.256 1212 -
“CASH FLOW" PER SH 1.49 1.58 1.75 1.89 221 2,38 230 244 -
EARNINGS PER SH J7 .78 91 .87 142 1.19 1.04 1.08 8078 1.175/NA
DIV'DS DECL'D PER SH A3 A8 49 51 .53 .57 .61 .65 -
CAP’L SPENDING PER SH 2,63 2.06 3.41 2.31 2.83 3.87 6.62 379 -
BOOK VALUE PER SH 8.1Z, 8.40 9.11 10.11 10.72 12.48 12.90 13.99 e
COMMON SHS QUTST'G {MILL) 18.27 18.27 18.27 18.27 18.27 18.28 18.36 18.18 -
AVG ANN'L PIE RATIO 18.5 17.3 154 19.6 19.7 235 334 26.2 28.2 19.3/NA
RELATIVE P/E RATIO 95 94 88 1.04 1.04 1.27 177 1.58 -
AVG ANN'L DIV'D YIELD 3.0% 3.4% 3.5% 3.0% 2.4% 2.0% 1.7% 2.3% =
SALES (SMILL) 136.1 145.7 149.7 166.9 180.1 189.2 206.6 220.3 - Bold figures
OPERATING MARGIN G4.4% 63.7% 56.0% 58.4% 55.9% 57.0% 41.8% 42.4% - wre
DEPRECIATION (SMILL) 13.2 14,0 15.2 185 19.7 213 22.9 24,0 - earnings
NET PROFIT (SMILL} 14.0 14.2 16.7 16.0 20.7 22.2 19.3 20.2 -
INCOME TAX RATE 34.5% 40.4% 36,2% 42.1% 416% 40.8% 39,4% 39.5% | - and, using the
NET PROFIT MARGIN 10.3% 9.8% 11,2% 9.6% 11.5% 11.7% 9.4% 9.2% - recent prices,
WORKING CAP'L ($MILL) d3.8 d4.9 12,0 13.0 10.8 222 di4 d11.3 - P/E ralfos.
LONG-TERM DEBT (SMILL) 110.0 110.0 139.6 1436 145.3 163.6 216.3 216.6 -
SHR. EQUITY (SMILL) 149.4 153.5 166.4 184.7 195.9 228.2 236.9 254.3 -
RETURN ON TOTAL CAP'L 6.7% 6.9% 6.9% 6.5% 7.6% 7.0% 57% 5.8% -
RETURN ON SHR. EQUITY 8.4% 9.3% 10.0% B.7% 10.6% 9.7% 8.2% 8.0% -
RETAINED TO COM EQ 4.9% 3.8% 4.7% 3.6% 5.6% 5.2% 3.5% 33% | -
ALL DIV'DS TO NET PROF 56% 59% 53% 58% 47% 46% 57% 59% -
ANo, of enalysis changing eam, est. In last 9 days: 0 up, 0 down, consensus 5-ysar eamings growth not available, BBased upon 2 analys!s’ estimates. cﬂassd upon 2 snnlysls asl!ms!ss
ANNUAL RATES ASSETS (Smill) 2000 2008 8/30i09 AATa, id s
of change {per shars) §Yrs. 1Y | Cash Assels 24 34 1.9
fg‘ash — ;g://ﬂ g-g:/; Receivables 230 245 346 | BUSINESS: SITW Corporation, through its subsidiaries,
Ea?:lngsm 0% 40% g‘m’;“"” 5-45 3'3 z-g engages .in the produ.ction, purchase, storage, purification,
Dividends 5.5% 65% | Guvent Assels 8 [0 Tes distribution, and retail sale of water. The company offers
Book Value 2.0% 85% ’ ’ ~ | nonregulated water-related services, including water system
Fiscal | QUARTERLY SALES (Smill) | Fult | Property, Plant operations, cash remitlances, and maintenance contract
Ye | 10 20 30 40 |Year|, c&u II1E1qu|p, at cost gggg g?gg - | services, SJW also owns undeveloped land; a 70% limited
1207|390 551 649 476 |2066| Nel Properly 8455 6842 7195 | Partnership interestin 444 West Santa Clara Street, L.P; and
1231/08]| 4.3  60.0 695 495 |220.3| Other 802 1347 1219 | operates commercial buildings in Arizona, California, Con-
12/31/08) 400 582 693 Total Assels 7673 8509 8813 | necticut, Florida, Tennessee, and Texas, As of December 31,
12131110 2008, SIW provided water service to approximately
Flscal EARNINGS PER SHARE | Full k'c‘:z"i,':;g‘f’ésm‘"-) " o a4 | 226,000 connections that served a population of approxi-
Year | 1@ 2@ 3@ 4Q | Year | goripye 56 194 51 | malely one million people in the San Jose area. It also
123106] 44 35 48 22 | 1.19 | Other 181 184 234 | provides water service to approximately 8,700 connections
123107] 42 29 43 20 | 1.04 | Currenl Liab 330 433 37.3 | that serve approximately 36,000 residents in a service area
123108 15 34 44 15 | 1.08 in the region between San Antonio and Austin, Texas. Has
1231/09) d01 23 43 .13 379 employees. Chairman: Charles J. Toeniskoetter. Inc.:
139 08 2 o 1 anD EGUITY CA. Address: 110 W. Taylor Strect, San Jose, CA 95110.
Cal- | QUARTERLY DIVIDENDS PAID | Full Tel.: (408) 279-7800. Internet: http://www.sjwater.com.
ondar | 10 2@ 3@  4Q |Year | Total Debt §251.1 mill. Due In 5 Yrs. NA
LT Debt $246.0 mill.
2007 | 451 481 151 151 | .60
2000 | 61 61 61 61 | 4 | Mmeluding Cap. Leases NA (49% of Cepl} WT
2009 | 186 .65 165 85 | 6B | , Ul itallzed Annual rantl
2010 D January 22, 2010
Pensfon Liabilily $42.3 mifl in ‘08 vs. $234 mil. In 07
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
1Q'09  2Q'09  3qroy | Prd Stock None Pfd Div'd Pald Nons Dividends plus apprecialion as of 12/31/2009
e - i 35| common stock 18,498,897 shares . aMos. 6 Mos, 1Yr 3vrs. 5vrs,
51% of Cap'l
Hid's(000} 8505 6634 8607 ( 4 -0.50% 0.94% -22.41% -37.54% 39.31%

©2010 Value Une Publishing, Inc.' Al rights reserved. Factual material is oblained kom sources befieved to be refiably and Is provided without warinties of an:
THE PUELISHER 1S NOT RESFOHSIBLE 7R ANY ERRORS OR OMISSIONS HEREIN, T publalon s sl for subceee' orwlmmwﬂal. leini use, e pan To subscribe call 1-800-833-0046.
of It may be reproduced, resold, stored or vansmirted in any prided, electiont of other m, or for generating or marketing Ay pritad o elockonis nubicaion,
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RECENT 1 4 0 8 TRAILING 21 3 RELATIVE 1 19 DvVD 3 60/
NDQ..YQ:{W PIERATIO & |+ (PERATIO |,
A 10.22 13.45 13.49 14.03 17.87 20,99 18.55 16.50 High
. e 5.67 8.20 933 11.00 1.67 15.33 15.45 6.23 9.7 Low
PERFORMANCE 3 average LEGENDS
) 3 —éMOSMgl‘rIAV%h =t e Leggdti . : 18
Technical Averags || oo spm 501602 englh [~ = “‘LIJJ,, | ||]|_JJ-I-' K P
3 3-for-2 split Y § P Tread |t v v |||'11’_'_
SAFETY Averagy Mml'ﬁimm:m L ARG 4 R LS et ol " o
BETA .65 (1,00 = Market) N et ' .
wpnef * LR T ."'.o. . ®
'
Financial Strength B+ 3
Prics Stabllity 85 2
Price Growth Persislence 55
350
Eamings Predlctabliy 95 1 Th PR T P 5 Y P TP S P ) Y VoL
i T T T T i i i i theur)
© VALUE LINE PUBLISHING, INC, 2002 2003 2004 2005 2006 2007 2008 2009 2010/2011
REVENUES PER SH 2.05 217 2.8 2.58 256 2,79 2.89 -
“CASH FLOW" PER SH 57 .65 .85 79 17 .86 .88 -
EARNINGS PER SH 40 A7 49 .56 .58 .57 57 664 .66 S/NA
DIV'D DECL'D PER SH .35 37 .39 A2 45 .48 49 -
CAP'L SPENDING PER SH .66 1.07 2.50 1.69 1.85 1.69 217 -
BOOK VALUE PER SH 3.80 4.06 4.65 4.85 5.84 5.97 6.14 =
COMMON SHS OUTST'G (MILL) 9.55 2.63 10.33 1040 11.20 11.27 11.37 -
AVG ANN'L PIE RATIO 17.9 26,9 245 257 26.3 3.2 30.3 24.6 21.3 21.3/NA
RELATIVE P/E RATIO 82 1.47 1.40 1.38 1.39 1.68 1.61 1.48 -
AVG ANN'L DIV'D YIELD 4.3% 3.3% 3.2% 3.1% 2.9% 2.5% 2.8% 3.5% -
REVENUES ($MILL) 19.4 19.6 20.9 225 26.8 287 314 32.8 - Bold figires
NET PROFIT {$MILL) 4.0 3.8 44 4.8 5.8 6.1 64 6.4 - are
INCOME TAX RATE 35.8% 34.9% 34.8% 36.7% 36.7% 34.4% 36.5% 36.1% - earnings
AFUDC % TO NET PROFIT 2.2% 3.7% - - - 7.2% 3.6% 10.1% -
LONG-TERM DEBT RATIO 47.7% 46.7% 43.4% 42.5% 44.1% 48.3% 46.5% 54.5% - and, using the
COMMON EQUITY RATIO 52.3% 53.3% 56.6% 57.5% 55.9% 51.7% 53.5% 45.5% - recent prices,
TOTAL CAPITAL ($MILL) 68.6 69.9 69.0 83.6 90.3 126.5 125.7 153.4 - FJE rafios,
NET PLANT {$MILL) 102.3 106.7 116.5 140.0 155.3 174.4 191.6
RETURN ON TOTAL CAP'L 7.9% 74% 8.5% 76% 84% 6.2% 6.7%
RETURN ON SHR. EQUITY 11.2% 10.2% 11.4% 10.0% 16% 9.3% 9.5%
RETURN ON COM EQUITY 11.2% 10.2% 11.4% 10.0% 11.6% 9.3% 9.5%
RETAINED TO COM EQ 2.5% 1.3% 26% 2.1% 3.0% 22% 1.7%
ALL DIV'DS TO NET PROF 78% 88% 7% 79% 74% 77% 82%
ANo. of analysts changing eam. sal. fn lasl 9 days: 0 up, 0 dow, consanwus S-poar enmings growth 7.5% pee poar. BBased upun 4 ans!ysls estimales. ©
ARNUACRATES ASSETS ($milt) 007 2008 a0
of chango {por shara) 8 Yrs. IYL | Cash Assels 0 0 )
Béveﬁe,sw- gg:f ;g? Receivables 5.2 59 57 | BUSINESS: The York Water Company engages in lhe
il i 0% 2% | Inventory (Avg cosl) 8 7 8| impounding, purification, and distribution of water in York
Earmings 6.0% Other 8 7 1.1 D & P
Dividends 6.0% 30% | o rrent Assels o8 73 77 | Counly and Adams County, Pennsylvania. The company
Book Value 8.0% 3.0% ’ ’ " | supplies water for residential, commercial, industrial, and
Fiscal | QUARTERLY SALES (Smlll) Full | Froperty, Plant oth'er customers. It has two reserv01r§ Lake Williams,
Year | 1@ 2q  3Q Year qu'“pv alcosl 2234 246.0 - | which is 700 feet long and 58 feet high, and creates a
i 74 78 83 78 |14 N(exl:lg?operty 131:2 2?1:2 2208 | TeServoir covering approximately 165 acres containing
123108| 75 78 85 89 [328] Other 126 217 _21.4 | about 870 million gallons of water; and Lake Redman,
1203409) 88 92 98 Tolal Assels 2110 2404 2499 | which is 1,000 feet long and 52 feet high and creates a
120310 ’ Teservoir covering approximately 290 acres containing
Fiscal EARNINGS PER SHARE | Full 'A'c‘zi'gg)';bslés'""” 22 o 56 | about 1.3 billion gallons of water, It also has a 15-mile
Year 3 4Q |Yoar| panipue 150 87 93 | pipeline from the Susquehanna River to Lake Redman that
12/3108| 42 14 47 15 | 58 | Other 32 a5 43 | provides access to an additional supply of water. As of
1263107) 42 A5 45 15 | 57 | Currenl Liab 214 142 162 | December 31, 2008, the company served approximately
12/3108) .11 A3 45 a8 | .57 176,000 residential, commercial, industrial, and other cus-
12308 13 A7 a8 g7 tomers. In November, the company completed the Beaver
1280 14 17 LO;‘SG;‘;gz’gI&EBT AND EQUITY Creek Village water system acquisition. Has 110 employees,
Cal- | QUARTERLY DIVIDENDS PAID | Fyil C.E.O. & President: Jeffrey R, Hines. Inc.: PA. Address: 130
endar | 1 20 3Q  4Q |Year Tolgl Eegt 583.311ni||. Dueln5Yrs.NA | East Market Street, York, PA 17401. Tel.: (717) 845-3601.
LT Debt $74.0 mill.
2007 | 118 118 {18 118 | .47 fncluding Cap. Leases NA Internet: http://www.yorkwater.com,
2008 | 20 420 421 421 |48 {47% of Cap') W.T,
2009 | 426 426 126 126 | .50
o Hon Leasas, Uncapilalized Annual rentals NA Janualy 22, 2010
Penslon Liability $3.8 mill. in ‘08 vs. $4.0 mifl in ‘07
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
1Q'09 2Q'09 3Q'09 | Prd Stock None Prd Div'd Paid Nane Dividends plus appreclalion as of 12/31/2009
:o guﬁ }(7) :1“2] :;g Common Stock 12,411,181 shares 3 Mos, 6 Mos, 1Yr 3 Yrs, 5Yrs,
e (53% of Cap'

5.61%

©2010 Vale Line Publshing, Inc. Al ri
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SYALUE LINE PUB. IHC]
Revenues persh A
"Cash Flow" per sh
Earnings persh A B
Div'ds Decl'd per sh €
Cap' Spending per sh
Book Valus per sh ©

i)

315

40.35
575
340
1.92
530

29.95

2009
29.90
5.95
269
172

2010
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5.05
295
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445
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2008
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1.68
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2148 | 2295

201
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a0
1.80
15
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CAPITAL STRUCTURE as of 12/31/09
Total Debl $2576.0 mill. Due In 5 Yrs $543.0 mill,

2621.0
2120

24940
2110

18320
1530

21180
1030

6074
iah

10493
823

8689
103.0

9837
1324

3250
25

54%
2800.0 2650

2170 2695
018

230

Revenues (§mill) A

260 245 Nat Profit {$mill)

LT Debt $1974.0mill. LT Interest $80.0 mill,
(Tolal interest coverage: 4.5x)

38.0%
8.4%
51.0%

38.0%
86%
54.0%

35.0% |Income Tax Rate
8.6% [Net Proflt Margin
52.0% |Long-Term Debl Ratio

40.5%
4%
50.3%

0.0%
11.2%
53.0%

36.0%
11.9%
56.3%

31.8%
8.4%
50.2%

I76%
B8.5%
50.2%

343%
11.7%

45.9%

35.9%
13.5%
50.3%

37.0%
84%
54.0%

1%
1%
51.9%

40.7%
1.8%
61.3%

Leases, Uncapltalized Annual rentals $28,0 miti,

Penslon

as of 112!

Assets-12/09 $303.0 mil.

4B.3% | 38.7% | 41.7% | 49.7% | 46.0% | 48.4% | 49.8% | 49.8%

49.1% | 48.0% | 50.0% 43.0%

48.0% |Comman Equily Rallo

Oblig. $463.0 mill,

Pfd Stock None
Common Stock 77,543,821 shs.

9/10

MARKET CAP: $2.9 billlon (Mid Cap)

23,0
3436.0

B.0%
132%
13.2%

33350
3560 |
1%
12.1%
127%

17043
2194.2
B.1%
145%
14.5%

19014
23524
85%
14.0%
14.0%

3008.0
31780

63%
1.0%
11.0%

31140
2110

1.9%
129%
129%

12862
1637.5

74%
10.2%
11.5%

17363
2058.9

8.5%
12.3%
12.3%

Other
Cument

Other
Current

CURRELI‘IJ_T POSITION 2007
Cash Assels

Accls Payable
Debt Dus

2008 1

16.0
2026.0
2042.0

202.0

21,
1790.0

Assels 1811.0

Liab,

391%  416%

231/09

32% | 42% | T.0% | 68% | 5B% | 62% | 63% | 5.3%
T2% | B8% | 52% | 63% | 49% | 52% | 52% | 58%

3800

3080

7.0%
12.0%
120%

4900

3300

6.5%
1.0%
11.0%

3210
1
14%
12.6%
12.6%

3750
2900
T.0%
14,5%
14.6%

4200 | Tolal Capital (Smil))
3250 | Net Plant {$mill)
6.5% |Return on Total Cap’l
12.0% |Return on Shr. Equlty
12.0% {Return on Com Equil
5.4% | 0% | 50% | 55% |Retalnsd toCom Eq 5.0%
60% | 50% | 58% | 57% |AllDivids to Net Prof 55%

26.0
1974.0
2000.0

BUSINESS: AGL Resources Inc. is a public ulility holding compa-
ny. lls dislibution subsidiaries include Allania Gas Light, Chat-
{anoega Gas, Elizabalhiown Gas and Virginia Nalural Gas. The ulil-
iles have more than 2.3 million cuslomers in Georgia, Virginia,
Tennessee, New Jersey, Florida, and Maryland. Engaged in non-
regulated nalural gas ing and other allied services. Deregu-

Fix, Chg. Cov,

laled subsidiaries: Georgla Nalural Gas markels natural gas al
retail. Sold Uliipro, 3/01. Acquired Compass Energy Services,
10/07. Frankiln Resources owns 7.7% of common slock; off./dir.,
less han 1.0% (3/09 Proxy). Pres. & CEO: John W, Somerhaider Il
Inc.: GA. Addr.: Ten Peachlree Place N.E., Allanta, GA 30309, Tel-
ephane: 404-584-4000. Intemel: www.aglresources.com.

of change

ANNUAL RATES  Past

Revanuss
“Cash Flow"
Eamings
Dividends
Book Value

to

rsh) 10 Yrs,
(per sh) .

0%

1.0%

4.0%
7.0%

Y.
16.5%

Past Est'd '08-'08

1315

Cal-
endar

QUARTERLY REVENUES {§ mill)
Mar31 Jun.30 Sep.30 Dec.dd

2007

1020
J075

973 467 685
444 805
37 638
450 750
475 800

EARNINGS PER SHARE P
Mar31 Jun.30 Sep.30 Dec.31

129 40 a7 86
16 30 28 9

. 26 16 932
150 30 28 .90
141 36 .33 100

QUARTERLY DIVIDENDS PAID C»
Mar31 Jun.30 Sep.30 Dec.3t

I T A T AT AV
4
42
43

AGL Resources reported better-than-
anticipated fourth quarter profit.
Earnings of $0.92 a share topped our es-
timate of $0.78 a share. A good perform-
ance in the companys unregulated
businesses offset disappointing results in
AGL's gas utility operations. For the full
year, the utility posted a solid bottom-line
showing ($2.89 a share), thanks to strong
results in the March period. However, a
year-over-year decline in  customers
weighed on the top line ($2.3 billien).

The compmnz provided positive guid-
ance for 2010, Management expects
share net to come In between $2.95 and
$3.05 this year. We have Increased our es-
timate by a nickel, matching the low end
of this range. We look for results across
AGL's nperations to perform mostly in line
with EUEQ'S showing except at the compa-
ny's wholesale services business, which
should post improved results. Moreover,
AGL will probably focus on new projects to
offset the decline in customers due to the
weak residential real estate market. Fur-
thermare, the company recently added two
new pipeline projects that began commer-
clal operation recently, which should pro-

vide a boost to results aver the coming
months. )
The board raised AGL's quarterly pay-
out by a penny (or 2.3%) to $0.44 a
share. Accordingly, income-oriented ac-
counts may want to take note of these
shuares. Indeed, this stock's yield (4.8%) is
above average for a natural gas utility.
Long-term prospects appear to be
promising. The cam!:an{ reached a legal
settlement, which will allow it to expand
its presence on Jefferson Island. Moreover,
a few rate cases should come into play in
the near term, which If approved, would
balster results over the long haul. Addi-
tionally, AGL recently launched a new en-
ergy services business that targets large-
scale clients. This should contribute to
rofits in the years ahead.

hese shares are neutrally ranked for
Timeliness. But this stack may be of in-
terest to patlent investors, Indeed, the is-
sue Is attractive on a risk-adjusted basis
(Safety: 2) for total-return potential over
the 3- to S-year pull, based on our projec-
tions of steady earnings growth and mod-
est dividend increases,

March 12, 2010
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Almos Energy's history dates back to] 2000 [2001 [2002 | 2003 | 2004 | 2005 |2006 |2007 | 2008 [2009 | 2010 | 2011 | OVALUELINEPUB, NG/ 1315
1906 in the Texas Panhandle. Over the| 2661 | 3536 | 2282 | 5439 | 4650 | 6175 | 7527 | 6603 | 7952 | 5369 | 48.95| 50.00 |Revenues pershA 66.20
years, through various mergers, it became | 301 | 203 | 339| 323| 281 390 | 426| 40| 419| 429| 470| 490 "CashFlow" parsh 540
part of Pioneer Corporation, and, in 1981,| 103 | 147| 4145| 71| 188 72| 200| 19¢| 200| 197| 225( 235 Earningspersh A® 270
Pioneer named its gas distribution division| 144 | 46| 118 t20| t22| t24| 126| 128 130| 132| f34| 136 DhdsDecldpershCn | 145
Energas. In 1983, Ploncer organized | 235 277| 347| 10| 303| A | 520| 439 | 50| 557 B60| 3570 |CapTspending per sh 6.0
Energas as a separate subsidiary and dis-| 1228 | 1431 | 1375 | 1666 | 18.05 | 1990 | 2046 | 2201 | 2260 | 23.52| 2450 24.65 {Book Valuo per sh 27,80
tribuled the outstanding shares of Energas [ 3795 | 4079 | 4158 | 5148 | 6280 | 8054 | 61.74 | 6933 | G001 | G250 | 9400 | 96,00 |Gommon ShsOutstg® | 770.00
lo Pioneer shareholders. Energas changed | 188 168 | 152| 14| 13| 161 | 135| 169 | 16| 125 | Bod fglresam [Avg ANNI PIE Ralio 130
its name to Almos in 1988. Atmos acquired | 123 80| 83| 76| 84| 86| 73| 84 2| 2| |Vausithe  IRelallve PIE Ratlo 85
Trans Loulsiana Gas in 1986, Westorn Ken-| 5.9% | 6% | 5d% | 52% | 49% | 45% | 47% | 42% | 48% | 53% estimites hvg AnniDivd Yield | 4%
lucky Gas Utlity in 1987, Greeley Gas in “gsoy | 12423 | 9508 | 27909 | 20200 | 49733 | 61524 | 50084 | 72213 | 4969.1 | 4600 | 4800 |Rovenues (Smill A 7500
1993, Uniled Cities Gasin 1997, and others. | “spp | ey | so7| 705| ss2| 1358 | se23 | 105 | 103 | tra7| 2t0| 225 [MetProfit (Sm 300
CAPITAL STRUCTURE as of 12/31/09 36.1% | 37.9% | 371% | 37.4% | 37.4% | 31.7% | 37.6% | 358% | 36.4% | 34.4% | 38.5% | 38.5% [Income Tax Rate 0.5%
Total Debt $2349.3 mi, Due In 5 Yrs $685.0mil. | 238% | 39% | 63% | 28% | 30% | 27% | 26% | 29% | 26% | 36%| 4.6% | 4.7% |NelProfil Margin 4.0%
zfﬁ:g:gﬁ’jjfem'“é gLy nterest STOOml. [ 17 17543% [ 539% [ 502% [ 432k | STI% | 670% [ 620% | 0% | A99% [ 490% | 4% [LongTerm DebtRallo [ 48.0%
coverage: 28x) 51.9% | 457% | 46.1% | 49.6% | 56.0% | 423% | 43.0% | 48.0% | 49.2% | 501% | 51.0% | 51.0% {Common Equity Ratlo | 51.0%
Leases, Uncapltallzed Anpual renlals §17.8 mil. | 7557 | 12763 | 12437 | 17214 | 19348 | 37855 | 38285 | 40927 [ 41723 | 4346.2 | 4520 | 4700 (Total Capltal {fmi) 5000
Pid Stock None 9823 | 13354 | 13003 | 15160 | 17225 | 33744 [ 3620.2 | 38368 | 41369 | 4438.1 | 4745 | 5050 [Net Plant (Smil) 6100
Pension Assels-/03 $301.1 mill ’ 6.5% | 59% | 68% | 62% | 58% | 53% | 64% | 59% | 59%| 59%| 60%| 6.5% |Relurnon Total Cap'l 6.5%
oo stk 83,050 Dbl $360.0 il B2% | 06% | 104% | 93% | T6% | 85% | 95% | B7% | B8% | 03%| 9.0%| 95% [RelurnonShr.Equly | 10.0%
avoliiate ' 82% | 06% | 104% | 83% | 76% | B5% | 98% | 87% | 68% | 03% | 9.0% | 9.8% [ReunonComEquity | 10.0%
MARKET CAP: $2.6 billion (Mid Cap) NWF | 2.0% | 19% | 26% | 17% | 23% | 38% | 30% | 3.1% | 27% | 3.5% | 40% [Retainedio ComEq 15%
CURRENT POSITION 2008 2009 12/31/09 2% 79% 82% 0% % 3% 63% | 65% 65% 66% 60% | 58% |All Div'ds to Net Prof 53%

ML

BUSINESS: Almos Energy Corporalion is engaged primarily in the

32%, commercial; 7%, industrial; and 4% other, 2009 depreciation

8?r1serAssets zgg:Z -H;; 11%3 distribulion and sale of natura! gas lo over lhree million customers rale 3.6%. Has around 4,700 employees. Officers and direclors
Current Assets 12651 6280 1286.6 | Via six regulatad nalural gas uliity operalions: Louisiana Divislon, ~own approximalely 1.6% of common slock (12/09 Proxy). Chairman
Accls Payable 3954 2074 578.8 | Wesl Texas Division, Mid-Tex Division, Mississippl Division, and Chief Execulive Officer: Robert W, Besl. Incorporated: Texas.
Debl Due 351. 727 1898 | Colorado-K: Division, and K ky/Mid-Stales Division. Com-  Address: P.O. Box 650205, Dallas, Texas 75265. Telaphone: 972-
Other 4804 4573 _413.8 | bined 2009 gas volumes: 282 MMcf, Breakdown: 57%, residenllal; 934-8227. infamel; www.almosenergy.com.

Current Liab. 12071 7374 11824 —

Fix. Chyg. Cov. 450% 416% 435% | Atmos Energy got off to a strong start rate of growth due to the difficult com-
ANNUALRATES Past  Past Esraor-op| in fiscal 2010, which ends on Septem- parison.
olchangs persh}  10¥rs, . S¥, fo'1345 | ber 30th, as first-quarter earnings per Steady, though unexciting, earnin
Revenues 95%  10.09 5% | share were around 20% higher than the gains appear to be in store for the
Eg?ﬁiﬁg':sm“” 3% 6% 45% | year-earlier tally. For one thing, the natu- company in the next three to five
Dividends 20%  1.5% 0% | ral gas marketing segment enjoyed a sub- years. The utility is one of the nation’s
Book Valug 70% 70% 35% | stantial increase in unrealized margins, ?;rgest natural gas-only distributors, now
Fiscal | QUARTERLY REVENUES (smiljA | Funl | brought about, to a certain extent, by a serving over three million customers

foal |Dec. Mar31 JundD Sep.30 F{,:g’g' narrowing of spreads between current across 12 states, Morem:rcr. the unregu—

2007 15006 20758 12182 70020 [Ase4| cash prices and forward natural gas lated s:gments (contributing between 15%

2008 6575 24840 16394 14407 |7221.3 | prices. Furthermore, results for the natu- and 35% to net income annually on a his-

2000 (7163 18214 7808 6506 (49691 | ral gas utility were alded partially by torical basis) possess healthy prospects.

2010 2920 1650 900 7574 |4500 | higher rates in the Mid-Tex, Louisiana, Lastly, management may return to its suc-

2011 §065 1835 1045 855 M800 | and West Texas service areas. That unit cessful strategy of purchasing less-efficient

Fiscal |  EARNINGS PERSHAREABE Ful | also benefited from a 7% rise in through- utilities and shoring up their profitability

Year |Dec.31 Mard1 Jun30 Sepdo| Fgt?!| put, as colder temﬂeratures boosted con- through expense-reduction initiatives, rate

007 T & 120 415 405 | 19i| sumption, Finally, the regulated transmis- relief, and aggressive marketing, }Future

2008 | 82 124 dor 02 | 200 sion and storage operation experienced a acquisitions are excluded from our figures,

2000 | 83 129 02 d17 | 197| drop in operating expenses because of a however) In Atmos’ current configuration,

2010 | 100 132 .05 df2 | 2.25 decreased level of pipeline maintenance annual share-net growth could be in the

2011 | .97 136 .03 dof | 235] activity. mid-single-digit range over the 2013-2015

cal- | QUARTERLY DIVIDENDS PAID Ca Fun | We expect the momentum to continue periad.

ondar |Mar31 Jun.30 Sep30 Dec3f| Year | during the remaining three quarters. n a risk-adjusted basis, total return

2006 | 345 315 315 32 | 127| As a result, the bottom line stands to ad- potential is appealing. Meanwhile,

2007 | 32 32 32 35| {29| vance about 14%, to $2.25 a share, in fiscal these good-quality shares are ranked to

2008 | 325 325 325 33 | 431] 2010. Assuming further expansion in oper- perform in line with the broader market in

2008 3 33 .33 23| 133 ating margins, share net may reach $2.35 the year ahead.

2010 | 33 next year, That would be a much slower Frederick L. Harris, 11T March 12, 2010
(A) Fiscal year ends Sopl 30th, (B) Diluted | early March, June, Sept., and Dec. = Div. rein- | {E) Qurs may not add due lo change in shrs | Company's Financial Strength B+
shrs. Excl. nonrae, ifems: 00, 12¢; ‘03, d17¢; | veslmenl plan. Direct stock purchase plan | oulslanding. Stock's Prica Stabllity 100
'08, d18¢; '07, d2¢; '08, 12¢. Next egs. rpl. due | avail. Prica Growth Perslstence 50

early May, (C) Dividends hislorically paid in | (D) In millions. Earnings PradIctabillty
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CE/3008] d.25 75 165  dO7 |208
06/30/09| .08 37 129 d16 |1.58
06/3010) dA7 .58

Ca- | QUARTERLY DIVIDENDS PAD | un | °F 1231109

endar | 1Q 20 3Q 40 |Year | Yotal Debt $70.5 mil.

LT Debt $57.3 mill,

2007 | 305,305 5l 31 (1.2 Inctuding Cap. Laases NA

2008 3 3 32 32 (126
2009 32 32 326 325 |1.29

LONG-TERM DEBT AND EQUITY

Dug In 5 Yrs. NA

(49% of Gap')

gathering, transmission, distribution, storage, and service
lines, as well as interests in oil and gas leases on 10,300
acres in Bell, Knox, and Whitley counties, Has 155 employ-
ees. Chairman, C.E.O. & President: Glenn R. Jennings. Inc.:
KY. Address: 3617 Lexington Road, Winchester, KY 40391.
Tel.: (859) 744-6171. Internet: http://www.deltagas.com.
LY

L Ui ilalized Annual renlals NA
Sttt s eases, Uncapllalized Annwal rentals March 12, 2010
Penslon Llabllily $.4 mé. in 09 vs. None in ‘08
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
1Q'09 2Q'09 3qpg | Pid Stock Nons Prd Div'd Pald Nona Dividends plus epprecialion as of 2/28/2010
o Buy & Common Stock 3,327,573 shares 3 Mos. 6 Mos. 1Yr 3Yrs. 5Yrs,
lo Sall 9 9 & (51% ol Cap')
HId's(000) 815 568 588 11.58% 16.40% 44.31% 37.61% 40.85%
0 Ve Ling In, AY right ed. Factual material Iy oblained fom spurces believed 1o be refiable and i3 providod without nties of kind, 1
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TA T RECENT 29 55 TRALING 19 2 RELATIVE 1 06 DN'D
DEL A . A NDQ--DGAS PRICE ' PERATIO |4 |PERATIO I, YLD
P e 7 ~ 20,99 ‘ 23.08 24.10 28.75 30.00 26.82 28.08 32.
= - 17.69 18.50 21.00 22.02 23.60 2411 23.50 1.
PERFORMANCE 3 averags L
i 3 T e e | b 3
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© VALUE LINE PUBLISHING, INC, 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010/2011
SALES PER SH 28.36 2211 21.59 24,74 26.08 36.01 29.96 34.18 31.84
"CASH FLOW" PER SH 3.08 318 2,65 2.85 2.88 294 3.19 3.49 2.89
EARNINGS PER SH 147 1.45 1.49 1.20 1.55 1.56 1.62 2.08 1.58 1.65°B/NA
DIV'DS DECL'D PER SH 1.14 1.16 1.18 1.18 1.18 1.20 1.22 1.24 1.28
CAP'L SPENDING PER SH 2.83 372 2.80 2.80 1.65 2.39 247 1.69 2.54
BOOK VALUE PER SH 13.12 13.51 14.49 15.26 15.73 16.16 16.61 17.48 17.78
COMMON SHS OUTST'G (MILL) .50 2.53 47 3.20 3.23 3.26 3.283 3.30 3.32
AVG ANN'L PIE RATIO 123 141 14.5 2041 16.8 16.9 15.5 12.3 15.0 17.9/NA
RELATIVE P/E RATIO .63 a7 .83 1.08 .89 81 82 74 .89
AVG ANN'L DIV'D YIELD 6.3% 5.7% 5.5% 4.5% 4.5% 4.6% 4.9% 4.9% 5.4%
SALES (SMILL) 70.8 55.9 68.4 79.2 84.2 1173 98.2 2.7 105.6 Bold figures
OPERATING MARGIN 23,2% 29,3% 24.7% 21.2% 21.9% 16.2% 204% 19.6% 18.0% are consensus
DEPRECIATION {$MILL) 4.0 4.4 4.5 4.7 4.3 46 5.2 47 4.4 earnings
NET PROFIT gSMlLL} 3.6 3.6 3.9 3.8 5.0 5.0 53 6.8 52 ostimates
INCOME TAX RATE 38.0% 38.2% 38.0% 38.1% 38.3% 36.6% 37.3% ar.8% 36.6% and, using the
NET PROFIT MARGIN 5.1% 8.5% 5.8% 4.8% 5.9% 4.3% 5.4% 8.1% 4.9% recent prices,
WORKING CAP'L (SMILL) d12.6 d15.3 d.2 d.7 ] 46 5.1 8.2 55 PE ratlos.
LONG-TERM DEBT ($MILL} 493 48.6 53.4 53,0 52.7 564 58.6 58.3 5§76
SHR. EQUITY (§MILL) 2.8 34.2 45.9 48.8 50.8 52.6 54.4 57.6 59.0
RETURN ON TOTAL CAP'L 6.7% 6.6% 5.9% 5.6% 6.7% 6.7% 6.3% 7.6% 6.2%
RETURN ON SHR. EQUITY 11.1% 10.6% 8.6% 7.9% 9.8% 9.5% 9.7% 11.9% B8.8%
RETAINED TO COM EQ 2.5% 2.1% 1.6% 2% 24% 2.1% 2.4% 4.8% 1.7%
ALL DIV'DS TO NET PROF 78% 80% 81% 98% 76% 77% 75% 60% 81%
ANo. of analysls changing eam, esl, In las! 27 days: 0 up, 0 down, conssnsus 5-year eamings growth 3.0% per year. Bﬂased upon one analyst’s eslimale,
ANNUAL RATES ASSETS (§mill) — NDUSTRY:| Natural Gas (D
of change (per shere) 5Yrs, 1Yr, Cash Assels 3 4 1
§ﬂ'55h - ;0:2 70% | Receivables 14 44 127 | BUSINESS: Delia Natural Gas Company, Inc. sells natu-
E?:,:-n;:w 5:3% :;Z:gn//: '&‘f"w'y (Avg cost) 1;2 12; 1;3 ral gas to approximately 37,000 retail cusiomers on its
Dividends 1.0% 3.0% Cu:erm el el i—— distribution system in central and southeastern Kentucky. Its
Book Value 3.5% 20% ’ ’ “ | Regulated segment sells natural gas to its retail customers,
Flscal | QUARTERLY SALES (smill) | Ful Progeﬂy,.mﬂn[ primarily in 23 rural counties. This scgment also fransports
Year | 1Q 20 3@ 4Q |Year Equip, al cosl 1921 1993 == | gas to industrial customers on its system who purchase gas
ool 131 e 40 7 |92 ﬁgf‘g?ogeﬁy on 12}1 1;3% 1265 | in the open market, as well as transports gas on behalf of
06r008| 124 293 484 226 [1127| Other 124 145 148 | local producers not on its distribution system. The compa-
oB/aome| 181 339 432 104 [105.6| Tolal Assels 1708 1625 1750 | ny’s Non Regulated segment purchases natural gas on the
0B730MO] 81 214 open tmarket and from Kentucky producers, and resells this
LIABILITIES ($miH } as to industrial customers on its distribution system and to
Flscal EARNINGS PER SHARE Full | Accts Payable 122 47 63 | & ] ¢ Y
Year | 10 20 3@ 4Q |Year| popipyg 80 49 437 | others not on its system. This segment also produces natural
08/30008] d.18 89 103  d19 | 155 | Other _56 _43 44 | gas that is sold to Delgasco for resale. As of June 30, the
ofA0m7| d16 .73 112 do7 | 1.62 | Currenl Liab 258 139 239 | company owned approximately 2,500 miles of natural gas
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Hidslo)_11043 10569 10660 5y, 298 804
1994 | 1995 | 1996 | 1997 | 1998 | 1999 [ 2000 | 2001 | 2002 {2003 {2004 | 2005 |2006 | 2007 | 2008 | 2009 | 2010 [2011 | ©VALUELNEPUB.WC]13.15
3343 2479 3103 3433 31.04| 2604 | 2999 | 53.08 | 3084 | 5495 5959 [ 7543 | 9351 | 9340 | 10044 | 8549 | 72.90| 76.10 [Revenues persh 96.15
265 255| 329( 332 302| 256 286| 300| 256| 35| 279 298| 381 | 387| 422| 456| 415| 4.35 |"CashFlow" persh 5.20
1421 17| 187| 184 158 147 437 181| 48| 82| 182| 190 237| 231 | 264| 292| 245| 2.60 |Eaningspersh AB 3.00

1341 134 ] 134] 134 135| 137 140| 145

149 | 1.53| 1.57| 1.6 |DN'dsDecl'dpersh Sa | 175

250 283 Zz3%| 24| 268| 258
1244 | 1305) 1372 | 14.26| 1457 1496

1567 1742| 1756| 1756| 17563 1683 1668 | 1886 1696 | 1947 | 2098 | 2117 | 2196 | 2165

27| 251 280 267 245 Z®| 28| Z72
1499 | 1526 | 15.07 | 1565 ) 1696 | 17.01 | 1885 | 19.79

257 23| 245 2.55 |CaplSpending persh 315
. 23,90 | 24,30 |Book Value lger sh D 2770
2199 | 2217 | 22.60 | 23,00 [Common Shs Outst'g * | 26,00

CURRELPII_T POSITION 2008

64| 55| 18| 125| 15| 158| 14§ 145| 200| 136| 157 | V62| 136 14Z| 143| 134 | Boldfigires sro |Avg ANN]FIE Ralio 160

108) 104 5| 72 at| o | 4| 09| 8| 83| 86| 73| 75| 86| 88| ‘aueime |Relafive PIE Ratlo 105

53% | 63% | 56% | 56%| 54% | 58% | 6.6% | 57% | 57% | 54% | 47% | 44% | 43% | 44% | 39%| 39%| "' |Avg Ann Div'd Yield L%

CAPITAL STRUCTURE as of 12/31/09 5661 | 10021 | 7552 | 1050.3 [ 12503 | 1597.0 | 1997.6 | 20216 [ 2209.0 | 1895.2 | 1640 | 1750 [Revenues ($mil) A 2500
Total Debt $509.6 mil, Due In 5 Yrs $180.0 mill 260] 305] 204| 5| 64| 44| s05| 4980 526| 643 5500  60.0 |Met Profit (Sl 0.0
g&ﬁﬁéﬁ;ﬁggﬁ F';‘Ta‘x“)’"““z"-“m"'- 35.2% | 32.1% | 354% | 95.0% | 346% | 34.1% | 325% | 334% | 31.% | 3356% | 35.0% | 35.0% |Incoms Tax Ralo B5.0%
as: 4 46% | 30% | 30% | 39% | 290% | 25% | 25% | 25% | 26% | 3.4% | 34% | 3.4% [NotProfll Margin 3.2%

45.2% | 49.5% | 47.5% | 50.4% | 51.6% | 40.1% | 49.5% | 45.3% | d4.4% | 42.9% | 42.5% | 43.0% {Long-Term DebtRatio | 47.0%

Leases, Uncapitalized Annual rentals $.9 mill. 54.5% | 50.2% | 52.3% | 49.4% | 48.3% | 51.8% 50.4% | 54.6% | 55.5% | 57.1% | 57.5% | 57.0% |Common Equlty Ratio 53.0%
Pension Assels-8/03 $2237 mil. | 5192 5741 ] s466| 6050 | 7374 | 7079 | 7989 | 7845 | 6761 9063 | 935| 960 [Total Capltal (Smill 1360
L Stook None Oblig. $378.0mit. | 5754 | G0 | 5344 | 6212 | 6469 | 6795 | 7638 | 7938 | 6232 | B559 | aro| ot |NetPlant il 1230
Common Stock 22,262,436 shs, 67% | 60% | 6.0% | 7.4% | 56% | 76% | 84% | 85% | 8.1% | 81%| 7.0% | 7.8% |Returnon Total Capl 5%
as of 1/28/10 9.1% | 10.5% | 7.8% | 115% | 10.1% | 10.9% | 125% | 11.6% | 118% | 124% | 10.0% | 10.5% |Returnon Shr. Equlty | 11.0%
9.1% | 105% | 7.8% | 11.6% | 10.4% | 10.9% | 12.5% | 11.6% | 11.8% | 124% | 10.0% | 10.5% |Return on Com Equl 11.0%

MARKET CAP; $750 million (Small Gap) Zh| UB% | NMF| 3T% | 27% | 3.0% | 5.0% | 43% | 52% | 59% | 3.5% | 4.0% [RetainedloCom Eq 50%
2000 12/31/09 | 98% | B3% | 113% | 74% | 73% | 72% | 59% | 6% | 56% | 53% | 64% | 62% |AilDiv'ds to Net Prof 57%

BUSINESS: Laclede Group, Inc,, is a holding company for Laclede
Gas, which distributes natural gas in eastem Missour, including the
city of St. Louis, St Louis County, and paris of 10 olher counties.
Has roughly £30,000 custamers, Purchased SM&P Utilily Re-
sources, 1/02; divested, 3/08. Therms sold and transported in fiscal
2009: 1.07 mill. Revenue mix for regulaled operalions: residential,

65%; commercial and Induslrial, 24%; iranspariation, 1%; other,
10%. Has around 1,762 employeas. Officers and direclors own ap-
proximately 8% of common shares {1/10 proxy). Chairman, Ghief
Execulive Officer, and Presidenl: Douglas H. Yaeger. Incorparated:
Missouri. Addrass: 720 Olive Sireel, SI. Lavis, Missouri 63101, Tel-
ephone: 314-342-0500. Internet: wwv.lhelacledegroup.com,

Cash Assels 149 746 80.0
Other 5470 2042 _3%6.7
Current Assels 5619 3688 4767
Accls Payabls 159.6 728 1351
Debt Due 21611 1298 1452
Other 1035 _ 965 1275
Current Liab. 4792 2991 4078
Fix. Chg. Cov. 377%  420%  400%
ANNUAL RATES Past Past Esi'd '07-'09
of change {persh} 10 Yrs, 5Yrs. 10’135
Revenues 2.0% 12.5% 5%
“"Cash Flow" 3.5%  85% 3.5%
Earnings 50% 10.5%  2.5%
Dividends 1.0% 20% 2.5%
Book Value 40% 6.5% 4.0%
Fiscal | QUARTERLY REVENUES (S millja | Full

o3 |Decd Mar31 Jun30 Sepo| Fsce!
2007|5396 7008, 4578 3233

2008 | 5040 7477 5055 4518
2009 (6743 6501 3099 2519
2010 [4912 350 350 2468 1640
2011 | 460 625 410 255  |1750

EARNINGS PER SHARE A8 F | Full
Pods |Dec.31 Mard1 Jun30 Sep.dn| SSe
2007 | 83 97 43 .03 | 241
2008 | 93 139 41 di4 | 264
2009 | 142 140 31 d22 | 2
2010 [ 103 130 35 d23 | 245
2011 | 100 141 41 d2z | 260

Cal- | QUARTERLY DIVIDENDS PAD S | Ful

Mar31 Jun.30 Sep30 Dac.3i| Year
2006 | 345 355 365 355 1.41
2007 | 385 .65 365 365 | 146
2008 | 375 375 375 87 1.50

L2010 | 395

Laclede Group’s share net plummeted
27% in the opening quarter of fiscal
2010, compared to the same period a
¥ear earlier. (Years end September 30th.)
he shortfall occurred primarily because
Laclede Energy Resources suffered from a
substantial reduction in margins on sales
of natural gas, reflecting narrower price
differentials. On a positive note, results for
Laclede Gas were boosted nicely by the
sale of propane in the wholesale market,
and, to a lesser degree, higher net invest-
ment income,
We expect more of the same during
the remainder of the year, Consequent-
ly, the company's bottom lne for fiscal
2010, as a whole, stands to drop about
16%, to $2.45 a share, But assuming a bet-
ter performance from Laclede Ene Re-
sources, share net may advance , to
$2.60, the following year, Note that our
figures do not include a pending rate case
(discussed below).
A rate case was filed with the Mis-
souri Public Service Commission,
Laclede seeks a net revenue Increase of

ice to its customers. Of course, there is no
guarantee that the measure will be ap-
proved, or that the full amount requested
will be received.
The company stands to register un-
spectacular results in the coming

ree to five years. The customer base
for Laclede Gas will probably continue to
expand at & moderate rate, since the serv-
ice territory Is in a mature phase. Laclede
Energy Resources offers promising growth
opportunities, but has contributed just a
small portion to total profits on a histori-
cal basis. A major acqulisition could help to
offset this, but it seems that management
has no such plans in the works, at this
juncture,

he good-quality stock offers a gener-
ous amount of current dividend in-
come, which is well covered by the compa-
ny's earnings. But our projections indicate
that additional Increases in the distribu-
tion will be moderate. That is largely be-
cause of the utility’s unexciting expansion
prospects, Meanwhile, the shares of
Laclede are ranked 5 (Lowest) for Timeli-

Based on average
08, 74 Exciudes galn f

Lajﬂscnfywmﬂsa 1, 30th,

$52,6 milllon annually, to help offset the ness.
2009 | 385 365 365 385 | 154 rising costs of providing natural gas serv- Frederick L. Harris, [I] March 12, 2010
alions: '08, 84¢. Next uamrl&s toport due lale | charges, In '09: $468.3 mill, $22.03/sh. Company's Flnanclal Strangth B+
wrs!anﬁlnasll'\ru. April. (C) Dividends historically paid In early {E) In mifipna. Stock’s Price Stabllity 100
, then dituled. Excludes nonvecuning foss: | January, Agel, July, and . » Dividend | (F) Qtly, ngs. may nol sum due lo rounding or | Price Growth Parslstence - 60
rom discontinued cpar- | rel plan avallabie, (0) Incl, deferred | change In shares outstanding, Earnings Predictabllity 85
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H RECENT PE Traillng: 16.6 )| RELATIVE DV'D 0/
N.W. NAT'L GAS nysem AT 45,85 [fio 17.0 o 1){ ekl 1,00(%s m
]2z 5 : 7| 313[ 341 ] 7| 528| s52] 465 481
TMENESS 4 wwetio | Hoh] 29| 28] 2081 I 9131 51| 35| Ba| %8| B3| £7[ M ;aurf;l 2.’,‘;’2 R;ﬁ?;
SAFETY 1 Raised 3n0hs LEGENDS b2l
i —_— 110 Dmdendssr sh = 100
TECHNICAL 2 Reied 211D dhided by st Rale [
o alive Price Suenglh = a0
BETA 60 (1,00~ Marke) Options: Yes &t
AN P! recestion . LT (BT
z Al Total Lales! recession began 12137 - 48
Price Gain  Return LT PP
W g5 (a0 124 . ST I T e #
tow 55 ls20%) 8% [leetBoggl o ! _ 2
insider Decisions =t H (5 20
AWy JAason Dt d | - P 18
Giw 0006888803 i N . A e e ; "
Wil 011120023 o TOT. RETURN 2110 |
Institutional Decisions ""éu "k‘:‘&"
N0 2008 302609 " STO|
oy g D mint wou L
Wision, 15126 15387 1staa | "0 S e Sy 441 30
1094 [1995] 1996|1957 | 1998 | 1998 | 2000 [ 2001 | 2002 [ 2003 | 2004 | 2005 | 2006 [2007 | 2008 [2009 [2010 | 2011 | SVALUELNEPUB, INCI13-15
18.30| 1602| 1686| 1582 1677 18.47| 2109 | 2578 | 2507 | 2357 | 2569 | 3301 | 37.20 | 39.43 | 39.16| 38.18| 35.85| 35.55 |Revenues persh 48.20
3501 341 3e6| 372| 324| 372| 368| 3e6| 365 365| 392| 434 | 476 541 531 | 512| 525| 545 |"Cash Flow" persh 6.40
163 161 197 176 02| 70| 79| 188| 82| 76| 186| 21| 235| 276| 257| 277| 280| 295 |Earningspersh A 3.50
147 18] 120 1.2 122 123 24| 125| 128 ter| 130| 132| 439 144) 152] 1.60| 4.68| 1.78 |DIv'ds Decl'd persh Bx 216
I23| 30Z| 370| 507| 40z| 476| 94| 323 311 §90| 52| 48| 356 448 992| 508 .10 . 4,50
19.63] 14.55| 1537] 16.02| 1659 47.42| 17.93| 1856 | 18.88 | 1952 | 2064 | 21.28 | 2201 | 2252 | 2371| 2488 | 26.40| 27.45 |Book Valug persh .75
70.13| 22.4| 2050 22.80)| 24.65| 2500| 7503 | 2523 | 2559 | 2584 | 2755 | 2758 | 21.24 | 2641 | 2650 | 2653 | 26.60 | 2660 |Common S| sﬁutst'q ©| 2800
50| 28] 17| WA| HI1| Ws| W2A| 128| 12| 58| 16| 10| 13| oI 183 15.0°| Botd Agfres ara | Avg Ann'i PIE Ratio 1.0
.85 86 13 83 139 83 81 66 .94 80 88 H .68 89| 109 1.02| Valuelice |Relative P/E Ratlo 115
55| 57%| 5% | a8%| 45% | 50w | e | 5% | 45w | 46w | a2m | ave | ame | anw | 2% ame| MPC JAvganmiDivdYield | 38%
CAPITAL STRUCTURE s of 12/31/09 5321 | 6503 | 6414 | 611 | 7076 | 9105 | 10182 | 10332 | 10379 [ 10127] 50| 1025 [Revenues (§mil) 1350
Tolal Debt $733.7 mill. Due fn 5 Yrs $145 mil. 478| s02| 48| 460 506| 584 | ss2| 745| es5| 735| 7450 800 |NetProfit {$mill) 9.0
LTDobt S601.7 mil.  LTintorest S340m.  |=3505" 13545 [ 34.9% | 33.% | 34.4% | %60% | 363% | 37.2% | %6.9% | 383% | I7.0% | 37.0% [Income Tax Rate 370%
(Tolal ntrest coverage: 3.9%) o% | 77% | 6% | 75% | 7% | 64% | 64% | 7.2% | 66%| 70% | 7.9%| 7.8% [Nt ProfltMargln 7.3%
451% | 43.0% | 47.6% | 49.7% | 46.0% | 47.0% | 46.3% [46.3% | 449% | 47.7% | 50% | 91% |Long-Term Debt Rafio 50%
Penslon Assets-12/08 $201 mil. 50.9% | 53.2% | 51.5% | 50.3% | 54.0% | 53.0% | 53.7% |63.7% | 55.1% | 523% | 50% | 49% |Common Equily Ratio 50%
Oblig. $308 mi. Ba7.6 | 8805 | 957.3 | 10066 | 10525 | 11084 | 11165 | 1106.8 | 1140.4 | 12618 | 1400 | 1500 |Total Capilal ($mill) 1800
Pfd Stock None 934.0 | 9650 | 9956 | 12059 | 13184 | 13734 | 14250 | 14959 | 1549.1 | 16701 | 1800 | 1900 |Net Plant (Smil) 2200
Common Stock 26,533,028 shares G7% | 65% | 59% | 5% | 59% | 65% | T.4% | 85% | 70%| 7.0%| 8.0% 80% [RetumonTotalCopl | 6.0%
as of 2/23110 96% | 10.0% | 89% | 9.1% | 89% | 9.9% | 10.9% | 12.5% | 10.9% | 11.4% | 11.0% | 11.0% |Relurn on Shr. Equity 9.0%
MARKET CAP $1.2 bllllon (Mid Cap) 10.0% | 102% | 85% | 9.0% | 89% | 9.9% | 109% |125% | 109% | 11.1% | 14.0% | 11.0% |Rsturnon Com Equil 9.0%
3% | 5% | 19% | 6% | 27% | AT | 45% | 60% | 45%| 41%| 45%| 4.5% |RetalnedtoComEq 31.5%
CURSDR’IELT.T POSITION- 2007 2008 2009 | T0% | 67% | 79% | 7% | 69% | 63% | 59% | 52% 53% | 58% | 60% | 60% |All DividsioNet Prof 62%
Cash Assels 61 6.9 8.4 | BUSINESS: Norlhwesl Nalura! Gas Co. distibutes nalural gas io  Owns local underground slorage. Rev. breakdown: residenfial,
O 2688 4744 3198 | g communities, 668,000 cuslomers, In Oregon {30% of ) 57%: , 26%; induslrial, gas transporiation, and olher,
Current Assets 2749 4810 3282 | andin southwes! Washinglon stale. Principal cities served: Porlland  17%. Employs 1,061, Barclays Global owns 6.6% of shares; of-
Accts Payable }13{ 233'3 1337 | and Eugene, OR: Vancouver, WA. Sevica area populalion: 2.5 mill.  ficers and direclors, 1.4% (4108 proxy). CEC: Gregg S, Kanlor. Inc.
Other e 1221 2089 1319 (77% In OR). Company buys gas supply from Canadian and U.5, Oregon. Address: 220 NW 2nd Ave., Forlland, OR 97208. Tele-
Cureent Liab. 3804 6513 3026 | prod has portation righls on North Pipeline syslem.  phone: 503-226-4211. Internek vavw. f.com
| Fx. Chig, Cov. 408% 383% 395% | Northwest Natural's 2009 results Steady growth is likely next year. We
ANNUALRATES Past  Past Estd'06-08| reflected some unusual items. The expect the recovery in customer growth
dchangeporst) - 10¥s, - Shts,  0R5 | company earned $15 milllon pretax from and Industrial gas use to continue. Polls
T eIC S 3% 2% 2% |its commodity cost-sharing arrangement indicate that gas is favored over electricity
Eamings 0% 8.0% 50% | in Oregon, under which Northwest retains for home heating by a three to one margin
Dividends $0m 39 80% | some of the difference between actual and in Portland, and returning prosperity
CA : LN forecast gas costs, with the majority geing should increase converslons to gas from
Cal- | QUARTERLY REVENUES(Smil) | rFun | to the rate payers. That windfall was par- other fuels. Costs should remain moderate,
ender [Mar31 Jund0 Sep.d) Dec.d1| Year| tially offset by higher pension, healthcare, as last year's new union contract provides
2007 [3941 1832 1242 3317 [i0332| incentlve bonus, and severance costs, Cus- for more workforce flexibility and caps
2008 [387.7 1913 1007 3492 |10378 | tomer growth was Just below 1% last year, payroll and healthcare costs at 3% annual-
2009 |437.3 1493 1168 3093 (10127 | compared with an average of around 3% ly depending on inflation. Finally, the Gill
2010 1375 135 110 330 | 950 | annually for many years through 2007, as Ranch gas storage project in California is
011 1400 145 125 356 11025 | the recession flattened housing starts, All scheduled to open late this year and ought
Cal- EARNINGS PER SHARE A Ful | told, earnings would have been around to contribute to results in 2011.
endor |Mard1 Jund0 Sep.30 Decd1| Year| £2.60-$2,65 a share in 2009, excluding the A new pipeline could boost earnings
2007 | 177 40 d22 A0 | 276| unususal items. noticeabl by 2013-2015. Northwest
2008 | 162 08 d38 125 | 257| We anticipate a normal year in 2010, owns ha?i: of the proposed Palomar
2009 | 172 A2 425 148 | 277| Thanks to much-lower natiral gas prices, pipeline, which would provide Portland a
2000 | 170 0 3-29 128 | 2801 Northwest is lowering its residsent{al gas needed second source of gas. If both halves
o | 177 A1 d27 134 | 295 prices by around 10% this year. That and are built, the company's investment would
Cal- | QUARTERLYDVIDENDSPADBw | -Fyy | the incipient economic recovery should be around $400 million. Though that
endar [Mar31 Jun.30 Sep.30 Dec1] Year| produce better customer growth than in would entail raising some equity, it would
2006 | 345 345 345 355 | 1.39| 2009. Operating costs should remain mod- lift earnings beyend our forecast, which
2007 | 355 355 35 375 | 144 erate, owing to a roughly 20% headcount excludes the project for now
2008 | 375 375 375 395 | 152| reduction since 2005. Pension and bonus These high-quality shares offer pood
2009 | 395 395 395 415 | 160 | expenses should decline, unless the latter risk adjusted total-return potential.
2010 | 415 rises due to a very good year. Sigourncy B. Romaine arch 12, 2010
(A) Diluted eamings per-shara, Excludss non- | (B) Dividands hislorically pald in mid-Fabruary, | () In millions, adjusted lor spit. Company's Financial Strangth A
recurring flams: 88, §0.15; ‘00, $0.11; '06, | May, August, and November. Stock’s Prica Stabllity 100
$0. ‘08, ($0.03); ‘05, B¢ Nexl earnings | w Dividend reinvesiment plan available, Price Growlh Persistence - 70
report dug aae . Earnings Pred(ctabllity 90
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1082 8.6
143] 125
68 N
51 54
18] 172
568| 6.6
5319 | 57167

11.58
1.49
84
51
1.64
6.63

53.10

1245
112

1087
170

65 bE]

£3.83

2296
243
132

A1

2580
251
128

8

2337
264
140

99

13.01
i
10

12

1257
1.8
85
80

18.14
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1.1

82

19.95
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127

85

2852
wm
149
1.03

2236
301
167
1.07

23,60
290
1,65
1.1

24.50 |Revenues persh A
2,95 |"Cash Flow" per sh
1,70 |Earnings per sh A®
1,15 |Dlv'ds Decl'd per sh Cx

FAL]
11.83

185
1199

121
891

250
11.53

118
936

1.85

8.26 1145

247
1211

1.6
1267

.65
12.95

.55 |Cap'i Spending per sh
13.40 |Book Value per sh ©

£6.10 | o1t | 7667 | 7670 | 7461 | 1323

7376 | 1927 | 72.00| 71.50 Shs Dutatg *
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157 138
1.03 .52

48% | 54%| 49%| 48%

4.0%
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5.0%

16.7
BB
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LT Debt $732.5 mit,
3.5%)

Pfd Stock None

Common Slock 73,295,803 shs.
as of 12/11/09

CAPITAL STRUGTURE as of 10/31/09
Total Debt $1098.5 mill. Due [n 5 Yrs $220.0 mill.
LT Interest $55.1 mil,
(LT Inlerest earned: 4.1x; total inleresl coverage:

Penslon Assels-10/09 $184.3 mill,
Oblig, $195.3 mill.

MARKET CAP: $1.9 bllllon (Mid Cap)

1761.1
1013

19246
9.2

17113
1044

12208
744

1529.7
952

6304
640

11079
635

8320
62.2

2089.1
1100

1638.1
1228

1700
19

1750 |Revenues ($mill) A
120 |Met Profit ($mil}

CURRELPIJ-T POSITION 2007

7.5
427.8
4353
1436
19!

Cash Assels
Other

Current Assets
Accls Payable
Debl Dua
Other

Current Liab.
Fix. Cha. Cov. 309%

2008

7.0
593.8

600.8

46.4%

1072.0

3U2%
5.0%

B0%
6.1%

35.4%
62%

B
5.0%

34.7%
1.7%

34.6%
5.9%

BI%
15%

34.8%
B6.1%

35.0%
7.0%

35.0% [Income Tax Rate
7.0% |Met Proflt Margin

36.3%
5.3%

28.5%
1.5%

48.3%
51.7%
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56.1%
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41.4%

53.9% 58.6%
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52.8%

44.1%
55.9%

44.5%
55.5%
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17078
| 20753 |

| 72% |
11.0%
| 11.0% |

17033
2415
7.8%
11.9%

| 119%

978.4 | 10694
1147

5%
11.7%

1.7%

1051.6
11585
5%
106%
105%
5% | 30% | L7% | 3% | 37% | 35% | 28% | 35%
% | 75% | 8% | 7% | eo% | 68% | 7a% | T0%

1080.2
18123
85%

11.8%

11.8%

15149
| 18499 |

| TE% |
11.1%
H.1%

15092
19391 |

[ 52% |
11.5%
1.5%

8.3%
121%
12.4%

1680
2350
8.5%
13.0%
13.0%
4.0%
67%

1660.5
23044

9.1%
132%
132%
| 735% | 4%%

16815
22408
8.2%

124%

| 124% |

Return on Total Cap'l
% |Return on Shr. Equlty

Retalned to Com Egq
69% | 64% All Div'ds to Net Prof

10/31/09

BUSINESS: Piedmont Natural Gas Company Is primarily a regu-
laled nalural gas distribulor, serving over 952,469 cuslomers In
North Carolina, South Carolina, and Tennassea, 2009 revenue mix:

idential (48%), ¢ 1al (28%), i | (8%), other (16%).
Principal suppliers: Transco and Tennessee Plpeline. Gas cosls:
65.7% of revenues. '09 deprec. rale: 3.4%, Estimaled plant age:

8.4 years. Non- sale of gas-p d healing
equlpment; nﬂlural gas bmkenng. propane sales Has aboul 1,621
employees. Officers & direclors own about 1.3% of common stock
{1110 proxy). Chairman, CEO, & President; Thomas E. Skains. Inc.:
NC. Address: 4720 Pisdmont Row Drive, Charlotte, NG 28219, Tel-
ephone: 704-364-3120, Inlemel: wvaw.piedmontng.com.

ANNUAL RATES Pasi

of change (persh) 10 Yrs,

Revenues 7.5% 1
“Cash Flow” 5.5%
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Dividends 5.0%
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B
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5%

5%
5%

45%
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2.0%
25%
4.0%
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23 A
25
26 26

212

24
25

QUARTERLY DIVIDENDS PAID ©a
i Mar31 Jun30 Sep.30 Decdt

24
25

Piedmont Natural Gas likely posted a
modest earnings advance for the first
quarter of fiscal 2010 (ended January
31st). The company was expected to issue
financial results shortly after this report
went to dmfs:: Top line volumes probably
advanced In the low single-digit range,
thanks to additional customer accounts,
and a flrming up in natural gas pricing.
Meantime, system throughput ought to
have advanced a couple of percentage
points as a result of colder-than-normal
weather patterns. Margins likely contin-
ued to benefit from last year’s rate-case in-
creases in North Carolina and lower oper-
ations and maintenance expenses. On bal-
ance, profits probably rose approximately
5% over that time frame. However,

We trirnmed $0.20 off our 2010 share-
net estimate. PNY has proposed rate re-
ductions for customers in North and South
Carolina, due to the declining cost of
wholesale gas prices. The proposal would
lower residential billing rates in each state
by roughly 5%. If it is passed, the new
rates will have gone into effect on March
1st, Meantime, diminished contributions
from the Southstar divestiture are also

factored into our reduced estimates.
The company sold half of its South-
star Energy holdings, PNY received
£57.5 million (30.42 a share) from AGL
Resources for a 15% stake in Southstar.
That deal closed during the January inter-
im and should provide a nice boost to cash.
The downside is that earnings contribu-
tions from those holdings were starting to
pick up, but due to the diminished stake,
will now fall by roughly 50%.
We have introduced our 2011 revenue
and earnings estimates of $1,75 billion
and $1.70 a share, respectively. Contin-
ued growth In customer accounts, and the
benefits from existing joint ventures
should all contribute to the anticipated
rebound in the top and bottom lines.
These neutrally ranked shares may
peal to income-oriented accounts,
’I‘Ee equity offers a decent dividend yield,
when compared to other utllities covered
in the ue Line Investment Survey.
Meantime, solid dividend-growth pros-
pects, an Above-Average Safety rank (2),
and a top mark for Price Stability (100)

are all pluses,
March 12, 2010

A) Fiszal yaar ends October 315t

g
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CUR&'EH_T POSITION 2007 2008 12/31/08 | 67% | T1% | 70% | 72% | 49% | 65% | d2% | 44% 63% | 49% | 46% | 45% |AllDIv'ds Lo Net Prof 4%
Cash Assels 320 264 65.3 | BUSINESS: Gas Corp is a regulaled gas dis-  therms, Sold PriMeril Bank, 7/98. Has 4,450 employees. Off. & Dir.
Other _4705 4117 3523 | tibutor serving approximately 1.8 million customers in sactions of own 2,0% of common slock; T. Rowe Price Associales, Inc., 7.0%;
Current Assets 5025 4381 417.6 | Arizona, Nevada, and California, Comprised of two business seg-  Barclays Global Inveslors, 6:6%; GAMCO Investors, Inc., 6.4%
égg‘f&l ag/able 2%9{ 13;3 15?-% ments: natural gas operalions and conslruction services, 2008 mar- {3/09 Proxy). Chairman: James J, Kropid, CEO: Jeffrey W. Shaw.
Other 2604 2557 3140 | 9in mix: residental and small ial, B8%; large il Inc: CA, Address: 5241 Spring Mountain Road, Las Vegas, Ne-
Gurrent Liab. 5379 500.9 4742 | andi 4%; poriation, 10%. Total hput: 2.2 blllon ~ vada 89193, Telephone: 702-876-7237. Inlernel; vww.swgas.com.
Fix, Chg. Cov. 229% 224% 251% | Southwest Gas began 2010 on a sound approved revenue increases help it to cope
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2008 | 215 225 225 225 | 80| conservation by its customers, The compa- years is not particularly compelling, from
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Pension Assets-9/09 $550,0 mill.
Oblig. $678.1 mill.
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BUSINESS: WGL Holdings, Inc. is Lhe parent of Washinglon Gas
Light, a nalural gas dislribulor in Washington, D.C. and adjacent
areas of VA and MD lo resident| and comm users (1,064,071
melers). Hampshire Gas, a federally regulated sub., operales an
underground gas-storage facilty In WV. Non-regulated subs,:
Wash. Gas Energy Svcs. sells and delivers natural gas and pro-

vides energy relaled products in the D.C. metro area; Wash, Gas
Energy Sys. designsfinstalls comm'l healing, venlilating, and air
cond, syslems, American Cenlury lnv, own 7.7% of comman sfock;
Off.fdir, less than 1% (1110 proxy). Chrmn. & CEO: Terry D. McCal-
lister. Inc.: D.C. and VA, Addr.: 1100 H St,, N.W,, Washington, D.C.
20080. Tel.: 202-624-6410. Inlamet: www.wglhaldings.com.
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333 338 38 338
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34 3% 3% 38
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WGL Holdings is off to a so-so start in
fiscal 2010 (began October 1st). Reve-
nues declined 12% in the first quarter.
This stemmed from diminished volumes at
the regulated utility business due to soft
pricing and customer conservation, But
this was partially offset by rising volumes
at the non-utility operations. Meantime,
the design-build wunit did not make
meaningful contributions to the bottom
line this past quarter as {)rufitability fell
into negative territory. Still, decreases in
the cost of gas minimized the bottom-line
decline to roughly 2%, which was better
than we had expected. Nonetheless,

For the time being, we have left our
2010 earnings estimate unchanged, We
look for the top line to register a low
single-digit decline this year. This ought to
stem from the continued depressed natu-
ral gas prices, Still, despite weak revenue
volumes, the regulated utility segment has
seen a 10,300 Increase in active meters
over the past 12 months, Meantime, the
retail energy marketing segment has been
experiencing higher realized margins and
more-favorable weather patterns, On bal-
ance, we expect share net to contract

about 9% this year.
WGL's balance sheet and overall fi-
nancial position appear to be improv-
ing. The company's cash reserves in-
creased approximately 74% so far this
year, giving way to a nice financial
cushion, Meantime, the debt levels remain
at easily serviceable levels.
We have introduced our 2011 top- and
bottom-line estimates of $2,7 billion
and $2,45 a share, respectively. The
regional economy is starting to show ini-
tial signs of a recovery. As the company
continues on that road, efficiency initia-
tives, additional customers, and clean en-
ergy programs will only help to bolster its
)}li-loﬂtahlllty and send earnings higher.

ese shares are ranked to lag the
broader market in the coming year
However, the stock price has remained
stable throughout the flnancial market
turmoil and all-but-officlally ended reces-
sion. This bears out its Above-Average
Safety rank and high mark for Price
Stabillty, These features, coupled with an
attractive dividend yleld, may appeal to
conservative income-oriented accounts.
Bryan J. Fong March 12, 2010
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Missouri-American Water Company
Indicated Common Equity Cost Rate
Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach
Proxy Group of
Proxy Group of Six Eight AUS Utility
AUS Utility Reports Gas
Reports Water Distribution
Line No. Companies Companies
1. Prospective Yield on Aaa Rated
Corporate Bonds (1) 5.68 % 5.68 %
2. : Adjustment to Reflect Yield Spread
Between Aaa Rated Corporate
Bonds and A Rated Public
Utility Bonds 0.52 (2) 0.52 (2)
3. Adjusted Prospective Yield on A Rated
Public Utility Bonds 6.20 % 6.20 %
4, Adjustment to Reflect Bond
Rating Difference of Proxy Group 0.00 (3) 0.14 (4)
5. Adjusted Prospective Bond Yield 6.20 6.34
6. Equity Risk Premium (5) 4.61 4.19
7. Risk Premium Derived Common
Equity Cost Rate 10.81 % 10.53 %

Notes: (1) Derived in Note (3) on page 37 of this Schedule.
(2) The average yield spread of A rated public utility bonds over Aaa rated corporate
bonds of 0.52% from page 35 of this Schedule.

(3) No adjustment necessary as the average Moody's bond rating of the proxy group of
six AUS Utility Reports water companies is A2 as shown on page 34 of this Schedule.

(4) Adjustment to reflect the A3 Moody's Bond Rating of the proxy group of eight AUS
Utility Reports natural gas distribution companies as shown on page 34 of this
Schedule. The 14 basis point adjustment is derived by taking 1/3 of the spread
between Baa and A Public Utility Bonds (1/3 * 0.41% = 0.14%).

(5) From page 5 of this Schedule.
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Missouri-American Water Company
Judgment of Equity Risk Premium for
the Proxy Group of Six AUS Utility Reports Water Companies
and the Proxy Group of Eight AUS Utility Reports Natrual Gas Distribution Companies

Line Proxy Group of Eight
Proxy Group of Six AUS Utility Reports
AUS Utility Reports Gas Distribution
No. Water Companies Companies
1. Calculated equity risk

premium based on the
total market using
the beta approach (1) 507 % 423 %

2. Mean equity risk premium
based on a study
using the holding period
returns of public utilities

with A rated bonds (2) 4.15 4.15-
3. Average equity risk premium 461 % 4.19 %

Notes: (1) From page 37 of this Schedule.
(2) From page 39 of this Schedule.
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Missouri-American Water Company
Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for
the Proxy Group of Six AUS Utility Reports Water Companies

and the Proxy Group of Eight AUS Utility Reporls Natrual Gas Distribution Companies

Line
Proxy Group of Eight AUS
Proxy Group of Six AUS Utility Utility Reports Gas
No. Reports Water Companies Distribution Companies
1. Arithmetic mean total return rate on
the Standard & Poor's 500 Composite
Index - 1926-2009 (1) 11.80 % 11.80 %
2, Arithmetic mean yield on
Aaa and Aa Corporate Bonds
1926-2009 (2) (6.10) 6.10
3. Historical Equity Risk Premium 5.70 % 5.70 %
4. Forecasted 3-5 year Total Annual
Market Return (3) 1299 % 1299 %
5. Prospective Yield an Aaa Rated
Corporate Bonds (4) (5.68) 5.68
6. Forecasted Equity Risk Premium 731 % 7.31 %
7. Conclusion of Equity Risk Premium (5) 6.51 % 6.51 %
8. Adjusted Value Line Beta (6) 0.78 0.65
9. Beta Adjusted Equity Risk Premium 507 % 4.23 %

Notes: (1) From Ibbotson SBBI - 2010 Valuation Yearbook - Market Results for Stocks Bonds Bills and Inflation for 1926-2010,
Morningstar, Inc., 2010 Chicago, IL.

(2) From Moody's Industrial Manual and Mergent Bond Record Monthly Update.
(3) From page 43 of this Schedule.

(4) Average forecast based upon six quarterly estimates of Aaa rated corporate bonds per the consensus of nearly 50
economists reported in Blue Chip Financial Forecasts dated April 1, 2010 (see page 38 of this Schedule). The
estimates are detailed below.

Second Quarter 2010 530 %
Third Quarter 2010 5.50
Fourth Quarter 2010 5.60

First Quarter 2011 5.70
Second Quarter 2011 5.90
Third Quarter 2011 6.10
Average 5.68 %

(5) Average of the Historical Equity Risk Premium of 5.70% from Line No. 3 and the Forecasted Equity Risk Premium of
7.31% from Line No. 6 ((5.70% + 7.31%) / 2 = 6.51%).

(6) From page 40 of this Schedule.



2 M BLUE CHIP FINANCIAL FORECASTS M APRIL 1, 2010_|

Consensus Forecasts Of U.S. Interest Rates And Key Assumptions

History
--------- Average For Week End-------- ----Average For Month---- Latest O*
Interest Rates Mar.19 Mar.12 Mar.5 Feb26 Feb. Jan. Dec. 102010
Federal Funds Rate 0.18 0.16 0.13 0.12 0.13 0.11 0.12 0.12
Prime Rate 3,25 325 3.25 3.25 3.25 325 3.25 325
LIBOR, 3-mo. 0.27 0.26 0.25 0.25 0.25 0.25 0.25 0.25
Commercial Paper, 1-mo.  0.17 0.16 0.13 0.14 0.13 013 0.14 0.13
Treasury bill, 3-mo. 0.16 0.16 0.14 0.12 0.11 0.06 0.05 0.09
Treasury bill, 6-mo. 0.24 0.22 0.19 0.19 0.18 0.15 0.17 0.17
Treasury bill, 1 yr. 0.41 0.39 0.34 0.34 0.35 0.35 0.37 0.35
Treasury note, 2 yr. 0.97 0.93 0.84 0.86 0.86 0.93 0.87 0.90
Treasury note, 5 yr. 242 2.39 229 2.37 236 248 234 2.41
Treasury note, 10 yr. 3.68 372 3.62 3.69 3.69 3.73 3.59 3.71
Treasury note, 30 yr. 4.59 4.67 4,58 4.62 462 4.60 4.49 4.61
Corporate Aaa bond 5.21 5.28 5.24 5.31 5.35 5.26 5.26 5.30
Corporate Baa bond 6.21 6.30 6.26 6.33 6.34 6.25 6.37 6.29
State & Local bonds 432 433 4.34 4.36 4.36 433 4.21 4.34
Home mortgage rate 4,96 4.95 4,97 5.05 4.99 5.03 4.93 5.00
- History

2Q 3Q 4Q 1Q 2Q 3Q 4Q 10*
Key Assumptions 2008 2008 2008 2009 2009 2009 2009 2010
Major Currency Index 70.9 73.5 81.3 82.7 79.4 75.4 73.6 754
Real GDP 1.5 -2.7 -5.4 -6.4 -0.7 22 5.6 29
GDP Price Index 1.8 4.0 0.1 19 0.0 0.4 0.5 14
Consumer Price Index 5.2 6.4 9.2 -2.2 1.9 3.7 2.6 1.7

Schedule PMA-23

Schedule PMA-11
Page 7 of 9
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Consensus Forecasts-Quarterly Avg:
20 3Q 4Q 1Q 20 3Q
0.2 02 05 09 13 17
32 33 36 40 43 47
03 05 08 12 . L6 20
02 03 07 L1 L5 19
02 03 06 10 14 18
03 04 08 ‘12 16 20
05 0.7 1.0 14 L8 22
14 A 20 23 27
25 27 30 732 34 37
38 39 41 43 44 46
46 48 49 50 52 53
15 R T R ARy AT K %
63 65 67 68. 69 71
45 46 47 48 49 51
52 5456 57 59 61
Consensus Forecasts-Quarterly

20 30 4Q 1Q 2Q '3Q
2010 2010 2010° 2011 2011 2011
756 758 764 764 -76.6 710
30 .29 30 30 31 32
12 14 14 17 17 17
1.5 1.9 18 20 20 22

Forecasts for interest rates and the Federal Rescrve’s Major Currency Index represent averages for the quarter. Forecasts for Real GDP, GDP Price Index and Consumer Price
Index are seasonally-adjusied annual rates of change (saar). Individual pancl members’ forecasts are on pages 4 through 9. Historical data for interest rates except LIBOR is from
Federal Reserve Release (FRSR) H.15. LIBOR quotes available from The Wall Street Journal. Interest rate definitions are the same as those in FRSR H.15. Treasury yields are

lonn L ity basis. Historical data for the Fed' Major Currency Index is from FRSR H.10 and G.5. Historical data for Real GDP and GDP Chained Price Index
are from the Bureau of Economic Analysis (BEA), Consumer Price Index (CP'T) history is from the Department of Labor's Bureau of Labor Statistics (BLS). “Inferest rate data for
1Q 2010 based on historical data through the week ended March 19:h. *Data for 1Q 2010 Major Currency Index also fs based on data through week ended March 19th. Fig-
ures for IQ 2010 Real GDP, GDP Chained Price Index and Consumer Price Index are consensus forecasts based on a special question asked of the panelists this month (see

page 14).
U.S. Treasury Yield Curve
Woeek ended March 19, 2010 and Year Ago vs.
2Q 2010 and 3Q 2011 Consensus Forecasts
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Missouri-American Water Company
Derivation of Mean Equity Risk Premium Based on a Study
Using Holding Period Returns of Public Utilities
Over A Rated

Public Utility Bonds
AUS Consultants -

Line Utility Services
No. Study (1)
Time Period 1928-2008
1. Arithmetic Mean Holding Period

Returns (2):
Standard & Poor's Public

Utility Index 1074 %
2. Arithmetic Mean Yield on:
Moody's A Rated Public Utility Bonds 6.59
3. Equity Risk Premium 4.15 %

Notes: (1) S&P Public Utility Index and Moody's Public Utility Bond Average Annual
Yields 1928-2008, (AUS Consultants - Utility Services, 2009).

(2) Holding period returns are calculated based upon income received
(dividends and interest) plus the relative change in the market value of a
security over a one-year holding pertod.



the Proxy Group of Six AUS Utility Reports Water Companies

Missouri-American Water Company

Value Line Adjusted Betas for
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and the Proxy Group of Eight AUS Utility Reports Natrual Gas Distribution Companies

Proxy Group of Six AUS Utility
Reports-Water Companies

American States Water Co.
Aqua America, Inc.

California Water Service Group
Middlesex Water Company
SJW Corporation

York Water Company

Average
Median
Proxy Group of Eight AUS Utility

Reports Gas Distribution
Companies

AGL Resources, Inc.

Atmos Energy Corp.

Delta Natural Gas Company
Laclede Group, Inc.

Northwest Natural Gas Company
Piedmont Natural Gas Co., Inc.
Southwest Gas Corporation
WGL Holdings, Inc.

Average

Median

Source of Information:

Value Line
Adjusted
Beta

0.80
0.65
0.75
0.80
0.95
0.65

0.75
0.65
0.65
0.60
0.60
0.65
0.75
0.65

0.66

0.65

Value Line Investment Survey, January 22, and March 12, 2010

Standard Edition and Small and Mid-Cap Edition
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Missouri-American Water Company
Indicated Common Equity Cost Rate Through Use
of the Capital Asset Pricing Model for the
the Proxy Group of Six AUS Utility Reports Water Companies
and the Proxy Group of Eight AUS Utility Reports Natrual Gas Distribution Companies

Proxy Group of
Eight AUS Utility
Proxy Group of Six Reports Gas
AUS Utility Reports Distribution
Line No. Water Companies Companies
1. Traditional Capital Asset
Pricing Model (1) 10.64 % 9.72 %
2. Empirical Capital Asset
Pricing Model (1) 11.05 % 10.36 %
3. Conclusion 10.85 % 10.04 %

Notes: (1) From page 4 of this Schedule.



Proxy Group of Six AUS Utility Reports
Water Companies

American States Water Co.
Agqua America, Inc.
California Water Service Group

Middlesex Water Company
SJW Corporation
York Water Company
Average
Median

Proxy Group of Eight AUS Utility
Reports Gas Distribution Companies

AGL Resources, Inc.

Atmos Energy Corp.

Delta Natural Gas Company
Laclede Group, Inc.

Northwest Natural Gas Company
Piedmont Natural Gas Co., Inc.
Southwest Gas Corporation
WGL Holdings, Inc.

Average

Median

Proxy Group of Six AUS Utility Reports
Water Companies

American States Water Co.
Aqua America, Inc.
California Water Service Group

Middlesex Water Company
SJW Corporation
York Water Company
Average
Median

Proxy Group of Eight AUS Utility
Reports Gas Distribution Companies

AGL Resources, Inc.

Atmos Energy Corp.

Delta Natural Gas Company
Laclede Group, Inc.

Northwest Natural Gas Company
Piedmont Natural Gas Co., Inc.
Southwest Gas Corporation
WGL Holdings, Inc.

Average
Median

See page 43 for notes.

Missouri-American Water Company
Indicated Common Equity Cost Rate Through Use

of the Capital

1

Value Line
Adjusted
Beta

0.80
0.65
0.75
0.80
0.95
0.65

0.77

0.78

0.756
0.65
0.65
0.60
0.60
0.65
0.75
0.65

0.66

0.65

0.80
0.65
0.75
0.80
0.95
0.65

0.77

0.78

0.75
0.65
0.65
0.60
0.60
0.65
0.75
0.65

0.66

0.65

t Pricing Model

2
Company-Specific
Risk Premium
Based on Market
Premium of 7.31% (1}

Traditional Capital Assel Pricina Model

585 %
4,75
5.48
5.85
6.94
4.75

5.60 %

5.67 %
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3
CAPM Result
Including
Risk-Free

Rale of 4.97% (2}

10.82 %
9.72
10.45
10.82
11.91
9.72

10.57 %

10.64 %

11.18 %
10.36
10,91
11.18
12,01
10.36

11.00 %

11.05 %

10.91 %
10.36
10.36
10.09
10.09
10.36
10.91
10.36

10.43 %

10.36 %
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Missouri-American Water Company
Development of the Market-Required Rate of Return on Common Equity Using
the Capital Asset Pricing Model for
the Proxy Group of Six AUS Utility Reports Water Companies
and the Proxy Group of Eight AUS Utility Reports Natural Gas Distribution Companies
Adjusted to Reflect a Forecasted Risk-Free Rate and Market Return

Notes:

(1 For reasons explained in Ms. Ahern's accompanying direct testimony, from the three previous month-end
(January 2010 — March 2010), as well as a recently available (April 9, 2010), Value Line Summary & Index,
a forecasted 3-5 year total annual market return of 12.99% can be derived by averaging the 3-month and
spot forecasted total 3-5 year total appreciation, converting it into an annual market appreciation and adding
the Value Line average forecasted annual dividend yield.

The 3-5 year average total market appreciation of 52% produces a four-year average annual return
of 11.04% ((1.52"%°) - 1). When the average annual forecasted dividend yield of 1.95% is added, a total
average market return of 12.99% (1.95% + 11.04%) is derived.

The 3-month and spot forecasted total market return of 12.99% minus the forecasted risk-free rate
of 4.97% (developed in Note 2) is 8.02% (12.99% - 4.97%). The Morningstar, Inc. (Ibbotson Associates)
calculated market premium of 6.60% for the period 1926-2009 results from a total market return of 11.80%
less the average income return on long-term U.S. Government Securities of 5.20% (11.80% - 5.20% =
6.60%). This is then averaged with the 11.80% Value Line market premium resulting in an 7.31% market
premium. The 7.31% market premium is then multiplied by the beta in column 1 of page 2 of this Schedule.

(2) The average forecast based upon six quarterly estimates of 30-year Treasury Note yields per the consensus
of nearly 50 economists reported in the Blue Chip Financial Forecasts dated April 1, 2010 (see page 37 of
this Schedule). The estimates are detailed below:

30-Year

Treasury Note Yield
Second Quarter 2010

Third Quarter 2010 4.80
Fourth Quarter 2010 4.90
First Quarter 2011 5.00
Second Quarter 2011 5.20
Third Quarter 2011 5.30
Average 9

(3) The traditional Capital Asset Pricing Model (CAPM) is applied using the following formula:
Rs = Rr + B (Ru - Rf)

Where Rs = Return rate of common stock
Rr = Risk Free Rate
B =Value Line Adjusted Beta
Rw = Return on the market as a whole

4) The empirical CAPM is applied using the following formula:
Rs=RF+.25(RM - R )+75‘3(RM -RF)

Where Rs = Return rate of common stock
Rr = Risk-Free Rate
B = Value Line Adjusted Beta
Rw = Return on the market as a whole

Source of Information: Value Line Summary & Index
Blue Chip Financial Forecasts, April 1, 2010
Value Line Investment Survey, January 22 and March 12, 2010 Standard Edition and Small and
Mid-Cap Edition
Ibbotson SBEI - 2010 Valuation Yearbook — Market Resulls for Stocks, Bonds, Bills, and Inflation
for 1926-2009, Morningstar, Inc., 2010, Chicago,
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Missouri-American Waler Company Page 10f4
Comparable Earnings Analysis (U PDATED)
for a Proxy Group of One Hundred Si I{ Non-Ulility C: ies C lo the
Proxy Grow ix ALS Litility Reports Walsr 4 (1
Rate of Retum on Book Common
Equity, Nel Worth, or Pariner's
Copital
5-Year Projecied (2)
Residual
Proxy Group of One Hundred Sevenleen Non-Ulility VL Slandard Slandard
Companies Comparable to the Proxy Group of Six Adjusted Unadjusted Error of the Devialion of 5 Year Sludent's T
AUS Ulility Reporls Waler Cs ies (1) Beta Bela Regression Beta Projection Staliatic
Affilialed Computer 0.75 0.56 3.2080 0.0714 N/A N/A
Analog Devices 0.90 0.81 3.6726 0,0818 20.00 0.57
Allergan, Inc, 0.90 082 3.3584 0,0748 16.50 0.1
Gatlagher (Arthur J.) 0.75 0.56 3.1255 0.0696 20.00 0.57
Amgen 0.65 0.42 3.8066 0,0847 13.50 (0.29)
Aon Corp. 0.70 052 3.9021 0.0869 14.00 (0.22)
AVX Corp. 0.95 0.85 3.4217 0.0762 8,00 (1.02)
Bed Bath & Beyond 0.90 0.85 3.7545 0.0836 12.50 (0.42)
Beckman Couller 0.75 0.62 3.1885 0,0710 13.00 (0.36)
Bio-Rad Labs. A 0.90 0.84 3.8652 0.0860 11.50 (0.56)
BJs Wholesale Club 0.75 0.55 4.0163 0.0894 10.50 (0.69)
BMC Software 0.85 0.73 3.3622 0.0748 19.50 0.51
Brown & Brown 0.70 0.51 3.2448 0.0722 12.50 (3} {0.42)
Cardinal Heallh 0.75 0.60 3.3076 0.0736 11.00 {0.62)
Coca-Cola Enlarprises 0.80 0.81 3.5117 0.0782 45.50 3,96
Crown Holdings 0.80 0.83 3.4851 0,0776 26.50 1.44
Cephalon Inc. 0.70 0.52 4.0466 0.0901 14.50 {0.16)
Cemer Corp. 0.85 071 3.9413 0.0877 10.00 {0.75)
CLARCOR Inc. 0.95 085 3.7027 0.0824 12.00 (0.48)
Coherenl, Inc 0.90 078 3.8597 0.0859 7.00 (1.15)
Coca-Cola Bollling 0.70 047 3,6316 0.0808 20.00 0.57
Columbia Sporiswear 0.90 0.77 3.8340 0.0854 12.50 (0.42)
Copart, Inc. 095 0.85 3.6280 0.0808 13.50 (0.29)
Charles River 0.85 0.77 3.7464 0.0834 9.00 (0.89)
Del Monte Foods 070 0.53 3.2767 0.0729 11.50 (0.56)
Dionex Corp. 0.80 0.79 3.5366 0.0787 17.00 © 018
DIRECTV Group (The) 0.85 077 3.1875 0.0710 NMF NMF
DaVita Inc. 0.65 0.39 3.1744 0,0707 16.00 0.04
Lauder (Eslee) 095 0.85 3.3989 0.0757 36.50 (3) 276
EarthLink, Inc. 070 0.51 4.0480 0.0901 13.00 (0.36)
EMC Comp 0.80 0.84 3.8370 0.0854 10.50 (0.69)
Energy Transfer 0.85 0.71 3.1256 0.0696 N/A (3) N/A
Firsl Niagara Fin! Group 0.85 0.73 3.5910 0.0799 9.00 (0.89)
Foresl Labs 0.80 0.63 3.8042 0,0847 9.50 (0.82)
Genzyme Corp. 0.65 044 3.7938 0.0845 11.00 {0.62)
Gilead Sciences 0.65 0.40 3.6747 0.0818 33.50 237
G&K Services ‘A 0.80 0.89 3.3652 0.0747 8.00 (1.02)
Global Paymenls 085 0.70 3.7010 0.0824 16.50 0.11
Gen-Probe 0.85 0.76 4,0280 0.0897 13.00 {0.36)
Haemonetics Corp. 0.65 0.42 3.1695 0.0706 12,50 {0.42)
Hasbro, Inc. 0.80 0.62 3.3402 0.0744 22.00 0.84
HCC Insurance Hidgs 0.85 0.71 3.1673 0.0705 12.00 (0.49)
Hewill Associales A 0.75 0.58 32548 0.0725 18.00 0.31
Block (H&R} 0.90 0.78 3.7417 0.0833 28.00 1.64
Hospira Inc. 070 0.51 3.6472 0.0812 20,50 0.64
Hearlland Express 085 0.72 3.9916 0.0888 23.00 0.97
IDEXX Labs. 085 0.77 3.2654 0.0727 24.00 1.10
Intuil Inc. 0.90 0.83 3.1748 0.0707 21.00 0.71
Inveslors Bancorp Inc 0.70 0.51 3.4584 0.0788 6.00 (1.29)
Inll Speedway A 0.90 0.82 3.4301 0.0764 8.00 (1.02)
J&J Snack Foods 0.76 057 34659 0.0772 12.50 (0.42)
Life Technologies 0.80 0.65 3.7722 0.0840 11.00 (0.62)

Lincare Holdings 0.65 041 3.2537 0.0724 19.50 0.51
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Missour-Amanoan Water Company Page 20f4
Comparable Earnings Analysis (UPDATED)
for a Proxy Group of One Hundred Seventeen Non-Utility Companies Comparable lo Lhe
P 11 i ity R T 1

Rale of Relum on Book Common
Equily, Net Worth, or Pariner's
Capital
5-Year Projected (2}

Residual

Proxy Group of One Hundred Seventeen Non-Ulility vL Standard Slandard
Companies Comparable to lhe Proxy Group of Six Adjusled Unadjusted Error of the Devialion of 5 Year Sludent's T
AUS Utility Reporls Waler C: ies (1) Bela Bela Regression Beta Projection Staliste
Maltel, Inc 0.85 0.76 3.8964 0.0867 18.00 0.44
Mallhews Intl 0.85 0.72 3.2537 0.0724 16.00 0.04
McKesson Corp, 0.80 0.64 3.6895 0.0821 13.50 (0.29)
Medlronic, Inc. 0.75 0.60 3.4569 0.0770 20.00 0.57
Medco Health Solutions 0.70 0.48 3.5992 0.0801 15.00 (0.09)
Markel Corp 0.90 0.80 3.2875 0.0732 7.00 (1.15)
Magellan Midstream 0.90 0.83 3.3682 0.0750 25.00 1.24
MAXIMUS Inc, 0.80 064 3.3819 0.0753 14.50 (0.18)
Nalional Instrumenls 0.90 0.81 3.6957 0.0823 16.50 {3} 0.11
Annaly Capital Mgmt. 0.80 0.63 3.9643 0,0883 11.50 (0.56)
Novo Nordisk ADR 0.80 0.69 3.1452 0,0700 33.00 2.30
Norihwest Bancorp 0.85 0.70 3.2705 0,0728 N/A N/A
New York Communily 0.80 0.69 3.6327 0.0809 11.50 (0.56)
Realty Income Corp. 0.80 084 3.6316 0,0808 8.00 {1.02)
Owens & Minor 0.70 0.50 3.35688 0,0748 13.50 {0.29)
Oracle Corp. 0.80 0.83 3.1502 0.0701 21.00 0.71
Odyssey Re Hldgs Q.70 0.52 3.2108 00715 N/A N/A
OReilly Automolive 0.85 072 3.5748 0,0796 11.00 {0.62)
Plains All Amer. Pipe. 0.90 0.79 3.5972 0,0801 10.00 {0.75)
PepsiAmericas Inc 0.80 0.66 3.4481 0.0768 N/A N/A
Peoples United Finl 0.65 0.40 3,2451 00722 6.00 {1.29)
Pepsi Bottling Group 0.90 0.78 3.3408 0,0744 N/A N/A
Pallerson Cos 0.90 0.80 3.7787 0.0841 12.60 {0.42)
Pesls Coffee & Tea 0.80 0.63 3.9190 0.0872 12.00 (3) {0.49)
PerkinElmer Inc 0.90 0.79 3.8054 0.0847 10.50 (0.68)
Papa Johns Intl 0.85 0.77 3.9534 0.0880 20.00 0.57
Ruddick Corp 0.60 038 3.5843 0,0800 11.00 {0.62)
Reinsurance Group 0.85 0.76 3.7769 0.0841 13.00 (0.36)
ResMed Inc. 0.79 0.57 3.9162 0.0872 14.50 (0.16)
Rollins, Inc 0.80 0.65 3.2083 0.0714 29.50 1.84
Ross Stores 0.85 0.72 3.8069 0.0847 36.50 276
Sycamore Networks 0.85 0.77 3.6995 0.0824 2.50 (1.75)
Schulman (A} 0.80 0.81 4.0352 0.0898 7.50 (1.09)
Sherwin-Williams 0.75 0.55 3.3228 0.0740 27.50 1.57
Silgan Holdings 0,80 0,64 3.1408 0.0699 17.00 0.18
Synopsys, Inc. 0.85 0.72 3.7318 0.0831 12.50 (0.42)
Suburban'Propane 0.75 0.62 3.2843 00731 37.00 2.83
Slericycle Inc, 0.85 0.47 3.5458 0.0789 15.00 (0.09)
STERIS Corp 0.90 0.81 3.6866 0.0821 14.00 (0.22)
SL. Jude Medical 0.80 0.68 4.0412 0.0900 17.00 0.18
Conslellation Brands 0.85 0.76 38445 0.0856 11.00 (0,62}
Stryker Corp. 0.80 0.66 3.3340 0.0742 16.00 004
Hanover Insurance 0.85 0.77 3.2090 0.0714 9,50 (0.82)
TEPPCO Pariners L,P 0.90 0.82 3.5151 0.0783 N/A N/A
Total System Sves 0.90 0.80 3.4338 0.0764 15.00 {0.09)
Texas Inslrumenls 0.80 0.81 3.6129 0.0804 16.00 0,04
Universal Health Sv. "B 0.80 0.68 3.6443 0.0811 11.50 (0.56)
Universal Corp, 0.80 0.68 38708 0,0862 12.50 {0.42)
Varian Medical Sys. 0.80 0.69 3.8942 0.0867 22.00 0.84
WD-40 Co 075 0.55 35149 00782 16.50 0.11
Werner Enterprises 0.90 0.82 3.9498 0.0879 14.00 (0.22)
Weis Markets 0.65 0.46 3.1192 0.0694 9.00 (0.89)
W.P. Carey & Co, LLC 0.90 0.80 3.5415 0.0788 15.00 (0.09)
Walson Pharmac 075 0.58 3.2191 0.0717 11.50 (0.56)
Washington Post 0.80 0.67 3.4859 0,0776 7.00 (1.15)
Berkley (W.R.) 0.756 0.58 3.3727 0.0761 17.00 0.18
West Pharmac. Svcs. 0.80 0.65 3.9376 0.0877 14.00 (0.22)
Watson Wyatt 070 0.54 3.3237 0,0740 N/A N/A
World Wrestling Ent. 0.80 0.68 3.3908 0,0755 31.50 210
Wolverine World Wide 0.80 0.65 3.9008 0.0868 17.00 0.18
Alleghany Corp 0.85 072 32654 00727 6.50 (1.22)
Zimmer Holdings 0.95 0.85 3.7669 0.0839 12.50 (0.42)

Avarago 0.81 068 3.5555 0.0792
Average for the Proxy Group of Six AUS Ulility
Reports Water Companles 0.77 0.61 3.5871_(4) 0.0799
Median (5) 13.50%
Conclusion (6) 13.50%

See page 4 ol Schedule PMA-13 for noles.
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Missouri-American Water Company
Comparable Earnings Analysis
for a Proxy Group of Twenty Five Non-Ulility Companies Comparable to the

Proxy Group of Eight AUS Ulility Reports Natural Gas Distribution Companies (7)

Rate of Return an Book Common
Equity, Net Worth, or Partner's

Capital

Proxy Group of Twenty Five Non-Utility Companies Residual
Comparable to the Proxy Group of Eight AUS VL Standard Standard
Utility Reports Natural Gas Distribution Companies Adjusted Unadjusted Error of the Deviation of 5 Year Student's T
(7) Beta Beta Regression Beta Projection Statistic
AmerisourceBergen 0.70 0.52 2.7517 0.0613 15.0 % (0.79)
Automatic Data Proc. 0.70 0.54 2.2331 0.0497 16.0 (0.70)
Baxter Intl Inc. 0.60 0.35 2.4924 0.0555 26.5 0.23
Bard (C.R.) 0.55 0.31 2.4789 0.0552 20.0 (0.35)
Becton, Dickinson 0.65 0.40 2.5881 0.0576 20.5 (0.30)
Church & Dwight 0.60 0.35 2.6247 0.0584 15.0 (0.79)
Colgate-Palmolive 0.55 0.30 2.6663 0.0594 41.0 1.52
Clorox Co. 0.65 0.40 2.3441 0,0522 58.5 (8) 3.07
Campbell Soup . 0.60 0.32 2.4069 0.0536 35.0 0.98
Erie Indemnity Co. 0.70 0.53 2.2086 0.0492 20.0 (0.35)
Hormel Foods 0.65 0.43 2.7259 0.0607 16,0 (0.70)
Hershey Co. 0.65 0.47 2.7933 0,0622 425 1.65
Intl Flavors & Frag. 0.75 0.58 2.4057 0,0536 21.0 (0.26)
Kraft Foods 0.70 0.48 2.4920 0,0555 105 (1.19)
Kinder Morgan Energy 0.75 0.61 25204 0.0561 245 0.05
Coca-Cola 0,60 0.33 2,2256 0.0495 23.0 (0.08)
Laboratory Corp. 0,65 0.42 26786 0.0596 19.0 (0.44)
McDonalds Corp. 0.70 0.47 2.4563 0.0547 30.5 0.58
McCormick & Co. 0.55 0.30 26807 0.0597 18.0 (0.53)
PepsiCo, Inc. 0,60 0,36 2.2579 0.0503 275 0.32
Raytheon Co. 0.75 057 2.6400 0.0588 17.5 (0.57)
Sysco Corp. 0.75 0,55 2,6244 0.0584 34.0 0.90
Tootsie Roll Ind. 0.70 0.52 25729 0.0573 8.0 (1.41)
Wal-Mart Stores 0.60 0.36 2,3459 0.0522 17.5 (0.57)
Exxon Mobil Corp. 0.75 0.60 2.4733 0.0551 21,0 (0.26)

Average 0.66 0.44 2.5075 0.0558
Average for the Proxy Group of Eight AUS Natural
Gas Distribution Companies 0.66 0.44 24773 (8) 0.0551
Median (5) 20.25%
Congclusion (6) 20,00%

See page 4 of Schedule PMA-13 for notes.



Date
Apr-90
May-90
Jun-80

Jul-90
Aug-90
Sep-90
Oct-90
Nov-90
Dec-90
Jan-81
Feb-91
Mar-91
Apr-91
May-91
Jun-91

Jul-91
Aug-91
Sep-91
Oct-91
Nov-91
Dec-91
Jan-92
Feb-92
Mar-92
Apr-92
May-92
Jun-92

Jul-92
Aug-92
Sep-92
Ocl-92
Nov-92
Dec-92
Jan-93
Feb-93
Mar-93
Apr-93
Apr-93
May-93
Jun-93

Jul-g3
Aug-93
Sep-93
Oct-93
Nov-93
Dec-93
Jan-94
Mar-94
Apr-94
May-94
Jun-94
Jul-94
Aug-94
Sep-94
Oct-94
Nov-94
Dec-94
Jan-95
Feb-85
Mar-95
Apr-85
May-95
Jun-95
Jul-85
Aug-95
Sep-95
Oct-95
Nov-95
Dec-95
Jan-96
Feb-96
Mar-96
Apr-96
May-96
Jun-96
Jul-86
Aug-96
Sep-96
Oct-96
Nov-96

Missouri-American Water Company

Yields on Moody's A and Baa Rated Public Utility Bonds
and Aan Rated & Bond pril 1890
Spraed
Between
Aaa Corporate Moody's A PU Moody's Baa AaavAPU

Bonds Bonds PU Bonds Bonds
9.46% 9.92% 10.13% 0.46%
9.47% 10.00% 10.16% 0.53%
9.26% 9.80% 9.96% 0.54%
9.24% 9.75% 9.92% 0.51%
9.41% 9.92% 10.12% 0.51%
9.56% 10.12% 10.32% 0.56%
9.53% 10.05% 10.28% 0.52%
9.30% 9,90% 10.12% 0.60%
9.05% 9.73% 9.96% 0.68%
9.04% 9.71% 9.96% 0.67%
8.83% 9.47% 9.68% 0.64%
8.93% 9.55% 8.74% 0.62%
8.86% 9.46% 9.64% 0.60%
8.86% 9.44% 9.64% 0.58%
9.01% 9.59% 9.79% 0.58%
9.00% 9.55% 9.69% 0.55%
8.75% 9.29% 9.47% 0.54%
8.61% 9.16% 9.34% 0.55%
8.55% 8.12% 9.32% 0.57%
8.48% 9.05% 9.28% 0.57%
8.31% 8.88% 9.07% 0.57%
8.20% 8.84% 8.98% 0.64%
8.29% 8.93% 9.09% 0.64%
8.36% 8.97% 9.16% 0.62%
8.33% 8.93% 9.11% 0.60%
8.28% 8.87% 9.01% 0.59%
8.22% 8.78% 8.90% 0.56%
8.07% 8.57% 8.69% 0.50%
7.95% 8.44% 8.58% 0.49%
7.92% 8.40% 8.54% 0.48%
7.99% 8.54% 8.76% 0.55%
8.10% 8.63% 8.86% 0.53%
7.98% 8.43% 8.69% 0.45%
7.91% 8.27% 8.57% 036%
771% 8.04% 8.31% 0.33%
7.58% 7.90% 8.10% 0.32%
7.46% 7.81% 8.11% 0.35%
7.43% 7.86% 8.18% 0.43%
7.33% 7.75% 8.05% 0.42%
717% 7.54% 7.93% 0.37%
6.85% 7.25% 7.59% 0.40%
6.66% 7.04% 7.35% 0.38%
6.67% 7.03% 7.27% 0.36%
6.93% 7.30% 7.69% 0.37%
6.93% 7.34% 7.73% 0.41%
6.92% 7.33% 7.66% 0.41%
7.08% 747% 7.76% 0.39%
7.48% 747% 7.76% -0.01%
7.88% 7.85% 8.11% -0.03%
7.99% 8.33% 8.61% 0.34%
7.87% 8.31% 8.64% 0.34%
8.11% 8.47% 8.80% 0.36%
8.07% B.41% 8.74% 0.34%
8.34% 8.64% 8.98% 0.30%
8.57% 8.86% 9.24% 0.29%
8.68% 8.98% 9.35% 0.30%
8.46% 8.76% 9.16% 0.30%
8.46% 8.73% 9.15% 0.27%
8.26% 8.52% 8.93% 0.26%
8.12% 8.37% 8.78% 0.25%
8.03% 8.27% 8.67% 0.24%
7.65% 7.91% 8.30% 0.26%
7.30% 7.60% 8.01% 0.30%
7.41% 7.70% 8.11% 0.29%
7.57% 7.83% 8.24% 0.26%
7.32% 7.62% 7,98% 0.30%
7.12% 7.46% 7.82% 0.34%
7.02% 7.43% 7.81% 041%
6.82% 7.23% 7.63% 0.41%
6.81% 7.22% 7.64% 0.41%
6.99% 7.37% 7.78% 0.38%
7.35% 7.73% 8.15% 0.38%
7.50% 7.89% 8.32% 0.39%
7.62% 7.98% 8,45% 0.36%
7.71% 8,06% 8.51% 0.35%
7.65% 8.02% 8.44% 0.37%
7.46% 7.84% 8.25% 0.38%
7.66% 8.01% 8.41% 0,35%
7.39% 7.77% 8,15% 0.38%
7.10% 7.49% 7.87% 0.39%

Schedule PMA-23

Schedule PMA-14

Page 1 0of 3

(UPDATED)

Spread Spread between

Between Aaa v A and Baa PU

Baa PU Bonds Bonds
0.67% 0.21%
0.69% 0.16%
0.70% 0.16%
0.68% 0.17%
0.71% 0.20%
0.76% 0.20%
0.75% 0.23%
0.82% 0.22%
0.81% 0.23%
0.92% 0.25%
0.85% 0.21%
0.81% 0.19%
0.78% 0.18%
0.78% 0,20%
0.78% 0.20%
0.69% 0.14%
0.72% 0.18%
0.73% 0.18%
077% 0.20%
0.80% 0.23%
0.76% 0.19%
078% 0.14%
0.80% 0.16%
0.81% 0.19%
078% 0.18%
0.73% 0.14%
0,68% 0.12%
0.62% 0.12%
0.63% 0.14%
0.62% 0,14%
0.77% 0.22%
0.76% 0.23%
0.71% 0.26%
0.66% 0.30%
0.60% 0.27%
0.52% 0.20%
0.65% 0.30%
0.75% 0.32%
0.72% 0.30%
0.76% 0.39%
0.74% 0.34%
0.69% 0.31%
0.60% 0.24%
0.76% 0.39%
0.80% 0.39%
0.74% 0.33%
0.68% 0.29%
0.28% 0.29%
0.23% 0.26%
0.62% 0.28%
0.67% 0.33%
0.69% 0.33%
0.67% 0.33%
0.64% 0.34%
0.67% 0.38%
0.67% 0.37%
0.70% 0.40%
0.69% 0.42%
0.67% 0.41%
0.66% 0.41%
0.64% 0.40%
0.65% 0.39%
0.71% 0.41%
0.70% 041%
0.67% 0.41%
0.66% 0.36%
0.70% 0.36%
0.79% 0.38%
0.81% 0.40%
0.83% 0.42%
0.79% 0.41%
0.80% 0.42%
0.82% 0.43%
0.83% 0.47%
0.80% 0.45%
0.79% 0.42%
0.79% 0.41%
0.75% 0.40%
0.76% 0.38%
0.77% 0.38%



Date
Dec-96
Jan-97
Feb-97
Mar-97
Apr-97
May-97
Jun-97

Jul-97
Aug-97
Sep-97
Oct-97
Nov-97
Dec-97
Jan-98
Feb-98
Feb-98
Mar-98
Apr-98
May-98
Jun-98
Jul-98
Aug-98
Oct-98
Nov-98
Dec-98
Jan-99
Feb-99
Mar-99
Apr-99
May-99
Jun-99
Jul-99
Aug-99
Sep-99
Ocl-88
Nov-99
Dec-39
Jan-00
Feb-00
Mar-00
Apr-00
May-00
Jun-00
Jul-00
Aug-00
Sep-00
Oct-00
Nov-00
Dec-00
Jan-01
Feb-01
Mar-01
Apr-01
May-01
Jun-01
Jul-01
Aug-01
Sep-01
Oct-01
Nov-01
Dec-01
Jan-02
Feb-02
Mar-02
Apr-02
May-02
Jun-02
Jul-02
Aug-02
Sep-02
Oct-02
Nov-02
Dec-02
Jan-03
Feb-03
Mar-03
Apr-03

May-03
Jun-03
Jul-03
Aug-03
Sep-03
Oct-03
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Missouri-American Water Company

Yields on Moody's A and Baa Rated Public Utility Bonds
and Aaa Rated Corporate Bonds Since April 1990

Spraed
Between
Aaa Corporate Moody's A PU Moody's Baa Aaav APU
Bonds Bonds PU Bonds Bonds
7.20% 7.59% 7.98% 0.39%
7.42% 777% 8.18% 0.35%
7.31% 7.64% 8.02% 0.33%
7.55% 7.87% 8.26% 0.32%
7.73% B.03% 8.42% 0.30%
7.58% 7.89% 8.28% 0.31%
7.41% 7.72% 8.12% 0.31%
7.14% 7.48% 7.87% 0.34%
7.22% 7.51% 7.93% 0.29%
7.15% 7.47% 7.79% 0.32%
7,00% 7.35% 7.67% 0.35%
6.87% 7.25% 7.49% 0.38%
6.76% 7.16% 7.41% 0.40%
6.61% 7.05% 7.28% 0.44%
6.67% 7.12% 7.36% 0.45%
6.72% 7.16% 7.37% 0.44%
6.69% 7.16% 7.37% 0.47%
6.69% 7.16% 7.34% 0.47%
6.53% 7.03% 7.21% 0.50%
6.55% 7.03% 7.23% 0.48%
6.52% 7.00% 7.20% 0.48%
6.40% 6.93% 7.13% 0.53%
6.37% 6.96% 7.13% 0.59%
6.41% 7.03% 7.31% 0.62%
6.22% 6.91% 7.24% 0.69%
6.24% 6.97% 7.30% 0.73%
6.40% 7.09% 7.41% 0.69%
6.62% 7.26% 7.55% 0,64%
6.64% 7.22% 7.51% 0.58%
6.93% 7.47% 7.74% 0.54%
7.23% 7.74% 8.03% 0.51%
7.19% 7.71% 7.97% 0.52%
7.40% 7.91% 8.16% 0.51%
7.39% 7.93% 8.19% 0.54%
7.55% 8.06% 8.32% 0.51%
7.36% 7.94% 8.12% 0,58%
7.55% 8.14% 8.28% 0.59%
7.78% 8.35% 8.40% 0.57%
7.68% 8.25% 8.33% 0.57%
7.68% 8.28% 8.40% 0.60%
7.64% 8.29% 8.40% 0.65%
7.89% 8.70% 8.86% 0.71%
7.67% 8.36% 8.47% 0.69%
7.65% 8.25% 8.33% 0.60%
7.55% 8.13% 8.25% 0.58%
7.62% 8.23% 8.32% 0.61%
7.55% 8.14% 8.29% 0.59%
7.45% 8.11% 8.25% 0.66%
721% 7.84% 8.01% 0.63%
7.15% 7.80% 7.99% 0.65%
7.10% 7.74% 7.94% 0.64%
6.98% 7.68% 7.85% 0.70%
7.20% 7.94% 8.06% 0.74%
7.28% 7.99% 8.11% 0,70%
7.18% 7.85% 8.02% 0.67%
7.13% 7.78% 8.05% 0.65%
7.02% 7.59% 7.95% 0.57%
717% 7.75% 8.12% 0.58%
7.03% 7.63% 8.02% 0.60%
6.97% 7.57% 7.96% 0.60%
6.77% 7.83% 8.27% 1.06%
6.55% 7.66% 8.13% 1.11%
6.51% 7.54% 8.18% 1.03%
6.81% 7.76% 8.32% 0.95%
6.76% 7.57% 8.26% 0.81%
6.75% 7.52% 8.33% 077%
6.63% 7.42% 8.26% 0.78%
6.53% 7.31% 8.07% 0.78%
6.37% 717% 7.74% 0.80%
6.15% 7.08% 7.62% 0.93%
6.32% 7.23% 8.00% 0.81%
6.31% 7.14% 7.76% 0.83%
6.21% 7.07% 7.61% 0.86%
6.17% 7.06% 747% 0.89%
5.95% 6.93% 717% 0.98%
5.89% 6.79% 7.05% 0.80%
5.74% 6.64% 6.94% 0.90%
5.22% 6.36% 6.47% 1.14%
4.97% 6.21% 6.30% 1.24%
5.49% 8.57% 6.67% 1.08%
5.88% 6.78% 7.08% 0.90%
5.72% 6.56% 6.87% 0.84%
5.70% 6.43% 6.79% 0.73%
5.65% 6.37% 6.69% 0.72%
5.62% 6.27% 6.61% 0.65%
5.54% 6.15% 6.47% 061%
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(UPDATED)

Spread Spread between

Between Aaav - Aand Baa PU

Baa PU Bonds Bonds
0.78% 0.39%
0.76% 0.41%
0.71% 0.38%
0.71% 0.39%
0.69% 0.39%
0,70% 0.39%
0.71% 0.40%
0.73% 0.39%
0.71% 0.42%
0.64% 0.32%
0.67% 0.32%
0.62% 0.24%
0.65% 0.25%
0.67% 0.23%
0.69% 0.24%
0.65% 0.21%
0.68% 0.21%
0.65% 0.18%
0.68% 0.18%
0.68% 0.20%
0.68% 0.20%
0.73% 0.20%
0.76% 0.17%
0.90% 0.28%
1.02% 0.33%
1.06% 0.33%
1.01% 0.32%
0.93% 0.29%
0.87% 0.29%
0.81% 0.27%
0.80% 0.29%
0.78% 0.26%
0.76% 0.25%
0.80% 0.26%
0.77% 0.26%
0.76% 0.18%
0.73% 0.14%
0.62% 0.05%
0.65% 0.08%
0.72% 0.12%
0.76% 0.11%
0.87% 0.16%
0.80% 0.11%
0.68% 0.08%
0.70% 0.12%
0.70% 0.09%
0.74% 0.15%
0.80% 0.14%
0.80% 0.17%
0.84% 0.19%
0.84% 0.20%
0.87% 0.17%
0.86% 0.12%
0,82% 0.12%
0.84% 0.17%
0.92% 0.27%
0.93% 0.36%
0.95% 0.37%
0.99% 0.39%
0.99% 0.39%
1.50% 0.44%
1.58% 0.47%
1.67% 0.64%
1.51% 0.56%
1.50% 0.69%
1.58% 0.81%
1.683% 0.84%
1.54% 0.76%
1.37% 0.57%
1.47% 0.54%
1.68% 0.77%
1.45% 0.62%
1.40% 0.54%
1.30% 041%
1.22% 0.24%
1.16% 0.26%
1.20% 0.30%
1.25% 0.11%
1.33% 0.09%
1.18% 0,10%
1.20% 0.30%
1.15% 0.31%
1.09% 0.36%
1.04% 0,32%
0.99% 0.34%
0.93% 0.32%
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Missouri-Amarican Water Company

Yields on Moody's A and Baa Rated Public Ulility Bonds Schedule PMA-14
and Aaa Rated Corporate Bonds Since April 1990 Page 3 of 3
Spraed (UPDATED)
Between Spread Spread between
Aaa Corporate Moody's A PU Moody's Baa Aaav APU Between Aaa v A and Baa PU
Date Bonds Bonds PU Bonds Bonds Baa PU Bonds Bonds
Feb-04 5.50% 6.15% 6.28% 0.65% 0.78% 0.13%
Mar-04 5.33% 5.897% 6.12% 0.64% 0.79% 0.15%
Apr-04 5.73% 6.35% 6.46% 0.62% 0.73% 0.11%
May-04 6.04% 6.62% 6.75% 0.58% 0.71% 0.13%
Jun-04 6.01% 6.46% 6.84% 0.45% 0.83% 0.38%
Jul-04 5.82% 6.27% 6.67% 0.45% 0.85% 0.40%
Aug-04 5.65% 6.14% 6.45% 0.49% 0.80% 0.31%
Sep-04 5.46% 5.98% 6,27% 0.52% 0.81% 0.29%
Oct-04 547% 5.94% 6.17% 0.47% 0.70% 0.23%
Nov-04 5.52% 5.97% 6.16% 0.45% 0.64% 0,19%
Dec-04 547% 5.92% 6.10% 0.45% 0.63% 0.18%
Jan-05 5.36% 5.78% 5.85% 0.42% 0.59% 017%
Feb-05 520% 5.61% 5.76% 0.41% 0.56% 0.15%
Mar-05 5.40% 5.83% 6.01% 0.43% 0.61% 0.18%
Apr-05 5.33% 5.64% 5.85% 0.31% 0.62% 031%
May-05 5.15% 5.53% 5.88% 0.38% 0.73% 0.35%
Jun-05 4.96% 5.40% 5.70% 0.44% 0.74% 0.30%
Jul-05 5.06% 551% 5.80% 0.45% 0.74% 0.29%
Aug-05 5.09% 5.50% 5.81% 0.41% 0.72% 0.31%
Sep-05 513% 5.52% 5.83% 0.39% 0.70% 0.31%
Oct-05 5.35% 5.79% 6.08% 0.44% 0.73% 0.29%
Nov-05 5.42% 5.88% 6.19% 0.46% 077% 031%
Dec-05 . 537% 5.80% 6.14% 0.43% 0.77% 0.34%
Jan-06 5.29% 5.75% 6.06% 0.46% 0.77% 031%
Feb-06 5.35% 5.82% 6.11% 0.47% 0.76% 0,29%
Mar-06 5.53% 5.98% 6.26% 0.45% 0.73% 0.28%
Apr-06 5.84% 6.29% 6.54% 0.45% 0.70% 0.25%
May-06 5.95% 6.42% 6.59% 0.47% 0.64% 0.17%
Jun-06 5.89% 6.40% 6.61% 0.51% 0.72% 021%
Jul-06 5.85% 6.37% 6.61% 0.52% 0.76% 0.24%
Aug-06 5.68% 6.20% 6.43% 0.52% 0.75% 0.23%
Sep-06 56.51% 6.00% 6,26% 0.49% 0.75% 0.26%
Oct-06 551% 5.98% 6.24% 0.47% 0.73% 0.26%
Nov-06 5.33% 5.80% 6.04% 0.47% 0.71% 0.24%
Dec-06 5.32% 581% 6.05% 0.49% 0.73% 0.24%
Jan-07 5.40% 5.96% 6.16% 0.56% 0.76% 0.20%
Feb-07 5.39% 5.90% 6.10% 0.51% 0.71% 0.20%
Mar-07 5.30% 5.85% 6.10% 0.55% 0.80% 0,25%
Apr-07 5.47% 597% 6.24% 0.50% 0.77% 0.27%
May-07 5.47% 5.99% 6.23% 0.52% 0.76% 0.24%
Jun-07 5.79% 6,30% 6.54% 0.51% 0.75% 0.24%
Jul-07 5.73% 6.25% 6.49% 0.52% 0.76% 0.24%
Aug-07 5,79% 6.24% 6.51% 0.45% 0.72% 0.27%
Sep-07 5.74% 6.18% 6.45% 0.44% 0.71% 0.27%
Oct-07 5.66% 6.11% 6.36% 0.45% 0.70% 0.25%
Nov-07 5.44% 597% 6.27% 0.53% 0.83% 0.30%
Dec-07 5.49% 6.16% 6.51% 0.67% 1.02% 0.35%
Jan-08 5.33% 6.02% 6.35% 0.69% 1.02% 0.33%
Feb-08 5.53% 6.21% 6.60% 0.68% 1.07% 0.39%
Mar-08 5.51% 6.21% 6.68% 0.70% 1.17% 047%
Apr-08 5.55% 6.29% 6.81% 0.74% 1.26% 0.62%
May-08 5.57% 6.27% 6.79% 0.70% 1.22% 0.52%
Jun-08 5.68% 6.38% 6.93% 0.70% 1.25% 0.55%
Jul-08 5.67% 6.40% 6.97% 0.73% 1.30% 0.57%
Aug-08 5.64% ‘ 6.37% 6.98% 0.73% 1.34% 0.61%
Sep-08 5.65% 6.49% 7.15% 0.84% 1.50% 0.66%
Oct-08 6.28% 7.56% 8.58% 1.28% 2.30% 1.02%
Nov-08 6.12% 7.20% B.96% 1.08% 2.86% 1.78%
Dec-08 5.05% 6.54% B.13% 1.49% 3.08% 1.59%
Jan-09 5.05% 6.39% 7.90% 1.34% 2,85% 1.51%
Feb-09 5.27% 6.30% 7.74% 1.03% 247% 1.44%
Mar-09 . 5.50% 6.42% 8.00% 0.92% 2.50% 1.58%
Apr-09 5.39% 6.48% 8.03% 1.09% 2.64% 1.55%
May-09 5.54% 6.49% 7.76% 0.95% 2.22% 1.27%
Jun-09 5.61% 6.20% 7.30% 0.59% 1.69% 1.10%
Jul-09 541% 597% 6.87% 0.56% 1.46% 0.90%
Aug-09 5.26% 5.71% 6.36% 0.45% 1.10% 0.65%
Sep-09 5.13% 5.53% 6.12% 0.40% 0.98% 0.59%
Oct-09 5.15% 5.55% 6.14% 0.40% 0.99% 0.59%
Nov-08 5.19% 5.64% 6.18% 0.45% 0.99% 0.54%
Dec-09 526% 5.79% 6.26% 0.53% 1.00% 0.47%
Jan-10 5.26% 577% 6.16% 0.51% 0.90% 0.39%
Feb-10 5.35% 5.87% 6.25% 0.52% 0,90% 0.38%
Average 6.81% 7.36% 7.71% 0.55% 0.90% 0.35%
Median 6.90% 7.47% 7.92% 0.52% 0.76% 0.29%

Source of Information:
S&P Public Utility Index and Moody's Public Utility Bond Average Annual Yields 1928-2010, (AUS Consultants - Utility Services, 2010).





