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No. 30102

DATA INFORMATION REQUEST
Missouri American Water Company

CASE NO. W R-2007.02186

Requested From: Daon Petry
Date Requested: 1/31/07
information Requested:

Please indicate the amount of financing Missouri-American Water Company received from American Water through American Water
Capital Corporation (AWCC) since January 1, 2004. Please break this down by equily and debt financing and when this financing was

issued.

Requested By: David Murray, MoPSC, - david. murray@psc.mao.gov - 573-751-9160

Information Provided.

American Water Capital Carporation fs the primary source of long-term debt and shori-lerm debt for Missouri American Water
Company. American Waler is the source of Missouri American Water Company's common equity.

Since January 1, 2004 no additional long-term debt borrowings have been entered in o between Missouri-American Waler and
American Water Capital Corp.

Missouri-American Water maintains a short-term line of credit with American Water Capital Corp. Short-term debt balances since
December 31, 2003 were:

December 31,2003 § O

December 31, 2004  $15,129,000
December 31, 2005  $18,310,000
December 31, 2006  $61,273,000

Missouri-American Water has not received an equity contribution from American Water Works Company, Inc. for the period
January 1, 2004 through December 31, 2006.

Hyperlink: Date Response Provided:

Signed By: Prepared By: Lou Walters
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American Water Capital Corp.

Corporate Credit Rating

Business profile.

Above average

Financial Policy.

Aggressive

Debt Maturities.

2003 $198 mit
2004 $58 mil.
2005 $62 mil.
2006 $1.072 bil
2007 $84 9 mil.

Bank Lines/Liquid Assets:

A/Negative/A-1

Schedule PMA-16
Page 2 of 7

The company has a 364-day $500 million credit facility maturing on July 31, 2003, which is used as back-up for the company's $500
million commercial paper pragram. As ef March 31, 2003, approximately $169 million were outstanding under the commercial paper
pragram. Given this leve? of liquidity, upcorming debt maturities should not pose 8 liquidity problem.

Outstanding Ratingls)

American Water Capital Corp.
Sr unsecd debt

Local currency

cP

Local currency

Corporate Credit Rating History

June 19, 2000
Sept. 21,2000
July 15, 2063

Company Contact

Major Rating Factors
Strengths.

A-1

A-fA-2
AJA-Y

» Regulatory environments are generally supportive of credit quality.
» Regulatory and operating diversity with operations in over 20 states.
» Artractive service territories with mostly residential and small commercial customers.

» Low operating risk water production and distribution operations.
e Strong competitive position due te high barriers to entry.

Standard & Poor’s RatingsDirect | August 1, 2003

© Standard & Poor's Al rights reserved No reprint of dissemination wilhoul Standard & Poor's permission See Terms of Use/Distlaimer oa the fash page
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American Water Capital Corp.

Weaknesses:

» Involvement in nonregulated contract management operations increases business risk to some extent.

Rationale

The ratings on American Water Capital Corp. {AWCC), a wholly owned subsidiary of American Water Works Co.
Inc., reflect the strong support arrangement with parent American Water Works and, in tuen, the strong parental
support stemming from ownership of American Water Works by the German multi-utility RWE AG. AWCC acts as

the funding vehicle for American Water Works' regulated warer utility companies.

In determining the ratings on AWCC, Standard & Poor's considers the stand-alone credit profile of American Water
Works and then notches up the stand-alone rating to reflect the material level of parental support from RWE and
the core nature of American Water Works' regulated warer operations to the RWE water division. However,
Standard 8¢ Poor's does not equalize the ratings on the two companies. While the operations of American Water
Works are core 1o the RWE group, the stand-zlone credit profile of American Water Works is weaker than that of
the consolidated credit profile of RWE. The outlook is negative, reflecting Standard 8 Peor's presumption that the
credit quality of AWCC will be dictated by RWE, and movements in ratings could be in the same direction.
Nevertheless, movement in ratings will be evaluated periodically to ensure that the ratings accurately reflect
Standard & Poor's assessment of the level of support from RWE to American Water Works.

AWCC's stand-alone credir profile reflects parent American Water Works' strong business position, which is
characterized by regulatory diversity and operations in generally supportive regulatory environments; a steadily
growing customer base that is largely residential and commercial; geographic diversity with operations in more than
20 states; high-quality operations that comply with all the [atest water production standards promulgated by the
EPA; and a strong competitive position by virrue of the high barriers to entry encountered by new entrants. These
strengths are tempered mainly by American Water Works' involvement in nonregulated, contract-management
water business, which carries significantly mare risk relative to the regulated water operations. While currently the
unregulated ventures are not material contributors to revenues and cash flows, as such ventures increase in size and
scope, they could influence American Water Works' business risk profile. Combined with 2 financial profile that is
relatively weak, Standard & Poor's estimates that on a stand-alone basis, AWCC could be rated at the upper end of

the 'BBB’ raring category.

American Water Works is the largest water utility holding company in the U.S. with 2.8 million customers; it
operates in 2.3 states. It is expected to contribute about 40% of RWE's water division revenues and EBITDA. About
80% of revenues and 75% of sales come from residential and commercial customers, providing a stable customer
base with prediceable water-usage patterns. The geographic diversity tempers the effect of adverse weather patterns
on the company's cash flow and cushions the company from unfavorable rare decisions in any particular
jurisdiction. On average, the regulatory environment is viewed as supportive because many states afford recovery of
construction expenses with minimal delay; provide for the implementation of single-tariff pricing, reducing the

complexity of multi-tariff rate proceedings; and provide regular rate increases.

American Water Works' financial profile is relatively weak for the current rating. Debt leverage has improved
dramatically after the merger with RWE was completed, dropping to under 50% from just under 70% at year-end
2002. Funds from operations {FFO) to interest coverage is expected to continue to be under 3x over the intermediate
term, while FFO to average total debt is expected to be just over 10% in the same time period. Capital spending

www.standardandpoors.com/ratingsdirect
© S1zndasd & Poor's All righs reserved No reprint or dissemination withoul Standard & Poeor's permission See Terms of Use/Disctaimer on the lasl page
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American Water Capital Corp.

" needs will only be partly internalty funded with the balance funded through debt issuances in the capital markets or
through intercompany loans with RWE.
Liquidity.
AWCC has a 364-day $500 million credit facility maturing in July 2003, which is used as backup for the company’s
$500 million commercial paper program. At March 31, 2003, about $200 million was outstanding under the
commercial paper program. Given this levet of liquidity, upcoming debt matusities of $69 million in 2003, $41
million in 2004, and §59 million in 2005 should not pose a problem., Nevertheless, Standard & Poor's expects that
RWE will continue to pravide support in the form of equity infusions and intercompany loans, alleviating any

liquidity constraints.

Gutlook

The negative outlook on AWCC reflects the ourlook on its ultimate parent RWE and the likelihood that if the
ratings on RWE are lowered, then the ratings on AWCC could be lowered as well. The negative outlook on RWE
reflects the very limited headreom available to the company at the existing rating level. Any debt-funded
acquisitions, a change in the company's strategy of disposing of its noncore activities over the medium term, or the

introduction of a regulator in Germany would put pressure on the raring.

Business Description

AWCC is the financing subsidiary of American Water -\)Vax-:‘ks', the largest U.S water company with regulated uriliry
operations serving about 2.9 million customers in 23 states. American Water Works was purchased by RWE AG in
January 2003 for $4.6 billion. American Water Works is expected to contribute about 40% of RWE's water
division revenues and EBITDA.

Rating Methodology

In determining the ratings of AWCC, Standard & Poot's considers the stand-alone credit profile of American Water
Works and then notches up the stand-alone rating to reflect the material level of parental support from RWE as well
as the core nature of American Water Works' regulated water operations to the RWE water division.

However, Standard & Poor's does not equalize the ratings on RWE and American Water Works. Although the
operations of American Water Works are core to the RWE group, American Water Works' stand-alone credit

profile is weaker than RWE's consolidated credit profile.

There is a support agreement between American Water Works and AWCC, which links the two entities, but
American Water Works does not guarantee debt issued by AWCC, As a result of the current arrangement, the credit
quality of AWCC is the same as that of American Water Works, In turn, the credit quality of American Water

Woaorks reflects the consolidated credit profiles of its operating subsidiaries.

The outlook on AWCC reflects Standard & Poor's presumption that the AWCC's credit quality will be dictated by
RWE, and movements in ratings could be in the same direction. Nevertheless, movement in ratings will be evaluated
periodically, 1o ensure that the ratings accurately reflect Standard & Poor's assessment of the level of support from

RWE to American Water Works.

Standard 8 Poor’s RatingsPirect | August 1,2003
© Standard & Poo’s All iights reserved No reprint or dissemination without Standard & Poor's pemnission See Terms of Use/Disclaimer on the lasi page
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American Water Capital Corp.

Business Profile

American Water Works' regulated uiility business operates under a diverse regulatory environment with operations
in 23 states. Standard & Poor's views the regulatory environment as supportive of credit quality because each
regulatory jurisdiction in which the regulated subsidiaries operate provides for some combination of the following

policies:

¢ Use of a forward-looking test year, which resuits in rates reflective of future costs;

s Intermim-period recovery of interest and depreciarion expense for major construction projects until new rates
reflect the cost of the projec; i

= Rate recovery for utility-plant returns before a plant goes into service, instead of capitalizing an allowance for
funds used during construction;

» Cost recovery for distribution system infrastructure replacements without needing to file a full rate proceeding;
and

. Single tariff pricing, which is easier to implement, reduces the complexiry of rate proceedings, and spreads fixed

_ costs over a Jarger customer base.

* Duiring the 16-month merger approval process with RWE, requests for rate increases were postponed. Accordingly,
in 2004 American Water Works' regulated subsidiaries will be filing requests for rate increases to recover capital
expenditures already in place. Where these rate increases are substantial, the regulated subsidiaries may face some

_ resistance from regulators.

The customer base is [argely residential {approximately 58% of revenues, §1% of sales) and commercial
{approximately 21% of revenues, 24% of sales), providing for significant stability in the revenues and predictable
water usage patterns. There is no material customer concentration. The consistency of the customer base has
remained relatively stable over time, despite the rapid growth. The large degree of fragmentation present in the
water utility industry, combined with the substantial capital needs of many smaller waver companies to meet
increasingly stringent water quality standacds, affords numerous epportunities for consolidation. American Water
Works has been aggressively acquiring private and municipal water systems, leading to an above average customer

growth rate,

Standard 8 Poor's views the regulated water operations as having low operating risk, thereby providing support to
credit quality. Furthermore, the American Water Works' regulated urility subsidiaries are fully compliant with al
material federal and local standards for water production, mitigating any concerns of noncompliance,
Approximately 40% of the company's capital spending budget is targeted toward vpdating and improving its

distribution system and include extensions to serve new areas as well as upgrades of existing systems.

The nonregulated business can also have low operating risk, as these ventures are in the same line of business.
However, the risk in these ventures is overbidding for a contract and not ¢arning an adequate return, or earning a
return over a disproportionately long period of time. Nevertheless, capital spending needs for nonregulated

operations continue to be modest at Jess than 4% of total capital spending.

American Water Works has a strong competitive position stemming from its extensive presence in the water utility
industry and the high quality of service provided. The company acts as a consolidator by acquiring both large and
small companies. Barriers to entry are high in the water indusiry because 2 new entrant must have not only the

wuwvw standardandpoors.com/ratingsdirect
Sae Terms of Use/Disclaimer on Ihe last page

© Standard & Poor's All righs seserved No reprint or di ination without Standard & Poor's p
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American Water Capital Corp.

capital to compete against a company as large as American Water Works, but also must be able to demonstrate 2

good historical track record

Pinancial Profile
American Water Works had an aggressive financial policy evidenced by liberal use of debt to fund growth in the
past few years. As a result, at year-end 2002, debt leverage increased to about 69% of total capital although the

measure dropped to 48% in 2003.

Financial Policy: Aggressive

Profitability/cash flow protection.

American Water Works' cash flow protection measures weakened substantial by year-end 2002, as debr leverage
increased substantially and the company postponed filing for necessary rate increases. As a resulr, FFO to interest
coverage reduced 1o less than 2.5x, while FFO 1o total debt reduced to less than 10%. Furthermore, internatly
generated cash funded only about 50% of total capital spending needs, Subsequent to the acquisition by RWE,
American Warer Works' cash flow protection measures are expected to improve marginally, in part reflecting the
implementation of needed rate increases and organic growth. Neverrheie-s‘s, internally generated cash is expected to
continue to be inadequate to fully fund capital expenditures in future years, requiring further external funding and
placing pressure on cash flow protection measures. As a result, FFO to interest coverage is expecied to reach 3x, and

FFO to average total debt should reach 11% over the intermediate term. ™

Capital structure/financial flexibility.
Debt leverage has steadily increased in recent years, reflecting the incremental use of debt to fund acquisitions and,

at year-end 2002, debr leverage was almost 69%. However, subsequent 1o the merger with RWE, debt leverage has
improved dramatically, with total debt to total capital dropping to about 48% in 2003. Although American Water
Works' equity increased as a resalt of the transaction, the absolute Jevel of debt increased further, continuing te
place pressure on the financial profile. Furthermore, debt leverage is expected to continue to rise as free cash flow

remains insufficient to fund capital spending needs.

American Water Works has strong financial flexibility mainly from RWE's parental support, which Standard &
Poor's assumes will provide funding for American Water Works' short-term debt needs. Furthermore, the level of
capital expenditures poses a challenge because the bulk of the spending (over 40%) is for transmission and
distribution projects, including expansion, implying that such capital expendirures may not be delayed or

postponed.

Standard & Poor’s RatingsBirect | August 1, 2003

© Slandard & Poor's Al rights reserved No reprint or dissemination without S1andard & Poor's permission See Terms of Use/Disclaimer on the lasl page
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Missourl American Water Company
Capital Struclure Based upon Total Capital for
MoPSC Staff Witness Murray’s Four Comparable Water Companles,
the Proxy Group of Six AUS LHility Reporls Waler Companies and
the Proxy Group of Four Valve Line (516. Ed.) Waler Companies
for the Years 2002 through 2006
8 YEAR
2006 2005 2004 2003 2002 AVERAGE
American Stales Water Company
Long-Term Debt 4595 % 4803 % 43 66 % 4621 % 4961 % 4669 %
Short-Term Debt 548 482 855 1122 710 743
Prefeired Stock 000 000 009 0.00 0.00 0.00
Common Equity 48.57 47.15 47.79 A2.57 43.29 45.87
Total Capltal 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 1¢0.00 %
Aaqua America, Inc.
Long-Temn Debt 48.53 % 48.68 % 50.03 % 49.35 % 5036 % 4939 %
Short-Term Debt 5.88 747 510 6.47 9.39 6.86
Preferred Stock .09 o008 0.08 0.06 0.06 0.07
Common Equily 45.50 4377 44.79 44.12 40.19 43.67
Tolal Capital 100.00 % 180.00 % 100,00 % 100.00 % 100.00 % 100.00 %
Aresian Resources Corp.
Leng-Term Debt 56.30 % 60.30 % 5585 % 54.79 % 53.82 % 656 21 %
Shont-Term Debt 6.03 208 7.38 939 324 5.62
Preferred Stock ano 0.00 noo 0.07 0.17 G.05
Common Equily 37.67 37.62 3877 38.75 4277 38.12
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100,00 %
California Water Services Group
Long-Terrm Debl 44.58 % 48.07 % 4866 % 51.77 % 51.25 % 48.87 %
Shon-Term Debt 0.00 6.00 0.00 122 742 1.73
Preferred Stock 050 0.61 081 0.66 071 0.62
Common Equily 54.92 51.32 50.73 46.35 40.62 4B.79
Total Capital 100.0¢ % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
Middlesex Water Company
Long-Term Delt 49.98 % 5475 % 5136 % 50.67 % 47.29 % 5079 %
Shorl-Term Debt 000 1 68 4.86 642 947 4 49
Preferred Slock 1.49 166 179 209 2.18 1.84
Cemmon Equity 48.53 41,91 41,99 40.92 41.08 42.88
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
SJW Corp.
Long-Termn Dabt 40.24 % 4263 % 4377 % 4564 % 39.98 % 4245 %
Short-Term Debt 380 0.00 0.00 000 416 1569
Preferred Slock 00t 0.02 004 0.05 0.07 0.04
Common Equity 55.95 57.35 56.19 54.31 55.7¢ 55.92
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 189,00 % 106.00 %
Southwest Water Company
Long-Term Debl 4385 % 4667 % 4853 % 48.50 % 57.07 % 4892 %
Short-Term Debt 0.00 0.00 0.00 000 000 0.00
Preferrad Stock 015 0.17 [12:] 085 0.74 044
Common Equity 56.00 53.16 5119 50,68 42,19 50.64
Tolal Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
York Waler Company
Long-Term Debl 48 82 % 4734 % 5184 % 41 40 % 4500 % 45,90 %
Short-Term Debt 0ao 6.65 0.00 9.07 377 380
Preferred Stack 000 0.00 0.00 0.00 .00 000
Gommen Equity 51,18 46.01 48.06 49,53 51,23 498.20
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.90 % 100.00 %
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Missouri American Water Company
Caphtal Stnucture Based upon Total Capilal for
MaPSC Slalf Wilness Muray's Four Comparable Water Companies,
the Proxy Group of Six AUS Utility Reports Water Companles and
the Proxy Group of Four Value Line {Std. Ed.) Water Companles
for the Years 2002 lhrough 2006
5 YEAR
2008 2005 2004 2003 2002 AVERAGE
MoPSC Staff Witness Murray's
Four Comparable Waler Companies
Leng-Term Bebt 4726 % 49.88 % 4843 % 4948 % 4963 % 48.94 %
Shorl-Term Debt 284 349 463 633 8.35 5.13
Preferred Stock 052 0.59 062 0.70 073 083
Commaon Equity 49.38 46.04 46,32 43.49 41.28 45.30
Tolal Capital 100.08 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
Proxy Group of Six
AUS Water Companies
Long-Term Debt 47.40 % 49.18 % 46 98 % 48.19 % 48.34 % ABA2 %
Shor-Term Deabt 383 3.50 351 623 584 4 52
Prefesred Stock 0.10 012 012 0.14 017 013
Common Equity 48.97 47,20 47.39 45.44 45.65 46.83
Tolal Capital 100.00 % 100.00 % 100.00 % 100.00 % 100,00 % 100.00 %
Proxy Group of Four Value Line
{Std. Ed,) Water Companies
Long-Tem Debl 4572 % 47 86 % 4772 % 4898 % 5207 % 48.47 %
Shon-Term Debt 284 3.07 341 473 598 401
Preferred Stock 0.19 022 025 .38 0.38 c28
Common Equily 51.25 48.85 48.62 45.92 41.57 47.24
Total Capital 100.00 % 100.00 % 100,00 % 100.00 % 100.00 % 100.00 %

Source of Informalion;  Standard & Poor's Compustat Services, Inc , PC Plus I Research lnsight Data Base
Company Annual Forms 10-K
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RESEARCH
Summary:

American Water Works Co. Inc.
Publication date: 18-May-2007

Kenneth L Farer, New York (1) 212-438-1679;

Primary Credit Analyst:
kenneth_farer@standardandpoors.con

Credit Rating: A-/Watch Neg/A-2

Rationale

The ratings on Amel
reflect the stand-alo
subsidiary of American Water Works,
regulated waler utility subsidiaries.

rican Water Works Go. Inc. and American Water Capilal Corp. (A-fWalich Neg/A-2)

which serves as the funding vehicle for American Water Works'

Works and American Water Capital are on CreditWatch with negative
reditWatch until the completion of the sale of American Water Works by
1), which is expected in 2007 The-CreditWatch listing reflects continued

The ratings on American Water
implications and will remain on G
parent RWE AG (A+/Negative/A-
uncertainty surrounding the extensi
business plan, and completion of signi
company has received approval from mor
placement offering in December 20086,

ficant debt and equity offerings. As part of the sale process, the
& than half the 13 stales and completed its $300 million private

ne husiness risk profile is '2' (excelient). (Utility business profiles are
{vulnerable)). The business profile stems from insulation from
competition, geographically diverse and targely residential markets, a supportive regulatory environment,
and the relatively low operating risk of managing groundwater and water treatment facilities. Uncertainty
associated with American Water Works' IPO in 2007, increasingly stringent water quality standards, and
the company's reliance on acquisitions 1o provide growth partly offset its strengths.

American Water Works' stand-alo
calegorized from "' {excellent} to "10'

alone financial risk profile is intermediate and includes management's

American Water Works' stand-
We will reassess the financial risk profile when

projected post-IPO debi-to-capital ratio of 45% to 55%.
additiona! information is available concerning the company's

supported by healthy markets and regulatory recovery of

Historical eamings and margins are stable,
g and capital expenses can lag regulatory

operating and capital costs, although increased operatin
recovary. For the past five years, funds from operations (FFO} to total debt has be
interest coverage was in the 1.5x to 2.5x area, Given the business risk profile of '2', American Water

Works' cash flow metrics are somewhat weak for the ‘A rating.

In RWE's investor presentation refated to the sale of its water businesses, the company stated that its

North American Water segment, whic!
to spend $3.6 billion on capilal expenditures from 2005 to 2008, compared with about $500 million par

year recently. American Water Works' increased capital spending is needed to upgrade aging water
systems, accommodate population and economic growth, and comply with environmental regutations.

RWE projects negative free cash flow and extema
infermediate term, continued customer growth and regulatory rate increases could improve credit

measures. However, improvements could be
with the company's increased capital spending.

Short-term credit factors
The 'A-2' shori-term rating on American Water Works and American Water Capital reflects:

» Adequate consolidated liquidity;

https://www.ratingsdirect.com/Apps/RD/controller/Article‘?id=579 198&type=&output Type=print...

ne credit quality of American Water Works. American Water Capital is a wholly owned

post-IPO business plan and capital structure.

en about 10% and FFO

| financing to fund the higher capital spending. QOver the

hindered if future regulatory rate increases do not keep pace

Page 1 of 2

ive regulatory process associated with the sale, the néed for an updated

h Includes some operations outside of Amerlcan Water Works, plans

6/18/2007
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[18-May-2007] Surmnary: American Water Works Co. Inc. Page 2 of 2

o Stable cash flows from regulated subsidiaries;

o American Waler Capital's $800 million revolving credit facility, which matures on Sept. 15, 2011
(excluding extensions); and

» Manageable debt maturities over the next few years.

American Water Works has maintained adequate cash balances, typically exceeding $50 million, although
future levels could differ after the sale by RWE. Uses of American Water Capital's $800 million revolving
credit facitity, which matures on Sept. 15, 2011, are targeted for backup to the company's $700 million
commercial paper program and LOCs, as needed. Financial covenants in the revolving credit facility
include a maximum debt 1o capital {with adjustments) of 70% and restrictions on liens, distributions, debt
incurred at American Water Works, and asset sales. The change of control provision is more restrictive
than most revolving credit agreements, as a change of control is defined as one entity owning 25% or
mora of the post-IPO outstanding common stock or certain mafority changes {o the membership of the
board of directors.

Analytlc services provided by Standard & Poor's Ralings Services {Ralings Services) are the resull of separate activities
deslgned to preserve the Independence and objectivily of ralings opinions. The credil ratings and observations conlained herein
are solely statements of opinlon and not statements of fact or recommendations to purchase, hold, or sell any securities or make
any other investment decisions. Accordingly, any userof the information contalned herein should not rely on any credit rating or
olher opinien contained herein in making any investment decision. Ralings are based on information received by Ratings
Services. Other divisions of Standard & Poor's may have information that is not available to Ralings Services. Standard & Poor's
#as established policies and procedures to maintain the confidentiality of non-public Information received during (he ralings

process.

Ralings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such
sacuiities or third parties participating in marketing the securitles. While Standard & Poor's reserves the right to disseminate the

raiing, it receives no payment for doing so, except for subscriptions to ils publications. Additional information about our ratings
fees Is avallable at www standardandpoors com/usralingsfees.

Copyrighl ® 2007 Standard & Poor's, a division of The MeGraw-Hill Companies All
Rights Reservad. Privacy Notice

https://www.ratingsdirect.comprps/RD/controller/Artic]e?id=579198&type=&outputType=print... 6/18/2007
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RESEARCH

Summary:

American Water Capital Corp.

Publication date: 18-May-2007

Primary Credit Analyst: Kenneth L Farer, New York {1} 212-438-1679;

kenneth_farer@standardandpoors.com

Credit Rating: A-/Watch Neg/A-2

Rationale

The ratings on American Water Works Co. Inc. (A-/Watch Neg/A-2} and American Water Capital Corp.
reflect the stand-alone credit quality of American Water Works. American Water Capital is a wholly owned
subsidiary of American Water Works, which serves as the funding vehicle for American Water Works'

reguiated water utility subsidiaries.

The ratings on American Water Works and American Water Capital are on CreditWatch with negalive
implications and will remain on CreditWatch until the completion of the sale of American Waier Works by
parent RWE AG (A+/Negative/A-1), which is expected in 2007. The CreditWalch listing reflects continued
uncertainty surrounding the extensive regulatory process associated with the sale, the need for an updated
business plan, and completion of significant debi and equity offerings. As part of the sale process, the
company has recelved approval from more than half the 13 states and completed its $900 miillion private

placement offering in December 2006.

American Water Works' stand-alone business risk profile is ‘2’ (excellent). (Utility husiness profiles are
categorized from 1’ (excellent} to 10’ (vulnerable)). The business profile sterns from insulation from
competition, geographically diverse and largely residantial markets, a supportive regulatory environment,
and the relatively fow operating risk of managing groundwater and water treatment facilities. Uncertainty
associated with American Water Works' IPQ in 2007, increasingly stringent water quality standards, and
the company's reliance on acquisitions to provide growth partly offset its strengths.

American Watar Works' stand-alone financial risk profile is intermediate and inctudes management's
projected post-IPQO debt-to-capital ratio of 45% to 55%. We will reassess ihe financial risk profile when
additional information is available concerning the company's post-IPO business plan and capital structure.

Historical eamings and margins are stable, supported by healthy markets and regulatory recovery of
operating and capital costs, although increased operating and capital expenses can lag regulatory
recovery. For the past five years, funds from operations (FFO) to lotal debt has been about 10% and FFO
interest coverage was in the 1.5x to 2.5x area. Given the business risk profile of '2', American Water
Works® cash flow metrics are somewhat weak for the 'A-' rating.

In RWE's investor presentation related to the sale of its water businesses, the company stated that its
North American Water segment, which includes some operations outside of American Water Works, plans
to spend $3.6 billion on capital expenditures from 2005 to 2009, compared with about $500 million per
year recently. American Water Works' increased capital spending is needed fo upgrade aging water
systems, accommodate population and economic growth, and compily with environmental regulations.
RWE projects negative free cash flow and external financing to fund the higher capital spending. Over the
intermediate term, continued customer growth and regulatory rate increases could improve credit
measures. However, improvemenis could be hindered if future regulatory rate increases do nol keep pace

with the company's increased capital spending. N

Short-term credit factors
The 'A-2' short-term rating on American Water Works and American Water Capital reflects:

» Adequate consolidated liquidity;

https ://www.ratingsdirect.corn/Apps/RD/contmller/Article‘?id=579 196&type=8&outputType=print... 6/18/2007
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« Stable cash flows from regulated subsidiaries;

+ American Water Capital's $800 million revolving credit facility, which matures on Sept. 15, 2011
{excluding exlensions), and

« Manageable debt maturities over the next few years.

American Water Works has maintained adequate cash balances, typically exceeding $50 million, although
future levels could differ after the sale by RWE. Uses of American Water Capital's $800 million revolving
credit facility, which matures on Sept. 15, 2011, are targeted for backup to the company's $700 miltion
commercial paper program and LOCs, as needed. Financial covenants in the revolving credit facility
include a maximum debt io capital (with adjustments) of 70% and restrictions on liens, distributions, debt
incurred at American Water Works, and asset sales. The change of confrol provislon is more restrictive
than most revolving credit agreements, as a change of control is defined as one entity owning 25% or
more of the post-IPO outstanding commeon stock or eriain majority changes to the membership of the
board of directors. :

Analylic services provided by Standard & Poor's Ratings Services (Ralings Services) are the resull of separate aclivities
designed to preserva the independence and objectivity of rafings opinions. The credit ratings and observations contained herein
are solely statemenls of opinion and not statements of fact or recommendations fo purchase, hold, or sell any securities or make
any other investment decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or
other opinion contained herein In making any investment dedision. Ratings are based on information received by Ratings
Services. Other divisions of Standard & Poor's may have Information that is not available to Ratings Services. Slandard & Poor's
has established policies and procedures lo maintain the confidentiality of non-public information received during the ratings

process.

Ratings Services receives compensation for its ratings. Such compensation is nonmally paid either by the issuers of such
securities or third parties participating in markeling the securities. While Standart} & Peor's reserves the right to disseminate the
rating, it receives no paymentior. doing so, except for subscriptions to its publications. Additional information about our ralings
fees is available at www stangardandpoors com/usratingsfees.

Copyright © 2607 Standard & Poor‘s.'a"division of The McGraw-Hil Companies All
Rights Reserved. Privacy Nolice

https://www.ratingsdirect.com/Apps/RD/controller/Article?id=579 196&type=&outputType=print... 6/18/2007
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Missouri-American Water Company
Historical & Projected Growth Rates for
Mr. Murray's Four Comparable Water Utility Companies
Corrected to Exclude Neqative Growth Rates and S&P's Forecasted Growth in EPS

1 2 3 4 5
Historical Projected 5- Projected 3-5 Average
Growth Rate Year Growth Year EPS Average Historical &
(DPS, EPS, WBIEIS Growth {Value Projected Projected
Company Name & BVPS) (1) {Mean) {2) Line) (1} Growth (3) Growth

American States Water Company 2.21% (1) 4.50% 9.00% 8.75% 4.48%
Aqua America Inc. 8.42% 10.00% 7.50% 8.75% 8.59%
California Water Services Group 1.92% (1} 7.00% 8.50% 6.75% 4.34%
Middlesex Water Company 3.13% 8.00% NA 8.00% 5.57%
Average 3.92% 7.38% 7.67% 7.56% 5.75%

Range of Growth Rats
Proposed Dividend Yield {(4)

Estimated Cost of Common Equity

Adjustment to Reflect an A- Credit Rating (5)

Adjusted Estimated Cost of Common Equity

Midpoint

Notes: (1) From Mr. Murray’s Schedule 13-3, average of 10-Year Average EPS,
DPS & BVPS growth rate and 5-Year Average DPS, EPS & BVPS
growth rate (excluding negative EPS growth rates of 2.50% and 0.50%
for 2010-2012 for American States Water Company and California Water

{2) From Mr. Murray's Schedule 14.

{3) Does not include Projected 5-Year EPS Growth (S&P) from Mr. Murray's
Schedule 14 because the source of S&P's growth rates s I/B/E/S, as
shown on page 2 of this Schedule.

{4) From Mr. Murray's Schedule 16.

{5) From page 33 of Mr. Murray's direct testimony.

5.75% - 6.75%

2.90%

8.65% - 8.65%

0.10%

8.75% - 9.75%

9.25%
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HOW TO USE THE EARNINGS GUIDE

It is necessary to carefully read the following instructions and those on Pages 1 and 2 to interpret the abbreviations and the

data contained in the Eamings Guide.
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Missouri-American Water Company
Capltal Asset Pricing Model (CAPM) Cost-Of-Common-Equity Estimates
for Mr. Murray's Four Comparable Water ttility Companies Corrected
to Reflect a Prospective Risk-Free Rate and
the Appropriate Historical Equity Risk Premium

1 2 3 4 5
Market Risk Beta Adjusted Cost of

Risk-Free Company's Premium (1926 Market Risk Common

Company Name Rate (1) Beta (2) - 2008) (3) Premium (4) Equity (5)
American States Water Company 5.30% 0.80 7.10% 5.68% 10.98%
Aqua America, Inc. 5.30% 0.90 7.10% 6.39% 11.69%
Californta Water Services Group 5.30% 0.90 7.10% 6.39% 11.69%
Middlesex Water Company 5.30% 0.85 7.10% 6.04% 11.34%
Average 5.30% 0.86 7.10% 6.13% 11.43%

Notes: (1) Derived in note 2 on page 3 of Schedule PMA-28.
{2) From Mr. Murray's Schedule 17.
{3) Derived in nate 1 on page 3 of Schedule PMA-28.
(4y Column 2 * Column 3.
{5) Column 1 + Column 4.



Missouri-American Water Company

Schedule PMA-21

Capital Assel Pricing Mode| (CAPM} Cost-Of-Common-Equity Estimates
for Mr. Murray's Four Comparable Water Utility Companies Corrected
to Reflect a Prospective Risk-Free Rate and
the Average Hislorical and Forecasted Market Equity Risk Premium

1 2 3 4 5
Traditional Capital Asset Pricing Model

Beta Adjusted Cost of

Risk-Free Company's Market Risk Market Risk Common

Company Name Rate (1) Beta (2) Premium (3} Premium {4) Equity (5
American States Water Company 5.30% 0.80 5.80% 4.64% 9.94%
Aqgua America, Inc. 5.30% 0.90 5.80% 5.22% 10.52%
California Water Services Group 5.30% 0.90 5.80% 5.22% 10.52%
Middlesex Water Company 5.30% 0.85 5.80% 4.93% 10.23%
Average 5.30% 0.86 5.80% 5.00% 10.30%

Empirical Capital Asset Pricing Model

Beta Adjusted Cost of

Risk-Free Company's Market Risk Market Risk Common

Company Name Rate (1) Beta {2) Premium (3) Premium (6) Equity (5)
American States Water Company 5.30% 0.80 5.80% 4.93% 10.23%
California Water Services Group 5.30% 0.90 5.80% 5.37% 10.67%
Middlesex Water Company 5.30% 0.90 5.80% 5.37% 10.67%
Philadelphia Suburban Corporation 5.30% 0.85 5.80% 5.15% 10.45%
Average 5.30% 0.86 5.80% 5.21% 10.51%
10.41%

Average of Traditional and Empirical CAPM

Notes:

(1} From note 2 on page 3 of Schedule PMA-28.

(2) From Mr. Murray's Schedule 16.
(3) Derived in note 1 on page 3 of Schedule PMA-28.

(4) Column 2 * Column 3.
{5) Column 1 + Column 4

(6) The empirical CAPM is applied using the formula found in note 4 on

page 3 of Schedule PMA-28.
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The Equity Risk Premium

For example, if bond yields rise unexpectedly, investors can reccive a higher coupon payment from
a newly issued bond than from the purchase of an outstanding bond with the former lower-coupon
payment. The outstanding lower-coupon bond will thus fail ro acract buyers, and irs price will decrease,
causing its yield to increase correspondingly, as its conpon payment remains the same. The newly priced
outstanding bond will subsequently attract purchasers who will benefit from the shift in price and yield;
however, those investors who alteady held the bond will suffer a capital loss due to the fall in price.

Anticipated changes in yields are assessed by the market and figured into the price of a bound.
Future changes in yields thar are not anticipated will cause the price of the bond to adjust accordingly.
Price changes in bonds due to unanticipated changes in yields introduce price risk into the total rerurn.
Therefore, the rota] return on the bond series does not represent the riskless rare of remrn. The income
return betier represents the unbiased estimate of the purely ciskless rate of return, since an investor can
hold a bond to maturity and be entitled to the income return with no capital loss,

Arithmetic versus Geometric Means

The equity risk premium data presented in this book are arithmetic average risk premia as opposed
to geometric average risl premia. The arithmetic average equity risk premium 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 difference 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 average return.

The argument for using the arithmetic average is quite straightforward. In looking at projected cash
flows, the equity risk premium that should be employed is the equity risk premjum that is expected 10
actually be incurred over the future time periods. Graph 5-3 shows the realized eguity risk premiom
for each year based on the returns of the s&P 500 and the income return on long-term government
bonds. (The actual, observed difference between the rerurn on the stock market and the riskless rate is
knowm as the realized equity risk premium.) There is considerable volatility in the year-by-year statistics.
At times the realized equity risk prerium is even negative.

Morningstar, Inc 17
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Chapter 5

Graph 5-3
Realized Equity Risk Premium Per Year
1426-2006
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To illustrate how the arithmetic mean is more appropriate than the peometric mean in discounting cash
flows, suppose the expected return on a stock is 1o percent per year with a standard deviation of
20 percent. Also assume that only two outcomes are possible 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 over a two-year period is illustrated in Graph 5-4.

78 SBB Valuation Edition 2007 Yearbook



Schedule PMA-22
Page 4 of 8

The Equity Risk Premium

Graph 5-4
Growth of Wealth Example

$1.70

Years

The most common outcome of $1.17 is given by the geometric mean of 8.2 percent. Compounding the
possible cutcomes as follows derives the geometric mean:

[(1+030) x(t—010)]*—1=0082

However, the expected value is predicted by compounding the arithmetic, not the geometric, mean. To
illustrate this, we need to look at the probability-weighted average of all possible outcomes:

[0.25 x §1.69) = $0.4225
+ (050 x $1.17) = $0.5850
+{0.25 x $0.8%) = 30.2025

Total $1.2100

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 1o percent, the arithmetic mean:

$1x(1+010) =$1.21
The geometric mean, when compounded, results in the median of the distribution:

$1 % (1-+0082)°=81 17

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

Mormingstar, Inc 73
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Appropriate Historical Time Period
The equity risk premium can be estimated using any historical time period. For the U.5., market data

exists at least as far back as the late 1Boos. Therefore, it is possible to estimate the equity risk premivm
using data that covers roughly the past 100 yeais.

Our equity risk premium covers the time period from 1526 to the present. The original data source
for the time series comprising the equity risk preminm 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 tizne period around 1926 was approximately when quality financial data became available.
They also made a conscious effort 1o include the period of extreme market volarility from
the late twenties and early thitties; 1926 was chosen because it includes one full business cycle of
data before the market crash of 1929. These are the most basic reasons why our equity risk premivm
calculadon window starts in 1926,

Implicit in using history to forecast the future is the assumption that investors’ expecrations
for Future gutcomes 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 peried is independent

of its value in other periods.

Does the Equity Risk Premium Revert 1o Its Mean over Time?
Some have argued that the estimate of the equity risk preminm is upwardly biased since the stock
market is currently 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 returns and realized equity
risk premia will be lower in the fumure, bringing rthe average back to a normalized level. This argnment
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;
moreovet, the evidence supporting this argument is neither conclusive nor compelling enough to make
such a strong assumption.

COur own empirical evidence suggests that the yearly difference between the stock market total return
and the U.5. Treasury bond income return in any particular year is random. Graph 5-3, presented earlier,

" tllustrates the randomness of the realized equity risk premium.

3 Fama, Eugene E, and Kenneth R. French. “Permanent and Temporary Components of Stock Prices,” Journal of Political
Economy, April 1988, pp. z46-173. Poterba, James M., and Lawrence H. Summers. *Mean Reversion in Stock Prices,”
Journal of Financial Economics, October 1588, pp. »7-59. Lo, Andrew W, and A Craig MacKinlay. “Stoeck Market Prices
Do Nat Follow Random Walks: Evidence from a Simple Specification Test,” The Review of Financial Studies, Spring 1988,
pp. 4x-56. Finnerty, John B., and Dean Leistikow. “The Behavior of Equity and Debr Risk Premiums: Are They Mean
Reverting and Downward-Trendingt™ The Journal of Portfolio Management, Summer 1993, pp. 73-84. Ibboson, Roger G.,
and Scon L. Lummer “The Behavior of Equity and Debt Risk Premtums: Comment,” The Journal of Fortfolio Management,
Summer 1994, pp. 98-zoo. Finnerty, John D., and Dean Lejstikaw. “The Bebavior of Equity and Debs Risk Premiums: Reply
to Comment,” The Journal of Portfolic Management, Summer 1994, pp. ¥o1-102.

8D SBBI Valuation Edition 2007 Yearbook
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The 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 retuen of a given series is related from petiod
to 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 correlation 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 thar the returns are random or unpredictable from one period to the next
Table 5-3 contains the serial correlation of the market total returns, the realized long-horizon equity

risk premiom, and inflation.

Table 5-3
Interpretation of Annual Serial Correlations

- 19268-2006
Series Serial Correlation Interprotation
Large Company Stock Total Returas 003 Random
Equity Risk Premium D Rardom
InHation Rates 065 Trend

The significznee of this evidence is that the realized equity risk preminm next year will not be dependent
on the realized equity risk premium from this year. That is, there is no discernable pattern in the realized
equity risk premium—it is virtually impossible to forecast next years realized risk premium based
on the premium 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 not imply that next year’s
will be higher than this year’s. It is as likely to be higher as it is lower. The best estimate of the
expected value of a variable that has behaved randomly in the past is the averape {or arithmetic mean)
of its past values.

Table 5-4 also indicates that the equity risk premium varies considerably by decade. The complete
decades ranged from a high of 7.9 percent in the 19505 to a low of 0.3 percent in the r970s, however,
thus far the 2000s have shown a —2.8 percent equity risk premium, This Jook at historical equiry risk

preminm reveals no observable pattern.

Table 54

Eong-Horizon Equity Risk Preminm by Decade

1926-2006

1920s  1930s  194bs 95D 19E0s 1970s  19Bs  19%0s 2000 9997-2006
176%  23%  BO% 178%  42% 03% 8% 121% -28% 45%
*Based on the periad 19261979

**Based on the period 2000-2005

Morningstar, Inc. 81
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Finnerty and Leistikow perform more econometrically sophisticated tests of mean reversion in the equity
risk premium. Their tests demonstrate that——as we suspected from our simpler tests—the equity risk pre-
mium 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.”

Cheosing an Appropriate Historical Period

The estimate of the equiry risk preminm depends on the length of the data series smdied. A proper esti-
mate of the equity risk premnium 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 calentated 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 shorst history, using a long
series makes it less likely that the analyst can jnstify any number he or she wants, The magnirude of
how shorter periods can affect the result will be explored later in this chapter

Some analysts estimate the expected equity risk preminm 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 believe
that the 19208, 19305, and 19405 contain too many unusual events. This view is suspect because all peri-
ods contain “unusual” events. Some of the most vnusual events of the Jast hundred years took place
quite recently, including the inflation of the late 19705 and early 79805, the October 1987 stock
market crash, the collapse of the high-yield bond matker, the major contraction and consolidation of
the thrift industry, the collapse of the Soviet Union, the development of the European Economic
Community, and the attacks of September 11, 2001,

It is even difficult for economists ro predict the economic environment of the future, For example,
i one were analyzing the stock marker in 2587 before the crash, it would be statistically improbable to
predict the impending short-term volatlity without considering the stock market crash and market
volatility of the 1929-1931 period.

Without an appreciation of the 19205 and 19308, no one would believe that such events could
happen. The B1-year period starting with 1926 is representative of what cap happen: it includes high
and low returas, volatile and quiet markets, war and peace, inflation and deflation, and prosperity and
depression. Restricting 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

4 Thongh the smdy performed by Finnerty end Leistikow demonstrates that the traditional equity risk premium exhibits no
mean reversion or drift, they conclude that, “the processes generating these risk preminms are generally mean-reverting”
This conclusion is completely vnrelated to their statistical findings and has received some eriticiem. In addition 10 examining
the aditional equity risk premia, Finnerey and Lelstikow includz analyses on "real™ tisk premia as well as separate risk
presnia for income and capital gains. In their comments on the study, Ibbotson and Lummer show thar these “real” risk pre-
mia adjust for inflation twice, “creating variables with no econemic content.™ In addirion, separating income and ca pital
gains does not shed light on the behavior of the risk premia os a whole.

5 This assertion is further corroborated by data prescnted in Global Investing: The Professional’s Guide to the World of
Capital Markets {by Roger G. Ibbotson and Gary P. Brinson and published by McGraw-Hill, New York). Ibbotsor and
Brinson censtructed a stock market total return series back to x790. Even with some uncertzinty about the accusacy of the
data before the mid-ninereenth century, the resubts are remarkable. The reat {zdjusted for inflation) returns that investors
received during the three so-year pericds and one 51-year period between x790 2nd 1990 did not differ greatly from one
another [that is, in a stadstically significant amount). Nor did the real retorns differ greatly from the overalt 20T-year
average. This finding jmplics that because real stock-market teturns have been ceasonably consistent over time, investors
can use these past retums a5 reasonahle bases for forming their expectations of future renuns.

82 5BBI Valuation Edition 2007 Yearhook
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The Equity Risk Premium

repeat themselves, long-run capital market retarn 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 Resulis

It is interesting to take a look at the realized returns and realized equiry risk premium in the context of
the above discussion. Table s-5 shows the average stock market retura and the average (arithmetic
mean) realized long-herizon equity risk premium over various historical time periods. Similarly, Graph
5-5 shows the average (arithmetic mean) realized equity risk premium calculated throvgh 2008 for
different starting dates. The table and the praph both show that using a longer historical period
provides a more stable estimare of the equity risk preminm. The reason is that any unigue period
will not be weighted heavily in an average covering a longer historical period. It better represents the
probability of these unique events occurring over a long period of time.

Table 55

Stock Market Return and Equity Risk Premium Qver Time

19262008

Pariod Parlod Large Company Stock Arithmetic Long-Herizon Equity
Length Dates Mesn Tolal Retom Risk Premium
B1 years 15252006 123% 1%

70 years 1937-2008 123% 67%

BO years 19472006 132% 1%

50 years 19572006 119% 52%

A0 years 1967-2006 123% A48%

30 years 1977--2006 136% 5.8%

20 years 19872066 13 0% 54%

15 years 1992-2006 12 0% 50%

10 years 19972006 100% 15%

S years 2002-2006 1.5% 27%

Looking carefully at Graph s-5 will clarify this point. The graph shows the realized equity risk
premium for a series of time periods through 2006, starting with 1926. In other words, the first value
on the graph represents the average realized equity risk premium over the period 1926—2006. The next
value on the graph represents the average realized equity risk premium over the peried 1927-2006, and
50 on, with the last value representing the average over the most recent five years, 2002—2006.
Concentrating on the lcft 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 to right, moving
from longer to shorter historical periods, one sees that the value of the realized equity risk premium
begins to 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 continue
1o follow the Line to the right, however, you wilf also notice that when 1973 and 1974 fall cut of the recent
average, the realized equity risk preminm jumps up by nearly z.2 percent.

Mormingstar, . B3
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Schedule PMA-24

Missouri American Water Company

Derivation of the Range of Rale of Return on Coemmon Equity on Missouri American Water Company's

Actual Book Commoen Equity at April 30, 2007 Implicit in MoPSC Witness Murray's
Recommended Range of Overall Rate of Return

MoPSC Witness Murray's Recommended Range of Overall Rate of Return

Before-
Incame Tax
Weighted Cost Weighted
Type of Capital Ratios (1) Cost Rate {1) Rate (1) Cost Rate (2)
Common Stock Equity 28.18% 8.60% - 8.60% 2.42% - 2.70% 3.97% - 4.43%
Preferred Stock 19.18% 5 90% 1.13% 1.85%
tong-Term Debt 46.36% 5 25% 2.43% 243%
Short-Term Debt 6.28% 4.40% 0.28% 0.26%
6.27% - 6.55% * 8.53% - 8.99%

Total

100.00%

Derivation of the Range of Rate of Return on the Company's Requested Commen Equity Ratio Implicit in MoPSC Witness

Murray's Recormmended Range of Overall Rale of Refurn
Before-
Income Tax
Weighted Cost Weighted
Type of Capital Ratios (3) Cost Rale Rate Coest Rale (2)
Common Equity 47.81% 6.97% - 7.55% (4) 3.33% - 3.61% (5) 5.46% - 5.92% (6)
Preferred Stock 0.44% 9.17% (3 0.04% 0.07%
Long-Term Debt 44.50% 5.87% 3 2.61% 2.61%
Short-Term Debt _71.26% 5.39% 3 0.39% __D3%%
Total 100.00% * 6.37% - 6.65% 8.53% - 8.99% (7)
* DPoes not add due to rounding.
Notes: (1) From MoPSC Witness Murray's Schedule 20.

(2) Based upon a company-provided combined Federal and state income tax rate of 38%.

(3) From Schedule JMJ-5.

(4) Common equity cost rate range implicit in MoPSC Witness Murray's recommended before-income tax
overall rate of return range of 8.53% - 8.99% when applied to the Company's capital structure ratios at
May 31, 2007, the true-up perind. The common equity cost rate range of 6.97% - 7.55% is derived by
dividing the range of weighted cost rate of common equity of 3.33% - 3.61% {derived in note 5 below}
by the Company's May 31, 2007 common equity ratio of 47.81%. 6.97% = ( 3.33% + 47.81% ) and
7.55% = (3.61% +47.B1% ).

{5) Range of weighted cost rate of common equity derived by multiplying the range before-income tax
weighted cost rate of common equity of 5.48% - 5.92% (derived in nole & below) by (1 - 39% ).

3.33% = (5.46%*(1-39%))=546% *61% =3.33%and 361% =(592% " (1-39% )} =502%"*

61% =3.61%.

Range of before-income tax weighted cost rate of common equity derived by subtracting the sum of

the before-income tax walghted cost rates of preferred stock ( 0.07% }, long-term debt ( 2.61% ) and

short-term debt { 0.39% ) from MoPSC Witness Murray's recommended range before-income tax
overall rate of return of 8.53% - 8.99% 5.46% = 8.53% - 0.07% - 2.51% - 0.39% and 5.92% = 8.99% -

0.07% - 2.61% - 0.39%.

(6

—



Oale Campany
B-Jan-05 Soulh Carolina Electic & Gas
28-Jan-05 Aquila Natworks-WPK
16-Fab-05 Puget Seund Energy
18-Fab-05 Puget Sound Energy
25-Feb-05 PacifiCorp
10-Mar-05 Empira Dislrict Eleclric
24-Mar-Q5 Consolldated Edison al New York
29-Mar-05 SEMCO Energy Gas
31-Mar-05 Texas- Now Maxico Power
4-Apr-05 Ceniral Varmonl Public Service
7-Apr-05 Arizona Public Service
13-Apr-05 Vactren Energy Delivery of Ohlo
28-Apr-05 Michigan Consolidaled Gas
17-May-05 AmereniP
18-May-05 Entergy Louisiana
25-May-05 Savannah Elactric and Power
26-May-05 Alantic City Electric
1-Jun-C5 Jarsay Canlral Power & Light
8 Jun-05 Public Service New Hampshire
§-Jun-05 CanlerPcint Energy Minnegasco
10-Jun-G% Allanta Gas Light
8-Jul-05 Enlergy Gulf States
£9-Jut-05 Wisconsin Power and Light
19-Jul-05 Wisconsin Power and Light
5-Aug-05 Cap Rock Enargy
11-Aug-05 Norhern States Power
15-Aug-05 AEP Texas Cenlral
19-5ep-05 CenterPolnt £nsrgy Arkansas Gas
28-Sep-05 PaciliCorp
30-Sep-05 Neriherm Hinois Gas
4-0¢cl-05 Oklahoma Natural Gas
14-Oct-05 Interstate Power & Light
31-0ch05 South Carolina Eleclric & Gas
2-Nov-05 Askensas Weslern Gas
30-Nov-05 Bay State Gas
9-Dec-05 Arkansas Oklahoma Gas
12-Dec-05 Madison Gas and Eleclric
12-Dec-05 Madison (as and Eleclic
13-Dac-05 QGE Elednic Service
$8-Dec-05 Pacific Gas and Electric
16-Dac-05 Soulhem Callfornia Edison
16-Dac-05 Pacllic Gas arxd Electric
15-Dec-05 San Diego Gas & Eleclric
16-Dec-05 San Diego Gas & Eleclic
21-Dac-05 Cincinnali Gas & Electric
21-Dec-05 Avista Gorp
21-Cec-05 Baltimere Gas & Elactic
24-Dec-G5 Avista Comp
22-Dac-03 Wisconsin Pubfic Sarvice
22-Dec-05 Consumers Energy
22-Dac-C5 Wisconsin Public Service
22-Dec-05 Union Light, Heal & Power
28-Dec-05 Westar Energy North
2B-Oec-05 Kangas Gas and Electric
28-Dac-05 Southem Connecticut Gas
5-Jan-06 Ncrthern Stales Power
§-Jar-06 Northemn Stales Power
25-Jan-06 Wisconsin Elecliic Power
25-Jan-06 Wiscensin Gas
27-Jan-06 Unilad lluminating
3-Feb-06 Public Service of Colorado
23-Feb-08 Soulhwaest Gas
1-Mar-06 Aqulla
3-Mar-06 Intersiate Power and Lignl
17-Apr-06 PaciiCorp
18-Apr-06 MidAmerican Energy
253-Apr-08 Da'marva Power & Lighl
28-Apr-08 Sierra Pacific Power
26-Apr-08 Sierma Pacific Power
25-May-06 LA Gas ServiceiTrans LA Gas
27-Jun-08 Upper Peninsula Power
§-Jut-06 Malne Public Service
24-Jul-08 Central Hudson Gas & Eleclric
24-Jul-06 Central Hudsen Gas & Eleclric
26-Jul-06 AEP Wast Virginla
2B-Jul-06 Comonwaallh Edison
23-Aug-08 New York Stale Electric & Gas

1-Sep-08

Northem Slales Power

Type of
Uity
Eleclic
Eleclic
Electic
Gas
Electric
Elactic
Elaciric
Gas
Electric
Elactric
Electric
Gas
Gas
Gas
Electric
Eleclic
Electic
Elecuic
Eleclric
Gas
Gas
Gas
Efectric
Gas
Efactric
Gas
Elaclic
Gas
Electic
Gas
Gas
Gas
Gas
Gas
Gas
Gas
Eleclric
Gas
Elactric
Electric
Eleclric
Gas
Gas
Eleclic
Eleclic
Electic
Gas
Gas
Electric
Elactric
Gas
Gas
Electric
Elecuic
Gas
Gas
Eleciric
Gas
Gas
Electric
Gas
Gas
Gas
Eleclic
Electric
Eleclic
Electic
Etaclric
Gas
Gas
Electric
Electic
Electric
Gas
Elaclic
Eleclic
Electic
Elaclic

Missouri Amancan Water

Authorized Relums on Cormmon Equity and
Comman Equily Ratios for Electric and Gas Dislritbution Companles
Irom January 2005 through June 2007

Stale

Schedule PMA-25

Page 1of 2
meant
Yield on
Moody's A
A Al Rated Public
Retumn on Commen Utikly Bonds
Common Equity ___Equily Ratio [1)] Spread

1070 5031 597 473
10 50 3363 592 458
1030 4300 bez 438
10.30 42 00 562 4338
10.50 47 80 (2) 578 472
1106 49 14 @ 578 522
10 30 4800 (2H4K7) 561 469
1100 -- 2 581 539
1025 4000 (2KB) 561 464
1000 5553 581 439
1025 4500 (8) {2} 561 484
1060 4810 E 581 439
1ao 3931 - {3} 583 517
1000 53 09 {2} 583 417
1025 4873 2) 583 442
1075 .- {2) 564 511

975 46 22 2)(6) 584 413

975 45 00 (2)(6) 564 411

963 -- 584 3499
1018 §0 27 2)3) 5864 454
1080 -- (2)(8) 554 528
i0 50 47 52 {2) 553 497
1150 6175 553 597
1150 6175 563 597
1475 2500 (8) 540 835
1040 5024 {213) 540 500
10 i3 4000 @in 540 473

945 380" 551 394
1000 47 50 5.50 450
1051 56 37 550 501
880 46 76 (2) 550 440
10 40 4935 (2)3} 550 480
1025 5075 (2) 5§52 473

70 3303 ° 552 418
10.00 5395 579 41

970 4104 °E 579 3a
1o 56 65 579 521
1100 5665 579 521
10.75 55 69 579 498
1135 52 GO 579 5 66
1160 48 00 579 581
1135 52 0D 579 556
10 70 49 00 579 491
1070 49 00 579 491
1028 47 53 {2)e) 588 441
1040 4000 2) 588 452
100 A8 40 5488 512
040 40 00 {2) 588 452
1500 5973 588 512
115 363t 588 527
t100 5973 588 512
10 20 54 45 5Ba 432
1oon 44 59 588 412
10 0% 44 58 588 412
1000 5128 {2} 588 412
1100 53 66 588 512
1100 5386 588 512
1120 5624 580 540
1120 5020 580 540

975 48 GO (4)(B)(9) 5.60 395
10 50 5549 2) 5B0 470

950 40 00 (5) 576 375
1040 E 5139 @)13) 575 465
1038 49 10 2 575 464
1020 46 00 582 438
1190 {12} .- 582 608
1000 4772 (] 5488 402
1080 4076 598 462
1060 4076 598 482
10 40 48 00 {6} (2) 629 41
075 4712 (2} 8.42 432
620 5000 {216} 64z 378

960 4500 {2807 840 220

960 4500 {2)(E)(7) 640 320
1050 .- 2 84D 410
1005 42 85 7N 5.40 aes
955 4160 {7) §37 318
10 54 5167 {3)(10) 837 4147
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Page2of 2
jssouf American r Compan
Authorized Relums on Common Equily and
Common Equity Rallos for Electric and Gas Distribution Companins
from Jancary 2005 threugh Jung 2007
Yield on
Moody's A
Authorized Aulhorized Raled Public
Type of Retum on Common Uiilily Bonds
Data Campany Ulility Stale LComman Equity Equily Ratio {t) Spread
14-Sep-06 PacifiCorp Electric oR 000 50 00 249 637 a63
20-Sep-06 Kirdier Morgan Gas wv ¥i 00 43 88 {218} 537 463
26-Sep-06 Chasapaaka Utifilies Gas MD to7s 5340 (2} 520 4 55
8-0ct-06 Unitit Enargy Systems Elgelric NH 987 4310 (2)4XT7} 620 347
20-0cl-06 Crange & Rockland Utlities Gas NY 980 4800 (2)(4)E} 520 360
2-Nov-06 CanterPoint Enargy Minnesota Gas Gas MN 871 4614 )] 5400 37
9-Nov-05 Public Service Elaclric & Gas Gas NJ 1000 47 40 (2) 600 400
21-Nov-08 Central itfinofs Light Electric IL 1012 4557 (] 508 444
21-Nowv-05 Cenleal Nlinois Public Service: Electrie IL 1008 4892 (0] 598 410
21-Nov-05 lilinlos Powsr Electric IL 1008 5156 m 598 410
21-Nov-08 Consumiers Energy Gas Mi 1100 aspe " (3} 598 502
1-Dac08 Pacificorp Efectric ut 1035 -- {2)(4) 598 427
1-Dec-06 Public Service of Colorado Efactric co 1050 6000 {2} 598 452
7-Dec08 Central Vermont Public Sevice Efeclic VT 1075 5657 {2) 598 477
21-Dec-08 Empire District Elactric Efectric MO 1080 4974 5B0 510
21.Dec-08 Kansas City Power & Light Electric Mo 1125 53 69 580 545
22.Dec-06 Graan Mountain Powar Eleclre T 1025 5276 {2) 5 80 445
5-Jan-07 OGE Electric Service Elaclric AR 1000 3233+ (2) 580 420
§-dJan-07 Puget Sound Energy Elaciric WA 1040 44 00 580 480
5-tan-07 Puget Sound Energy Gas WA 1040 44,00 580 4860
2-Jan-07 SEMCQ Enargy Gas Gas MI 1100 4294 {2) 580 520
11-Jan-07 Melropofilan Edison Eleckic PA w10 49.00 [t}] 580 430
11-Jan-07 Pannysivania Elaclric Elactric PA 1010 49.00 [¢2] 580 430
11-Jan-07 Wisconsin Public Sarvice Electric W 10 30 57 46 580 510
11-Jan-07 Wisconsin Public Service Gas w 1090 57 46 580 510
12-Jan-07 Perifand General Electric Elestric OR 1010 5000 {5} 580 430
19-Jan-07 Wisconsin Fower and Light Elachic w 1080 54 12 580 500
19-lan-07 Wisonsin Power and Light Gas w 1080 54 13 580 500
28-Jan-0F Filchburg Gas & Elaclric Gas MA 1000 e (2)(4) 584 418
8-Fab-07 PPL Gas Gas PA 1040 5179 (5) 581 459
14.Mar-07 Cennecticud Natusal Gas Gas CcT 10 10 53 60 {2 596 114
20-Mas-07 Delmarva Power & Light Gas CE 1025 46 50 {2)(3) 5496 428
22-Mac-07 Rockland Electdc Eleclic NJ 957 46 50 (2)(6) 590 407
22-Mar-07 Sautharm Linion Gas MO 1050 36 08 £90 460
23-Mar-07 Atmas Energy Gas TX 1000 47 9C (5) 590 410
15-May-07 Appalachlan Power Etectric VA 10600 41 11" 585 415
17-May-07 Aquila Networks-MPS Etactric MO 1025 48 #7 585 440
17-May.07 Aquila Nebworks-L&EP Efectric MO 1025 4B 17 585 440
Z2-May-07 Monongahela Pow fPotomac Ed Eleclric W 1050 4507 597 453
22-May-07 Union Eleclric Eleclris MO 10 20 5222 597 423
23-May-07 iNevada Fower Elsclric NV 1070 4729 597 473
25-May-C7 Public Servica of New Hampshira Elec¥ic NH 867 47 66 (246} 587 370
S-Jun-07 Cascade Natuwral Gas Gas OR 1010 45 00 2 597 413
13-Jun-07 Northem Stales Power Gas ND 1075 5159 [F3) 507 478
15-Jun-07 Entergy Arkansas Electric AR 990 azi9*" 597 393
18-Jun-07 Public Service of Colorado Gas co 1025 6017 {2) 507 428
22-Jun-07 Appalachian Pow MWheeling Pow Eletlric w 10 50 42 48 {2314) 598 451
28-Jun-07 Ardzona Pubdlic Service Elsclric AZ 1075 54 50 599 476
29-Jun-07 Yankee Gas Services Gas cr 1010 5030 {2} 598 111
28-Jun-07 Public Service of New Maxica Gas NM 9.53 48.00 599 3.54
Average - All Cases 10.42 % 47.92 % % 455 %
Average - Liligaled Cases 10.51 % 47.89 % 5.84 % 4.67 %
6680 %

Prospective Yield on A Rated Public Utitity Bonds

Average Spread betwaen Auihvalzed Relurns on
Coemmon Equily and the yield on 10-year U S
Treasury Notes for Litigated Cases 4.57

Indicaled Commoen Equity Cosl Rale 11.27 %

Noles: {1} Aciual A rated yleld represents the yleld of lhe previcus month i tha arder was issuad on or after the 21st of each manlh, or the yield of
two anlhs prior if the order was issued on of belera the 201h of each moni  For exampls, the yield for 4/17/06 s the A rated Public
Utility yield for February 2008 and the yleld for 4/26/08 is tha A rated Public Ulility yield for March 2006

{2} Order fcliowed full or partial slipulalion satttement by the parties Decislon pari not ily p dent- selting or specifically

{3} Inlarim rate Implamented prior to Lhe ssuance of fingl order, normalfy undar bond and subject to lafund

{4) Rale change lo ba implemented in mulliple steps

(5) Hypothetical

(8) Rale change applicable 1o electic distribution ratas only

(7) Rate change applicable 1o eleclric ission and dislibulicn rales only

@) The stipulation requires the company o freeze rates fer five years, and ovaer this time peried, to credit ils pipelina
replacament program & lolal of 525 milion and senor cilizen rates 7 5 millkan

{9) Indicaiad sate increase to be phased-In over four years, wilh a 6 88% ROR aulhorized for 2006, & 69% for 2007, 7 09% far
2008, and 7 48% lor 2009

{10} Rate increasa declined i § 114 9 mikion effective 1/1/07

{11} While the rate increass was voled 9/20/06 and becama effective 10/1/05, a final order was nol issued until 12/4/06

{12) ROE appiias only to a propased 545mW wind generation project

{13} Fram page 1 of Schedule PMA-27

{t4) Retumn implicit in sellament

*  Capital slnuclure includes cost-free items or tax cradil balances at ihe overall rale of reflum

Source of Infamalien;
Major Rale Case Decisions - January 2005 - Dacember 2008, Published by Regulatory Research jates, Inc . An SNL Energy Company

Regulatory Focus - Regufatory Study, Major Rate Case Decisions - January-March 2007, April 3 2007, Publishad by Regulatory Resaarch
Associales, Inc, An SNL Energy Company
Margent Bond Record Monlbly Update May 2007, Vol 74. No 5
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Notes:
(N
4]
3

4

{5

©)

Q)

8
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Missouri American Water Company
Derivation of Investment Risk Adjustment Based upon
Ibbotson Associates’ Size Premia for the Decile Portfolios of the NYSE

From page 3 of this Schedule.
From page 13 of this Schedule.

Line No. 1 — Line No. 2 and Line No. 1 — Line No. 3 of Columns 3 and 4, respectively. For
example, the 1.04% in Column 5, Line No. 2 is derived as follows 1.04%% = 2.49% - 1.45%.

With an estimated market capitalization of $579.144 million {(based upon MIEC Witness
Gorman's nine company gas utility comparable group), Missouri American Water Company
falls between the 8" the 9" deciles of the NYSE/AMEX/NASDAQ which have an average
market capitalization of $624.647 as can be gleaned from the information shown in the table
oh the bottom half of page 1 of this Schedule.

Average size premium applicable to the 8™ and 9" deciles of the NYSE/AMEX/NASDAQ as
can be gleaned fram the information shown in the table on the bottom half of page 1 and on
page 13 of this Schedule.

With an estimated market capitalization of $2,551.437 million, MIEC Witness Gorman’s nine
company gas utility comparable group falls in the 5" decile of the NYSE/AMEX/NASDAQ
which has an average market capitalization of $2,358.087 million as shown in the table on the
bottom half of page 1 of this Schedule.

Size premium applicable to the 5™ decile of the NYSE/AMEX/NASDAQ as shown in the table
on the bottom half of page 1 and on page 13 of this Schedule.

From page 6 of this Schedule.

Source of Information: {bbotson Assaociates, Stocks, Bonds, Bills and Inflation — Market Results for 1926-2006 -
Valuation Edition 2007 Yearbook, Morningstar, Inc., Chicago, IL, 2007
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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 return. The relationship cuts across the entire size spectrumn but is most evident among
smaller companies, which have higher returns on average than larger 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.

Construction of the Decile Portfalios

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 cre-
ating size-based portfolios and has applied this methodology to the entire universe of
NYSE/AMEX/MNASDAQ-listed securities going back to 1926,

The New York Stock Exchange universe excludes closed-end mutual funds, preferred stocks, real
estate investment trusts, foreign stocks, American Depository Receipts, unit investment trusts, and
Americus Trusts. All companies on the NYSE are ranked by the combined market capitalization of their
eligible equity securities. The companies are then split into 1o equally populated groups, or deciles.
Eligible companies traded on the American Stock Exchange {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 closing 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 consecutive month-end prices are available. If the final NYSE price of
a security that becomes delisted is a month-end price, then that month's return is included in the
quarterly return of the security’s portfolio. When a month-end NYSE price is missing, the menth-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 returns 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 2 portfolic for one month is calculated as the weighted average of the
returns for its individual stocks. Annual portfolio returns are calculated by compounding the monthly

portfolio returns.

Size of the Deciles

Table 7-1 reveals that the top three deciles of the NYSEJAMEX/NASDAQ account for most of the total
market value of its stocks. Nearly two-thirds of the market value is represented by the first decile, which
currently consists of 168 stocks, while the smallest decile accounts for just over one percent of the

1 Rolf W. Banz was the first to document this phenomenon. See Banz, Rolf W. “The Relationship Between Rerurns and Market
Value of Common Stocks,” Journal of Financial Economics, Vol. 9, 1981, pp. 3-18.
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market value. The dara in the second columnn of Table 7-1 are averages across all 81 years. Of course,
the proportion of market value represented by the various deciles varies from year 1o year.

Columns three and four give recent figures on the number of companies and their market
capitalization, presenting 2 snapshot of the strucrure of the deciles near the end of 2006.

Table 7-1

Size-Decile Portfolios of the NYSE/AMEX/NASDAQ Size and Composition
1926 through September 30, 2006

Recent

Historical Average Recent Decite Market Recent

Percentage of Number of Capitalization Percentage of

Decile Total Capitalization Companies {in thousands} Total Capitalization
i-largest 63.26% 158 $8,586,B46,750 61.64%
2 1397% 179 2,148,609,950 13.81%
3 157% 138 1,126,434,240 724%
4 4.73% 184 624,621,080 4.02%
5 3.44% 209 492,840,110 37%
6 2.38% 264 428,711,640 2.76%
7 1.74% 281 333,661,890 215%
B 1.29% 355 284,415,720 183%
5 1.00% itsli] 298,400,730 192%
t0-Smaliest 0.82% 1,744 228.218.310 1.47%
Mid-Cap 3-5 15.54% 59 2,243.894,380 15.41%
Low-Cap 6-8 541% 919 1,045,788,110 7.19%
Micro-Cap 3-10 1.83% 2404 527,519,100 362%

Source: ® 200703 CRSP® Center for Research in Security Prices Graduate Schaol of Business, The University of Chicago.
Uised with permission. All rights reserved www.crsp.uchicago.edu

Historical average percentage of (otal capitalization shows the average, over the last 81 years, of the decile market vaives
as a percentage of the total NYSE/AMEX/NASDAG calculated each month. Number of companies in deciles, recent markat

capitalization of deciles, and recent percentage of tolal capitalization are as of September 30, 2006.

Table 7-2 gives the current breakpoinis that define the composition of the NYSE/AMEX/NASDAQ size
deciles. The largest company and its marketr capitalization are presented for each decile. Table
7-3 shows the historical breakpoints for each of the three size groupings presented throughour rhis
chaprer. 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 marker capitalizations at or below
$7,777,183,000 but greater than $1,946,588,000. Low-cap stocks include deciles 6-8 and currently
include all companies in the NYSE/AMEX/NASDAQ with market capitalizations at or below
$1,946,588,000 but greater than $626,955,000. Micro-cap stocks include deciles 9-10 and include
companies with market capitalizations at or below $626,955,000. The market capitalization of the
smallest company included in the micro-capitalization group is currently $2,247,000.

130
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Table 7-2

Size-Decile Portfolios of the NYSE/AMEX/NASDAD, Largest Company
and Its Market Capitalization by Decile

September 30, 2006

Warket Capitalization
of Larges! Company

Decile {fn thousands} Company Name
1-Largest $371,187,368 Exxon Mobil Carp.

2 16,820,566 EOG Aesources Inc.

3 7777183 Xeel Energy Ing.

[ 4,085,184 First American Corp /CA
5 2,848,771 Scotts Miracle Gro Co
[ 1,946,508 DRS fechnofogies Inc
7 1.378.476 ESCO Technologies Inc.
B 976.624 Knoll Inc.

8 525,955 Bandag Inc.
10-Smallest 314,433 M & F Warldwide Corp

Source: Center for Research in Security Prices, University of Chicago.

Presentation of the Decile Data

Summary statistics of annual returns of the o deciles over 1926~2006 are presented in Table 7-4. Note
from this exhibit that both the average return 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 two deciles. Serial correlations and
their significance will be discussed in detail later in this chapter.

Graph 7-1 depicts the growth of one dollar invested in each of three NYSE/AAMEX/NASDAQ
groups broken down into mid-cap, low-cap, and micro-cap stocks. The index value of the entire
WNYSE/AMEX/INASDAQ is also included. All remurns presented are value-weighted based on the
matket capitalizations of the deciles contained in each subgroup. The sheer magnitude of the size effect
in some years is noteworthy. While the largest stocks acmally declined ¢ percent in 1977, the
smallest stocks rose more than 20 percent. A more extreme case occurred in the depression-recovery
year of 1933, when the difference between the first and renth decile returns was far more
substantial, with the largest stocks rising 46 percent, and the smallest stocks rising 224 percent. This
divergence in the performance of small and large company stocks is a common occurrence,

Morningstar, [ac M
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Table 7-3
Size-Decile Portfolies of the NYSE/AMEX/NASDAQ
Largest and Smallest Company by Size Group
from 1926 to1965
Capilalization of Largest Company Capitalization of Smallest Company
{in thousands) {in thousands)
Date Mid-Cap Low-Cap Micro-Cap Mid-Cap Low-Cap Micro-Cap
{Sept 30} 33 68 8-18 35 6-B 910
1926 $61,490 $13.835 $4,263 $13,860 34,278 43
1927 £65,078 $14,522 34,450 $14,664 $4,4596 $65
1928 $81,085 £18.788 5119 $18,8m $5,170 $135
1929 $103,054 $24,300 $5.850 $24.328 $5,852 $118
1930 $66,750 31238 33,356 $13,050 $3,359 830
1931 43,120 §8.142 $1,944 $8.222 $1.946 315
1432 $12.667 $2,208 3468 £2,223 3459 E31]
1933 $40,298 $7,280 $1.875 $7.396 §1,892 120
1934 $38,019 $6.638 $1,69) $6,659 .22 $69
1335 $37,631 36,548 $1.350 $6,605 31,303 $38
1936 $46,980 $11,525 $2,800 §11,563 32,801 398
1837 $51,750 $13,635 $3,563 $13.793 $3.600 3E8
1938 $36,102 $8.372 $2,195 $8,400 $2,200 $60
1933 £35,409 $1.478 $1.854 $7.500 £1,86D 375
1840 $30,930 $8,007 $1.872 $8,130 £1,928 §51
1941 $31.338 §B.336 $2,087 $B,357 §2.100 372
1842 $26.037 36,870 $1.779 $6,875 31,768 182
1943 842721 $11,403 $3.847 $i1,475 $3.903 $395
1944 $46,221 §13.066 $4,812 $13,068 $4,820 1300
1845 $55,268 $11,575 $6,428 317,584 $6,466 $225
1948 §77.184 £24,192 $10.149 524,199 £10,168 $829
1947 $57.942 $17.235 $6,380 $17,872 $6.410 747
1948 $67,238 $19.632 57,329 $19,651 $1.308 $784
1549 ¥56,082 $14,549 35,108 $14,577 35,112 $379
1950 $66,143 $18,675 $6,225 $18,700 $6,243 $303
1951 $B2,517 $22,750 37,598 $22,.850 §7,600 $668
1952 307,936 $25,452 $8.460 $25,532 $8,551 $480
1953 $98,595 $25,374 $8,168 $25,345 38.177 $459
1954 3125834 $20,707 $8,488 $28,791 §8,502 $463
1955 $170,829 $41,681 $12,444 $41,861 312,524 1553
1855 $183,792 $46.886 $13,623 $47,103 $13,659 $1,322
1957 $1594,300 $47,658 $13,848 £48,509 $13,950 £925
1958 $195,536 346,774 $13.816 $46,871 314,015 $550
185% $255,283 $64.110 £18,548 $64.221 $19.701 51,804
1950 $252,282 $61,52¢8 §19,344 $61,596 $18.385 3831
1961 $301,464 £77,9% $23,562 $70.976 323,613 $2,455
1952 $250,786 $58,785 318,744 $58,866 $18.952 51,018
1963 $308,903 $71.646 $23977 $71.9N1 $24,056 3296
1564 $34R,675 £79,508 $25,535 $79,937 $25,607 3223
1965 $365,675 $B4,60D $28.483 $85,085 $28.543 £250

Source: Cene for Research in Security Prices, University of Chicago
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Table 7-3 {continued)
Size-Decile Portfolios of the NYSE/AMEX/NASDAG

Largest and Smallest Company by Size Group

from 1956 to 2006
Capitalization of Largest Company Capitalization of Smallest Company
lin thousands} lin thousands)

Date Mid-Cap Low-Gap Micro-Cap Mid-Cap Low-Cap Micro-Cap
{Sept 30) 3-5 68 810 35 68 310
1956 $403,137 $99,960 $34,684 $100,107 334,956 §3B1
1867 $459,438 $118.988 $42.188 $119,635 $42.237 3381
1968 $531,306 $150,893 $60.543 $151,260 360,118 3692
1958 $518,485 $146,792 $54,353 $147.311 $54.503 2118
1970 $382,884 $34,754 $29,816 394,845 329,932 3822
191 $551,630 $147.426 $45,570 $147,910 $45,571 $865
1972 $557,181 $143.835 $46,728 $144,263 $46,757 $1,033
1873 $431,354 $96.659 $29,352 £96,710 $29,430 £561
1974 $356,876 $79.878 $23.355 $80,280 $23,400 $444
1975 $477.054 $102,313 $30,353 $103,283 330,394 $540
1978 $556,296 $121,17 £34,864 $171,9%2 334,90 $564
1977 $584,577 $139,196 $40,700 $139,620 340,765 $513
1978 $590,883 $164,093 $42.927 $164,455 $48,038 $830
1979 $665,019 $172,378 §51,197 $177,769 351,274 5348
1980 $762,195 $199,312 $50,496 $189,315 350,544 $549
1981 $962,397 $264,890 $72,104 $264,783 $72,450 $1,446
1982 $770,517 $213,301 £55,336 $210,630 $65,423 $1,060
1983 $1,208,911 $353.889 $104,382 $356,238 $104,588 $2,025
1984 $1,075.436 $315,965 £91,004 $316,103 381,195 $2.093
1985 $1,440,436 §370,224 £94,875 $370,728 $94,887 3760
1986 §1,857,621 £449,015 $110,617 £449 462 $110,953 $706
1987 $2,053,143 $468,948 $113.419 $470,662 $113.430 $1.217
1988 $1,957,926 $421,34D £94,443 $421,675 394,573 3686
1989 $2,145,947 $480,975 $108,285 $483,623 $100,384 196
1990 $2,471,217 $474,065 $93,750 3474477 $33.790 $132
1991 $2,125,863 $457,958 $87 588 $458,853 387,733 5278
1892 $2,478,671 $500,327 $103,352 $500,346 £103,500 $510
1993 $2,705,132 $603,568 $137,105 $607,449 $137.137 1602
1894 $2.470.244 $596,059 $148,104 $597.976 $148,216 1598
1895 $2,764,938 $647,210 $155,386 $647,253 $195,532 $89
1996 £3,142,657 §751,316 $193,001 $751,680 £193,016 $1.043
1997 $3,4B4,040 $813,923 $2728.900 $814,355 $225,058 $585
1998 $4,218,707 $925,688 $252,553 $926,215 $253,031 $1,671
1999 $4.251,741 $875,308 $220,3%7 $875,582 $220,456 $1,502
2000 54,143,302 $840,000 $192,083 £840,730 $192,439 $1,393
2001 $5.156315  $1,108,224 $285,734 $1,108,969 $265,736 $443
2002 $4.030326  $1,116,525 $308,5980 $1,124,331 $309,245 $5M
2003 $4,744,500  $1,183,369 $324,060 $1,163,423 $329,528 $332
7004 $6,241,953  $1,607,694 $505,437 $1,607,931 $505,410 $1.393
2005 $7,187,244  $1,728.888 $586,393 $1,728,364 $587,243 $1.079
2006 $7,777,183  §1,946,588 $526,959 $1,947,240 $627,017 $2.247

Saurcer Genter for Research in Security Prices, Univarsity of Chicago
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Tableg 7-4
Size-Decile Portfolios of the NYSE/AMEX/NASDAQ, Summary Siatistics of Annual Returns

1826-2006

Geomelric Arithmetic Standard Serial
Decile Mesan Mean Deviation Correlalfon
1-Largest 95 na 18.05 0.03
2 150 133 272 0.03
3 1.3 138 25 -hz
4 113 14.3 2578 402
5 nz 148 26.61 -0.02
B 118 153 2167 004
7 1.2 156 29.80 0.m
] 11.9 16.6 nAn 0.04
9 121 115 36.31 005
10-Smallest 14.0 216 45,16 0.15
Mid-Cap, 3-5 114 14.2 2459 -0402
Love-Cap, G-8 18 157 29.34 no3
Micro-Cap. 8-10 128 8.8 3882 008
NYSE/AMEX/NASDAQ 10t 121 20.08 003

Total Value-Weighted Index

Source: Center for Research in Security Prices, University of Chicago.

Aspects of the Firm Size Effect

The firm size phenomenon is remarkable in several ways. First, the greater risk of small stocks does not,
in the context of the capital asser 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 nnknown in the market for large stocks
and in most other equiry markerts but is evident in the size premia.

Third, the firm size effect is seasonal. For example, small company stocks outperformed large com-
pany stocks in the month of January in a large majority of the years, Such predictability is surprisirig and
suspicious in light of modern capital market theory. These three aspects of the firm size effect—
long-term returns in excess of systematic risk, serial correlation, and seasonality—will be analyzed

thoroughly in the following sections.

134 SBBI Valuation Edition 2007 Yearbook
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Graph 7-1

Size-Decile Portfolios of the NYSE/AMEX/NASDAQ: Wealth Indices of Investments in Mid-, Low-, Micro- and
Total Capitalization Stocks
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Long-Term Returns in Excess of Systematic Risk
‘The capital asset pricing model {CAPM) does not fully account for the higher returns of small company
stocks. Table 7-5 shows the returns in excess of systematic risk over the past 83 years for each decile of

the NYSE/AMEX/NASDAQ. Recall that the CAPM is expressed as follows:
k,=rn+ (B, XERP)

Table 7-5 uses the CAPM to estimate the return in excess of the riskless raze 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
return in excess of the riskless rate is estimated in the context of the CAPM by multiplying the equity
risk preminm by B (beta). The equity risk premium is the return that compensates investors for taking
on 1isk equal 1o 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 indicates the degree to
which the decile’s rerurn moves with that of the overall market.

A beta greater than one indicates that the security or portfolio 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 aot 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 1o, The excess return is especially pronounced for micro-
cap stocks (deciles 9-1o). This size-related phenomenon has prompted a revision to the CAPM, which
includes a size premium. Chapter 4 presents this modified CAPM theory and its application in more
detail.

This phenomenon can also be viewed graphically, as depicted in the Graph 7-2. The security
market line 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
terurns for the smaller deciles of the NYSEAMEX/NASDAQ lie above the line, indicating that these
deciles have had returns in excess of that which is appropriate for their systematic risk.

2. The equiry risk premium is estimated by the 81-year arithmetic mean return on large company stocks, 72.34 percent, less
the 81-year arithmetic mean income-return component of 20-year government bonds as the historical riskless rate, in this
case 5.21 percent. (It is appropriate, however, to match the maeuriry, or duration, of the riskless asset with the investpent
harizon.) See Chapter 5 for more detail on equiry risk premium estimation.

3 Historical betas were caleulated using 2 simple regression of the monthly portfolio (decile} total rerurns in excess of the
3o-day U.S. Treasury bill total rerurns versns the saP 500 total returns in excess of the 30-day U.5. Treasury bill,
January 1926-December zooé. See Chapter 6 for more derail on beta estimatiop.

136 SBBI Valuation Edition 2007 Yearbook
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Table 7-5
Long-Term Returns in Excess of CAPM Estimsiion for Decile Portfolios of the NYSE/AMEX/TASDAQ
1926-2006
Realized Estimated Size Premium
Arithmetic Retum in Returp in {Return in
Mean Excess of Excess of Excess of
Decile Beata® Return Riskless Rate** Rickless Ratet CAPM)
1-Largest 0.3t 11.35% 513% B.A49% ~0.36%
2 1.04 13.25% B04% 7.39% 0 65%
3 118 13.85% 8.64% 1.82% N81%
1 1.13 14.28% 0.07% 8.04% 1.03%
5 116 14.92% 971% 8.26% 1 45%
6 118 15.33% 10.11% B.45% 167%
7 173 15.63% 10.42% B.80% 162%
[ 128 16.61% 11.39% 8.12% 228%
9 1.34 17.4B% 12.27% 957% 2 10%
10-3mallest 141 21.57% 16.36% 100%% 6.27%
Mid-Cap, 3-5 112 14.15% 8.94% 797% 097%
Low-Cap, 6-8 .22 1567% 10.46% B70% 176%
1.36 18.77% 13.56% 968% 383%

Micro-Cap, 3-10
*Betas are estimated from monthly portfolio total returns in excess of the 30-day U.S. Treasury bill total return versus the S&P 500 total returns
in excess of the 30-day U § Treasury bill, Janwary 1926-December 2006

**Historical risklass rate is measured by the 81-year arithsnetic mean income return component of 20-year goversment bonds (5 21 pescent)

tCalculated in the context of the CAPM by multiplying the equity risk premium by beta. The equity risk premium is estimated by the arithmetic
mean kozal seturn of the S&P 500 {12.34 percent) minus the arithmetic mean income return component of 20-year government bonds

{5 21 percent) from 1926—2006

Graph 7-2
Security Market Line versus Size-Decile Portiolios of the NYSE/AMEX/NASDAD

1926-2006
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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 companies. However, by splitting the xoth decile into two size groupings we can get a closer look
at the smallest companies. This magnification of the smallest companies will demonstrate whether the
company size to size premia relationship coatinues to hold true.

As previously discussed, the method for determining the size groupings for size premia analysis
was to take the stocks traded on the NYSE and break them up into 1o deciles, after which stocks
traded on the AMEX and NASDAQ were allocated into the same size groupings. This same method-
ology was used to split the roth decile into two parts: toa and 1ob, with 1ob being the smaller of the
two. This is equivalent to breaking the stocks down into 20 size groupings, with portfolios 19 and 20
representing 1oa and rob.

‘Table 7-7 shows that the pattern continues; as companies get smaller their size premiom increases.
There is a noticeable increase in size premium from 10a to 10b, which can also be demonstrated
visually in Graph 7-3. This can be nseful in valuing companies that are extremely small. Table 7-6
presents the size, composition, and breakpoints of deciles 10a and rob. First, the recent number of com-
panies and total decile market capitalization are presented. Then the largest company and its market
capitalization are presented.

Breaking the smallest decile down lowers the significance of the results compared to results for the
1oth decile taken as a whole, however. The same holds true for comparing the 1oth decile with the
Micro-Cap aggregation of the gth and 10th deciles. The more stocks included in a sample the more
significance can be placed on the results. While this is not 25 much of a factor with the recent years of
data, these size premia are constructed with data back to 1926, By hreaking the 1oth decile down into
smaller components we have cut the number of stocks included in each grouping. The change over time
of the number of stocks included in the 1oth decile for the NYSE/AMEX/NASDAQ is presented in Table
7-8. With fewer stocks included in the analysis early on, there is a strong possibility that just a few
stocks can dominate the returns for those early years.

While the pumber of companies included in the roth decile for the carly years of our analysis is
low, it is not too low to still draw meaningful results even when broken down into subdivisions roz and
xob. All things considered, size premia developed for deciles 10a and 10b 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,

Table 7-6
Size-Decile Portfolies 702 and 10b of the NYSE/AMEX/NASDAQ,

Largest Company and Its Market Capitalization
September 30, 2006

Recent Decile Market Capitelization
Recent Number Market Cepitalization of Largest Company Company
Decile of Companies {in thousands} {in thousands) Name
10a E1| 124,268,473 314433 M & F Worldwide Corp.
10b 1,237 113,630,389 173,43% Great Lakes Bancorp Inc New

Note: These numbers may not aggregate to equal decile 10 figures.
Sowrce: Center for Research in Security Prices, University of Chicago
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Firm Size and Return

Table 7-7
Long-Term Retuyns in Excess of CAPM Estimation ior Decile Portiolios of the NYSE/AMEX/NASDAQ,

with 10th Decile Split

1926-2006
Realized Estimated Size Premium
Arithmetic Return in Return in {Return in
Mean Excess of Excess of Excess of
Beta® Return Riskiess Rate*” Riskless Ratet CAPM)
1-largast 091 1135% 6.11% §40% —0.36%
2 104 13.25% B 04% 739% 365%
3 110 13.85% 864% 1.82% 0B1%
L] 113 14 28% 907% B.04% 1.03%
5 116 14 92% 971M% 8.26% 145%
B 118 15 33% 1011% 8.45% 1.67%
? 1.23 15.63% 1042% B 80% 1 52%
] 128 156 61% 11.38% 812% 228%
k] 134 17.46% 1227% 9.57% 2.70%
108 143 19.74% 14 53% 13 17% 4.35%
10h-Smallest 139 24.78% 19.57% 3.89% 968%
Mid-Cap, 3-5 1.12 14.15% 8.94% 7.97% D97%
Low-Cap, 6-8 1.22 15.67% 10 45% B.70% 176%
Micro-Cap, 9-1D 1.36 W% 13 56% 9.68% 380%

*Betas are estimated from menthly portfolio total returns in excess of the 30-day .5 Treasury bill totak return versus the S&P 500 totaf returns
in excess of the 30-gay U.8. Treasury bilt, January 1326-December 2006

**Historical riskless rate is measured by the Bi-year arithmetic mean income relurn campenent of 28-year goverament bonds {5 21 percent)

{Calculated in the context of the CAPM by multiplying the equity risk premium by beta. The equity risk premium is estimated by the arithmetic
mean tatal retuin of the S&P 500 {12 34 percent) minus the arithmetic mean income return companent of 20-year govamment honds

{5.21 percent) from 1326--2006

Graph 7-3
Security Marlet Line versus Size-Decile Portfolios of the NYSE/AMEX/NASDAQ, with 10th Decile Spiit

1926-2008

30 _
25 | 1gb
[ /i ] 136
o B &
o=
8§79
g 15 2
=
£ 1
£ 0. S&P 500
z
T Riskless Rate
0 T T T T T T I T ]
0.0 0.2 04 06 048 1.0 1.2 14 18
Beta Sawsce: Center for Research in Security Prices. University of Chicago (decile daia)

Morningstar, inc. 139
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Chapter 7

Table 7-8
Historical Number of Companies for NYSE/AMEX/NASDAQ Decite 10
Sept. Number of Companies
1926 52°
1930 n
1840 78
1850 100
1850 109
1970 865
1880 65
1980 1514
2000 1927
2005 1,748
2006 1,744

*The fewest number of companies was 49 in March, 1926

Source: Center for Aesearch in Security Prices, University of Chicago.

Alternative Methods of Calculating the Size Premia

The size premiz estimation method presented above makes several assumptions with respect to the
market benchmark and the measurement of beta. The impact of these assumptions can best be examined
by locking 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.*

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 alternative market benchmark used to calculate beta. Table 7-9 uses this market
benchmark in the calculation of beta. In order to isclate the size effect, we require an eguity risk
premium based on a large company 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 6~8, and micro-cap deciles g—to. The size premia analyses using these
benchmarks are surnmarized in Table 7-9 and depicted graphically in Graph 7-4.

For the entire period analyzed, 1926-2006, the betas obtained using the NYSE total value-
weighted index are higher than those obtained using the s&r j500. Since smaller companies had
higher betas using the NYSE benchmark, one would expect the size premia to shrink. However, as was
illustrated in Chapter s, the equity risk premium calculated using the NYSE deciles 1-2 benchmark
results in a value of 6.41, as opposed to 7.13 when using the s&p joo0. The effect of the higher betas
and lower equity risk premium cancel each other out, and the resulting size premia in Table 7-9 are
slightly higher than those resulting from the original study.

4 Sum bera is the method of bera estimation described in Chapter 6 that was developed 1o better account for the lagged
reaction of small stocks to market movements. The sum beta methodology was developed for the same reason that the
size premia were developed; small company betas were too small to account for all of their excess returns.
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Page t of 22
Missowi American Waler Compan
indicated Common Equity Cost Rate
Through Use of a Risk Premium Mode!
Using an Adjusted Total Market Approach
MIEC Wiiness Gorman's MIEC Witness Gorman's
Eight Company Water Utility Nine Company Gas Ulility
Comparable Group Comparable Group
Prospective Yield on Aaa Rated
Corporale Bonds (1) 61 % 6.1 %
Adjustment to Reflect Yield Spread
Between Aza Raled Corporale
Bonds and A Rated Public
titility Bonds 0.5 {2) 0.5 {2
Adjusted Prospective Yleld on A Rated
Public Utility Bonds 66 66 %
Adjusiment to Reflect Bond
Rating Difference of Proxy Group 00 (3) 0.1 (4)
Adjusted Prospeclive Bond Yield 66 67
Equity Risk Prewnium (5) 4.3 4.4
Risk Premium Derived Common
Equity Cost Rate 10.9 % 11.1. %

Derived in Note (3) on page 4 of this Scheduvie

The average yield spread of A rated public ulility bonds over Aaa rated corporate bonds of
0.53%, rounded to 0.5% from note 6 below.

Mo adjustment necessary as lhe average Moody's bond rating of the proxy group is A2 as shown
on page 2 of this Schedule.

One-third the average spread between Maody's A and Baa rated public utility band yields of 25
basis points to reflect the proxy group'’s average Moody's bond raling of A3 as shown on page 2
of this Schedule {{1/3 X 0 25% = 0.083%, rounded to 0.1% (from note & below)

From page 3 of this Schedule
Comparison of interest Rate Trends for the Three Months for the Three Months Ended May 2007

Moody's
Spread

Corporate A(Pub. Ull)  Baa (Pub.

Bonds Public Utility Bonds overAaa  Ulil) over A

Months Asa Rated A Rated BaaRated (Corp.) {Pub, Util.)
March-07  530% 5 85% 6 10%
April-a7 5 47% 597% B.24%
May-07 547%  599%  523%

Average  5A1%  594%  69%  QLba% 0.25%

Source of Infermation; Mergent Bond Recerd, JJune 2007, Vol 75, No 7



Schedule PMA-27

Page 2 of 22
Comparisen of Bond Ralings and Business Profile for
MIEC Wilness Garman's Eight Company Waler Ulitity Comparable Group
June 2007 June 2007 Slandard & Poor's
Moody's Standard & Poor's Business Position
Bond Rating Bond Rafing / Profile (2}
Bond Numerical Bond Numerical Credit Numerical

MIEC Witness Gomman's Eight
LCompany Water Utllity
G ble Group
American States Water Co (3) A2 6 A- 7 A- 7 30
Aqua America, Inc (4) NR .- AA- 4 At 5 20
Califomnia Waler Service Group (5) A2 NR -- At 5 i
Connecticut Water Services, Inc {6) NR .- AAA 1 A i 20
Middlesex Waler Company NR - A 6 A- 7 30
S.W Cormporalion (7) NR .- NR -- NR -- --
Soulhwest Waler Company (8) NR .- NR -- NR -- --
York Waler Company NR e A- 7 A- 7 2.0

Average A2 6.0 At 5.0 A 5.2 2.5
MIEC Witness Goman's Nine
Company Gas Utility Comparable
Group
AGL Resources Inc. (9) A3 7 A- 7 A- 7 30
Atmos Energy Corporation {10) Baa3 10 BBB 2] BBB g 30
KeySpan Corp. (11) AZ B At 5 AsiA 55 15
New Jersey Resources Corp. (12) Aald 4 AA- 4 Ar 5 20
NICOR, Inc.(13) Al 5 AR 3 AA 3 20
Norlhwest Natural Gas Company A2 6 Ad- 4 AA- 4 10
Piedmont Natural Gas Company, Inc A3 I A 6 A ] 20
South fersey Industries, Inc (14) Baa1 B A 6 BBR+ 8 20
WOGL Haldings, Inc. {15) A2 6 AA- 4 Al 4 20

Average A3 6.6 At 5.3 A 5.7 2.1

Noles:

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

()

From page 3 of PMA-11.

From Standard & Poor's U.S. Issuer Ranking: U.S. Wility and Power Companies, Sirongest to Weakest, June 22, 2007
Ralings and business profile are those of Golden State Water Company

Ratings and business profile are those of Aqua Pannsylvania, Inc.

Ratings and business profile are those of Califomnia Water Service Company

Ratings and business profile are those of Conneclicut Waler Company.

Ralings and business positton are those of San Jose Water Company.

Ratings and business position are a composite of those of Homsby Bend Ulility Co., New Mexico Ulilities, Inc., Suburban
Waler Systems, and Windermere Utility Co

Muooedy's ralings are those of Allanta Gas Light Co. S&F's ratings and business profile are a composlle of fhese of Attanta
Gas Light Co. and Pivctal Liility Holdings (formerdy NUI Ulifities)

(1) Moody's ratings and S&P's business profie are those of Atmos Energy Corporation  S&P°s ratings are a composite of those

of Almos Energy Comporation and Unlted Cities Gas Company dba Atmos Energy Corporation

(§1) Moody's ratings and S&P's business profile are those of Atmos Energy Corporation. S&P's ratings are a composite of those

cof Boston Gas, Colonial Gas, EnergyMNorth Nalural Gas, Essex County Gas, KeySpan Energy Delivery Long Istand and
KeySpan Energy Delivery New York.

(12) Ralings and business profile are thosa of New Jersey Nalural Gas Company
{13} Ratings and business profile are those of NICOR Gas Company

(14} Ratings and businass profile are those of South Jersey Malural Gas Company.
{15} Ralings and business profite are those of Washington Gas Light Company.

Source of Information: Mocdy's Investars Service
Standard & Poor's Global Utilities Rating Service
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Judgment of Equity Risk Premium for
MIEC Witness Gorman's Eight Company Water Ulility Comparable Group

MIEC Witness MIEC Witness
German's Eight Gorman's Nine
Line Company Water Utility Company Gas Utility
No. Comparable Group Comparable Group
1. Calculated equity risk
premium based on the
fotal market using
the beta approach {1) 41 % 44 %
2. Mean equity risk premium
based on a study
using the holding period
returns of public utilities
with A rated bonds (2) 4.4 o 4.4
3. Average equity risk premium 43 % 4.4 %

Notes: (1) From page 4 of this Schedule.
{2} From page 8 of Scheduie PMA-11.
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Derivation of Equity Risk Premium Based on the Total Market Approach

Using the Beta for

MIEC Witness Gonman's Eight Company Water Utility Comparable Group

and MIEC Witness Gorman's Nine Company Gas Ulilily Comparable Group

MIEC Witness Gorman's
Eight Company Waler Utility

MIEC Witness Gorman's
Nine Cormpany Gas Utility

Line
No. Comparable Group Comparabte Group
1 Arithmetic mean total return rate on
the Standard & Poor's 500 Composite
Index - 1926-2006 (1) 123 % 123 %
2. Arithmetic mean yield on
Aaa and Aa Corporale Bonds
1926-2008 (2) (] (6.1)
3 Historical Equity Risk Premiam 6.2 % 6.2 %
4 Forecasted 3-5 year Total Annual
Market Return (3) 9.8 % 98 %
5 Prospeciive Yield an Aaa Rated
Corporate Bonds {4) {6.1) (6.1}
6. Forecasted Equity Risk Premivm 37 % 3.7 %
7. Average of Historical and Forecasted
Equity Risk Premium {5) 50 % 50 %
8. Adjusted Value Line Beta (6) 0.81 0.87
9 Beta Adjusted Equily Risk Premium 4.1 % 44 %

Notes: (1) From Stocks, Bonds, Bills and Inflatiorn - markel Results for 1926-2008 - 2007 Yearbook Vatuation

Edition, Morninstar, lnc, Chicage, IL, 2007
{2} From Moody's Industrial Manual and Mergent Bend Record Monthly Update
(3} From 3 of Schedule PMA-28.
{4

Schedule PMA-28). The estimates are delailed befow

Third Quarter 2607 59 %
Fourth Quarter 2007 60
First Quarter 2008 6.1
Second Chuarter 2008 6.1
Third Quarler 2008 6.1
Fousth Quarter 2008 6.2
Average 6.1 %

Average forecast based upon six quarierly estimates of Aaa rated corporate bonds per the consensus of
nearly 50 economisis reported in Blue Chip Financlal Forecasls dated July 1, 2007 (see page 4 of

(5) Average of the Historical Equity Risk Premiurn of 6 2% from Line No 3 and the Forecasted Equily Risk

Premium of 3 79 from Line Mo 6 ((6 2% + 3.7%) /2 = 4 55%, rounded to 5 0%
(6} From page § of this Schedule
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Missouri American Water Company

Value Line Adjusted Betas for
MIEC Witness Gorman's Eight Company Water Utility Comparable Group

and MIEC Witness Goman's Nine Company Gas Utility Comparable Group

MIEC Witness Gorman’s Eight
Company Water Utility Comparable
Group

American States Water Cao.
Aqua America, Inc.

California Water Service Group
Connecticut Water Services, Inc.
Middlesex Water Company

SJW Corporation

Southwest Water Company
York Water Company

Average

MIEC Witness Gorman's Nine
Company Gas Utility Comparable
Group

AGL Resources Inc,

Atmos Energy Corporation
KeySpan Corp.

New Jersey Resources Corp.
NICOR, Inc.

Northwest Natural Gas Company

Piedmont Natural Gas Company, Inc.

South Jersey Industries, Inc.
WGL Holdings, Inc.

Average

Source of Information:

Value Line
Adiusted
Beta

0.80
0.90
0.90
0.90
0.85
0.70
0.90
0.556

0.81

0.95
0.80
0.85
0.80
1.30
0.75
0.80
0.70
0.856

0.87

Value Line Investment Survey, June 15, 2007 and Aprit 27, 200;

Standard Edition and Small and Mid-Cap Edition
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Loy _19 (-20'}3 2% eh"'uur:a heficalss rpcatsion e 18
Insider Declslons o M 12
vy 42550 Mt ;
10024201 T e I . | &
s 010023270 1y bt e o ], " ; % TOT, RETURN 3107
Irstitutlonal Declsions o b TR s THS  YLARNTH.
WKOE NG A0 | percont B [ slox ROEL |
o ORI ' A
o, 4osse g3y siens | 0?2 sy, 7 se |
§991 [ 1992 | 1603 [ 1904 [ 1005 ] 1056 | 1987 | 1998 [ 1099 [ 2000 [2001 [ 2002 [2003 | 2004 [2005 ;2006 | 2007 | 2008 ©VALUE LIKE PUB,, INC] ¥0-12

254 182| 70| 182 84 1B6| 202| 209) 245 246( 2707 285 | 287 348 385 403 435 485 [Revenues persh 535

45 .3 42 42 47 50 56 i} 72 -6 6 34 86 109 121 1.2 140 | 1.50 ["Cash Flow” persh 1.80

25 24 24 6 29 k(1] H 40 A2 A7 §t 54 57 B4 71 T .50 .90 |Eamings per sh £ 105

13 20 .21 A .22 23 .24 .26 A .20 .30 32 35 a7 At A4 48 .55 | Div'd Decl'd pev sh B= 79

54 (1] A7 46 52 48 58 .62 90 1.16 103 120 132 1M 184 3051 210 2.5 |Capl5pending persh 230

207 208 229 241 246 269 284 32 3.42 385 414 4.36 5.4 389 $.30 6.96 .15 7.45 [Book Value per sh 9.30
542 51901 55400 5077 B34 | E5.45] 6747 7220 | J0B.B0 | T1R8Z | 1137 [ 14519 | 12345 | 12716 | 12897 | 13233 | 124.00 | 136.06 |Comman Shs Qulst'y © | 140.00

$08 125 144 135 120] 156 178 225 212 187 236 716 A5 B e 4.7 | Bols Nylres are |Avg Ann'l PIE Ralio 20

L] 7% 85 B9 80 o8f 103 §17| 1 1187 1A 123 140 133 169 1.86 Value[Line Relative P/E Rallo 1.55
7% | et | 50| eow ) sa 4ms| a9% | 29% | 30% | 3% [ 5% | 28% | 25% | 2¥ ] 84| 9% sstTeles g Al Blv'd Yield 2.9%
CAPITAL STRUGTURE as of 12431106 1362 | 510 2573 | 2755 | 30v3 | 3220 360.2 4420 | 4958 | 5335 580 630 jRevenues (Smil] 150
Tota) Debt $1102.1 mifl Due in 5 ¥rs $143 .'-!:_mill 232 88| 450 507 58.5 4] §7.3 0.0 91.2 920 105 720 | Met Prafit ($miliy 150
'-ETEI’:I‘:L‘:’I?B;’“["!-“ _'ﬂ;‘f'l:f;ﬁ“e '":'e_ T06 | 0 5% | 304% | JAUH | 303% | 3B5% | 03% | 304% | 184% | d06% | 99.5% | 30.0% |Income Tax Rale Y3
S0 s el biresteoerge ) | | | ] f o) ] 20| 20wy 20n | 203 WFUDC Wi NelProlt | 20%

BLA% | 52.7% | 520% | 520% | 522% | S4.2% | 514% | SOGA | 520% | S08% | 51.0% | 52.6% [Long-Tern: Debt Ratie LTS
Penslon Assets-12/06 $126 5 mill. . 44.0% | 6% | 167% | a7.0% | 4.7% | 45.8% | 48.6% | 50.0% | 480% | 492% | 40.0% | 45,0% |Common Equlty Rally 48.5%
05”!!-5"{8.}!1’\?5!. 72| dob6 | 7927 G011 9904 | 0762 | 43657 14913 [ 16904 § 18733 4570 2110 [Tofal Capital (§mill) 2550
gdmsr;*;;"s"mi 132425 690 shares | 5345 | 6098 | 11354 | 12504 [ 13601 | 14508 | 1824.3 | 20603 | 2260.0 | 2506.9 | 2700 | 2850 JHet Plant [Semill 560
i 74% | 76% | 76% | 74% | 78% | 7.6% [ Gd4% { 67% | 68% ] 65% | 7.0% [ 7.0% [Relum on Telal Cap'l 1.5%
. 0% [ 120% F f22% | 117w | 123% |12 [ 10.2% | 107% ) 1125 | G00% | £4.0% | f1.5% |Relurn on Shr. Equity 1.5%
MARKET CAP: $3.1 billlon {Mid Cap) - - s20% | t24% | 123 ) 197% ] 1zdn |12 {0y | 0% | 112% | 100% | 14.6% | 11.5% |Retwrn on Com Equi 11.5%
CURRENT POSITION 2004 2005 123306 | 6% | 45% | 43% [ 7% [ 51% [ s2% [ 42% | 4% | 49% 37% ] 40% | 4.5% |Retalned fo Com Eq 40%
Ca ;ﬂ\l;l;L!s 131 11s  4qpl TUR] BR) B5% | &% s0% | 9% | S9% | oM | 6% 63% | Ga% | 64% [AlDiv'dsto NelProf 6%
Recelvables B45 627 72.1 | BUSINESS: Aqua Amerita, Int is the holding company for waler  others. Waler supply reverues '06: residential, 60%; commercial,
I(l).'l\l’fanrmy (AvgTst) gg ;g 18'2 and wastewsler uliities thal serve approximately 2 8 million resl-  14%; industial & other, 26% Officers and directers own 1.2% of
Curranl Assels —553 QDAD 734—'7 denls in Pepnsyﬁval]la. Ohlo, North Garolina, IEIim?Is, Texas, New  the ommon slock [4/06 I_>roxy). Chainnan & Chief E;en:utive 813
Accls Payzble gy 555 ey Jersey, Florids, lm?nana, and five other slates. Drveslc?d three of ficer Nicholas DeBenediclis Incorporated: Pennsylvania Address:
Debf Due 1353 16331 1504 [ Jow non-water b in 'B1; felemarketing group in '93; ard 762 Wesl Lancaster Avenue, Bryn Mawr, Peansylvania 19019. Tek-
Other 58.6 44.7 565.8 | olhers Acquired AquaSoirce, 7/03; Consumers Water, 4/99; and  ephone: 530-525-1400. inlgmal: www.aquasmetica com
gz"g;];'"g:; gé:.}z :??,: 325535: Aqua America’s results are starting to Island. Although the acguisition strategy
ANﬁUAl..RATl.Es rew Past Ecld 0305 improve. After reporting weak profits for makes sense, it probably adds some risk.
ol change [er 1) s it lopna | | the first nine months of 2006, the company Arquired facilities can require expensive
Revenuss Yiw Biw es% | posted a 12% earnings advance in the final capital improvements to qualify for rate
“Cash Flow" 95% 96% 75% | quarter of the year. Problems, such as increases. Also, expenses, such as
Ei’a"u'é'.?is ?;3-? EE{}' ;g,’g higher preduction costs, increased short.- depreciation, can rise, before being fully
Book Vale o5% 198w 7o% | term financing expense, poor weather, and offset by higher revenue.

I CURRTERLY REVERUES B mil) | Fal delays in regulatery approvals, eased a bit We expect earmings to advance at
Rg;a‘r Mard] JundD Sep30 Deodt il | during the quarter. . about 6%-10% annually, en average,
200 [ 65 1065 1203 154 | 420 Increased rates should help lift re- for the next few years. We are leaving
5005 1140 1231 1168 220 | 405 sulis in the year ahead. A_lthong one of our earnings estimate for 2007 unchanged,
06 |1480 317 4470 136 | 5335 the company’s largest subsidiaries, Agua and are introducing an estimate of $0.80
007 130 150 180 44p | 580 Pennsylvania, received a substantial lit in  per diluted share for 2008 at this time.
a0k |ide  f60 180  1s0 | s | rates in mud-2C08, contributions from The company should be able to improve ef-
p EARNRIGE PER SHARE A ol these  adjustments should be more ficiency at some of its recently purchased
engla-r Mar3l Jund0 Sep.d0 Decdt Y:ar meaningful in 2007. In adchthn to_ Lh_e businesses. Resu.lts s_hou]d . alse benefit
004 Y TR 1'? fr recent setilement of rate cases in [linois from moderating chemical prices and ener-
005 | 5 41 = 17 7 and New Jersey, we expect Agua America gy utility costs.

s | 43 ® A 19 7| to receive further rate increases in 2007 These shares are ranked 4 (Below
w07 | 6 22 .22 ¢ | .go| and 2008 Average) for Timeliness. Further, our
sooe | 20 4 .24 .22 ] 90| The company will likely expand current projections indicate the issue of-
ca. | QUARTERLY DVIDENDSFAD® | Ful through acquisition. Aqua America com-  fers little, if any, appreciation potential for
enSa-r Mar3 Jundd Sepad Derdd vor | pleted about 28 acquisitions in 2006. The the next 3 to 5 years. The dividend payout
y : P . largest purchase, New York Water Serv- remains at about 63%, which is consider-
5303 034 0B ‘ggM gg& g; ices, which closed at the end of the year, able But the yield on this stock is not too
zng; '((l}gs ggﬂ B 307 o helpad expand the customer base consider- attractive and thus offers limited downside
06 | 107 17 115 115 4| ably. More recently, the company agreed price protection for investors. )
2007 | 115 to buy Agquarian Water of Sea Cliff, Long .Adam Rosner April 27, 2007
{A} Primary shares o&lslanding trough 96; gisc Zﬂemﬂunsia'g% A Nﬁxthealmlngls repaéi (€} th millions, ajusied for slack splits grmrang's Flg?"ﬂ?mmnglh lg;
il . . nonrec. gains (fosses). | due e ay. ividends hisloric: i ock’s Price Stabil
cg%ﬂfgnlaerg?ﬂf;“?; 82, (38;);9'99. (1“1%],‘0(]), in garly x!arcz. Ju!w. Sepl & Dec. -D'Ir{'g.a Price Growth Perslsgnne 50
Eamings Fredlclablllty 100

2¢;'01, 2¢,°02, 5¢°03, 4¢ . Excl gain from

€ 2007, Ve Line Publ

Inc. ASl rights teserved. Faclual material s obtaned im‘lr\ns!mus beie\l:;# to
iation Is sl

Al
THE PUBLISHER 1S NOT RESPONSIESE FOR ANY ERROAS OA OMISSIONS HERER.
o R may be 1epmduced, (25ed, stored of Uansmilied in any printed. efectonic of other o, of wze

reinvestment plan availabie {5% discount).

A=A b ’H:,ﬂ To subscribe call 1-800-833-0046.
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REGENT P Traifng: 304 }| RELATWE DivD U/
CAL[FORN'A WATERNYSE-CWT PRICE 40.72 RAFID 25.9(Median: £3.0 /1 PIE RATIO 1.34 fib 2.8 1]
High: 2i8| 296| 338| 320| 34| 2BB| 269 314¢ 3797 421 4581 4456
TMELNESS 5 weesains | 10| (03| BE| 33R| BR| NA| 55| 35| 7| 1] s12| wa| :8 Target Price Range
SAFETY 2 Imwmedtiits | LEGENDS
3 Lo T Gy e e B
TECHNGAL 3 tomme gty | Gded by ieresl B o
BETA .00 {100 = Market) 24or1 WJL 1198 50
[ Z010-12 PROJECTIONS | Bhoded rea incceles resossion R 40
) Ann'l Total Lt 0 (O
Price  Galn  Relum ,i” LT AT 30
High 50 (+257.ﬁ 8% et et —— =t 25
Low 40 (N} 2% Lo LI 20
Insider Decislons OETTELL T AR SR L P | 5
1 JASONDJF [
1o Buy DDODOODGOD N "
Dplions ¢Goo00DDD | 75
bid 000000000 % TOT. RETURN 3/07
Instltutional Declslons | TS VLARTH
WA QN6 40200 STOCK  BOER |
0By 42 35 65| oeent 48 " ty 24 89 [
toSed 39 ar 26| raded 1.5 Iy a4 A0 [
Wish] 5714 5B53 B33 Sy. 788 758 |
4991 [ 1992 | 1953 | 1094 | 1505 | 1996 | 1997 | 1998 | 1699 | 2000 j 2001 | 2002 | 2003 2004 ] 2005 | 2006 | 2007 | 2008 | ©VALUE LINE PUB, iNC| 1G-12
1148] 1225 1334] s258] 1317 | 14.48[ 1548 | 1476 1505 | 96| 1626 ] 1733 ] 1637 | 1248 | 1744 1820 [ 17.40| 1245 |Revenves persh 2130
18| 1s2| 231 zoaf 2o07| 2se| 292| zeof 235) 25| 2mf 265 2501 283| 303 276 320| 3.45["CashFlow" persh 1
so| 1o9] 1as| 12| iz ast| tes) asf ots3| 131 sa| 128| 121 t46) 147] 134 te@| {175 |Eamingspersh A 245
| s 95 99| e} rod] 1osf 07| 109 0] wsz| 2] 2| a3 14| 1157 196| 147 |Div'dDectd pershPe | 120
S| 3091 255 23| 287 283 61| Ti8| 44| 45| 4D03| SBZ| 438 | 573 | 4B | 428| 435 450 [CapiSpendingpersh | 439 |
1038 ] ws1| wan| 1se| 12| rzoz| 1aee]| 3as | saeaf seen | 1295 1342 | 1444 56 | 1579 1231 1905 [ 19.55 [Book Value per sh 2130
I3 T38| W3 | 48| 12 | T261] 12821 1262 1204 | 1515 ) 1506 | V6.8 | 1683} 1537 | 1830 | 2066 | 29.0 | 210 [Commen ShsOulstg © | 23.00
T2 AT 6T Wil 7| T8 16| WEf 6| W@E| 21| W8] 27| 201 AU[ 196 | Gokl fafres sm |AVg AP Rallo FIT]
2l el | wf | | | s ter| 27| 139 108 126{ 106 13| 57| Vesithe |RelaUve PE Ratio 140
so%l 6%l 52| sl eawl sew| asm ! azn | qon | 43% | aan | 4w | 4z | amh | s s4m ] TP lavg Ann'l Divd Yield %
CAPITAL STRUCTURE a5 of 12031005 1953 | 1863 | 2064 | 2446 2468 | 232 | 271+ | 3156 | 3207 347 365{ 90 Revanues [$mi) 450
Total Debt $203.6 il Due fn 5 Yrs $11.9 mif 73| sp4| fog) 00| 4] 194 194 20| 72| 56| 350( 4.0 |NetPsofit (Smil) 0.0
LT Debt $291.8 mit. LT Interest 5225 mil. T A% | 364% | STO% | 43% | 394% | 207% | 30.9% | 0% | 424% ] 7% | 4%0% | 41.0% [Income Tax Rait 0%
{LT Interes| samed; 3.5x; total int cov: 2.2x) bt ks s - | -l 103% ] 32% | 33% ks ""f_ :N"" AF_UDC'“"N‘! Frof it
1545 | H42% | T60% | 489% | 900% | 559% | 502% |405% | 403% | 433% | #5% | 465% [Long-TernDeblRatio [ dE5%
Penslon Assels-12/06 578 4 mi. 53.5% | 54.7% | 52.0% | 502% | 48.8% [ 440% [401% [s08% | 51.1% | s6.2% | 55.0% | $7.0% |common EquityRatls | 5f0%
_ Obllg. $505. mil. 067 f 06| 1396 | 3888 | 4027 | 4531 ] 4944 | 5659 | 5681] 6736] 730 -790 {Total Capital {smill] T
g Shock 333 e wmm"(s&é}f ’;r';' 4604 | 4783 ) 5154 ) see0 | 6263 | core | 7505 | s003 | 8627 | 94157 1000 1050 [t Plant (Sl 1240
. i P 0% | T8 | 78% ; G6P% | S3% | 59% | 56% | 61% | 69%| 52%| 654 | 65% [RelumonToliCapl | 7.0%
Gommen Stock 20,656,690 shs 130% | 107 | 102w [ 100% | 72 | 94% | 7e% | Be%w | 93%| 67% | £5% | 0.5% RelumonShrEqly | 10.0%
as of J607 14.4% | 108% | 11.4% | 100% [ 72% | 96% | 7.8% | S0% | 9% ) 68% | 8.5% ) 9.5% [Retumeon ComEquity | 10.0%
MARKET CAP: $850 milllon (Smalk Cap) BO% | 28% [ 35% | 1B% | NMF] (0% [ 7% | 29% | 23% | 5% | 25% [ 13% [Retainedio ComEq 45%
CuRRENT POSITION 2304 2005 12031706 | 584 ; 74% | 70% | oz | 119% [ 0% [ esse | 77 | e | sa% | 7o) 63% |ANDiv'ds to Net Prof 55%
o, ‘06 tesidential, 70%:

BUSINESS: Californla Waler Service Group provides regufaled and

Comp {11/00) Revenue br

Cash Assels 18.8 9.5 603
Olher b8 _d27 49.3 | nonregulaled waler service to over 2 million people (483,900 cus-  18%; public authorilies, 5%; industial, 5%:; other, 2%. '06 reported
Curent Assels 704 5§22 1096 | |gmers) in B3 communiles in Califormia, Washington, New Mexico, deprec rate: 3.3% Has roughly B70 employees. Chairman: Robert
Accls Payable 188 361 3311 and Hawol Moin service areas: San Francisco Bay ares, W. Foy Presidenl & CEQ: Peler G Helson Inc: Delaware Ad-
Déb Dua ol sk 38| socramonto Vakey, Salinas Valley, Sen Joagin Valley & parls of  dress: 1720 North First Sireel, San Jose, Caflomia 51124598
Current Liab 577 768 702 | Los Angeles. Acquired Nalional Uility Company (5f04); Rio Grantle _ Telaphone: 408-367-8200 Inlemel: vy, calwaler.com.
Fix. Chg. Cov. 338%  361% 317% | California Water Service Group ap- enaci some of the reformations proposed in
ANNUAL RATES  Past Past Esl'd'03-05[ pears poised for a strong boiiom-line the Water Action Plan that are on the
olchagepersh) ¥ 5¥m L1042 | rebound this year. Althoogh the water table. A decision is expected in the second
Revernues on 1o 28% | utility provider had some trouble in 2006, half of this year. We are introducing a
Eamings T0% 054 654 | we expect better weather conditions, espe- 2008 share-net estimate of $1.75.
Divkfends 18% 10%  10% | cially in the first half of the year, to belp it Capital constraints remain a problem,
Book Value 30% 3% 50% | pannce back. Meanwhile, there are better though. CWT is making heavy invest-
Col. | QUARTERLYREVENUES{mii) [ run | regulstory practices in play now. The Cali- ments in its current systems. Indeed, capi-
endar |MarH Jund0 $ep.30 Dec,d| Year | fornia  Public  Utilities  Commission tal expenditures have increased sig-
M | 602 839 971 6394 | 3156 | (CPUC), which is responsible for maintain- nificantly in recent years and are likely to
2005 | 603 8t5 1014 775 | 3207 | ing a balance between consumers and Cal- remain high for the foreseeable future.
206 | 652 815 1078 BDE | 3347{ based utilities, recently awarded CWT an Unfortunately, it does not have enough
0T | 700 908 120 850 { 365 | pllowed ROE of 10.2% on its general rate cash on hand to foot the bill, making addi-
008 | 750 970 128 800 |30 | case regarding 24 districts, The ruling was  tional stock and debt offerings necessary.
cat EARHINGS PER SHARE A E Full | in line with what we expected and points Growth-minded investors will want to
endar [Mar3f Jund0 Sep.30 Dec.3t] Year | to an hmproving regulatory environment in  look elsewhere. The stock is ranked 5
2004 | .08 59 55 20 | 146 the state. This augurs well for the compa- (Lowest) for Timeliness and offers limited
205 ] 03 41 71 32| 147| ny’s prospects, as it submits a general rate 3- to 5-year appreciation potential, given
006 | 04 M 88 3 | 434| cape to recover higher non-operational its financing problems.
Q07| & A2 T6 M| B0 ooty for eight of its districts every three That said, those looking for a steady
2008 ) .16 45 B2 3B V75 years, and has a few cases currently being stream of income may like what they
Cal. | QUARTERLYDIVIDEKDSPAD®w | Full | Teviewed. Against this backdrop, we look see. Despite its capital constraints, CWT
endar |Mar3d Jun30 Sep.30 Dec| Year| for CWT to post share earnings of $1.60 recently raised its anoual dividend, mark-
2003 | 288 21 21 28 112 this year, representing a 19% gain. ing the 40th consecutive year of increase.
006 | 203 263 283 283 { 1.43| Furiher regulatory improvements Although there are higher-yielding instru-
2005 | 285 285 285 285 | 114] should boest 2008 earmings. Given the ments out there, CWT's 2 (Above Average)
2006 | 2875 2675 2875 2675 | 145| CPUCs more business-friendly nature, Safety rank adds appeal.
2007 | 280 there is a good chance that the board will Andre J. Costanza April 27, 2007
(&) Baslc EPS, Excl. nonrecuning gain (loss). | (B} Dividends historically paid in mid-Feb., gc; Incl. deferved charges. in ‘06: $69 5 mill,, Cnmrany's Financial Sirenpih B+
00, [74); ‘01, 4¢; 02, 8¢ Next eamings repont {May, Aug. and Nov m Div'd relnvesiment plan | 53.36/ch. Stack’s Price Stabllity 80
due early May avaiable {D] In millions, adjusled tor spit Price Growth Persislance 30
{E) May not iolal due te change In shares. Earnings Predlclability

g Liné Publishing. Inc. AR
of M n2y ba epioduced, resald vlored cf ransiiled i any prinled, eleckonl or plhas form. of Ute

2007, Vak A hts 1aserved. Faclual makera! i obtainad o souices befivad 1o be refable and Is pirvided withowd warmanlies o any kind.
THE Fi/BLISHER IS NOT RESPONSIBLE FOR ANY EARDRS CR OMISSIONS HEREWN, m‘puhﬁ:aion Is slrictly dor subserber’s own, nor-commerdial, intemal vse No parl
¢ generting o+ madeting any prnted of eiechonkc pablcaion, cervice of producl

To subsctibe call 1-800-833-0046.
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CON TER SERVIC RECENT 24 25 TRAILING 29 9 RELATIVE 1 45 Dive 3 50/
' NDQ--CTWS PRICE ' PIE RATIO «F [PERATIC |, LD W0
RANKS 1900 24 67 23.50 32.21 31.08 3o 41 29.76 2847 27.71 25092| High
13.33 12.67 17.00 19.50 20.35 24.00 2383 21.91 20.29 22521 Low
PERFORMANGE 2 Average LEGENDS a5
—— 12 Mos Mov Avg
Technical 3 Average Yo ZH::ﬂﬁrg‘; BSW ngih an
SAFETY 3 Averags ?’g;ﬂ%; recassion -%-J'I'TT{H"'H" ! Tvu‘hl-'-'h_df L2 25
BETA 50 (5.00 = Mamay [ip ot —=F 0TI e — 3
< LI} : .t .' ., - g
Financlal Strenglh B+ ST o 5
Price Stabsty 75 P T 4
Price Growth Persislence 55 !
Eamings Predictabifity 80 - T i {lihH] LTI vgxs_o
oLl IO THIERO T Tl IO A AT fhous )
© VALUE LINE PUBLISHING, INC. 1998 1959 2000 2004 2005 2008 2607/2008
SALES PER 5H 5.58 5.87 570 604 5.81 5.68
"CASH FLOW® PER SH 1.59 1.65 1.73 1.91 1.62 152
EARNINGS PER SH 1.92 1.03 1409 §.16 k1) 81 1.0548/1,15°
DIV'DS DECL'D PER §H 78 79 79 .84 .B5 .86
CAP'L SPENDING PER SH 112 142 1.43 1.58 1.96 1.96
BDOK VALUE PER 5H 8.52 8.61 8.92 10.94 11.562 11.60
GOMBON SHS QUTSTG [MILL) 6.80 7.26 7.28 8.04 8.17 8,27
AVG ARN'L PIE RATIO 15.5 18.2 182 220 286 291 23.1/21.1
RELATIVE P/E RATIO 8 1.04 1.18 121 1.51 1.57
AVG ANN'L. DIVD YIELD 4.8% 4.2% 4.0% A% 3.4% 36%
SALES ($MILL) 319 42.6 315 48.5 47.5 469 Bold figures
OPERATING MARGIN 46.2% 4B.7% _48.8% 51.0% 48.3% 43.7% are CORSENSUS
DEPRECIATION [$MILL) KX} 4.5 47 50 5.4 59 6.0 6.1 59 earnings
NET PROFIT {SMILL) 7.0 7.5 B e -B.7 8.8 9.2 9.4 7.2 6.7 estimales
INCOME TAX RATE 34.3% 40.1% 35.7% 36.1% 33.8% 17.9% 22.9% - 23.5% and, using the
NET PROFIT MARGIN 18.4% 17.6% | 185% 18.1% 19.2% 19.5% 19.4% 15.1% 14.3% |  recont prices,
WORKING CAP'L {SMILL) g37 d3.a C3 e d33 d5.1 d38 d7 13.0 1.2 P/E ratios.
LONG.TERM DEBT {($MILL) £2.5 65.4 64.7 640 64.8 64.8 564 774 773
SHR. EQUITY ($MILL) 5B.7 63.3 65.7 71.6 B0.T 84.2 84.7 94.9 96.7
RETURN ON TOTAL CAP'L 7.3% T4% |7~ 7'@’(", T 78% 7.8% 75% 7.0% 5.0% 48%
RETURN ON SHR. EQUITY 11.9% 11.8% iZi% 12.4% 10.9% 10.6% 10.6% 7.5% 6.9%
RETAINED TO COMED 2 8% 31% 3.2% 6% 31% 3.2% 31% 3% NMF
ALL DIV'BE TO NET PROF 6% 74% 4% 71% T2% Ti% 71% 95% D5%
Apo. of anslysis chenging cam. est in last 14 days: 0 up, © down, consensus S-year samings growth 10.0% per year. PBased upon one analysl's eslimale CBased upon one analyst's estimale.
ANNUAL RATES ASSETS (§mill) Woé 205 20%06 _ 7 _!NDU_STR‘I’. Water Ulility
of change [per share} 5Yrs. 1Yr | £ash Assels 7 44 14
Saes - -25% | Receivables 98 59 85 | BUSINESS: Connecticut Water Services, Inc. primanily
E(;:a;sk’w :g'g:',‘_’ :g'gﬁ g\;‘if:mw (Avg cosl) 3-3 ) 4-3 2~§ operates a5 & Wwater utility company in Connecticut. It
Dividends 0% 10% | Corers Aseols —m m —-*m operates through three segments: Water Activities, Real
Book Value 5% 0.5% | ) ) Estate Transactions, and Services and Rentals. The Water
Tiocal | OUARTERLY SALES (smill) ] Funt| Propety, Plant Activities segment supplies public drinking water to its
Year | 1@ 20 30 40 [vear| EFwipatcost 35 3450 3705 | cystomers. The Real Estate Transactions segment is in-
| e 120 155 117|405 #‘:f‘;,"r‘ng:ﬁ;"”a""" ,‘,fg: 22;'_2 ;gﬂ volved in the sale of its limited excess real estale holdings.
121050 108 10§41 115 |475[ Other m5 3.2 120 | The Services and Rentals segment provides contracted
2m1m8] 106 114 133 7 (468 Tolal Assels 2008 3060 3152 | services to water and wastewater utilities and cther clients,
12031107 as well as leases ceriain of its propetties 1o third parties.
Flecal EARNINGS PER SHARE | Full m‘gﬂ:msm"'-l 55 ds go | This segment’s services include contract operations of water
Year [ 18 20 n 40 |Vear| pobe Due 50 73 53 and_ wastewater facilities; Linebacker, its service line pro-
e %8 15 4B 26 |145] Other 44 13 17 | tection plan for public drinking water customers; and
1231/04{ .24 % 47 48 [1.16 | Cument Liab 158 132 130 | provision of bulk deliveries of emergeney drinking water 1o
12atins| A 15 a 0B | .88 businesses and residences via tanker truck. As of March 19,
12031106 .29 52 45 L the company provided water to approximately 83,000 or
R L R '-ONG'E';J"L?EET AND EQUITY 286,000 customers in 41 towns in Connecticut. Has about
cal- | QUARTERLY DWVIDENDS PAID | Full s e % 200 employees. Chairman: Marshall T. Chiaraluce. Inc.: CT.
endar | 10 a 3 40 Year| Total Dbt $62.6 min. Duzin 5 Yrs. §53mill | Address: 93 West Main Street, Clinton, CT 06413. Tel.:
2004 | 208 208 25 21 | a4 | LTDeba &7 amil (860) 669-8636. Internet: hitp://www.ctwater.com.
Including Cap. Leases None
005 {21 o 23 213 |85 {44% of CapT) AZ
;gg? ::g 213 .16 215 | BB [ | eases, Uncaplalized Annusl renlals 5.3 mia. April 27, 2007
Pension Llabifity None in ‘06 vs Noné in 'G5 .
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
20'06 30'06 aqg | Pld Stock 3 B mil Pltt Div'd Pald HMF Dividends plus appreciation s of 33172007
to Buy u 1 18| Common Stack 8,270,394 shares 3 Mos. & Mos. 1vn, 3 s, 5Yis,
1o Sel 13 19 12 (56% of Gap)
Hig's{000) 1462 1253 1318 6.66% 1087% 4.83% 5.21% 3.35%

abla Sthout ol
©2007 Viua Une Pubishin ghts raserved, Facluel maleral is chlalned fmm soun:es bdauved ) hel refabla and i ls pmvided W wal::lemrﬁl manﬁom To SubSCrlbe Ca“ 1'800-833‘0045-

THE PUBLISHER IS NOT SPONSB FOR ANY ERRORS OR QMISSIONS HEREN. Th
of it may be tepeoduced, reschd, stored of biansmited in any prinied, electionic ot ether lom, o mrflur ganmlng of maikebng any pnnled o nudmlc pubfcalinn, senice of producl
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WATER RECENT 1 8 95 TRAILING 23 1 RELATVE 1 13 IvD
M I DD LESEX NDQ--M5EX PRICE ' PIE RATIO , b|PERATIC . b
RANKS 12.88 1875 16.97 18.73 20.04 2123 21.81 23.47
9.63 10.50 12.50 14.69 13.73 1577 16.66 17.07
Balpw
PERFORMANCE & Average LEGENDS "
; 3 T R Prea Svandh [T e B -
Vechnical awapa ] ek o Lgererrered T
SAFETY 3 tvomge || LIIBRRIN s |- o - )
BETA 85 (00 = Market) : e B .
. N - e - N " . 5
; . M
Financlal Strength B+ hd 1 3
Price Stabifity B ]
Price Growth Persislence 60
i 600
Eamings Predictablity 70 T RTTT| TTT i T oL
R T T i P T STV Y TR T G T T (hovs )
© VALUE LINE PUBLISHING, INC.| 1898 1999 2000 2003 2004 " 2005 2096 2007/2008
SALES PER SH 4.38 5.35 538 6.12 6.25 6.44 6.16 ’
"CASH FLOW* PER 5H 102 139 99 1.15 1.28 1.33 132
EARNINGS PER 5H T 76 51 .61 73 1 .82 BB pRT
DIV'DS DECL'D PER SH .58 60 61 .65 .66 57 68
.. |{-CAP'L SPENDING PER 5H 2.68 2.33 132 1.67 254 2.18 233
-~ |'BDOOK VALUE PER SH 6.80 6.95 §.98 7.60 8.38 8.60 9.82 S
COMMON 5HS OUTST'G (MILL) 0.82 10.00 10.11 10.48 11.36 11.58 33,47
AVG ANN'L PIE RATIO 15.2 17.6 287 30.0 26.4 274 227 22.0/21.5
RELATIVE P/E RATIO 79 1.00 1.87 1.1 1.39 145 1.23
AVG ANN'L DIVD YIELD 54% 4.4% 4.2% 5% 3.4% 3.5% 3.7%
SALES (SMILL} 431 535 545 641 710 74.6 Bi.1 Bold figures
OPERATING MARGIN 37.0% 33.9% 32.2% 44 0% 44 4% 44,8% 47.4% are consensus
'DEPREGIATION [SMILL} 38 43 48 56 6.4 7.2 78 * emmings
- NET PROFIT ($MILL) 6.5 7.8 5.3 . 6.6 8.4 8.5 100 esfimates”
INCOME TAX RATE 31.5% 28.8% 331% 34 5% 33.3% 32 8% 31.3% 27.6% 334% and, using the
- NET PROFIT MARGIN 15.1% 14.7% 9.7% 1H.7% 12.5% 10.3% 11.9% 11.4% 12.4% recent pricen,
WORKING CAF'L {SMILL) 146 6.8 27 4.9 dB3 4133 di1B d4.5 28 P/E ralivs.
LGNG-TERM DEBT ($MILL) 78.0 82.3 814 88.1 815 97.4 115.3 128.2 130.7 -
SHR. EQUITY ($MILL) 717 74.6 74.7 76.4 80.5 83.7 99.2 103.6 133.3
"RETURN ON TOTAL CAP'L 5.7% 5.4% 4.8% 56% 6.0% 5.0% 5.1% 5.0% 51%
| RETURN OR SHR. EQUITY 9.1% 10.6% 7.4% 9.1% 9.6% 1.9% 8.5% 8,2% 7.5%
RETAINED 10 COM EQ 1.8% 2.5% | NMF 5% 13% | NMF % 5% 1.2%
ALL DIV'DS T0 NET PROF 81% 78% 121% B4% 87% 106% 90% 94% 84%

8 (% per yeer. Bhased upon 2 enmlysis” astimales TBased upor one enelysl's eslimale

INDUSTRY: Water Utility

Ao, of analysls changing aem es! n last 14 days: O up, @ down, consensus 5-yesr samngs growih

AHNUAL RATES ASSETS (§milk} 004 2005 F2AUNG
of change {per share} 5 Yis. 1YL | Cash Assels 4D kL) 58
Sales 2.5% -45% | Recelvables 93 N 126 | BUSINESS: Middlcsex Water Company engages in the
E‘;:::-]\:s’wr gg;& ‘ggé 'D"I‘L'::IW {Avg cosh 1'5 5-; :g ownership and operation of regulated water utility systems
Dividends 2.0% 1.5% —=  —= = [ iy New Jersey and Delaware, as well as a regulated
Book Value 5.0% 145 | Cunent Assels to 28 | wastewater utility in New Jersey. [t offers contract opera-

tions services and a service line maintenance program
Flscal | OUARTERLY SALES [$mill} [ Fun | Propany, Planl . ™ 1re i .
& Equip, alcosl 3149 3400 3768 | through its nonregulated subsidiary, Utility Service Affili-

Year | 1@ 20 0 AQ |Year Avoumn Oeprecial 530 55D 507 Iy
12804] 159 178 198 175 |710 | Nal Propeny a8 2me  ap4 | 2% Inc The company’s water utility system treats, stores,
yamii05] 167 184 208 187 [74.6 | Olher 267 104 323 | and distributes water for residential, commercial, industrial,
1231106 182 210 226 193 A1) Tolal Assels 3056 3244 3703 | and fire prevention purpvses. Under a special contract, it

also provides water treatment and pumping services to the

1201007
Flstal EARNINGS PER SHARE Full kﬁ'ﬂ;ﬁagm"” 60 0 65 Township of }.Zas_t Brunswick. Middlesex Water’s uthrfr New
Yewr [ 10 20 30 4Q [Year| pepppe 121 58 25 | Jersey subsidiaries offer water and wastewater services to
9.6 104 | residents in Southampton Township. The company's Dela-

12303 1 A7 22 11 | g | Other _ar _s& _ 101 In Southan 13T
123t .09 15 20 48 | .73 | Current Llab Fix 1.5 164 | ware subsidiaries, Tidewater Utilities, Inc.; Southern Shores
Water Company, LLC; and Tidewater Environmental Ser-

2H0s[ 12 6 26 A7 |1
1231008 .15 25 28 4] B2 vices, Inc.; offer water services to retail customers in New

ey M w0 LO:JE;I&;{E#;BT AND EQUITY Castle, Kent, and Sussex counties. Has 243 employees.
cal- | QUARTERLY DIVIDENDS PAID | Fult Chairman: J. Richard Tempkins. Inc.; NI Address: 1500
p .
endar | 90 22 3 40 [Year| Tolal Del;t §1332mit  Deein5Yrs. $135mB | Ronson Road, P.O. Box 1500, Iselin, NJ 08830, Tel.: (732)
LT Debt $130.7 mill . . . :
2004 | 165 .15 65188 | 66 | e eap, Leases Nons 634-1500. Intemnet: htip:/fwww.middlesexwater.com.
Z005 | 68 68 6B 17 .67 (50% of Cap) AZ
2006 A7 17 A7 A73 | 68 I (
007 A Leases, Uncapllalized Annyal ranials None A'pri 1 27, 2007
Pension Liabliity $16 4 mil in 05 vs 567 mil in'05
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
20'08 3Q'06 4g'ps | Pd Stock $4 0 mil Fig Div'd (P:’!: s' zcmi:lll Dividends plus apgrecialion 8t of 33172007
of Cap
o Buy 15 " 2 3 Mas. & Mos. 1vn 3 Vrs. 5Yrs,
o Sed 2 22 14| common Stock 12,168,081 shares
-0.24% -2.04% 24.04%

Hid's{000) wn 1544 2182 {49% of Capl) -1.82% -347%

£2007 Value Lina Pubishing, NSEII:EMS resarved. Factul matera) Is cbialhed from cowrces ba’xlved Ip be toiable end ls prowidad withoul wananhes of any kind.

THE PUSLISHER IS NOT RESPO FOA ANY ERAQRS OR OMISSIONS HEREW. This 5 Sirietly for 'S ohm, i, internal use No pan
o L may be teproduced. reso'd, slorad of kansiled i any prinitd, elzclionic of ofher lom, o usaﬂnc gmminq of markeing amy pﬁ:led o eleciroc p\ﬁcalm sehdce o product

To subsctibe call 1-800-_333-0046.
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SJW CORP. NYSE-siw gglcc%" 3926 zﬁ”ﬁﬁl\m 33 U 5%%5 161 '\%D 15%

RANKS 1192 ! 2017 20.33 1783 15.07 14.95 1964 27.80
8.08 954 1583 1t 58 12 67 12.57 14.60 16.07
PERFORMANCE 3 averege LEGENDS
— 12 Mos Mov Avg [
Technical 3 Averape || +- - - Rel Prica Skength r
5161 onit 308 NITY I
SAFETY 3 Average Sheded srea iizales rcession b v . ! .
BETA 70 {1.00 = Markel) A I GETYTEY . . 13
1 0! TN P 8
e LN DAL TR
Finanslal Strenglh B - 3 5
Price Stabllity 5 4
Pilce Growlh Persistence 80 1
Ezmings Predictability 0 [ | Vgﬁl_u
1 [TTTY TN 5 FVVTTIY IR 1S T Tt T | rous )
© YALUE LINE PUBLISHING, INC. 1398 1999 2000 2001 2002 2003 2004 2005 2006 200712008
SALES PER SH 5.56 640 6.74 7.45 7.97 B.20 9.14 9.86 10.35
“CASH FLOW" PER SH 126 1.43 1.23 149 1.55 1.75 1.89 221 2,38
EARNINGS PER SH 76 .87 .58 17 7a 91 87 1.12 1.19 1.41781.40¢
DS DECL'D PER SH .38 A0 A1 A3 46 48 .51 53 57
CAP'L SPENDING PER SH 1.81 1.77 189 263 2.06 3.41 231 2.83 aar
BODK VALUE PER SH 7.53 7.88 7.80 B.17 440 | 9.11 10.11 10,72 1248
COMMON 5HS OUTST'G (MILL) 18.01 18.27 18.27 18.27 18.27 18,27 18.27 18.27 18.28
AVG ANN'L PJE RATIO 131 185 a3 18.5 17.3 15.4 196 19.7 215 27.8/26.3
RELATIVE P/E RATID BB B8 215 .85 .94 .68 1.04 1.04 127
AVG ANN'L DIV'D YIELD 3.9% 3.0% 2% 3.0% 34% 3.5% . 3.0% 2.4% 2.0%
SALES (SMILL} 105.0 117.0 123.2 136.1 1457 149.7 166.8 180.1 189.2 Bold fgures
OPERATING MARGIN 36.0% 33.2% 30.2% 64.4% 63.7% 56.0% 56.4% 55.9% 57.0% are consensus
DEPRECIATION {SMILL) 96 0.2 119 132 140 - 15.2 18.5 18.7 21.3 eamings
NET PROFIT {$MILL) 14.4 15.9 10,7 4.0 CA4.25 6.7 16.0 207 22.2 estimalas
INCOME TAX RATE 40.2% 35.9% 41.0% 34.5% 40.4% 36.2% 42.1% 41.6% 40.8% and, using tha
NET PROFIT MARGIN 13.6% 13.6% 8.1% 10.3% L 08%.: - 31.2% 9.6% 11.5% 11.7% recent prices,
WORKING CAP'L (SMILL) a4 ci.0 ditld diB ¥ EFE 120 13.0 108 222 PIE ratios.
LONG-TERM DEBT [SMILL} 0.0 80.0 90.0 i10.0 1100 135.6 143.6 145.3 163.6
SHR. EQUITY (SMILL) 143,2 143.9 144.3 149.4 153.5 1654 184.7 155.9 228.2
RETURN ON TOTAL CAP'L 7 4% 8.2% 5.9% 6:7% 5.9% 8.9% 8.5% 7.6% T.0%
RETURN ON SHR. EQUITY 10.1% 1i.0% 7.4% 9.4% 9.3% 10.0% 8.7% 10.6% 8.7%
RETAINED TO GOM EQ 49% 5.9% 2.2% 4.1% 3.8% 4.7% 36% 5.6% 52%
ALL DIVDS TO NET PROF 52% 46% 70% 56% 58% 53% 5B8% 47% 46%

ANo of ohalysis changing eam. exi i Jast 14 days; O up, & down, consensus S-year eambngs growth 10 8% pet yoar. BEesed upon one enalyst’s eskimale Caasad upsh aha enalyst's esltimale

ANNUAL RATES ASSETS ($mill} 08 208 Azes | INDUSTRY: Water Utility
of change {per shars) 5 Yrs. 1¥r.  { Cash Assels 109 g4 38
Seles 75% §0% | Recelvabies 46 184 209 | BUSINESS: SIJW Corp. operates as the holding company
Eg;‘t’;;w ?g.g ;'3:"' 3512::‘“ 2:2 32 33:3 for San Jose Water Company (STWC), STW Land Company,
Davidends 5.5% BE% | ot Assels 81 a1 565 Crystal Choice Water Service LLC, anc_] SJWTX _Walcr, Inc.
Book Vaks T0% 165% SIWC produces, purchases, stores, purifies, distributes, and
Praperty, Plart sells water. It provides water service to customer in
F-;:::I EQUARTE;%Y SM;;%S "'""."& 'i:a", T E‘:T‘-"P- atcost 6469 B96D 7782 | Cupertino, San Jose, Campbell, Monte Sereno, Saratoge, the
Accum Depreciation 1301 210.2 245 | Town of Los atos, and in the county of Santa Clara
1213104 311 456 523  37.9 |16B.9[ Nel Properly 4568  4B4.8 5417 . . " . !
1o15%8| 333 a8 585 435 [180.1] Other 670 Th2 _ 147 | California. STWC also provides nonregulated waler-related
123106 337 47% 631 445 [189.2| Volal Asssts 5522 5817 7058 | services, including water system operations, billings, and
12131007, cash remittance services. SJW Land owns and operates
Flstal EARNINGS PER SHARE Fol Hﬂﬁfgﬂ:ﬁgsm‘"-) . 51 13 parking fgcilin'_es .in San Jose, California, as well as owns
Year | 1@ 2@ 3@ 4@ |Year|pgpipue 2 3 w0 | eommercial buildings and other undeveloped land primarily
Tozuoal 18 24 33 16 | g1 | Other 142 155 139 | in the San Jose Metropolitan area, some properties in the
jastmdl 08 27 a0 .21 | .87 | Cumentliab 15 209 372 | states of Florida, Texas, and Connecticut, and a 70% limited
1230050 15 3 53 13 [142 partnership interest in 444 West Santa Clara Street, L.P.
t2ats; 14 3 48 22 [199 Crystal Choice sells and rents water conditioning and
L LONG'}'E&Q%%BT AND EQUITY purification equipment. Has 357 cmployees. Chairman:
Ca | QUARTERLY DIVIDENDE PAID [Fub | Drew Gibson. Inc.: CA. Address: 374 West Santa Clara
endar | 10 2@ 30 4Q | Year Tota Debt $176.6 mit  DueIn 5 ¥rs. $20. 7 mi. | Street, San Jose, CA 95113, Tel.: (408) 279-7800 Internet:
2004 | 128 18 28 A28 | 51 Jnm‘l’r‘l:‘c“:‘f I s None http:/fwww.sjwater.com.
o
:Dm 151 Leases, Uncapiallzed Annual rentals None Apri 1 27, 2007
Panslon Liability 526 3 mil in 05vs $13.2 mill in ‘05
INSTITUTEONAL DECISIONS TOTAL SHAREHOLDER RETURN
20006 3006 4Qop | P Stack Nene Pid biv'd Pald None Dividends plus apprecialion as of Y31/2007
o Buy o u 33| Common Stock 16,281,769 shares 3Mos. 6 Mos. 17 3 Vis. 5 ¥rs.
to Sell 2 2 2 {58% of Cap)
Hid's(000) 6941 7001 734 4.84% 36.48% 53.69% 151.41% 241.70%

F Al pghls Faciual widalrad [ beeved to be refab ﬁ!\dis wded withou! lies ol kind
€2007 Vale Line Fubsdi inc. AR Aghls reserved. Faciua! material is Iom soueds m refabla pw o war;:n B:lfls:n#npm To subscribe call 1 800'333'0045.

ing,
THE PUBLISHER 15 NOT RESPONSIBLE FOR ANY ERRORS OR QOMISSIONS HEREIN. THs s stricky Jot
of L may be reprocutad, resold, stored of ansmited in any printed, electronic of olter form. or ussr]'lﬂ generafhy of markeding any pdnled of tleclipnic pabicailon, senacs of producl
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RECENT PE (Tra}ling:SS.ﬁ RELATNE DVD cy “VALUE:
SOUTHWEST WATERNDQ.swwc re 14,24 |rito 29,7 Gieaor 100 )P Ratio 1.53% 1.7 (] *-
thgh:| 27| 50| 56( 82| a3] 2| 124 w2 1431 152 @1} 153 P
THEUNESS 3 R MO 371 B2) 38| 33| 51| 88| 7e| 89| 103 so| soa| 121 Torgat Price Reange
SAFEYY 3 Weviouams LEGENDS
TECHMCAL 3 ovemizibn | et o e A 40
e ... Bulthe e Erengh 2
HETA 90 {1.00=Market) Blors b 12 24
R0 FROJECTIONG. | Sy lode
Ann'l Total | 5-or4 spit 101 | R I S PR feakdal hbiadd 3T
Price  Galn  Retum a-l'uf-ﬁ ?p}To o4 m '|; i ®
fon 18 A 5% | RS e oo e T it
Iinstder Decls| 2
}JASDHND }F [
Wy 0O010000D0DTC0 W
v 1131139917 fetly -4
instifutional Declstans —t0 -.-:'I" T [ | ' mm}ﬁ?"“ﬁfﬂi
WU 0N IO TR o STOCK  WOEX |
" 330 anf oomem 12 1y 32 ag
fo 32 20 16 | yaded 5 I 1 awy w2 48 [
HiSs{0%} 8415 BO34_, DT80 1 Sy 429 788
1991 1992 | 1993 | 1994 | 7585 [7996 | 1997 | 1998 | 1999 | 2000 | 2001 [2002 [2003 [2004 [2005 | 2006 2007 | 2608 | SVALUE UNE PUB. INC] 10-12
33| arr| 403| 40| 48] 535 561) 5637 696| 743f eds| s9e2] tor0 | 923) 910| 0942 960| 40.00 |Revenues persh 11.00
| 4] 38| | 44| 46| s3] S8| &5| 7| 47| E6| M s7] 7| 85{ 95| 105 [“CashFlow" persh 115
g2| 19| o8f o3| 12| 5| 2| 2’| ;| w| d2f W| H#i 2 Wl 40| 45} .52 [EsmingspershA 70
gl aa| .| e} wos| 9] oo 6| st 3] 4| as)] e[ 8] | 2| 24| .28 j0iw'dDecld persh® 34
Wl & @ 95| [  Ja] 5| ) 106| 178| 19| 125 166] 187] 90| {135[Cap'iSpendingpet sh 705
2410 2421 2:f 21| 245 240| 2s2| 2| aos| 44| 3m4| &27| 40| BA7] 640] 698[ 760 545 [BookVahe persh® 10.50
TETT 9780 [ 87| Tofa ] 114 12457 1165 | 1283 | 1342 | 1990 | 4.97 | 1435 16.07 | 2036 | 2295 | 2380 | 25.00| 2600 [CommonShs GulslpT [ 3000 e e
W] W5 358 ~Z23| W8] 65| 169] 17Z| 86| 170| 86{ 8] 22| 516| 385 348 Bou gpms e |AvgANnTPIE Ratio 0 )
MeF| 8| 241] 48| se{ 03| S7| BOF na2| A1 w0r| 435) 42| 2731 83| 184 | ‘Vaheelir |Relalive PE Rollo 140
s | eew| azm| sz | azel aaw| zew| 2w | ovew | 20w ) oomn | wsw | e ] asw ) en | 18 UT™ lAvg AnntDivd Yield 3%
CAPITAL STRUCTURE as af 12/31/06 1io| 722| 09 w47 | 155 1308 | 17303 seeo | 2002 2242 0] 260 |Revenues (Smill) )
[_cr'tgl g:g:g&ﬂ;‘;ﬂ Eruﬂ" r5Y‘r§ g:;-wﬂ 26| 34] 42| 540 e} 60l r2| 45| 73| 94| 120} 140 [NetProfil {Smil] 0
L . e e IT6% | 395% [ 390% | TT0% | G00% | 8% | 9% | 381% | 360% | 350% [ 360% | 36.0% [ncome Tax Rate 3555
(Tolal Inlesest coverage: 27) - {44% of Cap) T | vio% | o] 15 | us | 120 lAFUDC %roNetrost | 12im
A70% | A47% | 436% | 4.0% | 44.0% |LongTermDebtRutlo | 42.5%

Fial renlals $6.7 mi. | 470% | 48 7% | 452% | A0c% | 514% | S6n | 475%

Lease-s. Uncapitalize
51.3% | 55.5% [ 54.9% | 50.0% | 4B.2% | 429% | 51.8% | 52.0% | 55.4% | 56.4% | 56.0% | 56.0% [Common Equlty Ralio 56.5%

Penslon Llabliity Non,
- " 525 GB5| 738| 0] 1530 | f428§ 1526 | 2420 2625 | 2951 40| 38D [Totai Capital (mill 560
Pid Stock $45Bmil.~ PI¢Div'd $.024 mil t02i| o2 | 11377 1w 71| wan| 2195 3026 48] 896] 45| 590 |MetPlant Sml) 75t
Common Stotk 23,802,000 sh. soh b 7% 7a% | zem | 7ew | sew | sma [ atw | arm| den| 4s%] 504 [RewmonTotalEapl | 50%
A B [ 5% | 103N | 111% [ 154% | 8% | 90% | 36% | 50% | 56% | 60% | 6.0% [RetmonShrEquly | 7.0%
MARMET CAP: $350 mitiion {Smalk Cap} 0% | 96% | s04% | 1% D 114% ) 9% | 9.4% | 36% | 50% ) 56% | 60% | 6.5% |Retumon Com Equity T.0%
IS5 | 6O% | U | 78% [ 78% | 67% | 58% | B% | 1% | 6% | 30% | 20% |Retalnedtc ComEq 75%

ANl Div'ds to Net Prof 4%

CURRENT POSITION 2004 2005 1213106
SHULL) AS% | 3B% G 33% | % 3% | 36% | 36% | TB% | 58N | S3% | 514 54

Cash Assels 1.9 3.0 4.3
Receivablos © 238 - 285 275 | BUSINESS: Southwes! Water Company provides a broad range of  public waler uliiles in Callomia, New Mexico, Didahoma, and
g‘mﬂe';luﬁ' {vg Cst) 1.}3 183 165 | senices including water produckon, ! and disbibullon; Texas Sewvices does moslly mainlenance work on @ conlract
Curent Assels —3t3 —77 a3 | westewater colleclion and ueatment; Wity bifing and cofeation; basis Off. & dir own 63% of com. shs; Steln Roe Investmenl
Accls Payable 123 10.0 27 ulility infrastrecture construction management; and public works  Councll, 8.7% (/07 proxy). CEQ and Chaleman: Matk Swatek. Inc :
Dabt Due 3.4 0.8 4| services. i opemtes oul of two groups, Uity [38% of 2006 reve-  DE. Addr.: One Wilshire Building, 624 5. Grand Ave. Ste. 280, Los
Other 20.0 211 21.7 [ nues) and Services (62%). ULty owns and manages rale-regidated  Angeles, CA 90017. Tel: 293-928-1800. Iniemel: wuav.swwwe com
Current Liab. 357 406 368 Southwest Water Company is er- ress in Alabama. By purchasing
businesses located outside of the Califor-

ANNUAL RATES  Past Past Est'd ‘0305 forming well. The Utility Group, which
ofchange fpersh)  10¥rs. 5 Vs, "’2'%,;" accounts for less than half of total reve- nia area, Southwest Water should be able
to reduce its dependence on the state’s reg-

9 o,
53,‘,':{,"#:%‘,,-- ?3-2 S;E-,’é §0% | nues, continues to make sizable bottom-
Esmings 135%  15% 110% line contributions. Income from this unit ulatory agencies and weather climate.
Dividends Lom 1004 g'gﬁ advanced about 15% in 2008. Much of the Contributions from upcoming acquisitions
. : strength wag due to warmer temperatures will not be included in our figures until
these transactions are finalized.

cal- { OQUARTERLY REVENUES (§ mill]) Full | and increased water consumption. Rates
endar tMar31 Jun 30 Sep. 30 Dec.31| Year| also rose, thanks to favorable regulatory
2004 | 398 457 550 475] 1880} environments in California and Texas. We
2005 | 452 513 547 5200 203F eypect the company to file for higher rates
2006 [ 508 854 601 519 2MA .4 goyeral facilities in 2007, lifting this

We expect earnings to make steady,
but moderate, advances for the mext
few years. We are leaving our earnings
estimate wnchanged for 2007, and intro-
ducing an estimate of $0.50 per diluted

007 | 50 600 650 600| 20 | ot Further
2008 620 660 G0 640| 20 | mpe Services Group is improving as share for 2008. In addition to improved op-
LCal- EARMINGS PER SHARE A Full | well, Revenue nt this segment continues erations, results should benefit from
endar |Mar31 Jun, 3¢ Sep,30 Dec.31| Year| ¢5 benefit from the addition of new cus- restructuring efforts. Management plans
2088 | -~ 13 i1 401 | 23| tomers and expanded service offerings. Al- to consolidate several subsidiaries in order

to trimn legal and accounting costs. Else-

2005 ) dot 48 4 0B | M| though the operating margin at this divi-
08 | 03 DB 1% }3 :g sion has been a bit narrow in the past, where, there will probably be a review of
ggg; gg :; ;g g1 s profitability is starting to improve. This the employee compensation program.
> - - e 201 Yikely reflects better contract terms and These neutrally ranked shares have
Cal- | QUARTERLY DIVIDENDS PAID & Full | lower levels of epending. below-average appreciation potential
andar Mer31 Jun30 Sepdd DecH| Yeor | The gompany eontinues to make ac- for the next 3 to 5 years. The company
2008 | 042 042 M2 046 V7| quisitions. In March, Southwest Water raised its quarterly dividend by about 12%
2004 | 06 Q6 046 00 9 gppounced that it had purchased five in the December period. However, the is-
sue's dividend yield is still not too attrac-

2005 0d8 048 048 052 20 .
water companies and waste waler
2006 | 052 o5z 052 058 o facilities located in northern Mississippi. tive, despite the considerable increase.

w07 | 05 658 There are also some acquisitions in prog- Adam Rosner April 27, 2007
{A) Diluled ings. Excludes ing | Aprit, July, and Qclober. §1 5i/share GCompany's Financlal Strength B
gains (fossesk. '90, (3¢); '01, (5¢); 'D2, 1¢; '05, [ (€} In milions, adjusted for spils Stack’s Price Stabllity 60

Price Growth Persistence 75

(0] Incudes infangibles In 2005: 536 0 milion,
Earnings Predictabllity 55

To subsctibe call 1-800-833-0046.

23¢) Next eamings repor due early May.

B) Dividends Wsloricalty paid in late January,
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RECENT 1 7 82 TRAILING 30 7 RELATIVE 1 50 DIvD 2 60/ '
NDQ-YORW PRICE f PE RATID WU, { [PIERATIO |, 0 N
10.22 1345 1349 14.03 17.87 20.99 18.15] Huah
RANKS 5.67 820 933 i1.00 1167 15.33 16.12] Low
PERFORMANGE 3 Averzge LEGERDS
amemm 12 Mos Mov vy R ' L 18
- Rel Price Stranglh T | ¢
Technical g Avorags g;o;-; spm gﬁ% ongl |l|' . S Iy |'/u— . 13
SAFETY Averags || Sntid oy beatat retessi | : freed U TR
aded oo 8} MRLESSiOn : W PP N M ‘. B
BETA 55 {100 = Markel) K . SR .
ool 5
4
Finan¢lal Strength Bt k]
Prlce Stabllity &0 2
Prce Growth Perslstence 50
e T T . T T ] 0
Eamings Predictabiity 85 e voL.
. AT H T O T O T TR TN tihous )
© YALUE LINE PURLISHING, INC. 1998 1993 2000 2002 2003 2004 2005 2006 2007/2008
REVENUES PER 5H - - - 2.05 247 2.18 2.58 2.56
*CASH FLOW" PER 5H - - - 57 65 65 .79 77
EARNINGS PER 84 - - - 40 47 49 56 58 6349/69¢C
DIV'D DECL'D PER SH - - = 35 37 .39 A2 49
CAP'L SPENDING PER SH - - - A 66 1.07 250 168 185
BOOK VALUE PER 5H - - - 3.79 390 4.08 .4.85 ... A.85 5.84
COMMCN SHS OUTSTG {MILL) - — - 9.46 9.55 9,63 10.33 10.40 11.20
AVG ANN'L PE RATIO - - - 178 259 245 257 2683 31.2 28.3/25.8
RELATIVE P/E RATIO - - - a2 147 140 1.36 1.39 1.68
AV ANN'L DIV'D YIELD - - - 4.3% 3.3% 3.2% 3.1% 2.9% 2.5%
REVENUES [SMILL) - - 18.5 194 19.6 209 225 26.8 287 Bold figunes
NET PROFIT {$MILL} - - 38 4.0 38 4.4 4.8 58 6.1 are consensus
INCOME TAX RATE - - 35.7% 35.8% 34.9% 34.8% 3B6.7% 34.4% artings
-| AFUDC % YO NET PROFIT - - 2.2% 3.7% - o= ] 7.2% esfimales
LONG-TERM DEBT RATIO - - 50.2% 47.7% 46.7% 43.4% a4.1% 48.3% and, using the
COMMON EQUITY RATID - - 49.8% 52.3% 53.3% 56.6% - 55.9% 51.7% recanl prices,
TOTAL CAPITAL [SMILL) - - 652 68.5 69.9 69.0 3 en3 1266 F/E ratips.
NET PLANT {$MILL) - - 97.0 102.3 106.7 116.5 140.0 155 3 74.4
RETURN ON TOTAL CAP'L - - 7.9% 7.9% T.4% 8.6% 7.6% 84% 6.2%
RETURN ON SHR. EQUITY - - 16% 11.2% 10.2% 11.4% 10_.0“{’.: 116% 8.3%
RETURR ON COM EQUITY - - 1.6% 1.2% 10.2% 11.4% 10.0% 11.6% 9.3%
RETAINED TO COM EQ - - 2.5% 2 5% 1.3% 2.6% 2.1% 30% 22%
ALL DIV'D5 TO NET PROF - - 78% 78% 88% 7% 79% 74% 7%
ANp. of analysis changing eam esl in Jast 14 days: G vp, 0 down, consensus 5-yesr eamings prowih 5.0% per year, BRased tpon 3 enelysls® astinetes CBased upon 2 analysls’ sstimales.
ANNUAL RATES ASSETS {$mill) abe s 4230 INDUSTRY: Water Utility
of change (per share} 5Yrs 1Y¥n | Cosh Assels 2 2 0
Eg;’;’:‘;ﬁw gg;- g g:;"; Receivables 37 38 48 | BUSINESS: York Water Company engages i the im-
Eomings 15 Y g’l‘;f""-‘w (Avg cost) : g 1-2 pounding, purification, and distribution of water in York
Bhvidends 3.0% 10% Cur:m Assets 30 51 o7 | County and Adams County, Pennsylvania It supplies water
Book Value 6.0% 20.5% ) ’ for residential, commercial, industrial, and other cuslomers.
Fizcal | QUARTERLY SALES (Smft) | Full | Peaperty, Planl The company has two reservoirs, Lake Williams and Lake
Ve | 10 20 3u 40 [Yesr|, L EqBiP. a:ﬂiﬁl 1_3: g Tg;‘-;‘ 225-; Redman, which together hold approximately 2.2 billion
ccum Depresialion 5 . . L2
123404] 53 55 56 B |225| Nel Propedy 0o a3 1r4s | Eallons of water. It also has a tS-mile pipeline from the
12ms| 62 &7 72 67 |258| Omer "1 1.0 150 | Susguehanna River 1o Lake Redman that provides aecess to
1z306| 66 70 7.7 74 §2B.7) Tolat Assels 1561 1723 1954 | an additional supply of water. The company serves 34
120107 municipalities in York County and four municipalities in
Flscal EARNINGS PER SHARE | Full k'&as'ggiaésm'"-l . 15 | Adams County. Has 106 employees. C.E.O. & President:
Year | 10 20 30 40 |Yesr| poy pye 63 193 1a | Jeffrey S. Qsman. Inc.. PA. Address: 130 East Market
Taoa| 08 1 16 1z | 47 | Oter 34 28 31 | Street, York, PA 1740]. Tel: (717) 845-3601. Internet:
2| 4z N 12 44 | 49 | cumem Lish 22 U7 58 | hitp://www.yorkwater.com.
123105 12 14 17 13 | .56
$231006f .12 4 17 15 | .58
127Mo7| 13 Ris 20 LONG-TERM DEBT AND EQUITY
1106
oo | GUARTERLY DiviveDs Pam [par|  ° O 1Y
endar | 19 20 3@ 40 |Year| Total Debt §62 3 mi Due In 5 Yrs. $18.0 mil
LT Deht §51.¢ milf.
2004 a7 097 097 097 .39 .
, .5 mik.
2005 | aod 1m4 104 104 | 42 Including Cap. Leases $17.5 mik R AZ
2006 [ .1%2 112 iz 112 | 45 |, U Halized Annual renlals
2m7 118 st 8asas, ncaphalize renlals Nong Ap.l[! 27' 200?
Penslon Llabifity 55 % mil i ‘0§ va $33mil In '05
WETITUTIONAL. DECISIONS TOTAL SHAREHOLDER RETURN
2006 06 dgtos | PId Slock None Ptd Div'd Pald None Dividands plus sppraciation as of 3/31/2007
o Buy 9 L 12 Commoh Steck 11,201,149 shares 3 Mos, & Mos. 1Yr 3 Yrs. 5 ¥Yrs,
1o Bel & 6 6 152% of Capt)
Hid's{000) 718 713 1164 4.26% -8.41% 0.65% 36.09% 91.55%
be rekable and & provided withoin warantes of any kind,

To subscibe cal 1-800-833-0045.
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{BY Diluled aamings par share. Excl. noarecur- 3 (G} Dividends historically paid early March,
ring gains [losses]. '95, (50.83); 99, §0 3%; 00, [ June, Sept, snd Dec » DV'd relnvest plan
B 2007, Valua Lins Prbishing, (nc. A9 fights reserved. Fectual malarial Is cblained om sowces bel
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o 1 may be reproduced, tesold, slored of Iransmilled in any prinled, elacitonic of other Jam, ot yse

{E} In millians, adjusled for stock spiil
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Eamnings Predictability
To subscribe call 1-800-833-0046,

RECENT PiE Trafling: 16.2 Y| RELATIVE DD 0
AGLRESOURCES wrseare o™ 42,340 15.1 el )45 0.77% 3.9% Bl |
igh: I - 4 -
nmeELNEss & wemisres | M| 220) 2181 BI04 RE| fa3| B B3| BE| 8| Mi| 57 Target Price Range
SAFETY 2 MewTeim LEGENDS__
3 ) —_— l.wiDMlﬁg:{i Fsl';m 128
TEGHNIGAL Raised 2/2301 el it a5
BETA 85 (1.00=Harkal) 2lor-1 spht 12085 0
T0T01Z PAGIECTIONS, | UBotis ree infats ression o
Ann'l Total T Feee-]----s o
High s’ (+Baa$/ S0 AT “
i e =] — | PTRNATE Zf
insider Declslons LTI D
JAS0 KD JF My e g g .m.n"'ll w T 1
wlhy 0DOO1000O 3 I
Opiser 010036010 L AT I - S st 112
W 020041000 S S S i % TOT. RETURN 5/07
Institutienal Declsions ) Tos o LARTE
] S10CK
T Percent 12 T } f 1y 293 w2z [
1054 102 78 89| traged 4 w838 E8S [C
Hifs{d0) 49525 50305 49321 L Sy 3205 972
1691 | 7952 1993 | 1094 | 1995 [ 1996 | 1997 [ 1958 [ 1998 [2000 ] 2001 [2002 [2003 | 2004 | 2005 | 2006 [ 2007 ; 2008 | ©VALUE LINEPUB, INC] 10-12
2027 2043 z273| 23se) o3z o8| ze75| 23380 savt| 1125 | 1904 532 1525 | 2389 3499 33734 3495| 3545 [Revenues persh A 3875
207 23| 225 24 233 49| 242 265 229 286 33 339| 347 | 32| 420 462| 480 500 |“Cash Flow" persh 555
104 113 io8 17 133 137 137] 144 ] 189 t50 | 162 | 209 | 228 | 248 272 280| 290 |EarmingspershAB 310
102 193] 104 1.04 1.04 106] 1084{ 108} 1087 40Bf 10| 1.0B] 1144 1.15 130 148 1.64 | 1.64 |Div'ds Dacl'd per sh Cw 1.80
T | 2| oA PV | 20| IE| 25| 25| 290} 283 3W| 24| 348 | 34| 9%6| IB | II0|Capiopendngpersh | 148
942 9.10 0560) 10497 4092 1056 fogGuf 19427 1159 | 1650 | 1269 | 4252 4466 | 1806 1929 | 2071| 21055 24.50 [Book Value persh ® 22.50
TT5T | G060 45721 G086 | 5500 | Gh.i0| G660 [ 5730 5140 | 5400 | 554D | %670 | 64.50 | /640 | 7700 | 1000 | 7800 79.00 [Common Shs CulsPy | 8000
153 155 179 151 126 138 157 359 214 136 146 125 125 131 43 135 | boid Aghres are |Avg Ann'l PJE Ralio 150
98 94 106 49 4 86 8% | i i1 i i H 69 76 73 Value|Ling Relative P/E Ratio 1.00
64% | 58%| 54%| 50% | 62% ) 56% ] S54% | 55%| 55% | 62% | 49% | 47% | 43% [ 3%% | ATH| 40% eatimates Avg Ann'l Div'd Yield 295
CAPITAL STRUCTURE as of 3/31/07 (2676 | 13386 | $0B66 | 6074 | 10493 | 8689 8337 | 18320 | 27160 | 26210 | 2725 | 2860 |Revenues (Smili) » og
Total Debt $1734.0 mil. Due In 5 Yrs $411.0 mil 156§ 524 i 823 1030 | 1324 | 1530 493.0| 2120 220] 230 (Hel Profit (Smill 250
LT Debt §1623.0 mill LT Interest 3100 0 mil TN | 315 | B2 1% | 34 9% | A07% | 960% | 350% | T 0% | AT7% | 578% | 0% | 38.0% |lncome Tax Rate 0%
(Tatalinterest coverage: 3.73) SO | EON| amn | 1u7% ) T | 109% [ 138% | a4% | 7% 1% ] 84% | 8.2% INetProfitMaign | 81%
Lesses, Uneapliallzed Anwsalrentals $32 pmill | A87% ], 47.5% | 459 | 450% | 613% [ 50.3% | 50.3% | 54 0% | 519% | 502% | 49.0% | 45.3% [LongTerm DeblRallo | 49.2%
A5.0% | 37A4% | 49.2% ] 46.3% | 98.7% | 44.7% | 497% | 46.0% | 40.1% | 408% | 50.7% | 50.7% |Common Equity Ralio 50.8%
Penston Assels-12/66 $375 0mill 13564 | 13884 | 13458 [ #2862 [ 1736.3 [ 17043 [ 19054 [ 30080 | 31140 [ 32310 3375 3350 |Tolal Capital (Sraill} 2540
pid Stock Nene Oblig. $454 Omill- | y9055 | 15340 | 15989 | 1637.5 | 2058.0 | 21942 | 73524 {31760 | 3710 | 34360 | 3550 | 3700 IMet Plant (hroil) 100
Commen Slock 77,764 028 shs TP T5% | 0% [ TA% | G8% | B1% | 89% | 63% [ 19% | 80% | 60% | A% RetumanTolalCapl | 25%
as of 425107 IN0%-0 HL0% | 71% | 102% | 123% [145% | 140% | 110% [ 129% | 132% | 13.0% | 72.5% |Retum on Shr. Equily [ 140%
11.3% | 123% | 7.9% | 10.5% | 1234 1 14.5% [ 14.0% | 1.0% [ 12.9% | 13.2% | 13.0%4 | 13.5% |Relun on Com Equity 14.0%
MARKET CAP: $3.3 billlon {Mid Cap) 7% | 44% ] NWF| 32% | A2% | 0% | 66% | 56% | 62% [ 63% [ S53% | 6.0% [Reteined to ComEq 5%
CURS];ELT POSITION 2005 2006  3/31/07 4% | B[ 101 | T2% | BS% | 52% | 53% | 48% 5% | 52% | 58% | 56% JAIDiv'ds to Nel Prof 38%
Cash Assels 30.0 20.0 29.0 | BUSINESS: AGL Resources, Inc is a public wilily holding compa-  propane Nonregufaled subsidiaries: Georgfa Nalural Gas Senvices
Qlher 2002.0 1802.0 1265.0 ny. lis distibulion subsidiaties include Allants Gas Light, Chal-  markels nalural gas at tetall Atq Virginia Natural Gas, 10400 Sold
Gument Assets 20320 18230 13940 | janpoge Gas, and Virginia Nalural Gas The wiiliies have mote lhan  Wilipro, 3461 Off idir own less than 1.0% of common; Barclays
Accls Payable 2640 2130 1600 2.2 milion customers in Georgia (primarfly Allanta), Virginia, and in  Global Investors, 5 0% (307 Proxy) Pres. & CEO: John W Some-
Bﬁ})érnue 1,1%%3 gggg é;ag sotthem Tennessee. Also engaged in nonregulaled natural gas  rhalder Il. fnc. GA Addr. 10 Peachires Place NE., Allanla, GA
Cuirent Liab 1539:0 TEIT 0 m markeling and olher, alied services Also wholesales and relails 30309 Tel : 404-584-4000 Intemel: wvav aglresolirces.com
Fix, Chg. Gov. 442% 397% _ 384% | AGL Resources posted solid results growth eught to continue in the following
ANNUAL RATES  Past Past Est'd'04'06| for the first quarter, although revenues year, as well.
dchenge persk}  10¥m.  5¥m 10102 | and share earnings came in somewhat be- Subsidiary Golden Triangle Storage
Revanues . gg;,i’ k- 3.}1“ ggﬁ low the record-high numbers achieved in has plans to build a $180 million natu-
Eamings 70% 150% 34% | the prior year’s period. Performance was ral gas storage facility. This proposed
Dividends 26%  40%  55% | supported by the Retail Energy Operations facility should provide 12 billion cubic feet
Baok Value 65% 105% 2% segment, where operating earnings in- of working gas capacity following comple-
tal. | QUARTERLYREVENUES{Smill}~ | pun | creased about 17%. This business experi- tion of the first phase, Located at the
endar Mar31 Jun.30 Sep.d0 Dec3t| Year | enced imecreased customer usage during Spindletop salt dome in Beaumont, Texas,
2004 [65¢ 294 262 625 |i1832 | the quarter. The addition of the Ohio it will connect with six pipelines serving
2005 (908 420 387 933 178 | retail market that SouthStar Energy Serv- diverse markets with counter-seasonal
M0 044 438 434 707|621 | jces entered last summer also boosted per- demand. Construction is scheduled to be-
007 |973 480 455 T |75 | formance. (AGL owns a 70% noneontroll- gin next year, with the facility becoming
2008 [000 500 470 _ 830 (2800 | jng jnterest in SouthStar) In additien, the operational in 2011
cal- EARNINGS PER SHARE A 8 Fuil | company benefited from a lower cost of gas Shares of AGL are ranked 4 (Below
endar [Mar3) Jund) Sep30 Decd!]| Year | during the recent interim. However, opera- Average) for Timeliness. We anticipate
7004 | 10 33 3t B4 | 228] ting earnings declined considerably in the modest growth in revenues and earnings
2005 | 114 30 19 85 | 24B] Wholesale Services business, which experi- per share over the pull to 2010-2012. This
2006 | 441 25 45 80 | 272] enced lower commercial activity and mark- appears to be reflected in the current quo-
000 [ 130 35 80 65 | 280 y5 market losses following an increase in tation, and appreciation potential is un-
008 140 35 45 .74 280| NYMEX natural gas prices. exciting for this timeframe. On the bright
Gal. | GUARTERLYDIVIDENDSPADSs | rFul [ We anticipate a moderate top-line ad- side, the company recently increased s
endar [Mar3t Jun.30 Sep.30 Decdi} Year | yanee in the current year. The company dividend by over 10%. Income-oriented in-
W03 |2 % M B 111] bas reaffirmed its sharenet puidance of vestors may find the 3.9% dividend yield
W04 (22 28 2 2 115] $2.75-$2.85 for 2007, assuming normal enticing. In addition, this good-quality is-
2005 | A 31 H 3 130 | weather and average volatility in natural suve has superior marks for Safety and
w06 {37 3 W3 148| gas prices. Ovr projection remains at the Price Stability.
o7 | 41 A midpoint of this range. This modest Michael F Napoli, CPA June 15, 2007
gA) Fiscal year ends Dzcember 3ist Ended | $0.13;°D1, 50 13; '03, (S0 07) Nexl eamings | avallable Gompany's Financial Strength B+
eplember 30th prior to 2002 reporl due eady Augusl {D} Includes infangibles A1 3/31/07: 5420 mi- | Stock’s Price Stahility 85
fion, $5 40#share Price Growth Persistence 70
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Hidside) 46233
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© VALUE LINE PUB., INC

2005 [ 2006 {2007 | 2008 0-12

Atmos Energy's history dates back lo
1806 in lhe Texas Panhandle. Over ihe
years, through various mergers, it became
parl of Pioneer Carporation, and, in 1981,
Pioneer named fls gas distibution division

538
13
15
1.20

4650
kLl
158
122

2282
RE:)
145
118

3538
in
147
116

20
262
8
1D

2661
kL
t03
1.4

2790
338
184
1.06

059
285
1M
1

.75
475
250
1.3

62.70
430
210
1.30

Revenues per sh &
“Cash Flow" per sh
Eamings persh A B
Div'ds Decl'd persh ©»

[¥i)
42
200
1.26

61.50
420
200
1.28

6175
380
in
1.2%

Energas. In 1983, Ploneer organized
Energas as a separate subsidiary and dis-

317
13.75

] 30
16.66 [ 18.05

236
12.28

n
14.31

YT
2.1

353
12.08

413
11.04

tribuled the outstanding shares of Energas

2664 | 3040 | W25 3185{ 40.79 [ 4168 | S4B | 62.60

650
25.20
107.00

530
2175
D

520
2046
81.14

5.00
2245
89,50

Cap'l Spanding per sh
Book Value per sh

Common Shs Olst g b

4
1590
80.54

{0 Pioneer shareholders, Energas changed
its name lo Almos in 1988. Almos acquired
Trans Lovisiana Gas in 1986, Weslern Ken-

134 15¢%
% B4
3% | 49%

56
Ll
5.1%

152
83
54%

330
188
4.1%

189
123
59%

179
103
4.2%

154
80
3.7%

10
A5
3.9%

Avg Ana'l PIE Ralle
Relalive PJE Ratlo
Avg Aon'l Div'd Yield

135
73
4%

16.%
a5
4.5%

Bald fig
Value,
estin

e are
Llng
(ares

tucky Gas Ulilily in 1987, Greeley Gas in
1693, United Cities Gas in 1397, and ofhers.

21939 | 26200
795 | 882

9508
59.7

850.2
322

14423
584

2482
653

6902
250

9058
3.2

CAPITAL STRUCTURE as of 3131407
Total Debt $218£.5 mill Due in 5 ¥rs $3450 0 mill

1% | 3045
268% | 30%

A%
6.3%

[
39%

350%
36%

361%
3.8%

35%
4.3%

36 5%
5.5%

2000
270
405%
34%

5800
195
39.0%
344

Revenyes ($millj ~
Net Profit {$mill)
Intoma Tax Rate . -
Net Profif Haigin

49733 | 61524 | 3540
1358 | 1623 180
TR O3TE% | 30.0%

2Th| 26% | 1M

LT Debt $1678 3mill. LT Interest $115 D mid
[LT Inlerest earned: 2 Gx; {olal inlerest

W% |432%
49.8% | 56.8%

539%
46.1%

4B 1%
51.9%

543%
45.1%

4B 1%
518%.

55 8%
48.2%

500%
S0.0%

51.0%
49.0%

50.0%
50.0%

Long-Term Debi Ratio
Gommon Eqully Ratie

511% | 6T0% | 48.0%
42.3% | 43.0% | 52.0%

coverage: 2 Bx)

Leases, Uncapilallzed Annual renlals $16 0 mill
Ptd Stock None

Penslon Assels-9J06 5362 7 milk.

17214 | 1994 8
15160 [ 17225
5% | 56%

12763 [ 12437
13354 {13003

59% | 68%

7551
9554
5.4%

w7
223
6.5%

w7
9179
9.0%

6302
Bdg.1
8.3%

Oblig. $326 5 mill
Common Stock 86,806,235 shs

76%

6% [ 104% | 93%
16%

0.6% [ 104%

&E%
6.6%

82%
8.2%

120%
120%

10%
14.9%

T
5300
£.5%
5%
5%

Total CapliiEt{$mil) "
Net Plant {milt)
Relurn.on Total Cap'i
Return on Shr. Equity
Retum en Com Equity

4230
150
6.0%
90%
9.0%

37855 | 38285 | 4070
1744 1362921 3850
5% ] &1%|] 604
B5% § SO% [ 35%
B5% | 99% | 85%

as of 4125107
MARKET CAP: $2.9 billion [Mid Cap)

3307

3%
7%

23% | 36% | 36% ) 35% |Retained toComEq 4.5%

39% | 3% | NMF| NMF| 21% | 19% | 28%
B7% | SB% | NMF | 112% [ 79% ) B2% | FOu | 7%

3% | 63% | 4% 062% [ARDiv'ds o Net Prof 54%

CURRENT POSITION 2005 2006
SMILL |

401
1224.3
1264 4

Cash Assels
Other

Current Assels
Accts Payable
Debi Dué
Other

758
1041.7
1117.5

BUSINESS: Almos Energy Corporalion is engaged primarily in lhe
distibution and sale of nalural gas to 3 2 million customers via six
regulaled natural gas ullity operations: Louisiana Division, Wesl
Texas Divislon, Mid-Tex Division, Mississippl Division, Colorado-
Kansas Division, and Keniucky/Mid-Stales Oivision Combined
2006 gas volumes: 272 MMcl Breakdown: §3%, residential; 32%,

cammercial; 10%, industial; and 5% olher. 2006 depreciation rate
3 6% Has around 4,600 employees. Officers amdl diraclors own ap-
preximately 1.9% of common slock {12/06 Proxy}. Chairman znd
Chigf Executive Dfficer: Roberd W. Best. Incorporaled: Texas Ad-
dress: P 0. Box 650205, Dallas, Texas 75265 Telephone: 972
034-9227 Itemal: weav almosenelgy.comn

Currenl Lisb.
Fix. Chg. Gov. 395%

Past Esid '04-'06

¥, lo'iDi2

17.0% 35%
4.5%

)
5.0%
10.0% 60%
15%
4.5%

Al‘g’lUAL RAs;lES 1Pilsl

of ehange (per 0 Yrs,

Revenues 7.5%

“Cash Flow" 40%
35%

Eamings
Dividends 30% 20%
6.5%
Full

Book Value B.5%
Flscal

QUARTERLY REVENUES {§ mill} &

Dec.31 Mar3! Jund0 Sep.30{ ‘year
7636 11175 5461 4928 [29200
3710 1687.8 9059 10Bd6 49733
b2834 20318 5632 9716 |61524
fi6026 20756 900  S61.8 gg;g

Flsgal
Year
Ends

2004
2005
2006
2007
2008

450 1456 1450 1450
Full

EARKINGS PER SHAREABE fun
Dec.3] Mardl Jund0 Sep.30| “vear
12 09 dn 1.58
111 0B d21 ] 172
110 d22 @120
120 d06 oM 2.0
115 0B dos | A0

Fiscal
Year
Ends

2004
2005

QUARTERLY DIVIDENDS PAIDC= | Full
Mar.31 Jun.30 Sep.30 Decdi]| Year

30 k) peli] 5| 1A
305 305 5 M 12
A 3 3 5[ 12
35 36 M5 32| 17
32 32

Atmos Energy Corporation generated
healthy bottom-line growth during
the first half of fiscal 2007 (ends Sep-
temher 30th), The core utility unit en-
joyed a 9% increase in throughput, plus
enefits from the implementation of
werther-normalization mechanisms for the
Mid-Tex and Louisiana operations. Fur-
thermere, margins for the natural gas
marketing segment widened nicely, par-
tially because of efforts to capture more fa-
vorable arbitrage opportunities with
regard to storage activities. Meanwhile,
the pipeline business reaped the rewards
of the Nerth Side Loop and other projects
that were completed last year, and there
wags & healthy rise in asset management
fees.
Nevertheless, we believe that share
net will be flat for the year as a whole.
The fourth-quarter comparison may be
quite difficult, given that our fiscal 2006
figure excludes an $0.18-a-share charge for

‘the tmpairment of irrigation properties in

the West Texas Division. Furthermore, the
public offering of 6.3 million common
shares last December will dilute earnings
per share by around a nickel. Lastly, the

effective income tax rate has been higher.
The company stands to regisier
steady, albeit measured, profit gains
out to 2010-2012, With utility operations
in 12 states, Atmos is not dependent on
the economy or rate commissions in any
one region of the couniry. What's more,
the non-utility businesses, contributing be-
tween 15% and 35% of net income histori-
cally, possess decent overall prospects.
(During 2006, the company expanded inte
natoral gas gathering, which fits nicely
with the pipeline unit.) In the present cor-
porate configuration, share net could ad-
vance between 5% and 7% annually over
the 3- to 5-year timeframe.
Income-oriented investors may find
the dividend yield appesaling. And it
seems that more moderate increases in the
distribution are likely. Earnings coverage
should remain strong.

But long-term total-return potential is
lmited, since these pood-quality shares
are already trading within our 2010-2012
Target Price Range. And for the coming
year, the equity is ranked to just approxi-
mate the broader market averages.
Frederick L. Harris, IIT June 15, 2007

{A} Fiscal year ends Sepl 30th. [B) Diluled | early March, June, Sepl., and Dec » Div- reln- | (€} Qus may not add due lo change in shis
shis Excl. nonrec. llems: 97, d53¢; ‘99, d23p: [ vesiment plan. Direcl stock purthase plan | oulslanding.

Company's Financlal Strength
Stock's Price Stability
Price Growth Perslstence

ng
‘00, 12¢; '03, d17¢; "06, d18¢. Nexl egs. rpl | avall. § {F) ATO completed United Cilies merger 7/97.
due early Aug (C) Dividends historicaky paid in | (D} in mifions, adjusted for stock sphis
?, Value Lina Pub! gserved. Faclual materia) Is oblaned from sowrces believed o ber liable and is provided withoul veananbies of any Knd,
ization is staclly for (] i

© 200 ishing, Inc. ATl ighls # ;
THE PUELISHER IS NOT RESPONSIBLE FOR is intemal use No par

Earnings Predictabllity
To. subseribe call 1-800-833-0045.

AHY ERRORS OR CHUSSIONS HEREW Ths ; 5 ¢ |
of A may be reproduced, resoid, stored or Wansmided dn any printed, eleclronfc of olhes form, o3 vsed bor gneraling of murkeling ahy pritd 9f chetlionic pubicalion, service o pr
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REGENT PE Traifing: 18.9°}| RELATIVE DND D,
KEYSPAN CORP NYSE-KsE wie 471,48 [Rino 18.0(Hedhn: 15.«) i 09217 4.6% :
g y ] 45| 41
e A AN B EHE HEHEH EBEHE R HED Target Price Range
SAFETY T LEGENDS -y
- e i 100
TECHNIGI.  — Swprgegzgens | _ dwihe by s Iy
BETA 85 (t00=Markel) jons: Yes ) &
707072 PROJECTIONS {oid ad inbeaigg iecgslon /41— 1 11 +T 1 4 L.l aa
. Ann'l Total 12 ey | DA CERRS FEC R
Price Galr: REIEIH oe Reritil i o P TS T Siiat T | AR ubutety N NN FrySys sy 2

e 5 (ﬁg"ﬁ:} o N T S I 15 LT ! 2

Inskder Declsfons s T o WV I || M e 2
JASDHNDJFN - - 16

By DODDODOODD - 12
Ogors 032011800
wsl 631021000 . " % 10T RETURN 87 |8
Institutlonal Declslons | s VAN
by e o g | perent 12 7 P e Y 1 m 1w S0 @z [
1o 5el 167 150 129 yages 4 o1 I Iy 356 565 [
Hiup) 05823 95167 97002 I Syr. 405 572
19917 [1982 [ 1993 [ 1994 | 1895 | 1996 | 1997 | 1998 | 1999 ] 2000 [ 2001 | 2002 [2003 |2004 | 2005 [ 2006 | 2007 [2008 |  ©VALUE LINEPUB, INC] 10-12
2343 | 2474 2509| z813)] 2403 2872| 2942 | 320! 2207 3756 | 4757 | 4192 ) 43 | 4135 4394 [ 4094 | 43.20| 45.20 [Revenucs pershA 5280
238 303 304 329 135 35 42 45 s 551 572 £.36 622 586 4.55% 445 455 4.95 |"Gash Flow" per sh 540
145 1% i1 185 180 196 212 di 162 210 172 215 262 243 233 217 230 2.40 |Earnings per sh B 280
1.27 1.29 132 1.3 1.39 142 .46 1.50 178 1.78 £.78 1.78 178 .19 1.83 1.87 131 1.95 |Div'ds Dect'd per sh € w 246
344 395 43 41 436 604 560 518 5 484 TE0| 796 634 489 308 299 320 320 |Cap'l Spending pes sh 120

1437 | 1455 1554 1527{ 1694 1847| 1909 | 2338 2026 | 2085 | 2073 | 2067 | 2294 | 2422 | 2860 ) 2576 | 26.45| 26.55 {BookValue persh © 855

1228 | 4345| 4638 4750 4673 | 40.85| 50.77 | 190.4Z | 133.87 | 136.36 | 13943 | 14242 | 159.65 | 160.82 | V4.37 | 17547 | 176.00 177.00 [Common Shs Oulst'g £ | 180,00

131] 151 43y 51| 127 I37) 118 | 168{ 14B| 208[ 127 31| 154 163 84| Boid righres are |Avg AnWTFIE Rallo 15.0
64 2 L] 0 85 86 80 o % sl 107 L) 15 81 a7 100 ValueLine Relative PIE Ratlo 100

67%| 6a%| 5um| sam| sew{ sa%| sow | asw | esu | 5% | sow | 5w | 5o | adw | asn | 47| %M [AvgAentDivid Yield 5%
CAPITAL STRUCTURE as of 333/07 14782 | 11219 | 20546 | 59215 [ 66334 | 59707 {69152 | 66505 | 76620 | 7116 | 7600 [ 8000 (Revenves [Smillj# 9500
Total Debt 54419 5 mill Due In 5 Yrs $1,9 bil 106.4 | d165.9 | 2586 | 3008 [ 2437 |-367.4 | 4242 | 3960 | 3006 3626 | 4D5) 425 |Net Peofit (Smill) 505 |
LT Dbl $4263 3 mit ,3'-];;;"““‘ 5260 mil 0% | -- | BA5% | 418% | 4| 360% | 395% | 345% | 37.5% | 31.2% | 30.5% | 97.5% [Income Tax Rate 5%
{gase!gf;f;;;;:;;,zg;-mm, enialssse0mil [ 72% | WME [ 88% | 5% | aTel-67 | 61% | 6% | Sa%| 53% | 5% | 53% |Net Profithargh 53%
Pension Assels 12/06 52 5 bill Gblig. 52 8 bill 435% | 316% | ST 5% | 596% | 61.2%.[ 63.3% [ 600% [ 530% | 466% | 40.4% | 49.5% | 49.5% |Long-Tein DebtRatio | 49.5%

56.5% | 594% | 60.6% | 30.2% { 372 350% 0 39.1% | 46.7% [ 53.2% | S0.6% | 50.5% | §0.5% !Common Equily Ralio 50.5%

Fid Stock None 17141 | 5068 | 44821 | 71750 | 7672 3 | 82525 | 9356.9 | 83331 [ 83840 | 80375 | 9400 9300 [Teral Caplia! (Smill 1000

18106 | 3176.3 | 4240.0 | 6358.3 | 66059 [ 7217.6 | 8894.3 | 7067.8 | 7336.3 | 7578.3 | 7800 | B100 |Nat Plant {Smill) 7o

Comman Stock 175,762,812 shs T3% | NMF| Tt% | 53% | 45%) 6%.| 56% | 64% | 6(%| 55% | 55% | 55% [RetumenToialCapl | 55%
as of 41307 100% | M| 92% | 104%7| 3% {iEsE. 4% | Bo% | 8% | 85% 1 25% ReturnonSheEquily | 85%
MARKET CAP: $7.2 billion jLarge Cap} 108% ] NMF | 6.2% | 100% ; 8.2% [ 193% | 114% [500% | 89% | 85% [ 8.5% | 854 |RetyrnonCom Eqully 8.5%

33% | NME| MMF | 14% 1 NMF[ 48% [ 39% | 27% | 20% | 3% | 1.5% | 2.0% |Retainedto ComEq 2%

CUR&EE{I’ POSITION 2005 2006 33607 T0% | NMF| 110% ) 86% | 103% [ B6% [ 66% [ 4% 7% 5% 82% | 81% |AlDiv'ds lo Net Prof %
Cash Asssis 1245 2109 3265 | BUSINESS: KeySpan Corp is a holding company crealed 5108, via  erates eleclricity and operetes transmisslonddisir sys by conlrac|
Other 28956 25763 2430.5 | |he merger of KeySpan Enaugy (formerly Brooklyn Unlon Gas} and  wilh L ). Power Aulhor. Seld its stake in Houston Expleralion, 2004
Current Assels 30201 27870 27570 | Long fsland Lighling Acq Easlem Enlerprises 1100, making Owns 20% of lroquels Pipeline Non-regulaled subs market gas
Actls Payable 10870 10260  BiS3 | KeySpan the largesl gas distibuior in the Northeasl, serving mos!  supplies, sell ind'l energy mgml. sves. Has 8,700 emp’s Chrmn.:
Dabl Dua 8706 882 1382 | of New Yok Giy and Long lslans and pars of New Englard. Has Roben B Catel) Inc : NY. Address: | MebuToch Cenler, Biookiyn,
Gurrent Liab. 51553 17080 74727 | 286 mil gas melers in one-family humes and aparimenls Also gen- NY 11201 Tel: 718-403-1000. Intemel: wivw.keyspanenergy com
Fix. Ghg. Cov. 336% 323% NMF | KeySpan's acquisition by National plummeted $66.5 million, to a less of $1.5
ANNUAL RATES  Past Past Estd’0d-06| Grid has been pushed back a bit. The million, due to additional generating ca-
ofchanga (persht  10¥is.  5¥m.  10'0M2 | companies have obtained all but two of the pacity in New York City, an expected
el iae ?g;"g ;’g;/" necessary approvals, the consents of the hedging loss, and some unusual overhauls
Eamings 20% 50% 35% | New York and New Hampshire public util- costs. In the 2006 quarter, electricity prof-
Dividende 30% 05% 30% | ities commissions. The New Hampshire its benefited from unusually large eil to
Book Value 40% 40%  35% | guthority should approve the deal shortly, gas price differentials, which boosted re-

cal- | QUARTERLYREVEHUES [$mif)2 | pun [ but the staff of the NYPUC had some con- sults since the Ravenswood plant can use
endar |Man3l Jund0 Sep.3d Dec3t| Yeor | cerns. KeySpan and National Grid (which whichever fuel is cheaper.

2004 (2585 1365 1050 1638 66505 | owns Niagara Mohawk upstate} say they Lower electricity profits will likely

2005 [2480 1342 4303 2535 [76620 | have answers to the issues raised by the lead to negative comparisons over the

ggg? %gg; EE’ E:}g ;gg‘; ;mﬁ New York itaff; moreover, Nﬂtiloc{lal Grid balance of the yearé In the last three

estimates that the merger would provide quarters of 2008, KeySpan's power hedg-

2008 |2075 1450 1400 275 B0 | New York customers vgith around $800 ing netted $46 million, which we don’t ei-

cal- EARNINGS FER SHARE A8 Full { million in lower rates. The state commis- pect to see this year. Also, the lower power
endar |Mar3) Jund0 Sep.d0 Dec31| Year| sion is presumably taking a closer look to capacity revenues of recent quarters will

7004 | 139 13 03 88| 243 protect consumers. However gkeptical the likely persist, though that will probably

w140 M1 @ 89 | 233} staff may be of such a Jarge number, we be mitigated by higher usage this year due

06 {118 @ A8 52| 247| think that the merger will go through and to more-normal (hotter) weather. Gas prof-

@07 (121 .5 .28 .69 | 2A0| c)pge this fall. If it does not, though, KSE its should rise a bit, reflecting the good

2008 | 125 .15 25 .75 | 2401 shares would likely fall 5% to 15%. first quarier and around $560 million of

cal- | QUARTERLY DMIDENDSPAIDAC= | Full | The first quarter’s quite normal earn- new gross profils from new customers.

endar 1Mapd] Jund0 Sepdd Decdl| Yesr | ings gprowth concenled widely differ- These unranked shares are trading

003 | 45 445 445 445 | 178| ing segment performances. Profits according to the acquisition offer. If

2004 | 445 445 445 445 | 178 from gas distribution rose 20% from the the merger does not go through, they

2005 | 465 455 455 455 | 182 prior-year period, thanks to weather that would probably decline, which we think

2006 | 485 465 465 465 | 186] was roughly normal, but about 13% colder would constitute a buying opportunity.

007 | 4TS 4TS than last year. Electricity profits, however, Sigourney B. Romaine, CFA June 15, 2007
IA_) Dala for former KeySpan Energy through | $0.52, 97, $13,16; 03, (S0 23); '04, (30 40); '05, | (€} Divs histesically paid early Feb., May, Aug., | Company's Financial Strength B+t
'97 (years endzd 9430), new KeySpah Corp. | (§.05); ‘06, $029. Excl. galn {loss) disconl |and Nov = Divd reinvesiment plan avail- | Stock's Price Stability 100
from 93 on a calendar fiscal year. (B) Dituled | ops.: 01, (S0.14); ‘02, (80.4); '03, S0.01; '04, | able.(D} Incfudes inlangibles; at 12/31/08, | Price Growlh Perslstence 56

$9 50 /sh {E) In mitions, adjusted for spiit. Earnings Predictability 75

shs Exc) nonrecur gains (charges): '96, | 5081 Mextegs report due lale July
© 2007, Vale_Line Publishing, Inc. AN rights reservad. Faciual malerial Is oblained Jram sowces believed lo be leSable and is provided wilhout wananbes of any knd.
THE PUBLISHER 15 NOT RESPONSIALE ANY ERAORAS OR OMS5IONS KEREIN Ths p o ks elrictly lo0 ber's ouT, NoACar , intemal vse Ho pat
of i may be reprotuced. rescid, tioied of tansmitted in any printed, elecbisnic of othar fom, of wxed for generaling w marketing any piinled or slestionic pubication, service of producl

To subseribe calf 1-800-833-0046.




Schedule PMA-27
Page 17 of 22

NEW JERSEY RES.nvsean i 5445w 16.8 G RiEAN: .86 2.0% Bl |

mmeless 4 meosor | L] 1997 2307 208l el zas) ;i RO Ra| g B3] 0| Target Price Renge
SAFETY 1 paewisws | LEGEWNDS 120
4 T dinda oy e s : 00
TEGHNIGAL Lowered ST fhaded by Ik Tk : 0
BEFA B0 [100= Markel) o2 sl w2 64
[~ AT PROJECTONS - e oea i ecassion e p
} Price  Galn "Rnlu:'na ] et - az
fﬂ’ sg i'ZS?’] -JA PR SPPTOILCS W LLTTLL Y LI "
Insider Declsfons — T ')'/J o 20
JASOND JF Ml e T T B e 18
WBy 00COOQOOQODTD 10 P, VLR B SN CYYT TS ELTTL 12
Opios 0 4 00112040
o5 040011000 L o TOT. RETURN 607 |8
institutlonal Decislons TH5  VLARTH
STOCK BIDEX
whay ng’a; mz::: m:; :;‘;f:;" 7-? - = ity 257 22 [0
toSed 80 69 69| jaded 25 - i 3y s12 B85
ey 16255 16616 ¥5557 | Sy NMzz 472
19911992 1993 ] 1994 | 1995 [ 1996 ] 1897 | 1998 [1999 {2000 [2001 [2002 [2003 [2004 [2005 | 2006 | 2007 {2008 | ©VALUE LINE PUB, INC] 10-12
1590 1688 802 19:22) +703| 2022 2597 ) 2659 3398 | 4443 | 7682 | 6617 ) 9343 | 9133 [ 11429 11944 | 12445} 12288 |Revenues persh 4 127.50
158 195 214 2% 213 2 245 260 219 283 [ 318 3IAN 3564 a7 39 410 430 4.35 ["Cash Flow" per sh 435
5] 108 11§ 1.26 129 137 148 155 £.66 179 1951 209 238 | 255 265 280 100 .05 |Earnings persh B 215
1003 101 1.H 1.01 1M 1.03 1.0 1.09 112 115 117 1.20 1.24 430 1.36 1.44 1.52 1.60 | Div'ds Dacl'd per sh ®= 172
291 1981 21 210 177 178 in 160 181 183 168 T 17 217 182 192 1.95 1.85 [Cap'i Spending per sh 185
gs7| 944 9si| o984| o970 t010| 1038 46.88 | 1135 | 1243 | #3280 | 1305 | 1538 | 1687 | 1590 | 2250 | 2380 | 24.90 {Book Value persh® 30.05 )
2095 | Z4A3| 25.23| 55| 2669f 2013 268Z| 2672 2661 | 2630 | 2666 | zi6f | 2023 ) WA | 256 | 2763 1800 7850 {Common Shs Oufsl'g ® 30.00
23 124 151 130 117 138 133 B3 152 47 142 147 40 153 168 161 | Bold igbras 2,2 |Rvg ANl PIE Ratlo 14.0
142 75 8% 85 78 85 7 a0 a7 ] 13 80 80 81 k] 86 | Value|tine Relative PIE Ralio 95
ainf 7o | 5o ean | 674 5| san| aem | abm | edn | eom | aew | 3T 3% | 3% | 2% P lAvoAw!iDivdYied | 45%
CAPITAL STRUCTURE as of H}/07 89651 7103 | 00431 11645 | 20484 | 18309 | 25444 | 25336 | 31483 | 32996 [ 3400 500 [Revenues (Smll) ~ 3825 :
Total Debt $486 6 mil. Dug in.5 Yrs $300.0 mill M5 433) 449 478 53| 568! 6541 TI6] M4 785|655 885 |Hel Profil (Smllf) 5.0
. 333% | 304% [ 362% [ 378% § 3B0% | 387% | 304% | 39.1% | 339% | 389% | 390% | J9.6% |Incoms Tax Rate 10.0%
50% ) 6.1% | 5.0% | 4% | 26% | 3% | 26% | 28% ;| 24% | 24% | Z5% | 2.5% |NelProfit Margin 2.5%
; : A93% | S12% | 4B [ AT0W | S01% | S0&% | 361% |400% | 420% | M 8% | 324% | 31.4% iLongTerm Debt Ratio ! 30.7%
Pension Assels-9/06 SQ i . A7.1% | 456% | 51.2% | 520% | 49.9% | 49.4% | 61.9% | 50.7% [ 58.0% | 65.2% | 67.2% | 68.6% |Common Equity Ratlo 69.3%
10blig. S103 Tmill [ 5906 | 6362 | 5904 | 6201 | 7062 | 7324 | 6/68 | /838 | 7553 | 9540 930 1035 |Totai Capital (Smil) 1300
Pfd Stack None 6594 | 680.0 | 7054 | 7306 | M439] 7564 | B526 ) 304 | 9051 98| 95| 875 NelPlant (Smii) 1200
Common Stock 2155, w s B6% | B1% | 90% | 90% | B5% | B1% |107% | 1016 | 112% | 96% ] 18%| #8% [RewmonTotalCapl | 854
25 of 5HID . §30% | 13.0% | 148% | 14.6% | 148% | 157% | 156% t153% | 170% | 126% | 13.0% | 125% |Retumon Shr.Equity | 10.5% '
MARKET CAP. $1.5 hillion [MIY Cap} sa.3% | 144% | 14.8% ) 14.6% | 14.9% | 157% [ 156% | 15.3% | 57.0% | 12.6% | 13.6% | 12.5% |Retwrn on Com Equity | 10.5%
CURRENT POSITION 2005 2006 3/31/07 | 40% | 44% ) S0% [ 54% | 69% | 69% | 77% | 78% [ BS% | 63%( 654 6.0% [Retalned foComEq 50% e
SHILL ) N I TIG| 6T% | 63% | 59% | 56% | Si% | 48% | 50% | 50% | 50| 524 |AM DiW'ds fo Nel Prof 4% B
Cash Assets 250 - -5 81
Other 9278 960.5 799.2 | BUSINESS: New Jersey Resources Corp is a holding company  and electiic ulility, 37% uh' sys!em and capacﬂy release) NJ Natu-
Cumrenl Assets 8528 9655 807 3 providing retaitwholesale energy svcs. to customors in Naw farsey, ral Enesgy subsid. l2 nalural
and In slales from the Guil Coasl to New England, and Canada  gas and relaled energy svcs 2006 dep rale: 2 7% Has 766 empls
Bogls Payabla 1.?#: 2&46 g ,gﬁ £ | Mew Jersey Natural Gas bad boul 471,000 customers at 9/30/05  OF /dir. own about 2% of common {12106 Proxy). Chmun and CEO:
CGther 7442 5660 610.1 | In Monmouth and Ocean Counties, and other N I Countles Fiscal Laurence M. Downes Inc: NJ Addr: 1415 Wyckoll Road, Wali,
Cument Lish. ~§763 THeT® 7501 | 2006 voume: 1028 bif. cu. fL (56% fiom, 74 inlernuplible induslria)  NJ 07719 Tel.: 732-938-1480 Web: www nffiving com

Fix. Chy. Cov. B60% 570% 550% | New Jersey Resources posted strong pose of developing and operating a natural
ANNUAL RATES  Past Pest Esl'd'06'05| share earnings in the fiscal second gas storage facility in Bedford County,
of thange (per sh) ﬂ:;fa 2"5”5 w042 | quarter (ended March 31, 2007), rising Pennsylvania. The location will offer ac-

Rg;’;’{,“,':?gw 5.0% 55035: ‘;g-;f 34% over the prior-year reriod. Due to cess to the Texas Eastern pipeline system,
Eamings 75% B0% 30% | better-than-expected results we have and is projected to require a total invest-
gg‘o‘li‘“v"dlfm gg:ﬁ o ;‘5’5’2 raised our earnings estimate slightly. ment of $250 million. At present, the

a . ; : We look for earnings of $3.00 and necessary approvals have been requested

Fiseal | QUARTERLYREVENUES (fmd) & | Full | $3 05 a share in fiscal 2007 and 2008. from the Federal Energy Regulatory Com-
Ends |Decdt Mard! Jun30 Sepd0| year | The 5%-10% advance in the curremt year mission (FERC), and the facility is
004 (6430 1037 4385 4144 [25316 | should be the result of continued customer planped to be in use by the middle of the
2005 |B540 1085 5443 6843 3483 prowth, both in terms of the size of the ter- 2009 calendar year.
2006 B164 1064 5360 5355 P3986 ) riynry being serviced by the company, as Shares of the New Jersey-based ener-
;gg; 11‘;15'5 }gs‘; gg; gggs g;gg well as by switching from other kinds of gy provider offer minimal appeal at
fuel sources to natural gas. Furthermore, this time. Currently, the equity is ranked
Flscal | EARHINGS FER SHARE A& ful | earnings are now sheltered by a new plan to lag the broad market averages in the
Ends |Pec31 Mardl Jun3d Sep.d! Vear | known as the Conservation Incentive Pro- coming six to 12 months (Timeliness: 4).
o4 & 18z 08 420 | 255! gram (CIP). The utility’s share net was Furthermore, the stock is trading above
w05 81 184 07 dA7 | 265| previously hurt by  the Weather our 2010-2012 Target Price Range, based
006 [ 123 244 d14 44 | 2B0) Normalization Clause (WNC), which only on subpar earnings growth prospects due
gggg }2; gg} 535 gg; ;gg protected against weather-related issues. to a potentially lower Jevel of gas usage. In
. d d : ~*| The new CIP program also takes into ac- all, our projections call for no appreciation
Cal- | QUARTERLYDMIDENDSPAID ¢ | Ful | count non wenther-related issues attrib- pofential between now and 2010-2012,
endar | Mar31 Jund0 Sep.30 Bec3i| Yeer) ,iih]e to energy conservation, which have However, income investors might take
003 | 31 3 k1] kil 124 | affected usage patterns in the past. note that we do expect the company to
004 | 325 35 32 3% | 130] The company has entered a joint ven- maintain steady payout growth going for-
w5 | . M 34 M 136 tuyre agreement to provide storage ward, which currently provides an above-
006 | .36 3% 36 3% 144! cervices. The Steckman Ridge partner- average yield.
w07 b 38 38 ship is with Spectra Energy for the pur- Bryan Fong June 15, 2007
A} Fiscal year ends Sepl. 30th. Aprl, July, and Oclober. = Dividend seinvest- | [E) In millions, adjusied for spil Coempany's Financlal Sirergih A
{ ‘ Stock’s Price Stabillty 100

Diluted earnings Mex eamings report due menl plah available.
lats D) Includes regulalary assats in 2006: §323 0 Price Growth Persistence 90
Earnlngs Prediclabllity 95

Jul
(5] Dmgiends historicalty paid in eady January. hun $11 T0/share
| material Is chlainzd from bu dlbeeaaueandls ovidad withoot ties of any hind.
B3 Do O OATRSIONS HEREIN T pobcalion, & ity o iyl et To subscribe call 1-800-833-0046.
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RECENT Tralling: 15.7 Y| RELATVE oD D

NICORl INC, NYSE-GAS PRICE 45.84 RATIO 16 1 (MEﬂi‘alg: 15.0) PIE RATID 0.83 YLD 4.1 A)
mieness & wewssor | 1) S0 81 41| 31 23] 85| V9| B7| Bo| B8} #7| &I Taryat Price Range
SAFETY 3 Losawies | LEGENDS 120

4 — &vaﬂ:u[’”?ﬁﬂu I%Ie 100
TEGHNIGAL, & (et ‘ Hemb;;m e 1
BETA 130 {1.00 = Marke) b
20132 PROJECTIONS i i s o I o mem— . S N a8

Pril | otat T OUTTRLY R gt L I I (PRSP PR
n é‘(;" (+%aé’,!/ R,‘J';.:“ lrrerr—s - et L L TTTLILY i Wy T PRIV 12

A I A T A ST T s ol Wl - I 2

Insider Declsions e AT o e 2
JASOND JFM s —~ 16

by 113010001 o LY WO Y 12

Ooss D20 020020 g

s 000020021 % TOT. RETURN /07 |8

Institutional Decislons i IF &,ésx “‘mﬁ_r}“
nBE WM 0 I ! L

0B a8 n“ 129 | Poreant 18 Iﬂﬁ_ w14 22
o5 10 118G \raded § - 3 ayr B2 555 I
M) 3450 32534 32039 i Syr. 0 w2
19911992 [ 198311994 [ 1905 [ 19967 1997 { 1998 | 1999 [ 2000 | 2001 [ 2002 | 2003 [ 2004 | 2005 | 2006 | 2007 [ 2008 | ©VALUE LINE PUB., B 10-12

26461 2890 | M02| 3123) 2942 P30 4133 3084 | 45| 5052} 5730 4311 6046 | 6202 | Te00| £592| 6890 | 71419 |Revenues persh 7110
02| 414 380 41t 419 497 529 521 559 6.i6 641 603 537 500 6519 682 20 6.35 ["Cash Few" per sh 545
18 192 197 207 i961 242) 265 2M A 24| 3N 288 | 211 22| 229| 303| 85| 2.80 [Earaings pershA 115
2] i1 12 1.26 1,28 1321 H40 148 1.5 16| 176 1.84 i86 1 1.86 146 | 1B6| 190| 1.50{Div'ds Decl'dpershda 2,00
365 312 Z62 EEL] 32 Z42 FEL] 287 328 148 [313 47 412 432 457 417 445 4.45 |Cap'TSpending per sh 445

1228 | 1276 | 1305 1326 1367 14.74| 1543 | 1597 | 1680 | 35567 1639 | 1655 | 1743 | 1695 ] 1836 1943| 2045) 21.45 |BookValuepersh 2440

E730| 55.07| 5306 5104 60.30| 49.40) 48.22| 4751 | 4689 | 4540 | 4440 | 44.01 | 4404 | 4410 | 4418 | 4490 500 45.00 [Common Shs Oufsl’y © 45.00

15 136 ZE 125 iR §25 142 176 146 19 128 131 158 159 173 15.0 | Dold figlres are [Avg ‘Ann'i PIE Ratio 160
13 1 83 82 [} 78 82 92 83 Hi 66 12 80 84 82 il ValuelLine Relallve PJE Ratlo 1.05
s2% | 3% | aam| aon| sem| aew| zew| zen | avw i avw | cen | oawn sen | s | arw] san| UM [AwoAeniDivdve [ 4y

CAPITAL STRUCTURE as of 3/31/07 19926 | 1465.1 | 1615.2 | 22081 | 25441 { 1807 4 | 26627 (27397 | 3357.8 | 208007 3700 | 3208 |Revenues {Smil) a2
Tola) Detil $585 1 mill Duein5Yrs §550.0mil. | 1243 | 1110} 1219 1354 [ 1363 1280 | 0311 981} 1001 . 1263( 130  £36 [Net Profil {fmill} 140
LT et Sl e gerest $8 1 mll 50 [ 144% | 3T% | S4E% | 335 | 310% | 352% | 308% | 78.3% | 26.9% | J0.0% | 31.0% |lncome Tax Rale %
(Totalferes! coverage: 4 €x) 2% | 7% | F5% | So% | Sa% | 6% | 38% | a6% | J0%T 41% | 4.1% [Net Profit Margln 4%
Pension Assals-12/96 5432 3 mill Oblin. $271 3 A23% | 424% | 355% [ 327% | 378% | 351% [ 336% |298% | 374% 35.0% | 34.0% |Leng-Term Debt Ratio 0%
mill 57.2% | 57.4% | 64.0% | 66.7% | 65.7% | 64.5% [ B0.3% ) 60.1% | 62.5% | 85.0% | 66.0% [Common Equity Ralio 59.0%

. 13006 | 13226 { 12301 | 10612 [ 19801 | §1289 [ 2595 | 12460 | 12877 | 13707} 420§ 1465 |Tolal Capital ($mill) 1600

PraSlock $6mil PHCWAS20mAl e 17358 17318 | 17552 | 11285 | 17686 | 17968 | 24842 | 25490 | 26591 | 27140 | 2050 | 2050 et Plant fsmil) 3750
e mancalonly (eeEmate  YV1% | 99% | 109% | 1374 | 120% | 122% | 83% | B8% | 94% | 109% | 165% | 10.5% [Relunon Tolel Gapl | 18.0%
Common Stock 45,024,851 shares 166% | 14.5% | 154% § 1913 { 186% [ 175% [ 123% | 131% ; 125% | M4 7% | 14.0% | 13.5% [Relurn on Shr. Equity 13.0%
as of 4126107 16.7% | 146% | 154% | 15.2% | BTR | ITE% [ 12.3% [ 13.4% | 125% | W% | 1404 | 14.0% |Relumn on Com Equity 13.0%
WARKET CAP: $2.1 blillon (Mid Cap} To% ] 54% | 62% | 85% | 7o% | 65% | 16% | 21% | 23%| 52% | 4&% | 45% |Retainedto ComEq 45%
CUR&EE-NT POSITION 2005 2006 33407 55% | 63% | B0% | 56% ; 5B% | 63% | 8B% | 84% BI% | 65% | 66% | 65% JANDIds to Net Prof 6%
Cas[h Assats 126.9 67.6 44 9 | BUSINESS: Nicot Inc is a holding company wilh gas dislribution as  indude Tropical Shipping subsidiary and several enaigy relaled
Olher 1218.8 8431 _877.5 | it primary business Serves over 2. million cuslomers in nothem  venlures Divesled iniand barging, 7/85; contract diiling, B6; oil
Currenl Assets 13457 T9I07 9224 | and westem Binois 2006 gas defivered: 438 7 Bel, incl. 2060 Bef  and gas E&P, 6K3 Has aboul 3,900 employees Of /dir own
Accls Payabla 6582 5645 4467 | from ransporiation 2006 gas sales (2327 bof): resideniial, 80%;  sboul 1.7% of common Slock (307 proxy) Chairman and CEO:
Ble":zérﬂus gggg gg?.g 5%3 commercizl, 18%; Industrial, 2%. Principal supplying plpslines: Nat-  Russ Strobe! Inc: linois Address: §844 Femy Road, Napervile, I-
Current Liab. 16225 11424 T145.0 [ ura! Gas Pipelre, Holizon Pipeline, and TGPC. Cuntent aperalions  linois 60563 Telephone: 830-305-9500. lnlemel: www: nicor com
Fix. Chg. Cov, 367% NMF_ 46.9% [ Nieor reported a slight decline in in 2008. Management appears focused on
ANNUAL RATES  Past Past Est'd'0d'06| share net in its first quarter. The com- improving GAS' margins by cutting costs
gwan!lelﬂﬁ!hl W;f;-v 5“";-? 1"'0“53%2 pany posted earnings of $0.93 a share, and better utilizing its resources. Thus, we
e i 124 18% pa# | compared with $0.84 a share in the same anticipate the top and bottom lines will
Eamings 15% -30% 45% | period of 2006. These results excluded a grow at a single-digit clip next year.
Dividends 40% 25%  1.0% | pne-time benefit related to Nicor's reserve The company offers a solid dividend
Book Value 30% 25% 59% | f4r its mercury inspection and repair pro- yield. Nicor returns a healthy 4.1% to in-

Cal- | QUARTERLY REVENUES {§ miR} Full [ gram, as well as its mercury-related cost vestors, which is above the industry aver-
ondar [Mar3t Jun3D Sep.30 DecH| Year [ recoveries. The top line edged up slightly, age. The company has consistently paid a

2004 [I9157 4295 2999 @8Bd6 (27397 | by 1%, from the year-ago tally. dividend for numerous years, which may

2005 [11799 4844 2360 13575 |3257.8| The company reiterated its earnings be of interest to income-oriented investors.

2006 3194 4513 3511 8362 |2980.0 | gunidance for 2007. Nicor's new share-net Nicor has below-average appreciation

007 (3347 5153 350 800 P00 | yange of $2.76-$2.96 reflects the benefit, potential to 2010-2012. These shares are

2008 #350 625 375 950 [3200 | totaling $0.11, mentioned above. Thus, trading within our 3- to B-year Target

cal- EARNINGS PER SHARE & Full | management has maintained its earnings Price Range, which limits their appeal to
endy |Mar3 Jund) Sep3) Decdt| Vear| gyidance for the remainder of 2007. All investors with an eye on the future, Addi-

200 | 96 44 d26 308 | 222[ told, this year’s results will likely be down tionally, this stock is influenced by the un-

005 | 98 35 d06 102 | 228] from 2006, which benefited from a strong predictable pas commodities market,

M08 | 94 41 30 120 | 303/ performance in wholesale natural gas which adds further volatility to Nicor's

w07 | 8 41 M 15| 285 marketing. profile.

208 ) 95 A5 35 115 | 290 Bace rates should stay mear current These shares are ranked to trail the

Gal- | QUARTERLYDMDENDSPADEs | runt | levels for the foreseeable future. Nicor broader market in the year ahead. In-
endar |Mar31 Jun30 Sep.3) Decdf| Year| continues to work within previously deed, Nicor will likely struggle to match

2003 465 465 465 .465| 186[ agreed upon parameters. Moreover, the its performance in 2006, Therefore, most

2004 | 465 465 465 .465( 186| company does not have any rate cases investors may want to remain on the

005 | 465 465 465 4B5( B5) pending with the Illinois Commerce Com- sidelines wuntil Nicor's overall operating

2006 | 465 465 465 465( 186) wpission. environment improves.

2007 465 465 Nicor's strategy should boost results Rickard Gollagher June 15, 2007
{8) Based on primary eamings thru. ‘98, lhen |ilems from discontinued ops : '93, 4¢; *96, 30¢ | May, August, November. # Dividend reinvest- | Company’s Financial Strength A
dituled. Excl. nonrecuming gainsf{ioss), "97, 6¢; | Quarterly eamings may nol sum 1o total due 1o | ment plan availabdz (C) In millions gifc:kgrzm;; ;ieargmznu gg

tice

"98, 11¢; 99, 5¢; '00, (§1.96); "01, 164,

{278); '04, (52;) '05, &0¢ 'DB (1 T¢) Exct
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recyring tems: '98, $015;

00, S0

50.06). Naxd eamings leport due eal
Bi E:Mdends hisloricaliy paid in mid-February,
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August,

) RECENT rrailing:w.i) RELATIVE VD 0/ B
NW. NATL GAS wvsem e 49,21 ¥ 18,9 G R )SRS 0,977 3.0%8§
mieukess 3 mesanw | V) 551 30| R34 3| T5| BF| Bi| Ho| Ba| 8| 25| %8 Target Price Range
SAFETY 1 miwwiges | LEGENDS 0T
TECHNCAL 3 Lommed oty | it by ek Fte 100
e Flclawah;noa Sirenglh 80
BETA 75 {100= Markel) Jioe2 spil 496 by
201017 PROJECTIONS. | Shouket oea inicates mcession i el I
AmnlTetal— 1 1 |
_ Price  Galn  Relum an
E‘;ﬂ\:\ ﬁg (120%; gg";: - P RTINS AL ,ﬁgﬂ&laa_"m,m_", LT M 24
insider Decisions T T S Al I 2
JASOHD JEM S o B 16
By 00000001 0O T S oy, i 12
InstHutional Declslons \ f %mtrﬁﬁw"ﬁfﬂ -8
; STOCK WIDEX
N it :m;nsc luz;os Porcert 9 % — 7 —— vy Cars 3 F
105 59 54 60| yaded 3 4 3y 915 586 [
Al 14328 14332 1438 Sy. 1085 B2
1091]1992[1993 [ 19041895 [ Tooe ] 1987 [ 1906 | 1999 |2000 | 2001 | 2002 |2003 | 2004 | 2005 | 2006 | 2007 | 2008 ; ©VALUE LINE PUB,, RG] 10-12
1674 1410) 815 1B30) 1602 4688 | 1582 | 1677 | 1817 ] 2009 | 2578 | 2500 | 2357 | 2569 | 3301| 37.20| 37.95| 29.60 |Revenues persh .85
2571 3% 174 50| 341 86| 3wz 124 372 368 86| 3I65| Ieh| 392 AU 475 515 | 520 [“Cash Flow" per sh 590
&7 b 174 63 161 197 176 102 §70 179 188 162 176 186 i 235 2D 2.65 |Earnings pef sh & 110
1.13 1.55 147 117 i.18 1.20 121 1.2 123 1.2 1.25 1.28 127 1310 132 138 146 1.5¢ | Div'ds Decl’d per sh P= 1.56
358 IR 361 4231 302 370 507 402 478 3146 KRR 450 552 348 356 445 3.85 | Cap'l Spending per sh 385
12231 1241 1308] 1363| t655) 1537} 1602 | 1659 1742 ) 17931 1856 | 1868 | 1952 | 2064 | 2128 2201 23.20| 24.20 |Book Value persh 2735
TrEa| §46F 1977 W15 22| 2255 2286 | 2485 2500 | 25.23] 5237 2550 ] 2584 2155 2158 | 2r2 | 2700] 27.00 [CommonShs Outsl'y © ] 29.00
281 01 129 30 129 "7 144 267 145 124 129 Tz 154 87 19 167 | Bord ighres are 1Avg Annl FIE Rallo 180
1| 164 T8 35 86 RE] 8¢ 13 a L] 66 94 M a8 L] B4 | valuethe  sRelative PIE Rallo 1.20
59%) 57%) s2% ) ssw{ s7u| sew) asw | esw | son osen | s | asw | 46% | 42 | ar| are| TP lAvg Ann'l Divid Yisld 3.3%
CAPITAL STRUCYURE as of 3/3§/07 3618 | 4167 ] 45581 5321 ) 6503 ) 64141 6113 | 7076 | 210510132 | 1025 | 1075 |Reventes ($mil}) 1300
Total Debt $646 & mill Duein5Ves S251.7mil. | .431.] 273 449 478 502| 438} 460 506 [ &B1| 634 20.5| 715 Mel Profl [Smil) 90.0
LT Debt $547 ¢mill - LT Inferest $31 0l . S10% | 5 | 350% | 0% | M% | 937% | S44% | S60% | 264% | 37.0% | 37.0% [Income Tax Rate %
(Tolahntarest coverage: 3 4%} 66% | 00% | 0% | 1% | 6e% | 75% | 1% 64| 63| eom| o7 NetPofitagn | 69
450% | 480% [ 454% | 430% ] 476% | 497% | 46.0% | 47.0% | 46.3% | 47.0% | 47.0% |Long-Term Deht Ralio 48.0%
Pension Assels-12/05 $236 mil 50.6% | 43.8% | 50.9% | 53.2% | 515% [ 50.0% | 54.0% | 53.0% [ 53.7% | 53.0% | 53.0% |Comman Equily Ratio 52.6%
Obllg. 5269 mi B15.6 | BG4S | BBZA | 8805 | 9373 [ 10066 | 10525 { 11084 [ 11165 | 1450 | 1200 [Total Capital {mlll) 1350
PId Stock None 8947 | 8959 | 5340 9650 9955 | 12050 113184 | 13734 | 14254 | 1485 1525 [Net Plant (smill) 1650
Cotmeron Stock 26,087,801 shs 50% | 68%{ G67% | GU% | 59% | 57% | 59% | 65% | TO%| 7.0% | 7.0% [Retumon TotaiCapl | 70%
as of 4/30/0% S1% | BT 9B% [ 100% | BO% [ 9% | 89% | 9%% | 106% | 11.0% | 11.0% |Retumn on Shr. Equity 1.5%
MARKET CAP $1.3 bililon (Mid Cap) 6.0% § 99% | 10.0% | 10.2% | 85% ; 9.0% | 8.9% | 94% [ 10.6% | 11.0% | 11.0% |Relum on Com Equity 1.5%
NMF [ 28% | 31% | 358% | 19% | 26% | 27% | 37% | 4.2% | 50% | 5.0% (Relalned ta Com Eq 4.5%
CUR%?LP{T POSITION 2005 12131006 313407 TO% D VI | M| N | 6% | 9% | T2% | 69% 63% | 60% | &6% | 58% |All Div'ds to Nel Prof 50%
Cash Assels Ti 5.8 51} BUSINESS: Northwast Nalural Gas Co distrbules nalural gas al  Pipeline syslem. Crwns local underground slarage Rev  break-
Qlher 3166 _303.0 _218.6 | relail to 90 communifies, 641,000 cuslomers, in Cregon (30% of down: residential, 55%; commercial, 28%; indusirial, gas irans-
Current Assels 3237 30BB 2237 | custs) and In soulhwest Washinglon stale Principal cilies served:  porlation, and olher, 17%. Employs 3,200 Fidelity owns 14 9% of
Accls Payabla 1353 1136 92.2{ podland and Eugene, OR; Vancouver, WA. Service srea popula-  shares; Snyder Cap'l, 8.7%; off idir , 2.0% {4/07 proxy). CEQ: Mark
Debelr[}ua 1246; 1%‘2 g 1%39 tion: 2.5 mill {77% in OR). Company buys ges supply from Canadi- 5. Dodson. Inc: Oregon Address: 220 NW 2nd Ave , Portfand, OR
Current Lizb. 5986 '5 A4i5 2355 | an and US producers; has iransporialion rights on Northwesl 97209 Tei: 503-226-4211 Inlernel: vavw.nwnaturat com
Fx. Chg, Cov. 340%  349%  NMF | Northwest Natural’s first-quarter labor cost inflation.
ANNUAL RATES  Past Past Est'd'04*06| earmings got a big boost from gas Absent further gas hedging profits,
dichenge pershl 0¥ 5¥s. w02 | hedging ... In Oregon, the company earmings will probably not rise much
R@::,';“,’}f;w zg’%‘: g_g% gg?f retaing  one-third of the difference, in 2008. Customer growth will probably
Eamnings 20% 30% 65% | whether loss or gain, between its forecast pick up a bit, after a slowdown in 2007,
Dividends 10%  15% 375% and actual gas costs. (The cost of gas is all The work redesign program will probably
Book Value 0% 356% 0% | passed through to customers in Washing- be completed, outseurcing some activities
Cal. | OQUARTERLYREVEWUES(Smil} | Eunl | ton.) Hedging netted $9.8 million, pretax, and paring costs by some centralizing and
endar |Mar3! Jun30 Sep.30 Decdl| Year [ in the March 2007 peried, compnred with automatef meter reading. But no major
2004 {2645 007 B84 2620 | 7076 | $1.8 million in both the 2006 and 2005 project now in the works is due to come on
2005 3087 1537 1067 3414 | 9105 first quarters. The difference amounted to stream by 2008. Still,
2006 [3904 1740 1149 3369 [10132} $0.18 a share in 2007. First-gquarter re- Earnings growth is likely to be above
007 341 975 110 M5§ (1025 | guits also henefited from customer growth the industry average out to 2010-2012.
2008 |410 185 120 360 |1075 | of 2 8%, colder weather than last year, and The urban zoning boundary of Portland is
cat- EARNINGS PER SHARE A Full | & bit lower bad-debt costs. scheduled to be exisnded to include some
endar |Mar3t Jun30 Sep.30 Den.d; Year| ... but we don't look for similar gains eastern suburbz over the next five years.
004 | 124 d03 dI0 9 | 186 over the balance of the year. At 2.8%, When that happened west of the city in
2005 | 144 M4 d¥ W | 20| Northwest's customer growth remains at the 1990s, Northwest saw great customer
006 {148 07 43 115 | 235 ahout twice the national average, but the growth, and a similar spurt is likely from
ar | 170 .08 433 147 | 260| houging slowdown is affecting the Portland the coming expansion. The likely opening
2008 | 160 07  d33 122 | 285) 5re5 somewhat. Accordingly, that source of of one or twe liguefied natural gas plants
cal- | QUARTERLYDMDENDSPADSB= | Full | earnings growth is not likely to be as fruit- in the company's territory should boost
endar {Mar3f Jun® Sep.d0 Dec.31§ Year [ ful in 2007. Gas storage profits should rise earnings, as well.
2003 § 315 315 315 325 | 127] a bit, as Northwest has expanded its Mist These neutrally ranked, top-guality
2004 | 325 325 3B 325 [ 130| storage fac:hty by around 7%. And the shares are trading on the company's
005 (325 325 3% 35 | 132 company's work-redesign program, now in good prospects. But their dividend yield
006 [ M5 045 M5 305 | §30| jts second year, will likely yield further is now below the industry average.
A07 | 355 363 gains, but we think they will just mitigate Sigourney B. Romaine, CFA June 15, 2007
{A] Diluted eamings per share. Excludes nun— mid-May, mid-August, and mid-November Cnm&anys Financial Strenglh A
Stock's Price Stability 00

w Dividend reinvesimenl plan avaliable

{€) In millions, adjusted for stock splil

I reserved. Faclual material is cblained liom souwces helm:d lo bel teliabla and -s provided withow wamanlies of any kind.
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1997 [ 1998 [ 1999 {2000 | 2001 [2002 (2003 | 2004
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0567
114
73
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1082
143
€5
A1
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)
4

44
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10
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876
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7
54

1158
149
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57

1995
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18
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145
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28.50
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145
1.03
205

Revenues persh A
“Cash Flow" per sh
[Eamnings persh ®
Dlv'ds Decl'd per sh €=

74
250
140

.88

229
243
132
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580
240
121

95

195
5.68
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5.13
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345

137
4.83
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6.16

164
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115
9.36
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4

165
B.26

129
B.63

158
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T4
7.45
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6.95 11,15
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21
11.83

250

11.53 1445

12.50

4046 5150[ 5230 | 5115

57.67

59.f0

6030 G1.4% | 6258 | 63.83 | 6489 | G518 | G61.d1 | 76.b7
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CAPIHAL STRUCTURE as of 1121
LT Dabl $525 & mill
4.0x)

Penslon Assels-10/06 $241 9 mil

Pid Stock None

Comman S1ock 74,599,552 shs
as of 327
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MARKET CAP: $1.9 billion [Mid Cap}

Tolal Debt $1057 5 mill. Due In 5 Yrs $150 0 mill.
LT Interest $50 0 miY
(LT inlerest eamet: 4 0x; folal inleresl coverage:

Oblig. 5236 3 mill

15207
85.2

12208
144

11079
65.5

320
62.2

8304
64.0

6065
58.2

1755
55.2

7663
603

2340
113

Revenues [$mil) A
Net Profit {Smilt}

2000
105

A0
105

19247
96.

1761 4
161.3

3[1%
6.2%

ME%
6.1%

346%
58%

0y
1.5%

39.7%
8.5%

WM
7%

391%
%

392%
1.9%

35.0%
5.0%

5.0%
2%

35.0%
5.2%

Income Tax Rale
et Profit Matgle

350%
5.0%

1%
5.8%

135%
Bd%

422%
51.8%

46 1%

539%

430%
56.1%

47 6%
52.4%

460%
53.8%

47 6%
52.4%

44 7%
55.3%

41.2%
5LE%

48.5%
51.5%

49.0%
5104

Long-Term Debi Ratio
Commos: Equity Ratie

4%
58.6%

48 3%
51.7%

15148
1845.3

10516
11585

1090 2
18123

10624
11147

47
1047.0

9784
1072.0

| 8008
9417

8293
%306

1970
2330

1345
2150

Total Capital{$mill)
Het Plant {$milk)

170
2100

1708 ¢
20750

15082
19381

18%
11%
1.1%

8%
11 6%
11.8%

1%
Hi%
11.1%

18%
W%
10.6%

B1%
118%
11.8%

83%
121%
121%

9%
13.2%
13.2%

8.0%
1%
13.1%

T.0%
5%
1.5%

7.0%
1.5%
5%

7.0%
11.5%
11.5%

11%
0%
11.0%

B2%
15%
11.5%

Return on Totai Cap'l
Rétuin o4 Shr, Equity
Returh on Com Equity

A6% ] 4T% ) 3% | 354 | 30N | iV% | 3% | 3T%

CURRENT POSITION 2005
AL

Cash Assals 7.1
ol 497.4
504.9
1828
193.5
152.3

ther
Current Assels
Actls Payable
Debt Dus
Other
Current Liab 5286
Fix. Ghy. Cov. 274%

2006

89
4671

476.0

803
170.0
150.1

400 4
261%

1134i01

180
5984
6164

65% | 65% | 72% ) T | Ta% [ BI% | % ; B6%

8% | 28% | 3841 234 |Relainedlo Com Eq 5%
68% | 746% | 7% | 71% AN Div'ds fo Nel Prof 69%

BUSINESS: Piedmonl Nalural Ges Company is primarily a regu-
lated natural gas disibulor, serving over 1,016,000 cuslomers In
North Caroling, Scuth Carclina, and Tennessee 2008 revenue mix:
residential {44%), commercial (26%), induslrial {11%}), other {19%)
Principal suppliers: Transco and Tennesses Pipeline Gas costs:
128% ol revenues '05 deprec rale: 3 5%. Eslimated plan! age:

87 years Non-regulated operalions: sale of ges-powared heating
equipment; nafural gas brokering; propane safes Has aboul 2,059
employees Officess B directors own less than 1% of common stock
{1107 proxy) Ghairman, GEO, & President: Thomas E Skains Inc.:
NC Addr.: 4720 Piedmonl Row Drive, Charotte, NC 25210. Tele.
phene: 704-731-4226. Inlemet: wyay piedmonting com

Piedmont Natural Gas posted a $0.12

ANNUAL RATES  Past

of change {per sy~ 10 ¥rs.

Revenues 16%
“Cash Flow™ T0%
Eamings §.5%
Drvidends 5.5%
Book Vahue 65%

Past Est'd '04-96
5 Yrs.
11.0%

1012

year-to-year share-net gain in the fis-
cal second quarter (period ended
April 30th). One factor affecting the bot-
tom line is strong customer growth So far
this year we have seen growth of 2.2%
over last year. Despite warmer weather

Jan31 Aprib Juldi

QUARTERLY REVENUES ¢ will.)

A

Ot ¥

247
2329
2319

6188 4824
6806 5080
0214 4832
6772 5316 150
928 575 A5

2138
3396
82.2
328
25

earlier in the fiscal year the expansion of
the customer hase has hoosted revenues,
which has created operating leverage.
Also, the lower cost of wholesale natural
gas and reduced maintenance expenses
has helped bolster operating profits. Final-
ly, the company has been pursuing op-

EARMINGS PER SHARE
JanM Aprid JutH

ABF
Oct.31

103 8 dif
93 52 d0s
94 5 di6
5 59 d13
95 60 dos

d.21
do7
d.08
d.1d
a4

portunities that have aided the earnings
recovery. Its Automated Meter Reading
(AMR) project in South Carolina is now
operational. And, a similar endeavor in
North Carolina was completed earlier this
year. Both are likely to help streamline op-
erations and enhance profitability.

Hardy

Mar,31 Jund0 Sep.3D
20 208 208
208 235 25
BB A
B8 N
%

QUARTERLY DIVIDENDS PAID ©=

Dec.31

Piedmont's joint venture,
Storage Company, is now being

08°
215
23
24

stocked with natural gas. The facility
should be up and running later this year,
and recent improvements should allow the
field to deliver natural gas as soon as No-
vember. Delivery capacity is projected to

increase roughly 75% by the time the facil-
ity becomes fully developed in 2009, Firm
long-term contracts have been established
with several gas distribution companies,
which should result in stable cash flows
for Hardy. Piedmont will benefit from the
underground storage asset as an affiliate
and through the use of the facility as a
customer,

The company continues to pass earn-
ings on to investors through respect-
able dividends, During the first quarter,
the directors raised the payout for the
29th consecutive year. The company
boosted annual dividends by 5%, an in-
crease of a nickel.

Shares of PNY offer about average ap-
preciation potential over the
2010-2012 push. However, the dividend
yield of approximately 4% may be appeal-
ing to income-oriented investors. This, cou-
pled with the 5% discount offered through
the dividend reinvestment plan should
produce an attractive total return for
patient investors. Also, conservative inves-
tors should note the stock’s Ahove-Average

Safety rank.
June 15, 2007

1At Fiscal year ends Oclober 3ist

B
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(C) Dividends Kistorically paid mid-January,
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{D} inchides deferred charges Al 10/31/G6:

£14.3 milion, $5¢/share
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Eamnings Predlctability

ety el To subscribe call 1-800-833-0046.

Bryan Fong
B+
L

of i may ba reproduced, esald, stored or lransmided in any printed. electronic or other form, o wsed for genstabing o marketng any pinted of eleclionic pubbcalicn., sendce o produd




Schedule PMA-27
Page 21 of 22

RECENT FiE Tralling: 20.8) RELATIVE oD i}
SOUTH J ERSEY INDS. NYSE.5)  [PRICE 38.20 [rao 16,6(M!dian: h)|Perano 0,850 ZBA)
imeLNess 3 ez | O] B3 1281 R a1 133| 381 WI| B3 B7| BE] EE| 83 Target Price Range
SAFETY 2 lowedin®1 | LEGENDS
—— 1,05 x Dividends an
TECHNICAL 3 tomered 1507 civided by bnteses! Rale
-+ Helaiive Prica Streng! 2.Isn 60
BETA .70 {100= Maskel) 2ior-1 30kt 105 - 2
FOTOAZ PROJECTIONS, | “Shoes avea inciates rcassion i 10
Ann'l Tolai ] r I ik EEEEET EEEED
~ Pite  Gain  Retun Lo L T £
High 50 (#ao%] 9% T E— = o
low 35 ‘(<o%) 1% roemrd 20
Insider Declsions r I 15
JASOND JF Min,, =t Dl
by O0DOOD 10001 T - S— . 10
Oplons DO OOOOODD S I W A R NS i e [rs
sl D DO OOOB D2 i 4 ' % TOT. RETURN $i07
Institutional Detlslons THS  YLARME
i SO0k HOEX
P e . - yo L
to$H 46 a7 44 [ aded 2 -] B 3y 1038 565
LEE 15700 15711 #5568 S5y, 1657 9.2
19911992 | 1993 | 1994 | 1995 [ 1996 | 1937 {1998 | 1983 2004 | 2005 | 2006 | 2007 | 2008 | ©VALUELIREFIR, NG} 10-12
1510| (667 1703} 1745| 1850 | 1652| 1616} 20489} 1760 2951 | 78| 37| J260[ 3375 {Revenues persh 350
137 1% 154 13 165 1% 160 t44 184 244 251 208 325( 340 ["CashFlow" persh 415
64 8 78 61 8 85 86 64| 101 158 11| 246 230] 245 |Eamingspersh A 3.80
.M H 12 12 72 a1z 12 12 a2 A2 B 92 58 1.04 |Div'ds Decl'd persh B .20
297 1.89 187 103 208 H]) 210 306 219 267 k¥l 25 7250 2,60 |Gap'l Spending per sh 3t5
6.77 6.95 117 1.3 1.4 203 643 623 &7d 124% | 1350 %541 1615 1640 |Book Value persh® 17.95
B8 | 1000 [ 86T 243 2040 25T | aiAi [ 2 R 2076 ] 2098 2933| 28.75| 30.50 |CommonShsOuisty U ¢ 3200
[rES 2 158 1 122 133 38| 212 133 141 168 19| ook figlrec are [Avg AnnT FIE Ralio 40
a3 A 93| to6 82 a3 BD| 110 16 T4 L] 64 | Valueline Relative P/E Ralic .85
TE%| BE%| 59%| 74% | 72%| &4%| 6%} 53% | 54% % | a0% | 32k | = |AvgAne') Divid Yield 29%
CAPITAL STRUCTURE as of 3/31/07 M6 | 4002 3925 M91 | 92110 93i4 a70 | 1030 |Revenues ($mill) 1200
Total Debt S442.§m'1| Due in 5 Yrs §117.7 mill 184 11.8 220 |5 410 48.6 54.0 65.0 70.6 | el Profi ($mifl} 350
L "7?“15351“""" _271'“'“"“52““""’ W% | 46 2% | 420% W% | N5% | 411% | 410% | 40.5% Jincome Tax Rate 0%
(Tolatinteres! caverage: 5 1x) sat | am | sen b 52% | 53% | 5% | 67%| 8% |NetProfit Margin 7.9%
S4B% | 57Ta% | 538% 4B7% | 440% | 447% | 4355 | 44.4% |Long-Tesm DebiRatio 42.5%
Penslon Assets-12H6 $117 1 mil 35.8% | 33.5% | 30%|7 51.0% | 55.1% | 55.3% | 56.1% | 55.6% |Common Equity Ratio ST.5%
Oblig-$1325mil [ 3877 | 4611 4059 6750 | 7108 01§ 855|900 [Telal Capllal {$mill) foon
Pt Steck none 4565 | 5043 | 5333 70991 8773 | 9200| 960) 1025 [Net Plant {§mil) 1200
Corton Stock 20,465,962 connen shs §7% | 53%] 744 79% [ 85 [ 78% | 90%| 0% [Relum on Tolal CapT | 71.0%
a5 of SHIT 05% ] 81% | 1% 124% | 124% | 122% | 925% | 14.0% |Retum onShr. Equily | 16.5%
13.3%% | 10.3% | 14.6% 125% | 124% | 122% | 13.5% | 14.0% |Retvm on Gom Equity 16.5%
MARKET CAP: $1.1 billion {#(d Cap) 21% | NMF| 42% SO% | B3% [ 61% | 754 | 75% |Retalned 10 Com Ey 10.0%
CURS;;.ELT POSITION 2005 2006 334007 | gd% | 112% - 72% | 67% - 76% ! 6% 57% | 52 | 50% | 50% | 45% ) 45% [ANDiv'ds fo Nel Prof 40%
Caslh AssL'ts 4.9 7.9 139 | BUSINESS: South Jersey Induslries, Inc i3 a holding company It South Jersey Energy, South Jersey Resources Group, Marina En-
Other 3526 363.8 _319.7 | subsidiary, South Jersey Gas Co, disirbules natural gas 1o ergy, and Soulh Jersey Energy Service Plus Has 811 employees
Cumen Assels 3515 3717 3336 | 330,049 customers In New Jersey's southem counlies, which O Jdir. cntd 12% of com shares; Dimensional Fund Advisors,
Accls Payable 1780 1016 1117 | cavars 2,500 square miles and includes Mlanlic City. Gas revenue & 3%; Barclays, 6 0% (3407 proxy) Chrmh. & CEO: Edward Gra-
gfﬂrﬂua ';gz }gﬁg 12'1“15 mix '06: residential, 43%; lal, 24%; ion and slec-  ham Incorp: NJ Address: 1 Socuth Jersey Plaza, Fosom, NJ
Current Liab F03T A8 573 | tic generalion, 3%; Indusrial, 30% Non-ulitly operalions include: 08037 Tel : 605-561-0000. Infemel: www sfincustries com
Fix. Chg. Cov. 4B6% _§27%  495% [ Our share earnings figures for South million in the first quarter by offsetting
ANNUAL RATES  Past Past Estd’04-06{ Jersey Industries will now be based the effect of lower customer utilization.
ofchangajpersh)  0Vrs.  S¥m  1'M12 ) gn the company’s economic earnings, This program should continue to benefit
Revenues G5% 43k 0% | o hon-GAAP measure that eliminates un- SJI geing forward.
'Cash Flow 55% 55% g0% B
Eamings 85% 05 diAF | realized gaing and losses from commodity The company has announced a new
Dividefids 203 35%  55% | derivative transactions. Investors should project for Marina Energy. Marina de-
Book Valug B0% 135% 45% | he advised that bottom-line figures from velops, owns, and operates on-site energy
cal- | QUARTERLYREVEMUES(smil} | Fun | 2007 onward will not be directly com- plants, which provide income streams as
endar [Mar3t Jund0 Sepdd Decd!| Year | parable with those from prior years, al- part of long-term contracts, The company
2004 [3076 1365 1295 2455 [ 8198 though well discuss any notable dif- recently announced that it will partner
2005 | 3286 1540 1570 2814 | 9210 ferences. GAAP EPS will be disclosed in with DCO Energy to design, construct,
2006 13726 9538 1547 2503 | 8M4| the footnotes. The switch better reflects own, and operate a thermal facility that
2007 3684 170 160 27L6 | 90 | hagic trends. will provide for the heating and cooling
2008 {300 190 170 280 [#0%0 | The Utility business reported solid re- needs of Boyd Gaming’s Echelon casino
cal- EARNINGS PER SHARE A tull | sults for the first quarter. Performance and resort project in Las Vegas. This $200
andar |Mar3) Jun3D Sepd0 Bec.3!| Year | was benefited by growth in the customer million facility will likely become opera-
2004 [T 02 50 | 158| base and the implementation of the Con- tional in 2010.
005§ 9% 27 08 38 | 71| servation Incentive Program (discussed be- These shares are neutrally ranked for
006 [ 106 20 A 68 | 2451 low). This was partially offset by increased Timeliness. This issue earns high marks
007 (130 .20 3¢ .80 | 230 jnterest and depreciation expense, com- for Price Stability and Eamnings Predic-
W08 | 125 .25 35603 24| 4 to the prior year's period. tability. We anticipate steady prowth in
Cal- | QUARTERLY DIVDENDSPAID®x | Fup €Ve are optimistic aboui the compa- share earnings to 2010-2012, The dividend
endar |Mard!_ Jupd0 Sep.30 Bee3i| Year| ny's Conservation Incentive Program ought to increase during this timeframe,
2003 | -- 193 193 395 78] (CIP}. This initiative allows subsidiary as well. Nevertheless, at the present quo-
2004 | .- 2000 02 45 82| South Jersey Gas to promote energy con- tation, appreciation potential is unexeit-
W5 | - 213 213 438 #| servation, while insulating itself from the ing. Moreover, the current dividend yieid
|06 [-- 28 2% 4D 92| negative impact of reduced customer of 2.6% is below average for a gas utility,
wor | .- 25 usage. The CIP prevented the loss of $3.1 Micheel K Naopoli, CFA June 15, 2007
{A) Based on avp shs through 2006, ecanomic | ($0.24), ‘98, (§0.26); *99, (§0 02). 00, {3004} | Oct, and late Dec = Div reinves! plan avad. | Company's Financial Sirength Bt
eamings thereafier. GAAP ERS: O1 2007, ', (50.02); ‘02, ($0-04); '03, ($0.08); '05, (Cg Incl. regulatory assels A% 3/31/07: $220.0 | Stock's Price Stabillty 100
$0.92. Excl nonrecur gain: '01, $0.13. Excl (50:02); '08, (50.02} Next egs. eeport due early j mil., $7 48 per shr (D) In millions, adjusted for | Price Growth Persistence 100
sphil. Earnings Pred|ctability g0

gain {losses) from disconl ops : 96, $1 14;'97, { Avgust (B} Dividends paid esry Apr., Jul,
resarved. Faclual maleiia) is cbtanied from Souites befeved Jo be rehablo and Is provided wihout waitankies of any kind,
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BUSINESS: WGL Holdings, Inc. is the parent of Washinglon Gas
Light, a natural gas distributor in Washinglon, D.C. and adjcent
arsas of VA and MD tp residentl and comm1 users {1,031,816
maters). H hire Gas, 8 faderah jated sub., operales an
underground gas-slorage faciity in WV, Non-egulaled subs:
Wash. Gas Energy Svcs. sells and delivers natural gas and pro-

vides energy relaled products in the D.C. metm area; Wash. Gag
Enorgy Sys designrinclals commi heating, ventilating, and &ir
cond. systarms. American Cantuly Inv. own 9.6% of common stock;
Of idir. loss than 1% (1/07 proxy). Chrmn. & CEQ; J.H. DeGraffen-
rmidl Inc: D.C. and VA. Addr.: 1100 H 81, NW., Washinglon, D.C
20080. Tel; 202-624-6410 Iminrmal: www.walholdings.com

A S

Y
Revenues d 75%
“Cash Flow" 5.0%
4.5%

Eamings
1.6%
4.0%

1.5%
3.0%

Past Est'd '04-'06

5¥m,

14.5%
]

3.5%

WGL Holdings' earnings will likely be
little cha‘:lléled in fiscal 2007 (ends Sep-
tember 30th). Factors holding earnings in
check this year include revenue normaliza-
tion adjustment (RNA), which is a3 new
rate desipns that allows for a decreased af-

Flacal

Bock valoe
uumvmme%s
Dec.31 Mar3l Jun.

milpa
Sep.30

gad
2004
205
2006
2007
2008

5853 8622 3569 2B52

6234 5298 3490 2844
229 10645 3469 326
7329 11199 40 4222
70 d04f 30 W

fect on the bottom line. RMA would moder-
ate some upside earnings potental. In
turn, though, it should limit the downside
as well. Second, management plans for
continued  infrastructure  ipvestments,
such as two facilities in Maryland (dis-
cussed below). Finally, the company has

Flecal
Year
Ends

EARHINGS PER SHARE A&
Dee.31 Mar3f Jun30 Sep30

BN
2005
2008
any

81 162 408
88 18 diT
8 157 db
82129 .02

437
d23
d.15
d25

2008

S5 126 o dls

been pursuing new rate cases in all three

of its markets. That is, rate cases in Vir-

gnla. the District of Columbia and
aryland seeks a cumulatdve relief in

rates of $71 million as well as the imple-

mentation of new rate designs.

The bottom line should start to ad-

Cal-
endar

QUARTERLY DIVIDERDS PAID €
Mar31 Jun.d0 Sep30 Dec.3t

vance in 2008. Thanks largely to benefits
from price management initiatives namely

2003
2004
2005
2006
2007

325

the previously discussed RNA rate design
recently introduced in Maryland, and
nding rulings in D.C. and Virginia.
ashington Gas has minimized
damages related to gas leaks at a dis-
tribution system jin Cove Point,

Maryland. The leaks were caused by
decreased amounts of heavy hydrocarbons
in liquefied natural gas (LNG), which
shnnss( rubber seals in pipe couplings. To
prevent further leaks, WGL has included a
gas conditioning facility to reintroduce
heavy hydrocarbons in the form of hexane
gas into the pas steam coming from the
Cave Point plant. So far efforts have re-
sulted in a considerable reductien in the
number of leaks in the affected Prince
George's county. Due to the successful re.
sults rmanagement has reduced the es-
Hmated cost of this project by 35%-40%.
WGL continues to ramp up capacity
through the production of a Liquid
Natural Gas peaking facility in
Maryland. We think this will ensble it to
meet customers’ peak day gas require-
ments at an operating cost that is about
25% less than alternatives, by the 2011-
2012 winter heating season.

This uity offers a solid dividend
Yield of rouphly 4%. Nevertheless the
stock is trading within out Target Price
Range and tetal return potential for the
2010-2012 dme horizon is unattractive.
Bryan Fong June 15, 2007
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Missouri American Water Company

of the Capital Asset Pricing Model for
MIEC Witness Gorman's Eight Company Water Utility Comparable Group
and MIEC Witness Gorman's Nine Company Gas Utility Comparable Group

MIEC Witness Gorman's Eight MIEC Witness Gorman's

Line
Company Water Ulility Nine Company Gas Utility
No, Comparable Group Comparable Group
1. Traditional Capital Asset
Pricing Model (1) 10.0 % 103 %
2. Empirical Capital Asset
Pricing Model (1) 10.3 % 10.5 %
3. Conclusion 10.2 % 104 %

Notes: (1} From page 2 of this Schedule.
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Page 2of 4
Missourt American Water Company
Indicated Common Equily Cost Rate Through Use
of the Capital Asset Pricing Model
1 2 2
Lompany-Specific CAPM Result
Value Line Risk Premium Including
Adjusted Based on Market Risk-Free
Bela Premium of 5.8% (1) Rale of 5.3% (2)
Traditionat Capital Asset Pricing Model {3}
MIEC Wilness Gorman's Eight
Company Water Ulility Comparable
Group
American Stales Waler Co 080 4.6 99 %
Aqua Amerlca, Inc 090 5.2 05
California Water Service Group 090 5.2 0.5
Connecticu! Water Services, Inc 080 52 f05
Middlasex Water Company 0.85 49 10.2
8JW Corporaticn 070 4.1 9.4
Southwesl Water Company 080 52 10.5
York Waler Company 0.55 3.2 8.5
Average 0.81 4.7 % 10.0 %
MIEC Witness Goman's Nine
Company Gas Ulility Comparable
Group
AGL Resourees Inc. 0.95 55 % 108 %
Aimos Energy Corposalion 08d 46 99
KeySpan Corp 085 49 02
New Jersey Resaurces Corp 080 46 4.9
NICOR, Inc. 1.30 75 128
Morthwest Natural Gas Company 075 44 9.7
Piedmont Natural Gas Company, Inc 080 48 99
South Jersey Indusiries, Inc [e¥ 1] 41 94
WL Holdings, Ine 0.85 4.9 10.2
Average 0.87 5.0 % 10.3 %
Empirical Capital Asset Pricing Model (5)
MIEC Wilness Gorman's Eight
Company Waler Ulilily Comparable
Group
Arneriean States Water Co. 080 49 % 102 %
Agua Ameriea, Inc. 090 54 10.7
California Water Service Group 3.90 54 07
Connecticut Walter Services, Inc 0.90 54 10.7
Middiesex Water Company 085 51 104
SJW Corparation 070 4.5 58
Soulhwest Waler Company 0.90 54 107
York Water Company .56 3.8 8.1
Average 0.81 50 % 10.3 %
MIEG Witness Gorman's Nine
Company Gas Ulility Comparable
Group
AGL Resources Inc. 0.95 56 % 10.8 %
Aimos Energy Corporalicn 080 49 102
KeySpan Corp. 085 51 104
New Jersey Resources Corp. : 080 49 10.2
NICOR, Inc 130 71 12.4
Northwest Nalural Gas Company 075 47 100
Piedmant Natural Gas Company, inc 080 49 t02
South Jersey industries, Inc o7 45 98
WEGL Holdings, Inc 0.85 5.1 10.4
0.87 52 % 10.5 %

See page 3 for notes
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Missouri American Water Company
Development of the MarketRequired Rate of Return on Comman Equity Using
the Capital Asset Pricing Model for
the MIEC Witness Gorman's Eight Company Water Utility Comparable Groupand the
Nine Company Gas Utility Comparable Group
Adjusted to Reflect a Forecasted RiskFree Rate and Market Return

Notes:

(1 From the three previous month-end {Apr. '07 — June ‘06), as well as a recently available (June 28,
2007), Value Line Summary & Index, a forecasted 3-5 yeartota! annual market return of 8.8% 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 Ling average forecasted annual dividend

yield.

The 3-5 year average total market appreciation of 37% produces a four-year average annual
return of 8.19 % {{1.37 **) - 1). When the average annual forecasted dividend yield of 1.62% is added,
a total average market return of9.81%, rounded 1o 9.8% (1.62% + 8.19%).

The 3-month and spot forecasted total market return of 9.8% minus the risk-free rate of 5.3%
{developed in Note 2} is 4.5% (9.8% - 5.3%). The Ibbotson Associates calculated market premium of
7.1% for the period 1926-2006 results from a total market rdurn of 12 3% less the average income
return on long-term U.S. Government Securities of 5.2% (12 3% - 5.2% = 7.1%). This is then
averaged with the 4.5% Value Line market premium resulfing in a 5.8%, market premium. The 5.8%
market premium is then mulliplied by the beta n column 1 of page 2 of this Schedule.

2) Average forecast hased upen six quarterly estimates of 30-year Treasury Note yields per the
consensus of nearly 50 economists reported in the Blue Chip Financial Forecasts dated July 1, 2007
(see page 4 of this Schedule.) The estimates are detailed below:

30-Year
Treasury Note Yield

Third Quarter 2007 5.3%
Fourth Quarter 2007 53
First Quarter 2008 53
Second Quarter 2008 53
Third Quarter 2008 5.4
Fourth Quarter 2008 54

-]

Average

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

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

(4) Includes only those indicated common equity cost rates which are above 8.6%, i.e., 200 basis points
above the prospective yleld of 6.6% on A rated Moody's public utility bonds (page 1 of Schedule PMA-
27}

(5) The empirical CAPM is applied using the following formula:
Rs=Rg+.25(Ry -Rr ) +.758(Ru -Rr)

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

Source of Information:  Value Line Summary & Index

Blue Chip Financial Forecasts, July 1, 2007

Value Line Investment Survey, April 27, 2007, Standard Edition and Smail and Mid-Cap
Edition and June 15, 2007, Standard Edition
Stocks, Bonds, Bills and Inflation — Market Results for 1926-2006 - Valuation Edition 2007

Yearbook , .
Morningstar, Inc., Chicago, iL, 2007
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Consensus Forecasts Of U.S. Interest Rates And Key Assumptions'

------ History------ Consensus Forecasts-Quarterly Avg.

------- Average For Week Ending------ ---Average For Month---- Latest Q| 4Q 3Q 1Q 20 3Q 40

Interest Rates Jun 15 June8 fun| May25 May Apr. Mar. 20 2007*| 2007 2007 2008 2008 2008 2008
Federal Funds Rate 5.26 5.24 528 5.24 5.25 5.25 5.26 3525 52 s52 52 51 51 54
Prime Rate 8.25 8.25 825 8.25 8325 825 8.25 825 82 82 82 81 B1 81
LIBOR, 3-mo. 5.36 5.36 5.36 5.36 5.35 5.35 5.35 334 54 54 353 53 53 52
Commeycial Paper, I-mo. 526 522 5.24 523 522 523 5.23 523 53 83 52 52 52 A2
Treasury bill, 3-mo. 4.66 4.8 4.82 4.90 4.87 5.01 5.08 487 49 49 49 49 49 49
Treasury bill, 6-mo. 4.93 4.97 4.98 500 498 507 510 S00 50 S50 50 50 50 50
Treasury bill, 1 yr. 4,98 4.98 4.96 495 4.91 493 4.92 4.94 50 50 50 50 50 5.0
Treasury note, 2 yr. 5.06 4.99 492 4.84 477 4.67 4.57 482 50 5.1 51 506 51 5.1
Treasury note, 5 yr. 5.13 4.98 4.86 477 467 459 4.48 4.77 51 s1 51 51 51 54
Treasury note, 10 yr. 5.20 5.02 4.90 484 475 4.69 4.56 485 51 52 52 52 53 53
Treasury note, 30 yr. 5.29 512 5.02 4.99 49 4.87 472 439 53 53 53 53 54 54
Corporate Aaa bond 5.8% 5.67 5.58 5.55 5.47 547 5.30 537 59 60 61 61 61 62
Corporate Baa bond 6.79 6.62 6.51 6.47 6.39 6.39 6.27 6.50 68 69 70 70 71 711
State & Local bonds 4.64 4.54 4.4] 438 4.3] 4.26 4.15 4.39 47 47 48 48 48 4.8
Home mortgage rate 6.74 6.53 6.42 6.37 626  6.1%8 6.16 6.36 66 67 67 67 683 68
- History. Consensus Forecasts-Quarterly Avg.

3Q 4Q 1Q 20 3Q 4Q 1Q 20 I 40 1Q 20 4Q 30

Key Assumptions 2005 2005 2006 2006 2006 2006 2007  2007* (2007 2007 2008 2008 2008 2008
Major Currency Index 847 858 849 822 81.7 81.6 81.9 793 79.0 786 783 780 779 780
Real GDP 4.2 1.8 5.6 26 2.0 25 0.6 3! 26 27 29 29 29 30
GDP Price Index 33 33 33 33 1.9 1.7 4.0 3.4 23 22 24 22 22 21
Consurner Price Index 55 35 1.8 5.1 3.0 -2.0 38 3.2 26 21 25 25 24 22

"Individual panel members® forecasls are on pages 4 through 9. Historical data for interest rates except LIBOR is from Federn) Reserve Release {(FRSR) H 15 LIBOR quotes
available from The Wall Street Journal. Definitions reported here are same as those in FRSR H 15 Treasury yields are reported an a censtant maturity basis Historical data for the
US Federal Reserve Board's Major Currency Index is from FRSR H 10 and G 5 Historical data for Reat GDP and GDP Chained Price Index are from the Bureau of Economic
Analysis (BEA) Consuiner Price [ndex (CPI) history is from the Deparinent of Labor’s Burcau of Labor Statistics (BL.S) *inrerest rate datn for 20 2007 based on historical
data through the week ended June 15%. Date for 20 2007 Major Currency Index also is based on data throngh week ended June 15", Figures for 2 2007 Real GDP, GDP
Chained Price Index and Constnrer Price Index are cousensus forecasts based on a special question asked of the panel members this meonth.

U.S. Treasury Yield Curve
Week ended June 15, 2007 and Year Ago vs.
3Q 2007 and 4Q 2008 Consensus forecasts
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Missouri American Water Company
Description of R-Sguared Statistic from

Modern Portfolio Theory & The Capital Asset
Pricing Model ~ A User’s Guide

"We can also describe how much of the activity of the dependent
variable (here, our stock returns) was explained by the independent
variable {the market returns) __ that is, how well the line fits the data.
The measure that describes this association is called the coefficient of
determination, or R%. If all the stock-return variation were coincident
with market-return changes, the R° would be 1.00.  Smaller
explanatory power would result in a lower R?.

* x k k *

The heta calculated for an average stock has an R? of about .30.
Perhaps we should be pleased that the market ‘explains’ as much as
30 percent of the variance of a typical stock. By itself, this finding is
significant but not surprising. Nevertheless, at least 70 percent
remains to be explained, and that area is the province of security
analysts, The guestion, What else drives the price of individual
securities?”

Source of information: Diana R. Harrington, Modern Portfolic Theory & The Capital
Asset Pricing Model — A Users Guide, Prentice-Hall, Inc.,

1983, pp. 73-74.




Schedule PMA-29
Page 2 of 5

Missouri American Water Company
Value Line Adjusted Betas and Their Related R-Squareds for

MIEC Witness Gorman's Eight Company Water Utility Comparable Group and

Nine Company Gas Utility Comparable Group

MIEC Withess Gorman's Eight Value Line

Company Water Utility Comparable Adjusted

Group ____Beta R-Squared
American States Water Co. 0.80 0.1502
Agua America, Inc. 0.90 0.2529
California Water Service Group 0.90 0.2316
Connecticut Water Services 0.90 0.2421
Middlesex Water Company 0.85 0.1955
SJW Corporation 0.75 0.0940
Southwest Water Company 1.00 0.1895
York Water Company 0.50 0.0128
Average .83 0.1711
MIEC Witness Gorman's Nine

Company Gas Ulility Comparable

Group

AGL Resources 0.85 0.4099
Atmos Energy 0.80 0.3716
KeySpan Corp. 0.85 0.3860
New Jersey Resources 0.80 0.3358
NICOR 1.30 0.3961
Northwest Natural Gas 0.75 0.2581
Piedmont Natural Gas 0.80 0.3592
South Jersey Industries 0.70 0.2048
WGL Holdings, Inc. 0.85 0.3993
Average 0.87 0.3468

Source of Information: Value Line Inc,, Proprietary Database, June 15, 2007
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Chapter 6

In terms of measuring beta via regression, a high R-squared means that the movements of the
returns of the security are explained largely by the movements of the returns of the market. The
R-squared for securiry beras are usually quite low. Graphs 6-4 and 6-5 show a distribution
of R-squared statistics from Ibbotson Associates’ Besa Book. The first graph shows the distribution
of R-squared for the approximately 5,000 companies included in the publication. The second graph
shows the distribution of R-squared for the largest 100 companies, in terms of equity capitalization,
that are included in the book. i

Graph 8-4
R-Squared Distribution for Entire Population
Oclober 2000 through Seplember 2005

1000
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Range of R-Squared Values
Note that most betas have an R-squared less than 0.3. What can we infer from this data? There may
be other company- or industry-specific factors that drive security prices. While the CAPM includes
only one factor in determining expected returns, it does not disallow the existence of others.

112 SB8I Valuation Edition 2006 Yearbook
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Beta Estimation Methodologies

Table 6-7

Ordinary Least Squares Betas for the
NYSE Size Portfolics

1826-2005

. January 2001~-December 2005 1926-2005
Decile 1 084 0.90
Decile 2 079 1.02
Decile 3 0.97 1.08
Decile 4 089 1.11
Degile 5. . ) 086 1.13
Decile 6 0.89 116
Decite 7 080 1.20
Decile 8 096 1.24

Decile 9 104 1.31
): 0497 1.40

Byfooking at the same analysis over a number of 60-month periods, the relationship between the
betas’ of large and small companies becomes clearer. Graph 6-9 shows rolling 60-month betas for
selected NYSE deciles. The beta of each decile is calculated over the 60-month period January 1,
1926'-fhr0ugh December 31, 1930, then the calculation is carried forward for each consecutive
60-month period through Decemnber 31, 2005, While the portfolio containing the largest companies
has a very stable beta, the portfolic containing the smallest companies has periods where the beta is
high and periods where it is iow. Referring back 1o Table 6-7, the most recent 60-month period is one
in which small company betas are low. There does not appear to be the consistency in the beta meas-
ure of smaller companies as there is with larger companies.

Ibbotson Associates 119




