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DATA INFORMATION REQUEST
Missouri American Water Company

CASE NO. WR-2003-0500

Requested From: Ed Grubb
Date Requested: August 15, 2003
Information Requested:

ndependent of American Water and its other subsidi ies on & consolidated basis.

Please indicate whether Missouri-American Water Company's capital structure is §
| structure independent of American Water and its other subsidisries on a

Please explain the qualitics that make Missouri-American Water Company’s capital
consolidated basis.

Requested By: David Mursy, Financial Analyst, MoPSC Stafl’

Information Provided:

There are several factors that vequire Missouri-American Water Company QMAWC) to meet its own capital needs and 10 mainiain a capital structure independent of its
parent and other subsidiaries of American Water
First, MAWC’s capital structure, on a pro formn basis at November 30, 2003, consists of $290,035,000 long-term debt of which $185,000,300 or 63.7% are tax-exenpt
bonds issued directly by MAWC. In addition, that capital structure includes 52,680,000 in preferted stock directly issued by MAWC to the capital markets and
$221,714,180 in common cquity that includes $122,955,389 of retnined camings.

Second, MAWC's Tong-term debt is secured by ils own assets. That debt is not secured by or guaranteed by American Water or any of its subsidiaries. Moreover,
MAWC’s asseis do not sceure the debt of American Water, or any of its subsidiarics. While MAWC does join with other regulated subsidiaries of American Water
through American Water Capital Corp. to access debt capital markets and minimize transaction costs, such debt is issued by each participating subsidiary independent
of other participants in the larger debt issue. These Tower fssuance costs are reflected in MAWC's capital cost and passed on to jts customers during the rate setting
Process.

“Third, terms under which MAWC issucd long-term debt, limit its ability to linance new projects with additional debt if agreed-upon debt natios would he exceeded.
“Therefore, from time to time equity infusions are needed to maintain MAWC’s debt ratios at agreed-upon limits. These ratios vary among subsidiaries based upon their
indentures.

While commen equity capital has been provided to MAWC by American Water, $122,955,389 or 55 5% of the total common equity on a pro forma basis os of
November 30, 2003 on the books of MAWC consists of retained eamnings, supplied by MAWC’s customers/ratepayers and is not the result of any direct monetary
infusion from Amcrican Water.

Additionaily, infusions of common cquity historieally supplicd by American Water to balance MAWC’s cupital ratios and facilitate financings, are common equity
jssues made by MAWC without incurring the transaction costs associated with public issuance of common cquity. This lower cost of capital is being passed on to

MAWC’s customers.
Hyperlink: Date Response Provided:
Prepored By: J. Jenkins

Signed By:
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American Water Capital Corp.
Publication date: 01-Aug-2003
Credit Analyst:  Dimitri Nikas, New York (1) 212-438-7807

Corporate Credit Rating
A/Negative/A-1

Business profile.

Above average

Financial Policy.

Aggressive

Debt Maturities.

2003 $199 mil.

2004 $58 mil.

2005 $62 mil.

2006 $1.072 bil.

2007 $84.9 mil.

Bank Lines/Liquid Assets:

The company has a 364-day $500 mitlion credit facility maturing on July 31, 2003, which is used as
back-up for the company’s $500 million commercial paper program. As of March 31, 2003,
approximately $169 million were outstanding under the commercial paper program. Given this level
of liguidity, upcoming debt maturities should not pose a liquidity problem.

Qutstanding Rating(s)

American Water Capital Corp.

Sr unsecd debt

Local currency A-
CP

Local currenicy A-1

Corporate Credit Rating History

June 18, 2000 A-
Sept. 21, 2000 A-IA-2
July 15, 2003 A/A-1

Company Contact

g Major Rating Factors

Strengths.

¢ Regulatory environments are generally supportive of credit quality.

¢ Regulatory and operating diversity with operations in over 20 states.

e Attractive service territories with mostly residential and small commercial customers.
e Low operating risk water production and distribution operations.

¢ Strong competitive position due to high barriers to entry.
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Weaknesses:

* |nvolvement in nonregulated coniract 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 turn, 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'
reguiated water 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 fo reflect the material level of
parental support from RWE and 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 the two companies. While the operations of American Watér Works are core to the RWE
group, the stand-alone credit profile of American Water Works is weaker than that of the
consolidated credit profile of RWE. The outlook is negative, reflecting Standard & Poor's
presumption that the credit quality of AWCC wili 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 credit 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 latest water production standards promulgated by the EPA; and a strong
competitive position by virtue 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 more 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 a 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"' rating category.

American Water Works is the largest water utility holding company in the U.S. with 2.8 million
customers; it operates in 23 states. It is expected to contribute about 40% of RWE's water division
revenues and EBJTDA. About 80% of revenues and 75% of sales come from residentiai and
commercial customers, providing a stable customer base with predictable water-usage patterns.
The geographic diversity tempers the effect of adverse weather patiems on the company's cash
flow and cushions the company from unfavorable rate 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 reguiar rate
increases.

American Water Works' financial profile is retatively 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 needs will only be partly internally
funded with the balance funded through debt issuances in the capital markets or through
intercompany loans with RWE.
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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 level of liquidity,
upcoming debt maturities of $69 million in 2003, $41 million in 2004, and $59 miilion in 2005
should not pose a problem. Nevertheless, Standard & Poor's expects that RWE will continue {0
provide support in the form of equity infusions and intercompany loans, afleviating any liquidity
constraints.

= Outlook

The negative outlook on. AWCC reflects the outlook on its ultimate parent RWE and the likelihcod
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 headroom availabie 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 rating.

= Business Description

AWCC is the financing subsidiary of American Water Works, the largest U.S waler company with
regulated utility operations serving about 2.9 miilion customers in 23 states. American Water
Works was purchased by RWE AG in January 2003 for $4.6 biltion. American Water Works is
expected to contribute about 40% of RWE's water division revenues and EBITDA.

2 Rating Methodology

In determining the ratings of 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 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 resuft 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 Works reflects the consolidated credit profiles of its
operating subsidiaries.

The outlook on AWGCC 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 pericdically, to ensure that the ratings accurately reflect
Standard & Poor's assessment of the level of support from RWE to American Water Works.

Z Business Profile

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

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

+ Intermim-period recovery of interest and depreciation expense for major construction
projects until new rates reflect the cost of the project;

s 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 complexity of rate
proceedings, and spreads fixed costs over a larger customer base.

During 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 largely residential (approximately 58% of revenues, 51% 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 water companies to meet increasingly stringent water
quality standards, affords numerous opportunities for consolidation. American Water Works has
been aggressively acquiring private and municipal water systems, leading to an above average
customer growth rate.

Standard & Poor's views the regulated water operations as having low operating risk, thereby
providing support to credit quality. Furthermore, the American Water Works' regulated utility
subsidiaries are fully compliant with all material federal and iocal standards for water production,
mitigating any concems of noncompliance. Approximately 40% of the company's capital spending
budget is targeted toward updating 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 earning
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 less
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
industry because a new entrant must have not only the capital to compete against a company as
large as American Water Works, but also must be able to demonstrate a good historical track
record

& Financial 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.

E Financial Policy: Aggressive

4 of 5 10/31/2003 11:13 AM
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Profitability/cash flow protection.

American Water Works' cash flow protection measures weakened substantial by year-end
2002, as debt leverage increased substantially and the company postponed filing for necessary
rate increases. As a result, FFO 1o interest coverage reduced to less than 2.5x, while FFO fo
total debt reduced to less than 10%. Furthermore, internally generated cash funded only about
50% of total capital spending needs. Subsequent to the acquisition by RWE, American Water
Works' cash flow protection measures are expected to improve marginally, in part reflecting the
implementation of needed rate increases and organic growth. Nevertheless, 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 expected 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 incrementaf use of debt to
fund acquisitions and, at year-end 2002, debt leverage was almost 89%. However, subsequent
to 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
result of the transaction, the absolute level of debt increased further, continuing to place
prassure 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' shori-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 expenditures may not be delayed or postponed.

Copyright © 1984-2003 Standard & Poor's, a division of The McGraw-HIllE
Companies All Rights Reserved. Privacy Policy
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American States Water Co.
Long-Term Dabt
Minority Interest
Preferred Stock
Common Equity
Total Capital

Artesian Resources Corp,
Long-Term Debt

Minority Interest
Preferred Stack
Commaon Equity

Total Capital

California Water Service Group

Long-Term Debt
Minority Interest
Preferred Stock
Common Equity
Total Capital

Middlesex Water Company
Long-Term Debt

Minority Interest
Preferred Stock
Common Equity

Total Capital

Philadalphia Suburban Corp.
Long-Term Debt
Minority Interest
Preferred Stock
Common Equity
Total Capital

Southwest Water Comparny
Long-Term Debt
Minority Interest
Preferred Stock
Common Equity
Total Capital

York Water Company

Long-Term Debt

Minority Inferest

Preferred Stock

Common Equity
Total Capltal

Proxy Group of Seven

C. A. Turner Water Companies

Long-Term Debt
Minority Interest
Preferred Stock
Commaon Equity
Total Capital

Source of Information: Standard & Poor's Compustat Services. Inc.. PC Plus Researsh Insight Data Base

Missouri-American Water Company
Capifal Structure Based upon Total Permanent Capital for

the Proxy Group of Seven C A. Turner Water Companies

for the Years 1998 through 2002

2002 2001
5860 % 6101 %
000 0.00
0.00 0.36
40.40 38.63
100.00 % 100,00 %
5562 % 5933 %
000 000
017 0867
44.21 40.00
100.00 % 100.00 %
£6.36 % 50.97 %
000 000
077 085
43.87 48.18
100.00 % 100.00 %
5224 % 5368 %
0.00 0.00
241 247
4535 43.85
100.00 % 100.00 %
5558 % 5287 %
004 008
002 0.11
44.36 46,94
100.00 % 100.00 %
5707 % 5597 %
039 ooo
035 041
42,18 43.62
100.00 % 100.00 %
46.76 % 471.70 %
0.00 a00
0.00 000
53.24 52.30
100.00 % 100.00 %
54.61 % 5450 %
0.06 001
053 070
44.80 44.79
100.00 % 100.00 %

100.00 %

50.25 %
0.00
000

49.75

100.00 %

52.00 %
0604
079

47.17

100.00 %

Schedule PMA-14

5 YEAR
1988 1998 AVERAGE
51.04 % 4364 % 52.59
0.00 000 0.00
0.60 072 0.44
48,38 5564 46.97
100.00 % 100.00 % 100.00
5205 % 52.94 % 56 18
o oo 000 0.00
1.13 144 0.84
46.32 45.62 4298
100.00 % 100.00 % 100.00
4685 % 44.58 % 4324
000 0.00 000
1.02 112 0.93
52.13 54.30 49,83
100.00 % 100.00 % 100.00
52.54 % 52 13 % 52.60
000 000 000
259 333 268
44.87 44.54 44.72
100.00 % 100.00 % 100.00
5359 % 5296 % 5357
0.33 000 0.15
022 064 024
45.86 46.40 46.04
100.00 % 100.00 % 100,00
46.72 % 49.95 % 5223
0.00 0.00 008
0.68 074 0.54
52.60 4931 47.15
100.00 % 100.00 % 100.00
5155 % 51.30 % 4951
0.00 000 000
0.00 0.00 000
48.45 48.70 50.49
100.00 % 100.00 % 100,00 %
50.62 % 49.64 % 5227
0.05 0.00 003
089 114 081
48.44 4922 46.88
100,00 % 1400.00 % 100.00

%




Missouri-American Water Company
Historical & Projected Growth Rates for

Mr. Murray's Four Comparable Water Utility Companies
Corrected to Exclude Negative Growth Rates and S&P's Forecasted Growth in EPS

Schedule PMA-15

Page 1 of 3

1 2 3 4 5}
Historical Projected 5- Projected 3-5 Average
Growth Rate Year Growth Year EPS Average Historical &
(DPS, EPS, & WB/EIS Growth {Value Projected Projected
Company Name BVPS) (1) (median) {1} Line) {1) Growth (3) Growth
American States Water Company 3.03% 300% 6 00% 4.50% 377%
California Water Services Group 124% (2) 3.00% 9.00% 6.00% 362%
Middlesex Water Company 281% 7.00% 7 00% 7.00% 491%
Philadelphia Suburban Corporation 7.68% 10.00% 10.00% 10.00% 8.84%
Average 3.69% 5.75% 8.00% 6.88% 5.29%
Range of
Growth Rate 479% -579%
Notes: (1) From Mr Murray's Schedule 15

(2) From Mr Murray's Schedule 14-3, average of 10-Year Average DPS,

DPS & BVPS growth rate and 5-Year Average DPS, EPS & BVPS growth
rate {excluding hegative EPS growth rate of 7.34% for 1997-2002 from

Schedule 14-2).
(3)

Does not include Projected 5-Year EPS Growth (S&P) from Mr. Murray's

Schedule 15 because the source of S&P's growth rates is IfB/E/S, as
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STOCK SPLITS & DIVIDENDS are indicated by superior numbers after the fiscal column. Detalls appear in footnotes which
carry numerical symbols corresponding to those in the column. Adjustments to earnings, book value, and cash flow have been

made for all stock splits and stock dividends.
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Missouri-American Water Company
Discounted Gash Flow (DCF) Cost-of-Common-Equity Estimates

for Mr. Murray's Four Comparable Water Utility Companies
Corrected to Reflect the Proper Calculation of Growth Rate

Schedule PMA-16

1 2 3
Projected Average Caost of
Dividend Growth Common
Company Name Yield (1) Rate (2) Equity (3)
American States Waler Company 3.51% 3.77% 7.28%
California Water Services Group 4.23% 3.62% 7.85%
Middlesex Water Company 3.83% 4.91% 8.74%
Philadelphia Suburban Corporation 2.58% 8.84% 11.42%
Average 3.54% 5.29% 8.82%
Proposed
Dividend Yield 3.54%
Range
of Growth 4.79% -~ 5.79%

Estimated Cost
of Common Equity

Adjustment to
Reflect a BBB
Bond Rating (4)

Adjusted Estimated Cost
of Common Equity

Midpoint
Notes:

(2) From Schedule PMA-15.
(3) Column 1 + Column 2.

{4) From page 33 of Mr. Murray's

direct testimony.

8.33% - 9.33%

0.33

8.66% - 9.66%

8.16%

(1) From Mr. Murray's Schedule 17.
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Missouri-American \Water Company
Capital Asset Pricing Model (CAPM) Cost-Of-Common-Equily Estimates

for Mr. Murray's Four Comparable Water Utility Companies Corrected
to Reflect a Prospective Risk-Free Rate and

the Appropriate Historical Equity Risk Premium

1 2 3 4 ]
Market Risk Beta Adjusted Cost of

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

Company Name Rate (1) Beta (2) 2002} (3) Premium (4) Equity (5)
American States Water Company 560% 060 7 00% 4.20% 9.80%
California Water Services Group 560% 060 7.00% 4.20% 9.80%
Middlesex Water Company 560% 0.55 7.00% 3.85% 9.45%
Philadelphia Suburban Corporation 5.60% 0.70 7.00% 4.90% 10.50%
Average 5.60% 0.61 7.00% 4.29% 9.89%

Notes: (1) Average forecast based upon six quarterly estimates of long-term
Treasury bonds per the consensus of nearly 50 economists reported in
Blue Chip Financial Forecasts dated October 1, 2003 (see page 2 of this
Schedule). The estimates are detalled below.

Fourth Quarter 2003 53 %
First Quarter 2004 54
Second Quarter 2004 55
Third Quarter 2004 56
Fourth Quarter 2004 58
First Quarter 2005 59
Average 56%

(2) From Mr. Murray's Schedule 18

(3) Market equity risk premium is the difference between the total market
return from 1926-2002 of 12 2% and the 1826-2002 income return on
long-term government bonds of &5 2% {7 .0% = 12.2% - 5.2%) from
Stocks, Bonds, Bills and Inflation - 2003 Yearbook Valuation Edition,
Ibbotson Associates, Inc., Chicago, I, 2003. {tis appropriate fo use the
income return on long-term government bonds to derive an equity risk
premium "because it truly represents the truly riskless portion of the
return " (p 70 of Stocks, Bonds, Bills and Inflation - Valuation Edition
2003 Yearbook, Ibbotson Associates, Inc,, Chicago, II, 2003

{(4) Column2* Column 3.

) Column 1+ Column 4




Schedule PMA-17
Page 2 of 2

[2® BLUE CHIP FINANCIAL FORECASTS  OCTOBER 1, 2003 _|

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

History Consensus Forecasts-Quarterly Avg.

------- Average For Week Ending----~ ----Average For Month---- Laest Q* 4Q 1Q 22 3Q 4Q I1Q

Interest Rates Sep. 19 Sep. 12 Sep. 5 Aug. 29 August July June 302003 | 2003 2004 2004 2004 2004 2005
Federal Funds Rate 102 096 101 100 1.03 10l 122 101 0 16 L2 L5 L8 23
Prime Rate 400 400 400 400 400 400 422 408 40 40 42 45 48 83
LIBOR, 3-mo [ 14 114 1 t4 114 114 111 {10 113 .2 1.2 14 L7Tont 23
Commercial Paper, i-mo. 102 101 104 102 103 101 1 06 102 4 L1 L3 L6 20 24
Treasury bill, 3-mo. 0.95 096 097 100 097 092 0.94 095 10 L@ L2 15 LY 23
Treasury bill, 6-mo. 1.02 103 105 106 1.05 097 0.94 102 11 12 14 L7 21 25
Treasury bill, 1 yr 1.21 122 133 135 13t 12 1.01 123 1.3 14 Ls 20 23 27
Tieasury note, 2 yr. 1 65 [ 69 192 1.98 186 147 123 169 1.8 .9 24 25 28 3l
Treasury note, 5 yr 310 323 351 3149 337 2.87 227 3147 33 34 36 38 446 43
Treasury note, 10 yr. 423 434 452 449 445 398 333 426 44 45 47 48 58 52
Treasury Long-Term Avg 522 530 541 537 5.41 500 445 524 53 54 55 56 58 59
Corporate Aaa bond 5.72 578 590 587 5.88 549 497 372 59 60 61 63 64 6.6
Corporate Baa bond 6.77 686 696 697 7.01 662 6.19 683 70 71 72 13 14716
State & Locat bonds 4 84 4 94 507 507 510 4 74 433 493 50 51 5t 53 53 54
Home mortgage rate 6.01 6.16 644 632 626 5.63 523 603 62 63 64 65 67 09
History Consensus Forecasts-Quarterly Avg,

4Q 1Q 2Q 3Q 4Q IQ 2Q 3o* 4Q 1Q 2Q 3Q 4Q 1Q

Key Assumptions 2000 2002 2002 2002 2002 2003 2003 2003 | 2003 2004 2004 2004 2004 2003
Major Currency Index 1053 1082 1044 1000 1000 951 90 8 907 90.0 898 899 899 903 905
Real GDP 27 50 13 4.0 14 14 33 49 40 38 38 38 36 306
GDP Price Index -0.5 13 12 1o L6 24 10 13 14 16 L6 L7 18 L9
Consumer Price Index -0.7 14 34 22 20 38 07 20 1.7 1.8 19 21 2.0 23

'fndividual panel members” forecasts are on pages 4 through ¢ Historical data for interest rates except LIBOR is from Feders! Reserve Release (FRSR) H.15 LIBOR quotes avail-
able from The Wall Street Journal Definitions reported here are same as those in FRSR H 15, Treasury yields are reported on i constant maturity basis. Historical data for the U 8
Federal Reserve Board's Major Currency Index is from FRSR H 10and G 5 Historical data for Real GOP and GDP Chained Price Index are from the Bureau of Economic Analysis
(BEA) Consumer Price Index (CP!) history is from the Department of Labor’s Bureau of Labor Stistics {BLS) “Tuterest rate dua for 3Q 2003 hased on Ristorical dasa through
the week ended September 19.. Data for 3Q 2003 Majar Currency Indey also is based on data theough week ended September 19. Figures shawn for 3Q 2003 Real Goe, Gbp
Chained Price Index and Consumer Price Index are consensns forecusts based on a speciol question survey this monils of the panel members.

U.S, Treasury Yield Curve U.S. 3-Mo. T-Bills & 10-Yr. T-Note Yield
Week ended Seplember 19, 2003 and Year Ago vs Quarterly A Hist
4Q 2003 and 1Q 2005 Consensus forecasls N (Quortarly Avarga) History Fotecast
T s 1% 3t
1 aar Ago [ T s
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Schedule PMA-18

Missouri-American Water Company
Capital Asset Pricing Mode! (CAPM) Cost-Of-Common-Equily Estimates

for Mr Murray’s Four Comparable Water Ulility Companies Corected
to Reflect a Prospective Risk-Free Rate and

the Average Historical and Forecasted Market Equily Risk Premium

1 2 3 4 §
Tradilional Capital Asset Pricing Madel
Beta Adjusted Cost of
Risk-Free Company's Market Risk Market Risk Common
Company Name Rate (1) Bela (2) Premium (3) Premium (4) Equity (5)
American States Water Company 5 60% 060 7 90% 474% 10 34%
California Waler Services Group 560% 080 7 90% 4.74% 10 34%
Middlesex Waler Company 5 60% 055 7 90% 435% 9 85%
Philadelphia Suburban Corporation 5.60% 0.70 7.90% 5.53% 11.13%
Average 5.60% 0.61 7.80% 4.84% 10.44%
Empirical Capilal Asset Pricing Model
Bela Adjusted Cost of
Risk-Free Company's Market Risk Marke! Risk Common
Company Name Rate (1) Beta (2) Premium (3) Premium (6} Equity {5)
American States Waler Company 5 60% 060 7 90% 5583% 11 13%
California Water Services Group 5.60% a &0 7 90% 553% 11 13%
Middlesex Water Company 560% 055 7 80% 523% 10 83%
Fhiladelphia Suburban Corporation 5.60% 0.70 7.80% 8.12% 11.72%
Average 5.60% 0.61 7.90% 5.60% __ 11.20%

Average of Traditional and Emplrical CAPM

Nates: {1) Average forecast based upon six quarterly estimates of long-term
Treasury bands per the consensus of neatly 50 ecanomists reporied in
Blue Chip Financial Forecasts daled October 1, 2003 (see page 2 of
{his Schedule) The eslimales are detailed below

Fourth Quarter 2003 53 %
First Quarter 2004 54
Second Quarter 2004 55
Third Quarter 2004 56
Fourth Quarter 2004 58
First Quarter 2005 58

Average 56 %
o

{2) From Mr Muray'’s Schedule 18

(3} Market equity risk premium is the average of lhe historical (1926-2002)
market equily risk premium from Ibbotson Associates (see Schedule
PMA-17) and the forecasted equity risk premium calculated according
to the methodology described in note 1 an page 3 of Schedule PMA-10
using the mos! current Value Line 3-5 year average total marke!
appreciation of 60%, which translales inta an average annual return of
12 47 plus the average dividend yield of 1 87%, yielding a 14 44%.
rounded lo 14.4%, forecasted fotal market return. A 14 4% total
market relurn minus the projecled risk-free rale of § 6% (see Schedule
PMA-17) yields a forecasted equily risk premium of 8,8%, which when
averaged with the historical equity risk premium of 7 0% from note 3 on
page 1 of Schedule PMA-17. yields a 7 9% equily risk premium

(4) Column 2 *Calumn 3.

(5} Column 1+ Column 4.

(6) The empirical CAFM is applied using the formula found in note 4 on
page 3 of Schedule PMA-10

10.82%
R




Schedule PMA-19
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Schedule PMA-20
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Schedule PMA-21

Missouri-American Water Company
Capital Asset Pricing Model (CAPM) Cost-Of-Common-Equity Estimates
for Mr. Burdeti's Five Comparable Water Utility Companies Corrected
to Reflect a Prospective Risk-Free Rate and

the Appropriate Historical Equity Risk Premium

1 2 3 4 §
Market Risk Beta Adjusted Cost of

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

Company Name Rate (1) Beta (2) 2002) (3) Premium (4) Equity (5)
American States Water Company 560% 0.60 820% 492% 1052%
Caiifornia Water Services Group 5.60% 060 8 20% 492% 1052%
Middlesex Water Company 5.60% 055 8.20% 451% 10.11%
Philadelphia Suburban Corporation 5.60% 0.70 820% 574% 11.34%
Southwest Water Company 5.60% 0.65 8.20% 5.33% 10.93%
Average 5.60% 0.62 8.20% 5.08% 10.68%

Notes: (1) Average forecast based upon six quarterly estimates of long-term
Treasury bonds per the consensus of nearly 50 economists reported in
Blue Chip Financial Forecasts dated October 1, 2003 (see page 2 of
Schedule PMA-17). The estimates are detailed below.

Fourth Quarter 2003 83 %
First Quarter 2004 54
Second Quarter 2004 55
Third Quarter 2004 56
Fourth Quarter 2004 58
First Quarter 2005 59
Average 56 %

{2) From Schedule MB-9.

(3) Market equity risk premium is the average of the difference belween the
total market return from 1926-2002 of 12 2% and the 1926-2002 income
return on long-term govermment bonds of 5.2% (7 0% = 12.2% - 5.2%)
from Stocks, Bonds, Bills and Inflation - 2003 Yearbook Valuation Edition,
Ibbotsen Associates, Inc., Chicago, IL, 2003 and the average retum on
large and small company stocks of 14 55% (from lines 12-13 on page 12
of Mr. Burdette's direct testimony)} and §.2% (9.35% = 14.55% - 5.2%)
The 7.0% and 9.35% market equity risk premia average B 2% (8 2% =
(7 0% +9.35%)/2) Itis appropriate to use the income retum on long-
term government bonds to derive an equity risk premium "because it truly
represents the truly riskless portion of the return.” {p. 70 of Stacks,
Bonds, Bills and Inflation - Valuation Edition 2003 Yearbook, bbotson
Associates, Inc., Chicago, Il, 2003

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




Scheﬁule PMA-22

Missouri-American Water Company
Capital Assel Pricing Model {CAPM} Cost-OF-Common-Equity Eslimates

for Mr Burdett's Five Comparable Water Wiility Companies Cotrecled
to Reflect a Prospective Risk-Free Rate and

the Averane Hisloricat apd Forecasted Markel Equily Risk Premium

1 2 3 4 8
Traditional Capilal Asset Pricing Model
Beta Adjusted Cost of

Risk-Free Company's Market Risk Mariet Risk Common

Company Name Rate (1) Beta (2) Premium (3) Premium {4) Equity (5)
American States Waler Company 580% 060 B8 50% 5.10% 10 70%
California Water Services Group 5 60% 060 8.50% 5.10% 10.70%
Middiesex Water Company 560% 0.55 8.50% 4.68% 1028%
Philadelphia Suburban Corparation 560% 070 B.50% 5.95% 11 55%
Southwest Water Company 5.60% 0.65 8.50% 5.53% 11.13%
Average 5.60% Q_i?__‘ 8.50% 5;_2_1:/23 10.87%

Empirical Capital Assel Pricing Mode)
Beta Adjusted Cost of

Rislk-Free Company's Market Risk Market Risk Common

Company Name Rate (1) Beta (2) Premium (3} Premium (6) Equity (5}
American Sléles Water Company 5.60% 0.60 8.50% 5 95% 1155%
California Water Services Group 5.60% 0.60 8 50% 595% 1155%
Middlesex Water Company §5.60% 055 8 50% 5 63% 1123%
Philadelphia Suburban Carporation 560% 070 8 50% 655% 12 18%
Southwest Water Company 5.60% 0.65 8.50% 8.27% 11.87%
Average 5.60% 0.62 ;B__aﬁgzg 6.08% 11.68%

Average of Traditional and Empirical CAPM

Notes: (1) Averape forecast based upon six quarterly estimates of long-term
Treasury bonds per the consensus of nearly 50 economists reported
in Blue Chip Financial Forecasls dated October 1, 2003 (see page 2
of Schedule PMA-17)  The estimates are detailed below

Fourth Quarter 2003 53 %
First Quarter 2004 54
Second Quarter 2004 55
Third Quarier 2004 56
Fourlh Quarter 2004 58
First Quarter 2005 59
Average 56 %

{2) From Schedule MB-8

{3} Market equity risk premjum is the average of the historical (1926-
2002) market equity risk premia derived in note 3 of Schedule PMA-21
and the forecasted equity risk premium calculated according to the
methodology described in note 1 on page 3 of Schedule PMA-10 using
the most current Value Line 3-5 year average totat market
apprecialion of 60%, which translates inta an average annual return of
12 47 plus the average dividend yield of 1.97%, yielding a 14 44%.
rounded to 14.4%. forecasted tatal markel return A 14 4% tolal
market return minus the projected risk-free rate of 5.6% (see Schedule
PMA-17) yields a forecasted equily risk premium of 8.8%, which when
averaged with the historical equity risk premium of 8.2% from page 28,
fine 11 of the accompanying rebutfal testimony. yields a 8.5% equity
tisk premium.

(4) Column 2 * Coiumn 3.

(5) Column 1 + Column 4.

{6) The empirical CAPM is applied using the formula found in nole 4 on
page 3 of Schedule PMA-10

11.28%




