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I. INTRODUCTION
Please stalte your name, occupation and business address.
My name is Pauline M. Ahern and | am a Principal of AUS Consultants. My
business address is 155 Gaither Drive, Suite A, Mount Laurel, New Jersey
08054.
Are you the same Pauline M. Ahern who previously submitted direct and
rebuttal testimonies in this proceeding?
Yes, | am.
What is the purpose of this testimony?
The purpose of this testimony is to respond to the rebuttal testimony of David
Murray, witness for the Missouri Public Service Commission Staff (the Staff).
I will respond his criticisms of my recommended common equity cost rate.
Have you prepared schedules in support of your surrebuttal testimony?
Yes, | have. They have béen marked for identification as Schedules PMA-24
and PMA-25.
il. SUMMARY

Please briefly summarize your testimony.
This testimony focuses upon Mr. Murray's misplaced criticisms of my
recommended common equity cost rate.

With regard to common equity cost rate, | will first clarify Mr.
Murray’s misstatement as to how | developed my recommended common

equity cost rate. In addition, | will reiterate evidence from my direct testimony
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which supports the difference in the results of the application of the
Discounted Cash Flow Model (DCF), Risk Premium Model (RPM), Capital
Asset Pricing Model (CAPM) and Comparable Earnings Model (CEM). | will
also demonstrate why Mr. Murray’s use of third party analyses to support his
recommended overall rate of return and common equity is unfounded. | will
show that his criticisms of my methodologies, specifically: 1) the use of
multiple cost of common equity cost rate models; 2) the use of forecasted
yields in the RPM and CAPM; 3) the use of the arithmetic mean equity risk
premium in the RPM and CAPM; 4) the use of the income return on long-
term U.S. Treasury securities in the CAPM; 5) the use of the Empirical CAPM
(ECAPM); and 6) the use of the CEM, are misplaced. Consequently, Mr.
Murray’s common equity cost rate recommendation is contrary to regulatory
consensus and common sense. The cost rate for common equity capital is
not, and should not be, the result of a mechanical application of essentially
one cost of equity model.

lll. RESPONSE TO STAFF WITNESS DAVID MURRAY’S COMMENTS

On page 11, lines 18 through 22, of his rebuttal testimony Mr. Murray claims
that you “calculated a simple average of the cost of equity estimation
methodologies” for both your water and natural gas utility proxy groups.
Please comment.

Mr. Murray is incorrect. In arriving at an indicated common equity cost rate

for each proxy group, | not only evaluated the “simple average” or mean, but
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also the midpoint of the ranges of common equity cost rates as well as the
median of the common equity cost rates developed by each methodology.

On page 12, lines 2 through 8, of his rebuttal testimony, Mr. Murray makes
the assertion that the difference in your indicated costs of common equity for
the water utility proxy group relative to the natural gas utility proxy group is
due to “inappropriate inputs . . . rather than actual cost of [common] equity
differences in the capital markets.” Please comment.

First, the inputs for each model were identical for each group so any bias in
the results due to “inappropriate inputs” perceived by Mr. Murray affects the
results of the application of the cost of common equity models to both proxy
groups. The only difference was that | did not rely upon the CEM results of
21.00% for the natural gas utilities for reasons explained at page 65, lines 6
through 10 of my direct testimony, namely that 21.00% is an outlier when
compared with the CEM results for the water utility proxy group and the
results of the application of the DCF, the RPM and the CAPM.

Nevertheless, there is ample evidence in my direct testimony as to
why the capital markets may require a higher cost of common equity for
water utilities than for natural gas utilites. Water companies are
approximately four times as capital intensive as natural gas distribution
companies. At discussed on page 8 , line 34 through page 9, line 2 of my
direct testimony, it took $3.44 of net utility plant on average for the water

industry to produce $1.00 in operating revenues in 2008 or roughly four times
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the $0.89 of net utility plant per $1.00 in operating revenues for the natural
gas distribution industry. In addition, as discussed on page 11, lines 24
through 27 of my direct testimony, depreciation rates for the water utility
industry as a whole of 2.5% in 2008 are approximately 63% those of the
natural gas distribution industry as a whole of 4.0%. Consequently, the
greater capital intensity and lower depreciation rates of water utilities
presents significant challenges in obtaining needed capital to finance the
replacement of aging infrastructure and to meet the demands of customer
growth. The lower depreciation rates, as one of the principal sources of
internal cash flows for ali utilities, mean that water utility depreciation as a
source of internally generated cash is far less than for the other utility
industries. In view of the foregoing, water utilities face greater risk than do
the energy utilities due to inflation which results in a higher replacement cost
per dollar of net plant than for other types of utilities.

Also, the smaller size of water utilities, as represented by my water
utility proxy group, relative to that of gas utilities, as represented by my
natural gas distribution utility proxy group, indicates greater risk for water
utilities, because, as discussed in detail in both my direct testimony at pages
14 through 18 and again in my rebuttal testimony at pages 27 through 28, all
else equal, size has a bearing on risk and must be reflected in a
recommended commeon equity cost rate. As shown in Table 3 on page 16 of

my direct testimony the proxy group of gas distribution companies, at $1.464
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billion in market capitalization, is nearly twice as large on average as the
proxy group of water companies at $769.035 million.

The proxy group of water utilities also exhibits greater average
systematic, i.e. market or non-diversifiable, risk than the proxy group of gas
distribution companies as demonstrated by the water utility average / median
beta of 0.78 / 0.80 compared with the average / median beta of the gas
distribution proxy group of 0.66 / 0.65. Furthermore, as shown on Schedule
PMA-11, page 2, the average Moody’s bond rating of the water utility proxy
group is A2 while that of the gas utility proxy group is A3 and the average
Standard & Poor’s (S&P) bond rating is A+ for the water group and A for the
gas distribution group, indicating slightly greater bond default risk. In
addition, while both groups share an average “Excellent’ business risk profile
as assigned by S&P, the water group’s financial risk profile is “Intermediate”,
while that of the gas utility group is on average “Significant”.

These factors all provide support for “actual cost of [common] equity
differences in the capital markets and the differences in the indicated
common equity cost rates resulting from my applications of the DCF, RPM,
CAPM and CEM are not “a function of inappropriate inputs.”

On page 13, line 15 through page 17, line 5, of his direct testimony, Mr.
Murray discusses your DCF application. Please comment.
Mr. Murray’s discussion is based upon a criticism of the use of analysts’

earnings per share (EPS) long-term growth forecasts which | utilized in my
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DCF application. He reiterates the concerns discussed in his direct testimony

relative to the sustainability of such growth rates by comparing them with

average growth in the U. S. economy as measured by projected GDP
growth. My rebuttal testimony already addressed the fact that U.S. GDP
growth is an average of the growth of the U.S. economy as a whole, with
some sectors / industries growing at a faster pace and some at a slower
pace as discussed on page 12, line 12 through page 13, line 11 and
demonstrated on Schedule PMA-15.

Also, as noted in my rebuttai testimony, at page 11, line 17 through
page12, line 10, Staff did not voice such concerns about analysts’ projected
EPS growth rates in previous MAWC rate cases, when prdjected growth in
GDP was also lower than the then current analysts’ EPS growth rate
projections.

Finally, Mr. Murray’s rebuttal testimony is silent about the support
provided in my direct testimony that earnings expectations based upon
analysts’ earnings growth forecasts have a significant influence on market
prices and, therefore, appreciation of the “growth” experienced by investors.
The accuracy or sustainability of such forecasts of EPS growth is irrelevant
after the fact. What is relevant is that they reflect widely held expectations
and are influential and consistent with current stock price levels. It is investor
expectations which are being reflected in market prices. As Morin notes’ “it

is the consensus forecast that is embedded in price and therefore in required
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return, and not the future as it will turn out to be.” In addition, my direct
testimony on pages 38 through 41 presents academic / empirical support for
the superiority of analysts’ EPS growth forecasts.
On page 16, lines 3 through 21, of his direct testimony, Mr. Murray discusses
research reports he reviewed relative to “long-term expected sustainable
growth rates for investments in regulated water utility companies.” Please
comment.
Given that the superiority of analysts’ EPS long-term growth forecasts for use
in a DCF analysis has been demonstrated academicaily and empirically as
discussed abo&e and my direct testimony relative to their influence on
investors' pricing decisions, it is both interesting and relevant that the
Macquarie Research (Macguarie) report provided in response to Staff Data
Request No. 107-R97 and provided as Attachment B contradicts Mr.
Murray's rebuttal testimony in distinct ways.

First, on Attachment B-1, Macquarie states that it “believe[s] that an
8-10% EPS CAGR [compound annual growth rate] is achievable longer
term.”  Specifically, for American Water Works, Macquarie notes on
Attachment B-14 that it expects a 14% EPS CAGR through 2012 and fong-
term EPR growth at 7-10%.

Second, stated on Attachment B-6 relative to the consolidation in the
water utility industry which Mr. Murray “believes” is a “reason for near-term

higher expected growth rates in both EPS and DPS for water utilities”, as he

Roger A. Morin, New Regulatory Finance f{Public Utilities Reports, Inc., 2006) 298.
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states on page 14, lines 13 — 17, Macquarie “warn[s] that historically large
acquisitions proved detrimental to earnings growth and realized ROEs of US
water utilities” due in large part to regulatory lag and the “serious drag” it
places on earnings.

Third, the November 24, 2008 Society Generale equity research
report provided in response to Staff Data Request No. 107-R104 provided by
Mr. Murray as Attachment D-1, while providing a 7.5% cost of common
equity estimate (without any discussion of the underlying assumptions or
description of how it was derived) nevertheless, states on Attachment D-19,
that after 2009, “we expect [dividend] payout to stabilize at around 70%,

which should make possible a 12% increase in dividend p. a.” (emphasis

added)

In view of all the foregoing, Mr. Murray’s criticism of the use of
analysts’ EPS long-term growth forecasts in a DCF analysis is unfounded,
unsupported and should be disregarded.

At page 17, line 19 through page 19, line 17 of his rebuttai testimony Mr.
Murray discusses MAWC's response to Staff Data Request No. 109. Please
comment.

MAWC's response to Staff Data Request Nos. 109-R1 and 109-R2 were
confidential valuation studies conducted by Duff & Phelps, LLC (D&P) as of
November 30, 2008 and November 30, 2009. It is inappropriate to rely upon

D&P’s conclusions to test the reasonableness of either Mr. Murray’s or my
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recommended return rates on common equity for three reasons.
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2 MSCI BARRA provides products and services supporting client's investment processes.

www,mscibarra.com.
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** Regarding fundamental

betas, Morin® states:

The fundamental beta of a security is the weighted average
of its relative response coefficients, each weighted by the
proportion of total variance in market returns due to that
specific event. To compute fundamental beta, it is
necessary to consider the sources of economic events, to
project the reaction of the security to such moves, and to
assign probabilities to the likelihood of each possible type of
economic event.

To forecast fundamental betas, Rosenberg uses a multiple
regression equation similar to Equation 3-12, but with
considerably more variables. A vast array of variables on
market variability, earnings variability, financial risk, size
growth, and a multitude of company and industry
characteristics is used to capture differences between betas
of various companies and industries. Fundamental betas,
which are commercially available from the firm of BARRA,
are of the form:

B = aq + a4Factory + a;Factor; + asFactors + ... etc. (3-13)

The weightings are based on historical estimates. The
advantage of the approach is that it uses fundamental
company data that are related to risk. The disadvantage is
that the final regression equation 3-13 is arbitrary. (italics
added for emphasis.)

Moreover, the BARRA betas used by D&P reflect market conditions of

November 30, 2008 and November 30, 2009 and are therefore outdated. In

Roger A, Morin, New Regulatory Finance, Public Utilities Reports, Inc., 2008, p.86.

11
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addition, to the best of my knowledge and experience in regulatory
ratemaking over the last twenty-plus years, | cannot recall ever seeing
BARRA betas used for setting an authorized return rate on common equity

for a regulated utility. In my opinion, the Value Line Investment Survey betas

utilized by Mr. Murray and myself are more appropriate for a CAPM analysis

for ratemaking and cost of capital purposes.
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1 However, these results are applicable to the large, less business risky

2 D&P guideline companies and therefore do not reflect the greater business
3 risk due to MAWC’s smaller relative size. As discussed in detail in my direct
4 testimony at pages 14 through 18 and again in my rebuttal testimony at
5 pages 27 through 28, all else equal, size has a bearing risk and must be
6 reflecting in a recommended common equity cost rate. **
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At lines 3 through 22 on page 21 of his rebuttal testimony, Mr. Murray
criticizes your testimony regarding the need to rely upon more than one cost
of common equity model. Please comment.

He does so without responding to the substantial academic and regulatory
support found on pages 25 through 35 of my direct testimony for the use of
multiple cost of common equity models and ignoring the Efficient Market
Hypothesis (EMH) upon which all cost of common egquity models are
premised® which confirms that investors rely upon multiple cost of common
equity models in formulating their required rates of return as discussed in my
direct testimony at page 24, lines 5 through 17. My direct testimony
provides, at page 25, line 1 through page 27, line 31, academic support from
Charles F. Phillips, Jr. and Roger A. Morin, who cites Eugene F. Brigham
and Stewart Myers, that multiple cost of common equity cost rate models
should be utilized when assessing investors’ required returns. As stated in
my direct testimony, at page 27, lines 28 through 31, “[ijn view of the
foregoing, it is clear that investors are or should be aware of all of the models
available for use in determining a common equity cost rate. The EMH
requires the assumption that, collectively, investors consider them all.”

Nevertheless, in disregard of this support for the use of multiple cost

Mr. Murray, later in his rebuttal testimony, invokes the EMH relative to his concerns with the
RPM.
17
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of common equity models, Mr. Murray again relies upon “other available
financial information to test the reasonableness of a recommendation, once
again citing the Missouri State Employees’ Retirement System’'s (MOSERS)
report. My rebuttal testimony, on page 23, line 23 through page 25, line 1
has already addressed the MOSERS' expected return for large cap domestic
studies, concluding that it has no relevance to the determination of a
common equity cost rate relative to a single asset/security such as MAWC's
rate base.

In addition, since Mr. Murray did not explain his “rule of thumb” test to
determine if his cost of common equity estimate was within reason and since
this surrebuttal testimony has demonstrated that the equity analysts’
research reports studied by Mr. Murray and provided in his rebuttal exhibit do
not support the reasonableness of his approach to the determination of a
recommended common equity cost rate of 9.25%, his comments on page 21
should be rejected.

On page 22, lines 3 through 14 and page 26, lines 20 through 22 of his
rebuttal testimony, Mr. Murray discusses his disagreement with your use of
forecasted yields in the RPM and the CAPM. Please comment.

As discussed in my rebuttal testimony and previously in this testimony,

ratemaking and the cost of capital are both prospective. Therefore, the

18
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appropriate yields to use in the RPM and CAPM are forecasted yields. In

addition Roger A. Morin states’:

Because of the dominance of institutional investors and their
influence on individual investors, analysts’ forecasts of long-
run growth rates provide a sound basis for estimating
required returns. Financial analysts exert a strong influence
on the expectations of many investors who do not possess
the resources to make their own forecasts, that is, they are a
cause of g. The accuracy of these forecasts in the sense of
whether they turn out to be correct is not at issue here, as
long as they reflect widely held expectations. As long as the
forecasts are typical and/or influential in that they are
consistent with current stock price levels, they are relevant.
The use of analysts’ forecasts in the DCF model is
sometimes denounced on the grounds that it is difficult to
forecast earnings and dividends for only one year, let alone
for longer time periods. This objection is unfounded,
however, because it is present investors expectations that
are being priced; it is the consensus forecast that is
embedded in price and therefore in required return, and not
the future as it will turn out to be.

w * *

Academic research confirms the superiority of analysts’
earnings forecasts over univariate time-series forecasts that
rely on history. This latter category includes many ad hoc
forecasts from statistical models, ranging from the naive
methods of simple averages, moving averages, etc. to the
sophisticated time-series techniques such as the Box-
Jenkins modeling techniques. The literature suggests that
analysts’ earnings forecasts incorporate all the public
information available to the analysts and the public at the
time the forecasts are released. This finding implies that
analysts have already factored historical growth trends into
their forecast growth rates, making reliance on historical
growth rates somewhat redundant and, at worst, potentially
double counting growth rates which are irrelevant to future
expectations. Furthermore, these forecasts are statistically
more accurate than forecasts based solely on historical
earnings, dividends, book value equity, and the like.

id., at pp. 298-299,

19
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Although the foregoing guote by Morin is relative to analysts’ growth rate
projections, the principles apply equally to interest rate projections. Financial
analysts do exert a strong influence on the expectations of investors, whether
it be with forecasts of growth for use in the DCF or forecasts of interest rate
levels. Not only do analysts’ earnings forecasts incorporate all the public
information available to them and the public at the time of the forecasts, so
do analysts’ forecasts of interest rate levels. Therefore, the use of current
yields in the RPM and CAPM is not appropriate. Rather, forecasts of
corporate, public utility and U.S. Treasury bond yields are appropriate.

Mr. Murray states at lines 11 through 14 on page 22 of his rebuttal testimony
that "[u]sing projected bond yield is akin to using projected stock prices when
estimating the cost of [common] equity using the DCF methodology.” Please
comment.

Once again, Mr. Murray is incorrect. First, the theory underlying the DCF
model is that the present value of an expected future stream of net cash
flows during the investment holding period can be determined by discounting
the cash flows at the cost of capital, at the investors’ capitalization rate. DCF
theory indicates that an investor buys a stock for an expected total return rate
which is derived from cash flows received in the form of dividends plus

appreciation in market price, i.e., a future stock price. Note however, in both

20
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Mr. Murray's and my applications, the investment horizon is infinity and there
is no terminal market price.

Second, the use of projected bond yields in both the RPM and CAPM
is more akin to the use of a future dividend yield, i.e., D42 or D4 and the use
of a growth rate, whether based upon historical and/or projected growth as a
proxy for the investors’ expected growth in dividends. Moreover, interest rate
forecasts are available to investors. The use of projected bond yields
therefore does not violate the underlying premise of the EMH. To the
contrary, the use of projected bond yields is both consistent with and
required by the EMH. Mr. Murray’s comments should be disregarded.

Mr. Murray criticizes your use of arithmetic means in your RPM and CAPM
analyses on pages 22 and 24, respectively, of his rebuttal testimony. Please
comment.

On pages 22 through 25 of his rebuttal testimony, Mr. Murray provides an
example to support his contention that using the arithmetic mean is
questionable. However, Mr. Murray’s mathematical example i$ questionable
because it does not take into account the probability of each outcome, i.e.,
an increase of 50% in one year and a decrease of 50% in another. As noted
in my rebuttal testimony, at page 20, line 14 through page 21, line 11, the
financial literature is quite clear that risk is measured by the variability of
expected returns, i.e., the probability distribution of returns. The arithmetic

mean return and not the geometric mean return provides insight into the

21
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variance and standard deviation of returns, i.e., risk, without which investors
cannot meaningfully evaluate prospective risk. An example, similar to Mr.
Murray’s, is given on page 2 of Schedule PMA-18 which demonstrates that
the proper expected value is predicted by compounding the arithmetic mean
and not the geometric mean. In other words, it is the arithmetic mean which
must be compounded over a period of time in order to achieve the terminal
wealith vaiue which gives rise to the compound average or geometric return.
As noted on page 3 of Schedule PMA-18, “[tlhe arithmetic mean equates the
expected future value with the present value; it is therefore the appropriate
discount rate. "

At page 28, line 14 through page 29, line 11 of his rebuttal testimony, Mr.
Murray criticizes your use of the CEM. He states at page 28, lines 20
through 21, “if the allowed returns are set based on expected returns, then it
is possible that these returns will be based on returns that are not consistent
with the long-term required returns on common equity, i.e., required ROE.
This statement by Mr. Murray indicates a lack of understanding of the market
prices paid by investors. The DCF model upon which he relies is based
entirely upon investor expecfations. Sometimes those expectations are met;
sometimes returns are greater than expected; and sometimes returns are
less than expected. However, it is the expectations of those returns that

influence the market prices that investors pay.

22
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Moreover, the CEM has a long, well-established history in utility
ratemaking and is based upon the premise that regulation is a substitute for
the competition of the marketplace consistent wit the “corresponding risk”
standard set forth in the landmark U.S. Supreme Court cases and consistent
with the Hope doctrine that the return to the equity investor should be
commensurate with returns on investment in other firms having
corresponding risks. Since the non-utility companies upon which | rely in my
CEM analysis are selected based upon comparabie total risk to my proxy
groups, the selection bases make the non-price regulated companies
comparable in both non-diversifiable, systematic, risk as well as diversifiable,
unsystematic risk. Consequently, because they are comparable in total risk,
the returns on their book values are relevant to the returns on book values of
price regulated companies and hence appropriate for setting an authorized
return rate on common equity. Mr. Murray’s criticisms should be rejected.
Does this conclude your surrebuttal testimony?

Yes, it does.

23
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BARRA Predicted Beta

Beta is a gauge of the expected response of a stock, bond, or portfolio to the
overall market. For example, a stock with a beta of 1.5 has an expected
excess return of 1.5 times the market excess return. If the market is up 10%
over the risk-free rate, then—other things held equal—the portfolio is
expected to be up 15%. Beta is one of the most significant means of
measuring portfolio risk and shows a strong relationship to expected return.

Historical Beta vs. Predicted Beta

Historical beta is calculated after the fact by running a regression (often over
60 months) on a stock's excess returns against the market's excess returns.
There are two important problems with this simple histericat approach:

* It does not recognize fundamental changes in the company's operations.
For example, when RJR Nabisco spun off its tobacco holdings in 1999,
the company's risk characteristics changed significantly. Historical beta
would recognize this change only slowly, over time.

* |tis influenced by events specific to the company that are unlikely to be
repeated. For example, the December 1984 Union Carbide accident in
Bhopal, India, tock place in a bull market, causing the company’s
historical beta to be artificially low.

Predicted beta, the beta BARRA derives from its risk model, is a forecast of a
stock's sensitivity to the market. it is also known as fundamental beta,
because it is derived from fundamental risk factors. In the BARRA model
these risk factors include 13 attributes—such as size, yield, and
price/earnings ratio—plus industry exposure allocated across a maximum of
6 of 55 industry groups. Because we reestimate these risk factors monthly,
the predicted beta reflects changes in the company's underlying risk structure
in a timely manner.

BARRA programs use predicted beta rather than historical beta because it is
a better forecast of market sensitivity. ‘

BARRA Predicted Beta - 1
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Computing Predicted Beta

Below we show how the predicted beta of a portfolio is computed.

The beta of a portfolio p with respect to the market mis defined as the
covariance of the portfolio return with the market return divided by the
variance of the market:

] COV(rp,rm)
O Pe=ar,
The covariance between two portfolios is decomposed into two parts:

a) the part explained by factors, called common factor covariance; and b)
the part unexplained by factors, called specific covariance.

The factor covariance between portfolio p and the return on the market mis
the product of the transposed vector of the factor exposures for the portfolio,
the factor covariance matrix, and the vector of the factor exposures for the
market;

(2) CFCOV(r,,1,)=X] F X,

The specific covariance is:
N
(3) SPCOV(r,,rn)=Y, h,hyo?

i=1
Now, combining equations (1) and
(4) COV(r.r) = VAR{D)
we have the formula for the BARRA predicted beta of a portfolio:

COV(r, .7,

p''m

®) B = —aR

CF COV(r,,1,)+SP COV(r,,.7,,)
CF COV(r,,.r,,)+SP COV(r,,.17,)

NFAC NFAC N 2
2 2 ijij ka +E hpihmr'o-r'
_ =1 k=1 i=1
- NFAC NFAC M

2 z ijl:jkxmk+2 hriio-iz
k=1 i

j=1 k= a1

BARRA Predicted Beta - 2
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Technical Foundations

where
NFAC is the number of factors (68 in U.S. E2)
N is the number of assets in the market portfolio
X, is the portfolio’s exposure to factor j
Fik is the covariance between factors kand j
X j is the market's exposure to factor f
hp,. is the holding of the portfolio in asset /
N i is the holding of the market in asset /
o? is the specific variance of asset /
VAR, is the variance of thé market

BARRA Predicted Beta - 3
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Missouri-American Water Compan
Capital Asset Pricing Model {CAPM) Cost-Of-Common-Equity Estimates
for Duff & Phelps' Guideline Companies Corrected
to Reflect a Prospective Risk-Free Rafe, Value Line Adjusted Betas,
the Average Historical and Forecasted Market Equity Risk Premium and the
Empirical Capital Asset Pricing Model (ECAPM
1 2 3 4 5 5
Traditional Capital Asset Pricing Model
Beta Adjusted Cost of Market-to-
Risk-Free Company's Market Risk Market Risk Comman Book
Company Name Rate (1) Beta (2) Premium (3) Premium (4) Equity (5) Ratio (6)
American States Water Co. 4.97% 0.80 7.31% 5.85% 10.82% 184%
Aqua America, Inc. 4.97% 0.65 7.31% 4.75% 9.72% 208%
Artesian Resources, Inc. 4.97% NA 7.31% NA NA 150%
California W ater Service Group 4.97% 0.75 7.31% 5.48% 10.45% 181%
Middlesex Water Co. 4.97% 0.75 7.31% 5.48% 10.45% 173%
SJW Corp. 4.97% 0.95 7.31% 6.94% 11.91% 176%
Southwest Water Co. 4.97% 1.10 7.31% 8.04% 13.01% 217%
York Water Co. 4.97% 0.65 7.31% 4.75% 9.72% 203%
Average 4.97% 0.81 7.31% 5.90% 10.87% 187%
Empirical Capital Asset Pricing Mode!
Beta Adjusled Cost of Market-to-
Risk-Free Company's Market Risk Market Risk Common Book
Company Name Rate (1) Beta (2) Premium (3} Premium (7} Equity (5) Ratio (6)
American States Water Co. 4.97% 0.80 7.31% 68.21% 11.18% 184%
Agqua America, Inc. 4.97% 0.65 7.31% 5.39% 10.36% 208%
Artesian Rasources, Inc. 4.97% NA 7.31% NA NA 150%
California W ater Service Group 4.97% 0.75 7.31% 5.94% 10.91% 181%
Middlesex Water Co. 4.97% 0.75 7.31% 5.94% 10.91% 173%
SJW Corp. 4.97% 0.95 7.31% 7.04% 12.01% 176%
Southwest Water Co. 4.97% 1.10 7.31% 7.86% 12.83% 217%
York Water Co. 4.97% 0.65 7.31% 5.39% 10.36% 203%
Average 4.97% 0.81 7.31% 6.25% 11.22% 187%
Average of Traditional and Empirical CAPM 11.05%

Notes: (1) Fram note 2 on page 3 of Schedule PMA-12 (Updated) in Schedule PMA-23.

(2) From pages 2 through 8 of this Schedule,

(3) Derived in note 1 an page 3 of Schedule PMA-12 (Updated) in Schedule PMA-23,

{4) Cotumn 2 * Column 3.
(5) Column 1+ Column 4,
(6} From AUS Utility Reports, April 2010.

(7} The empirical CAPM is applied using the formula found in note 4 on page 3 of

Schedule PMA-12 (Updated) in Schedule PMA-23,
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endar Mardi Jundd Sendd Dec.dd Y:ar Earnings gains over the next few for this equll.g include its high scores for
Hard] JUNS Sen.dD TeG, years should be bolstered through Stock Price Stability and Earnings Pre-
gggg }2; z(g ;‘;g ];g ig rate relief cases. During the first two dictability. All told this stock is best
2008 | 135 125 43 4% 51| months of 2010, Aqua America has won suited for Iong—term conservative inves-
2009 | 135 135 15 445 ‘55 | rate relief cases that should add $6 million tors.
a0 | 185 ' per annum to the top line. An additional Jehn D. Burke April 23, 2010
A} Diluled shares. Excl, acnrec, gains Nex eamings reporl dus late April. . ) Comﬁany’s Flnancial Strength B8+
i T E g IO, | s gne, | SollEhip il T
I h 3 3 3
4. éfmlr:;;s r?nzy not add dugeo rounding. available (5% discount). Earnings Predictabllity 100
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RECENT i3 Tralling: 19.7 Y{RELATVE VD 0/
CALIFORNIA WATER wse.cor 38.51 ik 19.2Gete 085 1,060 31% 0l |
i h X k K & 5 . 5 |
TMELNESS 4 towesin [ 18] 328) 514 %3.3 %S.% Bl 0| 3| 28| N3] BY| 83 83 Targst Price Range
SWETY 3 tomeia | LESENDE :
3 o | e e Rt 128
TECHNICAL Lowesed o Roahas Pce Sronh ar
BETA .25 (1.00.= Marked) Zlord s a0
TS PROTECTIONS | B ey e (ol [T [T p o
” Psl'nt‘ﬂ Gsﬂs";‘ n%g‘lﬁr? Laiest secession began 1207 uli M ik £y :g
+ JILLN AT (] W TH e
Eew 40 (( i 4% TEI_ 1) o I T 32
Insfder Declslons e A Huaptputggutl 24
MIIASOND Ify, .3 .. K
WBy 0000 GO OO0 0[S T s L 16
Olens 0 600 0DG200Q Lt A R " sty Loy o] - |12
wSl_0DB00 00800 = o e T e . % TOT, RETURN 310
Institutlonal Declsions | ; Jus w s
WM 0N 4G " f
ey T8 s stidan 8 e oz oMo
i 10018 seds somgd | 0 3 e Sy 304 a2 [
1994 [ 1995 | 19961 1997 [ 1998 [ 1995 [ 2000 | 2001 | 2002 [ 2003 | 2004 | 2005 | 2006 [2007 {2008 [2009 | 2010 {2071 | SVALUEUNEFUB. INC]{3.15
1259 ( 13.47 | 1448 9548 1476 | 1586( 1616 | 1626 { 1733 | 697 | 1798 ¢ 1744 | 1620 [ 12.76 | 1980 | 2t84 | 2240} 23.70 |Revenues persh 2545
202 207| 250 282 2607 275| 252 220 265 251 283 33| 2m | 342 | 372| 387| 395( 4145|“CashFlow" persh 4.58
122] w7 461 183 t45F 183f 13 84 125 121 146} 1477 134) 150 | 190| 185§ 205| 225 (Eamingsparsh A 260
S9) 102f so4f 108) 107 1.09) 400f 42| 2] 192p 193§ S44) 48] w6 | 97| 138| £19| 120 |DivdDecldpersh®s 1.2
226 217 283 268 2m| 344 246 400 h82[ 430 Ar3T 400 44| 368 | 482| 533 5.3%| 535 |Cap'l Spending per sh 540
1186 10.72] 1222( 13000 §3.38) (343 1200 1285 ( 1342 | 1444 1566 | 1579 1815 | 1850 | 19447 2026 | 2070] #.d0 Book Value por sh ¢ 2325
1249 1264 [ w262 | i262| 1262] 1294 1595 1548 | 1518 | 16.93 | 1637 | 18.30 | 2066 | 2067 | 20.72] 20.i7 | 2.00| #1.50 |Comemoan Shs Oulsl'g © | 23.60
i) B7] 1§ 26| we| R[] TR EFHa] 19a[ 21] AA[ 48] B[ 21 198 | 19.7 | Bold flyfves are jAvg Ann’l PE Ratio 9.0
92 52 15 13 W 127 1395 108 126f 106) 433) 158 139 149| 132| Veluefline  IRelative PIE Rallo 1.25
58% | 64%| SO%| 46% | 42% | A0% 43% | d4% | AS% | 42% | 39% | A% | 29% | 30% | 34% | 34% estlrtes Avg Ann'l Div'd Yield 2.5%
CAPITAL STRUCTURE as of 12/31/09 2548 | 2468 | 2632 21711 3156 | 3207 | 3347 [ 3674 | 4903 | 4494 4101 510 |Revenuas (Smill} 585
Total Debt §385.3 mill. Due In § Yis $55.2 mil. 00| WA| 194 104{ 20| 272 | 256| 2] 08| d06[ 420] 480 |Ret Profi (Smil) 602
LTDebtSa7a3mi.  LTinterost$24.4m0. | T7ayTI04% | 50.% | 09% | W% | 424% | TTA% |309% | 37% | 403% | 3.0% | 38.0% Income Tax Rats 38.0%
P e P . - - - [ 103% [ 32% | 33% ) 106% | 6.3% | B.6% | 7.6% | 8.5% | 10.0% (AFUDGC % 1o NetProfk | 10.0%
(¥ inlerest earmed: &1; ol nt cov: 3,80 TO% | 503% | 553% | 50.2% | 40.6% | @35% [ 435% [426% | 416% | 4T.1% | 47.0% | 46.5% [LongTetm Debt Rallo | 43.0%
Pension Assets-12/09 $105.6 mill. 50.2% [ 48.8% | 44.0% 7 40.1% | S0.8% [ 51.1% | 55.0% | 566% | 53.4% § 520% | 53.0% | 635% [Common Equity Ratio | 51.0%
Oblig. $219.7 mill. 3088 | 4027 | 453.0) 4984 | 5659 | 5681 | 6704 | 6244 6904 ) 7949 855 905 [Totel Capital (mill) 1055
Pid Stock None 6820 6243 6970 7505 | 6003 | 8627 | 9415 | 10102 | 11124 | 11984 | 1265 | 1325 |t Plant (§mif) 1
Commen Stock 20,765,422 shs. 68% | 53% | 59%( 56% | 6% [ 63% | S2% | 69% | 7% [ 65%{ 65% | 7.0% |Relurnon Tolef CapT 7.0%
as of 2024/10 100% ] 72%( 94% | 7.6% | B8% | 03% | 6% | ai% | 99% | 9.6% [ 10.0% | 10.5% [Relurn on Shr. Eqully 1.0%
104% | 7.2% ) 05% ) 7.9% | 9.0% ¢ 93% | 68% | 8.1% [ 99% [ 9.6% | 10.0% | 10.5% [Returnon Com Equity | 14.0%
MARKET CAP: 800 miliion (Smail Cap) 18% ) NMF| 0% [ 7% | 21% ) 20% ] 0% | 18% | 38% | 38% [ 40% | 50% [Refainedfo ComEq 6.0%
CURS{'{EH_T POSITION 2007 2008 1213909 | 8% | 119% | 90% [ 91% | 77% [ 8% | 86% § 77% | 6% | 60% 58% 53%. |AllDIv'ds to et Pref 45%
Cash Assels 6.7 139 9.9 | BUSINESS: Califernia Water Sarvice Group provides regulated and b “08: residenlial, 69%; bus 18%; public aulhorities,
Other _ 633 _ 658 _ 823 nonvequlaled waler sendce lo toughly 463,800 cuslomers in 83  5%; induslrial, 5% olhar 3%. '08 reported depreciation rale: 2.4%.
Current Assels 600 ~ 79.8 -2 | communitios in California, Washinglon, New Mexico, and Hawall, Has roughly 529 employees, Chaiman: Robert W. Foy. Presidenl &
Accls Payabla 367 431 437 | Main service areas: San Frandsco Bay area, Sacramenlo Valley, GEQ: Pefer C. Nelson (4108 Proxy). Inc. Delaware. Addrass: 1720
Dabl Dus a5 425 B salnas Valey, San Jasquin Valley & parls of Los Angeles. Ac Norih First Slieet, San Jose, Caffomia 951124598, Teleghons:
Current Liab. ""6‘?7 1232 7904 | Quired Rio Grande Corp; Wesl Hawaii Ullitles (90B). Revenue  408-367-8200. tnfernet vaww.calwatergroup.com.
Flx. Cha. Cov. 333% 398% 430% | Increased expenses sank California company has filed a rate rellef request
ANNUAL RATES Past  Past Est'd'07/09f Water Service Group'’s botfom line in  with the California Public Utllities Com-
oehagefpersh]  10¥is,  5Ym.  W'35 | the fourth quarter, The water utility mission (CPUC) for more than $70 million.
Ravorues . 25 0% usted share earnings of $0.31, 11% below A ruling is likely to be handed down by
Eamings 10% B5%  65% Eoth last year's mark and our estimate, yearend, with the new rates effective Jar-
Dividends 10%  10%  10% | The top line rose a better-than-anticipated uary 1, 2011. Although the proposal may
Book Valus 40% B0%  30% | 79 to roughly $107 mitlion, but expenses be a bit lofty, we expect a favorable ruling,
Cal. | QUARTERLYREVENUES(mHLEE | pull | grew faster, due to increased water prod- glven the recent regulatory landscape and
endar Mar3f Jun.30 Sep30 Dec.| Year [ uctlon and SG&A costs, specifically for necessity to maintain current water stan-
007 § 716 958 1138 859 [ 3671 | higher pension and benefit commitments.  dards. Therefore, we've pegged CWT to
2008 f 729 1056 1317 1004 | 41031 We have tempered our 2010 earnings earn $2.25 a share, on revenues of more
2003 | 866 1167 1392 1069 | 4494 | expectations accordingly. Operating than $500 million next year,
W00 ) esp 122 M5 18 1410 | costs are likely to contlnue to rise, as That said, we think the stock is fully
M [f00 31 15T 422 |50 aging infrastructures require greater valued at this time, It is ranked 4 (Be-
Cal EARNINGS PER SHARE A Full | maintenance and repairs. The company low Average) for Timeliness and trails the
endar |Mar3t Jun30 Sepd0 Dect} Year| will get little in the way of rellef from rate Value Line median in terms of 3- to 5-year
007 | 07 31 67 39 [ 150} hikes this year, however, because other appreciation potential. Although a more
008 [ 01 48 106 35 | 180} than potential modest Inflationary In- constructive regulatory climate looks to be
009 4 42 58 8 3| 485 creases, there is not expected to be any in place, the greater stock and debt offer-
wie p .ff 61 98 35| 205] rate jncreases implemented until 2017 ings that are likely to be needed to keep
Wty 4 A7 403 4f | 225] Nogr of the company's subsidiaries have up the burgeoning infrastructure costs will
Cal- | QUARTERLY DVIDENDSPAIDEw | pull | not been up for general rate case reviews probably dilute shareholder gains to 2013-
ondar | Mar31 Jun.30 Gep.d0 Decldi] Year} tn more than three lyears owing to the 2015, The issue's steady dividend growth
006 | 2875 2675 2875 .2875] 115| changeover to a consolidated filing system. adds some appeal for those seeking total
2007 1 290 290 .80 290 | 116 As a result, we suspect that earnings return, but investors have better pure-
008 | 283 293 293 293 | 147| gprowth will be lucky to top 5% this year. rowth andfor income vehicles to choose
2000 | 205 285 .95 295 | 113 %rowth rates ought to pick up next from elsewhere.
0ty | 2975 year, however, As mentmned abeve, the Andre J. Costanza April 23, 2010
((.;«Oi Basic EPS. Exdl. nonracuieing gain {loss): | {8) Dividends hisforically paid in mid-Feb., &CJ Incl, dederred charges. In '0%: $2.6 mill,, Comran 's Flnanclal Sirengih B4+
00, {7¢); '01, 4¢; ‘02, B¢. Nexl eamings reporl | May, Aug., and Nov, = Div'd reinvastment plan 3sh, Stock's Price Stability 45
due lale July, available, D) In mitions, adjusted for split. Price Growth Persislence 75
! gExcludes nen-feg. rav, Eamings Predlctabllily 89
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MIDDLESEX WATER NDQ. 455

RECEN! TRAILING RELATNVE Dv'D VA
17.44]7805 24,25 1.8 4.1% )R
18,73 20.04 21.23 21.81 2347 20.50 20.24 19.03 17.91
14,68 13.13 §6.77 16.65 i7.07 16.50 16.93 12.05 11,64
Above
PERFORMANGE 2 :z:f’ —_— be::fs“ﬂ:v Avg RN T T171 VTR Taena S 1L T L by 18
Techrical 2 varmgo . Rel Prica Strangih [T LA e f ' ™ T
el bt (e »
SAFETY 2 Avarage Shaded s, P 2 indicaler recession | toe ]
BETA .75 (1.00 = Market) | . B
LRA] . .. » N . . 5
Financlal $irength B+ : L S VY AL Phe P 1
Price Stahility 15 H
Price Growlh Persistence 40
Eamings Prediclablity 90 ; L T il ima AT vg?
. S I ol e e o TRV RTTTTTEIT THIMEHII TR (thavs}
© YALUZ LINE PUBLISHING, INC.| 2001 2002 2003 2004 2005 2006 2007 2008 2008 2010/2011
SALES PER SH 587 5,98 6,12 6.25 6.44 6.16 6.50 6.79 8.76
"CASH FLOW" PER SH 1.18 1.20 1.15 1.28 1.33 133 1.49 1.53 1.40
EARNINGS PER SH 66 73 .61 73 N4 82 .87 89 72 NANA
DIV'DS DECL'D PER §H .62 .63 65 66 67 68 .69 .70 i
CAP'L SPENDING PER SH 1.25 1.59 1.87 254 218 231 1.66 212 149
BOOK VALUE PER SH 711 7.39 7.80 8.38 B.60 9.82 10.05 10.28 0.33
COMMON SHS OUTST'G (MILL) 10.47 10,36 10.48 11.36 11.58 1317 13.25 13.40 13.52
AVG ANN'L PIE RAFIO 24.6 235 300 26,4 274 227 216 19.8 21.0 NANA
RELATIVE PIE RATIO 1.26 1.28 1.71 1.39 145 1.23 115 1.19 140
AYG ANN'L DIVD YIELD 3.8% 3.7% 1.5% 3.4% 3.5% 3.7% 3.7% 4.0% 4.7%
SALES ($MILL) 59.8 B1.9 64,1 71.0 746 811 86.1 91.0 91.2 Bold figures
OPERATING MARGIN 47.2% 47.1% 44.0% 44.4% 44.4% 47.4% 47.0% 46.9% 42.6% are consensus
DEPRECIATION ($MILLY 53 50 58 8.4 7.2 7.8 8.2 85 9.2 earnings
NET PRCFIT ($MILL) 7.0 7.8 5.8 8.4 8.5 10.0 11.8 12.2 10.0 estimales
INCOME TAX RATE 34.8% 33.3% 32.8% 1% 27.6% 33.4% 32.6% 33.2% 34.1% and, using the
NET PROFIT MARGIN 11.7% 12.5% 10.3% 11.9% 11.4% 124% 13.8% 13.4% 10.9% receni prices,
WORKING CAP'L ($MILL) d.g d9.3 di3.3 di1.g d4.5 2.8 d9.6 d40.9 d38.6 P/E ratios.
LONG-TERM DEBT (§MILL) 88.1 87.5 97.4 1153 123.2 130.7 131.6 198.2 124.9
SHR, EQUITY (SMILL) 76.4 80.6 83.7 99.2 103.6 1333 137.1 141.2 143,0
RETURN ON TOTAL CAP'L 5.6% 6.0% 5.0% 51% 5.0% 5.1% 5.6% 5.8% 5.0%
RETURM ON SHR. EQUITY 9.1% 9.6% 7.8% 8.5% 8.2% 7.5% 8.6% 8.6% 1.0%
RETAINED TO COM EQ 5% 1.3% NMF 9% 5% 1.2% 1.8% 1.8% A%
ALL DIV'DS TO NET PROF 4% B7% 106% 90% 94% 84% 75% 78% 98%
HNole: No analyst estimates avallable.
ANNUAL RATES ASSETS ($mill} 007 2008 423009
of changs {per share) 5 Yrs. 1Y | cash Assels 20 a3 4.3
Sales 20% 05% | Receivables 128 143 10.6 | BUSINESS: Middiesex Water Company engages in the
ng:i:;;{’w j:g.;: _{g'.g?.: ‘O"E’ET“Y {Avg cost) :ﬁ :g ;g ownership and operation of regulated water utility systems
Dividends 1.5% 15% | o Assels T4 SwE  ame | M New l.szrse..y (NI and Delaware, and a regulated waste-
Book Value 5.6% 05% ’ ' "~ | water utility in NI. It offers contract operations services and
ERD . Prapotty, Plant - a service line maintenance program through its nonregu-
Flocal | QUARTERIY SALES Smil} 1 Ful | P palcost 3006 4368 4835 | lated subsidiary, Utlity Service Affiliates. In. s wwaver
T ez 23 212 | ﬁce(l:\:;::ugzg;eaauon ﬁ;; 3223 3;;; utility system treats, stores, and distributes water for resi-
i23ijo8| 208 230 367 216 |91.0} Other Atd4 5 56.4 | dential, commercial, industrial, and fire prevention pur-
123109 208 231 255 220 {91.2{ Tolal Assels 3927 4400 458,1 | poses. It also provides water treatment and pumping ser-
1231110, vices to the Township of East Brunswick. Its other NJ
Fisoal EARNINGS PER SHARE | Fun mg",-"“ﬁ {$mill) subsidiaries offer water and wastewater services to residents
ayable 65 57 43 1 - . S
Year [ 1@ 22 3Q  4Q |Yesr{ poptpye 90 439 466 | in Southampton Township. Iis Delaware subsidiaries pro-
12308 45 25 28 .14 | g2 | Oher 165 118 94 | vide water services fo retail customers in New Castle, Kent,
2210078 13 24 31 18 | .87 | Curent Liab bif 61.5 60.7 | and Sussex counties. In March, the company entered into an
1203908 15 26 35 13 .69 agreement to purchase Montague Water Company, Inc. and
29909 0 2t 28 a2 |2 Montague Sewer Company, Inc, Has 285 employees. Chair-
123110 '-°N°'ﬁ§,h; 1?5“”"" EquITy man: J, Richard Tompkins, Address: 1500 Ronson Rd, P.O.
Cal- | QUARTERLY DMIDENDS PAID |fFun| °° BOX 1500, Iselin, NJ 08830. Tel.: 732-634-1500. Internet:
endar | 1@ 2Q 30 4Q  |Year| TotalDabt$171.5mil.  Dus in5 Yrs, $630mil. | hitp://www.middlesexwater.com.
w07 [ ;@ 13 473 76 [ go | LTRebSIAG ML
2008 | 475 475 75 A7 | go | MCludInd Can-Reases Sone (7% of Cap') WT
2009 | 478 178 478 A8 T
5010 8 Leases, Uncapltalized Annual rantals None April 23, 2010
Penslen Liabllity $25.7 mii. in '09 vs. §25.5 mil. in ‘08
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
20'09 3Q'09 4q'pg | PId Slock $3.4 mit, PR biv'd F:ai‘d jlé;nllll) Dividands phrs sppreciation a5 af 3/31/2010
1': :;5; ;; gg guz g 3 Mos. 6 Mos. 1¥Yr 3 Yrs, 5 Yrs.

Gommon Stock 13,519,000 shares
Hid's(00) 4902 4958 4845 {52% of Capt) | -2.18% 15.58% 24.13% 5.05% 13.25%
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RECENT TRALING RELATIVE DIV'D (y
SJW CORP. NYSE-SM3 FRICE 27.27 PIE RATIO 33.7 PIE RATIO 1 -77 Yib 2.5 0
17.83 15.07 14.9% 19.64 27.80 45,33 4300 F . 351 30.44 21.80| High
il.68 12.67 12.57 14.60 16.07 21.16 27.65 20,08 18.22 2§60 Low
PERFORMANCE 3 Avarage 1|£ESEN38 A | 45
— os Mov Avi | ES
Technical 3 Average : >+ Rel Pric Skreng Wl il‘l'ﬂ'h'fﬂ' 1 Wl 0
:Ijor-isplilamd TN L LT L * ;
SAFETY 3 avnge iwm.;glm!fs revasgion " ; T T T Ll i e 25
BETA 95 {1.00 = Market) sl . B IEITI — _ 13
: . . ) e M - 1 o : - - . 9
Financlat Strength B+ P S L g 6
Prica Sdabillty 65 4
Prlce Growdh Persistence 75 i
Eamings Predictabiity 85 e o
Laae Joonrere L HTTIOTO TR OV T TR LD T T ous.)
© VALUE LINE PUBLISHING, INC. 2002 2003 2004 2005 2006 2007 2008 2009 2010/2011
SALES PER $H 7.45 7.97 8.20 9.14 9.86 10.35 11.26 1212 11.68
“CASH FLOW" PER SH 1.49 1.55 1.75 1.69 2.21 238 2.30 244 2.21
EARNINGS PER SH a7 78 a1 .87 1,12 1.18 1.04 1.08 81 1.04%9/1.43¢
DIV'DS DECL'D PER SH 43 A6 49 51 53 57 81 65 £6
CAP'L SPENDING PER SH 163 2,06 341 2.31 2.83 387 6.62 379 347
BOOK VALUE PER SH 8.17 8.40 9.11 10.11 10,72 12.48 12.80 13.99 13.66
COMMON $HS OUTST'G (MILL) 18.27 18.2¢ 18.27 18.27 18.27 18.28 168.36 18.18 18.50
AVG ANN'L PIE RATIO 18,5 17.3 154 195 19.7 235 334 26.2 28.7 26.2/24.1
RELATIVE PIE RATIO .85 .94 .88 1.04 1.04 1.27 197 1.58 1.92
AVG ANN'L DIV'B YIELD 3.0% 3.4% 3.5% 3.0% 2.4% 20% 1.7% 2.3% 2.8%
SALES ($MILL) 136.1 145.7 149.7 i66.9 180.1 189.2 208.6 2203 2§6.1 Bold figures
OPERATING MARGIN 64.4% 63.7% 56.0% 56.4% 55.9% 57.0% 41.8% 42.4% 42.5% are conseAsus
DEPRECIATION (SMILLY 3.2 14.0 15.2 18.5 19.7 213 229 24.0 25.6 earnlngs
NET PROFIT {SMILL) 14.0 14.2 16.7 16.0 20.7 222 18.3 0.2 - 15.2 1
INCOME TAX RATE 34.5% 40.4% 96.2% 42.1% 41.6% 40.8% 39.4% 39.5% 40.4% and, using tho
NET PROFIT MARGIN 10.3% 2.8% 11.2% 9.6% 11.5% 11.7% 9.4% 8.2% 7.0% recend prices,
WORKING CAP'L {($MILLY d3.8 d4.9 12.0 13.0 10.8 222 d1.4 d11.3 d4.0 PFE ratios.
LONG-TERM DEBT {$MILL) 110.0 110.0 139.6 1438 145.3 163,86 216.3 216.6 246.9
SHR, EQUITY {(§MILL) 149.4 153.5 166.4 184.7 195.9 228.2 236.9 254.3 252.8
RETURN ON TOTAL CAP'L 6.7% 6.9% 6.9% 6.5% 7.46% 7.0% 5.7% 5.8% 4.4%
RETURMN ON SHR. EQUITY 9.4% 9.3% 10.0% 8.7% 10.6% 9.1% 8.2% 8.0% 8.0%
RETAINED TO COM EQ 4,1% 3.8% 4.7% 3.6% 5.6% 5.2% 3.5% 33% 1.2%
ALL DIV'DS TO NET PROF 56% 59% 53% 58% 4% 46% 57% 59% 80%
ANo. of 2nslysis changing eam, est. i last 10 deys: 8 up, O down, consensus 5-your aamings growth nol avadable, BBased upon 2 analysis’ estimates, SHased upoﬂ 2 anafy.sls' esﬁmalea
ANNUAL RATES ASSETS ($milt) 007 2008
of change {per shara} §Yrs. 1YL | Cash Assels 24 34 y
§g|95 o g-g:i gg& Receivatles 20 M5 233 | BUSINESS: SJW Corporation, through its subsidiaries,
E;:E',‘l;sm a0u  amen gm‘w . s-g ;g engages in the production, purchase, siorage, purification,
Dividends 5.5% 25% | oo Assals TR T T distribution, and retail sale of water. The company offers
Book Value 8.0% -2.5% ’ ' ~ | nouregulated water-reiated services, including water system
Flscal | QUARTERLY SALES (§milL) | Funt | Property, Plant oper_auons, cash remittances, and maintenance cqnt{act
Year | 10 20 3Q t 4(’1 Year | EQS*P- at I“*?S' ggg-g g:‘;;'g ‘ggg-; services. SJW also owns undeveloped Jand; a 70% limited
Ceum uepreclalion x 3 ! L H .
123W07| 390 51 649 476 |200.8] Nel Property 6465 62 rig5 | parmership interest in 444 West Santa Clara Street, L.P.; and
138 443 epo 695 495 |220.3] Other 907 1347 1320 | operates commercial buildings in Arizona, California, Con-
2300} 400 682 693 486 {216.1| Tolal Assels 7673 #5o.s  sta5 | mecticut, Florida, Tennesses, and Texas. As of September
131110 30, 2009, SIW provided water service to approximately
Fiscal EARNINGS PER SHARE Fult k;z“;;lgaaﬁmm‘) 03 58 88 226,000 COI‘l]‘!B'CE,OI‘lS that scl:ved a population of approxi-
Year | 1@ 2@ 3a  AQ | Year| pepi pua 56 194 69 | mately one million peopie in the San Jose area. It also
123108 .14 35 48 22 |19 | Oter 181 _184 165 | provides water service to approximaltely 8,700 connections
Tl 42 2 43 .20 {1.04 | Cumentliab B0 433 320 | that serve approximately 36,000 residents in a service area
123108) 15 34 44 15 [108 in the region between San Antonio and Austin, Texas. Has
123403 01 2 43 4 P8 375 employees. Chairman: Charles J, Toeniskoetter. Inc.:
2310 o5 26 48 OGN D=BT AND EQUITY CA. Address: 110 W. Tayler Street, San Jose, CA 95110.
Cal.- | QUARTERLY DAVIDENDS PAID | Full Tel.: (408) 279-7800. Internet: hitp:/fwww.sjwater.com.
endar | 10 20 3@ 4Q | Year | roral Det;i $2538 mil.  Dueln 5 Yrs. $21.5 mill.
LT Dabt $246.9 mill
w0t { 451 451 51 151 | 60
2008 | 161 181 461 461 | e | Metuding Cap. Leasos Nono 145% o Cap) WT
%g?g 11575 AB5 65 165 | 68 | Leases, Uncapltallzed Annual fentals None April 23, 2010
Penslon Liabllity $47.5 mik. n ‘09 vs, $42.3 mil. in '08
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
20'09 3009 409 | Pid Stock None Pid Div'd Pald Nena Dividends plus appreciolion as of 3/31/2010
to Buy 43 u 4| Comman Stock 18,499,602 shares 3 Mos, 6 Mos. 1Y 3 Yrs. 5 Yrs,
lo Sed 40 29 4 {51% of Cap)
Hid's{o00) 8694 8607 8827 13.50% 12.54% 3.07% -32,38% 62.58%
o i Facual matedal |5 obialned believed 1o be reizble and is puevided withoul watandes af
TE PURLICHER 13 NOY RESPONSBAE FO ARY ERROAS DR OIS HEREL, TS pubbcin & Aty SbACars S beyiout b To subscribe call 1-800-833-0046.

of 1 may be repooduced, tesofd, stored £ bansninied tn any pridted, a’edmicumfmumedrunga&gummngwphuladmcpﬂaimmea
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Revenues per sh
“Gash Flow" per sh
Earnings persh A
Div'd Dack'd par sh ®

126
§.17

1.66
649

187
6.98

1.70
654

1.06
384

1.78
421

55
344

200
593

1.85
480

1.3
455

179|175
466 ) 470

Cap'l Spending per sh
Book Valus persh ©

1213

4] 1245 1265] 1203

1312

1389 | 1447 [ 135 2036 | 233) 2380 | 47

700 | A50] HE3| B0 [Comamon Shs Qulsly € | 25.00

2.3
1.45
4.2%

173
83
23%

6.5
103
3%

169
ki
27%

148
9
4%

196
1.2
1.8%

NMF
NME
1.5%

355
89
16%

HE
1.88
1.5%

[F3]
w2
18%

183
1.04
i1%

48
135
15%

170
1.1
0%

0.0
1.35
204

NMF
NMF
24%

Avg Ann'l PIE Ratla
Relalive P{E Ratio
Avg Ann'l Div'd Yield

30.t | gowe fggres ara
201 VolualLine
2.5% estinlales

Pfd Stack $.458 mill.
Common Stock 24,794,218 shs.
as of 228110

CAPITAL STRUCTURE as of 12/31/09
Total Cebt $155.0 mill, Duein § Yrs $155.0 mill,
LT Debt $152.8 mill.
{Total interest coverage: 2.7x}

LT Interest §9.0 mill.

PId Div'd §.020 mil.

MARKET CAP: $250 million {Small Cap)

2032
13

2242
93

2113
5i

1308
60

180
45

1047
54

1165
62

100
175

2209
1.0

HiA | 20
53 62

25
88

Revenues ($mill}
et Profit {Smill)

(48% of Capl}

36.1%
1.9%

%6.0%
%.5%

19% 35.0% | 56.0%

32%

0% | 360%

4%

EXH
S84

Incoma Tax Rate
AFUDC % lo Not Profit

0%
9%

56.0%
125%

NMF [ NMF
121% ] 7%

Leases, Uncapliallzed: Annual rentals $5.5 mill
Penslon Liabllity None

4a.7%
§2.1%

434%
58.3%

44.0%
H.%

479%
52.0%

56.1%
429%

48.8%
A%

51.4%
B.2%

50.1%
48.9%

5%
426%

62.6%
2%

G11% | 50.5%
30.9% | 40.6%

Long-Tama Debt Ratlo
Common Equity Ratio

2952
3896
4.5%

45
4178
29%

2420
W28
3i%

2629
48
4.1%

1428
039
58%

130
171
154

95.0
§57.8
1.6%

e
450
7.5%

3044
428.3
1.8%

247 25
4090 402
3% | 404

89
400

Tolal Capital (§mil}
Net Piant ($mi)
5.0% {Reforn on Total Cap'l

5.6%
58%

2%
2%

36%
6%

5.0%
0%

4%
4%

97%
9.7%

11.1%
15.4%

11.5%
5%

6h | s9%
&) Lo

%
8%

7.5% |Retorn en Shr. Equity
304 |Return en Com Equity

lher

CURRENT POSITION 2087
L.,

Cash Assels
vantony {hvg Cst
Other v (e
Currenl Assels
Accls Payabla
8ebt Due

Current Liab,

2.9

i1
26.0 28.7

7 28

48.2

2008 1213109

TE% | T8% (| 63% 8% | 21% | 26% | NMF
A% | 3% | 36% | 36% [ 7B | SEW [ 5% | 112%

NMF| 8% | 40%| 204 |Retained to ComEqy 8.5%
NMF | 78% | 80% | 57% |ANDIv'ds to Net Prof 2%

2.9
210

@y

7.
2.

428
14.1
2.2

BUSINESS: SouthWes! Waler Company pravides a broad range of
services including water preduction, treatment and distibution;
waslewater coliection and Leatment; utiity biling and collaction;
and ulilily infrastructure. % operales four geoups, Utility, 32% of
2008 revenues; Texas Ulility, 16%; OBM Services, 18%; Texas
MU Services, 34%. Uiglity and Texas Uity own and manage rate-

regulated public waler utilities in Cafifamia, Alabama, Cklahoma,
and Texas. O&M and Texas MUD Services mainlain projecls on a
conlracl and fae basis, Officers and directors own 4.2% of common
shares (409 proxy). CEO/Chemn: Mark Swatek. inc.: DE. Addr.:
One Wilshire Building, 624 8, Grand Ave, Ste, 2800, Los Angeles,
CA 90017, Tel.: 213-929-1800. Intemel: vavw.swwe.com.

ANNUAL RATES Past
of danga
Revaenues
"Cash Flow"
Eamings
Dividends
Book Valua

Past Esi'd

sh) WY 5Ys. oM
oren 50% -0.5%

0% -10.0% 16
9.5%
80%  7.0%

85% -20%

0709
15

! . 4.0%
2.5% -35%  1.0%

0%
a

it

Cal-
endar

QUARTERLY REVENVES (§ mill)
Mar3 Jua, 30 Sep. 30 Dec. 31

Full
Year

481 550 574 568
496 569 604 540
504 524 580 486
5.0 540 620 50
550 s8¢ 660  5a.g

113

EARHINGS PER SHARE A
Mar.31 Jun.30 Sep. 30 Dec. 31

03 09 09 L
dod 03 doz2 W
0 0 05 06
05 05 07 0
g7 0 0 .10

QUARTERLY DIVIDENDS PASD &
Mar3 Jun.30 Sep.d0 Dec.d

052 052 052 058
058 058 058 058
08 8 08 08
028 0 025 05
05 05

SouthWest Water Company has enter-
ed into an agreement to Ke acquired.
On March 2nd, the board of directors ap-
proved the purchase by a group of inde-
pendent investors for $11 a share, plus the
assumption of $152 million in debt. Upon
approval of stockholders and regulatory
agencles, the company would be run as a
privately owned business, However, a
number of legal entitles are investigating
if the board of directors breached their fi-
duciary dutles and/or violated state laws
in their attempts te sell the company,
citing uncertainties as to whether the cur-
rent offer is a fair reflectlon of the stock's
value after a number of financlal state-
ments had to be restated due to account-
Ing errors, Investors should note that the
stock is currently trading near the pur-
chase price, which would probably drop
considerably if the deal falls through (the
current price represents a nearly 70% rise
since our January report),

Meanwhile, the company showed an
overall year-over-year earnings im-
provement in 2009, but it has not fully
recovered from the sharp dro& in
2008. Revenues declined nearly 5% in

2009 versus 2008. Bottom-line improve-
ment was weighed down by the weakened
econemy, reduced consumption because of
water conservation efforts in California,
and elevated fixed costs. The Utilities seg-
ment was also hurt by the sale of opera-
tions in New Mexico é.s per a settlement
made under threat of condemnation in
May, 2009). Looking ahead, we expect a
moderate top-and bottom-line recovery out
to 2013-2015,

The Timeliness rank of these shares
has been suspended due to the pos-
sible sale of the company. But our earn-
ings presentatlon reflects the continuing
operation of SouthWest as a publicly
traded entity. The aforementioned possi-
bility of a price decline if the deal is re-
Jected, coupled with the uncertainty of
Seuthwest's business prospeets because of
the weakened housing market, adds con-

siderable risk.
John D, Burke April 23, 2010
12/31/09

CASH POSITION ,

Cureant Assels to Gurent Liabililies: Ha%m
Cash & Equiv's to Curreni Liabililies: 8%
Waorking Copilal to Sales: 3%

5-Year Av'g
125%
10%
5%

{A] Diluled eamings. Excludes nonrecul
alns (ksses): '00, (3¢} '01, (S5¢) €2, 1¢;

?239‘, ; 07, (54¢); '08, (§1.35); '08, (T4¢). Nexl

earnings report mid-May. Excludes discontin-
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RECENT 3 96 TRALING 1 8 RELATVE DivD 0/
YORK WATER CO NDQ-.yorw PRIC 1 PIE RATI 2 10 { PIERATIO 1.15 YLD 3.7 0
10 22 13.45 1342 14.03 17.87 20,09 18.55 18.50 17.95 15.00] High
5.87 8.20 9,33 11.00 11.67 15.33 15.45 .23 9.74 13.04 | Low
PERFORMANCE 3 Average LEGENDS
3 o Flzlgﬁ:eMsot‘:#?n - ] by T 3
it &l [ LA TITIY T T
Technical Avuraga ) 2-rnr-1 aplit 5102 ¢ . - | Ii‘ll/u‘ . ! -'Trhn““—- ud l,ll-‘-’“ L 13
SAFETY 3 sworogs Sgﬂ“’zﬂt‘;m,mm-}nr%" R T T |!f-'|.-.- .
BETA .65 (1.00 = Markel} T R i . .
s LR TN O L, . 5
4
Hinanclal Strength B+ N 3
Price Stabllity 85 2
Price Growth Persislence 55
Earnings Predictablity 95 — Tk — 11— T T T 1 Vg{f’
NPT FETR T TR 0 Y T LR AR ATHINAT FOAYRT e E | RV T BT AR T lhous.}
© VALUE LINE PUBLISHING, INC,| 2004 2002 2003 2004 2005 2046 2007 2008 2009 201072011
REVENUES PER SH 2.05 2.058 217 218 2.58 2.56 279 289 2,95
"CASH FLOW" PER SH 58 57 65 65 79 17 86 .88 .85
EARNINGS PER SH 43 A0 A7 49 .56 58 57 57 64 68MBLT2C
DI\'D DECL'D PER SH .34 38 37 .39 42 A5 A48 A9 51
CAP'L SPENDING PER SH .75 .68 1.67 2.50 1.69 1.85 1.69 217 1,18
BOOK VALUE PER SH 319 3,90 4.06 4.65 4.85 5.84 597 6.14 6.92
COMMON SHS QUTST'G [MILL) 9.45 9.55 9,63 10.33 10.40 11.20 11.27 1137 12.56
AVG ANN'L PIE RATIO 17.9 269 245 25.7 26.3 31.2 30.3 248 219 20.5/19.4
RELATIVE PIE RATIO 92 1.47 140 1.36 1.39 168 1.61 1.48 1.46
AVG ANN'L DIV'D YIELD 4.3% 3.3% 3.2% 3.1% 2.9% 2.5% 28% 35% 3.6%
REVENUES {$MILL} 194 19.6 20.9 225 268 28.7 314 328 370 Bold figures
NET PROFIT ($MILL) 4.0 38 44 4.8 58 6.1 6.4 6.4 7.5 are consensus
INCOME TAX RATE 35.8% 34.9% 34.8% 35.7% 36.7% 34.4% 36.5% 36.1% 37.9% sornings
AFUDC % TO NET PROFIT 2.2% 3.7% - - - 7.2% 3.6% 10.1% . sstimales
LONG-TERM DEBT RATIO 47.7% 46.7% 43.4% 42.5% 44.1% 48.3% 46.5% 54.5% 45.7% and, using the
COMIMON EQUITY RATIO 52.3% 53.3% 56.6% §7.5% 56.9% 51.7% 53.5% 45.5% 54.3% racent prices,
TOTAL CAPITAL {($MILL) 68.6 68.9 69.0 836 80.3 126.5 125.7 153.4 160.1 P/E ratlos.
NET PLANT [$hHLL) 102.3 108.7 116.5 140.0 155.3 174.4 191.6 211.4 222.0
RETURN ON TOTAL CAP'L 7.9% 7.4% 8.5% 1.6% 8.4% 6.2% B8.7% 57% 6.2%
RETURN CN SHR, EQUITY 11.2% 10.2% 11.4% 10.0% 11.6% 9.3% 9.5% 9.2% 8.6%
RETURN OM COM EQUITY 11.2% 10.2% 11.4% 10.0% 15.6% 9.3% 9.5% 9.2% 8.6%
RETAINED TO COM EQ 2.5% 1.3% 2.6% 2.1% 3.0% 2.2% 1.7% 1.4% 1.9%
ALL DIV'DS TO KET PROF 78% B8% 7% 79% 4% 7% 82% 85% 78%
ANo. of analys!s changing sam. esl. In fast 10 days: 0 up, O down, consensus 5-ywar eamings growth 8.0% per year. BBased upon 4 rnslysls® estimates. CBased upon 4 anslysts’ estimales.
ANNUAL RATES ASSETS {§mill) 2007 2008 1200
of change (par share) 5 Yrs. 1YE | Cash Assels o 0 0
5§"°,','"F‘fs.f ?g:f' ggg’; Recelvables 52 58 54 | BUSINESS: The York Water Company engages in the
Ea?r?ingsm Sin 25 !c’)“’lhzf;lw {Avg cost) -g ; 1'(7; impounding, purification, and distribution of water in York
Bhidends B.0% 35% | orent Assels & 73 11 County and Adams County, Permsylvania. The company
Book Value 8.5% 13.0% " : " | supplies water for residential, commercial, industrial, and
Fiscal | QUARTERLY SALES {mill) |y | Property, Piant Dlh'er customers. It has two Teservoirs, Lake Williams,
Year | 1@ 20 30 40 |vear Amgqum, al cost 25?; 2;5-2 232-3 which is 700 feet long and 58 feet high, and creates a
W07 74 79 83 T8 1314 Mol Property 1916 214 2220 | Teservoir covering approximately 165 acres containing
125108L 75 18 86 B9 1328/ Other 428 217 197 | about 870 million gallons of water; and Lake Redman,
12368) BB 82 98 92 |37.0( Tolal Assets 2110 2404 2488 § which is 1,000 feet long and 52 feet high and creates a
1231150 reservoir covering approximately 290 acres containing
Flscal EARNINGS PER SHARE | Ful kﬁg‘%:;gafm{"-) 27 20 .4 | about 1.3 billion gallons of water. In addition, the company
Year | 1@ 2@ 3@ 4Q |Year| g pus 150 87 g3 | possesses a 15-mile pipeline from the Susquehanna River to
128108| 12 14 AT 45 | 58 | Other 32 35 38 | Lake Redman that provides access to an additional supply
125071 12 45 45 45 | .57 [ CumentLish 24 142 4.8 | of water. As of December 31, 2009, the company served
123308] .11 A3 A5 A8 | .57 approximately 180,000 residential, commercial, industrial,
12309 43 47 A8 A6 | .84 and other customers in 39 municipalities in York County
L S LR Loffsﬁg;g#o%m AND EQUITY and seven municipalities in Adams County. Has 111 em-
Cal- | QUARTERLY DIVIDENDS PAID |yl ' ployees. CE.O. & President: Jeffrey R. Hines. Inc.: PA.
. endar | 1Q 20 3Q 4Q  |Year| total Del;tssz.s mill. Due In 5 ¥rs, $24.8 mill. | Address: 130 Fast Market Street, York, PA 17401, Tel.:
LT Dabt $73.2 mill. R . .
2607 | 118 118 498 118 | 47 Including Cap, Leases Noag (717) 845-3601. Internet: hitp:/fonvw.yorlowater.com.
008 | a2 a2 a2t [ .48 {46% of Cap'l) W
2008 g2 126 426 126 | .50 | {gasas, Uncapltalized Annual renlals None N
wo | a2 om ’ April 23, 2010
Penslon Liabllity $8.8 mil. in ‘09 vs. §3.8 mil. in '08
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
20109 3009 4qrog | PId Stock Nene PId Div'd Pald Nona Dividends plus sppreciation as of 3/31/2010
to Buy 0 35 28| tommon $tock 12,568,724 shares 3 Mos. 6 Mos. 1vr. 3 ¥ra. 5 Yra,
1o Sell 12 16 15 (5% of Gap')
Hid's{C00) 2477 2941 2081 -4.36% 1.00% 15.19% -10.47% 26.22%
® v ine. A i erved. Faclual material Is obtained k Befoved 1o ba refistie 3ad s provided without wonantics of
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