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Morningstar Pillars Analyst Quantitative . ' 5 '
o s W American Water Works' 20 EPS Rises on New Rates and Cost Efficiency
Valuali *k Overvalued
Uncertainty Low Low
Financial Heaith = Moderate Mark Barnatt, Analyst, 23 February 2015 ongoing O&M, and the absence of costs related to the
it Mot ek Eity Resebiel lnvestiiaiit Thosis Freedom [ndustries spill from 2014, American Water's
Quantitative Valuation American Water Works' eamings and dividend growth consistent improvement of regulatory returns continues
AWK : . e .
@ Q should outstrip many of its regulated utility peers', but the ~ With zcgnqsohdateddrelur;s on equity |mp:ovmgb modestl(\;
- . : : 14 year-to-date. Rate cases continue to be a mixe
" . = | valuation placed on that growth typically is among the V'
Undervalued Fairly Valusd Orvaiad bag of outcomes, but for the most part American Water

Current  5-YrAvg  Sector Country

Price/Quant Fair Value 1.1 1.12 094 092
Price/Earnings 216 192 162 206
Forward P/E 197 — 153 152
Price/Cash Flow 92 73 63 123
Priceffree Cash Floww 4646 65857 135 194
Dividend Yie!d % 239 274 377 20

Source: Marrirgstar

Bulls Say
= NMuochof-America's water infrastructure” é ol
and poorly maintained. A 2007 EPA estimate put
the cost of updating communily infrastructure at
. close to $335 billian for drinking water alone.
= American Wate‘r's'éﬁé‘éﬁduIiﬂié'rin'é:d'vé)mage
in pursuing new customers and acquisitions in the
coming years. Tuck-ins to exisling systems are a
cheap source of growth.
= Unregulated projects, such as the Tampa Bay
desalination plant and Gillette Stadium's water
reuse system, showcase American Water's
expertise to prospective customers.

Bears Say
= American Water's sizable plans for infrastructure
replacement and upgrades will run into
canservation from rising rates for water that has
traditionally been cheap.
= Conservation is biting into weather-adjusted
usage across American Waler's territories,
. requiring higher rates to maintain returns.
+ = Acquisitions of regulated utilities can be
difficult, as American Water realized with its
failed offer for Trenton Water Works.

richestofanyU.S. utility, especially since returns on equity
and on invested capital are unflattering and we believe
will remain so.

Water regulation does not, inourview, deserve a premium
to electric and gas regulation, proved by low realized
returns. Conservation-driven usage declines will also
remain a headwind that could slow growth beyond our
expectations, limiting management's ability to increase
earnings and cash flow despite increasing rate base
investment.

We have no issues with American Water's core business.
The firm has repaired its balance sheet and regulatory
relationships following its divestiture by RWE. Regulated
investment should provide a good runway for growth over
a vary long horizon given the need for investment in
American water systems.

However, we expect 6% eamings per share growth
through 2018 with earned returns on equity remaining
near 3%, hardly a case to trade at a significant premium
to regulated gas and electric peers. There is clearly value
in controlling water, but that value is severely limited by
regulation. Investors would be well served to remember
this regulatory oversight when considering an investment
in American Water Works, regardless of the fine job that
management has done within its business model.

Mark Barnett, Analysl, 06 August 2015

Analyst Note

We will be maintaining our $45 per share fair value
estimate and stable narrow moat rating for American
Water Works after the company released second-quarter
earnings results on Aug. 6. During the quarter, American
Water earned $0.68 per share, an 8% increase over
second-quarter 2014 EPS of $0.63. Management
reaffirmed full-year 2015 guidance of $2.55-82.65 per
share, in line with our latest forecast of $2.59 per share.

The growth in earnings was driven by new rates, lower

is getting closer to earning its allowed returns, particularly
for the company's largest jurisdictions.

We continue to expect a modest improvement in
consolidate returns on equity and consistent though
modest returns on invested capital above American
Water's cost of capital, though hitting management's
operating expense efficiency targets will be essential.
Year-to-date O&M efficiency has continued the positive
trend. American Water's investment riders outside of the
formal rate case processare also contributing toimpraving

results and lower regulatory lag. FILED
February 22, 2016
Data Center
Missouri Public
Service Commission

Economic Moat

Mark Bamett, Analyst, 23 February 2015
We assign American Water Works a narrow moat rating.
Utility regulationinthe U.S. recognizes the need for capital
providers--lenders and sharehelders--to earn a return on
their investments while ensuring that utilities do not take
advantage of their service area monopolies by gouging
customers. American Water's historical returns on capital
suffered from rate freezes and poor relations related to its
purchase and quick divestiture by German utility
conglomerate RWE, but we believe that on a
forward-looking basis the requlatory compact will provide
for a return marginally but consistently above American
Water's cost of capital. Given that nearly all of American
Water's profits come from fully regulated businesses,
even a smaller spread earns the firm a narrow ecanomic
moat. American Water's diversity of regional footprint
means that weaker returns experienced in the short term
at any one subsidiary will have only a minor impact on
consolidated returns, though regulatory problems at its
largest segments in Pennsylvania or New Jersey could be
more meaningful.

Valuation

Mark Barnelt, Analyst, 23 February 2015

We are increasing our fair value estimate to $45 per share
from $41 after recalibrating our capital cost assumptions
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for American Water to better align with the returns equity
and debt investors are likely to demand over the long run.
We now assume a 7.5% cost of equity, down from 8%.
This is lower than the 9% rate of return we expect
investors to demand of a diversified equity portfolio,
reflecting American Water's lesser sensitivity to the
economic cycle, and lower degree of operating leverage.
Modestly offsetting this change is an increase in our
long-term expected cost of debt financing to incorporate
a more normalized rate environment.

We expect the company to grow at a fairly strong clip for
a regulated utility, increasing EBIT and EPS at a 6%
average annual rate through 2018. We project capital
expenditures excluding acquisitions totaling $5.3 billion
the next five years to drive growth with contributions from
minor acquisitions and tuck-ins given the highly
fragmented nature of the industry. Rate cases should
continue to support the operating margin improvement
realized in 2012 and 2013. We project operating margins
to average 34% through 2018. We expect that returns on
equity however will be unimpressive, remaining around
9%.

One of our key assumptions is high-single-digit average
growth in the firm's nonregulated wastewater and
contract services segments during the five-year period.
We agree with management's assessment that
nonregulated design, build, and operate projects as well
as operating and maintenance partnerships provide an
attractive avenue for growth for which American Water
is poised to take advantage.

QOur valuation utilizes a 5.7% assumed weighted average
cost of capital, based on a 7.5% cost of equity.

Risk

Mark Bamatt, Analyst, 23 February 2015

American Water Works derives most of its profits from
regulated operations. Consequently, the greatest risk it
faces is regulation that does not allow the company to
earn its allowed retumn and does not protect it from
regulatory lag, which is the time between the incurring
and the recovery of costs. A prolonged freeze in the credit
markets could force the company to scale back growth
expenditures. As acquisitions are a major source of
growth for this company, competition with rival regulated
utilities is a threat to American Water Works' growth
prospects. Municipalities may also resist its overtures, as

they did in Trenton in 2010. Its nonregulated businesses
are also subject to competition.

Management

Mark Bamelt, Analyst, 23 February 2015

We think management deserves a Standard stewardship
grade. American Water Works' senior management has a
wealth of experience in dealing with regulation and in the
water services industry in particular. FormefJPresident and
CEO Donald Correll had more Wé%?‘s of expe

at water utilities, includin ars with United Water
Resources, and managed'to kqep the company's house in
line despite a difficft periodyith the RWE debacle.
Presidentand CEO Jeffry Sterba served more than30years
with PNM Resources in both power and water-Judgi
by the regulatory successes in 2010 and 2011, Sterba has
done a fine job at the tiller so far, though there were some
disappointing cases in 2012 and 2013.

The decision to trim debt and divest noncore operations
strikes us as prudent and should allow the company to
focus its efforts on improving regulation in its largest
segments. However, American Water is likely to continue
doing deals, which brings risk of overpaying and
expectations of improving returns that don't materialize.
Improving returns at a regulated utility is a long process
even in favorable jurisdictions.
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Higher revenue from the company's market-based
Analyst Notes Archive operations and new rate increases drove top-line

American WaterWorks' 20 EPS Rises onNew Rates
and Cost Efficiency

Mark Barnett, Analyst, 08 August 2015

We will be maintaining our $45 per share fair value
estimate and stable narrow moat rating for American
Water Works after the company released second-quarter
earnings results on Aug. 6. During the quarter, American
Water eamed $0.68 per share, an 8% increase over
second-quarter 2014 EPS of $0.63. Management
reaffirmed full-year 2015 quidance of $2.55-$2.65 per
share, in line with our latest forecast of $2.59 per share.

The growth in eamings was driven by new rates, lower
ongoing O&M, and the absence of costs related to the
Freedom [ndustries spill from 2014. American Water's
consistent improvement of regulatory returns continues
with consolidated returns on equity improving modsstly
over 2014 year-to-date. Rate cases continue to be a mixed
bag of outcomes, but for the most part American Water
isgetting closertoearning its allowed returns, particularly
for the company's largest jurisdictions.

We continue to expect a modest improvement in
consolidate returns on equity and consistent though
modest returns on invested capital above American
Water's cost of capital, though hitting management's
operating expense efficiency targets will be essential.
Year-to-date 0&M efficiency has continued the positive
trend. American Water's investment riders outside of the
formal rate case process are also contributing to
improving results and lower regulatory lag.

American Water's 10 EPS Rises Modestly on New
Rates, Nonregulated Sales; 2015 Guidance
Confirmed

Mark Barnett, Analyst, 07 May 2015

We maintain our $45 per share fair value estimate and
stable narrow moat rating for American Water Works
after the company released first-quarter 2015 results.
During the quarter, American Water earned $0.44 per
share, a 7% increase over first-quarter 2014 EPS of $0.41
excluding charges related to the Freedom Industries spill.
Management also confirmed full-year 2015 EPS guidance
of $2.55-82.65, in line with our latest projection for 2015
EPS of $2.59.

improvement. American Water's continued push to
improve operational efficiency across its utilities
contributed as well to push earnings results higher year
overyear. American Water has done afine job of improving
returns at its regulated utilities despite regulation that is
often harder to navigate than gas or electric utility
regulation. We expect modest improvement in realized
regulated and corporate ROEs to provide amodest tailwind
for American Water's regulated investment-driven
growth.

While it's a straightforward story of slowly improving rate
structures  and recovering much-needed regulated
investment, it remains a story with legs that will drive
ahove-average earnings growth atleastduring our explicit
five-year horizon. But as with most regulated utilities in
today's market environment, we think investars continue
to pay an unreasonably high premium for that growth.

American Water's 2014 Results and 2015 Guidance
In Line; Regulated Performance Continues to
Improve

Mark Bamett, Analyst, 25 February 2015

We are maintaining our $45 per share fair value estimate
and stable, narrow moat ratings for American Water
Works after the company reported 2014 financial results
in line with our forecasts and continued its steady
regulated growth. American Water earned $2.39 per share
in 2014--$2.43 excluding costs to deal with the Freedom
Industries spill. This is close to our $2.42 per share
estimate and represents a 10% increase on an adjusted
basis from 2013 EPS of $2.21. Management also said that
it expects 2015 EPS of $2.55-82.65 per share, near our
projections of $2.59.

American Water's steady program of rate cases and
tuck-in acquisitions combined with a modest increase in
gross margin from the nonregulated segment drove the
year-over-year financial improvement. The company
realized a modest bump in consolidated return on equity,
an area where American Water still has a lot of ground to
make up to catch its regulated electric and gas utilities
peers. The gap between American Water's realized ROE
and its relatively low allowed ROE remains significant.
However, the firm continues to make pregress with rate
catch-up, improvements in regulatory mechanisms, and
cutting per-customer costs.
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Market Cap (Bil) Industry

Utilities - Regulated Water

We expect management to continue adding small tuck-in
acquisitions and investing a growing capital expenditure
budget into its utilities to continue driving above-average
growth in EPS and dividends in a typically slow-moving
sector. However, we remain skeptical of American
Water's significant premium to its gas and electric peers
and caution that it is one of the most overvalued utilities
WE COver.

Stewardship

Standard
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Last Close Quantitative Fair Value Estimate Market Cap (Mil} Sector Industry
54.29 49,03 9,786.1 K uiities Utilities - Regulated Water (2 United States
American Water Works Co Inc provides water and Price Vorsus Quantitative Fair Value
waslewate.r serviceg to residential, commercial and indqsm’al 2011 2012 2013 2014 2015 2016
customers in the United States and Canada. It operates in two Sales/Share
segments; Regulated Businesses and Market-Based Quantitative|Fair Value Estinjate — Forecast Range
Operations. @@ ...... B ;ci::;;zd Price
Quantitative Scores Seores Iy m y 56 A Split
All Rel Sector Rel Country £ A _ Momentum: Neutral
Quantitative Mot~ Nerrow 99 97 97 Pe e v S 2 Standard Deviation: 13.38
Valuation Overvalued 4 7 5 Y i
Quantitative Uncertainty Low 100 9 99 % 4 T : ¥
Financial Health Moderate 69 76 69 47.8 SZWk 5748
T v
(:? "3‘ 2172 5Yr 57.48
i iy Vakood | 285 203 16.1 29.0 37 Total Return %
| 280 41 -17.1 16.1 08 +/—- Market (Morningstar US Index)
282 264 258 227 239 Dividend Yield %
19.0 17.6 20.7 242 216 Price/Eamings
Valuation Sector  Counly 20 23 26 32 32 Price/Revenue
Current 5YrAvg  Median  Medan Unidervalad
Price/Quant Fair Value 1.1 112 0.4 0.92 Fairly Valved
Price/Eamings 28 192 162 206 Ouergihoed
Forward PfE 19.7 — 153 15.2
Price/Cash Flow 92 73 63 123 | | | | I . l | T2778  Monthly Volume (Thousand Shares)
Price/freaCash Flow 4646 65867 135 194 | | I ” “”“””l |||“” ||| ||||||||||| “” | Liquidity: High
Dividend Yield % 239 274 an 217
Price/Book 19 14 14 24 2010 2011 2012 2013 2014 i  Financials [Fiscal Year in Mil)
Price/Sales 32 2.2 13 19 2,711 2,666 2877 2,902 3011 3058 Revenue
1.l 16 79 09 38 15 %Change
Profitability Sector  Country 748 803 925 946 1,003 1042 Operating Income
Current 5-YrAvg Median  Median 3309 14 15.2 23 6.0 40 % Change
Return on Equity % 90 78 98 120 268 310 358 369 423 449 Net Income
feturn on Assets % 28 23 33 49 775 808 956 8% 1,097 1,085  Operating Cash Flow
Revenue/Employee (K) 4778 4106 1,093 3014 -B09 978 986 -1,045 956 -1.044 Capital Spending
-34 -170 -30 -149 141 21 Free Cash Flow
Quantitative Moat Score -13 6.4 -1.0 -5.1 47 0.7 % Sales
. W 153 175 201 2.08 235 249 EPS
— 144 148 25 14.1 6.0 % Change
- 020 -0.88 017 034 0.00 032 Free Cash Flow/Share
& 0.86 0.80 1.21 0,84 1.21 1.27 Dividends/Share
I 2359 24.24 2510 2597 7na 21.70 Book Value/Share
A P 2 175,664 176,988 178,379 179,462 180,257 180.257 Shares Outstanding (K)
Profitability
= 66 14 83 8.1 88 9.0 Retum on Equity %
19 21 24 25 27 28  Return on Assets %
S ——— 99 156 124 127 141 147 NetMargin%
o MG R A W Ay R AR 020 0.18 020 018 0.19 049 Asset Tumover
— 34 35 33 32 33 33  Financial Leverage
Fimanoipt el o 5 M W 1000 1000 1000 1000 100.0 1000 Gross Margin %
Distance to Default 07 06 06 05 218 301 321 326 33 341 Operating Margin %
Soiericy See _ . gm0 5502 5434 5340 5191 5213 5433 5433 Long-Term Debt
P 13 33 27 17 4132 4200 4445 4,128 4816 5053 Totel Equily
Long-Term Deb/Equity 1.1 12 07 03 02 02 03 0.2 0.2 0.2 Fixed Asset Tumns
Growsth Per Share Quarterly Revenue & EPS Revenue Growth Year On Year %
I-Year  3Year  G5Year 10Year  Revenue (Mil) Mar Jun Sep Dec  Total
Revenue % 46 4.1 43 58 2015 698.1 782.1 — — — 72
Operaling Income % 5.7 T 420 — 2014 681.9 7592 846.2 7314 30113
Earnings % 155 114 — 31 013 6361 7243 8292 7123 28013 45 48
Dividends % 40 104 g1 20 2002 6186 7455 B8 6809 28763 20 27 24 %
Book Value % 33 43 36 __ Famings Per Share
2015 0.44 0.68 — — —_ 03
Stock Total Return % 128 149 215 014 038 061 085 052 235 23
013 0.32 0.57 0.84 0.33 2.05 a3 2018 2015
2012 0.24 0.60 0.86 0.31 2.01
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Morningstar Equity Research Methodology

Fundamental Analysis

At Momingstar, we believe buying shares of superior
businesses at a discount and allowing them to com-
pound over time is the surest way to create wealth in
the stock market. The long-term fundamentals of busi-
nesses, such as cash flow, competition, economic cy-
cles, and stewardship, are our primary focus. Occa-
sionally, this approach causes our recommendations to
appear out of step with the market, but willingness to
be contrarian is an important source of outperfor-
mance and a benefit of Morningstar’s independence.
Our analysts conduct primary research to inform our
views on each firm's moat, fair value and uncertainty.
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\ *hkkk
; *kk
/ *k

*

Fundamental Economic  FairValue  Uncertainty Star
Analysis Moal Rating Estimate Assessment Rating
Economic Moat

The economic moat concept is a comerstone of Morn-
ingstar's investment philesophy and is used to distin-
guish high-quality companies with sustainable com-
petitive advantages. An economic moat is a structural
feature that allows a firm to sustain excess retums
over a long period of time. Without a moat, a compa-
ny’s profits are more susceptible to competition. Com-
panies with narrow moats are likely to achieve normal-
ized excess returns beyond 10 years while wide-moat
companies are likely to sustain excess returns beyond
20 years. The longer a firm generates economic profits,
the higher its intrinsic value. We believe lower-quality
no-moat companies will see their returns gravitate to-

Economic Moat

ward the firm’s cost of capital more quickly than compa-
nies with moats will. We have identified five sources of
economic moats: intangible assets, swilching costs,
network effect, cost advantage, and efficient scale.

Fair Value Estimate

Qur analyst-driven fair value estimate is based primari-
ly on Morningstar's proprietary three-stage discounted
cash flow model. We also use a variety of supplemen-
tary fundamental methods to triangulate a company’s
worth, such as sum-of-the-parts, multiples, and yields,
among others. We're looking well beyond next quarter
to determine the cash-generating ability of a company's
assels because we believe the market price of a securi-
ty will migrate toward the firm’s intrinsic value over
time. Economic moats are not only an important sorting
mechanism for quality in our framework, but the desig-
nation also directly contributes to our estimate of a
company’s intrinsic value through sustained excess re-
turns on invested capital.

Uncertainty Rating

The Morningstar Uncertainty Rating demonstrates our
assessment of a firm’s cash flow predictability, or valu-
ation risk. From this rating, we determine appropriate
margins of safety: The higher the uncertainty, the wider
the margin of safety around our fair value estimate be-
fore our recommendations are triggered. Our uncertain-
ly ratings are low, medium, high, very high, and ex-
treme. With each uncertainty rating is a corresponding
set of price/fair value ratios that drive our recommen-
dations: Lower price/fair value ratios (<1.0} lead to pos-
itive recommendations, while higher price/fair value

COMPETITIVE FORCES
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Morningstar Equity Research Methodology

ralios (~1.0) lead to negative recommendations. In very
rare cases, the fair value estimate for a firm is so un-
predictable that a margin of safety cannot be properly
estimated. For these firns, we use a rating of extreme.
Very high and extreme uncertainty companies tend to
have higher risk and volatility.

Quantitatively Driven Valuations

To complement our analysts’ work, we produce Quanti-
tative Ratings for a much larger universe of companies.
These ratings are generated by statistical models that
are meant to divine the relationships between Moin-
ingstar's analyst-driven ratings and key financial data
points. Consequently, our quantitative ratings are di-
rectly analogous to our analyst-driven ratings.

Quantitative Fair Value Estimate (QFVE): The QFVE is
analogous to Morningstar's fair value estimate for
stocks. [t represents the per-share value of the equity
of a company. The QFVE is displayed in the same cur-
rency as the company’s last close price.

Valuation: The valuation is based on the ratio of a compa-
ny's quantitative fair value estimate to its last close price.

Quantitative Uncertainty: This rating describes our lev-
el of uncertainty about the accuracy of our quantitative
fair value estimate. In this way it is analogous to Mom-
ingstar’s fair value uncertainty ratings.

Quantitative Economic Moat: The quantitative moat
rating is analogous to Mormingstar's analyst-driven

economic moat rating in that both are meant to de-

scribe the strength of a firm's competitive position.

Uncertainty Rating

Understanding Differences Between Analyst
and Quantitative Valuations

If our analyst-driven ratings did not sometimes differ
from our quantitative ratings, there would be little val-
ue in praducing both. Differences occur because our
quantitative ratings are essentially a highly sophisti-
cated analysis of the analyst-driven ratings of compa-
rable companies. If a company is unique and has few
comparable companies, the quantitative model will
have more trouble assigning correct ratings, while an
analyst will have an easier time recognizing the tiue
characteristics of the company. On the other hand, the
quantitative models incorporate new data efficiently
and consistently. Empirically, we find quantitative rat-
ings and analyst-driven ratings to be equally powerful
predictors of future performance. When the analyst-
driven rating and the quantitative raling agree, we find
the ratings to be much more predictive than when they
differ. In this way, they provide an excellent second
opinion for each other. When the ratings differ, it may
be wise to follow the analyst’s rating for a truly unique
company with its own special situation, and follow the
quantitative raling when a company has several rea-
sonable comparable companies and relevant informa-
tion is flowing at a rapid pace.

Price/Fair Value
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Low Medium
Uncertainty Rating
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*kk

okodok
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High Very High
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Fair Value Estimate

45.00 usD

Last Price

54.29 usD

14 Aug 2015

Momingstar Rating

* %
14 Aug 2015

Price/Fair Value

1.21

Dividend Yield %

2.39

14 Aug 2015

Market Cap (Bil)

9.79

14 Aug 2015

Industry

Utilities - Regulated Water

Stewardship

Standard

Unless stated otherwise, this report was prepared by
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employed by Morningstar, Inc., or one of its affiliates.
It has not been made available to the issuer prior to
publication.

The Morningstar Rating for stocks identifies stocks
trading ata discount or premium to their intrinsic value.

Five-star stocks sell for the higgest risk-adjusted
discount whereas one-star stocks trade at premiums to
their intrinsic value. Based on a fundamentally focused
methodology and a robust, standardized set of
procedures and core valuation tools used by
Morningstar's Equity Analysts, four key components
drive the Morningstar Rating: 1. Assessment of the
firm's economic moat, 2. Estimate of the stock's fair
value, 3. Uncertainty around that fair value estimate
and 4. Current market price. Further information on
Mormingstar's methodology is available from
http://global. morningstar.com/equitydisclosures.

This Research Report is current as of the date on the
report until it is replaced, updated or withdrawn. This
report may be withdrawn or changed at any time as
other information becomes available to us. This report
will be updated if events affecting the report materially
change.

Conflicts of Interest:

-No material interests are held by Morningstar or the
Equity Analyst in the financial products that are the
subject of the research reports or the preduct.

-Equity Analysts are required to comply with the CFA
Institute's Code of Ethics and Standards of Professional
Conduct.

-Equity Analysts' compensation is derived from
Morningstar's overall earning and consists of salary,
bonus and in some cases restricted stock.

-Equity Analysts do not influence Morningstar's
investment management group's business arrangements
nor allow employees from the investment management
group to participate or influence the analysis or opinion
prepared by them. Morningstar will not receive any
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Morningstar does not receive commissions for
providing research and does not charge companies to
be rated.

-Equity Analysts use publicly available information.

-Morningstar may provide the product issuer or its
related entities with services or products for a fee and
on an arms length basis including software products
and licenses, research and consulting services, data
services, licenses to republish our ratings and research
in their promotional material, event sponsorship and
website advertising.

-Further information on Morningstar's conflict of
interest policies is available from http://global.mornin-
gstar.com/equitydisclosures.

If you wish to obtain further information regarding
previous research reports and recommendations and
our services, please contact your local Morningstar
office.

Unless otherwise provided in a separate agreement,
you may use this report only in the country in which its
distributor is based.

Unless stated otherwise, the original distributor of this
document is Morningstar Inc. The information
contained herein is not represented or warranted to be
accurate, correct, complete, or timely. This report is for
information purposes only, and should not be
considered a solicitation to buy or sell any security.

Redistribution is prohibited without permission.

For Recipients in Hong Kong: The research is prepared
and issued by Morningstar Investment Management
Asia Limited, which is regulated by the Hong Kong
Securities and Futures Commission to provide
investment research, non-discretionary investment
consulting services, and discretionary investment
management services to professional investors only.
Neither Morningstar Investment Management Asia
Limited, nor its representatives, are acting or will be
deemed to be acting as an investment manager or
advisor to any recipients of this information unless
expressly agreed to by Morningstar Investment
Management Asia Limited. Forenquiries regarding this
information, please contact a Morningstar Investment
Management Asia Limited Licensed Representative at
http://global.morningstar.com/equitydisclosures.

For Recipients in India: Research on securities as
defined in clause (h) of section 2 of the Securities
Contracts (Regulation) Act, 1956 ("lnvestment
Research”) is prepared by Morningstar Investment
Adviser India Private Limited, which is registered with
the Securities and Exchange Board of India. Investment
Research is intended for educational purposes only; it
is not intended to be an offer, solicitation, or
call-to-action for the purchase or sale of a security. You
should seek the advice of a financial professional
before makinganinvestment decisionto ensure, among
other things, that the security is suitable based on your
particular needs and circumstances.
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American Water Works Co Inc(USD) AWK tastciose s

American Water Works Co Inc provides water and

waslewater services 1o residential, commercial and
industrial customers in the United States and Canada. It
operates in two segments; Regulated Businesses and

Market-Based Operations.

1025 Laurel Oak Road
Voorhees, NJ 08043
Phone: +1 856 346-8200

Website: htlp://vavw.amwater.com

Growth Rates Compound Annual

Grade: C 1¥r 3Yr 5Yr 10Yr

Revenue % 46 4.1 43 58

Operating Income % 51 77 40 —

Earnings/Share % 155 M4 — 31

Dividends % 440 104 81 20

Book Value/Share % 33 43 38 —

Stock Total Return 128 149 215 —

+/- Industry 158 152 94 —

+/- Market 36 -7 49 —
Profitability Analysis

Grade: € Current 5YrAvg Ind Wit

Return on Equity % 90 78 84 210

Return on Assets % 28 23 30 78

Revenue/Employee $K 4778 4106 — 9335

Fixed Asset Tums 02 02 04 14

Inventory Turns — — 383 98

Gross Margin % 1000 1000 642 448

Operating Margin % 341 314 226 191

Net Margin % 147 123 120 138

Free Cash Flovi/Rev % 0.7 —  -14 152

R&D/Rev % _ = = —
Financial Position (USD)

Grade: B 12:14 M 0515 A4
Cash 23 145
Inventories 37 38
Receivables 455 514

Current Assets 661 850
Fixed Assels 13029 13358
Intangibles 1208 1210

Total Assets 16131 16732
Payables 310 325
Short-Term Debt 511 883

Current Liabilities 1241 1512
Long-Term Debt 5433 5433

Total Liabilities 11215 11679

Total Equity 4916 5053
Valuation Analysis

Current 5YrAvg Ind Nt

Price/Earnings 216 192 186 192

Forward P/E 19.7 —  — 206

Price/Cash Flow 92 73 55 117

Price/Free Cash Floww 4646 6586.7 -1064 272

Dividend Yield % 24 217 22

Price/Book 19 1.4 1.7 28

Price/Sales 32 22 23 36

PEG Ratio 30 — — 25

*3Yr Avg data is displayed in place of 5 Yr Avg

Sales $Mil Mkt Cap $Mil  Industry Currency
$54.29 $3,058 $9,786 Utilities - Regulated USD
Water
Morningstar Rating Fair Value Fair Value Economic Moat  Style Sector
Uncertainty ;
Lo $45.00 T— Mid Value Utilities
As ol 08-14-2015
—_ —_ — | 2365 | 23.03 | 2582 | 32.78 | 39.38 | 45.09 | 56.19 | 57.48 Annual Price High
— —_ — | 1647 | 16.22 | 19.41 | 2517 | 31.25 | 36.96 | 41.06 | 48.36 Low
............................... RecemtSplits
Price Volatility
.................................................................. . B30 1 Monthly HighyLow
"""""""""""""""""""""" R LT 230 — Rel Strength to S&P 500
........................................................ - 100 52 W'Eek Hi‘Qhﬂ.D‘W’S

57.48-47.58

40
10 Year High/low $
57.48-16.22

1.0

e o) =
- - ‘ - 5230 Trading Volume Thousand
O S =
2008 i 2009 | 2010 | 20n | 2012 | 2013 | 2o ‘ Y10 Stock Performance

— =  —  — 113 187 295 203 161 290 37 Total Retumn %

— — — — 52 18 274 43 63 153 08 +/- Market

— — — - 44 85 139 -08 N6 289 73 +/- Industry

— — — 10 37 34 28 26 26 23 24 Dividend Yield %

— — 735 3340 393 4426 5597 6572 7538 9565 9786 Matket Cap $Mil
2005 | 2006 [ 2000 | zom | 2009 [ 2010 | zmn [ 2012 [ 2003 [ zom4 [ TOM | Financials (USD)
2137 2093 2214 2337 2441 2555 2666 2877 2879 301 3058 Revenve SMil

— 1000 1000 1000 1000 1000 1000 1000 1000 1000 100.0 Gross Margin %

— M8 3 187 174 728 83 925 948 1003 1042 Oper Income SMil
— 118 o1 B0 71 285 301 321 329 33 I Operating Margin %
35 62 343 567 233 268 310 388 360 423 449 Net Income $Mil
72 097 214 352 139 153 173 211 206 239 249 Earnings Per Share §
000 D000 000 020 08 08 09 121 084 121 1.2 Dividends $

189 161 160 160 168 175 177 178 179 180 180 Shares Mil

— — 2839 2564 2291 2359 2474 2500 2697 2741 2803 BookValue Per Share §
— 34 474 552 5% 775 BOB 956 8% 1097 1065 Oper Cash Flow $Mil
— 709 761 -1034 815 803 -978 986 980 956 1044 Cap Spending SMil
— 36 287 481 219 34 470 30 84 4 2 Free Cash Flow $Mil
2005 | 2006 | 2007 [ 2008 [ 2009 [ 2000 [ 2om [ 2002 [ 203 [ 204 | Tim | Profitability ]
— -3 27 43 -8 19 21 24 25 27 28 Return on Assets %
— 43 82 30 58 66 74 83 81 88 90 Return on Equity %
— 016 017 018 018 013 018 020 019 013 013 Asset Tumover
152 78 -155 241 96 105 116 124 128 141 147 Net Margin %

— 33 29 32 34 34 35 33 32 33 33 Financial Leverage
2005 | 2006 | 2007 | 2008 | 2009 | 2000 | 2o [ 2002 | 213 | 2018 | 0615 | Financial Health (USD)
— 309 4675 4648 5312 5394 5340 5191 5213 5433 5433 Long-Term Debt SMil
— 5596 4571 4107 4005 4132 4240 4445 4728 4916 5053 Total Equity $Mil

— 08 103 143 133 131 126 17 110 L1 108 Debt/Equity

— 951 344 687 108 351 91 495 664 560  -622 Working Capital $Mil
205 | 2005 | 2007 | 2008 | 2000 | 200 | 2011 | 2002 [ 2003 | 200 [ TIM | Valustion ]
— 474 215 58 <61 165 190 176 207 242 216 Price/Eamings

— — 00 00 00 0 — 00 00 00 11 P/E vs. Market

— 42 33 14 15 1§ 20 23 26 32 32 Price/Sales

— — 18 08 10 11 13 15 16 19 18 Price/Book

— 269 156 60 63 57 74 69 83 91 92 Price/Cash Flow

Quarterly Results (USD) Close Compelitors

Reverua $M Sep Dec Mx  Jn MitCap M1 Rev SMI PE  ROE%

Most Recent 8460 7310 6980 7820 AquaAmerica lnc 4678 798 211 146

Previous 8220 7060 6790 7540 American Stales Water Co 1456 464 241 12.8

av cantli % S Bei MarJa peajor Fund Holders

Most Recent 29 36 28 36 I e

e 12 37 87 A2 pypoc Equity Dividend v B 207

e of ot ogy VenaverdMid Caplindex| 200

] : : 1 ; 059

Previous 084 033 038 061 Pictet Global Sel Glbl Utilities Eq P
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