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. INTRODUCTION
Please state your name, occupation and business address.

My name is Pauline M. Ahern and | am a Principal of AUS Consultants. My

-business address is 155 Gaither Drive; Suite A, Mount Laurel, New Jersey

08054.
Are you the same Pauline M. Ahern who previously.vsubmitted 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 rebuﬁal testimony of David
Murray, witness for the Missouri Public Service Commission Staff (the Staff).
1 will respond his criticisms of my recommended common equity cost rate.
Have you prepared schedules in suppori 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 misptaced 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 ! de;/eloped my recdmmended commaon

equity cost rate. In addition, | will reiterate evidence frorh my direct testimony
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which supports the difference in the results of thé 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. | wil}

show that his criticisms of my methodologies, speciﬁcaliy: 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

_(ECAPMA); and 6) the use of the CEM, are misplaced. Consequently, Mr.

Murray's common equity cost rate recommendation is qontrary 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 s¢ 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 modeis 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 thé 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 utiliies than for natural gasr utilites.  Water companies are
approximately four times as capital ihtensive 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

3
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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 all 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 enerQy 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 grdup, indicates greater risk for water
utilities, because, aé 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 common equity cost rate.l 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 Schedute

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 pravide suppart for “actual cost of (common] equity
differences in the capital markets and the differences in the indicated
bommon equity cost rates resulting from my applications of the DCF, RPM,
CAPM and CEM are not "“a function of inappropriate inpufs."

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
Qrowth is an average of the growth of the U.S. economy as a whole, with
some sectors / industries growing at a faster pace an.d some at a slower
pace as discussed on page 12, line 12 through pége 13, line 11 and
demonstrated on Schedule PMA-15.

Also, as noted in my rebuttal testimony, at page 11, line 17 through
page12, line 10, Staff did not voice such concerns abouf analysts’ projected
EPS growth rates in previous MAWC rate cases, whén prd}ected growth in
GDP wa.s also lower than the then current analystsA’ 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-cu'rrent stock price levels. lfis investor
expectations which are being reflected fn market prices.. As Morin notes’ “it

is the consensus forecast that is embedded in price and therefore in required



10
11
12
13
14
15
16
17
18
19
20
21

22

return, and not the future as it will furn out to be.” In addition, my direct

testimony on pages 38 through 41 presents academic 7 empirical support for

the superiority of analysts’ EPS growth forecasts.

On page 186, 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 academically and empirically as
discussed abo;\/e and my direct testimony refative to their influence on
investoré' pricing decisions, it is both interesting and relevant that the
Macquarié Research (Macquarie) repoﬁ 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 annuél 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 long-
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 APublic 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 10 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 rebuttal 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 & Pheibs, LLC (D&P) as of
November 30, 2008 and November 30, 2009. ltis inap‘propriate 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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I - 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
economi¢ event.

To forecast fundamental betas, Rosenberg uses a muitiple
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 = ag + asFactory + a;Factor; + azFactors + ... efc. (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

Reger A. Morin, New Reguiatery Finance, Public Utilities Reports, Inc., 2006, 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

for ratemaking and cost of capital purposes.

*
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However, these results are applicable to the Iarge, less business risky
D&P guideline companies and therefore do not reflect the greater business
risk due to MAWC's smaller relative size. As discussed in detail in my direct
testimony at pages 14 through 18 and again in my»febuttal testimony at

pages 27 through 28, all else equal, size has a bearing risk and must be

refiecting in a recommended common equity cost rate. **| GGG

15
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At tines 3 through 22 on page 21 of his rebuttal téstimony, 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 teétimony for the use of

multiple cost of common equity models and ignoring the Efficient Market

Hypothesis (EMH) upon which all cost of common equity models are
premised® which confirms that investors rely upon mutt.iple cost of common
equity models in formulating their required rates of retu.rn as discussed in my
direct téstimony at page 24, fines 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 bé utilized when assessing investors’ required returns. As stated in
my direct testimony, at page 27, lines 28 through 31, “[iln view of the
foregoing, it is clear that investors are or should be aware of all of the models
availableA 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 relati\/e to his concerns with the
RPM.
17
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of common equity models, Mr. Murray again relies upon “other availabie
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 pagé 23, line 23 through page 25, iine 1

has already addressed the MOSERS' expected return for large cap domestic
studies, conciuding 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 rebuttai 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 rejeded. '

On page 22, lines 3 through 14 and page 26, fines 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.

* * K

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 quote 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 ihe expectations of investors, whether

it be with forecasts of growth far 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 yieid 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
hodel 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 stack for an expected total return rate
;NhiCh 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., Dy2 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 vields 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, resp,ectiv'ely. 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 rﬁathematical e>_<ample is 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 riék 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 pkovides 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

weaith 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 theréfore 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 expécted returns, then it
is possible that these returns will be based on returns t‘hat are not consistent
with the l'ong—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 expectétions. Sometimes those expectations aré met;
_sometimés retums are greater than expected; and sometimes returns are
less thah 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 updn comparable 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?

Y'es, it does.

23
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BARRA AND (TS SUPPUERS DISCLAIM ALL WARBANTIES. EXPRESS OR IMPUED, REGARDING THE PRODUCTS AND THE SERYICES REFERENCE 1N THIS PURLICATION (AND ANY
RESULTS TO BE OBTANNED FROM THE USE THERECF), INCLUDING BUT NOT LIMITED TQ ALL WARRANTIES OF MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE OR
USEAND ORIGINALITY, AND ALL WARRANTIES ARISING FROM COURSE OF PERFORMANCE, COURSE OF DEALING AND USAGE OF TRADE OR THEIR EQUIVALENTS UNOER
THE LAWYS OF ANY [URSDICTION. THE PRODUCTS AND SERVICES ARE PROVIDED “AS IS” Accurdcy, congi y and compl ~of data are not guaranteed. Neither
BARRA nor any of its suppliers warrant that the products or services referenced in this publication will be uninterrupted or free from error ar from unauthorized
hidden programs introduced into such produces without thelr knowledge. BARRA products contain 3 number of analytical wools that shouid be used only by sophlstl-
cated investment professionals. There is no assurance that the financial instruments identified by the products will perform in a manner that is consistent with their
historical characceristics ar assuce the profitabllity or utility of fovecasts or expected values. Except as expressly agrend by BARRA, BARRA, shalt be deemed to be
providing fnvescment management, suparvision or advisory services. '

To the extent this publication discusses ygar 2000 readiness, it shall be corsidersd a “Year 2000 Readiness Disclosure” and shall not constitute a contract,a warran-
ty or the basls of 2ny subseription, license or other bargain or transattion.
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@  BARRA Predicted Beta

Historical 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 retumn. If the market is up 10%
over the risk-free rate, then—other things heid equai—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 retum.

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 historical approach:

* It does not recognize fundamental changes in the compar?'s aperations,
For example, when RJR Nabisco spun off its tobacco holdings in 1999,
the company's risk characieristics 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, ook piace 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. It the BARRA model
these risk factors include 13 attributes—such as size, yield, and
price/eamings ratio—plus industry exposure ailocated 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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BARRA

. 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 portiolio retum with the market return divided by the
variance of the market:

cov(r,.,
) 4,= vpfgr)

The covariance between fwo portfolios is decomposed into two parts:
a) the part explained by factors, called common factor covariance; and b)
the part unexplained by factars, 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,rn)=X] F X,

The specific covariance is:

’ N

(3) SPCOV(r,,7n)=%, hyhyo?
i=1

Now, combining eguations {1) and

' . (4) COV(r,5) = VAR(D
we have the formula for the BARRA predicted beta of a portfolio:

~ cov(r, )
5 = —_\P'm)
®) B, VAR,
_ CFCOV(r,.1,, )+ SP COV(r,,.1;,)
~ CF COV({r,,,r,)+SP COV(r,,,",)
NFAC NFAC ‘ N .
121 1(21 X o Fike X +§1 N0
= NEAC NFAC =
PIED) X i Xy + hZ.a?
= k=1 i=1
: . BARRA Predicted Beta - 2
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Technical Foundations

NFAC is the number of factors (68 in U.S. E2)

N is the number of assets in the market portfolio
Xo) is the portfolio's exposure to factor j
Fik is the covariance between factors k and j
Xnj is the market's expdsure to factor j
hp ; is the holding of the portfolic in asset
N is the holding of t_he market in asset /
a? is the specific variance of asset i
VAR, is the variance of thé market
®
. ’ . BARRA Predicted Beta - 3

hittp:{ferww.barra.convsupporttilibrary/PredictedBeta. pdf



Schedule PMA-28

Page 1 of 8
Capital Asset Pricing Model (CAPM) Cost-Of-Common-Equity Estimates
for Duff & Pheips' Guidetine Companies Corrected
to Reflacl a Prospective Risk-Free Rate, Value Line Adjusted Betas,
the Average Historical and Forecasted Market Equity Risk Premium and the
Empirical Capita) Asset Pricing Model (ECAPM)
i 2 3 4 5 5
Traditional Capital Assel Pricing Model
Beta Adjusted Costaf Market-to-
Risk-Free Company's Mariet Risk Market Risk Common 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%
Agua Arerica, Inc. 497% 0.65 731% A75% 3.72% 208%
Artesian Resources, Inc. 4.97% NA ‘7.31% NA NA 150%
California Water Senvice Group 497% 078 7.31% 548% 10.45% 181%
Middlesex Water Co. 4.97% Q.75 7.31% 5.48% 10.45% 173%
SJW Coxp. 4.97% 096 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% 8.72% 203%
Average 4.97% 0.81 7.31% 5.90% 10.87% 187%
Empirical Capital Asset Pricing Mode!
Beta Adjusted Cost of Market-to-
Rigk-Free Company's Market Risk Market Rigk Cammon Book

Company Name Rate (1) Beta (2) Premium {3) Premium(7)  _Equity (5) Ratto (6)
American States Water Co. 4.97% 0.80 7.31% 6.21% 11.18% 184%
Aqua America, Inc. 4.97% 065 7.31% 5.39% 10.36% 208%
Artesian Resources, Inc. 4.97% NA 7.31% NA NA 150%
Califomnia Watar Seqvice Group 4.97% Q.75 731% 5.94% 10.91% 181%
Middlesex Water Co. 4.97% 0.75 7.31% 594% 10.91% 173%
SJW Corp. 497% 0.95 71.31% 7.04% 1201% 176%
Southwest Water Co. 4.97% 1.10 7.31% 7.86% 12.83% 217%
York Water Co. 4.97% 0.65 7.31% 5.3%% 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} From note 2 on page 3 of Schedule PMA-12 {Updaled) in Schedula PMA-23.
(2) From pages 2 through B of this Schedule.
(3) Derived in nota 1 on page 3 of Schedule PMA-12 (Updated) in Schedule PMA-23.

{4) Column 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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Fix, Chg. Cov. 223% ato%  a4gy | SAua America managed to increase its

economic backdrop. For the full year,
revenues advanced 7%, mostly due to ben-
efits from rate-retief cases and gains from
acquisitions. This offset unfavorable
weather conditions that burt the top line.
The bottom line benefited from cost-
cutting efforts, but this was dlscounted by
& 6% increase in capital spending.
The company’s customer growth over
the next few years will most likely he
ained through acquisitions. Toward
this end, Aqua America’s New Jersey sub-

Cals EARNINGS PER SHARE & Full
andar JNar31 Jun3D Sop3D Dec.3i| Year

sidiary completed the purchase of the
water system assets of Bloomsbury
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Borough- This added about 1,000 residen-
tial and commercial customers. More ac-
quisitlons of smaller water and
wastewater companies will be one of the
main points of focus for WTR's manage-

ment.
Earnings gains over the next few
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years should be bolstered through
rate relief cases. During the first two
months of 2010, Aqua Amerlea has won
rate celief cases that should add $6 million
per annum to the top line. An additionat

2009
| 2010 | s

proflts in 2000 despite the weakened " in the latter half of this

$65 million in lawsults should be resolved
year, and manage-
ment plans to petition for $25 million-$30
millfon In rate fncreases and surcharges
%yearend.

e dividend payout should continue
to be a bright spot for Aqua America,
The bhistorical trend of management rais-
ing its dividend every year will mast likely
continue golng forward.

This stock is ranked to mirror the
broader market aver the coming year,
Although share earninﬁs were flat year
over year in the second half of 2009, we es-
timate that the top and bottom lines will
advance over the next few quarters.
These shares hold above-average ap-
preciation potential over the coming 3
to 8 years. The aforementioned galns
frosn acquisitions should enabls revenues
and earnings to continue to rise over the
ull to 2013-2015. Other points of interest
or this equitg Include its high scores for
Stock Price Stability and Earnings Fre-
dictability. All told, this stock Is best
sulted for longterm conservative inves-

tors.
Jokn D. Burke Aprit 23, 2010
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Wl 000000000 Y BT Tl Loy B et S et T TOL RETURN 310 |
nsiliutlanal Declsions % ' . ™S VAN
f S T " 13/ % OEX
" TE 88 51l o 8 = " e a2 ol L
% 10018 9635 _sore] ™ 3 HAE Y e
994 [ 19957 1896 1997 | 1008 11899 2006 12001 |2002 12003 {2004 |2005 {2006 {2007 {2008 12009 {2046 12014 GYALUE LINE FUB, MET13.45
1269 17| .48} 1548 426 | 1596 1608 | 1628 1233 1637 ] 100 W44 | 1620 | 1276 ¢ 1990 2084 [ 2240( 2370 [Reveewes persh .45
202| z2er| 2s0) 282 280) 215 252 220) 285 25| 28%] 30| 2n) 3a2| 372] 387] 205] 415 |CashFlew" persh 450
2 owrl sl ol st 18 ] ekl st tasi o 1ard 1] sel 1s0) 188 208| 225 (Eaningspursh A 28
o) we2f 1oe) Aos] vor[ 109] taof a2 2] ) 0 ] w5 wasl ] 198] 198|120 |DhedBacddpersh®a | 125
: 40 T | A 25| U sedt 48 3] AW 4kl e | S| TB| 55| SH{Cipi Spmilppersh | 540
58] 1072] 1222) 1300) 138 | 1343) 12907 1295 [ 1212 44| 1568 | 1529 ) 18.45 | 1850 | 1949 | 2026 | 2070( 11.40 |Book Valuspersh© a5
NIRRT 12621 1280 1515 V5.8 ] 1538 | 1693 | 3] WWWT}JT A7) 2. 150 W—msthwn_'gBW
WT| 1a7| 119[ 26| iB| WA| 1GB| 2.4] 188 221] 01| 4§ 2 T| 198 107 [ Bold fialres are {AvgAnnT PE Ratio 190
g2l = ) ol s oam| ;) 93] age| 1281 1084 433 18| 439 19| 1) Vet Refaiive PE Ralo 1.2%
SE% | gaml sax| 4am] a2 ] 40%{ A%l A% x4 el o fask [aon | 3wl e PP Lavg Aot Divd Vad 154
%Tﬁ. s@grﬁi;- a:nn;avmgsmm 24| usa] w32 o] a5 207 37| 3604 | 4103) 494 | dre] 50 {Revenuas Srum)® 565
bt e dn & Vrs . 200] W4] 181] i94] 20| 272) 58| 312] 98] 06| 40 420 |Net Profl {$ 0.0
LTDsbl$AM3mIL  LTInterestSHAMD.  [53R T784% | 597% | 098 | 060 | #24% | 774% [T09% | 301% | 409% | T0.0% | 90K |{ncoms Tax Bale 0%
T interest eaed: 4.1 folalint. cov.: 3.8¢ ] eef o] 03%) a0 3% P06% | &3 | 6, 76% [ BS% | 10.0% JAFUDC % fo HatPraft | 10.0%
7 ltere okl cov: 385} 5% | 500% | So3% | S02% | (6% | 43% | 435% 02 | 41e% | 970% § 47.0% 1 45K omg TemmOrbt Rale | 43.%
- | Penion Assets-12/09 $105.6 miL ‘) 502% | 43.5% | 44.0% § 49.1% | S0.8% ) 51.1% | 559% | 580% | 584X { 529% | 5.0% | 525% [CommonEquiy Ratle | 51.0%
Db, §2197 M. WEA| 4027 | 4531 | 4504 | 5638 ) 36U | §20.1 | 67A9 |- GODAY 70| 58| 305 |Tolaf Caphtal (Ymil) 1035 |
Pid Stock Nowa ) 5620 | 6243] 6670 7505 | 8003 | £627 | 805 [10102 [ 11124 11981 | 1265 | 1325 INat Plant ($mi "
Coenmen Stack 20,765,422 sha. $8K| 5% [ 50% ] 56% ] 61X ) 63% | S2% | S9% | LI%| 65% | 65%| 7.0% |Relumen Total CapT 7.0%
a5 of 22410 ' 0% 2% sa% ! 7on | agw | 93% [ ea% | X | 9ow| 96| w00% [ 105K [RetwnonShe Equly | 11.0%
104%) 7% | 05% ) 70% ) So% | 0% ) eax | 1% | no%| 9% | 00K | 10.5% [RelunonComEquly | 11.0%
| MARKEY CAP: $600 miian (Sotall Cup) 8% WFL 1A% ] %7 9% ) 2% IR | i8% | SERT ap% | 4% ) S0 TReGimdioComEq %
cunas&rmmn 2007 2008 127309 | 2% ) 1e% | S0 [ 1% ) Ti% ) se% . sk | Mm% | GIX[ BO% | SR { 31% [ANDN'Ux toNel Prof %
Assels 67 138 99| BUSINESS: Caklomia Waler Sarvice Group provides reguisted and  braak T8: reskdanbal, §9%; business, 16%; public auhoritiss,
63 659 8230 novaguisted walst sendos to coughly 462,500 cus) 83 -8%: lndusidal, 5%; olhar, 3%. 08 ceported depraciation cala: 24K,

Curtenl Assals ~ ~60.0 ~798 TB22| communing in Coliioruia, Washingion, New Mexico, and Hawa,  Has roughly D29 employees, Chalrman: Robert W, Foy, Preskdot &

fochs Payatle 33; :ﬁ 42%5 Wain sendce argas. Sen Frenciaco Bey sre2, Saxamenio Viey, GEQ; Peler C, Netson (4108 Proxy), Inc: Delaware, Address: 1720
Cher 302 353 417 Snas Velay San Joaquin Valley & palls of Los Angelss. Ac-  Nonth First Steel, San Jose, Calfariz 95124598, Telephone:
Current Lisb, ~E57 1233 ~T704 | ONed Rio Grande Coaps Weal Howsl Uiiies (908) Reverwe 4083578200 tnkernet worw.cobratergrovp.com.

-{ Fte. Chg. Cov. D% % 430% ] Increased expenses sank Catifornia company has filed a rate rellef request

ANNUAL RATES  Past st Est'd 0709 Water Service Group’s bottom line in  with the California Public Utilities Com-
olchange bersh) 0¥, SYs. 4585 | tho fourth quarter, The water utility mission (CPUC) for more than $70 million.
Roveruss . 235 " 304 45% | posted share earnings of $0.31, (1% below A ruling is likely to be handed down by
Egmings 10% B5%  BEX Eoth last year’s mark and our estimate. yearend, with the new rates effective Jan-
wm’ 1% é‘%& !.% The top line rose a better-than-anticipated wuary 1, 2011, Although the proposal may
Naon : ! 3 7%, to roughly $107 milllon, but expenses be a bit lofty, we expert a favorable ruling,
Cay- | QUARHERLYREVENVES[Smill® | rull | grew faster, due to increased water prod- glven the recent regulatory landscape and
endar (Mard! Jun30 $ep.30 Deedt} Yesr! yctlon and SG&A costs, specifically for necessity to maintain current water stan-
207 | 16 958 113§ 859 [ 3674 | higher pension and benefit commitments.  dards. Therefore, we've pegged CWT to
W08 ( 729 1058 131.7 1001 §4103| We have tempered our 2010 earnings earn $2.25 a share, on revenues of more
2008 | 865 1187 1392 1069 | M34) expectations accovdingly. Operating than $500 million next year.
2000 ( 930 122 M5 110 470 | coses are likely to continue to rise, as That said, we think the stock is fully
U {100 1M 187 2 1510 | aoig  infrastructures require  greater valued at this time, It s ranked 4 (Be-
EARNINGS PER SHARE A Full | maintenance and repalrs, The company low Average} for Timeliness and trails the
sodar JMar3) Jundd SepI) Daeldi} Yemr | will get little in the way of relief from rate  Value Line median in terms of 3- to 5-year
007 | o7 37 61 3| 19| hikes this year, however. because other appreclation potential. Although a more
06| 01 48 106 35 [ 19 than potendal modest Inflationary In- constructive regulatory climate looks to be
009 | 12 58 M 311 183] cruages, there is nat exgected to be any in place, the greater stack and debt offer-
w0 1 41 61 M 35| 205) raie jncreases tmplemented until 20110 ings that are likely to be needed to keeg
W [ ST M 41| 23| wfast of the company's subsidiaries have up the burﬁeontng infrastructure costs wil
Cal. | QUARTERLYOVIDEMDSPAR®s | Fult | not been up for general rate case reviews grobabl dilute shareholder gains to 2013.
."_“!_MMQLMML}_H in more than three years, owing to the 2015. The issue's steady dividend growth
2006 | 2875 2875 2075 .2875{ 145 | changeover to 8 consolidated filing system. adds some appeal for those seeking total
290 230 280 290 16| As a result, we suspect that earnings return, but Investors have better pure-
008 | 293 203 293 293 | 147 wth will be Iucky to top 5% this year. Frawth and/or Income .vehicles to choose
000 | 295 25 285 205 1% g:owth rates ought to pick up next (rom elsewhere,

L""“ 2078 year, however, As mentioned above, the Andre J. Costanza April 23, 2010
(A Bask EPS, Excl narracuriog gain (0e<k_ | (] Divdends historcally paid i myd-Feb., | (G} Incl. deferrsd charges. n O $26 mll, | G Finarcial Strenglh  B#+
S B R oy R U i Lt Sty 8
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RECENT RELATNE
MlDDLESEX WATER oo B 1744 202 B 108
1873 20.04 1173 A 347 20.50 29.24 18.50] High
14,69 13.73 15.77 16.85 17.07 16.50 16.93 16.16 | Lew
PERFORMANGE 2 s LEGENDS
proveall | S vy viv) - T ke
Technical 2 Averags . R:‘mmng — T T T
SAFETY 2 m A-toh'!::i} 11031 v o
BETA 75 11,00 = Market) 5 T L b ’
Fingrelal Stangth 8 ! ALY SRR LTI e 3
Filos Stebiity 9 | s ! 1
Pelte Growth Pecsistence 40 o
" 3 L 'l 1 m
Enlnge Predictablity 90 e FYTTIA G190 13§ PV N W | I Lt vou
e T e s b ot o e T TTE TR L TT T N T Lo DT e DO DT 1THIFT (hovr)
© VALUE LINE PUBLISHIRG, INC.| 2001 2002 2003 2004 2008 2008 2007 2008 2009 2010/2011
SALES PERSH 5.87 5.98 812 826 644 8.16 650 879 875
*CASH FLOW” PER SH 118 1.20 115 1.28 13 1.33 149 153 140
EARNINGS PER §H 66 73 61 73 n 82 a7 89 72 NANA
DW0S DECL'D PER SH 62 Lx] 4% 68 &7 &8s £9 13 A
CAFL SPEMDING PER SH 1.25 1.59 187 254 218 221 166 212 143
BOOX VALUE PER SH .1 239 7.80 838 8.60 5.82 10.05 10.28 10.33
COMMON SHE OUTST'G (MILL) 10.17 10,38 1048 11.38 11.58 13,17 13.25 13.40 43.52
AVG ANN'L PFE RATIO 24.8 235 30.0 26,4 274 227 216 19.8 21.0 NANA
RELATIVE PIE RATIO 128 1.28 17 139 145 i 116 119 140
AVO ANN'L DIV'D YIELD 3.8% 3.7% 3.5% 3.4% 3.5% 3.7% 7% 4.0% 4.7%
SALES ($MILL) 59.8 Bl.g 4.1 7.0 748 811 88.1 #1.0 M2 8old fgures
*{ OPERATING MARGIN 47.2% 47.1% W0% | d44% 444% 474% 47.0% 48.9% 426% | em
DEPRECIATION ($MILL} 53 50 56 684 72 78 8.2 8.5 9.2 earninge
NET PRORIY [SHMILL) 7.0 23 8.8 8.4 35 100 118 12.2 30.0 sstimales
INCOME TAX RATE 34.8% 333% 258% 1% 276% 334% 326% 33.2% 34.1% | 0o, vsing ihe
HET PROFIT MARGIN 11.7% 12.5% 10.3% 11.9% 11.4% 124% 13.8% 13.4% 10.8% recent prices,
WORKING CAR'L (SHLL} d8 8.3 41332 di1g di45 28 (X3 0.8 4388 FIE ratles,
LONG-TERM GEAT ($MIL1) 88.1 878 o974 1153 128.2 130.Y 1316 118.2 124.9
SHR.EQUITY (SMILL) 76.4 60.6 83.7 99.2 103.6 1333 137. $41.2 143.0
RETURH ON TOTAL CAP'L 5.6% 6.0% 5.0% 5.1% 5.0% 5% 56% 5.8% 50%
RETURN ON SHR. EQUITY 9.1% 2.6% 7% 8.5% 8.2% 7.5% 8.6% 8.8% 7.0%
RETASHED YO COMEQ 5% 1.2% NMF % 5% 12% 1.9% 1.9% A%
ALL DIV'DS TO MET PROF 4% B7% 106% 80% 84% 4% 79% 78% 28%
Note: Ho analyst satimaiea gvalable.
ANNUAL RATES | ASSETS [$mit) 2007 2008
of changs fper share)  S¥r.  t¥n | Cach Assels 2w 33 :
Ssley ¢ g}: g-g*% Recaivablss 128 143 106 | BUSINESS: Middiesex Water Company engages in the
E";‘:;"' HO:W 3“5,‘ o0k m:w {Avg cost) :f ‘1'2 ;g ownership and operation of regulated water tility systems
Dividends 1.5% 15% T o anl Assets 77—; Y zzlo in New lersey (NJ) and Delaware, and a regulated waste-
Bock Value 55% 0.5% ’ " | water utility in NJ. It offers contract operations services and
Facat | GUARTERLY SALES v} [ranl| © . Plant - a gervice Fln‘c mainlenance program through iis nonregu-
1::, ja 1@ 4 ¢ ;L Year Eauip, sl oost 39051 4% 4%‘5 lated subsidiary, Utility Service Affilistes, Inc. ls water
e TR TP T [ a2 el utility system ireats, stores, and distributes water for resi-
1mna 208 230 267 215 (910} Other di4  8af 596 | dential, commercial, industrial, and fire prevention pur-
TN 208 DI 2B/ 20 [OL2] Totat Assels 327 M0 4561 | poses. & also provides waler treatment and pumping ser-
120 vices to the Township of East Brunswick. Its other NJ
Fiscal | EARNINGE PERSHARE | pul g:g"';':';a ’!5'“"” s 57 3 | subsidiaries offer water and wastewater services o residents
] G 0 M 40 Yer) panrpue a6 419 4gs { i Southampton Township. Its Delaware subsidiaries pro-
zawsl 18 25 28 44 | g2 | Other 55 118 94 | vide water serviceg 10 retail customers in New Castle, Kent,
enwr] 13 24 a1 g | .87 | CurentUab 70 815 607 | and Susscx countics. In March, the company entered intto an
A% 15 26 a5 REERN. agreement to purchass Montague Water Company, Inc. and
3w g0 2 22 42 |2 Monlague Sewer Company, Inc. Has 285 employees. Chair-
123110 wff;m&s'm AND EQUITY man: J. Rickard Tompkins. Address: 1500 Ronson Rd, P.O.
Cal- | QUARTERLY DIMDENDS PAID | Pyt BOX 1500, Iselin, NJ 03830, Tel.: 732-634-1500. Internet:
sadar | 1Q 20 3Q  4Q |Yeur| TotaiDebt$i715me  JuatnSYes $630 mil | hitp://www.middlesexwaler.com.
2007 [ a3 A1 a3 s | ee | LTDebiS20mL .
8 | WS A% 415t | qg | Including Cap Lemtes % ol Cop w1
200 { 978 78 a8 A8 |
o0 | 1 Leases, Uncapitalized Anmal rontals None April 23, 2610
Pension Llapllity $25.7 mil. in '09 v, §25.5 mil. in ‘08
INSTITUTIONAL DETISTONS ] TOTAL SHAREHOLDER RETURN
W0 e 4008 1 Pld Stock $34 mit Pid Divd ;a: ;%a uﬂ_" Dividerts phss appreciaton s af 4512010
p
B s % - 3 Mos. 8 Mos. 1¥r. avre, 5Vrs,
etz _ 53 apgg | Commen Sack ISAISD shues oCepy | -2.08%  1668%  za1d%  605%  1325%
©201) Vil Und r-mmr-umwhmmmmmuhmmapmmmu% —
oo OR ANY ERRORS OR OIRSSIONS HEREWE This s silcy kv subserbers oA, non-comard To subscribe call 1-800-833.0046
L“EWER“ ”s Mf mwmmggmmumha"MmWMm o
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REGENT TRARIED DD 0
SJW CORP. wrse.s T 20,2710 33T IR .77 25%
: Al FH 19.64 27.50 45.23 4300 3511
e . 1480 1807 2116 27.65 20,06
PERFORMANCE 3 awanige :
Tocheleal 3 g U mﬁ,ﬂﬁﬂ' : »
) ! i 1! 1 * 25
SAFETY 3w TN FeTIM A ) ey '
BETA 05 (100 = Market) - TP Hammow 3
.".v“'“ Wt "u :
Floanchal Sirength B+ e A
Price Stability 63 §
Peice Growth Perslatence 75 el 3
£amnings Predktabllly 85 LN Attt vzé?
R E s VPO WPV Lo T EARLRLEIACAEELIEAR LI LRV LIV INIAT, Brovs }
© VALUE LINE PUBLISHING, INC.| 2009 2002 2003 2004 2005 2008 2007 2008 2009 201012011
SALES PER SH 7.45 7.97 8.20 9.14 9.88 10.35 11.25 1292 11.68
*CASH FLOW' PER SH 149 1.58 535 1.89 2321 238 230 244 223
EARNINGS PER St a 78 81 ar 112 1.8 1.04 1.08 Car | toerena3c
DIV'DS DECL'D FER SH 43 46 A9 51 53 57 81 85 66
CAP'L SPENDING PER SH 253 208 341 23t FX) 387 662 379 37
8ODK YALUE PER SH 8.17 8.40 81t 10,11 .72 1248 1280 13.99 13.66
COMMON SHS OUTST'0 {11y 18,27 18.27 1827 iBa7 18.27 1828 1838 188 48.50
AVG ANN'L P/E RATIO 185 | 173 154 196 15.7 235 334 262 287 26,2/28.1
RELATIVE P/E RATIO 95 94 28 1.04 1.04 127 177 158 1.92
AVG ANN'L DIV'D VIELD 3.0% 3.4% 5% 30% 24% 20% 1.7% 23% 2.6%
SALES ($MILL) 136.1 145.7 149.7 166.9 1801 189.2 206.6 220.3 218.1 Boid figures
CPERATING MARGIN 84.4% | 637% 56.0% 58.4% 55.5% 57.0% 41.8% 42.4% 42.5% | are
DEPRECIATION (§MILL) 132 140 15.2 165 197 213 229 24.0 256 earmlogs
NET PROFIT (SMILL) 14,0 14,2 18.7 16.0 2.7 222 193 20.2 15.2 esiimates
WCOME TAX RATE 5% 404% 982% 421% 416% 403% 304% 30.5% 404% | and, using the
"NET PROFIT MARGIN 10.3% 9.8% 11.2% 9.6% 11.5% 11L.7% 5.4% 8.2% 7.0% | recentprices,
WORIGNG CAP'L [$HILL) [XE) d4.9 12.0 130 0.8 222 - ard a3 d4.0 PUE railcs.
LONG-TERM DEBT {$MILL) 110.0 110.0 1396 1438 146.3 1538 2163 218.6 248.9 .
SHR. EQUITY ($MILL) 149.4 153.5 166.4 184.7 195.9 228.2 238.9 254.3 252.8
RETURN QN TOTAL CAP'L 4T% 8.8% 69% 65% T6% 0% 57% 58% 4.4%
RETURN ON SHR. EGUITY 9.4% 9,3% 10.0% B.7% 10.6% 9.7% 8.2% 8.0% 6.0%
RETAINED TO COM EQ 4% 3.8% AT% 3.6% 56% 5.2% 35% 33% 3.2%
" | ALL OV'DS TO NET PROF 58% 59% 53% 58% 7% 48% 57% 59% 80%

Ao, of saslysis changing eam, eal i a3 30 diys: O up, O oy conobirua S-yee eamings growth pol avalable, '&mwzmw.mm Clased upon 2 saslysta’ estimales.

ANNUAL RATES ASSESS (§mil) 007 008 Dl!{iTRY' - Walst Ut
of d!-m foercham)  8¥ts, 1YL 1 Cush Assats 24 34 ' ) °
) 6.5% 35% | Recalvables 20 45 2.3 | BUSINESS: SJW Corporation, through its subsidiaries,
'E‘:ﬁ,;w ;'g;' 4%.:: P sﬁ 3-; ;g engages in the production, purchase, ‘storage, purification,
Dividends £5% 5% | o runt Assats e 320 225 distribution, and retail sale of water. The company offers
Book Value 0% 25% nonregulnted water-related services, including water system
. Plant operstions, cash remittances, and.mainténance coniract
F‘:’:::I %’ MIEQR!:Y ”f M"Alg ::‘1 i Equip, el cos! ggg:z ggg “ﬁi services. STW also owns undoveloped land; a 70% limited
s?| 300 851 8@ 478 |2068 AN:NPTM ¢65 62 7105 | permership interest in 444 West Santa Clara Street, .P.; and
12ame| 413 @0 65 495 |203] oter 902 1347 _1320 | operates conunercial buildings in Arizona, Califomia, Con-
Tionainol 400 582 632 4R8 {218.(] Told Assels 7813 8504 w85 { necticut, Florida, Tennesses, and Texas. Ax of Septemmber
1U3IH0 30, 2009,- SIW provided water service to approximately
Fiecal | EARNINGS PER SHARE | Fult m‘gg‘.{’m‘m 03 58 e | 226,000 connections that served a population of approxi-
Yew | 1Q 20 Q40 (Yexr§papua 58 I84 8y | mafely anc million people in the San Jose area. It also
wams| 14 35 48 22 | 1.9 | Ower B3 184 185 | provides water service to approximately 8,700 connections
wapH 42 .19 A3 20 | 1.0 ) Cumemtliab B0 433 329 | that serve approximately 36,000 residents in & service area
saniiel 15 M & 15 (108 in the region between Sen Antonio and Austin, Texas. Has
12109 01 23 41 M [ .B 375 employees. Chairman; Charles J. Toeniskoelter. Inc.;
el 65 26 a8 LON-TE’F;I’«; DESBT AND EQUITY CA. Address: 110 W, Taylor Street, San lose, CA 95110.
Ce. | QUARTERLY DWTDENDS PAD [ oy | *° O T2HIR Tel: (408) 279-7800. Internet: hitp:/vww.siwater.com.
ender | 1 20 3Q  4Q |Vear {«w? usﬁm mi  Dusln5Yrs. §21.5mil
o7 | 51 s a5 a5 | e | -9 il
208 | re1 e ter  aes [ e | MmO LamsaeRone ) wT
223111: 11375 65 65 165 | 68 1 Leases, Uncapitaltzed Annusl seniais Nono April 23, 2010
. Panslon Léabity $47.5 mék. n 09 va. $42.3 mil in 68
INSTITUTIONAL. RECISIONS TOTAL SHAREHQLOER RETURM
2000 3009 4qro9 | Pid Stock None Pid Ovid Palé Nons Owidends piux spprecistion 8 of 212010
b P - 53 | Common stoc 18459802 shares ersarcn |2 6 Mos, 1Y v 5 Vre,
Hidsiooo) 8694 8607 8877 13.50% 12, 94% 3.07% -92.38% 62.55%
T et ot e B it 1 it v v o
E‘.”.‘,’%‘:”“ %w@mmsm&mmﬂiﬁg . T blcain "}""‘%":W“ m To subscribe call 1-800-833-00
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Revenuss per sh
“Cash Fiow™ per sh
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Divd Dect'd persh B
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135

1761 145
458

480

20
495
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BUSIRESS: soumwm Water Campw pmidu a btnﬂﬁ range af
d diabribubion;

services g \water p

peckon and lreal ntl!y Hli‘ng ang ¢oliection;
and wiiity infaskucture. (1 operales four groups, Utibly, J2% of
2008 revonuss; Texas Utikly, 16%; ORM Serdces, i8%; Texas
MUD Sendces, U%. Utily snd Texas Utlity ovn and manage rate-

reguisted public watsr utiliss W Cabfomia, Alabsma, Ollshoma,
and Texas, OSM and Texas MUD Services mainlsin profects on a
conlraci gnd Jew hasis, Officars and directors own 4.2% of common
shares (4109 proxy). CEOfChimn: Mack Swalek. Inc.: DE. Addr:
Ono Wishite 624 8. Geand Ave. Slo, 2000, Los Angeles,
CA 90017, Tels 243-829-1300. briernel: wvw.swwe.com,
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SouthWest Water Company has enter-
ed into an eement to be acquired.
On March Z:fr the board of directors ap-
proved the purchase { ghroup of inde-
pendent investors for $I1 a share, plus the
assumption of $152 million In debt. Upon
approval of stockholders and regulatory
agencles, the company would be cun as a
privately owned business, Hawever, a
number of legal entities are investigating
i{ the board of directors breached their fi-
duclary dutles and/or violated state laws
in their attempts to sell tha company
clting uncertainties as to whether the cur-
rent offer is a fair reflection of the stock’s
value after a number of financial state-
ments had to be restated due to account-
ing errors, Investors should note that the
stock s currently tradin, g near the ur-
chese price, which would probably
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-gver-year e

arnings
| provement in 2009, but it has not mlly

recovered from the sharp drop in
2008. Revenues declined nearly 5% in

2008 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 {as 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 su?endcd due to the pos-
sible sale of the company. But our earn-
ings presentation reflects the continuing
operation of SouthWest as a publicly
traded entity. The aforementloned possi-
bility of a prlce decline” if the deal is re-
éoted coupled with the uncertainty of
uthwest’s business prospeets because of
the weakened housing market, adds con-

siderable risk.
John D, Burke April 23, 2010
1213109
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RELATIVE [
YORK WATER 00 noo.ser 13,96 Rkt 21,81k 1,15
= 10.22 13.45 1349 14,03 1787 2098 18.55 15.00 | High
587 3.20 FEE] 1100 1187 15.33 15.45 13.04 | Low
PERFORMANCE 3 Averags LEGENDS
3 T R prea e - S AL 12
0 Ay N TYTrTY:
Technical Aracogt 1 pix 6402 ? B 1_'11-1' . A alMdr s 4
SAFETY 3 . md-'.'fm NI TV .Wl W] e [ .
ksl g0 m‘ v .y X S . .1 W F a
BETA .65 {800 = Market) | ] +{ o e = .
. L [N SN .
Hl i
Fioancial Strangth B+ : 3
Price Stabiilty 85 ] 2
Fiice Growth Peralstencs 56
Eamings PrediclabiRy 95 } : — - N T A — s
o YR FETPR LTI RV FYPVITNEEL LIS LA T oy
© YALUE LINE FUBLISHING, INC{ 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010/2011
REVENUES PER SH 205 2.05 247 2.18 258 2.56 2,78 2.89 2.95
"CASH FLOW" PER SH 58 57 65 65 79 kel 86 88 85
EARKINGS PER SH 43 A0 A7 A9 58 58 57 57 B .G8MSL72°
DIV'D DECL'D PER SH M A5 a7 .39 42 A5 48 A9 51
CAP'L SFENDWNG PER SH 75 88 1.07 250 1.69 1.85 1.69 247 118
BOOK VALUE PER 8H 3,79 390 4,08 4.65 4.85 5.84 5.97 6.14 6,52
COMMON SHS QUTBT'G (MILL) 946 9,55 9,63 10.33 10.40 1,20 11.37 137 1258
AVG ARN'L PIE RATIO 17.8 288 245 267 763 312 0.3 24,8 219 20,5/19.4
RELATIVE PIE RATIO 82 147 £.40 1.36 1.30 1.68 161 148 1.46
AVG ANN'L DW'O YIELD 4.3% 3.3% 32% 4% 29% 2.5%- 28% 35% 36%
REVENUES (SMILL) 194 196 208, 225 76.8 297 34 32.8 37.0 Boid figures
NET PROFIT (SMILL) 40 38 44 a8 5. Ll 6.1 6.4 6.4 .5 are
INCOME TAX RATE 35.8% 348% 34E% 38.7% 387% A% 365% 3%5.1% 37.9% esrnings
AFUDC % TO NET PROFIT 2.2% 3.7% - - - 7.2% 2.6% 10.1% - estiomaies
LONG-TERM DESY RATIO 4TT% 46.7% 433% 425% 4% | 483% 485% 645% 453% | und, ualnpthe
COMMON EQUITY RATIO 52.3% £3.3% §5.6% 57.5% 55.9% 51.7% 53.6% 45.5% $4.3% | recentpricas,
TOTAL CAPITAL ($MILL) 66.8 699 69.0 836 903 1265 1257 1534 160.1 PIE rattos.
NET PLANT ($HNLL} 102.3 106.7 116.5 140.0 155.3 174.4 191.6 2114 2220
RETURN ON TOTAL CAP'L 7.9% 7.4% 8.5% 76% B.4% 62% 6.7% 5.7% 8.2%
RETURH OH SHA, EQUITY 1.2% 10.2% 114% 10.0% Mm% 3% 8.5% 9.2% 8.0%
RETURN ON COM EQUITY 14.2% 10.2% 11.4% 10.0% 11.8% 9.3% 2.5% 8.2% 8.6%
RETAMNED TO COM EQ 2.5% 1.3% 28% 2.1% 3.0% 2.2% 1.7% 1.4% 1.9%
"] ALL DIV'DS YO NET PROF 78% 83% 7% 78% 74% 7% 82% 85% 78%
Ao, of analysty changing &am. asi. in fasi 1D days: O iy O Son, consensyS 5-ymer einings gronth 8.0% par year, BBased CmM uﬂm.m. Camdmlmm estins!
ol "Pase
ANNUAL RATES ASSETS {Smil) 2007 200
of change {psr share) B ¥rs. 1Y | Cash Assets o 0 !
{"c"';"mﬂﬂ;l_ ggz fg;: Recetvablss 52 59 54 | BUSINESS; The York Water Company cngages in the
Eamings Soh 125% | mary (Avg cosl) r ] (5 | impounding, purification, and distribition of water in York
DMdends 6.0% 35% | cument Assels TEEET 2 County and Adams County, Pennsylvania, The company
Book Vadua 8.6% 130% " | supplies water for residential, comumercial, industrial, and
1 | QUARTERLY SALES (8mill} | Fun , Plant other customers. It has two reservoirs, Lake Williams,
"1"::: Q@ 20 ( 4()) v.u.r ‘1'-‘9- al cost 3%;-‘; 2;2:2 zggj which is 700 feet long and 58 feet high, and creates a
wom| 74 1@ 83 78 [stalam Pmplny WM 2m4 g0 | [SSCTVOIr covering approximately 163 acres containing
uzBHosl 75 78 68 &3 [328| Other 28 217 107 | sbout 870 million gallons of waler; and Lake Redman,
l12omesl 88 Bz 9.8 92 |37.0{ TalslAssals 00 2404 2488 { which js 1,000 feet long and 52 feet high and creates &
1201110 reservoir .covering spproximately 290 acres confaining
eracat EARNINGS PER SHARE Ful m%:‘;;fnﬁ"-) . 20 " gbout 1,3 billion ga!l:gns of water. In addition, the company
Yeor | 10 20 30 4Q [Year] popipug 150 87 93 | possesses a 15-mile pipeline from the Susquehanna River 1o
1218 42 .4 A7 .45 | .58 | Other .32 _38 38 | Leke Redman that provides access fo an additional supply
t2A%07) 42 95 a5 A% | .57 f Cumenllisd N4 182 1486 § of water. As of December 31, 2009, the company served
120408f 41 A3 15 18 |57 approximately 180,000 residential, commercial, industrial,
e 13 a7 8 48 | B4 and other customers in 39 municipalities in York County
Taifto] A4 10 W L°:‘f;ﬁ“zg1%§5‘ AND EQUITY and seven municipalities in Adams County. Has 111 em-
Cal- uUAmERLYDMDENDs PAID | Pyl ployees. C.E.O. & President: Jeflrey R. Hines. Inc.: PA.
| ender | 1Q 19 4a |Yeur Tgl;l o-g; asgzﬁ mil.  Bueln3Vm $248mil | Address: 130 East Market Strect, York, PA 17401. Tel.:
LT Debt mlL . . .
67 | a8 s e e | a7 | uding Cap. Leases Nona (717) 845-3601. intemmet: hitp/fwww.yorkwater conn.
2008 A 2 a2 g21 [ A8 1::? of Cap) wT
000 | 426 28 126 128 | 50 ol tenisls
w0 | m Leases, Uncaplalizd Antus! fentia Hone April 23, 2010
Penalon L1abllity $8.8 ma. in 09 vs, §8.0 mA. b '08
INSTIFUTIDNAL DECISIONS TOTAL SHAREHOLDER RETURN
0008 KA08  4Qr0s | PH Black Nong F(d Biv'd 3id Nooo Dividumds plus mppretiation 83 of 2342040
D P ® 28| comman stock 12,888.72¢ hats ooy | YOS BHes. 17, 3¥rs. 5 Yra,
H'siooo) 2477 o0 2061 o M e 1.00% 15.15% ~10.47% 28.92%
; i b i it
ﬁ’?‘m"”" e 0T AP OvSai o AY ERAORS OR OULSSos FEREH T ks ity o st o e e i ,.a To subsctibe cafl 1-808-833-0045.
be reprodyced, fesold, sured or ansmited In any pirted, electonkc or oder famn, o fr gentsatng O Mirkeing oy priced o eleconic publcation, servics






