
KENTUCKY-AMERICAN WATER COMPANY 
CASE NO. 2010-00036 

ATTORNEY GENERAL’S FIRST REQUEST FOR INFORMATION 
______________________________________________________________________________ 

 
Witness: Michael A. Miller 
 
438. Please provide copies of all investment reports on AWWC published since January 1, 

2009. 

Response: 

Please see attached documents which are all the reports readily available to AWW and 
KAW.  The Company has not performed an exhaustive search to determine if there may 
be some other published reports which AWW does not have in its possession  The 
attached reports on American Water Works Company, Inc., represent the opinions of 
third party research companies.  American Water neither endorses the material, nor 
undertakes an obligation to publicly update any subsequent distributions by these or other 
research companies. 
 

 For the electronic version, refer to the following documents: 
KAW_R_AGDR1#438_PART1_042610.pdf 
KAW_R_AGDR1#438_PART1_042610.pdf 
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Rating/Risk: Outperform/High

Price: $19.21

Target Price: $26

February 26, 2009
Industrials

Market Data

Source: Stock Val & B&S

Description

Serving a population ofover 15 million
and operating in 32 states, American
Water Works is the largest water utility
services company in the u.s. Founded
in Pennsylvania in 1886, the company is
headquartered in Voorhees, NJ.

Weather-driven volume decline prompts 4QOB earnings to fall short of
expectations, but growth outlook remains favorable; Reit. Outperform.

Investment Conclusion: American Water Works offers investors the rare combination
ofabove average growth and a discount valuation, and coupled with a robust dividend
yield, AWK shares offer a compelling risk-adjusted total return opportunity. American
Water's earnings growth will be driven by its ongoing program of rate filings, as
management seeks to bring the company's return on equity back into line with industry
averages after a period of scarce rate case activity. As this "earnings turnaround"
story plays out, American Water's earnings are likely to expand at cipace exceeding
industry averages before ultimately settling into a more stable pattern of consistent
growth. Despite the company's growth prospects, however, many investors remain
concerned about a perceived "overhang" issue, as majority shareholder RWE AG has
signaled its intention to further reduce its stake after last year's IPo. In our view, such
concerns are a major factor in AWK shares' discount valuation relative to peers. We
believe that this issue will run its course as RWEfurther reduces its stake, and that this
valuation discrepancy represents an opportunity for long-term oriented investors.

Key Points:
• American Water Works earned $0.23/share in the fourth quarter of2008, somewhat

below our estimate of$0.27/share and consensus expectations of$0.26/share.
• Lower volumes were the principal cause for the earnings shortfall, as a 7% year-on

year decline in water sold resulted in a $0.10/share drag on earnings in the quarter.
• Despite the quarterly miss, the earnings outlook remains favorable, as the company

received annualized rate relief of over $120 million the fourth quarter alone.
• Rate base should continue to expand at a brisk pace in 2009, with more than $100

million in rate filings pending and the capital improvement program ongoing.
• With the 4Q miss driven by transitory weather issues, our 2009 EPS estimate of

$1.35 is unchanged; We also introduce a preliminary 2010 estimate of$1.50.
• Overall, we continue to believe AWK shares offer a compelling risk-adjusted total

return opportunity for long-term investors; We reiterate our Outperform rating.
Fundamental & Valuatiou Data

Current Price:
52 Week Range:
12 Month Target:
Market Value (MM):
Shares Outstanding (MM):
Institutional Holdings:
Avg Daily Volume (Th):
Dividend:
Dividend Yield:
Est. LT EPS CAGR

Capitalization

Book Value / Share
Cash/ Share
Long-Term Debt / Cap'l:

Fundamental Snmmary
2-Yr. Rev. Growth Est.
2-Yr. EPS Growth Est.

19.21
$24 - $16

$26
$3,073

160.0
9%

415
$0.80

4.2%
10%

$28
$0

51%

8%
14%

200SA 2009E 2010E
Current Prior Consensus Current Prior Consensus

Mar. $0.11 $0.13 E $0.15

Jun. $0.28 $0.30 E $0.33

Sep. $0.55 $0.57 E $0.60

Dec. $0.23 $0.35 E $0.42

Year $1.17 $1.35 $1.35 $1.40 E $1.50

Revenne $2,336.9 $2,533.0 $2,729.8 Ryan M. Connors

EBITDA $834.4 $957.6 $1,059.0 610.832.5217
rconnors@boenninginc.com

PIE 16.4x 14.3x 13.7x 12.8x

EVlRevenue 3.5x 3.2x 3.0x Michael G. Roomberg

EVlEbitda 9.8x 8.6x 7.7x 610.862.5337
mroomberg@boenninginc.com

*EPSestimates are non-GAAP
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Acquisition Market Update: Is Fiscal Duress Leading More Municipalities
to Consider Selling Their Water System to the Private Sector?

As an increasing number of municipalities face down budgetary crises, some water industry
insiders theorize that the increased this incidence of fiscal duress will lead more municipalities

to consider "monetizing" their water systems via asset sales to private sector water utility

companies such as American Water Works. Indeed, while often maligned by the press and
community groups, "privatization" can provide struggling municipalities with a sizeable

infusion of cash and up-front access to water billing revenues that are typically sequestered in

"Enterprise Funds" and not eligible to help balance non-water aspects of the budget.

With such transactions representing a potentially significant source of acquisition-driven growth

for American Water and its publicly-traded water utility peers, we examined the issue by

speaking with a number of mid-size municipalities across the country coping with budgetary
challenges. Our analysis focused on cities with populations of 40,000-50,000 - an appealing

segment of the market for private sector operators for "platform" acquisitions upon which to

subsequently build via "tuck-in" transactions. Unfortunately, the key take-away from our

analysis is that a crisis-driven wave of asset privatization appears unlikely in the near-term.

While municipalities cited a wide range of reasons for their hesitation to privatize their water

systems, below we layout some ofthe frequently recurring rationales that we encountered.

• Legal/Ownership Title Issues: Municipal asset sales seem straightforward enough, but the

legal realities of such transactions provide seemingly limitless opportunities for opponents to

erect roadblocks that can lead to delays of years or even decades and ultimately cause cities
to abandon the effort entirely. A prominent example is the city of Providence, RI - whose

on-again/off-again flirtation with privatization is now a long-running industry saga. Officials

we spoke with indicate that among the key impediments to a deal is the Rhode Island PUC's

contention that the Providence water system belongs to ratepayers, not the city. This stance

effectively blocks the City ofProvidence from monetizing the asset to balance its budget.

• Fear of Political Backlash: For better or worse (we would argue for worse), a vocal and
organized minority of the population is evangelically opposed to private sector involvement

in the water supply industry. Despite a lack of industry knowledge, these groups can be

relied upon to vociferously oppose any privatizations, and in the case of successful

transactions to put private operators under an intense microscope not typically encountered
municipal water departments. Under this heightened level of scrutiny, any slip-up is met

with aggressive and relentless condemnation. Not surprisingly, few politicians are willing to

assume these political risks, no matter how compelling the case for privatization.

• Lack of Operational Distress: For the so-called "Tuck-In" acquisitions that represent the
core of American Water Works' acquisition program, the ability to provide with immediate

solutions to operational challenges is often a key selling point. Given their small size, these
systems often have difficulty maintaining compliance with ever more stringent water quality

standards and other mandates, and an industry leader such as American Water can bring its

considerable expertise to bear on these issues, ensuring the community access to a clean, safe

supply of water. Larger municipal systems tend to be in somewhat better operational

condition, and this lack of"Operational Distress" decreased the urgency of privatization.

Some industry insiders
theorize that increased
fiscal duress will lead
more municipalities to
consider asset sales.

Our channel check
analysis, however,
suggests that a crisis
driven wave of asset
privatization is unlikely.

Municipalities cite a wide
range of reasons for their
hesftationtoconsider
selling their water assets
to private operators.

Among the rationales
cited are legal questions,
fear ofpolitical backlash,
and lack of operational
problems as a catalyst.
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Earnings Model: FY2009-FY2010

American WaterWorks, Inc. Boenning & Scattergood, Inc

Quarterly Income Statement, 2009E

1Q09E y/y 2Q09E y/y 3Q09E y/y 4Q09E y/y FY2009E y/y

Revenue:

Regulated Utility Sales $472,011 5.0% $552,560 5.0% $633,604 5.0% $583,575 5.0% $2,241,750 5.0%

Non-Regulated Revenue 63,619 4.0% 69,720 4.0% 76,825 4.0% 81,037 4.0% $291,200 4.0%

Total Operating Revenue 531,427 4.9% 618,050 4.9% 704,911 4.9% 678,564 19.3% 2,532,951 8.4%

Operating Expenses:
Operations & Maintenance 301,851 339,927 352,455 374,567 1,368,800 5.0%

O&MRatio 56.8% 55.0% 50.0% 55.2% 54.0%

Depreciation & Amortization 74,000 76,000 78,000 80,000 308,000 13.5%

General Taxes 52,000 52,000 52,000 52,000 208,000

(Gain) Loss of Sale of Assets (100) (100) (100) (100) (400)

Total Operating Expenses 427,751 0.1% 467,827 4.7% 482,355 4.8% 506,467 15.2% 1,884,400 3.7%

Operating Income 103,677 30.2% 150,222 5.3% 222,555 5.1% 172,096 33.4% 648,551 15.2%
Operating Margin 19.5% 24.3% 31.6% 25.4% 25.6%

Other Income:

Interest, Net (77,500) (78,000) (78,000) (80,000) (313,500)

Allowance for Funds (Other) 4,000 4,000 4,000 4,000 16,000

Allowance for Funds (Borrowed) 2,500 2,500 2,500 2,500 10,000

Amortization of Debt Expense (2,000) (2,000) (2,000) (2,000) (8,000)

PreferredDividends of Subs. (65) (65) (65) (65) (260)

Other, Net 1,250 1,250 1,250 1,250 5,000

Total Other Income (71,815) 8.4% (72,315) 7.9% (72,315) 9.5% (74,315) 15.3% (290,760) 10.3%

Pre-IncomeTax Income 31,862 137.5% 77,907 3.0% 150,240 3.1% 97,781 51.3% 357,791 19.5%

Taxes 11,470 28,047 54,087 35,201 128,805

TaxRate 36.0% 36.0% 36.0% 36.0% 36.0%

Net Income 20,391 16.4% 49,861 9.6% 96,154 9.1% 62,580 71.9% 228,986 22.1%

Earnings Per Share $0.13 15.7% $0.30 6.3% $0.57 2.7% $0.35 52.8% $1.35 15.6%

Shares Outsanding (Diluted) 161,000 165,000 170,000 180,000 169,000

American Water Works, Inc. Boenning& Scattergood, Inc

Quarterly Income Statement, 2010E

1Q10E y/y 2Q10E y/y 3Q10E y/y 4Q10E y/y FY2010E y/y

Revenue:

Regulated Utility Sales $509,772 8.0% $596,765 8.0% $684,292 8.0% $630,261 8.0% $2,421,090 8.0%

Non-Regulated Revenue 67,436 6.0% 73,903 6.0% 81,434 6.0% 85,899 6.0% 308,672 6.0%

Total Operating Revenue 572,669 7.8% 666,099 7.8% 759,767 7.8% 731,228 7.8% 2,729,763 7.8%

Operating Expenses:

Operations & Maintenance 317,831 359,694 375,325 398,519 1,451,369 6.0%

O&MRatio 55.5% 54.0% 49.4% 54.5% 53.2%

Depreciation & Amortization 80,000 80,000 80,000 80,000 320,000 3.9%

General Taxes 55,000 55,000 55,000 55,000 220,000

(Gain) Loss of Sale of Assets (150) (150) (150) (150) (600)

Total Operating Expenses 452,681 5.8% 494,544 5.7% 510,175 5.8% 533,369 5.3% 1,990,769 5.6%

Operating Income 119,988 15.7% 171,556 14.2% 249,592 12.1% 197,859 15.0% 738,994 13.9%

Operating Margin 21.0% 25.8% 32.9% 27.1% 27.1%

Other Income:

Interest, Net (82,000) (82,000) (82,000) (82,000) (328,000)

Allowance for Funds (Other) 3,000 3,000 3,000 3,000 12,000

Allowance for Funds (Borrowed) 1,500 1,500 1,500 1,500 6,000

Amortization of Debt Expense (1,250) (1,250) (1,250) (1,250) (5,000)

Preferred Dividends of Subs. (50) (50) (50) (50) (200)

Other, Net 1,400 1,400 1,400 1,400 5,600

Total Other Income (77,400) 7.8% (77,400) 7.0% (77,400) 7.0% (77,400) 4.2% (309,600) 6.5%

Pre-Income Tax Income 42,588 33.7% 94,156 20.9% 172,192 14.6% 120,459 23.2% 429,394 20.0%

Taxes 15,332 33,896 61,989 43,365 154,582

Tax Rate 36.0% 36.0% 36.0% 36.0% 36.0%

Net Income 27,256 33.7% 60,260 20.9% 110,203 14.6% 77,094 23.2% 274,812 20.0%

Earnings Per Share $0.15 19.6% $0.33 10.8% $0.60 5.6% $0.42 19.9% $1.51 11.2%

Shares Outsanding (Diluted) 180,000 180,000 184,500 185,000 182,375
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Disclosure Appendix

Rating and Price Target History:

Boenning & Scattergood, Inc. ratings for AWK (AMERICAN WTRWKS CO INCNBN)
Closing A"ice Feb 25,2009: $19.21

Associated Risk Factors:

American Water's earnings and ability to reach our price target could be negatively impacted
by, among other things: unfavorable weather trends, negative regulatory and/or pricing
developments, eminent domain seizure ofwater utility assets, and declining consumption of
water in its service territories due to conservation initiatives. The realization of any or all of the
following risk factors, among others, may adversely affect the company's stock price:
Commodity Prices, Raw Material Prices, Competition.

Analyst Certification:

The research analysts whose names appears on this research report certify that: (1) all of the
views expressed in this research report accurately reflect their personal views about the subject
security or issuer, and (2) no part of the research analysts' compensation was, is, or will be
directly or indirectly related to the specific recommendations or views expressed by the research
analysts in this research report.

Important Disclosures:

Analyst compensation is based on, in part, Boenning & Scattergood, Inc.'s profitability, which
includes revenues from investment banking. Boenning & Scattergood expects to receive or
intends to seek compensation for investment banking services from the subject company in the
next three months.

Boenning & Scattergood, Inc. managed or co-managed a public offering of the subject
company's securities in the past 12 months. Boenning & Scattergood has received
compensation for investment banking services from AWK in the past 12 months.
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Boenning & Scattergood's Ratings System:

Our three-tier investment ratings are based on a stock's return potential relative to a broad market index:

• Outperform (Buvl: The security's total return over the year or longer is expected to exceed the total
return of the S&P 500™ over the identical period.

• Neutral (Hold): The security's total return over the next year or longer is expected to be roughly
equivalent to the total return ofthe S&P 500™ over the identical period.

• Underperform (Sell): The security's total return over the next year or longer is expected to be less
than the total return of the S&P 500™ over the identical period.

Our four-tier risk ratings are based on a mix of price volatility and fundamental factors relative to the
market and peer group.

• Low: The security has higher-than-average fundamental predictability and/or lower-than-average
price volatility.

• Moderate: The security has average fundamental predictability and/or average price volatility.
• High: The security has lower-than-average fundamental predictability and/or higher-than-average

price volatility.
• Speculative: The security has very inconsistent fundamental predictability and/or very high relative

price volatility.

Ratings Distribution (12/31/08):

Coverage Universe
Outperform (Buy)
Neutral (Hold)
Underperform (Sell)

%of
Universe

56%
41%

3%

Investment
Banking Clients (a)
Outperform (Buy)
Neutral (Hold)
Underperform (Sell)

%of
Rating Group

7%
0%
0%

(a) Related to services provided within the past 12 months.

Additional information on companies in a research report, including financial models, is available on request.
Boenning & Scattergood, Inc. does and seeks to do business with companies covered in its research reports.
As a result, Investors should be aware that they finn may have a conflict of interest that could affect the
objectivity of this report. This report is not a complete analysis of every material fact representing company,
industry or security mentioned herein. The information has been obtained from sources believed reliable, but
is not necessarily complete and is not guaranteed. The reports are prepared for general information only and
do not have regard to the specific investment objectives, fmancial situation or the particular needs of any
specific person who may receive this report. The information is not to be relied upon in substitution for the
exercise of independent judgment. It is recommended that Investors seek financial advice regarding the
appropriateness of investing in any securities or investment strategies discussed in any report and should
understand that statements regarding future prospects, earnings estimates and forecasts may not be realized.
This communication shall not be deemed to constitute an offer, or solicitation on our part with respect to the
sale or purchase of any securities. Securities and financial instruments mentioned herein may not be qualified
for sale in all states. Opinions are subject to change without notice and reflect the opinion at its original date
of publication. Boenning & Scattergood may have issued a trading opinion that may have identified a short
term trading opportunity that may differ from the analyst's stock rating which is based on the expected return
over a 12-month period. Boenning & Scattergood may trade for their own accounts as market maker, may
have a long or short position in any securities of this issuer or related investments, and/or may be the opposite
side of public orders. This firm or its officers, directors, stockholders, employees and clients, in the normal
course of business, may have, acquire or sell a position including options, if any, in the securities mentioned.
Boenning & Scattergood may also act as underwriter, placement agent, advisor, or lender to an issuer
mentioned herein.
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Dir. ofEquities & Research Nancy Zeller-Landau nzlandau@boenninginc.com 610.832.5319

• RESEARCH ANALYSTS
Business Services William Sutherland wsutherland@boenninginc.com 610.862.5353
Financial Services Matthew Schultheis, CFA mschultheis@boenninginc.com 610.832.5290
Financial Services Jason O'Donnell jodonnell@boenninginc.com 610.832.5258
Industrials Ryan Connors rconnors@boenninginc.com 610.832.5217
Medical Technology Debjit Chattopadhyay, Ph.D dchattopadhyay@boenninginc.com 610.684.5417
Retail Holly Guthrie hguthrie@boenninginc.com 610.684.5412
Technology Steve Salberta, CFA ssalberta@boenninginc.com 610.832.5212
Aerospace and Defensel
Technology Michael Ciarmoli mciarmoli@boenninginc.com 610.684.5413

• ASSOCIATES
William DiTullio wditullio@boenninginc.com 610.684.5407
Michael Roomberg mroomberg@boenninginc.com 601.862.5337
Kevin Ciabattoni kciabattoni@boenninginc.com 610.684.5414

• INSTITUTIONAL SALES
Northeast Eugene Bodo ebodo@boenninginc.com 610.862.5368
Northeast Rick Johnson rjohnson@boenninginc.com 610.832.5306
Northeast George Marshall gmarshall@boenninginc.com 610.832.5215
Northeast Dan McGlinchey dmcglinchey@boenninginc.com 610.832.5264
Northeast/Southeast Rich Farr rfarr@boenninginc.com 610.684.5423
WestlEurope JeffLaBrot jlabrot@boenninginc.com 610.832.5309
Mid-West Matt Oliver moliver@boenninginc.com 610.684.5420

• TRADING
Mark Dengler mdengler@boenninginc.com 610.862.5330
Joe Budash jbudash@boenninginc.com 610.862.5330
Andrew Ferraro aferraro@boenninginc.com 610.862.5330
Harry Himes hhimes@boenninginc.com 610.862.5330
Brendan Kenny bkenny@boenninginc.com 212.209.3903
Liam Timoney ltimoney@boenninginc.com 610.862.5330
Melissa Donahue mdonahue@boenninginc.com 610.862.5330
Scott Freeze sfreeze@boenninginc.com 610.832.5335

MAKING
Joseph Morrissey jmorrissey@boenninginc.com 610.862.5360
Sean Clair sclair@boenninginc.com 610.862.5360
Brendan Dwyer bdwyer@boenninginc.com 610.862.5363
JeffMcMurray jmcmurray@boenninginc.com 610.862.5360
Eric Axelson eaxelson@boenninginc.com 610.862.5360
Adam Booth abooth@boenninginc.com 610.832.5325

• DERIVATIVE STRATEGY
Louis DePaul ldepaul@boenninginc.com 610.832.5275

4 TOWER BRJDGE;' 200 BARR HARBOR DRiVE * SUITI: 300 * W. CONSHOHOCKEN,PA 19428-2979
WWW.BOENNINGINC.COi\.I

ME1",IBER FINRA/slPC
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Works, I Aug ust 6, 2009

Industrials

Rating/Risk:

Price:

Target Price:

Outperform/High

$20
$26 Market Data

Source: Baseline & B&S

Description

Serving apopulation ofover 15 million
and operating in32 states, American
Water Works is the largest waterutility
services company in the Us. Founded
in Pennsylvania in 1886, thecompany is
headquartered in Voorhees, NJ.

Second quarter 2009 earnings above expectations as rate relief offsets
weather/recession-induced volume declines; Reiterate Outperform rating.

Investment Conclusion: American Water Works offers investors the rare combination
ofabove average growth and a discount valuation, and coupled with a robust dividend
yield, A WK shares offer a compelling risk-adjusted total return opportunity. American
Water's earnings growth will be driven by its ongoing program of rate filings, as
management seeks to bring the company's return on equity back into line with industry
averages after a period ofscarce rate case activity. As this "turnaround" story plays
out, American Water Works' earnings are likely to expand at a pace exceeding
industry averages before ultimately settling into a more stable pattern of consistent
growth. Despite the company's growth prospects, however, many investors remain
concerned about a perceived "overhang" issue, as majority shareholder RWE AG has
signaled its intention to further reduce its stake in the company. In our view, such
concerns are a major factor in AWK shares' discount valuation relative to peers. We
believe that this issue will run its course as RWEfurther reduces its stake, and that this
valuation discrepancy represents an opportunity for long-term oriented investors.

Key Points:
• American Water Works earned $0.32/share in the second quarter ended 6/3012009,

above our estimate of$0.30/share and in-line with consensus expectations.
• Higher rates offset volume declines, as the company posted 4% revenue growth

despite a 6% drop in gallons shipped due to economic and weather headwinds.
• The top-line will likely continue to benefit from rate relief in the quarters ahead, with

the company currently awaiting determinations on $258 million in rate cases.
• While the recession is having a negative impact on volume sales, this is a "regulatory

lag" issue, as consumption declines are "trued up" at the next rate proceeding.
• RWE's "overhang" on AWK shares is likely to dissipate significantly over the next

6-12 months, setting the stage for potentially meaningful PIE multiple expansion.
• Overall, we continue to believe AWK shares offer a compelling risk-adjusted total

return opportunity for long-term investors, and we reiterate our Outperform rating.
Fundamental & Valuation Data

Current Price:
52 Week Range:
12 Month Target:
Market Value (MM):
Shares Outstanding (MM):
Institutional Holdings:
Avg Daily Volume (Th):
Dividend:
Dividend Yield:

Ca italization
Book Value I Share
Cash I Share
Long-Term Debt I Cap'l:

Fundamental Summary
3-Yr. Hist. Rev CAGR:
2-Yr. Fwd. EPS CAGR:
ROE 2008A:

$20.00
$23 - $16

$26
$3,491

174.6
33.5%

814
$0.84

4.2%

$23
$0

56.0%

9%
6%

Mar.

Jun.

Sep.

Dec.

Year

200SA 2009E

Current Prior

$0.11 $0.19 $0.19

$0.28 $0.32 $0.29

$0.55 $0.52 $0.56

$0.23 $0.32 $0.31

$1.17 $1.35 $1.35

Consensus

$132

2010E

Current Prior

A $0.21 $0.20

A $0.33 $034

E $0.59 $0.60

E $0.37 $0.36

E $1.50 $1.50

Consensus

$1.45

Revenue

EBITDA

$2,336.9

$834.4

$2,527.8

$953.8

$2,548.9 $2,514.0

$938.5

$2,715.2

$1,051.5

$2,717.5

$1,046.5

$2,689.0
Ryan M. Connors
610.832.5217
rconnors@boenninginc.com

PIE 17.1x

EVlRevenue 3.7x

EVlEbitda 103x

14.8x

3.4x

9.0x

15.2x 133x

3.2x

8.2x

Michael G. Roomberg
610.862.5337
mroomberg@boenninginc.com

*EPS estimates are non-GAAP
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Key Points in Detail:

o 2Q09 earnings exceed our estimate as higher rates offset lower volumes. American Water

Works earned $0.32/share in the quarter ended 6130/2009, above our estimate of $0.30/share
and in-line with consensus expectations. Overall, it was a very solid quarterly performance in

a difficult environment, as the company faced dual headwinds in the form of significant usage

declines for industrial customers and wet weather conditions in its core Mid-Atlantic service
territory. In particular, American Water Works' ability to continue delivering on its robust

rate relief program, as well as its focus on disciplined cost control, enabled the company to

deliver strong profitability in the quarter despite considerable challenges on the demand front.

o Weather, economic headwinds cause gallons shipped to decline. Rainy conditions blunt

demand by reducing the amount of purchased water required for golf course and residential
irrigation, and with 29 ono days in June exhibiting measurable rain in American Water's key

service area, weather was a substantial headwind in the second quarter. Coupled with a 17%
drop in volume shipped to industrial customers (who represent roughly 5% of total revenue),

this drove a 5.5% decrease in gallons shipped - translating into a year-over-year revenue

decline of $24 million. Despite this considerable headwind, however, ongoing rate relief

contributed an incremental $47 million to the top-line - enabling revenue to increase 4% and

underscoring a critical aspect of our positive investment thesis for American Water Works.

o Rate case docket remains active, sets stage for further top-line gains. Looking ahead, rate

relief will remain a source of robust growth, with the company awaiting final determinations
on nearly $260 million in rate filings. Even discounting this gross figure by 30% to reflect the

likelihood that final settlement amounts fall short of initial requests, this translates to roughly
12% of trailing four quarter regulated revenue - a sizable amount and a significant growth

opportunity. Recently filed rate cases include requests for $59 million in new rates in Illinois,

$58 million in Pennsylvania, and $47 million in Indiana, among others. As American Water

continues to work its way out of its current "under-earning" status, we believe that further rate

relief will drive significant top- and bottom-line growth for an extended period of time.

o With RWE stake now under 50%, end in sight for "overhang." Dating back to the April
2008 IPO, an oft-cited rationale for not investing in AWK shares is that major shareholder

RWE's stated intention to liquidate much of its position will put a persistent "ask" over the

stock, precluding it from moving higher or from sustaining any meaningful gains. Not only

has this rationale been dead wrong (AWK shares have trounced the broad market indices and

performed in-line with overhang-free peers since the IPO), but it becomes even less relevant
with each subsequent share sale by RWE. Following the June offering, RWE now owns less

than 50% ofthe company, and in our view further share sales will lead investors to recognize

that this issue is in its twilight - enabling potentially meaningful PIE multiple expansion.

o AWK shares offers attractive risk-adjusted total return opp'ty. With valuations for many

water utilities already at a significant premium to the broad market, investing in this area is
largely predicated on an expectation of consistent earnings growth and the additive effect of

dividends on total return rather than on PIE expansion (i.e. growing the "E" - not the "P"). In

our view, the artificial RWE overhang issue makes American Water the exception by

providing the opportunity for meaningful multiple expansion as this perceived overhang

dissipates. Indeed, our $26 target price (30% above current levels) reflects a forward multiple

of just 17x - arguably conservative in relation to peers such as AWR (21x) and WTR (20x).

American Water posted
solid second quarter EPS
despite headwinds from
both the economy and
wet weather conditions.

Revenue increased 4%
from a year ago, as $47
million in rate relief offset
a $24 million decline due
to lower volumes.

Not only has the RWE
"overhang" argument
been dead wrong, but it
becomes less relevant
with each RWE sale.

This perceived overhang
makes AWK a rarity
among water utilities: A
compelling "multiple
expansion" based story.
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American Water Works, Inc. Quarterly Income Statement, 2009E Boenning & Scattergood, Inc

1Q09 YIY 2Q09 YIY 3Q09E YIY 4Q09E YIY FY2009E YIY

Revenue:

Regulated Utility Sales $492,598 9.6% $554,948 $630,586 4.5% $580,796 4.5% $2,258,929 5.8%

Non-Regulated Revenue 57,572 -5.9% 64,238 70,915 -4.0% 74,803 -4.0% $267,528 -4.5%

Total Operating Revenue 550,170 8.6% 612,740 4.0% 696,402 3.6% 668,518 17.6% 2,527,829 8.2%

Operating Expenses:

Operations & Maintenance 314,402 330,597 348,201 371,027 1,364,227 4.6%

O&MRatio 57.1% 54.0% 50.0% 55.5% 54.0%

Depreciation & Amortization 68,843 73,242 77,000 79,000 298,085 9.9%

General Taxes 52,497 51,699 53,000 53,000 210,196

(Gain) Loss of Sale of Assets (202) 10 (100) (100) (392)

Total Operating Expenses 435,540 2.0% 455,548 2.0% 478,101 3.8% 502,927 14.4% 1,872,116 3.0%

Operating Income 114,630 43.9% 157,192 10.2% 218,301 3.1% 165,590 28.3% 655,713 16.4%

Operating Margin 20.8% 25.7% 31.3% 24.8% 25.9%

Other Income:

Interest, Net (71,979) (73,688) (76,000) (80,000) (301,667)

Other, Net 1,114 (1,409) 800 800 1,305

Total Other Income (67,138) 1.4% (71,066) 6.1% (70,700) 7.0% (74,700) 15.9% (283,604) 7.5%

Pre-Income Tax Income 47,492 254.0% 86,126 13.8% 147,601 1.3% 90,890 40.6% 372,109 24.3%

Taxes 17,547 34,137 56,088 34,538 142,311

Tax Rate 36.9% 39.6% 38.0% 38.0% 38.2%

Net Income 29,945 71.0% 51,989 14.3% 91,513 3.8% 56,352 54.8% 229,799 22.5%

Earnings Per Share $0.19 70.9% $0.32 11.9% $0.52 -5.1% $0.32 41.6% $1.35 15.2%

Shares Outsanding (Diluted) 160,011 163,301 175,000 175,000 168,328

*Segmentrevenue figurespreliminarf, pending' release of lOQ

American Water Works, Inc. Quarterly Income Statement, 2010E Bowning & Scattergood, Inc

1Q10E YIY 2Q10E YIY 3Q10E YIY 4Q10E YIY FY2010E YIY

Revenue:

Regulated Utility Sales $532,006 8.0% $599,344 8.0% $681,033 8.0% $627,260 8.0% $2,439,643 8.0%

Non-Regulated Revenue 59,875 4.0% 66,808 4.0% 73,752 4.0% 77,795 4.0% 278,230 4.0%

Total Operating Revenue 587,678 6.8% 659,190 7.6% 749,277 7.6% 719,007 7.6% 2,715,152 7.4%

Operating Expenses:

Operations & Maintenance 324,986 355,962 370,892 395,454 1,447,295 6.1%

O&MRatio 55.3% 54.0% 49.5% 55.0% 53.3%

Depreciation & Amortization 75,000 80,000 80,000 80,000 315,000 5.7%

General Taxes 53,000 54,000 55,000 55,000 217,000

(Gain) Loss of Sale of Assets (150) (150) (150) (150) (600)

Total Operating Expenses 452,836 4.0% 489,812 7.5% 505,742 5.8% 530,304 5.4% 1,978,695 5.7%

Operating Income 134,842 17.6% 169,377 7.8% 243,535 11.6% 188,703 14.0% 736,458 12.3%

OperatingMargin 22.9% 25.7% 32.5% 26.2% 27.1%

Other Income:

Interest, Net (82,000) (82,000) (82,000) (82,000) (328,000)

Other, Net 1,200 1,200 1,200 1,200 4,800

Total Other Income (77,800) 15.9% (77,800) 9.5% (77,550) 9.7% (77,550) 3.8% (310,700) 9.6%

Pre-Income Tax Income 57,042 20.1% 91,577 6.3% 165,985 12.5% 111,153 22.3% 425,758 14.4%

Taxes 20,535 32,968 59,755 40,015 153,273
TaxRate 36.0% 36.0% 36.0% 36.0%" 36.0%

Net Income 36,507 21.9% 58,609 12.7% 106,230 16.1% 71,138 26.2% 272,485 18.6%

Earnings Per Share $0.21 11.5% $0.33 2.3% $0.59 12.9% $0.37 16.3% $1.50 11.3%

Shares Outsanding (Diluted) 175,000 180,000 180,000 190,000 181,250
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Disclosure Appendix

Rating and Price Target History:

Boenning & Scattergood, Inc. ratings for AWK (AMERICANWTR WKS CO INCNEW)
Closing Price Aug 2009: $20

Associated Risk Factors:

American Water's earnings and ability to reach our price target could be negatively impacted
by, among other things: unfavorable weather trends, negative regulatory and/or pricing
developments, eminent domain seizure ofwater utility assets, and declining consumption of
water in its service territories due to conservation initiatives. The realization of any or all of the
following risk factors, among others, may adversely affect the company's stock price:
Commodity Prices, Raw Material Prices, Competition.

Analyst Certification:

The research analysts whose names appears on this research report certify that: (1) all of the
views expressed in this research report accurately reflect their personal views about the subject
security or issuer, and (2) no part of the research analysts' compensation was, is, or will be
directly or indirectly related to the specific recommendations or views expressed by the research
analysts in this research report.

Important Disclosures:

Analyst compensation is based on, in part, Boenning & Scattergood, Inc.'s profitability, which
includes revenues from investment banking. Boenning & Scattergood expects to receive or
intends to seek compensation for investment banking services from the subject company in the
next three months.

Boenning & Scattergood has received compensation for investment banking services from
AWK in the past 12 months. Boenning & Scattergood, Inc. has co-managed a public offering of
the subject company's securities in the past 12 months.
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Soenning & Scattergood's Ratings System:

Our three-tier investment ratings are based on a stock's return potential relative to a broad market index:

• Outperform (Buy): The security's total return over the year or longer is expected to exceed the total
return ofthe S&P 500™ over the identical period.

• Neutral (Hold): The security's total return over the next year or longer is expected to be roughly
equivalent to the total return of the S&P 500™ over the identical period.

• Underperform (SeW: The security's total return over the next year or longer is expected to be less
than the total return ofthe S&P 500™ over the identical period.

Our four-tier risk ratings are based on a mix of price volatility and fundamental factors relative to the
market and peer group.

• Low: The security has higher-than-average fundamental predictability and/or lower-than-average
price volatility.

• Moderate: The security has average fundamental predictability and/or average price volatility.
• High: The security has lower-than-average fundamental predictability and/or higher-than-average

price volatility.
• Speculative: The security has very inconsistent fundamental predictability and/or very high relative

price volatility.

Ratings Distribution (6/30/09):

Coverage Universe
Outperform (Buy)
Neutral (Hold)
Underperform (Sell)

%0£
Universe

56%
44%

0%

Investment
Banking Clients (a)
Outperform (Buy)
Neutral (Hold)
Underperform (Sell)

%0£
Rating Group

5%
0%
0%

(a) Related to services provided within the past 12 months.

Additional information on companies in a research report, including financial models, is available on request.
Boenning & Scattergood, Inc. does and seeks to do business with companies covered in its research reports.
As a result, Investors should be aware that they finn may have a conflict of interest that could affect the
objectivity of this report. This report is not a complete analysis of every material fact representing company,
industry or security mentioned herein. The information has been obtained from sources believed reliable, but
is not necessarily complete and is not guaranteed. The reports are prepared for general information only and
do not have regard to the specific investment objectives, financial situation or the particular needs of any
specific person who may receive this report. The information is not to be relied upon in substitution for the
exercise of independent judgment. It is recommended that Investors seek financial advice regarding the
appropriateness of investing in any securities or investment strategies discussed in any report and should
understand that statements regarding future prospects, earnings estimates and forecasts may not be realized.
This communication shall not be deemed to constitute an offer, or solicitation on our part with respect to the
sale or purchase of any securities. Securities and financial instruments mentioned herein may not be qualified
for sale in all states. Opinions are subject to change without notice and reflect the opinion at its original date
of publication. Boenning & Scattergood may have issued a trading opinion that may have identified a short
term trading opportunity that may differ from the analyst's stock rating which is based on the expected return
over a 12-month period. Boenning & Scattergood may trade for their own accounts as market maker, may
have a long or short position in any securities of this issuer or related investments, and/or may be the opposite
side of public orders. This firm or its officers, directors, stockholders, employees and clients, in the normal
course of business, may have, acquire or sell a position including options, if any, in the securities mentioned.
Boenning & Scattergood may also act as underwriter, placement agent, advisor, or lender to an issuer
mentioned herein.
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(AWK-NYSE)
inc. Heads Up

What's New? I What Changed?

August 6, 2009

Rating/Risk:
Price:
Target Price (US$):
Market Cap ($M):
LTEPS:
ADTV($M):

*Target Price and Rating is for 12 months
Priced as of Previous Day's Close

Outperform/Moderate
$20.00
$26.00
$3,491

9%
$16

Posts Solid 2Q09 EPS Despite Wet Weather.

American Water earned $0.32/share in the second
quarter of 2009, above our estimate of $0.30/share
and in-line with consensus expectations. The results
were impressive in light of the challenging conditions
the company faced in the quarter - including
unfavorable (Le. wet) weather conditions in key
service territories and continued macro headwinds.

Ryan M. Connors
610.832.5217

rconnors@boenninginc.com

Michael G. Roomberg
610.862.5337

mroomberg@boenninginc.com

EPS
2008A
2009E
2010E

Q1 Q2 Q3 Q4
$0.11 $0.28 $0.55 $0.23
$0.19 $0.32 -

FY
$1.17
$1.35
$1.50

PIE
17.1x
14.8x
13.3x

Two key factors enabled the strong performance:

First, continued rate relief enabled the company to
post 4% top-line growth despite a decline of nearly
6% in the volume of water sold (largely the result of
wet weather and lower shipments to industrial and
commercial customers due to the recession).

Second, prudent cost controls allowed the company
to limit increases in operating expenses to just 2%,
enabling the O&M Ratio to decline more than 200
basis points year-over-year to 54%. This contributed
$0.04/share of earnings upside versus our model.

Rate relief remains a key aspect of our positive
investment thesis for American Water, and with the
company currently awaiting final decisions on nearly
$260 million in rate cases (15% of revenue), this part
of the story remain very much on track. Even
adjusting for the fact that most settlements come in
below the initial request, this is a sizeable figure.

Overall, a combination of strong growth, a discount
valuation, and a competitive dividend yield make
American Water Works a compelling opportunity for
investors. We reiterate our Outperform rating and
$26 target price (which represents an achievable
forward PIE multiple of approximately 17 times).
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Rating and Price Target History:

Boenning& Scattergood, Inc. ratings for AWK (AMERICAN WTRWKS CO INC NEW)
Price Aug 05, 2009: $20

-----------=----;-----::-=:----:-:-----_._--------._---_._-_._-----_.-------------------

Associated Risk Factors:

The realization of any or all of the following risk factors, among others, may adversely
affect the company's stock price and prevent it from reaching our target price:
Commodity Prices, Raw Material Prices, Competition.

Analyst Certification:

The research analysts whose names appears on this research report certify that: (1) all
of the views expressed in this research report accurately reflect their personal views
about the subject security or issuer, and (2) no part of the research analysts'
compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analysts in this research report.

Important Disclosures:

Analyst compensation is based on, in part, Boenning & Scattergood, Inc.'s
profitability, which includes revenues from investment banking. Boenning &
Scattergood expects to receive or intends to seek compensation for investment banking
services from the subject company in the next three months.

Boenning & Scattergood has received compensation for investment banking services
from AWK in the past 12 months. Boenning & Scattergood, Inc. has co-managed a
public offering ofthe subject company's securities in the past 12 months
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Boenning & Scattergood's Ratings System:

Our three-tier investment ratings are based on a stock's return potential relative to a broad market index:

• Outperform (Buy): The security's total return over the year or longer is expected to exceed the total return of the S&P 500™ over the identical
period.

• Neutral (Hold): The security's total return over the next year or longer is expected to be roughly equivalent to the total return of the S&P 500™
over the identical period.

• Underper(orm (Sell): The security's total return over the next year or longer is expected to be less than the total return of the S&P 500™ over the
identical period.

Our four-tier risk ratings are based on a mix ofprice volatility and fundamental factors relative to the market and peer group.

• Low: The security has higher-than-average fundamental predictability and/or lower-than-average price volatility.
• Moderate: The security has average fundamental predictability and/or average price volatility.
• High: The security has lower-than-average fundamental predictability and/or higher-than-average price volatility.
• Speculative: The security has very inconsistent fundamental predictability and/or very high relative price volatility.

Ratings Distribution (6/30/09):

Coverage Universe
Outperform (Buy)
Neutral (Hold)
Underperform (Sell)

%of
Universe

56%
44%

0%

Investment
Banking Clients (a)
Outperform (Buy)
Neutral (Hold)
Underperform (Sell)

%of
Rating Group

5%
0%
0%

(a) Related to services provided within the past 12 months.

Additional information on companies in a research report, including financial models, is available on request. Boeuning & Scattergood, Inc. does and
seeks to do business with companies covered in its research reports. As a result, Investors should be aware that they firm may have a conflict of
interest that could affect the objectivity of this report. This report is not a complete analysis of every material fact representing company, industry or
security mentioned herein. The information has been obtained from sources believed reliable, but is not necessarily complete and is not guaranteed.
The reports are prepared for general information only and do not have regard to the specific investment objectives, financial situation or the particular
needs of any specific person who may receive this report. The information is not to be relied upon in substitution for the exercise of independent
judgment. It is recommended that Investors seek fmancial advice regarding the appropriateness of investing in any securities or investment strategies
discussed in any report and should understand that statements regarding future prospects, eamings estimates and forecasts may not be realized. This
communication shall not be deemed to constitute an offer, or solicitation on our part with respect to the sale or purchase of any securities. Securities
and fmancial instruments mentioned herein may not be qualified for sale in all states. Opinions are subject to change without notice and reflect the
opinion at its original date of publication. Boenning & Scattergood may have issued a trading opinion that may have identified a short term trading
opportunity that may differ from the analyst's stock rating which is based on the expected return over a 12-month period. Boeuning & Scattergood
may trade for their own accounts as market maker, may have a long or short position in any securities of this issuer or related investments, and/or
may be the opposite side of public orders. This firm or its officers, directors, stockholders, employees and clients, in the normal course of business,
may have, acquire or sell a position including options, if any, in the securities mentioned. Boenning & Scattergood may also act as underwriter,
placement agent, advisor, or lender to an issuer mentioned herein.
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Water price increases accelerate in 2009, with rates up 9% globally from
2008 levels; Trend confirms positive investment thesis for water stocks.

Investment Summary: In many parts of the world, water prices remain well below the
actual "all-in" cost ofproviding a reliable source of clean, safe drinking water and
collecting & treating wastewater for re-introduction into the environment. While this
lack offinancial self-sufficiency can slow the rate of capital investment in the industry
and acts as a moderator ofgrowth throughout the water sector, more and more water
systems are achieving full-cost pricing as water rates continue to rise. Indeed, with data
from both Global Water Intelligence (GWI) and the Us. Government indicating that
water rates outpaced inflation again in 2009, more rational water pricing policies are
likely to be a key enabler of infrastructure investment in the years ahead and a vital
catalyst for technological innovation in areas such as desalination and metering. For
utilities and providers of water-related equipment & technology, pricing gains are an
important sign that the industry is on its way toward realizing its investment potential.

Key Points:

• Water rates rose 8.7% in 2009 according to Global Water Intelligence (GWl), which
recently published its authoritative annual survey of worldwide water pricing trends;
GWI's data are consistent with water pricing data provided by the u.s. Government.

• This continues a multi-year trend of robust water pricing gains, underscoring the need
for infrastructure investment and supporting the investment thesis for water stocks.

• With much of its infrastructure in dire need ofrehabilitation, Europe has the world's
highest water prices, including a whopping $34 per 1,000 gallons in Copenhagen.

• Importantly, many cities in the developing world saw their first ever meaningful price
increases, an important step in the road to reliable provision of safe drinking water.

• 2009 prices far outpaced inflation, reinforcing the investment thesis for both sides of
the water sector - investor-owned utilities and providers of equipment & technology.

• For listed water utilities seeking rate increases, the data offer important confirmation
of the need for full-cost pricing, while water-related equipment providers will benefit
as water utilities invest these enhanced revenue streams in their critical infrastructure.

Boenning & Scattergood: Ticker Recent MktCap Revenue Daily PIE
Water Coverage Universe Symbol Price ($MM) ($MM) Volume (2010E)

Ameron International AMN $67 $614 $668 156,680 16.3x

American Water Works, Inc. AWK $20 $3,474 $2,337 708,933 13.6x

Badger Meter Company BMI $39 $576 $280 143,853 20.2x

Connecticut Water Service, Inc. CTWS $23 $197 $61 13,696 21.8x

Consolidated Water Company CWCO $15 $221 $60 60,258 18.5x

Energy Recovery, Inc. ERIT $6 $287 $52 326,152 28.6x

Gorman-Rupp Company GRC $24 $405 $331 51,793 23.6x

Layne Christensen LAYN $29 $560 $1,008 188,084 31.3x

Lindsay Manufacturing LNN $36 $445 $336 341,812 26.4x

Middlesex Water Company MSEX $16 $211 $91 34,804 19.4x

Mueller Water Products MWA $6 $672 $1,859 3,736,595 96.2x

Northwest Pipe Company NWPX $34 $313 $440 89,639 14.9x

Aqua America WTR $16 $2,186 $627 928,737 17.7x

Watts Water Technologies WTS $32 $1,156 $1,459 232,770 21.8x

York Water Company YORW $15 $166 $33 37,354 21.x

October 26, 2009
Industrials

Boenning & Scattergood:
Water Coverage Universe

Ameron International
(AMN-NYSE)

American Water Works, Inc.
(AWK-NYSE)

Aqua America, Inc.
(WTR-NYSE)

Badger Meter, Inc.
(BMI-NYSE)

Connecticut Water Service, Inc.
(CTWS-NASDAQ)

Consolidated Water Company
(CWCO-NASDAQ)

Energy Recovery, Inc.
(ERII-NASDAQ)

The Gorman-Rupp Company
(GRC-AMEX)

Layne Christensen
(LAYN-NASDAQ)

Lindsay Corporation
(LNN-NYSE)

Middlesex Water Company
(MSEX-NASDAQ)

Mueller Water Products, Inc.
(MWA-NYSE)

The Northwest Pipe Company
(NWPX-NASDAQ)

Watts Water Technologies
(WTS-NYSE)

The York Water Company
(YORW-NASDAQ)

Ryan M. Connors
610.832.5217
rconnors@boenninginc.com

Michael G. Roomberg
610.862.5337
mroomberg@boenninginc.com
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Continuing multi-year trend, water prices outpace inflation yet again in 2009.

No issue better highlights the link between water & wastewater utilities and providers of water

related infrastructure than full-cost pricing. Indeed, full-cost pricing, which refers to charging

for the complete cost of water services (including treatment, storage, conveyance, maintenance,

capital costs, regulatory compliance, customer service; and more) is a vital prerequisite to the

broadly-defined "water sector" ultimately realizing its long-term investment potential. Only

through improved pricing will utilities be able to raise the funds required make the capital

investments that form the core of the investment case for providers of water-related equipment,

while enhanced pricing also translates into stronger growth and superior returns on capital for

utilities themselves. In short, investors looking at any of the water sector's various sub-themes

need to be in tune with trends in worldwide water pricing. Water prices rose 8.7% globally in

2009 according to Global Water Intelligence's (GWI) annual authoritative survey of trends in

water pricing, as prices gains accelerated from 2008 (+6.7%) and continue to outpace inflation.

Water rates rose 9% in
2009, as prices gains
accelerated from 2008
(+7%) and continued to
outpace global inflation.

Water Prices Continue to Rise Worldwide, Though Regional Discrepancies Persist

2009 Water Price Increases: Selected Regions 2009 Water Prices": Selected Countries

16%

14%

12%

10%

8%

6%

4%

2%

0%

IJ!i!) 2006 IJ!i!) 2007 0 2008 0 2009

- - - Global Inflation (2009)

$33.43

*per 1,000 gallons

$0.34

World N.A. E.U. APAC Denmark U.K. U.S.A. China India

Source: Global Water Intelligence; Boenning& Scattergood

Ultimately, any investment in the water sector (whether in shares of a water utility or a water

related equipment/technology provider) amounts to a bullish bet on the long-term value ofwater

resources. As in other commodity areas, including energy, base metals, and agriculture, an

increase in the price of water will not only benefit those actually monetizing the commodity, but

will also spur demand for products geared toward bringing new supply to market and/or helping

to promote more efficient consumption. Because water does not trade on a financial exchange,

water rates are a useful barometer of its perceived worth, and recent trends confirm that water's

value is on the rise and provide compelling support for our positive view of the sector's long

term fundamentals. For investor-owned water utilities, pricing gains set the stage for continued

success in recouping a fair return on capital for infrastructure investments via the regulated

return framework. Providers of water-related equipment and technology also benefit - albeit

indirectly - from higher prices at the tap (higher rates represent enhanced revenue streams for

utilities looking to fund equipment purchases). For both groups of companies, the trend toward

more rational pricing policies by water utilities represents a critical long-term growth driver.

The trend toward more
rational pricing policies
represents a critical long
term driver for companies
in the water industry.
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Water Pricing Trends & Analysis: Selected Nations

Selected Nations with Above Average Water Prices
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With their demanding populations, aging infrastructure
issues, and affluent ratepayers, advanced economies

tend to have some of the world's highest water prices.

These nations also aren't bashful about raising water rates

where necessary, with most contining to implement price

increases. Even in Denmark, which has far and away the

world's highest water rates, pricing is up 4% this year.

Denmark Germany France U.K. Australia Czech Rep. Canada Poland

Source: Global WaterIntelligence

Selected Nations with~ Average Water Prices

"Combined Water& Wastewater
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Other advanced economies use general taxes to fund

water infrastructure programs, keeping water rates low,
while developing economic giants like China and India

have some of the world's lowest water pricing systems.

In both cases, low prices exacerbate supply/demand
discrepancies by failing to provide adequate incentives for
more efficient consumption. Still, in a positive sign, many

of these areas accelerated their rate increases in 2009.

Spain Japan Turkey Italy Korea Mexico China India

Source: Global WaterIntelligence "Combined Water & Wastewater
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Water Pricing Trends & Analysis: Selected Global Cities

Water Prices & Trends: Selected International Cities
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At the local level, massive water pricing discrepancies persist:
Copenhagen residents pay US$34 per 1,000 gallons of water,

while in Karachi water costs a mere US$O.l1 per 1,000 gallons.

Cities with low water rates registered some of the largest
price increases in 2009, a welcome development. Still,
prices in these areas remain a long way from reflecting

the complete cost of reliably delivering clean, safe water.
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Copenhagen Basel Essen

Source: Global WaterIntelligence

London Calgary New Dehli Ho Chi Minh Shanghai Mumbai Karachi

Water Prices & Trends: Selected U.S. Cities
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Even within individual countries, water prices can

vary significantly from one municipality to the next:
Prices in San Diego are five times those in Chicago.

$14

$12
$11.89 $11.55

The rate of change in water prices varies significantly among
U'S, cities as well, with some holding water prices constant

in 2009 and others raising rates by double-digit percentages.
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Source: Global Water Intelligence
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Water Services Universe: Fundamentals
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Water Services Universe: Financial Metrics
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Boenning & Scattergood Water & Industrials Coverage Universe
(Fordetailed research on any of these companies, contact Boenning & Scattergood)

American Water Works, Inc. (AWK) Outperform
RecentPrice:

12MPriceTarget:

2009E:

2010E:

$20

$26

$1.35

$1.50

Company Description: Serving a population of over 15 million
and operating in 32 states, American Water Works is the largest

water utility services company in the United States. Head
quartered in Voorhees, NJ, the company was formerly publicly

traded and re-entered the public markets with its April 2008IPO.

Key Investment Points:

02010 Outlook: Rate relief to continue hitting
P&L as RWE divestiture continues.

oAWK continues to recognize rate relief.
oRegulatory relations much improved.
oRWE "overhang" to dissipate over time.

oRefocused on core business, company poised
for above-trend earnings growth.

-Continued aggressive rate case program.
opush to end "under-earning" on rate base.
oAcquisitions back as part of strategy.

oRecent successful share offerings underscore
compelling investment case for AWK.

oJune 4: Prices 30 million shares at $17%.
oAugust 13: 35 million shares at 19%.
oUWs exercise green-show on both deals.

Revenue By Market
2008: $2.3 BIn

Neutral

*Based onFwdPIEoj 19x;Risksinclude co. Jailing to meetourEPSestimate and/or shares Jailing to trade toourtarget multiple.

Ameron International Corporation (AMN)
,..---------------------.....,

RecentPrice:

12MPriceTarget:

2009E:

2010E:

$67

N/A

$2.65

$3.65

Company Description: Ameron International provides highly
engineered products and materials for a range of industrial end
markets, including infrastructure, transportation, oil & gas, and
petrochemical. The company also has substantial interests in a

number of joint ventures, notably in the Middle East.

Key Investment Points:

02010 Outlook: Negative EPS momentum in the
near-term, recent gains minimize upside.

oMacro headwinds impacting all segments.
oTAMCO steel mini-mill largely idle.
oRecent pullback justified in our view.

oWeak steel market creates significant
headwinds for TAMCO joint venture.

oTAMCO is AMN's SoCal steel mini-mill.
oCurrently producing at very low levels.
oProfitability likely to remain depressed.

o Fiberglass Pipe unit benefiting from ship
building market, but backlogs being worked off.

oProducts sold into shipbuilding market
higher mgn, creating positive mix effect.
oShip order cancellations rare, but backlogs
being worked down; Downturn likely.

Revenue By Segment
2008: $650 MIn
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Boenning & Scattergood Water & Industrials Coverage Universe
(For detailed research on any of these companies, contact Boenning & Scattergood)

OutperformAqua America, Inc. (WTR)
....-----------------------,Recent Price:

12MPrice Target:

2009E:

2010E:

$16

$21

$0.84

$0.95

Company Description: Aqua America, the nation's largest
publicly traded water utility, provides potable water and

wastewater services to 2.5 million customers in its core market of
Pennsylvania as well as in Florida, Illinois, Indiana, Maine, North

Carolina, New Jersey, New York, Ohio, Texas, and Virginia.

Key Investment Points:

-2010 Outlook: Rate relief positions Aqua for
return to growth after a few lackluster years.

- Fell short of 10% EPS growth tgt. in 2008.
-'08 rate cases will return growth trajectory.
-Recently received improved DSIC status.

-Aqua America the industry standard; Peers
emulate company's successful strategy.

-Combo of rate base growth & acquisitions.
- Robust CapEx supports continued growth.
-Track record justifies premium valuation.

- Acquisitions: Augmenting Growth &
Diversifying the Company Geographically.

-Focus on "hub-and-spoke" acquisitions.
- Focus on faster-growth Sun Belt States.
-Geographic diversity offsets regional risks.

Revenue By Market
2008: $625 Min

*Based on FwdPIEof25x; Risks includeco.failing to meetour EPS estimate and/orshares failing to tradeto our targetmultiple.

Badger Meter, Inc. (BMI) Neutral

Revenue By Segment
2008: $280 Min

Description: Badger Meter produces water metering
ontrol technologies for use in residential, commercial,

rial applications. Headquartered in Milwaukee, WI, the
ny serves two primary end-markets: Utility, which
ents about 75% of revenue, and Industrial (-25%).

Recent Price: $39 Company

12MPrice Target: N/A and flowc
and indust

2009E: $1.80 compa
2010E: $1.75 repres

Key Investment Points:

-2010 Outlook: Top-line proving resilient, but
copper may become headwind in 2010.

- Utility biz relatively recession resistant.
- Industrial metering more susceptible.
-Copper: Tailwind YTD; Headwind soon?

- Adoption of metering technology presents
sizeable market opportunity.

-13 million U.S. households lack meters.
-75 million are still manual read.
- Higher water prices drive AMR adoption.

-Top-line growth, margin improvement likely to
drive long-term earnings growth.

-Secular dynamics should drive top-line.
-Shift towards higher-margin products.
-Still, industry not immune to downturn.

8
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Boenning & Scattergood Water & Industrials Coverage Universe
(For detailed research on any of these companies, contact Boenning & Scattergood)

Connecticut Water Service, Inc. (CTWS) Outperform
RecentPrice: $23

12M PriceTarget: $23

2009E: $1.10

201OE: $1.05

Company Description: Headquartered in Clinton, CT,
Connecticut Water Service, me. is an investor owned regulated
water utility holding company serving a population of roughly
290,000entirely within the state of Connecticut. In addition, the
company provides some non-regulated water-related services.

Key Investment Points:

- 2010 Outlook: Connecticut Water takes unusual
step of requesting rate reduction; 2010rate case?

-Lower D&A expense to offset lower rates.
- Impact on CF offset by infra. surcharge.
-Improves reg. relations ahead of rate case.

- Acquisition program a consistent source of
customer growth.

- Acquisitions provide incremental growth.
- CT has 500 independent water systems.
-Co, track record a force for acquisitions.

- Heavy exposure to residentiallfire protection
customers a plus in difficult environment.

-85% exposure to residential/fire protection.
-Demand is highly recession resilient.
-Conservation could impede growth.

Revenue By Market
2008: $62 MIn

Outperform

"Based on FwdPIEof23x; Risksincludeco.failing to meetourEPS estimate and/orshares failing to trade to our target multiple.

Consolidated Water Company (CWCO)
....---------------------...,

RecentPrice:

12M PriceTarget:

2009E:

2010E:

$15

$20

$0.78

$0.78

Company Description: Consolidated Water provides potable
water in areas where fresh water sources are scarce, including the
Cayman Islands, the British Virgin Islands, and the Bahamas. The
company serves retail customers as a traditional water utility and

also supplies utility customers through its "bulk" business.

Key Investment Points:

- 2010 Outlook: BVI situation finally coming to a
head; Enabling company to look forward.

-Initial ruling against CWCO's interests.
- Still, IV contributing losses, so resolution
of situation likely to be accretive to EPS.

.-Overall, Consolidated Water offers a desal play
with an attractive business model.

-Capital committed on signed contracts.
-Long-term inflation-hedged concessions.
-Low tax rates add to returns on capital.

- Potential imposition of income tax in Cayman
Island looms; Potentially a meaningful negative.

-Caymans faced fiscal crisis in early 2009.
- UK government came thru with $50B loan;
Now agitating for adoption of income tax.
-Consolidated Water's current tax rate 0%.

Revenue By Segment
2008: $66 MIn

"Based on FwdPIEof26x; Risksincludeco. failing to meetourEPS estimate and/orshares failing to trade to our targetmultiple.

9
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Boenning & Scattergood Water & Industrials Coverage Universe
(For detailed research on any of these companies, contact Boenning & Scattergood)

Neutral
Company Description: Headquartered in San Leandro,

California, Energy Recovery manufactures energy reduction
devices for use in seawater desalination facilities. The company's

primary product line is the Pressure Exchanger (PX)device,
which has a leading market share in this niche industry.

Energy Recovery, Inc. (ERII)
r----------------------...,RecentPrice: $6

12MPriceTarget: $-

2009E: $0.12

2010E: $0.20

Key Investment Points:

-2010 Outlook: After tough 2009 that included
guidance cut, debate centers on 2010 desal mkt.

-ERI slashed 2009 EPS guidance from $0.09
$0.13 to $0.17-$0.21 on project delays.
-GWI believes 2009 a peak for desal market.

-Global Desal capacity has been expanding
briskly for over a decade.

-Credit crunch has had limited impact.
-Most projects are built out of necessity.
-Reverse Osmosis the dominant method.

- Potential win in Melbourne offsets potential
loss to Pump Engineering, Inc. on Mactaa.

-Melbourne, Australia: 411,000cm3/day.
-Mactaa, Algeria: 500,000cm3/day.
- Neither official, but rumors swirling.

2008 Market Share Breakdown

Neutral
Company Description: Gorman-Rupp manufactures a wide

variety of pumps and related components, roughly 75% of which
are used to move water for one purpose or other. Key end
markets include municipal, industrial, fire protection, OEM,

petroleum, construction, government, and military.

Gorman-Rupp Company (GRC)
.-------------------------,RecentPrice: $24

12MPriceTarget: N/A

2009E: $1.06

2010E: $0.85

Key Investment Points:

- 2010 Outlook: Combo of macro headwinds and
higher internal costs to pressure profits.

-Macro headwinds buffeting end-markets
-Turbine exhaust business at risk in 2010
- Expanded facilities to raise overhead

-Gorman-Rupp has a track record of delivering
"best in class" financials over course of cycle.

- Margins stack up well versus comps.
- Returns on capital also impressive.
-Low debt minimizes financial risk.

- Macro headwinds present near-term risk to
earnings in 2009 and into 2010.

-Cyclicality of industrial markets a factor.
-Profitable contract manufacturing business
(gas-fired turbine components) at risk.

Revenue By Market
2008: $330 MIn

10
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Boenning & Scattergood Water & Industrials Coverage Universe
(For detailed research on any of these companies, contact Boenning & Scattergood)

Layne Christensen Company (LAYN)
...-------~-------------...,

RecentPrice:

12MPriceTarget:

201OE:

2011E:

$29

N/A

$0.60

$0.70

Key Investment Points:

-2010 Outlook: Min-Ex could show nice yly
comps in 2010,but Energy likely to offset.

-Rebound in copper a big plus for Min-Ex.
-Still, Energy results buoyed in 2009by fwd
gas sales, which twilight in March 2010.

- Attractive three-pronged portfolio positions
Layne for long-term growth.

- A portfolio of resource driven businesses.
- Water leveraged to infra-rehab trends.
- MinEx attractive play on commodities.

-Concerns over municipal WaterlWastewater
infrastructure spending overblown.

- 70% of Water Infra. sales to W/WWapps.
-Most funding from water bills (not taxes).
- Funding relatively resilient in recession.

Revenue By Segment
2008: $870 MIn

Neutral

"Based on Fwd PIE oj 13x;Risks includeco. jailing to meetour EPS estimateand/orsharesjailing to tradeto our targetmultiple.

Lindsay Corporation (LNN)
...---------------------...,

RecentPrice:

12MPriceTarget:

2009E (FYE 8/30):

2010E (FYE 8/30):

$36

N/A

$1.11

$1.45

Company Description: Headquartered in Omaha, NE, the
Lindsay Corporation provides irrigation systems for the domestic

and international agricultural industries. The company's
principal product line is its Center Pivot Irrigation systems,

which it markets under the Zimmatic brand name.

Key Investment Points:

-2010 Outlook: After phenomenal year in 2008,
irrigation market back to earth in 2009.

- Unit shipments rumored down 40-50%.
- Rebates also pressuring profitability.
-Could be years before 2008highs revisited.

-Water efficiency push to drive long-term
demand for advanced irrigation systems.

- Agriculture uses 70% of potable water.
- Improving efficiency a central focus.
-Center-pfvot irrigation systems are a high-
ROI water conservation solution.

-Still, with ag commodities not participating in
rally, cyclical upturn for 2010 not assured.

-Com left out of 2009 commodity rebound.
- USDA reduces Farm Income estimates.

Revenue By Segment
2008: $475 MIn

11
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Boenning & Scattergood Water & Industrials Coverage Universe
(For detailed research on any of these companies, contact Boenning & Scattergood)

OutperformMiddlesex Water Company (MSEX)
......--------------------....,

RecentPrice: $16

12MPriceTarget: $18

2009E: $0.70

2010E: $0.78

Key Investment Points:

- 2010 Outlook: Maj or NJ rate case sets stage for
return to solid growth trajectory in 2010.

- August 17: Middlesex Water files $15.1
million rate case in core NJ territory.
-Co. also received solid 10%ROE in DE.

-Rate relief positions MSEX for strong near-term
financial performance.

- Received rate relief in Delaware system.
- Improved O&M ratio performance.
-9% rate increase recently passed in NJ.

- New Jersey regulatory climate likely to improve
in years ahead.

- NJBPU traditionally fairly challenging.
- Prospect of NJ DSIC mechanism approval.
- Improved odds for granted ROE increase.

Revenue By Market
2008: $62 MIn

*Based onFwdPIEof22x; Risks include co.failingtomeetourEPSestimate andlor shares failingto trade to our target multiple.

Mueller Water Products (MWA) Neutral
RecentPrice: $6

12MPriceTarget: N/A

2009E: ($0.35)

2010E: $0.15

Key Investment Points:

- 2010 Outlook: Macro headwinds, leveraged
financial structure weigh on per shareearnings.

- 2009 a difficult year for MWA markets.
- Sharecount significantly increased due to
offering, limiting per share earnings power.

-Leveraged balance sheet could lead to dilution
for existing common shareholders.

-Liabilities exceed tangible asset base.
- Balance sheet needs to be restructured, but
it remains unclear how this will play out.

-Aging infrastructure upgrades will take place,
but should remain a slow, gradual process.

-Spending "tsunami" unlikely near-term.
- Stimulus helps, but woefully insufficient
given magnitude of infrastructure needs.

Revenue By Segment
2008: $1.9 Bin
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Boenning & Scattergood Water & Industrials Coverage Universe
(For detailed research on any of these companies, contact Boenning & Scattergood)

OutperformNorthwest Pipe Company (NWPX)
.-----------------------.....,

RecentPrice:

12MPrice Target:

2009E:

2010E:

$34

$38

$1.10

$1.85

Company Description: Northwest Pipe provides large-diameter,
high-pressure pipeline systems for water-regulated applications.
With ten production facilities spread across the U.S. and Mexico,

NW Pipe is well-positioned across North America as water
infrastructure upgrades continue to become a critical issue.

Key Investment Points:

02010 Outlook: Water Transmission solid,
Tubular Products' natural gas exposure a risk.

-Water Trans. backlog resilient in 2009.
-Tubular segment under severe headwinds
due to steep decline in nat gas rig count.

- Water Transmission Market Primed for
Sustained Growth in Project Activity.

oWestern population growth a driver.
oInfrastructure replacement in the East.
oST lumpy growth, LT steady increase.

-Broad Operating Footprint Positions Northwest
Pipe to Compete for Projects Nationwide.

-Facilities from West Virginia to Oregon.
-Can compete in nearly all U.S. markets.
- Insulates co. from regional econ. risks.

Revenue By Segment
2008: $475 MIn

*Based onFwdPIE of17x;Risksinclude co.failingtomeetourEPSestimate andlor shares failingto trade toourtarget multiple.

Outperform
Company Description: Watts Water Technologies provides water
safety and flow control products for commercial and residential

applications, with a focus on the "code-approved" market.
Headquartered in North Andover, MA, Watts reports results in

three segments: North America, Europe, and China.

Watts Water Technologies (WTS)
...---------------------....,

RecentPrice: $32

12MPriceTarget: $38

2009E: $1.25

2010E: $1.45

Key Investment Points:

- 2010 Outlook: Cost cuts and lower input costs
set stage for substantial earnings leverage.

oRestructuring savings roughly $0.25/share.
- Aggressive LEAN implementation.
-Copper to become a mgn tailwind in 2H09.

-Still, weakness in Residential/Commercial
construction markets a challenge near-term.

- Non-Rez in particular a 09-10headwind.
-Company taken steps to lean operations.
- Relatively clean balance sheet a plus.

- Valuation creates compelling Reward/Risk
opportunity for long-term investors.

-WTS shares trade at 15x normalized EPS.
-This compares with long-term average P/E
multiple range of 12x to 24x.

Revenue By Market
2008: $1.5 BIn

"Based onFwdPIE of26x;Risksinclude co. failingtomeetourEPSestimate andlor shares failingto trade toour target multiple.
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B&S Water Digest: Past Topics and Back Issues

Each month, Boenning & Scattergood publishes the B&S Water Digest, a unique investment journal focused on the

fundamentals of the water industry. Each edition dissects a timely topic of relevance for investors looking at the water services

sector, including detailed background information & charts and original, independent analysis & commentary.

September 2009: Late push for 2009 Water Bill stalls in California legislature, but State will ultimately have to
act - creating opportunities for key solutions providers.

I! August 2009: Aging water infrastructure rehabilitation will likely remain a frustratingly slow process, but leak
detection technologies a compelling growth area.

I! July 2009: Water Reuse: Why this "hidden source" ofwater supply is increasingly perceived as a mainstream
complement to traditional water resources.

June 2009: Fluid Handling Primer: An in-depth look at the end-markets, applications, competitive dynamics,
and leading players in the global pump industry.

May 2009: GE Water a major player globally, but often overlooked as a small piece ofhuge GE pie; We take an
in-depth look at GE Water portfolio, strategy.

April 2009: Guide to Water ETFs: We view passive investing as ill-suited to water sector, but analyze available
products and recommend "least ofevils. "

March 2009: Municipal Water Utilities: Our survey oflarge muni systems yields key insight into the outlookfor
capital spending budgets, rates, and more.

I! February 2009: International Water Stocks: A "Roadmap" for Equity Investors Seeking Water-Related
Investment Opportunities Outside ofthe United States.

I! January 2009: 2009 Outlook: Infrastructure investment theme may finally be nearing an inflection point; Also,
our in-depth 2008 water sector performance review.

I! December 2008: Emerging concept of "Virtual Water" illustrates magnitude of industrial water consumption;
Industrial water efficiency solutions a growth area.

November 2008: An in-depth look at the state and direction ofthe water industry from the perspective ofone of
the nation's largest municipal water systems, the Philadelphia Water Department.

October 2008: Water prices continue to outplace inflation worldwide, as utilities continue to push towards a
standard offull-cost pricing,' Trend underscores the investment thesis for the water sector.

I! September 2008: The Top 5: Our ranking of the Water Equipment & Technology Sector's Most Compelling
Themes; Metering, Desalination, Irrigation Top the List.

I! August 2008: As increasing water scarcity worldwide drives adoption ofmechanized irrigation systems, makers
ofCenter Pivot systems among beneficiaries.

July 2008: Legislative Update: An in-depth look at current water-related legislative initiatives - State and
Federal - and their likely impact on the industry.

I! June 2008: The commodity boom hits water: A look at the surging value ofwater rights; we profile ten water
stocks flying below the market's radar.

I! May 2008: Short Selling in the Water Sector: Why shorting water stocks outright is fraught with peril, and how
market neutral strategies can help to mitigate riskfor those interested in betting on declines.

Il!i April 2008: Climate Change & The Water Sector: An in-depth look at compelling investment ideas for investors
looking to position their portfolios for ongoing changes in the environment.

Il!i March 2008: Compelling options exist for valuing water utility shares despite industry's negative free cash
flow position; We analyze pros & cons ofvarious valuation methodologies.

I! February 2008: Infrastructure rehabilitation remains a key growth driver for water sector despite perceived
municipal credit issues; 'Asset Management' products to lead the way near-term.
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III DISCLOSUREApPENDIX

Note: Please refer to http://www.boenningandscattergood.comlcontent/content.aspx?cid=6.4 for
analyst certifications, important disclosures regarding possible conflicts of interest, ratings
definitions, ratings distribution, recommendation histories, and other disclosures concerning the
recommendations referenced herein. Alternatively, call 800-883-1212 or write to Boenning &
Scattergood, Inc. at Four Tower Bridge, 200 Barr-Harbor Drive, West Conshohocken, PA
19428to the attention ofthe analyst listed on the front page ofthis report.
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With Federal stimulus dollars (finally) flowing, a look at the water industry
niches being targeted and which companies are best positioned to benefit.

Investment Summary: Ridiculed throughout much of2009 as "the anti-stimulus" due
to its unintended consequences, the American Recovery and Reinvestment Act of 2009
(ARRA) appears to finally be having a tangible positive impact on demand for water
related infrastructure products and services. Indeed, both official figures and anecdotal
observation suggest that funds are being released and ARRA-related projects are being
put out for bid. While stimulus spending will be short-lived (all funds must be disbursed
by September 2010 -less thana year away) and will not have a sustained impact on the
industry, it nonetheless provides a timely source of demand given that budgets remain
constrainedfor municipal water authorities. Our analysis offunding priorities indicates
that wastewater treatment and water metering are two niches in particular that will
experience a short-term boost in demand as stimulus funds are finally deployed over the
next nine months. In this edition ofthe B&S Water Digest, we examine the likely impact
offederal stimulus on the water industry in 2010, including a look at which industry
niches and specific companies are best positioned to benefit as ARRAfunds are let.

Key Points:

• Our analysis of the American Recovery and Reinvestment Act (ARRA) indicates that
approximately $12 billion is earmarked for water-related infrastructure projects.

• The most targeted piece of this funding, roughly $6 billion, is being disbursed via the
State Revolving Funds (SRFs), with $4 billion reserved for wastewater initiatives.

• While ARRA has been ridiculed as "anti-Stimulus" throughout 2009, official data and
anecdotal indicators suggest disbursement has begun to accelerate in recent weeks.

• The impact of ARRA spending on the water sector as a whole will likely be marginal,
but certain targeted industry niches will see disproportionate spending allocations.

• Metering and secondary wastewater treatment technology are two such areas, with our
analysis indicating that each accounts for more than 35% of relevant SRF funding.

• Badger Meter (BMI), Layne Christensen (LAYN), and Gorman-Rupp (GRC) are three
companies that should see a meaningful boost in demand given this spending mix.

Boenning & Scattergood: Ticker Recent MId Cap Revenue Daily PIE
Water Coverage Universe Symbol Price ($MM) ($MM) Volume (2010E)

Ameron International AMN $58 $536 $668 122,258 15.5x

American Water Works, Inc. AWK $22 $4,665 $2,337 2,405,090 15.3x

Badger Meter Company BMI $36 $541 $280 130,906 18.9x

Connecticut Water Service, Inc. CTWS $23 $192 $61 20,293 20.5x

Consolidated Water Company CWCO $13 $193 $60 81,154 16.8x

Energy Recovery, Inc. ERII $6 $291 $52 250,926 38.7x

Gorman-Rupp Company GRC $25 $416 $331 46,686 23.9x

Layne Christensen LAYN $26 $509 $1,008 111,805 28.4x

Lindsay Corporation LNN $35 $434 $336 341,604 29.4x

Middlesex Water Company MSEX $16 $218 $91 46,179 20.lx

Northwest Pipe Company NWPX $26 $238 $440 100,359 18.3x

Pure Technologies, Ltd PUR-V $4 $130 $26 21,000 NM

Aqua America WTR $16 $2,187 $627 1,590,315 17.9x

Watts Water Technologies WTS $31 $1,152 $1,459 223,607 19.9x

York Water Company YORW $14 $182 $33 27,871 21.3x

November 30, 2009
Industrials

Boenning & Scattergood:
Water Coverage Universe
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(AMN-NYSE)

American Water Works, Inc.
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mroomberg@boenninginc.com
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Federal Stimulus Dollars (Finally) Begin to Flow in Recent Weeks.

Mocked through much of the year as "anti-Stimulus" by water industry insiders and observers,

the American Recovery & Reinvestment Act of2009 (ARRA) appears to finally be providing a

boost in water-related project activity. Indeed, both the official figures (which show funds

deployed nearly doubling in November to more than $500 million) and anecdotal indicators (we

are hearing increasing chatter from the channel that stimulus-related jobs are bidding out)

suggest that Federal stimulus as a demand driver in the water infrastructure market has moved

from concept to reality in recent weeks. Although we continue to believe that the impact of such

spending on the water sector as a whole will be marginal and (importantly) does not consititute

a sound long-term investment thesis, certain industry niches are likely to see disproportionate

levels of funding, creating opportunities for companies whose product lines are aligned with the

Federal spending priorities. By analyzing where spending has been concentrated in major states,

we have identified several key areas that should receive a sizeable share of ARRA funding.

Water-Related Federal Stimulus: An Overview

Mocked throughout 2009
as "anti-Stimulus", ARRA
appears to finally be pro
viding a boost in water
related project activity.

Total Federal ARRA Allocation for
Water-Related Projects:

Drinking Water State Revolving Funds
Cumulative Disbursement ($M, YTD)

- Project Awarded - Under Construction

0+------.-------,-----.------.---'

7/27/09 8/24/09 9/21/09 10/19/09 11/16/09

February 2010
Target: $2 BIn

200

400
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1000

Source: us Dept.ofAgriculture,US Environmental Protection Agency, US ACE, Boenning & Scattergood

More than half of the ARRA spending that we estimate is earmarked for water infrastructure

projects will be funneled through the already established State Revolving Fund (SRF) programs.

These include $4 billion via the Clean Water SRF (wastewater) and $2 billion via the Drinking

Water SRF (potable water). The SRF programs provide low-cost loans for eligible projects, and

the $6 billion allocation in 2009 is on top of the usual $1-$2 billion in annual funding available

through these programs. Also adding to the stimulatory effect of the ARRA additions to the SRF

programs is the fact that the typical 20% mandatory matching requirement for SRF funds has

been waived for the incremental ARRA funds. Water-related funding in the ARRA package also

includes $3.7 billion for rural water and wastewater infrastructure (in the form ofloans or grants

for projects in towns of 10,000 people or less) and more than $3 billion for the Army Corps of

Engineers for major public works projects that often incorporate water-related infrastructure

components such as large-scale fluid handling systems. Overall, while ARRA is by no means a

panacea for the industry's recent woes, it does represent a meaningful near-term demand driver.

Much of the ARRA
spending earmarked for
water projects will be
funneled through State
Revolving Funds (SRFs).
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Focus on State Revolving Funds: Some Regions More Equal than Others.

With the bulk of ARRA-related funding (and the lion's share of spending relevant to companies
in our coverage universe) being funneled through the State Revolving Funds, it is important for

investors to understand how SRF funding will be prioritized. Geographically, the stimulus funds
will not necessarily be evenly distributed, with the Midwest (24%) and Northeast/Upper Mid

Atlantic (34%) receiving more than half ofthe wastewater spending and the West Coast faring

better in drinking water (20%) than on the wastewater side (14%). Such regional discrepancies

are important given that the water sector remains highly fragmented and many key players in

the industry are stronger in some regions and weaker in others. The Gorman-Rupp Company,

for example, is well positioned to benefit from the spending mix given its strength in wastewater
applications and its exceptional market presence in the eastern half of the country, where more

than 75% of CWSRF funds are likely to be deployed. Headquartered in southern Indiana and

with 15 of 18 branches in the east, Layne Christensen's Reynolds unit is also well positioned.

CW/DW State Revolving Fund Allocations by Geographic Region

Reg0naldfficrepandes
matter given that many
key industry players are
stronger in some regions
and weaker in others.

TheAmerican
Recovery and
ReinvestmentAct
(ARRA) provides up
to $4 billion to the
CWSRFand$2 billion
to theDWSRF. These
funds aretransferred
to eligible projects
through stateSRF's.

Clean Water State Revolving Fund (CWSRF):
Created in 1987, the CWSRF funds water quality

protection projects for wastewater treatment,
pollution control and watershed management.

Source: Environmental Protection AgenClj, B&S

LEGEND

CWSRF

DWSRF

As of11/30/09,60%
of CWSRFand50% of
DWSRFfunds have
been awarded. The
map at left indicates
each region's share of
totalallocated funds.

Drinking Water State Revolving Fund (DWSRF):
Created by the Safe Drinking Water Act, the DWSRF
finances utilities' infrastructure improvements and
specializes in small, disadvantaged communities.

Several key dates loom for projects seeking ARRA funding, regardless of region. Projects must

be identified by 2/17/2010 to be considered eligible for consideration under ARRA, providing
local authorities less than three months to file the requisite paperwork (a compressed time

period given that it is inclusive of the 2009-2010 holiday season). Another date - and one that
is perhaps of more importance to investors - is September 2010. This is the point by which all

water-related ARRA funds must be disbursed. This date lies at the core of why we see Federal

stimulus as a welcome source of incremental near-term demand during a difficult time for the
industry, but not as a significant and sustained industry driver over the intermediate-term.

Indeed, with all funds to be disbursed in less than a year's time, the twilight phase of the

program is nearly upon us and investors and industry insiders are already looking for "what

comes next" after the Federal spending runs out. The answer hinges on the outlook for state and

local government budgets in the 2010-2011 fiscal year (which so far is not looking good).

All ARRA-related funds
earmarked for the water
industry must be dis
bursed by Sept. 2010
less than a year away.
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Metering, Wastewater Treatment among Areas of Focus for ARRA Spending.

While "water infrastructure" seems at first blush a narrowly defmed component of the stimulus

package incapable of further refinement, the reality is that these funds will go toward a wide

range of water projects including pipelines, treatment, metering, and storage. Given that actual

spending priorities will have a significant impact on which companies see the greatest benefit

from federal spending, this further level of granularity is highly relevant for investors examining

ARRA's effect on the industry. In order to provide a snapshot of which applications are being

prioritized in the ARRA process, we took a detailed look at how SRF allocations have been

divvied up so far in the all-important state of California in order to establish a rough proxy for

which industry niches are likely to see disproportionate levels of spending nationally. Although

there will be state-by-state differences and non-SRF funding sources may be prioritized

differently, we believe this analysis provides useful (if imperfect) insight for investors seeking

to determine which water industry niches are best positioned to benefit from federal stimulus.

Projected ARRA Spending Deployment by Application

The majority of ARRA funds earmarked for water infrastructure will flow through the national Clean
Water State Revolving Fund (CWSRF)and the Drinking Water State Revolving Fund (DWSRF).
Money provided through ARRA is incremental to standard Federal allocations to each program.

To get a proxy for likely
naljonalpriorilje~ we
took a detailed look at
how funds are being
divvied up in California.

DWSRF
Allocationtt

Sources: Environmental Protection AgenClj, California SWRCB, B&Sestimates; tProjected, based on national historical allocations
:f:tProjected, based onactual current allocation in State ofCalifornia, which we believe toberepresentative ofnational breakdown

On the wastewater (CWSRF) side, treatment technology has been far and away the greatest area

of focus in California, with nearly 60% of total spending going to either secondary or advanced

wastewater treatment. With the actual wastewater treatment system business highly fragmented

(and at any rate with many key players bottled-up inside huge conglomerates), investors seeking

to benefit from this focus on treatment infrastructure should focus on the E&C side of the

business, where Layne Christensen's Reynolds unit has a strong presence. Wastewater treatment

plants also require significant fluid handling systems, and Gorman-Rupp is strong in this area.

On the drinking water (DWSRF) side, Watermetering has been an area of focus, garnering more

than 35% of SRF funding. This benefits key industry players such as Badger Meter (BMI) and

Roper Industries (ROP). Storage (reservoirs) and distribution/conveyance (pipes/pipelines) are

also priorities in California, with 40% of funding targeted for these areas. Companies such as

Ameron International (AMN) and Northwest Pipe (NWPX) are likely to see increased demand

for their long-distance water transmission products as a result the state's focus on this area.

Wastewater treatment
and metering are areas
of focus in California,
likely foreshadowing
national spending trends.
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Water Services Universe: Fundamentals

HVAC; Oil & Gas Infrastructure
~ FuefStorage . .

~eleco?, ~Netw0rking Soluti()ns
Other Industrial Sys",te"ms,.'., I

Floor Heating Technology
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Water Services Universe: Financial Metrics

6
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Boenning & Scattergood Water & Industrials Coverage Universe
(Fordetailed research on any ofthese companies, contact Boenning & Scattergood)

American Water Works, Inc. (AWK) Outperform
RecentPrice:

12M PriceTarget:

2009E:

20lOE:

$22

$26

$1.33

$1.45

Company Description: Serving a population of over 15 million
and operating in 32 states, American Water Works is the largest

water utility services company in the United States. Head
quartered in Voorhees, NJ/ the company was formerly publicly

traded and re-entered the public markets with its April 2008 IPO.

Key Investment Points:

-2010 Outlook: Rate relief to continue hitting
P&L as RWE divestiture continues.

- AWK continues to recognize rate relief.
- Regulatory relations much improved.
-RWE fully divested, a positive for PIE?

-Refocused on core business, company poised
for above-trend earnings growth.

-Continued aggressive rate case program.
- Push to end "under-earning" on rate base.
- Acquisitions back as part of strategy.

- November 17 offering eliminates RWE owner-
ship position; Underscores compelling thesis.

-Nov. 16: Final RWE offering announced.
- Nov. 17:AWK shares surge 6% on news.
-Nov. 17:Deal prices at close despite rally.

Revenue By Market
2008: $2.3 BIn

Neutral

"Based on FwdPIEof 19x;Risks includeco.failing to meetour EPS estimateand/orshares failing to tradeto our targetmultiple.

Ameron International Corporation (AMN)...-----------------------.RecentPrice:

12M PriceTarget:

2009E:

20lOE:

$58

N/A

$2.65

$3.50

Company Description: Ameron International provides highly
engineered products and materials for a range of industrial end
markets, including infrastructure, transportation, oil & gas/ and
petrochemical. The company also has substantial interests in a

number of joint ventures, notably in the Middle East.

:=:======~==~==::::::;
Key Investment Points:

-2010 Outlook: Negative EPS momentum in the
near-term, recent gains minimize upside.

-Macro headwinds impacting all segments.
-TAMCO steel mini-mill largely idle.
-Recent pullback justified in our view.

-Weak steel market creates significant
headwinds for TAMCO joint venture.

-TAMCO is AMN/s SoCal steel mini-mill.
-Currcntly producing at very low levels.
- Profitability likely to remain depressed.

- Fiberglass Pipe unit benefiting from ship-
building market, but backlogs being worked off.

-Products sold into shipbuilding market
higher mgn, creating positive mix effect.
-Ship order cancellations rare, but backlogs
being worked down; Downturn likely.

Revenue By Segment
2008: $650 Min
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Boenning & Scattergood Water & Industrials Coverage Universe
(For detailed research on any of these companies, contact Boenning & Scattergood)

OutperformAqua America, Inc. (WTR)
r------------------~....;...-____.

RecentPrice:

12MPrice Target:

2009E:

201OE:

$16

$21

$0.78

$0.90

Company Description: Aqua America, the nation's largest
publicly traded water utility, provides potable water and

wastewater services to 2.5 million customers in its core market of
Pennsylvania as well as in Florida, Illinois, Indiana, Maine, North

Carolina, New Jersey, New York, Ohio, Texas, and Virginia.

Key Investment Points:

02010 Outlook: Recent rate case in key home
state of Pennsylvania a focus point for investors.

oRate case filed November 18 wi PA PUc.
oResolution anticipated third quarter 2010.
0$43 million in total rate relief requested.

-Aqua America the industry standard; Peers
emulate company's successful strategy.

oCombo of rate base growth & acquisitions.
oRobust CapEx supports continued growth.
oTrack record justifies premium valuation.

oAcquisitions: Despite recent "Pruning", 2009
Analyst Day confirms commitment to deals.

oSome fear Aqua deal machine slowing.
oCorpDev chief Chris Luning emphatically
reiterates commitment to acquisitions.

Revenue By Market
2008: $625 Min

*Based onFwd PIEof25x; Risks includeco. failing to meetour EPS estimate andlorshares failing to trade to our target multiple.

Badger Meter, Inc. (BMI) Neutral

Revenue By Segment
2008: $280 MIn

Description: Badger Meter produces water metering
ontrol technologies for use in residential, commercial,

rial applications. Headquartered in Milwaukee, WI, the
ny serves two primary end-markets: Utility, which
ents about 75% of revenue, and Industrial (-25%).

RecentPrice: $36 Company

12MPrice Target: N/A and flow c
and indust

2009E: $1.80 compa
2010E: $1.75 repres

Key Investment Points:

02010 Outlook: Top-line proving resilient, but
copper may become headwind in 2010.

oUtility biz relatively recession resistant.
oIndustrial metering more susceptible.
oCopper: Tailwind YTD;Headwind soon?

oAdoption of metering technology presents
sizeable market opportunity.

013 million U.S. households lack meters.
075 million are still manual read.
oHigher water prices drive AMR adoption.

oTop-line growth, margin improvement likely to
drive long-term earnings growth.

oSecular dynamics should drive top-line.
oShift towards higher-margin products.
oStill, industry not immuneto downturn.

8
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Boenning & Scattergood Water & Industrials Coverage Universe
(For detailed research on any of these companies, contact Boenning & Scattergood)

Connecticut Water Service, Inc. (CTWS) Outperform
Recent Price:

12M Price Target:

2009E:

2010E:

$23

$23

$1.10

$1.10

Key Investment Points:

- 2010 Outlook: Connecticut Water takes unusual
step of requesting rate reduction: 2010rate case?

-Lower D&A expense to offset lower rates.
- Impact on CF offset by infra. surcharge.
-Improves reg. relations ahead of rate case.

- Acquisition program a consistent source of
customer growth; Eventual move beyond CT?

-Acquisitions provide incremental growth.
-CT has 500 independent water systems.
-Co. track record a force for acquisitions.

- Heavy exposure to residentiallfire protection
customers a plus in difficult environment.

-85% exposure to residential/fire protection.
- Demand is highly recession resilient.
-Conservetion could impede growth.

Revenue By Market
2008: $62 MIn

Outperform

"Based onFwdPIEof23x;Risksinclude co. failingtomeetourEPS estimate andlor shares failing to trade toour target multiple.

Consolidated Water Company (CWCO)
.----------------------,

Recent Price:

12M Price Target:

2009E:

201GE:

$13

$20

$0.68

$0.80

Company Description: Consolidated Water provides potable
water in areas where fresh water sources are scarce, including the
Cayman Islands, the British Virgin Islands, and the Bahamas. The
company serves retail customers as a traditional water utility and

also supplies utility customers through its "bulk" business.

Key Investment Points:

-2010 Outlook: BVI situation finally coming to a
head; Enabling company to look forward.

-Initial ruling against CWCO's interests.
-Still, JV contributing losses, so resolution
of situation likely to be accretive to EPS.

-Overall, Consolidated Water offers a desal play
with an attractive business model.

-Capital committed on signed contracts.
-Long-term inflation-hedged concessions.
-Low tax rates add to returns on capital.

- Potential imposition of income tax in Cayman
Island looms; Potentially a meaningful negative.

-Caymans faced fiscal crisis in early 2009.
- UK government came thru with $50Bloan;
Now agitating for adoption of income tax.
-Consolidated Water's current tax rate 0%.

Revenue By Segment
2008: $66 MIn

"Based onFwdPIEof26x;Risksinclude co. failing tomeetourEPS estimate andlor shares failing to trade toourtarget multiple.

9
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Boenning & Scattergood Water & Industrials Coverage Universe
(Fordetailed research on any of these companies, contact Boenning & Scattergood)

Neutral
Company Description: Headquartered in San Leandro,

California, Energy Recovery manufactures energy reduction
devices for use in seawater desalination facilities. The company's

primary product line is the Pressure Exchanger (PX) device,
which has a leading market share in this niche industry.

Energy Recovery, Inc. (ERII)
r----------------------...,RecentPrice: $6

12MPrice Target: $-

2009E: $0.08

2010E: $0.16

Key Investment Points:

- 2010 Outlook: After tough 2009 that included
guidance cut, debate centers on 2010 desal mkt.

- ERI slashed 2009 EPS guidance from $0.09
$0.13 to $0.17-$0.21on project delays.
-GWI believes 2009 a peak for desal market.

-Global Desal capacity has been expanding
briskly for over a decade.

-Credit crunch has had limited impact.
- Most projects are built out of necessity.
- Reverse Osmosis the dominant method.

- Debate rages among investors as to how rock-
solid PX's competitive advantage really is.

-Common wisdom says PX is tops in field,
but inroads by competitors raise eyebrows.
-Focus on margin line; Can ERI sustain?

2008 Market Share Breakdown

Neutral
Company Description: Gorman-Rupp manufactures a wide

variety of pumps and related components, roughly 75% of which
are used to move water for one purpose or other. Key end
markets include municipal, industrial, fire protection, OEM,

petroleum, construction, government, and military.

Corman-Rupp Company (GRC)
r----------------------.....,Recent Price: $25

12MPrice Target: N/A

2009E: $1.06

2010E: $0.85

Key Investment Points:

-2010 Outlook: Combo of macro headwinds and
higher internal costs to pressure profits.

- Macro headwinds buffeting end-markets
-Turbine exhaust business at risk in 2010
- Expanded facilities to raise overhead

-Gorman-Rupp has a track record of delivering
''best in class" financials over course of cycle.

- Margins stack up well versus comps.
- Returns on capital also impressive.
- Low debt minimizes financial risk.

- Macro headwinds present near-term risk to
earnings in 2009 and into 2010.

-Cyclicality of industrial markets a factor.
- Profitable contract manufacturing business
(gas-fired turbine components) at risk.

Revenue By Market
2008: $330 MIn
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NeutralLayne Christensen Company (LAYN)
r----------------------.....,

Recent Price:

12M Price Target:

2010E:

2011E:

$26

N/A

$0.60

$0.70

Company Description: Headquartered in Mission Woods,
Kansas, Layne Christensen provides products and services for

the water, metals mining, and energy industries. The company is
organized into three business units: Water Resources, Mineral

Exploration and Geoconstruction, and Energy.

Key Investment Points:

-2010 Outlook: Min-Ex could show nice y/y
comps in 2010,but Energy likely to offset.

-Rebound in copper a big plus for Min-Ex.
-Still, Energy results buoyed in 2009by fwd
gas sales, which twilight in March 2010.

- Attractive three-pronged portfolio positions
Layne for long-term growth.

- A portfolio of resource driven businesses.
- Water leveraged to infra-rehab trends.
- MinEx attractive play on commodities.

-Concerns over municipal WaterlWastewater
infrastructure spending overblown.

- 70% of Water Infra. sales to W/WW apps.
-Most funding from water bills (not taxes).
-Reynolds biz well positioned for stimulus.

Revenue By Segment
2008: $870 MIn

Neutral
Company Description: Headquartered in Omaha, NE, the

Lindsay Corporation provides irrigation systems for the domestic
and international agricultural industries. The company's

principal product line is its Center Pivot Irrigation systems,
which it markets under the Zimmatic brand name.

$35

N/A

$1.11

$1.45

2009E (FYE 8/30):

Recent Price:

2010E (FYE 8/30):

12M Price Target:

Lindsay Corporation (LNN)
..---------------------,

Key Investment Points:

-2010 Outlook: After phenomenal year in 2008,
irrigation market back to earth in 2009.

- Unit shipments rumored down 40-50%.
- Rebates also pressuring profitability.
-Could be years before 2008 highs revisited.

-Water efficiency push to drive long-term
demand for advanced irrigation systems.

- Agriculture uses 70% of potable water.
- Improving efficiency a central focus.
-Center-pivot irrigation systems are a high-
ROI water conservation solution.

-Still, with ag commodities not participating in
rally, cyclical upturn for 2010 not assured.

-Corn left out of 2009 commodity rebound.
- USDA reduces Farm Income estimates.

Revenue By Segment
2008: $475 MIn
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OutperformMiddlesex Water Company (MSEX)
.-----------------------....,RecentPrice:

12M PriceTarget:

2009E:

201OE:

$16

$18

$0.70

$0.80

Company Description: Middlesex Water Company is a regulated
water utility providing water and wastewater services for over
100,000 customers, primarily in Middlesex County, New Jersey
and throughout the state of Delaware. The total population of

served by the Middlesex Water Company is over 400,000.

Key Investment Points:

- 2010 Outlook: Maj or NJ rate case sets stage for
return to solid growth trajectory in 2010.

- August 17: Middlesex Water files $15.1
million rate case in core NJ territory.
-Co. also received solid 10% ROE in DE.

- Middlesex Water "walking-the-Talk" of geo-
graphic expansion beyond core NJ franchise.

- Delaware now 20% of consolidated sales.
- Recent forays into NC, PA small, but
provide platforms for future growth.

-New Jersey regulatory climate likely to improve
in years ahead; Finally a surcharge mechanism?

- NJBPU traditionally fairly challenging.
- Prospect of NJ DSIC mechanism approval.
- Improved odds for granted ROE increase.

Revenue By Market
2008: $62 MIn

*Based onFwdPIEof22x; Risksinclude co.failing to meetourEPS estimate andlorshares failing to trade to our targetmultiple.

NeutralNorthwest Pipe Company (NWPX)
,..-----------------------,RecentPrice:

12MPriceTarget:

2009E:

2010E:

$26

N/A

$0.48

N/A

Company Description: Northwest Pipe provides large-diameter,
high-pressure pipeline systems for water-regulated applications.
With ten production facilities spread across the u.s. and Mexico,

NWPipe is well-positioned across North America as water
infrastructure upgrades continue to become a critical issue.

Key Investment Points:

-2010 Outlook: Recent dip in backlog a concern
for investors; 4Q bookings will be critical.

- Backlog stands at $125 million as-of 9/30,
well below 6/30 level ($190 million).
-Booklngs in 4Q key to 2010 EPS power.

- Water Transmission Market Primed for
Sustained Growth in Project Activity.

- Western population growth a driver.
- Infrastructure replacement in the East.
eST lumpy growth, LT steady increase.

- Board investigating accounting practices vis-a
vis revenue recognition; Details unclear.

-Investigation announced November 12th•

- Management mum pending outcome.
- Uncertainty to remain overhang on stock.

Revenue By Segment
2008: $475 MIn

12
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Outperform.
Recent Price:

(For detailed research on any of these companies, contact Boenning & Scattergood)

Pure Technologies, Ltd. (PUR.V)
.-------------------....;.......;...--.....,

$4

12M Price Target: $5

2009E: ($0.01)

2010E: $0.06

Key Investment Points:

-2010 Outlook: Continued adoption of signature
technologies positions Pure for growth.

- SoundPrint AFO,SmartBall product lines
continue to gain traction in marketplace.
- Recent contract win in San Diego additive.

-Pure Tech. offers rare concentrated exposure to
attractive "Infrastructure Diagnostics" space.

- Water utilities looking to "Spend Smarter."
-Sets stage for growth in area of monitoring
infrastructure to proactively detect issues.

- Increasing prevalence of recurring"data-based"
revenue streams a positive for margins.

-Ongoing data collection and interpretation
provides "perpetuity" revenue streams.
-This aspect of business highly profitable.

Revenue By Segment
2009E: $62 Mln

12-month target derived from3-yr$7.50 target of25x 3-year forward EPSest.of$0.30discounted back at23% perannum;
Risksinclude co. failing tomeetourEPS estimate and/or shares failingto trade toourtarget multiple; All figures Canadian dollars

Outperform
Company Description: Watts Water Technologies provides water
safety and flow control products for commercial and residential

applications, with a focus on the "code-approved" market.
Headquartered in North Andover, MA, Watts reports results in

three segments: North America, Europe, and China.

Watts Water Technologies (WTS)
.-------------------....;.......;...--.....,

Recent Price: $31

12M Price Target: $38

2009E: $1.45

2010E: $1.55

Key Investment Points:

-2010 Outlook: Cost cuts and lower input costs
set stage for substantial earnings leverage.

-Restructuring savings roughly $0.25/share.
- Aggressive LEAN implementation.
-Copper to become a mgn tailwind in 2H09.

-Still, weakness in Residential/Commercial
construction markets a challenge near-term.

- Non-Rez in particular a 09-10headwind.
-Company taken steps to lean operations.
- Relatively clean balance sheet a plus.

-Valuation creates compelling RewardlRisk
opportunity for long-term investors.

-WTS shares trade at 15x normalized EPS.
-This compares with long-term average PIE
multiple range of 12x to 24x.

Revenue By Market
2008: $1.5 Bln

"Based onFwdPIEof26x;Risksinclude co. failing to meetourEPSestimate and/or shares failing to trade to ourtarget multiple.
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Outperform
Company Description: The York Water Company is an Investor
Owned Utility (IOU) providing potable water for approximately

56,000 customers in south-central Pennsylvania, primarily in
York County. The total population of served by the company's

integrated water system is more than 160,000.

$14

$18

$0.70

$0.73

RecentPrice:

2009E:

2010E:

12MPriceTarget:

The York Water Company (YORW)
r-----------------------,

Key Investment Points:

- 2010 Outlook: Recent rate increase to help
company expand earnings despite recession.

-Recently granted a 17% rate increase.
-Will help resume upward earnings trend.
-Low rate structure provides an oppt'y.

- Strong Demographic trends in South-Central
Pennsylvania enable organic growth.

-South Central PA a Baltimore "exurb."
-MD anti-growth initiatives fueling PA.
-Recession easing this trend temporarily.

- Strong earnings growth & best-in-class
profitability justify valuation premium.

-Growth opps. propel premium valuation.
-Track record of reliable execution.
-Bolt-on acquisition opportunities abound.

Revenue By Market
2008: $62 Min

"Based on FwdPIEof24x; Risks includeco.failing to meetour EPS estimateandlorsharesfailing to tradetoour targetmultiple.
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B&S Water Digest: Past Topics and Back Issues

Each month, Boenning & Scattergood publishes the B&S Water Digest, a unique investment journal focused on the

fundamentals of the water industry. Each edition dissects a timely topic of relevance for investors looking at the water services

sector, including detailed background information & charts and original, independent analysis & commentary.

October 2009: Water price increases accelerate in 2009, with rates up 9% globally from 2008 levels; Trend
confirms positive investment thesis for water stocks.

• September 2009: Late push for 2009 Water Bill stalls in California legislature, but State will ultimately have to
act - creating opportunities for key solutions providers.

• August 2009: Aging water infrastructure rehabilitation will likely remain a frustratingly slow process, but leak
detection technologies a compelling growth area.

• July 2009: Water Reuse: Why this "hidden source" ofwater supply is increasingly perceived as a mainstream
complement to traditional water resources.

• June 2009: Fluid Handling Primer: An in-depth look at the end-markets, applications, competitive dynamics,
and leading players in the global pump industry.

May 2009: GE Water a major player globally, but often overlooked as a small piece ofhuge GE pie; We take an
in-depth look at GE Water portfolio, strategy.

April 2009: Guide to Water ETFs: We view passive investing as ill-suited to water sector, but analyze available
products and recommend "least ofevils. "

March 2009: Municipal Water Utilities: Our survey oflarge muni systems yields key insight into the outlook for
capital spending budgets, rates, and more.

• February 2009: International Water Stocks: A "Roadmap" for Equity Investors Seeking Water-Related
Investment Opportunities Outside ofthe United States.

• January 2009: 2009 Outlook: Infrastructure investment theme may finally be nearing an inflection point; Also,
our in-depth 2008 water sector performance review.

• December 2008: Emerging concept of "Virtual Water" illustrates magnitude of industrial water consumption;
Industrial water efficiency solutions a growth area.

November 2008: An in-depth look at the state and direction ofthe water industry from the perspective ofone of
the nation's largest municipal water systems, the Philadelphia Water Department.

October 2008: Water prices continue to outplace inflation worldwide, as utilities continue to push towards a
standard offull-cost pricing; Trend underscores the investment thesis for the water sector.

• September 2008: The Top 5: Our ranking of the Water Equipment & Technology Sector's Most Compelling
Themes; Metering, Desalination, Irrigation Top the List.

• August 2008: As increasing water scarcity worldwide drives adoption ofmechanized irrigation systems, makers
ofCenter Pivot systems among beneficiaries.

• July 2008: Legislative Update: An in-depth look at current water-related legislative initiatives - State and
Federal - and their likely impact on the industry.

• June 2008: The commodity boom hits water: A look at the surging value ofwater rights; we profile ten water
stocks flying below the market's radar.

• May 2008: Short Selling in the Water Sector: Why shorting water stocks outright is fraught with peril, and how
market neutral strategies can help to mitigate risk for those interested in betting on declines.

April 2008: Climate Change & The Water Sector: An in-depth look at compelling investment ideas for investors
looking to position their portfolios for ongoing changes in the environment.

March 2008: Compelling options exist for valuing water utility shares despite industry's negative free cash
flow position; We analyze pros & cons ofvarious valuation methodologies.

15
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II DISCLOSURE ApPENDIX

Note: Please refer to http://www.boenningandscattergood.comlcontent/content.aspx?cid=6.4 for
analyst certifications, important disclosures regarding possible conflicts of interest, ratings
defmitions, ratings distribution, recommendation histories, and other disclosures concerning the
recommendations referenced herein. Alternatively, call 800-883-1212 or write to Boenning &
Scattergood, Inc. at Four Tower Bridge, 200 Barr-Harbor Drive, West Conshohocken, PA
19428 to the attention of the analyst listed on the front page ofthis report.

Note: Pure Technologies, Ltd. (PUR-V) financial information is listed in Canadian dollars.
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American Water Works Company, Inc. (AWK/NYSE)
July 1, 2009

Michael Gaugler, 212-702-6539 gauglerm@bmur.com

Christopher Noon, 212-702-6623 noonc@bmur.com

$19.11
$23.23 - 16.22

174.56
$3,335.88

1.71

Price
52-WeekHigh/Low
Shares Outstanding (mm)
Market Cap. (mm)
Average DailyVolume (mm)

Initiating Coverage with Buy Rating, $28 Target Price Initiating Coverage at Buy
Investment Summary Target Price:$28

We are initiating coverage on the shares of American Water Works with a Buy rating and
$28 target price, based on a PIE multiple of 19x our 2010 EPS estimate of $1.44.
American Water Works is the largest investor-owned drinking water and wastewater
utility in the United States, as measured by both operating revenue and population
served. The company completed its IPO in the spring of 2008, returning to the NYSE after
having been owned by German parent RWE AG since 2003. New and expected rate-case
filings, coupled with increased capex and acquisitions should lead to significant growth in
coming years. We recommend investors seeking both income and capital appreciation
begin building positions at current levels.

Discussion
Growth through rate-case activity is already yielding tangible results. When RWE
acquired American Water Works in 2003, it agreed not to file for rate increases in
several states for three years in order to gain approval for the transaction. The end
of those agreements has enabled the company to file for significantly higher rates
across a wide swath of its service territory. In our opinion, the positive impacts of
recent and future rate case activity will take several years to complete, leading to
above-average organic revenue and earnings growth relative to the water utility
peer group.
Increased capital expenditures should provide additional upside. American Water
Works is uniquely positioned for future growth. After the company successfully
"catches up" in its bid for higher rates not obtained during the blackout period that
spanned 2003-2006, it should be able to continue filing for higher rates based on
increased capex, which languished during the RWEyears.
Goodwill impairment charges are likely finished. American Water Works came
public with approximately $2.5 billion in goodwill on its balance sheet. That amount
was reduced significantly in 2008 and 2009. We believe rising earnings and stable
industry valuations will resuits in higher share prices, which should keep the share
prices at or above levels necessary to avoid future charges.
Acquisitions could positively impact forward estimates. Prior to ownership by
RWE, American Water Works was an active acquirer of utility systems, with
transaction values close to $40 million (on average) during the 1996-2002 period.
The announced acquisition of systems in the Trenton, New Jersey area in December
2007 indicates to us that the company plans to become more active in expanding its
operational footprint.

EPS FY08A FY09E FYI0E
Mar $0.08 $0.19A $0.18
Jun $0.30 $0.38 $0.40
Sep $0.55 $0.53 $0.55
Dec $0.23 $0.29 $0.31
FY $1.16 $1.39 $1.44

Consensus $1.32 $1.46

PIE 16.5x 13.7x 13.2x
FY Rev. (mm) $2,337.0 $2,564.3 $2,755.0

Source: BigChorts.com

Valuation - Based on the results of our summary valuation analysis, we are initiating

coverage on the shares of American Water Works with a Buy rating and $28 target price,

based on the shares attaining a level of 19x our 2010 EPS estimate of $1.44. If we judge

the shares by 3 criteria - dividend yield, long term growth and valuation relative to the

U.S. water utility peer group, the shares of American Water Works rank as the most

attractive from current share price levels.

Risks - weather, acquisition integration, regulatory environment, additional equity

offerings, potential goodwill impairments and changes in interest rates.

Please see important disclosures beginning on page 13 of this document. 1
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INVESTMENT THESIS

We are initiating coverage on the shares of American Water Works with a Buy rating and $28 target

price, based on a PIE multiple of 19x our 2010 EPS estimate of $1.44. American Water Works is the

largest investor-owned drinking water and wastewater utility in the United States, as measured by both

operating revenue and population served. Our positive investment thesis is fueled by five drivers:

1) Rate-case activity and favorable regulatory environment should drive significant growth for at least

the next several years. American Water Works is in the processoffiling significant rate cases acrossits

geographic footprint. Prior to 2008, rate-case activity had been minimal due to the company's

acquisition by German utility operator RWE in 2003. As a condition for approval of the RWE purchase

of American Water Works, it agreed not to file for rate increasesin several states for three years. The

end of those agreements has now been reached, and the American Water Works is aggressivelyfiling

for significantly higher rates across a wide swath of its service territory. In our opinion, the positive

impacts of previous and future rate-caseactivity will take several years to complete, leading to above

averageorganic revenue and earnings growth relative to the water utility peer group.

Benefits from rate-case filings and favorable regulatory environments in major service territories are

already occurring; the State of New Jersey, where American Water Works is headquartered (and also

its biggestcontributor of revenues and earnings on a state-by-state basis) recently awarded American

Water Works a 15.2%increase. In the State of Pennsylvania, a November ballot initiative created $400

million for water and wastewater projects, with disbursement of funds to be through low interest

loans (at expected rates of 1.0-1.5%). Pennsylvania also offers a DSIC (Distribution System

Infrastructure Charge) mechanism that allow utilities to pass through to customers the rate on and

return of the capital needed to replace water and wastewater infrastructure on a periodic basisand

outside the normal rate case process. In California, the California Public Utility Commission has

recently set a return on common equity for the three 'Class A" water utilities - California Water

Service Company (CWT $36.84, Buy), California-American Water Company, a subsidiary of American

Water Works, and Golden State Water Company, a subsidiary of American StatesWater (AWR$34.64,

Buy) of 10.20%, and a temporary interest rate balancing account as an enhanced risk-reduction

feature to aid these operators during the current market environment. Combined, the States of New

Jersey, Pennsylvania and California accounted for 53% of American Water Works' 2008 regulated

revenues. We believe the macro and micro environment for continued support from the regulatory

bodies overseeing the industry will continue and improve, particularly due to (1) the recent federal

stimulus plan targeting infrastructure, which will be distributed as low interest loans at least partly

through the various State Drinking Water Funds, and (2) a continuation of the previous trend of

improving regulatory practices. For clarity, a substantial portion of the planned stimulus won't be

spent on water industry projects. That said, even a small amount diverted to the industry (the

American Water Works Association (AWWA) Government's Affairs Office has calculated that at least

$10 billion worth of drinking water projects would be "shovel ready" within 120 days of receiving

funding, and as high as $40 billion if the time frame were extended to two years) would be quite

substantial.

2) Increased capex investments should provide a "one-two" punch for earnings growth. After the

company successfully "catches up" in its bid for higher rates not obtained during the blackout

period that spanned 2003-2006, it should be able to continue filing for higher rates based on

increased capex spending, which languished during the RWE years. As we mentioned previously in

this report, the macro and micro environments are extremely favorable for increased levels of

infrastructure spending by the industry overall and particularly for American Water Works. If the

company chooses to target its spending across both its biggest and most favorable regulatory

regions, it should be able to maximize its opportunities to access low interest project financing

while recovering its investments with a favorable return in a timely manner, both through the

ratemaking and DSIC mechanisms.

Brean Murray, Carret & Co. EquityResearch 2
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3) A substantial amount of the goodwill on the balance sheet has been removed. American Water

Works came public on April 23, 2008 with approximately $2.5 billion in goodwill on its balance sheet.

That amount has been reduced significantly since then, as the company recorded impairment charges

of $750 million and $450 million in its 1Q08 and 1Q09 results, respectively, based on the market price

and trading levels after the IPO. Also contributing to the impairment calculations was a decline in the

fair value ofthe company's debt due to increased market interest rates.

We expect accelerating revenues and earnings will make the valuation of the equity more attractive

and drive the share price higher, to a point where the company would close the valuation gap

relative to its peer group, decreasing the likelihood of future impairment charges.

4) Acquisitions could positively impact forward estimates. Prior to ownership by RWE, American

Water Works was an active acquirer of utility systems, with transaction values close to $40 million

(on average) during the 1996-2002 period (Exhibit 1). Under the current management team, we

expect the company to return to its acquisitive nature to augment its anticipated growth from

higher rates. Proof of this mindset has already materialized; the announced acquisition of systems

in the Trenton, New Jersey area in December 2007 (with a transaction value estimated to be

between $80 million and $100 million) indicates to us that the company plans to become more

active in expanding its operational footprint. Looking forward, deteriorating conditions at the

municipal level (lower tax receipts from declining macroeconomic conditions, coupled with

previous growth in municipal debt relative to population and disposable income growth) could push

more systems into the hands of larger operators like American Water, and potentially at attractive

prices.

Exhibit 1: Acquisitions

American Water Works Historical
Acquisitions

lZ0

100

u;- 80
c:
~
~
g 40

Sources: Company Reports, Brean Murray, Carret & Co. estimates

5) Valuation has become compelling. Sincethe IPO,the shares of American Water Works have traded

in range spanning $16.53-23.65, and below the $21.50 IPO price for the majority of the period. We

believe this has occurred for several reasons; nervousness surrounding potential goodwill

impairment charges, the share overhang to be sold from RWE AG; poor overall equity market

conditions in general, and a lack of visibility (for the first several months as a publicly traded equity)

as to how state regulators were going to treat American Water Works when they came in for rates.

The risk profile with many of these issues has lessened, in our opinion; goodwill (from the IPOlevel

of $2.5 billion) has been halved, and regulators appear to have been fair (if not generous) in the

rate casesthat have already settled. With regard to poor overall market conditions in general, we

note that while many industry sectors continue to decline or have at best stabilized, the water

utility group has performed rather well recently (Exhibit 2).

Brean Murray, Carret & Co. Equity Research 3
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Exhibit 2: Water Utilities vs. the S&P 500

~TER UTILITIES vs SliP 500
(Jun 23, 2008 TO Jun 24, 2009)
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Source: Baseline

Water utilities offer fairly predictable earnings and dividends given their monopoly status in regulated

operations, and the shares of American Water are now trading at a substantial discount to their closest

peer (Aqua America -- WTR $17.90, Buy). We believe a discount is warranted for several reasons. Aqua

America maintains among the highest operating margins among the U.S. publicly traded water utility

equities. Aqua America also does not have substantial goodwill on its balance sheet, nor is there a

controlling shareholder waiting in the wings to sell a large stake as soon as is practicable. We have

assigned a 30% discount to the valuation of American Water Works shares relative to Aqua America's,

for the aforementioned reasons. Should circumstances change in these three areas (RWE is able to

completelydivest its position, the majority of goodwill is removed from the balance sheet and American

Water Works achieves comparable operating margins), we would revisit the discount percentage we

have assigned for target price purposes. In Exhibit 3 we detail the consensus current and forward EPS

estimates for the companies listed, along with our expected PIE derived share price trading ranges.

Based on the results of our fundamental and summary valuation analysis, we are assigning a $28 target

price on the shares of AWK. We consider the shares an excellent addition to investor portfolios with the

requisite patience to hold positions while the earnings potential unfolds. We note that the shares also

yield 4.3%, approximately 100 basis points higher than the next highest yielding water utility equity

within our peer group. If we judge the shares by three criteria - dividend yield, long-term growth and

valuation relative to the U.S. water utility peer group -- the shares of American Water Works rank as the

most attractive within the aforementioned group from current share price levels.

Brean Murray, Carret & Co. Equity Research 4
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Exhibit 3: Water Utility Camps

Water Utility Segment Comparisons

American Water Works Company, Inc. (AWK/NYSEj
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Source: Breon Murray, Carret& Co. estimates
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COMPANYOVERVIEW

Headquartered in Voorhees, New Jersey, American Water Works Inc. is the largest investor-owned

drinking water and wastewater utility in the United States, as measured by both operating revenue and

population served. Employing approximately 7,300 people, American Water Works operates in regulated

and non-regulated businesses which serve 32 states across the U.S. and Ontario, Canada (Exhibit 4).

Exhibit 4: Areas of Operation

RICAN RATIO

Source: American Water Works

Regulated

NOli-Regulated

Both

Corporate Headquarters

Brean Murray, Carret & Co. Equity Research

With more than 15 million residential, commercial, and industrial customers, AWK serves roughly 5% of
the U.S. population. Approximately 89% of the company's revenue is derived from its regulated
operations which serve 3.3 million customers in 20 states (for a complete breakdown of revenue
contribution by region, see Exhibit 5).

The regulated businessowns and operates the underlying physical assetsof various water systems and is
subject to economic regulation by each state's regulatory commissions. In 2008, the regulated business
generated approximately $2.1 billion in operating revenue. Of total regulated revenues, the states of
New Jerseyand Pennsylvania comprise almost 50%.

6
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American Water Works Company, Inc. (AWK/NYSE)

Exhibit 5: Regulated Revenue by State

AWK Regulated Revenue by State, 2008

Source: American Water Works

Although water system ownership and operation are monopolies in the markets they serve, pricing

power is limited by state regulatory agencies that authorize a return on equity for their specific

jurisdictions. This limits the amount of profit water utilities like American Water Works can earn. It does,

however provide consistency and visibility into future earnings if the utility operator files for rate

increases in a meaningful manner over time.

The United States water utility market is highly fragmented, with more than 50,000 individual water

systems serving the country. Approximately 16% of population is served by a publicly-traded water

utility like American Water Works; while the remainder is served by municipal or private owners (with

the bulk being municipalities). Many of these systems are small; approximately 47,000 serve less than

3,300 customers. Additionally, many of these small systems (particularly those owned by municipalities)

have not been maintained through regular pipe replacement and system upgrades in an attempt to keep

customer bill rates low. This has increased the average age of primary distribution pipe (fabricated from

ductile iron) to a point where significant spending in many cases is necessaryto restore system integrity.

Publicly traded water utilities like American Water Works seek to purchase these systems to augment

what are typically low organic growth rates (from increased customers via new residential construction

and through increased per capita usage) when system owners are inclined to sell. The publicly traded

water utility will then typically invest in the infrastructure (upgrading and replacing pipes and treatment

facilities) and then go to the requisite state regulatory authority to request higher rates. Typically, all

stakeholders benefit from this arrangement; the customers receive reliable water service through well

maintained infrastructure at a reasonable cost; the utility secures an adequate rate of return for its

shareholders, and the regulatory authority perpetuates its existence by providing oversight to a very

fragmented industry.

The list of publicly traded water utilities in the United States market is very limited, and only a few have

significant resources to consummate transactions of size. Within American Water Works geographic

footprint, Aqua America is the closet peer (both companies have regulated operations in Texas, Missouri,

Indiana, Illinois, Ohio, New York, Pennsylvania, New Jersey, Virginia, North Carolina, and Florida). Both

companies derive a significant portion of their revenues from the states of Pennsylvania and New Jersey.

American Water Works and Aqua America are also the two largest publicly traded water utilities as

measured by market capitalization.

7
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Outside of the aforementioned geographic region/states, American Water Works can also expect to

compete for acquisitions in the State of California with California Water Service Group, American States

Water, SJW Corp. and Southwest Water (SWWC$5.51, Hold). Also worthy of mention is that the State of

Texas is an area of intense interest for the U.S.-basedwater utility peer group; American Water Works,

American States Water, Southwest Water, SJWCorp. and Aqua America all have operations there.

The remaining 10%of revenues comes from the non-regulated business, which includes three segments:

1. The Contract Operations Group, which enters into public/private partnerships, including O&M

contracts for the provision of services to water and wastewater facilities for customers such as

municipalities and the United States military.

2. The Homeowner Services Group, which provides services to homeowners to protect against the

cost of repairing broken or leaking pipes inside and outside their homes.

3. The Applied Water Management Group, which works with customers to design, build, and operate

small water and wastewater treatment plants.

In 2008, the non-regulated business generated approximately $272 million in operating revenue. The

largest revenue contribution to the non-regulated segment is from the Contract Operations Group,

which provides a variety of services, including the aforementioned operation of water and wastewater

facilities of behalf of customers (Exhibit 6). This group also takes on specialty project work, and was

instrumental in making successful modifications to the Tampa Bay, Florida seawater desalination plant,

which prior to the company's involvement had not performed to expectations (American Water's joint

venture subsidiary American Water-Acciona Agua, LLC now operates the facility under a long-term

contract). Competition for the Contract Operations Group is limited to only a handful of players with the

requisite skill sets and resources, but is sufficient to keep operating margins from expanding significantly.

In the North American market, major competitors include Veolia Environnement (VE/VIE $29.54/€20.99,

Buy), CH2M Hill (private), United Water, a division of Suez Environnement, Severn Trent (private), and

Southwest Water.

Exhibit 6: Non-Regulated Revenues by Segment, 2008

Non-Regulated Revenues bySegment, 2008

I11III Contract
Operations

I11III Applied Water
Management

Service Line

Protection

I11III Other

Brean Murray, Carret &Co. EquityResearch

Source: American Water Works
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COMPANY HISTORY

The company was founded in 1886 as the American Water Works & Guarantee Company, for the purpose

of building and purchasing water systems in McKeesport, Pennsylvania. In 1935, the company was re

organized under its current name, and in 1947 became a publicly traded company on the New York Stock

Exchange. From this point on, the company began acquiring water utilities throughout the United States

until it was acquired by German utility RWE in 2003 and became a private company. RWE made the

acquisition with the intent to grow through further mergers and acquisitions, but as part of the regulatory

approval process, agreed not to file for rate case increases for specified periods of time in various states,

which have now expired. However, those few years have put the company at a significant rate-case lag.

Then in 2005, RWE decided to divest American Water through an initial public offering. The initial date for

the IPOwas set for the fall of 2007, but unfavorable macroeconomic conditions delayed the launch until

April 23, 2008, when American Water once again became a publicly traded company. 58 million common

shares were offered at $21.50. While it still owns 46.6% of the company (82 million shares), RWE plans on

selling its remaining interest through one or more secondary offerings assoon as practicable.

Exhibit 7: Major Shareholders

Insider Ownership
Institutional Investors
Estimated Retail Float
Total Shares Outstanding (MM)

Major Shareholders

RWE
Capital World Inl.estors
Capital GuardianTrust
Pietet Asset Management
Federated lmestrnent Management

Sources:Companyfilings, BigDough

KEY MANAGEMENT PERSONNEL

47.0%
34.0%
19.0%
174.5

% Held

46.60%
7.55%
1.94%
1.93%
1.66%

Estimated
Retail Float

19.0%

Institutional
Investors

34.0%

Brean Murray, Carret & Co. EquityResearch

Donald L Correll, President, Chief Executive Officer, and member of the Board of Directors. Mr. Correll

joined American Water on April 17, 2006 after spending the previous three years serving as President

and Chief Executive Officer and member of the board of directors of Pennichuck Corporation, a New

Hampshire-based water utility holding company. Prior to his time with Pennichuck, he spent 25 years

with United Water Resources, where he served as Chairman, President, and Chief Executive Officer from

1991 to 2001. He also sits on the board of various organizations, including the Environmental Financial

Advisory Board of the U.S. Environmental Protection Agency and the National Association of Water

Companies, and most recently as a board member of the U.S.Chamber of Commerce.

Ellen C. Wolf, Senior Vice President and Chief Financial Officer. Ms. Wolf previously held the title of CFO

of American Water Works from 1999 to 2003, at which time she went to work for USEC Inc., a global

energy company, serving as Vice President and Chief Financial Officer, before returning to American

Water in 2006. She also held various corporate accounting, finance, and business development positions

for Bell Atlantic and its subsidiaries from 1987 through 1999. Ms. Wolf sits on the board of directors of

C&D Technologies lnc., the National Association of Water Companies, and Water for People, a

humanitarian organization.

John S. Young, Chief Operating Officer. Mr. Young joined American Water in 1977 and has held various

operations, engineering, and executive positions, including Vice President of Engineering, Vice President

of Technical Services, and Vice President of Operations and Investment Performance. He also sits on the

board of directors of the American Water Works Association and serves on the National Drinking Water

Advisory Council.

9
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J,jiiWi,
($M, except per share data)
Fiscal year ends December 31

Rate or Rate or Rate or Rate or Rate or
1Q09 Margin 2Q09E Margin 3Q09E Margin 4Q09E Margin 2009E Margin

Operating Revenues 550.2 632.1 717.6 664.4 2,564.3
Operation and maintenance 314.4 57% 331.8 53% 369.6 52% 382.0 58% 1,397.8 55%
Depreciation and amortization 68.8 13% ,. 73.3 12% ,. 73.9 10% r 75.7 11%" 291.8 11%
General taxes 52.5 10%" 52.5 8%(1'" 50.9 7%" 51.2 8% ,. 207.1 8%
Loss (gain) on sales of assets (0.2) 0% - 0% - 0% - 0% ,. (0.2) 0%
Impainnent charges 450.0 82% - 0% - 0% 0%" 450.0 18%
Total operating expenses, net . 435.5 79% ,. 457.6 72% ,.. 494.4 69% ,. 508.9 77% ,. 1,895.5 74%

Operating income 114.7 21% 174.5 28% 223.2 31% 155.5 23% 667.8 26%

Interest, net (72.0) -13.1%" (74.0) -11.7% • (71.8) -10.0%" (73.7) -11.1%" (291.5) -11.4%
Amortization of debt expense (1.5) -0.3% (1.5) -0.2% ,. (1.4) -0.2% (1.5) -0.2% ,. (5.9) -0.2%

Other, net 6.3 1.1%" 6.0 1.0%" 4.9 0.7% .. 4.8 0.7% ,. 22.0 0.9%
Total other income (deductions) (67.2) -12.2% (69.4) -11.0% (68.3) -9.5% (70.4) -10.6% (275.4) -10.7%

Earnings from cont. ops before income taxes 47.5 8.6% 105.0 16.6% 154.9 21.6% 85.0 12.8% 392.4 15.3%
Income taxes 17.6 37.1% 42.0 40.0% 61.9 40.0% 34.0 40.0% 155.6 39.6%

Earnings from cont. ops 29.9 5.4% 63.0 10.0% 92.9 12.9% 51.0 7.7% 236.8 9.2%
Income I (Loss) from discontinued operations, net of tax - 0.0% - 0.0% - 0,0% - 0,0% - 0.0%

Net income 29.9 5.4% 63.0 10.0% 92.9 12.9% 51.0 7.7% 236.8 9.2%

Earnings per share:
From continuing operations $0.19 $0.38 $0.53 $0.29 $1.39

A\.erage common shares outstanding 160 167 174 174 169

pyy jjjmnmm:jijj·jjjn,.·••.
($M,except per share data)
Fiscal year ends December31

Rate or Rate or Rate or Rate or Rate or
1Q10E Margin 2Q10E Margin 3Q10E Margin 4Q10E Margin 2010E Margin

Operating Revenues 583.1 688.7 769.63 713.58 2,755.0
Operation and maintenance 325.4 56% 349.9 51% 390.2 51% 406.7 57% 1,472.2 53%
Depreciation and amortization 77.0 13% 79.2 12% 80.8 11% 82.1 12% 319.0 12%
General taxes 52.5 9% 62.0 9% 53.9 7% 57.1 8% 225.4 8%

Loss (gain) on sales of assets (0.2) 0% - 0% (0.8) 0% (8.4) -1% (7.4) 0%
Impalnnent charges 0% - 0% 0% - 0% 0%
Total operating expenses, net 454.6 78% 491.1 71% 524.1 68% 539.5 76% 2,009.3 73%

Operating income 128.5 22% 197.7 29% 245.5 32% 174.1 24% 745.8 27%
Interest, net (78.1) -13.4% (79.2) -11.5% (80.0) -10.4% (81.3) -11.4% (318.7) -11.6%
Amortization of debt expense (1.4) -0.2% (1.4) -0.2% (1.5) -0.2% (1.4) -0.2% (5.8) -0,2%
Other, net 4.9 0.8% 4.9 0.7% 4.9 0.6% 4.9 0.7% 19.6 0.7%
Total other income (deductions) (74.7) -12.8% (75.8) -11.0% (76.6) -10.0% (77.9) -10.9% (304.9) -11.1%

Earnings from cont. ops before income taxes 53.8 9.2% 121.9 17.7% 168.9 22.0% 96.2 13.5% 440.9 16.0%
Income taxes 21.5 40.0% 48.8 40.0% 67.6 40.0% 38.5 40.0% 176.3 40.0%

Earnings from cont. ops 32.3 5.5% 73.1 10.6% 101.4 13.2% 57.7 8.1% 264.5 9.6%
Income I (Loss) from discontinued operations, net oftax - 0.0% 0.0% - 0.0% - 0.0% - 0.0%

Net income 32.3 5.5% 73.1 10,6% 101.4 13.2% 57.7 8.1% 264.5 9.6%

Earnings per share:
From continuing operations $0.18 $0.40 $0.55 $0.31 $1.44

A\.erage common shares outstanding 179 184 184 184 183

Sources: Company reports, Breon Murray, Carret & Co. estimates
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($M)
as on Decem ber 31

2005 2006 2007 2008 2009E 2010E

ASSETS

Cash 65 30 13 10 8 19

Restricted funds 7 2 3 1 1 1

Utility customer accounts receivable 137 154 148 149 160 173

Allowance for uncollectible accounts (15) (23) (21) (19) (19) (21)

Unbilled utility revenues 106 123 134 134 160 173

Non-regulated trade and other receivables, net 110 54 67 69 69 67

Taxes receivable, including federal income 0 0 23 0 0 0

Materials and supplies 27 23 27 29 32 35

Assets of discontinued operations 61 13 0 0 0 0

Other 32 37 35 45 46 47

Total current assets 531 412 430 418 456 493

PP&E, net 8,207 8,721 9,318 10,124 10,675 11,196

Regulatory 530 587 628 920 783 949

Restricted funds 2 17 10 11 11 11

Goodwill 3,182 2,962 2,457 1,700 1,250 1,250

Other 90 83 91 60 76 77

Total Assets 12,542 12,783 12,934 13,232 13,251 13,975

LIABILITIES AND SHAREHOLDERS' EQUITY

Short-term debt 374 720 221 479 570 684

Current portion of long-tenn debt 1,644 287 96 176 193 213

Accounts payable 133 141 169 150 159 168

Taxes accrued, including federal income 96 28 56 53 58 64

Interest accrued 53 35 51 54 56 59

Liabilities of discontinued operations 14 2 0 0 • 0 • 0

Other 183 150 182 194 204 214

Total current liabilities 2,496 1,364 774 1,105 1,240 1,401

Advances for construction 561 616 655 622 744 806

Deferred income taxes 538 583 639 706 741 778

Deferred im.estment tax credits 38 37 35 34 36 37

Regulatory liability -cost of removal 153 167 193 307 313 320

Accrued pension expense 257 315 291 502 512 522

Accrued postretirement benefit expense 141 145 159 241 248 256

DilAdend payable 0 0 0 0 0 0

Other 67 110 124 49 50 50

Total Regulatory and other long long-term liabilities 1,755 1,972 2,095 2,461 2,645 2,769

Contributions in aid of construction 695 754 818 911 1,003 1,103

Long-tenn debt 3,012 3,096 4,675 4,624 4,581 4,801

Redeemable preferred stock at redemption value 1,775 1,774 24 24 24 24

Total Liabilities 9,733 8,961 8,387 9,125 9,492 10,099

Shareholders' Equity:

Common stockholder's equity 2,805 3,817 4,542 4,102 3,754 3,872

Preferred stock without mandatory redemption requirements 5 5 5 5 5 5

Shareholders' Equity 2,809 3,822 4,547 4,107 3,758 3,877

Total Liabilities & Shareholders' Equity 12,542 12,783 12,934 13,232 13,251 13,975

Sources: Company reports, Breon Murray, Carret & Co. estimates

Brean Murray, Carret & Co. Equity Research 11
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:YY"::;::;;:",,,,,
($M)
Fiscal yearends December 31

2005 2006 2007 2008 2009E 2010E

Operating Activities

Net Income I (Loss) (325.0) (162.2) (342.8) (562.2) 236.8 264.5
Adjustments to reconcile net income from continuing operations

Loss on sale of discontinued businesses 15.4 1.0 0.0 0.0 0.0 0.0

Depreciation and amortization 261.4 259.2 267.3 271.3 291.8 319.0

Impainnent charges 420.4 227.8 509.3 750.0 450.0 0.0

Removal costs net of salvage 32.2 34.6 38.4 41.5 42.3 43.2

Provision for deferred income taxes 26.9 34.5 41.9 95.6 100.4 105.4

Amortization of deferred im.estment tax credits (1.6) (1.3) (1.5) (1.3) (1.3) (1.4)

Provision for losses on utility accounts receivable 27.5 26.7 17.6 17.3 17.8 18.4

Allowance for other funds used during construction (5.8) (6.0) (7.8) (14.5) (17.4) (20.9)

(Gain) loss on sale of assets (6.5) 0.1 (7.3) (0.4) (0.2) (7.4)

Gain on early extinguishment of debt 0.0 (3.7) (13.1) 0.0 0.0 0.0

Other, net 29.4 9.7 (45.1) (50.5) (55.6) (61.1)

Changes in assets and liabilities:

Receivables and unbilled utility reienues 4.6 3.1 (35.1) (20.7) (36.2) (22.2)

Taxes receivable, including federal income 0.0 0.0 (23.1) 23.1 0.0 0.0

Other current assets 20.1 0.3 (1.2) (11.2) (3.8) (4.1)

Accounts payable 23.1 7.2 6.9 3.0 9.4 8.5

Taxes accrued, including federal income 4.2 (57.0) 42.4 13.5 5.3 5.8

Interest accrued 4.6 (18.1) 16.1 2.8 2.7 2.8

Other current liabilities (5.2) (32.1) 10.8 (4.9) 9.7 10.2

Net Cash Provided by Operating Activities 525.4 323.7 473.7 552.2 1,051.7 660.7

Investing Activities

Construction expenditures (558.4) (688.8) (758.6) (1,008.8) (1,200.0) (1,300.0)

Allowance for other funds used during construction 5.8 6.0 7.8 0.0 0.0 0.0

Acquisitions (5.0) (12.5) (15.9) (12.5) (115.0) 0.0

Proceeds from sale of assets and securities 1.5 3.7 16.3 12.6 0.0 0.0

Proceeds from sale of discontinued operations 15.3 30.2 9.7 0.0 0.0 0.0

Removal costs from property, plant and equipment retirements (17.9) (20.4) (9.9) (24.8) (30.0) (20.0)

Receivable from affiliates 0.6 0.0 0.0 0.0 0.0 0.0

Net funds (restricted) released 28.0 (9.4) 5.8 2.5 0.0 0.0

lrnestment in equity lnvestrnents 0.0 0.0 (1.9) (2.6) 0.0 0.0

Net Cash Provided by Investing Activities (530.2) (691.4) (746.6) (1,033.6) (1,345.0) (1,320.0)

Financing Activities

Proceeds from long-tenn debt 494.3 582.5 3,869.1 279.9 251.9 503.8

Repayment of long-tenn debt (66.0) (637.5) (2,350.7) (241.5) (277.7) (263.8)

Net borrowings (repayments) under short-term debt agreements (485.3) 345.7 (541.6) 258.7 91.0 114.0

Advances and contributions for construction, net of refunds 52.0 47.4 35.8 3.1 121.8 62.0

Change in cash o\.erdrafl position 0.0 0.0 42.2 (0.2) 0.0 0.0

Capital contributions 0.0 0.0 967.1 245.0 250.0 400.0

Debt issuance costs (3.3) (5.2) (14.9) (4.0) (10.0) 0.0

Dividend paid for the year 0.0 0.0 0.0 (64.1) (135.0) (146.2)

Redemption of preferred stocks (0.6) (0.5) (1,750.4) 0.6 0.0 0.0

Net Cash Used for Financing Activities (9.0) 332.4 256.6 477.5 292.0 669.8

Increase (decrease) in cash (13.8) (35.3) (16.3) (3.9) (1.3) 10.5

Cash, beginning of year 78.9 65.1 29.8 13.5 9.6 8.3

Cash, end of year 65.1 29.8 13.5 9.6 8.3 18.8

Sources: Company reports, Brean Murray, Carret & Co. estimates
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INITIA.TION REPORT

Important Disclosures

Ratings and Target Price History

For historical rating and target price information please use the following links:

American Water Works Company, Inc. (AWK/NYSE)

AWK: http://www2.investars.com/cgi-bin/charts/ nasdaq.exe?f=1&s=AWK&analystid=93&re=1&width=SOO&height=3S0&wmf=1

WTR: http://www2.investars.com/cgi-bin/charts/ nasdaq.exe?f=1&s=WTR&analystid=93&re=1&width=SOO&height=3S0&wmf=1

AWR: http://www2.investars.com/cgi-bin/charts/ nasdaq.exe?f=1&s=AWR&analystid=93&re=1&width=SOO&height=3S0&wmf=1

CWT: http://www2.investars.com/cgi-bin/charts/ nasdaq.exe?f=1&s=CWT&analystid=93&re=1&width=SOO&height=3S0&wmf=1

SJW: http://www2.investars.com/cgi-bin/charts/ nasdaq.exe?f=1&s=SJW&analystid=93&re=1&width=SOO&height=350&wmf=1

SWWC:http://www2.investars.com/cgi-bin/charts/ nasdaq.exe?f=1&s=SWWC&analystid=93&re=1&width=SOO&height=350&wmf=1

VE: http://www2.investars.com/cgi-bin/charts/ nasdaq.exe?f=1&s=VE&analystid=93&re=1&width=SOO&height=3S0&wmf=1

All prices are as of the market close on 6/30/09.

At the time this report was published, Brean Murray, Carret & Co., LLC made a market in the securities of Southwest Water Co.

Brean Murray, Carret & Co., LLC has managed or co-managed a public offering or placement of securities of American Water Works Company,

Inc. and American States Water Company within the past 12 months.

American Water Works Company, Inc. is, or within the last 12 months has been, a client of Brean Murray, Carret & Co., LLC, and investment

banking and/or advisory services are being, or have been provided.

American States Water Company is, or within the last 12 months has been, a client of Brean Murray, Carret & Co., LLC, and investment

banking and/or advisory services are being, or have been provided.

Brean Murray, Carret & Co., LLC expects to receive compensation or intends to seek compensation for investment banking and/or advisory

services from American Water Works Company, Inc. and American States Water Company within the next 3 months.

In the normal course of its business, Brean Murray, Carret & Co., LLC does and intends to seek compensation for investment banking and/or

non-investment banking services from the companies in its coverage universe. As a result, investors should be aware that the Firm may have a

conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their

investment decisions. Non-U.S. research analysts that may have contributed to this report are not registered/qualified as research analysts

with the FINRA.

The research analyst(s) or research associate(s) principally responsible for the preparation of this research report has received compensation

based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues. The

compensation is determined exclusively by research management and senior management (not including investment banking).

Brean Murray, Carret & Co. EquityResearch 13
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INITIATION REPORT

Brean Murray, Carret & Co. Stock Rating System

American Water Works Company, Inc. (AWK/NYSE)

Buy - Expected to appreciate by at least 10% within the next 12 months.

Hold - Fully valued, not expected to appreciate or decline materially within the next 12 months.

Sell - Expected to decline by at least 10% within the next 12 months.

# of Securities
BUY 96
HOLD 52
SELL 9
NOT RATED 2

% of Total Securities
60.38%
32.7%
5.66%
1.26%

# of IB-Related Securities in
Past 12 mos.

10
o
o
o

% of Total Securities
10.42%

0%
0%
0%

TOTAL 159

Note: Stock price volatility may cause temporary non-alignment ofsome ratings with some target prices.

Valuation Methodology and Risks

American Water Works Co.(AWK): Our $28 target price is based on the shares attaining a level of 19x our 2010 EPS estimate of $1.44. Risks to
the achievement of our target price include weather, acquisition integration, regulatory environment, additional equity offerings, potential
goodwill impairments and changes in interest rates.

American States Water: Our $38 target price is based on a multiple of 20x our FYlO EPS estimate of $1.92. Risks to the achievement of our
target price include integration of acquisitions, weather, environmental regulations, regulation of rates, energy costs, and interest rates.

Aqua America: Our $26 target price is based on the shares achieving a pIE multiple of 28x our 2010 EPS estimate of $0.94. Risks to the
achievement of our target price include weather, acquisitions, interest rates, environmental/public health responsibilities and regulatory
climate.

California Water Service Group: Our $44 target price is based on a multiple of 18x our 2010 EPS estimate of $2.25. Risks to the achievement
of our target price include integration of acquisitions, weather, environmental regulations, and regulation of rates.

Veolia Environnement: Our target prices of $40/€30 are based on the shares/ADRs attaining a level of 16x our 2010 estimates of €1.92/$2.50.
Risks to the achievement of our target prices include acquisition risk, contract competition, interest rates, weather, changes in legislation and
environmental/public health responsibilities.

Analyst Certification

We, Michael Gaugler and Christopher Noon, hereby certify that the views expressed in this research report accurately reflect our personal

views about any and all of the subject securities or issuers referred to in this document. The analyst and associate analyst further certify that

they have not received and will not be receiving direct or indirect compensation in exchange for expressing the recommendation contained in

this publication.

Brean Murray, Carret & Co. Equity Research 14
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Disclaimers

American Water Works Company, Inc. (AWK/NYSE)

Some companies that Brean Murray, Carret & Co., LLC follows are emerging growth companies whose securities typically involve a higher

degree of risk and more volatility than the securities of more established companies. The securities discussed in Brean Murray, Carret & Co.,

LLC research reports may not be suitable for some investors. Investors must make their own determination as to the appropriateness of an

investment in any securities referred to herein, based on their specific investment objectives, financial status and risk tolerance. This report

may discuss numerous securities, some of which may not be qualified for sale in certain states and to certain categories of investors. Readers

are advised that this analysis report is issued solely for informational purposes and is not to be construed as an offer to sell or the solicitation

of an offer to buy. The information contained herein is based on sources which we believe to be reliable but is not guaranteed by us as being

accurate and does not purport to be a complete statement or summary of the available data on the company, industry or security discussed in

the report. Designated trademarks and brands are the property of their respective owners. Past performance is no guarantee of future results.

Any opinions expressed herein are statements of our judgment as of the date of publication and are subject to change without notice. Entities

including but not limited to the Firm, its officers, directors, employees, customers, affiliates may have a position, long or short, in the

securities referred to herein, and/or other related securities, and from time to time may increase or decrease such position or take a contra

position. The Firm (or persons related thereto) may make a market in the securities mentioned herein, and may from time to time perform

investment banking or other services for, or solicit investment banking or other business from, and may have other relationships with any

company mentioned in this report. Brean Murray, Carret & Co., LLC is a member of SIPC, FINRA, licensed with various state securities

regulatory authorities, and a registered U.S. Broker-Dealer. No part of this report may be reproduced in any form without the express

permission of Brean Murray, Carret & Co., LLC. Additional information is available upon request.

Brean Murray, Carret & Co. Equity Research 15

KAW_R_AGDR1#438_PART1_042610 
Page 65 of 290



American Water Works Company, Inc.
August 6, 2009

Michael Gaugler, 212-702-6539

Christopher Noon, 212-702-6623

(AWK/NYSE)

gauglerm@bmur.com

noonc@bmur.com

Reports 2Q09 Results; Maintaining Buy Rating, $28 Target Price
Investment Summary

Buy
Target Price: $28

Price
52-Week High/Low
Shares Outstanding (mm)
Market Cap. (mm)
AverageDailyVolume (mm)

Source: BigCharts.com

$2,336.99 $2,512.76 $2,690.34

American Water Works reported 2Q09 results that were slightly ahead of expectations.
Revenue in the quarter of $612.7 million (a 4% YoYincrease) came in ahead of our $610
million estimate and EPS of $0.32 was nicely above our estimate of $0.29. These
impressive results come in the face of exceptionally wet weather in the Northeast during
the quarter (most notably May and June), and also reflects the company's ability to
manage its cost structure. In the regulated business, revenue increased by $28.7 million,
and total general rate cases now total $17.7 million for the first half of the year. As of
July 31, 2009, AWK was awaiting final orders for general rate cases totaling $258.1
million In additional revenue. The company's non-regulated business decreased by 4.1%
YoY due to lower revenue in the Contract Operations Group and Applied Water
Management Group, which was partially offset by an increase in revenues in the
Homeowner Services Group. Looking forward, we believe American Water Works is well
positioned to benefit from additional rate increases, tuck-in acquisitions, and planned
capital expenditures. We are maintaining our Buy rating and $28 target price, based on a
PIE multiple of 20x our 2010 EPS estimate of $1.41.

Discussion

Solid 2Q09 results. American Water Works' 2Q09 results were ahead of estimates

on both the top and bottom line. Revenue of $612.7 million increased 4% from the

same quarter last year and beat our $610 million estimate. Contributing to the

increase was the Regulated Business, which saw its revenue increase by $28.7

million. These results are especially impressive given the wet weather in the

Northeast (most notably Pennsylvania and New Jersey). Total volume sold actually

decreased 5.5% in the quarter from the same period last year, which resulted in a

$24 million reduction in revenue ($0.08 per share). The company's non-regulated

business saw its revenue decrease 4.1% from the same quarter last year. Overall,

we are impressed with the results given the miserable weather conditions AWK was

faced with across approximately 50% of its service territory.

Rate case update. AWK received additional rate increases in the quarter of $12.5

million, which brings the YTD total to $17.7 million. The company also filed rate

applications in the quarter in Indiana, Iowa, Ohio, Pennsylvania, Maryland and

Illinois, requesting an additional $182.6 million. As of July 31, 2009, the company

was awaiting final orders for rate cases in 10 states, totaling $258.1 million in

additional revenue.

Adjusting estimates. Based qn the results reported for 2Q09, we are adjusting our

forward estimates as follows: our 2009 EPS estimate is now $1.34 up from $1.30,

and our 2010 EPS estimate is now $1.41, down from $1.43. We consider the

changes insignificant from a valuation perspective. We will make further

adjustments if needed after the conference call scheduled for 9 AM ETtoday.

EPS
Mar
Jun
Prior

Sep
Prior

Dec
Prior

FY
Prior

Consensus

PIE
FY Rev.
(mm)

FY08A
$0.08
$0.30

$0.55

$0.23

$1.16

17.3x

FY09E
$0.19A
$0.32A
$0.29
$0.53

$0.30
$0.29
$1.34
$1.30

$1.32

14.9x

$20.00
$23.12 -16.22

174.56
$3,491.24

0.80

FY10E
$0.18
$0.39

$0.54
$0.55
$0.31

$1.41
$1.43

$1.45

14.2x

Please see the second to last page and last page of this document for important disclosures. 1
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American Water Works Company, Inc. (AWK/NYSE)

Valuation. Based on the results of our summary valuation, we are maintaining our Buy rating and $28 target price. Judging the shares by 3

criteria - dividend yield, projected long-term growth and valuation relative to the U.S. water utility peer group - we believe the shares of

American Water Works rank as among the most attractive from current share price levels. We continue to expect the valuation gap between

AWK and the water utility peer group to close (on a PIE basis) based on 1) continued successful recovery of costs through rate relief across the

service territories, 2) continued unwinding of the RWEownership position, and 3) its structured capital expense programs to improve water

delivery and quality. Our $28 target price is based on a piE multiple of 20x our 2010 EPS estimate of $1.41, and we recommend investors

continue to accumulate shares or add to positions at current levels.

Risks. Weather, acquisition integration, regulatory environment, additional equity offerings, potential goodwill impairments and changes in

interest rates.

D M

I
PeerG p

I
PiE

I
EVIEBITD

I
E\i Revenue

up

$10.00 $15.00 $20.00 $25.00 $30.00 $35.00 $40.00

COIlPJ201OE Earnings

20111EPJE
EIIJ2010E EBIlDA
EIIJ2010E Sales

12..9
&.9
3..4

16.0
13J)

7J)
3J)

26.0

1!I..D
10J)
4.0

Source: Company reports, Breon Murray, Carret & Co. estimates

Water Utility Segment Comparisons

.. ... .;- .'",
AQUAAMERICA WTR $18.12 BUY $2,458 $0.72 $0.73 $0.84 $0.92 25.2x 24.8x 21.6x 19.7x 9.0%
CALIFORNIA WATER CWT $37.99 BUY $788 $1.50 $1.90 $2.09 $2.17 25.3x 20.0x 18.2x 17.5x 8.0%
AMERSTATESWATER AWR $36.84 HOLD $675 $1.56 $1.56 $1.65 $1.87 23.6x 23.6x 22.3x 19.7x 4.0%
SJW SJW $21.99 HOLD $406 $1.04 $1.16 $0.85 $1.12 21.1x 19.0x 25.9x 19.6x NA
Group Average 23.8x 20.9x 20.6x 18.1x 7.8%

Source: Baseline

.. ... ..;- I •• : : : I' .,'.
AQUAAMERICA WTR $18.12 BUY $2,458 19.7x 19.0x 26.0x $17.48'- $23.92 $26.00 43% 3.0%
CALIFORNIA WATER CWT $37.99 BUY $788 17.5x 16.0x 21.0x $34.72 $45.57 $44.00 16% 3.1%
AMERSTATES WATER AWR $36.84 HOLD $675 19.7x 16.0x 21.0x $29.92 $39.27 NA NA 2.7%

SJW SJW $21.99 HOLD $406 19.6x 16.0x 22.0x $17.92 $24.64 NA NA 3.0%

Sources: Baseline, Breon Murray} Garret & Co.

Brean Murray, Carret & Co. Equity Research 2
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American Water Works Company, Inc. (AWKjNYSE)

?h ?h !!,!!! !!!!??

(SM, exceptper share data}
Fiscalyear ends December31

Rate or Rate or Rate: or Rate or Rate or
1Q09 Margin 2Q09 Margin 3Q09E Margin 4Q09E Margin 2009E Margin

Oueratinc Revenues 550.2 £12.7 700.9 649.0 2,512,8
Operation and maintenance 3144 57% 330.6 54% 350.4 50% 3634 56%- 1..368.9 54%
Depreciationand amortization 688 13% 732 12%'" 73.6 11%" 740 11%'" 289.6 12%
General taxes 5L5 103-ft 51.7 8fJ£. r 512 7% y 519 81..". ... 2073 8%,a ro
Loss (gain} on sales of assets (0.2) 0% 0% Q% O%- r 0%
Impairmentcharges 450.0 82%, 0% 0·" 0%'" 18%f'
Total oneretlnu expenses. net

,
435.5 79% ,.. 455.5 74% r 475.2 68% ,.. 489.3 75% ,.. 1.855.5 74%

Operating income 114.7 21% 157.2 26% 225.7 32% 159.7 25% 657.2 26%
Interest. net (72.0) -13.1% (73.7) -12.0%" -10.8%r (Yo.G) -1'1.8%" (2980) -1t9%-
Amortization ofdebt expense (1.5) -0.3% (15) ·0.2% ,. -0.2% (1.5} -0.2%'" (5.9) -0.2%
Other. net 6.3 1.1%" 42 0.7%" 0.7% ,. 49 0.8%" 20.1 0,8%
Total other income ldeductionsl (67.2\ -12.2% r m.1) -11.6%'" t72..5~ -10.3% ,.. (7311 -11.3% r (2839) -11.3%

Earnings from cent. cps before income taxes 47.5 8.6% 86.1 14.1% 153.2 21.9% 86.5 13.3% 3733 14.9%
Income taxes 17.6 37.1% 34.1 3:9.6% r 607 39.6% II" 343 39.6~& II" 1466 39.3%

Earnings from cent, cps 29.9 5.4% 52.0 8.5% 92.5 13.2% 52.3 8.1% 2267 9.0%
Income! (Loss! fromdiscontinued operations net oftax 0.0% - 0.0% 0.0% 0.0% - 0.0%

Net income 29.9 5.4% 52.0 8.5% 92.5 13.2% 52.3 8.1% 2267 9.0%

Earnings per share:
From continuing operations $0.19 $0.32 $0.53 $0.30 $1.34

Averaae common shares outstandina 160 163 174 174 168

.YHH'H[:[·[HHi!!!!!'i:[[[ .!!"[::[[:":'.•',',[' [.. [[H:![!!@.!@\ H.·:!!',[' H:' .,·".i··'·" ..'.H·'i':[. :.,',." .....:
(SM. exceptper share data)
Fiscalyear endsDecember31

Rate or Rate or Rate or Rate or Rate or
1Q10E Margin 2Q10E Margin 3Q10E Margin 4Q10E Margin 2010E Margin

Ooeratina Revenues 569.5 672.5 751.52 696.76 2,690.3
Operation and maintenance 317.8 56% 3417 51% 381.0 51% 397.2 57% 1.4376 53%
Depreciationand amortization 75.2 10 D<' II" 773 12% ,. 789 11%" 80 1 12% r 3116 12%.)//j

General taxes 513 ' 9% 60.5 0.0/ II" 52.6 7%" 55..7 Ei7:(} ., 2201 8-0/, ~, .'0

Loss (gain) on sales of assets (O.2}" 0% 0%" (0.8) 0%'" (6.3) ~1% ,.. (7.2) 0%
Impairmentcharges 0% 0% DOl" 0%"- 0°/ra /0

Total ooeratina expenses, net 4440 ' 78% 479.5 ' 71%- 511.8
,

68% 526.8 76% ,. 1,9621 73%
Operating income 125.5 22% 193.0 29% 239.7 32% 170.0 24% 7.2.8.3 27%

Interest, net ~13.4% ,. ~11.59& ... ~10,4% ,. ~11.4%- ,.. (3112) ~11.6%

Amortizationofdebt expense -0.2%" "0.2% ,.
,

-0,2%" (5.6.1 -0.2%
Other, net 0.8% ,. o7fX'."

,
0.7% r 191 D.rIo.1./0

Total other income {deductlonsl (72..9)'" -12.8% (7401' -11.0% (74.8\: -10,0% (761) -10.9% '" (29771 ."~ ~cf.J/-I,'.! iD

Earnings from cent, ops before income taxes 52.6 9.2% 119.0 17.7% 165.0 22JJ% 93.9 13.5% 4305 16.0%
Income taxes 21.0 ' 40.0% 47.6 ' 40.0:% 66.0

,
40,O?~ 37.6 40.0% ,.. 172.2 40.0%

Earnings from cont, cps 31.5 5.5% 71.4 10.0% 99.0 13.2% 56.4 8.1% 258.3 9.6%
Income f (l.oss} fromdiscontinued operations, net oftax 0.0% 0.0% 0.0% - O.O~E 0.0%

Net income 31.5 5.5% 71.4 10.6% 99.0 13.2% 56.4 8.1% 2533 9.6%

Earnings per share:
From continuing operations $0.18 $0.39 $0.54 $0.31 $1.41

AVeraQ8COmmOn shares outstandinq 17" 184 184 184 183

Source: Company Reports, Breon Murray, Carret & Co. estimates
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American Water Works Company, Inc. (AWK/NYSE)

Important Disclosures

Ratings and Target Price History

Brean Murray, Carret & Co. ratings for AIM< (AMERICAN WTR WKSCO INC NBN)
Closing Price Aug 05, 2009: $20

All prices are as of the market close on 8/5/2009.

Brean Murray, Carret & Co., LLC has managed or co-managed a public offering or placement of securities of American Water Works Company,

Inc. within the past 12 months.

American Water Works Company, Inc. is, or within the last 12 months has been, a client of Brean Murray, Carret & Co., LLC, and investment

banking and/or advisory services are being, or have been provided.

Brean Murray, Carret & Co., LLC expects to receive compensation or intends to seek compensation for investment banking and/or advisory

services from American Water Works Company, Inc. within the next 3 months.

In the normal course of its business, Brean Murray, Carret & Co., LLC does and intends to seek compensation for investment banking and/or

non-investment banking services from the companies in its coverage universe. As a result, investors should be aware that the Firm may have a

conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their

investment decisions. Non-U.S. research analysts that may have contributed to this report are not registered/qualified as research analysts

with the FINRA.

The research analyst(s) or research associate(s) principally responsible for the preparation of this research report has received compensation

based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues. The

compensation is determined exclusively by research management and senior management (not including investment banking).

Brean Murray, Carret & Co. Stock Rating System
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American Water Works Company, Inc. (AWK/NYSE)

Buy - Expected to appreciate by at least 10% within the next 12 months.

Hold - Fully valued, not expected to appreciate or decline materially within the next 12 months.

Sell - Expected to decline by at least 10% within the next 12 months.

# of Securities
BUY 98
HOLD 59
SELL 8
NOT RATED 2

% of Total Securities
58.68%
35.33%
4.79%
1.2%

# of IB-Related Securities in
Past 12 mos.

10
1
o
o

% of Total Securities
10.2%
1.69%

0%
0%

TOTAL 167

Note: Stock price volatility may cause temporary non-alignment ofsome ratings with some target prices.

Valuation Methodology and Risks

American Water Works (AWK): Our $28 target price is based on the shares achieving a PIE multiple of 20x our 2010 EPS estimate of $1.41.
Risks to the achievement of our target price include weather, acquisition integration, regulatory environment, additional equity offerings,
potential goodwill impairments and changes in interest rates.

Analyst Certification

We, Michael Gaugler and Christopher Noon, hereby certify that the views expressed in this research report accurately reflect our personal

views about any and all ofthe subject securities or issuers referred to in this document. The analyst and associate analyst further certify that

they have not received and will not be receiving direct or indirect compensation in exchange for expressing the recommendation contained in

this publication.

Disclaimers

Some companies that Brean Murray, Carret & Co., LLC follows are emerging growth companies whose securities typically involve a higher

degree of risk and more volatility than the securities of more established companies. The securities discussed in Brean Murray, Carret & Co.,

LLC research reports may not be suitable for some investors. Investors must make their own determination as to the appropriateness of an

investment in any securities referred to herein, based on their specific investment objectives, financial status and risk tolerance. This report

may discuss numerous securities, some of which may not be qualified for sale in certain states and to certain categories of investors. Readers

are advised that this analysis report is issued solely for informational purposes and is not to be construed as an offer to sell or the solicitation

of an offer to buy. The information contained herein is based on sources which we believe to be reliable but is not guaranteed by us as being

accurate and does not purport to be a complete statement or summary of the available data on the company, industry or security discussed in

the report. Designated trademarks and brands are the property of their respective owners. Past performance is no guarantee of future results.

Any opinions expressed herein are statements of our judgment as of the date of publication and are subject to change without notice. Entities

including but not limited to the Firm, its officers, directors, employees, customers, affiliates may have a position, long or short, in the

securities referred to herein, and/or other related securities, and from time to time may increase or decrease such position or take a contra

position. The Firm (or persons related thereto) may make a market in the securities mentioned herein, and may from time to time perform

investment banking or other services for, or solicit investment banking or other business from, and may have other relationships with any

company mentioned in this report. Brean Murray, Carret & Co., LLC is a member of SIPC, FINRA, licensed with various state securities

regulatory authorities, and a registered U.S. Broker-Dealer. No part of this report may be reproduced in any form without the express

permission of Brean Murray, Carret & Co., LLC. Additional information is available upon request.
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Water Utilities, Flow Technology and Purification

October 16, 2009

Michael Gaugler, 212-702-6539

Christopher Noon, 212-702-6623

Quarterly Water Industry Preview

Brean Murray, Carret & Co. Universe Companies Mentioned in This Report

gauglerm@bmur.com

noonc@bmur.com

Company Ticker Rating Price Target 09E EPS I {pIE} 10E EPS I {pIE}
American Water Works Company, Inc. AWK Buy $19.76 $28.00 $1.32 (15.0x) $1.39 (14.2x)
American States Water Company AWR Buy $36.26 $42.00 $1.92 (18.9x) $2.32 (15.6x)
Calgon Carbon Corp. CCC Buy $16.29 $17.00 $0.50 (32.6x) $0.83 (19.6x)
Consolidated Water Co., Ltd. CWCO Buy $14.67 $24.00 $0.80 (18.3x) $1.00 (14.7x)
California Water Service Group CWT Buy $39.63 $44.00 $2.16 (18.3x) $2.30 (17.2x)
IDEXCorp. lEX Sell $29.33 $16.00 $1.43 (20.5x) $1.61 (18.2x)
Met-Pro Corp. MPR Hold $9.51 NA $0.65A (14.6x) $0.40 (23.8x)
Mueller Water Products, Inc. MWA Buy $5.50 $8.00 $-0.34 (NA) $0.05 (110.0x)
Sabesp SBS Buy $43.32 $66.00 $7.17 (6.0x) $7.36 (5.9x)
SJWCorp. SJW Hold $22.79 NA $0.76 (30.0x) $1.02 (22.3x)
Southwest Water Co. SWWC Hold $5.44 NA $0.18 (30.2x) $0.38 (14.3x)
Veolia Environnement SA VE Hold $35.34 NA $1.54 (22.9x) $2.14 (16.5x)
Aqua America, Inc. WTR Buy $16.59 $26.00 $0.78 (21.3x) $0.95 (17.5x)
Watts Water Technologies, Inc. WTS Hold $31.18 NA $1.40 (22.3x) $1.68 (18.6x)
The York Water Company YORW Buy $14.73 $18.00 $0.65 (22.7x) $0.65 (22.7x)

Please see important disclosures beginning on page 37 of this document.. 1
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Water Utilities, Flow Technology and Purification

Distribution

Defined. The Distribution segment comprises those companies with more than 75% of total revenues derived from providing potable water

service. For the U.S.-based companies, customer rates are regulated.

Outlook. We remain positive on both the short- and long-term fundamentals for the majority of our Distribution coverage universe. Rate case

filings have been timely, regulatory awards have largely met expectations, and capex trends to build its rate base have been tracking higher.

Municipal budget problems brought on by declining tax receipts should create a more conducive environment for acquisitions by the publicly

traded players in the space, due to their superior access to capital markets and economies of scale. That said, weather impacts (drought

conditions in California, extremely wet conditions during the past six months in the Northeast region) are presenting challenges to achieving

maximum EPS for many.

Names to Watch: American Water Works (AWK), Aqua America (WTR), and Sabesp (SBS).

Flow Technology

Defined. The Flow Technology segment comprises those companies with products that are involved in the transmission of water, including the

residential, municipal, commercial or industrial end markets. Products typically falling within this category include pipes, pumps and valves.

Outlook. We consider valuations within this sector to be extremely rich at current levels. Many names are trading at or near historically high

forward PIE levels, despite continued weak economic conditions and relatively high raw material costs, particularly copper. In our view, this

segment holds the highest risk for a significant pullback in share prices, particularly if the overall market pulls back from its YTD20%+ gains.

We like the group long term, but recommend investors await a better entrance point from positive identifiable catalysts ona name-by-name

basis before considering adding to or taking new positions with the exception of Mueller Water Products, which we are upgrading to Buy from

Hold.

Names to Watch: Watts Water Technologies (WTS) Mueller Water Products (MWA).

Water Solutions

Defined. The Water Solutions segment comprises those companies involved in solving complex water problems (disinfection or purification,

which includes desalination and filtration technologies).

Outlook. Although valuations have moved up along with the recent general market rallies, we still see excellent values within this segment.

Fundamentals are strengthening for some of our covered names, and several have significant, .identifiable catalysts to maintain EPS and share

momentum to the upside.

Names to Watch: Calgon Carbon Corp (CCC), Consolidated Water (CWCO).

Brean Murray, Carret &Co. Equity Research 2
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Exhibit 1: Quarterly EPS Estimate Tables

Distribution

Water Utilities, Flow Technology and Purification

$4.83

$1.46 6%

7% $0.91 21%

14% $2.17 6%

23% $2.01 21%

-35% $1.08 34%

-196% $0.39 107%

-17% -23% $0.79 14%

CONNECTICUT WATER crws 38% -4% NA $1.06 ~2'%

YORK WATER YORW 19% 14% $0.65 $0.70 1%

ARTESIAN RESOURCES ARTOlA 9% 24% NA $1.11 4%

PURE CYCLE pcm $5.24- -50.06 0% ~$Q.34 NA -$0.18 -18% NA -S2.4G 757%

PENNICHUCK PNNW $26.86 102 $0.62 52% $0.57 NA $0.59 4% NA $'0.'76 29%

MEDIAN 206 0% 7% 14%

Source: Companyreports, Thomson Baseline, and BreanMurray, Carret & Co. estimates

Flow Technology

50.88 NA

51.12 NA 4%

FLOWSWERVE fLS 5105.95 51.94 NA $2.00 5% 57.29 4% NA $7.17 -5%

SPX SPI/i/ $59.52 51.65 NA 50.85 -49)'~ 56.52 -39% NA 53.94 -1%

ROPER INDUSTRIES ROP $52.07 4,729 $0.82 NA $0.64 -22% 53.1ll 46.% NA 52.77 6%

FENTAJR PNR 531.27 3,173 5ll.55 NA $0.~1 -25% $2.17 NA $1.42 -55% NA $1.73 22%

lEX lEX $29.47 2,379 $0,53 $0.35 $0.35 -34% :SUlQ $1.38 $1.41 -31% $1.60 $1.61 16%

CRANE COMFAN'{ OR $27.64 1,616 50.60 NA 5DA8 -2D% $2.88 NA $1.89 -34% NA Sl.08 10%,

lTRON ITRI ~.,42.1 50:81 NA 50.52 -66% 53.56 NA $2.12 -37% NA 55.25 52%

WATIS WATERTECH~IOLOGIES WTS 914 50A8 $0.42 $0.37 -12% $1.85 $1.40 $1.31 ·24% $1.68 $1.45 21%

MUELLER lNOUSTRIES Mll 960 50.56 NA $0.22 -61% 52.23 NA 50.49 ~7g% NPi $:L40 186%

AMERON II'FL Ar...1N 640 51.91 NA 50.53 ~157% 56.59 NA 52.72 -57% NA 54.45 65%

ROBBINX&MYERS RBN 770 50.74 NA $0.20 -73% $2.20 NA 51.47 -33% NA 51.19 -19%

MUELLERWATERPRODUCTS MWA 641 50.15 ·$0.04 -$0.08 -125% $0,46 -$0.54 -$0,35 -173% $0.05 50.06 NA

FRANKLINELECTRlC FELE 656 $0.74 NA 50.51 ":'31% $1.»6 NA $1.49 ~24% NA 51.88 26%

CIRCOR INT'L CIR 503 $1.16 NA $O.3D -74% $4.12 NA 51.65 I\JA $1.82 12%

BADGERMETER 8MI 590 $.0.39 NA $0.44 13% $1.70 NA 51.83 NA $1.94 6%

IN5-lTUFOFH'.'1 iNS,U 756 50.28 NA $0.32 14% $0.77 NA 50.96 25% NA :;1.14 19%

NORTHWESTPiPE NVvPX 323 $1.09 NA 50.28 -74% 53.45 NA 51.18 -56% NA $2.28 93%

EnERGYRECOVERY ERH 304 $0.01 NA $0.00 -100% NA NA $0.11 NA NA 50.20 82%

OX?ENTERPRISES DXPE 151 50.51 NA $0.18 -65% 51.89 NA $0.77 -S9% NA 51.13 47%

MEDIAN 'H4 -34% -·34% 17%

~ November
,~:s August

Source: Companyreports, Thomson Baseline, and BreonMurray, Carret & Co.estimates

Brean Murray, Carret & Co. Equity Research 3
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Water Solutions

BARN\oVELL JtlOUSTR;lES

Water Utilities, Flow Technology and Purification

MEDIAN

*october
"'}July

1J252 -9% -11% 18%

Source: Company reports, Thomson Baseline, and Brean Murray, Carret & Co. estimates

Water Solutions - Filtration

MEDIAN

:t August
=5=5 october

:t-** Nmrembef

2,722 -20% -17% 18%

Source: Company reports, Thomson Baseline, and Brean Murray, Carret & Ca. estimates

Brean Murray, Carret & Co. Equity Research 4
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Water Utilities, Flow Technology and Purification

SEPTEMBER QUARTER 2009 - DISTRIBUTION KEY DATAPOINTS

Sabesp: With the exception of the company still waiting on the Public Attorney's Office of Sao Paulo to issue a final determination over the

treatment of R$409 million for past pension amounts (and the delay of the 20-F filing as a result), developments in 3Q09 were favorable. On

June 5, 2009 the company announced that a law authorizing the City of Sao Paulo to negotiate a renewable 30-year concession agreement

was passed; on June 10, the company announced it had completed a R$600million note issue; on June 25, Sao Paulo mayor Gilberto Kassab
approved a bill giving Sabespthe right to operate sanitation services in the city for 30 years; On July 27, ARSESP, the company's regulator,

issued proposals for sector regulation that would clarify costs for tariff setting purposes while creating greater predictability in earnings; and

on August 12, the company announced a 4.43% tariff increase effective September 11, 2009. Additionally, the Brazilian real continued to

appreciate against the U.S. dollar, which should result in a positive foreign exchange (forex) impact across the company's loan portfolio. We

have adjusted our 3Q09 EPS/ADR estimates upward based strictly on currency impacts: the changesto our model are as follows. For 3Q09, we

now forecast an exchange gain of R$91 million (our previous estimate was R$O). We have adjusted the exchange rate forecast for all ADR

calculations from 1.86/1 to 1.77/1, which reflects the exchange rate in effect on the last day of 3Q09. We will continue to forecast forward

estimates without accounting for exchange gains/losses until the future quarters actually close. As a result, current and forward year

EPS/EPADR estimates may not be indicative of what we consider to be superior earnings power and Prospects relative to the overall group; we

suggest investors obtain a copy of our forecast model for purposes of examining underlying growth trends ex-forex effects. We maintain our

Buy rating and are raising our target price to $66 from $63, based on the ADRs attaining a level of 9x our 2010 EPADR estimate of $7.36.

American Water Works: The key impact we see affecting American Water Works' 3Q09 results is unfavorable weather in the primary service

regions of New Jerseyand Pennsylvania. August was an especially wet month, and we are lowering our estimates to reflect lower anticipated

volumes. Although weather impacts are mildly disappointing with regard to 3Q09 performance, we still forecast steady, rising improvement in

earnings as the company continues to file for higher rates while investments grow its rate base. As we mentioned in our Distribution outlook,

we believe the acquisition environment, driven by stressed municipal budgets, will continue to improve. We also expect the valuation discount

versus the peer group to continue to narrow; the recent successful placement of40.25 million shares (including the overallotment option)

from RWE AG should serve to significantly reduce the overhang associated with RWE's unwinding of its remaining position (approximately

25%). We reiterate our Buy rating and $28 target price, based on the shares attaining a level of 20x our 2010 EPS estimate of $1.39. We

recommend investors continue to accumulate positions, particularly ahead of what we anticipate will be very well received share offering(s) to

close out the RWE position.

Aqua America: The key impact we see affecting Aqua America's 3Q09 results is unfavorable weather in the primary service regions of

Pennsylvania and New Jersey. August was an especially wet month, and we are trimming our 3Q09 estimate to $0.24 from $0.28 to account

for weather impacts. Looking forward, we note the company continues to seek rate relief across its various service territories, and we

anticipate continued growth in infrastructure investments will add to its rate base. Aqua America's profitability ratios consistently rank among

the highest in the peer group, and we expect solid earnings growth through 2011.

Despite all the positive momentum in the underlying fundamentals, Aqua America's share price continues to trade well below historical PIE

multiples. This is true of the peer group overall; we believe the current trading range is due to a high level of investor interest in American
Water Works shares, which have been offered in successive rounds since that company's IPO in April of 2008. In our opinion, some portfolio

reallocation has occurred (selling of WTRsharesto buy AWK shares) due to the deep discount AWK shares trade at relative to the peer group.

We also believe Aqua America's liquidity has drawn high levels of short interest into the name (Exhibit 1) from investors putting on pairs

trades (long AWK, short WTR). Our view is that this is a temporary situation, and that after RWE AG unwinds the last of its shares in the near

future, AWK's valuation gap will narrow relative to the water utility peer group, which will unravel some of the outstanding short interest in

WTRshares, resulting in a more favorable market environment for the shares to appreciate back to more normalized levels.

Brean Murray, Carret & Co. Equity Research 9
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Exhibit 3: Aqua America Short Interest

Aqua America Short Interest

12,000,000+--------~

10.000,000 I
S,;OOD,OOO

6,000,000

4.000,000

2,000,000 ,

Source: Baseline

California Water: We noted no major developments during the quarter at California Water Service Group. Drought conditions in the State of

California continue, and no visibility exists as to when it might end. Continuing dry conditions should keep water volumes lower due to

conservation efforts. We are making no changes to our estimates at this time. Despite positive financial statement impacts from the recently

enacted California Water Action Plan and a more favorable regulatory environment, the shares continue to trade well below historical levels

on both a trailing and forward piE basis. We believe this is due largely to successive share offerings from American Water Works since the

June 2008 IPO.We view this situation as temporary, in that the majority selling shareholder in these offerings (RWE) has largely unwound its

ownership position from 100% to approximately 25%. The most recent share offering was received well, and our view is that once the last

tranche of RWE-owned shares are absorbed by the market, valuations will slowly return to more normalized levels. We reiterate our Buy

rating and $44 target price, basedon the shares attaining a level of 20x our 2010 EPS estimate of $2.25.

American States Water: On October 6, 2009 the company filed an 8-K indicating that the U.S. government issued contract modifications to
subsidiaries of AWR'sAmerican States Utility Services, Inc. (ASUS) unit. The modifications provide funding for $7.3 million in new construction
projects at ASUS's Fort Bliss Water ServicesCompany, Old Dominion Utility Services, Inc., Terrapin Utility Services, lnc., and Old North Utility
Services, Inc. subsidiaries. The majority of this work will be performed during CYl0. ASUS' Palmetto State Utility Services, Inc. subsidiary also
received on September 30 a modification for a $1.1 million equitable adjustment. This modification provides reimbursement for emergency
construction costs previously incurred at Fort Jackson, South Carolina. The majority of the costs on these projects at Fort Jackson had been
previously recognized by ASUS asconstruction expense in 2008. As a result ofthis modification, AWR will recognize construction revenues and
operating income of $1.1 million during 3Q09. As a result, we are raising our 3Q09 EPS estimate to $0.55 from $0.49 to account for this
previously uri-forecasted operating income.

Drought conditions in the State of California continue, and no visibility exists as to when it might end. Continuing dry conditions should keep
water volumes lower due to conservation efforts. Despite positive financial statement impacts from the recently enacted California Water

Action Plan and a more favorable regulatory environment, the shares continue to trade well below historical levels on both a trailing and

forward PIE basis. We believe this is due largely to successive share offerings from American Water Works since the June 2008 IPO.We view

this situation as temporary, in that the majority selling shareholder in these offerings (RWE) has largely unwound its ownership position from

100% to approximately 25%. The most recent share offering was received well, and our view is that once the last tranche of RWE-owned

shares are absorbed by the market, valuations will slowly return to more normalized levels. We reiterate our Buy rating and $42 target price,

based on the shares attaining a level of 18x our 2010 EPS estimate of $2.32.

BreanMurray,Carret & Co.EquityResearch 10
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SanJose Water: We noted no major developments during the quarter at SJW Corp. An 8-K filed 9/23/09 stated the company had terminated

its previous Controller and replaced her with an internal candidate from the same affected subsidiary (SanJoseWater Company).

Drought conditions in the State of California continue, and no visibility exists as to when it might end. Continuing dry conditions should keep

water volumes lower due to conservation efforts. We are making no changesto our estimates at this time. We maintain our Hold rating based

on valuation.

Southwest Water: 3Q09 saw some significant changes at South West Water. After an extended period of time, we were able to reinstitute

forward estimates after the company became current on its 10Q and 10K filings. The company also is now reporting results across four

operating segments (previously it was two):

Utilities - consists of owned water and wastewater utilities in California, Alabama and Michigan
TexasUtilities - consists of owned utilities in Texas
O&M Services- project-specific contracts with cities, public agencies and private owners typically for facility operations
Texas MUD Services- utility servicesto large number of small utilities in Texas

The company also made several changes to its corporate governance, including lowering the mandatory retirement age, adding two new

directors, and separating the CEO and Chairman roles.

We're pleased to see Southwest Water return to current filing status, and the revised reporting segments should increase investor

understanding surrounding the business model and key profit drivers. The changes to the Board structure should also prove beneficial over

the long term. Those positives aside, valuation (derived from current estimates) leads us to conclude the shares are fairly valued at current

levels. We are making no changesto our estimates at this time, and maintain our Hold rating.

York Water: Weather conditions for York Water in 3Q09 were not favorable. The summer months brought heavy rainfall, which anticipates

decreased customer usage.

Significant corporate developments included a filing on September 16, 2009 to offer 950,000 shares of common stock (with an overallotment

option of 120,000 that was exercised), which has been completed. We are maintaining our 3Q09 estimate of $0.18, but lowering our full-year

2009 and 2010 estimates to $0.65 and $0.65 from $0.66 and $0.71, respectively, to account for the higher shares outstanding. We maintain

our Buy rating but are lowering our target price from $20 to $18, based on the shares attaining a PIE multiple of 28x our forward estimates.

Like the rest of the water utility peer group, we note that The York Water Company share price continues to trade well below historical PIE

multiples. Again, we believe the current trading range is due to a high level of investor interest in American Water Works shares, which have

been offered in successive rounds since that company's IPO in April of 2008. AWK shares trade at a sizable discount to the peer group, which

we believe is putting pressure on valuations across the sector. Our view is that this is a temporary situation, and that after RWE AG unwinds

the last of its shares in the near future, AWK's valuation gap will narrow relative to the water utility peer group, resulting in a more favorable

market environment for the sharesto appreciate back to more normalized levels.

Brean Murray, Carret & Co. Equity Research 11
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SEPTEMBER QUARTER 2009 - FLOWTECHNOLOGY KEY DATAPOINTS

IDEXCorp: We are making no changesto our estimates-or rating at this time. Our expectations are that the company's revenues for its Health

& ScienceTechnology, Fire & Safety and Fluid & Metering segments will all decline YoY. Our belief is that end markets are at or near a "worst

case scenario" in terms of sales, but we see no compelling evidence of any fundamental improvement that could drive top-line growth
anywhere near 2008 levels. We believe the key drivers short term for increasing EPS performance will be debt repayments, managing the cost

structure and perhaps a few tuck-in acquisitions. We note the shares are currently trading at 20x forward EPS estimates, near the upper end of

their historical range (Exhibit 2). We continue to recommend investors avoid the shares on the long side, and we reiterate our Sell rating and

$16 target price, based on the shares attaining a level of lOx our 2010 EPS estimate of $1.61. We note that the shareshave traded to a level of

lOx forward estimates in both 2008 and 2009.

Exhibit 4: IDEXForward piE Range, 2002 - 2009

Forward PIE Range
S&P 500 Forward PIE 17.2

24

20

16

12

8

~19.7

8

< 02 03 04 05 06 07 08 09 10

Source:Baseline

Watts Water Technologies: We are making no changes to our estimates or rating at this time. Watts Water Technologies has done an

excellent job managing the business through less-than-stellar end markets; its experienced management team (CEO Pat O'Keefe has been in

his current role for seven years, and CFO William McCartney for 24 years) have aggressively taken costs out of the business model, while

simultaneously positioning the company to leverage its infrastructure when end markets improve. We note that he company's S,G&A

expenses, averaging $83 million a quarter in 2007 and $90 million a quarter in 2008, have been held constant at $81 million for the first two

quarters of 2009 - this despite the integration of the Blucher acquisition, which at the time of the transaction generated approximately $90

million in revenues.

Despite excellent cost control and positioning for the future, we find the sharestrading at the high end of both trailing and forward PIE ranges

(Exhibit 3). We also note copper prices, a key raw material used in many of the company's products, have continued to move higher. The

company noted in its 2Q09 conference call that pricing power to passthrough higher raw material costs is not asstrong as it was in years prior

to this latest recession, which leads us to conclude that margin pressure could be present in the first half of 2009 as this higher cost material

flows through the company's inventory (Exhibit 4). We continue to look for an opportunity to become more positive from a ratings standpoint,
but weak end markets and higher raw material costs will be difficult to overcome, even with further operating cost reductions, in our opinion.

For now, we suggest investors hold existing positions while awaiting a new entrance point (more favorable valuation, strengthening end

markets, lower raw material costsor sizableacquisitions).

Brean Murray, Carret &Co. Equity Research 12
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Exhibit 5: Watts Water Technologies Trailing and Forward piE Ranges

Water Utilities, Flow Technology and Purification
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Exhibit 6: Copper Prices
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Mueller Water Products: We are maintaining our 4QFY09 estimates, raising our FYlO EPS estimates and establishing FYll EPS estimates on
the shares of Mueller Water Products. We are also upgrading our rating from Hold to Buy and establishing an $8 target price based on (1) a

lowered risk profile as it pertains to debt levels, (2) an expectation that municipal and residential end markets will improve in mid-year 2010,

and (3) an increase in the valuation multiples we expect the market will pay for the equity.

Lowered risk profile. The recent equity offering raised approximately $176 million, which the company will useto repay debt obligations. Debt

levels have been the major concern surrounding our Hold rating for quite some time; debt/equity levels have fluctuated substantially in 2009.
The recently signed credit agreement was particularly unfavorable with regard to interest rate levels, and interest expense was set to rise

meaningfully before the recent equity offering was completed. The shelf registration from June of 2009 indicated the company could offer or

sell up to $300 million of equity, debt, or other types of securities. Given the high cost of the credit agreement debt, we'd become

incrementally more positive on the shares' long-term outlook if the company were to decide to continue offering equity to remove debt,

especially if it can do so to gain enough leverage to return to interest levels on its remaining debt commensurate with its previous agreement

(which was L1BOR +1.75), with the provision that it not be meaningfully dilutive to FYll EPS.

Key end markets appear to have stabilized. Starting first with the municipal end market, we have noted that more numerous high-profile line

breaks continue to occur in key metropolitan regions. The cities of LosAngeles and Boston have been experiencing large numbers of breaks

(Los Angeles breaks doubled YoY in September). We attribute the high level of breaks we are seeing in the news to delayed, necessary
maintenance not just from the last year of difficult credit market conditions for municipalities overall, but also from years prior. The breaks in

Los Angeles and Boston that have materialized recently were certainly not from weather conditions (freezing and thawing) given the time of

year they are occurring. Our view is that increasing breaks from delayed maintenance of aging infrastructure will contribute to stabilization

and eventual growth in the repair and maintenance end market over the next several years.

Additionally, although we aren't expecting a meaningful impact from the recent stimulus plan on Mueller Water Product's forward

outlook/results, it should certainly provide a fiscal environment more conducive to municipal spending overall. As for residential construction,

we look at new permits, new starts, new residential home sales and existing home sales as a guide to overall market health (on a monthly

basis). A review of this data has led us to conclude that the new residential construction market has hit bottom and stabilized (see the

appendix for further details). A review of conference call commentary from major publicly traded home builders appears to confirm our thesis

in the area. Further, we believe stabilization has occurred at a level below normal replacement. The lone dark cloud among Mueller Water

Products' end markets is the non-residential market, which is expected to deteriorate through at least 2010. This should negatively impact the

Anvil segment, but we believe improvements in the key end markets (new residential and municipal repair & replacement) will more than

offset weakness in non-residential.

Adjusting estimates. We have adjusted our forward estimates to reflect 1) the higher share count associated with the recent equity offering,

and 2) our lowered expectations surrounding future interest expense. Our new estimates are as follows: FY10 EPS is now $0.05, versus our

previous estimate of $-0.01. Our newly established FYll EPS estimate is $0.51.

Valuation. We are using our FYll EPS estimate of $0.51 to derive our $8 target price, assigninga 16x multiple. We have been on the sidelines

with a Hold rating since June 2007, patiently waiting for signs that negative end-market conditions were likely to subside, and based on our

end-market outlook above, we have concluded the worst is over in municipal repair and replacement and new residential construction. We

also view the recent equity offering as the positive inflection point we have been looking for in terms of (1) balance sheet management, and

(2) lowered risk profile as it pertains to debt levels. We note that FYll consensus estimates vary widely, indicating Street expectations are

acrossthe spectrum in terms of outlook. Therein, we believe, is the opportunity with regard to Mueller Water Products shares. If we're wrong

and the high end of consensus needs to come down, our expectation would be for the sharesto trade in a relatively tight range of $4.50-6.00

(we derive this range based on the high end of consensuscoming down to EPS of $0.35 (worst casescenario), an earnings level that appears to

be reasonable given current conditions, and an assumption that the market would afford the shares a 13-17x PIE multiple, which reflects
modest, but improving underlying earnings improvement YoY. We base our opinion of limited future downside due to the company's

prodigious cash flow characteristics, which should allow it to not only meet minimum debt obligations but to continue reducing overall debt,

even under the current low end FYl1 EPS estimates in the $0.22-0.35 range. We also note Mueller has the structure in place to offer

additional equity to lower its debt profile further, should the economy double-dip and market conditions begin to deteriorate. Either way, we

see limited downside and large upside potential over the next 12 months.

If we are correct and Mueller Water Products puts up approximately $0.50 in EPS in FYll, we would expect the shares to trade in the 16-20x
range, where its peer group is currently trading on CY10 estimates. That said, we wouldn't expect FYll consensus estimates to begin moving

toward the high end of the range until 2Q10, when residential construction data such as new permits for the all-important spring/summer

building season are released. We recommend investors with the requisite patience to hold the shares well into 2010 begin to accumulate or

take new positions now at current levels, particularly into any overall market weakness that may temporarily depress share prices.

Brean Murray, Carret & Co. Equity Research 14
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SEPTEMBER QUARTER 2009 - WATER SOlUTIONS KEY DATA POINTS

Calgon Carbon: We are making no changes to our estimates or rating at this time. Significant developments during the quarter included a
Calgon Carbon Corp announcement that it will be supplying 12 Sentinel" Chevron 48 reactors, scheduled to be delivered in June 2012 to the
city of Boston. Based on the Sentinel 48's recent selling price, we believe the order is worth approximately $4.8 million. Other cities of similar
size will be up against the same time constraints (the first compliance date is January 2013), and we anticipate we will begin to see UV sales
ramp higher on a go-forward basis.

CalgonCarbon Corp. remains our top pick in the industrial universe. We continue to recommend adding to positions at current levels.

Consolidated Water: We are making no changes to our estimates or rating at this time. The key development in 3Q09 was a preliminary
decision in the B.V.1. litigation. Keyexcerpts from the company's 8-K filing related to this situation are as follows: "On September 17,2009, the
Court issued a preliminary ruling with respect to the dispute between the BVI Government and OC-BVI. The Court determined that the BVI
Government was entitled to immediate possession of the Plant. However, the Court also ordered the BVIGovernment to make an immediate
interim payment of $5 million to OC-BVI for amounts owed to OC-BVI. The Court will conduct a hearing to determine the reasonable rate for
water produced by OC-BVI for the period from December 20, 2007 to the present and may order the BVI Government to make an additional
payment to OC-BVI. Additionally, OC-BVI and the BVI Government have initiated preliminary discussionsconcerning the decision of the Court
and the possibility of OC-BVI continuing to operate the Plant. There can be no assurances that the BVI Government and OC-BVI will reach an
agreement regarding the continued operation of the Plant by OC-BVI. Depending upon the results of the discussions between the BVI
Government and OC-BVI, the Company may be required to record impairment charges to reduce the carrying value of OC-BVI's assets. Such
impairment charges would reduce the Company's earnings and could have a significant adverse impact on the Company's results of
operations, financial condition and cashflows."

What investors need to know:

1) The initial $5 million payment equates to $0.35 in EPS.
2) Which party ultimately owns the plant can be largely irrelevant to Consolidated Water's forward earnings profile (excluding any

potential recorded impairment charges).Consolidated Water could still obtain an operating agreement similar to those it currently
has in effect in other areas of the Caribbean.

3) Consolidated Water hasthe right to appeal the decision.
4) Depending upon the results of the discussions, the company may be required to record impairment chargesto reduce the carrying

value of OC-BVI's assets.

As we have maintained for quite some time now, we view any decision (for or against Consolidate Water's claims) as a positive development.
The continual recording of lossesby the company on these operations has now moved one step closer to cessation. Given that the decision is
preliminary, we will refrain from making any adjustments to our forward estimates at this time. While we are disappointed the court
determined the plant belonged to B.V.I., the forward momentum in settling this issue is a welcome development. We reiterate our Buy rating
and $24 target price on CWCO shares,and recommend investors not only accumulate at current levels, but also buy on any temporary dips in
share price that may occur as a result of B.V.I.-related developments. The company has plenty of operational growth platforms to pursue
beyond B.V.I., and we suggest investors ignore any future noise related to the B.V.I.-Baughers Bay operations and look beyond to the
company's improving operational fundamentals and new opportunities.
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SEPTEMBER QUARTER 2009 - WATER SOLUTIONS - FILTRATION KEY DATAPOINTS

Met-Pro Corp: We are making no changes to our estimates or rating at this time. Significant developments during the company's 3QFYlO
included some large orders in July; the Duall Business Unit received an equipment order for approximately $825,000, and the Systems

Business Unit pulled down a $500,000 order. Key items we'll be looking at when the company reports include backlog and end-market

commentary, particularly on larger orders. Other items of interest will include a progress update on the restructuring of the Product Recovery

& Pollution Control Technology segment discussed on the last quarterly conference call.

Met-Pro Corp shares have not participated in the recent market rally within the industrial universe. While we would expect the company's

order flow to somewhat lag improving global economic conditions due to hesitancy by customers to make large capital outlays, we note these

investments are typically unavoidable. We are becoming incrementally more positive on MPRshares at these levels, and aggressively looking

for an opportunity to upgrade as soon as signsof improvement in end market conditions begin to show. The company ended its 2QFY10 with
its cash balance at an all-time high of just over $29 million, and debt is a paltry $3.8 million. The company remains well-positioned to make

acquisitions large or small, and while it waits, the cash balance just continues to increase. We reiterate our Hold rating based on valuation.

Brean Murray, Carret & Co. Equity Research 16
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APPENDIX A: MARKET DATA

Residential Construction Key Metrics

u.s. Monthly HOLlsing .Permlts (annualized)

Water Utilities, Flow Technology and Purification

Source: The United States Census Bureau

U.S. Monthly Housing Permits (annuallzed)

Source: The United States Census Bureau
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Water Utilities, Flow Technology and Purification

U.S. Monthly New Home Sales (annualized)
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APPENDIX B:COMPANY MODElS

Water Utilities, Flow Technology and Purification

n..n.. !!!!!!"!!!!}!!:}!! c:n'..rM nHC:n ..nc:..c:,,, !!W'!!'!' ....nn:..: ,'u ~
(RSOOO except per share data)
(Fiscal year ends December 31)

(Mar) %Rev or pun) "% Rev or (Sep) % Rev or (Dec) % Rev or %Rev or
1Q09 Margin 2Q09 Margin 3Q09E Margin 4Q09E Margin FY09E Margin

Gross Revenue from Sales and Services 1,779,367 1,743,652 1,825,173 1,951,333 7,299,525
lNater segment 995,611 969.436 1.005678 1,074.719 4045,445
Se\Nage- segment 754,904 743,991 787,733 844,336 3,130964
Services 28,852 30,225 31.762 32.277 123.117
Taxes on Sales and Services - COr'IFINS and PASEP (126,001'1 (120,029\ (127.7621 (136593) (510,3851

Net Revenue from Sales and Services 1,653,366 1,623,623 1,697,411 1,814,740 6,789,140

Cost of sales 835,189 50.5% 830,083 51.1% · 830,454 48,.9% · 835.,171 46.0% · 3330,896 49,1%
Gross profit 818,177 46.0% 793,540 45.5% 866,957 47.5% 979,569 50.2% 3,458,243 47,4%

Selling expenses 208,516 11.7% 187,307 10.7% r 182,152 10.0% · 191.231 9..8% · 769,206 105%
Administrative expenses 147,722 8.3% 100,884 5.. 8% r 108,634 6.0% · 108,884 5.6%) · 466,125 6A%~

Other oneratinu expenses, net (5,4701 -O.3~jo (2,345\ -0.1% · (4,244\ -0.2% · (4.,537} ~O.2% · 116595) -0..2%
Operating income before share holdings 467,409 26.3% 507,694 29.1% 580,414 31.8% 683,991 35.1% 2,239,508 30.7%

Eouitv Result 31 0.0% 79 0.0% 75 0,0% 100 0.. 0% · 285 00%
Earnings before financial results 467,378 26.3% 507,615 29.1% 580,339 31.8% 683,891 35.0% 2,239,223 30.7%

Financial. net (93.026) ·5.2% (102,604) -5..9%) · (109510) ~6,O% · (111,-226} -53% · (416.366) -5.7%
Excl1anc ec ain (loss}, net 25,423 1,4% 237.769 13.6% · 91.242 5.0% 0 O,oc}'o · 354,434 4.9%
Income before taxes and social contributions 399,775 22.5% 642..780 36.9% 562,071 30.8% 572.665 29.3% 2,177,291 29.8%

Incometaxes and social contributions- Deferred 176)54 9,.9°/h 200,831 11,5% · 174.833 9,,6-% · 185.103 9,5% · 73r,172 10.1%
lncorne taxes and social -contributions· Current (3V93\ -1.8% (22,766', -'1..3% · (24.360\ -1.3q.,o · (27.0391 -1.4,}'o · '106,958\ -1.5%
Net income 256,214 14.4% 464.665 26.6% 411,598 22.6% 414,601 21.2% 1,547,077 21.2%

Earnings per share:
EPS Reported R$ 1.12 R$ 2.04 R$1.81 R$1.82 R$ 6.79
EPADS(USDj $0.98 $2.19 $1.94 $2.06 $7.17

Diluted shares outstandina 227.836 227.836 227.836 227.836 227,836

Source: Company reports and Breon Murray, Carret & Co. estimates
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YYY YY: nyy iiYin nyy ,:Yi'YY::
(RSOOO, except per share data)
(Fiscal year ends December 31)

(Mar) %Rev or (Jun) %Rev or (Sep) % Rev or (Dec) % Rev or %Rev or
1Q10E Margin 2Q10E Margin 3Q10E Margin 4Q10E Margin FY10E Margin

Gross Revenue from Sales and Services 1,868,579 1,831,041 1,916,622 2,049,457 7,665,699
\Vater segment 1,046212 1018,718 1,056,188 1.129.335 4251.054
Sew'sgesegment 792.649 781.191 827,,119 886553 3.287.512
Services 29,718 31.,132 32.715 33.569 1n133
Taxes on Sales and Services . CONFINS and PASEP (132,6691 (133666) (134,1641 (141413) · (541911\
Net Revenue from Sales and Services 1,735,910 1,697,375 1,782,459 1,908,044 7,123,787

Cost ofsales 340,861 r 450% 823.968 45.0% · 843,314 44_0~'o · 360,172 420% · 3.363914 43,9%
Gross profit 895,049 47.9% 873,406 47.7% 939,145 49.0% 1,047,272 51.1% 3,754,873 49.0%

Sellin9expenses 205.544 11.0% · 190.428 10.4% · 189746 9.9~,o · 202,896 9..9% · 788.614 10..3%
Administrative expenses 115.852 6,2c;"o · 117.187 6A~'o · 118.831 62% · 122.967 6.0% · 474.836 62%
Other oceratinu expenses. net (4,3401 r -0..2% (4243( -02% (4.456\' -0.2% 14,170) -O..2CJ·o · (17.809) -0.2%
Operating income before shareholdings 577,994 30.9% 570,035 31.1% 635,025 33.1% 726,179 35.4% 2,509,232 32.7%

Ecuitv Results 125 0.0% 150 0.,0% 175 0,0% 200 00% · 650 0.0%
Earnings before financial results 577,869 30.9% 569.885 31.1% 634,850 33.1% 725.979 35.4% 2.508.582 32.7%

Financial.net (115852) ~6_2% · (117,.187) -6-4% · (1207471 -6.3% · (120.918/ -5_9% · (474.704) -6.,2%
Exchanqeqain tloss], net 0 0,0% 0 0..0% 0 0,0% 0 0.0% · 0 0,0%
Income before taxes and social contributions 462,017 24.7% 452,698 24.7% 514,103 26.8% 605.061 29.5% 2,033,879 26.5%

Incometaxes and social contributions - Deferred 179,384 9.,6% · 181.273 9.9'/"o · 183.996 9.,6% · 196.748 9.6% · 741,400 9.7%
Income taxes and social contributions - Current (46,714!' -25% (45)76\' -2,5% (47,91G"l I"" -2.5% (51.236\ -2.5% · (191,6421 -2,5%
Net income 329.348 17.6% 317,201 17.3% 378,022 19.7% 459,550 22,4% 1,484,121 19.4%

Earnings per share-
EPS Reported R$1.45 R$1.39 R$ 1.66 R$ 2.02 R$ 6.51
EPADS(USD) $1.63 $1.57 $1.87 $2.28 $7.36

Diluted shares outstendinn 227.836 227.836 227.836 227.836 227.836

Source: Company reports and Breon Murray, Carret & Co. estimates
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ffE:::E:::;i'i'i'i'i'W;f;fi'i'';;:::W;:;:';>;ff;; »> nEE
(Skl, exceptper share data)
Fiscal year ends December 31

Rate or Rate or Rate or Rate or Rate or
1Q09 Margin 2Q09 Margin 3Q09E Margin 4Q09E Margin 2009E Margin

Oneratlnn Revenues 550.2 612.7 673.2 649.0 2,485.1
Operationand maintenance 3144 57% 330.6 54% 336.6 o{)% 363.4 06% 1,3450 54%
Depreciation and amortization 68.8 13% 732 12%'" 70.7 11% r 740 11%"- 286.7 12%
General taxes 525 10% 51.7 8%'" 49..1 7% ,.. 519 80 ' r 205.3 8%",
Loss [gain}on sales of assets (O.2) 0% 0% Q% - 0%'" (02} 0-':1/

"
Impairment charges 450.0 82% 0% 0% 0""-,. 450.0 18%-/0

Total oneretlnc expenses, net
,

435.5 79%11'" 455.5 74% ,.. 456A 68%"- 489.3 75%"- L836.8 74%
Operating income 114.7 21% 157.2 26% 216.8 32% 159.7 25% 6483 26%

Interest net (72.0) ~13.1% (737) -12.0% ,. -10.8% ,. (766) -11.8%·'" (295 0) -11.9%
Amortization of debt expense (1.5) ~O.3'% (1.5) -0.2%'- ·0.2% (1.5) -0.2%'- (5.8} -0.2%
Other. net 6.3 1.1%- ,.. 42 0.7% ,. 0.7%"- 49 0.8% ,.. 199 0.11%
Total other income ldeductionsl (67.2'1 -12.2%'- ,71.1\ -11.6%'" 169.6\ -10,3% ,- (73.11 -11.3%'" (281.0' -11.3%

Earnings from COI1t. cps before income taxes 47.5 8.6% 86.1 14.1% 147.2 21.9% 86.5 13.3% 3673 14.8%
Incometaxes 17.6 37.1% 34.1 39.6%- '" 58.3 39,6% '" 34.3 39.6%'" 144.2 39.3%

Earnings from cont, ops 29.9 5.4% 5UI 8.5% 88.9 13.2% 52.3 8.1% 2230 9.0%
Income I (Loss} from discontinued ocerations. net of tax - 0.0% 0.0% 0.0% 0.0% 0,0%

Net income 29.9 5.4% 52.0 8.5% 88.9 13.2% 52.3 8.1% 223.0 9.0%

Earnings per share:
From continuing operations $0.19 $0.32 $0.51 $0.30 $1.32

Averaae common sharesoutstandinu 160 163 174 174 168

i'i'i'W!;!lW;;:::::::lli':::::!i'!i'i';m:::mi'!i'i'!;;. .fli · " •.••.•... "" .. "'H HiH HHH, ;W;f
(61,1. exceptper share data)
Fiscalyearends December 31

Rate or Rate or Rate or Rate or Rate or
1Q10E Margin 2Q10E Margin 3Q10E Margin 4Q10E Margin 2010E Margin

Oparatlno Revenues 563.2 665.1 743.15 688.99 2,660.4
Operation and maintenance- 314.3 58% 337,.9 51% 3768 51% 3927 57% 1A216 53%
Depreciation and amortization 74.3 13%'- 76.5 12%,. 780 11%" 79.2 12%,r 308.1 12%
Generaltaxes 507 ' 9% 599 Q':)I.: ,. 52.0 7% ,. 551 8%'- 2177 8%... ,'0

Loss (gain) on sales of assets (0.2( 00 / 00 ; ' '" (07) Ot'/ '" (6.2) -15S- ,. (7.1} 0%" /o 'f';;

Impairment charges 0% 0% 0% 0%" 0%
Total cneratlnc expenses. net 4391

,
785~ 4742 ' 71% 506..1

,
68% 520.9 7W}~ ,. 1,9403 73?b

Operating income 124.1 22% 190.9 29% 237.1 32% 168.1 24% 720.2 27%
Interest. net {7o.5) -13.4% ,. (76.5) -11.5%"- IP.3) -10.4% ,.. (78.5} -11.4%"- (3078) -11,6%
Amortization of debt expense {1..4} -0.2%" (14) -0.2% ,.. (1.4) -0.2% r 1.1.4) -0.2%" (56) -0.2%
Other. net 47 0.8% ..- 4.7 0.7-% " 48 0.6% ,.. 4.7 0.7% r 189 0.7'%
Total other income (deductions} (72,.1)" -12.8% t73Z( ~11.0% (73.8\.' -10.0% (75.2} -10.9%" (2844} -11.1%

Earnings from cont, cps before income taxes 52.0 9.2% 117.7 17.7% 163.1 22.0% 92.9 13.5% 4257 16.0%
Incometaxes 20,.8 ' 40.0% 47.1

,
40.0% 65.2 ' 40.0% 37,,2 40.0% ,. 170.3 40.0%

Earnings from cent, cps 31.2 5.5% 70.6 10.6% 97.9 13.2% 55.7 8.1% 255.4 9.6%
Income I {Loss} from discontinued operations. net of tax - r.JO~~ 0.0% 0.0% - ())J5;; 0.0%

Net income 31.2 5.5% 70.6 10.6% 97.8 13.2% 55.7 8.1% 255.4 9.6%

Earnings per share:
From continuing operations $0.17 $0.38 $0.53 $0.30 $1.39

Averaqe common sharesoutstandinq 179 184 184 184 183

Source: Company reports and Breon Murray, Carret & Ca. estimates
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Water Utilities, Flow Technology and Purification

I~!.n,li,ti' iif:ffffrfflf'!iififrlil:irriiiiii' iii,.,ii.iniiIii,:i ii"'i.IiiiiI."ii" Ciiif.f,nWf
($000, except per share data)
Fiscal year ends December 31

% Rev or % Rev or % Rev or % Rev or % Rev or
1Q09 Margin 2Q09 Margin 3Q09E Margin 4Q09E Margin 2:009E Margin

Sales 154A87 167,333 189A95 180,619 69t934
Operating & maintenance 66,989 43.4% 68,549 41,0% ' 77,693 4to%' 73.151 40.5%" 286,382 41.4%
Depreciation 26,387 17,1% 24,972 14,9%' 26,529 141J% ' 26,190 14.5%' 104,078 15.,0%
Amortization 2J55 1,8% 3,064 1.,8% p- 1,895 10%' 2.709 1,5%' 10A23 1,5%
r'Jon-income taxes 11,590 7v5~~ 11,884 7,1%' 1Ul38 6,3%' 12.101 6.7~/o ... 47,514 6,9~o

Operating income 46,766 30.3% 58,864 35.2% 71,440 37.7% 66,468 36.8% 243,537 35.2%
Interest expense, net 16,628 10,8% 16,809 10,0% r 18,570 9,8%" 17,701 9,8%' 69,708 10,1%
AFC (625) -OA% (568) -0,3% (750) -OA% (1,000) -0,6%' (2,943) -0.4%
Gain on sale of other assets (133) -0,1% (801 0,0% (800l -0,4% (500: -0,3%' (1,513' -02%
Income before taxes 30,896 20,0% 42,703 25.5~% 54419 28,7% 50,267 27.8% 178.285 25.8'%
Income taxes 12,525 40,.5% 16,850 39.5%" 22.312 410%' 20,107 40,0%' 71794 40..3%
Net income 18,371 11.9% 25,853 15.5% 32:,10.7 16.9% 30..160 16.7% 10.6,492: 15.4%

Earnings per share $0.14 $0.19 $0.2:4 $0.2:2: $0.78

Shares outstanding (000) 135,876 135,939 136.. 139 136,339 136,073

SS IliiI1iiil;:si' SSi fiiWni"n ifi'"nninni,
($000, except per share data}
Fiscal year ends December 31

% Rev or % Rev or % Rev or %Rev or % Rev 0

1Q10E Margin 2:010E Margin 3Q10E Margin 4Q10E Margin 2010E Margin

Sales 163.756 177.373 200,865 191.456 733.450
Operating & maintenance 138.,123 41,6%' 72323 41,0%' 79,542 39,6~lo ,.. 75,817 38.G~{~'" 296,205 40,4%
Depreciation 26,201 160%' 25,187 142%' 25,108 12,5~<o ,. 25,847 1305% ,. 102.343 14,0%
Amortization 2,456

,
1_.5~/;; 2,661 15~,~ ,. 2,009 to'7O' 2,106 11%' 9232 13%

Non-income taxes 10,,972 6.7%' 11,174 G"":10/ ,.. 12,052 60%' 11,679 6.1%' 45,877 6.3%~,J 10

Operating income 56,005 34.2% 65,62:8 37.()% 82,154 40.9% 76,0.08 39.7% 219,794 38.1%
Interest expense, net 17,194 105%' 17]37 10.0%' 16,873 84%' 17.997 9.4%,. 69.801 9.5%
AFC (1,000} -0.6% (1.,000) _O"Go;~ (toOO) -05% (1,000) -05%' (4.000) -0.5%
Gain on sale of other assets (500\ -0.3% (500l -0.3% (5001 -0.2% (500) -0.3%'" (2,000\ -0,3%
Income before taxes 40.310 24.6% 49.391 27.8% 136.781 33,2% 59.511 31.1% 215.993 29,4%
Income taxes 16,124

,
40.0% 19,756

,
400% 26,712

,
400% 23.805 40.. 0%' 86.397 40.0%

Net income 2:4,186 14.8% 29,634 16.7% 40,069 19.9% 35,107 18.7% 129,596 17.7%

Earnings per share $0,18 $0,22 $0.2:9 $0.26 $0.95

Shares outstanding (000) 136,589 136,839 137089 137,339 136.%4

Source: Company reports and Brean Murray, Carret & Co, est/mates
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INDUSTR¥ UPDATE Water Utilities, Flow Technology and Purification

mm:riiiU <,:::'U:,. ..,.:·..U ..,cu..·,,:..:!"U
($000, except pershare data)
Fiscal yearends December31

% Rev or % Rev or %Rev or % Rev or % Rev or
1Q09 Margin 2Q09 Margin 3Q09E Margin 4Q09E Margin 2009E Margin

Total Revenues 86,613 116,667 140,921 105,113 449315
Water production costs 28,868 33,3% 41.702 35.7% 56368 40,0% 37,315 35.5% 164.254 36..6%
Otheroperations 31,317 36..2% ~ 33.716 289%~ 29,593 210%' 25..227 240%' 119.854 267%
Maintenance 4,635 5A% 4,313 3_7% r 4.509 32%~ 4,205 4,0% r 17.662 39%
Deoreciation and amortization 10.198 11,8% 10,282 8,8% 9900 7,0% 10,000 9_51%" 40,380 g~O%

Operating income 11,595 13.4% 26,654 22.8% 40,550 28.8% 28,366 27.0% 107,165 23.9%
Non-regulated income, net 240 O~3~~O ,.. 2,378 2,0% 750 0,5% 750 0]%'" 4,118 0.9%
Gain (loss}on sale ofnon-utility property 603 0,7% 72 0,1% 0 0,0% 0 0.0% 0 0.0%
Interest expense 5,038 5.8%) 5,961 51% 5,350 3.. 80/0 5AOO 5,.1%'- 21.749 4_.8~/o

Capitalized interest 679 0,8% 640 0,5% 800 OJ3tj'h 800 0,8%r 2.919 06%
Income before taxes 8,079 9.3% 23,783 20.4% 36,750 26.1% 24,516 23.3% 92,453 20.6%
Income taxes 1,570 19,4%' 7.782 32~7rfo ,.. 124% 34,0%' 8.826 36.0%' 30.673 332%
Propertyand other tax 4,088 50,6% 3,911 164% 3,800 10.3%' 5,516 22,6% r 1U15 18.7%
Net income 2,421 2.8% 12,090 10.4% 20,455 14.5% 10,174 9.7% 45,140 10.0%

Earnings per share $0.12 $0.58 $0.98 $0.49 $2.16

Diluted shares outstanding (OOO} 20,800 20,767 20,900 20,950 20.854

U)",'" :"."":")'" :nn'::::i)::! .. »:) <) <Y.

($000, except pershare data)
Fiscal yearends December31

% Rev or % Rev or % Rev or % Rev or % Rev or
1Q10E Margin 2Q10E Margin 3Q10E Margin 4Q10E Margin 2010E Margin

Total Revenues E12,G76 122,500 147,9G7 110.369 473,513
\Nater production costs 32.622 35,2% 45,080 36.8% 59187 40..0% 39,181 35.5% 176,070 37,2%
Other operations 31.510 340% ' 31850 260% ' 31.073 210%~ 28696 26.. 0%' 123.129 260%
Maintenance 4.200 4.5% 4,225 3.4% 4.,250 .2..9% 4275 3..9% ,. 16.950 3..6%
Depreciation and amortization 10,100 10.. 9% 10200 83% 10.300 70% 10,400 94%Y 41000 8.7%
Operating income 14,244 15.4% 31,145 25.4% 43,157 29.2% 27.817 25.2% 116,364 24.6%
Non-regulated income. net 800 0.9% 800 O..7l)b 800 05% 800 0<7%'- 3.200 0.7%
Gain (loss}on sale ofnon-utility property 0 O,O~IO 0 0.0% 0 O"O~lb 0 0.. 0% 0 0.0%
Interest expense 5,450 5.9% 5500 4,,5~/o 5550 3..8% 5.575 5.1%'" 22.075 4.7%

0 0 0 0 0
Capitalized interest 800 0.9% 800 07% 800 05% 800 0.7%'- 3.200 0.7%
Income before taxes 10,394 11.2% 27,245 22.2% 39,207 26.5% 23.842 21.6% 100.689 21.3%
Incometaxes 1.039 100% ' 9.808 360% ' 13.330 34.0%' 8.583 36.. 0%~ 32.761 32~5%

Propert" and othertax 7,068 68,0% 3.250 11.9% 3,800 9.7%' 5.364 225%' 19.483 19"3%;1
Net income 2,287 2.5% 14,187 11.6% 22,077 14.9% 9,894 9.0% 48,445 10.2%

Earnings per share $0.11 $0.67 $1.05 $0.47 $2.30

Diluted shares outstanding(OOO} 21.000 21.050 21.100 21.150 21075

Source: Company reports and Brean Murray, Carret & Co. estimates
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Water Utilities, Flow Technology and Purification

(Amounts Inthousands USD Dollars, except per share data)

102009
Rate or

202009
Rate or 3Q 2009E Rate or 402009E

Rate or
2009E

Rate or
Mar in Mar in Mar in Mar in Mar in

Operating Revenues
"Vater Revenue 56J94 713% 74,157 79,3% r 73.527 78.. 2%r 65390 76,6%" 269.868 765%
Electric Revenue 8,632 10,8% 5,888 G..3~lo ,.. 6,810 72~~Y 6,870 8,0%r 28.201 8..0q~
Contracted Services " Other Revenue 14,183 17..8% 13,508 14,4%r 13.730 14..G'tb" 13..136 15,4%r 54,557 15.5%
0 eratln Revenues 79,609 100.0% 93,553 100.0% 94,067 100.0% 85,396 100.0% 352,625 100.0%
Cost of Sales
Water purchased 7,951 14,0%r 12,607 17,0%r 14.. 705 20,0% r 11378 17.4%r 46,641 173%
Power purchased for pumping 2,158 3.8%r 2,591 3,5%r 2J24 3.7i)'6 ,.. 3,641 5.6%'" 11,114 4..1%
Groundwater production assessment 2215 r

3..9% 2,892 3.9%r 2720 3..7%~ ,. 2,485 3..8~·'o ,.. 10.312 38%
Power purchased forresale 2.590 30,0%r 2,708 46..0%'" 3,133 460% r 2,885 42,.0% r 11,316 40,,1%
Supply costs 19.909 25,0% 23,537 25,2%r 23283 24,8%r 20,389 23,9%r 79.3134 22_5~o

Unrealized loss (gain)on purchased power
r

contracts
0 0,0% 0 0.0% 0 0.0% 0.0% 0,0%

Su 'Iv cost halancin accounts (income Or 0.0% Or 0,0% Or 0.0% Or 0,0% Or 0,0%
Cost of Sales 19,909 25,0% 23.537 25.2~o 23283 24,8% 20,389 23.,9~o 87,118 24..7%
Gross Profit 59,700 75.0% 70,016 74.8% 70,784 75.2% 65,007 76.1% 265,507 75.3%
Operating Expenses
Other operating expenses 7,153 9,0% 7,165 7.70;0 " 7,525 8,0%r 7,429 8,7%" 29273 83%
Administrative and general expenses 16,865 212% 15,522 16,6%r 16,462 17,5~'6 ,.. 16.225 1£1,0% r 65074 18,5%
Depreciation and amortization 8,361 10,5% 8.387 9,0%r 8.466 9,O~~ ,.. 8,454 99%r 33,668 9__5~o
rVlaintenance 4,073 5,1% 3,887 4.2% r 4,,986 t; ....'0/ r U57 4.4% r 16703 4JO;b;J~.J /0

Property and other taxes 3,400 4,3% 2712 2,9%r 3.386 H%r 2.989 3,5%'" 12,487 3.. 5%)
Construction expenses 8A45 10.. 6% 7,82~, 8A%'" 7,902 8.4%r 7,429 87~'b ,.. 31.605 9.0~·~

r\Jetgain on sale ofproperty (15) 00% 0 0.. 0% 0 00% 0 O.O%r (15) 0..0%
Gain on sale ofwater rights 0 0.. 0% 0 om" 0 0.0% 0 OO%r 0 00%
Gain on settlement for removal ofwells 0 0.0% 0 0,0% 0 0.0% 0 O.O%r 0 0.0%
0 aratln Ex ensas 48.282 60,6% 45.502 48,6% 48,727 518% 46.285 542% 188.795 53.5%
0 eratln Income 11,418 14.3% 24,514 26.2% 22,057 23.4% 18,722 21.9% 76,711 21.8%
EBITDA 19,779 24.8% 32.901 35.2% 30,523 32.4% 27,176 31.8% 110,380 31.3%
Refund ofwater right lease revenues income 0 0.. 0% 0 O~OCJb 0 0..0% 0 OO%r 0 00%
Other income (loss) 0 0.0% 0 0,0% 0 0,0% 0 O.O%r 0 0.. 0%
EBIT 11,418 14.3% 24,514 26.2% 22,057 23.4% 18,722 21.9% 76,711 21.8%
Interest expense (Joss) (5.294) -6.7% (5,659) -60% (5,6EI1} -61% (5.764) -G"B~"b (22,408) -64%
Interest income 202 0.3% 296 0,3% 400 O,4~?b 400 O.5~/Q " 1.298 O..4~~

Interest on long-term debt (loss) 0 0.. 0%" 0 0.0% 0 0.0% 0 O_O~'b " 0 00%
Other interest and amortization ofdebt expense

r

(loss)
(30) 0.0% 82 01% 0 0.0% 0.0% 52 0..0%

EBT 6,296 7.9% 19,233 20.6% 16,766 17.8% 13,358 15.6% 55,653 15.8%
Incometax exense 1,364 1.7% 7.734 8.3% 6679 7.1% 5.124 6,0% 20,901 5y9SIct
Net Income 4,932 6.2% 11,499 12.3% 10,088 10.7% 8,234 9.6% 34,753 9.9%

17.440 17.861 18,450 18500 18.063

EPS {as adjusted) $0.28 $0.64 $0.55 $0.45 $1.92

Source: Company reparts and Brean Murray, Carret & Co. estimates
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Water Utilities, Flow Technology and Purification

(Amounts Inthousands USDDollars, except per share data)

1Q2010E Rate or 20 2010E Rate or 302010E Rate or 4Q 2010E Rate or
2010E

Rate or
Mar in Mar in Mar in Mar in Mar In

Operating Revenues
'Nater Revenue 59,634 714% 77,1365 78.99"0 77.203 T!..7~fo 68659 76,2~'b 283.361 76,3~!o

Electric Revenue 8,977 10.8% 6182 6..3°;0 7151 7,2~b 7.282 8.1% 29,593 8..0q..o
Contracted Services / Other Revenue 14,892 17..8% 14,58£1 14.8% 14.%5 15.1% 14.,187 157% 58.633 158%
0 eratln Revenues 83,503 100.0% 98,636 100.0% 99,319 100.0% 90,129 100.0% 371,587 100.0%
Cost of Sales 0
Water purchased 8.289 H9%~ 13.782 17,,7~'o ,.. 14,669 19m'a ~ 11260 164%~ 48,000 169%
Power purchased for pumping 2.693 4.5%~ 2658 34%~ 2,860 :i "70} ,.. 3J14 54%~ 11,£126 4.2%.... o} /0

Groundwaterproduction assessment 2.385 4,.0%" 2,959 3J3~~ r 2,,934 3.8%~ 2,472 3.6C}f.". 10.750 3.3'10
Pow'erpurchased for resale 2.963 33.0% ~ 2,597 42.0%~ 3,361 47.0%~ 3.277 45.0% ~ 12,197 412%
Unrealized loss (gain)on purchased power ~ ~ ~ ~ ~

contracts
0 0,0% 0.0% 0 0.0% 0 0,0% 0 0.0%

Su I\lcost balancinq accounts (income) 0 0.0% 0 00% 0 00% 0 OO%~ 0 00%
Cost of Sales 16.330 19.6% 21.996 22..3% 23,824 24.0% 2OJ23 23.0% 82.873 22.3%
Gross Profit 67,173 80.4% 76,640 77.7% 75,4% 76.0% 69,406 77.0% 288,714 77.7%
Operating Expenses
Other operating expenses 7,766 9.3%~ 7.8£11 8,,0%" 7350 7.4%)"" 7.571 8Aq10 r 30.,577 8.. 2~1~
Administrative and general expenses 16,868 202%~ 17.163 17.4%~ 15.4£14 15.6%~ 15,}72 17.5~t" 65.297 17.6%
Depredation and amortization 8.768 10.5%~ 8,680 88%~ 8.343 8.4% ~ 8.382 9.3%" 34,173 9..2%
Maintenance 4,927 6.. 9%"" 5,129 5~2% ,. 4,867 4..9%~ 4,506 5.0%" 19429 52%
Property and other taxes 3,424 41%~ 3,551 3G%~ 3,575 3.6'70 ,. 3,154 35%~ 13705 3.. YQ(o
Construction expenses 9,185 11.0% ~ 9.568 97%~ 9038 9.1%~ 9463 105%~ 37.255 100%
Net gain on sale of property 0 0.0% 0 0,0% 0 0.0% 0 O.O%~ 0 00%
Gain on sale ofwater rights 0 0.0% 0 0.0% 0 0.0% 0 OO%~ 0 OO~IO

Gain on settlement for removal ofwells 0 0.0% 0 0"0% 0 0.0% 0 O,O%~ 0 0.0%
0 eratln Ex enses 50..937 610% 51981 52.7% 48,666 490% 48.850 54,2% 200.434 53..9%
0 eratin Income 16,236 19.4% 24,659 25.0% 26,829 27.0% 20,556 22.8% 88,280 23.8%
EBITDA 25,004 29.9% 33,339 33.8% 35,172 35.4% 28,938 32.1% 122,453 33.0%
Refundofwater right lease revenlles income 0 0.. 0% 0 0.0% 0 0.0% 0 O.O%~ 0 0.0%
Other income (loss} 0 0.0% 0 0..0% 0 0.0% 0 O.O%~ 0 00%
EBIT 16,236 1904% 24,659 25.0~{, 26,829 27.0% 20,556 22.8% 88,280 23.8%
Interest expense (loss) (5.£129) -7.1% (6.115) -62Q,i, (6,207} -6.3% (6.489) -72% (24..741\ -G..7~(i,

Interest income 370 04% 380 04% 390 04% 400 OA~o ... 1.540 04%
Interest on long-term debt (loss) 0 0.0% ~ 0 0.0% 0 0.0% 0 O,O~'b p- O 0,0%
Other interest and amortization ofdebt expense ~

(loss
0 0.0% 0 0.0% 0 0.0% 0 0.0% 0,0%

EBT 10,677 12.8% 18,923 19.2% 21,012 21.2% 14,467 16.1% 65,079 17.5%
Income tax ex ·ense 4,843 5.. 8% 6.609 6.7% 4.8137 4.9% 5.498 61% 21,816 5.9~·'~

Net Income 5,834 7.0% 12,315 12.5% 16,145 16.3% 8,969 10.0% 43,263 11.6%

18.550 18,600 18,650 18.700 18,625

EPS (as adjusted) $0.31 $0.66 $0.87 $0.48 $2.32

Source: Compony reports and Brean Murray, Carret & Co. estimates
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Water Utilities, Flow Technology and Purification

xninn Xnnxnnn
(SOOO, except per share data)
(Fiscal year ends December31)

(Mar) %Rev or (Jun) % Rev or (Sep) % Rev or (Dec) %Rev or %Rev or
1Q09 Margin 2Q09 Margin 3Q09E Margin 4Q09E Margin FY09E Margin

Revenues 40,021 58,194 67,256 49,333 214,803
Cost 01sales 13,601 34,0% 23,898 41.1%' 29,593 44cO%" 20,226 41.0% 87,318 42,3~'Q

Gross profit 26,420 66.0% 34,296 58.9% 37,663 56.0% 29,106 59.0% 127,485 59.3%

Administrative and generaland other operating expense- 11,107 27_8%" 11.444 19..7%'" 11,781 17..5%' 9,565 19.4%" 43,897 20.4%
Maintenance 2,916 7_3% 3,216 5..5%" 3,363 5.. 0%"- 2,960 6.0%" 12,455 5.8%
Propertytaxes and othernonincomet8>:;8S 2,290 5.1% 2.392 41%1'" 1,749 2,6%1'" 1.727 3B~,~ ,. 8,157 3,8%
DePreciation and amortization 6.551 16.4% 6.238 10,7% 6,150 9.1'% 6.,175 12.5%., 25,,114 11.7%

Operating income 3,556 8.9% 11.006 18.9% 14,621 21.7% 8,679 17.6% 37,863 17.6%

Interest expense (3,339) -8..3% (3,613) -62% (UOO) ~5.5% (3,700) -7.5%" (14,352) ~G.7%

Nonoperatinn income (expense) 0 0.0% 0 0.0% 0 O.O~"o 0 0.0%"- 0 0.0%
Income before taxes 217 0.5% 7,193 12.7% 10,921 16.2% 4,979 10.1% 23,511 10.9%

Income- taxes 101 46..5% 2.975 40..2% 4.600 42,.1% 1,625 32,6% r 9,301 39,6%
Net income 116 0.3% 4,418 7.6% 6,321 9.4% 3.354 6.8% 14,210 6.6%

Earnings per share: Basic $0.01 $0.24 $0,34 $0.18 $0.77
Earnings per share: Diluted $0.01 $0.24 $0.34 $0.18 $0.76

Earnings per share: Basic. Continuing operations $0.01 $0.24 $0.34 $0.18 $0.77
Earnings per share: Diluted - Continuing operations $0.01 $0.24 $0.34 $0.18 $0.76

Basic shares outstanding (000) 18.470 18,483 18.500 18.525 18,525
Diluted shares outstanding (OOO} 18.658 18.670 18.700 18,725 18,725

m;:;mWU:':um',m HiHi Hi;;; W:W HiHi, Hi:: :W;;;;,;;;;;;i",'HiiHi:i :UU,::U;WWUW:;Hi,:iHi"::
(SOOO. except pe, share data)
(Fiscalyear ends December 31)

(Mar) % Rev or (Jun) %Rev or (Sep) % Rev or (Dec) %Rev or %Rev or
1Q10E Margin 2Q10E Margin 3Q10E Maryi/! 4Q10E Marghl FY10E Margin

Revenues 40,631 60,440 69,914 51,516 222,501

Cost of sales 13,002 32.0% ., 21,758 36.0%"' 28,665 41.(10%' 19,576 38:0% 83,001 40.2%
Gress profit 27,629 68.0% 38,681 64.0% 41,249 59.0% 31,940 62.0% 1391500 62.7%

Administrative and general and other operating expense 10,951 ' 27.0% 10,477 ' 17.3%- 12,040 ' 17.2% 10,861 21.1%'" 44,328 19.9%
Maintenance 3,454 8.5%1"" 1,324 5.5%' 3,391 4.9%' 3.• 349 6,5U,IQ ,. 13,517 6,1%
Property taxes and othernonincometaxes 1,625 4.0ll-/G'" 2,297 3.8-%r 2,237 3.2%' 1,855 3.6%" 8,014 3.6%
Depreciation andamortization 6.200 15.3% 6,250 10.3-11/a 6,300 fLO% 6,350 12.3%1"" 25,100 11.3%

Operating income 5,400 13.3% 16,334 27.0% 17,281 24.7% 9,526 18.5% 48,541 21.8%

Interestexp-ense (3,800) -9.4% (3,800) -6.3% (3,850) .5.5% (3,850) ·7.5% ,.. (15,300) ~6.9U,1;;

r~on ooeratina income(expense} 0 0.0% 0 0.0% 0 iLO% 0 O.OD/a'" 0 0.0%
Income before taxes 1.600 3.9% 12,534 20.7% 13,431 19.2% 5,676 11.0% .33,241 14.9%

Incometaxes 700 43.8% 5,500 43.9% 5,750 42.8% 2,100 37.0% ' 14,050 42.3%
Net income 900 2,2% 7,034 11.6% 7,681 11.0% 3,576 6,9% 19,191 8.6%

Earnings per share: Basic $0.05 $0,38 $0.41 $0.19 $1.03
Earnings per share: Diluted $0.05 $0.37 $0.41 $0.19 $1.02

Earnings per share: Basic· Continuing operations $0.05 $0.38 $0,41 $0.19 $1.03
Earnings per share: Dtluted , Continuing operations $0.05 $0.37 $0.41 $0.19 $1.02

Basic shares outstandinq (000) 18,550 18,575 18,600 18,625 18,625
Diluted shares outstanding (000) 18,750 18,775 18,800 18,825 18,825

Source: Company reports ond Breon Murray, Carret & Co. estimates
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INDUSTRY" UPDATE Water Utilities, Flow Technology and Purification

"",,<
I($000. exceptper share data}
iFis yearends December 31

% Rev or % Rev or %Rev or %Rev or %Rev 0

1009 Margin 2009 Margin 30091: Margin 4009E Margin 2009E Margin

Total revenues 52.396: 52416: 6:0.388 55.912
r 221.112

Total expenses 45.961
r 87.7% 44,381 r 84,1% 48,375 ,. 80.1% 46031

r 82.3%r 184.748 r 83.6:%
SG&A expenses 9,6:2SI 18A~~ 17,643 33.7%r 6.,643 11,0%r 6:.150 110%r 40,065 18,1%
Operating income (3,194) -6.1% (9,6:08/ -18,3% 5,370 8.9% 3,730 6.7% (3,701) -1.7%
Interest expense (2.076) -40% (2,975) -57% (2.100) -3.5t:% (2000) -3.. 6%'- (9.,151) -41%
Interest income 36: 01% 48 0,1% 50 01% 52 O.1~'/or 186 O.. '1~'O
Gains on sale of land 0 O.O~l~ ° 0,0% 0 om~ 0 O.O%r 0 0,0%
Other ° 0,0% 0 0.0% ° 0.0% 0 0.0%" 0 0,0%
Income before taxes (5,234) -l/J.O% (12,535) -23.9% 3,320 5.5% 1,782 3.2% (12,66:6:) -5.7%
Income taxes (2.002) 382% (4472) 35,7~o ,. 1.262 38,0% r 677 38.0%r (4535) 358%
Income from continuing ops (1232) (80 133)

Income (loss) from discontinued ops ° 17,559
Preferred dividends 0 O<O~b 6: 0,0% G 0.0% 6 O.O%r 18 0,0%
Net income (3,232) -6.2% 9,490 18.1% 2,053 3.4% 1,099 2.0% 9,410 4.3%

Earnings per share (Cont Ops) $0.03 $0.03 $0,08 $0,04 $0,18

Diluted shares outstanding (000) 24,600 24608 24,608 24608 24,606

Dividends Paid 00576 0,0576 00576 0.0576 0.23
1,417 1,417 1,417 1,417 5,669

,........... ·<i·····ii·::.iiii·iii<••:.iiiii"i·«·L(.iiiii:/<•. i•• iF.<<Fi.<••i••••ii •••••• '/" .::.FF.· .... '.....,.. ...
($000, exceptper share data)
Fiscal year ends December 31

% Rev or % Rev or % Rev or %Rev or %Revo
1010E Margin 2Q10E Margin 3Q10E Margin 4Q10E Margin 2Q10E Margin

Total revenues 52.. 928 52.999 61.130 56.541 r 2230597

Total expenses 45,017 r 85.1% 44,190 r 83.4% 47,137 r 77.1% 44,997 r 79.6% r 181,340 811%
SG&A expenses 5293 100%r 5.035 9..5%" 4952 3.1%"- 4.862 8J3%,.. 20.142 9.0%
Operating income 2,618 4.9% 3,174 7.1% 9,041 14.8% 6,681 11,8% 22,115 9.9%
Interest expense (1900i -36% (1.850) -H% (1,800; -2,9c;ft (175Q) -31%'- (7.300i -3,3%

Interest income 55 01% 58 0.1% 61 01% 64 0..1%" 238 01%
Gains on sale of land 0 0,0% 0 O,O~~ 0 0.0% 0 OO%r 0 0.0%
Other 0 00% 0 0.0% 0 0..0% 0 OO%r 0 00%
Income before taxes 773 1.5% 1,982 3.7'% 7,3Q2 11.9% 4,995 8.8% 15,[)53 6.7%
Income taxes 294 r 38.. 0% 753 ,. 38.0% 2.775 r 38.0% 1898 38,0%'" 5,720 38.0%
Preferred dividends 6 0.0% 6 O"O~I~ 6 0.0% 6 OO%r 24 0.0%
Net income 473 0.9% 1,223 2.3% 4.521 7.4% 3,091 5.5% 9,309 4.2%

Earnings per share $0,('12 $0.05 $0.18 $0.13 $Q,38

Diluted shares outstanding (OOO} 24,650 24.. 675 24.700 24.725 24.688

Source:Companyreports and BreanMurray, Carret & Co. estimates
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INDUSTRY UPDATE Water Utilities, Flow Technology and Purification

W;!iWW!;;@;;;:;:;n;:::;:;
(Fiscal year endsDecemberJ1)
(OOOs} (Mar) % Rev or (Jun) % Rev or (Sel') %Rev or (Dec) % Rev or % Rev or

1Q09 Margin 2Q09 Margin JQ09E Margin 4Q09E Margin FY09E Margin

Residentia.l 5,533 5,832 5.804 5,776 22,9.15
Commercial and industrial 2,522 2,659 2,719 2J02 10.602
Other 719 719 7.18 7.10 2,926
Revenues 8,774 9,210 9,270 9,218 36,473

Operation and maintenance 1]97 20.5% 1]23 18.7,}h ,. 1,793 19.4~!~ l"" 1,637 18.3?t'o ,.. 7,005 19.2%
Administrative and general 1,851 21-1% 1]12 18Jt%" 1,669 HLO%" 1]15 18,6%'- 6.946 19,,0%
Depreciation and amortization 1-069 12.2% 1,090 11"B%" 1110 12,0%" 1.130 12.3%'- 099 12.1%
Taxes other than income taxes 86 1.0% 457 5.0%'" 273 3.0%1'" 277 3.0%" 1,098 3.0%
Operating income 3,971 45.3% 4.228 45.9% 4.415 47.6% 4,410 47.8% 17,024 46,7%

Interest on long-term debt 1.271 14.5% 1262 13.7%" 973 10.5%1"" 876 9.5%1'" 4,332 12.0%
Interest on interim bank loans 0 0.0% 0 0.0%" 56 0.6%'" 55 0.6%'- 111 0.3%
Allowance for funds used durinq construction (98) -1.1% (37i ~O.4%" fiG?} -1.8%" (188) -1.8%" (468} -1.3%
Other income. net 341 3.9% (81\ -0.9% 100 1.1% 100 1.1%" 480 1.3%
Income before taxes \ 2,457 28.0% 3,084 33.5% 3,453 37.2% 3,545 38.5% 12,539 34.4%

Income-taxes 960 39% 1,171 38%" 1.243 36%" 1,276 36%" 4.650 37%
Net income 1,497 17.1% 1,913 20.8% 2,210 23.8% 2,269 24.6% 7,889 21.6%

Earnings per share $0,13 $0.17 $0.18 $0.17 $0.65

SharesOutstanding 1U74 11.411 12,400 13470 12,16.1

,ii,};;:ii;:}};:;:::;};:»:: »> »>,» ;»»,
(Fiscal year endsDecember31)
(OOOs) (Mar) .% Rev or (Jun) %Rev or (Sep) .% Rev or (Dec) % Rev or % Rev or

1Q10E Margin 2Q10E Margin 3Q10E Margin 4Q10E Margin FY10E Margin

Residential 5,810 6.124 6,094 6,065 24,092
Commercial and industrial 2,623 2165 2,828

,
2,810 11,026

Other 743 743 777 777 3,050
Revenues 9,180 9,637 9,699 9,652 38,168

Operation and maintenance 1,336 20.0%1" 1.985 20.6%" 1.920 198%1" 1.7.17 18.1%" 7A89 19.6%
Administrative and -general 2,093 22<8~,'o ,. 1.927 20,0%" U56 18,1%" U28 17,9%" 7,504 1~U%

Depreciation and amortization 1.157 12.6~io " 1.108 11.5%"- 1,087 11.0%" 1.082 11.0~(c. ,. 4.39.1 11.5%
Taxes other than income taxes 275 3.0%" 337 3.5%" 291 3.0%" 290 3.0% " 1.193 3,1%
Operating income 3,819 41.6% 4,279 44.4% 4,665 48.1% 4,826 50.0'~'o 17,589 46.1%

Interest on long-term debt 1056 11..5%1" 1.060 11.0%" 999 10,,3%" 975 10.1%" 4,090 10.7%
Interest on interim bank loans 65 0,.6%" 48 0.,5%" 53 0,6%" 58 0..6%" 219 0..6%
Allowance for funds used during construction (184)" ~2"O% (193) w2,O~'h " (175) -1.8%" (174) -1..8%" (725} -1,,9%
Other income, net 184 2,0%1" 67 0.7%" 58 0,,60/0" 58 0..6%' 367 1,,0%
Income before taxes 2,708 29.5% 3,296 34.2% 3.724 38.4% 3,909 40.5% 13,638 35.7%

lncome taxes 9.18 ' 35% 1,154 35%" 1341 36%" 1407 36%" 4.848 36%
Net income 1,760 19,2% 2,142 22.2% 2,384 24.6% 2,502 25.9% 3.733 23.0%

Earnings per share $0.13 $0.16 $0.18 $0.19 $0.65

SharesOutstanding 13,470 13470 13470 13,470 13470

Source: Company reparts and Brean Murray, Carret & Co.estimates
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Water Utilities, Flow Technology and Purification

l;irl'J;:;S(+.,.;002£j; ,Hi
iiiHWWW;;;C'C;iCCf;m""S;S;i0ui'Winn fmi"'1i

(SOOO, except per share data)
Fiscal year ends December 31

Rate or Rate or Rate or Rate or Rate or
1Q09 Margin 2Q09 Margin 3Q09E Margin 4Q09E Margin 2009E Margin

Sales:
Fluid & Metering Technologies 157,018 157,000 160,043 161,240 635,301
Health & Science Technologies 74,188 73,816 74,600 74,700 297,305
DispensingEquipment 32,873 45,658 33,751 30851 143,133
Fire & SafetylDiversified Products 64,982 62,127 64,951 66,027 258,087
lnterssqrnent eliminations (2,448\ (2,146\ (2,200'1 (2,250\ (9,044\
Total sales 326,613 336,455 331,145 330;,568 1,324,781

Operating income:
Fluid & Metering Technologies 24,069 15,3% 24,221 15.4'~6 ,. 24,807 15.5:?& ,.. 25.798 16.0% ,. 98,895 15.6%
Health & Science Technologies 12,649 17.0% 1H03 15.7~{; ,. 11,936 16.0% ,. 12,326 16,5% r 48.514 16.3%
Dispensing Equipment 3979 12,1% 10021 2J.99~ ,. 050 200% r 5,862 19.09'0 ,. 26,612 18,65'b
Fire & SafetylDiversified Products 13,571 20,9% 13,738 22.19b ,. 13,640 21.0~'G ... 14,196 21.5~~ r 55,144 21.4%
Corporate office and other (9,785\ 1'9,598) (9900) (10,000\ (392831
Total operating income 44,483 13.6% 46,735 13.9% 47,233 14.3% 48,181 14.6% 186,632 14.1%

Other expense (income) (191) ~O,1% 385 O,Ho (200} -0,1% (225} -0,,1% (231) 0,0%
Interest expense 4,821 1~5CJo 4.440 1,3%r 3,974 1,2%r 3.,636 1J~'O'" 16,871 1,3%
Pretax income 39,853 12.2% 41,910 12,5% 43.459 1.3. 1~~ 44370 13.5,,& 169,992 12.8?b
Income taxes 11,544 2fLO% n988 334%r 14,776 340%r 15,222 34m'or 55,530 32,7%
Net income 18,309 8.7% 27,922 8.3% 28,683 8.7% 29,548 8.9% 114,462 8.6%

EPS [adjusted) $0.34 $0.37 $0.35 $0.36 $1.43

Shares outstsndinq (000) 82,600 80,507 8toOO 81.500 82,038

Ii........,.... "....i W'i i@if;fFffffffufaF%Ff,;;AA ,F,"cFFC@iW%ufiiff,%,fifi;;uffCf;iiffififif "U u;fiiiif@iiiiiiiiC@iiiiifiiiiijiii@iiiiii
($000, exceptpershare data)
Fiscal year ends December 31

Rate or Rate or Rate or Rate or Rate or
1Q10E Margin 2Q10E Margin 3Q10E Margin 4Q10E Margin 2010E Margin

Sales:
Fluid & Metering Technologies 164,869 164,850 166.444 167.690 663.853
Health & Science Technologies 76.414 76.769 77,584 77,688 308.455
DispensingEquipment r 33.530 45.658 r 34J64 33.319 147.271
Fire & SafetyiDiversified Products 66.931 67.097 67,549 f38.008 269.585
lntersenrnent eliminations (2300\ (23501 (2.,4001 (2,450\ (9,500\

Total sales 339,444 352,024 343,941 344,255 1,379,664
Operating income:
Fluid & rVletering Technologies 27.203 16.5%, II'" 28.025 17. Q'7~ ,. 29128 17.5% ,. 30.184 18,0% r 11H40 17.39';7
Health & Science Technologies 12.990 17.0% ~ 13..204 17.2',-5 ,.. n500 17.-4% r 13.829 17.8~% ,. 53,523 17.4"9'&
DispensingEquipment 5.700 17.0%·11'" 8..218 18,0% r 6.953 20,0% r 6,664 20.0% ,. 27,535 18,7%
Fire & SafetylDiversified Products 14.591 21.8% ~ 14.761 22.Q~·5 ,. 15,131 22,4% ~ 15.302 22.5"0 ,. 59,785 22,2%
Corporate office and other (10,10 1]'1 (10200i (103001 (10,400' (4lO001
Total operating income 50,385 14.8% 54,009 15.3% 54,411 15.8% 55,578 H1.1% 214,383 15.5%

Other expense (income) (250) -0.1% (275} -01% (JOO} -0.1% (325} -01% (1150) -01%
Interest expense 3.400 1.. 0% 3.200 09% 3..000 0.. 9% 2.800 08%r 12.,400 0.9%
Pretax income 47.235 13.9%· 51.084 14.59b 51,711 15_D~:; 53.103 15.491; 203.133 14.7%
Incometaxes 16,532 r 351J% 17.879 r 350% 18.,099 r

35,.O~,'O 18.586 35.0~';; ,. 71,096 350%
Net income 30,703 9.0% 33,204 9.4% 33,612 9.8% 34,517 10.0% 132,036 9.6%

EPS $0.37 $0.40 $0.41 $0.42 $1.61

Shares outstanding (000) 82,000 82.200 82.400 82,600 82,088

Source: Company reports and Brean Murray, Carret & Co, estimates
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"i",'"",'> H:":HH::H: HHH: HHHH 'iCiiiiii:Ci
($000, except pershare data)
Fiscalyearends December31

Ma,..09 % Rev or Jun·09 % Rev or Sep-09 %Rev or Dec-09 %Rev or % Rev or
1Q09 Margin 2Q09 Margin 3Q09E Margin 4Q09E Margin 2009E Margin

Sales 294,900 312.400 316,984 286,996 1.211.290
Cost ofsales 197,700 67,0% 201,900 64,6%' 202,876 64,0%' 1813.547 65.0%" 789,024 135,1%
Gross profit 97,200 33.0% 110,500 35.4% 114,118 31>.0% 100,449 35.0% 422,266 34.9%
SG&A 81,000 27,5% 81.300 26,0%' 85149 2ii9f)lo,. 75,543 26.3%" 322,992 26.7%
Operating income (from cont cps) 16,200 5.5% 29,200 9.3% 28,969 9.1% 24,906 8.7% 99,275 8.2%
Interest income (200} (300} (400} (5001 (1400!
Interest expense 5.600 19% 5,700 1,8% 5,500 1..7% 5.300 18% ' 22,100 1.8%
Minority interest 0 0 0 0 0
Other expense, net (5001 0 0 0 (500'1
Income before taxes 11,300 3.8911 23.800 7.Mb 23,869 l.5~i 20,106 7.0% 79.075 65%
Incometaxes 2.900 25.7% 7.900 332%' 8.. 163 34...2%,. 6.876 34.2%' 25.839 32.7%
Incomefrom cent. operations 8.400 2,8% 15.900 5.1% 15.706 5.0% 13.230 4.6% 53...235 4.4%
Discontinued operations 0 0 0 0 0
Net income 8,400 2.8% 15,900 5.1% 15,706 5.0% 13,230 4.6% 53,235 4.4%

Earnings per share:
EPS from continuing operations $0.23 $0.39 $0.42 $0.36 $1.40

Diluted shares outstanding (000) 36.900 37.000 37.100 37..200 37.050

Hii :lililimlilii H Iii:HH

($000, except pershare data}
Fiscalyearends December31

Mar· 10 % Rev or Jun-1O %Rev or Sep-1O % Rev or Dec-to %Rev or % Rev or
1Q10E Margin 2Q10E Margin 3Q10E Margin 4Q10E Margin 2010E Margin

Sales 257.705 287,950 313,179 300,189 1159023
Cost ofsales 168.797 G5..5~a ,. 189.471 65.8~JO ,. 205,445 65..6% ' 196.624 G5,5~i~ ,. 760.337 65.6%
Gross profit 88,908 34.5% 98,479 34.2% 107,733 34.4% 103,565 34.5'% 398,686 34.4%
SG&A 65,227' 25..3% 70.798' 24.6% 76,739' 24.5% 74,141 247%' 286,904 24.8%
Operating income 23,682 9.2% 27,681 9.6% 30,995 9.9% 29,424 9.8% 111,782 9.6%
Interest income (550) (600} (650) (700! (2.500)
Interest expense 5.200 2,01)'0 5.100 1.8% 5.000 1.6% 4.900 1,G~'o r 20,200 1.7%
Minority interest 0 0 0 0 0
Other expense, net 0 0 0 0 0
Income beforetaxes 19032 7.4%, 23,181 8,1% 26,645 8,5% 25224 8.4% ~14082 8.1%-
Incometaxes 6.280

,
330% 7.,650

,
33,0% 8,793

,
330% 8.324 33.0%' 31.047 33.0%

!-letincome 12,751 4.9% 15,531 5.4% 17,852 5.7% 16,900 5.6% 63,035 5.4%

Earnings per share:
EPS from continuing operations $0.34 $0.42 $0.48 $0.45 $1.68

Diluted shares outstanding (000) 37,300 37.400 37,500 37.600 37,450

Source: Company reports and Brean Murray, Carret & Co. estimates
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Water Utilities, Flow Technology and Purification

<:<:
($000,000, except persharedata)
Fiscalyear ends September30

Dec-08 1% Rev or Mar-09 % Rev or Jun-09 % Rev or Sep-09 %Rev or % Rev or
FY1QG9 Margin FY2QG9 Margin FY3QG9 Margin FY4Q09E Margin FY2GG9E Margin

Total Revenues 367.7 322.2 363.2 377.1 1,430.2
TotalCost of Sales 282,7 76.9% 267,3 83.0% 305.4 84..1%" 305,6 81.0%"" 1,161,0 812%
Gross Profit 75.0 20.4% 54.9 17.0% 57.8 15.9% 71.5 19.0% 259.2 18.1%
Total ooeratina exoenses 62.3 16.,9% 60.0 18.6% 66,3 18.3%" 56,0 14..9%" 2446 11.1%
Adjusted Operating Income 12.7 3.5% 15.1) -1.6% 18.5) --2.3% 15.4 4.1% 14.5 1.0%
Interest expense 17,3 4.7% 16,6 5..2% 17.2 4.7% 220 5.8~!o ,. 73.1 5.1%
Gainon reourchaae of debt (1.5i -0.4% G,G 0,,0% 2,.3 OB}~ 0.0% 0,0%" 0,8 O.,1~;Q

Income beforetaxes (3.1) -Q.8% (217) -6.7% (28.0} -7.7%
f~~:

-1.7% (59.4) -4.2%
Incometaxes 12.[Ij 93.5% ,. (6.31 29.0% (9,0: 32.1%" 34"O~O r (20.4) 344%
Net income 0.2 -0.1% f15.41' -4.8% 119.m ·5.2% -14.3\ --1.1% (38.9\ ·2.7%

Earnings per share:
Adjusted net income per share ($0.00) (SO.13) [SO.1S) (SO.04) (SO.34)

Dilutedshares outstandinq 1154 115.4 1160 1160 1157

,tH'1"< <: ·············"··,,,·,,!!!'1!88:'18,!!'·!!!::,!!''1>< !!'!'!'!'!'!'@'!!8>"!','1'·"< Fi"" "".:<,".'!'!!<..<
(SOOO.OOO, except persharedata)
FiscalyearendsSeptember 30

Dec-09 % Rev or Mar-10 % Rev or Jun-10 % R.ev or Sep'to PiaRev 01' g/O'Revor
FY1Q10E Margin FY2Q10E Margin FY3Q10E Margin FY4Q10E Margin FY201GE Margin

Total Revenu-es 353.0 326.9 376;9 391.5 1,448.2
Total Cost of Sales 285.0 30.1%" 2582 79.3~'o ,. 294.6 78..2':;0 ,. 173.3 44.3%1'- 10121 69.9%
Gross Profit 68.0 19.3% 67.7 20.7% 82.3 21.8% 90.0 23.0% 308.0 21.3%
Total operatlnqexoensss 51.4 14,6%"" 54.6 16..?%" 55.1 14_6%" 56.2 14,1%" 2163 14:.9%
Operating Income 14.4 4.1% 10.9 3.3% 25.1 6.7% 32.7 8.4% 83.1 5.7%
Interest exoense 180 5.1% 17,8 5.4% 176 4..7% 17.4 4,4%" 708 4-.,9%
Incomebefore taxes (3,6) -1.0% (69i -2.1% 7.5 2.0% 15.3 3.9% 123 0.8%
Income taxes

,
(1.5) 41.,5%" (2.9:1 41.5%" 31 41.5%" 54 41..5%" 5.1 41.5%

Netinc.ome 2.1 ·0.6% 4.1 -1.2% 4.4 1.2% 9.0 2.3% 7.2 0.5%

Earnings pershare:
Net income per share (SO.011 (SO.03) $0.03 $0.06 $0.05

Dilutedshares outstanding 153.1 153,1 153.1 153.1 1531

:i'.!'>.:'1'!'·."'.: .... ,:..... H@@ "...,'.
($000,000,exceptper share data}
Fiscal yearends September30

Dec-to % Rev or Mar-11 % Rev or Jun-11 % Rev or Sep·11 % Rev or % Rev or
FY1Q11E Margin FY2Q11E Margin FY3Q11E Margin FY4Q11E Margin FY2011E Margin

Total Revenues 378.0 349.8 403,6 419.4 1,550.9
Total Cost of Sales 284.1 75.2%" 260.6 74.5%" 2969 73..5%" 1862 44.4%"" 1.027.8 G6..3~:o
Gross Profit 93.9 24.8% 89.2 25.5% 106.8 26.5% 111.0 26.5% 400.9 25.8%
Total oceratlnq expenses 492 13..0%" 466 13,3%" 46.4 11.5%"" 461 11.,0%" 1884 12.1%
Operating Income 41.0 10.8% 38.9 11.1% 56.7 14.1% 61.3 14.6% 197.9 12.8%
Interestexpense 17.0 4,5~,'(, 16.6 4.. 7% 16.2 4,0% 15.8 3.8%"" 55.6 42%
Income before taxes 24.0 6.3% 22.3 6.4% 40.5 10.0% 45.,5 10.8% 132.3 8.5%
lncorne taxes

,
9.7 40..5%" 9.0 405%" 15.4 40.5%"" 18.4 40,5%"" 53.6 40.5%

Netinc-ome 14.3 3.8% 13.3 3.8% 24.1 6,0% 27 6,5% 78.7 5.1%

Earnings per share

Net income per share $0.09 $0.09 $0.16 $0.18 $0.51

Diluted shares outstanding 1532 153.2 1532 1532 153.2

Source: Company reports and Breon Murray, Corret & Co. estimates
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TTTT «<
($000. exceptper share data)
Fiscalyearends December31

% Rev or % Rev or % Rev or % Rev or % Rev 0

1Q09 Margin 2Q09 Margin 3Q09E Margin 4Q09E Margin 2009E Margin

Sales 90.633 103.090 102,814 1m196 406332
Cost ofsales 61214 67.5% 70,319 68_2%"- 68.885 67.0%r 74.,382 67.5%"- 274,800 67,6%
Gross profit 29,419 32.5% 32,771 31.8% 33,929 33.0% 35,814 32.5% 131,932 32.4%
SGA&R 16,707 184% 18.626 18..1%"- 17,110 166%r 17.,736 161% r 70,179 173%
Depreciation &Amortization 3.176 42% 3,972 3.9% 4,100 40% 4.,200 3,8%r 16048 39%
Operating income 8,936 9.9% 10,173 9.9% 12,718 12.4% 13,877 12.6% 45,705 11.2%
Interest income 106 0.1% 0 0,0% 150 0.1% 175 0.2% 431 0.1%
Interest expense 0 0,0% (109} -0,1% 0 00% 0 0,0% (109) 0.. 0%
Equity in incomefrom equity investments 441 0.5% 0 0.0% 0 00% 50 00% 491 0.1%
Other expense, net f428\ -05% (1,500\ -1,5% (750" "03% (750) -0,7% fU281 -O"8~'O

Income beforetaxes 9,055 100% 8,564 8,3% 12,118 11.8% 13352 12,1% 43090 10.6%
Incometaxes 3,081 34(1% 2,893 3J8%" 4A84 37,0%r 4.,940 37,0%r 15.398 35~7'%

Income before minority interest 5,974 6,6% 6098 5..9% 7,635 7A% 8A12 7".6% 28.118 0.. 9·%
Minoritv interest 0 0 0 0 0
Net income 5,974 6.6% 6,098 5.9% 7,635 7.4% 8,412 7.6% 28,118 6.9%

EPS, Continuing Operations $0.11 $0.11 $0.14 $0.15 $0.50

Shares outstanding (OOO} 56.,079 56285 56.300 56400 56,266

Til:::: <HT:
<:,T::H::"

($000. exceptper share data)
Fiscal\'ear ends December31

% Rev or f)"!~ Rev or % Rev or 1% Rev or % Revo
1Q10E Margin 2Q10E Margin 3Q10E Margin 4Q10E Margin 2010E Margin

Sales 107,939 113.870 113648 121,121 456,578
Cost of sales 70,700 65.5Svo ,. 72.303 63,5~.(' r 73,303 64~5% ,.. 79.334 135 ..5%"- 295,645 G4~8~(o

Gross profit 37,239 34.5% 41,563 36.5% 40,345 35.5% 41,787 34.5% 160,933 35.2%
SGA&R 16.337 r 15.1% 17679 r 15.5% 17.391

r
153% 17.093 14J%r 63.505 150%

Depreciation & Amortization 4,300 40% 4400 3.9% 4,300 3,8~o 4.200 3..5%"- 17,200 3.8%
Operating income 16,602 15.4% 19,484 17.1% 18,654 16.4% 20,488 16.9% 75,228 11l.5%
Interest income 200 0.2% 250 0.2% 300 0.3% 350 0.3% 1.100 0-2%
Interest expense 0 00% 0 0.0% 0 00% 0 0.0% 0 00%
Equity in incomefrom equityinvestments 325 03% 325 03% 325 0.3% 325 0.3% 1.300 0..3%
Other expense. net (750\ -0.7% (7501' -07% (750) -0"7% (750' -0,6% (3000) -0<'7"%
Incomebeforetaxes 16.377 15.2% 19.309 17.0% 18.529 16.3% 20.413 16.9% 74623 16.3%
Incometaxes 6.059 r 37.0% 7.144 r 370% 6,856 r

37..0% 7.,553 370%r 27.613 37..0%
Income before minority interest 10,317 g,,6% 12,165 107% 11.674 103% 12.8130 10.6% 47.016 10.3%
Minority interest 0 0 0 0 0
Net income 10,317 9.6% 12,165 10.7% 11,674 10.3% 12,860 10.6% 47,016 10.3%

EPS, Continuing Operations $0.18 $0.21 $0.21 $0.23 $0.83

Shares outstanding (ODD} 56,500 56.600 56.700 56,300 56.650

Source: Compony reports and Brean Murray, Carret & Co. estimates
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[indollars]
Fiscal year ends December 31

% Rev or % Rev or %Rev or % Rev or % Rev or
1009 Marain 2009 Marain 30.09E Marain 4Q09E Marain 2009E Marain

Total revenue 15,864,{)55 15,454,998 14,672,212 15,451,426 ' 61,442,691
Total cost of sales 9,883,555 ' 62..3% 7,857-945 ' 50,9% 9003.839 ' 51,4% 9.341.944 60..5%' 35,097,283 58.7%
Gross profit 5,980,500 37.7% 7,587,053 49.1% 5,658,313 38.6% 6,109,481 39.5% 25,345,407 41.3%
G&A 2,501.203 15.8% 2.670.059 17.3%' 2.567.637 175%' 2.549485 16.5% ' 10.288)84 167%
Operating Income 3,419,291 21.9% 4,916,994 31.8% 3,100,136 21.1% 3,559,996 23.0% 15,051,023 24.5%
Interest income 158,304 1.0% 150.373 1"O%~ 161.394 11%' 169.966 1.1%" 640.037 1..0%)
Interest expense. net (42!3)29J -2.7% (443824) -2.9% (400000) -2.. 7% (380000) -2,5S'b ... (l650,O53) ~2 __ 7%
Other income/expense 45,407 0..3% 47.856 0.3% 45.000 0.3% 50.000 0.3%' 188.263 03%
Equitv in earninos of affiliates (608:999:: 1'58,1.0221 (511.637: 1'4870861 (2196744)
Income before taxes 2,641,780 16.7% 4,082,317 26.4% 2,395,493 16.3% 2,912,876 18.9% 12,038,527 19.6%
Income taxes 0 0,0% 0 O,O~'o 0 0.0% 0 0.0%'- 0 00%
Other income/expense 97.622 214,761 0 0 312.383
Net Income 2,550,158 16.1% 3,867,616 25.0% 2,395,493 16.3% 2,912,876 18.9% 11,726,144 19.1%

Basic earnings per share SO.18 S027 SO 16 SO.20 SO.81
Diluted earnings per share se.rs $0.26 $0.16 $0.20 $0.80

Basic shares outstanding (0001 14.530183 14,531,991 14.560.000 14.565.000 14.546794
Diluted shares outstanding (0001 14,550,733 14,596,670 14,600,llOO 14,625,000 14,593.101

Dividends/Share Paid $0065 SO 065 SO 065 $0075 S027
944,462 944,579 946,400 1,092,375 3,927,816

U"U<" "U" "<u'iii 'lii'mmmiiWW,ii "uu
(in dollars)
Fiscal year ends December 31

% Rev or ~,'Q Rev or %Rev or % Rev or % Rev or
1Q10E Mamin 2010E Marain 3Q10E Mamh, 4Q10E Mamin .2010E Mamin

Total revenue 14,986,031 14,624,215 15,345,013 16,561,497 r 61,516,755
Total cost of sales 8.864.226 ' 59.1% 8.776,463 ' 60.0% 9,414204 ' 61..4% 10,074.. 672 60.8%' 37,129,5135 604%
Gross profit 6,121,8ll5 40.9% 5,847,752 40.0% 5,930,809 38,6% 6,486,824 39.2% 24,387,190 39.6%
GM 2.547625 170%' 2.573.862 17.6%'" 2.606..652 17.0%' 2,567.032 155%' 10,297171 16..7%
Operating Income 3,574,119 23.9% 3,273,890 22.4% 3,322,151 21.6% 3,919,792 23.7% 14,090,019 22.9%
Interest income 224,790 1,5%" 24UOO 1J%" 276210 1.8%" 322.949 2.0%' 1065249 1,7%
Interest expense, net (360,000) -2.4% (340.0001 -2.3% (3.20 ..000) -2.1% (3DO.000\ -1.8~'iO" (1..J20.000) -2.. 1%
Other income/expense 50.000 OJ~'O 50000 003% 50,000 0.3% 50.000 0,3%r 200.000 03%
Eauitv in aarninqs of affiliates 175,000 175.000 175.000 175000 700.000 1.1%
Income before taxes 3,663,970 24.4% 3,400,190 23.3% 3,503,361 22,8% 4,167,742 25.2% 14,135,269 24.0%
Income taxes 0 O_O~'O 0 00% 0 00% 0 0,,0%'" 0 00%
Other income/expense 0 0 0 0 0 00%
Net income 3,663,97ll 24.4% 3,400,190 23.3% 3,503,361 22.8% 4,167,142 25.2% 14,735,269 24.0%

Basic earnings per share S025 SO.23 S024 S029 $1.01
Diluted earnings per share $0.25 $0.23 $0.24 $0.28 $1.00

Basic shares outstanding (000) 14.570000 14.575.000 14580000 14,585000 14.577.500
Diluted shares outstanding (000) 14,650,000 14,675,000 14,100,000 14,725,000 14,607,500

Source: Compony reports and Brean Murray, Carret & Co. estimates
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iii iii :iii
(SOOO, except per share data)
Fiscal year ends January 31

Apr-09 % Rev or Jul-09 % Rev or Oct·09 % Rev or Jan-W % Rev or % Rev or
10.10 Margin 20.10 Margin 3o.10E Margin 4o.10E Margin 2010E Margin

Sales 19,641 20,886 23514 24,312 88,353
Cost of sales 12,628 64,3% 13,780 66.0% ' 15.237 64,,8%'" 15,681 64,5% ' 57,326 64,£1%
Gross profit 7,013 35.7% 7,106 34.0% 8,277 35.2% 8,631 35.5% 31,027 35.1%
8GM 5,541 28.2% r 5,336 25.5% ' 5.568 23_7%'" 5,682 23A~;(/· &127 25,.0%
Operating income 1,472 7.5% 1,770 8.5% 2,709 11.5% 2,94£1 12.1% 8,899 10.1%

Interest expense 54 0,3% 54 0,3% 50 0.2% 45 02%'" 203 0.2%
Other income, net 14 63 50 50 177
Income before taxes 1,432 7.3% U79 8.5% 2J09 11.8% 2954 12.1'~·b 8874 10,0%
Income taxes 480 33.5% 596 33.5%'" 908 31.5%' 989 33,5%" 2,973 33.5%
Net income 952 4.8% 1,183 5.7% 1,801 7.7% 1,964 8.1% 5,901 1J.7%

EPS $0.07 $0.08 $0.12 $0.13 $0.40

Diluted shares outstanding (000) 14.646 1H61 14.700 14,750 14,689

ii:i:iii:i':i !mmU!!!!II ..1 ii :">iliiiii :,i,m!!!!mm:!:,!!:, ..
(SOOO. except per share data)
Flscall'ear ends January 31

Apr-10 % Rev or JIII·10 % Rev or Oct-10 % Rev or Jan-11 % Rev or %Rev or
1Q11E Margin 2Q11E Margin 3o.11E Margin 4Q11E Margin 2011E Margin

Sales 20,546 21,861 24.642 25620 92,669
Cost of sales 13047 63,5% ' 13,991 640% ' 15J71 64.0% ' 16,3S17 64.0% ' 59.205 63,9%
Gross profit 7,499 36.5% 7,870 36.0% 8,871 36.0% 9,223 3fi.O% 33,464 36.1%
8GM 5.073 ' 24.7% 5280" 24.2% 5,5671"" 22.6% 5.708 22.3% ' 21.G29 23.3%
Operating income 2,426 11.8% 2,590 11.8% 3,304 13,4% 3,515 13.7% 11,835 12.8%

Interest expense 45 02% 40 0.2% 40 O.2~/O 35 01%' 160 0.2%
Other income, net 50 50 50 50 200
Income before taxes 2,431 11.8% 2,600 1J,fJ% 3,314 13.4% 3,530 J3.836 1t875 12.8%
Income taxes 814 ' 33.5% 871

,
33.5~"Q U10 ' 33.5% U83 33.51)'0 ~ H78 33.5%

Uet income 1,616 7.9% 1,729 7.9% 2,204 8.9% 2,348 9.2% 7,897 8.5%

EPS $0.11 $0.12 $0.15 $0.16 $0.53

Diluted shares outstanding (000) 14.800 14850 14,900 14.950 14.875

Sources: Company Specific Data, Brean tviurrov, Carret & Co. estimates
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Important Disclosures

Ratings and Target Price History

For historical rating and target price information please use the following links:

Water Utilities, Flow Technology and Purification

AWK: http://www2.investars.com!cgi-bin!charts! nasdag.exe?f-1&s-AWK&analystid-93&re-1&width-500&height-350&wmf-1

AWR: http://www2.investars.com!cgi-bin!charts! nasdag.exe?f=1&s=AWR&analystid=93&re-1&width-500&height-350&wmf=1

CCC: http://www2.investars.com!cgi-bin!charts! nasdaq.exe?f=1&s=CCC&analystid=93&re=1&width=500&height=350&wmf=1

CWCO: http://www2.investars.com!cgi-bin!charts! nasdag.exe?f-1&s-CWCO&analystid-93&re-1&width-500&height-350&wmf-1

CWT:http://www2.investars.com!cgi-bin!charts! nasdag.exe?f=1&s=CWT&analystid=93&re-1&width-500&height=350&wmf-1

lEX: http://www2.investars.com!cgi-bin!charts! nasdag.exe?f=1&s=IEX&analystid=93&re=1&width=500&height=350&wmf=1

MPR: http://www2.investars.com/cgi-bin/charts/ nasdaq.exe?f=1&s-MPR&analystid-93&re-1&width-500&height-350&wmf-1

MWA: http://www2.investars.com!cgi-bin!charts! nasdaq.exe?f=1&s=MWA&analystid-93&re=1&width=500&height=350&wmf-1

SBS: http://www2.investars.com!cgi-bin!charts! nasdag.exe?f-1&s-SBS&analystid-93&re-1&width=500&height-350&wmf-1

SJW: http://www2.investars.com!cgi-bin!charts! nasdag.exe?f-1&s-SJW&analystid-93&re=1&width-500&height-350&wmf-1

SWWC: http://www2.investars.com!cgi-bin!charts! nasdag.exe?f=1&s=SWWC&analystid-93&re-1&width-500&height-350&wmf-1

VE: http://www2.investars.com!cgi-bin!charts! nasdag.exe?f=1&s=VE&analystid=93&re=1&width=500&height=350&wmf=1

WTR: http://www2.investars.com!cgi-bin!charts! nasdag.exe?f-1&s-WTR&analystid-93&re=1&width-500&height-350&wmf-1

WTS: http://www2.investars.com!cgi-bin!charts! nasdag.exe?f=1&s=WTS&analystid=93&re-1&width-500&height=350&wmf-1

YORW: http://www2.investars.com!cgi-bin!charts! nasdag.exe?f=1&s=YORW&analystid=93&re=1&width=500&height=350&wmf=1

All prices are as of the market close on 10/15/09].

At the time this report was published, Brean Murray, Carret & Co., LLC made a market in the securities of Consolidated Water Co., Ltd.,

Southwest Water Co. and The York Water Company

Brean Murray, Carret & Co., LLC hasmanaged or co-managed a public offering or placement of securities of American Water Works Company,

lnc., American States Water Company and Mueller Water Products, Inc. within the past 12 months.

American Water Works Company, Inc. is, or within the last 12 months has been, a client of Brean Murray, Carret & Co., LLC, and investment

banking and/or advisory servicesare being, or have been provided.

American States Water Company is, or within the last 12 months has been, a client of Brean Murray, Carret & Co., LLC, and investment

banking and/or advisory servicesare being, or have been provided.

Mueller Water Products, Inc. is, or within the last 12 months has been, a client of Brean Murray, Carret & Co., LLC, and investment banking

and/or advisory servicesare being, or have been provided.
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Brean Murray, Carret & Co., LLC expects to receive compensation or intends to seek compensation for investment banking and/or advisory

services from American Water Works Company, Inc. and Mueller Water Products, Inc. within the next 3 months.

Brean Murray, Carret & Co., LLC has received compensation for investment banking and/or advisory services from American Water Works

Company, Inc. and American States Water Company within the past 12 months.

In the normal course of its business, Brean Murray, Carret & Co., LLC does and intends to seek compensation for investment banking and/or

non-investment banking services from the companies in its coverage universe. As a result, investors should be aware that the Firm may have a

conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their

investment decisions. Non-U.S. research analysts that may have contributed to this report are not registered/qualified as research analysts

with the FINRA.

The research analyst(s) or research associate(s) principally responsible for the preparation of this research report has received compensation

based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues. The

compensation is determined exclusively by research management and senior management (not including investment banking).

Brean Murray, Carret & Co. Stock Rating System

Buy - Expected to appreciate by at least 10% within the next 12 months.

Hold - Fully valued, not expected to appreciate or decline materially within the next 12 months.

Sell - Expected to decline by at least 10% within the next 12 months.

# of Securities
BUY 105
HOLD 63
SELL 10
NOTRATED 2

% of Total Securities
58.33%

35%
5.56%
1.11%

# of IB-Related Securities in
Past 12 mos.

10
o
o
o

% of Total Securities
9.52%

0%
0%
0%

TOTAL 180

Note: Stock price volatility may cause temporary non-alignment ofsome ratings with some target prices.

Valuation Methodology and Risks

American States Water Company (AWR): Our target price of $42 is based on 18x our 2010 EPS estimate of $2.32. Risks to the

achievement of our target price include integration of acquisitions, weather, environmental regulations, regulation of rates, and interest rates.

American Water Works (AWK): Our $28 target price is based on the shares achieving a PIE multiple of 20x our 2010 EPS estimate of $1.41.
Risks to the achievement of our target price include weather, acquisition integration, regulatory environment, additional equity offerings,
potential goodwill impairments and changes in interest rates.

Aqua America (WTR): Our $26 target price is based on the shares achieving a PIE multiple of 28x our 2010 EPS estimate of $0.94. Risks to the
achievement of our target price include weather, acquisitions, interest rates, environmental/public health responsibilities and regulatory
climate.

California Water Service Group (CWT): Our $44 target price is based on a multiple of 19x our 2010 EPS estimate of $2.30. Risks to the
achievement of our target price include integration of acquisitions, weather, environmental regulations, and regulation of rates.

Calgon Carbon (CCC): Our $17 target price is based on the shares attaining a level of approximately 20x our 2010 EPS estimate of
$0.83. Risks to the achievement of our target price include global macroeconomic conditions, foreign exchange exposure, changes in
environmental regulations.

Consolidated Water (CWCO): Our $24 target price is based on a multiple of 24x our FYlO EPS estimate of $1.00. Risks to the achievement of
our target price include weather, acquisition integration, environmental regulations, and political climates in the company's service territories.
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IDEXCorp. (lEX): Our $16 target price is based on our expectation that the shareswill trade at a level just above lOx our 2010 EPS estimate of
$1.61. Risks to the achievement of our target price include accretive acquisitions, acquisition of the company, improving macroeconomic
fundamentals.

Mueller Water Products (MWA): We are using our FY11 EPS estimate of $0.51 to derive our $8 target price, assigning a 16x multiple. Risks to
the achievement of our target price include global economic conditions, natural disasters, commodity pricing, labor issues, and foreign
exchangeexposure.

National Coal Corp (NCOC): Our $5 target price is based on a multiple of 4x our 2010 EPS estimate of $1.24. Risks to the achievement of our
target price include global economic conditions, natural disasters, mining conditions, and labor disruptions.

5abesp (5B5): Our target price of $66 is based on the shares attaining a PIE multiple of 9x our 2010 EPADR estimate of $7.36. Risks to the
achievement of our target price include majority government ownership, legislation, currency fluctuations, environmental regulations,
outstanding accounts receivable, water supply agreements and weather.

Veolia Environnement (VE): Our €30 and ADR$40 target prices are based on the shares attaining a level of 18x our 2010 EPS/ADR estimates

of €1.63/US$2.31, respectively. Risks to the achievement of our target price include acquisitions, changes in energy prices, currency effects,

contract competition, interest rates, weather, changesin legislation and environmental/public health responsibilities.

York Water (YORW):Our $18 target price is based on a multiple of 28x our 2010 EPS estimate of $0.65. Risks to the achievement of our target
price include unfavorable weather, acquisition integration, interest rate variability, environmental! public health responsibilities, macroeconomic
conditions and regulatory climate.

Analyst Certification

We, Michael Gaugler and Christopher Noon, hereby certify that the views expressed in this research report accurately reflect our personal

views about any and all of the subject securities or issuers referred to in this document. The analyst and associate analyst further certify that

they have not received and will not be receiving direct or indirect compensation in exchange for expressing the recommendation contained in

this publication.

Disclaimers

Some companies that Brean Murray, Carret & Co., LLC follows are emerging growth companies whose securities typically involve a higher

degree of risk and more volatility than the securities of more established companies. The securities discussed in Brean Murray, Carret & Co.,

LLC research reports may not be suitable for some investors. Investors must make their own determination as to the appropriateness of an

investment in any securities referred to herein, based on their specific investment objectives, financial status and risk tolerance. This report

may discussnumerous securities, some of which may not be qualified for sale in certain states and to certain categories of investors. Readers

are advised that this analysis report is issued solely for informational purposes and is not to be construed as an offer to sell or the solicitation

of an offer to buy. The information contained herein is based on sourceswhich we believe to be reliable but is not guaranteed by us as being

accurate and does not purport to be a complete statement or summary of the available data on the company, industry or security discussed in

the report. Designated trademarks and brands are the property of their respective owners. Pastperformance is no guarantee of future results.

Any opinions expressed herein are statements of our judgment as of the date of publication and are subject to change without notice. Entities

including but not limited to the Firm, its officers, directors, employees, customers, affiliates may have a position, long or short, in the

securities referred to herein, and/or other related securities, and from time to time may increase or decrease such position or take a contra

position. The Firm (or persons related thereto) may make a market in the securities mentioned herein, and may from time to time perform

investment banking or other services for, or solicit investment banking or other business from, and may have other relationships with any

company mentioned in this report. Brean Murray, Carret & Co., LLC is a member of SIPC, FINRA, licensed with various state securities

regulatory authorities, and a registered U.S. Broker-Dealer. No part of this report may be reproduced in any form without the express

permission of Brean Murray, Carret & Co., LLC. Additional information is available upon request.
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American Water Works Company, Inc.
November 10, 2009

Michael Gaugler, 212-702-6539

Christopher Noon, 212-702-6623

(AWK/NYSE)

gauglerm@bmur.com

noonc@bmur.com

Reports 3Q09 Results; Maintaining Buy Rating, $28 Target Price
Investment Summary

American Water Works reported 3Q09 results that were slightly ahead of our
expectations. Revenue in the quarter of $680 million (a 1.2% increase YaY) came in
slightly ahead of our $673 million estimate and EPS of $0.52 was a touch above our $0.51
estimate, but shy of the consensus estimate of $0.54. We consider these results
impressive considering the impact that weather had on the company in the quarter,
where 11 of 20 of American Water Works' regulated states experienced either above
average rainfall, cooler temperatures, or both. The Northeast region had its eighth
wettest summer on record, with New Jersey experiencing its fifth-wettest summer on
record. In the regulated business, revenue increased by $17.6 million (2.9% YaY), and the
company received authorizations for additional annualized revenues from general rate
increases of approximately $16.8 million. As of September 30, 2009, the company had
filed general rate cases in 10 states, which would provide an additional $258 million in
annualized revenue. Revenue in the non-regulated business decreased by $8.6 million
(11.7% YaY)due to lower revenues in the Contract Operations Group. Looking ahead, we
believe American Water Works is well positioned to benefit from additional rate
increases, tuck-in acquisitions, and planned capital expenditures. We are maintaining our
Buy rating and $28 target price, based on a PIE multiple of 20x our 2010 EPS estimate
$1.37.

Discussion

Solid 3Q09 results. American Water Works' 3Q09 results came in ahead of our

expectations on both the top and bottom lines. Revenue of $680 million increased

1.5% from the same quarter last year and beat our $673 million estimate.

Contributing to the increase was the Regulated business, which saw its revenue

increase by $17.6 million. The company's non-regulated business saw its revenue

decrease 11.7% from the same quarter last year. Overall, we were impressed with

the results given the unfavorable weather conditions American Water Works has

been faced with.

Significant weather impacts. In the quarter, 11 of American Water Works' 20

regulated states experienced above average rainfall, cooler temperatures, or both.

The Northeast region had its eighth-wettest summer on record, and New Jersey had

its fifth wettest summer on record. Further, July 2009 was the coldest July on record

for six of American Water Works' states. On the bright side, the gross margin stayed

constant at 31.5% from the same quarter last year in the face of weather impacts.

Without the poor weather, gross margin would have increased. For the past two

quarters combined, we estimate that weather has stripped out $0.22 from EPS

($0.08 in 2Q09 and $0.14 in 3Q09).

Buy
Target Price:$28

Price $20.31
52-Week High/Low $22.35 - 16.22
Shares Outstanding(mm) 179.81
Market Cap. (mm) $3,651.98
AverageDailyVolume (mm) 0.87

EPS FY08A FY09E FY10E
Mar $0.08 $0.19A $0.16
Prior $0.17
Jun $0.30 $0.32A $0.40
Prior $0.38
Sep $0.55 $0.52A $0.S3
Prior $0.51 $0.53
Dec $0.23 $0.21 $0.28
Prior $0.30
FY $1.16 $1.24 $1.37
Prior $1.32 $1.39

Consensus $1.30 $1.44

PIE 17.5x 16.4x 14.8x
FY Rev.
(mm) $2,336.99 $2,451.07 $2,616.36

Source:BigCharts.com

Please see the second to last page and last page of this document for important disclosures. 1
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American Water Works Company, Inc. (AWI</NYSE)

Rate case and general updates. American Water Works received additional rate increases in the quarter of $16.8 million and were authorized

increasesof $6.9 million related to infrastructure charges. The average authorized return on equity in these cases wasl0.5%. We note that the

average authorized return on equity increased from the rate increases granted in 2Q09, which had an authorized return on equity of 10.3%.

Subsequent to the end of the quarter, the Company settled their rate case in Pennsylvania which grants $31 million in annual revenue in

addition to the $23 million previously received through infrastructure surcharges. And in October, American Water Works received

authorizations for an additional $4.6 million of annual revenue in various other states related to infrastructure surcharges. At the end of the

quarter, the company was awaiting final orders in 10 states (including the recently settled Pennsylvania case) requesting an additional

annualized revenues of $258 million. Subsequent to the end of the quarter, American Water Works filed a rate case in Missouri for $48.7

million, where we note the cost of water service is relatively low. Further, American Water Works is having discussionswith approximately 75

municipalities acrossthe country which serves a population of several hundred thousand, as it seeksto increase its operational footprint while

looking to provide solutions for potential new customers. This could take several forms, including bulk sale contracts, operating and

maintenance agreements, public-private partnerships or acquisitions, depending upon customer preference.

Adjusting estimates. Basedon the results reported for 3Q09, we are adjusting our forward estimates as follows: our 2009 EPS estimate is now

$1.24, down from $1.32, and our 2010 EPS estimate is now $1.37, down from $1.39. We have lowered our 4Q09 estimates to reflect

continuing wet conditions in the company's primary service territories of Pennsylvania and New Jersey. We consider the changes insignificant

from a valuation perspective.

Valuation. Based on the results of our summary valuation, we are maintaining our Buy rating and $28 target price. Judging the shares by three

criteria (dividend yield, projected long-term growth and valuation relative to the U.S. water utility peer group), we believe the shares of

American Water Works rank among the most attractive from current share price levels. We continue to expect the valuation gap between

American Water Works and the water utility peer group to close (on a pIE basis) based on (1) continued successful recovery of costs through

rate relief across the service territories, (2) continued unwinding of the RWE ownership position, and (3) its structured capital expense

programs to improve water and delivery quality. Our $28 target price is based on a PIE multiple of 20x our 2010 EPS estimate of $1.37, and we

recommend investors continue to accumulate shares or add to positions at current levels.

$10.00 $15.00 $20.00 $25.00 $30.00 $35.00 $40.00

Source: Company reports, Breon Murray, Carret & Co. estimotes
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Water Utility Segment Co~arisons

American Water Works Company, Inc. (AWI</NYSE)

.. " " ,',
AQUAAMERICA wrR $16.16 BUY $2,196 $0.72 $0.73 $0.80 $0.90 22.4x 22.1x 20.2x 18.0x 9.0%
CALIFORNIA WATER ewr $36.32 BUY $753 $1.50 $1.90 $1.99 $2.11 24.2x 19.1x 18.3x 17.2x 8.0%
AMERSTATESWATER AWR $34.71 BUY $642 $1.56 $1.56 $1.79 $1.95 22.3x 22.3x 19.4x 17.8x NA
SJW SJW $22.24 HOLD $411 $1.04 $1.16 $0.83 $1.07 21.4x 19.2x 26.8x 20.8x NA
GroupAverage 22.6x 19.9x 20.5x 17.5x 9.7%

Source:Baseline

.. . , ; I. ; ,.
AQUAAMERICA wrR $16.16 BUY $2,196 18.0x 19.0x 26.0x $17.10" $23.40 $26.00 61% 3.6%

CALIFORNIA WATER ewr $36.32 BUY $753 17.2x 16.0x 21.0x $33.76 $44.31 $43.00 18% 3.2%

AMERSTATESWATER AWR $34.71 BUY $642 17.8x 16.0x 21.0x $31.20 $40.95 $44.00 27% 3.0%

SJW SJW $22.24 HOLD $411 20.8x 16.0x 22.0x $17.12 $23.54 NA NA 3.0%

Sources:Baseline, Breon Murray} Carret& Co.
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American Water Works Company, Inc. (AWKjNYSE)

'"'' "" ,,,,,;V,,:ii" ; ,,,;,.,,,; ,:m:mm;'m
(SM, exceptper share data}
FiscalyearendsDecember31

Rate or Rate or Rate or Rate or Rate or
1009 Margin 2009 Margin 3009 Margin 4Q09E Margin 2009E Margin

Ooeratino Revenues 550.2 612.7 680.0 606.2 2,451.1
Operation and maintenance 3144 57% 3306 54%· 340.9 50% 3406 56% 1.3265 04%
Depreciation and amortization 688 13% 73.2 12% 74.9 11%-'- 754 12%'- 292.3 12%
Generaltaxes 525 10% 517 8% 50.6 7%" 511 8%'- 205.9 8%
Loss (gain) on sales of assets (0.2) 0°? - 0% (1.0) 0% - 0°..- ,.. (1.2) 0%/0 "iJ-

lmpainnentcharges 450.0 82% 0% - 0% 0%" 4500 18?'6
Total ooeratina expenses, net

,
435.5 79%," 455.5 74% ,. 4654 68% ,. 467.1 77%'- 1.8235 74%

Operating income 114.7 21% 157.2 26% 214.6 32% 141.1 23% 6276 26%
Interest net (nO) -13.1% (73.7) -12.0% (74.1) K10.9% ,.. (74.8) _12.3%r (2946} -12.0%
Amortization of debt expense (t5) -O.3~/Q (1..5) -0.2% (2.1) -0.3% (1..5) -0.2%"" (56) -0.3%
Other. net 6.3 1.1%" 4.2 0.7% .. 40 0,6% r 4.4 0.7% ,.. 189 0.8%
Total other income Ideductlonsl 167.2) -12.2% ... (7U} -11.6% (726) -10.7%'" (719) -11.8:;:; I" (28281 -11.5%

Earnings from corn. ops before income taxes 47.5 8.6% 86.1 14.1% 141.8 20.9% 69.2 11.4% 3446 14.1%
Incometaxes 17.6 37.1% 341 39.6% 50.2 35.4%I" 324 46.8% ' 134.3 39.0%

Earnings from cont, cps 29.9 5.4% 52.0 8.5% 91.6 13.5% 36.8 6.1% 2103 8.6%
[ncome ! (Loss) from discontinued ooerations. net of tax - 0.0% 0.0% 0.0'% 0.0% 0.0%

fiet income 29.9 5.4% 52.0 8.5% 91.6 13.5% 36.8 6.1% 2103 8.6%

Earnings per share:
From continuing operations $0.19 $0.32 $0.52 $0.21 $1.24

Averanecornmonshares outstanding 160 153 175 174 168

':>;"1Mnl:.: :11:1:1::II::ii:I:·•.······WWW !!if!iii"!if!' .··::i'iW::ii.:»I:: >i'miil::'iiiiWi >iii>
ISh!. except per share data)
FiscalyearendsDecember31

Rate or Rate or Rate or Rate or Rate or
1Q10E Margin 2Ql0E Margin 3010E Margin 4010E Margin 2010E Margin

Operatinq Revenues 554.0 654.0 730.80 677.53 2.616.4
Operationand maintenance 3091 66% 332.3 51% 370.5 51% 3862 57% 1.3981 53%
Depreciation and amortization 75.,9 14%" 76.5 12% I" 771 "''''Of'' 77.9 12%1" 3074 12%,1,I.a;

Genera! taxes 510 9~1' r 517 B%" 51.2 ..,."... 1" 515 8%1" 205.3 B%.I.e: /i'O

Loss (gain) on sales of assets - 0%" 0% 0% - O?~ I" 0%
Total oneratino expenses, net 436.0 ' 79% 4604 ' 70% 498.8

,
68% 5155 76% r 1.9108 73%

Operating income 116.0 21% 193.6 30% 232.0 32% 161.9 24% 7056 27%
lntersst. net (742) ~13.4% ,. (75..2) -11.5%1" (76.0) ~10.4% II" (?7.2) -11.4% ,. (3027} -11.6%
Amortization of debt expense (14) -0.2% I" (14) ~O.2% ,. (Hi -0.2% I" (14) -0.2%" (5.5) -0.2%
Other, net 45 0.8% 4.5 0.7% 45 0.6% II" 45 0,7% ,. 180 07%
Total other income Ideductlouel (71.1)' -12,8% (7211' -11.0% (72.m'" -10.0% (74_1) ~10.9% I" (29011 -11.1%

Earnings from cont, ops before income taxes 46.9 8.5% 121.5 18.6% 159.1 21.8% 87.9 13.0% 4154 15.9%
lncomataxes 18..3 ,.. 39.0% 474 ' 3-2.0% 62.1 39.0% ,. 36.0 41.0%" 163.8 39.4%

Earnings from cent, cps 28.6 5.2% 74.1 11.3% 97.1 13.3% 51.8 7.7% 251.7 9.6%
[ncome I (Loss) from discontinued operations. net of tax - 0.0% 0.0% - 0.0% - 00% 0.0%

Net income 28.6 5.2% 74.1 11.3% 97.1 13.3% 51.8 7.7% 251.7 9.6%

Earnings per share:
From continuing operations $0.16 $0.40 $0.53 $0.28 $1.37

Averaoe cornntcn shares outstanding 179 184 184 184 183

Source: Company reports, Brean Murray, Carret & Co. estimates

Brean Murray, Carret & Co. Equity Research 4

KAW_R_AGDR1#438_PART1_042610 
Page 113 of 290



American Water Works Company, Inc. (AWI</NYSE)

Important Disclosures

Ratings and Target Price History

.~~=-........-:-:-~~--~:-"".-~--_._._ .._-.-.
Brean Murray, Carret &Co. ratings for AWK (AMERICAN WTR WKS CO INCNBN)

Price Nov 09, 2009: $20.5

Priced intraday on 11/10/09.

Brean Murray, Carret & Co., LLC has managed or co-managed a public offering or placement of securities of American Water Works Company,

Inc. within the past 12 months.

American Water Works Company, Inc. is, or within the last 12 months has been, a client of Brean Murray, Carret & Co., LLC, and investment

banking and/or advisory services are being, or have been provided.

Brean Murray, Carret & Co., LLC expects to receive compensation or intends to seek compensation for investment banking and/or advisory

services from American Water Works Company, Inc. within the next 3 months.

Brean Murray, Carret & Co., LLC has received compensation for investment banking and/or advisory services from American Water Works

Company, Inc. within the past 12 months.

In the normal course of its business, Brean Murray, Carret & Co., LLC does and intends to seek compensation for investment banking and/or

non-investment banking services from the companies in its coverage universe. As a result, investors should be aware that the Firm may have a

conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their

investment decisions. Non-U.S. research analysts that may have contributed to this report are not registered/qualified as research analysts

with the FINRA.

The research analyst(s) or research associate(s) principally responsible for the preparation of this research report has received compensation

based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues. The

compensation is determined exclusively by research management and senior management (not including investment banking).

Brean Murray, Carret & Co. Equity Research 5
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American Water Works Company, Inc. (AWK/NYSE)

Brean Murray, Carret & Co. Stock Rating System

Buy - Expected to appreciate by at least 10% within the next 12 months.

Hold - Fully valued, not expected to appreciate or decline materially within the next 12 months.

Sell - Expected to decline by at least 10% within the next 12 months.

# of IB-Related
Securities in Past 12

# of Securities
BUY 102
HOLD 68
SELL 11
NOT RATED 2

% of Total Securities
55.74%
37.16%
6.01%
1.09%

mos.
10
o
o
o

% of Total Securities
9.8%

0%
0%

0%
TOTAL 183
Note: Stock price volatility may cause temporary non-alignment ofsome ratings with some target prices.

Valuation Methodology and Risks

American Water Works (AWK): Our $28 target price is based on a PIE multiple of 20x our 2010 EPS estimate of $1.37. Risks to the

achievement of our target price include weather, acquisition integration, regulatory environment, additional equity offerings, potential

goodwill impairments and changes in interest rates.

Analyst Certification

We, Michael Gaugler and Christopher Noon, hereby certify that the views expressed in this research report accurately reflect our personal

views about any and all of the subject securities or issuers referred to in this document. The analyst and associate analyst further certify that

they have not received and will not be receiving direct or indirect compensation in exchange for expressing the recommendation contained in

this publication.

Disclaimers

Some companies that Brean Murray, Carret & Co., LLC follows are emerging growth companies whose securities typically involve a higher

degree of risk and more volatility than the securities of more established companies. The securities discussed in Brean Murray, Carret & Co.,

LLC research reports may not be suitable for some investors. Investors must make their own determination as to the appropriateness of an

investment in any securities referred to herein, based on their specific investment objectives, financial status and risk tolerance. This report

may discuss numerous securities, some of which may not be qualified for sale in certain states and to certain categories of investors. Readers

are advised that this analysis report is issued solely for informational purposes and is not to be construed as an offer to sell or the solicitation

of an offer to buy. The information contained herein is based on sources which we believe to be reliable but is not guaranteed by us as being

accurate and does not purport to be a complete statement or summary of the available data on the company, industry or security discussed in

the report. Designated trademarks and brands are the property of their respective owners. Past performance is no guarantee of future results.

Any opinions expressed herein are statements of our judgment as of the date of publication and are subject to change without notice. Entities

including but not limited to the Firm, its officers, directors, employees, customers, affiliates may have a position, long or short, in the

securities referred to herein, and/or other related securities, and from time to time may increase or decrease such position or take a contra

position. The Firm (or persons related thereto) may make a market in the securities mentioned herein, and may from time to time perform

investment banking or other services for, or solicit investment banking or other business from, and may have other relationships with any

company mentioned in this report. Brean Murray, Carret & Co., LLC is a member of SIPC, FINRA, licensed with various state securities

regulatory authorities, and a registered u.s. Broker-Dealer. No part of this report may be reproduced in any form without the express

permission of Brean Murray, Carret & Co., LLC. Additional information is available upon request.

Brean Murray, Carret & Co. Equity Research 6
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24 June 2009 I 13 pages

American Water Works Company, Inc. (AWK)
RWE Sell Down a Plus; L1 Value Offset by S1 Headwinds; $20.50 1P

Rating change g
Target price change g

Estimate change g

III Valuation and Outlook - We are resuming coverage of AWK with a Hold,
Medium Risk rating and $20.50 target. Our previous rating and target were
Hold High Risk and $24.50. Our target is lower as a result of our revaluation of
utility stocks late last year, which took into account a higher cost of capital in
the current market and our revised estimates. Our risk rating is lower as a
result of RWE's ownership position moving below 50%. We therefore believe a
minority discount/risk is no longer warranted in our rating. We continue to
believe that capital market risk remains given the anticipated sell down of
RWE's remaining stake in AWK (81 million shares or 46.6% of outstanding
stock); however, we believe the stock is modestly undervalued.

Hold/Medium Risk
from Hold/High Risk

Price (24 Jun 09)
Target price

from US$24.50
Expected share price return
Expected dividend yield
Expected total return

Market Cap

2M

US$18.55
US$20.50

10.5%
4.3%

14.8%
US$3,238M

.
31

Mar

.
31
Dec

,
30

Sep

Price Performance (RIC: AWK.N, BB: AWK US)

usn
23
22
21
20
19
18
17
16 •

30
Jun

iii Catalysts - AWK currently has $300 million in pending rate case decisions.
The recovery of pension costs in current rate cases will be crucial in AWK
earning its authorized ROE. Lastly, AWK is involved in a number of desalination
projects both at its unregulated and regulated units. We believe these projects
could add another layer of EPS growth we currently do not include in estimates.

III Earnings and Capex Outlook We estimate 2009, 2010 and long-term EPS
power of $1.28, $1.42 and $1.80. Our 2009 and 2010 EPS estimates are
approximately $0.15 pis lower than our previous estimates as a result of higher
pension costs, which we believe will eventually be.recovered over the next five
years. We estimate AWK's utilities will achieve a weighted average ROE of 7.1 %
for 2009. We estimate achieved ROEs will rise to 9.1 % by 2013. Infrastructure
replacement, new treatment facilities and desalination will drive between 7
10% rate base growth through 2013 ($0.7 to $1.0 bn annual capex).

EPS 01 02 03 04 FY FC Cons Faisel Khan, CFA
2008A O.04A O.31A O.55A O.23A 1.12A l.lOA +1-212-816-2825

2009E 0.19A 0.33E 0.54E 0.22E 1.28E 1.33E fa isel.khan@citi.com

Previous na na na na na na Barry Klein, CPA, CFA

2010E O.17E 0.40E O.GOE 0.25E 1.42E 1.4GE ba rry.klei n@citi.com

Previous na na na na na na

2011E o.m 0.41 E 0.G5E 0.28E 1.51E 1.53E

Previous na na na na na na

Source, Company Reports and data Central, CIR. FC Cons, First Call Consensus.

See Appendix A-1 forAnalyst Certification and important disclosures.

Citi Investment Research &Analysis isadivision of Citigroup Global Markets Inc. (the "Firm"), which does and seeks todo business with companies covered initsresearch
reports. As aresult, investors should be aware that the Firm may have aconflict ofinterest that could affect the objectivity ofthis report. Investors should consider this report
as only asingle factor inmaking their investment decision. Non-US research analysts who have prepared this report are not registered/qualified as research analysts with
the NYSE and/or NASD. Such research analysts may not be associated persons ofthe member organization and therefore may not be subject tothe NYSE Rule 472 and NASD
Rule 2711 restrictions on communications with asubject company, public appearances and trading securities held by aresearch analyst account.
Customers ofthe Firm inthe United States can receive independent third-party research on the company or companies covered inthis report, atno cost tothem, where such
research is available. Customers can access this independent research at http://www.citigroupgeo.com or http://www.smithbarney.com or can call (866) 836-9542 to
request acopy ofthis research.
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American Water Works Company, Inc.
(AWK)
24 June 2009

Fiscal year end 31-Dec 2007 2008 2009E 2010E 2011E

Valuation Ratios
PIE adjusted (x) 18.3 16.5 14.5 13.1 12.3
EV/EBITDA adjusted (x) na 9.9 9.3 8.5 8.0
P/BV (x) 0.7 0.7 0.8 0.8 0.8
Dividend yield (%) 0.0 2.2 4.5 4.9 5.4
Per Share Data (US$)
EPS adjusted 1.02 1.12 1.28 1.42 1.51
EPS reported 1.02 1.12 1.28 1.42 1.51
BVPS 28.39 25.64 23.67 23.62 23.86
DPS 0.00 0.40 0.84 0.91 0.99

Profit &Loss (US$M)
Net sales 2,214 2,337 2,492 2,628 2,733
Operating expenses -1,697 -1,765 -1,852 -1,900 -1,941
EBIT 517 572 640 728 793
Net interest expense -283 -285 -299 -313 -325
Non-0 perat ing/excepti0naIs 13 21 16 15 15
Pre-tax profit 247 308 357 430 482
Tax -84 -128 -141 -172 -193
Extraord.lMin.lnt.lPref.div. 0 0 0 0 0
Reported netincome 162 180 216 258 289
Adjusted earnings 162 180 216 258 289
Adjusted EBITDA 784 843 932 1,043 1,126
Growth Rates (%)

Sales na 5.5 6.6 5.5 4.0
EBIT adjusted na 10.6 11.9 13.8 8.9
EBITDA adjusted na 7.5 10.6 11.8 8.0
EPS adjusted na 10.8 13.7 10.7 6.8

Cash Flow (US$M)
Operating cash flow 474 552 540 573 623
Deprec iation/am0rtizat ion 267 271 293 315 334
Net working capital 17 -100 -2 0 0
Investing cash flow -747 -1,034 -877 -750 -775
Capital expenditure -759 -1,009 -871 -750 -775
Acq uisitions/d isposa Is 0 -25 -5 0 0
Financing cash flow 257 478 280 35 -39
Borrowings 1,004 293 168 0 0
Dividends paid 0 -64 -141 -165 -189
Change incash -16 -4 -58 -143 -190

Balance Sheet (US$M)
Total assets 12,934 13,232 13,362 13,798 14,239
Cash &cash equivalent 13 10 0 0 0
Accounts receivable 328 334 334 334 334
Net fixed assets 9,318 10,124 10,689 11,124 11,565
Total liabilities 8,387 9,125 9,370 9,513 9,704
Accounts payable 169 150 115 115 115

For further data queries on Giti's fuil coverage universe Total Debt 5,016 5,303 5,520 5,662 5,853
please contact GIR Data Services Americas at
CIRDataServicesAmericas@citi.com or+1-212-816-5336 Shareholders' funds 4,547 4,107 3,992 4,285 4,535

Profitability/Solvency Ratios (%)

EBITDA margin adjusted 35.4 36.1 37.4 39.7 41.2

~~t~C~ntral
ROE adjusted na 4.2 5.3 6.2 6.6
ROIC adjusted na 3.5 3.9 4.2 4.4
Net debt toequity 110.0 128.9 138.3 132.2 129.1
Total debt tocapital 52.5 56.4 58.0 56.9 56.3
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American Water Works Company, Inc.
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Minority discount removed

RWE Overhang Slowly Being Removed

After a recent sale of 15 million AWK shares, RWE owns 46.6% of AWK stock.
We believe this event is significant because it removes the minority discount
that we applied to shares as a result of RWE's previous majority ownership.

However, some regulatory overhang still remains. RWE must fully divest of its
ownership in AWK by April 22, 2010, otherwise AWK will be required to seek an
extension or other approvals from commissions in California and Virginia. New
Jersey requires a full divestiture by April 22, 2011. While we believe
extensions could be granted, we believe RWE will exit within the next 12 to 24
months.

Recommendation

We are maintaining our Hold rating and reducing our target price to $20.50 per
share as a result of new utility multiples that we applied to both the gas and
electric utility industry late last year. We also lowered our estimates as a result
of higher post retirement expense.

We estimate that AWK trades at a 32% discount to water utilities, in-line with
defensive gas and electric utility stocks and at a 6% discount to our academic
calculation of PIE for the industry using our proprietary dividend discount
model.

Figure 1.Price Performance ofUtilities Over Past 12 Months
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100
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~~~~~~~~~~~~~~~~~~~~~~~~
~~~~~~~~#~~~$~~~~~~~#~~~

--AWK --Water Utilities --Gas/Electric Utilities

Source: Citi Investment Research and Analysis, FactSet

Though AWK has plans to grow its regulatory asset base between 7% and 10%
annually for the next five years, our excitement is tempered by near-term
headwinds relating to the overhang that exists from the future sale of RWE's
remaining stake as well as AWK's need to issue primary equity to fund its $4
billion capex budget through 2013.
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Figure 2.Comparable Utility-Focused Companies

RegulatoryGrowth 7-10%

NTM PIE 13.1x

Dividend Yield 4.3%

6.5%

15.9x

3.5%

8.5%

11.5x

3.3%

7.5%

11.3x

5.3%

10.0%

18.4x

3.8%

Recent Rate Rei ief

Source: Citl Investment Research and Analysis

Rate Cases Slightly Ahead of Plan

As part of its 2003 acquisition of American Water, RWE agreed to short-term
rate freezes throughout its service territories. However, RWE did not realize the
cost synergies and economies of scale it had expected. Consequently, AWK
continues to under-earn (6.3% ROE for 2008). The company continues to
apply for rate relief and we expect ROE levels to reach industry averages (-9%)
within 3-4 years.

Figure 3. Consolidated Utility Earnings

Operating Revenues 2082.7 2245.6 2381.8 2486.8 2614.6 2742.7

Operating expenses
Operation andmaintenance 1091.7 1135.9 1168.2 1201.5 1235.7 1271.0

Depreciation andamortization 254.8 277.7 299.8 318.9 338.6 356.6

General taxes 199.1 199.6 199.6 199.6 199.6 199.6

Loss (gain) onsaleof assets 0.0 0.0 0.0 0.0 0.0 0.0

Impairment charges 0.0 0.0 0.0 0.0 0.0 0.0

TotalOperation Expenses, net 1545.6 1613.2 1667.6 1720.0 1774.0 1827.2

Utility Rate Base 6,861.6 7,458.7 7,912.5 8,372.2 8,837.1 9,159.4

Achieved Return on EqUity 6.2% 7.1% 7.8% 8.0% 8.5% 9.1%

Source: Cit] Investment Research and Analysis, Company Data

AWK has received rate increases of $190 million through 2008 and 2009 so far
with rate relief exceeding our expectations by about 25%. Returns on Equity
have been authorized in the 10.0-10.6% range, including 10.3% in NJ and
10.6% in PA, AWK's largest service areas (over 50% of total rate base
combined). American Water appears to be benefiting from constructive
relationships with state commissions, which allow the company to earn more
timely returns on capital spent.
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Upcoming Rate Relief

Figure 4.Rates Approved in 2008 and 2009

California 611108 1/1/07 $13.0 $9.3 10.15%

Illinois 8/8/08 8/31/07 $21.6 $29.2 10.35%

Missouri 11/28/08 3131108 $34.5 $13.5 10.00%

Naw Jersey 12/8/08 1114/08 $72.1 $56.9 10.30%

Pennsylvania 11/14/08 4128108 $1.9 $0.0 10.60%

Other Multiple Multiple $49.8 $45.0 nla

Source: Citi Investment Research and Analysis

American Water continues to await final orders on an additional $300 million.
Approximately 80% of these filings are for rates in California, Pennsylvania,
Illinois and Indiana. During the upcoming five years, on average we estimate
the company will receive about $100 million in rate relief annually. We expect
these increases to be partially offset by increases in O&M, depreciation and
interest.

Figure 5. Rate Cases Filed

California Various nla $330.5 10.2-11.5% 10.1% $79.0 $16.0

Illinois 5/29/09 $610.3 $556.0 12.25% 10.0% $58.6 $26.5

Indiana 4/30/09 $670.5 $637.1 12.00% 10.0% $46.9 $19.5

Pennsylvania 4/24/09 $1,861.3 $1,860.0 12.00% 10.0% $58.1 $42.0

Other Various nla nla $61.9 $25.0

Note: Approximately 2/3of CA's request pertains to costs (e.g. consumer programs, hiring) that would be

incurred if approved. We do not include relief for these items asthere would be no impact on earnings.

Source: Citi Investment Research and Analysis, Company Reports

We estimate AWK will spend about $4 billion in capex over the next 5 years.
The capital will be spent on projects to replace existing infrastructure as well as
construction on new distribution and treatment facilities. Over that period we
estimate depreciation will total $1.7 billion. Therefore, rate base will grow by
about $2-$2.5 billion.

Unregulated Business Growing: Desalination Projects

Currently comprising only 5% of earnings, we do not give credit for growth in
the non-regulated segment, due to lack of visibility on long-term growth and
regulatory and environmental hurdles. However, we believe the Applied Water
Management Group of American Water could have upside, including
desalination and wastewater recycling projects. With concern over the limited
water sources in the country, these additional sources of water will become
necessary in the years ahead. See thematic report by Edward Kerschner at
https://geo.ny.ssmb.com/pdf/SGL00635.pdf.

KAW_R_AGDR1#438_PART1_042610 
Page 120 of 290



American Water Works Company, Inc.
(AWK)
24 June 2009

Desalination Projects American Water (with JV partner Acciona Aguaco) operates a 25 million
gallon/day desalination facility in Tampa Bay. The facility provides 10% of the
region's drinking water supply and is the largest seawater desalination plant in
the country. This project is included in earnings of the Applied Water
Management Group. Over time, other desalination projects could be
considered for inclusion in rate base and charged through in rates to utility
customers.

With experience running this large project, the group recently won a contract to
provide engineering and operating support for a pilot, 50,000 gallon/day
project in Laredo, Texas. The project will provide another learning experience
for American Water, who will apply a new technology called Advanced Vapor
Compression, intended to reduce costs to remove dissolved solids from
drinking water.

Also on the horizon is a desalination facility in Monterey County, California.
The pilot facility was built in 2008 at a cost of $2 million. The capacity is about
22,000 gallons/day, while the final proposed project could flow at a rate of up
to 11 million gallons/day.

Liquidity - Available, FCF, Covenants

At the end of lQ'09, AWK had cash and available liquidity of about $115
million. During 2Q, AWK has issued about $275 million of long-term debt,
which it will use to payoff shorter term debt and help with its capital expansion
program. In addition to debt, we anticipate AWK will utilize equity issuances
(14.5 million shares issued recently) and retained earnings to fund its capital
growth program. We estimate the company will need to issue equity annually
to help fund its large capex plan ($4-$4.5 billion over 5 years). Including
dividend payments and the equity issuances, we estimate the company will run
free cash negative over the near-term.

Figure 6.Earnings and Cash Flow

Extraordinary/Discontinued Ops ($3.16) ($4.67l ($2.63) .ffi.QQ .ffi.QQ .ffi.QQ .ffi.QQ

Reported Earnings ($2.14) ($3.54) ($1.35) $1.42 $1.51 $1.66 $1.79

Number of Diluted Shares 160.0 160.0 168.7 182.0 191.3 197.6 202.6

EBITDA 790.9 847.9 933.6 1,042.6 1,126.4 1,226.0 1,318.8

CFO 473.7 552.2 539.8 572.6 623.3 681.7 733.5

Capex (756.6) (1,006.8) (871.2) (750.0) (775.0) (600.0) (825.0)

Capital Offerings 0.0 0.0 250.7 200.0 150.0 100.0 100.0

Dividends Q.Q @W. (141.1) (165.3) (188.7) (211.8) (236.0)

FCF (including Capital Offerings) (284.9) (520.7) (221.9) (142.7) (190.5) (230.1) (227.6)

Operating Cash Flow Per Share $2.96 $3.45 $3.20 $3.15 $3.26 $3.45 $3.62

FreeCashFlowPerShare ($1.78) ($3.25) ($1.32) ($0.78) ($1.00) ($1.16) ($1.12)

Payout ratio 71% 65% 64% 65% 65% 65%

Net Debt 5,002.6 5,293.5 5,519.7 5,662.4 5,852.8 6,083.0 6,310.6

Net Debt I EBITDA 6.3x 6.2x 5.9x 5.4x 5.2x 5.0x 4.8x

DebUCap 52.5% 56.4% 58.0% 56.9% 56.3% 56.2% 55.9%

Note: 2008 payout ratio is pro-rated.

Source: Citi Investment Research and Analysis, Company Data
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Goodwill

Pension

American Water has an $840 million revolving credit facility split between 11
banks expiring September 15, 2012. Interest rates on the revolver are based
on L1BOR or prime pius a margin not to exceed 55 basis points. As such, the
short term interest rate for the first quarter was about 1%. The facility requires
that AWK's debt to capitalization does not exceed 70%. Debt to capitalization
was only 59.5% at the end of the first quarter. We estimate this will ratio will
approach 55% over the long-term.

Changes to Valuation & Estimates

When we last updated our valuation, gas and electric utilities were trading at
14.8x NTM earnings and water utilities were trading over 20.6x NTM earnings.
Today, these multiples have declined to 12.5x and 18.4x, respectively, on
higher equity risk premiums and higher borrowing costs in the market. Our
utility multiples also consider growth in regulatory asset base. Applying current
market conditions and assuming the industry can grow rate base by nearly
10% a year would result in a 13.4x multiple today for the water industry on
next year's earnings. Though the median multiple in the water industry today is
18.4x, the industry is closer to earning its allowed ROE when compared to
American Water and thus could warrant a premium.

We are decreasing our 2009 EPS estimate to $1.28 per share (from $1.42) to
take into account unfavorable weather conditions and higher operating costs,
pension expenses and conservation, slightly offset by greater rate relief at the
regulated utilities. Our 2010-11 estimates are now $1.42 and $1.51, from
$1.57 and $1.65

Accounting

At 3/31109, American Water had $1.2 billion of goodwill on its balance sheet,
primarily relating to RWE's acquisition of American Water earlier this decade.
This includes a goodwill impairment during the quarter of $450 million. While
the impact on cash flows and ongoing earnings is nil, debt covenants could be
triggered. For AWK's $840 million revolver, the company is required to
maintain a debt to capitalization ratio below 70%. Even with a full write-off of
the goodwill balance, which we find unlikely, this ratio only reaches 69%.
Furthermore, the ratio at the end of lQ'09 was 59.5% and we expect this will
fall in the future to about 55%.

Nearly all of American Water's pension obligations relate to its utilities. The
incremental pension and post-retirement cost for 2009 will be approximately
$32 million pre-tax. We assume pension costs will be recovered through rates
over a two-year period (beginning in mid-2010) as a cost of service adjustment.
For approximately half of the company's employees, state commissions have
approved the company to record pension expenses as regulatory assets that
will be recovered over time with little impact to earnings. The other half of the
pension expense is recorded under FAS 87, whereby the company must record
the expense in the period incurred. Each commission will later determine
whether in include these expenses in rates, which is the most common
treatment.

AWK continues to under-fund its pension plan. Compared with the ABO, it
appears AWK was less than60% funded at the end of 2008. With its planned
$85 million pension contribution in 2009, we estimate AWK will be closer to
70% by the end of the year. Any rebounds in the capital and fixed income
markets and pension relief in rate will alleviate cash flows in the future.
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American Water Works Company, Inc.

Company description

American Water is the largest investor-owned and most geographically
diversified provider of drinking water and wastewater services in North America
as measured both by operating revenue and population served. The company
has almost 7,000 employees and provides 15.6 million people with drinking
water, wastewater and other water services in 32 states and Ontario, Canada.

Investment strategy

We rate the shares of American Water Hold/Medium Risk (2M). After agreeing
to rate freezes as part of its acquisition by RWE in 2003, RWE did not realize
the cost synergies and economies of scale it had expected. As a result,
American Water finds itself earning a regulated ROE of about 6.5%. Even
assuming rate base growth of 7-10% and increases in expenses, we expect
reasonable rate relief will allow AWK to earn returns close to industry average
within 3-4 years. This will allow the company to grow earnings at an annual
rate of about lO% through 2013. Limiting our conviction on the name, we
continue to believe that capital market risk remains given the anticipated sell
down of RWE's remaining stake in AWK (81 million shares or 46.6% of
outstanding stock) over the next 12-24 months.

Valuation

We use several valuation scenarios to reach our target of $20.50 per share.

Our NAV analysis yields a current value of $21.13 per share.

Our NAV takes into account American Water's regulated asset base ("rate
base") for its water assets of $7 billion. We derive our rate base estimates from
state utility filings and company reports and apply a 1.3x multiple to these
uti Iity assets.

For unregulated operations that traditionally have more volatile earnings, we
apply a 6.0x multiple to LTM EBITDA.

Our estimates are offset by $5.4 billion in net debt and $300 million in required
pension liabilities.

Our DDM values the dividend stream to common shareholders based on what
we estimate AWK can eventually payout in the form of a dividend. Dividend
growth is based upon the utilities returns on equity, authorized returns in the
utilities' latest rates cases. Our DDM yields a price of $24.54.

Our EV/EBITDA analysis is based on historical EV to LTM EBITDA of about 20
electric, gas and water utilities. A lO-year analysis yields a median EV to LTM
EBITDA of 8.4x. Our academic calculation of PIE for the industry using our
proprietary dividend discount model yields a multiple of 13.4x. For the non
regulated division, we apply multiples of 6.0x and lO.Ox, respectively, to our
20lOE values. Our EV/EBITDA analysis yields $17.36, while our PIE analysis
yields $18.96.
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Risks

In addition to the items listed below, our Medium Risk rating primarily
considers the balance of AWK's significant regulated asset base and RWE's
large ownership percentage, which we believe will be further reduced over the
next 2 years.

Capital Investment Growth - AWK spends capital in excess of depreciation to
provide acceptable service to its growing customer base and relies on adequate
rate to earn its cost of capital. Failure to obtain adequate financing through the
equity and debt markets could limit investment.

Bad Debt Recovery - In a bad economy, customers are less able to pay their
utility bills on time or at all.

Weather & Conservation Without weather normalization or decoupling rate
mechanisms, AWK is exposed to fluctuations in temperatures, water conditions
and customer conservation.

Goodwill Impairment - AWK has a significant amount of goodwill that may
never be fully realized. Impairments could impact the market's outlook on

AWK.

Regulatory Costs The company's operations are subject to various
regulations, including environmental. Costs to comply with rules may be
significant.

Capital Maintenance - Failure to maintain capital could create future liabilities.

Rate Relief - Upside risk: Several hundred million dollars of rate relief is
pending for AWK and only a portion is included in our estimates. The company
may be successful in obtaining more rate relief than we currently anticipate.
This would positively impact earnings and cash flows.

If the impact on the company from any of these factors proves to be less than

we anticipate, the stock could materially outperform our target price.
Conversely, if the impact on the company from any of these factors proves to
be greater than we anticipate, the stock could underperform our target price.
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reproduced, redisseminated orused tocreate any financial products, including any indices. This information isprovided on an "as is" basis. The user assumes the entire
risk ofany use made ofthis information. MSCI, itsaffiliates and any third party involved in, orrelated to, computing orcompiling the information hereby expressly disclaim
allwarranties oforiginality, accuracy, completeness, merchantability orfitness fora particular purpose with respect toany ofthisinformation. Without limiting any ofthe
foregoing, in no event shall MSCI, any ofitsaffiliates orany third party involved in, orrelated to, computing orcompiling the information have any liability forany damages
ofany kind. MSCI, Morgan Stanley Capital International and the MSCI indexes are services marks ofMSCI and itsaffiliates. The information contained inthe Product is
intended solely forthe recipient and may not be further distributed by the recipient. The Firm accepts no liability whatsoever forthe actions ofthird parties. The Product
may provide the addresses of, orcontain hyperlinks to, websites. Except tothe extent towhich the Product refers towebsite material ofthe Firm, the Firm has not reviewed
the linked site. Equally, except tothe extent towhich the Product refers towebsite material ofthe Firm, the Firm takes no responsibility for, and makes no representations
orwarranties whatsoever as to, the data and information contained therein. Such address orhyperlink (includingaddresses orhyperlinks towebsite material ofthe Firm) is
provided solely foryour convenience and information and the content ofthe linked site does not inanyway form part ofthis document. Accessing such website orfollowing
such link through the Product orthe website ofthe Firm shall be atyour own risk and the Firm shall have no liability arising out of,or inconnection with, any such
referenced website.

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
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Despite Third Quarter Weather. We Consider AWK the Best Buy in the Water Utility Group

We have revised our 2009 earnings estimate to $1.27 per share, from $1.30, to reflect the negative impact of mild
and wet weather during the third quarter. We expect AWK to report third earnings of $0.52 per share, which
cornpares to $0.55 for the same period last year. (Release date is 11/5) The company's Midwest and, to a lesser
degree, Northeast service areas experienced unusually mild temperatures and higher than normal precipitation
during the third quarter.

Our 2010 and 2011 earnings estimates remain $1.45 and $1.60, respectively, per share. The primary driver of
growth is rate recognition of past investments necessary to achieve returns near those authorized. AWK is currently
awaiting orders on requests for over $250 million in annual revenue increases. With roughly 90% of earnings
generated from the low-risk regulated water utility business, we assume reasonable regulatory treatment leads to
an EPS rebound to over $1.45 by 2010, which results in a roughly 9.5% return on common equity. Water utilities
were authorized roughly 60-80% revenue requests over the past twelve-rnonths and allowed returns on equity have
averaged roughly 10-10.5% over the past few years.

AWK's capital expenditures are projected at $850 million per year over the next five years to replace and upgrade
an aging distribution network, comply with increasingly stringent environrnental standards and to build and rnaintain
treatment plants and storage facilities. We forecast internally generated cash of roughly of $590 million in 2009 and
$650 million in 2010.

As the largest and most geographically diverse water utility, AWK's size, scale, technological and financial
resources provide it with competitive advantages, including the ability to shape issues on the regulatory and
legislative front, ability to receive rate recognition of investments and the ability to participate in water and
wastewater infrastructure growth opportunities and projects of various sizes and in various regions. We believe the
water and wastewater industry is ripe for new rounds of consolidation and privatization as the sector is in the early
stages of an extended period of restructuring.

At the current price, we consider AWK shares to be relatively inexpensive compared to the other publicly-traded
water utilities. AWK shares trade at 15.6X our new 2009 EPS estimate of $1.27 and 13.7X our 2010 EPS estimate,
well-below current and historical group multiples. The water utility group currently trades at 21.1X and 18.7X 2009
and 2010 EPS estimates and has traded at a range of 15-27X over the past fifteen years. In addition, AWK trades
at 129% of tangible book value, which compares to the group median of 175%. We believe AWK shares warrant at
least an industry-average multiple.

We recommend purchase of AWK shares. Although we consider a takeover of AWK highly unlikely, our 2010
private market value is $40 per share as we believe that a takeover of AWK would require a 250% prernium to book
value. Over the past ten years, water utility acquisitions have ranged between 250-350% of book value, including
the RWE takeover of AWK at 270% of book value. Primary risks to our recommendation include a poor regulatory
decision for a major subsidiary (New Jersey or Pennsylvania), a large acquisition at a significant premium and a
material move in interest rates.

Please see the last page for important disclosures.
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To obtain a price chart for any security in this report, please contact 1-800-422-2274.

Gabelli &Company, Inc. ("we" or "us") attempts to provide timely, value-added insights into companies or industry
dynamics for institutional investors. Our research reports generally contain a recommendation of "buy," "hold," "sell"
or "non-rated". We do not undertake to "upgrade" or "downgrade" ratings after publishing a report. We currently
have reports on 711 companies, of which 39%, 44%, 2% and 15% have a recommendation of buy, hold, sell or non
rated, respectively. The percentage of companies so rated for which we provided investment banking services
within the past 12 months is 0%, 0%, 0% and less than 1%.

Ratings - Analysts' ratings are largely (but not always) determined by our "private market value," or PMV
methodology. Our basic goal is to understand in absolute terms what a rational, strategic buyer would pay for an
asset in an open, arms-length transaction. At the same time, analysts also look for underlying catalysts that could
encourage those private market values to surface.
A Buy rated stock is one that in our view is trading at a meaningful discount to our estimated PMV. We could expect
a more modest private market value to increase at an accelerated pace, the discount of the public stock price to
PMV to narrow through the emergence of a catalyst, or some combination of the two to occur.
A Hold is a stock that may be trading at or near our estimated private market value. We may not anticipate a large
increase in the PMV, or see some other factors at work.
A Sell is a stock that may be trading at or above our estimated PMV. There may be little upside to the value, or
limited opportunity to realize the value. Economic or sector risk could also be increasing.

We prepared this report as a matter of general information. We do not intend for this report to be a complete
description of any security or company and it is not an offer or solicitation to buy or sell any security. All facts and
statistics are from sources we believe to be reliable, but we do not guarantee their accuracy. We do not undertake
to advise you of changes in our opinion or information. Unless otherwise noted, all stock prices reflect the closing
price on the business day immediately prior to the date of this report. We do not use "price targets" predicting future
stock performance. We do refer to "private market value" or PMV, which is the price that we believe an informed
buyer would pay to acquire 100% of a company. There is no assurance that there are any willing buyers of a
company at this price and we do not intend to suggest that any acquisition is likely. Additional information is
available on request.

Because the portfolio managers at our affiliates make individual investment decisions with respect to the client
accounts they manage, these accounts may have transactions inconsistent with the recommendations in this report.
These portfolio managers may know the substance of our research reports prior to their publication as a result of
joint participation in research meetings or otherwise. The analyst who wrote this report may receive commissions
from customers' transactions in the securities mentioned in this report.

Our affiliates may receive compensation from the companies referred to in this report for non-investment banking
securities-related services, or may be soliciting these companies as clients for non-investment banking securities
related services.

AMERICAN WATER WORKS CO INC
I, Timothy Winter, CFA hereby certify that the views expressed in this report accurately reflect the analyst's
personal views about the subject companies and their securities. I have not been, and will not be receiving
direct or indirect compensation for expressing the specific recommendation or view in this report.

Our affiliates beneficially own on behalf of their investment advisory clients or otherwise less than 1% of the
common stock of AMERICAN WATER WORKS CO INC as of September 30,2009.
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November 10,2009

Gabelli & Company, Inc.

American Water Works (AWK - $20.50 - NYSE) Underlyin2 Results Stron2 - Bu
Year EPS PIE PMV
2011P $1.60 12.8x $39 Dividend: $0.84 Current Return: 4.1%
2010P 1.45 14.2 40 Shares O/S: 174.6 million
2009E 1.27 16.2 39 52-Week Range: $22.35 - $16.22
2008A 1.10 18.6

SUMMARY AND OPINION
Headquartered in Voorhees, NJ, American Water Works is the largest investor-owned water and wastewater
utility company in the United States. The company provides water and wastewater services to approximately
15.6 million people in 32 states and Ontario, Canada. The company's regulated utilities serve approximately
1,600 communities in 20 states, with each regulated subsidiary subject to economic regulation by state Public
Utility Commission (PUC) in the states in which the utility operates. In 2008, regulated operations generated
$2.08 billion in revenues, or roughly 89% of consolidated revenues. Non-regulated businesses include Contract
Operations Group, Applied Water Management Group and Homeowner Services Group and generated roughly
11% of2008 consolidated revenues. We recommend investors purchase shares.

On November 9, 2009, AWK reported third quarter earnings of $0.52 per share compared with $0.55
per share for the same period last year. Lower year-over-year quarterly results were due to the negative
impact of one of the wetter summers experienced by much of the country as eleven of twenty regulated
state service territories experienced either above average rainfall and/or cooler temperatures. The lower
volume of water, which was primarily weather-related, resulted in an estimated decrease of $44.2
million in revenues and approximately $23.7 million in earnings, or $0.14 per share.

Despite the material decline in water volumes, operating revenues rose 1.2% to $680.0 million due
primarily to ongoing efforts to receive rate recognition of investments in the business. The company
received authorizations for additional annualized revenues from general rate cases of $16.8 million in
the third quarter 2009, which brings the total for the first nine months of the year to $31.4 million. In
addition, AWK subsidiaries implemented rate increases totaling $182 million since June 30, 2008,
which favorably impacted third quarter revenues by $50.7 million.

Our 2009, 2010 and 2011 earnings estimates remain $1.27, $1.45, and $1.60 per share, respectively,
which results in a 2008-2011 CAGR of 13.3%. Earnings results through the first nine-months of2009
were $1.05 compared with $0.87 for the same period last year. We estimate weather negatively
impacted year-to-date results by roughly $0.15 per share.

We regard AWK as a high quality conservative utility with unique growth opportunities. Shares offer investors
a competitive 4.1% current return with earnings growth potential through rate increases necessary to boost
under-earning returns, rate base additions and consolidation/privatization opportunities. AWK benefits from
public and regulatory support of investment in water and wastewater infrastructure. In addition, the company's
national presence, diverse geographic footprint, technical expertise, operating reputation and financial resources
favorably position it to consolidate and privatize the extremely fragmented and municipally dominated water
and wastewater industry.

We consider AWK shares to be relatively inexpensive compared to the other publicly-traded water utilities.
Shares trade at 16.2X and 14.2X our 2009 and 2010 earnings estimates of $1.27 and $1.45 per share,
respectively, well below current and historic group multiples. On a price-to-book value basis, AWK shares
trade at 129% of tangible book value (excludes goodwill) versus group average multiples of 195%. We believe
AWK shares warrant at least an industry-average multiple.

-Please Refer To Important Disclosures At The End OfThis Report-
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Underlying Third Quarter Results Show Significant Improvement
On November 9, 2009, AWK reported third quarter earnings of$0.52 per share compared with $0.55 per share
for the same period last year. Lower year-over-year quarterly results were due to the negative impact of one of
the wetter summers experienced by much of the country as eleven of twenty regulated state service territories
experienced either above average rainfall andlor cooler temperatures. The northeast region experienced its
eighth wettest summer on record with New Jersey experiencing its fifth wettest summer on record. July 2009
was also officially the coldest July on record in six of AWK's states including Iowa, Illinois, Indiana, Ohio,
West Virginia and Pennsylvania.

As a result, third quarter total volume of water sold decreased 9.1 billion gallons, or 7.4%. Weather-sensitive
residential water volumes declined 7.0% while economically-sensitive commercial and industrial (5% of
regulated revenues) sales declined 5.3% and 14.6%, respectively. The lower volume of water sold resulted in
an estimated decrease of $44.2 million in revenues and approximately $23.7 million in earnings, or $0.14 per
share.

Despite the material decline in water volumes, operating revenues rose 1.2% to $680.0 million due primarily to
ongoing efforts to receive rate recognition of investments in the business. The company received authorizations
for additional annualized revenues from general rate cases of $16.8 million in the third quarter 2009, which
brings the total for the first nine-months of the year to $31.4 million. In addition, AWK subsidiaries
implemented rate increases totaling $182 million since June 30, 2008, which favorably impacted third quarter
revenues by $50.7 million. The company's Regulated Businesses revenues increased by $17.6 million, or 2.9%,
while Non-regulated Businesses' revenues decreased by $8.6 million, or 11.7% for the third quarter.

Material changes in 2009 third quarter revenue compared with the same period last year were as follows:

Table 1 Year-Over-Year Third Quarter Comparison

Third quarter 2008 revenue
Rate increases
Balancing accounts
Lower consumption
Lower contract revenue
Other, net
Third quarter 2009 revenue
Source: Company data

$672.2 million
50.7 million

7.5 million
(44.2) million

(7.6) million
1.4 million

$680.0 million

Larger rate awards authorized over the past twelve-months are as follows:

8/8/2008
11/28/2008

12/8/2008
611/2009

5/11/2009
11/7/2009

Effective Date
10.4%
10.0
10.3
10.0
10.2
10.8

$21.6 million
34.5 "
72.1 "
10.3 "
12.1 "
30.8 "

Recent Rate Increases
Allowed
ROERevenue IncreaseSubsidiary

Illinois
Missouri
New Jersey
Kentucky
California
Pennsylvania
Source: Company data

Table 2

Third quarter 2009 operating expenses increased a modest 1.1% to $465.6 million driven by higher pension and
other post-employment benefits expenses of $6.4 million and depreciation of $6.5 million. These increases were
offset by lower costs in contract operations of $9.4 million. More shares outstanding as a result of the June
2009 issuance of 14.5 million shares at $17.25 negatively impacted per share results by $0.05.

-2-
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Growth Initiatives
AWK's non-regulated Military Services Group was awarded contracts for the operation and maintenance of the
water and the wastewater systems at Fort Belvoir, Virginia and Fort Meade, Maryland, which brings the
military portfolio to ten installations across the country. In addition, AWK acquired four municipal systems
serving 4,200 people for $7 million in Pennsylvania and a system in Indiana serving 500 people.

We expect AWK to accelerate its acquisition of smaller water systems and continue to profitability consolidate
the municipal water/wastewater markets. Management reported that it is in discussions with roughly 75
different municipalities across the country regarding water and wastewater systems serving several hundred
thousand people. Given AWKs technical and financial resources, we expect some ofthese discussions to lead to
various forms of growth ventures ranging from bulk water sales agreements, operating and maintenance
agreements, or acquisitions.

EPS Outlook Remains
Our 2009, 2010 and 2011 earnings estimates remain $1.27, $1.45, and $1.60 per share, respectively, which
results in a 2008-2011 CAGR of 13.3%. Earnings results through the first nine-months of 2009 were $1.05
compared with $0.87 for the same period last year. We estimate weather negatively impacted year-to-date
results by roughly $0.15 per share. The primary driver of growth is rate recognition of past investments
necessary to achieve returns near those authorized. Improved 2009 and full-year 2008 results as well as the
recent rate relief highlight AWK's strategic progress toward boosting returns at previously "under-earning"
subsidiaries via necessary rate relief. We estimate AWK regulated subsidiaries earned a roughly 8% average
return on common equity in 2008, which results in potential for further earnings improvement of roughly $0.30
0.40 per share to reach its 10.0% ROE potential.

Year-to-date, AWK subsidiaries received rate increases totaling $72 million and, as of September 30, 2009, the
company was awaiting final orders for general rate cases in ten states, requesting $258.0 million in total
additional annual revenues. Subsequent to the quarter's end, the company settled its rate case in Pennsylvania,
which grants an increase of approximately $30.8 million in annual revenue in addition to the approximately
$23.0 million previously received through infrastructure surcharges. The company also filed a $48.7 million
rate request in Missouri.

With roughly 90% of earnings generated from the low-risk regulated water utility business, we assume
reasonable regulatory treatment leads to an EPS rebound to over $1.45 by 2010, which results in a roughly 9.5%
return on common equity. Water utilities were authorized roughly 60-80% revenue requests over the past
twelve-months and allowed returns on equity have averaged roughly 10-10.5% over the past few years.

Partially offsetting the positive impact of significant rate relief will be higher interest expense, more shares
outstanding, and higher deprecation expense associated with infrastructure investment as well as higher pension
expense and higher overall operating expenses.

Capital Budget
AWK anticipates a 2009 capital expenditure budget of $800 million and construction expenditures for the nine
months ended September 30, 2009 were $592.9 million compared to $714.6 million in the prior year period. A
$162 million 31-mile water main and 20 million gallon a day treatment plant project in Kentucky is more than
70% complete. AWK management estimates capital expenditures to total roughly $4.0-4.5 billion over the next
five years, or $850 million per year. Capital expenditures are to replace and upgrade an aging distribution
network, comply with increasingly stringent environmental standards and to build and maintain treatment plants
and storage facilities.

We forecast internally generated cash of roughly of $590 million in 2009 and $640 million in 2010. After
dividends of $260 million in 2009 and 2010, we assume AWK issues $350 million in equity and $400 million
in debt over the forecast period. Net cash provided by operating activities for the nine-months ended September
30,2009, increased approximately $78.6 million, or 20%, to $471.6 million. The company raised $245 million
in common equity through the issuance of 14.5 million shares prices at $17.25 share in June of2009 and $53.2
million in new tax-exempt bonds during the third quarter 2009 at rates ranging from 1.27-6.25%.

- 3 -
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As of September 30, 2009, common equity represents 42.6% of total capitalization, including goodwill and
short-term debt. Excluding $1.25 billion in goodwill, common equity represented 33.8% of total capitalization.
S&P recently affirmed AWK' s corporate and unsecured credit ratings of BBB+. Given AWK' s solid financial
condition and strong outlook, we expect minimal challenges accessing the capital markets to fund its capital
expenditure needs.

RWE Ownership
On August 18, 2009, American Water completed a secondary public offering of 40.25 million shares of its
common stock, priced at $19.25 per share, with all shares sold by RWE and all proceeds going to RWE.
RWE's ownership has been reduced to 23.5% ofAmerican Water's outstanding shares of common stock.

Valuation
At the current price, we consider AWK shares to be relatively inexpensive compared to the other publicly
traded water utilities. AWK shares trade at 16.2X our 2009 EPS estimate of $1.27 and 14.2X our 2010 EPS
estimate, well-below current and historical group multiples. The water utility group currently trades at 21.0X
and 19.0X 2009 and 2010 EPS estimates and has traded at a range of 15-27X over the past fifteen years. We
believe AWK shares warrant at least an industry-average multiple. We also believe the unique characteristics
of American Water Warks and the sector have been somewhat neglected. These unique characteristics include
a greater certainty of rate base growth than typically achieved in the regulated electric and gas utility sector as
well as greater opportunity for customer growth through consolidation and privatization opportunities.

Over the past ten years, water utility acquisitions have ranged between 250-350% of book value, including the
RWE takeover of AWK at 270% of book value. On a price-to-book value basis, AWK shares trade at 130% of
tangible book value (excludes goodwill) versus group average multiples of 195%. Assuming a 250% premium
to book, our 2010 and 2011 private market values are $40 and $39, respectively.

Primary risks to our recommendation include a poor regulatory decision for a major subsidiary (New Jersey or
Pennsylvania), a large acquisition at a significant premium and a material move in interest rates.

Table 3 American Water Works Private Market Analysis, 2005A-2012P

(inmillions, exceptper share data) 2005A 2006A 2007A 2008A 2009E 2010P 2011P 2012P

Revenue $2,136.7 $2,093.1 $2,214.2 $2,336.9 $2,494.5 $2,636.9 $2,805.0 $2,951.8

EBITDA (margin) 751.9 733.5 784.5 834.0 926.9 1,013.5 1,120.9 1,202.5

Valuation Multiple 11.0 11.0 11.0 10.0 10.0. 10.0 10.0 10.0

Segment Value $8,270.4 $8,068.0 $8,629.3 $8,339.9 $9,269.0 $10,134.8 $11,208.6 $12,024.6

Total Private Market Value $8,270.4 $8,068.0 $8,629.3 ~8,339.9 $9,269.0 $10,134.8 $11,208.6 $12,024.6

Less: Net Debt (4,965.0) (4,073.8) (4,978.3) (5,269.4) (5,703.5) (6,333.1) (6,529.6) (7,143.7)

Less: Preferred (1,774.7) (1,774.5) (24.3) (28.7) (28.7) (28.7) (28.7) (28.7)

Less: Options Payments (1) 0.0 0.0 (1.9) 0.0 0.0 (0.1) (5.5) (7.1)

Equity Private Market Value $1,530.7 $2,219.8 $3,624.8 $3,041.8 $3,536.8 $3,772.9 $4,644.8 $4,845.0

Shares Outstanding (year-end) 160.0 160.0 160.0 160.0 174.0 174.9 186.9 187.6

PMV per share $10 $14 $23 $19 $20 $22 $25 $26

Discount to PlIfV -114.3% -47.8% 9.5% -7.8% -0.9% 5.0% 17.5% 20.6%

Year-End Book Value Per Share $13.04 $14.99 $15.65 $16.13 $15.79 $16.54

Takeover at 250% $33 $37 $39 $40 $39 $41

EPS $0.69 $0.41 $1.00 $1.10 $1.27 $1.45 $1.60 $1.75
PIE 29.7 49.8 20.6 18.6 16.2 14.2 12.8 11.7
PIB 157% 137% 131% 127% 130% 124%

Source: Company data and Gabe1li & Company, Inc. estimates
(1) After-taxpayments to buyout option holders at Private Market Value

- 4-
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Table 4

American Water Works
Financial Statements (2005A-2012P)
(In $ millions unless otherwise noted)

2005A 200M 2007A 200SA 2009E 2010P 2011P 2012P
Operating revenues $2,137 $2,093 $2,214 $2,337 $2,264 $2,337 $2,393 $2,465
Rate increases 230 300 412 487

Operating revenues $2,137 $2,093 $2,214 $2,337 $2,494 $2,637 $2,805 $2,952

Operating expenses
Operation & maintenance $1,201 $1,175 $1,249 $1,304 $1,362 $1,412 $1,467 $1,525
Depreciation & amortization 261 259 267 271 293 316 342 369
General taxes 183 185 183 199 205 211 218 224
Gain on sale of assets (7) 0 (7) (0)
Impairment charge 385 222 509 750

Total operating expenses $2,025 $1,841 $2,201 $2,524 $1,861 $1,940 $2,026 $2,118

Operating income 112 253 13 (187) 634 697 779 833
Operating income excI. impairment 491 474 515 563 634 697 779 833

Other income
Interest 345 366 281 (285) (285) (285) (285) (285)
New interest expense 0 (2) (13) (23) (29)

AFUDC 8 14 15 15 15 15
AFUDC 3 8 8 8 8 8
Amortization of debt expense (5) (6) (5) (5) (5) (5)
Preferred dividends (0) (0)

Other (10) (5) 6 5 5 5 5 5
Total other income $336 $361 $271 ($264) ($282) ($293) ($303) ($309)

Income from continuing operations 155 113 244 299 352 404 476 524

Provision for income taxes 51 47 86 112 132 151 178 196
Tax rate 32.9% 41.6% 35.4% 37.4% 37.4% 37.4% 37.4% 37.4%

Net income (275) (156) (344) (562) 220 253 298 328
Net income, excluding impairment 104 66 158 187 220 253 298 328

Shares outstanding 160 160 160 160 174 175 187 188

EPS ($1.72) ($0.97) ($2.15) ($3.52) $1.27 $1.45 $1.60 $1.75
EPS excluding non-recurring $0.65 $0.41 $0.99 $1.10 $1.27 $1.45 $1.60 $1.75

Dividends $0.82 $0.89 $0.90 $0.94

Source: Company data and Gabelli & Company, Inc. estimates

- 5 -
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Other Companies Mentioned:

RWE (RWE.HM)

American Water Works
Price Performance Since Initial Recommendation

Source: Public Data. On November 6, 2008 we placed a BUY on
AWK at a price of$18.16

We, Tim Winter, CFA, and Jose Garza the Research Analysts who prepared this report, hereby certify that the views expressed in
this report accurately reflect the analyst's personal views about the subject companies and their securities. The Research Analysts
have not been, are not and will not be receiving direct or indirect compensation for expressing the specific recommendation or
view in this report.

Tim Winter, CFA
Jose Garza

(314) 238-1314
(914) 921-7788
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are any willing buyers of a company at this price and we do not intend to suggest that any acquisition is likely. Additional infonuation is available on
request.

As of October 31, 2009, our affiliates beneficially own on behalf of their investment advisory clients or otherwise less than 1% ofAmerican Water Works.
Because the portfolio managers at our affiliates make individual investment decisions with respect to the client accounts they manage, these accounts may
have transactions inconsistent with the recommendations in this report. These portfolio managers may know the substance of our research reports prior to
their publication as a result ofjoint participation in research meetings or otherwise. The analysts who wrote this report may receive commissions from our
customers' transactions in the securities mentioned in this report. The analyst who wrote this report may receive commissions from our customers'
transactions in the securities mentioned in this report. Our affiliates may receive compensation from the companies referred to in this report for non
investment banking securities-related services, or may be soliciting these companies as clients for non-investment banking securities-related services. The
analysts, who wrote this report, or members of his household, own no shares of American Water Works.
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COMPANY UPDATE

American Water Works Co., Inc. (AWK)
Neutral

Raising 2009/2010 estimates to reflect stronger operating margins

What's changed
American Water reported 1Q2009 EPS of $0.19, above our $0.17 estimate,
excluding goodwill impairments. The key driver of this outperformance
was lower than expected O&M and depreciation expenses. Rate cases
approved during 2008 drove strong revenue growth (+8.6%), more than
offsetting volume declines (-3.5%) in the quarter. The Trenton acquisition
($80 million) was approved in April and should close by the end of June.

Implications
We have increased our 2009 EPS estimate to $1.46 from $1.34 to reflect the
1Q2009 $0.02 beat and our assumption of lower O&M and depreciation
expenses as a percent of sales for the remainder of the year. We have also
increased our 2010/2011 EPS estimates to $1.52 and $1.62, respectively
from $1.47 and $1.55 previously. AWK has an important opportunity to
increase its rate base and returns through infrastructure investment and
filing rate cases. We forecast strong revenue and net income growth over
the next 3 years, but we believe EPS growth will be tempered by the need
to raise equity to fund the company's capex program and restore its equity
to cap ratio to 45% over time.

Valuation
We maintain our Neutral rating. Our updated price target of $21 is based
on multiples (PIE and EBITDA) and our DDM. The reduction in our price
target to $21 from $24 can be explained by incorporating EV/EBITDA in our
analysis, a higher assumed overhang discount of 15% (up from 10%), and
a higher cost of equity of 9.0% (up from 8.5%).

Key risks
Key adverse risks include regulatory decisions and regulatory lag that
limit ROE expansion, and financing risk associated with funding the large
capital investment program. Upside to our price target could come from
faster-than-expected price recovery through rates, lower O&M expenses,
and strong free cash flow generation that reduces the need for new equity.

INVESTMENT LIST MEMBERSHIP
Neutral

Coverage View: Neutral
United States:
Water
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The Goldman Sachs Group, Inc. does and seeks to do business with
companies covered in its research reports. As a result, investors should
be aware that the firm may have a conflict of interest that could affect
the objectivity of this report. Investors should consider this report as
only a single factor in making their investment decision. Customers in
the US can receive independent, third-party research on companies
covered in this report, at no cost to them, where such research is
available. Customers can access this inderendent research at
www.independentresearch.gs.com or cal '-866-727-7000. For Reg AC
certification, see the end of the text. Other important disclosures follow
the Reg AC certification, or go to www.gs.com/research/hedge.html.
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American Water Works Co., Inc.: Summary financials
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We rate American Water shares Neutral with a 12-month price target of $21, upside of 13%.
We forecast robust revenue, EBITDA and net income growth in the coming years, but
given the large capital investment program of $4.0-$4.5 billion over five years and the need
to restore the company's equity to capital ratio to 45%-50% from 40% at March 31, we
expect future primary equity issuance will dilute EPS growth, as shown in Exhibit 1. Our
forecast assumes that American Water gradually returns to a 45% equity ratio by 2012.

We also believe that the overhang associated with RWE's 60% ownership of American
Water will continue to weigh on the company's shares near-term. Given that the company
would need to renew regulatory approval for a share sale after April 2010 (the 24 month
anniversary of the IPO), we believe that RWE will try to monetize its stake prior to this
deadline.

We would be more constructive on the stock if stronger-than-expected cash flow
generation reduced the need to issue as much equity as we forecast ($300 million in 2009,
$200 million in 2010, and $175 million in 2011).

Exhibit 1: American Water financial summary

$ in mill1ons, except per share data

Revenue $2,093.1 $2,214.2 $2,336.9 $2,538.6 $2,696.8 $2,864.3 $3,016.2
Operating Profit 474.2 524.5 563.1 681.4 749.0 817.4 869.4

EBITDA 733.4 791.8 834.4 969.4 1,067.1 1,164.0 1,244.5

Net lncorne, Cont. Ops 61.7 159.3 176.1 248.9 276.7 305.6 326.1

Diluted Shares 160.0 160.0 160.0 170.1 182.4 188.4 194.5

EPS 0.39 1.00 1.10 1.46 1.52 1.62 1.68

yay change, %

Revenue -2.0% 5.8% 5.5% 8.6% 6.2% 6.2% 5.3%

Operating Profit -4.6% 10.6% 7.4% 21.0% 9.9% 9.1% 6.4%

EBITDA -3.3% 8.0% 5.4% 16.2% 10.1% 9.1% 6.9%

Net Income, Cont. Ops -40.1% 158.4% 10.5% 41.4% 11.2% 10.4% 6.7%

EPS -40.1% 158.4% 10.6% 32.9% 3.7% 6.9% 3.4%

margins, % of sales
Operating margin 22.7% 23.7% 24.1% 26.8% 27.8% 28.5% 28.8%
EBITDA margin 35.0% 35.8% 35.7% 38.2% 39.6% 40.6% 41.3%
Net Income margin 2.9% 7.2% 7.5% 9.8% 10.3% 10.7% 10.8%

Source: Company filings, Goldman Sachs Research estimates.
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Growth through rates, capital investment and tuck-in acquisitions
American Water has an important opportunity to invest in water infrastructure, following
many years of significant underinvestment by the industry at large. We believe that there
are three core drivers of growth that will support strong revenue and return growth for
American Water: (1) rate case catch-ups, (2) incremental infrastructure investment, and (3)

tuck-in acquisitions.

Rate case catch-up continues
American Water has demonstrated that it is committed to filing rate cases in each state in
which it operates approximately every two to three years. Rate cases approved during
2008 supported strong revenue growth during the first quarter of 2009, offsetting the
volume declines during the period. Since the beginning of 2009, American Water has filed
six new rate cases in Pennsylvania, Indiana, California, Iowa, Ohio and Maryland totaling
$156.7 million. In addition, pending rate cases filed in 2007 and 2008 total $89.2 million. In
our analysis, we assume that American Water is granted 50% of the amount that it has
filed for in each state.

Exhibit 2 summarizes the rate cases that have been filed, our assumption for how much
will be granted, and when this revenue should begin to contribute to the company's
revenue line. Historically, the company has received approximately 60% of the amount
filed. We believe that it is more prudent to assume a lower percentage, 50%, given that this
is the second round of large rate increases requested in a 2-3 year period, in a particularly

difficult economic environment.

Incremental infrastructure investment
We continue to assume that American Water will invest $4.0-$4.5 billion over the next five
years. We forecast $800 million is invested in 2009 and $850 million in invested in 2010
and that this investment is funded approximately 50/50 debt and equity.

Tuck-in acquisitions
We expect tuck-in acquisition activity to pick up, particularly given the increasing economic
pressure on municipalities to bridge their budget shortfalls. American Water completed 10
small tuck-in acquisitions in 2008. Tuck-in acquisitions in 2009 have been slower to
materialize, but we do believe that they will be a source of incremental growth in the future,
adding approximately 1.0% growth to the revenue line.
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Exhibit 2: American Water rate case requests from 2006 to present
$ millions

State Date Filed
Amount

Filed
Amount
Granted

%
ROE
Filed

ROE Expect/,ld
Granted Grant Date

Status

!:in 200.6!··"'1111" xx/x, .':: x,:x ".x x•• xx, x,x x· "!/:.
Ohio 3/1/06 $5.1 $3.4 66.7% 11.0% 10.0% 3/1/07 Completed
New Jersev 3/31/06 99.0 56.2 56.8% 11.2% 10.0% 4/1/07 Completed
New Mexico 5/30106 1.3 1.3 100.0% 10.0% 9.7% 5/1/07 Completed
Arizona (Anthem) 6/16/06 7.0 4.3 61.4% 11.8% 8.8% 6/4/08 Completed
Arizona Sun Cltv) 7/28/06 3.9 2.4 61.5% 11.8% 10.6% 4/1/08 Completed
Texas 10116/06 $0.8 $0.7 87.5% 12.0% 12.0% 1/1/07 Completed
Tennessee 11122/06 6.4 4.1 64.1% 11.0% 9.6% 5/23107 Completed
Indiana 12/5/06 24.7 14.0 56.7% 11.5% 10.0% 12/1/07 Completed
Missouri 12/15/06 41.5 21.4 51.6% 11.3% 10.0% 11/1107 Completed

Total Granted (2006)
Total Pending (2006)

$189.7
$0.0

$107.8
$0.0

56.8%

r.:"nA."FR"t" ?M7X'," . xx'; ••,'! "11:' xx x'·11 "X !"'/x
California 1/1107 $16.4 $13.0 100.0% 11.5% 10.2% 6/1/08 Completed
Michiaan 1/8/07 0.2 0.2 100.0% 12.0% 10.0% 1/8/07 Completed
Marvland 3/29/07 0.6 0.6 100.0% 11.8% 10.5% 10/1/07 Completed
Pennsvlvanla 4/27/07 59.2 36.0 60.8% 11.8% NIA 11/30107 Completed
Arizona Sun Citv) 4/30107 2.2 1.9 86.4% 11.8% 10.8% 6/1/08 Completed
Kentucky 4/30107 13.2 8.0 60.6% 11.4% 10.0% 12/1/07 Completed
Lona Island 5/1107 9.6 6.6 68.8% 11.0% 9.5% 4/1/08 Completed
West Virainia 6/1/07 24.1 14.5 60.2% 11.3% 10.0% 3/28/08 Completed
Iowa 8/30107 6.1 4.3 70.5% 11.3% 10.4% 2/1/08 Completed
Illinois 8/31/07 32.8 21.6 65.9% 11.3% 10.4% 8/8/08 Completed
Ohio 1011/07 5.5 5.3 95.6% 11.3% 10.9% 11/13/08 Completed
Hawaii 11/1107 1.3 0.7 50.0% 10.6% 11/1/08 Pending

Total Granted (2007)
Total Pendlnq (2007)

$169.9
$1.3

$112.0
$0.7

65.9%
50.0%

•·••·".",'.x!x "!.": . i: ••' i///,x,x ,x!' "X, ·'!'x,.· :: :11 !'·'·".11'.,·,
New Jersev 1/14/08 $125.0 $72.1 57.7% 11.5% 10.3% 1217108 Completed
Texas 2/21/08 0.9 0.4 50.0% 12.0% 6/30/08 Pendin
California (Monter/,lV. GO) 1/30/08 43.5 21.8 50.0% 11.5% 1/1/09 Pendlnc
California (ROE) 5/1/08 2.8 1.4 50.0% 11.5% 5/1/09 Pendin
Vlrqinia 1/30108 4.3 3.4 79.1% 11.3% 10.5% 7/8/08 Completed
MichiQan 1/1/08 0.2 0.2 100.0% 10.0% 10.0% 1/1/08 Completed
Tennessee 3/14/08 7.6 1.7 21.6% 11.8% 10.2% 10/1/08 Completed
Missouri 3/31/08 49.8 34.5 69.3% 11.3% 10.0% 11/28/08 Completed
Pennsvlvania - WW 4/28/08 2.7 1.9 70.4% 11.5% 10.6% 11/14/08 Completed
Arizona 511/08 20.0 10.0 50.0% 11.8% 5/1/09 Pendina
West Virqinia 5/30108 14.8 5.2 35.1% 11.8% 10.0% 3/26/09 Completed
New Mexico Clovis 6/30/08 2.2 1.1 '50.0% 11.8% 7/1/09 Pendina
Kentucky 10/31/08 18.5 9.3 50.0% 11.5% 6/30109 Pending

Total Granted (2008)
Total Pending (2008)

$204.4
$87.9

$119.0
$43.9

58.2%
50.0%

General Rate I in 009
California (Sac, LA, Lark) 1/23/09 $32.7 $16.4 50.0% 10.2% 1/1/10 Pending
Pennsvlvanla 4/24/09 $58.1 $29.1 50.0% 12.0% 1/1/10 Pendina
Iowa 4/30/09 $9.4 $4.7 50.0% 12.2% 3/1/10 Pendina
Indiana 4/30/09 $46.9 $23.5 50.0% 12.0% 5/1/10 Pending
Marvland 4/30/09 $0.8 $0.4 50.0% 11.8% 2/1/10 Pendina
Ohio 517109 $8.8 $4.4 50.0% NIA 1/1/10 Pending

Source: Company filings, various State Public Utility Commission news releases, Goldman Sachs Research estimates.
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Declining water demand partially offsets strong rate increases
First-quarter water volume sold declined 3.5% year-on-year, with declines registered in all
segments - residential, commercial, industrial, and public/other (see Exhibit 3). As
expected, the industrial segment declined the most (-12.9%) driven by the decline in
economic activity. The industrial segment represents 10% of total water volume and 5% of
revenue. We expect this segment, followed by the commercial segment, will remain under
pressure throughout 2009.

Exhibit 3: 1Q2009 regulated business water volume

% change yoy % of total
Residential -1.5% 53.0%
Commerical -3.6% 21.7%
Industrial -12.9% 10.3%
Public & Other * -2.7% 15.0%
Total -3.5% 100.0%
* Public and Other includes revenue from wastewater service

Source: Company filings.

% of total
57.6%
18.3%
4.7%
19.4%

100.0%

O&M declines as a percent of revenue
Expenses came in below our forecast principally due to lower operating supplies and
services expense, and lower depreciation. The lower operating supplies can be explained
by the reduction in contracted services employed by American Water in 1Q2008 to support
the company's Sarbanes-Oxley remediation efforts and certain costs associated with the
company's IPO. Depreciation expenses were lower than our forecast and below
depreciation in the fourth quarter. We believe this may be explained by fully depreciated
assets rolling off and possible changes to depreciation schedules. As a result we have
reduced our forecast for O&M as a percent of sales as well as depreciation going forward.

We expect less commodity inflation pressure on the O&M line as we begin to lap last
year's steep increases, particularly in the case of fuel and chemical costs. The one area
where we do expect expenses to increase is pension-related expenses and post-retirement
healthcare benefits. The company plans to expense $32 million during 2009 and will seek
rate relief on a portion of these expenses.

Bad debt expense has crept up but remains low
Bad debt expense (as measured by uncollectible accounts expense as a percent of
revenues) for the first quarter (0.9% of sales) remained relatively flat with fourth quarter
2008, although it increased year-on-year (0.3% in first quarter 2008). We will continue to
monitor the bad debt expense line given the difficult economic environment. We believe
that American Water is actively focusing on collections of past due accounts and expect
that bad debt expense should not increase meaningfully from here.

Stimulus Funds available for water infrastructure investment
American Water, like other water utilities, plans to take advantage of all sources of funding
available to support its capital investment program. The company issued $75 million in
senior monthly notes in February, $80 million in Pennsylvania tax-exempt revenue bonds
and has indicated that it plans to issue a further $300 million in tax-exempt financing in the
coming months.
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Valuation: 130/0 upside potential to our 12-month price target of $21

Our 12-month price target of $21 implies 13% upside from current levels. Our price target
is based on multiples (PIE and EBITDA) and our dividend discount model.

We believe that the best way to value a water utility is a combination of multiples analysis
and a dividend discount model. In the past, we have focused principally on PIE as the
primary metric for comparative valuation, due to the regulated return framework which
sets an allowed ROE, or essentially a fair rate of return. Given American Water's higher
level of leverage relative to comparable companies, we are also incorporating EV/EBITDA
multiples into our analysis. Note that the comparable group for American Water is quite
limited. There are 10 publicly traded water utilities in the United States including American
Water, and only three such companies with a market capitalization in excess of US$500
million (see Exhibit 4).

Exhibit 4: American Water comparative valuation

Share Mkt. Cap Enterprise PIE EV/EBITDA Dividend ROE Debt/Cap

Company Ticker Price (mm) Value 2009E 2010E 2009E 2010E Yield (adj.) (BV)

Ameiici!O:Wlller:Woi'ksComPliny AWK $18:55 $2,$8$ $8,352 12.75i: 12.2x 8jSx 7.8x 4.3% 7.8% 59:6%01

usWater Utilities
Mid Cap'

Agua America Inc. WTR $ 18.36 $ 2,495 $ 3.833 21.7x 20.0 x 10.7 x 9.8x 2.9% 9.6% 55.6%
California Water Service Group CWT $ 37.36 $ 775 $ 1,091 18.0 x 17.5x 8.3x 8.2x 3.2% 10.0% 45.0%
American States Water Co. AWR $ 33.88 $ 590 $ 925 19.8x 17.5 x 8.9x 8.2x 3.0% 9.2% 52.4%
Average of Mid Cap US Water Utilities 19.8 x 18.3 x 9.3x 8.8 x 3.0% 9.6% 51.0%
Median of Mid Cap US Water Utilities 19.8 x 17.5 x 8.9 x 8.2 x 3.0% 9.6% 52.4%

Small Cap
SJWCorp. SJW $ 23.60 $ 440 $ 682 20.0 x 16.8x N/A N/A 2.8% 8.4% 48.6%
Middiesex Water Company MSEX $ 14.18 $ 193 $ 356 15.6 x 14.6x 10.6x 9.8x 5.0% 8.5% 53.4%
Connecticut Water Service Inc. CTWS $ 20.52 $174 $ 278 18.2 x 17.7x 13.9x 12.9 x 4.3% 9.4% 50.0%
York Water Company YORW $ 13.65 $149 $ 241 20.6 x 20.6 x N/A N/A 3.7% 9.2% 57.0%
Southwest Water Company SWWC $ 5.27 $130 $ 320 11.7x N/A N/A N/A 1.9% 4.9% 48.4%
Artesian Resource Corp. ARTNA $14.48 $ 108 $ 215 15.7 x 14.5x N/A N/A 4.9% 7.3% 59.5%
Average of Small Cap US Water Utilities 17.0 x 16.8 x 12.2 x nm 3.8% 8.0% 52.8%
Median of Small Cap US Water Utilities 16.9 x 16.8x 12.2 x nm 4.0% 8.5% 51.7%

• Mid Cap = we define as companies with market cap >$500mn
Prices as of close on 5/8/2009

Source: FactSet, Goldman Sachs Research estimates.

The share overhang remains very large (approximately 60% of the shares outstanding) and
will likely keep some pressure on the valuation of American Water shares in the near term.
RWE has indicated that it intends to sell its remaining stake in the company. We expect
this will take place over the next 12 months. In light of this, we have increased our share
overhang discount to 15% from 10%.

American Water's comparables trade at 19.8X 2009E and 17.5X 2010E EPS, and 8.9X 2009E
and 8.2X 201OE EBITDA, respectively. If we apply a multiple of 20X 201OE EPS, and
discount it by 15% for the share overhang, this implies a 12-month target price of $25.75. If
we use a multiple of 9X 201OE EBITDA, and discount it by 15% for the share overhang, this
implies a 12-month target price of $17.50. On a blended basis, our multiple analysis
implies a price target of $21.63 (50% PIE and 50% EV/EBITDA).

The second valuation method that we employ is a dividend discount model (DDM). Our
DDM analysis implies a price target of $20.50 assuming a 9.0% cost of equity and a 5%
long-term dividend growth rate.

To arrive at our price target, we place a 50% weight on our multiples analysis and a 50%
weight on our DDM analysis to imply our price target of $21 versus our previous price

target of $24. Our new price target implies upside of 13%. American Water's current
dividend yield is 4.3%.
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Positive catalysts: Potential upside to our earnings forecast

Better than expected pricing/ROE recovery
American Water currently under-earns typical authorized ROEs of approximately 10% and
the average for comparable water utilities of 9.6%. We estimate that American Water's
2008 regulated ROE was approximately 6% (7.8% for consolidated). While we expect
American Water to gain pricing and steadily approach a 10% regulated ROE during the
next few years, a faster than expected price recovery would increase both ROE and
earnings growth.

Greater than anticipated accretive tuck-in acquisition activity
We estimate that tuck-in acquisitions will boost revenue by 1% but could add as much as
2% annually over the next few years. Greater-than-expected accretive acquisition
opportunities, particularly from medium-sized acquisitions (i.e., Trenton for $80 million),
could result in upside to our earnings.

Better than anticipated growth in the non-regulated business
Greater than anticipated operations & maintenance contract wins could result in the non
regulated business growing faster than our estimate of a 1% 3-year revenue CAGR (2008
2011E), resulting in upside to our earnings estimates.

Risks to our view: Economic environment may slow rate relief

Adverse regulatory decisions/rate shock
American Water ultimately must rely on decisions from Public Utility Commissions in
setting authorized ROEs and approved water rates. The timing of regulatory decisions or
authorized ROEtargets/water rates could come in below our expectations, reducing our
earnings estimates. In addition, given rate case stay-outs, American Water's requested rate
increases have often exceeded 25%, fueling increased public/political opposition and
potentially reducing American Water's chances of reaching targeted returns.

Regulatory lag
Operating or capital costs could rise faster than expected, and American Water may not be
able to recover these costs until the conclusion of future rate cases, creating regulatory lag
and potentially reducing our earnings estimates.

Financing risk
American Water will remain free cash flow negative for the foreseeable future and will
need to access the capital markets (both debt and equity) regularly over the next several
years to fund its capital expenditure program and bring its equity ratio back to the 45%
50% range. To the extent that American Water is faced with adverse financing conditions,
its growth plansmay be at risk.

Goodwill impairment could negatively impact credit ratings or trigger negative
regulatory conditions
While the company's $450 million goodwill impairment in the first quarter is a non-cash
charge, it does have the effect of reducing the company's equity ratio to 40% (at March 31)
from approximately 44% at December 31,2008. The company has indicated that its long
term target equity ratio is 45%-50%. We assume that the company returns to a 45% ratio in
2012.
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American Water has approximately $1.2 billion of goodwill on the balance sheet, primarily
as a result of the company's acquisition by RWE in 2003. Goodwill could be further
impaired in the future, which could have negative implications for American Water's credit
rating, rate case outcomes or potentially require dilutive equity infusions. The company is
required to test for impairment at the end of each fiscal year, unless there is a triggering
event sooner. It appears that a sustained decline in the company's share price alone can
constitute a triggering event, as was the case in the first quarter. To the extent that the
company's share price falls meaningfully below book value per share for a sustained
period of time, goodwill impairments will be more likely.

As of March 31, American Water's book value per share was $22.87 following the
impairment charge. This compares with the company's average price of $19.56 during the
first quarter, the closing price of $19.24 on March 31 and $18.55 on May 8.

Unfavorable weather conditions
Unseasonably wet or dry weather can negatively impact volumes and earnings as was the
case during much of 2008. Greater rainfall could reduce demand for water, while severe
droughts could limit available supply, also negatively impacting volumes.

Condemnation and eminent domain
Municipalities can petition to acquire water utility assets through eminent domain or
condemnation. Such cases could be a negative distraction for management and, in the
extreme case, force American Water to sell assets, negatively impacting the earnings
outlook. In 2008, California American Water Company sold its water and wastewater
operations to the town of Felton (1,300 customers), following an extended court battle.
Some political leaders in Homer Glen, Illinois, Anthem, Arizona, Scottsdale, Arizona, and
Tennessee have also been threatening to explore this option.

Financial model assumptions

Our key model assumptions are as follows:

Regulated business
Incremental revenue growth due to:

• Core growth - We estimate that core growth will be essentially flat over the coming
years; population growth (0.64%) offset mostly by declining per capita usage (-0.60%).

• Acquisitions - 1% growth due to tuck-in acquisitions.

• DSIC - nominal amount of surcharges implemented between rate cases.

• Rate cases - assume that company receives 50% of the amount filed in pending rate

cases.

Assume operation and maintenance expenses will increase 4% in 2009 and 3% in 2010.

Non-regulated business
With the completion of certain contracts and the delayed ramp up on several others we
now assume that non-regulated revenue declines during 2009 and recovers in 2010.

• Revenue growth - assume 6% decline in 2009 and 5% growth in 2010.

• Expense growth - assume 3% decline in 2009 and 4% increase in 2010.
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Target equity to capitalization ratio of 45%
Assume negative free cash flow will be funded with new financing (both debt and equity)
with the objective of restoring the company's equity to capitalization ratio to 45% from
40%. Our model assumes that the company raises $676 million in equity from 2009-2011
and $676 million in debt over the same period.

Dividend growth of 5%
Assume dividend grows at 5% and the dividend payout trends down from 73% in 2008 to

57% in 2010.

3-year EPS CAGR (2008-2011E) of 13.8%
Driven by steady improvement to 9.4% regulated ROE,7.0% average annual rate base
growth, and small tuck-in acquisitions; EPS growth peaks in 2009 (+33%) and slows to 4%

in 2010 and 7% in 2011.
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American Water model

Exhibit 5: American Water annual income statement 2006-2012E
$ millions, except per-share data

INCOME STATEMENT 2006A 2007A 2008A 2009E 2010E 2011E 2012E

Operating Revenues 2,093.1 2,214.2 2,336.9 2,538.6 2,696.8 2,864.3 3,016.2
YIYGrowth -2.0% 5.8% 5.5% 8.6% 6.2% 6.2% 5.3%

Operation and maintenance (1,174.5) (1,246.5) (1,303.8) (1,357.9) (1,414.0) (1,471.2) (1,530.4)
Depreciation and amortization (259.2) (267.3) (271.3) (288.0) (318.1) (346.6) (375.1)
General taxes (185.1) (183.3) (199.1) (211.6) (215.7) (229.1) (241.3)

% of revenues 8.8% 8.3% 8.5% 8.3% 8.0% 8.0% 8.0%
Gain (Joss)on sale of assets (0.1) 7.3 0.4 0.2 0.0 0.0 0.0
Operating Profit 474.2 524.5 563.1 681.4 749.0 817.4 869.4

Operating Margin 22.7% 23.7% 24.1% 26.8% 27.8% 28.5% 28.8%
Interest, net (371.0) (288.0) (291.1) (297.9) (313.8) (334.1) (351.9)
AFUDC 8.6 11.2 22.7 20.2 20.0 20.0 20.0
Other lnc/exp 0.9 6.2 4.7 5.6 6.0 6.0 6.0
Pretax Income 112.7 253.8 299.4 409.4 461.2 509.3 543.4

Provision for Income Taxes (51.1) (94.5) (123.4) (160.5) (184.5) (203.7) (217.4)
Tax Rate 45.3% 37.2% 41.2% 39.2% 40.0% 40.0% 40.0%

Net Income, Continuing Ops 61.7 159.3 176.1 248.9 276.7 305.6 326.1
Preferred Dividend 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Non-recurring/Discontinued Ops (6.4) (0.6) 0.0 0.0 0.0 0.0 0.0
Extraordinary Items (217.5) (501.5) (738.5) (443.0) 0.0 0.0 0.0
Net Income - Reported (162.2) (342.8) (562.4) (194.1) 276.7 305.6 326.1

Shares Outstanding - Basic (Avg) 160.0 160.0 160.0 170.1 182.3 185.9 193.8
Shares Outstanding - Diluted (Avg) 160.0 160.0 160.0 170.1 182.4 188.4 194.5

Shares Outstanding - Basic (EOP) 160.0 160.0 160.0 176.2 182.0 189.9 197.8
Shares Outstanding - Diluted (EOP) 160.0 160.0 160.0 176.2 186.4 190.4 198.5

EPS - Continuing Ops - Basic 0.39 1.00 1.10 1.46 1.52 1.64 1.68
EPS - Continuing Ops - Diluted 0.39 1.00 1.10 1.46 1.52 1.62 1.68

YIY EPS Growth (diluted) -40.1% 158.4% 10.6% 32.9% 3.7% 6.9% 3.4%
EPS - Net Income - Reported - Basic -1.01 -2.14 -3.52 -1.14 1.52 1.64 1.68
EPS - Net Income - Reported - Diluted -1.01 c2.14 -3.52 -1.14 1.52 1.62 1.68

EBITDA 733.4 791.8 834.4 969.4 1,067.1 1,164.0 1,244.5
YIYGrowth -3.3% 8.0% 5.4% 16.2% 10.1% 9.1% 6.9%
EBITDA Margin 35.0% 35.8% 35.7% 38.2% 39.6% 40.6% 41.3%

MARGIN ANALYSIS:
O&M as a % of Revenue 56.1% 56.3% 55.8% 53.5% 52.4% 51.4% 50.7%
EBITDA as % of Revenue 35.0% 35.8% 35.7% 38.2% 39.6% 40.6% 41.3%
EBIT as % of Revenue 22.7% 23.7% 24.1% 26.8% 27.8% 28.5% 28.8%
Pretax as % of Revenue 5.4% 11.5% 12.8% 16.1% 17.1% 17.8% 18.0%
Net Income - Cant Ops as % of Revenue 2.9% 7.2% 7.5% 9.8% 10.3% 10.7% 10.8%
Net Income - Reoorted as % of Revenue -7.8% -15.5% -24.1% -7.6% 10.3% 10.7% 10.8%

YOYGROWTH
Revenue -2.0% 5.8% 5.5% 8.6% 6.2% 6.2% 5.3%
EBIT -4.6% 10.6% 7.4% 21.0% 9.9% 9.1% 6.4%
EBITDA -3.3% 8.0% 5.4% 16.2% 10.1% 9.1% 6.9%
D&A -0.8% 3.1% 1.5% 6.2% 10.5% 9.0% 8.2%
Pretax Income -30.1% 125.1% 18.0% 36.7% 12.7% 10.4% 6.7%
Net Income - Cont Ops -40.1% 158.4% 10.5% 41.4% 11.2% 10.4% 6.7%
EPS -40.1% 158.4% 10.6% 32.9% 3.7% 6.9% 3.4%

Source: Company filings, Goldman Sachs Research estimates.
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Exhibit 6: American Water balance sheet and cash flow statements, 2006-2012E
$ millions

BALANCE SHEET 200GA 2007A 2008A 2009E 2010E 2011E 2012E
Cash and cash equivalents 29.8 13.5 9.5 8.5 8.5 8.5 8.5
Restricted funds 2.1 3.3 0.5 1.4 1.4 1.4 1.4
Utility customers accounts receivable 130.5 126.7 130.6 143.9 153.4 164.8 173.5
Unbilled utility revenues 123.2 134.3 134.2 147.6 157.3 169.0 178.0
Materiais and supplies 23.0 27.5 28.9 33.7 31.1 32.2 33.5
Other receivables, net 54.5 89.7 68.9 75.4 80.3 86.3 90.9
Other current assets 36.6 35.5 45.1 56.6 56.6 56.6 56.6
Assets of Disc. Oos, 12.8 0.0 0.0 0.0 0.0 0.0 0.0

Total Current Assets 412.4 430.4 417.7 467.2 488.6 518.9 542.4

Net Property Piant & Equipment 8,720.6 9,318.0 10,123.9 10,737.0 11,323.9 11,832.3 12,312.2
Goodwill & Other lntanqibles 2,962.5 2,457.0 1,699.5 1,249.8 1,249.8 1,249.8 1,249.8
Investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Assets 687.6 728.8 990.7 1,014.5 1.034.5 1,054.5 1,074.5
Total Assets 12783.1 12934.1 13231,8 13468.5 14 096.8 14.655.5 15179.0

Short-term Debt 1,007.1 317.0 654.8 707.6 707.6 707.6 707.6
Accounts payable 140.7 168.9 149.8 150.0 163.1 169.3 176.1
Accrued liabiiities 62.9 106.9 106.1 161.5 161.5 161.5 161.5
Other current iiabilities 150.5 181.8 194.0 185.0 185.0 185.0 185.0
Liabilities of Disc. Ops 2.5 0.0 0.0 0.0 0.0 0.0 0.0
Total Current Liabilities 1,363.7 774.5 1.104.8 1,204.1 1,217.2 1,223.4 1,230.2

Long-term debt 4,870.9 4,699.1 4,648.2 4,783.2 5,054.7 5,272.4 5,436.0
Taxes payable. Def. Taxes & Revs. 2726.6 2,913.8 3,372.3 3,406.6 3,431.6 3456.6 3481.6

Totai Liabilities 8.961.1 8387.5 9,125.3 9.393.9 9703.5 9.952.4 10 147.9

Preferred Equity 4.6 4.6 4.6 4.6 4.6 4.6 4.6
Shareholder's Equity 3,817.4 4,542.0 4,102.0 4,070.0 4,388.8 4,698.6 5,026.6

Total Liabilities & Equity 12783.1 12934.1 13231.8 13468.5 14 096.8 14655.5 15179.0

CASH FLOW STATEMENT 200GA 2007A 200SA 2009E 2010E 2011E 2012E
Sources:

EBITDA 733.4 791.8 834.4 969.4 1,067.1 1,164.0 1,244.5
interest Income 0.4 1.9 0.1 0.1 0.1 0.1 0.1

Total Sources 733.7 793.7 834.5 969.5 1,067.2 1,164.1 1,244.6

Uses:
Interest Expense Paid (371.4) (289.9) (291.2) (298.0) (313.9) (334.2) (352.1)
Book Taxes (51.1) (94.5) (123.4) (160.5) (184.5) (203.7) (217.4)
Other Non-Operating Expenses 109.1 47.7 126.7 56.5 6.0 6.0 6.0
Change in Current Accounts (ex taxes) (96.6) 16.8 5.5 (13.7) (8.3) (24,1) (16.8)
Capital Expenditures (682.9) (750.8) (1,008.8) (820.0) (875.0) (825.0) (825.0)

% of total revenues 32.6% 33.9% 43.2% 32.3% 32.4% 28.8% 27.4%
Total Uses (1,092.9) (1,070.8) (1,291.1) (1,235.7) (1,375.6) (1,381.0) (1,405.2)

Free Cash Flow (359.1) (277.1) (456.6) (266.1) (308.4) (216.9) (160.6)
y/ygrowth nm -22.8% 64.8% -41.7% 15.9% -29.7% -26.0%

Net Investments (26.2) 10.4 (12.3) (6.1) 0.0 0.0 0.0
Acquisitions (12.5) (15.9) (12.5) (95.0) (30.0) (30.0) (30.0)
Dividends 0.0 0.0 (64.1) (141.3) (158.0) (171.8) (187.9)
Discontinued Operations 30.2 9.7 0.0 0.0 0.0 0.0 0.0
Translation Adjustments 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Ca.$h:FIQWPet9f~Firiari~iri9 (367.7) 1272,9) (545,5) (50S,5) (495.4) (418,S) (37S;5)
Contributions in aid of construction 47.4 35.8 3.1 20.0 25.0 25.0 25.0
Net new Debt 285.5 1,004.0 292.9 187.0 271.4 217.7 163.6
Net New Equity (0.5) (783.3) 245.6 300.5 200.0 176.0 189.9

Net Change in Cash (35.3) (16.3) (3.9) (1.0) (0.0) 0.0 0.0
Beginning Cash 65.1 29.8 13.5 9.5 8.5 8.5 8.5

Ending Cash 29.8 13.5 9.5 8.5 8.5 8.5 8.5

Source: Company filings, Goldman Sachs Research estimates.
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Disclosures

Coverage group(s) of stocks by primary analyst(s)

Maria Karahalis, CFA: America-Small Companies.

America-Small Companies: American Water Works Co., lnc., Bristow Group lnc., Brunswick Corp., Cosan Limited, Cosan SA Industria e Comercio,
EnerSys lnc., FTI Consulting, lnc., Hertz Global Holdings, lnc., Jarden Corp., Seaspan Corp., USEC Inc..

Company-specific regulatory disclosures

The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, "Goldman Sachs") and companies
covered by the Global Investment Research Division of Goldman Sachs and referred to in this research.

Goldman Sachs is acting as a manager or co-manager of a pending underwriting: American WaterWorks Co., Inc. ($18.55)

Goldman Sachs has received compensation for investment banking services in the past 12 months: American Water Works Co., Inc. ($18.55)

Goldman Sachs expects to receive or intends to seek compensation for investment banking services in the next 3 months: American Water Works
Co., Inc. ($18.55)

Goldman Sachs had an investment banking services client relationship during the past 12 months with: American WaterWorks Co., Inc. ($18.55)

Goldman Sachs has managed or co-managed a public or Rule 144A offering in the past 12 months: American Water Works Co., Inc. ($18.55)

Goldman Sachs is a specialist in the relevant securities and will at any given time have an inventory position, "long" or "short," and may be on the
opposite side of orders executed on the relevant exchange: American Water Works Co., Inc. ($18.55)

Distribution of ratings/investment banking relationships

Goldman Sachs Investment Research global coverage universe

Rating Distribution Investment Banking Relationships

Buy Hold Sell Buy Hold Sell

Global 25% I 53% I 22% 54% I 51% I 43%
As of April 1, 2009, Goldman Sachs Global Investment Research had investment ratings on 2,718 equity securities. Goldman Sachs assigns stocks as
Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for
the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' below.

Goldman Sachs Global Investment Research 13

KAW_R_AGDR1#438_PART1_042610 
Page 149 of 290



May 11, 2009

Price target and rating history chart(s)

Ametican Water Worb Ca., Inc. (AIM<) SlackA'-be OJrrellOY: us. D:llar

GokiIT11lnSachsratingandstockprlcetargelhlstory

American Water Works Co., Inc. (AWK)

III Pr[celatgel

• Prlcetargelalrerooval

S&P500

Covered by Mula Karahans, CFA,
as of Jun 2, Z008

N:>lcQveredbycurrenlanalysl

New ra~ngsysternBS of 6/26106

The price targets show n shoul:l be oonsidered Tnthe oontext of all prior publshed Goldrmn sachs research, whloh mayor
may not have Included price targets, as wei as developments relating to the cotrpany, lis Industry and finanoial markets.

Regulatory disclosures

Disclosures required by United States laws and regulations

See company-specific regulatory disclosures above for any ofthe following disclosures required as to companies referred to in this report: manager
or co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co
managed public offerings in prior periods; directorships; market making and/or specialist role.

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts,
professionals reporting to analysts and members of their households from owning securities of any company in the analyst's area of coverage.
Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst
as officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their households from serving as
an officer, director, advisory board member or employee of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U.S. analysts
may not be associated persons of Goldman, Sachs & Co. and therefore may not be subject to NASD Rule 2711/NYSE Rules 472 restrictions on
communications with subject company, public appearances and trading securities held by the analysts. Distribution of ratings: See the distribution
of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format
or if with respect to multiple companies which are the subject of this report, on the Goldman Sachs website at
http://www.gs.com/research/hedge.html. Goldman, Sachs & Co. is a member of SIPC(http://www.sipc.org).

Additional disclosures required under the laws and regulations of jurisdictions other than the United States

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws
and regulations. Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian
Corporations Act. Canada: Goldman Sachs Canada Inc. has approved of, and agreed to take responsibility for, this research in Canada if and to the
extent it relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or
reimbursement by the company of travel expenses for such visits. Hong I(ong: Further information on the securities of covered companies referred
to in this research may be obtained on request from Goldman Sachs (Asia) L.L.C. India: Further information on the subject company or companies
referred to in this research may be obtained from Goldman Sachs (India) Securities Private Limited; Japan: See below. Korea: Further information
on the subject company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. Russia:
Research reports distributed in the Russian Federation are not advertising as defined in Russian law, but are information and analysis not having
product promotion as their main purpose and do not provide appraisal within the meaning of the Russian Law on Appraisal. Singapore: Further
information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company Number:
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Buy (81, Neutral (NI, Sell (Sl -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy
or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as
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recommendations focused on either the size of the potential return or the likelihood of the realization of the return.
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Return potential represents the price differential between the current share price and the price target expected during the time horizon associated
with the price target. Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in
each report adding or reiterating an Investment List membership.

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at
http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook
on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive (AI. The investment outlook over the following 12
months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (NI. The investment outlook over the
following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (CI. The investment outlook over
the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.

Not Rated (NRI. The investment rating and target price, if any, have been removed pursuant to Goldman Sachs policy when Goldman Sachs is
acting in an advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended
(RSI. Goldman Sachs Research has suspended the investment rating and price target, if any, for this stock, because there is not a sufficient
fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for
this stock and should not be relied upon. Coverage Suspended (CSI. Goldman Sachs has suspended coverage of this company. Not Covered (NCI.
Goldman Sachs does not cover this company. Not Available or Not Applicable (NAI. The information is not available for display or is not applicable.
Not Meaningful (NMI. The information is not meaningful and is therefore excluded.

Ratings, coverage views and related definitions prior to June 26, 2006

Our rating system requires that analysts rank order the stocks in their coverage groups and assign one of three investment ratings (see definitions
below) within a ratings distribution guideline of no more than 25% of the stocks should be rated Outperform and no fewer than 10% rated
Underperform. The analyst assigns one of three coverage views (see definitions below), which represents the analyst's investment outlook on the
coverage group relative to the group's historical fundamentals and valuation. Each coverage group, listing all stocks covered in that group, is
available by primary analyst, stock and coverage group at http://www.gs.com/research/hedge.html.

Definitions

Outperform (OPI. We expect this stock to outperform the median total return for the analyst's coverage universe over the next 12 months. In-Line
(ILl. We expect this stock to perform in line with the median total return for the analyst's coverage universe over the next 12 months. Underperform
(UI. We expect this stock to underperform the median total return for the analyst's coverage universe over the next 12 months.

Coverage views: Attractive (AI. The investment outlook over the following 12 months is favorable relative to the coverage group's historical
fundamentals and/or valuation. Neutral (NI. The investment outlook over the following 12 months is neutral relative to the coverage group's
historical fundamentals and/or valuation. Cautious (CI. The investment outlook over the following 12 months is unfavorable relative to the coverage
group's historical fundamentals and/or valuation.

Current Investment List (CILI. We expect stocks on this list to provide an absolute total return of approximately 15%-20% over the next 12 months.
We only assign this designation to stocks rated Outperform. We require a 12-month price target for stocks with this designation. Each stock on the
Cil will automatically come off the list after 90 days unless renewed by the covering analyst and the relevant Regional Investment Review
Committee.

Global product; distributing entities

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant
to certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on
industries and companies, and research on macroeconomics, currencies, commodities and portfolio strategy.

This research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006797897) on behalf of Goldman Sachs; in Canada by
Goldman Sachs Canada Inc. regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Germany by Goldman Sachs & Co.
oHG; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co.,
Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) Limited on behalf of
Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by
Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and
European Union.

European Union: Goldman Sachs International, authorised and regulated by the Financial Services Authority, has approved this research in
connection with its distribution in the European Union and United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstalt fur
Finanzdienstleistungsaufsicht, may also be distributing research in Germany.

General disclosures in addition to specific disclosures required by certain jurisdictions

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large
majority of reports are published at irregular intervals as appropriate in the analyst's judgment.

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have
investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research
Division.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our
proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our
proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views
expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives (including options and warrants) thereof of covered companies referred to in this research.
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This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and,
if appropriate, seek professional advice, including tax advice. The price and value of the investments referred to in this research and the income from
them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may
occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all
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August 9, 2009

COMPANY UPDATE

American Water Works Co., Inc. (AWK)
Neutral

2009 earnings in line; weather hurts volumes

What's changed
American Water reported 20 EPS of $0.32, in line with our forecast,
although both revenue and O&M expenses were below our expectations.
Poor weather in the Northeast was the principal driver of the volume
shortfall. In addition, commercial and industrial volumes remained under
pressure due to weaker economic activity and several customer
bankruptcies. Lower contracted services, transportation, and maintenance
expenses explain the improvement on the O&M line.

Implications
We are reducing our 2009 EPS estimate to $1.25 from $1.34 due to our
lower volume forecast for the second half of the year (weaker 3009
volume due to poor weather in July and pushing revenue from the Trenton
acquisition to 2010 from 4009, given recent transaction delays). As the
second quarter volume decline was principally weather driven, we do not
believe that this has negative implications for volume in 2010 or 2011. We
maintain our 2010 and 2011 EPS estimates of $1.44 and $1.56, respectively.

Valuation
We maintain our Neutral rating. We are rolling forward our valuation year
to 2011 from 2010, and our 12-month price target increases to $21.50 from
$20.00. Our price target is based on a combination of relative valuation
metrics (both PIE and EV/EBITDA). as well as a dividend discount model
(5% dividend growth and 9% cost of equity).

Key risks
Key risks include (1) regulatory decisions and regulatory lag that limit ROE
expansion and (2) financing risk associated with funding the large capital

investment program.

Upside to our price target could come from (1) faster-than-expected
recovery through rates, (2) lower O&M expenses, and (3) stronger free

cash flow generation that reduces the need for new equity.

INVESTMENT LIST MEMBERSHIP
Neutral

Coverage View: Neutral
United States:
Water

Gabriela Sis
(212) 902-4513 I gabriela.bis@gs.com Goldman, Sachs & Co.

The Goldman Sachs Group, Inc.

The Goldman Sachs Group, Inc. does and seeks to do business with
companies covered in its research reports. As a result, investors should
be aware that the firm may have a conflict of interest that could affect
the objectivity of this report. Investors should consider this report as
only a single factor in making their investment decision. For Reg AC
certification, see the end of the text. Other important disclosures follow
the Reg AC certification, or go to www.gs.com/research/hedge.html.
Analysts employed by non-US affiliates are not registered/qualified as
research analysts with FINRA in the U.S.
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August 9, 2009 American WaterWorks Co., Inc. (AWK)

American Water Works Co., Inc.: Summary financials
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August 9, 2009 American Water Works Co., Inc. (AWK)

Details on our model changes

Exhibit 1 summarizes the key differences between our 20 estimates and the results
reported by American Water.

Exhibit 1: American Water 202009 actuals versus expected
$ in millions, except per share data

2Q09A 2Q09E %Chg 2Q08A %Chg 1Q09A %Chg

Operating Revenues 612.7 637.4 -3.9% 589.4 4.0% 550.2 11.4%
YIYGrowth 4.0% 8.2% -419bps 5.5% -152 bps 8.6% - 459 bps

Operating and maintenance (330.6) (360.9) -8.4% (330.6) 0.0% (314.4) 5.2%
Depreciationand amortization (73.2) (70.6) 3.8% (67.3) 8.8% (68.8) 6.4%
General taxes (51.7) (51.0) 1.4% (49.6) 4.2% (52.5) -1.5%

% of revenues 8.4% 8.0% + 44 bps 8.4% + 2 bps 9.5% -110 bps
Gain (loss) on sale of assets (0.0) 0.0 0.8 -101.3% 0.2 -105.0%
Operating Profit 157.2 154.9 1.4% 142.7 10.2% 114.6 37.1%

Operating Margin 25.7% 24.3% + 135 bps 24.2% + 145 bps 20.8% + 482 bps

Interest, net (75.2) (75.3) 0.0% (71.5) 5.2% (73.5) 2.4%
AFUDC 5.6 5.0 11.3% 5.1 8.9% 5.2 6.7%
Other inc/exp (1.4) 1.5 -193.9% (0.6) 135.2% 1.1 -226.5%
Pretax Income 86.1 86.2 -0.1% 75.7 13.8% 47.5 81.3%

Provisionfor IncomeTaxes (34.1) (34.0) 0.3% (30.2) 13.2% (17,5) 94.5%
Tax Rate 39.6% 39.5% + 14 bps 39.9% - 23 bps 36.9% + 269 bps

Net Income, Continuing Ops 52.0 52.1 -0.3% 45.5 14.3% 29.9 73.6%
Preferred Dividend 0.0 0.0 0.0 0.0

Non-recurring/Discontinued Ops 0.0 0.0 0.0 0.0
Extraordinary Items 0.0 0.0 0.0 (443.0) -100.0%
Net Income 52.0 52.1 -0.3% 45.5 14.3% (413.1) -112.6%

Shares Outstanding - Basic 163.2 164.9 -1.0% 159.9 2.1% 160.0 2.0%
Shares Outstanding - Diluted 163.3 164.9 -1.0% 160.0 2.1% 160.0 2.1%

Shares Outstanding - Basic (EOP) 174.6 174.7 -0.1% 160.0 9.1% 160.0 9.1%
Shares Outstanding - Diluted (EOP) 174.6 174.7 -0.1% 160.0 9.1% 160.0 9.1%

EPS - Continuing Ops- Basic 0.32 0.32 0.7% 0.28 12.0% 0.19 70.2%
EPS • Continuing Ops- Diluted 0.32 0.32 0.7% 0.28 11.9% 0.19 70.1%

YIY EPS Growth (diluted) 11.9% 11.2% + 78 bps -9.0% + 2,090 bps 399.8% - 38,786 bps
EPS - Net Income- Basic 0.32 0.32 0.7% 0.28 12.0% -2.58 -112.3%
EPS - Net Income- Diluted 0.32 0.32 0.7% 0.28 11.9% -2.58 -112.3%

EBITDA 230.4 225.5 2.2% 210.0 9.7% 183.5 25.6%
YIYGrowth 9.7% 7.4% + 235 bps -4.4% + 1,415 bps 27.8% -1,806 bps
EBfTDA Margin 37.6% 35.4% + 223 bps 35.6% + 198 bps 33.3% + 426 bps

MARGIN ANALYSIS'
O&M as a % of Revenue 54.0% 56.6% - 267 bps 56.1% - 214 bps 57.1% - 319 bps
EBITDA 37.6% 35.4% + 223 bps 35.6% + 198 bps 33.3% + 426 bps

EBIT 25.7% 24.3% + 135 bps 24.2% + 145 bps 20.8% + 482 bps

Pretax 14.1% 13.5% + 53 bps 12.8% + 122 bps 8.6% + 542 bps
Net-Continuing Operations 8.5% 8.2% + 30 bps 7.7% + 76 bps 5.4% + 304 bps

Net Income 8.5% 8.2% + 30 bos 7.7% + 76 bos -75.1% + 8 357 bos

YOYGROWTH
Revenue 4.0% 8.2% - 419 bps 5.5% -152 bps 8.6% - 459 bps

EBIT 10.2% 8.6% + 157 bps -5.8% + 1,602 bps 43.9% - 3,374 bps

EBITDA 9.7% 7.4% + 235 bps -4.4% + 1,415 bps 27.8% -1,806 bps
D&A 8.8% 4.8% + 400 bps -1.2% + 1,004 bps 7.7% + 111 bps

Pretax Income 13.8% 13.9% - 8 bps -8.4% + 2,226 bps 254.0% - 24,022 bps
Net Income 14.3% 14.6% - 34 bps -9.0% + 2,324 bps 399.8% - 38,557 bps
EPS 11.9% 11.2% + 78 bos -9.0% + 2 090 bps 399.8% - 38 786 bos

Source: Company data, Goldman Sachs Research estimates.

Exhibits 2 and 3 summarize our expected full year forecasts for the company's income
statement, balance sheet and cash flows.
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August 9, 2009 American Water Works Co., Inc. (AWK)

Exhibit 2: American Water annual income statement, 2006-2012E
$ in millions, except per share data

INCOME STATEMENT 2006A 2007A 2008A 2009E 2010E 2011E 2012E

Operating Revenues 2,093.1 2.214.2 2,336.9 2,476.4 2,681,.3 2,846.5 2,996.0
YIY Growth -2.0% 5.8% 5.5% 6.0% 8.3% 6.2% 5.3%

Operation and maintenance (1,174.5) (1,246.5) (1,303.8) (1,351.8) (1,400.8) (1,449.4) (1,499.5)
Depreciation and amortization (259.2) (267.3) (271.3) (293.7) (318.2) (346.7) (375.2)
Generai taxes (185.1) (183.3) (199.1) (209.3) (214.5) (227.7) (239.7)

% of revenues 8.8% 8.3% 8.5% 8.5% 8.0% 8.0% 8.0%
Gain (loss) on saie of assets (0.1) 7.3 0.4 0.2 0.0 0.0 0.0
Operating Profit 474.2 524.5 563.1 621.7 747.8 822.7 881.6

Operating Margin 22.7% 23.7% 24.1% 25.1% 27.9% 28.9% 29.4%
Interest, net (371.0) (288.0) (291.1) (307.9) (336.4) (351.6) (364.0)
AFUDC 8.6 11.2 22.7 20.8 20.0 20.0 20.0
Other inc/exp 0.9 6.2 4.7 4.7 6.0 6.0 6.0
Pretax Income 112.7 253.8 299.4 339.3 437.4 497.0 543.6

Provision for Income Taxes (51.1) (94.5) (123.4) (132.9) (175.0) (198.8) (217.4)
Tax Rate 45.3% 37.2% 41.2% 39.2% 40.0% 40.0% 40.0%

Net Income, Continuing Ops 61.7 159.3 176.1 206.4 262.5 298.2 326.1
Preferred Dividend 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Non-recurringlDiscontinued Ops (6.4) (0.6) 0.0 0.0 0.0 0.0 0.0
Extraordinary Items (217.5) (501.5) (738.5) (443.0) 0.0 0.0 0.0
Net Income - Reported (162.2) (342.8) (562.4) (236.7) 262.5 298.2 326.1

Shares Outstanding - Basic (Avg) 160.0 160.0 160.0 164.5 181.9 188.5 198.3
Shares Outstanding - Diluted (Avg) 160.0 160.0 160.0 164.5 182.1 191.0 199.0

Shares Outstanding - Basic (EOP) 160.0 160.0 160.0 174.5 182.7 194.4 202.1
Shares Outstanding - Diluted (EOP) 160.0 160.0 160.0 174.6 186.9 195.0 203.0

EPS , Continuing Ops - Basic 0.39 1.00 1.10 1.25 1.44 1.58 1.65
EPS - Continuing Ops - Diluted 0.39 1.00 1.10 1.25 1.44 1.56 1.64

YIY EPS Growth (diluted) -40.1% 158.4% 10.6% 14.0% 14.9% 8.4% 4.9%
EPS - Net Income - Reported - Basic -1.01 -2.14 -3.52 -1.44 1.44 1.58 1.65
EPS - Net Income - Reported - Diluted -1.01 -2.14 -3.52 -1.44 1.44 1.56 1.64

EBITDA 733.4 791.8 834.4 915.5 1,066.0 1,169.4 1,256.8
YIYGrowth -3.3% 8.0% 5.4% 9.7% 16.4% 9.7% 7.5%
EBITDA Margin 35.0% 35.8% 35.7% 37.0% 39.8% 41.1% 41.9%

MARGIN ANALYSIS'
O&M as a % of Revenue 56.1% 56.3% 55.8% 54.6% 52.2% 50.9% 50.1%
EBITDA as % of Revenue 35.0% 35.8% 35.7% 37.0% 39.8% 41.1% 41.9%
EBIT as % of Revenue 22.7% 23.7% 24.1% 25.1% 27.9% 28.9% 29.4%
Pretax as % of Revenue 5.4% 11.5% 12.8% 13.7% 16.3% 17.5% 18.1%
Net Income - Cont Ops as % of Revenue 2.9% 7.2% 7.5% 8.3% 9.8% 10.5% 10.9%
Net Income - Reported as % of Revenue -7.8% -15.5% -24.1% -9.6% 9.8% 10.5% 10.9%

YOYGROWTH
Revenue -2.0% 5.8% 5.5% 6.0% 8.3% 6.2% 5.3%
EBIT -4.6% 10.6% 7.4% 10.4% 20.3% 10.0% 7.2%
EBITDA -3.3% 8.0% 5.4% 9.7% 16.4% 9.7% 7.5%
D&A -0.8% 3.1% 1.5% 8.3% 8.3% 9.0% 8.2%
Pretax Income -30.1% 125.1% 18.0% 13.3% 28.9% 13.6% 9.4%
Net Income - Cont Ops -40.1% 158.4% 10.5% 17.2% 27.2% 13.6% 9.4%
EPS -40.1% 158.4% 10.6% 14.0% 14.9% 8.4% 4.9%

Source: Company data, Goldman Sachs Research estimates.
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August 9, 2009 American Water Works Co., Inc. (AWK)

Exhibit 3: American Water annual balance sheet and cash flow statement, 2006-2012E
$ in millions, except per share data

BALANCE SHEET 2006A 2007A 200BA 2009E 2010E 2011E 2012E
Cash and cash equivalents 29.8 13.5 9.5 9.0 9.0 9.0 9.0
Restricted funds 2.1 3.3 0.5 33.0 33.0 33.0 33.0
Utility customers accounts receivable 130.5 126.7 130.6 141.1 153.4 163.8 172.4
Unbilled utility revenues 123.2 134.3 134.2 144.7 157.3 167.9 176.8
Materials and supplies 23.0 27.5 28.9 34.1 31.3 31.8 32.9
Other receivables, net 54.5 89.7 68.9 73.9 80.3 85.8 90.3
Othercurrent assets 36.6 35.5 45.1 58.3 58.3 58.3 58.3
Assets of Disc. Ops, 12.8 0.0 0.0 0.0 0.0 0.0 0.0

Total Current Assets 412.4 430.4 417.7 494.2 522.7 549.6 572.7

Utility plant, net 8,605.3 9,199.9 9,991.8 10,518.6 11,185.4 11,693.7 12,173.5

Nonutility property, net 115.2 118.1 132.1 140.3 140.3 140.3 140.3
Net Property Plant & Equipment 8,720.6 9,318.0 10,123.9 10,658.9 11,325.7 11,833.9 12,313.7
Regulatory Assets 587.2 661.0 919.7 945.6 945.6 945.6 945.6
Restricted Funds 17.2 10.3 10.6 46.4 46.4 46.4 46.4
Goodwill & Other Intangibles 2,962.5 2,457.0 1,699.5 1,250.1 1,250.1 1,250.1 1,250.1
Investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Assets 83.2 74.8 60.4 66.6 86.6 106.6 126.6
Total Assets 12.783.1 12951.3 13231.8 13461.7 14177.0 14732.2 15.255.0

Short-term Debt 1,007.1 317.0 654.8 366.1 366.1 366.1 366.1
Accounts payable 140.7 168.9 149.8 151.7 164.1 166.8 172.5
Accrued liabilities 62.9 106.9 106.1 116.5 116.5 116.5 116.5
Other current liabilities 150.5 181.8 194.0 187.0 187.0 187.0 187.0
Liabilities of Disc. Ops 2.5 0.0 0.0 0.0 0.0 0.0 0.0
Total Current Liabilities 1,363.7 774.5 1,104.8 821.3 833.8 836.5 842.2

Long-term debt 4,870.9 4,699.1 4,648.2 5,189.3 5,512.5 5,648.3 5,811.6
Advances for construction 615.7 655.4 622.2 620.0 620.0 620.0 620.0
Deferred income taxes 583.4 638.9 705.6 758.0 758.0 758.0 758.0
Deferred investment tax credits 36.5 35.4 34.0 33.2 33.2 33.2 33.2
Regulatory liability-cost of removal 166.9 266.7 307.3 318.6 318.6 318.6 318.6
Accrued pension expense 314.6 290.7 502.1 500.3 500.3 500.3 500.3
Accrued postretirement benefit expense 144.9 158.5 241.2 237.3 237.3 237.3 237.3
Other long term liabilities 110.4 67.1 48.5 48.4 48.4 48.4 48.4
Contributions in Aid of Construction 754.2 818.4 911.4 951.4 976.4 1,001.4 1,026.4
Total Liabilities 8,961.1 8404.7 9.125.3 9477.9 9,838.6 10,002.0 10,196.0

Preferred Equity 4.6 4.6 4.6 4.6 4.6 4.6 4.6
Shareholder's Equity 3,817.4 4,542.0 4,102.0 3,979.3 4,333.8 4,725.6 5,054.5

Total Liabilities & Equity 12783.1 12951.3 13231.8 13461.7 14177.0 14732.2 15255.0

CASH FLOW STATEMENT 2006A 2007A 200BA 2009E 2010E 2011E 2012E
Sources:

EBITDA 733.4 791.8 834.4 915.5 1,066.0 1,169.4 1,256.8
Interest Income 0.4 1.9 0.1 0.1 0.1 0.1 0.1

Total Sources 733.7 793.7 834.5 915.6 1,066.2 1,169.5 1,257.0

Uses:
Interest Expense Paid (371.4) (289.9) (291.2) (308.1) (336.5) (351.8) (364.2)
Book Taxes (51.1) (94.5) (123.4) (132.9) (175.0) (198.8) (217.4)
Other Non-Operating Expenses 109.1 47.7 126.7 83.3 6.0 6.0 6.0
Change in Current Accounts (ex taxes) (96.6) 16.8 5.5 (33.1) (16.0) (24.3) (17.3)
Capital Expenditures (682.9) (750.8) (1,008.8) (815.0) (875.0) (825.0) (825.0)

% of totalrevenues 32.6% 33.9% 43.2% 32.9% 32.6% 29.0% 27.5%
Total Uses (1,092.9) (1,070.8) (1,291.1) (1,205.8) (1,396.5) (1,393.9) (1,417.9)

Free Cash Flow (359.1) (277.1) (456.6) (290.2) (330.3) (224.4) (160.9)

y/ygrowth nm -22.8% 64.8% -36.5% 13.8% -32.1% -28.3%

Net Investments (26.2) 10.4 (12.3) 43.1 0.0 0.0 0.0
Acquisitions (12.5) (15.9) (12.5) 0.0 (110.0) (30.0) (30.0)
Dividends 0.0 0.0 (64.1) (137.3) (158.0) (175.9) (192.1)
Discontinued Operations 30.2 9.7 0.0 0.0 0.0 0.0 0.0
Translation Adjustments 0.0 0.0 0.0 0.0 0.0 0.0 0.0

CilshFloWbeforeFiriilncirig (367.7) j272.9} (545.6) (384.4) (598.3) (430.3) (383.0)

Contributions in aid of construction 47.4 35.8 3.1 15.0 25.0 25.0 25.0
Net new Debt 285.5 1,004.0 292.9 125.6 323.3 135.8 163.2
Net New Equity (0.5) (783.3) 245.6 243.3 250.0 269.5 194.7

Net Change in Cash (35.3) (16.3) (3.9) (0.5) 0.0 (0.0) (0.0)
Beginning Cash 65.1 29.8 13.5 9.5 9.0 9.0 9.0

Ending Cash 29.8 13.5 9.5 9.0 9.0 9.0 9.0

Source: Company data, Goldman Sachs Research estimates.
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August 9, 2009

Rate case summary

American Water Works Co., Inc. (AWK)

Exhibit 4 outlines American Water's rate case requests from 2006 to the present. We have
assumed that American Water receives approximately 50% of the amount requested for
each pending rate case. For cases that have already been concluded, the percentage has
been higher at closer to 58%, but we believe it is prudent to assume a lower rate for the
next round of rate cases, as this is the second round of meaningful increases following
large increases only a year or two ago.
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August 9, 2009 American Water Works Co., Inc. (AWK)

Exhibit 4: American Water rate case requests from 2006 to present
$ in millions

State Date Filed
Amount

Filed
Amount
Granted

% ROE
Filed

ROE
Granted

Expected
Grant Date

Status

:;: :',;: 5: :55 :55P ::. i;::P :P
Ohio 3/1/06 $5.1 $3.4 66.7% 11.0% 10.0% 3/1/07 Comoleted
New Jersev 3/31/06 99.0 56.2 56.8% 11.2% 10.0% 4/1/07 Comoleted
New Mexico 5/30/06 1.3 1.3 100.0% 10.0% 9.7% 5/1/07 Comoleted
Arizona Anthem 6/16/06 7.0 4.3 61.4% 11.8% 8.8% 6/4/08 Completed
Arizona (Sun City) 7/28/06 3.9 2.4 61.5% 11.8% 10.6% 4/1/08 Comoleted
Texas 10/16/06 $0.8 $0.7 87.5% 12.0% 12.0% 1/1/07 Comoleted
Tennessee 11/22/06 6.4 4.1 64.1% 11.0% 9.6% 5/23/07 Completed
Indiana 12/5/06 24.7 14.0 56.7% 11.5% 10.0% 1211/07 Completed
Missouri 12/15/06 41.5 21.4 51;6% 11.3% 10.0% 11/1/07 Completed

Total Granted (2006)
Total Pending (2006)

$189.7
$0.0

$107.8
$0.0

56.8%

un '2007 ii ii" iii: ii,PPpii ;:;: iPi :ii i.i,i::i:
California * 1/1/07 $16.4 $13.0 100.0% 11.5% 10.2% 6/1/08 Completed
Michioan 1/8/07 0.2 0.2 100.0% 12.0% 10.0% 1/8/07 Completed
Maryland 3/29/07 0.6 0.6 100.0% 11.8% 10.5% 10/1/07 Comoleted
Pennsvlvania 4/27/07 59.2 36.0 60.8% 11.8% N/A 11/30/07 Comoleted
Arizona Sun City) 4/30/07 2.2 1.9 86.4% 11.8% 10.8% 6/1/08 Comoleted
Kentuckv 4/30/07 13.2 8.0 60.6% 11.4% 10.0% 12/1/07 Completed
Lono Island ** 5/1/07 9.6 6.6 68.8% 11.0% 9.5% 4/1/08 Completed
West Virginia 6/1107 24.1 14.5 60.2% 11.3% 10.0% 3/28/08 Comoleted
Iowa 8/30/07 6.1 4.3 70.5% 11.3% 10.4% 2/1/08 Comoleted
Illinois 8/31/07 32.8 21.6 65.9% 11.3% 10.4% 8/8/08 Completed
Ohio 10/1/07 5.5 5.3 95.6% 11.3% 10.9% 11/13/08 Completed
Hawaii **1< 11/1/07 1.3 0.7 50.0% 10.6% 11/1108 Pending

* California rate increase includes step increase of $2.0rnn effective in 2009 and $2.5rnn effective in 2010
** Long /siand rate increase includes step increase of $1.0mn in 2009 and $1.0mn in 2010
*** Hawaii temporary rate increase of $0.tmn put in place Oct. 2008 and will be subject to adjustment upon issuance of final order

Total Granted (2007)
Total Pending (2007)

$169.9
$1.3

$112.0
$0.7

65.9%
50.0%

iii i// >ii
Michioan 1/1/08 $0.2 $0.2 100.0% 10.0% 10.0% 1/1/08 Comoleted
New Jersev 1/14/08 125.0 72.1 57.7% 11.5% 10.3% 1217108 Completed
California Monterev Water 1/30/08 35.3 12.1 34.3% 11.5% 10.2% 5/11/09 Completed
California Monterey WW 1i30/08 1.8 1.7 94.4% 11.5% 10.2% 7/9/09 Completed
California Gen. Office 1/30/08 6.4 2.2 34.4% 11.5% 10.2% 5/11/09 Comoleted
Viroinia 1/30/08 4.3 3.4 79.1% 11.3% 10.5% 11/1/08 Comoleted
Texas' 2121/08 0.9 0.4 50.0% 12.0% 6/30/08 Pend in
Tennessee 3/14/08 7.6 1.7 21.6% 11.8% 10.2% 10/1/08 Completed
Missouri 3/31/08 49.8 34.5 69.3% 11.3% 10.0% 11/28/08 Comoleted
Pennsvlvania - WW 4/28/08 2.7 1.9 70.4% 11.5% 10.6% 11/14/08 Comoleted
California ROE 5/1/08 2.8 0.1 3.6% 11.5% 10.2% 5/6/09 Completed
Arizona 5/1/08 20.0 10.0 50.0% 11.8% 9/1/09 Pendin
West Vlrqlnla 5/30/08 14.8 5.2 35.3% 11.8% 10.0% 3/26/09 Completed
New Mexico Clovis 6/30/08 2.2 1.4 61.8% 11.8% 10.3% 5/12/09 Comoleted
Kentuckv 10/31/08 18.5 10.3 55.7% 11.5% 10.0% 6/1/09 Completed

* Texas temporary rate increase of $O.4mn put in place June 2008 and will be subject to adjustment upon issuance of final order

Total Granted (2008)
Total Pending (2008)

$271.4
$20.9

$146.7
$10.4

54.1%
50.0%

California (Sac, LA, Lark) 1/23/09 $32.7 $16.4 50.0% 10.2% 1/1/10 Pendina
Pennsvlvania 4/24/09 58.1 29.1 50.0% 12.0% 1/1/10 Pendina
Iowa * 4/30/09 9.4 6.8 72.3% 12.2% 211/10 Pendinq
Indiana 4/30/09 46.9 23.5 50.0% 12.0% 5/1110 Pendino
Maryland 4/30/09 0.8 0.4 50.0% 11.8% 1/1/10 Pendina
Ohio 517109 8.8 4.4 50.0% 12.2% 211/10 Pendlnc
Illinois 5/29/09 58.6 29.3 50.0% 12.3% 5/1/10 Pendlnq
Michioan 6/22/09 0.2 0.2 100.0% 10.5% 10.5% 7/1/09 Completed
Arizona 7/2/09 20.6 10.3 50.0% 12.3% 7/1/10 Pending

'Iowa temporary rate increase of $6.8mn put in place July 2009 and will be subject to adjustment upon issuance of final order

Source: Company data. various State Public Utility Commission news releases, Goldman Sachs Research estimates.
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RegAC

American Water Works Co., Inc. (AWK)

I, Maria Karahalis, CFA, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject company
or companies and its or their securities. I also certify that no part of my compensation was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed in this report.

Investment profile

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and
market. The four key attributes depicted are: growth, returns, multiple and volatility. Growth, returns and multiple are indexed based on composites
of several methodologies to determine the stocks percentile ranking within the region's coverage universe.

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows:

Growth is a composite of next year's estimate over current year's estimate, e.g. EPS,EBITDA, Revenue. Return is a year one prospective aggregate
of various return on capital measures, e.g. CROCI, ROACE,and ROE.Multiple is a composite of one-year forward valuation ratios, e.g. PIE,dividend
yield, EV/FCF,EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month volatility adjusted for dividends.

Quantum

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for
in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets.

Disclosures

Coverage group(s) of stocks by primary analyst(s)

Maria Karahalis, CFA: America-Small Companies.

America-Small Companies: American Water Works Co., lnc., Hertz Global Holdings, lnc., Seaspan Corp., USEC Inc..

Company-specific regulatory disclosures

The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, "Goldman Sachs") and companies
covered by the Global Investment Research Division of Goldman Sachs and referred to in this research.

Goldman Sachs has received compensation for investment banking services in the past 12 months: American WaterWorks Co., Inc. ($20.13)

Goldman Sachs expects to receive or intends to seek compensation for investment banking services in the next 3 months: American Water Works
Co., Inc. ($20.13)

Goldman Sachs had an investment banking services client relationship during the past 12 months with: American WaterWorks Co., Inc. ($20.13)

Goldman Sachs has managed or co-managed a public or Rule 144A offering in the past 12 months: American Water Works Co., Inc. ($20.13)

Goldman Sachs is a specialist in the relevant securities and will at any given time have an inventory position, "long" or "short," and may be on the
opposite side of orders executed on the relevant exchange: American Water Works Co., Inc. ($20.13)

Distribution of ratingslinvestment banking relationships

Goldman Sachs Investment Research global coverage universe

Rating Distribution Investment Banking Relationships

Buy Hold Sell Buy Hold Sell

Global 30% I 51% I 19% 54% I 52% I 44%
As of July 1, 2009, Goldman Sachs Global Investment Research had investment ratings on 2,709 equity securities. Goldman Sachs assigns stocks as
Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for
the purposes ofthe above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' below.
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Price target and rating history chartls]

American WaterWorks Co., Inc. (AIM<) SlookA-b" CUrrency: U.s. Ollar

GoldrrolnSaohsfatlngandslockprlm.tllrgethlslory

American Water Works Co., Inc. (AWK)

• A-I""larget

a Price target at removal

S&P500

f'.htcoveredbyGurrentanalyst

The price targets show n shoukl be considered Tnthe context of all prior pubrlSned Goldrran Sachs researoh. which mayor
may net have included prioelargels, ee wer ee developrnents re)allngtatheco1T4'any,Il6lnduslryandflnancialmarkels.

Regulatory disclosures

Disclosures required by United States laws and regulations

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager
or co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co
managed public offerings in prior periods; directorships; market making and/or specialist role.

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts,
professionals reporting to analysts and members of their households from owning securities of any company in the analyst's area of coverage.
Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst
as officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their households from serving as
an officer, director, advisory board member or employee of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U.S. analysts
may not be associated persons of Goldman, Sachs & Co. and therefore may not be subject to NASD Rule 2711/NYSE Rules 472 restrictions on
communications with subject company, public appearances and trading securities held by the analysts. Distribution of ratings: See the distribution
of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format
or if with respect to multiple companies which are the subject of this report, on the Goldman Sachs website at
http://www.gs.com/research/hedge.html. Goldman, Sachs & Co. is a member of SIPC(http://www.sipc.org).

Additional disclosures required under the laws and regulations of jurisdictions other than the United States

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws
and regulations. Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian
Corporations Act. Canada: Goldman Sachs Canada Inc. has approved of, and agreed to take responsibility for, this research in Canada if and to the
extent it relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or
reimbursement by the company of travel expenses for such visits. Hong Kong: Further information on the securities of covered companies referred
to in this research may be obtained on request from Goldman Sachs (Asia) L.L.C. India: Further information on the subject company or companies
referred to in this research may be obtained from Goldman Sachs (India) Securities Private Limited; Japan: See below. Korea: Further information
on the subject company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. Russia:
Research reports distributed in the Russian Federation are not advertising as defined in Russian law, but are information and analysis not having
product promotion as their main purpose and do not provide appraisal within the meaning of the Russian Law on Appraisal. Singapore: Further
information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company Number:
198602165W). Taiwan: This material is for reference only and must not be reprinted without permission. Investors should carefully consider their
own investment risk. Investment results are the responsibility ofthe individual investor. United I(ingdom: Persons who would be categorized as
retail clients in the United Kingdom, as such term is defined in the rules ofthe Financial Services Authority, should read this research in conjunction
with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have been sent to them
by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are available from
Goldman Sachs International on request.

European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/126/ECis
available at http://www.gs.com/c1ienCservices/globaUnvestment_research/europeanpolicy.html

Japan: Goldman Sachs Japan Co., Ltd. Is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered
with the Kanto Financial Bureau (Registration No. 69), and is a member of Japan Securities Dealers Association (JSDA) and
Financial Futures Association of Japan (FFJAJ). Sales and purchase of equities are subject to commission pre-determined with
clients plus consumption tax. See company-specific disclosures as to any applicable disclosures required by Japanese stock exchanges, the
Japanese Securities Dealers Association or the Japanese Securities Finance Company.

Ratings, coverage groups and views and related definitions

Buy (B), Neutral (N), Sell (5) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy
or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as
a Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment Lists to
a global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular coverage
group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment
recommendations focused on either the size of the potential return or the likelihood of the realization of the return.
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Return potential represents the price differential between the current share price and the price target expected during the time horizon associated
with the price target. Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in
each report adding or reiterating an Investment List membership.

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at
http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook
on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive IA). The investment outlook over the following 12
months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral IN). The investment outlook over the
following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious IC). The investment outlook over
the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.

Not Rated INR). The investment rating and target price, if any, have been removed pursuant to Goldman Sachs policy when Goldman Sachs is
acting in an advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended
IRS). Goldman Sachs Research has suspended the investment rating and price target, if any, for this stock, because there is not a sufficient
fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for
this stock and should not be relied upon. Coverage Suspended ICS). Goldman Sachs has suspended coverage of this company. Not Covered INC).
Goldman Sachs does not cover this company. Not Available or Not Applicable INA). The information is not available for display or is not applicable.
Not MeaningfuIINM). The information is not meaningful and is therefore excluded.

Global product; distributing entities

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant
to certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on
industries and companies, and research on macroeconomics, currencies, commodities and portfolio strategy.

This research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006797897) on behalf of Goldman Sachs; in Canada by
Goldman Sachs Canada Inc. regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Germany by Goldman Sachs & Co.
oHG; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co.,
Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) Limited on behalf of
Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by
Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and
European Union.

European Union: Goldman Sachs International, authorised and regulated by the Financial Services Authority, has approved this research in
connection with its distribution in the European Union and United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstalt fUr
Finanzdienstleistungsaufsicht, may also be distributing research in Germany.

General disclosures in addition to specific disclosures required by certain jurisdictions

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large
majority of reports are published at irregular intervals as appropriate in the analyst's judgment.

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have
investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research
Division.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our
proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our
proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views
expressed in this research.

We and our affiliates, officers, directors, and employees, excluding equity analysts, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives (including options and warrants) thereof of covered companies referred to in this research.

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and,
if appropriate, seek professional advice, including tax advice. The price and value of the investments referred to in this research and the income from
them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may
occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all
investors. Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at
http://www.theocc.com/publications/risks/riskchap1.jsp. Transactions cost may be significant in option strategies calling for multiple purchase and
sales of options such as spreads. Supporting documentation will be supplied upon request.

Our research is disseminated primarily electronically, and, in some cases, in printed form. Electronic research is simultaneously available to all
clients.

Disclosure information is also available at http://www.gs.com/research/hedge.htmlor from Research Compliance, One New York Plaza, New York,
NY 10004.

Copyright 2009 The Goldman Sachs Group, Inc.

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior
written consent of The Goldman Sachs Group, Inc.
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COMPANY UPDATE

American Water Works Co., Inc. (AWK)
Neutral

Narrowing the ROE gap with rate case filings

What's changed
American Water reported 30 results essentially in-line with our EPS
forecast. As was the case in 20, lower water usage due to poor weather
and weak commercial/industrial volumes was offset by O&M expenses
that have been trending below expectations. American Water announced
$38 million in approved rate case requests since June 30, bringing the
annual revenue awarded to $71 million for 2009. Several large rate cases
totaling $239 million in 9 states are still pending. American Water also
announced the acquisition offive small water systems serving 1,600
customers in September and October.

Implications
We have updated our forecast to adjust for the lower water volume, which
is essentially offset by lower O&M expenses, updated rate case filings, and
a slightly lower tax rate. Our 2009, 2010, and 2011 EPS estimates remain
unchanged at $1.25, $1.44, and $1.56, respectively.

Valuation
We maintain our Neutral rating. Our 12-month price target is $21.50. Our
price target is based on a combination of relative valuation metrics (both
PIE and EV/EBITDA), as well as a dividend discount model (5% dividend
growth and 9% cost of equity).

Key risks
Downside risks include (1) regulatory decisions and regulatory lag that
limit ROE expansion and (2) financing risk associated with funding the

large capital investment program.

Upside to our price target could come from (1) faster-than-expected
recovery through rates, (2) lower O&M expenses (3) stronger free cash
flow generation that reduces the need to issue new equity, and (4)

elimination of the share overhang.

INVESTMENT LIST MEMBERSHIP
Neutral

Coverage View: Neutral
United States:
Water

Maria Karahells, CFA
(212) 902-6737 1 maria.karahalis@gs.com Goldman, Sachs & Co.

Gabriela Bis
(212) 902-46131 gabriela.bis@gs.comGoldman, Sachs & Co.

TheGoldman Sachs Group, Inc.

The Goldman Sachs Group, Inc. does and seeks to do business with
companies covered in its research reports. As a result, investors should
be aware that the firm may have a conflict of interest that could affect
the objectivity of this report. Investors should consider this report as
only a single factor in making their investment decision. For Reg AC
certification, see the end of the text. Other important disclosures follow
the Reg AC certification, or go to www.gs.com/research/hedge.html.
Analysts employed by non-US affiliates are not registered/qualified as
research analysts with FINRA in the U.S.
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American Water Works Co., Inc.: Summary financials
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New developments reflected in our forecasts

American Water Works Co., Inc. (AWK)

Approved rate cases:
During 302009, American Water received approval for additional annualized revenues in
the following states:

• Michigan rate case: awarded 100% of filed amount

Awarded annualized revenues of $0.2 million; requested $0.2 million

ROE: awarded 10.5%; requested 10.5%

Rates effective July 1, 2009

• Maryland rate case: awarded 77.1% of filed amount

Awarded annualized revenues of $0.6 million; requested $0.8 million

ROE: awarded 10.75%; requested 11.75%

Rates effective September 10, 2009

Since September 30,2009, American Water has received approval for additional
annualized revenues in the following states:

• Iowa rate case: awarded 64.5% of filed amou nt

Awarded annualized revenues of $6.1 million on October 8, 2009; requested $9.4
million

Interim rates of $6.8 million were put in place on July 27,2009; Customers will
receive refunds with interest due to interim rates being higher than final rates
granted

ROE: awarded 10.5%; requested 12.2%

Rates effective November 3,2009

• Pennsylvania rate case: awarded 53% of filed amount

Awarded annualized revenues of $30.8 million; requested $58.1 million

ROE: awarded 10.8%; requested 12.2%

Effective November 6, 2009

In addition, American Water finalized annualized revenues of $22 million in distribution
system improvement charges (DSIC) or infrastructure charges in the first nine months of
2009, with $6.9 million awarded in 302009. Since September 30,2009, the company was
granted additional DSIC of $4.6mn. Our model assumes that DSIC will contribute
approximately 1% to revenue growth going forward.

Pending rate cases:
Since June 30, 2009, American Water has filed rate cases for additional annualized revenue
increases of approximately $70 million:

• Arizona: filed for $20.6 million in annualized revenues and 12.25% ROE

- Filed JUly 2, 2009; rate case could take up to 2 years (mid 2011)

• New Mexico: filed for $0.7 million in annualized revenues and 12.25% ROE

- Filed August 21, 2009; award expected mid 2010

• Missouri: filed for $48.7 million in annualized revenues and 11.6% ROE

Filed October 30, 2009; award expected October 2010

Goldman Sachs Global Investment Research 3
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Exhibit 1: American Water rate case requests from 2006 to present
$ millions

StatQ DatQ FilQd
Amount

FilQd
Amount
Granted % ROE

FilQd
ROE Expected

Granted Grant Date
Status

IG,.rtef.;t1· .•ii i ..............i ... • i ...... .... i ............
Ohio 3/1/06 $5.1 $3.4 66.7% 11.0% 10.0% 3/1/07 Completed
New Jersey 3/31/06 99.0 56.2 56.8% 11.2% 10.0% 4/1/07 Comoleted
New Mexico 5/30106 1.3 1.3 100.0% 10.0% 9.7% 5/1/07 Comoleted
Arizona Anthem 6/16/06 7.0 4.3 61.4% 11.8% 8.8% 6/4/08 Comoleted
Arizona Sun City) 7/28/06 3.9 2.4 61.5% 11.8% 10.6% 4/1/08 Comoleted
Texas 10/16/06 $0.8 $0.7 87.5% 12.0% 12.0% 1/1/07 Comnleted
Tennessee 11/22/06 6.4 4.1 64.1% 11.0% 9.6% 5/23/07 Comoleted
Indiana 12/5/06 24.7 14.0 56.7% 11.5% 10.0% 12/1/07 Comoleted
Missouri 12/15/06 41.5 21.4 51.6% 11.3% 10.0% 11/1/07 Completed

Total Granted (2006)
Total Pendlnq (2006)

$189.7
$0.0

$107.8
$0.0

56.8%

yy yy ....: .. y.. y.'"'' ...... ............. ........
California '" 1/1/07 $16.4 $13.0 100.0% 11.5% 10.2% 6/1/08 Comoleted
Michiaan 1/8/07 0.2 0.2 100.0% 12.0% 10.0% 1/8/07 Comoleted
Marvland 3/29/07 0.6 0.6 100.0% 11.8% 10.5% 10/1/07 Comoleted
Pennsvlvania 4/27/07 59.2 36.0 60.8% 11.8% N/A 11/30/07 Comoleted
Arizona Sun City) 4/30/07 2.2 1.9 86.4% 11.8% 10.8% 6/1/08 Comoleted
Kentuckv 4/30/07 13.2 8.0 60.6% 11.4% 10.0% 12/1/07 Comoleted
Lona Island ** 5/1/07 9.6 6.6 68.8% 11.0% 9.5% 4/1/08 Comoleted
West Virainia 6/1/07 24.1 14.5 60.2% 11.3% 10.0% 3/28/08 Comoleted
Iowa 8/30/07 6.1 4.3 70.5% 11.3% 10.4% 2/1/08 Comoleted
Illinois 8/31/07 32.8 21.6 65.9% 11.3% 10.4% 8/8/08 Comoleted
Ohio 10/1/07 5.5 5.3 95.6% 11.3% 10.9% 11/13/08 Comoleted
Hawaii "'** 11/1/07 1.3 0.7 50.0% 10.6% 11/1/08 Pending

* California rate increase includes step increase of $2.0mn effective in 2009 and $2.5mn effective in 2010
** Long Is/and rate increase Includes step increase of $1.0mn in 2009 and $1.0mn in 2010
*** Hawaii temporary rate increase of $0. tmn put in place Oct. 2008 and will be subject to adjustment upon issuance of final oro

Total Granted (2007)
Total Pending (2007)

$169.9
$1.3

$112.0
$0.7

65.9%
50.0%

GeneraL Flled;;n 2008: :i:" ...... ................ :.... :.. ...... ............... ....
Michiaan 1/1/08 $0.2 $0.2 100.0% 10.0% 10.0% 1/1/08 Comoleted
New Jersev 1/14/08 125.0 72.1 57.7% 11.5% 10.3% 1217108 Completed
California Monterev Water 1/30/08 35.3 12.1 34.3% 11.5% 10.2% 5/11/09 Comoleted
California Monterev WW 1/30/08 1.8 1.7 94.4% 11.5% 10.2% 7/9/09 Comoleted
California Gen. Office 1/30/08 6.4 2.2 34.4% 11.5% 10.2% 5/11/09 Comoleted
Virainia 1/30/08 4.3 3.4 79.1% 11.3% 10.5% 11/1/08 Comoleted
Texas'" 2121/08 0.9 0.4 50.0% 12.0% 6/30/08 Pendln
Tennessee 3/14/08 7.6 1.7 21.6% 11.8% 10.2% 10/1/08 Comoleted
Missouri 3/31/08 49.8 34.5 69.3% 11.3% 10.0% 11/28/08 Comoleted
Penns Ivania - WW 4/28/08 2.7 1.9 70.4% 11.5% 10.6% 11/14/08 Completed
California ROE 5/1/08 2.8 0.1 3.6% 11.5% 10.2% 5/6/09 Comoleted
Arizona 5/1/08 20.0 10.0 50.0% 11.8% 9/1/09 Pendln
West Virainia 5/30/08 14.8 5.2 35.3% 11.8% 10.0% 3/26/09 Comoleted
New Mexico (Clovis) 6/30/08 2.2 1.4 61.8% 11.8% 10.3% 5/12/09 Comoleted
Kentucky 10/31/08 18.5 10.3 55.7% 11.5% 10.0% 6/1/09 Completed

* Texas temporary rate increase of $O.4mn put in place June 2008 and will be subject to adjustment upon issuance of final onie.

Total Granted (2008)
Total Pending (2008)

$271.4
$20.9

$146.7 54.1%
$10.4 50.0%

":.. .... ..... ...:.:..: ..." .... ..: ......... ......
California Sac LA Lark 1/23/09 $32.7 $16.4 50.0% 10.2% 1/1/10 Pendin
Penns Ivania 4/24/09 58.1 30.8 53.0% 12.0% 10.8% 11/6/09 Comnleted
Iowa 4/30/09 9.4 6.1 64.5% 12.2% 10.5% 11/3/09 Comoleted
Indiana 4130/09 46.9 23.5 50.0% 12.0% 5/1/10 Pendln
Marvland 4/30/09 0.8 0.6 77.1% 11.8% 10.8% 9/10/09 Completed
Ohio 5/7/09 8.8 4.4 50.0% 12.2% 211/10 Pendln
Illinois 5/29/09 58.6 29.3 50.0% 12.3% 5/1/10 Pendin
Michiaan 6/22/09 0.2 0.2 100.0% 10.5% 10.5% 7/1/09 Completed
Arizona 7/2109 20.6 10.3 50.0% 12.3% 7/1/10 Pendlnq
NQW MQxico Edaewood 8/21/09 0.7 0.3 50.0% 12.3% 7/1/10 Pendln
Missouri 10/30/09 48.7 24.4 50.0% 11.6% 10/1/10 Pending

Total Granted (2009)
Total Pending (2009)

Source: Company data, various State Public Utility Commission news releases, Goldman Sachs Research estimates.
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Exhibit 1 outlines American Water's rate case requests from 2006 to the present. Pending
rate cases could increase annualized revenues by up to $239.2 million. We have assumed
that American Water receives approximately 50% of the amount requested for each
pending rate case. For rate cases that have been concluded in 2009, the percentage has
been higher at closer to 55%-56%, but we believe it is prudent to assume a lower rate for
the next round of rate cases, as this is the second round of meaningful increases following
large increases only a year or two ago.

Key pending rate cases include:

• Arizona (filed in May 2008) for $20.0 million

• California (filed in January 2009) for $32.7 million

• Indiana (filed in April 2009) for $46.9 million

• Illinois (filed in May 2009) for $58.6 million

• Arizona (filed in July 2009) for $20.6 million

• Missouri (filed in October 2009) for $48.7 million

Tuck-in acquisitions
We expect tuck-in acquisition activity to pick up, particularly given the increasing economic
pressure on municipalities to bridge their budget shortfalls. Since June 30, 2009,
American Water has completed five small tuck-in acquisitions. We forecast tuck-in
acquisitions will add 1% to top-line growth over the next several years.

• Pennsylvania (Clearfield, Centre, Washington)

Clearfield (purchased assets of Wallaceton Municipal Authority)

Centre (purchased assets of Boggs Township Municipal Authority)

Washington (purchased assets of Amwell Township Water Authority)

Acquired 2 of the water systems in September 2009 and 1 water system on October
1,2009

Total combined purchase price: $0.935 million ($0.65 million recognized in 302009)

200 water customers (population of 600)

• Indiana (Waveland Water Utility)

Approved by Indiana PUC on September 23, 2009; acquired on October 26, 2009

Purchase price: $0.68 million

213 customers (population of 500)

• Pennsylvania (Saxonburg Area Authority water system in Butler County)

Effective Oct 28, 2009)

Purchase price: $6 million

1,200 customers (population of 3,600)

Newly acquired system serves Saxonburg Borough and portions of Jefferson and

Clinton townships

• Trenton update:

On April 3, 2009 the Board of Public Utilities approved the $75 million sale by
American Water of the City of Trenton assets.

However, the approval is pending the resolution of court proceedings initiated in
New Jersey Superior Court by Trenton residents seeking to require a referendum

for the asset sale.
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In May 2009, Trenton trial court ruled that a referendum is not required. Trenton
residents filed for reconsideration and on July 13, 2009, the court denied the
resident's motion.

An appeal was filed with the New Jersey Superior Court Appellate Court and oral
arguments were held in October 2009.

The Appellate Court ruling is still pending and the company did not provide
additional color on expected timing for closure.

Given the regulatory hurdles, Goldman Sachs Research estimates that the
acquisition will close in the 1H 2010.

Non-regulated operation & maintenance (O&M) contracts:
American Water announced on October 1, 2009 that its Military Services Group was
awarded contracts for O&M of the water and wastewater systems at Fort Belvoir, Virginia
and Fort Meade, Maryland.

Fort Belvoir, Virginia: estimated c.$288 million of additional revenues over 50 year

period (c.$5.76 million/year or c.$1.44 million/quarter)

Fort Meade, Maryland: estimated c.$650 million of additional revenues over 50
year period (c.$13 million/year or c.$3.25 million/quarter)

Subject to price re-determination

We expect to see the full impact to non-regulated revenues from these contracts in the
second half of 2010, as we believe it will take several months for the project to fully ramp.

Goldman Sachs forecasts non-regulated revenues to increase 4.5% in 2010, 2011 and 2012.

Capitalization:
American Water had net debt of $5,344.8 million as of September 30, 2009, total debt of
$5,352.6 million and cash of $7.9 million.

• Secondary Equity Offering (announced August 11, 2009)

RWE reduced its stake in American Water to 23.54%. We expect RWE will try to sell
its remaining stake by April 2010, when certain regulatory approvals expire.

RWE sold 35 million shares of common stock (upsized by 5mn shares) priced at
$19.25 on August 13, 2009.

The underwriters exercised the overallotment of 5.25 million shares from selling
shareholder RWE on August 18,2009.

No primary shares were sold during this offering

• $26 million Tax-Exempt Debt Offering (closed September 10, 2009)

Water facility revenue bonds issued by Owen County in Kentucky

5.625% coupon with a 30-year maturity and 10-year call option

Proceeds used to pay short term debt related to construction of a water treatment
and transmission facility located in Owen County, Kentucky as well as to pay a
portion of the remaining costs of acquisition, construction, installation and
equipping of the water treatment and transmission facility.

• $28.5 million Tax-Exempt Debt Offering (closed October 1, 2009)

Water facility revenue bonds issued by Illinois Finance Authority

5.25% coupon with a 30-year maturity and 1O-year call option
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Proceeds used to pay short term debt related to construction of a water treatment
and transmission facility consisting of supply mains, distribution mains, service
lines, meters and miscellaneous equipment in Champaign County, Illinois and
certain other Illinois American Water service.

• $134.2 million Tax-Exempt Debt Offering (closed October 20, 2009)

Water facility revenue bonds issued by New Jersey

5.70% coupon with a 30-year maturity

• $10.5 million Tax-Exempt Debt Offering (closed October 20, 2009)

Water facility revenue bonds issued by New Jersey

5.0% coupon with a 30-year maturity

Details on our model chances

Exhibit 2 summarizes the key differences between our 3Q estimates and the results
reported by American Water.

Exhibit 2: American Water 3Q2009 actuals versus expected
$ millions, except per-share data

3Q09A 3Q09E % Chg 3Q08A % Chg 2Q09A O/OChg

Operating Revenues 680.0 700.3 -2.9% 672.2 1.2% 612.7 11.0%
YIYGrowth 1.2% 4.2% - 303 bps 6.2% - 502 bps 4.0% - 281 bps

Operating and maintenance (340.9) (360.8) ~5.5% (342.2) -0.4% (330.6) 3.1%
Depreciation and amortization (74.9) (75.0) -0.1% (68.4) 9.5% (73.2) 2.2%
General taxes (50.6) (56.0) -9.6% (49.4) 2.5% (51.7) -2.1%

% of revenues 7.4% 8.0% - 56 bps 7.3% + 10 bps 8.4% - 99 bps
Gain (loss) on sale of assets 0.8 0.0 (0.5) -271.6% (0.0) -7940.0%
Operating Profit 214.4 208.5 2.8% 211.8 1.3% 157.2 36.4%

Operating Margin 31.5% 29.8% + 176 bps 31.5% + 3 bps 25.7% + 588 bps
Interest, net (76.3) (78.8) -3.3% (74.3) 2.7% (75.2) 1.4%
AFUDC 4.0 5.0 -20.7% 7.4 -46.5% 5.6 -28.8%
Other inc/exp (0.3) 2.5 -112.4% 0.8 -137.5% (1.4) -78.0%
Pretax Income 141.8 137.1 3.4% 145.7 ~2.7% 86.1 64.6%

Provision for Income Taxes (50.2) (54.2) -7.4% (57.5) ~12.8% (34.1) 47.0%
Tax Rate 35.4% 39.5% ~ 412 bps 39.5% - 412 bps 39.6% ~ 426 bps

Net Income, Continuing Ops 91.6 83.0 10.4% 88.2 3.9% 52.0 76.3%
Preferred Dividend 0.0 0.0 0.0 0.0

Non-recurnnq.Dfscontnued Ops 0.0 0.0 0.0 0.0
Extraordinary Items 0.0 0.0 0.0 0.0
Net Income 91.6 83.0 10.4% 88.2 3.9% 52.0 76.3%

Shares Outstanding ~ Basic 174.6 160.0 9.1% 159.9 9.2% 163.2 7.0%
Shares Outstanding ~ Diluted 174.7 160.0 9.2% 160.0 9.2% 163.3 7.0%

Shares Outstanding - Basic (EOP) 174.6 174.6 0,0% 160.0 9.1% 174.6 0.0%
Shares Outstanding - Diluted (EOP) 174.8 174.6 0.1% 160.0 9.3% 174.6 0.1%

EPS - Continuing Ops- Basic 0.52 0.52 1.2% 0.55 ~4.8% 0.32 64.8%
EPS ~ Continuing Ops- Diluted 0.52 0.52 1.2% 0.55 ~4.8% 0.32 64.8%

YIY EPS Growth (diluted) -4.8% -5.9% + 109 bps 10.9% -1,570 bps 11.9% -1,674 bps
EPS ~ Net Income- Basic 0.52 0.52 1.2% 0.55 -4.8% 0.32 64.8%
EPS· Net Income- Diluted 0.52 0.52 1.2% 0.55 ~4.8% 0.32 64.8%

EBITDA 289.3 283.4 2.1% 280.1 3.3% 230.4 25.5%
YIYGrowth 3.3% 1.2% + 208 bps 8.4% - 514 bps 9.7% - 649 bps
EBITDA Margin 42.5% 40.5% + 207 bps 41.7% + 87 bps 37.6% + 493 bps

MARGIN ANALYSIS'
O&M as a % of Revenue 50.1% 51.5% - 140 bps 50.9% ~ 78 bps 54.0% - 382 bps
EBITDA 42.5% 40.5% + 207 bps 41.7% + 87 bps 37.6% + 493 bps
EBIT 31.5% 29.8% + 176 bps 31.5% + 3 bps 25.7% + 588 bps
Pretax 20.9% 19.6% + 127 bps 21.7% - 82 bps 14.1% + 680 bps
Net-Ocntlnulnq Operations 13.5% 11.8% + 163 bps 13.1% + 36 bps 8.5% + 499 bps
Net Income 13.5% 11.8% +163bos 13.1% + 36 bps 8.5% + 499 bps

YOYGROWTH
Revenue 1.2% 4.2% ·303 bps
EBIT 1.3% ~1.5% + 280 bps
EBITDA 3.3% 1.2% + 208 bps
D&A 9.5% 9.6% -14 bps
Pretax Income -2.7% ~5.9% + 320 bps
Net Income 3.9% -5.9% + 983 bps
EPS -4.8% ~5,9% + 109 bps

Source: Company filings, Goldman Sachs Research estimates.
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American Water financial model

Exhibit 3: American Water annual income statement, 2006-2012E
$ millions, except per-share data

INCOME STATEMENT 2006A 2007A 2008A 2009E 2010E 2011E 2012E

Operating Revenues 2,093.1 2,214.2 2,336.9 2,435.9 2,660.9 2,824.9 2,973.3
YIYGrowth -2.0% 5.8% 5.5% 4.2% 9.2% 6.2% 5.3%

Operation and maintenance (1,174.5) (1,246.5) (1,303.8) (1,313.0) (1,381.4) (1,429.4) (1,478.9)
Depreciation and amortization (259.2) (267.3) (271.3) (293.7) (318.5) (347.0) (375.5)
General taxes (185.1) (183.3) (199.1) (202.3) (212.9) (226.0) (237.9)

% of revenues 8.8% 8.3% 8.5% 8.3% 8.0% 8.0% 8.0%
Gain (loss) on sale of assets (0.1) 7.3 0.4 1.0 0.0 0.0 0.0
Operating Profit 474.2 524.5 563.1 627.9 748.2 822.5 881.0

Operating Margin 22.7% 23.7% 24.1% 25.8% 28.1% 29.1% 29.6%
Interest, net (371.0) (288.0) (291.1) (305.8) (338.8) (355.0) (366.5)
AFUDC 8.6 11.2 22.7 19.7 20.0 20.0 20.0
Other inc/exp 0.9 6.2 4.7 0.9 6.0 6.0 6.0
Pretax Income 112.7 253.8 299.4 342.8 435.4 493.5 540.5

Provision for Income Taxes (51.1) (94.5) (123.4) (132.1) (174.2) (197.4) (216.2)
Tax Rate 45.3% 37.2% 41.2% 38.6% 40.0% 40.0% 40.0%

Net Income, Continuing Ops 61.7 159.3 176.1 210.6 261.3 296.1 324.3
Preferred Dividend 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Non-recurring/Discontinued Ops (6.4) (0.6) 0.0 0.0 0.0 0.0 0.0
Extraordinary Items (217.5) (501.5) (738.5) (443.0) 0.0 0.0 0.0
Net Income - Reported (162.2) (342.8) (562.4) (232.4) 261.3 296.1 324.3

Shares Outstanding - Basic (Avg) 160.0 160.0 160.0 168.1 181.8 187.7 196.6
Shares Outstanding - Diluted (Avg) 160.0 160.0 160.0 168.2 182.1 190.1 197.4

Shares Outstanding - Basic (EOP) 160.0 160.0 160.0 174.6 182.6 192.8 200.4
Shares Outstanding - Diluted (EOP) 160.0 160.0 160.0 174.6 186.8 193.4 201.3

EPS - Continuing Ops , Basic 0.39 1.00 1.10 1.25 1.44 1.58 1.65
EPS - Continuing Ops - Diluted 0.39 1.00 1.10 1.25 1.44 1.56 1.64

YIY EPS Growth (diluted) -40.1% 158.4% 10.6% 13.8% 14.6% 8.5% 5.5%
EPS - Net Income - Reported - Basic -1.01 -2.14 -3.52 -1.38 1.44 1.58 1.65
EPS - Net Income - Reported - Diluted -1.01 -2.14 -3.52 -1.38 1.44 1.56 1.64

EBITDA 733.4 791.8 834.4 921.6 1,066.7 1,169.5 1,256.5
YIYGrowth -3.3% 8.0% 5.4% 10.5% 15.7% 9.6% 7.4%
EBITDA Margin 35.0% 35.8% 35.7% 37.8% 40.1% 41.4% 42.3%

MARGIN ANALYSIS'
O&M as a % of Revenue 56.1% 56.3% 55.8% 53.9% 51.9% 50.6% 49.7%
EBITDA as % of Revenue 35.0% 35.8% 35.7% 37.8% 40.1% 41.4% 42.3%
EBIT as % of Revenue 22.7% 23.7% 24.1% 25.8% 28.1% 29.1% 29.6%
Pretax as % of Revenue 5.4% 11.5% 12.8% 14.1% 16.4% 17.5% 18.2%
Net Income - Cont Ops as % of Revenue 2.9% 7.2% 7.5% 8.6% 9.8% 10.5% 10.9%
Net Income - Reoorted as % of Revenue -7.8% -15.5% -24.1% -9.5% 9.8% 10.5% 10.9%

YOYGROWTH
Revenue -2.0% 5.8% 5.5% 4.2% 9.2% 6.2% 5.3%
EBIT -4.6% 10.6% 7.4% 11.5% 19.2% 9.9% 7.1%
EBITDA -3.3% 8.0% 5.4% 10.5% 15.7% 9.6% 7.4%
D&A -0.8% 3.1% 1.5% 8.3% 8.4% 8.9% 8.2%
Pretax Income -30.1% 125.1% 18.0% 14.5% 27.0% 13.3% 9.5%
Net Income - Cont Ops -40.1% 158.4% 10.5% 19.6% 24.0% 13.3% 9.5%
EPS -40.1% 158.4% 10.6% 13.8% 14.6% 8.5% 5.5%

Source: Company filings, Goldman Sachs Research estimates.
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Exhibit 4: American Water balance sheet and cash flow statements, 2006-2012E
$ millions

BALANCE SHEET 200GA 2007A 200SA 2009E 2010E 2011E 2012E
Cash and cash equivalents 29.8 13.5 9.5 7.8 7.8 7.8 7.8
Restricted funds 2.1 3.3 0.5 38.9 38.9 38.9 38.9
Utility customers accounts receivable 130.5 126.7 130.6 136.5 149.4 162.5 171.1
Unbilled utility revenues 123.2 134.3 134.2 140.0 153.2 166.7 175.4
Materials and supplies 23.0 27.5 28.9 32.3 34.3 31.3 32.4
Other receivables, net 54.5 89.7 68.9 71.5 78.3 85.1 89.6
Other current assets 36.6 35.5 45.1 69.0 69.0 69.0 69.0
Assets of Disc. Ops. 12.8 0.0 0.0 0.0 0.0 0.0 0.0

Total Current Assets 412.4 430.4 417.7 495.9 530.9 561.4 584.3

Utility plant, net 8,605.3 9,199.9 9,991.8 10,540.0 11,206.6 11,714.6 12,194.1
Nonutility property, net 115.2 118.1 132.1 144.4 144.4 144.4 144.4

Net Property Plant & Equipment 8,720.6 9,318.0 10,123.9 10,684.4 11,351.0 11,859.0 12,338.5
Regulatory Assets 587.2 661.0 919.7 956.3 956.3 956.3 956.3
Restricted Funds 17.2 10.3 10.6 35.9 35.9 35.9 35.9
Goodwill & Other Intangibles 2,962.5 2,457.0 1,699.5 1,250.1 1,250.1 1,250.1 1,250.1
Investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Assets 83.2 74.8 60.4 59.8 79.8 99.8 119.8
Total Assets 12.783.1 12.951.3 13.231.8 13482.5 14204.0 14.762.5 15.284.9

Short-term Debt 1,007.1 317.0 654.8 130.9 130.9 130.9 130.9
Accounts payable 140.7 168.9 149.8 125.5 133.3 137.1 141.8
Accrued liabilities 62.9 106.9 106.1 165.3 165.3 165.3 165.3
Other current liabilities 150.5 181.8 194.0 185.2 185.2 185.2 185.2
Liabilities of Disc. Ops 2.5 0.0 0.0 0.0 0.0 0.0 0.0
Total Current Liabilities 1,363.7 774.5 1,104.8 606.8 614.7 618.4 623.2

Long-term debt 4,870.9 4,699.1 4,648.2 5,350.3 5,685.6 5,854.0 6,018.0
Advances for construction 615.7 655.4 622.2 633.8 633.8 633.8 633.8
Deferred income taxes 583.4 638.9 705.6 811.8 811.8 811.8 811.8
Deferred investment tax credits 36.5 35.4 34.0 32.8 32.8 32.8 32.8
Regulatory liability-cost of removal 166.9 266.7 307.3 317.9 317.9 317.9 317.9
Accrued pension expense 314.6 290.7 502.1 490.8 490.8 490.8 490.8
Accrued postretirement benefit expense 144.9 158.5 241.2 235.2 235.2 235.2 235.2
Other long term liabilities 110.4 67.1 48.5 47.4 47.4 47.4 47.4
Contributions in Aid of Construction 754.2 818.4 911.4 963.3 988.3 1013.3 1,038.3
Total Liabilities 8,961.1 8,404.7 9,125.3 9,490.3 9,858.4 10055.6 10,249.4

Preferred Equity 4.6 4.6 4.6 4.6 4.6 4.6 4.6
Shareholder's Equity 3,817.4 4,542.0 4,102.0 3,987.6 4,341.0 4,702.4 5,030.9

Total Liabilities & Equity 12783.1 12951.3 13231.8 13482.5 14204.0 14762.5 15284.9

CASH FLOW STATEMENT 2006A 2007A 2008A 2009E 2010E 2011E 2012E
Sources:

EBITDA 733.4 791.8 834.4 921.6 1,066.7 1,169.5 1,256.5
Interest Income 0.4 1.9 0.1 0.1 0.1 0.1 0.1

Total Sources 733.7 793.7 834.5 921.7 1,066.8 1,169.6 1,256.6

Uses:
Interest Expense Paid (371.4) (289.9) (291.2) (305.9) (338.9) (355.1) (366.7)
Book Taxes (51.1) (94.5) (123.4) (132.1) (174.2) (197.4) (216.2)
Other Non-Operating Expenses 109.1 47.7 126.7 137.6 6.0 6.0 6.0
Change in Current Accounts (ex taxes) (96.6) 16.8 5.5 (14.2) (27.1) (26.7) (18.1)
Capital Expenditures (682.9) (750.8) (1,008.8) (815.0) (875.0) (825.0) (825.0)

% of total revenues 32.6% 33.9% 43.2% 33.5% 32.9% 29.2% 27.7%
Total Uses (1,092.9) (1,070.8) (1,291.1) (1,129.6) (1,409.2) (1,398.2) (1,420.0)

Free Cash Flow (359.1) (277.1) (456.6) (207.9) (342.4) (228.7) (163.3)
y/ygrowth 1213.1% -22.8% 64.8% -54.5% 64.7% -33.2% -28.6%

Net Investments (26.2) 10.4 (12.3) 67.3 0.0 0.0 0.0
Acquisitions (12.5) (15.9) (12.5) (7.6) (110.0) (30.0) (30.0)
Dividends 0.0 0.0 (641) (137.3) (157.9) (174.4) (190.4)
Discontinued Operations 30.2 9.7 0.0 0.0 0.0 0.0 0.0
Translation Adjustments 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Cali;h:,Flci\libllfcireFihliltlcihQ (367.7) (272.9) (545.6) (285;5) (610.3) (433.1) (383;8)
Contributions in aid of construction 47.4 35.8 3.1 15.0 25.0 25.0 25.0
Net new Debt 285.5 1,004.0 292.9 25.1 335.3 168.4 164.1
Net New Equity (0.5) (783.3) 245.6 243.7 250.0 239.7 194.7

Net Change in Cash (35.3) (16.3) (3.9) (17) 0.0 (0.0) (0.0)
Beginning Cash 65.1 29.8 13.5 9.5 7.8 7.8 7.8

Ending Cash 29.8 13.5 9.5 7.8 7.8 7.8 7.8

Source: Company filings, Goldman Sachs Research estimates.
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I, Maria Karahalis, CFA, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject company
or companies and its or their securities. I also certify that no part of my compensation was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed in this report.
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The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and
market. The four key attributes depicted are: growth, returns, multiple and volatility. Growth, returns and multiple are indexed based on composites
of several methodologies to determine the stocks percentile ranking within the region's coverage universe.

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows:

Growth is a composite of next year's estimate over current year's estimate, e.g. EPS,EBITDA, Revenue. Return is a year one prospective aggregate
of various return on capital measures, e.q. CROCI,ROACE, and ROE.Multiple is a composite of one-year forward valuation ratios, e.g. PIE, dividend
yield, EV/FCF,EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month volatility adjusted for dividends.

Quantum

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for
in-depth analysis of a single company, or to make comparisons between companies indifferent sectors and markets.

Disclosures
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Goldman Sachs has received compensation for investment banking services in the past 12 months: American WaterWorks Co., Inc. ($19.91)

Goldman Sachs expects to receive or intends to seek compensation for investment banking services in the next 3 months: American Water Works
ce.. Inc. ($19.91)
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Goldman Sachs had a non-securities services client relationship during the past 12 months with: American Water Works Co., Inc. ($19.91)
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Goldman Sachs is a specialist in the relevant securities and will at any given time have an inventory position, "long" or "short," and may be on the
opposite side of orders executed on the relevant exchange: American Water Works Co., Inc. ($19.91)

Distribution of ratings/investment banking relationships

Goldman Sachs Investment Research global coverage universe

Rating Distribution Investment Banking Relationships

Buy Hold Sell Buy Hold Sell

Global 30% I 53% I 17% 51% I 52% I 43%
As of October 1, 2009, Goldman Sachs Global Investment Research had investment ratings on 2,674 equity securities. Goldman Sachs assigns
stocks as Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold
and Sell for the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions'
below.
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Price target and rating history chart(s)
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COMPANY UPDATE

American Water Works Co., Inc. (AWK)
Neutral

In-line 4009 results; higher opex offset by lower taxes

What's changed

American Water reported fourth quarter EPS of $0.21, in line with our
forecast. EBITDA came in at $215 million, just below our $218 million
estimate. Revenue was 0.8% above our forecast but operating expenses
were 3.5% higher. The lower EBITDA relative to our forecast was offset by
lower taxes and slightly lower interest expense to arrive at EPS in line with
our forecast. The company's equity ratio declined to 42% at the end of
2009. We assume that this ratio will need to steadily increase to 45% by
2012.

Implications

We are updating our estimates to reflect additional rate case awards,
higher O&M expenses, the acquisition of EMC and debt financing
completed during the fourth quarter. Our 2010/2011/2012 EPS estimates
move to $1.401$1.55/$1.64 from $1.44/$1.56/$1.64. Our $1.40 estimate for
2010 compares with management's recently issued guidance of $1.30
$1.40. Management did not provide any context for revenue growth or
margin improvement embedded in this guidance.

Valuation

We maintain our Neutral rating. Our 12-month price target moves to $23.00
from $21.50 after eliminating the share overhang associated with RWE. Our
price target is based on a combination of relative valuation metrics (both PIE
and EV/EBITDAj, as well as a dividend discount model (5% dividend growth
and 8.5% cost of equity from 9.0% previously).

Key risks

Upside risks to our view and price target include faster-than-expected
recovery through rates, lower O&M expenses, and stronger free cash flow
generation that reduces the need to issue new equity. Downside risks
include regulatory decisions and regulatory lag that limit ROE expansion
andv financing risk associated with funding the large capital investment

program.

INVESTMENT LIST MEMBERSHIP
Neutral

Coverage View: Neutral
United States:
Water

Maria Karahalis, CFA
(212) 902-6737 I maria.karahalis@gs.com Goldman Sachs & Co.

Gabriela Sis
(212)902-45131 gabriela.bis@gs.comGoldman Sachs & Co.

The Goldman Sachs Group, Inc.

The Goldman Sachs Group, Inc. does and seeks to do business with
companies covered in its research reports. As a result. investors should
be aware that the firm may have a conflict of interest that could affect
the objectivity of this report. Investors should consider this report as
only a single factor in making their investment decision. For Reg AC
certification, see the end of the text. Other important disclosures follow
the Reg AC certification, or go to www.gs.com/research/hedge.html.
Analysts employed by non-US affiliates are not registered/qualified as
research analysts with FINRA in the U.S.
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American Water Works Co., Inc.: Summary financials
--------
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New developments reflected in our forecast

American Water Works Co., Inc. (AWK)

Approved rate cases
During 402009, American Water received approval for additional annualized revenues in

the following states.

• Iowa rate case: awarded 64.5% of filed amount

Awarded annualized revenues of $6.1 million on October 8, 2009; requested $9.4
million

Interim rates of $6.8 million were put in place on July 27, 2009; Customers will
receive refunds with interest due to interim rates being higher than final rates

granted

ROE: awarded 10.5%; requested 12.2%

Rates effective November 3, 2009

• Pennsylvania rate case: awarded 53.0% of filed amount

Awarded annualized revenues of $30.8 million; requested $58.1 million

ROE: awarded 10.8%; requested 12.2%

Effective November 6, 2009

• Texas rate case: awarded 56.2% of filed amount

Awarded annualized revenues of $0.5 million; requested $0.9 million

ROE: awarded 12.0%; requested 12.0%

Effective November 30,2009

• Arizona rate case: awarded 40.1% of filed amount

Awarded annualized revenues of $8.0 million effective December 1, 2009; requested
$20.0 million

ROE: awarded 9.9%; requested 11.8%

In addition, American Water finalized annualized revenues of $26.6 million in distribution
system improvement charges (DSIC) or infrastructure charges in 2009, with $4.6 million
awarded in 402009. Our model assumes that DSIC will contribute approximately 1% to
revenue growth going forward.

Pending rate cases
Since September 30, 2009, American Water has filed rate cases for additional annualized
revenue increases of approximately $75 million.

• Missouri: filed for $48.7 million in annualized revenues and 11.6% ROE

- Filed October 30,2009; award expected October 2010

• Virginia: filed for $0.6 million in annualized revenues and 10.5% ROE

- Filed December 7,2009; award expected December 2010

• Kentucky: filed for $25.8 million in annualized revenues and 11.5% ROE

- Filed February 26, 2010; award expected October 2010

In February 2010, West Virginia American Water filed a petition with the Public Service
Commission (PSC) seeking approval for the implementation of a DSIC program in the state.
This would help reduce regulatory lag by allowing immediate rate increases (capped at
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7.5% of revenues) for infrastructure improvements completed between official rate cases,
The PSC has scheduled meetings in August 2010 to begin the hearing process.

Exhibit 1 outlines American Water's rate case requests from 2006 to the present. Pending
rate cases could increase annualized revenues by up to $244.7 million. We have assumed
that American Water receives approximately 50% of the amount requested for each
pending rate case. For rate cases that have been concluded in 2009, the percentage has
been slightly lower at around 46% (on a weighted average basis - total annualized
revenues requested/total annualized revenues awarded).

Key pending rate cases include the following.

• California (filed in January 2009) for $32.7 million

• Indiana (filed in April 2009) for $46.9 million

• Illinois (filed in May 2009) for $58.6 million

• Arizona (filed in July 2009) for $20.6 million

• Missouri (filed in October 2009) for $48.7 million

• Kentucky (filed in February 2010) for $25.8 million
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Exhibit 1: American Water rate case requests from 2006 to present
$ millions

State Date Filed
Amount

Filed
Amount
Granted

ROE
Filed

ROE Expected
Granted Grant Date

Status

IGeneral xp:p» >P>:··FFU·'>. :uU: xuu F-/>
Ohio 3/1/06 $5.1 $3.4 66.7% 11.0% 10.0% 3/1/07 Comoleted
New Jersev 3/31/06 99.0 56.2 56,8% 11.2% 10.0% 4/1/07 Completed
New Mexico 5/30106 1,3 1.3 100,0% 10.0% 9,7% 5/1/07 ComDieted
Arizona Anthem 6/16/06 7.0 4.3 61.4% 11.8% 8.8% 6/4/08 ComDieted
Arizona Sun Citv) 7/28/06 3.9 2.4 61,5% 11.8% 10.6% 4/1/08 ComDieted
Texas 10/16/06 $0.8 $0.7 87.5% 12.0% 12.0% 1/1/07 Cornoleted
Tennessee 11/22/06 6.4 4.1 64.1% 11.0% 9.6% 5/23107 Cornoleted
Indiana 12/5/06 24.7 14.0 56.7% 11.5% 10.0% 12/1/07 Comnleted
Missouri 12/15/06 41.5 21.4 51.6% 11-.3% 10.0% 11/1107 Completed

Total Granted (2006)
Total Pending (2006)

$189.7
$0.0

$107.8
$0.0

56.8%

". '" xu> . ,,·U. u' .>uP·· PU
California * 1/1/07 $16.4 $13.0 100.0% 11.5% 10.2% 6/1/08 Completed
Michioan 1/8/07 0.2 0.2 100.0% 12,0% 10.0% 1/8107 Cornoleted
Marvland 3/29/07 0.6 0.6 100.0% 11.8% 10.5% 10/1/07 Cornpleted
Pennsvlvania 4/27/07 59.2 36.0 60.8% 11.8% NIA 11/30107 Completed
Arizona Sun Citv) 4/30107 2.2 1.9 86.4% 11.8% 10.8% 6/1/08 ComDieted
Kentuckv 4/30107 13.2 8,0 60.6% 11.4% 10.0% 12/1/07 ComDieted
l.ono Island - 5/1/07 9.6 6.6 68.8% 11.0% 9,5% 4/1/08 Completed
West Viroinia 6/1/07 24.1 14,5 60,2% 11.3% 10,0% 3/28/08 Comcleted
Iowa 8/30107 6.1 4.3 70,5% 11.3% 10.4% 2/1/08 Completed
Illinois 8/31/07 32.8 21.6 65.9% 11.3% 10.4% 8/8/08 Completed
Ohio 1011/07 5,5 5.3 95.6% 11.3% 10.9% 11/13/08 ComDieted
Hawaii*1t:Jl 11/1/07 1.3 0.7 50.0% 10.6% 11/1/08 Pending

* California rate increase includes step increase of $2.0mn effective in 2009 and $2.5mn effective in 2010
- Long Island rate increase includes step increase of $1.0mn in 2009 and $1.0mn in 2010
*** Hawaii temporary rate increase of $0.tmn put in place Oct. 2008 and will be subject to adjustment upon issuance of final ora

$169.9
$1.3

$112.0 65.9%
$0.7 50.0%

,Filed x',,
1~ "" <" <'x

Michioan 1/1/08 $0.2 $0.2 100.0% 1/1/08 ComDieted
New Jerse 1/14/08 125.0 72.1 57.7% 11.5% 10.3% 12/7/08 Completed
California Monterev Water 1/30108 35.3 12.1 34.3% 11.5% 10.2% 5/11/09 ComDieted
California MonterevWW 1/30108 1.8 1,7 94.4% 11.5% 10.2% 7/9/09 ComDieted
California Gen. Office 1/30108 6.4 2.2 34.4% 11.5% 10.2% 5/11/09 Completed
Viroinia 1/30108 4.3 3.4 79.1% 11.3% 10,5% 11/1/08 Completed
Texas 2/21/08 0.9 0.5 56.2% 12.0% 12,0% 11/30109 ComDieted
Tennessee 3/14/08 7,6 1.7 21.6% 11.8% 10.2% 10/1/08 Completed
Missouri 3/31108 49,8 34.5 69.3% 11,3% 10.0% 11/28/08 ComDieted
Pennsvlvania - WW 4/28/08 2,7 1.9 70.4% 11.5% 10.6% 11/14/08 Completed
California ROE 511/08 2.8 0.1 3.6% 11.5% 10.2% 5/6/09 Completed
Arizona 5/1/08 20.0 8.0 40.1% 11.8% 9.9% 9/1/09 Comoleted
West Viroinia 5/30108 14.8 5.2 35.3% 11.8% 10.0% 3/26/09 Completed
New Mexicc Ciovis 6/30108 2.2 1.4 61.8% 11.8% 10.3% 5/12/09 Completed
Kentucky 10/31/08 18.5 10,3 55,7% 11.5% 10,0% 6/1/09 Completed

$292.3
$0.0

$155.2 53.1%
$0.0

'"U •"U. "". :". "."
California Sac LA, Lark 1/23/09 $32.7 $16.4 50.0% 10.2% 1/1/10 Pendin
Pennsvlvania 4/24/09 58.1 30.8 53.0% 12.0% 10.8% 11/6/09 Completed
Iowa 4130109 9.4 6,1 64.5% 12.2% 10.5% 11/3/09 Completed
Indiana 4/30/09 46.9 23.5 50.0% 12.0% 5/1/10 Pendin
Marvland 4/30109 0.8 0.6 77.1% 11.8% 10,8% 9/10109 Completed
Ohio 517109 8.8 4.4 50.0% 12.2% 2/1/10 Pendin
Illinois 5/29/09 58.6 29.3 50.0% 12.3% 5/1/10 Pendin
Michioan 6/22109 0.2 0.2 100.0% 10.5% 10.5% 7/1/09 Completed
Arizona 7/2109 20.6 10.3 50.0% 12.3% 7/1/10 Pendin
New Mexico Edoewood 8/21/09 0.7 0.3 50.0% 12.3% 7/1/10 Pendin
Missouri 10/30/09 48.7 24.4 50.0% 11.6% 10/1110 Pendin
Virginia 1217/09 0.6 0.3 50.0% 10.5% 12/1/10 Pending

Total Granted (2009)
Total Pending (2009)

$68.5
$217.6

$37.6
$108.8

54.9%
50.0%

Source: Company data, various State Public Utility Commission news releases, Goldman Sachs Research estimates.
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Tuck-in acquisition update
We expect tuck-in acquisition activity to pick up, particularly given the increasing economic
pressure on municipalities to bridge their budget shortfalls. Since September 30, 2009,
American Water has completed several small tuck-in acquisitions that are summarized
below. During 2009, American Water completed six small tuck-in acquisitions for a
combined purchase price of $7.8 million. We forecast tuck-in acquisitions will add
approximately 1% to top-line growth over the next several years. As these tuck-ins are
generally small in size, it would either take a large number of tuck-in acquisitions to impact
revenues in a more meaningful way or a series of mid-sized acquisitions which generally
take longer to complete.

• Pennsylvania (Clearfield, Centre, Washington)

Clearfield (purchased assets of Wallaceton Municipal Authority)

Centre (purchased assets of Boggs Township Municipal Authority)

Washington (purchased assets of Amwell Township Water Authority)

Acquired 2 of the water systems in September 2009 and 1 water system on October
1,2009

Total combined purchase price: $0.935 million ($0.65 million recognized in 3Q 2009)

200 water customers (population of 600)

• Indiana (Waveland Water Utility)

Approved by Indiana PUC on September 23, 2009; acquired on October 26, 2009

Purchase price: $0.68 million

213 customers (population of 500)

• Pennsylvania (Saxonburg Area Authority water system in Butler County)

Effective Oct 28, 2009

Purchase price: $6 million

1,200 customers (population of 3,600)

Newly acquired system serves Saxonburg Borough and portions of Jefferson and

Clinton townships

• West Virginia (Arbuckle Public Service District water system in Fayette County)

Acquired on December 16,2009

Purchase price: $0.06 million

500 residents

The Arbuckle water system will be incorporated into West Virginia American
Water's Fayette County service area which currently serves -27,000 customers.

• Pennsylvania (Nittany Water Company)

Acquired on February 3, 2010

Purchase price: $0.52 million

Population of 1,500

Trenton update
• On April 3,2009 the Board of Public Utilities approved the $75 million sale by

American Water of the City of Trenton assets.

• However, the approval is pending the resolution of court proceedings initiated in New
Jersey Superior Court by Trenton residents seeking to require a referendum for the

asset sale.
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• In May 2009, Trenton trial court ruled that a referendum is not required. Trenton
residents filed for reconsideration and on July 13, 2009, the court denied the resident's
motion.

• An appeal was filed with the New Jersey Superior Court Appellate Division and oral
arguments were held in October 2009.

• On December 19, 2009, the New Jersey Supreme Court Appellate panel published its
decision unanimously upholding a March 2009 trial court decision in favor of the City
of Trenton and New Jersey American Water.

• The New Jersey Supreme Court granted the petitioners' request for certification and
oral argument is scheduled for March 22,2010.

• American Water expects a decision within the next couple of months. If the ruling is
favorable, the company anticipates closing the acquisition within 30-60 days of the
resolution.

• Our model assumes that the acquisition will close in the third quarter of 2010, but if
the Supreme Court rules in favor ofthe petitioners, we would need to strip out the
Trenton acquisition from our forecast. We assume that Trenton contributes
approximately $25 million in incremental revenue to American Water in 2011.

Non-regulated business update

Environmental Management Corporation Acquisition
On December 14, 2009, American Water acquired Environmental Management Corporation
(EMC), a water and wastewater contract operator, from The Linde Group. EMC is estimated
to have contracts with about 55 industrial and municipal customers in the United States
and Canada. EMC revenues in 2008 were approximately $50 million. The acquisition will
be consolidated into American Water's non-regulated business, American Water
Enterprises. The acquisition price was not disclosed; however we estimate a transaction
price of approximately $10 million. American Water indicated that it paid approximately
$18.1 million for acquisitions during 2009 of which $7.8 million were tuck-ins. We assume
that the difference represents EMC.

We have incorporated EMC into American Water's non-regulated segment beginning in

2010. We assume that there is some client turnover during the integration of the two
businesses and therefore have assumed incremental revenues of approximately $40
million for 2010, instead of the $50 million reported for 2008. Our non-regulated revenue
assumption for the non-regulated business now implies revenue growth of 21% in 2010,
4.5% in 2011 and 4.5% in 2012. We have also assumed that the gross margin for EMC is
similar to the gross margin for American Water's non-regulated business.

Military Services Group Contracts - Fort Belvoir and Fort Meade
American Water announced on October 1, 2009 that its Military Services Group was
awarded contracts for O&M of the water and wastewater systems at Fort Belvoir, Virginia
and Fort Meade, Maryland.

• Fort Belvoir, Virginia: estimated $288 million of additional revenues over 50 year
period ($5.76 million/year or $1.44 million/quarter)

• Fort Meade, Maryland: estimated $650 million of additional revenues over 50 year
period ($13 million/year or $3.25 million/quarter)

• Subject to price re-determination
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We expect to see the full impact to non-regulated revenues from these contracts in the
second half of 2010, as we believe it will take several months for the project to fully ramp.

Capitalization:
American Water's equity ratio fell to 42.2% at the end of 2009 from 43.6% in 2008, largely
due to the large ($785 million) capital investment program which was principally funded
with debt financing. The company had net debt of $5,463.4 million as of December 31,
2009, total debt of $5,485.7 million and cash of $22.3 million.

We estimate the company will need to raise additional capital in future years in order to
fund the planned capital investment program of $800 million to $1 billion per year and to
restore its' equity ratio to a level closer to the target ratio of 45% - 50%. In our model, we
assume that the company funds its capex program with debt financing of $337 million in
2010, $168 million in 2011 and $164 million in 2012 and equity financing of $250 million in
2010, $238 million in 2011 and $192 million in 2012. This should allow American Water to
return to a 45% equity ratio by 2012. To reach 45% sooner or to bring the equity ratio
closer to 50% would require additional equity issuance.

Summary of Debt Financing Completed since September 30, 2009
• $28.5 million Tax-Exempt Debt Offering (closed October 1, 2009)

Water facility revenue bonds issued by Illinois Finance Authority

5.25% coupon with a 30-year maturity and 10-year call option

Proceeds used to pay short term debt related to construction of a water treatment
and transmission facility consisting of supply mains, distribution mains, service
lines, meters and miscellaneous equipment in Champaign County, Illinois and
certain other Illinois American Water service.

• $134.2 million Tax-Exempt Debt Offering (closed October 20, 2009)

Water facility revenue bonds issued by New Jersey

5.7% coupon with a 30-year maturity

Proceeds used to pay down short-tem debt

• $10.5 million Tax-Exempt Debt Offering (closed October 20, 2009)

Water facility revenue bonds issued by New Jersey

5.0% coupon with a 30-year maturity

Proceeds used to pay down short-tem debt

• $60.0 million Taxable Debt Offering (closed December 4, 2009)

The proceeds from the bond offering will be used to repay short-term debt related
to infrastructure upgrades in Illinois, Indiana, Tennessee, Long Island and
Maryland.

6.0% coupon with a 30-year maturity
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Details on our model changes
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Exhibit 2 summarizes the key differences between our 40 estimates and reported results.

Exhibit 2: American Water 4Q2009 actuals versus expected
$ millions, except per-share data

4Q09A 4Q09E %Chg 4Q08A %Chg 3Q09A %Chg

Operating Revenues 597.8 593.0 0.8% 568.6 5.2% 680.0 -12.1%
YIYGrowth 5.2% 4.3% + 85 bps 2.7% + 249 bps 1.2% + 400 bps

Operating and maintenance (338.5) (327.1) 3.5% (319.7) 5.9% (340.9) -0.7%
Depreciation and amortization (77.3) (76.8) 0.7% (71.7) 7.9% (74.9) 3.3%
General taxes (44.4) (47.4) -6.3% (48.1) -7.5% (50.6) -12.2%

% of revenues 7.4% 8.0% - 57 bps 8.5% -102 bps 7.4% -1 bps
Gain (loss) on sale of assets (0.2) 0.0 (0.0) 446.2% 0.8 -127.2%
Operating Profit 137.4 141.7 -3.0% 129.1 6.5% 214.4 -35.9%

Operating Margin 23.0% 23.9% -91 bps 22.7% + 28 bps 31.5% - 855 bps
Interest, net (78.2) (80.8) -3.2% (74.0) 5.8% (76.3) 2.6%
AFUDC 4.0 5.0 -20.7% 6.2 -36.4% 4.0 0.0%
Other inc/exp (0.2) 1.5 -112.5% 3.3 -105.7% (0.3) -39.7%
Pretax Income 62.9 67.3 -6.6% 64.6 -2.6% 141.8 -55.6%

Provisionfor Income Taxes (26.5) (30.3) -12.4% (28.2) -5.9% (50.2) -47.1%
Tax Rate 42.2% 45.0% - 281 bps 43.7% -147 bps 35.4% + 681 bps

Net Income, Continuing Ops 36.4 37.0 -1.8% 36.4 ~O.1% 91.6 -60.3%
Preferred Dividend 0.0 0.0 0.0 0.0

Non-recurring/Discontinued Ops 0.0 0.0 0.0 0.0
Extraordinary Items 0.0 0.0 0.0 0.0
Net Income 36.4 37.0 -1.8% 36.4 -0.1% 91.6 -60.3%

Shares Outstanding - Basic 174.6 174.6 0.0% 160.0 9.2% 174.6 0.0%
Shares Outstanding - Diluted 174.8 174.7 0.0% 160.0 9.2% 174.7 0.0%

Shares Outstanding - Basic (EOP) 174.6 174.6 0.0% 160.0 9.1% 174.6 0.0%
Shares Outstanding - Diluted (EOP) 174.8 174.6 0.1% 160.0 9.2% 174.7 0.0%

EPS - Continuing Ops- Basic 0.21 0.21 -1.8% 0.23 -8.5% 0.52 -60.3%
EPS - Gontinulng Ops- Diluted 0.21 0.21 -1.8% 0.23 -8.5% 0.52 -60.3%

YIY EPS Growth (diiuted) -8.5% -6.8% -171 bps 32.9% - 4,143 bps -4.8% - 372 bps
EPS - Net Income- Basic 0.21 0.21 -1.8% 0.23 -8.5% 0.52 -60.3%
EPS - Net Income- Diluted 0.21 0.21 -1.8% 0.23 -8.5% 0.52 -60.3%

EBITDA 214.7 218.4 -1.7% 200.7 7.0% 289.3 -25.8%
YIYGrowth 7.0% 8.8% -187 bps 14.2% - 721 bps 3.3% + 370 bps
EBiTDA Margin 35.9% 36.8% - 93 bps 35.3% + 61 bps 42.5% - 663 bps

MARGIN ANALYSIS'
O&M as a % of Revenue 56.6% 55.2% + 146 bps 56.2% + 38 bps 50.1% + 649 bps
EBITDA 35.9% 36.8% - 93 bps 35.3% + 61 bps 42.5% - 663 bps
EBIT 23.0% 23.9% -91 bps 22.7% + 28 bps 31.5% - 855 bps
Pretax 10.5% 11.4% - 83 bps 11.4% - 84 bps 20.9% -1.033 bps
Net-Continuing Operations 6.1% 6.2% -16 bps 6.4% - 32 bps 13.5% - 739 bps
Net Income 6.1% 6.2% -16 bps 6.4% - 32 bps 13.5% - 739 bps

YOYGROWTH
Revenue 5.2% 4.3% + 85 bps
EBIT 6.5% 9.8% - 333 bps
EBITDA 7.0% 8.8% -187 bps
D&A 7.9% 7.1% + 75 bps
PretaxIncome -2.6% 4.2% - 684 bps
Net Income -0.1% 1.7% -182 bps
EPS -8.5% -6.8% -171 bps

Source: Company data, Goldman Sachs Research estimates.
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American Water financial model

Exhibit 3: American Water annual income statement, 2006-2012E
$ millions, except per-share data

INCOME STATEMENT 2006A 2007A 200SA 2009A 2010E 2011E 2012E

Operating Revenues 2,093.1 2,214.2 2,336.9 2,440.7 2,685.9 2,868.9 3,026.0
YIY Growth -2.0% 5.8% 5.5% 4.4% 10.0% 6.8% 5.5%

Operation and maintenance (1,174.5) (1,246.5) (1,303.8) (1,324.4) (1,427.3) (1,477.1 ) (1,528.3)
Depreciation and amortization (259.2) (267.3) (271.3) (294.2) (318.5) (347.0) (375.5)
General taxes (185.1) (183.3) (199.1) (199.3) (214.9) (229.5) (242.1)

% of revenues 8.8% 8.3% 8.5% 8,2% 8.0% 8.0% 8.0%
Gain (loss) on sale of assets (0.1) 7.3 0.4 0.8 0.0 0.0 0.0
Operating Profit 474.2 524.5 583.1 823.8 725.1 815.3 880.1

Operating Margin 22.7% 23.7% 24.1% 25.6% 27.0% 28.4% 29.1%
Interest, net (371.0) (288.0) (291.1) (303.2) (332.7) (351.7) (364.1)
AFUDC 8.6 11.2 22.7 18.7 20.0 20.0 20.0
Other inc/exp 0.9 6.2 4.7 (0.8) 6.0 6.0 6.0
Pretax Income 112.7 253.8 299.4 338.3 418.4 489.6 542.0

Provision for Income Taxes (51.1) (94.5) (123.4) (128.4) (163.2) (190.9) (211.4)
Tax Rate 45.3% 37.2% 41.2% 37.9% 39.0% 39.0% 39.0%

Net Income, Continuing Ops 61.7 159.3 176.1 209.9 255.2 298.7 330.6
Preferred Dividend 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Non-recurringlDiscontinued Ops (6.4) (0.6) 0.0 0.0 0.0 0.0 0.0
Extraordinary Items (217.5) (501.5) (738.5) (443.0) 0.0 0.0 0.0
Net Income - Reported (162.2) (342.8) (562.4) (233.1) 255.2 298.7 330.6

Shares Outstanding - Basic (Avg) 160.0 160.0 160.0 168.2 182.1 191.5 200.2
Shares Outstandinq - Diluted (Avg) 160.0 160.0 160.0 168.2 182.3 192.1 201.0

Shares Outstanding - Basic (EOP) 160.0 160.0 160.0 174.6 186.6 196.4 204.0
Shares Outstanding - Diluted (EOP) 160.0 160.0 160.0 174.8 187.1 197.2 204.8

EPS - Continuing Ops - Basic 0.39 1.00 1.10 1.25 1.40 1.56 1.65
EPS - Continuing Ops • Diluted 0.39 1.00 1.10 1.25 1.40 1.55 1.64

YIY EPS Growth (diluted) -40.1% 158.4% 10.6% 13.4% 12.1% 11.1% 5.8%
EPS - Net Income - Reported - Basic -1.01 -2.14 -3.52 -1.39 1.40 1.56 1.65
EPS - Net Income - Reported - Diluted -1.01 -2.14 -3.52 -1.39 1.40 1.55 1.64

EBITDA 733.4 791.8 834.4 917.8 1,043.7 1,162.4 1,255.7
YIY Growth -3.3% 8.0% 5.4% 10.0% 13.7% 11.4% 8.0%
EBITDA Margin 35.0% 35.8% 35.7% 37.6% 38.9% 40.5% 41.5%

MARGIN ANALYSIS'
O&M as a % of Revenue 56.1% 56.3% 55.8% 54.3% 53.1% 51.5% 50.5%
EBITDA as % of Revenue 35.0% 35.8% 35.7% 37.6% 38.9% 40.5% 41.5%
EBIT as % of Revenue 22.7% 23.7% 24.1% 25.6% 27.0% 28.4% 29.1%
Pretax as % of Revenue 5.4% 11.5% 12.8% 13.9% 15.6% 17.1% 17.9%
Net Income - Cant Ops as % of Revenue 2.9% 7.2% 7.5% 8.6% 9.5% 10.4% 10.9%
Net Income - Reported as % of Revenue -7.8% -15.5% -24.1% -9.5% 9.5% 10.4% 10.9%

YOYGROWTH
Revenue _2.0% 5.8% 5.5% 4.4% 10.0% 6.8% 5.5%
EBIT -4.6% 10.6% 7.4% 10.7% 16.3% 12.4% 7.9%
EBITDA -3.3% 8.0% 5.4% 10.0% 13.7% 11.4% 8.0%
D&A -0.8% 3.1% 1.5% 8.5% 8.3% 8.9% 8.2%
Pretax Income -30.1% 125.1% 18.0% 13.0% 23.7% 17.0% 10.7%
Net Income - Cant Ops -40.1% 158.4% 10.5% 19.2% 21.6% 17.0% 10.7%
EPS -40.1% 158.4% 10.6% 13.4% 12.1% 11.1% 5.8%

Source: Company data, Goldman Sachs Research estimates.
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Exhibit 4: American Water balance sheet and cash flow statement, 2006-2012E
$ millions

BALANCE SHEET 2006A 2007A 200SA 2009A 2010E 2011E 2012E
Cash and cash equivalents 29.8 13.5 9.5 22.3 22.3 22.3 22.3
Restricted funds 2.1 3.3 0.5 41.0 41.0 41.0 41.0
Utility customers accounts receivable 130.5 126.7 130.6 130.4 153.2 165.1 174.1
Unbilled utility revenues 123.2 134.3 134.2 130.3 157.1 169.3 178.5
Materials and supplies 23.0 27.5 28.9 29.5 35.5 32.4 33.5
Other receivables, net 54.5 89.7 68.9 75.1 80.3 86.5 91.2
Other current assets 36.6 35.5 45.1 70.6 70.6 70.6 70.6
Assets of Disc. Ops, 12.8 0.0 0.0 0.0 0.0 0.0 0.0

Total Current Assets 412.4 430.4 417.7 499.1 560.0 587.0 611.2

Utility plant, net 8,605.3 9,199.9 9,991.8 10,523.8 11,151.8 11,659.8 12,139.2
Nonutility property, net 115.2 118.1 132.1 153.5 153.5 153.5 153.5

Net Property Plant & Equipment 8,720.6 9,318.0 10,123.9 10,677.4 11,305.4 11,813.3 12,292.8
Regulatory Assets 587.2 661.0 919.7 952.0 952.0 952.0 952.0
Restricted Funds 17.2 10.3 10.6 20.2 20.2 20.2 20.2
Goodwill & other Intangibles 2,962.5 2,457.0 1,699.5 1,250.4 1,250.4 1,250.4 1,250.4
Investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Assets 83.2 74.8 60.4 53.5 73.5 93.5 113.5
Totai Assets 12783.1 12951.3 13231.8 13452.7 14161.5 14.716.5 15.240.1

Short-term Debt 1,007.1 317.0 654.8 173.6 173.6 173.6 173.6
Accounts payable 140.7 168.9 149.8 138.6 138.1 141.6 146.5
Accrued liabilities 62.9 106.9 106.1 105.7 105.7 105.7 105.7
other current liabilities 150.5 181.8 194.0 189.5 189.5 189.5 189.5
Liabilities of Disc. Ops 2.5 0.0 0.0 0.0 0.0 0.0 0.0
Total Current Liabilities 1,363.7 774.5 1,104.8 607.4 606.9 610.4 615.3

Long-term debt 4,870.9 4,699.1 4,648.2 5,312.1 5,649.4 5,817.0 5,981.5
Advances for construction 615.7 655.4 622.2 633.5 633.5 633.5 633.5
Deferred income taxes 583.4 638.9 705.6 851.7 851.7 851.7 851.7
Deferred investment tax credits 36.5 35.4 34.0 32.6 32.6 32.6 32.6
Regulatory liability-cost of removal 166.9 266.7 307.3 322.3 322.3 322.3 322.3
Accrued pension expense 314.6 290.7 502.1 431.0 431.0 431.0 431.0
Accrued postretirement benefit expense 144.9 158.5 241.2 236.0 236.0 236.0 236.0
Other long term liabilities 110.4 67.1 48.5 47.3 47.3 47.3 47.3
Contributions in Aid of Construction 754.2 818.4 911.4 973.3 998.3 1,023.3 1,048.3
Total Liabilities 8961.1 8404.7 9,125.3 9447.2 9809.0 10005.1 10199.6

Preferred Equity 4.6 4.6 4.6 4.6 4.6 4.6 4.6
Shareholder's Equity 3,817.4 4,542.0 4,102.0 4,000.9 4,347.9 4,706.8 5,036.0

Total Liabilities & Equity 12783.1 12,951.3 13231.8 13452.7 14161.5 14.716.5 15240.1

CASH FLOW STATEMENT 2006A 2007A 2008A 2009A 2010E 2011E 2012E
Sources:

EBITDA 733.4 791.8 834.4 917.8 1,043.7 1,162.4 1,255.7
Interest Income 0.4 1.9 0.1 0.2 0.3 0.3 0.3

Total Sources 733.7 793.7 834.5 918.0 1,044.0 1,162.7 1,256.0

Uses:
Interest Expense Paid (371.4) (289.9) (291.2) (303.3) (333.1) (352.0) (364.4)
Book Taxes (51.1) (94.5) (123.4) (128.4) (163.2) (190.9) (211.4)
Other Non-Operating Expenses 109.1 47.7 126.7 297.5 6.0 6.0 6.0
Change in Current Accounts (ex taxes) (96.6) 16.8 5.5 (187.6) (61.3) (23.6) (19.3)
Capital Expenditures (682.9) (750.8) (1,008.8) (785.3) (850.0) (825.0) (825.0)

% of total revenues 32.6% 33.9% 43.2% 32.2% 31.6% 28.8% 27.3%
Total Uses (1,092.9) (1,070.8) (1,291.1) (1,107.1) (1,401.6) (1,385.6) (1,414.1)

Free Cash Flow (359.1) (277.1) (456.6) (189.1) (357.6) (222.9) (158.1)
y/ygrowth 1213.1% -22.8% 64.8% -58.6% 89.1% -37.7% -29.1%

Net Investments (26.2) 10.4 (12.3) 99.8 0.0 0.0 0.0
Acquisitions (12.5) (15.9) (12.5) (18.1) (96.5) (30.0) (30.0)
Dividends 0,0 0.0 (64.1) (137.3) (158.1) (177.8) (193.8)
Discontinued Operations 30.2 9.7 0.0 0.0 0.0 0.0 0.0
Translation Adjustments 0.0 0.0 0.0 0.0 0.0 0.0 0.0

CashFlbiliJ>"fbreFlnahcihg (367.7) (272.9) 1545.6) (244;8) (612.2) (430.6) (381;8)
Contributions in aid of construction 47.4 35.8 3.1 21.2 25.0 25.0 25.0
Net new Debt 285.5 1,004.0 292.9 (7.9) 337.2 167.6 164.6
Net New Equity (05) (783.3) 245.6 244.2 250.0 238.0 192.3

Net Change in Cash (35.3) (16.3) (3.9) 12.7 0.0 (0.0) (0.0)
Beginning Cash 65.1 29.8 13.5 9.5 22.3 22.3 22.3

Ending Cash 29.8 13.5 9.5 22.3 22.3 22.3 22.3

Source: Company data, Goldman Sachs Research estimates.
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Revenue ($mm)
Prior Curro Prior Curro

200SA 2009E 2009E 2010E 2010E
1Q $506.8 $550.2 $570.6E
2Q $589.4 $612.7 $646.6E
3Q $672.2 $680.0 $740.2E
4Q $568.6 $592.3E $624.7E
Year $2,336.9 $2,435.2E $2,582.1 E

Key Metrics
AWK - NYSE (as of 1/25/10)
Price Target
52-Week Range
Shares Outstanding (mm)
Market Cap. ($mm)
3-Mo. Average Daily Volume
Institutional Ownership
DebtITotal Capital (9/09)
ROE (9/09)
Book Value/Share (9/09)
Price/Book Value
Dividend Yield
LTM EBITDA Margin

EPS FY 12/31
Prior

200SA 2009E
1Q $0.04

2Q $0.28

3Q $0.55

4Q $0.23

Year $1.10

PIE 20.1x

Curro
2009E

$0.19

$0.32

$0.52

$0.21E

$1.24

17.9x

$22.15
$26.00

$23.77-$16.22
174.7

$3,851.7
2,051,000

72.0%
56.6%

5.2%
$22.82

0.9x
3.8%

37.4%

Prior Curro
2010E 2010E

$0.20E

$0.38E

$0.61E

$0.29E

$1.47E

15.1x

American Water Works Co.
AWK -- NYSE -- Buy-2

Free from RWE, AWK poised for growth

Investment Highlights

• We are initiating coverage with a Buy rating and $26
price target.

• Unique and enviable total return story: Reasonably
predictable utility segment that has monopoly-like
status, with non-regulated lever to grow earnings.

• Acquisitions present a meaningful growth platform for
the company, which we believe will account for the
largest component ofEPS growth.

• The (so-called) Stimulus Package: We see a huge
opportunity for the company here. Not from what it
will get, but rather from what it will not. With just $6
billion allocated for water/wastewater and an estimated
$335 billion needed over the next 20 years, we think
this translates to an environment ripe for acquisitions.
This should bode well for AWK, as acquisitions are an
integral part of the company's strategy.

• With German based RWE's ownership of AWK
declining from 100% to 0%, investors no longer have
this overhang on the stock.

• We estimate FY'09 and FY'lO EPS of $1.24 and $1.47,
respectively.

Company Description: Founded in 1886, American Water
is the largest investor-owned Us. water and wastewater
utility company. With headquarters in Voorhees, NJ, the
company employs more than 7,000 professionals who
provide drinking water, wastewater and other related
services to approximately 15 million people in 32 states
and Ontario, Canada.

Note Important Disclosures on Pages 16 and 17.
Note Analyst Certification on Page 16.
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American Water Works Co.

OVERVIEW

January 25,2010

American Water Works Co. was founded in 1886 as American Water Works & Guarantee Company, for
the purposes of building and purchasing water systems in McKeesport, Pennsylvania. In 1935 it
reorganized under current name, and in 1947 became a publicly traded company on the NYSE. In 2003 it
was acquired by German based RWE AG and no longer was a publicly traded company. In 2005 RWE
divested American Water and in March 2006 effected the divestiture through the sale of shares from
public offerings. Upon completion of its initial public offering in April 2008, the company again became
listed on the NYSE.

Today, AWK is the largest and most geographically diversified water utility in the United States,
providing about 15 million people or 5% of the country with drinking water, wastewater, and other water
related services in 32 states in addition to operations in Ontario, Canada. In 2008, the regulated side of
the business drove $2.1 billion or about 89% of overall revenues and non-regulated revenues amounted to
$272.2 million or approximately 11% of the total. AWK has close to 7,300 employees (~51% unionized),
and every day it treats and delivers over 1 billion gallons ofwater.

Exhibit 1
Company Footprint

Source: Company reports
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American Water Works Co.

INVESTMENT THESIS

January 25,2010

We believe AWK is a unique and enviable total return story, and in our view offers moderate capital
appreciation potential coupled with a reasonable dividend yield which should grow annually given the
company's payout expectations. Positive ratemaking environments and an aggressive acquisition strategy
should drive a solid core utility business, while the company is also well positioned to further augment
earnings via a plethora of opportunities from the non-regulated side ofthe business.

The industry has high barriers to entry and the regulated businesses are virtual monopolies, which should
appeal to risk averse investors. The company's regulated operations are reasonably predictable, inelastic,
necessary to sustain life, and not dependent on discretionary consumer spending levels. Moreover, the
impact of weather is diminished as the company's operations are spread across broad geographic regions
encompassing several states. While organic growth will be largely dependent on housing starts and
population increases, we believe meaningful revenue growth will come in the form of acquisitions as we
expect AWK to be an integral player in the group as the industry continues to consolidate.

Growth opportunities for the company are numerous and should come from an array of drivers that we
believe will positively impact earnings. On the regulated side, AWK should benefit from the regulated
model - as long as it is treated fairly among its regulatory commissions. As capital expenditures are
funded, the company will earn a return on an expanding rate base and it is also expected to benefit from
customer growth in its service territory, but we anticipate the bulk of customer growth to be driven by
acquisitions.

An additional lever to ratchet earnings higher comes from the company's non-regulated businesses.
Growth rates from this segment have the potential to be in excess of the core utility, and we expect AWK
to aggressively grow this side of the business as well.

Regulated Businesses

The company's primary business involves the ownership of water and wastewater utilities that provide
services to residential, commercial and industrial customers. Its subsidiaries that provide these services
are generally subject to economic regulation by the state PUCs where they operate. The federal
government and the states also regulate environmental, health and safety and water quality matters.

Exhibit 2
Water Service Revenues (MM's)

Water Service uiUiuiU!iu",,,,,ri ii
!iUU

Residential $1,197.7 $1,146.1 $1,067.9
Commercial 403.6 385.3 362.7
Industrial 101.8 94.7 92.0
Public andother 255.6 247.6 230.2
Total waterservices $1,958.7 $1,873.7 $1,752.8
Wastewater servcices 79.9 75.6 72.2
Total $2,038.6 $1,949.3 $1,825.0

*excludes otherwaterrevenues

Source: Company reports
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AWK serves ~1,600 communities in 20 states. It owns substantially all of the assets used by the regulated
businesses, including approximately 80 surface water treatment plants, 600 groundwater treatment plants,
1,100 groundwater wells, 50 wastewater treatment facilities, 1,100 treated water storage facilities, 1,200
pumping stations, 100 dams and 48,000 miles of mains and collection pipes. Generally, it owns the land
and physical assets used to store, extract, and treat source water, but not the water itself which is allocated
through contracts and rights granted by federal and state agencies or through the ownership of water
rights pursuant to local law.

Exhibit 3
2008 Revenue and Customers by State

New Jersey
Pennsylvania
Illinois
Missouri
Indiana
California

West Virginia
Subtotal (top seven states)
Other*
Total regulated businesses

$517.7
447.9
187.5
181.1
156.4
128.6

115.7
1,734.9
347.8

$2,082.7

24.9%
21.5%
9.0%
8.7%
7.5%
6.2%

5.5%
83.3%
16.7%

100.0%

643,330
648,958
307,734
456,887
283,886
170,853

170,404
2,682,052
639,663

3,321,715

19.4%
19.5%
9.3%
13.8%
8.5%
5.1%

5.1%
80.7%
19.3%
100.0%

*Includes data from Arizona, Georgia, Hawaii, Iowa, Kentucky, Maryland, Michigan,
New Mexico, New York, Ohio, Tennessee, Texas, and Vir inia

Source: Companyreports

Exhibit 4
Customers by Segment

Residential 2,892,137 138,770 2,887,134 135,313 2,866,036 134,624
Commercial 226,935 6,214 227,831 5,825 229,354 5,922
Industrial 4,552 14 4,658 13 4,668 13
Private fire 36,748 4 34,542 9 33,208 10
Public authority & other 16,145 196 17,130 173 16,990 177
Total 3,176,517 145,198 3,171,295 141,333 3,150,256 140,746

Source:Companyreports

Water utilities are heavily impacted by rainfall. The peak revenue months typically occur during the
summer months when usage is highest, driven by activities such as landscape irrigation, filling swimming
pools, and washing automobiles. Additionally, in general a higher average in temperatures will drive an
increase in water consumption. During the winter, the concern from cold temperatures is what the impact
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will be from main breaks. The bulk of the summertime activities will often occur on weekends, and the
number of days of consecutive rainfall is important, as two days in a row of slight rainfall can have more
of a negative impact on revenues than one day of heavy rainfall.

While precipitation has a meaningful impact on summer revenues, it is important in other times of the
year as well - but for different reasons. Lacking snow and rain, reservoirs and underground aquifers will
not be full. The lower the reservoir levels starting with spring, the greater the likelihood water companies
could be impacted by drought conditions if the government imposes restrictions and limits usage.

Non-Regulated Businesses

Non-Regulated businesses involve providing water and wastewater-related services to water and
wastewater utilities and other customers on a contract basis. This includes engineering and consulting
companies and numerous other fee for service businesses. These include the building and operating of
water and wastewater utility systems, system repair services, lab services, sale ofwater infrastructure and
distribution products (such as pipes), and other specialized services. The company has contract
operations in close to 300 different communities, similar to managing water and wastewater and is
looking to do more in the water reuse area.

AWK provides these services which are not subject to economic regulation by state PUCs through non
regulated businesses. It offers operation and maintenance (O&M) contracts and will also design, build,
and operate (DBO) where it will oversee the design and build phases as well as the long run operation and
maintenance of a facility. No single group generates in excess of 10%, but revenues from this segment
can be choppy depending on the projects involved. Growth targets are O&M contracts, water reuse,
desalination, DBO, and military contracts. The non-regulated businesses are as follows:

Contract Operations Group enters into public/private partnerships, including O&M, and operates DBO
contracts for the provision of services to water and wastewater facilities for municipalities, the United
States military and other customers. For the military, AWK operates water and wastewater facilities for
10 bases which typically have 50-year contracts with mid-teens margins. The company has over 140
contracts serving 3 million people, and in general O&M contracts are not capital intensive. 2008
revenues amounted to $170.1 million or 62.5% of overall non-regulated revenues.

Applied Water Management Group - works with customers to design, build and operate small water and
wastewater treatment plants, currently numbering over 20. Typical customers are real estate developers,
industrial companies, and new or expanding communities and are as varied as residential buildings in
Battery Park City in New York City and Gillette Stadium in Foxborough, Massachusetts. Revenue in
2008 from this segment was $23.8 million or 8.7% of overall non-regulated revenues.

Homeowner Services Group - provides services to domestic homeowners to protect against the cost of
repairing broken or leaking pipes inside and outside their homes. AWK has over 730,000 contracts (only
~5% penetration among its customer base) in 16 states, and is expanding to include utilities outside of its
territories. This segment generated $47.5 million of revenue in 2008 or 17.5% oftotal non-regulated.

Other non-regulated businesses include the Carbon Services Group which provides granular activated
carbon for water purification and the Residuals Group, Terratec Environmental Ltd., which provides
environmentally sustainable management and disposal of biosolids and wastewater by-products. Other
non-regulated businesses generated revenue of $30.8 million in 2008, representing 11.3% of non
regulated revenue.

Hilliard Lyons Equity Research 5 Water Utilities
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The company's non-regulated businesses face competition from a number of service providers,
particularly in the area ofO&M contracting. Securing new O&M contracts is highly competitive, as these
contracts are awarded based on a combination of customer relationships, service levels, competitive
pricing, references, and technical expertise.

The emergence of Public Private Partnerships (PPP) continues to trend upward with 26 states now having
enacted PPP legislation, as states vary from very PPP friendly to unfriendly. They are varied and include
roads, bridges, airports, ports, transit/rail - as well as water and wastewater. Opportunities are numerous,
and at AWK include operations assistance, contract O&M, contract operations & financing, DBO, and
lease & operate. Characteristics common to PPP's include essential infrastructure, a long useful life,
stable earnings, cash generative, and favorable regulation. Moreover, PPP's also serve as a great segway
for additional business development opportunities and potential acquisitions, and discussions are
underway with ~75 municipalities at present.

Regulatory Environment
Operating in constructive regulatory environments is imperative to any utility. Unfair treatment can
negatively impact revenues and serve as a disincentive for any company to invest in its service territory.
Commissions that move slow negatively impact earnings as well, as regulatory lag serves as an overhang
as utilities wait to recoup costs for which they have been out of pocket after making capital expenditures.
With AWK having regulated utility operations in 20 states, the company is much more insulated than its
peers from having anyone specific regulatory commission that becomes problematic negatively
impacting earnings. (This point holds true for extreme weather variations as well.)

In general, we characterize the ratemaking environment in which AWK operates as favorable.
Importantly, we believe Pennsylvania (~20% of AWK's customer base) has one of the best regulatory
climates in the country and we also highlight how the ratemaking environment has evolved in New Jersey
(~19% of the customer base) given the proactive nature of regulators in the state. California has several
new innovative ratemaking mechanisms as well, and what we view as the less favorable states from a
regulatory perspective drive some ofthe lowest revenue levels for the company.

We note that in seven states in AWK's regulated footprint there are surcharge mechanisms in place that
allow the company to immediately include a portion of cap ex in rates prior to filing a full blown rate
case, which diminishes the impact of regulatory lag. In AWK's footprint this includes Pennsylvania,
Illinois, Indiana, Missouri, Ohio, New York, and California (trial basis).

Given the company's size and scope, pending rate cases will likely be in effect at all times. In 2008 the
company was awarded $187.7 million in rate increases and in 2009 it was awarded $80.9 million in new
rates. Moreover, the pending backlog of rate cases highlighted in Exhibit 5 is significant, amounting to
over $218 million and in addition, should have a positive impact on margins.
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Exhibit 5
Pending Rate Cases (MM's)

11/1/07 HI $ 1.3 10.60% $ 24.9
1/23/09 CA (Sac, LA, Lark) $ 32.7 10.20% $ 215.8
4/30/09 IN $ 46.9 12.00% $ 670.5
5/7/09 OH $ 8.8 12.20% $ 74.8

5/29/09 IL $ 58.6 12.25% $ 610.3
712/09 AZ (Anthem, etc.) $ 20.6 12.25% $ 220.4
8/21/09 NM (Edgewood) $ 0.7 12.25% $ 4.0
10/30/09 MO $ 48.7 11.60% $ 792.3

$ 218.3

Source: Companyreports

January 25, 2010

Acquisitions
Acquisitions are an integral part of the company's strategy and we believe the volume will continue to
increase for the foreseeable future for several reasons. This encompasses several sector themes, which
include an aging infrastructure, fragmented industry, population growth, increasing environmental
requirements, inefficiency of small systems, focus on security, access to capital, and technological
requirements. The company is currently in discussions with dozens of municipalities related to potential
acquisitions, and currently awaiting a decision for an $80 million acquisition in Trenton, NJ, including
four municipalities and ~40,000 customers.

In 2008 the company closed on 10 water & wastewater transactions for an aggregate purchase price of
$12.5 million and in 2007 nine regulated water systems for $15.9 million. The bulk of acquisitions will
likely be "tuck-in's", mid-size municipal systems with a population of 20,000-100,000 which represents
about 5% of systems but 35% of the population, in addition to those of a larger size and the company is in
discussions with several larger cities. Most will also likely come from inside the company's footprint
versus the less desirable non-connected systems.

While we anticipate the smaller tuck-ins to represent the majority of the number of transactions, we
believe AWK will acquire large systems as well, and it has made a number of such deals over the past few
years. In 2002 it acquired the water and wastewater facilities in six states from Citizens Communications
Company for an aggregate purchase price of $979.8 million. In 1999 the company acquired the privately
held National Enterprises Inc. in a transaction valued at $700.0 million. In 1996, the company's PAWC
subsidiary acquired the regulated water operations of Pennsylvania Gas and Water Company (subsidiary
ofPennsylvania Enterprise Inc.) for approximately $409.4 million.

Capital expenditures needed in the industry are staggering, and the EPA estimates approximately $335
billion will need to be spent over the next 20 years. Moreover, in its 2009 Infrastructure Report Card the
ASCE (American Society of Civil Engineers) rates both drinking water and wastewater a D-. This
finding is based partly on an annual shortfall of at least $11 billion to replace aging facilities and comply
with regulations (not accounting for any growth) and pipes leaking an estimated 7 billion gallons of clean
drinking water daily.
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We believe privatization will continue to increase, as municipalities struggle with the ever increasing
costs and issues associated with providing a safe and reliable drinking supply. While we had long been of
the opinion that acquisition activity and privatization would continue to increase, we think the curve will
now be even steeper in the wake of the recent events coming out of Washington, namely .....

The Stimulus Package...
For some time investors have wondered what the impact would be from the stimulus package and how
utilities would benefit. Our take is somewhat different, and we see a big opportunity here: not from what
the company will receive, but rather from what it will not get. President Obama's $787 billion stimulus
package had ~$6 billion (~$2 billion slated for water/~$4 billion for wastewater) allocated for clean and
drinking water projects. However, with the EPA estimating ~$335 billion needing to be spent over the
next 20 years, it's interesting just how small $6 billion can seem.

As municipalities continue to struggle to meet budgets, we think an increasing number of them will
question how much they really want to be in the water business and acquisition activity from 'publicly
traded water utilities should ramp up and better opportunities could increasingly become available. We
believe AWK will be one of the prime beneficiaries, which we expect to be one of the most aggressive
and active in making acquisitions. This will continue to be part of the company's growth strategy with
the logical targets being immediately accretive, purchased at or below book, having costs which can be
managed lower, and in a positive ratemaking environment where the company can go in for new rates
after making infrastructure improvements.

To give the devil his due, there are some water related positives that will come from the stimulus plan.
This will come in the form of increased access to low interest financing, expanded tax-free debt issuance
programs, and continued tax relief from accelerated depreciation.

The opportunities are seemingly endless, as there are about 52,000 community water systems and 16,000
community wastewater facilities. The majority are small, serving a population of 500 or less. These
systems are fragmented, and inefficiencies abound as smaller utilities often do not have the operating
expertise, financial and technological capability, economies of scale to provide services, or ability to raise
capital as efficiently as larger utilities.

RECENT RESULTS

AWK reported Q3'09 EPS of$0.52 versus $0.55. Revenue rose 1.2% to $680.0 million largely from the
impact of new rates, despite the negative impact of an extremely wet summer as 11 of the company's 20
regulated states had above average rainfall, cooler temperatures, or both. Total volume decreased 7.4% or
9.1 billion gallons mostly related to weather, which equates to about $44.2 million in revenue, $23.7
million in net income or $0.14 per share. Regulated Business revenues rose 2.9% or $17.6 million, driven
mostly by the impact of rate awards. Non-regulated Businesses' revenues fell 11.7% or $8.6 million,
mostly due to lower revenues in the Contract Operations Group.

O&M expenses decreased negligibly to $340.9 million driven mostly by pension and other post
employment expenses, and as a percentage of revenue improved about 80 basis points to 50.1%. D&A
rose 9.5% to $74.9 million and interest expense was 2.0% higher at $74.1 million. Total operating
expenses rose 1.1% to $465.6 million. Cap ex for the quarter was $592.9 million versus $714.6 million.
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MANAGEMENT AND BOARD COMPOSITION

Executive Management

January 25, 2010

Donald L. Correll- 58, President and CEO
Mr. Correll has served as President and CEO since April 2006. Prior to joining American Water, he spent
three years serving as President and CEO and member of the board of directors of Pennichuck
Corporation. He previously spent 25 years with United Water Resources, where he served as Chairman,
President and CEO from 1991 through 2001. He is a member of the board of directors of HealthSouth
Corp. and New Jersey Resources Corporation.

Ellen C. Wolf- 55, SVP and CFO
Ms. Wolf has been SVP and CFO since March 2006 and served as a member of the board from March
2006 until August 2007. From 1987 through 1999, Ms. Wolf held various positions in corporate
accounting, finance and business development for Bell Atlantic and several of its subsidiaries. From
1999 through 2003, she was employed by American Water as VP and CFO. Prior to re-joining American,
she served as SVP and CFO ofUSEC Inc.

John S. Young - 55, President of American Water Services and American Water Works Service Co.
Mr. Young became President of American Water Services in July 2008 and is also President of American
Water Works Service Company. Prior to July 2008, he was COO and served as a member of the board
from October 2005 until August 2007. Mr. Young began his career with American Water in 1977.

Outside Board Members

Stephen P. Adik, recent Vice Chairman, EVP and CFO ofNiSource, Inc., Board member since June 2009

Julie A. Dobson, recent COO of TeleCorp PCX, Board member since June 2009

Martha Clark Goss, COO and CFO of Amwell Holdings/Hopewell Holdings LLC, Board member since
October 2003

Richard R. Grigg, EVP of FirstEnergy Corp and President of FirstEnergy Utilities Group, Board member
since August 2008

Julia L. Johnson, President ofNetCommunications, LLC, Board member since August 2008

George MacKenzie, Non-Executive Chairman of the Board, recent interim President and CEO of
American Water until appointment ofMr. Correll, Board member since May 2006

William J. Marrazzo, CEO and President of WHYY, Inc, Board member since October 2003

VALUATION

We are initiating coverage with FY'09 and FY'10 EPS estimates of $1.24 and $1.47, respectively.
Management has an annual goal of7%-10% EPS growth, but does not issue guidance. We derive our $26
price target using a multiple of 18x our FY' 10 EPS estimate, which we believe is justified given the
company's growth prospects and historical trading range. The stock is trading at 17.9x our FY'09 EPS
estimate and 15.1x our FY'lO EPS estimate, meaningful discounts to the company's peer group trading at
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22.8x and l8.4x 2009 and 2010 estimates, respectively. We rate the stock Buy with a suitability rating of
"2".

Exhibit 7
AWK Historical PIE Multiples
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Exhibit 6
Selected Peer Group Comparisons

LFY Mkl Cap I LTD! 3·Yr LFY LFY Div. Short
Price Target Revs Cap Sales Cap. EPS PIE AvgEPS EBITDA EV! Diy. Payout Int=~ 30-day

Company Th 22-Jan-IO Price Rating $MM1 ($MMl %) FY'08 FY'09E FY'lOE FY'08 FY'09E FY'lOE Growth Share EBITDA Yld. % Ratio Ava.vot,

AmericanStates AWR s 3352 NR 318.7 620.5 1.9x 46.0 $1.56 $1.84 $1.98 23.8x 18.2x 16.9x 7% 5.1x 7.8x 3.10% 55 3.4% 81,812

AmericanWaterWorks AWK s 22.06 $ 26 Buy 2,33Q.9 3,851.7 1.6x 57.0 $1.10 $1.24 $1.47 zo.t« I7.8x IS.Ox 5.2x 9.5x 3.81% 65 1.4% 1,356,332

Aqua America WTR s 17.14 $ 23 Buy 627.0 2,335.7 3.7x 54.0 $0.73 $0.79 $0.97 23.5x 21.8x 17.7x 4% 2.4x 12.5x 3.38% 71 10.1% 909,080

Artesian Resources ARTNA s 17.84 s 19 Buy 56.2 133.6 2.4x 54.0 $0.86 $0.94 $1.12 21.2x 19.0x 15.9x ~1% 3.4x 9.2x 4.20% 78 2.3% 18,533

CaliforniaWaterServiceGroup CWT I 36.47 s 48 Buy 410.3 756.6 1.8x 47.0 $1.90 $1.93 $2.19 19.2x 18.9x 16.6x 19% 5.8x lOAx 3.24% 59 2.5% 100,278

Connecticut Water Service CTWS $ 22.93 NR 61.3 195.8 3.2x 31.0 $Ll2 $1.23 20.8x 18.6x 13% 2.9;.:: 13.5x 3.97% 69 2.8% 19,676

Consolidated Water CWCO I 12.91 NR 60.3 187.7 3.1x 14.0 $0.50 $0.76 $0.98 25.8x 17.Ox 13.2x ~1% Llx io.os 2.32% 46 3.6% 134,259

Middlesex Water MSEX I 16.33 NR 91.0 220,5 2.4x 47.0 $0.90 $0.70 $0.80 17.2x 23.3x 0% 2.5x llAx 4.41% 96 25% 33,156

Pennichuck Ccrp. PNNW $ 20.24 NR 31.0 93.4 3.0;.:: 53.0 $0.57 $0,58 $0.75 27.0x 34.9x 27.0x 15% 3.6x 13.3x 3.46% 117 35% 15,545

SJWCotp. SJW $ 22.26 NR 220.3 411.8 1.9x $1.16 $0.81 $1.09 19.2x 27.5x 20.4x -7% 4.0x 6.5x 2.96% 73 2.0% 35,738

Southwest Water Co. SWWC $ 5.92 Neutral 222.1 147.3 0.7x 56.0 $0.04 $0.17 $0.34 13.2x 34.8x NM 0.6x 16.5x 3.38% 2.7% 78,731

York Water Co. YORW $ 13.60 Neutral 32.8 170.5 5.2x 47.0 $0.57 $0.63 $0.60 22.7x 21.4x 22.6x 3% 1.6x 12.7x 3.76% 77 2.7% 25,598

Avem e: 2.6.-.:. 21.1x 22.8x 18.4.-.:. 5.2% 3.2x u.t» 3.5x 73.3:r 3.5%

Source: Company reports, Baseline, andHilliard Lyons estimates

Source: Company reports, Baseline, and Hilliard Lyons' estimates

Financial Condition

As of Q3'09, the company had $7.8 million of cash on hand, down from $9.0 million at the end of the
sequential quarter. Long-term debt increased 4.3% from the prior quarter to $5.2 billion, and as a
percentage of total capitalization rose 70 basis points to 56.4%, and there are no plans to reduce debt
significantly. As of March 31,2009, a 100 bp increase in interest rates related to short-term borrowing
would decrease pre-tax earnings by about $4.7 million. There were no borrowings under the company's
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$850 million revolver as of Q3'09, and it can issue additional commercial paper amounting to $140.3
million backed by its credit facilities.

Capital expenditures from 2009 are expected to amount to about $800 million, and there is a substantial
cap ex program going forward. Over the next five years, capital expenditures of $4.0-$4.5 billion (about
$790 million - $1 billion per year) are expected for infrastructure, renewal programs, acquisitions, and
major projects. Of this amount, $1.3 - $1.4 billion will likely be needed to replace infrastructure
including mains, meters, and supply and treatment facilities. Approximately $1.2 - $1.3 billion is
allocated to be spent on facilities to serve new customer growth, $300 - $400 million to comply with
water quality standards and other regulatory requirements, ~$800 million for projects to enhance system
reliability, quality of service, and risk reduction, and $400 - $600 million for efficiency related projects.

The company does not anticipate issuing any equity for the near-term, following several offerings over
the last year related to RWE's ownership in the company and has a long-term target of 45%-55%
equity/total cap

RWE Overhang
Although not exactly on schedule ... RWE's ownership of AWK has now been reduced from 100% to
nothing, as of the company's latest offering in November 2009. Following AWK's IPO in April 2008,
RWE owned about 61% million of the 160 million shares outstanding.

In June of2009 the company completed a public offering of29.9 million shares of common stock priced
at $17.25 per share. AWK issued 14.5 million shares, and RWE sold 15.4 million (including the over
allotment). In August of2009 the company had an additional secondary offering for 40.25 million shares
at $19.25, with all shares sold by RWE and proceeds going to RWE reducing ownership to about 24%.
This past November the company completed another offering for 37.4 million shares (or 41.1 million
including the over-allotment) at $21.63 per share with all proceeds going to RWE (AWK did not sell any
shares or receive any proceeds), reducing RWE's ownership to nothing. Subsequently, all AWK Board
members from RWE resigned.

OUTLOOK

At its core, AWK provides a product necessary for life - an inelastic good that people need versus want.
Despite the state of the economy and discretionary spending levels from consumers, the company has
monopoly-like status and at a minimum there is a finite amount of the company's services that must be
used. Providing 5% of the U.S. with drinking water is significant, and not only is it likely that this
percentage will trend higher, but this size creates additional opportunities in addition to economies of
scale and purchasing power. The regulated utility is reasonably predictable and in general operating in
positive ratemaking environments.

The regulated model should position AWK to grow earnings as it makes capital expenditures and
increases its rate base, and subsequently recovering a portion in new rates. We again highlight the
number of surcharge mechanisms the company has in varying states, which we view as of extreme
significance as they reduce/eliminate the negative impact of regulatory lag. In addition to rate cases,
organic and to a higher degree acquisitions should drive customer growth.

We anticipate consolidation being a meaningful driver of growth in the industry, and believe AWK will
be one of the major players. Several factors highlighted in this report should contribute to increased
privatization, and there should be opportunities for the company to benefit from public/private
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partnerships as well. Tuck-ins of reasonable size will likely be the bread and butter on the acquisition
front, in addition to the less frequent but more sizable transactions. In addition to the regulated utility,
AWK will pursue "reg like" opportunities and complimentary lines of business with recurring revenue
streams requiring little cap ex.

We also note the company targets a 50%-70% payout ratio, and since its IPa has raised its quarterly
dividend once (in Q3'09) by 5% to $0.21 per share. We anticipate a high level of importance being
placed on the company's dividend policy going forward, and expect this to include annual dividend
increases supported by the payout ratio and our perception of earnings growth.

Exhibit 8
AWK Historical Price Performance
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CONSIDERATIONS AND RISKS

January 25,2010

Risks to investing in this company include but are not limited to the following: Utility operations are
heavily regulated and subject to extensive environmental laws and regulations. Weather, natural hazards,
and availability of water supplies and competing uses could interfere with sources of water, demand for
water services, and the ability to supply water to customers. Risks associated with the collection,
treatment, and disposal ofwastewater could impose significant costs.

Significant capital expenditures are required to maintain infrastructure and expand rate base and could
suffer lacking appropriate funding to make investments, or if delays are incurred in completing projects.
Contamination of water could result in service interruptions or cause enforcement actions. Water assets
can be subject to condemnation through eminent domain. The company's non-regulated businesses
provide performance guarantees and have long-term contracts. Additionally, the company is subject to all
other risks that result from operating as a publicly traded company.

Additional information is available upon request.
Prices of other stocks mentioned:

RWE AG (RWEOY - $93.82, NR)
FirstEnergy (FE - $44.13, Neutral)
HealthSouth (HLS - $18.77, NR)
New Jersey Resources (NJR - $36.44, Buy)
NiSource (NI - $14.58, Neutral)
Pennichuck Corp. (PNNW - $20.24, NR)
USEC (USU - $3.69, NR)
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Operating expenses
Operation and maintenance 1,246,479 1,303,798 314,402 330,597 340,862 345,327 1,331,188 319,518 349,175 378,977 356,107 1,403,778
Depreciation and amortization 267,335 271,261 68,843 73,242 74,854 75,000 291,939 71,000 74,000 75,000 76,000 296,000
General tuxes 183,253 199,139 52,497 51,699 50,618 48,571 2113,385 56,486 53,013 56,254 49,355 215,119
Gain on sale of assets (7,326) (374) (202) 10 (784) (300) (1,276) (200) (1,000) (200) (300) (1,700)
Impairment charge 509,345 750,000 450,000

Total operating expenses, net 2,199,086 2,523,824 885,540 455,548 465,550 468,598 1,825,236 446,805 475,198 510,032 481,162 1,913,197
Operating income (loss) 15,129 (186,896) (335,370) 157,192 214,406 123,730 609,958 123,764 171,423 230,158 143,587 668,932
Other income (deductions)

Interest, net (283,165) (285,155) (71,979) (73,688) (74,124) (74,124) (293,915) (74,124) (74,124) (74,124) (74,124) (296,496)
Alwncc for other funds used during cnstrctn 7,759 14,497 3,343 3,575 2,290 3,300 12,508 1,900 3,000 3,000 3,300 1l,2tlO
Alwnee for borwd funds used drng cnstrctn 3,449 8,171 1,871 1,991 1,674 1,600 7,137 1,600 1,500 1,900 1,600 6,600
Amortization of debt expense (4,867) (5,895) (l,488) (1,535) (2,135) (1,400) (6,558) (1,400) (1,300) (1,400) (1,400) (5,500)
Preferred dividends of subsidiaries (225) (225) (56) (56) (56) (56) (56) (56) (224)
Other, net 6,401 4,909 1,114 (1,409) (310) 2,800 2,195 1,200 (l00) 1,000 2,800 4,900

Total other income (deductions) (270,648) (263,698) (67,138) (71,066) (72,605) (67,880) (278,689) (70,880) (71,080) (69,680) (67,880) (279,520)
Inc (loss) from cant op before inc taxes (255,519) (450,594) (402,508) 86,126 141,801 55,850 331,269 52,884 100,343 160,478 75,707 389,412
Provision for income taxes 86,756 111,827 10,571 34,137 50,165 22,061 116,934 20,889 39,635 63,389 29,904 153,818
Income (loss) from continuing ops (342,275) (562,421) (413,079) 51,989 91,636 33,789 214,335 31,995 60,707 97,089 45,803 235,594
Inc (loss) from discontinued ops, net of tax (551)
Nct iucome Iloss) ($342,826) ($562,421) ($413,079) $51,989 $91,636 $33,789 $214,335 $31,995 $60,707 $97,089 $45,803 $235,594

Income (loss) from continuing operations 2.14 S 3.52 (2.58)
Inc (loss) from discontinued cps, net of tax
BPS (FD) 2.14 s 3.52 (2.58)
Diluted average shares outstanding 160,000 159,967 160,011 163,301 174,691 160,000 167,066 160,000 160,000 160,000 160,000 160,000

Net inc (loss) excluding impairment charge
Net income floss) (342,826) (562,421) (413,079) 51,989 91,636 33,789 214,335 31,995 60,707 97,089 45,803 235,594
Add: Impairment charge 5tl9.J45 750,000 450,000
Nil excldng impnnnt chrg bef assctd lax ben 166,519 187,579 36,921 51,989 91,636 33,789 214,335 31,995 60,707 97,089 45,803 235,594
Less: Inc tax ben relating to imprmnt ohrg 7,830 11,525 6,976
Net income excluding impairment charge 158,689 176,054 29,945 51,989 91,636 33,789 207,359 31,995 60,707 97,089 45,803 235,594
EPS (FD) excluding impairment charge 0.99 s 1.10 0.19 0.32 0.52 0.21 s 1.24 0.20 0.38 0.61 0.29 s 1.47

Cash dividend per share of common stock 0.400 0.200 0.200 0.210 0.210 $ 0.820 s 0.210 0.210 0.220 0.220 0.860

Rate of Change Analysis:
Revenues 5.8% 5.5% 8.6% 4.0% 1.1% 4.2% 4.2% 3.7% 5.5% 8.9% 5.5% 6.0'Yll
Operating income -94.0% -1335.3% -50.0% 10.2% 1.3% -4.1% -426.4% -136.9% 9.1% 7.3% 16.0% 9.7%
BPS 11.1% 375.0% 14.3% -5.5% -8.2% 12.8% 5.2% 18.6% 16.7% 35.6% 18.6%
EBITDA

Margin Analysis:
O&M 56,3% 55.8% 57.1% 54.0% 50.1% 58.3% 54.7% 56.0% 54.0% 51.2% 57.0% 54.4%
D&A 12.1% 11.6%, 12.5% 12.0% 11.0% 12.7% 12.0% 12.4% 11.4% 10.1% 12.2% 11.5%
General taxes 8.3% 8.5% 9.5% 8.4% 7.4% 8.2% 8.4% 9.9% 8.2% 7.6% 7.9% 8.3%
Operating income tl.7% -8.0% -61.0% 25.7% 31.5% 20.9% 25.0% 21.7% 26.5% 31.1% 23.0% 25.9%
Net income 7.2% 7.5% 5.4% 8.5% 13.5% 5.7% 8.5% 5.6% 9.4% 13.1% 7.3% 9.1%
Tax rate 41.2% 36.9%. 39.6% 35.4% 39.5% 35.3% 39.5% 39.5% 39.5% 39.5% 39.5%

Source: Company reports and Hilliard Lyons estimates
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5U9,345 750,000 450,000 0 0 0 450,UOO 0 0 0 0 0
339;011 60,509 (451,042) (214,103) 633,019 211,3113 (70,675) (339,461) 175,935 273,206 39,OU5

(2011,299) (23774) 412,020 290,456 (200.000) 4711,702 300000 (50000) (100000) 150,000

433,854 5119,552 142,499 86,209 242,843 541,808 1,463,359 32,319 95,246 298,024 295,009 720,599

(75U,81U) (1,OU8,806) (196,178) (203,996) (192,720) (200,000) (792,894) (250,000) (250,000) (250,000) (250,000) (1,000,000)

(15,1177) (12,512) 0 0 (650) (J,OOO) (3,650) (3,000) (3,000) (3,000) (3,000) (12,000)
(9,732) (6,1031 49,172 24,264 67,333 0

(766,6117) (1,031,050) (202,281) (154.824) (169,106) (203,000) (729,211) (253,000) (253,000) (253,000) (253,000) (t,012,OOO)
35,!146 3,0711 2,608 3,576 7,165 5,000 111,349 5,000 5,000 5,000 5,000 2U,OUU

3,1I69,IU9 279,941 75,000 234,785 27,209 336,994 250,000 200,000 45U,OUU

(4,642,736) 16,955 39,489 (390,076) (48,960) (300,000) (699,547) 0
0 836 526 242,785 573 243,884 0

0 0
967,092 245,000 0 0 0 0 0 0 0 0 0 0

0 (64,055) (32,072) ~31,934) (36,658) (33,600) (134,264) (33,600) (33,600) (35,200) (35,200) (137,600)

(4196) (26795) 9.975 (24,247) (41067) (30000) @O,OOO)

229,311 477,559 5ll,756 es.u t (74,91S) (328,600) (275,651) 221,400 171,400 (60,200) (30,200) 3U2,400

(1/l3,522) 36,061 (1,026) 496 (1,1&1) 10,208 4511,497 719 13,646 (15,176) 11,809 10,999

(332,1133) (505,553) (91,854) 37,079 305,208 5!l9,B84 (154,281) (191,354) 9,824 6,809 (429,001)

(2.011) , (3,16) , (O.57) , 0,21 , 1.91 , U.93 s (1.59) , (1.20) , 0.06 s 0.04 s (2.611)

7114,4113 1133,991 UIJ,271 230,444 2llll,476 198,430 90U,621 194,564 244,423 304,95ll 219,287 963,132

35.4% 35.7% 33,3% 37.6% 42.4% 33.5% 37.U% 34.1% 37.8% 41.2% 35.1% 37.3%

4.9x 5.2:1:: 1,1x t.ax 1.7x 1.2x SAx 1.2x 1.5x 1.9x 6.0x

It''ALUE! 9.5x lO.5x &.8x

15.06 , 16.40 S 15.67 17.11 16.311 s 17.11 , 17.11 17.11 s J7.11 , 17.11

0.8x 0.8x 0.9x 0.9x 0.9x. 0.9x t.ox LOx LOx 1.0:.,
53.0% 55.9% 56.6% 56.7%. ,56.7% 57.8% 58.7% 56.7% 56.7% 56.7%

4.1% 5_1% 5.2% 5,1% 5.1% 5.3% 5.5% 5.6% 5.9% 5.9%

Source: Company reports and Hilliard Lyons estimates
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Analyst Certification

I, James O. Lykins, hereby certify that the views expressed in this research report accurately reflect my
personal views about the subject company(ies) and its (their) securities. I also certify that I have not
been, am not, and will not be receiving direct or indirect compensation in exchange for expressing the
specific recommendation(s) in this report.

Important Disclosures

Hilliard Lyons' analysts receive bonus compensation based on Hilliard Lyons' profitability. They do not
receive direct payments from investment banking activity.

Investment Ratings
Buy - We believe the stock has significant total return potential in the coming 12 months.
Long-term Buy - We believe the stock is an above average holding in its sector, and expectsolid returns
to be realized over a longer time frame than our Buy rated issues.
Neutral - We believe the stock is an average holding in its sector, is currently fully valued, and may be
used as a source of funds if better opportunities arise.
Underperform - We believe the stock is vulnerable to a price decline in the next 12 months.

Suitability Ratings
1 - A large cap, core holding with a solid history
2 - A historically secure company which could be cyclical, has a shorter history than a "1" or is subject to
event driven setbacks
3 - An above average risk/reward ratio could be due to small size, lack of product diversity, sporadic
earnings or high leverage
4 - Speculative, due to small size, inconsistent profitability, erratic revenue, volatility, low trading volume
or a narrow customer or product base

Hilliard Lyons
Recommended Issues

Investment Banking
Provided in Past 12 Mo.

No Banking
98%
100%
93%
100%

Banking
2%
0%
7%
0%

# of % of
Stocks Covered Stocks Covered

43 25%
38 22%
87 51%
4 2%

Rating
Buy
Long-term Buy
Neutral
Underperform
As of 8 January 2010
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Other Disclosures
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Opinions expressed are subject to change without notice and do not take into account the particular
investment objectives, financial situation or needs of individual investors. Employees of J.J.B. Hilliard,
W.L. Lyons, LLC or its affiliates may, at times, release written or oral commentary, technical analysis or
trading strategies that differ from the opinions expressed here.

J.J.B. Hilliard, W.L. Lyons, LLC is a multi-disciplined financial services firm that regularly seeks
investment banking assignments and compensation from issuers for services including, but not limited to,
acting as an underwriter in an offering or financial advisor in a merger or acquisition, or serving as
placement agent in private transactions.

The information herein has been obtained from sources we believe to be reliable but is not guaranteed and
does not purport to be a complete statement of all material factors. This is for informational purposes and
is not a solicitation of orders to purchase or sell securities. Reproduction is forbidden unless authorized.
All rights reserved.
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~ Initiating at Overweight: target price USD25

~ Rate cases, asset purchase and management to underpin
growth - housing might be a bonus

100
3,686

Global Research

HSBca~

Source: HSBC

Free fioat('!o)
Market cap (USDm)

HSBC Climate Change

S&P 500
1,151

AWK.N
AWKUS

OW: Work-in-progress

Natural Resources & Energy
Water Utilities
Equity - United States

Initiate

Source: HSBC

Index'
Index level
RIC
Bloomberg

Housing recovery, rate cases and El nino to generate growth: If AWK receives the

rate increases it has requested in 2010 its revenues will increase by cUSDI50m. The 'El

Nino' climate effect currently occurring in the Pacific is expected to increase temperatures

in the states in which AWK operates. Warrner,drier weather than average in 2010 will

increase volumes and revenues for AWK. All of these may provide revenue and earnings

growth above consensus for 2010 onwards. The latest data released by the US Consensus

Bureau suggests that the slump in the housing sector in US which occurred in 2008-09

might be on the verge of a slight recovery. The Housing Market Index (HMI) developed

by the National Association of Home Builders (NAHB) in the US further supports this

optimism.

Initiating at Overweight, TP USD25: We use four valuation techniques to value AWK.:

DDM (USD26), sum-of-the-parts (USDl9), value-creation analysis (USD27) and DCF

(USD27). We take the average of these, and round it to USD25, to derive our target price,

which offers 18.5% potential return to the current price ofUSD21.10. We initiate

coverage of AWK at Overweight.

American Water Works (AWI(
US)

The Extel Survey runs from 22 March to 8 May. To vote for HSBC Global Research,

go to www.extelsurvevs.com or send an email toextelsurvevs@thomsonreuters.com

Thank you for your support.

~ Cheap compared to US peers, in our view; AWK needs to
improve its margins and returns through rate cases in order
to create additional value

American Water looks cheap to us -American Water is the largest listed water company

in the US. It is trading at l5.0x PE for FY201Oe, a 22% discount to Aqua America

(WTR.N, Overweight, current price USDl7.49) and a 14% discount to its other US peers.

We believe this is because it offers lower margins and returns than its peers; a legacy of

its ownership by RWE (RWEG.DE, Overweight, current price EUR64.42). If AWK. can

successfully negotiate rate cases in 2010 and improve the efficiency of its business

relative to its peers, we believe it has scope to create additional value.
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HSBC~

Financials & valuation
Financial statements Valuation data

Year to 12/2009a 12/2010e 12/2011e 12/2012e Yearto 12/2009a 12/2010e 12/2011e 12/2012e

Profit& losssummary (USDm) EV/sales 3,7 3,6 3.4 3.2

2,441 2,638 2,865
EV/EBITDA 10,0 9,2 8,6 8,0

Revenue 3,117 P/CF 4,5 6,7 6,2 5.7
EBITDA 907 1,018 1,125 1,228 PE* 17,2 15,0 13,0 11.4
Depreciation &amortisation -294 -310 -325 -338 FCF yield (pre div) (%) -10,6 -6,2 -4,6 -2,9
Operating profit/EBIT 613 707 801 889 Dividend yield (%) 3,9 4,1 4,3 4,5
Net interest -297 -299 -317 -330
PBT -112 408 484 559 Nole: •= Based on HSBC EPS (fully diluted)
Taxation -121 -159 -189 -218
Net profit -233 249 295 341

Price relative
Cash flowsummary (USDm)

43 43
Cash flow from operations 596 574 634 696 38 38
Capex -685 -800 -800 -800
Cash flow from investment -704 -800 -800 -800 33 33

Dividends -137 -153 -164 -175 28 28
Change innetdebt 170 315 245 216

23 23FCF pre dividends -384 -226 -166 -104
18 18

Balance sheet summary (USDm)
13 13

Intangible fixed assets 1,250 1,250 1,250 1,250 2008 2009 2010 2011
Tangible fixed assets 11,629 12,119 12,595 13,056 - American WalerWorks - Rei 10 S&P 500

Current assets 499 518 540 564
Cash & others 22 22 22 22 Source: HSBC

Total assets 13,453 13,961 14,459 14,945
Operating liabilities 2,410 2,444 2,480 2,521

Note: price atclose of15Mar2010Financial liabilities 5,462 5,777 6,022 6,239
Total liabilities 9,423 9,773 10,054 10,311
Net debt 5,439 5,755 6,000 6,216
Shareholders funds 4,029 4,189 4,404 4,634

Ratio, growth andpershare analysis

Year to 12/2009a 12/2010e 12/2011e 12/2012e

Y·o·y%change

Revenue 4.4 8,1 8,6 8,8
EBITDA 9.4 12,2 10,6 9,1
Operating profit 9,8 15.4 13.2 11,1
PBT 18,6 15,5
HSBC EPS 7.4 14.4 16,0 13,6

Ratios (%)

ROE 5,1 6,1 6,9 7,5
ROCE 4,1 4.4 4,8 5,1
EBITDA margin 37.2 38,6 39,3 39.4
Operating profit margin 25,1 26,8 27,9 28,5
Net debt/equity 135,0 137.4 136.2 134,2
CF from operations/net debt 11.0 10,0 10,6 11.2

Pershare data (USD)

EPS reported (fully diluted) -1,39 1.40 1,63 1.85
HSBC EPS (fully diluted) 1,23 1.40 1,63 1.85
DPS 0,82 0,86 0,90 0,95
Gross CFPS 4,66 3,15 3.42 3,68

2
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American Water Works (AWK US)
Water Utilities
23 March 2010

Investment summary

HSBC~D

an reranve to peers

housing warmer

Key investment proposition

In relative terms AWK has underperformed by

24% over 12 months against the MSCI USA

index, and by 7 % against the DJ Utilities index.

We set out below the relative performance chart

to compare AWK with the other water stocks in

our coverage.

Relative performance ofAWKcompared to its peers

40%

20%

0%

-20%

·40%
n:: '" 0 Z <!l ::i I- > W I
l- S GJ z s :::> ii) z s 0

'? < a.. z ui u.: w
(9 Cf) Cf)

:::> :::> u.: u.:
III Rei toindex Rei tosub-index

Source: Thomson Financial Datastream

AWK is the most geographically diversified

publicly traded water and wastewater utility

company in the US. It is also the largest operator

in terms of operating revenue and population

served.

2010 outlook

AWK has issued earnings guidance for 2010 to be

in the range ofUSD1.30-1.40 per share.

Successful completion of its pending rate cases,

which could be worth as much as USD200m per

year of revenue, hold the key for organic growth.

In addition warmer weather from the El Nino

effect and some degree of growth in the US

housing market in 2010 could also underpin

further earnings growth above the range indicated

by management.

Peer group comparison

We compare the performance of AWK with that

ofWTR. We note that, except in Nov 2008-Aug

2009, AWK has always performed better than

WTR. We also plot the outperformance ofAWK

using an AWKlWTR multiple (see chart below).

We note that the pair multiple is now at 0.09x,

which means that AWK is trading at 9% premium

over WTR (rebased on the 23 Apr 2008 price).

Paircomparison- AWKIWTR (rebased)

1.25x

1.00x

0.75x

0.50x

0.25x

O.OOx fI.II'II~'W"tIIl••~II'1"'''''.
-0.25x

Apr-OB Aug-OB Dec-OB Apr-09 Aug-09 Dec-09

_ AWKlWTR --A'NK --WTR

Source: Thomson Financial Datastream

We set out a peer comparison in the charts below.

3
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HSBC~D

US peer comparison (2005-2008 bands)
...but that is because its sales mixhasmoreexposure to
unregulated business (2008 data)
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AWK doesnotcompare wellwithsome of its peers in terms
of EBIT margin ...
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Note: • AWK dataisfor2006-2009
Source: Thomson Financial Datastream, Bloomberg

Note: AWKdataisfor2009
Source: Bloomberg, AWK

AWK hasalowerdividend payout ... historicdividend yieldnotveryattractive either
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Source: Thomson Financial Datastream

Source: Thomson Financial Datastream, HSBC estimates
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Water Utilities
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HSBC~

A recovery story

AWK under RWE ownership was perceived to be

poorly managed, which led to unattractive

operational metrics. The company did not manage

to file rate cases in a timely manner, and we

believe it was less committed to growing its

contract operations business than previously. We

show this graphically in relation to Aqua

America.

Operating profit margins compared to AquaAmerica

to the number two regulated US player, United

Water which is owned by Suez Environnement

(SEVLPA, Overweight, current price EUR17.20).

Netdebt!EBITDA compared to Aqua

10x

8x

6x

4x

2x

Ox

40% 2006 2007 2008 2009

30%

20%

10%

0%

2006 2007 2008 2009

IIWTR HAWK

Source: Company data, Aqua America

This chart however demonstrates the

improvement in debt capacity ofAWK and the

stable profile it now offers. However this is

reflected in its rating Baal/BB+ stable.

Source: Company data, Aqua America Managing rate cases

60%

O&M to revenue AquaAmerica compared to AWK

Compared to Aqua America its costs were also

higher as a percentage of revenue. This reflects its

inability to recover cost increases through rate

cases but also WTR's strong culture of cost

control.

In order to deliver the recovery story and earnings

growth, AWK will have to manage rate cases

successfully in all the states in which it operates

and will have to repair (which we believe it is

doing) its regulatory relationships after a difficult

few years, during which RWE took out a layer of

management in each of the states, undermining

the regulatory relationships which are by nature,

local in the US. One of the reasons for the relative

cost differential is that the current management

has decided to 'staff up' to increase operational

delivery and strengthen regulatory relationships.

This was an important part of rebuilding the

business.2009200820072006

20%

50%

40%

30%

IIIIWTR iAWK
Non regulated strategy

Source: Company data, A uaAmerica

Another disadvantage AWK has relative to Aqua

is its less strong balance sheet. We do believe that

this limits its scope for growth. This also applies

We look below at the peers. AWK has an

unregulated business which is lower margin and

of lower capital intensity than the regulated

business. It competes with Veolia. This could be

area of growth for AWK. We set out below how it

5
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Water Utilities
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HSBC~

compares with its US peers to show that the

business mix does affect its overall margins and

ability to grow its dividend.

DCF valuation

In HSBC's standard DCF model, three separate

stages are used:

WACC inputsandDCF valuation

~ Stage 1: explicit forecasts for five years, to

2014.

~ Stage 3: terminal 1.5% annual free cash flow

growth.

17

1.5%

15

1.25%

4.0%
4.3%
4.5%
4.8%

Sensitivity of DCF value to WACC andterminal growth rate

In the table below we set out a sensitivity table

illustrating the effect of different terminal FCF

growth rates and WACC on AWK's DCF

valuation.

~ Stage 2: a semi-explicit forecast period for a

further 5 years, to 2019, assuming 2% annual

revenue growth, and 28% EBIT margins.

WACC inputs Equity valuation (USDm)

Costofdebt ; +DCFvalue 10,208
Pre-tax cost ofdebt 5.5% + ST marketable assets
Marginal taxrate 39%; +Value ofassociates
Costof equity

4.0%:
+Other assets 1,026

Risk-free rate EV(asset side) 11,234
Equity risk premium 3.5%; - Netdebt (+ifNetcash) (5,755)
Additional risk premium - Quasi debt (pension) (667)
Beta 0.47 - Value ofminorities
Debt-61% 3.4% Total non-equity claims (6,422)
Equity- 39% 5.6% Value of Equity 4,812
Costof capital 4.3%1 Value pershare (USD) 27.12

Source: HSBC

Valuation

Forecasts

We have used four valuation methods, namely

DCF, DDM, SOTP and value creation analysis, to

value AWK. We take the simple average of the

value yielded by the four methods to arrive at our

target price ofUSD25. The table below presents a

summary of our valuation.

Forecasts and valuation

We assume that AWK is able to increase its

earnings to USD1.40 in 20l0e from USD1.23 in

2009 by successfully negotiating rate cases which

will allow it to increase its allowed revenues.

Conclusion

In the sections below we outline some of the

potential upside for American Water outside what

we would call the regulatory rate case phase

which might provide catalysts for earnings in

2010. These are warmer temperatures following

on from 2009, which was one of the coldest,

wettest years on record on the East coast of

America. (This can affect EPS by several cents.)

In addition any improvement in the US housing

market, and we set out the circumstantial evidence

that we may shortly see improvement, should

offer additional growth.

Summary of valuation methods Source: HSBC

USD/share

Current price15/3/2010
DCF
DDM
SOTP
Value creation
Target price
Potential return
Rating

HSBC Estimates

21.10
27.12
26.49
19.02
27.36
25.00
18.5%

Overweight

DDM valuation

AWK has committed to a payout of 50-70%. This

translates into DPS growth of 5% every year.

Since there is a clear established link between

earnings and dividends, we believe that the DDM

is an appropriate tool for valuing AWK's equity.

6
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HSBC~:D

DDM valuation (USD)

Value creation analysis

Value creation analysis

We use this methodology to calculate AWK's

ability to create value above its WACC.

Q1 Q2 Q3 Final Total %share

Explicit 0,8 1.0 1,1 1,0 3.9 15%
Terminal 5.5 5.7 5,9 5,5 22.6 85%
Value 6.3 6.7 7.0 6.5 26.49

Source: HSBC

Risks

Conclusion: target price of USD25

Based on the rounded average of our four

valuation methodologies - DCF, DDM, SOP, and

value creation analysis - we arrive at a target

price ofUSD25.

Peer list for SOTP valuation

Price Market Cap EV/EBITDA
Residential water (USD) (USDm) 2010e

AQUA AMERICA 16.9 2,313 8.8x
CALWATER SER. 36.8 763 7.7x
AMERICAN STS.WATER 32.5 604 7.3x
SOUTHWEST WATER 10,5 260 11.0x
MIDDLESEX WATER 17,6 238 14.6x
YORK WATER 14,0 176 11.4x
WEIGHTED AVERAGE 8.9x

Price Market Cap EV/EBITDA
Industrial &Commercial (USD) (USDm) 2010e

ITT 52,8 9,661 6.5x
PENTAIR 34,6 3,413 9.2x
DANAHER 78,0 25,238 10,5x
NALCO HLDG. 23.5 3,250 7.8x
WEIGHTED AVERAGE 9.3x

Source: Thomson Financial Datastream

Weare initiating our equity coverage ofAWK

with an Overweight rating. Under HSBC research

model, for stocks without a volatility indicator,

the Neutral band is 5pp above and below the

hurdle rate of7.5% for US stocks (ie between

2.5% and 12.5%). Our l2-month target price of

USD25 implies a potential total return of 18.5%,

which is above the Neutral range and therefore

justifies our Overweight rating.

9,936
1,026

(6,107)
4,855
27.36

10,946
3.9%
4,3%

-0.4%
(1,010)

(USDm)

Our DDM value ofUSD26.49 is based on a cost

of equity of5.6% and a long-term growth

assumption of2%. There is a 5-year explicit

forecast period till 2014. The share of explicit and

terminal forecast valuation is shown in the

following table.

Opening invested capital
ROIC 201 Oe onaverage invested capital
WACC
Spread ofROCE above WACC
Value creation

Source: HSBC

Estimated enterprise value
Financial and other assets
Netdebt 2009, pensions & Minority
Estimated equity value
Equityvalue pershare (USD)

SOTP valuation

We use a US water peer group multiples to derive

our sum of the parts applying a multiple to our

EBITDA estimates.

SOTP valuation (USDm)

2010e EBITDA Multiple EV

Downside

~ Slowdown in organic growth revenue in 2010

Residential water
Commercial water
Industrial water
Public and other
Wastewater
Other water
Regulated business
Financial and other assets
Netdebt 201 Oe, pensions & Minority
Estimated equity value
Equityvalue pershare (USD)

616
172
30

111
28
18

974

8,9x 5,498
9.3x 1,596
9,3x 274
8.9x 988
8,9x 252
9.2x 163
9.0x 8,772

1,026
(6,422)

3,376
19.02

~ Inability to maintain cost controls, thus

resulting in even higher O&M expenses than

currently

~ Failure to achieve a high proportion of the

desired revenues from rate cases

~ Lack of contract operations growth

Source: HSBC, Thomson Financial Datastream
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Peer comparison

Valuation and rating of Aqua America

We continue to value Aqua America using

December 2010 as the next forecast year and

based on four methods DCF, DDM, sum-of

parts (SOP) and divisional value creation analysis.

We take the average of these, USD20.21, and

round it down to USD20 to obtain our target

price.

Under HSBC's research model, the Neutral band

for stocks without a volatility indicator such as

Aqua America is five percentage points above and

below the hurdle rate 00.5% for US stocks. For

Aqua America, this translates into aNeutral band

of2.5-12.5% above the current share price of

USD16.92. As our target price ofUSD20 implies

a potential total return of 18%, we maintain our

Overweight rating.

Aqua America: WACC inputs and DCF valuation

WACC inputs I Equity Valuation USDm

Cost ofdebt ' +DCFvalue 4,650
Pre-tax cost ofdebt 4,9%1 + STmarketabie assets
Marginal taxrate 38,9%' +Value ofassociates
Cost ofequity + Other assets 311
Risk-free rate 4,0%: EV(asset side) 4,962
Equity risk premium 3,5% - Net debt (+if Net cash) (1,564)
Additional risk premium

0,61
- Quasi debt (pension)

Beta - Value ofminorities (1)
lEW 7RW:lR HI' WRIl>PV

(T w 9IDHRIHI' W
Costof capital 4.8%j Value pershare (USD) 24.83

Source: HSBC estimates

Aqua America: DDM valuation (USD)

Q1 Q2 Q3 Final Total %share

Explicit 0.70 0.69 0.68 0.71 2,78 11%
Terminal 5.47 5.39 5,31 5,50 21,68 89%
Value 6,18 6.08 5,99 6.20 24.46
Source: HSBC

Aqua America: Value creation analysis

(USDm)

HSBC~

Aqua America: Summary of valuation

Particulars

Current price15/3/2010
DCF
DDM
SOP
Value creation analysis
Target price(rounded)
Potential return
Rating

Source: HSBC

USD

16.92
24,83
24.46
16,13
15.46
20.00
18%

Overweight

Opening invested capital
ROIC 201 Oe onaverage invested capital
WACC
Spread ofRaCE above WACC
Value creation
Estimated enterprise value
Financial and other assets
Net debt 2009, pensions &minority
Estimated equity value
Equity value pershare (USD)

Source: HSBC

Aqua America: SOP valuation (USDm)

2,826
5,6%
4,8%
0,7%

431
3,257

311
(1,452)

2,116
15.46

Negative risks

~ Reduced organic growth in Aqua's revenue in

2010

~ Rate cases that do not deliver improved

returns

~ Aqua is unable to maintain cost control

~ Cost of debt increases as Aqua refinances its

short-term debt

8

2010e EBITDA

Residential water 264
Commercial water 53
industrial water 7
Other water 32
Wastewater 31
Other utility 5
Regulated business 391
Financial and other assets
Net debt 201 Oe, pensions &Minority
Estimated equity value
Equity value pershare (USD)

Source: HSBC, Thomson Financial Datastream

Multiple EV

8.7x 2,283
9,3x 490
9,3x 68
9,2x 293
9.2x 284
9.2x 43
8.8x 3,460

311
(1,565)

2,207
16.13
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Aqua America-segmental analysis (USDm)

2009a 2010e 2011e 2012e 2013e 2014e

Sales
Regulated 659 715 775 841 912 989

Residential water 392 425 462 501 543 590
Commercial water 94 102 110 119 128 138
Industrial water 19 21 23 24 26 29
Other water 70 76 82 89 96 103
Wastewater 70 77 85 93 103 113
Other utility 13 13 14 15 15 16
Other & Eliminations 12 13 14 15 16 17

Total 671 727 789 855 928 1,006
Sales growth
Regulated 7% 8% 8% 8% 8% 8%

Residential water 5% 9% 9% 9% 9% 9%
Commercial water 5% 8% 8% 8% 8% 8%
Industrial water -2% 8% 8% 8% 8% 8%
Other water 20% 8% 8% 8% 8% 8%
Wastewater 19% 10% 10% 10% 10% 10%
Other utility -5% 5% 5% 5% 5% 5%
Other & Eliminations -1% 8% 8% 8% 8% 8%

Total 7% 8% 8% 8% 8% 8%
Operating profit
Regulated 237 268 294 323 356 392
Other & Eliminations 0
Total 237 268 294 323 356 392
Operating profit margin
Regulated 36% 37% 38% 38% 39% 40%
Other & Eliminations 3% 0% 0% 0% 0% 0%
Total 35% 37% 37% 38% 38% 39%
Operating profitgrowth
Regulated 6% 13% 10% 10% 10% 10%
Other & Eliminations -78% NM NM NM NM NM
Total 5% 13% 10% 10% 10% 10%

Source: Company data, HSBC estimates

HSBC~

9
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Opportunities for growt

C;~''''''Ol'C;U opportunities

;:lorl,c>in,rl infrastructure

growth

noncase

~ H hly

~ Housing

~

Classification of watersystems operating in theUS

community wastewater facilities. The following

table represents the water systems operating in the

US based on population served by them.

In the following charts, we set out the total US

water industry by system size and the total

population served by them in 2008. As the

industry is highly fragmented, there is immense

scope for consolidation, leading to improved

operating efficiencies, lower unit costs and better

services.

Regulated sector

The water and wastewater utility operations in the

US are regulated by the state regulatory

commissions. These commissions have broad

administrative powers and authority to regulate

rates and charges, determine franchise areas and

conditions of service, approve acquisitions and

authorise the issuance of securities. The

profitability of a utility play is influenced to a

great extent by the timeliness and adequacy of

rate allowances in the various states in which it

operates.

Highly fragmented

The market for operating water and sewerage

services in the US is estimated at USD47-53bn

per annum. However, the water and wastewater

industry in the country is highly fragmented, with

c52,000 community water systems and cl6,000

Water systems

Very large
Large
Medium
Small
Very small

Source: HSBC

Population served

100,001 ormore
10,001-100,000

3,301-10,000
501-3,300

500 or less

Number of watersystems bysize(US, 2008) Population served bywatersystem size(US, 2008)

Very Small

56%

Small

27%

Very Large

1%

Large

7%

Medium

9%

Small

7%

Very Small

2%

Source: American Water Source: American Water

10
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Source: Pinsent Masons Water Yearbook, 2008-09

Summary of spending forecasts

Treabnent

22%

(USDbn) Period

335 2007-27
550-1,000 Over the next

20years
137 1996-2016

492-820 2003-23

Source

6%
Other

1%

Source: EPA, viaAqua America

Fiscal stimulus

Forms of concessionary, finance tax-free loans

have been made available to improve water

infrastructure in the country. It appears to us that

Aqua America and American Water have been the

earliest beneficiaries of the initiative.

Particulars

EPA estimate of USneed forwaterinfrastructure investment
(totalUSD335bn) over2007·27

Water infrastructure
Replacement, upgrade and
extension cost
Sewage treatment projects
Overall capital spending on
drinking water and wastewater

The replacement cost for the ageing water and

wastewater network, and upgrading and extending

the treatment facilities according to the US water

trade organisation at USD550-1,000bn over the

next 20 years. Moreover, as per EPA estimates,

the country needs to spend USD137bn during

1996-2016 to reach the EPA's acceptable level of

discharges from sewage treatment plant.

C "C 0 0 "C
0 "m CD

CD 0 u, 0 0 '"~ 0 0... c. c.

'"<.> C:- O;>< CDui
1111980 2000 1112020 > :5

Spending forecasts

As mentioned earlier, there is a need to modernise

infrastructure. Better regulations to improve water

quality and management of wastewater discharge

are among primary concerns. The EPA estimates

that to ensure compliance with the existing and

future water regulations, the country's water

infrastructure would need an investment of

USD335bn over 2007-27. We set out the various

compositions of the EPA estimate in the following

chart.

50%

75%

US drinkingwaterpipeclassification (1980-2020)

Source: Pinsent Masons Water Yearbook, 2008-09

0%

25%

In its most recent (January 2009) report card for

America's Infrastructure, the American Society of

Civil Engineers (ASCE) has rated the wastewater

and drinking water infrastructure in the country a

'D -', where A Exceptional, B = Good, C

Mediocre, D Poor, F = Failing.

The water and wastewater infrastructure in the US

is ageing, and in constant need of modernisation

and replacement. In the chart below, we set out

the drinking water pipe classification as per the

US Environmental Protection Agency (EPA).

Ageing infrastructure

11
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New privately owned housing unitsstarted (inthousands)
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Source: us Consensus Bureau

Potential catalysts

US housing: On the road to recovery?

The latest data released by the US Consensus

Bureau suggests that the slump in the housing

sector in the US witnessed in 2008-09 is on the

verge of a recovery. The optimism is further

supported by the Housing Market Index (HMI),

developed by the National Association of Home

Builders (NAHB). The HMI is based on a

monthly survey ofNAHB members and is

designed to take the pulse of the single-family

(SF) housing market. The survey asks respondents

to rate market conditions for the sale of new

homes at the present time and in the next six

months as well as the traffic of prospective buyers

of new homes. This index is used in conjunction

with the latest 'housing starts' figure to forecast

demand for new homes. The forecast serves as an

indicator of economic growth. Values from the

index range from 0 to 100, with 50 indicating an

average demand for new homes. The chart above

shows the expected progress in house prices. This

will provide underlying additional growth in

revenues for US water companies by as much as

1-2% in our view.

HMI andthethreecomponents: 200S·Present (seasonally adjusted)

35

30

co co co co co co co co co 0> 0> 0> 0> 0> 0> 0> 0> 0> 0> 0> 0> = ==
~

= = b '1' '1'
~
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Source: NAHBfWelis Fargo Housing Markel Index
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Rate cases pending

AWK needs to be successful in the following rate

cases to increase revenues and earnings in 2010

onwards.

General ratecases awaiting finalorder(31 December 2009)

Date filed Amtfiled ROE Rate base Status
(USD) requested filed

(USD)

Hawaii' 1-Nov-07 1,3 10,6% 24,9 Awaiting
final order

California 23-Jan-09 32.7 10.2% 215.8 Discovery
(Sac, LA, (Data
Lark)" Requests,
Indiana 30-Apr-09 46,9 12.0% 670,5 Investigati
Ohio 7-May-09 8,8 12,2% 74,8 on)
Illinois 29-May-09 58.6 12.25% 610,3
Arizona 2-Jul-09 20.6 12.25% 220.4
(Anthem,
etc.)
New Mexico 21-Aug-09 0.7 12.25% 4.0
(Edgewood)
Missouri 30-0ct-09 48.7 11.6% 792.3 Case Filed

Source: Company data
* Interim rates implemented (USDO.7m additional annual revenues) and will besubject to
adjustment upon issuance offinal orderfrcrn commission.
**California rate increase amount includes testyear (2010) increase ofUSD26,1m,and staged
increase of$6.6m effective inescalation yearof2011.

13
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Model forecasts of ENSO fromFeb 2010

Dynamical Model
3 NASAGMAO

NCEPCFS
2.5

JMA

2 SCRIPPS
LDEO

1.5 AUS/POAMA

IT ECMWF
e.... UKMO
-"='os KMASNUE 0.50 ECHAM/MOMc
...:

COLA AN OMI-

°'"'" MetFRANCE....
,.;

-0.5 JPN-FRCGC0
:z COLA CCSM3Z

-1 Statistical Model

-1.5 CPCMRKOV
CPCCA

-2 CPCCCA

OBS Forecast CSU CUPR
-2.5 UBCNNET

NDJ Jan JFM FMA MAM AMJ MJJ JJA JAS ASO SON OND UCLA-TCD
2010

Source: International Research Institute (lRI) forClimate and Society
NDJ=Nov-Dec-Jan, JFM=Jan-Feb-Mar, and soon

HSBC~D

AWK regulated business 2009 - breakdown bystate

of revenue share, 39% of customer base). This

might provide additional revenue growth both for

AWK and WTR.

Water volumes likely to be on the rise (EI Nino

effect)

The US Climate Prediction Center (CPC) has

confirmed that a significant El Nino persisted

throughout the equatorial Pacific Ocean during

January 2010. The National Oceanic and

Atmospheric Administration (NOAA) forecasts

temperatures to be warmer than average across

much of the western and central US and below

average in the Southeast and mid-Atlantic from

southern and eastern Texas northward to southern

Pennsylvania and south through Florida in 2010.

New Jersey
Pennsylvania
Illinois
Missouri
Indiana
California
West Virginia
Other

Source: Company data

Revenue share

25%
21%
9%
9%
7%
6%
5%

17%

Customer base

19%
20%
9%

14%
8%
5%
5%

19%

As evident from the chart above, Sea surface

temperatures (SST) are more than 1.0°C above

average across most ofthe central and east-central

equatorial Pacific. Based on current observations

and dynamical model forecasts, El Nino is

expected to continue in the Northern Hemisphere

at least until late Spring 2010.

From Q2 onwards this may lead to a recovery in

water usage in states where AWK operates,

particularly in New Jersey and Pennsylvania (47%

14

Non-regulated growth

It competes with Veolia, United Water and Severn

Trent Services to provide operating contracts for

municipalities. We expect this to be an area of

growth for AWK. Its flagship project in 2009 is

the water recycling plant in Fillmore California. It

operates this under a 20 year DBO contract. This

provides waste water reuse in an area of water

scarcity.
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American Water Works
(AWK)
Rate Relief More Than Offsets
Weather and the Economy

Current Price: $18.50
Target Price: $25

BUY

***See Last Page for Disclosure***

American Water Works (AWK) is the largest investor
owned water and wastewater utility company in the
United States.

Company Description

$0.99 $1.10 $1.30 $1.45
0.02 $0.04
0.29 $0.28
0.46 $0.56
0.19 $0.22

$0.80 Current Yield: 4.3%
18.7 16.8 14.2 12.8

$13.04 $14.99 $16.36 $16.51
7.6% 7.9% 8.3% 8.8%

$16.47 -$23.65
159.98

$3,073.3
$8,187.9

59.0%
60.5%
36.7%

3.56
476,947

• AWK reported full year 2008 EPS results of $1.10, below
our $1.15 estimate, but 11% higher than the $0.99 for the
same period last year. Higher results were primarily driven
by significant rate relief implemented in 2007 and 2008.

• In 2008, the Midwest experienced some of the wettest
weather on record. Total volume of water sold decreased
(4.4%) versus 2007, which negatively impacted revenues
by ($52.3 million), net income by ($30.8 million) and EPS
by ($0.19). Industrial water sales declined (5.8%) for the
year and a more significant (11.6%) in the fourth quarter.

• While water utilities are less economically-sensitive than
most other companies, we are closely monitoring the recent
declines in retail water sales.

• We attribute roughly "half' of the usage decline to the
economy and "half' to weather and conservatively estimate
"weather normalized" 2008 results would have been
roughly $1.20. (calculating weather-related volume
declines during this economic recession is an uncertain
science given potential impacts of price elasticity and
budget-related constraints)

• We consider fourth quarter and full year weather
normalized results to be solid and encouraging.

• We have raised our 2009 and 2010 EPS estimates to
$1.30 and $1.45, respectively, from $1.25 and $1.40,
respectively. Given the strong weather-normalized 2008
results and significant rate relief both granted (over $200
million in 2008) and pending (over $100 million), we
continue to forecast accelerated EPS growth over the next
few years.

• During 2008, AWK was authorized rate increases totaling
approximately $206.3 million, including $120 million
authorized during the fourth quarter.

• Shares currently trade at 12.8X our 2010 EPS estimate and
123% of book value, which represent material discounts to
group median/averages of 18.5X and 175%. AWK is a
high quality conservative utility with unique growth
opportunities. Shares offer investors a 4.3% dividend yield,
the likelihood of consistent annual dividend increases and,
more importantly, earnings growth through rate base
additions and consolidation/privatization opportunities.

Highlights*411-*1 t4,'ni.
$2.523.5 $2,675.5

$568.6

$589.4
$672.2

$506.8

B,ln:!
$2,336.9

$553.8

$558.7
$633.0

$468.5
$2.214.0

BookValue

Debtto Capital

EPS

PIE (x)

InsiderOwnership

30

AverageDailyVolume
Short Interest(mil. shares)

Current Annual Dividend:

MarketCapitalization (mll.)
Enterprise Value Irnll.)

10

Institutional Ownership

10

30

Sales ($ rnll.)

52-WeekRange
SharesOutstanding (rnil.)

20

ROE

40

20

40
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2008 Results Rise 11%
to $1.10vs. $0.99

Improvement Highlights
the Significant Impact
Rate Relief Can Have
On EPS Results

Sales Volume Declines
Negatively Impacted
Results By ($0.19)

We Estimate Weather
Normalized EPS Were
$1.20

2008 EPS Results Rise 11% to $1.10; Weather-Normalized Results Were
Roughly -$1.20

On February 25, AWK reported full year 2008 EPS results of $1.10, below our $1.15
estimate, versus $0.99 for the same period last year. Results rose 11 %, but were
lower than our estimate primarily due to weather-related sales volumes declines,
which negatively impacted annual results by ($0.19) per share.

During the third quarter and early fourth quarter, the Midwest experienced some of
the wettest weather on record. Total volume of water sold in 2008 decreased (4.4%)
versus 2007, which negatively impacted revenues by ($52.3 million), net income by
($30.8 million) and EPS by ($0.19). We note that calculating weather-related volume
declines during this economic recession is an uncertain science given potential
impacts of price elasticity and budget-related constraints. However, we are
comfortable that results would have exceeded our estimate absent milder and wetter
than normal weather. We remind investors that our forecasts assume normal weather
and conservatively estimate "weather normalized" 2008 results would have been
roughly $1.20.

Fourth quarter 2008 EPS results were $0.23, below our $0.27 estimate, vs. $0.19 for
the same period last year. Fourth total volume of water decreased (6.7%) in the
fourth quarter, which negatively impacted revenues by ($27.3 million), net income by
($16.1 million) and EPS by ($0.10).

While water utilities are less economically-sensitive than most other companies, we
are closely monitoring the recent declines in retail water sales. In recent years, AWK
has observed customer usage decline at rates averaging roughly (0%-to-1.5%).
However, the fourth quarter and full year showed the following sales declines:

The company's Non-regulated Businesses' revenues increased by $29.5 million, or
12.2%, while operating expenses increased $22.8 million. During 2008, AWK
subsidiaries acquired ten small systems serving 5,000 water customers and 1,600

We attribute roughly "half' of the usage decline to the economy and "half' to
weather. As a result, we consider fourth quarter and full year weather-normalized
results to be solid and encouraging. Higher results were primarily driven by
significant rate relief implemented in 2007 and 2008, including the following more
significant decisions: Illinois ($24.9 million-8/8/08), Pennsylvania ($36 million
11/07) and West Virginia ($32.8 million-3/28/08). During 2008, AWK was
authorized rate increases totaling approximately $206.3 million, including $120
million authorized during the fourth quarter. Large recent rate increases include a
roughly a $72.1 million, or 15%, increase for New Jersey-American authorized in
mid-December and a $34.5 million increase for Missouri-American. The allowed
returns on common equity have averaged more than 10%.

AWK Received Rate
Awards Totaling $120
Million in the Fourth
Quarter

Roughly $104 Million In
Revenue Requests
Pending With Various
PUCs

Residential
Commercial
Industrial
Total

(6.0%)
(3.3%)
(5.8%)
(4.4%)

2008
(4.2%)
(5.0%)
01.6%)
(6.7%)

American Water Works 2
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We Have Raised Our
2009 & 2010 EPS
Estimates to $1.30 and
$1.45

Capital Expenditure
Budget Remains Heavy

RWEIntends
Secondary Offering In
the Near-Term

American Water Works

wastewater customers.

2008 capital expenditures totaled $1 billion and operating cash flow totaled $552
million. Excluding goodwill, the common equity ratio was 31% and book value was
$14.98 at year-end 2008.

EPS Outlook Remaius

We have raised our 2009 and 2010 EPS estimates to $1.30 and $1.45,
respectively, from $1.25 and $1.40, respectively. Given the strong weather
normalized 2008 results and significant rate relief both granted (over $200 million in
2008) and pending (over $100 million), we continue to forecast accelerated EPS
growth over the next few years. With roughly 90% of earnings generated from the
low-risk regulated water utility business, we assume reasonable regulatory treatment
leads to an EPS rebound to over $1.45 by 2010, which results in a roughly 9.5%
return on common equity. Water utility allowed returns on equity have averaged
roughly 10-11 % over the past few years. In addition, management has instilled the
growth-through-acquisition culture that marked the "Water Works" of yore and we
expect an acceleration of growth opportunities.

Improved 2008 results as well as the recent rate relief highlight AWKs strategic
progress toward boosting returns at previously "under-earning" subsidiaries via
necessary rate relief. We estimate AWK subsidiaries earned a roughly 8% return on
common equity in 2008, which results in potential for further earnings improvement
of roughly $0.20-0.30 per share to reach a 9.5% ROE. As of year-end 2008, AWK
subsidiaries were awaiting decisions on rate requests totaling $104 million in
additional revenues, including roughly $79 million for California-American. We
consider the California Public Utilities Commission (CPUC) to be among the more
constructive PUCs in the nation.

Partially offsetting the positive impact of significant rate relief will be higher interest
expense, more shares outstanding (roughly 16 million shares), higher pension expense
and higher overall operating expenses. Management estimates capital expenditures to
total roughly $4.0-4.5 billion over the next five years or $850 million per year. We
forecast internally generated cash of roughly of $590 million in 2009 and $640
million in 2010. After dividends of $260 million in 200912010, we assume AWK
issues $350 million in equity and $400 million in debt over the forecast period.

IPO and Future Offerings

RWE sold roughly 63.2 million shares, or 39.5%, of a total 160 million shares
outstanding, in the April 23rd initial public offering. RWE has stated its intention for
full divestiture as soon as reasonably practical and we believe the general market
opinion is for a second offering in the near-term. We believe the over-hang of
additional share offerings as well as RWE control issues have resulted in a discounted
valuation. We remind investors that any such discount should theoretically diminish
following the share issuances.

Reiterate Our Buy Rating

At the current price, we consider AWK shares to be remarkably inexpensive relative

3
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American Water Works

to the other publicly-traded water utilities. AWK shares trade at l4.2X our 2009 EPS
estimate of $1.30 and l2.8X our 2010 EPS estimate of $1.45, which compares to
group multiples of l8.5X and l7.0X, respectively, and historical water utility
multiples of 20-25X. On a price-to-book value basis, AWK shares trade at 123% of
tangible book value (includes the write-off of all goodwill) versus group average
multiples of 175%. We believe AWK shares warrant at least an industry-average
multiple.

We believe the market and investment community have under-estimated the value of
the growth-oriented water utility. Based on the published research reports, we believe
the unique characteristics of American Water Works and the sector have been
somewhat neglected. These unique characteristics include a greater certainty of rate
base growth than typically achieved in the regulated electric and gas utility sector as
well as greater opportunity for customer growth through consolidation and
privatization opportunities.

In addition, we believe the market has assigned a l5-to-20% discount to AWK shares
based on the pending RWE secondary. Given that we expect the offering to take
place over the near-term, we believe this discount will diminish and/or be eliminated
in the near future.

4
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American Water Works
Financial Statements (2005-2010)

(In $ millions unless otherwise noted)

IIncome Statement 2005A 2006A 2007A 200SA 2009E 2010EI
Operating revenues 2,137 2,093 2,214 2,337 2,279 2,335

Rate increases 0 245 340
IOperating revenues 2,137 2,093 2,214 2,337 2,524 2,6751

Operating expenses
Operation & maintenance 1,201 1,175 1,249 1,304 1,369 1,437
Depreciation & amortization 261 259 267 271 288 305
General taxes 183 185 183 199 205 211
Gain on sale of assets (7) 0 (7) (0)
Impairment charge 385 222 509 750

Total operating expenses 2,025 1,841 2,201 2,524 1,862 1,953

Operating income 112 253 13 (187) 662 722
Operating income excl. impairment 491 474 515 563 662 722

Other income
Interest 345 366 281 (285) (285) (285)
New interest expense 0 (20) (25)

AFUDC 11 22 23 23
Amortization of debt expense (5) (6) (5) (5)

Other (10) (5) 6 5 5 5
Total other income 336 361 271 (264) (300) (305)

Income from continuing operations 155 113 244 299 362 417

Provision for income taxes 51 47 86 112 135 156
Tax rate 32.9% 41.6% 35.4% 37.5% 37.5% 37.5%

Net income (275) (156) (34.4) (563) 226 261
Net income, excluding impairment 104 66 158 176 226 261

Shares outstanding 160 160 160 160 174 180

EPS ($1.72) ($0.97) ($2.15) ($3.52) $1.30 $1.45
EPS excluding non-recurring $0.65 $0.41 $0.99 $1.10 $1.30 $1.45

1Cash Flow Statement 2010EI2005A 2006A 2007A 2008E 2009E

Net income (275) (156) (344) 176 226 261
Depreciation 261 259 267 271 288 305
Other 539 220 551 94 75 75

IOperating cash flow 525 324 474 541 589 641 1

Capital expenditures (558) (689) (759) (1,000) (850) (850)
Other 28 3 12

IInvesting cash flow (530) (691) (747) (1,000) (900) (900)1

Debt issuance 100 400
Conunon equity 350
Common dividends (128) (134)
Other

IFinancing cash flow 0 322 2661

IBalance sheet 2005A 2006A 2007A 2008E 2009E 2010EI
Common equity 2,805 3,817 4,543 4,102 4,550 4,677
Common equity (excl, goodwill) 2,086 2,398 2,846 2,973
Goodwill 3,188 2,966 2,457 1,704 1,704 1,704
Preferred equity 1,779 1,779 29 29 29 29
Short-term debt 0 0 317 655 17 17
Lon -term debt 5,Q30 4,104 4,675 4,648 4,748 5,148
Total capitalization 9,614 9,700 9,563 9,434 9,344 9,871

American Water Works 5
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Jesup & Lamont
Established 1877

American Water Works (AWK) - 3 Year Price Chart

Price Target and Ratings Changes over the Past 3 Years:

Date
8/14/2008

Stock
Price

$21.09
Rating

Buy

Target
Price

$25.00
Initiation

X

Companies Mentioned in Report:

• None
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Jesup & Lamont
Establi,hed 1877

Analyst Disclosure

I, Tim Winter, the author of this research report, certify that the views expressed in this report accurately reflect my personal views about the subject
securities and issuers, and no part of my compensation was, is or will be directly or indirectly tied to the specific recommendations or views
contained in this research report.

At the time of this published report, Securities, or derivatives thereof, of this company are not owned directly by the analyst covering this stock. The
securities mentioned in this report are not owned by the analyst's immediate supervisor, or indirectly by his/her household members.

Jesup & Lamont Inc. is the parent company of Jesup & Lamont Securities Corp. is a FINRAISIPCIMSRB broker dealer. Jesup & Lamont Securities
Corp. is not currently involved in an Investment Banking relationship with AWK and we are not a market maker in the security. Jesup & Lamont
Securities Corp. or its employees may take equity positions in the security including transactions that may be contrary to any recommendations
contained herein. Jesup & Lamont Securities Corp. has not managed or co-managed a public offering of securities or received compensation for
investment banking services from the subject company within the past 12 months. Jesup & Lamont does not expect to receive or intend to seek
compensation for investment banking services from the subject company within the next 3 months.

An officer, or a household family member of an officer, of Jesup & Lamont Securities Corp. is not a director or an officer of the company. Jesup &
Lamont Securities Corp. or any affiliates do not beneficially own 1% or more of any class of this company's common equity. However, officers or
employees of Jesup & Lamont Securities Corp. may currently hold equity stakes in AWK.

Ratings definitions:
1) Buy means the stock is expected to appreciate and produce a total return of at least 10% and outperform theS&P 500 over the next 12-18
months;
2) Hold means the stock is expected to perform generally in line with the S&P 500 over the next 12-18 months; and
3) Sell means the stock is expected to under perform the S&P 500 over the next 12-18 months and should be sold.

Ratings distributions: Of the securities subject to research coverage by Jesup & Lamont Securities Corp., the percentage rated as "Buy" is 49%, the
percentage rated as "Hold" is 51%; and the percentage rated as "Sell" is 0%.

In the past 12 months, Jesup & Lamont Securities Corp. has provided investment banking services to 0% of the companies we currently rate as
"Buy", to 0% of the companies we currently rate as "Hold"; and to 0% of the companies we currently rate as "Sell".

Other Disclosures
This publication does not constitute an offer or solicitation of any transaction in any securities referred to herein. Any recommendation contained herein may not be
suitable for all investors. Although the information contained in the subject report has been obtained from sources we believe to be reliable, its accuracy cannot be
guaranteed. This publication and any recommendation contained herein speak only as of the date hereof and are subject to change without notice. Jesup & Lamont
Securities Corp. and its affiliated companies and employees shall have no obligation to update or amend any information contained herein. This publication is being
furnished to you for informational purposes only and on the condition that it will not form a primary basis for any investment decision. Each investor must make its own
determination of the appropriateness of an investment in any securities referred to herein based on the legal, tax and accounting considerations applicable to such
investors and its own investment strategy. Investors should understand that statements regarding future prospects may not be realized. By virtue of this publication,
none of Jesup & Lamont Securities Corp. or any of its employees shall be responsible for any investment decisions. This report may not be reproduced, distributed, or
published without prior consent of Jesup & Lamont Securities Corp.
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American Water Works Company, Inc. (AWK-$20.60)
Updating Estimates; Maintain BUY

Company Statistics Financials
Price: $20,60 FYEDec 2007A 200SE 2009E

Market Capitalization (M): $3,311.7 EPS: $1.18 $1.16 $1.39

Average Daily Volume (I-month): 431,173 Prior EPS: $1.17 $1.41

Dividend: $OAO
Yield: 1.9%

Quarterly EPS: Q1 $0,02 $0,04

Rating: BUY
Q2 $031 $030
Q3 $0.59 $0,55
Q4 $0.27 $0.27

PIE Ratio: 17Ax 17,7x 14,8x

Research Analyst Certification and Important Disclosures start on page 6 of this document.

INVESTMENTCONCLUSION: Since the new year began, American Water Works has announced another small
debt offering, following on the heels of its November transaction. It hasn't given any further indication on the
timing of its planned $600 million equity offering, though we still expect that to take place in the first quarter. Its
parent company, RWE AG, has announced a major electric company acquisition in Europe that may be causing
some distraction, but American says the main issue impacting timing of the equity offering remains "market
conditions." Our review of 4Q'08 weather suggests it could be a slight drag on the quarter, causing us to trim a
penny from our estimate. Looking ahead, we have slightly revised our 2009 estimate to take into account our
updated view on the pending Trenton, New Jersey, acquisition, as well as the impact of this most recent debt
offering. While the company is meeting its expected schedule of rate increases, higher costs of debt and equity in
the current market environment are making it somewhat more expensive for the company to fund ongoing capital
expenditures while waiting for rate case recovery. Still, our trimmed EPS estimate for 2009 implies 18% earnings
growth, and we believe the company can show similar EPS growth in 2010. We maintain our BUY rating and $26
fair value target, as we continue to believe the valuation discount on AWK relative to its peers should subside this
year.

KEY POINTS:

• Trenton Acquisition Still Awaiting Final Approval. Trenton news sources have recently quoted $80 million
as the expected settlement price, down from the original $100 million transaction price announced a year ago.
The timing on closing has slipped a bit, now expected in 1Q versus our earlier expectations of completion by
year end 2008. While the transaction isn't finalized, we currently anticipate that the acquisition will contribute
somewhat less to net income than we had previously forecast, trimming about a penny from our 2009 estimate.
For additional information on this acquisition, refer to the section titled "Trenton Update."

• Debt Filing. On January 16th
, American Water filed an S-1 registration statement for an additional $75 million

in senior notes to be issued by its capital corporation subsidiary. This comes on the heels of a $75 million debt
offering (10% Senior Monthly notes due 2038) completed in late November. Similar to the November
transaction, the company intends to use these proceeds to redeem short-term debt. The company's proforma
estimates in the S-1 assume a 9% rate on this transaction, though the actual rate will depend on market
conditions at the time ofthe offering.

- 1 -
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• No Goodwill Impairment in 4Q. American Water disclosed in the S-l filing for its proposed debt transaction
that its annual impairment test conducted in the fourth quarter had determined that no goodwill impairment is
required. The filing offers detailed disclosure regarding how the assessment was made. Year-to-date, the
company recorded an impairment of $750 million, which was booked during the first quarter. Investors may
remember that the company booked impairment charges of $396 million, $228 million, and $509 million, in
2005, 2006, and 2007, respectively. As of September 30, 2008, American Water carried $1.7 billion of
goodwill on its balance sheet. Barring any additional "triggering events" in the coming year, the next
impairment test will be conducted in 4Q of 2009. For additional information, refer to the following section
titled "Annual Goodwill Impairment Test Completed."

• Timing of Equity Still Unclear. The company has given no further indication of the timing of its planned
$600 million equity offering since filed its registration statement in mid-December. We had expected pricing
this month, but that looks unlikely at this point. The company has until February 15th to complete the
transaction with current financials; after that date, it must re-file with 4Q financials. As outlined in the
December filing, RWE plans to sell $300 million of its 60% stake, and American plans to issue $300 million of
primary shares, with any additional issuance from the over-allotment option allocated to RWE. Please refer to
our December 19, 2008 for additional details and adjustments to our earnings estimate associated with this
offering. Earlier this month, RWE announced its plan to acquire most of Dutch utility Essent for Euro 9.3
billion (approx $12.5 billion), prompting credit watch announcements from the ratings agencies. We suspect
this transaction would make RWE more interested in completing its divestiture of American Water, though the
$300 million equity offering envisioned for the near-term won't make much difference to RWE's overall
balance sheet.

• Weather May Have Still Been a Small Factor in 4Q. Wet weather in the Midwest last summer had a
significant dampening effect on earnings in 2Q and 3Q. Our review of weather records indicates that this
pattern continued in October though precipitation normalized in the latter part of the quarter in most of the
country. December was also colder than usual in the Midwest, which may have caused a higher than usual
number of water main breaks, though typically this is a bigger issue in the March quarter. Overall, we have
trimmed our 4Q estimate by a penny, to $0.27 from $0.28, to account for some modest weather impacts,

• Estimate Revisions. Our revised 2008 estimate is $1.16, versus $1.17 previously, while our 2009 estimate is
$1.39, versus $1.41 previously. (We had cut our estimate from $1.47 to $1.41 in December to account for the
anticipated equity offering, assuming $300 million of dilution at $20 per share. Changes in the timing or
pricing of the offering could result in additional adjustment.) We expect to introduce our 2010 estimate after
the company reports year-end earnings.

VALUATION SUMMARY: American's stock price has held up well
relative to the market in recent months. The shares are down just 2%
since Oct. 1 of 2008, compared to a 25% declines for the S&P 500.
The stock was above the IPO price of $21.50 when the secondary
offering was announced in December, though it has subsided
somewhat since then. The shares have also outperformed the water
utility group, which was down about 14.8% in 2008 and down 3.9%
thus far in January. The RWE overhang and uncertainty about the
company's ability to generate the rate increases necessary to improve
its returns on equity have been the key factors putting pressure on the
stock price, in our view. We believe the company is proving itself on
rate increases, particularly with its recent awards, and the RWE
overhang concerns should abate somewhat as the parent company
continues to reduce its ownership.

Current Data Points
Price $20.60
Shares outstanding 160.0
Market cap ($ mil) 3,295.2
Net debt/total capital 55.1%
Net debt 5,110.1
Shareholders equity 4,162.4
Adjusted shareholders equity** 3,310.2
Est. 2008 ROE, excl goodwill 4.5%
Est. 2008 ROE on adiusted eauitv 5.6%
Book value/share $26.02
Price/Book 0.8x
Goodwill 1,704.3
Adjusted book value/share $20.69
Price/book, adjusted 1.00x
Dividend*** $0.80
Dividend Payout Ratio 69%
Yield 3.9%

**Adjusted equity includes est. portion of goodwill
captured in rate base for ROE

***Payout ratio based on 2008 income exc/
impairment chg

Source: Company data, Janney Estimates

- 2-
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On a PIE basis, American trades at about 15x our revised 2009 estimate, compared to the current peer group average
of 19.5x. On an EViEBITDA basis, the company trades at 8.3x our current 2009 EBITDA estimates vs. the group
average of 8.9x. On a price/book basis, the stock is currently trading at about Ix on "adjusted shareholder equity"
(including the portion of goodwill that is captured in rate base), a large discount to the group average of 1.7x book
value.

Our fair value of $26 implies a 2009 PIE of 18.7x of our revised earnings estimate and an EVIEBITDA multiple of
9.2x. This compares favorably to our average fair value target multiples for the peer group of 21.3x and 9.5x,
respectively.

American Water Works (AWK)

2006 2007 2008E 2009E

Sales ($ bil) 2,093.1 2,214.2 2,366.5 2,595.0
Revenue growth 5.8% 6.9% 9.7%
Price/Sales 1.5x 1.4x 1.3x
EBITDA ($ mil) 723.2 791.0 841.8 1,006.9
Price/EBITDA 4.2x 3.9x 3.3x
EV/EBITDA 10.6x 10.0x 8.3x
Reported net income (162.2) (342.8) (555.0) 243.8
Impairment & one-time costs 254.8 531.8 741.6 -
Net income ex impairment* 92.6 189.0 186.5 243.8
EPS ex one-time items $0.58 $1.18 $1.16 $1.39
EPS Growth 104.2% -1.4% 19.7%
PIE 17.7x 14.8x

*Net income ex impairment and one-time costs, net of tax

Source: Company data, Janney Estimates

i'MERICAN WATER \oX)RKS(AWK)
24

Pro Forma
Estimated offering price $20.00
Shares outstanding 175.0
Market cap ($ mil) 3,499.2
Net debt/total capital 53.4%
Net debt (incl add'i $75 mil offering) 5,116.0
Shareholders equity 4,457.3
Adjusted shareholders equity** 3,605.2
Est. 2009 ROE, excl goodwill 5.5%
Est. 2009 ROE on adlusted equity 6.8%
Book value/share $25.48
Price/Book 0.8x
Goodwill 1,704.3
Adjusted book value/share $20.61
Price/book, adiusted 0.97x
Current RWE ownership 60.5%

$300 mil sale 46.7%
$390 mil sale, incl overallotment 44.1%

**Adjusted equity includes est. portion of goodwill
captured in rate base for ROE

Source: Company data, Janney estimates

Jan 16, 2009 20.45

23

21

20

18

17
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TRENTON UPDATE

Trenton Background. While we refer to it as the "Trenton acquisition", the pending transaction actually includes
four suburban water systems located in the Trenton suburbs that are currently owned and operated by the city of
Trenton. The acquisition includes approximately 40,000 customers and 460 miles of water mains in Ewing,
Hamilton, Lawrence, and Hopewell townships, which would increase American Water's customer base in New
Jersey by 5%. The initial agreement, announced on December 5,2007, included a purchase price of $100 million.
While the price was based on the company's assessment of asset value, it is contingent on approval from the New
Jersey Board of Public Utilities, as the company stated that it would not pay more than what the regulators would
allow as rate base (in other words, it did not want pay a premium and add to its goodwill balance).

Valuing the Assets. The state's Department ofthe Public Advocate's Division ofRate Counsel estimated the value
of the system at about $54.4 million. Various intervenors, including the suburban cities up for sale and other
investor-owned water utilities operating in the state, had also believed the systems were worth less than the
proposed $100 million transaction price. Local newspapers are now reporting that settlement discussions are taking
place at the $80 million level. In the interest of making the arrangement more attractive for the city, American
Water is also likely to take on the full cost of physically separating the system, which is expected to cost $9 million
- $13 million and should take about three years. Originally, Trenton was expected to share half of this separation
expense. We believe such capital expenditures would likely be allowable as increases to rate base in the next rate
case.

Acquisition Timing. We have done some local checks, and it no longer seems likely that the acquisition will close
before the end of January. The transaction was not on this week's city council agenda. The city council plans to
hold two public hearings and then wait twenty days after the second hearing before ruling on the transaction. The
[mal step will be approval from the New Jersey Board of Public Utilities (BPU). Depending on the timing of city
council sign-off, we expect the acquisition to be on the BPU Agenda on either February 24th or, more likely, March
20th

•

Impact to Earnings Estimates. We have been expecting that Trenton would contribute about $5 million to 2009
net income. This expectation was based on a variety of assumptions that have since changed, including the timing
and value of the transaction, in addition to various regulatory factors tied to the recently completed rate case. A
settlement price of $80 million, down from the original $100 million transaction price earlier announced, would
decrease the company's expected rate base and earning contribution. On the other hand, the company's allowed
ROE in New Jersey recently increased to 10.3% from 10.0%, which would increase the earnings contribution. The
$5 million contribution had also assumed a completion date of December 2008, so the 2009 contribution would
decrease to account for any timing delays. There are additional variables that are difficult for us to analyze tied to
the recently completed rate case, including depreciation schedules, deferred credits, and debt treatment, among other
factors. Overall, we roughly assume the acquisition may contribute $3.0-3.5 million to net income this year, versus
$5 million, trimming about a penny from our EPS estimate. Should the transaction close before American files their
Form 10K, we would expect an update on this acquisition's contribution.

ANNUAL GOODWILL IMPAIRMENT TEST COMPLETED

The company performs its annual impairment test around November 30th each year, in conjunction with strategic
planning. The company may perform additional interim reviews throughout the year, if management believes a
triggering event has occurred. American defines a triggering event as something that "would more likely or not
reduce the fair value of a reporting unit below its carrying value." Although the company has disclosed some
factors that may determine impairment, including a decline in the company's stock price, a decline in comparable
water utilities valuation assessment, a decline in expected rate case results or capital expenditure plans, or changes
in interest rates, it had not previously disclosed many details about the testing process.

As we have noted before, impairment testing is more an art than a science, requiring judgment and various
assumptions. In the recent S-l filing, American outlined its two-step test to identify possible goodwill impairments
and measure the amount to be taken. In step 1 the company compares the calculated fair value for each reporting
unit to its respective net carrying value (book value). Only if the fair value of any unit is below the carrying value is

- 4-
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step 2 performed to determine the necessary impairment loss. In assessing the fair value to the book value, the
company compared trading prices of the company's regulated water utility peers. For the unregulated business,
American used five-year discounted cash flow models from internal forecasts.

"In reaching our conclusion, we also made certain assumptions, which we believe to be
appropriate, that support the fair value ofour reporting units. We considered, in addition to the
listed trading price of the Company's shares, the effect on that price due to RWE's majority
ownership, the effect ofRWE's expected disposition of its owned Company shares on the market
for those shares, the applicability ofa control premium to our shares and certain otherfactors we
deemed appropriate. As a result, we concluded that the Company's fair value exceeds what we
might otherwise have concluded had we relied on market price alone."

The company did note in its disclosures that the estimated fair value of its reporting units is approximately in line
with its carrying value, leaving little value in excess of the required threshold. It said that if the fair value was less,
the step 2 review then triggered would have resulted in an impairment charge for the fair value of its long-term debt
of an estimated $300 million, due to accounting guidance that must be followed to measure the implied fair value of
goodwill. This fair value assessment of long-term debt is not required as part of step 1.

COMPANY DESCRIPTION: American Water is the largest investor-owned water and wastewater utility in the
UiS; serving approximately 15.6 million people in 32 states across the us. & Ontario, Canada. Its primary
business as a regulated utility operation accounts for 90% of revenue, supplemented by small but growing non
regulated businesses.

- 5 -
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IMPORTANT DISCLOSURES

Research Analyst Certification
Each of the primarily responsible analysts for this research report, Debra G. Coy and Heike M. Doerr, certify that all
the views in this research report accurately reflect her personal views about any and all of the subject securities or
issuers. No part of her compensation was, is, or will be directly or indirectly, related to the specific
recommendations or views expressed in this research report.

Janney Montgomery Scott LLC ("JMS") Equity Research Disclosure Legeud
1. JMS is a market maker in the securities ofthe company and may at any time hold a long or short position

in this security.

2. The research analyst primarily responsible for preparing this research report or a member of the research
analyst's household has a financial interest in the securities ofthe company in the form of a long position
in such securities.

3. The research analyst primarily responsible for preparing this research report or a member ofthe research
analyst's household has a financial interest in the securities of the company in the form of options (0),
warrants (W), futures (F), and/or a short position (S).

4. JMS or an affiliate managed or co-managed a public offering of securities for the company in the past 12
months.

5. JMS or an affiliate received compensation for investment banking services from the company in the past
12 months.

6. JMS or an affiliate received compensation for products or services other than investment banking services
from the company in the past 12 months.

7. JMS may seek compensation for investment banking services from the subject company (ies) in the next 3
months.

8. The research analyst is compensated based on, in part, JMS's profitability, which includes its investment
banking revenues.

9. JMS or an affiliate beneficially owns 1% or more of any class of common equity securities of the
company.

10. An Employee or Director of JMS is an officer or Director of subject company.

11. Other:

Definition of Ratings
BUY Janney expects that the subject company will appreciate in value. Additionally, we expect that the

subject company will outperform comparable companies within its sector.
NEUTRAL Janney believes that the subject company is fairly valued and will perform in line with comparable

companies within its sector. Investors may add to current positions on short-term weakness and sell on
strength as the valuations or fundamentals become more or less attractive.

SELL Janney expects that the subject company will likely decline in value and will underperform comparable
companies within its sector.
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Price Charts
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Janney Montgomery Scott Ratings Distribution as of December 31. 2008*
BUY NEUTRAL SELL
48% 49% 3%
*As a percent oftotal coverage. See ratings definition above.

Janney Montgomery Scott Ratings of Investment Banking Relationships as of December 31. 2008**
BUY NEUTRAL SELL
11% 2% 0%
**Percentages of each rating category where JMS has performed Investment Banking services over the past 12
months.

Other Disclosures
Investment opinions are based on each stock's 6-12 month return potential. Our ratings are not based on formal
price targets, however our analysts will discuss fair value and/or target price ranges in research reports. Decisions
to buy or sell a stock should be based on the investor's investment objectives and risk tolerance and should not
rely solely on the rating. Investors should read carefully the entire research report, which provides a more
complete discussion of the analyst's views.

This research report is provided for informational purposes only and shall in no event be construed as an offer to
sell or a solicitation of an offer to buy any securities. The information described herein is taken from sources
which we believe to be reliable, but the accuracy and completeness of such information is not guaranteed by us.
The opinions expressed herein may be given only such weight as opinions warrant. This Firm, its officers,
directors, employees, or members of their families may have positions in the securities mentioned and may make
purchases or sales of such securities from time to time in the open market or otherwise and may sell to or buy
from customers such securities on a principal basis. Supporting information related to the recommendation, if
any, made in the research report is available upon request.
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1'S: Excludes impairment charges; quarters may
at sum to annual due to rounding

Another Good Quarter and More in the
Pipeline; Maintain BUY

INVESTMENT CONCLUSION:
Yes, it's still a "boring" water utility with a long-term view, but we like it. American
Water is simply getting the job done, as it promised when it came back to the public
markets last year. It followed up a strong first quarter with solid results in the second
quarter, and we expect strong growth to continue through 2009. Management filed
several significant cases in key jurisdictions during the quarter, and awards received in
the last twelve months more than offset a declining usage pattern. Industrial usage
dropped 17% in the quarter and residential usage dropped 5%, the latter mainly due to
wet northeast weather. Investor caution around the RWE overhang was somewhat
ameliorated after the June offering, but the overhang remains. Overall the company is
growing as planned: spending $400 million in the first half of the year, awaiting
authorizations on $258 million in requested filings, and progressing on acquisitions.
We've revised our 2009 estimate to $1.36 from $1.33 and maintain our 2010 estimate
of $1.50, though we see opportunity for further upside next year. We maintain our
BUY and 12-month fair value of $26.

KEY POINTS:
• Second Quarter Results: American Water reported 2Q earnings of $0.32/share, a

penny ahead of our estimate and consensus, and up 14% year over year. Despite a
5.5% decline in volumetric send-out, revenue grew 4% over the same period last
year due to $46.5 million in new rates. The efficiency ratio improved 210 basis
points to 54%, and operating margin improved to 25.7% from 24.2% last year.
Lower than expected interest expense also helped on the bottom line. Operating
cash flow for the first six months was $228.7 million, suggesting that our full-year
expectation of $500-600 million is on target.

• Capital & Growth: American sold 14.5 million shares in June and completed
several debt issuances in the second quarter amounting to $275 million ($360
million so far in 2009). These funds, along with the internally generated cash flow
are being put to work. American is on schedule to spend $800 million in 2009. The
company is growing via projects in NJ and Texas. The company is also returning
capital to shareholders via the recent 5% dividend increase (to $0.21/quarter) - its
first increase since rejoining the public equity markets.

• Rate Activity: Rate awards received in the second quarter were modest at $12.5
million, mainly a $10 million award in Kentucky. American filed significant cases
in the quarter, however, and now has over $258 million in pending requests, up
from $104 million at the start of the year.

• Valuation Attractive: While it has recovered in recent weeks, the stock continues
to trade at a steep discount to peers at a PIE of around 15x and 13x our 2009 and
2010 estimates and a 8.3x on a 2010 EV/EBITDA multiple. Our 12-18 month
outlook remains positive, as rates flow in and organic growth gradually recovers
along with the economy. We maintain our BUY rating and $26 fair value.

Research Analyst Certifications and Important Disclosures
are on pages 5 - 6 of this report
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VALUATION SUMMARY:

Since the equity offering in early June, AWK shares have steadily increased from around $17 to over $20 (10.1% increase in
the last three months). Year to date, the stock is down 4.2% compared to the average decline of 11% among the larger
investor-owned water utilities (excluding SouthWest Water's rebound).

On a PIE basis, American trades at about 15x and 13x our 2009 & 2010 estimates respectively, compared to the current peer
group average of 23x and 20x. On an EVIEBITDA basis, the company trades at 8.3x our current 2010 EBITDA estimate vs.
the group average of 9.7x. On a price/book basis, the stock is currently trading at about 1.1x on "adjusted shareholder
equity" (including the estimated portion of goodwill that is captured in rate base), a large discount to the group average of
1.8x book value. Our fair value of $26 implies a 2009 PIE of 19x and 2010 PIE of 17x. This compares to the assumed group
PIE multiples of23x and 20x 2009 and 2010 estimates, respectively. Our fair value assumes a 2010 EVIEBITDA multiple of
9.3x, compared to the peer group average of 9.5x. American's higher debt load compared to the group accounts for the
higher current EVIEBITDA multiple relative to peers. The estimated 2009 ROE on adjusted equity (including a portion of
goodwill) is now over 7% -- a steadily improving metric which still offers plenty of room for upside relative to the
company's average allowed ROE in the 10-10.5% range.

Current Data Points
Price $20.00
Shares outstanding 174.5
Market cap ($ mil) 3,490.2
Net debt/total capital 57.7%
Net debt 5,363.2
Shareholders equity 3,928.2
Adjusted shareholders equity' 3,203.2
Est. 2009 ROE, excl goodwill 5.8%
Est. 2009 ROE on adjusted equity 7.2%
Book value/share $22.51
Price/Book 0.9x
Goodwill 1,250.1
Adjusted book value/share $18.36
Price/book, adjusted 1.1x
2009 Dividend $0.82
Dividend Payout Ratio" 60%
Yield 4.1%

'Adjusted equity includes est. portion of
goodwill captured in rate base for ROE

**Payout ratio based on 2009E EPS excl.
impairment chg

American Water Works (AWK)
2008 2009E 2010E

Sales ($ bil) 2,336.9 2,512.0 2,750.0

Revenue growth 5.5% 7.5% 9.5%
Price/Sales 1.5x 1.4x 1.3x
EBITDA ($ mil) 831.2 962.4 1,069.8

EBITDA Growth 5.1% 15.8%
Price/EBITDA 4.2x 3.6x 3.3x
EV/EBITDA 10.7x 9.2x 8.3x
Reported net income (562.4) (213.8) 267.6
Impairment & one-time costs 741.6 443.0 -
Net income ex impairment' 179.2 229.2 267.6
EPS ex one-time items $1.12 $1.36 $1.50
EPS Growth -5.2% 21.7% 10.3%
PIE 17.9x 14.7x 13.3x

*Net income ex impairment and one-time costs, net of tax

Source: Company data, Janney Estimates

Source: Company data, Janney Estimates
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Cash flow and capex. American is using internally generated cash flow as well as new equity and debt to fund its capital
investment program. The $400 million in capex spent in the first half was partially funded with some of the $228.7 million in
operating cash flow generated so far in the year. We still anticipate that the company can generate $500-600 million in
operating cash flow in 2009 compared to plans for $800 million in capex and approximately $138 million in dividend
payments. The shortfall will be funded with equity capital raised in June and ongoing debt issuances, a typical financing plan
for water utilities.

RECENT RATE ACTIVITY: American secured $12.5 million in new annualized revenue through general rate cases in the
second quarter, primarily from a $10 million Kentucky case effective June l ", Paired with the West Virginia case received in
the first quarter, the company has now been granted $17.7 million in 2009 in general rate case awards. An additional $21
million in surcharges was finalized so far in 2009.

American was busy in the second quarter filing new cases in key states, specifically in PA, IN, IL, IA and most recently in
OR and AZ as noted in the exhibit below. In Iowa, the company has implemented $6.8 million in interim rates subject to
refund pending final case approval. The most recent significant cases request 12%-12.25% allowed ROEs. We believe the
higher requests reflect the higher equity risk we are now seeing in the financial markets, and allowed ROEs may be trending
upward slightly from the 10.0-10.2% average we've typically seen in the last couple of years. As a reminder, we typically
expect to see awards averaging about 60% of requests.

File
State Date

NJ

Waterl
Sewer Region

DSle Mechanism
% Increase

N/A

Req.
$ Increase (M) Docket # ROE Status Summary

N/A W008050358 N/A Delayed at July 29th meeting.

American has filed for a Distribution System Improvement Charge (DSIC) in New Jersey. This mechanism is utilized in
several states and allows the company to immediately begin recovering the cost of (and earn a return on) qualifying plant
(usually pipe), instead of waiting for the next general rate filing. American requested a 7.5% cap on DSIC increases between
rate cases, the level it currently receives in PA. At the end of July, the NJ Board of Public Utilities (BPU) delayed approval
of the surcharge. At the same time the BPU requested a management audit of New Jersey American, a common industry
practice, to review practices & procedures. Regulatory audits are a part of business as usual, and this audit appears to be
unrelated to the DSIC filing and more a function of the time lapsed since the last audit in 1997.

EARNINGS OUTLOOK:

We have raised our 2009 estimate to $1.36 from $1.33, accounting for a lower interest expense and the earnings beat in 2Q
relative to our forecast. We are currently forecasting approximately 7.5% revenue growth for the year, versus 8% previously
in light of the wet summer and hamstrung industrial demand. We expect continued improvements in the operating expense
ratio, which improved to 54% from 56.1 % in the same period last year, ahead of our forecast. We expect to see
improvements of 200 bps per quarter in coming quarters, with the expense ratio for the year dropping to 53% of revenues
from 56% in 2008.

Most of the outstanding debt in the second quarter was commercial paper and revolving credit borrowings that carried low
interest rates of 25-100 basis points. With longer term debt issued to pay down the short term loans, the interest expense

- 3 -
Tl'USwdAdvisors fur Generatio"s

KAW_R_AGDR1#438_PART1_042610 
Page 236 of 290



should pick up in the second half based on rates for the longer term debt of 6-6.5%. Our interest expense assumptions had
been too high in the second quarter and we have brought them down to $80 million from $85 million in the third quarter, with
a similar $5 reduction in the fourth quarter.

We have maintained our 2010 estimate of $1.50, which includes 9% revenue growth, assuming normalized weather after two
unusually wet summers and a more modest improvement in the operating expense ratio of only 50 basis points. However, if
American can continue its pace of rate cases without significant additional operating expense growth, we believe it could
generate better leverage from its existing asset base.

The non-regulated segment has been quiet as all eyes seem focused on getting the regulated utility back up to speed, but we
may see a resumption of growth in the military base business and municipal contracts business in the next one to two years.
Given economic conditions and municipal budgets, we have been hearing more discussion of privatization and outsourcing in
recent months. While transactions take time to develop, we continue to believe this part of American Water's business has
significant growth potential over the next several years. For the first six months of 2009, revenues in the segment were
down slightly year over year, to $122 million from $128 million, but EBIT contribution improved to $10.1 million from $9.3
million last year on better operating margins.

SECOND QUARTER REVIEW:

Revenue. American posted revenue growth of 4% in the second quarter to $613 million. This growth came despite a 5.5%
volumetric usage decline, including a 16% decline in the industrial customer class, which makes up about 5% of total
revenues. These usage declines are sequentially worse than the first quarter, a result of wet weather in the Northeast. More
than offsetting the total 5.3 billion gallon shortfall in sendout ($24 million decline versus last year) was $46.5 million in rate
awards. The remaining incremental revenue came from surcharges and acquisitions offset by a decrease in contract
operations. The unregulated business revenue fell 4%, or $2.8 million, to $64 million, due to a decline in the contract
operations business partially offset by the Homeowner Services Group.

Operating Costs. Year over year, total operating & maintenance (O&M) expenses in the quarter were flat due in part to the
decreased send-out, leading to an improved efficiency ratio of 54% from 56%. Production costs were up, led by a 31%
increase in chemical costs, a year over year trend that should persist despite somewhat lower chemical costs since the
beginning of the year. Employee costs were up slightly, driven by increased pension costs. Notably the "other" cost line
item jumped $6.8 million, about half of which is related to a one-time charge for disallowed rate case expenses in California
along with overall higher rate case costs associated with the increased number of filings. We now anticipate a 7% increase in
employee costs in 2009, driven mainly by pension expense.

Pension expense. We had expected American's pension expense to grow in 2009, and this was evident in the 30% year over
year increase in the second quarter. The jump in expenses is a result of increased amortization of actuarial losses on plan
assets associated with stock declines. Management is working with regulators in certain states that currently do not allow for
recovery of these costs in the regulatory process but the increased costs remain a drag on margins this year.

Depreciation & Amortization. Depreciation as a percentage of revenue increased to 12% from 11.4% and in absolute terms
increased 8.8%. We expect depreciation to increase 8.5% in 2009 as a result of robust capital spending but remain stable as a
percentage of revenue.

Growth. American's acquisition of four township water systems outside of Trenton, for $80 million is still pending. With
the timing of closing still unclear, we have assumed a modest penny enhancement to 2009 EPS, although this could easily
slip into 2010. Specifically on Trenton, citizens have asked to put the acquisition approval to a referendum which has
stretched out the approval process. The company is also growing in New Jersey in Pine Hill (pipeline extension), Warren
Township (3 treatment plants), and the ongoing Trenton suburbs acquisition. In Texas, the company is working on a 50,000
GPD desalination pilot program, highlighting the variety of opportunities American has to capitalize on.

Dividend. American's Board of Directors increased the quarterly cash dividend by 5% to $0.21 from $0.20; payable
September l't. This is the company's fifth dividend payment and first increase since the IPO. We expect the company to
maintain a 50%-70% payout ratio and pay $0.82 in total dividend in 2009.

-4-
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Company Description

American Water is the largest investor-owned water and wastewater utility in the US., serving approximately 15.6 million people
in 32 states across the US. & Ontario, Canada. Its primary business as a regulated utility operation accounts for 90% of
revenue, supplemented by small, but growing, non-regulated businesses.

IMPORTANT DISCLOSURES

Research Analyst Certification

I, Debra G. Coy and Heike M. Doerr, the Primarily Responsible Analyst for this research report, hereby certify that all of the
views expressed in this research report accurately reflect my personal views about any and all of the subject securities or issuers.
No part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views I
expressed in this research report.

Janney Mont2omery Scott LLC ("JMS") Equity Research Disclosure Le2end

JMS is a market maker in the securities of AWK, and may at any time hold a long or short position in this security.

JMS or an affiliate managed or co-managed a public offering of AWK security in the past 12 months.

JMS or an affiliate received compensation for investment banking services from AWK security in the past 12 months.

JMS may seek compensation for investment banking services from the subject company (ies) AWK security in the next 3
months.

The research analyst is compensated based on, in part, JMS's profitability, which includes its investment banking revenues.

Definition of Ratin2s

BUY: Janney expects that the subject company will appreciate in value. Additionally, we expect that the subject company will
outperform comparable companies within its sector.

NEUTRAL: Janney believes that the subject company is fairly valued and will perform in line with comparable companies
within its sector. Investors may add to current positions on short-term weakness and sell on strength as the valuations or
fundamentals become more or less attractive.

SELL: Janney expects that the subject company will likely decline in value and will underperforrn comparable companies
within its sector.
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IB Serv./Past 12 Mos.

Rating

BUY[B]

NEUTRAL [N]

SELL [5]

Count

136

125

5

Percent

51

47

2

Count

11

5

o

Percent

8

4

0.00

*Percentages of each rating category where JMS has performed Investment Banking services over the
past 12 months.

Other Disclosures

Investment opinions are based on each stock's 6-12 month retnm potential. Our ratings are not based on formal price targets,
however our analysts will discuss fair value and/or target price ranges in research reports. Decisions to buy or sell a stock should
be based on the investor's investment objectives and risk tolerance and should not rely solely on the rating. Investors should
read carefully the entire research report, which provides a more complete discussion of the analyst's views.
This research report is provided for informational purposes only and shall in no event be construed as an offer to sell or a
solicitation of an offer to buy any securities. The information described herein is taken from sources which we believe to be
reliable, but the accuracy and completeness of such information is not guaranteed by us. The opinions expressed herein may be
given only such weight as opinions warrant. This Firm, its officers, directors, employees, or members of their families may have
positions in the securities mentioned and may make purchases or sales of such securities from time to time in the open market or
otherwise and may sell to or buy from customers such securities on a principal basis.Supporting information related to the
recommendation, if any, made in the research report is available upon request.
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Water Infrastructure Funding Update
Anybody Feeling Stimulated Yet?

INVESTMENT CONCLUSION:
Some six months after economic stimulus legislation was enacted by Congress, much ink and much chatter has been
spent on the topic of stimulus, but the level of money actually spent remains small. However, the flow of work is finally
beginning in the water sector, and we expect federal and municipal contract activity to ramp up this fall and into the first
half of 2010. At the federal level, agencies have been hampered by onerous contracting and reporting requirements, but
the logjam is starting to clear, and we expect to see incremental growth in water-related spending in the coming year. At
the municipal government level, stimulus spending will continue to be partially offset by budget weakness, but a
stabilization of the bond markets and increased certainty about funding options is helping to restart delayed projects. On
balance, we think 2010 may be a surprisingly strong rebound year for water infrastructure markets, with growth in the
5-10% range after a flat to down 2009. (See p. 2 for a list of stocks likely to benefit.)

KEY POINTS:

• Not much paid out yet .... Key federal stimulus programs impacting the water infrastructure industry are the U.S.
EPA's state revolving fund programs, which received $6 billion under the stimulus law, and the U.S. Army Corps of
Engineers, which received $4.6 billion. The U.S. Agriculture Department's rural water programs also received about
$4 billion in funding. As of the most recent weekly status reports, dated Aug. 21, the EPA reports that it has paid out
only $75 million to date, the Corps has spent $177 million, and the USDA had paid out only about $10 million in
small grants and loans. Obviously, there is a long way to go.

• ....But don't give up. We think the slow pace of spending so far belies a high level of behind-the-scenes activity that
is just beginning to translate into contracting activity. New administrative requirements set by Congress, along with
shortages of staff to deal with the influx of funds, have bogged down the process, but these hurdles are finally
beginning to be cleared. In addition, we believe record-keeping methodologies understate the level of project
activity, since the EPA and Ag Department loan and grant funds do not show up as "paid out" until states and
municipalities have actually started projects and requested reimbursement.

• EPA water & sewer funds. The U.S. EPA has released funds to 45 states after approving their "intended use" plans,
and the states are in tum releasing money to specific projects. EPA remains firm on its Feb. 2010 deadline by which
states must show that funds have been signed into contract, though this may prove ambitious. The focus of the
program remains on smaller projects, a disappointment for larger engineering and services firms, though it should
benefit equipment firms through purchases of pipes, pumps, valves, etc., in the coming year.

• Corps of Engineers water resource projects. The Corps has selected a list of 172 construction projects, 523
operations and maintenance projects, and 45 Mississippi River projects to receive its stimulus funding. The project
list was finalized at the end of April but is only now beginning to result in project bids. The agency's updated plan,
released July 30, targets $850 million to be spent by the end of FY09 - likely a stretch goal - and $2.5 billion in
FY1O. The agency is now starting to announce awards of contracts for dredging, shore protection, levee construction,
etc.

• Agriculture Department water projects. The USDA announced $175 million in water and environmental projects
this week, and says it has committed $1.5 billion in project loan and grant funding so far. These are mostly small
projects benefiting small and rural communities that will likely go to local, not national, contractors.

Research Analyst Certifications and Important Disclosures
are on pages 8 - 9 of this report
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INFRASTRUCTURE STIMULUS RECAP:

The Obama administration pushed hard for an economic stimulus program after taking office last November. Congress
passed the American Recovery and Reinvestment Act (ARRA) in February of this year, including about $150 billion in
funding for infrastructure projects. Transportation and energy received the most dollars - and the most public attention 
under the bill, but water and wastewater received significant funding as well, as least compared to levels of federal funding
provided previously.

Approximately $15 billion in water-related funding is included in the bill, mainly through the EPA's state revolving fund
program, the Army Corps of Engineers water resources management program, and the Agriculture Department's rural water
assistance program. For all of these agencies, the influx of new funds has created a significant challenge. Not only have they
faced large workload increases, but they have also had to deal with a bewildering range of new reporting and administrative
requirements that Congress imposed in the interest of "transparency". The "Buy America" clauses in the procurement
requirements have also slowed down implementation.

Nevertheless, six months into the process, the procedures are finally largely in place to start putting the money to work - now
that the recession is being declared over in some quarters. Needed or not, we believe the federal government remains
committed to spending the bulk of these funds. It now appears that a temporary "bulge" in spending is likely in FY' 10 and
FY'l1, as agencies push out stimulus money along with their regular appropriations, with spending likely to subside in
FY' 12 (the federal fiscal year ends Sept. 30).

A range of companies are likely to benefit from the coming surge, though companies we talk to are all reporting that they
aren't seeing much yet - consistent with the government's spending numbers thus far. Below is a list of companies that are
involved in water infrastructure markets at the federal, state, and local level, though none are "pure plays" on stimulus
spending.

Companies that participate in water infastructure markets
Recent Market

Company name Ticker Rating price Cap Infrastructure businesses
AECOM* ACM BUY $28.42 $3,115 Consulting and engineering
American Water Works AWK BUY $20.47 $3,573 Contract operations and design-build services
Ameron AMN NR $75.35 $694 Coatings and pipeline systems
Badger Meter BMI NR $36,99 $551 Water utility meters
Caigon Carbon CCC NR $14,24 $772 Water treatment systems
Great Lakes Dredge & Dock GLDD NR $6.79 $397 Largest provider of dredging services in the U.S,
Insituform INSU BUY $19,12 $742 Pipeline rehabilitation
ITT Industries** ITT BUY $50.74 $9,255 Pumps, treatment
Layne Christensen LAYN NEUTRAL $26.97 $523 Water utility construction, well drilling
Michael Baker* BKR NEUTRAL $35.63 $316 Consuiting and engineering
Mueller Water Products MWA NR $4,87 $568 Pipes and related products
Northwest Pipe NWPX NR $35.21 $325 Pipes
Orion Marine ORN NR $21.57 $473 Construction and maintenance on waterways
Shaw Group SGR NR $32,57 $2,722 Consulting and engineering
Southwest Water SWWC BUY $5.00 $124 Contract operations and design-build services
Stantec STC NR $14,55 $265 Consulting and engineering
Tetra Tech TTEK BUY $31,00 $1,875 Consulting and engineering
URS URS NR $45.13 $3,805 Consulting and engineering

Source. Thomson Baseline
*Covered by Joe Foresi **ITT covered by Jim Lucas

ARMY CORPS OF ENGINEERS:

NR - Not Rated

The U.S. Army Corps of Engineers received $4.6 billion in stimulus funds, more than doubling its annual appropriation. The
bulk of the funding is targeted to water resource-related civil works projects. These are not municipal water and sewer
system projects but rather projects that relate to navigation, water storage and supply, hydropower, and flood risk
management in coastal and waterway areas.
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In late April, the Corps released its list of projects that would receive ARRA funding, and the lists have since been updated
somewhat. The Corps is planning about 175 construction projects, 525 operations and maintenance projects, and 45
Mississippi River projects. Examples of some of the larger projects include:

• Construct pump station to be integrated into regional wastewater treatment plant in Phoenix - $20 million
• Complete channel improvements on the Santa Ana River in California - $26 million
• Construct pump station in the Florida Everglades - $41 million
• Deepening of Jacksonville Harbor, FL - $24 million
• Rehabilitate canal walls, Illinois Waterway - $49 million
• Improve locks on Kentucky Locks on Tennessee River - $46 million
• Main channel dredging in Galveston - $44 million
• Replace lock gates, Chicago Harbor - $18 million
• Coastline mapping, Mississippi - $10 million

Paging through the lists of projects, it appears that a significant amount will be spent on harbor and waterway dredging and
maintenance, which is already beginning to benefit firms such as Great Lakes Dredge and Dock (GLDD) and Orion
Marine (ORN).

The Corps said in its most recent weekly update report that it has spent $177 million to date, about 4% of its total funding,
and obligated $1.1 billion, or 24%, to new contracts and new work orders under existing contracts. Its target spending, or
outlays, for FY09 are $850 million, as outlined in the chart below, with about $2.5 billion in additional outlays targeted
for FYIO. Since the fiscal year ends in a month, on Sept. 30, it appears that the FY09 target is ambitious. Tetra Tech
(TTEK), for example, which counts the Corps among its top three clients, has yet to see much work emerge from the agency
but is monitoring pre-bid activity and expects to see its volume of bids picking up this fall.

US Army Corps of Engineers
($ mil)

Total ARRA Funding
Released to date (8-21-09)
Spent to date (8-21-09)
% of total

4,600
1,102

177
4%

Funding
Mississippi River 375
Construction 2,000
Operations &maintenance 2,100
Other smaller proorarns 125

Total 4,600
Source: US Army Corps of Engineers

US ENVIRONMENTAL PROTECTION AGENCY:

Projected Outlays
FY09 FY10

62 192
354 899
393 1,299
47 76

857 2,465

The EPA received $6 billion in water and wastewater funding under ARRA, $4 billion for wastewater and $2 billion for
drinking water projects. The funds were allocated to the agency's established State Revolving Fund (SRF) programs, which
provide low-cost loans to states to distribute for municipal and some private sector projects. The $6 billion in ARRA funding
represented a major increase for the programs, which have typically received about $1.5 billion per year through regular
appropriations. In a departure from the loan structure of the program, half of the ARRA funds are to be distributed as direct
grants rather than loans.

The EPA had an initial goal of committing 50% of its new funds to projects that were ready to start construction by June
2009. This proved to be ambitious, as it took states some time to pull together prioritized lists of projects that were eligible to
receive funding. Most states were overwhelmed by municipal project requests that far exceeded the allocations they received
under the revolving fund programs. By now, however, states have submitted their "Intended Use Plans" as required, and
EPA has approved and released funds to about 45 of the 50 states. States are now in the process of releasing the funds to
water and sewer utilities for specific projects.

- 3 -
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We had heard some discussion earlier about the new funds being targeted to larger projects in larger cities, versus the focus
on assistance for smaller communities that has existed under the SRF program. It does not appear that this shift is taking
place, however, as most states are using their increased allocations to continue support for smaller cities and towns, resulting
in a long list of small projects to be funded under ARRA.

The EPA is sticking with its firm deadline that projects receiving allocations must have signed contracts or construction
underway by Feb. 11\ 2010, one year after the passage ofthe ARRA. With only $75 million of $6 billion, or slightly over
1%, paid out under the program to date, this deadline appears to be optimistic. However, it's important to note that the
EPA's tracking of actual "outlays" significantly lags contract activity, since the EPA reimburses states for project work
undertaken, it does not provide the funding up front. The largest funding release to date have been in California, where the
EPA has so far spent $11 million in reimbursements out of the state's $443 million allocation, and in Michigan, where $14
million of the state's $239 million allocation has been spent so far. Some states, including large ones with large allocations
such as New York and New Jersey, have yet to spend a penny, according to EPA data. However, we believe that the level of
local contracting activity is already picking up, and this will be reflected in the EPA's data in coming months.

The House Transportation and Infrastructure Committee tracks activity under the Clean Water SRF (Drinking Water is
overseen by the Natural Resources Committee). In its quarterly ARRA report, it said that 19 states had put 195 clean water
projects out to bid as of June 30, with a total value of $512 million. We have not seen a similar data point for the Drinking
WaterSRF.

As noted in the table below, EPA is targeting expenditure of80% of its Drinking Water SRF and 92% of its Clean Water
SRF (which is focused on wastewater projects) by the end of FY10. Under this scenario, the large majority of projects'
allocated funding would be underway and eligible to request EPA reimbursement within the coming year.

US Environmental Protection Agency
($ mil)

Total ARRA Funding
Released to date (8-21-09)
Spent to date (8-21-09)
% of total

Drinking water
Clean water
Other environmental programs
Source: US EPA

US DEPARTMENT OF AGRICULTURE:

7,200
6,279

75
1%

Funding
2,000
4,000
1,200

Target %
used by FY10

80%
92%

While it has received considerably less attention than the EPA's SRFs within the investor community, the Agriculture
Department also has received a significant chunk of water funding. USDA manages a rural assistance program and has long
provided funding for small and rural communities for water, wastewater, and other infrastructure projects. The agency
received $27 billion in stimulus funding for its rural community development programs, the bulk of which is going to
broadband expansion and housing loans. Water and waste disposal programs received $3.7 billion, and watershed
management programs received approximately $0.4 billion.

The water and waste program offers funding for drinking water, sanitary sewer, solid waste, and storm drainage facilities in
rural areas and in cities of 10,000 people or less. Like EPA, the agency has also been allocating its funds to states and lists of
projects, and it began releasing funds to selected projects at the end of May. This week, the USDA announced $175 million
in water and environmental project loans and grants for projects ready to be funded "immediately," bringing its total
project announcements to date to $1.47 billion. Most projects are small, less than $5 million. But some larger ones have
also been included, such as:

• $14 million in loans and grants to Granite Falls, Minnesota, to replace its existing water treatment plant,
• $23 million to Hood River, Oregon, for water system improvements, and
• $22 million to Indiana's Twin Lakes regional sewer district for upgrades.
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While we expect that most of these projects will be awarded to local contractors rather than large national firms such as
Layne Christensen and Tetra Tech, we also expect that municipal business should pick up somewhat for these larger firms
as well. For work that does flow to publicly traded firms, we anticipate that contracts related to the $1.47 billion in awards
should go to bid within the next few months, with orders for infrastructure equipment needed for these projects lagging by a
few more months after that. On balance, we believe that firms will see more noticeable increases in stimulus-related backlog
by mid-20lO.

MUNICIPAL MARKET IMPACTS:

A frequent point of discussion about the impact of the stimulus funds on the municipal water infrastructure markets is
whether they will actually result in incremental spending, or whether communities are simply using the funds to replace
spending they can no longer afford during this period of economic downturn. In our view, the answer is "some of both."

It is clear that state and local budgets remain under tremendous pressure due to weak housing markets and lower tax
revenues. According to the Center on Budget and Policy Priorities, a D.C. think tank, 48 states face budget shortfalls for the
coming fiscal year totaling $165 billion, or 24% of total state budgets, with a similar shortfall anticipated for FYI 1. Federal
assistance in various forms under ARRA is not enough to fill the gap. What does this mean for water and wastewater
spending?

48 States Face Budget Shortfalls

2009

First of all, it's important to note that water and wastewater systems are supported mainly by local spending, not state or
federal spending. With $30-40 billion in annual funding needed, the $6 billion from the federal stimulus program hardly fills
the gap in any case. Economic performance at the local level varies regionally, as outlined below, with California, Florida,
and the upper Midwest being particularly hard-hit. Overall, while many municipal budgets are in no better shape than state
budgets, and many cities are announcing spending cutbacks, we believe that water and sewer programs will fare relatively
well in the coming year, for the reasons outlined below.

- 5 -
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Source: Brookings Institution, June 2009

• Unlike most other city budget items (police, schools, parks, etc.), water and sewer systems have a source of
stable revenue via user fees. As a result, water and sewer systems can be financed through revenue bonds tied to
these incoming fees, not general obligation bonds tied to broader municipal finances. Since water and sewer bills
remain low in most jurisdictions (typically $30-50/month), the vast majority of consumers can still pay their water
and sewer bill even during a recession. Typically, municipalities who receive federal dollars can leverage them with
additional municipal bond funding to expand the total spending amount.

• Municipal bond markets have substantially recovered after a freeze in late 2008 and early 2009. The
traditional tax-exempt markets began to resume normal activity this spring and are being augmented by new taxable
issuances via the "Build America" bonds provided under the ARRA. This temporary stimulus provision allows
muni issuers to offer taxable debt during 2009 and 2010 with a 35% subsidy on interest costs. The sale of these
bonds got underway in June and about $26 billion worth have been issued so far, though more issuances are for
transportation and school districts than for water and sewer districts. Some of the larger Build America water bond
issues in the last month include the Greater Chicago Metropolitan Water Reclamation District, $600 million; the
Metropolitan Wastewater Reclamation District in Denver, $187 million; and the Metropolitan Water District of
Southern California, $251 million.

• Water and sewer systems are making a better case on the jobs impact of infrastructure spending. While
transportation still gets far more attention, the water industry - led by municipal groups along with the services and
equipment vendors that depend on municipal spending - has done a better job of getting their message out in the last
year or two. Awareness of the rising need for investment in dilapidated water and sewer infrastructure is now being
combined with some data on jobs and other economic benefits of such investment. A report recently distributed by
Clean Water Alliance, a coalition of industry groups, offered data showing that for every $1 billion in investment,
20,000 to 26,000 jobs would be generated, along with an estimated $2.87 to $3.46 billion in broader economic
demand, including ripple effects in spending by utility construction workers.

On balance, we maintain our earlier forecasts that municipal infrastructure markets will end 2009 approximately flat,
though some markets - such as large ductile iron pipe replacement projects - which got off to a very slow start this year, may
end down. For 2010, we expect growth to resume, in the 5-10% range. We are already seeing signs of life in smaller scale
markets, such as sewer pipe rehabilitation. As municipalities have gained a greater level of certainty as to how much funding
is available via federal stimulus, and have come back to the bond markets, we believe market activity is getting back to
"recession normal," i.e., flat. As we move into 2010, we believe that the push to spend federal stimulus dollars (and to take
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advantage of lower labor and commodity costs before inflation resumes in earnest) will result in market growth, perhaps not
to 2001' s level of around 10%, but likely back into the upper single digits.
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CAPITAL MARKETS

Water Utility 3Q Preview & Conference Takeaways
KEY POINTS:

We attended the water utility industry's annual conference last week, meeting with regulators and company
managements. While wet weather in the Mid-Atlantic has caused us to lower 3Q estimates for East Coast utilities, we
believe the underlying fundamentals in the industry remain intact - ongoing capital investment need and regulatory
support for continued rate increases, despite economic pressures. While stocks have recovered from their lows, we still
see some BUY opportunities for those stocks still at the lower end of their historical valuation ranges. We believe the
industry will continue to benefit from broader public attention to water issues and the gradual, value-driven
recalibration of water rates, which remain far below the price for other commodities and utility services.

Research Analyst Certifications and Important Disclosures
are on page 9 of this report
Additional Information Available on Request
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TAKEAWAYS FROM DRINKING WATER SYMPOSIUM:

Last week we attended the Drinking Water Symposium held in Orlando, Florida. This biennial event is hosted by the
National Association of Water Companies, the trade group for regulated water utilities, with co-sponsorship by the U.S.
Environmental Protection Agency. Attendance at the event includes public utility commissioners and staffers, federal
regulators, water utility executives, and industry professionals. The goal of the event is to share best practices among water
operators and educate regulators. Topics highlighted included water resource management, financing infrastructure needs,
public-private partnerships, and consumer awareness. We had the opportunity to sit down with senior executives from each
of the regulated water utilities to discuss the business outlook and regulatory climate. Below are some themes that came out
of these meetings.

• Unfavorable Third Quarter Consumption Patterns. Water consumption continues to be hampered by economic
weakness, particularly commercial and industrial (C&I) usage. We expect C&I consumption trends in the third
quarter to mirror second quarter performance and have forecasted accordingly. Additionally, companies suffered
through another year of uncooperative summer weather patterns, with rain on the East Coast reducing water use and
drought on the West Coast driving conservation.

• Rate Cases Timing Unchanged. While we continue to receive investor questions on the topic, the timing of rate
case filings and commission decisions has not been hampered by the economic slowdown. While utility executives
are sensitive to the impact that rate increases have on consumers, rate relief requests are not being postponed and
commissioners are not taking longer than normal to finalize decisions. Additionally, rate awards and respective
return on equity allowances have held steady. When it comes to needed rate increases, we believe that water
companies continue to benefit from having the lowest household rates of any utility service.

• Capital Expenditure Spending Continues. Water utilities continue to invest capital dollars in their systems. As
we have mentioned previously, states that have infrastructure surcharge mechanisms (that minimize regulatory lag)
are receiving a higher proportion of these replacement capital dollars.

• Access to Capital Exists. York Water recently completed an equity offering, the third equity issuance in the group
this year, though valuation and stock prices are lower than they have been in recent years. High credit ratings also
ensure access to debt markets, as spreads have come down with the easing of the financial crisis. Debt offerings for
the two largest investor-owned water utilities are expected to be priced later this month.

WHAT TO EXPECT ON THE REGULATORY FRONT BEFORE YEAR END:

Regulatory activity across the group has been largely quiet over the past few months as no meaningful rate cases were filed or
decisions granted. We expect regulatory activity in three of the most important operating jurisdictions to pick-up before year
end. The following is a synopsis of regulatory matters we expect news on between now and the end of the year.

California:
• American States Rate Case. The company expects a final decision in its Golden Water subsidiary before year-end.

This decision will cover Region II and Region ill in addition to General Office expenses. The company's totally
request of $62.5 million includes an increase of $42 million in 2010.

• San Jose Water (SJW) Rate Case. The Administrative Law Judge (ALI) filed his proposed decision on October
14, 2009. The company had requested a $71.3 million request and had reached a partial settlement with the PUC
staff this summer. The proposed decision includes a rate increase of $18.6 million in 2010, compared to the
company's $36.2 million request. The return on equity allowance will be determined in the cost of capital
proceeding, which is also pending and expected to be completed before year-end.

• Cost of Capital Proceeding. Similar to the proceeding the larger California utilities completed earlier this year, the
California subsidiaries of SouthWest Water and SJW Corp, along with 5 other private utilities are having their
allowed return on equity determined through a joint proceeding. The initial requests were filed in May 2009 and a
final decision is expected before year-end. The Division of Ratepayers Advocate (DRA) filed its recommendation
this summer, suggesting an ROE of 9.5% for Suburban Water (SWWC), and 9.75% for San Jose (SJW).

Pennsylvania:
• Aqua America Rate Filing. We expect the company to file for rate relief at its largest operating subsidiary during

November.
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New Jersey: Once the state's gubernatorial election is held in early November, we expect activity in the state to pick-up.
• DSIC. Weare optimistic that approval of American Water's surcharge mechanism will be approved before year

end. This mechanism allows water utilities to add an infrastructure rehabilitation surcharge to customers' rates for
capital expenditure improvements made to the distribution system (normally pipe replacement). The mechanism
adjusts periodically based on additional qualified capital expenditures completed or anticipated in a future period
and is capped at a percentage of base rates. The company has requested a 7.5% surcharge mechanism.

• Aqua America Rate Filing. We expect Aqua America to file for rate relief in December. The company is
currently earnings an allowed ROE of 10.0%, 30 basis points below recent awards.

• Trenton Acquisition. Originally anticipated to close by the end of 2008, we are hopeful that American Water will
have good news to report on this transaction before its December 7th Analyst Day

THIRD QUARTER WEATHER ASSESSMENT:

The weather was unusually hot in Orlando, Florida, for last week's Drinking Water Symposium. Water executives in
attendance couldn't help but notice that this was in stark contrast to the weather experienced throughout the MidAtlantic and
New England regions this summer. Once again, water utilities were faced with uncooperative weather patterns in the
important summer months. Not only did the region experience higher than normal precipitation levels, but it was also
unseasonably cool.

The chart below shows the pockets of above-average precipitation across the Mid-Atlantic and New England regions during
the third quarter. States of particular importance within the investor-owned water utility group that have been negatively
affected include New Jersey, Pennsylvania, Delaware, Connecticut and New Hampshire. In California, the opposite has been
true, and much of the southern part of the state fell into the "exceptionally dry" category. Drought-related conservation
efforts are likely to negatively impact SouthWest Water and SJW Corp (SJW-$22.66; Not Rated), which do not have a
decoupling mechanism in place to lessen the impact of reduced consumption on earnings.

Standardized Precipitation Index
Three Months

JUly-September 2009

••••pU.n.lly "'llem.lt
drY dry

."'.m.l~ "'"1'1101)011)'
"""1.1 1ll0"'1

••••
Temperature also plays a part in water consumption patterns, though to a somewhat lesser degree than precipitation patterns.
During cool or cloudy weather periods, moisture is better retained so that plants need to be watered less frequently,
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swimming pools have less evaporation, etc. The chart on the following page indicates the year-over year change in
temperature during the third quarter as measured by cooling degree days.

Cooling Degree Day Difference by State and Region
Change (%l- 3Qlr2009VS. 3Qtr200s

Unfortunately, there is no straightforward way to discern the earnings impact unseasonable weather will have on water
utilities; this exercise is more an art than a science. A variety of factors need to be accounted for, including inches of
accumulated rain, how frequently it has rained, the temperature on non-rainy days, and on what days of the week rain has
fallen (water usage is higher on the weekends). It is also difficult to separate out the impact of the economy and weather
trends, though this factors more into commercial and industrial use than residential.

We have adjusted our estimates for our East Coast coverage group to reflect our estimates of the impact that cooler, rainy
weather has had on third quarter results. For the small-cap companies that do not benefit from geographic diversity and have
a smaller revenue base, the earnings impact of unfavorable weather can be considerable. We have not made revisions for our
California water utilities as our assumptions have already taken into account conservation efforts at SouthWest Water and the
larger utilities have regulatory mechanisms in place that decouple revenue from consumption patterns and mitigate the risk of
weather on earnings. The following chart outlines our revised third quarter estimates as compared to Street estimates across
the water utility group.

Third Quarter 2009 Expectations as of 10116109
JMS3Q09 Bloomberg 2Q09 Versus

Ticker Company Name Est. Cons. Low High Cons. 3Q08

AWR American States $0.48 $0.55 $0.48 $0.68 ($0.07) $0.39
AWK American Water $0.56 $0.55 $0.52 $0.58 $0.01 $0.55
WTR Aqua America $0.25 $0.28 $0.22 $0.29 ($0.03) $0.26

ARTNA Artesian Water** $0.35 $0.38 NfA $0.35
CWT California Water $1.07 $1.06 $0.98 $1.09 $0.01 $1.06

CTWS Connecticut Water** $0.50 $0.49 $0.01 $0.33
MSEX Middlesex Water $0.28 $0.30 $0.29 $0.32 ($0.02) $0.35
PNNW Pennichuck* $0.26 NfA $0.21
SWWC Southwest Water NfA $0.08 NfA nfa
YORW York Water $0.20 $0.20 $0.17 $0.22 $0.00 $0.15

* Consensus # reflects only other street estimate;

* Janney is only published estimate; ** One other estimate exists

Source: Bloomberg &JMS Estimates
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SECTOR THESIS AND VALUATION DISCUSSION:

Year-to-date the water utility sector has collectively appreciated 4%, predictably lagging the broader market indices during
the recent rebound. Less than half of the group is outperforming the Dow Jones Utility Index, which is up a modest 3% year
to date. Individual stock performance has ranged from down 24% (SJW Corp.) to up 58% (SouthWest Water), with the
extremes driven by stock-specific catalysts. As shown in the following chart, the group is almost equally divided between
those that have posted declines and those that have shown positive 2009 performance.

Year-to-Date Water Utility Performance

SPX

[2[J JMS Coverage
• Non·Covered Water Utility
o Dow Jones Utility Index
• S&P500

·30% ·25% ·20% ·15% ·10% ·5% 0% 5% 10% 15% 20% 25% 30%

Source: Baseline & JMS As of 10·15·2009

While investors may question putting money to work in the sector on the cusp of an economic recovery, we believe some
attractive investment opportunities remain within the water utility group. We continue to favor the sector's largest water
utilities, which benefit from an expanded geographic footprint, which allows them to better navigate the current economic
slowdown, have greater opportunities for meaningful acquisitions, and mitigate the effects of regulatory lag through multiple
rate jurisdictions. The smaller, geographically limited, water utilities can be more vulnerable to declining consumption
patterns and regulatory lag in individual operating territories.

The water utility group is currently trading at average PIEmultiples of 25.0x and 19.7x our 2009 and 2010 estimates, a 2009
EVIEBITDA multiple of 1O.8x, and price/book multiple of 1.7x. Investors often note that water utilities are expensive
compared to other utilities, but they are now still at the low end of the five-year historical range. The following chart shows
the steep valuation decline on a price-to-earnings basis experienced across the group since 2007 (similar trends are seen for
EVIEBITDA and PricelBook multiples).
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Water Utility Average Forward PIE Multiples
(As of October 8, 2009)
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While we believe the group is unlikely to return to the peak valuations of 2005-2007 any time soon, if ever, we continue to
believe that the group is currently oversold relative to its underlying asset value and long-term growth prospects, and several
stocks offer attractive BUY opportunities now. While earnings growth for each company is not consistent from year to year,
given the varied timing of rate cases, weather volatility, and acquisitions, the group's underlying long-term earnings growth
trend remains solidly up, with an average in the 6-10% range over time. We expect several companies to have 10%+
earnings growth in 2009 and 2010. While the high capital investment requirements of water utility systems is a challenge in
today's environment, it also provides assurance of steady earnings growth, as long as regulators provide the rate increases
needed to provide a return on that investment.

In this environment, we continue to advocate buying stocks when they are at the lower end of their trading range or are
looking ahead to the prospect of earnings growth at the higher end of their range due to rate case, acquisition, or weather
timing. We would expect the small-cap stocks to continue to trade to at a discount to the group given their limited growth
and lack of liquidity. For investors with a long time horizon, however, we believe the small-cap stocks' annual earnings
growth of 5-7% coupled with annual dividend increases offer stable investment opportunities.

Looking past our coverage, we review the Janney Water Works Index (JWW), which includes 30 of the leading investor
owned global water utilities. In 2008, the JWW had dropped more sharply than the S&P 500 and DJ Utility index, a result of
the broader market downturn paired with weakness in the large European water firms which are dominant weightings in the
index. After trending largely inline with the indices earlier this year, the JWW has outperformed DJ Utility Index and S&P
500 recently. Over the summer, the S&P rally outperformed the JWW, which had been ahead previously. The JWW has
increased 14.6% compared to the S&P growth of 20.9% and a modest 2.8% increase in the Dow Jones Utility Index. (For
more information, please refer to www.janneywaterindexes.com.)
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Janney Water Works Index: Normalized 2009 YTO Total Return
Comparison
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WATER UTILITY STOCK VALUATION COMPARISON

JMS Fair Recent MktCap Avg Daily PIE 5YR Current Pricel 2009 EVI 2010 EVI ROE Total Debt!
Name Symbol Rating Value Price ($ mil) Vol 12mo 2009E 2010E AVG. Yield Book EBITDA EBITDA (TIM) Total cap

American States' AWR BUY $40 $36.08 $667 132,483 20,8x 18.7x 25.7x 3.0% 1.7x 8.9x 7.9x 8.0% 47.3%

American Water" AWK BUY $26 $19.95 $3,481 798,630 14.9x 13.3x N/A 4.1% 1.1x 9.3x 8.3x 7.0% 57.8%

Aqua America WTR BUY $20 $16.65 $2,263 1,020,789 21,4x 18.8x 30.1x 3,4% 2.1x 10.0x 9.0x 10.0% 55.7%

Artesian Water ARTNA BUY $20 $16.59 $124 16,565 16.1x 15.2x 21.7x 4.0% 1.5x 9.6x 9.0x 8,4% 59.5%

California Water CWT BUY $46 $39.56 $821 182,920 18.7x 18.8x 25.1x 3.2% 1.9x 9.2x 8.8x 11.1% 51.7%

Connecticut Water CTWS NEUTRAL $20 $22.80 $194 21,003 21.8x 23.2x 24,4x 4.1% 1.8x 12.9x 12.6x 7.8% 51.2%

Middlesex Water MSEX NEUTRAL $14 $15.44 $208 42,560 23,4x 19.5x 22.5x 4.7% 1.5x 13.2x 11.7x 7.5% 54.8%

Pennichuck *** PNNW SELL $16 $23.22 $99 10,179 47.1x 29,4x N/A 2.9% 2,2x 13.7x 11.7x 4.5% 57.8%

SJW Corp SJW NR N/A $22.66 $419 69,773 28.7x 21.2x 25.9x 3.0% 1.6x N/A N/A 6.8% N/A

Southwest Water SWWC BUY $8 $5.39 $134 147,031 38.6x 14.0x 41.9x 2.2% 1.0x 9,4x 7,4x N/A 55.7%
York Water YORW NEUTRAL $15 $14.56 $166 24,446 22.0x 20.9x 27,4x 3.1% 2.6x 12.0x 11.2x 10,0% 57.6%

Average 24.9x 19.4x 27.2x 3.4% 1.7x 10.8x 9.8x 8.1% 54.9%

* Estimates for AWR exclude hedging contract & unusual items

** For AWl(, EPS data/estimates and valuation metrics are adjusted to exclude goodwill impairments

*** Pennichuck EPS is normalized to exclude one-time gains and the costs related to eminent domain

Source: Thomson FmanClal/Baselme; JMS estimates on rated cos.

REVISED JANNEY ESTIMATES COMPARED TO CONSENSUS

2009 and 2010 Expectations: JMS versus First Call Consensus

JMS 2009 Bloomberg 2009 Vs. JMS 2010 Bloomberg 2010 Vs.
Ticker Companv Name FY Est. Cons. High Low Cons. Est. Cons. High Low Cons.

AWR American States Dec $1.74 $1.80 $2.06 $1.65 ($0.06) $1.93 $2.01 $2.32 $2.32 ($0.08)

AWK American Water Dec $1.34 $1.31 $1.36 $1.25 $0.03 $1.50 $1.44 $1.50 $1.35 $0.06

WTR Aqua America Dec $0.78 $0.81 $0.84 $0.78 ($0.03) $0.88 $0.91 $0.97 $0.88 ($0.03)

ARTNA Artesian Water" Dec $1.03 $1.07 $1.09 $1.12 ($0.03)

CWT California Water Dec $2.12 $2.10 $2.16 $2.00 $0.02 $2.10 $2.17 $2.30 $2.05 ($0.07)

CTWS Connecticut Water •• Dec $1.05 $1.10 $0.98 $1.05 ($0.07)

MSEX Middlesex Water Dec $0.66 $0.71 $0.76 $0.67 ($0.05) $0.79 $0.81 $0.85 $0.78 ($0.02)

PNNW Pennichuck • Dec $0.49 $0.49 $0.79 $0.79

SWWC Southwest Water Dec $0.14 $0.17 $0.20 $0.14 ($0.03) $0.39 $0.39 $0.39 $0.38 $0.00

YORW York Water Dec $0.66 $0.67 $0.68 $0.65 ($0.01) $0.70 $0.69 $0.71 $0.71 $0.01
* Janney IS only published estimate; *.Only one other estimate extsts

Source: Bloomberg & Janney Estimates

- 8-
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IMPORTANT DISCLOSURES

Research Analyst Certification
I, Heike M. Doerr and Debra G. Coy, the Primarily Responsible Analyst for this research report, hereby certify that all of the
views expressed in this research report accurately reflect my personal views about any and all of the subject securities or issuers.
No part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views I
expressed in this research report.

Janney Montgomery Scott LLC ("JMS") Equity Research Disclosure Legend

Individual disclosures for the companies mentioned in this report can be obtained by calling or writing Janney Montgomery
Scott LLC as provided on the first page of this report. Disclosure Site

Definition of Ratings
BUY: Janney expects that the subject company will appreciate in value. Additionally, we expect that the subject company will
outperform comparable companies within its sector.

NEUTRAL: Janney believes that the subject company is fairly valued and will perform in line with comparable companies
within its sector. Investors may add to current positions on short-term weakness and sell on strength as the valuations or
fundamentals become more or less attractive.

SELL: Janney expects that the subject company will likely decline in value and will underperform comparable companies
within its sector.

Janney Montgomery Scott Ratings Distribution as of 9/30/09

IB Serv.lPast 12 Mos.

Rating

BUY[B]

NEUTRAL [N]

SELL [5]

Count

140

139

5

Percent

49

49

2.00

Count

15

4

o

Percent

3.50

4.14

0.00

*Percentages of each rating category where Janney has performed Investment Banking services over the
past 12 months.

Other Disclosures
Investment opinions are based on each stock's 6-12 month return potential. Our ratings are not based on formal price targets,
however our analysts will discuss fair value and/or target price ranges in research reports. Decisions to buy or sell a stock should
be based on the investor's investment objectives and risk tolerance and should not rely solely on the rating. Investors should
read carefully the entire research report, which provides a more complete discussion of the analyst's views.
This research report is provided for informational purposes only and shall in no event be construed as an offer to sell or a
solicitation of an offer to buy any securities. The information described herein is taken from sources which we believe to be
reliable, but the accuracy and completeness of such information is not guaranteed by us. The opinions expressed herein may be
given only such weight as opinions warrant. This Firm, its officers, directors, employees, or members of their families may have
positions in the securities mentioned and may make purchases or sales of such securities from time to time in the open market or
otherwise and may sell to or buy from customers such securities on a principal basis.Supporting information related to the
recommendation, if any, made in the research report is available upon request.
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ps: Excludes impairment charges

$0.19A$0.19 -
$0.32A $0.39 -
$0.52A $0.60 -
$0.24 $0.30 --

"Cruel Summer": Weather Hampers Results;
Strategy &Fundamentals Intact - BUY

INVESTMENT CONCLUSION:
American Water's third quarter suffered at the hands of wet, cool summer weather and
weak industrial demand - dragging down results by $0.14 per share. Although not very
discernible in earnings performance, American Water continues to execute on its
strategy and the third quarter was actually impressive, excluding the ever-fickle
weather impact and economic weakness. The company is on track to meet our
operating cash flow and capital expenditure forecasts and is filing and receiving rate
cases on schedule. We continue to believe our 2010 Street-high EPS estimate of $1.48
is reasonable and introduce a 2011 estimate of $1.66. With the completion of the
September secondary, RWE's ownership in American Water is below 24%. While
many investors would like to see a full exit before year-end, the German's timeline
remains unclear. We maintain our BUY and 12-month fair value of$26.

KEY POINTS:
• Third Quarter Results: American Water reported third quarter earnings of $0.52

per share, well below our $0.56 estimate and the $0.55 achieved in the third quarter
last year. Revenue weakness was the culprit, and management estimated reduced
volumes resulted in a $0.14 EPS drag on quarterly performance, added to the $0.08
negative impact in 2Q. The company delivered 9.1 billion fewer gallons of water
compared to 2008 or a 7.4% decrease.

• Cap Ex & Operating Cash Flow On Track: American has recorded operating
cash flow of $471 million year-to-date, up 20% compared to last year. This is in
line with our 2009 OCF forecast of $550 million. The company has spent $600
million on capital expenditures during the first nine months and remains on track to
spend $800 million during the year. Notably, 70% of a $162 million capital project
in Kentucky has been completed.

• Rate Activity: Year-to-date, the company has received $72 million in annualized
rate relief and an additional $27 million in infrastructure surcharges. The company
has $259 million in rate proceedings still pending. Just last week the company
received a $31 million annual increase in PA (10.8% ROE) and a $6 million annual
increase in Iowa (10.5% ROE). Due to rate case timing, we would not expect final
decisions in the largest of these cases until next spring.

• Growth Opportunities Abound: In the pon-regulated business, contract awards at
Fort Meade & Fort Belvoir indicate management's strategic vision to expand this
business. These awards were for $288 million over a 50-year period for Fort
Belvoir and $650 million over a 50-year period for Fort Meade - subject to price
re-determinations. Management said it has done about a dozen tuck in acquisitions,
some of which were the purchase of municipal water systems.

• Valuation Attractive: The stock continues to trade at a steep discount to peers at a
PIE of around 14x and 12x our 2010 and 2011 estimates and 8.5x & 7.7x on 2010
and 2011 EV/EBITDA respectively. Our 12-18 month outlook remains positive as
rates flow and usage patterns normalize with the weather. We maintain our BUY
rating and $26 fair value.

Research Analyst Certifications and Important Disclosures
are on pages 6 - 7 of this report

$20.50
$26.00

$22.35-$16.22
$3,579

174.6
1,288,903

$0.82
4.0%

2008A 2009E 2010E 2011E
$1.12 $1.28 $1.48 $1.66

$1.34 $1.50 NC
18.3x 16.0x 13.9x 12.3x
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VALUATION SUMMARY:

Current Data Points
Price $20.50

Shares outstanding 174.7
Market cap ($ mil) 3,581.2
Total debt/total capital 57.3%
Total debt 5,352.6
Net debt 5,344.8
Shareholders equity 3,987.3
Adjusted shareholders equity' 3,262.2
Est. 2009 ROE, excl goodwill 5.4%
Est. 2009 ROE on adiusted equity 6.6%
Book value/share $22.82
Price/Book 0.9x
Goodwill 1,250.1
Adjusted book value/share $18.67
Price/book, adlusted 1.1x
2009 Dividend $0.82
Dividend Payout Ratio" 64%
Yield 4.0%
*Adjusted equity includes est. portion of
goodwill captured in rate base for ROE

**Payout ratio based on 2009E EPS excl.
impairment chg

American Water Works (AWK)
2008 2009E 2010E 2011E

Sales ($ bil) 2,336.9 2,434.7 2,621.6 2,819.9
Revenue growth 5.5% 4.2% 7.7% 7.6%
Price/Sales 1.5x 1.5x 1.4x 1.3x
EBITDA ($ mil) 831.2 921.5 1,048.7 1,153.3

EBITDA Growth 5.1% 10.9% 13.8% 10.0%
Price/EBITDA 4.3x 3.9x 3.4x 3.1x
EV/EBITDA 10.7x 9.7x 8.5x 7.7x
Reported net income (562.4) (227.4) 265.0 311.2
Impairment & one-time costs 741.6 443.0
Net income ex impairment' 179.2 215.6 265.0 311.2
EPS ex one-time items $1.12 $1.28 $1.48 $1.66
EPS Growth -5.2% 14.5% 15.7% 11.7%
PIE 18.3x 16.0x 13.8x 12.4x
'Net income ex impairment and one-time costs, net of tax

With an implied total return of over 25% American Water offers one of the
highest upside returns across the water utility group and is, we believe,
deserving of our "Best Pick" status within the water utility group.

Our fair value of $26 implies a 2010 and 2011 PIE of l7.5x and l6x,
respectively - discounted compared to the peer group's assumed 2010 PIE of
20.5x. Although RWE ownership is currently down to 23.5%, we think that the
discount will remain for awhile yet, given additional risk around future equity
offerings, ROE catch-up, capital structure, and rate case filings. Our fair value
assumes 2010 and 2011 EVIEBITDA multiples of 9.4x and 8.6x respectively,
inline with the 2010 peer group average of 9.3x. American's higher debt load
compared to the group accounts for the higher EVIEBITDA multiple.
Management envisions a longer term debt/equity ratio of 45%, though this will
likely take 3-5 years to achieve.

On a PIE basis, American trades at about l4x & l2x our
2010 & 2011 estimates respectively. We do not have
2011 estimates for all of the water utilities under
coverage, but based on our 2010 estimates the stock is
3.5x below the peer group average PIE of l7.5x. On an
EVIEBITDA basis, the company trades at 8.5x and 7.7x
our 2010 and 2011 estimates vs. a 2010 group average of Source: Companydata, Janney Estimates

8.3x. On a price/book basis, the stock is currently trading
at about l.lx on "adjusted shareholder equity" (including
the estimated portion of goodwill that is captured in rate base), a large discount
to the group average of 1.7x book value.

Since hitting a pre-offering low in early June below $17,
AWK shares have rebounded and appreciated more than
twice the water utility group average (16% vs. 6%) since
June I", After a strong day yesterday, the stock is down
3% year to date - better than the average water utility
decline closer to 5% (excluding SouthWest Water's
rebound).

Source: Company data, Janney EstImates

RECENT RATE ACTIVITY:

American implemented $72.3 million in new annualized rate revenues so far in 2009 with an additional $26.6 million in
infrastructure surcharges finalized since January. The company has $258 million in pending requests in 10 states, which we
expect will begin impact results in the next 6-9 months depending on filing date.

In Iowa, the company recently received a $6.1 million final award (10.5% allowed ROE), compared to the $6.8 million in
interim rates they had implemented earlier this year while the case was being finalized. The Pennsylvania case is the most
recent significant case received and includes a $30.8 million annual rate increase and 10.8% allowed ROE. This decision is
in-line with awards granted in Pennsylvania to other investor-owned water utilities have received over the last year.

-2-
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EARNINGS OUTLOOK:

We have adjusted our 2009 estimate to $1.28 from $1.34, to account for the third quarter results and trim our fourth quarter
estimate by two cents to $0.34, given continued wet weather in October. We are currently forecasting approximately 4.2%
revenue growth for the year, versus 7.5% previously, in light of the wet summer and continued hamstrung industrial demand.
We think regulated growth of 6% will offset the 7% revenue decline in the non-regulated business, due to a large non
recurring project. We expect continued improvements in the operating expense ratio, around of 200 bps, with the expense
ratio for the year dropping to 54% of revenues from 56% in 2008.

We reduced our 2010 estimate to $1.48, from $1.50 previously, but now include dilution from an offering we think could
take place in the third quarter. Our offering assumptions include $225 million in proceeds at a price of $23, yielding 9.8
million new shares ($0.03 dilution). These numbers are placeholders for now, since timing and pricing of an offering of
course remains uncertain.

We are looking for revenue growth of around 8%, which will be primarily driven by the regulated utility operations. We
expect the unregulated business to begin showing growth around 3% after declines through 2009. With new rates flowing,
we expect 200 basis points of efficiency ratio improvement to 52%. Ultimately we think the company can achieve net
income growth of 23% after a tepid 2009 performance. If American can continue its pace of rate cases without significant
additional operating expense growth, we believe it could generate better leverage from its existing asset base.

We introduce a 2011 estimate of $1.66, representing 12% EPS growth. This assumes 8% revenue growth (8% regulated and
4% non-regulated) to $2.8 billion. We think the operational improvements will slow as the company gets caught up on its
rate cases but still expect 100 basis points of improvement in the efficiency ratio to 51%. We think net income can achieve
$311 million and by using a 188 million share EPS denominator arrive at our $1.66 estimate.

THIRD QUARTER REVIEW:

Revenue: American posted revenue growth of 1% in the third quarter to $680 million. In the regulated business, volumetric
usage fell 9.1 billion gallons, 7.4%, compared to the third quarter last year, as 11 of the 20 states with regulated operations
experienced above average rainfall, cooler temperatures, or both. These usage declines are sequentially worse than the
second quarter, which had a 5.3 billion gallon shortfall in send-out. Industrial declines of 15% led the customer groups in
terms of percentage change, but residential declines of 4.6 billion gallons accounted for the majority of the weakness. Rate
awards of $51 million implemented over the last 12 months made up the $44 million consumption shortfall, and revenue
grew about 3%. Non-regulated business revenue fell 12%, or $8.6 million, due to a $7.6 million decline in the contract
operations business.

Operating Costs: Year over year, total operating &
maintenance (O&M) expenses in the quarter were generally
flat due in part to the decreased send-out, leading to an
improved efficiency ratio of 50% from 51%. Employee costs
were up $12.2 million driven by increased pension costs and
benefits expenses. Production costs were up $2.6 million led
by chemical cost increases (26%), a year over year trend that
should persist despite somewhat lower chemical costs since
the beginning of the year. Depreciation as a percentage of
revenue increased slightly to 11% and in absolute terms
increased 9.4%, in part due to almost $600 million in capital
spent so far this year. Non-regulated expenses fell $9.8
million primarily due to reduced activity at a specific project
in California.

O&M Breakdown % Change

3008 3009 YOY
Fuel & power 33,789 30,804 -8.8%
Purchasedwater 28,645 29,367 2.5%
Chemicals 14,437 18,130 25.6%
Waste disoosal 7,221 8,372 15.9%

Production costs 84,092 86,673 3.1%

Salariesand wages 95,598 99,778 4.4%
Pensions 9,623 13,573 41.0%
Group Insurance 16,904 20,575 21.7%
Other benefits 5,259 5,707 8.5%

Employee-related costs 127,384 139,633 9.6%

OperatingSuppliesand services 72,152 60,227 -16.5%
Maintenance materialsand services 32,049 31,723 -1.0%
Customer billingand accounting 13,445 12,690 -5.6%
Other 13,103 9,916 -24.3%
Total $342,225 $340,862 -0.4%
Source. Amencan Water Works, dollars m thousands

Interest Expense: Management has utilized commercial paper for its short term financing and working capital purposes and
has not drawn down any of its revolving credit facility. Considering continued rate case filings, long term debt has replaced
short term debt in the capital structure (commercial paper outstanding was down to $42 million at October 30th vs. $214
million at September 30th

) . Third quarter interest expense grew only 2% over the same period last year to 11% of revenue - a
figure we expect to increase in the fourth quarter, but remain relatively constant in 2010.

- 3 -
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Wet, cool weather in concentrated customer areas will always be the wildcard for water utility results in the summer months.
Distinguishing between weather related impact, general lower ongoing usage patterns, and economic related volume declines
is difficult. However, we think that the weather related impact trumps the other catalysts for reduced send-out and would not
expect such a severe negative impact in the future, since weather patterns typically revert back to their mean.

- 4-

KAW_R_AGDR1#438_PART1_042610 
Page 261 of 290



- 5-
Adjusted EBJT earnings before Interest and Income taxes for continuing ops

Source: Company reports and JMS estimates

Annual Earninas Statement American Water Works, Inc.

DebraG. Coy/Heike M.Doerr
(dollarsin millions,exceptper share data)

FY endsDecember31 1008 2008 3008 4008 2008 1009 2009 3009 4009E 2009E 1010E 2010E 3010E 4010E 2010E 2011E

Total Operating Revenue 506.82 589.37 672.19 568.55 2,336.93 550.17 612.74 679.96 591.82 2,434.69 587.36 659.04 738.23 636.98 2,621.61 2,819.86

Expenses
Operation& Maintenance 311.26 330.58 342.23 319.74 1,303.80 314.40 330.60 34D.86 321.95 1,307.81 328.33 340.72 352.14 335.69 1,356.88 1,435.31
Depreciation& AmortIzation 63.92 67.31 68.38 71.66 271.26 68.84 73.24 74.85 76.34 293.28 76.36 77.11 78.99 78.99 311.44 332.74
General Taxes 52.07 49.63 49.38 48.07 199.14 52.50 51.70 50.62 51.49 206.30 54.04 54.70 53.15 54.14 216.03 231.23
(Gain) loss on sale of assets (0.07) (0.80) 0.46 0.04 (0.37) (0.20) 0.01 (0.78) (0.98)
lmoalrrnentcharaes 750.00 750.00 450.00 450.00
Total Exoenses 1,177.17 446.71 460.44 439.50 2,523.82 885.54 455.55 465.55 449.78 2,256.42 458.72 472.53 484.28 468.82 1,884.36 1 999.28

Income from Operations (670.36) 142.66 211.75 129.05 (186.90) (335.37) 157.19 214.41 142.04 178.26 128.63 186.51 253.95 168.16 737.25 820.58
Oneratlna Mar In (%) -132.3% 24.2% 31.5% 22.7% -8.0% -61.0% 25.7% 31.5% 24.0% 7.3% 21.9% 28.3% 34.4% 26.4% 28.1% 29.1%

Allowancefor funds used duringconstruction 2.54 3.39 4.44 4.13 14.50 3.34 3.58 2.29 3.00 12.21 3.80 3.80 3.80 3.80 15.20 15.00
Allowancefor borrowedfunds used during conslrur 1.37 1.73 2.97 2.11 8.17 1.87 1.99 1.67 2.00 7.54 2.50 2.50 2.50 2.50 10.00 10.00
Amortizationof debt expense (1.32) (1.44) (1.60) (1.54) (5.90) (1.49) (1.54) (2.14) (1.50) (6.66) (1.60) (1.60) (1.60) (1.60) (6.40) (6.00)
Dividendson PreferredStockof Subs. (0.06) (0.06) (0.06) (0.06) (0.22) 0.00 0.00 0.00 (0.22)
Other, net 1.21 (0.54) 0.88 3.37 4.91 1.11 (1.41) (0.31) (0.61)

EBIT (666.62) 145.73 218.39 137.06 (165.44) (330.53) 159.81 215.93 145.54 190.75 133.33 191.21 258.65 172.86 756.05 839.36
Adjusted EBfT' 76.48 142.66 211.75 129.05 563.10 114.63 159.81 214.41 142.04 628.26 128.63 186.51 253.95 168.16 73725 820.58

EBITDA 140.4 210.0 280.1 200.7 831.2 183.5 233.1 289.3 218.4 921.5 205.0 263.6 332.9 247.1 1,048.7 1,153.3
EBITDA Marnin % 27.7% 35.6% 41.7% 35.3% 35.6% 33.3% 38.0% 42.5% 36.9% 37.9% 34.9% 40.0% 45.1% 38.8% 40.0% 40.9%

InterestExpense,net 69.97 70.07 72.68 72.44 285.16 71.98 73.69 74.12 76.00 295.79 78.00 78.00 80.00 82.00 318.00 325.00
Income Before Taxes (736.59) 75.66 145.71 64.62 (450.59) (402.51) 86.13 141.80 69.54 (105.04) 55.33 113.21 178.65 90.86 438.05 514.36

Extraord. Item--merger expenses

Provision for Income Taxes (4.10) 30.17 57.55 28.22 111.83 10.57 34.14 50.17 27.47 122.34 21.86 44.72 70.57 35.89 173.03 203.17
1m lied Tax Rate NM 39.9% 39.5% 43.7% -24.8% -2.6% 39.6% 35.4% 39.5% -116.5'% 39.5% 39.5% 39.5% 39.5% 39.5% 39.5%

Income (cant ops) (732.48) 45.50 88.16 36.41 (562.42) (413.08) 51.99 91.64 42.07 (227.38) 33.48 68.49 108.08 54.97 265.02 311.19
Income (loss) on discontiued ops

Net Income (732.48) 45.50 88.16 36.41 (562.42) (413.08) 51.99 91.64 42.07 (227.38) 33.48 68.49 108.08 54.97 265.02 311.19

Net Income Available to Common (732.48) 45.50 88.16 36.41 1562.42 1413.08\ 51.99 91.64 42.07 1227.38 33.48 68.49 108.08 54.97 265.02 311.19

One time impairment charges, SOX and
divestiture costs, net of tax 2006-07; impairment
charaes on! 2008 738.5 3.10 741.6 443.0 0.0 443.0
Net income ex imnalrment charues 5.99 48.60 88.16 36.41 179.15 29.95 51.99 91.64 42.07 215.64 33.48 68.49 108.08 54.97 265.02 311.19

EPS fullv diluted $4.58 $0.28 $0.55 $0.23 $3.52 $2.58 $0.32 $0.52 $0.24 $1.35 $0.19 $0.39 $0.60 $0.30 $1.48 $1.66

EPS ex impairment charges $0.04 $0.30 $0.55 $0.23 1.12 $0.19 $0.32 $0.52 $0.24 $1.28 $0.19 $0.39 $0.60 $0.30 $1.48 $1.66

Weighted Avg. Shares 160.0 160.0 160.0 160.0 160.0 160.0 163.6 174.7 174.8 168.3 175.0 175.2 180.1 185.0 178.8 188.0

-
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Company Description

American Water is the largest investor-owned water and wastewater utility in the UiS; serving approximately 15.6 million people
in 32 states across the u.s. & Ontario, Canada. Its primary business as a regulated utility operation accounts for 90% of
revenue, supplemented by small, but growing, non-regulated businesses.

IMPORTANT DISCLOSURES

Research Analyst Certification

I, Debra G. Coy and Heike M. Doerr, the Primarily Responsible Analyst for this research report, hereby certify that all of the
views expressed in this research report accurately reflect my personal views about any and all of the subject securities or issuers.
No part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views I
expressed in this research report.

Janney Montgomery Scott LLC ("JMS II) Equity Research Disclosure Legend

Janney Montgomery Scott is a market maker in the securities of AWK, and may at any time hold a long or short position in this
security.

Janney Montgomery Scott or an affiliate managed or co-managed a public offering of AWK security in the past 12 months.

Janney Montgomery Scott or an affiliate received compensation for investment banking services from AWK security in the past
12 months.

Janney Montgomery Scott may seek compensation for investment banking services from the subject company (ies) AWK
security in the next 3 months.

The research analyst is compensated based on, in part, Janney Montgomery Scott's profitability, which includes its investment
banking revenues.

Definition of Ratings

BUY: Janney expects that the subject company will appreciate in value. Additionally, we expect that the subject company will
outperform comparable companies within its sector.

NEUTRAL: Janney believes that the subject company is fairly valued and will perform in line with comparable companies
within its sector. Investors may add to current positions on short-term weakness and sell on strength as the valuations or
fundamentals become more or less attractive.

SELL: Janney expects that the subject company will likely decline in value and will underperform comparable companies
within its sector.
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Janney Mont2omery Scott Ratin2s Distribution as of 9/30/09

IB Serv.lPast 12 Mos.

Rating

BUY[B]

NEUTRAL [N]

SELL [5]

Count

140

139

5

Percent

49

49

2.00

Count

15

4

o

Percent

3.50

4.14

0.00

*Percentages of each rating category where Janney has performed Investment Banking services over the
past 12 months.

Other Disclosures

Investment opinions are based on each stock's 6-12 month return potential. Our ratings are not based on formal price targets,
however our analysts will discuss fair value and/or target price ranges in research reports. Decisions to buy or sell a stock should
be based on the investor's investment objectives and risk tolerance and should not rely solely on the rating. Investors should
read carefully the entire research report, which provides a more complete discussion of the analyst's views.
This research report is provided for informational purposes only and shall in no event be constmed as an offer to sell or a
solicitation of an offer to buy any securities. The information described herein is taken from sources which we believe to be
reliable, but the accuracy and completeness of such information is not guaranteed by us. The opinions expressed herein may be
given only such weight as opinions warrant. This Firm, its officers, directors, employees, or members of their families may have
positions in the securities mentioned and may make purchases or sales of such securities from time to time in the open market or
otherwise and may sell to or buy from customers such securities on a principal basis.Supporting information related to the
recommendation, if any, made in the research report is available upon request.
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ps: Excludes impairment charges

$0.19A$0.19
$0.32A $0.39
$0.52A $0.60
$0.24 $0.30

2008A 2009E 2010E 2011E
$1.12 $1.28 $1,48 $1.66

NC NC NC
19,4x 17.0x 14.7x 13.lx

INVESTMENT CONCLUSION:
Now that American Water is finally out from under the shadow offormer parent RWE,
the focus is on the company's own performance. With the RWE overhang gone, the
stock has moved up from its lows, but it is still trading at a discount to peers. Investors
who are new to American Water seem to be waiting a bit cautiously for the company
to prove that it can manage the business and the balance sheet - to generate
improved returns on its existing assets as well as future growth. At its first analyst
meeting post-IPO, held in New York this week, the company showcased the depth of
its management bench and reiterated its strategy for proactive regulatory relations and
rate recovery. It also gave more insight into an ambitious program for additional
investment, complemented by pursuit of "asset light" expansion via contracts and
partnerships. This is clearly a growth-oriented strategy that should be able to deliver
American's targeted 7-10% earnings growth for years to come, after its initial "rate
case catch-up" period is complete. We reiterate our BUY rating and $26 fair value.

Out From the Shadow, Into the Spotlight

KEY POINTS:
• The business case: Essentially, American is saying that it believes it has the

regulatory and community relationships to continue to allow it to spend $0.8 - $1.0
billion per year on infrastructure investment - with ongoing debt and equity
issuance - and get a sufficient return on that investment to generate shareholder
returns. The company is also beginning to outline a significant acquisition and
public-private partnership strategy that it expects to develop over the next three to
five years, which could require additional capital infusion. Obviously, a higher
stock price and higher price to book multiple - American's is currently at the low
end for the group - would make this strategy more cost-effective; hence the
importance of investor buy-in for the company's story.

$21.76
$26.00

$22.50-$16.22
$3,799

174.6
1,656,676

$0.82
3.8%

merican Water Works
(AWK)-BUY

Price:
air Value Estimate:

52-Week Range:
Market Cap (MM):
Shr.O/S-Diluted (mm):

verage Daily Volume:
ividend:
ield:

1 Year Price History for AWK
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• Growth: Perhaps the business development portion of the meeting had the most
"new" information for investors, since it has received limited attention so far on
quarterly calls. American noted that it has only about a 2.2% market share in the
$90 billion U.S. water market and sees acquisition opportunities in the 66% of the
market that is municipally owned as well as in the 14% of the market comprised of
engineering, consulting, operating, and other services firms. On the municipal side,
the company said it sees mid-size municipal systems as a target rich group,
particularly given high infrastructure costs and local budget issues. The business
development team has developed a proprietary database of municipalities that
would be well-suited to partnering with American, either via asset sales, a
long-term concession, or operating contact. Some of these opportunities, which
will develop gradually over the next several years, would require capital - others
may be "asset light", utilizing funding from other sources, including private
infrastructure funds.

Research Analyst Certifications and Important Disclosures
are on pages 3 - 4 of this report
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• Regulation focus: In detailed presentations from several of its executives, the company emphasized that not
only state regulatory but local community relationships are critical to its success in continuing to generate the
rate increases necessary to pay for investments. American is targeting its large capital spending program to
best match discretionary investment with the most attractive returns. Management noted that its adjusted
(taking into account goodwill) return on equity at the state level is still only about 6.5%, relative to the
allowed levels of 10-11%. This implies the key earnings driver over the next three years will continue to be
regulated rate cases to catch up on this regulatory lag.

• Financial focus: With the top line mainly dependent on regulated rates and on sales volumes (which are
sensitive to weather), controlling operating costs is critical to the bottom line. The company noted margin
improvement despite a difficult weather year so far in 2009 and said it is in the "middle innings" of
improving its cost structure, after having had to invest pre-Il'O on re-filling necessary customer service and
regulatory resources neglected during the RWE period. Cost management should assist the company in
achieving its return targets without being entirely dependent on rate filings.

• Earnings outlook: The company gave some additional color on the 22 cents of volume-related impact on
earnings year to date in 2009. Management noted that this is a "high end" estimate based on normalized
volumes. However, the company also noted that it will likely have to catch up on some deferred costs from
2009, so even a weather and economy rebound wouldn't likely drive all the earnings to the bottom line. We
will review our earnings outlook after the company reports year-end earnings in March.

• Valuation: We reiterate our BUY rating and $26 fair value based on our current outlook for 2010 and 2011.
This is based on PIEmultiples of l7.5x and 16x for 2010 and 2011, respectively, and EVIEBITDA multiples
of 9.4x and 8.6x. Over time, we believe the stock has further upside, with room for valuation expansion
supported by earnings growth.

Current Data Points
Price $21.76

Shares outstanding 174.7
Market cao ($ mil) 3,801.3
Total debt/total capital 57.3%
Total debt 5,352.6
Net debt 5,344.8
Shareholders equity 3,987.3
Adjusted shareholders equity' 3,262.2

Est. 2009 ROE, excl goodwill 5.4%
Est. 2009 ROE on adiusted equity 6.6%
Book value/share $22.82

Price/Book 1.0x
Goodwill 1,250.1
Adjusted book value/share $18.67

Price/book, adiusted 1.2x

2009 Dividend $0.82
Dividend Payout Ratio" 64%
Yield 3.8%

*Adjusted equity includes est. portion of
goodwill captured in rate base for ROE

**Payout ratio based on 2009E EPS excl.
impairment chg

2008 2009E 2010E 2011E

Sales ($ bil) 2,336.9 2,434.7 2,621.6 2,819.9
Revenue growth 5.5% 4.2% 7.7% 7.6%
Price/Sales 1.6x 1.6x 1.4x 1.3x
EBITDA ($ mil) 831.2 921.5 1,048.7 1,153.3

EBITDA Growth 5.1% 10.9% 13.8% 10.0%
Price/EBITDA 4.6x 4.1x 3.6x 3.3x
EV/EBITDA 11.0x 9.9x 8.7x 7.9x
Reported net income (562.4) (227.4) 265.0 311.2
Impairment & one-time costs 741.6 443.0
Net income ex impairment* 179.2 215.6 265.0 311.2
EPS ex one-time items $1.12 $1.28 $1.48 $1.66
EPS Growth -5.2% 14.5% 15.7% 11.7%
PIE 19.4x 17.0x 14.7x 13.1x
*Net income ex impairment and one-time costs, net of tax

Source: Companydata, Janney Estimates

Source: Company data, Janney Estimates
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Company Description

American Water is the largest investor-owned water and wastewater utility in the U'S; serving approximately 15.6 million people
in 32 states across the us. & Ontario, Canada. Its primary business as a regulated utility operation accounts for 90% of
revenue, supplemented by small, but growing, non-regulated businesses.

IMPORTANT DISCLOSURES

Research Analyst Certification

I, Debra G. Coy and Heike M. Doerr, the Primarily Responsible Analyst for this research report, hereby certify that all of the
views expressed in this research report accurately reflect my personal views about any and all of the subject securities or issuers.
No part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views I
expressed in this research report.

Janney Mont2omery Scott LLC ("JMS") Equity Research Disclosure Le2end

Janney Montgomery Scott is a market maker in the securities of AWK, and may at any time hold a long or short position in this
security.

Janney Montgomery Scott or an affiliate managed or co-managed a public offering of AWK security in the past 12 months.

Janney Montgomery Scott or an affiliate received compensation for investment banking services from AWK security in the past
12 months.

Janney Montgomery Scott may seek compensation for investment banking services from the subject company (ies) AWK
security in the next 3 months.

The research analyst is compensated based on, in part, Janney Montgomery Scott's profitability, which includes its investment
banking revenues.

Definition of Ratin2s

BUY: Janney expects that the subject company will appreciate in value. Additionally, we expect that the subject company will
outperform comparable companies within its sector.

NEUTRAL: Janney believes that the subject company is fairly valued and will perform in line with comparable companies
within its sector. Investors may add to current positions on short-term weakness and sell on strength as the valuations or
fundamentals become more or less attractive.

SELL: Janney expects that the subject company will likely decline in value and will underperform comparable companies
within its sector.

Price Charts
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Janney Montgomery Scott Ratings Distribution as of 9/30/09

IB 5erv./Past 12 Mos.

Rating

BUY[B]

NEUTRAL [N]

SELL [5]

Count

140

139

5

Percent

49

49

2.00

Count

15

4

o

Percent

3.50

4.14

0.00

*Percentages of each rating category where Janney has performed Investment Banking services over the
past 12 months.

Other Disclosures

Investment opinions are based on each stock's 6-12 month return potential. Our ratings are not based on formal price targets,
however our analysts will discuss fair value and/or target price ranges in research reports. Decisions to buy or sell a stock should
be based on the investor's investment objectives and risk tolerance and should not rely solely on the rating. Investors should
read carefully the entire research report, which provides a more complete discussion of the analyst's views.
This research report is provided for informational purposes only and shall in no event be construed as an offer to sell or a
solicitation of an offer to buy any securities. The information described herein is taken from sources which we believe to be
reliable, but the accuracy and completeness of such information is not guaranteed by us. The opinions expressed herein may be
given only such weight as opinions warrant. This Firm, its officers, directors, employees, or members of their families may have
positions in the securities mentioned and may make purchases or sales of such securities from time to time in the open market or
otherwise and may sell to or buy from customers such securities on a principal basis.Supporting information related to the
recommendation, if any, made in the research report is available upon request.
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INVESTMENT CONCLUSION:
During 2009, Aqua America faced strong headwinds including abnormally wet
summer weather leading to significant usage declines in the Mid-Atlantic region.
Additionally, organic growth slowed amidst a constrained economic environment.
Always up to the challenge, Aqua's management did an impressive job weathering the
storm by consistently improving its efficiency ratio, accessing low cost debt financing
to maintain its capital spending program, and diligently filing for (and receiving) rate
relief. The company spent a record $284 million in capex to improve service reliability
and ensure the sustained viability of its earning assets. Though earnings growth has
lagged over the past 3-4 years, WTR shares still boast an average annual total return of
11% over the last decade, compared to 5% for the S&P 500 Utilities index and 1% for
the Dow. We believe the next two years should show an earnings rebound to the
10-11% range, as macroeconomic factors gradually improve and cost discipline
endures. We maintain our BUY rating and $20 fair value, implying close to 20% total
return from current levels.

Holding On For a Rebound in 2010 - Maintain
BUY

KEY POINTS:
• Closing out 2009. Aqua America reported 4Q and 2009 earnings of $0.20 and

$0.77 respectively, in line with our estimates. The company managed 7% top and
bottom line growth in a difficult operating environment, a result of increased rates
and cost discipline (the efficiency ratio improved 150 bps to 40.3%). D&A grew
22% over 2008 to represent 17% of revenue, driven by $550 million in capital
spending in 2008-2009. Despite a higher debt load, the company maintained its
credit rating and interest expense increased minimally, as the company accessed
low cost financing.

• Regulatory Update. Aqua received $37 million in annualized rate awards in 2009
and another $6 million so far in 2010. Pending cases total $65 million, primarily in
PA and NJ. The company anticipates filing between $25-$30 million in annualized
revenue requests and surcharges before the end of 2010. Regulatory management
has been a strong point for the company, and it continues to work with regulators
on consolidating rate structures to reduce filing costs, regulator resources, and
customer rate shock.

$17.49
$20.00

$20.37-$15.39
$2,354

136.3
989,038

$0.58
3.4%

qua America, Inc.
(WTR)-BUY

2009A 20lOE 20UE
$0.77 $0.85 $0.95

$0.89 NC
22.7x 20.6x 18.4x

Quarterly EPS:
Q1 $0.14 $0.15
Q2 $0.19 $0.20
Q3 $0.25 $0.28
Q4 $0.20 $0.22

Price:
air Value Estimate:

52-Week Range:
arket Cap (MM):

Shr.O/S-Di1uted (nun):
verage Daily Volume:
ividend:
ield:

1 Year Price History for WTR
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• Recalibrating Estimates. We think Aqua's historical 10% EPS growth target is
back within reach over the next 2 years after a hiatus since 2007. We are adjusting
our 2010 EPS estimate to $0.85 from $0.89 on lower growth assumptions in the
first half of the year. Lackluster revenue growth should rebound when increased
rates take effect in 3Q, with 3-4 cents of upside potential if a hot dry summer
materializes. We introduce a 2011 estimate of$0.95, representing 11.5% growth.

• Valuation. We believe investors have an attractive opportunity to own one of the
nation's most efficient water utilities, with one of the best long-term growth
records. Our $20 fair value is based on our 2011 outlook assuming a PIE multiple
of21x and EV/EBITDA multiple of lOx, at the low end of the company's historical
valuation range. When combined with a dividend yield of 3.7%, our fair value
target offers total return potential of 18%.

Research Analyst Certifications and Important Disclosures
are on pages 4 - 5 of this report
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Aqua America (WTR)

VALUATION SUMMARY:

Aqua's shares have remained in a holding pattern between $16.50
and $17.50 recently and are unchanged in 2010 compared to the peer
group decline around 1.9% (excluding. the 15% increase in
SouthWest Water). Investor interest has remained muted, evidenced
by a falling l2-month rolling average daily volume trend. Short
interest increased 1 million shares in the first half of February to 14.8
million shares (or 17 days to cover).

Currently, the water utility group is trading at an average 2011 PIE
multiple of l8.3x (based on consensus estimates) and a price/book
multiple of 1.6x. Aqua trades in line with the group multiple on
2011 earnings at l8.5x and at a premium price/book multiple of 2x
(due to a relatively high debt/total cap ratio of 57%).

Sales ($ mil)
Price/Sales
O&M/Revenue
EBITDA ($ mil)
EBITDA growth

Price/EBITDA
EV/EBITDA
EPS
EPS growth
PIE
Dividend

627.0
3.81x

41.8%
325.4
4.8%
7.3x

11.6x
$0.73
2.2%
24.1x

$0.51

670.5
3.56x

40.3%
355.7
9.3%
6.7x

10.6x
$0.77

5.5%
22.8x

$0.55

723.6
3.30x

39.6%
390.8
9.9%
6.1x
9.6x

$0.85
11.3%
20.5x

$0.59

785.8
3.04x

39.4%
425.7
8.9%
5.6x
8.8x

$0.95
10.9%
18.5x

$0.63

We apply PIE multiples of23.5x and 2lx to 2010 and 2011 earnings,
respectively, to generate a $20 fair value. This translates into
assumed 2010 and 2011 EVIEBITDA multiples of llx and lOx.
Aqua's earnings potential remains above that of peers that have a
more limited geographic footprint. As a result, we believe a modest
premium multiple is deserved given the company's growth prospects,
lean cost structure, and regulatory leadership. Our expected 2010
dividend of $0.59 implies a yield around 3.4%, or 18% total return
from current levels.

ADJUSTING OUR FORWARD ASSUMPTIONS:

Current Data Points:
Recent Price $17.49
Current Yield 3.4%
Market cap $2.39 bil
Total debt 1,474 mil
Total Debt/cap 57.0%
Book value/Share $8.13
Price/Book 2.2x
ROE (TTM 9.6%

Source: Baseline, JMS Estimates

We have lowered our 2010 EPS estimate to $0.85 from $0.89 on lower first half growth assumptions. There isn't much to
get excited about in the next two quarters, though we expect the third quarter to benefit from rate increases (PA rate case
should impact September) and more normalized consumption patterns. Revenue growth of 8% may prove conservative if
Mid-Atlantic summer weather reverts to hotter, drier conditions. We expect the company's 2009 efficiency ratio to reach
39.6%, a 70 bps improvement over 2009. Interest expense should increase 6-7% on a higher debt load and expectations of
higher short term rates. We estimate that another $0.03-$0.04 cents of upside would stem from a hot, dry summer; however,
we have taken a more "base case" view in our current forecast.

We introduce a 2011 EPS estimate of $0.95, or 11% growth above 2010. Revenue growth of 8% is expected to benefit from
almost three quarters of favorable comps on the inclusion of new PA rates (due to take effect around Aug. 2010), and a full
year of higher NJ rates (assuming December 2010 approval). Amortization will decline to more normalized levels as the TX
rate case regulatory asset is fully worked down. We assume an efficiency ratio of 39.4%, another 20 bps of improvement
over 2010's level. We have not adjusted the share count for a potential equity offering in late 2010 or early 2011, which
management indicated could be in the range of 1-1.5 million shares(only about 1% dilution).

FOURTH QUARTER AND FULL YEAR RESULTS:

Aqua America reported fourth quarter earnings of $0.20, in line with our estimate and a penny shy of consensus. The
company reported results of $0.19 per share in the fourth quarter last year. Quarterly revenue increased 5%, below our 6.5%
expectation as consumption fell 3-5% due to economic factors (weather is less of a factor in the fourth quarter). Operating
cost controls, evidenced by an O&Mlrevenue ratio below 40%, helped the company earn 36.6% operating margin.
Deprecation expenses grew 15% as expected due to investments made in the last year. Interest expense grew 7% to $19
million on a $1.7 billion total debt load.
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Looking at 2009 in total, revenue grew 7% to $671 million, as higher water rates offset significant declines in consumption
(due to wet weather and the slumping economy). Management aggressively managed costs and improved the efficiency ratio
150bps to 40.3%. EBITDA growth of 9.3% compared favorably to the 4.8% growth last year; though D&A grew 22% in the
year, partially due to some regulatory adjustments, and EBIT margin of 36% dipped from the 37% levels we saw the last two
years, a result of a difficult third quarter operating environment. Interest expense grew negligibly, leading to $0.77 in EPS on
1 million more shares outstanding (mainly due to the company's dividend reinvestment program).

Internally Generated Spending
The company spent $284 million in capex during
2009, up about 10% from 2008 levels, and has plans
to spend another $300 million or so in 2010. The
company is using internally generated funds to cover a
larger portion of its capital budget - approximately
90% in 2009. Using a rough estimate of operating
cash flow less the dividend as a percentage of capex,
the chart on the right exhibits the company's ability to
fund its capital program internally.

65%

60%

55%

50%

45%

40%

35%

30%

2004 2005 2006 2007 2008 2009E

Calculated as (OCF-Dilidend) / Cap Ex

Annual Earnings Statement Aqua America, Inc.
(dollars in millions, except per share data)

FYends December 31 2007 2008 2009 2010E 2011E

Total Operating Revenue $ 602.50 $ 626.97 $ 670.54 $ 723.57 $ 785.76

Expenses
Operation & Maintenance 253.09 262.12 270.06 286.63 309.92
Depreciation 83.18 88.79 103.00 111.04 121.98
Amortization 4.83 5.52 11.94 12.52 8.15
General Taxes 45.38 44.75 48.08 49.38 53.40
Total Expenses 386.48 401.17 433.08 459.58 493.45

Income from Operations 216.02 225.80 237.46 264.00 292.31
Operating Margin (%) 35.9% 36.0% 35.4% 36.5% 37.2%

Allow. for Borrowed Funds Used in Const. 2.95 3.67 2.87 3.00 3.00
Gain (loss) on sale of properties 3.49 1.60 0.47 0.60 0.60

EBIT 222.46 231.07 240.80 267.24 295.55
EBIT (%) 36.9% 36.9% 35.9% 36.9% 37.6%

Interest Expense 66.92 68.57 68.61 72.76 78.00

Income Before Taxes 155.54 162.50 172.20 194.48 217.55

Provision for Income Taxes 60.53 64.58 67.84 77.45 86.73
Implied Tax Rate 38.9% 39.7% 39.4% 39.8% 39.9%

Net income $95.01 $97.92 $104.35 $117.03 $130.82

EPS (fullv diluted) $0.71 $0.73 $0.77 $0.85 $0.95

Weighted Avg. Shares 133.6 134.8 136.1 137.2 138.3
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Company Description

Aqua America, Inc. provides water and wastewater utility service to suburban areas outside of Philadelphia, Chicago, and
Cleveland, as well as other communities throughout 13 states, including Pennsylvania, New York, Ohio, North Carolina, Illinois,
Texas, Florida, New Jersey, Indiana, Virginia, Maine, Missouri, and South Carolina.

IMPORTANT DISCLOSURES

Research Analyst Certification

I, Debra G. Coy and Heike M. Doerr, the Primarily Responsible Analyst for this research report, hereby certify that all of the
views expressed in this research report accurately reflect my personal views about any and all of the subject securities or issuers.
No part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views I
expressed in this research report.

Janney Montgomery Scott LLC ("JMS") Equity Research Disclosure Legend

Janney Montgomery Scott is a market maker in the securities ofWTR, and may at any time hold a long or short position in this
security.

The research analyst primarily responsible for preparing this research report or a member of the research

analyst's household has a financial interest in the securities of the company in the form of options (0),

warrants (W), futures (F), and/or a 'short position (S).

Janney Montgomery Scott may seek compensation for investment banking services from the subject company (ies) WTR
security in the next 3 months.

The research analyst is compensated based on, in part, Janney Montgomery Scott's profitability, which includes its investment
banking revenues.

Definition of Ratings

BUY: Janney expects that the subject company will appreciate in value. Additionally, we expect that the subject company will
outperform comparable companies within its sector.

NEUTRAL: Janney believes that the subject company is fairly valued and will perform in line with comparable companies
within its sector. Investors may add to current positions on short-term weakness and sell on strength as the valuations or
fundamentals become more or less attractive.

SELL: Janney expects that the subject company will likely decline in value and will underperform comparable companies
within its sector.

Price Charts
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Janney Montgomery Scott Ratings Distribution as of 12/31/09

IB Serv./Past 12 Mos.

Rating

BUY[B]

NEUTRAL [N]

SELL [S]

Count

164

152

5

Percent

51.00

47.00

2.00

Count

15

7

o

Percent

9.00

5.00

0.00

*Percentages of each rating category where Janney has performed Investment Banking services over the
past 12 months.

Other Disclosures

Investment opinions are based on each stock's 6-12 month return potential. Our ratings are not based on forma] price targets,
however our analysts will discuss fair value and/or target price ranges in research reports. Decisions to buy or sell a stock should
be based on the investor's investment objectives and risk tolerance and should not rely solely on the rating. Investors should
read carefully the entire research report, which provides a more complete discussion of the analyst's views.
This research report is provided for informational purposes only and shall in no event be construed as an offer to sell or a
solicitation of an offer to buy any securities. The information described herein is taken from sources which we believe to be
reliable, but the accuracy and completeness of such information is not guaranteed by us. The opinions expressed herein may be
given only such weight as opinions warrant. This Firm, its officers, directors, employees, or members of their families may have
positions in the securities mentioned and may make purchases or sales of such securities from time to time in the open market or
otherwise and may sell to or buy from customers such securities on a principal basis. Supporting information related to the
recommendation, if any, made in the research report is available upon request.
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Strong lQ09 results driven primarily by regulatory improvements.
American Water Works reported ongoing lQ09 EPS of $0.19 excluding
a $450 million non-cash goodwill impairment charge. This was modestly
ahead of our estimate of $0.15 per share and the consensus estimate of
$0.13 per share, and compares to EPS of$0.04 in lQ08. The solid beat in
the quarter was mainly driven by the positive impact of higher rates from
rate cases completed throughout 2008, which is in line with our
expectations. Going forward, we expect regulated revenues to continue
to grow as the company works through the balance of its rate case
calendar.

Solid 1Q09 beat should lift the shares. After market close today,
American Water Works posted better-than-expected lQ09 earnings and
robust cash flow, primarily as a result of additional rate increases at its
regulated utilities. Moreover, the company appears to be successfully
managing expenses as it weathers through the current economic turmoil.
We believe the solid lQ09 results emphasize the stability of AWK's
utility business model, and expect the stock to outperform its peer group
in tomorrow's trading. Longer term, however, we remain cautious on
AWK, as we expect RWE's considerable ownership stake in the
company to continue to weigh on the stock. '

® Conference call details. Management will host a conference call with
investors at 9:00 a.m. EDT tomorrow morning. The dial-in number is:
800-762-8795; pass code: 4058090.

e Volume trends do not appear to be breaking apart. In our opinion,
one of the main factors that has weighed on AWK shares since the
company released 4Q08 results was the fear over a precipitous decline in
sales volumes. In fact, about $0.03 of the difference between our 1Q09
estimate and reported EPS stems from our assumption that sales volumes
deteriorate about in line with 4Q08 trends. AWK reported a 3.5% overall
decline in sales volumes this quarter, with residential usage down 1.5%
and industrial demand down nearly 13%. While the company is certainly
experiencing a negative impact of the overall economic weakness, it
appears that sales trends, especially on the residential side, have not
suffered a major blow. We believe this confirms our view that the
majority of American Water's business is resilient and countercyclical,
and expect this to support the stock going forward.

Solid 1009 Beat Should Lift the Shares - Positive for
Stock - ALERT

J.EMorgan
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Analyst Certification:
The research analyst(s) denoted by an "AC" on the cover ofthis report certifies (or, where multiple research analysts are primarily
responsible for this report, the research analyst denoted by an "AC" on the cover or within the document individually certifies, with
respect to each security or issuer that the research analyst covers in this research) that: (I) all of the views expressed in this report
accurately reflect his or her personal views about any and all ofthe subject securities or issuers; and (2) no part of any of the research
analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the
research analyst(s) in this report.

Important Disclosures

• Client ofthe Firm: American Water Works is or was in the past 12 months a client of JPMSI; during the past 12 months, JPMSI
provided to the company investment banking services, non-investment banking securities-related service and non-securities-related
services.

• Investment Banking (past 12 months): JPMSI or its affiliates received in the past 12 months compensation for investment banking
services from American Water Works.

• Investment Banking (next 3 months): JPMSI or its affiliates expect to receive, or intend to seek, compensation for investment
banking services in the next three months from American Water Works.

• Non-Investment Banking Compensation: JPMSI has received compensation in the past 12 months for products or services other
than investment banking from American Water Works. An affiliate of JPMSI has received compensation in the past 12 months for
products or services other than investment banking from American Water Works.
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J.P. Morgan ratings: OW = Overweight, N = Neutral, UW =Underweight.

Explanation ofEquity Research Ratings and Analyst(s) Coverage Universe:
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the
average total return ofthe stocks in the analyst's (or the analyst's team's) coverage universe.] Neutral [Over the next six to twelve
months, we expect this stock will perform in line with the average total return ofthe stocks in the analyst's (or the analyst's team's)
coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperfonn the average total return of
the stocks in the analyst's (or the analyst's team's) coverage universe.] The analyst or analyst's team's coverage universe is the sector
and/or country shown on the cover of each publication. See below for the specific stocks in the certifying analyst(s) coverage universe.

Coverage Universe: Andrew Smith: AGL Resources (AGL), Ameren Corp (AEE), American Electric Power (AEP),
American Water Works (AWK), CMS Energy Corp (CMS), Consolidated Edison (ED), Constellation Energy Group (CEG),
Covanta Holding Corp. (CVA), Dominion Resources (D), Duke Energy Corp. (DUK), Dynegy, Inc. (DYN), Edison
International (EIX), Entergy Corp. (ETR), Exelon Corp. (EXC), FPL Group Inc. (FPL), ITC Holdings (lTC), Integrys
Energy Group (TEG), NRG Energy (NRG), NV Energy Inc. (NVE), Northeast Utilities (NU), PG&E Corp. (PCG), PNM
Resources Inc (PNM), Pepco Holdings (paM), Pinnacle West Capital Corp (PNW), Portland General Electric Co. (paR),
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Progress Energy (PGN), RRI Energy, Inc (RRI), Sempra Energy (SRE), Southern Company (SO), Unisource Energy
(UNS), Vectren Corp (VVC), Westar Energy Inc (WR), Wisconsin Energy Corp (WEC)

J.P. Morgan Equity Research Ratings Distribution, as of March 31, 2009

JPM Global Equity Research Coverage
ill clients'

JPMSI Equity Research Coverage
IB clients'

Overweight
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35%
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'Percentage of investment banking clients in each rating category.
For purposes only ofNASDINYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold
rating category; and our Underweight rating falls into a sell rating category.

Valuation and Risks: Please see the most recent company-specific research report for an analysis of valuation methodology and risks on
any securities recommended herein. Research is available at http://www.morganmarkets.com , or you can contact the analyst named on
the front of this note or your J.P. Morgan representative.

Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon
various factors, including the quality and accuracy ofresearch, client feedback, competitive factors, and overall firm revenues, which
include revenues from, among other business units, Institutional Equities and Investment Banking.
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J.P. Morgan is the global brand name for J.P. Morgan Securities Inc. (JPMSI) and its non-US affiliates worldwide.

Options related research: If the information contained herein regards options related research, such information is available only to persons who
have received the proper option risk disclosure documents. For a copy ofthe Option Clearing Corporation's Characteristics and Risks of
Standardized Options, please contact your lP. Morgan Representative or visit the OCC's website at
http://www.optionsclearing.com/publications/risks/riskstoc.pdf.

Legal Entities Disclosures
U.S.: JPMSI is a member ofNYSE, FINRA and SIPC. lP. Morgan Futures Inc. is a member of the NFA. JPMorgan Chase Bank, N.A. is a
member of FDIC and is authorized and regulated in the UK by the Financial Services Authority. U.K.: LP, Morgan Securities Ltd. (JPMSL) is a
member of the London Stock Exchange and is authorised and regulated by the Financial Services Authority. Registered in England & Wales No.
2711006. Registered Office 125 London Wall, London EC2Y 5Al South Africa: lP. Morgan Equities Limited is a member of the Johannesburg
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Licence No: 238188) is regulated by ASIC and lP. Morgan Securities Australia Limited (ABN 61 003245 234/AFS Licence No: 238066) is a
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Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India Private Limited is a member of
the National Stock Exchange of India Limited and Bombay Stock Exchange Limited and is regulated by the Securities and Exchange Board of
India. Thailand: JPMorgan Securities (Thailand) Limited is a member of the Stock Exchange of Thailand and is regulated by the Ministry of
Finance and the Securities and Exchange Commission. Indonesia: PT J.P. Morgan Securities Indonesia is a member of the Indonesia Stock
Exchange and is regulated by the BAPEPAM. Philippines: J.P. Morgan Securities Philippines Inc. is a member ofthe Philippine Stock Exchange
and is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan SA. is regulated by the Comissao de Valores
Mobiliarios (CVM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casa de Bolsa, S.A. de C.Y., J.P. Morgan Grupo Financiero is a
member of the Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange Commission.
Singapore: This material is issued and distributed in Singapore by J.P. Morgan Securities Singapore Private Limited (JPMSS) [MICA (P)
132/0112009 and Co. Reg. No.: 199405335R] which is a member of the Singapore Exchange Securities Trading Limited and is regulated by the
Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is regulated by the
MAS. Malaysia: This material is issued and distributed in Malaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18l46-X) which is a
Participating Organization of Bursa Malaysia Berhad and a holder of Capital Markets Services License issued by the Securities Commission in
Malaysia. Pakistan: J. P. Morgan Pakistan Broking (Pvt.) Ltd is a member of the Karachi Stock Exchange and regulated by the Securities and
Exchange Commission of Pakistan. Saudi Arabia: J.P. Morgan Saudi Arabia Ltd. is authorised by the Capital Market Authority of the Kingdom
of Saudi Arabia (CMA) to carry out dealing as an agent, arranging, advising and custody, with respect to securities business under licence number
35-07079 and its registered address is at 8th Floor, Al-Faisaliyah Tower, King Fahad Road, P.O. Box 51907, Riyadh 11553, Kingdom of Saudi
Arabia.
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maintain such a policy. This report has been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial
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available to relevant persons and will be engaged in only with relevant persons. In other EEA countries, the report has been issued to persons
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satisfies the requirements under Paragraph 16.5(a) ofthe Hong Kong Code of Conduct for persons licensed by or registered with the Securities
and Futures Commission. (For research published within the first ten days of the month, the disclosure may be based on the month end data from
two months' prior.) J.P. Morgan Broking (Hong Kong) Limited is the liquidity provider for derivative warrants issued by J.P. Morgan
International Derivatives Ltd and listed on The Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx website:
http://www.hkex.com.hk/prod/dwlLp.htrn. Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of
share trading, and that a loss may occur due to the exchange rate in the case offoreign share trading. In the case of share trading, JPMorgan
Securities Japan Co., Ltd., will be receiving a brokerage fee and consumption tax (shouhizei) calculated by multiplying the executed price by the
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material is issued and distributed by JPMSAL in New Zealand only to persons whose principal business is the investment ofmoney or who, in the
course of and for the purposes of their business, habitually invest money. JPMSAL does not issue or distribute this material to members of "the
public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of this material must not distribute it to any third
party or outside New Zealand without the prior written consent of JPMSAL.

General: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan
Chase & Co. or its affiliates and/or subsidiaries (collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any
disclosures relative to JPMSI and/or its affiliates and the analyst's involvement with the issuer that is the subject of the research. All pricing is as
of the close of market for the securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date of this
material and are subject to change without notice. Past performance is not indicative of future results. This material is not intended as an offer or
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client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments or strategies to
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mentioned herein. JPMSI distributes in the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Periodic
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2009 Beat Excluding a Negative Weather Impact
Should Lift AWK Shares - ALERT
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Headline 2Q09 beat, especially after normalizing for weather, but
reduced volumes may continue to worry investors. American Water
Works reported solid 2Q09 results of $0.32 per share, about in line with
expectations. The company noted, however, that the 5.5% decline in
overall sales volumes vs. 2Q08 resulted in an $0.08 hit to EPS, in part
driven by wet weather in the Northeast. While it is unclear what portion
of the $0.08 impact is in fact related to weather vs. fundamental
weakness in sales volumes due to a weak economy, it is clear that AWK
would have beat expectations absent the unusually wet weather in the
current quarter, and we expect investors to disregard the weather impact,
as weather is mean-reverting. We also caution that investors will likely
remain concerned about the underlying weakness in sales trends, but
expect solid 2Q09 results to outweigh these concerns. Accordingly, we
expect modest outperforrnance in AWK shares in trading tomorrow, and
would look for additional color on water sales trends on the company's
conference call.

Solid 2Q09 results driven by rate relief and cost cuts. After market
close today, American Water Works reported 2Q09 earnings of $0.32 per
share, slightly ahead of our estimate of $0.30 and about in line with
Bloomberg consensus estimate of $0.31 per share. This compares to
$0.28 in the year-ago quarter. We note that $0.02 of the year-over-year
increase appears to be related to the absence of divestiture and SOX
compliance costs, which were not factored into our forecast. AWK
continued to benefit from the resolution of additional rate cases in its
regulated utilities, and regulatory actions drove a $0.17 EPS uplift vs.
2Q08, $0.03 better than our forecast. This was partly offset by usage
declines, primarily due to wet weather in the Northeast, which resulted in
an $0.08 hit to EPS. Higher operating expenses reduced EPS by about
$0.06, better than our expectation for a $0.09 hit in the quarter. It appears
to us that American Water Works is using cost management as a way to
counterbalance reduced sales volumes, although we note that the
company noted in its 1Q09 call that it is unlikely to continue to hold the
line on expenses at the same pace for the balance of the year.

Conference call details. Management will host a conference call with
investors at 9:00 a.m. EDT tomorrow morning (8/6/09). The dial-in
number is: 877-941-6011; pass code: 4120496.

J.EMorgan
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responsible for this report, the research analyst denoted by an "AC" on the cover or within the document individually certifies, with
respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views expressed in this report
accurately reflect his or her personal views about any and all ofthe subject securities or issuers; and (2) no part of any ofthe research
analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the
research analyst(s) in this report.

Important Disclosures

• Client ofthe Firm: American Water Works is or was in the past 12 months a client of JPMSI; during the past 12 months, JPMSI
provided to the company investment banking services, non-investment banking securities-related service and non-securities-related
services.

• Investment Banking (past 12 months): JPMSI or its affiliates received in the past 12 months compensation for investment banking
services from American Water Works.

• Investment Banking (next 3 months): JPMSI or its affiliates expect to receive, or intend to seek, compensation for investment
banking services in the next three months from American Water Works.

• Non-Investment Banking Compensation: JPMSI has received compensation in the past I2 months for products or services other
than investment banking from American Water Works. An affiliate of JPMSI has received compensation in the past 12 months for
products or services other than investment banking from American Water Works.
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Initiated coverage Jun 04, 2008. This chart shows J.P. Morgan's continuing coverage of this stock; the current analyst
mayor may not havecovered it overthe entireperiod.
J.P. Morganratings:OW =Overweight,N,= Neutral,UW = Underweight.

Explanation of Equity Research Ratings and Analyst(s) Coverage Universe:
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the
average total return of the stocks in the analyst's (or the analyst's team's) coverage universe.] Neutral [Over the next six to twelve
months, we expect this stock will perform in line with the average total return ofthe stocks in the analyst's (or the analyst's team's)
coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of
the stocks in the analyst's (or the analyst's team's) coverage universe.] The analyst or analyst's team's coverage universe is the sector
and/or country shown on the cover of each publication. See below for the specific stocks in the certifying analyst(s) coverage universe.

Coverage Universe: Andrew Smith: AGL Resources (AGL), Ameren Corp (AEE), American Electric Power (AEP),
American Water Works (AWK), CMS Energy Corp (CMS), Consolidated Edison (ED), Constellation Energy Group (CEG),
Covanta Holding Corp. (CVA), Dominion Resources (D), Duke Energy Corp. (DUK), Dynegy, Inc. (DYN), Edison
International (EIX), Entergy Corp. (ETR), Exelon Corp. (EXC), FPL Group Inc. (FPL), Great Plains Energy (GXP), ITC
Holdings (lTC), Integrys Energy Group (TEG), NRG Energy (NRG), NV Energy Inc. (NVE), Northeast Utilities (NU),
PG&E Corp. (PCG), PNM Resources Inc (PNM), Pepco Holdings (POM), Pinnacle West Capital Corp (PNW), Portland
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and is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan SA. is regulated by the Comissao de Valores
Mobiliarios (CVM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casa de Bolsa, S.A. de C.V., J.P. Morgan Grupo Financiero is a
member of the Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange Commission.
Singapore: This material is issued and distributed in Singapore by J.P. Morgan Securities Singapore Private Limited (JPMSS) [MICA (P)
132/01/2009 and Co. Reg. No.: 199405335R] which is a member of the Singapore Exchange Securities Trading Limited and is regulated by the
Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is regulated by the
MAS. Malaysia: This material is issued and distributed in Malaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18I46-X) which is a
Participating Organization of Bursa Malaysia Berhad and a holder of Capital Markets Services License issued by the Securities Commission in
Malaysia. Pakistan: J. P. Morgan Pakistan Broking (Pvt.) Ltd is a member of the Karachi Stock Exchange and regulated by the Securities and
Exchange Commission of Pakistan. Saudi Arabia: J.P. Morgan Saudi Arabia Ltd. is authorised by the Capital Market Authority of the Kingdom
of Saudi Arabia (CMA) to carry out dealing as an agent, arranging, advising and custody, with respect to securities business under licence number
35-07079 and its registered address is at 8th Floor, Al-Faisaliyah Tower, King Fahad Road, P.O. Box 51907, Riyadh 11553, Kingdom of Saudi
Arabia.
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Country and Region Specific Disclosures
U.K and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by
JPMSL. Investment research issued by JPMSL has been prepared in accordance with JPMSL's policies for managing conflicts of interest arising
as a result of publication and distribution of investment research. Many European regulators require that a firm to establish, implement and
maintain such a policy. This report has been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as "relevant persons"). This document must
not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is only
available to relevant persons and will be engaged in only with relevant persons. In other EEA countries, the report has been issued to persons
regarded as professional investors (or equivalent) in their home jurisdiction. Australia: This material is issued and distributed by JPMSAL in
Australia to "wholesale clients" only. JPMSAL does not issue or distribute this material to "retail clients." The recipient of this material must not
distribute it to any third party or outside Australia without the prior written consent of JPMSAL. For the purposes of this paragraph the terms
"wholesale client" and "retail client" have the meanings given to them in section 761G of the Corporations Act 2001. Germany: This material is
distributed in Germany by J.P. Morgan Securities Ltd., Frankfurt Branch and J.P.Morgan Chase Bank, N.A., Frankfurt Branch which are
regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht. Hong Kong: The 1% ownership disclosure as ofthe previous month end
satisfies the requirements under Paragraph 16.5(a) ofthe Hong Kong Code of Conduct for persons licensed by or registered with the Securities
and Futures Commission. (For research published within the first ten days of the month, the disclosure may be based on the month end data from
two months' prior.) J.P. Morgan Broking (Hong Kong) Limited is the liquidity provider for derivative warrants issued by J.P. Morgan
International Derivatives Ltd and listed on The Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx website:
http://www.hkex.com.hk/prod/dw/Lp.htm. Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of
share trading, and that a loss may occur due to the exchange rate in the case of foreign share trading. In the case of share trading, JPMorgan
Securities Japan Co., Ltd., will be receiving a brokerage fee and consumption tax (shouhizei) calculated by multiplying the executed price by the
commission rate which was individually agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financial Instruments
Firms: JPMorgan Securities Japan Co., Ltd., Kanto Local Finance Bureau (kinsho) No. 82 Participating Association / Japan Securities Dealers
Association, The Financial Futures Association of Japan. Korea: This report may have been edited or contributed to from time to time by
affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul branch. Singapore: JPMSS and/or its affiliates may have a holding in any ofthe
securities discussed in this report; for securities where the holding is 1% or greater, the specific holding is disclosed in the Important Disclosures
section above. India: For private circulation only, not for sale. Pakistan: For private circulation only, not for sale. New Zealand: This
material is issued and distributed by JPMSAL in New Zealand only to persons whose principal business is the investment of money or who, in the
course of and for the purposes of their business, habitually invest money. JPMSAL does not issue or distribute this material to members of "the
public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of this material must not distribute it to any third
party or outside New Zealand without the prior written consent of JPMSAL.

General: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan
Chase & Co. or its affiliates and/or subsidiaries (collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any
disclosures relative to JPMSI and/or its affiliates and the analyst's involvement with the issuer that is the subject of the research. All pricing is as
of the close of market for the securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date of this
material and are subject to change without notice. Past performance is not indicative offuture results. This material is not intended as an offer or
solicitation for the purchase or sale of any financial instrument. The opinions and recommendations herein do not take into account individual
client circumstances, objectives, or needs and are not intended as recommendations of particular securities, fmancial instruments or strategies to
particular clients. The recipient of this report must make its own independent decisions regarding any securities or financial instruments
mentioned herein. JPMSI distributes in the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Periodic
updates may be provided on companies/industries based on company specific developments or announcements, market conditions or any other
publicly available information. Clients should contact analysts and execute transactions through a J.P. Morgan subsidiary or affiliate in their home
jurisdiction unless governing law permits otherwise.

"Other Disclosures" last revised January 30, 2009.

Copyright 2009 JPMorgan Chase & Co. All rights reserved. This report or any portion hereof may not be reprinted, sold or
redistributed without the written consent of J.P. Morgan.
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RWE monetization should drive near-term outperformance in
AWK shares. After market close, Neutral-rated American Water Works
announced that its majority shareholder RWE A.G. is selling 30 million
shares of AWK common stock, a transaction that would reduce its
existing stake in AWK to about 30%. The deal gives the underwriters
the option to purchase an additional 4.5 million shares from RWE over a
30-day period, which, if exercised, would further reduce RWE' s position
to about 26%. We view today's announcement as an incremental
positive for AWK as it reduces the near-term overhang on the shares.
We note, however, that it does not resolve longer-term structural issues
associated with RWE's still-sizable remaining AWK stake.

J.IJ.Morgan

RWE's Continued Exit of Its AWK Stake Reduces
Near-Term Overhang - Positive for Stock - ALERT

e We remain on the sidelines until RWE overhang diminishes further.
Although today's transaction is a step in the right direction in terms of
reducing the existing overhang on AWK, we remain on the sidelines at
least until the overhang is further reduced because we believe that
RWE's sizable remaining position in American Water Works will
continue to weigh on the stock. Recall that the German utility has
announced its intention to fully exit the U.S. water business as soon as
practicable, which we expect to continue to pressure AWK shares.
Accordingly, we reiterate our Neutral rating on the stock.
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Other Companies Recommended in This Report (all prices in this report as of market close on 11 August 2009)
RWE (RWEG.F/€57.85/Neutral), RWE (RWEG--p.F/€50.09/Neutral)

Analyst Certification:
The research analyst(s) denoted by an "AC" on the cover ofthis report certifies (or, where multiple research analysts are primarily
responsible for this report, the research analyst denoted by an "AC" on the cover or within the document individually certifies, with
respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views expressed in this report
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of any ofthe research
analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the
research analyst( s) in this report.

Important Disclosures

• Market Maker/ Liquidity Provider: JPMSL and/or an affiliate is a market maker and/or liquidity provider in RWE.
• Lead or Co-manager: JPMSI or its affiliates acted as lead or co-manager in a public offering of equity and/or debt securities for

RWE within the past 12 months.
• Beneficial Ownership (1% or more): JPMSI or its affiliates beneficially own 1% or more of a class of common equity securities of

RWE.
• Client of the Firm: American Water Works is or was in the past 12 months a client of JPMSI; during the past 12 months, JPMSI

provided to the company investment banking services, non-investment banking securities-related service and non-securities-related
services. RWE is or was in the past 12 months a client of JPMSI; during the past 12 months, JPMSI provided to the company
investment banking services, non-investment banking securities-related service and non-securities-related services.

• Investment Banking (past 12 months): JPMSI or its affiliates received in the past 12 months compensation for investment banking
services from American Water Works, RWE.

• Investment Banking (next 3 months): JPMSI or its affiliates expect to receive, or intend to seek, compensation for investment
banking services in the next three months from American Water Works, RWE.

• Non-Investment Banking Compensation: JPMSI has received compensation in the past 12 months for products or services other
than investment banking from American Water Works, RWE. An afftliate of JPMSI has received compensation in the past 12
months for products or services other than investment banking from American Water Works, RWE.

American Water Works (AWK) Price Chart
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Source: Reuters and J.P. Morgan; price data adjusted for stock splits and dividends.
Initiated coverage Jun 04, 2008. This chart shows J.P. Morgan's continuing coverage of this stock; the current analyst
mayor may not have covered it over the entire period.
J.P. Morgan ratings: OW = Overweight, N =Neutral, UW =Underweight.
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RWE (RWEG.F) Price Chart
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Source: Reuters and J.P. Morgan; price data adjusted for stock splits and dividends.
This chart shows J.P. Morgan's continuing coverage of this stock; the current analyst mayor may not have covered it
over the entire period.
J.P. Morgan ratings: OW = Overweight, N =Neutral, UW = Underweight.

Explanation ofEquity Research Ratings and Analyst(s) Coverage Universe:
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the
average total return of the stocks in the analyst's (or the analyst's team's) coverage universe.] Neutral [Over the next six to twelve
months, we expect this stock will perform in line with the average total return of the stocks in the analyst's (or the analyst's team's)
coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of
the stocks in the analyst's (or the analyst's team's) coverage universe.] The analyst or analyst's team's coverage universe is the sector
and/or country shown on the cover of each publication. See below for the specific stocks in the certifying analyst(s) coverage universe.

Coverage Universe: Andrew Smith: AGL Resources (AGL), Ameren Corp (AEE), American Electric Power (AEP),
American Water Works (AWK), CMS Energy Corp (CMS), Consolidated Edison (ED), Constellation Energy Group (CEG),
Covanta Holding Corp. (CVA), Dominion Resources (D), Duke Energy Corp. (DUK), Dynegy, Inc. (DYN), Edison
International (EIX), Entergy Corp. (ETR), Exelon Corp. (EXC), FPL Group Inc. (FPL), Great Plains Energy (GXP), ITC
Holdings (lTC), Integrys Energy Group (TEG), NRG Energy (NRG), NY Energy Inc. (NVE), Northeast Utilities (NU),
PG&E Corp. (PCG), PNM Resources Inc (PNM), Pepco Holdings (POM), Pinnacle West Capital Corp (PNW), Portland
General Electric Co. (POR), Progress Energy (PGN), RRI Energy, Inc (RRl), Sempra Energy (SRE), Southern Company
(SO), UIL Holdings Corporation (UlL), Unisource Energy (UNS), Vectren Corp (VVC), Westar Energy Inc (WR),
Wisconsin Energy Corp (WEC)

J.P. Morgan Equity Research Ratings Distribution, as of June 30, 2009

JPM Global Equity Research Coverage
ill clients*

JPMSI Equity Research Coverage
ill clients*

Overweight
(buy)
36%
55%

36%
77%

Neutral
(hold)
46%
56%
52%
72%

Underweight
(sell)
18%
42%

12%
60%

*Percentage of investment banking clients in each rating category.
For purposes only ofNASDINYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold
rating category; and our Underweight rating falls into a sell rating category. .

Valuation and Risks: Please see the most recent company-specific research report for an analysis of valuation methodology and risks on
any securities recommended herein. Research is available at htto:!/www.morganmarkets.com , or you can contact the analyst named on
the front ofthis note or your J.P. Morgan representative.
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Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which
include revenues from, among other business units, Institutional Equities and Investment Banking.

Other Disclosures

J.P. Morgan is the global brand name for J.P. Morgan Securities Inc. (JPMSI) and its non-US affiliates worldwide.

Options related research: If the information contained herein regards options related research, such information is available only to persons who
have received the proper option risk disclosure documents. For a copy ofthe Option Clearing Corporation's Characteristics and Risks of
Standardized Options, please contact your J.P. Morgan Representative or visit the OCC's website at
http://www.optionsclearing.com/publications/risks/riskstoc.pdf.

Legal Entities Disclosures
U.S.: JPMSI is a member ofNYSE, FINRA and SIPC. J.P. Morgan Futures Inc. is a member of the NFA. JPMorgan Chase Bank, N.A. is a
member of FDIC and is authorized and regulated in the UK by the Financial Services Authority. U.K.: J.P. Morgan Securities Ltd. (JPMSL) is a
member of the London Stock Exchange and is authorised and regulated by the Financial Services Authority. Registered in England & Wales No.
2711006. Registered Office 125 London Wall, London EC2Y 5AJ. South Africa: J.P. Morgan Equities Limited is a member of the Johannesburg
Securities Exchange and is regulated by the FSB. Hong Kong: J.P. Morgan Securities (Asia Pacific) Limited (CE number AAJ321) is regulated
by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong. Korea: J.P. Morgan Securities (Far East) Ltd,
Seoul branch, is regulated by the Korea Financial Supervisory Service. Australia: J.P. Morgan Australia Limited (ABN 52002888 011/AFS
Licence No: 238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (ABN 61 003245 234/AFS Licence No: 238066) is a
Market Participant with the ASX and regulated by ASIC. Taiwan: J.P.Morgan Securities (Taiwan) Limited is a participant of the Taiwan Stock
Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India Private Limited is a member of
the National Stock Exchange ofIndia Limited and Bombay Stock Exchange Limited and is regulated by the Securities and Exchange Board of
India. Thailand: JPMorgan Securities (Thailand) Limited is a member of the Stock Exchange of Thailand and is regulated by the Ministry of
Finance and the Securities and Exchange Commission. Indonesia: PT J.P. Morgan Securities Indonesia is a member of the Indonesia Stock
Exchange and is regulated by the BAPEPAM. Philippines: J.P. Morgan Securities Philippines Inc. is a member of the Philippine Stock Exchange
and is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan SA. is regulated by the Comissao de Valores
Mobiliarios (CYM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casa de Bolsa, S.A. de C.Y., J.P. Morgan Grupo Financiero is a
member ofthe Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange Commission.
Singapore: This material is issued and distributed in Singapore by J.P. Morgan Securities Singapore Private Limited (JPMSS) [MICA (P)
132/0112009and Co. Reg. No.: 199405335R] which is a member of the Singapore Exchange Securities Trading Limited and is regulated by the
Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is regulated by the
MAS. Malaysia: This material is issued and distributed in Malaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18146-X) which is a
Participating Organization of Bursa Malaysia Berhad and a holder of Capital Markets Services License issued by the Securities Commission in
Malaysia. Pakistan: J. P. Morgan Pakistan Broking (Pvt.) Ltd is a member of the Karachi Stock Exchange and regulated by the Securities and
Exchange Commission of Pakistan. Saudi Arabia: J.P. Morgan Saudi Arabia Ltd. is authorised by the Capital Market Authority of the Kingdom
of Saudi Arabia (CMA) to carry out dealing as an agent, arranging, advising and custody, with respect to securities business under licence number
35-07079 and its registered address is at 8th Floor, Al-Faisaliyah Tower, King Fahad Road, P.O. Box 51907, Riyadh 11553, Kingdom of Saudi
Arabia.

Country and Region Specific Disclosures
U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by
JPMSL. Investment research issued by JPMSL has been prepared in accordance with JPMSL's policies for managing conflicts of interest arising
as a result ofpublication and distribution of investment research. Many European regulators require that a firm to establish, implement and
maintain such a policy. This report has been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as "relevant persons"). This document must
not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is only
available to relevant persons and will be engaged in only with relevant persons. In other EEA countries, the report has been issued to persons
regarded as professional investors (or equivalent) in their home jurisdiction. Australia: This material is issued and distributed by JPMSAL in
Australia to "wholesale clients" only. JPMSAL does not issue or distribute this material to "retail clients." The recipient of this material must not
distribute it to any third party or outside Australia without the prior written consent of JPMSAL. For the purposes of this paragraph the terms
"wholesale client" and "retail client" have the meanings given to them in section 761G ofthe Corporations Act 2001. Germany: This material is
distributed in Germany by J.P. Morgan Securities Ltd., Frankfurt Branch and J.P.Morgan Chase Bank, N.A., Frankfurt Branch which are
regulated by the Bundesanstalt fur FinanzdienstIeistungsaufsicht. Hong Kong: The 1% ownership disclosure as of the previous month end
satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for persons licensed by or registered with the Securities
and Futures Commission. (For research published within the first ten days of the month, the disclosure may be based on the month end data from
two months' prior.) J.P. Morgan Broking (Hong Kong) Limited is the liquidity provider for derivative warrants issued by J.P. Morgan
International Derivatives Ltd and listed on The Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx website:
http://www.hkex.com.hk/prod/dwlLp.htm. Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of
share trading, and that a loss may occur due to the exchange rate in the case of foreign share trading. In the case of share trading, JPMorgan
Securities Japan Co., Ltd., will be receiving a brokerage fee and consumption tax (shouhizei) calculated by multiplying the executed price by the
commission rate which was individually agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financial Instruments
Firms: JPMorgan Securities Japan Co., Ltd., Kanto Local Finance Bureau (kinsho) No. 82 Participating Association / Japan Securities Dealers
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Association, The Financial Futures Association of Japan. Korea: This report may have been edited or contributed to from time to time by
affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul branch. Singapore: JPMSS and/or its affiliates may have a holding in any ofthe
securities discussed in this report; for securities where the holding is I% or greater, the specific holding is disclosed in the Important Disclosures
section above. India: For private circulation only, not for sale. Pakistan: For private circulation only, not for sale. New Zealand: This
material is issued and distributed by JPMSAL in New Zealand only to persons whose principal business is the investment of money or who, in the
course of and for the purposes of their business, habitually invest money. JPMSAL does not issue or distribute this material to members of "the
public" as determined in accordance with section 3 of the Securities Act 1978. The recipient ofthis material must not distribute it to any third
party or outside New Zealand without the prior written consent of JPMSAL.

General: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan
Chase & Co. or its affiliates and/or subsidiaries (collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any
disclosures relative to JPMSI and/or its affiliates and the analyst's involvement with the issuer that is the subject of the research. All pricing is as
of the close of market for the-securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as ofthe date of this
material and are subject to change without notice. Past performance is not indicative of future results. This material is not intended as an offer or
solicitation for the purchase or sale of any financial instrument. The opinions and recommendations herein do not take into account individual
client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments or strategies to
particular clients. The recipient of this report must make its own independent decisions regarding any securities or financial instruments
mentioned herein. JPMSI distributes in the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Periodic
updates may be provided on companies/industries based on company specific developments or announcements, market conditions or any other
publicly available information. Clients should contact analysts and execute transactions through a J.P. Morgan subsidiary or affiliate in their home
jurisdiction unless governing law permits otherwise.

"Other Disclosures" last revised January 30, 2009.

Copyright 2009 JPMorgan Chase & Co. All rights reserved. This report or any portion hereof may not be reprinted, sold or
redistributed without the written consent of J.P. Morgan.
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e Conference call details. Management will host a conference call with
investors at 9:00 a.m. EST. The dial-in number is: 877-941-1848; pass
code: 4173835.

Strong 3009 Results Excluding Weak Weather Should
Lift AWK Shares - ALERT

J.I>.Morgan

e Strong nnderlying 3Q09 results excluding weather should lift
AWK shares. American Water Works reported strong 3Q09 results
this morning after normalizing for abnormally wet weather in the
quarter. The reported EPS of $0.52 (vs. our estimate of $0.55 and the
Street estimate of$0.53) include a hit of$0.14 related to lower usage,
primarily due to wet weather, suggesting that underlying results absent
the weather effect were ahead of expectations. Our estimate
incorporated an $0.08/share decline related to lower water usage.
Furthermore, AWK management appears to be successful in keeping
costs in check, helping to partly offset some of the revenue decline, vs.
our assumption for cost escalation of about $0.06 year-over-year.
Accordingly, we expect modest outperformance in AWK shares this
morning on the strong 3Q09 results, which in our opinion suggest that
fundamentals in the water utility industry remain intact.
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Analyst Certification:
The research analyst(s) denoted by an "AC" on the cover ofthis report certifies (or, where multiple research analysts are primarily
responsible for this report, the research analyst denoted by an "AC" on the cover or within the document individually certifies, with
respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views expressed in this report
accurately reflect his or her personal views about any and all ofthe subject securities or issuers; and (2) no part of any of the research
analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the
research analyst(s) in this report.

Important Disclosures

• Client ofthe Firm: American Water Works is or was in the past 12 months a client ofJPMSI; during the past 12 months, JPMSI
provided to the company investment banking services, non-investment banking securities-related services and non-securities-related
services.

• Investment Banking (past 12 months): JPMSI or its affiliates received in the past 12 months compensation for investment banking
services from American Water Works.

• Investment Banking (next 3 months): JPMSI or its affiliates expect to receive, or intend to seek, compensation for investment
banking services in the next three months from American Water Works.

• Non-Investment Banking Compensation: JPMSI has received compensation in the past 12 months for products or services other
than investment banking from American Water Works. An affiliate of JPMSI has received compensation in the past 12 months for
products or services other than investment banking from American Water Works.

American Water Works (AWK) Price Chart
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Source: Bloomberg and J.P. Morgan; price data adjusted for stock splits and dividends.
Initiated coverage Jun 04, 2008. This chart shows J.P. Morgan's continuing coverage of this stock; the current analyst
mayor may not have covered it over the entire period.
J.P. Morgan ratings: OW =Overweight, N = Neutral, UW = Underweight.

Explanation of Equity Research Ratings and Analyst(s) Coverage Universe:
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the
average total return ofthe stocks in the analyst's (or the analyst's team's) coverage universe.] Neutral [Over the next six to twelve
months, we expect this stock will perform in line with the average total return ofthe stocks in the analyst's (or the analyst's team's)
coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of
the stocks in the analyst's (or the analyst's team's) coverage universe.] The analyst or analyst's team's coverage universe is the sector
and/or country shown on the cover ofeach publication. See below for the specific stocks in the certifying analyst(s) coverage universe.

Coverage Universe: Andrew Smith: AGL Resources (AGL), Ameren Corp (AEE), American Electric Power (AEP),
American Water Works (AWK), CMS Energy Corp (CMS), Consolidated Edison (ED), Constellation Energy Group (CEG),
Covanta Holding Corp. (CVA), Dominion Resources (D), Duke Energy Corp. (DUK), Dynegy, Inc. (DYN), Edison
International (EIX), Entergy Corp. (ETR), Exelon Corp. (EXC), FPL Group Inc. (FPL), Great Plains Energy (GXP),
Integrys Energy Group (TEG), NRG Energy (NRG), Northeast Utilities (NU), PG&E Corp. (PCG), Pepco Holdings (POM),
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Portland General Electric Co. (POR), Progress Energy (PGN), RRI Energy, Inc (RRI), Sempra Energy (SRE), Southern
Company (SO), UlL Holdings Corporation (UlL), Vectren Corp (VVC), Wisconsin Energy Corp (WEC)

J.P. Morgan Equity Research Ratings Distribution, as of September 30, 2009

JPM Global Equity Research Coverage
ill clients*

JPMSI Equity Research Coverage
ill clients*

Overweight
(buy)
39%
56%
38%
76%

Neutral
(hold)
46%
57%
51%
72%

Underweight
(sell)
15%
42%
10%
56%

*Percentageof investment banking clients in each rating category.
For purposes only ofNASDINYSE ratings distributionrules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold
rating category; and our Underweight rating falls into a sell rating category.

Valuation and Risks: Please see the most recent company-specific research report for an analysis of valuation methodology and risks on
any securities recommended herein. Research is available at http://www.morganmarkets.com , or you can contact the analyst named on
the front of this note or your J.P. Morgan representative.

Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall finn revenues, which
include revenues from, among other business units, Institutional Equities and Investment Banking.

Other Disclosures

J.P. Morgan is the global brand name for J.P. Morgan Securities Inc. (JPMSI) and its non-US affiliates worldwide.

Options related research: If the information contained herein regards options related research, such information is available only to persons who
have received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation's Characteristics and Risks of
Standardized Options, please contact your lP. Morgan Representative or visit the OCC's website at
http://www.optionsclearing.com/publications/risks/riskstoc.pdf.

Legal Entities Disclosures
U.S.: JPMSI is a member ofNYSE, FINRA and SIPC. J.P. Morgan Futures Inc. is a member of the NFA. JPMorgan Chase Bank, N.A. is a
member of FDIC and is authorized and regulated in the UK by the Financial Services Authority. U.K.: J.P. Morgan Securities Ltd. (JPMSL) is a
member of the London Stock Exchange and is authorised and regulated by the Financial Services Authority. Registered in England & Wales No.
2711006. Registered Office 125 London Wall, London EC2Y 5Al South Africa: lP. Morgan Equities Limited is a member ofthe Johannesburg
Securities Exchange and is regulated by the FSB. Hong Kong: J.P. Morgan Securities (Asia Pacific) Limited (CE number AAJ321) is regulated
by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong. Korea: lP. Morgan Securities (Far East) Ltd,
Seoul branch, is regulated by the Korea Financial Supervisory Service. Australia: J.P. Morgan Australia Limited (ABN 52 002 888 011/AFS
Licence No: 238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (ABN 61 003245 234/AFS Licence No: 238066) is a
Market Participant with the ASX and regulated by ASIC. Taiwan: J.P.Morgan Securities (Taiwan) Limited is a participant ofthe Taiwan Stock
Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India Private Limited is a member of
the National Stock Exchange ofIndia Limited and Bombay Stock Exchange Limited and is regulated by the Securities and Exchange Board of
India. Thailand: JPMorgan Securities (Thailand) Limited is a member of the Stock Exchange of Thailand and is regulated by the Ministry of
Finance and the Securities and Exchange Commission. Indonesia: PT J.P. Morgan Securities Indonesia is a member of the Indonesia Stock
Exchange and is regulated by the BAPEPAM. Philippines: lP. Morgan Securities Philippines Inc. is a member of the Philippine Stock Exchange
and is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan SA. is regulated by the Comissao de Valores
Mobiliarios (CVM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casa de Bolsa, S.A. de C.V., lP. Morgan Grupo Financiero is a
member of the Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange Commission.
Singapore: This material is issued and distributed in Singapore by J.P. Morgan Securities Singapore Private Limited (JPMSS) [MICA (P)
132/01/2009 and Co. Reg. No.: 199405335R] which is a member of the Singapore Exchange Securities Trading Limited and is regulated by the
Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is regulated by the
MAS. Malaysia: This material is issued and distributed in Malaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18146-X) which is a
Participating Organization of Bursa Malaysia Berhad and a holder of Capital Markets Services License issued by the Securities Commission in
Malaysia. Pakistan: J. P. Morgan Pakistan Braking (Pvt.) Ltd is a member of the Karachi Stock Exchange and regulated by the Securities and
Exchange Commission of Pakistan. Saudi Arabia: lP. Morgan Saudi Arabia Ltd. is authorised by the Capital Market Authority of the Kingdom
of Saudi Arabia (CMA) to carry out dealing as an agent, arranging, advising and custody, with respect to securities business under licence number
35-07079 and its registered address is at 8th Floor, Al-Faisaliyah Tower, King Fahad Road, P.O. Box 51907, Riyadh 11553, Kingdom of Saudi
Arabia.
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Country and Region Specific Disclosures
U.K and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by
JPMSL. Investment research issued by JPMSL has been prepared in accordance with JPMSL's policies for managing conflicts of interest arising
as a result of publication and distribution of investment research. Many European regulators require that a firm to establish, implement and
maintain such a policy. This report has been issued in the UK only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as "relevant persons"). This document must
not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is only
available to relevant persons and will be engaged in only with relevant persons. In other EEA countries, the report has been issued to persons
regarded as professional investors (or equivalent) in their home jurisdiction. Australia: This material is issued and distributed by JPMSAL in
Australia to "wholesale clients" only. JPMSAL does not issue or distribute this material to "retail clients." The recipient of this material must not
distribute it to any third party or outside Australia without the prior written consent of JPMSAL. For the purposes of this paragraph the terms
"wholesale client" and "retail client" have the meanings given to them in section 761G of the Corporations Act 2001. Germany: This material is
distributed in Germany by J.P. Morgan Securities Ltd., Frankfurt Branch and J.P.Morgan Chase Bank, N.A., Frankfurt Branch which are
regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht. Hong Kong: The 1% ownership disclosure as of the previous month end
satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for persons licensed by or registered with the Securities
and Futures Commission. (For research published within the first ten days of the month, the disclosure may be based on the month end data from
two months' prior.) J.P. Morgan Broking (Hong Kong) Limited is the liquidity provider for derivative warrants issued by J.P. Morgan
International Derivatives Ltd and listed on The Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx website:
http://www.hkex.com.hk/prod/dw/Lp.htm. Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of
share trading, and that a loss may occur due to the exchange rate in the case offoreign share trading. In the case of share trading, JPMorgan
Securities Japan Co., Ltd., will be receiving a brokerage fee and consumption tax (shouhizei) calculated by multiplying the executed price by the
commission rate which was individually agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financial Instruments
Firms: JPMorgan Securities Japan Co., Ltd., Kanto Local Finance Bureau (kinsho) No. 82 Participating Association / Japan Securities Dealers
Association, The Financial Futures Association ofJapan. Korea: This report may have been edited or contributed to from time to time by
affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul branch. Singapore: JPMSS and/or its affiliates may have a holding in any of the
securities discussed in this report; for securities where the holding is 1% or greater, the specific holding is disclosed in the Important Disclosures
section above. India: For private circulation only, not for sale. Pakistan: For private circulation only, not for sale. New Zealand: This
material is issued and distributed by JPMSAL in New Zealand only to persons whose principal business is the investment of money or who, in the
course of and for the purposes of their business, habitually invest money. JPMSAL does not issue or distribute this material to members of "the
public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of this material must not distribute it to any third
party or outside New Zealand without the prior written consent of JPMSAL. Canada: The information contained herein is not, and under no
circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein, or solicitation of
an offer to buy securities described herein, in Canada or any province or territory thereof. Any offer or sale of the securities described herein in
Canada will be made only under an exemption from the requirements to file a prospectus with the relevant Canadian securities regulators and only
by a dealer properly registered under applicable securities laws or, alternatively, pursuant to an exemption from the dealer registration requirement
in the relevant province or territory of Canada in which such offer or sale is made. The information contained herein is under no circumstances to
be construed as investment advice in any province or territory of Canada and is not tailored to the needs of the recipient. To the extent that the
information contained herein references securities of an issuer incorporated, formed or created under the laws of Canada or a province or territory
of Canada, any trades in such securities must be conducted through a dealer registered in Canada No securities commission or similar regulatory
authority in Canada has reviewed or in any way passed judgment upon these materials, the information contained herein or the merits ofthe
securities described herein, and any representation to the contrary is an offence.

General: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan
Chase & Co. or its affiliates and/or subsidiaries (collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any
disclosures relative to JPMSI and/or its affiliates and the analyst's involvement with the issuer that is the subject of the research. All pricing is as
of the close of market for the securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as ofthe date ofthis
material and are subject to change without notice. Past performance is not indicative of future results. This material is not intended as an offer or
solicitation for the purchase or sale of any financial instrument. The opinions and recommendations herein do not take into account individual
client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments or strategies to
particular clients. The recipient of this report must make its own independent decisions regarding any securities or financial instruments
mentioned herein. JPMSI distributes in the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Periodic
updates may be provided on companies/industries based on company specific developments or armouncements, market conditions or any other
publicly available information. Clients should contact analysts and execute transactions through a J.P. Morgan subsidiary or affiliate in their home
jurisdiction unless governing law permits otherwise.

"Other Disclosures" last revised October 26,2009.

Copyright 2009 JPMorgan Chase & Co. All rights reserved. This report or any portion hereof may not be reprinted, sold or
redistributed without the written consent of J.P. Morgan.
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