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WTR: First Read on 3Q as Increased Demand Drives Beat

SUMMARY

• WTR reported 3Q10 diluted EPS of $0.32 vs. our $0.30 forecast and consensus of $0.28. Total revenues
increased 15% y/y vs. our 12% forecast. As expected, hot and dry weather in the East was cited as the
primary driver of increased customer usage as volumes were up 9% vs. our 3% forecast.

• Operations & Maintenance expense increased 7% y/y due to non-cash charges resulting from the write-off
of previously deferred expenses related to rate filings and expenses associated with increased water use.
That being said, the O&M ratio improved 280bp y/y vs. our 100bp expectation. Leverage off improved
sales drove the increase. We note that WTR already has the highest efficiency ratio among the large
publicly traded water utilities and its focus on cost control helps cash flows and reduces its reliance outside
funding for its capital programs.

• YTD the company has invested $240M in capex and is on pace to meet its $300M target for the year.

• WTR currently has $19M of pending rate cases and are expected to file $11.5M in additional rate
increases in 4Q10 that are expected to impact FY11 and FY12 results.

• The company has completed 14 acquisitions YTD (2 in 3Q) and continues to expect to complete a total of
20-30 acquisitions in FY10. That being said, given the pace of deals so far this year, we'd expect the
company to come in towards the low end of the range, if not below.

• We maintain our NEUTRAL rating on the shares largely due to valuation. We'll be interested to hear
WTR's perspective on 4Q demand as AWK (BUY, $29 price target) yesterday warned increased
uncertainty on near term consumption levels due to broader economic concerns and conservation efforts.

• Conference call is at 11:00AM EsT, Dial in: 888.203.1112; ID# 6214803

Company Update

IMPORTANT DISCLOSURES ARE LOCATED IN
THE APPENDIX.
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APPENDIX

Analyst Certification:

REGULATION ANALYST CERTIFICATION ("REG AC"): The Research Analyst(s) who prepared this research report hereby

certifies that the views expressed in the research report accurately reflect the analyst(s) personal views about the subject companies

and their securities. The Research Analyst(s) also certifies that the Analyst(s) have not been, are not, and will not be receiving

direct or indirect compensation for expressing the specific recommendation(s) or view(s) in this report.

Covered Companies Mentioned Section:

American Water Works AWK $24.54 Buy
Aqua America Inc. WTR $21.55 Neutral

GENERAL DISCLOSURES: Longbow Securities does not make a market in any securities, nor does it hold a principal

position in any security. Security prices in this report may either reflect the previous day’s closing price or an intraday price,
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depending on the time of distribution. Consensus estimates are derived from either Thomson/Reuters, Bloomberg or Baseline.

Designated trademarks and brands are the property of their respective owners.

SPECIFIC DISCLOSURES:

• Longbow Securities does not make a market in the securities of any company mentioned in this report, and is not a market

maker in any securities. Nor does the firm hold a principal position in any security.

• As of the date of this report, no officer, director or stockholder of Longbow Securities, or any member of their immediate

families, holds securities of any company mentioned in the report. In the event such persons purchase, hold or sell securities of a

company mentioned in the report for their own account, any subsequent report shall disclose the fact of any such ownership or

transactions.

• As of the date of this report, no employee of Longbow Securities serves on the Board of Directors of the subject security or any

other security mentioned in this report.

• As of the date of this report, neither the Research Analyst nor a member of the Research Analyst’s household serves on the

Board of Directors of the subject company or any other security mentioned in this report.

• As of the date of this report, neither Longbow Securities nor its affiliates beneficially own 1% or more of an equity security of

the subject company or any other security mentioned in this report.

• As of the date of this report, neither the Research Analyst nor a member of the Research Analyst’s household has a financial

interest in the securities of the subject company or any other security mentioned in this report.

RATINGS DISTRIBUTIONS FOR LONGBOW RESEARCH:

Rating Category Count Percent

Buy 86 37.4%

Neutral 142 61.7%

Sell 2 0.9%

RATING SYSTEM:

“Buy” means that Longbow Securities expects total return to exceed 20% over a 12-month period.

“Neutral” means that Longbow Securities expects total return to be within a range of plus or minus 20% over a 12-month period.

“Sell” means that Longbow Securities expects total return to be negative by greater than 20% over a 12-month period.

Longbow Research’s full research universe and related applicable disclosures can be obtained by calling (216) 986-0700 or via

postal mail at: Editorial Department, Longbow Research, 6000 Lombardo Center, Suite #500, Independence, Ohio 44131.

DISCLAIMER: The information, opinions, estimates and projections contained in this report were prepared by Longbow

Securities LLC, a wholly owned subsidiary of Longbow Research LLC, and constitute the current judgment of Longbow

Securities as of the date of this report. Additional information may be available from Longbow Securities upon request. The

information contained herein is believed to be reliable and has been obtained from sources believed to be reliable, but Longbow

Securities makes no representation or warranty, either expressed or implied, as to the accuracy, completeness or reliability of such

information. Longbow Securities does not undertake, and has no duty, to advise you as to any information that comes to its

attention after the date of this report or any changes in its opinion, estimates or projections. Prices and availability of securities are

also subject to change without notice. By accepting this report, the reader acknowledges that the report does not purport to meet

the objectives or needs of specific investors, and, accordingly, constitutes only “impersonal advisory services” as that term is

defined in Rule 204-3 under the Investment Advisers Act of 1940 and that any advice in this report is furnished solely through

uniform publications distributed to subscribers thereto within the meaning of Section 2(a)(20)(i) of the Investment Company Act
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of 1940. The securities discussed in Longbow Research reports may be unsuitable for some investors depending on their specific

investment objectives, financial status, risk profile, or particular needs. Investors should consider this report as only a single factor

in making their investment decisions and should not rely entirely on this report in evaluating whether or not to buy or sell the

securities of the subject company. Longbow Research archives and reviews outgoing and incoming email. Such may be produced

at the request of regulators. Sender accepts no liability for any errors or omissions arising as a result of transmission. Use by other

than intended recipients is prohibited.

DESCRIPTION: Longbow Securities LLC, a wholly owned subsidiary of Longbow Research LLC, is a primary research

provider established in 2003 and headquartered at 6000 Lombardo Center, Suite 500, Independence, Ohio 44131 USA. The

company provides research services to institutional investors, investment advisers, and professional money managers. MEMBER

FINRA/SIPC. Copyright 2010. All rights reserved. Additional information supporting the statements in this report is available

upon request.


