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Capitalization 

(in millions) 

Number of Shares 
  

176    

  

Price                               29.66 

  

Market Cap 5,220   

Net Debt(Cash) 5,708   

Other  28   
 

Total Enterprise Value 10,956    
 

Financial Metrics 

Fiscal YE Dec 2011 

2012 PMV/sh  46.00 

E P S 
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   2011E 

   2010A  

  

1.80 

1.65 

1.53  

EBITDA (mm) 
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   2010A  

  

1,254 

1,167 

1,103  

PE Ratio 
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AWK and WTR to Swap More Assets 

 

On July 11, American Water Works Company (AWK-29.64-BUY), the nation’s largest publicly-traded water utility 
with regulated water utilities in 20 states, and Aqua America (WTR-22.26-BUY), the nation’s second largest 
publicly-traded water utility with regulated water utilities in 13 states, announced an agreement to “trade” water 
systems in New York and Ohio.  Under the agreement, WTR would purchase AWK’s Ohio regulated operations for 
$120 million and simultaneously sell its New York regulated operations to AWK for $71 million. 

We view the agreement favorably and expect the transaction to be modestly accretive for both companies. Both 
companies are now the largest investor-owned water utilities in each of the two respective states and the 
transaction would allow for greater economies of scale and rate efficiency. 

As a result of this transaction, WTR would gain AWKs 8 water systems and 1 wastewater system in central and 
northeast Ohio, which serve 50,730 water and 6,550 wastewater connections. AWK would gain WTRs 7 New York 
water systems, which serve 50,520 customers, across the state. The water utility trade will increase WTRs Ohio 
customer base by 57,280 customers, or 66%, to 145,000 and AWKs population base served by 152,000, or 75%, 
to 372,000. Aqua will gain roughly $98 million in Ohio rate base, while AWK increases its New York rate base by 
roughly $50 million to roughly $180 million. Both acquisitions are expected to close during the first quarter of 2012 
and are subject to each other’s closing as well as receipt of the necessary regulatory approvals. 

In addition, the agreement is consistent with recent portfolio management strategies to rationalize water systems.  
On January 24, AWK announced an agreement to sell under-earning utility subsidiaries in New Mexico and 
Arizona for $470 million to EPCOR Water (USA). On June 16, 2011, WTR completed the acquisition of AWKs 51 
Texas water and five wastewater systems (4,200 water and 1,100 wastewater customers) for $6 million. On May 
17, 2011, AWK completed the acquisition of WTRs 60 small Missouri water and wastewater systems, which serve 
3,700 customers for $3.2 million. 

Our 2011, 2012 and 2013 earnings estimates remain $1.65, $1.80 and $1.90 per share, respectively.  Through the 
achievement of operating efficiencies and rate recognition of infrastructure investment, we believe AWK can 
achieve 7%-plus earnings per share growth over the next several years. Over the long-term, we expect earnings 
growth to be enhanced via consolidation and privatization opportunities. Management appears more focused on 
cost-controls and has highlighted its intention to reduce its current O&M to operating revenue ratio to 40%. 

AWK anticipates 2011 capital expenditures of $800 million to $1 billion.  We estimate internal funding of this capital 
program, with operating cash flow of $750 million and dividend payments of $155 million in 2011. Management 
does not anticipate an “imminent” equity issuance.  AWK’s total capital expenditure budget is likely to total roughly 
$4.0-4.5 billion over the next five years, or $850 million per year.  

We regard AWK as a high quality conservative utility with unique growth opportunities.  Shares trade at 18.0X and 
16.5X our 2011 and 2012 EPS estimates compared to the water utility group, which currently trades at 20.0X and 
18.6X 2011 and 2012 EPS estimates. On a price-to-book value basis, AWK shares trade at 180% of tangible book 
value versus group average multiples of 179%. Our 2011 PMV is $44 per share. 

Please see the last page for important disclosures. 
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Important Disclosures 
 
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 685 companies, of which 44%, 39%, 3% 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 May 31, 2011.  

Additional Securities Mentioned in this Note:  

o AQUA AMERICA INC 
Our affiliates beneficially own on behalf of their investment advisory clients or otherwise less 
than 1% of the common stock of AQUA AMERICA INC as of May 31, 2011.  
One of our affiliates serves as an investment adviser to AQUA AMERICA INC or an affiliated 
entity and has received compensation within the past 12 months for these non-investment 
banking securities-related services.  

  


