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Reports 2Q11; Maintaining Buy Rating, $29 Target Price
Investment Summary – Aqua America does it again.  
conditions in 2Q11, WTR managed to make our Street
slightly lower revenues, no less) equating to flat YOY performance.  The company also 
increased its dividend 6.5%; that makes 21 dividend incre
consecutive year of dividends payments.  The accomplishments in 2Q11 are all the more 
impressive given the asset swaps and sales WTR i
Connecticut Water Service (CTWS $26.67, Buy) and American Water
Buy).  We also note that the stage is set for outperformance in 3Q11, given the 
extremely hot and dry weather conditions not only in the Northeast, but in Texas as well, 
where WTR has size.  We are maintaining our Buy rating and $29
the shares attaining a level of 26x our 2012 EPS estimate o

Discussion 
� 2Q11 results met expectations.  While revenue in the quarter of $188.2 million (a 

5.5% YoY increase) came in just below our $193
adjusted EPS of $0.25) matched our Street
generation in the quarter were positively impacted by increased sales, cost controls, 
and the net state tax benefits of $3.5 million from the 100% bonus depreciation 
the company’s capital spending in Pennsylvania, which will continue to positively 
impact earnings through the remainder of the year
depreciation, net income still grew $34.1 million from the same quarter last year 
(14%). 
 

� O&M expenses up slightly.  O&M expenses in the quarter of $70.4 million 
increased just 1.6% from the same quarter last year, which equates to an O&M
revenue ratio of just 37.4%, down 140 basis points from 2Q10.  WTR management 
continues to do a great job at stripping out costs of the business model.

 
� Rate update.  YTD, Aqua has received rate awards of $18 million in Pennsylvania, 

Indiana, and Ohio.  Currently, there are $25 million of rate cases pending before 
seven state regulatory bodies.  The company plans to reque
$50 million later in 2011, thru the filing of rate cases
in seven states.   We expect a positive impact
2012 results. 

 
� Capex continues.  Through the first six months of the year, Aqua has invested 

$134.4 million in infrastructure improvements, and remains on track to 
million this year, which would be a company record.  And this is the first time that 
cash generation ($160 million) in the first half of the year exceeded capital 
spending.   
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2Q11; Maintaining Buy Rating, $29 Target Price 
Aqua America does it again.  Despite less-than-stellar weather 

conditions in 2Q11, WTR managed to make our Street-high $0.27 EPS estimate (on 
slightly lower revenues, no less) equating to flat YOY performance.  The company also 
increased its dividend 6.5%; that makes 21 dividend increases in 20 years, and the 65th 
consecutive year of dividends payments.  The accomplishments in 2Q11 are all the more 

the asset swaps and sales WTR is/has been transacting with 
, Buy) and American Water Works (AWK $28.29, 

that the stage is set for outperformance in 3Q11, given the 
extremely hot and dry weather conditions not only in the Northeast, but in Texas as well, 

aintaining our Buy rating and $29 target price, based on 
x our 2012 EPS estimate of $1.10. 

While revenue in the quarter of $188.2 million (a 
ease) came in just below our $193 million estimate, EPS of $0.27 (core 

treet-high estimate.  Net income and cash 
generation in the quarter were positively impacted by increased sales, cost controls, 
and the net state tax benefits of $3.5 million from the 100% bonus depreciation on 
the company’s capital spending in Pennsylvania, which will continue to positively 
impact earnings through the remainder of the year.  Without the bonus 
depreciation, net income still grew $34.1 million from the same quarter last year 

O&M expenses in the quarter of $70.4 million 
increased just 1.6% from the same quarter last year, which equates to an O&M-to-
revenue ratio of just 37.4%, down 140 basis points from 2Q10.  WTR management 

out costs of the business model. 

YTD, Aqua has received rate awards of $18 million in Pennsylvania, 
Indiana, and Ohio.  Currently, there are $25 million of rate cases pending before 

The company plans to request an additional $45 - 
later in 2011, thru the filing of rate cases and infrastructure surcharges 

impact from this activity to materialize in 

Through the first six months of the year, Aqua has invested 
$134.4 million in infrastructure improvements, and remains on track to invest $325 
million this year, which would be a company record.  And this is the first time that 

in the first half of the year exceeded capital 
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Buy 
Target Price: $29 

$21.78 
High/Low $23.79 - 18.90 

Shares Outstanding (mm) 138.22 
) $3,010.37 

Average Daily Volume (mm) 0.57 
  

FY10A FY11E FY12E 
$0.16 $0.19A $0.21 
$0.22 $0.25A $0.27 

- $0.23 $0.27 
$0.32 $0.34 $0.38 
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$0.21 $0.24 $0.25 

- $0.24 $0.25 
$0.90 $1.02 $1.10 

- $0.99 $1.10 
      
- $1.03 $1.06 
      

24.1x 21.4x 19.7x 
726.07 $773.48 $804.18 
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Acquisition update.  On July 11, 2011, Aqua announced an agreement to purchase all of American Water Works’ regulated operations in Ohio, 
acquiring $98 million in additional rate base, and simultaneously to sell its New York regulated operations to AWK, which included 
approximately $50 million in rate base.  The deal is expected to close in 1Q12.  And in June Aqua closed its agreement with AWK to purchase 
their Texas regulated operations while selling them the bulk of their Missouri operations.  Most recently, Aqua announced July 27, 2011 an 
agreement to sell its regulated operations in Maine to CTWS for $53.5 million.  We think Aqua’s ongoing efforts to concentrate more 
geographically where they obtain more scale is strategically sound, especially in states like Texas and Ohio where the company already has a 
substantial presence, allowing fixed costs to be spread over more customers.  Outside of the aforementioned asset swaps/sales, Aqua has 
made six acquisitions of water or wastewater systems YTD. 

Adjusting estimates.  After making minor adjustments, we have made the following adjustments to our model: our adjusted (CORE) 2011 EPS 
estimate is now $1.02, up from $0.99, and our 2012 EPS estimate remains unchanged at $1.10. 

Valuation.  We believe Aqua America is superbly positioned for growth.  Its ability to access low-cost capital, as well as its strong internal cash 
generation and proven track record to acquire new systems and invest prudently in its asset base should continue to drive top and bottom line 
growth going forward.  With the shares now trading at 19.5x our 2012 EPS estimate of $1.10, we continue to recommend share accumulation.  
We reiterate our Buy rating and $29 target price, based on the shares attaining a level of 26x our 2012 EPS estimate of $1.10.  We also note 
the shares currently yield 3.1%. 

 

Aqua America Trailing and Forward P/E Ratios, 2004 – 2011 

 

Source: Baseline 

 

Source: Company reports, Brean Murray, Carret & Co. estimates 
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Source: Company reports, Brean Murray, Carret & Co. estimates 
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Important Disclosures 

 

Ratings and Target Price History 

  

 

 

 

All prices are as of the market close on 8/3/11. 

At the time this report was published, Brean Murray, Carret & Co., LLC made a market in the securities of Connecticut Water Service, Inc. 

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. 

Oct 2009 Apr Jul Oct 2010 Apr Jul Oct 2011 Apr Jul
13

18

23

Brean Murray, Carret & Co. ratings for WTR (AQUA AMERICA INC)
Closing Price Aug 03, 2011: $21.78

05/07/08
B:$17.99
T: $25

03/02/09
B:$18.4
T: $26

05/09/11
B:$22.56
T: $29

Legend: © Investars.com

B=Buy,T=Price Target
Carry Over Reiterated Positive

New rating scale: Sep 18, 2006: Buy, Hold, Sell, Not Rated

Oct 2009 Apr Jul Oct 2010 Apr Jul Oct 2011 Apr Jul
16

21

26

Brean Murray, Carret & Co. ratings for CTWS (CONNECTICUT WTR SVC INC)
Closing Price Aug 03, 2011: $26.67

05/01/07
H:$24.21
T:N/A

06/23/11
B:$25.17
T: $30

Legend: © Investars.com

B=Buy,H=Hold,T=Price Target
Carry Over Upgrade

New rating scale: Sep 18, 2006: Buy, Hold, Sell, Not Rated

Oct 2009 Apr Jul Oct 2010 Apr Jul Oct 2011 Apr Jul
15

20

25

30

Brean Murray, Carret & Co. ratings for AWK (AMERICAN WTR WKS CO INC NEW)
Closing Price Aug 03, 2011: $28.29

07/01/09
B:$19.11
T: $28

08/06/10
B:$22.62
T: $31

11/04/10
B:$24.1
T: $33

01/24/11
B:$25.59
T: $35

05/05/11
B:$29.33
T: $38

Legend: © Investars.com

B=Buy,T=Price Target
Initiated/Resumed Positive Reiterated Positive

New rating scale: Sep 18, 2006: Buy, Hold, Sell, Not Rated



 

 Brean Murray, Carret & Co. Equity Research 5 

COMPANY UPDATE Aqua America, Inc. (WTR/NYSE) 

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. 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 % of Total Securities 

# of IB-Related Securities in 
Past 12 mos. % of Total Securities 

BUY 159 58.89% 19 11.95% 
HOLD 74 27.41% 0 0% 
SELL 8 2.96% 0 0% 
NOT RATED 29 10.74% 3 10.34% 
TOTAL 270    
Note : Stock price volatility may cause temporary non-alignment of some ratings with some target prices. 
 

Valuation Methodology and Risks 

American Water Works Co. (AWK): Our $38 target price is based on the shares trading at 20x our 2012 EPS estimate of $1.89. Risks to the 
achievement of our target price include weather, acquisition integration, regulatory environment, and changes in interest rates. 
 
Aqua America (WTR): Our $29 target price is based on the shares attaining a level of 26x our 2012 EPS estimate. Risks to the achievement of 

our target price include weather, acquisitions, interest rates, environmental / public health responsibilities and regulatory climate. 

 
Connecticut Water Service (CTWS): Our $30 target price is based on the shares attaining a level of 24x our 2012 EPS estimate of $1.27. The 
shares have historically traded within a trailing P/E range of 17-30, and within a forward P/E range of 15-25. Risks to investing in shares of 
Connecticut Water include, but are not limited to, regulatory concerns, weather, execution risk, natural disasters, access to capital markets, 
state and federal laws and regulations, information technology reliability, acquisition integration, water supply contamination, and pension 
requirements. 
   

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 



 

 Brean Murray, Carret & Co. Equity Research 6 

COMPANY UPDATE Aqua America, Inc. (WTR/NYSE) 

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. 


