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Page 1 of 2

farnlina Water Services. Inc. of North Carolina

Recommended Capital Structure and Cost Rates
for Ratemaking Purposes

at December 31. 2017

Type Of Capital

Long-Term Debt

Common Equity

Total

Ratios [1]

47.11%

52.89%

100.00%

Cost Rate

Weighted Cost
Rate

6.00% [1) 2.83%

11.50% - 11.90% [2] 6.08% - 6.29%

8.91% 9.12%

Notes:

[1] Company-Provided.

[2] From page 2 of this Schedule.
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Page 2 of 2

Carolina Water Services. Inc. of North Carolina

Brief Summary of Common Equity Cost Rate

Line No. Principal Methods

1.

2.

3.

4.

5.

6.

7.

8.

Discounted Cash Flow Model (DCF) (1)

Risk Premium Model (RPM) [2)

Capital Asset Pricing Model [CAPM) [3)

Market Models Applied to Comparable Risk, Non-Price
Regulated Companies (4)

Indicated Common Equity Cost Rate before Adjustment for
Size Risk

Size Risk Adjustment [5)

Indicated Common Equity Cost Rate

Range of Common Equity Cost Rates

Proxy Group of Six
Water Companies

9.10% ■

12.12%

11.31%

12.63%

11.50%

0.40%

11.90%

11.50% -11.90%

Notes: (1) From Schedule DWD-3.

[2} From page 1 of Schedule DWD-4.

(3) From page 1 of Schedule DWD-5.
(4) From page 1 of Schedule DWD-7.

(5) From Schedule DWD-8.
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Page 1 of2

Proxy flroun nf"^iT Watpr fnmnanles -

CAPITALIZATION AND nNANCtALCTATlSTlCS (1)

?fH7 2016 2015 20U

(MILLIONS OF DOLURS)

2013

AMnilNTOPrAPITAL EMPLOYED

TOTAL PERMANENT CAPITAL

SHORT-TERM DEBT

TOTAL CAPITAL EMPLOYED

INnirATTD AVERAGE CAPITAL COST RATES f21

TOTALDEBT

PREFERRED ?rOCK

BASED ON TOTAL PERMANENT CAPITAU

LONG-TERM DEBT

PREFERRED STOCK

COMMON EQUITY

TOTAL

BASED ON TOTAL CAPITAL:

TOTALDEBT, INCLUDING SHORT-TERM

PREFERRED STOCK

COMMON EQUITY

TOTAL

S3,I64.203 S2,984.170

$211,956 $175,773
5:^^76161 $3.1.59.943

4.78 %

5.91 %

45.27 %

0.12

S4A1

100.00 %

48.90 %

0.11

50.99

100.00 %

$2,830,411 $2,686,017
$118,223 $94,412

52.948.634 $2.780.429

4.927 %

5.91 H

4538 %

0.13

54.49

100.00 %

47.91 %

0.12

51.97

100.00 %

5.02 %

5.91 %

45.90 %

0.13

53.97

100.00 %

47.03 %

0.13

52.64

100 00 %

5.162

5.67

$2,572,465

$123,719

$2 696.184

46.27 %

0.14

53.60

100.00 %

533 %

6.09 %

4535 %

0.18

5437

100.00 %

47.02 %

0.16

52.82

100.00 %

SVEAR

AVERAGE

4530 %

0.14

S436

100.00 %

47.43 %

0.13

52.44

100.00 %

FINANrtAt..STAT1STir-S

FlNANnAI.RATlOS-MARKRTBASED

EARNINGS / PRICE RATIO
MARKET/AVERAGE BOOK RATIO
DIVIDENDYIELD

DIVIDEND PAYOirr RATIO

RATEnPREnrRNON AVRRAGR ROOK COMMON RnillTV

TOTAL nRRT/FBrniAni

FUNDS FROMOPFRATIONS /TCYTAI. DFRTfAl

TOTAL DEBT / TOTAL CAPITAL

3.42 % 3.63 % 438 % 438 % 4.91 % 4.25 %

31839 290.78 239.19 22335 21434 25739

1.71 2.19 2.65 2.77 239 2.44

5930 60.14 60.04 5631 5731 5830

10.89 % 10-57 % 10.43 % 10.90 % 1031 % 10.68 %

336 X 331 X 3.43 X 331 X 3.45 X 3.45 X

22.69 % 22.50 % 26.10 % 26.48 % 24.11 % 2438 %

48.90 % 47.91 H 47.03 96 4637 % 47.02 % 47.42 %

Notes:

(1) All capitalization and flnaDdalstaClstlcs for the group are Che arithmetic average ofthe achieved results for each
individual company In the group, and are based upon tlnanciat statements as originally reported In each year.

(2) Computed by relating actual total debt Interest or preferred stodc dividends booked to average ofbe^nning and
ending total debtor preferred stock reported Co be outstanding.

(3) Total debt relative to EBITDA (Earnings before Interest, Income Taxes, Depredation and Amortization).

(4) Funds from operations (sumofnetlncome, depredatlon.amortization.net deferred income tax and Investment tax
credits, less total AFUDQ plus interest charges as a'percentage oftotal debt

Source oflnfonnation: CompanyAiuiual Forms 10-K
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fapital Stnjcture Based upon Total Permanent Capital focthe
Prnxv Group of Six Water Companies

Source of Information

Annua] Forms 10-K

2017 2Q1& 2015 2014 2013

5 YEAR

AVERAGE

American States Water Co.

Long-Term Debt

Preferred Stock

Common Equity

Total Capital'

37.75 %

0.00

62.25

39.40 %

0.00

60.60

41.15

0.00

58.85

39.15 %

0.00

60.85

40.30 %

0.00

59.70

39.55 %

0.00

60.45

100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

American Water Works Company Inc

Long-Term Debt

Preferred Stock

Common Equi^
Total Capital

55.81 %

0.07

44.12

54.74 %

0.09

45.17

53.89 %

0.11

46.00

52.70

0.15

47.15

52.42 %

0.17

47.41

53.91 %

0.12

45.97

100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Aqua America Inc

Long-Term Debt

Preferred Stock

Common Equity

Total Capital

52.26 %

0.00

47.74

50.81 %

0.00

49.19

50.76 %

0.00

49.24

49.45 %

0.00

50.55

50.32 %

0.01

49.67

50.72 %

0.00

49.28

100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

California Water Service Group

Long-Term Debt
Preferred Stock

Common Equity

Total Capital

44.12 %

0.00

55.88

45.83 %

0.00

54.17

44.69

0.00

55.31

100.00 % 100.00 % 100.00 %

40.46 %

0.00

59.54

100.00 %

42.03 %

0,00

57.97

43.43 %

0.00

56.57

100.00 % 100.00 %

Long-Term Debt
Preferred Stock

Common Equity
Total Capital

38.65 %

0.64

60.71

38.91 %

0.68

60.41

40.44 %

0.69

58.87

41.55

0.71

57.74

41.37 %

0.88

57.75

40.18 %

0.72

59.10

100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

York Water Co.

Long-Term Debt

Preferred Stock

Common Equity
Total Capital

43.02 %

0.00

56.98

42.60 %

0.00

57.40

44.46 %

0,00

55.54

44.81 %

0.00

55.19

45.07

0.00

54.93

43.99

0.00

56.01

100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Proxy Groun of Six Water Companies

Long-Term Debt

Preferred Stock

Common Equity
Total Capital

45,27 %

0.12

54.61

45.38 %

0.13

54.49

45.90 %

0.13

53.97

44.69 %

0.14

55.17

45,25

0.18

54.57

45.30 %

0.14

54.56

100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %



Carolina Water Services. Inc. oFNorth Carolina

Indicated Common Equity Cost Rate Using the Discounted Cash Flow Model for
Proxy Croup of Six Water Comnanies

[1] [21 [3] [4] [5] [6] [7] [8]

Yahoo!

Value Line Zack's Five Finance

Projected Reuters Mean Year Projected Average Indicated

Average Five Year Consensus Projected Five Year Projected Five Common

Dividend Growtl) in Projected Five Year Growth Rate Growth in YearCrovrth Adjusted Equity Cost

Proxy Group of Six Water Companies Yield (1) EPS (2) Growth Rate in EPS in EPS EPS in EPS (3) Dividend Yield (4) Rate (5)

American Stales Water Co. 1.89 % 6.50 % 4.00 % 5.00 % 4.00 % 4.88 % 1.94 % 6.82 %

American Water Works Company Inc 2.04 8.50 10.60 7.50 6.20 8.70 2.13 10.83

Aqua America inc 2.36 7.00 7.00 6.00 5.00 6.25 2.43 6.68

California Water Service Group 1.88 10.00 NA 6.00 9.80 8.60 1.96 10.56

Middlesex Water Co. 2.43 9.00 NA NA 2.70 5.85 2.50 8.35

York Water Co. 2.18 9.50 NA NA 4.90 7.20 2.26 9.46

Average 9.12 %

Median 9.07 %

Average of Mean and Median 9.10 %

NA= NotAvailable

Notes:

Source of Information:

(1^ Indicated dividend at 03/29/2018 divided by the average dosing price ofthe last 60 trading days ending
03/29/2018 for each company.

(2} From pages 2 through 7 of this Schedule.
(3) Average of columns 2 through 5 excluding negative growth rates.
(4) This reflects a growth rate component equal to one-half the conclusion ofgrowth rate (from column 6)x

column 1 to reflect the periodic payment of dividends (Gordon Model) as opposed to the continuous payment.
Thus, for American States Water Co., 1.89% x(l+( 1/2 x 4.88%)) = 1.94%.

(5) Column 6 + column 7.

Value Line InvcstmcntSurvey
www.reuters.com Downloaded on 03/29/2016
www.zacksxom Downloaded on 03/29/2018
www.yahoo.com Downloaded on 03/29/2018
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VALUE

LINE

Target Pnce Range
2020 2021 2022

TIUEUNESS 2 Raised I2/1/t7
SAFETY 2 R^7/2Ciri2
TECHNICAL 2 Raised 12fiSJ7

1.25 X Dividends p sh
divided bv Intered Rale

. ••• Relalive PriCB Strenoth
2401-1 epiil 9^13

M alia inkntes retessian
Opdons: res
Siadei

BETA .BO (1.00=Markel)

2020-22 PROJECTIONS
Ann I Total

Return

I'liiini
insider Decisions

UAMJJASON

tsSuy 000000000
OpUons 11 06203402
toSell 31 4324324 % TOT. RETURN 12/17

IKS ■ viiwrrH.*
STOCK INDa

1 yr. 29.8 1S.6
3yr. et.l 30.1
6yr. 172.0 92.5

institutional Decisions

1IU017 207017 U2017

tsBuy 87 96 104
toSell 89 84 79
HftlOMll 29082 28355 27880

Percent
shares

traded
iim]

eVALUEUNEPUB.LLC 20-222005 20062001 2002 2003 2004

Revenues persh
"Cash Flow" per sh
Earnings persh*
Div'd Decrd persh^
Cap'l Spending per sh
Book Value per sh
Common Shs Outsfg
Avg Ann'iP/ERabo
Relative P/E Ratio

Avg Ann'l Div'd Yield

Revenues ({mill)
Net Profit ($mili)

CAPITAL STRUCTURE as of 9/30/17

Total Debt S367.3milL Duein5Yrs541.7milL
LT Debt S321.0 mill. LT Interest S21.3 mill.

(38% of Cap'l)
Income Tax Rale

AFUDC% to Net Profit

Long-Term Debt Ratio
Common Equity totio

Leases, Uncapltalized: Annual rentals $2.5 mill
Pension Assets-12/16 $150.9 miO.

Oblig. S180.4nil)l.
Pfd Stock None.

Total Capital (Smiil)
Net Plant (SmiD)
Return on Total Cap'l
Return on Shr. Equity
Return on Com Equity

Common Stock 36,679,175 shs.
as of 10/1/17

MARKET CAP; $2.1 billion (Mid Cap) Retained to Com Eq
ADDIv'dstoNetProf2016 9/30/17CURRENT POSITION 2015

(iUILL)
Cash Assets
Accts Receivable
Other

Current Assets

Accts Payable
Debt Due
Other

Current Liab.

109.4

132.7

123.5

146.5

166.9

BUSINESS: American States Water Co. operates as a holding
company. Through its principal subsidiary. Golden Slate Water
Company, it supplies water to 261,002 customers In 75 dtles and
10 counties. Service areas include the greater metropoOtan areas of
Los Angeles and Orange Counties. The company also provides

-electric uLlity services to 23,940 customers in the dty of Big Gear

Lake and in areas of San Bernardino County. Sold Chaparral City
Water of Arizona (6/11). Has 736 empioyees. BlackRock, Inc. owns
11.7% of ouL shares; Vanguard, 9.5%;; off. & dir. 1.5%. (4/17
Proxy). Chairman: Uoyd Ross. President & Chief Executive Otncer
Robert J. Sprowls. Inc: CA. Address: 630 East Foothill Blvd., San
Dimas, CA 91773. Tel: 909-394-3600. Internet: www.asvirater.com.

177.9 151.9

ANNUAL RATES Past Past Esl'd'14-'16
of change (persh) lOYrs. 5Yrs. tD'2IH'22
Revenues 5.5% 3.0% 4.5%
"Cash Rov/' 7.5% 6.5% 6.0%
Earnings 10.0% 9.5% 6.5%
Dividends 7.0% 10.5% 7.5%
Book Value 5.5% 5.0% 4.0%

Cal

endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2018

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun.30 Sep. 30 Dec. 31

102.0 115.6 138.3 109.9
100.9 114.6 133.0 110.1
93.5 112.0 123.8 106.8
98.8 1132 124.4 108.6
102 118 135 115

EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
.28
.32
28
24
.39

.39 .54 .36

.41 .56 .31

.45 .59 .30

.62 .57 .32

.48 .60 .38

QUARTERLYDIVIDENDSPAID°*

Mar.31 Jun.30 Sep.30 Dec.31

2025 2025 213 213.
213 213 224 224
224 224 224 242
.242 .242 255 255

Full

Year

465.8
458.6
436.1
445

470

Full
Year

1.57
1.60
1.62
1.85
1.85

Full
Year

.83

.87

.91

.99

American States Water has solid earn
ings prospects. We estimate that the
water utility earned $1.85 per share in
2017, thanks, in part, to an unusual gain
resulting from the sale of certain assets.
•Even without this windfall, however, the
company would still have likely recorded a
6% increase in its share net. The positive
momentum from its core water operations
should enable the company's share net to
reach $1.85 once again in 2018.
Our earnings forecasts are based
upon constructive regulatory treat
ment. As is the protocol in California, a
utility petitions state authorities for rate
relief every three years. The company's
Golden Gate Water subsidiary filed a gen
eral case in July of last year. The applica
tion is for the years 2019, 2020. and 2021.
A final decision is expected by the end of
2018. The California Public Utility Com
mission has been reasonable in the past,
as it has worked with utilities that have
had to spend heavily to upgrade anti
quated pipeline systems as well as suc
cessfully get customers to reduce consump
tion because of droughts.
The nonregulated business provides

opportunity for growth. No matter how
efficiently a utility is run, its profitability
is limited to what state regulators allow.
Through its ASUS business, which
represents about 20% of net income, the
company has been involved in taking over
the management of water systems of
major U.S. military installation. ASUS has
already signed several 50-year contracts,
and we. expect to see more agreements
reached in the coming years as privatiza
tion in this sector increases.

Timely shares of American States
have been doing well, of late. Since our
last report three months ago, AWR has in
creased over 10%. By comparison, the S&P
500 has risen only about 6%. Typically,
water stocks have been defensive invest
ments for those seeking income. This pat
tern has changed, possibly due to the
limited amount of shares available in the

large-cap sector of the water industry. In
deed, AWR is now trading above our
projected 2020-2022 Target Price Range.
Also, potential interest rates hikes by the
Federal Reserve may now make this group
less suitable for conservative accounts.
James A. Flood January 12. 2018

(A) Primaty earnings. Excludes nonrecurring
qalns/Hosses); '04, 7tf; -QS, 134; '06, 34; '08,
flArtMO, (234): "11, '104. Next earnings report
due early February.

(B) Dividends historically paid In early March,
June, September, and December. ■ Div'd rein
vestment plan available.

(C) In millions, adjusted for spGL

O 2018 Value Une, lie. Al rnHs reserved. Faclual material Is chained Irom sources believed to be reliable errd is prodded wRhoui warranties ol any Und.
THE PUBLISHER IS NOT REST^SIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This putillcatlon Is Strictly for sitectlber's own, norhcommerclal, Inlemal use. No part
o> D may be repradured, resold, sued or ttanunined in any printk, etectrorie or other tsim, or used lor geneialing or rrarteting any ptnled v electrorlc putCcaton, serxtce or product I

Company's Financial Strength A
Stock's Price SUbiUty 75
Price Growth Persistence 75

Earnings Predictability 85
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AMERICAN WATER NYSE'AWK

TIMEUNESS 2 Raisedimr

SAFETY 3 tienirm
TECHNICAL 3 Loseredt/lZflS
BETA .65 (t.OO = Uarti8t)

2020-22 PROJECTIONS
Anni Total

Price Gain Return
High 90 (Nil] 3%
Low 60 (-35% '6%
Insider Decisions

u A U J J

0 0 0
3 0 7
2 0 2

toBu;
OpCons
tsSen

0 0
0 0
0 0

S 0

0 0
0 0
0 0

institutional Decisions

1Q2S1I 2Q201T 302017

loBu; 269 261 262
toScI 302 291 292
mriOOl 160368 156865 1607B2

High:
Low:

RECENT
PRICE

23.7

16.5

LEGENDS
— 0.65 X Dividends p sh

dMed by Interea Rate
. ••• Relative Price Stiengin
Odians: Yes
Sti3ded3!eain&aiesrecsssnn

Percent 21
siiares 14
traded 7

23.0

16.2

Mill

25.8
19.4

89.08 %o28.'
32.8

25.2

39.4

31.3

/Traling:30,2\
\He®an;NHF^

RELATIVE A 07
P/E RATIO 1.0/

45.1
37.0

56.2
41.1

61.2
48.4

85.2

58.9

YLD 2.0%
VALUE

LINE

92.4

70.0
Target Price Range
2020 2021 2022

.128

■96
.80
■64

-48
•40
.32

.24

% TOT. RETURN 12/17
THIS VLARUK'

STOCK RDEX
1 yr. 29.0 15.8
Syr. 83.1 30.1
Syr. 1752 92.5

.16

-12

2001 2002 2003 2004 2005 2006 2007= 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2016 LVALUE LINE PUB. LLC 20-22
13.08

.65
d.97

13.84
iJ.47

(12.14

14.61
2.87
1.10
.40

13.98
2i9
125

.82

15.49
3.55
1.53

15,18
3.73
1.72
50

1625
427
2.11
121

1628
4.36
208

16.78
4.75
2.39
1.21

17.72
5.13
264
1.33

18.54
526
262
1.47

18.95
5.60
3.00
1.62

20.10
6.20
3.30
1.78

Revenues persh
"Cash Flow" per sh
Earnings persh *
Div'd Decl'd per sh =■

23.05
7.50
4.15
235

4,31
23.86

4,74
28.39

6.31
25.64

4iO
2291

4.38
23.59

5.27
24.11

5.25
25.11

550
28.52

5.33
27.39

6.51
28.25

726
2924

7.20
30.90

7.25
3240

Cap'i Spending persh
BookValuepersh °
Common ShsOutsfg

6.65
39.45

180.00 160.00 160.00 174.63 175.00 175.66 176.99 17825 179,46 17828 178.10 176.50 179,00 167.50

18.9
1.14

1.9%

15.6
1.04

42%

14.6
.93

3.8%

165
1.05

3.1%

16.7
1.06

3.4%

192
1.12

2.0%

20.0
1.05

2.5%

20.5
1.03

2.5%

27.7
1.46

20%

26.6
1.31

20%

Avg Ann'i P/E Ratio
Relative Ratio
Avg Ann'I Div'd Yield

18.0
1.15

3.1%

CAPITAL STRUCTURE as of 9/30/17
Total Debt $7462.0 mil Due in 5 Yrs $1698.0 mil.
LT Debt $6672.0 mil. LT interest $349.0 rri.

(55% of Cap!)

Leases, Uncapitallzed: Annual rentals $14.0 mill.
Pension Assets 12/16 S1443.0 mill

Oblig. $1864.0 mill.
Pfd Slock $9.0 n^ Pfd Div'd S.5 mill

Common Stock 178,375.400 shs.
as of 10/26/17

MARKET CAP: $15.9 billion (Large Cap)

22142
d3423

2336.9
1872

2440.7
209.9

2710.7
267.8

26662
304.9

2876.9
374.3

2901.9
3692

3011.3
429.6

3159.0
476.0

3302.0
468.0

3380
535

3600
590

Revenues ($mlll)
Net Profit ($mlin

4325
780

37.4% 372% 40,4% 39.5% 40.7%
62%

50.9%
49.1%

53.1% 56.9%
43.1%

56.6%
43.2%

55.7%
44.2%

53.9%
48.1%

39.1%
5.1%

52.4%
47.6%

39.4% 39.1%
5.1%

39.2%
m

40.0%
m

21.0%
15%

Income Tax Rate
AFUDC% to Net Profit

21.0%
3.5%

52.4%
47.4%

53.7%
462%

5i4%
47.5%

53.5%
46.5%

55.0%
.45.0%

Long-Term Debt Ratio
Common Equity Ratio

54.0%
46.0%

9245.7
93182

NMF

87502
9991.8

3.7%

9289.0
10524
3.8%

9561.3
11059
4.4%

95802
11021

96352
11739
5.4%

9940.7
12391
5.1%

10364
12900
5.5%

10911
13933
5.7%

10967
14992

5,6%

11600
15675
6.0%

12850
16400
6.0%

Total Capital ($mill]
Net Plant (Smili)
Return on Total Capl

16000
16000
6.5%

NMF
NMF

4.6% 52%
52%

6.5%
6.5%

7.2%
72%

8.4% 7.8%
7.8%

8.7%
8.7%

9.4%
9.4% 9.0%

9.5%
9.5%

10.0%
10.0%

Return on Shr. Equity
Return on Com Equity

10.5%
10.5%

NMF
CURRENT POSmON 2015

(IMILL)
Cash Assets
Accts Receivable
Other
Current Assets
Accts Payable
Debt Due
Other
Current Llab.

45.0

1533.0

2016 9/30/17
3.0%
34%

12%
65%

2.8% 3.5%
52%

3.6%
57%

4.7% 4.3%
50%

4.7%
50%

4.0%
56%

4.5%
5r%

4.5%
55%

Retained to Com Eq
ASDi/dstoNetProf

4.5%
57%

75.0
255.0 269.0
357.0 440.0
657.0 784.0
126.0 154.0
682.0 1423.0
725.0 815.0

93.0
312.0
455.0
660.0
144.0
790.0
813.0

BUSINESS: American Waler Works Company, Inc. Is the latest
Investor-owned water and wastewater utility In the U.S., providing
services to over IS million people In over 47 states and Canada.
(Regulated presence in 16 states.) Nonregulated business assists
muiuapalities and military bases vrilh the maintenance and upkeep
as wed. Regulated operations made up 86.5% of 2016 revenues.

New Jersey Is its largest market accounting for 25.4% of regulated
revenues. Has 6,800 employees. The Vanguard Group, owns 9.6%
of outstanding shares; BlackRock, Inc., 6.2%; officers & directors,
less than 1.0%. (3/17 Proxy). President & CEO: Susan N. Story.
Chair.: George MacKenzie. Address: 1025 Laurel Oak Road; Voor-
hees, NJ 08043. Tel.: 856-346-8200. Internet www,arnwater.com.

2392.0 1747.0

ANNUAL RATES Past
ofchange(persh) lOYrs.
Revenues 3.0%
"Cash Row" 23.0%
Earnings
Dividends
Book Value 1.5%

Past Est'd'14-'16
5 Yrs. to'20.'22

4.5%
6.5%
8.5%

3.5%
8.5%

11.0%
9.0% 10.0%
4.0% 5.5%

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2018

QUARTERLY REVENUES ($ mill)
Mar.31 Jun.30 Sep. 30 Dec. 31

679.0 754.8 846.1 731.4
696.0 782.0 896.0 783.0
743.0 827.0 930.0 802.0
755.0 844.0 936.0 844
770 895 1040 895

•  EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

.39 .62 .86

.44 .68 .96

.46 .77 .83

.52 .73 1.13

.56 .84 1.19

.52

.55

.57

.62

.69
QUARTERLY DIVIDENDS PAID =■

Uar.31 Jun.30 SeD.30 Dec.31
.?R .31 21 21
.31 .34 24 .34
,34 .375 275 275
.375 .415 .415 .415

Full
Year

3011.3
3159.0
3302.0
3380
3600

Full
Year

2.39
2.64
2.62
3.00
3.30
Full
Year

121
1.33
1.47
1.62

American Water Works' prospects are
bright. In a December investor presenta
tion, management stated once again that
the in-house target for annual growth over
the next five-year period for both earnings
and dividends is at the high end of the 7%
to 10% range. This is well above the
projected industry average.
Acquisitions and cost controls will
likely remain the twin pillars of the
utility's operating strategy. The water
industry in the United States is very frag
mented and inefficient. As a result, there
are many small and midsize water
authorities that do not have the funds re
quired to make the necessary upgrades to
their aging water facilities. Hence, Amer
ican Water has a continual pipeline of pur
chases in the works. The company is able
to integrate these new additions into its
asset base while achieving substantial cost
savings. Moreover, regulators are happy
(more below) when utilities can provide
better service at a lower price.
Regulators will probably have a m^or
say in the company's future perform
ance. As the utility continues to expand,
its relationship with different state water

authorities should become even more im
portant as it will have to file more rate
cases. On the positive side of the ledger,
American Water's internal (non-GAAP) op
erating expense margin continues to
decline. IniJeed, the ratio has decreased
from 44% in 2010 to about 34% this year.
The goal is 32.5% by 2020-2022. In. any
case, being able to quantify savings keeps
a utility in the good graces of those ruling
on rate filings.
The capital budget has been raised
substantially. Even though the company
is already in the midst of a major construc
tion program, management just increased
the estimated outlays by about $1 billion
to bring the new expected five-year total to
somewhere between $8.0 billion and $8.6
billion. American Water's finances are
average, and probably will remain so for
the next several years.
These timely shares will most likely
not interest long-term investors. AWK
has outperformed the broader market
averages, of late. Indeed, the stock recent
ly traded above our projected 2020-2022
Target Price Range.
James A. Flood January 12, 2018

(A) Diluted earnings. Exidudes nonreairring
tosses: -08, S4.62; '09, S2.63; '11. S0.07. Dis
continued operalions: '06, (S0.04); '11. $0.03;
■12. (S0.10); •13.($0.01). GAAP used as of

ment available. (C) In millions. (D) Includes In
tangibles. On 9/30/17: $1,373 biDion,
$7.70/share. (E) Pro forma numbers for '06 &
■07.

kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication Is strictly for subscriber's ovm, non-cornmeririai, Inlemal ise. No pari
(X It nay be reproduced, resold, stored or tansmMed in arty prHed, etecboric or ober torn, or used lor generadrg or maitelhg any pinted or efectnnic puUcatlon, service or (icducL

2014. Next earnings report due mid-February.
Quarterly eamlr^ do not sum In '16 due to
rounding. (B) Dividends paid In Marcfi, June,
September, and December. ■ Div. reinvest-

9 20JB VaItie_L1ne, [te._M_r^hI$_re»rved. Factual nrateria) Is oblalited from soiitces believed to be reliable and Is provided vilUiout warranties of anj^l

Company's Financial Strength 8+
Stock's Price Stattllity 100
Price Growth Persistence 85
Earnings Predictability 90

To subscribe call 1-800-VALUELINE



Docket No. W-354 Sub 360

D'Ascendis Direct Exhibit No. 1

Schedule DWD-3

Page 4 of?

AQUA AMERICA
TIMEUNESS 2 Raised tinr/ir
SAFETY 2 R^sed 4^20/12
TECHNICAL 3 IwewJUSflB
BETA .75 (1.00=Uarlca)

2020-22 PROJECTIONS

High
Low

Annl Total
Price Gain Return
45 (+15%) 6%
35 (-10%) Nil

insider Decisions

UAUJJASON

bBuy 000000000
Options 7 7 0 1 7 0 1 8 0
leStll 0 0 0 2' 0 0 1 0 1

institutional Decisions
1Q2017 202917 302017

bBuT 179 172 187
loSel 180 155 120
HfslOOO) 103594 104564 105796

nyse-wtr
High: 23.8 21.3 17.6
Low; 16.1 15.1 9.8

RECENT
PRICE 38.65

LEGENDS
—~ t.&OxDIvklendspsh

divided by Interea Rate
.... Reiative Price SlrengUi
4401.3 spll 12705
54014^3 9/13
OptiMiKYes
Shaded area miScates recessm

.4-:-

Percent IS
shares 10
traded S.11

1,11.

17.2
12.3

18.4
13.2

TTTi*'
ai!!!

07 4 Aralling;28,1\RATIO Z^4Vi>!ete22.0y
PIE RELATIVE A 4>|

P/E RATIO 1.04
19.0

15.4

■|i|'

ii

21.5
16.8

illiiillllnlliTlnlillli
2015

28.1
20.6

m

28.2
22.4

i""liii'

31.1
24.4

35.8
28.0

liifi.uU
UulXf

DIVD
YLD 2.2% VALUE

LINE
39.6
29.4

•'

Target Price Range
2020 2021 2022

% TOT. RETURN 1207
THs viwora*

STOCK Dfoa
1 yr. 33.B 15.8
3yr. 58.1 30.1
Syr. 118.0 925

10

U7.5

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2016 2017 2018 eVALUELlNEPUB.aC 20-22

2.16
.69
.41
.24

228
.76
.43
26

238
.77
.46
28

2.78
.87
.51
29

3.08
.97
.57
.32

323
1.01
56
.35

3.61
1.10
.57
.36

3.71
1.14
58
.41

3.93
129
.62
.44

421
1.42
.72
.47

4.10
1.45
.83
.50

422
151
27

422
1i2
1.16

.58

4.37
1.89
120

.63

4.61
1.87
1.14

.69

4.62
207
1.32

,74

4.50
215
1.35

.79

4.70
225
f.45
.65

Revenues persh
"Cash Flow° per sh
Earnings per sh a
Dl/d Deefd per sh

5.05
275
1.65
1.15

.87
3,32

.96
3.49

1.06
427

123
4.71

1.47
5.04

1.64
5.57

1.43
5.65

158
626

1.66
650

1.89
6.81

1.90
721

1.96
7.90

1.73
6.63

1.84
927

2.07
9.78

2.16
10.43

255
11.10

2.45
11.75

Cap'l Spending persh
Book Value persh
Common ShsOutsfg ^

2,25
14.65

14247 141.49 154.31 15857 16121 165.41 166.75 16921 170.61 172,46 173.60 175.43 177.93 176.59 176.54 17729 176.00 178.50 160.00

23.6
121

2.5%

23.6
129

25%

24.5
1.40

2.5%

25.1
1.33

23%

31.8
1.69

1.8%

347
1.87

1.8%

320
1.70

21%

24.9
150

2.8%

23.1
1.54

3.1%

21.1
1.34

3,1%

212
124

2.8%

21.9
1.39

28%

212
1.19

24%

20.8
1.09

2.5%

235
1.18
2.6%

23.9
126
22%

24.5
1.20

2.4%

Avg AnnT P/E Ratio
Relative P/E Ratio
Avg Ann'! Di/d Yield

21.0
1.30

19%

CAPITAL STRUCTURE as of 9/30/17
Total Debt S20582 mUl. Due in 5 Yrs 5430.5 mil!.
LT Debt 519525 mlH LT Interest 580.0 min.

(50% of Cap'l)

Pension Assels-12/16 5242.4 mill.
Oblig. 5308.2 mill.

Pfd Stock None
Common Stock 177,690.598 shares
as of 10/20/17

MARKET CAP: $6.9 billion (Urge Cap)

6025
95.0

627.0
97.9

670.5
104.4

725.1
124.0

7120
144.8

757.8
153.1

768.6
205.0

779.9
213.9

8142
201.8

619.9
2342

Revenues [Smll!)
NetProflKimill)

1085
335

38.9% 39.7% 39.4% 392% 329% 39.0% 10.0%
1.1%

10,5%
2.4%

6.9%
3.1%

82%
3.6%

9.0%
3.5%

9.0%
3.0%

income Tax Rale
AFUDC% to Net Profit

10.0%
3.5%

55.4%
44.6%

54.1%
45.9%

55.6%
44.4%

56.6%
43,4%

52.7%
47.3%

527%
472%

46.9%
51.1%

48.5%
51.5%

50.3%
49.7% 51.6

47.0%
53.0%

49.0%
51.0%

2191.4
2792.8

2306.6
2997.4

24955
3227.3

27m
3469.3

26465
36129

2929.7
39362

3003.6
4167.3

3216.0
44020

34695
4688.9

3587.7
5001.6

3735
5060

4100
5275

Long-Term Debt Ratio
Common Equity Ratio

51.0%
49.0%

Total Capital ($mill)
Net Plant ItmiD)

5500
5800

5.9%
9.7%
9.7%

5.7%
9.3%
9.3%

5.6%
9.4%
9.4%

5.9%
,10.6%
10.6%

6.9%
11.6%
11.6%

6.6%
11.0%
11.0%

13.4%
13,4%

7.8%
12.9%
12.9%

6.9%
11.7%
11,7%

7.6%
127%
127%

7.5%
125%
125%

7.5%
125%
125%

Return on Total CapT
Return on Shr. Equity
Return on Com Equity

7.5%
125%
125%

CURRENT POSmON
(5HILL)

Cash Assets
Receivables
inventory (AvgCst)
Other
Current Assets
Accts Payable
Debt Due
Other
Current Llab.

2015 2016 9/30/17

32
99.1
12.4
13.7

128.4
58.5
523
84.4

1932

3.7
97.4
13.0
14.6

128.7
59.9

157.2
84.4

4.1
104,9
16.6
12.7

32%
67% 70%

27%
72%

3.7%
65%

4.6% 42%
61%

6.7% 6.1%
52%

4.7%
60%

S.6%
56%

5.5%
56%

5.0%
59%

Retained to Com Eq
AIlDiv'ds to NetProf

4.5%
62%

138.3
63.4

105.7
63.9

301.5 253.0

BUSINESS: Aqua America, Inc. Is the holding company for water
and wastewater utilities that serve approximately three million resi
dents in Pennsylvania. Ohio, North Carolina, Illinois, Texas, New
Jersey. Rorida, Indiana, and ftve other slates. Has 1,551 employ
ees. Acquired AquaSource, 7/13; North Maine Utiilties, 7/15; and
others. Water supply revenues 2016: residentiaL 59%; commercial,

16%; industrial, wastewater 8, other, 25%. Off. & dir. own less than
1% of the common stock; Vangurad Group, 6.9%; Blackrock, Inc,
8.1%: State Street Capital, 6.0% (3/17 Proxy). President 8i Chief
Executive Officer: Christopher Franklin. Incorporated: Pennsylva
nia. Address: 762 West Lancaster Avenue, Bryn Mawr, Pennsyiva-
nia 19010. TeL 610-525-1400. IntemeL www.aquaamerica.com.

ANNUAL RATES Past
of change (persh) lOYrs.
Revenues
"Cash Row"
Earnings
Dividends
Book Value

4.0% 2.0%
7.5% 7.0%
8.5% 11.0%
8.0% 8.0%
7.0% 7.5%

Past Est'd'14-'16
5 Yrs. to'2l>-'22

5.0%
5.0%
7.0%
9.0%
6.5%

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2016

Cal
endar

2014
2015
2016
2017
2018

QUARTERLY REVENUES ($ ml)
Mar,31 Jun,3Q Sep.30 Dec.31
182.7 195.3 210.5 191.4
190.3 205.8 221.0 197.1
192.6 203.9 226.6 196.8
187.8 203.4 215.0 193.8
195 215 225 205

EARNIN(9SPERS(iAREA
Mar.31 Jufi.30 Sep.30 Dec.31

.24
27
29
28
.30

.31

.32

.34

.34

.37

.38

.38

.41

.43

.46

.27

.17
28
.31
.32

QUARTERLY DIVIDENDS PAIDB-
Mar.31 Jun.30 SeD.3D Dec.31
.152 .152 .165 .165
.165 .165 .178 .178
.178 .178 .1913 .1913
.1913 .1913 2047 2047

Full
"Year

779.9
8142
819.9
800
840

Full
Year

1.20
1.14
1.32
1.36
1.45

Full
Year

Our earnings estimates for Aqua
America remain unchanged. But we
have lowered our revenue forecast for both-
last year's fourth quarter and 2018 as
water sales have been declining. On the
positive side, the water utility's operating
expenses have been decreasing at a higher
rate thanks to lower power and chemical
costs. Indeed, we think Aqua's 2017 share
net came in at S1.36, versus 2016's tough
$1.32 comparison. Rate relief granted by
several states over the past 12 months will
be in effect all of this year. This, plus ex
pected new hikes in Virginia and Indiana,
should enable Aqua's share earning to
climb a healthy 7%, to $1.45.
Acquisitions are being made at a mod
est pace. Due to the fragmentation in the
market (there are over 100,000 separate
water districts in the U.S.), large-cap
water utilities such as Aqua are contin
uously buying small water entities. Also,
most of these authorities do not have the
funds required to replace and upgrade
their aging network of pipes and waste
systems. Not only do the bigger water
entities have the funds available for the
needed capital outlays, they are also able

to realize significant cost saving because
the industry is rife with redundancies. The
company's acquisitions made through Sep
tember of last year combined with organic
growth, led to only a 0.8% increase in the
customer base. Management has targeted
annual growth to be approximately 1.5%-
2.0%, so we expect the pace to possible ac
celerate here.
Aqua has a healthy balance sheet. Of
the nine members in this group, only two
merit an "A" Financial Strength rating.
This leaves the company with the capacity
to borrow to buy more water assets. In ad
dition, Aqua's policy of hardly issuing any
new equity is a real positive. With the
stock near its all-time high, a new equity
offering would probably be well received,
as institutional demand for large-cap
water utilities stock remains strong.
These shares are timely. Also, even
though WTR's long-term total return
potential isn't great, it is more attractive
than most other mid- and large-cap stocks
in this group. So, investors that must own
a water utiliQ' equity may find WTR of in
terest.
James A. Flood January 12, 2018

(C) In millions, adjusted for stodi splits.(A) Diluted egs. Exd. nomec. gains: '01,24;
'02,44; '03,34; '12,184. Exri- Saio tiom disc,
operations: '12,74; '13,94; '14,114- May not
sum due to rounding. Next earnings report due
O 2D18 Value Line. Inc. All rigtu reserved. Feclual material Is obtained tram soutoes believed to be leOable and Is provided witttout warranties ol ar
•RIE PUBLISHER IS NOT RESTONSI
d It may be r^oduced, rescM, stored

mid-February.
(B) DMderKls historically paid in early March,
June, Sept. & Dec. ■ DIVd. reinvestment plan
available (5% discount).

AH rnMs reserved. Factual material Is obtained from sources believed to be leOable and Is provided witttout warranties ol any Ir ESSPONSIBliE FOB ANY ERRORS OR OMISSIONS HEREIN. This publication Is strictly lor silecriber^ own, norhcommerciat, intemal use. fto
iscU, stored v transmiiled bi any prtbed, ebaisnc or other fcrm, a used lor generalbig or marketing any printed a electronic pdiGcailan, senice or pre

Idnd.
part

prodUdl
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CALIFORNIA WATER.
TIMEUNESS 2 Kiseimi

SAFETY 3 LiKered7C7fi7

TECHNICAL 2 Rased12S2/17
BETA .BO (1.00=Maike)

2020-22 PROJECTIONS
Ann'I Total

Prico Gain Return
High 50 (+10%) 5%
Low 35 (-20%) -4%
Insider Decisions

UAMJJASON

toBuy 1 1 1 1 1 1 1 1 1
Options 22 0 0 0 0 0 0 01
MSen . 1 0 1 1 0 0 1 0 0

institutional Decisions

1Q2017 2Q2(n7 M2M7

tsSiw 97 8S 80
(sSel 83 77 71

3B886 38422 38931

NYSE^WT
High:
Low;

22.9
16.4

22.7
17.1

23.3
13.8

LEGENDS
— 1.33 X Dividends p sh

dMded by Interea Rale
■. • Relative Price Strength

24or-1 SNI 8*11
* •• is: Yes

a/ea ntfiarss reeesavt

Percent 18'
shares 12
traded 6

24.1
16.7

fTitn;

II

19.8
16.9

■I'll

1  I

RECENT Oft nA"'l'"9:3lAPRICE 44./U RATIO OU.U^Ueiliaii; 20.0/
RELATIVE A
P/ERATIO I.4D

19.4
16.7

19.3
16.8

I

iH

23.4
18.4

26.4
20.3

mrrtttP

liiillM
2

26.0
19.5

36.8
22.5

YLD 1.6% VALUE
LINE

46.2
32.4

■TTTit

Target Price Range
2020 2021 2022

% TOT. RETURN 12/17
THS VLARITH.*

STOCK nOEX
1 yr. 36.4 15.8
3yr. 98.1 30.1
Syr. 181.9 92.5

-6

2001 2002 2003 2004 2005 2008 2007 2008 2009 2010 2011 2012 2013 2014 015 2016 2017 2018 LVALUE LINE PUB. LLC 20-22

8.13
1.10
.47
.56

8,67
1.32
.63
i6

&18
126
.61
.56

8.59
1.42
.73
.57

8.72
152
.74
.57

8.10
136
.67
.58

1.56
.75
.58

990
liS
95
.59

10.82
193

.59

11.05
1.93
.91
.60

12.00
207

.62

13.34
232
1.02
.63

1223
221
1.02
.64

12.50
2.47
1.19
.65

12.29
2.22
.94
.67

1270
234
1.01
99

13.70
270
1.40
.72

14.10
290
1.55
.75

Revenues per sit
"Cash Flow" per sh
Earnings per sh *
Div'd Decrd per sh ̂  i

15:00
US
1.85
1.02

204
6.48

2.91
6.56

219
722

1.87
7.83

2.01
7.90

2.14
9,07

1.84
9.25

2.41
9.72

2.66
10.13

2.97
10,45

2.83
10.76

3.04
1128

2.58
1294

2.76
13.11

3.69
13.41

4.77
13.75

3.85
14.30

3.65
1475

Cap'l Spending per sh
Book Value persh*^
Common ShsOutsfg "

3.65
16.50

30.36 3036 33.86 36.73 36.78 41.31 4133 41.45 41.53 41.67 4192 41.98 47.74 47.81 47.68 47.97 48.25 4850 50.00

27.1
1.39

4,4%

199
1.08

49%

221
126

42%

20.1
1.06

3.9%

24.9
1.33

3.1%

292
1.58

2.9%

26.1
1.39

3.0%

199
1.19

81%

19.7
1.31

3.1%

20.3
129

3.2%

213
134

3.4%

17.9
1.14

39%

20.1
1.13

3.1%

19.7
1.04

2.8%

24.8
1.25
29%

29.6
196
23%

25.9
1.31

1.9%

Avg AnnT P/E Ratio
Relative P/E Rab'o
Avg Ann'I Div'dYield

23.0
1.45

2.4%

CAPITAL STRUCTURE as of 9/30/17
Total Debt $750.8 trtOL Due In 5 Yrs $174.0 mill.
LTDeblS519.7mni. LT Interest $35.0 miii.

(44% o1 Cap'l)

Pension Assets-12/16 $376.5 mill.
Obllg. $564.6 mill.

Pfd Slock None

Common Slock 48,015,000 shs.

MARKET CAP: $11 billion (Mid Cap)

367.1
312

4103
39.8

449.4
40.6

460.4
37.7

501.8
36.1

560.0
426

5S4.1
473

597.5
56.7

588.3
45.0

609.4
48.7

660
680

685
75.0

Revenues ($mill) ^
Net Profit (Vinim

750
93.0

39.9%
8.3%

37.7% 403%
7.6%

39.5%
42%

40.5%
7.6%

379% 30.3%
4.3%

33.0%
2.7%

36.0%
43%

359%
6.1%

350%
50%

21.0%
5.0%

Income Tax Rate
AFUDC%to Net Profit

21.0%
5.0%

429%
56.6%

41.6% 47.1%
52,9%

52,4%
47,6%

51.7%
46.3%

47.8%
522%

41.6%
58.4%

40.1%
59.9%

44.4%
55.6%

44.6%
55,4%

43.0%
57.0%

44.5%
55.5%

674.9
10102

690.4
11124

794.9
1198.1

914.7
12943

931.5
1381.1

9082
1457.1

10243
15159

1045.9
1590.4

1154.4
17019

11912
18593

1215
1900

1290
1930

Long-Term Debt Ratio
Common Equity Ratio

42.0%
580%

5.9%
8.1%
8,1%

7.1%
9.9%
9.9%

6.5%
9.6%
9.6%

5.5% 5.5%
8.0%
6.0%

6.3%
9.0%
9.0%

6.0%
7,9%
7.9%

6.3%
9.1%
9.1%

5.2%
7.0%
7.0%

5.5%
7.4%
7.4%

6.5%
10.0%
10.0%

7.0%
10.5%
m%

Total Capital ($mlll).
NetP]anl($mlID

1425
2000

Return on Total Cap'l
Return on Shr. Equity
Return on Com Equity

7.5%
11.0%
11.0%

CURRENT POSmON
(lUiLL)

Cash Assets

2015 2016 9/30/17

8.6 25.5 28.3
Other 118.8 116.6 152.2
Current Assets 127.6 142.1 160.5
Accts Payable 66.4 77.8 89.4
Debt Due 40.2 123.3 231.1
Other 41.9 49.1 59.9
Current Liab. 146.5 250.2 380.4

1.8%
77%

39%
61%

39%
60%

3.0%
66%

23%
71%

3.4%
62%

3.4%
56%

4.1%
55%

29%
71%

24%
66%

4.5%
51%

5.5%
49%

Retained to Com Eq
ADDiv'dstoNetProf

5.0%
55%

BUSINESS: Canfomia Water Service Group provides regulated and
nonregulated water service to 482,400 customers In 100 com
munities In the slate of California. Accounts for over 94% of Iota!
customers. Also operates In Washington, New Mexico, and Hawaii.
Main service areas: San Prandsco Bay area, Sacramento Valley,
Salinas Valley, San Joaquin Valley & parts of Los Angeles. Ac

quired Rio Grande Corp; West Hawaii Utilities (9/08). Revenue
breakdown, '16: residential, 72%; business, 20%; industrial, 4%;
pubGc authorities, 3%; other 1%. Off. and dir. own 1% of common
stock (4/17 proxy). Has 1,163 employees. Pres. and CEO: Martin
A. Kropelnkiu Inc.: DE. Addr.: 1720 North First SL. San Jose, CA
95112-4598. Tel.: 408-367-6200. Inlemeb www.calwatergroup.com.

ANNUAL RATES Past Past Est'd'14-'16
of change (persh) 10 Yrs. 5 Yrs. to'20-22
Revenues 4.0% 2.0% 3.0%
"Cash Row" 5.0% 3.5% 5.5%
Earnings 4.0% 3.0% 10.0%
Dividends 1.5% 2.0% 7.5%
Book Value 5.0% 5.0% 3.5%

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2016

Cal
endar

2014
2015
2016
2017
2018

QUARTERLY REVENUES ($mni.)e
Mar.31 Jun30 Sep30 Dec.31
110.5 158.4 1912 137.4
1220 144.4 183.5 138.4
121.7 1524 184.3 151.0
1220 171.1 211.7 155.2
130 175 215 165

EARNINGS PER SHAREA
Mar.31 Jun.30 5ep.30 Dec.31

d.11 .36 .70 .24
.03 .21 92 .18

d.02 .24 .48 .31
,0? ,39 ,70 .29
.68 .42 .72 .39

QUARTERLY DMOENDS PAID
Mar,31 Jun.30 Sep.30 Dee.31
.1625 .1625 -.1625 .1625
.1675 .1675 .1675 .1675
.1725 .1725 .1725 .1725
.18 .18 .18 .18

Full
Year

5979
588.3
609.4
660
685

Full
Year

1.19
.94

1.01
1.40
1.55

Full
Year

California Water Service Group stock
is trading around recently established
all-time highs. The regulated water utili
ty wrapped up 2017 by surging through
the $45-per-share price threshold on more
than one occasion, with shares rising 33%
on the year. Since our previous review, the
equity is up more than 10% in value. In
deed, the investment community has
handsomely rewarded the company for
delivering consistent top- and bottom-line
growth, quarter to quarter. However,
fourth-quarter share-net may slip by two
cents. For 2018, our ranking system sug
gests another strong performance may be
in store, as CWT shares are poised to out
pace the year-ahead broader market aver
ages (Timeliness: 2).
We think the positives will continue
to outweigh the negatives here. Cali
fornia Water Service is enjoying the fruits
of recent rate increases by the California
regulatory authority. In fact, the decision
has added more than $30 million in in
cremental revenues so far. In addition, fa
vorable changes to the corporate tax rate
should help lift profits this year. To ad
dress the latter, the company's operating

expenses are still on the rise, despite some
progress in the second quarter. Water
costs (only investment upgrades can be
recouped) from greater customer usage, as
well as periodic increases in wholesale
supplier rates, are pushing expenses high
er. Overall, we are adding $10 million and
$0.10 to our 2018 revenue and earnings
estimates, to $685 million and $1.55 a
share, respectively.
Aggressive infrastructiure spending
remains on tap through next decade.
As previously noted, California has close
to $500 million left on its investment
budget, and has earmarked the funds for
upgrades to its aging infrastructure and
water systems. On top of that, these im-Erovements are likely to be accompanied
y bolt-on acquisitions.

I/his issue is best suited for short-term
accounts. On the other hand, CWT
shares have been on a multiyear price as
cent and, as a result, total return potential
3 to 5 years out is unappealing. "Thus, we
think investors with a longer-term holding
period can find more-attractive options
elsewhere, at this time.
Nicholas P. Patrikis January 12, 2018

(A) Basic EPS. Exd. nonrecuning gain (loss):
^1.2^; '02,4j!; '11,4^. Next earnings report
due late February.
(B) Dividends historically paid in late Feb.,

May. Aug., and Nov. ■
available.

Div'd reinvestment plan

(C) Incl. intangibta assets. In '16: $21.9 ml.,
k.46/sh.

(D) In millions, adjusted for splits.
(E) Exdudes non-reg. rev.

C 2018 Value Line, Inc. AB rights reseived. Factual material Is obtained from sources believed to be reliable and Is provided without warranties ot any I
THE PU6USMER IS NOT RESF^SIBLE FOR ANY ERRORS OR OMISSIONS HEREJN. This publication Is slrUly for subsctter's own, wivoommerclal, imernal use. No part |
ol a may be reproduced, resdd, stored or ttansniBed in any ptinled, eborcnc or oSei knn or used tor generating or naibebng any printed or ̂ ectrcnlc puUicallcn, s»we or produst.
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Stock's Price Stabltily 80
Price Growth Persistence 35
Earnings Predictability 65
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MIDDLESEX WATER NDQ-MSEX

TIMELINESS 4 LweaJTWi;
SAFETY 2 Usvmm

TECHNICAL 1 teised 1/12/18
BHA .80 (1.00°Maitia)

2020-22 PROJECTIONS
AnnT Total

Prico Gain Return
High 50 (+30%) 9%
Low 35 •10%1 Nil
Insider Decisions

UAUJJASON

toBuy 000000000
Odlons 070000000
tuSell 1 0 0 0 0 0 1 1 1

institutional Decisions

102017 2Q2017 302017

toBuy 45 eo 46
toSel 51 44 41
HtfslOCOl 9400 9201 9500

High;
Low: I

20.5
16.5

20.2
16.9

RECENT
PRICE

19.6
12.0

LEGENDS
—~ 120 X Dividends p sh

divided by Intered Rale
■. • • Relative Price Strength
Mions: Yes
Shaded area nSeaies recessm

li|H~.a llii|illii'

17.9
11.6

11 oi

19.3
14.7

"I

llDl

39.09 S!™25.9GS.':1!:0
19.4
16.5

19.6
17.5

TTTTTTTTTi

22.5
18.6

23.7
19.1

4iua/

RELATIVE A OC
PIE RATIO l.&D

28.0
21.2

TJTTrtl^

44.5
25.0

DIVD
YIO 2.3% VALUE

LINE
46.7
32.2

Target Price Range
2020 2021 2022

.64

% TOT. RETURN 12/17
THB VLARIta-

STDOl nDEX

1 yr. -4.9 15.8
3 yr. 87.5 30.1
Syr. 137.8 92.5

-6

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 LVALUE UNEPU9.aC 20-22
5.87
1.18
.65
.62

5.98
120
.73
.63

6.12
1.15
.61
.65

625
128

.73

.66

6.44
1.33
.71
.67

6.16
1.33
.82

6.50
1.49
.87
.69

6.79
153
59
.70

6.75
1.40
.72
.71

6.60
1.55
.95
.72

6.50
146
.84
.73

6.98
156
90
.74

7.19
1.72
1.03
.75

7.26
1.84
1.13

,76

7.77
1.97
122

.78

8.16
2.17
128

.81

8.10
125
1.40

8.55
255
1.65
.91

Revenues persh
"Cash Flow" per sh
Earnings per sh*
Div'dDeerd persh

9.40
3.15
110
1.06

1,25
7.11

1.59
7.39

1,87
7.60

254
8.02

2,18
, 8.26

2.31
9.52

1.66
10.05

2.12
10.03

149
10.33

I.90
II.13

1.50
1127

126
11.48

126
1152

1.40
12,24

1.59
12.74

2.91
13.40

1.80
13.95

1.90
14.65

CapT Spending per sh
Book Value persh

105
16.75

10.17 1056 10.48 1156 11.56 13.17 1325 13.40 13.52 15.57 1570 15.82 15.96 16.12 1623 1650 16.50 16.75 Common Shs Oirtstg' 17.00
24.6
126
3,8%

235
128

3.7%

30.0
1.71

35%

26.4
159

3.4%

274
1.46

3.5%

217
123

3.7%

21.6
1.15

3.7%

195
1.19

4.0%

21.0
1.40

4.7%

17.8
1.13

4.2%

21.7
158

4.0%

205
152

4.0%

19.7
1.11

3,7%

185
.97

3.7%

19.1
.96

3.3%

25.6
1.35

2.3%

28.0
1.37

22%

Avg Ann'iP/E Ratio
Relative P/E Ratio
Avg AnnT DiVd Yield

21.0
1.30

15%
CAPITAL STRUCTURE as of 9/30/17
Total Debt S166.8 mill. Due In 5 Yrs $311 mill.
LT Debt S135.B miU. LT interest S6.0 miD.
(Total interest overage: 105x)

(38% of CapT)

Pension Assets-12/16 S59.4 mi.
Oblig. $78.6 mill.

Pfd Stock S2.4 milL Pfd Div-d; S.1 milL

Common Stock 16,346,036 shs.
asof10/31/17

MARKET CAP: $650 mlinon (Small Cap)

86.1
115

91.0
112

912
10.0

102.7
14.3

102.1
134

110.4
14,4

1145
16.6

117.1
18,4

126.0
20.0

1319
217

134
23.0

143
27.5

316% 332% 34.1% 32.1%
6.8%

317%
6.1%

33.9%
3.4%

34.1%
1.9%

35.0%
1.7%

345%
1.9%

34.0%
17%

310%
m

21.0%
2.0%

Revenues ($mlll)
Net Profrt ($min)

160
35.5

Income Tax Rate
AFUDC% to Net Profit

21.0%
15%

49.0%
49.6%

45.6%
51.8%

46.6%
511%

43.1%
55.8%

42.3%
56.6%

41.5%
574%

40,4%
58.7%

40,5%
58.8%

39.4%
59.6%

375%
615%

37.5%
610%

37.0%
615%

2685
333.9
5.6%

259.4
366.3
55%

267.9
376.5
5.0%

310.5
405.9
5.7%

3125
4212
5.2%

316.5
4352
54%

321.4
4465
5.9%

335.8
465.4
6.3%

345.4
481.9
6.6%

3554
5175
7.1%

370
525

7.0%

390
535

7.5%

Long-Term Debt Ratio
Common Equity Ratio

37.0%
615%

Total Capita] [$mil])
Net Plant (Smni)
Return on Total CapT

450
575

8.5%
8.6%
8.7%

8.6%
8.9%

7.0%
75%

8.1%
8.2%

7.5%
7.5%

7.8%
7.8%

8.7%
8.7%

9.2%
9.3%

9,6%
9.6%

10.3%
10.3%

10.0%
10.0%

11.5%
11.5%

CURRENT POSmON 2015 2016 9/30/17
(SMILL)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Cuirent Liab.

3.5
20.9
24.4

6.5
8.7

13.1

3.9
22.8

"257
12.3
182
16.6

2.7
27.4

"307
111
31.0
15.9

28.3 47.1 59.0

15%
79%

2.0%
78% 98%

11%
75%

1.4%
83%

14%
73%

3.1%
67%

3.5%
63%

45% 4.0%
61%

5.0%
55%

Return on Shr. Equity
Return on Com Equity

115%
115%

Retained to Com Eq
AllDlVdstoNetFrof

6.0%
5f^

BUSINESS: Middlesex Water Company engages in the ownership
and operation of regulated water utility systems in New Jersey, Dei-
aware, and Pennsylvania. It also operates water and wastewater
systems under contract on behalf of munldpal and private clients In
NJ and DE.Its Middlesex System provides water services to 61,000
retaQ customers, primanly In Middlesex County, New Jersey. In

2016, the Middlesex System accounted for 60% of operating reve
nues. At 12/31/16, the company had 309 employees. Incorporated:
NJ. PresidenL CEO, and Chairman: Dennis W. Doll. Officers 8i
directors own 3.5% of the common stock; BlackRock Institutional
Trust Co., 72% (4/17 proxy), Add.: 1500 Ronson Road. IseEn, NJ
08830. Tel.: 732-634-1500. Internet: wwwjTuddlesexwaler.com.

ANNUAL RATES Past Past Est'd '14-'16
of change (persh) lOYrs. SYts. lo'20-'22
Revenues 2.0% 3.0% 3.5%
"Cash Flow" 4.5% 6.5% 8.0%
Earnings 5.0% 8.0% 9.0%
Dividends 1.5% 1.5% 5.0%
Book Value 4.0% 3.0% 4.5%

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2016

Cal
endar

2014
2015
2016
2017
2016

QUARTERLY REVENUES ($milL)
Mar,31 Jun.30 Sep. 30 Dec. 31

27.1 292 32.7 28.1
28.8 31.7 34.7 30.8
30.6 317 37.8 31.8
30.1 33.0 362 34.7
33.0 37.0 38.0 35.0

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

.20 .29 .42 .22
?? .31 .41 .28

.29 .36 .54 .19

.27 .33 .46 .34

.33 .38 .60 .34
QUARTERIYDIVIOENDSPAIDB'

Mar.31 Jun.3Q SeD.30 Dec.31
.19 .19 .19 .1925
.1925 .1925 .1925 .19875
.19875 .19875 .19875 21125
21125 .21125 21125 2237£

Full
Year

117.1
126.0
1319
134
143

Full
Year

1.13
1.22
1.38
140
165

Full
Year

Middlesex Water Company's battle
with mother nature has yet to sub
side. The story hasn't changed much over
the past three months, as weather-related
disruptions took a toll on its top line once
again. Operating in the Northeast region
of the U.S. leaves MSEX vulnerable to ex
tremely volatile weather conditions, which
can noticeably impact customer water con
sumption. Specifically, its Middlesex New
Jersey operations saw revenues contract
$1.8 million, year over year, due to softer
consumption,, while its Delaware utility
system was essentially flat, thanks to con
tributions from added residential custom
ers during the period. Overall, Middlesex
generated $36.2 million in revenues for
the September period, $1.6 million less
than last year's haul. 'This has spurred us
to trim $3.0 million off our 2017 top-line
forecast, to $134 million.
The outlook for profit growth in 2018
is good. Operating margins ought to
remain relatively steady, with few changes
to the cost structure expected. Meantime,
a reduced income tax rate (new tax act
and various investment spending deduc
tions). is the main driver behind our im

proved perspective. All told, we look for
earnings to expand 18% this year, to $1.65
a share (-t-0.05), on revenues of $143 mil
lion (-S2.0 million).
Long-term, infrastructure upgrades
ought to bear fruit. Approximately $12
million per year (for the next three years)
is earmarked for the replacement of aging
water mains, valves, and other infrastruc
ture upgrades.
The company boosted its quarterly
dividend payout by about 6%, to
$0,224 per share. Shareholders have en
joyed 45 years of consecutive dividend in
creases, and we don't think this streak will
be broken anytime soon. At present,
MSEX shares offer a yield that fractionally
outpaces the average of all dividend
paying stocks in TJje Value Line Invest
ment Survey.
This issue is still a subpar selection
for relative year-ahead price perform
ance (Timeliness: 4). What's more, total
return potential over the pull to 2020-2022
is nothing to write home about. Thus, we
think investors can find better options
elsewhere, at this Juncture.
Nicholas P. Patrikis January 12, 2018

(A) Diluted earnings. Next earnings report due
early February.

(B) Dividends historically paid In mld^eb..
May, Aug., and November.' Div'd reinvestment
plan available.

(C) In mlDions, adjusted for split

O 2016 Value Line, Inc. AD
THE PUBLISHER IS NOT —

ihls resewed. Faclual nateriat Is ^Ined from sources believed to be reliable and Is provided wHhout warranUes of any kirx).
NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publicalion Is sUctiy lot subscriber's own, non-commeiclal, internal use.'No part

of It may be rejxoducecL' resold, stored or baiwiflled in any primed, eiectraric or other lonn, cx used lor generaSng or martebrg sny printed or eiedtviic psficalion, setrice or produd I

Company's Rnanolal Strength B++
Stock's Price Stability 70
Price Growth Persistence 40
Earnings Predictabiiity 80

To subscribe call 1-800-VALUELINE
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VALUE

LINEYORK WATER NDQ-YORW
Target Pnce Range
2020 2021 2022

TWEUNESS 3 C^sed 11/17/17
SAFETY 3 lwwd7/17/15
TECHNICAL 2 RaisedlSIB

LEGENDS
1.10 X Dividends p sh
divided by Inteted Rale
fleiativB Pile

»or-2$pll 9/D6
Sttenglh

O
BETA .80 (1.00°Maftel)

2020-22 Projections
ptions; Yes
Shsdeied ama Mcaies reeassna

Ann I Total
Price Gain Return

High 45 (•»^3S%) 10%
Low 30 M0%{ Nil
Insider Decisions

M'AHJJASON

bBuy 1 13 2 213 2 213 2
Options 0 013 0 0 0 0 0 0
leSeii 000000000 % TOT. RETURN 12/17

TIBS VLARITH.'
STOCK HOa

1 yr. -9.6 1S.B
3yf. 55.7 30.1
Syr. 115.9 92.5

Institutional Decisions

1Q2017 2Q2tl7 302017

toBuT 38 42 40
toScO 33 33 30
Hd'slDOOl 5127 5206 5125

Percent
shares

traded 4
'"ii"'lii

«>VAUJE LINE PUB. LLC 20-222001 2002 2003 2004 2005 2006

Revenues persh
"Cash Flew" persh
Minings persh
Diy'dDecI'dpersh ̂
Cap 1 Spending per sh
Book Value per sh
Common Shs Outstg

Avg Ann IP/E Rabo
Relative P/E Ratio

Avg Ann'l D!/d Yield

Revenues (smiD)
Net Profit (Smiin

CAPITAL STRUCTURE as of 9/30/17
Total Debt S88.g ml. Dueln5YrsS30.5milI.
LT DebtS86.9 milL LTInterestS5.4 mill. Income Tax Rate

AFUDC% to Net Profit

Long-Term Debt Ratio
Common Equity RaUo
Total Capital (Smill]
Net Plant ($m[ll)
Return on Total Cap'!
Return on Shr, Equity
Return on Com Equity

Retained to Com Eq
All DIv'dsb Net Prof

9/3017

(43%ofCap1)
Pension Assets 12/16 $35.5 mill.

ObIIg.S40.8miII.

Pfd Slock None

Common Stock 12,859,432 shs.

MARKET CAP: $425 million (Small Cap)

CURRENT POSmON 2015
(IMILL)

Cash Assets 2.9
Accounts Receivable 3.5
Inventory (Avg. Cost) .8
Other
CurrenlAssets 11.8

Acds Payable 1.8
Debt Due
Other 4A
Current Liab.

12.6

3.7

4.5

8.6

4.0

6.1

6.2 8.2

BUSINESS: The York Water Company Is die oldest fnveslor-owned
regulated water utility In dia Uniled States. It has operated contin
uously since 1816. As of December 31,2016, Ihe compan/s aver
age ̂ y avaflabllity was 35.4 million gallons and its sendee terri
tory had an estimated population of 196,000. Has more than 67,000
customers. Residen&al customers accounted for 83% of 2016 reve

nues; commercia] and industrial (29%); other (8%). It also provides
sewer bllilng services. Incorporated: PA. York had 105 full-time em
ployees at 12/31/16. President/CEO: Jeffrey R. Hines. Of-
fic^directois own 1.1% of the common stock (3/17 [xoxy]. Ad
dress: 130 East htarket SlreeL York, Pennsylvania 17401. Tele
phone: (717) 845-3601. internet: www.yorkwater.com.

ANNUAL RATES Past Past Est'd '14-'16
of change (persh) lOYrs. 5Yrs. to'20-'22
Revenues 4.0% 3.5% 6.5%
"Cash Row" 6.5% 6.5% 8.0%
Earnings 5.5% 6.0% 9.5%
Dividends 3.5% 3.0% 6.0%
Book Value 5.0% 3.5% 4.5%

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2018

QUARTERLYREVENUES($itii1]
Mar.31 Jun.30Sep.30 Dec. 31

10,6 11,8 12.0 11.5
11.2 11.9 12.4 11.6
11.3 11.8 12.6 11.9
11.3 113 12.7 f2.2
110 1ZS 13J 1Z7

EARNINGS PER SHARE A

Mar.31 Jun.30 Sep. 30 Dec. 31

.16 .22 .23 .28

.20 .22 .28 .27

.19 .23 .27 .23

.20 .23 .31 .31

.24 .25 .34 .32

QUARTERLY0IV1DENDSPAI0B
M3r.31 Jun.30 Sep.30 Dec.31
.1431 .1431 .1431 .1431
.1495 .1495 .1495 .1555
.1555 .1555 .1555 .1602
.1602 .1602 .1602 .1666

Full
Year

45.9
47.1
47.6
4S.S
50.i

Full

Year

.97

.92
f.05
1.15

Full
Year

.572

.6(k

.627

.647

York Water delivered a better-than-

expected bottom-line performance in
the third quarter. The regulated water
utility earned $0.31 a share for the Sep
tember period (-i-15% year over year), best
ing our $0.29 call by two cents. The ad
vance can be largely attributed to a lower
effective tax rate (asset improvements
qualify for deductions), higher surcharges
to customers, and an increased allowance
for funds used during construction (inter
est deduction). Meanwhile, operation and
maintenance eTcpenses as a percentage of
revenues rose 200 basis points, on an an
nual basis, which makes the share-net
showing even more encouraging. On the
other hand, revenue growth was essential
ly nonexistent, dragged down by generally
lower consumption.
We are adjusting our 2018 top- and
bottom-line estimates. Despite an ex
panding customer base (acquisition-
driven), York's top line is under some pres
sure. We now look for revenues of $50.5
million in 2018, down from our prior fore
cast of $52.0 million. Conversely, we are
adding a dime to our earnings-per-share
estimate, to $1.15.

Capital expenditures ought to remain
par for the course going forward.
Management estimates it spent approxi
mately $25 million in 2017 on aging infra
structure, raw water pumping stations,
and pipe replacements, more than double
the year-earlier total. With plenty of its
footprint still needing to be brought up to
speed, we anticipate at least several years
of aggressive investment spending
YorK Water raised its quarterly divi
dend by 4%, to $0.17 a share. This
marks 21 consecutive years that the com
pany has increased its annual dividend
payout. The current yield is fractionally
above that of the Vhiue Line median, but
should trend higher Into next decade
thanks to additional dividend hikes.
York Water shares have moved up one
notch for Timeliness, to 3, and are
now pegged to track the year-ahead
broader market averages. Prospects out
to the 2020-2022 time frame are bright,
though most of the benefits we envision
appear to already be baked into the stock
price. Capital appreciation potential does
not stand out at the recent quotation.
Nicholas P. Patrikis January 12. 2018

;A) Diluted earrungs. Next earnings report due
ale February.
(B) DMdends liis1 liistoricalty paid in late February,
j

(C) Irt miinons, adjusted for spIlL

uha, September, and December.
20^6 Value Line, Inc. ADji^hta teaenied. Factual material Is obtained Irani sources believed to be leHabte and Is pravided without warranties ol an^Und.

THE PUBLISHER IS NOT RES idSiBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This pubfication is striciV Iv subscriber's own, non-commercisi. internal use.
N a ney be reptoLjced resikL sloed V trsisntled In any prWed, eledicnc or Oder Icnii, or used lor generating or mariielng any printed or eiectranie puttricajon, service or praihJCL

pan

Company's Financial Strength B't-
Stock's Price Stability 60
Price Growth Persistence 55
Earnings Predictability 90

To subscribe call 1-800-VALUELINE
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Carolina Water Services. Inc. of North Carolina Page 1 of 12

Summary of Risk Premium Models for the
Prow Croup of Six Water Companies

Proxy Group of Six
Water Companies

Predictive Risk

Premium Model

(PRPM] (1) 13.43 %

Risk Premium Using an
Adjusted Total Market
Approach [2] 10.80 %

Average 12.12 %

Notes:

(1) From page 2 of this Schedule.

(2) From page 3 of this Schedule.



Carolina Water Services. Inc. of North Carolina

Indicated ROE

Derived hv the Predictive Risk Premium Model fll

[1] [2] [3] [4] [5] [6] [7]

LT Average Spot Average Predicted

Predicted Predicted Predicted GARCH Risk Risk-Free Indicated

Proxy Group of Six Water Companies Variance Variance Variance Coefficient Premium f2) Rate fS) ROE f41

American States Water Co. 0.38% 0.33% 0.36% 1.77802 7.96% 3.69% 11.65%

American Water Works Company Inc NMF NMF NMF 4.90988 ' NMF 3.69% NMF

Aqua America Inc 0.45% 0.32% 0.39% 2.26697 11.14% 3.69% 14.83%

California Water Service Group 0.32% 0.42% 0.37% 1.86909 8.62% 3.69% 12.31%

Middlesex Water Co. 0.30% 0.52% 0.41% 1.87709 9.64% 3.69% 13.33%

York Water Co. 0.47% 0.47% - 0.47% 1.98492 11.79% 3.69% 15.48%

Average

Median

13.52%

13.33%

Average of Mean and Median 13.43%

NMF = Not Meaningful Figure

Notes:

(1)

(2)

(3)

C4)

The Predictive Risk Premium Model uses historical data to generate a predicted variance and a GARCH
coefFicienL The historical data used are the equity risk premiums for the first available trading month as
reported by Bloomberg Professional Service.

fl+(CoIumn [3] • Column [4]) -1.
From note 2 on page 2 of Schedule DWD-5.
Column [5] + Column [6].

a
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Carolina Water Service.s. Inc. of North Carolina Page 3 of 12

Indicated Common Equity Cost Rate
Through Use of a Risk Premium Model

Using an Adjusted Total Market Approach

Proxy Group of Six

Line No. Water Companies

1. Prospective Yield on Aaa Rated
Corporate Bonds [1] 4.66 %

2. Adjustment to Reflect Yield Spread
Between Aaa Rated Corporate

Bonds and A Rated Public

Utility Bonds 0-28 (2)

3. Adjusted Prospective Yield on A Rated
Public Utility Bonds 4.94 %

4. Adjustment to Reflect Bond

Rating Difference of Proxy Group 0.06 (3)

5. Adjusted Prospective Bond Yield 5.00 %

6. Equity Risk Premium (4) 5.80

7. Risk Premium Derived Common

Equity Cost Rate 10.80 %

Notes: (1] Consensus forecast of Moody's Aaa Rated Corporate bonds from Blue
Chip Financial Forecasts (see pages 10-11 of this Schedule).

(2) The average yield spread of A rated public utility bonds over Aaa
rated corporate bonds of 0.28% from page 4 of this Schedule.

(3) Adjustment to reflect the A2 / A3 Moody's LT issuer rating of the
proxy group of eight water companies as shown on page 5 of this
Schedule. The 0.06% upward adjustment is derived by taking 1/6 of
the spread between A2 and A3 Public Utility Bonds (1/6 * 0.34% =
0.06%) as derived from page 4 of this Schedule.

(4) From page 7 of this Schedule.
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Carnlina Water Service.^. Inc. of North Carolina Page 4 of 12

Interest Rates and Bond Spreads for
Moodv's Corporate and Public Utility Bonds

Selected Bond Yields

[1] [2] [3]

Aaa Rated

Corporate Bond

A Rated Public

Utility Bond

Baa Rated Public

Utility Bond

Feb-2018

Jan-2018

Dec-2017

3.87

3.82

3.55

% 4.13 %

4.09

3.86

4.52 %

4.42

4.18

Average 3.75 % 4.03 % 4.37 %

Selected Bond Spreads

A Rated Public Utility Bonds Over Aaa Rated Corporate Bonds:
0.28 %[1]

Baa Rated Public Utility Bonds Over A Rated Public Utility Bonds:
0.34 %[2)

Notes:

(1] Column [2] - Column [1].
[2) Column [3] - Column [2].

Source of Information;

Bloomberg Professional Service



narolina Water Services. Inc. of North Carolina

Comparison of Long-Term Issuer Ratings for
Proxy Group ofSix Water Companies
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Schedule DWD-4

Page 5 of 12

Moody's

Long-Term Issuer Rating

March 2018

Standard & Poor's

Long-Term Issuer Rating

March 2018

Proxy Group of Six Water Companies

American States Water Co. (2)

American Water Works Company Inc (3)
Aqua America Inc (4)
California Water Service Group (5)
Middlesex Water Co.

York Water Co.

Average

Long-Term

Issuer

Rating

A2

A3

NR

NR

NR

NR

A2/A3

Numerical

WeightingCl]

6.0

7.0

Long-Term

Issuer

Rating

A+

A

A+

A+

A

A-

6.5

Numerical

WeightingCl]

5.0

6.0

5.0

5.0

6.0

7.0

5.7

Notes;

Cl) From page 6 of this Schedule.
C2) Ratings that ofGolden State Water Company.
(3") Ratings that of New Jersey and Pennsylvania American Water Companies.
(4] Ratings that ofAqua Pennsylvania, Inc.
(5] Ratings that of California Water Service Company.

Source Information: Moody's Investors Service
Standard & Poor's Global Utilities Rating Service
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Numerical Assignment for page 6 of 12

Moody's and Standard & Poor's Bond Ratings

Moody's Bond Numerical Bond Standard & Poor's
Rating Weighting Bond Rating

Aaa 1 AAA

Aal 2 AA+

Aa2 3 AA

Aa3 4 AA-

A1 5 A+

A2 6 A

A3 7 A-

Baal 8 BBB+

Baa2 9 BBB

Baa3 ' 10 BBB-

Bal 11 BB+

Ba2 ■ 12 BB

Ba3 13 BB-

B1 14 B+

B2 15 B

B3 16 B-
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farnlina Water Services. Inc. of North Carolina Page i of 12

Judgment of Equity Risk Premium for
Proxy Group of Six Water Companies

Line Proxy Group of Six

No. • Water Companies

1. Calculated equity risk

premium based on the

total market using

the beta approach [1) 6.64 %

2. Mean equity risk premium

based on a study

using the holding period

returns of public utilities

with A rated bonds (2} 4.95

3. Average equity risk premium 5.80 %

Notes: [1] From page 8 of this Schedule.
(2] From page 12 of this Schedule.
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Carolina Water Services. Inc. of North Carolina Page 8 of 12

Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for the

Proxy Group of Six Water Companies

Line No. Equity Risk Premium Measure

Ibbotson-Based Equity Risk Premiums;

Ibbotson Equity Risk Premium (1)

Regression on Ibbotson Risk Premium Data (2)

Ibbotson Equity Risk Premium based on PRPM (3]

Average Ibbotson Equity Risk Premium

Value Line-Based Equity Risk Premiums:

Equity Risk Premium Based on Value Line
Summary and Index (4]

Equity Risk Premium Based on Value Line
S&P 500 Companies (5]

Average Value Line Equity Risk Premium

Bloomberg-Based Equity Risk Premium:

Equity Risk Premium Based on Bloomberg
S&P 500 Companies [6)

Conclusion of Equity Risk Premium (7)

Adjusted Beta (Bj

Forecasted Equity Risk Premium

Notes provided on page 9 of this Schedule.

1.

2.

3.

4.

5.

6.

7.

8.

9.

10.

11.

Proxy Group of Six

Water Companies

5.56 %

7.31

6.66

6.51

4.68

11.07

7.87

9.93

8.10 %

0.82

6.64 %
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Carolina Water Services. Inc. of North Carolina Page 9 of 12
Derivation of Equity Risk Premium Based on the Total Market Approach

Using the Beta for the
Proxv Group of Six Water Companies

Notes:

fl") Based on the arithmetic mean historical monthly returns on large company common
stocks from Ibbotson® SBBI® 2017 Market Report minus the arithmetic mean monthly
yield of Moody's average Aaa and Aa corporate bonds from 1926-2016.

(2) This equity risk premium is based on a regression of the monthly equity risk premiums
of large company common stocks relative to Moody's average Aaa and Aa rated
corporate bond yields from 1928-2017 referenced in Note 1 above.

(3) The Predictive Risk Premium Model (PRPM) is discussed in the accompanying direct
testimony. The Ibbotson equity risk premium based on the PRPM is derived by applying
the PRPM to the monthly risk premiums between Ibbotson large company common stock
monthly returns and average Aaa and Aa corporate monthly bond yields, from January
1928 through March 2018.

(4) The equity risk premium based on the Value Line Summary and Index is derived by
subtracting the average consensus forecast of Aaa corporate bonds of 4.66% (from page
3 of this Schedule) from the projected 3-5 year total annual market return of 9.34%
(described fully in note 1 on page 2 of Schedule DWD-5).

(5) Using data from Value Line for the S&P 500, an expected total return of 15.73% was
derived based upon expected dividend yields and long-term earnings growth estimates
as a proxy for capital appreciation. Subtracting the average consensus forecast of Aaa
corporate bonds of 4.66% results in an expected equity risk premium of 11.07%.

(6) Using data from the Bloomberg Professional Service for the S&P 500, an expected total
return of 14.59% was derived based upon expected dividend yields and long-term
earnings growth estimates as a proxy for capital appreciation. Subtracting the average
consensus forecast of Aaa corporate bonds of 4.66% results in an expected equity risk
premium of 9.93%.

(7) Average of lines 4,7, and 8.

(8) Average of mean and median beta from Schedule DWD-5.

Sources of Information:

Stocks, Bonds, Bills, and Inflation - 2017 SBBI Yearbook, John Wiley & Sons, Inc.
Industrial Manual and Mergent Bond Record Monthly Update.

Value Line Summary and Index

Blue Chip Financial Forecasts, December 1,2017 and April 1,2018

Bloomberg Professional Service



Docket No. W-354 Sub 360

D'Ascendis Direct Exhibit No. 1
Schedule DWD-4

Page 10 of 12

2 ■ BLUE CHIP FINANCIAL FORECASTS ■ APRIL 1, 2018

Consensus Forecasts Of U.S. Interest Rates And Key Assumptions^
History—

Inlerest Rates Mar. 16 Mar. 9 Mar. 2

Federal Funds Rate 1.42 1.42 1.41

Prime Rate 4.50 4.50 4.50

LIBOR, 3-mo. 2.15 2.06 2.01

Commercial Paper, 1-mo. 1.79 1.68 1.64

Treasury bill, 3-mo. 1.75 1.68 . 1.65

Treasury bill, 6-mo. 1.93 1.88 1.86

Treasury bill, 1 yr. 2.06 2.05 2.06

Treasury note, 2 yr. 2.28 2.25 2.24

Treasury note, 5 yr. 2.63 2.65 2.63

Treasury note, 10 yr. 2.84 2.88 2.86

Treasury note, 30 yr. 3.08 3.15 3.14

Corporate Aaa bond 3.97 4.00 3.97

Corporate Baa bond 4.58 4.61 4.56

State & Local bonds 3.61 3.60 3.60

Home mortgage rate 4.44 4.46 4.43

—Average For Week Ending —Average For Month— Latest Qlr
Feb Jan Dec 10 2018*Feb. 23

Kev Assumotions

Major Currency. Index
Real GDP

GDP Price Index

Consumer Price Index

2Q

2016

89.6

2.2

2.4

2.3

3Q
2016

90.3

2.8

1.4

1.8

4Q
2016

93.7

1.8

2.0

3.0

History

Consensus Forecasts-Quarterly Avg.
2Q 3Q 4Q IQ 2Q 3Q

2018 2018 2018 2019 2019 2019

1.7 2.0 2.2 2.4 2.6 2.7

4.8 5.0 5.2 5.4' 5.6 5.8

2.1 2.3 2.5 2.7 2.9 3.1

1.8 2.0 23 2.5 2.7 2.9

1.8 2.0 2.2 23 2.5 2.7

2.0 2.2 23 2.5 2.7 2.9

2.1 2.3 2.5 2.7 2.8 3.0

2.4 2.5 2.7 2.8 2.9 3.0

2.7 2.8 2.9 3.1 3.2 3.3

2.9 3.1 3.2 33 3.4 3.4

3.2 3.3 3.5 3.6 3.7 3.8

4.1 4.2 4.4 4.6 4.7 4.8

4.8 5.0 5.1 53 5.4 5.5

3.8 3.9 4.1 4.2 4.3 4.4

4.5 4.6 4.8 4.9 5.0 5.2

Consensus Forecasts-Quarterly

2Q 3Q 4Q IQ 2Q 3Q
2018 2018 2018 2019 2019 2019

86.4 86.4 863 863 86.6 86.7

3.1 3.0 2.8 2.5 2.4 2.1

2.0. 2.2 2.1 2.2 2.1 2.2

1.9 2.2 2.1 2.2 2.2 23.

Forecasts for interest rates and the Federal Reserve's Major Currency Index represent averages for the quarter. Forecasts for Real GDP, GDP Price Index and Consumer Price
Index are seasonally.^djusted annual rates of change (saar). Individual panel members' forecasts are on pages 4 through 9. Historical data: Treasury rates from the Federal Re
serve Board's H.IS; AAA-AA and A-BBB corporate bond yields from Bank of America-Merrill Lynch and are 15+ years, yield to maturity, State and local bond yields from
Bank of America-Merrill Lynch, A-rated, yield to rnamrity. Mortgage rates from Freddie Mac, 30-year, fixed; LIBOR quotes from Intercontinental Exchange. All interest rate
data is sourced from Haver Analytics. Historical for Fed's Major Currency Index is from FRSR H.IO. Historical data for Real GDP and GDP Chajned Price Index are from
the Bureau of Economic Analysis (BEA). Consumer Price todex (CPI) history is from the Department of Labor's Bureau of Labor Statistics (BLS). 'interest rale datafor IQ
2018 based on historical data through the week ended March . 'Data for 1Q2018 Major Currenty Index is based on data through week ended March .Figures for IQ
2018 Real GDP, GDP Chained Price Index and Consumer Price Index are consensus forecasts based on a special question asked of the panelists' this month.

U.S. Treasury Yield Curve
Weekended March 16, 2018 and YearAgova.
2Q 2018 and'SQ 2019 Consensus Forecasts

U.S. 3-Mo. T-Bills & 10-Yr. T-Note Yield

(Quarterly Average) Forecast

Year Ago

Week ended 3/te/Z01S

10-Yr. T-Nota Yield. Consensus
. 4.00 4.00

3.50 3.50
3.50

2018
3.003.00

2.502.50 - 2.50
2.50

2.00B2.002.00

2.00 1.501.50

1.001.00 a-MonU)

T-ail Yield
0.501.00 0.50

0.00

6mo

Maturities

1Qt391Q101Q111Q121Q131Q141Q'151Q-161Q'171QTelQ19

Corporate Bond Spreads
As of week ended March 16, 2018

Aaa Corparato ^ Corporalo
Bend Yield Bond Yield rrtnus

irtnus 10-Year 10-Year
T-Bond Yield T-Bond Yield

600 -'

700 400

6S0
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300

250
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200
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0 0

U.S. Treasury Yield Curve
As of week March 16,2018

.. 300

10-Year T-Nole

minus 3-Month T-Bill
(Constant Maturity Yields)
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14 ■ BLUE CHIP FINANCIAL FORECASTS ■ DECEMBER 1, 2017

Long-Range Survey:

The table below contains the results of our twice-annual long-range CONSENSUS survey. There are also Top 10 and Bottom 10 averages for each
variable. Shown are consensus estimates for the years 2019 through 2023 and averages for the five-year periods 2019-2023 and 2024-2028. Apply
these projections cautiously. Few if any economic, demographic and political forces can be evaluated accurately over such long time spans.

-Average For The Year- Five-Year Awragcs

Tnt«>re«tRat«»« 2019 2020 2021 2022 2023 2019-2023 2024-2028

1. Federal Funds Rale CONSENSUS 2.5 2.7 2.9 2.9 2.9 2.8 3.0

Top 10 Average 2.9 3.2 3.4 3.4 3.5 33 33

Bottom 10 Average 2.1 20 2.3 23 2.4 2.2 2.4

2. Prime Rate CONS ENS IB 5.5 5.8 5.9 5.9 5.9 5.8 5.9

Top 10 Average 5.9 6.3 6.4 6.5 6.6 6.3 6.5

Bottom 10 Average 5.0 5.1 5.2 5.2 5.2 5.1 5.3

3. UBOR, 3-Mo. CONSENSUS 2.8 3.1 33 3.1 3.2 3.1 32

Top lOAverage 3.2 3.6 3.8 3.8 3.9 3.7 3.8

Bottom 10 Average 2.4 26 2.6 25 26 25 2.6

4. Commercial Paper, I-Mo. CONSENSUS 2.6 2.9 3.0 3.0 3.1 2.9 3.1

Top lOAverage 3.1 3.5 3.6 3.7 3.8 3.5 3.8

Bottom lOAverage 2.2 2.5 2.6 25 2.5 2.5 2.6

5. Treasury Bill Yield, 3-Mo. CONSENSUS 2.5 23 2.9 2.9 2.9 2.8 2.9-

Top lOAverage 2.9 33 3.4 3.4 3.5 3.3 33

Bottom 10 Average 2.1 23 2.4 23 23 2.3 2.4

6. Treasury Bill Yield, 6-Mo. CONSENSUS 2.6 2.9 3.0 3.0 3.0 2.9 3.1

Top lOAverage 3.0 3.4 3.5 3.6 3.7 3.5 3.7

Bottom 10 Average 2.2 24 25 24 2.4 2.4 2.5

7. Treasury Bill Yield, 1-Yr. CONSENSIB 2.7 3.0 3.1 3.1 33 3.0 32

Top lOAverage 3.2 3.6 3.7 3.7 3.8 3.6 3.9

Bottom lOAverage 2.3 2.5 2.6 25 25 2.5 2.6

8. Treasury Note Irteld, 2-Yr. CONSENSUS 2.8 3.1 33 3.2 33 3.1 33

Top lOAverage 33 3.8 3.8 3.8 3.9 3.7 4.0

Bottom 10 Average Z4 2.6 2.7 26 26 2.6 2.7

10. Treasury Note Yield, 5-Yr. CONSENSIB 3.1 3.4 33 33 33 3.4 3.6

Top lOAverage 3.6 3.9 4.1 4.1 4.1 3.9 43

Bottom 10 Average 2.6 2.8 2.9 2.9 29 2.8 3.0

11. Treasury Note Yield, 10-Yr. CONSENSUS 33 3.6 3.7 3.7 3.8 3.6 3.8

Top lOAverage 3.9 4.2 43 43 4.3 42 4.5

Bottom lOAverage 2.8 2.9 3.1 3.1 3.1 3.0 32

12. Treasury Bond Yield, 30-Yr. CONSENSUS 33 4.1 43 43 4.2 4.1 43

Top lOAverage 4.4 4.7 4.7 4.7 4.8 4.7 5.0

Bottom 10 Average 33 3.5 3.6 3.5 3.6 3.5 3.7

13. Corporate Aaa Bond \leld CONSBVSIB 4.9 5.1 53 S3 53 5.1 5.4

Top 10 Average 5.5 5.9 5.9 6.0 6.0 5.9 62

Bottom lOAverage 43 4.5 4.5 4.5 4.6 4.5 4.7

13. Corporate Baa Bond Yield CONSENSIB 5.7 6.0 6.0 6.0 6.1 6.0 62

Top lOAverage 6.4 6.8 6.8 6.9 6.9 6.8 7.0

Bottom 10 Average 5.0 53 5.3 53 5.3 52 5.4

14. State & Local Bonds Yield CONSENSIB 4.4 43 4.6 4.5 4.6 43 4.8

Top lOAverage 5.0 53 5.2 5.3 5.3 5.2 5.5

Bottom 10 Average 3.9 4.0 4.0 3.9 4.1 4.0 4.1

15. Home Mortgage Rate CONSENSUS 5.0 53 53 53 5.4 52 53

Top lOAverage 5.5 5.8 5.9 6.0 6.0 5.8 6.1

Bottom 10 Average 43 4.7 4.7 4.6 4.7 4.6 4.9

A. FRB - Major Currency Index CONSENSIB 90.4 90.0 89.9 89.9 90.0 90.0 90.4

Top lOAverage 94.7 94.8 95.0 95.1 95.3 95.0 95.4

Bottom lOAverage 86.9 85.8 85.4 85.5 85.6 85.8 86.1

—Year-Over-Vcar, % Change- Fl>e-Year Awrages

2019 2020 2021 2022 2023 2019-2023 2024-2028

B. Real Q3P CONSENSUS 23 • 13 2.0 2.0 2.0 2.0 2.0

Top lOAverage 2.5 2.4 2.5 2.4 23 2.4 2.4

Bottom lOAverage 1.8 1.4 1.7 1.6 1.7 1.6 1.7

C. GDP Chained Price Index CONSENSIB 23 2.1 2.1 ■  2.1 2.1 2.1 2.1

Top lOAverage 2.5 2.3 2.3 23 2.3 2.3 2.3

Bottom lOAverage 1.8 1.9 1.9 20 1.9 1.9 1.9

D. Consumer Price Index CONSENSUS 23 23 23 23 2.2 23 22

Top 10 Average 2.7 2.6 2.6 24 24 23 2.4

Bottom 10 Average 1.9 1.9 20 20 20 2.0 2.0
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Carolina Water Services. Inc. of North Carolina Page 12 of 12
Derivation of Mean Equity Risk Premium Based Studies

Using Holding Period Returns and
Projected Market Appreciation of the S&P Utility Index

Implied Equity Risk

l.ine No. Premium

Equity Risk Premium based on S&P Utility Index
Holding Period Returns fi);

1. Historical Equity Risk Premium 4.04 %

Regression of Historical Equity Risk Premium
(2) ' 5.61

Forecasted Equity Risk Premium Based on
PRPM (3) 4.18

2.

3.

Average Equity Risk Premium Using S&P
Holding Period Returns 4.61 %

Equity Risk Premium based on Projected Market
Appreciation of the S&P Utility Index

Forecasted Equity Risk Premium based on
5. Projected Total Return on the S&P Utilities

Index (Value Line Data) (4) 4.86

Forecasted Equity Risk Premium based on
5, Projected Total Return on the S&P Utilities

Index (Bloomberg Data) (5) , 5.37

7. Average Equity Risk Premium (6) 4.95 %

Notes: (1) Based on S&P Public Utility Index monthly total returns and Moody's Public Utility
Bond average monthly yields from 1928-2017. Holding period returns are
calculated based upon income received (dividends and interest) plus the relative
change in the market value of a security over a one-year holding period.

(2) This equity risk premium is based on a regression of the monthly equity risk
premiums of the S&P Utility Index relative to Moody's A rated public utility bond
yields from 1928 - 2017 referenced in note 1 above.

(3) The Predictive Risk Premium Model (PRPM) is applied to the risk premium of the
monthly total returns of the S&P Utility Index and the monthly yields on Moody's A
rated public utility bonds from January 1928 - March 2018.

(4) Using data from Value Line for the S&P Utilities Index, an expected return of 9.80%
was derived based on expected dividend yields and long-term growth estimates as
a projty for market appreciation. Subtracting the expected A rated public utility
bond yield of 4.94%, calculated on line 3 of page 3 of diis Schedule results in an
equity risk premium of 4.86%. (9.80% - 4.94% = 4.86%)

(5) Using data from Bloomberg Professional Service for the S&P Utilities Index, an
expected return of 10.31% was derived based on expected dividend yields and long-
term growth estimates as a proxy for market appreciation. Subtracting the
expected A rated public utility bond yield of 4.94%, calculated on line 3 of page 3 of
this Schedule results in an equity risk premium of 5.37%. (10.31% - 4.94% =
5.37%)

(6) Average oflines 4 through 6.



f arnlina Water Services. Inc. of North Carolina

Indicated Common Equity Cost Rate Through Use
nf the Traditional Capital Asset Pricing Model rCAPM") and Empirical Capital Asset Pricing Model f RCAPM1

Proxy Group of Six Water Companies

American States Water Co.

American Water Works Company Inc

Aqua America Inc

California Water Service Group
Middlesex Water Co.

York Water Co.

Mean

Median

Average of Mean and Median

[1]

Value Line

Adjusted
Beta

[2]

Bloomberg
Adjusted Beta

[3]

Average
Beta

[4]

Market Risk

Premium [1)

[5]

Risk-Free

Rate (21

[6]

Traditional

CAPM Cost

Rate

[7]

ECAPM Cost

Rate

[8]

Indicated

Common

Equity Cost
Rate

0.80 0.79 0.80 9.12 % 3.69 % 10.99 % 11.44 % 11.21 %

0.65 0.71 0.68 -  9.12 3.69 9.89 10.62 10.26

0.75 0.79 0.77 9.12 3.69 10.71 11.24 10.97

0.80 0.88 0.84 9.12 3.69 11.35 11.72 11.53

0.80 0.93 0.87 9.12 3.69 11.62 11.92 -
11.77

0.80 0.93 0.87 9.12 3.69 11.62 11.92 11.77

0.81 11.03 % 11.48 % 11.25 %

0.82 11.17 % 11.58 % 11.37 %

0.82 11.10 11.53 11.31 %

Notes on page 2 of this Schedule.
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Notes to Accompany the Anpllcation ofthe CAPM and ECAPM

Notes:

(1) Themarketriskpremium(MRP)isderivedby using six different measures from three sources: Ibbotson, Value Line, and
Bloomberg as illustrated below;

Measure 1: Ibbotson Arithmetic Mean MRP (1926-2016)

ArithmeticMeanMonthly Returns for Large Stocks 1926-2016: 11.97 %
Arithmetic Mean Income Returns on Long-Term Government Bonds: 5.17
MRP based on Ibbotson Historical Data: ^

Measure 2: Application ofa Regression Analysis to Ibbotson Historical Data
(1926-2016) 8.49 %

Measure 3: Application ofthe PRPM to Ibbotson Historical Data:
Qanuary 1926 • March 2018)

Average Historical Data MRP

Value Line MRP Estimates:

Measure 4: Value Line Projected MRP (Thirteen weeks ending March 30,2018)

Total projected return on the market 3-S years hence*: 9.34 %
Projected Risk-Free Rate (see note 2): 3.69
MRP based on Value Line Summary & Index: %

*Porcasted 3-5 year capital appreciation plus expected dividend yield

Measure 5: Value Line Projected Return on the Market based on the S&P SOO

Total return on the Market based on the S&P 500: 15.73 %

Projected Risk-Free Rate (see note 2): 3.69
MRP based on Value Line data 12.04 %

7.S5 %

Average Value Line MRP: ^8^84 %

Measure 6: Bloomberg Projected MRP

Total return on the Marketbased on the S&P 500: 14.59 %

Projected Risk-Free Rate (see note 2): 3.69
MRP based on Bloomberg data 10.90 %

9.12 %Average ofValue Line, Ibbotson, and Bloomberg MRP:

(2) For reasons explained in the direct testimony, the appropriate risk-free rate for cost of capital purposes is the average forecast of
30 year Treasury Bonds per the consensus of nearly 50 economists reported In Blue Chip Financial Forecasts. (See pages 10-11 of
Schedule DWD-4.) The projection of the risk-free rate is illustrated below:

Second Quarter 2018 3.20 %
Third Quarter 2018 330

Fourth Quarter 2018 3.50
First Quarter 2019 3.60

Second Quarter2019 3.70

ThirdQuarter2019 3.80

2019-2023 4.10

2024-2028 4.30

(3) Average of Column 6 and Column 7.

Sources of Information:

Value Line Summary and Index
Blue Chip Financial Forecasts, December 1,2017 and April 1,2018
Stocks, Bonds, Bills, and Inflation • 2017 S6B1 Yearbook, John Wiley & Sons, Inc
Bloomberg Professional Services

3.69 %
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Carolina Water Service. Inc. of North Carolina

Basis of Selection of the Group of Non-Price Regulated Companies
Comparable in Total Risk to the Utility Proxy Group

The criteria for selection of the Non-Price Regulated Proxy Group was that the non-
price regulated companies be domestic and reported in Value Line Investment Survey
[Standard Edition].

The Non-Price Regulated Proxy Group was then selected based on the unadjusted
beta range of 0.38 - 0.78 and residual standard error ofthe regression range of2.4465
- 2.9177 of the Utility Proxy Group.

These ranges are based upon plus or minus two standard deviations of the
unadjusted beta and standard error of the regression. Plus or minus two standard
deviations captures 95.50% of the distribution of unadjusted betas and residual
standard errors of the regression.

The standard deviation ofthe Utility Proxy Group's residual standard error ofthe
regression is 0.1178. The standard deviation of the standard error of the regression is
calculated as follows:

Standard Deviation ofthe Std. Err. ofthe Regr. = Standard Error ofthe Regression
4in

where: N = number of observations. Since Value Line betas are derived from
weeklyprice change observations over a period of five years, N = 259

Thus, 0.1178 = 2.6821 = 2.6821

Vils 22.7596

Source of Information: Value Line, Inc., March 2018
Value Line Investment Survey [Standard Edition]



Carolina Water Services. Inc. of North Carolina

Basis of Selection of Comparable Risk
Domestic Non-Price Regulated Companies

Docket No. W-354 Sub 360

D'Ascendis Direct Exhibit No. 1

Schedule DWD-6

Page 2 of 3

[1] [2] [3] [4]

Residual

Value Line Standard Standard

Adjusted Unadjusted Error of the Deviation

Projqr Group of Six Water Companies Beta Beta Regression ofBeta

American States Water Co. 0.75 0.62 2.7925 0.1058

American Water Works Company Inc 0.65 0.42 2.0354 0.0771

Aqua America Inc 0.70 0.54 - 2.1992 0.0833

California Water Service Group 0.75 0.62 2.6641 0.1010

Middlesex Water Co. 0.80 0.63 3.1066 0.1177

York Water Co. 0.80 0.67 3.2949 0.1249

Average 0.74 0.58 2.6821 0.1016

Beta Range [+/- 2 std. Devs. of Beta) 0.38 0.78

2 std. Devs. of Beta 0.20

Residual Std. Err. Range (]+/- 2 std.
Devs. of the Residual Std. Err.) 2.4465 2.9177

Std. dev. of the Res. Std. Err. .

2 std. devs. of the Res. Std. Err.

0.1178

0.2356

Source of Information: Valueline Proprietary Database, March 2018



Carolina Water Services. Inc. of North Carolina

Proxy Group of Non-Price Regulated Companies
Comparable in Total Risk to the

Proxy Group of Six Water Companies
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[1] [2] [3] [4]

Residual

Standard Standard

Proxy Group of Seventeen Non-Price VL Adjusted Unadjusted Error of the Deviation of

Regulated Companies Beta Beta Regression Beta

ABM Industries Inc. 0.80 0.67 2.5536 0.0968

AutoZone Inc. 0.80 0.69 2.6223 0.0994

Cheesecake Factory 0.75 0.55 2.7238 0.1032

CBOE Holdings 0.70 0.49 2.5467 0.0965

Chemed Corp. 0.80 0.63 2.9158 0.1105

C.H. Robinson 0.85 0.71 2.6970 0.1022

Cigna Corp. 0.85 0.76 2.7306 0.1035

Darden Restaurants 0.85 0.74 2.7669 0.1049

DaVita Inc. 0.85 0.77 2.7539 0.1044

Forrester Research 0.70 0.48 2.6673 0.1011

Hormel Foods 0.75 0.56 2.5540 0.0968

IQVIA Holdings 0.85 0.75 2.5724 0.0989

Mercury General 0.80 0.62 2.4507 0.0929

Vail Resorts 0.80 0.69 2.5050 0.0949

Pinnacle Foods 0.80 0.66 2.5411 0.0973

Spectrum Brands 0.85 0.70 2.8926 0.1096

WestPharmac. Svcs. 0.85 0.74 2.6305 0.0997

Average 0.80 0.66 2.6500 0.1000

Proxy Group of Six Water Companies 0.74 0.58 2.6821 0.1016

Source of Information: Valueline Proprietary Database, March 2018
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narnlina Water Services. Inc. of North Carolina Page 1 of 6

Summary of Cost of Equity Models Applied to
Proxy Group of Seventeen Non-Price Regulated Companies

Comparable in Total Risk to the
Proxv Group of Six Water Companies

Projy Group of
Seventeen Non-

Price Regulated

Principal Methods Companies

Discounted Cash Flow Model (DCF) [1) 14.15 %

Risk Premium Model [RPM) [2] 12.46

Capital Asset Pricing Model (CAPM) (3] 11-78

Mean 12.80 %

Median 12.46 %

Average of Mean and Median 12.63 %

Notes;

[1] From page 2 .of this Schedule.
[2] From page 3 of this Schedule.
[3] From page 6 of this Schedule.



Carolina Water Services. Inc. ofNnrth famlina

DCF ResultsfortheProxy GroupofNon-Price-RegulatedCompanies Comparable in Total Risk to the

[1] [2] [3] [4] [S] [6] [71 [81

Proxy Group of Seventeen
Non-Price Regulated
Companies

ABM Industries Inc.

AutoZone Inc.

Cheesecake Factory

CBOE Holdings

Chemed Corp.

C.H. Robinson

Cigna Corp,

Garden Restaurants

DaVita Inc.

Forrester Research

Hormcl Foods

IQVIAIIoldings

Mercury General

Vail Resorts

Pinnacle Foods

Spectrum Brands
West Pharmac. Svcs.

Value Line

Projected Five

Year Growth in

Reuters Mean

Consensus Projected
Five Year Growth

Zack's Five

Year Projected

Growth Rate In

Yahoo! Finance

Projected Five
Year Growth in

Average

Projected Five

Year Growth Adjusted

Indicated

Common Equity

Dividend Yield EPS Rate in EPS EPS EPS Rate in EPS Dividend Yield Cost Rate fll

1.91 % 15.00 % 16.00 % NA % 16.00 % 15.67 % 2.06 % 17.73 %

11.50 11.68 12.70 11.68 11.89 •
NA

2.42 7.00 10.88 14.40 10.88 10.79 2.55 13.34

0.89 16.50 17.90 17.60 17.90 17.48 0.97 18.45

0.42 13.50 10.00 10.00 10.00 10.88 0.44 11.32

2.00 9.50 9.86 9.00 9.86 9.56 2.10 11.66

0.02 12.50 13.92 12.90 13.92 13.31 0.02 13.33

2.66 13.00 13.52 10.90 13.53 12.74 2.83 15.57

. 9.00 23.74 16.80 23.74 18.32 -

NA

1.88 8.00 12.00 12.00 12.00 11.00 1.98 12.98

2.22 10.50 NA 9.30 0.53 6.78 2.30 9.08

14.50 16.65 13.80 16.15 15.28 -
NA

S.25 14.00 25.30 25.30 25.30 22.48 5.84 28.32

2.68 18.00 23.70 NA 23.70 2150 2.97 24.77

2.25 10.50 9.60 8.00 9.60 9.43 2.36 11.79

1.56 12.00 5.05 14.60 5.05 9.18 1.63 10.81

0.60 14.00 10.20 13.70 10.20 12.03 0.64 '12.67

Mean 15.13

Median

AverageofMcanand Median

13.16

14.15 %

Source oflnformation:

NA= Not Available

NMF= Not Meaningful Figure

(1) TheapplicationoftheDCFmodel to the domestic, non-price regluated comparable risk companies is Identical to the application of the DCF to the utility proxy group. The
dividend yield is derived by using the 60 day average price and the spot indicated dividend as of March 30,2018. The dividend yield is then adjusted by 1/2 the average
projected growth rate in EPS, which is calculated by averaging the 5 year projected growth in EPS provided by Value Line, www.reuters.com,www.zacks.com, and
www.yahoo.com (excluding any negative growth ratesj and then adding that growth rate to the adjusted dividend yield.

Value Line Investment Survey

www.rcuters.com Downloaded on 03/29/2018
www.zaeks.com Downloaded on 03/29/2018

www.yahoo.com Downloaded on 03/29/2018
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Carolina Water Services. Inc. of North Carolina page 3 of 6

Indicated Common Equity Cost Rate

Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach-

Proxy Group of
Seventeen Non-

Price Regulated

Line No. Companies

1. Prospective Yield on Baa Rated

Corporate Bonds [1] 5.41 %

2. Equity Risk Premium [2) 7.05

3. Risk Premium Derived Common

Equity Cost Rate 12.46 %

Notes: (1) Average forecast of Baa corporate bonds based upon the consensus of
nearly 50 economists reported in Blue Chip Financial Forecasts dated
December 1,2017 and April 1,2018 [see pages 10 and 11 of Schedule
DWD-4). The estimates are detailed below.

Second Quarter 2018 4.80 %
Third Quarter 2018 5.00

Fourth Quarter 2018 5.10
First Quarter 2019 5.30

Second Quarter 2019 5.40
Third Quarter 2019 5.50

2019-2023 6.00

2024-2028 6.20

Average 5.41 %

[2] From page 5 of this Schedule.
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Comparison of Long-Term Issuer Ratings for the
Proxy Group of Seventeen Non-Price Regulated Companies of Comparable risk to the

Proxv Group of Six Water Companies
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Moody's

Long-Term Issuer Rating
March 2018

Standard & Poor's

Long-Term Issuer Rating

March 2018

Long- Long-
* Term Term

Proxy Group ofSeventeen Non- Issuer Numerical Issuer Numerical

Price Regulated Companies Rating" Weighting (1] Rating Weighting fll

ABM Industries Inc. NR
„ NR ..

AutoZone Inc. Baal 8.0 EBB 9.0

Cheesecake Factory NR "
NR ~

CBOE Holdings Baal 8.0 BBB+ ■8.0

Chemed Corp. WR -
NR -

C.H. Robinson NR - BBB+ 8.0

Cigna Corp. Baal 8.0 A ~

Darden Restaurants Baa2 9.0 BBB 9.0

DaVita Inc. Ba3 13.0 BB 12.0

Forrester Research NR -
NR -

Hormel Foods A1 5.0 A 6.0

IQVIA Holdings NR "
BBB- 10.0

Mercury General Baa2 9.0 NR "

Vail Resorts NR "
NR "

Pinnacle Foods NR "
BB- 13.0

Spectrum Brands NR ~
NR "

West Pharmac. Svcs. NR " NR ~

Average Baa2 8.6 BBB 9.4

Notes:
[1] From page 6 of Schedule DWD-4.

Source of Information:
Bloomberg Professional Services
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Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for

Proxy Group of Seventeen Non-Price Regulated Companies of Comparable risk to the
Proxy Group of Six Water Companies

Proxy Group of
Seventeen Non-

Price Regulated

Line No. Equity Risk Premium Measure Companies

Ibbotson-Based Equitv Risk Premiums;

1. Ibbotson Equity Risk Premium (1) 5.56 %

2. Regression on Ibbotson Risk Premium Data (2) 7.31

3. Ibbotson Equity Risk Premium based on PRPM [3] 6.66

4. Average Ibbotson Equity Risk Premium —

Value Line-Based Equitv Risk Premiums:

5.
Equity Risk Premium Based on Value Line

Summary and Index [4) 4.68

Equity Risk Premium Based on Value Line

S&P 500 Companies C5) 11.07

7. Average Value Line Equity Risk Premium 7.87

Bloomberg-Based Equitv Risk Premium;

Equity Risk Premium Based on Bloomberg
S&P 500 Companies [6) 9.93

9. Conclusion of Equity Risk Premium (7) 8.10 %

10. Adjusted Beta [8) 0.87 .

11. Forecasted Equity Risk Premium 7.05 %

Notes;

(1) From note 1 of page 9 of Schedule DWD-4.
[2^ From note 2 of page 9 of Schedule DWD-4.
(3) From note 3 of page 9 of Schedule DWD-4.
(4) From note 4 of page 9 of Schedule DWD-4.
(5) From note 5 of page 9 of Schedule DWD-4.
(6) From note 6 of page 9 of Schedule DWD-4.

■  (7] Average of lines 4,1, and 8.
[8] Average of mean and median beta from page 6 of this Schedule.

Sources of Information;

Stocks, Bonds, Bills, and Inflation - 2017 SBBI Yearbook, John Wiley & Sons, Inc.
Value Line Summary and Index

Blue Chip Financial Forecasts, December 1, 2017 and April 1, 2018
Bloomberg Professional Services



Carolina Water Services. Inc. of North Carolina

Traditional CAPM and ECAPM Results for the Proxy Group of Non-Price-Regulated Companies Comparable in Total Risk to the
Proxy Group of Six Water Comnanies

[1] [2] [3] [4] [5] [6] [7] [8]

Value Line Traditional

Proxy Group of Seventeen Non-Price Adjusted Bloomberg Average Market Risk Risk-Free Rate CAPM Cost ECAPM Cost

Regulated Companies Beta Beta Beta Premium fll f21 Rate Rate

ABM Industries Inc. 0.80 1.17 0.98 9.12 % 3.69 %

ft

12.63 % 12.67 %

AutoZone Inc. 0.80 0.83 0.81 9.12 3.69 11.08 11.51

Cheesecake Factory 0.75 0.96 0.86 9.12 3.69 11.53 11.85

CBOE Holdings 0.70 1.11 0.91 9.12 3.69 11.99 12.19

Chemed Corp. 0.80 0.97 0.89 9.12 3.69 11.81 12.06

C.H. Robinson 0.85 0.90 0.87 9.12 3.69 11.62 11.92

Cigna Corp. 0.85 0.91 0.88 9.12 3.69 11.72 11.99

Darden Restaurants 0.85 0.91 0.88 9.12 3.69 11.72 11.99

DaVita Inc. 0.85 0.94 0.89 9.12 3.69 11.81 12.06

Forrester Research 0.70 1.06 0.88 9.12 3.69 11.72 11.99

Hormel Foods 0.75 0.61 0.68 9.12 3.69 9.89 10.62

IQVIA Holdings 0.85 1.07 0.96 9.12 3.69 12.45 12.54

Mercury General 0.80 0.93 0.87 9.12 3.69 11.62 11.92

Vail Resorts 0.80 0.93 0.87 9.12 3.69 11.62 11.92

Pinnacle Foods 0.80 0.71 0.75 9.12 3.69 10.53 11.10

Spectrum Brands 0.85 0.70 0.78 9.12 3.69 10.80 11.31

West Pharmac. Svcs. 0.85 0.92 0.88 •  9.12 3.69 11.72 11.99

Mean 0.86 11.54 % 11.86 %

Median 0.88 11.72 % 11.99 %

Average of Mean and Median 0,87 11.63 % 11.93 %

Notes:

(1) From Schedule DWD-5, note 1.
[2) From Schedule DWD-5, note 2.

Indicated

Common Equity

Cost Rate (31

12.65 %

11.29

11.69

12.09

11.93

11.77

11.85

11.85

11.93

11.85

10.26

12.49

11.77

11.77

10.82

11.05

11.85

11.70 %

11.86 %

11.78 %

O

o
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Derivation of investment Risk Adjustment Based upon
ihiiotsnn Associates'Si7e Premia for the Decile Portfolios of the NYSK/AMEX/NASDAQ

[1] [2] [3] [4]

Line No.

1.

2.

Market Capitalization on March 29,
2018 fll

Carolina Water Services, Inc. of North Carolina

Proxy Group of Six Water Companies

[millions]

$  182.481

$ 4,240.418

(times larger)

23.2 X

Applicable Decile of
the NYSE/AMEX/
NASDAQ (21

10

4

Applicable Size
Premium (31

5.59%

0.98%

Spread from
Applicable Size
Premium (41

4.61%

[A]

Decile

Largest

Smallest

Notes:

[B] [C] [D] [E]

Size Premium

Recent Average (Return in

Number of Recent Total Market Market Excess of

Companies Capitalization Capitalization CAPM)

(millions) (millions)

1 191 $15,290,475.30 $80,054.84 -0.35%

2 200 $3,010,671.02 $15,053.36 0.61%

3 202 $1,609,575.62 $7,968.20 0.89%

4 221 $1,010,851.81 $4,573.99 0.98%

5 227 $677,120.07 $2,982.91 1.51%

6 259 $541,038.00 $2,088.95 1.66%

7 283 $384,129.20 $1,357.35 ■ 1.72%

8 361 $297,164.94 $823.17 2.08%

9 487 $212,609.64 $436.57 2.68%

10 790 $92,882.17 $117.57 5.59%

•From 2017 Stocks, Bonds, Bills, and Inflation (SBBI) Yearbook

(1) From page 2 of this Schedule.
(2) Gleaned from Column (D) on the bottom of this page. The appropriate decile (Column (A)) corresponds to the

market capitalization of the proxy group, which is found In Column 1.

(3) Corresponding risk premium to the decile is provided on Column (E) on the bottom of this page.
(4) Line No. 1 Column 3 - Line No. 2 Column 3. For example, the 4.61% in Column 4, Line No. 2 is derived as follows

4.61% = 5.59% - 0.98%.
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Carolina Water Servires. Inc. of North Carolina
Market Capitalization of Carolina Water Services. Inc. of North Carolina and

[11 [2] [3] [4] .[5] [6]

Company Exchange

Carolina Water Services, Inc. of North Carolina

Common Stock Shares
Outstanding at Fiscal

Year End 2017
(millions]

NA

Book Value per
Share at Fiscal
Year End 2017

NA

TotafCommon Equity
at Fiscal Year End

.2017
(millions]

Closing Stock
Market Price on
March 29,2018

60.726 (4] NA

Market-to-
Book Ratio on

March 29,
2018 (2]

Market
Capitalization
on March 29,

2018(3]
(millions]

Based upon Proxy Group of Six Water Companies 300.5 (51 $ 182.481 (6]

Proxy Group of Six Water Companies
American States Water Co.
American Water Works Company Inc
Aqua America Inc
California Water Service Group
Middlesex Water Co.
York Water Co.

Average

NYSE 36.681 ii  14.447 $ 529.945 $  53.060 367.3 % $  1,946.283

NYSE 178.445 30.177 S 5,385.000 82.130 272.2 14,655.651

NYSE 177.714 11.016 $ 1,957.621 34.060 309.2 6,052.937

NYSE 48.012 14.443 S 693.462 37.250 257.9 1,788.463

NASDAQ 16.352 14.015 S 229.175 36.700 261.9 600.118

NASDAQ 12.873 9.276 $ 119.405 31.000 334.2 399.055

78.346 it  15.562 $ 1,485.768 $  45.700 300.5 % $  4,240.418

NA= Not Available

Notes: (1] Column 3 / Column 1.
(2] Column 4/ Column 2.
(3] Column 1 • Column 4.
(4] Equals Company-requested rate base multiplied by the Company-requested equity ratio.
(5] The market-to-book ratio of Carolina Water Services, Inc. of North Carolina on March 29,2018 is assumed to be equal to the market-to-

book rado of Proxy Group ofSix Water Companies on March 29,2018.
(6] Carolina Water Services, inc of North Carolina's common stock, if traded, would trade at a market-to-book ratio equal to the average

market-to-book rado at March 29.2018 of Ae Proxy Group of Six Water Companies, 300.5%, and Carolina Water Services, Inc. of North
Carolina's market capitalization on March 29,2018 would therefore have been $182.48 million.

Source of Informadon; 2017 Annual Forms lOK
Bloomberg Financial Services
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Docket No. W-354, Sub 360 Public Staff

D'Ascendls Direct

Cross Exam Exhibit

i/fl
\A

utilities, Inc. Market Capitalization Compared to Proxy Group
Companies American States Water, California Water Service Group,

Middlesex Water Company, and York Water Company

Utilities Inc.

Equity June 30, 2018
$252.2 Million

Proxy Group
Market to Book Ratio

March 29, 2018
300.5 (1)

Utilities Inc.

Market Capitalization
$758 Million

Market Caoitalization

American States Water $1,946 Million (2)

California Water Service Group $1,788 Million (2)

Middlesex Water Company $600 Million (2)

York Water Company $399 Million (2)

(1) D'Ascendis Direct Exhibit No. 1, Schedule DWD - 8, page 2, column 5

(2) D'Ascendis Direct Exhibit No. 1, Schedule DWD - 8, page 2, column 6
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Recommended

Capital
Recommended Structure (Debt Date

Company Name Case Number State Date Filed Subject ROE / Equity) Authorized

Middlesex Water Company WR15030391 NJ Mar-15 Rate of Return 10.40®/o 47.00%/53.00®/o 7/27/2015

Utility Services of Illinois, Inc. 1^7A1__ IL Apr-15 Rate of Return N/A 1(3) N/A ,.(3) 9/22/2015

tGarolioajyVafer.Seivice.lnc.../' /l2,0,15='l99.-;WS.'I7 .scT"" /Rate of RMu^- 3!6r6d®/o -'i63o%., .',^i29%T50.'7:1®/o-' i12/22/2015?
Aqua Indiana, Inc. Aboite Wastewater Division 44752 IN " Mar-16 Rate of Return ^O.YsVo-10.70% 49.99'®% / 50'.0r/o 8/4/2016

Aqua Ohio, Inc. 16-0907-WW-AIR OH May-16 Rate of Return 10.25®/o - 10.65®/o 48.05®/o-51.95®/o 2/14/2017

Raccogn^Creek^Utility Operating Company, Inc. SR-2016-0202 MO Sep-16 Rate of Return 15.75®/o 88.60®/o/11.40®/o 10/17/2016

Aqua'Illinois. Inc. ;""i7^0259" ^IL, - -May-17~-" Rate~of Return'.^ '10:85®/o 7 ^6;83®/o /'53^17®^ , ^■'3/2/2018; "
. Aqua Virginia; iric; „P.URr2017-O"0D82--VA- Aug-.17' RateofReturp..' Y10.6Q®/oJ 49.05®/o /'.56.a5®/o.' ■'ingoing. J
Columbia Water Company R-2017-2598203 " PA "Sep-J?

"Oct-.17.J
Rate of Retum , irsoVo" 4i773®%/58.27®/c. 3/1/2018

MkljJleVex^ater'Company jWR17iai049 ] ['NJ~" jR'ate;of.Retum - ,^.7p%__? ^7;0b%/53.Q0®/oy v3/6/2018_7
Indian HillilJtility^Operating Company. Inc. WR-26i7^259 MO' o'ct-17 Rate of Retum 15'.20®A 777l2%/22.'88®/o 11/21/2017
Kaupulehu Water Company 2016-0363 HI Feb-18 Rate of Retum 11.60®/o 46.00®/o/54.00®/o Ongoing
Carolina Water Sen/ice, Inc. 2017-292-WS SC Feb-18 Rate of Retum 10.45®/o-10.95®/o 48.11®/o/51.89®/o 5/26/2018
SUEZ Water Pennsylvania Inc. R-201 8-3000834 PA /\pr-18 Rate of Return 10.40®A-11.50®/o 45.82®/o/54.18®/o Ongoing
Arizona Water - Northern Group W-01445A-18-0164 AZ JuM6 Rate of Retum 10.80®/o-11.35®/o 42.75®/o/57.25®/o Ongoing
Aqua North Carolina, Inc. W-218, Sub 497 NC JuMe Rate of Retum 10.90®/o 50.00®A/S0.00®/o Ongoing
Carolina Water Service, Inc. of North Carolina W-354, Sub 360 NC Sep-18 Rate of Retum 11.50®/o-11.90®/o 47.11®A/52.89®/o Ongoing

Authorized
Capital

Authorized Structure
ROE (Debt / Equity)
9.75% (1)48.36%/51.64% (1)
N/A (1) N/A (1)

(9:^4%J'(1)t8.99% / 51.01®/ (1)
9.70%" (1)19.99®/o / 50.01®/ (1)
9.87®/o (1)t8.05®/o - 51.95®/ (1)

12.15®/o (1) NA (1)
•  •'9:6d>* (1)46.48®^/53.22%(1)

N/A (1) N/A (1)
/9r60®/o" ..'(1 )47.00®/o/53.00®/o (1)
VZOO®/, (1)35.00®/o/35.00®/(1)

10.50®/o 48.11®/o/51.89®/o

N/A = Not applicable
NA = Not available

Notes:
(1) Result is a product of a setlement / stipulation.
(2) Testimony in this area was provided by Pauline M. Ahem.
(3) Rebuttal Testimony only, no independent analysis.
(4) Testimony in this area was provided by another witness.

Note; Aqua,Virginia'in.CaseNumber.RU,R-20.17i00085.wth,a;Stlpulation-Re)E.9.25%'
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Maj^r'RateCase DeiGisi o n s

The return on equity authorized in water utility rate cases averaged 9.41 %, for the six
months ended June 30,2018, below the 9.56% average ROE authorized water utilities
nationwide in rate cases decided in calendar-2017, as monitored by Regulatory
Research Associates, an offering of S&P Global Market Intelligence.

Duringthesecond quarter, just two water utility rate cases werefinalized. In a litigated
proceeding in South Carolina, Utilities Inc. subsidiary Carolina Water Service, Inc.
was authorized a 10.5% ROE, which marks the highest authorized ROE of the year. In
a black box settlement for Missouri American Water Co., which was silent regarding
cost of capital parameters, the order noted that the parties had recommended
returns on equity in the range of 9.5% to 10%. This case is not included the rate case
in the year-to date average, as no ROE determination was made by the commission.
If the midpoint of the range in the Missouri case were included, the average for rate
cases completed during the first two quarters would have been 9.46%.

In water utility rate cases decided during 2017 the ROE average for decisions that
Included cost of capital parameters was 9.56%, falling within a range of 9 % to 10.4%.

Water utility rate case decisions — January to June 2018

Date Company State

ROR

(*)
ROE

(%)

Common

equity as %
of capital

Rate base

($M) Test year
03/07/18 Aqua Illinois IL 7.52 -•:9.80,___4 53.22 268 12/2018

03/22/18 California American Water Co.* CA 7.61 9.20 55.39 NA NA

03/22/18 California Water Service Co.* CA 7.48 9.20 53.40 NA NA

03/22/18 Golden State Water Co.* CA 7.91 8.90 57.00 NA NA

03/22/18 San Jose Water Co.* CA 7.64 8.90 53.26 NA NA

03/24/18 Middlesex Water Co. NJ 6.5 9.60 52.75 245 12/2017

05/02/18 Missouri American Water Co.** MO NA NA NA NA 05/2019

05/02/18''Carolina Water ServiceTlhc. NC 8.4 ,10:50' 51.89 55.5 08/2017

Average rate awiA 7.58 '9:4r 63.86

As of July 26,2016.
* This was a eost-of-capital proceeding and no other ratemaklng issues were addressed.
** Case was resolved by a black box settlement with no traditional rote case parameters specified in the order.
However the parties recommended ROEs ranging from 9.5K to 10K.
NAs Not applicable
Source: Regulatory Research Associates, an offering of SftP Global Market Intelligence

Regulatory Research Associates, a group within S&P Global Market Intelligence
©2016 S&PGIobal Market Intelligence

Heike Doerr

Principal Analyst

Sales & subscriptions
Sales_NorthAm@spglobal.com

Enquiries

support.mi@spglobal.com
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Market Intelligence Water Advisory; Major Rate Case Decisions

The 2018 average was driven lower by the ROEs authorized in a California Public Utilities Commission decision
Impacting the state's four larpst water utilities, representing half of the ROEs observed during the period. On March
22, the California Public Utilities Commission approved a revised proposed decision In a cost~of-capital proceeding for
California American Water Co., California Water Service Co., Golden State Water Co. and San Jose Water Co. authorizing
ROEs ranging from 6.Q% to 9.2%. California Water is a subsidiary of California Water Service Group. California American
Is a subsidiary of American Water Works Co. Inc. Golden State Water Is a subsidiary of American States Water Co., and
San Jose Water is a subsidiary of SJW Group.

Water rate case activity has been a bit more robust in 2018 as compared to 2017. There have been eight water utility
rate proceedings decided in 2018 through June 30, compared to six In the comparable 2017 period. Additionally, a final
decision was recently Issued in New York and two Virginia proceedings are awaiting a final decision. An additional 23
rate cases are pending, and RRA expects an additional final decisions to be issued during 2018 in seven to ten of those
proceedings. During 2017,12 rate cases were completed with an ROE disclosed in nine of those proceedings.

Utility sector comparison
ROE trends for electric distribution and natural gas utilities similarly declined in 2018. For electric distribution-
only utilities, the average ROE authorized in the first half of 2018 was 9.18% versus 9.43% in 2017. The average ROE
authorized gas utilities was 9.55% in cases decided during the first two quarters of 2018 versus 9.72% in full year 2017.

As shown in the graph below, the annual average ROE, for all three utility subsectors, has been below 10% since 2012,
as the persistently low interest rate environment has put a downward pressure on authorized ROEs.

Average electric, gas and water authorized ROEs

No. of water rate cases decided'

>Gas ROE

Water ROE

Electrc ROE (delivery only)

i 9.4

25

20

10

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 YTD

As of July 24,2018.
Note: Electric ROE includes rate cases from distribution utilities only
Source: Regulatory Research Associates, an offering of S&P Global Market Intelligence

For additional details on rate case trends for electric and gas utilities, refer to the July 17,2018 report titled Maior Rate
Case Decisions - January - June 2018.

© S&P Global Market Intelligence
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Rate case trends

Since 2012, the number of water rate cases has moderated somewhat. Many water utilities have consolidated their
smaller operating companies, decreasing the frequency of rate filings. California Water Service Group had previously
requested rate changes for its 24 systems on a cycle of eight systems per year, but starting with its 2009 general
rate case, now files for all its jurisdictions in a single filing every three years. The two other large, multi-system water
utilities in California similarly transitioned to consolidated rate proceedings.

By consolidating its small subsidiaries in each of the sixteen states in which Utilities Inc. operates, the company has
also decreased the frequency of base rate case filings. These actions streamline the rate case process and result in
lower rate case expenses that are passed on to customers.

During the 2010-to-2012 time frame, American Water Works Company, Inc. and Aqua America, Inc. swapped assets in
four states, leaving each company's customer count largely unchanged, while allowing for a more targeted approach to
managing regulated operations and optimizing cost structures. Aqua America gained customers in Texas and Ohio in
exchange for its New York and Missouri customers. As these systems were consolidated, rate case frequency declined
in these jurisdictions.

Lastly, the expansion of infrastructure surcharge mechanisms, has slowed the frequency of base rates case in some
jurisdictions. Commonly referred to as a distribution system improvement charge, or DSIC, the mechanism allows water
utilities to earn a return on incremental quall1ying,-non-revenue producing infrastructure replacement in between
general rate cases. DSIC mechanisms for water utilities are utilized in sixteen states, with varying parameters regarding:
qualifying investments; surcharge caps and frequencies; and, program oversight. Not all infrastructure surcharge
programs are created equal.

The water utility sector faces increasing capital investment needs, driven by increasing environmental standards and
aging infrastructure, namely distribution pipes. Widely-cited estimates of the spending needed to upgrade, replace,
and expand water & wastewater infrastructure over the next 20 years range from $600 billion to $1.3 trillion. It stands
to reason that this accelerated spending would warrant the continuation of an active rate case agenda over the next
few years.

Historical rate case details

RRA currently evaluates water utility regulation in 25 state jurisdictions and monitors rate proceedings involving rate
change requests of $0.5 million or greater for the thirteen largest investor-owned and privately-held water utilities.
As RRA broadens its water utility coverage to encompass all 44 states that currently regulate water utilities, this data
set will continue to expand, which will likely result in some adjustments to the historical water industry averages, as
historical data is backfilled.

The individual water utility rate cases for 2014 through 2017 are listed on pages 5 through 6, with the decision date
shown first, followed by the company name, the abbreviation for the state issuing the decision, the authorized rate of
return, or ROR, ROE, and percentage of common equity in the adopted capital structure. The following columns show
the month and year in which the adopted test year ended, and the rate base. Additional details regarding rate requests
and rate rewards pertaining to 2018 proceedings are detailed on page 7.

The simple mean is utilized for the return averages. In addition, the average equity returns Indicated in this report
reflect the cases decided in the specified time periods and are not necessarily representative of the returns actually
earned by utilities industrywide.

© S&P Global Market Intelligence
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Average ROEs authorized 2007 - H1 2018
Water utilities Electric utilities ** Gas utilities

Year Period ROE% (# Cases)* ROE% {# Cases)* ROE% (# Cases)*

2007 Full year 10.07 (15) 9.91 (11) 10.22 (35)

2008 Full year 10.2A (15) 9.86 (9) 10.39 (32)

2009 Full year 10.18 (17) 10.0A (10) 10.22 (30)

2010 Full year 10.18 (25) 10.15 (17) 10.15 (39)

2011 Full year 10.04 (8) 9.98 (12) 9.92 (16)

2012' Full year 9.90 (21) 9.85 (13) ■ 9.9A (35)

2013 Full year 9.73 (11) 9.73 (11) 9.68 (21)

1st quarter '9.50 (A) 9.38 (3) 9.54 (6)

2nd quarter 9.56 (5) 9.65 (3) 9.8A (6)

3rd quarter 9.77 (3) 9.6A («) 9.A5 (5)

Ath quarter 9.20 (1) 9.22 (3) 10.26 (6)

201A Full year 9.69 (13) - 9.A? (13) 9.76 (28)

l8t quarter 9.7A (A) 9.75 (1) 9.A7 (3)

2nd quarter 10.05 (2) 9.00 (2) 9.A3 (3)

3rd quarter 9.75 (3) NA 0 9.75 (1)

Ath quarter 9.55 (2) 9.09 (3) 9.68 (9)

2015 Full year 9.76 (11) 9.17 (6) 9.60 (16)

1st quarter 9.60 (5) NA 0 9.A6 (6)

2nd quarter 9.75 (1) 9.39 (A) 9.42 (6)

3rd quarter 9.93 (2) 9.63 (2) 9.47 (4)

Ath quarter 9.79 (1) 9.09 (6) 9.68 (10).

2016 Full year 9.71 (9) 9.31 (12) 9.54 (26)

1st quarter 9.56 (A) 9.A0 (3) 9.60 (3)

2nd quarter 9.18 (2) 9.53 (3) 9.A7 (7)

3rd quarter 10.40 (1) 9.63 (3) 10.14 (6)

Ath quarter 9.5S (2) 9.26 (5) 9.65 (8)

2017 Full year (9) 9.43 (1A) 9.72 (24)

1st quarter 9.23 (6) 9:00 (1) ^68 "  ■ (6)
2nd quarter 10.50 (1) 9.23 (A) 9.43 (7)

2016 1st half r9.Al 'i (7) 9.18 (5) 9.55 (13)

As ofJune 30,2018.
* (# cases) Identifies the amount of ROE datapolnta available, not the amount of rate
cases completed during the period. '
** Electric ROE includes distribution-only rate proceedings
Source: Regulatory Research Associates, an offering of S&P Global Market Intelligence

® 2018 S&P Global Market intelligence. All rights reserved. Regulatory Research Associates is a group within S&P Global Market Intelligence, a divi
sion of S&P Global (NYSEtSPGI). Confidential Subject Matter. WARNING! This report contains copyrighted subject matter and confidential information
owned solely by S&PGIcbal Market Intelligence (SPGMI). Reproduction, distribution or use of this report in violation of this license constitutes copyright
infringement In violation of federal and slate law. SPGMI hereby provides consent to use the "email this story" feature to redistribute articles within
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S&P Global

Market Intelligence Water Advisory: Major Rate Case Decisions

Water utility decisions (2014-2015)

Date Company State

Return on

rate base

m

Return on Common
equity equltyaa96
(%) ofcaplUI

Rate base
($M) Test year

01/09/14 The York Water Co.
r~ x-.T_ - : ^ ̂ ^ 1^

PA NA NA NA NA 02/15

(02/21/14.. AquaWrginiaUtilitiea, Inc. •' VA 7.24 V NA NA 12/12

02/28/14 Iowa American Water Co. lA 6.47 9.41 52.57 101 12/12

03/10/14 Carolina Water Service of North Carolina NC 8.18 9.75 50.27 36 12/12

.03/04/14 Carolina Water Services, Inc. SC 7.97 9.50 NA 27 12/12

04/15/14 Golden Stat^Water CA NA NA NA 695 12/10

4^]j wlibitircarolfn NC 7.52 50.00 126 03/13

05/237f4~ Waikoloa Utilities HI 7.75 9.90 50.00 17 06/13

06/18/14 Middlesex Water Co. NJ 6.72 9.75 50.71 209 03/14

06/24/14 SUEZWaterNewYorklnc. NY 6.88 9.20 44.00 273 05/16

.06/24/14 SUEZWaterWestcheater NY 7.52 9.20 47.00 38 05/16

08/14/14 San Jose Water CA NA NA NA 517 12/13

08/18/14 California Water CA NA NA NA 861 12/14

08/19/14 Tidewater Utilities, Inc.

• 08/20/14 "A^aNew^reay,
09/1D/i4<Aqua Ohio'Water Co.

DE

NJ

7.92

7.70

9.75

■:;9.757 ^
50.96

52.47

NA

115

09/13

04/14
OH 7.47 g.ioU? 51.60 152 03/14

11/14/14 SUEZ Water New Rochelle, Inc. NY 7.52 9.20 47.00 207 10/15
12/16/14 SuburbanWater CA NA NA NA 120 12/15

2014 Averages/total 7.60 9.59 49.69
Observations 13 13 11

01/28/15 Indiana American Water Co. IN 6.60 a.n 41.55 842 11/16
02/19/15 WalkoloaWater HI 7.75 9.89 50.00 NA 06/13
03/11/15 Maine Water ^ ME 7.20 9.50 48.50 18 12/13
03/25/15 'Aqijniinbls^I? IL 6.09 53.26 87 12/15
04/09/15 California American WaterCo. CA NA NA NA 443 12/15
05/26/15 Maryland American Water MD NA 10.00—> NA NA 09/14
06/29/15 Kona Water Service HI 7.75 ^i'67-ib 53.00 11 06/15
08/19/15 SUEZTomsRiver NJ 7.65 '9.75* 53.00 99 12/15
08/19/15 Middlesex Water Co. NJ 8.73 a.7s 51.36 219 06/15
09/11/15 New Jersey American Water Co. Inc NJ 7.55 9.75 52.00 2,390 07/15

10/29/15 SUEZ Water Pennsylvania PA NA NA NA NA 10/16
12/07/15 Carolina Water Service of North Carolina NC 8.20 9.75 51.00 59 12/14
12/22/15 Carolina WaterServices. Ihc.^ SC 7.99 NA 51 10/16

2015 Averages/total 7.55 9.76 50.41

YTD Observations 10 11 9
As ofJune 30,2018.
NA: Data unavailable
Source: Regulatory Research Associates, an offering of S&P Global Market Intelligence

S&P Global Market InteUigence
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S&P Global

Market Intelligence Water Advisory: Major Rate Case Decisions

Water utility decisions (2016-2017)

Dato Company State

Return on

rate base

(%)

Return on Common

equity equity as %
(%) ofeapital

Rate baae
($M) Teat year

01/07/16 Aqua Virginia', IncfT' i VA 6.94 .^9.25' / 49.20 60 12/14

01/19/16 Artesian Water DE 7.82 9.76 50.54 217 12/17

01/25/16 Utilities, inc. of Central Nevada (UlCN) NV 6.94 9.50 49.45 60 NA

02/24/16 West Virginia American Water Co. WV 7.31 9.75 45.84 529 02/16

02/24/16 CWS Systems, Inc. NC 8.20 9.75 51.00 14 12/14

04/27/16 SUEZ New Jersey Inc. NJ 7.60 9.75 53.00 735 06/16

05/26/16 MissourlAmerlcanWaterCo. MO NA NA NA NA 12/14

06/16/16 San Jose Water Co. CA NA NA NA 659 12/16

08/09/16^^utfNew'Jersey NJ 7.48 WS.J 52.86 133 04/16

08/23/16 Kentuel^Atherican Water Co. KY NA NA NA NA 08/17

Hawaii Water Service

,09/12/16 K'Anapall Division Hi 7.75 10.10 53.00 12 12/16

12/13/16 Illinois American Water Co. IL 7.47 9.79 49.60 683 12/17

12/15/16 Golden States Water CA NA NA NA 700 12/16

12/15/16 California Water Co. CA NA NA NA 996 12/17

2016 AMragaa/tetal 7.50 9.71 50.52

Obsarvatlona 9 9 9

01/27/17 SUEZ Water New York NY 6.92 9.00' 46.00 332 01/18

02/24/17 SUEZ Water Delaware DE NA 9.75 NA NA 06/16

02/27/17 Iowa/American Water lA 8.28 9.60 52.04 108 12/15

03/22/17/Aqua'OhTo;ihcr.'"7 OH 7.47 i9.87^7 NA 169 12/16

' 05/18/17**^ New York American Water Co. NY 6.58 9.10 46.00 276 03/18

05/24/17 Virginia-American Water VA 7.13 9.25 46.09 148 06/15

08/21/17 Monarch Utilities TX NA NA NA 82 06/15

09/21/17 Great Basin Water Co. NV NA NA NA NA 10/16

09/25717" "Ugngs.incjmonaa^ FL 7.09 f10:40»" T 82 12/15

1 1/087i 7 Caroline Water Service, Inc. of North Carolina NC 7.64 S2.00"
_

98 12/16

12/18/17 Pennsylvania American Water Co. PA NA NA NA NA 12/16

12/18/17 The Mair^e Water Co. ME NA g.so NA NA 12/16

2017 Averagaa/tetat 7.33 47.34

YTD Observations 7 6

A8ofJune30.2018.
NA: Data unavallabto

' An ROE of 7.6?i was authorized for investement in the Haverstraw project, making the effective equity return nominally lower.
' Effective equity return is lower, due to punitive returns in 3 systems for for unsatisfactory service quali^
Source: Regulatory Research Associates, an offering ef SSP Global Market Intelligence

S&P Global Market Intetligence



2018 Water utility decisions
Ineraate requosM tncroM* authorized

State Company

Initial

filing
date

Rat*

change
requested
($M)

Rate

change
requested
(*)

Return

on

rate base

(*)

Return

on

equity
m

Common

oquKy/ Rate
total cap baae

(K) ($M) .

Rate

r -- ̂ ichanga ,
Order 'Declsldri authorized
date . ($M)

Rote

change
authorized

(K)

Return on

ratobase

(46)

^Return Common
^^-bn') equity/ Test,
equity,[totalcap year
^(%)-^ {%) end

Rate

,base

($M)

Illinois V,i^|^alllir)oj.^ 05/01/17

10.5 W

1.5 yvw NA 8.18 10.85 53.17

238 W

31 WW

^  „-6.SW
■3/7/18.^Utigated - 0:8 WW

19.1 W
WW 7.52 53.22 12/2018

237 W
31WW

California
pali/prnl^Amerlcp
WaterCo.*' /d4703/lO.9 NA 8.41 10.80 55.39 NA 3/22/18>'Litlg^d NA NA 7.61 0^23 SS.39 NA

53,40 NA

NA

Califprnia
iCallfomie Water-",3
Service Co.*-^""'''" 04/03/17 9.2 1.4 8,31 10.75 53.40 NA 3^/18 Utigated NA NA 7.48 NA

California Golden State,Water Co.*^ 04/03/17
1  —• . - I j,

12.1 4.0 9.11 11.00 57.00 NA 3/22/18 Litigated NA NA 7.91 ^8.9" 57.00 NA
8:9'''' 53.28 NA

NA
California Sah Jose VyaterCc.*

[f^dtosex Wate^Cq./
04/03/17 7.6 2.1 8.63 10.75 53.28 NA 3/22/18'|U,t(gated' NA NA 7.64 ~na].

New Jersey 09/11/17 15.3 19.8 7.07 10.70 52.75 263 3/24/18 ^ttled 5.486 7.2 6.496 52.75 12/2017 245
Missouri American 89.0 W 1,341 W

Missouri VyaterCo.** 06/30/17 0.4 WW NA 8.07 10.80 51.03 30 WW 5/2/18, Settled 24 8.16. NA NA N/\ 05/2019 NA
South Carolina Water Service. 2.3 W 25 W
Carolina Inc. 11/14/17 2.3 WW 23.0 8.62 NA 51.89 30 WW 5/2/18 Utigated 2.9 NA 8.42 riO.5^ 51.89 08/2017 56

* This was a co8t-of>capital proceeding and no other ratemaking issues were addressed.
** Case was resolved by a black box settlement with no tiwlitional rate case parameters specified in the order. However the parties recommended ROEs ranslna from 9.5% to 10%.
NA = Not applicable
Source: Regulatory Research Associates, an offering of S&P Global Market Intelligence

S&PGlobal Market Intelligence



Public Staff D'Ascendis

Cross Examination Exhibit

'/At
\as-{"=9-

2018 Water Utility
Decisions D'Ascendis

Proxy Group

(Source RRA Water Advisory dated July 27, 2018
Major Rate Case Decisions January - June 2018)

Comoanv State Order Date Ad proved ROE % TvDe Case

Aqua Illinois Illinois March 7, 2018 9.6 Litigated

California America Water California March 22,2018 9.2 Litigated

California Water Service California March 22, 2018 9.2 Litigated

Golden State Water
(a subsidiary of American States Water) •

California March 22, 2018 8.9 Litigated

Middlesex Water New Jersey March 24, 2018 9.6 Settled

Average Approved ROE of these six = 9.30%

(Note:) Aqua Virginia entered into a Joint Stipulation in rate increase Case No. PUR-2017-00082 presented on the Virginia
State Corporate Commission at the evidentiary hearing in Richmond on April 24, 2018, which stipulated to use an ROE
range of 8.75% to 9.75%, as stated on page 73 of the Report of D. Mathis Roussy, Jr., Hearing Examiner dated August 16,
2018. Aqua Virginia filed a Response to Report of D. Mathis Roussy, Jr., Hearing Examiner dated September 6, 2018,
which on page 4 states that the Commission should adopt the Hearing Examiner's Report, and adopt the parties' Stipulation.
This Aqua Virginia Response further states on page 11, that Aqua Virginia agrees that the Hearing Examiner proposed
9.25%, Aqua Virginia's current ROE, is the appropriate ROE.



Public Staff

Hinton Exhibit JRH-1

Docket No. W-354, Sub 360
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RISK MEASURES

Group of Water Companies

Public Staff

Hinton Exhibit JRH-2

Docket No. W-354, Sub 360

Value Line S&P

Financial Earnings Price Bond Stock

Company Name Safety Beta Strength Predict. Stability Rating^ Rating® Beta^

1 American States Water 2 0.80 A 95 75 A+ A+ 0.27

2 American Waterworks 3 0.65 B+ 90 100 A B 0.17

3 Aqua America 2 0.75 A 90 95 A+ A+ 0.42

4 California Water Service 3 0.80 B++ 65 75 A+ A+ 0.60

5 Middlesex Water 2 0.80 B++ 80 65 A A- 0.45

6 York Water 3 0.80 B+ 90 60 A- A 0.37

Average 2.5 0.77 85 78 0.38

(. )
Sources:

Value Line Reports for July 13, 2018.

^ S&P Global Ratings, various issues.
'• S&P Global, CFPR Quantitative Stock Report, dated August 17, 2018 and August 18, 2018.

ibid.

Connecticut Water

SJWGorp.

0.65

0.75

B+

B+

85

45

85

65

A

B+

2. Value Une Reports for March 3,2017.
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Public Staff

Hinton Exhibit JRH-3

Docket No. W-354, Sub 360

DCF ANALYSIS

Group of Water Utility Companies

Value Line

Yahoo

Value Line Forecast^ Forecast

Company Name Yield^

EPS

10-Yr

DPS

10-Yr

BPS

10-Yr

EPS

5-Yr

DPS

5-Yr

BPS

5-Yr

EPS

5-Yr

DPS

5-Yr

BPS

5-Yr

EPS

5-Yr

Forecast

Growth Rate

1 American States Water 1.9 9.0 7.0 5.0 7.0 10.5 4.5 6.0 8.0 4.0 4.0 5.5

2 American Water Works 2.2 NA NA 1.0 7.5 8.5 4.0 10.0 10.0 6.0 8.1 8.5

3 Aqua America 2.5 8.5 7.5 6.5 9.5 8.0 7.5 7.5 9.0 5.5 5.0 6.8

4 California Water 1.9 4.5 2.0 4.5 4.0 2.5 5.0 9.5 6.5 3.0 9.8 7.2

5 Middlesex Water 2.1 5.0 2.0 3.5 8.0 2.0 3.5 8.0 5.5 4.0 2.7 5.1

6 York Water 2.1 5.5 3.5 5.0 6.5 3.5 3.5 9.0 8.0 5.0 4.9 6.7

Average 2.1 6.5 4.4 4.3 7.1 5.8 4.7 8.3 7.8 4.6 5.8 6.6

DCF Result 8.6 6.5 6.4 9.2 7.9 6.8 10.4 9.9 6.7 7.9 8.7

Average

Source:

Value Line Summary and Index for June 29, 2018 through September 21, 2018.

July 13, 2018 Value Line Reports.

Yahoo Finance reporting of 6-Yr consensous EPS forecasts, downloaded on September 24, 2018.
The average calculation includes all four measures of predicted growth rate.

Note: Connecticut Water Service, Inc. and the SJW Group were excluded from the Value Line sample due to a merger.



Public Staff D'Ascendis

Direct Cross Examination Exhibit ^
Market Prices - California Water Companies-

California Public Utilities Commission

Order Dated March 22, 2018

Company Approved ROE

California American Water Co.(1) 9.20%

California Water Service Co. 9.20%

Golden State Water Co.(2) 8.90%

San Jose Water Co. 8.90%

Stock Prices - Market Close (3)

March 22. 2018 March 26. 2018 October 15. 2018

American Water Works $80.15 $79.87 $88.00
(AWK)

American States Water $54.45 $52.86 $59.01
(AWR)

California Water Service $37.70 $36.90 $40.47
(CWT)

San Jose Water $53.21 $52.69 $58.25
(SJW)

(1) California American Water Co. is a wholly owned subsidiary of American Water
Works.

(2) Golden State Water Co. is a wholly owned subsidiary of American States Water.

(3) Source; MSN Money
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Public Staff

Hinton Exhibit JRH-4

Docket No. W-354, Sub 360

Page 1 of 2

REGRESSION ANALYSIS OF ALLOWED RETURNS ON EQUITY

[A] [B] [C]=[A]-[B]

Water Utilities

Approved Moody's Water Utility

Returns on A-Rated Risk

Year Equity^ Bond Yields^ Premium

2006 10.23% 6.07% 4.16%

2007 10.07% 6.05% 4.02%

2008 10.24% 6.51% 3.73%

2009 10.18% 6.04% 4.15%

2010 10.18% 5.47% 4.71%

2011 10.04% 5.04% 5.00%

2012 9.90% 4.13% 5.77%

2013 9.73% 4.48% 5.25%

2014 9.59% 4.28% 5.31%

2015 9.76% 4.12% 5.65%

2016 9.71% 3.93% 5.78%

2017 9.56% 4.00% 5.56%

2018 9.41% 4.17% 5.24%

Average 4.95%

Maximum 5.78%

Minimun 3.73%

Sources:

^ Regulatory Research Associates, Water Advisory, June 8, 2017 and Juiy 27, 2018.
^ Moodv's Credittrends with yieid data as of August 31, 2018.



Carolina Water Service. Inc. of North Carolina
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Docket No. W-354 Sub 360

D'Ascendis Direct Exhibit No. 1
Schedule DWD-1

Page 1 of2

Carolina Water Services. Inc. of North Carolina

Recommended Capital Structure and Cost Rates
for Ratemaking Purposes

at December 31. 2017

Type Of Capital

Long-Term Debt

Common Equity

Total

Ratios [1^

47.11%

52.89%

100.00%

Cost Rate

Weighted Cost
Rate

6.00% • [1] 2.83%

11.50% - 11.90% (2) 6.08% - 6.29%

B.91% 9.12%

Notes:

[1] Company-Provided.

(2) From page 2 of this Schedule.



Docket No. W-354 Sub 360

D'Ascendis Direct Exhibit No. 1
Schedule DWD-1

Page 2 of 2

Carolina Water Services. Inc. of North Carolina

Brief Summary of Common Equity Cost Rate

Line No. Principal Methods

1.

2.

3.

4.

5.

6.

7.

8.

Discounted Cash Flow Model (DCF) (1)

Risk Premium Model [RPM), (2]

Capital Asset Pricing Model (CAPM) (3)

Market Models Applied to Comparable Risk, Non-Price
Regulated Companies [4)

Indicated Common Equity Cost Rate before Adjustment for
Size Risk

Size Risk Adjustment [5)

Indicated Common Equity Cost Rate

Range of Common Equity Cost Rates

Proxy Group of Six
Water Companies

9.10%

12.12%

11.31%

12.63%

11.50%

0.40%

11.90%

11.50%-11.90%

Notes: [1) From

From

C3] From

(4] From

(5) From



Docket No. W-354 Sub 360

D'Ascendis Direct Exhibit No. 1

Schedule DWD-2

Page 1 of 2

Proitv(7roiinnfStr Warprfftmnanleii "

CAPITAUZATIONANDFINANClALSrATISTICS (1)

ZQ17 ?016 201?; 2Q14

(MILLIONS OF DOLLARS)

2013

AMOUNTOFCAPITAt.RMPIOVRD

TOTAL PERMANENT CAPITAL

SHORT-TERM DEBT

TOTAL CAPITAL EMPLOYED

INDICATED AVERAGE CAPITAL COST RATES fZI

TOTAL DEBT

PREFERRED STOCK

BASED ON TOTAL PERMANENT CAPITAL-

LONG-TERM DEBT

PREFERRED STOCK

COMMON EQUITY

TOTAL

BASED ON TOTAL CAPITAL:

TOTAL DEBT. INCLUDING SHORT-TERM

PREFERRED STOCK

COMMON EQUITY

TOTAL

$3,164,203 $2,984,170 $2,830,411
$211,958 $175,773 $118,223

$3.376.161 $3159943 $2.948.634

4.78 %

5,91 %

45.27 %

0.12

54.61

100,00 %

48.90 %

0.11

50.99

100.00 %

4.927

5.91

45.38 %

0.13

S4,49

100,00 %

47.91 %

0.12

51.97

100.00 %

5,02 %

5.91 %

45.90 %

ai3

53.97

100.00 %

47.03 %

0.13

52.84

100.00 %

$2,686,017 $2,572,465
$94,412 $123,719

$3 780429 £2.626024

5.162 %

5&1 %

44.69 '

0.14

SS17

100.00 I

46.27 %

0.14

53.60

100.00 %

5,33 %

6,09 %

45.25 %

0.18

5457

100.00 %

47.02 %

0,16

52,82

100.00 %

SYEAR

AVERAGE

4550 %

0.14

54,56

100.00 %

47.43 %

0.13

52.44

100.00 %

FINANHAI. RATIOS- MARKET RASED

EARNINGS/PRICE RATIO
MARKET/AVERAGE BOOK RATIO
DIVIDENDYIELD

DIVIOEND PAYOUT RATIO

TOTAL DEBT/EBITDA131

FUNDS FROM OPERATIONS /TOTAt. DEBT 141

3.42 % 3,63 % 4.38 % 458 % 4.91 % 455 %

31859 290,78 239.19 22355 214.84 25759

1.71 2.19 2.65 2.77 259 2.44

5950 60.14 6a04 5651 57.21 saso

10,89 % 10.57 % 10.43 % 10.90 % 10.61 % 10.68 %

356 X 3.51 X 3.43 X 351 X 3.45 X 3.45 X

22,69 % 22.50 % .26.10 % 26.48 % 24.11 96 2458 %

48.90 % 47.91 % 47.03 % 4657 % 47.02 96 47.42 96

Notes:

(1) All capltaUzation and financial statistics for the group are the arlthmetle average ofthe achieved results for each
individual companyln the group, and are based upon financial statementsasori^nally reported In each year.

(2) Computed by relating actual total debt interest or preferred stock dividends booked to average ofbeginning and
ending total debt or preferred stock reported to be outstanding.

(3) Total debt relative to EBITDA (Earnings before interest, IncomeTaxes. Depredation and Amortization).

(4) Funds from operations (sum ofnet Income, depredation, amortization, net deferred income tax and Investment tax
credits, less total AFUDC) plus Interest charges as a percentage oftotal debL

Source ofInformation: CompanyAnnualFonnslO-K

v..
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D'Ascendis Direct Exhibit No. 1
Schedule DWD-2

Page 2 of 2

Capital Structure Based upon Total Permanent Capital for the
Proxy Group of Six Water Companies

2012-2016. Inclusive

Source of Information

Annual Forms 10-K

2017 2016 2015 2014 2013

5 YEAR

AVERAGE

American States Water Co.

Long-Term Debt

Preferred Stock

Common Equity

Total Capital'

37.75 %

0.00

62.25

39.40 %

0.00

60.60

41.15 %

0.00

58.85

39.15

0.00

60.85

40.30 %

0.00

59.70

39.55 %

0.00

60.45

100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Long-Term Debt
Preferred Stock

Common Equi^

Total Capital

55.81 %

0.07

44.12

54.74 %

0.09

45.17

53.89 %

0,11

46.00

52.70 %

0.15

47.15

52.42 %

0.17

47.41

53.91 %

0.12

45.97

100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Long-Term Debt

Preferred Stock

Common Equity
Total Capital

52.26 %

0.00

47.74 '

50.81 %

0.00

49.19

50.76 %

0.00

49.24

49.45

0.00

50.55

50.32 %

0.01

49.67

50.72 %

0.00

49.28

100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

California Water Service Group

Long-Term Debt

Preferred Stock

Common Equity
Total Capital

44.12 %

0.00

55.88

45.83 %

0.00

54.17

44.69 %

0.00

55.31

40.46 %

0.00

59.54

42.03 %

0.00

57.97

43.43

0.00

56.57

100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Long-Term Debt

Preferred Stock

Common Equity
Total Capital

38.65 %

0.64

60.71

38.91 %

0.68

60.41

40.44 %

0.69

58.87

41.55 %

0.71

57.74

41.37 %

0.88

57.75

40.18 %

0.72

59.10

100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

York Water Co.

Long-Term Debt.

Preferred Stock

Common Equi^

Total Capital

43.02 %

0.00

56.98

42.60 %

0.00

57.40

44.46 %

0.00

55.54

100.00 % 100.00 % 100.00 %

44.81 %

0.00

55.19

100.00 %

45.07 %

0.00

54.93

43.99 %

0.00

56.01

100.00 % 100.00 %

Proxy Grnun of Six Water Companies

Long-Term Debt

Preferred Stock

Common Equity
Total Capital

45.27 %

0.12

54.61

45.38 %

0.13

54.49

45.90 %

0.13

53.97

44.69 %

0.14

55.17

45.25 %

0.18

54.57

45.30

0.14

5436

100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %



Carolina Water Services. Inc. of North Carolina

Indicated Common Equity Cost Rate Using the Discounted Cash Flow Model for
Proxy Group of Six Water Cnmoanles

[1] [2] [3] [4] [5] [6]

Yahoo!

Value Line Zack's Five Finance

Projected Reuters Mean Year Projected Average

Average Five Year Consensus Projected Five Year Projected Five

Dividend Growth in Projected Five Year Growth Rate Growth In Year Growth

Proxy Group of Six Water Companies Yield (11 EPS (2] Growth Rate In EPS in EPS EPS in EPS (31

American States Water Co. 1.89 % 6.50 % 4.00 % 5.00 % 4.00 % 4.88 %

American Waterworks Company Inc 2.04 8.50 10.60 7.50 8.20 8.70

Aqua America Inc 2.36 7.00 7.00 6.00 5.00 6.25

California Water Service Group 1.88 10.00 NA 6.00 9.80 8.60

Middlesex Water Co. 2.43 9.00 NA NA 2.70 5.85

York Water Co. 2.18 9.50 NA NA 4.90 7.20

17]

Adjusted
Dividend Yield (4)

1.94 %

2.13

2.43

1.96

2.50

2.26

[8]

indicated

Common

Equity Cost

Rate (5)

6.82 %

10.83

8.68

10.56

8.35

9.46

Average

Median

Average of Mean and Median

9.12 %

9.07 %

9.10 %

NA= Not Available

Notes:

Source of Information;

(1] Indicated dividend at 03/29/2018 divided by the average closing price of tlie last 60 trading days ending
03/29/2018 for each company.

(2] From pages 2 through 7 of this Schedule.
(3] Average of columns 2 through 5 excluding negative growth rates.
(4] This reflects a growth rate component equal to one-half the conclusion of growth rate (from column 6) x

column 1 to reflect the periodic payment of dividends (Gordon Model] as opposed to the continuous payment.
Thus, for American States Water Co., 1.89%x(l+( 1/2 x 4.88%]] = 1.94%.

(5] Column 6 + column 7.

Value Line Investment Survey
www.reutcrs.com Downloaded on 03/29/2018
www.zacks.com Downloaded on 03/29/2018

www.yahoo.com Downloaded on 03/29/2018
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VALUE

LINE1.9%NYSE-awr
Target Price Range
2020 2021 2022

TIMEUNESS 2 Raised t2/t/t7
SAFETY 2 Raised7J2lV12
TECHNICAL 2 Raised 12Q9ft7
BETA .60 (t.OO»K^rkeO

High: 21.9 23.1 21.0
Low; 15.1 16.8 13.5

LEGENDS
1.25 X Dividends p sh
divided bv Interea Rets
Rebtfve Price Strength

2-tor-l spin 9/13
(Wlone: Yes
sisded 3rsa Indiciies recession mrnrl*^

Ann'l Total
Price Gain Return

High 55 (Nil) 2%
Low 40 >30%) '5%
Insider Decisions

MAUJJASON

leBuY 000000000
Options 11 08203402
bSd 31 4324324 % TOT. RETURN 12/17

THIS ' VLARmL'
STOCK HDEX

1 yr. 29.8 15.8
3 yr. M.1 30.1
5yr. 172.0 92.5

Institutional Decisions

102017 202017 302017

toBuy 87 96 104
Percent 24
shares 16
traded 6to Bet! 89

HU'srOOOl 29082 itfni27880

eVALUE LINE PUB. LLC2002 2003 2004 2005 2006

Revenues per sh
"Cash Flow" per sh
Earnings persh*
Div'd Deci'dpersh^
Cap'l Spending persh
Book Value persh
Common Shs Outst'g'^
Avg Ann'l P/E Ratio
Relative P/E Ratio

Avg Ann'l Div'd Yield

Revenues (»mill)
Net Profit (Smill)

CAPITAL STRUCTURE as of 9/30/17
Total Debt $367.3 min. Due In 5 Yrs $41.7 mill.
LT Debt $321.0 mill. LT Interest $21.3 mill.

(38% ofCapl)
Income Tax Rate

AFUDCKtoNetProft

Long-Term Debt Ratio
Common Equity Ratio

Leases, Uncapltallzed: Annual rentals $2.5 mill
Pension Asset5-12/16 $150.9 ml.

Oblig. 5180.4 mill.
Pfd Stock None.

Total Capital (Smul)
Net Plant ($mni)
Return on Total Cap'l
Return on Shr. Equity
Return on Com Equity

Common Stock 36,679,175 shs.
as of 10/1/17

MARKET CAP: $2.1 billion (Mid Cap) Retained to Com Eq
AllDiv'ds to Net ProfCURRENT POSITION 7015 2016 9/30/17

(SMILL)
Cash Assets 44 .4 6.7
Accts Receivable iftfl 20.0 29.4
Other 109.4 146.5 110.6

Current Assets 132.7 166.9 146.7

Accls Payable •snfi 43.7 53.8
Debt Due 283 90.3 46.3
Other 44.6 43.9 51.8

Current Llab. 123.5 177.9 151.9

ANNUAL RATES Past Past Est'd'14-'16
5 Y t

BUSINESS: American Slates Water Co. operates as a holding
company. Through Its principal subsldia^, Golden State Water
Company, it supplies water to 261,002 customers in 75 titles and
10 counties. Service areas include the greater metropolitan areas of
Los Angeles and Orange Counties. The company also provides

-electric uGlity services to 23,940 customers in the city of Big Bear

6.0%

57%

Lake and in areas of San Bernardino County. Sold Chaparral City
Water of Arizona (6/11). Has 736 employees. BladiRodi, Inc. owns
11.7% of out shares; Vanguard, 9.5%;; off. & dir. 1.5%. (4/17
Proxy). Chairman: Lloyd Ross. President & Chief ExecuGve Officer
Robert J. Sprowis. Inc: CA. Address: 630 East Foothill Blvd., San
Oimas, CA 91773. Tel: 909-394-3600. Internet: www3swater.com.

ofchan9e(p«r5h) lOYrs.
R 5evenues
"Cash Flow"
Earnings
Dividends
Book Value

.5%
7.5%
10.0%

rs.

3.0%
6.5%
9.5%

7.0% 10.5%
5.5% 5.0%

o'20-'22

4,5%
6.0%
6.5%
7.5%
4.0%

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015

2016
2017
2018

QUARTERLY REVENUES ($m!IL)
Mar.31 Jun.30 Sep. 30 Dec. 31

102.0 115.6 138.3 109.9
100.9 114.6 133.0 110.1
93.5 112.0 laS 106.8
98.8 113.2 124.4 f08.6
102 118 135 115

EARNINGS PER SHARE A

Mar,31 Jun.30 Sep.30 Dec.31

28
22
.28
.34
.39

.39 .54 .36

.41 .56 .31

.45 .59 .30

.62 .57 .32

.48 .69 .38

QUARTERLY DIVIDENDS PAID B.

Mar.31 Jun.30 Sep.30 Dec.31

.2025 2025 213 213-

213 213 224 224
.224 .224 224 242
242 242 255 265

Full
Year

465.8
458.6
436.'
445
470

Full'
"Year

1.57
1.60
1.62
1.85
1.85

Full
"Year

.83

.87

.91

.99

American States Water has solid earn
ings prospects. We estimate that the
water utility earned $1.85 per share In
2017, thanks, in part, to an unusual gain
resulting from the sale of certain assets.
Even without this windfall, however, the
company would still have likely recorded a
6% increase in its share net. The positive
momentum from its core water operations
should enable the company's share net to
reach $1.85 once again in 2018.
Our earnings lorecasts are based
upon constructive regulatory treat
ment. As is the protocol in California, a
utility petitions state authorities for rate
relief every three years. The company's
Golden Gate Water subsidiary filed a gen
eral case in July of last year. The applica
tion is for the years 2019, 2020, and 2021.
A final decision is expected by the end of
2018. The California Public Utility Com
mission has been reasonable in the past,
as it has worked with utilities that have

had to spend heavily to upgrade anti
quated pipeline systems as well as suc
cessfully get customers to reduce consump
tion because of droughts.
The nonregulated business provides

opportunity for growth. No matter how
efficiently a utility is run, its profitability
is limited to what state regulators allow.
Through its ASUS business, which
represents about 20% of net Income, the
company has been involved in taking over
the management of water systems of
major U.S. military installation. ASUS has
already signed several 50-year contracts,
and we. expect to see more agreements
reached in the coming years as privatiza
tion in this sector increases.

Timely shares of American States
have been doing well, of late. Since our
last report three months ago. AWR has in
creased over 10%. By comparison, the S&P
500 has risen only about 6%. Typically,
water stocks have been defensive invest

ments for those seeking income. This pat
tern has changed, possibly due to the
limited amount of shares available in the
large-cap sector of the water industry. In
deed. AWR is now trading above our
projected 2020-2022 Target Price Range.
Also, potential interest rates hikes by &e
Federal Reserve may now make this group
less suitable for conservative accounts.

James A. Flood January 12, 2018

(B) Dividends historicaOy paid In early March,
June, September, and December. ■ Div'd rein
vestment plan available.

(C) In mlliions, adjusted for split

due early February.
0 ZOtB Value Line, Inc. AO resetved. Factual material Is obtained bom souices believed to be ceOabte and Is provided (without (warranties of any kind I
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication (s strictly lor s Jiscriber's own, noncommercial. Inlema] use. No pan
01 B may be tepmdced rescM. stored cr ttansiiaied In ary printed, elecacnco(o}ierfcriTvorusedlorgeneialrgotmaikESigai7pririedo(eiecScnlcpib(icaSon,$evlcsarpn()ucLl

Company's Financial Strength A
Stock's Price Stability 75
Price Growth Persistence 75
Earnings Predictability 85

To subscribe call 1-800-VALUELINE
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AMERICAN WATER NYSE-AWK

TUHEUNESS 2 Raised1t/17yt7
SAFETY 3 Hsviem
TECHNICAL 3 L{ifttred1rt2/18
BETA .65 =

2020-22 PROJECTIONS
Annl Total

Price Gain Return
HIgti 90 (Nil) 3%
low 60 (-35%) -6%
Insider Decisions

UAMJJASON

toBu; 000000000
307001 002

toSell 202001003

Institutional Decisions

102017 202017 302017

bBuy 269 281 262
toSeO 302 291 292
KftMOl 160388 15S665 160782

2001 2002 2003 2004

High:
Low:

RECENT
PRICE 89.08

23.7

16.5

LEGENDS
— 0.85 X Dhfidends o sti

divUed by Interea Rate
' • • • Relative Price StrengUi
Miens: Yes
Sikfed aiea nfcaies (eeesaon

Percent 21'
shares 14
traded 7

2005 2006 2007E 2008

23.0

16.2

2009

25.8
19.4

P/E
RATIO

00 A /Tralliiig:3D,2\
ilO.l V^edianiNMPy

32.8

25.2

V

39.4

31.3

45.1

37.0

56.2
41.1

RELATIVE A 07
P/E RATIO l.gf
61.2
48.4

85J2
S8.9

YLO 2.0%
VALUE

LINE

92.4

70.0

H HHIIII II llliHllllliiiii
2010 12011 12012 12013 12014 |2015 |2016 2017 2018

Target Price Range
2020 2021 2022

.128

.96

.80

■64

■48
.40
-32

.24

% TOT. RETURN 12/17
THIS VlARim*

STOCK INDEX
1 yr. 29.0 15.8
3yr. 83.1 30.1
Syr. 1752 92-5

©VALUE LINE PUB. aC

16

H2

20-22
13.06

.65
d57

13.84
iA7

d2.14

14.61
2B7
1.10
.40

13.98
2.89
125
.82

15.49
3.56
1.53

15.18
3.73
1.72
.90

1625
427
2.11
121

1628
426
2X6

16.76
4.75
2.39
1.21

17.72
5.13
2.64
1.33

1851
526
2.62
1.47

18.95
5.80
3.00
1.62

20.10
6.20
3.30
1.76

Revenues persh
"Cash Flow" per eh
Earnings persh a
Div'dDetfdpersh

23.05
7.50
4.15
135

421
23.86

4.74
26.39

621
25.64

4.50
22.91

4.38
23.59

527
24.11

525
25.11

5.50
26.52

5,33
27.39

6.51
2825

726
2924

7.20
30.90

7.25
32.40

Cap'lSending persh
Book Value persh "
Common ShsOutst'g '

6.65
39.45

160.00 160.00 160.00 174.63 175.00 175.66 176.99 17825 179.46 176.26 178.10 178.50 179.00 167.50

18.9
1.14

1.9%

15.6
1X4

42%

14.6
.93

3.8%

16.8
1.05

3.1%

16.7
1.06

3.4%

19.9
1.12

2.0%

20.0
1.05

2.5%

202
1.03

2.5%

27.7
1.46

2.0%

268
1.31

2.0%

Avg AnnT P/E Rado
Relative P/E Rab'o
Avg Ann'l Div'd Yield

160
1.15

3.1H

CAPITAL STRUCTURE as of 9/30/17
Total Debt $7462.0 mil Due In 5 Yrs S1698.0 mn.
LT Debt S6672.0 mil. LT Interest S349.0miL

(55% of Cap!)

Leases, Uncapitalized: Annual rentals $14.0 mill.
Pension Assets 12/16 S1443.0 mill

Oblig.S1864.Omll).
Pfd Stock $9.0 miD. Pfd Ohr'd $.5 min

Common Stock 178,375,400 shs.
as 0/10/26/17

MARKET CAP: $15.9 billion (Large Cap)

22142
d3422

2336.9
1672

2440.7
209.9

2710.7
267.8

26662
304.9

2876.9
374.3

2901.9
3692

3011.3
429.8

3159.0
476.0

3302.0
468.0

3360
535

3600
590

Revenues [$mill)
NetProfrt($mill)

4325
780

37.4% 37.9% 40.4% 39.5% 40.7%
62%

39.1%
5.1%

39.4% 39.1%
5.1%

392%
1.4%

40.0%
2.0%

21.0%
25%

Income Tax Rate
AFUDC% to Net Profit

21.0%
3.5%

50.9%
49.1%

53.1%
46.9%

56.9%
43.1% 43.2%

55.7%
44.2%

53.9%
46.1%

52.4%
47.6%

52,4%
474%

53.7%
462%

524%
47.5%

53.5%
46.5%

55.0%
45.0%

Long-Term Debt Ratio
Common Equity Ratio

54.0%
45.0%

9245.7
9318X

NMF

87502
9991.8

3.7%

9289.0
10524

9561.3
11059
4,4%

95802
11021
4.8%

9635.5
11739
5.4%

9940.7
12391
5.1%

10364
12900
5.5%

10911
13933
5.7%

10967
14992
5.6%

11500
15675
5.0%

12850
15400
5.0%

Total Capital [$mlll)
Net Plant ($m^
Return on Total CapT

16000
18000
6.5%

NMF
NMF

4.6%
4.6%

5,2%
52%

NMF
CURRENT POSmON 2015

(lUILL)
Cash Assets
Accts Receivable
Other
Current Assets
Accts Payable
Debt Due
Other
Current Liab.

45.0

1533.0

2016 9/30/17
3.0%
34%

12%
65%

6,5%
6.5%

7.2%
72%

8.4% 7.8% 8.7%
8,7%

9.4% 9.0%
9,0%

9.5%
9.5%

10.0%
10.0%

Return on Shr. Equity
Return on Com Equity

10.5%
10.5%

3.5%
52%

3.6%
57%

4.7%
40%

4.3%
50%

4.7%
50%

4.0%
56%

4.5%
57%

4.5%
55%

Retained to Com Eq
ADDrv'dstoNetProf

4.5%
57%

75.0
255.0 269.0
357.0 440.Q
657.0 784.0
126.0 154.0
682.0 1423.0
725.0 815.0

93.0
312.0
455.0
860.0
144.0
790.0
813.0

BUSINESS: American Water Works Company, Inc. is the largest
investor-owned water and wastewaler utility in the U.S., providing
services to over 15 million people In over 47 states and Canada.
(Regulated presence in 16 stales.) Nonregulaled business assists
mimidpaCties and military bases wth the maintenance and upkeep
as wen. Regulated operat'ons made up 66.5% of 2016 revenues.

New Jersey Is its largest market accounUng for 25.4% of regulated
revenues. Has 6,800 employees. The Vanguard Group, owns 9.6%
of outstanding shares; BiackRock, Inc., 8.2%; cfTicers & directors,
less Oian 1.0%. (3/17 Proxy). President & CEO: Susan N. Story.
Chairs George MacKenzie. Address: 1025 Laurel Oak Road, Voor-
hees, NJ 08043. TeL: 856-346-8200. Internet www.amwater.com.

 2392.0 1747.0

ANNUAL RATES Past
ofchangelpersh) lOYrs.
Revenues 3.0%
"Cash How" 23.0%
Earnings
Dividends
BookValue 1.5%

Past Esfd'14-'16
5 Yrs. to'2l>-'22

4.5%
6.5%
8.5%

3.5%
8.5%

11.0%
9.0% 10.0%
4.0% 5.5%

Cal
endar

2014
2015
2016
2017
2018

QUARTERLY REVENUES ($min.]

2914 6790 7548 846.1 731.4 30112
2915 698,0 7820 896.0 783.0 3159.C
2916 743.0 827.0 930.0 802.0 3302.C
2017 756.0 844.0 936.0 844 3380
2018 770 895 1040 895 3500

Cal •  EARNINGS PER SHARE A Full
endar Mar.31 Jun. 30 Sep. 30 Dec. 31 Year

2014 .39 .62 .86 .52 2.39
2015 .44 .68 .96 .56 264
2016 .46 .77 .83 27 262
2017 .52 .73 1.13 .62 3.00
2018 .58 .84 f.19 .69 3.30

Cal QUARTERLY DIVIDENDS PAID B. Full
endar M3r.31 Jun20 SeD.30 Dec.31 Year

28
.31
.34
.375

.31 .31 .31

.34 .34 .34

.375 J75 275

.415 .415 .415

Full
Year

1.21
1.33
1.47
1.62

American Water Works' prospects are
bright. In a December investor presenta
tion. management stated once again that
the in-house target for annual growth over
the next five-year period for both earnings
and dividends is at the high end of the 7%
to 10% range. This is well above the
projected industry average.
Acquisitions and cost controls will
likely remain the twin pillars of the
utility's operating strategy. The water
industry in the United States is very frag
mented and inefficient. As a result, there
are many small and midsize water
authorities that do not have the funds re
quired to make the necessary upgrades to
their aging water facilities. Hence, Amer
ican Water has a continual pipeline of pur
chases in the works. The company is able
to integrate these new additions into its
asset base while achieving substantial cost
savings. Moreover, regulators are happy
(more below) when utilities can provide
better service at a lower price.
Regulators will probably have a mqjor
say in the company's futiu:e perform
ance. As the utility continues to expand,
its relationship with different state water

authorities should become even more im
portant as it will have to file more rate
cases. On the positive side of the ledger,
American Water's internal (non-GAAP) op
erating expense margin continues to
decline. Indeed, the ratio has decreased
from 44% in 2010 to about 34% this year.
The goal is 32.5% by 2020-2022. In. any
case, being able to quantify savings keeps
a utility in the good graces of those ruling
on rate filings.
The capital budget has been raised
substantially. Even though the company
is already in the midst of a major construc
tion program, management just increased
the estimated outlays by about $1 billion
to bring the new expected five-year total to
somewhere between $8.0 billion and $8.6
billion. American Water's finances are
average, and probably will remain so for
the next several years.
These timely shares will most likely
not interest long-term investors. AWK
has outperformed the broader market
averages, of late. Indeed, the stock recent
ly traded above our projected 2020-2022
Target Price Range.
James A. Flood January 12, 2018

A) Diluted earnings. Excludes nonrecurring
esses; '08, S4.62; 1D9. $2.63; "11, $0.07. Dis-
conlinued operations: '06, ($0.04); '11, S0.03;
'12, ($0.10); '13.($0.01). GAAP used as of

2014. Next earnings report due mid-February.
Quaiteily eamu^ do not sum in '16 due to
rounding. (B) Dividends paid in Marct), June,
SeptemSer, and December. ■ DIv. reinvest

ment available. (C) In millions. (D) Includes In
tangibles. On 9/30/17: $1273 MSon.
$7.70/shaie. (E) Pro forma numbers for *06 &
'07.

6 2016 Value Line, Inc. AD rights reserved. Factual material is oUained from sources believed to be refiable and Is provided without warranties ol any kind.
THE FTIBLISHER IS NOT RESTONSiaE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication Is SlriciV Iv Si4>$criber^ own norhcommerclal, hteinal use. part
d n may be r^ioduced, resdd, steed or ttanstrstted In any printed, eieoratic or oDier tann, or used for generating or naiXetng any pWed v eiectnxilc FuUcaton service or product I

Company's Financial Strength Be
Stock's Price Stability 100
Price Growth Persistence 85
Earnings Prerflctabllity 90
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AQUA AMERICA
TIMELINESS 2 liaised 11)17117
SAFETY 2
TECHNICAL 3 IweredtSIB
BETA .75 (I.OO^MarKa)

2020-22 PROJECTIONS
Anni Total

Price Gain Return
High 45 (+15%) 6%
Low 35 (-10%) m

Insider Decisions

MAUJJASON

loBuY 000000000
Options 7 7 0 1 7 0 1 8 0
les«n 0 0 0 2'0 0 1 0 1

Institutional Decisions

10317 20317 30317

toBiw 179 172 187
loSeD 180 1S5 120
HdWOg) 103594 104564 105796

NYSE-WTR
High;
Low:

23.8 21.3

16.1 15.1

RECENT
PRICE

17.6
9.8

LEGENDS
« 1.60 X Divkfends p sh

divided bv Inteiea Rats
.... Relative Pries Strength
440T-3 split 12AS
S4or-4 split 9/13
* "bns; Yes

area Mcaies recession

Percent 15
shares 10
traded 5

17.2
12.3

%i;

18.4
13.2

00 CC 07 yl Afailing:29.l\
OO.DD RATIO Zf.' VUecnan:2Z0^

19.0

15.4

21.5

16.8

.■.1 I >

ml II

28.1 28.2
20.6 22.4

iM

RELATIVE A Qyf
P/E RATIO 1.04

31.1
24.4

li"lili'

35.8
28.0

DlVD
YLD 2.2% VALUE

LINE
39.6
29.4

■''I '

Target Price Range
2020 2021 2022

% TOT. RETURN 12/17
THIS VlARnH.*

STOCK KOa
1 yr. 33.8 15.8
Syr. 58.1 30.1
5yr. 118.0 92.5

10

1-7.5

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 ©VALUEUEPUB.LLC 2R2
2.16
.69
.41
.24

2.26
.76
43
26

238
.77
46
28

276
87
i1
29

3.0B
,97
.57
.32

323
1.01
.56
.35

3.61
1.10
.57
.38

3.71
1.14
88
.41

3.93
129
,62
.44

421
1.42

.72
47

4.10
1.45
.63
.50

422
151
57
54

452
152
1.16
58

4.37
1,89
1.20

.83

4.61
1.87
1.14

4.62
207
1.32
.74

.87
3,32

,96
3,49

1,06
427

123
4.71

1.47
5.04

1.64
5,57

1.43
5,85

158
626

1.65
650

1.89
6,81

1,90
721

1.98
7.90

1.73
8.63

1,84
927

2.07
9.78

2.16
10.43

ISO
215
f.36
.79

255
11.10

4.70
225
US
.55

Revenues persh
"Cash Flow" persh
Earnings persh a
Div'dDeel'dpersh ^

6.05
2.75
1.85
1.15

245
11.75

Cap'i Spending per sh
Book Value persh

225
14.55

14247 14149 154.31 158.97 16121 165,41 168,75 169.21 170.61 172,46 17350 175.43 177.93 178.59 175.54 17759 175.00 175.50 Common Shs Outst'g 180.00

23,6
121
25%

23,6
129

2,5%

24,5
1.40

25%

25.1
153

2,3%

315
1.69

1,8%

34,7
1.87

1,8%

32.0
1.70

2,1%

24.9
150

2.8%

23.1
154

3,1%

21.1
1.34

3.1%

21.3
154

2,8%

21.9
159

28%

212
1.19

24%

20.8
1.09

2.5%

23.5
1.18

2.6%

23.9
126
25%

24.5
1.20

2,4%

Avg Ann'! P/E Ratio
Relative P/E Ratio
Avg AnnT DiYd Yield

21.0
1.30

2.9%

CAPITAL5TRUCTUREasof9/30/17 '
Total Debt S2058.2 mil Due In 5 Yrs S430.5 min.
LT Debt S19S2.5 mill. IT Interest $80.0 miii.

(50% of Cap'i]

Pension Assets-12/16 $242.4 mill.
Gbllg. S3082iniil.

Pfd Stock None
Common Stock 177,690,598 shares
asof10/20/17

MARKET CAP: $6.9 billion (Large Cap)

6025
95.0

627.0
97.9

6705
1044

726.1
124.0

712.0
144.8

7575
153.1

768.6
205.0

779.9
213.9

8142
2015

8195
2342

Revenues ((miii)
NetProftt($milD

1085
335

38.9% 39.7% 39.4% 392% 329% 39.0% 10.0%
1.1%

10,5%
24% 3.1%

82%
3.6%

9.0%
3.5%

9.0%
3.0%

Income Tax Rate
AFUDC% to Net Profit

10.0%
3,5%

55,4%
44.6%

54.1%
45.9%

55.6%
444%

56,6%
434%

52,7%
47.3%

527%
47.3%

48.9%
51.1%

48,5%
515%

505%
49.7%

48.4%
51.6%

47.0%
53.0%

49.0%
51.0%

21914
27928

2306.6
2997.4

2495.5
3227.3

2706.2
34695

2646.8
36129

2929.7
3936.2

3003.6
41675

3216.0
44020

3469.5
4588,9

3507.7
5001.6

3735
5050

4100
5275

Long-Term Debt Ratio
Common Eguity Ratio

51.0%
49.0%

Total Capital ($miii]
Net Plant ($mili)

5500
5500

5.9%
9.7%
9.7%

5.7%
9,3%
9,3%

5,6%
9,4%
94%

10,6%
10,6%

6.9%
11,6%
11.6%

6,6%
11,0%
11.0%

8.0%
13,4%
134%

7.8%
12,9%
12.9%

6.9%
11.7%
11.7%

7.6%
12.7%
127%

7.5%
12.5%
115%

7.5%
12.5%
115%

Return on Total Cap'!
Return on Shr. Equity
Return on Com Equity

7.5%
12.5%
115%

CURRENT POSITION
(FMILL)

Cash Assets
Receivables
Inventory (AvgCst)
Other
Current Assets
Accls Payable
Debt Due
Other
Current Liab.

2015 2016 9/30/17

3.2
99.1
12.4
13.7

128.4
56.5
62.3
84.4

193.2

4.1
104.9
16.8
12.7

138.3
63.4

105.7
83.9

301.5 253.0

3.7
97.4
13.0
14.6

128.7
59.9

157.2
84.4

32%
67%

2.6%
70%

2,7%
72%

3,7% 4.6%
80%

4,3%
61%

6.7%
50%

6.1%
52%

4.7%
60%

5.6%
56%

5.5%
56%

5.0%
59%

Retained to Com Eq
All Div'ds to Net Prof

4.5%
62%

BUSINESS: Aqua /Vnerica, Inc. is the holding company for water
and wastewaler utilities that serve approximately three million resi
dents in Pennsylvania, Ohio, North Carolina, Illinois, Texas, New
Jersey, Rorida, Indiana, and five other stales. Has 1,551 employ
ees. Acquired AquaSource, 7/13; North Maine Utilities, 7/15; and
others. Water supply revenues '2016: readenlia), 59%; commerdai,

16%; industrial, wastewaler & other, 25%. Of. & dir. own less than
1% o1 tfie common stock; Vangurad Group. 8.9%; Blackrock, Inc.
6.1%; Stale Street Capital, 6.0% (3/17 Proxy). President & Chief
Executive Officer Christopher Franklin. Incorporated: Pennsylva
nia. Address; 762 West Lancaster Avenue, Bryn Mawr, Pennsylva
nia 19010. Tel: 610-525-1400. Internet: www.aquaametica.coia

ANNUAL RATES Past Past Est'd'14-'16
of change (persh) lOYrs. SYis. to'2l)-'22
Revenues 4.0% 2.0% 5.0%
"Cash Flew" 7.5% 7.0% 6.0%
Eamings 8.5% 11.0% 7.0%
Dividends 8.0% 8.0% 9.0%
Book Value 7.0% 7.5% 6.5%

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2018

QUARTERLY REVENUES ($mIIL)
Mar.31 Jun.3Q Sep.30 Dec,31
182.7 195.3 210.5 191.4
190.3 205.8 221.0 197.1
192.6 203.9 226.6 196.8
187.8 203.4 215.0 193.8
195 215 225 205

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

,?4 .31 .38 .27
,?7 .32 .38 .17
,?9 24 .41 .28
,?8 .34 .43 .31
.30 .37 .46 .32

QUARTERLY DMOENDS PAID B.
Mar.31 Jun.30 SeD.30 D6C.31

.152 .152 .165 .165

.165 .165 .178 .178

.178 .178 .1913 .1913

.1913 .1913 2047 2047

Full
Year

779,9
8142
819,9
800
540
Full
Year

1.20
1.14
1.32
1.36
1.45

Full
Year

Our earnings estimates for Aqua
America remain unchanged. But we
have lowered our revenue forecast for both-
last year's fourth quarter and 2018 as
water sales have been declining. On the
positive side, the water utility's operating
expenses have been decreasing at a higher
rate thanks to lower power and chemical
costs. Indeed, we think Aqua's 2017 share
net came in at $1.36, versus 2016's tough
$1.32 comparison. Rate relief granted by
several states over the past 12 months will
be in effect all of this year. This, plus ex
pected new hikes in N^rginia and Indiana,
should enable Aqua's share earning to
climb a healthy 7%, to $1.45.
Acquisitions are Iseing made at a mod
est pace. Due to the fragmentation in the
market (there are over 100,000 separate
water districts in the U.S.), large-cap
water utilities such as Aqua are contin
uously buying small water entities. Also,
most of these authorities do not have the
funds required to replace and upgrade
their aging network of pipes and waste
systems. Not only do the bigger water
entities have the funds available for the
needed capital outlays, they are also able

to realize significant cost saving because
the industry is rife with redundancies. The
company's acquisitions made through Sep
tember of last year combined with organic
growth, led to only a 0.8% increase in the
customer base. Management has targeted
annual growth to be approximately 1.5%-
2.0%, so we expect the pace to possible ac
celerate here.
Aqua has a healthy balance sheeL Of
the nine members in this group, only two
merit an "A" Financial Strength rating.
This leaves the company with the capacity
to borrow to buy more water assets. In ad
dition, Aqua's policy of hardly issuing any
new equity is a real positive. With the
stock near its all-time high, a new equity
offering would probably be well received,
as institutional demand for large-cap
water utilities stock remains strong.
These shares are timely. Also, even
though WTR's long-term total return
potential isn't great, it is more attractive
than most other mid- and large-cap stocks
in this group. So, investors that must own
a water utility equity may find WTR of in-
t6r6St*
James A. Flood January 12. 2018

(A) Diluted egs. Exd. nonrea gains: '01,24\
'02,44; '03, Si; '12, IB^. Excl, gain from disc,
operations: '12,74; "13,94; "14, II4. May not
sum due to rounding. Next earnings report due
0 2016 Value Lire, Inc. AB
THE PUBLISHER IS NOT RES
01 It may be tepnduced. resold.

mid-February.
(B) Dividends hislcrically paid In early March.
June, SepL & Dec. ■ DiVd. reinvestment plan
available (5% discount].

(C) In rnlions, adjusted for stock splits. Company's Financial Strength A
Stock's Price Stability 95
Price Growth Persistence 65
Earnings Predictability 90

To subscribe call 1-800-VALUEUNE
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VALUE

LINECALIFORNIA WATER NYSE-CWT
Target Price Range
2020 2021 2022TIUEUNESS 2 RaisedS/1/17

SAFETY 3 Lweredtm
TECHNICAL 2 fiaj»jt2i22i17
6CTA .80 M.OOsMarket)

LEGENDS
1.33 X Dividends psh
divided by Interest Rale

.. • • Relalire Price StrengUi
8-lor-l epK e/t1
OMcns: Yes
Shaded area iiuSeates recsssmt2020-22 PROJECTIONS

Ann'! Total
Price Gain Return

High 50 (■t10%) 5%
Uw 35 (-20%) -4%

MJnJiUiuu'""KiTnifTmniwmnnTinmnnniOIJUQIUIU^

Insider Decisions
MAMJJASON

toBuy 1 1 1 1 1 1 1 1 1
Optiau 2200000001
(sSea 10 1 10 0 10 0 % TOT. RETURN 12/17

TKES VLARIIH'
STOCK noa

1yr. 36.4 15.8
3yr. 98.1 30.1
Syr. 181.9 92.5

Institutional Decisions
102017 2Q2017 302017

toBvy 97 88 80
toSel 83 77 71

38886 38422 38931

Percent 16
shares 12--
baded 6 till

LVALUE UE PUB. LLC 20-222002 2003 2004 2005 2006
Revenues per sh

Cash Flow" per sh
Earnings per sh *
Dlv'd DeeI'd per sh ̂
Cap'l Spending persn
Booh Value persh°
Common ShsOutsfg
Avg Ann'i P/E Ratio
Relative P/E Ratio
Avg Ann'! Dr/d Yield
Revenues
Net Profit ($milD

CAPITAL STRUCTURE as o7 9/30/17
Total Debt $750.8 miil. Due in 5 Yrs $174.0 miU
LTDebtS519.7miIi. LT interest $35.0 miii.

(44% of Cap!)
income Tax Rate
AFUDCKtoNetProfil
Long-Term Debt Ratio
Common Equity Ratio

Pension Assets-12/16 S376.5 mili.
ObI!g.S564.8mi!i.

Pfd Stock Nona Total Capita] ($mil])
Net Plant ($miin

674.9
10102

Common Slock 48,015,000 ̂ s. Return on Total Cap I
Return on Shr. Equi^
Return on Com Equity

MARKET CAP: $2.1 bililon (Mid Cap Retained to ComEq
Ail Div'dstoNetProfCURRENT POSmON 2015 2016 9/30/17

(lUiLL]
Casn Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Uab. 148.5 250.2 380.4

BUSINESS: Callfomia Water Service Group provides regulated and
nonreguiated water service to 482,400 customers in 100 com
munities in the stale of Caiifomia. Accounts for over 94% of totai
customers. Also operates in Washington. New Mexico, and Hawaii.
Main service areas: San Frandsco Bay area, Sacramento Valley,
Salinas Valley, San Joaquin Valley & parts of Los Angeles.

quiied Rio Grande Corp; West Hawaii UtiSlies (9AD8). Revenue
breakdown, '16: residential, 72%; business, 20%; industrial, 4%:
public autttorilles, 3%; other 1%. Off. and dr. own 1% of common
stock (4/17 proxy). Has 1,163 employees. Pres. and CEO: Martin
A. Kropeinicki Inc.: DE. Addrj 1720 North First SL, San Jose, CA
95112-4598. Teij 408-387-8200. Internet www.catwatergroup.com.

ANNUAL RATES Past
of change (per sh) IDYrs.
Revenues 4.0%
"Cash Flow" 5.0%
Earnings 4.0%
Dividends 1.5%
BookVaiue 5.0%

Past Est'd'14-16
SYrs. to'20-'22
Z0%
3.5%

3.0%
5.5%

3.0% 10.0%
2.0% 7.5%
5.0% 3.5%

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2018

QUARTERLY REVENUES (JmiI[.)E
Mar.31 Jun.30 Sep.30 Dec.31
110.5 158.4 19U 137.4
1210 144.4 1835 138.4
121.7 152.4 184.3 151.0
122.0 171.1 211.7 155.2
130 175 215 165

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

(111 ,36 .70 .24
.21 .52 .18

ilO? .24 .48 .31
0? .39 .70 .29

.08 .42 .72 .33
QUARTERLY DIVIDENDS PAIDBb

Mar.31 Jun30 SeD.30 Dec.31
.1625 .1625 -.1625 .1625
.1675 .1675 .1675 .1675
.1725 .1725 .1725 .1725
.18 .18 .18 .18

Full
Year

597.5
SB8.3
609.4
650
685

Full
Year

1.19
.94

1.01
uo
1.55

Full
Year

.65

.67

.69

.72

California Water Service Group stock
is trading around recently established
all-time highs. The regulated water utili
ty wrapped up 2017 by surging through
the $45-per-share price threshold on more
than one occasion, with shares rising 33%
on the year. Since our previous review, the
equity is up more than 10% in value. In
deed, the investment community has
handsomely rewarded the company for
delivering consistent top- and bottom-line
growth, quarter to quarter. However,
murth-quarter share-net may slip by two
cents. For 2018, our ranking system sug
gests another strong performance may be
in store, as CWT shares are poised to out
pace the year-ahead broader market aver
ages (Timeliness: 2).

think the positives will continue
to outweigh the negatives here. Cali
fornia Water Service is enjoying the fruits
of recent rate increases ty the California
regulatory authority. In fact, the decision
has added more than $30 million in in
cremental revenues so far. In addition, fa
vorable changes to the corporate tax rate
should help lift profits this year. To ad
dress the latter, the company's operating

expenses are still on the rise, despite some
progress in the second quarter. Water
costs (only investment upgrades can be
recouped) from greater customer usage, as
well as periodic increases in wholesale
supplier rates, are pushing expenses high
er. Overall, we are adding $10 million and
$0.10 to our 2018 revenue and earnings
estimates, to $685 million and $1.55 a
share, respectively.
Aggressive inu'astructure spending
remains on tap through next decade.
As previously noted, California has close
to $500 million left on its investment
budget, and has earmarked the funds for
upgrades to its aging infrastructure and
water systems. On top of that, these im-Erovements are likely to be accompanied
y bolt-on acquisitions,

l^is issue is best suited for short-term
accounts. On the other hand, CWT
shares have been on a multiyear price as
cent and, as a result, total return potential
3 to 5 years out is unappealing. "Thus, we
think investors with a longer-term holding
period can find more-attractive options
elsewhere, at this time.
Nicholas P. Patrikis January 12. 2018

(A) Basic EPS. Exd. nonrecuning gain (loss;
01,20;'02,40; '11,40. Next earnings repor
due late Febma^.
(B) Dividends historicaiiy paid In late Feb.,

May, Aug., and Nov.
available.

■ Dlv'd reinvestment plan

(C) IncL intangible assets. In '16: S21.9 miii.,
S0.4--moish.

(D) in millions, adjusted for splits.
(E) Exdudes non^g. rev.

e 2018 Value Line, Inc. All rights reserved. Factual maletlal Is obtained Itom sources believed to be reiiabte and is provided wllltout warranties of any kind.
THE PUBLISHER IS NOTRES^SIBLE FOR ANY ERRORS OR Ot^lSSIONS HEREIN. This publication Is strldly (or sutscrlier's own, norhcoininercial. internal use. No partd B irey t» r^rodiced, re^ shxed cr tranaiilled in any prMed. dednxic or Oder fann or used lor generating or rnattetfig ariy priri^ or dectTcnie (ubOcalicn, service cr poducL I

y's Financial Strength B*+'
Stock's Price Stability 80
Price Growth Persistence 35
Earnings Predictability 65

To subscribe call 1-800-VALUELIl\IE
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39.09 uTio 25.9(S!:2o])
VALUE

LINEMIDDLESEX WATER NDQ'MSEX
19.3 19.4 19.6 22.6 23.7

14.7 16.5 17.5 18.6 19.1
Target Pnce Range
2020 2021 2022

TIMEUflESS 4 HmsiWin

SAFETY 2 HesIOffil/11
TECHNICAL 1 Raised t/12/18

LEGENDS
1.20 X Dividends D &h
divided by interest Rale
Relalira nice Strength

BETA .60 (1.00s Market)

2020-22 PROJECTIONS
area mScXes reasseit

Ann I Total
Price Gain Return

Higli SO (+30%) 9%
\Jm 35 T-1G%{ Nil
Insider Decisions

M A M J J A

0 0 0 0 0 0
0 7 0 0 0 0
1 0 0 0 0 0 %TOT. RETURN 12/17

THS VlARim'
STOCK laOEX

1 yr. -4.9 15.8
3yr. 67.5 30.1
Syr. 137.8 925

institutional Decisions

102917 2Q2017 302917

toBvy 45 60 46
UStO 51 44 41
HldtdWIlj 9400 9201 9500

Percent 12
shares 8
traded 4 itiiU ID

eVALUEUNEPUB.LLC 20-222005 2006 2007 20142001 2002 2003 2004

Revenues per sh
"Cash Flow" per sh
Earnings per sh A
Div'd Deci'd per sh N
Cap'l Spending per sh
Book Value per sh
Common ShsOutsfg*^
Avg Ann'IP/E Ratio
Relative P/E Ratio

Avg Ann'I Div'd Yield

Revenues (amlll)
NetProfitdmiil)

CAPITAL STRUCTURE as of 9^0/17
Total Debt S166.8 mlU. Due in 5 Yrs S32.1 miii
LTDebtS135.emiU. LT Interest SS.Omiil.
(Total interest coverage: 10.9x)

(38%ofCap1)

income Tax Rate

AFUDC'AtoNetProfit

Long-Term Debt Ratio
Common Equity RatioPension Asset$-12/16 S59.4 mill.

Ob]lg.S76.6 mlD.
Pfd Stock S2.4 ml. Pfd Div'd: S.I miil.

Total Capital (Smil!)
Net Plant (SmOl)
Return on Total Cap'lCommon Stock 16,346,035 shs.

as of 10/31/17 Return on Shr. Equity
Return on Com Equity

Retained to CcmEq
Afi Div'ds to Net Pr^MARKET CAP: S650 million (Small Cap)

3.5
20.9

CURRENT POSITION 2015 2016 9/30/17
(lUILL)

Cash Assets
Other

Current Assets
Accts Payable
Debt Due
Other

Current Lfab.

2.7
27.4

30l
12.1
31.0
15.9

59.0

ANNUAL RATES Past
ofchange(persh) IDYrs.
Revenues 2.0%
"Cash Flow" 4.5%
Earnings 5.0%
Dividends 1.5%
BookValue 4.0%

Past Est'd'14-'16
SYrs, to'20-'22
3.0% 3.5%
6.5%
8.0%
1.5%
3.0%

5.0%
9.0%
5.0%
4.5%

Cal
endar

2014
2015
2016
2017

2018

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2018

QUARTERLY REVENUES (J miii.)
Mar.31 Jun. 30 Sep. 30 Dec. 31
27.1 292 32.7 23.1
?8.fi 31.7 34.7 30.8
30.6 327 372 31.8
30.1 33.0 362 34.7
33.0 37.0 38.0 35.0

EARNINGS PERSHAREA

Mar.31 Jun. 30 Sep. 30 Dec. 31

?n 29 .42 77.
?? 31 ,41 .28
29 .36 .54 .19
27 .33 .46 .34
.33 .38 .60 .34

QUARTERLY DnnOENDS PAID Ba

Mar.31 Jun.30 Sep.30 Dec-31

.19 .19 .19 .1925

.1925 .1925 .1925 .19875

.19875 .19875 .19875 21125
21125 21125 21125 22375

Full

Year

117.1
126.0
1329
134
143

Full

"Year

1.13
1.22
1.38
1.40
1.65

Full

Year

BUSINESS: Middlesex Water Company engages in the ownership
and operalion of regulated waler ulillty systems in New Jersey, Del
aware, and Pennsylvania, it also operates water and waslewater
systems under contracl on behalf of municipal and private clients In
NJ and DE. Us Middlesex System provides water services to 61,000
retail customeis, piimaiily In Middlesex County, New Jersey, in

2016, the Middlesex System accounted for 60% of operating reve
nues. At 12/31/16, the company had 309 employees, incorporaled:
NJ. PresidenL CEO, and Chairman: Dennis W. Doll. Officers &
directors own 3S% of the common stock; Bladdkock Insfitub'cnai
Trust Co.. 72% (4/17 proxy). Add.: 1500 Ronson Road, Iselin, NJ
08830. Teij 732-634-1500. internet: wwwjruddlesexwater.com.

Middlesex Water Company's battle
with mother nature has yet to sub
side. The stoiy hasn't changed much over
the past three months, as weather-related
disruptions took a toll on its top line once
again. Operating in the Northeast region
of the U.S. leaves MSEX vulnerable to ex
tremely volatile weather conditions, which
can noticeably impact customer water con
sumption. Specifically, its Middlesex New
Jersey operations saw revenues contract
$1.8 million, year over year, due to softer
consumption,, while its Delaware utility
system was essentially flat, thanks to con
tributions from added residential custom
ers during the period. Overall, Middlesex
generated $36.2 million in revenues for
the September period, $1.6 million less
than last year's haul. This has spurred us
to trim $3.0 million off our 2017 top-line
forecast, to $134 million,
liie outlook for profit growth in 2018
is good. Operating margins ought to
remain relatively steady, with few changes
to the cost structure expected. Meantime,
a reduced income tax rate (new tax act
and various investment spending deduc
tions). is the main driver behind our Im

proved perspective. All told, we look for
earnings to expand 18% this year, to $1.65
a share (+0.05), on revenues of $143 mil
lion (-$2.0 million).
Long-term, infrastructure upgrades
ought to hear firuit. Approximately $12
million per year (for the next three years)
is earmarked for the replacement of aging
water mains, valves, and other infrastruc
ture upgrades.
The company boosted its quarterly
dividend payout by about 6%, to
$0,224 per share. Shareholders have en
joyed 45 years of consecutive dividend in
creases, and we don't think this streak will
be broken anytime soon. At present,
MSEX shares offer a yield that fractionally
outpaces the average of all dividend
pajdng stocks in The Value Line Invest
ment Survey.
This issue is still a subpar selection
for relative year-ahead price perform
ance (Timeliness: 4). What's more, total
return potential over the pull to 2020-2022
is nothing to write home about. Thus, we
think investors can find better options
elsewhere, at this juncture.
Nicholas P. Patrikis • January 12, 2018

(A) Diluted earnings. Next earnings report due
early Februay.

(B) Dividends historically paid In mid-Feb.,
May, Aug., and November." DIYd reinvestment
plan available.

(C) In mniions, adjusted for split

2016 Value Line. Iw. AD itahB reserved. Factual material Is obtained from eourees believed to be reBabIa and is provided wUboul wanantles of any kind.
TtfE PUBLISHER IS NOT RESC^SIBLE FOR ANY ERRORS OR (MISSIONS HEREIN. This publloetioir Is strUly for subsoDwr-s omi. noiKOrrtnerclal. Intemal use. Noparl |
dttmaybe rsfnduced, resdd, stccedorlransniiedtaanyptiiied. elscttcricoroDerkni^ orieed lorgeneia&igoriteikePiganypntCdacetedici^pAlkaiicn, service or product

Company's Financial Strength B++
Stock's Price Stability 70
Price Growth Persistence 40

Earnings Predictability 80

To subscribe call 1-800-VALUELINE
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YORK WATER NDQ-YORW
RECENT
PRICE

High;
Low:

21.01
1S.3

1IUEUNESS 3 RaiS8dl1/]7/t7
SAFETY 3 loi<i'ered7/17/15
TECHNICAL 2 Raisedl^B
BCTA .80 (l-OOoMark^

2020-22 PROJECTIONS
Afin'l Tot2]

Price Cain Rehim
High 45 (+35%) 10%
Low 30 (-10%) Nil
Insider Decisions

M' A U J J

toBuy 1 13 2 213
OpUwi 0 013 0 0
leSill 0 0 0 0 0

institutional Decisions

1Q2D17 202017 3Q2017

toBuy 38 42 40
tsStO 33 33 30
HkTtlDOOj 5127 5206 5125

2001 I 2002 I 2003 I 2004 2005 j 2006

LEGENDS
1.10 X DKiid

3toi-2sdil 8i06
Opinns: ree

ded ares maic

Percent

traded
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205

.59

.43

.34

2.05

i7

.40

.35

217

.65

.47

.37

218

.65

.49

29

2.58

.79

.56

.42

226

.77

.58

.45

279

26

.57

.48

229 2.95

.95

.64

.51

3.07

1.07

.71

.52

3.18

1.09

.71

.53

321

1.12

.72

.54

327

1.19

.75

.55

3.58

1.36

.57

3.68

1.45

.97

.60

3.70

1.42

.92

.63

3.75

f.65

7.05

.65

3.95

7.75

7.75

.70

Revenues per sh
"Cash Flow" per sh
Earnings per sh a
Div'd Decl'd per sh °

540

225

7.60

.96

.75

3.79

.66

3.90

1.07

4.06

250

4.65

1.69

4.85

125

5.84

1.69

5.97

217

6.14

1.18

6.92

23

7.19

.74

7.45

.94

7.73

.76

7.98

1.10

8.15

1.11

6.51

1.03 7.95

9.30

7.25

9.55

Cap'i Spending per sh
Book Value persh

.95

77.20

9.46 925 9.63 1023 1040 1120 1127 1127 1256 12.69 12.79 1292 1298 12,83 12.81 1225 7290 7275 Common ShsOutsfg 7250

17.8

.91

4.4%

26.9

1.47

3.3%

24.5

1.40

32%

25.7

1.36

11%

262

140

29%

312

1.68

2.5%

302

1.61

2.8%

24.6

148

32%

21.9

146

3.6%

20,7

1.32

3.5%

23.9

120

3.1%

24.4

1.55

3.1%

262

1.48

26%

23.1

1.22

2.6%

23.5

1.18

2.6%

328

1.72

2.1%

332

7.62

1.9%

Avg Ann'l P/E Ratio
Relative P/E Ratio

Avg Ann'l Div'dYield

225

7.40

26%

CAPITAL STRUCTURE as o7 9/30/77
Total Debt S88.9 mill. Due in 5 Yrs S30.5 mill.
LTDebtS88.9m]IL LT Interest S54 mill.

(43%ofCap'l)
Pension Assets 12/16 $36.5 rmll.

Oblig.$40.8mlll.

Pfd Stock None

Common Stock 12,859,432 shs.

MARKET CAP: $425 million (Small Cap)

31.4

64

32.8

64

37.0

7.5

39.0

8.9

40.6

9.1

41.4

9.3

424

9.7

45.9

11.5

47.1

125

47.6

112

48.5

13.5

50.5

74.5

Revenues ($mill]
Net Profit ($mill)

67.5

20.0

35.5%

3.6%

36.1%

10.1%

37.9% 38.5%

12%

35.3%

1.1%

37.6%

1.1%

37.6% 292%

1.6%

272%

1.6%

312%

1.9%

24.0%

20%

27.0%

7.5%

Income Tax Rate

AFUDC% to Net Profit

27.0%

7.5%

46.5%

53.5%

54.5%

45.5%

45.7%

542%

48,3%

51.7%

47.1%

52.9%

46.0%

54.0%

45,1%

54,9%

44.8%

552%

444%

55.6%

42.6%

574%

410%

57.0%

410%

57.0%

Long-Tetm Debt Ratio
Common Equity Ratio

415%

56.5%

125.7

191.6

6.7%

1514

2114

5.7%

160.1

222.0

62%

176.4'

228.4

62%

1802

233,0

64%

1642

240.3

1884

2442

62%

1694

253.2

7.4%

1962

251.4

7.6%

198.7

270.9

72%

270

275

7.5%

220

280

8.0%

Tola! Capital ($mlll)
Net Plant (Imili]
Return on Total Cap'l

250

295

9.0%

9.5%

9.5%

92%

92%

9.6 9.5%

9.5%

9.3% 92%

92%

11.5%

11.5%

104%

10.4%

77.5%

77.5%

72.0%

72.0%

Return on Shr. Equity
Return on Com Equity

74.5%

74,5%

CURRENT POSITION 2015 2016 9/30/17
(iUILL)

Cash Assets 2.9 4,2
Accounts Receivable 3.5 4.3 4.4
Inventory (Avg. Cost) .8 .7

3.3Other 4.6 3.4

Current Assets 11.8 12.5 8.6

Accts Payable 1.8 3.7 4.0

Debt Due
Other 4.4 4.5 6.1

Current Liab. 6.2 8.2 10.1

1.7%

62%

1.4% 1.9% 2.7%

72%

25%

73%

24%

74%

2.4%

74%

3.9%

64%

4.4%

62%

3.4%

67%

4.0%

63%

4.5%

67%

Retained to ComEq
All DI/dstoNetProl

5.5%

60%

BUSINESS: The York Water Company is ihe oldest investor-owned
regulated water utlTity in the United States. It has operated contin
uously snc8 1816. As of December 31,2016, the compan/s aver
age dally avalabirty was 35.4 mililcn gallons and its service terri
tory had an estimated population of 196,000. Has more than 67,000
customers. Residential customers accounted for 63% of 2016 reve

nues; commertial and industrial (29%); other (8%). II also provides
sewer biing services. Incorporated: PA. York had 105 fuB-lIme em
ployees at 12/31/16. President/CEO: Je^y R. Hlnes. Of-
tlcers/directors own 1.1% of the common stock (3/17 proxy). Ad
dress: 130 East Market Street, York, Pennsylvania 17401. Tele
phone: (717) 84W601. Intemet www.yorkwaler.ccm.

ANNUAL RATES Past
of change (persh) lOYrs.
Revenues 4.0%
"Cash Flow" 6.5%
Earnings 5.5%
Dividends 3.5%
Book Value 5.0%

Past E$t'd'14-'16
SYis. tc'20-'22
3.5% 6.5%
6.5%
6.0%
3.0%
3.5%

B.0%
9.5%
8.0%
4.5%

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2018

Cal
endar

2014
2015
2016
2017
2018

QUARTERLY REVENUES (5 fflilL]
Mar.31 Jutt 30 Sep. 30 Dec. 31
10.6 11.8 12,0 11.5
11.? 11.9 12.4 11.6
11,3 11.3 1?B 11.9

11.3 12.3 12.7 72.2
72.0 72.5 73.3 72.7

EARNINGS PER SHARE A

ManSI Jun.30 Sep. 30 Dec. 31
,16 ,?? .?3 ,?8

?l) ?? .?3 .?7

.19 .23 27 23

.20 .23 .31 .37

.24 .25 .34 .32

QUARTERLY DIVIDENDS PAID B
Mar.31 Jun.30 Sep.30 Dec.31
.1431 .1431 .1431 .1431
.1495 .1495 .1495 .1555
.1555 .1555 .1555 .1602
.1602 .1602 .1602 .1666

Full

Year

45.9
47.1
47.6
48.5
50.5

Full
Year

.97

.92
7.05
7.75

Full

Year

.572

.604

.627

.647

York Water delivered a better-thaii-

expected bottom-line performance in
the third quarter. The regulated water
utility earned $0.31 a share for the Sep
tember period (-+15% year over year), best
ing our $0.29 call by two cents. The ad
vance can be largely attributed to a lower
effective tax rate (asset improvements
qualify for deductions), higher surcharges
to customers, and an increased allowance
for funds used during construction (inter
est deduction). Meanwhile, operation and
maintenance expenses as a percentage of
revenues rose 200 basis points, on an an
nual basis, which makes the share-net
showing even more encouraging. On the
other hand, revenue growth was essential
ly nonexistent, dragged down by generally
lower consumption.
We are adjusting our 2018 top- and
bottom-line estimates. Despite an ex
panding customer base (acquisition-
driven), York's top line is under some pres
sure. We now look for revenues of $50.5

million in 2018, down from our prior fore
cast of $52.0 million. Conversely, we are
adding a dime to our eamings-per-share
estimate, to $1.15.

Capital expenditures ought to remain
par for the course going forward.
Management estimates it spent approxi
mately $25 million in 2017 on aging infra
structure, raw water pumping stations,
and pipe replacements, more than double
the year-earlier total. With plenty of its
footprint still needing to be brought up to
speed, we anticipate at least several years
of aggressive investment spending
YorK Water raised its quarterly divi
dend by 4%, to $0.17 a share. This
marks 21 consecutive years that the com
pany has increased its annual dividend
payout. The current yield is fractionally
above that of the \^lue Line median, but
should trend higher into next decade
thanks to additional dividend hikes.
York Water shares have moved up one
notch for Timeliness, to 3, and are
now pegged to track the year-ahead
broader market averages. Prospects out
to the 2020-2022 time frame are bright,
though most of the benefits we envision
appear to already be baked into the stock
price. Capital appreciation potential does
not stand out at the recent quotation.
Nicholas P. Patrikis January 12. 2018

(A) Diluted earnings. Next earnings report due
late February.
(B) Dividends historically paid In late February,
June, September, and December.

(C) In millions, adjusted for spill

e 20IB Value Line. Inc. Al rioHs reserved. Factual material Is oUabed from sources believed to be reliable and is provided without warranties ot any kind.
THE PUBUSHER IS NOT RESF^SIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication Is sirUly ior subscriier's own. norxomniercial, internal use. part
(< a iray be cetnxluced. resokt skved cr tisnstiAlsd b 8r7 prtiled, electronic or ofer tonr; or used for generatitig or rnartetlng any priniEd cr elecnoiic pdCcatcn, service cf producl 1

Company's Rnancial Strength B+
Stock's Price Stability 60
Price Growth Persistence 55
Earnings Predictability 90

To subscribe call l-SOO-VALUELINE
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Carolina Water Services. Inc. oF North Carolina Page 1 of 12

Summary of Risk Premium Models for the
Proxy Group of Six Water Companies

Proxy Group of Six

Water Companies

Predictive Risk

Premium Model

[PRPM) [1) 13.43 %

. Risk Premium Using an

Adjusted Total Market
Approach (2] 10.80 %

Average 12.12 %

Notes;

(1] From page 2 of this Schedule.
(2) From page 3 of this Schedule.



Carolina Water Services. Inc. of North Carolina

Indicated ROE

Dorlvgd hv the Predictive Risk Premium Mndcl ft")

[1] 12] [3] [4] [5] [6] [7]

LT Average Spot Average Predicted

Predicted Predicted Predicted GARCH Risk Risk-Free Indicated

Proxy Group of Six Water Companies Variance Variance Variance Coefficient Premium C21 Rate f31 ROE f41

American States Water Co. 0.38% 0.33% 0.36% 1.77802 7.96% 3.69% 11.65%

American Water Works Company Inc NMF NMF NMF 4.90988 ' NMF 3.69% NMF

Aqua America Inc 0.45% 0.32% 0.39% 2.26697 11.14% 3.69% 14.83%

California Water Service Group 0.32% 0.42% 0.37% 1.86909 8.62% 3.69% 12.31%

Middlesex Water Co. 0.30% 0.52% 0.41% 1.87709 9.64% 3.69% 13.33%

York Water Co. 0.47% 0.47% 0.47% 1.98492 11.79% 3.69% 15.48%

Average

Median

13.52%

13.33%

Average of Mean and Median 13.43%

NMF = Not Meaningful Figure

Notes:

Cl)

(2)

(3)
C4]

The Predictive Risk Premium Model uses historical data to generate a predicted variance and a CARCH
coefficient The historical data used are the equity risk premiums for the first available trading month as
reported by Bloomberg Professional Service.

(l+(Column [3] • Column [4])*") ■ 1.
From note 2 on page 2 of Schedule DWD-5.
Column [5] + Column [6].

q

o ̂

§1
9: ro
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Carolina Water Services. Inc. of North Carolina Page 3 of 12

Indicated Common Equity Cost Rate

Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach

Proxy Group of Six
Line No. Water Companies

1. Prospective Yield on Aaa Rated
Corporate Bonds (1] 4.66 %

2. Adjustment to Reflect Yield Spread
Between Aaa Rated Corporate

Bonds and A Rated Public

Utility Bonds 0.28 [2]

3. Adjusted Prospective Yield on A Rated
Public Utility Bonds 4.94 %

4. Adjustment to Reflect Bond

Rating Difference of Proxy Group 0.06 [3)

5. Adjusted Prospective Bond Yield 5.00 %

6. Equity Risk Premium [4] 5.80

7. Risk Premium Derived Common

Equity Cost Rate 10.80 %

Notes: [1) Consensus forecast of Moody's Aaa Rated Corporate bonds from Blue
Chip Financial Forecasts (see pages 10-11 of this Schedule).

(2) The average 5deld spread of A rated public utility bonds over Aaa
rated corporate bonds of 0.28% from page 4 of this Schedule.

(3) Adjustment to reflect the A2 / A3 Moody's LT issuer rating of the
proxy group of eight water companies as shown on page 5 of this
Schedule. The 0.06% upward adjustment is derived by taking 1/6 of
the spread between A2 and A3 Public Utility Bonds (1/6 * 0.34% =
0.06%) as derived from page 4 of this Schedule.

(4) From page 7 of this Schedule.
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Carolina Water Services. Inc. of North Carolina Page 4 of 12

Interest Rates and Bond Spreads for

Moody's Corporate and Public Utility Bonds

Selected Bond Yields

[1] [2] [3]

Aaa Rated

Corporate Bond

A Rated Public

Utility Bond

Baa Rated Public

Utility Bond

Feb-2018

Jan-2018

Dec-2017

3.87

3.82

3.55

% 4.13 %

4.09

3.86

4.52 %

4.42

4.18

Average 3.75 % 4.03 ■% 4.37 %

Selected Bond Spreads

A Rated Public Utility Bonds Over Aaa Rated Corporate Bonds:
0.28 % (1]

Baa Rated Public Utility Bonds Over A Rated Public Utility Bonds:
0.34 % (23

Notes;

[1] Column [2] - Column [1].
[2] Column [3] - Column [2].

Source of Information:

Bloomberg Professional Service



Carolina Water Services. Inc. of North Carolina

Comparison of Long-Term Issuer Ratings for
Proxy Group ofSix Water Companies

Docket No. W-354 Sub 360

D'Ascendis Direct Exhibit No. 1

Schedule DWD-4

Page 5 of 12

Moody's

Long-Term Issuer Rating

March 2018

Standard & Poor's

Long-Term Issuer Rating

March 2018

Proxy Group of Six Water Companies

Long-Term

Issuer

Rating

Numerical

Weighting(l3

Long-Term

Issuer

Rating

Numerical

Weightingfll

American States Water Co. (2)
American Water Works Company Inc (3)
Aqua America Inc (4)
California Water Service Group (5)

Middlesex Water Co.

York Water Co.

A2

A3

NR

NR

NR

NR

6.0

7.0

A+

A

A+

A+

A

A-

5.0

6.0

5.0

5.0

6.0

7.0

Average A2/A3 6.5 5.7

Notes:

[1] From page 6 ofthis Schedule.
[2] Ratings that of Golden State Water Company.
f31 Ratings that of New Jersey and Pennsylvania American Water Companies.
(4) Ratings that ofAqua Pennsylvania, Inc
(5) Ratings that of California Water Service Company.

Source Information: Moody's Investors Service
Standard & Poor's Global Utilities Rating Service
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Schedule DWD-4
Numerical Assignment for page 6 of 12

Moody's and Standard & Poor's Bond Ratings

Moody's Bond Numerical Bond Standard & Poor's
Rating Weighting Bond Rating

Aaa 1 AAA

Aal ■ 2 AA+

Aa2 3 AA

Aa3 4 - AA-

A1 5 A+

A2 6 A

A3 7 A-

Baal 8 BBB+

Baa2 9 BBB

Baa3 10 BBB-

Bal 11 BB+

Ba2 12 BB

Ba3 13 BB-

B1 14 B+

B2 15 B

B3 16 B-
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rarnlina Water Services. Inc. of North Carolina page 7 of 12

Judgment of Equity Risk Premium for
Proxy Group of Six Water Companies

Line Proxy Group of Six

No. Water Companies

1. Calculated equity risk

premium based on the
total market using

the beta approach (1] 6.64 %

2. Mean equity risk premium

based on a study

using the holding period

returns of public utilities

with A rated bonds (2] 4.95

3. Average equity risk premium ' 5.80 %

Notes: [1) From page 8 of this Schedule.
(2) From page 12 of this Schedule.
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Carolina Water Services. Inc. of North Carolina page 8 of 12

Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for the

Proxv Group of Six Water Companies

Proxy Group of Six

Line No. Equity Risk Premium Measure Water Companies

Ibbotson-Based Equitv Risk Premiums;

1. Ibbotson Equity Risk Premium (1] 5.56 %

2. Regression on Ibbotson Risk Premium Data (2) 7.31

3. Ibbotson Equity Risk Premium based on PRPM (3) 6.66

4. Average Ibbotson Equity Risk Premium - 6.51

Value Line-Based Equity Risk Premiums:

5.

8.

Equity Risk Premium Based on Value Line
Summary and Index (4) 4.68

Equity Risk Premium Based on Value Line

S&P 500 Companies (5) 11.07
6.

7. Average Value Line Equity Risk Premium 7.87

Bloomberg-Based Equity Risk Premium:

Equity Risk Premium Based on Bloomberg

S&P 500 Companies (6] 9.93

9. Conclusion of Equity Risk Premium [7.) 8.10 %

10. Adjusted Beta [8) 0.82

11. Forecasted Equity Risk Premium 6.64 %

Notes provided on page 9 of this Schedule.
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Carolina Water Services. Inc. of North Carolina page 9 of 12
Derivation of Equity Risk Premium Based on the Total Market Approach

Using the Beta for the
Proxv Group of Six Water Companies

Notes:

fl) Based on the arithmetic mean historical monthly returns on large company common
stocks from Ibbotson® SBBI® 2017 Market Report minus the arithmetic mean monthly
yield of Moody's average Aaa and Aa corporate bonds from 1926-2016;

(2) This equity risk premium is based on a regression of the monthly equity risk premiums
of large company common stocks relative to Moody's average Aaa and Aa rated
corporate bond yields from 1928-2017 referenced in Note 1 above.

(3) The Predictive Risk Premium Model (PRPM) is discussed in the accompanying direct
testimony. The Ibbotson equity risk premium based on the PRPM is derived by applying
the PRPM to the monthly risk premiums between Ibbotson large company common stock
monthly returns and average Aaa and Aa corporate monthly bond yields, from January
1928 through March 2018.

(4) The equity risk premium based on the Value Line Summary and Index is derived by
subtracting the average consensus forecast of Aaa corporate bonds of 4.66% [from page
3 of this Schedule) from the projected 3-5 year total annual market return of 9.34%
(described fully in note 1 on page 2 of Schedule DWD-5).

(5) Using data from Value Line for the S&P 500, an expected total return of 15.73% was
derived based upon expected dividend yields and long-term earnings growth estimates
as a projqr for capital appreciation. Subtracting the average consensus forecast of Aaa
corporate bonds of 4.66% results in an expected equity risk premium of 11.07%.

(6) Using data from the Bloomberg Professional Service for the S&P 500, an expected total
return of 14.59% was derived based upon expected dividend 3nelds and long-term
earnings growth estimates as a proxy for capital appreciation. Subtracting the average
consensus forecast of Aaa corporate bonds of 4.66% results in an expected equity risk
premium of 9.93%.

(7) Average of lines 4,7, and 8.

(8) Average of mean and median beta from Schedule DWD-5.

Sources of Information:

Stocks, Bonds, Bills, and Inflation - 2017 SBBI Yearbook, John Wiley & Sons, Inc.

Industrial Manual and Mergent Bond Record Monthly Update.

Value Line Summary and Index

Blue Chip Financial Forecasts, December 1,2017 and April 1,2018

Bloomberg Professional Service
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Page 10 of 12

2 ■ BLUE CfflP FINANCIAL FORECASTS ■ APRIL 1, 2018

Consensus Forecasts Of U.S. Interest Rates And Key Assumptions^
-History— Consensus Fo

Interest Rates

Federal Funds Rate

Prime Rate

LIBOR, 3-mo.
Commercial Paper, 1-mo.
Treasury bill, 3-mo.
Treasury bill, 6-mo.
Treasury bill, 1 yr.
Treasury note, 2 yr.
Treasury note, 5 yr.
Treasury note, 10 yr.
Treasury note, 30 yr.

Corporate Aaa bond
Corporate Baa bond
State & Local bonds

Home mortgage rate

Key Assumptions

Major Currency. Index
Real GDP

GDP Price Index

Consumer Price Index

Average For Week Etiding —Average For Month— Latest Qtr 2Q 3Q 4Q IQ 2Q 3Q

Mar. 16 Mar. 9 Mar. 2 Feb. 23 Feb Jan Dec 102018* 2018 2018 2018 2019 2019 2019

1.42 1.42 1.41 1.42 1.42 1.41 1.29 1.42 ' 1.7 2.0 2.2 2.4 2.6 2.7

4.50 4.50 4.50 4.50 4.50 4.50 4.38 4.50 4.8 5.0 5.2 5.4 5.6 5.8

2.15 2.06 2.01 1.92 1.84 1.73 1.59 1.88 2.1 2.3 2.5 2.7 2.9 3.1

1.79 1.68 1.64 1.56 1.52 1.50 1.38 1.57 1.8 2.0 2J 2.5 2.7 2.9

1.75 1.68 . 1.65 1.64 1.56 1.43 1.33 1.56 1.8 2.0 2.2 23 2.5 2.7

1.93 1.88 1.86 1.85 1.76 1.62 1.49 1.76 2.0 2.2 2.3 2.5 2.7 2.9

2.06 2.05 2.06 2.02 1.94 1.80 1.69 1.93 2.1 2.3 2.5 2.7 2.8 3.0

2.28 2.25 2.24 2.25 2.16 2.02 1.83 2.15 2.4 2.5 2.7 2.8 2.9 3.0

2.63 2.65 2.63 2.66 2.59 2.36 2.17 2.53 2.7 2.8 2.9 3.1 3.2 33

2.84 2.88 2.86 2.91 2.84 2.56 2.40 2.75 2.9 3.1 3.2 3.3 3.4 3.4

3.08 3.15 3.14 3.19 3.11 2.86 2.77 3.03 3.2 3.3 3.5 3.6 3.7 3.8

3.97 4.00 3.97 3.99 3.91 3.68 3.63 3.86 4.1 4.2 4.4 4.6 4.7 4.8

4.58 4.61 4.56 4.56 4.47 4.24 4.21 4.43 4.8 5.0 5.1 53 5.4 5.5

3.61 3.60 3.60 3.59 3.57 3.42 3.46 3.53 3.8 3.9 4.1 4.2 43 4.4

4.44 4.46 4.43 4.40 4.33 4.03 3.95 4.27 4.5 4.6 4.8 4.9 5.0 5.2

Consensus Forecasts-Quarterly——Xlio lUl

2Q 3Q 4Q IQ 2Q 3Q 4Q IQ* 2Q 3Q 4Q IQ 2Q 3Q

2016 2016 2016 2017 2017 2017 2017 2018 2018 2018 2018 2019 2019 2019

89.6 90.3 93.7 94.4 93.0 88.3 88.9 86.3 86.4 86.4 86.5 86.5 86.6 86.7

2.2 .  2.8 1.8 1.2 3.1 3.2 2,6 2.2 3.1 3.0 2.8 2.5 2.4 2.1

2.4 1.4 2.0 2.0 I.O 2.1 2.4 2.3 2.0 2.2 2.1 2.2 2.1 2.2

2.3 1.8 3.0 3.1 -0.3 2.0 3.7 3.3 1  1.9 2.2 2.1 2.2 2.2 2.3.

recasts-Quarterly Avg.

ForecasU for interest rates and the Federal Reserve's Major Currency Index represent averages for the quarter. Forecasts for Real GDP, GDP Price Index and Consumer Price
Index are seasonally-adjusted annual rates of change (saar). Individual panel members' forecasts are on pages 4 through 9. Historical data; Treasury rates firom the Federal Re
serve Board's H.15; AAA-AA and A-BBB corporate bond yields from Bank of America-Merrill Lynch and are 15+years, jdeld to maturity; Stale and local bond yields from
Bank of America-Merrill Lynch, A-rated, yield to maturity. Mortgage rales from Freddie Mac, 30-year, fixed; LIBOR quotes from Intercontinental Exchange. All interest rate
data is souTced from Haver Analytics. Historical data for Fed's Major Currency Index is from FRSR H.IO. Historical data for Real GDP and GDP Chamed Pnce Index are from
the Bureau of Economic Analysis (BEA). Consumer Price Index (CP!) histoty is from the Department of Labor's Bureau of Labor Statistics (ELS), 'interest rate datafor IQ
2018 based on historical data through the week ended March f 'Datafor IQ 2018 Major Currency Index is based on data through week ended March ftT. Figuresfor IQ
2018 Real GDP, GDP Chained Price Index and Consumer Price Index are consensus forecasts based on a special question asked of the panelists' this month.

U.S. Treasury Yield Curve
Weekended March) 16, 2018 and Year Ago vs.
2Q 2016 and'3Q 2019 Consensus Forecasts

U.S. 3-Mo. T-Bills & 10-Yr. T-Note Yield
(Quarterly Average) Forecast

ItWYr. T-Note Yieia ConsensusYear Ag

Week ended 3/16/2018

20ie

201B

4.00 •

3.003.00
3.00

2.502.50

2.002.00

2.00
1.50

3-MonUi

T-B111 Yield
O.SO0.50

0.000.00 H-M

6mo

Maturities

Corporate Bond Spreads
As of week ended March 16, 2018

1Q'101QH1Q'121Q'131Q'141QT51Q'161QiriQ181Q19

U.S. Treasury Yield Curve
As of week March 16, 2016
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14 ■ BLUE CHIP FINANCIAL FORECASTS ■ DECEMBER 1.2017 |

Long-Range Survey:

The table below contains the results ofour twice-annual long-range CONSENSUS survey. There are also Top 10 and Bottom 10 averages for each
variable. Shown are consensus estimates for the years 2019 through 2023 and averages for the five-year periods 2019-2023 and 2024-2028. Apply
these projections cautiously. Few if any economic, demographic and political forces can be evaluated accurately over such long time spans.

-Awrage For The Year- Flve-Year Averages

lr»fprp«t Rfltps 2019 2020 2021 2022 2023 2019-2023 2024-2028

1. Federal Funds Rate CONSBNSTJS 2S 2.7 23 2.9 2.9 2.8 3.0

Top 10 Average 2.9 33 3.4 3.4 3.5 3.3 3.5

Bottom 10 Average 2.1 ZO 2.3 33 2.4 32 34

2. Prime Rate CONSENSIS 5.5 5.8 53 53 5.9 53 53

Top 10 Average 5.9 6.3 6.4 6.5 6.6 6.3 63

Bottom 10 Average 5.0 5.1 5.2 5.2 5.2 5.1 5.3

3. UBOR. 3-Mo. CONSENSUS 2.8 3.1 3.2 3.1 3.2 3.1 3J

Top 10 Average 3.2 3.6 3.8 3.8 3.9 3.7 3.8

Bottom 10 Average 2.4 2.6 36 35 2.6 2.5 2.6

4. Commercial Paper, 1-Mo. CONSENSUS 2.6 29 3.0 3.0 3.1 2.9 3.1

Top 10 Average 3.1 3.5 3.6 • 3.7 3.8 3.5 3.8

Bottom 10 Average 2.2 35 2.6 35 23 2.5 2.6

5. Treasury Bill Yield, 3-Mo. CONSENSUS 2.5 23 23 2.9 2.9 23 23-

Top lOAvetage 2.9 3.3 3.4 3.4 33 3.3 33

Bottom 10 Average 2.1 2.3 2.4 2.3 2.3 2.3 2.4

6. Treasury Bill Yield, 6-Mo. CONSENSUS 2.6 23 3.0 3.0 3.0 2.9 3.1

Top 10 Average 3.0 3.4 3.5 3.6 3.7 33 3.7

Bottom 10 Average 2.2 2.4 2.5 34 2.4 34 35

7. Treasury Bill Yield, 1-Yr. CONSENSUS 2.7 3.0 3.1 3.1 33 3.0 3.2

Top 10 Average 3.2 3.6 3.7 3.7 3.8 3.6 3.9

Bottom 10 Average 2.3 2.5 2.6 2.5 35 2.5 36

8. Treasury Note Yield, 2-Yr. CONSENSUS 2.8 3.1 33 33 33 3.1 33

Top 10 Average 33 3.8 3.8 3.8 3.9 3.7 4.0

Bottom 10 Average 2.4 2.6 2.7 2.6 36 2.6 2.7

10. Treasury Note Yield, 5-Yr. CONSENSUS 3.1 3.4 3.5 3.5 33 3.4 3.6

Top 10 Average 3.6 3.9 4.1 4.1 4.1 3.9 43

Bottom 10 Average 2.6 38 2.9 2.9 39 2.8 3.0

II. Treasury Note Yield, 10-Yr. CONSENStS 33 3.6 3.7 3.7 3.8 3.6 3.8

Top 10 Average 3.9 4.2 4.3 4.3 4.3 4.2 4.5

Bottom 10 Average 2.8 39 3.1 3.1 3.1 3.0 33

12. Treasury Bond Yield, 30-Yr. CONSENSUS 3.8 4.1 43 4.2 43 4.1 43

Top 10 Average 4.4 4.7 4.7 4.7 4.8 4.7 5.0

Bottom 10 Average 33 3.5 3.6 3.5 3.6 3.5 3.7

13. Corporate Aaa Bond Yield CONSENSIB> 4.9 5.1 S3 53 53 . 5.1 5.4

Top 10 Average 5.5 5.9 5.9 6.0 6.0 5.9 6.2

Bottom 10 Average 43 43 4.5 •  4.5 4.6 4.5 4.7

13. Corporate Baa Bond \leld CONSENSUS 5.7 6.0 6.0 6.0 6.1 6.0 63

Top lOAverage 6.4 6.8 6.8 6.9 6.9 6.8 7.0

Bottom lOAverage 5.0 5.2 5.3 5.2 5.3 5.2 5.4

14. State & Local Bonds Yield CONSENSUS 4.4 43 4.6 43 4.6 43 4.8

Top lOAverage 5.0 53 53 5.3 53 5.2 5.5

Bottom lOAverage 3.9 4.0 4.0 3.9 4.1 4.0 4.1

IS, Home Mortgage Rate CONSENSUS 5.0 5.2 - 53 53 5.4 5.2 53

Top lOAverage 5.5 5.8 5.9 6.0 6.0 5.8 6.1

Bottom 10 Average 4.5 4.7 4.7 4.6 4.7 4.6 4.9

A. FRB - Major Currency Index CONSENSUS 90.4 90.0 89.9 89.9 90.0 90.0 90.4

Top lOAverage 94.7 94.8 95.0 95.1 95.3 95.0 95.4

Bottom 10 Average 86.9 85.8 85.4 85.5 85.6 85.8 86.1

—^Year-Over-Year, % Change- Flw-Year Averages

2019 2020 2021 2022 2023 2019-2023 2024-2028

B. Real Q3P CONSENSUS 23 • 13 2.0 2.0 2.0 2.0 2.0

Top lOAverage 2.5 2.4 35 34 33 2.4 34

Bottom 10 Average 1.8 1.4 1.7 1.6 1.7 1.6 1.7

C. GDP Chained Price Index CONSENSUS 23 2.1 2.1 ■  2.1 2.1 2.1 2.1

Top lOAverage 23 23 2.3 33 33 2.3 33

Bottom 10 Average 1.8 1.9 1.9 30 1.9 1.9 1.9

D. Consumer Price hidex CONSENSIB 23 23 23 23 2.2 23 23

Top lOAverage 2.7 2.6 2.6 34 34 2.5 34

Bottom 10 Average 1.9 1.9 2.0 30 30 2.0 30
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Derivation of Mean Equity Risk Premium Based Studies

Using Holding Period Returns and
Projected Market Appreciation ofthe S&P Utility Index

Implied Equity Risk
Line No. Premium

Equity Risk Premium based on S&P Utility Index
Holding Period Returns (il:

1. Historical Equity Risk Premium 4.04 %

2.

3.

4.

Regression of Historical Equity Risk Premium
[2) ■ ^ 5.61

Forecasted Equity Risk Premium Based on
PRPM (3) 4.18

Average Equity Risk Premium Using S&P
Holding Period Returns 4.61 %

Equity Risk Premium based on Projected Market
Appreciation of the S&P Utility Index

Forecasted Equity Risk Premium based on
5. Projected Total Return on the S&P Utilities

Index (Value Line Data] (4] 4.86

Forecasted Equity Risk Premium based on
6, Projected Total Return on the S&P Utilities

Index (Bloomberg Data] (5] _ 5.37

7. Average Equity Risk Premium (6] 4.95 %

Notes: (1) Based on S&P Public Utility Index monthly total returns and Moody's Public Utility
Bond average monthly yields from 1928-2017. Holding period returns are
calculated based upon income received (dividends and interest] plus the relative
change in the market value of a security over a one-year holding period.

(2] This equity risk premium is based on a regression of the monthly equity risk
premiums of the S&P Utility Index relative to Moody's A rated public utility bond
yields from 1928 - 2017 referenced in note 1 above.

(3] The Predictive Risk Premium Model (PRPM] is applied to the risk premium of the
monthly total returns of the S&P Utility Index and the montiily yields on Moody's A
rated public utility bonds from January 1928 - March 2018.

(4] Using data from Value Line for the S&P Utilities Index, an expected return of 9.80%
was derived based on expected dividend yields and long-term growth estimates as
a proxy for market appreciation. Subtracting the expected A rated public utility
bond yield of 4.94%, calculated on line 3 of page 3 of this Schedule results in an
equity risk premium of 4.86%. (9.80% - 4.94% = 4.86%]

(5] Using data from Bloomberg Professional Service for the S&P Utilities Index, an
expected return of 10.31% was derived based on expected dividend yields and long-
term growth estimates as a proxy for market appreciation. Subtracting the ,
expected A rated public utility bond yield of 4.94%, calculated on line 3 of page 3 of
this Schedule results in an equity risk premium of 5.37%. (10.31% - 4.94% =
5.37%]

(6] Average oflines 4 through 6.



Carolina Water Services. Inc. of North Carolina

Indicated Common Equity Cost Rate Through Use
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[4]

rt i ri IVI

[5] [6]

r'j.

[7] [8]

Indicated

Value Line Traditional Common

Adjusted Bloomberg Average Market Risk Risk-Free CAPM Cost ECAPM Cost Equity Cost

Proxy Group of Six Water Companies Beta Adjusted Beta Beta Premium fl") Rate {2) Rate Rate Rate f31

American States Water Co. 0.80 0.79 0.80 9.12 % 3.69 % 10.99 % 11.44 % 11.21 %

American Water Works Company Inc 0.65 0.71 0.68 9.12 3.69 9.89 10.62 10.26

Aqua America Inc 0.75 0.79 0.77 9.12 3.69 10.71 11.24 10.97

California Water Service Group 0.80 0.88 0.84 9.12 3.69 11.35 11.72 11.53

Middlesex Water Co. 0.80 0.93 0.87 9.12 3.69 11.62 11.92 11.77

York Water Co. 0.80 0.93 0.87 9.12 3.69 11.62 11.92 11.77

Mean 0.81 11.03 % 11.48 % 11.25 %

Median 0.82 11.17 % 11.58 % 11.37 %

Average of Mean and Median 0.82 11.10 11.53 11.31 %

Notes on page 2 of this Schedule.
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rarolina Watsr Services. Inc. ofNorth Carolina Page 2 Of 2
Notes to Afromnanv the Annticatinn nf the CAPM and ECAPM

Notes:

(1) The market risk premium CMRP) is derived by using six different measures from three sources; Ibbotson, Value Line, and
Bloomberg as illustrated below:

Historical Data MRP Estimates:

Measure 1: Ibbotson Arithmetic Mean MRP (1926-2016)

Arithmetic Mean Monthly Returns for Large Stocks 1926-2016: 11.97 %
Arithmetic Mean Income Returns on Long-Term Government Bonds: 5.17
MRP based on Ibbotson Historical Data: ^

Measure 2: Application of a Regression Analysis to Ibbotson Historical Data
(1926-2016) 8-49 %

Measure 3: Application ofthe PRPM to ibbotson Historical Data;
(January 1926 - March 2018)

Average Historical Data MRP

12.04 %

8.84 %

Measure 4: Value Line Projected MRP (Thirteen weeks ending March 30,2018)

Total projected return on the market 3-5 years hence*: 9.34 %
Projected Risk-Free Rate (see note 2); 3.69
MRP based on Value Line Summary & Index:

'Forcasted 3-5 year capital appreciation plus expected dividend yield

Measure 5: Value Line Projected Return on the Market based on the SSd' 500

Total return on the Marketbased on theS&P 500: 15.73 %

Projected Risk-Free Rate (see note 2): 3.69
MRP based on Value Line data

Average Value Line MRP:

Measure 6: Bloomberg Projected MRP

Total return on the Marketbased on the S&P 500: 14.59 %

Projected Risk-Free Rate (see note 2): 3.69
MRP based on Bloomberg data ^^0^9^%

Average ofValue Line, Ibbotson, and Bloomberg MRP: %

(2) For reasons explained in the direct testimony, the appropriate risk-free rate for cost of capital purposes is the average forecast of
30 year Treasury Bonds per the consensus of nearly 50 economists reported in Blue Chip Financial Forecasts. (See pages 10-11 of
Schedule DWD-4.) The projection of the risk-free rate is illustrated below:

Second Quarter 2018 3.20 %
Third Quarter 2018 330

Fourth Quarter 2018 3.50
First Quarter 2019 3.60

Second Quarter 2019 3.70

ThlrdQuarter2019 3.80
2019-2023 4.10

2024-2028 4.30

3.69 %

(3) Average of Column 6 and Column 7.

Sources of Information;

Value Line Summary and Index
Blue Chip Financial Forecasts, December 1,2017 and April 1,2018
Stocks, Bonds, Bills, and Inflation - 2017 SBBl Yearbook, john Wiley & Sons, inc.
Bloomberg Professional Services
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Carolina Water Service. Inc. of North Carolina

Basis of Selection of the Group of Non-Price Regulated Companies
Comparable in Total Risk to the Utility Proxy Group

The criteria for selection of the Non-Price Regulated Proxy Group was that the non-
price regulated companies be domestic and reported in Value Line Investment Survey
[Standard Edition).

The Non-Price Regulated Proxy Group was then selected based on the unadjusted
beta range of 0.38 - 0.78 and residual standard error of the regression range of2.4465
- 2.9177 of the Utility Proxy Group.

These ranges are based upon plus or minus two standard deviations of the
unadjusted beta and standard error of the regression. Plus or minus two standard
deviations captures 95.50% of the distribution of unadjusted betas and residual
standard errors of the regression.

The standard deviation of the Utility Proxy Group's residual standard error of the
regression is 0.1178. The standard deviation of the standard error of the regression is
calculated as follows:

Standard Deviation oftheStd. Err. of the Regr. = Standard Error of the Regression
■JlN

where: N = number of observations. Since Value Line betas are derived from
weeklyprice change observations over a period of five years, N = 259

Thus, 0.1178 = 2.6821 = 2.6821
Vils 22.7596

Source of Information: Value Line, Inc., March 2018
Value Line Investment Survev [Standard Edition)



Carolina Water Services. Inc. oFNorth Carolina

Basis of Selection of Comparable Risk
Domestic Non-Price Regulated Companies
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[1] [2] [3] [4]

Residual

Value Line Standard Standard

Adjusted Unadjusted Error of the Deviation

Proxy Group of Six Water Companies Beta Beta Regression ofBeta

American States Water Co. 0.75 0.62 2.7925 0.1058

American Water Works Company Inc 0.65 0.42 2.0354 0.0771

Aqua America Inc 0.70 0.54 . 2.1992 0.0833

California Water Service Group 0.75 0.62 2.6641 0.1010

Middlesex Water Co. 0.80 0.63 3.1066 0.1177

York Water Co. 0.80 0.67 3.2949 0.1249

Average 0.74 0.58 2.6821 0.1016

Beta Range [+/- 2 std. Devs. of Beta) 0.38 0.78

2 std. Devs. of Beta 0.20

Residual Std. Err. Range (+/" 2 std.

Devs. of the Residual Std. Err.) 2.4465 2.9177

Std. dev. of the Res. Std. Err.

2 std. devs. of the Res. Std. Err.

0.1178

0.2356

Source of Information; Valueline Proprietary Database, March 2018



Carolina Water Services. Inc. of North Carolina

Proxy Group of Non-Price Regulated Companies
Comparable in Total Risk to the

Proxy Group of Six Water Companies
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[1] [2] [3] [4]

Residual

Standard Standard

Proxy Group of Seventeen Non-Price VL Adjusted Unadjusted Error of the Deviation of

Regulated Companies Beta Beta Regression Beta

ABM Industries Inc. 0.80 0.67 2.5536 0.0968

AutoZone Inc. 0.80 0.69 2.6223 0.0994

Cheesecake Factory 0.75 0.55 2.7238 0.1032

CBOE Holdings 0.70 0.49 2.5467 0.0965

Chemed Corp. 0.80 0.63 2.9158 0.1105

C.H. Robinson 0.85 0.71 2.6970 0.1022

Cigna Corp. 0.85 0.76 2.7306 0.1035

Darden Restaurants 0.85 0.74 2.7669 0.1049

DaVita Inc. 0.85 0.77 2.7539 0.1044

Forrester Research 0.70 0.48 2.6673 0.1011

Hormel Foods 0.75 0.56 2.5540 0.0968

IQVIA Holdings 0.85 0.75 2.5724 0.0989

Mercury General 0.80 0.62 2.4507 0.0929

Vail Resorts 0.80 0.69 2.5050 0.0949

Pinnacle Foods 0.80 0.66 2.5411 0.0973

Spectrum Brands 0.85 0.70 2.8926 0.1096

West Pharmac. Svcs. 0.85 0.74 2.6305 0.0997

Average 0.80 0.66 2.6500 0.1000

Proxy Group of Six Water Companies 0.74 0.58 2.6821 0.1016

Source of Information: Valueline Proprietary Database, March 2018
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Carolina Water Services. Inc. of North Carolina Page 1 of 6
Summary of Cost of Equity Models Applied to

Proxy Group of Seventeen Non-Price Regulated Companies
Comparable in Total Risk to the

Proxy Group of Six Water Companies

ProjQ' Group of
Seventeen Non-

Price Regulated

Principal Methods Companies

Discounted Cash Flow Model [DCF] (1] 14.15 %

Risk Premium Model [RPM) (2) 12.46

Capital Asset Pricing Model [CAPM] (3) 11.78

Mean 12.80 %

Median 12.46 %

Average of Mean and Median 12.63 %

Notes:

[1) From page 2 of this Schedule.

[2) From page 3 of this Schedule.
[3) From page 6 of this Schedule.



Carolina Wntcr Services. Inc. orNorth Carolina

DCF Results for the Proxy Group ofNon-Prlce-Rcfiulaled Companies Comparable In Total Risk to the

Proxy Group ofSeventeen

Non-Price Regulated
Companies

ABM Industries Inc

AutoZone Inc.

Cheesecake Factory

CBOE Holdings

Chcmed Corp.

C.H.Robinson

Cigna Corp.

Darden Restaurants

DaVita Inc.

Forrester Research

Hormel Foods

IQVIA Holdings

Mercury General

Vail Resorts

Pinnacle Foods

Spectrum Brands

West Pharmac. Svcs.

[1]

Average

Dividend Yield

[2]

Value Line

Projected Five
Year Growth In

EPS

Pm*v Grniin nf Six Water Comnanies

[3] [4]

Reuters Mean Zack's Five

Consensus Projected Year Projected
Five Year Growth Growth Rate in

Rate in EPS GPS

15]

Yahool Finance

Projected Five

Year Growth In

EPS

[6]

Average

Projected Five

Year Growth

Rate In EPS

[7]

Adjusted
Dividend Yield

[8]

Indicated

Common Equity
Cost Rate fll

1.91 % 15.00 % 16.00 % NA % 16.00 % 15.67 % 2.06 % 17.73 %

11.50 11.68 12.70 11.68 11.89 • NA

2.42 7.00 10.88 14.40 10.88 10.79 2.55 13.34

0.89 16.50 17.90 17.60 17.90 17.48 0.97 18.45

0.42 13.50 10.00 10.00 10.00 10.88 0.44 11.32

2.00 9.50 9.86 9.00 9.86 9.56 2.10 11.66

0.02 12.50 13.92 12.90 13.92 13.31 0.02 1333

2.66 13.00 13.52 10.90 13.53 12.74 2.83 15.57

. 9.00 23.74 16.80 2^74 1832 •
NA

1.88 8.00 12.00 12.00 12.00 11.00 1.98 12.98

2.22 10.50 NA 9.30 0.53 6.78 2.30 9.08

. 14.50 16.65 13.80 16.15 15.28 -
NA

5.25 14.00 2530 25.30 25.30 22.48 5.84 28.32

2.68 10.00 23.70 NA 23.70 21.00 2.97 24.77

2.25 10.50 9.60 8.00 9.60 9.43 2.36 11.79

1.56 12.00 5.05 14.60 5.05 9.18 1.63 10.81

0.60 14.00 10.20 13.70 10.20 12.03 0.64 12.67

Mean 15.13 %

Median 13.16 %

Average of Mean and Median 14.15

NA= Not Available

NMF= Not Meaningful Figure

Source of Information;

(1) The application of the DCF model to the domestic, non-price regluated comparable risk companies is identical to the application of the DCF to the utility proxy group. The
dividend yield is derived by using the 60 dayaveragepriceand the spot indicated dividend as of March 30,2018. The dividend yield is then adjusted by 1/2 the average
projected growth rate In EPS, which is calculated by averaging the 5 year projected growth In EPS provided by Value Line, wwwj^uters.com, www.zacks.com, and
www.yahoo.com (excluding any negative growth rates) and then adding that growth rate to the adjusted dividend yield.

Value Line Investment Survey

www.reutcrs.com Downloaded on 03/29/2018

www.zacl<s.com Downloaded on 03/29/2018

www.yahoo.com Downloaded on 03/29/2018
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farnlina Water Services. Inc. of North Carolina Page 3 of 6

Indicated Common Equity Cost Rate

Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach

Proxy Group of
Seventeen Non-

Price Regulated
Line No. Companies

1. Prospective Yield on Baa Rated

Corporate Bonds [1] 5.41 %

2. Equity Risk Premium [2] 7.05

3. Risk Premium Derived Common

Equity Cost Rate 12.46 %

Notes: (1) Average forecast of Baa corporate bonds based upon the consensus of
nearly 50 economists reported in Blue Chip Financial Forecasts dated
December 1,2017 and April 1,2018 [seepages 10 and 11 of Schedule
DWD-4]. The estimates are detailed below.

Second Quarter 2018 4.80 %

Third Quarter 2018 5.00

Fourth Quarter 2018 5.10

First Quarter 2019 5.30

Second Quarter 2019 5.40

Third Quarter 2019 5.50

2019-2023 6.00

2024-2028 6.20

Average 5.41 %

[2] From page 5 of this Schedule.



Carolina Water Services. Inc. nf North Carolina

Comparison of Long-Term Issuer Ratings for the
Proxy Group of Seventeen Non-Price Regulated Companies of Comparable risk to the

Proxy Group of Six Water Companies
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Moody's

Long-Term Issuer Rating
March 2018

Standard & Poor's

Long-Term Issuer Rating

March 2018

Long- Long-
* Term Term

?roxy Group of Seventeen Non- Issuer Numerical Issuer Numerical

Price Regulated Companies Rating" Weighting (1) Rating Weighting (1)

ABM Industries Inc. NR
.. NR _

AutoZone Inc Baal 8.0 BBB 9.0

Cheesecake Factory NR "
NR

CBOE Holdings Baal 8.0 BBB-i- '8.0

Chemed Corp. WR "
NR —

C.H. Robinson NR -
BBB-i- 8.0

Cigna Corp. Baal 8.0 A "

Darden Restaurants Baa2 9.0 BBB 9.0

DaVita Inc. Ba3 13.0 BB 12.0

Forrester Research NR -

NR -

Hormel Foods A1 5.0 A 6.0

IQVIA Holdings NR "
BBB- 10.0

Mercury General Baa2 9.0 NR "

Vail Resorts NR ~

NR —

Pinnacle Foods NR -
BB- 13.0

Spectrum Brands NR "
NR -

West Pharmac. Svcs. NR - NR -

Average Baa2 8.6 BBB 9.4

Notes:

[1] From page 6 of Schedule DWD-4.

Source of Information:

Bloomberg Professional Services



Docket No. W-354 Sub 360

D'Ascendis Direct Exhibit No. 1

Schedule DWD-7
Carolina Water Services. Inc. of North Carolina pag© 5 gf 0

Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for

Proxy Group of Seventeen Non-Price Regulated Companies of Comparable risk to the
Prow Group of Six Water Companies

Line No. Equity Risk Premium Measure

Proxy Group of
Seventeen Non-

Price Regulated
Companies

Ibbntson-Based Equity Risk Premiums:

1. Ibbotson Equity Risk Premium (1)

2. Regression on Ibbotson Risk Premium Data (2)

3. Ibbotson Equity Risk Premium based on PRPM (3)

4. Average Ibbotson Equity Risk Premium

Value Line-Based Equity Risk Premiums:

g  Equity Risk Premium Based on Value Line
Summary and Index (4)

Equity Risk Premium Based on Value Line

S&P 500 Companies (5)

5.56 %

7.31

6.66

6.51

4.68

11.07

7. Average Value Line Equity Risk Premium

Bloomberg-Based Equity Risk Premium:

Equity Risk Premium Based on Bloomberg
S&P 500 Companies (6)

Conclusion of Equity Risk Premium (7)

Adjusted Beta [8)

Forecasted Equity Risk Premium

8.

9.

10.

11.

7.87

Notes:

9.93

8.10 %

0.87 .

7.05 %

(1) From note 1 of page 9 of Schedule DWD-4.
(2) From note 2 of page 9 of Schedule DWD-4.
[3j From note 3 of page 9 of Schedule DWD-4.
(4) From note 4 of page 9 of Schedule DWD-4.
(5) From note 5 of page 9 of Schedule DWD-4.
(6) From note 6 of page 9 of Schedule DWD-4.
(7) Average of lines 4,7, and 8.
(8) Average of mean and median beta from page 6 of this Schedule.

Sources of Information:

Stocks, Bonds, Bills, and Inflation - 2017 SBBI Yearbook, John Wiley & Sons, Inc.
Value Line Summary and Index

Blue Chip Financial Forecasts, December 1,2017 and April 1,2018
Bloomberg Professional Services



Carolina Water Services. Inc. of North Carolina

Traditional CAPM and ECAPM Results for the Proxy Group of Non-Price-Regulated Companies Comparable in Total Risk to the
Proxy Group of Six Water Comnanies

[1] [2] [3] [4] [5] [6] [7] [8]

Value Line Traditional Indicated

Proxy Group of Seventeen Non-Price Adjusted Bloomberg Average Market Risk Risk-Free Rate CAPM Cost ECAPM Cost Common Equity

Regulated Companies Beta Beta Beta Premium fl") f21 Rate Rate Cost Rate f31

ABM Industries Inc. 0.80 1.17 0.98 9.12 % 3.69 % 12.63 % 12.67 % 12.65 %

AutoZone Inc. 0.80 0.83 0.81 9.12 3.69 11.08 11.51 11.29

Cheesecake Factory 0.75 0.96 0.86 9.12 3.69 11.53 11.85 11.69

CBOE Holdings 0.70 1.11 0.91 9.12 3.69 11.99 12.19 12.09

Chemed Corp. 0.80 0.97 0.89 9.12 3.69 11.81 12.06 11.93

C.H.Robinson 0.85 0.90 0.87 9.12 3.69 11.62 11.92 11.77

Cigna Corp. 0.85 0.91 0.88 9.12 3.69 11.72 11.99 11.85

Darden Restaurants 0.85 0.91 0.88 9.12 3.69 11.72 11.99 11.85

DaVita Inc. 0.85 0.94 0.89 9.12 3.69 11.81 12.06 11.93

Forrester Research 0.70 1.06 0.88 9.12 3.69 11.72 11.99 11.85

Hormel Foods 0.75 0.61 0.68 9.12 3.69 9.89 10.62 10.26

IQVIA Holdings 0.85 1.07 0.96 9.12 3.69 12.45 12.54 12.49

Mercury General 0.80 0.93 0.87. 9.12 3.69 11.62 11.92 11.77

Vail Resorts 0.80 0.93 0.87 9.12 3.69 11.62 11.92 11.77

Pinnacle Foods 0.80 0.71 0.75 9.12 .  3.69 10.53 11.10 10.82

Spectrum Brands 0.85 0.70 0.78 9.12 3.69 10.80 11.31 11.05

West Pharmac Svcs. 0.85 0.92 0.88 •  9.12 3.69 11.72 11.99 11.85

Mean 0.86 11.54 % 11.86 % 11.70 %

Median 0.88 11.72 % 11.99 % 11.86 %

Average of Mean and Median 0.87 11.63 % 11.93 % 11.78 %

Notes:

(1) From Schedule DWD-5, note 1.
(2) From Schedule DWD-5, note 2.

(3) Average of CAPM and ECAPM cost rates.



farollna Water Services. Inc. of North Carolina

Derivation of Investment Risk Adjustment Based upon
Ihhntsnn Associates'Siae Premla for the Decile Portfolios of theNVSR/AMRX/NASDAO

[1] [2] [3] [4]

Line No.

1.

2.

Market Capitalization on March 29,
2018fn

Carolina Water Services, Inc of North Carolina

Proxy Group ofSix Water Companies

(millions])

$  182.481

S 4,240.418

(times larger]

23.2 X

Applicable Decile of
the NYSE/AMEX/
NASDAQ f21

10

4

Applicable Size
Premium f3)

S.59%

0.98%

Spread from
Applicable Size
Premium (4")

4.61%

[A]

Decile

Largest

Smallest

Notes;

[B] [C] [D] [E]

Size Premium

Recent Average (Return in

Number of Recent Total Market Market Excess of

Companies Capitalization Capitalization CAPMl

(millions] (millions)

1 191 $15,290,475.30 $80,054.84 •0.35%

2 200 $3,010,671.02 $15,053.36 0.61%

3 202 $1,609,575.62 $7,968.20 0.89%

4 221 $1,010,851.61 $4,573.99 0.98%

5 227 $677,120.07 $2,982.91 1.51%

6 259 $541,038.00 $2,068.95 1.66%

7 283 $384,129.20 $1,357.35 ' 1.72%

8 361 $297,164.94 $823.17 2.08%

9 487 $212,609.64 $436.57 2.68%

10 790 $92,882.17 $117.57 5.59%

•From 2017 Stocks, Bonds, Bills, and inflation (SBBi] Yearbook

(1] From page 2 of this Schedule.
(2] Gleaned from Column (D) on the bottom of tills page. The appropriate decile (Column (A)) corresponds to the

market capitalization of the proxy group, which is found in Column 1.

(3] Corresponding risk premium to the decile is provided on Column (E] on the bottom of this page.
(4] Line No. 1 Column 3 - Line No. 2 Column 3. For example, the 4.61% In Column 4, Line No. 2 is derived as follows

4.61% = S.59% - 0.98%.
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Carolina Water Services. Inc. of North Carolina

Market Capitalization of Carolina Water Services, Inc. of North Carolina and
Proxy Group of Six Water Comnanies

[1] [2] [3] [4] [5] [6]

Company

Common Stock Shares

Outstanding at Fiscal
Exchange Year End 2017

[ millions D

Book Value per
Share at Fiscal

Year End 2017

Total Common Equity
at Fiscal Year End

.2017
(millions)

Closing Stock
Market Price on

March 29,2018

Market-to-

Book Ratio on

March 29,

2018 (2)

Market

Capitalization
on March 29,

2018(3)

(millions)

Carolina Water Services, Ina of North Carolina NA NA 60.726 (4) NA

Based upon Proxy Group ofSix Water Companies 300.5 (5) $ 182.481 (6)

Proxy Group of Six Water Companies

American States Water Co. NYSE 36.681 ii  14.447 $ 529.945 $ 53.060 367.3 % S  1,946.283

American Water Works Company Inc NYSE 178.445 30.177 $ 5,385.000 82.130 272.2 14,655.651

Aqua America Inc NYSE 177.714 11.016 $ 1,957.621 34.060 309.2 6,052.937

California Water Service Group NYSE 48.012 14.443 $ 693.462 37.250 257.9 1,788.463

Middlesex Water Co. NASDAQ 16.352 14.015 $ 229.175 36.700 261.9 600.118

NASDAQ 12.873 9.276 S 119.405 31.000 334.2 399.055

Average 78.346 <i  15.562 S 1,485.768 $ 45.700 300.5 % $  4,240.418

NA= Not Available

Notes: (1) Column 3 / Column 1.
(2) Column 4 / Column 2.
(3) Column 1" Column 4.
(4) Equals Company-requested rate base multiplied by the Company-requested equity ratio.
(5) The market-to-book ratio of Carolina Water Services, Inc. of North Carolina on March 29,2018 is assumed to be equal to the market-to-

book ratio of Projy Group of Six Water Companies on March 29,2018.

(6) Carolina Water Services, Inc. of North Carolina's common stock, if traded, would trade at a market-to-book ratio equal to the average
market-to-book ratio at March 29,2018 ofthe Proxy Group of Six Water Companies, 300.5%, and Carolina Water Services, Inc. of North
Carolina's market capitalization on March 29,2018 would therefore have been $182.48 million.

Source of Information: 2017 Annual Forms lOK
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Exhibit 1

Docket No. \A/-354, Sub 360

Carolina Water Service
of North Carolina™

Memorandum

To: Matthew Klein, President

From:

Cc:

Date:

Deborah 5. Clark, Communications Coordinator

Bryce Mendenhall, Vice President of Operations

Eddie Baldwin, Area Manager

July 27, 2018

Subject: Villages at Nags Head Homeowners Association Meeting

On July 13, 2018, Carolina Water Service, Inc. of North Carolina (CWSNC)
representatives met with the Board of Directors of the Villages of Nags Head
Homeowners Association (HOA).

Representing CWSNC was Deborah Clark, Communications Coordinator; Matt
Palmiter, Lead Operator; and Bryce Mendenhall, Vice President of Operations (via
conference call).

Representing the Villages of Nags Head HOA was Meade Gwinn, President; John Juzwiak,
Vice President; Richard Thomas, Board Member; Laurie Battaglia, Board Member; Melvin
Stone, Board Member; Traci Madonia, Board Member; Todd Farrand, Board Member;
and Kelly Green, Association Manager.

CWSNC and the Villages at Nags Head HOA Board discussed the following:

1. Matt and Bryce discussed the wastewater treatment plant's membrane
replacement project slated for construction in the Fall of 2018 with completion
before Memorial Day 2019.



2. John questioned an odor at the wastewater treatment plant. Bryce explained the

upcoming membrane project would significantly address any odor issues. Bryce

stated that CWSNC has a similar project on the Outer Banks at Monteray Shores.

Matt will conduct a tour for the Villages of Nags Head HOA Board of the Monteray

Shores wastewater treatment plant on Tuesday, July 24,2018.

3. Deb discussed the potential for a WordPress page to provide updates on the

membrane project and other information. The page is online and contains basic

information to date.

4. Deb also discussed the upcoming implementation of a new application that will

allow the customers to receive notifications via text, calls, email and, importantly,

a way to monitor billing and usage.



Exhibit 2

Docket No. W-354, Sub 360

Carolina Water Service
of North Carolina™

Memorandum

To: Matthew Klein, President

From: Deborah S. Clark, Communications Coordinator

Cc: Bryce Mendenhall, Vice President of

Operations Tony Konsul, Regional

Manager

Neil Reece, Area Manager

Date: February 1, 2018

Subject: Elk River PGA Meeting

On Wednesday, January 24, 2018, representatives of Carolina Water Service, Inc. of

North Carolina (CWSNC) met with the Elk River Property Association (POA) management team.

Representing CWSNC was Tony Konsul, Regional Manager; Neil Reece, Area Manager; and

Deborah Clark, Communications Coordinator. Representing the Elk River POA were Bob Littleton,

General Manager; Brad Benfield, Assistant General Manager; and Amy Harris, Condominium Associate

Manager.

CWSNC and the Elk River POA discussed the following:

1. Tony Konsul, Regional Manager, introduced Neil Reece as the new Area Manager

supervising the Elk River systems.

2. Bob Littleton, General Manager, asked about the height of the meter boxes where some

are deeper than others and could these meter boxes be insulated to prevent freezing. Neil

stated he would send someone to work with the Elk River maintenance staff to insulate

designated meter boxes.

3. Bob asked if CWSNC could look at meters under Elk Knob Building A where some fittings

had blown off. Once residents return and begin using water, there may be issues. Neil stated

he would inspect the fittings and send staff to replace any, if necessary.

4. Bob discussed how he and the Elk River staff assist residents with issues before any

problems reach CWSNC, including educating residents on flat rates versus new usage-based

rates.



5. Deb Clark, Communications Coordinator, will play a proactive role In deployment of

social media and new communication tools. CWSNC is now on Facebook and Twitter.

CWSNC plans to Introduce a customer-friendly application later this year that will allow

customers to receive Information through various methods and monitor customer-related
Information. An Elk River website has been developed and shared with the Elk River
management staff. The CWSNC-related website will update and inform residents on a

variety of issues and topics. The link will be placed on the Elk River website and emailed to
all residents.

6. Deb will also play a role in direct communications around water issues. If any water

committee member or other board members know of any problems or concerns that are

not being resolved, she can be contacted for a resolution to Issues promptly.
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Docket No. W-354, Sub 360

Carolina Water Service
of North Carolina""

Memorandum

To: Matthew Klein, President

From: Deborah S. Clark, Communications

Coordinator Cc: Bryce Mendenhall, Vice President of

Operations Tony Konsul, Regional

Manager

Neil Reece, Area Manager

Date: June 11, 2018

Subject: Crestview Estates Home Owners Association Meeting

On Sunday, June 3, 2018, representatives of Carolina Water Service, Inc. of

North Carolina (CWSNC) met with the Crestview Estates (Crestview) Home

Owners Association (HOA) Board of Directors.

Representing CWSNC was Neil Reece, Area Manager; and Deborah Clark,

Communications Coordinator. Representing Crestview HOA was Brantley Briley,

President; Scott Mayes, Vice President; Amanda Roberts, Secretary; Preston Mays,

Treasurer; Linda Yaeger, Board Member; and Chris Tallent, Board Member.

CWSNC and the Crestview HOA Board of Directors discussed the following:

1. Neil provided an update on the condition of the well, average usage, and water

production.

2. Neil answered questions about the potential purchase of property and ownership of a new

well within Crestview; the process for the installation of a new well; and the ownership of
adjacent property to the current well.

3. Deb discussed the potential for water conservation efforts, including drought-

resistant plants, water-saving faucets for the kitchen and bath, and rain barrels.



4. Deb described her role in the deployment of social media and other new communication

tools. CWSNC is now on Facebook, Twitter, and Instagram. CWSNC plans to introduce a

customer- friendly application later this year that will allow customers to receive information
through various methods and monitor their own customer-related information.

5. Deb will also play a role in direct communications around water issues. If any water

committee member or other board members know of any problems or concerns that are not

being resolved, she can be contacted to promptly resolve issues.



Exhibit 4

Docket No. W-354, Sub 360

Carolina Water Service
of North Carolina"

To:

Memorandum

Matthew Klein, President

From: Jack Jones, Area Manager

cc: Bryce Mendenhall, Vice-President of Operations Tony Konsul,

Regional Manager Deborah Clark, Communications Coordinator

Date: March 26,2018

Subject: RiverPointe Homeowners Association Meeting

On Monday, March 19, 2018, at 6:30 p.m., Carolina Water Service, Inc. of

North Carolina (CWSNC) attended the RiverPointe Homeowners Association (HOA)

meeting hosted by the community's management company, Association Management

Solutions, Inc.

Representing CWSNC was Jack Jones, Area Manager; and Deborah Clark,

Communications Coordinator. Representing the RiverPointe HOA Board of Directors was

President, Tom Blocker; Vice President, Scott St. John; Secretary, Angle Knight;

Treasurer, Colin Hunt; At-Large Member, Kris Kennemore; and Pamela Hallisey of

Association Management Solutions, Inc.

CWSNC provided the following update:

1. Jack discussed the status of the on-going effluent pipe lowering project

adjacent to Lake Wylie. Jack reviewed the status of the required



governmental permits associated with the project which require approval by

Duke Energy, the North Carolina Department of Environmental Quality (DEQ)

and the Federal Energy Regulatory Commission (FERC). The timeframe for

construction is determined upon receipt of the above approvals. Residents

can anticipate seeing the following associated with the removal and

construction of the effluent pipe: a stationary barge on Lake Wylie with

equipment for silt removal; silt bags that will be placed in a designated area;

trucks and assorted equipment, including backhoes, Bobcats (small

bulldozer/dirt removal machines), ortractors.

2. Deborah will produce a one-page fact sheet on the project to help

answer questions and alleviate inquiries about the project for the HOA

Board and the Management Company. This fact sheet will be provided

by June 1,2018.

3. Deborah has developed and published a WordPress website for the

RiverPointe community in correlation with the above fact sheet to

provide up-to-date information concerning CWSNC's service to the

RiverPointe community.

4. Questions posed by the HOA about the availability, installation, and costs of

Irrigation meters were answered by Jack.
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Exhibit A-1

Docket No. W-354, Sub 360

Carolina Water Service, Inc. of North Carolina

Employee Spotlight

Carolina

Water Service
of North Carolina'"

Bryan Allen is a Wastewater Operator 1

for Carolina Water Service of North Carolina. He is located in the

Outer Banks area primarily in Nags Head, North Carolina. He

works on the Eastern Regional team for Area Manager, Eddie

Baldwin.

You will see him serve our customers throughout many

communities including the Villages at Nags Head and Monteray

Shores. We asked Bryan a few questions to learn more about
what his job entails, how he sees his role with CWSNC, and how

he spends his spare time.

What is your role with CWSNC?

Currently, I work in the Nags Head area of the Outer Banks with

Matt Palmiter. I travel between our wastewater system in Nags
Head where we provide service to several hundred residential

customers and approximately 30 commercial customers to

Monterey Shores where we have several hundred water and

wastewater customers.

What do you like about your job?

I really like the opportunity to grow and learn. Working at

CWSNC is an actual career and not just a job.

What do you do in your spare time away from working for

CWSNC?

1 enjoy spending time with my wife binge watching television

shows. I also love going to the beach and the gym.

Bryan is a military veteran having served in the United States

Marine Corps. His main duties included work in water and

wastewater at Camp Lejune in Jacksonville, North Carolina.

13



Exhibit A-2

Docket No. W-354, Sub 360

Carolina Water Service, inc. of North Carolina

Employee Spotlight

Carolina
Water Service
of North CarDllna'"

Travis S. Thomas is a Water/Wastewater Operator 1

for Carolina Water Service of North Carolina. He is in the Banner Elk area In

western North Carolina and works on Area Manager, Ronnie Reece's team.

Travis has been employed with CWSNC for six years and holds both B-Well B-

Distribution and Grade 2 Waste Water designations.

Travis serves our customers throughout many communities including Ski

Country and Sugar Mountain.

We asked Travis a few questions to learn more about what his job entails,

how he sees his role with CWSNC, and how he spends his spare time.

What is your role with CWSNC?

Currently,! serve as the ORC of Sugar Mountain. I work on the "Mountain"

with my fellow CWSNC employee, Chris Chlldress. Our tasks include logging

the status of the wells, completing service orders, logging lift station status,

checking boosters and maintaining the system. We have 24 wells, 5 booster

stations, and 8 lift stations. I also interact with our customers to help resolve

their complaints as needed by Customer Service or Management.

What do you like about your job?

1 really like what 1 do! If s always something new every day when you come in!

We provide water and wastewater services to great people!

What do you do in your spare time away from working for CWSNC?

i am married and have a three-year-old son (this one is all boy) who loves to
play in the dirt. He loves any type of dirt-moving equipment, dirt bikes and

tales of my hunting trips. He Is our world. My wife, who is a Licensed Practical
Nurse, recently accepted a job located near our office. We are big-time

Carolina Panthers fans. Faith plays a key role In our life and we attend church

every Sunday. We consider ourselves to be beyond blessed!

14
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Docket No. W-354, Sub 360

Carolina Water Service, Inc. of North Carolina

Employee Spotlight

Carolina

Water Service
of North Carolina'"

Stacy A. Goff is a Lead Operator for Carolina Water Service of

North Carolina. He is located in the Morehead City area. Stacy

has been with CWSNC for nine years and previously in

Louisiana. You will see him serve our customers throughout

many communities including Brandywine Bay, Hestron Park,

Carolina Pines, Regalwood, Fairfield Harbor, and White Oak

Estates. We asked Stacy a few questions to learn more about

what his job entails, how he sees his role with CWSNC, and how

he spends his spare time.

What is your role with CWSNC?

Currently, as Lead Operator, I assist the area manager in

training, evaluating plants for operational effectiveness, as well

as safety. I oversee that proper techniques are used when
sampling. I oversee NC 811 webTMS for unassigned tickets. I

assist other operators in running plants, troubleshooting

problems they may have, as well as operating my assigned

plants. I handle customer complaints as needed by Customer

Service or Management.

What do you like about your job?

One of the best things I like about my job is educating our

customers about the various aspects of the water and

wastewater industry. I also enjoy attending different meetings

within the utility industry, such as our NC Utility Coordinating

Committee meetings (NC 811), the NCWOA section meetings.

What do you want to see in the future for CWSNC?

I want customers, as well as regulators, to know that when they

see a CWSNC employee they are confident that they are getting

top-notch service; an employee with a vast knowledge of

compliance regulations related to the Industry. I want our

company to keep up with or better yet, be a leader in using

technology to keep the environment safe and life of an operator

easier while better serving our customers.

15
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APPENDIX A-1

PAGE 1 OF 7

SCHEDULE OF RATES

for

CAROLINA WATER SERVICE. INC. OF NORTH CAROLINA

for providing water and sewer utilitv service

in

ALL OF ITS SERVICE AREAS IN NORTH CAROLINA

fexcluding Corolla Light Monterav Shores. Fairfield Harbour Service Area. Treasure

Cove. Register Place Estates. North Hills and Glen Arbor/North Bend Subdivisions.

Bfadfield Farms. Larkhaven. Silverton and Woodland Farms Subdivisions and

Hawthorne at the Green Apartments

WATER RATES AND CHARGES

Monthlv Metered Water Service fResidential and Commercial):

Base Facility Charge (based on meter size with zero usage)

<1" meter $ 28.16
1" meter $ 70.39
11/2" meter $ 140.79
2" meter $ 225.26
3" meter $ 422.36
4" meter $ 703.93
6" meter $1,408.87

Usage Charge:

A. Treated Water, per 1,000 gallons $ 8.87

B. Untreated Water, per 1,000 gallons
(Brandywine Bay Irrigation Water) $ 4.11



APPENDIX A-1

PAGE 2 OF 7

C. Purchased Water for Resale, per 1,000 gallons:

Service Area Bulk Provider

Carolina Forest Montgomery County $ 3.19

High Vista Estates City of Hendersonville $ 3.25

RIverpointe Charlotte Water $ 6.30

Whispering Pines Town of Southern Pines $ 2.23

White Oak Plantation/

Lee Forest Johnston County $ 2.28

Winston Plantation Johnston County $ 2.28

Winston Point Johnston County $ 2.28

Woodrun Montgomery County $ 3.19

Yorktown City of Winston-Salem $ 5.01

Zemosa Acres City of Concord $ 5.27

Carolina Trace City of Sanford $ 2.21

Commercial customers, including condominiums or other property owner associations
who bill their members directly, shall have a separate account set up for each meter and
each meter shall be billed separately based on the size of the meter and usage associated
with the meter.

When because of the method of water line installation utilized by the developer or owner,
it is impractical to meter each unit or other structure separately, the following will apply:

Sugar Mountain Service Area:
Where service to multiple units or other structures is provided through a single
meter, the average usage for each unit or structure served by that meter will be
calculated. Each unit or structure will be billed based upon that average usage plus
the base monthly charge for a <1" meter.

Mount Mitchell Service Area:

Service will be billed based upon the Commission-approved monthly flat rate.

Monthlv Flat Rate Water Service: (Billed in Arrears) $ 54.67

Availabilitv Rate: (Semiannual)

Applicable only to property owners in Carolina Forest
and Woodrun Subdivisions In Montgomery County $ 24.65



APPENDIX A-1

PAGE 3 OF 7

Availability Rate: (Monthly)

Applicable only to property owners in Linville Ridge
Subdivision

Avaiiabiiitv Rate: (Monthly)

Applicable only to property owners in Fairfield Sapphire
Valley Service Area

Availability Rate: (Monthly)

Applicable only to property owners in Connestee Falls

Meter Testing Fee:

New Water Customer Charge:

Reconnection Charge: ̂

If water service is cut off by utility for good cause
If water service is discontinued at customer's request ,

Reconnection Charge: (Flat-rate water customers)

If water service is cut off by utility for good cause

Management Fee: (in the foilowing subdivisions only)

Wolf Laurel

Covington Cross Subdivision (Phases 1 & 2)

Oversizing Fee: (in the following subdivision only)

Winghurst

Meter Fee:

For <1" meter

For meters 1" or larger

$ 12.35

$  9.10

$  4.80

$ 20.00

$ 27.00

$ 27.00
$ 27.00

Actual Cost

$150.00
$100.00

$400.00

$ 50.00
Actual Cost

Irrigation Meter Installation: Actual Cost
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PAGE 4 OF 7

SEWER RATES AND CHARGES

Monthly Metered Sewer Service:

A. Base Facility Charge:

Residential (zero usage) $ 50.10

Commercial (based on meter size with zero usage)

<1" meter $ 50.10
1" meter $ 125.25
11/2" meter $ 250.50
2" meter $ 400.80
3" meter $ 751.50
4" meter $1,252.50
6" meter $2,504.99

B. Usage Charge, per 1,000 gallons $ 3.39
(based on metered water usage)

Commercial customers, including condominiums or other property owner
associations who bill their members directly, shall have a separate account set up
for each meter and each meter shall be billed separately based on the size of the
meter and usage associated with the meter.

Monthly Metered Purchased Sewer Service:

Collection Charge (Residential and Commercial/per SFE $ 40.05
(Single Family Equivalent)

Usage charge, per 1,000 gallons based on purchased water consumption

Service Area Bulk Provider

White Oak Plantation/

Lee Forest/Winston Pt. Johnston County $ 4.82

Kings Grant Two Rivers Utilities $ 3.80

College Park Town of Dallas $ 5.70

Monthly Flat Rate Sewer Service: $ 61.65

Multi-residential customers who are served by a master
meter shall be charged the flat rate per unit. $ ,61.65
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Mt. Carmel Subdivision Service Area:

Monthly Base Facility Charge $ 6.77

Monthly Collection Charge
(Residential and Commercial/SFE) $ 40.05

Usage Charge, per 1,000 gallons based on $ 5.88
purchased water consumption

Reaalwood and White Oak Estates Subdivision Service Areas:

Monthly Flat Rate Sewer Service
Residential Service $ 61.65
White Oak High School $1,929.12
Child Castle Daycare $ 239.66
Pantry $ 127.29

Fairfield Mountain/Apple Vallev fa.k.a. Rumbling Baldl Service Area and Highland Shores

Subdivision

Monthlv Sewer Rates:

Residential

Collection charge/dwelling unit $ 40.05
Treatment charge/dwelling unit $ 69.50
Total monthly flat rate/dwelling unit £ 109.55

Commercial and Other:

Minimum monthly collection and treatment charge $ 109.55

Monthly collection and treatment charge for customers
who do not take water service (per SFE) $ 109.55

Treatment charge per dwelling unit

Small (less than 2,500 gallons per month) $ 78.50
Medium (2,500 to 10,000 gallons per month) $ 139.50
Large (over 10,000 gallons per month) $ 219.50

Collection Charge (per 1,000 gallons) $ 13.93
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Availability Rate: (Monthly)

Applicable only to property owners in Fairfleld Sapphire
Valley Service Area $ 8.30

Availability Rate: (Monthly)

Applicable only to property owners In Connestee Falls $ 4.70

New Sewer Customer Charge: $ 27.00

Reconnection Charge:

If sewer service is cut off by utility for good cause Actual Cost

MISCELLANEOUS UTILITY MATTERS

Charge for processing NSF Checks:

Bills Due:

Bills Past Due:

Billing Freguencv:

Finance Charge for Late Payment:

$■ 25.00

On billing date

21 days after billing date

Bills shall be rendered monthly in all
service areas, except for Mt. Carmel,
which will be billed bimonthly.

Availability rates will be billed quarterly in
advance for Connestee Falls,
semiannually in advance for Carolina
Forest, Woodrun, and Fairfleld Sapphire
Valley, and monthly for Linville Ridge.

1% per month will be applied to the
unpaid balance of all bills still past due
25 days after billing date.
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Notes:

If a customer requests a test of a water meter more frequently than once In a 24-month period,
the Company will collect a $20.00 service charge to defray the cost of the test. If the meter Is
found to register In excess of the prescribed accuracy limits, the meter testing charge will be
waived. If the meter is found to register accurately or below prescribed accuracy limits, the charge
shall be retained by the Company. Regardless of the test results, customers may request a meter
test once In a 24-month period without charge.

Customers who request to be reconnected within nine months of disconnection at the same
address shall be charged the base facility charge for the service period they were disconnected.

The utility shall Itemize the estimated cost of disconnecting and reconnecting service and shall
furnish this estimate to customer with cut-off notice.

4/ This charge shall be waived If customer Is also a water customer within the same service area.

The utility, shall Itemize the estimated cost of disconnecting and reconnecting service and shall
furnish this estimate to the customer with the cut-off notice. This charge will be waived If customer
also receives water service from Carolina Water Service within the same service area. Customers

who request to be reconnected within nine months of disconnection at the same address shall be
charged the base facility charge for the service period they were disconnected.

Issued in Accordance with Authority Granted by the North Carolina Utilities Commission

in Docket No. W-354, Sub 360, on this the day of , 2018.
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CAROLINA WATER SERVICE. INC. OF NORTH CAROLINA

SCHEDULE OF CONNECTION FEES

FOR WATER UTILITY SERVICE UNDER UNIFORM RATES

Uniform Connection Fees:

The following uniform connection fees apply unless specified differently by contract-
approved by and on file with the North Carolina Utilities Commission.

Connection Charge (CC), per SFE (Single Family Equivalent) $ 100.00
Plant Modification Fee (PMF), per SFE $ 400.00

The systems where connection fees- other than the uniform fees have been approved
and/or allowed to become effective by the North Carolina Utilities Commission are as
follows. These fees are per SFE;

Abington $ 0.00 $ 0.00

Abington, Phase 14 $ 0.00 ' $ 0.00

Amherst $ 250.00 $ 0.00

Bent Creek $ 0.00 $ 0.00

Blue Mountain at Wolf Laurel $ 925.00 $ 0.00

Buffalo Creek, Phase 1, II, III, IV $ 825.00 $ 0.00

Carolina Forest $ 0.00 $ 0.00

Chapel Hills $ 150.00 $ 400.00

Eagle Crossing $ 0.00 $ 0.00

Forest Brook/Old Lamp Place $ 0.00 $ 0.00

Harbour $ 75.00 $ 0.00

Hestron Park $ 0.00 $ 0.00

Hound Ears $ 300.00 $ 0.00

Kings GrantA/Villow Run $ 0.00 $ 0.00

Lemmond Acres $ 0.00 $ 0.00

Linville Ridge $ 400.00 $ 0.00

Monterrey (Monterrey LLC) $ 0.00 $ 0.00

Quail Ridge $ 750.00 $ 0.00

Queens Harbour/Yachtsman $ 0.00 $ 0.00

Riverpointe $ 300.00 ■ $ 0.00

Riverpointe (Simonini BIdrs.) $ 0.00 $ 0.00

Riverwood, Phase 6E (Johnston County) $ 825.00 $ 0.00

Saddlewood/Oak Hollow (Summey BIdrs.) $ 0.00 $ 0.00
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Subdivision CC PMF

Sherwood Forest $ 950.00 $ 0.00

Ski Country $ 100.00 $ 0.00

White Oak Plantation $ 0.00 $ 0.00

Wildlife Bay $ 870.00 $ 0.00

Willowbrook $ 0.00 $ 0.00

Winston Plantation $1,100.00 $ 0.00

Winston Pointe, Phase 1A $ 500.00 $ 0.00

Wolf Laurel $ 925.00 $ 0.00

Woodrun $ 0.00 $ 0.00

Woodside Falls $ 500.00 $ 0.00

Other Connection Fees:

The following connection fees apply unless specified differently by contract approved
and/or filed with the North Carolina Utilities Commission.

Amber Acres, Amber Acres North, Amber Ridge, Ashley Hills North, Bishop Pointe,
Carriage Manor, Country Crossing, Covlngton Cross, Heather Glen, Hidden Hollow,
Jordan Woods, Lindsey Point, Neuse Woods, Oakes Plantation, Randsdell Forest,
Rutledge Landing, Sandy Trails, Stewart's Ridge, Tuckahoe, Wilder's Village, and Forest
Hill Subdivisions

Connection Charge:

A. 5/8" meter $ 500.00
B. All other meter sizes Actual cost of meter and installation

The systems where other connection fees have been approved and/or allowed to become
effective by the North Carolina Utilities Commission are as follows.

Subdivision CC

Lindsey Point Subdivision $ 0.00

Amber Acres North, Sections 11 & IV $ 570.00

Fairfield Mountain/Apple Valley
(a.k.a. Rumbling Bald) Service Area $ 500.00

Highland Shores Subdivision $ 500.00

Laurel Mountain Estates $ 0.00

Carolina Trace $ 605.00

Connestee Falls $ 600.00
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The following connection fees apply unless specified differently by contract approved
and/or filed with the North Carolina Utilities Commission.

All Areas Except Hollv Forest XI. Hollv Forest XIV. Hollv Forest XV. Whisper Lake I.

Whisper Lake II. Whisper Lake 111. Deer Run. Lonesome Vailev Phases I and II. and

Chattooaa Ridoe

Recoupment of Capital Fee (RCF) ̂ $ 0.00
Connection Charge $ 400.00

The systems where other connection fees have been approved and/or allowed to become
effective by the North Carolina Utilities Commission are as follows:

Subdivision CC RCF

Hoily Forest XI $400.00 $2,400.00
Holly Forest XIV $400.00 $ 250.00
Holly Forest XV $400.00 $ 500.00
Whispering Lake Phase 1 $ 400.00 . $1,250.00
Whispering Lake Phases 1 1 and III $ 400.00 $2,450.00
Deer Run' $ 400.00 $1,900.00
Lonesome Valley Phases!1 and II $  0.00 $  0.00
Chattooga Ridge $  0.00 $  0.00

These fees are only applicable one time, when the unit is initially connected to the system.

^The recoupment of capital portion of the connection charges shall be due and payable at such
time as the main water and sewer lines are installed in front of each lot, and the connection charge
for water and sewer shall be payable upon request by the owner of each lot to be connected to
the water and sewer lines. With written consent of the company, payment of the recoupment
capital portion of the connection charge may be made payable over five-year period following the
installation of the water and sewer mains in front of each lot, payment to be made in such a
manner and in such installments as agreed upon between lot owner and the company, together
with interest on the balance of the unpaid recoupment of capital fee from said time until payment
in full at the rate of 6% per annum.

issued in Accordance with Authority Granted by the North Carolina Utilities Commission
in Docket No. W-354, Sub 360, on this the day of , 2018.



APPENDIX A-1B

PAGE 1 OF 3

CAROLINA WATER SERVICE. INC. OF NORTH CAROLINA

SCHEDULE OF CONNECTION FEES FOR

SEWER UTILITY SERVICE UNDER UNIFORM RATES

Uniform Connection Fees:

The following uniform connection fees apply unless specified differently by contract
approved by and on file with the North Carolina Utilities Commission.

Connection Charge (CC), per SFE (Single Family Equivalent) $ 100.00
Plant Modification Fee (PMF), per SFE $1,000.00

The systems where connection fees other than the uniform fees have been approved
and/or allowed to become effective by the North Carolina Utilities Commission are as
follows. These fees are per SFE:

Subdivision CC PMF

Abington $ 0.00 $ 0.00

Abington, Phase 14 $ 0.00 $ 0.00

Amber Acres North (Phases II & IV) $ 815.00 $ 0.00

Ashley Hills $ 0.00 $ 0.00

Amherst $ 500.00 $ 0.00

Bent Creek $ 0.00 $ 0.00

Brandywine Bay $ 100.00 $1,456.00
Camp Morehead by the Sea $ 100.00 $1,456.00
Hammock Place $ 100.00 $1,456.00
Hestron Park $ 0.00 $ 0.00

Hound Ears $ 30.00 $ 0.00

Independent/Hemby Acres/Beacon Hills $ 0.00 $ 0.00

(Griffin Bidrs.)
Kings GrantAA/illow Run $ 0.00 $ 0.00

Kynwood $ 0.00 $ 0.00

Mt. Carmel/Section 5A $ 500.00 $ 0.00

Queens HarborA'achtsman $ 0.00 $ 0.00

Riverpointe $ 300.00 $ 0.00

Riverpointe (Simonini BIdrs.) $ 0.00 $ 0.00

Steeplechase (Spartabrook) $ 0.00 $ 0.00

White Oak Plantation $ 0.00 $ 0.00

Willowbrook $ 0.00 $ 0.00
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Subdivision CC PMF

Wiilowbrook (Phase 3) $  0.00 $ 0.00

Winston pointe (Phase 1A) $2,000.00 $ 0.00

Woodside Fails $  0.00 $ 0.00

other Connection Fees:

The systems where other connection fees have been approved and/or allowed to become
effective by the North Carolina Utilities Commission are as follows:

Subdivision

Carolina Pines

Residential $1,350.00 per unit (Including single-family homes,
condominiums, apartments, and mobile homes)

Hotels $750.00 per unit

Non-residential $3.57 per gallon of daily design of discharge or
$900.00 per unit, whichever is greater

Subdivision CC

Fairfield Mountain/Apple Valley (a.k.a. Rumbling Bald)
Service Area $ 550.00
Highland Shores $ 550.00
Carolina Trace $ 533.00
Connestee Falls $ 400.00

The following connection fees apply unless specified differently by contract approved
and/or filed with the North Carolina Utilities Commission.

All Areas Except Hoilv Forest XIV. Hollv Forest XV. Deer Run, and Lonesome Vallev

Phases I and II

Recoupment of Capital Fee (RCF) ̂ $ 0.00
Connection Charge $ 550.00
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The systems where other connection fees have been approved and/or allowed to become
effective by the North Carolina Utilities Commission are as follows:

Subdivision CC RCF

Holly Forest XIV $ 550.00 $1,650.00
Holly Forest XV $ 550.00 $ 475.00
Deer Run $550.00 $1,650.00
Lonesome Valley Phases I and II $ 0.00 $ 0.00

These fees are only applicable one time, when the unit is initially connected to the system.

^The recoupment of capital portion of the connection charges shall be due and payable at such
time as the main water and sewer lines are installed in front of each lot, and the connection charge
for water and sewer shall be payable upon request by the owner of each lot to be connected to
the water and sewer lines. With written consent of the company, payment of the recoupment
capital portion of the connection charge may be made payable over five-year period following the
installation of the water and sewer mains In front of each lot, payment to be made in such a
manner and in such installments as agreed upon between lot owner and the company, together
with interest on the balance of the unpaid recoupment of capital fee from said time until payment
in full at the rate of 6% per annum.

Issued in Accordance with Authority Granted by the North Carolina Utilities Commission
in Docket No. W-354, Sub 360, on this the dav of 2018.
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SCHEDULE OF RATES

for

CAROLINA WATER SERVICE. INC. OF NORTH CAROLINA

for providing sewer utilitv service

in

COROLLA LIGHT AND MONTERAY SHORES SERVICE AREA

SEWER RATES AND CHARGES

Monthly Metered Sewer Service (Residential and Commercian:

Base Facility Charge (based on meter size with zero usage)

< 1" meter $  52.06
1" meter $  130.15
1 1/2" meter $ 260.31
2" meter $ 416.49
3" meter $ 780.92
4" meter $1,301.54
6" meter $2,603.07

Usage Charge, per 1,000 gallons $  6.62

(based on purchased water usage)

Commercial customers, including condominiums or other property owner
associations who bill their members directly, shall have a separate account set up
for each meter and each meter shall be billed separately based on the size of the
meter and usage associated with the meter.

New Sewer Customer Charge: $ 21.92

Reconnection Charge:

If sewer service cut off by utility for good cause Actual Cost
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.  21Uniform Connection Fees:

The following uniform connection fees apply unless specified differently by contract
approved by and on file with the North Carolina Utilities Commission.

Connection Charge (CC), per SFE (Single Family Equivalent) $ 100.00
Plant Modification Fee (PMF), per SFE $1,000.00

The systems where connection fees other than the uniform fees have been approved
and/or allowed to become effective by the North Carolina Utilities Commission are as
follows. These fees are per SFE:

Subdivision CC

Corolla Light . $ 700.00
Monteray Shores $ 700.00
Monteray Shores (Degabrielle BIdrs.) $ 0.00
Corolla Bay3/ $ 100.00
Corolla Ba// $ 700.00
Corolla Shores $ 700.00

One SFE shall equal 360 gallons per day of capacity.

PMF

$  0.00
$  0.00
$  0.00
$1,000.00
$  0.00
$  0.00

MISCELLANEOUS UTILITY MATTERS

Charge for processing NSF Checks:

Bills Due:

Bills Past Due:

Billing Freguencv:

Finance Charge for Late Payment:

$ 24.91

On billing date

21 days after billing date

Bills shall be rendered monthly

1% per month will be applied to the
unpaid balance of all bills still past due
25 days after billing date.
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Notes:

The Utility shail itemize the estimated cost of disconnecting and reconnecting service and shall
furnish the estimate to the customer with the cut-off notice.

Customers who request to be reconnected within nine months of disconnection at the same
address shall be charged the base facility charge for the service period they were disconnected.

^ These fees are oriiy applicable one time, when the unit is initially connected to the system.

^'The connection charge of $100 per SFE and the plant modification fee of $1,000 per SFE
specified herein apply to new wastewater connections requested at Corolla Bay prior to
June 4, 2015.

''^The connection charge of $700 per SFE applies to new wastewater connections requested at
Corolla Bay on and after June 4, 2015.

Issued in Accordance with Authority Granted by the North Carolina Utilities Commission
in Docket No. W-354, Sub 360, on this the day of , 2018.
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SCHEDULE OF RATES

for

CAROLINA WATER SERVICE. INC. OF NORTH CAROLINA

for providing water and sewer utilitv service

in

■ TREASURE COVE. REGiSTER PLACE ESTATES. NORTH HILLS. GLEN

ARBOR/NORTH BEND SUBDIVISIONS. FAiRFIELD HARBOUR SERVICE AREA.

BRADFIELD FARMS SUBDIVISION. LARKHAVEN SUBDiViSION. SILVERTQN AND

WOODLAND FARMS SUBDIVISIONS AND HAWTHORNE AT THE GREEN
APARTMENTS

WATER RATES AND CHARGES

Monthlv Metered Service fResidential and Commercial):

Base Facility Charge (based on meter size with zero usage)

< 1" meter ' $18.08
1" meter $45.21
1 1/2" meter $90.42
2" meter $144.67

Usage Charge, per 1,000 gallons $ 4.92

Avallabllitv Rate: (Monthlv)

Applicable only to property owners in Fairfield
Harbour Service Area $ 3.28

Connection Charge:

Treasure Cove Subdivision $ 0.00
North Hills Subdivision $ 100.00
Glen Arbor/North Bend Subdivision $ 0.00
Register Place Estates $ 500.00
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Fairfield Harbor:

All Areas Except Harbor Pointe II Subdivision

Recoupment of capital fees per tap $ 335.00
Connection charge per tap $ 140.00

Harbor Pointe Subdivision and any area where mains

have been installed after July 24. 1989

Recoupment of capital fee per tap $ 650.00
Connection charge per tap $ 320.00

Bradfield Farms:

Connection charge per tap None

Meter Testing Fee: $ 20.00

New Water Customer Charge: $ 27.00 .

Reconnection Charge:

If water service is cut off by utility for good cause $ 27.00
If water service is discontinued at customer's request $ 27.00

New Meter Charge: Actual Cost

Irrigation Meter Installation: Actual Cost

SEWER RATES AND CHARGES

Monthly Sewer Service:

Residential:

Flat Rate, per dwelling unit
Bulk Flat Rate, per REU

Commercial and Other:

$ 50.81
$ 50.81

Monthly Flat Rate
(Customers who do not take water service) $ 50.81
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Monthly Metered Rates
(based on meter size with zero usage)

<1" meter $13.65
1 1/2" meter $ 68.24
2" meter $ 109.18

Usage Charge, per 1,000 gallons $ 6.36

Bulk Sewer Service for Hawthorne at the Green Apartments:

Bulk Flat Rate, per REU $ 49.81 per month

(To be collected from Hawthorne and delivered to Carolina Water Service, Inc. of North
Carolina for treatment of the Hawthorne wastewater pursuant to Docket No. W-218,
Sub 291.)

Availabilitv Rate: (Monthly)

Applicable only to property owners in Fairfieid
Harbour Service Area $ 2.65

Connection Charge:

Fairfieid Harbour:

All Areas Except Harbor Pointe II Subdivision

Recoupment of capital fees per tap $ 735.00
Connection charge per tap $ 140.00

Harbor Pointe Subdivision and anv area where mains ■

have been installed after Julv 24.1989

Recoupment of capital fee per tap $ 2,215.00
Connection charge per tap $ 310.00

Bradfield Farms:

Connection charge per tap None

New Sewer Customer Charoe: $ 27.00
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Reconnection Charge:

If sewer service Is cut off by utility for good cause Actual Cost

MISCELLANEOUS UTILITY MATTERS

Charge for processing NSF Checks:

Bills Due:

Bills Past Due:

Billing Freouencv:

Finance Charge for Late Pavment:

Notes:

$ 25.00

On billing date

21 days after billing date

Bills shall be monthly for service in
arrears.

Availability billings semiannually in
advance.

1% per month will be applied to the
unpaid balance of all bills still past due
25 days after billing date.

""The recoupment of capital portion of the connection charges shall be due and payable at such
time as the main water and sewer lines are installed in front of each lot, and the connection charge
for water and sewer shall be payable upon request by the owner of each lot to be connected to
the water and sewer lines. With written consent of the company, payment of the recoupment
capital portion of the connection charge may be made payable over five-year period following the
installation of the water and sewer mains In front of each lot, payment to be made in such a
manner and In such installments as agreed upon between lot owner and the company, together

■with interest on the balance of the unpaid recoupment of capital fee from said time until payment
in full at the rate of 6% per annum.

If a customer requests a test of a water meter more frequently than once in a 24-month period,
the Company will collect a $20.00 service charge to defray the cost of the test. If the meter is
found to register in excess of the prescribed accuracy limits, the meter testing charge will be
waived. If the meter is found to register accurately or below prescribed accuracy limits, the charge
shall be retained by the Company. Regardless of the test results, customers may request a meter
test once in a 24-month period without charge.

Customers who request to be reconnected within nine months of disconnection at the same
address shall be charged the base facility charge for the service period they were disconnected.

Each Apartment building will be considered 92.42% occupied on an ongoing basis for billing
purposes as soon as the certificate of occupancy is issued for that apartment building.
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This charge shall be waived If customer Is also a water customer within the same service area.

®'The utility shall Itemize the estimated cost of disconnecting and reconnecting service and shall
furnish this estimate to the customer with the cut-off notice. This charge will be waived If customer
also receives water service from Carolina Water Service within the same service area. Customers
who request to be reconnected within nine months of disconnection at the same address shall be
charged the base facility charge for the service period they were disconnected.

Issued In Accordance with Authority Granted by the North Carolina Utilities Commission
in Docket No. W-354, Sub 360, on this the day of , 2018.
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REGRESSION ANALYSIS OF ALLOWED RETURNS ON EQUITY

Regression Statistics

Multiple R 0.87772

R Square 0.77039

Adjusted R Square 0.74952

Standard Error 0.00142

Observations 13

ANOVA

V

df SS MS F Significance F

Regression 1 7.48492E-05 7.48492E-05 37.952701 7.10034E-05

Residual 11 2.16939E-05 1.97217E-06

Total 12 9.65431E-05

Coefficients Standard Error t5tot P-value

Intercept 0.086038 0.002157 39.885740 0.000000

X Variable 1 0.260653 0.042905 6.075145 0.000080

Moody's

A-Rated

Public Utility

Bond Yield

May-18 4.09%

Jun-18 4.17%

JuM8 4.28%

Aug-18 4.27%

JuM8 4.27%

Aug-18 4.26%

Average 4.22%

Predicted Cost of Equity 9.70%

Note:

Predicted Cost of Equity of 9.70% = 0.086038 + 0.260653 x 4.22%.
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Carolina Water Service, Inc. of North Carolina

Cost of Capital as of June 30, 2018

Item Ratios

Weighted

Cost Rate Cost Rate

P re-Tax

Cost of

Capital

Long-Term Debt 54.92% 5.87%

Common Equity 45.08% 9.20%

3.22%

4.15%

3,22%

5.42%

Total 100.00% 7.37% 8.64%

Pre-Tax Interest Coverage 3.7
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Public Staff

Supplemental Hinton Exhibit JRH-5

Docket No. W-354, Sub 360

Carolina Water Service, Inc. of North Carolina

Cost of Capital as of June 30, 2018

Item

Weighted

Ratios Cost Rate Cost Rate

Total 100.00% 7.47%

P re-Tax

Cost of

Capita!^
Long-Term Debt 49.09% 5.68% 2.79% 2.79%

Common Equity 50.91% 9.20% 4.68% 6.12%

8.91%

Pre-Tax Interest Coverage 3.2

Funds Flow to Debt^ 26.0%

Note:

The pre-tax cost of debt and equity is grossed up by tax retention factors.

Pre-Tax Interest Coverage: 3.2 = 8.91 / 2.79

Funds Flow to Debt = (Recommended rate base*welghted debt cost rate) / (Net Income

for Return + Depreciation + Amortization-Deferred taxes), Public Staff Henry Supp. Exhibit 1,

26% = ($104,513,271*2.79%) / (7,809,265+5,149,485-1,547.356-132,758-519-83,570).
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Carolina Water Service. Inc. of North Carolina

Recommended Capital Structure and Cost Rates
for Ratemaking Purposes

at |une30.2018

Docket No. W-354, Sub 360

D'Ascendis Rebuttal Exhibit No. 1
Schedule DWD-tR

Page 1 of 31

FILED-

OCT 15 KD

Clerk's Office

N.C. Utilities Commisslan

Type Of Capital

Long-Term Debt

Common Equity

Total

Notes:

Ratios fl) Cost Rate

Weighted Cost
Rate

49.09%

50.91%

100.00%

5.68% [1] 2.79%

10.80% - 11.20% [2] 5.50% - 5.70%

8.29% 8.49%

(1) Company-Provided.

(2) From page 2 of this Schedule.

^  ;
.



Carolina Water Service. Inc. of North Carolina

Brief Summary of Common Equity Cost Rate

Docket No. W-354, Sub 360

D'Ascendis Rebuttal Exhibit No. 1

Schedule DWD-1R

Page 2 of 31

Line No. Principal Methods

1.

2.

3.

4.

5.

6.

7.

Discounted Cash Flow Model [DCF] [1)

Risk Premium Model (RPM) (2]

Capital Asset Pricing Model [CAPM] (3]

Market Models Applied to Comparable Risk, Non-Price
Regulated Companies [4)

Indicated Common Equity Cost Rate before Adjustment for
Size Risk

Size Risk Adjustment (5)

Recommended Range of Common Equity Cost Rates

Projy Group of Six

Water Companies

9.15%

10.73%

10.93%

12.43%

10.80%

0.40%

10.80%-11.20%

Notes: (1] From page 3 of this Schedule.

(2] From page 10 of this Schedule.

(3] From page 21 of this Schedule.

(4] From page 26 of this Schedule.

(53 From Schedule DWD-8 (direct testimony).

'v



Carolina Water Service. Inc. nf North CaroUna

Indicated Common Equl^ Cost Rate Using the Discounted Cash Flow Model for the
Proxy firnun of Six Water Companies

[1] [2] [3j (4] [5] [6] [7] [8J

Yahool

Value Line Finance

Projected Reuters Mean Zack's Five Projected Average Indicated

Average Five Year Consensus Year Projected Five Year Projected Five Adjusted Common

Dividend Growth In Projected Five Year Growth Rate Growth In Year Growth Dividend Yield Equl^Cost
Proxy Group ofSix Water Companies Yield [1] EPS (2) Growth Rate In EPS in EPS EPS In EPS (3) C4) Rate (S)

American States Water Co. 1.83 % 6.00 % NA % 6.00 % 4.00 % 533 % 1.88 % 7.21 %

American Water Works Company Ine 2.07 10.00 9.73 7.80 8.10 8.91 2.16 11.07

Aqua America Inc 2.38 7.S0 9.00 5.30 5.00 6.70 2.46 9.16

California Water Service Group 1.82 930 NA 7.00 9.80 8.77 1-90 10.67

Middlesex Water Co. L97 8.00 NA NA 2.70 5.35 2.02 7.37

York Water Co. 2.18 9.00 NA NA 4.90 6.95 2.26 9.21

Average 9.11 %

Median 9.18 %

Average of Mean and Median 9.15 %

NAb Not Available

Notes:

Source of Information:

(1] Indicated dividend at 09/28/2018 divided by the average closing price of the last 60 trading days ending
09/28/2018 for each company.

(2j Frompages4through9ofthisSchedule.

(3j Average of columns 2 through 5 excluding negative growth rates.
(4] This reflects a growth rate component equal to one-halfthe conclusion ofgrowth rate (from column 6) x

column 1 to reflect Uie periodic payment of dividends (Gordon Model) as opposed to the continuous
payment Thus, forAmerlcan States Water Co, l:83%x (!■•■( 1/2x5.33%}) = 1.88%.

(5) Column 6 + column 7.

Value Line Investment Survey
wivw.reuters.com Dovmloaded on 09/28/2016
www.zacks.com Downloaded on 09/28/2018
www.yahoo.com Downloaded on 09/28/2018
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AER. STATES WATER
!!ECEKr

NYSE-AWR
CO tO Pil 40 O/^n^SiARELAUVE 4
90il£ UroOO.&\lle<Sin:WFiERXnO I.OU YU) 1.9%

TOEUNESS 4 UmdSfll/ia
SAFETY 2 R^TiiarU

TEQ1NICAL 3 LDMrgi7«ia
SStt .^(UO'Bauo

i62iTn>RcO£cno"NS
AnnTToU

Prta 6^ Return
High 60 (tSH] S%
iJi 45 P25%) -5K

Target Price Range
2021 2022 2023

InaiOerOaeiaions
SOKDJFKAH

• Biff OOOOOOOOO
OOb 4 a 2 1 11111 1 8
bid 324010413

Institutional Decisions

SOaiT <0311 10311

Ubr 104 104 113
etai 79 77 IDS
»!19I9_278S0 24143 2589S

.... RdaMAtaStauTi 1
60

-60
.SO■ ^

-.wtMannlmni^^

1  lu 1 / Il'
Ill' 1, \ ^—

4

. '

I'' ;-nll 1,

1

Percent
shares
traded

• li-ilMllillllliill

Vroi RETURN «/1l
Tin VLSBTH.'
STWX MfiC

22,9 13.9

TSS.O Ti£

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 «VALUEUNE PUB. LLC 21^

629 629 621 723 728 8.75 931 9.74 10.71 11.12 12.12 1319 1317 12.56 11.92 1301 f269 (245 Rsvenueipersh (125

127 124 1.11 132 1.45 125 129 1.70 2.11 2.13 348 365 367 391 370 396 108 125 'CashFIow'ixrsh 44Q

27 29 23 .66 .67 21 33 21 1.11 1.12 141 1.61 127 120 122 128 tn (20 Earnings per sb A 145

.44 M .44 .45 .46 .48 20 21 .92 .55 24 J6 23 27 .91 29 (.05 (.(2 DVdDecrdpertbSe ui

litl liS 221 2.17 1.95 145 223 2.09 312 2.13 1.77 352 129 339 325 3.08 140 340 Cap'! Spending par til 125

722 628 721 7-86 832 6.n 327 930 10.13 10.64 1120 1372 1124 i3n 1152 14.45 (520 (595 BookValuspertbP (725

3038 30.42 3320 3320 34.10 3448 3420 3725 3736 37.70 3823 3172 3629 3550 3627 3566 3580 27.00 CoimnsnShiOiitsrgc 3720

163 312 m 21.9 2/./ 24.0 222 213 157 154 143 173 251 242 252 25.7 SotfAgmaaara AvgAnnlP/ERaUo 220

120 122 123 1.17 120 137 138 1.41 1.00 .97 21 27 1.06 124 134 129 WluaUa RdaVvtP/E Ratio (20

32% 32% 16% 3.1% 22% 22% 22% 22% 10% 12% 11% 37% 36% 32% 22% 30% AvgAmlDhr'dreld 28%

CAPrTALSTTTUCniRE as of3/31/16 3187 351.0 333.9 4193 4669 4771 4652 4502 4161 4402 440 450 Rsvamiei [{min} rs
TotalDabt53904tnO. Di»1n5YnSl0O.7rnll 262 29.5 414 42.0 54.1 637 61.1 60.5 59.7 694 850 7410 Ne(Prafit(imBI] 920

372% 382% 433% 41.7% 392% 383% 39.4% 384% 392% 350% 210% 210% bcomi Tea Rats 210%

62% 33% 52% 22% 35% .. .. .. 35% .. » (2% AFUOC%toN«tProfit >2%

Leases, Uneadtalhad;Annual rentals 52.3 mfi. 463% 452% 443% 454% 432% 392% 39.1% 41.1% 394% 350% 4(2% 420% Leng-Tens Debt Ratio 450%

Pantlen Asseta-12/17 5173.8 rrlD 632% 54.1% 55.7% 54.6% 57.8% 602% 60.9% 559% 60.6% 630% 555% 550% CconmonEqul^RaUo 540%

P(d Stock None
577.0 6650 677.4 749,1 7872 6154 6326 791.5 815.3 6542 (0(0 ((25 Tola] Capital ({mil] (2»

6253 6S54 655.0 896.5 9172 9312 10015 10602 1150.9 12050 (250 (2(0 NstFlantM (495

64% 59% 72% 7.1% 53% 59% 56% 9.0% 6.6% 53% 82% 10% RstumonTotdCapT 92%

as of 6/1/16 82% 63% 11.0% 10.3% 11.9% 137% 130% 13.0% 131% 111% (20% (25% Return on Slir.EguBy (42%

82% 63% 11.0% 103% 112% 137% 130% 13.0% 131% 111% (20% (10% RetumoaCom Equity (42%

31% 33% 58% 53% 82% 58% 57% 6.0% 63% 62% 52% £5% RstainadbCoiREq 50%
CURRENT POSITION 2016 2017 S/31/18 64% 61% 47% 49% 45% 47* 53% 54% 56% 52% 53% 58% AlDlv'dsto Net Prof 59%

Ca»Assets
Aeos ReeHvaUa
Oeier
Cunenl Assets
Accts Payable
D^Due
DOier

CuriEntLiab.

.4 2
20.0 26.1
146J 132

166.9 155.S

43.7 S1.0
90J S9.3
43J 464
177.9 156.7

6.0
192
120J
145.7

382
1092
48.4

196":8

BUSINESS: Amerton States Water Co. operslss as a holding
conpany. Ttiraugh Its pindpal subsidiaty. GoUen Suu Wales Co.,
S si^ee naar Is 258,949 astoiners h 70 cities h 10 csunCes.
Servica areas Include the metispoliian areas d Los Angeles etid
Orange Countes. The company also provides eiectrid^ to 24274
astsners in Big Bear Lahe ̂  San Demanlino Cnly. Provides

water & wastewater senices to U.S. mililery bases Uuough b
ASUS sub. Seid Chaparral CSy Wir. tf AZ. (6/11L Employs 753.
BladcRecA, hic. owns 11.7% d out shares; Vanguard, 9.51^ dl. &
dir. 15%.. (4/16 Proxy). Chelrman: Uoyd Ross. Pres. & CEO:
Robed Sprt^. Inc CA. Add'4 630 East FoothlO Blvd., San Dimas,
CA 91773. Tet 9094943600. Internet wwwaswalerxom.

ANNUAL RATES Past
dcbaantoih) IDYii
Revenues 4.5% 1.5%
'CashPIow' 6.5% 4.5%
Earnings 9.0% 7,0%
Dividends 7.0% 10.5%
BockVatue 5.0% 4.5%

Past Est'd'1S-'17
SYn. to^-'a

4.0%
60%
BOK
8.0%
4.0%

CaV QUARTERIYREVENUES (icdl) Fun
endar UarJI Jun.30 S«p.30 Dec.31 Year

2015 1002 114.6 133.0 110.1
7016 93$ 1130 1232 lOSi 51B1
7017 93.8 1132 124.4 1D42 4406
7016 94.7 ((42 (26 (05 440
2019 97.0 lit (26 (67 450

Cal EARKINIlSFERSHAitEA

endar Uar2( 2un.30 Sep. 30 Dee. 31 Year

2019 1  .32 41 $6 21 1 160
2016 23 4S $9 20 1li7
2)17 24 $2 $7 25 ItiH
2018 20 20 .60 40 (.75

2019 20 25 .62 42 (20

QUARTERirDIVIOENOSPAIDBe puO
AiilM SeoSO DeiLSi Year

Cal-
emdaf

2014
2015
2016
2017
2)18

2025 ms 213 213
213 213 224 224
224 224 224
242 242 255
255 255

242

255

A recent ruling Is hurting American
States Water's utility operations. Ear
lier this year, California regulators made a
decision on Golden States Water's petition
for higher rates. Despite being granted a
higher return on equity, the permitted re
turn on rate base was lowered. This has
had a more meaningful impact on the util
ity than was expected, and was the main
reason for flrst-quarter results falling
short of the consensus.

We are lowering our near-term earn
ings estimates. Management believes
that the California authorities' decree will
shave $3.6 mitllon off the top line and
reduce share earnings $0.07 this year. As
a result, we have deducted $0.10 a share
from both our 2018 and 2019 earnings ex
pectations.
Nonregulated activities should do
pretty well. Through its ASUS subsidi
ary, American States provides water serv
ices to 11 U.S. Army bases. As more of
these installations are privatized in the
coming years, we think ASUS will win its
fair share of competitive bids for these 50-
year contracts. Responsible for 2556 of first
-quarter earnings, this percentage ought to

rise in the future. This Is good news be
cause profltability in this segment isn't
capped, as is the case in the utility sector.
The equity's dividend yield is un
attractive relative to its peer group.
Investors purchase water utility stocks for
the income they generate. At the recent
quote. AWR is yielding less than the Value
Line median. Often with issues that have
strong dividend growth potential, holders
are Moling to accept a lower current yield.
However, we are now expecting the divi
dend to be raised only 656 at the next
board meeting (being held in early Au
gust). Also, since our last report in April,
the value of AWR has increased about
10%. By comparison, the S&P 500 Index is
up approximately 2%. Moreover, consider
ing that the Federal Reserve Is expected to
continue raising short-term interest rates
into next year, we believe one- and two-
year U.S. Treasury notes may well draw
greater interest from those seeking safe
income. Thus, some investors may want to
take profits now. as AWR is also rated to
underperform the market averages In the
year ahead.
J ames A. Flood J uly 13, 2018

(A) Piimaiy eanxngu. Exduites notirecuning (B) Dfvklends hblaicaDy paid Iti early Mareb, (C) In tnilBonj. sdiualed for spill,
g^s/flossesb "04. If. PS, 13F: DS. 34; 1)8., Jisia. Septen4>er, ant! Dac^be-. ■ Dn'd rein-, (D( tndudea inlangiblaa. As a 12/31/17; 672
ri44);iO.(234);'11,104.Nex]eaniirigarepart vestmeitplsnevalabis. niScn/S022asitaie.

s early AugieL

Coinpan/s Finandal Strongtb
StodhlMca Stability
Priea Giobtti Psrelsttnc*
Eimlnga PrediclaUIity

e iinl Ma Una. Inc. U Mts resencd. Ftcsib netailal b oKaired tan aofces Eelavad s M niaia end b cmUed atthojl vtamtes cf any bnl ■
THEPUBUSHERISNOT REawmEFmAWERHOre ORCMtaimsHEREiriltbputiilgllon li «tMy1y»ibat«t^o»n,inH«»nmaclil, mtamsl use. Na (at
tfBnay ba caTDdJtad lascU. Uued of tbwnCad In any [rtfid. ibUiiib tvcScf tsiid ofmac tcr pnafaStg cf (nekeing aiy$*tiad aifitctaSc p44ta3tn. acntka or prodjEl
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AMERICAN WATER NYSE-AWK
RECEMT
'PRirc

Ofi OH OC 0^Tnb>9:UJ\RELAIIVE 4 ijO nVD OHO/,
0D.g1 'RATIO£0,^V>i«<imt9.i]/p;ERAno 1.4& no L\ /o

nXDmi 9 UmdSUU

liFITT 9 Nn7,:4«

TiCHWCAL 3 lcintrt7(U3
Bm X3 (LQ>W«Q

J02T33>Rt)3ECTtOR5
Annl Total

Prico Cam Ratum
Kgn 115 («35i;) 10%
Low 7S (-isid Nil

LEGENDS
LUKDMMftfl—
Oi^M Ov IntopoKlt^^

Target Price Range
2021 2022 2023

-128

-»e
-60

.61

Insider Dedslens
SOKDJFKAH

bB^ OOOOOOOOG
oaa 0 0 2 0 713 2 0 9
BM 003000002

Institutional Decisions

aaii <s2Hi 1S91I

OBur 262 265 282
bU 292 237 337
aflaai6c7B2 i&otso isosss

Percent
shares
tieoed

'■I ■ U

«TetiBnt2M«ts
no Hjvw
ifvci Mgo

Ivr. . 11.6

nllillillnilil
Stf." 87.1
s

T2T
yn ras ^riS

2002 2003 2004 2005 2006 2007 2008^ 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 0VAIJJ£IJtEPUB.llC 21-23
13.08 1334 1451 13i3 15.49 15.18 1625 1328 16.78 17.72 1854 1861 1829 2099 RmnueiparBh 2195

.65 iS.47 187 229 3.58 3.73 42 7 436 4.75 5.13 526 5.14 189 139 'CuhRsw'persh 7.70
197 <S.14 1.10 125 1.53 1.72 111 256 229 164 252 236 3139 ISO Es&lnsaperth * <29

,  .40 22 .86 .90 121 24 121 123 1.47 122 178 125 pyilPecfdpsfah 160
••1 "1 "I "I 4 311 4.74 1)21 420 4.38 5.27 525 520 533 551 726 824 580 125 Cap'iSpeDdingpareh 0.70

2326 2829 2221 2159 24.11 2511 2622 2729 2525 2924 30.13 77.75 7190 BeokValuepersb P 4100
160.00 16000 IbOOO 17423 175.00 17566 17599 17825 179.45 17528 17510 17544 laoo 780.00 CbdunonSlisOti^s ^ 78720

.. 18.9 152 14.6 16.8 157 199 20.0 202 27.7 318 AvgAnn'IP/E Ratio 772
1.14 1.04 .93 1.06 1.06 1,12 195 1.03 1.45 1.70 WutUm Relativa P/E Ratio 720

12% 42% 3.8% 3.1% 34% 10% 22% 22% 22% 22% Avg Ann! D^d field 27%

CAPITAL STRUCTURE as of 3/31/18
Total Debt 88007.0 ml Due In 8 Yra 821920 nd
LT Debt 86403.0 ltd LT Inteiest 8320.0 ml.

{54%a(Cap-Q

23362
1572

2440.7
209.9

2710.7
^2

26662
3042

28759
3742

29019
3692

3011.3
4292

31592
4762

33020
468.0

33572
426.0

3U3
590

7000
670

Revenues {{ndll)
Net Profit nmO)

<700
845

374% 37.9% 404% 392% 457% 311% 39.4% 39.1% 392% 413% ilM 2t0% Income Ta Rate 772%
.. .. .. .. 62% 51% .. - 51% 42% SM 50% AFUOC%loNetProiil 50%

Leases. Uflcaptlallzsd: Annual rentals 815.0 ndL
Pension Ass«ts12/16 81649.0 mill

511%
462%

562%
411%

506%
432%

557%
442%

519%
451%

524%
47.6%

514%
474%

53.7%
462%

624%
47.5%

542%
453%

555%
<15%

572% Lcng-Tatm Debt Rate
<25% Cenmion Equity Rallo

572%
425%

8/b02 92810 95612 95802 96355 99457 10384 10911 10957 118^ 73085 7«00 Tetal Capital ((nB) 78675
95912 10524 11059 11021 11739 12391 12900 13933 14992 16246 77<CC 78800 N«t Plant (JmB) 2720O

Common Stock 178,047282 shs.
as 014/26/16

17% 16% 44% 42% 54% 51% 52% 5.7% 5.6% 49% 510% 82% Return on Total Capl 55%
42% 52% 62% 72% 8.4% 72% 8.7% 9.4% 92% 79% 702% 755% Return on Shr. Equity 702%

MARKET CAP: 8184 bnOon (Laqe Cap)
42% 52% 62% 72% 54% 72% 57% 94% 92% 79% 702% 702% fietum on Com Equity 755%
.90% 12% 22% 15% 16% 4.7% 42% 47% 4(1% 25% <2% <2% RetainedtoComEa <2%

CURREKTPOSrnON 2016 2017 3/31/18 34% 65% 56% 52% 57% 40% 50% 50% 66% 68% 55% 66% AnDI/dstoNetProf 58%

Ca» Assets
Acos Reeeivatae
OOier
Current Assets
Accts Payabls
Debt Due
Other
Current Uab.

75.0 82.0
269.0 Z710
<40.0 366.0

"TSTS "725J
164.0 195.0

1423.0 1227.0
815.0 903.0
^.0 ^25.0

81.0
273.0
375.0

"»§5
133.0

1604.0
eo^

2539.0

BUSINESS: Amehean Water Wcrks Company, Itk. b the largesl
iRvesar-oimed naisr and aeslsaeier uSity In Ihe U2.. providing
services to over 15 ndmoR people In 46 slates and Canada. (Rege
lated presence In 16 etalas.) Nonregulaied buslrress assists
muridpelDres and miljlary bases rvllh the mabrienance and upkeep
as reel Regidatsd lyeraliens mads up 88% c< 2017 levenres.

New Jersey b b lar^ market accounting for 25% of regidated
revenues. Has 6,900 errgioyees. The Vanguard Grp. oens 104%
of outstanding shares; Siaddtodt, Inc., 7.4%; ofGcars 1 directars,
less lhan 1.0%. (3/18 Pnuy). Pr^ertl & CEO: Susan N. Sicry.
ClialrJ George UaciCenzle. Address: 1025 Laurel Oak Road, Vocr-
hses, NJ 08043. TeU 8563486200. Intemeb www.at7Twalsrxcn.

ANNUAL RATES Past Past EstO'lS-'IT
of change Omttil) lOYis. iYis. to'TI.'TJ
Revenues 3.0* 3.6% 4.0%
"CashFtav- S0.0* 6.0% 70%
Eamlngs 7,5% 700%

8.6% 70.0%
BockVekM 1.0% 4.0% 50%

Cal QUARTERUrREVENUES(infill.) FuO
endar HarJi An. 30 Sep. 30 Dec. 31 Year
2015 693.0 782.0 896.0 783.0 31590
2016 7432 827.0 930.0 6020 33020
2017 756.0 844.0 936.0 821.0 33470
20111 761.0 859 975 845 .1440
2019 780 890 7050 850 0800

EU90N6SPERSHARE*
cndar Uar21 Ain.30 Sep.39 C)«e.31 Year
2015 1  .44 .68 .96 .56 264
2016 .46 .77 .83 .57 262
2017 22 .73 1.12 .01 d-M

2011 29 27 720 .70 030
2019 .60 .88 727 .75 150

«IA!0LYD;VDEND3P/UDN
endar Har21 Jim.»l SepiO DtcJI Year

2014 28 21 .31 21 121
2015 21 24 .34 .34 131
2016 .34 .375 .375 .375 147
2017 275 415 415 416 162
2)11 415 .455

American Water Works has hiked the
quarterly dividend by a generous
amount. Since our last report in April,
the board raised the payout by S0.04 a
share to S0.455 a share. This was at the
higher end of the 716-10% target range.
The growth rate was also well above the
industry average.
The method of the company's success
is not a mystery. American Water has
been following a simple formula for some
time now. By continually purchasing
smaller water districts. It can meaningful
ly reduce operating expenses due to
economies of scale. Making this easier Is
the current state of the water sector in the
U.S. Most districts are small and
municipally run. Many local governments
do not have the Bnandal wherewithal to
maintain and replace aging pipelines and
waste facilities. In addition, because of the
many redundancies in the water opera
tions, American Water can really cut costs
and raise operating margins.
Bottom-line prospects are good for
both this year and next. The company's
operating strategy (with a few exceptions
mostly resulting from unusual expenses],

has enabled the utility to be more profita
ble than the rest of the group. This year,
we expect share net to recover to 53.30
and rise another 6% in 2019, to $3.50.
The capital budget remains large. The
utility will most likely spend Sl.7 billion
annually through early next decade on Im
proving Its water assets. External debt
will likely aid In funding a decent portion
of the expenditures. Still, the company's
balance sheet should not deteriorate much.
Certain investors may And these
shares of interest. True, the equity Is
only expected to keep pace with the mar
ket in the year ahead. But, that's not too
bad considering the Water Utility industry
ranks among the lowest of all the groups
followed by Value Line. Also, investors
often have to forfeit a substantial amount
of current income when purchasing a stock
with healthy dividend growth prospects, in
this case, AWK's yield is close to the in
dustry norm. And though total return
potential out to 2021-2023 is subpar, that's
the case for the entire group. Thus, AWK
is a viable option for those investors who
must have exposure to the water sector.
} ames A. Flood ) uly 13. 2018

W DOuled eanvngs. Excludes nonrear. (S0.6S) loss in'17 due b changa h lax bw. and Decerber. ■ Div. reinveslinent svallabla. Coinpai»% Financial Strength
losses:'08.$422'09,82.63;'11,$0.07.Disc.,NexleanangsreportdusRild-AuguslOuaiterly,(C) In ndBons. (Dl Includes Mangibles. On StoenPrlcaSIabltlty
aOft- *06. (U24); '11, $0.03; '12, (80.10); eambigsdonolsumin'16 due tsrD(nfing.p) 12/31/17: 81279 wion, $7.72/share. (E) Pre ■ Price GnfrthPenbttnei
'13,(80.01). GAAP used as 0(2014, except for Divldeids paid ii Match, June, September, fcnna numbeis for TlS &'07. Eamlnge PredlctablOty
e 2UJ VzSj» lait, km ag nrhO lesenra. Facsal nemte h eeaJnoC Iran lanca DUena B kt tibtB ad b fmOtt eOiM >»nKlci el eny linL

B*
100

85
90
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AQUAAMERICA NYSE-ffTR
iieCEKT
'PRCE oD.44'RAno£9,ovii«iin:2.c/piERAno l.Oi'yu) 2.5%'

TDtZUnil 4 land&UU

liFIir 3 Ribl4,3tU

TECKMCAL 3 lneM&2]1l
LEGENDS
—- IfiOjiOMtiaiiapih'-

"tf&tei tf iiiieea Ria

28.2
22.4

Taqet Pric« Range
2021 2022 2023

U4A .16 X2Vlp

joii^rpRcOEcnoKS ~ S«SS52^i
Annl Totu

Prie* Cab Ratum

fo
Insider Dedsiens

SONDJEHAU
bBsr ooooooooo
C«IBs 160076670
tiM 101000000

Instttutlonal Decisions
nan <080 isaii

BBuir 1S7 167 162
OW 120 134 161
moes 105796 65401 06914

a»oi—^

1 *

Peresnt
shares
traded

■  ii
%mumiZNMa

tn eiABiv

1  1 1  ivf. ay ISA

.  i|' III iiii'iii'. i'l 1' Syr. sa.a 7l£

228

26

.43

26.

236

J7

.46

■^1

278
£7
,5t

-mi

3.08
£7
£7
.32.

323
1£t
£6
.35.

3£1
1.10
£7
.38

3.71
1.14
£3
.41

393
129

.44

421
1.42
.72
.47

4.10
1£5
£3
.60

432
1£1
£7
£4

432
1£2
1.18
£8

437
1£9
120
.63

4.61
1.67
1.14
.69

4.62 4£6 475 iOO Rmnuetporcll 6J5
207 212 220 240 *CKhnod-persh 290
132 135 1.49 1£0 Eanings per ih* Uj

.74 .79 .M J1 Dly'dPecTdPerth a. 135
1471 1£4| 1.43 j 168 1^ ' 1£9 018 TSi 03 iB 287 £18 20 m—268 Ctp'IOperdingpersli ZIT

249 427 4.71 5.04 5iT 5B 626 ££0 6£1 721 7£0 633 927 9.78 1043 1132 UM IlK BodiValue per ih 14£0
141.49 15431 158^ 16121 165.41 166.7r 16921 176£n72inft:M 17543 17723' 178.5r"lt£g4~i77.39 177.71 17t25~78:78'CongnonSat6ute^"g'~7w;or

23£ 24£ 25.1 3t£ 34.7 320 24i 221" 211 Jt3 2i£ 212 20.8 23 29 24.7 EMrae<n.«. AvgAnn'IP/ERtSo BT
129 140 133 139 1.87 1.70 1£0 1£4 134 134 139 1.19 1.09 1.18 125 124 »S"U» RebSve PIE Ratio 725
25* 25* 23* 1£S 1£* 21* 28* 3.1* 3.1* 2.8* 2.8* 24* 25* 26* 2.3* 24* AygAmlDlv'dneld IK

CAPITALSTRUCTURE as of SI3in6
Total DeWS2166.6ndL Due In SYrs8368.4ntiL
LrDeHS2063.1niL LTInlmst8e3£mI!L

(S1*olCap1)

Pension Asseta.12717 82704 truB.
Obllo. 8321.0 ml

Pfd Stock Nor«
Common Steet177£97.654 shares
tso(4nana

MARIgT CAP; 863 Mtllon (largo Cap)

6273
973

67Q£
1044

726.1
1243

7120
1443

757£
1511

7616
2010

ms
2119

8142
2D1£

819.9
2342

809£
2^7

690 Revenuet ((mO) 1145

CURREKTPOSmON 2016
niiiu.1

Ca»_Asse1S
Receavahfes
Inventory (AvgCd)
Other
Current Assets
Acds Payable
Debt Due
Other
Current Uab.

2017 3/3iri8

42 12
916 91.6
144 1S.3
14.0 13.6

1312 124.1
592 402

117.4 123.7
107.9 952

■"ISR "SSH

39.7* 394* 39.2* 32.9* 39.0* 11X0* 10£% 6.9* 83% 66* 60% 160% IncaineTaRata 1S.0X
-- " — .. 1.1* 24* 61* 3.6% 63% 65% 65% AFirDC%toNa(Pro» 65%

54.1*
453*

S6£*
44.4*

5E£*
434%

527*
473*

627*
<7,3*

483*
51.1*

485*
51£*

503*
49.7*

48.4%
51£%

50£*
494*

5f£K
49.0%

565% LengTetm Debt Ratio
465% ConmonEqultyJUtio

565%
465%

23l)6£
29974

24915
32273

27063
3469.3

2646.8
36129

2929.7
39363

30933
416T3

32160
4402O

3469.5
46669

3587.7
5801.6

39654
5393.9

4250
5775

4600 Total Capital ((mi)
6070 NtfPIantnii^

5500
5800

57*
23*
93*

IE*
94*
24*

5.9*
10.6*
126*

6.9%
11.6*
11.6*

66*
im
11.9*

60*
164*
164*

7£*
129*
129*

6.9*
11.7%
11.7*

7.6%
127%
127%

7.1*
123*
123%

741%
125%
125%

7.0% Rohan on Total Cap1
110% Return on Shr.Eqiiy
160% Return on Com Equitr

7J%
125%
125%

28*
70*

27*
72*

3.7*
65*

4.6*
60*

43*
61*

67*
SO*

61*
62*

4.7*
60*

6.6%
56%

61%
59%

60%
59%

60% RetanedtoCoinEq
61% AODIy'dstoNetPrrf

4.5%
52%

BITSINESS: Aqua America, Inc. Is fria ticMing oxrfiany tor watar
and wastewaler utilities (hat serve approalmaiely three ir£8cn resi
dents In Pennsytvanla. Ohio, North Carolina, dlincis, Texas, New
Jersey, Florida. Indiana, and Eva other states. Has 1,SU em(4^
ees. Acqitired AqusSource. 7/13; North OQitiae. 7/15; and
oSiera. V/ater supply revenues '2017: residential. 60%; cammerUal,

16%; industrial, wastswater & ofrier, 24%. 00. & dir. own less than
1% of the common stodq Vangurad Group, 10.0%; Blackmdc, inc.
6.6%; State Street Capital. S£% (3/16 Proxy). President i Chief
ExeoiSve ORcer. Chrtsicpher PrsilSn. Incor^ted Pannsyfv^
nia. Address: 762 West Lancaster Avenue. Biyn Manr. PennsyN»
nle 19010. Tel.; 610-52$1400. Internet wwwaquaarner(ca.com.

ANKUALRATES Past
ddi^lperihj lOYtt.
Revenues 3.5H
"Cash Flew" 73*
Earnings 6.S*
[Xvidenils 7.6*
SookVdue 6£%

Past EsYd 1^-17
5Yre. toTI-B

&5K
&0*
7.SX
9.0%
s.s%

2.1
6.6*
9.6*
8.0%
7.5%

CaJ- QUARIERLf REVENUES {tol) fuq
endsr tbril Jiin30 8ep30 Pee31 Year
2015 190.3 2D1B 221.0 197.1 8142
2016 192£ 2019 226.6 196£ 819.9
»i7 167£ 2014 215.0 2033 809£
2016 194.3 2717 225 211
2019 205 225 225 225

850

Cal
endar

EARKOiSSPcRSHAEE* Puo
Harll JimJO Sap.30 Dec.31 Year

201s 1 37 .32 .38 .17 1 114
2016 .29 .14 41 2H 132
2017 .28 14 4:1 .10 161
2011 .29 38 .44 31 140
2019 31 38 M .33 130
CiL

endar
2014
2015
2016
2017
2018

OUARIERLYDIViDEKDSFAIDBe puo
Har31 Jun30 See.30 Dee31 Year
.152 .152 .165 .165
.165 .165 .178 .178
.170 .178 .1913 .1913
.1913 .1913 3047 3047
3047 3047

Aqua America Is pretty busy on the
regulatory front. Due to its >^de geog
raphical base, the water utiiity is contin
ually involved in rate cases with several
state authorities. Indeed, so far in 2018,
rate decisions have been made in seven
states Including Illinois, Indiana, Ohio,
and Pennsylvania. Final derisions in four
other states are pending, and are expected
to be made before yearend.
Meanwhile the company Is growing
through acquisition. Aqua America is
following the same strategy as Industry
leader American Water Works. That is,
the utility is taking advantage of the in
credibly fragmented water business to pur
chase some of the over 50,000 water dis
tricts in the U.S. These local entitles typi
cally don't have the financial means to
spend the funds required to maintain and
refurbish their antiquated Infrastructure.
By absorbing these smaller water districts,
Aqua is able to wring significant savings
from these operations due to the amount
of redundancies in this industry. Most ac
quisitions are relatively small, so the com
pany has to continually buy a host of small
water authorities. We thlnic that Aqua will

be able to increase its customer base by at
least 3% annually using this strategy.
Aqua has a large capital budget. Due
in part to all of the M&A anivity, the utili
ty will probably spend $500 million this
year on modernizing Us water assets. The
annual outlays should remain substantial
through early next decade.
The balance sheet remains solid.
Despite the large construction program,
Aqua has managed to stay in sound flnao-
rial strength. Of the nine companies we
follow in the industry, it is one of only two
that gamer an A' Financial Strength
rating.
These shares are ranked to underper-
form the market averages in the year
ahead. Even with the company's improv
ing fundamentals, the equity seems almost
fully valued at this juncture. In addition,
with the Federal Reserve announdog that
it plans on raising short-term rates into
2020, yields on U.S. Treasury notes could
be viewed as a more attractive option than
utilities. Finally, like almost all members
in this group, total return prospects out to
2021-2023 are subpar.
] ames A. Flood J uly 13, 2018

(C) In mlons, adjusted for slock splits.Dllutad en E^. nmec. gains: '02 4^; ntsl IsL
. 3fc'12184. Exd. gain from diac. opera- ,ral Divid^dsltsioncatv paid tn early March.

&n$;n27<;1294;'l4,114.Uaynolsum Jvm & Dec. ■ DVa lefriveslmeni plan
dusc»raintSng.Nedea;Tilng8tEpoitdueAiK syllable (5% discount},
e sou V3U Ua. bie. Ai ligib <mcn«l Factual nuaia b tOOM baa laiina btievM is to idatb «« b pimUrt vllisiil URaitoa d onr M.
IKE PUeUSHSR B MT RESPDNSStS FOR ANT ERtKKS on o

Cetnpan/a Financial StrengthStoeKMee Stability
I Price GrewttiPenlstence

Earnings PradlctablDty

affiacns HEREIX.TNs potKcaia b OkS; krBfiottobCO. BSKcraKraS. IrtemdUK. Nbtal " ■-"b t It to wu-f. PCS g upatfag b gy psad. uboccb g leua toiiy cr lort br ttieiisi tf cgtotea ny ptaa g ubcseW bCatiSw. wnKe w pretoft

""X
\
;
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CALIFORNIA WATERNYSE^
R£C£KT

'PRICE 39.90 27.5(SSa>gffi 1.49'r 1.9%-
lEHEUnM 4 lcMnd»U

tum 8 icmdrnjoT

TECHNICAL 3 lenMftaU
im so [UO-lieuo

afi®>i(KiEcnoNs •
AnnlTMsl-

Pric* Gain Ratum :
High 50 (*25K] S«
Lnr M '(•10%) -1%

23.3
13J

19.B
16.9

Taroet Priee Range
2021 2022 2023

Rtlilnnca

Insider Oedslona

SOKDaFHAU
bBu; 11 1 1 1 1 1 10
Ojffias 0 0 1 0 0 019 0 Q
fcSd 100000200

Institutjona] Decisions

sail 4san loaii

bOn 60 74 114
bSd 71 TO OS
Ufiail 36331 33603 34461

.r-;v. 32

'  I —24

Percent
shares
tTsdod

12 orrmM

l|!|!il,.lll)|l|l

%Tnuii»ui
nw. mmf
iTocs na

1vr. 7.B 13,9

"TyE 5262 7ti
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 20K 2013 2014 2015 2016 2017 20TB 2019 cymiEurepuauc 21-23

8.S7 8.16 889 6.72 6.10 638 930 1162 11.0S 12.00 1334 1223 12S0 1229 12.70 1339 (itO U40 RmnuHpereh (120
132 126 1.42 1.S2 136 186 186 1.93 1.93 2.07 232 221 247 222 234 3.00 280 100 *CnhFIow°pw6h 130
83 31 J3 .74 87 .75 85 88 .91 83 182 1.02 1.19 .94 1.01 130 (.45 (.65 EairingSFWth * (80
86, 86, .57, .57, .58, 88. 89 89 .60 82 83 .64 .65 -.67 .69 .72 .75 .78 DfVdDscfdperdlBa 102
2911 219] 1.87] 2.01 1 2.141 1.64
886 722 7.83 7.90 9.07 925

241

972

268

10.13

2.97

10.45

283

10.76

384

1128

256

1284

276

1111

3.69

1141

4.77

13.75

5.40

14.44

435

(485

385 Csp'iSpendlngperib
(109 BeokValueperthO

165
(179

3035 3385 3873 38.78 413t 4133 41.45 4183 41.67 4182 4188 4774 4781 4788 4787 4101 4839 4189 CooanonShiOutst's ■> 5100
198 22.1 20.1 248 292 211
188 128 1.06 1.33 1.58 1.39

118
1.19

13.7

131
203
129

213
1.34

178
1.14

211
1.13

197
1.04

248
125

29.6
185

268
134 VtlutUm

A«gAiui1P/E Ratio
Relativa P/E Rat'o

210
(25

48% 42% 38% 3.1% 28% 10% 11% 11% 12% 3.4% 15% 11% 28% 29% 23% 18% Avg Ami DiVd Yield 24%
CAFTTAL STRUCTURE at 0(3/31/18
TotalDebtS796.7ma. DualnSYrtS291.0mil
LTDet7t5S1S.7miL LT Interest 536.0 mi.

(43%ofCap1)

4103
318

4414
416

4614
377

5018
35.1

5608
426

584.1
473

H78
567

5814
410

6014
417

6668
672

685
793

795
81}

Revenues {imlI])F
NetProfH(SmB)

760
110

37.7% 403% 39.6% 408% 378% 313% 33.0% 36.0% 358% 30.1% 21M HM Income Tax Rate 11.0%
16% 78% 42% 7.6% 10% 43% 27% 43% 11% 16% iOK m AFUlCStoNet Profit 10%.

Pension Assett-12/17 54608 mil
Obng. 5671.3 mil

418%
514%

47.1%
529%

524%
47,6%

51.7%
483%

478%
522%

418%
514%

40.1%
59.9%

444%
55.6%

448%
55,4%

427%
57.3%

4m
87.0X

425% Icng-TtrTDDtbiRiSo
57.5% CommonEguilvRatlo

420%
510%

Pfd Stock None 6908 794.9 9147 931.5 9082 10248 10419 1154.4 11912 12093 (249 (269 Tdal Capita] (irnlH) (435

Cemmon Stock 48.074.000 da. 11124 11911 12943 1381.1 1457.1 15118 15914 1701.8 16593 2U88 297} 2(99 Net Plant (tmin 2209
7.1% 68% 5.5% 58% 13% 68% 63% 52% 5.5% 7.1% 73X 73% Rctim on Total CapT 73%
98% 9.6% 6.6% 10% 9.0% 78% 9.1% 7.0% 7.4% 9.7% (10% ((.0% Return on Shr. Equity (f.5%

MARKET CAP: 518 tdSon (Ud Cap)
98% 9.6% 16% 10% 9.0% 78% 11% 7.0% 7.4% 97% (IDX ((8% Return on Com Eouitv ((3%
36% 16% 30% 73% 34% 34% 4.1% 20% 24% 47% 10% 88% RetaintdtoComEq

47% AODydstoNMProf
£5%

CURRENT POSmON 2016 2017 Sni/ll 61% 60% 66% 71% 62% 56% 55% 71% 66% 51% 52% 54%

Ca» Assets
Other
Current Assets
Accia PsyaUa
DebtOua
Other
CuienlLiati.

25.5 94.8 34.7
116.6 _133.1 131.1
1421 2278 ~i6S8

77.8 64.0 73.6
123.3 291.0 281.0
49.1 106.0 109.7

"352 "45T:6 *4648

BUSINESS; California Waler Sarvica Group provides ragulsted and
rtcrvegrdated vate* sendee to 484.900 customers In 100 cohh
murOes 9i the stale o( CaUfbmla. ActaunS Idr onr 94% c4 total
customers. Also opeistes WssMngton, New Modco. and Hawai.
Main aervlca eraas: San Frsndsca Bay ama, Saoamenlo VaSoy.
SaSnas VaSay. San Jaaouin Valley & paib d Los Angeles. A»

quired Rio Grande Corp; West Hawaii Utilities (9/08). Revenue
brealdosn. '17; residenllal, 72%; business, 19%; bidusirlaL 4%;
public authoiSes. 4%; o9» 1%. OIL and dir. own 1% of tccnmcii
stock (4/18 pnny). Has 1,163 emidoyees. Pres. srtd CEO; MatGn
K Kropelrddd Inc.: D2 Addr.: 17^ North First SL, San Josa. GA
951124596. TeL 4OM67-SZD0. IMemst amw.calwater^oupjara

ANNUAL RATES Past Past Est'd'1^'17
ofdancelperdij lOYii. 6Yn. to'21-'»
Revenues 4.0% 1.5% 25%
'Cash Row* 58% 3.5% 4.5%
Earr^ 48% 4.0% 9.5%
Dividends 2.0% 2.5% &5%
Book Value 4.5% 5.0% 10%

Cal OUAIOEnyREVENUES {iffitjB Fdi
endar Har31 Jun30 Sep3D Dec31 Year
2015 1220 144.4 1815 138.5 .5884
2016 121.7 1524 184.3 151.0 HIP 4
2017 122i 171.1 211.7 1620 Kfifiq
2018 1322 (73 215 (64.8 685
2019 (35 (SO 229 170 795

Cal EARUNISPBISHARE*
endar tIaiJI Jtm30 Sap30 Dee31 Year
2015 83 21 82 .18 .94
2016 d.02 24 .48 31 101
2017 82 39 .70 29 1«)
2018 (LOS 42 .73 .35 (45
2019 .(( 45 .74 35 (.65

QUARIERLYDMDENDSPAIDBa
erMar IUr31 Juri30 Saii30 Dec31 Year

2014
2D1S
2016
^7
2018

.1825 .1625 .1625 .1625

.1675 .1675 .1675 .1675
.1725 .1725 .1725 .1725
.18 .18 .18 .18
.1875 .1675

California Water Service Group's
profits should rebound in the second
quarter. The regulated and nonregulated
water provider posted a net loss of S0.05 In
the March interim. Several factors, includ
ing higher wages and beneilt costs, gener
al operating expenses [water production),
as well as an unforeseen water main break
in the San Francisco area weighed on re-
suits. Nevertheless, we expect that earn
ings recovered nicely In the recently ended
second quarter, to S0.42 a share. That
said, the miss has spurred us to shave a
dime from our current-year bottom-line es
timate, to $1.45 a share.
Revenues are still on track to rise. In
deed, recent rate increases for customers
and recoverable production costs played a
role in the first quarter's 8% year-over-
year advance. This was able to offset a
$1.2 million revenue reduction associated
with cost of capital adjustment. On bal
ance, our call for modest top-line improve
ment in this year and next remains un
altered.
The company made an attempt to ac
quire SjW Group. Subsequent to the
merger announcement of SJW Group and

Connecticut Water, CWT stepped in with
an unsolicited all-cash tender offer for the
former, worth $68.25 a share. However,
the bid was immediately rejected, despite
the lofty premium at the time of the propo
sal. Connecticut Water's go-shop period
has come to an end, and both sides have
reiterated tbelr desires for a deal, thus
shutting the door on California's efforts.
Looking forward, we do not think there is
any acquisition activity on the horizon.
But abundant capital Investments are
likely on tap over the long haul. Cali
fornia ought to stick to its plan to heavily
Invest in its aging infrastructure. Old
water mains and pipes, as well as ineffi
cient treatment plants, need to be brought
up to speed. This should help reduce oper
ating costs and prevent future uninsured
losses ffora water main breaks.
This equity lacks investment appeal
at this juncture. CWT shares are pegged
to underperform the year-ahead broader
market [Timeliness: 4}. Moreover, total re
turn potential over the three- to five-year
stretch is nothing to write home about at
the recent quotation.
Nicholas P. Paaikls J ufy 13. 2018

(A) Basic EPS. EnL nanrecu^B gain (loss); May. Aug.. and Nov. ■ DlVd relnvesbrenl plan nnintreCofts.ac9i«ledforBpllls.
02,44; '11,44. NeC saminBS raporl due late , availaUe. , (R Excludes noweg. rev.
August ' (C) Ind. bdangiis assets. In '17 : 524.8 ml, '
{B)DMdmdsMstaric3>y paid in late Feb., iOJOhtL
e 201s V>u m, fcc. U nea lewves. maaUl S ISUWI pod mnei belcnd to bt itlaW ae b rnitM aOBit wananaEe el sir •
THE PUSUSO SNOT RESPONSIBIE FOR ANY ERRORS OR CWSSmS HEREIN. Ttaputuaoilessiar let Bieicibei««im,oaKemnmbiL hlemil uw. No pat •
e tnir H RpraeecM. loSl. CcrN «tnnmCH h toy pt9A Wcndt a eoei km, a IBM to (otenSni« RtMtPI sir pROd « cMnNc ptaMoiu lema « saM

Comaaiyi Financial Strength Br*
StodrtPiiceSlabltlty 75

■ Price Growth Perslst^ce 35
EamingePtedictibllity 65
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MIDDLESEX WATER NDQ4SEX
R£C£HT

'PRICE
OQ OAn^29ARBAIIVE 4 CO DIVt) 0 40/

4£.g/ iuiio40.£\iieisiE2iie/HERxno l.OO'no L\ /o
TOCEUnil 8 Ra!>td$a'U

iviir S Nnriitaii

TECHNICAL 3
■m ta {uo-Knioii

JOHSsPRtaECTfOUS-
Ann1 Total

Pite* Gain Rotum

ln«ldorD»cblons
SONDJFUAU

■ b; 000000000

5sd'
Institutional Decisions

tazn; asan loznit
ItBin 46 40 49
tiSd 41
HfiGB) 9500

0 0 0 0

57

LfGENDS
130«l)W4«Httsa—1

I  OMded 65 IrtewTtae^—I
'

ogM»i*« ■
~ 4MM0 ai94 M9csat rv^U*. a

19.4
16.5

19.6
17.5

Target Price Range
2021 2022 2023

traded

III! ''I-!'-

%TOLftnim«na
na •tscTv

va
13.9

Svf. 11)13" TJS"
Syr. 144.9

538 8.12 625 SA4 6.16 630 6.79 6.75 630 6.60 638 7.19 726 7.77 8.16 8.00 8.U S.59 Ravsnuespsrsh 940
120 1.15 129 1.33 133 149 133 1.40 135 1.46 136 1.72 134 137 217 224 149 156 "CastiFIovriiorst) 315
J3 31 .73 .71 32 37 39 .72 .96 34 30 133 1.13 122 138 138 139 1.65 Earrings per sil* 319
•63, 35, -67. 69. ,-Pl 20 .71 ,72 .73 .74 25 .78 .78 31 36 3f 36 DydDetrdpersbee 1.11

139 137 234 2.19 231 1.66 il2 149 1.90 1.50 136 126 1.40 1.59 2.91 3.08 305 390 Cep'iSpendingperati 230
739 730 302 826 932 10.05 1033 1033 11.13 1127 1148 1132 1224 1274 13.40 1432 f4£I 1315 BookValusperth 1375

1038 10.48 1138 1139 1317 1325 1340 1332 1537 15.70 1532 1536 16.12 1623 1830 11135 f(39 1375 CoamoRSlisOuSfgc 17.90
233 303 26.4 275" 22.7 21.6 193 213 173 21.7 203 19.7 193 19-1 253 28.4 BtUtfimm Avg AmT P/E RS&O 213
128 1.71 1.39 1.46 123 1.15 1.19 1.40 1.13 1.36 1.32 1.11 .97 .96 1.34 1.43 >«•"» Rstalivs P/E Ratio 1.15
3.7% 3.5% 34% 33% 9,7% 37% 43% 42% 42% 4.0% 4.0% 32% 3.7% 33% 23% 22% AvQAnnlDiy'drield 36%

913 912 1027 1021 110.4 1143 117.1 1280 1329 1303 735 f42 Revenues (liritt) fS9
122 10.0 143 134 14.4 186 164 20.0 22.7 228 289 273 NelProniltmlli) 285

332% 34.1% 321% 327% 333% 34.1% 35.0% 34.5% 34.0% 32.7% 273% 21.0% IncsmsTax Rate 2f3%
" 63% 81% 84% 13% 1.7% 1.9% 27% 81% 25% 20% Ann)C%toNetPrafil 15%

453% 46.6% 43.1% 423% 41.5% 404% 403% 394% 373% 373% 373% 37M Long-TetD Debt Ratio 37.0%
513% 521% 65.8% 56.6% 57.4% 587% 588% 593% 61.5% 61.8% 923% 815% Conmon Equity Ratio 615%
259.4 267.9 3103 3125 316.5 321.4 3353 3484 3554 370.7 290 419 Total Capita] (inull) 4M
3663 3785 4053 4222 4352 4485 4684 4813 5173 5572 565 575 NelPlairt({tnfII} 600
53% 80% 87% 52% 84% 89% 83% 6.6% 7.1% 6.9% 73% 73% Return m Total CapT 63%
63% 7.0% 81% 7.5% 7.9% 87% 92% 9.6% 10,3% 9.9% 180% 11.9% Return en Stir. Equity 115%
63% 73% 82% 7.5% 7.8% 87% 93% 86% 103% 33% 180% fL9% Retun on Com Equity 115%
10% .1% 21% 1.0% 14% 24% 81% 33% 4.3% 33% 40% 43% RetainadtoComEq 80%
78% 36% 75% 81% 83% 73% 67% 63% 59% 62% 61% 58% AlDtv'dstoNetProf 53%

CAPITALSTRUCTURE OS of3ni/ie
Total DtbtS174.6rnIL Due In S Tie $34.9 miB.
LTDeK 5140.1 mlL LTIntemt$5.5inill
(Totallrterestcoverage! O.Sx}

(SSKolCapl]

Pension Asset»-12f1T $692 mill.
ObUg. $sa.o mm.

PM Stock $2.4 ndL Pfd Dhr'd; &1 nd.

Common Stock 16,359,164 shs.
as of 4^0116

MARKET CAP: $700 rriffion (SmaU Cap)
CURRENTPOSmON 2016 2017 3/31/16

MIL)
Assets 89 4.9 20

Otiier 228 24.3 232
Current Assets 28.7 292 2"53
Acets Payable 12.3 13.9 11.0
Debt Due 162 34.9 34.5

16.6 15.7 183
CtgrerriUab. 47.1 64.5 64.0

ANNUAL RATES Past Past EsfdMS-'IT
of ckange(pa sh) 10 Yn lYii. to '21-a

23% 3.5%
-CasftPlmr 43% 7,0% 7.0%
Earnings S.0% 8.0% 80%
Djvtdsnds 20% 2.0% 5.5%
Bod( Value 3.5% 3.5% 4.0%

BUSINESS; Middlesex Water Company engages in die ownership
and opersSon d regulaiBd water udty sj^lams ki New Jersey,
ewaro, end Pennsylvsnia. It also operates water and wastewaler
systems under corUiad on behalf d tminlc^ and pivale cfients In
NJ and DE. Ita Middlesex System provides water eevlces O 61,000
retaB custameti, primarily In Middlesex County, New Jersey. In

2017, the Middlesex System actounled for 56% d operating rave-
mies. At 12/31117, the cetnpsny liad 315 empoyees. Incapcraled
KJ. PresidenL CEO, end Otaiman: Dennis W. OdL Officers &
directoia own 3.SK d the common stodo BlackR^ Insttutonal
Trust Co., 64« (4/16 pnixyL Addp 1500 Ronsm Road, tseGn. HJ
06630. Td: 732-634-1500. tntanet www.ndddesexwalerMcn.

Caj. QUARTERirREVENUES (IcBj puO

2015 ?6.8 317 34,7 306 126.0
201B 306 3?7 376 31.8 1:1? «
2017 301 3.30 36? 315 IMS
2018 .31? 340 37.5 323 135
2019 310 380 39.0 34.0 142

Cat- EARUNCSPERSKARE* Fd
endar MarJI JuaWSep-Stl Pec. 31 Year
201s I 22 31 .41 28 I 122
2016 29 .36 .54 .19 1.38
2017 27 33 ,46 .32 1.3S
2011 27 35 35 33 130
2019 3 2 39 39 ,35 165
Cal- QUARTERLY DIVtDDIDS PAID N puS

endar Mar31 Jun30 Seo38 Dec31 Year
2014 .19 .19 .19 .1925 .76
2015 .1925 .1925 .1925 .19875 .78
2016 .19875 .19875 .19875 21125 .81
mt 21125 21125 21125 22375 .65
2018 22375 22375

Middlesex Water stock has regained
some ground over the past three
months. Shares of the NorUieast water
provider struggled in the early part of this
year, but have been performing better of
late. Since our April review, they are up
more than 15% in value, and are trading
just several points shy of their recently
etdied all-time high price. At this time, it
appears the market Is pridng in a good
amount of MSEX's anticipated top- and
bottom-line growth, which includes a lower
corporate tax bill, as well as recently ap
proved water rate hikes. C^he latter took
effect April 1st, and ought to be evident In
the second quarter).
First-quarter financial results were
mixed. The company generated revenues
of $31.2 million, about 4% higher than the
previous-year tally, due largely to a wider
Delaware customer base and increased
water usage from industrial and commer-'
dal customers in New Jersey. Meantime,
earnings of $0.27 a share came in flat,
year over year, as an uptick in operation
and maintenance expenses (increased
production costs and unforeseen weather-
related expenses) kept the lid on the bot

tom line. Consequently, we now look for
revenues of $135 million (down SI million
from our prior call) and share net of SI.50
(down $0.05) this year.
Investments In Its aging Infrastruc
ture are under way. Middlesex has
kicked off its capital spending program,
known as Water For Tomorrow," with a
$52 million project along Its New jersey
territory. The construction of the Western
Transmission Main will supplement its ex
isting main, which services 300,000 cus
tomers through Middlesex County. Over
the next five years, the company has
earmarked approximately S300 million to
the program in an effort to Increase ef
ficiency and ultimately lower costs across
its water delivery systems.
At the current valuation this issue
does not stand out. The recent run-up in
price has eroded most of the gains we envi
sion over the pull to next decade. Too,
MSEX stock is neutrally ranked for the
year ahead, and the dividend yield Is only
average. All told, we continue to recom
mend Investors exercise patience and wait
for a better entry point.
Nicholas P. Patrikis J uiy 13. 2018

(A) CKtuted esrrdngs. Next earnings report due IB) Dividends tsstorical^ paid In tnld-Feb., (C) In mSEons.
e^ August I Ncvember* Dl/d ttinvesineni,

e SBSS VtM Um, ks. M n(M9 nsmd. ftcaa recM h cOarad ttag loina belaiM t> S* nUUe aC b praMM aOiod ranmla et tnr IM. .
niEneiBKERISROTRESPONSfeiE FORAmrtRROtSOaCmSSIONS HaiEIN.'nt>(>iDlcsi1laibaicgrlaidbatBbc«.miKt>nR4RM,liinmaliiM.N«pii1*
<4 S mr M miiMuml, rmM. COM «tisisnCit b en pitBd. dteroc a eaa (00. o laeg (o (mnCni n Bvons 57 ptad a dboMc abbdiM, nittcd o podud

Cernpornr'e Financlsl Strsngth
Stoek/eRTiee Stability
Price Croirih Persistsnea
Earrings Predlctibtlliy

B"
65
40
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YORK WATER NDQ-Yomv
RECENT
'HBCE

OO 7C 04 O^Tn3n3;U4\ REUTKE 4 TA DIVt)
j£. / 0 RAID g1 \Ht^ 2U|PJERAin 1. (U YID 2,0%-

nounii S

iiFirr B umdi^iTju

1ECHKCAL 4
Km JO (U0*btlA«0

J5fl3y>Ri53EtTtefi5
AnnlToW

16.0
12.S

Target Piioe Range
2021 2022 2023

s<i4E<f to ton Ria_
RsaMmSaito L

to-a to 8W • »
• OpinWn J I
TAltotf

Prtea
KM 45
Lmr U

Oaia Rehim
TOH
fK

(♦35%)
l-iosj

Insider Decisions

SOHDJFHAH

bftij 213 2 21S 2 214 2
Ota 0 0 0 0 0 0 0 015
hM 000000000

InstltutioRal Oatislens
XOKJ 40917 10914

29
30 35

S '

BWai 512S 4588

-Uii
S

11)11!)

w. 612 azs-
9<rr. erIB ri.s

2002 2003 2004 2005 2006 2007 2006 2009 2010 2011 2012 2013 2014 2015 2016 2017 2816 2019 °VaiJJEUKEPUB.Lie 21-23

2» 217 2ie 258 2Se 273 2S9 295 3.07 3.18 321 327 258 263 270 277 285 lOB Rmnuespereh 220
S  .65 .65 .79 .77 25 28 25 1.07 1.09 1.12 1,19 1,36 1.45 U2 1.53 165 175 •CishFlow'persh 225
.40 .47 .49 26 .58 27 J7 34 .71 .71 .72 .75 29 .97 .92 1.01 105 1(5 Eamlngspsrth * 160
25 . 27 , 29, .42, 45, 45. .49 21 22 53 24 .S 27 .60 .63 .K .70 J5 DydDtcTdpefth» (20
&\ 197 290 1.69 1951 1.69 t1/ 1.18 93 .74 9) 26 1.10 1.11 1.03 195 (90 (25 CaplSpeidlngperth (25

390 496 4.65 4.85 5.64 597 314 892 7.19 745 7.73 798 315 8.51 8.63 925 995 (0.55 BookValuepweh (1.73
9i5 993 1U-33 1U.4U 1120 112/ 119/ 1356 12.69 12.79 "12.92 i23r 1363 12.61 1365 12.67 (380 (375 Common Silt Outsfg ̂ (175
269 249 23/ 26.3 312 3(19 24.6 219 20.7 23.9 243" 269 23r 23X 338 349 AigAnn'] P/ERatio 235

147 140 196 1.40 1.68 191 1.43 1.48 192 190 liS 148 122 1.18 1.72 1J2 VUmUw RaUtivaP/E Ratio 125

33% 32% 31% 29% 29% 28% 35% 3.6% 39% 3.1% 31% 35% 38% 29% 31% 19% AvBAnnlDIVdriaid 37X

CAPITAL STRUCTUREu 0(3/31/16 338 37.0 39.0 40.6 414 434 459 47,1 47.6 46.6 41$ 51.0 tevtnueslSnlil) as
Total Debt S90.0mE DuainSYisS435mli 34 7.5 6.9 9.1 99 17 119 12.5 11.8 13.0 11$ US

1

1

liS

36.1% 379% 389% 313% 37.6% 379% 299% 279% 31.3% 259% 21M 2fM Incama Tax Rate ilM

10.1% .. 12% 1.1% 1.1% 9% 19% 1.6% 19% 6.7% m 1SS AFU0C%toNe1Pn:£f ts%

PansIsnAssats12/17 8414 rrni. 549% 45,7% 489% 47.1% 48.0% 431% 449% 444% 436% 430% 315% 359% iDbg-TemiDebtRtBo 340%

Obtlg. 844.6 mlD. 459% 549% 51.7% 52.9% 54.0% 549% 552% 55.6% 8/4% 57.0% 649X (£0% Common EgultyRaUo 689%

Convnen Stock 12292798 shs.

jdARKET CAP; 5425 mimon (SmsU Cap]

1534

2114

5J%

160.1

2220

62%

176.4

2264

62%

1602

2332

6.4%

1642

2402

64%

168.4

2442

62%

189.4

2532

74%

198.3

251.4

7.6%

198.7

2709

72% 72%

92%

92%

8.6%

8.6%

92%

92%

9.3%

92%

2(0 220 Total CipIla]($mDI) 235'
295 300 NetPUntftmttI} 220
22% 72% RetumwToBICaal (02%

92% 11.0% 11.6% 104% 109% (02% (0.0% Return on Shr. Equity
92* 11.0% 11.5% 104% 109% (0.0% (0.0% Return on Com EquHy

1l!%

(32%

CURRENT POSmOK 2016 2017 V3U18

42 ..

Accounts ftecefvaUi 4.3 4.5 42
Inventory (Avg. Cost .7 .9 .9

CurrentAssets 136 —Ki 34

Accts Payable 3.7 3.1 32
wm

Other 4.5 6.0 S.6

Current Liah. 82 9?r

1.4% 19% 2.7% 2.6% 24% 14% 3.9% 4.4%

65% 76% 72% 73% 74% 74% 84% 62%

34% 4.0% 32%

67% 63% 57%

22% RetainadtoComEq
65% ASDiv'dstoNatPtof

£0%

85%

BUSINESS: The York Waler Company b the oUeat investar.owned
regulatsd ntalsr uliilly in the United States. It has operated contin
uously stace 1816. As oi Decemtrer 31.2017. the eompan/s aver-
ege daly naUablUiy was 35.4 million gaOons and Es sa\ic8 tank
toiy had at) esdmatsd popuiaSon of 198.000. Has mxe than 69.000
eusameta. Residental customers accounted (or 64% c5 2017 tevto

nues: commercid and inkisttial (3%); other (8%). it also provides
sewer UHlng aenices. incorporated: P^ York had 102 hiQ-time enw
ployeat at 12/31/17. Pr^enl/CEO: Jefftay R. Hines. Of-
Icas/directars cnn 1.1% c5 Bra ctntmon stock (3/18 (racy). A^
dress: 130 East UaM Street. Ycrk. Pennsytvsrda 17401. Tele
phone; (717) 84S2601. Inlemet www.ycrkw3ter.CDm.

ANNUAL RATES Past
of change ̂ trsh} (OYr&
Revenues 32%
'Cash nm>* 6.0%
Eammgs S.S%
Dividends 3.5%
Bode Value S.0%

Past Esfd'tS-'ir
SYrs. tetl-'U
35% &PK
6.0% 7.5%
6.5% 9.0%
3.5% e.0%
3.5% 5.0%

CUARTERLYREVENUES {(niGL| fuO
endar Har21 Jun.30 S«p.30 Pec.31 Year
2015 112 119 114 11.6 47.1
2016 112 112 116 11.9 47.6

113 436
(15 435
119 5(2

2017 112 113 117
2018 11.6 (15 (19
a>1» 110 (18 (13

Cal- EARNnSSFERSHAREA
endar Maf21 Jun.3l) Sep. 30 Dec. 31
2015
2016

2017
2018

2019

20
.19
20

24

Fim
Year

97
.92
1.01
105
115

CaL «JARmYHVI0END5PAIDB pm,
atrdar Har21 jan20 Sep.30 Detll Yur

»14 .1431 .1431 .1431 .1431 272
2015 .1495 .1495 .1495 .1555 .604
2016 .15^ .15^ .1555 .1802 .627

2017 .1602 .1602 .1602 .1666 .647
2018 .1668 .1666

York Water's first-quarter bottom Hue
was uncbaugcd compared to the
previous-year figure. The regulated util
ity posted earnings of $0.20 a share for the
March period, missing our mark by $0.02.
Nevertheless, we are retaining our
current-year proflt forecast of S1.05 per
share, as we think a lower effective tax
rate, combined with higher asset improve
ment deductions, should help oHset rising
expenses In the back half of 2018.
Meantime, first-quarter revenues of $11.6
mnilon were fractionally above our call,
though the beat was not significant
enough to spur an upward revision.
As we expected the company has in
quired about a rate increase. In May,
York asked the Pennsylvania Public Utili
ty Commission for more than S6 million
(annual revenues] In customer rate hikes
to recover replacement costs associated
with water pipeline improveroeots, other
Infrastructure upgrades, as well as person
nel and operational cost increases. York
hopes to recover expenses incurred since
its last rate case filing in 2013, and help
balance future capital investments. A time
frame for the decision has not yet been es

tablished.
Capital spending ought to continue
through 2016 and beyond. Year to date,
York Water has invested only about S3.0
million, specifically to complete a raw
water pumping station and some modest
Infrastruaure upgrades. An additional $20
million is likely to be spent by year's end.
Going forward, we expect further infra
structure upgrades and improvements to
its waste water treatment plants. This
spending is necessary not only as a
response to its aging pipes and delivery
methods, but also to handle Its expanding
customer base.
This equity lacks investment appeal
at this Juncture. Shares of York Water
have been lowered two spots on our
Timeliness ranking scale, to 5 (Lowest).
Thus, short-term accounts should turn the
page. Similarly, those with a buy-and-hold
mantra should take a pass, as the shares
offer limited price upside 3- to 5-years out
Lastly, as a stand-alone dividend play
(2.0% current yield), we think Investors
can find more-attractive options else
where.
Ificfiolas P. Potrifcis } u\y 13, 2018

[A) muted earings. Ned earnings repot due (C) In mSBons, a^usled for epEL
tele August , ,
(B) Dividends Idslorfca^ paid in Ide Februaiy.
June. Seplonber, and December.
e ZDS toi Ua. to A) rtdks rewto FksO nStSd b rtrjto ton lanes tolnetf tt to Ria* nd b {ttoOto venal mtOa e( nty ta& -
t>gPUBUSHBISIrtTRESP0ISIBI£F0HANTPtB0<S0RMC5SI0aSHIRS)Hinw8laeaib«»ay'«r»tat«ik«va.«»«K>imo>LAtoMliB«.Hee«K*
rl k toy to inivAiiA toSA bme btntoiOie b soy tocstoc V QOntsnL ir ostd br (nfrv&tr or luiucvr bd ptse er ebctoto putifcrt'iiw icnto cr ynott

Cctnpany* Financial Strength
Stocra price Stability
Ptiea Grewtli PetBlstanee
Earnings PtsdiEtabllRy

B*
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Carolina Water Service. Inc. of North Carolina

Summary of Risk Premium Models for the

Proxy Group of Six Water Companies

Proxy Group of Six

Water Companies

Predictive Risk

Premium Model

CPRPM] (13 10.90 %

Risk Premium Using

an Adjusted Total

Market Approach (23 10.56 %

Average 10.73 %

Notes:

(13 From page 11 of this Schedule.

(23 From page 12 of this Schedule.



J

Carolina Water Service. Inc of North Carolina

Indicated ROE

Derived bv the Predictive Risk Premium Model fll

[1] [2] [3] [4] •[5] [6] [7]

LT Average Spot Predicted

'

Predicted Predicted Recommended GARCH Risk Premium Risk-Free Indicated
Pro^QT Group of Six Water Companies Variance Variance Variance (2) Coefficient [3] Rate (4] ROE (5}

American States Water Co. 0.38% 0.30% 0.30% 1.84918 6.81% 3.71% 10.52%

American Water Works Company Inc NMF NMF NMF 5.57916 NMF 3.71% NMF

Aqua America Inc 0.44% 0.25% 0.25% 2.29311 7.14% 3.71% 10.85%

California Water Service Group 0.32% 0.26% 0.26% 1.93864 6.33% 3.71% 10.04%

Middlesex Water Co. 0.30% 0.37% 0.30% 2.04292 7.60% 3.71% 11.31%

York Water Co. 0.46% 0.34% 0.34% 1.93972 8.26% 3.71% 11.97%

Average 10.94%

Median 10.85%

Average of Mean and Median 10.90%

NMF = Not Meaningful Figure

Notes;

CD The Predictive Risk Premium Model uses historical data to generate a predicted variance and a GARCH coefRdent.
The historical data used are the equity risk premiums for the first available trading month as reported by Bloomberg
Professional Service.

(2] Due to current market conditions, 1 have selected the lower value between the two predicted variances at this time.

C3) (l+(Column [3] • Column [4])") ■ 1.
(4] From note 2 on page 22 of this Schedule.
(5] Column [5] + Column [6].

O

t
o
CD O

3 oa o

"■ a
m Z

® ro S. S

*  O)
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Carolina Water Service. Inc. of North Carolina

Indicated Common Equity Cost Rate
Through Use of a Risk Premium Model

Using an Adjusted Total Market Approach

Projqr Group of Six

Line No. Water Companies

1. Prospective Yield on Aaa Rated

Corporate Bonds [1) 4.78 %

2. Adjustment to Reflect Yield Spread
Between Aaa Rated Corporate

Bonds and A Rated Public

Utility Bonds 0.37 (2)

3. Adjusted Prospective Yield on A Rated

Public Utility Bonds 5.15 %
f  ]
K  /

4. Adjustment to Reflect Bond

Rating Difference of Pro:y Group 0.07 fS)

5. Adjusted Prospective Bond Yield 5.22 %

6. Equity Risk Premium (43 5.34

7. Risk Premium Derived Common

Equity Cost Rate 10.56 %

Notes: (13 Consensus forecast of Moody's Aaa Rated Corporate bonds from Blue
Chip Financial Forecasts (see pages 18-19 of this Schedule3.

(23 The average 5neld spread of A rated public utility bonds over Aaa
rated corporate bonds of 0.37% from page 13 of this Schedule.

(33 Adjustment to reflect the A2 / A3 Moody's LT issuer rating of the
projty group of six water companies as shown on page 14 of this
Schedule. The 0.07% upward adjustment is derived by taking 1/6 of
the spread between A2 and A3 Public Utility Bonds (1 /6 * 0.4% =

0.07%3 as derived from page 13 of this Schedule.

(43 From page 15 of this Schedule.
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Carolina Water Service. Inc. of North Carolina

Interest Rates and Bond Spreads for
Moody's Corporate and Public Utility Bonds

Selected Bond Yields

[1] [2] [3]

Aaa Rated

Corporate Bond

A Rated Public

Utility Bond

Baa Rated Public

Utility Bond

Sep-2018

Aug-2018

Jul-2018

3.98

3.88

3.87

% 4.32 %

4.26

4.27

4.74 %

4.64

4.67

Average 3.91 % 4.28 % 4.68 %

Selected Bond Spreads

A Rated Public Utility Bonds Over Aaa Rated Corporate Bonds;
0.37 % (1]

Baa Rated Public Utility Bonds Over A Rated Public Utility Bonds:
0.40 %(2]

Notes:

(1] Column [2] - Column [1].
(2] Column [3] - Column [2].

Source of Information:

Bloomberg Professional Service
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Carolina Water Service. Inc. of North Carolina

Comparison of Long-Terra Issuer Ratings for
Proxy Group of Six Water Companies

Moody's
Long-Term Issuer Rating

September 2018

Standard & Poor's

Long-Term Issuer Rating

September 2018

Long-Term Long-Term

Issuer Numerical Issuer Numerical

Proxy Group of Six Water Companies Rating Weighting (11 Rating WeightinRfn

American States Water Co. (2J A2 6.0 A+ 5.0

American Water Works Company Inc (3) A3 7.0 A 6.0

Aqua America Inc (4) NR ■■ A+ 5.0

California Water Service Group [5) NR -- A+ 5.0

Middlesex Water Co. NR A 6.0

York Water Co. NR A- 7.0

Average A2/A3 6.5 A 5.7

Notes:

CIJ From page 6 of Schedule DWD-4 (direct testimony^.
C2) Ratings that of Golden State Water Company.
(3) Ratings that of New Jersey and Pennsylvania American Water Companies.
(4) Ratings that of Aqua Pennsylvania, Inc.
(5) Ratings that of Csdifomia Water Service Company.

Source Information: Moody's Investors Service
Standard & Poor's Global Utilities Rating Service
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Carolina Water Service. Inc. of North Carolina

Judgment of Equity Risk Premium for
Proxy Group of Six Water Companies

Line Proxy Group of Six

No. Water Companies

1. Calculated equity risk

premium based on the

total market using

the beta approach [1} 6.15 %

2. Mean equity risk premium
based on a study

using the holding period
returns of public utilities

with A rated bonds (2) 4.52

3. Average equity risk premium 5.34 %

Notes: (1) From page 16 of this Schedule.
(2) From page 20 of this Schedule.
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Carolina Water Service. Inc. of North Carolina

Derivation of Equity Risk Premium Based on the Total Market Approach

Using the Beta for the
Proxy Group of Six Water Companies

Proxy Group of Six
Line No. Equity Risk Premium Measure Water Companies

Ibbotson-Based Equity Risk Premiums;

1. Ibbotson Equity Risk Premium [1] 5.70 %

2. Regression on Ibbotson Risk Premium Data (23 7.28

3. Ibbotson Equity Risk Premium based on PRPM (3) 6.41

4.

5.

6.

Equity Risk Premium Based on Value Line

Summary and Index (43 6.01

Equity Risk Premium Based on Value Line
S&P 500 Companies [53 11.64

Equity Risk Premium Based on Bloomberg
S&P 500 Companies [63 10.30

7. Conclusion of Equity Risk Premium 7.89 %

8. Adjusted Beta [73 0.78

9. Forecasted Equity Risk Premium 6.15 %

Notes provided on page 17 of this Schedule.
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Carolina Water Service. Inc. of North Carolina

Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for the

Proxv Group of Six Water Companies

Notes:

(1] Based on the arithmetic mean historical mondily returns on large company common
stocks from Ibbotson® SBBI® 2017 Market Report minus the arithmetic mean monthly
3neld of Moody's average Aaa and Aa corporate bonds from 1926-2017.

(2) This equity risk premium is based on a regression of the monthly equity risk premiums
of large company common stocks relative to Moody's average Aaa and Aa rated

corporate bond yields from 1928-2017 referenced in Note 1 above.

(33 The Predictive Risk Premium Model (PRPM) is discussed in the accompanjdng direct
testimony. The Ibbotson equity risk premium based on the PRPM is derived by applying
the PRPM to the monthly risk premiums between Ibbotson large company common
stock monthly returns and average Aaa and Aa corporate monthly bond yields, from
January 1928 through September 2018.

(4) The equity risk premium based on the Value Line Summary and Index is derived by
subtracting the average consensus forecast of Aaa corporate bonds of 4.78% (from
page 12 of this Schedule] from the projected 3-5 year total annual market return of
10.79% (described fully in note 1 on page 22 of this Schedule).

(5) Using data from Value Line for the S&P 5 00, an expected total return of 16.42% was
derived based upon expected dividend yields and long-term earnings growth estimates
as a proxy for capital appreciation. Subtracting the average consensus forecast of Aaa
corporate bonds of 4.78% results in an expected equity risk premium of 11.64%.

(6) Using data from the Bloomberg Professional Service for the S&P 500, an expected total
return of 15.08% was derived based upon expected dividend yields and long-term
earnings growfri estimates as a proxy for capital appreciation. Subtracting the average

consensus forecast of Aaa corporate bonds of 4.78% results in an expected equity risk
premium of 10.30%.

(7) Average of mean and median beta from page 21 of this Schedule.

Sources of Information:

Stocks, Bonds, Bills, and Inflation - 2018 SBBI Yearbook, John Wiley & Sons, Inc.

Industrial Manual and Mergent Bond Record Monthly Update.

Value Line Summaty and Index

Blue Chip Financial Forecasts, October 1,2018 and June 1,2018

Bloomberg Professional Service
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12 ■ BLUE CHIP FINANCIAL FORECASTS ■ OCTOBER 1.2018 |

Consensus Forecasts of U.S. Interest Rates and Key Assumptions

-History-

Tntmst Ratfis Sep21 Sen 14 Sen?

Federal Ftmds Rate 1.92 1.92 1.91
Prime Rale 5.00 5.00 5.00

LIBOR, 3-mo. 2.35 2.33 2.32

Commercial Paper, 1-mo. 2.10 2.03 2.00

Treasury bill, 3-mo. 2.17 2.15 2.14

Treasury bill, 6-mo. 2.36 2J2 2J0

Treasury bill, 1 yi. 2.58 2.55 2.50

Treasury note, 2 yr. 2.80 2.75 2.67

Treasury note, 5 yr. 2.94 2.87 2.78

Treasurynote, lOyi. 3.05 2.97 2.91

Treasury note, 30 yr. 3.19 3.11 3.08

Corporate Aaa bond 4.17 4.12 4.10

Co^rate Baa bond 4.86 4.83 4.82

State & X-ocal bonds 3.75 3.71 3.67

Home mortgage rate 4.65 4.60 4.54

Average For Week Ending
Aug31

1.92

5.00

2.32

1.99

2.12

2.27

2.47

2.65

2.76

2.87

3.01

4.03

4.75

3,63

4,52

-History-

—Average For Month,

Aue Jul Jun

1.91

5.00

234

1.96

1.99

2.16

2.38

2.60

2.77

2.88

3.00

4.06

4.79

3.60

4.53

1.91

5.00

233

1.96

2.07

2.24

2.45

2.64

2.77

2.90

3.05

4.04

4.75

3.63

4.55

1.81

4.88

233

1.92

1.94

2.11

2.31

2.51

2.76

2.90

3.04

4.09

4.81

3.62

4.57

Latest Qtr

Qumi
1.91

5.00

2.33

1.98

2.06

2.24

2.45

2.65

2.80

2.91

3.05

4.07

4.78

3.64

4.57

4Q IQ 2Q 3Q 4Q IQ 2Q 3Q
KevAisuttmtionx 2016 2017 2017 2017 2017 2018 2018 2018*

Major Ctureney Index 93.6 94.3 92.9 88.3 88.9 86.1 88.3 90.2

Real GDP 1.8 1.8 3.0 2.8 23 22 43 3.2

GDP Price Index 23 2.0 U 2.2 2.5 2.0 3.0 2.2

Consumer Price Index 2.7 3.0 0.1 2.1 3.3 3.5 1.7 2.2

Consensus Forecasts-Quarterly Avg.
4Q IQ 2Q 3Q 4Q IQ
2018 2019 2019 2019 2019 2020

23 2.4 2.7 2.8 2.9 23

53 53 5.7 53 6.0 53

2.6 23 3.0 3.1 33 33

23 23 2.7 2.8 23 23

23 23 2.7 2.8 23 23

2.4 2.6 2.8 2.9 3.0 3.0

2.6 23 23 3.1 3.1 3.1

2.8 3.0 3.1 33 3.2 33

3.0 3.1 3.2 33 33 33

3.1 33 33 3.4 3.4 3.4

33 33 33 3.6 3.7 3.6

43 43 4.6 4.7 4.7 4.7

5.1 53 5.4 5.5 5.6 5.6

4.0 4.1 43 43 4.4 4.4

4.7 4.9 5.0 5.1 5.1 5.2

Consensus Forecasts-Quarterly
4Q IQ 2Q 3Q 4Q IQ
2018 2019 2019 2019 2019 2020

90.0 893 893 88.6 885 885

23 23 2.4 23 13 15

23 23 23 23 23 23

2.4 23 23 2.3 23 23

Forecasts for inleresl rates and the Federal Reserve's Major Cuneacy Index represent averages for the quarter. Forecasts for Real GDP, GDP Price Index and Consumer Price
Index are seasonally-adjusied annual rates ofchange (saat). Individu^ panel members' forecasts ere on pages 4 through 9. Historical data: Treasury rates from the Federal Re
serve Board's H.1S; AAA-AAand A-BBB cotporaie bond yields from Bank ofAtnetica-Meriill Lynch and are 15+ years, yield to maturity; State and local bond yields from
Bank ofAmoica-MetriH Lynch, A-raied, yield to maiusty; Mortgage rates from Freddie Mac, 30-year, fried; LIBOR quotes from IntcrtontiDfatal Exchange. All interest tale
data are sourced from Haver Analytica. Historical data for Fed's Major Curteney Index are from FRSR K.10. Historical data for Real GDP cod GDP Price Index are
from the Bureau of Eamotm'e Analysis (BEA). rntiqmiiT Price Index (C?I) Ustory is fimn the Depaitment ofLabor's Bureau ofLabor St3tisties(BLS). ). 'intensl rate data
for Q3 2018 based on historical data through the y^-eek ended September 21. Data far Q3 2018 Major Carreaty Index based on data through week ended September 21. Fig
ures for Q3 2018 Real GDP, GDP ChainedPrice Index andConsumerPrice Index are consensus forecasts based on a special question asked of the panelists this monlK

U.S. Treasury Yield Curve
Wo«k ended September 21. 2018 end Year Aso s

AQ 2018 end 1Q 2020 Coneerrsus Forecasta

Maturltlee

Corporate Bond Spreads
Aa of week ended September 21. 2018
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|14«BLUE CHIP FINANCIAL FORECASTS ■ JUNE 1.2018

Long-Range Survey;

The table below contains the results of our twice-annual long-range COh^ENSUS survey. There are also Top 10 and Bottom 10 averages for each
variable. Shown are consensus estimates for the years 2020 through 2024 and averages for the five-year periods 2020-2024 and 2025-2029. Apply
these projections cautiously. Few ifany economic, demographic and political forces can be evaluated accurately over such long time spans.

—Average For The Year-

2021 3022 2023

Flw-Veor Awrifies

2020-2024
1. Federal Funds Rate CONSBSS15 3.0 3J) 33 3.0 33 33 3.0

Top lOAversge 3.6 3.6 33 3.5 33 33

Bottom 10 Average ■ 2.6 15 14 14 16 - 2.5 2.6
2.Priine Rate CONSENS15 6.1 6.0 6.0 6.0 6.1 6.0 6.0

Top lOAvetnge 6.S 6.6 6.6 63 63 63 63

Bottom 10 Average 5-6 53 5.4 53 5.6 53 5.6
3.IJB0R.3-M0. CONSENSUS 3J 33 33 33 3A 33 33

Top lOAversge 3.7 3S 4.0 33 3.9 39 3.8

Bottom 10 Average 2.9 18 17 17 19 18 19
4. Cotameicia] Paper, 1-Mo. CON'SEN'SUS 3.1 33 3.1 3.1 33 33 33

Top 10 Average 3.5 3.7 3.7 3.7 3.7 3.6 3.6

Bottom 10 Average Z7 16 16 16 17 16 17
5. Treasoiy BiD %ld, 3-Mo- CONSEN'SIS 3.0 3.0 23 23 33 3.0 3.0

Top 10 Average 3.5 3.6 3.6 3.5 3.6 33 33

Bottom 10 Average ZS 14 14 2.4 IS 14 15
6. Treasury Bin Yield, 6-Mo. CONSEN'SIS 3.1 3.1 3.1 3.1 33 3.1 33

Top lOAvetage 3.6 3.7 3.7 3.7 3.7 3.7 3.7

Bottom 10 Average 2.7 16 15 15 17 16 17

7. Treasury Bm Y«kl, l-Yr. CO.NSEN'SIS 3J 33 33 33 33 33 33

Top lOAvecage 3.7 3.8 3.8 3.8 3.8 3.8 39

Bottom 10 Average 2.8 17 16 ■ 17 18 17 18

8. Treasury Note Yield, 2-Yr. CONSEN'SIS 3-4 3.4 33 33 3A 3A 33

Top lOAveiage 351 4.0 4.0 3.8 4.0 3.9 4.1

Bottom 10 Average 2.9 19 18 18 19 18 19
10. Treasury Note Yield. S-Yr. CON'SEN'SUS 3.6 3.6 3.6 3.6 3.7 33 33

Top 10 Average 4.0 4.1 4.1 4.1 43 4.1 4.4

Bottom 10 Average 32 33 3.0 3.1 33 3.1 33
11. Treasury Note Yield. 10-Yr. CON'SEN'StS 3J8 33 33 33 33 33 39

Top 10 Average 43 43 4.4 43 4.4 43 43

Bottom 10 Average 33 3.3 33 33 33 33 3.4
12. Treasury Bond Yield, 30-Yr. CONSENSUS 4.1 43 43 43 43 43 4A

Top lOAvcrage 4.7 4.7 4.7 43 4.8 4.7 5.0

Botlom 10 Average 3.6 3£ 3.6 3.6 3.7 3.6 3.7

13. Corporate Aaa Bond Yield CONSENSIS S.2 S3 53 53 5.4 S3 S-4

Top 10 Average 5.7 53 S3 6.0 6.0 59 6.0

Bottom lOAversge 4.7 4.7 4.6 4.6 4.7 4.6 4.7

13. Cotporale Baa Bond Yield CONSEN'SIS 6.0 6.0 6.0 6.1 63 6.1 63

Top lOAverage 6.6 6.8 6.9 7.0 7.0 6.9 7.0

BottomlO Average 53 53 53 53 5.4 53 5.4

14. State & Local Bonds Yield CON'SENSIS 4.6 43 43 43 4.6 43 43

Top lOAverage 5.1 5.1 5.1 5.1 5.1 5.1 53

Bottom 10 Average 4.0 3.9 3.9 4.0 4.1 4.0 4.1

IS. Hons Mortgage Rate CONSEN'SIS SA S3 SA S3 S3 SA S3

Top lOAvetage 5.8 5.9 6.0 6.0 6.0 6.0 6.1

Bottom 10 Average 4.9 43 43 4.8 43 49 5.0

A. FRB -Major Ourency Index CONSENSUS 89.6 89-4 893 90.0 90.1 89.7 903

Top lOAverage 943 94.6 94.5 943 943 943 943

Bottom lOAverage 84.6 84.0 84.3 85.4 85.6 84.8 85.9

—-Vear-Oter-Year, % Changr Flw-Year Ateraget
2020 2021 2022 2023 2024 2020-2024 2025-2029

B.RealCZ>P CON'SEN'StS 1.9 13 2.0 2.1 23 2.0 23

Top lOAverage Z4 14 14 14 15 14 14

Bottom 10 Average 13 13 13 1.8 1.8 1.6 1.8

C ̂P Oiamed Price Index CONSEN'SIS 22 23 2.1 2.1 2.1 23 23

Top lOAverage Z4 14 23 23 13 23 23

Bottom 10 Average 2.0 10 10 1.9 10 10 10

D. ConsumerPrice Index CONSENSIS 23 23 23 23 23 23 23

Top lOAverage 17 16 23 14 15 15 14

Bottom 10 Average 1.9 10 11 10 10 10 11
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Carolina Water Service. Inc. of North Carolina

Derivation of Mean EquiQr Risk Premium Based Studies
Using Holding Period Returns and

Projected Market Appreciation ofthe S&P Utility Index

Implied Equity Risk
Line No. Premium

Equity Risk Premium based on S&P Utility Index
Holding Period Returns (!]:

1. Historical Equity Risk Premium 4.04 %

2  Regression of Historical Equity Risk
Premium [2) 5.43

3.
Forecasted Equity Risk Premium Based on
PRPM (3] 3.72

Forecasted Equity Risk Premium based on
4. Projected Total Return on the S&P Utilities

Index (Value Line Data) (4) 4.72

• Forecasted Equity Risk Premium based on
5. Projected Total Return on the S&P Utilities

Index (Bloomberg Data) (5) 4.67

6, Average Equity Risk Premium (6) 4.52 %

Notes: (1) Based on S&P Public Utility Index monthly total returns and Moody's Public Utility
Bond average monthly yields from 1928-2017. Holding period returns are
calculated based upon income received (dividends and interest) plus Uie relative
change in the market value of a security over a one-year holding period.

(2) This equity risk premium is based on a regression of the monthly equity risk
premiums of the S&P Utility Index relative to Moody's A rated public utility bond
yields from 1928 - 2017 referenced in note 1 above.

(3) The Predictive Risk Premium Model (PRPM) is applied to the risk premium of the
monthly total returns of the S&P Utility Index and the monthly yields on Moody's
A rated public utility bonds from January 1928 - September 2018.

(4) Using data from Value Line for the S&P Utilities Index, an expected return of
9.87% was derived based on expected dividend yields and long-term growth
estimates as a proty for market appreciation. Subtracting the expected A rated
public utility bond yield of 5.15%, calculated on line 3 of page 12 of this Schedule
results in an equity risk premium of4.72%. (9.87% - 5.15% = 4.72%)

(5) Using data from Bloomberg Professional Service for the S&P Utilities Index, an
expected return of 9.82% was derived based on expected dividend yields and long-
term growth estimates as a proty for market appreciation. Subtracting the
expected A rated public utility bond yield of 5.15%, calculated on line 3 of page 12
of this Schedule results in an equity risk premium of 4.70%. (9.82% - 5.15% =
4.67%)

(6) Average of lines 1 through 5.



Carolina Water Service, tnc. of North Carolina

Indicated Common Equity Cost Rate Through Use
orrne iniQinonai i^anu

[1]

cai rtssec mcinfrmi

[2] [3]

nn hmpinrai i.ppi

[4] [5]

MnOellM.AKMI

[6] [7] [8]

Value Indicated

Line Market Risk Traditional Common

Adjusted Bloomberg Average Premium Risk>Free CAPM Cost ECAPM Cost Equi^ Cost
Proxy Group of Six Water Companies Beta Adjusted Beta Beta fll Rate (21 Rate Rate Rate (31

American States Water Co. 0.80 0.71 0.76 8.99 % 3.71 % 10.54 % 11.08 % 10.81 %

American Water Works Company Inc 0.65 0.63 0.64 8.99 3.71 9.46 10.27 9.87

Aqua America Inc 0.75 0.71 0.73 8.99 3.71 10.27 10.88 10.57

California Water Service Group 0.80 0.87 0.84 8.99 3.71 11.26 11.62 11.44

Middlesex Water Co. 0.80 0.80 0.80 8.99 3.71 10.90 11.35 11.13

York Water Co. 0.80 0.87 0.84 8.99 3.71 11.26 11.62 11.44

Mean 0.77 10.62 % 11.14 % 10.88 %

Median 0.78 10.72 % 11.21 % 10.97 %

Average of Mean and Median 0.78 10.67 11.18 10.93 %

Notes on page 22 of this Schedule.
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Carolina Water Service. Inc. of North CaroHna

Notes to Accompany the Anpllcation ofthe CAPM and ECAPM

Notes:

Cl) The market risk premium (MEtP) Is derived by using sfac different measures from three sources: Ibbotson, Value Line, and
Bloomberg as Illustrated below:

Historical Data MRP Estimates:

Measure 1: Ibbotson Arithmetic Mean MRP (1926-2017)

Arithmetic Mean Mondily Returns for Latge Stocks 1926-2017:
Arithmetic Mean Income Returns on Long-Term Government Bonds:
MRP based on Ibbotson Historical Data:

Measure 2: Application of a Regression Analysis to Ibbotson Historical Data
(1926-2017)

Measure 3: Application of the PRPM to Ibbotson Historical Data:
Qanuaiy 1926 • September 2018)

12.07 %

5.15

6.92 %

839 %

7.26 %

Measure 4: Value Line Projected MRP (Thirteen weeks ending September 28,2018)

Total projected return on the market 3-5 years hence*:
Projected Risk-Free Rate (see note 2):
MRP based on Value Line Summary & Index:

'Forcasted 3-5 year capital appreciation plus expected dividend yield

Measure 5: Value Line Projected Return on die Market based on ±e S&P 500

Total return on the Market based on the SfilP 500:

Projected Risk-Free Rate (see note 2):
MRP based on Value Une data

Measure 6: Bloomberg Projected MRP

Total return on the Market based on the S&P 500:

Projected Risk-Free Rate (see note 2):

10.79 %

3.71

7.08 %

16.42

3.71

12.71

15.06 %

3.71

MRP based on Bloomberg data

Average ofValue Line, Ibbotson, and Bloomberg MRP:

11.37

8.99 %

(2) For reasons explained in the direct testimony, the appropriate risk-free rate for cost of capital purposes is the average forecast of
30 year Treasury Bonds per the consensus ofnearly 50 economists reported In Blue Chip Finandtd Forecasts. (See pages 18-19 of
tills Schedule.) The projection of the risk-free rate is illustrated below:

Fourth Quarter 2018

First Quarter 2019

Second Quarter 2019
Third Quarter 2019

Fourth Quarter 2019

First Quarter 2020

2020-2024

2025-2029

(3) Average of Column 6 and Column 7.

Sources of Information:

Value Line Summary and Index
Blue Chip Financial Forecasts, October 1,2018 and June 1,2018
Stocks, Bonds, Bills, and Inflation - 2018 SBBI Yearbook, John Wiley & Sons, In&
Bloomberg Professional Services

330 %

3.40

330

3.60

3.70

3.60

4.20

4.40

3.71 %
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Carolina Water Service. Inc. of North Carolina

Basis of Selection of the Group of Non-Price Regulated Companies
Comparable in Total Risk to the Utility Proxy Group

The criteria for selection of the Non-Price Regulated Proxy Group was that the non-
price regulated companies be domestic and reported in Value Line Investment Survey
(Standard Edition].

The Non-Price Regulated Proxy Group was then selected based on the unadjusted
beta range of 0.33 - 0.75 and residual standard error of the regression range of2.5251
- 3.0115 of the Utility Proxy Group.

These ranges are based upon plus or minus two standard deviations of the
unadjusted beta and standard error of the regression. Plus or minus two standard
deviations captures 95.50% of the distribution of unadjusted betas and residual
standard errors of the regression.

The standard deviation of the Utility Proxy Group's residual standard error of the
regression is 0.1216. The standard deviation ofthe standard error of the regression is
calculated as follows:

Standard Deviation ofthe Std. Err. ofthe Regr. = Standard Error ofthe Regression
-Jm

where: N = number of observations. Since Value Line betas are derived from

weekly price change observations over a period of five years, N = 259

Thus, 0.1216 = 2.7683 = 2.7683

Vsls 22.7596

Source of Information: Value Line, Inc., September 2018
Value Line Investment Survey (Standard Edition]
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Carolina Water Service. Inc. of North Carolina

Basis of Selection of Comparable Risk
Domestic Non-Price Regulated Companies

[1] [2] [3] [4]

Value Residual

Line Standard Standard

Proxy Group of Six Water Adjusted Unadjusted Error of die Deviation

Companies Beta Beta Regression of Beta

American States Water Co. 0.75 0.59 2.8678 0.1079

American Water Works Company Inc 0.60 0.34 2.1070 0.0793

Aqua America Inc 0.70 0.48 2.2225 0.0836

California Water Service Group 0.75 0.58 2.8593 0.1076

Middlesex Water Co. 0.75 0.59 3.1751 0.1195

York Water Co. 0.80 0.64 3.3783 0.1271

Average 0.73 0.54 2.7683 0.1042

Beta Range [+/- 2 std. Devs. of Beta) 0.33 0.75

2 std. Devs. of Beta 0.21

Residual Std. Err. Range (+/" 2 std.
Devs. of the Residual Std. Err.) 2.5251 3.0115

Std. dev. of the Res. Std. Err. 0.1216

2 std. devs. of the Res. Std. Err. 0.2432

Source of Information: Valueline Proprietary Database, September 2018
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Carolina Water Service. Inc. of North Carolina

Proxy Group of Non-Price Regulated Companies

Comparable in Total Risk to the
Proxy Group of Six Water Companies

[1] [2] [3] [4]

Residual

Standard Standard

ProjQT Group of Seventeen Non-Price VL Adjusted Unadjusted Error of the Deviation of

Regulated Companies Beta Beta Regression Beta

AutoZone Inc. 0.80 0.67 2.7751 0.1044

Cheesecake Factory 0.75 0.55 2.7961 0.1052

Cboe Global Markets 0.75 0.59 2.7130 0.1021

Cracker Barrel 0.80 0.64 3.0058 0.1131

Chemed Corp. 0.80 0.68 2.6135 0.0983

C.H. Robinson 0.80 0.68 2.5785 0.0970

Campbell Soup 0.65 0.45 2.6367 0.0992

Dollar General 0.85 0.73 2.9989 0.1128

Dunkin' Brands Group 0.65 0.44 2.7974 0.1053

Darden Restaurants 0.85 0.70 2.9531 0.1111

Forrester Research 0.70 0.54 2.6049 0.0980

HCA Holdings 0.85 0.74 2.9907 0.1125

Hormel Foods 0.70 0.54 2.5543 0.0961

Vail Resorts 0.80 0.68 2.5433 0.0957

NVR, Inc. 0.85 0.70 2.8597 0.1076

Pinnacle Foods 0.75 0.62 2.5873 0.0974

Texas Roadhouse 0.85 0.73 2.9257 0.1101

Average 0.78 0.63 2.7600 0.1000

Proxy Group of Six Water
Companies 0.73 0.54 2.7683 0.1042

Source of Information; Valueline Proprietary Database, September 2018

r
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Carolina Water Service. Inc. of North Carolina

Summary of Cost of Equity Models Applied to
Proxy Group of Seventeen Non-Price Regulated Companies

Comparable in Total Risk to the

Proxy Group of Six Water Companies

ProjQ^ Group of

Seventeen Non-

Price Regulated
Principal Methods Companies

Discounted Cash Flow Model (DCF) (1) 13.79 %

Risk Premium Model [RPM) (2) 12.32

Capital Asset Pricing Model (CAPM] [3] 11.52

Mean 12.54 %

Median 12.32 %

Average of Mean and Median 12.43 %

Notes:

[1) From page 27 of this Schedule.

[2) From page 28 of this Schedule.

[3) From page 31 of this Schedule.



DCF Results for the Proxy Group of Non-Prfce-Regulated Companies Comparable In Total Risk to the

[1] [2] 13] 14] [S] [6] in ,  18]

Value Line Reuters Mean Zack's Five Yahool Finance Average
Proxy Group of Seventeen Projected Five Consensus Projected Year Projected Projected Five Projected Hve Indicated
Non-Price Regulated Average Year Growth in Five Year Growth Growth tete in Year Growth in Year Growth Adjusted Common Equity
Companies Dividend Yield EPS Rate in EPS EPS EPS Rate in EPS Dividend Yield Cost Rate (11

AutoZone Inc. % 12.50 % 10.93 % 12.20 % 10.93 Vo 11.64 % % NA %

Cheesecake Factory 2.4S 7.00 10.78 14.40 10.78 10.74 2.58 1332

Cboe Global Markets 1.23 17.00 14.20 11.80 14.20 1430 132 15.62

Cracker Barrel 3.35 12.00 4.50 7.20 7.25 7.74 3.48 11.22

Chemed Corp. 0.38 13.00 10.00 10.00 10.00 10.75 0.40 11.15

CH. Robinson 1.95 10.50 13.22 9.00 13.21 11.48 2.06 1334

Campbell Soup 3.44 3.50 NMF 5.90 NMF 4.70 332 a22

Dollar General 1.11 13.00 15.13 13.60 15.13 14.22 1.19 15.41

Dunkin' Brands Group 1.92 12.50 13.35 12.40 133S 12.90 2.04 14.94

Darden Restaurants 2.66 12.00 12.40 930 12.40 1133 2.81 1434

Forrester Research 1.73 8.00 NA 12.00 12.00 10.67 1.82 12.49

HCA Holdings 1.12 14.00 15.08 12.20 15.08 14.09 1.20 15.29

Hormcl Foods 1.96 9.50 10.50 8.30 10.50 9.70 2.06 11.76

Vail Resorts 2.04 18.00 23.09 NA 23.09 2139 2.26 23.65

NVR,lnc. - 17.50 19.00 15.00 19.00 17.63 . NA

Pinnacle Foods 1.96 10.00 9.67 8.00 9.67 934 2.05 1139

Texas Roadhouse 1.47 20.50 17.20 11.80 17.20 16.68 139 18.27

Mean 14.04 %

Median 13.54

Average ofMean and Median 13.79 %

NAa Not Available

NMF= Not Meaningful Figure

(1) The application of the DCF model to the domestic, non-price regluated comparable risk companies Is Identical to the application ofthe DCF to the utility proxy group. The
dividend yield is derived by using the 60 day average price and the spot indicated dividend as of September 20,2018. The dividend yield is then adjusted by 1/2 the average
projected growth rate In EPS, which is calculated by averaging the Syear projected growth in EPS provided by Value Line, wrww.reuters.CDm, www.zack5.com, and
www.yahoo.com (excluding any negative growth ratesj and then adding that growth rate to the adjusted dividend yield.

Source ofInformation: Value Line Investment Survey
www.reuter5.com Downloaded on 09/28/2018

www2acks.com Downloaded on 09/28/2018
www.yahoo.com Downloaded on 09/28/2018
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Carolina Water Service. Inc. of North Carolina

Indicated Common Equity Cost Rate

Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach

Proxy Group of

Seventeen Non-

Price Regulated
Line No. Companies

1. Prospective Yield on Baa Rated
Corporate Bonds [1} 5.61 %

2. Equity Risk Premium (2) 6.71

3. Risk Premium Derived Common

Equity Cost Rate 12.32 %

Notes: [1) Average forecast of Baa corporate bonds based upon the consensus of
nearly 50 economists reported in Blue Chip Financial Forecasts dated

October 1,2018 and June 1,2018 (see pages 18 and 19 of this Schedule].
The estimates are detailed below.

Fourth Quarter 2018 5.10 %

First Quarter 2019 5.30

Second Quarter 2019 5.40

Third Quarter 2019 5.50

Fourth Quarter 2019 5.60

First Quarter 2020 5.60

2020-2024 6.10

2025-2029 6.30

Average 5.61 %

(2] From page 30 of this Schedule.
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Carolina Water Service. Inc. of North Carolina

Comparison of Long-Term Issuer Ratings for the
Projgr Group of Seventeen Non-Price Regulated Companies of Comparable risk to the

Proxy Group of Six Water Companies

Moody's
Long-Term Issuer Rating

September 2018

Standard & Poor's

Long-Term Issuer Rating
September 2018

Long- Long-
Term Numerical Term Numerical

Proxy Group of Seventeen Non- Issuer Weighting Issuer Weighting
Price Regulated Companies Rating fll Rating rn

AutoZone Inc. Baal 8.0 BBB 9.0

Cheesecake Factory NR - NR —

Cboe Global Markets Baal 8.0 A- 7.0

Cracker Barrel WR .. NR

Chemed Corp. WR -- NR —

C.H. Robinson Baa2 9.0 BBB+ 8.0

Campbell Soup Baa2 9.0 BBB- 10.0

Dollar General Baa2 9.0 . BBB 9.0

Dunkin' Brands Group NR — NR ..

Darden Restaurants Baa2 9.0 BBB 9.0

Forrester Research NR — NR ..

HCA Holdings Ba2 12.0 BB+ 11.0

Hormel Foods A1 5.0 A 6.0

Vail Resorts NR -- NR ..

NVILInc. Baa2 9.0 BBB+ 8.0

Pinnacle Foods NR — BB- 13.0

Texas Roadhouse NR — NR —

Average Baa2 8.7 BBB 9.0

Notes:

(1) From page 6 of Schedule DWD-4 (direct testimony).

Source of Information:

Bloomberg Professional Services
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Carolina Water Service. Inc. of North Carolina

Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for

Proxy Group of Seventeen Non-Price Regulated Companies of Comparable risk to the
Proxy Group of Six Water Companies

Line No. Equity Risk Premium Measure

Projty Group of
Seventeen Non-

Price Regulated

Companies

1.

2.

3.

5.

6.

7.

8.

9.

10.

Notes:

Ibbotson-Based Equity Risk Premiums;

Ibbotson Equity Risk Premium (1)

Regression on Ibbotson Risk Premium Data (2]

Ibbotson Equity Risk Premium based on PRPM (3)

Equity Risk Premium Based on Value Line

Summary and Index [4)

Equity Risk Premium Based on Value Line

S&P 500 Companies

Equity Risk Premium Based on Bloomberg
S&P 500 Companies [6]

Conclusion of Equity Risk Premium

Adjusted Beta (7)

Forecasted Equity Risk Premium

5.70 %

7.28

6.41

6.01

11.64

10.30

7.89 %

0.85

6.71 %

(1) From note 1 of page 16 of this Schedule.
(2) From note 2 of page 16 of this Schedule.

(3) From note 3 of page 16 of this Schedule.

(4) From note 4 of page 16 of this Schedule.
(5) From note 5 of page 16 of this Schedule.
(6) From note 6 of page 16 of this Schedule.
(7) Average of mean and median beta from page 31 of this Schedule.

Sources of Information:

Stocks, Bonds, Bills, and Inflation - 2018 SBBI Yearbook, John Wiley & Sons, Inc.
Value Line Summary and Index

Blue Chip Financial Forecasts, October 1,2018 and June 1,2018

Bloomberg Professional Services



Carolina Water Service. Inc. of North Carolina -

Traditional CAPM and ECAPM Results for the ProjQ? Group of Non-Price-Regulated Companies Comparable in Total Risk to the
Proxy Group of Six Water Companies

[1] [2] 13] [4] 15] [6] [7] 18]

Indicated

Average of Mean and Median 0.85 11.35 % 11.69 %

Notes:

(1] From note 1, page 22 of this Schedule.
(2] From note 2, page 22 ofthis Schedule.
(3] Average of CAPM and ECAPM cost rates.

Value Line Traditional Common

Proxy Group of Seventeen Non- Adjusted Bloomberg Average Market Risk Risk-Free CAPM Cost ECAPM Cost Equi^ Cost
Price Regulated Companies Beta Beta Beta Premium Til Rate f21 Rate Rate Rate rS)

AutoZone Inc 0.80 0.83 0.82 8.99 % 3.71 % 11.08 % 11.48 % 11.28 %

Cheesecake Factory 0.75 0.91 0.83 8.99 3.71 11.17 11.55 11.36

Cboe Global Markets 0.75 1.19 0.97 8.99 3.71 12.43 12.50 12.46

Cracker Barrel 0.80 0.98 0.89 8.99 3.71 11.71 11.96 11.83

Chemed Corp. 0.80 0.94 0.87 8.99 3.71 11.53 11.82 11.68

C.H. Robinson 0.80 0.94 0.87 8.99 3.71 11.53 11.82 11.68

Campbell Soup 0.70 0.55 0.62 8.99 3.71 9.28 10.14 9.71

Dollar General 0.90 0.71 0.81 8.99 3.71 10.99 11.42 11.20

Dunkin' Brands Group 0.65 0.94 0.79 8.99 3.71 10.81 11.28 11.05

Darden Restaurants 0.85 0.91 0.88 8.99 3.71 11.62 11.89 11.75

Forrester Research 0.70 1.06 0.88 8.99 3.71 11.62 11.89 11.75

HCA Holdings 0.85 0.65 0.75 8.99 3.71 10.45 11.01 10.73

Hormel Foods 0.75 0.58 0.67 8.99 3.71 9.73 10.47 10.10

Vail Resorts 0.85 0.97 0.91 8.99 3.71 11.89 12.09 11.99

NVR, Inc. 0.85 0.88 0.87 8.99 3.71 11.53 11.82 11.68

Pinnacle Foods 0.80 0.65 0.73 8.99 3.71 10.27 10.88 10.57

Texas Roadhouse 0.85 1.04 0.94 8.99 3.71 12.16 12.29 12.23

Mean 0.83 11.16 % 11.55 % 11.36 %

Median 0.87 11.53 % 11.82 % 11.68 %

11.52

o
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Carolina Water Service. Inc. of North Carolina

Summary of Cost of Equity Models Applied to
Proxy Group of Seventeen Non-Price Regulated Companies

Comparable In Total Risk to the
Mr. Hinton's Water Proxv Group

Principal Methods

Discounted Cash Flow Model (DCF) (1)

Risk Premium Model (RPM) (2)

Capital Asset Pricing Model (CAPM) (3)

Mean^

Median^

Average of Mean and Median

Proxy Group of
Seventeen Non-

Price Regulated
Companies

14.13 %

12.32

11.52

12.66 %

12.32 %

12.49 %

Notes:

(1) From page 2 of this Schedule.
(2) From page 28 of Schedule DWD-1R
(3) From page 31 of Schedule DWD-1 R
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Carolina Water Service. Inc. of North Carolina

DCF Results for the Proxy Group of Non-Price-Regulated Companies Comparable in Total Risk to the

.Proxy Group of
Seventeen Non-Price

Reaulated Comoanies

[1]

Average
Dividend Yield

[2] ^

Value Line

Projected Five
Year Growth in

EPS

[3]

Yahool

Finance

Projected Five
Year Growth in

EPS

14]

Average
Projected Five
Year Growth

Rale in EPS

[5]

Indicated

Common Equity
Cost Rate (11

AutoZone Inc. -  % 12.50 % 10.93 % 11.72 % NA %
Cheesecake Factory 2.54 7.00 10.78 8.89 11.43
Cboe Global Markets 1.14 17.00 14.20 15.60 16.74
Cradter Bamel 3.34 12.00 7.25 9.63 12.97
Chemed Corp. 0.43 •13.00 10.00 11.50 11.93
C.H. Robinson 2.12 10.50 13.21 11.86 13.98
Campbell Soup 3.43 3.50 NMF 3.50 6.93
Dollar General 1.18 13.00 15.13 14.07 15.25
Dunkin' Brands Group 2.06 12.50 13.35 12.93 14.99
Darden Restaurants 2.67 12.00 12.40 12.20 14.87
Forrester Research 1.84 8.00 12.00 10.00 11.84
HCA Holdings 1.20 14.00 15.06 14.54 15.74
Hormel Foods 2.11 9.50 10.50 10.00 12.11
Vail Resorts 2.04 16.00 23.09 .  20.55 22.59
NVR, Inc. - 17.50 19.00 16.25 NA
Pinnacle Foods 2.32 10.00 9.67 9.84 12.16
Texas Roadhouse 1.60 20.50 17.20 18.85 20.45

Mean 14.27 %

Median 13.98 %

Average of Mean and Median 14.13 %

NAs Not Available

NMF= Not Meaningful Figure

(1) The application of the DCF model to the domestic, non-price regluated comparable risk companies is
identicai to the corrected application of the DCF, to Mr. Hinton's water proxy group. The dividend yield
is derived by using the 13 week average price and the projected dividend as of September 28,2018
and is added to the average expected EPS growth rate from Value Line and Yahoo! Finance.

Source of information: Value Line Investment Survey
www.yahoo.com Downloaded on 09/28/2018



Docket No. W-354, Sub 360
D'Ascendts Rebuttal Exhibit No. 1

Schedule DWD-3R

Page 1 of 1

Carolina Water Service, Inc. of North Carolina

Corrected DCF Analysis Reflecting Exclusive Reliance on
Expected Growth In EPS

Value

Line

Forecast

Yahoo

Forecast

EPS 5- Forecast EPS

Line No. Company Name Yield Yr. EPS 5-Yr. Growth Rate

1 American States Water 1.9 6.0 4.0 5.0

2 American Water Works 2.2 10.0 8.1 9.1

3 Aqua America 2.5 7.5 5.0 6.3

4 California Water 1.9 9.5 9.8 9.7

5 Middlesex Water 2.1 8.0 2.7 5.4

6 York Water 2.1 9.0 4.9 7.0

Average 2.1 8.3 5.8 7.0

DCF Result 10.4 7.9 9.1

Source of Information:

HInton Exhibit JRH-3
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Carolina Water Service. Inc. of North Carolina

Demonstration of the Inadequacy of
a DCF Return Rate Related to Book Value

When Market Value is Greater than Book Value

[A] [B]

Based on Mr. Hinton's Water Proxy
Group

Line No. Market Value Book Value

1. Per Share $ 50.04 (1) $ 15.56 (2)

2. DCF Cost Rate (3) 8.70% 8.70%

3. Return in Dollars (4) $ 4.354 $ 1.354

4. Dividends (5) $ 1.051 $ 1.051

5. Growth in Dollars (6) $ 3.303 $ 0.303

6. Return on Market Value (7) 8.70% 2.71%

7.
Rate of Growth on Market

Value (8) 6.60% 0.61%

Notes:

(1) Average of the average 13-week prices from Value Line as
used by Mr. Hinton.

(2) Average book value dividing total common equity at year-end
2017 by common shares outstanding at year-end 2017 for each
proxy group company.

(3) Mr. Hinton's Recommended DCF cost rate on from Hinton
Exhibit JRH-3.

(4) Line 1 x Line 2.

(5) Dividends are based on a 2.10% dividend yield, from Hinton
Exhibit JRH-3.

(6) Line 3 - Line 4.
(7) Line 3 / Line 1.
(8) Line 5 / Line 1.



Carolina Water Service. Inc. of North Carolina

Calculation of Indicated DCF Applied to Book Value Capital Structure
of Mr. Hinton's Proxy Group

Un-iever Indicated Market Capital Structure DCF

Ku Ke - ((( Ku 1 ) 1 t ) D  / E )- ( Ku d ) P  1 E

Ku 8.70%
- ((( Ku 5.25% ) 1 -  21% )22.20% / 77.74% )- ( Ku - 7.26% )0.06% 1 77.74%

Ku 8.70%
- ((( Ku 5.25% ) 79.00% ) 26.55% )- ( Ku • 7.26% ) 0.08%

Ku 8.70%
- (( 79.00% * Ku -

4.1463% ) 28.55% )- ( 0.08% •  Ku
■
0.01% )

Ku 8.70%
- ( 22.56% * Ku

-
1.18% ) -0.06% •

Ku + 0.01%

Ku 8.70% -22.56% * Ku + 1.18% -0.08% • Ku + 0.01%

Ku 9.89% -22.64% * Ku

122.64% • Ku = 9.69%

Ku B 8.06%

Re4ever to Indicated Book Value Capital Structure DCF

Ke = Ku + (C( Ku I ) 1 t ) D  / E )+ ( Ku -  d ) P  / E

Ke 8.06% + ((( 8.06% - 5.25% ) 1 ■  21% )45.27% / 54.61% )+ ( 8.06% - 7.26% ) 0.12% / 54.61%

Ke 8.06% + ((( 2.82% ) 79% ) 82.89% )+ ( 0.80% ) 0.22%

Ke 8.08% + (( 2.22% ) 82.89% ) *( 0.00% )

Ke 8.06% +( 1.84% ) + 0.00%

Ke S 9.91%

Where:

Ku = Un-Ievered(l.e., 100%equily)costofcommonequity
Ke = Market determined cost of common equity

I = Cost of debt

t = Income tax rate

D = Debt ratio

E ~ Equity ratio
d ~ Cost of preferred stock
P = Preferred equity raUo
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Carolina Water Service. Inc. of North Carolina

Prediction of Equity Risk Premiums Relative to
Moodv's A Rated Ufa'litv Bond Yields

yB-0.77a5x + 83165

R'= 0.8064

♦
♦

* 9 ♦:

.•V
*

4.5 5 5.5 6 6.5

A Rated Mood/s Bond Yield (X)

73

Constant

6.816452 %

Slope
-0.77848

Prospective A
Rated Utility
Bond (1)

5.07 %

Prospective
Equity Risk
Premium

4.87 %

Indicated

ROE

9.94 %

Notes:

(1) Prospective Mood/s A rated utility bond is calculated by first calculating the
Aaa Bonds

Third Quarter2018 4.10%

Fourth Quarter 2018 4.30%

First Quarter 2019 4.50%

Second Quarter2019 4.60%

Third Quarter2019 4.70%

Fourth Quarter 2019 4.60%

2020-2024 5.30%

2025-2029 5.40%

4.71%

After calculating the prospective Mood/s Aaa corporate yield, we apply a recent
spread between Aaa corporate bonds and A rate utility bonds to arrive at a
perspective Mood/s A rated utility bond.

Jun-18

Ju!-18

Aug-18

Aaa Corp
3.96%

3.87%

3.88%

A Utiiity Spread
4.27%

4.27%

4.26%

0.31%

0.40%

0.38%

Average

Prospective Mood/s A rated utility bond yield

0.36%

5.07%

Sources of Information:

Blue Chip Financial Forecasts September 1,2018 and June 1,2018
Hinton Exhibit JRH-4

Bloomberg Professional Services
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Carolina Water Service. Inc. of North Carolina

Calculation of Range of ROEs needed
to Obtain a Single 'A* Rating

Company Proposed Rates

Debt

Equity
Total

Capitalization
Ratio (1)

(a)

49.09%

50.91%

100.00%

Embedded

Cost

(b)

5.68% (1)
10.80% (3)

Overall

Cost

Rate (2)

(c)

2.79%

5.50%

8.29%

Pre-Tax

Cost of

Capital

(d)

2.79%

7.17% (4)
9.96%

Public Staff Proposed Rates

Debt

Equity
Total

49.09%

50.91%

100.00%

Pre-Tax Interest Coverage

5.68% (1)
9.20% (5)

2.79%

4.68%

7.47%

3.71

2.79%

6.11% (4)
6.90%

Highest Rate Scenario

Debt

Equity
Total

49.09%

50.91%

100.00%

Pre-Tax interest Coverage

5.68%

20.08%
(1) 2.79%

10.22%

13.01%

3.31

2.79%

13.34% (4)
16.13%

Lowest Rate Scenario

Debt

Equity
Total

49.09%

50.91%

100.00%

Pre-Tax Interest Coverage

5.68% (1)
7.94%

2.79%

4.04%

6.83%

6.00

2.79%

5.28% (4)
8.07%

Pre-Tax Interest Coverage 3.00
Notes

(1) From Schedule DWD-1R, page 1.
(2) Column (a) x Column (b)
(3) Low end of updated recommended range as shown on Schedule DWD-1R, page 1.
(4) Overall Equity Cost Rate x Tax Conversion Factor
(5) Hinton Direct Testimony
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Carolina Water Service. Inc. of North Carolina

R-Souareds of Mr. Hinton's Proxy Group

R-

Mr. Hinton's Water Proxy Group Squared

American States Water Co. 0.1043

American Water Works 0.0664

Aqua America inc. 0.1153
California Water Service Group 0.1023
Middlesex Water 0.0863

York Water Company 0.0896

Average 0.0941

Source of Information: Value Line Proprietary Database, September 2018



X

Carolina Water Service, (no. of NorDt Carolina

Rate Mechonlama In Place et Proxy Oioup OpetsUng SubaldaKcs

Company fbold If parantl

Aiairlcan Stotaa Watar Company

State Dacoupttng? MachanlamNama Type of Mettianlaiw

American Watar

Golden Slale Water Company
Water Revenue AaQuatmenl Medianlam
(WRAM)

Fid Decoupling (Adxial to Tergal

_Revwiue«]^^^^^_ Anmial Report 2017, tariff

CaDftnnla American Water

Hawaii American Welar

minda American Water

InAsna American Water

Iowa American Water

Kentucky American Water
Maryland American Watar
Mlddgan American Watv

Mlaaouri American Water

New Jersey American Water

OA

HI

IN

lA

KY

MD

Ml

MO

KJ

Yes

No

Water Revenue Adtuslment Mechanism
(WRAM); ModBhfled Cost Balancing
Ad)uslmenl(MCaA)

Fid Decoimling (Adual to Target
Revemres)

Volimis Balancing Ad]uslmenl Rider (VBA);
QuailVng Infrastructure Pleni (QlP) Full Decoupling (Actual to Target
Surcharge Revenues): Co|dtal Recovery
Dlstrtbudon System Improvement Charge
(DStC) Capital Recovery

Infrastructure System Replacement
Surcharge Capital Recovery

Revenue Arul ftoducdon Cost Recontinafkir

Adlustrrtanl Oause and PropetQr Tax Ctause Fid Decoupling (ActusI to Target

Annual Repart2017, terlff
Annual Rejxxt2017

Annual Report 2017; tertl^
Commission Order dated December

13.2Qt6. Docket No. 10-0093

Annual Report 2017, tarlR
Annual Report 2017, tsdfl
Annuel Report 2017, tarill
Annual Report 2017, tnrlfl

Annual Repotl 2017

Annual Report 2017, tarllT
Annual Report 2017, tarlfl
Annual Repot 2017: tariff
Conmissbn Order In Case 07>VV>

NewYorkAmartcan Water NY Yee (RAOPTC) Revenues) OSOS and Case 1&.W-0259

Distribution System Improvamsnt Charge
Pennsylvania Amartcan Water PA No (DSIC) Capital Recovery Anmid Repot 2017, tariff
Tennessee Ametlcsn Water TN No

Water SWeslewalar Inrrastructure Service

Annual Report 2017, tarlfl

Virginia Amvlcen Water (1) VA No Charge ̂ NWISC* Rkfei
Distribution System Improvement Cftarge

CspBal Recovery Annual Repctt2017, tarlfl

West Vbijlnln Amerleen Waler WV No (DSIC) Ceoltal Recoverv AnnuBl Report 2017, tarlfl

WTR AqueAinortce
AquaDUnols. Inc. 0. No Annual Report 2017
Aqua Indiana, Inc. IN No

CNstrtbution System Improvement Charge
AnmiGl Report 2017, tarlfl

Aqua New Jortoy, Inc. NJ No (DSIC)
Water end Sewer Improvement Ouirgo

Ceplta] Recevoty Amual Report 2017, tartfl

Aqua North Carolina, Inc. NC No (WSlCsndSSIC) AnnuEd Report 2017
Aqua Ohio, Inc. OH No

. Dlsbtbuflcn System Improvement Charge
Annual Report 2017

Aqua PennsylvanlB, Inc. PA No (DSIC) Capital Recovery Annual Report 2017; tariff
Aqua Texas, Inc. TX No Annual Report 2017
Aqua Vlralnla. Inc. VA No Annual Report 2017

CWT CtUfemli Watar Service Group
Water Revenue Adjustment Mechenlsm
(WRAM); Modindied Cost Balancing
Acfirstmenl (MCBA); end Sales Fun Decoupling (Actual to Tergal

California Waler Service Co. CA Yee Recondllalion Mechanism (SRM) Revenues) Annual Repcrt20i7, larlfl
New Mexico Watar Service Co. NM No Annual Report 2017, tartll
Wsshlnglon Water Sendee Co. WA No Annual Report 2017, larin
Hawaii Water Service Co. HI No Anrrual Report 2017, tarfU

M8EX Middlesex Water Cempeny
MiddlesexWaler Company NJ No Annual Report 2017; tarlfl
Southern Shores Waler Company DE No

O'stibutlon System Improvement Qiarge
Annual Report 2017

Tidewater UUIlea, Ina OE No (DSIC) Capital Reccvery Annual Report 2017; tartfl
PheUnds Wator Ccxnpany NJ No Annual Report 2017; tanfl
Twin Lekoe UUItdee. Irtc. PA No Annual Report 2017; tartll

YORW YoikWalorCompany

Notes:

(1) WWISCIsenlyeppncaUoIeeustomdre undcrtho Alexandria Rale Soheduto.

OleltlbuUem Syaam Imptpvamenl Charge
(DSIC) Ceplta] Recevery

S iSK'


