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Carolina Water Services, Inc. of North Carolina
Recommended Capital Structure and Cost Rates
for Ratemaking Purposes
at December 31, 2017
Weighted Cost

Type Of Capital Ratios (1) Cost Rate Rate
Long-Term Debt 47.11% 6.00% (D 2.83%
Common Equity 52.89% 11.50% - 11.90% (2) 6.08% - 6.29%
Total 100.00% 891% 9.12%

Notes:

(1) Company-Provided.
(2) From page 2 of this Schedule.
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Carolina Water Services, Inc. of North Carolina
Brief Summary of Common Equity Cost Rate
Proxy Group of Six
Line No. Principal Methods Water Companies
1. Discounted Cash Flow Model (DCF) (1) 9.10%
2. Risk Premium Model (RPM) (2) 12.12%
3. Capital Asset Pricing Model (CAPM) (3) 11.31%
Market Models Applied to Comparable Risk, Non-Price
4. Regulated Companies (4) 12.63%
5 Indicated Common Equity Cost Rate before Adjustment for
' Size Risk 11.50%
6. Size Risk Adjustment (5) 0.40%
7. Indicated Common Equity Cost Rate 11.90%
8. Range of Common Equity Cost Rates 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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Proxy Group of Six Water Companies
CAPITALIZATION AND FINANCIAL STATISTICS (1)
2012 - 2016, Inclusive
2017 2016 2015 2014 2013
(MILLIONS OF DOLLARS)
CAPITALIZATION STATISTICS
AMOUNT OF CAPITAL EMPLOYED
TOTAL PERMANENT CAPITAL $3,164.203 $2,984.170 $2,830.411 $2,686.017 $2,572.465
SHORT-TERM DEBT $211.958 $175.773 $118.223 $94.412 $123.719
TOTAL CAPITAL EMPLOYED $3,376.161 $3,159.943 $2,948.634 $2,780.429 $2,696.184
INDICATED AVERAGE CAPITAL COST RATES (2
TOTAL DEBT 4.78 % 4.927 % 5.02 % 5162 % 533 %
PREFERRED STOCK 591 % 591 % 591 % 5.67 % 6.09 %
SYEAR
CAPITAL STRUCTURE RATIOS AVERAGE
BASED ON TOTAL PERMANENT CAPITAL:
LONG-TERM DEBT 45.27 % % 45.90 % 44.69 % 45.25 % 45.30 %
PREFERRED STOCK 0.12 0.13 0.14 0.18 0.14
COMMON EQUITY 54.61 53.97 55.17 54.57
TOTAL 100.00 % % 100.00 % 100.00 % 100.00 %
BASED ON TOTAL CAPITAL:
TOTAL DEBT, INCLUDING SHORT-TERM 48.90 % 4791 % 47.03 % 46.27 % 47.02 % 4743 %
PREFERRED STOCK 0.11 0.12 0.13 0.14 0.16 0.13
COMMON EQUITY 50.99 51.97 52.84 53.60 52.82 52.44
TOTAL 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
FINANCIAL STATISTICS
FINANCIAL RATIOS - MARKET BASED
EARNINGS / PRICE RATIO 342 % 3.63 % 438 % 4.88 % 491 % 425 %
MARKET / AVERAGE BOOK RATIO 318.59 290.78 239.19 223.55 214.84 257.39
DIVIDEND YIELD 1.71 2.19 2.65 2.77 2.89 2.44
DIVIDEND PAYOUT RATIO 59.30 60.14 60.04 56.31 57.21 58.60
RATE OF RETURN ON AVERAGE BOOK COMMON EQUITY 10.89 % 10.57 % 10.43 % 10.90 % 10.61 % 10.68 %
TOTAL DEBT / EBITDA (3 3.56 X 351 X 343 X 331X 345 X 345 X
FUNDS FROM OPERATIONS / TOTAL DEBT (4) 22.69 % 22.50 % 26.10 % 26.48 % 2411 % 2438 %
TOTAL DEBT / TOTAL CAPITAL 48.90 % 4791 % 47.03 % 46.27 % 47.02 % 47.42 %

Notes:
(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved results for each
individual company in the group, and are based upon financial statements as originally reported in each year.

(2) Computed by relating actual total debt interest or preferred stock dividends booked to average of beginning and
ending total debt or preferred stock reported to be outstanding.
(3) Total debt relative to EBITDA (Earnings before Interest, Income Taxes, Depreciation and Amortization).

(4) Funds from operations (sum of net income, depreciation, amortization, net deferred income tax and investment tax
credits, less total AFUDC) plus interest charges as a percentage of total debt.

Source of Information: Company Annual Forms 10-K
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Capital Structure Based upon Total Permanent Capital for the
Proxy Group of Six Water Companies
2012 - 2016, Inclusive
5 YEAR
2017 2016 2015 2014 2013 AVERAGE

American States Water Co.
Long-Term Debt 37.75 % 39.40 % 41.15 % 39.15 % 40.30 % 39.55 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 62.25 60.60 58.85 60.85 59.70 60.45

Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
American Water Works Company Inc
Long-Term Debt 55.81 % 54.74 % 53.89 % 52.70 % 5242 % 5391 %
Preferred Stock 0.07 0.09 0.11 0.15 0.17 0.12
Common Equity 44.12 45.17 46.00 47.15 47.41 45.97

Total Capital 100.00 % 100.00 %  100.00 % 100.00 % 100.00 % 100.00 %
Aqua America Inc
Long-Term Debt 52.26 % 50.81 % 50.76 % 49.45 % 50.32 % 50.72 %
Preferred Stock 0.00 0.00 0.00 0.00 0.01 0.00
Common Equity 47.74 49.19 49.24 50.55 49.67 49.28

Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
California Water Service Group
Long-Term Debt 4412 % 45.83 % 44.69 % 40.46 % 42.03 % 43.43 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 55.88 54.17 55.31 59.54 57.97 56.57

Total Capital 100.00 % 100.00 %  100.00 % 100.00 % 100.00 % 100.00 %
Middlesex Water Co.
Long-Term Debt 38.65 % 3891 % 40.44 % 41.55 % 4137 % 40.18 %
Preferred Stock 0.64 0.68 0.69 0.71 0.88 0.72
Common Equity 60.71 60.41 58.87 57.74 57.75 59.10

Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
York Water Co.
Long-Term Debt 43.02 % 42.60 % 44.46 % 4481 % 45.07 % 43.99 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 56.98 57.40 55.54 55.19 54.93 56.01

Total Capital 100.00 % 100.00 %  100.00 % 100.00 % 100.00 % 100.00 %
Proxy Group of Six Water Companies
Long-Term Debt 4527 % 4538 % 45.90 % 44.69 % 45.25 % 45.30 %
Preferred Stock 0.12 0.13 0.13 0.14 0.18 0.14
Common Equity 54.61 54.49 53.97 55.17 54.57 54.56

Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Source of Information
Annual Forms 10-K
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AMER STATES WATER RECENT 56 40 PE 32 0(Traw|ing:30.8 RELATIVE 1 56 DIVD 1 g(y
, NYSE-AWR |PRICE . RATIO \J \Median: 200/| PERATIO L. YLD J70
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Institutional Decisions THIS  VLARITH
STOCK INDEX

vy e 2 . o miEs F
1o Sell 89 84 79 | traded P TVTY 101 Y PP 1011 Y D APEYY PP [T 3yr. 641 301 [~
Socton 20088 2005 27608 Qe T L e I
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 [ 2011 2012 [2013 |2014 | 2015 [2016 [2017 [2018 | ©VALUELINEPUB.LLC| 20-22

6.53 6.89 6.99 6.81 7.03 7.88 8.75 9.21 974 | 1071 | 1112 | 1212 | 1219 | 1217 | 1256 | 11.92 | 1240 | 12.65 |Revenues persh 15.95
126| 127 104| 111| 132| 145| 165| 169| 170 | 211 | 213 | 248 | 265| 267 | 28| 270| 285 | 305 |“CashFlow" persh 385
67 67| 39 53| 66 67 8| 18 81| 111| 112| 141 | 161 | 157| 160| 162| 185| 185 |EarningspershA 235
43| 44| 44| M| 45 46| 48| 50| 51| B2 55| 64 76 83 87| 91 99 | 1,06 |Divid Decl'd per sh Bx 1.35
159 134| 188 251 212 195| 145| 223 209| 212 213 L77| 252 189 | 239 35| 315| 3.5 |CaplSpendingpersh 360
661 702| 698 751| 78| 832| 877| 897| 970| 1013 | 1084 | 11.80 | 1272 | 1324 | 1277 | 1352 | 14.20 | 14.85 |Book Value per sh 16.80
30.24| 3036 | 3042| 3350 3360 | 3410| 3446 | 3460 | 37.06 | 37.26 | 37.70 | 3853 | 38.72 | 3829 | 3650 | 3657 | 36.70 | 36.80 |Common Shs OutstgC | 37.00
167 183| 319 232| 219 217| 240| 226| 212| 157 | 154 143 172 | 201 | 246| 256| 261 Avg Ann'T PE Ratio 210
8| 100| 18| 123| 117| 150| 127 136| 141 100 97| 91 97| 106 | 124| 135| 127 Relative P/E Ratio 1.30

39% | 36% | 35% | 36% | 31% | 25% | 25% | 29% | 29% | 3.0% | 3.2% | 31% | 27% | 26% | 2.2% | 22% | 20% Avg Ann'l Div'd Yield 2.8%
CAPITAL STRUCTURE as of 9/30/17 3014 | 3187 | 3610 | 3989 | 4193 | 4669 | 4721 | 4658 | 4586 | 436.1| 445| 470 |Revenues ($mill) 590
Total Debt $367.3 mill. Due in 5 Yrs $41.7 mill 280| 268| 205| 414| 420 541| 627 | 6L1| 605| 597| 620 660 |NetProfit ($mill) 87.0
LTDebt$32L0mill. LT Interest $21.3 mil 42.6% | 37.8% | 38.9% | 43.2% | 41.7% | 39.9% | 36.3% | 384% | 36.4% | 36.8% | 36.5% | 210% |Income Tax Rate 21.0%

(38% of Cap') 85% | 6.9% | 32% | 58% | 20% | 25% -- - | 25% | 5% | 15% | 2.0% |AFUDC %to Net Profit | 2.5%

Leases, Uncapitalized: Annual rentals $2.5 mill. 46.9% | 46.2% | 45.9% | 44.3% | 45.4% | 42.2% | 39.8% | 39.1% | 41.1% | 39.4% | 40.0% | 42.0% |Long-Term Debt Ratio 43.5%

Pension Assets-12/16 $150.9 mil. 53.1% | 53.8% | 54.1% | 55.7% | 54.6% | 57.8% | 60.2% | 60.9% | 58.9% | 60.6% | 60.0% | 58.0% |Common Equity Ratio | 56.5%
Oblig. $180.4 mill 569.4 | 577.0 | 6650 | 677.4 | 749.1 | 787.0 | 8184 | 8326 | 7915 8153 | 870 [ 935 |Total Capital ($mill) 1100

Pfd Stock None. 7764 | 8253 | 8664 | 8550 | 8965 | 917.8 | 9815 | 10035 | 1060.8 | 1150.9 | 1200 | 1250 |Net Plant ($mill) 1400
Common Stock 36,679,175 shs. 6.7% [ 6.4% | 59% | 7.6% | 7.1% | 83% | 89% | 86% | 90%| 86% | 85% | 85% [Returnon Total Capl 9.0%
as of 10/1/17 93% | 86% | 8.2% | 11.0% | 10.3% | 11.9% | 12.7% |12.0% | 13.0% | 121% | 12.0% | 12.0% |Return on Shr.Equity | 14.0%

9.3% | 86% | 8.2% | 11.0% | 10.3% | 11.9% | 12.7% | 12.0% | 13.0% | 121% | 12.0% | 12.0% |Return on Com Equity | 14.0%

MARKET CAP: $2.1 billion (Mid Cap) 39% | 31% | 32% | 58% | 53% | 66% | 6.8% | 57% | 6.0%| 53% | 50% | 55% |Retainedto Com Eq 6.0%
cu%l?mT) POSITION 2015 2016 9/30/17 | 58% | 64% | 61% | 47% | 49% | 45% | 47% | 53% | 54% | 56% | 58% | 58% |All Div'ds to Net Prof 57%
Cash Assets 4.4 4 6.7 | BUSINESS: American States Water Co. operates as a holding Lake and in areas of San Bernardino County. Sold Chaparral City
Accts Receivable 18.9  20.0 29.4 | company. Through its principal subsidiary, Golden State Water ~Water of Arizona (6/11). Has 736 employees. BlackRock, Inc. owns
Other _1094 1465 1106 Company, it supplies water to 261,002 customers in 75 cities and  11.7% of out. shares; Vanguard, 9.5%;; off. & dir. 1.5%. (4/17
Current Assets 1327 166.9  146.7 | 14 coynties. Service areas include the greater metropolitan areas of  Proxy). Chairman: Lioyd Ross. President & Chief Executive Officer:
é(é(t:)ttsglﬁg/able ggg égé igg Los Angeles and Orange Counties. The company also provides Robert J. Sprowls. Inc: CA. Address: 630 East Foothill Blvd., San
Other 446 439 51.8 | electric utility services to 23,940 customers in the city of Big Bear Dimas, CA 91773. Tel: 909-394-3600. Internet: www.aswater.com.
Current Liab. 1235 1779 1519 | American States Water has solid earn- opportunity for growth. No matter how
ANNUAL RATES  Past Past Est'd’14-16| ings prospects. We estimate that the efficiently a utility is run, its profitability
gchange(persh) 10?85-0/ 5%!(5)-0/ ‘°'422—;}§2 water utility earned $1.85 per share in is limited to what state regulators allow.
aaes 2%  65% 600 | 2017, thanks, in part, to an unusual gain Through its ASUS business, which
Earnings 10.0% 95%  6.5% resulting from the sale of certain assets. represents about 20% of net income, the
Dividends 70% 105%  7.5% | Even without this windfall, however, the company has been involved in taking over
Book Value 55% 50% 40% | company would still have likely recorded a the management of water systems of

Cal- | QUARTERLY REVENUES (§ mill.) Full | 6% increase in its share net. The positive major U.S. military installation. ASUS has
endar |Mar.31 Jun.30 Sep.30 Dec.31] Year | momentum from its core water operations already signed several 50-year contracts,

2014 1020 1156 1383 1099 | 4658 should enable the company's share net to and we expect to see more agreements

2015 11009 1146 1330 1101 | 4586 reach $1.85 once again in 2018. reached in the coming years as privatiza-

2016 | 935 1120 1238 1068 | 4361 Our earnings forecasts are based tion in this sector increases.

2017 | 988 1132 1244 1086 | 445 | ypon constructive regulatory treat- Timely shares of American States

2018 | 102 118 135 115 | 470 | ment. As is the protocol in California, a have been doing well, of late. Since our

Cal- EARNINGS PER SHARE A Full | utility petitions state authorities for rate last report three months ago, AWR has in-
endar |Mar.31 Jun.30 Sep.30 Dec.3l| Year | relief every three years. The company’s creased over 10%. By comparison, the S&P

2014 .28 39 54 36 | 157 | Golden Gate Water subsidiary filed a gen- 500 has risen only about 6%. Typically,

2015 | .32 41 56 31| 160| eral case in July of last year. The applica- water stocks have been defensive invest-

2016 | 28 45 59 30 | 162| tion is for the years 2019, 2020, and 2021. ments for those seeking income. This pat-

200734 62 51 32| 1851 A final decision is expected by the end of tern has changed, possibly due to the

2018 39 48 60 38 | 185] 5018. The California Public Utility Com- limited amount of shares available in the

Cal- | QUARTERLY DIVIDENDS PAID B« Full | mission has been reasonable in the past, large-cap sector of the water industry. In-
endar |Mar3l Jun.30 Sep.30 Dec.31| Year | as it has worked with utilities that have deed, AWR is now trading above our

2014 | 2025 2025 213 213 83| had to spend heavily to upgrade anti- projected 2020-2022 Target Price Range.

2015 | 213 213 224 224 87| quated pipeline systems as well as suc- Also, potential interest rates hikes by the

2016 | 224 224 224 242 91| cessfully get customers to reduce consump- Federal Reserve may now make this group

2017 | 242 242 255 255 99| tion because of droughts. less suitable for conservative accounts.

2018 The nonregulated business provides James A. Flood January 12, 2018
(A) Primary earnings. Excludes nonrecurring | (B) Dividends historically paid in early March, | (C) In millions, adjusted for split. Company'’s Financial Strength A
gains/(losses): '04, 7¢; '05, 13¢; '06, 3¢; '08, | June, September, and December. = Div'd rein- Stock’s Price Stability 75
(14¢); 10, (23¢); '11, 10¢. Next earnings report | vestment plan available. Price Growth Persistence 75
due early February. Earnings Predictability 85

© 2018 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber's own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.
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MAMJJIASON "I|”||]W ' B S I e
By 000000O00O0O e e O T 16
Options 3 0700 100 2 L i il |12
oSl_202001003 % TOT. RETURN 12/17
Institutional Decisions THIS  VLARITH
1Q2017  2Q2017  3Q2017 STOCK INDEX
0 Buy Q269 Q281 Q262 Percent 22 T | lyr. 2900 158 [©
to Sell 302 291 292 | traded 7 I I[N INTARAINIRIIA J:Hﬂ:lﬂﬂ.... 3yr. 831 301 [
Hids(000) 160388 158865 160782 et TR IIIIIIIIIm]]IIII]]I[iIIﬂ]]]]]II]IIIIJL—LLII[ﬂ]]ﬂ]]ﬂ]]ﬁ T Sy 1752 925
2001 | 2002 | 2003 | 2004 | 2005 | 2006 2007E | 2008 | 2009 | 2010 [ 2011 2012 [2013 |2014 | 2015 [2016 [2017 [2018 | ©VALUELINEPUB.LLC| 20-22
-- -- -- - 13.08 | 1384 | 1461 | 1398 | 1549 | 1518 | 1625 | 1628 | 1678 | 17.72 | 1854 | 18.95 | 20.10 |Revenues persh 23.05
65| dd47| 287| 289 | 356 | 373| 427| 436| 475 | 513| 526| 580 | 620 |“Cash Flow" persh 7.50
d.97 | d2.14 1.10 1.25 1.53 172 211 2.06 2.39 2.64 2.62 3.00 3.30 |Earnings per sh A 415
-- --| 40| 8| 86| 90| 121| 84| 121| 133| 147| 162 178 |Divid Decld persh Bs 2.35
431 474 631| 450 438 527| 525| 550 | 533 | 651| 7.36| 7.20| 7.25]|CaplSpending persh 6.85
2386 | 2839 | 2564 | 2291 | 2359 | 2411 | 2511 | 2652 | 27.39 | 28.25| 29.24 | 30.90 | 32.40 |Book Value per sh P 39.45
160.00 | 160.00 | 160.00 | 174.63 | 175.00 | 175.66 | 176.99 | 178.25 | 179.46 | 178.28 | 178.10 | 178.50 | 179.00 |Common Shs Outst'y C | 187.50
- | 189 156| 146| 168| 167 | 199 | 200| 205| 27.7| 268 Avg Ann'T PE Ratio 180
114| 104| 93| 105| 106| 112 105| 103| 146| 131 Relative P/E Ratio 115
| 19% | 42% | 38% | 31% | 34% | 20% | 25% | 25% | 20% | 20% Avg Ann’l Div'd Yield 3.1%
CAPITAL STRUCTURE as of 9/30/17 2214.2 | 2336.9 | 2440.7 | 2710.7 | 2666.2 | 28769 | 29019 | 30113 | 3159.0 | 33020 | 3380 | 3600 |Revenues ($mill) 4325
Total Debt $7462.0 mil. Due in 5 Yrs $1698.0 mil. | §342.3 | 187.2 | 209.9 | 267.8 | 3049 | 3743 | 369.3 | 4298 | 4760 | 4680 | 535| 590 |Net Profit ($mill) 780
LT Debt SE6720mi. LT Interest $349.0 mil. -~ 374% | 37.9% | 404% | 395% | 40.7% | 39.1% | 39.4% | 39.1% | 39.2% | 40.0% | 21.0% |Income Tax Rate 210%
(55% of Cap'l) <l el el el o eaw | 5a% | --| 5% | 14% | 20% | 25% |AFUDC%to NetProfit | 3.5%
Leases, Uncapitalized: Annual rentals $14.0 mill. 50.9% | 53.1% | 56.9% | 56.8% | 55.7% | 53.9% | 52.4% |52.4% | 53.7% | 52.4% | 53.5% | 55.0% |Long-Term Debt Ratio 54.0%
Pension Assets 12/16 $1443.0 mill 49.1% | 46.9% | 43.1% | 43.2% | 44.2% | 46.1% | 47.6% | 47.4% | 46.2% | 47.5% | 46.5% | 45.0% |Common Equity Ratio | 46.0%
. Oblig. $1864.0 mill 0245.7 | 8750.2 | 9289.0 | 9561.3 | 9580.3 | 9635.5 | 9940.7 | 10364 | 10911 | 10967 | 11600 | 12850 |Total Capital ($mill) 16000
Pfd Stock $9.0mill.  Pfd Div'd $.5 mil 93180 | 99918 | 10524 | 11059 | 11021 | 11739 | 12391 | 12900 | 13933 | 14992 | 15675 | 16400 |Net Plant ($mill) 18000
Common Stock 178,375,400 shs. NMF | 37% | 38% | 44% | 48% | 54% | 51% | 55% | 57% | 56%| 60% | 6.0% |Returnon Total Cap!l 6.5%
as of 10/26/17 NMF | 4.6% | 52% | 65% | 7.2% | 84% | 7.8% | 87% | 94% | 9.0% | 95% | 10.0% |Returnon Shr.Equity | 10.5%
NMF | 4.6% | 52% | 65% | 7.2% | 84% | 7.8% | 87% | 94% | 9.0% | 95% | 10.0% |Returnon Com Equity | 10.5%
MARKET CAP: $15.9 billion (Large Cap) NMF | 30% | 1.8% | 28% | 35% | 3.6% | 47% | 43% | 47% | 40% | 45% | 45% |Retained to Com Eq 45%
CU%TAELI\'{T) POSITION 2015 2016 9/30/17 | 34% | 65% | 56% | 52% | 57% | 40% | 50% | 50% | 56% | 57% | 55% |All Div'ds to Net Prof 57%
Cash Assets 45.0 75.0 93.0 | BUSINESS: American Water Works Company, Inc. is the largest New Jersey is its largest market accounting for 25.4% of regulated
Accts Receivable 255.0 269.0  312.0 | jnvestor-owned water and wastewater utility in the U.S., providing revenues. Has 6,800 employees. The Vanguard Group, owns 9.6%
Other _357.0 4400 4550 | onices to over 15 million people in over 47 states and Canada. of outstanding shares; BlackRock, Inc., 8.2%; officers & directors,
Current Assets 6570 7840 860.0 | \peqyiated presence in 16 states.) Nonregulated business assists  less than 1.0%. (3/17 Proxy). President & CEO: Susan N. Story.
é(é(t:)ttsglﬁg/able éggg 1411%8 %338 municipalities and military bases with the maintenance and upkeep ~ Chair.: George MacKenzie. Address: 1025 Laurel Oak Road, Voor-
Other 7250 8150 813.0 | as well. Regulated operations made up 86.5% of 2016 revenues. hees, NJ 08043. Tel.: 856-346-8200. Internet: www.amwater.com.
Current Liab. 15330 23920 17470 | American Water Works' prospects are authorities should become even more im-
ANNUAL RATES  Past Past Est'd’'14-16| bright. In a December investor presenta- portant as it will have to file more rate
gchange(persh) 10;%-0/ 5%!;-0/ ‘°'422—;}§2 tion, management stated once again that cases. On the positive side of the ledger,
e 2300 8w cmes | the in-house target for annual growth over American Water’s internal (non-GAAP) op-
Earnings .- 11.0% 85% | the next five-year period for both earnings erating expense margin continues to
Dividends -~ 90% 100% | and dividends is at the high end of the 7% decline. Indeed, the ratio has decreased
Book Value 15% 40% 55 | o 10% range. This is well above the from 44% in 2010 to about 34% this year.
Cal- | QUARTERLYREVENUES($mil) | rFull | projected industry average. The goal is 32.5% by 2020-2022. In any
endar |Mar.31 Jun.30 Sep.30 Dec.31] Year | Acquisitions and cost controls will case, being able to quantify savings keeps
2014 | 679.0 7548 846.1 7314|301L3 likely remain the twin pillars of the a utility in the good graces of those ruling
2015 | 6980 7820 896.0 783.0f3159.0 utility’s operating strategy. The water on rate filings.
2016 | 7430 827.0 9300 802.0| 33020/ industry in the United States is very frag- The capital budget has been raised
2017 | 7560 8440 9360 844 | 3380 | mented and inefficient. As a result, there substantially. Even though the company
2018 | 770 895 1040 895 | 3600 | gre many small and midsize water is already in the midst of a major construc-
Cal- EARNINGS PER SHARE A Full | authorities that do not have the funds re- tion program, management just increased
endar |Mar.31 Jun.30 Sep.30 Dec.3l| Year | quired to make the necessary upgrades to the estimated outlays by about $1 billion
2014 39 62 .86 52 | 239| their aging water facilities. Hence, Amer- to bring the new expected five-year total to
2015 | 44 68 .96 56 | 264| ican Water has a continual pipeline of pur- somewhere between $8.0 billion and $8.6
2016 | 46 .77 83 57 | 262| chases in the works. The company is able billion. American Water’s finances are
20075273 113 62 | 300| g jntegrate these new additions into its average, and probably will remain so for
2018 58 84 119 69 | 3301 asset base while achieving substantial cost the next several years.
Cal- | QUARTERLYDIVIDENDSPAIDB= | Fyll | savings. Moreover, regulators are happy These timely shares will most likely
endar |Mar31 Jun.30 Sep.30 Dec.3l| Year | (more below) when utilities can provide not interest long-term investors. AWK
2014 | 28 31 31 31 | 121 better service at a lower price. has outperformed the broader market
2015 | 31 34 34 34 | 133| Regulators will probably have a major averages, of late. Indeed, the stock recent-
2016 | .34 315 315 375 | 1471 say in the company’s future perform- |y traded above our projected 2020-2022
2017 | 375 415 415 415| 162| ance. As the utility continues to expand, Target Price Range.
2018 its relationship with different state water James A. Flood January 12, 2018

(A) Diluted earnings. Excludes nonrecurring | 2014. Next earnings report due mid-February. | ment available. (C) In millions. (D) Includes in-
losses: '08, $4.62; '09, $2.63; '11, $0.07. Dis- | Quarterly earnings do not sum in '16 due to | tangibles. On  9/30/17:

continued operations: '06, ($0.04); '11, $0.03; | rounding. (B) Dividends paid in March, June, | $7.70/share. (E) Pro forma numbers for '06 &

'12, ($0.10); '13,($0.01). GAAP used as of | September, and December. = Div. reinvest- | '07.

© 2018 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber's own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.
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Institutional Decision
1Q2017  2Q2017
to Buy 179 172
to Sell 180 155
HId's(000) 103594 104564

% TOT. RETURN 12/17

THIS VL ARITH.*
STOCK INDEX

Percent 15

1yr. 33.8 15.8

shares 10
traded 5

2001 | 2002 | 2003

2005

Il
|
2008 2013 12014

3yr. 58.1 30.1
Syr. 1180 92.5

2015 [2016 | 2017 | 2018 | ©VALUELINEPUB.LLC| 20-22

216 228| 238

3.08

432
114 182 | 189
57 .58 62 12 83 87 116 | 120
38 41 44 47 50 54 58 63

371 4.37

461 | 462| 450
187 207| 215| 225
114 132| 136 | 145

69 .74 79 85

4.70 6.05
2.75
185

115

Revenues per sh
“Cash Flow” per sh
Earnings per sh A
Div'd Decl'd per sh B=

1.58 173 | 184
6.26 863 | 927

2.25
14.85

207| 216| 255| 245
9.78 | 1043 | 1110| 1175

Cap’l Spending per sh
Book Value per sh

169.21 177.93 | 178.59

176.54 | 177.39 | 178.00 | 178.50 |Common Shs Outst'g © | 180.00

1.29
2.5%

1.40
2.5%

133
2.3%

121
2.5%

18% | 1.8%

24.9 212 | 208
1.50 119 1.09

21% | 28% | 3.1% | 3.1% | 28% | 2.8% | 24% | 25%

21.0
1.30

235| 239 245
118 | 126| 120
26% | 2.3% | 2.4%

Avg Ann’l P/E Ratio
Relative P/E Ratio
Avg Ann’l Div'd Yield 2.9%

Total Debt $2058.2 mill. Duein 5
LT Debt $1952.5 mill.

Pfd Stock None

as of 10/20/17

LT Interest $80.0 mill.
(50% of Cap’l)

CAPITAL STRUCTURE as of 9/30/17

Yrs $430.5 mill.

726.1
124.0

712.0
144.8

7578
153.1

602.5
95.0

627.0 768.6 | 779.9
97.9 205.0 | 2139

670.5
104.4

8142 | 8199 800 840
2018 | 2342 245 260

Revenues ($mill) 1085
Net Profit ($mill) 335

38.9% | 39.7% 39.2% | 32.9% | 39.0% | 10.0% | 10.5%

11% | 24%

39.4%

Income Tax Rate 10.0%
AFUDC % to Net Profit 3.5%

6.9% | 82% [ 9.0% | 9.0%
31% | 38%| 35% | 3.0%

Pension Assets-12/16 $242.4 mill.
Oblig. $308.2 mill.

52.7%
47.3%

52.7%
47.3%

56.6%
43.4%

48.9% | 48.5%
51.1% | 51.5%

55.6%
44.4%

54.1%
45.9%

55.4%
44.6%

50.3% | 48.4% | 47.0% | 49.0%
49.7% | 51.6% | 53.0% | 51.0%

Long-Term Debt Ratio 51.0%
Common Equity Ratio 49.0%

Common Stock 177,690,598 shares

2706.2
3469.3

2646.8
3612.9

2929.7
3936.2

3003.6 |3216.0
4167.3 | 4402.0

21914
2792.8

2306.6
2997.4

24955
32213

3469.5 | 3587.7 | 3735 | 4100
4688.9 | 5001.6 | 5080 | 5275

Total Capital ($mill) 5500
Net Plant ($mill) 5800

MARKET CAP: $6.9 billion (Large Cap)

5.9%
10.6%
10.6%

6.9%
11.6%
11.6%

6.6%
11.0%
11.0%

8.0% | 7.8%
13.4% | 12.9%
13.4% | 12.9%

5.9%
9.7%
9.7%

5.7%
9.3%
9.3%

5.6%
9.4%
9.4%

6.9% | 7.6% | 7.5% | 7.5%
11.7% | 12.7% | 12.5% | 12.5%
117% | 12.7% | 12.5% | 12.5%

Return on Total Cap’l 7.5%
Return on Shr. Equity 12.5%
Return on Com Equity 12.5%

CURRENT POSITION 2015
(SMILL.)

Cash Assets 3.2
Receivables 99.1
Inventory (AvgCst) 12.4
Other 13.7
Current Assets 128.4
Accts Payable 56.5
Debt Due 52.3
Other 84.4
Current Liab. 193.2

2016  9/30/17
3.7 4.1

32% | 28% | 27% | 3.7% | 46% | 43% | 6.7% | 6.1%
67% | 70% | 72% | 65% | 60% | 61% | 50% | 52%

47% | 56% | 55% | 5.0% |Retainedto Com Eq 4.5%
60% | 56% | 58% | 59% |All Div'ds to Net Prof 62%

97.4
13.0
14.6
128.7
59.9
157.2
84.4

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, lllinois, Texas, New
Jersey, Florida, Indiana, and five other states. Has 1,551 employ-
ees. Acquired AquaSource, 7/13; North Maine Utilities, 7/15; and
others. Water supply revenues '2016: residential, 59%; commercial,

16%; industrial, wastewater & other, 25%. Off. & dir. own less than
1% of the common stock; Vangurad Group, 8.9%; Blackrock, Inc,
8.1%; State 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.aquaamerica.com.

3015 2530

ANNUAL RATES Past

of change (persh) 10 Yrs.

Revenues 4.0%
“Cash Flow" 7.5%
Earnings 8.5%
Dividends 8.0%
Book Value

Past Est'd '14-'16
5Yrs.
2.0% 5.0%
7.0%
11.0%
8.0%
7.0% 7.

to '20-22

6.0%
7.0%
9.0%
5% 6.5%

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

Cal-

endar [Mar.31 Jun.30 Sep.30

QUARTERLY REVENUES ($ mill.

Full

Dec.31| Year

rate thanks to lower power and chemical
costs. Indeed, we think Aqua’s 2017 share

182.7 1953 210.5
190.3 2058 221.0
192.6 2039 226.6
1878 2034 2150
195 215 225

2014
2015
2016
2017
2018

191.4
197.1
196.8
1938
205

779.9
814.2
819.9
800
840

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 Virginia and Indiana,

Cal-
endar |Mar.31 Jun.30 Sep.30

EARNINGS PER SHARE A

Full
Dec.31| Year

should enable Aqua’s share earning to
climb a healthy 7%, to $1.45.

2014 24 31 38
2015 21 32 .38
2016 29 34 41
2017 .28 34 43
2018 .30 37 46

27 | 120
A7 | 114
28 | 132
31| 136
32 | 145

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

Cal-

endar |Mar.31 Jun.30 Sep.30

QUARTERLY DIVIDENDS PAID & =

Full
Dec.31| Year

water utilities such as Aqua are contin-
uously buying small water entities. Also,
most of these authorities do not have the

2014
2015
2016
2017
2018

152 152 165
165 165 178
178 178 1913
19131913 .2047

.165 63
178 69
1913 74
2047 79

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 utility equity may find WTR of in-
terest.

James A. Flood January 12, 2018

(A) Diluted egs. Excl. nonrec. gains: '01, 2¢;
'02, 4¢; '03, 3¢; '12, 18¢. Excl. gain from disc.
operations: '12, 7¢; '13, 9¢; '14, 11¢. May not
sum due to rounding. Next earnings report due
© 2018 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber's own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

mid-

February.

(B) Dividends historically paid in early March,
June, Sept. & Dec. = Div'd. reinvestment plan
available (5% discount).

(C) In millions, adjusted for stock splits.

Company'’s Financial Strength A
Stock’s Price Stability 95
Price Growth Persistence 65
Earnings Predictability 90
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RECENT PIE Trailing: 31.5'Y|RELATIVE 6 DIVD 6
CAL|FORN|A WATER NYSE-cwT e 44,70 [rio 30,0 s 200) peramo 1.461v> 1.6%
. High:[ 22.9] 22.7] 233 241 108[ 194 193] 234 264 260]| 368 462 i
TIMELINESS 2 Rised 117 Low: | 164 171| 138| 167| 169| 167 168| 184| 203| 195| 205| 324 E"gget ngg Rz‘?gzgg
SAFETY 3 Lowered72707 | LEGENDS _
— 1.33 x Dividends p sh 64
TECHNICAL 2 Raised 1222117 divided by Interest Rate
... Relative Price Strength |+~ | | L 1 0000 000l o~ 1 0l |eeeeedeesas 48
BETA .80 (1.00 = Market) gf%%s‘?%s 6/11 fors ”m,klil’? 40
2020-22 PROJ ECTlenw’ISTOtaI haded area indicates recession /ﬁz/ III'H.!' L Cu i B LLLLLE LLLLL 32
. ™ I
Price. Gain  Return PV TIPS |.|.I i PERSTILL LA LA LT %g
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Insider Decisions e, teetupe o0 - - o 12
MAMUJJASON J Sy SR
By 111111111 BaCon teeri s 8
Options 22 0 0 0 0 0 0 0 1 6
loSel 101100100 % TOT. RETURN 12117
Institutional Decisions THIS VL ARITH*
10017 2017 3Q2007 sTock INDEX |
to Buy ¢ 97 ¢ 88 ¢ 80 EI’?:r:gsm 12 AN iy | 1 lyr. 36.4 158 [
to Sell 83 77 71 | wraded R AR mnin Jﬂﬂ]]]h | . 3yr. 981 301 [
HIds(000) 38886 38422 38931 LTI EEEELALTT IIIIIII[i]IIIIIIIIII (I [l Sy 1819 925
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 [ 2011 2012 [2013 |2014 | 2015 [2016 [2017 [2018 | ©VALUELINEPUB.LLC| 20-22
8.13 8.67 8.18 8.59 8.72 8.10 8.88 9.90 | 10.82 | 11.05 | 1200 | 1334 | 1223 | 1250 | 1229 | 1270 | 13.70 | 14.10 |Revenues per sh 15.00
110 132 1.26 142 152 1.36 1.56 1.86 193 193 2.07 2.32 221 247 222 2.34 2.70 2.90 |“Cash Flow" per sh 3.25
A7 63 .61 73 74 67 75 .95 98 91 86 1.02 1.02 1.19 94 1.01 1.40 1.55 |Earnings per sh A 1.85

56 56 .56 57 57 58 58 .59 59 .60 62 63 64 65 67 69 12 .75 |Div'd Decl'd per sh B = 1.02
204 291 219 187| 201| 214| 184| 241 266| 297 | 283 | 304 | 258 | 276 369 | 477| 385| 3.65|Cap'l Spending per sh 3.65

648| 656| 722| 7.83| 790| 907| 925| 972| 1013 | 1045| 1076 | 1128 | 1254 | 1311 | 1341| 1375 | 1430 | 14.75 |Book Value persh © 1650
30.36 | 30.36| 3386| 36.73| 36.78| 4131| 4133 | 4145| 4153 | 4167 | 4182 | 4198 | 47.74 | 4781 | 4788 47.97 | 48.25| 4850 |Common Shs Outstg © | 50.00
271| 198 221| 201| 249| 292| 261| 198| 197| 203| 213| 179| 201 | 197 | 248| 296| 269 Avg Ann'l PIE Ratio 230
139| 108| 126| 106| 133| 158| 139| 119| 131| 129| 134 | 114| 113 | 104| 125| 156| 131 Relative P/E Ratio 145
a4%| 45% | 42%| 39% | 31% | 29% | 30% | 31% | 3.1% | 3.2% | 34% | 35% | 3.1% | 28% | 29% | 23% | 19% Avg Ann'l Div'd Yield 2.4%
CAPITAL STRUCTURE as of 9/30/17 367.1| 4103 | 449.4 | 460.4 | 5018 | 560.0 | 5841 | 5975 | 5883 | 609.4| 660 | 685 |Revenues (Smill) E 750
Total Debt $750.8 mill. Due in 5 Yrs $174.0 mill 312| 398| 406| 377| 361 | 426| 473 | 567 | 450| 487| 680 750 |NetProfit ($mill) 93.0
LT Debt $519.7 mill. LT'"tefij‘W%?gm','lL 39.9% | 37.1% | 403% | 39.5% | 40.5% | 37.5% | 303% | 33.0% | 36.0% | 35.5% | 35.0% | 21.0% |Income Tax Rate 21.0%
(4% of Cap'h 83% | 8.6% | 7.6% | 42% | 7.6% | 8.0% | 43% | 27% | 43% | 6.% | 50% | 50% |AFUDC%toNetProfit | 5.0%

Pension Assets-12/16 $376.5 mill. 42.0% | 41.6% | 47.1% | 52.4% | 51.7% | 47.8% | 41.6% | 40.1% | 44.4% | 44.6% | 43.0% | 445% |Long-Term Debt Ratio | 42.0%
Oblig. $564.8 mill 56.6% | 58.4% | 52.9% | 47.6% | 48.3% | 52.2% | 58.4% | 59.9% | 55.6% | 55.4% | 57.0% | 55.5% |Common Equity Ratio | 58.0%

Pfd Stock None 6749 | 6904 | 7949 | 914.7 | 9315 | 9082 | 1024.9 | 10459 | 11544 | 1191.2 | 1215 | 1290 |Total Capital ($mill 1425
Common Stock 48.015.000 shs 10102 | 11124 | 11981 | 1294.3 | 13811 | 1457.1 | 15158 | 15004 | 17018 | 1859.3 | 1900 | 1930 |Net Plant ($mill) 2000
R : 59% | 71% | 65% | 55% | 55% | 6.3% | 60% | 6.3% | 52% | 55% | 6.5% | 7.0% |Returnon Total Cap' 75%

81% | 99% | 9.6% | 86% | 80% | 9.0% | 7.9% | 91% | 7.0% | 7.4% | 10.0% | 10.5% [Return on Shr. Equity 11.0%
81% | 9.9% | 9.6% | 86% | 80% | 9.0% | 7.9% | 91% | 7.0% | 7.4% | 10.0% | 10.5% |Return on Com Equity 11.0%

MARKET CAP: $2.1 billion (Mid Cap) 18% | 38% | 3.8% | 30% | 23% | 34% | 34% | 41% | 2.0% | 24% | 45% | 55% |Retained to Com Eq 5.0%
CU%TAIIEL’\I{-I; POSITION 2015 2016  9/30/17 1% 61% 60% 66% 1% 62% 56% 55% 1% 68% 51% 49% |All Div'ds to Net Prof 55%
Cash Assets 8.8 255 28.3 | BUSINESS: California Water Service Group provides regulated and  quired Rio Grande Corp; West Hawaii Utilities (9/08). Revenue
Other 1188 _116.6 _152.2 | nonregulated water service to 482,400 customers in 100 com- breakdown, '16: residential, 72%; business, 20%; industrial, 4%;
Current Assets 1276 1421 1805 | munities in the state of California. Accounts for over 94% of total public authorities, 3%; other 1%. Off. and dir. own 1% of common
éc%tsgayable 28‘21 lgg 22?? customers. Also operates in Washington, New Mexico, and Hawaii. ~ stock (4/17 proxy). Has 1,163 employees. Pres. and CEO: Martin
O?hér ue 419 491 £g.g | Main service areas: San Francisco Bay area, Sacramento Valley, ~A. Kropelnicki Inc.: DE. Addr.: 1720 North First St., San Jose, CA
Current Liab. m m m Salinas Valley, San Joaquin Valley & parts of Los Angeles. Ac- 95112-4598. Tel.: 408-367-8200. Internet: www.calwatergroup.com.

California Water Service Group stock expenses are still on the rise, despite some
ANNUAL RATES Past Past Est'd'14-'16 is trading around recently established progress in the second quarter. Water
ofchange (persh) ~ 10¥rs. ~ S¥rs. 0202 | g]l-time highs. The regulated water utili- costs (only investment upgrades can be

Revenues . 2% 206 3% | ty wrapped up 2017 by surging through recouped) from greater customer usage, as
Earnings 40% 3.0% 10.0% | the $45-per-share price threshold on more well as periodic increases in wholesale
Dividends 15% 20%  75% | than one occasion, with shares rising 33% supplier rates, are pushing expenses high-
Book Value 50% 50%  35% ’ g 327 Supp ’ p 9 Exp 9

on the year. Since our previous review, the er. Overall, we are adding $10 million and
Cal- | QUARTERLYREVENUES(Smill)E | Full | equity is up more than 10% in value. In- $0.10 to our 2018 revenue and earnings
endar [Mar3l Jun.30 Sep.30 Dec.3l| Year | deed, the investment community has estimates, to $685 million and $1.55 a
2014 |1105 1584 1912 1374 |5975| handsomely rewarded the company for share, respectively.

2015 1220 1444 1835 1384 | 5883 | delivering consistent top- and bottom-line Aggressive infrastructure spending
2016 |1217 1524 1843 1510 | 6094 | growth, quarter to quarter. However, remains on tap through next decade.
2017 (1220 1711 2117 1552 | 660 | fourth-quarter share-net may slip by two As previously noted, California has close
2018 130 175 215 165 685 | cents. For 2018, our ranking system sug- to $500 million left on its investment
Cal- EARNINGS PER SHARE A Full | gests another strong performance may be budget, and has earmarked the funds for
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | in store, as CWT shares are poised to out- upgrades to its aging infrastructure and
2014 | d.11 36 70 24 | 119| pace the year-ahead broader market aver- water systems. On top of that, these im-
2015 (03 21 52 .18 94| ages (Timeliness: 2). provements are likely to be accompanied
2016 | d02 .24 48 31| 101| we think the positives will continue by bolt-on acquisitions.

20070239 7029 | 140] o outweigh the negatives here. Cali- This issue is best suited for short-term
2018 .08 A2 12 33 | 151 fornia Water Service is enjoying the fruits accounts. On the other hand, CWT
Cal- | QUARTERLYDIVIDENDSPAIDB= | Full | of recent rate increases by the California shares have been on a multiyear price as-
endar |Mar31 Jun.30 Sep.30 Dec.3l| Year | regulatory authority. In fact, the decision cent and, as a result, total return potential
2014 | 1625 1625 1625 .1625| .65| has added more than $30 million in in- 3 to 5 years out is unappealing. Thus, we
2015 | 1675 1675 1675 .1675| 67| cremental revenues so far. In addition, fa- think investors with a longer-term holding
2016 | 1725 1725 1725 1725| 69| vorable changes to the corporate tax rate period can find more-attractive options

2017 | 18 .18 18 .18 72| should help lift profits this year. To ad- elsewhere, at this time.

2018 dress the latter, the company's operating Nicholas P. Patrikis January 12, 2018
(A) Basic EPS. Excl. nonrecurring gain (loss): | May, Aug., and Nov. = Div'd reinvestment plan | (D) In millions, adjusted for splits. Company'’s Financial Strength B++
'01, 2¢;'02, 4¢; '11, 4¢. Next earnings report | available. (E) Excludes non-reg. rev. Stock’s Price Stability 80
due late February. (C) Incl. intangible assets. In '16 : $21.9 mill., Price Growth Persistence 35
(B) Dividends historically paid in late Feb., $0.46/sh. Earnings Predictability 65
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THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber's own, non-commercial, internal use. No part RISELISRIS gl Rz IO RY/ ARV SR\ =
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RECENT PIE 2 (Trawling:31.3 RELATIVE 1 26 DIVD 2 3(y

MlDDLESEX WATER NDQ-MSEX PRICE 3909 RATIO 59 Median: 20.0/ | PIE RATIO L., YLD 070
TMELNEss 4 ey | Y] 28] 328 190 178| 187| Roe| e| 18| Bi| Re| %5 B2 Target Price Range
SAFETY 2 Newlopim LEGENDS

—— 1.20 x Dividends p sh 64

TECHNICAL 1 Raised /12718 divided by Interest Rate

- Relative Price Strength | | | .t 1 000 0@~ 00 0000 @ |eseeedesaa- 48

BETA .80 (1.00 = Market) Oﬂo(rj]saYes indicat . et - |-T|“ o 40

2020_22 PROJECT'ONS aded area Indicates recession !l |||| I ---------- 32
) ~ Ann'l Total | —] II|'I 24

_ Price Ganl/ Regtg/rn - [ SO N~ N STITITI NI Pt 2
o 38 (3% W el T 16
Insider Decisions L SN LS “ P = 12

MAMIJJASON I

0By 000000O0OO B e 8
Options 0 7 0000000 ooToete bl | 6
oSll 100000111 % TOT. RETURN 12/17
Institutional Decisions THIS  VLARITH

STOCK INDEX

Tl e T B
to Sel 4 | nim o b [ P . - . |
S5 ouss oot oson | "9 4 Lk uno ottt iS58 &

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 | 2010 [ 2011 2012 [2013 |2014 | 2015 [2016 {2017 [2018 | ©VALUELINEPUB.LLC|20-22
5.87 5.98 6.12 6.25 6.44 6.16 6.50 6.79 6.75 6.60 6.50 6.98 7.19 7.26 7.1 8.16 8.10 8.55 |Revenues per sh 9.40
118| 120 115| 128| 133| 133 149| 153| 140| 155| 146 | 156 | 172| 184 | 197| 217| 225| 255 |“Cash Flow” persh 315
66 73 .61 73 71 82 87 .89 72 .96 84 .90 1.03 113 122 1.38 140 1.65 |Earnings per sh A 2.10
62 63 .65 .66 67 68 .69 .70 71 72 73 74 75 .76 .78 81 86 .91 |Div'd Decl'd per sh Ba 1.06
125 159| 187 254 218 231 166| 212 149 190 150 | 136 | 126 | 140 | 159 291| 180 | 1.90 |Cap'TSpending persh 2.05
711| 739| 760 802 826| 952| 1005| 1003 | 1033 | 1113 | 1127 | 1148 | 1182 | 1224 | 1274 | 1340 | 13.95| 14.65 |Book Value per sh 16.75

1017 1036 | 1048 | 11.36| 1158 | 1317| 1325| 1340 | 1352 | 1557 | 1570 | 1582 | 1596 | 1612 | 1623 | 16.30 | 1650 | 16.75 |Common Shs Outstg € | 17.00
246 235| 300| 264 274 227 216| 198| 210 178 217 | 208 | 197 | 185| 191| 256| 280 Avg Ann'T PIE Ratio 210
126| 128 171 139 146| 123| 115| 119| 140| 113| 136 | 132 | 111 97 9| 135| 137 Relative P/E Ratio 130
38% | 37% | 35% | 34% | 35% | 3.7% | 3.7% | 40% | 47% | 42% | 40% | 40% | 37% | 37% | 3.3% | 23%| 22% Avg Ann’l Div'd Yield 2.5%

CAPITAL STRUCTURE as of 9/30/17 86.1 | 91.0| 9L2| 1027 | 1021 | 1104 | 1148 | 1171 | 1260 | 1329 | 134 | 143 [Revenues ($mill) 160
Total Debt $166.8 mill. Due in 5 Yrs $32.1 mill 118| 122| 100| 143| 134| 144 | 166 | 184 | 200| 227| 230| 275 |NetProfit ($mill) 355
LTT tD?btt$135t-8 mill ,Llwtefe“ $6.0 mill 32.6% | 33.2% | 34.1% | 32.1% | 32.7% | 33.9% | 34.1% | 35.0% | 34.5% | 34.0% | 32.0% | 21.0% |Income Tax Rate 21.0%
et oA s Capl) ]l -] 68% | 61% | 34% | 19% | 17% | 19% | 27% | 20% | 20% AFUDC%toNetProfit | 25%

49.0% | 45.6% | 46.6% | 43.1% | 42.3% | 415% | 40.4% | 40.5% | 39.4% | 37.9% | 37.5% | 37.0% |Long-Term DebtRatio | 37.0%

Pension Assets-12/16 $59.4 mill. 49.6% | 51.8% | 52.1% | 55.8% | 56.6% | 57.4% | 58.7% | 58.8% | 59.8% | 61.5% | 62.0% | 62.5% |Common Equity Ratio | 62.5%

. Oblig. $78.6 mill 2688 | 2504 | 267.9 | 3105 | 3125 | 3165 | 3214 | 3358 | 3454 | 3554 | 370 | 390 |Total Capital ($mill) 460

Pfd Stock $2.4 mill. Pfd Div'd: $.1 mil. 3339 | 3663 | 3765 | 4059 | 4222 | 4352 | 4465 | 4654 | 4819 | 517.8| 525| 535 |Net Plant ($mill) 575
Common Stock 16,346,036 shs. 56% | 58% | 50% | 57% | 52% | 54% | 59% | 63% | 66% | 7.1%| 7.0% | 7.5% |Return on Total Cap' 8.5%
as of 10/31/17 86% | 86% | 7.0% | 81% | 75% | 7.8% | 87% | 9.2% | 9.6% | 10.3% | 10.0% | 11.5% |Returnon Shr.Equity | 12.5%

87% | 89% | 7.0% | 82% | 75% | 7.8% | 8.7% | 9.3% | 9.6% | 10.3% | 10.0% | 115% |Return on Com Equity | 125%
. 18% [ 20% | 1% | 21% | 10% | 14% | 24% | 3.1% | 35% | 43% | 40% | 5.0% |Retainedto Com Eq 6.0%

MARKET CAP: $650 million (Small Cap) 9% | 78% | 98% | 75% | 87% | 83% | 73% | 67% | 63% | 58% | 61% | 55% |All Divids to Net Prof 50%
CURRENT POSITION 2015 2016 9/30/17 - - - - -

MILL. BUSINESS: Middlesex Water Company engages in the ownership 2016, the Middlesex System accounted for 60% of operating reve-
Cash Assets 3.5 3.9 2.7 | and operation of regulated water utility systems in New Jersey, Del- nues. At 12/31/16, the company had 309 employees. Incorporated:
Other _ 209 _ 228 _ 274 aware, and Pennsylvania. It also operates water and wastewater NJ. President, CEO, and Chairman: Dennis W. Doll. Officers &
Current Assets 244 267 30.1 | systems under contract on behalf of municipal and private clients in ~ directors own 3.5% of the common stock; BlackRock Institutional
ég%ttsgﬁ;yable g? %gg éié NJ and DE. Its Middlesex System provides water services to 61,000 Trust Co., 7.2% (4/17 proxy). Add.: 1500 Ronson Road, Iselin, NJ
Other 131 16.6 15.9 | retail customers, primarily in Middlesex County, New Jersey. In  08830. Tel.: 732-634-1500. Internet: www.middlesexwater.com.
Current Liab. 283 4711 590 | Middlesex Water Company’s battle proved perspective. All told, we look for
ANNUAL RATES Past past Estd'14'16| with mother nature has yet to sub- earnings to expand 18% this year, to $1.65
of change (persh) 10Yrs.  5¥rs.  10'20-22 | side. The story hasn't changed much over a share (+0.05), on revenues of $143 mil-
Revenues » 2% 3% 35% | the past three' months, as weather-related lion (-$2.0 million).

Earnings 50% 80% 9.0% | disruptions took a toll on its top line once Long-term, infrastructure upgrades
Dividends 15% 15% 50% | again. Operating in the Northeast region ought to bear fruit. Approximately $12
Book Value 40% 30% 45% | of the U.S. leaves MSEX vulnerable to ex- million per year (for the next three years)

Cal- | QUARTERLY REVENUES ($ mill.) Full | tremely volatile weather conditions, which is earmarked for the replacement of aging
endar |Mar.31 Jun. 30 Sep.30 Dec.31| Year | can noticeably impact customer water con- water mains, valves, and other infrastruc-
2014 | 271 292 327 281 | 117.1] sumption. Specifically, its Middlesex New ture upgrades.

2015 | 288 317 347 308 | 1260 Jersey operations saw revenues contract The company boosted its quarterly
2016 | 306 327 378 318 | 1329 $1.8 million, year over year, due to softer dividend payout by about 6%, to
2017 | 301 330 362 347 | 134 | consumption, while its Delaware utility $0.224 per share. Shareholders have en-
2018 | 330 370 380 350 | 143 | system was essentially flat, thanks to con- joyed 45 years of consecutive dividend in-

Cal- EARNINGS PER SHARE A Full | tributions from added residential custom- creases, and we don't think this streak will
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year | ers during the period. Overall, Middlesex be broken anytime soon. At present,

2014 20 29 42 22 | 113 generated $36.2 million in revenues for MSEX shares offer a yield that fractionally

2015 2 31 4 28 | 122| the September period, $1.6 million less outpaces the average of all dividend

2016 29 36 54 19 | 138 than last year’s haul. This has spurred us paying stocks in The Value Line Invest-

2017 | 27 33 46 34 | 140 to trim $3.0 million off our 2017 top-line ment Survey.

2018 | 38 38 60 34| 165 forecast, to $134 million. This issue is still a subpar selection

Cal- | QUARTERLY DIVIDENDS PAID &= Full | The outlook for profit growth in 2018 for relative year-ahead price perform-
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year | is good. Operating margins ought to ance (Timeliness: 4). What's more, total

2014 | .19 19 19 1925 76 | remain relatively steady, with few changes return potential over the pull to 2020-2022

2015 | 1925 1925 1925 .19875 .78 | to the cost structure expected. Meantime, is nothing to write home about. Thus, we

2016 | .19875 .19875 .19875 211251 81| a reduced income tax rate (new tax act think investors can find better options

2017 | 21125 21125 21125 22375 86| and various investment spending deduc- elsewhere, at this juncture.

2018 tions) is the main driver behind our im- Nicholas P. Patrikis January 12, 2018
(A) Diluted earnings. Next earnings report due | (B) Dividends historically paid in mid-Feb., | (C) In millions, adjusted for split. Company'’s Financial Strength B++
early February. May, Aug., and November.= Div'd reinvestment Stock’s Price Stability 70

plan available. Price Growth Persistence 40
Earnings Predictability 80
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Cal- | QUARTERLYREVENUES(Smil) | Ful

endar |Mar.31 Jun.30 Sep.30 Dec.31| Year

2014 | 106 118 120 115 45.9
2015 | 112 119 124 116 47.1]
2016 | 113 118 126 119 47.6|
2017 | 113 123 127 122 48.5]
2018 | 120 125 133 127 50.5
Cal- EARNINGS PER SHARE A Full

endar |Mar.31 Jun.30 Sep.30 Dec.31| VYear

2014 .16 22 23 28 89
2015 .20 22 .28 27 97
2016 19 23 27 23 92
2017 20 23 31 31| 105
2018 24 25 34 32 | 115

Cal- QUARTERLY DIVIDENDS PAID B Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| VYear
2014 | 1431 1431 1431 1431 572
2015 | .1495 1495 1495 1555 604
2016 | .1555 1555 .1555 .1602 6217
2017 | .1602 .1602 .1602 .1666 647
2018

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 earnings-per-share

estimate, to $1.15.

RECENT 33 35 PIE 30 0 Trailing: 34.4 Y| RELATIVE 1 46 DIVD 2 O(y
NDQ-YORW PRICE . RATIO U \Median: 24.0 /| PIERATIO L., YLD U7
. High: | 21.0| 185| 16.5| 180| 18.0| 181 | 185| 220| 243 | 26.7| 39.8| 399 i
TveLNess 3 et | [ROY) 29| 123 ‘83| 89| 139| 12| 18| 28| 3| 7| BE 23 E"gggt 23;5 R§8§§
SAFETY 3 Lowered7715 | LEGENDS
— 110 x Dividends p sh 64
TECHNICAL 2 Raised 15018 divided by Interest Rate
-+« Relative Price Strength 48
BETA .80 (1.00 = Market) ?Sf?r-z SEPI 9/06 M —— 40
Ions: Yes
2020-22 PROJECTIONS haded area indicates recession m 1 ”Illl_li. ---------- 32
) ~ Ann'l Total e il - 24
Price  Gain Return N [PTTTV RO [ ALITIYY L 20
High 45 +35%) 10% LT ST L — e et T
o (o l.i‘”I' e ] o R ' 16
Insider Decisions Ll e e 1 '|}" % 4 .
MAMUJJASON “ I
By 113 2 213 2 213 2 e B s T 8
Optons 0 013 0 0 0 0 0 O Seteteee had | 6
oSl _ 000000000 % TOT. RETURN 12/17
Institutional Decisions THIS VL ARITH*
1Q2017 202017 3Q2017 STOCK  INDEX |
to Buy 38 42 40 Eﬁ;f:sm 182 ) lyr. 96 158 [
to Sell 33 33 30 | traded 4 | | 11 |l I . 3yr. 55.7 301 [
HOS(00) 5127 5206 5125 TG T Syr. 1159 925
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 [ 2011 [2012 2013 [2014 | 2015 [2016 | 2017 [2018 | ©VALUELINEPUB.LLC|20-22
205 205 2.17 218 | 258 256 279 2.89 295 | 307 318 | 321 3.27 358 368 | 370 3.75 | 3.95 [Revenues per sh 540
59 57 65 65 .79 77 .86 .88 .95 1.07 1.09 112 119 1.36 145 142 1.65 1.75 |“Cash Flow” per sh 2.25
43 40 47 49 .56 58 57 57 64 71 Jq1 72 75 89 97 92 1.05 1.15 |Earnings per sh A 1.60
34 .35 37 39 42 45 48 49 51 .52 53 54 55 57 60 .63 65 .70 | Div'd Decl'd per sh B .96
75 .66 1.07 250 1.69 1.85 1.69 2.17 118 .83 14 94 76 1.10 111 1.03 1.95 1.25 [Cap'l Spending per sh .95
3.79 3.90 4.06 4.65 4.85 5.84 597 6.14 6.92 7.19 745 773 798 8.15 851 8.88 9.30 9.55 | Book Value per sh 11.20
9.46 9.55 9.63| 1033 | 1040 | 11.20| 11.27| 1137 | 1256 | 1269 | 1279 | 1292 | 1298 | 1283 | 1281 | 12.85| 1290 | 12.75 |Common Shs Outst'g © | 12.50
178 26.9 245 257 26.3 312 303 24.6 219 20.7 239 244 26.3 231 235 328 333 Avg Ann’l P/E Ratio 225
91 147 1.40 1.36 1.40 168 1.61 148 1.46 132 1.50 1.55 148 122 1.18 1.72 162 Relative P/E Ratio 1.40
44% | 33%| 32% | 31% | 29% | 25% | 28% | 35% | 36% | 35% | 3.1% | 31% | 28% | 2.8% 26% | 21% | 1.9% Avg Ann’l Div'd Yield 2.6%
CAPITAL STRUCTURE as of_ 9/30/17 ] 314 328 37.0 39.0 40.6 414 424 45.9 47.1 476 485 50.5 [Revenues ($mill) 675
Total Debt $88.9 mill.  Due in 5 Yrs $30.5 mill. 6.4 6.4 75 8.9 9.1 93 97| 115| 125| 118| 135| 145 |Net Profit ($mill) 20.0
LT Debt $88.9mill. LT Interest $5.4 mill. 365% | 36.1% | 37.9% | 38.5% | 353% | 37.6% | 37.6% | 29.8% | 27.5% | 313% | 24.0% | 2L0% |Income Tax Rate 210%
(43%of Cap) | 36% | 101% | | 12% | 11% | 11% | 8% | 18% | 1% 19%| 20% | 15% |AFUDCY%toNetProfit | 15%
Pension Assets 12/16 $35.5 mill. 465% | 545% | 45.7% | 48.3% | 47.1% | 46.0% | 45.1% | 44.8% | 44.4% | 42.6% | 43.0% | 43.0% |Long-Term DebtRatio | 43.5%
Oblig. $40.8 mill. 53.5% | 45.5% | 54.3% | 51.7% | 52.9% | 54.0% | 54.9% | 55.2% | 55.6% | 57.4% | 57.0% | 57.0% |Common Equity Ratio 56.5%
1257 | 1534 | 160.1 | 1764 | 180.2 | 1848 | 1884 | 1894 | 196.3 | 198.7 210 220 |Total Capital ($mill) 250
Pfd Stock None 1916 | 2114 | 2220 | 2284 | 2330 | 2403 | 2442 | 2532 | 2614 | 270.9| 275 | 280 |Net Plant ($mill) 295
Common Stock 12,859,432 shs. 6.7% | 5% | 62% | 65% | 64% | 64% | 65% | 74% | 7.6%| 7.2%| 75% | 80% |ReturnonTotal Capl | 9.0%
95% | 92% | 86% | 9.8% | 95% | 9.3% | 9.3% | 11.0% | 11.5% | 10.4% | 11.5% | 12.0% |Return on Shr. Equity 14.5%
MARKET CAP: $425 million (Small Cap) 95% | 92% | 86% | 9.8% | 95% | 9.3% | 9.3% | 11.0% | 11.5% | 10.4% | 11.5% | 12.0% |Return on Com Equity 14.5%
CURRENT POSITION 2015 2016 9/30/17 17% | 14% | 19% | 27% | 25% | 24% | 24% | 3.9% 44% | 34% | 4.0% | 4.5% |Retained to Com Eq 5.5%
(SMILL.) 82% 85% 8% 2% 73% 74% 4% 64% 62% 67% 63% 61% |All Div'ds to Net Prof 60%
Cash Assets 2.9 4.2 --
Accounts Receivable 3.5 4.3 4.4 | BUSINESS: The York Water Company is the oldest investor-owned  nues; commercial and industrial (29%); other (8%). It also provides
gﬁ]eenrmry (Avg. Cost) 4-2 3-1 3'2 regulated water utility in the United States. It has operated contin-  sewer billing services. Incorporated: PA. York had 105 full-time em-
C —a —T5% —ag | uouslysince 1816. As of December 31, 2016, the company's aver- ployees at 12/31/16. President/CEO: Jeffrey R. Hines. Of-
urrent Assets 11.8 12.6 8.6 y S e . d A " N
Accts Payable 18 37 40| age daily ava||§1b|hty was 35.4 million gallons and its service terri- ficers/directors own 1.1% of the common stock (3/17 proxy). Ad-
Debt Due o i 2~ | tory had an estimated population of 196,000. Has more than 67,000 dress: 130 East Market Street, York, Pennsylvania 17401. Tele-
Other 44 4.5 6.1 | customers. Residential customers accounted for 63% of 2016 reve-  phone: (717) 845-3601. Internet: www.yorkwater.com.
Current Liab. 62 82 101Tyork water delivered a better-than- Capital expenditures ought to remain
ANNUAL RATES  Past Past Estd'14-16| expected bottom-line performance in par for the course going forwarc_i.
ofchange fpersh)  10¥is,  SYis, 022 | the third quarter. The regulated water Management estimates it spent approxi-
“Cash Flow” 65% 65%  8.0% utility earned $0.31 a share for the Sep- mately $25 million in 2017 on aging infra-
Earmings 55% 60% 95% | tember period (+15% year over year), best- structure, raw water pumping stations,
Dividends | 3 3% 80% |ing our $0.29 call by two cents. The ad- 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 Value 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 [ (C) In millions, adjusted for split.

late February.

(B) Dividends historically paid in late February,
June, September, and December.
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Carolina Water Services, Inc. of North Carolina

Summary of Risk Premium Models for the
Proxy Group of Six Water Companies

Predictive Risk
Premium Model
(PRPM) (1)

Proxy Group of Six
Water Companies

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.
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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 494 %
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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Interest Rates and Bond Spreads for
Moody's Corporate and Public Utility Bonds

Selected Bond Yields
[1] [2] [3]
Aaa Rated A Rated Public Baa Rated Public

Corporate Bond Utility Bond Utility Bond

Feb-2018 387 % 413 % 452 %
Jan-2018 3.82 4.09 4.42
Dec-2017 3.55 3.86 4.18

Average 3.75 % 4.03 % 437 %

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
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- 5 Page 5 of 12
Comparison of Long-Term Issuer Ratings for
Proxy Group of Six Water Companies
Moody's Standard & Poor's
Long-Term Issuer Rating Long-Term Issuer Rating
March 2018 March 2018
Long-Term Long-Term
Issuer Numerical Issuer Numerical

Proxy Group of Six Water Companies Rating Weighting(1) Rating Weighting(1)
American States Water Co. (2) 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:

(1) From page 6 of this Schedule.

(2) 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 California Water Service Company.

Source Information: Moody's Investors Service
Standard & Poor's Global Utilities Rating Service
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Moody's and Standard & Poor's Bond Ratings

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

Aaa 1 AAA
Aal AA+
Aa2 3 AA

Aa3 4 AA-

Al 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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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 580 %

Notes: (1) From page 8 of this Schedule.
(2) From page 12 of this Schedule.
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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) 556 %
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:
c Equity Risk Premium Based on Value Line
) Summary and Index (4) 4.68
6 Equity Risk Premium Based on Value Line
' S&P 500 Companies (5) 11.07
7. Average Value Line Equity Risk Premium 7.87
Bloomberg-Based Equity Risk Premium:
Equity Risk Premium Based on Bloomberg
8. 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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Notes:

(1)

(2)

3)

(4)

(5)

(6)

(7)
(8)

Docket No. W-354 Sub 360
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, ] ] Schedule DWD-4
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
Proxy Group of Six Water Companies

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.

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.

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.

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).

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%.

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%.

Average of lines 4, 7, and 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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2 B BLUE CHIP FINANCIAL FORECASTS B APRIL 1, 2018 I

Consensus Forecasts Of U.S. Interest Rates And Key Assumptions1

History Consensus Forecasts-Quarterly Avg.

------- Average For Week Ending------  ----Average For Month--- Latest Qtr| 2Q  3Q 4Q 1Q 2Q  3Q

Interest Rates Mar. 16 Mar.9 Mar.2 Feb.23 Feb Jan Dec 1Q2018*| 2018 2018 2018 2019 2019 2019
Federal Funds Rate 1.42 1.42 1.41 1.42 1.42 1.41 1.29 1.42 1.7 2.0 2472 2.4 2.6 2.7
Prime Rate 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
LIBOR, 3-mo. 2.15 2.06 2.01 1.92 1.84 1.73 1.59 1.88 2.1 2.3 S 21/ 2.9 3.1
Commercial Paper, 1-mo.  1.79 1.68 1.64 1.56 1.52 1.50 1.38 1.57 1.8 20 23 25 27 29
Treasury bill, 3-mo. 1.75 1.68 1.65 1.64 1.56 1.43 1.33 1.56 1.8 2.0 2.2 2.3 2.5 2.7
Treasury bill, 6-mo. 1.93 1.88 1.86 1.85 1.76 1.62 1.49 1.76 2.0 2472 2.3 2.5 2.7 2.9
Treasury bill, 1 yr. 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
Treasury note, 2 yr. 2.28 2.25 2.24 2.25 2.16 2.02 1.83 2.15 2.4 S 21/ 2.8 2.9 3.0
Treasury note, 5 yr. 2.63 2.65 2.63 2.66 2.59 2.36 2.17 2.53 2.7 2.8 229, 3.1 3.2 33
Treasury note, 10 yr. 2.84 2.88 2.86 2.91 2.84 2.56 2.40 2.75 748) 3.1 3.2 33 34 34
Treasury note, 30 yr. 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
Corporate Aaa bond 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
Corporate Baa bond 4.58 4.61 4.56 4.56 4.47 4.24 421 4.43 4.8 5.0 5.1 5.3 5.4 5.5
State & Local bonds 3.61 3.60 3.60 3.59 3.57 3.42 3.46 3.53 3.8 3.9 4.1 4.2 4.3 4.4
Home mortgage rate 4.44 4.46 4.43 4.40 433  4.03 3.95 4.27 45 46 48 49 50 52

History. Consensus Forecasts-Quarterly

2Q 3Q 4Q 1Q 2Q 3Q 4Q 10* |20 3Q 4Q 1Q 20 3Q

Key Assumptions 2016 2016 2016 2017 2017 2017 2017 2018 | 2018 2018 2018 2019 2019 2019
Major Currency Index 89.6 90.3 93.7 94.4 93.0 88.3 88.9 86.3 864 864 86.5 86.5 86.6 86.7
Real GDP 2.2 2.8 1.8 1.2 3.1 32 2.6 2.2 3.1 3.0 2.8 2.5 2.4 2.1
GDP Price Index 2.4 1.4 2.0 2.0 1.0 2.1 2.4 2.3 20 22 21 22 21 22
Consumer Price Index 2.3 1.8 3.0 3.1 -0.3 2.0 3.7 3.3 1.9 22 21 22 22 23
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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-adjusted 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.15; 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 maturity; Mortgage rates from Freddie Mac, 30-year, fixed; LIBOR quotes from Intercontinental Exchange. All interest rate
data is sourced from Haver Analytics. Historical data for Fed’s Major Currency Index is from FRSR H.10. Historical data for Real GDP and GDP Chained Price Index are from
the Bureau of Economic Analysis (BEA). Consumer Price Index (CPI) history is from the Department of Labor’s Bureau of Labor Statistics (BLS). “Interest rate data for 1Q
2018 based on historical data through the week ended March 16™. "Data for 1Q 2018 Major Currency Index is based on data through week ended March 16™. Figures for 1Q
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

Week ended March 16, 2018 and Year Ago vs. U.S. 3-Mo. T-Bills & 10-Yr. T-Note Yield
2Q 2018 and 3Q 2019 Consensus Forecasts (Quarterly Average) Forecast
4.50 4.50 4.50 4.50
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|14 B BLUE CHIP FINANCIAL FORECASTS B 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
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these projections cautiously. Few if any economic, demographic and political forces can be evaluated accurately over such long time spans.

Interest Rates
1. Federal Funds Rate

2. Prime Rate

3. LIBOR, 3-Mo.

4. Commercial Paper, 1-Mo.

5. Treasury Bill Yield, 3-Mo.

6. Treasury Bill Yield, 6-Mo.

7. Treasury Bill Yield, 1-Yr.

8. Treasury Note Yield, 2-Yr.

10. Treasury Note Yield, 5-Yr.

11. Treasury Note Yield, 10-Yr.

12. Treasury Bond Yield, 30-Yr.

13. Corporate Aaa Bond Yield

13. Corporate Baa Bond Yield

14. State & Local Bonds Yield

15. Home Mortgage Rate

A. FRB - Major Currency Index

B. Real GDP

C. GDP Chained Price Index

D. Consumer Price Index

CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average

CONSENSUS
Top 10 Average
Bottom 10 Average
CONSENSUS
Top 10 Average
Bottom 10 Average
CONSENSUS
Top 10 Average
Bottom 10 Average

----- --—-—Average For The Year-------—---—

Five-Year Averages

2019 2020 2021 2022 2023 2019-2023 2024-2028
2.5 2.7 29 29 29 2.8 3.0
2.9 32 34 34 35 33 35
2.1 2.0 23 2.3 24 2.2 24
55 5.8 59 59 59 5.8 5.9
59 6.3 6.4 6.5 6.6 6.3 6.5
5.0 5.1 52 52 52 5.1 5.3
2.8 3.1 3.2 3.1 3.2 3.1 3.2
32 3.6 3.8 3.8 39 3.7 38
2.4 2.6 2.6 2.5 2.6 2.5 2.6
2.6 29 3.0 3.0 31 29 3.1
3.1 35 3.6 3.7 38 35 38
2.2 2.5 2.6 2.5 2.5 2.5 2.6
2.5 2.8 29 29 29 2.8 2.9
2.9 33 3.4 3.4 35 33 35
2.1 2.3 24 23 2.3 2.3 24
2.6 29 3.0 3.0 3.0 29 3.1
3.0 34 3.5 3.6 3.7 35 3.7
22 24 2.5 24 24 24 2.5
2.7 3.0 3.1 3.1 3.2 3.0 3.2
32 3.6 3.7 3.7 3.8 3.6 39
2.3 2.5 2.6 2.5 2.5 2.5 2.6
2.8 3.1 33 3.2 33 3.1 33
33 3.8 3.8 3.8 39 3.7 4.0
2.4 2.6 2.7 2.6 2.6 2.6 2.7
3.1 34 35 35 35 34 3.6
3.6 39 4.1 4.1 4.1 39 43
2.6 2.8 2.9 2.9 2.9 2.8 3.0
33 3.6 3.7 3.7 3.8 3.6 3.8
3.9 4.2 43 43 43 4.2 4.5
2.8 2.9 3.1 3.1 3.1 3.0 32
3.8 4.1 4.2 4.2 4.2 4.1 4.3
4.4 4.7 4.7 4.7 4.8 4.7 5.0
33 3.5 3.6 3.5 3.6 3.5 37
4.9 5.1 5.2 5.2 53 5.1 5.4
55 5.9 5.9 6.0 6.0 5.9 6.2
4.3 4.5 4.5 4.5 4.6 4.5 4.7
5.7 6.0 6.0 6.0 6.1 6.0 6.2
6.4 6.8 6.8 6.9 6.9 6.8 7.0
5.0 52 5.3 52 5.3 52 5.4
4.4 4.5 4.6 4.5 4.6 4.5 4.8
5.0 52 52 53 53 52 5.5
3.9 4.0 4.0 3.9 4.1 4.0 4.1
5.0 5.2 5.3 5.3 5.4 5.2 5.5
55 5.8 5.9 6.0 6.0 5.8 6.1
4.5 4.7 4.7 4.6 4.7 4.6 4.9

90.4 90.0 89.9 89.9 90.0 90.0 90.4
94.7 94.8 95.0 95.1 95.3 95.0 95.4
86.9 85.8 85.4 85.5 85.6 85.8 86.1

------- -—Year-Over-Year, % Change-—-—--—--— Five-Year Averages

2019 2020 2021 2022 2023 2019-2023 2024-2028
2.2 1.9 2.0 2.0 2.0 2.0 2.0
2.5 24 2.5 24 23 24 24
1.8 1.4 1.7 1.6 1.7 1.6 1.7
2.2 2.1 2.1 2.1 2.1 2.1 2.1
2.5 23 23 23 23 23 23
1.8 1.9 1.9 2.0 1.9 1.9 1.9
2.3 2.3 2.3 2.2 2.2 2.3 2.2
2.7 2.6 2.6 24 24 2.5 24
1.9 1.9 2.0 2.0 2.0 2.0 2.0
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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
Line No. Premium
Equity Risk Premium based on S&P Utility Index
Holding Period Returns (1):
1. Historical Equity Risk Premium 4.04 %
2 Regression of Historical Equity Risk Premium
' ) 5.61
3 Forecasted Equity Risk Premium Based on
’ PRPM (3) 4.18
Average Equity Risk Premium Using S&P
4. Holding Period Returns 461 9%
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) 495 %

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 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 of lines 4 through 6.
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Carolina Water Services, Inc. of North Carolina
Notes to Accompany the Application of the CAPM and ECAPM

Notes:
(1) The market risk premium (MRP) 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: 1197 %
Arithmetic Mean Income Returns on Long-Term Government Bonds: 5.17
MRP based on Ibbotson Historical Data: 6.80 %

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

Measure 3: Application of the PRPM to Ibbotson Historical Data:
(January 1926 - March 2018) 7.55 %

Average Historical Data MRP 7.61 %
Value Line MRP Estimates:

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: 5.65 %

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

Measure 5: Value Line Projected Return on the Market based on the S&P 500

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 %
Average Value Line MRP: 8.84 %

Measure 6: Bloomberg Projected MRP

Total return on the Market based on the S&P 500: 1459 %
Projected Risk-Free Rate (see note 2): 3.69

MRP based on Bloomberg data 1090 %

Average of Value Line, Ibbotson, and Bloomberg MRP: 9.12 %

(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 320 %
Third Quarter 2018 3.30
Fourth Quarter 2018 3.50
First Quarter 2019 3.60
Second Quarter 2019 3.70
Third Quarter 2019 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 SBBI 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
betarange of 0.38 - 0.78 and residual standard error of the regression range of 2.4465
- 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 of the Std. Err. of the Regr. = Standard Error of the Regression
V2N

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, 0.1178 = 2.6821 = 2.6821
V518 22.7596

Source of Information: Value Line, Inc., March 2018
Value Line Investment Survey (Standard Edition)
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Carolina Water Services, Inc. of North Carolina Page 2 of 3

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

(1] [2] [3] [4]
Residual
Value Line Standard Standard
Adjusted Unadjusted Error of the Deviation
Proxy Group of Six Water Companies Beta Beta Regression of Beta
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 29177
Std. dev. of the Res. Std. Err. 0.1178
2 std. devs. of the Res. Std. Err. 0.2356

Source of Information: Valueline Proprietary Database, March 2018
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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

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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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

Proxy 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 1246 %
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.
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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) 541 %
2. Equity Risk Premium (2) 7.05
3. Risk Premium Derived Common
Equity Cost Rate 1246 %

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 480 %
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 541 %

(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
Proxy Group of Six Water Companies

Moody's Standard & Poor's
Long-Term Issuer Rating Long-Term Issuer Rating
March 2018 March 2018
Long- Long-
Term Term
Proxy 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+ 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 Al 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 Equity Risk Premiums:

1. Ibbotson Equity Risk Premium (1) 556 %
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:

Equity Risk Premium Based on Value Line

Summary and Index (4) 4.68
6. Equity Risk Premium Based on Value Line
S&P 500 Companies (5) 11.07
7. Average Value Line Equity Risk Premium 7.87
Bloomberg-Based Equity Risk Premium:
Equity Risk Premium Based on Bloomberg
8. S&P 500 Companies (6) 9.93
9. Conclusion of Equity Risk Premium (7) 810 %
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 oflines 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
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