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Equity Research 
Aqua America 
WTR:  No Change To Our EPS Outlook Or Thesis Following Q1 
 

• Summary. Q1 in line with expectations. Our 2011-13E EPS remain $0.95, 
$1.02, and $1.08 and we continue to believe 6-7% average annual EPS growth is 
achievable. We continue to like WTR from a fundamental perspective--industry 
leading management team, proven EPS growth strategy, lean operator, strong 
balance sheet and considerable financial flexibility should a significant M&A 
opportunity arise--however, valuation considerations keep us on the sidelines.  
We reiterate our Market Perform rating as shares trade 21x our 2013E, a 
significant premium to the 15.5x peer group multiple. 

• Q1 EPS In Line. WTR reported ongoing Q1 EPS of $0.18, in line with our 
estimate, versus $0.15 last year. Q1 2011 EPS exclude a $0.03 state tax benefit 
and a $0.01 gain from the sale of a Texas system. Drivers include rate relief and 
O&M expense control. 

• EPS Outlook.  Our 2011-13E EPS remain $0.95, $1.02, and $1.08. We believe 
the wet start to Q2, which negatively affects customer consumption, may be 
offset by modestly lower operating cost trends and lower financing costs given 
state tax law changes. However, with only one quarter in the books and the 
weather-sensitive summer season ahead, we believe it would be premature to 
adjust our outlook. We believe five-year weather-normalized average annual EPS 
growth of 6-7% is achievable. We model efficiency ratio gains of about 50bps, 
which results in a lean 36% ratio in 15.   

• Cash Flows And Balance Sheet. Increased cash generation driven by 
growing earnings streams and bonus depreciation tax benefits alleviates the 
need for much external financing.  We project only $270MM of net new debt to 
fund $1.55B of capex over the next five years as well as maintain $0.04 annual 
dividend increases. We do not foresee any equity offerings outside the DRIP, 
barring a sizeable acquisition. However, we forecast improvement in the 
consolidated equity ratio to 44.2% from 41.6% at year-end 2010. WTR has 
considerable financial flexibility should a significant M&A opportunity arise, 
particularly at a time when many municipal systems are experiencing financial 
distress. 

• Rate Relief.  WTR plans to file 18 rate requests throughout the year for roughly 
$28MM in relief outside of Pennsylvania according to its 10-K filing. The utility 
is to make its biennial Pennsylvania filing this November with new rates effective 
mid-2012. Year to date, WTR has received $11.5MM of rate awards and has 
seven cases pending totaling $26MM of requested relief. 

 

Valuation Range: $21.00 to $22.00  
Our VR is based on a relative P/E multiple (applying a 5-10% premium to the '12E 
group median of 18X to our '12E EPS) and DDM analyses. Risks include regulatory 
risk, potential undertaking of dilutive growth ventures and deterioration in the 
water industry's premium multiple relative to electric utilities. 
 
Investment Thesis: 
We regard WTR as one of the highest quality, fastest growing water utilities. Strong 
fundamentals include a growing rate base, largely constructive regulation, a 
disciplined M&A strategy, relatively low risk EPS growth and a growing dividend.  
Our Market Perform rating largely reflects valuation considerations. 
 

Market Perform 
 
 

Sector: Water Utilities 

Market Weight 
 
 

Earnings Reported 
 

 2010A 2011E 2012E 
EPS  Curr.  Prior Curr. Prior
Q1 (Mar.) $0.15 $0.19 A 0.18 NE  
Q2 (June) 0.22 0.23   NC NE  
Q3 (Sep.) 0.32 0.31   NC NE  
Q4 (Dec.) 0.21 0.23   NC NE  
FY $0.89 $0.95   NC $1.02 NC
CY $0.89 $0.95  $1.02
FY P/E 25.2x 23.6x  22.0x
Rev.(MM) $726 $774  $821
Source: Company Data, Wells Fargo Securities, LLC estimates, and Reuters 
NA = Not Available, NC = No Change, NE = No Estimate, NM = Not Meaningful 
V = Volatile,  = Company is on the Priority Stock List 

        
 

 

Ticker WTR  

Price (05/06/2011) $22.43  

52-Week Range:  $16-24  

Shares Outstanding: (MM) 138.0  

Market Cap.: (MM) $3,095.3  

S&P 500: 1,335.10   

Avg. Daily Vol.: 542,454   

Dividend/Yield: $0.62/2.8%   

LT Debt: (MM) $1,530.0  

LT Debt/Total Cap.: 53.8%  

ROE: 11.0%  

3-5 Yr. Est. Growth Rate: 6.0%  

CY 2011 Est. P/E-to-Growth: 3.9x  

Last Reporting Date: 05/06/2011  

After Close 

Source: Company Data, Wells Fargo Securities, LLC estimates, and Reuters  
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Company Description: 

Headquartered in Bryn Mawr, PA, Aqua America (WTR) is one of the largest U.S.-based investor-owned 
regulated water and wastewater utilities.  Aqua America, formally Philadelphia Suburban Corporation (PSC), 
serves approximately 2.8 million residents in Pennsylvania, Ohio, North Carolina, Illinois, Texas, New Jersey, 
New York, Indiana, Florida, Virginia, Maine, Missouri, and South Carolina.  WTR's largest subsidiary, Aqua 
Pennsylvania, accounts for approximately half of the company's total customer base.  The company's 
aggressive, yet disciplined, growth-through-acquisition strategy has resulted in more than 130 acquisitions and 
growth ventures adding roughly 250,000 customers over the last five years. 
 
 
Earnings Model
($ in thousands, except per share data) 2008 2009 2010 2011E 2012E 2013E 2014E 2015E

Revenues 626,972 670,539 726,072 774,355 821,420 861,291 902,168 942,829

Operating Expenses
Operation & Maintenance 262,122 270,060 279,962 294,707 308,513 319,181 329,818 339,969
  Efficiency Ratio 41.8% 40.3% 38.6% 38.1% 37.6% 37.1% 36.6% 36.1%
Depreciation & Amortization 94,300 114,939 121,067 130,978 140,158 149,089 157,742 166,433
Other taxes 44,749 48,081 52,967 56,528 59,964 62,874 65,858 68,827
Total Operating Expenses 401,171 433,080 453,996 482,213 508,634 531,144 553,418 575,229

Operating Income 225,801 237,459 272,076 292,142 312,786 330,147 348,750 367,600

EBITDA 320,101 352,398 393,143 423,120 452,944 479,236 506,491 534,033

Other Income 5,273 3,343 7,645 3,000 3,000 3,000 3,000 3,000

Interest Expense 68,572 68,607 75,652 77,268 79,473 82,506 85,262 87,034

EBT 162,502 172,195 204,069 217,873 236,314 250,641 266,488 283,566
Income Tax Expense 64,584 67,842 80,094 85,949 94,492 99,675 106,713 113,629
Tax Rate 39.7% 39.4% 39.2% 39.4% 40.0% 39.8% 40.0% 40.1%

Net Income 97,918 104,353 123,975 131,924 141,822 150,965 159,775 169,937
Other Comprehensive Income (14) 294 219 0 0 0 0 0
Non-Recurring Items (195) (289) (1,588) 0 0 0 0 0
Ongoing Net Income 97,709 104,358 122,606 131,924 141,822 150,965 159,775 169,937

Diluted EPS, as reported $0.73 $0.77 $0.90 $0.95 $1.02 $1.08 $1.13 $1.20
Adjustments ($0.00) ($0.00) ($0.01) $0.00 $0.00 $0.00 $0.00 $0.00
Ongoing Diluted EPS $0.73 $0.77 $0.89 $0.95 $1.02 $1.08 $1.13 $1.20

Avg. Diluted Common Shares Out 134,705 136,129 137,296 138,926 139,626 140,326 141,026 141,726

Dividends
Dividends Paid Per Share $0.51 $0.55 $0.59 $0.63 $0.67 $0.71 $0.75 $0.79
Payout Ratio 70% 72% 66% 66% 66% 66% 66% 66%

Statistics
Year-end BVPS $7.82 $8.12 $8.52 $8.92 $9.34 $9.78 $10.25 $10.75
Average BVPS $7.57 $7.97 $8.32 $8.72 $9.13 $9.56 $10.02 $10.50
Earned ROE, ongoing 9.6% 9.6% 10.7% 10.9% 11.1% 11.3% 11.3% 11.4%
EBITDA Per Share $2.38 $2.59 $2.86 $3.05 $3.24 $3.42 $3.59 $3.77
Free CFPS ($0.64) ($1.00) ($1.47) ($0.36) ($0.67) ($0.62) ($0.53) ($0.44)
FCF (After Dividends, Before Financing) (85,769) (136,803) (201,267) (50,517) (93,534) (86,509) (75,152) (62,461)

Source:  Wells Fargo Securities, LLC estimates and company filings  
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Cash Flow Model
($ in thousands) 2008 2009 2010 2011E 2012E 2013E 2014E 2015E

Operating Cash Flows
Net Income 97,918 104,353 123,975 131,924 141,822 150,965 159,775 169,937
Depreciation and Amortization 94,300 114,939 121,067 130,978 140,158 149,089 157,742 166,433
Other 29,288 39,298 18,800 108,600 55,000 25,000 25,000 25,000
Net Cash Flows from Operations 221,506 258,590 263,842 371,502 336,979 325,054 342,517 361,370

Investing Cash Flows
Capital Expenditures (267,418) (283,584) (326,626) (325,000) (325,000) (300,000) (300,000) (300,000)
Acquisitions (14,659) (3,373) (8,625) (10,000) (12,500) (12,500) (12,500) (12,500)
Other 43,306 (33,707) (48,951) 0 0 0 0 0
Net Cash Flows from Investing (238,771) (320,664) (384,202) (335,000) (337,500) (312,500) (312,500) (312,500)

Financing Cash Flows
Issuance of Long-term Debt 52,741 197,855 272,754 65,000 107,000 103,000 141,000 105,000
Repayment of Long-term Debt (39,038) (20,789) (161,096) (28,413) (39,638) (34,393) (85,692) (63,215)
Short-term Debt, net 23,671 (53,102) 62,181 0 0 0 0 0
Common Stock Issuance, net 46,192 13,280 17,438 15,400 16,170 16,979 17,827 18,719
Dividends on Common Stock (68,504) (74,729) (80,907) (87,019) (93,013) (99,063) (105,169) (111,331)
Other 2,607 6,484 (5,945) 1,500 1,500 1,500 1,500 1,500
Net Cash Flows from Financing 17,669 68,999 104,425 (33,532) (7,981) (11,978) (30,534) (49,327)

Net Change in Cash 404 6,925 (15,935) 2,970 (8,502) 576 (517) (458)
Beginning of Year Balance 14,540 14,944 21,869 5,934 8,904 402 978 461
End of Year Balance 14,944 21,869 5,934 8,904 402 978 461 4

Capital Structure ($ in thousands) 2008 2009 2010 2011E 2012E 2013E 2014E 2015E

Common Equity 1,058,446 1,108,904 1,174,254 1,234,559 1,299,537 1,368,418 1,440,852 1,518,176
Long-term Debt 1,248,104 1,386,557 1,531,976 1,568,563 1,635,925 1,704,532 1,759,840 1,801,625
Short-term Debt 87,886 87,064 118,081 118,081 118,081 118,081 118,081 118,081
Minority Interest 2,181 560 572 572 572 572 572 572
Total Capitalization 2,396,617 2,583,085 2,824,883 2,921,775 3,054,115 3,191,603 3,319,345 3,438,454

% Common Equity 44.2 42.9 41.6 42.3 42.6 42.9 43.4 44.2
% Long-term Debt 52.1 53.7 54.2 53.7 53.6 53.4 53.0 52.4
% Other 3.8 3.4 4.2 4.1 3.9 3.7 3.6 3.5

Year-end Rate Base 2,569,262 2,741,798 2,923,587 3,051,109 3,191,951 3,328,863 3,457,121 3,576,688

Source:  Wells Fargo Securities, LLC estimates and company filings  
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Aqua America (WTR) 3-yr. Price PerformanceAqua America (WTR) 3-yr. Price Performance

Date                                                                                                                                                       
 

 Date Publication Price ($)  Rating Code Val. Rng. Low Val. Rng. High Close Price ($) 
 5/1/2008  Kalton 
 5/1/2008 NA 1 22.00 23.00 17.94 

 5/7/2008 17.99 2 19.00 20.00 16.80 
 8/6/2008 16.42 2 17.00 18.00 16.01 
 11/5/2008 18.04 2 18.00 19.00 17.65 
 3/2/2009 18.40 2 17.00 18.00 18.13 
 8/4/2010 19.75 2 19.00 20.00 19.87 
 11/5/2010 21.89 2 21.00 22.00 21.93 

 
Source:  Wells Fargo Securities, LLC estimates and Reuters data 

 
Symbol Key Rating Code Key 

 Rating Downgrade  Initiation, Resumption, Drop or Suspend  1 Outperform/Buy SR Suspended 
 Rating Upgrade  Analyst Change 2 Market Perform/Hold NR Not Rated 
 Valuation Range Change  Split Adjustment 3 Underperform/Sell NE No Estimate 

 
 
 
 

Additional Information Available Upon Request 

 

I certify that: 
1) All views expressed in this research report accurately reflect my personal views about any and all of the subject securities or 
issuers discussed; and  
2) No part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed 
by me in this research report. 
 
 Wells Fargo Securities, LLC  maintains a market in the common stock of Aqua America. 
 Wells Fargo Securities, LLC or its affiliates intends to seek or expects to receive compensation for investment banking services in 

the next three months from Aqua America. 
 Wells Fargo Securities, LLC or its affiliates may have a significant financial interest in Aqua America. 

 
WTR: Risks include regulatory risk, potential undertaking of dilutive growth ventures and deterioration in the water industry's 
premium multiple relative to electric utilities. 
 
Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banking transactions. 
Wells Fargo Securities, LLC’s research analysts receive compensation that is based upon and impacted by the overall profitability 
and revenue of the firm, which includes, but is not limited to investment banking revenue. 
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STOCK RATING 
1=Outperform: The stock appears attractively valued, and we believe the stock's total return will exceed that of the market over the 
next 12 months. BUY 
2=Market Perform: The stock appears appropriately valued, and we believe the stock's total return will be in line with the market 
over the next 12 months. HOLD 
3=Underperform: The stock appears overvalued, and we believe the stock's total return will be below the market over the next 12 
months.  SELL 
 

SECTOR RATING 
O=Overweight:  Industry expected to outperform the relevant broad market benchmark over the next 12 months. 
M=Market Weight:  Industry expected to perform in-line with the relevant broad market benchmark over the next 12 months. 
U=Underweight:  Industry expected to underperform the relevant broad market benchmark over the next 12 months. 
 

VOLATILITY RATING 
V = A stock is defined as volatile if the stock price has fluctuated by +/-20% or greater in at least 8 of the past 24 months or if the 

analyst expects significant volatility. All IPO stocks are automatically rated volatile within the first 24 months of trading. 

 
As of: May 6, 2011  

46% of companies covered by Wells Fargo Securities, LLC 
Equity Research are rated Outperform. 

Wells Fargo Securities, LLC has provided investment banking 
services for 42% of its Equity Research Outperform-rated 
companies. 

51% of companies covered by Wells Fargo Securities, LLC 
Equity Research are rated Market Perform. 

Wells Fargo Securities, LLC has provided investment banking 
services for 48% of its Equity Research Market Perform-rated 
companies. 

3% of companies covered by Wells Fargo Securities, LLC 
Equity Research are rated Underperform. 

Wells Fargo Securities, LLC has provided investment banking 
services for 41% of its Equity Research Underperform-rated 
companies. 

  

Important Disclosure for International Clients 
           

EEA – The securities and related financial instruments described herein may not be eligible for sale in all jurisdictions or to certain 
categories of investors. For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited 
(“WFSIL”). WFSIL is a U.K. incorporated investment firm authorized and regulated by the Financial Services Authority. For the 
purposes of Section 21 of the UK Financial Services and Markets Act 2000 (“the Act”), the content of this report has been approved 
by WFSIL a regulated person under the Act. WFSIL does not deal with retail clients as defined in the Markets in Financial 
Instruments Directive 2007. The FSA rules made under the Financial Services and Markets Act 2000 for the protection of retail 
clients will therefore not apply, nor will the Financial Services Compensation Scheme be available. This report is not intended for, 
and should not be relied upon by, retail clients. 

Australia – Wells Fargo Securities, LLC is exempt from the requirements to hold an Australian financial services license in respect 
of the financial services it provides to wholesale clients in Australia. Wells Fargo Securities, LLC is regulated under U.S. laws which 
differ from Australian laws. Any offer or documentation provided to Australian recipients by Wells Fargo Securities, LLC in the 
course of providing the financial services will be prepared in accordance with the laws of the United States and not Australian laws. 

Hong Kong – This report is issued and distributed in Hong Kong by Wells Fargo Securities Asia Limited (“WFSAL”), a Hong Kong 
incorporated investment firm licensed and regulated by the Securities and Futures Commission to carry on types 1, 4, 6 and 9 
regulated activities (as defined in the Securities and Futures Ordinance, “the SFO”). This report is not intended for, and should not 
be relied on by, any person other than professional investors (as defined in the SFO). Any securities and related financial 
instruments described herein are not intended for sale, nor will be sold, to any person other than professional investors (as defined 
in the SFO). 

Japan – This report is distributed in Japan by Wells Fargo Securities (Japan) Co., Ltd, registered with the Kanto Local Finance 
Bureau to conduct broking and dealing of type 1 and type 2 financial instruments and agency or intermediary service for entry into 
investment advisory or discretionary investment contracts.  This report is intended for distribution only to professional investors 
(Tokutei Toushika) and is not intended for, and should not be relied upon by, ordinary customers (Ippan Toushika).   

The ratings stated on the document are not provided by rating agencies registered with the Financial Services Agency of Japan 
(JFSA) but by group companies of JFSA-registered rating agencies.   These group companies may include Moody’s Investors Services 
Inc, Standard & Poor’s Rating Services and/or Fitch Ratings.  Any decisions to invest in securities or transactions should be made 
after reviewing policies and methodologies used for assigning credit ratings and assumptions, significance and limitations of the 
credit ratings stated on the respective rating agencies’ websites. 
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About Wells Fargo Securities, LLC 
Wells Fargo Securities, LLC is a U.S. broker-dealer registered with the U.S. Securities and Exchange Commission and a member of 
the New York Stock Exchange, the Financial Industry Regulatory Authority and the Securities Investor Protection Corp. 

This report is for your information only and is not an offer to sell, or a solicitation of an offer to buy, the securities or instruments 
named or described in this report. Interested parties are advised to contact the entity with which they deal, or the entity that 
provided this report to them, if they desire further information. The information in this report has been obtained or derived from 
sources believed by Wells Fargo Securities, LLC, to be reliable, but Wells Fargo Securities, LLC, does not represent that this 
information is accurate or complete. Any opinions or estimates contained in this report represent the judgment of  
Wells Fargo Securities, LLC, at this time, and are subject to change without notice. For the purposes of the U.K. Financial Services 
Authority's rules, this report constitutes impartial investment research. Each of Wells Fargo Securities, LLC, and 
Wells Fargo Securities International Limited is a separate legal entity and distinct from affiliated banks. Copyright © 2011 
Wells Fargo Securities, LLC. 
 

 

SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE 
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