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AMERICAN WATER

Characterization of US Investor Owned
Water/Wastewater Utility Industry

Water Services in Colonial Times

New York circa 1700

The Manhattan Company

Baltimore circa 1700

The Boston Aqueduct
Corporation

The Baltimore Water Company
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From 1800 to mid 1900s the percentage of privately ~ owned water
systems steadily declined

Drivers behind
Municipalization

Year Public Private Total % Private

1800 1 15 16 94%
* Federal Grants 1850 33 50 83 0%
1900 1,690 1489 3179 47%
1950 20250 13950 34200  41%
*Regional Growth 1975 19,390 15240 34,630 44%

1995 22600 34000 56600  60%

2009 26400 25300 51700 49%

*Tax Free government debt

*Health Reasons

« Fire Protection

Source: The Water Business — Leonard S. Wyman, 1998

* Politics

e Local control

The US population is served by utilities with limit ed
Investor Ownership

Water

Investor
Owned

"

Investor
Owned
2%

Wastewater




Acquisition and Divestment activity in U.S. Water |  ndustry
(1985-2009)

2003: Allete
! sells its water subsidiary '

| RWE announces
! plans to sell
i
i
i

1 Nuon acquires

| Utilities, Inc.

3 Cie Generale des
| Eaux (Veolia) acquires

| American Water
| minority stake in 3

| & Thames Water

i
1 Suez sells Nalco
i

Kelda announces
,,,,,,,,,,,,,,,,,,,,, divestment of

1 Philadelphia Suburban
| & Consumers Water

1 Allete enters the 3
| water industry !
i
'

| (Heater Utilities)
L

! i
i Enron enters!

i (AZURIX 1
L

. ]

| Veolia acquires | 1 Nuon sells |

,,,,,,,,,,,,,,,,, i US Filter ! ! Utilities Inc. !
| Lyonnaise des Eauxi PR R LIt ) ; -
i acquires General | Kelda acquires | | RWE acquires | ! Veolia sells US Filter |
| Water Works ! i Aquarion ; | Thames Water | ! distribution businesses |
3 DQE enters | - - R
1 water industry | | Veolia sells sharesin |
! (Aquasource) | }L Philadelphia Suburban !

The M&A activity led to a consolidation of U.S. Wat  er Companies

Pre-Consolidation Today

ALLETE Water Resources
American States Water Co.
American Water Works

Aquarion Co. .

AquaSource Inc. American Water
Artesian Resources Corp. .

Azurix Corp. Aqua America
Birmingham Utilities . . q
California Water Services Group California Water Services
Citizens Water Resources

Connecticut Water Service, Inc. SIW Corp

Consumers Water Resources :

E'Town Corp. Middlesex Water Co.
Indianapolis

Middlesex Water Company Southwest Water Co.
NEI

Connecticut Water Services

Pennichuck Corp.

Philadelphia Suburban Corporatiol
Birmingham Utilities

SJW Corp.

Southwest Water Co.

United Water Resources

Utilities Inc.

York Water Co.

Artesian Resources Corp
York Water Co.
Pennichuck




The size and geographic diversity of Investor-Owned utilities can
vary significantly
Total Revenues (in millions) Employees

2500 8,000
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6,000
1500 5,000
4,000
1000 3,000
500 2,000
1,000

077 2 ~ @ o N 0 & & o & & 2 >

& & & & § & FEsS

Customers (in thousands) Net Utility Plant (in millions)
3.500 12,000
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500- 2,000
o o)

& & & < & & o . & o ¢

s ¢ §§ $ @ﬁfﬁ“ VA\\\\Q\,\\&?Q?ng\ f’gxh,\\&y

Note: Al data is as of December 31, 2009

American Water Facts and Figures

More than 500 individual
water systems

48,000 miles of distribution
mains

96 surface water treatment
plants

750 groundwater treatment
plants

1,120 groundwater wells

294 wastewater treatment
plants

100 Reservoirs




Regulated Private Utilities comprises approximately 6.5% of the $100
Billion U.S. Water Market

Investor Owned utilities
provide innovative solutions to
address the Industry’s needs

THEGTIED " Services Provided

L *Private Ownership & Investment
*Operations & Maintenance
*Design/Build/Operate

Markets Served

\/8 *Municipalities

Revenue from Regulated *Residential
Private Utilities - 6.5% «Commercial

eIndustrial

Sources: Public Works Financing 2004, Environmental Business Journal, Global Water Intelligence and AWK SEC filings -Military

Approximately 73 million Americans receive water se rvice from
privately owned utilities or through public-private partnerships

31 million

PPPs

42 million

I0Us

B Public-Private Partnerships B Investor Owned Utilities B Other




Water/Wastewater Sector Utility Challenges

Aging infrastructure

Ensuring adequate, long-term water supply

Increasing operating and capital costs

Changing customers

Reduced availability of state/federal funding

Rates under stress

Regulatory Requirements

Workforce complexities

Increased security and emergency preparedness needs




Water and Wastewater Markets Geography

*Aging Infrastructure
*Flat Population
*Budgetary Issues

«Population Growth
*Water Supply

The US Water Industry Remains Highly Fragmented

Percentage of Drinking Water Systems and
Population served by Size Class @

Too% (Based on 51,988 total water systems in US)

90%
T0%
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<500 501-3,300 3,301-10,000 10,001- > 100,000
100,000

m System Size by Population Served M

(1) Source: EPA, Drinking and Ground Water Statistics, 2008

The majority of water systems in the US are owned by small,
capital constrained entities




Aging US Infrastructure Investment Remains Critical

EPA Estimated 20 Year Total Nee
of US Public Water Systems

Total: $334.8 Billion

Source: Other:
$19.8 $23

Storage:
$36.9

Treatment:
$75.1
Transmission &
Distribution:
$200.8

+ 2009: $335 billion
* 2005: $277 billion
* 2002: $154 billion

Source: U.S. Environmental Protection Agency's 2007 Drinking Water Infrastructure Needs Survey and Assessment.
In billions, adjusted to January 2007 dollars.

US EPA estimates upwards to $1 trillion needed of U S public

water and wastewater systems

Many state and local governments are required to ba
budgets — eventually they will succeed

lance their

Shaded Area = Recession
Last recession plotted through Q2 '09. (The ending date is an estimate.)

ARRA = American Recovery and Reinvestment Act of 2009,

Sources: U.S. Dept. of Commerce, Bureau of Economic Analysis (historical data), National Bureau of Economic Research (recession dates),
Economic Snapshots (Base Forecast)

($ billions)

Year End

Weak GDP growt

1 =Recession
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Sustainable Characteristics of Investor-Owned Utili ties

Transparent/Full cost-of-service rates
Access to Cost-effective capital
Deployment of Technology
Procurement Efficiency
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Public — Private Partnerships
Benefits of Collaboration

Cost-effectiveness

Access to Technology and Expertise
Access to Capital

Appropriate Risk Sharing

Without:
Loss of ownership
Loss of control
Loss of transparency

Meeting Industry Challenges

Water Reuse
Over 21 projects, 4 states
Gillette stadium, MA
Solaire building, NY
Battery Park, NY

Desalination

Tampa Bay Seawater
Desalination Plant, FL

Design, Build and Operate
Over 20 projects*
Lake Pleasant Plant, AZ
Fillmore, CA
Carnegie Abbey, RI
Seattle, WA

Contract Operations**
Over 300 contracts
Serving over 3 million people
Seattle, WA
Warren Township, NJ
St. Charles, MO
Quincy, IL

Military Bases Privatization

Fort Bragg, NC Fort AP Hill, VA
Fort Sill, OK Fort Hood, TX
Fort Rucker, AL Fort Polk, LA
Fort Leavenworth, KS Fort Belvoir, VA

Scott Air Force Base, IL Fort Meade, MD

Homeowner Services
Over 750,000 contracts

16 states
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Market Opportunities

Water Reuse

Total Water Management

Water Loss Management

Energy Management and Efficiency
Infrastructure Replacement ($30 - $60B annually)
Sludge/solids Treatment and Disposal

Nutrient Removal & Recovery

Emerging Contaminants and New Regulations
Information Technology / Security

Economic Trends

Workforce

12



Innovation is the Key

Innovation and creativity will be the keys to unloc k Market
Opportunities — But How?

The Water Industry is highly fragmented
52,000 community water systems;
155,000 non-community water systems
State Primacy
— Must approve water treatment technologies

The Water Industry is conservative and cautious in adopting new
technologies

Need to protect public health

Long term investment

High priority on compliance

Slow Adoption of Technology

According to Global Water Intelligence:
It takes 7 years for a new technology to enter the U.S. water market
Many examples where it took decades

The municipal procurement process is complex
Consultants
Contractors
City engineers
Politicians

Little incentive to increase operational performanc elrisk profile

Resolving these challenges will require a formal pr ocesses and
partnerships




Innovation Gap

IDP

American Water Innovation Development Process
Value Proposition

Early Screening of Technology

Facilitator of Collaborations and Partnerships
Idea Validation Test Platform — over 700 Facilities
Early Adoption of Technology

Proxy for Water Industry

US Water Industry Credibility
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Water Industry faces complex needs that require

innovative solutions

Drivers

« Replacement of Infrastructure

IOUs Prospective Solutions

« Full cost recovery
« Scale driven efficiency
« Public-Private Partnerships

« Rising environmental and water
quality standards

« Access to technology which can be provided by priva
sector

« Water Supply

« Conservation
* Reuse
« Desalination

« Fragmentation

+ Economies of scale
« Operational Efficiencies Through Consolidation
* Public-Private Partnerships

 Funding for needed investments

« Low interest financing
« Federal Funding
« Access to Equity and Debt Capital Markets

« Sound Stewardship

« Consolidation
* Public-Private Partnerships
« Transparency
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