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Rationale 
On Oct .  13, 2006, Standard L P O O r ' a  Ratings Sowices assigned its 'A - /A -Z '  
corporate credit rating to American W a t e r  Works CD. I ~ C .  AC the a m .  time, 
standard L Poor 's  affirmed its ' A - '  rating on mericsn Water capital Corp.. a 
wholly owned subsidiary o f  American Wamr Works, that s e r v e i  os t h e  funding 
vehicle for American Water Works' regulated w a t e r  utility $ubsidiaziei. 
standard c poor's ala0 assigned its ' A - 2 '  rating t o  American water capital's 
$ 1 0 0  million comercia1 Faper program. 

The ratinpr On herican Water Works were placed on Creditwatch with 
negative implications. The ratinga on American Hater Capiral are also an 
CreditWatch with r.eg-tive imPiicaLions, where they were placed on NO". 7 ,  
2005.  

The ratings on che companies will remain on CZcditWatCh until the 
completion of rhe sale of merican Water Works by parsnt RWE AG 
IAtlNegativa/A-ll, which i3 expected in 2007. The CreditWatch listing ieflects 
continued uncertainty surrounding the exrenaive regulatory proccsr associated 
with approving the sale, the need for an updated business plan, and complezion 
of .iqnificant debr and equity offerings. 

The ratings on American Water Works and America Water Capital reflect the 
scand-alone credit quality Of AmlCIiCDn Water Works. hmsrican Water Works' 
stand-alone bYlinCII TiSk Profile in ' 2 '  lexcellyt). [Utility business 
profiles are categorized from ' 1 '  l exce l lenrl  to '10' Ivulnerable)). The 
zcrength of the business Profile items from InruhtiDn f r m  competition. 
geographically diverra and largely reaidcntial markets, ?~upportive regulatory 
environment, and the relatively low operating riak of managing groundwater and 
waccr treatment Iacilitiea. Uncertainty associated with American water works' 
IPO In 2 0 0 1 ,  incraaiingly stringent water quality stmdardr, and the company's 
reliance on acquiritionr to provide growth partly offret its strengths. 

an3 includes managemant's projected post-IPO debt-to-capital ratio of 4 5 %  LO 
5 5 % .  We Mill reas3es3 the financial risk profiie when additional Information 
is available Concerning the company's part-IPO business plan and capital 
structure. 

Hi,tOIiCal earnings and margin3 arc stable, wppgrted by healthy markets 
and regulatory r c c D V e r Y  Of Operating and Capital C D f t s ,  although increased 
operating and capital expennar can lag regulatory recovery. FOT the past Live 
years.  funds from operations IFF01 LO debt has been about 103 and FFO interest 
coverage Y ~ I  ~n Lhe 1 . 5 ~  t o  2 . 5 x  &:ea. Given the business :iai profiie of , 2 ' ,  
American W a t e r  Works' cash I l D Y  metric3 a r e  Sonewhat w e a k  fay rhe ' A - ,  raracg. 

businesses, the cuniyariy sratrd chat its bbrth Amcricac Water segme~.r ,  which 
includes acme cpera:icz3 w t l l d c  of kTer:can Water Wo:ks, p l a m  co r p c d  5 3 . 6  
k ~ l i l ~ n  on c1pItal erpendirvrer  from 2005 t C  ?JOT, cmpared Yich about $ 5 1 0  
ei?licn per  y e a r  r e c m c l y .  American U d c e r  )icrkr* Increased c a p i t a l  sperdicg :s 
.?ecded L O  -pyradr aging " i t e r  sysrems, accomoiace population and cconcmic 
grwrh, srsd comp:y *iCh environmental rcgclatlrns. RWE FIOICCC: n c g a r ~ v c  free 
cash flow *:id rxremrl Ilcaocing LO fund the higher capital spending. Cver rhe 
:rtemed?ite  r e m ,  conrrnxed CVStCmec growth and regvlacrry rare  increases 

' 

American Water Works' stand-alone financial risk profile is intermediate 

in  WE.^ invesr~r Frrsenraricn related to the sale of its w a t e c  

1 



could Lmprovc credit meallY1L)S. HOWeVer, impIOVcments Could be hindered if 
future  rcqclatory r a t e  increa.lc3 do not keep pice with the company's increased 
capital spending. 

Short-term credit fadon 
The 'A-2' 
reflects: 

short-term ratin9 OD hCriCsn Water Wcrkr and h e r i c a n  Water Capital . Adequate ccnsclidaLed liquidity, 
rn Stable cash flcur from CegYlAted subsidiaries, 

m r ~ c a n  water capital'* S B O O  million revo1vir.g credit facility, which 
matures on SepC. 1 5 ,  2011 lexcludinq extenalms), and 
Manageable debt maturities Dyer the n e x t  fer years. 

hexican water Works has maintained adequate cash balances, t y p i c a l l y  
erceedicp 650 million. although future levels could differ after the sale by 
RAE. uses of American Watar Capital's SBOO million revolving credit facility, 
which matures a n  SePt. 15.  2011, a r e  targeted for backup to t h e  company's 5700 
million commercial paper program and LOCS, as needed. Financial covenants in 
the revolving credit facility include a maximum debt to capital lvith 
adjustments1 of 1 0 %  and restrictions on liens, di9tributiona. debt incurred a t  
American water Works, and aiset aalea. The change of control proviaion 1s -re 
restrictive than most revolvinq crsdit agreement3 a a  a change of control is 
defined as one entity nunlng :5 l  or more of the post-IPO outatanding cornon 
stock 01 certain majority changer to the  membership of the board of directors. 

Ratings List 
Ratings haaignrd 

American Water Works Co. I n c .  
Corporate credit r a t i n g  A-/Watch Neg/R-2 

m e r i c m  W.ter.Capica1 Corp. 
Comercia1 paper rating A - 2  

R a r i n g %  hffirmed 

American water capital corp. 
corporate credit rating A-/Watch Neg/-- 

complete ratings information is available to subscribers of Raring3Dircct, the 
real-time Web-bared Source for Standard 6 Pcor's ciedit ratings, research, and 
risk analysis, 
occion can be found on Standard L Poor's public Yeb site at 
uuu.srandard.ndpaora.cO~; under Credit Ratings in the left navigacion bar, 
select Find a Rating, then Credit Ratings Search. 
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