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Illinois American Water ComDany 
Deriiation of the Prospective Yield on A Rated Public Utilitv Bonds 

Prospective Yield on Aaa Rated 
Line No. Corporate Bonds (1) 

1. 

Third Quarter 2007 5.9 % 
Fourth Quarter 2007 6.0 
First Quarter 2008 6.1 
Second Quarter 2008 6.1 
Third Quarter 2008 6.1 
Fourth Quarter 2008 - 6.2 

6.07 % = Average 

Adjustment to Reflect Yield Spread 
Between Aaa Rated Corporation 
Bonds and A Rated Public Utility 

2. Bonds (2) 0.53 - 

Adjusted Prospective Yield on A 
Rated Public Utility Bonds (3) 3. 6.60 % = 

Notes: (1) Based upon the consensus of nearly 50 economists reported in Blue 
Chip Financial Forecasts dated July 1, 2007 (see page 2 of this 
Schedule). 

corporate bonds of 0.53%. rounded to 0.5% derived below. 
(2) The average yield spread of A rated public utility bonds over Aaa rated 

Moody's Bond Yields for the Three Months Ended May 2007 * 
Corporate Public Utilitv 

Bonds Bonds Bond Yield 
Months Aaa Rated A Rated Spread 

March-07 5.30 % 5.85 % 
April-07 5.47 5.97 
May-07 5.47 5.99 

Average of Last 
3 Months 5.41 % 5.94 % - 0.53 % - - 

* All yields are distributed yields. 

Source of Information: Mergent Bond Record, June 2007, Vol. 74, No. 5 

(3) Line No. 1 + Line No. 2 
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2 H BLUE CHIP FINANCIAL FORECASTS JULY I ,  2007 I r I  
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w Consensus Forecasts Of U.S. Interest Rates And Key Assumations' 

Interest Rates 
Federal Funds Rate 
Prime Rate 
LIBOR, 3-mo. 
Commercial Paper, 1-mo. 
Treasury bill, 3-mo. 
Treasury bill, 6-mo. 
Treasury bill, I yr. 
Treasury note, 2 yr. 
Treasury note, 5 yr. 
Treasury note, IO yr. 
Treasury note, 30 yr. 
Corporate Aaa bond 
Corporate Baa bond 
State & Local bonds 
Home mortgage rate 

Key Assumotions 
Major Currency Index 
Real GDP 
GDP Price Index 

5.20 5.02 4.90 4.84 4.75 4.69 4.56 4.85 5.1 5.2 5.2 5.2 5.3 5.3 
5.13 4.98 4.86 4.77 4.67 4.59 4.48 4.77 1 5.1 5.1 5.1 5.1 5.1 

5.29 5.12 5.02 4.99 4.9 4.87 4.72 
5.89 5.61 5.58 9.55 5.47 5.47 5.30 
6.79 6.62 6.51 6.47 6.39 6.39 6.27 
4.64 4.54 4.41 4.38 4.31 4.26 4.15 
6.74 6.53 6.42 6.31 6.26 6.18 6.16 

________.... ~ 

3Q 4 9  IQ 2Q 3Q 4Q I Q  
- - -  2005 2005 2006 2@@ 2006 2007 
84.7 85.8 84.9 82.2 81.7 81.6 81.9 

4 99 
5.57 
6 SO 
4 39 
6 36 

2Q 

79 3 

5.3 5.3 5.3 5.3 5.4 5.4 
5.9 6.0 6.1 6.1 6.1 6.2 
6.8 6.9 7.0 7.0 7.1 7.1 
4.7 4.7 4.8 4.8 4.8 4.8 
6.6 6.7 6.7 6.7 6.8 6.8 
Consensus Forecasts-Quarterly Avg. 
3Q 4Q 1Q 2Q 4Q 3Q 

2007 2007 2008 2008 2008 2008 
79.0 78.6 78.3 78.0 77.9 78.0 
- 

4.2 1.8 5.6 2.6 2.0 2.5 0.6 2.7 2.9 2.9 2.9 
3.3 3.3 3.3 3.3 1.9 1.7 4.0 :: I ::: 2.2 2.4 2.2 2.2 2.1 

Consumer Price Index 5.5 3.5 1,8 5.1 3.0 -2.0 3.8 5.2 I 2.6 2.1 2.5 2.5 2.4 2.2 1 
'Individual panel members' lomsts  are on p a p  4 through 9 Histon'oal dala for inleml ralei ercefl LLBOR i6 fmm Fcdaal Reserve Release (FUR) H I S  LIBOR quolcr 

- 6.00 
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7.00 
CDnlonYlr 6.50 
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Corporate Bond Spreads 
AI ofweek  ended J Y ~ B  15.2007 

1998 1999 2000 2001 2W2 2003 2004 2WS 2006 2007 
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Illinois American Water ComDanx 
Indicated Common Equity Cost Rate 

Through Use of the Capital Asset Pricing Model 
Summarv of Conclusion 

Line No. 

1. Risk-Free Rate (1) 

2 Average Company-Specific 
Market Premium (2) 

3. Capital Asset Pricing Model 
Derived Common Equity 
Cost Rate 

Proxy Group of 
Thirteen Utilities 

Selected Upon the Proxy Group of Eight 
Water Companies Basis of Least 

Includes All Indicated Common Equity Cost Rates 

5.33 % 5.33 Yo 

5.83 6.89 

11.16 Yo 12.22 % - 
Excludes Those Indicated Common Equity Cost Rates 

Equal to or Less than 8.6% and Equal to or Greater 
than 12.0% (3) 

Capital Asset Pricing Model 
Derived Common Equity 
Cost Rate 10.97 % 11.29 % 

Notes: (1) Developed in note 4 on page 4 of this Schedule. 
(2) Developed in note 3 on page 3 of this Schedule. 
(3) See note 5 on page 4 of this Schedule. 
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Illinois American Water Compan 
Development of the Market-Required Rate of Return ozCommon Equity Using 

the Capital Asset Pricina Model for 
the Proxy Group of Eight Water companies and the 

Proxy Group of Thirteen Utilities Selected Upon the Basis of Least Relative Distance 
Adiusted to Reflect a Forecasted Risk-Free Rate and Market Return 

Notes: 

(1) Value Line Investment Survey does not publish a Ratings & Report for Artesian 
Resources Corp. Therefore its "Value Line Adjusted Beta" has been calculated and 
adjusted using Value Line's methodology as follows: 

Ri,r = a, + (Pi * Rm,r)  + el,! 

Where: Ri,f 

Rm,t = The return on the market portfolio in period t, 

a; 

p; 
ei,r 

= The return on security i in period t, 

= The intercept term for security i; 

= Unadjusted, raw, beta, the measure of market risk for securityi; and 

= The residual term in period t for security i 

To ad'ust its unadjusted, raw beta for regression bias, Value Line uses the following 
formula: 

(2) Adjusted betas based upon Merrill Lynch's methodology, with the exceptions that 
excess return data and not price change data and the NYSE Composite Index is used 
as a proxy for the market instead of the S&P 500 Index, as follows 

(Ri,t -RuJ = a ,+(P i ' (Rm,r -R~r l )+e i , f  

Where: Ri,f = The return on security i in period t, 

Rtf = The risk-free rate of return in period t, i.e. 3-month US. Treasury 
Bill yield; 

Rm., = The return on the market portfolio in period t, 

a, 

pi 
elf 

= The intercept term for security i; 

= Unadjusted, raw, beta, the measure of market risk for security i; and 

= The residual term in period t for security i. 

To adjust its unadjusted, raw beta for regression bias, Merrill Lynch uses the following 
formula: 

(3) The market risk premium is derived as the difference between a Discounted Cash 
Flow derived, market-value weighted, return for the dividend paying companies in the 
S&P 500 and which also have Zacks' long-term earnings per share (EPS) growth 
forecasts of 13.46% and the risk-free rate of 5.33% (developed in Note 2) is 8.13% 
(13.46%-5.33%). The8.13%marketpremiumisthen multiplied bytheaverage beta 
in column 3 of page 2 of this Schedule. 

Average forecast based upon six quarterly estimates of 20-year Treasury Note yields 
per the consensus of nearly 50 economists reported in the Blue Chip Financial 

(4) 
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Illinois American Water Company 
Develooment of the Market-Reauired Rate of Return on Common Equitv Using . .  

the Capital Asset Pricing Model for 
the Proxy Group of Eight Water Companies and the 

Proxy Group of Thirteen Utilities Selected Upon the Basis of Least Relative Distance 
Adiusted to Reflect a Forecasted Risk-Free Rate and Market Return 

- 

Forecasts dated July 1, 2007 (see page 2 of Schedule 12.08). The estimates are 
detailed below: 

Third Quarter 2007 
Fourth Quarter 2007 
First Quarter 2008 
Second Quarter 2008 
Third Quarter 2008 
Fourth Quarter 2008 
Average 

20-Year U.S. 
Treasurv Note Yield 

5.30% 
5.30 
5.30 
5.30 
5.40 
5.40 zz& 

(5) Includes only those indicated common equity cost rates wh'ch are equal to or greater 
than 8 60%, i.e., 200 basis points above the prospective yield on A rated Moody's 
pJblic util'ty bonds of 6.60% (from page 1 of Schedule 12.08of this Exhibit) and those 
indicated common eauitv cost rates which are equal to or less than 12.00%,i.e.. 550 
basis points above the prospective yield on A rated Moody's public utility bonds of 
6.6% (from page 1 of Schedule 12.08). 

Source of Information: Value Line Investment Survey, April 27, 2007 (Standard Edition and Small 
and Mid-Can Edition). Mav 11. June 1 and June 29.2007 ,. , 

finance.yahoo.cdm 
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Prke GroVlh Pen[sltntc 55 

INDUSTRY: Water Utility ANNUAL RATES 2004 2005 iZ3lm6 
7 4 4  1 4  

9 8  5 9  9 5  
9 9  9 

153 261 I42 
3.8m> 

344.5 
98.4 

246.1 
29.5 

290 9 

5 5  
6.0 
4.4 

159 
__ 

345.0 
97.3 

247 7 
32.2 

306 0 
- 

4 6  
l i  
l , 3  

13 2 
- 

3705 
1024 
268 I 
32.9 
3152 

__ 

5 0  
5 3  
1.7 

130 
- 

l%lnS 24 15 41 08 8 8  
I2nlR6 21 12 45 03 81 
l213ll07 22 .21 36 LONG-TERM DEBT AND E4UIW 

P ~ I .  I WMERLY DIVIDEND5 PPJD I Full 
as 01 lU31l05 

Penelm Llablity None h '09 4 N e  h 'OS 
UiSlllUTlONAL DECISIONS 

PfdOWd PildNHF 

BUSINESS Connecticut Water Services, Inc. primaril) 
operates as a water utility company in Connecticut. 11 
operates lhrough three segments: Water Activities, Rea: 
Male  Transactions, and Services and Rentals. The Wata 
Activities segment supplies public drinking water to its 
customers. The Real Eslate Transactions Segment is in- 
volved in the sale of its limited excess real estate holdings 
The Services and Rentals segmenl provides canhactec 
serviees to water and wastewater utilitics and other clients 
as well as leases certain of its properties lo third parties 
This segment's services include contract operations of watel 
and wastewater facilities; Linebacker, its service line pm- 
tection plan for public drinking wafer customers; ant 
provision of bulk deliveries of crnergcncy drinking water tc 
businesscs and residences via tanker buck. AS of March 19 
the company provided water to approximately 83,000 01 

286,000 customers in 41 lowns in Connecticut. Has aboul 
200 employees. Chairman: Manhall T. Chiaraluce. Inc.: fX 
Address: 93 West Main Streec Clinton, CT 06413. Tel. 
(860) 669-8636. Internet: hnp://ww.chvalw.com. 

A.Z 

TOTAL SHAREHOLDER RETURN 
DM.ndS phn m . N I r n  as Of minwi 

3 MOS. 6 Mor. 1 Yr. 3 Yrs. 5 Yrr. 

4 "  97% d n 3 %  4.21% 339% 
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B R A  .85 ( I  W = M a l X d  

P k a  Grwlh Perslrtente 50 

Earnings Prsdldablilly 70 

INDUSTRY: Water Utillhr 
4 0  3 0  5 8  
8 8  I18 126 

160 170 20.8 

3149 34313 3768 

267.8 288.0 3171 
26.7 18.4 32.3 

3 0 5 6 3 2 1 4  3103 

52.0 55n 597  

_ _ -  

6.0 6.0 5.5 
12.1 5.9 25 
8.7 8.6 ID.I 
278 21.5 181 
_ _  

LONGdEWd DEBT AND ERUllY 

ToWO~blSlUZmill OuelO5Yrs.Sl3.5~li. 
UT DIM 111307 ma. 
lncludlng Cap. Laares Nme 

Leases. U n n p l W  Anwd rentals None 

P~ni l~nLl sb l l l~S164ml l  inWvs 1 6 7 d  In115 

(molcap ' l )  

P Y O W d R l d S 2 m L  
(1%olcaPl) 

BUSINESS Middlesex Water Company engages in the 
ownership and operation of regulated water utility systems 
in New Jersey and Delaware. as well as a regulated 
wastewater utility in New Jersey. It offcrs contract opera- 
tions services and a service line maintenancc pragam 
through its nonregulated subsidiary, Utility Service Aflili- 
ales, l n c  The company's water utility syslem treats, stores, 
and distributes water for residential, commercial. industrial, 
and fire prevention purpose% Under a special conmct, it 
also provides water treahnent and pumping sewices to the 
Township of East Brunswick. Middlesex Water's other New 
Jersey subsidiaries offer water and wastewater services to 
residents in Southamptan Township. The company's Dela- 
ware subsidiaries, Tidewater Utilities. Inc.; Southern Shores 
Water Company, L E ,  and Tidewater Environmental Ser- 
vices, Inc.; offer water services to retail customers in New 
C a s k ,  Kent, and Sussex counties. Has 243 employees. 
Chairman: J. Richard Tampkins. Inc.: NJ. Address: 1500 
Ronson Road, P.O. Box 1500, Iselin, Nl 08830. Tel.: (732) 
634.1500. Internet: hltp://wwwmiddlesexwater.com. 

A.Z. 

April 27, 2007 

TOTAL SHAREHOLDER RETURN 

3 MOJ. 6M05- 1 rr. 3 m. 5 YR. 

m-do 0,"s s w W n  d 30fiZW7 

http://hltp://wwwmiddlesexwater.com
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47% 36% 56% 52% 

53% 58% 47% 46% 
X l m l ~ m s n n l ~ % ~ r l t ~  C8~.#dupmone~Wles!mrumh 

INDUSTRY: Water Utilitv 
~~ ~ ~~~~~~ 

BUSINESS SJW Corp. operates as the holding company 
far San Jose Water Company (SJWC), SIW land Company, 
Crystal Choice Water Service LLC, and SJWTX Water, Inc. 
S N C  produces, purchases, stores, purifies, distributes, and 
sells water. It provides water sewice to customers in 
Cupeflino, San lose, Campbell, Monte Sneno, Saratoga, the 
Town of Los Gatos, and in the cwnty of Santa Clara, 
California. SJWC also provider nonngulated waterdated 
services, including water system operations, billings, and 
cash remittance services. SJW Land o m s  and operates 
parking facilities in San Jose, California, as well a5 owns 
commercial buildings and other undeveloped land primarily 
in the Sam Jose Metropolitan area, some properties in the 
slates of Florida, Texas, and Connecticut, and a 10% limited 
partnership interest in 444 West Santa Clan, Street, L.P. 
Crystal Choice sells and rents water conditioning and 
purification equipment. Has 357 employees. Chairman: 
Drew Gibson. inc.: CA. Address: 374 West Santa Clara 
Street, San lose, CA 95113. Tel.: (408) 279-7800. Internet: 
hnp://www.sjwaler.com. 

A.Z. 

April 27, 2007 

TOTAL SHAREHOLDER RETURN 
L%vmmm pur apprsdm'k-n as MMIRW? 

http://hnp://www.sjwaler.com
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1.8 2.6 1.6 
163 18.3 1.2 
3.1 2.8 3.1 

2 1 . 2 2 4 7  5 8  
_ - -  O h  

BUSINESS: York Water Company engages in the im- 
pounding, purification, and distribution of water in York 
County and A h s  County. Pennsylvania. It supplies water 
for residential, wmmercial, indushial, and other customers. 
The company has two reservoirs, Lake Williams and Lake 
Redman, which together hold approximately 2.2 billion 
gallons of water. It also has a 15-mile pipcline from the 
Surquehanna River to Lake Redman that provides access to 
an additional supply of water, The wmpany serves 34 
municipalities in York County and four municipalities in 
Adam County. Has 106 employees. C.E.O. & President: 
JeArey S. Osman. Inc.: PA. Address: 130 Ens1 Market 
Street, York, PA 17401. Tel.: (717) 845-3601. Internet: 
hnp:/huww.yorhwater.wm. 

A.Z 
~~~ 

. April 27, 2007 

TOTAL SHAREHOLDER RETURN 
~ e n d r  prvr spprsri.uon a3 dy I iRoO7 


