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JOINT APPLICATION OF AQUA AMERICA, INC., AQUA PENNSYLVANIA, INC., 
AQUA PENNSYLVANIA WASTEWATER, INC., 

PEOPLES NATURAL GAS COMPANY LLC 
AND PEOPLES GAS COMPANY LLC 

TO THE PENNSYLVANIA PUBLIC UTILITY COMMISSION: 
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1. By this Application, Aqua America, Inc. ("Aqua America") and its subsidiaries, 

Aqua Pennsylvania, Inc. ("Aqua PA'), Aqua Pennsylvania Wastewater, Inc. ("Aqua PA 

Wastewatd), Peoples Natural Gas Company LLC ("Peoples Natural Gas") and Peoples Gas 

Company LLC ("Peoples Gas") (hereinafter, collectively the "Applicants") hereby request all 

necessary approvals from the Pennsylvania Public Utility Commission ("Commission'') pursuant 

to Sections 1102(a)(3) and 2210(a)(l) of the Pennsylvania Public Utility Code ("Code"), 66 Pa. 

C.S. §§ 1102(a)(3) and 2210(a)(l), authorizing the change in control of Peoples Natural Gas and 
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Peoples Gas ( collectively the "Peoples Companies") to Aqua America by way of the purchase of 

all of the membership interests of LDC Funding LLC ("Funding") 1 by Aqua America. The 

Applicants further seek all other approvals or certificates of public convenience that are 

appropriate, customary, or necessary under the Code to carry out the transaction contemplated in 

this Application in a lawful manner. 

2. The complete names and addresses of the Applicants are as follows: 

Aqua America, Inc. 
7 62 West Lancaster A venue 
Bryn Mawr, PA 19010 

Aqua Pennsylvania, Inc. 
7 62 West Lancaster A venue 
Bryn Mawr, PA 19010 

Aqua Pennsylvania Wastewater, Inc;. 
7 62 West Lancaster A venue 
Bryn Mawr, PA 19010 

Peoples Natural Gas Company LLC 
375 North Shore Drive, Suite 600 
Pittsburgh, PA 15212 

Peoples Gas Company LLC 
375 North Shore Drive, Suite 600 
Pittsburgh, PA 15212 

3. The attorneys for the Applicants are: 

Attorneys for Aqua America, Inc. and its subsidiaries, Aqua 
Pennsylvania, Inc. and Aqua Pennsylvania Wastewater, Inc. 

Michael W. Gang (ID # 25670) 
Michael W. Hassell (ID # 34851) 
Garrett P. Lent (ID# 321566) 
Post & Schell, P.C. 
17 North Second Street 
12th Floor 

1 As explained in Section II of this Application, Peoples Natural Gas and Peoples Gas are wholly-owned subsidiaries 
of PNG Companies LLC ("PNG"). PNG is in turn a wholly-owned subsidiary of LDC Holdings LLC ("Holdings"), 
which is the wholly-owned subsidiary ofFunding. 
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Harrisburg, PA 17101-1601 
Phone:717-731-1970 
Fax: 717-731-1985 
E-mail: mgang@postschell.com 
E-mail: mhassell@postschell.com 
E-mail: glent@postschell.com 

Kimberly A. Joyce (ID # 86605) 
Alexander R. Stahl (ID# 317012) 
Regulatory Counsel 
Aqua America Inc. 
762 West Lancaster Avenue 
Bryn Mawr, PA 19010 
Phone: 610-645-1077 
E-mail: kajoyce@aquaamerica.com 
E-mail: astahl@aquaamerica.com 

Attorneys for Peoples Natural Gas Company LLC and Peoples 
Gas Company LLC 

David P. Zambito, Esq. (PA ID# 80017) 
Jonathan P. Nase, Esq. (PA ID# 44003) 
Cozen O'Connor 
17 North Second Street, Suite 1410 
Harrisburg, PA 17101 
Phone: (717) 703-5892 
Fax: (215) 989-4216 
E-mail: dzambito@cozen.com 
E-mail: jnase@cozen.com 

William H. Roberts II 
Senior Counsel 
Peoples Service Company LLC 
375 North Shore Drive, Suite 600 
Pittsburgh, PA 15212 
Phone: 412-208-6527 
Fax: 412-237-2987 
E-mail: william.h.robertsII@peoples-gas.com 

The Applicants' attorneys are authorized to receive all notices and communications regarding 

this Application. 

4. Through this Application, the Applicants seek Commission approval of a 

transaction that will create one of the largest publicly-traded water utilities and natural gas 
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distribution companies in the United States. The transaction will also result in the strategic 

alignment of the Applicants' infrastructure-replacement philosophies, which will focus on 

improving Pennsylvania's aging essential service infrastructure, under the same, publicly-traded 

corporate umbrella. To accomplish this alignment, the owners of the Peoples Companies and 

Aqua America will engage in a single transaction that transfers the control of Funding, and 

thereby the Peoples Companies, to Aqua America. Importantly, while this transfer of control 

will result in new corporate ownership for the Peoples Companies, the employees of the Peoples 

Companies will be retained and, as a result, the existing, day-to-day operational expertise of the 

Peoples Companies will be unaffected; As further explained in this Application, the proposed 

transaction will result in numerous affirmative benefits, including but not limited to benefits 

from placing the Peoples Companies under public ownership, benefits from substantial 

infrastructure experience, benefits from retaining jobs in Pennsylvania, long-term efficiencies in 

information technology, and other benefits. 

5. The contemplated transaction will be effectuated pursuant to a Purchase 

Agreement (the "Agreement"). The Agreement includes Buyer Disclosure Schedules l.l(e), 4.4, 

4.5(a) and 4.5(b) and Seller Disclosure Schedules 1.1 through 5.5(b). The Agreement and 

associated buyer and seller disclosure schedules contain highly sensitive commercial information 

that requires HIGHLY CONFIDENTIAL treatment and, therefore, are being filed under seal 

alongside this Application in a separate sealed envelope as "HIGHLY CONFIDENTIAL 

Appendix A." The contemplated transaction is hereinafter referred to as the "Proposed 

Transaction." 

6. The Application is organized .as follows: 
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• Section II provides a description of the Applicants and the other entities 
involved in the Proposed Transaction. 
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• Section III provides an overview of the Proposed Transaction. 

• Section IV sets forth the legal standards required for Commission approval of 
the Proposed Transaction. 

• Section V addresses the effect of the Proposed Transaction on customer rates. 

• Section VI addresses the effect of the Proposed Transaction on retail gas 
competition. 

• Section VII demonstrates that Aqua America has the requisite technical, legal 
and financial fitness to assume control of the Peoples Companies through the 
Proposed Transaction. 

• Section VIII demonstrates that the Proposed Transaction will promote the 
public interest by producing significant affirmative benefits for customers and 
Pennsylvania. 

• Section IX sets forth the other regulatory approvals required. 

• Section X sets forth additional supporting data filed alongside this 
Application. 

• Section XI sets forth the conclusion and requested approvals. 

7. The Applicants submit, as explained in more detail below, that all criteria 

necessary for approval of the Proposed Transaction under the Code have been met, and that the 

Proposed Transaction will benefit the Applicants' customers, employees and communities 

served. Therefore, the Applicants request that the Application be approved without condition to 

or modification of the Proposed Transaction. 

II. THE PARTIES AND RELATED ENTITIES 

A. APPLICANTS 

1. Aqua America, Inc. 

8. Aqua America is a water and wastewater utility holding company that currently 

provides service through its operating subsidiaries in Pennsylvania, Ohio, North Carolina, 
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Illinois, Texas, New Jersey, Indiana and Virginia. Aqua America's subsidiaries provide drinking 

water and wastewater treatment infrastructure and services, and have substantial experience 

providing public utility service via pipes and pipelines. As explained below, Aqua Pennsrlvania, 

Inc. ("Aqua PA") is a wholly-owned subsidiary of Aqua America and Aqua Pennsylvania 

Wastewater, Inc. ("Aqua PA Wastewater") is a wholly-owned subsidiary of Aqua PA. 

9. Attached as "Appendix B" hereto is a chart showing the present ownership 

structure of the Aqua America-related entities. 

10. Upon closing of the Proposed Transaction, it is anticipated that all of the 

membership interests of Funding (described in Section II.C. below) will be purchased by Aqua 

America. As further described in Section III below, Funding will become a wholly-owned 

subsidiary of Aqua America. 

2. Aqua Pennsylvania, Inc., and Aqua Pennsylvania Wastewater, Inc. 

11. Aqua PA is a corporation duly organized and existing under the laws of the 

Commonwealth of Pennsylvania. Aqua PA is a wholly-owned subsidiary of Aqua America. 

Aqua PA Wastewater is a corporation duly organized and existing under the laws of the 

Commonwealth of Pennsylvania. Aqua PA Wastewater is a wholly-owned subsidiary of Aqua 

PA.2 Aqua PA and Aqua PA Wastewater are applicants for purposes of the Proposed 

Transaction because they are the public utility affiliates of the acquiring entity, Aqua America. 

12. Aqua PA is a "public utility" as defined under Section 102 of the Code, 66 Pa. 

C.S. § 102. Aqua PA furnishes water service to approximately 435,000 water customer accounts 

and wastewater service, through Aqua PA Wastewater, to approximately 24,000 wastewater 

customer accounts (representing a population of approximately 1.4 million people) throughout 

Pennsylvania. 

2 Unless otherwise specified herein, references to Aqua PA also include Aqua PA Wastewater. 
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13. Aqua PA's existing service territory, including the service territory of Aqua PA 

Wastewater, includes all or portions of the following Pennsylvania counties: Adams, Berks, 

Bradford, Bucks, Carbon, Chester, Clarion, Clearfield, Columbia, Crawford, Cumberland, 

Delaware, Forest, Juniata, Lackawanna, Lawrence, Lehigh, Luzerne, Mckean, Mercer, 

Montgomery, Monroe, Northampton, Northumberland, Pike, Schuylkill, Snyder, Susquehanna, 

Venango, Warren, Wayne and Wyoming. A map of Aqua PA's existing service territory, 

including the service territory of Aqua PA Wastewater, is attached hereto as "Appendix C." 

14. All of the annual reports, tariffs, certificates, applications, and other documents 

filed with the Commission by Aqua PA and Aqua PA Wastewater are made a paii hereof by 

reference. Aqua PA and Aqua PA Wastewater have paid all special and general assessments 

made against them pursuant to Section 510 of the Code, 66 Pa. C.S. § 510. Aqua PA and Aqua 

PA Wasteyvater will remain responsible for the payment of any and all lawful special and general 

assessments related to their respective facilities that the Commission may make against them, 

pursuant to Section 510 of the Code, 66 Pa. C.S. § 510. 

3. Peoples Natural Gas Company LLC 

15. Peoples Natural Gas is a limited liability company formed under the laws of the 

Commonwealth of Pennsylvania for the purpose of providing natural gas transmission, 

distribution, and supplier of last resort services subject to the Commission's regulatory 

jurisdiction. Peoples Natural Gas is a wholly-owned subsidiary of PNG Companies LLC 

("PNG"), indirectly owned by SteelRiver Infrastructure Fund North America LP ("SRIFNA") 

and an affiliated fund, which are managed by SteelRiver Infrastructure Associates LLC and its 

affiliated investment management entities (collectively "SteelRiver").3 

3 On February 1, 2010, PNG closed on its purchase of all of the issued and outstanding shares of capital stock of 
Peoples Natural Gas, which acquisition was approved by the Commission. Joint Application for Approval of the 
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16. Peoples Natural Gas is a "public utility" and a "natural gas distribution company" 

as those terms are defined in Sections 102 and 2202 of the Code, 66 Pa. C.S. §§ 102, 2202. 

Peoples Natural Gas, including its Equitable Division,4 provides natural gas services to 

approximately 622,000 customers in all or portions of the following Pennsylvania counties: 

Allegheny, Armstrong, Beaver, Blair, Butler, Cambria, Clarion, Fayette, Greene, Indiana, 

Jefferson, Lawrence, Mercer, Somerset, Venango, Washington and Westmoreland. The existing 

areas served by Peoples Natural Gas, including its Equitable Division, are shown on the map 

attached as "Appendix D." 

17. All of the annual reports, tariffs, certificates, applications, and other documents 

filed with the Commission by Peoples Natural Gas, including its Equitable Division, are made a 

part hereof by reference. Peoples Natural Gas, including its Equitable Division, has paid all 

special and general assessments made against it pursuant to Section 510 of the Code, 66 Pa. C. S. 

§ 510. Peoples Natural Gas will remain responsible for the payment of any and all lawful special 

and general assessments related to Peoples Natural Gas' facilities, including the facilities of its 

Equitable Division, that the Commission may make against it, pursuant to Section 510 of the 

Code, 66 Pa. C.S. § 510. 

Transfer of the Issued and Outstanding Shares of Capital Stock of the Peoples Natural Gas Company, Docket No. 
A-2008-2063737 (November 19, 2009). 
4 On November 14, 2013, the Commission approved a series of transactions involving, among other things, the 
merger of Equitable Gas Company, LLC with Peoples Natural Gas and the operation of Equitable Gas Company, 
LLC as an operating division of Peoples Natural Gas. Joint Application of Peoples Natural Gas Company LLC, 
Peoples TWP LLC, and Equitable Gas Company, LLC for All of the Authority and the Necessary Certificates of 
Public Convenience (1) to Transfer All of the Issued and Outstanding Limited Liability Company Membership 
Interest of Equitable Gas Company, LI,,C to PNG Companies LLC, (2) to Merge Equitable Gas Company, LLC with 
Peoples Natural Gas Company LLC, (3) to Transfer Certain Storage and Transmission Assets of Peoples Natural 
Gas Company LLC to Affiliates of EQT Cmporation, (4) to Transfer Certain Assets between Equitable Gas 
Company, LLC and Affiliates of EQT Corporation, (5) for Approval of Certain Ownership Changes Associated with 
the Transaction, (6) for Approval of Certain Associated Gas Capacity and Supply Agreements, and (7) for Approval 
of Certain Changes in the Tariff of Peoples Natural Gas Company LLC, Docket Nos. A-2013-2353647, A-2013-
2353649, A-2013-2353651 (Order entered Nov. 14, 2013). 
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4. Peoples Gas Company LLC 

18. Peoples Gas, formerly Peoples TWP LLC, is a limited liability company formed 

under the laws of the Commonwealth of Pennsylvania for the purpose of providing natural gas 

transmission, distribution, and supplier of last resort services subject to the Commission's 

regulatory jurisdiction. Peoples Gas is a wholly-owned subsidiary of PNG.5 

19. Peoples Gas is a "public utility" and a "natural gas distribution company" as those 

terms are defined in Code Sections 102 and 2202, 66 Pa. C.S. §§ 102, 2202. Peoples Gas 

provides natural gas services to approximately 61,000 customers throughout its service territory, 

which includes all or portions of the following Pennsylvania counties: Allegheny, Armstrong, 

Beaver, Butler, Cambria, Clarion, Clearfield, Indiana, Jefferson, and Westmoreland. The 

existing areas served by Peoples Gas are shown on the map attached as "Appendix E." 

20. All of the annual reports, tariffs, certificates, applications, and other documents 

filed with the Commission by Peoples Gas are made a part hereof by reference. Peoples Gas has 

paid all special and general assessments made against it pursuant to Section 510 of the Code, 66 

Pa. C.S. § 510. Peoples Gas will remain responsible for the payment of any and all lawful 

special and general assessments related to Peoples Gas's facilities that the Commission may 

make against it, pursuant to Section 510 of the Code, 66 Pa. C.S. § 510. 

B. PEOPLES COMPANIES RELATED ENTITIES 

21. SteelRiver manages infrastructure investments throughout North America. 

5 On May 24, 2011, LDC Holdings II LLC, an indirect subsidiary of SRIFNA, closed on its purchase of all of the 
issued and outstanding shares of capital stock ofT.W. Phillips Gas and Oil Company (predecessor of Peoples Gas), 
which acquisition was approved by the Commission. Joint Application of T. W. Phillips Gas and Oil Company, 
TWP INC., and LDC Holdings II LLC for approval of a change of control of T. W. Phillips Gas and Oil Company 
from TWP INC. to LDC Holdings II LLC, an indirect subsidiary of SteelRiver Infrastructure Fund North America 
LP, Docket No. A-2010-2210326 (Order entered May 23, 2011). The Commission subsequently approved the 
internal-reorganization and transfer of Peoples Gas from LDC Holdings II LLC to PNG. Application for All of the 
Authority and Any Necessary Certijic(1tes of Public Convenience to Transfer All of the Membership Interests In 
Peoples Gas Company, LLC from LDC Holdings II, LLC to PNG Companies, LLC, Docket No. A-2017-2624578 
(Order entered Nov. 8, 2017). 
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22. Funding is a Delaware limited liability company and a wholly-owned direct 

subsidiary of LDC Parent LLC ("Parent"), which is indirectly owned by SRIFNA and an 

affiliated fund managed by SteelRiver. Funding directly owns a 100% interest in Holdings, 

which in turn owns a 100% interest in PNG. 

23. PNG is a limited liability company organized, validly existing, and in good 

standing under the laws of Delaware. PNG directly owns a 100% interest the Peoples 

Companies. PNG also directly owns other non-jurisdictional entities, as explained in greater 

detail below. 

24. Attached as "Appendix F" hereto is a chart showing the present ownership 

structure of the SRIFNA-related entities. 

25. As noted above and explained in Section III.B. below, Aqua America would, 

upon closing of the Proposed Transaction, purchase 100% of the interests in Funding. As such, 

Funding and its direct and indirect subsidiaries, Holdings and PNG, would no longer be owned 

by SteelRiver's privately traded and managed funds; rather, Funding and its subsidiaries would 

be 100% indirectly owned and controlled by Aqua America, a publicly traded company. 

III. DESCRIPTION OF THE PROPOSED TRANSACTION 

A. THE ACQUISITION 

26. Under the terms of the Purchase Agreement, Parent will sell, convey, transfer, 

assign and deliver to Aqua America all of the issued and outstanding membership interests in 

Funding. Funding currently owns all of the authorized, issued, and outstanding limited liability 

interests in Holdings, which in turn owns all of the authorized, issued, and outstanding limited 

liability members in PNG. PNG is the sole owner of the authorized, issued, and outstanding 
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limited liability interests of the Peoples Companies, as well as other non~urisdictional natural 

gas utilities and service providers. 

27. At the closing of the Proposed Transaction, Funding, its direct subsidiary 

(Holdings), and indirect subsidiary (PNG) would become wholly-owned direct and indirect 

subsidiaries of Aqua America. Thus, the Peoples Companies would become indirect subsidiaries 

of Aqua America. 

28. Among other things, the Applicants are seeking Commission approval of the 

change in control of Peoples Natural Gas and Peoples Gas that would occur as a result of Aqua 

America's acquisition of Funding, pursuant to Section 1102(a)(3) of the Code. 66 Pa. C.S. 

§ 1102(a)(3). 

B. OWNERSHIP CHANGES ASSOCIATED WITH THE PROPOSED 
TRANSACTION 

29. As explained above, after the close of the Proposed Transaction Aqua America 

would indirectly own and control 100% of Funding. No new intermediate corporate entity 

would be created between Aqua America and Funding. 

30. Currently, the Peoples Companies are wholly-owned subsidiaries of PNG, PNG is 

the wholly-owned subsidiary of Holdings, and Holdings is the wholly-owned subsidiary of 

Funding. Therefore, Funding is the indirect parent of the Peoples Companies. 

31. Currently, Funding is a wholly-owned subsidiary of Parent, which holds 100% of 

the membership interests in Funding. Immediately after the transfer by Parent, Aqua America 

would wholly .own and hold 100% of the membership interests in Funding and become the 

indirect parent of the Peoples Companies. The post-closing structure of Aqua America is shown 

in "Appendix G." In accordance with the structure set forth in "Appendix G," the Applicants 

would continue to provide their respective services in their existing service territories. 

11 
17770982vl 



32. Importantly, the Proposed Transaction would not result in any change of 

ownership associated with Aqua PA. As explained above, after the close of the Proposed 

Transaction, Funding would become a direct subsidiary of Aqua America and, therefore, a sister 

company to Aqua PA. As such, Aqua PA would remain a wholly-owned subsidiary of Aqua 

America. 

33. The Applicants herein are seeking Commission approval of the ownership 

changes described above to Peoples Natural Gas and Peoples Gas, pursuant to Section 1102(a)(3) 

of the Code. 66 Pa. C.S. § l 102(a)(3). 

C. NON JURISDICTIONAL OWNERSHIP CHANGES ASSOCIATED WITH 
THE PROPOSED TRANSACTION 

34. As explained above, the Proposed Transaction would result in Aqua America 

becoming the indirect parent of PNG. 

35, Along with the Peoples Companies, PNG owns 100% of the interests in certain 

non-Commission jurisdictional natural gas utilities: Peoples Gas KY LLC ("Peoples KY"); Delta 

Natural Gas Company, Inc. ("Delta"); and Peoples Gas WV LLC ("Peoples WV"). As explained 

in Section IX below, Aqua America would obtain the approval of the Kentucky Public Service 

Commission to acquire Peoples KY and Delta, and would also obtain the approval of the West 

Virginia Public Service Commission to acquire Peoples WV. 

36. In addition, Aqua America's acquisition of Funding would also result in the 

change in control of certain non-Commission jurisdictional entities currently operating within the 

Funding and PNG corporate chain. Specifically, the acquisition of Funding would include the 

acquisition of the following non-jurisdictional indirect subsidiaries of Funding and direct 

subsidiaries of PNG: PA Gas Marketing LLC; Peoples Service Company LLC; Peoples 

Homeworks LLC; Peoples Gathering LLC; Enpro, LLC; Delta Resources, LLC; and Delgasco, 
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LLC. PA Gas Marketing LLC is an existing legal entity but has no function at this time. 6 

Peoples Service Company LLC provides various administrative management services to the 

Peoples Companies and their affiliates and receives services from the Peoples Companies. 

Peoples Homeworks LLC provides heating and cooling protection and restoration programs for 

homeowners, as well as programs for furnaces and air conditioners. Peoples Gathering LLC 

provides natural gas gathering pipeline services in the Commonwealth. Enpro, LLC, Delta 

Resources, LLC, and Delgasco, LLC are former subsidiaries of Delta Natural Gas Company, Inc. 

in Kentucky and are currently engaged in the business of buying and selling gas and operating 

production properties. 

37. The Applicants' are not seeking Commission approval associated with Aqua 

America's acquisition of the aforementioned non-jurisdictional entities. 

D. FINANCING THE PROPOSED TRANSACTION 

38. The consideration to acquire Funding from Parent is a base price of $4.275 

billion, which includes a projected $1.3 billion of assumed debt, as adjusted pursuant to the terms 

of the Agreement. 

39. Aqua America would finance the consideration through a combination of equity 

capital and third party debt financing.· Aqua America has secured a fully committed bridge 

facility to fund the transaction. However, it is Aqua America's intent to raise permanent debt 

and equity capital for the long term utilizing multiple options. The financing would be structured 

to maintain strong investment grade credit ratings. Aqua America anticipates issuing 

approximately $2.2 to $2.9 billion of common equity and equity linked securities. In addition, 

6 The Applicants anticipate that PA Gas Marketing LLC will be dissolved prior to closing on the Proposed 
Transaction. 
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Aqua America anticipates approximately $0.4 to $0.9 billion of incremental Aqua America debt 

issued to fund the remainder of the transaction. 

40. After the close of the Proposed Transaction, PNG's externally-financed secured 

debt would remain outstanding. In addition, intercompany debt owed by the Peoples Companies 

to PNG would remain for its term. 

41. PNG will maintain credit ratings with two credit rating agencies as long as it has 

outstanding notes. 

42. Going forward, new debt would be raised either at the Aqua America or 

subsidiary level, as appropriate, based on market conditions. Aqua America would review 

private and public placement debt to achieve the best rates for ratepayers over the long term. 

The Applicants remain committed to securing financing sufficient to ensure that they continue to 

provide safe and reliable service to customers. 

43. Aqua America would maintain its capital structure for its water companies, and 

appropriate capital structures for the acquired natural gas companies. 

IV. LEGAL STANDARDS FOR COMMISSION APPROVAL 

A. STANDARD FOR REQUIRED SECTION 1102(a)(3) APPROVALS 

44. Section 1102(a)(3) of the Code, 66 Pa. C.S. § l 102(a)(3), provides, in pertinent 

part, that the Commission's prior approval, evidenced by a certificate of public convenience, is 

required: 

For any public utility or an affiliated interest of a public utility ... 
to acquire from, or to transfer to, any person or corporation ... by 
any method or device whatsoever, including the sale or transfer of 
stock and including a consolidation, merger, sale or lease, the title 
to, or the possession or use of, any tangible or intangible property 
used or useful in the public service. 
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45. To provide direction for future applicants, the Commission issued a Statement of 

Policy on October 22, 1994, to establish clear standards regarding the circumstances under which 

a transfer of voting interest constitutes a change in de facto control of the utility, which provides, 

in pertinent part, as follows: 

(1) A transaction or series of transactions resulting in a new 
controlling interest is jurisdictional when the transaction or 
transactions result in a different entity becoming the beneficial 
holder of the largest voting interest in the utility or parent, 
regardless of the tier. A transaction or series of transactions 
resulting in the elimination of a controlling interest is jurisdictional 
when the transaction or transactions result in the dissipation of the 
largest voting interest in the utility or parent, regardless of the tier. 

(2) For purposes of this section, a controlling interest is an 
interest, held by a person or group acting in concert, which enables 
the beneficial holders to control at least 20% of the voting interest 
in the utility or its parent, regardless of the remoteness of the 
transaction. In determining whether a controlling interest is 
present, voting power arising from a contingent right shall be 
disregarded. 

52 Pa. Code§ 69.901. Thus, Commission approval is required for any transaction that creates or 

eliminates a controlling interest and results in a different entity becoming the largest voting 

interest in a public utility company. The determination of the interests involved in a transaction 

considers all tiers of interest in the utility or parent of the utility and, thus, both direct and 

indirect ownership interests in a utility are considered under the Commission's Policy Statement.· 

46. Presently, 100% of the interests in Peoples Natural Gas and Peoples Gas are 

directly held by PNG and, therefore, are indirectly held by Funding. Under the terms of the 

Agreement, all of the issued and outstanding limited liability company membership interests of 

Funding would be transferred to Aqua America. As a result of the proposed transfer of Funding, 

Aqua America would indirectly own all of the Peoples Companies' tangible and intangible 

public service property. 

15 
17770982vl 



47. Further, pursuant to the Commission's Policy Statement, there would be a direct 

de facto change of control as a result of the proposed transfer of Funding because Aqua America 

would become the beneficial holder of all the voting interests in the Peoples Companies. 

48. Accordingly, each of Peoples Natural Gas and Peoples Gas must obtain a 

certificate of public convenience under Section 1102( a)(3) of the Code for Parent to tral).sfer its 

ownership of Peoples Natural Gas and Peoples Gas to Aqua America. The Applicants also seek 

a certificate of public convenience under Section 1102(a)(3) of the Code to effectuate the 

Proposed Transaction because Aqua America, the parent of Aqua PA and Aqua PA Wastewater, 

would indirectly acquire 100% of the interests in Peoples Natural Gas and Peoples Gas. 

49. Section 1103 of the Code sets forth the procedure to obtain certificates of public 

convemence. Under Sections 1102 and 1103, the Applicants must demonstrate that the party to 

whom the assets and service obligations are being transferred is technically, legally and 

financially fit. Seaboard Tank Lines, 502 A.2d 762, 764 (Pa. Cmwlth. 1985); Warminster 

Township Mun. Auth. v. Pa. Pub. Util. Comm 'n, 138 A.2d 240,243 (Pa. Super. 1958). 

50. However, unlike a new utility seeking Commission certification for the first time, 

Aqua America is presumed to be technically, legally and financially fit to assume control of the 

Peoples Companies by virtue of its long-standing existence and ownership of jurisdictional 

public utility service providers, e.g., Aqua PA. South Hills Movers, Inc. v. Pa. Pub. Util. 

Comm 'n, 601 A.2d 1308 (Pa. Cmwlth. 1992); Re Blue Bird Coach Lines, Inc., 72 PA PUC 262, 

285-286 (1990); Re VIP. Travel Services, Inc., 56 PA PUC 625,631 (1982). Significantly, the 

Commission has previously applied this presumption where the acquiring public utility provided 

service of a different nature than that of the public utility it acquired. See In re: Application of 

Pennsylvania Power & Light Company, P FG Gas, Inc., and North Penn Gas Company, Docket 
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Nos. A-120650F0006, A-122050F0003, 1998 Pa. PUC LEXIS 23, at *36-37 (Initial Decision 

dated May 1, 1998), adopted by, Opinion and Order, Docket Nos. A-120650F0006, A-

122050F0003, 1998 Pa. PUC LEXIS 33, *28 (Order dated July 24, 1998). Aqua America's 

technical, legal and financial fitness are described in Section VII of the Application. 

51. The Commission may issue a certificate of public convenience upon a finding that 

"the granting of such certificate is necessary or proper for the service, accommodation, 

convenience, or safety of the public." 66 Pa. C.S. § l 103(a). This standard requfres the 

Commission to find that the Proposed Transaction will "affirmatively promote the service, 

accommodation, convenience, or safety of the public in some substantial way." City of York v. 

Pa. Pub. Util. Comm 'n, 449 Pa. 136, 151, 295 A.2d 825, 828 (1972). The "substantial public 

interest" standard is satisfied by a simple preponderance of the evidence of benefits, and such 

burden can be met by showing a likelihood or probability of public benefits that need not be 

quantified or guaranteed. Popowsky v. Pa. Pub. Util. Comm 'n, 594 Pa. 583,611,937 A.2d 1040, 

1057 (2007). Further, the substantial public benefit test does not require that every customer 

receive a benefit from the Proposed Transaction. Popowsky, at 617-18, 937 A.2d at 1061. 

52. The substantial affirmative benefits of the Proposed Transaction are described in 

Section VIII of this Application. 

B. STANDARD FOR REQUIRED SECTION 2210(a) APPROVALS 

53. Section 2210(a) of the Code provides as follows: 
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(a) General rule. --In the exercise of authority the commission 
otherwise may have to approve mergers or consolidations 
involving natural gas distribution companies or natural gas 
suppliers or the acquisition or disposition of assets or securities of 
natural gas distribution companies or natural gas suppliers, the 
commission shall consider: 

(1) Whether the proposed merger, consolidation, 
acquisition or disposition is likely to result in 
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66 Pa. C.S. § 2210(a). 

anticompetitive or discriminatory conduct, 
including the unlawful exercise of market power, 
which will prevent retail gas customers from 
obtaining the benefits of a properly functioning and 
effectively competitive retail natural gas market. 

(2) The effect of the proposed merger, 
consolidation, acquisition or disposition on the 
employees of the natural gas distribution company 
and on any authorized collective bargaining agent 
representing those employees. 

54. The Proposed Transaction is subject to the provisions of Section 2210 because it 

involves the acquisition of the property and securities of the Peoples Companies by Aqua 

America. 

55. Under Section 2210(a)(l) of the Code, the Commission is required to consider 

whether a proposed acquisition of a natural gas distribution company is likely to result in 

anticompetitive or discriminatory conduct. 66 Pa. C.S. § 2210(a). Additionally, the Commission 

is required to consider the impact that a proposed acquisition 'of a natural gas distribution 

company may have on the employees of the natural gas distribution company. 66 Pa. C.S. § 

2210(a)(2). 

56. The requirements of Section 2210(a) are addressed m Section VI of this 

Application. 

C. BURDEN OF PROOF 

57. Section 332(a) of the Code provides that the party seeking a rule or order from the 

Commission has the burden of proof in that proceeding. 66 Pa. C.S. § 332(a). It is axiomatic 

that "[a] litigant's burden of proof before administrative tribunals as well as before most civil 

proceedings is satisfied by establishing a preponderance of evidence which is substantial and 

legally credible." Samuel J Lansberry, Inc. v. Pa. Pub. Util. Comm 'n, 578 A.2d 600, 602 (Pa. 
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Cmwlth. 1990). The preponderance of evidence standard requires proof by a greater weight of 

the evidence. Cmwlth. v. Williams, 732 A.2d 1167 (Pa. 1999). Consequently, as the parties 

seeking relief, the Applicants bear the burden of proving that the Proposed Transaction satisfies 

the requirements of Sections 1102, 1103, and 2210. 

58. Additionally, any finding of fact necessary to support an adjudication of the 

Commission must be based upon substantial evidence. Met-Ed Indus. Users Group v. Pa. Pub. 

Util. Comm 'n, 960 A.2d 189, 193 n.2 (Pa. Cmwlth. 2008) (citing 2 Pa. C.S. § 704). Substantial 

evidence is such relevant evidence as a reasonable mind might accept as adequate to support a 

conclusion, Borough of E. McKeesport v. Special/Temporary Civil Serv. Comm 'n, 942 A.2d 

274,281 (Pa. Cmwlth. 2008). The "presence of conflicting evidence in the record does not mean 

that substantial evidence is lacking." Allied Mechanical and Elec., Inc. v. Pa. Prevailing Wage 

Appeals Bd., 923 A.2d 1220, 1228 (Pa. Cmwlth. 2007) (citation omitted). 

V. EFFECT OF THE PROPOSED TRANSACTION ON RATES 

59. The Proposed Transaction would not have an immediate effect on rates. At 

closing of the Proposed Transaction, the water and wastewater tariffs of Aqua PA and the natural 

gas tariffs of Peoples Natural Gas and Peoples Gas would remain in full force and effect. 

Because the Applicants' base rates would remain in effect, as they may be amended from time to 

time in accordance with the law, the Proposed Transaction would not have an adverse ,effect on 

the Applicants' base rates. 

60. The Proposed Transaction is not expected to have any adverse impact on the cost 

of equity for ratemaking purposes. T~e Peoples Companies would have access to equity capital 

raised by Aqua America in the public marketplace, as explained further in Section VIII. 
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61. Finally, the Applicants note that no claim to recover the transaction costs and/or 

acquisition premium associated with the Proposed Transaction would be made in future base rate 

cases. 

VI. EFFECT OF THE PROPOSED TRANSACTION ON COMPETITION AND 
EMPLOYEES 

62. As noted above, under Section 2210(a)(l) of the Code, the Commission is 

required to consider whether a proposed acquisition of the securities of a natural gas distribution 

company is likely to result in anticompetitive or discriminatory conduct. 66 Pa. C.S. § 221 O(a). 

63. The Proposed Transaction would not result in anti-competitive or discriminatory 

conduct in the retail market for natural gas in Pennsylvania, nor would it have any adverse effect 

on the retail natural gas market in Pennsylvania. The Proposed Transaction would not result in 

any changes to the gas operations or customer choice programs of Peoples Natural Gas and 

Peoples Gas. All rates, terms and conditions that have an impact on retail competition in the 

Peoples Companies' respective service territories would remain unaffected by the Proposed 

Transaction. 

64. In addition, under Section 2210(a)(2) of the Code, the Commission is also 

required to consider the impact that a proposed acquisition of a natural gas distribution company 

may have on the employees of the natural gas distribution company. 66 Pa. C.S. § 2210(a)(2). 

65. Unlike an acquisition situation where an existing gas company, potentially from 

outside Pennsylvania, would acquire the Peoples Companies, the Proposed Transaction through 

Aqua America ownership would not have an adverse impact on the employees of the Peoples 

Companies. Under the Proposed Transaction, the Peoples Companies would maintain· current 

employees and Pittsburgh-based leadership. The Proposed Transaction does not contemplate the 

elimination of employees or leadership; rather, it would maintain the existing expertise in the 
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field of natural gas operations and management provided by the existing employees and 

Pittsburgh-based leadership of PNG, Peoples Natural Gas and Peoples Gas. 

66. Moreover, the combined, larger entity would provide employees with enhanced 

opportunities for career development, as explained in greater detail in Section VIII below. 

67. Furthermore, after the acquisition, the Peoples Companies would continue to 

honor the requirements of all union collective bargaining agreements, and treat all union 

employees in accordance with the National Labor Relations Act and other legal requirements. 

The Peoples Companies would also maintain their outstanding pension fund balances. 

VII. TECHNICAL, LEGAL AND FINANCIAL FITNESS 

A. AQUA AMERICA IS TECHNICALLY FIT TO OWN AND CONTROL 
THE PEOPLES COMPANIES 

68. Aqua America is the second largest investor-owned water utility in the country 

and is a financially strong, owner and manager of pipe-based utility assets in the United States. 

Aqua America owns and operates 1,486 water systems across its eight-state footprint, producing 

more than 82 billion gallons of quality drinking water in 201 7. The average capital budget for 

Aqua America's subsidiaries is approximately $500 million per year throughout its eight state 

service territories. Its sources of drinking water include three different types of water sources 

serving 2.3 million people. 

69. In addition, Aqua America, Peoples Natural Gas and Peoples Gas utilize 

surcharge mechanisms to manage their capital investments. Seven states in which Aqua America 

operates water utilities and five states in which Aqua America operates wastewater utilities 

permit Aqua America's subsidiaries to add a surcharge to their respective bills to offset the 

additional depreciation and capital costs associated with capital expenditures related to replacing 

and rehabilitating infrastructure systems, with a focus on distribution pipe. Similarly, both 
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Peoples Natural Gas and Peoples Gas utilize surcharge mechanisms to manage their capital 

investments within Pennsylvania. 

70. Moreover, Aqua America has significant experience owning and managing public 

utility infrastructure in Pennsylvania. Its wholly-owned subsidiaries, Aqua PA and Aqua PA 

Wastewater, provide water and wastewater services to over 435,000 water customer accounts 

and 24,000 wastewater customer accounts (representing a population of approximately 1.4 

million people). In providing water and wastewater service to Pennsylvania customers, Aqua PA 

has significant expertise in owning and operating pipeline public utility assets in conformance 

with the Code and the Commission's regulations and orders.· 

71. Aqua PA's investment in the state's water and wastewater infrastructure continues 

to benefit customers and the environment alike. When Aqua PA first began to accelerate 

pipeline replacement in 1996, Aqua PA's pipes were on a 900-year replacement cycle. Today, 

that has been significantly reduced to a 90-year replacement cycle. The benefits of Aqua PA's 

main replacement program have been most dramatic in its southeastern division, which is the 

largest division with 4,600 miles of main that serve approximately one million people. Main 

breaks in the southeastern division have been reduced by 70% to an all-time low of eight breaks 

per 100 miles of pipe, per year, and customer complaints have fallen by 59%. Non-revenue 

water also continues to trend downward, reducing expenses for power and treatment chemicals. 

72. Importantly, Aqua America also has significant experience implementing and 

managing Commission-approved Long Term Infrastructure Improvement Plans ("L TIIPs") 

involving the replacement of aging pipeline infrastructure throughout the Commonwealth of 

Pennsylvania. Aqua PA currently maintains separate LTIIPs for its water and wastewater assets, 

and regularly meets its LTIIP goals. Over the past 10 years, Aqua PA has replaced more than 
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1,300 miles of pipe, and invested over $1.1 billion in pipeline replacement. Aqua PA is currently 

replacing 2.3% of its mains per year, consistent with its Commission-approved LTIIP. 

73. An additional, important key factor in demonstrating technical fitness is the fact 

that the same highly-experienced teams already in place at PNG and the Peoples Companies 

would continue to lead the natural gas operations of the Peoples Companies after closing. The 

Proposed Transaction retains the existing employees and Pittsburgh-based leadership of the 

Peoples Companies responsible for the safe, reliable and efficient operation of these companies. 

This includes Morgan O'Brien and his leadership team. As a result, Aqua America would have 

access to the intellectual capital and expertise in natural gas operations and management of the 

Peoples Companies' existing teams. Maintaining the existing management and experience of the 

Peoples Companies will be a valuable tool in addressing the challenges faced by natural gas 

distribution companies. 

74. For these reasons, Aqua America, together with the Peoples Companies' current 

management and employees, have the managerial and utility experience necessary to effectuate 

the change of control contemplated by the Proposed Transaction and operate Peoples Natural 

Gas and Peoples Gas in the public interest. 

B. AQUA AMERICA IS LEGALLY FIT TO OWN AND CONTROL THE 
PEOPLES COMPANIES 

75. Aqua America is also legally fit to own and operate Peoples Natural Gas and 

Peoples Gas. Aqua America and its subsidiaries are in compliance with all federal and state 

laws, and have never been prosecuted, indicted or investigated for criminal activity in the United 

States or any other country. 

76. In order to reinforce its culture of compliance, Aqua America has also engaged 

numerous outside law firms to handle various specialized matters, including on-going 
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compliance with the Public Utility Code and this Commission's regulations, rules and orders. 

Additionally, Aqua America has access to an internal team of legal counsel and regulatory 

experts responsible for ensuring compliance with all applicable laws. Similarly. the Peoples 

Companies also have an internal team of legal counsel and regulatory experts, who would be 

retained following the acquisition. 

77. For these reasons, Aqua America is legally fit to own and operate Peoples Natural 

Gas and Peoples Gas. 

C. AQUA AMERICA IS FINANCIALLY FIT TO OWN AND CONTROL 
THE PEOPLES COMPANIES 

78. Aqua America is a publicly traded company that has substantial experience in 

raising both debt and equity capital in the public marketplace for approximately 130 years. 

Throughout its history, Aqua America has made major acquisitions of public utility companies 

and assets. For example, Philadelphia Suburban Corporation ("PSC"), the predecessor entity of 

Aqua America, acquired Consumers Water Company ("Consumers") for a total enterprise value 

of approximately $464 million in a deal that closed on March 11, 1999. The equity consideration 

consisted of approximately $289 million in PSC stock. At the time of the transaction, 

Consumers had approximately 230,000 connections throughout five states. The acquisition, 

when closed, created the second largest water utility in the United States, adding significant scale 

and efficiency as it combined two of the best-run water utilities in the country. In addition, PSC 

acquired AquaSource, Inc. ("AquaSource") in a transaction that closed on July 31, 2003. PSC 

acquired AquaSource for a total enterprise value of approximately $205 million. The 

consideration consisted of 100% cash, financed with equity and debt raised by PSC. The deal 

expanded PSC's customer count by 20%, adding 130,000 new customers from 11 states. The 

acquisition allowed PSC (which later changed its name to Aqua America) to invest in and 
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rehabilitate infrastructure across an increased geographic platform and further improve our 

nation's infrastructure. 

79. Aqua America also has substantial experience with post-acquisition integration 

planning and execution. More recently, Aqua America has added approximately $100 million of 

rate base from three municipal acquisitions in 2018 and expects to add another approximately 

$100 million in 2019 from other binding commitments. Aqua America and its subsidiaries have 

worked cooperatively with state agencies over time and been willing to step in and take over or 

assist with troubled water and wastewater systems for the public good that typically need 

significant infrastructure upgrades. Examples of Aqua America's efforts to acquire or assist 

troubled water and wastewater systems in Pennsylvania include its acquisitions of the Sun 

Valley, Emlenton and Washington Park systems, and its assistance of the North Heidelberg 

system. These acquisitions demonstrate Aqua America's ability: (1) to acquire companies and 

assets and finance the growing capital needs associated with owning and operating public utility 

companies and assets; and (2) to finance and meet the growing capital needs associated with 

owning and operating public utility companies and assets. 

80. Furthermore, Aqua American's ownership and operation of Aqua PA 

demonstrates a substantial commitment to invest significant, publicly-raised capital resources to 

further improve customer service, customer satisfaction, and pipeline infrastructure, while 

maintaining reasonable and competitive rates. Through these capital investments, Aqua PA has 

satisfied, and in many cases exceeded, its prior commitments regarding the replacement of aging 

water and wastewater pipeline infrastructure and has successfully completed the acquisition of 

numerous troubled municipally-owned water and wastewater systems. In addition, Aqua PA 
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regularly completes successful base water and wastewater rate proceedings before the 

Commission. 

81. Aqua America is a publicly traded company and, therefore, has access to a broad 

range of capital in all markets. Similar to Aqua PA, significant, publicly-raised capital resources, 

obtained through Aqua America, will be readily available to support Peoples Natural Gas's and 

Peoples Gas's ongoing operations, including necessary and appropriate future changes and 

improvements. 

82. In addition, Aqua America would be able to meet the increased capital 

requirements of Peoples Natural Gas and Peoples Gas in Pennsylvania, and the capital 

requirements of the other PNG subsidiaries in other states. In order to finance the Proposed 

Transaction, Aqua America would secure a combination of equity capital and third party debt 

financing. See Section III.D, supra. Furthermore, after the close of the Proposed Transaction, 

Aqua America would continue securing financing sufficient to ensure that Aqua PA and the 

Peoples Companies continue to provide safe and reliable service to customers. See Section 

III.D., supra. 

83. Finally, Aqua America would be able to raise and secure an additional $300-400 

million annually to support Peoples Natural Gas's and Peoples Gas's commitments for the 

replacement of aging pipeline infrastructure. As evidenced by Aqua America's history of raising 

capital for its $500 million annual capital program, Aqua America would be able to secure 

financing to support the Peoples Companies' infrastructure replacement program. 
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VIII. THE PROPOSED TRANSACTION WILL BENEFIT CUSTOMERS AND THE 
COMMUNITIES SERVED 

A. THE PEOPLES COMPANIES WILL BE PUBLICLY OWNED 

84. The Peoples Companies have prospered under SteelRiver ownership. In addition, 

both SteelRiver and SRIFNA made substantial commitments in prior acquisition proceedings to 

address the concerns raised by equity fund ownership of public utilities in response to the ten

factor test set forth in Application of Penn Estates Utilities, Inc., Docket Nos. A-210072F0003, 

et al., 2006 Pa. PUC LEXIS 88, 252 P.U.R.4th 131 (Order dated Oct. 2, 2006). 

85. Notwithstanding, the transfer to a publicly-traded corporation would provide 

important benefits. 

86. One benefit from public ownership would be expanded access to equity capital. 

Aqua America raises equity capital through public stock issuances. As a result, the Peoples 

Companies, through Aqua America, would have access to equity capital that can be raised in all 

markets. 

87. As explained in Section VII, above, Aqua America has been and is anticipated to 

be able to obtain the equity capital needed to finance substantial infrastructure investment. 

88. As a subsidiary of Aqua America, the Peoples Companies are expected to be able 

to raise the substantial amount of debt needed for infrastructure replacement at a cost equal to, or 

lower than, the current cost incurred by the Peoples Companies, at comparable tenors. 

89. Following acquisition by Aqua America, corporate governance of the Peoples 

Companies would be transparent. As a publicly traded company, Aqua America is subject to 

numerous reporting requirements that provide information to shareholders, government agencies 

including the Commission, and the public. Among the various reporting requirements that 

would apply to corporate governance of the Peoples Companies following the acquisition would 
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be the Sarbanes-Oxley Act of 2002. Aqua America is currently subject to the provisions of 

Sarbanes-Oxley. Further, Aqua America is subject to all reporting requirements of the New 

York Stock Exchange and the United States Securities and Exchange Commission, including 

requirements to submit executive compensation to its shareholders, hold annual voting on all of 

its directors, hold all employees accountable pursuant to a comprehensive and published Code of 

Ethics, provide oversight and governance pursuant to published Corporate Governance 

Guidelines, and provide a detailed report on its operations and maintenance expenses, revenues, 

and other financial reporting. 

90. Aqua America is also a long-term investor in utility operations, focused on long-

term ownership of utility assets. Aqua has owned and operated water systems in Pennsylvania 

for over 130 years. Aqua has owned and operated water systems in other states since 1999, and 

has owned and operated wastewater systems since 1996. Aqua America's overwhelming focus 

has been on regulated utility operations, and currently less than 1 % of Aqua America's revenues 

come from unregulated operations. 

91. Aqua America would bring substantial transparency as to capital structure. As 

explained above, acquisition debt would be raised publicly, and current plans are to raise debt to 

support the capital programs at either holding company or operating company levels through 

either public or private markets. Separate capital structures would be maintained for gas and 

water/wastewat~r operations for the foreseeable future, to appropriately reflect the separate 

business risks of these utility operations. 

92. Aqua America would also provide full transparency with respect to its corporate 

structure. As a publicly held corporation, Aqua America's subsidiary ownership and 
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organization will be completely transparent, including the ownership of subsidiaries that are not 

in the chain of ownership of Aqua PA or the Peoples Companies. 

93. Finally, as a publicly held corporation, Aqua America's creditworthiness is and 

would be a matter of public knowledge. 

B. AQUA AMERICA'S AND THE PEOPLES COMPANIES' COMBINED 
INFRASTRUCTURE EXPERIENCE WILL BENEFIT BOTH GAS AND 
WATER/WASTEWATER OPERATIONS. 

94. Aqua America's water and wastewater subsidiaries and the Peoples Companies 

both have substantial experience in infrastructure replacement. This experience will be 

beneficial to customers and the public in a combined company in the future. 

95. Aqua America's subsidiaries have replaced a substantial amount of infrastructure. 

Over the past 10 years, Aqua America water subsidiaries have invested approximately $3 .5 

billion in infrastructure improvements which includes replacement of approximately 1,600 miles 

of mains. Aqua America's subsidiaries would continue these levels of expenditures over the 

foreseeable future. 

96. The Peoples Companies have substantially increased their expenditures on 

infrastructure replacement. Under their current Commission-approved Combined Distribution 

LTIIP, the Peoples Companies will replace approximately 650 miles of main, and remove the "at 

risk" pipe from approximately 71,000 customers over the next five years.7 Over the five-year 

term of their Combined Distribution LTIIP, the Peoples Companies will spend approximately 

$880 million on infrastructure replacement. Aqua America commits to continue the Combined 

Distribution L TIIP following the acquisition as approved by the Commission. In addition, Aqua 

America commits to reviewing the current Combined Distribution LTIIP and considering a more 

aggressive program to benefit the Peoples Companies' customers. 

7 The Peoples Companies will be replacing both company-owned and customer-owned at-risk services. 
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97. Sharing of best practices in infrastructure replacement is anticipated to further 

improve efficiency in replacement of underground pipe for both gas and water/wastewater 

operations. Some of the ways in which best practices may improve efficiency in pipeline 

replacement include contracting, tracking of pipe in need of replacement and experience in 

replacing pipe in urban areas. 

98. The Peoples Companies have submitted their annual Section 1307(£) filing 

regarding the Peoples Companies' annual adjustment and reconciliation of their natural gas costs 

through the ratemaking process. Under the terms and conditions of the Commission-approved 

partial settlement of the Peoples Companies' 2018 Section 1307(£) proceedings, the Peoples 

Companies agreed to Unaccounted for Gas ("UFG") targets and the Combined UFG Mitigation 

Plan related to their gathering systems for the upcoming three-year period. Aqua America 

commits to support continuation of the Combined UFG Mitigation Plan following the 

acquisition. 

C. EMPLOYMENT BENEFITS 

99. The acquisition of the Peoples Companies by Aqua America would maintain jobs 

in Pennsylvania, and provide expanded job opportunities for both gas and water/wastewater 

employees. 

100. The sale of the Peoples Companies to a public company based in Pennsylvania 

would retain Pennsylvania jobs. Aqua America intends to maintain separate headquarters for its 

gas (Pittsburgh) and water/wastewater (Bryn Mawr) operations. 

101. Aqua America will honor the existing union contracts and pension plans of the 

Peoples Companies. 
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102. Aqua America will not alter its water and wastewater employee levels as a result 

of the acquisition and will continue to execute the infrastructure replacement plans of its water 

and wastewater subsidiaries, as disclosed in its LTIIPs filed with the Commission. 

103. The combination of ownership of the gas and water/wastewater operations also 

will provide additional advancement opportunities for employees. Aqua America intends to 

allow employees from the Peoples Companies to bid on job openings at Aqua America and the 

Aqua water/wastewater operations, and vice versa. 

D. LONG-TERM EFFICIENCIES FROM THE ACQUISITION 

104. Both Aqua America and the Peoples Companies share complementary core 

competencies. These include expertise in pipeline replacement, strong relationships with 

customers, credibility with regulators and advanced operational efficiency. All of these would 

create long-term value for stakeholders. 

105. To the extent shared information technology ("IT") systems can be utilized and 

create efficiencies, Aqua America would seek to implement these efficiencies over time. A 

shared IT system will likely be developed in the next several years following the Proposed 

Transaction, which will benefit both gas and water operations. 

I 06. The Peoples Companies installed a new SAP Technology Platform, following 

acquisition by SRIFNA. Aqua America does' not currently utilize a standardized technology 

platform and would certainly benefit from transitioning onto a new SAP Technology Platform in 

the future for its water and wastewater operations. 

I 07. If both the gas and water/wastewater operations operate from the same platform, 

Aqua America would be able to develop a large, multi-utility service company. At that time, 

Aqua America can leverage a larger platform to create a more efficient and effective overhead 

structure than can be possible for each operation on a standalone basis. This may benefit areas 
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such as finance, human resources, regulatory, IT and supply chain. A single IT platform also 

may improve the efficiency of customer services. , 

108. Economies of scale with a larger customer base of both gas and water will allow 

for greater investment in technology solutions that will enhance customer service tools as well as 

technology tools for enhanced management of similar activities, including the design and 

engineering of pipe replacement programs, mapping of pipelines, and other improvements and 

work efficiency tools that might not be economical on a standalone basis. 

E. COMMUNITY PRESENCE 

109. Aqua America has a substantial community presence throughout Pennsylvania. 

Aqua PA currently serves customers in 32 counties across Pennsylvania. This community 

presence will increase with the acquisition of the Peoples Companies, which currently serve 

customers in 18 counties in western Pennsylvania. 

110. Aqua America's mission is to protect and provide Earth's most essential resource. 

Aqua America, and in particular Aqua PA, is committed to the communities it serves, its 

customers, and the environment. Giving back to the communities in which Aqua America's 

subsidiaries operate is part of the Aqua America culture. For instance, Aqua America's 

subsidiaries, including Aqua PA, participate in various volunteer opportunities throughout the 

year including food banks, bike-a-thons, Habitat for Humanity, and the American Red Cross, 

with specific focus on making an impact in the communities within its operating subsidiaries' 

service territories. Additionally, environmental initiatives serve as a focal point for the Aqua 

America, through support of river and watershed associations and volunteer opportunities such 

as tree planting and stream clean ups. Supporting nonprofit organizations through volunteer 

activities furthers the mission of Aqua America's corporate giving and volunteer program. 
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111. Community commitment is one of the Peoples Companies' core values and the 

Peoples Companies have an active community presence in western Pennsylvania. The Peoples 

Companies make financial commitments to community and charitable organizations throughout 

their service territories - to both large organizations and small. Among the organizations that the 

Peoples Companies support are the Salvation Army, United Way, Leukemia/Lymphoma Society, 

Dollar Energy Fund, March of Dimes, and Greater Pittsburgh Literacy Council. The Peoples 

Companies also have a very active Volunteer Activities Committee and offer ongoing volunteer 

events such as collecting and packaging food in partnership with local food banks, cleaning the 

rivers with Paddle without Pollution, mentoring youths through Big Brothers Big Sisters or 

providing winter outerwear for children with the Salvation Army's Project Bundle Up. 

112. Aqua America would maintain the community presence of the Peoples 

Companies following consummation of the acquisition, including retaining gas operations 

headquarters in Pittsburgh. 

F. AFFILIATE RELATIONSHIPS 

113. Aqua America has very limited non-utility operations. Excluding its service 

company, less than 1 % ofrevenues and 0.2% of assets are from non-utility operations. 

114. The assets to be acquired through the Proposed Transaction also would be 

overwhelmingly utility assets. There are no current plans to expand the scope of non-utility 

operations. 

115. After closing, the current plan will be to evaluate specific functions that more 

appropriately belong in a shared services company. 

116. Aqua America commits to updating and filing the necessary affiliated transaction 

agreements at the appropriate time. 
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IX. OTHER REGULATORY AND SHAREHOLDER APPROVALS 

117. Aqua America plans to complete the Proposed Transaction as soon as possible, 

after all regulatory approvals have been obtained. The Applicants respectfully request approval 

of the Application on or before the May 23, 2019 public meeting date. 

118. In addition to approval from this Commission, the Proposed Transaction also 

requires approval from the Kentucky Public Service Commission and the West Virginia Public 

Service Commission for the change in control of the natural gas utilities operating in those states. 

119. The Proposed Transaction is also subject to federal clearances under the Hart

Scott-Rodino Antitrust Improvements Act. No approvals from the Federal Energy Regulatory 

Commission are required to effectuate the Proposed Transaction. 

120. Shareholder approvals are not required to effectuate the Proposed Transaction. 

121. Finally, to the extent that any affiliated interest agreement approvals by the 

Commission are required by the Proposed Transaction, the Applicants will submit the relevant 

affiliated interest agreements for Commission review and approval after the close· of the 

Proposed Transaction. 

X. ADDITIONAL SUPPORTING DATA 

122. The following appendices, containing additional information in support of this 

Application, are attached hereto: 
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• Appendix A - The Agreement and Associated Buyer and Seller Disclosures 
[HIGHLY CONFIDENTIAL - FILED UNDER SEAL] 

• Appendix B - Chart of Present Ownership Structure of Aqua Entities 

• Appendix C - Map of Existing Aqua PA Water and Wastewater Service 
Territories 

• Appendix D -Map of Existing Peoples Natural Gas Service Territory 
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• Appendix E- Map of Existing Peoples Gas Service Territory 

• Appendix F - Chart of Present Ownership Structure of SRIFNA Entities 

• Appendix G - Pro Forma Post-Acquisition Corporate Organization Chart of 
Aqua Entities 

• Appendix H-Form 10-K of Aqua America as of December 31, 2017. 

• Appendix I - Income Statement and Balance Sheet of Aqua PA as of 
December 31, 2017. 

• Appendix J - Income Statement and Balance Sheet of Peoples Natural Gas as 
of December 31, 2017. 

• Appendix K - Income Statement and Balance Sheet of Peoples Gas as of 
December 31, 2017. 

123. The Applicants also intend to file the following pieces of Direct Testimony, and 

incorporate these statements as a part of this Application by reference: 

• Joint Applicants' Statement No. 1 - Direct Testimony of Christopher H. 
Franklin, Chairman, Chief Executive Officer and President of Aqua America 

• Joint Applicants' Statement No. 2 - Direct Testimony of Dan Schuller, 
Executive Vice President and Chief Financial Officer of Aqua America 

• Joint Applicants' Statement No. 3 - Direct Testimony of Morgan O'Brien, 
President and Chief Executive Officer of Peoples Natural Gas and PNG 

• Joint Applicants' Statement No. 4 - Direct Testimony of Rick Fox, Executive 
Vice President and Chief Operating Office, Regulated Operations of Aqua 
America 

• Joint Applicants' Statement No. 5 - Direct Testimony of Jim Barbato, Vice 
President, Corporate Engineering of Aqua America 

124. Finally, all annual reports, tariffs, certificates of public convenience, applications, 

securities certificates, and similar documents previously filed by the Applicants are made a part 

hereof by reference. 
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XI. CONCLUSION 

WHEREFORE, for all the foregoing reasons, the Applicants respectfully request that the 

Pennsylvania Public Utility Commission approve and issue the necessary certificates of public 

convenience to: 

(1) Transfer the control of Peoples Natural Gas Company LLC and Peoples Gas 

Company LLC to Aqua America, Inc., by way of the purchase of LDC Funding 

LLC by Aqua America, Inc.; and 

(2) Grant any other approvals or certificates appropriate, customary, or necessary under 

the Public Utility Code to carry out the transactions contemplated in this 

Application in a lawful manner. 

Kimberly A. Joyce (ID # 86605) 
Alexander R. Stahl (ID# 317012) 
Regulatory Counsel 
Aqua America Inc. 
7 62 West Lancaster A venue 
Bryn Mawr, PA 19010 
Phone: 610-645-1077 
E-mail: kajoyce@aquaamerica.com 
E-mail: astahl@aquaamerica.com 

Date: November 13, 2018 
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Michael W. Hassell (ID # 3 4 8 51) 
Garrett P. Lent (ID # 3 215 66) 
Post & Schell, P.C. 
17 North Second Street 
12th Floor 
Harrisburg, PA 17101-16.01 
Phone:717-731-1970 
Fax: 717-731-1985 
E-mail: mgang@postschell.com 
E-mail: mhassell@postschell.com 
E-mail: glent@postschell.com 

Counsel for Aqua America, Inc. and its 
subsidiaries, Aqua Pennsylvania, Inc. and 
Aqua Pennsylvania Wastewater, Inc. 

mailto:kajoyce@aquaamerica.com
mailto:astahl@aquaamerica.com
mailto:mgang@postschell.com
mailto:mhassell@postschell.com
mailto:glent@postschell.com


William H. Roberts II, Esq. (PA ID No. 54724) 
Peoples Natural Gas Company LLC 
375 North Shore Drive 
Pittsburgh, PA 15212 
Phone: (412) 208-6527 
E-mail: william.h.robertsii@peoples-gas.com 

Date: November 13, 2018 
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Jonathan P. Nase, A ID# 44003) 
Cozen O'Connor 
17 North Second Street, Suite 1410 
Harrisburg,PA 17101 
Phone: (717) 703-5892 
Fax: (215) 989-4216 
E-mail: dzambito@cozen.com 

jnase@cozen.com 

Counsel for Peoples Natural Gas Company 
LLC and Peoples Gas Company LLC 
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Aqua America Corporate Structure 

*The above corporate structure shows the active first tier operating subsidiaries of Aqua America 
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Post-Transaction Corporate Structure 

*The above corporate structure shows the active first tier operating subsidiaries of AA 
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS 

Certain statements in this Annual Report on Form 10-K (the "Annual Report") are forward-looking statements 
within the meaning of Section 27 A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934 
that are made based upon, among other things, our current assumptions, expectations, plans, and beliefs concerning future 
events and their potential effect on us. These forward-looking statements involve risks, uncertainties and other factors, 
many of which are outside our control that may cause our actual results, performance or achievements to be materially 
different from any future results, performance or achievements expressed or implied by these forward-looking statements. 
In some cases you can identify forward-looking statements where statements are preceded by, followed by or include the 
words "believes," "expects," "anticipates," "plans," "future," "potential," "probably," "predictions," "intends," "will," 
"continue," "in the event" or the negative of such terms or similar expressions. Forward-looking statements in this 
Annual Report include, but are not limited to, statements regarding: 

• recovery of capital expenditures and expenses in rates; 
• projected capital expenditures and related funding requirements; 
• our capability to pursue timely rate increase requests; 
• the availability and cost of capital financing; 
• developments, trends and consolidation in the water and wastewater utility and infrastructure industries; 
• dividend payment projections; 
• opportunities for future acquisitions, both within and outside the water and wastewater industry, the success 

of pending acquisitions and the impact of future acquisitions; 
• the capacity of our water supplies, water facilities and wastewater facilities; 
• the impact of federal and/or state tax policies, including changes in tax laws and policies as a result of the 

recently enacted Tax Cuts and Jobs Act, and the regulatory treatment of the effects of those policies; 
• the impact of geographic diversity on our exposure to unusual weather; 
• the impact of conservation awareness of customers and more efficient plumbing fixtures and appliances on 

water usage per customer; 
• our authority to carry on our business without unduly burdensome restrictions; 
• the continuation of investments in strategic ventures; 
• our ability to obtain fair market value for condemned assets; 
• the impact of fines and penalties; 
• the impact of changes in and compliance with governmental laws, regulations and policies, including those 

dealing with taxation, the environment, health and water quality, and public utility regulation; 
• the impact of decisions of governmental and regulatory bodies, including decisions to raise or lower rates; 
• the development of new services and technologies by us or our competitors; 
• the availability of qualified personnel; 
• the condition of our assets; 
• the impact of legal proceedings; 
• general economic conditions; 
• acquisition-related costs and synergies; 
• the sale of water and wastewater divisions; and 
• the amount of income tax deductions for qualifying utility asset improvements and the Internal Revenue 

Service's ultimate acceptance of the deduction methodology. 
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Because forward-looking statements involve risks and uncertainties, there are imp01iant factors that could cause actual 
results to differ materially from those expressed or implied by these forward-looking statements, including but not limited 
to: 

• changes in general economic, business, credit and financial market conditions; 
• changes in governmental laws, regulations and policies, including those dealing with taxation, the 

environment, health and water quality, and public utility regulation; 
• the profitability of future acquisitions; 
• changes to the rules or our assumptions underlying our determination of what qualifies for an income tax 

deduction for qualifying utility asset improvements; 
• the decisions of governmental and regulatory bodies, including decisions on rate increase requests; 
• our ability to file rate cases on a timely basis to minimize regulatory lag; 
• abnormal weather conditions, including those that result in water use restrictions; 
• changes in, or unanticipated, capital requirements; 
• changes in our credit rating or the market price of our common stock; 
• changes in valuation of strategic ventures; 
• our ability to integrate businesses, technologies or services which we may acquire; 
• our ability to manage the expansion of our business; 
• our ability to treat and supply water or collect and treat wastewater; 
• the extent to which we are able to develop and market new and improved services; 
• the effect of the loss of major customers; 
• our ability to retain the services of key personnel and to hire qualified personnel as we expand; 
• labor disputes; 
• increasing difficulties in obtaining insurance and increased cost of insurance; 
• cost overruns relating to improvements to, or the expansion of, our operations; 
• increases in the costs of goods and services; 
• civil disturbance or terroristic threats or acts; 
• the continuous and reliable operation of our information technology systems, including the impact of cyber 

security attacks or other cyber-related events; 
• changes in accounting pronouncements; 
• litigation and claims; and 
• changes in environmental conditions, including the effects of climate change. 

Given these risks and uncertainties, you should not place undue reliance on any forward-looking statements. You should 
read this Annual Report completely and with the understanding that our actual future results, performance and 
achievements may be materially different from what we expect. These forward-looking statements represent assumptions, 
expectations, plans, and beliefs only as of the date of this Annual Rep01i. Except for our ongoing obligations to disclose 
certain information under the federal securities laws, we are not obligated, and assume no obligation, to update these 
forward-looking statements, even though our situation may change in the future. For further information or other factors 
which could affect our financial results and such forward-looking statements, see Risk Factors. We qualify all of our 
forward-looking statements by these cautionary statements. 
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PART I 

Item 1. Business 

The Company 

Aqua America, Inc. (referred to as "Aqua America", the "Company", "we", "us", or "our"), a Pennsylvania corporation, is 
the holding company for regulated utilities providing water or wastewater services to an estimated three million people in 
Pennsylvania, Ohio, Texas, Illinois, North Carolina, New Jersey, Indiana, and Virginia. Our largest operating subsidiary 
is Aqua Pennsylvania, Inc., which accounted for approximately 52% of our operating revenues and approximately 74% of 
our net income for 2017. As of December 31, 2017, Aqua Pennsylvania provided water or wastewater services to 
approximately one-half of the total number of people we serve. Aqua Pennsylvania's service territory is located in the 
suburban areas in counties north and west of the City of Philadelphia and in 27 other counties in Pennsylvania. Our other 
regulated utility subsidiaries provide similar services in seven other states. In addition, the Company's market-based 
activities are conducted through Aqua Infrastructure, LLC and Aqua Resources Inc. Aqua Infrastructure provides non
utility raw water supply services for firms in the natural gas ddlling industry. Aqua Resources provides water and 
wastewater service through two operating and maintenance contracts with municipal authorities close to our utility 
companies' service territory; and offers, through a third party, water and wastewater line repair service and protection 
solutions to households. In 2017, we completed the sale of business units that are reported within Aqua Resources, which 
installed and tested devices that prevent the contamination of potable water and repaired water and wastewater systems, 
and repaired and performed maintenance on water and wastewater systems. Additionally, during 2016, we completed the 
sale of business units within Aqua Resources, which provided liquid waste hauling and disposal services and inspection, 
and cleaning and repair of storm and sanitary wastewater lines. 

Aqua America, which prior to its name change in 2004 was known as Philadelphia Suburban Corporation, was formed in 
1968 as a holding company for its primary subsidiary, Aqua Pennsylvania, formerly known as Philadelphia Suburban 
Water Company. In the early 1990s, we embarked on a growth through acquisition strategy focused on water and 
wastewater operations. Our most significant transactions to date have been the merger with Consumers Water Company 
in 1999, the acquisition of the regulated water and wastewater operations of AquaSource, Inc. in 2003, the acquisition of 
Heater Utilities, Inc. in 2004, and the acquisition of American Water Works Company, Inc.'s regulated water and 
wastewater operations in Ohio in 2012. Since the early 1990s, our business strategy has been primarily directed toward 
the regulated water and wastewater utility industry, where we have more than quadrupled the number ofregulated 
customers we serve, and have extended our regulated operations from southeastern Pennsylvania to include our current 
regulated utility operations throughout Pennsylvania and in seven other states. During 2010 through 2013, we sold our 
utility operations in six states, pursuant to a portfolio rationalization strategy to focus our operations in areas where we 
have critical mass and economic growth potential. Currently, the Company seeks to acquire businesses in the U.S. 
regulated sector, which includes water and wastewater utilities and other regulated utilities, and to pursue growth ventures 
in market-based activities, such as infrastructure opportunities that are supplementary and complementary to our regulated 
businesses. 
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The following table reports our operating revenues, by principal state, for the Regulated segment and Other and 
eliminations for the year ended December 31, 2017: 

Pennsylvania 
Ohio 
Texas 
Illinois 
North Carolina 
Other states ( 1) 
Regulated segment total 
Other and eliminations 
Consolidated 

Operating Revenues (000's) 
$ 419,594 

106,254 
72,312 
64,129 
54,991 
87,625 

804,905 
4,620 

$ 809,525 

Operating Revenues (%) 
51.9% 
13.1% 
8.9% 
7.9% 
6.8% 

10.8% 
99.4% 
0.6% 

100.0% 

(1) Includes our operating subsidiaries in the following states: New Jersey, Indiana, and Virginia. 

Information concerning revenues, net income, identifiable assets and related financial information for the Regulated 
segment and Other and eliminations for 2017, 2016, and 2015 is set forth in Management's Discussion and Analysis of 
Financial Condition and Results of Operations and in Note 17 - Segment Information in the Notes to Consolidated 
Financial Statements which is contained in Item 8 of this Annual Report. 

The following table summarizes our operating revenues, by utility customer class, for the Regulated segment and Other 
and eliminations for the year ended December 31, 2017: 

Residential water 
Commercial water 
Fire protection 
Industrial water 
Other water 
Total water 
Wastewater 
Other utility 
Regulated segment total 
Other and eliminations 
G:onsolidated 

Operating Revenues (000's) 
$ 483,865 

130,373 
30,619 
27,880 
34,705 

707,442 
87,560 
9,903 

804,905 
4,620 

$ 809,525 

Operating Revenues(%) 
59.8% 
16.1% 
3 .. 8% 
3.4% 
4.3% 

87.4% 
10.8% 

1.2% 
99.4% 

0.6% 
100 .. 0% 

Our utility customer base is diversified among residential water, commercial water, fire protection, industrial water, other 
water, wastewater customers, and other utility customers ( consisting of operating contracts that are closely associated with 
the utility operations). Residential water and wastewater customers make up the largest component of our utility customer 
base, with these customers representing approximately 70% of our water and wastewater revenues for 2017, 2016, and 
2015, respectively. Substantially all of our water customers are metered, which allows us to measure and bill for our 
customers' water consumption. Water consumption per customer is affected by local weather conditions during the year, 
especially during late spring, summer, and early fall. In general, during these seasons, an extended period of dry weather 
increases consumption, while above average rainfall decreases consumption. Also, an increase in the average temperature 
generally causes an increase in water consumption. On occasion, abnormally dry weather in our service areas can result 
in governmental authorities declaring drought warnings and imposing water use restrictions in the affected areas, which 
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could reduce water consumption. See "Business - Water Utility Supplies, and Facilities and Wastewater Utility 
Facilities" for a discussion of water use restrictions that may impact water consumption during abnormally dry weather. 
The geographic diversity of our utility customer base reduces the effect of our exposure to extreme or unusual weather 
conditions in any one area of our service territory. Water usage is also affected by changing consumption patterns by our 
customers, resulting from such causes as increased water conservation and the installation of water saving devices and 
appliances that can result in decreased water usage. It is estimated that in the event we experience a 0.50% decrease in 
residential water consumption it would result in a decrease in annual residential water revenue of approximately 
$2,400,000, and would likely be partially offset by a reduction in incremental water production expenses such as 
chemicals and power. 

Our growth in revenues over the past five years is primarily a result of increases in water and wastewater rates and 
customer growth. See Economic Regulation for a discussion of water and wastewater rates. The increase in our utility 
customer base has been due to customers added through acquisitions, partnerships with developers, and organic growth 
(excluding dispositions) as shown below: 

Year 

2017 

2016 

2015 

2014 

2013 

Utility Customer Growth Rate 

1.1% 

1.6% 

1.9% 

1.3% 

1.3% 

In 2017, our customer count increased by 10,584 customers, primarily due to utility systems that we acquired and organic 
growth. Overall, for the five-year period of 2013 through 2017, our utility customer base, adjusted to exclude customers 
associated with utility system dispositions, increased at an annual compound rate of 1 .4%. During the five-year period 
ended December 31, 2017, our utility customer base including customers associated with utility system acquisitions and 
dispositions increased from 968,357 at January 1, 2013 to 982,849 at December 31, 2017. This five-year period includes 
the impact of the condemnation of our Fort Wayne, IN system in 2014, which resulted in the loss of approximately 13,000 
connections. 

Acquisitions and Other Growth Ventures 

We believe that acquisitions will continue to be an important source of customer growth for us. We intend to continue to 
pursue acquisitions of govermnent-owned and regulated water and wastewater systems that provide services in areas near 
our existing service territories or in new service areas. We engage in continuing activities with respect to potential 
acquisitions, including calling on prospective sellers, performing analyses of and due diligence on acquisition candidates, 
making preliminary acquisition proposals, and negotiating the terms of potential acquisitions. Futiher, we are also 
seeking other potential business oppmiunities, including but not limited to, partnering with public and regulated utilities to 
invest in infrastructure projects, growing our market-based activities by acquiring businesses that provide water and 
wastewater or other utility-related services, and investing in infrastructure projects. 

According to the U.S. Environmental Protection Agency ("EPA"), approximately 85% of the U.S. population obtains its 
water from community water systems, and 15% of the U.S. population obtains its water from private wells. With 
approximately 53,000 community water systems in the U.S. (82% of which serve less than 3,300 customers), the water 
industry is the most fragmented of the major utility industries (telephone, natural gas, electric, water and wastewater). 
The majority of these community water systems are government-owned, and the balance of the systems are regulated 
utilities. The nation's water systems range in size from large government-owned systems, such as the New Yark City 
water system which serves approximately 8.5 million people, to small systems, where a few customers share a common 
well. In the states where we operate regulated utilities, we believe there are approximately 14,500 community water 
systems of widely-varying size, with the majority of the population being served by government-owned water systems. 
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Although not as fragmented as the water industry, the wastewater industry in the U.S. also presents opportunities for 
consolidation. According to the EPA's most recent survey of wastewater treatment facilities (which includes both 
government-owned facilities and regulated utility systems) in 2012, there are approximately 15,000 such facilities in the 
nation serving approximately 76% of the U.S. population. The remaining population represents individual homeowners 
with their own treatment facilities; for example, community on-lot disposal systems and septic tank systems. A majority 
of wastewater facilities are government-owned rather than regulated utilities. The EPA's survey also indicated that there 
are approximately 4,000 wastewater facilities in operation in the states where we operate regulated utilities. 

Because of the fragmented nature of the water and wastewater utility industries, we believe there are many potential water 
and wastewater system acquisition candidates throughout the U.S. We believe the factors driving consolidation of these 
systems are: 

• the benefits of economies of scale; 
• the increasing cost and complexity of environmental regulations; 
• the need for substantial capital investment; 
• the need for technological and managerial expertise; 
• the desire to improve water quality and service; 
• limited access to cost-effective financing; 
• the monetizing of public assets to support, in some cases, the declining financial condition of municipalities; and 
• the use of system sale proceeds by a municipality to accomplish other public purposes. 

We are actively exploring opportunities to expand our utility operations through acquisitions or other growth ventures. 
During the five-year period ended December 31, 2017, we expanded our utility operations by completing 70 acquisitions 
or other growth ventures. 

Water Utility Supplies and Facilities and Wastewater Utility Facilities 

Our water utility operations obtain their water supplies from surface water sources, underground aquifers, and water 
purchased from other water suppliers. Our water supplies are primarily self-supplied and processed at twenty-one surface 
water treatment plants located in four states, and numerous well stations located in all of the states in which we conduct 
business. Approximately 7% of our water supplies are provided through water purchased from other water suppliers. It is 
our policy to obtain and maintain the permits necessary to obtain the water we distribute. 

We believe that the capacities of our sources of supply, and our water treatment, pumping and distribution facilities, are 
generally sufficient to meet the present requirements of our customers under normal conditions. We plan system 
improvements and additions to capacity in response to normal replacement and renewal needs, changing regulatory 
standards, changing patterns of consumption, and increased demand from customer growth. The various state utility 
commissions have generally recognized the operating and capital costs associated with these improvements in setting 
water and wastewater rates. 

On occasion, drought warnings and water use restrictions are issued by governmental authorities for portions of our 
service territories in response to extended periods of dry weather conditions. The timing and duration of the warnings and 
restrictions can have an impact on our water revenues and net income. In general, water consumption in the summer 
months is more affected by drought warnings and restrictions because discretionary and recreational use of water is at its 
highest during the summer months. At other times of the year, warnings and restrictions generally have less of an effect 
on water consumption. Currently, portions of our northern and central Texas service areas have conservation water 
restrictions. Drought warnings and watches result in the public being asked to voluntarily reduce water consumption. 

We believe that our wastewater treatment facilities are generally adequate to meet the present requirements of our 
customers under normal conditions. Additionally, we own several wastewater collection systems that convey the 
wastewater to a municipally-owned facility for treatment. Changes in regulatory requirements can be reflected in revised 
permit limits and conditions when permits are renewed, typically on a five-year cycle, or when treatment capacity is 
expanded. Capital improvements are planned and budgeted to meet normal replacement and renewal needs, anticipated 
changes in regulations, needs for increased capacity related to projected growth, and to reduce inflow and infiltration to 
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collection systems. The various state utility commissions have generally recognized the operating and capital costs 
associated with these improvements in setting wastewater rates for current and new customers. It is our policy to obtain 
and maintain the permits necessary for the treatment of the wastewater that we return to the environment. 

Economic Regulation 

Most of our water and wastewater utility operations are subject to regulation by their respective state utility commissions, 
which have broad administrative power and authority to regulate billing rates, determine franchise areas and conditions of 
service, approve acquisitions and authorize the issuance of securities. The utility commissions also establish uniform 
systems of accounts and approve the terms of contracts with affiliates and customers, business combinations with other 
utility systems, and loans and other financings. The policies of the utility commissions often differ from state to state, and 
may change over time. A small number of our operations are subject to rate regulation by county or city governments. 
The profitability of our utility operations is influenced to a great extent by the timeliness and adequacy of rate allowances 
we are granted by the respective utility commissions or authorities in the various states in which we operate. 

Rate Case Management Capability- We maintain a rate case management capability, the objective of which is to provide 
that the tariffs of our utility operations reflect, to the extent practicable, the timely recovery of increases in costs of 
operations, capital expenditures, interest expense, taxes, energy, materials, and compliance with environmental 
regulations. We file rate increase requests to recover and earn a fair return on the infrastructure investments that we make 
in improving or replacing our facilities and to recover expense increases. In the states in which we operate, we are 
primarily subject to economic regulation by the following state utility commissions: 

State 
Pennsylvania 
Ohio 
Texas 
Illinois 
North Carolina 
New Jersey 
Indiana 

Virginia 

Utility Commission 
Pennsylvania Public Utility Commission 
Public Utilities Commission of Ohio 
Public Utility Commission ofTexas 
Illinois Commerce Commission 
North Carolina Utilities Commission 
New Jersey Board of Public Utilities 
Indiana Utility Regulatory Commission 

Virginia State Corporation Commission: 

Our water and wastewater operations are comprised of 53 rate divisions, each of which requires a separate rate filing for 
the evaluation of the cost of service, including the recove1y of investments, in connection with the establishment of rates 
for that rate division. When feasible and beneficial to our utility customers, we will seek approval from the applicable 
state regulatory commission to consolidate rate divisions to achieve a more even distribution of costs over a larger 
customer base. All of the states in which we operate permit us to file a revenue requirement for some form of 
consolidated rates for all, or some of the rate divisions in that state. 

In Virginia, we may seek authorization to bill our utility customers in accordance with a rate filing that is pending before 
the respective regulatory commission. As of December 31, 2017, we have no billings under interim rate arrangements for 
rate case filings in progress. Furthermore, some utility commissions authorize the use of expense deferrals and 
amortization in order to provide for an impact on our operating income by an amount that approximates the requested 
amount in a rate request. In these states, the additional revenue billed and collected prior to the final regulatory 
commission ruling is subject to refund to customers based on the outcome of the ruling. The revenue recognized and the 
expenses defetTed by us reflect an estimate as to the final outcome of the ruling. If the request is denied completely or in 
part, we could be required to refund to customers some or all of the revenue billed to date and write-off some or all of the 
deferred expenses. 

Revenue Surcharges - Six states in which we operate water utilities, and five states in which we operate wastewater 
utilities, permit us to add a surcharge to their respective bills to offset the additional depreciation and capital costs 
associated with capital expenditures related to replacing and rehabilitating infrastructure systems. Without this surcharge, 
a water and wastewater utility absorbs all of the depreciation and capital costs of these projects between base rate 
increases. The gap between the time that a capital project is completed and the recovery of its costs in rates is known as 
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regulatory lag. This surcharge is intended to substantially reduce regulatory lag, which often acted as a disincentive to 
water and wastewater utilities to rehabilitate their infrastructure. In addition, our subsidiaries in some states use a 
surcharge or credit on their bills to reflect changes in costs, such as changes in state tax rates, other taxes and purchased 
water costs, until such time as the new cost levels are incorporated into base rates. 

Currently, New Jersey allows for an infrastructure rehabilitation surcharge for water utilities, while Pennsylvania, Illinois, 
Ohio, Indiana, and North Carolina allow for the use of an infrastructure rehabilitation surcharge for both water and 
wastewater utility systems. The infrastructure rehabilitation surcharge typically adjusts periodically based on additional 
qualified capital expenditures completed or anticipated in a future period, and is capped at a percentage of base rates, 
generally at 5% to 12.75%, and is reset to zero when new base rates that reflect the costs of those additions become 
effective or when a utility's earnings exceed a regulatmy benchmark. This surcharge provided revenues of$10,255,284 
in 2017, $7,379,000 in 2016, and $3,261,000 in 2015. 

Income Tax Accounting Change - In December 2012, Aqua Pennsylvania adopted an income tax accounting change, 
implemented on Aqua America's 2012 federal income tax return, which was filed in September 2013. This accounting 
change allows a tax deduction for qualifying utility asset improvements that were formerly capitalized for tax purposes, 
and was implemented in response to a June 2012 rate order issued by the Pennsylvania Public Utility Commission. The 
Pennsylvania rate order requires use of the flow-through method of income tax benefits which results in a reduction in 
current income tax expense as a result of the recognition of income tax benefits resulting from the accounting change. 
This tax accounting change and its treatment under the Pennsylvania rate order provided sufficient income tax benefits to 
permit the suspension of the Pennsylvania infrastructure rehabilitation surcharge from January 1, 2013 to September 30, 
2017. Beginning on October 1, 2017, Aqua Pennsylvania initiated a water infrastructure rehabilitation surcharge for the 
capital invested since the last rate proceeding and expects to file a base rate case in 2018. 

Fair Market Value Legislation - In April 2016, Pennsylvania enacted legislation allowing the public utility commission to 
utilize fair market value to set ratemaking rate base instead of the depreciated original cost of water or wastewater assets 
for certain qualifying municipal acquisitions. The legislation includes a process for engaging two independent utility 
valuation experts to perform appraisals that are filed with the public utility commission and then averaged and compared 
to the purchase price. The ratemaking rate base is the lower of the average of the appraisals or the purchase price and is 
subject to regulatory approval. Illinois, Indiana, and New Jersey also have legislation that allows the use of fair market 
value under varying rules and circumstances. We believe that this legislation will encourage consolidation in the water 
and wastewat~r industry providing municipalities with an option for exiting the business if they are dealing with their 
aging, deteriorating water and wastewater assets, do not have the expertise or technical capabilities to continue to comply 
with ever increasing environmental regulations or simply want to focus on other community priorities. 

Competition 

In general, we believe that Aqua America and its subsidiaries have valid authority, free from unduly burdensome 
restrictions, to enable us to carry on our business as presently conducted in the franchised or contracted areas we now 
serve. The rights to provide water or wastewater service to a particular franchised service territory are generally non
exclusive, although the applicable utility commissions usually allow only one regulated utility to provide service to a 
given area. In some instances, another water utility provides service to a separate area within the same political 
subdivision served by one of our subsidiaries. Therefore, as a regulated utility, there is little or no competition for the 
daily water and wastewater service we provide to our customers. Water and wastewater utilities may compete for the 
acquisition of other water and wastewater utilities or for acquiring new customers in new service territories. Competition 
for these acquisitions generally comes from nearby utilities, either other regulated utilities or municipal-owned, and 
sometimes from strategic or financial purchasers seeking to enter or expand in the water and wastewater industry. We 
compete for new service territories and the acquisition of other utilities on the following bases: 

• economic value; 
• economies of scale; 
• our ability to provide quality water and wastewater service; 
• our existing infrastructure network; 
• our ability to petform infrastructure improvements; 
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• our ability to comply with environmental, health, and safety regulations; 
• our technical, regulatory, and operational expertise; 
• our ability to access capital markets; and 
• our cost of capital. 

The addition of new service territories and the acquisition of other utilities by regulated utilities such as us are generally 
subject to review and approval by the applicable state utility commissions. 

In a very few number of instances, in one of our southern states, where there are municipally-owned water or wastewater 
systems near our operating divisions, the municipally-owned system may either have water distribution or wastewater 
collection mains that are located adjacent to our division's mains or may construct new mains that parallel our mains. In 
these rare circumstances, the municipally-owned system may attempt to voluntarily offer service to customers who are 
connected to our mains, resulting in our mains becoming surplus or underutilized without compensation. 

In the states where our subsidiaries operate, it is possible that portions of our subsidiaries' operations could be acquired by 
municipal governments by one or more of the following methods: 

• eminent domain; 
• the right of purchase given or reserved by a municipality or political subdivision when the original franchise was 

granted; and 
• the right of purchase given or reserved under the law of the state in which the subsidiary was incorporated or from 

which it received its permit. 

The price to be paid upon such an acquisition by the municipal government is usually determined in accordance with 
applicable law under eminent domain. In other instances, the price may be negotiated, fixed by appraisers selected by the 
parties or computed in accordance with a formula prescribed in the law of the state or in the particular franchise or charter. 
We believe that our operating subsidiaries will be entitled to fair market value for any assets that are condemned, and we 
believe the fair market value will be in excess of the book value for such assets. 

Despite maintaining a program to monitor condemnation interests and activities that may affect us over time, one of our 
primary strategies continues to be to acquire additional water and wastewater systems, to maintain our existing systems 
where there is a business or a strategic benefit, and to actively oppose unilateral efforts by municipal governments to 
acquire any of our operations, particularly for less than the fair market value of our operations or where the municipal 
government seeks to acquire more than it is entitled to under the applicable law or agreement. On occasion, we may 
voluntarily agree to sell systems or portions of systems in order to help focus our efforts in areas where we have more 
critical mass and economies of scale or for other strategic reasons. 

Environmental, Health and Safety Regulation 

Provision of water and wastewater services is subject to regulation under the federal Safe Drinking Water Act, the Clean 
Water Act, and related state laws, and under federal and state regulations issued under these laws. These laws and 
regulations establish criteria and standards for drinking water and for wastewater discharges. In addition, we are subject 
to federal and state laws and other regulations relating to solid waste disposal, dam safety and other aspects of our 
operations. Capital expenditures and operating costs required as a result of water quality standards and environmental 
requirements have been traditionally recognized by state utility commissions as appropriate for inclusion in establishing 
rates. 

From time to time, Aqua America has acquired, and may acquire, systems that have environmental compliance issues. 
Environmental compliance issues also arise in the course of normal operations or as a result ofregulatory changes. Aqua 
America attempts to align capital budgeting and expenditures to address these issues in due course. We believe that the 
capital expenditures required to address outstanding environmental compliance issues have been budgeted in our capital 
program and represent approximately $63,237,000, or approximately 3.0% of our expected total capital expenditures over 
the next five years. We are parties to agreements with regulatory agencies in Pennsylvania, Texas, North Carolina, and 
Indiana under which we have committed to make improvements for environmental compliance. These agreements are 
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intended to provide the regulators with assurance that problems covered by these agreements will be addressed, and the 
agreements generally provide protection from fines, penalties and other actions while corrective measures are being 
implemented. We are actively working directly with state environmental officials in Pennsylvania, Texas, and North 
Carolina to implement or amend regulatory agreements as necessary. 

Safe Drinking Water Act - The Safe Drinking Water Act establishes criteria and procedures for the EPA to develop 
national quality standards for drinking water. Regulations issued pursuant to the Safe Drinking Water Act set standards 
regarding the amount of microbial and chemical contaminants and radionuclides in drinking water. CmTent requirements 
under the Safe Drinking Water Act are not expected to have a material impact on our business, financial condition, or 
results of operations as we have made and are making investments to meet existing water quality standards. We may, in 
the future, be required to change our method of treating drinking water at some sources of supply and make additional 
capital investments if additional regulations become effective. 

Clean Water Act - The Clean Water Act regulates discharges from drinking water and wastewater treatment facilities into 
lakes, rivers, streams, and groundwater. It is our policy to obtain and maintain all required permits and approvals for the 
discharges from our water and wastewater facilities, and to comply with all conditions of those permits and other 
regulatory requirements. A program is in place to monitor facilities for compliance with permitting, monitoring and 
reporting for wastewater discharges. From time to time, discharge violations may occur which may result in fines. These 
fines and penalties, if any, are not expected to have a material impact on our business, financial condition, or results of 
operations. We are also parties to agreements with regulatory agencies in several states where we operate while 
improvements are being made to address wastewater discharge issues. 

Solid Waste Disposal - The handling and disposal of waste generated from water and wastewater treatment facilities is 
governed by federal and state laws and regulations. A program is in place to monitor our facilities for compliance with 
regulatory requirements, and we are not aware of any significant environmental remediation costs necessary from our 
handling and disposal of waste material from our water and wastewater operations. 

Dam Safety- Our subsidiaries own thirty dams, of which fifteen are classified as high hazard dams that are subject to the 
requirements of the federal and state regulations related to dam safety, which undergo regular inspections and an annual 
engineering inspection. After a thorough review and inspection of our dams by professional outside engineering firms, we 
believe that all fifteen dams are structurally sound and well-maintained, except as described below. These inspections 
provide recommendations for ongoing rehabflitation which we include in our capital improvement program. 

We performed studies of our dams that identified three dams in Pennsylvania and two dams in Ohio requiring capital 
improvements. These capital improvements result from the adoption by state regulatory agencies ofrevised formulas for 
calculating the magnitude of a possible maximum flood event. The most significant capital improvement remaining to be 
performed in our dam improvement program is on one dam in Pennsylvania at a total estimated cost of $13,300,000. 
Design for this dam commenced in 2013 and construction is expected to be completed in 2021. 

A recent dam inspection in Illinois found cracks on two control gate mechanisms, and as a result, temporary gates were 
installed to eliminate reliance on the cracked control gates. An inspection of the other control gates was conducted in the 
fourth quarter of 2017, and it was determined that certain of the dam's control gates could be replaced. Although we are 
unable to estimate the amount of this planned capital expenditure at this time, the amount may be significant, and we 
believe such capital investments will be recoverable in ratemaking. 

One of our Ohio dams needing capital improvements is no longer used for water supply, and may be sold to a third party. 
Should that sale not be consummated, we will need to breech the dam or rehabilitate portions of the dam at a cost ofup to 
approximately $2,600,000. 

Lead and Copper Rule - The events in Flint, Michigan, which commenced in 2014, and other communities have brought 
attention to the issue of lead in drinking water from home plumbing. Lead in drinking water can come from lead that 
leaches from service lines, home plumbing solder, and fixtures or faucets. Since the Lead and Copper Rule in 1992, we 
have been working to prevent lead leaching from home plumbing sources by reducing water corrosivity and adding 
chemicals that can prevent leaching of lead in pipes and homes. We also focus on identifying and removing lead service 
lines and encouraging customers to replace the customer-owned portion of the service line if it is lead as they are 

11 



Table of Contents 

identified during our main replacement program or during other maintenance activities. We are currently developing a 
lead service line inventory. We support the recommendations of The Lead Service Line Replacement Collaborative, a 
collaborative of leading water industry organizations that has recommended full replacement of lead service lines as a 
"best practice" to reduce lead in drinking water, but we only have control over the company-owned portion of each 
service line. In cases where we are replacing a company-owned lead service line, our standard approach is to replace the 
company-owned portion and advise and encourage the customer to replace the customer-owned portion of the service line, 
all the way to the customer's home. We also advise customers of the potential health impacts oflead in drinking water, 
and conduct lead testing at homes following replacement of a lead service line. We do not plan on replacing customer
owned lead service lines at locations where our portion of the service line does not contain lead, but ifwe become aware 
of such situations we will notify the customer. It is anticipated that the EPA will propose updated regulations for the Lead 
and Copper Rule in 2018. 

Partnership for Safe Water Program -Aqua America is a proud pmiicipant in the American Water Works Association's 
(A WWA) Partnership for Safe Water Program. This voluntary program is a commitment to excellence within the 
drinking water community above and beyond EPA' s stringent treatment goals. All of our active surface water treatment 
plants (within Pennsylvania, Ohio, Illinois, and Virginia) maintain good standing in the program which includes many 
awards of achievement. The honors include the "Director's Award" ( achieved at 5 systems) which recognizes plants that 
have: 1) completed a comprehensive self-assessment report, 2) created an action plan for continuous improvement, and 3) 
provided several evaluations of performance demonstrating operational excellence. Several of our systems have met these 
criteria annually and have received 5, 10, 15, and 20 year subscriber awards. Furthermore, our Roaring Creek 
Pennsylvania treatment plant has received the Phase IV Excellence Award, the highest honor achieved in the Partnership 
Program. 

Safety Standards - Our facilities and operations may be subject to inspections by representatives of the Occupational 
Safety and Health Administration from time to time. We maintain safety policies and procedures to comply with the 
Occupational Safety and Health Administration's rules and regulations, but violations may occur from time to time, which 
may result in fines and penalties, which are not expected to have a material impact on our business, financial condition, or 
results of operations. We endeavor to correct such violations promptly when they come to our attention. 

Security 

We maintain security measures at our facilities, and collaborate with federal, state and local authorities and industry trade 
associations regarding information on possible threats and security measures for water and wastewater utility operations. 
The costs incurred are expected to be recoverable in water and wastewater rates and are not expected to have a material 
impact on our business, financial condition, or results of operations. 

We also maintain cyber security protection measures with respect to our information technology, including our customer 
data, and, in some cases, the monitoring and operation of our treatment, storage and pumping facilities. 

Employee Relations 

As of December 31, 2017, we employed a total of 1,530 full-time employees. Our subsidiaries are patties to 15 labor 
agreements with labor unions covering 527 employees. The labor agreements expire at various times between March 
2018 and October 2022. 

Available Information 

We file annual, quarterly, current reports, proxy statements, and other information with the Securities and Exchange 
Commission ("SEC"). You may read and copy any document we file with the SEC at the SEC's public reference room at 
100 F Street, NE, Washington, DC 20549. Please call the SEC at 1-800-SEC-0330 for further information on the public 
reference room. You may also obtain our SEC filings from the SEC's web site at www.sec.gov. 

Our internet web site address is www.aquaamerica.com. We make available free of charge through our web site's 
Investor Relations page all of our filings with the SEC, including our annual report on Form 10-K, quarterly reports on 
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Form 10-Q, current reports on Form 8-K, and other information. These reports and information are available as soon as 
reasonably practicable after such material is electronically filed with the SEC. 

In addition, you may request a copy of the foregoing filings, at no cost by writing or telephoning us at the following 
address or telephone number: 

Investor Relations Department 
Aqua America, Inc. 

762 W. Lancaster Avenue 
Bryn Mawr, PA 19010-3489 
Telephone: 610-527-8000 

Our Board of Directors has various committees including an audit committee, an executive compensation committee, a 
corporate governance committee, and a risk mitigation and investment policy committee. Each of these committees has a 
formal chmier. We also have Corporate Governance Guidelines and a Code ofEthical Business Conduct. Copies of these 
charters, guidelines, and codes can be obtained free of charge from our Investor Relations page on our web site, 
www.aquaamerica.com. In the event we change or waive any pmiion of the Code of Ethical Business Conduct that 
applies to any of our directors, executive officers, or senior financial officers, we will post that information on our web 
site. 

The references to our web site and the SEC's web site are intended to be inactive textual references only, and the contents 
of those web sites are not incorporated by reference herein and should not be considered pmi of this or any other repmi 
that we file with or furnish to the SEC. 

Item IA. Risk Factors 

In addition to the other information included in this Annual Report, the following/actors should be considered in 
evaluating our business and future prospects. Any of the following risks, either alone or taken together, could materially 
harm our business, financial condition, and results of operations. If one or more of these or other risks or uncertainties 
materialize, or if our underlying assumptions prove to be incorrect, our business, financial condition, and results of 
operations could be materially harmed. 

Contamination of our water supply, including water provided to our customers, may result in disruption in our 
services, additional costs and litigation wlticlt could ltarm our business,financial condition, and results of operations. 

Our water supplies, including water provided to our customers, are subject to possible contamination, including from: 

• naturally occurring compounds or man-made substances; 
• chemicals and other hazardous materials; 
• lead and other materials; 
• pharmaceuticals and personal care products; and 
• possible deliberate or terrorist attacks. 

Depending on the nature of the water contamination, we may have to inteirnpt the use of that water supply until we are 
able to substitute, where feasible, the flow of water from an uncontaminated water source, including if practicable, the 
purchase of water from other suppliers, or continue the water supply under restrictions on use for drinking or broader 
restrictions against all use except for basic sanitation and essential fire protection. We may incur significant costs, 
including, but not limited to, costs for water quality testing and monitoring, treatment of the contaminated source through 
modification of our current treatment facilities or development of new treatment methods, or the purchase of alternative 
water supplies. In addition, the costs we could incur to decontaminate a water source or our water distribution system and 
dispose of waste could also be significant. The costs resulting from the contamination may not be recoverable in rates we 
charge our customer, or may not be recoverable in a timely manner. Ifwe are unable to adequately treat the contaminated 
water supply or substitute a water supply from an uncontaminated water source in a timely or cost-effective manner, there 
may be an adverse effect on our business, financial condition, and results of operations. We could also be subject to: 
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• claims for consequences arising out of human exposure to contamination and/or hazardous substances in our 
water supplies, including toxic torts; 

• claims for other environmental damage; 
• claims for customers' business interruption as a result of an interruption in water service; 
• claims for breach of contract; 
• criminal enforcement actions; or 
• other claims. 

The events in Flint, Michigan, which commenced in 2014, and other communities have brought attention to the issue of 
lead in drinking water from home plumbing. Lead in drinking water can come from lead that leaches from service lines, 
home plumbing solder, and fixtures or faucets. We have been working to prevent lead leaching from home plumbing 
sources by reducing water corrosivity and adding chemicals that can prevent leaching of lead in pipes and homes. We 
also focus on identifying and removing lead service lines and encouraging customers to replace the customer-owned 
portion of the service line if it is lead as they are identified during our main replacement program or during other 
maintenance activities. We support the recommendations of The Lead Service Line Replacement Collaborative, a 
collaborative of leading water industry organizations that has recommended full replacement of lead service lines as a 
"best practice" to reduce lead in drinking water, but we only have control over the company-owned portion of each 
service line. In cases where we are replacing a company-owned lead service line, our standard approach is to replace the 
company-owned pmiion and advise and encourage the customer to replace the customer-owned portion of the service line, 
all the way to the customer's home. We also advise customers of the potential health impacts oflead in drinking water, 
and conduct lead testing at homes following replacement of a lead service line. We do not plan on replacing customer
owned lead service lines at locations where our portion of the service line does not contain-lead, but ifwe become aware 
of such situations we will notify the customer. We anticipate that the EPA will propose updated regulations for the 1992 
Lead and Copper Rule in 2018. Any such regulatory changes could have an impact on our business. 

We may incur costs to defend our position and/or incur reputational damage even ifwe are not liable for consequences 
arising out of human exposure to contamination and/or hazardous substances in our water supplies or other environmental 
damage. Our insurance policies may not be sufficient to cover the costs of these claims, and losses incurred may make it 
difficult for us to secure insurance in the future at acceptable rates. Such claims or actions could harm our business, 
financial condition, and results of operations. 

Tlte rates we charge our customers are subject to regulation. If we are unable to obtain government approval of our 
requests for rate increases or if approved rate increases are untimely or inadequate to recover and earn a return on our 
capital investments, to recover expenses or taxes, or to take into account changes in water usage, our profitability may 
suffer. 

The rates we charge our customers are subject to approval by utility commissions in the states in which we operate. We 
file rate increase requests, from time to time, to recover our investments in utility plant and expenses. Our ability to 
maintain and meet our financial objectives is dependent upon the recovery of, and return on, our capital investments and 
expenses through the rates we charge our customers. Once a rate increase petition is filed with a utility commission, the 
ensuing administrative and hearing process may be lengthy and costly, and our costs may not always be fully recoverable. 
The timing of our rate increase requests are therefore partially dependent upon the estimated cost of the administrative 
process in relation to the investments and expenses that we hope to recover through the rate increase. In addition, the 
amount or :frequency of rate increases may be decreased or lengthened as a result of many factors including changes in 
regulatory oversight in the states in which we operate water and wastewater utilities and income tax laws, including 
regulations regarding tax-basis depreciation as it applies to our capital expenditures or qualifying utility asset 
improvements. We can provide no assurances that any future rate increase request will be approved by the appropriate 
utility commission; and, if approved, we cannot guarantee that these rate increases will be granted in a timely or sufficient 
manner. 

In Virginia, we may seek authorization to bill our utility customers in accordance with a rate filing that is pending before 
the respective regulatory commission. Furthermore, some utility commissions authorize the use of expense deferrals and 
amortization in order to provide for an impact on our operating income by an amount that approximates the requested 
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amount in a rate request. The additional revenue billed and collected prior to the final ruling is subject to refund to 
customers based on the outcome of the mling. The revenue recognized and the expenses deferred by us reflect an 
estimate as to the final outcome of the ruling. If the request is denied completely or in part, we could be required to 
refund to customers some or all of the revenue billed to date, and write-off some or all of the deferred expenses. 

Our business requires significant capital expenditures that are partially dependent 011 our ability to secure appropriate 
funding. Disruptions in the capital markets may limit our access to capital. If we are unable to obtain sufficient 
capital, or if the cost of borrowing increases, it may harm our busi11ess,fi11a11cial condition, results of operations, and 
our ability to pay dividends. 

Our business is capital intensive. In addition to the capital required to fund customer growth through our acquisition 
strategy, on an annual basis, we spend significant sums for additions to or replacement of property, plant and equipment. 
We obtain funds for our capital expenditures from operations, contributions and advances by developers and others, debt 
issuances, and equity issuances. We have paid dividends consecutively for 73 years and our Board of Directors 
recognizes the value that our common shareholders place on both our historical payment record and on our future 
dividend payments. Our ability to maintain and meet our financial objectives is dependent upon the availability of 
adequate capital, and we may not be able to access the capital markets on favorable terms or at all. If in the future, our 
credit facilities are not renewed or our short-term borrowings are called for repayment, we would need to seek alternative 
financing sources; however, there can be no assurance that these alternative financing sources would be available on terms 
acceptable to us. In the event we are unable to obtain sufficient capital, we may need to take steps to conserve cash by 
reducing our capital expenditures or dividend payments and our ability to pursue acquisitions may be limited. The 
reduction in capital expenditures may result in reduced potential earnings growth, affect our ability to meet environmental 
laws and regulations, and limit our ability to improve or expand our utility systems to the level we believe.appropriate. 
There is no guarantee that we will be able to obtain sufficient capital in the future on reasonable terms and conditions for 
expansion, construction and maintenance. In addition, delays in completing major capital projects could delay the 
recovery of the capital expenditures associated with such projects through rates. If the cost of borrowing increases, we 
might not be able to recover increases in our cost of capital through rates. The inability to recover higher borrowing costs 
through rates, or the regulatory lag associated with the time that it takes to begin recovery, may harm our business, 
financial condition, and results of operations. 

Our inability to comply with debt covenants under our credit facilities could result in prepayment obligations. 

We are obligated to c~mply with debt covenants under some of our loan and debt agreements. Failure to ~omply with 
covenants under our credit facilities could result in an event of default, which if not cured or waived, could result in us 
being required to repay or finance these b01rnwings before their due date, limit future borrowings, cause us to default on 
other obligations, and increase borrowing costs. Ifwe are forced to repay or refinance (on less favorable terms) these 
borrowings, our business, financial condition, and results of operations could be harmed by reduced access to capital and 
increased costs and rates. 

One of the important elements of our growth strategy is the acquisition of water and wastewater utility systems. Any 
future acquisitions we decide to undertake may involve risks. Further, competition for acquisition opportunities from 
other regulated utilities, governmental entities, and strategic a11dfi11a11cial buyers may hinder our ability to grow our 
business. 

One important element of our growth strategy is the acquisition and integration of water and wastewater utility systems in 
order to broaden our service areas. We will not be able to acquire other businesses if we cannot identify suitable 
acquisition opportunities or reach mutually agreeable terms with acquisition candidates. It is our intent, when practical, to 
integrate any businesses we acquire with our existing operations. The negotiation of potential acquisitions as well as the 
integration of acquired businesses could require us to incur significant costs and cause diversion of our management's time 
and resources. Future acquisitions by us could result in: 

• dilutive issuances of our equity securities; 
• incurrence of debt, contingent liabilities, and environmental liabilities; 
• unanticipated capital expenditures; 
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• failure to maintain effective internal control over financial reporting; 
• recording goodwill and other intangible assets for which we may never realize their full value and may result in 

an asset impairment that may negatively affect our results of operations; 
• fluctuations in quarterly results; 
• other acquisition related expenses; and 
• exposure to unknown or unexpected risks and liabilities. 

Some or all of these items could harm our business and our ability to finance our business and to comply with regulatory 
requirements. The businesses we acquire in the future may not achieve sales and profitability that would justify our 
investment, and any difficulties we encounter in the integration process, including in the integration of processes 
necessary for internal control and financial reporting, could interfere with our operations, reduce our operating margins 
and harm our internal controls. 

Some states in which we operate allow the respective public utility commissions to use fair market value to set ratemaking 
rate base instead of the traditional depreciated original cost of water or wastewater assets for certain qualifying municipal 
acquisitions. Depending on the state, there are varying rules and circumstances in which fair value is determined. One 
state's regulations allows ratemaking rate base to equal the lower of the average of the appraisals or the purchase price, and is 
subject to regulatory approval. There may be situations where we may pay more than the ultimate fair value of the utility 
assets as set by the regulat01y commission, despite the fair value legislation suggesting its full recovery. In these situations, 
goodwill may be recognized to the extent there is an excess purchase price over the fair value of net tangible and identifiable 
intangible assets acquired through acquisition. Our financial condition and results of operations can be harmed by an 
inability to earn a return on, and recover our purchase price as a component of rate base. 

We compete with governmental entities, other regulated utilities, and strategic and financial buyers, for acquisition 
opportunities. As consolidation becomes more prevalent in the utility industry and competition for acquisitions increases, 
the prices for suitable acquisition candidates may increase to unacceptable levels and limit our ability to grow through 
acquisitions. In addition, our competitors may impede our growth by purchasing utilities near our existing operations, 
thereby preventing us from acquiring them. Governmental entities or environmental/ social activist groups have 
challenged, and may in the future challenge our efforts to acquire new service territories, particularly from municipalities 
or municipal authorities. Higher purchase prices and resulting rates may limit our ability to invest additional capital for 
system maintenance and upgrades in an optimal manner. Our growth could be hindered ifwe are not able to compete 
effectively for new companies and/oi: service territories with other companies or strategic and financial buyers that have 
lower costs of operations or capital, or that submit more attractive bids. Any of these risks may harm our business, 
financial condition, and results of operations. 

Our facilities could be the target of a possible terrorist or other deliberate attack which could harm our business, 
financial condition and results of operations. 

In addition to the potential contamination of our water supply as described in a separate risk factor herein, we maintain 
security measures at our facilities and have heightened employee and public safety official awareness of potential threats 
to our water systems. We have and will continue to bear increases in costs for security precautions to protect our 
facilities, operations, and supplies, most of which have been recoverable under state regulatory policies. While the costs 
of increases in security, including capital expenditures, may be significant, we expect these costs to continue to be 
recoverable in water and wastewater rates. Despite our security measures, we may not be in a position to control the 
outcome oftenorist events, or other attacks on our water systems, should they occur. Such an event could harm our 
business, financial condition, and results of operations. 

The failure of, or the requirement to repair, upgrade or dismantle any of our dams or reservoirs may harm our 
business,financial condition, and results of operations. 

Several of our water systems include impounding dams and reservoirs of various sizes. Although we believe our dam 
review program, which includes regular inspections and other engineering studies, will ensure our dams are structurally 
sound and well-maintained, the failure of a dam could result in significant downstream damage and could result in claims 
for property damage or for injuries or fatalities. We periodically inspect our dams and purchase liability insurance to 
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cover such risks, but depending on the nature of the downstream damage and cause of the failure, the policy limits of 
insurance coverage may not be sufficient, and losses incurred may make it difficult for us to secure insurance in the future 
at acceptable rates. A dam failure could also result in damage to, or disruption of, our water treatment and pumping 
facilities that are often located downstream from our dams and reservoirs. Significant damage to these facilities, or a 
significant decline in the storage of the raw water impoundment, could affect our ability to provide water to our customers 
until the facilities and a sufficient raw water impoundment can be restored. The estimated costs to maintain our dams are 
included in our capital budget projections and, although such costs to date have been recoverable in rates, there can be no 
assurance that rate increases will be granted in a timely or sufficient manner to recover such costs in the future, if at all. 

Any failure of our water and wastewater treatment plants, network of water and wastewater pipes, or water reservoirs 
could result in damages tit at may harm our business, financial condition, and results of operations. 

Our operating subsidiaries treat water and wastewater, distribute water and collect wastewater through an extensive 
network of pipes, and store water in reservoirs. A failure of a major treatment plant, pipe, or reservoir could result in 
claims for injuries or property damage. The failure of a major treatment plant, pipe, or reservoir may also result in 
the need to shut down some facilities or parts of our network in order to conduct repairs. Such failures and shutdowns 
may limit our ability to supply water in sufficient quality and quantities to our customers or collect and treat wastewater in 
accordance with standards prescribed by governmental regulators, including state utility commissions, and may harm our 
business, financial condition, and results of operations. Any business interruption or other losses might not be covered by 
insurance policies or be recoverable in rates, and such losses may make it difficult for us to secure insurance in the future 
at acceptable rates. 

We are increasingly dependent 011 the continuous and reliable operation of our information tecltnology systems, and a 
disruption of these systems, resulting from cyber security attacks or other cyber-related events, could harm our 
business. 

We rely on our information technology systems in connection with the operation of our business, especially with respect 
to customer service and billing, accounting and, in some cases, the monitoring and operation of our treatment, storage and 
pumping facilities. In addition, we rely on our systems to track our utility assets and to manage maintenance and 
construction projects, materials and supplies, and our human resource functions. A loss of these systems, or major 
problems with the operation of these systems, could harm our business, financial condition, and results of operations. Our 
information technology systems may be vulnerable to damage or interruption from the following types of cyber security 
attacks or other cyber-related events: 

• power loss, computer systems failures, and internet, telecommunications or data network failures; 
• operator negligence or improper operation by, or supervision of, employees; 
• physical and electronic loss of data; 
• computer viruses, cyber security attacks, intentional security breaches, hacking, denial of service actions, 

misappropriation of data and similar events; 
• difficulties in the implementation of upgrades or modification to our information technology systems; and 
• hunicanes, fires, floods, earthquakes and other natural disasters. 

Although we do not believe that our systems are at a materially greater risk of cyber security attacks than other similar 
organizations, our information technology systems may be vulnerable to damage or interruption from the types of cyber 
security attacks or other events listed above or other similar actions, and such incidents may go undetected for a period of 
time. Such cyber security attacks or other events may result in: 

• the loss or compromise of customer, financial, employee, or operational data; 
• disruption of billing, collections or normal field service activities; 
• disruption of electronic monitoring and control of operational systems; and 
• delays in financial reporting and other normal management functions. 

Possible impacts associated with a cyber security attack or other events may jnclude: remediation costs related to lost, 
stolen, or compromised data; repairs to data processing systems; increased cyber security protection costs; adverse effects 
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on our compliance with regulatory and environmental laws and regulation, including standards for drinking water; 
litigation; and reputational damage. We maintain insurance to help defray costs associated with cyber security attacks or 
other events, but we cannot provide assurance that such insurance will provide coverage for any particular type of incident 
or event or that such insurance will be adequate, and losses incurred may make it difficult for us to secure insurance in the 
future at acceptable rates. 

Our business is impacted by weather conditions and is subject to seaso11aljluctuatio11s, which could harm demand/or 
our water service and our revenues and earnings. 

Demand for our water during the warmer months is generally greater than during cooler months due primarily to 
additional requirements for water in connection with irrigation systems, swimming pools, cooling systems, and other 
outside water use. Throughout the year, and pruticularly during typically warmer months, demand will vary with 
temperature, rainfall levels and rainfall frequency. In the event that temperatures during the typically warmer months are 
cooler than normal, if there is more rainfall than normal, or rainfall is more frequent than normal, the demand for our 
water may decrease and harm our business, financial condition, and results of operations. 

Decreased residential customer water consumption as a result of water conservation efforts may harm demand/or our 
water service and may reduce our revenues and earnings. 

There has been a general decline in water usage per residential customer as a result of an increase in conservation 
awareness, and the impact of an increased use of more efficient plumbing fixtures and appliances. These gradual, long
term changes are normally taken into account by the utility commissions in setting rates, whereas short-tenn changes in 
water usage, if significant, may not be fully reflected in the rates we. charge. We are dependent upon the revenue 
generated from rates charged to our residential customers for the volume of water used. If we are unable to obtain future 
rate increases to offset decreased residential customer water consumption to cover our investments, expenses, and return 
for which we initially sought the rate increase, our business, financial condition, and results of operations may be harmed. 

Drought conditions and government imposed water use restrictions may impact our ability to serve our current and 
future customers, and may impact our customers' use of our water, which may harm our busi11ess,fi11ancial condition, 
and results of operations. 

We depend on an adequate water supply to meet the. present and fut~re demands of our customers. Drought conditions 
could interfere with our sources of water supply and could harm our ability to supply water in sufficient quantities to our 
existing and future customers. An intenuption in our water supply could harm our business, financial condition, and 
results of operations. Moreover, governmental restrictions on water usage during drought conditions may result in a 
decreased demand for our water, even if our water supplies are sufficient to serve our customers during these drought 
conditions, which may harm our business, financial condition, and results of operations. 

We employ a portfolio rationalization strategy to focus our operations in areas where we have critical mass and 
economic growth potential and to divest operations where limited customer growth opportunities exist or where we are 
unable to achieve favorable operating results or a return 011 equity that we consider acceptable. Dispositions we 
decide to undertake may involve risks which could harm our business, operating results, a11dfi11a11cial condition. 

In the event we determine a division, utility system or business should be sold, we may be unable to reach terms that are 
agreeable to us or find a suitable buyer. If the business is prui of our regulated operations, we may face additional 
challenges in obtaining regulatory approval for the disposition, and the regulatory approval obtained may include 
restrictive conditions. We may be required to continue to hold or assume residual liabilities with respect to the business 
sold. The negotiation of potential dispositions as well as the effmts to divest the acquired business could require us to 
incur significant costs and cause diversion of our management's time and resources. Any of these risks may harm our 
business, financial condition, and results of operations. 
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Our operations are geographically concentrated in Pennsylvania, which make us susceptible to risks affecting 
Pennsylvania. 

Although we operate water and wastewater facilities in a number of states, our operations are concentrated in 
Pennsylvania. As a result, our financial results are largely subject to political, water supply, labor, utility cost and 
regulatory risks, economic conditions, natural disasters and other risks affecting Pennsylvania. 

General economic conditions may affect our financial condition and results of operations. 

A general economic downturn may lead to a number of impacts on our business and may affect our financial condition 
and results of operations. Such impacts may include: 

• a reduction in discretionary and recreational water use by our residential water customers, particularly during the 
summer months when such discretionary usage is normally at its highest; 

• a decline in usage by industrial and commercial customers as a result of decreased business activity; 
• an increased incidence of customers' inability to pay or delays in paying their utility bills, or an increase in 

customer bankruptcies, which may lead to higher bad debt expense and reduced cash flow; 
• a lower natural customer growth rate due to a decline in new housing starts; and 
• a decline in the number of active customers due to housing vacancies. 

General economic turmoil may also lead to an investment market downturn, which may result in our pension and other 
post-retirement plans' asset market values suffering a decline and significant volatility. A decline in our plans' asset 

· market values could increase our required cash contributions to the plans and expense in subsequent years. 

Our water and wastewater systems may be subject to condemnations or other methods of taking by governmental 
entities. 

In the states where our subsidiaries operate, it is possible that portions of our subsidiaries' operations could be acquired by 
municipal governments by one or more of the following methods: 

• eminent domain; 
• the right of purchase given or reserved by a municipality or political subdivision when the original franchise was 

granted; and 
• the right of purchase given or reserved under the law of the state in which the subsidiary was incorporated or from 

which it received its permit. 

The price to be paid upon such an acquisition by the municipal government is usually determined in accordance with 
applicable law under eminent domain. In other instances, the price may be negotiated, fixed by appraisers selected by the 
patiies or computed in accordance with a formula prescribed in the law of the state or in the particular franchise or chatier. 
We believe that our operating subsidiaries will be entitled to receive fair market value for any assets that are condemned. 
However, there is no assurance that the fair market value received for assets condemned will be in excess of book value. 

In a very few number of instances, in one of our southern states where there are municipally-owned water or wastewater 
systems near our operating divisions, the municipally-owned system may either have water distribution or wastewater 
collection mains that are located adjacent to our division's mains or may construct new mains that parallel our mains. In 
these circumstances, on occasion, the municipally-owned system may attempt to offer service to customers who are 
connected to our mains, resulting in our mains becoming surplus or underutilized without compensation. 

The final determination of our income tax liability may be materially different from our income tax provision. 

Significant judgment is required in determining our provision for income taxes. Our calculation of the provision for 
income taxes is subject to our interpretation of applicable business tax laws in the jurisdictions in which we file. In 
addition, our income tax returns are subject to periodic examination by the Internal Revenue Service and other taxing 
authorities. In December 2012, Aqua Pennsylvania changed its tax method of accounting to permit the expensing of 
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qualifying utility asset improvement costs that were previously being capitalized and depreciated for tax purposes. 
Subsequently, the Company's Ohio and North Carolina regulated subsidiaries similarly changed their tax method of 
accounting. Our determination of what qualifies as a capital cost versus a tax deduction for utility asset improvements is 
subject to subsequent adjustment and may impact the income tax benefits that have been recognized. 

On December 22, 2017, President Trump signed into law legislation referred to as the "Tax Cuts and Jobs Act" (the 
"TCJA"). Substantially all of the provisions of the TCJA are effective for taxable years beginning after December 31, 
2017. The TCJA makes significant changes to the Internal Revenue Code of 1986, as amended (the "Code"), and the 
taxation of business entities, and includes specific provisions related to regulated public utilities. Changes in the Code 
from the TCJA had a material impact on our financial statements in 2017. Significant changes that impact the Company 
in the TCJA include a reduction in the corporate federal income tax rate from 35% to 21 %, and a limitation on the 
utilization of Net Operating Losses ("NO Ls") arising after December 31, 2017 to 80% of taxable income with an 
indefinite carryforward. In addition, specific provisions related to regulated public utilities in the TCJA generally allow 
for the continued deductibility of interest expense, the elimination of full expensing for tax purposes of certain property 
acquired after September 27, 2017, and the continuation of certain rate normalization requirements for accelerated 
depreciation benefits. Since the tax effects of changes in tax law must be recognized in the period in which TCJA was 
enacted, our deferred income tax assets and liabilities have been remeasured in the period of enactment. This generally 
results in amounts previously collected from utility customers for these deferred taxes to be refundable to such customers, 
generally through reductions in future rates. In ce1iain states there is not yet complete guidance as to how to account for 
the TCJA. With respect to these states, we will account for the changes in income tax balances by making a reasonable 
estimate. The estimate may differ from the actual tax amount determined once the state regulators provide specific 
guidance. To the extent such estimates are adjusted or prove to be incorrect, there could be an impact on the Company's 
financial statements. 

Although we believe our income tax estimates, including any tax reserves for uncertain tax positions or valuation 
allowances on deferred tax assets are appropriate, there is no assurance that the final determination of our income tax 
liability will not be materially different; either higher or lower, from what is reflected in our income tax provision. In the 
event we are assessed additional income taxes, our business, financial condition, and results of operations could be 
harmed. 

Federal and state environmental laws and regulations impose substantial compliance requirements on our operations. 
Our operating costs could be significantly increased in order to comply with new or stricter reguJatory standards 
imposed by federal and state environmental agencies. 

Our water and wastewater services are governed by various federal and state environmental protection and health and 
safety laws and regulations, including the federal Safe Drinking Water Act, the Clean Water Act, Clean Air Act, Resource 
Conservation and Recovery Act and similar state laws, and federal and state regulations issued under these laws by the 
EPA and state environmental regulatory agencies. These laws and regulations establish, among other things, criteria and 
standards for drinking water and for discharges into the waters of the U.S. as well as dam safety, air emissions, and 
residuals management. Pursuant to these laws, we are required to obtain various environmental permits from 
environmental regulatory agencies for our operations. We cannot assure you that we will be at all times in total 
compliance with these laws, regulations and permits. If we fail to comply with these laws, regulations or permits, we 
could be fined or otherwise sanctioned by regulators and such noncompliance could result in civil suits. Environmental 
laws and regulations are complex and change frequently. These laws, and the enforcement thereof, have tended to 
become more stringent over time. While we have budgeted for future capital and operating expenditures to comply with 
these laws and our pennits, it is possible that new or stricter standards could be imposed that will require additional capital 
expenditures or raise our operating costs. Although these expenditures and costs may be recovered in the form of higher 
rates, there can be no assurance that the various state utility commissions that govern our business would approve rate 
increases to enable us to recover such expenditures and costs. In summary, we cannot assure you that our costs of 
complying with, cmTent and future environmental and health and safety laws will not harm our business, financial 
condition, and results of operations. 
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Federal and state environmental laws, regulatory initiatives relating to hydraulic fracturing, changes in technology or 
hydraulic fracturing processes, and volatility in natural gas prices, could result in reduced demand for raw water 
utilized in hydraulic fracturing and harm our joint venture business,financial condition, or results of operations. 

We have invested in a joint venture for the construction and operation of a private pipeline system to supply raw water to 
natural gas drilling operations for hydraulic fracturing. Hydraulic fractming involves the injection under pressure of 
water, along with other materials such as sand, into rock fonnations to stimulate natural gas production. In general, the 
environmental community has taken an interest in monitoring and understanding the potential environmental impact of 
hydraulic fracturing. Although hydraulic fracturing is currently regulated, in the event the use of hydraulic fracturing is 
further limited through regulation, our investment in the raw water pipeline may be harmed in the event that demand for 
raw water is reduced. 

Changes in technology or hydraulic fracturing processes may occur which allows drillers to reuse injected water on a 
limited basis, or apply treatment processes to allow further reuse of water for drilling. These changes may reduce demand 
for raw water. 

Furthermore, natural gas prices have historically been volatile, and are likely to continue to be volatile. A decrease in 
demand for natural gas, due to price volatility, could result in reduced demand for raw water utilized in hydraulic 
fracturing. In the fourth quarter of 2015, the joint venture recognized an impainnent charge on its long-lived assets, 
which reduced the carrying value of our investment in the joint venture. The impainnent resulted from a marked decline 
in natural gas prices in 2015, a further reduction in the volume of water sales by the joint venture, which led to a lowered 
forecast on future sales volumes, as well as changes in the natural gas industry activities in the Marcellus Shale region and 
general market conditions. In the event hydraulic fracturing is limited, due to a further reduction in demand for natural 
gas or other factors affecting the industry, our investment in the raw water pipeline may be harmed should the demand for 
raw water be reduced. 

Wastewater operations entail significant risks and may impose significant costs. 

Wastewater collection and treatment and septage pumping and sludge hauling involve various unique risks. If collection 
or treatment systems fail or do not operate properly, or ifthere is a spill, untreated or partially treated wastewater could 
discharge onto property or into nearby streams and rivers, causing various damages and injuries, including environmental 
damage. These risks are most acute during periods of substantial rainfall or flooding, which are the main causes qf 
wastewater overflow and system failure. Liabilities resulting from such damages and injuries could hann our business, 
financial condition, and results of operations. 

Work stoppages and other labor relations matters could harm our operating results. 

Approximately 34% of our workforce is unionized under 15 labor contracts with labor unions, which expire over several 
years. In light of rising costs for healthcare and retirement benefits, contract negotiations in the future may be difficult. 
We are subject to a risk of work stoppages and other labor actions as we negotiate with the unions to address these issues, 
which could harm our business, financial condition, and results of operations. We cannot assure you that issues with our 
labor forces will be resolved favorably to us in the future or that we will not experience work stoppages. 

Significant or prolonged disruptions in the supply of important goods or services from third parties could It arm our 
business,financial condition, and results of operations. 

We are dependent on a continuing flow of important goods and services from suppliers for our water and wastewater 
businesses. A disruption or prolonged delays in obtaining important supplies or services, such as maintenance services, 
purchased water, chemicals, water pipe, valves, hydrants, electricity, or other matedals, could hann our water or 
wastewater services and our ability to operate in compliance with all regulatory requirements, which could harm our 
business, financial condition, and results of operations. In some circumstances, we rely on third parties to provide 
important services (such as customer bill print and mail activities or utility service operations in some of our divisions) 
and a disruption in these services could harm our business, financial condition, and results of operations. Some possible 
reasons for a delay or disruption in the supply of important goods and services include: 
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• our suppliers may not provide materials that meet our specifications in sufficient quantities; 
• our suppliers may provide us with water that does not meet applicable quality standards or is contaminated; 
• our suppliers may face production delays due to natural disasters, strikes, lock-outs, or other such actions; 
• one or more suppliers could make strategic changes in the lines of products and services they offer; and 
• some of our suppliers, such as small companies, may be more likely to experience financial and operational 

difficulties than larger, well-established companies, because of their limited :financial and other resources. 

As a result of any of these factors, we may be required to find alternative suppliers for the materials and services on which 
we rely. Accordingly, we may experience delays in obtaining appropriate materials and services on a timely basis and in 
sufficient quantities from such alternative suppliers at a reasonable price, which could interrupt services to our customers 
and harm our business, financial condition, and results of operations. 

We depend significantly on the services of the members of our management team, and the departure of any of tlwse 
persons could cause our operating results to suffer. 

Our success depends significantly on the continued individual and collective contributions of our management team. The 
loss of the services of any member of our management team or the inability to hire and retain experienced management 
personnel could harm our business, financial condition, and results of operations. 

Climate change laws and regulations have been passed and are being proposed that require compliance with 
greenhouse gas emissions standards, as well as other climate change initiatives, which could impact our business, 
financial condition or results of operations. 

Climate change is receiving ever increasing attention worldwide. Many scientists, legislators, and others attribute global 
warming to increased levels of greenhouse gases ("GHG"), including carbon dioxide. Climate change laws and 
regulations enacted and proposed limit GHG emissions from covered entities, and require additional monitoring/reporting. 
At this time, the existing GHG laws and regulations are not expected to materially harm the Company's operations or 
capital expenditures. While the trend of increased regulation on climate change could change in light of the current 
federal administration's agenda, the uncertainty offuture climate change regulatory requirements still remains. We 
cannot predict the potential impact of future laws and regulations on our business, financial condition, or results of 
operations. Although these future expenditures and costs for regulatory compliance may be recovered in the form of 
higher rates, there can be no assurance that the various state utility commissions that govern our business would approve 
rate increases to enable us to recover such expenditures and costs. 

Some scientific experts are predicting a worsening of weather volatility in the ji1ture, possibly created by the climate 
change greenhouse gases. Changing severe weather patterns could require additional expenditures to reduce the risk 
associated with any increasing storm,jlood and drought occurrences. 

The issue of climate change is receiving ever increasing attention worldwide. Many climate change predictions, if true, 
present several potential challenges to water and wastewater utilities, such as: increased frequency and duration of 
droughts, increased precipitation and flooding, potential degradation of water quality, and changes in demand for services. 
We maintain an ongoing facility planning process, and this planning or the enactment of new standards may result in the 
need for additional capital expenditures or raise our operating costs. Because of the uncertainty of weather volatility 
related to climate change, we cannot predict its potential impact on our business, financial condition, or results of 
operations. Although any potential expenditures and costs may be recovered in the form of higher rates, there can be no 
assurance that the various state utility commissions that govern our business would approve rate increases to enable us to 
recover such expenditures and costs. We cannot assure you that our costs of complying with any climate change weather 
related measures will not harm our business, financial condition, or results of operations. 

Item 1B Unresolved Staff Comments 

None 
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Item 2. Properties 

Our properties consist of water transmission and distribution mains and wastewater collection pipelines, water and 
wastewater treatment plants, pumping facilities, wells, tanks, meters, pipes, darns, reservoirs, buildings, vehicles, land, 
easements, rights-of-way, and other facilities and equipment used for the operation of our systems, including the 
collection, treatment, storage, and distribution of water and the collection and treatment of wastewater. Substantially all 
of our treatment, storage, and distribution properties are owned by our subsidiaries, and a substantial portion of our 
prope1iy is subject to liens of mortgage or indentures. These liens secure bonds, notes and other evidences of long-term 
indebtedness of our subsidiaries. For sorne properties that we acquired through the exercise of the power of eminent 
domain and other properties we purchased, we hold title for water supply purposes only. We own, operate and maintain 
over 12,800 miles of transmission and distribution mains, 21 surface water treatment plants, many well treatment stations, 
and 187 wastewater treatment plants. A small portion of the properties are leased under long-terrn leases. 

The following table indicates our net prope1iy, plant and equipment, in thousands of dollars, as of December 31, 2017 in 
the principal states where we operate: 

Net ProQerty, Plant and Equipment 
Pennsylvania $ 3,433,582 63.6% 
Ohio 457,238 8.5% 
Illinois 395,136 7.3% 
Nmih Carolina 343,556 6.4% 
Texas 299,872 5.6% 
Other (1) 470,476 8.6% 
Consolidated $ 5,399,860 100.0% 

(1) Consists primarily of our operating subsidiaries in the following states: New Jersey, Indiana, and Virginia. 

We believe that our properties are generally maintained in good condition and in accordance with current standards of 
good water and wastewater industry practice. We believe that our facilities are adequate and suitable for the conduct of 
our business and to rneet customer requirements under normal circumstances. 

Our corporate offices are leased from our subsidiary, Aqua Pennsylvania, and are located in Bryn Mawr, Pennsylvania. 

Item 3. Legal Proceedings 

There are various legal proceedings in which we are involved. Although the results of legal proceedings cannot be 
predicted with ce1iainty, there are no pending legal proceedings to which we or any of our subsidiaries is a paiiy or to 
which any of our properties is the subject that we believe are material or are expected to materially harrn our business, 
operating results or financial condition. 

Item 4. Mine Safety Disclosures 

Not applicable. 

PART II 

Item 5. Market/or the Registrant's Common Stock, Related Stockholder Matters and Purchases of Equity Securities 

Our cornrnon stock is traded on the New York Stock Exchange under the ticker symbol WTR. As of February 13, 2018, 
there were approximately 23,683 holders of record of our cornrnon stock. 

23 



Table of Contents 

The following table shows the high and low intraday sales prices for our common stock as reported on the New York 
Stock Exchange composite transactions reporting system and the cash dividends paid per share for the periods indicated: 

First Quarter Second Quarter Third Quarter Fourth Quarter Year 
2017 
Dividend paid per common share $ 0.1913 $ 0.1913 $ 0.2047 $ 0.2047 $ 0.7920: 
Dividend declared per common share 0.1913 0.1913 0.2047 0.2047 0.7920 
Price range of common stock: 

high 32.32 34.41 34.66 39.55 39.55 
low 29.41 31.18 32.30 33.12 29.41 

2016 
Dividend paid per common share $ 0.178 $ 0.178 $ 0.1913 $ 0.1913 $ 0.7386. 
Dividend declared per common share 0.178 0.178 0.1913 0.1913 0.7386 
Price range of common stock: 

high 32.44 35.66 35.83 31.29 35.83 
low 28.35 30.31 29.53 28.03 28.03 

We have paid dividends consecutively for 73 years. On August 1, 2017, our Board of Directors authorized an increase of 
7.0% in the September 1, 2017 quarterly dividend over the dividend Aqua America paid in the previous quarter. As a 
result of this authorization, beginning with the dividend payment in September 2017, the annualized dividend rate 
increased to $0.8188 per share. This is the 27th dividend increase in the past 26 years and the 19th consecutive year that 
we have increased our dividend in excess of five percent. We presently intend to pay quarterly cash dividends in the 
future, on March 1, June 1, September 1, and December 1, subject to our earnings and financial condition, restrictions set 
forth in our debt instruments, regulatory requirements and such other factors as our Board of Directors may deem 
relevant. In 2017, our dividends paid represented 58.7% of net income. 

Information with respect to restrictions set forth in our debt instruments is disclosed in Note 10 - Long-term Debt and 
Loans Payable in the Notes to Consolidated Financial Statements which is contained in Item 8 of this Annual Report. 

The following table summarizes the Company's purchases of its common stock for the quarter ending December 31, 
2017: 

Period 

October 1-31, 2017 

November 1-30, 2017 

December 1-31, 2017 

Total 

Issuer Purchases of Equity Securities 

Total Number of 
Shares Purchased (1) 

1,335 

1,335 

Average Price Paid 
per Share 

$ 

$ 

$ 37.80 

$ 37.80 

Total Number of 
Shares Purchased 

as Part of 
Publicly 

Announced Plans 
or Programs 

Maximum Number 
of Shares that 

May Yet Be 
Purchased Under 

the Plan or 
Programs 

(1) These amounts include 1,355 shares we acquired from our employees who elected to pay the exercise price of their 
stock options (and then hold shares of the stock), upon exercise, by delivering to us shares of our common stock in 
accordance with the terms of our equity compensation plan that was previously approved by our shareholders and 
disclosed in our proxy statements. This feature of our equity compensation plan is available to all employees who 
receive stock-based compensation under the plan. We purchased these shares at their fair market value, as determined 
by reference to the closing price of our common stock on the day prior to the option exercise. 
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Item 6. Selected Financial Data 

Summary of Selected Financial Data (Unaudited) 
Aqua America, Inc. and Subsidiaries 
(In thousands of dollars, except per share amounts) 

Years ended December 31, 2017 2016 2015 2014 

PER COMMON SHARE: 
Income from continuing operations: 

Basic $ 1.35$ 1.32 $ 1.14$ 1.21 $ 

Diluted 1.35 1.32 1.14 1.20 

Income from discontinued operations: 

Basic 0.11 

Diluted 0.11 

Net income: 

Basic 1.35 1.32 1.14 1.32 

Diluted 1.35 1.32 1.14 1.31 

Cash dividends declared and paid 0.79 0.74 0.69 0.63 

Return on Aqua America stockholders' equity 12.2% 12.7% 11.7% 14.1% 

Book value at year end $ 11.02$ 10.43 $ 9.78$ 9.37$ 

Market value at year end 39.23 30.04 29.80 26.70 

INCOME STATEMENT HIGHLIGHTS: 

Operating revenues $ 809,525$ 819,875$ 814,204$ 779,903$ 

Depreciation and amortization 136,724 133,008 128,737 126,535 

Interest expense, net 88,341 80,594 76,536 76,397 

Income from continuing operations before income taxes (I) 256,652 255,160 216,752 239,103 

Provision for income taxes 16,914 20,978 14,962 25,219 

Income from continuing operations (I) 239,738 234,182 201,790 213,884 

Income from discontinued operations 19,355 

Net income (1) 239,738 234,182 201,790 233,239 

BALANCE SHEET HIGHLIGHTS: 
Total assets $ 6,332,463$ 6,158,991$ 5,717,873$ 5,383,243$ 

Property, plant and equipment, net 5,399,860 5,001,615 4,688,925 4,401,990 

Aqua America stockholders' equity 1,957,621 1,850,068 1,725,930 1,655,343 

Long-term debt, including current portion, excluding debt issuance costs (3) 2,143,127 1,910,633 1,779,205 1,619,270 

Total debt, excluding debt issuance costs (3) 2,146,777 1,917,168 1,195,926 1,637,668 

ADDITIONAL INFORMATION: 

Operating casli flows from continuing operations $ 381,318$ 396,163$ 370,794$ 364,888$ 

Capital expenditures 478,089 382,996 364,689 328,605 

Net casli expended for acquisitions of utility systems and otlier 5,860 9,423 28,989 14,616 

Dividends on common stock 140,660 130,923 121,248 112,106 

Number of utility customers served (2) 982,849 972,265 957,866 940,119 

Number of sliareholders of common stock 23,511 24,750 25,269 25,780 

Common sliares outstanding (000) 177,714 177,394 176,544 176,753 

EmIJloyees (full-time) (2) 1,530 1,551 1,617 1,617 

(1) 2015 results includes Aqua America's share of a joint venture impainnent charge of $21,433 ($32,975 pre-tax) 
(2) Reflects continuing operations 

2013 

' I.IS 

1.15 

0.10. 
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1.26 

1.25 

0.58 

14.4% 
: 

8.68 

23.59 

761,893 

123,985 

77,316 

224,104 

21,233: 

202,871 

18,429i 

221,300 

5,027,430 

4,138,568 

1,534,835 

1,554,871 

1,591,611: 

365,803; 

307,908 

14,997! 

102,889 

928,200 

25,833 

176,751 

1,542 

(3) Debt issuance costs for the years ended December 31, 2017, 2016, 2015, 2014, and 2013 were $21,605, $22,357, 
$23,165, $23,509, and $24,387, respectively 
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of 
Operations 

OVERVIEW 

The following discussion and analysis of our financial condition and results of operations should be read together with our 
Consolidated Financial Statements and related Notes included in this Annual Report. This discussion contains forward
looking statements that are based on management's current expectations, estimates and projections about our business, 
operations and financial performance. All dollar amounts are in thousands of dollars, except per share amounts. 

The Company 
Aqua America, Inc., (referred to as "Aqua America", the "Company", "we", "us", or "our"), a Pennsylvania corporation, 
is the holding company for regulated utilities providing water or wastewater services to an estimated three million people 
in Pennsylvania, Ohio, Texas, Illinois, North Carolina, New Jersey, Indiana, and Virginia. Our largest operating 
subsidiary is Aqua Pennsylvania, Inc., which accounted for approximately 52% of our operating revenues and 
approximately 74% of our net income for 2017. As of December 31, 2017, Aqua Pennsylvania provided water or 
wastewater services to approximately one-half of the total number of people we serve. Aqua Pennsylvania's service 
te1Titory is located in the suburban areas in counties north and west of the City of Philadelphia and in 27 other counties in 
Pennsylvania. Our other regulated utility subsidiaries provide similar services in seven other states. In addition, the 
Company's market-based activities are conducted through Aqua Infrastructure, LLC and Aqua Resources, Inc. Aqua 
Infrastructure provides non-utility raw water supply services for firms in the natural gas drilling industry. Aqua 
Resources provides water and wastewater service through two operating and maintenance contracts with municipal 
authorities close to our utility companies' service territory; and offers, through a third party, water and sewer line repair 
service and protection solutions to households. In 2017, we completed the sale of business units that are reported within 
the Company's market-based subsidiary, Aqua Resources, which installed and tested devices that prevent the 
contamination of potable water and repaired water and wastewater systems, and repaired and performed maintenance on 
water and wastewater systems. Additionally, during 2016 we completed the sale of business units within Aqua 
Resources, which were reported as assets held for sale in the Company's consolidated balance sheets, which provided 
liquid waste hauling and disposal services, and inspection, and cleaning and repair of storm and sanitary wastewater lines. 

Industry Mission 
The mission of the regulated water utility industry is to provide quality and reliable water service at reasor;iable rates to 
customers, while earning a fair return for shareholders. A number of challenges face the industry, including: 

• strict environmental, health and safety standards; 
• aging utility infrastrncture and the need for substantial capital investment; 
• economic regulation by state, and/or, in some cases, local government; 
• declining consumption per customer as a result of conservation; 
• lawsuits and the need for insurance; and 
• the impact of weather and sporadic drought conditions on water sales demand. 

Economic Regulation 
Most of our water and wastewater utility operations are subject to regulation by their respective state utility commissions, 
which have broad administrative power and authority to regulate billing rates, determine franchise areas and conditions of 
service, approve acquisitions, and authorize the issuance of securities. The utility commissions also generally establish 
uniform systems of accounts and approve the terms of contracts with affiliates and customers, business combinations with 
other utility systems, and loans and other financings. The policies of the utility commissions often differ from state to 
state, and may change over time. A small number of our operations are subject to rate regulation by county or city 
government. Over time, the regulatory party in a particular state may change, as was the case for our Texas operations 
where, in 2014, economic regulation changed from the Texas Commission on Environmental Quality to the Public Utility 
Commission of Texas. The profitability of our utility operations is influenced to a great extent by the timeliness and 
adequacy of rate allowances in the various states in which we operate. One consideration we may undertake in evaluating 
which states to focus our growth and investment strategy is whether a state provides for consolidated rates, a surcharge for 
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replacing and rehabilitating infrastructure and other systems, and other regulatory policies that promote infrastructure 
investment and efficiency in processing rate cases. 

Rate Case Management Capability- We strive to achieve the industry's mission by effective planning, efficient 
investments, and productive use of our resources. We maintain a rate case management capability to pursue timely and 
adequate returns on the capital investments that we make in improving our distribution system, treatment plants, 
information technology systems, and other infrastructure. This capital investment creates assets that are used and useful 
in providing utility service, and is commonly referred to as rate base. Timely and adequate rate relief is important to our 
continued profitability and in providing a fair return to our shareholders; thus, providing access to capital markets to help 
fund these investments. Accordingly, the objective of our rate case management strategy is to provide that the rates of our 
utility operations reflect, to the extent practicable, the timely recovery of increases in costs of operations (primarily labor 
and employee benefits, electricity, chemicals, transpo1iation, maintenance expenses, insurance and claims costs, and costs 
to comply with environmental regulations), capital, and taxes. In pursuing our rate case strategy, we consider the amount 
of net utility plant additions and replacements made since the previous rate decision, the changes in the cost of capital, 
changes in our capital structure, and changes in operating and other costs. Based on these assessments, our utility 
operations periodically file rate increase requests with their respective state utility commissions or local regulatory 
authorities. In general, as a regulated enterprise, our water and wastewater rates are established to provide full recovery of 
utility operating costs, taxes, interest on debt used to finance capital investments, and a return on equity used to finance 
capital investments. Our ability to recover our expenses in a timely manner and earn a return on equity employed in the 
business helps determine the profitability of the Company. As of December 31, 2017, the Company's rate base is 
estimated to be $4,125,000, which is comprised of: 

• $2,874,000 filed with respective state utility commissions or local regulatory authorities; and 
• $1,251,000 not yet filed with respective state utility commissions or local regulatory authorities. 

Our water and wastewater operations are composed of 53 rate divisions, each of which requires a separate rate filing for 
the evaluation of the cost of service and recovery of investments in connection with the establishment of tariff rates for 
that rate division. When feasible and beneficial to our utility customers, we have sought approval from the applicable 
state utility commission to consolidate rate divisions to achieve a more even distribution of costs over a larger customer 
base. All of the eight states in which we operate currently permit us to file a revenue requirement using some form of 
consolidated rates for some or all of the rate divisions in that state. 

Revenue Surcharges - Six states in which we operate water utilities, and five states in which we operate wastewater 
utilities, permit us to add a surcharge to their respective bills to offset the additional depreciation and capital costs 
associated with capital expenditures related to replacing and rehabilitating infrastructure systems. In all other states, water 
and wastewater utilities absorb all of the depreciation and capital costs of these projects between base rate increases 
without the benefit of additional revenues. The gap between the time that a capital project is completed and the recovery 
of its costs in rates is known as regulatory lag. This surcharge is intended to substantially reduce regulatory lag, which 
often acts as a disincentive to water and wastewater utilities to rehabilitate their infrastructure. In addition, some states 
permit our subsidiaries to use a surcharge or credit on their bills to reflect allowable changes in costs, such as changes in 
state tax rates, other taxes and purchased water costs, until such time as the new costs are fully incorporated in base rates. 

Effects of Inflation - Recovery of the effects of inflation through higher water and wastewater rates is dependent upon 
receiving adequate and timely rate increases. However, rate increases are not retroactive and often lag increases in costs 
caused by inflation. On occasion, our regulated utility companies may enter into rate settlement agreements, which 
require us to wait for a period of time to file the next base rate increase request. These agreements may result in 
regulatory lag whereby inflationary increases in expenses may not yet be reflected in rates, or a gap may exist between 
when a capital project is completed and the start of its recovery in rates. Even during periods of moderate inflation, the 
effects of inflation can have a negative impact on our operating results. 

Growth-Through-Acquisition Strategy 
Part of our strategy to meet the industry challenges is to actively explore opportunities to expand our utility operations 
through acquisitions of water and wastewater utilities either in areas adjacent to our existing service areas or in new 
service areas, and to explore acquiring market-based businesses that are complementary to our regulated water and 
wastewater operations. To complement our growth strategy, we routinely evaluate the operating performance of our 
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individual utility systems, and in instances where limited economic growth opportunities exist or where we are unable to 
achieve favorable operating results or a return on equity that we consider acceptable, we will seek to sell the utility system 
and reinvest the proceeds in other utility systems. Consistent with this strategy, we are focusing our acquisitions and 
resources in states where we have critical mass of operations in an effort to achieve economies of scale and increased 
efficiency. Our growth-through-acquisition strategy allows us to operate more efficiently by sharing operating expenses 
over more utility customers and provides new locations for future earnings growth through capital investment. Another 
element of our growth strategy is the consideration of opportunities to expand by acquiring other utilities, including those 
that may be in a new state if they provide promising economic growth opportunities and a return on equity that we 
consider acceptable. The ability to successfully execute this strategy and meet the industry challenges is largely due to 
our core competencies, financial position, and our qualified and trained workforce, which we strive to retain by treating 
employees fairly and providing our employees with development and growth opportunities. 

During 2017, we completed four acquisitions, which along with the organic growth in our existing systems, represents 
10,584 new customers. During 2016, we completed 19 acquisitions, which along with the organic growth in our existing 
systems, represents 15,282 new customers. During 2015, we completed 16 acquisitions, which along with the organic 
growth in our existing systems, represents 17,747 new customers. 

We believe that utility acquisitions, organic growth, and a potential expansion of our market-based business will continue 
to be the primary sources of growth for us. With approximately 53,000 community water systems in the U.S., 82% of 
which serve less than 3,300 customers, the water industry is the most fragmented of the major utility industries (telephone, 
natural gas, electric, water, and wastewater). In the states where we operate regulated utilities, we believe there are 
approximately 14,500 community water systems of widely-varying size, with the majority of the population being served 
by government-owned water systems. 

Although not as fragmented as the water industry, the wastewater industry in the U.S. also presents opportunities for 
consolidation. According to the U.S. Environmental Protection Agency's ("EPA") most recent survey of wastewater 
treatment facilities (which includes both government-owned facilities and regulated utility systems) in 2012, there are 
approximately 15,000 such facilities in the nation serving approximately 76% of the U.S. population. The remaining 
population represents individual homeowners with their own treatment facilities; for example, community on-lot disposal 
systems and septic tank systems. The vast majority of wastewater facilities are government-owned rather than regulated 
utilities. The EPA survey also indicated that there are approximately 4,000 wastewater facilities in operation in the states 
where we operate regulated utilities. 

Because of the fragmented nature of the water and wastewater utility industries, we believe that there are many potential 
water and wastewater system acquisition candidates throughout the United States. We believe the factors driving the 
consolidation of these systems are: 

• the benefits of economies of scale; 
• the increasing cost and complexity of environmental regulations; 
• the need for substantial capital investment; 
• the need for technological and managerial expertise; 
• the desire to improve water quality and service; 
• limited access to cost-effective financing; 
• the monetizing of public assets to support, in some cases, the declining financial condition of municipalities; and 
• the use of system sale proceeds by a municipality to accomplish other public purposes. 

We are actively exploring opportunities to expand our water and wastewater utility operations through regulated utility 
acquisitions or otherwise, including the management of publicly-owned facilities in a public-private partnership. We 
intend to continue to pursue acquisitions of government-owned and regulated water and wastewater utility systems that 
provide services in areas near our existing service territories or in new service areas. It is our intention to focus on growth 
opportunities in states where we have critical mass, which allows us to improve economies of scale through spreading our 
fixed costs over more customers - this cost efficiency should enable us to reduce the size of future rate increases. 
Currently, the Company seeks to acquire businesses in the U.S. regulated sector, which includes water and wastewater 
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utilities and other regulated utilities, and to pursue growth ventures in market-based activities, by acquiring businesses 
that provide water and wastewater or other utility-related services, and investing in infrastructure projects. 

Sendout 
Sendout represents the quantity of treated water delivered to our distribution systems. We use sendout as an indicator of 
customer demand. Weather conditions tend to impact water consumption, particularly during the late spring, summer, and 
early fall when discretionary and recreational use of water is at its highest. Consequently, a higher proportion of annual 
operating revenues are realized in the second and third quarters. In general, during this period, an extended period of hot 
and dry weather increases water consumption, while above-average rainfall and cool weather decreases water 
consumption. Conservation efforts, construction codes that require the use oflow-:flow plumbing fixtures, as well as 
mandated water use restrictions in response to drought conditions can reduce water consumption. We believe an increase 
in conservation awareness by our customers, including the increased use of more efficient plumbing fixtures and 
appliances, may continue to result in a long-term structural trend of declining water usage per customer. These gradual 
long-term changes are normally taken into account by the utility commissions in setting rates, whereas significant short
term changes in water usage, resulting from drought warnings, water use restrictions, or extreme weather conditions, may 
not be fully reflected in the rates we charge between rate proceedings. 

On occasion, drought warnings and water use restrictions are issued by governmental authorities for pmiions of our 
service territories in response to extended periods of dry weather conditions, regardless of our ability to meet unrestricted 
customer water demands. The timing and duration of the warnings and restrictions can have an impact on our water 
revenues and net income. In general, water consumption in the summer months is affected by drought warnings and 
restrictions to a higher degree because discretionary and recreational use of water is highest during the summer months, 
particularly in our northern service territories. At other times of the year, warnings and restrictions generally have less of 
an effect on water consumption. Currently, portions of our northern and central Texas service areas have conservation 
water restrictions. Drought warnings and watches result in the public being asked to voluntarily reduce water 
consumption. 

The geographic diversity of our utility customer base reduces the effect of our exposure to extreme or unusual weather 
conditions in any one area of the country. During the year ended December 31, 2017, our operating revenues were 
derived principally from the following states: approximately 52% in Pennsylvania, 13% in Ohio, 9% in Texas, 8% in 
Illinois, and 7% in North Carolina. 

Performance Measures Considered by Management 
We consider the following financial measures (and the period to period changes in these financial measures) to be the 
fundamental basis by which we evaluate our operating results: 

• earnings per share; 
• operating revenues; 
• income from continuing operations; 
• earnings before interest, taxes, and depreciation ("EBITD"); 
• earnings before income taxes as compared to our operating budget; 
• net income; and 
• the dividend rate on common stock. 

In addition, we consider other key measures in evaluating our utility business performance within our Regulated segment: 

• our number of utility customers; 
• the ratio of operations and maintenance expense compared to operating revenues (this percentage is termed 

"operating expense ratio"); 
• return on revenues (income from continuing operations divided by operating revenues); 
• rate base growth; 
• return on equity (net income divided by stockholders' equity); and 
• the ratio of capital expenditures to depreciation expense. 
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Furthermore, we review the measure of earnings before unusual items that are noncash and not directly related to our core 
business, such as the measure of adjusted earnings to remove the joint venture impairment charge, which was recognized 
in 2015. Refer to Note 1 - Summary of Significant Accounting Policies - Investment in Joint Venture in this Annual 
Report for information regarding the impairment charge. We review these measurements regularly and compare them to 
historical periods, to our operating budget as approved by our Board of Directors, and to other publicly-traded water 
utilities. 

Our operating expense ratio is one measure that we use to evaluate our operating efficiency and management effectiveness 
of our regulated operations. Our operating expense ratio is affected by a number of factors, including the following: 

• Regulatory lag - Our rate filings are designed to provide for the recovery of increases in costs of operations 
(primarily labor and employee benefits, electricity, chemicals, transpo1iation, maintenance expenses, insurance and 
claim costs, and costs to comply with enviromnental regulations), capital, and taxes. The revenue portion of the 
operating expense ratio can be impacted by the timeliness of recovery of, and the return on capital investments. 
The operating expense ratio is further influenced by regulatmy lag (increases in operations and maintenance 
expenses not yet recovered in rates or a gap between the time that a capital project is completed and the start of its 
cost recove1y in rates). The operating expense ratio is also influenced by decreases in operating revenues without a 
commensurate decrease in operations and maintenance expense, such as changes in customer water consumption as 
impacted by adverse weather conditions, conservation trends, or as a result of utility rates incorporating the effects 
of income tax benefits derived from deducting qualifying utility asset improvements for tax purposes that are 
capitalized for book purposes in Aqua Pennsylvania and consequently forgoing operating revenue increases. 
During periods of inflation, our operations and maintenance expenses may increase, impacting the operating 
expense ratio, as a result of regulatory lag, since our rate cases may not be filed timely and are not retroactive. 

• Acquisitions - In general, acquisitions of smaller undercapitalized utility systems in some areas may initially 
increase our operating expense ratio if the operating revenues generated by these operations are accompanied by a 
higher ratio of operations and maintenance expenses as compared to other operational areas of the company that are 
more densely populated and have integrated operations. In these cases, the acquired operations are characterized as 
having relatively higher operating costs to fixed capital costs, in contrast to the majority of our operations, which 
generally consist of larger, interconnected systems, with higher fixed capital costs (utility plant investment) and 
lower operating costs per customer. In addition, we operate market-based subsidiary companies, Aqua Resources 
and Aqua Infrastructure. The cost-structure of these market-based companie.s differs from our utility companies in 
that, although they may generate free cash flow, these companies have a higher ratio of operations and maintenance 
expenses to operating revenues and a lower capital investment and, consequently, a lower ratio of fixed capital 
costs versus operating revenues in contrast to our regulated operations. As a result, the operating expense ratio is 
not comparable between the businesses. These market-based subsidiary companies are not a component of our 
Regulated segment. 

We continue to evaluate initiatives to help control operating costs and improve efficiencies. 
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Consolidated Selected Financial and Operating Statistics 

Our selected five-year consolidated financial and operating statistics follow: 

Years ended December 31, 2017 2016 2015 2014 2013 
Utility customers: 

Residential water 807,872 801,190 791,404 779.,665 771,660 
Commercial water 40,956 40,582 40,151 39,614 39,237 

Industrial water 1,338 1,349 1,353 1,357 1,368 
Other water 19,430 19,036 17,420 17,412 17,230 

Wastewater 113,253 110,108 107,538 102,071 98,705. 

Total utility customers 982,849 972,265 957,866 940,119 928,200 

Operating revenues: 
Residential water $ 483,865 $ 484,901 $ 477,773 $ 460,013 $ 457,404. 
Commercial water 130,373 131,170 126,677 122,795 121,178 

Industrial water 27,880 27,916 28,021 27,369 25,263 
Other water 65,324 62,983 56,997 59,474 57,446 

Wastewater 87,560 82,780 79,399 76,472 73,062 
Other utility 9,903 10,357 10,746 9,934 10,174 

Regulated segment total 804,905 800,107 779,613 756,057 744,527. 

Other and eliminations 4,620 19,768 34,591 23,846 17,366 

Consolidated operating revenues $ 809,525 $ 819,875 $ 814,204 $ 779,903 $ 761,893. 

Operations and maintenance expense $ 287,206 $ 304,897 $ 309,310' $ 288,556 $ 283,561 

Joint venture impairment charge (1) $ - $ - $ 21,433 $ - $ -: 

Income from continuing operations $ 239,738 $ 234,182 $ 201,790 $ 213,884 $ 202,871 

Net income $ 239,738 $ 234,182 $ 201,790 $ 233,239 $ 221,300. 
Capital expenditures $ 478,089 $ 382,996 $ 364,689 $ 328,605 $ 307,908 

Operating Statistics 
Selected operating results as a percentage of operating revenues: 

Operations and maintenance 35.5% 37.2% 38.0% 37.0% 39.2% 

Depreciation ~nd amortization 16.9% 16.2% 15.8% 16.2% 16.3% 

Taxes other than income taxes 9.0% 6.9% 6.8% · 6.5% 6.9% 
Interest expense, net 10.9% 9.8% 9.4% 9.8% 10.1% 

Income from continuing operations 29.6% 28.6% 24,8% 27.4% 26.6% 

Return on Aqua America stockholders' equity 12.2% 12.7% 11.7% 14.1% 14.4% 

Ratio of capital expenditures to depreciation expense 3.5 2.9 2.9 2.7 2,6 

Effective tax rate 6.6% 8.2% 6.9% 10.5% 9.5% 

(1) Represents a $21,433 ($32,975 pre-tax) joint venture impainnent charge. This amount represents our share of the 
impairment charge recognized by our joint venture that operates a private pipeline to supply raw water to films with 
natural gas well drilling operations. 
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RESULTS OF OPERATIONS 

Our income from continuing operations has grown at an annual compound rate of approximately 5. 7% and our net income 
has grown at an annual compound rate of approximately 4.1 % during the five-year period ended December 31, 2017. 
During the past five years, operating revenues grew at a compound rate of 1.5% and operating expenses grew at a 
compound rate of2.1%. 

Operating Segments 
We have identified ten operating segments and we have one reportable segment based on the following: 

• Eight segments are composed of our water and wastewater regulated utility operations in the eight states where we 
provide these services. These operating segments are aggregated into one reportable segment since each of these 
operating segments has the following similarities: economic characteristics, nature of services, production 
processes, customers, water distribution and/or wastewater collection methods, and the nature of the regulatory 
environment. Our single reportable segment is named the Regulated segment. 

• Two segments are not quantitatively significant to be repmiable and are composed of Aqua Resources and Aqua 
Infrastructure. These segments are included as a component of"Other," in addition to corporate costs that have not 
been allocated to the Regulated segment and intersegment eliminations. Corporate costs include general and 
administrative expenses, and interest expense. 
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The following table provides the Regulated segment and consolidated information for the years ended December 31, 
2017, 2016, and 2015: 

Operating revenues 
Operations and maintenance expense 
Taxes other than income taxes 
Earnings (loss) before interest, taxes, depreciation and amortization 
Depreciation and amortization 
Operating income 
Other expense (income): 

Interest expense, net 
Allowance for funds used during construction 
Gain on sale of other assets 
Equity income in joint venture 
Provision for income taxes 

Net income 

Operating revenues 
Operations and maintenance expense 
Taxes other than income taxes 
Earnings before interest, taxes, depreciation and amortization 
Depreciation and amortization 
Operating income 
Other expense (income): 

Interest expense, net 
Allowance for funds used during construction 
Gain on sale of other assets 
Gain on extinguishment of debt 
Equity loss in joint venture 
Provision for income taxes 

Net income 

Regulated 
$ 804,905 

286,962 

54,524 

$ 463,419 

Regulated 
$ 779,613 

282,866 

52,361 

$ 444,386 

33 

2017 

Other and 
Eliminations 

$ 4,620 

244 

2,104 

$ 2,272 

2015 

Other and 
Eliminations 

$ 34,591 

26,444 

2,696 

$ 5,451 

Consolidated 
$ 809,525 

287,206 

56,628 

465,691 

136,724 

328,967 

88,341 

(15,211) 

(484) 

(331) 

16,914 

$ 239,738 

Consolidated 
$ 814,204 

$ 

309,310 

55,057 

449,837 

128,737 

321,100 

76,536 

(6,219) 

(468) 

(678) 

35,177 

14,962 

201,790 

Regulated 
$ 800,107 

285,347 

53,916 

$ 460,844 

2016 

Other and 
Eliminations 

$ 19,768 

19,550 

2,469 

$ (2,251) 

Consolidated 
$ 819,875: 

304,897 

s6,3ssi 

458,593 

133,008: 

325,585 

80,594 

(8,815) 

(378) 

(976) 

20,978 

$ 234,182 
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Consolidated Results 

Operating Revenues- Operating revenues totaled $809,525 in 2017, $819,875 in 2016, and $814,204 in 2015. Our 
Regulated segment's revenues totaled $804,905 in 2017, $800,107 in 2016, and $779,613 in 2015. The growth in our 
Regulated segment's revenues over the past three years is a result of increases in our water and wastewater rates and our 
customer base. Rate increases implemented during the past three years have provided additional operating revenues of 
$6,143 in 2017, $4,319 in 2016, and $8,503 in 2015. Negatively impacting revenues in 2017 was a decrease in customer 
water consumption primarily due to unfavorable weather conditions during the year. The number of customers increased 
at an annual compound rate of 1.4% over the past three years due to acquisitions and organic growth, adjusted to exclude 
customers associated with utility system dispositions. Acquisitions in our Regulated segment have provided additional 
water and wastewater revenues of $1,695 in 2017, $8,20 I in 2016, and $8,900, in 2015. 

On June 7, 2012, Aqua Pennsylvania reached a settlement agreement in its last rate filing with the Pennsylvania Public 
Utility Commission, which in addition to a water rate increase, provided for a reduction in current income tax expense as 
a result of the recognition of qualifying income tax benefits upon Aqua Pennsylvania changing its tax accounting method 
to permit the expensing of qualifying utility asset improvement costs that historically had been capitalized and depreciated 
for book and tax purposes. In December 2012, Aqua Pennsylvania implemented this change which provides for the flow
through of income tax benefits that resulted in a substantial reduction in income tax expense and greater net income and 
cash flow. As a result, Aqua Pennsylvania was able to suspend its water Distribution System Improvement Charges from 
January 1, 2013 to September 30, 2017, when it resumed the use of a water Distribution System Improvement Charge on 
October 1, 2017. Aqua Pennsylvania was able to lengthen the amount of time until its next base rate case, which is 
expected to be filed in 2018. During 2017, 2016, and 2015, the income tax accounting change resulted in income tax 
benefits of $84,766, $78,530, and $72,944 that reduced the Company's current income tax expense and increased net 
income. The Company recognized a tax deduction on its 2012 Federal tax return of $380,000 for qualifying capital 
expenditures made prior to 2012. Based on the settlement agreement, beginning in 2013, the Company began to amortize 
I/10 th of these expenditures, or $38,000 annually, which reduced income tax expense and increased the Company's net 
income by $16,734, which is included in the income tax benefits noted previously. In accordance with the settlement 
agreement, this amortization is expected to reduce income tax expense during periods when qualifying parameters are 
met. 

Our operating subsidiaries received rate increases representing estimated annualized revenues of $7,558 in 2017 resulting 
from five base rate decisions, $3,434 in 2016 resulting from six rate decisions, and $3,347 in,2015 resulting from four rate 
decisions. Revenues from these increases realized in the year of grant were $6,343 in 2017, $I, 788 in 20 I 6, and $2,887 in 
2015. As of December 31, 2017, our operating subsidiaries have filed two rate requests, which are being reviewed by the 
state utility commissions, proposing an aggregate increase of $13,888 in annual revenues. During 2018, we intend to file 
five additional rate requests proposing an aggregate of approximately $80,000 of increased annual revenues; the timing 
and extent to which our rate increase requests may be granted will vary by state. Our planned rate filings for 2018 are 
subject to the issuance of procedural orders directing how the Federal tax law changes are to be reflected in our utility 
customer rates. 

CmTently, Pennsylvania, Illinois, Ohio, Indiana, New Jersey, and North Carolina allow for the use of a surcharge for 
replacing and rehabilitating infrastructure systems. The rate increases under this surcharge typically adjust periodically 
based on additional qualified capital expenditures completed or anticipated in a future period. This surcharge is capped as 
a percentage of base rates, generally at 5% to 12.75% of base rates, and is reset to zero when new base rates that reflect 
the costs of those additions become effective or when a utility's earnings exceed a regulatory benchmark. These 
surcharges provided revenues of $10,255 in 2017, $7,379 in 2016, and $3,261 in 2015. 

Our Regulated segment also includes operating revenues of $9,903 in 2017, $10,357 in 2016, and $10,746 in 2015 
associated with contract operations that are integrated into the regulated utility business and operations. These amounts 
vary over time according to the level of activity associated with the utility contract operations. 

In addition to the Regulated segment operating revenues, we recognized market-based revenues that are associated with 
Aqua Resources and Aqua Infrastructure of $4,798 in 2017, $20,091 in 2016, and $34,909 in 2015. The decrease in 
revenues in 2017 and 2016 is due to the disposition of business units within Aqua Resources. 
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Operations and Maintenance Expenses - Operations and maintenance expenses totaled $287,206 in 2017, $304,897 in 
2016, and $309,310 in 2015. Most elements of operating costs are subject to the effects of inflation and changes in the 
number of customers served. Several elements are subject to the effects of changes in water consumption, weather, and 
the degree of water treatment required due to variations in the quality of the raw water. The principal elements of 
operating costs are labor and employee benefits, electricity, chemicals, transportation, maintenance expenses, insurance 
and claims costs, and costs to comply with environmental regulations. Electricity and chemical expenses vary in 
relationship to water consumption, raw water quality, and price changes. Maintenance expenses are sensitive to extremely 
cold weather, which can cause water mains to rupture, resulting in additional costs to repair the affected main. 

Operations and maintenance expenses decreased in 2017, as compared to 2016, by $17,691 or 5.8%, primarily due to: 

• decreases in market-based activities expenses of $15,933 due to the disposition of business units within Aqua 
Resources; 

• a decrease in water production costs of $6,301 primarily due to a reduction in purchased water expense of $4,794 
due to replacing a purchased water supply with the Company's own water supply source; 

• a decrease in the Company's self-insured employee medical benefit program expense of $4,838; 
• offset by $4,102 for the timing of expenses incurred for the maintenance of our utility systems and the purchase of 

supplies, as well as other increases in operations and maintenance expenses. 

Operations and maintenance expenses decreased in 2016 as compared to 2015 by $4,413 or 1.4%, primarily due to: 

• decreases in market-based activities expenses of $10,393 due to the disposition of business units within Aqua 
Resources; 

• a decrease in water production costs of $3,156; 
• the effects of the recognition in 2015 of: 

o leadership transition expenses of $2,510, 
o the recording of a reserve of $1,862 for water rights held for future use, and 
o the recording of a legal contingency reserve of $1,580; 

• the reversal of a reserve for a legal contingency of $1,580; 
• offset by an increase in postretirement benefits of $5,554; and 
• additional operating costs associated with acquisitions of $4,538, as well as other increases in operations and 

maintenance expenses. 

Depreciation and Amortization Expenses- Depreciation expense was $136,302 in 2017, $130,987 in 2016, and 
$125,290 in 2015, and has increased principally as a result of the significant capital expenditures made to expand and 
improve our utility facilities, and our acquisitions of new utility systems. 

Amortization expense was $422 in 2017, $2,021 in 2016, and $3,447 in 2015, and has decreased primarily due to the 
completion of the recovery of our costs associated with various rate filings. Expenses associated with filing rate cases are 
deferred and amortized over periods that generally range from one to three years. 

Taxes Other titan Income Taxes -Taxes other than income taxes totaled $56,628 in 2017, $56,385 in 2016, and $55,057 
in 2015. The increase in 2017 was primarily due to an increase in gross receipts, excise and franchise taxes of$949, and 
an increase in taxes assessed resulting from the pumping of ground water in Texas of $486 due to higher water production 
volume and rates, offset by a $978 decrease in property taxes primarily due to a favorable ruling on a property tax appeal 
in Ohio. The increase in 2016 was primarily due to an increase of$578 for pumping fees in Texas due to higher water 
production, a rate increase, and the addition of two water systems, and an increase in gross receipts, excise and franchise 
taxes of $502. 
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Interest Expense, net - Net interest expense was $88,341 in 2017, $80,594 in 2016, and $76,536 in 2015. Interest income 
of $202 in 2017, $217 in 2016, and $272 in 2015 was netted against interest expense. Net interest expense increased in 
2017 due to an increase in average borrowings of $157,768 and an increase in short-term and long-term interest rates. Net 
interest expense increased in 2016 due to an increase in average short-term borrowings of $9,808 at higher short-term 
interest rates and an increase in average outstanding fixed rate long-term debt of $98,006 partially offset by a decline in 
long-term interest rates. Interest income decreased in 2017 due to lower investment rates. The weighted average cost of 
fixed rate long-term debt was 4.35% at December 31, 2017, 4.26% at December 31, 2016, and 4.57% at December 31, 
2015. The weighted average cost of fixed and variable rate long-term debt was 4.29% at December 31, 2017, 4.23% at 
December 31, 2016, and 4.44% at December 31, 2015. 

Allowance for Funds Used During Construction - The allowance for funds used during construction ("AFUDC") was 
$15,211 in 2017, $8,815 in 2016, and $6,219 in 2015, and varies as a result of changes in the average balance of utility 
plant construction work in progress, to which AFUDC is applied, changes in the AFUDC rate which is based 
predominantly on short-term interest rates, changes in the balance of short-debt, and changes in the amount of AFUDC 
related to equity. The increase in 2017 and 2016 is primarily due to an increase in the AFUDC rate as a result of an 
increase in the amount of AFUDC related to equity and in 2017 and 2016, and an increase in the average balance of utility 
plant construction work in progress, to which AFUDC is applied. The amount of AFUDC related to equity was $11,633 
in 2017, $6,561 in 2016, and $4,621 in 2015. 

Gain on Sale of Other Assets- Gain on sale of other assets totaled $484 in 2017, $378 in 2016, and $468 in 2015, and 
consists of the sales of property, plant and equipment and marketable securities. 

Gain on Extinguisltment of Debt- The gain on extinguishment of debt of $678 in 2015 results from the recognition of 
the unamortized issuance premium for the early redemption of$95,985 of tax-exempt bonds at 5.00% that were originally 
maturing between 2035 and 2038. 

Equity (Earnings) Loss in Joint Venture - Equity (earnings) loss in joint venture totaled $(331) in 2017, $(976) in 2016, 
and $35,177 in 2015. The equity earnings in 2017 primarily resulted from the sale of raw water to firms in the natural gas 
drilling industry. The equity earnings in 2016 resulted from the recognition of a connection fee earned by the joint 
venture in 2016 for which our share was $1,831 and a reduction in depreciation expense resulting from the noncash 
impairment charge recognized by the joint venture on its long-lived assets in 2015. In 2015, a noncash impairment charge 
was recognized by the joint venture on its long-lived assets for which our share was $32,975. The impairment charge was 
recognized in 2015 as a result of a determination that the long-lived assets, primarily consi;ting of a pipeline and pump 
station, had become impaired due to a marked decline in natural gas prices in 2015, a distinguishable reduction in the 
volume of water sales by the joint venture which led to a lowered forecast in 2015 on future water sales volumes by the 
joint venture, as well as changes in the natural gas industry and market conditions. At the time of the impairment, these 
market conditions were largely associated with natural gas prices, which sharply declined in 2015 and this downturn no 
longer appeared to be temporary and instead was expected to be a long-term condition. 

Income Taxes- Our effective income tax rate was 6.6% in 2017, 8.2% in 2016, and 6.9% in 2015. The effective income 
tax rate for 2017, 2016, and 2015 was affected by the 2012 income tax accounting change for qualifying utility asset 
improvements at Aqua Pennsylvania which resulted in a $84,766, $78,530, and $72,944 net reduction to the Company's 
2017, 2016, and 2015 Federal and state income tax expense, respectively. As of December 31, 2017, the Company has an 
umecognized tax benefit related to the Company's change in its tax accounting method for qualifying utility asset 
improvement costs, of which up to $24,243 of these tax benefits would further reduce the Company's effective income tax 
rate in the event the Company does sustain all, or a portion, of its tax position in the period this information is determined. 
Offsetting this reduction was the effect of the revaluation of our deferred income tax assets and liabilities, triggered by the 
TCJA, which resulted in the recognition of additional income tax expense of $3,141 to the extent revalued defe1Ted 
income taxes are not believed to be recoverable in utility customer rates. 
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Summary-

Operating income 
Net income 
Diluted net income per share 

Years ended December 31, 
2017 2016 2015 

$ 328,967 $ 325,585 $ 321,100, 
239,738 234,182 201,790 

1.35 1.32 1.14 

The changes in diluted net income per share in 2017 and 2016 .over the previous years were due to the aforementioned 
changes. 

Although we have experienced increased income in the recent past, continued adequate rate increases reflecting increased 
operating costs and new capital investments, are important to the future realization of improved profitability. 

Fourth Quarter Results - The following table provides our fourth quarter results: 

Operating revenues 

Operations and maintenance 
Depreciation 
Amortization 
Taxes other than income taxes 

Operating income 
Other expense (income): 
Interest expense, net 

Allowance for funds used during construction 
(Gain) loss on sale of other assets 
Equity loss in joint venture 

Income before income taxes 
Provision for income taxes 
Net income 

Three Months Ended December 31, 
2017 2016 

$ 203,312 $ 196,799 

79,243 77,550 
34,794 33,342 

64 654 
12,238 13,291 

126,339 124,8371 

76,973 71,962 

23,217 20,458 

(4,641) (2,369) 
(162) 12 

71 167 
58,488 53,694' 
5,015 4,045 

$ 53,473 $ 49,649' 

The increase in operating revenues of $6,513 was primarily due to an increase in water and wastewater rates and 
infrastructure rehabilitation surcharges of $4,247, an increase in customer water consumption, and additional revenues of 
$438 associated with a larger customer base due to utility acquisitions, offset by a decrease in market-based activities 
revenue of $2,323 due to dispositions. 

The increase in operations and maintenance expense of $1,693 is due primarily to $3,490 associated with the timing of 
expenses incurred for the maintenance of our utility systems and the purchase of supplies, an increase in postretirement 
benefits expense of $1,249, offset by a decrease in market-based activities expenses of $2,952, and a decrease in water 
production costs of$1,842 due to replacing a purchased water supply with the Company's own water supply source. 

Depreciation expense increased by $1,452 primarily due to the utility plant placed in service since December 31, 2016. 

The decrease in other taxes of $1,053 is primarily due to a decrease in property taxes of $1,466 due to a favorable 
property tax appeal in Ohio, offset by an increase in capital stock taxes of $199 due to the effect of a reversal of a reserve 
from the prior year, and an increase in taxes assessed resulting from the pumping of ground water in Texas of $166 due to 
higher water production volume and rates. 
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Interest expense increased by $2,759 due to an increase in the average outstanding debt balance. 

AFUDC increased by $2,272 due to an increase in the average balance of utility plant construction work in progress, to 
which AFUDC is applied, and an increase in the AFUDC rate as a result of an increase in the amount of AFUDC related 
to equity. 

The provision for income taxes increased by $970 primarily as a result of the revaluation of our defe1Ted income tax assets 
and liabilities, triggered by the TCJA, which resulted in the recognition of additional income tax expense of$3,141 to the 
extent revalued defe1Ted income taxes are not believed to be recoverable in utility customer rates, offset by the effect of 
additional tax deductions recognized in the fourth quarter of 2017 for certain qualifying infrastructure improvements for 
Aqua Pennsylvania. 

LIQUIDITY AND CAPITAL RESOURCES 

Consolidated Cash Flow and Capital Expenditures 
Net operating cash flows from continuing operations, dividends paid on common stock, capital expenditures used in 
continuing operations, including allowances for funds used during construction, and expenditures for acquiring water and 
wastewater systems for our continuing operations for the five years ended December 31, 2017 were as follows: 

Net Operating Cash 
Flows Dividends Capital Expenditures Acquisitions 

2013 $ 365,803 $ 102,889 $ 307,908 $ 14,997. 
2014 364,888 112,106 328,605 14,616 

2015 370,794 121,248 364,689 28,989 

2016 396,163 130,923 382,996 9,423 

2017 381,318 140,660 478,089 5,860 

$ 1,878,966 $ 607,826 $ 1,862,287 $ 73,885 

Included in capital expenditures for the five-year period are: expenditures for the rehabilitation of existing water and 
wastewater systems, the expansion of our water and wastewater systems, modernization and replacement of existing . 
treatment facilities, water meters, office facilities, information technology, vehicles, and equipment. During this five-year 
period, we received $31,657 of customer advances and contributions in aid of construction to finance new water mains 
and related facilities that are not included in the capital expenditures presented in the above table. In addition, during this 
period, we have made repayments of debt of $978,762, and have refunded $22,607 of customers' advances for 
construction. Dividends increased during the past five years as a result of annual increases in the dividends declared and 
paid and increases in the number of shares outstanding. 

Our planned 2018 capital program, exclusive of the costs of new mains financed by advances and contributions in aid of 
construction, is estimated to be approximately $500,000 in infrastructure improvements for the communities we serve. 
The 2018 capital program is expected to include $213,200 for infrastructure rehabilitation surcharge qualified projects. 
On January 1, 2013, Aqua Pennsylvania reset its water infrastructure rehabilitation surcharge to zero resulting from the 
change in its tax method of accounting for qualifying utility asset improvements as described below. Although we were 
not eligible to use an infrastructure rehabilitation surcharge with our Aqua Pennsylvania water customers from January 1, 
2013 to September 30, 2017, we were able to use the income tax savings derived from the qualifying utility asset 
improvements to maintain Aqua Pennsylvania's capital investment program. Our planned 2018 capital program in 
Pennsylvania is estimated to be approximately $337,000, a portion of which is expected to be eligible as a deduction for 
qualifying utility asset improvements for Federal income tax purposes. Our overall 2018 capital program, along with 
$113,769 of debt repayments and $160,973 of other contractual cash obligations, as reported in the section captioned 
"Management's Discussion and Analysis of Financial Condition and Results of Operations - Contractual Obligations", 
has been, or is expected to be, financed through internally-generated funds, our revolving credit facilities, and the issuance 
of long-term debt. 

38 



Table of Contents 

Future utility construction in the period 2019 through 2020, including recmTing programs, such as the ongoing 
replacement or rehabilitation of water meters and water mains, water treatment plant upgrades, storage facility 
renovations, and additional transmission mains to meet customer demands, exclusive of the costs of new mains financed 
by advances and contributions in aid of construction, is estimated to require aggregate expenditures of approximately 
$875,000. We anticipate that approximately one-half of these expenditures will require external financing. We expect to 
refinance $189,025 oflong-term debt during this period as they become due with new issues of long-term debt, internally
generated funds, and our revolving credit facilities. The estimates discussed above do not include any amounts for 
possible future acquisitions of water and wastewater systems or the financing necessary to support them. 

Our primary sources of liquidity are cash flows from operations (including the allowed deferral of Federal income tax 
payments), borrowings under various short-term lines of credit and other credit facilities, and customer advances and 
contributions in aid of construction. Our cash flow from operations, or internally-generated funds, is impacted by the 
timing of rate relief, water consumption, and changes in Federal tax laws with respect to the reduction in the corporate 
income tax rate, and accelerated tax depreciation or deductions for utility construction projects. We fund our capital and 
typical acquisitions through internally-generated funds, supplemented by short-tenn. lines of credit. Over time, we 
patiially repay or pay-down our short-term lines of credit with long-term debt. The ability to finance our future 
construction programs, as well as our acquisition activities, depends on our ability to attract the necessary external 
financing and maintain internally-generated funds. Timely rate orders permitting compensatory rates of return on 
invested capital will be required by our operating subsidiaries to achieve an adequate level of earnings and cash flow to 
enable them to secure the capital they will need to operate and to maintain satisfactory debt coverage ratios. 

On June 7, 2012, Aqua Pennsylvania reached a settlement agreement in its rate filing with the Pennsylvania Public Utility 
Commission, which in addition to a water rate increase, provided for a reduction in current income tax expense as a result 
of the recognition of qualifying income tax benefits upon Aqua Pennsylvania changing its tax accounting method to 
permit the expensing of qualifying utility asset improvement costs that have historically been capitalized and depreciated 
for book and tax purposes. In December 2012, Aqua Pennsylvania implemented this change, which resulted in a 
substantial reduction in income tax expense and greater net income and cash flow, and as a result allowed Aqua 
Pennsylvania to suspend its water Distribution System Improvement Charges from January 1, 2013 to September 30, 
2017, and lengthen the amount of time until the next Aqua Pennsylvania rate case, which is expected to be filed in 2018. 
As a result of the Pennsylvania rate order, income tax benefits reduced the Company's current income tax expense and 
increased net income by $84,766 in 2017, $78,530 in 2016, and $72,944 in 2015. The Company recognized a tax 
deduction on its 2012 Federal tax return of $380,000 for qualifying capital expenditures made prior to 2012, and based on 
the settlement agreement, beginning in 2013, the Company began to amortize 1/l0th of these expenditures or $38,000 
annually, which reduced income tax expense and increased the Company's net income by $16,734. In accordance with 
the settlement agreement, this ammiization is expected to reduce income tax expense during periods when qualifying 
parameters are met. 

Acquisitions 
As pati of the Company's growth-through-acquisition strategy, the Company has entered into purchase agreements to 
acquire the water or wastewater utility system assets of six municipalities for a total combined purchase price in cash of 
$150,700. The purchase price for these pending acquisitions is subject to cetiain adjustments at closing, and the pending 
acquisitions are subject to regulatory approvals, including the final determination of the fair value of the rate base 
acquired. Closings for these acquisitions are expected to occur by the end of 2018, which is subject to the timing of the 
regulatory approval process. These acquisitions are expected to add approximately 16,325 customers in two of the states 
in which the Company operates. 

During the past five years, we have expended cash of$73,885 and issued 439,943 shares of common stock, valued at 
$12,845 at the time of acquisition, related to the acquisition of utility systems, both water and wastewater utilities, as well 
as investments in supplying raw water to the natural gas drilling industry. 

In 2017, we completed four acquisitions of water and wastewater utility systems for $5,860 in cash in two of the states in 
which we operate, adding 1,003 customers. 

In January 2016, we acquired the water and wastewater utility system assets of Superior Water Company, Inc., which 
provided public water service to 4,108 customers in portions of Berks, Chester, and Montgomery counties in 
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Pennsylvania. The total purchase price for the utility system was $16,750, which consisted of the issuance of 439,943 
shares of the Company's common stock and $3,905 in cash. Additionally, during 2016, we completed 18 acquisitions of 
water and wastewater utility systems for $5,518 in cash in eight of the states in which we operate, adding 2,469 
customers. 

In April 2015, we acquired the water and wastewater utility system assets of North Maine Utilities, located in the Village 
of Glenview, Illinois serving 7,409 customers. The total purchase price consisted of $23,079 in cash. Additionally, 
during 2015, we completed 14 acquisitions of water and wastewater utility systems for $5,210 in cash in six of the states 
in which we operate, adding 3,170 customers. 

During 2014, we completed 16 acquisitions of water and wastewater utility systems for $10,530 in cash in seven of the 
states in which we operate, adding 6,148 customers. Further, in 2014, we acquired two market-based businesses that 
specialized in inspecting, cleaning and repairing storm and sanitary sewer lines, as well as providing water distribution 
system services and training to waterworks operators. The total purchase price in aggregate was $4,810 and both these 
businesses were subsequently sold in November 2016 and January 2017. 

During 2013, we completed 15 acquisitions of water and wastewater utility systems for $14,997 in cash in four of the 
states in which we operate, adding 5,991 customers. 

We continue to pursue the acquisition of water and wastewater utility systems, and explore other utility acquisitions that 
may be in a new state. Our typical acquisitions are expected to be financed with short-term debt with subsequent 
repayment from the proceeds oflong-term debt, retained earnings, or equity issuances. 

Joint Venture 
In September 2011, one of our subsidiaries entered into a joint venture with a firm that operates natural gas pipelines and 
processing plants for the construction and operation of a private pipeline system to supply raw water to natural gas well 
drilling operations in the Marcellus Shale in north-central Pennsylvania (the "Joint Venture"). We own 49% of the Joint 
Venture. The 56 mile pipeline construction and permitted intake on the Susquehanna River cost $109,000. As of 
December 31, 2017, our capital contributions since inception totaled $53,643 in cash. This investment has been financed 
through the issuance oflong-term debt. Our 49% investment in the Joint Venture is an unconsolidated affiliate and is 
accounted for under the equity method of accounting. Our initial investment is carried at cost. Subsequently, the carrying 
amount of our investment is adjusted to reflect capital contributions:or distributions, our equity in earnings and losses 
since the commencement of the system's operations, and a decline in the fair value of our investment. In 2015, an 
impairment charge was recognized by the joint venture on its long-lived assets, of which the Company's share totaled 
$32,975 ($21,433 after-tax), representing our share of the noncash impairment charge as further described in Note 1 -
Summa,y of Significant Accounting Policies - Investment in Joint Venture in this Annual Report. 

Dispositions 
We routinely review and evaluate areas of our business and operating divisions and, over time, may sell utility systems or 
portions of systems. In 2017, the Company sold two business units within Aqua Resources, which resulted in total 
proceeds of$867, and recognized a net loss of$324. In 2016, the Company sold two business units within Aqua 
Resources, which resulted in total proceeds of$4,459, and recognized a net loss of$543. 

In December 2014, we completed the sale of our water utility system in southwest Allen County Indiana to the City of 
Fort Wayne, Indiana for $67,011, which is comprised of $50,100 in addition to $16,911 the city initially paid the 
Company towards its water and wastewater system assets in the northern part of Fort Wayne in 2008. We recognized a 
gain on sale of$29,210 ($17,611 after-tax) in the fourth quarter of 2014. In addition, as a result of this transaction, Aqua 
Indiana expanded its sewer customer base by accepting new wastewater flows from the City. Additionally, in March, 
2014, we completed the sale of our wastewater treatment facility in Georgia. 

In 2013, in accordance with our strategy to focus our resources on states where we have critical mass to improve our 
economies of scale and expect future economic growth, we sold water and wastewater systems in Florida, through five 
separate sales transactions. The Company received total net proceeds from these sales of $88,934, and recognized a gain 
on sale of$21,178 ($13,766 after-tax). 
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Additionally, in June 2013, the Company sold a water and wastewater utility system in Texas for net proceeds of $3,400. 
The sale resulted in the recognition of a gain on sale of these assets, net of expenses, of $1,025 ($615 after-tax). 

Despite these transactions, one of our primary strategies continues to be to acquire additional utility systems, to maintain 
our existing systems where there is a strategic business benefit, and to actively oppose unilateral efforts by municipal 
governments to acquire any of our operations. 

Sources of Capital 
Since net operating cash flow plus advances and contributions in aid of construction have not been sufficient to fully fund 
cash requirements, we issued $1,670,223 oflong-term debt and obtained other short-term borrowings during the past five 
years. At December 31, 2017, we have a $250,000 long-term revolving credit facility that expires in February 2021, of 
which $19,811 was designated for letter of credit usage, $170,189 was available for borrowing, and $60,000 of 
borrowings were outstanding at December 31, 2017. In addition, we have short-term lines of credit of $135,500, of which 
$131,850 was available as of December 31, 2017. These short-term lines of credit are subject to renewal on an annual 
basis. Although we believe we will be able to renew these facilities, there is no assurance that they will be renewed, or 
what the terms of any such renewal will be. 

Our consolidated balance sheet historically has had a negative working capital position, whereby routinely our current 
liabilities exceed our current assets. Management believes that internally-generated funds along with existing credit 
facilities and the proceeds from the issuance of long-term debt will be adequate to provide sufficient working capital to 
maintain normal operations and to meet our financing requirements for at least the next twelve months . 

. Our loan and debt agreements require us to comply with certain financial covenants, which among other things, subject to 
specific exceptions, limit the Company's ratio of consolidated total indebtedness to consolidated total capitalization, and 
require a minimum level of earnings coverage over interest expense. During 2017, we were in compliance with our debt 
covenants under our credit facilities. Failure to comply with our debt covenants could result in an event of default, which 
could result in us being required to repay or refinance our borrowings before their due date, possibly limiting our future 
borrowings, and increasing our borrowing costs. 

The Company has a universal shelfregistration statement, which was filed with the SEC in February 2015, which allows 
for the potential future offer and sale by us, from time to time, in one or more public offerings, of an indeterminate 

. amount of our common stock, preferred stock, debt securities, and other securities specified therein at indeterminate 
· prices. The Company's Board of Directors has authorized the Company to issue up to $500,000 of our common stock, 

preferred stock, debt securities, and other securities specified therein under this universal shelf registration statement. The 
Company has not issued any securities to date under this universal shelf registration statement. This registration statement 
expires in February 2018, and we intend to file a new three-year universal shelfregistration statement. 

In addition, we have a shelfregistration statement, which was filed with the SEC on February 27, 2015, to permit the 
offering from time to time of an aggregate of $500,000 of our common stock and shares of preferred stock in connection 
with acquisitions. During 2016, we issued 439,943 shares of common stock totaling $12,845 to acquire a water system. 
The balance remaining available for use under the acquisition shelf registration as of December 31, 2017 is $487,155. 

We will determine the form and terms of any securities issued under the universal shelf registration statement and the 
acquisition shelf registration statement at the time of issuance. 

We offer a Dividend Reinvestment and Direct Stock Purchase Plan (the "Plan") that provides a convenient and 
economical way to purchase shares of the Company. Under the direct stock purchase portion of the Plan, shares are 
issued throughout the year. The dividend reinvestment portion of the Plan offers a five percent discount on the purchase 
of shares of common stock with reinvested dividends. As of the December 2017 dividend payment, holders of 9 .9% of 
the common shares outstanding participated in the dividend reinvestment potiion of the Plan. The shares issued under the 
Plan are either original issue shares or shares purchased by the Company's transfer agent in the open-market. During the 
past five years, we have sold 551,788 original issue shares of common stock for net proceeds of $13,625 through the 
dividend reinvestment portion of the Plan, and we used the proceeds to invest in our operating subsidiaries, to repay short
term debt, and for general corporate purposes. In 2017, 2016, and 2015, 447,753, 484,645, and 535,439 shares of 
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common stock were purchased under the dividend reinvestment portion of the Plan by the Company's transfer agent in the 
open-market for $15,168, $14,916, and $14,380, respectively. 

The Company's Board of Directors has authorized us to repurchase our common stock, from time to time, in the open 
market or through privately negotiated transactions. In 2014, we repurchased 560,000 shares of our common stock in the 
open market for $13,280. In December 2014, the Company's Board of Directors authorized a share buyback program of 
up to 1,000,000 shares to minimize share dilution through timely and orderly share repurchases. In December 2015, the 
Company's Board of Directors added 400,000 shares to this program. In 2015, we repurchased 805,000 shares of our 
common stock in the open market for $20,502. In 2016, we did not repurchase any shares of our common stock in the 
open market under this program. This program expired on December 31, 2016. 

Off-Balance Sheet Financing Arrangements 
We do not engage in any off-balance sheet financing arrangements. We do not have any interest in entities referred to as 
variable interest entities, which includes special purpose entities and other structured finance entities. 
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Contractual Obligations 
The following table summarizes our contractual cash obligations as of December 31, 2017: 

Payments Due By Period 

Less than 1 More than 5 
Total year 1 - 3 years 3 - 5 years years 

Long-term debt $ 2,143,127 $ 113,769 $ 189,025 $ 121,966 $ 1,718,367 

Interest on fixed-rate, long-term debt (1) 1,366,407 77,497 148,277 131,248 1,009,385 

Operating leases (2) 20,080 1,919 2,957 2,148 13,056 

Unconditional purchase obligations (3) 31,510 4,853 8,989 8,024 9,644 

Other purchase obligations (4) 63,0M 63,064 ... 

Pension plan obligation (5) 12,484 12,484 

Other obligations (6) 11,932 1,156 2,035 2,118 6,623 

Total $ 3,648,604 $ 274,742 $ 351,283 $ 265,504 $ 2,757,075 

(1) Represents interest payable on fixed rate, long-term debt. Amounts repotied may differ from actual due to future 
refinancing of debt. 

(2) Represents operating leases that are noncancelable, before expiration, for the lease of motor vehicles, buildings, land 
and other equipment. 

(3) Represents our commitment to purchase minimum quantities of water as stipulated in agreements with other water 
purveyors. We use purchased water to supplement our water supply, particularly during periods of peak customer 
demand. Our actual purchases may exceed the minimum required levels. 

( 4) Represents an approximation of the open purchase orders for goods and services purchased in the ordinary course of 
business. 

(5) Represents contributions to be made to pension plan. 

(6) Represents expenditures estimated to be required under legal and binding contractual obligations. 

In addition to these obligations, we pay refunds on customers' advances for construction over a specific period of time 
based on operating revenues related to developer-installed water mains or as new customers are connected to and take 
service from such mains. After all refunds are paid, any remaining balance is transferred to contributions in aid of 
construction. The refund amounts are not included in the above table because the refund amounts and timing are 
dependent upon several variables, including new customer connections, customer consumption levels and future rate 
increases, which cannot be accurately estimated. Potiions of these refund amounts are payable annually through 2027 and 
amounts not paid by the contract expiration dates become non-refundable. 

In addition to the obligations disclosed in the contractual obligations table above, we have unce1iain tax positions of 
$17,583. Although we believe our tax positions comply with applicable law, we have made judgments as to the 
sustainability of each uncertain tax position based on its technical merits. Due to the uncertainty of future cash outflows, 
if any, associated with our uncertain tax positions, we are unable to make a reasonable estimate of the timing or amounts 
that may be paid. See Note 7 - Income Taxes in this Annual Report for fmiher information on our uncertain tax positions. 

We will fund these contractual obligations with cash flows from operations and liquidity sources held by or available to 
us. 
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The Company is routinely involved in legal matters, including both asserted and unasserted legal claims, during the 
ordinary course of business. See Note 9- Commitments and Contingencies in this Annual Report for a discussion of the 
Company's legal matters. It is not always possible for management to make a meaningful estimate of the potential loss or 
range ofloss associated with such litigation. Also, unanticipated changes in circumstances and/or revisions to the 
assessed probability of the outcomes of legal matters could result in expenses being incurred in future periods as well as 
an increase in actual cash required to resolve the legal matter. 

Capitalization 
The following table summarizes our capitalization during the past five years: 

December 31, 2017 2016 2015 2014 

Long-term debt (1) 52.3% 50.8% 50.8% 49.4% 

Aqua America stockholders' equity 47.7% 49.2% 49.2% 50.6% 

100.0% 100.0% 100.0% 100.0% 

(1) Includes current portion, as well as our borrowings under a variable rate revolving credit agreement of 
$60,000 at December 31, 2017, $25,000 at December 31, 2016, $60,000 at December 31, 2015, $72,000 at 
December 31, 2014, and $0 at December 31, 2013. 

2013 

50.33/<i 

49.7% 

100.0% 

Over the past five years, the changes in the capitalization ratios primarily resulted from the issuance of debt to finance our 
acquisitions and capital program, growth in net income, the issuance of common stock, and the declaration of dividends. 

INCOME TAX MATTERS 

Tax Cuts and Jobs Act of 2017 
On December 22, 2017, President Trump signed the TCJA into law. Substantially all of the provisions of the TCJA are 
effective for tax years beginning after December 31, 2017, except as noted below. The TCJ A includes significant changes 
to the Code and the taxation of business entities, and includes specific provisions related to regulated public utilities. 
Significant changes include a reduction in the corporate federal income tax rate from 35% to 21 %, and a limitation on the 
utilization ofNOLs arising after December 31, 2017 to 80% of taxable income with an indefinite carryforward. The 
specific provisions related to regulated public utilities in the TCJA generally allow for the continued deductibility of 
interest expense, the elimination offull expensing for tax purposes of certain property acquired after September 27, 2017 
and the continuation of certain rate nonnalization requirements for accelerated depreciation benefits. Our market-based 
companies still qualify for 100% deductibility of qualifying property acquired after September 27, 2017. 

The Company's regulated operations accounting for income taxes are impacted by the FASB's accounting guidance for 
regulated operations. Reductions in accumulated defe1Ted income tax balances due to the reduction in the corporate 
income tax rates to 21 % under the provisions of the TCJA results in amounts previously collected from utility customers 
for these deferred taxes to be refundable to such customers, generally through reductions in future rates. The TCJA 
includes provisions that stipulate how these excess deferred taxes are to be passed back to customers for certain 
accelerated tax depreciation benefits. Potential refunds of other deferred taxes will be determined by our state regulators. 
Our state regulatory commissions have or are in the process of issuing procedural orders directing how the tax law 
changes are to be reflected in our utility customer rates. In addition, we have two rate cases currently in progress in two 
states in which TCJA is expected to be addressed in the new base rates. The December 31, 2017 consolidated balance 
sheet reflects the impact of the TCJA on our regulatory assets and liabilities, which reduced our regulatory assets by 
$357,262 and increased our regulatory liabilities by $303,320. These adjustments had no impact on our 2017 cash flows. 

As of December 31, 2017, resulting from the TCJA enactment, our deferred income tax assets and liabilities were 
revalued based upon the new corporate income tax rate of 21 %. The revaluation of our deferred income tax assets and 
liabilities resulted in the recognition of additional income tax expense of $3,141 to the extent revalued defened income 
taxes are not believed to be recoverable in utility customer rates. 
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES 

Our financial condition and results of operations are impacted by the methods, assumptions, and estimates used in the 
application of critical accounting policies. The following accounting policies are particularly important to our financial 
condition or results of operations, and require estimates or other judgments of matters of uncertainty. Changes in the 
estimates or other judgments included within these accounting policies could result in a significant change to the financial 
statements. We believe our most critical accounting policies include revenue recognition, the use ofregulatory assets and 
liabilities, the valuation of our long-lived assets (which consist primarily of utility plant in service, regulatory assets, and 
goodwill) our accounting for post-retirement benefits, and our accounting for income taxes. We have discussed the 
selection and development of our critical accounting policies and estimates with the Audit Committee of the Board of 
Directors. 

Revenue Recognition - Our utility revenues recognized in an accounting period include amounts billed to customers on 
a cycle basis and unbilled amounts based on estimated usage from the last billing to the end of the accounting period. The 
estimated usage is based on our judgment and assumptions; our actual results could differ from these estimates, which 
would result in operating revenues being adjusted in the period that the revision to our estimates is determined. 
In Virginia, we commence the billing of our utility customers, under new rates, upon authorization from the respective 
utility commission and before the final commission rate order is issued. The revenue recognized reflects an estimate 
based on our judgment of the final outcome of the commission's ruling. We monitor the applicable facts and 
circumstances regularly, and revise the estimate as required. The revenue billed and collected prior to the final ruling is 
subject to refund based on the commission's final ruling. 

Regulatory Assets and Liabilities - We defer costs and cregits on the balance sheet as regulatory assets and liabilities 
when it is probable that these costs and credits will be recognized in the rate-making process in a period different from 
when the costs and credits were incurred. These deferred amounts, both assets and liabilities, are then recognized in the 
income statement in the same period that they are reflected in our rates charged for water or wastewater service. In the 
event that our assessment as to the probability of the inclusion in the rate-making process is incorrect, the associated 
regulatory asset or liability would be adjusted to reflect the change in our assessment or change in regulatory approval. 

Valuation of Long-Lived Assets, Goodwill and Intangible Assets - We review our long-lived assets for impairment, 
including utility plant in service and investment in joint venture. We also review regulatory assets for the continued 
application of the Financial Accounting Standards Board's ("FASB") accounting guidance for regulated operations. Our 
review determines whether there have been changes in circumstances or events, such as regulatory disallowances, or 
abandonments, that have occurred that require adjustments to the carrying value of these assets. Adjustments to the 
carrying value of these assets would be made in instances where their inclusion in the rate-making process is unlikely. 
For utility plant in service, we would recognize an impairment loss for any amount disallowed by the respective utility 
commission. For our equity method investment in joint venture, the Company evaluates whether it has experienced a 
decline in the value of its investment that is other than temporary in nature. We would recognize an impairment loss if the 
fair value of our investment is less than the carrying amount of the investment, and the decline in value is considered other 
than temporary. Additionally, the Company would recognize its share of an impairment loss if the joint venture 
determines that the carrying amount of the joint venture's assets exceeds the sum of the joint venture's undiscounted 
estimated cash flows. 

Our long-lived assets, which consist primarily of utility plant in service, regulatory assets and investment in joint venture, 
are reviewed for impairment when changes in circumstances or events occur. These circumstances or events could 
include a decline in the market value or physical condition of a long-lived asset, an adverse change in the manner in which 
long-lived assets are used or planned to be used, a change in historical trends, operating cash flows associated with the 
long-lived assets, changes in macroeconomic conditions, industry and market conditions, or overall financial performance. 
When these circumstances or events occur, we determine whether it is more likely than not that the fair value of those 
assets is less than their carrying amount. If we determine that it is more likely than not (that is, the likelihood of more 
than 50 percent), we would recognize an impairment charge if it is determined that the carrying amount of an asset 
exceeds the sum of the undiscounted estimated cash flows. In this circumstance, we would recognize an impairment 
charge equal to the difference between the carrying amount and the fair value of the asset. Fair value is estimated to be 
the present value of future net cash flows associated with the asset, discounted using a discount rate commensurate with 
the risk and remaining life of the asset. This assessment requires significant management judgment and estimates that are 
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based on budgets, general strategic business plans, historical trends and other data and relevant factors. These estimates 
include significant inherent uncertainties, since they involve forecasting future events. If changes in circumstances or 
events occur, or estimates and assumptions that were used in this review are changed, we may be required to record an 
impairment charge on our long-lived assets. 

We have an investment in a joint venture, for which we own 49%, and use the equity method of accounting to account for 
this joint venture. The joint venture operates a private pipeline system to supply raw water to natural gas well drilling 
operations in the Marcellus Shale in north central Pennsylvania. In the fourth quarter of 2015, the joint venture 
recognized an impairment charge on its long-lived assets, of which the Company's share totaled $32,975 ($21,433 after
tax), representing our share of the noncash impairment charge. Refer to Note 1 - Summary of Significant Accounting 
Policies - Property, Plant and Equipment and Depreciation, and Investment in Joint Venture in this Annual Report for 
additional information regarding the review oflong-lived assets for impairment. See also Consolidated Results - Equity 
(Earnings) Loss in Joint Venture above in this Annual Report. 

We test the goodwill attributable for each of our reporting units for impairment at least annually on July 31, or more often, 
if circumstances indicate a possible impairment may exist. When testing goodwill for impairment, we may assess 
qualitative factors, including macroeconomic conditions, industry and market considerations, cost factors, overall 
financial performance, and entity specific events, for some or all of our reporting units to determine whether it's more 
likely than not that the fair value of a reporting unit is less than its carrying amount. Alternatively, based on our 
assessment of the qualitative factors previously noted, we may perform a quantitative goodwill impairment test by 
determining the fair value of a reporting unit based on a discounted cash flow analysis. Ifwe perform a quantitative test 
and determine that the fair value of a reporting unit is less than its carrying amount, we would record an impairment loss 
for the amount by which a reporting unit's carrying amount exceeds its fair value, not to exceed the canying amount of 
goodwill. The assessment requires significant management judgment and estimates that are based on budgets, general 
strategic business plans, historical trends and other data and relevant factors. If changes in circumstances or events occur, 
or estimates and assumptions that were used in our impairment test change, we may be required to record an impairment 
charge for goodwill. Refer to Note 1 - Summary of Significant Accounting Policies - Goodwill in this Annual Report for 
information regarding the results of our annual impairment test. 

Accounting for Post-Retiremellt Benefits - We maintain a qualified and a non-qualified defined benefit pension plan and 
plans that provide for post-retirement benefits other than pensions. Accounting for pension and other post-retirement 
benefits requires an extensive use of assumptions about the discount rate, e".'pected return on plan assets, the rate of future 
compensation increases received by our employees, mortality, turnover and medical costs. Each assumption is reviewed 
annually with assistance from our actuarial consultant, who provides guidance in establishing the assumptions. The 
assumptions are selected to represent the average expected experience over time and may differ in any one year from 
actual experience due to changes in capital markets and the overall economy. These differences will impact the amount of 
pension and other post-retirement benefits expense that we recognize. 

Our discount rate assumption, which is used to calculate the present value of the projected benefit payments of our post
retirement benefits, was determined by selecting a hypothetical portfolio of high quality corporate bonds appropriate to 
match the projected benefit payments of the plans. The selected bond portfolio was derived from a universe of Aa-graded 
corporate bonds, all of which were noncallable ( or callable with make-whole provisions), and have at least $50,000 in 
outstanding value. The discount rate was then developed as the rate that equates the market value of the bonds purchased 
to the discounted value of the projected benefit payments of the plans. A decrease in the discount rate would increase our 
post-retirement benefits expense and benefit obligation. After reviewing the hypothetical portfolio of bonds, we selected 
a discount rate of3.66% for our pension plan and 3.73% for our other post-retirement benefit plans as of December 31, 
2017, which represent a 47 and 52 basis-point decrease as compared to the discount rates selected at December 31, 2016, 
respectively. Our post-retirement benefits expense under these plans is determined using the discount rate as of the 
beginning of the year, which was 4.13% for our pension plan and 4.25% for our other-postretirement benefit plans for 
2017, and will be 3.66% for our pension plan and 3.73% for our other post-retirement benefit plans for 2018. 

Our expected return on plan assets is determined by evaluating the asset class return expectations with our advisors as 
well as actual, long-term, historical results of our asset returns. The Company's market-related value of plan assets is 
equal to the fair value of the plans' assets as of the last day of its fiscal year, and is a determinant for the expected return 
on plan assets, which is a component of post-retirement benefits expense. The allocation of our plans' assets impacts our 
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expected return on plan assets. In 2017, we changed the targeted allocation of the plans' assets to reflect 50% to 70% 
return seeking assets, and 30% to 50% liability hedging assets, which replaced the former targeted allocation of 25% to 
75% domestic equities, 0% to 10% international equities, 25% to 50% fixed income, 0% to 5% alternative investments, 
and 0% to 20% cash and cash equivalents. Our post-retirement benefits expense increases as the expected return on plan 
assets decreases. We believe that our actual long-term asset allocations on average will approximate our targeted 
allocations. Our targeted allocations are driven by our investment strategy to earn a reasonable rate of return while 
maintaining risk at acceptable levels through the diversification of investments across and within various asset categories. 
For 2017, we used a 7.00% expected return on plan assets assumption which will decrease to 6.75% for 2018. 

Funding requirements for qualified defined benefit pension plans are determined by government regulations and not by 
accounting pronouncements. In accordance with funding rules and our funding policy, during 2018 our pension 
contribution is expected to be $12,484. Future years' contributions will be subject to economic conditions, plan 
participant data and the funding rules in effect at such time as the funding calculations are performed, though we expect 
future changes in the amount of contributions and expense recognized to be generally included in customer rates. 

Accounting for Income Taxes - We estimate the amount of income tax payable or refundable for the current year and the 
deferred income tax liabilities and assets that results from estimating temporary differences resulting from the treatment of 
specific items, such as depreciation, for tax and financial statement reporting. Generally, these differences result in the 
recognition of a deferred tax asset or liability on our consolidated balance sheet and require us to make judgments 
regarding the probability of the ultimate tax impact of the various transactions we enter into. Based on these judgments, 
we may record tax reserves or adjustments to valuation allowances on defe1Ted tax assets to reflect the expected 
realization of future tax benefits. Actual income taxes could vary from these estimates and changes in these estimates can 
increase income tax expense in the period that these changes in estimates occur. 

Our determination of what qualifies as a capital cost versus a tax deduction, for qualifying utility asset improvements, as it 
relates to our income tax accounting method change beginning in 2012, is subject to subsequent adjustment as well as IRS 
audits, changes in income tax laws, including regulations regarding tax-basis depreciation as it applies to our capital 
expenditures, or qualifying utility asset improvements, the expiration of a statute of limitations, or other unforeseen 
matters could impact the tax benefits that have already been recognized. We establish reserves for unce1tain tax positions 
based upon management's judgment as to the sustainability of these positions. These accounting estimates related to the 
uncertain tax position reserve require judgments to be made as to the sustainability of each uncertain tax position based on 
its technical merits. We believe our tax positions comply with applicable law and that we have adequately recorded 
reserves as required. However, to the extent the final tax outcome of these matters is different than our estimates 
recorded, we would then need to adjust our tax reserves which could result in additional income tax expense or benefits in 
the pedod that this information is known. 

IMP ACT OF RECENT ACCOUNTING PRONOUNCEMENTS 

We describe the impact ofrecent accounting pronouncements in Note l -Summa,y a/Significant Accounting Policies in 
this Annual Report. 
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Item 7 A. Quantitative and Qualitative Disclosures About Market 
Risk 

We are subject to market risks in the normal course of business, including changes in interest rates and equity prices. The 
exposure to changes in interest rates is a result of financings through the issuance of fixed rate long-term debt. Such 
exposure is typically related to financings between utility rate increases, since generally our rate increases include a 
revenue level to allow recovery of our current cost of capital. Interest rate risk is managed through the use of a 
combination of long-tenn debt, which is at fixed interest rates, and short-term debt, which is at floating interest rates. As 
of December 31, 2017, the debt maturities by period, in thousands of dollars, and the weighted average interest rate for 
long-term debt are as follows: 

2018 2019 2020 2021 2022 Thereafter Total Fair Value 
Long-term debt: 

Fixed rate $ 113,769 $ 144,622 $ 44,403 $ 36,811 $ 25,155 $ 1,718,361 $ 2,083,127 $ 2,202,785 
Variable rate 60,000 60,000 60,000 

Total $113,769 $ 144,622 $ 44,403 $ 96,811 $ 25,155 $ 1,718,367 $ 2,143,127 $ 2,262,785: 
Weighted average interest rate* 4.36% 4.09% 5.06% 3.40% 4.95% 3.66% 

*Weighted average interest rate of 2021 long-term debt maturity is as follows: fixed rate debt of 4.36% and variable rate 
debt of 2.20%. 

From time to time, we make investments in marketable equity securities. As a result, we are exposed to the risk of 
changes in equity prices for the "available-for-sale" marketable equity securities. As of December 31,_ 2017, we have 
assets of, in thousands of dollars, $21,776 that are classified as "available-for-sale" securities to fund our deferred 
compensation and non-qualified pension plan liabilities. The market risk of the deferred compensation plan assets are 
borne by the participants in the deferred compensation plan. 
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Item 8. Financial Statements and Supplementa,y Data 

Index to Consolidated Financial Statements 

Report oflndependent Registered Public Accounting Firm 
Consolidated Balance Sheets - December 31, 2017 and 2016 
Consolidated Statements ofNet Income-2017, 2016, and 2015 
Consolidated Statements of Comprehensive Income - 2017, 2016, and 2015 
Consolidated Statements of Capitalization-December 31, 2017 and 2016 
Consolidated Statements of Equity - December 31, 2017, 2016, and 2015 
Consolidated Statements of Cash Flows-2017, 2016, and 2015 
Notes to Consolidated Financial Statements 
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Report of Independent Registered Public Accounting Firm 

To the Board of Directors and Shareholders of Aqua America, Inc.: 

Opinions on the Financial Statements and Internal Control over Financial Reporting 

We have audited the accompanying consolidated balance sheets and statements of capitalization of Aqua America Inc. 
and its subsidiaries as of December 31, 2017 and 2016, and the related consolidated statements of net income, of 
comprehensive income, of equity and of cash flows for each of the three years in the period ended December 31, 2017, 
including the related notes and schedule of condensed parent company financial statements for each of the three years in 
the period ended December 31, 2017 appearing under Item 15 ( collectively referred to as the "consolidated financial 
statements"). We also have audited the Company's internal control over financial reporting as of December 31, 2017, 
based on criteria established in Internal Control - Integrated Framework (2013) issued by the Committee of Sponsoring 
Organizations of the Treadway Commission (COSO). 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial 
position of the Company as of December 31, 2017 and 2016, and the results of their operations and their cash flows for 
each of the three years in the period ended December 31, 2017 in conformity with accounting principles generally 
accepted in the United States of America. Also in our opinion, the Company maintained, in all material respects, effective 
internal control over financial reporting as of December 31, 2017, based on criteria established in Internal Control -
Integrated Framework (2013) issued by the COSO. 

Basis for Opinions 

The Company's management is responsible for these consolidated financial statements, for maintaining effective internal 
control over financial reporting, and for its assessment of the effectiveness of internal control over financial reporting, 
included in the accompanying Management's Report on Internal Control over Financial Reporting. Our responsibility is 
to express opinions on the Company's consolidated financial statements and on the Company's internal control over 
financial reporting based on our audits. We are a public accounting firm registered with the Public Company Accounting 
Oversight Board (United States) ("PCAOB") and are required to be independent with respect to the Company in 
accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange 
Commission and the PCAOB. 

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and 
perform the audits to obtain reasonable assurance about whether the consolidated financial statements are free of material 
misstatement, whether due to error or fraud, and whether effective internal control over financial reporting was 
maintained in all material respects. 

Our audits of the consolidated financial statements included performing procedures to assess the risks of material 
misstatement of the consolidated financial statements, whether due to error or fraud, and performing procedures that 
respond to those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and 
disclosures in the consolidated financial statements. Our audits also included evaluating the accounting principles used 
and significant estimates made by management, as well as evaluating the overall presentation of the consolidated financial 
statements. Our audit of internal control over financial reporting included obtaining an understanding of internal control 
over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and 
operating effectiveness of internal control based on the assessed risk. Our audits also included performing such other 
procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our 
opinions. 
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Definition and Limitations of Internal Control over Financial Reporting 

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with 
generally accepted accounting principles. A company's internal control over financial reporting includes those policies 
and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the 
transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded 
as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, 
and that receipts and expenditures of the company are being made only in accordance with authorizations of management 
and directors of the company; and (iii) provide reasonable assurance regarding prevention or timely detection of 
unauthorized acquisition, use, or disposition of the company's assets that could have a material effect on the financial 
statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. 
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become 
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may 
deteriorate. 

Isl PricewaterhouseCoopers LLP 

Philadelphia, Pennsylvania 

February 28, 2018 

We have served as the Company's auditor since 2000. 
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Property, plant and equipment, at cost 
Less: accumulated depreciation 
Net property, plant and equipment 

Current assets: 
eash and cash equivalents 
Accounts receivable and unbilled revenues, net 
Inventory, materials and supplies 
Prepayments and other current assets 
Assets held for sale 

Total current assets 

Regulatory assets 
Deferred charges and other assets, net 
Investment in joint venture 
Goodwill 
Total assets 

Aqua America stockholders' equity: 

AQUA AMERICA, INC. AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEETS 

(In thousands of dollars, except per share amounts) 

Assets 

Liabilities and Equity 

Common stock at $.50 par value, authorized 300,000,000 sliares, issued 180,'100,251 and 180,311,345 in 2017 and 2016 
Capital in excess of par value 
Retained earnings 
Treas,uy stock, at cost, 2,986,308 and 2,916,969 shares in 2017 and 2016 
Accumulated other comprehensive income 

Total stockholders' equity 

Long-term debt, excluding current portion 
Less: debt issuance costs 
Long-term debt, excluding current portion, net of debt issuance costs 
Commitmeuts and contingencies (See Note 9) 

Current liabilities: 
eurrent portion oflong-term debt 
Loans payable 
Accounts payable 
Book overdraft 
Accmed interest 
Accrned taxes 
Other accrued liabilities 

Total current liabilities 

Deferred credits and other liabilities: 
Deferred income taxes and investment tax credits 
Customers' advances for constntction 
Regulatory liabilities 
Other 

Total deferred credits and other liabilities 

Contributions in aid of construction 
Total liabilities and equity 

See accompanying notes to consolidated financial statements. 
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December31, 

2017 2016 

7,003,993 $ 6,509,117 
1,604,133 1,507,502 
5,399,860 5,001,615 

4,204 3,763 
98,596 97,394 
14,361 12,961 
12,542 12,804 
1,543 1,728 

131,246 128,650 

713,971 948,647 
38,485 30,841 

6,671 7,026 
42,230 42,208 

6,332,463 $ 6,158,991 

90,350 $ 90,155 
807,135 797,513 

1,132,556 1,032,844 
(73,280) (71,113) 

860 669 
1,957,621 1,850,068 

2,029,358 1,759,962 
21,605 22,357 

2,007,753 1,737,605 

113,'769 150,671 
3,650 6,535 

59,165 47,256 
21,629 12,616 
21,359 18,361 
23,764 25,607 
41,152 40,484 

284,488 301,536 

769,073 1,269,253 
93,186 91,843 

541,910 250,63$ 
107,341 115,583 

l,5U,510 1,727,314 

571,091 542,46~ 
6,332,463 $ 6,158,991 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF NET INCOME 

(In thousands of dollars) 

Operating revenues 

Operating expenses: 

Operations and maintenance 

Depreeiation 

Amortization 

Taxes other than income taxes 

Total operating expenses 

Operating income 

0ther expense (income): 

Interest expense, net 

Allowance for funds used during construction 

Gain on sale of other assets 

Gain on extinguishment of debt 

Equity (earnings) loss injoint venture 

Income before income taxes 

Provision for income taxes 

Net income 

Net income per common share: 

Basic 

Diluted 

Average common shares outstanding during the period: 

Basic 

Diluted 

Cash dividends deelared per common share 

See accompanying notes to consolidated financial statements. 
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$ 

$ 

$ 

$ 

$ 

Years ended December 31, 

2017 2016 

809,525 $ 819,875 $ 

287,206 304,897 

136,302 130,987 

422 2,021 

56,628 56,385 

480,558 494,290 

328,967 325,585 

88,341 80,594 

(15,211) (8,815) 

(484) (378) 

(331) (976) 

256,652 255,160 

16,914 20,978 

239,738 $ 234,182 $ 

1.35 $ 1.32 $ 

1.35 $ 1.32 $ 

177,612 177,273 

178,175 177,846 

0.7920 $ 0.7386 $ 

2015 

814,204• 

309,310 

125,290 

3,447 

55,057 

493,104 

321,100 

76,536 

(6,219) 

(468) 

(678) 

35,177 

216,752' 

14,962 

201,790: 

1.14 
1.14' 

176,788 

177,517: 

0.6860 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 

(In thousands of dollars) 

Net income 
Other comprehensive income, net of tax: 

Unrealized holding gain (loss) on investments, net of tax expense (benefit) of $102, 
$21, and $(53) for the years ended December 31, 2017, 2016, and 2015, respectively 
Reclassification of gain on sale of investment to net income, net of tax expense of 
$30 for the twelve months ended December 31, 2016 (1) 

Comprehensive income 

See accompanying notes to consolidated financial statements. 

Years ended December 31, 
2017 2016 2015 

$ 239,738$ 234,182$ 201,790 

191 39 

(57) 

(101) 

$ 239,9129 $ 1234,164 $ 201,689. 

(1) Amount of pre-tax gain of $87 reclassified from accumulated other comprehensive income to gain on sale of other 
assets on the consolidated statement of net income for the year ended December 31, 2016. 
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CONSOLIDATED STATEMENTS OF CAPITALIZATION 

(In thousands of dollars, except per share amounts) 

December 31 
2017 2016 

Aqua America stockholders' equity: 
Common stock, $.50 par value $ 90,350 $ 90,155 
Capital in excess of par value 807,135 797,513 
Retained earnings 1,132,556 1,032,844 
Treasury stock, at cost (73,280) (71,113) 
Accumulated other comprehensive income 860 669, 

Total stockholders' equity 1,957,621 1,850,068 

Long-term debt of subsidiaries (substantially collateralized by utility plant): 
Interest Rate Range Maturity Date Range 

0.00% to 0.99% 2023 to 2033 4,196 4,661 
1.00% to 1.99% 2019 to 2035 rn,914 15,539 
2.00% to 2.99% 2019 to 2033 19,254 19,668 
3.00% to 3.99% 2019 to 2056 475,232 381,944 
4.00% to 4.99% 2020 to 2057 631,599 487,318 
5.00% to 5.99% 2019 to 2043 205,578 213,078 
6.00% to 6.99% 2018 to2036 44,000 52,985 
7.00% to 7.99% 2022 to2027 32,335 33,066 
8.00% to 8.99% 2021 to 2025 6,092 6,565 
9.00% to 9.99% 2018 to 2026 25,700 26,400. 

10.00% to 10.99% 2018 6,000 6,000 
1,462,900 1,247,224 

Notes payable to bank under revolving credit agreement, variable rate, due 2021 60,000 25,000 
Unsecured notes payable: 
Bank notes at 1.975% and 2.48% due 2018 and 2019 100,000 100,000 
Notes at 3.01 % and 3.59% due 2027 and 2041 245,000 245,000 

Notes ranging from 4.62% to 4.87%, due 2018 through 2024 122,800 133,600 

Notes ranging from 5.20% to 5.95%, due 2018 through 2037 152,427 159,809 
Total long-term debt 2,143,127 1,910,633 

Current portion oflong-,term debt 113,769 U>0,671 
Long-term debt, excluding current portion 2,029,358 1,759,962 
Less: debt issuance costs 21,605 22,357. 
Long-term debt, excluding current portion, net of debt issuance costs 2,007,753 1,737,605 

Total capitalization $ 3,965,374 $ 3,587,673 

See accompanying notes to consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF EQUITY 

(In thousands of dollars) 

Accumulated 
Capital in Other 

Common excess of Retained Treasury Comprehensive Noncontrolling 
stock 2ar value eamin~ stock Income Interest Total 

Balance at December 31, 2014 $ 89,296 $ 758,145 $ 849,952 $ (42,838) $ 788 $ 40 $ 1,655,383' 

Net income 201,790 201,790 

Other comprehensive loss, net of income tax 
benefit of $53 (101) (IO!j 
Dividends (121,248) (121,248) 

Sale of stock (26,295 shares) 13 664 677'. 

Repurchase of stock (981,585 shares) (25,247) (25,247) 

Equity compensation plan (321,402 shares) 161 (161) 

Exercise of stock options (424,709 shares) 212 7,328 7,540 

Stock-based compensation 5,860 (433) 5,427 

Employee stock plan tax benefits 2,602 2,602 

Other (853) (40) (893) 

Balance at December 31, 2015 89,682 773,585 930,061 (68,085) 687 1,725,930 

Net income 234,182 234,182 

Other comprehensive loss, net of income tax 
benefit of$9 (18) (18) 

Dividends (130,923) (130,923) 

Stock issued for acquisition (439,943 shares) 220 12,625 12,845 

Sale of stock (47,478 shares) 24 1,364 1,388 

Repurchase of stock (97,400 shares) (3,028) (3,028) 

Equity compensation plan (231,502 shares) 115 (115) 

Exercise of stock options (228,762 shares) 114 4,146 4,260 

Stock-based compensation 5,390 (476) 4,914 

Employee stock plan tax benefits 1,329 1,329 

Other (811 (811. 

Balance at December 31, 2016 90,155 797,513 1,032,844 (71,113) 669 1,850,068 

Net income 239,738 239,738 

Other comprehensive income, net of income tax of 
$102 191 191 

Dividends (140,660) (140,660) 

Sale of stock (45,121 shares) 23 1,430 1,453 

Repurchase of stock (69,339 shares) (2,167) (2,167) 

Equity compensation plan (169,258 shares) 85 (85) 

Exercise of stock options (174,527 shares) 87 2,786 2,873 

Stock-based compensation 6,342 (348) 5,994 

Cumulative effect ofchange in accounting 
principle - windfall tax benefit 982 982 
Other 851 851 

Balance at December 31, 2017 $ 90,350 $ 807,135 $ 1,132,556 $ (73,280) $ 860 $ - $ 1,957,621 

See accompanying notes to consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 

(In thousands of dollars) 

Cash flows from operating activities: 

Net income $ 
Adjustments to reconcile net income to net cash flows from operating activities: 

Depreciation and amortization 
Dererred income taxes 

Provision for donbtful accounts 
Stock-based compensation 
(Gain) loss on sale ofutility system and market-based business uuit 

Gain on sale of other assets 
Gain on extinguishment of debt 
Equity (earnings) loss injointventure 
Net change in receivables, inventory and prepayments 
Net change in payables, accmed interest, accmed taxes and other accmed liabilities 

Pension and other postretirement benefits contributions 
Other 

Net cash flows from operating activities 
Cash flows from investing activities: 

Property, plant and equipment additions, including the debt component of allowance for fimds used during construction of 
$3,578, $2,220, and $1,598 
Acquisitions of utility systetns and other, net 
Release of ftmds previously restricted fur construction activity 
Net proceeds from the sale of utility systems and other assets 

Other 
Net cash flows used in investing activities 
Cash flows from financing activities: 

Customers' advances and contributions in aid of construction 
Repayments of customers' advances 
Net repayments of short-term debt 
Proceeds from long-tenn debt 
Repayments oflong-terrn debt 
Change in cash overdraft position 
Proceeds from issuing common stock 
Proceeds from exercised stock options 

Share-based compensation windlall tax benefits 
Repurchase of common stock 
Dividends paid on common stock 
Other 

Net cash flows (used in) from financing activities 
Net increase (decrease) in cash and cash equivalents 
Cash and cash equivalents at beginning of year 
Cash and cash equivalents at end of year $ 

Cash paid during the year for: 
Interest, net of amounts capitalized $ 
Income taxes 

Non-cash investing activities: 
Property, plant and equipment additions purchased at the period end, but not yet paid $ 
Non-cash customer advances for constntction 

See accompanying notes to consolidated financial statements. 

Years ended December 31, 
2017 2016 2015 

239,738 $ 234,182 $ 201,790 

136,724 133,008 128,737 
13,780 17,250 16,506 
4,986 5,505 S,765 
6,342 5,390 5,860 

774 (744) 
(484) (378) (468) 

(678) 
(331) (976) 35,177 

(6,458) (3,974) (6,520) 
(763) 4,756 (3,469) 

(J6t40) (9,505) (16,184j 
3,250 11,649 4,278 

381,318 396,163 370,794 

(478,089) (382,996) (364,689) 
(5,860) (9,423) (28,989) 

41 
1,342 7,746 648 

2,223 1,464 (1,079) 
(480,384) (383,209) (394,062) 

7,312 7,263 5,904 
(6,536) (3,763) (3,977) 
(2,885) (10,186) (1,677) 

591,024 503,586 560,544 

(359,068) (373,087) (400,407) 
9,012 (8,076) (739) 

1,453 1,388 67? 
2,873 4,260 7,540 

1,332 1,842 
(2,167) (3,028) (25,247) 

(140,660) (130,923) (121,248) 

(851) (1,186) (853) 
99,507 {12,420) 22,359 

441 534 (909) 

3,763 3,229 4,138 
4,204 $ 3,763 $ 3,229 

81,771 $ 72,662 $ 74,724 
3,177 2,739 6,902 

45,385 $ 35,145 $ 25,612 
39,220 26,234 27,992 

See Note 2 -Acquisitions, Note 10 - Long-term Debt and Loans Payable, and Note 14 - Employee Stock and Incentive 
Plan for a description of non-cash activities. 
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Notes to Consolidated Financial Statements 

(In thousands of dollars, except per share amounts) 

Note 1- Summary of Significant Accounting Policies 

Nature of Operations - Aqua America, Inc. ("Aqua America," the "Company," "we," "our", or "us") is the holding 
company for regulated utilities providing water or wastewater services concentrated in Pennsylvania, Ohio, Texas, 
IIIinois, N01ih Carolina, New Jersey, Indiana, and Virginia. Our largest operating subsidiary is Aqua Pennsylvania, Inc., 
which accounted for approximately 52% of our operating revenues and approximately 74% of our net income for 2017. 
As of December 31, 2017, Aqua Pennsylvania provided water or wastewater services to approximately one-half of the 
total number of people we serve. Aqua Pennsylvania's service territory is located in the suburban areas north and west of 
the City of Philadelphia and in 27 other counties in Pennsylvania. The Company's other regulated utility subsidiaries 
provide similar services in seven other states. In addition, the Company's market-based activities are conducted through 
Aqua Infrastructure LLC and Aqua Resources, Inc. Aqua Infrastructure provides non-utility raw water supply services for 
firms in the natural gas drilling industry. Aqua Resources provides water and wastewater services through two operating 
and maintenance contracts with municipal authorities close to our utility companies' service te1Titory; and offers, through 
a third party, water and wastewater line repair service and protection solutions to households. In 2017, we completed the 
sale of business units that are reported within the Company's market-based subsidiary, Aqua Resources, which installed 
and tested devices that prevent the contamination of potable water and repaired water and wastewater systems, and 
repaired and performed maintenance on water and wastewater systems. Additionally, during 2016 we completed the sale 
of business units within Aqua Resources, which were reported as assets held for sale in the Company's consolidated 
balance sheets, which provided liquid waste hauling and disposal services, and inspection, and cleaning and repair of 
storm and sanitary wastewater lines. 

The Company has identified ten operating segments and has one reportable segment named the Regulated segment. The 
rep01iable segment is comprised of eight operating segments for our water and wastewater regulated utility companies 
which are organized by the states where we provide these services. These operating segments are aggregated into one 
reportable segment since each of the Company's operating segments has the following similarities: economic 
characteristics, nature of services, production processes, customers, water distribution or wastewater collection methods, 
and the nature of the regulatory environment. In addition, Aqua Resources and Aqua Infrastructure are not quantitatively 
significant to be reportable and are included as a component of "Other," in addition to corporate costs that have not been 
allocated to the Regulated segment and intersegment eliminations. 

Regulation - Most of the operating companies that are regulated public utilities are subject to regulation by the utility 
commissions of the states in which they operate. The respective utility commissions have jurisdiction with respect to 
rates, service, accounting procedures, issuance of securities, acquisitions and other matters. Some of the operating 
companies that are regulated public utilities are subject to rate regulation by county or city government. Regulated public 
utilities follow the Financial Accounting Standards Board's ("FASB") accounting guidance for regulated operations, 
which provides for the recognition ofregulatory assets and liabilities as allowed by regulators for costs or credits that are 
reflected in current rates or are considered probable of being included in future rates. The regulatory assets or liabilities 
are then relieved as the cost or credit is reflected in rates. 

Use of Estimates in Preparation of Consolidated Financial Statements - The preparation of consolidated financial 
statements in conformity with accounting principles generally accepted in the United States of America requires 
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of 
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses 
during the repo1iing period. Actual results could differ from those estimates. 
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Notes to Consolidated Financial Statements (continued) 

(In thousands of dollars, except per share amounts) 

Basis of Presentation -The consolidated financial statements include the accounts of the Company and its subsidiaries. 
All intercompany accounts and transactions have been eliminated. Certain prior period amounts have been reclassified to 
conform to the current period presentation in the consolidated statements of cash flows: 

• pension and other postretirement benefit contributions; and 

• as a result of the adoption in 2017 of the FASB's accounting guidance on the classification of certain cash receipts 
and cash payments, the presentation of debt extinguishment costs (refer to Note 1 -Summary of Significant 
Accounting Policies, Recent Accounting Pronouncements). 

Additionally, certain prior period amounts have been reclassified to conform to the current period presentation: 

• in the consolidated balance sheets for the presentation of book overdraft, and 

• in Note 17 - Segment Information of total assets for Other and Eliminations for the reclassification of regulatory 
assets previously reflected within Other and Eliminations that are now presented with the Regulated segment. 

Recognition of Revenues - Revenues in our Regulated segment principally include amounts billed to customers on a 
cycle basis and unbilled amounts based on estimated usage from the latest billing to the end of the accounting period. In 
addition, the Company's market-based subsidiary Aqua Resources recognizes revenues when services are performed and 
Aqua Infrastructure recognizes revenues when services are performed. The Company's market-based subsidiaries 
recognized revenues of $4,798 in 2017, $20,091 in 2016, and $34,909 in 2015. 

Property, Plant and Equipment and Depreciation - Property, plant and equipment consist primarily of utility plant. The 
cost of additions includes contracted cost, direct labor and fringe benefits, materials, overheads, and for additions meeting 
certain criteria, allowance for funds used during construction. Water systems acquired are typically recorded at estimated 
original cost of utility plant when first devoted to utility service and the applicable depreciation is recorded to 
accumulated depreciation. The difference between the estimated original cost, less applicable accumulated depreciation, 
and the purchase price is recorded as goodwill, or as an acquisition adjustment within utility plant as permitted by the 
applicable regulatory jurisdiction. At December 31, 2017, utility plant includes a net credit acquisition adjustment of 
$24,550, which is generally being amortized from 2 to 59 years. Amortization of the acquisition adjustments totaled 
$2,774 in 2017, $2,223 in 2016, and $2,556 in 2015. 

Utility expenditures for maintenance and repairs, including major maintenance projects and minor renewals and 
betterments, are charged to operating expenses when incurred in accordance with the system of accounts prescribed by the 
utility commissions of the states in which the company operates. The cost of new units of property and betterments are 
capitalized. Utility expenditures for water main cleaning and relining of pipes are deferred and recorded in net property, 
plant and equipment in accordance with the FASB's accounting guidance for regulated operations. As of December 31, 
2017, $16,430 of these costs have been inctmed since the last respective rate proceeding and the Company expects to 
recover these costs in future rates. 

The cost of software upgrades and enhancements are capitalized if they result in added functionality, which enables the 
software to perform tasks it was previously incapable of performing. Information technology costs associated with major 
system installations, conversions and improvements, such as software training, data conversion and business process 
reengineering costs, are deferred as a regulatory asset if the Company expects to recover these costs in future rates. If 
these costs are not deferred, then these costs are charged to operating expenses when incurred. As of December 31, 2017, 
$34,775 of these costs have been deferred since the last respective rate proceeding as a regulatory asset, and the deferral is 
repmied as a component of net property, plant and equipment. 
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Notes to Consolidated Financial Statements (continued) 

(In thousands of dollars, except per share amounts) 

When units of utility property are replaced, retired or abandoned, the recorded value thereof is credited to the asset 
account and such value, together with the net cost ofremoval, is charged to accumulated depreciation. To the extent the 
Company anticipates recovery of the cost of removal or other retirement costs through rates after the retirement costs are 
incurred, a regulatory asset is recorded as those costs are incurred. In some cases, the Company recovers retirement costs 
through rates during the life of the associated asset and before the costs are incurred. These amounts, which are not yet 
utilized, result in a regulatory liability being reported based on the amounts previously recovered through customer rates. 

The straight-line remaining life method is used to compute depreciation on utility plant. Generally, the straight-line 
method is used with respect to transportation and mechanical equipment, office equipment and laboratory equipment. 

Long-lived assets of the Company, which consist primarily of utility plant in service, regulatory assets, and investment in 
joint venture, are reviewed for impairment when changes in circumstances or events occur. These circumstances or 
events could include a disallowance of utility plant in service or regulatory assets by the respective utility commission, a 
decline in the market value or physical condition of a long-lived asset, an adverse change in the manner in which long
lived assets are used or planned to be used, a change in historical trends, operating cash flows associated with the long
lived assets, changes in macroeconomic conditions, industly and market conditions, or overall financial performance. 
When these circumstances or events occur, the Company determines whether it is more likely than not that the fair value 
of those assets is less than their carrying amount. If the Company determines that it is more likely than not (that is, the 
likelihood of more than 50 percent), the Company would recognize an impairment charge if it is determined that the 
canying amount of an asset exceeds the sum of the undiscounted estimated cash flows. In this circumstance, the 
Company would recognize an impairment charge equal to the difference between the carrying amount and the fair value 
of the asset. Fair value is estimated to be the present value of future net cash flows associated with the asset, discounted 
using a discount rate commensurate with the risk and remaining life of the asset. There has been no change in 
circumstances or events that have occurred that require adjustments to the caiTying values of the Company's long-lived 
assets, except for an impairment charge recognized by the joint venture on its long-lived assets in 2015. 

Allowance for Funds Used During Construction - The allowance for funds used during construction ("AFUDC") 
represents the capitalized cost of funds used to finance the construction of utility plant. In general, AFUDC is applied to 
construction projects requiring more than one month to complete. No AFUDC is applied to projects funded by customer : 
advances for construction, contributions in aid of construction, or applicable state-revolving fund loans. AFUDC includes 
the net cost of borrowed funds and a rate of return on other funds when used, and is recovered through water rates as the 
utility plant is depreciated. The amount of AFUDC related to equity funds in 2017 was $11,633, 2016 was $6,561, and 
2015 was $4,621. No interest was capitalized by our market-based businesses. 

Cash and Cash Equivalents - The Company considers all highly liquid investments with an odginal maturity of three 
months or less, which are not restricted for construction activity, to be cash equivalents. 

The Company had a book overdraft, which represents transactions that have not cleared the bank accounts at the end of 
the period, for specific disbursement cash accounts of $21,629 and $12,616 at December 31, 2017 and 2016, respectively. 
The Company transfers cash on an as-needed basis to fund these items as they clear the bank in subsequent periods. The 
balance of the book overdraft is reported as book overdraft and the change in the book overdraft balance is reported as 
cash flows from financing activities, due to our ability to fund the overdraft with the Company's credit facility. 

Funds Restricted for Construction Activity - The proceeds received from specific financings for construction and capital 
improvement of utility facilities are held in escrow until the designated expenditures are incurred. These amounts are 
reported as funds restricted for construction activity and are expected to be released over time as the capital projects are 
funded. As of December 31, 2017 and 2016, the Company did not have any funds restricted for construction activity. 
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Notes to Consolidated Financial Statements ( continued) 

(In thousands of dollars, except per share amounts) 

Accounts Receivable-Accounts receivable are recorded at the invoiced amounts, which consists of billed and unbilled 
revenues. The allowance for doubtful accounts is the Company's best estimate of the amount of probable credit losses in 
our existing accounts receivable, and is determined based on historical write-off experience and the aging of account 
balances. The Company reviews the allowance for doubtful accounts quarterly. Account balances are written off against 
the allowance when it is probable the receivable will not be recovered. When utility customers request extended payment 
terms, credit is extended based on regulatory guidelines, and collateral is not required. 

Inventories, Materials and Supplies - Inventories are stated at cost. Cost is determined using the first-in, first-out 
method. 

Regulatory Assets, Deferred Charges and Other Assets - Deferred charges and other assets consist primarily of assets 
held to compensate employees in the future who participate in the Company's defeITed compensation plan and other costs. 
Other costs, for which the Company has received or expects to receive prospective rate recovery, are defeITed as a 
regulatory asset and amortized over the period of rate recovery in accordance with the F ASB 's accounting guidance for 
regulated operations. See Note - 6 Regulatory Assets and Liabilities for further information regarding the Company's 
regulatory assets. 

Marketable equity securities are catTied on the balance sheet at fair market value, and changes in fair value are included in 
other comprehensive income. 

Investment in Joint Venture - The Company uses the equity method of accounting to account for our 49% investment in 
a joint venture with a firm in the natural gas industry for the construction and operation of a private pipeline system to 
supply raw water to natural gas well drilling operations in the Marcellus Shale in north-central Pennsylvania, which 
commenced operations in 2012. Our initial investment is caITied at cost. Subsequently, the caITying amount of our 
investment is adjusted to reflect capital contributions or distributions, and our equity in earnings or losses since the 
commencement of the system's operations, as well as a decline in the fair value of our investment. Our share of equity 
earnings or losses in the joint venture is reported in the consolidated statements of net income as equity (earnings) losses 
in joint venture. During 2017 and 2016 we received distributions of $686 and $1,666, respectively. For our equity 
method investment in joint venture, the Company ev.aluates whether it has experienced a decline in the value of its 
investment that is other than temporary in nature. We would recognize an impainnent loss if the fair value of our 
investment is less than the carrying amount of the investment, and the decline in value is considered other than temporary. 
Additionally, the Company would recognize its share of an impainnent loss if the joint venture determines that the 
carrying amount of the joint venture's assets exceeds the sum of the joint venture's undiscounted estimated cash flows. 

During 2015, the joint venture experienced the following events: 

• a decline in natural gas prices, in 2015, 
• a distinguishable reduction in the volume of water sales by the joint venture which led to a lowered forecast in 

2015 on future water sales volumes by the joint venture, and 
• changes in the natural gas industry and market conditions. 

At the time, these market conditions were largely associated with natural gas prices, which sharply declined in 2015 and 
this downturn no longer appeared temporary and instead was expected to be a long-term condition. It was then 
determined that the carrying amount of the joint venture's long-lived assets exceeded the sum of the joint venture's 
undiscounted estimated cash flows, which resulted in the recognition of a noncash impairment charge of $32,975 ($21,433 
after-tax) in 2015, representing the Company's share of the impairment charge. The impairment charge, on a pre-tax 
basis, is reported as equity loss in joint venture on the Company's consolidated statements of income. The amount of the 
impairment charge recognized by the joint venture is equal to the difference between the carrying value and the fair value 
of the long-lived assets. Fair value is estimated to be the present value of the future net cash flows associated with the 
assets, discounted using a rate commensurate with the risk and remaining life of the assets. 
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Goodwill - Goodwill represents the excess cost over the fair value of net tangible and identifiable intangible assets 
acquired through acquisitions. Goodwill is not am01iized but is tested for impairment annually, or more often, if 
circumstances indicate a possible impairment may exist. When testing goodwill for impairment, we may assess 
qualitative factors, including macroeconomic conditions, industry and market considerations, cost factors, overall 
financial performance, and entity specific events, for some or all of our reporting units to determine whether it's more 
likely than not that the fair value of a reporting unit is less than its carrying amount. Alternatively, based on our 
assessment of the qualitative factors previously noted, we may perform a quantitative goodwill impairment test by 
determining the fair value of a reporting unit based on a discounted cash flow analysis. If we perform a quantitative test 
and determine that the fair value of a reporting unit is less than its carrying amount, we would record an impairment loss 
for the amount by which a reporting unit's carrying amount exceeds its fair value, not to exceed the carrying amount of 
goodwill. The Company tested the goodwill attributable for each of our reporting units for impairment as of July 31, 
2017, and concluded that the estimated fair value of each reporting unit, which has goodwill recorded, exceeded the 
reporting unit's carrying amount, indicating that none of the Company's goodwill was impaired. The following table 
summarizes the changes in the Company's goodwill: 

Regulated 
Segment Other Consolidated 

Balance at December 31, 2015 $ 27,ZzJ.6 $ 6,620 $ 33,8661 

Goodwill acquired during year 10,378 10,378 

Reclassifications to utility plant acquisition adjustment (98) (98) 
Disposition (159) (1,232) (1,391) 

Classified as assets held for sale (547} (547) 

Balance at December 31, 2016 37,367 4,841 42,208 
: 

Goodwill acquired during year 72 72 
Reclassifications to utility plant acquisition adjustment (50) (50) 

Balance at December 31, 2017 $ 37,389 $ 4,841 $ 42,230 

The reclassification of goodwill to utility plant acquisition adjustment results from a mechanism approved by the 
applicable utility commission. The mechanism provides for the transfer over time, and the recovery through customer 
rates, of goodwill associated with some acquisitions upon achieving specific objectives. 

The goodwill allocated to a disposition or classified as assets held for sale results from the allocation of goodwill for 
market-based business units based on their relative fair value as compared to Aqua Resource's fair value. 

Income Taxes - The Company accounts for some income and expense items in different time periods for financial and 
tax rep01iing purposes. Deferred income taxes are provided on specific temporary differences between the tax basis of the 
assets and liabilities, and the amounts at which they are carried in the consolidated financial statements. The income tax 
effect of temporary differences not cmTently recovered in rates is recorded as deferred taxes with an offsetting regulat01y 
asset or liability. These deferred income taxes are based on the enacted tax rates expected to be in effect when such 
temporaty differences are projected to reverse. Valuation allowances are established when necessary to reduce deferred 
tax assets to the amount more likely than not to be realized. Investment tax credits are deferred and amortized over the 
estimated useful lives of the related properties. Judgment is required in evaluating the Company's Federal and state tax 
positions. Despite management's belief that the Company's tax return positions are fully supportable, the Company 
establishes reserves when it believes that its tax positions are likely to be challenged and it may not fully prevail in these 
challenges. The Company's provision for income taxes includes interest, penalties and reserves for uncertain tax 
positions. 
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In 2012, the Company changed its tax method of accounting for qualifying utility asset improvement costs in Aqua 
Pennsylvania effective with the tax year ended December 31, 2012 and for prior tax years. The tax accounting method 
was changed to permit the expensing of qualifying utility asset improvement costs that were previously being capitalized 
and depreciated for book and tax purposes. This change was implemented in response to a June 2012 rate order issued by 
the Pennsylvania Public Utility Commission to Aqua Pennsylvania, which provides for a reduction in current income tax 
expense as a result of the recognition of income tax benefits for qualifying utility asset improvements. This change results 
in a significant reduction in the effective income tax rate, a reduction in current income tax expense, and reduces the 
amount of taxes currently payable. For qualifying capital expenditures made prior to 2012, the resulting tax benefits have 
been deferred as of December 31, 2012 and, in accordance with the rate order, a ten year am01iization of the income tax 
benefits, which reduces future income tax expense, commenced in 2013. 

Customers' Advances for Construction and Contributions in Aid of Construction - Water mains, other utility prope1iy 
or, in some instances, cash advances to reimburse the Company for its costs to construct water mains or other utility 
property, are contributed to the Company by customers, real estate developers and builders in order to extend utility 
service to their propetiies. The value of these contributions is recorded as customers' advances for construction. Over 
time, the amount of non-cash contributed property will vary based on the timing of the contribution of the non-cash 
prope1iy and the volume of non-cash contributed property received in connection with development in our service 
territories. The Company makes refunds on these advances over a specific period of time based on operating revenues 
related to the property, or as new customers are connected to and take service from the applicable water main. After all 
refunds are made, any remaining balance is transferred to contributions in aid of construction. Contributions in aid of 
construction include direct non-refundable contributions and the portion of customers' advances for construction that 
become non-refundable. 

Based on regulatory conventions in states where the Company operates, generally our subsidiaries depreciate contributed 
property and amortize contributions in aid of construction at the composite rate of the related property. Contributions in 
aid of construction and customers' advances for construction are deducted from the Company's rate base for rate-making 
purposes, and therefore, no return is earned on contributed property. 

: Stock-Based Compensation -The Company records compensation expense in the .financial statements for stock-based 
awards based on the grant date fair value of those awards. Stock-based compensation expense includes an estimate for 
pre-vesting forfeitures and is recognized over the requisite service periods of the awards on either a straight-line basis, or 
the graded vesting method, which is generally commensurate with the vesting term. 

Fair Value Measurements- The Company follows the FASB's accounting guidance for fair value measurements and 
disclosures, which defines fair value and establishes a framework for using fair value to measure assets and liabilities. 
That framework provides a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair 
value. The hierarchy gives highest priority to unadjusted quoted prices in active markets for identical assets or liabilities 
(Level 1 measurements) and the lowest priority to unobservable inputs (Level 3 measurements). The three levels of the 
fair value hierarchy are as follows: 

• Level 1: unadjusted quoted prices in active markets for identical assets or liabilities that the Company has the 
ability to access; 

• Level 2: inputs other than Level 1 that are observable, either directly or indirectly, such as quoted market prices 
in active markets for similar assets or liabilities, quoted prices for identical or similar assets or liabilities in non
active markets, or other inputs that are observable or can be corroborated by observable market data for 
substantially the full term of the assets or liabilities; or 

• Level 3: inputs that are unobservable and significant to the fair value measurement. 
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The asset's or liability's fair value measurement level within the fair value hierarchy is based on the lowest level of any 
input that is significant to the fair value measurement. Valuation techniques used need to maximize the use of observable 
inputs and minimize the use of unobservable inputs. Additionally, assets that are measured at fair value using the net 
asset value ("NA V") per share practical expedient are not classified in the fair value hierarchy. There have been no 
changes in the valuation techniques used to measure fair value or asset or liability transfers between the levels of the fair 
value hierarchy for the years ended December 31, 2017 and 2016. 

Recent Accounting Pronouncements - In March 2017, the F ASB issued updated accounting guidance on the 
presentation of net periodic pension and postretirement benefit cost (net benefit cost). Historically, net benefit cost is 
reported as an employee cost within operating income, net of amounts capitalized. The guidance requires the bifurcation 
of net benefit cost. The service cost component will be presented with other employee compensation costs in operating 
income and the other components of net benefit cost will be reported separately outside of operating income, and will not 
be eligible for capitalization. The guidance is effective for annual reporting periods beginning after December 15, 2017, 
and interim petiods within that reporting period, and is to be applied retrospectively for the presentation of the service cost 
component and the other components of net benefit cost, and on a prospective basis for the capitalization of only the 
service cost component of net benefit cost. On January 1, 2018, the Company adopted the updated guidance, which did 
not have a material impact on its results of operations or financial position. 

In January 2017, the F ASB issued updated accounting guidance that eliminates step 2 of the current goodwill impairment 
test, which requires a hypothetical purchase price allocation to measure goodwill impairment. A goodwill impairment 
loss will instead be measured at the amount by which a reporting unit's carrying amount exceeds its fair value, not to 
exceed the carrying amount of goodwill. The guidance will be effective for annual reporting periods beginning after 
December 15, 2019, and interim periods within that reporting period, with early adoption permitted for any impairment 
test performed on testing dates after January 1, 2017. The Company elected to early adopt the provisions of the updated 
guidance, for its annual impairment valuation performed in the third quarter of 2017, and the provisions of the updated 
guidance did not have an impact on its results of operations or financial position. 

In August 2016, the F ASB issued updated accounting guidance on the classification of certain cash receipts and cash 
payments in the statement of cash flows, which is intended to reduce diversity in practice in how certain transactions are 
classified in the statement of cash flows. This guidance is effective for fiscal years, and interim periods within those years, 
beginning after December 15, 2017, and early adoption is permitted. The Company has elected to early adopt the 
provisions of the updated guidance, which resulted in the reclassification of $375 debt extinguishment costs for 2016, 
from cash flows from operating to financing activities to conform to the new classification. 

In March 2016, the F ASB issued updated accounting guidance on simplifying the accounting for share-based payments, 
which includes several aspects of the accounting for share-based payment transactions, including the income tax 
consequences, classification of awards as either equity or liabilities, and classification on the statement of cash flows. The 
updated guidance was effective for fiscal years beginning after December 15, 2016, and interim periods within those fiscal 
years, with early adoption available. On January 1, 2017, the Company adopted the updated guidance, prospectively, and 
recognized a previously unrecognized windfall tax benefit for stock-based compensation of $982, associated with the 
Company's 2012 Federal net operating loss, which was recorded as an adjustment to deferred income taxes and retained 
earnings (refer to the presentation of "cumulative effect of change in accounting principle - windfall tax benefit" on the 
Company's Consolidated Statement of Equity). Additionally, income tax benefits in excess of compensation costs or tax 
deficiencies for share-based compensation are now recorded to our income tax provision, instead of historically to 
stockholder's equity, which impacts our effective tax rate. Lastly, all tax-related cash flows resulting from share-based 
payments are reported prospectively as operating activities on the statement of cash flows, a change from the historical 
requirement to present tax benefits as an inflow from financing activities and an outflow from operating activities. 
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In February 2016, the F ASB issued updated accounting guidance on accounting for leases, which requires lessees to 
establish a right-of-use asset and a lease liability on the balance sheet for all leases with terms longer than 12 months. For 
income statement purposes, leases will be classified as either operating or finance. Operating leases will result in straight
line expense while finance leases will result in a front-loaded expense pattern. The updated accounting guidance is 
effective for fiscal years beginning after December 15, 2018, and interim periods within those fiscal years, with early 
adoption available. The Company is evaluating the requirements of the updated guidance to determine the impact of 
adoption. Refer to Note 9 - Commitments and Contingencies for further information on the Company's leases. 

In January 2016, the FASB issued updated accounting guidance on the recognition and measurement of financial assets 
and financial liabilities, which amends certain aspects of recognition, measurement, presentation, and disclosure of 
financial instruments, including the requirement to measure certain equity investments at fair value with changes in fair 
value recognized in net income. The updated guidance is effective for interim and annual periods beginning after 
December 31, 2017. On January 1, 2018, the Company adopted the updated guidance, which did not have a material 
impact on its results of operations or financial position. 

In May 2014, the F ASB issued updated accounting guidance on recognizing revenue from contracts with customers, 
which outlines a single comprehensive model that an entity will apply to determine the measurement of revenue and 
timing of recognition. The underlying principle is that an entity will recognize revenue to depict the transfer of goods or 
services to customers at an amount that the entity expects to be entitled to in exchange for those goods or services. The 
updated guidance also requires additional disclosure about the nature, amount, timing, and uncertainty of revenue and 
cash flows arising from customer contracts, including significant judgments and changes in judgments and assets 
recognized from costs incurred to fulfill a contract. The updated guidance is effective for annual periods beginning after 
December 15, 2017, and interim periods therein, using either of the following transition methods: (i) a full retrospective 
approach reflecting the application of the updated guidance in each prior reporting period, or (ii) a modified retrospective 
approach with the cumulative effect of initially adopting the updated guidance recognized through retained earnings at the 
date of adoption. In 2016, the Company performed an evaluation of the requirements of the updated guidance and 
believes that the impact of adoption will not result in a material change in the Company's measurement of revenue. In 
2017, the American Institute of Certified Public Accountants ("AI CPA") power and utility entities revenue recognition 
task force determined that contributions in aid of construction are not in the scope of the new standard, and submitted its 
recommendation to the AICPA's revenue recognition working group for approval. The Company implemented the 
updated guidance using the modified retrospective approach on January 1, 2018, which did not result in a change in the 
Company's measurement ofrevenue, and reached the following conclusions: 

• The Company's tariff sale contracts, including those with lower credit quality customers, are generally deemed to 
be probable of collection, and thus the timing of revenue recognition will continue to be concurrent with the 
delivery of water and wastewater services, consistent with our current practice. 

• Contributions in aid of construction are outside of the scope of the standard, and will continue to be accounted for 
as a noncurrent liability. 

Note 2 -Acquisitions 

As part of the Company's growth-through-acquisition strategy, the Company has entered into purchase agreements to 
acquire the water or wastewater utility system assets of six municipalities for a total combined purchase price in cash of 
$150,700. The purchase price for these pending acquisitions is subject to certain adjustments at closing, and the pending 
acquisitions are subject to regulatory approvals, including the final determination of the fair value of the rate base 
acquired. Closings for these acquisitions are expected to occur by the end of 2018, which is subject to the timing of the 
regulatory approval process. These acquisitions are expected to add approximately 16,325 customers in two of the states 
in which the Company operates. 
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Pursuant to the Company's growth-through-acquisition strategy, the Company completed the following acquisitions: 

In 2017, the Company completed four acquisitions of water and wastewater utility systems in two states adding 1,003 
customers. The total purchase price of these utility systems consisted of $5,860 in cash, which resulted in $72 of goodwill 
being recorded. The operating revenues included in the consolidated financial statements of the Company during the 
period owned by the Company for the utility systems acquired in 2017 are $461. The pro forma effect of the businesses 
acquired is not material either individually or collectively to the Company's results of operations. 

In January 2016, the Company acquired Superior Water Company, Inc., which provides public water service to 4,108 
customers in portions of Berks, Chester, and Montgomery counties in Pennsylvania. The total purchase price for the 
utility system was $16,750, which consisted of the issuance of 439,943 shares of the Company's common stock and 
$3,905 in cash. The purchase price allocation for this acquisition consisted primarily of acquired property, plant and 
equipment of $25,167, contributions in aid of construction of $16,565, and goodwill of $8,622. Additionally, during 2016, 
the Company completed 18 acquisitions of water and wastewater utility systems in various states adding 2,469 customers. 
The total purchase price of these utility systems consisted of $5,518 in cash. The operating revenues included in the 
consolidated financial statements of the Company during the period owned by the Company for the utility systems 
acquired were $4,896 in 2017 and $3,809 in 2016. The pro fot-ma effect of the businesses acquired is not material either 
individually or collectively to the Company's results of operations. 

In April 2015, the Company acquired the water and wastewater utility system assets of North Maine Utilities, located in 
the Village of Glenview, Illinois serving approximately 7,400 customers. The total purchase price consisted of$23,079 in 
cash. The purchase price allocation for this acquisition consists primarily of acquired property, plant and equipment. 
Additionally, in 2015, the Company completed 14 acquisitions of water and wastewater utility systems in various states 
adding 3,170 customers. The total purchase price of these utility systems consisted of $5,210 in cash. The operating 
revenues included in the consolidated financial statements of the Company during the period owned by the Company for 
the utility systems acquired were $10,868 in 2017, $10,708 in 2016, and $6,662 in 2015. The pro fm-ma effect of the 
businesses acquired is not material either individually or collectively to the Company's results of operations. 

Note 3 -Dispositions 

The following dispositions have not been presented as discontinued operations in the Company's consolidated financial 
statements as they do not qualify as discontinued operations, since their disposal does not represent a strategic shift that 
has a major effect on our operations or financial results. The gains or loss disclosed below are reported in the 
consolidated statements of net income as a component of operations and maintenance expense. These business units were 
repotied within the Company's market-based subsidiary, Aqua Resources, and were included in "Other" in the 
Company's segment information. 

Dispositions Completed in 2017 and 2016 

In the second quarter of 2016, the Company decided to market for sale two business units that are reported within the 
Company's market-based subsidiary, Aqua Resources. One business unit installed and tested devices that prevent the 
contamination of potable water and repaired water and wastewater systems, for which the sale was completed in January 
2017. The other business unit repaired and performed maintenance on water and wastewater systems, for which the sale 
was completed in June 2017. These business units were repotied as assets held for sale in the Company's December 31, 
2016 consolidated balance sheet included in this Annual Report. These transactions resulted in total proceeds of $867 and 
the recognition of a net loss of $324. 

In the third quarter of 2016, the Company marketed for sale a business unit which inspects, cleans and repairs storm and 
sanitary wastewater lines. In November 2016, this business unit was sold for $1,059 in cash and resulted in a loss on sale 
of$1,081. Fmiher, in December 2015, the Company decided to sell a business unit which provides liquid waste hauling 
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and disposal services. During the second quarter of 2016, this business unit was sold for $3,400 in cash and resulted in a 
gain on sale of$537. 

Dispositions Reported as Assets Held for Sale at December 31, 2017 

In the first quarter of 2017, the Company decided to market for sale a water system that serves approximately 265 
customers. This water system is reported as assets held for sale in the Company's consolidated balance sheet. 

Note 4 - Property, Plant and Equipment 

December 31, 

Approximate Range of Weighted Average 
2017 2016 Useful Lives Useful Life 

Utility plant and equipment: 

Mains and accessories $ 3,134,900 $ 2,898,560 30 - 93 years 79 years 

Services, hydrants, treatment plants and reservoirs 1,753,433 1,621,972 5 - 85 years 51 years 

Operations structures and water tanks 296,736 283,635 14- 85 years 47 years 

Miscellaneous pumping and purification equipment 768,962 733,074 12 - 90 years 41 years 

Meters, data processing, transportation and operating equipment 768,655 733,837 4 - 63 years 25 years 

Land and other non-depreciable assets 103,357 98,529 

Utility plant and equipment 6,826,043 6,369,607 

Utility construction work in progress 201,902 163,565 

Net utility plant acquisition adjustment (24,550) (25,683) 2 - 59 years 31 years 

Non-utility plant and equipment 598 1,628 3 -25years 13 years 

Total property, plant and equipment $ 7,003,993 $ 6,509,117 

Note 5 -Accounts Receivable 

December 31, 
2017 2016 

Billed utility revenue $ 65,695 $ 63,518 
Unbilled revenue 35,042 34,635 
Other 4,930 6,336 

105,667 104,489 
Less allowance for doubtful accounts 7,071 7,095. 
Net accounts receivable $ 98,596 $ 97,394 

The Company's utility customers are located principally in the following states: 47% in Pennsylvania, 15% in Ohio, 10% 
in North Carolina, 8% in Texas, and 7% in Illinois. No single customer accounted for more than one percent of the 
Company's regulated operating revenues during the years ended December 31, 2017, 2016, and 2015. The following table 
summarizes the changes in the Company's allowance for doubtful accounts: 

2017 2016 2015 
Balance at January 1, $ 7,095 $ 5,873 $ 5,365 • 
Amounts charged to expense 4,986 5,500 5,762 
Accounts written off (6,135) (5,410) (6,513) 
Recoveries of accounts written off 1,125 1,132 1,259 
Balance at December 31, $ 7,071 $ 7,095 $ 5,873' 
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Note 6 - Regulatory Assets and Liabilities 

The regulatory assets represent costs that are probable to be fully recovered from customers in future rates while 
regulatory liabilities represent amounts that are expected to be refunded to customers in future rates or amounts recovered 
from customers in advance of incurring the costs. Except for income taxes, regulatory assets and regulatory liabilities are 
excluded from the Company's rate base and do not earn a return. The components ofregulatory assets and regulatory 
liabilities are as follows: 

December 31, 2017 December 31, 2016 
Regulatory Regulatory Regulatory Regulatory 

Assets Liabilities Assets Liabilities 
Income taxes $ 584,067 $ 438,750 $ 814,418 $ 157,266 
Utility plant retirement costs 5,367 35,249 4,986 31,288 
Post-retirement benefits 112,532 65,964 119,519 59,882 
Accrued vacation 2,198 1,984 
Water tank painting 3,259 1,855 2,111 2,143 
Fair value adjustment of long-term debt assumed in acquisition 2,901 3,268 
Rate case filing expenses and other 3,647 92 2,361 56 

$ 713,971 $ 541,910 $ 948,647 $ 250,635 

Items giving rise to deferred state income taxes, as well as a portion of deferred Federal income taxes related to specific 
differences between tax and book depreciation expense, are recognized in the rate setting process on a cash basis or as a 
reduction in current income tax expense and will be recovered as they reverse. Amounts include differences that arise 
between specific utility asset improvement costs capitalized for book and deducted as an expense for tax purposes. 
Additionally, the recording of AFUDC for equity funds results in the recognition of a regulatory asset for income taxes, 
which represents amounts due related to the revenue requirement. 

A portion of the regulatory liability for income taxes is related to Aqua Pennsylvania's income tax accounting change for 
the tax benefits realized on the Company's 2012 tax return, which have not yet reduced current income tax expense due to 
the ten year amortization period which began in 2013. This amortization was stipulated in a June 2012 rate order issued 
to Aqua Pennsylvania and is subject to specific parameters being met each year. Beginning in 2013, the Company 
amortized $38,000, annually, of its deferred income tax benefits, which reduced current income tax expense and increased 
the Company's net income by $16,734. 

On December 22, 2017, President Trump signed the TCJA into law, which reduced the Federal corporate income tax rate 
from 35% to 21 %. Reductions in accumulated defe1Ted income tax balances due to the reduction in the corporate income 
tax rate to 21 % under the provisions of the TCJA will result in amounts previously collected from utility customers for 
these deferred taxes to be refundable to such customers, generally through reductions in future rates. The TCJA includes 
provisions that stipulate how these excess deferred taxes relating to certain accelerated tax depreciation benefits are to be 
passed back to customers. Potential refunds of other deferred taxes will be determined by our state regulators. The 
December 31, 2017 consolidated balance sheet reflects the impact of the TCJA on our regulatory assets and liabilities, and 
reduces our regulatory assets by $357,262 and increases our regulatory liabilities by $303,320. These adjustments had no 
impact on our 2017 cash flows. 

The regulatory asset for utility plant retirement costs, including cost ofremoval, represents costs already incurred that are 
expected to be recovered in future rates over a five year recovery period. The regulatory liability for utility plant 
retirement costs represents amounts recovered through rates during the life of the associated asset and before the costs are 
incurred. 

The regulatory asset for accrued vacation represents costs that would otherwise be charged to operations and maintenance 
expense for vacation that is earned by employees, which is recovered as a cost of service. 
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The regulatory asset for post-retirement benefits, which includes pension and other post-retirement benefits, primarily 
reflects a regulatory asset that has been recorded for the costs that would otherwise be charged to stockholders' equity for 
the underfunded status of the Company's pension and other post-retirement benefit plans. The Company also has a 
regulatory asset related to post-retirement benefits costs that represent costs already incurred which are now being 
recovered in rates over 10 years. The regulatory liability for post-retirement benefits represents costs recovered in rates in 
excess of post-retirement benefits expense. 

Expenses associated with water tank painting are deferred and amortized over a period of time as approved in the 
regulatory process. Water tank painting costs are generally being amortized over a period ranging from 1 to 15 years. 
The regulatory liability for water tank painting costs represents amounts recovered through rates and before the costs are 
incurred. 

The Company recorded a fair value adjustment for fixed rate, long-term debt assumed in acquisitions that matures in 
various years ranging from 2022 to 2029. The regulatory asset or liability results from the rate setting process continuing 
to recognize the historical interest cost of the assumed debt. 

The regulatory asset related to rate case filing expenses and other represents the costs associated with filing for rate 
increases that are deferred and amortized over periods that generally range from one to five years, and costs incurred by 
the Company for which it has received or expects to receive rate recovery. 

The regulatory asset related to the costs incurred for information technology software projects and water main cleaning 
and relining projects are described in Note 1 - Summary of Significant Accounting Policies -Property, Plant and 
Equipment and Depreciation. 

Note 7 -Income Taxes 

The provision for income taxes consists of: 

Current: 

Federal 

State 

Deferred: 

Federal 

State 

Total tax expense 

$ 

$ 

Years Ended December 31, 
2017 2016 2015 

1,297 $ 2,046 $ 2,624 

1,837 1,682 (4,168) 

3,134 3,728 (1,544) 

21,376 21,489 12,649 

(7,596) (4,239) 3,857 

13,780 17,250 16,506 
16,914 $ 20,978 $ 14,962 

The statutory Federal tax rate is 35% and for states with a corporate net income tax, the state corporate net income tax 
rates range from 3% to 9.99% for all years presented. 
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The reasons for the differences between amounts computed by applying the statutory Federal corporate income tax rate to 
income before income tax expense are as follows: 

Computed Federal tax expense at statutory rate 
Decrease in Federal tax expense related to an income tax accounting change for 
qualifying utility asset improvement costs 
State income taxes, net of Federal tax benefit 

Increase in tax expense for depreciation expense to be recovered in future rates 
Stock-based compensation 
Deduction for Aqua America common dividends paid under employee benefit plan 
Amortization of deferred investment tax credits 
Federal tax rate change 
Other, net 

Actual income tax expense 

$ 

$ 

Years Ended December 31, 
2017 2016 2015 
89,828 $ 89,306 $ 75,863 

(69,325) (62,831) (59,488) 
(3,743) (1,662) (202) 

199 199 199 
(595) (227) (174) 
(455) (455) (456) 
(376) (405) (421) 

3,141 
(1,760) (2,947) (359; 
16,914 $ 20,978 $ 14,962 

In 2012, the Company changed its tax method of accounting for qualifying utility system repairs in Aqua Pennsylvania 
effective with the tax year ended December 31, 2012 and for prior tax years. The tax accounting method was changed to 
permit the expensing of qualifying utility asset improvement costs that were previously being capitalized and depreciated 
for book and tax purposes. This change was implemented in response to a June 2012 rate order issued by the 
Pennsylvania Public Utility Commission to Aqua Pennsylvania which provides for a reduction in current income tax 
expense as a result of the flow-through recognition of some income tax benefits due to the income tax accounting change. 
The Company recorded income tax benefits of $84,766, $78,530, and $72,944 during 2017, 2016, and 2015, respectively. 
The Company recognized a tax deduction on its 2012 Federal tax return of$380,000 for qualifying capital expenditures 
made prior to 2012, and based on the rate order, in 2013, the Company began to amortize 1110th of these expenditures. In 
accordance with the rate order, the amortization is expected to reduce current income tax expense during periods when 
qualifying parameters;are met. Beginning in 2013, the Company amprtized the qualifying capital expendi~ures made prior 
to 2012 and recognized $38,000, annually, of deferred income tax benefits, which reduced current income tax expense and 
increased the Company's net income by $16,734. The Company's effective income tax rate for 2017, 2016, and 2015 was 
6.6%, 8.2%, and 6.9%, respectively. 

The Company establishes reserves for uncertain tax positions based upon management's judgment as to the sustainability 
of these positions. These accounting estimates related to the uncertain tax position reserve require judgments to be made 
as to the sustainability of each uncetiain tax position based on its technical merits. The Company believes its tax positions 
comply with applicable law and that it has adequately recorded reserves as required. However, to the extent the final tax 
outcome of these matters is different than the estimates recorded, the Company would then adjust its tax reserves or 
unrecognized tax benefits in the period that this information becomes known. The Company has elected to recognize 
accrued interest and penalties related to unce1iain tax positions as income tax expense. 
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The following table provides the changes in the Company's unrecognized tax benefits: 

Balance at January 1, 

Additions based on tax position related to the current year 

Effect of Federal tax rate change 

Balance at December 31, 

$ 

$ 

2017 2016 

28,099 $ 28,016 

705 83 

(I 1,221) , 
17,583 $ 28,099 

The unrecognized tax benefits relate to the income tax accounting change, and the tax position is attributable to a 
temporary difference. The Company does not anticipate material changes to its unrecognized tax benefits within the next 
year. As a result of the regulatory treatment afforded by the income tax accounting change in Pennsylvania and despite 
this position being a temporary difference, as of December 31, 2017 and 2016, $24,243 and $20,674 and, respectively, of 
these tax benefits would have an impact on the Company's effective income tax rate in the event the Company does 
sustain all, or a portion, of its tax position. 

The following table provides the components of net deferred tax liability: 

December 31, 
2017 2016 

Deferred tax assets: 
Customers' advances for construction $ 17,123 $ 21,738 

Costs expensed for book not deducted for tax, principally accrued expenses 12,956 15,751 

Utility plant acquisition adjustment basis differences 1,752 3,114 
Post-retirement benefits 36,353 38,269 
Tax loss and credit carryforwards 56,642 77,911 
Other 2,348 2,137 

127,174 158,920:: 
Less valuation allowance 11,623 9,486 

115,551 149,434! 

Deferred tax liabilities: 

Utility plant, principally due to depreciation and differences in the basis of fixed assets 
due to variation in tax and book accounting 795,537 1,104,032 

Deferred taxes associated with the gross-up of revenues necessary to recover, in rates, 
the effect of temporary differences 46,143 269,773 

Tax effect of regulatory asset for post-retirement benefits 136,353 38,269. 
Defe1Ted investment tax credit 6,591 6,613 

884.,624 1,418,687: 

Net deferred tax liability $ 769,073 $ 1,269,253' 

At December 31, 2017, the Company has a cumulative Federal NOL of$63,302. The Company believes the Federal 
NOLs are more likely than not to be recovered and require no valuation allowance. The Company's Federal NOLs do not 
begin to expire until 2032. 

In 2012 and 2011, as a result of the Company's Federal cumulative NOLs the Company ceased recognizing the windfall 
tax benefit associated with stock-based compensation, because the deduction did not reduce income taxes payable. As of 
December 31, 2015, the Company utilized all of the 2011 NOL and recognized a windfall tax benefit of$588. As a result 
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of the adoption on January 1, 2017 of the F ASB' s updated accounting guidance on simplifying the accounting for share
based payments, the Company recognized a windfaII tax benefit of $982 associated with the Company's 2012 Federal 
NOL, which was recorded as an adjustment to retained earnings. 

At December 31, 2017, the Company has a cumulative state NOL of$627,258, a portion of which is offset by a valuation 
allowance because the Company does not believe these NOLs are more likely than not to be realized. The state NOLs do 
not begin to expire until 2023. 

The Company has unrecognized tax positions that result in the associated tax benefit being unrecognized. The 
Company's Federal and state NOL carryforwards are reduced by an unrecognized tax position, on a gross basis, of 
$64,476 and $85,380, respectively, which results from the Company's adoption in 2013 of the FASB's accounting 
guidance on the presentation of an unrecognized tax benefit when a net operating loss carryforward, a similar tax loss, or a 
tax credit carryforward exists. The amounts of the Company's Federal and state NOL carryforwards prior to being 
reduced by the unrecognized tax positions are $127,778 and $712,638, respectively. The Company records its 
unrecognized tax benefit as a reduction to its deferred income tax liability. 

As of December 31, 2017, the Company's Federal income tax returns for all years through 2011 have been closed. Tax 
years 2012 through 2017 remain open to Federal examination. The statute remains open for the Company's state income 
tax returns for tax years 2014 through 2017 in the various states in which it conducts business. 

On December 22, 2017, President Trump signed the TCJA into law. Substantially all of the provisions of the TCJA are 
effective for taxable years beginning after December 31, 2017. The TCJ A includes significant changes to the Code and 
the taxation of business entities, and includes specific provisions related to regulated public utilities. Significant changes 
that impact the Company included in the TCJA are a reduction in the corporate federal income tax rate from 35% to 21 %, 
effective January 1, 2018, and a limitation of the utilization ofNOLs arising after December 31, 2017 to 80% of taxable 
income with an indefinite carryforward. The specific TCJA provisions related to our regulated entities generally allow for 
the continued deductibility of interest expense, the elimination of full expensing for tax purposes of certain property 
acquired after September 27, 2017 and the continuation of certain rate normalization requirements for accelerated 
depreciation benefits. Our market-based companies .still qualify for 100% deductibility of qualifying property acquired 
after September 27, 2017. 

Changes in the Code from the TCJA had a material impact on our financial statements in 2017. In accordance with the 
F ASB 's accounting guidance for income taxes, the tax effects of changes in tax laws must be recognized in the period in 
which the law is enacted, or December 22, 2017 for the TCJA. Additionally, deferred tax assets and liabilities are 
required to be measured at the enacted tax rate expected to apply when temporary differences are to be realized or settled. 
Thus, at the date of enactment, the Company's deferred taxes were re-measured based upon the new tax rate. For our 
regulated entities, the change in deferred taxes is recorded as either an offset to a regulatory asset or liability and may be 
subject to refund to customers. In instances where the deferred tax balances are not in ratemaking, such as the Company's 
market-based operations, the change in deferred taxes is recorded as an adjustment to our deferred tax provision. To the 
extent the revalued deferred income tax assets and liabilities were outside of our regulated operations and are not believed 
to be recoverable in utility customer rates, the revalued amount of $3,141 was recognized as additional deferred income 
tax expense during the quarter ended December 31, 2017. 

The staff of the SEC has recognized the complexity ofreflecting the impacts of the TCJA, and on December 22, 2017 
issued guidance, which clarifies accounting for income taxes if information is not yet available or complete and provides 
for up to a one year period in which to complete the required analyses and accounting (the measurement period). The 
guidance describes three scenarios ( or "buckets") associated with a company's status of accounting for income tax reform: 
(1) a company is complete with its accounting for ce1iain effects of tax reform, (2) a company is able to determine a 
reasonable estimate for certain effects of tax reform and records that estimate as a provisional amount, or (3) a company is 
not able to determine a reasonable estimate and therefore continues to apply the F ASB 's accounting guidance, based on 
the provisions of the tax laws that were in effect immediately prior to the TCJA being enacted. 
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The Company has completed or has made a reasonable estimate for the measurement and accounting of the effect of the 
TCJA which have been reflected in the December 31, 2017 financial statements. The accounting for these completed and 
provisional items, described below, increased the 2017 deferred income tax provision by $3,141 for the year ending 
December 31, 2017, and decreased the accumulated deferred income tax liability by $303,320 at December 31, 2017. 

One of our states, Pennsylvania, has not yet issued an accounting or procedural order addressing how the TCJA changes 
are to be reflected in our utility customer rates. As of December 31, 2017, the Company has provisionally estimated that 
$175,108 of deferred income tax liabilities for our Pennsylvania subsidiary will be a regulatory liability. Additionally, 
two operating divisions in one of our states operate under locally-negotiated contractual rates with their respective 
counties, and it is expected that negotiations will results in a contract that will pass back the effects of the reduction in the 
corporate net income tax rate under the TCJA; however, these negotiations have not yet started. As of December 31, 
2017, the Company has provisionally estimated that $9,419 of deferred income tax liabilities for these two divisions will 
be a regulatory liability. Overall, the Company has applied a reasonable interpretation of the impact of the TCJA and a 
reasonable estimate of the regulatory resolution. Further clarification of the TCJA and regulatory resolution may change 
the amounts estimated of the deferred income tax provision and the accumulated deferred income tax liability. 

The Company's regulated operations accounting for income taxes are impacted by the FASB's accounting guidance for 
regulated operations. Reductions in accumulated deferred income tax balances due to the reduction in the Federal 
corporate income tax rates to 21 % under the provisions of the TCJA will result in amounts previously collected from 
utility customers for these deferred taxes to be refundable to such customers, generally through reductions in future rates. 
The TCJA includes provisions that stipulate how these excess deferred taxes related to certain accelerated tax depreciation 
deduction benefits are to be passed back to customers. Potential refunds of other deferred taxes will be determined by our 
state regulators. Our state regulatory commissions have or are in the process of issuing procedural orders directing how 
the tax law changes are to be reflected in our utility customer rates. In addition, we have two rate cases currently in 
progress in two states in which the TCJ A is expected to be addressed in the new base rates. The December 31, 2017 
consolidated balance sheet reflects the impact of the TCJA on our regulatory assets and liabilities which reduced our 
regulatory assets by $357,262 and increased our regulatory liabilities by $303,320. These adjustments had no impact on 
our 2017 cash flows. 

Note 8 - Taxes Other than Income Taxes 

The following table provides the components of taxes other than income taxes: 

Property 
Gross receipts, excise and franchise 
Payroll 
Regulatory assessments 
Pumping fees 
Other 
Total taxes other than income taxes 

$ 

$ 
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Years Ended December 31, 
2017 2016 

25,810 $ 26,788 $ 
13,458 12,510 
9,477 9,772 
2,552 2,630 
5,057 4,571 

274 114 
56,628 $ 56,385 $ 

2015 
26,545' 
11,847 
9,539 
2,689 
3,993 

444 
55,057. 
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Note 9 - Commitments and Contingencies 

Commitments - The Company leases motor vehicles, buildings and other equipment under operating leases that are 
noncancelable. The future annual minimum lease payments due are as follows: 

2018 2019 2020 2021 2022 Thereafter 

$ 1,312 $ 1,010 $ 743 $ 585 $ 36$ $ 250 

The Company leases parcels of land on which treatment plants and other facilities are situated and adjacent parcels that 
are used for watershed protection. The operating leases are noncancelable, expire between 2019 and 2052, and contain 
renewal provisions. Some leases are subject to an adjustment every five years based on changes in the Consumer Price 
Index. Subject to the aforesaid adjustment, during each of the next five years, an average of $602 of annual lease 
payments for land is due, and the aggregate of the years remaining approximates $12,806. 

The Company maintains agreements with other water purveyors for the purchase of water to supplement its water supply, 
particularly during periods of peak demand. The agreements stipulate purchases of minimum quantities of water to the 
year 2026. The estimated annual commitments related to such purchases through 2022 are expected to average $4,373 
and the aggregate of the years remaining approximates $9,644. 

The Company has entered into purchase obligations, in the ordinary course of business, that include agreements for water 
treatment processes at some of its wells in a small number of its divisions. The 20 year term agreement provides for the 
use of treatment equipment and media used in the treatment process and are subject to adjustment based on changes in the 
Consumer Price Index. The future contractual cash obligations related to these agreements are as follows: 

2018 2019 2020 2021 2022 Thereafter 

$ 1,157 $ 1:,007 $ 1,028 $ 1,048 $ 0,623 

· Rent expense under operating leases, purchased water expense, and water treatment expenses under these agreements 
were as follows: 

01-1erating lease expense 

Purchased water under long-term agreements 

Watertreatment expense under contractual agreement 

$ 

Years Ended December 31, 
2017 

2,241 $ 

8,558 

945 

2016 2015 

2,776 $ 2,4401 
13,955 

940 
13,718 

972· 

Contingencies - The Company is routinely involved in various disputes, claims, lawsuits and other regulatory and legal 
matters, including both asserted and unasserted legal claims, in the ordinary course of business. The status of each such 
matter, referred to herein as a loss contingency, is reviewed and assessed in accordance with applicable accounting rules 
regarding the nature of the matter, the likelihood that a loss will be incurred, and the amounts involved. As of 
December 31, 2017, the aggregate amount of $18,961 is accrued for loss contingencies and is reported in the Company's 
consolidated balance sheet as other accrued liabilities and other liabilities. These accruals represent management's b"est 
estimate of probable loss ( as defined in the accounting guidance) for loss contingencies or the low end of a range of losses 
ifno single probable loss can be estimated. For some loss contingencies, the Company is unable to estimate the amount 
of the probable loss or range of probable losses. While the final outcome of these loss contingencies cannot be predicted 
with ce1tainty, and unfavorable outcomes could negatively impact the Company, at this time in the opinion of 
management, the final resolution of these matters are not expected to have a material adverse effect on the Company's 
financial position, results of operations or cash flows. Further, Aqua America has insurance coverage for a number of 
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these loss contingencies, and as of December 31, 2017, estimates that approximately $7,131 of the amount accrued for 
these matters are probable of recovery through insurance, which amount is also reported in the Company's consolidated 
balance sheet as deferred charges and other assets, net. 

Although the results of legal proceedings cannot be predicted with certainty, there are no pending legal proceedings to 
which the Company or any of its subsidiaries is a party or to which any of its properties is the subject that are material or 
are expected to have a material effect on the Company's financial position, results of operations or cash flows. 

Additionally, the Company self-insures its employee medical benefit program, and maintains stop-loss coverage to limit 
the exposure arising from these claims. The Company's reserve for these claims totaled $1,451 and $1,770 at 
December 31, 2017 and 2016 and represents a reserve for unpaid claim costs, including an estimate for the cost of 
incurred but not reported claims. 

Note 10-Long-term Debt and Loans Payable 

Long-term Debt - The consolidated statements of capitalization provide a summary of long-term debt as of December 31, 
2017 and 2016. The supplemental indentures with respect to specific issues of the first mortgage bonds restrict the ability 
of Aqua Pennsylvania and other operating subsidiaries of the Company to declare dividends, in cash or prope1iy, or 
repurchase or otherwise acquire the stock of these companies. Loan agreements for Aqua Pennsylvania and other 
operating subsidiaries of the Company have restrictions on minimum net assets. As of December 31, 2017, restrictions on 
the net assets of the Company were $1,443,473 of the total $1,957,621 in net assets. Included in this amount were 
restrictions on Aqua Pennsylvania's net assets of$1,090,062 of their total net assets of $1,528,172. As of December 31, 
2017, $1,396,003 of Aqua Pennsylvania's retained eamings of $1,416,003 and $142,700 of the retained eamings of 
$189,000 of other subsidiaries were free of these restrictions. Some supplemental indentures also prohibit Aqua 
Pennsylvania and some other subsidiaries of the Company from making loans to, or purchasing the stock of, the 
Company. 

Sinking fund payments are required by the terms of specific issues oflong-term debt. Excluding amounts due under the 
Company's re_volving credit agreement, the future sinking fund payments and debt maturities ofth~ Company's long-term 
debt are as follows: 

Interest Rate Range 2018 2019 2020 2021 2022 Thereafter 
0.00% to 0.99% $ 4M $ 464 $ 463 $ 464 $ 466 $ 1,875 
1.00% to 1.99% 51,327 1,222 1,158 910 888 7,409 
2.00% to 2.99% 1,766 51,813 1,863 1,913 1,965 9,934, 
3.00% to 3.99% 2,807 2,758 2,555 2,594 2,541 706,977 
4.00% to 4.99% 11,195 50,404 16,616 15,297 237 660,650 
5.00% to 5.99% 20,595 36,126 18,120 8,402 17,979 256,783 
6.00% to 6.99% 13,000 31,000 
7.00% to 7.99% 484 569 615 666 358 29,643 
8.00% to 8.99% 431 566 613 1,665 721 2,096 
9.00% to 9.99% 5,700 700 2,400 4,900 12,000 

10.00% to 10.99% 6,000 
Total $ 113,769 $ 144,622 $ 44,403 $ 36,811 $ 25,155 $ 1,718,367 

In October 2017, Aqua Pennsylvania issued $75,000 of first mortgage bonds, of which $35,000 is due in 2054, $20,000 is 
due in 2055, and $20,000 is due in 2057 with interest rates of 4.06%, 4.07%, and 4.09%, respectively. The proceeds from 
these bonds were used to repay existing indebtedness and for general corporate purposes. 
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In July 2017 Aqua Illinois issued $100,000 of first mortgage bonds consisting of the following: 

Amount 
$26,000 
$6,000 

$15,000 
$10,000 
$22,000 
$22,000 

Interest Rate 
3.64% 
3.89% 
3;90% 
4.18% 
4.22% 
4.24% 

Maturity 
2032 
2037 
2038 
2047 
2049 
2050 

The proceeds from these bonds were used to repay existing indebtedness and for general corporate purposes. 

In July 2017, Aqua Pennsylvania issued $80,000 of first mortgage bonds, of which $40,000 is due in 2055 and $40,000 is 
due in 2057 with interest rates of 4.04% and 4.06%, respectively. The proceeds from these bonds were used to repay 
existing indebtedness and for general corporate purposes. 

In January 2017, Aqua Pennsylvania issued $50,000 of first mortgage bonds, of which $10,000 is due in 2042 and 
$40,000 is due in 2044 with interest rates of 3 .65% and 3.69%, respectively. The proceeds from these bonds were used to 
repay existing indebtedness and for general corporate purposes. 

In December 2016, Aqua Pennsylvania issued $85,000 of first mortgage bonds, of which $25,000 is due in 2051 and 
$60,000 is due in 2056 with interest rates of 3.85% and 3.95%, respectively. In January 2017, Aqua Pennsylvania issued 
$50,000 of first mortgage bonds, of which $10,000 is due in 2042 and $40,000 is due in 2044 with interest rates of3.65% 
and 3.69%, respectively. The proceeds from these bonds were used to repay existing indebtedness and for general 
corporate purposes. 

In November 2016, the Company issued $125,000 of senior notes, of which $35,000 is due in 2031, $30,000 is due in 
2034, $25,000 is due in 2035, $10,000 is due in 2038, and $25,000 is due in 2041 with interest rates of3.0l %, 3.19%, 
3 .25%, 3 .41 %, and 3 .57%, respectively. The proceeds from these bonds were used to repay existing indebtedness; and for 
general corporate purposes. 

As of December 31, 2017 and 2016, the Company did not have any funds restricted for construction activity. 

The weighted average cost oflong-tenn debt at December 31, 2017 and 2016 was 4.29% and 4.23%, respectively. The 
weighted average cost of fixed rate long-term debt at December 31, 2017 and 2016 was 4.36% and 4.26%, respectively. 

The Company has a five-year $250,000 unsecured revolving credit facility, with four banks that expires in February 2021. 
This facility includes a $15,000 sublimit for daily demand loans. Funds borrowed under this facility are classified as 
long-term debt and are used to provide working capital as well as supp01i for letters of credit for insurance policies and 
other financing arrangements. As of December 31, 2017, the Company has the following sub limits and available capacity 
under the credit facility: $50,000 letter of credit sublimit, $30,189 ofletters of credit available capacity, $0 borrowed 
under the swing-line commitment, and $60,000 of funds borrowed under the agreement. Interest under this facility is 
based at the Company's option, on the prime rate, an adjusted Euro-Rate, an adjusted federal funds rate or at rates offered 
by the banks. A facility fee is charged on the total commitment amount of the agreement. Under this facility the average 
cost of borrowings was 1.91 % and 1.54%, and the average borrowing was $48,333 and $89,374, during 2017 and 2016, 
respectively. 

The Company is obligated to comply with covenants under some of its loan and debt agreements. These covenants 
contain a number of restrictive financial covenants, which among other things limit, subject to specific exceptions, the 
Company's ratio of consolidated total indebtedness to consolidated total capitalization, and require a minimum level of 
earnings coverage over interest expense. During 2017, the Company was in compliance with its debt covenants under its 
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loan and debt agreements. Failure to comply with the Company's debt covenants could result in an event of default, 
which could result in the Company being required to repay or finance its borrowings before their due date, possibly 
limiting the Company's future borrowings, and increasing its bo1rnwing costs. 

Loans Payable- In November 2017, Aqua Pennsylvania renewed its $100,000 364-day unsecured revolving credit 
facility with four banks. The funds borrowed under this agreement are classified as loans payable and used to provide 
working capital. As of December 31, 2017 and 2016, funds borrowed under the agreement were $3,650 and $5,545, 
respectively. Interest under this facility is based, at the borrower's option, on the prime rate, an adjusted federal funds 
rate, an adjusted London Interbank Offered Rate corresponding to the interest period selected, an adjusted Euro-Rate 
corresponding to the interest period selected or at rates offered by the banks. This agreement restricts short-term 
borrowings of Aqua Pennsylvania. A commitment fee of 0.05% is charged on the total commitment amount of Aqua 
Pennsylvania's revolving credit agreement. The average cost ofbmrnwing under the facility was 1.78% and 1.18%, and 
the average borrowing was $21,913 and $29,760, during 2017 and 2016, respectively. The maximum amount outstanding 
at the end of any one month was $66,466 and $52,905 in 2017 and 2016, respectively. 

At December 31, 2017 and 2016, the Company had other combined short-term lines of credit of $35,500. Funds 
borrowed under these lines are classified as loans payable and are used to provide working capital. As of December 31, 
2017 and 2016, funds borrowed under the short-term lines of credit were $0 and $990, respectively. The average 
borrowing under the lines was $908 and $2,944 during 2017 and 2016, respectively. The maximum amount outstanding 
at the end of any one month was $990 in 2017 and $9,440 in 2016, respectively. Interest under the lines is based at the 
Company's option, depending on the line, on the prime rate, an adjusted Euro-Rate, an adjusted federal funds rate or at 
rates offered by the banks. The average cost of borrowings under all lines during 2017 and 2016 was 1.81% and 1.24%, 
respectively. 

Interest Income and Expense- Interest income of $202, $217, and $272 was netted against interest expense on the 
consolidated statement of net income for the years ended December 31, 2017, 2016, and 2015, respectively. The total 
interest cost was $88,543, $80,811, and $76,808 in 2017, 2016, and 2015, including amounts capitalized for borrowed 
funds of $3,578, $2,220, and $1,598, respectively. 

Note 11 - Fair Value of Financial Instruments 

Financial instruments are recorded at carrying value in the financial statements and approximate fair value, with the 
exception oflong-term debt, as of the dates presented. The fair value of these instruments is disclosed below in 
accordance with current accounting guidance related to financial instruments. 

The fair value of cash and cash equivalents, which is comprised of uninvested cash, is determined based on level 1 
methods and assumptions. As ofDecember 31, 2017 and 2016, the carrying amounts of the Company's cash and cash 
equivalents were $4,204 and $3,763, which equates to their fair value. The fair value of "available-for-sale" securities to 
fund our deferred compensation and non-qualified pension plan liabilities, which represents mutual and money market 
funds, is determined based on quoted market prices from active markets utilizing level I methods and assumptions. As of 
December 31, 2017 and 2016, the carrying amount of these securities was $21,776 and $20,342. As of December 31, 
2017 and 2016, the carrying amount of the Company's loans payable was $3,650 and $6,535, respectively, which equates 
to their estimated fair value. 
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The carrying amounts and estimated fair values of the Company's long-term debt is as follows: 

Carrying amount 

Estimated fair value 

$ 

December 31, 

2017 

2,143,127 $ 

2,262,785 

2016 

1,910,633 

2,018,933 

The fair value of long-term debt has been determined by discounting the future cash flows using current market interest 
rates for similar financial instruments of the same duration utilizing level 2 methods and assumptions. The Company's 
customers' advances for construction have a carrying value of$93,186 and $91,843 at December 31, 2017 and 2016, 
respectively. Their relative fair values cannot be accurately estimated because future refund payments depend on several 
variables, including new customer connections, customer consumption levels and future rate increases. Portions of these 
non-interest bearing instruments are payable annually through 2027 and amounts not paid by the respective contract 
expiration dates become non-refundable. The fair value of these amounts would, however, be less than their cmTying 
value due to the non-interest bearing feature. 

Note 12 - Stockholders; Equity 

At December 31, 2017, the Company had 300,000,000 shares of common stock authorized; par value $0.50. Shares 
outstanding and treasury shares held were as follows: 

Shares outstanding 

Treasury shares 

2017 

177,713,943 

2,986,308 

December 31, 

2016 

177,394,376 

2,916,969 

2015 

176,544,091 

2,819,569 

At December 31, 2017, the Company had 1,770,819 shares of authorized but unissued Series Preferred Stock, $1.00 par 
value. 

The Company has a universal shelf registration statement with the SEC to allow for the potential future sale by the 
Company, from time to time, in one or more public offerings, of an indeterminate amount of our common stock, preferred 
stock, debt securities and other securities specified therein at indeterminate prices. This registration statement expires in 
February 2018, and we intend to file a new three-year universal shelf registration statement. 

In 2015, the Company filed a registration statement with the SEC which permits the offering, from time to time, of an 
aggregate of $500,000 in shares of common stock and shares of preferred stock in connection with acquisitions. During 
2016, 439,943 shares of common stock totaling $12,845 were issued by the Company to acquire a water utility system. 
The balance remaining available for use under the acquisition shelfregistration as of December 31, 2017 is $487,155. 

The form and terms of any securities issued under the universal shelf registration statement and the acquisition shelf 
registration statement will be determined at the time of issuance. 

The Company has a Dividend Reinvestment and Direct Stock Purchase Plan ("Plan") that allows reinvested dividends to 
be used to purchase shares of common stock at a five percent discount from the current market value. Under the direct 
stock purchase program, shares are purchased by investors at a five percent discount from the market price. The shares 
issued under the Plan are either shares purchased by the Company's transfer agent in the open-market or original issue 
shares. In 2017, 2016, and 2015, 447,753 484,645, and 535,439 shares of the Company were purchased under the 
dividend reinvestment portion of the Plan by the Company's transfer agent in the open-market for $15,168, $14,916, and 
$14,380, respectively. During 2017 and 2016, under the dividend reinvestment portion of the Plan, 45,121 and 47,478 
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original issue shares ofcommon stock were sold, providing the Company with proceeds of $1,453 and $1,388, 
respectively. 

In December 2014, the Company's Board of Directors authorized a share buyback program, commencing in 2015, ofup 
to 1,000,000 shares to minimize share dilution through timely and orderly share repurchases. In December 2015, the 
Company's Board of Directors added 400,000 shares to this program. The specific timing, amount and other terms of 
repurchases depend on market conditions, regulatory requirements and other factors. In 2016, we did not repurchase any 
shares of our common stock in the open market. In 2015, we repurchased 805,000 shares of the Company's common 
stock in the open market for $20,502. In 2014, we repurchased 560,000 shares of our common stock in the open market 
for $13,280. This program expired on December 31, 2016. 

The Company's accumulated other comprehensive income is reported in the stockholders' equity section of the 
consolidated balance sheets, the consolidated statements of equity, and the related components of other comprehensive 
income are reported in the consolidated statements of comprehensive income. The Company repotis its unrealized gains 
or losses on investments as other comprehensive income and accumulated other comprehensive income. The Company 
recorded a regulatory asset for its underfunded status of its pension and other post-retirement benefit plans that would 
otherwise be charged to other comprehensive income, as it anticipates recovery of its costs through customer rates. 

Note 13 - Net Income per Common Share and Equity per Common Share 

Basic net income per share is based on the weighted average number of common shares outstanding. Diluted net income 
per share is based on the weighted average number of common shares outstanding and potentially dilutive shares. The 
dilutive effect of employee stock-based compensation is included in the computation of diluted net income per share. The 
dilutive effect of stock-based compensation is calculated by using the treasury stock method and expected proceeds upon 
exercise or issuance of the stock-based compensation. The following table summarizes the shares, in thousands, used in 
computing basic and diluted net income per share: 

Average common shares outstanding during the period for basic computation 
Effect of dilutive securities: 

Employee stock-based compensation 
Average common shares outstanding during the period for diluted computation 

Years ended December 31, 
2017 2016 2015 
177,612 

563 
178,175 

177,273 

573 
177,846 

176,788 

729' 
177,517 

For the years ended December 31, 2017, 2016, and 2015, all of the Company's employee stock options were included in 
the calculation of diluted net income per share as the calculated cost to exercise the stock options was less than the 
average market price of the Company's common stock during these periods. 

Equity per common share was $11.02 and $10.43 at December 31, 2017 and 2016, respectively. These amounts were 
computed by dividing Aqua America stockholders' equity by the number of shares of common stock outstanding at the 
end of each year. 

Note 14 - Employee Stock and Incentive Plan 

Under the Company's 2009 Omnibus Equity Compensation Plan, as amended as of February 27, 2014 (the "2009 Plan"), 
as approved by the Company's shareholders to replace the 2004 Equity Compensation Plan (the "2004 Plan"), stock 
options, stock units, stock awards, stock appreciation rights, dividend equivalents, and other stock-based awards may be 
granted to employees, non-employee directors, and consultants and advisors. No further grants may be made under the 
2004 Plan. The 2009 Plan authorizes 6,250,000 shares for issuance under the plan. A maximum of3,125,000 shares 
under the 2009 Plan may be issued pursuant to stock award, stock units and other stock-based awards, subject to 
adjustment as provided in the 2009 Plan. During any calendar year, no individual may be granted (i) stock options and 
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stock appreciation rights under the 2009 Plan for more than 500,000 shares of common stock in the aggregate or (ii) stock 
awards, stock units or other stock-based awards under the 2009 Plan for more than 500,000 shares of Company stock in 
the aggregate, subject to adjustment as provided in the 2009 Plan. Awards to employees and consultants under the 2009 
Plan are made by a committee of the Board of Directors, except that with respect to awards to the Chief Executive Officer, 
the committee recommends those awards for approval by the non-employee directors of the Board of Directors. In the 
case of awards to non-employee directors, the Board of Directors makes such awards. At December 31, 2017, 3,720,624 
shares underlying stock-based compensation awards were still available for grant under the 2009 Plan. 

The recording of compensation expense for share-based compensation has no impact on net cash flows and results in the 
reclassification on the consolidated cash flow statements of related tax benefits from cash flows from operating activities 
to cash flows from financing activities to the extent these tax benefits exceed the associated compensation cost. 

Performance Share Units-During 2017, 2016, and 2015, the Company granted performance share units. A performance 
share unit ("PSU") represents the right to receive a share of the Company's common stock if specified performance goals 
are met over the three year performance period specified in the grant, subject to exceptions through the respective vesting 
periods, generally three years. Each grantee is granted a target award of PS Us, and may earn between 0% and 200% of 
the target amount depending on the Company's performance against the performance goals. 

The performance goals of the 2017, 2016, and 2015 PSU grants consisted of the following metrics: 

Performance Grant of: 
2017 2016 2015 

Metric 1 - Company's total shareholder return ("TSR") compared to the TSR for a specific peer 26.47% 27.5% 30% 
group of investor-owned water companies ( a market-based condition) 
Metric 2- Company's TSR compared to the TSR for the companies listed in the Standard and 26.47% 27.5% 30% 
Poor's Midcap Utilities Index (a market-based condition) 
Metric 3 -Achievement ofa targeted cumulative level ofrate base growth as a result of 23 .53% -
acquisitions (a performance-based condition) 
Metric 4-Achievement of targets for maintaining consolidated operations and maintenance 23.53% -
expenses over the three year measurement period (a performance-based condition) 
Metric 5 -Achievement of a targeted cumulative level of rate base growth as a result of 25.0% -
acquisitions (a performance-based condition) 
Metric 6 -Achievement of targets for maintaining consolidated operations and maintenance 20.0% -
expenses over the three year measurement period (a performance-based condition) 
Metric 7 - Maintaining an average ratio of operations and maintenance expenses as a 20% 
percentage of revenues at Aqua Pennsylvania compared to a target average ratio for the three 
year performance period (a performance-based condition) 
Metric 8 - Earning a cumulative total earnings before taxes for the Company's operations other 20% 
than Aqua Pennsylvania for the three year performance period compared to a target (a 
performance-based condition) 

The following table provides the compensation expense and income tax benefit for PSUs: 

Years ended December 31, 

2017 2016 2015 

Stock-based compensation within operations and maintenance expense 

Income tax benefit 

$ 4,351 $ 3,823 $ 4,419' 

1,766 1,552 1,796 
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The following table summarizes nonvested PSU transactions for the year ended December 31, 2017: 

Nonvested share units at beginning of period 

Granted 

Performance criteria adjustment 

Forfeited 

Share units vested in prior period and issued in current period 

Share units issued 

Nonvested share units at end of period 

Number of 
Share Units 

476,896 $ 

125,202 

(33,502) 

(22,664) 

32,400 

(125,999) 

452,333 

Weighted 
Average Fair 

Value 

27.96 

30.79 

28.14 

28.68 

25.31 

36.37 

26.16 

A portion of the fair value of PSUs was estimated at the grant date based on the probability of satisfying the market-based 
conditions associated with the PS Us using the Monte Carlo valuation method, which assesses the probabilities of various 
outcomes of market conditions. The other portion of the fair value of the PS Us associated with performance-based 
conditions was based on the fair market value of the Company's stock at the grant date, regardless of whether the market
based condition is satisfied. The fair value of each PSU grant is amortized into compensation expense on a straight-line 
basis over their respective vesting periods, generally 36 months. The accrual of compensation costs is based on an 
estimate of the final expected value of the award, and is adjusted as required for the portion based on the performance
based condition. The Company assumes that forfeitures will be minimal, and recognizes forfeitures as they occur, which 
results in a reduction in compensation expense. As the payout of the PSUs includes dividend equivalents, no separate 
dividend yield assumption is required in calculating the fair value of the PSUs. The recording of compensation expense 
for PSUs has no impact on net cash flows. The following table provides the assumptions used in the pricing model for the 
grant, the resulting gr~nt date fair value of PSUs, and the intrinsic value and fair value of PS Us that vested;during the 
year: 

Expected term (years) 

Risk-free interest rate 

Expected volatility 

Weighted average fair value of PSUs granted 

Intrinsic value of vested PSUs 

Fair value of vested PSUs 

$ 

$ 

$ 

Years ended December 31, 

2017 2016 

3.0 3.0 

1.49% 0.91% 

17.9% 17.9% 

30.79 $ 28.89 $ 

3,926 $ 5,912 $ 

3,207 $ 5,104 $ 

2015 

3.0 

1.03% 

16.9% 

26.46 

7,964: 
6,416 

As of December 31, 2017, $4,945 ofumecognized compensation costs related to PSUs is expected to be recognized over 
a weighted average period of approximately 1. 7 years. The aggregate intrinsic value of PS Us as of December 31, 2017 
was $18,114. The aggregate intrinsic value of PSUs is based on the number ofnonvested share units and the market value 
of the Company's common stock as of the period end date. 
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Restricted Stock Units -A restricted stock unit ("RSU") represents the right to receive a share of the Company's common 
stock and is valued based on the fair market value of the Company's stock on the date of grant. RSUs are eligible to be 
earned at the end of a specified restricted period, generally three years, beginning on the date of grant. In some cases, the 
right to receive the shares is subject to specific performance goals established at the time the grant is made. The Company 
assumes that forfeitures will be minimal, and recognizes forfeitures as they occur, which results in a reduction in 
compensation expense. As the payout of the RSUs includes dividend equivalents, no separate dividend yield assumption 
is required in calculating the fair value of the RSUs. The following table provides the compensation expense and income 
tax benefit for RSUs: 

Stock-based compensation within operations and maintenance expense 

Income tax benefit 

Years ended December 31, 

2017 2016 2015 

$ 1,183 $ 1,061 $ 1,076 

489 438 444 

The following table summarizes nonvested RSU transactions for the year ended December 31, 2017: 

Nonvested stock units at beginning of period 

Granted 

Stock units vested but not paid 

Stock units vested and issued 

Forfeited 

Nonvested stock units at end of period 

The following table summarizes the value ofRSUs: 

Weighted average fair value of RSUs granted 

Intrinsic value of vested RSUs 

Fair value of vested RSUs 

$ 

Number of 
Stock Units 

109,273 $ 

41,293 

(1,467) 

(26,914) 

(5,398) 

116,787 

Weighted 
Average Fair 

Value 

28.48; 

30.37 

31.47 

26.45 

31.03 

29.46 

Years ended December 31, 

2017 2016 2015 

30.37 $ 32.08 $ 26.0Q 

896 

751 

805 

605 

2,327. 
1,904· 

As of December 31, 2017, $1,401 of unrecognized compensation costs related to RS Us is expected to be recognized over 
a weighted average period of approximately 1. 7 years. The aggregate intrinsic value of RS Us as of December 31, 2017 
was $4,582. The aggregate intrinsic value ofRSUs is based on the number ofnonvested stock units and the market value 
of the Company's common stock as of the period end date. 
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Stock Options - A stock option represents the option to purchase a number of shares of common stock of the Company as 
specified in the stock option grant agreement at the exercise price per share as determined by the closing market price of 
our common stock on the grant date. Stock options are exercisable in installments of 33% annually, starting one year 
from the grant date and expire ten years from the grant date. The vesting of stock options granted in 2017 are subject to 
the achievement of the following performance goal: the Company achieves at least an adjusted return on equity equal to 
150 basis points below the return on equity granted by the Pennsylvania Public Utility Commission during the Company's 
Pennsylvania subsidiary's last rate proceeding. The adjusted return on equity equals net income, excluding net income or 
loss from acquisitions which have not yet been incorporated into a rate application as of the last year end, divided by 
equity which excludes equity applicable to acquisitions which are not yet incorporated in a rate application during the 
award period. 

The fair value of each stock option is amortized into compensation expense using the graded vesting method, which 
results in the recognition of compensation costs over the requisite service period for each separately vesting tranche of the 
stock options as though the stock options were, in substance, multiple stock option grants. The following table provides 
compensation expense and income tax benefit for stock options: 

Years ended December 31, 
2017 2016 2015 

Stock-based compensation within operations and maintenance expenses 

Incometax benefit 

$ 245 $ 

208 

There were no stock options granted during the years ended December 31, 2016, and 2015. 

Options under the plans were issued at the closing market price of the stock on the day of the grant. 

- $ 

260 193, 

The fair value of options was estimated at the grant date using the Black-Scholes option-pricing model, which relies on 
assumptions that require management's judgment. The following table provides the assumptions used in the pricing 
model for grants and the resulting grant date fair value of stock options granted in the period reported: 

Year ended December 31, 

Expectea term (years) 

Risk-free interest rate 

Expected volatility 

Dividend yield 

. Grant date fair value per option 

2017 

$ 

The Company assumes that forfeitures will be minimal, and recognizes forfeitures as they occur, which results in a 
reduction in compensation expense. 
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The following table summarizes stock option transactions for the year ended December 31, 2017: 

Weighted Weighted 
Average Average 
Exercise Remaining Aggregate 

Shares Price Life (years) Intrinsic Value 
Outstanding, beginning of year 427,335 $ 15.55 

Granted 120,127 30.47 
Forfeited (5,191) 30.47 
Expired / Cancelled (2,812) 14.26 
Exercised (174,527) 16.46 

Outstanding at end of year 364,932 $ 19.83 3.7 $ 7,081 

Exercisable at end of year 249,996 $ 14.93 1.2 $ 6,074 

The intrinsic value of stock options is the amount by which the market price of the stock on a given date, such as at the 
end of the period or on the day of exercise, exceeded the closing market price of stock on the date of grant. The following 
table summarizes the intrinsic value of stock options exercised: 

Years ended December 31, 
2017 2016 2015 

Intrinsic value of options exercised $ 2,767 $ 2,945 $ 4,154' 

The following table summarizes information about the options outstanding and options exercisable as of December 31, 
2017: 

Range of prices: 
$13.00 - 14.99 
$15.00 - 15.99 
$16.00 - 16.99 
$17.00- 30.99 

Shares 

89,770 
101,167 
59,059 

114,936 
364,932 

Options Outstanding 
Weighted 
Average 

Remaining 
Life (years) 

2.1 $ 
1.2 
0.2 
9.1 
3.7 

Weighted Average 
Exercise Price 

13.72 
15.30 
16.15 
30.47 
19.83 

Options Exercisable 

Shares 

89,770 $ 
101,167 
59,059 

249,!196 

Weighted Average 
Exercise Price 

13.72 
15.30 
16.15 

14.93 

As of December 31, 2017, there was $223 of total unrecognized compensation costs related to nonvested stock options 
granted under the plans. The cost is expected to be recognized over a weighted average period of approximately 1.5 
years. 

Restricted Stock - Restricted stock awards provide the grantee with the rights of a shareholder, including the right to 
receive dividends and to vote such shares, but not the right to sell or otherwise transfer the shares during the restriction 
period. Restricted stock awards result in compensation expense which is equal to the fair market value of the stock on the 
date of the grant and is amortized ratably over the restriction period. The Company expects forfeitures of restricted stock 
to be de minimis. 
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The following table summarizes the value ofrestricted stock awards: 

Years ended December 31, 
2017 2016 2015 

Intrinsic value of restricted stock awards vested 

Fair value of restricted stock awards vested 

$ - $ - $ 860 
553 

As of December 31, 2017, there were no unrecognized compensation costs related to non vested restricted stock as 
restricted stock was fully amortized in 2014. Additionally, there was no restricted stock granted during the years ended 
December 31, 2017, 2016, and 2015. 

Stock Awards - The following table provides compensation costs for stock-based compensation related to stock awards: 

Stock-based compensation within operations and maintenance expense 

Income tax benefit 

The following table summarizes the value of stock awards: 

Intrinsic and fair value of stock awards vested 

Weighted average fair value of stock awards granted 

Years ended December 31, 

2017 2016 2015 

$ 5~ $ ~6 $ 3~ 
233 210 151 

Years ended December 31, 
2017 2016 2015 

$ 563 $ 506 $ 365° 

34.42 31.87 26.44 

: The following table summarizes stock award transactions for year ended December:31, 2017: 

Nonvested stock awards at beginning of period 

Granted 

Vested 

Nonvested stock awards at end of period 
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Stock Awards Value 

- $ 

16,345 

(16,345) 

., 

34.42 

34.42. 
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Note 15 - Pension Plans and Other Post-retirement Benefits 

The Company maintains a qualified, defined benefit pension plan that covers its full-time employees who were hired prior 
to April 1, 2003. Retirement benefits under the plan are generally based on the employee's total years of service and 
compensation during the last five years of employment. The Company's policy is to fund the plan annually at a level 
which is deductible for income tax purposes and which provides assets sufficient to meet its pension obligations over 
time. To offset some limitations imposed by the Internal Revenue Code with respect to payments under qualified plans, 
the Company has a non-qualified Supplemental Pension Benefit Plan for Salaried Employees in order to prevent some 
employees from being penalized by these limitations, and to provide certain retirement benefits based on employee's 
years of service and compensation. The Company also had non-qualified Supplemental Executive Retirement Plans, 
which were terminated in 2016, for some current and retired employees. The net pension costs and obligations of the 
qualified and non-qualified plans are included in the tables which follow. Employees hired after April 1, 2003 may 
participate in a defined contribution plan that provides a Company matching contribution on amounts contributed by 
participants and an annual profit-sharing contribution based upon a percentage of the eligible participants' compensation. 

Effective July 1, 2015, the Company added a permanent lump sum option to the form of benefit payments offered to 
participants of the qualified defined benefit pension plan upon retirement or termination. The plan paid $8,858 and 
$9,990 to participants who elected this option during 2017 and 2016. 

In addition to providing pension benefits, the Company offers post-retirement benefits other than pensions to employees 
hired before April 1, 2003 and retiring with a minimum level of service. These benefits include continuation of medical 
and prescription drug benefits, or a cash contribution toward such benefits, for eligible retirees and life insurance benefits 
for eligible retirees. The Company funds these benefits through various trust accounts. The benefits of retired officers 
and other eligible retirees are paid by the Company and not from plan assets due to limitations imposed by the Internal 
Revenue Code. 

In 2016, the Company recognized a settlement loss of$2,895, which results from lump sum payments from the non
qualified plans exceeding the threshold of service and interest cost for the period. A settlement loss is the recognition of 
unrecognized pension benefit costs that would have been incurred in subsequent periods. The Company recorded this 
settlement loss as a regulatory asset, as it is probable of recovery in future rates, which will be amortized into pension 
benefit costs. 
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The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid in the years 
indicated: 

Years: 
2018 
2019 
2020 
2021 
2022 
2023-2027 

Pension Benefits 

$ 20,516 
20,462 
21,580 
20,674 
21,538 

106,397 

$ 

Other Post-retirement Benefits 

2,249, 
2,553 
2,777 
2,957 
3,177 

18,764 

The changes in the benefit obligation and fair value of plan assets, the funded status of the plans and the assumptions used 
in the measurement of the company's benefit obligation are as follows: 

Change in benefit obligation: 
Benefit obligation at January 1, 
Service cost 
Interest cost 
Actuarial loss 
Plan participants' contributions 
Benefits paid 
Settlements 
Special termination benefits 

Benefit obligation at December 31, 

Change in plan assets: 
Fair value of plan assets at January 1, 
Actual return on plan assets 
Employer contributions 
Benefits paid 
Settlements 
Special termination benefits 
Asset transfer 

Fair value of plan assets at December 31, 

Funded status of plan: 
Net liability recognized at December 31, 

$ 

$ 

Pension Benefits 
2017 2016 

308,172 
3,174 

12,434 
18,516 

(21,317) 

320,979 

242,360 
33,278 
16,032 

(21,317) 

270,353 

$ 

50,626 $ 

87 

306,539 
3,179 

13,038 
15,321 

(21,861) 
(7,742) 

(302) 
308,172 

238,605 
17,375 
16,285 

(21,861) 
(7,742) 

(302) 

242,360 

65,812 

Other Post-retirement Benefits 
2017 2016 

$ 69,312 $ -65,137, 
1,020 1,014 
2,947 2,927 
4,047 1,400 

124 170 
(1,490) (1,336) 

..i 

75,960 69,312 

46,085 43,704 
5,188 2,Hl-9 

500 1,360 
(1,323) (1,128) 

., 

(2,700) 
47,750 46,085; 

$ 28,210 $ 23,227 
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The following table provides the net liability recognized on the consolidated balance sheets at December 31,: 

Pension Benefits Other Post-retirement Benefits 
2017 2016 2017 2016 

Current liability $ 396 $ 613 $ $ ~ 

Noncurrent liability 50,230 65,199 28,210 23,227 
Net liability recognized $ 50,626 $ 65,812 $ 28,210 $ 23,227• 

At December 31, 2017 and 2016, the Company's pension plans had benefit obligations in excess of its plan assets. The 
following tables provide the projected benefit obligation, the accumulated benefit obligation and fair market value of the 
plan assets as of December 31,: 

Projected benefit obligation 
Fair value of plan assets 

Accumulated benefit obligation 
Fair value of plan assets 

Projected Benefit Obligation Exceeds the Fair Value of 
Plan Assets 

2017 
$ 320,979 $ 

270,353 

2016 
308,172 
242,360 

Accumulated Benefit Obligation Exceeds the Fair Value of 
Plan Assets 

2017 
$ 301,473 $ 

270,353 

2016 
291,889i 
242,360 

The following table provides the components of net periodic benefit costs for the years ended December 31,: 

Pension Benefits Other Post-retirement Benefits 

2017 2016 2015 2017 2016 2015 

Service cost $ 3,174 $ 3,179 $ 3,349 $ 1,020 $ 1,014 $ 1,224 

Interest cost 12,434 13,038 12,955 2,947 2,927 2,802 

Expected return on plan assets (17,077) (16,910) (18,702) (2,589) {2,647) (2,923) 

Amortization of prior service cost ( credit) 579 578 174 (509) (549) (687) 

Amortization of actuarial loss 8,003 7,153 5,993 1,165 926 1,282 

Settlement loss 2,895 

Special termination benefits 302 

Net periodic benefit cost $ 7,113 $ 10,235 $ 3,769 $ 2,034 $ 1,671 $ 1,698 

The Company records the underfunded status of its pension and other post-retirement benefit plans on its consolidated 
balance sheets and records a regulatory asset for these costs that would otherwise be charged to stockholders' equity, as 
the Company anticipates recoverability of the costs through customer rates to be probable. The Company's pension and 
other post-retirement benefit plans were underfunded at December 31, 2017 and 2016. Changes in the plans' funded 
status will affect the assets and liabilities recorded on the balance sheet. Due to the Company's regulatory treatment, the 
recognition of the funded status is recorded as a regulatory asset pursuant to the FASB's accounting guidance for 
regulated operations. 
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The following table provides the amounts recognized in regulatory assets that have not been recognized as components of 
net periodic benefit cost as of December 31,: 

Pension Benefits Other Post-retirement Benefits 
2017 2016 2017 2016 

Net actuarial loss $ 86,750 $ 92,436 $ 15,724 $ 15,441 
Prior service cost ( credit) 3,262 3,841 (1,869) (2,378) 
Total recognized in regulatory assets $ 90,012 $ 96,277 $ 13,855 $ 13,063 

The following table provides the estimated net actuarial loss and prior service cost for the Company's pension plans that 
will be amortized from regulatory asset into net periodic benefit cost for the year ending December 31, 2018: 

Pension Benefits Other Post-retirement Benefits 
Net actuarial loss $ 7,291 $ 1,182 
Prior service cost ( credit) 527 (509) 

Accounting for pensions and other post-retirement benefits requires an extensive use of assumptions about the discount 
rate, expected return on plan assets, the rate of future compensation increases received by the Company's employees, 
mortality, turnover and medical costs. Each assumption is reviewed annually with assistance from the Company's 
actuarial consultant who provides guidance in establishing the assumptions. The assumptions are selected to represent the 
average expected experience over time and may differ in any one year from actual experience due to changes in capital 
markets and the overall economy. These differences will impact the amount of pension and other post-retirement benefit 
expense that the Company recognizes. 

The significant assumptions related to the Company's benefit obligations are as follows: 

Weighted Average Assumptions Used to Determine Benefit Obligations as of 
December 31, 

Discount rate 
Rate of compensation increase 

Assumed Health Care Cost Trend Rates Used to Determine Benefit Obligations as of 
December 31, 

Health care cost trend rate 
Rate to which the cost trend is assumed to decline (the ultimate trend rate) 
Year that the rate reaches the ultimate trend rate 

n/a -Assumption is not applicable. 

89 

Pension Benefits 
2017 2016 

3.66% 4.13% 
3.0-4.0% 3.0-4.0% 

n/a 
n/a 
n/a 

n/a 
n/a 
n/a 

OtherPost
retirement Benefits 

2017 2016 

3.73% 4.25% 
n/a 

7.0% 
5.0% 
2022 

n/a 

6.6% 
5.0% 
2020 
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The significant assumptions related to the Company's net periodic benefit costs are as follows: 

Weighted Average Assumptions Used to Determine 
Net Periodic Benefit Costs for Years Ended 
December 31, 

Discount rate 

Expected return on plan assets 

Rate of compensation increase 

Assumed HealthCar.e (;ostTre~dRatesUsedto 
:Oetermirie Net Periodic Benefit Costs forYearcs Ended 
December 31, 

Health care cost trend rate 
Rate. to which the cost trend is assumed to decline 
(the ultimate trend rate) 

Year that the rate reaches the ultimate trend rate 

n/a -Assumption is not applicable. 

2017 

Pension Benefits 

2016 

4.13% 4.48% 

7.00% 7.25% 

2015 

4.20% 

7.50% 

3.0°4.0% 3.0-4.0% 3.0-4.0% 

n/a n/a n/a 

n/a n/a n/a 

n/a n/a n/a 

Other Post-retirement Benefits 

2017 2016 2015 

4.25% 4.60% 4:17%\ 

4.67-7.00% 4.83-7.25% 5.00-7.50% 

n/a n/a nla 

6.6% 7.0% 7.0% 

s~o% 5.0% 5.0% 

2021 2021 2019 

Assumed health-care trend rates have a significant effect on the expense and liabilities for other post-retirement benefit 
plans. The health care trend rate is based on historical rates and expected market conditions. A one-percentage point 
change in the assumed health-care cost trend rates would have the following effects: 

Effectonthe health-care component ofthe accrued other post-retirement benefit 
obligation 
Effect on aggregate service and interest cost components of net periodic post
retirement health-care benefit cost 

1-Percentage
Point Increase 

$ 4,797 

$ 277 

1-Percentage
Point Decrease 

$ (4,369) 

$ (244) 

The Company's discount rate assumption, which is utilized to calculate the present value of the projected benefit 
payments of our post-retirement benefits, was determined by selecting a hypothetical portfolio of high quality corporate 
bonds appropriate to match the projected benefit payments of the plans. The selected bond portfolio was derived from a 
universe of Aa-graded corporate bonds, all of which were noncallable (or callable with make-whole provisions), and have 
at least $50,000 in outstanding value. The discount rate was then developed as the rate that equates the market value of 
the bonds purchased to the discounted value of the plan's benefit payments. The Company's pension expense and liability 
(benefit obligations) increases as the discount rate is reduced. 

The Company's expected return on plan assets is determined by evaluating the asset class return expectations with its 
advisors as well as actual, long-term, historical results of our asset returns. The Company's market related value of plan 
assets is equal to the fair value of the plan's assets as of the last day of its fiscal year, and is a determinant for the expected 
return on plan assets which is a component of post-retirement benefits expense. The Company's pension expense 
increases as the expected return on plan assets decreases. For 2017, the Company used a 7.00% expected return on plan 
assets assumption which will decrease to 6.75% for 2018. The Company believes its actual long-term asset allocation on 
average will approximate the targeted allocation. The Company's investment strategy is to earn a reasonable rate of 
return while maintaining risk at acceptable levels. Risk is managed through fixed income investments to manage interest 
rate exposures that impact the valuation of liabilities and through the diversification of investments across and within 
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various asset categories. Investment returns are compared to a total plan benchmark constructed by applying the plan's 
asset allocation target weightings to passive index returns representative of the respective asset classes in which the plan 
invests. The Retirement and Employee Benefits Committee meets quarterly to review plan investments and management 
monitors investment performance quarterly through a performance report prepared by an external consulting firm. 

The Company's pension plan asset allocation and the target allocation by asset class are as follows: 

Return seeking assets 

Liability hedging assets 

Total 

Target Allocation 

50to'70% 

30 to50% 

100% 

Percentage of Plan Assets at 
December 31, 

2017 

64% Domestic equities 

_______ 3_6°_1/o International equities 

100% Fixed income 
======== 

Alternative investments 

Cash and cash equivalents 

Total 

Target Allocation 

25to75% 

0 to 10% 

25 to50% 

0to5% 

0to20% 

100% 

Percentage of Plan Assets at 
December 31, 

2016 

65% 

6% 

19% 

2% 

8% 

100% 

The fair value of the Company's pension plans' assets at December 31, 2017 by asset class are as foIIows: 

Assets measured at 
Level 1 Level 2 Level 3 NAV(a) Total 

Common stock $ 26,902 $ - $ - $ $ 26,902. 

Return seeking assets: 
Global equities 66,281 66,281 
Real estate securities 14,110 14,110 
Hedge I diversifying strategies 38,143 38,143 
Credit 28,395 28,395 

Liability hedging assets 91,872 91,872 
Cash and cash equivalents 4,650 4,650 
Total pension assets $ 31,552 $ - $ - $ 238,801 $ 270,353' 

(a) Assets that are measured at fair value using the NA V per share practical expedient have not been classified in the 
fair value hierarchy. 
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The fair value of the Company's pension plans' assets at December 31, 2016 by asset class are as follows: 

Level I Level 2 Level 3 Total 

Domestic equities: 

Con:unon stocks $ 152,740 $ - $ $ 152,740 

Mutual funds 3,668 3,668 

International equities 13,813 1:3,813 · 
Fixed income: 

U.S. Treasury and govern.ment · agency bonds 11,170 11,170 

Corporate and foreign bonds 24,385 24,385 

Mutual funds 9;752 9,752 

Alternative investments: 

Real estate 2,613 2,613 

Commodity funds 1,279 1,279 

Cash and·cash equivalents 348 22,592 22,940! 

Total pension assets $ 184,213 $ 58,147 $ $ 242,360 

Equity securities include our common stock in the amounts of $16,471 or 6.1 % and $20,632 or 8.5% of total pension 
plans' assets as of December 31, 2017 and 2016, respectively. 

The asset allocation for the Company's other post-retirement benefit plans and the target allocation by asset class are as 
follows: 

Return seeking assets 

Liability hedging assets 

Total 

Ts1rget Allocation 

50to70% 

30 to 50% 

100% 

Percentage of Plan Assets at 
December 31, 

2017 

62% Domestic equities 

---------=3-=-8o/c:..::o International equities 

=......;..-====......;..==10;.;.0°;.;Vo Fixed income 

Alternative investments 

Cash and cash equivalents 

Total 

92 

Target Allocation 

25to75% 

0 to 10% 

2Sto50% 

Oto5% 

Oto20% 

100% 

Percentage of Plan Assets at 
December 31, 

2016 

52¾ 

3% 

25'¾! 
0% 

20% 

100% 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to Consolidated Financial Statements (continued) 

(In thousands of dollars, except per share amounts) 

The fair value of the Company's other post-retirement benefit plans' assets at December 31, 2017 by asset class are as 
follows: 

Level 1 Level2 
Return seeking assets: 

Global equities $ 9,477 $ -
Real estate securities 1,731 

Liability hedging assets 5,265 
Cash and cash equivalents 3,947 
Total other post-retirement assets $ 20,420 $ -

Level 3 

$ - $ 

$ - $ 

Assets measured at 
NAY (a} 

15,158 
3,211 
8,961 

27,330 

$ 

$ 

Total 

24,635 
4,942· 

14,226 

3,947: 
47,750 

(a) Assets that are measured at fair value using the NA V per share practical expedient have not been classified in the 
fair value hierarchy. 

The fair value of the Company's other post-retirement benefit plans' assets at December 31, 2016 by asset class are as 
follows: 

Level 1 

Domestic equities: 

Common stocks $ 10,667 

Mutual funds 13,464 

International equities 1,242 

Fixed income: 

U.S. Treasury and government agency bonds 
Corporate and foreign bonds 

Alternative investments 172 

Cash and cash equivalents 

Total other post-retirement assets $ 25,545 

Valuation Techniques Used to Determine Fair Value 

Level 2 

$ - $ 

4,968 
6,347 

9,225 

$ 20,540 $ 

Level 3 Total 

$ 10,667 

13,464 

1,242. 

$ 

4,968 
6,347 

172 

9,225 

46,085 1 

• Common Stocks - Investments in common stocks are valued using unadjusted quoted prices obtained from active 
markets. 

• Return Seeking Assets - Investments in return seeking assets consists of the following: 

o Global equities, which consist of common and preferred shares of stock, traded on U.S. or foreign 
exchanges that are valued using unadjusted quoted prices obtained from active markets, or commingled 
fund vehicles, consisting of such securities valued using NA V, which are not classified within the fair 
value hierarchy. 

o Real estate securities, which consist of securities, traded on U.S. or foreign exchanges that are valued 
using unadjusted quoted prices obtained from active markets, or for real estate commingle fund vehicles 
that are not publicly quoted, the fund administrators value the funds using the NA V per fund share, 
derived from the quoted prices in active markets of the underlying securities and are not classified within 
the fair value hierarchy. 
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Notes to Consolidated Financial Statements ( continued) 

(In thousands of dollars, except per share amounts) 

o Hedge I diversifying strategies, which consist of a multi-manager fund vehicle having underlying 
exposures that collectively seek to provide low correlation of return to equity and fixed income markets, 
thereby offering diversification. As a multi-manager fund investment, NA V is derived from underlying 
manager NA Vs, which are derived from the quoted prices in active markets of the underlying securities 
and are not classified within the fair value hierarchy. 

o Credit, which consist of certain opportunistic, return-oriented credits which primarily include below 
investment grade bonds (i.e. high yield bonds), bank loans, and securitized debt. Credits are valued using 
the NA V per fund share, derived from either quoted prices in active markets of the underlying securities, 
or less active markets, or quotes of similar assets, and are not classified within the fair value hierarchy. 

• Liability Hedging Assets - Investments in liability hedging assets consist of funds investing in high-quality fixed 
income (i.e. U.S. Treasury securities and government bonds), and for funds for which market quotations are 
readily available, are valued at the last reported closing price on the primary market or exchange on which they 
are traded. Funds for which market quotations are not readily available, are valued using the NA V per fund share, 
derived from the quoted prices in active markets of the underlying securities and are not classified within the fair 
value hierarchy. 

• Cash and Cash Equivalents - Investments in cash and cash equivalents are comprised of both uninvested cash and 
money market funds. The uninvested cash is valued based on its carrying value, and the money market funds are 
valued utilizing the net asset value per unit based on the fair value of the underlying assets as determined by the 
fund's investment managers. · 

• Mutual Funds - Investments in mutual funds which consist of either equity or fixed income investments are 
valued using the net asset value per unit as obtained from quoted market prices from active markets. 

• International Equities - Investments in international equities are valued using unadjusted quoted prices obtained 
from active markets. 

• Fixed Income - Investments in fixed income that comprise U.S. Treasury and government agency bonds, and 
corporate and foreign bonds are valued utilizing pricing models that incorporate available trade, bid, and other 
market information to value the fixed income securities. 

• Alternative Investments - Investments in alternative investments are comprised of either real estate funds, real 
estate investment trusts, or commodity funds, and are valued using unadjusted quoted prices obtained from active 
markets. 

Funding requirements for qualified defined benefit pension plans are determined by government regulations and not by 
accounting pronouncements. In accordance with funding rules and the Company's funding policy, during 2018 our 
pension contribution is expected to be $12,484. 

The Company has a 401(k) savings plan, which is a defined contribution plan and covers substantially all employees. The 
Company makes matching contributions that are based on a percentage of an employee's contribution, subject to specific 
limitations, as well as, non-discretionary contributions based on eligible hourly wages for certain union employees, 
discretionary year-end contributions based on an employee's eligible compensation, and employer profit sharing 
contributions. Participants may diversify their Company matching account balances into other investments offered under 
the 401(k) savings plan. The Company's contributions, which are recorded as compensation expense, were $5,374, 
$4,988, and $5,001, for the years ended December 31, 2017, 2016, and 2015, respectively. 

Note 16- Water and Wastewater Rates 

On June 7, 2012, Aqua Pennsylvania reached a settlement agreement in its rate filing with the Pennsylvania Public Utility 
Commission, which in addition to a water rate increase, provided for a reduction in current income tax expense as a result 
of the recognition of qualifying income tax benefits upon Aqua Pennsylvania changing its tax accounting method to 
permit the expensing of qualifying utility asset improvement costs that historically have been capitalized and depreciated 
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(In thousands of dollars, except per share amounts) 

for book and tax purposes. In December 2012, Aqua Pennsylvania implemented this change which provides for the flow
through of income tax benefits that resulted in a substantial reduction in income tax expense and greater net income and 
cash flow. This change allowed Aqua Pennsylvania to suspend its water Distribution System Improvement Charges in 
2013 and lengthen the amount of time until the next Aqua Pennsylvania rate case. Beginning on October 1, 2017, Aqua 
Pennsylvania initiated a water infrastructure rehabilitation surcharge for the capital invested since the last rate proceeding 
and expects to file a base rate case in 2018. 

The Company's operating subsidiaries were allowed rate increases totaling $7,558 in 2017, $3,434 in 2016, and $3,347 in 
2015, represented by five, six, and four rate decisions, respectively. Revenues from these increases realized in the year of 
grant were approximately $6,343, $1,788, and $2,887 in 2017, 2016, and 2015, respectively. 

Six states in which the Company operates permit water utilities, and in five states wastewater utilities, to add a surcharge 
to their water or wastewater bills to offset the additional depreciation and capital costs related to infrastructure system 
replacement and rehabilitation projects completed and placed into service between base rate filings. Currently, 
Pennsylvania, Illinois, Ohio, Indiana, New Jersey, and North Carolina allow for the use of this surcharge. The surcharge 
for infrastructure system replacements and rehabilitations is typically adjusted periodically based on additional qualified 
capital expenditures completed or anticipated in a future period, is capped as a percentage of base rates, generally at 5% to 
12.75%, and is reset to zero when new base rates that reflect the costs of those additions become effective or when a 
utility's earnings exceed a regulatory benchmark. The surcharge for infrastructure system replacements and 
rehabilitations provided revenues in 2017, 2016, and 2015 of $10,255, $7,379, and $3,261, respectively. 

Note 17 - Segment Information 

The Company has ten operating segments and one reportable segment. The Regulated segment, the Company's single 
reportable segment, is comprised of eight operating segments representing our water and wastewater regulated utility 
companies which are organized by the states where we provide water and wastewater services. These operating segments 
are aggregated into one reportable segment since each of these operating segments has the following similarities: 
economic characteristics, nature of services, production processes, customers, water distribution or wastewater collection 
methods, and the nature of the regulatory environment. 

Two operating segments are included within the Other category below. These segments are not quantitatively significant 
and are comprised of Aqua Infrastructure and Aqua Resources. In addition to these segments, Other is comprised of other 
business activities not included in the reportable segment, including corporate costs that have not been allocated to the 
Regulated segment and intersegment eliminations. Corporate costs include general and administrative expenses, and 
interest expense. 
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(In thousands of dollars, except per share amounts) 

The following table presents information about the Company's reportable segment: 

2017 

Other and 

Regulated Eliminations Consolidated Regulated 

Operating revenues $ 804,905 $ 4,620 $ 809,525 $ 800,107 

Operations and maintenance expense 286,962 244 287,206 285,347 

Depreciation 136,246 56 136,302 131,835 

Amortization 240 182 422 2,076 

Operating income (loss) 326,935 2,032 328,967 326,933 

Interest expense, net 81,974 6,367 88,341 76,222 

Allowance for funds used during construction 15,211 15,211 8,815 

Equity earnings in joint venture (331) (331) 

Income tax (benefit) 14,107 2,807 16,914 24,956 

Net income (loss) 246,548 (6,810) 239,738 234,922 

Capital expenditures 478,077 12 ¥78,089 381,965 

Total assets 6,236,109 96,354 6,332,463 6,066,477 

Goodwill 37,389 4,841 42,230 37,367 

2015 

Other and 

Regulated Eliminations Consolidated 

Operating revenues $ 779,613 $ 34,591 $ 814,204 

Operations and maintenance expense 282,866 26,444 309,310 

Depreciation 125,146 144 125,290 

: Amortization 3,364 83 3,447 

Operating income 315,876 5,224 321,100 

Interest expense, net 72,703 3,833 76,536 

Allowance for funds used during construction 6,219 6,219 

Equity loss in joint venture 35,177 35,177 

Income tax (benefit) 26,379 (11,417) 14,962 

Net Income (loss) 224,122 (22,332) 201,790 

Capital expenditures 363,594 1,095 364,689 

Total assets 5,645,780 72,093 5,717,873 

Goodwill 27,246 6,620 33,866 

96 

2016 

Other and 

Eliminations Consolidated 

$ 19,'768 $ 819,875 

19,550 304,897 

(848) 130,987 

(55) 2,021 

(1,348) 325,585 

4,372 80,594 

8,815 

(976) (976) 

(3,978) 20,978 

(740) 234,182 

1,031 382,996 

92,514 6,158,991 

4,841 42,208 
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2017 

Operating revenues 

Operations and maintenance expense 

Operating income 

Net income 

B.asic net income per common share 

Diluted net income per common share 

Dividend paid per common share 

Dividend declared per common share 

Price range of common stock: 

high 

low 

2016 

Operating revenues 

Operations and maintenance expense 

Operating income 

Net income 

Basic net income per common share 

Diluted net income per common share 

Dividend paid per common share 

Dividend declared per common share 

Price range of common stock: 

high 

low 

Selected Quarterly Financial Data (Unaudited) 

Aqua America, Inc. and Subsidiaries 

(In thousands of dollars, except per share amounts) 

First Second 
Quarter Quarter 

$ 187,787 $ 203,418 

69,128 70,853 

69,896 84,612 

49,072 60,968 

0.28 0.34 

0.28 0.34 

0.1913 0.1913 

0.1913 0.1913 

32.32 34.41 

29.41 31.18 

$ 192,607 $ 203,876 

73,541 73,994 

72,331 83,493 

51,737 59,626 

0.29 0.34 

0.29 0.33 

0.178 0.178 

0.178 0.178 

32.44 35.66 

28.35 30.31 

Third Fourth 
Quarter Quarter 

$ 215,008 $ 203,312 

67,982 79,243 

97,486 76,973 

76,225 53,473 

0.43 0.30 

0.43 0.30 

0.2047 0.2047 

0.2047 0.2047 

34.66 39.55 

32.30 33.12 

$ 226,593 $ 196,799 

79,812 . 77,550 

97,799 71,962 

73,170 49,649 

0.41 0.28 

0.41 0.28 

0.1913 0.1913 

0.1913 0.1913 

35,83 31.29 

29.53 · 28.03 

High and low prices of the Company's common stock are as reported on the New York Stock Exchange. 

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 

None. 
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Year 

$ 809,525 

287,206 

328,967 

239,738 

1.35; 

1.35 

0.7920; 

0.7920 

39.55 

29.4!'. 

$ 819,875, 

304,897 

325,585 

234,182 

1.32! 

1.32 

0.7386 

0.7386 

35.83 

28.03 
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Item 9A. Controls and Procedures 

(a) Evaluation of Disclosure Controls and Procedures - Our management, with the participation of our Chief Executive 
Officer and Chief Financial Officer, evaluated the effectiveness of our disclosure controls and procedures as of the end of 
the period covered by this Annual Report. Based on that evaluation, the Chief Executive Officer and Chief Financial 
Officer concluded that our disclosure controls and procedures as of the end of the period covered by this Annual Report 
are effective to provide reasonable assurance that the information required to be disclosed by us in reports filed under the 
Securities Exchange Act of 1934 is (i) recorded, processed, summarized and reported within the time periods specified in 
the SEC's rules and forms and (ii) accumulated and communicated to our management, including the Chief Executive 
Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding disclosure. A controls system 
cannot provide absolute assurance, however, that the objectives of the controls system are met, and no evaluation of 
controls can provide absolute assurance that all control issues and instances of fraud, if any, within a company have been 
detected. 

(b) Management's Report on Internal Control Over Financial Reporting 
Our management is responsible for establishing and maintaining adequate internal control over financial reporting, as 
such term is defined in Rule 13a-15(f) under the Securities Exchange Act of 1934. The Company's internal control over 
financial reporting is a process designed to provide reasonable assurance regarding the reliability of our financial 
rep011ing and the preparation of financial statements for external purposes in accordance with accounting principles 
generally accepted in the United States of America. The Company's internal control over financial repot1ing includes 
those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly 
reflect the transactions and dispositions of the assets of the Company; (2) provide reasonable assurance that transactions 
are recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting 
principles, and that receipts and expenditures of the Company are being made only in accordance with authorizations of 
management and directors of the Company; and (3) provide reasonable assurance regarding prevention or timely detection 
of unauthorized acquisition, use, or disposition of the Company's assets that could have a material effect on the financial 
statements. 

Because of its inherent limitations, internal control over financial rep011ing may not prevent or detect misstatements. 
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become 
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may: 
deteriorate. 

In assessing the effectiveness of internal control over financial reporting, management used the criteria set forth by the 
Committee of Sponsoring Organizations of the Treadway Commission ("COSO") in Internal Control-Integrated 
Framework (2013). As a result of management's assessment and based on the criteria in the framework, management has 
concluded that, as of December 31, 2017, the Company's internal control over financial reporting was effective. 

( c) Attestation Report of the Registered Public Accounting Firm - The effectiveness of our internal control over financial 
repot1ing as of December 31, 2017 has been audited by PricewaterhouseCoopers LLP, an independent registered public 
accounting firm, as stated in their report which is included herein. 

( d) Changes in Internal Control Over Financial Rep011ing - No change in our internal control over financial reporting 
occurred during our last fiscal quarter that has materially affected, or is reasonably likely to materially affect, our internal 
control over financial reporting. 

Item 9B. Other Information 

None. 
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PART III 

Item 10. Directors, Executive Officers and Corporate Governance 

The information appearing in the sections captioned Information Regarding Nominees and Directors, Corporate 
Governance - Code of Ethics, - Board and Board Committees, and Section l 6(a) Beneficial Ownership Reporting 
Compliance of the definitive Proxy Statement relating to our 2018, annual meeting of shareholders, to be filed within 120 
days after the end of the fiscal year covered by this Annual Report on Form 10-K (the "Form 10-K), is incorporated by 
reference herein. 

We make available free of charge within the Corporate Governance portion of the investor relations section of our web 
site, at www.aquaamerica.com, our Corporate Governance Guidelines, the Charters of each Committee of our Board of 
Directors, and our Code of Ethical Business Conduct (the "Code of Ethics"). Amendments to the Code of Ethics, and any 
grant of a waiver from a provision of the Code requiring disclosure under applicable rules of the SEC, will be disclosed on 
our web site. The reference to our web site is intended to be an inactive textual reference only, and the contents of such 
web site are not incorporated by reference herein and should not be considered pait of this or any other report that we file 
with or furnish to the SEC. 
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Our Executive Officers 

The following table and the notes thereto set forth information with respect to our executive officers, including their 
names, ages, positions with Aqua America and business experience during the last five years: 

Name 
Christopher H. Franklin 

David P. Smeltzer 

Richard S. Fox 

Christopher P. Luning 

William C. Ross 

Robert A. Rubin 

Daniel J. Schuller 

Age Position with Agua America (1) 
52 Chairman (January 2018 to present); President and Chief Executive Officer (July 

2015 to present); Executive Vice President and President and Chief Operating 
Officer, Regulated Operations (January 2012 to July 2015); Regional President
Midwest and Southern Operations and Senior Vice President, Corporate and 
Public Affairs (January 2010 to January 2012); Regional President, Aqua 
America- Southern Operations and Senior Vice President, Public Affairs and 
Customer Operations (February 2007 to January 2010); Vice President, Public 
Affairs and Customer Operations (May 2005 to February 2007); Vice President, 
Corporate and Public Affairs (February 1997 to May 2005); Manager Corporate 
and Public Affairs (December 1992 to February 1997) 

59 Executive Vice President and Chief Financial Officer (January 2012 to present); 
Chief Financial Officer (February 2007 to January 2012); Senior Vice President 
- Finance and Chief Financial Officer (December 1999 to February 2007); Vice 
President - Finance and Chief Financial Officer (May 1999 to December 1999); 
Vice President - Rates and Regulatory Relations, Philadelphia Suburban Water 
Company (March 1991 to May 1999); Vice President - Controller of 
Philadelphia Suburban Water Company (March 1986 to March 1991) 

56 Chief Operating Officer (July 2015 to present); Regional President, Regulated 
Utilities (January 2012 to July 2015); President Aqua Utilities, Florida, Inc. 
(August 2011 to January 2012); Vice President, Customer Service (June 2002 to 
August 2011) 

50 Senior Vice President, General Counsel, and Secretary (April 2012 to present); 
Vice President Corporate Development and Corporate Counsel (June 2008 to 
April 2012); Vice President and Deputy General Counsel (May 2005 to June 
2008); Assistant General Counsel (March 2003 to May 2005) 

72 Senior Vice President, Engineering and Environmental Affairs (Januaiy 2012 to 
present); Vice President, Engineering and Environmental Affairs (February 2001 
to January 2012); Senior Manager Planning and Engineering Philadelphia 
Suburban Water Company (February 1998 to Februaiy 2001) 

55 Senior Vice President, Controller and Chief Accounting Officer (January 2012 to 
present); Vice President, Controller and Chief Accounting Officer (May 2005 to 
January 2012); Controller and Chief Accounting Officer (March 2004 to May 
2005); Controller (March 1999 to March 2004); Assistant Controller (June 1994 
to March 1999); Accounting Manager (June 1989 to June 1994) 

48 Executive Vice President, Strategy and Corporate Development (July 2015 to 
present); Investment Principal - J.P. Morgan Asset Management - Infrastructure 
Investments Group (2007 to 2015) 

Prior to January 16, 2004, Aqua Pennsylvania was known as Philadelphia Suburban Water Company. 

(1) In addition to the capacities indicated, the individuals named in the above table hold other offices or directorships 
with subsidiaries of the Company. Officers serve at the discretion of the Board of Directors. 
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Item 11. Executive Compensation 

The information appearing in the sections captioned Executive Compensation and Director Compensation of the definitive 
Proxy Statement relating to our 2018 annual meeting of shareholders, to be filed within 120 days after the end of the fiscal 
year covered by this Form 10-K, is incorporated by reference herein. 

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder 
Matters 

Ownership of Common Stock - The information appearing in the section captioned Ownership of Common Stock of the 
Proxy Statement relating to our 2018 annual meeting of shareholders, to be filed within 120 days after the end of the fiscal 
year covered by this Form 10-K, is incorporated by reference herein. 

Securities Authorized for Issuance under Equity Compensation Plans - The following table provides information for our 
equity compensation plans as of December 31, 2017: 

Equity Compensation Plan Information 

Number of securities to be 
issued upon exercise of 

outstanding options, warrants 
and rights 

Weighted-average exercise 
price of outstanding options, 

warrants and rights 

Number of securities remaining 
available for future issuance 
under equity compensation 
plans ( excluding securities 

Plan Category (a) (b) 
reflected in column (a)) 

(c) 

' 

Equity compensation plans 
approved by security 
holders 943,452 (I) $19.83 (2) 3,720,624 
Equity compensation plans 
not approved by security 
holders 
Total 943,452 19.83 3,720,624 

(1) Consists of 364,932 shares issuable upon exercise of outstanding options, 461,733 shares issuable upon conversion of 
outstanding performance share units, and 116,787 shares issuable upon conversion of outstanding restricted share 
units. 

(2) Calculated based upon outstanding options of 364,932 shares of our common stock. 

Item 13. Certain Relationships and Related Transactions, and Director Independence 

The information appearing in the sections captioned C01porate Governance - Director Independence and - Policies and 
Procedures For Approval of Related Person Transactions of the definitive Proxy Statement relating to our 2018 annual 
meeting of shareholders, to be filed within 120 days after the end of the fiscal year covered by this Fonn 10-K, is 
incorporated by reference herein. 

Item 14. Principal Accountant Fees and Services 

The information appearing in the section captioned Proposal No. 2 - Services and Fees of the definitive Proxy Statement 
relating to our 2018 annual meeting of shareholders, to be filed within 120 days after the end of the fiscal year covered by 
this Form 10-K, is incorporated by reference herein. 
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PARTIV 

Item 15. Exhibits and Financial Statement Schedules 

Financial Statements. The consolidated financial statements and supplementmy data included in Part II, Item 8 are hereby 
incorporated by reference herein. 

Financial Statement Schedules. 

Schedule 1. - Condensed Parent Company Financial Statements. All other schedules are omitted because they are not 
applicable or not required, or because the required information is included in the consolidated financial statements or 
notes thereto. 

Exhibits, Including Those Incorporated by Reference. A list of exhibits filed as part of this Form 10-K is set forth in the 
Exhibit Index hereto which is incorporated by reference herein. Where so indicated, exhibits which were previously filed 
are incorporated by reference. For exhibits incorporated by reference, the location of the exhibit in the previous filing is 
indicated in the exhibit index. 

Item 16. Form 10-K Summary 

Registrants may voluntarily include a summary of information required by Form 10-K under this Item 16. The Company 
has elected not to include such summary information in this Annual Report. 
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EXHIBIT INDEX 

Incorporated by Reference to 
Exhibit Number Exhibit Description Form File No. Exhibit(s) Filing Date 

3.1 Amended and Restated Articles oflncor12oration 
8-K 

001-
3.1 

May 11, 
of Aaua America Inc. dated as ofMav 10 2012 06659 2012 

3.2 Amended and Restated Bylaws of Agua America, 
8-K 

001-
3.2 

May 11, 
Inc. (as amended effective as of May 10, 2012) 06659 2012 

4.1.1 Indenture of Mortgage dated as of January 1, 1941 
between Agua Pennsylvania, Inc. (f/k/a 
Philadel12hia Suburban Water Com12any) and The 

001- February 26, 
Bank of New York Mellon Trust ComQany, as 10-K 4.1.1 
successor trustee to First Pennsylvania Bank, N.A. 

06659 2016 

(f/k/a The Pennsylvania Com12any for Insurance 
on Lives and Granting Annuities) 

4.1.2 Twenty-fourth SuQ12lemental Indenture dated as of 
10-K 

001-
4.1.2 

February 26, 
June 1, 1988 06659 2016 

4.1.3 Twenty-sixth Su1212lemental Indenture dated as of 
10-K 

001-
4.1.3 

February 26, 
November L 1991 06659 2016 

4.1.4 Twenty-ninth Sum;~leinental Indenture dated as of 
10-Q 

001-
4.17 

May 10, 
March 30, 1995 06659 1995 

4.1.5 Thiliy-third Su1;mlemental Indenture, dated as of 
10-K 

001-
4.27 

March 29, 
November 15, 1999 06659 2000 

4.1.6 Thitiy-fifth Su1;mlemental Indenture, dated as of 
10-K 

001-
4.22 

March 20, 
Januarv 1 2002 06659 2002 

4.1.7 Fmiy-second Su1;mlemental Indenture, dated as of 
10-K 

001-
4.36 

February 27, 
December 1, 2007 06659 2008 

4.1.8 Forty-third Su1212Iemental Indenture, dated as of 
10-K 

001-
4.37 

February 27, 
December 1, 2008 06659 2009 

4.1.9 Forty-fourth Suz;mlemental Indenture, dated as of 
10-Q 

001-
4.38 

August 6, 
Julv 1 2009 06659 2009 

4.1.10 f;otiy-fifth Su1212lemental Indenture, dated as of 
10-K 

001-
4.39 

February 26, 
October 15, 2009 06659 2010 

4.1.11 Forty-sixth Su1212lemental Indenture, dated as of 
10-K 

001-
4.35 

February 25, 
October 15, 2010 06659 2011 

4.1.12 Fmiy-seventh Su1212lemental Indenture, dated as of 
10-K 

001-
4.24 

February 28, 
October 15, 2012 06659 2013 

4.1.13 Forty-eighth Su1212lemental Indenture, dated as of 
10-K 

001-
4.1.17 

March 3, 
October 1, 2013 06659 2014 

4.1.14 Form of Su1212lemental Indenture during and after 
10-K 

001-
4.1.15 

February 26, 
2014 06659 2016 

4.1.14.1 Schedule of Outstanding Su1212lemental Indentures A A A A 

during and after 2014 
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4.2 Note Purchase Agreement, dated July 31, 2003, 
001- November 13, 

by and among the Agua America, Inc. and the 10-Q 
06659 

4.27 
2003 

note ourchasers thereto 
4.3 Bond Purchase Agreement, dated December l 2, 

2007, by and among the Montgomery County 
001- February 27, 

Industrial DeveloQment Authority, Agua 10-K 10.34 
Pennsylvania, Inc. and Sovereign Securities 

06659 2008 

Corgoration, LLC 
4.4 Bond Purchase Agreement, dated December 4, 

2008, by and among the Pennsylvania Economic 
001- February 27, 

Develogment Financing Authority, Agua 10-K 10.35 
Pennsylvania, Inc. and Sovereign Securities 

06659 2009 

Corooration LLC 
4.5 Bond Purchase Agreement, dated June 30, 2009, 

by and among the Pennsylvania Economic 
001- August 6, 

DeveloQment Financing Authority, Agua 10-Q 10.52 
Pennsylvania, Inc., Jeffries and Com2any, Inc .. 

06659 2009 

and Janney Montgomery Scott LLC 
4.6 Bond Purchase Agreement , dated October 20, 

2009, by and among the Pennsylvania Economic 
Develogment Financing Authority, Agua 

10-K 
001-

10.59 
February 26, 

Pennsylvania, Inc., Jeffries and Com2any, Inc., 06659 2010 
Janney Montgomery Scott LLC, and PNC CaQital 
Markets LLC 

4.7 Bond Purchase Agreement, dated October 27, 
2010, by and among the Pennsylvania Economic 
Develogment Financing Authority, Agua 

10-K 
001-

10.51 
February 25, 

Pennsylvania, Inc., Jeffries and Com2any, Inc .. 06659 2011 
PNC Cagital Markets LLC, and TD Securities 
(USA} LLC 

4.8 Bond Purchase Agreement , dated November 8, 
2012, by and among Agua Pennsylvania, Inc., 
Teachers Insurance and Annuity Association, 
John Hancock Life Insurance Com2any, John 
Hancock Life Insurance Com12any of New York. 
John Hancock Life & Health Insurance Com12any, 
The Lincoln National Life Insurance Com12any, 

10-K 
001-

10.54 
February 28, 

Lincoln Life & Annuity ComQany of New York, 06659 2013 
New York Life Insurance Com12any, New York 
Life Insurance and Annuity Corgoration, 
Minnesota Life Insurance Com12any, United 
Health Care Insurance ComQany, American 
ReQublic Insurance Com12any, Western Fraternal 
Life Association 
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4.9 Bond Purchase Agreement, dated October 24, 
2013, by and among Agua Pennsylvania, Inc., 
John Hancock Life Insurance Comgany (U.S.A), 
John Hancock Life Insurance Comgany of New 
York, John Hancock Life & Health Insurance 

001- March 3, 
Comgany, The Lincoln National Life Insurance 10-K 

06659 
10.45 

2014 
Comgany, Thrivent Financial for Lutherans, 
United Insurance Comgany of America, Eguitable 
Life & Casualty Insurance Comgany, Catholic 
United Financial, and Great Western Insurance 
Comgany 

4.10 Bond Purchase Agreement, dated December 29, 
2014, by and among Agua Pennsylvania, Inc., 
Thrivent Financial for Lutherans, State Farm Life 
Insurance Comgany, John Hancock Life 

001- February 27, 
Insurance Comgany (U.S.A), Phoenix Life 10-K 10.58 
Insurance Comgany, PHL Variable Insurance 

06659 2015 

Comgany, United of Omaha Life Insurance 
Comgany, Mutual of Omaha Insurance Comgany, 
and Com2anion Life Insurance Com2any 

4.11 Bond Purchase Agreement dated December 3, 
2015 by and among Agua Pennsylvania, Inc., 
Thrivent Financial for Lutherans, State Farm Life 
Insurance Com2any, John Hancock Life 
Insurance Com2any (U.S.A), The Lincoln 
National Life Insurance Com2any, Teachers 
Insurance And Annuity Association Of America, 10-K 

001-
4.12 

February 26, 
CMFG Life Insurance Comgany, Genworth Life 06659 2016 
Insurance Com2any, Phoenix Life Insurance 
Comgany, PHL Variable Insurance Comgany, 
United Of Omaha Life Insurance Comgany, The 
State Life Insurance Comrany, Pioneer Mutual 
Life Insurance Com2any, MONY Life Insurance 
Comgany 

4.12 Note Purchase Agreement, dated November 3, 
001- February 24, 

2016, by and among Agua America Inc. and the 10-K 4.13 
note gurchasers thereto 

06659 2017 

4.13 Bond Purchase Agreement, dated December 15, 
2016 by and among Agua Pennsylvania, Inc., 
Teachers Insurance and Annuity Association of 
America, New York Life Insurance Com12any, 
New York Life Insurance and Annuity 
Cor2oration, John Hancock Life Insurance 

001- February 24, 
Comgany, American Eguity Investment Life 10-K 4.14 
Insurance Com2any, Genworth Life and Annuity 

06659 2017 

Insurance Com2any, Phoenix Life Insurance 
Com2any, PHL Variable Insurance Com12any, 
American United Life Insurance Com2any, The 
State Life Insurance Com2any, and Pioneer 
Mutual Life Insurance Com12any 

4.14 Bond Purchase Agreement, dated July 10, 2017 
001- November 2, 

by and among Agua Illinois, Inc .. Teachers 10-Q 
06659 

4.1 
2017 

Insurance and Annuity Association of America 
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4.15 Bond Purchase Agreement, dated July 20, 2017 
by and among Agua Pennsylvania, Inc .. New 
York Life Insurance ComQany, New York Life 
Insurance and Annuity CorQoration, New York 

001- November 2, 
Life Insurance and Annuity CorQoration 10-Q 

06659 
4.2 

2017 
Institutionally Owned Life Insurance SeQarate 
Account (BOLi 3}, New York Life Insurance and 
Annuity CorQoration Institutionally Owned Life 
Insurance Seoarate Account (BOLi 3-2) 

10.1 Revolving Credit Agreement, dated as of 
March 23, 2012, between Agua America, Inc. and 

10-Q 
001-

10.60 May 7, 2012 
PNC Bank, National Association, CoBank, ACB, 06659 
and Hunting1on National Bank 

10.1.1 First Amendment to Revolving Credit Agreement 
, dated as of January 31, 2013, between Agua 

001- November 6, 
America, Inc. and PNC Bank, National 10-Q 

06659 
10.53 

2014 
Association, CoBank, ACB, and Hunting1on 
National Bank 

10.1.2 Second Amendment to Revolving Credit 
Agreement, dated as of August 20, 2014, between 

001- November 6, 
Agua America, Inc. and PNC Bank, National 10-Q 

06659 
10.54 

2014 
Association, CoBank, ACB, and Huntington 
National Bank 

10.1.3 Third Amendment to Revolving Credit 
Agreement, dated as of February 24, 2016, 

001-
between Agua America, Inc. and PNC Bank, 10-Q 

06659 
10.2.3 May 6, 2016 

National Association, CoBank, ACB, Huntingdon 
National Bank, and Bank of America, N.A. 

10.1.4 Amended and Restated Revolving Credit 
Agreement, dated as ofNovember 17, 2016 
between Agua Pennsylvania and PNC Bank, 

10-K 
001-

10.2.4 
February 24, 

National Association, TD Bank, N.A., Citizens: 06659 2017 
Bank of Pennsylvania, and Hunting1on National 
Bank 

10.1.5 First Amendment to Revolving Credit Agreement, 
dated as of November 16, 2017 between Agua 
Pennsylvania and PNC Bank, National A A A A 

Association, Citizens Bank of Pennsylvania, TD 
Bank, N.A., and Hunting1on National Bank 

10.2 Agua America, Inc. Deferred ComQensation Plan 
Master Trust Agreement with PNC Bank, 

10-K 
001-

10.24 
March 25, 

National Association, dated as of December 31, 06659 1997 
1996* 

10.2.1 Amendment 2008-1 to the Agua America, Inc. 
001- February 27, 

Deferred ComQensation Plan Master Trust 10-K 10.50 
Agreement, dated as of December 15, 2008* 

06659 2009 

10.3 Agua America, Inc. 2009 Executive Deferral Plan 
333- December 10, 

(as amended and restated effective January 1, S-8 
156047 

4.1 
2008 

2009}* 
10.4 Agua America, Inc. SUQQlemental Pension 

001- February 27, 
Benefit Plan for Salaried EmQloyees (as amended 10-K 10.58 
and restated effective January 1, 2011}* _ 

06659 2012 

10.5 Agua America. Inc. Dividend Reinvestment and S- 333- NIA July 28, 2017 
Direct Stock Purchase Plan* 3ASR 219545 
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10.6 Agua America, Inc. 2004 Eguity Com12ensation 
001- February 27, 

Plan ( as amended and restated as of January 1, 10-K 
06659 

10.36 
2009 

2009)* 
10.6.1 Form oflncentive Stock OQtion and Dividend 

10-K 
001-

10.49 
February 27, 

Eguivalent Grant Agreement* 06659 2009 
10.6.2 Form of Amendment to Incentive Stock OQtion 

001- February 26, 
and Dividend Eguivalent Grant Agreements for 10-K 10.8.2 
executive officers * 

06659 2016 

10.7 Agua America, Inc. 2009 Omnibus Eguity 
001- February 24, 

Comuensation Plan (as amended effective 10-K 10.8 
February 22, 2017) * 

06659 2017 

10.7.1 Form of Performance-Based Share Unit Grant for 
10-K 

001-
10.9.1 

February 26, 
Chief Executive Officer* 06659 2016 

10.7.2 Performance-Based Share Unit Grant Terms and 
10-Q 

001-
10.51(B) May 8, 2014 

Conditions for Chief Executive Officer* 06659 
10.7.3 Form of Performance-Based Share Unit Grant for 

10-Q 
001-

10.36 May 6, 2015 
all other executive officers* 06659 

10.7.4 Performance-Based Share Unit Grant Terms and 
10-Q 

001-
10.37 May 6, 2015 

Conditions for all other executive officers* 06659 
10.7.5 Form of Restricted Stock Unit Grant for Chief 

10-K 
001-

10.9.5 
February 26, 

Executive Officer* 06659 2016 
10.7.6 Restricted Stock Unit Grant Terms and 

10-Q 
001-

10.52(B) May 8, 2014 
Conditions for Chief Executive Officer* 06659 

10.7.7 Form of Restricted Stock Unit Grant for all other 
10-Q 

001-
10.40 May 6, 2015 

executive officers* 06659 
10.7.8 Restricted Stock Unit Grant Terms and 

10-Q 
001-

10.41 May 6, 2015 
Conditions for all other executive officers* 06659 

10.7.9 Performance-Based Share Unit Grant Terms and 
10-Q 

001-
10.1 May 4, 2017 

Conditions* 06659 
10.7.10 Restricted Stock Unit Grant Terms and 

10-Q 
001-

10.2 May 4, 2017 
Conditions for Chief Executive Officer* 06659 

· 10.7.11 Restricted Stock Unit Grant Tenns and 
10-Q 

001-
10.3 May 4, 2017 

Conditions for all other executive officers* 06659 
10.7.12 Stock O12tion Grant Terms and Conditions* 

10-Q 
001-

10.4 May 4, 2017 
06659 

10.8 Agua America, Inc. 2012 Em12loyee Stock 
10-K 

001-
.10.10 

February 26, 
Purchase Plan* 06659 2016 

10.9 Agua America, Inc. and Subsidiaries Annual Cash 
001- February 28, 

Incentive Comuensation Plan (ado12ted 10-K 
06659 

10.56 
2013 

February 26, 2013)* 
10.10 Form of Change in Control Agreement between 

10-Q 
001-

10.1 
November 6, 

the Com12any and executive officers* 06659 2015 
10.10.1 Schedule of Change in Control Agreement 

10-K 
001-

10.12.1 
February 26, 

between the Com12any and executive officers* 06659 2016 
10.11 Change in Control Agreement, dated 

001- February 27, 
December 31, 2008, between Agua America, Inc. 10-K 

06659 
10.46 

2009 
and Christo12her H. Franklin* 

10.12 Non-Em12loyee Directors' Com12ensation for 
10-K 

001-
10.16 

February 26, 
2016* 06659 2016 

10.13 Em12loyment Agreement, dated June 2, 2015, 
001-

between Agua America, Inc. and Christouher 8-K 
06659 

10.1 June 3, 2015 
Franklin* 

10.14 Non-Em12loyee Directors' Com12ensation 
8-K 

001-
10.1 

December 15, 
effective January I, 2018* 06659 2017 
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21.1 Subsidiaries of Agua America, Inc. I\ I\ I\ I\ 

23.l Consent of Inde12endent Registered Public I\ I\ I\ I\ 

Accounting Finn - PricewaterhouseCoogers LLP 
31.1 Ce1iification of Chief Executive Officer, gursuant 

to Rule l 3a-14(a) under the Securities and I\ I\ I\ I\ 

Exchange Act of 1934 
31.2 Certification of Chief Financial Officer, 12ursuant 

to Rule 13a-l 4(a} under the Securities and I\ I\ I\ I\ 

Exchange Act of 1934 
32.l Certification of Chief Executive Officer, 12ursuant 1\/\ /\/\ /\/\ /\/\ 

to 18 U.S.C. Section 1350 
32.2 Certification of Chief Financial Officer, gursuant 1\/\ /\/\ /\/\ /\/\ 

to 18 U.S.C. Section 1350 
101.INS XBRL Instance Document I\ I\ I\ I\ 

101.SCH XBRL Taxonomy Extension Schema Document I\ I\ I\ I\ 

101.CAL XBRL Taxonomy Extension Calculation I\ I\ I\ I\ 

Linkbase Document 
101.DEF XBRL Taxonomy Extension Definition Linkbase I\ I\ I\ I\ 

Document 
101.LAB XBRL Taxonomy Extension Label Linkbase I\ I\ I\ I\ 

Document 
101.PRES XBRL Taxonomy Extension Presentation I\ I\ I\ I\ 

Linkbase Document 

In accordance with Item 601(b)(4)(iii)(A) of Regulation S-K, copies of specific instruments defining the rights of holders 
of long-term debt of the Company or its subsidiaries are not filed herewith. Pursuant to this regulation, we hereby agree 
to furnish a copy of any such mstrument to the SEC upon request. 

*Indicates management contract or compensatory plan or anangement 

/\ Filed herewith 

/\/\furnished herewith 
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SIGNATURES 

Pursuant to the requirements of Section 13 or 15( d) of the Securities Exchange Act of 1934, the Registrant has duly 
caused this rep011 to be signed on its behalf by the undersigned, thereunto duly authorized. 

AQUA AMERICA, INC. 

/s/ Christopher H. Franklin 

Christopher H. Franklin 

Chairman, President and Chief Executive Officer 

Date: February 28, 2018 
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Pursuant to the requirements of the Securities and Exchange Act of 1934, this report on Form 10-K has been signed below 
by the following persons on behalf of the Registrant on February 28, 2018 in the capacities indicated below. 

Signature 

Isl Christopher H. Franklin 
Christopher H. Franklin 

Isl David P. Smeltzer 
David P. Smeltzer 

Isl Robert A. Rubin 
Robert A. Rubin 

Isl Carolyn J. Burke 
Carolyn J. Burke 

Isl Nicholas DeBenedictis 
Nicholas DeBenedictis 

Isl Richard H. Glanton 
Richard H. Glanton 

Isl William P. Hankowsky 
William P. Hankowsky 

Isl Daniel J. Hilferty 
Daniel J. Hilferty 

Isl Wendell F. Holland 
Wendell F. Holland 

Isl Ellen T. Ruff 
Ellen T. Ruff 

Title 

Chairman, President and Chief Executive Officer, Director 
(Principal Executive Officer) 

Executive Vice President and Chief Financial Officer (Principal 
Financial Officer) 

Senior Vice President, Controller and Chief Accounting Officer 
(Principal Accounting Officer) 

Director 

Chairman Emeritus and Director 

Director 

Director 

Director 

Director 

Director 
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Aqua America, Inc. 

Schedule 1 - Condensed Parent Company Financial Statements 

Condensed Balance Sheets 

(In thousands of dollars) 

Assets 

Current assets: 

Accounts receivable, net $ 
Accounts receivable - affiliates 

Prepayments and other current assets 

Total current assets 

Deferred charges and other assets, net 

Notes receivable - affiliates 

Deferred income tax asset 

Investment in subsidiaries 

Total assets $ 
Liabilities ano Equity 

Stockholders' equity $ 

Long-term debt, excluding current portion, net of debt issuance costs 

Current liabilities: 

Current portion of long-term debt 

Accrued interest 

Accounts payable ,. affiliates 

Other accrued liabilities 

Total current liabilities 

Other liabilities 

Total liabilities and equity $ 

December 31, 

2017 2016 

139 $ 441 
55,108 60,264 

3,578 3,782: 

58,825 64,487 

29,397 22,231 

329,738 34s,rn9; 

32,782 67,508 
2,213,102 2,029,395. 

2,663,844 $ 2,528,770 

1,957,621 $ 1,850,068 

497,958 483,817 

30,800 20,oso 

3,267 3,469 

34,537 23,582. 
9,329 10,707 

77,933 63,808 

130,332 131,077: 

2,663,844 $ 2,528,770 

The accompanying condensed notes are an integral part of these condensed financial statements. 
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Aqua America, Inc. 

Schedule I Condensed Parent Company Financial Statements 

Condensed Statements of Income and Comprehensive Income 

(In thousands, except per share amounts) 

Years ended December 31, 

Other i:ricome 

Operating expense and other expenses 

Operating·income (loss) 

Interest expense, net 

Gai:ri on sale of other asset 

Loss before equity in earnings of subsidiaries and income taxes 

Equity in eami:rigs of subsidiaries 

Income before income taxes 

Provisfo:ri for income taxes 

Net income 

Comprehensive income 

Net income per common share: 

Basie 

Diluted 

Average common shares outstanding during the period: 

Basic 

Diluted 

$ 

$ 

$ 

$ 
$ 

2017 

1;629 $ 
53 

1,576 
5,210 

(3,634) 

244,327 

240,693 

955 

239,738 $ 

239,929 $ 

l.35 $ 

1.35 $ 

177,612 
178,175 

The accompanying condensed notes are an integral part of these condensed financial statements. 
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2016 

3;301 $ 
4,569 

(1,268) 
2,901 

(87) 

(4,082) 

236,309 
232,227 

(1.,95.5) 
234,182 $ 

234,164 $ 

1.3.2 $ 
1.32 $ 

177,273 
177,846 

2015 

3,034! 
1,440 
1,594; 

1,833 

(239) 
20l,Ul03. 

200,764 

(l,026) 
201,790 

201,689 

1J4; 

1.14 

176,i88: 

177,517 
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Aqua America, Inc. 

Schedule 1 - Condensed Parent Company Financial Statements 

Condensed Statements of Cash Flows 

(In thousands of dollars) 

Years ended December 31, 

2017 2016 2015 

Net casht1ows fro111opera.tihg acfi~ities 

Cash flows from investing activities: 
$ 98;821 $ 84,649 $ 152,916 ·• 

Acquisiti•ns of utility systems and other,. net 

Net proceeds from the sale of utility systems and other assets 

Decrease (increase) ifr invest111ent of subsidiary 

Other 

Net cash flows from (used i11) investing acthdties 

Cash flows from financing activities: 

Rcroceedsfrotillong-term debt 

Repayments of long-term debt 

Proceeds from issuing coDllllon stock 

Proceeds from exercised stock options 

Share~based compensation wihdfalltaxbenefits 

Repurchase of common stock 

Dividends paid on c9111J11on stock 

Other 

Net cash flows us¢din financing activities 
Net change in cash and cash equivalents 

Cash and cash equivalents atbegihnihg of year 

Cash and cash equivalents at end of year 

See Note 1 - Basis of Presentation 

(220) 

W,021 
1,811 

21,()12 

286,969 
(268,050) 

1,453 
2,873 

(2,167) 

(140,(>60) 
(851) 

(120,433) 

$ - _$ 

The accompanying condensed notes are an integral part of these condensed financial statements. 
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(3,713) (26,722) 

205 

(2(),470) (27,59(j) 

204 (1,031) 

(29,774) (55,349) 

418,957 298,879 
(346,050) (259,158) 

1,388 677 
4,260 7,540 

i,332 1,843. 

(3,028) (25,247) 

(130,923) (121,248) 

(811) (853) 

(54,8'75) (97,567) 

.., 

- $ 
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Aqua America, Inc. 

Notes to Condensed Parent Company Financial Statements 

(In thousands of dollars) 

Note 1 - Basis of Presentation - The accompanying condensed financial statements of Aqua America, Inc. (the "Parent") 
should be read in conjunction with the consolidated financial statements and notes thereto of Aqua America, Inc. and 
subsidiaries (collectively, the "Registrant") included in Part II, Item 8 of the Form 10-K. The Parent's significant 
accounting policies are consistent with those of the Registrant. 

The Parent bmrnws from third patties and provides funds to its subsidiaries, in support of their operations. Amounts 
owed to the Parent for bonowings under this facility are reflected as inter-company receivables on the condensed balance 
sheets. The interest rate charged to the subsidiaries is sufficient to cover the Parent's interest costs under its associated 
bon-owings. 

As of December 31, 2017 and 2016, the Parent had a current accounts receivable - affiliates balance of $55,108 and 
$60,264. As of December 31, 2017 and 2016, the Parent had a notes receivable - affiliates balance of $329,738 and 
$345,149. The changes in these balances represent non-cash adjustments that are recorded through the Parent's 
investment in subsidiaries. 

In the ordinary course of business, the Parent indemnifies a third-party for surety bonds issued on behalf of subsidiary 
companies, guarantees the performance of one of its regulated utilities in a jurisdiction that requires such guarantees, and 
guarantees several projects associated with the treatment of water in a jurisdiction. 

Note 2 -Dividends from subsidiaries-Dividends in the amount of $51,100, $45,750, and $74,866 were paid to the 
Parent by its wholly-owned subsidiaries during the years ended December 31, 2017, 2016, and 2015, respectively. 

Note 3 - Long-term debt- the Parent has long-term debt under unsecured note purchase agreements with investors in 
addition to its $250,000 revolving credit agreement. Excluding amounts due under the revolving credit agreement, the 
debt maturities of the Parent's long-term debt are as follows: 

Year Debt Maturity 

2018 $ 30,800 

2019 50,000 

2020 28,200 

2021 17,250 

2022 17,250 

Thereafter 325,800 

114 



Appendix I 



Balance Sheet 
GL292 Date: 11/07/18 

Time: 13:33 
JOB SUBMISSION PARAMETERS 

User Name: AQUAAMERICA\mancinif 
Job Name: GL292PSW 
Step Nbr: 1 

Main 

Company: 
or Company Group: 

15 AQUA PENNSYLVANIA INC. USD 

Year Code: 
or 

Year: 2017 
Period: 12 Period 12 

Organization 

Accounting Units: 

Accounting Unit List: 

Level Group: 

Individual Reporting 

Company: X 
Level Three: 

Level One: 

Report Options 

Level Four: 

Chart Depth 
Account Detail 

Suppress Zero Accounts 
Report Sequence 
Report Currency 

XBRL Tag: N 

s 
y 
L 
B 

No 

Level Two: 
Level Five: 

All 
Subaccount 
Yes 
Level 
Base 



Balance Sheet 
GL292 Date 11/07/18 

Time 13:33 

Consolidated 

Company 15 - AQUA PENNSYLVANIA INC. 
Balance Sheet 
For Period 12 Ending December 31, 2017 

AQUA PENNSYLVANIA INC. 

USD Page 1 

Fiscal Year 2017 

Consolidated 

Account Nbr Description Current Year Previous Year Change Percent 

ASSETS 
NET PLANT 
NETUTL PLANT 
UTIL PLANT 
PPE 
103000-0000 
104000-0000 
106000-0000 
300000-0000 
300001-0000 

UTIL PLT ACQ 
114000-0000 
115000-0000 

ACCUM DEPR 
108000-0000 
110310-0000 

CWIP 
105015-0000 
105016-0000 
105020-0000 
105029-0000 
105030-0000 
105040-0000 
105050-0000 
105060-0000 
105070-0000 
105080-0000 
105081-0000 
105085-0000 
105090-0000 

OTHER PROP/I 
OTHER PPE 
121000-0000 
122000-0000 

CURRENT 

Assets and Other Debits 
Net Plant 

Net Utility Plant 
Utility Plant 

PPE 
Property Held for Future Use 
Utility Plant Purchased/Sold 
PPE-Unclass Complete Construct 
PPE-Utility Plant in Service 
PPE-Dedicated Property Estimate 

Total PPE 
UTIL PLT ACQ ADJ 

U Plant Acq Adj 
Accum Amort Util Plant Acq Adj 

Total UTIL PLT ACQ ADJ 

Total Utility Plant 
ACCUM DEPR 

AD-General 
AD-CAC MAINS & ACCESSORIES 

Total ACCUM DEPR 
Total Net Utility Plant 
CWIP 

CWIP-Contributed Property 
CW IP-Advances 
CWIP-Capital-Payroll-Rg 
CWIP-Capital-Payroll-OT 
CWIP-ACCOUNTS PAYABLE 
CWIP-INVENTORY 
CWIP-TRANSPORTATION 
CWIP-GENERAL OVERHEAD 
CWIP-PAYROLL OVERHEAD 
CWIP-AFUDC 
CWIP-AFUDC Debt 
CWIP-AFUDC Equity 
CW IP-CLOSING 

Total CWIP 

Total Net Plant 
Other Property and Investment 

OTHER PPE 
Nonutility Property 
Accum Depr/Amort-Nonutil Prop 

Total OTHER PPE 
Total Other Property and Inves 
Current and Accrued Assets 

6,702,932.38 
5,692,339.84 

93,512,589.40 
4,062,869,105.60 

1,539,012.80 
---------------------

4,170,315,980.02 

17 ,153,046.03-
10,405,757.28 

---------------------
6,747,288.75-

---------------------
4,163,568,691.27 

869,550,571.22-
8,312,634.45 

---------------------
861,237,936. 77-

3,302,330,754.50 

37,464,800.06 
31,976,795.38 

130,536,125.01 
29,916,951.21 

2,322,305,397.69 
261,557,435.01 

22,065,902.74 
6,303,300.38-

117,562,691.13 
11,869,425.20 
17,338, 731.15 
12,798,288.66 

2,857,838,432.88-
---------------------

131,250,809.98 
---------------------

3,433,581,564.48 

2,784,896.57 
544,694.59-

---------------------
2,240,201.98 
2,240,201.98 

5,106,983.91 1,595,948.47 31.3 
1,196,372.32 4,495,967.52 375.8 

69,421,172.46 24,091,416.94 34.7 
3,792,470,881.63 270,398,223.97 7.1 

3,372,645.79 1,833,632.99- 54.4-
--------------------- --------------------- ---------

3,871,568,056.11 298,747,923.91 7.7 

15,476,017 .48- 1,677,028.55- 10.8 
9,830,199.72 575,557.56 5.9 

--------------------- --------------------- ---------
5,645,817.76- 1,101,470.99- 19.5 

--------------------- --------------------- ---------
3,865,922,238.35 297,646,452.92 7.7 

806,196,224.19- 63,354,347.03- 7.9 
8,250,339.87 62,294.58 . 8 

--------------------- --------------------- ---------
797,945,884.32- 63,292,052.45- 7.9 

3,067,976,354.03 234,354,400.47 7.6 

22,884,828.69 14,579,971.37 63.7 
24,102,067.90 7,874,727.48 32.7 

119,358,542.19 11,177,582.82 9.4 
27,052,327.77 2,864,623.44 10.6 

2,079,968,339.12 242,337,058.57 11. 7 
238,801,003.42 22,756,431.59 9.5 

20,834,865.47 1,231,037.27 5.9 
8,754,669.05- 2,451,368.67 28.0-

105,422,429.28 12,140,261.85 11.5 
11,869,425.20 0.00 
14,982,837.37 2,355,893.78 15.7 
7,635,315.76 5,162,972.90 67.6 

2,546,249,133.57- 311,589,299.31- 12.2 
--------------------- --------------------- ---------

117,908,179.55 13,342,630.43 11.3 
--------------------- --------------------- ---------

3,185,884,533.58 247,697,030.90 7.8 

2,784,896.57 0.00 
525,098.25- 19,596.34- 3.7 

--------------------- --------------------- ---------
2,259,798.32 19,596.34- .9-
2,259,798.32 19,596.34- .9-
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Company 15 - AQUA PENNSYLVANIA INC. 
Balance Sheet 

USD 

For Period 12 Ending December 31, 2017 

Consolidated AQUA PENNSYLVANIA INC. Consolidated 

Account Nbr Description Current Year Previous Year 
------------ --------------------------------------- --------------------- ---------------------
CASH IN BANK CASH IN BANK 
131201-0000 Cash-lST CITIZENS-SUSQ 0.00 3.07-
131202-0000 Cash-lST NAT.TRUST-RC 0.00 110.71 
131211-0000 Cash-FIDELITY S&L 99,725.74 86,770.11 
131218-0000 Cash-NAT.CITY-SHENANGO 14,481.69 16,235.97 
131230-0000 Cash-PNC 705,096.56 2,035,692.58 
131254-0000 CASH-WAYNE PENNVEST ESCROW 398,361.05 396,945.66 
131261-0000 Cash-Citizens Bank-Money Market 6,901.49 0.00 

--------------------- ---------------------
Total CASH IN BANK 1,224,566.53 2,535,751.96 

WORKING FUND WORKING FUND 
134000-0000 Working Funds 2,553.45 2,553.45 
134010-0000 Working Funds-OFFICE FUNDS 13,850.00 13,850.00 

--------------------- ---------------------
Total WORKING FUND 16,403.45 16,403.45 

CUST A/R CUST A/R 
141000-0000 Customer Accounts Receivable 35,848,487.00 35,234,056.72 
141010-0000 Customer AR Non CIS 13, 994.00- 0.00 

--------------------- ---------------------
Total CUST A/R 35,834,493.00 35,234,056.72 

OTHER AR OTHER AR 
142000-0000 Other A/R 519,522.40 503,992.74 
142080-0000 Other AIR-Contract Ops 33,523.96 72,259.10 
172000-0000 Rents Receivable 400.00 350.00-

--------------------- ---------------------
Total OTHER AR 553,446.36 575,901.84 

RESERVE UN RESERVE - UN 
143000-0000 RESERVE-UNCOLLECTABLE ACCTS 4,072,387.41- 3,869,999.46-

--------------------- ---------------------
Total RESERVE - UN 4,072,387.41- 3,869,999.46-

INTERCO ALL INTERCOMPANY 
SYSTEMINT ALL SYSTEM INTER&ZONE 
INTERCOMPANY SYSTEM INTERCOMPANY 
911000-0000 Sys IntComp Acct Co 10 - Corp 4,127,367.66 4,701,597.19 
911100-0000 Sys IntComp Acct Co 11 - Serv 4,226,632.82- 3,313,539.43-
911400-0000 Sys IntCornp Acct Co 14 - Aqua Reso 42,126.78 38,275.88 
911800-0000 Sys IntCornp Acct Co 18 - Cust Serv 493,779.36- 477,290.35-
911900-0000 Sys IntComp Acct Co 19 - Aqua Infr 326. 98 10.05 
912300-0000 Sys IntComp Acct Co 23 - OH 10,239.74 6,736.30 
912400-0000 Sys IntComp Acct Co 24 - IL 59,702.98- 6,385.25 
912500-0000 Sys IntComp Acct Co 25 - NJ 21,632.46 52,390.72 
913100-0000 Sys IntCornp Acct Co 31 - TX 1,464.59 2,185.31 
913200-0000 Sys IntComp Acct Co 32 - IN 4,869.93 86.32 
913400-0000 Sys IntComp Acct Co 34 - VA 3,490.09 8,722.98 
913500-0000 Sys IntComp Acct Co 35 - NC 4,912.15 4,881.19 

--------------------- ---------------------
Total SYSTEM INTERCOMPANY 563,684.78- 1,030,441.41 

INTRAZONE SYSTEM ZONE 
921501-0000 IntraZone Acct Co 15 Zone 1 80,403,317. 30- 66,897,728.75-
921502-0000 IntraZone Acct Co 15 Zone 2 61,321,464.37 46,326,464.74 
921503-0000 IntraZone Acct Co 15 Zone 3 558,491.68 564,551.65 
921504-0000 IntraZone Acct Co 15 Zone 4 13,575,531.49 14,677,276.51 

Page 2 

Fiscal Year 2017 

Change Percent 
--------------------- ----------

3.07 100.0-
110. 71- 100.0-

12,955.63 14.9 
1,754.28- 10.8-

1,330,596.02- 65.4-
1,415.39 . 4 
6,901.49 

--------------------- ---------
1,311,185.43- 51.7-

0.00 
0.00 

--------------------- ---------
0.00 

614,430.28 1. 7 
13,994.00-

--------------------- ---------
600,436.28 1. 7 

15,529.66 3.1 
38,735.14- 53.6-

750.00 214.3-
--------------------- ---------

22,455.48- 3.9-

202,387.95- 5.2 
--------------------- ---------

202,387.95- 5.2 

574,229.53- 12.2-
913,093.39- 27.6 

3,850.90 10.1 
16,489.01- 3.5 

316.93 3153.5 
3,503.44 52.0 

66,088.23- 1035.0-
30,758.26- 58.7-

720. 72- 33_0-
4,783.61 5541.7 
5,232.89- 60.0-

30.96 . 6 
--------------------- ---------

1,594,126.19- 154.7-

13,505,588.55- 20.2 
14,994,999.63 32.4 

6,059.97- 1.1-
1,101,745.02- 7.5-
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Balance Sheet 
For Period 12 Ending December 31, 2017 

Consolidated 

Account Nbr 

INTRAZONE 
921506-0000 
921507-0000 
921508-0000 

Description 

SYSTEM ZONE 
IntraZone Acct Co 15 Zone 6 
IntraZone Acct Co 15 Zone 7 
IntraZone Acct Co 15 Zone 8 

Total SYSTEM ZONE 

Total ALL SYSTEM INTER&ZONE 

Total ALL INTERCOMPANY 
MATERIALS AN MATERIALS AN 
151000-0000 Plant Material & Supplies 

UNBILLED REV 
173000-0000 
173010-0000 

OTHER PREPAY 
162000-0000 
162030-0000 
162140-0000 
162150-0000 
162160-0000 
162170-0000 

NON CURRENT 
UNAMR DB EXP 
181000-0000 

RATE CASE 
186101-0000 

PRELIMINARY 
183020-0000 

REG ASSETS 
186325-0000 
186330-0000 
186355-0000 
186366-0000 
186367-0000 
186380-0000 
186381-0000 
186400-0000 

Total MATERIALS AN 
UNBILLED REV 

Unbilled-Revenue 
Unbilled Revenue Non CIS 

Total UNBILLED REV 
OTHER PREPAY 

Other Prepaids 
OTHER PPD-EXCISE 
OTHER PPD-PUC ASSESSMENT 
OTHER PPD-SBA ASSESSMENT 
OTHER PPD-CONS ADVOC ASSMT 
OTHER PPD-AWWA DUES 

Total OTHER PREPAY 
Total Current and Accrued Asse 
Non-Current Assets 

UMAMORT DEBT EXP 
Unamortized Debt Expense 

Total UMAMORT DEBT EXP 
RATE CASE 

Deferred Rate Case Exp-1 

Total RATE CASE 
PRELIMINARY 

PRELIM SURVEY-ACCTS PAY 

Total PRELIMINARY 
REG ASSETS 

Reg Asset-EXC FUND/DEF-OPEB 
Reg Asset-TAXES(FAS 109) 
Reg Asset-AFUDC Gross Up (WIP) 
Reg Asset-AFUDC Gross Up (InSvc) 
Reg Asset-AFUDC Gross Up (AD) 
Reg Asset-PENSION/SERP AML 
Reg Asset-Vacation Balancing Account 
Reg Asset-FAS143 

AQUA PENNSYLVANIA INC. 

Current Year 

2,560,856.77 
54.91-

2,387,027.90 

0.00 

563,684.78-

563,684.78-

6,853,178.86 

6,853,178.86 

18,800,443.34 
652.10-

18, 799,791.24 

78,742.61 
0.00 

882,213.51 
25,907.01 

140,036.01 
9,482.50 

1,136,381.64 
59,782,188.89 

120,318.68 

120,318.68 

64,254.15 

64,254.15 

211,341.08 

211,341.08 

165,421.00-
557,696,235.20 

3,906,849.70 
5,171,604.96 

167,177 .31-
31, 159.00 

304,430.99 
5,367,497.41 

USD 

Consolidated 

Previous Year 

2,562,038.05 
54.91-

2,767,452.71 

0.00 

1,030,441.41 

1,030,441.41 

5,889,658.31 

5,889,658.31 

18,547,372.47 
0.00 

18,547,372.47 

598,418.07 
200,167.80 
916,573.96 
16,463.54 

139,937.48 
9,391.99 

1,880,952.84 
61,840,539.54 

124,383.23 

124,383.23 

0.00 

0.00 

211,341.08 

211,341.08 

294,497.00-
807,160,494.02 

2,340,205.17 
3,076,607.41 

75,918.68-
37,487.00 

280,311.31 
4,985,862.62 

Page 3 

Fiscal Year 2017 

Change Percent 

1, 181.28-
0.00 

380,424.81- 13.7-

0.00 

1,594,126.19-

1,594,126.19-

963,520.55 

963,520.55 

253,070.87 
652.10-

252,418.77 

519,675.46-
200,167.80-

34,360.45-
9,443.47 

98.53 
90 .51 

744,571.20-
2,058,350.65-

4,064.55-

4,064.55-

64,254.15 

64,254.15 

0.00 

0.00 

129,076.00 
249,464,258.82-

1,566,644.53 
2,094,997.55 

91,258.63-
6,328.00-

24,119.68 
381,634.79 

154.7-

154.7-

16.4 

16.4 

1. 4 

1.4 

86. 8-
100. 0-

3.7-
57.4 

.1 
1.0 

39.6-
3.3-

3.3-

3.3-

43.8-
30.9-
66.9 
68.1 

120.2 
16.9-
8.6 
7.7 
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AQUA PENNSYLVANIA INC. 

USD Page 4 

Fiscal Year 2017 

Consolidated 

Account Nbr Description Current Year Previous Year Change Percent 

RWIP 
184010-0000 
184019-0000 
184020-0000 
184030-0000 
184040-0000 
184050-0000 
184060-0000 
184070-0000 
184099-0000 

0TH DEF DBTS 
186210-0000 
186270-0000 

GOODWILL 
116000-0000 

LIABS/EQUITY 
TOT CAPITAL 
COM STOCK EQ 
COMMON STOCK 
201000-0000 

CAPITAL SURP 
211000-0000 
211002-0000 
211003-0000 
211500-0000 
211501-0000 
211600-0000 

RE 
RE PY 
215000-0000 

RE CY 
215100-0000 
215101-0000 

Total REG ASSETS 
RWIP 

RWIP-PAYROLL-Rg 
RWIP-PAYROLL-Ot 
RWIP-ACCOUNTS PAYABLE 
RWIP-INVENTORY 
RWIP-TRANSPORTATION 
RWIP-GENERAL OVERHEAD 
RWIP-PAYROLL OVERHEAD 
RWIP-CASH SALVAGE 
RWIP-CLOSING 

Total RWIP 
OTHER DEFER DBTS 

Other Deferred DB-SUSP-AMORTIZ 
Other Deferred DB-SERVICE LINE 

T.otal OTHER DEFER DBTS 
GOODWILL 

Good Will-Water 

Total GOODWILL 
Total Non-Current Assets 

Total Assets and Other Debits 

Liabilities and Equity Capital 
Total Capitalization 
Equity Capital 

COMMON STOCK 
Common Capital Stock 

Total COMMON STOCK 
CAPITAL SURP 
Other Paid-In Capital 
Other Paid-In Cap-PSU 
Other Paid-In Cap-RSU 
Other Paid-In Cap-Stock Option Expe 
Other Paid-In Cap - Tax on Stock Ba 
Other Paid-In Cap-Restricted Stock 

Total CAPITAL SURP 
Retained Earnings 

RE PY 
Unapproriated Retained Earning 

Total RE PY 
RE CY 
Undistrib Retained Earnings 
Undistributed RE (Manual) 

572,145,178.95 

7,653,734.14 
1,593,091.96 

25,945,302.40 
270,507.66 

619.49-
1,330,394.98 
7,096,769.67 
1,863,138.30-

40,509, 761.52-

1,516,281.50 

523,244.12 
33,592.92 

556,837.04 

9,792,191.74 

9,792,191.74 
584,406,403.14 

4,080,010,358.49 

110,000.00-

110,000.00-

96,691,956.77-
4,389,837.72-

446,677.14-
8,436,539.92-
l,644,203.90-

449,399.37-

112,058,614.82-

1,281,014,888.52-

1,281,014,888.52-

177,508,727.04-
8,277,018.86 

817,510,551.85 

7,301,072.49 
1,412,632.12 

24,137,819.08 
175,167.56 

632.47-
1,260,330.26 
6,676,742.09 
1,371,372.25-

38,684,959.45-

906,799.43 

518,712.91 
39,433.95 

558,146.86 

9,792,191.74 

9,792,191.74 
829,103,414.19 

4,079,088,285.63 

110,000.00-

110,000.00-

116,489,242.69-
3,731,392.44-

377,296.44-
8,406,567.62-
1,644,203.90-

449,399.37-

131,098,102.46-

1,138,077,092.97-

1,138,077,092.97-

172,937,795.55-
6,437,052.74 

245,365,372.90-

352, 661. 65 
180,459.84 

1,807,483.32 
95,340.10 

12.98 
70,064.72 

420,027.58 
491,766.05-

1,824,802.07-

609,482.07 

4,531.21 
5, 841.03-

1,309.82-

0.00 

0.00 
244,697,011.05-

922,072.86 

0.00 

0.00 

19,797,285.92 
658,445.28-

69,380.70-
29,972.30-

0.00 
0.00 

19,039,487.64 

142,937,795.55-

142,937,795.55-

4, 570, 931.49-
1, 839,966.12 

30.0-

4.8 
12.8 
7.5 

54.4 
2.1-
5.6 
6.3 

35.9 
4.7 

67.2 

. 9 
14.8-

.2-

29.5-

17.0-
17 .6 
18.4 

. 4 

14.5-

12.6 

12.6 

2.6 
28.6 
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AQUA PENNSYLVANIA INC. 

USD Page 5 

Fiscal Year 2017 

Consolidated 

Account Nbr Description Current Year Previous Year Change Percent 

DIVIDEND COM 
215300-0000 

EARN IN SUBS 
215200-0000 

REACQ CAPSTK 
216000-0000 

LT DEBT 
LTD 
221010-0000 
224020-0000 
251000-0000 

DEBT IS COST 
225020-0000 

ST DEBT 
LOANS PAYBLE 
232101-0000 

TOT LIAB 
CURENT LIAB 
CURRENT PORT 
232510-0000 
232520-0000 

AP 
231000-0000 
231001-0000 
231002-0000 
231003-0000 
231005-0000 
231006-0000 

Total RE CY 
DIVIDENDS COMMON 

Dividend Appropriation Common 

Total DIVIDENDS COMMON 
EARNINGS IN SUBS 

EARNINGS OF SUBSIDIARIES 

Total EARNINGS IN SUBS 
REACQ CAP STOCK 
Reacquired Capital Stock 

Total REACQ CAP STOCK 
Total Retained Earnings 

Total Equity Capital 
Long-Term Debt 

LTD 
Long-Term Debt-FMB 
Long-Term Debt-PENNVEST 
Unamortized Bond Premium 

Total LTD 
Unamortized debt issue cost 
Unamortized debt issue costs - exte 

Total Unamortized debt issue c 

Total Long-Term Debt 
Short-Term Debt 

LOANS PAYABLE 
Loans Payable-REVOLVR-CUR PRTN 

Total LOANS PAYABLE 

Total Short-Term Debt 

Total Total Capitalization 
Total Liabilities 

Current and Accrued Liabilit 
CURRENT PORT 
Current Portion Ltd-FMB 
Current Portion Ltd-PENNVEST 

Total CURRENT PORT 
AP 

A/P 
A/P-Accrued Trade 
A/P-Accrued Purchased Water 
A/P-Accrued Electric 
A/P-Use Tax Payable 
A/P-Refunds to Customers 

169,231,708.18-

50,000,000.00 

50,000,000.00 

15,757,525.60-

15,757,525.60-

1,000.00 

1,000.00 
1,416,003,122.30-

l,528,171,737.12-

l,215,857,001.98-
44, 732,461.10-
1,934,075.00-

l,262,523,538.08-

13,496,253.18 
13,496,253.18 

1,249,027,284.90-

3,649,997.88-

3,649,997.88-

3,649,997.88-

2,780,849,019.90-

68,400,000.00-
5,838,467.44-

---------------------
74,238,467.44-

8,924,084.59-
694,386.16-
339,066.31-

1,062,061.40-
267. 86-

1,828.78-

166,500,742.81-

30,000,000.00 

30,000,000.00 

13,917,559.48-

13,917,559.48-

1,000.00 

1,000.00 
1,288,494,395.26-

1,419,702,497.72-

1,029,257,001.98-
50,570,929.39-
1,986,607.00-

1,081,814,538.37-

13,860,091.93 
13,860,091.93 

1,067,954,446.44-

5,545,213.23-

5,545,213.23-

5,545,213.23-

2,493,202,157.39-

116,362,180.00-
5,683,256.03-

---------------------
122,045,436.03-

9,085, 722.03-
511,941.16-
978,170 .13-

1,124,526.00-
118.30-

74.90-

2,730,965.37-

20,000,000.00 

20,000,000.00 

1,839,966.12-

1,839,966.12-

0.00 

0.00 
127,508,727.04-

108,469,239.40-

186,600,000.00-
5,838,468.29 

52,532.00 

180,708,999.71-

363,838.75-
363,838.75-

181,072,838.46-

1,895,215.35 

1,895,215.35 

1,895,215.35 

287,646,862.51-

47,962,180.00 
155,211.41-

---------------------
47,806,968.59 

161,637.44 
182,445.00-
639,103.82 

62,464.60 
149.56-

1,753.88-

l. 6 

66.7 

66.7 

13.2 

13.2 

9.9 

7.6 

18.1 
11.5-

2. 6-

16. 7 

2.6-
2.6-

17.0 

34.2-

34.2-

34.2-

11.5 

41.2-
2.7 

---------
39.2-

1.8-
35.6 
65.3-
5.6-

126. 4 
2341. 6 
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AQUA PENNSYLVANIA INC. 

USD Page 6 

Fiscal Year 2017 

Consolidated 

Account Nbr Description Current Year Previous Year Change Percent 

AP 
231200-0000 
231300-0000 
231399-0000 
231510-0000 

TAX ACC FED 
236124-0000 

TAX ACC STE 
236127-0000 

TAX ACC OTHR 
236111-0000 
236113-0000 
236201-0000 

INTEREST ACC 
237110-0000 
237120-0000 
237250-0000 

OTHR CURLIAB 
241001-0000 
241004-0000 
241006-0000 
241008-0000 
241011-0000 
243030-0000 
243130-0000 
243137-0000 
243140-0000 
261003-0000 
263002-0000 
263103-0000 

DEF NC LIAB 
ADV FOR CNST 
252051-0000 
252052-0000 
252055-0000 
252102-0000 
252121-0000 
252199-0000 

AP 
A/P-Contractors Retainage 
A/P-Received, Not Invoiced 
A/P-Received, Not Inv-2003 Bal 
A/P-Invoice Tolerance 

Total AP 
TAXES ACC FED 
Accrued Tax-Fed-Other 

Total TAXES ACC FED 
TAXES ACC STATE 
Accrued Tax-ST-CN Income 

Total TAXES ACC STATE 
TAXES ACC OTHER 

Accrued Tax-0th-PROPERTY 
Accrued Tax-0th-CAPITAL STOCK 
Accrued Tax-0th-EMPLOYER FICA 

Total TAXES ACC OTHER 
INTEREST ACC 
Accrued Int LTD-FMB 
Accrued Int LTD-PENNVEST 
Accrued Int-Other-STD 

Total INTEREST ACC 
OTHER CUR LIAB 
Accrued Liab-OTHER 
Accrued Liab-ANTENNA LEASES 
Accrued Liab-AUDIT FEES 
Accrued Liab-PAVING MAINS 
Accrued Liab-UNCLAIMED CHECKS 
ACCRUED BONUS 
ACCRUED SALARIES AND WAGES 
Accrued Vacation 
PAYROLL CLEARING 
Accrued Insur Liab-UNINSURED 
NQ Pension Reserve - Current 
EMPLOYEE PROFIT SHARING 

Total OTHER CUR LIAB 

Total Current and'Accrued Liab 
Deferred and Non-Current and 

ADV FOR CONST 
Adv Cust-NON CASH BUILDER OR DEVELO 
Adv Cust-NON CASH DEVELOPER DEDICAT 
Adv Cust-CASH BUILDER OR DEVELOPER 
Adv Cust-CASH OTHER 
Adv Cust-NON CASH TAX ON CAC 
Adv Cust-Non Cash Dedicated Propert 

3,428,426.40-
13,306,287.96-
1,673,982.37 

0.00 

26,082,427.09-

48,595,340.80 

48,595,340.80 

304,320.11-

304,320.ll-

621,788.77-
0.00 

20,287.04-

642,075.81-

14, 623, 115.43-
107, 746. 62-

3,198.34-

14,734,060.39-

249,410.93-
683,742.59-
329,530.86-

63,384.68-
127,064.36-

1,003,000.00-
254,042.54-
304,430.99-
634,792.68-

0.00 
0.00 

575,982.03-

4,225,381.66-

71, 631,391. 70-

126,000.00-
51,090,391.03-

1,086,059.02-
440,028.48-

3,746.48-
1,539,012.80-

3,172,371.52-
8,427,390.05-

886,859.41 
.02 

22,413,454.66-

72,644,548.48 

72,644,548.48 

493,764.68-

493,764.68-

738,012.27-
2,229.00 

63,725.13-

799,508.40-

12,926,394.09-
119,452.12-

6, 771. 75-

13, 052, 617. 96-

279,421.16-
750,447 .37-
306,841. 93-
107, 157. 79-
116,480.19-
960,000.00-
636,662.06-
280,311.31-

0.00 
125,000.00-

37, 701.12-
441, 838. 45-

4,041,861.38-

90,202,094.63-

126,000.00-
48,070,975.22-

981,884.02-
534,338.48-
26,190.29-

3,372,645.79-

256,054.88-
4,878,897.91-

787,122.96 
.02-

3,668,972.43-

24,049,207.68-

24,049,207.68-

189,444.57 

189,444.57 

116,223.50 
2,229.00-

43,438.09 

157,432.59 

1,696, 721.34-
11, 705 .50 

3,573.41 

l,681,442.43-

30,010.23 
66,704.78 
22,688.93-
43,773.11 
10,584.17-
43,000.00-

382,619.52 
24,119.68-

634,792.68-
125,000.00 

37,701.12 
134,143.58-

183,520.28-

18,570,702.93 

0.00 
3,019,415.81-

104,175.00-
94,310.00 
22,443.81 

1,833,632.99 

8.1 
57.9 
88.8 

100.0-

16.4 

33.1-

33.1-

38.4-

38.4-

15.7-
100.0-
68.2-

19.7-

13.1 
9.8-

52.8-

12.9 

10.7-
8. 9-
7. 4 

40.8-
9.1 
4.5 

60.1-
8.6 

100.0-
100.0-

30.4 

4.5 

20.6-

6.3 
10.6 
17.6-
85.7-
54.4-



Balance Sheet 
GL292 Date 11/07/18 

Time 13: 33 

Consolidated 

Company 15 - AQUA PENNSYLVANIA INC. 
Balance Sheet 
For Period 12 Ending December 31, 2017 

AQUA PENNSYLVANIA INC. 

USD Page 7 

Fiscal Year 2017 

Consolidated 

Account Nbr Description Current Year Previous Year Change Percent 

REG LIAB 
253115-0000 
253116-0000 

LT DEF FIT 
282020-0000 
283050-0000 

LT DEF SIT 
282030-0000 
283060-0000 

UNAMORT ITC 
255101-0000 

CIAC 
271020-0000 
271030-0000 
271070-0000 
271301-0000 
271302-0000 
271304-0000 
271305-0000 
271307-0000 
271308-0000 

OTHR NC LIAB 
253200-0000 
253250-0000 
253350-0000 
253420-0000 
253421-0000 

Total ADV FOR CONST 
REG LIAB 

Reg Liab-Pension/OPEB 
Reg Liab-FAS 109 

Total REG LIAB 
LT DEF FIT 

Deferred FIT Depreciation 
Federal Deferred Tax-Other 

Total LT DEF FIT 
LT DEF SIT 
State Deferred Tax-Depr 
State Deferred Tax-Other 

Total LT DEF SIT 
UNAMORT ITC 

Deferred Taxes - Unamortized ITC (F 

Total UNAMORT ITC 
CIAC 

CIAC-TAX DEPOSIT FULL GROSS UP 
CIAC-RESIDNT FIRE TAX DEP FULL 
CIAC-CASH TAX ON CIAC 
CIAC-NON CASH TRANSFERS FROM CAC 
CIAC-NON CASH REFUNDABLE DEVELOPER 
CIAC-CASH NON REFUNDABLE TAP FEE 
CIAC-CASH THIRD PARTY DAMAGE TO INF 
CIAC-CASH CUSTOMER DEPOSITS FOR COM 
CIAC-CASH NON REFUNDABLE BUILDER OR 

Total CIAC 
OTHER NCUR LIAB 

OPEB Reserve - Non Current 
Pension Reserve - Non Current 
NQ Pension Reserve - Non Current 
Uncertain Tax Position Reserve-Fede 
Uncertain Tax Position Reserve-Stat 

Total OTHER NCUR LIAB 

Total Deferred and Non-Current 
CIAC ACC AMR CIAC ACC AMORT 
272000-0000 Accum Amort of CIAC 

Total CIAC ACC AMORT 

Total Total Liabilities 

Total Liabilities and Equity C 

54,285,237.81-

63,652,424.ll-
323,448,950.00-

387,101,374.ll-

421,872,036.31-
2,024,004.75-

423, 896,041. 06-

294,396, 146 .00-
49,534,355.41 

244,861,790.59-

4,628,083.95-

4,628,083.95-

1,530,814.72-
77,042.53-

3,168,525.55-
115, 082, 531. 87-

25, 966,094. 70-
20,957.88-

6,336.18-
4,601,679.90-

32,476,984.42-

182,930,967.75-

7,374,933.46-
55,472,521.14 

118,824.12 
12,919,315.00-

693,239.00-

34,603,857.80 

l,263,099,637.47-

35,569,690.58 

35,569,690.58 

l,299,161,338.59-

4,080,010,358.49-

53,112,033.80-

59,881,898.ll-
152,663,387.00-

212,545,285.ll-

824,582,994.27-
21,431,712.75-

846,014,707.02-

311,496,462.00-
42,602,365.41 

268,894,096.59-

4, 881,496. 95-

4, 881,496. 95-

1,530,814.72-
77,042.53-

2,962,860.94-
111,794,895.95-
ll,986,123.33-

20,957.88-
6,336.18-

4,262,209.40-
30, 723,617. 79-

163,364,858. 72-

5,695,430.97-
48,501,995.14 

147,342.47-
21,317,365.00-

614,973.00-

20,726,883.70 

l,528,085,594.49-

32,401,560.88 

32,401,560.88 

l,585,886,128.24-

. 4,079,088,285.63-

l,173,204.01-

3,770,526.00-
170,785,563.00-

174,556,089.00-

402,710,957.96 
19,407,708.00 

422,118,665.96 

17,100,316.00 
6,931,990.00 

24,032,306.00 

253,413.00 

253,413.00 

0.00 
0.00 

205,664.61-
3,287,635.92-

13, 979,971. 37-
0. 00 
0.00 

339,470.50-
1,753,366.63-

19,566,109.03-

1,679,502.49-
6,970,526.00 

266,166.59 
8,398,050.00 

78,266.00-

13,876,974.10 

264,985,957.02 

3,168,129.70 

3,168,129.70 

286,724,789.65 

922,072.86-

2.2 

6.3 
111.9 

82.1 

48.8-
90.6-

49.9-

5.5-
16.3 

8.9-

5.2-

5.2-

6.9 
2.9 

116. 6 

8.0 
5.7 

12.0 

29.5 
14.4 

180.6-
39.4-
12.7 

67.0 

17 .3-

9.8 

9.8 

18.1-
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AQUA PENNSYLVANIA INC. 
Variance Income Statement 
December 31, 2017 

** Consolidated Level 
*Co 

Range** -----------------
ACTUAL 

REVENUE 
Utility Revenue-Water 
Utility Revenue-Waste Water 
Non-Utility Revenue 

2017 

401,001,447.69 
13,180,830.26 

5,412,075.11 

YEAR TO DATE-----------------
BUDGET ACTUAL 

2017 2016 

405,749,610.00 
14,037,279.00 
5,124,484.00 

406,200,475.29 
12,114,547.94 
5,388,101.19 

TOTAL REVENUE 419,594,353.06 424,911,373.00 423,703,124.42 

OPERATIONS AND MAINTENANCE 
Labor 
Employee Benefits 
Purchased Water 
Purchased WW Treatement 
Sludge 
Power 
Chemicals 
Management Fees - Corp 
Management Fees - Region 
Management Fees - States 
Cust Operations-ACO alloc 
Cust Operations-Direct 
Cust Operations-Non ACO 
Outside Services - Engineering 
Outside Services - Accounting 
Outside Services - Legal 
Outside Services - Labtest 
Outside Services - IT 
Outside Services - Operations 
Outside Services - Maintenance 
Outside Services - Other 
Leases 
Supplies 
Transportation 
Insurance 
Bad Debt Expense 
Other Expense 
Capital OH Credit 
Other Non-Util Oper Exp 

Total Operations & Maintenance 

Amortization 
Depreciation 
Taxes Other 
Federal Taxes 
State Taxes 

Operating Income 

32,142,781.89 
19,941,792.81 

7,126,426.67 
630,049.84 

1,090,250.38 
11,730,459.64 

5,324,747.38 
21,833,758.65 

495.00 
5,172,594.07 
3,479,395.63 

204,866.69 
693,257.62 
499,360.08 
518,588.20 
166,371. 70 

1,763,318.94 
7,566,860.67 
2,478,030.62 

791,148.75 
2,064,499.43 
1,126,375.73 
5,030,357.14 
2,022,748.09 
2,830,374.19 

(12,560,263.01) 
4,220,848.63 

127,889,495.43 

(440,491.30) 
82,684,464.15 
10,945,577.25 

(14,315,757.46) 
(8,337,612.96) 

221,168,677.95 

Gain on Sale of Assets (366,110.50) 
0TH NET PERIODIC BENEFIT COSTS 
Equity earnings in JV 
Minority Interest of Subs 
AFUDC (11,188,365.88) 

32,908,045.00 
11,346,487.00 

8,022,381.00 
638,200.00 

1,252,689.00 
12,871,269.00 
5,315,484.00 

22,135,204.00 

2,125.00 
5,775,894.00 
3,888,492.00 

197,504.00 
693,864.00 
467,256.00 
719,039.00 
235,888.00 

2,142,099.00 
4,651,567.00 
2,490,793.00 

793,890.00 
2,355,552.00 
1,301,937.00 
4,942,644.00 
1,985,456.00 
3,563,671.00 

(9,839,352.00) 
2,096,616.00 

122,954,694.00 

(287,808.00) 
82,500,061.00 
11,038,501.00 

(16,288,619.00) 
(7,369,724.00) 

232,364,268.00 

(150,000.00) 

(6,771,782.00) 

32,348,489.62 
22,718,321.65 
12,122,443.48 

575,688.50 
1,039,066.25 

11,499,004.25 
5,145,444.57 

21,266,729.24 

495.00 
5,408,327.46 
3,643,745.62 

178,634.39 
654,896.04 
229,017.64 
488,443.59 
216,178.32 

1,729,473.15 
4,354,511.25 
2,364,236.79 

763,640.97 
2,464,935.35 

885,165.59 
4,885,260.39 
2,295,335.87 
3,071,446.51 

(11,994,809.83) 
1,799,496.22 

130,153,617.88 

(260,502.44) 
77,919,214.91 
10,814,849.23 
(7,219,649.00) 
(4,412,642.00) 

216,708,235.84 

(246,342.33) 

(6,741,625.63) 

----------VARIANCE---------
CURRENT ACTUAL vs BUDGET 

AMOUNT PERCENT 

(4,748,162.31) 
(856,448.74) 
287,591.11 

(5,317,019.94) 

765,263.11 
(8,595,305.81) 

895,954.33 
8,150.16 

162,438.62 
1,140,809.36 

(9,263.38) 
301,445.35 

1,630.00 
603,299.93 
409,096.37 

(7,362.69) 
606.38 

(32,104.08) 
200,450.80 

69,516.30 
378,780.06 

(2,915,293.67) 
12,762.38 
2,741.25 

291,052.57 
175,561.27 
(87,713.14) 
(37,292.09) 
733,296.81 

2,720,911.01 
(2,124,232.63) 

(4,934,801.43) 

152,683.30 
(184,403.15) 

92,923.75 
(1,972,861.54) 

967,888.96 

(11,195,590.05) 

216,110.50 

4,416,583.88 

(1.17)% 
(6.10)% 
5.61 % 

(1.25) % 

2.33 % 
(75. 75) 
11.17 
1.28 

12.97 
8.86 

(0.17) 
1.36 

76. 71 
10.45 
10.52 

(3.73) 
0.09 

(6.87) 
27.88 
29.47 
17. 68 

(62. 67) 
0.51 
0.35 

12.36 
13 .49 
(1. 78) 
(1.88) 
20.58 % 

(27.65)% 
(101.32) 

(4. 01) % 

(53.05) % 
(0.22) % 
0.84 % 

12.11 
(13.13) 

(4.82)% 

(144.07)% 

(65.22) 

-----------VARIANCE---------
CURRENT ACTUAL vs PRIOR YEAR 

AMOUNT PERCENT 

(5,199,027.60) 
1,066,282.32 

23,973.92 

(4,108,771.36) 

205,707.73 
2,776,528.84 
4,996,016.81 

(54,361.34) 
(51,184.13) 

(231,455.39) 
(179,302.81) 
(567,029.41) 

235,733.39 
164,349.99 

(26,232.30) 
(38,361.58) 

(270,342.44) 
(30,144.61) 
49,806.62 

(33,845.79) 
(3,212,349.42) 

(113,793.83) 
(27,507.78) 
400,435.92 

(241,210.14) 
(145,096.75) 
272,587.78 
241,072.32 
565,453.18 

(2,421,352.41) 

2,264,122.45 

179,988.86 
(4,765,249.24) 

(130,728.02) 
7,096,108.46 
3,924,970.96 

4,460,442.11 

119,768.17 

4,446,740.25 

(1.28)% 
8.80 % 
0.45 % 

(0. 97) % 

0.64 % 
12.22 
41.21 
(9.44) 
(4. 93) 
(2. 01) 
(3 .49) 
(2. 67) 

4 .36 
4.51 

(14. 69) 
(5. 86) 

(118.04) 
(6.17) 
23.04 
(1.96) 

(73. 77) 
(4. 81) 
(3. 60) 
16.25 

(27 .25) 
(2. 97) 
11. 88 
7.85 % 

(4. 71) % 
(134.56) 

1. 74 % 

(69.09) % 
(6.12)% 
(1.21) % 

(98 .29) 
(88. 95) 

2.06 % 

(48.62)% 

(65.96) 
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AQUA PENNSYLVANIA INC. 
Variance Income Statement 
December 31, 2017 

** Consolidated Level 
*Co 

Range** ----------------- YEAR TO DATE 
BUDGET 

2017 

Income Before Debt Interest 

Debt Interest-Associated COS 
Debt Interest-Short Tenn Debt 
Debt Interest-Long Tenn Debt 
Debt Interest-Customer Deposit 
Interest Income 
Other Interest Expense 
Amort-Debt Issuance Costs 

Debt Expense 

Dividends 

Net Income 

Preferred Dividends 

Net Income Avail for Common 

ACTUAL 
2017 

232,723,154.33 

442,496.26 
54,060,723.20 

(8,653.76) 

719,861.59 
---------------

55,214,427.29 
---------------

177,508,727.04 

177,508,727.04 

239,286,050.00 

200,004.00 
56,841,331.00 

(360.00) 

761,508.00 
---------------

57,802,483.00 
---------------

181,483,567.00 

181,483,567.00 

ACTUAL 
2016 

223,696,203.80 

360,522.61 
49,655,232.52 

(1,342.15) 
720.00 

743,275.27 
---------------

50,758,408.25 
---------------

172,937,795.55 

172,937,795.55 

----------VARIANCE---------
CURRENT ACTUAL vs BUDGET 

AMOUNT PERCENT 

(6,562,895.67) 

(242,492.26) 
2,780,607.80 

8,293.76 

41,646.41 
---------------

2,588,055.71 
---------------

(3,974,839.96) 

(3,974,839.96) 

(2. 74) % 

(121.24) 
4.89 

(2,303.82) 

5.47 

4.48 % 

(2.19) % 

(2 .19) % 

-----------VARIANCE---------
CURRENT ACTUAL vs PRIOR YEAR 

AMOUNT PERCENT 

9,026,950.53 

(81,973.65) 
(4,405,490.68) 

7,311.61 
720.00 

23,413.68 

(4,456,019.04) 

4,570,931.49 

4,570,931.49 

4.04 % 

(22. 74) 
(8.87) 

(544.77) 
100.00 

3.15 

(8. 78) % 

2.64 % 

2.64 % 
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PEOPLES NATURAL GAS COMPANY LLC 

BALANCE SHEETS 
AS OF DECEMBER 31, 2017 AND 2016 
(In thousands) (unaudited) 

ASSETS 

CURRENT ASSETS: 
Cash and cash equivalents 
Accounts receivable: 

Customers 
other 
Affiliates 

Inventor! es: 
Materials and supplies 
Gas stored 

Regulatory assets 
Deferred income taxes 
Other 

Total current assets 

INVESTMENTS 

PROPERTY, PLANT AND EQUIPMENT: 
Property, plant and equipment 
Accumulated depreciation and amortization 

Total property, plant and equipment-net 

DEFERRED CHARGES AND OTHER ASSETS: 
Goodwill 
Intangible assets-net 
Regulatory assets 
other 

Total deferred charges and other assets 

TOTAL 

- 1 -

$ 

$ 

2017 2016 

1,727 $ 1,011 

150,327 113,234 
5,707 4,692 
1,981 3,029 

3,092 3,092 
23,137 17,840 

7,233 16,264 
6,994 3,349 

10,232 10,644 

210,431 173,156 

3,733 3 147 

2,452,415 2,304,059 
(849,435) (821,831) 

1,602,980 1,482,227 

284,895 284,895 
61,287 64,460 

146,571 146,329 
2,124 1,835 

494,877 497,519 

2,312,021 $2,156,049 

(Continued) 



PEOPLES NATURAL GAS COMPANY LLC 

BALANCE SHEETS 
AS OF DECEMBER 31, 2017 AND 2016 
(In thousands) (unaudited) 

LIABILITIES AND MEMBER'S EQUITY 

CU RR ENT LIABILITIES: 
Accounts payable-trade & affiliates 
Notes payable to affiliates 
Current portion of long-term debt 
Accrued interest, payroll and taxes 
Capital lease obligation 
Regulatory liabilities 
Other 

Total current liabilities 

LONG-TERM DEBT 

DEFERRED CREDITS AND OTHER LIABILITIES: 
Deferred income taxes 
Asset retirement obligations 
Pension and other postretirement benefit liabilities 
Regulatory liabilities 
Other 

Total deferred credits and other liabilities 

Total liabilities 

MEMBER'S EQUITY 

TOTAL 

- 2 -

2017 2016 

$ 84,390 $ 99,346 
71,219 66,076 

144,746 
38,503 36,647 

18,951 
1,728 1,442 

19,538 16,013 

215,378 383,222 

865,780 638,902 

138,251 197,862 
36,669 36,413 
27,313 26,477 
96,540 
14,120 16,059 

312,893 276,810 

1,394,052 1,298,934 

917,970 857,115 

$2,312,021 i 2,156,049 



PEOPLES NATURAL GAS COMPANY LLC 

UNAUDITED STATEMENTS OF INCOME 
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016 
(In thousands) (unaudited) 

OPERATING REVENUE 

OPERATING EXPENSES: 
Purchased gas 
Other operations and maintenance 
Depreciation and amortization 
other taxes 

Total operating expenses 

INCOME FROM OPERATIONS 

OTHER EXPENSE-Net 

INTEREST CHARGES 

INCOME BEFORE INCOME TAXES 

PROVISION FOR INCOME TAXES 

NET INCOME 

- 3 -

2017 2016 

$675,849 $588,329 

272,144 193,907 
162,662 162,020 

64,986 61,334 
9,026 8,998 

508,818 426,258 

167,031 162,071 

3,875 3,713 

32,552 37,104 

130,604 121,254 

56,949 49,053 

$ 731655 $ 721201 
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PEOPLES GAS COMPANY LLC 

BALANCE SHEETS 

AS OF DECEMBER 31, 2017 AND 2016 

(In thousands) (unaudited) 

2017 2016 
ASSETS 

CURRENT ASSETS: 
Cash and cash equivalents $ 4,471 $ 1,849 
Accounts receivable: 

Customers 18,646 14,684 
other 189 227 
Affiliates 749 830 

Inventories: 
Materials and supplies 576 572 
Gas stored 7,500 6,802 

Regulatory assets 3,830 5,468 
Deferred income taxes 1,186 1,127 
other 1,410 4,308 

Total current assets 38,557 35,867 

PROPERTY, PLANT AND EQUIPMENT: 
Property, plant and equipment 336,558 314,891 
Accumulated depreciation and amortization (112,111) (108,248) 

Total property, plant and equipment-net 224,447 206,643 

DEFERRED CHARGES AND OTHER ASSETS: 
Goodwill 3,103 3,103 
Intangible assets-net 12,276 12,760 
Regulatory assets 24,873 22,341 
Other 46 46 

Total deferred charges and other assets 40,298 38,250 

TOTAL $ 303,302 $ 280,760 

(Continued) 

- 1 -



PEOPLES GAS COMPANY LLC 

BALANCE SHEETS 
AS OF DECEMBER 31, 2017 AND 2016 
(In thousands) (unaudited) 

2017 2016 
LIABILITIES AND MEMBER'S EQUITY 

CURRENT LIABILITIES: 
Accounts payable-trade & affiliates $ 8,558 $ 10,783 
Notes payable to affiliates 70,561 
Current portion of long-term debt 4,091 4,091 
Accrued interest, payroll and taxes 2,937 3,445 
Other 1,783 2,827 

Total current liabilities 87,929 21,146 

LONG-TERM DEBT 62,647 121,378 

DEFERRED CREDITS AND OTHER LIABILITIES: 
Deferred income taxes 14,532 20,051 
Asset retirement obligations 1,978 2,019 
Pension and other postretirement benefit liabilities 11,944 12,297 
Regulatory liabilities 13,144 
other 522 1,055 

Total deferred credits and other liabilities 42,121 35,423 

Total liabilities 192,696 177,947 

MEMBER'S EQUITY 110,606 102,813 

TOTAL $ 303,302 $ 280,760 

- 2 -



PEOPLES GAS COMPANY LLC 

STATEMENTS OF INCOME 
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016 
(In thousands) (unaudited) 

2017 2016 

OPERATING REVENUE $ 91,255 $ 78,733 

OPERATING EXPENSES: 
Purchased gas 29,028 19,787 
other operations and maintenance 24,202 24,439 
Depreciation and amortization 9,472 8,867 
Other taxes 1,229 1,214 

Total operating expenses 63,930 54,307 

INCOME FROM OPERATIONS 27,324 24,426 

OTHER EXPENSE-Net 51 167 

INTEREST CHARGES 4,829 4 604 

INCOME BEFORE INCOME TAXES 22,444 19,655 

PROVISION FOR INCOME TAXES 9,951 7 649 

NET INCOME $ 12,493 $ 12,006 

- 3 -



VERIFICATION 

I, Morgan K. O'Brien, being the President and Chief Executive Officer of Peoples 

Natural Gas Company LLC and PNG Companies LLC, hereby state that the facts set forth in the 

foregoing Joint Application of Aqua America, Inc., Aqua Pennsylvania, Inc., Aqua Pennsylvania 

Wastewater, Inc., Peoples Natural Gas Company LLC, and Peoples Gas Company LLC, are true 

and correct to the best of my knowledge, information and belief and that I expect to be able to 

prove the same at a hearing held in this matter. I understand that the statements herein are made 

subject to the penalties of 18 Pa. C.S. § 4904 (relating to unsworn falsification to authorities). 

Dated: November 13, 2018 



VERIFICATION 

I, Christopher P. Luning, being the Senior Vice President, General Counsel and Secretary, 

of Aqua America, Inc., hereby state that the facts set forth in the foregoing Joint Application of 

Aqua America, Inc., Aqua Pennsylvania, Inc., Aqua Pennsylvania Wastewater, Inc., Peoples 

Natural Gas Company LLC, and Peoples Gas Company LLC, are true and correct to the best of 

my knowledge, infonnation and belief and that I expect to be able to prove the same at a hearing 

held in this matter. I understand that the statements herein are made subject to the penalties of 18 

Pa. C.S. § 4904 (relating to unswom falsification to authorities). 

Dated: November 13, 2018 



BEFORE THE 
PENNSYLVANIA PUBLIC UTILITY COMMISSION 

Docket No. A-2018-3006061 
A-2018-3006062 
A-2018-3006063 

Aqua Pennsylvania, Inc. 

Peoples Natural Gas Company, LLC 

Peoples Natural Gas Company LLC - Equitable Division 

Peoples Gas Company, LLC 

Statement No. 1 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name and business address. 

My name is Christopher H. Franklin. My business address 1s 762 West Lancaster 

Avenue Bryn Mawr, PA 19010. 

By whom are you employed and in what capacity? 

I am Chairman, Chief Executive Officer and President of Aqua America, Inc. ("Aqua 

America"). 

What are your primary duties and responsibilities as Chairman, CEO and 

President of Aqua America? 

My overarching responsibility is to lead an organization that provides safe and reliable 

water and wastewater service to our customers. This includes making sure our operating 

subsidiaries are well managed, run efficiently, and provide best in class customer service. 

Our focus is on improving the infrastructure in the communities we serve in a prudent 

manner and working constructively with key stakeholders, including regulatory agencies, 

customers, employees and shareholders. 

What is your educational and professional background? 

I graduated from West Chester University with a Bachelor of Science degree, and later 

obtained my Masters in Business Administration from Villanova University. I joined 

Aqua America in December 1992 and have held a number of roles progressing in 

responsibility. These include executive roles in public affairs, customer operations, 

regional president of the company's southern and mid-western operations where I 
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Q. 

A. 

managed eight states, and chief operating officer of regulated operations. In 2015, I 

became president and chief executive officer of Aqua America. Before joining Aqua 

America, I worked at PECO Energy Company (an Exelon Company) where I was 

responsible for the economic development initiatives in the Philadelphia region. 

Have you previously testified before the Pennsylvania Public Utility Commission 

("Commission")? 

Yes. I provided rebuttal testimony before the Pennsylvania Public Utility Commission in 

Aqua Pennsylvania, Inc.'s ("Aqua PA") 2005 base rate case at Docket No. R-00051030. 

I have also submitted direct testimony with Aqua America's applications before the 

Kentucky Public Service Commission and West Virginia Public Service Commission 

related to regulatory approvals of Aqua America's acquisition of LDC Funding LLC (the 

"Proposed Transaction") at Case No. 2018-00369 and Case No. 18-1475-G-PC, 

respectively. 

16 Q. Please provide a summary of your direct testimony. 

In my testimony, I will: 17 A. 

18 • Identify the Joint Applicants' witnesses; 1 

19 • Outline the Proposed Transaction, under which Aqua America will acqmre Peoples 

20 Natural Gas Company LLC ("Peoples Natural Gas"), which includes the Peoples 

21 Division and the Equitable Division, and Peoples Gas Company ("Peoples Gas") 

1 The Joint Applicants include Aqua America, Peoples Natural Gas Company LLC, Peoples Natural Gas Company 
LLC - Equitable Division and Peoples Gas Company LLC. 
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Q. 

A. 

( collectively, the "Peoples Companies") and other affiliated entities; 

• Describe Aqua America's strategic vision in undertaking the Proposed Transaction; 

• Explain other prior large acquisitions and integrations of other water utilities, to support 

Aqua America's fitness to undertake the Proposed Transaction; 

• Describe Aqua America's history as a Pennsylvania based company, and its long-term 

commitment to operate utilities in Pennsylvania; 

• Describe generally the successful effo1is by Aqua America's subsidiaries, Aqua 

Pennsylvania, Inc. and Aqua Pennsylvania Wastewater, Inc., to accelerate infrastructure 

replacement through the use of the Distribution System Improvement Charge ("DSIC") 

mechanism; 

• Explain Aqua America's plans to maintain separate headquarters for gas and 

water/wastewater operations following closing on the Proposed Transaction; 

• Explain Aqua America's commitments to maintain current employees and the Pittsburgh

based leadership of the Peoples Companies; 

• Describe Aqua America's current and future plans with respect to call center operations; 

and 

• Describe Aqua America's and Aqua Pennsylvania's presence in the communities that 

they serve. 

Please identify the Joint Applicants' other witnesses and describe their testimony. 

In addition to myself, the Joint Applicants present the following witnesses: 

• Daniel J. Schuller, Executive Vice President and Chief Financial Officer of Aqua 

America, will present Joint Applicants St. No. 2. Mr. Schuller will describe the 
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Q. 

A. 

financial fitness of Aqua America, the financing of the Proposed Transaction, 

Aqua America's access to capital, the post-transaction books of account, and 

ce1iain benefits of the Proposed Transaction; 

• Morgan O'Brien, President and Chief Executive Officer of Peoples Natural Gas 

and PNG, will present Joint Applicants St. No. 3. Mr. O'Brien will provide an 

overview of the Peoples Companies, describe the Peoples Companies' current and 

post-transaction management, describe the Peoples Companies' LTIIP and UFG 

mitigation plan, describe the Peoples Companies' community presence, explain 

the effect of the Proposed Transaction on natural gas competition, and describe 

the Peoples' Companies SAP platform; 

• Richard S. Fox, Executive Vice President and Chief Operating Officer, Regulated 

Operations of Aqua America, will present Joint Applicants St. No. 4. Mr. Fox 

will describe Aqua America's technical fitness, its safety culture and 

commitment, and opportunities for shared operations if the transaction is 

approved; and 

• James C. Barbato, Vice President, Corporate Engineering of Aqua America will 

present Joint Applicants St. No. 5. Mr. Barbato will explain Aqua PA's 

experience with water and wastewater pipe, the alignment of Aqua America's and 

the Peoples Companies' commitments to safety and proactive infrastructure 

replacement, and ce1iain post-transaction commitments. 

Please describe the Proposed Transaction. 

Presently, the Peoples Companies are wholly-owned subsidiaries of PNG Companies, 
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Q, 

A. 

LLC ("PNG"). PNG is a wholly-owned subsidiary of LDC Holdings LLC ("Holdings"), 

which in turn is a wholly-owned subsidiary of LDC Funding LLC ("Funding"). Funding 

is a wholly-owned subsidiary of LDC Parent LLC ("Parent"). Parent is indirectly owned 

by SteelRiver Infrastructure Investment Fund North America ("SRIFNA") and an 

affiliated fund, which are managed by SteelRiver Infrastructure Associates LLC and its 

affiliated investment management entities ( collectively "SteelRiver"). Peoples' witness 

Mr. Morgan O'Brien provides further detail concerning the current corporate structure of 

Parent and its subsidiaries. 

The terms of the Proposed Transaction are presented in Highly Confidential 

Appendix A to Joint Applicants Exhibit DJS-1, which is a copy of the Purchase 

Agreement between Aqua America and Parent ("Purchase Agreement"). The Purchase 

Agreement is separately submitted as HIGHLY CONFIDENTIAL Joint Applicants 

Exhibit DJS-2. Under the terms of the Purchase Agreement, Parent will sell, convey, 

transfer, assign and deliver to Aqua America all of the issued and outstanding 

membership interests in Funding. At the closing of the Proposed Transaction, Funding, 

its direct subsidiary (Holdings), and indirect subsidiary (PNG) and all its subsidiaries 

would become wholly-owned direct and indirect subsidiaries of Aqua America. Thus, 

the Peoples Companies would become indirect subsidiaries of Aqua America. 

Will any other entities be acquired by Aqua America as a result of the Proposed 

Transaction? 

Yes. PNG also owns 100% of the interests in certain non-Commission jurisdictional 

natural gas utilities: Peoples Gas KY LLC ("Peoples KY"); Delta Natural Gas Company, 

5 
17782243v4 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Inc. ("Delta"); and Peoples Gas WV LLC ("Peoples WV"). Aqua America must obtain 

the approval of the Kentucky Public Service Commission to acquire Peoples KY and 

Delta, and must also obtain the approval of the West Virginia Public Service Commission 

to acquire Peoples WV. 

In addition, Aqua America's acquisition of Funding would also result in the 

change in control of certain non-Commission jurisdictional entities currently operating 

within the Funding and PNG corporate chain. Specifically, the acquisition of Funding 

would include the acquisition of the following non-jurisdictional indirect subsidiaries of 

Funding and direct subsidiaries of PNG: PA Gas Marketing LLC; Peoples Service 

Company LLC; Peoples Homeworks LLC; Peoples Gathering LLC; Enpro, LLC; Delta 

Resources, LLC; and Delgasco, LLC. PA Gas Marketing LLC is an existing legal entity 

but has no function at this time. We anticipate that PA Gas Marketing LLC will be 

dissolved prior to closing on the Proposed Transaction. Peoples Service Company LLC 

provides various administrative management services to the Peoples Companies and their 

affiliates. Peoples Service Company has facilitated the provision of certain 

administrative services among the Peoples Companies. Peoples Service Company LLC 

will be reorganized from a first-tier subsidiary of Holdings to a first-tier subsidiary of 

PNG. Peoples Homeworks LLC provides heating and cooling protection and restoration 

programs for homeowners, as well as programs for furnaces and air conditioners. 

Peoples Gathering LLC provides natural gas gathering pipeline services in the 

Commonwealth. Enpro, LLC, Delta Resources, LLC, and Delgasco, LLC are former 

subsidiaries of Delta Natural Gas Company, Inc. in Kentucky and are currently engaged 

in the business of buying and selling gas and operating production properties. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

What is the current and proposed corporate structure of Aqua America? 

The pre-acquisition corporate structure of Aqua America is shown on Appendix B to 

Joint Applicants Exhibit DJS-1. This shows the active first tier operating subsidiaries of 

Aqua America. The post-acquisition corporate structure of Aqua America is shown on 

Appendix G to Joint Applicants Exhibit DJS-1. As can be seen on that Appendix, 

Funding will become a first-tier operating subsidiary of Aqua America. 

What is the consideration to be paid by Aqua America to acquire Funding and its 

subsidiaries? 

The consideration to be paid by Aqua America to acquire Funding and its subsidiaries is 

a base price of $4.275 billion, which includes a projected $1.3 billion of assumed debt, as 

adjusted pursuant to the terms of the Purchase Agreement. Further details regarding the 

assumed debt are provided by Mr. Schuller (Joint Applicants St. No. 2). 

Mr. Franklin, please describe Aqua America's strategic rationale for undertaking 

the Proposed Transaction. 

The Proposed Transaction will create a leading multi-utility platform, providing services 

in ten states. This new infrastructure company will be one of the largest groups of 

regulated utilities in the country. 

The acquisition of the Peoples Companies is a strategic fit, which aligns directly 

with Aqua America's core competencies of building and rehabilitating pipeline 

infrastructure. The acquisition also fits with Aqua America's strategic vision of investing 
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Q. 

A. 

in regulated operations. Excluding its service company, over 99% of Aqua America's 

revenues are derived from regulated operations. Similarly, over 98% of the revenues of 

the Peoples Companies and their affiliates being acquired in the Proposed Transaction are 

produced by regulated operations. 

Does Aqua America have successful experience in undertaking large, multi-state 

acquisitions? 

Yes. Throughout its history, Aqua America has made major acquisitions of public utility 

companies and assets. For example, Philadelphia Suburban Corporation ("PSC"), the 

predecessor entity of Aqua America, acquired Consumers Water Company 

("Consumers") for a total enterprise value of approximately $464 million in a deal that 

closed on March 11, 1999. The equity consideration consisted of approximately $289 

million in PSC stock. At the time of the transaction, Consumers had approximately 

230,000 customer connections throughout five states. The acquisition created the second 

largest water utility in the United States, adding significant scale and efficiency as it 

combined two of the best-run water utilities in the country. In addition, PSC acquired 

AquaSource, Inc. ("AquaSomce") in a transaction that closed on July 31, 2003. PSC 

acquired AquaSource for a total enterprise value of approximately $205 million. The 

consideration consisted of 100% cash, financed with equity and debt raised by PSC. The 

deal expanded PSC's customer count by 20%, adding 130,000 new customers from 11 

states. The acquisition allowed PSC (which later changed its name to Aqua America) to 

invest in and rehabilitate infrastructure across an increased geographic platform and 

further improve our nation's infrastructure. 
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Q. 

A. 

Q. 

A. 

Q. 

Does Aqua America have any additional experience in acquiring and integrating 

other utility operations? 

Yes. Aqua America has added approximately $100 million of assets from three 

acquisitions in 2018 allowing the Company to serve an additional 12,400 customers. 

Aqua America expects to add another approximately $100 million in assets in 2019 from 

other binding commitments. Aqua America and its subsidiaries have worked 

cooperatively with state agencies over time and been willing to step in and take over or 

assist with troubled water and wastewater systems for the public good that typically need 

significant infrastructure upgrades. Examples of Aqua America's efforts to acquire or 

assist troubled water and wastewater systems in Pennsylvania include its acquisitions of 

the Sun Valley, Emlenton and Washington Park systems, and its assistance of the N01ih 

Heidelberg system. 

How long has Aqua America owned public water systems in Pennsylvania? 

Aqua America is a long-term investor in utility operations, focused on long-term 

ownership of utility assets. Aqua America has owned and operated water systems in 

Pennsylvania for over 130 years. Aqua America also has owned and operated water 

systems in other states since 1999 and has owned and operated wastewater systems since 

1996. Aqua America's overwhelming focus has been on regulated utility operations, and 

ClllTently less than 1 % of Aqua America's revenues come from unregulated operations. 

Is there a benefit to Pennsylvania and to the customers served by the Peoples 
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A. 

Q, 

Companies from an acquisition by Aqua America, a long-term owner of utility 

assets? 

Yes. Aqua America has demonstrated its long-term commitments to its existing and 

acquired customers by investing in new and replacement facilities to improve service and 

maintaining these acquired assets and customers. 

Aqua America is a publicly traded company and, therefore, has access to a broad 

range of capital in all markets. When this acquisition is finalized, significant, publicly

raised capital resources, obtained through Aqua America, will be readily available to 

suppmi Peoples Natural Gas's and Peoples Gas's ongoing operations, including 

necessary and appropriate future changes and improvements. 

In addition to infrastructure investment benefits, sharing of best practices is 

expected to improve efficiency in replacement of underground pipe for both gas and 

water/wastewater operations. It will also enhance shared core competencies such as 

building strong relationships with customers, credibility with regulators, and advanced 

operational efficiency. Over time, as shared information technology systems are 

integrated and utilized, Aqua will leverage the shared system and processes to create a 

more efficient and effective overhead structure than can be possible for each operation on 

a standalone basis. Further information regarding this can be found in Mr. Fox's 

testimony, Joint Applicants St. No. 4. These internal efficiencies translate to long-term 

cost savings and increased quality and service, which can directly benefit our customers. 

Please summarize the experience of Aqua America's subsidiaries in infrastructure 

replacement. 
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Aqua America's subsidiaries have replaced a substantial amount of infrastructure. Over 

the past 10 years, Aqua America water subsidiaries have invested approximately $3 .5 

billion in infrastructure improvements which includes replacement of approximately 

1,600 miles of mains. In Pennsylvania alone over the past 10 years, Aqua PA has 

replaced more than 1,300 miles of pipe, and invested over $1.1 billion in pipeline 

replacement. Aqua PA is currently replacing 2.3% of its mains per year, consistent with 

its Commission-approved Long Term Infrastructure Improvement Plant ("LTIIP"). Aqua 

America and its subsidiaries intend to continue these levels of expenditures over the 

foreseeable future. 

Will this experience be useful in meeting the challenges of infrastructure 

replacement faced by the Peoples Companies? 

Yes. It is Aqua America's plan to continue the current pace of infrastructure replacement 

at the Peoples Companies. As explained by Mr. Barbato in Joint Applicant St. No. 5, we 

will review the Peoples Companies current L TIIP in conjunction with the Peoples 

Companies' leadership team to determine whether such plan can be further accelerated. 

Further information regarding this can be found in Mr. Barbato's testimony, Joint 

Applicants St. No. 5. 

Please describe Aqua America's plans for headquarters locations for gas and 

water/wastewater operations following the acquisition. 

The headquarters of Aqua America will remain in Bryn Mawr. The headquaiiers of 

Peoples will remain in Pittsburgh.Q. Does Aqua America anticipate workforce 

11 
17782243v4 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

A. 

Q. 

A. 

Q. 

A. 

reductions as a result of the Proposed Transaction? 

No. The Proposed Transaction does not contemplate the elimination of employees or 

leadership either at the Peoples Companies/PNG or at Aqua America or its 

water/wastewater subsidiaries. Aqua America plans to maintain the existing expertise of 

the natural gas employees and management provided by the employees and Pittsburgh

based leadership of PNG and the Peoples Companies. 

I specifically note that, unlike an acquisition situation where an existing gas 

company, potentially from outside Pennsylvania, would acquire the Peoples Companies, 

the Proposed Transaction through Aqua America ownership would not have an adverse 

impact on the employees of the Peoples Companies. 

Can you provide further details regarding the expected management team to be in 

place in Pittsburgh following the proposed acquisition? 

The same highly-experienced teams already in place at PNG and the Peoples Companies 

will continue to lead the natural gas operations of the Peoples Companies after closing. 

The Proposed Transaction retains the existing employees and Pittsburgh-based leadership 

of the Peoples Companies responsible for the safe, reliable and efficient operation of 

these companies. This includes Morgan O'Brien and his leadership team. Maintaining 

the existing management and experience of the Peoples Companies will be valuable in 

addressing the challenges faced by natural gas distribution companies. 

Does Aqua America propose to undertake changes to the existing contracts of 

organized labor at the Peoples Companies? 

No, Aqua America will honor the existing union contracts of the Peoples Companies. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Does Aqua America propose any changes to the benefits received by employees of 

the Peoples Companies? 

No, not at this time. While changes may take place in the future as with any plan, they 

would not be from the impact of this transaction. 

Please describe Aqua America's plans with respect to the separate call centers of the 

Peoples Companies and Aqua America. 

Aqua America plans on maintaining separate call centers for the Peoples Companies and 

Aqua America. Assuming both companies ultimately migrate to the same billing and 

customer service systems, opportunities to look at efficiencies among the call centers 

would exist. 

Please describe Aqua America's community presence in Pennsylvania. 

Aqua America has a substantial community presence throughout Pennsylvania. Aqua PA 

currently serves customers in 32 counties across Pennsylvania. 

Aqua America's mission is to protect and provide Earth's most essential resource. 

Aqua America, and in particular Aqua PA, is committed to the communities it serves, its 

customers, and the environment. As noted in the Application, giving back to the 

communities in which Aqua America's subsidiaries operate is paii of the Aqua America 

culture. For instance, Aqua America's subsidiaries, including Aqua PA, pa1ticipate in 

various volunteer opportunities throughout the year including watershed revitalization 

tree plantings, stream clean-ups, Habitat for Humanity, and the American Red Cross, 
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A. 

Q. 

A. 

with specific focus on making an impact m the communities within its operating 

subsidiaries' service territories. Recently, Aqua concluded its annual United Way 

fundraising campaign and raised almost $200,000 for the organization. 

Additionally, environmental initiatives serve as a focal point for Aqua America, 

through support of river and watershed associations and volunteer opportunities such as 

tree planting and stream clean ups. For example, Aqua helps to administer and partially 

funds the Schuylkill River Restoration Fund, which implements water quality 

improvement projects in the Schuylkill Watershed. Suppmiing nonprofit organizations 

through volunteer activities furthers the mission of Aqua America's corporate giving and 

volunteer program. 

How will Aqua America's and its subsidiaries' community presence in Pennsylvania 

be augmented by the acquisition of the Peoples Companies? 

Aqua America's presence will increase with the acquisition of the Peoples Companies, 

which currently serve customers in 18 counties in western Pennsylvania. As explained in 

the direct testimony of Morgan O'Brien, Joint Applicants St. No. 3, one of the Peoples 

Companies' core values is their commitment to the communities they serve. Aligning 

these companies' commitments to the communities they serve will provide synergy 

within our respective community outreach efforts. 

Does this conclude your direct testimony? 

Yes. I reserve the right to supplement my testimony as additional issues arise during the 

course of the proceeding. Thank you. 
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BEFORE THE 
PENNSYLVANIA PUBLIC UTILITY COMMISSION 

JOINT APPLICATION OF AQUA 
AMERICA, INC,, AQUA 
PENNSYLVANIA, INC.~ AQUA 
PENNSYLVANIA WASTEWATER, INC., 
PEOPLES NATURAL GAS COMPANY 
LLC AND PEOPLES GAS COMPANY 
LLC FOR ALL OF THE AUTHORITY 
AND THE NECESSARY CERTIFICATES 
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APPROVE A CHANGE IN CONTROL OF 
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JOINT APPLICATION OF AQUA AMERICA, INC., AQUA PENNSYLVANIA,-INC., 
AQUA PENNSYLVANIA WASTEWATEE.; INC., 

PEOPLES NATURAL GAS COMP ANY LLC 
~D ~EOPLES GAS COMP ANY LLG 

TO THE PENNSYLVANIA PUBLIC UTILITY COMMJSSION: 

I. INTRODUCTION 

m 
0 

1. By this Application, Aqua America, Inc. ("Aqua A,.merica") and its subsidiaries, 

Aqua Pennsylvania, Inc, ("Aqua PA''), Aqua Pennsylvania Wastewater, Inc. ("Aqua PA 

Wastewater"), People$ Natural Gas Company LLC (''Peoples Nat4ral Gas'') and Peoples Gas 

Company LLC ("Peoples Gas") (hereinafter, collectively the '1Applicants") hereby request all 

necessary approvals from the Pennsylvania Public Utility Commission.("Commission") pursuant 

to Sections 1102(a)(3) and 2210(a)(l) of the Pennsylvania Public Utility Code ("Code"), 66 Pa. 

C.S. §§ 1102(a)(3) and 221 O(a)(l), authorizing the change in control of Peoples Natural G_as and 
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Peoples Gas ( collectively the "Peoples Companies,,) to Aqua America by way of the purchase of 

all of the membership interests of LDC Funding LLC ("Funding,,)1 by Aqua America. The 

Applicants further seek all other approvals or certificates of public convenience that are 

appropriate, customary, or necessary under the Code to carry out the transaction contemplated in 

this Application in a lawful manner. 

2. The complete names and addresses of the Applicants are as follows: 

Aqua America, Inc. 
762 West Lancaster Avenue 
Bryn Mawr, PA 19010 

Aqua Pennsylvania, Inc. 
762 West Lancaster Avenue 
Bryn Mawr, .PA 1.9010 

Aqua Pennsylvania Wastewater, In~. 
762 West Lancaster A venue 
Bryn Mawr, PA 19010 

Peoples Natural Gas Company LLC 
375 North Shore Drive, Suite 600 
Pittsburgh, PA 15212 

Peoples Gas Company LLC 
375 North Shore Drive, Suite 600 
Pittsburgh, PA 15212 

3. The attorneys for the Applicants are: 

Attorneys for Aqua America, Inc. and its subsidiaries, Aqua 
Pennsylvania, Inc. and Aqua Pennsylvania Wastewater, Inc. 

Michael W. Gang (ID# 25670) 
Michael W. Hassell (ID# 34851) 
Garrett P. Lent (ID# 321566) 
Post & Schell, P.C. 
17 North Second Street 
12th Floor 

1 As explained in Section II of this Application, Peoples Natural Gas and Peoples Gas are wholly-owned subsidiaries 
of PNG Companies LLC ("PNG"). PNG is in tum a wholly-owned subsidiary of LDC Holdings LLC ("Holdings"), 
which is the wholly-owned subsidiary of Funding. 

2 
17770982vl 



Harrisburg, PA 17101-1601 
Phone:717-731-1970 
Fax: 717-731-1985 
E-mail: mgang@postschell.com 
E-mail: mhassell@postschell.com 
E-mail: glent@postschell.com 

Kimberly A. Joyce (ID# 86605) 
Alexander R. Stahl (ID# 317012) 
Regulatory Coun~el 
Aqua America Inc. 
762 West Lancaster Avenue 
Bryn Mawr, PA 19010 
Phone: 610-645-1077 
E-mail: kaj oyce@aquaamerica.com 
E-mail: astahl@aquaamerica.com 

Joint Applicants Exhibit DJS-1 

Page 3 of 190 

Attorneys for Peoples Natural Gas Company LLC and Peoples 
. Gas Company LLC 

David P. Zambito, Esq. (PA ID# 80017) 
Jonathan P. Nase, Esq. (PA ID # 44003) 
Cozen O'Connor 
17 North Second Street, Suite 1410 
Harrisburg, PA 17101 
Phone: (717) 703-5892 
Fax: (215) 989-4216 
E-mail:.· dzambito@cozen.com . 
E-mail: jnase@cozen.com 

William H. Roberts II 
Senior Counsel 
Peoples Service Company LLC 
375 North Shore Drive, Suite 600 
Pittsburgh, PA 15212 
Phone: 412-208-6527 
Fax: 412-237-2987 
E-mail: william.h.ro bertsII@peoples-gas.com 

The Applicants' attorneys are authorized to receive all notices and communications regarding 

this Application. 

4. Through this Application, the Applicants seek Commission approval of a 

transaction that will create one of the largest publicly-traded water utilities and natural gas 

3 
17770982vl 



Joint Applicants Exhibit DJS-1 
Page4 of 190 

distribution companies in the United States, The transaction will also result in the strategic 

alignment of the Applicants' infrastructUl'e-replacement philosophies, which will focus on 

improving Pennsylvania's aging essential service infrastructUl'e, under the same, publicly-traded 

corporate umbrella. To accomplish this alignment, the owners of the Peoples Companies and 

Aqua America will engage in a single transaction that transfers the control of Funding, and 

thereby the Peoples Companies, to Aqua America, Importantly, while this transfer of control 

will result in new corporate ownership for the Peoples Companies, the employees of the Peoples 

Companies will be retained and, as a result, the existing, day-to-day operational expertise of the 

Peoples Companies will be unaffected-, As ftuther explained in this Application, the proposed 

transaction will result in numerous af~rmative benefits, including but not limited to benefits 

from placing the Peoples Companies under public ownership, benefits from substantial 

infrastrncture experience, benefits from retaining jobs in Pennsylvania, long-term efficiencies in 

information technology, and other benefits. 

5. The contemplated transaction will be effectuated pursuant to a Plll'chase 

Agreement (the "Agreement"). The Agreement includes Buyer Disclosure Schedules l.l(e), 4.4, 

4.S(a) and 4.S(b) and Seller Disclosure Schedules 1.1 thrnugh 5.S(b). The Agreement and 

associated buyer and seller disclosure schedules contain highly sensitive commercial information 

that requires IDGHL Y CONFIDENTIAL treatment and, therefore, are being filed under seal 

alongside this Application in a separate sealed envelope as "HIGHLY CONFIDENTIAL 

Appendix A." The contemplated transaction is hereinafter referred to as the "Proposed 

Transaction." 

6. The Application is organized .as follows: 

17770982vl 

• Section II provides a description of the Applicants and the other entities 
involved in the Proposed Transaction. 
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• Section III provides an overview of the Proposed Transaction. 

• Section IV sets forth the legal standards required for Commission approval of 
the Proposed Transaction. 

• Section V addresses the effect of the Proposed Transaction on customer rates. 

• Section VI addresses the effect of the Proposed Transaction on retail gas 
competition. 

• Section VII demonstrates that Aqua America has the requisite. technical, legal 
and financial fitness to assume control of the Peoples Companies through the 
Proposed Transaction. 

• Section VIII demonstrates that the Proposed Transaction will promote the 
public interest by producing significant affirmative benefits for customers and 
Pennsylvania. 

• Section IX sets forth the oth~r regulatory approv_als r~quired. 

• Section X sets forth additional supporting data filed alongside this 
Application. 

• Section XI sets forth the conclusion and requested approvals. 

7. The Applicants submit, as explained in more detail below, that all criteria 

necessary for approyal o_f the Proposed 'J)ansaction under the Code have_ been met, and that the . 
. . . . . . . . . . . . . . 

Proposed Transaction will benefit the Applicants, customers, employees and communities 

served, Therefore, the Applicants request that the Application be approved without condition to 

or modification of the Proposed Transaction. 

II. THE PARTIES AND RELATED ENTITIES 

A. APPLICANTS 

1. Aqua America, Inc. 

8. Aqua America is a water and wastewater utility holding company that currently 

provides service through its operating subsidiaries in Pennsylvania, Ohio, North Carolina, 
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Illinois, Texas, NewJersey, Indiana and Virginia. Aqua America's subsidiaries provide drinking 

water and wastewater treatment infrastructure and services, and have substantial experience 

providing public utility service via pipes and pipelines. As explained below, Aqua Penns:ylvania, 

Inc. ("Aqua PA'') is a wholly-owned subsidiary of Aqua America and Aqua Pennsylvania 

Wastewater, Inc. ("Aqua PA Wastewater") is a wholly-owned subsidiary of Aqua PA. 

9. Attached as "Appendix B" hereto is a chart showing the present ownership 

structure of the Aqua America-related entities. 

10. Upon closing of the Proposed Transaction, it is anticipated that all of the 

membership interests of Funding (described in s·ection II.C. below) will be purchased by Aqua 

America .. As forth er described in Section. III below, Funding wil.l become a wholly-own,ed 

subsidiary of Aqua America. 

2. Aqua Pennsylvania, Inc., and Aqua Pennsylvania Wastewater, Inc, 

11. Aqua PA is a corporation duly organized and existing under the laws of the 

Commonwealth of Pennsylvania. Aqua PA is a wholly-owned subsidiary of Aqua America. 
• • + • 

Aqua ·p A Wastewater is' a corporation duly organized and existing uiider .the laws. of the 

Commonwealth of Pennsylvania. Aqua PA Wastewater is a wholly-owned subsidiary of Aqua 

PA. 2 Aqua PA and Aqua PA Wastewater are applicants for purposes of the Proposed 

Transaction because they are the public utility affiliates nfthe acquiring entity, Aqua America. 

12. Aqua PA is a "public utility,, as defined under Section 102 of the Code, 66 Pa. 

C,S. § 102. Aqua PA furnishes water service to approximately 435,000 water customer accounts 

and wastewater service, through Aqua PA Wastewater, to approximately 24,000 wastewater 

customer accounts (representing a population of approximately 1.4 million people) throughout 

Pennsylvania. 

2 Unless otherwise specified herein, references to Aqua PA also include Aqua PA Wastewater, 
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13. Aqua PA's existing service territory, including the service territory of Aqua PA 

Wastewater, includes all or portions of the following Pennsylvania counties: Adams, Berks, 

Bradford, Bucks, Carbon, Chester, Clarion, Clearfield, Columbia, Crawford, Cumberland, 

Delaware, Forest, Juniata, Lackawanna, Lawrence, Lehigh, Luzerne, Mckean, Mercer, 

Montgomery, Monroe, Northampton, Northumberland, Pike, Schuylkill, Snyder, Susquehanna, 

Venango, Warren, Wayne and Wyoming. A map of Aqua PA's existing service territory, 

including the service territory of Aqua PA Wastewater, is attached hereto as "Appendix C. u 

14. All of the annual reports, tariffs, certificates, applications, and other documents 

filed with the Commission by Aqua PA and Aqua PA Wastewater are made a part hereof by 

:reference. Aqua PA and Aqua PA Wastewater. hav7 paid all special and general assessments 

made against them pursuant to Section 510 of the Code, 66 Pa. C.S. § 510. Aqua PA and Aqua 

PA Wastey.rater will remain responsible for the pay1:1ent of any and all lawful special and general 

assessments related to their respective facilities that the Commission may make against them, 

pursuant to Section 510 of the Code, 66 Pa. C.S. § 510. 

3. Peoples Natural Gas Company LLC 

15. Peoples Natural Gas is a limited liability company formed under the laws of the 

Commonweal!h of Pennsylvania for the purpose of providing natural gas transmission, 

distribution, and supplier of last resort services subject to the Commission's re&ulatory 

jurisdiction. Peoples Natural Gas is a wholly-owned subsidiary of PNG Companies LLC 

("PNa'), indirectly owned by SteelRiver Infrastructure Fund North America LP ("SRIFNA") 

and an affiliated fund, which are managed by SteelRiver Infrastructure Associates LLC and its 

affiliated investment management entities ( collectively "SteelRiver"). 3 

3 On February 1, 2010, PNG closed on its purchase of all of the issued and outstanding shares of capital- stock of 
Peoples Natural Gas, which acquisition was approved by the Commission. Joint Application for Approval of the 
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16, Peoples Natural Gas is a "public utility" and a "natural gas distribution company" 

as those terms are defined in Sections 102 and 2202 of the Code, 66 Pa, C,S. §§ 102, 2202, 

Peoples Natural Gas, including its Equitable Division,4 provides natural gas services to 

approximately 622,000 customers in all or portions of the following Pennsylvania counties: 

Allegheny, Armstrong, Beaver, Blair, Butler, Cambria, Clarion, Fayette, Greene, Indiana, 

Jefferson, Lawrence, Mercer, Somerset, Venango, Washington and Westmoreland, The existing 

areas served by Peoples Natural Gas, including its Equitable Division, are shown on the map 

attached as "Appendix D." 

17. . All of the annual reports, tariffs, certificates, applications, and other documents 

filed with the Commission by Peoples Natural Gas,)ncludingits Equitable Division, are made a 

part hereof by reference. Peoples Natural Gas, including its Equitable Division, has paid all 

special and general assessments made against it pursuant to Section 510 of the Code, 66 Pa. C. S. 

§ 510. Peoples Natural Gas. will remain responsible for the payment of any and all lawful special 

and general assessments related. to Peoples Natural Gas' facilities, including the facilities of its 

Equitable Division, that the Commission may make against it, pursuant to Section 510 of the 

Code, 66 Pa, C.S. § 510, 

Transfer a/the Issued and Outstanding Shares of Capital Stock of the Peoples Natural Gas Company,.Docket No. 
A-2008-2063737 (November 19, 2009). 
4 On November 14, 2013, the Commission approved a series of transactions involving, among other things, the 
merger of Equitable Gas Company, LLC with Peoples Natural Gas and the operation of Equitable Gas Company, 
LLC as an operating division of Peoples Natural Gas. Joint Application of Peoples Natural Gas Company LLC, 
Peoples TWP LLC, and Equitable Gas Company, LLC for All of the Authority and the Necessary Certificates of 
Public Convenience (]) to Transfer All of the Issued and Outstanding Limited Liability Company Membership 
Interest of Equitable Gas Company, Ll.,C to PNG Companies LLC, (2) to Merge Equitable Gas Company, LLC with 
Peoples Natural Gas Company LLC, (3) to Transfer Certain Storage and Transmission Assets of Peoples Natural 
Gas Company LLC to Affiliates of EQT C01poration, (4) to Transfer Certain Assets between Equitqble Gas 
Company, LLC and Affiliates of EQT Corporation, (5) for Approval of Certain Ownership Changes Associated with 
the Transaction, (6) for Approval of Certain Associated Gas Capacity and Supply Agreements, and (7) for Approval 
of Certain Changes in the Tari.ff of Peoples Natural Gas Company LLC, Docket Nos. A-2013-2353647, A-2013-
2353649, A-2013-2353651 (Order entered Nov. 14, 2013), 
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18. Peoples Gas, formerly Peoples TWP LLC, is a limited liability company formed 

under the laws of the Commonwealth of Pennsylvania for the pmpose of providing natural gas 

transmission, distribution, and supplier of last resort services subject to the Commission's 

regulatory jurisdiction. Peoples Gas is a wholly-owned subsidiary of PNG.5 

19. Peoples Gas is a "public utiliti' and a "natural gas distribution company" as those 

terms are defined in Code Sections 102 and 2202, 66 Pa. C.S. §§ 102, 2202. Peoples Gas 

provides natural gas services to approximately 61,000 customers throughout its service territory, 

which includes all or portions of the following Pennsylvania counties: Allegheny, Armstrong, 

Beaver, Butler, Crunbria, Clarion, Clearfield, Indiana, J~fferson, and Westmore_land._ The 

existing areas served by Peoples Gas are shown on the map attached as "Appendix E." 

20. All of the annual reports, tariffs, certificates, applications, and other documents 

filed with the Commission by Peoples Gas are ma~e a part hereof by reference. Peoples ~as has 

paid all special and general assessments made against it pursuant to Section 510 of the Code, 66 

Pa. C.S. § 510. Peoples Gas will remain responsible for the payment of any and all lawful 

special and general assessments related to Peoples Gas's facilities that the Commission may 

make against it, pursuant to Section 510 of the Code, 66 Pa. C,S. § 510. 

B. PEOPLES COMPANIES RELATED ENTITIES 

21. SteelRiver manages infrastructure investments throughout No1th America. 

5 On May 24, 2011, LDC Holdings II LLC, an indirect subsidiary of SRJFNA, closed on its purchase of all of the 
issued and outstanding shares of capital stock of T. W. Phillips Gas and Oil Company (predecessor of Peoples Gas), 
which acquisition was approved by the Commission. Joint Application of T. W. Phillips Gas and Oil Company, 
TWP INC., and LDC Holdings II LLC for approval of a change of control of T. W. Phillips Gas and Oil Company 
from TWP INC. to LDC Holdings II LLC, an indirect subsidiary of SteelRiver Infrastructure Fund North America 
LP, Docket No. A-2010-2210326 (Order entered May 23, 2011). The Commission subsequently approved the 
internal-reorganization and transfer of Peoples Gas from LDC Holdings II LLC to PNG. Application/or All of the 
Authority and Any Necessary Certificr,tes of Public Convenience to Transfer All of the Membership Interests In 
Peoples Gas Company, LLCfrom LDC Holdings II, LLC to PNG Companies, LLC, Docket No. A-2017-2624578 
(Order entered Nov. 8, 2017). 
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22. Funding is a Delaware limited liability company and a wholly-owned direct 

subsidiary of LDC Parent LLC ("Parent"), which is indirectly owned by SRIFNA and an 

affiliated fund managed by SteelRiver. Funding directly owns a 100% interest in Holdings, 

which in turn owns a 100% interest in PNG, 

23, PNG is a limited liability company organized, validly ~xisting, and in good 

standing under the laws of Delaware. PNG directly owns a 100% interest the Peoples 

Companies. PNG also directly owns other non~urisdictional entities, as explained in greater 

detail below. 

24. Attached as "Appendix F" hereto is a chart showing the present ownership 

structure of the SRIFNA-related entities,. 

25, As noted above .and explained in Section III.B. below, Aqua America would, 

upon closing of the Proposed Transaction, purchase 100% of the interests in Funding. As sucp., 

Funding and its direct and indirect subsidiaries, Holdings and PNG; would no longer be owned 

by SteelRiver's privately traded and managed funds; rather, Funding and its subsidiaries would 
. . . 

. . . . . . .. . .. . . . .. - . 

be 100% indirectly owned and controlled by Aqua America, a publicly traded company, 

III. DESCRIPTION OF THE PROPOSED TRANSACTION 

A. THE ACQUISITION 

26. Under the terms of the Purchase Agreement, Parent will sell, convey, transfer, 

assign and deliver to Aqua America all of the issued and outstanding membership inte_rests in 

Funding. Funding currently owns all of the authorized, issued, and outstanding limited liability 

interests in Holdings, which in turn owns all of the authorized, issued, and outstanding limited 

liability members in PNG, PNG is the sole owner of the authorized, issued, and outstanding 
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limited liability interests of the Peoples Companies, as well as other non-jurisdictional natural 

gas utilities and service providers. 

27. At the closing of the Proposed Transaction, Funding, its direct subsidiary 

(Holdings), and indirect subsidiary (PNG) would become wholly-owned direct and indirect 

subsidiaries of Aqua America. Thus, the Peoples Companies would become indirect subsidiaries 

of Aqua America. 

28. Among other things, the Applicants are seeking Commission approval of the 

change in control of Peoples Natural Gas and Peoples Gas that would occur as a result of Aqua 

America's acquisition of Funding, pursuant to Section 1102(a)(3) of the Code. 66 Pa. C.S. 

§ l l02(a)(3) .. 

· B. OWNERSHIP CHANGES ASSOCIATED WITH THE PROPOSED 
TRANSACTION 

29. As explained above, after the close of the Proposed Transaction Aqua America 

would indirectly own and control 100% of Funding. No new intermediate corporate entity 

would be created. between Aqua America .and Funding. : 

30. Cunently, the Peoples Companies are wholly-owned subsidiaries of PNG, PNG is 

the wholly-owned subsidiary of Holdings, and Holdings is the wholly-owned subsidiary of 

Funding. Therefore, Funding is the indirect parent of the Peoples Companies. 

31. Cunently, Funding is a wholly-owned subsidiary of Parent, which holds 100% of 

the membership interests in Funding. Immediately after the transfer by Parent, Agua America 

would wholly .own and hold 100% of the membership interests in Funding and become the 

indirect parent of the Peoples Companies. The post-closing structure of Aqua America is shown 

in "Appendix G." In accordance with the structure set forth in "Appendix G," the Applicants 

would continue to provide their respective services in their existing service territories. 
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32. Importantly, the Proposed Transaction would not result in any change of 

ownership associated with Aqua PA. As explained above, after the close of the Proposed 

Transaction, Funding would become a direct subsidiary of Aqua America and, therefore, a sister 

company to Aqua PA. As such, Aqua PA would remain a wholly-owned subsidiary of Aqua 

America. 

33. The Applicants herein are seeking Commission approval of the ownership 

changes described above to Peoples Natural Gas and Peoples 9"as, pursuant to Section 1102(a)(3) 

of the Code. 66 Pa. C.S. § 1102(a)(3). 

C. NON JURISDICTIONAL OWNERSHIP CHANGES ASSOCIATED WITH 
THE PROPOSED TRANSACTION 

34. As explained above, the Proposed Transaction would result in Aqua America 

becoming the indirect parent of PNG. 

35. Along with the Peoples Companies, PNG owns 100% of the interests in certain 

non-Commission jurisdictional natural gas utilities: Peoples Gas KY LLC ("Peoples KY"); Delta 

)'fatwa! Gas Gomp!llly, Inc. (''Delta"); !;lnd J:>eopl_es G~s WV LLC ("Peoples WV"),: As ~xpla,ined_ 

in Section IX below, Aqua America would obtain the approval of the Kentucky Public ·service 

Commission to acquire Peoples KY and Delta, and would also obtain the approval of the West 

Virginia Public Service Commission to acquire Peoples WV. 

36. In addition, Aqua America's acquisition of Funding would also result in the 

change in control of ce1iain non-Commission jurisdictional entities currently 'operating within the 

Funding and PNG corporate chain. Specifically, the acquisition of Funding would include the 

acquisition of the following non-jurisdictional indirect subsidiaries of. Funding and direct 

subsidiaries of PNG: PA Gas Marketing LLC; Peoples Service Company LLC; Peoples 

Homeworks LLC; Peoples Gathering LLC; Enpro, LLC; Delta Resources, LLC; and Delgasco, 
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LLC. PA Gas Marketing LLC is an existing legal entity but has no function at this time.6 

Peoples Service Company LLC provides various administrative management services to the 

Peoples Companies and their affiliates and receives services from the Peoples Companies. 

Peoples Homeworks LLC provides heating and cooling protection and restoration programs for 

homeowners, as well as programs for furnaces and air conditioners. Peoples Gathering LLC 

provides natural gas gathering pipeline services in the Commonwealth. Enpro, LLC, Delta 

Resources, LLC, and Delgasco, LLC are former subsidiaries of Delta Natural Gas Company, Inc. 

in Kentucky and are currently engaged in the business of buying and selling gas and operating 

production properties . 

. 37. . The Applicants' are .not seeking Commission approval associated with. Aqua 

America's acquisition of the aforementioned non-jurisdictional entities. 

D. FINANCING THE PROPOSED TRANSACTION 

38, The consideration to acquire Funding from Parent is a base price of $4.275 

billion, which includes a projected $1.3 billion of assumed debt, as adjusted pursuant to the terms 

of the Agreement. 

39. Aqua America would finance the consideration through a combination of equity 

capital and third party debt financing,· Aqua America has secured a fully committed bridge 

facility to fund the transaction, However, it is Aqua America's intent to raise permanent debt 

and equity capital for the long term utilizing multiple options. The financing would be stmctmed 

to maintain strong investment grade credit ratings. Aqua America anticipates issuing 

approximately $2.2 to $2.9 billion of common equity and equity linked securities. In addition, 

6 The Applicants anticipate that PA Gas Marketing LLC will be dissolved prior to closing on the Proposed 
Transaction. 
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Aqua America anticipates approximately $0.4 to $0.9 billion of incremental Aqua America debt 

issued to fund the remainder of the transaction. 

40. After the close of the Proposed Transaction, PNG's externally-financed secured 

debt would remain outstanding. In addition, intercompany debt owed by the Peoples Companies 

to PNG would.remain for its term. 

41. PNG will maintain credit ratings with two credit rating agencies as long as it has 

outstanding notes. 

42. Going forward, new debt would be raised either at the Aqua America or 

subsidiary level, as appropriate, based on market conditions. Aqua America would review 

private and public placement debt to achieve the best rates for ratepay~rs over the long term. 

The Applicants remain committed to securing financing sufficient to ensure that they continue to 

provide safe and reliable service to customers. 

43. Aqua America would maintain its capital structure for its water companies; and 

appropriate capital structures for the acquired natural gas compani_es. 

IV. LEGAL STANDARDS FOR COMMISSION APPROVAL 

A. STANDARD FOR REQUIRED SECTION 1102(a)(3) APPROVALS 

44. Section 1102(a)(3) of the Code, 66 Pa. C.S. § 1102(a)O), provides, in pertinent 

part, that the Commission's prior approval, evidenced by a ce1tificate of public convenience, is 

required: 

17770982v1 

For any public utility or an affiliated interest of a public utility ... 
to acquire from, or· to transfer to, any person or corporation ... by 
any method or device whatsoever, including the sale or transfer of 
stock and including a consolidation, merger, sale or lease, the title 
to, or the possession or use of, any tangible or intangible property 
used or useful in the public service. 
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45. To provide direction for future applicants, the Commission issued a Statement of 

Policy on October 22, 1994, to establish clear standards regarding the circumstances under which 

a transfer of voting interest constitutes a change in de facto control of the utility, which provides, 

in pertinent part, as follows: 

(1) A transaction or series of transactions resulting in a new 
controlling interest is jurisdictional when the transaction or 
transactions result in a different entity becoming the beneficial 
holder of the largest voting interest in the utility or parent, 
regardless of the tier. A transaction or series of transactions 
resulting in the elimination of a controlling interest is jurisdictional 
when the transaction or transactions result in the dissipation of the 
largest voting interest in the utility or parent, regardless of the tier. 

(2) For purposes of this section, a controlling interest is an 
interest, held by a person or group acting in concert, which enables . 
the beneficial holders to control at least 20% of the voting interest · · 
in the utility or its parent, regardless of the remoteness of the 
transaction. In determining whether a controlling interest is 
present, voting power arising from a contingent right shall be 
disregarded. 

52 Pa. Code§ 69.901. Thus, Commission approval is required for any transaction that creates or 

~linih,:iates. a cqntrol_l.ing :inter~st a;nd r~sult~ in ~ different entity becorn.ing the l~rgest votjng 

interest in a public utility company. The determination of the interests involved in a transaction 

considers all tiers of interest in the utility or parent of the utility and, thus, both direct and 

indirect ownership interests in a utility are considered under the Commission's Policy Statement.· 

46. Presently, 100% of the interests in Peoples Natural Gas and Peoples Gas are 

directly held by PNG and, therefore, are indirectly held by Funding. Under the, terms_ of the 

Agreement, all of the issued and outstanding limited liability company membership interests of 

Funding would be transferred to Aqua America. As a result of the proposed transfer of Funding, 

Aqua America would indirectly own all of the Peoples Companies' tangible and intangible 

public service property. 
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47. Further, pursuant to the Commission's Policy Statement, there would be a direct 

de facto change of control as a result of the proposed transfer of Funding because Aqua America 

would become the beneficial holder of all the voting interests in the Peoples Companies. 

48. Accordingly, each of Peoples Natural Gas and Peoples Gas must obtain a 

certificate of public convenience under Section 1102(a)(3) of the Code for Parent to trat;1sfer its 

ownership of Peoples Natural Gas and Peoples Gas to Aqua America. The Applicants also seek 

a certificate of public convenience under Section 1102(a)(3) of the Code to effectuate the 

Proposed Transaction because Aqua America, the parent of Aqua PA and Aqua PA Wastewater, 

would indireptly acquire 100% of the interests in Peoples Natural Gas and Peoples Gas, 

49, Section 11 OJ of the Code sets forth the procedure to obtain certifi~ates of public• 

convenience. Under Sections 1102 and 1103, the Applicants must demonstrate that the party to 

whom the assets and service obligations are being· transferred is technically, legally and 

financially fit. Seaboard Tank Lines, 502 A.2d 762, 764 (Pa. Cmwlth. 1985); Warminster 

Township Mun. Auth. v. Pa. Pub. Util. Comm 'n, 13 8 A.2d 240,243 (Pa. Super. 1958). 

50. However, unlike a new utility seeking Commission certification for the first time, 

Aqua America is presumed to be technically, legally and financially fit to assume control of the 

Peoples Companies by virtue of its long-standing existence and ownership of jurisdictional 

public utility service providers, e.g., Aqua PA. South Hills Movers, Inc. v. Pa. Pub. Util. 

Comm 'n, 601 A.2d 1308 (Pa. Cmwlth, 1992); Re Blue Bird Coach Lines, Inc., 72 PA PUC 262, 

285-286 (1990); Re V.lP. Travel Services, Inc., 56 PA PUC 625, 631 (1982). Significantly, the 

Commission has previously applied this presumption where the acquiring public utility provided 

service of a different nature than that of the public utility it acquired. See In re: Application of 

Pennsylvania Power & Light C[!mpany, P FG Gas, Inc., and North Penn Gas Company, Docket 
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Nos. A-120650F0006, A-122050F0003, 1998 Pa. PUC LEXIS 23, at *36-37 (Initial Decision 

dated May 1, 1998), adopted by, Opinion and Order, Docket Nos. A-120650F0006, A-

122050F0003, 1998 Pa. PUC LEXIS 33, *28 (Order dated July 24, 1998). Aqua America's 

technical, legal and financial fitness are described in Section VII of the Application. 

51. The Commission may issue a certificate of public convenience upon a finding that 

"the granting of such ce1iificate is necessary or proper for the service, accommodation, 

convenience, or safety of the public." 66 Pa. C.S. § 1103(a). This standard requires the 

Commission to find that the Proposed Transaction will "affirmatively promote the service, 

accommodation, convenience, or safety of the public in some substantial way." City of York v . 

.Pa. Pub. :Util. Comm 'n, 449 Pa. 136, 151, 295 A.2d 825, 828 (1972). The "substanti~ public 

interest" standard is satisfied by a simple preponderance of the evidence of benefits, and such 

burden can be met by showing a likelihood or proqability of public benefits that need not be 

quantified or guaranteed. Popowsky v. Pa. Pub. Util. Comm 'n, 594 Pa. 583, 611, 937 A.2d 1040, 

1057 (2007). Further, the substantial public benefit test does not require that every customer 

receive a benefit from the Proposed Transaction. Popowsky, at 617-18, 937 A.2d at 1061. 

52. The substantial affirmative benefits of the Proposed Transa~tion are described in 

Section VIII of this Application. 
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B. STANDARD FOR REQUIRED SECTION 2210(a) APPROVALS 

53. Section 2210(a) of the Code provides as follows: 

(a) General rule. --In the exercise of authority the commission 
otherwise may have to approve mergers or consolidations 
involving natural' gas distribution companies or natural gas 
suppliers or the acquisition or disposition of assets or securities of 
natural gas distribution companies or natmal gas suppliers, the 
commission shall consider: 

(1) Whether the proposed merger, consolidation, 
· acquisition or disposition is likely to result in 
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anticompetitive or discriminatory conduct, . 
including the unlawful exercise of market power, 
which will prevent retail gas customers from 
obtaining the benefits of a properly functioning and 
effectively competitive retail natural gas market. 

(2) The effect of the proposed merger, 
consolidation, acquisition or disposition on the 
employees of the natural gas distribution company 
and on any authorized collective bargaining agent 
representing those employees. 

66 Pa. C.S. § 2210(a). 

54, The Proposed Transaction is subject to the provisions of Section 2210 because it 

involves the acquisition of the property and securities of the Peoples Companies by Aqua 

America. 

55. Under Section 2210(a)(l) of the Code, the Commission is required to consider 

whether a proposed acquisition of a natural gas distribution company is likely_ to result in 

anticompetitive or discriminatory conduct. 66 Pa. C,S. § 2210(a). Additionallyi,the Commission 

is required to consider the impact that a proposed acquisition ·of a natural gas distribution 

. . . . 

company may have on the employees of the natural gas distribution company. 66 Pa: c.s: § 

221 0(a)(2). 

56. The requirements of Section 2210(a) are addressed m Section VI of this 

Application. 

C. BURDEN OF PROOF 

57. Section 332(a) of the Code provides that the party seeking a rule or order from the 

Commission has the burden of proof in that proceeding. 66 Pa. C.S. § 332(a). It is axiomatic 

that "[a] litiganfs burden of prnof before administrative tribunals as well as ~efore most civil 

proceedings is satisfied by establishing a preponderance of evidence which is substantial and 

legally credible." Samuel J. Lansberry, Inc. v. Pa. Pub. Util. Comm 'n, 578 A.2d 600, 602 (Pa. 
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Cmwlth. 1990). The preponderance of evidence standard requires proof by a greater weight of 

the evidence, Cmwlth. v. Williams, 732 A.2d 1167 (Pa. 1999). Consequently, as the parties 

seeking relief, the Applicants bear the burden of proving that the Proposed Transaction satisfies 

the requirements of Sections 1102; 1103, and 2210. 

58. Additionally, any finding· of fact necessary to support an adjudication of the 

Commission must be based upon substantial evidence, Met-Ed Indus. Users Group v. Pa. Pub. 

Util. Comm'n,-960 A.2d 189, 193 n,2 (Pa. Cmwlth. 2008) (citing 2 Pa. C.S. § 704). Substantial 

evidence is such relevant evidence as a reasonable mind might accept as adequate to support a 

conclusion, Borough of E. McKeesport v. Special/Temporary Civil Serv. Comm 'n, 942 A.2d 

274, 281 (Pa. Cmwlth. 2008). The "presence of conflicting evidence in the record does not mean. . . . . 

that substantial evidence is lacking." Allied Mechanical and Elec., Inc. v. Pa, Prevailing Wage 

Appeals Ed., 923 A.2d 1220, 1228 (Pa. Cmwlth. 2007) (citation omitted). 

V. EFFECT OF THE PROPOSED TRANSACTION ON RATES 

59. The Proposed Transaction would not have an immediate effect on rates. At 

closing of the Proposed Transaction, the water and wastewater tariffs of Aqua PA and the natural 

· gas tariffs of Peoples Natural Gas and Peoples Gas would· remain in full force and effect. 

Because the Applicants' base rates would remain in effect, as they may be amended fro!1} time to 

time in accordance with the law, the Proposed Transaction would not have an adverse -effect on. 

the Applicants' base rates. 

60, The Proposed Transaction is not expected to have any adverse impact on the cost 

of equity for ratemaking purposes. ~e Peoples Companies would have access to equity capital 

raised by Aqua America in the public marketplace, as explained further in Section VIII. 
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61. Finally, the Applicants note that no claim to recover the transaction costs and/or 

acquisition premium associated with the Proposed Transaction would be made in future base rate 

cases. 

VI. EFFECT OF THE PROPOSED TRANSACTION ON COMPETITION AND 
EMPLOYEES 

62. As noted above, under Section 2210(a)(l) of the Code, the Commission is 

required to consider whether a proposed acquisition of the securities of a natural gas distribution 

company is' likely to result in antiGompetitive or discriminatory conduct. 66 Pa. C.S. § 2210(a). 

63. The Proposed Transaction would not result in anti-competitive or discriminatory 

conduct in the re!ail market for natural gas in Pennsylvania, nor would it have any adverse effec~ 

on the retail natural gas market in Pennsylvania. The Proposed Transaction would not result in 

any changes to the gas operations or customer choice programs of Peoples Natural Gas and 

Peoples, Gas. All rates, terms and conditions that have an impact on retail competition in the 

Peoples Companies' respective service territories would remain unaffected by the Proposed 
. . . 

Transaction. 

64. In addition, under Section 2210(a)(2) of the Code, the Commission is also 

required to consider the impact that a proposed acquisition of a natural gas distribution company 

' 
may have on th:e employees of the natural gas distribution company. 66 Pa. C.S. § 2210(a)(2). 

65. Unlike an acquisition situation where an existing gas company, potentially from 

outside Pennsylvania, would acquire the Peoples Companies, the Proposed Transaction through 

Aqua America ownership would not have an adverse impact on the employees of the Peoples 

Companies. Under the Proposed Transaction, the Peoples Companies would maintain· current 

employees and Pittsburgh-based leadership. The Proposed Transaction does not contemplate the 

elimination of employees or leadership; rather, it would maintain the existing expertise in the 

20 
17770982vl 



Joint Applicants Exhibit DJS-1 

Page 21 of190 

field of natural gas operntions and management provided by the existing employees and 

Pittsburgh-based leadership of PNG, Peoples Natural Gas and Peoples Gas. 

66. Moreover, the combined, larger entity would provide employees with enhanced 

opportunities for career development, as explained in greater detail in Section VIII below. 

67. Furthermore, after the acquisition, the Peoples Companies would continue to 

honor the requirements of all union collective bargaining agree~ents, and treat all union 

employees in accordance with the National Labor Relations Act and other legal requirements, 

The Peoples Companies would also maintain their outstanding pension fund balances, 

VII. TECHNICAL, LEGAL AND FINANCIAL FITNESS 

A. · AQUA AMERICA IS TECHNICALLY FIT TO OWN AND CONTROL 
THE PEOPLES COMPANIES 

68. Aqua America is the second largest investor-owned water utility in the country 

and is a financially strong, owner and manager of pipe-based utility assets in the United States. 

Aqua America owns and o_perates 1,486 water systems across its eight-state footprint, producing 

more than 82 billion gallons of quality drinking water in 2017, The average capital budget for 

Aqua America's subsidiaries is approximately $500 million per year throughout its eight state 

service territories, Its sources of drinking water include three different types of water sources 

serving 2.3 million people. 

69. In addition, Aqua America, Peoples Natural Gas and Peoples Gas utilize 

surcharge mechanisms to manage their capital investments. Seven states in which Aqua America 

operates water utilities and five states in which Aqua America operates wastewater utilities 

permit Aqua America's subsidiaries to add a surcharge to their respective bills to offset the 

additional depreciation and capital costs associated with capital expenditures related to replacing 

and rehabilitating infrastructure systems, with a focus on distribution pipe. Similarly, both 
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Peoples Natural Gas and Peoples Gas utilize surcharge mechanisms to manage their capital 

investments within Pennsylvania. 

70. Moreover, Aqua America has significant experience owning and managing public 

utility infrastrncture in Pennsylvania. Its wholly-owned subsidiaries, Aqua PA and Aqua PA 

Wastewater, provide water and wastewater services to over 435,000 water customer accounts 

and 24,000 wastewater customer accounts (representing a population of approximately 1.4 

million people). In providing water and wastewater service to Pennsylvania customers, Aqua PA 

has significant expertise in owning and operating pipeline public utility assets in conformance 

with the Code and the Commission's regulations and orders.• 

· 71. · Aqua PA' s jnvestment in the state's water and wastewater infrastructure continues 

to benefit customers and the environment alike. When Aqua PA first began to accelerate 

pipeline replacement in 1996, Aqua PA's pipes were on a 900-year replacement cycle. Today, 

that has been significantly reduced to a 90-year replacement cycle. The benefits· ofAqua P A's 

main replacement program have been most dramatic in its southeastern division, which is the 

largest division with 4,600 miles of main that serve approximately one million people. Main 

breaks in the southeastern division have been reduced by 70% to an all-time low of eight breaks 

per 100 miles of pipe, per year, ·and customer complaints have fallen by 59%. Non-revenue 

water also continues to trend downward, reducing expenses for power and treatment chemicals. 

72. Imp01tantly, Aqua America also has significant experience implementing and 

managing Commission-approved Long Term Infrastructure Improvement Plans ("L TIIPs") 

involving the replacement of aging pipeline infrastructure throughout the Commonwealth of 

Pennsylvania. Aqua PA currently maintains separate LTIIPs for its water and wastewater assets, 

and regularly meets its LTIIP goals. Over the past 10 years, Aqua PA has replaced more than 

22 
l7770982vl 



Joint Applicants Exhibit DJS-1 

Page 23 of 190 

1,300 miles of pipe, and invested over $1.1 billion in pipeline replacement, Aqua PA is currently 

replacing 2.3% of its mains per year, consistent with its Commission-approved LTIIP. 

73. An additional, important key factor in demonstrating technical fitness is the fact 

that the same highly-experienced teams already in place at PNG and the Peoples Companies 

would continue to lead the natural gas operations of the Peoples Companies after closing. The 

Proposed Transaction retains the existing employees and Pittsburgh-based leadership of the 

Peoples Companies responsible for the safe, reliable and efficient operation of these companies. 

This includes Morgan O'Brien and his leadership team. As a result, Aqua America would have 

access to the intellectual capital and experti_se in natural gas operations and management of the 

Peoples Companies' existing te~s. Maintaining the existing management and experience of the 

Peoples Companies will be a valuable tool in addressing the challenges faced by natural gas 

distribution companies. 

74. For these reasons, Aqua America, together with the Peoples Companies' current 

management and employees, have the managerial and utility experience necessary to effectuate 

the change of control contemplated by the Proposed Transaction and operate Peoples Natural 

. Gas and Peoples Gas in the public interest. 

B. AQUA AMERICA IS LEGALLY FIT TO OWN AND CONTROL THE 
PEOPLES COMPANIES 

75. Aqua America is also legally fit to own and operate Peoples Natural Gas and 

Peoples Gas. Aqua America and its subsidiaries are in compliance with all federal and state 

laws, and have never been prosecuted, indicted or investigated for criminal activity in the United 

States or any other country. 

76. In order to reinforce its culture of compliance, Aqua America has also engaged 

numerous outside law firms to handle various specialized matters, including on-going 
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compliance with the Public Utility Code and this Commission's regulations, rules and orders. 

Additionally, Aqua America has access to an internal team of legal counsel and regulatory 

experts responsible for ensuring compliance with all applicable laws. Similarly. the Peoples 

Companies also have an internal team of legal counsel and regulatory experts, who would be 

retained following the acquisition. 

77, For these reasons, Aqua America is legally fit to own and operate Peoples Natural 

Gas and Peoples Gas. 

C. .AQUA AMERICA IS FINANCIALLY FIT TO OWN AND CONTROL 
THE PEOPLES COMPANIES 

78. Aqua America is a publicly traded company that has substantial experience in 

raising both debt and equity capital in the public marketplace for approximately 130 years. 

Throughout its history, Aqua America has made m~or acquisitions of public utility companies 

and assets. For example, Philadelphia Suburban Corporation ("PSCH), the predecessor entity of 

Aqua America, acquired Consumers Water Company ("Consumers,,) for a total enterprise value 

of C;lpprqxim~tely $464 million in a d~al th~t clo_sed on Mi:irch J 1, 1999. The equity col).sideration 

consisted of approximately $289 million in PSC stock. At the time of the transaction, 

Consumers had approximately 230,000 connections throughout five states. The acquisition, 

when closed, created the second largest water utility in the United States, adding significant scale 

and efficiency as it combined two of the best-run water utilities in the country. In addition, PSC 

acquired AquaSource, Inc. ("AquaSource") in a transaction that closed on July 31, 2003. PSC 

acquired AquaSource for a total enterprise value of approximately $205 million, The 

consideration consisted of 100% cash, financed with equity and debt raised by PSC. The deal 

expanded PSC's customer count by 20%, adding 130,000 new customers from 11 states. The 

acquisition allowed PSC (which later changed its name to Aqua America) to invest in and 
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rehabilitate infrastructure across an increased geographic platform and fmther improve our 

nation, s infrastructure. 

79. Aqua America also has substantial experience with post-acquisition integration 

planning and execution. More recently, Aqua America has added approximately $100 million of 

rate base from three municipal acquisitions in 2018 and expects to add another approximately 

$100 million in 2019 from other binding commitments. Aqua America and its subsidiaries have 

worked cooperatively with state agencies over time and been willing to step in and take over or 

assist with troubled wate; and wastewater systems for the public good that typically need 

significant infrastructure upgrades. Examples of Aqua America,s efforts to acquire or assist 

troubled water and wastewater systems: in Pennsylvania include its acquisitions of the Sun 

Valley, Emlenton and Washington Park systems, and its assistance of the North Heidelberg 

system. These acquisitions demonstrate Aqua America's ability: (1) to acquire companies and 

assets and finance the growing capital needs associated with owning and operating public utility 

companies and assets; and (2) to finance and meet .the growing capital needs associated with 

owning and operating public utility companies and assets. 

80. Furthermore, Aqua American's ownership and operation of Aqua PA 

demonstrates a substantial commitment to invest significant, publicly~raised capital resources to 

further improve customer service, customer satisfaction, and pipeline infrastructure, while 

maintaining reasonable and competitive rates. Through these capital investments, Aqua ·PA has 

s.atisfied, and.in many cases exceeded, its prior commitments regarding the replacement of aging 

water and wastewater pipeline infrastructure and has successfully completed the acquisition of 

numerous troubled municipally-owned water and wastewater systems. In addition, Aqua PA 
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regularly completes successful base water and wastewater rate proceedings before the 

Commission. 

81. Aqua America is a publicly traded company and, therefore, has access to a broad 

range of capital in all markets. Simila!' to Aqua PA, significant, publicly-raised capital resources, 

obtail).ed through Aqua America, will be readily available to support Peoples Natural Gas's and 

Peoples Gas's ongoing operations, including necessary and appropriate future changes and 

improvements. 

82. In addition, Aqua America would be able to meet the increased capital 

requirements of Peoples Natural Gas and Peoples Gas in Pennsylvania, and the capital 

requirements of the other PNG subsidiiµ-ies in other states, In :order to finance the Proposed 

Transaction, Aqua America would secme a combination of equity capital and third party debt 

fina_ncing. See Section III.D, supra. FU1thermore, after the close of the Proposed Transaction, 

Aqua America would continue securing financing sufficient to ensure that Aqua PA and th~ 

Peoples Companies continue to provide safe and reliable service to customers. See Section 

III.D., supra. 

83. Finally, Aqua America would be able to raise and secme an additional $300-400 

million annually to suppo1t Peoples Natural Gas's and Peoples Gas's commitments for the 

replacement of aging pipeline infrastructure. As evidenced by Aqua America's history ofraising 

capital for its $500 million annual capital program, Aqua America would be able to secure 

financing to support the Peoples Companies' infrastructure replacement program. 
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VIII. THE PROPOSED TRANSACTION WILL BENEFIT CUSTOMERS AND THE 
COMMUNITIES 'SERVED 

A. THE PEOPLES COMPANIES WILL BE PUBLICLY OWNED 

84. The Peoples Companies have prospered under SteelRiver ownership. In addition, 

both SteelRiver and SRIFNA made substantial commitments in prior acquisition proceedings to 

address the concerns raised by equity fund ownership of public utilities in response to the ten

factor test set forth in Application of Penn Estates Utilities, Inc., Docket Nos. A-210072F0003, 

et al., 2006 Pa. PUC LEXIS 88, 252 P.U.R.4th 131 (Order dated Oct. 2, 2006). 

85. Notwithstanding, the transfer to a publicly-traded corporation would provide 

important benefits. 

86. One .benefit from public o~ershlp would be expanded :access to equity capital. 

Aqua America raises equity capital through public stock issuances. As a result, the Peoples 

Companies, through Aqua America, would have access to equity capital that can be raised in all 

markets. 

87. As e?(plaip.ed in Section _VU, _abo'v_e, Aqua America has be~n a~d is ~nticipateq to : 

be able to obtain the equity capital needed to finance substantial infrastructure investment. 

88. As a subsidiary of Aqua America, the Peoples Companies are expected to be able 

to raise the substantial amount of debt needed fodnfrastructure replacement at a cost equal to, or 

lower than, the cruTent cost incurred by the Peoples Companies, at comparable tenors. 

89. Foll~wing acquisition by Aqua America, corporate governance of the Peoples 

Companies would be transparent. As a publicly traded company, Aqua America is subject to 

numerous reporting requirements that provide information to shareholders, government agencies 

including the Commission, and the public. Among the various reporting requirements that 

would apply to corporate governance of the Peoples Companies following the acquisition would 
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be the Sarbanes-Oxley Act of 2002. Aqua America is currently subject to the provisions of 

Sarbanes-Oxley. Further, Aqua America is subject to all reporting requirements of the New 

York Stock Exchange and the United States Securities and Exchange Commission, including 

requirements to submit executive compensation to its shareholders, hold annual voting on all of 

its directors, hold all employees accountable pursuant to a comprehensive and published Code of 

Ethics, provide oversight and governance pursuant to published Corporate Governance 

Guidelines, and provide a detailed repo1t on its operations and maintenance expenses, revenues, 

and other financial repo1ting, 

90. Aqua America is also a long-term investor in utility operations, focused on long-

. term ownership of utility assets .. Aqua has owned and operated water systems in Pennsylvania . 

for over 130 years. Aqua has owned and operated water systems in other states since 1999, and 

has owned and operated wastewater systems since 1996. Aqua America1s overwhelming focus_ 

has been on regulated utility operations, and currently less than 1 % of Aqua Arnerica1s revenues 

·come from unregulated operations. 
. . 

·91, Aqua America would bring substantial transparency as to capital struct~re. As 

explained above, acquisition debt would be raised publicly, and cunent plans are to raise debt to 

support the capital programs at either holding company or operating company levels through 

either public or private markets. Separate capital structures would be maintained for gas and 

water/wastewat~r operations for the foreseeable future, to appropriately reflect the separate 

business risks of these utility operations. 

92. Aqua America would also provide full transparency with respect to its corporate 

structure. As a publicly held corporation, Aqua America1s subsidiary ownership and 
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organization will be completely transparent, including the ownership of subsidiaries that are not 

in the chain of ownership of Aqua PA or the Peoples Companies. 

93, Finally, as a publicly held corporation, Aqua America's creditwo1thiness is and 

would be a matter of public knowledge. 

B. AQUA AMERICA'S AND THE PEOPLES COMPANIES' COMBINED 
INFRASTRUCTURE EXPERIENCE WILL BENEFIT BOTH GAS AND 
WATER/WASTEWATER OPERATIONS. 

94. Aqua America's water and wastewater subsidiaries and the Peoples Companies 

both have substantial experience in infrastructure replacement. This experience will be 

beneficial to customers and the public in a combined company in the future, 

95. AquiAmerica's subsidiaries have replac~d a substantial amount of infrastructure. 

Over the past 10 years, Aqua America water subsidiaries have invested approximately $3.5 

billion in infrastructure improvements which includes replacement of approximately 1,600 miles 

of mains. Aqua America's subsidiaries would continue these levels of expenditures over- the 

foreseeable future. 

96. The Peoples Companies have ·substantially increased. their expenditures· on 

infrastructure replacement. Under their cunent Commission-approved Combined Distribution 

LTIIP, the Peoples Companies will replace approximately 650 miles of main, and remove the "at 

risk'' pipe from approximately 71,000 customers over the next five years. 7 Over the five-year 
' 

term of their Combined Distribution LTIIP, the Peoples Companies will spend approximately 

$880 million on infrastructure replacement. Aqua America commits to continue the Combined 

Distribution LTIIP following the acquisition as approved by the Commission. In addition, Aqua 

America commits to reviewing the current Combined Distribution LTIIP and considering a more 

aggressive program to benefit the Peoples Companies' customers. 

7 The Peoples Companies will be replacing both company-owned and customer-owned at-risk services. 
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97. Sharing of best practices in infrastructure replacement is anticipated to further 

improve efficie11:cy in replacement of underground pipe for both gas and water/wastewater 

operations. Some of the ways in which best practices may imprnve efficiency in pipeline 

replacement include contracting, tracking of pipe in need of replacement and experience in 

replacing pipe in urban areas. 

98. The Peoples Companies have submitted their annual Section 1307(f) filing 

regarding the Peoples Companies' annual adjustment and reconciliation of their natural gas costs 

through the ratemaking process. Under the terms and conditions of the Commission-approved 

partial settlement of the Peoples Companies' 2018 Section 1307(f) prnceedings, the Peoples 

Companies agreed to Unaccounted for Gas ("UFG") t~gets and.the Combined:UFG Mitigation 

Plan related to their gathering systems for the upcoming three-year period. Aqua America 

commits to support . co~tinuation. of the Combined UFG Mitigation Plan following the 

acquisition. 

C. EMPLOYMENT BENEFITS 
. . . 

99. The acquisition of the Peoples Companies by Aqua America would riiainfainj6bs 

in Pennsylvania, and provide expanded job opportunities for both gas and water/wastewater 

employees. 

100. The sale of the Pe~ple~ Companies to a public company based in Pennsylvania 

would retain Pennsylvania jobs. Aqua America intends to maintain separate headquarters for its 

• gas (Pittsburgh) and water/wastewater (Bryn Mawr) operations. 

101. Aqua America will honor the existing union contracts and pension plans of the 

Peoples Companies. 
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102. Aqua America will not alter its water and wastewater employee levels as a result 

of the acquisition and will continue ·to execute the infrastructure replacement plans of its water 

and wastewater subsidiaries, as disclosed in its LTIIPs filed with the Commission. 

103. The combination of ownership of the gas and water/wastewater operations also 

will provide additional advancement opportunities for employees. Aqua America intends to 

allow employees from the Peoples Companies to bid on job openings at Aqua America and the 

Aquawater/wastewater operations, and vice versa. 

D. LONG-TERM EFFICIENCIES FROM THE ACQUISITION 

104. Both Aqua America and the Peoples Companies share complementary core 

c01npetencies. These inchide .expertise .in pipeline replac~ment, strong relationships with 

customers, credibility with regulators and advanced operational efficiency. All of these would 

create long-term value for stakeholders. 

105. To the ~xtent shared information technology ("IT") systems can be utilized and 

create efficiencies, Aqua America would seek to implement these efficiencies over time. A 
. . 

. . . .. .. . . . . . . . . . 
shared IT system will likely be developed in the next several years following the Proposed 

Transaction, which will benefit both gas and water operations. 

106. The Peoples Companies installed a new SAP Technology Platform, following 

acquisition by SRIFNA. Aqua America does' not currently utilize a standardized technology 

platform and would certainly benefit from transitioning onto a new SAP Technology Platform in 

the future for its water and wastewater operations. 

107. If both the gas and water/wastewater operations operate from the same platform, 

Aqua America would be able to develop a large, multi-utility service company. At that time, 

Aqua America can leverage a larger platform to create a more efficient and effective overhead 

strncture than can be possible for each operation on a standalone basis. This may benefit areas 
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such as finance, human resources, regulatory, IT and supply chain. A single IT platform also 

may improve the efficiency of customer services, . 

108. Economies of scale with a larger customer base of both gas and water will allow 

for greater investment in technology solutions that will enhance customer service tools as well as 

technology tools for enhanced management of similar activities, including the design and 

engineering. of pipe replacement programs, mapping of pipelines, and other improvements and 

work efficiency tools that might not be economical on a standalone basis. 

E. COMMUNITY PRESENCE 

109. Aqua America has a substantial community presence throughout Pennsylvania. 

Aqua, PA currently serves customers in 32 counties across: Pennsylvania. This community 

presence will increase with the acquisition of the Peoples Companies, which currently serve 

customers in 18 counties in western Pennsylvania. 

110. Aqua America's mission is to protect and provide Earth's most essential resource, 

Aqua America, and in particular Aqua PA, is committed to the communities it serves, its 

eustomers, and the. environment. . Giving back to the communities in which Aqua Ameri~a's 

subsidiaries operate is pati of the Aqua America culture. For instance, Aqua America's 

subsidiaries, including Aqua PA, participate in various volunteer opportunities throughout the 

year including food banks, bike-a-thons, Habitat for Humanity, and the American .Red Cross, 

with specific focus on making an impact in the communities within its operating subsidiaries' 

$ervice territories. Additionally, environmental initiatives serve as a focal point for the Aqua 

America, through support of river and watershed associations and volunteer opportunities such 

as tree planting and sh·eam clean ups. Supporting nonprofit organizations through volunteer 

activities furthers the mission of.Aqua America's corporate giving and volunteer program. 
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111. Community commitment is one of the Peoples Companies' core values and the 

Peoples Companies have an active community presence in western Pennsylvania. The Peoples 

Companies make financial commitments- to comm~ity and charitable organizations throughout 

their service territories - to both large organizations and small. Among the organizations that the 

Peoples Companies support are the Salvation Army, United Way, Leukemia/Lymphoma Society, 

Dollar Energy Fund, March of Dimes, and Greater Pittsburgh Literacy Council. The Peoples 

Companies also have a very active Volunteer Activities Committee and offer ongoing volunteer 

events such as collecting and packaging food in partnership with local food banks, cleaning the 

rivers with Paddle without Pollution, mentoring youths through Big Brothers Big Sisters or 

providing winter outerwear for children with the Salvation Army'.s Pr~ject Bundle TJp. 

112.. Aqua America would maintain the community presence of the Peoples· 

Companies following consummation of the acquisition, including retaining gas operations 

headquarters in Pittsburgh. 

F. AFFILIATE RELATIONSHIPS 
. . . . . .. . . . . . . . 

113. Aqua America has very limited non-utility operations. Excluding its _service 

company, less than 1 % of revenues and 0.2% of assets are from non-utility operations. 

114. The assets to be acquired through the Proposed Transaction also would be 

overwhelmingly utility assets. There are no current plans to expand the scope of non-utility 

operations. 

115. After closing, the current plan will be to evaluate specific functions that more 

appropriately belong in a shared services company. 

116. Aqua America commits to updating and filing the necessary affiliated transaction 

agreements at the appropriate time. 
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IX. OTHER REGULATORY AND SHAREHOLDER APPROVALS 

117. Aqua America plans to complete the Proposed Transaction as soon as possible, 

after all regulatory approvals have been obtained. The Applicants respectfully request approval 

of the Application on or before the May 23, 2019 public meeting date. 

118. In addition to approval from this Commission, the Proposed Transaction also 

requires approval from the Kentucky Public Service Commission and the West Virginia Public 

Service Commission for the change in control of the natural gas utilities operating in those states. 

119. The Proposed Trai:isaction is also subject to federal clearances under the Hart

Scott-Rodino Antitrust Improvements Act. No approvals from the Federal Energy Regulatory 

. Commission ~e required to effectuate the Proposed Transaction. 
. . 

120. Shareholder approvals are not required to effectuate the Proposed Transaction, 

121. Finally, to the extent that any affiliated interest agreement approvals by the 

Commission are required by the Proposed Transaction, the Applicants will submit the relevant 

affiliated interest agreements for Commission review and approval after the close· of the 

. -

·Prop·osed Tran·saction. · 

X. ADDITIONAL SUPPORTING DATA. 

122. The following appendices, containing additional information in support of this 

Application, are attached hereto: · 
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• Appendix A - The Agreement and Associated Buyer and Seller Disclosures 
[HIGHLY CONFIDENTIAL - FILED UNDER SEAL] 

• Appendix B - Chart of Present Ownership Structure of Aqua Entities 

•· Appendix C - Map of Existing Aqua PA Water and Wastewater Service 
Tenitories 

• Appendix D - Map of Existing Peoples Natural Gas Se1vice Territory 
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• Appendix E - Map of Existing Peoples Gas Service Territory 

• Appendix F - Chart of Present Ownership Structure of SRIFNA Entities 

• Appendix G - Pro Forma Post-Acquisition Corporate Organization Chart of 
Aqua Entities 

• Appendix H - Form 10-K of Aqua America as of December 31, 2017. 

• Appendix I - Income Statement and Balance Sheet of Aqua PA as of 
December 31, 2017. 

• Appendix J - Income Statement and Balance Sheet of Peoples Natural Gas as 
of December 31, 2017. 

• Appendix K - Income Statement and Balance Sheet of Peoples Gas as of 
December 31, 2017. 

123. The Applicants also intend to file the following pieces of Direct Testimony, and 

incorporate these statements as a part of this Application by reference: 

• Joint Applicants' Statement No. I - Direct Testimony of Christopher H. 
Franklin, Chairman, Chief Executive Officer and President of Aqua America 

• Joint Applicants' Statement No. 2 - Direct Testimony of Dan Schuller, 
Executive Vice President and Chief Financial Officer of Aqua America 

• · Joint Applkants'· Statement No: 3:...:. Direct Testimony of Morgan O'Brien, 
President and Chief Executive Officer of Peoples Natural Gas and PNG 

• Joint Applicants' Statement No. 4 - Direct Testimony of Rick Fox, Executive 
Vice President and Chief Operating Office, Regulated Operations of Aqua 
America 

• Joint Applicants' Statement No. 5 - Direct Testimony of Jim Barbato, Vice 
President, Corporate Engineering of Aqua America 

124. Finally, all annual repo1is, tariffs, certificates of public convenience, applications, 

securities certificates, and similar· documents previously filed by the Applicants are made a part 

hereof by reference. 
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WHEREFORE, for all the foregoing reasons, the Applicants respectfully request that the 

Pennsylvania Public Utility Commission approve and issue the necessary certificates of public 

convenience to: 

(1) Transfer the control of Peoples Natural Gas Company LLC and Peoples Gas 

Company LLC to Aqua America, Inc., by way of the purchase of LDC Funding 

LLC by Aqua America, Inc,; and 

(2) Grant any other approvals or ce1tificates appropriate, customary, or necessary under 

the Public Utility Code to carry out the transactions contemplated in this 

Applic~tion in a lawful manner .. 

Kimberly A. Joyce (ID# 86605) 
. Alexander R._ Stahl (ID# 317012) 

. . Regulatory Counsel . . 
Aqua America Inc. 
762 West Lancaster Avenue 
BrynMawr,PA 19010 
Phone:610-645-1077 
E-mail: kajoyce@aquaamerica.com 
E-mail: astahl@aquaamerica.com 

Date: November 13, 2018 
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Respectfully submitted, 

Michael W. Gang (ID # 25670) 
Michael W. Hassell (ID#· 3.4851) 
Garrett P. Lent (ID# 321566) . 
Post & Schell, P.C. 
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Aqua America Corporate Structure 

Aqu.J Oh10. Inc. 
AQUJ 

Pennoylv,m1a, 
Inc. 

.. 

Aqua An,erica. 
Inc 

Aqua Nor1h 
C..1rolin.J, Inc. 

AquJ Texas. Inc. 
J\qua Serv1u_·s, 

Inc. 

Aqua Re'.:·,ources, 
Inc 

*The above corporate structure shows the active first tier operating subsidiaries of Aqua America 
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I 

Peoples Service Co. LLC 
(Pennsylvania) 

I 

Peoples Natural Gas Peoples Gas 
CompanyLLC WVLLC 
(Pennsylvania) (West Virginia) 

Peoples Gas Company LLC 
(Pennsylvania) 

LDC Parent LLC 
(Delaware) 

LDC Funding LLC 
(Delaware) 

I 

LDC Holdings LLC 
(Delaware) 

PNG Companies LLC 
{Delaware) 

Peoples Homeworks LLC 
(Delaware) 

PA Gas Marketing LLC 
(Pennsylvania) 

: Delta Natural Gas Co., Inc. 
{Kentucky) 
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I 

Enpro, LLC 
{Kentucky) 

Peoples Gas PNG Gathering LLC Delta Resources, LLC Delgasco, LLC '"KYLLC 
(Kentucky) 

(Delaware) (Kentucky) (Kentucky) 
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Post-Transaction Corporate Structure 

*The above corporate structure shows the active first tier operating subsidiaries of AA 
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UNITED STATES 
SECURITIES AND EXCHANGE COl\-IMISSION 

WASHINGTON, D.C. 20549 

FORMlO-K 

0 ANNUAL REPORT PURSUANT TO SECTION 13 or 15(0) OF TIIE SECURITIES EXCHANGE ACT OF 1934 

For the fiscal year ended December 31, 2017 

Or 
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• TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF TIIB SECURITIES EXCHANGE ACT OF 1934 
For the transition period from ____ to ___ _ 

Commission File number 1-6659 

AQUA AMERICA, INC. 
(Exact name of registrant as specified in its charter) 

Pennsylvania 23-1702594 
(State or other jurisdiction ofincmporation or organization) (I.RS. Employer Identification No.) 

762 W Lancaster Avenue, Bryn Mawr.Pennsylvania 
(Address of principal executive offices) 

(610) 527-8000 

(Registrant's telephone number, including area code) 

Securities registered pursuant to Section 12(b) of the Act: 

19010-3489 
(Zip Code) 

Title of each class 
Common stock, pat value $.50 per share 

Name of each exchange on which registered 
New York·Stock Exchange, Inc. 

Securities registered pursuant to Section 12(g) of the Act: None. 

Indicate by check mark if the registrant is a well-known seasoned issuer, as defmed in Rule 405 of the Securities Act. 
@Yes • No 

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. 
• Yes @No 

Indicate by check mark whether the registrant (I) has filed all reports required to be filed by Section 13 or 15(d) of the Securities E.~change Act of 1934 during the preceding 12 
months (orfor such shorter period that the registrant was required to file ~uch reports), and (2) has been subject to such filing requirements for the past 90 days. 0 Yes • No 

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, eveiy Interactive Data File required to be submitted and 
; poste<l:pitrsua~t to Rule 405 o(Regulalion S-T during the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files) .. 

@Yes • No · · · · · · · · · · · · · ·· · · · · · · 

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 ofRegulation S-K is not contained herein, and will not be contained, to the best ofregistrant's 
knowledge, in defmitive proxy or information statements incorporated by reference in Part [If of this Form 10-K or any amendment to this Form 10-K. • 
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting company or emerging growth company. 
See the definitions of"large accelerated filer," "accelerated filer," "small reporting company," and "emerging growth company" in Rule 12(b)-2 of the Exchange Act.: 
Large accelerated filer 0 Accelerated filer • 
Non-accelerated filer • (do not check if smaller reporting company) Small reporting company • 
Emerging growth company• 
Ifan emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new or revised financial 
accounting standards provided pursuant to Section 13(a) of the Exchange Act. • 
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). • Yes @No 

The aggregate market value of the voting and non-voting common equity held by non-affiliates of the registrant as of June 30, 2017: $5,901,277,615 

The number of shares outstanding of the registrant's common stock as of Februaiy 13, 2018: 177,750,505 

DOCUMENTS INCORPORATED BY REFERENCE 

(I) Portions of the definitive Proxy Statement, relating to the 2018 annual meeting of shareholders of registrant, to be filed within 120 days aflerthe end of the fiscal year 
covered by this Form 10-K, have been incorporated by reference into Part Ill of this Fonm 10-K 
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS 

Cettain statements i11 this Annual Repqrt onFo)1n 10-K (the "Annual Report'~)·are forward-looking statements 
within the meaning ofSection27A of the Secul'ities Act of 1933 and Section 21E of the Securities Exchange Act of 1934 
that are made based upon, among other things, our current assumptions, expectations, plans, and beliefs conceining future 
events and their potential effect on us. These forward-looking statements involve risks, uncertainties arid other factors, 
many of which are outside our control that may cause ou1• ~ctual res1,1Jts, performance or achievements to be materially 
different from any future results, performance or acbie.vements expressed or implied by these forward-looking statements. 
In some cases you can identify forward-looking statements where statements are preceded by, followed by or include the 
words ''believes,,. "expects," "anticipates,'; "plans/' "ruture," "potential,!! "probably," ••predictions," "intends/' "will,'' 
''continue," "in the event" or the negative of such te1·ms 01· similar expressions. Forward-looking statements in this 
Annual Repo1t include, btti are not limited fo, statements regarding: 

• recovery of capital expenditures and expenses in rates; 
• projected capital expenditures and related funding requirements; 
• 01.1r capabiHiy tQ pur~ue timely rate increase requests; 
• the avaiiability and cost of capital financing; 
• developments, trends and consolidation in the watel' arid wastewater utility and infrastt·i1ct11re industries; 
• dividend payment projections; . 
• opp01tim:itie$ for f.uture .acqui.sition.s, bot~ witl}in and out~ide t~e water an~ wastewater industry, the su.ccess. 

ofperiding acquisitions and the impact of future acquisitions; · . . · · . 
• the capacity of Qlll' water supplies, water facjlitles and wastewater facilities; 
• the impactoffederal and/or state tax policies, including changes in tax laws and policies as a 1·esult of the 

recently enacted Tax Cuts and Jobs Act, and the regulatory treatment of the effects of those policies; 
• the impact of geographic dive1:sity o~ Qur exposure to unusual w1;1ather; 
• the impact of conservation awareness of customtirs and more efficient plumbing fixtures and applianctis on . 

water usage per customer; ,, 
• our autl1Qrity to carry on 001· ~usiness witho1,1t unduly burdensome restrictions; 
• the continuation of investments in strategic ventures; 

• • our ability to obtain fafr tharket value for condemned assets; .. 
• the impact of.fines and penalties; · · 
• the impact of changes in and compliance with governmental Jaws, regulations and policies, i11cludi1tg those 

dealing With taxation, the envh'onment,,health and water quality, and public utility regulation; 
• the impact of decisions of govemmental and regulatory bodies, including decisions to raise or l<;iwer rates; 
• the development of new services and technologies by us or our competitors; 
• the avaiJabi lity of qualified personnel; 
• the condition of our assets; 
• the impact of legal proceedings; 
• general economic conditions; 
• acquisition-related costs and synergies; 
• the sale of water and wastewater divisions; and 
• the amount of income tax deductions for qualifying utility asset improvements and the Internal Revenue 

Service's ultimate acceptance of the deduction methodology. 
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Because forward-looking statements involve risks and uncertainties, there are important factors that could cause actual 
results to differ materially from those expressed or implied by tlwse forward-looking statements, including but not limited 
to: 

• changes in general economic, busbies~, cred~t and financial market conditions; 
• changes in governmental laws, regulations and policies, including those dealing with taxation, the 

environn1ent, health and water quality, and public utility regulation; 
• the profitability of future acquisitions; · 
• changes to the rules or our assumptions underlying our ~etermination of what qualifies for an income tax 

deduction for qualifying utility asset impt'Qvements; 
• the decisions· of governmental and regulatory bodies~ including decisions on rnte increase requests; 
• ot1r ability to file rate cases on a thnely f?asis fo minimize regulatory lag; 
• abnormal weather conditions, including those that result in water use restrictions; 
• changes. in,_or u_nanticipated, capital requirements; 
• changes in our credit rating or the market pdce cif Qur common stock; 
• changes in valuation of strategic ventures; 
• c,ur ~bility to integrate bµsinesses, technoiogies or services whkh we may acquire; 
• our ability to manage the expansion of our business; · 
• our ability to treat and supply water or collect and treat wastewater; 
• the extent to which we are able to develop and mark«:,t new and improved services; 

. • the effect of the loss of majQr customers; 
· • ou1· abiiity to retain the services of key personnel and to hire qualified personn~l as we expand; 
• labor disputes; 
• increasing difficulties in obtaining insurance arid increased cost of insurance; 
• cost ovemms relating to improveinents to, or the expansfon of, our operations; 
• increases in the costs of go_ods and services; 
• civil disturbance or terroristic threats or acts; 
• the continuoµs and reliable ope1·ation of our infc;>rrilation technology system~, including the impact of cyber 

secul'ity ~ttacks or other cyl;,er-r~lated events; 
• changes in accounting pronouncements; 

: · • litigatfon and claiins; and . . . 
• changes in e1wiron111ental conditions, including the effects of climate change. 

Givei1 these risks and uncertainties, you should not place undue reliance on any fo1ward-looking statements. You should 
read this Annual Report completely arid with the understanding that our actual future results, performance and 
achievements may be materfaUy differen~ froth what we ~xpevt. These forward-looking statements represent assumptions, 
expectations, plans, and b¢liefs only as of the date ofthls Annual Report. Except for our ongoing obligations to disclose 
ce11ain information under the fedel'81 securities laws, we are not obligated, and as:mme no obligation, to update these 
forward-looking statements, even though our situation may change in the future. For further information or other factors 
which could affect our financial results and such forward-looking statements, see Risk Factors. We qualify all of om· 
forward-looking statements by these cautionary statements. 
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Aqua Amel'ica, Inc. (referred to as "Aqua America", the "Company", "we'\ nus", 01· "ou1•11
), .a Pennsylvania corporation, is 

the holding company for regulated utilities providing water or wastewater services to an estimated three milliori people in 
Pennsylvi111ia, Ohio, Texas, Illinois, No11h Carolina, New Jersey, Indiana, and Virginia. Oul' largest operating subsidiary 
is Aqua Pennsylvania, Inc., which accounte4 for approxhnately.52% of our operating reven~1es' and approximately 74% of 
our net income for Z0I 7, .As of December 31, .2017, Aqua Pennsylvania provided water pr wastewater s~rvices to 
approximately one~half of' the total number of people we s~rve. Aqua Pennsylvania's service territory is located in the 
suburban areas in counties north and west of the City of Philadelphia and in 27 other counties in Pennsylvania. Our other 
regulated utility subsidiaries provide similar services in seve11 other states. In addition, the Company's market-based 
activitie_s are conducted thro1.1gh Aqua Infrastructure, LLC and Aqua Resources lt1c, Aqua Jnfrasinicture provides non
utility 1·aw water supply services for firms in the naturnl gas drilling industry. Aqua Resources provides water and 
wastewater service through two operating and maintenance contracts with municipal authorities close to om· utility 
companies' service ten'itory; ~nd offers, through a third party, water and wastewater line repair service and protection 
solutions to households. In 2017, we completed the sale of business units that are reported within Aqua Resources, which 
installed and tested devices that prevent the contamination of potable water and repaired water and wastewater systems, 
and tepaired and performed maintenance on water and wastewater systems. Additionally, during 2016, we completed the 
sale of.business units within Aqua Resources, .which provided Uquicl. was.t~ hau}Jng and di~posal ~ervi~es and insp_ectiolJ, 
and cleaning ·and repair of storm and sanitary wastewater llnes. 

Aqua Arnerica, which prior to its name change in 2004 was known as Philadelphia S1.1burban Corporation, was formed in 
· 1968 as a holding company for its primary subsidiary, Aqua Pennsylvania, formerly known as Philadelphia Suburban 
Watel' Company. In the early 1990s, we embarked Qn a gre>wth through acquisition ~trategy focused on water and 
wastewater operations. Our most signific!!nt transactions to date have been the merger with Consumers Water Company 
in 1999, the acquisition of the regulated water and wastewater operations of AquaSource, Inc. in 2003~· the acquisition of 
Heater Utilities, Inc. in 2004, and the acquisition of American Water Works Company, Inc. 's regulated watel' and 
wastewater operations in Ohio in 2012. Since the early 1990s, our business strategy has been primarily directed toward 
tlie regulate~ wat!;lr ai:i<:J wast~wat~r utility inqushy,_where we.have more :than quadrµpled_the nµmber of r«?.gulat~.d 
customers we serve, i\.nd have extended QUr l'egulat~d ope1·ations from southeastein Pennsylvania to include our current 
regulated utility operations throughout Pennsylvania and in seven othe1· states. During 2010 through 2013, we sold our 
utility operations in six stafes, pursuant to a portfolio rationalization strategy to focus our operations in areas where we 
have· critical mass and economic growth potential. Currently, the Company seeks to acquil'e businesses In the U.S. 
l'egt1lated sector, which includes watei• and wastewater utilities and other l'egulated utilities, and to pursue growth ventures 
in ma,·ket-based activities, su·ch as'infrastructure opportunities tl1at are supplementary and complementary to our regulated 
businesses. 
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The following table reports our operating revenues, by principal state, for the Regulated segment and Other and 
eliminations for the year ended December 31, 2017: 

Ohio 106,254 

Other and eliminations 4,620 

(1) Includes om· operating subsidiaries in the following states: New Jersey, Indiana, and Virginia. 

Information concerning revenues, net incom~. i~entifiable assets and related financial information for the Regulated 

13.1% 

0.6% 

. -segment and Other and eliminations for 20 l7, 2016, and 2015 is set forth in Management's Discussion and Analysis of 
. Flitdncial Condition and Results of Operations and in Note 17 - Segment Information in the Notes to Consolidated . 
Financial Statements which is contained in Item 8 of this Annual Repo11. 

The following t.abJe summarizes our operating revenues, by utility customer class, for the Regulated segment and Other 
and eUminations for the year ended December j 1, 2017: 

Commercial water 130,373 16.1% 

Jndustl'lal water 3.4% 

Total water 707,442 87.4% 

Other and eliminations 4,620 0.6% 

Our utility customer base is diversified among residential water, commercial water, fire protection, industrial water, other 
water, wastewater customers, and other utility customers ( consisting of ope.rating contracts that are clos(lly associated with 
the utility operations). Residential water and wastewater customers make up the largest component of our utility customer 
base, with these customers representing approximately 70% of our water and wastewater revenues for 2017, 2016, and 
2015, respectively. Substantially all of our .water custo1rters are metered, which allows us to measure and bill for our 
customers' water consumption. Water consumption per c·ustomer is affected by local weather conditions during the year, 
especially during late spring, summer, and early fall. In general, during these seasons, an extended period of dry weather 
increases consumption, while above average rainfall decreases consumption. Also, an increase in the average temperature 
generally causes an increase in water consumption. On occasion, abnormally dry weather in our service areas can result 
in governmental authorities declaring drought warnings and imposing water use restrictions in the.affected areas, which 

5 



Table of Contents 

Joint Applicants Exhibit DJS-I 
Page 61 of 190 

could reduce water consumption. See ''Business - Water Utility Supplies, and Facilities and Wastewater Utility 
Facilities" for a discussion of water use restrictions that may impact water consumption during abnormally dry weather. 
The geographic diversity of our utility customer base reduces the effect of our exposure to extreme or unus·ual weather 
conditions. in any one area of om se1·v~ce territory. Water usage is also affected by changing consumption patterns by our 
customers, resulting from such causes as increased. water conservation and the installation of wa.ter saving devices and 
appliances that can result in decreased wate.r usage, It is estimated that in the event we experience a 0.50% decrease in 
resiclential Water consumption it would result in a decrease in annual residential water revenue of approximately 
$2,400,000, and would likely be partially offset by a reduction in incremental water production exp·enses such as 
chemicals arid power, 

Our growth in revenues ov~1· the past five years is primarily a result of increases in water and wastewater rate.sand 
customer growth. See E<1onomic Regul 4/iqn for a dfocusslo!J. of water and wastewatel' rates, The increase in our uUiity 
customer base has been due to customers added through acquisitions, paitnerships with developers, and organic growth 
(excluding dispositions) as shown below: · · 

2016 1.6% 

In 2017, our customer count increased by 10,584 customers, primarily due to utility systems that we acquired and organic 
growth.· Overall, for the five-year period of2013 through 2017, our utility customer base, adjusted to exclude customers 
associated with utility system dispositioris, increased at an annual compound rate of 1.4%. During the five.,.year period 
ended December 31, 2017; our utility customer base including customers associated with utility system acquisitions and 
dispositions increased from 968,357 at January I, 2013 to 982,849 at December 31, 2017. This five-yeat·period includes 
the impact of the condemnation ofour Fort Wayne, IN system in 2014, which resulted in the loss of approximately iJ;ooo 
connections. . 

Acquisitions and Oth~r Growth Ventures 

We believe that acquisitions wHJ continue to be an important source of customer growth for us. We intend to continue to 
pursue acquisitions of government-owned and reg11lated water and wastewater systems that provide services in areas neai· 
our existing service tenitories or in new service areas. We engage in continuing activities with rnspect to potential 
acquisitions, iitcluding calling on prospective sellers, pe1formirig analyses of and due diligence ort acquisition candidates, 
making preliminary a·cquisition proposals, and negotiating the terms of potential acquisitions. Further, we are also 
seeking other potential business oppe>rtunities, including btit nqt limited to, paitnering with public and regtjlated utilities to 
invest in infrastructure projects, growing our market.:based activities by acquiring businesses that pn,vide water and 
wastewater or other utility~t'elated services, and investing in infrastmcture projects. 

According to the U.S. Envh'onme1ital Protection Agency ("EPA"), approximately 85% of the U.S. population obtains its 
watel' from community watet systems, and 15% of the U.S. population obtains its water from private wells, With 
approximately 53,000 community water systems in the U.S. (82% of which serve less than 3,300 customers), the water 
industry is the most fragmented of the major utility industries (telephone, natural gas, electric, water and wastewijter). 
The majority of these community watet systems are government-owned, and the balance c;,f the systern$ are regulated 
utilities, The nation's water systems range in size from 1arge government-owned systems, such as the New York City 
water system which serves approximately 8.5 million people, to small systems, where a few customers share a common 
well. ln the states where we operate 1·egulated utilities, we believe there are approximately 141500 community water 
systems of widely-varying size, with the majority of the population being se1·ved by government-owned water systems, 
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Although not as fragmented as the water industry, the wastewater industry in the U.S.-also presents opportunities for 
consolidation. According to the EPA's most recent survey of wastewatet fi•eatment facilities (which includes both 
government-owned facilities and regulated utility sy~tems) in 2012, there are approximately 15,00.0 such facilities in the 
nation serving approximately 76% of the U.S. population. The remaining population represents individmd homeowners 
with their .own treatment facilities; for example, community on-lot disposal systems and septic tank i:;ystems. A majority 
of wastewater facilities are government-owned rather than regulated utilities. The EPA ,s survey also indicated that there 
al'e approximately 4,000 wastewater facilities in operation in the states where we operate regulated utilities. 

Bec~use of the fragmented nature of the water and wastewater utility industries, we believe there are Q1any potential water 
and waste~ate1· system,acquisifion candidates thmugh<>ut the U.S. We b~lieve the factors driving cQnsolidation of these 
systems are: 

• the benefi~s of ec~>nomies of scale; 
• the increasing cost and complexity of environmental regulations; 
• the need fo1• substantial capital investment; 
• the need for technological and managerial expedise; 
• the desire to improve water quality and service; 
• limited access to cost-effective financing; 
• the monetizing of pubUc assets to suppott, in some cases, the declining financial condition of municipalities; and 
• the. use of system sale proceeds by a municipality to accomplish other public purposes. 
.. . . . . . .. . -- ·• 

We ai'e actively exploring opportunities to expand om utility operations through acquisitions or othei• growth ventures. 
During the five-year period ended December 31, 2017, we expanded our utility operations by completing 70 acquisitions 
or other growth ventures. 

Water Utility SUJJplies and Facilities and Wastewater Utility Facilities 

OtJr water utility operations obtain their water supplies from surface water sources, undergrotmd aquifers, and water 
purchase~ from other water suppliers. Om· water supplies are primarily self-supplied and processed at twenty-one surface 
water treatment plants locate~ in four states, and ntnnerous well stations located in all of the states in which we conduct 
business. Approximately 7% of our wate1· supplies.are provided through water.purchased from other water suppliers.· It is 
oiir policy to obtain and mairitain the permits necessary to obtain the water we cfistl'ioute. . . . . . . 

We believe tha.t the capacities of our s<>µrces of supply, and our water treatment, p~mping and distl'ibution facilities, are 
gene1·ally sufficient to meet the present reqµirements of our customers ut1ger nonnal conditions. We plan system 
improvements and additions to capacity in resp1>nse to normal replacement and renewa.1 needs, changing regulato1·y · 
standal'ds, changing patte1·ns of consumption, and increased demand from·customer g1·owth. The various state utility 
commissions have geriet·ally recognized the operating and capital costs associated with these improvements in setting 
water and wastewate1' rates. 

On occasion, drought w<1rui11gs and wate1· use restrictions are issued by governmental aµtllo1'ities for pol'tions of our 
service terl'ltories in response to .extended periods ofdry weathel' c9nditions. The timing and duration of the warnings and 
restrictions can have an impact on out wate1· revenues and net iµco1m1. ln general, water consumption in the. summer 
months is more affected by drought wamings and restrictions because disctetionai-y and recreational use ofwate1· is at its 
highest during the summei· months. At other times of the year, warnings and i-estl'ictions generally have less of an effect 
on water consumption. Currently, portions of om· northern and centrnl Texas service areas have co11servation watet 
restrictions. Drought warnings and watches result in the puQlic being asked to voluntarily reduce water consumption. 

We believe that our wastewater treatment facilities are generally adequate to meet the present requirements of our 
customers under normal conditions. Additionally, we own several wastewater collection systems that convey the 
wastewate1' to a municipally~owned facility for tteattnent, Changes in regulatory requirements cart be 1•eflected in revised 
· permit limits and condi_tions when permits are renewed, typically on a five-year cycle, or when treatment capacity is 
expanded. Capital improvements are pl~nned ang budgeted to meet normal replacement and renewal needs, anticipated 
changes in regulations, needs for increased capacity related to projected growth, and to reduce inflow and infilfrationto 
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collection systems. The various state utility commissions have generally recognized the operating and capital costs 
associated with these imptovements in setting wastewater rates for current and new customers. It is out· policy to obtain 
and maintain the permits necessary for the treatment of the wastewater that we return to the environment. 

Economic Regulation 

Most of our water and wastewater utility operations are subject to regulation by their respective state utility com:missions, 
which have broad administrative power and authority to i:egulate billing rates, determine franchise areas and conditions of 
service, approve acquisitions and authorize the issuance of securities. The utility commissions also est.~blish uniform 
systems of accounts and approve the terms of contracts with affiliates and customers, business combinatiot)S wit.h othet 

· utility systems, and loans and other finapcings. The policies of the utility commissions often differ from state to st~te, and 
may change over time. A small nt11nbe1· of our operations are subject to rate regt1lation by county or city governments. 
The pmfitability of our utility operations is influenced to a gteat extent by the timelirtess and adequacy of rate allowances 
we are grnnted by the respective Utility commissions or authorities iil the various states in which we o·perate. 

Rate Case Management Capability- We maintain a rate case management capability, the objective of which is to provide 
that the ~ariffs of our utility operations reflect, to tJie extent practica.ble, the timely recove1y of increases fo costs of 
operations, capital expenditures, interest expense, taxes, energy, materials, and compliance with environmental 
regulations. We file rate inctease requests to recover and earn a fair return on the infi'astrnctw·e investments that we make 
in improving or replacing our facilities and to recover expense increases. In the states in which we opefate, we ate 
prhnarily 11ubject to econpmic regtdation by the following state utility commissions: 

. . 

Ohio Public Utilities Commission of Ohio 

111inois Illinois Commerce Commission 

Virginia Stat~ Corporation Commission: . 

Our water and wastewater operations are comprised of 53 rate divisions, each of which requires a separate rate filing for 
the evaluation of the cosl of service, including the recovery of investments, in connection with the establishment of rates 
for that rate division. When feasible and beneficial to our utility customers, we will seek approval from the applicable 
state regulato1y commission to consolidate rate divisions to achieve a more even distribution of costs. over a larger 
custome1· base. All of the states in which we operate permit us to file a revenue requirement for some form of 
consolidated rates for all, or some of the rate divisions in that state. 

In Virginia, we may seek authorization to bill our utility customers in accordance with a rate filing that is pending before 
the resp<;;ctive regulatmy commission. As of December 31, iot7, we have no Qillings 1mdcr interim rate ammgements for 
l'ate case filings in pt;ogress. Furthermore, some utility commissions authotize the use of expense deferrals and 
amortization in ()tder to pi·ovide for an impact on our operating income by. an amount that approximates the tequested 
amount in a rate request. In these ·states, the additional revenue billed and collected prior to the fina] regulatory 
commission ruling is subject to refund to customers based on the outcome Qfthe i·uling. The revenue recognized and the 
expenses deferred by us reflect an estimate as to the final outcome of the ruling. If the 1·equest is denied completely or in 
pal't, we could be required to refund to customer$ some or aU of the revenue billed to date and writti-offsome or all ()fthe 
deferred expenses. 

Revenue Surcharges - Six states in which we operate water utilities, and five states in which we operate wastewater 
utilities, permit us to add a surcharge to their respective bills to offset the additional depreciation and capital costs 
associated with capital expenditures related to replacing and rehabilitating infrastrncture systems. Without this surchat•ge, 
a water and wastewater utility absorbs all of the depreciation and capital costs of these projects between base.rate 
increases. The gap between the time that a capital project is completed and the recovery of its costs in rates is known as 
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regulatory lag. This surcharge is intended to substantially reduce regulatory lag, Which often acted as a disincentive to 
water and wastewater 1,1tilities to rehabilitate their infrastructure. In addition, out subsidiaries in some states use a 
surcharge or credit on their bills to. reflect changes in costs, such as changes in state tax rates, other taxes and purchased 
water costs, until such time as the new cost levels are incorporated into base rates, 

Currently, New Jersey allows for an infrastructure rehabilitation surcha1·ge for water utilities, while Pennsylvania, Illinois, 
Ohio, Indiana, and Nl)11h Carolina allow for the use of an infrastri.Ictui'e rehabilitation surchifrge for both water arid 
wastewater utility systems. The infrastru~tlire rehabilitation surcharge typically adjusts periodically based on additional 
qualified Cf!pital expenditures completed or anticipated in a future pedocl, and is capped at a percentage of ba$e rates, 
generally at 5% to 12.75%, and is reset to zero when new base rates that reflect the costs oftho!!e additions become 
effective or when a utility's earnings exceed a regulatory benchmark. This surcharge provided revenues of $10,255,284 
in 2017, $7,379,000 in 2016, and $3,261,000 in 2015. 

Income Tax Accounting Change- In December 2012, Aqua Pennsylvania adopted an income tax accounting change, 
implemented on Aqua America's 2012 t'eder@l income taXl'etum, which was filed in September 2013. This accounting 
change allows a tax deduction for qualifying utility asset improvements that were formerly capitalized for tax purposes, 
and was implemented in response to a June 2012 rate order issued by the Pennsylv@nia Public Utility Commission. The 
Pennsylvania rate order requires use of the flow~through method of income tax benefits which results in a reduction in 
current income tax expense as a result of the recognition of iilcoirie tax benefits resulting from the accounting change. 
This tax ac:counting change and its treatment under the Pennsylvania rate order provided sufficient income tax benefits to 
pe1·mit the suspensiqn of the Pennsylvania infrastl'Ucture rehabilitation surcharge fr.om January 1, 2013 to Septenibet· 30, 
2017. Beginning on October I, 2017, Aqua Pennsylvania initiated a water infrastrncture rehabilitation surcharge fo1• the 
capital invested sirtce the last rate proceeding and expects to file a base rate case in 2018. 

Fair Market Value Legislation-In Apl'il 2016, Pennsylvania enacted legislaJiori allowing the public ~1tilit)' commission to 
utilize fair market Vfllue to set rate making rate base instead of the clepreciated origirial cost of water or wastewater assets 
for certain qualifying municipal acquisitions. The legislation includes a process for engaging two ·independent utility 
valuation experts to perform appraisals that are filed with the public utility commission and then averaged .and compared 
to the purchase price. The ratemaking rate base is the lower of the average of the appraisals or the purchase price and is 
subject to regulatory approval. Illinois, Inaiana, and New Jetsey also have legislation that allows the use of fair market 
va.lue under varying rule,s and circumstances. We believe that this legi.slation will encourage consolidation in the water 
and wastewat~1· industl'Y providing municipalities with an option for exiling the business if they. ar~ deatin~-wi~h: their: 
aging, deteriol'ating water and wastewater assets, do not have the. expe11ise or technical capabiUties to continue to comply 
with ever increasing environmental reguiations or simply want to focus oil othe1· community pl'iorities. 

Competition 

In general, we believe that Aqua America and its subsidiaries have valid authority, free from unduly burdensome 
restrictions, to enable us to carry on our business as presently conducted in the franchised 01· contracted areas we now 
serve, The rights to pl'Ovide water or wastewater service to a particular franchised sel'vice territory are generally non
exclusive, although the applicable utility commissions usually allow only one regulated utility to provide service to a 
given area. In some inJ,tat1ces, another water utility provides service io a separate ar,ea within the same political 
~ubdivis.ion served by one of om· subsidiaries. Therefore, as a regulated utility, there is little or no competition for the 
daily water and wastewater service we provide to our customeJ's. Water and wastewater utilities may compete fo1· the 
acquisition of other water and wastewater utilities or for acquiring new customers in new sel'vice territories. Competition 
foi; these acquisitions generally comes from nearby utilities, either other regulated utilities or municipal-owned, and 
sometimes from strategic or financial purchase1·s seeking to enter or expand in the water and wastewater industry. We 
compete fo1· new service territories and the acquisition of other i1tilities on the following bases: 

• economic value; 
• economies of scale; 
• our ability to provide quality water and wastewater service; 
• our existing infrastructure network; 
• our ability to perfoini infrastructure improvements; 
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The addition ofnew service territories and the acquisition of othel'Utilities by regt1lated utilities such as us are generally 
subject to review and approval by the applicable state utility commissions. 

In a very few number of instances; in one of our sotithern states, where there are municipally-owned water or wastewater 
syst,e.\lls ne11r our 9per~ting divi:;;ions, the municipa11iowned system may either have water distribution 01· wastewater 
co.llecHon mains that are located adjacent to om· divfa;ion's mains or may consfi'µct new mains that parallel our mains. In 
these rare circumstances, the municipally-owned system may attempt to voluntarily offer service to customers who at'e 
connected to our mains, resulting in our mains becoming surplus or underntilized without compensation. 

In the states where 01.1r subsidiaries operate, it is possible that po11ions of oi.1r subsidiaries' operations could be acquired by 
municipal governments by one or more of the following methods: · 

• eminent domain; 
• the dght of purchase given or reserved by a municipality .or political subdivision when the original franchise was 

granted; and . · 
• the right of purchase given or reserved u.nder the Jaw of the state in which the subsidiary was incorporated or from 

which it received its permit. 

T~e price to be paid upon such aQ iicquisition by the municipal go:vemment is. usually determined in accordance with 
. applicable law under eminent doma.in. In ()ther il)stances, the price may be negotiated, fixe.d by appraisers selected by the 
parties pr computed in ~ccordance with a formula prescribed iQ the law of the state 9r in the particular franchise or charter. 
We believe that our operating subsidiaries will be entitled to fair market value for any assets that are condemned, and we 
believe the fair market value will be in excess of the book value for such assets. 

Despite mclintaining a program to monitor condemnation interests and activities that may affect us over time, one of our 
primary strategies continues tobe to a.cquire.additiqnal water and wastewater systems, to maintain our existing systems 
where there is a business or ·a: strategic benefit, and to actively oppose uriilateral efforts by municipal governments t(> 
acquire ai1y of our operations, particularly for less· than the fair market value of our operations or where the municipal 
government seeks to acquh·e more than it is entitled to under the applicable law ot agreement. On occasion, we may 
whmtarily agree to sell systems or po11ions of systems in order to help focus our efforts in areas where we have more 
critical mass and economies of scale or for other strategic reasons. 

Environmental, Health and Safety Regulation 

Provision of Water and wastewater services is subject to regulation under the federal Safe Drinking Water Act, the Clean 
W~ter Act, and related state laws, and under federal and state n~gulations issued 1111der th.ese laws. These laws and 
l'egulations establish criteria and standards fol' drinking water and for wastewater discharges; In .addition, we ai:e subject 
to federal and state laws and. other regulations relating to solid waste disposal, dam safety and other aspects of our 
operations. Capital expenditures and operating costs required as a result of water quality standards and environmental 
requil'ements have been traditionally recognized by state utility commissions as appropriate for inclusion in establishing 
rates. 

From time to time, Aqua America has acquired, lllld inay acquire, systems that have envircmmental compliance is.sues; 
Environmental compliance issues also arise in the cou.rse ofnormal operations QI' as a result of regulatory changes. Aqua 
America attempts to align capital budgeting and expenditures to address these issues in due course. We believe that the 
capital expenditmes required to address outstanding environmental compliance issues have been budgeted in our capital 
pmgram and represent approximately $63,237,000, 01· approximately 3.0% of olir expected total capital expenditures over 
the next five years. We are parties to agreemerits with regulatory agencies in Perinsylvani~, Texas, North Carolina, and 
Indiana under which we have committed to make improvements for env.i.ronmental compliance. These agreements are 
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intended to provide the regulators with assurance that problems covered by these agl'eements will be addt'essed, and the 
agreements generally provide protection fi'o1n fines, penalties and other actions whiie corrective measures are being 
· implemented, We at'e actively working directly with state environmental officials in Pennsylvania, Texas, and North 
Carolina to implement or amend regulato1y agreements as nec<lSSary, 

Safe Drinking Water Act - The Safe Drinking Water Act establishes criteria and procedures for the EPA to develop 
national quality standards for drinking water. Regulations issued pursuant to the Safe Drinking Water Act set standards 
regarding the a~ount of microbial and chemical contaminants and radionuclides in drinking water. Current requirements 
under the Safe Drinking Water Act are no( expected to have a material imp~ct on om· ~usiness, financial condition, or 
results of operations as we have made and are making investments to meet existing water quality standards. We may, in 
the future, be required to change our method of treating drinking water at some sources of supply and make adclitionai 
capital investments if additional regulations become effective. 

Clean Water Act -The Cl1;1ari Water Act regulates discharges from drinking w1:tter and wastew~ter ti'eatmeilt facilities into 
hikes, rivers, streains, and gro_undwater. It is our policy to obtain and maintain all require~ pennits ap.d approvals for the 
discharges from oiir watel' and wastewater facilities, and to comply with all conditions of tJwse permits and other 
I'egulatory re·quirements. A program is in plac~ to monitor facilitie~ for compiiance with permitting, monitoring and 
reporting for wastewater discharges, From time to time, discharge violations may occur which may l'eSult in fines; These 
fines and penalties, if any, are not expected to have a m·aterial impact on our business, financial condition, 01; results of 
opel'ations. We are also parties to agreements with regulatory agencie·s in several states where we operate while 
improvements are Qeing made to address wast~water discharge issi1es. 

Solid Waste Disposal .:. The handling and disposal ·of waste generated from water and wastewater treatment facilities is 
govei'fied by federal and state laws.and regulations. A program is irt place to monitor our facilities fot compliance with 
regulatory requirements, and we are not aware of any significant environmental :remediation costs necessary from our 
handling and disposal of waste material from ottrwater.and wastewater operations. 

Dam Safety- Our su.bsidiaries own thirty dalJls, of which fifteen are classified as higb hazard dams that are subject to the 
requirements of the federal and state regulations related to dam safety, which undergo regular inspections and an annual 
engineering inspection. After a thorough review and inspection of our dams by professional outside engineering firms, we 
believe that all fifteen dams are structurally sound and well-maintained, except as described below. These inspections 
provid¢ recomme~dations for ongoing rehab.ilitation which we inclu~e in our capital improvement program. 

We performed studies of our dams that identified three dams in Pennsylvania and two dams in_ Ohio requiring capital 
improvements. These capital improvements result from the adoptiol) by state regulatory agencies ofrevised formulas for 
calculating the magnitude of a possible maximum flood event The most significant capital improvement remaining to be 
performed in ou1· dam improvement program is on, one dam in Pennsylvania at a total estimated cost of $13,300,000." 
Design for this dam commenced in 2013 and constl'ltction is expected to be completed iri 2021.. 

A re<;ent dam inspection in Illinois found cracks on two control gate mechanisms, and as a result, temporary gates were 
installed to eliminatexeliance on the cracked control gates. An inspection of the other control gates was conducted in the 
fotllih quarter of 2017, and it was determined that certain of the dam's control gates cottld be replaced. Although we are 
unable to estimate the amount of this planned capital expenditure at this time, the amount may be significant, and we 
believe sucb capital investments will be recoverable in ratemaking, 

One of our Ohio dams needing capital impl'ovements is no longer used for watt;r supply, a_nd may be sold to a third party. 
Should that sale not be consummated, we will need to breech the dam or rehabilitate po1tions of the dam at a cost of up to 
approximately $2,600,000. 

Lead and Copper Rule - The events in Flint, Michigan, which commenced in 2014, and other communities have brought 
attention to the issue oflead in drinking water from bol_lle plumbing. Lead in drinking water can come from lead that 
leaches from service lines, home plumbing solder, and fi?{tUl'es or faucets. Since the. Lead and Copper Rule in 1992, we 
have been working to preventlead leaching from home plumbing sources by reducing water corl'osivity and adding 
chemicals that can prevent leaching of lead in pipes and homes. We also focus on identifying and removing lead service 
lines and encouraging customel's to replace the customer-owned portion of the service line if it is lead as they are 
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identified dui'ing our main replacement program or during other maintenance activities. We are currently developing a 
lead service litie inventory. We suppo1t the recolliniendations of The Lead Service Line Replacement Collaborative, a 
collaborative ofleading water.industry organizations that has recommended full replacement of lead sei·vice lines as a 
"best practice" to reduce lead in drinking water, but we only have control ·over the company-owned portion of each 
service Jine. In C3$es. where _we are replacing a company-owned lead service line, our standard approach is to replace the 
company-owned portion and advise and encourage the customer to replace the customer-owned portion of the service line, 
all the way to the customer's home. We also advise customers of the·potential health impacts oflead in drinking water, 
and conduct lead testing at homes following replacemellt of a lead service line. We do not plan on replacing customer
owned lead service 1int1s l}t locations where our portion c,f ~he service line does not contain lead, but if we become aware 
ohuch situations we will notify the customer. It is anticipated that the EPA will propose updated Jegulations for the Lead 
and Copper Rule in 2018. 

Partnel'ship fo1· Safe Water Program -Aqua America i:;; a proud pai'ticipant in the Amedcan Water Works Association's 
(A WWA) :rartner$hip for Safe Watel'Program. Thi~ vohmtary p1·ogl'ljm is & commitment to excellence within the 
drinking water community above and beyondEPA's stringent treatment goats. All of our active surfac;e water treatment 
plants (within Pennsylvania, Ohio, Illinois, andVirginia) maintain good standing In the program which includes m~y 
awatds of achievement. The honors include the "Director's Award" (achieved at 5 ·syste·ms) which recognizes plants that 
have: 1) completed a comprehensive self-assessinent 1·eport; 2) created an action plan for continuous imp1'ovemei1t, and 3) 
provided several evaJuations of performance demonstrating operational excellence. Several of our systems have niet these 
criteria annually and have received S, 10, 15, and 20 yea1; subscriber awards. Furthernwre, o_t11· Roaring Creek · 
Pennsylvania treatment plant has received the Phase IV Excellence Award, the highest honor achieved in the Partnership 
Progra1n. .. . . . .. . ·: . . .. . : . . . . : . : · . · · 

Safety Standards - Our facilities anc;l operations may be subject ~o inspections by representatives of the Occupational 
Safety and Health Admini_stration from time to ti_me. We maintain safety policies and procedures fo comply with the 
Occupational Safety and Health Administration's rules and regulations, but vioJations may occt1r from time to time, which 
may result in fines and penalties, which are not expected to have a material impact on our business, financial condition, or 
results of operations. We ·endeavor to correct such violations promptly When they come to our attention. 

Secz,rity 
. . . 

·we 1naintain se9µrity'ineasi.ires at oul' facilities, l!Dd collaborate with federal, ·state and local ai.1thoriHes ai1d industry" trade 
associations regarding information: on possible tht·eats and security measmes for water an~ wastewate1· utility operations. 
The costs incurred are expected to be recoverable fo water and wastewater rates and are not expected to have a material 
impact on our business, financial condition, or results of operations. · 

We also. maintain cybe1· s~curity protection measures with respect to om· ipfo11nation technology, including our custo1ne1· 
data, and, in some cases, the monitoring and opemtion ofour treatment, storage and pumping facilities. 

Employee Relations 

As of December 31, 2017, we employed a total of 1,530 full-time employees. Our subsidiaries are parties to 15 labor 
agreements with labor unions covering 527 employees. The labor agl'eements expire at various times between March 
2018 and October 2022. 

A.vailable Information 

We file annual, quarterly, current reports, proxy statements, and other information with.the Secul'ities and Exchange 
Commission ("SEC"). You may 1·ead and copy any doct1ment we file with the SEC at the SEC's public reference room at 
100 F Street, NE, Washington, DC 20549. Please call the SEC at I-S00~SEC-0330 for fmthel' info1mation on the public 
reference room. You may also obtain our SEC filings from the SEC's web site at wwW.sec.goy. 

Our internet web site add1·ess is www.aquaamerica.com. We make available free of charge through our web site's 
. Investor Relations page all of our filings with the SEC, including our annual report on Fonn 10-K, quarterly reports on 
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Form 10-Q, current reports on Form 8-K, and other information. These reports arid information are available as soon as 
reasonably practicable after such material is electronically filed with the SEC. 

In addition, you may request a copy of the foregoing filings, at no cost by writing or telephoning us at the following 
address or telephone number: 

Investor Relations Department 
Aqua America; Inc. 

762 W. Lancaster Avenue 
Bryn Mawr, PA 19010-3489 
Telephone: 610-527-8000 

Our Board of Directors has various committees including an audit comniittee, ail executive compensation committee, a 
corporate govem~nce co~~ttee, and a risk mitigation a~d ~ves_tment policy coinniittee. Each of these committees has a: 
formal charter. We also ha.ve Corporate Governance Guidelines and a Code of Ethical Business Conduct. Copies of these 
charters, guidelines, and codes _can be obtained free of charge from our Investor Relations page on our web site, 
www.aquaamerica.com. In the event we change ol" waive atiy portion of the Code of Ethical· Business Conduct that 
applies to any of our directors1 .executive officers, or senior financial officersi we will post that information on our web 
site. 

The references to our web site and the SEC's web site are intended to be inactive textual. references only, and the contents 
of those web sites are not incorpornted by reference herein and. should not be considered part of this or any other repoit 
that we file with or furnish to the· SEC. 

Item 1A. RiskFaclol's 

In additian to the other informt1tion included in this Annual Report, the following/actors should be considered in 
evaluating our business and future prospects. Any of the/oil owing risks, .eithe1· alone or taken together, could iliatel'ially 
liari11 our busi'ness,financial condition, and tesults of operalions. If one or more of these or other risks or uncertainties 
materialize, or if our imderlying asswnptions pi•ove to be lncoi•rect, oiw business, financial condition, and results 6/ 
operqtions coulq be materiqlly hqrmed . 

Coi1ta111l11atio11 of 011r water s11pply, ilfc/tulillg water provi,le<l to our c11stomers, may result ill 11/smptlo,1 itt 011r 
sei'vices, alfditl011al costs nm/ litlgatio11 w/1/c/1 could ltnt'in 011r b11si11ess,jl11a11cinl comlltio11, mu/ results of operntio11s, 

bur water supplies, including wa~er provided to oiu· custo'mel's, are subject to possible containination, including from: 

• natmally occurring compounds or man-made substances; 
• chelrticals and other hat.ardous materials; 
• l~&d and other materials; 
• pharmaceuticals and personal care products; an:d 
• possible deliberate or terrorist attacks. 

Depending on the natt1re of tb_e wate1· contamination, we may have to internipt _the use of that water supply until we are 
able to substitute, where feasible, the flow of water fi·om an uncontaminated water source, including ifpractlcable, the 
purchase of water from other suppliers, or continue the water supply under restrictions on use for drinking or broader 
restrictions against all use except for basic sanitation and essential fil•e protection. We may in.cur significant costs, 
includii1g1 but not limited to, costs fonvater quality testing and monitoring, treatment of the contruriinated source thrc>t1gh 
modification of our current treatment facilities ot development of new treatment methods, or the purchase cif alternative 
wate1· supplies. In a9dltion, the costs we could inctn· to decontaminate a water source or our water distribution system and 
dispose of waste cotJld also be ~ignificant. The costs resulting from the contamination may not be recoverable in. rates we 
charge our customer, or may not be recoverable in a timely manner. If we are unable to adequately treat the contaminated 
water supply or substitute a water supply from an uncontaminated water source in a timely or cost~effective manner, there 
may be an adverse effect on our business, financial condition, arid results of operations; We could also be subject to: 
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• claims for consequences arising out of human exposure to co.ntamination and/or hazardous substances in our 
water ~upplies, including toxic to1ts; 

• claims for other environmental damage; 
• claims for customers' busin~s intent1ption as a result of an iriten·uption in water servlce; 
• claims for breach of contract; 
• criminal enforcement actions; or 
• othe1· claims. 

The events in Flint, Michigan, which commenced in 2014, and other communities have brought attention to the issue of 
lead in drinking wate1· from home plumbing. Lead in dritiking water can come from lead that leaches from service lines, 
home plumbing solder, aild fixtm;es or faucets, We have been working to prevent lead leaching from home plumbing 
sources by reditcing water corrosivity and adding chetiticals that can prevent leaching of lead iri pipes and homes. We 
also focus on identifying and l'l;lfflOVing leaci service Jines and encouraging custo111ers t<> replace the cus.tomer-owned 
portion of the se1·vice line if it is lead as they are identified during our main replacement program 01· durh1g othe1· 
maintenance activiti~s. We support the recommendati9ris of The Lead Service Line Replacement Collaborative, a 
collaborative of leading water industry organizations that has recommended full replacement of lead service lines as a 
"best practice" to i·edtfoe lead in drinking water, but we only have ·control over the company-owned poi·tion of each 
servke line. In cases where we are replacing a compatty-owned lead service line, our standard approach is to replace the 
company-owned pprtion and advise and encourage the customer to replace the customer-owned po11ion of the service line, 
ail the way to the customer;s home. We .als.o advise customers of the potential health impacts of lead in drinking water, 
and conduct lead testing at homes following 1·eplacemenfof a lead service tine. ·we 90 11otplan on replacing ctistomer.: 
owned lead service lines at locations whete ow· portion of the service line does not contain-lead, but ifwe become aware 
of such situations we will notify the customer. We anticipate that the EPA will propose updated regulations for the 1992 
Lead and Copper Rule in 2018. Any such regulatory changes could have an impact on our business. 

We may incur costs to defend our position and/orincu.r reputational damage even if we are not liable for consequences 
arising out of human exposure to contamination and/or hazal'dous substarn;:es in our water suppiies or other envfronmental 
damage. Our insurance policies may not be sufficient to cove:r the costs of these claims, and losses incurred may make it 
difficult foi• us to seclll'e insurance in the future at acceptable rates. Such claims or actions could harm om· business, 
financial c~mdition, and results o{operations. . . . 

Tlte rates we c!,arge 011r customers (Ire subject to reg11/atlo11, If We are ,mahle to ohta;11 gover11111e11t approval of 0111• 
req11ests Jot rote i11crenses or if approved rate i11creases are 1111tl111ely 01· i11ntleq11ate to l'ecover nm/ enm n ret11r11 011 our 
capital il1vestme11ts, to recover expenses or taxes, or to take /1110 t1cco1mt cltimges /11 water usage, 0111'pl'ojitabil/ty 11iay 
stiffer. 

The rates we charge our c1,.1stome1·s are subject to approval by utility commissions in the state~ in which we operate. We 
file rate increase requests, frqm time to time, to recover ou1· investments in utility plant anq expens~. bur ability to 
maintain and meet our financial objectives is dep·endent upon the recovery of, and return on, our capital investments and 
expenses through the rates we charge our customers. Once a rate increase petition is filed with a utility commission, the 
ensuing administrative and hearing process may be Jeilgthy and costly, and our costs may not always be fully recoverable. 
The timing of our rate. increase requests ai·e therefore partially dependent upon the estimated cost of the .admmistrative 
process in relation to the investments and expenses that we hope to recover thtJ>lJgh the rate increase. I.n addition, the 
amount or frequency of 1'ate increases may be decreased or lengthened as a result of many factors including changes in 
regulatory ove1·sight in the states in which we operate watet· and wastewater utilities and income tax laws, including 
regulations regarding tax-basis depreciation as it applies to om· capital expenditures or qualifying utility asset 
improvements. We can provi_de no assurances that any futurn rate increase request w111 be approved by the appropriate 
utility commission; and, if approved, we cannot guarantee that these rate increases will be granted in a timely or sufficient 
manner. 

In Virginia, we may seek authol'ization to bill our utiHty customers in accordance with a rate filing that is pending before 
the respective tegulatory commission. Fu1thermore, some utility commissions authorize the use of expense deferrals and 
amortization iri order to provide foran impact on our operating income by an amount that approximates the requested 
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amount in a rate request. The additional l'evenue billed and collected priot' to the final ruling is subject to refund to 
customers based on the outcome of the rnling. The revenue recognized and the expenses deferred by us reflect an 
estimate as to the final outcome of the ruling. If the request is denied completely or in part, we could be required to 
refund to customers some or all of the revenue billed to date, and write-off some or all of t~e deferred expenses. 

O11r h11si11ess requires slgi1ijica11t capit(I/ expe11tlit11res tftat are partially tlepe111le11to11 our abilliy to sec11re appropriate 
ft11itling. Dlsmptlons i11 Ille eapilal 11iai'kels 11iay limit our access to capital. If 111e are ,,,u,h/e to ohtnl11 s11/flcie11t . 
capital, or If tl1e cost of bo1·rowl11g increases, it illay ltarm 0111· b11s/11essdi11a11cial co11ditio11, results of operatio11s, flll(f 
our ability to pay dMtlemls. 

Oul' business is capital intensive. In addition to the capital required tq fund cqstomer growth through ow· acquisition 
strategy, on au annual basis, we spend significant sums for additions to or replacement of pmpe1ty, plant and equipment. 
We obtain funds for our capital expenditures from operations, contributions and advances by developers and others, debt 
issuances, and equity issuances. We have paid dividends consecutively for 73 years and our Board of Directors 
recognizes the value that our common sharehol4ers place .on both our historical payinent Jecord and on our future 
divid<ind payments. bur ability to maintain and meet om· financial opjectives is dependent upon the av!,ljlability of 
adequate capital, and we may not be able t9 access the capital ma1·kets op favorabl~ term~ or at all. If in the future, QUl" 

credit facilities are not renewed or om· sho1t-term borrowings are called for repayment, we would need to seek alternative 
financing sources; however, there can be no assurance that these alternative financing sources would be available on terms 
acceptable to us. In the event we are unable tci obtain sufficient capital, we may need to take steps to conserve cash by 
reducing our capital expe°'ditures or dividend payments and oui• ability to pursue acquisitions may be limited. The 
reduction in capital expenditures may result ill reduced potential earnings growth, affect our ability to meet environmental 
laws and regulations, .and limit om· ability to improve or expand our utility systems to the level we believeJ1ppropriate. 
There is no guarantee that we will be able to obtain sufficient capital in the future on reasonable terms arid conditions for 
expansion, construction and maintenance. Iri addition, delays in completing major capital projects could delay the 
recovery of the capital expenditures associated with !mch projects through rates. If the cost of borrowing iricreases, we 
might no_t be able to recover increases in our cost of capital through rates. Thei,iabHity to recover higher borrpwing costs 
through rates, or the regulat<;>ry lag associated wjth the t.ime that it takes to begin re1:;overy, may hann our business, 
financial condition, and results of operations. 

Our iluibll/ty to comply witll <lt!bt cove1101its mu/er Q11r cretlitfacilities coil/ti result i11 prepay111e11t obligatlo11s. 

We al'e qbligated to comply with debt c<>venants under some pf our loan and debt agreements. FaHw-e to comply with 
covenants undel' .our cl'edit :facilities could result in an event of default, which if not cured or waived, could result in u~ 
being required to repay 0l' finance these. bol'rowings before thefr due date, limit futme bori'owings, cause us to default on 
other obligations, and inctease boJ'rowing costs. Ifwe are forced to repay or refinance (on less favorable terms) these 
borrowings; our business, financial condition, and results of operations could be harmed by reduced access to capit~I ahd 
increased costs and l'ates. 

O11e of tlte importn11t elemellls of our grou>/1' stmtegy is tl1e acq11isltio11 Qjwate,· a11d wastew(l(er 11tlllty .';ystems. A11y 
/11t11re acq11isltio11s we tleci<le to 1111</erlake 11u,y i11volve risks, Fm'//1er, compet/t/011/or t1cq11lsltio11 opporttmitiesfrom 
otfter reg11lntetl utilities, govem111e11thl e11tities, all({ strategic a,i(/j111m1cinl b11yers may fthider our ability to grow 011r 
h11sl11ess. 

One imp011ant. element of our gr9wth strategy is the acquisition and integration of water an~ wastewater utility systems in 
01·del' to broaden our service 11reas. We will not be able to acquire other businesses if we cannot identify suitable 
acquisition opportunities or reach mutually ag1·eeable terms with acquisition candidates. It is our intent, when practical, to 
integrate any businesses we acquire with our existing operations. The negotiation of potential acquisitions as well as the 
integration of 11cquired businesses could require us to incur significant costs and cause diversion of 0111· management's time 
and resources. Future acquisitions by us could result in: 

• dilutive issuances of our equity securities; 
• incurrence of d~bt, contingent liabilities, and environmental liabilities;· 
• unanticipated capital expenditures; 
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• recording goodwill and other intangible assets for which we may never realize thefr full value and may result in 
an asset impairment that may negatively affect our results of operations; 

• fluctuations in quarterly results; 
• other acquisition related expenses; a.nd 
• exposui'e to unknown or unexpected risks and liabilities. 

Some 01· all of these items could harm our business and our ·ability to finance our business and to comply with regulatory 
requirements. The businesses we acquire in the future tnay not achieve sales'.and profitability that wouldjtistify our 
investment, and any difficulties we encounter in the integi:ation process, including in the integration of processes 
necessary for internal control and financial J'.tlporting, <;ould interfere with our operations, reduce our operating margins 
and hru·m our lntemai controls. 

Some states in which we operate allow the respective public utility commissions to use fair market value to set ratemaking 
rate bas_e instead of the tl'aditional depreciated original cost of water or wastewatet· assets for certain qualifying municipal 
acquisitions. Depending on the state, there al'e varyingn1les and circumstances in which fail' value is determi~1ed.. One 
state's regulations ailows ratemaking rate base to eqmd the lower of the average of the apptalsals or the purchase pdce, and is 
subject to regulat01y approval. There may be situattons where we may pay m6re·than the ultimate fail' value of the· utility 
assets as set by the regulatory com1nisslon, despite the fair value legislation suggesting its full recovery. Iti these situations, 
goodwill may be recognized to the extent there is an excess purchase price over the fair vallJe ofnet tangible and identifiable 
intangible assets acqltired through acq~tisiticin. Our financial_ condition and results <>f operations can be harmed by an 
inabiiity to earn a r.eti.t1·Q ori, and "recover om; pu1·chase pdce as a component of rate base. : 

We compete with governmental entitles, other regulated utilities, and strategic and financial buyers, for acquisition 
opporttmities. As consolidation bec6mes more pieva1ent in the utility industry and competition for acquisitions increases, 
the prices for suitable acquisition candidates may increase to unacceptable levels and limit our ability to grow through 
acquisitions. In addition, our competitors may impede our growth by purchasing utilities near our. existing operations, 
thereby preventing us from acquiring them.· Governmental entities or envlronmen~al / social_actMst groups have 
challenged, and may in the futore challenge our efforts to acquire new service territories, pruticularly from municipalities 
or municipal authorities. Higher purchase prices and resulting rates may limit our ability to invest additional capital for 
sysJem maintenance and \tpgI'a~es in an opfhnal manQer. Qur growth coulcl be hinder~d if we are not able to compete 
effectively for"new companies and/o-i: service tei'l'itories with other companies or strategic mid financial.buyers that have 
lower costs of operations or capitl:\l, or thl.lt submit more attractive bids. Any of these risks may harm our business, 
financial condition, and results of operations, 

Our facilities coulfl be fl,e target of a possible te,·toi'ist or otlter ,leliberate llltacl, wllicll co11l,l /,am, 011r b11sl11ess, 
ji11miclal c011ilition 01ul res11lts of operatio11s. 

In adclltio_n to the_ potential contanµnation of our water supply as described in a separate risk factor J1erein, we maintain 
security measures at om· facilities and have heightened employee and public safety official awarenesi; of potential t11reat.s 
to our water systems. We have and will continue to bear increases in costs for security precautions to protect our 
facilities, operations, and supplies, most of which have been recoverable under state regulatory policies. While the costs 
of increases in security, including capital expenditures, may be significant, we expect these costs to contimie to be 
recoverable in water and w~tewater rates. Despite our security measttres, we may not be in a position to control the 
outcome of terrorist events, or other attacks on o.ur water systems, should they occur. Such an event could harm our 
business, financial condition, and results of operations. 

Tlte fai/11re of, or tlte req11iremelit to repair, upgrade or 1/lsma11tle a11.v of 011r <lams or reservoirs may harm our 
h11siness,ji11011clal comlit/011, 011(/ results of operatio11s. 

· Several of our water systems include impounding dams and reservoirs of vari9us sizes, Although we believe 9ur d!im 
review program, which includes regular inspections and other engineering studies, will ensure our dams are structurally 
sound and well-maintained, the failure of a dam could result in significant downstream damage and could result in claims 
for property damage or for injtiries or fatalities. We periodically inspect om· dams and purchase liability insurance to 
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cover such l'isks, but depending on the nature of the downstream damage and cause of the failure, the policy limits of 
insurance coverage .may not be sufficient, and losses ini;:urred may make it diffici.ilt for us to secure .insurance in the future 
at acceptable rates. A dam faih11·e could also result in damage to, or disrnption of, our water treatment and pumping 
facilities that are often located downstream from our dams and reservoirs. Significant damage to these facilities, or a 
significant decline in the storage of the raw water impoundment, could affect ottr ability to provide water to our customers 
until the facilities and a sufficient raw water iinpoundment can be restored. The estimated costs to maintain our dams are 
included in our capital: budget projections and, although such costs to date have been recoverable in rates, thei·e can be no 
assutance that rate increases will be granted in a timely or st1fflcient manne1· to recover such costs ii). the future, if at all. 

A11y failure oj our water a11tl wastewater treatmeut pla11ts, 11etwork of w,,ter am/ wastewater pip.es, 0.r water reservoil·s 
co11M result ht llamnges tllat may /1(,rm 011r b11s/11ess,fi11a11c/al co11ditlo11, mu/ results of opetntlo11s. 

Our operating subsidiaries treat water and wastewater, distribute watei· and collect wastewate1· through an extensive 
network of pipes, and store water in reservoirs. A fail~re ofamajorfreatment plant, pipe, or l'eservoir coi1.ld restllt in 
chli.ms for injuries 01· property d.amage. The failure of a J11ajor treatment plant, pipe, or reservoir may also result in 
the_neeci to shut down some facilities or pai1s of om· network in order to conduct repairs. Such failures and shutdowns 
may limifour ability to supply wate1· in sufficient quality and quantities to our customers or collect and treat wastewater in 
accordance with standards prescribed by governmental regulators; iticluding state utility commissions, and may harm our 
business, financial condition, and results of operations. Any business interruption or other losses might not be covered by 
insurance policies or be recovernble in rates, and spchJosses may make it difficult for us to secure insmance in the future 
at acceptable rates. 

We irre ilicret1iii1gly ·depei1tle11t 01i tlte co11th111ous a.ml reliable operat/011 of 01,r /11for111atio11 teclt11ology systenis, a11,1 ii 
dlsr11ptlo11 of tl,ese systems, i'es11lti11g from cyber security attacks or otlti!r cyber;;,telaled eve11ts, co11/d ltnrm 011r 
hrisltiess. 

We rely on our informati.on technology systems in connection with the operation of our business, especially with respect 
to customer service. and billing, accounting and, in some cases, the monitoring and operation of our treatm1mt, storage and 
pumping facilities. In addition, we rely on our systems to track our utility assets and to manage maintenance and · 
construction projects,. rnate1ials and supplies, and our human resource functions. A loss of these systems, or major 
problems with the operation of these systems, could harm oui· business, financial condition, and results of operations. Our 

- infotm1JtiQn technology systems: may be vulnerable to damage or interruption from the following types of cyb~r security : 
attacks or other cyber-related events: 

• power loss, computer systems failures,and internet, telecommunications or data network failures; 
• operator negligence or improper operation by, or supervision of, employees; 
• physical and electronic loss of data; 
• compt1ter viruses~ cyber security attacks, intentional security breaches, hacking, denial of service actions, 

misappropriation of data and slmUat• events; 
• difficulties in the implernentation of upgrades or modification to our information technology systems; and 
• hur1foanes, tires, floods, eai·thquakes and other natural disasters. 

Although we do not b~Iieve that our systems are at a materially greater risk of cyber security attacks than other similar 
organizations, our information technology systems may be vulnerable to damage or intermption from the types of cyber 
security attacks or othe1· events listed above or other similar actions, and such incidents may go unde.tected for a period of 
time. Stich cybe1· secudty attacks or other events may result in: 

• the lo.ss or compromise of customer, financial, employee, or opel'ational data; 
• dismption of billing, coliections ornormal field service activities; 
• disrnption ofelectronic monitoring and control of operational systems; arid 
• delays in financial reporting and other normal management functions. 

Poss1ble impacts associated with a cyber security attack or other events may jnclude: remediation costs related to lost, 
stolen, or compromised data; l'epairs to data processing systems; increased cyber security protection costs; adverse effects 
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on our compliance With regulatory arid environmental laws and regulation, including standards for drinking water; 
litigation; and reputational damage. We maintain insurance to help defray costs associated with cyber security attacks or 
other events, but we cannot prnvide assurance that such insurance will provide coverage fur any particular type of incident 
Ol' event or that such insurance will be adequate, and losses incurred may make it difficult for us to secure insurance in the 
future at acceptable rates. · 

Our b11siness is lmpdcteil by wen/lier c0Mltioi1s mid Is si1bject to seas01ial jl11ct11atlo11s, whicll corild lt<irm demand for 
011r water se1'11/ce m1<l our 1·eve1111es mid enmh1gs. · · 

Demand for om· water during tbe warmer months is generally greater than during codler months due plimarily to 
additional requirements for water in connection with irrigation systems, swimming pools, cooling systems, and other 
outside water use. Throughout the year, and particularly during typically warmer mortths, demand will vary with 
tempifrature, rainfall levels and rainfall fi'eqltency. In the event that temperatures diil'ing the typically warmer months are 
coolet than normal, if there is more rainfatJ than normal, or rainfall is more frequent than noi'mal, the demand for our 
water may decrease ancl harm oµr ~usiness, financial condition, and results of operations. 

Decl'ease<l hisifle11tlal customer wnterco11s11mptfo11 as a res11lt of water c,mservatloi, effo11s 11iay l1t1rm demiliulfor om· 
watel' service aml may l'etlttce 0111· reve11i1es n,ul ear11l11gs. 

There µas been a general decUne in water usage per residential customer as a result ofan increase in conservation 
awareness, and the impact of an increased use of more efficient plumbing fixt.ures and appliances. These gradual, long
term changes are normally talcen into account by the utility commissions in setting rates, whereas short-term changes in 
watei· usage, if significant; may not be fully reflected in the rates we. charge. We are dependent upon the revenue · 
generated from rates charged to ou1· residential customers for the volume of water used. lfwe are unable to obtain future 
rate increases to offset decreased residential customer water consumption to cover our investments, expenses, arid return 
for which we initially sought the rate increase, our business, financial condition, and results of operations may be hal'med. 

· Drought comlltio11s aml govemme11t Imposed water use restrictions may impact our ability to serve our c11rri!11t a11d 
f11t11re c11sto111ers, 011d may impact our customers' 11se of our water, wlilc/1 may llarm our b11s/11ess,ji11a11c/al comlltio11, 
iuul results of operatiims. · 

. . . . . . . . 

We depend on an adequate water s.upply \o meet the. present .and futµre de1nands·of ou·r c~1sfomers. Droughfcondition~: 
could interfere with om· sources of water supply and could harm our ability to supply water in sufficient ql!antities to. oiw 
existing and future customets. An interruption in our watei' supply could harm our business, financial condition, and 
results of opel'ations. Moreover, govemmental restrictions on wate1• usage during drought conditions may result in a 
decreased demand for our water, even if our water supplies are sufficient to serve oul' customers dui'ing these drought 
conditions, which may .harm out business, financial condition, and results of operatioris. 

We employ a portfolio 1·ntio11alizatio11 strategy to Joc11s 0111· operatio11s i11 nretfS where we It ave critical mass amt 
eco11omic growtlt pote11tialmul to ,livest opetdt/011s wit ere limite,I customer growth opport1111lt/es exist or w/1e1·e we are 
muible to ac/1/eveiaYol'llble operaliJig results or a retum 011 eq11ity tlwt we co11sltler ,,cceptable. Dispositlo11s we 
tlecltle to 11111/ertake may l11volve risl,s wit/cit coultl ltarm 0111· h11sl11ess, operathig results, amljl1umcial comlitioi,. 

In the event we determine a division; utility system or business shoiild be sold, we may be unable to reach terms that are 
.agreeable to us or find a Sllitable buyet, If the business is part ofOt1r regulated operntions, we may face additional 
challenges in obtaining regulatory approval for the disposition, and the regulatory approval obtained may in.elude 
restrictive conditions. We may be requh'ed to continue to hold or assume i'esidtial liabiiities with respect to the business 
sold, The negotiation of potential dispositions as well as the effo11s to divest the acquired business could require us to 
incut significant co~ts and cause dive1·sion of our management's time and resources. Any of these risks may harm om· 
business, financial condition, and results of operations. 
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Our operatio11s ·are geograp/1/co/lJ, co11ce11troted ;,, Pem1sylv011ia, ,vJ,icJ, make 11s si1sceptlble to risks tiffecti11g 
Pe1111sylva11ia, 

Although we opemte water and wastewater facilities in a number of states, our opetations are concentrated in 
Pennsylvania. As a result, our financial results are largely subject to political, water supply, labor, utility cost and 
regulatory risks, economic conditions, natural disasters and other risks affecting Pennsylvania. 

Ge11eral eco110111ic cC111dilio11s 11my affect our .jliumcial co1uli(/011 0111/ res11lts of operat/011s, 

A general economic downtum may lead to a number of impacts on our busine.ss and may affect our financial condition 
and results ofop•erations. Such impacts inay include: 

• a reduction _in discretion.:Jry and rec.reatlonal water JISe by our l'esidential water customers, pa11io11larly cluring-the 
summer months when such cllscretionary usage ls nqrmally at its highest; 

• a decline in usage by industrial and c:ommercial customers as a result of decreased business activityi 
• an increased incidence of customers' inability to pay or delays in paying theil' utility bills, or ati ihc1;ease in 

ct1stomer bankruptcies, which may lead to higher bad debt expense and n:duced cash flow; 
, a lower natural customer growth rate due to a decline in new housing sta1ts; and 
• a decline in the number of active ctJstomers due to hoi1sing vacancies. 

General economic turmoil may also l~d t<> an investment market downtum, which may result in our pension and other 
post-l'etii-ement plans' asset niarket values·suffei-ing a decline and significant wh1tility.- A decUne 'in our plans' i:isset 

- market values could increase om· tequil'ed cash contributions to the plans and expense in subsequent years. 

Ottr water amt wastewater systems may be subject to co11dem11atio11s or otlter met/10,ls of taki11g by goven11iie11tal 
e11tit/es. 

In the states where our subsidiaries operate, it is possible that portions of our subsidiaries' operations could be actjuii'ed by 
municipal governinents·b,yone or rriore of the following methods: 

-• eminent clomain; _ . . . - - . . 
• - the right of purchase· give1i"or reserved by a municipality 01· political subdivision when the original.franchise ,vas 

granted; and 
• the right of purchase given or reserveg under the law of the state in whicll tile subsidial'y was incorporated or from 

which it received its permit. 

The price to be paid upon such an acquisition by the municipal goverrunent is usually determined in accordance with 
applicable la,v under eminent domain. In other instances, the· pdce may be negotiated, fixed l?y appraisers selected by the 
parties or comput€ld in accordance with a foi'mula prescribed iii the Jaw of the state or in the ·particula1· fra11chise ·or charter. 
We believe. t!iat our operating subsidiaries wilt be entitled to receive fair mat'ket value for any as.sets th~t are <;ondemned. 
However, there is no assurance that th.e fair market value received for assets condemned will be fa excess of book val mi. 

In a ve1y few number of instances, in one of oui• southern states·where there are municipally-owned wate1· or wastewater 
systems nea1· our operating divisioi1s, the iniiriicipally-owned system may either have water distribution ol' wastewater 
collect,ion mains that. are located adjacent to om· division's mains or may construct new mains that parallel om mains. In 
these circ~1mstances, on pc9asioJJ, the municipally-owned system m,ay attempt to offer service to customers wh<> are 
connected tQ C>Ul' mah1s, resulting in our maln.s becoming surplus or un.derutilized without ~ompensation. 

TIie final ,letefmi11atio11 of our i11co111e ta;-.· liability may be materially tllffere11t from our i11come ta.t provisio11. 

Significant judgment is required in determining our provision for income taxes. Our calculation of the provision for 
income taxes is subject to oµr interpretation of applicable busii1ess tax laws in the jurisdictions in which we file. In 
addition, oul' ill(~ome tax returns are subject to pel'io_dic ex.:Jmination by the Internal Revenue Service and other taxing 
authorities. In December 2012, Aqua Pennsylvania changed its tax method of accounting to permit the expensing of 
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qualifying utility asset improvement costs that were previously being capitalized and depreciated fortitx purposes, 
Subsequently, the Company's Ohio and North Carolina regulated subsidiaries similarly changed their tax method of 
accounting. Our determination of what qualifies as a capital cost versus a tax cleduction for utility asset impmvet'nerits is 
subject to 'subsequent adjustment and may i~pact the income tax benefits that have been recpgnized. 

On December 22, 2017, PresidentTrump sigried into law legislation referred to as the "Tax Cuts and Jobs Act" (the 
"TCJAu). Substantially all ofthe provisions of the TCJA are effective for taxable years beginning after Decembe1· 31, 
2017. The TCJA makes significant changes to the Internal Revenue Code of 1986; as amended (the "Code"), and the 
taxation of business entities, and includes specific provisions related to regulated public utjlities. Changes in the Code 
from the TCJA haa a material impact on our financial statements in 2017. Significant changes that impact the Company 
in the TCJA include a reduction in the corporate federal income tax rnte from 35% to 21 %, and a limitation on the 
utilization of Net Operating Losses ("NOLs'') arising after Decembe1· 31, 2017 to 80% of taxable income with an 
indefinite canyfo1viard. In addition, specific provisions related to regulated public utilities. in the TCJA genel'ally allow 
for the continued deductibility of interest expense, the elimination offull expensing fo! fax purposc::s ofce11ain prope11y 
acquired after September 27, 2017, and the contin1,1ation of ce1tain rate normalization requirements for ~ccelerated 
depreciation benefits. Since the tax effects. of changes in tax. law must be recognized in the period in which TCJA was 
enacted, our defei·red income tax assets and liabilities have been remeasured in the period of e11actment. This generally 
results in amounts previously collected from utility customers for these deferred taxes to be refundable to such customers, 
generally through reductions in f~1ture rates. Jo certain states thei'e is not yet complete guidance as to 110w to account for · 
the TCJA. With l'espect to these state~. w.e wHI account for the changes in income tax balances by making a reasonable 
est.imate. The estimate may_ differ from. tqe actual tax amount determined once the state regulators prqviqe sp~cific 

- guidance.: To the extent such estimates are adjusted c;ir prove to be incorrect, there could be an impact on the Company's 
financial state.mertts, . - . - - . . . . . 

Although we believe our income tax estimates, including any tax reserves for unce11ain tax positions or valuation 
allowances on deferred tax assets are_ appropriate, there is no assuranceJhat the final determination of our income tax 
liability will not be materially different; either higher or lower, from what is reflected in our income tax provision. In the 
event we are assessed additional income taxes, our business, financial condition, and results of operations could be 
harmed. 

· Federal mu/ state e11vlro11me11tal /a,vs a11d reg11latio11s lmpqse s11hl·tmttial complia11ce req11il'eme11ts 01,1 our opemtio11s • . 
Ottr operating costs cpttl(l be sig11Jfic«11fly i11creased ill ortle,: to cp11iply with 11ew or siric(er regt{latoiy sta11dards . 
impose([ hy fe(/eral a,ul state e11vlro111nenf(l/ age11cle$, 

Our water and wastewater services are go\lern·ed by vat-Ious federal and state envil'onmental pl'otection and health and 
safety laws and regulations, including the federal Safe Drinking Water Act, the Clean Water Act, Clean Ah- Act, Resource 
Conservation and Recovery Act and slmilal' st~te laws, ~nd fedeml and state regulations issued under these laws by the . 
EPA and st~te environmental reguJato1y agencies. These laws and· regulations es.tablish, among other things, criteria and 
standards for drinking water and for discharges into the waters of the U,S. as well as dam safety, air emissions, and 
residuals nianagement. Pmsuant to these laws, we are required to obtain various .environmental permits from 
environri1ental regulatory agencies for oi1r operations. We cannot assme you that we will be at all times in total 
compliance with these laws, regulations and petmits. If we fail to comply with these laws, regulations or permits; we 
could be fined or otherwise sanction~d by 1:egulators and such noncomp1i~nce could result in civil suits. Environmental 
laws and regulations are complex and change frequently. Theselaws, and the enforcement thereof, .have tended to 
become more sttingent over time; While we have budgeted for :future capital an(! operating expenditures to comply with 
these laws and our permits, it is possible that new or stl'icter standards could be imposed that will require additional capital 
expenditures or raise our opel'a:ting costs. Although these expenditu·res and costs may be tet:overed in the form of highe1; 
l'ates, the1;e can be no assurance that the various state utility commissions tlmt govern our business would appi·ove l'ilte 
increases.to enable us to recover such expenditures and. costs. In summary, we cannot assure you that our costs of 
complying with, ci1rrent and future environmental and health and safety laws will not harm our business, financial 
condition, and results of operations. 
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Fetleml mu/ stuie e11vlro11me11tal laivs, reg1ilatory i11itiatives relating to /1ytltimlicfract11rl11g, chai1ges l11 tec/1110/ogy or 
lly1/m11/ic /rac/11rl11g processes, mu/ volatility 111 11at11rlll g(ls prices,· co11/tl 1'es11/t /11 l'ed11cetl (lemaml/01· raw waier 
utilizetl 111 /1ydra11/icfracl(tril1g mu/ harm ourjoi11t ve11(i1re b11si11ess,/i11a11cial comllt/0.11, Qr resuits o/operatio11s. 

We have invested In a joint venture for the construction and operation of a pl'ivate pipeline system to supply raw water to 
natural gas drilling operations for hydraulic ·fracturing. Hydraulic fracturing involves the injection under pressure of 
water, along with other materials stich as sand, into rock formations to· stimulate natural gas production. In general, the 
envirorunf1ntaf community bas taken an intEirit in monitoring imd understanding the potential environmental impact of 
hydraulic fracturing. Although hydraulic ti'~cturing is curr~ntly regulated, h1 the event the use of hydraulic fracturing is 
further limite.d through regulation, our investment in the raw water pipeline may be harmed in tlie event that demand for 
raw watetis reduced. · 

Changes in teclmology 01; hyd1·aulio fractui'ing processes may occur which allows drillers to reuse injected water on a 
limited basis, or apply treatment processes to allow further reuse of water for drilling. These changes may 1;educe demand 
for raw water. 

Furthermore, natural gas prices have historically been volatile, and are likely to continue to be volatile. A decrease in 
demand for natural gas, due to price volatility, could result in i'educed demand for raw water utilized in hyd1·au1ic 
fracturing. In the fou11h qual'ter of~OIS, tliejoilit ventuj·e recognized an impairment charge on its long-lived assets, 
which reduced the carrying value of our lnvestment in t1,e joint venture. The hnpairment respited from a marked decline 
in natural gas pl'ices in ·201 ~, a fu11her reduction in the :volume of wa,ter sales.by the joint vent41·e, which led to a, lowered 
· forecast on future sales volumes, as well as changes in the natural gas industry :aptivities in the Marcellus Shale region and · 
g~nei'al market conditions. In the event hyd1·aulic fracturing is limited, due to a fm1her reduction in demand for n~tural 
gas or othei· factoi·s affecting the industry,. our investment in the raw water pipeline may be harmed should the demand for 
raw water be reduced. · · 

Wastewater optJratious eniali sigl{ijica11t risks a,ul may fmpose sig11ifica11t cost$, 

Wastewater collection and treatment and septage pumping and sludge hauling involve various unique risks. If collection 
or treatment systems fail or do not operate propedy, or if there is a spill, untreated or pa11ially treated wastewater could 
discharge onto property or into nea1;by strea1t1s and rivers, causing various dimiages and injul'ies, iricludirig .environmental 
da~age; These r.isks aremo~t acut~ during periods Qf substa.ntial rainfaU or ffoeidi11g1:'Yhich are the main c_auses (!f 
wastc;,water overflow and system failure. Liabilities resulting fi·om such diunages and injtJries coitld harm om· business, 
financial condition, and resuits of operations. 

Work stoppages a11d other labor 1'elatio11s matters could lta1·111 0111· opt!rathlg results. 

Approxh:nately 34% of our workforce is µnionize~ under 1 $ labor contracts with labor unions, whjch expire over several 
years. lil light of rising costs for healthc1;1(e and retirement b~nefits, contract negotiations in the futt1re may be difficult, 
We.are subject to a risk of wotkstoppages and .other labor ac.tions as we negotiate with the tmi011s to address these issues, 
which cotild harm our business, financial condition, and results of operations. We cannot assure you that issues with our 
labor forces will be resolved favorably to us in the future or that we will not experience work stoppages. 

S/g11ifica.11t or pro/011ge,I d;smpti011s i11 the supply of lmporta11t goo,/s or services fi•o111 tltirtl pal'(ies co11ltl /,arm 011r 
b11$i11ess,jii1a11cinl comlit/011, am/ res11/(s o/operatlo11s. 

We are depe11dent on a continuing ffow of important goods and services from suppiiers for our water and w1;1stewate1· 
businesses. A disrnptio11 or pfo1onged delays in obtaining important supplies or services, such as maintenance services, 
pµrchased water, chemicals, water pipe, valves, hydtants, electricity, or other materials, could ham~ our water or 
wastewater services and our ability to operate in compliance with all regulatory requirements, which could harm our 
business, financial condition, and results of operations. Ill some circumstances, we rely on third parties to provide 
important services (such as customel' bill print and mail activities ol' utility service operations in some of our divisions) 
and a disruption in these services could harm our business, financial condition, and results of operations. Some possible 
,·easons for a delay or disruption in the ·supply cif important goods and services include: 

21 



Joint Applicants Exhibit DJS-1 

Page 77 of 190 

Table of Contents 

• our suppliers may not provide materials that meet our specifications in sufficient quantities; 
• our suppliers may provide us with water that does not meet applicable quality standards or is contaminated; 
• our suppliers may face production delays due to natural disasters; strikes, lock..:outs, or other such actions; 
• one or mor~ suppliers copld make strategic changes in the-Jines of products and services_ they offer; and 
• some of our suppliers, sllch as small companies, may be more likely to experience financial and operattonal 

difficulties than larger, well~established companies, because of their lilnited financial and other resou!'ces. 

As a Jesuit of any of the~e factors, we may be requ_i!'ed to find alterna_tive suppliers for the mate~ials and services on which 
we rely. Accordingly, we may experience delays in obtaining appropriate materials and services on a timely basis and in 
sufficient qu;mtities from such alternative supplie1·s at a reasonable price, which could interrupt services to our customers 
and harm our b_usiness, financial condition, and results of operntions. 

We (lepe11d slg1tifica11tly 011 tlte services oftlte memhei's of our 1mmageme11t te(lm, mu/ tlte tleparture of ,my of tf,ose 
persons co11ltl cause oitr operati11g 1·es11/ts to s11J/er, · 

Our success depends significantly on the continued individual and collective contributions of oul' management team. The 
loss of the services of any member ofour management teatn 01· the Inability to hire and retain experienced managelli.ertt 
personnel could harm om· business;_ financial condition, and results of operations. 

Climate clla11ge laws anti l'eg11/at/011s have hef!II passe.,I (mtl are bel11g pmposed I/tat req11ire co111plla11ce wit/, 
g1·ee11/1011se gt1s emissions slmular<ls, tis well as other climate clta11ge i11itiatives, 111/1ici1 co11/tl impact our business, 
jii1a11cial COlltlitioii or results of open,tloi,s. -. . . . -- . - . . . . . . 

Climate change is receiving ever increasing attention worldwide, Many scientists, legislators, and others attribute global 
warming to increased levels of greenhouse gases ("GHG"), including carbon dioxide. Climate change laws and 
regulations enacted and proposed limit GHG emissions fi·om covered entities, and require additional monitoring/reporting. 
At this time, the existing GHG laws and regulations are not expected to materially harm the Company's operations or 
capital expenditures. While the trend of increased regulation on climate change could change in light of the current 
federal administration's agenda, the uncertainty offtitnre climate change regulatory requireme1its still remains. We 
cannot predict the potential impact of future laws and regulations on our business, financial condition, or results of 
open1tions. Although these future expenditures and costs for l'egulatory compliance may be r~covered in the forin of . 
higher rates, thei·e can be.rio ~surancidhafthe various state\1lility commissions that govern our btisiness would approve. 
rnte increases to enable us to recover such·ex.pengitui•es and costs. 

Some scle11tifi_c experts are pl'ediclhtg a worse11i11g of weatlte1· volatility /11 tflef11t11re, possibly create(/ by tlte c(lmate 
cha11ge greenl1011segase~~ Cha11g/11g sevel'e weaflter pattems coultl l'equire ,1dditio11nl expe1Ulll111·es to reiluce the rlsl, 
associated with a11y i11creasi11g storm,jloo,l am/ <(to11g/1t Qc;c11rre11ces. 

The issue of climate change is re_ceivh1g ever increasing attention worldwide. Many climate change predictJons, if tme, 
present several potential challenges to water and wastewater utilities, such as: increased frequency and duration of 
droughts, increased precipitation and flooding, potential degradation ofwateJ· quality, and changes in demand for services. 
We maintain an ongoing facility planning pi·ocess, and this planning 01· the enactment of new standards may result in the 
need fol' additional capital.expenditures or raise out· opernting costs. Because of the unce1tainty of weathe1· volatility 
!'ela_ted to climate change, we canno.t predict its potentiaJ impact on our business, financial condition, or results of 
operations. Although any potential expenditures and costs may pe recovered in the form of higher rates, there can be no 
. assurance that the various state utility commissions that govem our business would approve rate increases to enable us to 
recover such expenditures and costs. We cannot assure you that our costs of complying With any climate change weather 
related measures will not harm our business, financial condition, or results of operations. 

Item 1B Unresolved StqjJComments 

None 
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Our properties consist of water transmission apd distribution mains and wastewater collection pipelines, water and 
wastewater treatment plants, pumping facjlities, we11s, tanks, meters, pipes, dams, reservoirs, buildings, vehicies, land, 
easements, rights-of~way, and other facilities and equipment used. fo1· the operation of our systems, including the 
collection, treatment, storage, and distribution of water and the collection and treatment of wastewater. Substantially all 
of our treatment, storage, and distribution prope11ies are owned by out· subsidiaries, and a substantial portion of our·· 
property is subject to liens of mortgage ol'ilidentures. These liens secure bonds, notes and other evi_dences of long-term 
indebtl!dness of oµr subsidi~ries, For some prope11ies that we acquired through the exe_rcise of the power of eminent 
domain and other prope11ies we purchased, we hold title for water supply purposes only. We own, oper~te and maintain 
over 12,800 mile.s of transmission and distribution mains, _2 l surface water treatment plants, many well treatment stations, 
and 187 wastewatei• treatment plants. A small portion of the pi•operties are leased under long-term leases. 

The following tab!~ ingicates our net prope1ty, plant and equipment, in thousands of dollars, as of December 31, 2017 in 
th_e principal states wh~rt1 we operate: · 

No11h Carolina 343,556 6.4% 

( 1) Consists primarily of our operating subsidiaries in the following states: New Jersey, Indiana, and Virginia; 

-We believe that om· pmperties are generally maintained in good condition and fa accordance with current standai·ds of 
good waterand wastewater indusfry practice; We believe tliat ou1· facilities are adequate and suitable for the conducfof 
our btisiness and to meet customer requirements under normal circumstances. 

Our corporate offices are leased from om· subsidiary, Aqua Pennsylvania, and are located in Bryn Mawr, Pennsylvania. 

]tern 3. Legal Proceeding$ 

There are various legal p1·oceedings in which we are involved. Although the 1·esults of legal proceedings cannot be 
predicted with certainty, there are no pending legal proceedings to which we or any of our subsidiaries is a party or to 
which any of our properties is the subject that we believe are material or are expected to materially harm our business, 
operating results or financial condition. · 

Item 4. Mine Safety Disclosures 

Not applicable. 

PARTU 

Item 5. Market for the Registrant's Common Stock, Re fated Stockholder Mailers and Purchases of Equity Secttrilies 
. . 

Our common stock is traded on the New York Stock Exchange under the ticker symbol WTR. As of Febniary 13, 2018, 
there were approximately 23~683 holders of record of our common stock. 
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The following table shows the high and low intraday sales prices for our common stock as reported on the New York 
Stock Exchange composite transactions repo1·ting system and the cash dividends paid per share for the periods indicated: 

First Quarter Second Quarter Third Quaiter Fourth Quarter Year 
2017 

2016 

Dividend declared 0.178 0.178 0.1913 0.1913 0.7386 

high 32.44 35.66 35.83 31.29 35.83 

We have paid dividends consecutively for 73 years. On August 1, 2017, our B.m1rd of Directors authorized an increase of 
7.0% in the September. I, 2017 CJ.Lia1tedy dividend over the dividend Aqua America paid In the previous quarter. _As a. 
1;esult ·of this authorization, beginning with the dividend payment in September 2017, the annualized dividend rate 
it1creased to $0.8188 per share. This "is the 27th dividl:lrtd increase in the past 26 years and the 19th consecutive year that 
we have increased our dividend i.n excess of five percent. We presently intend to pay quarterly cash dividends in the 
future, on March 1, June 1, September 1, and Dece,nber I, subject to our earnings and financial condition, restrictions set 
forth in our debt instruments, regulatory requirements and such other factors as our Board of Dil'ectors may deem 
relevant. In 2017, our dividends paid represented 58. 7% of net income. 

Information with respect to restrictions set fo11b in our debt instruni.ents is disclosed in Nqte 10 - L<Jng•term Debt and 
Loans Paya/Jle in the Notes to Consolidated Financ.ial Statements whi.ch is contained in Item 8 of this Annual Report. 

The following table summal'izes the Company's purchases of its common stock for the quarter ending December 31, 
2017: 

Issuer Purchases of Equity Secudties 

November 1-30, 2017 $ -. 

Total 1,335 $ 37.80 

Total Number of 
Shares Purchased 

as Part of 
Publicly 

Announced Plans 

Maximum Number 
of Shares that 

May YetBe 
Purchased Ul1der 

the Plan or 
Pro rams 

(1) These amounts include 1,355 shares we acquired from our employees who elected to pay the exercise price of their 
stock options (and then hold shares of the stock), upon exercise, by delivering to us shares of our common stock in 
accordance with the tenns of ou1· equity compensation plan that was previously approved by our .shareholders and 
disclosed in our proxy statements. This featul'e of our equity compensatipn plan is available to all employees who 
receive stock-based compensation under the plan. We purchased these sha:tes at their fair market value, as determined 
by reference to the closing price of our common stock on the day prior to the option exercise. 
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Ye11rs ended Dcc¢rnbcr31, 2017 2016 2015 2014 2013 

PER COMMON SHARE: 
Income from conlinuinl operations: 

Diluted 

Diluted 
Net income: 

Market yah,e at_year·end _. _. 
INCOME STATEMENT HJGHLlGHTS: 

1.35 

39.23 

1.32 1.14 1.20 I.IS 

0.11 0.10 

30.04 29.80 26.70 23.59 

Net income (I) 239,738 234,182 201,790 233,239 221,300 

_BALANCE SHEET HIGHLIGHTS: 

ADDITIONAL INFORMATION: 

Col!!!!I e~cnditurcs 
UM1¥WWdblilildblaeli!Uid11iCIO 

Dividends on common stock 

Number of shareholders of common stock 

Employees (full-time) (2) 

47i089 

140,660 

23S11 

1,530 

3821 
130 923 

24 750 

1,551 

25269 25780 

1,617 1,617 

(I) 2015 results inc1ucfes Aqua America's share of ajoint venture impairment charge 6f$21,433 ($32,975 pre-tax) 
(2) Reflects continuing operations 
(3) I)ebt issuance costs for the years ended December 3 ], 2017, 2016, 2015, 2014, and 2013 were $21,605, $22,~57, 

$23,165, $23,509, and $24,387, respectively 

25 

25 833 

1,542 
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of 
Operations 

OVERVIEW 

The followiqg discussion and analysis of our financial condition and results of operations should be read together with our 
Co_nsolidated Financial Stat~ments and related Notes included in this Annual Report. This discussion contains forward
looking statements that a1·e based on management's current expectations, estimates and projections abQut our business, 
operations and financial perfonnance. All dollar amounts are_ in thousands of dollars, except per share amounts. 

The Company 
Aqua America, Ilic., (referred to as "Aqua America", the "Company", "we", "us", or "our"), a Pennsylvania corporation, 
is the.holdillg cqmpany for regulated utilities proyiding watei· or wastewater services to an estimated thi'ee million people 
in Pennsylvania, Ohio, Texa~, Illinois, North Carolina, New Jersey, Indiana, and Virginia. Qur largest operating 
subsidiary is Aqua Pennsylvania, Inc., which accounte_d for approximately 52% of our operating revenues and 
approximately 74% ofournet income for 2017. As of December 31,2017, Aqua Pennsylvanill. provided Water or 
wastewater services to apprcixin\ately ohe-ha1f of the total number of peopie we serve; Aqua Pennsylvania's service 
teiTitory Is located in the suburban areas in counties ·north and west of the City of Philadelphia and in 27 other counties in 
Pennsylvania. Our other regulated utility subsidiaries pl'ovicJe similar se.rvices in seven other stat~s. In add_ition, the 
Company's market-b~sed activities are conducted through Aqua Infrastructure, LLC and Aqua Resource_s, Inc. A.qua 
Infrastrncture provides non-utility raw water supply services for firms in the natural gas drilling industry. Aqua 

· Resoul'ces prov.ides water_and wastewater service thr~ugh two operating and maintenance contrncts:with pltmfoipal -
authorities close to our utility companies' service territory; and offers, through a third party, water and sewer line repair 
service arid protection solutions to households. In 2017, we completed the sale of business units that are i'eported within 
the Company's market-based subsidiary, Aqua Resources, whichfostalled and tested devices that prevent the 
coflfamination ofpotl!ble water and repaired water and.wastewater systems, and repaired and perfonned maintenance on 
water and Wastewater systems. Additionally, during 2016 we completed the sale of business uitits within A.qua 
Resources, Which were reported as assets held for sale in the Company's consolidated balance sheets, which provided 
liquid Waste hauling and disposal services, and inspection, and cleaning and repair of storm and sanitary wastewater lines. 

Industry Mission _ _ _ _ 
: The: mission of the regulated water utnity in~ustry is to provide quality and reliable wafer service at reaso11able i:ates to 

customers, while earning a fair return for shareholders. A number of challenges face the industry, including: 

• strict environmental~ health and safety standardsj 
• aging utility infrastructure and the need for substantial capital investment; 
• economic regulation by state, and/or, in some cases, local government; 
• declining consumption per customer:as a result of conservation; 
• lawsuits and the need for insurance; and 
• the impact ofweather and sporadic drought conditions on water sales demand. 

Economic Reguiation 
Most of our water and wl;lStewater utility operations arn subject to l'eguh1tion by their respective state utility commissions, 
which have broad adminisfl'ative power and authority to regulate bit.ling rates, determine franchise al'eas and conditions of 
service, approve acquisitions, and authorize the issuance ofsecul'ities. The utility commissions also generally establish 
uriifotin systems of accounts and approve the terms of contracts with affiliates and customers, business coni.biilations with 
other utility systems, and loans and other financings. The policies of the utility commissions ofteri differ from state to 
state, and may change over time. A small number of our operations are subject fo rnte regulation by county oi· city 
goverl}l1lent. Over time, the regulatory parly in a particular state may change, as was the ca$e fol' om· Texas operations 
where, in 2014, economic regulation changed tfom the Texas Commission on Environmental Quality to the Pubiic Utility 
Commission of Texas. Tile profitability of our utility operations is influenced to a great extent by the timeliness and 
adequacy of rate allowances in the various states in which we operate. One consideration we may undertake in evaluating 
which states to focus our growth and investment strategy is whether a state pl'ovides for consolidated rates, a surchal'ge for 
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replacing and rehabilitating infrastructure and other systems, and other regulatory policies that promote infrastructure 
investment and efficiency in processing rate cases. 

Rate Case Ma11ogeme11t Capability- We strive to achieve.the industrfs mission by effective plannipg, efficient 
investments, and productive use of out 1·esoui'ces. We maintain a rate case management capability to pursue timely and 
adequate returns on the capital investments that we make in improving our distribution system, treatment plants, 
information technology systems, and other infrastructure. This capital investfuenfcl'eates assets that are used and useful 
in providing utility service, and is commonly referred to as rate base. Timely and adequate rate relief is important to our 
continued profitability and in providfog a fail" retum to our shareholders; thus, providing access to capital markets to help 
fund these investments. Accordingly, the. objective of our rate case management strategy is to provide that the rates of oiu· 
utility operations 1•eflect, to the extent prncticable, the timely recove1y of increases in costs of operations (primarily labor 
and employee benefits, electricity, chemicals, transpo11ation,. maintenance expenses, insurance and claims costs, and costs 
to comply with_ environmental regulations), capital, and ta_xes. In pursuing our rate case sti·ategy, we consider the amount 
of net titjlity plant additions and replacements made since the pi·evious rate decision, the changes in the c;:ost of capital, 
changes in our capital structure, and changes in operating a11d other costs. Based on these assessments, our utility 
operations pel'iodically file rate increase requests with their respectiye state utility commissions or local regulato1y 
authorities .. In general, as a regulated enterprise, our water and wastewater rates are ·established to provide full recovery of 
utility operating costs, taxes, interest on debt used to finance capital investments, and a retm·11 on equity used to finance 
capital investments, Our ability to recover our expenses in ·a timely manner aiid earn a return on equity employed in the 
business helps detennine the profitability of the Company. As ofDec;embeJ' 31, 2017, the Company's rnte base is 
estimated to be $4, I 25,000, which is comprised of: . 

• $2,874,000 filed with respective state utility commissions or local regulatory-authorities: and 
• $1,251,0QO not yet filed with respective state utility commissions or local regulatory authorities. 

Our water and wastewater operations are composed of 53 rate divisions, each of which requires a sepai·ate rate filing fot· 
the evaluation of the cost of service and recovery' of investments in connection with the establishment of tariff rates for 
that rate division. Wheh feasible and beneficial to ounitility customers, we have sought appl'oval from the applicable -
state utility commission to consolidate I'ate divisions to achieve a more even distribution Qf costs over a larger customer 
base. All of the eight states in which we operate currently permit us to file a revenue requirement using some fonn .of 
consolidated rates for some 01· all of the rate divisions in that sta.te, 

Reve1111e S11rc/,arges - Six states in which we opernte water utilities, and five states in which we operate wastewater 
utilities, pehnit us to add a surcharge to their respective bills to offset the additional depreciation and capital costs 
associated with capital expenditiit·es related to 1·eplacing and rehabilitating infrastructure systems. In all other states, water 
and wastewater utilities absorb all of the depreciation and capital costs of these projects between base rate increases 
without the benefit of additional revenues. The gap between the time that a capital pl'oject is completed and the recovery 
of its costs in mtes is know11 as regulatory lag. Thls surcharge is intended to substantially reduce tegulatory lag, which 
often acts as a disincentive to water and wastewater utilities to rehabilitate theh· infrastructure. In addition, some· states 
permit oitr subsidiaries to use a surcharge or credit on their biHs to reflect allowable changes in costs, such as changes in 
state tax rates, .other taxes and purchased water costs, until such time as the new costs are fully inc01porated in base rates. 

Effects of l11jlatio11 - Recovery of the effects of inflation through higher water and wastewater rates is dependent upon 
receiving adequate and timely rate increases. However, rate increases are not reb'oactive and often lag increases in costs 
caused by inflation. On occasion, our regulated utility coltipanies may enter into rate settlement agreements, Which 
require us to wait for a petiod of time to file the next base rate increase request. These agreements may result in 
regulatory lag whereby inflationary increases in expenses may not yet be reflected in rates, or a gap may exist between 
when a capital project is completed and the st!ut of its recovety in rates. Even during pe1fods of mo~erate inflation, the 
effects of inflation can have a negative impact on om· operating results. 

Growth-Through-Acquisition Strategy 
Prut of our strategy to meet the industry cbaHenges is to actively explore opportunities to expand om· utility operations 
throtigh acquisitions of water and wastewate1· utiUtie$ either in areas a~jacent to om· existing service areas or in new 
service areas, and to explore acquiring market-based bµsinesses that are complementary to our regulated water and 
wastewater operations. To complement our growth strategy, we l'Outinely evaluate the operating performance of our 
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individual utility systems, and in instances whete limited economic growth opportunities exist or where we are unable to 
achieve favorable operating results or a return on equity ¢at we consider acceptable, we will seek to sell the utility system 
and reinvest the proceeds in other utility systems. Consistent with this strategy, we are focusing our acquisitions and 
resources in states where we have critical mass ofoperations in an effo11 to achieve economies of scale and increased 
efficiency. Our growth-through-acquisition strategy allows usto operate more efficiently by sharing operating expenses 
over more utility customers and provides new locations for future earnings growth through capital investment. Another 
element of our growth strategy is the consideration of oj>po11uititles to expand by acquiring other utilities; including those 
that may be in a rtew state if they provide promising economic growth opportunities and a return on equity that we · 
conside.r acceptable. Tl1e ability to successf utly execute this strategy and meet tl1e industry challenges is la1·gely due to 
ot\r core competencies, financial position, and om· qualified and it'alned workforce, which we strive to retain by treating 
employees fairly and providing our e,nployees with development and grnwth opportunities. 

During 2017; we completed four acquisitions; which along with the organic growth in our existing systems, represents 
l 0,584 new customers. During 2016, we completed 19 acquisitions, which along with the oi·gariio growth in our existing 
systems, represents 15;282 new C\tstomers. Dm'ing 2015, we completed I 6 acquisitions, which along with the _organic 
growth in otll' existing systems, represents 17,747 new customers. 

We believe that i1tility acquisitions, organic growth, and a potential expansion ofour ma1ket-based business will continue 
to be the primary sources of growth for us. With approximately 53,000 community water systems in the U.S., 82% of 
whic.h serve less than 3,300 customers, the water industry is the most fragmented ofthe major tttility industries (telephone, 
natural gas, electric, water, and wastewater). In the states where we operate regulated utilities, we believe there are 
approximately l 4;500 qommunity water-systems of widely-varying size, with ihe majority ofthe population being served 
by government-owned water systems. · · · · · 

Althoitgh not as fragmented as the water industry, the wastewater industry in the U.S. also presents opportunities for 
consolidation. Ac~ording to the U.S. Environmental Protei,tionAgency's ("EPA") most recent su1vey of wastewater 
tl'eatment facilities (which.includes both government-owned facilities and regulated utility systems) in 2012, there are 
approximately 15,000 ·such facilities in the nation serving approximately 76% of the U.S. population. The remaining 
population represents individual homeowners with their own treatment facilities; for example, community on:-lot disposal 
systems and septic tank systems. The vast majority of wastewater facilities are government-owned rather thati regulated 
utilitie.s. The EPA survey also indicated that there are approximately 4,000 wastewater facilities in operation in the states 
where we operate regulated l!tilities.- . : - . -

Because of the fragmented nature of the water and wastewater utility industries, we believe that there are many potential 
water and wastewater system acquisition candidates throughout the United States. We believe the factors ddving the 
consolidation of these systems are: 

• the benefits of economies of sc;ale; 
• the increasing cost.and complexity of environmental regulations; 
• the need for subst1,1ntial c~pital investment; 
• the need for technological anci managerial expertise; 
• the desire to improve wate1· quality arid service; 
• limited access to cost-effective financing; 
• the :monetizing of public assets to Sllpport, in some cases, the declining financial condition of municipalities; and 
• the use of system sale proceeds by a municipality to accomplish other public purposes. 

We are activ~ly exploring opportunities to expand our w1,1ter and wastewater utility operations through regulated utiHty 
acquisitions 01· otherwise, including the management of publicly-owned facilities in a public-private pa11nership. We 
intend to continue to pursue acquisitions of government-owned and regulated watet and wastewater utility systems that 
provide services in areas near oui• existing service territories or in new se1vice areas. It is our intentio11 to focus on growth 
opportunities in states where we have critical mass, which allows I.is to improve economies of scale through spreadinKour 
fixed cos.ts over more cust.omets - this cost efficiency shotdd enable 1.1s to redu.ce the size offufure rate increases. 
Cmrently, the Company seeks to acquire businesses in the U.S. regulated sector, wl1ich includes water and wa.stewater 
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utilities and other regulated utilities, and to pursue growth ventures in market-based activities, by acquiring businesses 
that provide water and wastewater or other utility-related services, and_ investing in infrastructure projects, 

Sendout 
Sendout represents the quantity of treated water delivered to om· distribution systems. We use sendout as an indicator of 
customer dernand. Weather conditions tend to impact water consumption, pai1icularly during the late spring, summer, and 
early fall when discretiona1y and tecreational use of water is at its highest. Ccinseqi.tently, a highet· propoi1icin of aruii.tal 
operating revenues are realized in the second and third quarters. In general, dtiring this period, an extended period of hot 
and dry weather increases water ccmsumption, while. above-~verage rainfall and coo.I weather decreases water 
consumption. Conservation effo1ts, constmction codes that require the use of low-flow plumbing flxtll1·es, as well as 
mandated water use restrictions iri response to drought conditions can reduce water consumption. We believe an increase 
in conservation awareness by 01.w customers, including the increased use of trtore efficient plumbing_ fixtures and 
applhinces, may continue to result in a Iong-te1·m structut'al tl'end of declining water usage pei· c'ustomer. These gl'adual 
long4erm changes are noimally taken into account by the utility commissions in setting l'ates, whereas significant short
term changes in water usage; resulting from drought wamings, Water use 1·estrlctions, or extreme weather conditions, may 
not be fully 1•eflected in the rates we charge between rate proceedings. 

On occasion, drnught warnings and water use restl'ictions are issued by governmental authorities fo1· po11ions of om· 
11e1·vice territories in response to extended periods of dry weather conditions, rega1·dless of our ability to meet uru-estl'icted 
CQstomer wate~ demands. The timing and duration of the warnings and restrictions can have an impact on our water 
revenues and net income, In general, water consumption in the summe1· months is affected by drought wamings and 
restrictions to a higher degree because discretionary and recreational use of water is highest·during the summer months, · 
pai·ticularly hi our northern: se1·vice te1ritoi'ies. At other tinies of the yeat; wamings and restrictions generally have less of 
an effect on water consumption. Cm'rently, po11ions of our northern and central Texas service areas have conservation 
water restrictions. Drought warnings and watches result 1n the public being asked to voluntarily reduce water 
COOS!lmption. 

The geographic diversity ofour utility custome1· base reduces the effect of our exposure to exueme or unusual weather 
conditions in any one area of the country. During the year ended December 31, 2017, our operating revenues were 
dedved principally froin the following states: approximately 52% in Pennsylvania, 13% in Ohio, 9% in Texas, 8% in 
Illinois, and 7% in North.Carolina. 

Performance Measures Considered by Managemtnt 
We c'onsiderthefotlowing financial measmes (and the petfod to pedod changes in these financial measures) to be the 
fundamental basis by which we evaluate our operating results: 

• earnings per share; 
• operating revenues; 
• income from continuing operations; 
• earnings before intel'est, taxes, and depreciation ("EBITD"); 
• eamings before income taxes as coinpared to our operating btidget; 
• net income; and 
• the dividend rate on common stock. 

In addition, we consider other key measures in evaluating our utility business performance within our Regulated segment: 

• our number of utility customers; 
• the ratio of operations arid maintenance expense compared to operating revenues (this percentage is termed 

"operating expense ratio"); 
• return on revenues (income from continuing operations divide~ by operating revenues); 
• l'ate base growth; 
• retum on equity (net income divided by stockholders' equity); and 
• the ratio of capital expenditures t<> depreciation expense. 
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Fmthermore, we review the measure of earnings before unusual items U1at are noncash and not directly related to om· core 
business, such as the measure of adjusted earnings to remove the joint venture impairment charge, which wa:, recognized. 
in 2015. Refer to Note 1- Summary of Significant Accounting Policies -Investment in Joint Venture in this Annual 
Report for information regarding the impairment charge. We review these measurements regularly and compare them to 
historical pel'iods, to our operating b_udget ~s apprnved by our Board of Directors, and to other publicly~trnded watet· 
utilities. 

Oui· operating expense ratio is one measure that we use to evahiate our operating efficiency and management effectiveness 
of our regulated operations. Om· operating expense ratio is affected by a numbe1; of factors, including the following: 

• Reg1~/at01y lag - Our rate filings are. designed to provide for the recovery o;fincreases in costs of operations 
(primarily labor·and employee benefits, electri,city, chemicals, transpmtation, maintenance exp~nses, instirance and 
claim costs, and cQsts to comply with environmental regulations), capital, and taxes. TJ1ereve11t1e portion of the 
operating expense ratio can be impacted by the timeliness ofrecove1y of, and the return on capital investments. 
The operating expense ratio is fmtber inflllei1ced by regulatory lag (increases in operations and maintenance 
expenses not yet recovered in rates or a gap between the time that a capital project is completed and the start ofits 
cost recove1y in rates). The operating expense ratio is also influenced by decreases in operating revenues withm1t a 
commensurate decre_ase in operations and maintenance expense, such as changes in customer water <;onsumption as 
impacted by adverse weather conditions, consel'vation trends, or as a l'esult of utility rates incorporating the effects 
of income tax·benefits derived from deducting qualifying utility asset improvements fol'tax purposes that are 
capitalized for book pmposes in Aqua Pennsylvania. and consequently forgoing operating·revenue increases, 
During periods of inflatio,:t, our operations and mairttenanc~ expenses may inc1·ease, impacting the operating . 
expense ratio, as a re·sult of regulatory lag, since ow rate cases may not be filed tiinely and are not retn;>active; . 

• Acquisitioits- Iti general, acqi1isitions of smaller undercapitalized utility systems in some areas may initially 
increase our operating expense ratio if the operating revenues generated by these operations are accompanied by a 
higher ratio of operations and maintenance expenses as compared to o.ther operational areas of the company that are 
more densely populated and have integrated Qperations. In these cases, the acquired operations are characterized as 
having relatively higher operating.costs to fixed capital costs, in contrast to the majority of our operatio_ns, which 
generally consist of largel't interconnected systems, with higher fixed capital costs (utility plant investment) and 
lower operating costs per customer. In addition, we operate market-based subsidiary companies, Aqua Resources 

· and Aqua Infrastructure. The cost~structure ofthe,se market-based companie.s differs fl'orri oiir utiliiy cornpariies in: . 
that, although they may generate free. clll)h flow, these. companies have a higher ratiq of operations and maintenance 
expenses to 9perating revenues and a lower capital investment and, consequently, a lower.ratio of fixed c~pital 
costs versus operating revenues in contrast to om· regulated operations. As a result, the operating expense ratio is 
1iot comparable between the businesses. These market-basea subsidiary companies at·e not a component of our 
Regulated segment 

We continue to evaluate initiatiws to help control operating costs and improve efficiencies. 
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Our selected five-yeal' consolidated financial and operating statistics follow: 

Years encJecl December 31, 
Utilit customers: 

Other water 

Total utility cu.stomers 

Other water 

Other and eliminations 

Interest expense, net 

Return on -merica stockholders' e~uiti 
-~edbudf&GBSiBBfiifdh xp:4\ffl :rw Iii! 
Effective tax rate 

2017 2016 2015 2014 2013 

19 430 19036 17 420 17 412 17230 

982,849 912,265 951,866 940,119 928,200 

6.5 324 62983 56 997 59 474 57 446 

4,620 19,768 34,591 23,846 17,366 

$ 478,089 $ 382,996 $ 364,689 $ 328,605 $ 307,908 

16.2% 16.3% 

10.9% 9.8% 9.4% 9.8% 10.1% 

12.2% 12.7% 11.7% 14.1% 14.4% 

6.6% 8.2% 6.9% 10.5% 9.5% 

(1) Represents a $21,433 ($32,975 pre-tax) joint venture impairment charge, This amount represents out share of the 
iin,pairmet1t charge rec:ogt1ized by our joirit venture that operates a private pipeline to supply raw water to firms with 
nat1.1ral gas well drilling operations. 
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O~r income from continuing operations has grown at an annual compound rate of approximately 5.7% and our net income 
ha~ gl'Own at an annual comp_oµnd rate of approx(mately 4.1 % during the five-ye!.}r period ended December 3 I, 2017. 
During the past five years, operating re.venues grew at a compound rate of 1.5% and operating expenses grew at a 
compound rate of2.l o/o; . 

Operating Segments. 
We have id€lntified ten c:>perating segments and we have ope reportable segment based on the following: 

• · Bight:segments are co1nposed of oul'-water and wastewater reg(dated utility operations In the eight states where we 
pi'ovide these sel'vices. These operating segments are aggregated into one tepoitable segment since each of these 
operating segments has the following slniillwities: economic characteristics; natl.ire of services, p1;oductioi1 
prope~~es, customers, water di~tli{1ution and/or w~stewater collection methods, and the nature of the regulatory 
environment. b.u.r single reportable segment i_s named the Regulated segment. 

• Two segnients are not quantitatively significant to be reportable and are composed ofAqua Resout'ces and Aqua 
Infrastructui·e. These seginents are included as a component of"Other," in addition to cotporate costs that have not 
been allo_cated to the Regglated segment and intersegment elitnin~tions. Corporate costs include gener~l and 
administrative expenses, and inte1·est expense. 
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The following table provides the Regulated segment and consolidated information for the years ended December 31, 
2017, 2016, and 2015: . . 

f\lMH64WdiiM 
O&mtfons and maintenance expense 
bi WOLJIMMB@Mli# 
Enmin s loss before lnteres taxes de reciation and amortization 

-

0 erotin income 
· . ediliMidlD&i 
Interest eiil!ense, net 

B.Sidd&MGMMIGddd¥8hiiliJM 
Gain 01i sale of other ossets 

dUd!BMIIEidfoiibibf 
Provision for income taxes 

2017 

Other end 
.lated Ellminoiions Consolidated 

0idM !SiiMMd§IPZ 

$ 463419 $ 2,272 465691 

328,967 

8.1 

~4n 
16914 

2016 

Other and 
elated Eliminations Consolidated 

d@bi-MMMHMS 

$ 460,844 $ 2,25 I 458 593 

80. 

• 20978 
-

~f\l, 1tM•J11re •, _ '•J1_,"J2filii · CJ. ) 

t38fi\MnM&ihd' 
o1;rations arid mainteniince expense 
u· x&;&GMB@Qh 

.. Earnlnjs before fnterest,'tnxes, depreciation and amortization 

lb&StibdWS&IJHtii 
0Eer~ income 
bldEW&dslldMMEi 

Interest e~ense net 
i/4idMM;iiii&LJdhifoill,4ii 

Gain on sale of other assets 
U&h@hfih&LMIBl&BIW 

EluilM loss inilnt venture •GS-- 8666Bd6Mi¥i 
Nel!riconie 

201S 

.Olherund 
:irlated Eiiinfuatfoits Consolidated 

#Aii@-441MMIM61 

$ 444,386 S 5,45 I 

33 

44w37 

321,IOO 

7.6 -~ 3ij77 

$ 201,790 
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Operati11gReve1111es-Operatingreveriues totaled $809,525 in 2017, $81~,875 in 2016, and $814,204 in 2015. Oul' 
Regulated s_egment's reve,nyes totaled $804,905 11} 2017, $800,107 in 2016, and $779,613 in 2015. The growth in ou_r 
Regulated ~egment's revenues ove_r the past three yeal's is a result of increases in oi1r wate1· and wastewater rates and our 
customer base. Rate increases implemented during the past tlrree years have provided additional operating revenues of 
$6,143 in 2017, $4;319 in 2016, and $8~503 in 2015. Negatively-impacting revenues iti2017 was a decrease in customer 
water corisum_ptiori primarily due to unfavorable weather conditions during the year. The number of customers increased 
at an annual compound rate of 1 .4% ove1· the past three yeats dJ.1e to acquisitions and organic growtll, adjusted to exclude 
cusJomers ijssociated with utility systein dispositiops. A~qufaitions in our Regulated segment have pJovided additional 
water and wastewater revenues of $_1,695. in 2017, $8,201 in 2016, and $8,990, in 2015. 

On June 7, 2012, Aqua Pennsylvania reached a settlement agreement in its last rate filing with the Pennsylvania Public 
Utility Commission, which in addition to a water rate increase, provided for a reduction 'in currerit income tax expei1se as 
a result of the recognition of q1_uUifying income tax benefit$ upon Aqua Pennsylvania changing its tax accounting method 
to permit tJ-ie expensing of q1wlifying utility !lSset improvement costs that historically had be~n capitalized and depreciated 
for book and tax purposes. ln D_ecember 2012, Aqua Pem1Sylvania implemented, this change whiqh provid<:ls for the flow
through of income tax benefits that 1'esulted in a substantial redu,ction in income tax expense and greater net inc<>me and 
cash flow. As a result, Aqua Pennsylvania Was able to suspend its water Distribution System Jmpl'ovement Charges from 
January 1, 2013 to Septembei• 30, 2017, wheti it resumed the 11se of a watel'Distribution System Improvement Charge 01i 

Octobe1· 1, 2017. Aqua Pennsylvania was able to lengthen the amount of time until its nextbase rate case, which is 
_ expe~ted t<> be filed in 20t$. During 2_017, 2016, _and 2_0:t 5, the income tax account_ing cl1ange _res_ul~ed in _inc;ome tax 
benefits of $84,766, $78,53.0, a9d $72,944 that reduced the Gompany's current inqome tax expense and increaseg net 
income. The Company recognized a Jax decfoction on its 2012 Federal t1:1xretum of$380,000 for qualifying capital 
expenditures made priorto 2012. Based on the settlement agreement, beginning in 2013, the Company began to amortize 
l/l0d1 of these expenditures, or $38,000 annually, Which reduced income tax expense and increased the Company's net 
inc9me by $16,734, which is included in the income tax benefits 11oted previously. In accordan_ce with the settlem<:lrit 
agree~nent, thi_s atnortization is expected to reduce income tiix expense during pel'iods wpen qualifying parameters are 
met. 

Our opel'ating; subsidiaries received rate inc1;eases tep1'esenting estimated annualized revemles of $7,558 in 2017 resulting 
from fiye b~c;'l rat~ deci~ions, _$3,43.4 in 4016 resulting frqm:siip'ate -~ecisi_ons, ~nd $~,34 7 µi, 20 JS resµlting-from:fouqate 
decisions. Revenues from -these;': inc~·e!'!ses realjzed in the year ofgri:tnt were $6,343 m 2017, $1,788 in·2016, ap:d $2,887 in 
2015. As ofDecembe.r 31, 2017, 9.11r operating s_ubsidiaries have filed twQrnte requests, which are being review¥d by the 
state utility commissions, proposing an aggregate increase of $1~,8~8 µ1 annual revenues. :Oming 2018, we intend to file 
five additioilal rate reqliests p1'oposing ari aggregate ofapproximately $80,000 ofincreased annual revenues; the timing 
and extent to which our rate incJease requests may be gi·anted will vary by state. Oui· planned rate filitigs for 2018 are 
subject to the issuance of pi'ocedural orders directing how the Federal tax law changes al'e to be reflected in our utility 
customer rates. 

Currently, Pennsylvania, Iliinois, Ohio, Indiana, New Jersey, and No11hCarolina ailow for the use of a surcharge for 
i•eplacing and rehabilttating infrastructure systems. The-rate increases under this surcha1·ge typically adjust periodically 
based on additional qualified capital expenditures completed or anticipated in a future period. This surcharge is capped as 
a percentage of base rates, generally at 5% to 12. 7 5% of base rates, and is reset to zero when new base rates that 1·eflect 
the costs of those additions become effective or when a utility's earnings exceed a regulatory benchti'iark. These 
surcharges provided revenues of$10,255 in 2017, $7,379 in 2016, and $3,261 in 2015. 

Om· Regulated segment also inciudes operating revenues of$9,903 in 2017, $10,357 in 2016, and $10,746 in 2015 
associated with contract ope1;atiotis that are integrated into the regulated utility business and operations, These amounts 
vary over time according to the level ofactivity associated with the utility contract operations. 

In additiQn to the Regulated segment operating revenues, we recognized market-based revenues that are associated with 
Aqua Resources and Aqua Infrastructure of$4,79$ in.2017, $20,091 in 2016, and $34,909 in 2015. The decrease in 
revenues in 2017 and 2016 is d1ie to the disposition of business units within Aqua Resources, 
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Operatio11s a11dM"i11te11(111ce Expe1tses-Operatio11s and maintenance expenses totaled $287,206 in.2017, $304;897 in 
2016; and $309,310 in 2015. Most elements of operating costs are subject to the effects of inflation aild changes in the 
nurriber of customers served. Sevei•al elements are subject to the effects of changes· in water consumption, weather, and 
the degree of water treatme11t req1_.1ired ~ue to variations in the qQality of the raw water. The principal elements of 
operating costs arq labor and emplQyee benefits, eleciricity, chemicals, transportation, maintenance expenses, insura_nce 
and claims costs, and costs to comply with environmental regulatlons, Electricity and chemical expenses vary in 
relationship to water consumption, t·aw water quality, and price changes. Maintenance expenses are sensitive to extremely 
cold weathel', which can cause water mains to rupture, resulting iii additional costs to repair the affected main. 

Operations and maintenance expenses decreased in 2017, as compared to 2016, by $17,691 or 5.8%, primarily due to: 

• decreases in market-based activities expenses of $15,933 due to the disposition of business units within Aqua 
Resources; 

• a decrease in water production costs of $6,301 primarily due to a reduction in purchased water expense of $4,794 
dU!l to replacing a purchased water supply with the Company's own water supply aSomce; · 

• a dec1·ease in the Company's self-insul'ed etnployee medical benefit program expense of $4,838; 
• offset by $4, l 02 for the t_iming <>f expenses incurred for the maintenance of our utility systems and the purchase of 

supplies, as well as other increases in operations and mai11tenance expenses, 

Operations and maintenance expenses decreased in 2016 as compared to 2015 by $4,413 or 1 .4%, primarily .due to: 

• · decreases· in rriarket-based:activities expenses of_$1Q,393 due to the disposition of business units within Aqua · 
Resources; 

• a decrease in water production costs of $3, 156; 
• the effects ofthe recognition in 20 lS of: 

o leaders]µp tr~nsition expenses of $2,510, 
o the recording. of a reserve of $1,862 for water rights held for future use, and 
o the l'ecording of a legal contingency reserve·of$1,580; 

• the reversal of a reserve for a legal c9ntingency of$ 1,580; 
• offset by an incr~"se_in postretirement benefits of$5,554; and 
• additional operating costs associated w1th acquisitions of $4,538, as we11 as other increases in operati011s and . 

. maintenance expenses. . . . . . . . . . . : . . . . . . . . . . 

Depreciatio,, (II,(/ Amortl;"t/011 Expe11se1-Depreciation expense was $136,302 in 2017, $130,987 in 2016, and 
$125,29.0 in :2015, and has increased principally as a result of the significi111t capital expenditi.ires macie to expand and 
improve our utility facilities, and our acquisitions of new utility systems. 

Amortization expense was $422in 2017,$2,021 in 2016, and $3,447 in 2015, and has decreased primarily due to the 
completion of the tecovery of our cost~ assc;iciated with various rate filings, Expenses associ~ted with filing rate cases are 
def ~rre4 and amortized over peripds that generally range from ope to three years. 

T«~·es Other ti"'" /11c<>me Ta)i.·es -Taxes other than income tax~s totaled $56,628 in 2017, $56,385 in.2016, and $55,057 
in 2015. The increase in 2017 was primarily due to an increase in grnss l'eceipts, excise and fi·anchise taxes of$949, and 
an irtcJ'ease in taxes assessed resulting froni the pomping of gl'olind wate1· in Texas of $486 due to higher wate1· production 
volume and rates~ offset by a $978 decrease i.n property tax¢s primarily due to a favorable ruling on a p1vperty tax appeal 
in Ohio~ The increase in 2016 was primarily due to an increase of$578 for pumping fees in Texas due tohigher water 
production, a rate increas(1, and the addition of two water systems, and an increase i_n gross receipts, excise and franchise 
taxes of$502. 
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I11terest Expense, 11et - Net interest expense was $88,341 in 2017, $80,594 in 2016, and $76,536 in 2015. Interest income 
of $202 in 2017, $217 in 2016, and $272-in 2015 was netted agalristlnterest expense. Net interest expense increased in 
2017 due to an increase in average borrnwings of$157,768 and an increase in shoiHe1·Jri and. long~term interest rates. Net 
interest expense increased in 20 t 6 due to an increase in average short-term borrowings of$9;808 at higher-short-term 
interest rates and an i!)crease in average .O\Jtstanding fixed rate tong-term debt of $98,006 partially offset by a decline in 
long-term interest rates. Inte1·est income decreased in 2017 due to lower investment rates, The weighted average cost of 
fixed rate kmg-tettn debt Was 4.35% at December 31,2017, 4.26% at December 31, 2016, and 4.5'7% at Decembei•-31, 
2015. The weighted average cost of fixed and variable rate long~term debt was 4.29% at December 31, 2017, 4.23% at 
December 31, 20}6, and 4.44% at December 31, 2015. 

Allowrmce/01· F1111ds Usetl JJ11ri11g Co11sfl'(1ctio11- rhe allowance for funds used during constmction ("AFUDC") was 
$15,211 in 2017, $8,815 in 2016, and $6,2.19 in 2015, and varies as ar~sult of changes in the average balance.of utility 
plant construction work in progi·ess~ to which AFUDC is applied, changes in the AFUDC rate which is based 
predominantly on short-term interest rntes, changes in the balance of short-debt, and changes in the amount of AFUDC 
related to equity. The incr~ase in 2017 and 2016 is primarily due to an inci'ease in the AFUDC rate as a 1·esult of an 
increase in tp.e amount of AFUI)C related to equity and in 2017 and 2016, and an increase in_ the avel'age balance of utility 
plant constmcti.on work in progl'ess, to which AFUDC is applied. The amount of AFUDC related to equity was $11,633 
in 2017, $6,561 in 2016, and $4,621 in 20.15. 

Gain 01i Sale o/OtllerAssets-Gain on sale ofotherassets totaled $484 in 2017, $378 in 2016, and $468 in 2015, and 
consists of the sales of property, plant and equipment and inarketable securities. 

Ga/11 Qn Exti11g11Jstmumt ~/ Debt- The gain on ex,tinguisnment of debt of $678 in io 15 re~ults from the recognition 9f 
the unamortized issuance premium for the early redemption of$95~985 of tax-exempt bonds at 5.00% that were originally 
maturing between 2035 and 2038. 

Equity (Ear11i11gs) Loss /11 .foii1t Ve11t11re- Equity (earnings) loss in joint ventu1·e totaled $(331) in 2017, $(976) in 20 J 6, 
and $35,177 in 2015. The equity earnings in 2017 primarily resulted from the sale of raw watel'to firms in the natural gas 
drilling inditstry. The equity earnings in 2016 resulted from the recognition of a connection fee earned, by the j9int 
venture i112016 for which our share was $1,831 and a reduction in depreciation expense resulting from the noncash 
impailment charge recognized by the joint venture on its long-lived assets in 201 s·. In 2015, a none ash impairment charge 
was r~cognized by the joint ventme on its fong~lived assets for ...yhich our share was $32,97;5. The impairrnefit charge was 
recognized in 2015 as a result of a determination that the Jong-lived assets, pl'imarily consisting ·of a pipeline and pump 
station, had be~ome impaired due to a marke.d. dee.line in natural gas prices in 2015, a distinguishable reduction in the 
volume of water sales by ihe joint veJJture which led to a lowered forecast in 2015 on futtu-e·water sales volumes by the 
joint ve11tlire, as well as changes in:the natural gas indushy and market conditions. At the time of the impairment, these 
market conditions were la1·gely associated with natural gas prices, which sharply declined in 2015 and thfa downturn no 
longer appeared to be temporary and ii1stead was expected to be a long-term condition. 

/11come Tq.\·~s"" Our effective income tax rate was 6.6% in 2017, 8.2% in 2016, and 6.9% in 2015. The effective income 
tax l'ate for 2017, 2016, and 2015 was affected by the2012 income tax accountit1g cliange for qualifying utility asset 
improvements at Aqua Pennsylvania which resulted in a $84,766, $78,530, and $72,944 net reduction to the Company's 
2017, 2016, and 2015 Federal and state income tax expense, respectively. As of December 31, 2017, the Company has an 
unrecognized tax benefit related _to the Company's change In its tax accounting method for q·ualifyirig utility asset 
improvement costs, of which up to $24,243 of ti1ese tax benefits would further 1·educe the Company's effective income tax 
rate in the eve1,1t the Company does sustain_ aJl, 01· a portion, of its tax position in the period this information is determined. 
Offsetting this reduction was the effect of the revaluation of our deferred income tax assets and liabilities; triggered by the 
TCJA, which resulted in the recognition of additional income tax expense of$3,141 to the extent revalued defen•ed 
income taxes are not believed to be recoverable in utility customer !'ates. 
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Years ended December 31, 
2017 2016 2015 

Net income 239 738 234 182 201 790 

The changes in dHuted net incom(l pe1· share in 2017 and 2016 .over the previous years were due to the aforementioned 
changes. 

Although we have experienced increased income in the l'ecent past, continued adequate i'ate increases reflecting increased 
operating costs and new capital investments, are inipot1ant to the future realization of improved profitability. 

FQm·t!, Q11al'ler Results- The follqwing table provide$ ou1· fomth quarter results: 

Three Months Ended December 31, 
2017 2016 

Taxes other than income tru(:es 12,238 13,291 
- - -- - - -- -

H'.{i,) ;l0l ii •t~( /:~@ 

The increase in operating revenues of $6,513 wits primarily due to an increase in water and wastew~ter rates and 
infrastructure rehabilita~ion surcharges of $4,i47, an increase in customer water consumption, and additional revenues of 
$438 associated with a large1· customer base due to utility acquisitions, offset by a decrease in market-based activities 
revenue of $4,323 due· to dispositions. 

The increase i_n operations and maintenance expense of $1,693 is due pdmarlly to $3,490 associated with the timing of 
expenses inc1.11Ted for the maintenance of om· t1tility systems and the purchase of supp Hes, an increase in postretirement 
benefits expense of$1,249, offset by a decrease in market:.based activities ~xpenses of $2,952, and a decrease in water 
production costs of$1,842 due to replacing a purchased water supply with the Compants own water supply source. 

Depreciation expense increased by $1,452 primarily due to the ut11ity plant placed in service since December 31, 2016. 

The decrease in other taxes of $1,053 is primarily due to a decrease in property taxes of$1,466 due to a favorable 
property tax appeal in Ohio, offset by an increase in capital stock taxes of$199 due to the effect of a reversal of a reserve 
from the prior year, anci an increase in taxes assessed resulting from the pumping of ground water in Texas of $166 due to 
higher water production volume artd l'ates. 
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Interest expense increased by $2,759 due to an increase in the average outstanding debt balance. 

AFUDC increased by $2,272 due. to an increase in the average balance of utility plant construction work in progress, to 
which AFtJDC is applied, and an increase in the AFUDC rate as a result of an increase in the wnount of AFUDC related 
to equity. 

The provision for income taxes increased by $970 primarily as a result of the revaluation of out defetted income tax assets 
and liabilities, triggered by the TCJA, .which resulted in the recognition of additional income tax expense of $3, 141 to the 
extent revalued ~eferred inooine taxes are not believed to 1:>e recoverable in utility customer rate~. offset PY the effect of 
additional tax deductions recognized in th~ fou1th quarter of 2017 for certain qualifying infrastructure improvements for 
Aqua Pennsylvania. 

LIQUIDITY AND CAPITAL RESOURCES 

Consolidated Cash Flow and Capital Expenditures 
Net operating cash flows from continuing operations, dividends paid on common stock, capital expenditures used in 
c011tinuing operations, including allowances for funds used during constrnction, and expenditures for acquiring water and 
wastewatei· systems for om· continuing operations for the five years ended December 31, 2017 were as follows: 

2014 364 888 112 106 328 605 14 616. 

2016 396 163 130 923 382 996 9423 

$ 1,878,966 $ 607,826 $ 1,862,287 $ 73,885 

Included iri capital expenditures for the five-year period are: expenditures for the rehabilitation o£existing water and 
: wastewat~r systems, the ex,pansion of.our water m1d wastew~ter system~, modernization. and 1:eplac~ment of e~isting .. 
treatment facilities, water meters, offl~e facilities, information techncjlogy, vehicles, and equipment. Dllrlng this five-yeat 
pel'iod, we received $31,657 of customer adVf!nces and contrjbutions in aid of construction to finance new water mains 
and related facilities that are not included iii the capital expenditures presented in the above table. In addition, during this 
period, we have made repayments of debt of$978,762, and have refunded $22,607 of customers' advances for 
constructioil. Dividends increased during the past five·years as a l'esult of annual increases in the dividends declared and 
paid and increases in the number of sh'ares outstanding. 

Our planned 2018 capital ptogram, exclusive of the costs of new mains fin~ced by advances and contributions in aid of 
construction, is estimated to be approximately $500,000 in infrastructure improvements fol' the communities we sei-ve. 
The 2018 capital progta1n is expected to include $213,200 for itlfrastructure rehabilitation surcharge qualified projects. 
On Janumy I, 2013, Aqua Pennsylvania reset its water infrastructure rehabilitation surcharge to zero resulting froin the 
change in ifs tax method of accc>Unting for qualifying utility asset improvements as descl'ibed below. Although we were 
not eligible to use an infi·astrncture rehallilitation ~urcharge with our Aqua Pennsylvania water customers from January 1, 
2013 to September 30, 2017, we were able to use the income tax savings derived from the qualifying utility asset 
improvements to maintain Aqua Pennsylvania's capital investment program. Our planned 2()18 capital program in 
Pennsylvania is estimated to be appi'oximately $337 ,ooo, a portion of which is expected to be eligible as a deduction for 
qualifying utility asset improvements for Federal income tax purposes. Our ovet'all 2018 capital prograril, along with 
$113,769 of debt tepayinents and $16(),973 ofother contractual cash obligations, as reported in the section captioned 
"Management's Discussion and Analysis of Financial Condition and Results of Operations - Contractuql Obligations", 
has been, or is expected to b~, financed through internally-generated funds, our revolving credit facilities, ar.d the issuance 
oflong-term debt. 
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Future utility construction in the period 20 I 9 through 2020, including recurring programs, such as the ongoing 
replacement or rehabilitation of water meters and watel' mains, water treattJ}ent plant upgrades, stoi·age facility 
renovations, and additional transmission mains to meet customer demands, exclusive of the costs ofnew mains financed 
by advances and contributions in aid of construction, is estimated to require aggregate expenclitures .of approximately 
$875,000. We anticipate that approximately one-half of these expenditures will require external financing. We expect to 
refinance $189,025 oflong..term debt duririg this period as they become due with new issues of long-term debt, internally
generated funds, and out revolving credit facilities. The estimates discussed above do not include any amounts for 
possible future acquisitions of water and wastewater syst~ms or the financing necessary to support them. 

Our primary sources ofliquidity are c.ash flows from operations (including the allowed deferral of Federal inqome tax 
payments), b011"owings under vadous short-term lines of credit and other credit facilities, and customer ltdvances and 
contributions in aid ofconstruction. Our cash flow from operations, or internally~generated funds, is impacted by the 
timing of rate relief; water consumption, and changes in Federal tax laws with respect to the reduction in the corporate 
income tax mte, and accelerated tax dep1;eciation or deductions for utility constmction projects, We fund our capHal and 
typical acquisitions through internally-generated funqs,. supplemented by short-term.lines of credit. Over time, we 
partially repay or pay-down om· short-term lines of credit with long-term debt The ability to finance our ft1ture 
construction programs, as well as our acquisition activities, -depends on our abiiity to attl'act the necessary external 
ftnancii1g and maintain intemally-generated funds. Timely rate ol'ders permitting compensatory rates ofretum on 
invested capital will be required by our operating subsidiaries to achieve an adequate level of earnings and cash flow to 
enable them to secm·e the capital they will need to operate and to maintain satisfactory debt coverage ratios, 

On June 7; 2012; Aqua Pennsylvania reached a .settlement agreemenfin its rate filing with the Pennsyivania PubUc Utility · 
· Commission, which in addition to a water rate increl}se, provided for a reduction in cunent income tax expense as a result 
of the recognition of qualifying income tax benefits upon Aqua Pennsylvania changing its tax accounting method to 
permit the expensing of qualifying utility asset improvement costs that have historically been capitalized and ·depreciated 
fqr bQ.ok and tax purposes. In Dece~ber 2012, Aqua Pennsylvania implemented this change, which resulted in a 
substantial reduction in income tax expense and greater net income and cash flow, and as a res.ult allowe4 Aqua 
Pennsylvania to suspend its water DistributionSystem Improvement Charges from Jam1;uy I, 2013 to September:30, 
2017, and lengthen the amountoftime until the next Aqua Pennsylvania rate case, which is expected to be filed in 2018. 
As a result of the Pennsylvania rate order; income tax benefits reduced the Company's current income·tax expense and 
increased net income by $84,766 in 2017, $78,530 in 2016, and $72,944in 2015. The Company recognized a tax 

:deduction on its·20I2.Fed,eral tax return of$380,00Q fo1· qualifying capital expenditures.made:pri()r:to 2012, a~d based on 
the settlement agreement, beginning in 2013, the Company began to amortize 1/1011

' of these expenditures or $38,000 
annually, which reduced income ta~ expense and incre.ased the Company's net income by $16,734. In ac<:ordance with 
the settlement agreement, this amortization is expected to reduce income tax expense during. periods when qualifying 
parameters are met. 

AcquisUion11 
As part of the Company's growth-through-acquisition strategy, the Company has entered into purchase agreements to 
acquire the water or wastewater utility system assets of six mtmicipalities for a total combined purchase price in cash of 
$150,700. The purchase price for these pending acquisitions is subject to cei-tain adjustments at closing, and the pending 
acquisitions ate subject to regulatory app1·ovals, including the final determination of the fair value of the rate base 
acquired. Closh1gs for these acquisitions are expected to occur by the end of 2018, which is subject to the timing of the 
regulato1y approval process. These acqµisitions are expected to add approximately 16,325 customers in two of the states 
in which the Company op~rates. 

During the past five years, we have expended cash of $73,885 and issued 439,943 shares of common stock, valued at 
$12,845 at the time ofacquisition, related to the acquisition of utility systems, both water and wastewater utilities, as well 
as inveshhents in supplying raw water to the natural gas drilling indushy. 

fn 2017, we completed four acquisitions of water and wastewaterutility systems for $5,860 in cash in two of the states in 
which we operate, adcling 1,003 customers. 

In January 2016, we acquired the watei· and wastewater utility system assets of Superior Water Company, Inc., which 
provided public water service to 4, I 08 customers in portions of Berks, Chester, and Montgome1y counties in . . 
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Pennsylvania. The total purchase price for the utility system was $16,750, which consisted of the issuance of 439,943 
shares of the Company's common stock and $3,905 in 'cash. Additionally, during 2016, we completed 18 acquisitions of 
watel' and wastewater utility systems for $5,518 in cash in eight of the states in which we operate, adding 2,469 
customers. 

In April 2015, we acquired the Water and wastewater utility system assets of North Maine Utilities, located in the Village 
of Glenview, Illinois se1·ving 7,409 customers. The total purchase price consisted of $23,079 in cash. Additionally, 
dul'ing 2015, we completed 14 acquisitions of Water and wastewater utility systems for $5,210 in cash in six of the states 
in which we operate, adding 3, i 70 customers. 

During 2014. we completed 16 acquisitions of water and wastewater utility systems for $10,530 in cash in seven of the 
states in which we ope1·ate, adding 6,148 customers, Further, in .2014, we acquired two market-based businesses that 
specialized in inspecting, cleaning and repairing sto1-m ai1d sanital'y sewer lines, as well as providing water distl'ibution 
system services and fraining to waterworks operators. The total p\1rchase pl'ice in aggregate was $4,810 and both these 
1:msinesses were sul:,sequently sold in Novembet 2016 and J_arii.iaty 2017. 

Dul'ing 2013, we completed 15 acquisitions of water and wastewate1· utility systems foi- $14,997 in cash in four of the 
states in which we operate, adding 5,991 customers. 

We c~mtinue to pursue the acquisition of water and wastewater utility systems, and exploi·e othe1· utility acqt\isitioris that 
may be in a new state. Our typical acquisitions are expected to be financed with shott-term clebt with subsequent 
repayment from the proceeds o.flong-term debt, retained earnings, or equity is~uances. 

Joint Venture 
In September 2011, one of our subsidiaries entered into a joint venture with a firm that operates natural gas pipelines and 
processing plants for the constmction and operation ofa private pipeline. systein to supply raw water to nattin1J gas well 
drilJing operations in the Marcellus S_hale in no11h-central Pennsylvania (the "Joint Venture"). We own 49%of the Joint 
Venture. The 56 mUe pipeline constmction and pe.rmitted intake qn the Stisquehanna River cost $109,000. As-of 
December 31, 2017, out· capital contributions since inception totaled $53,643 in cash. This investment has been financed 
through the issuance of long-term debt. Our 49% investment in the Joint Venture is an unconsolidated affiliate and is 
accounted for under the equity inethod of accounting. Ourinitial investment is carried at cost. Subseqtiently, the canying 
amount of our investmen_t is adjusted to -reflect capital coritributions:or distributions, our equity in earhingii:and losses - · 
since the commencement of the system's operations, and a decline in the fair-value of our investment. In 2015, an 
impairment charge was l'ecogniz~ by the joint venture on its long-Jived assets, of which the Company's s~al'e totaled 
$32,915 ($21,433 after-tax), rep1·esenting om· share of the noncash impairment charge as further described in Note 1 -
Summary of Sigitijlcanf Accounting Policies -Investment in Joint Venhll'e in this Annual Rep 011. 

Dispositions 
We l'Otttinely review and evaluate areas -of our business and opera.ting divisioµs and, _over time, may sell utility systems Qr 
portions of systems. In 2017, the Company sold two business units within Aqua Resources, which resu.lted in total 
pi'oceeds of $867, and recognized a net loss of $324. In 2016, the Company sold two business units within Aqua 
Resources, which resulted in total proceeds of $4,459, and recognized a net loss of $543. 

In December 2014, we completed the sale of our water utility system in southwest Allen County Indiana to the City of 
Fort Wayne, Indiana for $67,011, which is comprised of $50,100 in addition to $16,911 the city initially paid the 
Company towards its water and wastewater system assets in the northern part of Fort Wayne in 2008. We recognized a 
gain on sale of$29,210 ($17,611 after-tax) in the fomth quai1er of 2014. In addition, as a result of this transaction, Aqua 
Indiana expanded its sewer customer base by accepting new wastewater flows from the City. Additionally, in March, 
2014, we completed the sale of our wastewater treatment facility iii Georgia. 

In 2013, in accordance with our strategy to focus om· resources on stales where we have critical mass lo imprqve our 
economies of scale. and expect :futi,1·e economic growth, we sold water and wastewater systems in Florida, through five 
separate sales transactions. The Company received total net proceeds from these sales of $88,934, and recognized a gain 
on sale of $21,178 ($13,766 after-tax). 
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Additionally, in June 2013, the Company sold a water and wastewate1· utility system in Texas for net proceeds of$3,400. 
The sa~e resulted in the recognition ofa gain on sale of these assets, net of expenses, of $1,025 ($615 after-tax), 

Despite these tt'ansactions, one ofour primal'y strategies continues to be to acquire additional utility systems, to maintain 
our existing systems where there fs a strategtc business benefit, and to actively oppose unilateral efforts by municipal 
governments to acquil'e any ·of our operations, · 

Sources of Capital 
Since net operating cash flow plus advances and contributions in aid of constl'Uction have not been sufficient to fully fund 
cash requirements, we issued $1,670,223 of long-term debt and obtained other short-term borrowings during the past five 
years. At December 31, 2017, we have a $250,000 long-term revolving credit facility that expires in February 2021, of 
which $19,811 was designated for lette1· of credit usage, $170,189 was available for borrowing, and $60,000 of 
bortowings were o~tstandingat Decembe1· 31, 2017. In addition, we have short-term lines of credit of$135,500, of which 
$1 JJ,850 was available as of December 31, 2017. These short-term Jines of credit are subject to renewal on an annual 
basis. Although we believe we will be able to renew these facilities, there is no assurance that they will be renewed, or 
what the terms of any such 1·enewal will be. 

Our consolidated balance sheet historically has had a negative working capital position, whereby routinely our current 
Habilities exceed ou'r cunent assets. Management believes that internatty-genetated funds along with existing credit 
facilities and the proceeds from the issuance C>f long~term debt will be adequate to provid_e sufficient working capital to 
maintain normal operations and to meet om· financing requirements for at least the next twelve months, 

. Our loari and debt agreements require us to comply with certain financial covenant~. which among-either things, subject to 
specific exceptions, limit the Company's ratio of consolidated total indebtedness to consolidated total capitalization, and 
require a minimum level of earnings coverage over interest expense. During 2017, we were in compliance with our debt 
covenants under om· credit faciHties. Failure to comply with our debt covenants could result in an event of default, which_ 
could l'esult in us being required to repay or refinance our borrowings he(ore their due date, possibly limiting om•future 
borrowings~ and increasing our bot't'owing costs. 

The Company has a universal shelf registration statement, which was filed with the SEC in February 2015, which allows 
for the potential future offer and sale by us, from time to time, in one or more pubJic offerings, of an indeterminate 

- ; amount of our coinmoti stock, preferred stock, debt secutities; and other securities ~pecified therein at indeterminate -
prices. The Company's Board of Okectors bas authorized the Company to issue up to $500,000 of our common stock, 
pi•eferred stock, debt securities, and other securities specified therein under this uitlvel'sal shelf registration statement. The 
Compaiiy bas not issued any secliiities to date tinder this universal shelf registration statement. This registration statement 
expil'es in Febniary 2018, and we intend to file a new three"'.year universal shelf registration statement. · 

In addition, we have a shelf registration statement, which was filed with the SEC on Februaiy 27, 2015, to permit the 
offering from time to time of an aggt·egate of $500,000 of our common stock and shares of pl'eferred stock in connection 
with acquisitions. During 2016, we issued 439,943 shares of common stock totaling $12,845 to acquire a water system. 
The balance remaining available for use under the acqtiisition shelf registration as of December 31, 2017 is $487,155. 

We will determine the form and terms of any securities issued under the universaJ shelf registration statement and the 
acquil!ition shelf registration statement at the time of i!1suance. 

We offer a Dividend Reinvestnient and Direct Stock Purchase Plan (the "PJan") that provides a convenient ai1d 
economical way to purchase shares of the Company. Unde1· the direct stock purchase portion of the Plan, shares are 
isslted throughout the year. The dividend reinvestment portion of the Plan offet·s a five percent discount on the purchase 
of shares of common stock; with reinvested dividends. As of the Decem~er 2017 dividend payment, holders of 9 ,9% of 
the common shares outstanding participated in the dividend reinvestment portion of the Plan. The share$. issued under the 
Plan are either original issue share.s or shares purchased by the Company's transfer agent in the open-market, During the 
past five years, we have sold 551,788 original issue shares of common· stock for net proceeds of $13,625 thl'ough the 
dividend reinvestment portion of the Plan, and we used the proceeds to invest in our operating subsidiaries, to repay short
term debt, and for general corporate purposes. In 2017, 2016, and 2015, 447;753, 484,645, and 535,439 shares of 
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common stock were purchased under the dividend reinvestment portion of the Plan by the Company's transfe1• agent in the 
open-market for $15;168, $14,916, and $14,380, respectively, 

The Company's 1;3oard of Directors has authorized us to repurchase i:mr common stock, from time to time, in the open 
market or through privately negotiated transactions. In 2014, we repurchased 560~000 shares of our common iitoci _in the 
open market for $13,280. In December 2014, the Company's Board of Directors authorized a share buyl;>ack program of 
up to 1,000,000 shares to miriiinize share dilution through timely and orderly share tepui'chases. In December 2015, the 
Company's Board of Directors added 400,000 shares to this program. In 2015, we repurchased 805,000 shares of oue 
common stock in the open market for $20,502;. In 2016, we did.not rep.ttrchase any shares of our common stock in the 
open market under this p_rogram. This prngl'am expired op. Dec.ember 31, 2016. 

Off..-Ilalance Sheet Financing Arrangements 
We do not engage in any off-bala11ce sheet financing afrangements. We do not have any interest in entities refe1ted to as 
variable interest entities; which includes special purpose entities and othe1· structured finance entitles. 
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The following table summarizes our contractual cash obligations as of December 31; 2017: 

Payments Due By Period 

Less than t Morethans 

Total $ 3,648,604 $ 27.4,742 $ 351,283 $ 265;504 $ 2;757,075 

(L) Represents interest payable on fixed rate, long-tem1 debt. Amounts repo11ed tn!clY differ from actual due to future 
refinancing of debt. 

(2) Represents <>p~rating leases tha.t are noncancelable, before expiration, for the lease of motor vehicles, buildings, land 
: and other equipment. · · · · · · · · · · · · 

(3) Represents our commitment to purchase minimum quantities of water as stipulated in agreements with other water 
purveyors. We use purchased water to supplement our water supply, particularly dudngperiods of peak customer 
demand. Our actual purchases may e~ceed the minimum require4 levels. 

(4) Represents an approximation oOhe open purchase orders for goods and services p.JJrchased in the ordinary course of 
business. 

(5) R~presents contributions to b~ made to pension plan. 

(6) Represents expenditures esilmated to'be required under legal and binding contractual obligations. 

ln addition to these obligations, we pay reft1nds on customers' adv~mces for construction over a specific period of time 
based on operating revenues related to developer-installed water mains or as new customers are connected to and take 
service from such 111.ains. After all refunds are paid, any l'emaining balance is transfe1red to contributions in aid of 
construction. The refund atnounts are not included in the above table becatise the refiuid amounts and timing a1·e 
dependent upon several variables, includfog new CllStomer connection_s, customer consumption levels and future l'ate 
increases, which cannof be accurately estimated. Portions of these refund amounts are payable annually through 2027 and 
amounts not paid by the contract expiration dates become non-1·efundable, 

In addition to the obligations ~isclciSed in the contractLial obligations table above, we have unce1tai11 tax positions of 
$11,S83. Although we b~lieve our 'ta~ positions comply with applicable law, we have made judgments as to the 
sustainability of each uncettllin tax position base4 on_ its technical merits, Due to the uncertainty of future cash outflows, 
if any, associated with om· uncertain tax positions, we are unable to make a reasonable estimate of the timing or amounts 
that may be paid. See Note 7 - Income Taxes in this Annual Report for fmther information on our uncertain tax positions. 

We will fund these contractual ol:Sligattons With cash flows from operations and liquidity sources held by or available to 
us. 
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The Company is rnutinely involved in legal matters, including both asserted and unasserted legal claims, during the 
ordinary course of business. See Note 9 - Com111ifments and Contingencies in this Annual Report for a discussion of the 
Company's ll)gal matters. It is not always possible for management to make a meaningful estimate of the potential loss or 
range of loss associated with !luch litigation. Also, unanticip!\ted changes in circumstances and/or revisions to the 
assessed prob.ability of the outcomes of legal matters could restdt in expenses being incurred ill future periods as well as 
an increase in actual cash required to resolve the legal matter. 

Capitalization 
The following table summarizes our capitalization during the past five years: 

December 31, 2017 2016 2015 2014 2013 - - -- -~----T~--- ---- -- - ------~ -
,_l,Jo)1 !A 1(.'Jffil(i(.i,H(IIJ) mtiJ% ~ilu:J~, ·,11}1:t% ·J"-')•~r% ~f•Df* 

47.7% 49.2% 49,2% . 50.6% 49.7% 
i,1,a.-iim@q:-1-1u,HR;.:au10M1 

(1) Tncludes cun·ent portion, as well as our bonowings unde11 a val'iable tate revolving credit agreement of 
$60;000 at Decembei' 31, .iP 17, $25,000 at l)ecemJ1~r 31, 2016, $60,000 a,t Dec~mbe1· 31, 2015, $72,000 at 
December 3 i, 2014, and $0 atDecembe1· 31, 2013. 

Over the past five years, the changes in the capitalization l'atios priinarily resulted from the issuance of debt to finance our 
acquisit!ons and capital program, growth in net income, the fasuance of common stock, and the d~claration of dividends. 

INCOME TAX MATTERS 

Tax Cuts and Jobs Act of2017 
On December 22, 2017, President Ttump signed the TCJA into law. Substantially all of the pl'ovisions of the TCJA are 
effective for tax years beginning afler December 31, 2017, except as noted below. The TCJA includes significant changes 
to the Cqde and the t!l)(ation of business entities, and includes specific provisions related to regulated public utilities. 
Significant change!! include a reduciion in the ~orporate federal income tax rate from 35% to 21 %, and a limitation on the 
utilization of NO Ls arising after December 31, 2017 to 80% oftaxabfe income with an indefinite carryforward. The 
specific provisions related to regulated public utilities in the TCJA generally allow .for the continued deductibility of 
intetest expense, the elimim~t.ion of full expehsing for tax purposes of certain property acquired after S~ptember 27, 2017 
.and the continuation of certain rate normalization requirements for accelerated depreciation benefits. Our market-based 
companies still qualify for iOO% deductibility of qualifying property acquired after September,27, 2017. · 

The Company's regulated operations accounting fo1' income taxes are impacted by the FASB's accounting guidance for 
regulated operations. Reductions in accumulated deferred income tax balances due to the reduction in the corporate 
income tax rates to 21 % under the provisions of the TCJA results in a1iiounts previously collected froni utility customers 
fol' these defened taxes to be refundable to such customers, generally through reductions in future rates. The TCJA 
includes provisions that stipulate hQw these excess deferred taxes .are to be passed back to customers for ce11.ain 
accelerated tax depreciation benefits. Potential refunds of other deferred taxes will be determined by our state l'egulators. 
Our state regulatory commissions have or are in the process of iss1,1ing pi•ocedural orders directing how the tax .law 
changes are to be reflected in our utility customer rntes. In addition, we have two i·ate cases currently in ptogi·ess in two 
states in which TCJA is expected to be addressed in the new base rates. The Detember 3 l? 2017 consolidated balance 
sheet reflects the i.mpa~t ofthe TCJA on our regulatory assets and liabilities, which reduced our regulatory assets by 
$357,i62 and increased oµr l'egulatory liabilities by $303,320, These adjusiments had no impact ori our 2017 cash flows. 

As of December 31, 2017, resuiting from the TCJA enactment, our deferred income tax assets and liabilities wer~ 
revalued based upon the new corporate incoine tax rate of 21 %. The revaluation of mn· deferred inci;>me tax assets and 
liabilifies resulted in the recognition: of additional income tax expense of$3,141 to the extent revalued deferred income 
taxes ate not believed to be recoverable in iitility customer rates. 
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES 

Our financial condition and results of operations an, impacted by the methods, assumptions, and estimates useq in the 
application of critical accounting policies. The following accounting policies are particulal'ly impoliant to our financial 
condition or results of operations, and require estimates or other judgments of mattei-s ofunce1tainty. Changes In the 
·estimates or other judgments included within these accounting policies could result in a significant change to the· financial 
statements; We believe our most critical accounting policies· include revenue recognition, the use of regulatory assets and 
liabilities, the valuatioi1 of our long-lived assets (which consist prh:narlly ofotiHty plant in service, regulatory assets, and 
goodwill) our accounting for posHetirement benefits, and our aq:ounting for income t,nc:es. We have discus$ed the 
selection and development of our critical accounting policies and estimates with the Audit Committee of the Board of 
Dit'et:tors, 

Revenue Recog11it/011 - Out· utility l'evenues recognized in an accounting period include amounts billed to customers on 
a cycle basis and tmbilled amot1nts based on estimated usage from the last billing to ~he end of the accounting period. The 
estimated usage is based on our judgment and assumptions; our actual results co\Jld differ from these estimates, which 
would result in opetating revenues being adjuste_d in the period that the revision to ou1· ~stimates is determined. 
In Virginia, we co1nmehce the billing of our utility customel's, under new rates, upon ai1thorization from the respective 
utility com1nission and before the final commission rate order is issued. The revenue recognized reflects an estimate 
based on our judgment of the final outcome of the commission's ruling. We monitor the applicable facts and 
ci,rcumstances regularly, and. revise th(;) estimate as requ_ired. The tevenue billed and collected prior to the final ruling is 
subject.to refund based on th,e commission's final ruling. 

Regulatory Assets imd Liabilities...:. we defer costs and cre4its on the balance sheet as regulatory assets and liabilities 
when It is probable that these costs and credits will be recognized in the rate-making process in a period different from 
when the costs and credits were incurred. These deferred amounts, both assets and liabilities, are then recognized in the 
income statement in the s11me period ·that they are reflected in om· rates charged for water m· wastewater service. In the 
event that our assessment as to the probabUity of the in~l.usion in the rate-making process is incorrect, the associated 
regulatory asset or liabiiity would be adjusted to reflect the change in our-assessment or change in regulatory approval. 

Val11atiim of Lo11g-Live1I Assets, Goo,lwlll mu/ I11ta1,gible Assets~ We review our long-lived assets for impairment, 
including utility phmt in servi<;e anc1 investment in joint venture. We also review regulatory asse~ for the continued 
application of the Financial Acco!Jnting $tandards Board's ("FASB"). accounting guidance for regulated operations. O~tr 
review determines whether there have been ch&nges in circumstances or events, s_uch as reguiatory disallowances, or 
abandonments, that hav¢ occutted that require adjustments to the caiTying value ofthese assets. Adjustments to the 
catryi11g value of these assets would be made in instances where theit· inclusion in the rate-making process is unlikely. 
For utility plant in service, we would recognize an impairment loss for any amount disallowed by the respective utility 
commission. For our equity method, investment in joint venture, the Company evaluates whether it has experienced a 
decline in the value of its investment that is other than temporary in nature. We would recognize an impairment loss if the 
fair value of our investment is Jess th;m the carrying amount of the investment, and the decline In valt~e is. considered other 
than temporary. Additionally, the Company would recognize its share of an impairment loss if the joint venture 
determines that the carrying amount of the joiiltveiltute's assets exceeds the suin of the joint venture;s tindiscounted 
estimated cash flows. 

Our long-live<J assets, which consist primarily of utility plant in service, regulato1y assets and investment in joint venture, 
are reviewed for impairment when changes in circumstances or events occur. These circumstances or events could 
include a decline in the market value or physical condition ofa long-lived asset, an adverse change in the manner in which 
long-lived assets are used or planned to be used, a change in historical trends, operating cash flows associated with the 
long:-Iived assets, changes in macroeconomic conditions~ iriduslL·y and market conditions, 01· overall financial performance. 
When these circumstances or events occlti', we determirJe whether it is more likely than not that the fair value of those 
assets is less than their carrying amount. If we determine that it is more likely than nQt (that is, the likelihood of more 
than 50 percent), we would recognize an impairment charge if it is ~etermined that the carrying amount of an asset 
exceeds the sum of the undiscounted estimated cash flows. In this circumstance, we would recognize ~ impairment 
charge equal to the difference betweenthe carrying amount and the fairvalue of the asset. Fair value is estimated to be 
the present value of future net cash flows associated with the asset, discounted using a discount rnte commensurate with 
the risk and remaining life of the asset. This assessment requires significant manageinentjudginent and estimates that are 
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based on budgets, general strategic business plans, historical trends and other data and relevant factors. These estimates 
include significant inherent unce1tainties, since they involve forecasting future events. If changes in circumstances or 
events occur, or estimates-and assumptioQS that were used in this review are changed, we may be required to record an 
impairltient charge on our long-Jived assets. 

We have an investment in a joint venture, for which We own 49%, and use the equity method of accounting to account for 
this joint venture. The j<.>int venture operates a private pipeline ·system to supply raw water to natural gas Well drilling 
operations in the Marcellus Shale in north central Pennsylvania. In the fomth quarter of 2015, thejqirit venture · 
recognized an impairment chprge on its long-lived assets, of which the Company's share totaled $32,975 ($21,433 after
tax), representing our share of the noncash impail'ment cluu-ge. Refer to Note 1 -Si11mnary o/8.lgnificant Accounting 
Po/icies--Property, Plant and Equipment and Depreciation, and Investment in Joint Venture in this Annual Report for 
additional information regarding the review of long-lived assets for impairment. See also Consolidated Results - Equity 
(Earnings) Loss ;,, Joint Venture"above in this Annual Repo1t. 

We test the. goodwill attdbutable for each of om· reporting units for impairment at least annually on July 31, or more often, 
if cii'cumst_ances indicate a possible impairqient may exist. When testing goodwilJ fol'impabment, we may assess 
qualitative factors, including maqroec:onomic conditfons, industl'y and market considerations, cost factors, overall 
financial performance, and entity specific events, for some or all ofour repo1ting units to determine whether Ws more 
likely than not that the fair value of a repo1ting unit is less than its carrying amoi.mt. Alternatively, based on oui· 
assessment of the qualitative factors previously noted, we may perfoi•m a quantitative gooc;lwill impairment test by 
determining the fair value of a reporting unit based on a discounted cash flow analysis. Ifwe perform a quantitative test 
and determine that the fair value ofa reporting unit is less than its carrying:amount, we would tecord an impairment loss 
for the amount by which a reporting unit's carrying amount exceeds its fail· .vafue, rtot to exceed the carrying· amount of· 
goodwill. The assessmei1t requires significant managementjudgment arid estimates that are based on budgets, general 
strategic business plans, hi$t6rical trends:arid other data and relevant factors. If changes in circumstances or eveots oocut·, 
or estimates and ass1.1mptlons that were llSed in our impairment test change, we may be l'equired to ,·ec<_>rd an impairment 
charge for goodwill. :Refer to Note 1 - Summary of Significant Acco_unting Policies - Goodwill in this Annual Report for 
information regarding the results of our annual impairment test. 

Accoi11ill11gfor Post-Retirei11tmt Be11ejits-We maintain a qualified and a non-qualified defined benefit pension plan and 
plans that provide for post-retirement benefits other thru1 perisions. Accounting for pension and other post~retirernent 
benefits requires an extensive use of assumption~ about the_ di$count rate; e~pected return :on plait assets, th~ rate of flitme · 
{:Ompensation increases l'eceived by our employees, mortality, turnover and medic.al costs. · Each assumption is reviewed 
annuatiy with assistance from .om· actuarial consult11nt; who provid.es guidance in establishing the assumptions. The 
assumptions are selected to represent the average expected experience over time and may differ in any one year from 
actuaf experience due to changes in capital markets and the overall ecoi1omy. These differences will impact the amount of 
pension and other post-retirement benefits expense that we recognize. 

Our discount rate assumption, which is used to calculate the present value of the projected benefit payments of our post
retfrement benefits, was determined by selecting a hypothetical po1'tfolio of high quality corporate bonds appropriate to 
match the projected benefit payments of the plans. The selected bond portfolio was derived from a universe of Aa-gi"aded 
corpoi'ate bonds, all of which were n6ncallable (01' callable with iliake-whole provisions), and have at least $50,000 in 
outstanding value. The discount rate was then developed as the rate that equates the market value of the bonds purchased 
to the discounted value of the projected benefit payments of the plans. A decrease in the discount rate wc.mld increase our 
post-retirement benefits expense and benefit obligation. After reviewing t_he hypothetical po1tf0Uo Qf bonds, we selec;ted 
a discount rate of 3 .66% for our pension plan and 3 .73% for om· other post-retirement benefit plru1s as of December 31, 
2017, which represent a 47 and 52 basis-point decrease as com pated to th.e discount i·ates selected at December 31, 2016, 
respectively. Our post-retirement benefits expense under these plans is determined using the discount ra:te as of the 
beginning of the year, which was 4.13% for our pension plan and 4.25% for our other-postretire111ent benefit plans for 
2017, and will be 3,66% for our pension plan and 3.73% for our other post-retirement be11efitplans for 2018. 

Our expected return on plan assets is determined by evaluating the asset class return expectations with our advisors as 
well as actual, long-term, histoifoal results ofour asset rettu-hs. The Company's market-related value of plan assets is 
equal to the fair value of the plans• assets as of the last day of its fiscal year, and is a determinant for the expected return 
on plan assets; which is a component of post-retirement benefits expense. The allocation of our plans' assets impacts 011r 
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expected return on plan assets. In 2017, we changed the.targeted allocation of the plans' assets to re.fleet 50% to 70% 
retum seeking assets, and 30% to 50% liability hedging assets, which replaced the forrrier targeted allocation,of 25% to 
75% _domestic equities, 0% to J 0% inte1·national equities, 25% to 50% fixed income, 0% to 5% altemative investments, 
and 0% to _20% cash and cash equivalents. Our post-retirement benefits expense increases as the expected return on plan 
assets decreases. We ·believe that our actual Jong-term asset allocations on average will approximate our tal'geted 
allocations. Our targeted allocations are driven by our inve·stment strategy to earn a reasona.ble rate of return while 
maintaining risk at acceptable levels through the diversification of inVestmetits across and within various asset categories. 
For 2017, we used a 7;00% expected return on plan assets assumption which will decrease to 6.75% for 2018. 

Funding requirements for qualified defined benefit pension plans are determined by government regulations and not by 
accounting pronouncements. In accordance with funding rnles and our funding policy, during 2018 our pension 
contribution is expected to be $12,484. Future years' contributions will he subject to economic conditions, plan 
participant data and the funding rtlles in effect at such time as the funding calculations are performed, though we expect 
ftiture changes in the amount of confributions and expense recognized to be generally included in customer rates. 

Acco111~ti11g f()r i11come T~es -- We estimate the amount of income ta}( payable 9r re~dable fol' the current year and the 
deferred iricqme tax liabilities and as$ets tfo1t results fi·om estimating temporaty diffetertces resulting from the h·_eatment of 
specific items, such as depreciation, for tax and financial statement reporting. Genel'ally, these differences result in the 
recognition ofa deferred tax asset 01· liability on our consolidated balance sheet and require us to make judgments 
regarding the probability of the ultimate tax impact of the various tl'ansactioils we enter into. Based on these judgments, 
we may recol'd tax reserves or adjustments to valu1,1tion allowances on deferred tax_ assets to reflect the expected 
realization of future tax benefits. Actual income taxes could vary from these estimates and changes in these estimates can 
increa~e income tax· expense in the period that these changes in estimates occur. 

Out' determination of what qualifies as a capital cost versus a tax deduction, for qualifying utility asset improvements~ as it 
relates to om income tax accounting method change beginning In 2012, is subject to subsequent adjustment as well as IRS 
audits, changes in income tax laws, including regulations regarding tax~basis depreciation as it applies to our capital 
expenditures, or qualifying utility asset improvements, the expiration ofa statute oflimitations, or other_ unforeseen 
.matters could impact the tax benefits that have already been recognized. We establish reserves for unce1tain tax positions 
based upon management's judgment as to the sustainability of these positions. These accounting estimate_s related to the 
uncertain tax position reserve require judgments to be made as to the sustainability of each unce1tain tax position based on 
its tecJmical mel'its. We believe out· tiix positions comply:with applicable law and that we pave adequately recorded 
reserves as requir~d. However, to the exte1it the final tax outcome of these matters is different than our estimates 
l'ecorded, we would then need to adjust our tax reserves which could result in additional income tax expense or benefits in 
the period that this information is known. 

IMPACT OF RECENT ACCOUNTING PRONOUNCEMENTS 

We describe the impal;\t ofrecent accounting pronouncements in Note 1 -Sz11nm.aryof Significant Accounting Policies in 
this Annual Report. 
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Item 7 A. Quantitative and Qualitdlive Disclosures About Market 
Risk 

We are.subject to market risks in the normal course of business, including changes in interest rates and equity prices. The 
exposure to changes in interest rates is a result of financings through the issuance of fixed rate long-term debt. Such 
exposure i:; typically related to financings between utility rate increases, since generally our rate increases include a 
revenue level to allow recovery of our current cost of capital. Interest raterlsk is managed through the use of a 
combination of long-te1m debt. which is at fixe~ interest rates, and shmt-term debf, which is at floating interest rates. As 
of December 31, 2017, the debt maturities by period, in thousands of dollars, and the weighted average interest rate for 
long-term debt are as follows: 

2018 2019 2020 2021 2022 Thereafter Total Fair Value 

Loni/rm debt: 
d &ifl-·J · a Ii JbiiiBMifWiilii5\NiNmi4iiiMWitMifllAWWJii 

Variable rate 6 000 60 000 60 000 

Weighted average interest rate• 4.36% 4.09% 5.06% 3A0% 4.95% 3.66% 

*Weighted average interest rate of2021 long-term debt maturity is as follows: fixed rate debt of 4,36% and variable rate 
debt of 2.20%. 

From time to time, we: make investments in· marketable equity securities. As a result, we are exposed :to th~ risk of 
changes in equity pripes for the "avililable-for-'sale" marketable equity secui·ities. As of December 31,. 2017, we have 
assets of, in thoi1sands of dollars, $21,776 that are classified as' "available-for-sale" securities to fund our deferred 
compensation and non-quaUfied pension plan liabilities. The market risk of the deferred compensation plan assets ~re 
borne by the participants in the deferred compensation plan. 
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Index to Consolidated Finan~.ial Statements 
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Report of Independent Registe1·ed Public Accounting Firm 

To the Board of Directors and Shareholders of Aqua America, Inc.: 

Opi11lo11s 011 tlte Fi11a11cial Stateme11ts am/ l11ternal Co11trol over Fh1a11cial Reporting 

We !uwe f;!Udited the accompanying consoli~ated bahJnce sheets and statements_ of' capitalization of Aqua Ame_ricit Inc. 
and its subsidiaries as ofDecember 31, 2017 and 2016, and the related consolidated statements of net income, of 
comprehensive income, of eqtJity and of cash flows for each of the threeyears in the period end~d December 31, 20i 7, 
including the. related notes and schedule of condensed parent company financial statements for each of the three years in 
the period ended December 31, 2017 appearing under Itetn 15 (collectively i'eferi"ed to as the "consolidated fmancial 
statements''). We also have audited the Company's internal control over financial reporting as of December 31, 2_017, 
based on criteria estabiished in Internal Control-Integrat¢d F'ramework(2013) issued by the Committe~ of Sponsoring 
Organiza_tions of the Treadway Commission (COSO). 

In our opinion, the consolidated financial statements referred to above present fail'ly, in all material respects, the financial 
position of the Company as of December 31, 2017 and 2016, and the results of their operations and their cash flows for 
each of the three years in the period ended December 31, 2017 in conformity with accounting pdflciples generally 
accepted in the United States of America. Also in om· opinion, the Company mai_ntained, in all material respects, effective 
intemal control over financial reporting as ofDecembet· 31, 2017, based on criteria established in Internal Control -
Integrated Framework(2~l3) issued by the COSO. 

Basis/or Opi11io11s 

The Comp;my's mamJgement is responsible for these consolidated financial statements, for maintaining effective internal 
control over financial rep01ting, and for its assessmentofthe effectiveness of internal control over financial reporting, 
included in the accompanying Management's Report on Intemal Control over Financial Reporting. Our responsibility is 
to etpress opinions on the Companls consolidated financial statements and on the Company's internal control over 
financial reporting based on oµr audits. We are a p_ublic accounting fir,n registered with tlw Public Company Accounting 
Oversight Boa.r9 (United States) ("PCAOB") and art: required to.be independent with respect to the Company in : 
accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange 
Commission and the PCAOB. 

We conducted our audits in accordance with the standards of the PCAOB. Those Standards requirethat we plan and 
perform the audits to obtain reasonabfo assurance about whether the consolidated financial statements are fre_e of mate1fal 
misstatement, whether due to error or fi·aud, and whether effective intemal contl'ol over fiuam:ial reporting was 
maintained in all material tespects. 

Our audits of the consolidated financial statements included performing procedures to assess the risks of material 
misstatement of the consolidated financial statements, whether du.e to error or fraud, and performing procedures that 
respond to those risks, Such procedures included examining, on a test basis, evidence regarding the amounts and 
disclosures in the consolidated financial statements. Our audits also included evaluating the accounting principles used 
and significant estimates made by managerilent, as well as evaluating the oven11l presentation of the consolidated fin~mcial 
statements. Ou1· audit of internal control over financial reporting included obtaining an understanding of internal control 
over ffoanciai reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and 
operating effectiveness of internal control based on the assessed risk. Our audits also included performing such other 
procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our 
opinions. 
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A company's intemal control over financial reporting is a process designed to provide reasonable assurance regal'ding the 
reliability of financial t'eporting and the preparation offinancial statements for external purposes in accorclance with 
generaJly accepted accounting principles. A company's internal control over financial 1·eporting includes those policies 
and procedut'es that (l) pertain to the rhalnteriatice of i'ecords that, in reasonable detail, act:urateiy and fairly reflect the 
trc1nsaction~ ahd dispositions of the assets of the company; (ii) provide re~onable asslll'ance thattransa~tions are recorded 
as neces~ary to permit preparaticm of financial statements in accol'd_am,:e with generally _accepted accounting principles, 
and that receipts and expenditUl'es of the c<;>mpany are being made only in accordance with authorizations of management 
and directors of the company; and (iii) provide reasonable assurance regarding prevention or timely detection of 
unauthorized acquisition, use, or disposition of the company's assets that could have a material effect on the financial 
statements. 

Because of its inherent limitations, internal control over financh:tl repo11ing may not prevent or detect misstatements. 
Also, projections of any evaluation of effectiveness to future pe1·lods al'e subject to th~ risk that controls may become 
inadequate because of changes in conditions, 01· that the degt:ee of compliance wlth the policies or procedures may 
deteriorate. 

Isl PricewaterhouseCoo~ers LLP 
. Phil~delphia, Penilsyivani11 

February :28, 2018 

We have served as the Company's auditor since 2000. 
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AQUA AMERICA; INC. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF NET INCOME 

(In thousands of dollars) 

Years ended Decembet•. 31, 

2017 2016 2015 

422 2,021 3,447 

16,914 20,978 14,962 

177,612 177,273 176,788 

See accompanying i10tes to consolidated financial statements. 

53 



Table of Contents 

Joint Applicants Exhibit DJS-1 

Page 109 of 190 

AQUA AMERICA, INC. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OP COMPREHENSIVE INCOME 

(In thousands of dollars) 

Years ended December 31 1 

2017 2016 2015 
- - - -

,~t,1, lh(tfoltH• ~s 1.:;fJ)/M:t;~ ,~;yJ( ,11:,:)_r 'i~ 7,J'O;II, ,71))0) 

Other comprehensive income, net of tax: 
1L·l,1K,1cHv,i-ril ihoit,li1H• ',"f)h, (iHo}:f:S) 10)11 lil~'f•'.:l!1ilcJ!H:1, 11('11 (01r11:}:< (.};ipl-lnl,"F (Qh,m,)'itQ) (oJ( s:~KOJ-2, . 
s~,:11,,,,1H«IS~(1>"f;l1) 1,,11 ,Ht-, 1• ,1,1ii.~{-)l{•t,1.11w.f.r-1,,1lz•1i' l}J ~:.t•>i11A 'W.li~•l 11,r,i .~•Pl:fi rt.~,w-r"1tM1.•i , 1~v11 ,;J~) ((11(1)Jl 

Replassificati<;m of ga,in on sale of investment to net income, net of tax expense of 
$30 for the twelve months endedDecerriber 31, 2016 (1 

See accompanying notes to consolidated financial statements. 

(1) Amount of pre-tax gain or'$87 1·eclassified from accumulated other comprehensive income to gain on ~ate of other 
assets on the consolidated statement of net income for the year ended December 31, 20 I 6. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

CONSbLIDATEI> STATEMENTS OF CAPITALIZATION 

(In thousl!ncis of dollars, except per share amounts) 

4.00% to 4.99% 2020to2057 

8,00% to 8.99% 2021 to 2025 

Notes pa,yable to bank under revolving credit agreement, val'iable rate, due 2021 
Unsecured riotes · a able: 

· Notes af3.01% and 3.59¾-due 2027 and 2041 

Notes ranging frorn 5.20% to s;95%, due 2018 through 2037 

Total capitalization 

See accompanying notes to consolidated financial statements. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF EQUITY 

(In thousands of dollars) 

Accumulnled 
Capital in Olhei' 

Common ·excess of Retained Treasury Comprehensive Noncontrolling 
stock .J!.Br value eamin,e stock Income Interest Total 

MfM&IWidiM-@IMWM@tbibl 3Wi1Bil 
-

TJ:t:1 I, · 
201 790 201790 

\,1111 Jll,,,1<',~,i(, 1(1111~ 11111!~ 

Dividends (121,248) 

UiiliiUiUI ILi (;(,"I !.ilf/ 
(121i48~ 

25247 Re urchose or stock 981 585 shares 

Exercise of stock o · lions 424 709 sha~ 

Emlloyec stock pion tax benefits 

BalonccotDecembcrll 2015 

Other comprehensive loss, net of income twc 
benefit of$9 

141Mldi 
Stock issued fore uisition 439 943 shares 

Exercise of stock o lions 228 762 shares 

212 

89682 

220 

114 

2S247 

7328 

yo2 
113 S85 930061 68 085 

ilEt 
12 62S · 

4 146 

1,329 Em;loyee stock pion lox benefits 

Balance ol December 31 2016 
10)111-1, _ mtHIJ) _ _ _ _ __ ~ _ 

Oth~r comp(ehensive income, net tif income tax of 
$102 

I( '•1111111111•1. ,., ... :,J<1,J,1>l,1,1,J:<· 'lt1>,l•(•lilll•ill1J:: 

9015S 797513 1032844 71 113 

7 S40 

687 

· t({l)''J,J;} 

(18) • 12845 

4 60 

669 

191 191 

i•llltl,ti,11, \'1m:1r illff,),"•l·lll•HI< <'J:y, •j:J'} 

Other 
iiiriiiGOMMWiibi& I a.6ihN6nJEtaMNMM®'i 

- - - -- -

. ~- -~· -~ ••• 
See accompnnying notes to consolidotcd finnncinl slatcm~nls. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF CASH FLOWS 

(In thousands of dollars) 

EibihPddi 
?u.sllllents to reconcile net incomo to net c111h 11ows from operating activitiu: 
E-=fi&IIUDbMhbidfflEllbh 

Dcfcm:d inconio 111.~e~ 
IMNibhUMBiiiibi&Bdhi 

Srock-based com~•tion 
NiiBIU5&biijWdi111Kl&IB&iiidd-fiii;K@diii® 

Gain 011 sale ofotl,er assets 
l&idiib61IMHm16Deoi Ell ~11111inp;j lo.ss iiiiff t ,-en!U!e 

Net i:l,nn o In· o· able accrued iritereil ccrucd ca.,cs and other accrued liabilities 

ii Ni&l0iYl&MHMiil1MiM\iH 
Chfl. 1ro·1n· t" r""t''' 

,r~ 1•1:r n,,. ,,it.r,11, 111l1t. rnn1~H11 ?H1•1ii/iN/r,w 1,w1,Jj,(,Jmr-1f/1. ":/-1iJtt,1,no:1•lJt-H110J1MU1:.~·JJ11f,r..,,lr.r; ljlfi!it Jt•r 1f k:~r;-rD~ti'!~•lJ1, •t•lli,11u,Jt 

Y ciiis ended December 31. 
2017 ·2016 

l3i80 

6,342 
! 

(484) 

• II 
17f0 

;o 
rs) 
i76i 
4156 

101s 

,(,y -I 

;,,1,,l//.j '5'J;t{1)i,1,1,~~i ,V/:t ((1/J'j(IT,t•l ((M:'-'>'l•l) ((ll,i:f{~:~j 

Nc1 cash flow• used in investinuci/vitic• 
Cam Dows from linoilcin&_ activi1ies: 
Mlill!bffiil&d&blii-dk&hMMiitdiiid?BElrMUOb 

Re a Cnh of customers' advances 

Pro~cd1 &om. Jon,tcnn debt . 
UUMIBDUl6n IMDD 

5,860 

I 342 

(480,384) · 

6536 

9423 28989 

648 

·: (383,i~) (3~4,Ql\2) 

3763 3977 

-.i86 
Cb-Ii ovcrdra11ihion 

1¥ MIAMI OMii 

59ln°24 

9~12 

2,873 
I - 'l ~· ,I ,.,.. '·~· 

(8,076) 

s;is44 

(73~ 

7'10 Proceeds from •~•n:ised itocl: offlons • hllM&MOMUidDbQhb ldMbf .haso ofcommQn atock 
· QWJlbANiid 

·otlier·' 

REfiU!ABWiiMdwimiG\DWfo&AciMil:i 
Net illcrcase decrease in cnsh and cnsh e uivalents 

Cnsb ahd cash cq11ivelcnts at end of)'l'ar 
Coshjl.!fd duringJhe t•or for: 
. lidiMIDiilbMlffillll-iiMIWJ 

Income raxcs 

••• 

Non-cash invesli!I octivitics: 
WidlihlditMBM16MdUIRiib86GiUMNt®WiGMMD4iiN 

Non-cash CU$IOlnCr od1•ances for constn,ctiol\ 

Scc:accomp•nying notes_ to consolidated fin~ncial _statemenlS. 

s 

~2,67i 
i'~ 

441 

4,204 S 

• 3,177 

4i60 

= Mi861 
534 

3,763 S 

2,739 

~2,,~~ 
-;3) 

909 

3,229 

'6,9()2 

See Note 2 -Acqui~itlons, Note 10 - Long-term Debt and Loans Payable, and Note 14 - Employee Stock and J11ceritive 
Plan for a i:les~ription of non-cash activities. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to Consolidated Financial Statements 
(In thousands of dollars, except per share amounts) 

Note 1-Sunimary ofSig11ifica11tAcco1111tiJ1g Policies · 

Nature of Ope,·(ltiims-Aqua Anierfoa, Inc. ("Aqua America," the i.comp.any," "we," "oµr", or "us") is the holding 
company for regulated utilities p1:oviding water Qr wastewater services concentrated in Pennsyiyania, Ohio, Texas, 
illinois, N01th CarnUmi; New Jersey, lndfana, and Virginia. Our largest operating subsidiary is Aqua Pennsy1vania, Inc., 
which accounted for approximately 52% of om· operating revenue·s and approximately 7 4% of our net income for 2017. 
As of December 3 I, 2017, Aqua Pennsylvania provided water or wastewater services to approximately one-halfof the 
total number of people we serve; Aqua Peim~ylvania's service territory is located in the suburban a1·eas horth and west of 
the City of Philadelphia and in 27 other counties in Pennsylvania. The C_ompany's other regulated utility S\1bsidial'ies 
provide similar serviqes in seven otJ)er 1!fat~. In addition, the Co1npany's market-based a9tivltil'lS al'e conducted throµgh 
Aqua Infrastrncture.LLC and Aci,ua Resources, Inc. Aqua Jnti:astt·uctul'e provides non~11tility i'aw water SUJ)ply services for 
firms in the nah1ral gas Milling irtdtfShy. Aqua Resources provides water and wastewatel' set'Vices through two opet'ating 
arid maintenance contracts with municipal authorities close to our utility companies' Sel'vfoe territory; arid offers,, through 
a third pa1tyt wate1; and wastewater line repair service and protection solutions to households. In 2017~ we cotnpleted th_e 
sale of business units thi:it. are repo1ted within.the Company's markeHased subsidiary, Aqua Resot~rcels, which installed 
and tested devices that.prevent the contamination of potable water and repaired water and wastewater systems, and 
repaired and performed m·aintenance on water and wastewater systems. Additlonally,.durirtg 2016 we completed the.sale 
of business units within Aqua Resources, which were reported as assets held fot sale in the Cotrtpany's consolidated 
balance sheets, which provided liquid waste hauling and disposal services, and inspection, and cteanirig atid repaii' of 
storm and sanitary wastewater lines. 

The Company has identified ten operating segments and has one reportable segment named the Regulated segment. The 
reportable segment is comprised of eight operating segments for our water and wastewater regulated utility companies 
which are organized by the states where we provide these ·se1vices. These operating segments are aggregated into one 
reportable segment since each of the Company's operating segments has the fol1pwing similarities: economic 
characteristics, nature of services, production processesi customers, Water disfribµtion or wastewater collection methods, 
and the nature of the regulatory envke>nment.. In addition, Aqua Resources and Aqua Infrastructure are not quantitatively 
significantto be reportable and ar~ included as a component of "Other," in addition tp corporate cost~ that have notb~en 
allocated to the Regulated segment and intersegment eliminations. · : · · : : · : : : · 

Reg11/ati011-Most of the operating companies that are regulated public utilities are subject to regulation by 1the utility 
commissions of the states in which they operate, The respective utility conimissions have jul'isdiction with respect to 
rntes, service, accounting procedµres, issui;mce of securities, acquisitions and other matters. Some of the operating 
companies that are regulated public utilities are subjec,:t to r11t~ regulation by county or city government. Regulated.pul;>lic 
utilities follow the Financial Accounting Standards Boardis (''FASB") accounting guidance for regulated operations, 
which pi•ovides for the recognition of l'egulatory ·assets and liabilities as allowed by regulators for costs or ct·edfts that are 
reflected in curteht rates 01· are considered probable of being included in fuhire rates. The regulato·iyassets or liabilities 
are then relieved as the cost or credit is reflected in rates. · 

Use of Estimates /11 Preparat/011 of (:011solidate<l Fhumciaf Sta.teme11t.~ -The preparation of consolidated financial 
statements in confonnity with accounting pl'inciples genet'ally accepted in the United States of America requires 
management to make estimates and assumptions that affect the i'epo1ted amounts of assets and liabilities and disclosure of 
contingent assets and liabilities at the date of the financial statements arid the reported amounts of revenues and expenses 
during the repo1ting period. Actual results could diffet· from those estimates. · 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to Consolidated Financial Statements (continued) 

(In thousands of dollars, except per share amounts) 

Basis of Prese11tat;o11 - The consolidated financial statements inchide the accounts of the Company and its subsidiaries. 
AU intercompanyaccounts and ti'ansacitlons have been eliminated. Ce11ain prior period amounts have .bee11 reclassified to 
conform to the current period pre~entation fo the ci:msolidated statement& of cash flows: · 

• pension and other postretirement benefit contributions; and 

• as a re$ultofthe adoption in 2017 of the FASB's accounting guidance on the classification of certain cash receipts 
and cash.payments, the pl'esentation of debt extinguishment costs (refer to Note I -Summary of Significant 
Accounting Policies, Recent 4.ccozmfing Pronouncements). 

Additionally, certain prior period amounts have been recJasslfled to conform to the current period pi·esentation: 

• in the consolidated balance sheets for the presentation of book overdraft,_ and 

• in Note 17 - Segment lnfonnafion of total assets fot Othet• and Elitninatioris for the reclassification of regulatory 
assets previously reflected within Other and Eliminations that are now presented with the Regulated segtnerit. 

Recog11lt/p11 of I1eve1111es- Revenues in c;,ur Regulated segment principa1ly include amounts billed to customers on a 
cycle basis and unbilled amQUnts based on estimated usage from the latest billing to the end of the accounting period. In 
addition, the Company1s market-based subsidhny Aqua Resottrces recognizes revenue$ when se1·vices are performed and 

--Aqua: Infrastructure recognizes revenues when services a:i-e petfotmed .. The Company's market-based subsidiaries 
recognized revenues 'of$4,798 in 2017, $20,091in 2016, and $34,909 in 20i.5. · · - · · · · 

~ . . ' . 

Property, Pla11imul Eq11lp111e11t a11d Depreciati<Jlt - Property, plant and equipment consist primarily ofutility plant. The 
cos.t of a~ditlons includes contracted cost, direct labor and f'i'inge benefits, materials, overheads, and for additions meeting 
certain criteria, allowance fot· funds used dul'ing construction. Water systems acquired are typically recorded at estimated 
original cost ofotility plant when first devoted to utility service and the applicable depteciation is reco1·ded to . 
aci::t1ti1ulated depreciation. The difference between the estimated original cost, less applicable accumulated depreciation, 
and the pu.rchase price il! recorded a$ goodwill, 01· as an acquisHion adjustment within utility plant as permitted by the 
applicable regulatory jurisdiction. At Decem.b~r 311 2017, utility plant includes a net credit acqulsitlon adjq1:>tment of 

· $2_4,SS0J whi9h is gen.eri:dly being amortii¢d fr9rri 2 ~o 59 years; Am9rtl~tio·n qf the 1;1cqui1,_itfonJ1dju~tmerit~ tot~led 
$21774 in 2017, $2,22'3 in 2016, and $2,556 in 2015. 

Utility expenditures for maintenance and repairs, including major maintenance projects and min.01· renewals and 
betterme11ts, are charged to operating expenses when incurred in accordance with the system of account& prescribed by jhe 
utility commissions ofthe·states in which the c_ompany operntes. The cost of new units ofpl'Operty and.betterments are 
capitalized. Utility expenditures for wate1·main cleaning and relining of pipes are deferred and recorded in net property, 
plant and equipment in accordatice with the F ASB •s accountii1g guidance for regulated operntions. As of December 31, 
2017, $16,430 of these costs have been incurred since the lastrespective rate proceeding Md the Compatly expects to 
recover these costs in fi1ture rates. 

The cost of software upgrades and enhancements are capitalized ifthey result in added functionality, which enables the 
software to perform tasks it was previously incapable of perfotming. Information technology costs 1;1ssociate.d with major 
system installations, conversions and improvemellts, such as software training, data conversion and business p1·ocess 
reengirieering costs, are deferred as a regufat61•y asset if the Company expects to t'ecover these costs in future rates. If 
these costs are not deferred, then these costs arc charged to operating expenses when incurred, As of December 31, 2017, 
$34,775 of these cosJs have been deferred since the last respective rate proceeding as a regulatoty asset, and the deferral is 
n:iported as a component of net property, plant and equipment. · 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to Consolidated Financial Statements (continued) 

(In thousands of doJlars, except per share amounts) 

When 1,1nits_ of utility property are replaced, retired or abandone~, the recorded value there9f i~ credited to the ~sset 
accognt and such value, together with the net cost.ofremoval, is charged to accumulated depreciati.on. To the extent the 
Company anticipates recovery of the cost of removal or other i-etirement costs through rates after the retirement costs are 
incUl'red, a regulatory asset is recorded as those costs are inctm·ed. In some cases, the Company recovers retirement costs 
through rates during the life of the associated asset and before the costs ate incuned. These amounts, which ate not yet 
utilized~ result in a 1;egulatory liability being reported based on the amounts previously recovered through customer- rntes. 

The straigbt~linel'emaining iife method is used to compute dep1·eciation on utility plant. Generally, the straight-line 
method is used with respectto tralisportation and mechanical ·equipment, office equipment and laboratory equipment. 

Long-lived assets of the Comp;my, which consist pl'i1narily of utility plant in service, regulat01y assets, and investment in 
joint ve1,ture, are reviewed for impairment when chariges in cit·<lurristances or event~ occur. These circumstances or 
even!s cout_d include a disaUowance of µtllHy plant in sel'vice or regulatory assets by the resp_ective utility co,nmission, a 
decline in the market value or physical condition ofa long-lived asset, an adverse change in the manner in which long
lived assets are used cir planned to be used, a change inJ11stol'ical trends, operating cash flows assoi:;fated with the Jong
lived assets, changes in inacroeconcmiic conditionst" industry and market conditions, or overall financial performance. 
When these circumstimces or events occ~1r, the Company determines whether it is more likely than not that the fail' value 
of those assets is less than thejr carrying amouQt. If the Company d_eterinines thfltit is 111.or_e likely thari not (tha_t is, the 
· likelihood of more than 50 percent), the Compan:y:w,;mld recognize an iinpairment charge if it is determined that the · 
carrying amount of an asset exceeds the sum of the undiscounted _estimated cash flows. In this circumstance, the 
Company would recognize an impairment charge equal to the difference between the carrying amount and the fair value 
of the asset. Fair value is estimated to be the p1;esent vahle of future net cash flows associated with the assetl discounted 
using a discount rate commenslirate with the risk and remaining life of the asset. There has been no change in 
circumstance:5 or events that have occurred that requii'e adjustments to the carrying values of the Company's long-lived 
asl:!ets, except for an, impairment charge recognized by thejointventure on its long-lived assets in 2()15. 

All0Ji1(111cefot Fu mis Usetl D11rl11g Co11str11ctio11 -The allowance for funds used during construction ("AFUDC") 
represents ine cap_itallzed co$t of funds used to finance the constrnction of utility plap.t. In general, AFUD<;:! is applied to 
construction projects re·quirhig moh~ than one· month to complete. No AFUDC is applied to projects fundea by customer : · 
advances for construction, contributions in aid of construction, or applicable state-revolving flmd loans. AFUOC Includes 
the net cost of botrowed funds and a rate of return on other fL1nds when used, and is recovered through water rates as the 
utility plant is depreciated. The amount ot' AFUDC related to equityfun~s in 2017 was $11,633, 2016 was $6,5.61, and 
2015 was $4,621. No interest was capitalized by om· market-based businesses. 

Cash mu/ Cast, Eq(1iv11le11ts-Tbe Company considers all highly liquid investments .with an original maturity of three 
months or less, which are notrestricttld for construction activity, to be cash equivalents. 

The Company had a book_ overdraft, which represents trnnsactions that have not cleared the bank accounts at the end of 
the period, forspeciflc disbtn·sement cash accounts of $21,629 arid $12,616 at Decembed 1, 2017 and 2016, respectively. 
The Company transfers cash on an as-needed basis to fund these items as they clear the bank in subsequent periods. The' 
bal1µ1ce of the book overdraft is l'eported as bo9,k ove!'draft and the change in the book overd1;aftbalance is repo1ted as 
cash flows from tiiJ.ancing activities, due to our ability to fund the overd~aft with the Company's credit facility. 

Fu11tls Restrlcte(f fol' Co11str11ctlo11 Activity-The proceeds received from specific financings for construction and capital 
improvement of utility facilities are held in escrow lintil the designated expenditures ate incutred. These amounts al'e 
reported as funds resh'icted for construction activity aild are expected to be released over time as the capital p1·ojects are 
funded. As of December 31, 2017 and 2016, the Company did not have any funds 1·estticted for consfruction activity. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to Consolidated Financial Statements (continued) 

(In thousands of dollars, except per share amounts) 

Accounts Receivnble-Acco,mts receivable are recorded at the invoiced amounts, which cons_istl) of billed and unl:>j]le9 
revenues. The aUowancf:l for doubtful accounts is the Company's best estimate_ of the amount of probable credit IQsses in 
our existing accounts receivable, and ls determined based on historical write-off experience and the aging of accoutit 
balances. The Company l'eviews the allowance for doubtful accounts quarterly. Account balances are written off against 
the allowance when It ls probable the receivable will not be recovered. When utility customers request extended payment 
terms, credit is extended based on regulatory guidelines, and collateral is not required. 

I • 

I11ve1ttol'ies, Materials a11d811pplies-Inventoties are stated at cost. Cost is detennined using the fn:st-in, first-out 
m·ethod. · 

Regulatory Assets, Defel'N!(ICl,arges mu/ Otltel'Assets-Deferred charges and other assets consist p_rimarity of assets 
held to compensate employees in the future who pa1'ticipate in the Gompany's deferred compensation plan and other costs. 
Other costs, fQr which the Company has received or expects to receive prospective rate re_covery, are deferred as a 
regulat01y asset and amortized over the period ofrate recovery in accordance with the FASB's accounting guidance for 
regulated operations. See Note-6 Regillcitory Assets and Liabilities for fllrther information rega"rding the Company's 
regulatory assets, . 

Ml;ll'ketabte equity seclU'i_ties are carried qn the balance sheet at fair marlcet valµe, and changes in fair valµe are included in 
other coriiprehensive:income, : . . -- - . - . . -. . -. . -. -. . . 

J11veslthei1t ;,, Joi11t Ve11t11re-The Company uses the equity method of accounting to account for our 49% investment in 
a joint venture with a firm iirthe natural gas industry for the construction and operation ofa p1ivate pipeline system to 
supply raw water to nawrat gas wel_l drilling operations in the Marcellus Shale in north-central Pennsylvania, which 
comme_nced operations in 2012. Our initial investment is_ carried at cost. Subsequentiy, the carrying amount of our 
investment is adjusted to reflect capital contributions or distributions, and 9ur equity in earnings or loss.es since the 
commencement of the system's operations, as wetl as a decline fo the fair vl;ilue of our investment. Out share of equity 
eamings or losses h1 the joint venture is reported in the consolidated statements of net income as equity ( earnings) losses 
injoinfve~ture'. During 2017 and 20~6 we_received disfributiomi_of$6_86 and $1,6_66, respectively'._ For_ourequity. 

· method investment in joint venture, the Company ev.aluates whether it has experie_nced a decline irrthe value of its · 
investmeot that is other than temporary in nature. We would recognize an impairment lqss if the fair value of our 
Investment is less than the carrying amount of the inv~trnent,_and the decline_ in value is considered other than temporary. 
Additionally, the Com party would recognize its share of ail impairment loss if the joint venture determines that the · 
caitying amount of the joint venti.lre's assets exceeds the sum of the joii1t venture's 1mdiscomited estimated cash flows. 

During 2015, Jhej<>int venture experienced the following events: 

• a decline in nattu·al gas prices, in 2015, 
• a distinguishable reduction in the vol time. of water sates by the joint venture which led to a lowered forecast in 

2915 on future water sales volun:ies by the joint venture, and 
.. changes in the natural gas industry and market cQnditfons. 

At the time, these matket conditions were largely associated with natt1ral gas p1ices, which shatply declined in 2015 and 
this downturn no longer appeared temporary and instead was expected to be a long-term condition. It was then 
determined that the carrying af110Unt of the joint venture's long-lived assets exceeded the sum ofthe joint venture's 
undiscounted'e_stimated cash flows, which resulted in the recognition of a noncash impairment cl1a1·ge of$32,975 ($21,433 
after-tax) in 2015, representing th~ _Company's share of the impairment charge. The impairment charge,. on a pre-tax 
basis, is reported as equity loss in joint venture on the Company's consolidated statements ofincome. The amount of the 
impairment charge recognized by the joint venture is equal to the difference between the carrying value and the fair value 
of the long-lived assets. Fair value is estimated fo be the present value of the future net cash flows associated with the 
assets, discounted using a rate commen_surate with tl1e risk and remaining life of the assets. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to Consolidated Financial Statements (continued) 

(In thousands of dollars, except per share ,amounts) 

Gq()l{will - Goodwill represents fhe excess cost over the fair value ofnet ~angi_ble and identifiable intangible assets 
acquired through acquisitions •. Goodwill is not Eµ11.ortized but is te.~ted for impainnent ann.ually, or more often, if 
circumstances indicate a possible impairment may exist. When testing goodwHI for impairment, we may assess 
qualitative factors, including macroeconomic conditions, indushy and market considerations, cost factoi·s, overall 
:financial performance, and entity specific events, for sonie or all of our l'eporting units to 'determine whether it's more 
likely than not that the fair value of a repo1ting unit is Jess than its carrying amount. Alternatively, based on om· 
assessment of the qualitative factors prevlou!lly noted, we may perfoi·m a quantitative goodwill impairment test by 
determining the fair value ofa r<::porting unit based on a discounted cash flow analysis. If Wtl perfo1m a _quantitative test 
and determine that the fah· value of aJepo1ting unit is less than its carrying amount, we would record an impailment loss 
fol' the amount by which a reporting unit's caitying amount exceeds its fair value, not to exceed the carrying amount of 
goodwill. The Co!lipanytested the goodwill attributable for-each of our 1·eportingunits for impafrment as of July 311 
2017, an~ concluded tltat the estimated fair value of each reporting unit, which has goodwill recorded, exceeded the 
reporting unit's canying amount, indicating that none of the Company's goodwill was impaired. The following table 
summarizes the changes in the Company1s.goodwill: · · 

Balance at December 31, 2016 37,367 4,841 42,208 

The reclassification of go9dwiU Jo utility plant acquisition adjustment result_s from a mecl1anism approved by the 
applicable utility commission. Tho mechanism provides for the transfer over time, and the recovery through custqmer 
rates, of goodwill associated with some acquisitions upon achieving specific objectives. 

The goodwill allocated to a dhiposition 01; classified as assets held for sale results from the allocation of goodwill for 
market-based bu$iness units based on their relative fait· value as compared to Aqua Resource's fair value. 

]11come Taxes-The Company accounts for some:) income and expense items in different time periods for financial and 
tax teporting purposes. Deferred income taxes are pl'ovided on specific temporary differences betwe.en the tax basis of the 
assets and liabilities, and the amounts at which they are carried in the consolidated financial statements. The income tax 
effect of temporaiy differences not currently recovered in rates is recorded as deferred taxes with an offsetting regulatory 
asset or tiabjlity. These deferred income taxe_s a1·~ based on the enacted tax rates expected to be in effect when such 
temporary differences are projected to reverse~ Valuation aUowances are estaplished when necessa1y to re~uce defened 
tax assets to the amount more likely than not to be realized. Investment tax credits are deferred and amortized over the_ 
estimated useful lives of the related pi'operties, Judgment is required in evaluating the Company's Federal and state tax 
positions. Despite management's belief thatthe Company's tax teturn positions are fully supportable, the Cot'npany 
establishes reserves when it believes that its tax positions are likely to be challenged and it may not fully prevail in these 
challenges. The Company's provision for income taxes includes interest, penalties and reserves for uncertain tax 
po,sition!;. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to Consolidated Financial Statements ( continued) 

(In thous_and11 ofdoJlars, except per share amounts) 

In 2012, the C<>mpanychanged its tiix method of~ccountingfol' qualifying utility as.set improvement costs in Aqua 
Pennsytvaniaeffect.ive with t'1e tax year ended Decembel' 31, 2012 and for p1·iortaxyears. The:: tax-accou_ntlng method 
was changed to permit the expensing of qualifying utility asset improvement costs that were previously being capitalized 
and depreciated for book and tax purposes. This change was implemented in response to a June 2012 ·rate order issued by 
the Pennsylvania Public Utility Commission: to Aqlia Pennsylvania, which provides for a reduction in current income tax 
expense as a result of the recognition ofincome tax benefits for qualifying utility asset Improvements. This change results 
in a significant reduction in the effective income tax rate, a reduction in current income tax expense, and reduces the 
amount ot'taxes currently payable. For qualifying capital expenditures made prior to 2012, the.resulting tax benefits have 
been defened as of December 31, 2012 and, in accordance with the rate order, a ten yea1· amortization of the income tax 
benefits. which reduces future income tax. expense, commenced in 2013. 

Customers' A<lva11ces for Co11stmctiim a,u/ Co1,trlh11tio11s /11 Ai(I of Co11stnu;ilo11 - Water mains, other µtility property 
9r, in some instances, cash advances to reimburse the Company for its costs to construct water mains or other ut~Hly 
property, are contdbuted to the Company by customers, real estate. developers and builders in order to ex.tend utility 
service to their i)l'.Operties. The value of these contributions is tecorded as customers' advances for construction. Over 
time, the amcH1nt of non.:cash contributed property will vary based on the timing of the contribution of the non-cash 
prope1'ty and the volume of non-cash contributed ptoperty received ii1 connection with ~evelopment in our service 
lerritoriel;l. The Company male.es refunds .o.n these advances over a specific period of time based on operating revenues. 
relate"d to the property,:01'JlS:new customers are connected to and take sei·vice fro1_n the applicflble water main. After all 
refunds are made, any remaining balance is transferred to contributions in aid ofconstruction. Contributions in aid of 
construction include direct non-refundable contributions anci the portion of customers' advances for construction that 
becoine non-refundable. 

Based on regulatory conventions in states where the Company operates, generally our subsidiaries depreciate cont_dbuted 
property and amorti :ze cqntdbutlons in aid of con&truction at the composite rate of the related property. Conti'ibt1tions in. 
aid of construction and customers, aclvances for construction are deducted from the Company's rate base for rate-making 
purposes, and therefore, no return is earned on contributed property. 

: : Stoc/f-B(lsetl Co11,pe11satio11 - The Company records: compensaHon expense in the :financial ·statements· for stock-based · 
awards based on the grant date fair value of those awards. Stock-based c9mpensation expense includes an estimate for 
pre-vesting forfeitures and is recognized over the requisite service periods of the awards on either a stn1ight-line basis, 01· 
the graded vesting method, Which is generally commensurate wi.th the vesting term. 

Fair V(1/11e Meas,1re111e11ts-The Company follows the FASB,s accounting guidance for fah- value meastn'ements and 
disclosul'es, which defines (air value and establishes a framework for using fair value to measure assets and liabilities. 
That framework provides a fair value hierarchy that prioritizes the inputs to valuation techniques _used to measure fair 
value. The hierarchy gives high~st priority to unadjusted quoted p1·ices in active markets for identical. assets or liabilities. 
(Level 1 measurements) and the lowest priority to unobservable inputs (Level 3 measm·ements). The three levels of the 
fair value hierarchy are as follows: 

• Level 1: unadjusted quoted prices in active markets for identical assets or liabilities that the Cotµpany has the 
ability to access; 

• Level 2: inputs other th;m Level 1 that are observable, either directly or Indirectly, such as quoted market prices 
in active markets for similar assets or liabititi~, quoted prices for identical or siniUar assets or liabilities ill non
active markets, or _othe1· inp1.1ts that are observable or can be corrqborated by observable market data for 
substantially the full term of the assets or liabilities; or 

• Level 3: inputs tha:t are unobservable arid significant to the fair value measm·ement. 
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The asset's or lh1bility's fair v~lue mea$uremcmt level within the fai1· value hierarchy is based on the lowest level of any 
input that is significant to the f~ir va_lue measurement. Valuation tecltniques used need to maxjmize the us~ of observable 
inputs and minimlze·the use of unobservable inputs. Additionally, assets that are measured at fair value using the net 
asset value ("NA V") per share practical expedient are not classified in the fair value hiel'archy. There have been no 
changes in the valuation techniques used to measure fair value or asset or liability transfers between the levels of the fair 
value hiel'archy for the years ended December 31, 2017and 2016, 

Rece11t .A.cco1111iil1g Pro1101mceme111s- In March 2017, the FASB jssqed updated accounting guidance on the 
presentation ofnet periodic pension and postretirement benefit cost (netbenefit cost). Historicatly, net benefit cost is 
teported as an employee .cost within operating inco1ne, net of amounts capitalized. The guidance requires the bifurcation 
of net benefit cost. The service cost component will be presented with othe1· employee compensation costs in operating 
income and the other components of net benefit cost will be reported separately outside of operating income, and will not 
tie ~liglble for capitalization. The guidance is effective for annual 1·epo11ing periods beginning after Deceniber 15, 2017, 
and interim periods within that reporting period, _and js to .be applied retrospectively for the presentation of the service cost 
component and the other components of net benefit cost, and on a prospective basis for the capitalization of only the 
service cost cotiiponertt of net benefit cost. On January l, 2018, tlte Con1pany adopted the updated guidance, which did 
not have a material impact on its results of operations or :financial position. , 

In January 2017, th.e FASB issued updated accounting guidance"that eliminates step 2 of tile current goodwill impairment 
test, which requires a hypothetical purchase price allocation to measure goodwill impairment, A goodwill impairment 
loss will instead be measured at the amount by which a repo11ing unWs carrying amount exceeds its fair value, not to 
exceed the carrying amount of goodwill. The· giiidance wiil be effective f01; annual reporting periods beginning after 
December 15, 2019, and interim periods within that reporting period, with early adoption permitted for any impairment 
test performed on testing dates afterJartuary 1, 2017. The Company elected to early aqopt the provisions of the updated 
guidanc~. for its ;mnual hnpainnent valuation per.formed in the third_ quarter of 2017, and the provision.s of the updated 
guidance did not have an impact on its resµlts of operations or financial position. 

In August 201.6, th~. F ASJ3 issJJed updated accoµnting guidance pn the das$ificat_ion of cert&in cash rec~ipts ~d ci;ish . 
payments in tfie statement 9f e:ash flows, which is 1ntended to reduce diversity in practice in how certa,in transactions are 
classified in the statement of cash _fl9ws. This guidance is effective for fiscal years, and interim periods within those years, 
beginning after December· ts, 2017, and eatiy adoption is permitted. The Company has elected to early adopt the 
ptovisions of the updated guidance, which resulted in the reclassification of $375 debt extinguishment costs for 2016, 
from cash tlciws from opetatingto financing activities to conform to.the new classification. · 

In March 2016, the F ASB issued llpdated accounting guidance on simplifying the accounting for share-based payments, 
which irn,ludes several !1$pects of the accounting for share•based payment transactions, including the income tax 
consequences, classification of awards as either equity or iiabillties, and classification c;in the statement of cash flows. The 
Updated guidance was effective foi' fiscal years beginning after December 15, 2016, and interim periods within those fiscal 
years, with early adoption available. On January 1, 2017, the Company adopted the updated guidance, prospectively, and 
recognizecl a pl'eviqusly unrecognized windfall tax benefit for stock-based compensation of $982, associated with the 
Company's 2012 Federal net operating loss, which was recorded as an adjustment to deferred income taxes and retained 
earnings (refer to the presentation of"cumulative effect of change in accounting principle -windfall tax benefit" on the 
Company's Consolidated Statement ofEquity). Additionally, income tax benefits in excess of compensation costs or tax 
deficiencies for share~based compensation are now recorded to our income tax provision, instead of historically to 
stockholder's equity, which impacts our effective tax l'ate. Lastly1-all tax-related cash flows resulting from share-based 
payments are r~ported prospectively as operating ·flctivities on the stfltement of Cfl$h flows, a change from the histoiical 
requirement to present tax benefits as an inflow from financing activities and an outflow from operating activities. 
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In February 2016, tpe FASB issued updEtted acc~mnting guidance on accounting for leases, which requires lessees_ to 
establish a right-of-us~ asset and a lease liability on the bala11ce sheet for au leases with terms longer than 12 months. For 
income statement purposes, leases will be classified as either operating or fin!U}ce. Operating leases will result in straight
line expense while finance leases will result in a front-loaded expense pattern. The updated accounting guidance is 
effective for fiscal years beginning after December 15, 2018, and interim periods within those fiscal years, with early 
adoption available. The Company is evaluating the requirements of the updated guidance to determine the impact of 
adoption. Refer to Note 9 - Commitments and Contingencies for further information on the Company•~ leEtses. 

In January 2016, the FASB issued updated accounting guidance on the recognition and measurement of financial assets 
and financial liabilities, which amends ce1tain aspects of recognition, measurement, presentation, and disclosure of 
financial instruments,- including the requirement to measure certain equity investments at fair\ialue with changes in fair 
value recognized in net income. The updated guidance is effective for interim and annual periods beginning after 
December ~1, 2017. On January 1, 2018, the Company adopted the updated guidance, which did not have a material 
impact on its results of operatiqns or financial position. 

In May 2014, the FASB issued updated accounting gliidance on recognizing revenue fro1n contracts with customers, 
Which outlines a single comprehensive ·model that an entity will apply to determine the measurement of revenue and 
timing of recognition. The underlying principle is that an entity will recognize revenue to depict the transfer of goods or 
servi9es to customers at an amount that the entity expects to be- entitled to in exchange for those goods· or services. The 
updated guidance als<,> requires additional disclos.u1·e about the nature; amount, timing, and_ unceftainty ofrevenue and 
cash flows arising from customer contracts, including significantjudgtnents and changes injudgments and assets 
recogilized from costs incurred to fulfill a conti·act. The updated guidance is effective for annual periods beginning afte.1· 
Dece1nber 15, 2017, and interim periods therein, using either of the following transition methods: (i) a full retrospective 
approach_reflect,ing the appllcatfon of the updated guidance in_ each prior reporting period, or (ii) a modified retrospective 
approach with the cumulative effect of initiaUy adopting the updat(;ld guidance recognjzed through retained. earnings atthe 
date of adoption, In 2016, the Company performed an evaluation of the requirements ofthe updated_guid!Ulce and 
believes thatthe illlpact of adoption will not r¢sult in a material change in the Cornpany's measurement of revenue. In 
2017, the American Institute of Certified Public Accountants ("AICPA") power and utility entities revenue recogtiition 
task force determined:that cot1tributioris in aid of construction are not in the scope ofthe:riew standard, arid submitted its : 
recommendation to the AICPA's revent1e recognitioi1 Working group for approval. The Company implemented the 
updated guidan,;:e 1Jsing the modified retrospective approach on January 1, 2018, which did not result in a change in the 
Compant s measurement of reve11ue, a11d reacJled the following conclusions: 

• The Co1µpany's tariff sale contracts, including those with lower credit quality cu~tomers. are generally deemed to 
be probable ofc<;>llection, and thus the timing of revenue recognition will cont_inue to be conc~1rrent with the 
delivery of water and wastewater services, consistent with our current practice. 

• Contributions ht. aid of construction are outside of the scope of the standard, and will continue to be accounted fot 
as a noncurrent liability. 

Note 2 -Ac1J.11/sitlo11s 

A~ part of the Company's growth-tht;ough-acquisitiori strategy, the Company has entered into purchase agreements to 
acquire the water or wastewater utility system assets of six municipalities f01" a total combined pllrchase price in cash i;>f 
$150, 70_0. The purchase price for these pending acquisitions is subject to certain adjustments at closing, !'Ind the pending 
acquisitions are subject to regulatory approvals, including the final determination ofth~ fair value ofthe rate base. 
acquired. Closings for these acquisitions are expected to occur by the end of 2018, which is stibject to the timing of the. 
regulatory approval process. These acquisitions are expected to add appt"Oximately 16,325 custome1's in two of the states 
in which the Comp~ny operates. 
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Pursuant to the Company's ~owth-through-acquisition strategy, the Company completed the following acquisitions: 

In 2017i the Company completed four acquisit_ions of water and wastewater 1.1tility systems in two states adding "J ,003 
customers. The.total purchase price of these utility systems consisted of$5,860 in cash, whicbresulted in $72 of goodwill 
being recorded. The operating revenues included in the consolidated financial statements of the Company during the 
period owned by the Company for the utility systems acquired fo 2017 are $461. The pro fonna effect of the businesses 
acquired is not material either individually 01· collectively to the Company's results of operations. 

In January 20 I 6, the Company acquired Supe1for Wate1· Company, Inc., which provides public water service to 4,108 
customers in po11jons of Berks, Chester, and Montgomery counties in Pennsylvania, The totl!I pt1rchase price for the 
utility system was $16,750, which consisted of the issuanc.e of 439;943 sha.res of the Company's commonstoci and 
$3,905 in cash, The purchase price allocation for this acquisition consisted primarily of acquired property, plant and 
equipment of $25,167, contributions in aid of construction of $16,565, and .goodwill of $8,622. Additionally, during 2016~ 
the Company completed 18 acquisitions of water and wastewater utility systems in various states adding 2,469 ·customers. 
The total purchase price of these utility systems consisted of $5,518 in cash. The operating revenues included in the 
consolidated f1nancial statements of the Compa,ny dul'ing ibe period owned by the. Company for the utility systems 
Mquirecl were $4~896 in 2017 and $3,809 in 2016. The proforma effect of the bvsinesses acquired is not material either 
indivjduaUy or collectively to the Company's results of operations. · 

In April 2015, the Company acquired the water and wastewater utility system f\SSets of North Maine Utilities, located in 
the Village of Glenview, Illinois serving approximately 7AOO customers. The total purchase price consisted of $23,079 in 
cash. The purchase price allocation for this acquisition consists primarily of acquired property, plant and equipment. 
Additiottal:ty, in 2015, the Company completed 14 acquisitions of water arid wastewater utility systems in various states 
adding 3,170 customers. The tot~l purchase price of these utility systems consisted of$5,210 in cash'. The operating 
revenues included in the consolidated financial state,nents of the Company during the period owned by the Company for 
the utility systems acquired were $10,868 in 2017, $10,708 in 2016, and $6,662 in 2015. The proforma effect of the 
businesses acquired is not material either individually or collectively to the Company's results of operations. 

. . 

Note 3 -Dispos.itio,,, 

The following dispositions have not been presente4 as discontinued operations in the Company's consolidated financial 
statements as they do not qualifyas.discontinued·operntions, since theit' dispo~al does not represent a strategic shift that 
has a major effect on om· operations or financial results. The gains or loss disclosed below are repo1ted in the 
consolidated statements of net income as a component of operations arid maintenance expense. These business units were 
reported within the Company's tnarket-based subsidiruy, Aqua Resotirces,,ilnd were included in "Othei"' in the 
Cpmpat1y's segment information. · 

Dispositions Completed in 2017 and 2016 

In the second qua1ter of2016, the Company decided to market for sate two business units that are reported within the 
Company's market-based subsidiary, Aqua Resources. One business unit installed and tested devices that prevent tbe 
contamination of potable water and repaired water and wastewater systems, for which the sale was completed in January 
2017. TJie other business unit repaired and performed maintenance on water and wastewate1· systems, fc;ir which the sale 
was completed in June 2017. These ~usiness units were reported a~. assets held for sale in the Company's Decemb.er 31, 
2016 consolidated balance sheet included inthls Annual Report. These transactions resulted In total proceeds of $867 and 
the recognition of a net toss of $324. · 

In the third quarter of 2016, the Company marketed for sale a business unit which inspects, cleans and repairs storm and 
sanitary wastewater lines. In November 2016, this business unit was sold for$ I ,059 in cash and resulted in a loss on saJe 
of $1,081. Further, in December 2015, the Company decided to sell a business unit which provides liquid waste hauling 
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ancl disposal servicesi During the second quarter of 2016, this business unit was sold for $3,400 in cash and resulted in a 
gain on sale of $537. 

Dispositions Repo1·ted as Assets Held/or Sale at December Ji, 2017 

In the first q~1a1ier of 2017, theCo.mpany decided to market for sale a water system that serves app~·oximately 265 
customers. This water system is reported as assets held for sale in the Company's consolidated balance sheet. 

Note 4 - Propel'ty, Pla11t aml Equip111e11t 

December 31, 

2017 2016 
Approximate ~nnge of 

Useru1 Lives 
- - -- - - --

Hi!III,· p)t1,111,11r;hf•l'I ,111l•ll\i , ' 

Mains and accessories 

Ali&Blmdil!IMl88SIMMIIIC:1i 
• ions slmclures o. nd waler tanks 

IINI lididid0MWB• Mhdld@h!d6 
Meiers dafa roceiisin trans ortalion orid o eratin e ui menl 

Net utilit lant ac ui;ilion od'ustmimt 

Total property, phintaild equipment 

Note 5-Acco1111ts Receivable 

Net accQunts receivable 

$ 3,1_0 $ 

29i836 

768 655 

2,;si6: 

2Bi63S 

733 837 

$ 7,003,993 S 6,S091117 

$ 

30-.ears 

14•8uryrs 
Mi-I 
4-.63 elirs 

2- 59 cars 

Oecember 31, 
2017 

105,667 

98,596 $ 

Weighted Average 
Useful Lire 

7llcars .. 
47~ears 

ears 

31 cars 

2016 

104;489 

97,394 

The Company's utility customers are located principally in the following states: 47% in Pennsylvaniaf 15% in Ohio, 10% 
in North Carolina, 8% in Texas, and 7% in Illinois. No single customer a.ccourited for more than one percent of the 
Company's regulated operatlngrevenues .during the years ended December 31, 2017, 2Q 16, and 2015. The following table 
summal'izes the changes in the Company's allowance for doubtful accounts: 

2016 2015 

Recoveries of accounts wl'itten off 1,125 1,132 1,259 
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Note 6 -Regulatory Assets nm! Liabilities 

The regulatory assets represent costs that are probable to be fully l'ecovered from customers in future rates while 
regulatory liabilities represent amounts that are expected to be refunded to customers in future rates or amounts recovered 
from customers in advance of incuri'ing the costs. Except foi• income taxes, regulatory assets and regulatoi•y liabilities are 
excluded from the Company's rate b11se and do not earn a i'eturn. The coinponents ofregulatory assets and regulatory 
liabilities are as follows: 

December 31., 2017 December 31, 2016 
Regulato1y Regulatory Regulatory Regulatory 

Assets Liabilities Assets Liabilities 

Acct-ued vacation 2 198 1984 

$ 713,971 $ 541,910. : $ 948,647 $ 250,635 

Items giving rise to deferred state income taxes, as well as a po11ion of deferred Fedet·al income taxes t'elated to specific 
differences between tax and book depreciation expense, are recognized in the rate setting process on a cash basis or as a 
reduction in current income tax expense and will be recovered as they reverse. Amounts include differences that arise 
between specific utility asset improvement costs capitalized for bookand deducted as an expens~ for ta~_p\lrposes, 
Additionally, the recording ofAFUDC for equity funds results in the recognition ofa regulatory asset for income taxes, 
which represents amounts due related to the revenue requirement. 

.AJJo!1iort ~f the:J'egul_atory _liability fof inco~e taxes is_relat~d to A,qua J_'ennsylvania's i~come tax ~ccounting phange for 
the tax benefits realized oii the Company's 2012 tax return, which have not yet reduced ci.l!'rent income tax expense due to 
the ten year amortii:atipn period Which began in 201 _3. This amortization was stipulated in a June 2012 rate order issued 
to Aqua Pennsylvania and_ ls subjectto specific parameters being met each year. Beginning in 2013, the Company 
c)mortized $38,000, annually, of its deferred income.ta?' benefits, which reduced current income tax exp~nse and inc1:eased 
the Company's net income by $.16;734. 

On December 22, 2017, President Truirip signed the TCJA into law, which reduced the Federal corporate iticome tax rate 
from 35% to 21 %, Reduction.s in accumulated deferred income ta~ balances due to the reduction iri the corporate income 
f!\X rate to 21 % under the provis.ions offhe TCJA will result in amounts previously collected from utility customers for 
these deferred taxes to be refundable to such customers, generally through 1·eductions in future rates. The TCJA includes 
provisions that stipulate how these excess defetted taxes relating to certain accelet·ated tax deprc.'!ciation benefits are to be 
passed back to customers. Potential refunds of other deferred taxes will be determined by oui· state regulators. The 
December 31, 2017 consolidated balance sheet reflects the impact of the TCJA on our regulatory assets and liabilities, and 
reduces our regulatory .assets by $357,262 and increases our 1·egulato1y liabilities by $303,320. These adjusttrtents had no 
impact on our 2017 c~h flows. 

The regulatory asset for utility plant retirement costs, including cost of removal, represents costs already incurred that are 
expected to be recovered in future rates ove1· a five year recovery period. The regulatory liability for utility plant 
retirement costs represents amounts recovered through rates during the life of the associated asset and beforethe costs are 
incurred. · 

The regulatory asset for accrned vacation represents costs that would otherwise be charged to operntion~ and maintenanc,e 
expense for vacation that is earned by employees, which is recovered as a cost of service. 
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The regulatory as.set for post-retirement benefits1 which includes pension _and other post-retirement benems, primarily 
reflects a regulatory as!)et that has been recorded for the costs that would otherwise be charged to stockholders' equity for 
the underfunded status o:i'the Company's pension and other post-l'etirement benefit plans. The Company also has a 
regi.1latory asset related to post-retirement benefits costs that represent 'Costs already incurred which are now being 
recovered in rates over 10 years. The l'egulatory liability for post-retire1rient benefits represents costs recovered in rates in 
excess of post-retirement benefits expense. 

Expenses associated with water tank painting are deferred and amortized over a pel'iod of time as approved in the 
regulatory process. Water tank painting costs are generally being amortized over a period ranging from l to 15 years. 
The regulatory liability for wafer tank painting costs represents amounts 1·ecovered through rates and before the costs al'e 
incurred. · · 

The Company recorded a fair V!J,lue !J.djustment for fixed rate, Jong-term debt assumed in acquisitions that matures in 
various years ranging from 2022 to 2029, The regulatory asset ol' liability results from the rate setting process continuing 
to recognize the historical interest cost of the assumed debt. 

The regi.datory asset related to rate case filirig expenses and other represents the costs associated with filh1g for rate 
increases that are defefred mid atriottfaed over periods that generally range from Ohe to five years, an~ costs" incurred by 
the Company f<>r which it has 1~ceived or expects to receive rate recovery. 

The regulatory asset telated to the costs incurred for information tecimoiogy softWare projects and water main cleaning 
and relining projects are described in Note I - Summary of Significant Accotmting Policies=- Property, Plant and 
Eqitipmenl and Depreciation. · 

Note 7-Income Taxes 

The provisi~n for _income taxes consists of: 

Yeai:s Ended Decembel' 31, 
2017 2016 2015 

Fedeml $ 1;297 $ 2,046 $ 2,624 

Federal 21376 21489 12 649 

The statutory Federal tax rate is 35% and for states with a corporate net income tax; the state coi'porate net income tax 
rates range from 3% to 9.99% for all years presented. 
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The reasoQs fo1·the differences betwee11 a01ounts compute.d by applying the statutory Fedel'al corporate income tax rate to 
income. before income tax expense are as follows: 

Years Ended December 31, 
2017 2016 2015 

Actual income tax expense $ 16,914 $ 20,978 $ 14,962 

ln 2012, the Company changed its tax _method of accounting fo1• qualifying utility system l'epairs in Aqua Pennsylvania 
effective with the tax year ended December 31, 2012 and for prior tax.years·. The tax accounting method Y.las changed to 
permit the expensing of qualifying utility asset improvement costs that were previously being capitalized and depreciated 
fQr book and tax purposes. This change was implemented in response to a June 2.012 rate order issued by the 
Pennsylvania Public Utility Commissie>n to Aqua Pennsylvania whii;h provides for a reductiqn in current income ta.x 
expense as a result of the flow-through recognition of some ipcome tax benefits due 'to the income tax accounting change. 
The Company recorded fncoine tax benefits of $84,766, $78,530, artd $72,944 during 2017, 2016, and 2015, respectively. 
The Co~pany recognized a tax deduction on its ~012 Federal tax retum of $380,000 f~r quali5ting capital expe?ditures 
made pnoi' to 2912, and based on the rate order, m 2013, the Company began to amortize 1/101 of these expenditures. In 
accordance with the rnte order, the amortization is expected fo reduce current inc<;>me tax ~xpense during periods when 
·ql.iatifyingparanieterS;are met. Beginning in 2013, the Company amprtized the qualifying capital expendi!ures made prior 
to 2012 and recognized $38,000, annually, of deferred income tax benefits, which reduced current income ta." expense and 
increased the Company's net income by $16,734. The Company's effective inco1rie tax rate for 2017, 2016, and 2015 was 
6.6%, 8.2%, and 6.9%, respectively. 

The Company establishes reserves.for uncertain tax positions based upon management's j~1dgment as fo Jhe sustainability 
of these positions. These accounting estimates related to the unce1tain tax position reserve require judgments to be made 
as to the sustainability of each uncertain tax position based on its technical merits. The Company believes its tax positions 
comply with applicable law and that it has adequately recorded resei•ves as required. However, to the extent the final tax 
outcome of these 1riatte1·s is different than the estimates recorded, the Company would then adjust its taic reserves or 
unrecognized tax b,mefits in the peri<;>d that this ji1forination becomes known. The Company has elected to recognize 
accrued interest and penalties re.lated to uncertain tiix positions as irn;ome tax expense. · 
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The foJiowing table pl'ovldes the changes in th_e Companyt s unrecognized tax benefits: 

2017 2016 
-

g},H,1,rn,, ,1, 1t,1it1i;111', 11, · \~ :~:1;mm 'ii. 1l~f1)lc;; 

Balance at Pecember 31, $ 17,583 $ 28,099 

The unrecognized tax benefits 1·elate·to the income tax accounting change, and the tax position is attributable to a 
temporary difference. The Company does not anticipate matel'ial changes to its unrecognized tax benefits wit~in the next 
yeai·. As a result of tit~ regulatory treatment afforded by the income tax accounting change in Pennsylvania and despite 
this position being a temporary diffei'ence, as of December 31, 2017 and 2016, $24,243 and $20,674 and,t'espectively, of 
these tax benefits would have an impact on the Company's effective income tax rate in the event the Company does 
sustain all, or a portion, of its tax positioti. 

The following table proy1 des the components of!let defe1:red tax liability: 

December 31, 
2017 2016 

Deferred tax assets: 

Less valuation allowance 11,623 . 9,486 

Deferred tax liabilities: 
li1l11if!~;; 11lr:hh Jp)lllli'llp};jj~'. (1\1(, l(OJ H-1pH.J:d(:1itoll1 i;)l(el(a(jy'('1(,J1(<l"l,)il!i 1lhs;!IHl,if.~(oj1 ih;(-(1[ ·:!:Wit-'' 

1ilH•' io, 11A:11h<lileJ1I •l,1 )j:f;( 1:11r,i 1,x,1,1!, ,,1,1,{o)lhl!U)ll, 1fr1,,,,,}fJ il.,:(a}:I, [O)Jl,1; 

Deferred taxes associated with the gross-up ofrevenues necessary to 1·ecover, in rates, 
the effect of tern orar . differences 

~l"1•<•t-f~;.JU~I im;, IJt,~llil~• . ;~ _ ~ r,(,5l~{l;f/;l _ ;;,'i 11.J{pl ,}~,f~ 
-- -

At December 31, 2017, the Company has a cumul_ative Feclernl NOL of$63,302. The Cmnpany believe_s the Federal 
NOLs are more likely than not to be recovered and require no valuation allowance. The Company's Feder11l NO Ls do not 
begin to expire until 2032, 

In 20 l2 and 2011, as a result of the Company's Federal cumulative NOLs the Company ceased recognizing the windfall 
tax benefit associated with stock-based compensation, because the deduction did not reduce income taxes payable. As of 
December 31, 2015; the Comp~my utilized alLofthe 201 lNOL and recognized a windfall tax benefit of$588. As a result 
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of the ad.option on January I, 2017 Qf the· FAS B's updated accounting guidance on simplifying the ~ccounting for share
based payments, the Company recognized a windfall tax benefit of $982 associated with the Compimy's 2012 Federal 
NOL, which was recorded as an adjustment to retained earnings. 

At December 31, 2017, the Company has a cumulative state NOL of$627,258, a portion of which is offset by a valuation 
allo"'ance bec;n1se the Company does not believe these NO Ls are more likely thim not to be 1·ealize~, The state NOLs do 
not begin to expire until 2023. 

The Company has unrecognized tax positions that result in the associated tax benefit being unrecognized. Tl~e 
Company's Federal and state NOL carryforwards are reduced by ail unrecognized taK position, on a gt·oss basis, of 
$64,476 and $85,380, respectively, which results from the Company's adoption in 2013 of the FASB's accounting 
guidance on the presentati_on ofan unrecognized tax benefit when a net operating loss carryforwal'd, a similar tax loss, or a 
tax credit carryforward exists. The amounts of the Company's Federal and state NOL can·yfo1:wards pdor to being 
reduced by the unrecpgnized tax positions are $127,778 and $112,638, respecdvely. The_ Company records its 
unrecognized tax benefit as a n::duction to its deferred income tax liability. 

As of December 31, 2017, the Company's Federal income tax returns for all years through 2011 have been closed. Tax 
years 2012 thi'ough 2017 remain open to Federnl examination. The statute remains open for the Company's state income 
tax returns for tax years 20 f4 through 2017 iit the various states in which it conducts business. · 

On December 22, 2017, President Trump signed the TCJA into law. Substantially all of the provisions of the TCJA are 
effective for taxable years beginning after December 31, 2017. The TCJA includes significant changes to the Code and 
the taxation of business entities, and includes specific provisions rell\ted to regulated public utilities. Significant changes· 
that jmpac:t the Company included in the TCJA lll'e a reduction in the corporE1te federal income ta~ rate from 35% to 21 %, 
effective J,anuary 1, 2018, and a limitation of the utiliµtion ofNOLs arising after December 31, 2oi 7 to 80% of ta?{able 
income with an indefinite carryforward. The specific TCJA provisions related to our regulated entities generally allow for 
the continued deductibility·of interest expense~ the elimination of full expensing for tax purposes of certain property 
~cquired after Septem"f?er 27, 2017 and the continu_ation _of ce1tain rate nqrmalization reqllirenients for accelerated · .. 
depreciation-benefits. Our 1itarket-based companies .stUJ qu'idify for 100% deductibility of qualifying prope1ty acquired 
after September 27, 2017. 

Changes in the Code fi·om the TCJA had a ma~el'ial impact on our financial statements in 2017. In accordance with the 
FASB's accounting guidance for incon'ie taxes, the tax effects of changes in tax laws must be i.'ecognized in the period in 
which the law is enacted, oi• December 22, 2017 for the TCJA. Additionally, deferred tax assets and liabilities are 
required to t,e measured at the enacted tax rate expected to apply when temporary diffeterices a,·e to be realized ol' settled. 
Thus, at the date of enactment, the Company's deferred taxes were re-measured based upon the new tax rate. For our 
regulated entities, the change in deferreq taxes is recorded as either an offset to a regulato1y asset or liability and may be 
subject to refi.md to customers. In instances whel'e the deferred tax balances are not in ratemaking,. such as the Company's 
1narket-based operations, the change in defei-red taxes is 1·ecorded as an adjusbnent to ou1· deferred tax provision. To the 
extent the revalued deferred income tax assets and liabilities were outside of our l'egulated operations and are not believed 
to be rec9verable in utility customefrates, the revalued amount of $3,141 was recognized as· additional defel'red income 
t~ expense during the quai1er ended December 31, 2017. 

Tl1e staff of the SEC has recognized the complexity ofreflecting the impacts of the TCJA, and on December 22, 20 I 7 
issued guidance, which clarifies accounting for income taxes ifinfonnation is not yet available or complete and provides 
for up to a one year period in which tci coinplete the required analyses and accounting (the measurement period). The 
guidance describes three scenarios (cir "buckets") associated with a company's status of accounting for income tax reform: 
(1) a company is complete with its accounting for ce11ain effects oftax reform, (2) a company is able to determine a 
reasonabl~ estimate for certain effects of tax reform and records that estimate as a provisional amount, or (3) a company is 
not able to determine a reasonable estimate and therefore continues to apply the FASB's accounting guidance, based on 
the provisions of the tax laws that were in effect immediately prior to the TCJA being enacted. 
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The Company has completed or h11s made a reasonable !;lstimate fo1· the measurement and accounting of the effect of the 
TCJA which have been reflected in the December 31, 2017 financial state.ments. The accounting for these completed and 
provJsional items, described below, increased the 2017 deferred income tax provision by $3,141 for the year ending 
December31, 2017, and decreased the accumulated deferred income tax liability by $303,320 at December 31, 2017. 

One of om· states, Pennsylvania, has not yet issued an accounting 01· procedural order addressing how the TCJA changes 
are to be reflected in our utility ClJStonier rates. As of December 31, 2017, the Company has provisionally estimated that 
$175, I 08 of deferred inc.ome tax liabilities for our Pennsylvania subsidiary wUI be a regulatory liability. Additfonally, 
two opernting divisions in one of our states opei'ate under locally-negotiated contractual rates with their respective 
counties, and it is expected that negotiations will results in a contract that will pass back the effects of the reduction in the 
corporate net income tax i'ate under the TCJA; however, these negotiations have not yet statted. As of December 31, 
2017, the Company has provisionally estimated that $9,419 of deferred income tax liabilities fc:,r these two divisions will 

. be a regulatory liability. Overall, the Company has applied a reasonable interpretation of the impact of the TCJA and a 
reasonable estimate of the regulatory resolution. Further clarification of the TCJA and l'egulatory resolution may change 
the amounts estimated of the defe1·red income tax provision and the accumulated deferred income tax liability. 

The Company's regulated opt;:rations f.lCcounting for inco.me ta]!:es are impacted by the FASB's accounting guidance for 
: regulated operations. Reductions in accumulated defem~d income tax balances due to th~ reduction in the: Federal . 
corporate income tax: rates to 2J%:under the provisions of the TCJA will result.in amounts previously collected from 
utility customers for these deferred taxes to be refundable to such customers, generally through reductions in future rates. 
The TCJA includes provisions that stipulate how these excess deferred· taxes related to certain accelerated tax depreciation 
deduction benefits are to be passed back to cust9n-.ers. Potential refunds of other defen·ed taxes will be determined by our 
state regulators. Our state regulatory commissions have or are in the process of iss.uing procedural or~ers directiQg how 
the tax Jaw changes are to be reflected in our utility customer rates. In addition, we have two rate cases cun-ently in• 
progress in tWo states in which the TCJA is expected to be addressed in the new base rates. The December 31, 2017 · 
consolidated balance sheet reflects the impact of the TCJA on our regulatory assets artd liabilities which reduced our 
regulatory assets by $357,262 and increased our regulat01y liabilities bi$303,320. These adjustments had no impact on 
QUr 2():17 ca~h flows. . . . . . . . 

Note 8 "'."' Taxes Otller tlla11/11come Taxes 

The foJlowing table provides tl1e components of taxes other than income taxes: 

Years Ended December 31, 
2017 2016 2015 
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Note 9- Co111mit111e11ts a11d Co11tingenc,es 

Commilme11ts- The Company leases motor vehicles, buildings and other equipment undel' operating leases that are 
noncancelable. · The future annual minimum lease payments due are as follows: 

2018 2020 2021 2022 Thereaftel' 
-~- -- - -- - - - -ss lf,J1ff•) ~s 11,(l)(O) 'iS 'Tl~l;) s~ '~:1:i % :Y.,'{;i r;~ ~,11) 

The Company leases parcels of land on which treatment plants and other facilities are situ11,ted .and adjacent parcels that 
are used for watershed protection .. The operating leases are noncancelable, expire between 2019 f:lnd 2052, and contain 
renewal provisions. Some leases are subject to an adjustment every five years based on changes in the Consumer Ptice 
Index. Subject to the aforesaid adjustment; during each of the next five years, an average of $602 of annual lease 
paymen~s for land is ~ue, and the aggregate of the years remaining approximates $12,806. 

The Company maintains agreements viith other water purveyors for the purchas~ of water to supplement its water supply, 
pa1ticularly during periods of peak demand. The agreements stipulate purchases of minimum quanttties of water to the 
year 2026. Tile esHmated annual commitments relatedto such purchases through 2022 are expected to average $4,373 
and the aggregate of the years remaining approximates $9,644. : 

The Company has entered into purchase obligations, in the ordinary course of business, that Include agreements for water 
treatment processes at some of its wells in a small number of its divisions. The 20 year term agreement provides for the 
use of treatment e·quipment and media used in the treatment process and are subject to adjustment based on changes in the 
Consumer Price Index. The future contractual cash obligations related to these agreements are as follows: 

2018 2019 2020 2021 2022 Thereafter --~ -- - - - - - - --- - - . - - ---- -

~~ 1u1:i\'l! st 11JQ11Jl/ ~G . fJ./~.:fil ~8 tl(t}.il~ 1~ ,J. o:@J ·,s 'il ,,-2~ 
. . 
· Rent expense under operating leases, purchased water expense, and water treatment expenses under these agreements 

were as follows: 

Years Ended December 31, 
2017 2016 2015 

Co11thtge,1icles-The Company is routinely involved in various disputes, claims, lawsuits. and other reguiatory and legal 
matters, including both asserted and ~masserted legal claims, in the ordinary course of business. The status of'each such 
matte1~ referred to herein as a loss contingency, is reviewed and assessed in accordance with applicable accounting rules 
regarding- the nature of the matter; the likelihood that a loss will be iticurred, ahd the amounts involved. As of 
December 31., 2011. the aggregate amount of $18,961 is accrued for loss contingencies arid is repmted in the Cotnpany's 
consolidated billance sheet as other accrued liabilities and other Jiabiiities. These accruals represent management's best 
estimate of probable loss (as defined in the accounting guidance) for loss contingencies 01· the low end of a range oflosses 
if no single probable loss can be estimated. For some loss contingencies, the Company is unable to estimate the amount 
of the probable loss or range of probable losses. While the final outcome of these loss contingencies cannot be predicted 
with certainty, and unfavorable outcomes could negatively impact the Company, at this time in the opinion of 
management, the final resolution of these matters are not expected to have a material adverse effect cin the Company's 
financial position, re~ults of operations or cash flows. Further, Aqua America has insurance coverage for a number of 
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these loss coritingericies, and as of December 31, 2017, estimates that approximately $7, l 3 l of the amount accrued for 
the_se ma,tters are probable of recovery through insurance, which amount is also reported in the Company's consolidated 
balance sheet 8$ c!eferred charges and other assets, net. 

Although the i'esults oflegal proceedings cannot be pi'edicted with certainty, there are no pending legal proceedings to 
which the Conipany or any of its subsidiaries is a party or to which any of its properties is the subject that are matel'ial or 
are expected to have a material effect on the Company's financial position, results of operations 01· cash flows. · 

Additionally, the Company self-insures its employee medical benefit program, and maintains stop-loss coverage to limit 
the exposure arising from these claims. The Company's reserve for these claims totaled $1,451 and $1,770 at 
December 31, 2017 and 2016 and represents a reserve fol' unpaid claim costs, including an estimate for the cost of 
incu1ted btit not reported claims. · 

Note i O - Lo11g-ter111 Def)t nm/ Loat1$ P,,yable 

Lo11g-term Debt- The consolidated statements of capitalization provide a summa1y of long-tel'm debt as of Decemb!:r 31, 
2017 and 2016. The supplemental indentures with respect to specific issues oftl1e first mol1gage bonds restrict the ability 
o~ Aqua Pennsylyariia and other operating subsidiaries of the Company to declare dividends, in cash or property, or 
repurchase or otheiwise acqu,ire the Stock of these co1npanies. · Loan agreemeu,ts for Aqi.m Pennsylvania and other . 
operating subsidiaries of the Company have restrictions on minimum net assets. As of December 31, 2017, restrictions on 
the n~t assets of the Company were $1,443,473 of the total $1,957,62.1 in net. assets. incluqed in this amount w~re 
restrictions on Aqua Pennsylvania's net assets of $1,090,062 of their total net assets of $1,52.8, 172. As of December 31, 
·2017, $1,396,003 of Aqua Pennsylvania's retained eamings of$1,4161003 a:nd $142,700 ofthetetained earnings of 
$189,000 of other subsidiaries were free of these restrictions. Some supplemental indentures also prohibit Aqua 
Pennsylvania and some other subsidiaries of the Company from making loans to, or purchasing the stock of, the 
Company. 

Sinking fund payments are required by the terms of specific issues of long-term debt. Exchiding art1ounts due under.the 
Compariy'f re.volving credit·agreemerit; the future sinking fund payments and debt maturities of th~ Company's- long-term: 
debt are as follows: . 

3.00% to 3.99% 2,807 2,758 2,555 2,594 2,541 706,977 

7.00%to 7.99% 484 569 615 666 358 29,643 

Total $ 113,769 $ 144,622 $ 44A03 $ 36,811 $ 25,155 $ 1,718,367 

In October 2017, Aqua Pennsylvania issued $75,000 of first m01tgage bonds, of which $35,000 is d(1e in 2054, $20,000 is 
due in 2055, and $20,000 is due in 2057 with interest rates of 4.06%, 4.07%, and 4.09%, respectively. The proceeds from 
these bonds were used to repay existing indebtedness and for genera:! corporate purp<>ses. 

,• 

75 



Table of Contents 

Joint Applicants Exhibit DJS-1 
Page 131 of 190 

AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to Consolidated Financial Statements (continued) 

(In thousands of dollar$, except per share amounts) 

In Juiy 2() 17 Aqua Illinois issued $100,()00 of first mortgage bonds co.psisting of the following: 

$6000 

$10,000 

$22,00_0 

4.18% 

4.24% 

2047 

2050 

The proceeds from these;} bonds were used to repay existing indi;:btedness and for genernl corporate purpqses. 

In July 2017, Aqua Pennsylvania issued$80,000 of first mo1tgage bonds, of which $40,000 is due in 2055 and $40,000 is 
due in 2057 with interest rates of 4;04% and 4.06%, respectively. The proceeds from these bonds were used to repay 
existing indebtedne~s and for gener~I corporate purposes. 

In January 2017, Aqua Pennsylvania issued $50,000 of first mo1tgage bonds, of which $10,000 is due in 2042 and 
. $40,000 is due in 2044 with interest rates of3:65% and 3.69%, respectively. The p1:oceeds from these bonds were used to _ 
repay existing indebtedness and for general corporate purposes. · 

In December 2Q1.<,, Aqua Pennsylvania issued $85,000 of first mortgage bonds, of which $25,000 is due in 2051 and 
$60,QOO is due in 20.56 with interest rates of 3.85% and 3.95%, respectively. In January 2017, Aqua Pennsylvania issued 
$50,000 of fast mortgage bonds, of which $10,000 is due in 2042 an.d $40,000 is due in 2044 with interest rates of3.65% 
and 3.69%, respectiveiy. The proceeds from these bonds were used to repay existing indebtedness and for general 
corporate purposes. 

In.November 2016, the Company issued $125,000 of senior notes, of wl,ich $35,000 is due in 2031, $30,000 is .due in 
2034, $25,000 is due:in 2035, $10,0QO is due in 2038,.and $25,000 is due in ~041.with inte1·estrates of 3 .. 01 %; 3.19%, 
3.25%, 3.41 %, and 3.57%, respectively. The proceeds from these bonds were used to repay existing indebtedness= and for 
general corporate purposes. 

As of December 31, 2017 an~ 2016, the Company did not have any funds restricted for construction activity. 

The weighted average cost oflong-term debt at Decemb.er 31, 2017 and 2Q16 \Vas 4.29% and 4.23%, respectively. The 
weighted average cost of fixed rate long-term debt at December 31, 2017 and 20i6 was 4.36% and 4.26%, respectively, 

The Company has a five-year $250,000 unsecured revolving credit facility;. with four banks that expires in Febmary 2021. 
This fac11ity includes a $15,000 sublimit for daily demand loans. Funds borrowed under this facility are classified as 
long-term debt and are used to Pl'Ovide working C!lpital as well as suppo1t for letters of credit for insurance policies and 
other financing arrangements. As of December 31, 2017, the Company has the following subHmits and available capacity 
under the credit facility: $50,000 letter of credit sublimit, $30,189 of letters of credit available capacity, $0 borrowed 
under the swing-line cominitment, and $60,000 of funds borrowed under the agreement. Interest under this facility is 
based at the Coinpany's option, on the prime rate, an adjusted Euro-Rate~ an adjusted federal funds rate or at rates offered 
by the banks. A fa_cility fee is charged on the total commitment amount of the agreement. Under this facility the average 
cost ofporrowings was UH% and 1.54%, and the average borrowing was $48,333 and $89,374, during 2017 and 2016, 
respectively. 

The Company is obligated to comply with covenants undersome ofits loan and debt agreements. These covenants 
contain a number of restrictive financial covenants, which among other things limit, subject to specific exceptions, the 
Company's ratio of consolidated total indebtedness to consolidated total capitalization, and require a minimum level of 
eamings coverage over interest expense. During 2017, the Company was in compliance with its debt covenants under its 

76 



Table of Contents 

Joint Applicants Exhibit DJS- I 
Page 132 of 190 

A.QUA AMERICA, INC. AND SUBSIDIARIES 

Notes to Consolidated Financial St11tement/l ( continued) 

(In thousands of dollars, except per share amounts) 

loan and debt agreements. Failµre to c_omply with the C<>mpany's debt covenants could 1·esult. in an even{ of default, 
which could result in the Company being required to repay o·r finance its b01towings before thekdue date, possibly 
limiting the Company's future borrowings, and increasing its bon·owing costs. · 

Loa11s Payable-In November 20i 7, ,Aqua PeJ]nsylvania renewed its $100,000 364-day unsecured revolving credit 
facility wit!) four banks. The. funds b<>rr<>wed und~r this agreemen~ are classified as loans payable _and u_sed to pro.vide 
working capital. As of December 31, 2017 and 2016, funds borrowed under the agreement were $3,650 and $5,545, 
1·espectively. Interest under this facility is based, at the borrower's option, on the prime rate, an adjusted federal funds 
rate, a11 adjusted London Int1frbank Offered Rate corresponding to the interest period selected, an adjusted Euto-Rate 
corresponding _to the intei'est period selected or at rates offered by the banlcs. This agt'eenient restricts shorHerm 
borrowings of Aqua Pennsylvania. A. commitment fee of O.QS.% is c;;harg~d on the total CQil)tnitm.ent amo1,1nt of Aqua 
Pennsylvaniats revolving credit agreement. The average c<>st ofborrowipg tindel' t_he f!!,cilicy was 1.78% and 1.18%, and 
the average boil'owingwas $21,913 and $29,760, dudng2017 and 2oi6, respectively. The maximum amount outstanµing 
at the end of any one month was $66,466 and $52,905 in 2017 and 20 I 6; respectively. 

At December 31, 2017 and 2016, the CQmpany had othel' combined sh01He1m Une.s of c1;edit of $35,500. Fun~ls 
bot.Towed under th~e lines ·are classified as loans payabie and .are vsed to provide working capi~al. As of December 31, 
2017 and 2016, ftin4s bonowed :under the short-term li11es of credit were $0 ap.d $990, respective_ly. The avel'age 
-boITowing under the lines was $908 arid $2,944 during 2017 and 2016, respectively. The.maximum amount outstanding 
·at the end of ahy one month was $990 in 2017 and $9?440 in 2016, respectively; Interest undetthe lines is based at the 
Company's option, ~epending on the line, on the prime rate, an adjusted Bw·o-RateJ an adjusted federal funds rate or at 
rates offered by the b@nks. The avel'age cost ofbol'rowings 1.1ndel' all lines di.lri1ig 2017 and 2016 was 1.81% arid 1.24%, 
respectively. 

l1iterest J11co111e tmd Expe11se- Interest income of $202, $217, and $272 was netted against irtterest expense on the 
consolidated statement ofnet income for the years ended Decembe1·31, 2017, 2016, and 2015, respectively. The total 
interest cost was $881543, $80,811, and $76,808 in 2017,2(H6, and 201~, including amounts capitalized for borrowed 
~nds of$3,578,$2,220, and $1,598, respectively; 

N~te 1i-Fair Vaiue oj Flmi11ciai J11str11me1its 

Financial instruments are recorded at carl'ying value irt the financial statements and approximate fair value, with the 
exception of long-term debt, as of the dates presented. The fait· value of these instruments is disclosed below in 
accordance with current accountitJg gui~anc~ related to financial i11stn1ments. 

The fair value of cash and ca!:!h equivalents, which is comprised of uninvested cash, is determined based on level 1 
methods and assumptions. As of December 3 l, 2017 and 2016t the cart'ying amounts of the C9mpany's cash and cash 
equivalents wei·e $41204 and $3,763, which equates to their fail' value. The faii· value of'"available-foMale" secul'ities to 
fund otit; deferl'ed compensation and non-qualified pension µIan liabilities, which repi·esents ·mutual and money market 
funds, is determined based on quoted mat-ket prices from active markets utiUzing level 1 methods and asst1hlptfons. As of 
December 31, 2017 and 2016, the carrying amount of these securities was $21,776 and sio,342; As ofDecemb_C;Jr 31, 
2017 and 2016, the carrying amount of the Company's loans payable was $3,650 and $6,535, respectiveiy, wnich equates 
to their estimated fail' value; 
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The carrying amounts and estimated fair values of the Company's long-term debt is as follows: 

December 31, 
2017 2016 . - ~ -- -- - - ~ 

~,nu11• 1 w,u,121m1, S8 i II ili\,11 f1,1 s~ 11,:!)11(0);,.,~1~1 

Estimated fail' Value 2,262,785 2,018,933 

The fair value of long-term debt has been detel'mined by discounting the future cash flows t1Sirig ctil'l'ent mal'ket interest 
1'ates for similar finan(}ial insfrtiments of the same duration utllizing level2 methods and assumptions. The CompaQy's 
customers' advance_s for construction have a c11rrying value of$93, l 86 and $91,843 at Dflcember 31_, 2017 and 2016, 
respectively. Their relative fair values cannot be accin·ately estimated be.cause future refund payments depend on several 
vatiables, inchiding new customer connections, customer consumption levels and future rate increases. Portions of these 
non-interest bearing instrnments are payable annually thtougt1 2027 and iln'iounts not paid by the respective contract 
expiration dates become non-refundable. The fair value of these amounts would, however, be less than their cartying 
value due to the non-interest bearing feattire, 

Note 12-$tock/1oitlers) Equity 

At December 31, 2017, the Company had 300,000,000 shares of common· stock authorized; par value $0.50. Shares 
outstanding and treasw·y shares held Were as follows: . . 

December 31, 
2017 · 2016 2015 ,', 

Tt'easury shares 2,986,308 2,916,969 2,819,569 

At December 31,"2017; the Company had 1,770,81:9_shai'es of autMrized"hµt u:nissued Series Pi'eferred Stock, $1.00 par 
value. 

The Company has a universal shelf 1·egisttation statement With the SEC to allow for the potential future sale by the 
Company, from time to time, iit one or more public offel'ings, of an indeterininate airtount of our coinmon stock; preferred 
stock, debt secu.rities and other securities specified therein at indeterminate prices. This registration stateinent expires in 
February 201 ~. and we intend to file a new tln·ee-year ti~iversal shelf registration statement. 

In 2015, the Company filed a registration statement with the SEC which permits the offering, from time to time, ofan 
aggregate of $500,000 ht shat·es of common stock and shares of prefe1ted stock in connection with acquisitions. During 
2016, 439,943 shai'es ofcciminon stock totaling $12,845 were issued by the Coinpany to acquire .a waterutility system. 
The balance remaining available for u~e 1.mder the acquisition shelfregistratio1i as of Decembet· 31, 2017 is $487, 155. 

The form and terms of any secudties issued unde1· the universal shelfregistration statement and the acql1i$ition shelf 
registration statement will be determined at the time of issuance. 

The Coinpany has a Dividend Reinvestment and Direct Stock Purchase Plan ("Plan'') that allows reinvested dividends to 
be used to purchase shai·es of common stock at a five pet'cent discount from tlie cun'ent market value. Under the direct 
stock purchase program, shares are purchased by investors at a five percent discount from the market price. The shares 
isst1ed uridei· the Plan a.re either shares purchased by the Company's transfei• agent in the open-market or original issue 
shares. fn 2017, 2016, and 2015, 447,753 484,645, and 535,439 shares of the Company were purchased under the 
dividend reinvestment portion of the Plan by the Company's transfer agent in the open-market for $15,168, $14,916, and 
$14,380, res_J)ectively. During 2017 and 2016, under the dividend reinvestment po11ion of the Plan, 45,121 and 47,478 
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original issue shares of common stock were sold, providing the Company with proceed~ of$ l ,45J fll)d $ I ,388, 
respectively. 

In December 2014, the Company's Board of Directors authorized a share buyback program, commencing in 2015; of up 
to 1,000,000 shares to minimize share dilution through tiinely and orderly shai'e reporchases. In December 2015, the 
Company's Boar~ of Directors added 400,000 shares to this program. The specific timing, amount and other terms of 
repurchases qepen~ on market conditions, regulatory req~\rements and otner factors. In 2016, we did not rep\u-chase any 
shares of our common stock in the open market. In 2015, we repurchased 805,000 shares of the Company's common 
stock in the open market for $20,502. In 2014, we repurchased 560,000 shares of our common stock in the open market 
for $13;280. This progi'am expired on December 31, 2016. · 

The Company's accumulated_other comprehensive income is repo1ied in the stockholders' equity section of the 
consolidated balance sheets, the consolidated statements of equity, and the related components _of other comprehe~ive 
income are reported in the consolidated statements of comprehensive inc9me. The Company rep011s .its unrealized gains 
or losses on investments as other comprehensive income and accumulated other comptehensive income. The Company 
recorded a regulatory.asset for its underfunded status of its pension and other post-retirement benefit plans that would 
otherWise be charged to other compr¢hehsive incotne, as it anticipates recove1:y of its 'costs thfough ·customer rates. 

Note 13 -Netl11co111eper <;on1111011 S/1nre aml Eq11lty per Co111mo11 Share 

Basic net income per share is based on the weighted average number of common shares outstanding. Diluted net income 
per share is based on the weighted average number of common shai'es outstanding and potentially dilutive shares. The 
dilutive effect of employee stock-based eomp·ensation is included in the computation of diluted net income per share. The 
dilutjve effect of stock-base~ c<>mpen~ation is calcul,ated by using the treasµiy stock metho~ and expected proceeds upon 
exercise or issuance of the stock-based compensation,, The following ta~le summarizes the shares, in thousands, µsed in 
computing basic and diluted net income per share: 

. Years ended December 31, 
:2011- : 2016 2015 

-- - ~-· 
1~\W"Jibl:{-'(•!ol11\1il•l1\ \jh,1.-.i:.~r,11{(.-H,)llltt,1fl<ili1Jt,1y1U('-'J!l'1~hr,I a-,,, llr:1-H• (t{•hij1Jl(r,Oi,111 ,rmw~i;,J Ii 1/7/i}l!:l 11'7,(i;/,l:f:l 

Effect of dilutive securities: 

Avernge conimort shares outstanding during the period for diluted computation 118,175 177,846 177,517 

For the years c:mded De¢ember 31, 20J7, 2016, and 2015, all of the Company's employees.to~* options were included in 
1he caiculation ()f diJuted net income per share as the calculated cost to exerdse the stock opti<>ns was Jess than the 
average ma,:ket pl'ice of the Company's common stock du.ring these periods. 

Equity per common share was $11.02 and $10.43 at December 31, 2017 and 2016, respectively; These amounts were 
computed by dividing Aqua America stockholders' equity by the 11mnber of shares of cofhmori stock outstanding at the 
end of each year. · · 

Note 14-Employee Stock a11rl J11ce11llve Pim, 

Under the C01iipany's 2009 Omnibus Equity Compensation Plan, as amended as of Febmary 27, 2014 (the "2009 Plan''), 
as approved by the Company's shareholde1;s to i·eplace the 2004 Equity Compensation Plan (!he "2004 Plan"), stock 
opHoI).s; stock units, stock awards, stock appreciation rights, dividend equivalents, and other stock-based awards may be 
granted to employees, non-employee directors, and consultants and advisors. No further grants may be made under the 
2004 Plan, The 2009 Plan authorizes 6,250,000 shares for issuance under the plan. A maximum of 3,125,000 shares 
undet· the 2009 Plan may be issued pursuant to stock award, stock units and other stock-b_ased awards, subject to 
adjustment as provided in the 2009 Plan. During aiw calendar year, no individual may be granted (i) stock options and 
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stock appreciation rigpts under th(l 2009 Plan f<>1· mol'e than 500,000 shares of common stock in the aggregate ol' (ii) sto~k 
awards, stock units ·ol' other stock-based awards undel' t_he 2009 Plan for more than S00,000 shares of Company stock in 
the aggregate, subject to adjustment as p1·ovided in the 2009 Plan. Awards to employees and consultants under the .2009 
Plan are made by :a committee of the Board of Directors, except that with respect to awards to the Chief Executive Officer, 
the committee 'recommends those awards for approval by the nori-einployee dii'ectors of the Board of Directors. In the 
case of awards to non-employee directors, the Board of Directors makes such awards. At December 3 I, 2017, 3., 720,624 
shares 'Underlying stock-b.as.ed compensati<>n ~wards were still available for grant under the 2009 Plan. · 

The recording of compensation expense for shai'e-based compensation has no impact on net cash flows and results in the 
teclassification on the consolidated cash flow statements ofrelated tax benefits from cash flows from operating activities 
to cash flows from· financing activities to the extent these tax benefits exceed the associated compensation cost. 

Pe1forma11ce Sllare U11lts-Dt1ring 2617, 2016, an~ 2015, the C<>mpany granteq performance ~hare units. A performance 
· share unit ("PSU") represents the right to rec€:live a ~hare of the Company's cotnmon stock if specified performance goals 
are met over the three yeat' performance period.specified in the grant, subject to exceptions through the respective ves(ing 
periods, generally three years. Each grantee is granted a target award of PSUs, and niay earn between 0% and 200% of 
the target amount depending_ on the Company's performance against the performance goals. 

The performance goals of the .20 J 7, '.2016,_ and 2.015 JISU grants ~<msi~ted of the follow_ing m,etrics_: 

Performance Grant of: 
2017 2016 2015 

l1v1Mi,l(,, ll - :u,1,,11n,1•/1: 1MWJ ·~H1:w,fo,Jtita1, li(•Jl\lai1 (("m~!('))(o1,m1,1,1H~l 1(01\jh.:- m:m fi:',li 1:I ~p1-1,mre :1Fl•)• ;~Jo;,ir:.r~, 'i/1! ,i'~" llOJ,o/,i 
g,c,111 11,riJi ,1,1111,mcoJ, ci,V,'A1H•, ,,,,,,HcJI ,,lo1i~1111,1111-J;, :~:_, 1,1:1~(<(,Ji,,H1,h1•1•I ,,r,m,liitfil~) 
Metric 2 - Company's TSRcotilpared to the TSR for the companies listed in the Standard and 26:47% 27.5% 30% 
Poor's Midcap Utilities fudex a market-based condition) ••mi - --
ll')t'alii/tt• 'lJ = l,,,\fJl1h~•hJriFW[ (ifi /:} lH!lff(•1!H1l(<)!IHlllbJi/~•1& IJ-,\;,(JJ (,)]ij(ii(.) lilil>l,,t~•rnu)i:}_;)<,]jK,1,'i!IJi (tif 
,,_wi liE:f(fJ9J11'> ((f:1 if(•JiltoJ\iil~ il<Hiil}:1-i..i{l C~•Jn:iltitiJlJ)) 

l1'-""-"!ln..11"""'1M!n"""-..,...'-""'-'-"!'-'F.ll!~m!'-'~~!!ffl!r!..,..!ll!ll!l-la'ln'r.,_ ___ _ Metric 4-Achievement of tamets for maintaining consolidated op~rations and maintenance -
ex ertses over the three · ear ·measurement• eriod a · erfortnance-based condition 
tNhH1/Jt: ·;; ~LA"i,1hc.i.1<,m1.iiii (0Jl«1 ihW.tfH,rtl c,,,,,,,,,,,"""'' ltill•,<_':!J c1)Jrimra:1,1,i;-1•' r,2Ko1•;•~1n.m;.•rn1 ft'i:1111, (•ff 
i;Ngf ! 1 f:1lfo1 ii<;(~,, 1 irm1fo tlil @rq,si~n:{or,1 c,r,mJW (tJJll) -

Meh'ic 6-Achieyement of targets for maintaining consolidated operations ~nd tnai,ntenance 20.0% ~ 
th ti t · d ( ft b cl. d'f ) t I 

IMt~1ntk 'fl -1Mf:ih11:w1hw 1:1,1 ,,w,11/lJf.<• ,11:Ht•J(1ii c,1,1•J-"1frou,-i t;tmil !lll,i111lal'Jm1ltf•'Zat:iixZJ,1-1~ rm, f:1 -. - iloJ~) 
\jl<-JR<T;]fl~:1w ,,Ji l~-\'/,)fll[.}.~ ,:1, ¼\qtlf:\ I l{,11111::,~•;i~•A:)1)1JI {<I•HlltiaKcJil 1(1) ,:1 r~:l~l,f.:i• l_:Xf•WJ2£ :~;\((I) 1l:011'lih~· 11hK"f.J 

'\',(•J;lt J fl•lil(o);1Ulli{<X•) J 11'lij(!Jt.1 (~;, 1µ•)~(o}WlU[\11<l<}{h:J:;l:.J.il@HT•hht)11)) 

Metric 8 - Eaming a cumulative total earnings before 'taxes for the Company's operations other ., 
thQ Aqua Pennsylv~nia fol' the three year perfo.rmance perjo_<;l cQmpared to lljarget (a 
perfo1mance-based condition) 

The following table provides the compensation expense and income tax benefit for PS Us: 

20% 

Years ended December 31, 
2017 2016. 2015 

- ~-- - -~- - ----~~ 

;it(t'.!1~ lm]'.-1.'J!hililr I ;)it't1ti'!11\ ,vJHM11Q> ll'1V:litm1=,fliml 11·,ttftm:BTIITiMi@:fi).gjfil' ' ' ~B 1Jl,~-;jli 1~ -;u:.vJ,;J '.,S /4( 'i~ll® 

Income tax benefit 1,766 1,552 1,796 
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The following table summarizes nonvested PSU transactions for the year ended Pecem~er 31, 2017: 

Granted 

Number of 
Share Units 

125 202 

Weighted 
Average Fair 

Value 

3079 

A portion of the fair value of PSUs was estimated at the grant date based on the probability of satisfying the market-based 
conditions associated with the PS Us using the Monte Carlo valuation method, which assesses the probabilities of various 
outcomes of market conditions. The other po1tion of the fair value of the PSUs associated with performance-bi:ised 
conditions was based on the fair market value of the Company's stock at the grant date, regardless of whether the.ma_rket
based cortditiciri is satisfied. The fair value of each PSU grant is amortized into compensation expense on a straight-line 
basis over their respective vesting periQds, generally 36 months. Th~ accrual of compensation costs is based on an 
estimate of the final expected value of the award, and is adjusted as requit·e~ for the portion ba.sed o_n the performance
based ~ondition. The Company assumes that fotfeitures will ~e minimal, and rec;ogni,zes forfeitures as they oc_cur, whlch 
results in a reduction In compem,ation expense. As the payout of the PSUs includes divi.dend equivalents; no separate 
dividend yield assumption is required in calculating the fair value of the PS Us. The t'ecording of compensation expense 
for PSUs has no impact ori net cash flows. The following table provides the assuinptions µsed in the pricing model for the 
grant, the resulting gr~nt date fair. value of PSUs, and the intrinsic value and fair. value of PSUs that vested;dliring the 
year: 

Years ended Decern~er 31, 

.2017 2016 2.015 

Risk.;.free interest rate 1.49% 0.91% 1.03% 

Fair value of vested PS Us $ 3_,207 $ 5,104 $ 6,416 

As of December 31, 2017, $4,945 of unrecognized compensation costs related to PSUs is expected to be recognized over 
a weighted average period of approximately 1.7 years. The aggregate intrinsic value of PSUs as of December 31, 2017 
was $18,114. The aggregate intrinsic value of PS Us is based on the number of nonvested share units and the market value 
of the Company's common stock as of the period end date. 
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Restricted Stock U11its-A restricted stock unit ("RSU") repr~ents the right to receive a share of the Company's common 
stock and is valued based on the fair market value of the Company's stock on the date of grant. RSUs are eligible to be 
eamed at the end ofa specified restricted period, generally three years, beginning on the date of grant. In some cases, the 
right to receive the shares is subject to specific pelforrriance goals established at the time the grant is inade. The Company 
assumes that fo1feitures Will be minimal, and recognizes forfeitmes as they occur, which results in.a reduction in 
compensation expense. As the payout of the RSUs includes dividend eqt1ivalents, no separate dividend yield assqmption 
is 1·equired in calculating the fair valtte of the RSUs. The following table provides the compensation expense and income 
tax benefit for RSUs: 

Years ended December 31, 
2017 2016 2015 

Income tax benefit 489 438 444 

The following table summarizes non vested RSU transactions fc;,r the yeal' ended Decemb.er 31, 2017: 

•· Nu111berof 
Stock Units 

Weighted 
. Average Fair 

Value 
- - - T 

~to,v,,i,H-,.oi\'!<•1,jj, iD11lli>,,n, lh· ~••llll1J=\C;)i 11l•ltltilil 1110Ji)lJ'11 ,B ¾:U~ 
Granted 41,293 3037 

Nonvested stock units at end of period 116,787 29.46 

· The following table summarizes·the value ofRSUs: 

Years ended December 31, 
2017 2016 2015 

Intrimdc value of vested RSUs 896 805 2,327 

As pf December ~J,-2017, $1,401 of unrecognized compensation costs related to RSUs is expected to be recognized QVe1· 
a weighted avel'age period of approxiinat!!ly I. 7 years. The aggregate intrinsic value of RSUs as of December 31, 2017 
was $4,582. The aggregate intrinsic value ofRSUs is based on the numbel' of nonvested stock units and the market v~ue 
oftl1e Company's common stock as of the period end date. 
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Stoel, Optimts-A stock option represents the option to purchase a number of shares of common stock of the Company as 
specified in the stock option grant agreement at the exercise price per share as determined by the closing market price of 
om· corrimon stock on th~ grant date~ Stock options are exer<:i~able in installments of33% annually, starting one year 
from the grant date and expire ten years from the grant date. The vesting of stock optic;ms granted in 20 I 7 ~re subject to 
the achievement of the following performance goal: the Company achieves at l!~ast an adjusted retum gn equity equal to 
150 basis points beiowthe return on equity gmnted by the Pennsylvania Public Utility Commission during the Company's 
Pennsylvania subsidiary's last rate proceeding. The adjusted return on equity equals net income, excluding net income or 
loss from acquisitions which have not yet been incorporated into a rate application as of the last year end, divided by 
equi~y whiph e.xcludes eq\lity applicable to acquisition~ which are not yet incorporated in a rate application during the 
award period. 

The fafr value of each stock option is amortized into ·compensation expense using the graded vesting method, which 
results in lhe 1·ecognition of compensation costs over the 1·equisife sel'vice period for each separatelt vesting tranche of the 
~togkqptions as though the stock options were, in substance, multiple stock option grants. The following table provides 
compens1;1tion expense and income tax benefit for stock options: 

Years ended Decembei•J 1, 

·• 2017 2016 2015 
Stock-based com ensation within o erations and maintenance ex enses · 245 $ . - $ 

There were no stock options granted during the years ended December 31, 2016, and 2015. 

Options under the plans were issued at the closing market price of the stock on the.day of the grant 
The fair value of options was estimated at the grant date. using the Black-Scholes option~pricing model, which relies on 
assumptions that require management's judgment. The following table provides the assumptions used in the pricing 
model for gi:ants and the resulting grant date fair value of stoctc options granted in the period reported: 

. . 

Yea1· ended Decembe1· 31, 
2017 ~-~--~- - -

];-,;~ir•t<Ji':l'!I 1\'lttf!I ( '.J;H<:~' ,)!it) 

Risk-free interest rate 

The Company assumes that forfeitures will be minimal, and recognizes forfeitures as they occur, which results in a 
1·eduction in compensation expense, 
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The following table summarizes stock option transactions for the year ended December 31, 2017: 

Granted 120,127 30.47 

Outstanding at end of yea!' 364,932 $ 19.83 3.7 $ 7,081 

Exercisable' at end C>fyear 249,996 $ 14.93 1.2 $ 6,074 

The intrinsic value of stock options is the amount by which the mal'ket price of the stock on a given date, such as at the 
end of the period or on the day of exercise, exceeded the closing market price of stock on the dat¢ of grant. The following 
table summarizes the intrinsic value of stock options exercised: 

Years ended December 31, 
2017 2016 2015 

The following table summarizes information about the Options outstanding arid options exercisable as of December 31, 
2017: 

Shares 

$15.00-15.99 101,167 

. Options Outstandjng 
· weighted· 

Average 
Remaining 
Life (years) 

1.2 

Weighted Avei'age 
Exercise Price 

15.30 

30.47 

Options Exercisabl€l 

Shares 

101,167. 

Weighted Average 
Exercise Price 

15.30 

As of December 31, 2017, there was $223 of total unrecognized co_mpensation costs related to nonvested stock options 
granted under the plans. The cost is expected to be recognized over a weighted average period of approximately 1.5 
years. 

Restticted Stock- Restricted stock awards provide the grantee with the rights of .a shareholder, including the dght to 
receive dividends .and to vote such shares, but not the l'ight to sell or otherwise transfer the shares during tbe restriction 
period. Restricted stock awards result in compensation expense which is equal to the fair market value of the s.tock on the 
date of the grant and is amcn1ized ratably over the restriction period. The Company expects forfeitures of restricted stock 
to be de minimis. 

84 



Joint Applicants Exhibit DJS-1 

Page 140 of 190 

Table of Contents 
AQUA AMERlGA, INC. AND Sl.JBSIDIARIES 

Notes to Consolidated Financial Statements (continued) 

(In thousands of dollars, except per share amounts) 

The following table summarizes the value of restricted stock awards: 

Y ~rs ended December 31, 
2017 2016 2015 

Fair value of restricted stoclc awards vested 553 

As ofDecem.ber 31,2017; thet:e were no unrecognized compensation costs related to.nonvested restl'icted stpck as 
restricted stock Was fully amo1tized in 2014. Additionally, there was no restricted stock granted during the years ended 
Decembei' 31, 2017, 2016, and 2015; · 

Stock Awards -The following table provides compensation costs for stock-based compensation related to stock awards: 

Years ended December31, 
2017 2016 2015 

lnponie tax benefit 233 210 

The following table summarizes the value of stock awards: 

Years ended December 31, 
-2017 2016 , 2015 

Weighted average fair value of stock awards granted 34.42 31.87 26.44 

: Tlie foliowing ta.hie summarizes stock award tra~actions· for year ended December: 3-1, 20 i 7: 

Granted 

Nonvested stock awards at encl of period 

85 

Number of 
Stock Awards 

. 16,345 

Weighted 
Average Fair 

Value 

34.42 
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Note 15 - Pe11sio11 P/a11s im(l 01/ter Post-l'elil'eme11t Be11ejits 

The Company maintains a qualified, defined benefit pension plan that covers its full-time empl<;,yees who were hired prior 
to Apt'il 1, 2003. Retirem:entbenefits under the plan are genernlly based on the employee's total years of service and 
compensation during the last five years of employme11t. The Company's policy is to fut1d the plan annually at a level 
which is deductible for income tax purposes and which provides assets sufficient to meet its p'ension obligations over 
time. To offset some limitations imposed by the Internal Revenue Code with respect to payments under qualified plans, 
the Company has a non-qualified Supplemental Pension Benefit Plan for Salaried Employees in order to prevent some 
employees from being penalized by these limitations, and to provide certain retirement benefits based on employe~'s 
years of service and compensation. The Company also had non.qualified Supplemental Executive Retirement Plans, 
which were terminated in 2016, for some cmrent and retired employees. The net pension costs and obligations of the 
qualified at1d non-qualified plans are included in the tables which follow. Employees hired after April 1, 2003 may 
pru;Ucipate in a defined contribution plan that provides a Company matching contribution on aniounts contributed by 
participants and an annual profit-shal'ing contribution based upon a percentage of the eligible participants' compensation. 

Effective July 1, 2015, the Company added a permanent lump sum option to the form of benefit payments offered to 
participants of the qualified defined benefit pei1sion plait upon retirement or termination. The plan paid $8,858 and 
$9,990 to p~rticipants who electe~ this option dm-ing. 2017 and 2016, 

Jn addition to providing pension benefits, the Company off~rs post~retireinent benefits other than pensions to employees 
hired before April 1, 2003 and retiring with a minimum level of service. These benefits include continuation of medical 
and prescription drug benefits, or a cash conh'ibution toward such benefits, for eligible retirees and life insurance benefits 
for eligible retirees. The Company funds these benefits thmugh various trust accounts. The benefits of retit·ed officers 
and other eligible retirees are paid by the Company and not from plan assets due to limitations imposed by the Internal 
Revenue Code. . . 

In 2016, the Company recognized a settlement loss of $2,895, which results fi·om lump swn payments from the non
qualified plans exceeding the threshold of service and interest cost for the period. A settlement loss is the recognition of 
unrecognized pension benefit costs that would have been incuri'ed ill subseqllent periods. The Company recorded this 
settlement loss as a regulatory asset, as it is probable of recovery in futui·e rates, which will be amortized into pension 
benefit costs. 
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The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid in the years 
indicated: 

Years: 

2019 

2021 

2023-2027 

Pension Benefits 

20,462 

20,674 

106,397 

Other Post-retirement Benefits 

2,553 

2,957 

18,764 

The changes in the benefit obligation and fair value of plan assets, the funded statufi of the plans and the assumptions used 
in the measurement of the company's benefit obligation are as foilows: 

Pension Benefits Other Post-retirement Benefits 
2017 2016 2017 2016 

3 174 3179 

Actuarial loss 18,516 15,321 4,047 1,400 

Net liability recognized at December 31, $ 50,626 $ 65,812 $ 28,210 $ 23,227 ===-----------
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The following table pl'ovides the net liability recognized on the consolidated balance sheets at December 31,: 

Pension Benefits Other Post-retirement Benefits 
2017 2016 2017 2016 

50,230 65,199 28,210 23,227 

At December 31, 2Ql7 and 2016, the Company's pension plans h~d benefit obligations in ~xcess of its plan assets. The 
following tables provide the projected benefit obligation, the accumulated benefit obligation and fair mark~t va.lue of the 
p1an assets.as ofDecember31,: 

:F1c1ir value Qf plan assets 

Fair value of plan assets 

Pl'ojected Benefit Obligation Exceeds the Fair Value of 
Plan Assets 

2017 2016 

270,3~3 242;360: 

Accumulated Benefit Obligation Exceeds the Fair Value of 
Plan.Assets 

2017 2016 

242,360 

The followin~table provides the components of net periodic benefit costs for the years ended December 31,: 

Pension Benefits Other Post-retirement Benefits 
2017 .2016 2015 2017 2016 2015 

--- ~- -- - - ~ - -
:i~,,,t,ior•t•nr 1\ ,1,m,1 (> ;}1@J 11 il,il,0> 11 1u,n,1 ,5 ,1vn« 0; 11;.1,1)!1 

Interest cost 12434 13 038 12 955 2947 2927 2802 

· Settlement loss 2,895 

· Net periodic benefit cost s 7.113 $ 10,235 $ 3,769 ==s~_2 • .._0J.,.4=-=s~-'·-61_1_ ... s~......,'·6=9 .... s 

The Company records the underfunded status of its pension and other post .. retirement benefit plans on its consblidated 
balance sheets and reco1'ds a regulatory asset for these costs that would otherwise be charged to stockholders' equity, as 
tJ1e Company anticipates recoverability of the costs through customer rates to be probable. The Company's pension and 
other post:-retirement benefit plans were underfunded at December 31, 2017 and 2016; Changes in the plans' funded 
status will affect. the assets and liabilities recorded on the balance sheet. Due to the Company's regulatory treatment, the 
recognition of the funded status is recorded as a regulatory asset pursuant to the FAS B's accounting guidance for 
regulated operations. 
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The following table provides the amounts recognized in regulatory assets that have not been recognized a~ compo11ents of 
net periodic benl;ifit cost as of December 3 ll: 

Pension Benefits Other Post-retirement Benefits 
2017 2016 2017 2016 

The followingtable provides the estimated netactual'ial loss and prior service cost £01· the. Corilpailyt s pensfoh plans that 
will be am011ized from regulatory asset into net periodic benefifcost for the yeifr ending Decembe1· 31; 2018: 

Pension Benefits , Other Post..:retirement Benefits 

Prior service cost (credit) 527 (509) 

Accounting t'or pensions and other post-retirement benefits requires an extensive use of assumptions ~bout the discount 
rate, expected rehirrt on:p)an assets~ tlie rate offuture compensation increases received by the Company's. employees; · 
modality, turnover and medical costs. Each assumption is reviewed annually with assistance from the Company's 
actt,arial consultant who provides guidance it1 establishing the assumptions. The assumptions are selected to represent the 
average expected experience over time and may differ in any one year from actual experience due to changes in capital 
markets and the overall economy. These differ~nces will impact the amount of pimsion and other post-retlrement benefit 
expense that the Company recognizes. 

The significant assumptions related to the Company's benefit obligations are as follows: 

Weighted Average Assumptions Used to DetennineBenefit Obligations as of 
December 31, 

Rate of compensation increase 

Assumed Health Care Cost Trenci Rates Used to Del!lrmlne Benefit Obligations as of 
December31 

nla -Assumption is not applicable, 

89 

Pension Benefits 
2017 2016 

3.0-4.0% 3.0•4,0% 

Other Post~ 
retirement Benefits 

2017 2016 

n/a n/a 
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(In thousands of dollars, except per share amounts) 

The sigriificant assumptions related to the Company's net periodic benefit costs are as follows: 

Pension Benefits Other Post-retirement Benefits 

Weighted Average Assumptions Used to Determine 
Net Periodic Benefit Costs for Years Ei1ded 
December31 

2017 2016 2015 2017 ,2016 2015 

~l'f<Jl)jj('111i~taf;Hll1CC/:w{C/,11,'Hi'(,rn,11G;lt•folUJ:{.rlhfo) ' ~ · ', ' . r · "' . .r' . . . 

D)'.{(.Jwillltl• ·N.J, 1n.,Jr,1,h, 1a.J1t,Jil,(Cl:oi-!~, f1oi,· 1'1,,1,1, ifotH.ri: 
_DJ,J•I.JnHJ.J, :QI 

Health care cost trend rate n/a n/a n/a 6.6% 7.0% 7.0% 
Jt~;\(,,;{to)\1,'Jtft<H1\H(,'{l{i}.'j,ij(.Jf{ljit~i\l:l,i!Jil1'-!HlttJ4l•JlhJ.) 0 

,. , '. 

~ Ht- \ljlijh)l,1(.; ll(•l1tol1/,1l·1 1,if,1 ,dA8 , ,d/n \1[1>¼:\ ',)(I);!;(, ~1(1}¼(, 

Y eru· that the rate reache$ the ultiinate trend rate 

nla -Assumption is not applicable. 

n/a : n/a · · . n/a 2021 2021 · · 2019 

Assumed health-care trend rates have a significant effect on the expense and liabilities for other post-retirement benefit 
plans. The health care trend rate is based on historical rates and expected mark,et c(>nditions. A one-pe1·centage point 
change in the assumed health-care cost trend rates would h11ve the following effects: · 

Effect on aggregate service and interest cost components of net periodic post
retfrement health-care benefit cost 

1-Percentage
Point Increase 

$ 277 

I-Percentage-
. Point Deci·ease · 

$ (244) 

The Company's discount rate assumption; which is irtilized to calculate the p1·esent value of the projected benefit 
payments of our post-retirement benefits, was determined by selecting a hypothetical portfolio of high quality coiporate 
borids appropriate to match the pt·ojected benefit payments of the plans. The selected bond po1tfolio was derived froin a 
universe of A~-graded cotporate bonds, all of which were noncallable ( or callabl1;1 with niake-whole provisions), and have 
at tea.st $50,000 in outstanding value. The discount rnte was then developed as the rate that equates the market valu.e of 
the b.onds pul'chased to the discounted value of th() plan's benefit payments. The Company's pension expense and l.iability 
(benefit obligations) increases as the discount rate is reduced. 

The Company's expected return on plan assets is detennined by evaluating the asset class return expectations with its 
ad vis.ors as well as actual, long-term, historical results of our ass!:)t retul't1s. The Company's market relt1ted valu~ of plt1n 
assets is equal to the fair value of the plan's assets as of the last d!l,y of its fiscal year, and is a determinant for the expect<!d 
renun on plan asset,s which is a ccm1pon~nt of post-retirement benefits expense. The Company's pension expense 
increases as the expected return on plan assets decreases. For 2017, the Company used a 7.00% expected return on plan 
assets assumption which will decrease to 6.75% for 2018. The Company believes its actual long~term asset allocation on 
average will approximate the targeted allocation. The Company's investment strategy is to earn a reasonable rate of 
retum while maintaining risk at acceptable levels, Risk is managed through fixed income investments to manage interest 
rate exposures that impact the valuation of liabilities and through the <Ii versification of investments across and within 
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Notes to Consolidated Financial Statements (continued) 

(In thousands of dollars. except per share amounts) 

various asset categories. Investment returns are compared to a total plan benchmark cons_tructed by applying the plan's 
asset allocation target weightings to passive index reimns representative of the respective asset classes in which the plan 
invests. The Retirement and Employee Benefits Committee meets quarterly to review plan inv~tments and management 
monitors investment performance quarterly through a performance report prepared by an external consulting til'm. 

The Company's pension plan asset allocation and the target allocation by asset class are as follows: 

Percentage of Plan Assets ~t 
December 31, 

Alternative invesiments 

Total 

OtoS¾ 

100% 

Percentage of Plan A~scts·ot 
December 31, 

2% 

100% 

. The fair value of the Company's pension plan~• assets at December 31, 2017 by as~et class are.as follows: 

Credit 28 395 - 28 395 

(a) Assets that are measµred at fair value using the NA V per share pl'actical expedient have not been classified in the 
fail' value hierarchy. 

91 



Table of Contents 
AQUA AMERICA, INC. AND SUBSIDIARIES 

Joint Applicants Exhibit DJS-1 
Page 147 of 190 

Notes·to Consolidated Financial Statements (continued) 

(In thousands of dolJars, except per share amounts) 

The fakvalue of the Company's pension plans' assets at December 31, 2016 by asset class are as follows: 

Level 1 Level 2 Level 3 Total 

Mutual funds 3,668 3,668 

Fixed income: 

· Alternative investments: 

Commodit funds 

Total pension assets $ 184,213 $ .. 58,147 $ $ .. 242,360 . 

Equity securities include ou1· common stock in the amounts of $16,471 or 6;1 % and $20,632 cir 8.5% of total pension 
plans' assets as of December 3 l; 2017 and 2016, respectively. 

The asset allocation for tJ)e Company's other post-l'etirement benefitptans and the target allocation by ;,1sset ~hiss are as 
follows: 

Percentage of Plan Assets at 
Deccmber3L 

Alternative investments 

Total 

92 

Oto5% 

100% 

Pcrccntag(l_ of Plan Assets. lit 
Dccembct 3 l. 

0% 

100% 
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The fair value of the Company's other post-retirement benefit plans' assets at December 31, 2017 by asset class are as 
follows: · 

Total other post-retirement assets $ 20,420 $ - $. - $ 27,330 $ 

(a) Assets that are measured at fair value using the NA V per share practical expedient have not been classified in the 
fair value hierarchy. 

The fair value of the Company's other post-retirement benefit plans' assets at December 31, 4016 by asset class are as follows: . . . . . . . . . . . . . . . . . . . . · . . · · · 

Level 1 Level 2 . Level 3 Total 

Mutual funds 13,464 13,464 

Fhc.ed inc_ome: 

Vaft,atio,i Tec/miq11es Used to Determi11e Fair Value 

• Common Stoqks - Investments in common stocks are valu_ed using un11djusted quoted prices obtained from active 
markets. 

• Retw:n Seeking Assets -Jnves_tmerits in return seeking as~ets consists of the following: 

o Global equities, which consist of common and preferred shares of stock, traded on U.S. or foreign• 
exchanges that are valued using unadjusted quoted prices obtained from active markets, or com.mingled 
fund vehicles, consisting of such securities valued using NA V, which are not classified within the fair 
value hierarchy. 

o Real estate secul'ities, which consist of securities, traded on U.S. or foreign exchanges tlmt are valued 
using unadjusted quoted prices obtained from a<;tive markets, or for real ~tate commingle fund ve_hicles 
that are not publicly quoted, the fund administrators value the funds i1sing the NAV per fund share, 
derived from the quoted prices in active markets of the underlying securities and are not classified within 
the fair value hierarchy. · 
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o Hedge/ diversifying stl'ategies, which consist of a multi-manager fund vehicle having underlying 
exposures that collectively seek to provide low correlation ofretum to equity and fixed income markets~ 
theteby offering diversification. As a multi-manager fund investment, NA V is del'ived from underlying 
manager NA Vs, which are derived from the quoted p1ices in active markets of the underlying securities 
and are not classified within tbe fair value hierarchy. 

o Credit, which consist of certain oppo1tunlstic, return-oriented credits which primarily include below 
investment grade bonds (i.e. high yield bonds), bank loans, and securitized debt. Credits a1·e valued using 
the NA V per fund share, derived from either quoted prices in active markets ofthe Qnderlying securities, 
or less active markets, or qu<>tes of similar assets, and are not classifie4 within the fair value hierarchy. 

• LiabilityHedging As,sets - Investments in liability hedging assets consist of funds investing in high-quality fixed 
income (i.e'. U.S. Treasury securities and government bcmds), and for funds for which market quotations are 
readily available, are valued at the last reported closing price on the primary market 01· exchai1ge on which they 
are traded. Ftmds for which market quotations are not ·readily available, are valued using the NA V per fund share, 
derived from the quoted prices in active markets of the underlying securities a:nd ai'e not classified within the fair 
value hierarchy. 

• Cash and Cash Equivalents - Investments in cash and cash equivalents are comprised of both uniilvested cash and 
money market funds, Tfle uninvest(:d cash is v~lued _based_ on its can-ying v_alue, !lnd the money nmket fi.md~ are 
valued utilizing the net asset value per unit based on the fair value of the underlying assets as determined by the 
fund's investment managers. · 

• Mutual Fzmds - Investments in mutual funds which consist of either equicy or fixed income investments are 
valued using the net asset value per unit as obtained from quoted market prices from active markets. 

• Jnternatipnal £q11ities - Investments in international equities are valued using unadjusted quoted prices 9Qt1;tined 
from active markets. 

• Fixed Income - Investments in fixed income that' comprise U$. Treasury and govenun~mt agency bonds, and 
corporatt: and foreign bonds are valued uti~izing pricing models that incorporate available trade, b!d, and other 
matket it\fo1mation to value the fixed income securities. 

• Alternative Investments - Investments in alternative investments are comprised of either real estate funds, real 
.estate investment trusts, or commodity funds, and are valued using unadjusted quoted prices obtained from active 
markets. 

Funding require1nents for qualified ~efined btinefit pension plans are determined by gqvernment regulations and not by 
accounting pronouncements. In accordance with funding rules and the Company's funding policy, during 20 I 8 om: 
pension contribution is expected to be $12,484. 

Tl1e Company has a 40 l(k) savings plan, which is a defined contribution plan and covers substantially all employees. The 
Company makes matching contdbtttions that are based on a percentage of an employee's contribution, subject to specific 
limitations, as well as, non-discretionary conti'ibutions based on eligible hourly wages for certain union employees, 
discretionary year-end contributio_ns b.ased on an employee's eligible compensation, and emplqyer ptpfit sharing 
contributio11s. Participants 1nay diversify their Company matching account balances into other investments offered under 
the 401(k) savings plan. The Company's contributions, which are recorded as compensation expense, were $5,374, 
$4,988, and $5,001, for the years ended December 31, 2017, 2016, and 2015, respectively. 

Note 16 - Water mtd Wastewater Rates 

On June 7, 2012, Aqua Pennsylvania reached a settlement agreement in its rate filing with the Pennsylvania Public Utility 
Commission, which in additioh to a water rate increase, provided for a reduction in cu1Tent income tax expense as a result 
of the recognition of qualifying income tax benefits upon Aqua Pennsylvania changing its tax accounting method to 
permit the expensing of qualifying utility asset improvement costs that historically have been capitalized and depreciated 
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(In thousands of dollars, except per share amounts) 

for book and tax purposes; In December 2012, Aqua Pennsylvania implemented this change wl)ich provides for the flow
th1'ough of income tax benefits that resulted in a substantial 1'eduction in income tax expense and gl'eater net income and 
cash flow. This change allowed Aqua Pennsylvania to suspend its water Distribution System Improvement Charges in 
2013 and lengthen the amount of time until the next Aqua Pennsylvania rate case. Beginning on October 1, 2017, Aqua 
Pennsylvania initiated a water infrastructure reha~ilitation surcharge for the capital invested since the last rate pr<:,ceeding 
and expects to file a base rate case in 2018. 

The Company's operating subsidiaries were allowed rate increases totaling $7,558 in 2017, $3,434 in 2016, and $3,347 in 
2015, represented by five, six, and four rnte decisions, respectively. Revenues froin these increases realized in the year of 
grant were approximately$6,343, $1,788, and $2,887 in 2017, 2016, ancl 2015, respectively. 

Six states in which the Company operates permit water utilities, and in five states wastewater utilitles,to add a surcharge 
to their water or wastewater bills to offset the .additional depreciation and capital costs related to infrastructure system 
replacement and rehabilitation projects completed and placed into ·service betwee11 base rnte tilings. Currently, 
Pennsylvania, Illinois, Ohio, Indiana, New Jers~y, and Noiih Carolina allow for the use of this surcharge. The surcharge 
for infrastructure system replac:ei.nents and rehabilitations is typically adjusted period~cally based on additional qualified 
capital expenditures completed or anticipated ip. a future period, is capped as a percentage of base rates, generally at 5% to 
12.75%, and is reset to ·zero when new base rates that reflect tfle costs of those additi9ns become effective or wh!'n a 
utility's earnings exceed a regulatory bencluhark. The surcharge for infrastructurl?· system replacements and 
rehabilitations ptovided revenqes in 2017, 2016, and 2015 of $10,255, $7,379, and $3,261, respectively. 

Note 17 -Segme,it l1ifor111(lt/011 

The Company has ten operating segments and one reportable segment. The Regulated segment, the Company's singie 
reportable segment, is comprised of eight operating segments. representing our water and wastewater regulated utility 
companie.s which are orga1iized by the states where we provide water arid wastewater services. These operating segments 
are aggregatedinto one reportable segment since each of these operating segments has the following similarities: 
econQm.io chamcteristics, nature Q(services, prod~1ctipn proce~SC$, ct1~tomers, water distribution or wa$tewater cQllec~on 
metho.ds, and the. natur~ of the re~ulatory .environment. · .. · - - · · 

Two operating segments al'eihchtded within the Othei· category below. These segments are not quantitatively significant 
. and are comprised of Aqua Infrastructure and Aqua Resources. In addition to these segtrtents, Other is comprised ofother 
business activities notincluded in the repo1iable segment, including corporate costs that have not been allocated to the 
Regulated segment ~d iilterseg!}lent eliminations. Corporate costs include general and administrative expenses, and 
interest expense. ' 
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The following table presents information about the Companf s reportable segment: 

2017 2016 

Othernnd Other·and 

2015 

Qt!terand 

: .Amortization · · 3 364 83 ·3447 · 
' ' . 

ij,1.rt111,1:,'r.t~•llil·, 1l@:Jli!- ,i,1.-1'),H · tVll JliJil' 

Total assets S 645 780 72093 5 717 873 
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Aqua America, Inc. and Sub~idiaries 

(In thousands of dollars, except per share amounts) 

-

Fir.it 
Qunrter 

S_ecqnd 
Quarter 

Third 
Quarter 

Fourth 
Qimrtcr Year 

Ii ,,,1, 111,r: 'I w 1,ill-! I} lf;jj(/J:1,1 1, •(I);. 'JI;/ °'' •;11'· 11)1}:1 \, ·!t~i al[', ,,, l;/Wl,,)'l,! 

Net income 

2016 
-

<:J,1 ,. in,1·,11•'1~ 1,1,t-i ,,, i~1J,i(.r1w,1 ~ ·,n,q•:1·N1 (, 1r,r1i i1~1 \~ ~-1,. ~,,.1,1 . " 1:~J•) .;,r;,, 

Net income SI 737 59626 73 170 49649 234 182 

Dividend declnred per common share 0.178 0.178 0.1913 0.1913 0.7386 

. low. 2~.35 . :30.31 . .29,S3; . 28.03: : 28.03 

High and low prices of the Company's common stock are as l'eported on the New Yol'k Stock Exchange. 

Item 9. Changes in and Disagreements with Accountants oil Accounting and Financial Disclosure 

None. 
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(a) Evaiuation of Disclosure Controls and Procedures- Oul' management, with the participation of our Chief Executive 
Officer and Chief Financial Officer, evaluated the effectiveness ofour disclosme controls and procedutes as of the end of 
the period covered by this Annual Repo1t. Based on that evaluation, the Chief Executive Officer and Chief Financial 
Officer concluded that our disclosure controls and pr6cedures as of the end of the pe·riod covered by this Annual Report 
are effective to provide l'e~sonable assurance that the informatipn required to be disclosed by us in reports filed under the 
Se;icurities Exchange Act of 1934 is. (i) recorded, processed, summarized and repo1ted within the time periods specified in 
the $EC's rules and.forms and (ii) acc.umulated and communicated to oul' management, inch1ding the Chief Executive 
Officer and Chief Financial Officer; as app1;opriate to allow timely decisions regarding disclosure. A controls system 
cannot pl'ovide absolute assurance, J1owever, that the objectives of the controls system are met, and no evaluation of 
controls can provide absolute assurance that rill control isst1es and instances offhmd, if any1 within a company have been 
detected. 

(b) Management's Report on Internal Control Over Financial Reporting 
Our management is respoi1slble for establishing and maintaining adequate internal control over financial reporting, as 
suchtet'm is defined in.Rule 13a-IS(t) under the Securities Exchange Act of 1934. The Company's internal control over 
financial repo1ting is a process designed to provide reasonable assurance regarding the reliability of 0tir financial 
reporting and the preparation of financial statements fol' external purposes in accordance with accounting principles 
generally ~ccepted in the United ~tates of Amer(ca, The Company's internal control over financial repo1~ing includes_ 
those policies and procedures that (1) pertain to the maintenance ofrecords that, in reasonable detail, acc:urately and fairly 
reflect the transactions and dispositions of the assets of the Company; (2) provide reasonable assurance that trnnsactions 
are recorded as necessary lo permit preparation of financial statements in accordance with generally accepted accounting 
pl'lnciples, Md that receipts and expenditures of the Company are being made only in accordance with authorizations of 
manag~ment and director$ of the Company; and (3) provide reasonable assurance regarding prevention or timely detection 
of unauthoriz~d acquisition, use, or disposition of the Companyt s assets that could have a material effect on the financial 
statements. 

Because of its inherent limitations, internal contrnl over financial repotting may not prevent or detect misstatements. 
Also, projections of any evahiatiori of effectiveness to future periods are subject to the risk that ·controls may become 
inadequate because ofcl)anges in-conditions; or that the degree ,of compliance with the policies or pi;ocedures nia.y: 
deteriorate, 

111 assessing the effectiveness of intenrnl contl'Ol over financial 1·eporting1 management used the criteria set forth by the 
Committee of Sponsoring Organizations of the Treadway Commission ("COSO") in Internal Contiol-lnlegi·ated 
Framework (2013). As a result of management's assessment and based on the criteria in the framework, management has 
concluded that, as of December 31, 2017, the Company's internal control Qver financial repo1ting was effective. 

( c) Attestation Report of the Registered Public Accounting Firm - The effectiveness of our internal control over financial 
repo1ting as of December 31; 2017 has been audited by Pl'icewatei'houseCoopers LLP5 an independent registered public 
accounting firm, as stated in their report which is included herein. 

(d) Changes in Internal Control Over Financial Rep01ting-No change i11 our i_ntemal contl'Ol over financial repol'ting 
occurred dul'ing o_w· last fiscal qua1ter that has materially affected, or is reasonably likely to materially affect, oµr internal 
control over financial reporting. 

Item 9B. 

None. 

Other Jnfonnalion 
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The information appearing in the sections captioned lnfoi1nation Regarding No111inees and Directors, Co,porate 
Governance -Code of Ethics, - Board and Board Committees, and Section J 6(a) 13eneflcial Ownership Reporting 
Compliance of the definitive Proxy Statement relating to our 2018, annu_al meeting of shareholders, to be filed within 120 
days after the end of the fiscal year covered by this Annual Report .on Form 10-K (the '1Form 10-K), is incorporated by 
reference herein. 

We niake available free of charge within the Corpol'ate Governance portion of the investonelations section of our web 
site, at www :aquaatrterica,com, our Corporate Governance Guidelines, the Charters of each Committee of our Board of 
Dil'ectpl's, and our Code ofEthicaj Busine~s Conduct (the "Code of Ethics"). Amendments to the Code of Ethics, and any 
grant of a wai.ver from a provisl<;>n of the Code req1,1iring d:isclosure under applicab_le mies of the SEC, will be disclosed on 
our web site. The refer~nce to Q1.1r web site ls intended to be ~n inactive textual reference only, and the contents of such 
web site are not incorporated by reference herein and should not be considered part of this or any other rep01t that we file 
with 01· furnish to the SEC. 

; 
;· 
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The following table and the notes thereto set forth infol'mation with respect to our executive officers, including their 
names, ages, positionll with Aqua Americ;tt and business experience dµring-the last five years: 

Name 
Christopher H. Franklin 

David P. Smeltzer 

Richards. Fox 

Christophe1· P. Luning 

William C. Ross 

Robert A. Rubin 

Daniel J. Schuller 

Age Position with Aqua America (1) 
52 Chairman (January 2018 to present); President and Chief Executive Officer (July 

2015 to present); Executive Vice President and President and Chief Operating 
Officer, Regulated Operations (January 2012 to July 2015); Regional President
Midwest and Sm.1thern Operations and Senior Vice President, Corpoi'ate and 
Public Affairs (January 2010 to Janua1y 2012); Regional President, Aqua 
America-Southern Operations and Senior Vice Presidcmt, Public Affairs and 
Customer Operations (February2007 to January 2010); Vice President, Public 
Affairs and Customer Operations (May 2005 to Februa1y 2007); Vice President, 
Corporate and Public Affafrs (February 1997 to May 2005); Manager Corporate 
and Public Affairs (December 1992 to.February 1997) 

59 Executive Vice President and Chief Financial Officer (January 2012 to present); 
Chief Financial Officer (Febrnary 2007 to January 2012); Senior Vice President 
- Finance and Chief Financial Officer (December 1999 to February 2007); Vice 
President -Finance and Chief Financial Officer (May 1999 to December 1999); 
Vice President - Rates and Regulatory Relations, Philadelphja Suburban Water 
Company (March 1991 to May 1999); Vice_ President- Controller of 
Philadelphia Suburban Water Company (March 1986 to March 1991) 

56 Chief Operating Officer (July 2015-to present); Regional President, Regulated 
Utilities (January 2012 to July 2015); President Aqua Utilities, Florida, Inc. 
(August 2011 to January 2012); Vice President, Customer Service (June 2002 t9 
Augusf'.2011) 

50 Senior Vice President, General Counsel, andSeci•etary(April 2012 to_present); 
Vite President Corporate Development and Cotporate Counsel (June 2008 to 
April 2012); Vice President and Deputy General Courisel (May 2005 to June 
2008); Assistant General Counsel (March 2003 to May 2005) 

72 Senior Vice President, Engineering and E11vironmental Affairs (January 2012 to 
present); Vice President, Engineei'ing and Envii'onmental Affairs (February 2001 
to January 2012); Senior Manager Planning and Engineering Philadelphia 
S~tbttrban Water Company (Februa1-y 1998 to February 2001) 

55 Senior Vice President, Controller and .Chief Accounting Officer (January 2012 to 
present); Vice President, Controller and Chief Accounting Officer (May 2005 to 
January 2012); Controller and Chief Ac·counting Officer (Ma1·ch 2004 to May 
2005); Controller (March 1999 to March 2004 ); Assistant Controller (J uile 1994 
to March 1999); Accounting Manager (June 1989 to June 1994) 

48 Executive Vice President, Strategy and Corporate Development (July 2015 to 
present); Investment Principal -J.P. Morgan Asset Management- Infrastructure 
Investments Group (2007 to 2015) 

Prior to)anuary 16, 2004, Aqua Pennsylvania was known as Philadelphia Suburban Water CQmpany. 

(I) In addition to the caJ:>acities indicated, the individuals nanied in the above table hold either offices 01· directorships 
with subsidiaries of the Company. Officers serve at the discretion of the Board of Directors. 
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Item 11. Executive Compensation 

The information appearing in the sections captioned Executive Compensation and. Director Compensation of the definitive 
PrQxy Statement relating to our 2018 annual meeting of shareholders, to be filed within 120 days after the end of the fiscal 
year covered by this Form 10-K, is incorporated by reference herein. 

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder 
Matters 

Owne1-ship of Common Stock- The infol'mation appearing in the section captioned Ownership of Common Stock of the 
Pl'oxy' Statement i·elating to 01.1r 2018 annual meeting of shareholders, to be filed within 120 days after the end of the fiscal 
year covered by this Form 10-K, is incorporated by reference herein. 

Securities Authorized for Issuance under Equity Compensation Plans - The t'oitowing table provides information for our 
equity coinp_ensation plans as of December 31, 2017: 

. 

Equity Compensation Plan Information 

Number ofsecul'ities to be 
issued upon e~ercjse of 

outstanding options, warr;:tnts -
and rights 

Weighted-average exerQise 
price <>f outs_tandin.g ·options, 

warrants and rights 

Numbe1· of securities remaining 
available for future is~uance 
under equity compensatio,i 

. : plans ( excluding seci.il'ities: 
reflected in column (a)) 

liw1l~•1 t{oJ111iI•J11'f:hl•lfl;f1~li\.', - -- - - - -- -- - - - - - - --- - -

,1iHJ1(•VHt_:il:w ,-i.r,t,1i1k1 · 
ho1tit.J¥j __ -~ _ ~~-- _ _ !.!J~IJJ!~W ((IL) _ _ _ __J_:,_i_Jc~l/:JD _1(])L_ _ _ _ 3Jl~o1ri,74 
Equity compensation plans 

. not appl'oved by security 
holders 

(1) Cons.ists of364,932 sharei; issuable upon exercise of outstanding options, 4(>1,733 shares issuable upon conversion of 
outstanding pe1formance share units, and 116,787 shares isst1able upon conversion of outstanding restricted :,;hare 
miits. 

(2) Calculated based upon outstanding options of364;932 shares of our common stock. 

Item 13. Certain Relationships and Related Transactions, and Director Independence 

The infoimation appearing in the sections captioned C01porate Governance - Director Independence .and - Policies and 
Procedures For Approval of Related Person Transactions of the definitive Proxy Statement relating to our 2018 annual 
meeting of shareholders, to be filed within 120 clays a~er the end of the fiscal year covered by this Fotm I 0-K, is 
incorpol'ated by reference herein. 

Item 14. Principal Accountant Fees and. Services 

The information appearing in the section captioned Proposal No. 2 - Services and Fees of the definitive Proxy Statement 
relating to our 2018 annual meeting of shareholders,to be filed within 120 days after the end of the fiscal year covered by 
this Form 10-K, is incorporated by refe1·ence herein. 
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Item 15. 

PART IV 

Exhibits and Financial Statement Schedules 

Joint Applicants Exhibit DJS-1 
Page 157 of190 

Financial Statements. The consolidated financial statements and supplementary data included in Patt II, Item 8 are hereby 
incorporated by reference hetein. 

Financial Statement Schedules. 

Schedule 1. - Condensed Parent Co:mpany Financial Statements. All other schedules are omitted because they are not 
appli~able or not requil'ed, or because the required information is included in t,he consolidated financial statements or 
notes thereto. 

Exhibits. Including Those Incorporated by Reference, A list of exhibits tiled as pai1 of this Form 10-K is set forth in the 
Exhibit Index hereto which is incorpol'ated by 1•eference herein. Where so indicated, exhibits which were previously filed 
are incorporated by reference. For exhibits incorporated by reference, the location of the exhibit in the previous filing is 
indicated in the exhibit index. 

ltet'n 16. Form 10-K Summary 

Registrants may voluntarily include a summary of information required by Form 10-K under this Item 16. The Company 
has .elected notto include such ~ummary in.formation iri this. Annual Report. __ 
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EXHIBIT INDEX 

Exhibit Number Exhibit Description Form 
3.1 Amended and Rest!!ted Articles oflncorgoration 

8-l< of AauaAmerica .Jnc. dated as ofMav 10. 2012 
3.2 Amended ari!;! Restated Bylaws of AgY!! Americ!b 8-K Inc. (as amended effective as of Mav 10 2012) 
4.1.1 Indenture of Mortgage dated as of Januarx 1. 194 t 

between Agua Pennsylvania,- I11c. (fllc/a 
Philadelghia Suburbai1 Water Comnani} 11nd The 
BankofNe~ YorkMellon Trust Comgany~ as 10-K 
succes~or trustee to First Pennsylvania Bank, N.A. 
(f/k/a The Penns)'.lvania Comgany for Insurance 
on Lives and Grantinl! Annuities) 

4.1.2 Twenty-fourth Sungleinental Indenture dated as of 
10-K )uite 1,J988 · 

4.L3 Twenty-sixth Sugplemental Indenture dated as of 10-K November I 1991 
4.l.4 T~enty-ninth Su1mleinental Indenture dated as of· 10-Q 

March 3Q, 1925 
4.1.5 ·Thi[!Y-thlrd Sugglemental Indenture, dated rui of · 10-K 

November 15. 1999 
4.1.6 Thirty-fifth Sum:1lemental Indenture, dated as of 10-K Januarv 1. 2002 
4 . .1.7 Forty-second Su1:1glemental Indenture, dated as of 

10-K December l, 20QZ . . 
4.1.8 Fo[ty'-third Sug1:1lemental Indenture, dated as of 10-K December I. 2008 
4.1.9 Forti-fourth Sum:1lemental lndenh1re, dated as of 

10-Q Julv L 2009 
4.1;10 F.orty-fifth Sugnlemental Indenture, dated as of . lO~K ' . 

. October 15, 2009 
4.1.11 Forty-sixth Su]:!gle111etital Indenture, dated as of t:0-k October 15, 20 IO · 
4.1.12 · Forty-seventh Sunglemental Indenture, dated as of 104( 

October 15 2012 
4.1.13 Forty-eighth Sugnleme·ntal Indenture, dated as of 

10-K October I. 2013 
4.1.14 Fonn of Sunglemental Indenture during and after 10-K. 2014, 
4.1.14.1 Schedule of Outstanding· Sugnlemental Indentures I\ 

durlnP- Md after 20 I 4 
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Incorporated by. Reference to 
File No. Exhibit{s) Filin2J)ate 

001-
3.1 

May 11, 
06659 .2012 
001- 3:2 May 11, 
06659 2012 

Q0l- February 26, 4.1.1 
0.6659 2016 

001- 4.l.2 February 26, 
06659 2016 
001-

4.1.3. 
Febrtiary 26, 

0(5659 2016 
001- 4.17 ¥ay 10, 
06659 1995 
001- 4.27 · Mal'ch29, 
06659 2000 . 
001- 4.22 March:20, 
06659 2002 
Q0l~ 

4.36 Febrt1ary27, 
06659 2008 
001- 4.37 

February 27, 
06659 2009 
001-

4.38 
August 6, 

06659 2009 
001- 4;39 Feb1:uacy ~6, 
06659 2010 
001-

4.35 
Februar,y 25, 

06659 2011 
001- 4.24 February 28, 
06659 2013 
001-

4.l.17 
MarchJ, 

06659 2014 
()01- 4.1.15 Febrnary 26, 
06659 2016 

A I\ " 
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4.2 Note Purchase Agreement, dated July 31, 2003, 
by and among the Agua America, Inc. and the 
note nurohasers thereto 

4.3 Bond Purchase Agreement, dated December I 21 

2007, by and.among the Montgomery Cotm!Y 
Iadustrial Development AuthorlU::. Agua 
Peimsylvartia, Inc. and Sovereign Securities 
Cornoration LLC 

4.4 Bond Purchase Agreement, dated December 4, 
20°08, by and among the Pennsylvania Economic 
Develonment'Financing Authori~. Agua 
Pennsylvania, lnc. and Sovereign Securities 
Corooration LLC 

4.5 Bond Purchase Agreement, dated June 30, 2009, 
by and among tbe Pennsylyanla Economic 
Devel2pment Financing Authoriti, Agua 
Pelinsylvania, lrtc., Jeffries' and Company, Inc., 
ilild Jannev Montiwmerv Scott LLC 

4.6 Bond Purchase Awement , dated Qctober 20, 
2009, by and among the Pennsylva11ia Economic 
Development Financing Authori!Y, Agua 
Pennsylvania, Inc., Jeffries and Company;· Inc., · 
Janney Montgomery Scott LLC, and PNC Capital 
Markets LLC 

4.7 Bond Purchase Agreement, dated October 27, 
2010, by and among the Pennsylvania Economic 
Develo11ment Financing Authority, A~ua 
Pennsylvania. Irie., Jeffries and Coingany, Inc., 
PNC Capital Markets LLC, and TD Securities· 
(USA)LLC. 

4.8 l:}o!')d Purchase Agreement, dated November 8, 
2012, byai'id among Agua Pennsylvanl!!, Inc., 
Teachers Irisuralice and Annuli)'. Association, 
John Hancock Life Insurance Coin11any. John 
Hancock Life Insurance Com11any of ~ew York, 
JQhn Hancock Life & Health Insurance Company, 
The Lincoln National Life Insurance Company, 
Lhicoln Life & Antii.Jlti Company of New York, 
New York Life Insurance Company, New York 
Life Insurance and Annuity Cor11oration, 
Minnesota Life Insurance Company, United 
Health Care Insurance Company, American 
Re11ubllc Insurance Company, Western Fraternal 
Life Association 
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10-K 
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10-K 

10-K 
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001- November 13, 4.27 
06659 2003 

001- February 27, 
10.34 06659 2008 

001- Februal'y 27, 
10.35 06659 2009 

001- August.6, 10.52 06659 2009 

001- 1059 FebruaLy 26, 
06659 2010. 

001- IO.SI February 25, 
06659 20.11 

001- 10.54 
Februmy 281 

06659 2013 
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4.9 Bond Purchas~ Agreement, dated October 24, 
2Q 13, b;t and among Agua Pennsxlvani!!:. Inc .• 
John Hancock Life Insurance Comnan)'. ru.S.A}, 
John Hancock Life lnsurj!nce C2mnan)'. of New 
York, John Hancock tife & Health Insyr{!nce 
ComJ!any, The Lii1coln National Life Insurance 
Comnany. Thrivent Financial for Lutherans, 
United Insurance Comnanx of America, Eguitable 
Life & Casual~ Insurance C<>mnan;t, Catholic 
United Financial, and Great Western Insurance 
Comoanv 

4.10 Bond Purchase Agreement, dated December 29, 
2014. b;t and among Agua Penns;tlyania, Inc., 
Thrivent Financial for Lutherans, State Farm Life 
Insurance Comi:rnnx, John Hancock Life 
Insurance Comnany: (U.S.A}, Phoenix Life 
Insurance ComQany, PHL Variable Jn~urance 
Com12an;t,United of Omaha Life Insurance 
Com12any, Mutual of Omaha Jnsurailce Comnan~ 
and Comoanion Life Iilsurance Corritiimv 

4.11 Bond Purchase Agreement, dated December 3, 
2015 bx and among Agua Pennsxlvania, Inc., 
Thrivent Financi!!l for Lutherans, State Fann Life 
Insurance Comrrnnx, JQh!] Hancock Life 
InsUr!!nce Comnani (U.S.A}, The Lincoln 
National Life Insurance Comuany:, Teachers 
Insurance And Annuity: Association Of America, 
CMFG Life Insurance Comnany:, Genworth Life 
Insurance ComQany:. Phoenix Life Insurance 
Coninany:. PHLVariable Insurance Com(!any, 
United OfOinaha Life Insurance Comnany:, The 
State Life Insurance Com12any:, Pioneer Mutual 
Life Insurance Comnany:, MONY Life ln~urance 
Comoanv 

4.12 Note Purchase Agreement, dated November 30 

2016, b)'. and among Agua America Inc. and the 
note ourchasers thereto 

4.i3 Bond Purchase Agreement, dated December 15, 
2016 by: @11d among Agua Penns)!lvania, foe., 
Teachers Insurance and Annultt Association .of 
America, Ne,v York Life Insurance Comuanx, 
New York Life Insurance and Annuity: 
Corporation, John Hancock Life Insurance 
Com12any:, Americ!!n Eguit}'. lnvestmenf Life 
Insurance Comnani. Genworth Life and Annuit}'. 
Insurance Comnany:, Phoenix Life Iasurance 
Com12any:, PHL Variable Insurance Comnanx, 
American United Life Insurance Comnany:. The 
State Life Insurance Com(!anx, and Pioneer 
Mutual Life Insurance Comoanv 

4.14 Bond Purchase Agreement, dated July: I 0, 2017 
by and among Agua Illinois, Inc., Teachers 
Insurance and Annuitv Association of America 
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10-K 

10-K 

10-Q 
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001- March 3, 
06659 10.45 2014 

ooi- Febmary 27, 
10.58 

06659 2015 

001- 4.12 
February 26, 

06659 2016 

001- Febrµary 14, 
06659 

4.13 2017 

001- February 24, 4.14 06659 2017 

001- November 2, 
06659 

4.1 2017 
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4.15 Bond Purchase Agreement, dated Jul)'. 20, 2017 
by and among Agua Pennsylvania, Inc., New 
YorkLife Insurance Com11any, New York Life 
Insurance and Annuity Co1:µQr!!tion, New York 
· Life Insurance arid Annuity Comoration 
Jnstltutionalli O~ned Life Insurance Senarate 
Account (BOLi 3}, New York Lifdnsurance and 
Annuity Cornoration Institutionally O~ned Life 
Insurance Seoarate Account ffiOLI 3-2) 

10J Revolving Credit Agreement, dated as of 
March 23, 2012, between Agua America, Inc. and 
PNC Bank, National Association, CoBank, ACB, 
and Huntimrton N~tional Bank 

10.1.1 First Amendment to Revolving Credit Agreement 
, dated as of Jan~a!.)'. 31, 2013, between Agua 
America. Inc. and PNC·Bank, National 
Association; CoBank. ACB, and Huntington 
National Bank 

10.1.2 Second A1nendment to Revolving Credit 
Agreement, dated as of August 20. 2014, between 
Agua Americ!!. Inc. and PNC Bank;·Naiional 
Association~ CoBank, ACB, and Huntington 
National Bank . . 

10.1.3 Third Amendment to Revolving Credit 
Agreement, dated as ofFebrua!.)'. 24, 2016, 
between Agua America, Inc. and PNC Bank, 
National Association, CoBarik, ACB, Huntingdon 
National Bank, and Bank of Amerio!!, N.A. 

10.1.4 Amended and Restated R!;lyolving Credit 
Agreement, dated as of November 11, 2016 
bet\veen Agua Pennsylvania and PNC Bank, 
National Association, TD Barik, N.A., Citizens: 
Bank of Pennsylvania, and Huntington National 
Bank 

-10.1.5 First Amendntent to Revolving Credit Agreement, 
dated as of November Hi; 2017between Agua 
Pennsylvania andPNC Bank, National 
Associatio·n, Citizens Bank of Penn§~lvanla, TD 
Bank N.A .. and Huntimrton National Bank .. 

10.2 Agua America, Inc. Deferred Comllensatlon Plan 
Master Tnist Agreement with PNC Bank, 
National Association, dated §S of December 31, 
1996* 

10.2.1 Amendment 2008-1 to the Agua America, Inc. 
D~ferred Com11ensation Plan Master Trust 
Al!reement. dated as of December IS. 2008* 

10.3 Agua America, Inc. 2009 Executive Deferral Plan 
(as amended and restated effective January 1, 
2009)* 

10.4 Aqua America, Inc; Sui:mlemental Pension 
Benefit Plan.for Salaried Emnloyees (as amended 
and restated effective Jamiarv 1. 2011)*_ 

10.5 Asua America. Inc. Dividend Reinvestment and 
Direct Stock Purchase Plan* 
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001- November 2, 4.2 
06659 2017 

001- 10.60 May 7, 2012 
06659 

001- November 6, 
10.53 

06659 2014 

001- November 6, 
06659 

10.54 
2014 

001-
06659 

10.2.3 May 6, 2016 

001-
10.2.4 February 24, 

06659 - 201-7 

A I\ A 

001- 10.24 March 25, 
06659 1997· 

001- February 27, 10.50 06659 2009 

33)- Decemb1tr 10, 
156047 

4.1 
2008 

001- February 27, 10.58 
06659 2012 

333-
NIA July 28, 2017 

219545 
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10.6 Agua America, Inc. 2004 ~uit}'. Com12ensation 
Pl!!n (as amended and restated as of JanuaQ'. I, l0-K 
2009)* 

10.6.1 Form of Incentive Stock Ontion and Dividend 
Eauivalent Grant Airreement* 10-K 

10.6.2 Form-of Amendment to In~entive Stock O12tion 
and Dividend Eguiyalent Grant Agreements for IO:.K 
e)fectitive officers * 

10.7 Agua America, Inc. 2009 Omnibus Egui~ 
Com12ensation Plan (as amended effective 10-K 
Februarv 22 2017) * 

10.7.1 Form of Performance-Based Share Unit Grant for 10-K Chief Executive Officer* 
10.7.2 ferformance-Based Share Unit Grant Terms arid 10-Q Condltio11s for ChiefExecutlye Officer* 
10.7.3 Fonn of Performance-Based Share Unit Grant for 10-Q all otlfor executive officers* 
10.7.4 Perfo1mance-Based Share Uitit Grant Te11ns and 10-Q Conditions for !!II other executive officers* 
10.7.5 Form of Restricted Stock Unit Grant for Chief 10-K Executive Officer+ 
10;1,6· .. · Restricted:Stock Utiif Grant Telins and 

Conditions for Chief Executive Officer* 10-Q 

10.7.7 Form of Restricted Stock Unit Grant for all other 10-Q executive officers* 
10.7.8 Restricted Stock Unit Grant Terms and lQ~Q 

Conditions for all other executive ·officers* 
10.7.9 Performance-Based Share Unit Grant Terms and 

10-Q Conditio11s* 
10.7J0 Restricted Stock Unit Grant Terms and to~Q Conditions fo1• Chief Executive Officer* 

: 10.7.11 . Restricted Stock Unit Grant Terins and 10-Q Conditions for alt other executive officers If< 

10.7.12 StockO~tion Grant Tetrris and Conditions* J0-Q 

10.8 Agua America, Inc. 2012 Emnlo~ee Stock 10-K Purchase flan* 
10.9 Agua America, Inc. and Subsidiaries Annual Cash 

incentive Comuensation Plan (adoJ!ted 10-K 
Februarv 26 2013)* 

10.10 Form of Change in Control Agreement between 10-Q the Comnanv arid executive officers* 
10. 10.1 ' Schedule of Change in Control Agreement 10-K . between the. Comoanv and executive officers* 
10.11 Change>in Control Agreement, dated 

December 31, 2008, between Agua America, Inc. 10-K 
and Christooher H. Franklin* 

10.12 Non-Em12!oyee Directors' Comnensation for IO~K 
2016* 

10.13 Emuloyment Agreement, dated June 2, 2015, 
between Agua Amei"ica, Inc. and Christouher 8-K 
Franklin* 

10.14 Non-Emgloyee Directors' Com12ensation 8-.K effective Januarr I, 2018* 
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001- February 27, 
10.36 06659 2009 

001- 10.49 February 27, 
06659 2009 

001- February 26, 
06659 

10.8.2 2016 

001- February 24, 10.8 06659 2017 

001- 10.9.1 Febrnaty 26, 
06659 2016 
001- }0.51(8) May 8, 2014 0,6659 
001- 10.36 May 6, 2015 06659 
001-

1.0.37 May6,2015 0<>659 
001.- 10.9.5 February 26, 
06659 2016 

·001~-. .. .. 

06659 10.52(8) May 8, 2014 

001- 10.40 May6,2015 06659 
001-

10.41 May6,201~ 06659 
_001- 10.l May4,2017 06659 
001- 10.2 May4,2017 06659 
001~ 

10.3 May4,2017 06659 
001- 10.4 May 4, 2017 .06659 
001- .10.10 Februal'y 26, 
06659 2016 

OQl- Februruy 28, 
06659 10.56 2013 

001- 10.1 November 6, 
06659 2015 
001- 10.12.1 February 26, 
06659 2016 

001- Februaiy 27, IQ.46 06659 2009 

001- 10.16 February 26, 
06659 2016 

001-
06659 10.l June 3, 2015 

001-
10.1 

December 15, 
06659 2017 
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21.1 Subsidiaries of Agua America, Inc. I\ 

23.1 Consent of Indel'!endent Registered Ptihlic " Accountine: Firm - PricewaterhouseCoooers LLP 
31.1 Certification of Chief Executive "Officer, I!Ursuant 

to Rule J 3a-l 4(a) under the Securities and A 

Excl1an2e Act of 1934 
31.2 Certification of Chief Financial Officer. ~i.irsuant 

to Rule t~a-14(a) ynder the Securities ang I\ 

ExchanPe Act of 1934 
32.1 Certifi!;;ation of Chief Executive Officer, l'!Utsuant 1\/\ 

to· 18 U.S.C. Section 1350 
32.2 Certification of Chief Financial Officer, pursuant M 

to 18 lJ.S.C. Section 1350 
101.lNS XBRL Instance Document A 

101.SCH XBRL Taxonomy Extension Schema Document "' 
tot.CAL XBRL Tax.on<;>my Extension Calculation A 

Linkbase Document 
IOI.DEF XBRL Taxonomy Extension Defmition Lirikbase I\ 

Document 
101.LAB XBRL Taxonomy Extension Label Linkbase I\ 

Document 
101.PRES XBRL Taxonomy Extension Presentation . A 

Linkbase Dcicument 

Joint Applicants Exhibit DJS-1 

Page 163 of 190 

A A I\ 

I\ (\ I\ 

A I\ I\ 

A A A 

1\/\ 1\/\ IV\ 

1\/\ M IV\ 

A I\ A 

/\ I\ I\ 

I\ A I\ 

A A I\ 

A ·I\ I\ 

--• .. 
A ·" I\ 

C 

In ac9~rdance with Item601(b)(4)(iii)~A) of~e_guJ~tion S-K, copies of specific instrimtent~ defiriirig_the ri~ts bf holders 
of lon~-term debt e>fthe Company or 1ts subs1diar1es are not-filed l1erew1th, Pursuant.to tlus regulation, we hereby agi·ee 
to furmsh a copy of any such mstrument to the SEC upon request. 

*Indicates management contract or compensatory plan or arrangement 

"Filed here.with 

Mfurnished herewith 
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SIGNATURES 

Joint Applicants Exhibit DJS- I 
Page 164 of 190 

Pursuant to the requirements of Section 13 or IS(d) of the Securities Exchange Act of 1934, the Registrant has duly 
caused this report to be signed on its behalf by the undersigned, thereunto duly authotized. 

AQUA AMERICA, INC. 

Isl Christopher H. Franklin 
Christopher H. Franklin 
Chairman, President and Chief Executive Officer 

. Date: Febmary 28, 20 l 8 
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Joint Applicants Exhibit DJS-1 
Page 165 of 190 

Pursuant to the requirements of the Secul'ities and Exchange Act of 1934, this report on Form 10-K has been signed below 
by the following persons on behalf of the Registrant on February 28, 2018 in the capacities indicated below. 

Signature 

Isl Christopher H. Franklin 
Christophet H. Franklin 

Isl David P. Smeltzer 
David P. Smeltzer 

Isl Robert A. Rubin 
Robert A. Rubin 

Isl Carolyn J. Burke 
Carolyn J. Burke 

Isl Nicholas DeBenedictis 
Nicholas DeBenedictis 

Isl Richard H, Glanton 
Richard H. Glanton 

Isl William P. Hankowsky 
William P. Hankowsky 

Isl Daniel J. Hilferty 
Daniel J. Hilferty 

Isl Wendell F. Holland 
Wendell F. Holland 

ls/Ellen T. Ruff 
Ellen T. Ruff 

Title 

Chail'man, President and Chief Executive Officer, Director 
(Principal Executive Officer) 

Executive Vice President and ChiefFinanciai Office1; (Principal 
Financial Officer) 

Senior Vice President, Controller and Chief Accounting Officer 
(Principal Accounting Officer) 

Director 

Chairman Emeritus and Director 

Director 

Director 

Director: 

Di.rector 

Director 
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Current assets: 

Accounts receivable - affiliates 

Deferred income tax asset 

Total assets_: 

Aqua America, Inc. 

Joint Applicants Exhibit DJS-1 
Page 166 of 190 

Schedule l - Condensed Parent Company Financial Statements 

Condensed Balance Sheets 

(In thousands of dollars) 

December 31, 
2017 2016 

Assets 

55108 60264 

32782 67 508 

.$: 2;663~844 $ 2,528,770 
---=- -..=-=------=---

1 L,1:1,,iiHr-~1 ,.,,c,11 t~ r 11 •~· 

Current liabilities: 

Accrued interest 3,267 3,469 

Other accrued liabilities 9,329 10,707 

'6lHt.J1 [lh\@tlr~ . · - . .,· ·: · 1(:(i)J1~1 JC~1tJ1Jf/ll 

Total liabilities and equity $ 2,663,844 $ 2,528,770 

The accompanying condensed notes at·e an integral part of these cotldensed financial statements. 
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Net income 

Diluted 

· Diluted 

Aqua America; Inc. 

Joint Applicants Exhibit DJS-1 

Page 167 of190 

Schc;dule 1 - Condensed Parent Company Financial Statements 

Condensed Statements of Income and Comprehensive Income 

(In thousands, except per share amount$) 

Veal's ended December 3 I, 
2017 2016 2015 

$ 239,738 $ 234,182 $ 20),790 
--- -- ---- - -- - - - -

$ 1.35 $ 1.32 $ 1.14 
-- --------=---- --=---=------=-- -------

. 178,175 177,846 . 177,517 

The accompanying condensed notes at·e an integral part of these condensed financial statement~. 

112 



Table of Contents 
Aqua America, Inc. 

Joint Applicants Exhibit DJS-1 
Page 168 of 190 

Schedule 1-Condensed Parent Comp!lny Financial Statements 

Condensed Statements of Cash Flows 

Cash a!1d ca_sh eqµivalt;nts a~ end CJf year 

See Note 1 - Basis of Piesenlalion 

(fn th9usa11ds 9f dollars) 

$. 

Years enqed December 31, 
2017 2016 2015 

-.$ -. :$ 

TJte accompanying ccmdensed notes are an integral part of these condensed financial staiements. 
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Aqua America, Inc. 

Joint Applicants Exhibit DJS-1 
Page 169 of 190 

Notes to Condensed Parent Company Financial Statements 

(fn thousands of dollars) 

Note 1-Basis of Presentatio11 - The accompanying condensed financial statements of Aqua America, Inc. (the "Parent") 
should be read in conjunction with the consolidated financial statements and notes thereto of Aqua America, Inc. and 
subsidiaries (collectively, the "Registrant';) included in Part U, Item 8 of the Form 10-K. The Parent's significant 
accounting policies are consistent with those of the Registrant. 

The Parent borrows from third parties and pl'Ovides funds to its subsidiaries, in support ·or their operations. Amounts 
owed to the Parent for bo1rowings under this facility are reflected as interscompany receivables on the condensed balance 
sheets. The interest rate charged to the subsidiaries is sufficienno cover the Parent's interest costs under its associated 
borrowings. 

As of December 31, 2017 and 20i6, the Parent had a current accounts receivable;_ affiliates balance of $55,108 and 
$60,264. As of December 31, 2017 and 2016, the Parent had a notes receivable-affiliates balance of$329,738 and 
$345,149. The changes in these balances rep1·esent non-cash adjustments that are recorded through the Parent's 
investment in subsidiaries. 

In the ordinary coi1rse ofbusine!,s, the Parent indemnifies a third-party for surety bonds issued on behalf ofsubsidiary 
companies, guarantees the perfonnance of one of its regulated utilities in a jurisdiction that requires such gtiarantees, and 
guarantees·several projects associated with the treatment Qfwater in a jurisdiction; 

Note 2-Divltlentlsfrom s11bsiiliaries-Dividends in the amount of$5i,IOO, $45;750,cand $74,866 wei·e paid to the 
Parent by its wholly-owned subsidiaries during the years ended December 3 l, 2017, 2016, and 2() 15, respectively. 

Note 3 -Long-term debt.,.. the Parent has long-term debt under unsecured notfl purchase agreements with invest<>rs in 
addition to its $250,000 revolving credit agreement. Excluding amounts due under the revolving credit agreement, the 
debt maturities of the Parent's long-term debt are as follows: 

2011 17,250 

Thereafter 325,800 
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Balance Sheet 
GL292 Date: 11/07/18 

Time: 13:33 
JOB SOBMISSION PARAMETERS 

User Name: AQOAAMERICA\rnancinif 
Job Name: GL292PSW 
Step Nbr: l 

Main 

Company: 
or Company Group: 

15 AQOA PENNSYLVANIA INC. USD 

Year Code: 

Organization 

or 
Year: 2017 

Period: 12 

Accounting Units: 

Accounting Unit List: 

Level Group: 

Individual Reporting 
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Balance Sheet 
GL292 Date 11/07/18 

Time 13:33 
Company 15 - AQUA PENNS_YLVANIA INC. 
Balance Sheet 

-usD 

For Period 12 Ending December 31, 2017 

Consolidated 

Account Nbr Description 

ASSETS 
NET PLANT 
NETUTL PLANT 
UTIL PLANT 
PPE 
103000-0000 
104000-0000 
106000-0000 
300000-0000 
300001-0000 

UTIL PLT ACQ 
114000-0000 
115000-0000 

ACCUM DEPR 
108000-0000 
110310-0000 

CWIP 
105015-0000 
105016-0000 
105020-0000 
105029-0000 
105030-0000 
105040-0000 
105050-0000 
105060-0000 
105070-0000 
105080-0000 
105081-0000 
105085-0000 
105090-0000 

OTHER PROP/I 
OTHER PPE 
121000-0000 
122000-0000 

CURRENT 

Assets and Other Debits 
Net Plant 

Net Utility Plant 
Utility Plant 

PPE 
Property Held for Future Use 
Utility Plant Purchased/Sold 
PPE-Unclass Complete Construct 
PPE-Utility Plant in Service 
PPE-Dedicated Property Estimate 

Total PPE 
UTIL PLT ACQ ADJ 

U Plant Acq Adj 
Accum Amert Util Plant Acq Adj 

Total UTIL PLT ACQ ADJ 

Total Utility Plant 
ACCUM DEPR 

AD-General 
AD-CAC MAINS & ACCESSORIES 

Total ACCUM DEPR 
Total Net Utility Plant 
CWIP 

CWIP-Contributed Property 
CWIP-Advances 
CWIP-Capital-Payroll-Rg 
CWIP-Capital-Payroll-OT 
CWIP-ACCOUNTS PAYABLE 
CWIP-INVENTORY 
CWIP-TRANSPORTATION 
CWIP-GENERAL OVERHEAD 
CWIP-PAYROLL OVERHEAD 
CWIP-AFUDC 
CWIP-AFUDC Debt 
CWIP-AFUDC Equity 
CWIP-CLOSING 

Total CWIP 

Total Net Plant 
Other Property and Investment 

OTHER PPE 
Nonutility Property 
Accum Depr/Arnort-Nonutil Prop 

Total OTHER PPE 
Total Other Property and Inves 
Current and-Accrued Assets 

AQUA PENNSYLVANIA INC. 

Current Year 

6,702,932.38 
5,692,339.84 

93,512,589.40 
4,062,869,105.60 

1,539,012.80 
---------------------

4,170,315,980.02 

17,153,046.03-
10,405,757.28 

---------------------
6,7217,288.75-

---------------------
4,163,568,691.27 

869,550, 571.22-
8,312,634.45 

---------------------
861,237,936.77-

3,302,330,754.50 

37,464,800.06 
31,976,795.38 

130,536,125.01 
29,916,951.21 

2,322,305,397.69 
261,557;435.01 

22,065,902.74 
6,303,300.38-

117,562,691.13 
11,869,425.20 
17,338,731.15 
12,798,288.66 

2,857,838,432.88-
---------------------

131,250,809.98 
--------------------

3,433,581,564.48 

2,784,896.57 
544,694.59-

---------------------
2,2'40,201.98 
2,240,201.98 

- Consolidated 

Previous.Year 

5,106,983.91 
1,196,372.32 

69,421,172.46 
3,792,470,881.63 

3,372,645.79 
---------------------

3,871,568,056.11 

15,476,017 .48-
9,830,:).~9- 72 

---------------------5,645', 817. 76-
---------------------

3,865,922,238.35 

806,196,224.19-
8,250,339.87 

---------------------
797,945,884.32-

3,067,976,354.03 

22,884,828.69 
24,102,067.90 

119,358,542.19 
27,052,327.77 

2,079,968,339.12 
238,801,003.42 
20,834,865.47 

8,754,669.05-
105,422,429.28 

11,869,425.20 
14,982,837.37 
7,635,315.76 

2,546,249,133.57-
---------------------

117,908,1:,9.55 
---------

3,185,884,533.58 

2,784,896.57 
525,098.25-

---------------------
2,259,798.32 
2,259,798.32 
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Fiscal Year 2017 

Change Percent 

1,595,948.47 31.3 
4,495,967.52 375.8 

24,091,416.94 34.7 
270,398,223.97 7.1 

1,833,632.99- 54.4------------------ ---------
298,747,923.91 7.7 

1,677,028.55- 10.8 
575,557.56 5.9 

--------------------- ---------
1,101,470.99- 19.5 

--------------------- ---------
297,646,452.92 7.7 

63,354,347.03- 7.9 
62,294.58 .8 

--------------------- ---------63,292,052.45- 7.9 
234,354,400.47 7.6 

14,579,971.37 63.7 
7,874,727.48 32.7 

11,177,582.82 9.4 
2,864,623.44 10.6 

242,337,058.57 11. 7 
22,756,431.59 9.5 
1,231,037.27 5.9 
2,451,368.67 28.0-

12,140,261.85 11.5 
0.00 

2,355,893.78 15.7 
5,162,972.90 67 .6 

311,589,299.31- 12.2 
--------------------- ---------

13,342,630.43 11.3 
--------------------- ---------

247,697,030.90 7.8 

0.00 
19,596.34- 3.7 

--------------------- ---------
19,596.34- .9-
19,596.34- .9-



Balance Sheet 
GL292 Date 11/07/18 

Time 13:33 
Company 15 - AQOA PENNSYLVANIA INC. 
Balance Sheet 

OSD 

For Period 12 Ending December 31, 2017 

Consolidated 

Account Nbr Description 

AQUA PENNSYLVANIA INC. 

Current Year 

Consolidated 

Previous.Year 
------------ ------ ------------------------ --------------------- ---------------------CASH IN BANK CASH IN BANK 
131201-0000 Cash-lST CITIZENS-SOSQ 0.00 '3.07-
131202-0000 Cash-lST NAT.TRUST-RC 0.00 110.71 
131211-0000 Cash-FIDELITY S&L 99', 725. 74 86,770.11 
131218-0000 Cash-NAT.CITY-SHENANGO H,481.69 16,235.97 
131230-0000 Cash-PNC 705,096.56 2,035,692.58 
131254-0000 CASH-WAYNE PENNVEST ESCROW 398,361.05 396,945.66 
131261-0000 Cash-Citizens Bank-Money Market 6,901.49 .0.00 

--------------------- ---------------------Total CASH IN BANK 1,224,566.53 2,535,751.96 
WORKING FOND WORKING FOND 
134000-0000 Working Funds 2,"553.45 2,553.45 
134010-0000 Working Funds-OFFICE FONDS 13,850.00 13,850.00 

--------------------- ---------------------
Total WORKING FOND 

CUST A/R CUST A/R 
16,403.45 16,403.45 

141000-0000 Customer Accounts Receivable 35,848,487.00 35,234,056.72 
141010-0000 Customer AR Non CIS 13,994.00- :o.oo 

--------------------- ---------------------
Total COST A/R 35,83>!1",493.00 35,234,·056. 72 

OTHER AR OTHER AR 
142000-0000 Other A/R 519,522.40 503,992.74 
l42080-0000 other AIR-Contract Ops 33,523.96 72,259.10 
172000-0000 Rents Receivable 400.00 350.00-

--------------------- ---------------------
Total OTHER AR 553,446.36 575,901.84 

RESERVE ON RESERVE - ON 
143000-0000 RESERVE-ONCOLLECTABLE ACCTS 4,072;387.41- 3,869,999.46-

--------------------- ---------------------
Total RESERVE - ON 4,072,387.41- 3,869,999.46-

INTERCO ALL INTERCOMPANY 
SYSTEMINT ALL SYSTEM INTER&ZONE 
INTERCOMPANY SYSTEM INTERCOMPANY 
911000-0000 Sys IntComp Acct Co 10 - Corp 4,127,367.66 4,701,597.19 
911100-0000 Sys IntComp Acct Co 11 - Serv 4,226,632.82- 3,313,539.43-
911400-0000 Sys IntComp Acct Co 14 - Aqua Reso 42,126.78 38,275.88 
911800-0000 Sys IntComp Acct Co 18 - Cust Serv 493,779.36- 477,290.35-
911900-0000 sys IntComp Acct Co 19 - Aqua Infr 326.98 10.05 
912300-0000 sys IntComp Acct Co 23 - OH 10-,239. 74 6,736.30 
912400-0000 Sys IntComp Acct Co 24 - IL 59,702.98- 6,385.25 
912500-0000 Sys IntCornp Acct Co 25 - NJ 21,632.46 52,390.72 
913100-0000 Sys IntComp Acct Co 31 - TX 1,464.59 2,185.31 
913200-0000 Sys IntComp Acct Co 32 - IN 4,869.93 86.32 
913400-0000 Sys IntComp Acct Co 34 - VA 3,490.09 8,722.98 
913500-0000 Sys IntComp .Acct Co 35 - NC 4,912.15 4,881.19 

--------------------- ---------------------
Total SYSTEM INTERCOMPANY 563,684.78- 1,030,441.41 

INTRAZONE SYSTEM ZONE 
921501-0000 IntraZone Acct Co 15 Zone 1 80,403,317.30- 66,897,728.75-
921502-0000 Intrazone Acct Co 15 Zone 2 61,321,464.37 46,326,464.74 
921503-0000 Intrazone Acct Co 15 Zone 3 558,491.68 564,551.65 
921504-0000 IntraZone Acct Co 15 Zone 4 13,575,531.49 14,677,276.51 
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Fiscal Year 2017 

Change Percent 

3.07 100.0-
110.71- 100.0-

12,955.63 14.9 
1,754.28- 10.8-

1,330,596.02- 65.4-
1,415.39 .4 
6,901.49 

--------------------- ---------1,311,185.43- 51. 7-

0.00 
0.00 

--------------------- ---------
0.00 

614,430.28 1.7 
13,994.00-

--------------------- ---------
600,436.28 1. 7 

15,529.66 3.1 
38,735.14- 53.6-

750.00 214.3-
--------------------- ---------

22,455.48- 3.9-

202,387.95- 5.2 
--------------------- ---------

202,387.95- 5.2 

574,229.53- 12.2-
913,093 .39- 27.6 

3,850.90 10.1 
16,489.01- 3.5 

316.93 3153.5 
3,503.44 52.0 

66,088.23- 1035.0-
30,758.26- 58.7-

720.72- 33.0-
4,783.61 5541. 7 
5,232.89- 60.0-

30.96 .6 
--------------------- ---------

1,594,126.19- 154.7-

13,505,588.55- 20.2 
14,994,999.63 32.4 

6,059.97- 1.1-
1,101,745.02- 7.5-
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GL292 Date 11/07/18 
Time 13:33 

Company 15 - AQUA PENNSYLVANIA INC. 
Balance Sheet · 

OSD !?age 3 

For Period 12 Ending December 31, 2017 Fiscal Year 2017 

Consolidated 

Account Nbr 

INTRAZONE 
921506-0000 
921507-0000 
921508-0000 

Description 

SYSTEM ZONE 
IntraZone Acct Co 15 Zone 6 
IntraZone Acct Co 15 Zone 7 
IntraZone Acct Co 15 Zone 8 

Total SYSTEM ZONE 

Total ALL SYSTEM INTER&ZONE 

Total ALL INTERCOMPANY 
MATERIALS AN MATERIALS AN 
151000-0000 Plant Material & Supplies 

ONBILLED REV 
173000-0000 
173010-0000 

OTHER PREPAY 
162000-0000 
162030-0000 
162140-0000 
162150-0000 
162160-0000 
162170-0000 

NON CORRENT 
UNAMR DB EXP 
181000-0000 

RATE CASE 
186101-0000 

PRELIMINARY 
183020-0000 

REG ASSETS 
186325-0000 
186330-0000 
186355-0000 
186366-0000 
186367-0000 
186380-0000 
186381-0000 
186400-0000 

Total MATERIALS AN 
UNBILLED REV 

Unbilled-Revenue 
Unbilled Revenue Non CIS 

Total UNBILLED REV 
OTHER PREPAY 

Other Prepaids 
OTHER PPD-EXCISE 
OTHER PPD-PUC ASSESSMENT 
OTHER PPD-SBA ASSESSMENT 
OTHER PPD-CONS ADVOC ASSMT 
OTHER PPD-AWWA DUES 

Total OTHER PREPAY 
Total Current and Accrued Asse 
Non-Current Assets 

UMAMORT DEBT EXP 
Unamortized Debt Expense 

Total UMAMORT DEBT EXP 
RATE CASE 

Deferred Rate Case Exp-1 

Total RATE CASE 
PRELIMINARY 

PRELIM SURVEY-ACCTS PAY 

Total PRELIMINARY 
REG ASSETS 

Reg Asset-EXC FUND/DEF-OPEB 
Reg Asset-TAXES(FAS 109) 
Reg Asset-AFUDC Gross Up (WIP) 
Reg Asset-AFUDC Gross Up (InSvc) 
Reg Asset-AFUDC Gross Up (ADJ 
Reg Asset-PENSION/SERP AML 
Reg Asset-Vacation Balancing Account 
Reg Asset-FAS143 

AQUA PENNSYLVANIA INC. 

Current Year 

2,560,856. 77 
. . 54.91-

2,3871027.90 

o.oo 

Con~olidated 

Previous Year 

2,562,038.05 
54.91-

2,767,4,52.71 

0.00 

Change 

1,181.28-
0.00 

380,424.81-

0.00 

l?ercent 

13.7-

563,684.78- 1,030,441.41 1,594,126.19- 154.7-
--------------------- --------------------- --------------------- ---------

563~684.78- 1,030,441.41 1,594,126.19- 154.7-

6,853,178.86 5,889,658.31 963,520.55 16.4 

6,853,178.86 

18,800,443.34 
652.10-

-------------
18, 799,791.24 

78,742.61 
0.00 

882,213.51 
25,907.01 

140,036.01 
"9,482.50 

-------------
1, 136,381.64 

59,782,188.89 

120,318.68 
---------------------120,318.68 

6~,254.15 
---------------------

64,254.15 

211,341.08 
---------------------

211,341.08 

165, 421. 00-
557,696,235.20 

3,906,849.70 
5,171,604.96 

167,177.31-
31,159.00 

304,430.99 
5,367,497.41 

---------------------

5,889,658.31 

18,547,372.47 
· 0. 00 

-------------
18,547,372.47' 

598,418.07 
200,167.80 
916,573.96 
16,463.54 

139,937.48 
9,391.99 

-------------
1,880,952.84 

61,840,539.54 

124,383.23 
---------------------124,383.23 

.0.00 
---------------------

0.00 

211,341.08 
---------------------

211,341.08 

294,497.00-
807,160,494.02 

2,340,205.17 
3,076,607.41 

75,918.68-
37,487.00 

280,311.31 
4,985,862.62 

---------------------

963,520.55 

253,070.87 
652.10-

-----------
252,418.77 

519,675.46-
200,167.80-

34,360.45-
9,443.47 

98 .53 
90.51 

-----------
744, 571.20-

2, 058, 350 .65-

4,064.55-
---------------------

4,064.55-

64,254.15 
---------------------

64,254.15 

0.00 
---------------------

0.00 

129,076.00 
249,464,258.82-

1,566,644.53 
2,094,997.55 

91,258.63-
6,328.00-

24,119.68 
381,634.79 

---------------------

16.4 

1.4 

1.4 

86.8-
100.0-

3.7-
57.4 

.1 
1.0 

39.6-
3.3-

3.3-
---------

3.3-

---------

---------
43. 8-
30.9-
66.9 
68.l 

120.2 
16.9-

8.6 
7.7 

---------



Balance Sheet 
GL292 Date 11/07/18 

Time 13:33 

Consolidated 

Company 15 - AQUA PENNSYLVANIA INC. 
Balance Sheet 
For Period 12 Ending December 31, 2017 

AQUA PENNSYLVANIA INC. 

USD 

Fiscal Year 2017 

Consolidated 
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Account Nbr Description Current Year Previous ·Year Change Percent 

RWIP 
184010-0000 
184019-0000 
184020-0000 
184030-0000 
184040-0000 
184050-0000 
184060-0000 
184070-0000 
184099-0000 

0TH DEF DBTS 
186210-0000 
186270-0000 

GOODWILL 
116000-0000 

Total REG ASSETS 
RWIP 

RWIP-PAYROLL-Rg 
RWIP-PAYROLL-Ot 
RWIP-ACCOONTS PAYABLE 
RWIP-INVENTORY 
RWIP-TRANSPORTATION 
RWIP-GENERAL OVERHEAD 
RWIP-PAYROLL OVERHEAD 
RWIP-CASH SALVAGE 
RWIP-CLOSING 

Total RWIP 
OTHER DEFER DBTS 

Other Deferred DB-SOSP-AMORTIZ 
Other Deferred DB-SERVICE LINE 

T.otal OTHER DEFER DBTS 
GOODWILL 

Good Will-Water 

Total GOODWILL 
Total Non-Current Assets 

Total Assets and Other Debits 

LIABS/EQOITY Liabilities and Equity Capital 
TOT CAPITAL Total Capitalization 
COM STOCK EQ Equity Capital 
COMMON STOCK COMMON STOCK 
201000-0000 Common Capital Stock 

CAPITAL SURP 
211000-0000 
211002-0000 
211003-0000 
211500-0000 
211501-0000 
211600-0000 

RE 
RE PY 
215000-0000 

RE CY 
215100-0000 
215101-0000 

Total COMMON STOCK 
CAPITAL SURP 

Other Paid-In Capital 
Other Paid-In Cap-PSO 
Other Paid-In Cap-RSO 
Other Paid-In Cap-Stock Option Expe 
Other Paid-In Cap - Tax on Stock Ba 
Other Paid-In Cap-Restricted Stock 

Total CAPITAL SURP 
Retained Earnings 

RE PY 
Onapproriated Retained Earning 

Total RE PY 
RE CY 

Undistrib Retained Earnings 
Undistributed RE (Manual) 

572,145,178.95 

7,653,734.14 
1,593,091.96 

25,945,302.40 
270,507.66 

619.49-
1,330,394.98 
7,096,769.67 
1,863,138.30-

40,509,761.52-
------------1,516,281.50 

523,244.12 
33,592.92 

----------
556,837.04 

9,792,191. 74 

817,510,551.85 

7,301,072.49 
1,412,632.12 

24,137,819.08 
175,167.56 

632.47-
1,260,330.26 
6,676,742.09 
1,371,372.25-

38,684,959.45-
----------· 
906,799.43 

518,712.91 
39,433.95 

558,146.86 

9,792,191.74 
--------------------- --------------- ·-----

9,792,191.74 
584,406,403.14 
--------------

4,080,010,358.49 
-----

110,000.00-
-----------
110,000.00-

96,691,956.77-
4,389,837.72-

446;677 .14-
8, 436,539. 92-
l,644,203.90-

449,399.37-
--------------

112,058,614.82-

l,281,014,888.52-
-----------------
l,281,014;888.52-

177, 508,727. 04-
8, 277,018.86 

9,792,191.74 
829,103,414.19 
--------------

4,079,088,285.63 

110,060.00-
-----------
110,000.00-

116,489,242.69-
3,731,392.44-

377,296.44-
8, 406,.567. 62-
1, 644,203. 90-

449,399.37-
---------------131,098,102.46-

l,138,077,092.97-
-----------------
l,138,077,092.97-

172,937,795.55-
6,437,052.74 

245,365,372.90-

352, 661. 65 
180,459.84 

1,807,483.32 
95,340.10 

12.98 
70,064.72 

420,027.58 
491,766.05-

1,824,802.07-
-----------609,482.07 

4,531.21 
5,841.03-
---------
1,309.82-

0.00 
---------

0.00 
244,697,011.05-

----------
922,072.86 

0.00 

0.00 

19,797,285.92 
658,445.28-

69,380.70-
29,972.30-

0.00 
0.00 

-------------
19,039,487.64 

142,937,795.55-
---------------
142,937,795.55-

4,570,931.49-
1,839,966.12 

30.0-

4.8 
12.8 
7.5 

54.4 
2.1-
5.6 
6.3 

35.9 
4.7 

67 .2 

.9 
14.8-

.2-

29.5-

17.0-
17.6 
18.4 

.4 

14.5-

12.6 

12.6 

2.6 
28.6 
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Balance Sheet 
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AQUA PENNSYLVANIA INC. 
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Fiscal Year 2017 
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Account Nbr Description Curren't Year Previous ·Year Change Percent 

DIVIDEND COM 
215300-0000 

EARN IN SOBS 
215200-0000 

REACQ CAPSTK 
216000-0000 

LT DEBT 
LTD 
221010-0000 
224020-0000 
251000-0000 

DEBT IS COST 
225020-0000 

ST DEBT 
LOANS PAYBLE 
232101-0000 

TOT LIAB 
CURENT LIAB 
CURRENT PORT 
232510-0000 
232520-0000 

AP 
231000-0000 
231001-0000 
231002-0000 
231003-0000 
231005-0000 
231006-0000 

Total RE CY 
DIVIDENDS COMMON 

Dividend Appropriation Common 

Total DIVIDENDS COMMON 
EARNINGS IN SOBS 

EARNINGS OF SUBSIDIARIES 

Total EARNINGS IN SOBS 
REACQ CAP STOCK 
Reacquired Capital Stock 

Total REACQ CAP STOCK 
Total Retained Earnings 

Total Equity Capital 
Long-Term Debt 

LTD 
Long-Term Debt-FMB 
Long-Term Debt-PENNVEST 
Unamortized Bond Premium 

Total LTD 
Unamortized debt issue cost 

Unamortized debt issue costs - exte 
Total Unamortized debt issue c 

Total Long-Term Debt 
Short-Term Debt 

LOANS PAYABLE 
Loans Payable-REVOLVR-CUR PRTN 

Total LOANS PAYABLE 

Total Short-Term Debt 

Total Total Capitalization 
Total Liabilities 

Current and Accrued Liabilit 
CURRENT PORT 
Current Portion Ltd-FMB 
Current Portion Ltd-PENNVEST 

Total CURRENT PORT 
AP 

A/P 
A/P-Accrued Trade 
A/P-Accrued Purchased Water 
A/P-Accrued Electric 
A/P-Use Tax Payable 
A/P-Refunds to Customers 

169,2~~,708.18-

50,000,000.00 
--------------50,00D,OOO.OO 

15,757,525.60-
--------------
15,757,525.60-

_1, 000. 00 
--------------

1,000.00 
1,416,003,122.30-
-----------------1,528,171,737.12-

1,215,857,001.98-
44, 732,.461.10-
1,934,075.00-

---------------------
1,262,523,538.08-

13,496,253.18 
13,496,253.18 

---------------------
1,249,027,284.90-

3,649,997.88-
-------------
3,649,.997.88-
-------------
3,649,997.88-
-------------

2,780,849,019.90-

68,400,000.00-
5,838,467.44-

---------------------
74,238,467.44-

8,9241084.59-
694,386.16-
339,066.31-

1,062,061.40-
267.86- · 

1,828.78-

166,500,742.81-

30,000,000.00 
--------------
30,000,0D0.00 

13,917,559.48-
--------------
13,917,559.48-

1,000.00 
--------------

1,000.00 
l,288,494,395.26-
-----------------1,419,702,497.72-

1,029,257,001.98-
50,570,929.39-
1,986,607.00-

---------------------
1,081,814,538.37-

13,860,091.93 
13,860,091.93 

---------------------
1,067,954,446.44-

5,545,213.23-
-------------
5,545,213.23-
-------------
5,545,213.23-

2,493,202,157.39-

116,362,180. 00-
5,683,256.03-

---------------------
122,045,436.03-

9,085,722.03-
511, 941.16-
978, 170.13-

1,124,~26.00-
118.30-
74.90-

2,730,965.37-

20,000,000.00 
--------------
20,000,000.oo 

1,839,966.12-
------------
1,839,966.12-

0.00 
-------------

0.00 
127,508,727.04-

108,469,239.40-

186,600,000.00-
5,838,468.29 

52,532.00 
---------------------

180,708,999.71-

363,838.75-
363,838.75-

---------------------
181,072,838.46-

1,895,215.35 
------------
1,895,215.35 
------------
1,895,215.35 
------------

287,646,862.51-

47,962,180.00 
155,211.41-

---------------------
47,806,968.59 

161,637.44 
182,445.00-
639,103.82 

62,464.60 
149.56-

1,753.88-

1.6 

66.7 

66.7 

13.2 

13.2 

9.9 

7.6 

18.1 
11.5-

2. 6-
---------

16. 7 

2.6-
2.6-

---------
17.0 

34.2-

34.2-

34.2-

11.5 

41.2-
2.7 

---------39.2-

1.8-
35.6 
65.3-

5.6-
126.4 

2341. 6 
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Account Nbr Description Current Year Previous Year Change Percent 

AP 
231200-0000 
231300-DDOO 
231399-0000 
231510-0000 

TAX ACC FED 
236124-0000 

TAX ACC STE 
236127-0000 

TAX ACC OTHR 
236111-0000 
236113-0000 
236201-0000 

INTEREST ACC 
237110-00D0 
237120-0000 
237250-0000 

OTHR CURLIAB 
241001-0000 
241004-0000 
241006-0000 
241008-0000 
241011-0000 
243030-0000 
243130-0000 
243137-0000 
243140-0000 
261003-0000 
263002-0000 
263103-0000 

DEF NC LIAB 
ADV FOR CNST 
25205·1-oooo 
252052-0000 
252055-0000 
252102-00DD 
252121-0000 
252199-DOOO 

AP 
A/P-Contractors Retainage 
A/P-Received, Not Invoiced 
A/P-Received, Not Inv-2003 Bal 
A/P-Invoice Tolerance 

Total AP 
TAXES ACC FED 

Accrued Tax-Fed-Other 

Total TAXES ACC FED 
TAXES ACC STATE 

Accrued Tax-ST-CN Income 

Total TAXES ACC STATE 
TAXES ACC OTHER 
Accrued Tax-0th-PROPERTY 
Accrued Tax-0th-CAPITAL STOCK 
Accrued Tax-0th-EMPLOYER FICA 

Total TAXES ACC OTHER 
INTEREST ACC 
Accrued Int LTD-FMB 
Accrued Int LTD-PENNVEST 
Accrued Int-Other-STD 

Total INTEREST ACC 
OTHER CUR LIAB 

Accrued Liab-OTHER 
Accrued Liab-1\NTENNA LEASES 
Accrued Liab-AUDIT FEES 
Accrued Liab-PAVING MAINS 
Accrued Liab-UNCLAIMED CHECKS 
ACCRUED BONUS 
ACCRUED SALARIES AND WAGES 
Accrued Vacation 
PAYROLL CLEARING 
Accrued Insur Liab-UNINSURED 
NQ Pension Reserve - Current 
EMPLOYEE PROFIT SHARING 

Total OTHER CUR LIAB 

Total Current and'Accrued Liab 
Deferred and Non-Current and 

ADV FOR CONST 
Adv Cust-NON CASH BUILDER OR DEVELO 
Adv Cust-NON CASH DEVELOPER DEDICAT 
Adv Cust-CASH BUILDER OR DEVELOPER 
Adv Cust-CASH OTHER 
Adv Cust-NON· CASH TAX ON CAC 
Adv Cust-Non Cash Dedicated Propert 

3,428,426.40-
13,306,287.96-

1,673,982.37 
0.00 

--------------
26, 08;;!,, 427. 09-

48, 595,340.80 
--------------
48,595',340.80 

304,320.11-__ ._ _______ _ 
304,320.11-

621,788.77-
0.00 

2D,287.04-
-----------
642,075.81-

14,623,115.43-
107,746.62-

3,198.34-
--------------
14, 73·4·,060.39-

249,410.93-
683,742.59-
329,530.86-

63,384.68-
127;064.36-

1,003,000.00-
254,042.54-
304,430.99-, 
634,792.68-

0.00 
0.00 

575,982.03-
---------------

--------4, 22_5, 381. 66-
71, 631,391. 70-

126,000.00-
51,090,391.03-
l,086 1 059.02-

440,028.48-
3,746.48-

1,539,012.80-

3, 172,371.52-
8,427,390.05-

886,859.41 
.02 

-------------
22,413,,454.66-

72,644,548.48 
--------------
72,644,548.48 

493,764.68-
----,-------
493,764.68-

738,012.27-
2,229.00 

63,725.13-
-----------
799,508.40-

12,926,394.09-
119,452.12-

6, 771. 75-

13,052,6i7.96-

279, 421.16-
750, 447 .37-
306,841. 93-
107, 157. 79-
116,480 .19-
960, 000. 00-
636,662.06-
280,311.31-

0.00 
125,000.00-

37, 701. 12-
441, 838.45-

256,054.88-
4,878,897.91-

787,122.96 
.02-

------------
3, 668,972. 43-

24, 049,207. 68-
--------------
24,049,207.68-

189,444.57 
---------------------

189,444.57 

116,223.50 
2,229.00-

43,438.09 
-------------

157,432.59 

1,696, 721.34-
11, 705.50 
3,573.41 

-------------
1,681,442.43-

30,010.23 
66,704.78 
22,688.93-
43, 773.11 
10,584.17-
43,000.00-

382,619.52 
24,119.68-

634,792.68-
125,000.00 

37,701.12 
134,143.58-

8.1 
57.9 
88.8 

100.0-

16.4 

33.1-

33.1-

38.4-

38.4-

15.7-
100.0-

68.2-

19.7-. 

13.l 
9.8-

52.8-

12.9 

10.7-
8.9-
7.4 

40.8-
9.l 
4.5 

60.1-
8.6 

100.0-
100.0-
30.4 

4,041,861.38- 183,520.28- 4.5 

90,202,094.63-

126,000.00-
48,070,975.22-

981,884.02-
534,338.48-

26,190.29-
3,372,645.79-

18,570,702.93 

0.00 
3,019,415.81-

104,175.00-
94,310.00 
22,443.81 

1,833,632.99 

20.6-

6.3 
10.6 
17.6-
85.7-
54.4-
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Account Nbr Description Current Year Previous Year Change Percent 

REG LIAB 
253115-0000 
253116-0000 

LT DEF FIT 
282020-0000 
283050-0000 

LT DEF SIT 
282030-0000 
283060-0000 

UNAMORT ITC 
255101-0000 

CIAC 
271020-0000 
271030-0000 
271070-0000 
271301-0000 
271302-0000 
271304-0000 
271305-0000 
271307-0000 
271308-0000 

OTHR NC LIAB 
253200-0000 
253250-0000 
253350-0000 
253420-0000 
253421-0000 

Total ADV FOR CONST 
REG LIAB 

Reg Liab-Pension/OPEB 
Reg Liab-FAS 109 

Total REG LIAB 
LT DEF FIT 

Deferred FIT Depreciation 
Federal Deferred Tax-Other 

Total LT DEF FIT 
LT DEF SIT 
State Deferred Tax-Depr 
State Deferred Tax-Other 

Total LT DEF SIT 
UNAMORT ITC 

Deferred Taxes - Unamortized ITC (F 

Total UNAMORT ITC 
CIAC 

CIAC-TAX DEPOSIT FULL GROSS UP 
CIAC-RESIDNT FIRE TAX DEP FULL 
CIAC-CASH TAX ON CIAC 
CIAC-NON CASH TRANSFERS FROM CAC 
CIAC-NON CASH REFUNDABLE DEVELOPER 
CIAC-CASH NON REFUNDABLE TAP FEE 
CIAC-CASH THIRD PARTY DAMAGE TO INF 
CIAC-CASH CUSTOMER DEPOSITS FOR COM 
CIAC-CASH NON REFUNDABLE BUILDER OR 

Total CIAC 
OTHER NCUR LIAB 

OPEB Reserve - Non Current 
Pension Reserve - Non Current 
NQ Pension Reserve - Non Current 
Uncertain Tax Position Reserve-Fede 
Uncertain Tax Position Reserve-Stat 

Total OTHER NCUR LIAB 

Total Deferred and Non-Current 
CIAC ACC AMR CIAC ACC AMORT 
272000-0000 Accum Amert of CIAC 

Total CIAC ACC AMORT 

Total Total Liabilities 

Total Liabilities and Equity C 

54,285,237.81-

63, 652,424. 11-
323, 44.~, 950. 00-
---------------
387, 101,374. 11-

421, 872,036. 31-
2,024,004.75-

---------------
423,896,041.06-

294,396,146.00-
49,534,355.41 

---------------
244,861,790.59-

4,628,083.95-
---------------

4, 62.~, 083. 95-

1, 530,814. 72-
77,042.53-

3,168,525.55-
115, 082, 531. 87-

25, 966,094. 70-
20,957.88-

6,336.18-
4,601,679.90-

32,476,984.42-
---------------
182,930,967.75-

7,374,933.46-
55, 472,521.14 

118,824.12 
12,919,315.00-

693,239.00-
-------------
34,603,857.80 
-------------

l,263,099,637.47-

35,569,690.58 
-------------
35,569,690.58 
-------------

l,299,161,338.59-
-----------------
4,080,010,358.49-

53,112,033.80-

59,881,898.ll-
152, 663,3.8.7 .00-
---------------
212,545,285.11-

824, 582, 9·g4. 27-
21, 431,712. 75-

---------------846,014,707.02-

311,496,462.00-
42,602,365.41 

---------------
268,894,096.59-

4,881,496.95-
---------------

4,881,_4~6.95-

l, 530,814. 72-
77, 042 .53-

2,962, 8'60. 94-
111, 794,895. 95-
ll,986,123.33-

20,957.88-
6,336.18-

4,262,209.40-
30,723,617.79-

---------------
163,364,858. 72-

5,695,430.97-
48,501,995.14 

147,342.47-
21,317,365.00-

614,973.00-
-------------
20,726,883.70 
-------------

1,528,085,594.49-

32,401,560.88 
-------------
32,401,560.88 
-------------

1,585,886,128.24-
-----------------
4,079,088,285.63-

1,173,204.01-

3,770,526.00-
170,785,563.00-
---------------
174,556,089.00-

402,710,957.96 
19,407,708.00 

--------------
422,118,665.96 

17,100,316.00 
6,931,990.00 

-------------
24,032,306.00 

253,413.00 
-------------

253,413.00 

0.00 
0.00 

205,664.61-
3,287,635.92-

13, 979, 971. 37-
0. 00 
0.00 

339,470.50-
1,753,366.63-

--------------
19,566,109.03-

l,679,502.49-
6,970,526.00 

266,166.59 
8,398,050.00 

78,266.00-
-------------
13,876,974.10 
-------------

264,985,957.02 

3,168,129.70 
------------
3,168,129.70 
------------

286,724,789.65 
----------
922, 072 .86-

2.2 

6.3 
111.9 

82.1 

48.8-
90.6-

49.9-

5.5-
16.3 

8.9-

5.2-

5.2-

6.9 
2.9 

116.6 

8.0 
5.7 

12.0 

29.5 
14.4 

180.6-
39.4-
12.7 

67.0 

17 .3-

9.8 

9.8 

18.1-



VIS15-PAY 
11/07/18 
13:34 

AQOA PENNSYLVANIA INC.· 
Variance Income Statement 
December 31, 2017 

** Consolidated 
*Co 

Level Range** -----------------
ACTOAL 

REVENUE 
Utility Revenue-Water 
Otility Revenue-Waste Water 
Non-Otility Revenue 

TOTAL REVENUE 

OPERATIONS AND MAINTENANCE 
Labor 
Employee Benefits 
Purchased Water 
Purchased WW Treatement 
Sludge 
Power 
Chemicals 
Management Fees - Corp 
Management Fees - Region 
Management Fees - States 
Cust Operations-ACO alloc 
Cust Operations-Direct 
Cust Operations-Non ACO 
Outside Services - Engineering 
Outside Services - Accounting 
Outside Services - Legal 
Outside Services - Labtest 
Outside Services - IT 
Outside Services - Operations 
Outside Services - Maintenance 
Outside Services - Other 
Leases 
Supplies 
Transportation 
Insurance 
Bad Debt Expense 
Other Expense 
Capital OH Credit 
Other Non-Otil Oper Exp 

Total Operations & Maintenance 

Amortization 
Depreciation 
Taxes Other 
Federal Taxes 
State Taxes 

Operating Income 

2017 

401,001,447.69 
13,°180, 830.26 

5,412,075.11 
--------------
419,594,353.06 

32,142,781.89 
19,941,792.81 

7,126,426.67 
630,049.84 

1,090,250.38 
11,730,459.64 

5,324,747.38 
21,833,758.65 

495.00 
5,172,594.07 
3,479,395.63 

204,866.69 
693,257.62 
499,360.08 
518,588.20 
166,371.70 

1,763,318.94 
7,566,860.67 
2,478,030.62 

791,148.75 
2,064,499.43 
1,126,375.73 
5,030,357.14 
2,022,748.09 
2,830,374.19 

(12,560,263.01) 
4,220,848.63 

--------------
127,889,495.43 

(440,491.30) 
82,684,464.15 
10,945,577.25 

(14,315,757.46) 
(8,337,612.96) 

--------------
221,168,677.95 

Gain on Sale of Assets (366,110.50) 
0TH NET PERIODIC BENEFIT COSTS 
Equity earnings in JV_ 
Minority Interest of Subs 
AFUDC (11,188,365.88) 

YEAR TO DATE-----------------
·BODGET ACTOAL 

2017 2016 

405,749,610.00 
14,037,279.00 

5,124,484.DD 
--------------
424,911,373.DO 
-------------
32,9D8,045.D0 
11,346,487.00 

8, D22, 381. OD 
638,200.00 

1,252,689.DD 
12,871,269.DD 

5,315,484.00 
22,135,204.00 

2,125.00 
5,775,894.00 
3,888,492.00 

197,504.00 
693,864.00 
467,256.00 
719,039.00 
235,888.00 

2, U2, 099. 00 
4,651,567.00 
2,490,793.00 

793,890.00 
2,355,552.00 
1,301,937.00 
4,942,644.00 
1,985,456.00 
3,563,671.00 

(9,839,352.00) 
2,096,616.00 

--------------
122,954,694.00 

(287,808.00) 
82,500,061.00 
11,038,501.00 

(16,288,619.00) 
(7,369,724.00) 

232,364,268.00 

(150,000.00) 

(6,771,782.00) 

406,200,475.29 
12,114,547.94 

5,388,101.19 
--------------423,703,124.42 

32,348,489.62 
22,718,321.65 
12,122,443.48 

5·15, 688 .50 
1,039,066.25 

11,499,004.25 
5,145,444.57 

21,266,729.24 

495.00 
5,408,327.46 
3,643,745.62 

178,634.39 
654,896.04 
229,017.64 
488,443.59 
216,178.32 

1,729,473.-15 
4,354,511.25 
2,364,236.79 

763,640.97 
2,464,935.35 

885,165.59 
4,885,260.39 
2,295,335.87 
3,071,446.51 

(11,994,809.83) 
1,799,496.4? 

---------------
130,153,617.88 

(260,502.44) 
77,919,214.91 
10,814,849.23 
(7,219,649.00) 
(4,412,642.00) 

--------------
216,708,235.84 

(246,342.33) 

(6,741,625.63) 

Joint Applicants Exhibit DJS-1 
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----------VARIANCE----------
CORRENT ACTOAL vs BODGET 

AMO ONT PERCENT 

(4,748,162.31) 
(856,448.74) 
287,591.11 

-------------(5, 317,019.94) 

765,263.11 
(8,595,305.81) 

895,954.33 
8,150.16 

162,438.62 
1,140,809.36 

(9,263.38) 
301,445.35 

1,630.00 
603,299.93 
409,096.37 

(7,362.69) 
606.38 

(32,104.08) 
200,450.80 

69,516.30 
378,780.06 

(2,915,293.67) 
12,762.38 

2,741.25 
291,052.57 
175,561.27 
(87,713.14) 
(37,292.09) 
733,296.81 

2,720,911.01 
{2,124,232.63) 
-------------
(4, 934,801.43) 

152,683.30 
(184,403.15) 

92,923.75 
(1,972,861.54) 

967,888.96 
-------------

(11,195,590.05) 

216,110.50 

4,416,583.88 

(1.17)% 
(6.10)% 
5.61 % 

(l.25)% 

2.33 % 
(75.75) 
11.17 
1.28 

12.97 
8.86 

(0.17) 
1.36 

76.71 
10.45 
10.52 

(3. 73) 
0.09 

(6.87) 
27.88 
29.47 
17 .68 

(62.67) 
0.51 
0.35 

12.36 
13.49 
(l. 78) 
(1.88) 
20.58 % 

(27.65)% 
(101.32) 

(4 .01) % 

(53.05)% 
(0.22)% 
0.84 % 

12.11 
(13.13) 

(4.82)% 

(144.07)% 

(65.22) 

-----------VARIANCE----------
CURRENT ACTUAL vs PRIOR YEAR 

AMOUNT PERCENT 

(5,199,027.60) 
1,066,282.32 

23,973.92 
-------------
(4, 108,771.36) 

205,707.73 
2,776,528.84 
4,996,016.81 

(54,361.34) 
(51,184.13) 

(231,455.39) 
(179,302.81) 
(567,029.41) 

235,733.39 
164,349.99 

(26,232.30) 
(38,361.58) 

(270,342.44) 
(30,144.61) 
49,806.62 

(33,845.79) 
(3,212,349.42) 

(113,793.83) 
(27,507.78) 
400,435.92 

(241,210.14) 
(145,096.75) 
272,587.78 
241,072.32 
565,453.18 

(2,421,352.41) 
-------------
2,264,122.45 

179,988.86 
(4,765,249.24) 

(130,728.02) 
7,096,108.46 
3,924,970.96 
------------
4,460,442.11 

119,768.17 

4,446,740.25 

(1.28) % 
8.80 % 
0.45 % 

(0.97)% 

0.64 % 
12.22 
41.21 
(9.44) 
(4. 93) 
(2 .01) 
(3 .49) 
(2.67) 

4 .36 
4.51 

(14 .69) 
(5.86) 

(118.04) 
(6.17) 
23.04 
(1. 96) 

(73.77) 
(4 .Bl) 
(3.60) 
16.25 

(27 .25) 
(2.97) 
11.88 
7.85 % 

(4. 71) % 
(134. 56) 

1. 74 % 

(69.09)% 
(6.12) % 
(1.21) % 

(98.29) 
(88.95) 

2.06 % 

(48.62)% 

(65. 96) 



VIS15-PAY 
11/07/18 
13;34 

AQOA PENNSYLVANIA INC. 
Variance Income Statement 
December 31, 2017 

** Consolidated 
*Co 

Level Range** 
ACTOAL 

2017 

Income Before Debt Interest 

Debt Interest-Associated COS 
Debt Interest-Short Tenn Debt 
Debt Interest-Long Term Debt 
Debt Interest-Customer Deposit 
Interest Income 
Other Interest Expense 
Amort-Debt Issuance Costs 

Debt Expense 

Dividends 

Net Income 

Preferred Dividends 

Net Income Avail for Common 

232,723,154.33 

442,496.26 
54,060,723.20 

(8,653.76) 

719,861.59 
---------------

55,214, n1.2g 
---------------

177,508,727.04 

177,508,727.04 

YEAR TO DATE-----------------
BODGET ACTUAL 

2017 2016 

239,286,050.00 223,696,203.80 

200,004.00 360,522.61 
56,841,331.00 49,655,232.52 

(360.00) (1,342.15) 
720.00 

761,508.00 743,275.21 
--------------- ---------------51,.802, 483. 00 50,158,408.25 
--------------- .--------------

181,483,567.00 172,937,795.55 

-------------""'-
181,483,567.00 172,937,795.55 

Joint Applicants Exhibit DJS-I 
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----------VARIANCE----------
CORRENT ACTOAL vs BODGET 

AMOONT PERCENT 

(6,562,895.67) 

(242,492.26) 
2,780,607.80 

8,293.76 

41,646.41 
---------------2,588,055.11 
---------------

(3,974,839.96) 

(3,974,839.96) 

(2.74) % 

(121.24) 
4.89 

(2,303.82) 

5.47 

4.48 % 

(2.19) % 

(2.19) % 

-----------VARIANCE----------
CORRENT ACTUAL vs PRIOR YEAR 

AMO ONT PERCENT 

9,026,950.53 

(81,973.65) 
(4,405,490.68) 

7,311.61 
720.00 

23,413.68 
-------------
(4,456,019.04) 

4,570,931.49 

4,570,931.49 

4.04 % 

(22. 74) 
(8.87) 

(544.77) 
100.00 

3.15 

(8. 78) % 

2.64 % 

2.64 % 
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PEOPLES NATURAL GAS COMPANY LLC 

BALANCE SHEETS 
AS OF DECEMBER 31, 2017 AND 2016 
(In thousands) (unaudited) 

ASSETS 

CURRENT ASSETS: 
Cash and cash equivalents 
Accounts receivable: 

Customers 
Other 
Affiliates 

Inventories: 
Materials and supplies 
Gas stored 

R.eguiatory assets 
Deferred Income taxes 
Other 

Total current assets 

INVESTMENTS 

PROPERTY, PLANT AND EQUIPMENT: 
Property, plant and equipment 
Accumulated depredation and amortization 

Total property, plant and equipment-net 

DEFERRED CHARGES AND OTHER ASSETS: 
Goodwill 
Intangible assets-net 
Regulatory assets 
Other 

Total deferred charges and other assets 

TOTAL 

- 1 -

$ 

$ 
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2017 2016 

1,727 $ 1,011 

150,327 113,234 
5,707 4,692 
1,981 3,029 

3,092 3,092 
23(137 17,840 

7;233 16,264 
6,994 3,349 

10,232 10,644 

210,431 173,156 

3,733 3,147 

2,452,415 2,304,059 
(849,435) (821,831) 

1,602,980 1,482,227 

284,895 284,895 
61,287 64,460 

146,571 146,329 
2,124 1,835 

494,877 497,519 

2,312,021 $2,156,049 

(Continued) 
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PEOPLES NATURAL GAS COMPANY LLC 

BALANCE SHEETS 
AS OF DECEMBER 31, 2017 AND 2016 
(In thousands) (unaudited) 

LIABILITIES AND MEMBER'S EQUITY 

CURRENT LIABILITIES: 
Accounts payable-trade & affiliates 
Notes payable to affiliates 
Current portion of long-term debt 
Accrued interest, payroll and taxes 
Capital lease obligation 
Regulatory llabllltles 
other 

Total current liabilities 

LONG-TERM DEBT 

DEFERRED CREDITS AND OTHER LIABILITIES: 
Deferred Income taxes 
Asset retirement obligations 
Pension and other postretlrement benefit liabilities 
Regulatory liabilities 
other -

Total deferred credits and other llabillties 

Total liabilities 

MEMBER'S EQUITY 

TOTAL 

- 2 -
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2017 2016 

$ 84,390 $ 99,346 
71,219 66,076 

144,746 
38,503 36,647 

18,951 
1,728 1,442 

19,538 16,013 

215,378 383,222 

865,780 638,902 

138,251 197,862 
36,669 36,413 
27,313 26,477 
96,540 
14,120 16,059 

312,893 276,810 

1,394,052 1,298,934 

917,970 857,115 

$2,312,021 i2,156,049 



PEOPLES NATURAL GAS COMPANY LLC 

UNAUDITED STATEMENTS OF INCOME 
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016 
(In thousands) (unaudited) 

OPERATING REVENUE 

OPERATING EXPENSES: 
Purchased gas 
other operations and maintenance 
Depreciation and amortization 
other taxes 

Total operating expenses 

INCOME FROM OPERATIONS 

OTHER EXPENSE-Net 

INTEREST CHARGES 

INCOME BEFORE INCOME TAXES 

PROVISION FOR INCOME TAXES 

NET INCOME 

- 3 -
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2017 2016 

$675,849 $588,329 

272,144 193,907 
162,662 162,020 

64,986 61,334 
9,026 8,998 

508,818 426,258 

167,031 162,071 

3,875 3,713 

32,552 37,104 

130,604 121,254 

56,949 49,053 

$ 73,655 $ 72,201 
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PEOPLES GAS COMPANY LLC 

BALANCE SHEETS 

AS OF DECEMBER 31, 2017 AND 2016 

(In thousands) (unaudited) 

ASSETS 

CURRENT ASSETS: 
Cash and cash equivalents $ 
Accounts receivable: 

Customers 
Other 
Affiliates 

Inventories: 
Materlals and supplies 
Gas stored . . . 

· Regulatory assets 
Deferred income taxes 
Other 

Total current assets 

PROPERTY, PLANT AND EQUIPMENT: 
Property, plant and equipment 
Accumulated depreciation and amortization 

Total property, plant and equipment-net 

DEFERRED CHARGES AND OTHER ASSETS: 
Goodwill 
Intangible assets-net 
Regulatory assets 
other 

Total deferred charges and other assets 

TOTAL $ 

- 1 -

Joint Applicants Exhibit DJS-I 
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2017 2016 

4,471 $ 1,849 

18,646 14,684 
189 227 
749 830 

576 572 
7,500 6,~02 
3,8~0 5,468 
1,186 1,127 
1,410 4,308 

38,557 35,867 

336,558 314,891 
(112,111) (108,248) 

224,447 206,643 

3,103 3,103 
12,276 12,760 
24,873 22,341 

46 46 

40,298 38,250 

303,302 $ 280,760 

(Continued) 



PEOPLES GAS COMPANY LLC 

BALANCE SHEETS 
AS OF DECEMBER 31, 2017 AND 2016 
(In thousands) (unaudited) 

LIABILITIES AND MEMBER'S EQUITY 

CURRENT LIABILITIES: 
Accounts payable-trade & affiliates $ 
Notes payable to affiliates 
Current portion of long-term debt 
Accrued Interest, payroll and taxes 
other 

Total current llabllltles 

LONG-TERM DEBT 

DEFERRED CREDITS AND OTHER LIABILITIES: 
Deferred income taxes 
Asset retirement obligations 
Pension and other postretirement benefit liabilities 
Regulatory llabllltles 
Other 

Total deferred credits and other liabilities 

Total liabilities 

MEMBER'S EQUITY 

TOTAL $ 

- 2 -
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2017 2016 

8,558 $ 10,783 
70,561 

4,091 4,091 
2,937 3,445 
1,783 2,827 

87,929 21,146 

.62,647 1-21,378 

14,532 20,051 
1,978 2,019 

11,944 12,297 
13,144 

522 1,055 

42;121 :35,423 

192,696 177,947 

110,606 102,813 

303,302 $ 280,760 



PEOPLES GAS COMPANY LLC 

STATEMENTS OF INCOME 
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016 
(In thousands) (unaudited) 

OPERATING REVENUE 

OPERATING EXPENSES: 
Purchased gas 
other operations and maintenance 
Depredation and amortization 
Other taxes 

Total operating expenses 

.INCOME FROM OPERATIONS -

OTHER EXPENSE-Net 

INTEREST CHARGES 

INCOME BEFORE INCOME TAXES 

PROVISION FOR INCOME TAXES . . . 

NET INCOME 

- 3 -

Joint Applicants Exhibit DJS-1 
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2017 2016 

$ 91,255 $ 78,733 

29,028 19,787 
24,202 24,439 

9,472 8,867 
1,229 1,214 

63,930 54,307 

27,324 24,426 

51 167 

4,829 4,604 

22,444 19,655 

9,951 7,649 

i 12,493 i 12,006 



VERIFICATION 

Joint Applicants Exhibit DJS-1 

Page 189 of 190 

I, Morgan K. O'Brien, being the President and Chief Executive Officer of Peoples 

Natural Gas Company LLC and PNG Companies LLC, hereby state that the facts set forth in the 

foregoing Joint Application of Aqua America, Inc., Aqua Pennsylvania, Inc., Aqua Pennsylvania 

Wastewater, Inc., Peoples Natural Gas Company LLC, and Peoples Gas Company LLC, are true 

and correct to the best of my knowledge, infonnation and belief and that I expect to be able to 

prove the same at a hearing held in this matter. I understand that the statements herein are made 

subject to the penalties of 18 Pa. C.S. § 4904 (relating to unsworn falsification to_authorities). 

Dated: November 13, 2018 



VERIFICATION 

Joint Applicants Exhibit DJS-1 
Page 190 of 190 

I, Christopher P. Luning, being the Senior Vice President; General Counsel and Secretary, 

of Aqua America, Inc., hereby state that the facts set forth in the foregoing Joint Application of 

Aqua America, Inc., Aqua Pennsylvania, Inc., Aqua Pennsylvania Wastewater, Inc., Peoples 

Natural Gas Company LLC, and Peoples Gas Company LLC, are true and correct to the best of 

my knowledge, information and belief and that I expect to be able to prove the same at a hearing 

held in this matter. I understand that the stat~ments herein are made subject to the penalties of 18 

Pa. C.S. § 4904 (relating to unswom falsification to authorities). 

Dated: November 13, 2018 
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BEFORE THE 
PENNSYLVANIA PUBLIC UTILITY COMMISSION 

Docket Nos. A-2018-3006061 
A-2018-3006062 
A-2018-3006063 

Aqua America, Inc. 

Peoples Natural Gas Company LLC 

Peoples Natural Gas Company LLC - Equitable Division 

Peoples Gas Company LLC 

Statement No. 2 

Direct Testimony of Daniel J. Schuller 

Topics Addressed: Financial Fitness of Aqua America, Inc. 
Financing the Proposed Transaction 
Aqua America, Inc.'s Access to Capital 
Post-Transaction Books of Account 
Benefits of the Proposed Transaction 

Dated: December 6, 2018 
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I. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

INTRODUCTION AND QUALIFICATIONS 

Please state your name and business address. 

My name is Daniel J. Schuller. My business address is 762 West Lancaster Avenue, 

Bryn Mawr, PA 19010. 

By whom and in what capacity are you employed? 

I am employed as the Executive Vice President and Chief Financial Officer of Aqua 

America, Inc. ("Aqua America"). I provide services to Aqua America and Aqua 

Pennsylvania, Inc. ("Aqua PA"), including Aqua PA's subsidiary Aqua Pennsylvania 

Wastewater, Inc. ("Aqua PA Wastewater"). 1 

What are your principal duties and responsibilities as Executive Vice President and 

Chief Financial Officer of Aqua America? 

I am responsible for all financial operations for Aqua America, including accounting, 

SEC rep01iing, financial planning and analysis, tax and treasury. 

What is your educational background? 

I graduated from Purdue University, where I earned a Bachelor of Science, Master of 

Science, and Doctorate in Civil Engineering. In addition, I attended NARUC's Western 

Utility Rate School and have paiiicipated in continuing executive education at the 

University of Chicago's Booth School of Business. 

1 Unless otherwise specified herein, references to Aqua PA also include Aqua PA Wastewater. 
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11 
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14 

15 

16 

17 

18 

19 
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22 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please describe your professional experience. 

Prior to joining Aqua America in 2015, I spent eight years focused on infrastructure 

investments with J.P. Morgan Asset Management's Infrastructure Investments Group. In 

this role, I was responsible for a three-state water and wastewater utility owned by the 

group's infrastructure fund. I also sat on the board of directors of a natural gas LDC 

owned by the fund. Prior to J.P. Morgan, I spent eight years as a management consultant 

with Mars & Co. Upon joining Aqua America, I was Executive Vice President of 

Strategy & Corporate Development. In this role, I was responsible for overseeing Aqua 

America's efforts to proactively serve additional customers throughout our eight-state 

footprint. 

Have you previously testified before the Pennsylvania Public Utility Commission 

("Commission")? 

No. However, I have submitted direct testimony before the Kentucky Public Service 

Commission and West Virginia Public Service Commission related to regulatory 

approvals of Aqua America's proposed acquisition of LDC Funding LLC (the "Proposed 

Transaction") at Case No. 2018-00369 and Case No. 18-1475-G-PC, respectively. 

Please describe the purpose of your direct testimony. 

I will describe Aqua America's financial fitness to own and manage the natural gas 

operations of both Peoples Natural Gas Company, LLC ("Peoples Natural Gas")2 and 

Peoples Gas Company LLC ("Peoples Gas"), collectively the "Peoples Companies." I 

2 Unless otherwise specified herein, references to Peoples Natural Gas include the Equitable Division. 
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Q. 

A. 

Q. 

A. 

will also describe Aqua America's financing of the Proposed Transaction. I will also 

explain Aqua America's access to capital, both debt and equity, to finance ongomg 

operations of both Aqua America's water/wastewater operations and the Peoples 

Companies and, in paiiicular, the capital needed by the Peoples Companies to execute 

their long-term replacement of aging infrastructure. I also will describe Aqua America's 

proposed separation and maintenance of separate books of account for the Peoples 

Companies following the consummation of the Proposed Transaction. I also will explain 

the benefits that arise from Aqua America's status as a publicly traded company. 

Are you sponsoring any exhibits with your testimony? 

Yes. I am sponsoring the Joint Application and related appendices, excluding HIGHLY 

CONFIDENTIAL Appendix A, filed on November 13, 2018 as Joint Applicants Exhibit 

DJS-1. I also am sponsoring HIGHLY CONFIDENTIAL Joint Applicants Exhibit DJS-

2, which is a copy of the Purchase Agreement between Aqua America and LDC Parent 

LLC ("Purchase Agreement"). The Purchase Agreement was filed as HIGHLY 

CONFIDENTIAL Appendix A to the Joint Application. 

Is Aqua America financially fit to undertake the Proposed Transaction? 

Yes. Aqua America is a water and wastewater holding company that has had substantial 

experience in raising both debt and equity capital in the public and private markets for 

over 130 years. Through its operating subsidiaries in eight states, Aqua America has over 

$5.4 billion in utility assets, and $809 million in annual revenues. Aqua America also has 

substantial experience with post-acquisition integration planning and execution. Over 

3 
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Q. 

A. 

time, Aqua America and its subsidiaries have worked cooperatively with state agencies 

and been willing to step in, assist with, and ultimately take over troubled water and 

wastewater systems for the public good. These systems typically require significant 

infrastructure upgrades. Such acquisitions demonstrate Aqua America's ability to 

acquire companies and utility assets and finance the growing capital needs associated 

with owning and operating these utility systems. 

Please explain how Aqua America intends to finance the Proposed Transaction. 

The consideration to acquire LDC Funding LLC ("Funding") and its subsidiaries is a 

base price of $4.275 million. The final price is subject to adjustment, as set fmih in the 

Purchase Agreement, for net working capital, capital expenditures, and indebtedness up 

to closing of the Proposed Transaction ("Closing"). 

Included in the base price is Aqua America's agreement to assume existing 

external debt of PNG Companies LLC ("PNG"). PNG currently has issued and 

outstanding term notes in the amount of approximately $1.1 billion. This debt will 

remain at PNG following Closing. In addition, PNG has an outstanding revolver 

agreement for shmi-term debt. The current amount of debt outstanding under the 

revolver is approximately $140 million and is expected to be approximately $50-100 

million at Closing. Aqua America intends to pay off this $500 million revolving credit 

facility and terminate it at Closing. A new $1 billion revolving credit facility, sized to 

accommodate the borrowing needs of the gas, water and wastewater subsidiaries, is 

expected to be put in place at the Aqua America level with a bank group of ten total 

banks. This new revolver will provide for borrowings at a lower interest rate than the 
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Q. 

A 

Q. 

A 

Q. 

A 

Peoples Companies' current revolving credit facility. 

Will PNG's debt remain rated following the Closing? 

Yes. Consistent with the commitment made by the Peoples Companies as described in 

Mr. O'Brien's testimony, Joint Applicants St. No. 3, PNG will maintain credit ratings 

with two credit rating agencies as long as it has outstanding notes. 

Will the existing term debt agreements between PNG and the Peoples Companies 

remain in place following the Closing? 

Yes. PNG provides the debt financing for the Peoples Companies currently and those 

arrangements will continue following the Closing. 

How will Aqua America finance the remainder of the consideration? 

Aqua America will finance the remaining consideration through a combination of equity 

capital and third-party debt financing. Aqua America has secured a fully committed 

bridge facility to fund the transaction. The bridge was underwritten by Goldman Sachs 

and Royal Bank of Canada, and was subsequently syndicated to a group of 13 total 

banks. Rather than relying on the bridge facility to close the transaction, it is Aqua 

America's intent to raise permanent debt and equity capital utilizing multiple options in 

the upcoming months prior to Closing. The financing would be structured to maintain 

strong investment grade credit ratings. Aqua America anticipates issuing approximately 

$2.2 to $2.9 billion of common equity and equity-linked securities (i.e., instrument where 

the payout is connected to an underlying equity as opposed to a fixed income security). 
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Q. 

A. 

Q. 

A. 

Q, 

A. 

Q. 

In addition, Aqua America anticipates approximately $0.4 to $0.9 billion of incremental 

Aqua America debt issued to fund the remainder of the transaction. 

Is the Proposed Transaction anticipated to involve any significant transaction costs? 

There have been and will be transaction costs, including fees associated with the sale of 

equity and the issuance of debt, bridge facility fees, and transaction advisory and support 

costs. None of these will be included in any rate filing of the Peoples Companies or 

Aqua PA for recovery. 

Will Aqua America seek to recover the amount of any premium or any acquisition 

costs from the Proposed Transaction through the rates of either the Peoples 

Companies or Aqua PA? 

No. Aqua America recognizes that acquisition premiums and acquisition costs from the 

Proposed Transaction are not recoverable in rates, and Aqua America commits that there 

will not be a claim for these amounts in future rate filings of the Peoples Companies or 

Aqua PA. 

What does Aqua America intend the capital structures of the Peoples Companies 

and Aqua PA to be following the Closing? 

Aqua America will maintain its capital structure for its water companies, and appropriate 

capital structures for the gas companies. 

How does Aqua America intend to raise debt for the Peoples Companies and for the 
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A. 

Q. 

A. 

Q. 

A. 

water/wastewater affiliates following Closing? 

Following closing, new debt will be raised either at the Aqua America or subsidiary level, 

as appropriate, based on market conditions. Aqua America will evaluate both publicly

issued and private placement debt to achieve the optimal rates for ratepayers over the 

long term. The Applicants remain committed to securing financing sufficient to ensure 

that they continue to provide safe and reliable service to customers. 

What are the expected annual capital needs of the Peoples Companies and their 

affiliates in Kentucky and West Virginia? 

Aqua America is expecting to secure an additional $85-125 million of debt annually to 

support $300-375 million of annual commitments for the replacement of aging pipeline 

infrastructure in Pennsylvania, Kentucky, and West Virginia. Internally sourced funds, 

including cash from depreciation and retained earnings, will provide further funds to 

finance ongoing capital needs. 

Will Aqua America be able to raise the additional capital needed to meet the needs 

of the acquired companies as well as the ongoing needs of Aqua America's water 

and wastewater operations? 

Yes, as evidenced by Aqua America's history of raising capital to support its $500 

million annual capital budget program, Aqua America would be able to secure financing 

to support the Peoples Companies' infrastructure replacement program. For example, in 

2018, Aqua America secured a total of $275 million in long-term debt to support its 

infrastructure investments and water and wastewater acquisitions. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

What procedures will Aqua America adopt concerning affiliated relationships 

between the Peoples Companies and Aqua PA? 

Aqua America will enter into the appropriate affiliated interest agreements and file those 

that require regulatory approval. In addition, Aqua America will maintain separate books 

of account for Aqua PA and for the Peoples Companies following consummation of the 

acquisition. 

Is Aqua America a publicly-held company? 

Yes, Aqua America is a publicly-held company and has been listed on the New York 

Stock Exchange for approximately 48 years. As of October 31, 2018, Aqua America has 

issued 180,998,152 common shares, and 177,939,879 of common shares are outstanding. 

The common stock is single class and trades under the symbol "WTR." 

Are there benefits to ownership of the Peoples Companies by Aqua America? 

Yes. There are various benefits from ownership of the Peoples Companies by Aqua 

America, as a publicly-held company. 

For one, publicly-held regulated utilities tend to have long time horizons. For 

example, Aqua America has traditionally held utility systems for multiple decades or 

even for over a century. We believe that long-term ownership can result in decisions that 

are better for customers, employees, and the communities that we serve. Long-term 

ownership generally leads to a willingness to make capital investments to renew and 

expand infrastructure to provide continued safe, reliable utility service. Additionally, this 
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Q. 

A. 

ownership model promotes a sustained, high level of engagement in civic and community 

affairs. 

Another benefit from public ownership would be expanded access to equity 

capital. While a private equity fund may have sources of additional equity capital, when 

needed, Aqua America can more-easily raise equity capital because of the availability of 

public stock issuances. Due to the acquisition, the Peoples Companies, through Aqua 

America, would have access to equity capital that can be raised in all market 

environments from a large, diverse pool of U.S. and international investors. The 

increased scale provided by the acquisition will result in even greater access to equity 

capital than Aqua America enjoys today. 

The combined company is expected to maintain an equivalent strong investment 

grade credit rating to that of the Peoples Companies. As a subsidiary of Aqua America, 

the Peoples Companies are expected to be able to raise the substantial amount of debt 

needed for infrastructure replacement at a cost equal to the current cost incurred by the 

Peoples Companies, for comparable tenors. I believe having greater access to a diverse 

portfolio of debt and equity capital sources is a benefit and will allow Aqua America to 

select the most appropriate financing for its subsidiaries based on market conditions. 

Please opine on further benefits. 

Following acquisition by Aqua America, corporate governance of the Peoples Companies 

will be even more transparent than the transparency to which the Peoples Companies are 

already committed through prior settlement commitments and Commission requirements 

9 
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1 on equity fund ownership of Pennsylvania utilities. As a publicly traded company, Aqua 

2 America is automatically subject to numerous reporting requirements that provide 

3 information to shareholders, government agencies including the Commission, and the 

4 public. Aqua America is subject to all reporting requirements of the New York Stock 

5 Exchange and the United States Securities and Exchange Commission, including 

6 requirements to provide a detailed report on its operations and maintenance expenses, 

7 revenues, and other financial reporting, submit executive compensation to its 

8 shareholders, hold annual voting on all of its directors, hold all employees accountable 

9 pursuant to a comprehensive and published Code of Ethics, and provide oversight and 

10 governance pursuant to published Corporate Governance Guidelines. Among the various 

11 reporting requirements that would apply to corporate governance of the Peoples 

12 Companies following the acquisition would be the Sarbanes-Oxley Act of 2002. Aqua 

13 America is currently subject to the provisions of Sarbanes-Oxley. 

14 More examples of transparency regarding Aqua America's governance and 

15 financial status are readily available on Aqua America's website which includes Board 

16 Committee charters, governance documents, key ratios, SEC filings, quaiierly results, 

1 7 and annual reports. 

18 In addition, Aqua America will continue to maintain substantial transparency to 

19 its capital structure. As explained above, acquisition debt would be raised publicly, and 

20 current plans are to raise debt to suppoti the capital programs at either holding company 

21 or operating company levels through either public or private markets. Separate capital 

22 structures would be maintained for gas and water/wastewater operations for the 

23 foreseeable future. 

10 
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Q. 

A. 

Q. 

A. 

Aqua America's ongoing creditworthiness to raise capital now and in the future 

will continue to be a matter of public knowledge. 

Please comment on the benefits provided by Aqua America's corporate structure. 

Aqua America's corporate structure was provided as Appendix B to Joint Applicants 

Exhibit DJS-1. Aqua America has always provided this information and will continue to 

do so. As a publicly held corporation, Aqua America's subsidiary ownership and 

organization will be transparent, including the ownership of subsidiaries that are not in 

the chain of ownership of Aqua PA or the Peoples Companies. I note that Aqua America 

is a Pennsylvania corporation and there is no additional holding company above it. 

Does this conclude your direct testimony? 

Yes, it does. I reserve the right to supplement my testimony as additional issues arise 

during the course of the proceeding. Thank you. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name and business address. 

My name is Morgan K. O'Brien. My business address is 375 North Shore Drive, Suite 

600, Pittsburgh, Pennsylvania 15212. 

By whom are you employed and in what capacity? 

I am employed by Peoples Natural Gas Company LLC ("Peoples Natural Gas") as 

President and Chief Executive Officer ("CEO"). I also am the President and CEO of 

Peoples Natural Gas' direct parent, PNG Companies LLC ("PNG"). PNG also is the 

parent of Peoples Gas Company LLC ("Peoples Gas"). I will refer to PNG and its 

subsidiaries as the "Peoples Companies." 

What are your principal duties and responsibilities as President and CEO of the 

Peoples Companies? 

As CEO of the Peoples Companies, I have the overall responsibility of leading the 

business and establishing the Peoples Companies' strategic plan for Peoples Natural Gas, 

as well as for Peoples Gas. 

Setting and executing the Peoples Companies' strategy as utility companies is my 

principal role, followed by building the Peoples Companies' culture. Work gets done 

through people, and people are profoundly affected by culture, both positively and 

negatively. 

Since the initial acquisition of Peoples Natural Gas in 2010 by Stee!River 

Infrastructure North America LP ("SRIFNA"), my responsibility has been to create a 
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Q. 

A. 

Q. 

A. 

stand-alone organization that will provide the highest levels of service and reliability to 

customers. The subsequent acquisitions of Peoples Gas and Equitable Gas Company 

have broadened that responsibility to many additional customers and employees. 

Although that work is not yet finished, we have made great progress in establishing a 

stand-alone organization and implementing significant steps that have improved service 

and will continue to do so. As a result, my current responsibilities now include 

overseeing the modernization of the Peoples Companies' aging systems to meet the needs 

of our customers and region and focusing on maximizing the technology investments to 

ensure the Peoples Companies are providing the best customer service in the 

Commonwealth. We are committed to realizing that vision. I also serve as the Peoples 

Companies' chief spokesperson and educator on important energy issues being debated 

and deliberated on both the federal and state level. 

What is your educational background? 

I am a graduate of Robert Morris University with a Bachelor of Science undergraduate 

degree and a Master's of Science degree in Taxation. 

Please describe your professional experience. 

I began my career in 1982 working in public accounting as a CPA. Subsequently, I spent 

19 years with Duquesne Light Company ("Duquesne"), the last 8 and one-half years as 

President and CEO. During my term as CEO, Duquesne made substantial improvements 

in reliability and customer service. During my final year at Duquesne, the company was 
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A. 

Q. 

A. 

recognized as the top customer service utility in the region by J.D. Power and Associates. 

On February 1, 2010, I accepted the position of President and CEO of Peoples Natural 

Gas. 

Have you previously testified before the Pennsylvania Public Utility Commission? 

Yes, on several occasions. During my 19 year career at Duquesne, I testified in 

numerous regulatory proceedings, including the company's electric restructuring plan, 

the proposed merger with Allegheny Energy, numerous Provider of Last Resort 

proceedings, the acquisition of Duquesne by an investor consortium, as well as other 

regulatory proceedings before this Commission. I also submitted testimony in Peoples 

Natural Gas' base rate case at Docket No. R-2012-2285985. I also submitted direct and 

rebuttal testimony in the proceeding at Docket Nos. A-2013-2353647, A-2013-2353649 

and A-2013-2353651 concerning the acquisition of Equitable Gas Company and its 

merger into Peoples Natural Gas. 

Please provide a summary of your testimony. 

I will: 

• Provide an explanation of the location of the Peoples Companies and the customers 

they serve and provide maps of the companies' overlapping service territories; 

• Explain the current management structure of the companies and my understanding of 

how that management structure will be integrated into the management of Aqua 

America post acquisition; 
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• Sponsor the current financial statements of the Peoples Companies; 

• Explain the current combined Long Term Infrastructure Improvement Plan ("LTIIP") 

of the Peoples Companies and our substantial efforts to improve and replace at risk 

pipe in a manner that avoids the duplication of pipelines in the overlapping service 

areas; 

• Explain the current Combined Unaccounted for Gas ("UFG") Mitigation Plan; 

• Explain the ongoing commitments of the Peoples Companies resulting from the 

Peoples/Equitable merger proceeding; 

• Explain the Peoples Companies' community support and limited income programs; 

• Explain that the acquisition of the Peoples Companies will not harm retail 

competition and explain the status of the Peoples Companies' customer choice 

programs; and 

• Explain the development of the Peoples Companies' state of the art information 

systems on the SAP platform. 

Please explain the location of service areas of the Peoples Companies. 

Peoples Natural Gas, including its Equitable Division, provides natural gas services to 

approximately 622,000 customers in all or portions of the following Pennsylvania 

counties: Allegheny, Armstrong, Beaver, Blair, Butler, Cambria, Clarion, Fayette, 

Greene, Indiana, Jefferson, Lawrence, Mercer, Somerset, Venango, Washington and 

Westmoreland. Peoples Gas provides natural gas services to approximately 61,000 

customers throughout its service te1Titory, which includes all or portions of the following 
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Q. 

A. 

Q. 

A. 

Q. 

Pennsylvania counties: Allegheny, Armstrong, Beaver, Butler, Cambria, Clarion, 

Clearfield, Indiana, Jefferson, and Westmoreland. 

Have you provided a map showing the service territories of the Peoples Companies? 

Yes. Joint Applicants Exhibit DJS-1, Appendices D and E, identify the overlapping 

service territories of the Peoples Companies. 

Please explain how the Peoples Companies are currently structured and managed. 

Appendix F of the Application in this proceeding, Joint Applicants Exhibit DJS-1, 

provides the cunent corporate ownership structure of the Peoples Companies. Peoples 

Natural Gas, which contains the Peoples and Equitable Divisions, is a direct subsidiary of 

PNG. Peoples Gas (formerly TW Phillips Gas and Oil Company) also is a subsidiary of 

PNG. 

One management team and various departments under my supervision currently 

serve all of the Peoples Companies under my direction as CEO of PNG. PNG contains 

all mid and senior level management, as well as support department personnel and offers 

services to all affiliated entities. Peoples Natural Gas houses field union personnel and 

their direct supervision and provides operation services to both Peoples Natural Gas and 

Peoples Gas under a Commission-approved Operation Services Agreement. 

How will the structure and management of the Peoples Companies' change as a 

result of the acquisition of the Peoples Companies? 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

As shown in Appendix G to the Application, Joint Applicants Exhibit DJS-1, LDC 

Funding LLC, an indirect parent of PNG, will become a subsidiary of Aqua America. 

I will remain the CEO of PNG and the leadership team which I lead and supervise 

will continue to operate and manage the Peoples Companies. I look forward to 

continuing my role as the chief spokesperson and educator on imp01iant energy issues 

being debated and deliberated on both the federal and state level for the gas portion of the 

Peoples Companies. 

Will the Peoples Companies continue to have the technical fitness necessary to 

operate a natural gas distribution company following the acquisition by Aqua 

America? 

Yes, the Peoples Companies' management team has all of the experience and skill 

necessary to manage and operate a natural gas distribution company effectively. 

Are you sponsoring the financial statements of the Peoples Companies? 

Yes. Joint Applicants Exhibit DJS-1, Appendices J and K provide the balance sheets and 

income statements of the Peoples and Equitable Divisions and of Peoples Gas, 

respectively. 

Please explain the L TIIP of the Peoples Companies. 

The Peoples Companies, and their predecessor companies, have had L TIIPs in place 

since 2013. The most-recently approved version is a Combined Distribution LTIIP that 
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Q. 

encompasses the Peoples Companies, Peoples Natural Gas - Peoples Division, Peoples 

Natural Gas - Equitable Division and Peoples Gas. The current plan increases planned 

spending on Mains and Services investment by $228.8 million over the five-year term 

(2017-2021) from $593.7 million to $822.5 million as compared to the prior plan and will 

result in 620 miles of at-risk pipe and 83,041 services being removed from the system. 

Spending for all LTIIP categories will total $919.4 million during this period. 

On what does the Combined Distribution LTIIP focus? 

The Combined Distribution L TIIP is focused on removing the highest risk pipe across all 

of the Peoples Companies first, which will result in having 75% of the customers 

removed from high risk pipe in the first 10 years and the remaining 25% of the customers 

removed in the remaining years. The highest risk pipes are mainly located in urban areas, 

which have the highest concentration of customers being served. These pipe 

replacement projects are significantly more costly per mile than the rural pipe 

replacement projects causing the actual miles being replaced to be lower in the early 

years and greater in the latter years. But, as has been shown in the Commission-approved 

Combined Distribution L TIIP, a greater amount of risk is mitigated (less customers being 

served off of high risk pipe) in the early years by prioritizing using the Peoples 

Companies' risk factors. 

Please provide an update on the Peoples Companies' combined UFG mitigation 

plan. 

7 
I 7744207v5 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

A. 

Q, 

A. 

The Peoples Companies have also filed with the Commission and are implementing a 

combined UFG mitigation plan that focuses on reducing UFG for gathering lines. The 

first phase of this plan overlaps with the last four years of the Combined Distribution 

L TIIP and will result in the removal of an additional 115 miles of at risk pipe from the 

gathering systems of the three legacy companies. A notable item in this area that is not 

yet complete is the analysis and assessment of the Goodwin and Tombaugh gathering 

systems that were acquired in the Equitable Asset Exchange. The Peoples Companies 

began their assessment of the systems shortly after closing, are concluding their analysis 

of these pipelines, and intend to present a plan to the Commission and parties in the near 

future. 

Completion of the current Combined Distribution L TIIP for 2017-2021 and the 

replacement of the remainder of at-risk pipe will require substantial capital commitments 

for an extended period that will continue well beyond the term of the current L TIIP. 

Please explain the commitments made in the Peoples/Equitable merger proceeding 

at Docket Nos. A-2013-2353647, A-2013-2353649 and A-2013-2353651. 

In 2013, the Commission approved a merger of Peoples Natural Gas and Equitable Gas 

Company which resulted in the acquisition of Equitable by PNG. The former Equitable 

Gas Company is now a division of Peoples Natural Gas. 

The Peoples Companies have met, or intend to meet, all of the settlement 

commitments made in conjunction with the acquisition of the former Equitable Gas 

Company, as listed for the categories below: 
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• Financial Conditions: The Peoples Companies have not sought recovery of 

transaction costs or any acquisition premium and have maintained capitalization 

ratios within settlement parameters. The Peoples Companies have also worked to 

phase out Gas on Gas competition between the now-affiliated entities. 

• Books and Records: The Peoples Companies have sought approval for all affiliated 

interest agreements and maintain financial controls among affiliated entities. Peoples 

Natural Gas maintains separate books and records for its Peoples and Equitable 

Divisions and will continue to do so until the Commission approves a merger of the 

base rates of the Divisions. 

• Management: Peoples Natural Gas has maintained field offices and staffing 

sufficient to provide safe and reliable service to its customers. At present, there are 

12 field offices throughout Pennsylvania and the Headquarters remains in Pittsburgh. 

• Customer Service: Peoples Natural Gas has met all of the call center metric targets. 

Peoples Natural Gas is continuing to work on meeting the Emergency response metric 

target. The current performance is at 98.2% compared to a target of 99% of 

emergency calls responded to within 60 minutes. 

• Universal Service: All universal service commitments have been met including 

additional LIURP funding with portions funded by the Peoples Companies' investors. 

• Community Commitment: Peoples Natural Gas has exceeded its committed 

contributions to the Dollar Energy Fund and other community initiatives in its service 

territory. 

• Gas Purchase and Supplier Commitments: Peoples Natural Gas has provided 
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Q. 

A. 

access to and maintained interconnections to allow suppliers access to its system 

through the upstream Allegheny Valley Connector pipeline as required. Peoples 

Natural Gas has also implemented enhancements to supplier choice requested through 

a collaborative with third party suppliers and paiiies to the acquisition, and has 

implemented a Purchase of Receivables program on the Equitable Division. 

• DSM Programs: Peoples has also completed a study of DSM programs as required 

by the Acquisition Settlement and filed to implement an energy efficiency and 

conservation program consistent with the study at Docket M-2017-2640306. That 

proceeding is still pending before the Commission. 

Please explain the Peoples Companies' commitment to the communities they serve. 

Community commitment is not only one of the Peoples Companies' stated core values, it 

is how we have become recognized in the communities we serve as a true community 

leader. In a time when governmental support is becoming more challenging at both the 

federal and state levels, the need for social services in our region continues to grow. 

Peoples Natural Gas committed in the Equitable acquisition case settlement to provide 

annual corporate contributions and community support in southwestern Pennsylvania of 

at least $1.4 million. We have exceeded this commitment level by contributing in 2017 

more than $1.5 million to at least 200 community-based organizations and charities that 

provide vital human services to people in need. That level of contributions will continue 

for 2018. The Peoples Companies make financial commitments to organizations that 

serve our service territory communities - both large organizations and small. Some 
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Q. 

A. 

examples of organizations we support are the Greater Pittsburgh Food Bank, United Way, 

Leukemia/Lymphoma Society, Dollar Energy Fund, March of Dimes, Salvation Army, 

Leukemia/Lymphoma Society and Greater Pittsburgh Literacy Council. 

One of the key values our employees have embraced is the need to support the 

communities we serve. I am proud to say that we have a very active Volunteer Activities 

Committee and many of our employees volunteer on the boards of community 

organizations. A large number of Peoples Natural Gas' corporate donations are made to 

organizations in which our employees are actively involved or actively support. 

This includes giving time and money to help those in need. We offer ongoing 

volunteer events such as collecting and packing food in partnership with local food 

banks, cleaning the rivers with Paddle without Pollution, mentoring youths through Big 

Brothers Big Sisters or providing winter outwear for children with the Salvation Army's 

Project Bundle Up. This is helping our customers to see us differently, as something 

other than a company who sends them a bill every month for their utility services, and at 

the same time building a pride in the employee ranks that we have not seen before. 

Please explain the Peoples Companies' programs for assisting customers. 

As public utilities, the Peoples Companies serve all types of consumers from large 

industrial users and universities to seniors and families. Our service territory is wide and 

covers urban areas such as the city of Pittsburgh and rural areas. While the majority of 

customers can afford natural gas service, there are seniors and families that really 

struggle to make ends meet. In addition, there are many communities we serve in which 
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economic challenges have left many of our customers struggling for the essential and 

basic human needs that everyone is entitled to receive. We created a suite of programs 

and services to increase affordability, provide a safety net for limited income 

homeowners facing a costly gas related repair and, perhaps most importantly, to connect 

those in need with resources beyond gas service. We have also partnered with the United 

Way to allow our customers who are challenged to pay their utility bill to also have 

access to many important social service programs through the use of the 211 helpline. 

We know many of our customers who struggle to pay their gas bills, most likely also 

struggle for life's basic human needs like food, shelter and heath care assistance. 

Our Customer Assistance Program ("CAP") is an affordable payment plan based 

on income. Our program's eligibility requirements are more expansive than any other 

utility in the state. While traditional CAP programs accept customers with incomes up to 

150% of Federal Poverty Levels ("FPL"), our program welcomes customers with 

incomes between 151 % and 200% of FPL who have accrued balances and need a more 

affordable monthly payment. 

Energy Assistance is a key component of affordability. Our customers have 

access to grants from the federally funded Low Income Home Energy Assistance 

Program ("LIHEAP"). Our role in LIHEAP is to increase awareness of the program and 

to assist customers who want to apply. We advertise LIHEAP in our bills, on our 

website, through print and radio advertising, and social media. We also work closely 

with local social service agencies by providing colorful printed materials such as posters 

and cards. This year we created a digital toolkit with links that agencies can utilize in 
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their newsletters, web pages and social media. Our extensive campaign is expected to 

have four million impressions. 

We offer a low-income weatherization program to help high users reduce energy 

usage while also improving the health and safety of their homes. Our emergency heating 

appliance and gas line program is important to our limited income homeowners who do 

not have funds readily available to address a sudden emergency such as a failed furnace 

or leaking gas service line. 

By far, our biggest asset in serving our vulnerable customers is our employees. 

Our employees have direct contact with our customers through calls to our call center or 

visits to their homes. So often, a customer who cannot pay their gas bill struggles to pay 

rent and other utility bills and to feed their family. Our field employees, in particular, 

were concerned about difficult situations they were seeing such as a newly-widowed 

senior, unaware of the growing gas bill or the family with a disabled child that was 

overwhelmed with competing responsibilities. This year, we set up a phone line to 

connect these field employees directly to our Customer Relations team so they could step 

in and help the customer with not only managing the gas bill, but refenals to other 

agencies and resources to improve their living situation. We call this "Help at Peoples 

Now" and it has been a great partnership between our field and office teams that has 

positively impacted individual customers. This alternative to previously shutting the gas 

service off has made a meaningful impact to many customers who qualify for programs 

that for many reasons they either weren't aware existed or chose not to participate. 

The Peoples Companies' commitment to this region and our customers 1s 
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unwavering, All customers are important to us. Some need support due to economic or 

life challenges. Providing a suite of programs and a team of employees who are focused 

on helping customers connect to valuable resources is just one example of how we strive 

to impact our region in a positive way. 

Please explain the Peoples Companies' programs to support choice of suppliers. 

The Peoples Companies support customer choice of suppliers in all three of the Peoples 

Companies' tariffed service tenitories through administration of a common program. 

Currently about 16% of the Peoples Companies' residential market chooses to purchase 

their gas supply from third party suppliers. For the commercial market, about 29% of the 

customers and about 80% of the volume is supplied by third parties. For the industrial 

market 81 % of the customers and over 99% of the volume are sourced by third parties, 

Will the acquisition of the Peoples Companies affect the availability of customer 

choice in any negative way? 

No. The coordination of procedures for choice of supplier across the three companies are 

designed to facilitate supplier and customer participation in choosing a supplier. The 

acquisition will not affect this process, 

Please explain the development of the Peoples Companies' state of the art 

information technology systems. 

When SRIFNA acquired Peoples Natural Gas it did not acquire any billing or IT systems, 
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as such services were previously provided by Dominion Resources. Dominion Resources 

provided these services under an 18-month transition services agreement to Peoples 

Natural Gas following the closing. During this period, Peoples Natural Gas was required 

to start up billing and other IT systems to operate Peoples Natural Gas, most of which 

was done under the SAP platform, which has proven to be both expandable and scalable. 

This system was then extended to Peoples Gas and ultimately Equitable Division 

customers following those acquisitions. 

The result is that the Peoples Companies have a highly effective IT infrastructure 

that does not have many of the limitations of legacy IT systems used by many other 

utilities. 

Does this conclude your direct testimony? 

Yes, it does. I reserve the right to supplement my testimony as additional issues arise 

during the course of this proceeding. Thank you. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

INTRODUCTION AND QUALIFICATIONS 

Please state your name and business address. 

My name is Richard S. Fox. My business address is 762 West Lancaster Avenue Bryn 

Mawr, PA 19010. 

By whom and in what capacity are you employed? 

I am employed as the Executive Vice President and Chief Operating Officer, Regulated 

Operations of Aqua America, Inc. ("Aqua America"). As an employee of Aqua Services, 

Inc., the service company that provides common management and services to all Aqua 

subsidiaries, I provide services to Aqua America, Aqua Pennsylvania, Inc. ("Aqua PA"), 

including Aqua PA's subsidiary Aqua Pennsylvania Wastewater, Inc. ("Aqua PA 

Wastewater"), and the regulated Aqua America subsidiaries in other states. 

What are your principal duties and responsibilities as Executive Vice President and 

Chief Operating Officer, Regulated Operations at Aqua America? 

I am responsible for the overall operations of the combined Aqua America utilities 

including the functional organizations that construct, operate and maintain the water and 

wastewater utility treatment plants and the water distribution and wastewater collection 

systems. Additionally, I am responsible for state and corporate safety, engineering, 

environmental compliance, and other functions that support the operating units. 

Organizationally, the state presidents of five Aqua America utilities, including the 

president of Aqua PA, report to me; the other three state presidents report to the Deputy 
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Q. 

A. 

Q. 

A. 

Chief Operating Officer. Collectively, we are charged with operating the water and 

wastewater utility assets in a safe and environmentally compliant manner to ensure public 

health and environmental stewardship for the benefit of our customers and their 

communities. 

What is your educational background? 

In 1983, I earned a Bachelor of Science degree in chemical engineering from Virginia 

Polytechnic Institute and State University (Virginia Tech). In 2002, I earned a Master of 

Business Administration ("MBA") degree from Villanova University. 

Please describe your professional experience. 

In my roughly 35-year career, I have worked for three pnmary employers. After 

graduating from Virginia Tech, I was employed in Hopewell, Virginia for ICI Films, a 

subsidiary of ICI Americas, Inc., which, in turn, was a subsidiary of the international 

United Kingdom based company, Imperial Chemical Industries, PLC. ICI Films 

produced high technology biaxially oriented polyester films for magnetic, industrial, and 

packaging applications. At ICI, I held positions as a process engineer, production 

engineer, and area manager. 

In 1992, I joined Toray Plastics America, Inc. ("TPA") in North Kingstown, 

Rhode Island, a subsidiary of the international Japan based company Toray Industries, 

Inc. TP A produced specialty coextruded biaxially oriented polypropylene films primarily 

for the food packaging industry. At TPA, I held the position of technical manager and 
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Q, 

A. 

Q, 

A. 

was responsible for the introduction of Toray products to the U.S. market through 

product design and development, process control optimization, plant productivity, and 

product quality assurance. 

From 2000-2002 I attended Villanova University where I earned a Master of 

Business Administration degree. 

In 2002, I was hired by Philadelphia Suburban Company, Inc., ("PSC") the 

predecessor company to Aqua America. Aqua America owns and operates regulated 

water and wastewater utilities under the jurisdiction of respective public utility 

commissions (or similar agencies) in each state where it operates. While at PSC/Aqua 

America, I held various roles of increasing responsibility including Manager of Customer 

Service, Vice President of Aqua Customer Operations, President of Aqua Utilities 

Florida, Vice President and Regional President of Aqua America, and finally Executive 

Vice President, Chief Operating Officer, Regulated Operations. 

Have you previously testified before the Pennsylvania Public Utility Commission 

("Commission")? 

Yes, I provided testimony in the 2007 Aqua PA water rate case, docketed at R-00072711. 

Please describe the purpose of your direct testimony. 

I will describe Aqua America's technical fitness to own and manage the natural gas 

operations of both Peoples Natural Gas Company LLC ("Peoples Natural Gas") and 

Peoples Gas Company LLC ("Peoples Gas"), collectively the "Peoples Companies" or 
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1 "Peoples." Specifically, I will describe Aqua America's significant experience: ownmg 

2 and operating public utility assets throughout its eight-state footprint; owning and 

3 managing another Pennsylvania public utility, i.e. Aqua PA; owning and operating 

4 pipeline public utility assets in conformance with the Public Utility Code and the 

5 Commission's regulations and orders; and implementing and managing Commission-

6 approved Long-Term Infrastructure Improvement Plans ("LTIIPs"). 

7 I will also describe Aqua America's current operations in Pennsylvania and why 

8 Aqua America's past successes integrating other public utility operations with those of its 

9 subsidiaries demonstrates that Aqua America's proposed acquisition of Peoples Natural 

10 Gas and Peoples Gas is in the public interest. 

11 Next, I will discuss Aqua America's safety mission and practices and how safety 

12 excellence will continue to be a priority and continued after the close of the Proposed 

13 Transaction. Finally, I will describe the potential for sharing core competencies and 

14 operations between Aqua PA, Peoples Natural Gas and Peoples Gas after closing of Aqua 

15 America's acquisition of LDC Funding LLC ("Proposed Transaction"). 

16 

17 II. 

18 
19 

20 Q. 

21 A. 

22 

23 

TECHNICAL FITNESS 

A. Aqua America Currently Has Substantial Experience Owning And 
Operating Public Utility Assets 

Please describe Aqua America. 

Aqua America is the second largest investor-owned water utility in the country, and is a 

financially strong, owner and operator of pipe-based utility assets in the United States. 

Aqua America owns and operates approximately 1,486 water systems across its eight-
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Q, 

A. 

Q, 

state footprint, producing more than 82 billion gallons of quality drinking water in 2017. 

The average capital budget for Aqua America's subsidiaries is approximately $500 

million combined among its eight state service tenitories. It serves approximately three 

million people drinking water sourced from three different types of water sources, 

specifically surface water (rivers, creeks, and lakes), groundwater (aquifers), and 

purchased water (via interconnects to other water purveyors). This has some analog to 

the Peoples source of supply including local gas wells, interstate transmission pipelines, 

and underground storage reservoirs. Additionally, Aqua America owns and operates 

approximately 187 wastewater systems. These too are "pipe based" utilities requiring 

operations, maintenance, and capital planning to provide safe and reliable service to 

customers and protect the environment. 

Please describe Aqua America's experience with pipeline infrastructure 

replacement. 

Aqua America's subsidiaries have prudently replaced a substantial amount of 

infrastructure. Over the past 10 years, Aqua America water subsidiaries have invested 

approximately $3.5 billion in infrastructure improvements which includes replacement of 

approximately 1,600 miles of water pipes (mains) in the water distribution systems. 

Aqua America's subsidiaries will continue to replace infrastructure for the foreseeable 

future. 

Has Aqua America or any of its subsidiaries been recognized for excellent operation 
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A. 

and management of water and wastewater utility assets within or outside of 

Pennsylvania? 

We believe the best recognition of excellent performance is knowing that our customers 

receive safe and compliant drinking water and enjoy clean and safe waterways because of 

the high-quality effluent that we discharge from our wastewater treatment plants. 

However, from time to time, external agencies do recognize our performance with awards 

and commendations. Specifically, over the past few years Aqua PA has received the 

following awards and recognitions: 

I. Water Treatment Filter Plant Performance Evaluations by Pennsylvania 
Department of Environmental Protection (PADEP). 

a. 2018. Ridley Water Treatment Plant- Commendable 
b. 2018. Upper Merion Reservoir Water Treatment Plant- Commendable 
c. 2017. Bristol Water Treatment Plant- Commendable 
d. 2017. Neshaminy Water Treatment Plant- Commendable 
e. 2017. Roaring Creek Water Treatment Plant- Commendable 
f. 2016. Crum Creek Water Treatment Plant- Commendable 
g. 2016. Pickering West Water Treatment Plant - Commendable 

2. PA Meritorious Operator - Recognized by Pennsylvania Chapter of the 
American Water Works Association 

a. Curt Steffy - 2009 
b. David Marozzi - 2015 
c. Richard Kotwica - 2018 

3. Leadership in Energy and Environmental Design (LEED) Silver Ce1iification 
- Recognized by United States Green Buildings Council (USGBC) for the 
Ridley Water Treatment Plant, Media, PA - 2014 

4. Partnership for Safe Water (Drinking Water) - Recognition by American 
Water Works Association (A WWA) as part of an alliance of the United States 
Environmental Protection Agency (EPA), the Association of State Drinking 
Water Administrators (ASDWA), the Association of Metropolitan Water 
Agencies (AMWA), the National Association of Water Companies (NA WC), 
and the Water Research Foundation (WRF). 
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A. 

a. President's Award for Water Treatment - Roaring Creek Filtration 
Plant (Phase IV) - 2016 

b. Ridley Creek Water Treatment Plant (Phase III) - 2018 
c. Ingrams Mill Treatment Plant (Phase III)- 2012 
d. All water treatment plants enrolled since 2009 in the Partnership for 

Safe Water and recognized as at least Phase II status 
5. Partnership for Clean Water (Waste Water)-Analog program to the 

Partnership for Safe Water and administrated by the AWW A. The following 
Aqua PA wastewater treatment plants (WWTP) are enrolled in this program: 

a. Media WWTP - 2016 
b. Bridlewood WWTP-2018 
c. Penn Township WWTP - 2018 

6. Upper Merion Water Treatment Plant - For the Frequency Regulation 
Batteries at Upper Merion WTP, the project was the recipient of a 
Pennsylvania Energy Development Authority (PEDA) grant award in the 
amount of $500,000. 

What experience does Aqua America have owning and managing public utilities in 

Pennsylvania? 

Aqua America has extensive experience ownmg and managing public utilities in 

Pennsylvania. Its wholly-owned subsidiary, Aqua PA, provides water and wastewater 

services to over 435,000 water customer accounts and approximately 24,000 wastewater 

customer accounts (representing a population of approximately 1.4 million people). In 

providing water and wastewater service to Pennsylvania customers, Aqua PA has 

significant expertise in owning and operating pipeline based public utility assets in 

conformance with the Pennsylvania Public Utility Code ("Code") and the Commission's 

regulations and orders. Aqua Pennsylvania, or its predecessors, have been providing 

drinking water to its customers for over 130 years and has operated successfully under 

the jurisdiction of the Commission. 
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A. 

Q. 

A. 

Please describe Aqua PA' s experience in replacing pipeline infrastructure in 

Pennsylvania. 

Aqua PA' s investment in the state's water and wastewater infrastructure continues to 

benefit customers and the environment alike. When Aqua PA first began to accelerate 

pipeline replacement in 1996, Aqua PA's pipes were being replaced on an average pace 

equivalent to a 900-year replacement cycle. Today, that has been significantly reduced to 

approximately a 90-year replacement cycle pace, which is more in line with the expected 

typical life of water pipe materials of roughly 100 years. The benefits of Aqua PA's 

main replacement program have been most dramatic in its southeastern division, which is 

the largest division, with 4,600 miles of main that serve approximately one million 

people. As a result of this multi-year pipe replacement program, main breaks have been 

reduced by 70% to an all-time low of eight breaks per 100 miles of pipe per year, and 

customer complaints, typically for discolored water, have fallen by 59%. Non-revenue 

water, a measure of pipe leakage and other causes, also continues to trend downward, 

reducing expenses for power and treatment chemicals. Mr. James Barbato further 

explains Aqua PA's main replacement program in his direct testimony, Joint Applicants 

St. No. 5. 

Does Aqua America have significant experience owning and operating natural gas 

utilities in Pennsylvania? 

No. However, as noted above, Aqua America has significant expertise in owning and 
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A. 

operating the pipeline public utility assets of its Pennsylvania subsidiary, Aqua PA, in 

conformance with the Code and the Commission's regulations and orders. 

More importantly, as I discuss further below, Aqua America will retain the same 

highly-experienced teams already in place at the Peoples Companies, which will continue 

to lead the natural gas operations of the Peoples Companies post-closing under the Aqua 

America corporate umbrella. This leadership team for the Peoples Companies, who are 

being retained to operate this segment of the proposed combined company, do have 

significant experience owning and operating natural gas utilities in Pennsylvania. 

Fmiher, as explained further by Mr. Barbato, Aqua PA currently maintains 

separate L TIIPs for its water and wastewater assets, and regularly meets the infrastructure 

replacement targets established by its L TIIPs. See Joint Applicants St. No. 5. Over the 

past 10 years, Aqua PA has replaced more than 1,300 miles of pipe and invested over 

$1.1 billion in pipeline replacement. See Joint Applicants St. No. 5. Aqua PA's 

commitment to the replacement of aging pipeline infrastructure to provide safe, reliable 

and efficient service to Pennsylvania customers demonstrates its understanding of the 

challenges associated with owning, operating and managing public utility pipeline assets. 

This same commitment to infrastructure and customers will be applied by Aqua America 

to the Peoples Companies' operating unit for natural gas. 

Why is Aqua America's technical experience owning and operating a Pennsylvania 

public utility significant to the Proposed Transaction? 

Aqua America's technical experience owning and operating Aqua PA demonstrates its 
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Q, 

A. 

experience owning and operating public utility pipeline assets in conformance with the 

Code and the Commission's regulations. This experience, combined with the expe1iise 

and commitment of existing Peoples employees who are being retained after closing of 

the Proposed Transaction, demonstrates that Aqua America is, and will continue to be, 

committed to ensuring its public utility subsidiaries provide safe, reliable and efficient 

service to Pennsylvanians. 

B. Aqua America's Prior Experience With Integration of Acquired Companies 

Please describe the operation of the Peoples Companies and Aqua PA under the 

leadership of Aqua America after closing of the Proposed Transaction. 

Aqua America's day one priority will be to ensure these systems continue to be operated 

as they are operated today with customer service, system safety, and reliability as the first 

priorities. Importantly, the existing employees and Pittsburgh-based leadership currently 

in place at the Peoples Companies will continue to lead the natural gas operations of the 

Peoples Companies after closing of the Proposed Transaction. This may have been 

different had another natural gas company purchased the Peoples Companies. Similarly, 

the existing employees and Bryn Mawr-based leadership currently in place at Aqua PA 

will continue to lead the water and wastewater operations of Aqua PA after closing of the 

Proposed Transaction. In this regard, the Proposed Transaction does not involve the 

elimination or consolidation of the operational expe1iise and intellectual capital currently 

in place at these companies. Rather, it combines the Joint Applicants' individual 

expertise under one corporate parent. 
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A. 

Q, 

A. 

Q, 

A. 

Why is the retention of the existing employees and Pittsburgh-based leadership of 

the Peoples Companies significant? 

As already described, retaining these employees and Pittsburgh-based leadership will 

ensure a seamless transition for the provision of service after the close of the Proposed 

Transaction. In addition, as explained in the direct testimony of Morgan O'Brien, the 

employees and leadership of the Peoples Companies responsible for the safe, reliable and 

efficient operation of these companies have an excellent track-record in operating and 

managing natural gas utilities and share Aqua PA' s commitment to the replacement of 

aging pipeline infrastructure throughout the Commonwealth. See Joint Applicants St. 

No, 3, As such, the Proposed Transaction will provide Aqua America access to the 

intellectual capital and expertise of the Peoples Companies' existing employees and 

Pittsburgh-based leadership, with respect to operating and managing natural gas pipeline 

assets. 

Has Aqua America successfully integrated the expertise and intellectual capital of 

other acquired water utilities under its corporate umbrella in the past? 

Yes. 

Please explain. 

I'll offer two examples. In 2012, Aqua America acquired the Ohio operations of 

American Water known as Ohio American Water ("Ohio American"). At the time, Aqua 
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Ohio had about 86,000 customers and Ohio American added about 57,500 customers and 

there were 106 active employees in Ohio American. All of these employees and 

functions were fully assimilated into Aqua Ohio on day one. A limited number of Ohio 

American employees, who met Ohio American's age and years of service thresholds, 

elected to take an early retirement. These included the Ohio American President as well 

as the Division Manager in Ashtabula. The balance of the employees moved into 

management or union positions. Among those, fourteen are still active in key leadership 

positions either at a divisional or statewide level in the now combined Aqua Ohio 

organization. In addition to those who continue to serve our Ohio customers in the roles 

they held before the acquisition, a number of former Ohio American employees have 

been given the opportunity for expanded roles. A couple of examples follow: 

• The Plant Manager in Marion, Ohio was promoted to Division Manager and was 

given responsibilities for both the Marion and Tiffin operations. 

• The Area Manager in Franklin County was promoted to lead the Aqua Ohio 

statewide environmental compliance activities. 

• Also, in Franklin County, one employee was promoted to Production Manager 

overseeing both drinking water and wastewater treatment operations and another 

was promoted from the union ranks to Field Supervisor to lead the water and 

wastewater distribution operations. 

It is important to hate that the Ohio American integration was different in that we 

were combining two operations that essentially performed the same service, albeit in 

different geographic locations. For the Peoples Companies, the acquisition adds 
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employees and operations that are different and thus the need to both retain and integrate 

intellectual capital and expertise is even greater. Hence, our commitment to maintaining 

the current employees and management at the Peoples Companies. 

The second example is smaller in scale, but more recent, and still relevant to the 

benefit of integrating the expertise and intellectual capital of other acquired water 

utilities. Aqua Illinois acquired the wastewater operations of the Village of Manteno in 

2018. The three existing employees were retained by Aqua Illinois and not only provide 

crucial continuity for the acquired operations but have already contributed to the benefit 

of other existing Aqua Illinois operations. A couple of examples follow: 

18030207v2 

• The Wastewater Plant Supervisor assumed a leadership role in Central Division 

wastewater operations, taking responsibility, in addition to Manteno, for existing 

facilities at Tri-Star Estates and Sun River Terrace Wastewater. Subsequently, 

Aqua Illinois also acquired the water and wastewater systems in nearby Peotone, 

Illinois and he coordinated the cross training of these new employees and the 

integration of these employees into the combined operations. 

• The Operational Team Lead quickly became the "go-to person" for assessing 

wastewater problems throughout Central Division, making important decisions on 

wastewater facility repairs in both Kankakee and Will County. He also initiated a 

program to rehabilitate lift stations and other wastewater facilities and identified a 

cost saving improvement to modify lift station alarm set-points to eliminate 

unnecessary after-hours call-outs. 

Both of these examples demonstrate the need and benefit of retaining employees of 
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Q. 

A. 

acquired utilities so that their expertise and operating knowledge is sustained, but also 

highlights the new opportunities for employee growth and the benefits that can be derived 

from integrating this expertise into the incumbent organization and operation. 

Please summarize how the day-to-day operations of the Peoples Companies and 

Aqua PA would be affected by the Proposed Transaction. 

The day-to-day operations of these companies would largely be unaffected. As 

previously mentioned, Aqua America will retain the Pittsburgh-based employees and 

leadership of the Peoples Companies to ensure the natural gas pipeline and distribution 

system assets will continue to be managed and maintained by the persons that have 

historically provided the safe, reliable and efficient operation of these assets. Similarly, 

Aqua America will retain the Bryn Mawr-based employees and leadership of Aqua PA to 

ensure the water and wastewater pipeline assets will also continue to be managed and 

maintained by the persons that have historically provided the safe, reliable and efficient 

operation of these assets. 

After closing of the Proposed Transaction, Aqua America would possess 

substantial technical expertise related to both natural gas operations and water and 

wastewater operations. Under the Aqua America corporate umbrella, the subsidiary 

companies would not only possess the requisite technical experience to operate their 

respective assets, but also have the opportunity to share their respective expertise with all 

Aqua America subsidiaries including Aqua PA and the Peoples Companies. Therefore, 

the contemplated change in ownership of the Peoples Companies would provide 
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III. 

Q. 

A. 

substantial benefits to all stakeholders, which I discuss in detail below. 

SAFETY PRACTICES AND PROCEDURES 

Do Aqua America and its subsidiary water and wastewater operations maintain 

practices and procedures that promote a culture of safety? 

Yes. Safety of both our employees and customers is at the forefront of what we do. 

All of our employees are responsible for safely providing water and wastewater 

utility service. Technically, this responsibility falls under my duties. The safety program 

is led by a national director and team of specialists who work side-by-side with 

operations teams and management to implement safe working practices and procedures 

across our eight-state footprint. In addition to routine weather, exertion related, slips and 

falls, and environmental exposures, our workers face risks in day-to-day activities 

involving confined spaces, construction work zones, fall protection, chemical handling, 

electrical safety, and emergency response to name a few. All workers from front line to 

senior management are tasked to be aware of job hazards and empowered to create a safe 

work environment every day. 

For this application, I will focus on the safety program in Pennsylvania. Local 

safety committees at the division level led by operations enables field level elevation of 

concerns, but also empowers employees to handle issues locally. Aqua America 

encourages a "bottom up" approach that generates ownership. Aqua PA is also a 

participant of the President's Safety Council, sponsored by me as Chief Operating Officer 

for overall program direction and support, to provide guidance on any issues brought 
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Q. 

A. 

forth by subordinate safety committees, and ensures sharing of best practices across 

subsidiaries. This is a "top down" approach that adds commitment, funding, and 

encourages consistency and standardization. We feel so strongly as a management team 

about the safety of our employees and customers that our compensation is directly tied to 

reaching safety performance metrics. 

Please describe Aqua America's success in creating and maintaining a culture of 

safety. 

Aqua America's stated Vision summarizes its culture of safety as follows: 

At Aqua America, we know that water is a precious resource - one that 

plays a critical role in sustaining life. We take seriously our responsibility 

to protect and provide this essential resource. We are committed to 

sustainable business practices; excellent customer service; attracting and 

developing top talent; the strategic growth of our company; delivering 

shareholder value; investing in technology and infrastructure; and giving 

back to the communities in which we operate. We do all these with 

integrity and transparency. 

With the exception of the direct reference for water, which could easily be supplemented 

with similar and relevant references to natural gas, this vision has guided our company in 

writing since it was captured in words a few years ago but more importantly in spirit for 

many years before that. This vision applies to everything, including safety, at Aqua 

America and has enabled the success we have achieved in the broadest definitions of 
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Q, 

A. 

IV. 

Q, 

safety (worker health and injury prevention, vehicle accidents, and customer health -

through drinking water quality and environmental stewardship). The Peoples Companies 

already have a parallel and equivalent culture and success with respect to their safety 

(also in the broadest sense including pipeline safety, gas leak response, and methane 

emissions). As a combined company with the same management teams, the same 

employees, and these shared values and visions, we will continue to improve safety for 

our employees, our customers, our communities, and our environment. 

Why is this commitment to maintaining a culture of safety important in the context 

of the Proposed Transaction? 

Aqua America's culture of safety further demonstrates that it is technically fit to own and 

operate natural gas pipeline assets through its acquisition of the Peoples Companies. 

Aqua America has substantial experience addressing the challenges of safely owning, 

operating and maintaining pipeline utility assets. The Proposed Transaction would add 

Aqua America's experience to the substantial expertise and experience currently 

possessed by the Peoples Companies and would create a combined entity that is 

dedicated to safely owning and operating public utility pipeline assets. 

POTENTIAL POST-TRANSACTION SHARED OPERA TIO NS 

After the close of the acquisition, will there be any opportunities for the Peoples 

Companies and Aqua America to share operations experience to the benefit of 

stakeholders? 
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A. 

Q. 

A. 

Yes. Both Aqua America and the Peoples Companies share complementary core 

competencies. These include expertise in pipeline replacement, strong relationships with 

customers, credibility with regulators and operational excellence. All of these would 

create long-term value for stakeholders. Mr. Barbato expands upon sharing expertise in 

pipeline replacement in particular in his testimony, Joint Applicants St. No. 5. 

How would sharing this expertise benefit stakeholders? 

My expectation is that because Aqua America, its subsidiaries and the Peoples 

Companies are quite good at what they do today, there is an opportunity for each 

company to learn from each other and perform all types of work more effectively. One 

clear benefit in regard to the Peoples Companies is that any improvement in effectiveness 

could allow even more or faster replacement of the riskier natural gas pipes for the same 

level of resources than currently planned. As stated in other testimony, Aqua America 

will commit to continue the Combined Distribution LTIIP of the Peoples Companies 

following the acquisition as approved by the Commission. However, in addition, Aqua 

America commits to reviewing the current Combined Distribution L TIIP of the Peoples 

Companies and considering, in consultation with the subject matter expe1is at the Peoples 

Companies, whether further acceleration would benefit the Peoples Companies' 

customers. These commitments demonstrate that the Proposed Transaction would 

provide significant opportunities for Aqua America and the Peoples Companies to share 

their respective expe1tise in public utility infrastructure replacement and continue to 

pursue aggressive replacement strategies to provide for the safe, reliable and efficient 
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Q, 

A. 

provision of public utility services. 

Additionally, Aqua America, through the Peoples Companies subsidiaries, will 

commit to continuing the existing unaccounted for gas ("UFG") mitigation plan that the 

Peoples Companies have already developed. 

You mentioned that Aqua America and the Peoples Companies each currently have 

strong relationships with their customers. Please explain. 

Aqua America, and in particular Aqua PA for this discussion, is committed to providing 

exceptional customer service to our customers. Foremost, Aqua PA is committed to 

sharing information and educating our customers on a variety of different issues that 

impact them. Aqua PA proactively utilizes our website, social platforms, bill inserts, 

messages printed on the bills, and our emergency notification system known as 

WaterSmart. For Aqua PA's distribution replacement program, Aqua PA provides notice 

to customers ahead of time of any possible disturbance to their street related to the 

project, and by coordinating with local officials. If the Proposed Transaction is approved 

by the Commission, Aqua America and the Peoples Companies would continue to deliver 

this commitment to customers. 

I note that the Peoples Companies participate in the Customer Service 

Performance study published by the Commission. This study measures many critical 

customer satisfaction measures including call center operating metrics, billing, meter 

reading and response to disputes. In addition, the study measures customer satisfaction 

through a transactional survey which measures performance in the areas of call center, 

19 
18030207v2 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

Q. 

field technicians and overall satisfaction with representatives from the Peoples 

Companies who handle customer contacts. The Peoples Companies have consistently 

performed in the top third in all categories. Aqua America will be committed to this 

consistent performance. 

Please explain how Aqua America and the Peoples Companies will be able to share 

their experience with regulators. 

I am going to answer this question in the context of all regulators. Both current 

companies, Aqua America and the Peoples Companies, are regulated by numerous 

government agencies. In the case of Aqua America, we are regulated by the state public 

utility commissions (or equivalent agency) in each state. In addition, we are regulated by 

the state agency responsible for environmental protection, the state agency responsible 

for public health, and the federal Occupational Safety and Health Administration, as 

primary operational regulators. There are others. In addition, the Peoples Companies are 

regulated by the federal Depaiiment of Transportation or their state primacy agencies for 

pipeline safety. Both companies have a long history of compliance and cooperation with 

regulators to meet or exceed the requirements that our customers and the community 

reqmre. This same commitment would be retained by both operating units, Aqua 

America and the Peoples Companies, once they are combined. 

You previously mentioned that the Proposed Transaction would allow Aqua 

America and the Peoples Companies to share and create operational efficiencies. 
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A. 

Q. 

A. 

Please explain. 

If approved, the Applicants believe that they would be able to share operational best 

practices, engineering, construction, IT systems, and, over time, leverage economies of 

scale in purchasing, consultants, system maintenance and some service department 

functions, to the benefit of customers and other stakeholders. 

Please explain how the Peoples Companies and Aqua America will be able to share 

best practices. 

Currently, both Aqua America and the Peoples Companies share complementary core 

competencies and perform many functions that are similar. For example, both utilities 

utilize departments that focus on construction, restoration, metering and meter reading, 

compliance, and call center operations. 

As a combined company, with shared executive leadership, the forum will exist 

for both operating units, water and gas, to exchange each other's processes and 

procedures for performing the above and other functions. It is my expectation that this 

exchange of ideas will lead to opp01iunities for improvement. These improvements, 

almost by definition, will benefit customers by providing better service, reliability, 

efficiency, quality, etc. These efficiencies and improvements result from combining and 

comparing the Joint Applicants' best practices in these core areas under the same 

corporate umbrella. 

As an example for the Peoples Companies, Aqua PA's processes for securing 

long term fixed price contracts for construction contractors can provide benefits. 
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Q. 

A. 

Q. 

Properly managed, these contracts reduce price risk, but perhaps more importantly, 

secure the required resources on a long-term basis to perform the construction work 

required to implement a multi-year LTIIP. 

Please explain how the Peoples Companies and Aqua America will be able to share 

IT assets. 

As noted in the Application, one example is the Peoples Companies installed a new 

enterprise scale SAP information technology platform for financial reporting, customer 

information system, and other functions following acquisition by SteelRiver 

Infrastructure Fund North America. Aqua America has systems that provide these same 

functions. However, the systems at Aqua America do not currently utilize a standardized 

technology platform and, in the case of the customer information system, will need to be 

replaced or upgraded at some point in the future. These types of IT projects are 

inherently risky. However, by leveraging the existing system that has been developed 

and implemented successfully by the Peoples Companies for essentially the same type of 

service (i.e. a metered utility), Aqua America may be able to make the 

replacement/upgrade that is required with less cost and lower risks than a "greenfield" 

implementation. Once we can confirm our belief that leveraging the Peoples Companies' 

SAP platform will be a prudent approach, this will have direct benefits for the customer 

service the combined companies provide. 

How would sharing a standardized SAP Technology Platform benefit the 
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A. 

Q. 

A. 

stakeholders of Aqua America and the Peoples Companies? 

In addition to the benefits described above for the implementation of standardized 

technology, if both the gas and water/wastewater operations operate from the same 

platform, the combined company would be able to develop a large, multi-utility service 

company. At that time, Aqua America can leverage a larger platform to create a more 

efficient and effective overhead structure than can be possible for each operation on a 

standalone basis. This may benefit areas such as finance, human resources, regulatory, 

IT and supply chain. A single IT platform also may improve the efficiency of customer 

services since many of the business processes are similar and one system is easier and 

less costly to maintain and operate than two. 

Will the potential to share operations have any other benefits for Aqua America's 

and the Peoples Companies' stakeholders? 

As noted in the Application, the Proposed Transaction will create opportunities for 

economies of scale to enhance service across natural gas and water and wastewater 

operations. The Proposed Transaction will result in a larger customer base of both gas 

and water and economies of scale will allow Aqua America to create greater and more 

efficient opp01iunities for investment in technology solutions. This technology can 

enhance customer service tools, and provide tools for enhanced management of similar 

activities, including the design and engineering of pipe replacement programs, mapping 

of pipelines, and other work efficiency tools that might not be economical on a 

standalone basis. 
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2 Q. 

3 A. 

4 

Does this conclude your direct testimony? 

Yes, it does. I reserve the right to supplement my testimony as additional issues arise 

during the course of the proceeding. Thank you. 
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I. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

INTRODUCTION 

Please state your name and business address. 

My name is James C. Barbato. My business address is 762 West Lancaster Avenue, Bryn 

Mawr, PA 19010. 

By whom and in what capacity are you employed? 

I am employed as the Vice President, Corporate Engineering of Aqua America, Inc. 

("Aqua America"). I provide services to Aqua America and Aqua Pennsylvania, Inc. 

("Aqua PA"), including Aqua PA's subsidiary Aqua Pennsylvania Wastewater, Inc. 

("Aqua PA Wastewater") 1 as well as the same services for the other seven state 

subsidiaries. 

What are your principal duties and responsibilities as Vice President, Corporate 

Engineering at Aqua America? 

I am responsible for Aqua America's shared engineering services that support our states 

subsidiaries including our GIS program, energy management, larger capital project 

execution and Automation Control. Additionally, I manage the capital planning process, 

ensuring that our compliance, safety and other priorities are developed into projects and 

executed for all eight operating subsidiaries including Aqua PA. 

What is your educational background? 

I graduated from Drexel University in 1999 where I earned a Bachelor of Science degree 

1 Unless otherwise specified herein, references to Aqua PA also include Aqua PA Wastewater. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

in Civil Engineering. I also graduated from the University of Delaware in 2003 where I 

earned a Masters of Business Administration degree. 

Please describe your professional experience. 

Prior to joining Aqua in 2007, I spent nine years in the refining sector with the Valero 

Energy Corporation focused on project delivery and execution. Upon joining Aqua, I 

was Regional Engineer for several of our state subsidiaries including Aqua New Jersey 

and Aqua Virginia where I was tasked with short-term and long-term capital planning, 

budgeting, designing and implementing capital projects. I am also a licensed professional 

engineer in three states, Delaware, New Jersey and Virginia. 

Have you previously testified before the Pennsylvania Public Utility Commission 

("Commission")? 

No. However, I haye submitted direct testimony before the New Jersey Board of Public 

Utilities related to numerous regulatory petitions for the Aqua New Jersey subsidiary. 

Please describe the purpose of your direct testimony. 

The purpose of my direct testimony is to provide a detailed overview of Aqua America's 

experience safely owning, managing and operating pipeline-based public utility systems 

in Pennsylvania and across the country. First, I will describe Aqua PA' s experience 

managing water and wastewater pipeline assets in Pennsylvania, including its pipeline 

replacement plans and strategies and the direct benefits that have resulted from the 

implementation of such plans and strategies. Next, I discuss how Aqua America's 

2 
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experience and commitment to the safe operation and proactive replacement of public 

utility pipeline infrastructure aligns with and bolsters the culture of safety and 

replacement currently in place at Peoples Natural Gas Company LLC, including its 

Equitable Division, ("Peoples Natural Gas") and Peoples Gas Company LLC ("Peoples 

Gas"), collectively refeITed to as "the Peoples Companies." Finally, I provide an 

overview items that Aqua America is willing to explore as paii of its acquisition of the 

Peoples Companies (the "Proposed Transaction") to support and maintain the Peoples 

Companies' existing infrastructure replacement programs and commitments. 

AQUA PA'S EXPERIENCE WITH PIPELINE-BASED PUBLIC UTILITY 
INFRASTRUCTURE 

Please describe the nature of the pipeline public utility assets owned, operated and 

maintained by Aqua PA. 

Aqua PA owns and operates water systems serving approximately 435,000 customers 

in 32 counties throughout :Pennsylvania, and wastewater systems servmg 

approximately 24,000 customers in 15 counties. Its water distribution systems 

include approximately 5,800 miles of pipe, 23,400 hydrants, 75,000 valves, and 

425,000 customer meters. Aqua PA's service territories include a contiguous 

distribution system within portions of Bucks, Chester, Delaware, and Montgomery 

counties and separate smaller systems throughout the remainder of Pennsylvania. 

Are there substantial similarities between the type of pipelines used to provide water 

and wastewater service, and the type of pipelines used to provide natural gas 

service? 

3 
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A. 

Yes. The infrastructures for both water/wastewater and natural gas utilize buried 

pipeline infrastructure to transmit a natural resource to customers. Both types of utilities 

utilize similar networks of transmission pipelines, distribution pipelines, regulating 

stations, utility right of ways, service lines and meters serving customers. Both utilities 

provide a service through a pressurized pipeline which reaches directly into customers' 

homes and businesses. 

Are there substantial similarities between the challenges faced by water and 

wastewater utilities and natural gas utilities when it comes to the replacement of 

aging pipeline infrastructure? 

Yes. Both utilities operate with Commission-approved Long-Te1m Infrastructure 

Improvement Plans ("L TIIP"), which covers infrastructure investment under the 

Distribution System Improvement Charge ("DSIC"). The implementation of main 

replacement projects under the DSIC program and other construction related activities 

demonstrates the similar challenges faced by both utilities. Both utilities prioritize their 

pipeline replacement efforts based on age and condition of mains. In undertaking these 

projects, both companies must be mindful of many other factors including securing 

permits from local and state agencies, coordinating with Township paving projects, 

qualifying contractors to perfmm work, securing materials for construction projects, 

interacting with customers during service outage periods and connecting new 

infrastructure to the pressurized existing infrastructure. 
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Q. 

How has Aqua Pennsylvania addressed these challenges in its replacement of aging 

water and wastewater pipeline infrastructure? 

In the mid-1980s, Aqua PA (then known as Philadelphia Suburban Water Company) was 

one of the first water companies in Pennsylvania to request the Commission to replace 

the prior 4% compound depreciation method with a straight line, remaining life method. 

This change increased the amount of depreciation recovered in rates, which increased the 

internally generated funds available to fund plant replacement. However, this change 

was insufficient to support accelerated main replacement. In the mid-1990s, Aqua PA' s 

mains were on a 900-year replacement cycle. With a growing, and aging, system, Aqua 

PA recognized that further innovative thinking with respect to pipeline replacement was 

needed. Again, Aqua PA took a leading role in presenting to, and obtaining approval 

from, the Commission for an innovative mechanism to support infrastructure 

replacement, the DISC. 

Subsequently, the General Assembly adopted Section 1307(g) of the Public 

Utility Code, 66 Pa. C.S § 1307(g), which expressly authorized a DSIC for water utilities. 

Aqua PA proposed and received authority to implement a DSIC in 1996. Since that time, 

Aqua PA has had an ongoing water main renewal program that includes replacement of 

aged and aging pipeline distribution infrastructure. The DSIC has been an integral tool in 

enabling Aqua PA to replace aging pipeline infrastructure throughout the 

Commonwealth. 

Please describe Aqua PA's utilization of the DSIC after the passage of enabling 

legislation. 
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A. As noted above, Aqua PA implemented a DSIC in 1996. Since then, Aqua PA has 

proactively utilized the DSIC to fund investments in the accelerated replacement of 

pipeline infrastructure throughout its service territory. In fact, Aqua PA became a leader 

in pipeline infrastructure replacement in Pennsylvania and has been recognized for 

implementing its replacement strategies in a safe, prudent and efficient manner. Aqua 

PA received the 2008 National Association of Water Companies Innovation Award for 

the implementation of two management systems to prioritize and efficiently manage the 

replacement of pipeline infrastructure. 

In December of 2008, Aqua PA requested that the Commission increase the 

maximum DISC cap to 7.5% in order to provide additional resources to expand and 

accelerate the replacement of its aging infrastructure. At the time of the filing, increasing 

the maximum DSIC rate by 2.5% facilitated an additional $65.5 million in DSIC-eligible 

capital expenditures, which supported approximately 50 to 70 additional miles of main 

replacements before reaching the proposed 7.5% DSIC cap. The Commission approved 

Aqua PA's accelerated DSIC on July 23, 2009. The chart below from the Aqua PA 

LTIIP filing demonstrates the additional investment and infrastructure replaced as a result 

of the accelerated 7.5% DSIC cap. 

6 
17826832v6 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

Q. 

A. 

Q. 

Aqua PA- Miles of Pipe Replaced and Rehabilitated 

200 

1,909 MIies (33% of Aqua pipe network) Renewed Under DSIC Program 

180 

DSIC Increased to 7 .5% ~ 

160 

- Milu of Plpt Replaced 
l40 - - Miles of Pipe Cle.1ned & Lined 

- - 1%.Atlnual F;eplacement Ailte 

120 

100 

80 u::.n .. 1mp1ememed (!9 5'¾1 

60 

,o 

\ 
- - - - - -.. - - - ------ -\ -- -- -,_ , 

- -~\ 
20 

I I I 
' 

, ~ ....-
1995 1996 1997 1998 1999 2000 2001 2002 2003 200, 2005 2006 2007 2008 2009 2010 2011 1012 2013 2014 2015 2016 

Please_ discuss some of the benefits experienced by Aqua PA in its proac~ve and 

pl'Udent approach to distribution 1·eplacement. 

The value of accelerated infrastructure improvement is substantial, benefiting customers 

today and well into the future with improved service reliability, improved water quality, 

increased water pressure, fewer main breaks, imprnved flow protection, fewer service 

interruptions, and lower levels of non-revenue water. Several specific examples are 

presented later in my testimony. 

Please provide some statistics on Aqua PA's main replacement and Aqua America 

DSIC replacement over the past 10 years. 
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A. 

Over the past 10 years, Aqua PA has replaced over 1,300 miles of distribution mains 

throughout the Commonwealth as well as the commensurate number of services lines, 

valves, hydrants and customer meters. Under its current LTIIP, Aqua PA is replacing 

more than 2.3% of the pipe inventory on annual basis. The PA DSIC program has been 

successful in improving the overall system reliability, efficiency and water quality to our 

customers. Similar surcharge mechanisms have been adopted in six other of Aqua 

America's states in more recent years, and Aqua America has replaced over 1,600 miles 

of distribution mains throughout our footprint over the past 10 years. 

What have been some direct results of these actions? 

The figure below shows the general decline in water main break rates for Aqua PA's 

main (Southeast) division since 2000. The Southeast Division ("SEPA") contains 

the original service territory of Aqua PA, and is the largest division of Aqua PA, 

with approximately 4,600 miles of main serving approximately one million people. 

Most water main breaks occur during the cold winter months, so yearly variations 

are expected based on the severity of the weather. However, there is a definite 

downward trend in main breaks resulting from the DSIC program. This results in 

fewer interruptions of service to customers thereby improving reliability. 
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3 The next chrui shows a decline i11 the water quality complaints over the same period of time, 

4 which speaks to both the lower water quality complaints for both taste and odor complaints, and 

5 discolored water service orders. 
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Please provide additional information concerning Aqua PA's LTIIP. 

Aqua PA was ftrst required to submit an LTIIP in 2017 for its water operations, as a 

result of the Commiss_ion'~ adoption of its ~upplemental Implementati_on Order with 

respect to Act 11 of 2012. That LTIIP identifies the rehabilitation or replacement of 

approximately 1,500 miles of candidate pool distribution mains. In 2017 and projected 

for 2018, Aqua PA wm replace over 260 miles of distribution mains, and will invest over 

$375 million in DSIC-eligible plant. 

Can you provide background on Aqua Pennsylvania's experience with acquiring 

systems throughout the Commonwealth? 

Since 1999, Aqua has been acquiring various water systems throughout the 

Commonwealth. Many of these water distribution systems were in poor condition when 
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acquired, have aged infrastructure and have experienced high water loss more commonly 

known now as non-revenue water. Corrective water quality and reliability measures, 

including water main replacement, have been, and continue to be, needed for these 

systems. Many of the issues identified above were inherited from the water systems that 

Aqua PA has acquired and the tools presented to improve these systems were applied 

from Aqua PA's main division. Mr. Fox outlines two specific larger acquisitions and, 

specifically, the utilization of the acquired company's existing resources post-acquisition. 

Aqua America is committed to the same type of success and collaboration for the Peoples 

Companies given the wide range of acquisition experience. 

AQUA AMERICA'S COMMITMENT TO THE SAFE OPERATION AND 
ACCELERATED REPLACEMENT OF AGING PIPELINE INFRASTRUCTURE 
IS SHARED BY THE PEOPLES COMPANIES. 

Please describe the Peoples Companies commitment to the safe operation and 

accelerated replacement of aging pipeline infrastructure. 

The Peoples Companies' commitments are demonstrated by the accelerated risk based 

distribution main replacement program in place, the Combined Distribution LTIIP 

approvals, the Unaccounted-For Gas ("UFG") Mitigation Plan and many other aspects of 

the Peoples Companies' business. Joint Applicants' witness Morgan O'Brien explains 

the Peoples Companies replacement programs and strategies in greater detail. See Joint 

Applicants St. No. 3. 

Do the Peoples Companies currently maintain a Commission-approved LTIIP? 

Yes. Similar to Aqua PA, the Peoples Companies do maintain an L TIIP that sets forth an 

accelerated pipeline infrastructure replacement plan for pipeline infrastructure in their 
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Q. 

A. 

service areas. The Peoples Companies have a Combined Distribution L TIIP. The 

Combined Distribution LTIIP is now a single LTIIP addressing Peoples Natural Gas, 

Peoples Natural Gas-Equitable Division, and Peoples Gas. 

Have you reviewed the Peoples Companies' Combined Distribution LTIIP filings? 

Yes. 

Please comment on the similarities and differences between Aqua PA's LTIIP and 

the Peoples Companies' Combined Distribution LTIIP filing. 

As an initial matter, I note that while the basic strategies and commitments underlying the 

companies' LTIIPs are similar, i.e., the companies' LTIIPs target aged pipeline 

infrastructure for replacement while maintaining reliable service to customers, the type of 

materials used in the pipeline infrastructure that is being replaced is different. While 

there are some associated differences related to the different types of material used in 

Aqua PA's and the Peoples Companies' respective pipeline assets, I note that, because 

the existing employees and management for both Aqua PA and the Peoples Companies 

will be maintained if the Proposed Transaction is approved, the post-acquisition 

companies' specific expertise and intellectual capital regarding water and wastewater 

pipeline and natural gas pipeline ownership, operation, maintenance and replacement will 

be maintained. Indeed, as explained by Joint Applicants' witness Mr. Fox, the Proposed 

Transaction offers unique opp01iunities for these companies to share their respective 

expe1iise to further improve existing operation, maintenance and replacement strategies. 

See Joint Applicants St. No. 4. 
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Please continue. 

Generally, the primary similarities between the Peoples Companies' and Aqua PA's 

respective LTIIPs include: (1) accelerated replacement of distribution mains and service 

laterals that have reached the end of their useful life while maintaining reliable service to 

customers; (2) the development of prioritization plans based on their respective systems' 

reliability metrics; (3) the resolution of restoration requirements with many communities 

across the Commonwealth; and ( 4) the implementation of long-te1m targeted distribution 

main replacement efforts. 

As far as the primary differences in the companies' respective LTIIPs, and/or the 

pace of replacement thereunder, Aqua PA is currently replacing its "at risk" or "candidate 

pool" pipe at a pace of approximately 8.6%2 per year, and the Peoples Companies is 

currently replacing its "at risk" pipe at a pace of approximately 4.3% per year. In 

addition, Aqua PA typically replaces mostly cast iron water mains with ductile iron 

mains, while Peoples typically replaces mostly cast iron and bare steel distribution main 

with plastic gas main. 

What do you believe would be the effect on the respective Aqua PA and Peoples 

Companies LTIIPs by the Proposed Transaction? 

I believe that the alignment of these companies under the same corporate umbrella will 

result in a continued commitment to the replacement of aged pipeline public utility 

infrastructure. In addition, by sharing in this commitment, I believe the companies' 

2 The 8.6% replacement rate relates to Aqua PA's LTIIP candidate pool distribution pipe replacement. The 2.3% 
replacement rate stated earlier relates to the overall replacement of Aqua PA 's system pipe. 

13 
17826832v6 



1 

2 

3 

4 

5 
6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

IV. 

Q. 

A. 

Q. 

A. 

personnel will be able to share their respective experience and expertise in pipeline 

infrastructure replacement to continue to efficiently meet or improve efficiency to exceed 

the infrastructure replacement goals set forth in their respective L TIIPs. 

AQUA AMERICA'S PROPOSED COMMITMENTS REGARDING PIPELINE 
INFRASTRUCTURE MAINTENANCE AND REPLACEMENT 

Please summarize the specific, initial infrastructure replacement commitments that 

Aqua America proposes with respect to its acquisition of the Peoples Companies. 

Aqua America commits to take the following actions, should the Proposed Transaction be 

approved, including meeting the defined LTIIP main replacement schedules and the 

defined UFG targets outlined in the Section 1307(f) filings. Each of these commitments 

is explained in greater detail below. 

Please explain how Aqua America intends to support and maintain the Peoples 

Companies' LTIIP after closing of the Proposed Transaction. 

Aqua America believes that the Peoples Companies have a robust LTIIP, approved by the 

Commission, that has proven to be effective based on the amount of pipe that has been 

replaced thus far. In cooperation with the Peoples Companies, Aqua America intends to, 

where appropriate, introduce additional resources into the main replacement equation in a 

safe, prudent, and efficient manner, and review the potential to further accelerate the 

replacement rate of at-risk pipe. To increase the reliability towards achieving the LTIIP 

replacement rates, and possible accelerated rates, for the Peoples Companies, Aqua 

America would consider many tools to determine the appropriate combination of 

strategies in coordination with the cun-ent Peoples Companies' leadership's and 
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A. 

management's input, knowledge and expenence. Some methods could include: 1) 

additional teams of contracted resources for main and service line installation and 

restoration activities; 2) additional teams of field employees to suppmi the live gas 

connection activities; and 3) additional teams of support employees for engineering, 

design, accounting, procurement or other functions that would maintain the effectiveness 

of the main replacement program. The strategies would provide additional resources and 

improve effectiveness where necessary to remove as many ban-iers as possible towards 

the goal of fulfilling the L TIIP main replacement schedule. 

Does Aqua America propose any commitments that are specific to the Peoples 

Companies' existing gathering pipelines? 

Yes. 

Please describe your review of the Peoples Companies' existing gathering pipelines. 

I have reviewed the latest Section 1307(:f) annual gas purchasing cost reconciliation and 

recovery filing documents, including the settlement related to UFG for the gathering 

systems. The gathering systems for the Peoples Companies are unique compared to other 

natural gas utilities in Pennsylvania, in that none of the other major natural gas utilities 

own gathering systems. The Peoples Companies, on the other hand, maintain extensive 

gathering systems that consist of over 2,000 miles of pipe and 23 field compressor 

stations. In addition, I note that the gathering systems have higher UFG rates compared 

to traditional distribution only gas utilities. As paii of the settlement from their recent 

Section 1307(:f) filing, the Peoples Companies have agreed to a staggered and lowering 
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bar of gathering UFG target ("UFG target") reductions in accordance with the UFG 

Mitigation Plan. The Peoples Companies will be subject to a gathering UFG target of 

9.0% for the year ending August 31, 2019, 8.5% for the year ending August 31, 2020, 

and 7.5% for the year ending August 31, 2021. 

What commitments regarding the Peoples Companies UFG reductions does Aqua 

America propose to implement if the Proposed Transaction is approved? 

Aqua America supports the Peoples Companies approach under the settlement for a 

phased plan to mitigate and reduce the UFG rates on the Peoples Companies gathering 

systems over the next three years. Under the settlement, the Peoples Companies will 

lower the UFG rates over their gathering systems as outlined above. Aqua America 

believes the UFG mitigation plan will be effective in achieving the desired results. 

However, where necessary, and if the most cost-effective approach, Aqua America would 

consider augmenting the UFG Mitigation Plan to include additional resources that would 

drive toward lower UFG rates across the service territory. I note that the Peoples 

Companies' UFG Mitigation Plan recognizes that gathering pipe replacement may not be 

the best solution in all instances. Aqua America will consult and coordinate with the 

Peoples Companies as they continue to develop solutions with respect to gathering pipe. 

Is Aqua America willing to consider discussing and implementing any other 

commitments with respect to the Peoples Companies after closing of the Proposed 

Transaction? 
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Yes. Both the Peoples Companies and Aqua America utilize sophisticated strategies to 

execute our capital programs. We plan to develop our operational collaboration team to 

leverage our best practices to the benefit of all our customers. These strategies include 

coordinating our capital planning processes, identifying common risk prioritization 

metrics, aligning our trench restoration practice, reviewing our technology platforms and 

summarizing our combined larger contractor network that all allow our respective main 

replacement programs to function in a highly efficient manner. 

Does this complete your direct testimony? 

Yes. I reserve the right to supplement my testimony as additional issues arise during the 

course of the proceeding. Thank you. 
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