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Moody's downgrades American Water and American Water Capital

Corp. to Baa1 from A3; outlooks stable
Rating Action: 

01 Apr 2019

Approximately $6.3 billion of long-term debt affected

New York, April 01, 2019 -- Moody's Investors Service ("Moody's") downgraded the long-term Issuer
Rating of American Water Works Company,Inc. (American Water) and the senior unsecured debt issued
by its financing vehicle American Water Capital Corp. (AWCC) to Baa1 from A3 reflecting a
consolidated financial profile that will continue to weaken over the next 12-18 months. Moody's also
affirmed AWCC's P-2 short-term commercial paper rating. The outlooks for both companies are stable.

RATINGS RATIONALE

"American Water's financial profile is declining due to debt-fundedcapital spending and growing
shareholder dividends amidst near-term cash flow pressures from tax reform" said Ryan Wobbrock, Vice
President -- Senior Credit Officer. "These trends will push the ratio of funds from operations (FFO) to net
debt to around 14% at the same time that structural subordination of holding company debt has
increased, with approximately 25% of total debt at the holding company" added Wobbrock.

The financial profile of the company has steadily declined since 2014 with free cash flow deficits and
debt issuance having outpaced cash flow growth, as the company took on nearly $6.5 billion of capital
spending. For example, free cash flow deficits have grown at a compound annual growth rate (CAGR) of
around 62%, debt has grown at over 9% CAGR and FFO at roughly a 6% CAGR. For most of this time,
the company was benefitting from bonus depreciation, which resulted in no cash tax payments. However,
2017 federal tax reform undid these benefits, which has also contributed in key ratios declining, such as
funds from operations (FFO) to net debt dropping from 18% in 2014 to 16% in 2018 and retained cash
flow (RCF) to net debt falling from 15% in 2014 to just above 12% in 2018.

Over the next 12-18 months, we expect these ratios to be around 14% and 10%, respectively, as the
companyspends around $1.7 billion in capital investments,pays a dividend of about $350 million and
generates about $1.4 billion in funds from operations on a last twelve month basis. These are below the
grid scoring ranges outlined for A rated companies in our Regulated Water Utilities rating methodology.
American Water is not planning any equity issuance over the next five years to help fundover $8.0 billion
of capital spending and dividend growthof about 10% per annum.

The financial decline has come despite improved cost recovery provisions across American Water's
regulatory footprint, including several infrastructure riders and trackers that make cost recovery more
certain and reduce regulatory lag, which support the company's stable outlook. The strong regulatory
support for operating and capital expenditure cost recovery continues to be a qualitative benefit for the
company, since we estimate that over 60% of annual capex is placed into rate base each year.

American Water's Baa1 unsecured credit profile is underpinned by its market position as the largest US
investor-owned water utilityholding company and strong regulatory and operational diversity across 16
states.

Factors that could lead to an upgrade
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American Water could be upgraded if consolidated FFO to net debt were to returnto levelsconsistently
above 15%. Reduced holding company leverage and the improved credit qualityof its two primary
subsidiaries in Pennsylvaniaand New Jersey wouldalso help to provide ratings lift.

Factors that could lead to a downgrade

FFO to net debt or retained cash flow to net debt around12% and 7%, respectively,could place
downwardpressure on American Water's rating. Similarly,continuedgrowth in holding company leverag
or anymateriallyadverse regulatorydevelopmentsor operational set-backs could also lead to a
downgrade.

Downgrades:

..Issuer:American Water Capital Corp.

.... IssuerRating, Downgraded to Baa1 from A3

....SeniorUnsecuredRegularBond/Debenture,Downgraded to Baa1 from A3

..Issuer:American Water Works Company,Inc.

.... IssuerRating, Downgraded to Baa1 from A3

..Issuer:Berks CountyIndustrialDevelopmentAuth.,PA

....SeniorUnsecuredRevenueBonds, Downgraded to Baa1 from A3

..Issuer:California PollutionControl Financing Auth.

....SeniorUnsecuredRevenueBonds, Downgraded to Baa1 from A3

..Issuer:IllinoisDevelopmentFinance Authority

....SeniorUnsecuredRevenueBonds, Downgraded to Baa1 from A3

..Issuer:IllinoisFinance Authority

....SeniorUnsecuredRevenueBonds, Downgraded to Baa1 from A3

..Issuer:IndianaFinance Authority

....SeniorUnsecuredRevenueBonds, Downgraded to Baa1 from A3

..Issuer:MARICOPACOUNTYINDUSTRIALDEVELOPMENT AUTHORITY,AZ

....SeniorUnsecuredRevenueBonds, Downgraded to Baa1 from A3

..Issuer:Owen (Countyof) KY

....SeniorUnsecuredRevenueBonds, Downgraded to Baa1 from A3

OutlookActions:

..Issuer:American Water Capital Corp.
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....Outlook,Changed ToStable From Negative

..Issuer:American Water Works Company,Inc.

....Outlook,Changed ToStable From Negative

Affirmations:

..Issuer:American Water Capital Corp.

....SeniorUnsecuredCommercial Paper, Affirmed P-2

The principal methodologyused in these ratings was RegulatedWater Utilities published in June 2018.
Please see the Rating Methodologies page on www.moodys.comfor a copy of this methodology.

REGULATORYDISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcementprovides certain
regulatorydisclosures in relation to each rating of a subsequentlyissued bond or note of the same series
or category/class of debt or pursuantto a program for which the ratings are derived exclusivelyfrom
existing ratings in accordance with Moody's rating practices. For ratings issued on a support provider,
this announcementprovides certain regulatorydisclosures in relation to the credit rating action on the
support provider and in relation to each particular credit rating action for securities that derive their credit
ratings from the support provider's credit rating. For provisional ratings, this announcementprovides
certain regulatorydisclosures in relation to the provisional rating assigned, and in relation to a definitive
rating that may be assigned subsequentto the final issuance of the debt, in each case where the
transactionstructureand terms have not changed prior to the assignmentof the definitive rating in a
manner that wouldhave affected the rating. For furtherinformationplease see the ratings tab on the
issuer/entitypage for the respective issuer on www.moodys.com.

For anyaffected securities or rated entities receiving direct credit support from the primary entity(ies)of
this credit rating action, and whose ratings may change as a resultof this credit rating action, the
associated regulatorydisclosures will be those of the guarantorentity.Exceptions to this approach exist
for the followingdisclosures, if applicable to jurisdiction:AncillaryServices, Disclosure to rated entity,
Disclosure from rated entity.

Regulatorydisclosures contained in this press release apply to the credit rating and, if applicable, the
related rating outlook or rating review.

Please see www.moodys.comfor anyupdates on changes to the lead rating analystand to the Moody's
legal entity that has issued the rating.

Please see the ratings tab on the issuer/entitypage on www.moodys.comfor additional regulatory
disclosures for each credit rating.

RyanWobbrock
VP-Sr Credit Officer
InfrastructureFinance Group
Moody's InvestorsService, Inc.
250 GreenwichStreet
New York,NY10007
U.S.A.
JOURNALISTS:1 212 553 0376
Client Service: 1 212 553 1653
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Michael G. Haggarty
Associate Managing Director
InfrastructureFinance Group
JOURNALISTS:1 212 553 0376
Client Service: 1 212 553 1653

Releasing Office:
Moody's InvestorsService, Inc.
250 GreenwichStreet
New York,NY10007
U.S.A.
JOURNALISTS:1 212 553 0376
Client Service: 1 212 553 1653

© 2023 Moody’s Corporation, Moody’s InvestorsService, Inc.,Moody’s Analytics, Inc.and/or their
licensors and affiliates (collectively,“MOODY’S”).All rights reserved.

MOODY’S CREDIT RATINGS,ASSESSMENTS, OTHEROPINIONS,AND PUBLICATIONSARE NOT
INTENDEDFOR USE BY RETAILINVESTORSAND ITWOULD BE RECKLESS AND
INAPPROPRIATEFOR RETAILINVESTORSTO USE MOODY’S CREDIT RATINGS,ASSESSMENTS,
OTHEROPINIONSOR PUBLICATIONSWHEN MAKINGAN INVESTMENTDECISION.IF INDOUBT

CREDIT RATINGSISSUED BY MOODY'SCREDIT RATINGSAFFILIATESARE THEIRCURRENT
OPINIONSOF THE RELATIVEFUTURECREDIT RISK OF ENTITIES,CREDIT COMMITMENTS,OR
DEBT OR DEBT-LIKE SECURITIES,AND MATERIALS,PRODUCTS, SERVICES AND INFORMATIO
PUBLISHED BY MOODY’S (COLLECTIVELY,“PUBLICATIONS”)MAYINCLUDE SUCH CURRENT
OPINIONS.MOODY’S DEFINES CREDIT RISK AS THE RISK THATAN ENTITYMAYNOT MEET ITS
CONTRACTUALFINANCIALOBLIGATIONSAS THEYCOME DUE AND ANYESTIMATED
FINANCIALLOSS INTHE EVENT OF DEFAULTOR IMPAIRMENT.SEE APPLICABLE MOODY’S
RATINGSYMBOLS AND DEFINITIONSPUBLICATIONFOR INFORMATIONON THE TYPES OF
CONTRACTUALFINANCIALOBLIGATIONSADDRESSED BY MOODY’S CREDIT RATINGS.CREDIT
RATINGSDO NOT ADDRESS ANYOTHERRISK, INCLUDINGBUT NOT LIMITEDTO:LIQUIDITY
RISK,MARKET VALUE RISK,OR PRICE VOLATILITY.CREDIT RATINGS,NON-CREDIT
ASSESSMENTS (“ASSESSMENTS”), AND OTHEROPINIONSINCLUDED INMOODY’S
PUBLICATIONSARE NOT STATEMENTSOF CURRENTOR HISTORICALFACT.MOODY’S
PUBLICATIONSMAYALSO INCLUDE QUANTITATIVEMODEL-BASED ESTIMATESOF CREDIT
RISK AND RELATED OPINIONSOR COMMENTARYPUBLISHED BY MOODY’S ANALYTICS,INC.
AND/OR ITSAFFILIATES.MOODY’S CREDIT RATINGS,ASSESSMENTS, OTHEROPINIONSAND
PUBLICATIONSDO NOT CONSTITUTEOR PROVIDE INVESTMENTOR FINANCIALADVICE, AND
MOODY’S CREDIT RATINGS,ASSESSMENTS, OTHEROPINIONSAND PUBLICATIONSARE NOT
AND DO NOT PROVIDE RECOMMENDATIONSTO PURCHASE, SELL, OR HOLD PARTICULAR
SECURITIES.MOODY’S CREDIT RATINGS,ASSESSMENTS, OTHEROPINIONSAND
PUBLICATIONSDO NOT COMMENT ON THE SUITABILITYOF AN INVESTMENTFOR ANY
PARTICULARINVESTOR.MOODY’S ISSUES ITSCREDIT RATINGS,ASSESSMENTS AND OTHER
OPINIONSAND PUBLISHES ITSPUBLICATIONSWITHTHE EXPECTATIONAND UNDERSTANDING
THATEACH INVESTORWILL,WITHDUE CARE, MAKE ITSOWN STUDYAND EVALUATIONOF
EACH SECURITYTHATIS UNDER CONSIDERATIONFOR PURCHASE, HOLDING,OR SALE.
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YOUSHOULD CONTACTYOURFINANCIALOR OTHERPROFESSIONAL ADVISER.

ALL INFORMATIONCONTAINEDHEREINIS PROTECTED BY LAW, INCLUDINGBUT NOT LIMITED
TO,COPYRIGHTLAW, AND NONE OF SUCH INFORMATIONMAYBE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHERTRANSMITTED,TRANSFERRED, DISSEMINATED,
REDISTRIBUTEDOR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANYSUCH PURPOSE,
INWHOLE OR INPART,INANYFORM OR MANNER OR BY ANYMEANS WHATSOEVER,BY ANY
PERSON WITHOUTMOODY’S PRIORWRITTENCONSENT.

MOODY’S CREDIT RATINGS,ASSESSMENTS, OTHEROPINIONSAND PUBLICATIONSARE NOT
INTENDEDFOR USE BY ANYPERSON AS A BENCHMARK AS THATTERM IS DEFINED FOR
REGULATORYPURPOSES AND MUST NOT BE USED INANYWAYTHATCOULD RESULTINTHEM
BEINGCONSIDERED A BENCHMARK.

All informationcontained herein is obtained by MOODY’S from sources believed by it to be accurate and
reliable. Because of the possibility of humanor mechanicalerror as well as other factors, however,all
informationcontained herein is provided “AS IS” withoutwarrantyof anykind. MOODY'Sadopts all
necessarymeasures so that the information it uses in assigning a credit rating is of sufficientqualityand
from sources MOODY'Sconsiders to be reliable including,whenappropriate, independent third-party
sources. However,MOODY’S is not an auditor and cannot in every instance independentlyverifyor
validate informationreceived in the credit rating process or in preparing its Publications.

Tothe extentpermitted by law,MOODY’S and its directors, officers, employees,agents, representatives,
licensors and suppliers disclaim liability to anyperson or entity for any indirect, special, consequential,or
incidental losses or damages whatsoeverarising from or in connectionwith the informationcontained
herein or the use of or inability to use anysuch information,even if MOODY’S or anyof its directors,
officers, employees,agents, representatives,licensors or suppliers is advised in advance of the
possibility of such losses or damages, includingbut not limited to: (a) any loss of present or prospective
profits or (b) any loss or damage arising where the relevantfinancial instrumentis not the subject of a
particular credit rating assigned by MOODY’S.

Tothe extentpermitted by law,MOODY’S and its directors, officers, employees,agents, representatives,
licensors and suppliers disclaim liability for anydirect or compensatorylosses or damages caused to
anyperson or entity,includingbut not limited to by anynegligence (but excludingfraud,willfulmisconduct
or anyother type of liability that, for the avoidance of doubt, by law cannotbe excluded)on the part of, or
anycontingencywithinor beyond the controlof, MOODY’S or anyof its directors, officers, employees,
agents, representatives,licensors or suppliers, arising from or in connectionwith the information
contained herein or the use of or inability to use anysuch information.

NO WARRANTY,EXPRESS OR IMPLIED,AS TO THE ACCURACY,TIMELINESS,COMPLETENESS,
MERCHANTABILITYOR FITNESS FOR ANYPARTICULARPURPOSE OF ANYCREDIT RATING,
ASSESSMENT, OTHEROPINIONOR INFORMATIONIS GIVENOR MADE BY MOODY’S INANY
FORM OR MANNER WHATSOEVER.

Moody’s InvestorsService, Inc.,a wholly-owned credit rating agency subsidiary of Moody’s Corporation
(“MCO”),herebydiscloses that most issuers of debt securities (includingcorporate and municipal bonds,
debentures,notes and commercial paper) and preferred stock rated by Moody’s InvestorsService, Inc.
have,prior to assignmentof anycredit rating, agreed to pay to Moody’s InvestorsService, Inc.for credit
ratings opinions and services rendered by it fees ranging from $1,000 to approximately$5,000,000.
MCO and Moody’s InvestorsService also maintain policies and procedures to address the
independence of Moody’s InvestorsService credit ratings and credit rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and between
entities who hold credit ratings from Moody’s InvestorsService, Inc.and have also publiclyreported to th
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SEC an ownership interest in MCO of more than5%, is posted annuallyat under the
heading “InvestorRelations — Corporate Governance— Director and ShareholderAffiliation Policy.”

Additional terms for Australia only:Any publication into Australia of this document is pursuantto the
AustralianFinancial Services License of MOODY’S affiliate, Moody’s InvestorsService Pty Limited ABN
61 003 399 657AFSL 336969 and/or Moody’s AnalyticsAustralia Pty Ltd ABN 94 105 136 972 AFSL
383569 (as applicable). This document is intended to be provided onlyto “wholesaleclients” within the
meaning of section 761G of the Corporations Act 2001. By continuingto access this document from
withinAustralia, you represent to MOODY’S that youare, or are accessing the documentas a
representativeof, a “wholesaleclient” and that neitheryounor the entityyou represent will directly or
indirectlydisseminate this documentor its contentsto “retail clients” within the meaning of section 761G
of the Corporations Act 2001. MOODY’S credit rating is an opinion as to the creditworthinessof a debt
obligation of the issuer,not on the equity securities of the issuer or any form of security that is available to
retail investors.

Additional terms for Japan only:Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency
subsidiary of Moody's Group Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc.,a
wholly-owned subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating
agency subsidiary of MJKK. MSFJ is not a NationallyRecognized Statistical Rating Organization
(“NRSRO”).Therefore,credit ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO
Credit Ratings are assigned by an entity that is not a NRSRO and, consequently,the rated obligation will
not qualify for certain types of treatmentunderU.S. laws. MJKK and MSFJ are credit rating agencies
registered with the Japan Financial Services Agency and their registration numbersare FSA
Commissioner (Ratings)No. 2 and 3 respectively.

MJKK or MSFJ (as applicable) herebydisclose that most issuers of debt securities (includingcorporate
and municipal bonds, debentures,notes and commercial paper) and preferred stock rated by MJKK or
MSFJ (as applicable) have,prior to assignmentof anycredit rating, agreed to pay to MJKK or MSFJ (as
applicable) for credit ratings opinions and services rendered by it fees ranging from JPY100,000 to
approximatelyJPY550,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatoryrequirements.

www.moodys.com
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