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Aftachment to RR1{2

Aqua Pennsyivaniz, Inc,
2005 Rate Case
Filing Requirements

a. Date of Prospecius B/10/2006 8/7/12008
b. Date of Offering 8/10/2008 6/7/2006
¢. Record Date ' 81132006 &/10/2006
d. Offeying Period 81072006 8/7/2006
. Amt & No. of Shares” 1,500,000" @ $22.65 1,750,000 @ $22.31
f. Offering Ratio N/A NIA
g. % Subscribed 100% 100%
h, Offering Price $22.65 $22.31
i. Gross Proceeds/Shr. $22.85 $22.33
. Expenses/Shr. $0.79 $0.81
k. Net Proceeds/Shr. $21.86 $21.50
1. Market Price/Shr.

At record date 22.36 $21.91

Al offering date 22.75 $22.33

One month after 22.03 §22.52
m. Avg. Mkt. Price

Price/Shr. 8 22.38 $22.25

Rights/Shr. N/A MN/A
n. Latest reported eps 30.70 $0.70
0. Latesi reported dps $0.45 $0.46

* Data nof restated for subsequent stock splits
** 1,000,000 of these shares wers entered Into shares outstanding as of 8/27/08 from the closing of the company's forward equity offering in 2006.
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WATERWORKS AND SEWAGE DISPOSAL
COMPANIES

ANNUAL REPORT

OF

A gue Oho, Jae.

{Exact legal name of respondent)

If name was changed during year, show also the
previous name and date of change.

Website URL:
L 4o Sog}th Aum. IGOarof wie n /\{ahoip“r‘ﬂ Ohle a5 ra
Address City County State Zip Code
(330) TabL- gr5¢
Phone: (Area Code) Number

(Address of principal business office at end of year)

TO THE
PUBLIC UTILITIES COMMISSION OF OHIO

FOR THE
YEAR ENDED DECEMBER 31, 209 %

Name, title, address, e-mail address, telephone and fax numbers (including area code) of the person to be
contacted concerning this report. '

)QT:,"lord. A /'!.'dej. LLJO SOUth A\/e.. ﬂoara{mon' Ok.‘o 452
Phone: (a30) 327- 0118 Fax (33¢) Tat- § o003




Annual Reportof __ A qva Chio, lne. Year Ended December 31, 20 ©%

GENERAL INSTRUCTIONS

Please read the general instructions carefully before filling out this form:

1.

10.

11.

~The word *Respondent” in the following inquiries means the person, firm, association, or

company on whose behalf the report is made.

The schedules and questtons contained in this report were developed to be generally applicable
to all waterworks and/or sewage disposal companies. All instructions shall be followed and
each guestion answered as fully and accurately as possible. Sufficient answers shall appear to
show that no schedule, questlon, or line item has heen overlooked. 1f a particular line
item or schedule does not apply to the respondent, indicate this by answering

"none", "-0-", or "not applicable”, as appropriate, where it truly and compietely

§.t.§£_es_th_e_fic_t§

This report was prepared in conformance with the 1876 NARTUC Uniform Systenis of Accounts
for water and/or sewer companies. Interpret all accounting words and phrases in accordance
with these USOAS.

Account numbers which appear in brackets refer to these used by Class C and/or D
waterworks or sewage disposal companies, if different than those used by Class A and B
companies,

. The information required with respect to any statement furnished is the minimum requirement.

The respondent may add such further material information as is necessary to ensure that the
required statements are not misleading.

All copies filed with the Commission must be leglble and permanent. All entries shall be made
in permanent ink or by a typewriter. Items of a reverse or contrary character shall be enclosed
in parentheses, or indicated by a minus sign followed by the amount.

The annual report shall be signed by a duly elected officer of the respondent.

The information reguired in this report, unless otherwise indicated, is to be reported for the
entire company and not for the State of Ohio only.

Totals should be provided as indicated. The respondent shall ensure that schedule totals and
subtotals are mathematically correct.

If a line item is supported by a detailed schedule elsewhere in this report, the respondent should
ensure that the detailed schedule is completed and that the amounts on both schedules match.

Please list all accounts and totals in whele dollars only. Make sure the rounded numbers are
equal the criginal totals, when the original totals are rounded to the nearest dollar amount,
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Annual Report of Aqua Ghio, Inc. Year ended December 31, 2008

HISTORY

. Date of organization Dacember 31, 1972: changed to Consumers Chla Water Company

on November 21, 1994,

. Date when aperations began.

March 23, 1973

. Under the taws of what Government, State of Territory organized? if more than one, name

all.
State of Chio

.Ifa consol'idated or merged company, name all constituent and all merged companies.

The campany was acquired on March 23, 1973 by Consumers Water Company. On

March 10, 1999 all Consumers Water Company stock was acquired by Philadelphia

Suburban Corporation, which recently changed it's name to Agua America, Inc, Aqua

Qhio , Inc. remains a wholly-owned subsidiary of Aqua America, Inc.

. Date and authority for gach consolidation and each marger.

March 23, 1973

March 10, 1999

. State whether respondent is a corporation, a joint stock association, a firm or partnership,

or an individual.
Corporation

. If a reorganized company, given name of ariginal corporation, refer to laws under which it

was organized, Tate pf organized for the reorganization.
N/A

. Where are the books and records of the company kept?

6650 South Avenue

Boardman Township, Mahening County, Ohio

. General description of territory served by raspondent.

See attached page 3A

Number of locations within Chio.
Five




Annual Report of Agqua Ohio, Inc. Year ended December 31, 2008

FACTS PERTAINING TO CONTROL OF RESPONDENT

. Did any individual , association, corporation or corporations, control the respondent at close of

year? Yes

If control was o held, state:

(a) The form of confrol, whether sole or joint: sole

{b) The name of the controlling corporation or corporations:
Aqua America, Inc. )

(c) The manner in which control was establishec Purchased

(d} The extent of control: 100%

{e) Whether confrol was dirsct or indiract: Diract

) The nama of the intermediary through which control, if indirect, was establishad:
NIA

. Did any individual, association, or corporation hold condral, as trustee over the respondent at

the close of the year?
N/A

If control was so hald, state:

{a) The name of the trustee: N/A
(b) The name of the beneficiary or beneficiaries for whom the irust was mairtained:
N/A
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ANNUAL REFORT OF AQUA OHIQ, INC.
Year Ending December 31, 2007

General description of tarritory served by respondent:

A} Village of Jefferson.

B) Cities of Mentor, Mentor-on-the-Lake, village of Kirtland Hills, Gity
of Kirtland, Village of Waite Hill, and portions of Lake county.

C} City of Struthers, Villages of Poland and Lowellville, and portions
of Mahoning County.

D} Gity of Massillon, Village of Hills and Dales, and perlions of Stark
County, City of Green, and portions of Summit county.

E) Norlick Place, Seneca, and Aubum Lakes.

3A



Annual Report of Agua Ohio, Inc, Year ended December 31, 2008

IMPORTANT CHANGES DURING THE YEAR

Hereunder give particulars concerning the matters indicated below. Except as otherwise indicated
data furnished should apply to the same period the report covers, Answers should be numbered in
accordance with the inquiries and if "none" states the fact, it should be used. i information which
answers an inquiry is given elsewhere in the report, identification of the cther answer will be

sufficient.

1. Purchase or sale of entire property or of a part of property whan service territory is included:
Give brief description of each transaction, name of other party, dats, consideration, and

Commission autharization.

None

2. Lease of property (to or from another) of the kind covered by the preceding inquiry: To the
extent applicable give detalls corresponding to those required by the proceeding inquiry.

None

3. Capital stock and dsbt issued during the year: Identify the securities, give purpose of issuance,
date, consideration received and Commission authorization.

None

4. Changes in articles of incorporation: Give brief particulars of each change and date.

None

5. Other important changes: Give brief particulars of each cther impartant change which is not
disclosed elsewhere in this report.

None



Annual Report of Agua Ohio, Inc. Year ended December 31, 2008

SCHEDULE: 1
VOTING POWERS AND ELECTIONS

1. In the schedule below, show the particulars called for concerning the stockholders of respondent
who, at the date of the latest closing of stock-book of respondent prior to the aclual filing of
this report, had the fwenty highest voting powars of the respondent. If any such holder held in
trust, attach a statement showing the beneficial owners. If the stock-book was not closed within
the vear, show twenly such stockholders as of the close of the year. In the space provided, show
total shares and votes of the stockholders,

No. of No of Other Vote
Shares Vating Empowered
Line No. | Name and Address of Stockholders Held Shares Securities
Aqua Amarica, Inc, 254,800 259,800
762 W. Lancaster Ave.
Bryn Mawr, Pa.
TOTAL LISTED ABOVE 259,800 259,800
ALL STOCKHOLDERS
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Annual Report of Aqua Ohig, Inc. Year endad Dacember 31, 2003
l
Schedule: 4
BALANCE SHEET
Increase or
Acct. No. [Account Title Bedginning Bal. | Ending Balance| (Decrease)
UTILITY PLANT y
101 Utility Plant in Service 247,965,101 258,853,700 | ¥ 10,888,559
102 Completed Constr. Not Classified
103 Utility Plant in Process of Reclassification
104 Utility Piant Leased to Others 0 0 0
105 Property Held for Future Use 0 0 0
106 Utility Plant Purchased or Sold o
107 Construction Work in Progress 5,833,453 4,173,110 {1,660,343)
114 (108) Utility Plant Acquisition Adjustment (61,647) {51,647) 0
TOTAL UTILITY PLANT (101-114) 253,746,908 262,975,163 9,228,256
108-113  ;Accumulated Provision for
115 (110) | Depreciation and Amortization 50,947,530 54,358,202 3,410,672
 Net Utility Plant 202,799,377 208,616,962 5,817,584
118 (109) |Other Utility Plant Adjustments
TOTAL PLANT (101-116) 202,799,377 208,616,962 5,817,584
OTHER PROPERTY AND INVESTMENTS
121 Noputility Property 204,452 204 453 0
122 1Accum. Provision for Deprec. and Amortization of T
Nonutifity Plant T )
123 Investments in Associaled Companies -
124 Other Investments 38,277 46,002 _.95815
125-128  |Special Funds 3 -
TOTAL OTHER PROPERTY AND ]
INVESTMENTS (121-128) N 240,730 | 250545 9,815
Current and Accrued Assets T
131 Cash 1,578,092 - 1,046,860 (531,232}
132 interest Special Deposils :
133 Dividend Special Deposits
134 Qther Special Deposits 1,364,864 6,625 {1,358,339)
135 Working Funds 4,350 4,360 0
136 (132) |Temporary Cash Investment
41 Notes Receivable ,
142 Customer Accounts Receivable 4,755,373 4,896,423 [V 141,050
143 Other Accounts Receivable 474,303 80,912 | 7 (393,392
144 Accumulated Provision for Uncollectible Accounts-Cr, (346,465) T (294,484)] 52,011
145 Notes Received from Associatsd Companies | o
146 Accounts Receivable from Associated Companies 943,455 89,475 (853,980)
151 Fuel Stock
152 Fuel Stock Expense
154 Plant Materials and Operaling Supplies 632,445 628,160 (4,285)
155 Merchandise
—
]
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Annual Report of Aqua Ohio, Inc. Year ended December 31, 2008
|
Schedule:4
BALANCE SHEET
Increase or
Acct. No. |Account Title Page No. | Beginning Bal. | Ending Balance{ (Decrease)
156 {150) [Other Materials and Supplies
163 Store Expense
166 Prepayments 35 1,204 527 1,333,690 39,162
171 Interest and Dividends Receivable
172 Utility Plant N
Rents Receivable
173 Accrued Utllity Revenues 1,673,567 1,619,416 (54,151)
174 (170} |Misc. Current and Accrued Assets 31 0 0 0
TOTAL CURRENT AND ACCRUED ASSETS 12,374,513 9,411,356 (2,963,156)
(131-174)
DEFERRED DEBITS .
181 Unamortized Debt Discount and Expense 3,552,174 3,360,873 (161,302)
182 Extraordinary Property Losses 31
183 Preliminary Survey & Investment Charges 0 0 0
184 Glearing Accounts 0 0 0
185 Temporary Facilities
186 (183) [Miscellaneous Deferred Dabits 32 2,943,500 5,478,887 2,535,387
187 Research and Development Expenditures 32
TOTAL DEFERRED CREDITS (181-187) L 6,495,674 8,869,760 2,374,086
TOTAL ASSETS AND OTHER DEBITS 221,910,294 227,148,623 5,238,329
EQUITY CAPITAL ]
201 Common Stock Issued 33 2,598,000 2,698,000, 0
202 Common Stock Subscribed
203 Common Stock Liability for Correctian o N
204 Preferred Stock Issued 33 5 0
205 Preferred Stock Subscribed
206 Preferred Stock Liability for Conversion
207 Premium on Capital Stock 7,462,798 7,462,798 0
208 Ponations Received form Stockholders
209 Reduction In Par or Stated Value of Capital Stock
210 Gain on Resale or Cancellation of Reguired
Capital Stock
211 Miscellaneous Paid-In Capital 3,760,543 4,125,567 365,024
212 Instafiments Received on Capital Stock ]
213 Discount on Capital Stock
214 Capital Stock Expense
215 Appropriated Retained Earnings
218 Unappropriated Retalned Earnings 16 37,394,393 38,342,700 948,307
217 Reacquired Capital Stock '
218 NonCorporate Proprietorship 16 _
TOTAL EQUITY CAPITAL (201-218) 51,215,734 | 52,529,065 1,313,331
- Page 9




+

A

| f [
Annual Report of Aqua Ohio, Inc. Year ended December 31, 2008
Schedule: 4
BALANCE SHEET
: increase or
Acct. No. |Account Title Page No. | Beginning Bal. | Ending Balance| (Decrease)
LONG-TERM DEBT
221 Bonds 34 54,759,000 53,729,500 {1.029,500}
222 Reacqguired Bonds 34
223 Advances from Associated Companies 34
224 Other Long-Term Debt 34
TOTAL LONG TERM DEBT {221-224) 54,759,000 53,729,500 |  {1,029,500)
CURRENT AND ACCRUED LIABILITIES
231 Notes Payable 7,800,000 9,800,000 2,000,000
232 Accounts Payable 3,994,484 2,346,352 {1,648,132)
234 Accounts Payable to Associated Companies 0 0 0
235 Customer Deposils 35,920 31,524 (4,397)
236 Taxes Accrued 6,700,120 6,631,766 (168,354)
237 Interest Accrued 952,850 915,608 {37,243)
238 Dividends Declared
239 Matured Long-Term Debi
240 Matured Interest
244 Tax Collections Payable
242 (238) Misc. Current and Acerued Liabilities a7 1,409,355 1,480,236 70,882
) ‘ TOTAL CURRENT AND ACCRUED
e LIABILITIES (231-242) 20,892,720 | 21,105,485 212,756
B DEFERRED CREDITS N ' o I
251 Unamortized Premium on Debl
252  Customer Advances for Construction 1,272,350 1,022,626 (249,723)
253 Other Deferred Credits 3,591,672 3,672,827 (18,845)
254 Regulatory Asset Account 2,076,206 | 3,116,283 140,077
255 Accumutated Deferred investmerit Tax Credits 639,449 __‘H__ 578,979 (60,470)
TOTAL DEFERRED CREDITS (251-255) o 3,479,676 " 8,290,716 {188,960)
~|OPERATING RESERVES ) '
261 Property Insurance Reserves 0 0 0 |
262 Injuries and Damages Reserves 0 0 0
263 Pensions and Benefits Reserves o| ol 0]
265 Miscellaneous Operating Reserves 3 i 0
TOTAL OPERATING RESERVES {261-265) 0 0 0
271 CONTRIBUTIONS IN AID OF CONSTR. 73,370,905 75,354,868 1,983,963
ACCUM. DEFERRED INCOME TAXES
281 Accumulated Deferred Income Taxes-
Accelerated Amortization 35
282 Accumulated Deferred Income Taxes- h
Liberalized Depreciation 36 10,064,512 | 11,618,568 654,056
283 Accumulated Deferred Income Taxes-Other 38 2,227,738 4,520,421 2,292,683
o TOTAL ACCUMULATED DEFERRED
INCOME TAXES (281-283) 13,192,250 16,138,989 2,946,739
) TOTAL LIABILITIES PLUS EQUITY I8
CAPITAL AND OTHER CREDITS (201-283) 221,910,294 227148,623 | 5,238,328
T Page 10 | e . —
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Annual Report of Atjua Ohio, Inc. Year ended December 31, 2008
Schadule: § e
INCOME STATEMENT
Acct. No. Account Title Page No. Armount
- UTILITY OPERATING REVENUE
400 Operating Revenues 38 40,128,910
OPERATING EXPENSES e
401 Operating Expense 39-47 15,589,552
402 (401) Maintenance Expense 39-47 2,451,424
403 Depreciation Expense 5,371,670
404 Amortization of Limited-Term Utility Plant I
405 (404) Amortization of Other Utility Plant
406 (404) Amortization of Utility Plant/Acquisition Adjust.
407 (404) Amgrtization of Property Losses 136,320
408.1 Taxes Cther Than Income Taxes, Utility Operating Income 48 9,642,639
4091 Income Taxes, Utility Operating income 245,166
4101 Provision for Deferred Income Tax, Utility Operating Income 751,396
411.1 Income Taxes Deferred in Prior Years-Credit, Ufil., Oper. Income
4121 Invest. Tax Credits, Util., Operations, Deferred to Future Periods A e (B80ATO)
412.2 invest. Tax Credits, Ulility Operations, Restored to Oper, Income
TOTAL OPERATING EXPENSES (401-412.2) 34,127,697
e NET OPERATING INCOME (400) Less (401-412.2) 6,001,213
OTHER OPERATING INCOME e _
413 Income From Utility Plant Leased to Others , 0
414 Gains (Losses) from Bisposition of Utility Property 18,390
TOTAL OTHER OPERATING INCOME (413-414) . 18,390.
OTHER INCOME AND DEDUCTIONS - o
415 Revenues fror Merchandising, Jobbing, and ContractWork ¢ | o 1,857,448
416 Costs and Expns. of Merchandising, Jobbing, and Contract Work {520,682}
417 {lncome from Nonutitity Operations = 72,027
418 Nonoperating Rental income |
419 interest gnd Dividend Income 114,597
420 Allowance for Funds Used During Construction 115,923
421 Miscellaneous Nonoperating Income . 619
422 Gains (Losses) from Disposition of Uity Property 0
TOTAL OTHER INCOME (415-422) 1,630,933
425 Miscellaneous Amortizations o N
426 Miscellaneous Income Deductions i 35,767
TOTAL OTHER INCOME DEDUCTIONS (425-4286) 35,767
| ) TOTAL OTHER INCOME AND DEDUCTIONS e
(415-422) Less (425-426)
408.2 Taxes Other Than Income Taxes, Other Income and Deductions | 4+ 0
409.2 Income Taxes,Other Income and Deductions 514,789
410.2 Prov, for Deferred Income Taxes, Other Incoms and Deductions g
411.2 Income Taxes Dird. in Prior Yrs., Other Income and Deduct. 0
412.3 Invest. Tax Credits, Utility Oper., Restored to Noncper. income e 0
412.4 investment Tax Credits, Nonutility Operations, Net 1 0
TOTAL TAXES ON OTHER INCOME AND DEDUCTIONS 514,789
. (408.2-412.4) ]
NET OTHER INCOME AND DEDUCTIONS (415-422) )
Less (425-412.4) | 1,098,766
L PAGE 13




Annual Report of Aqua Ohlo, Inc.

Year ended December 31, 2008

NET INCOME (400) Less {401-409.3)

Schedule: 5 o
INCOME STATEMENT
Acct. No. Account Title : Page No. Amount
INTEREST CHARGES
427 fnterest on Long-Term Debt 3,070,065
428 Amortization of Debt Discount and Expense 161,302
429 Amortization of Premium on Debt-Cr, 0
430 Interest on Debt to Associated Companies 0
431 Other Interest Expense 288,305
TOTAL INTEREST CHARGES (427-431) 3,519,672
INCOME BEFORE EXTRAORDINARY ITEMS (400) N
Less (401-431) 3,580,307
EXTRAORDINARY ITEMS
433 Extraordinary Income
434 Exiraordinary Deductions
4093 Income Taxes, Extraordinary ltems .
TOTAL EXTRAORDINARY ITEMS (433-409.3) 0
3,580,307

Page 14
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Annual Report of Aqua Ohio, Inc.

Year ended December 31, 2008

Partnership Capital (Beginning of Year)

Scheduls; 6 o o
STATEMENT OF RETAINED EARNINGS
Amount

Aget. Page e ]
No. Account Title No.
216 Unappropriated Retained Earnings (at beginning of period) 37,394,303
435 Balance Transferred from Income 14 3,580,307
436 Appropriations of Retained Earnings o
437 Dividends Declared - Preferred Stock
438 Dividends Declarad - Comnmon Stock 2,632,000
439 Adjustments to Retained Earnings
216 Unappropriated Retained Eamings (at end of period) 38,342,700
Schedule: 7 ) L — -—__ ““i___" :ﬁ:

PARTNERSHIP CAPITAL STATEMENT (1} = ) __'_":

NIA

Net Income {Loss For Year)

Partners” Capital Coniributions

Partners’ Drawings

Miscellansous Credits

Miscellansous Debits

Total Partnewship Capital (End of Year)

(1) This statement should also be used by sole proprietors.

Page 16




Annual Report of Agqua Ohio, Inc. Year ended Decembher 31, 2008
R | R I
Scheduls 8A T
UTILITY PLANT IN SERVICE - ACCOUNT 101
WATERWORKS UTILITIES
T Ralance Additions | Retirements | Adjustments Balance
Acct. No, | Account Description First of Year | During Year { During Year | Dr.or (Cr.) End of Year
(b) {c) {d) (e) {f}=(b)+(c)-
- T (dy+e)
INTANGIBLE PLANT
301 Organization 107,836 0 0 . 107,836
302 Franchise and Consents 337,908 Q 26,402 311,506
303 Miscellaneous Intangible Plant 8,519,215 1,351,067 13,371 0 7,856,901
" TOTAL INTANGIBLE PLANT {301-303) 6,964,959 1,351,057 39,773 0 8,276,243
| TANGIBLE PLANT
___|__SOURCE OF SUPPLY PLANT
310 Land and Land Righis 2,201,881 0 0 ] 01 2,201,881
311 Structures and Improvements | 234,051 94,709 0 0 328,760
312 |Collecting and Impounding Reservoirs 4,996,455 69,914 317,441 4,748,957
313 Lake, River, and Other Intakes 1,366,322 79,768 0 01 1,446,000
_ Wells and Springs 2,271,968 105,787 or 0 2,377,755
Joad Infiltration Galleries and Tunnels .
316 |Supply Mains _ 1,184 884 0 {1.044) 0 1,185,929 |
317 Other Water Source Plant g 0 | 0
TOTAL SOURCE OF SUPPLY PLANT 0
| (310-317) 12,255,561 350,177 316,367 0 12,289,371
PUMPING PLANT
320 Land and Land Righis 27,845 1,598 526 28917
321 Struclures and Improvements 1,638,880 13,362 7.693 4] 1,644,550
322 Boiler Plant Equipment 0 0 0
1323 Other Power Production Equipment 561,540 0 0 I 561,540 |
324 Steam Pumping Equipment 0 0 0
1325 Electric Pumping Equipment 6,792,995 171,998 237961 0 6941197
326 Dieseal Pumping Equipment Q ) 4;
327 |Hydraulic Pumping Equipment ] 0 0 B o 0
328 Other Pumping Equipment 0 0 0
OTHER PUMPING PLANT (320-228) 9,024,261 | 186,958 32,015 0 9,176,204
WATER TREATMENT PLANT
330 Land and Land Rights 306,626 0 0 - 306,626
331 Structures and Improvements 6,247,182 72,834 27,651 0 6,292,365
Z_ —
I R
_____ _ B Page 17 I
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Annual Report of Aqua Ohio, Inc. Year ended December 31, 2008
T
Schedule 8A
UTILITY PLANT IN SERVICE - ACCOUNT 101 ~ T
WATERWORKS UTILITIES
Balance Additions Retirements | Adjusimenis Balance
Acct, No. Account Description First of Year | During Year ' During Year | Dr.or (Cr.) | Endof Year
(b) {c) (d} (e} (f=(b)+(c)-
- [dr+e)
33z Water Treatment Equipment 18,813,039 1,011,753 23,174 0 19,901,618
TOTAL WATER TREATMENT PLANT
{330-332) 25,466,848 1,084,588 50,826 1] 26,500,609
TRANSMISSION AND DISTRIB. PLANT ~
340 Land and Land Rights 1,564,028 121,066 | 75 0 1,685,020
341 Structures and Improvements 1,840,681 28401 | —  of | {860,082
342 Distribution Reservoirs and Standpipes 8,745,215 120,989 3,226 0,862,978
343 Transmission and Distribution Mains 119,518,748 5,451,306 363,636 64,800 1 124,671,219
344 Fire Mains 0 0 .oy 0
1345 Services 7 o 24,722,333 1,528,735 318,671 0| 25932297
5 Meters o o 7,311,108 372,386 109,411 7,574,083
o7 Meter Installations 4,342,044 713,363 | 10,206 | 5,045,202
348 Hydrants - | 13,888,851 625,903 67,738 | (64,800)| 14,382,216
349 Other Transmission and Distribution Plant 0 . o 0 0
TOTAL TRANSMISSION AND DISTRIB, _ -
PLANT ({340-349) 82,933,009 8,062,149 872,962 1 0| 191,022,197
GENERAL PLANT . -
389 (370) |Land and Land Rights N 698,435 ¢ 0 0 698,435
390 (371) |Structures and Improvemants 2,126,878 32,315 0 0 2,169,193
391 (372) |Office Furnilure and Equipment 2,205,612 440,850 227,218 0 2,419,246
382 (373) Transportailon Equipment 1,687,323 165,115 179,191 0 1,573,246
393 Stores Equipment 31,852 0 0 0 31,852
394 Tools, Shop, and Garage Equipment 956,763 34,538 27,420 0] 963,881
395 Laboratory Equipment 315,896 3,832 0 0 319,728
396 Power Operated Equipment o 1,366,114 65,511 82,815 __D 1,348,811
397 Communication Equipment 1,896,930 39,481 (1188)) 0 1,937,579
398 (379) |Miscellanecus Equipment 137,658 85 640 ol 137,103
1398 (390) | Other Tangible Property 0 0 1 T 0
TOTAL GENERAL PLANT 389(370)- | | | 7|7
N 399 (380) 11,323,463 781,727 516,114 0 11,589,075
OTHER UTILITY PLANT {CLASS D ONLY) i
(391) Utility Plant Purchased or Sold - 0 o 0
(382) Utility Plant in Process of Reclassification 0 L 0
{
AN — ]
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Annual Report of Agua Ohio, inc. ] Year ended December 31, 2008
— —1-— R
Schedule 8A
UTILITY PLANT IN SERVICE - ACCOUNT 101
. WATERWORKS UTILITIES
Balance “Additions Retirements | Adjustments Balance
{0 (c) {d) (€) (={br+c)-
o —
(393) Utllity Plant Leased o Others 0 0
(394) Property Held for Futurs Use 0 . 0
{395) Construction Work in Progress 0 0
{396) Utitity Plant Acquisition Adjustments 0 S 0]
(397) Other Utility Plant Adjustments 0 0
TOTAL OTHER UTILITY PLANT
{CLASS D ONLY) {391-397) ) 0 3 L 0
TOTAL WATERWORKS UTILITY _ )
| PLANT IN SERVICE (301-397) 247,965,101 | 12,716,655 1,828,056 0] 258,853,700
I B
| : e
S | . S IS SN S AU U
:{7 TR e 1
T Page 19 ) R
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§ l
Annual Report of Aqua Ohio, Inc. Year ended December 31, 2008
[
Schedule 8A
ACCUMULATED PROVISION FOR DEPREGIATION & AMORTIZATION - | T
ACCOUNTS 108-113 & 115 (110)
! ]
WATERWORKS C‘OMPANIES
Please check if the Company’s Depreciation Expense is Calculated: { )} Monthly { x) Quarterly { ) Annuall
Accumulative
- Depreciation Original
Balance First Rate Accruals Cost of
Acct. No. Account Title of Year % Used | During Year | Plant Retired
(a) {b) {c) (d) (e)
SOURCEOFSUPPLYPLANT ¢ ¢+ ¢ | _
311 Structures and Improvements (38.435)] 1.52 4,491 0
312 Collecting and Impounding Reservoirs 1,497,740 1.18 56,612 317 411
313 Lake River and Other Intakes 862,812 1.64 16,787 0
314 Wells and Springs 661,153 548 126,713 0
315 Infittration and Galleries and Tunnels 0 0
316 Supply Mains 286,138 1.33 15,619 (1,044)
317 Other Water Source Plant 0 0 ¢
TOTAL SOURCE OF SUPPLY PLANT 3,269,408 L 220,222 316,367
{311-317) N
PUMPING PLANT 0
321 Structures and Improvements _— 413,685 | 244 29736 9,404
322 |Boiler Plant Equipment L 0 ) ol o
323 Other Power Production Equipment 141,126 303 17,015 D
324 Steam Pumping Equipment 0] 0 ) 0
325 Electric Pumping Equipment - B 1,577,314 | 3.28 205,759 | 28,279 |
326 Diese! Pumping Equiprnent 0 6 0
327 Hydraulic Pumping Equipment 0 o 0
328 Other Pumping Equipment 0 0 0
TOTAL PUMPING PLANT (321-328) 2,132,124 252,509 37,773
WATER TREATMENT PLANT
331 Structures and Improvements 2,408,307 2.53 148,109 27,651 |
332 Water Treatment Equipment 6,699,426 3.00 545,724 18,063
TOTAL WATER TREATMENT PLANT
(331-332) 9,107,733 693,832 45714
TRANSMISSION AND DISTRIBUTION
] PLANT
1341 Structures and Improvements 409,609 | 250 | 45,721 0
342 Distribution Reservoirs and Standpipes 2,468,214 2.06 184,099 3,226
343 Transmission and Distribution Mains 11,524,107 1.69 043,432 326,093
344 Fire Mains 01 0
345 Services 9,487,191 3.75 863,265 325,790
346G Meters : 3,005,201 4,72 348,798 98,643
Note: Columns (b} & (d) thru (j): from Accounting Record  Column (c): For information only, not part of this

calculation. Listed below are specifics that need to be identified in Annual Reports for minimum accepts

standards in Depreclation.

|

|

1. List the current accrual rates being used to calculate depreciation expense in Column C.

" 12, Identify the source of these accrual rates (PUCO Case No. 93-882-WW-AAM. If Accrual Rate

N

changes during the year should be identified with effective date of the change.

3. Clearly mark en the Depreciation Schedule how depreciation expense was calculated, i.e., monthly,

quarterly, semi-annually, or annually.
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Annual Report of Aqua Chio, Inc.

Year ended December 31, 2008

| —
Schedule 9A
ACCUMULATED PROVISION FOR DEPRECIATION & AMORTIZATION -
ACCOUNTS 108-113 & 115 (110}
WATERWORKS COMPANIES
l _
Please check Iif the Company's Depreciation Expense is Calculated: { )} Monthly (x ) Quarterly ( ) Annually
Other Additions Balance End
B Cost of _or Deductions of Year
Agcct. No, Account Title Removal Salvage Credit Debit ()=(b)+(d)-(e)-
(a) (F) (@) (h) 0] (A+{g)+h}-()
SOURCGE OF SUPPLY PLANT ) )
311 Structures and Improvements 0 (33,044)
312 Collecting and Impounding Reservoirs 1,236,841
313 Lake,River and Other Intakes 0 879,599
314 Wells and Springs 787,866
315 Infiltration and Galleries and Tunnels 0
316 Supply Mains 302,801
N7 Other Water Scurce Plant o ) 0
TOTAL SOURCE OF SUPPLY PLANT 0 0 . 0 3,173,263
(311-317) - iR
PUMPING PLANT o T
1321 Structures and Improvements I T T . | 433,927
1222 Boiler Plant Equipment ' o L 0
3 Other Power Production Equipment L 1 18811
24 Steam Pumping Eguipment 1 0|
325 Electric Pumping Equipment 0] _ 1,754,793 |
328 Diesel Pumping Equipment 0
327 Hydraulic Pumping Equipment - 0
328 Other Pumping Equipment 0
TOTAL PUMPING PLANT (321-328} 0 0 o 2,346,861
WATER TREATMENT PLANT
331 Structures and Improvements 2,528,764
a32 Water Treatment Equipment 0 0 7,227,087
TOTAL WATER TREATMENT PLANT
(331-332) o @ 0 9,755,851 |
TRANSMISSION AND DISTRIBUTION
PLANT
1341 Structures and Improvements I ‘ : 456,420
342 Distribution Reservairs and Standpipas il o 2,649,087
343 Transmission and Distribution Mains 0 0 12,141,445
344 Fire Mains 0
345 Services 10,024,667
346 Meters 0 3,255,356
Note:  [Columns (b) & {d) thru (i): from Accounting Record  Colurmn {¢): For information only, not part of this

calculation. Listed below are specifics that need to be Identified in Annual Reports for minimum acceptabl

<]

standards in Depreciation. |

1. List the current accrual rates heing used to calculate depreciation expense in Column C,

2. Identify the source of these accrual rates (PUCO Case No. 83-882-WW-AAM. If Accrual Rate

changes during the year should be identified wilth effective dalte of the change.
3. Clearly mark on the Depreciafion Schedule how depreciation expense was calculated, .., monthly,

guarterly, semi-annually, or annually.
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Annual Report of Aqua Ohio, Inc. Year ended Decembher 31, 2003
- |
Schedule DA
- ACCUMULATED PROVISION FOR DEPRECIATION & AMORTIZATION -
ACCOUNTS 108-113 & 115 (110)
WATERWORKS COMPANIES
l
Please check if the Company's Depreciation Expense is Calculated: ( ) Monthly {x ) Quarterly ( ) Annually
Accumulative .
Depreciation Original
Balance First Rate Accruals Cost.of
Acct. No. Account Title of Year % Used | During Year 'Plant Retired
(8} {b) {c) (d) (e)
34T . Meter installations 285,205 275 124,222 40,616
348 Hydrants 2,889,311 2.44 236,673 67,755
349 Other Transmisslion & Distribution Plant ] Q 1]
TOTAL TRANSMISSION AND
DISTRIBUTION PLANT (341-349) 30,068,928 0 2,746,209 862,124
302 Franchise and Consents 338,362 | actual 16,649 26,402
GENERAL PLANT
396 (371) |Structures and Improvemsnts 1,053090{ 253 | 27,125 1,760
391 (372) |Office Furniture and Equipment 1,674,897 { various | 274,115 227,216
392 (372) (Transportation Equipment 1,013,216 | 1429 168,255 | 175,156
393 Stores Equipment 31,342 5.00 1,158 B 1]
304 Tools, Shop, and Garage Equipment 515148 | 504 56,844 | 27,155
395 Laboratory Equipment 241,660 5.88 18,631 _ 0
398 Power Operated Equipment 672,744 7.00 89,629 70,315
397 Communication Equipment 1,138,857 | 10.00 190,754 62
308 (378) |Miscellaneous Equipment 97,020 | 667 9,153 640
399 (390) |Other Tangible Property 0 0" 0
TOTAL GENERAL PLANT (390-399) 6,437,973 835,465 502,304
QTHER UTILITY PLANT B
191 Accum. Prov. for Amert. of Util. Plant in Serv {406,999) 606,784 170,315
108 393 Accum. Proy. for Deprec. of Util, Plant ,
Leased to Qthers
112 Accum. Prov.for Amort. of Util. Plant
Leased to Others
1110 394 |Accum. Prov. for Deprec. of Prap. Held for
Future Use
113 Accum. Prov. for Amort. of Prop. Held for
Future Usse -
115 396 ]Accum. Prov. for Amort. of Utll, Plant 0 0
Acquis. Adjustments
TOTAL OTHER UTILITY PLANT
{111-115) {406,999} 0 606,784 170,315
TOTAL WATERWORKS {311-115) 50,947,530 0 5,371,670 1,960,998
Note: Columns (b} & (d) thru (i) from Accounting Record  Coluinn {¢): Far information only, not part of this
B calculation. Listed below are specifics that need to be idenfified in Annual Reports for minimum accepte

standards in Depreciation.

1. List the current accrual rates being used to calculate depreciation expense in Column C,

2. ldentify the source of these accrual rates (PUCO Case No. 93-882-WW-AAM. If Accrual Rate

changes during the year should be idantified with effactive date of the change.

3. Clearly mark on the Dspreciation Schedule how depreciation expense was calctlated, i.e., manthly, |

guarterly, semi-annuatly, or annually.
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| ] | i .
- |Annual Report of Aqua Ohlo, Inc. Year ended December 31, 2008
f
Scheadule YA
"~ |ACCUMULATED PROVISION FOR DEPRECIATION & AMORTIZATION -
ACCOUNTS 108-113 & 115 (110)
WATERWORKS COMPANIES B
A [ = - -
Please check if the Company’s Depreciatlon Expense is Calculated: { ) Monthly {x ) Quarterly { } Annually
Ofther Additions Balance End
Cost of or Daductions of Year
Acct, No. Account Title Removal Salvage Credit Debit (i)=(b)+(d)-(e)-
(a) (f) {9) () () (f+{g)+(h)-(i}
347 Meter Installations B 364,811
348 Hydrants 0 0 0 0 3,058,228
349 Other Transmission & Distribution Plant 0
: TOTAL TRANSMISSION AND 0
DISTRIBUTION PLANT (341-349) 0 0 0 0 31,953,013
302 Franchise and Consents 328,609
GENERAL PLANT
380 (371} [Structures and Improvements 0 0 1,078,455
381 (372} |Office Furniture and Equipment 0 0 1,721,796
392 (373) | Transportation Equipment 0 o R 1,006,314
393 Stores Equipment 5 -~ o 0 32,500
394 Tools, Shop, and Garage Equipment 0 544,637
1305 Laboratory Equipment _ e 0 . 260,291
E Power Qperated Equipment oL 0 692,058
a7 Communication Equipment ¢+ 0] 1,329,550
398 (379) |Miscellaneous Equipment I L - 0l 105,533
399 (390) {Other Tangible Property o 0
i TOTAL GENERAL PLANT (390-389) 0 0 0| 0 6,771,134
QOTHER UTILITY PLANT 2 |
111 Accum. Prov. for Amort. of Util. Plant in Serv. N 0 29,471
109 393 |Accum. Prov. for Deprac. of Util. Plant . 0
Leased to Others
112 Accum. Prov .for Amort. of Util. Plant 0
Leased to Others ]
110 394 [Accum. Prov. for Deprec. of Prop. Held for 0
i Future Use
113 Accum. Prov. for Amort. of Prop. Held for 0
Fulure Use - . B
115 396 |Accum. Prov. for Amort, of Util. Plant - 0
Acquis. Adjustments '
- TOTAL OTHER UTILITY PLANT
o (111-115) 0 0 0 0 29,471
TOTAL WATERWORKS (311-115) 0 0 0 0 54,358,202
Note: Columns {b) & (d} thru {i): from Accounting Regord  Column {e): For information only, not part of fhis
- calculation. Listed below are specifics that need to bs identified in Annual Reports for minimum acceptable
standards in Depreciation. I
1. List the current accrual rates being used to calculate depreciation expense in Column C.
[ 2. dentify the source of these accrual rates (PUCO Case No. 93-B82-WW-AAM. If Accrual Rate
\ changes during the year should be identifled with effective date of the changa. .
o 3, Clearly mark on the Depreciation Schedule how depreciation expense was calculated, i.e., montly, |
- quarterly, semi-annually, or annualily.
B Page 26 wj ~
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Annual Report of Aqua Ohlo, Inc. Year ended December 31, 2008
Schedule: 10
OTHER CURRENT AND ACGRUED ASSETS ACCOUNT 174 (170)
Beginning Ending
Description Balance Debits Credits Balance
{a) {b) (c) {d) (e)=(b)+{c)-(d)
Property Tax FIT Deduction 0 0 0 0
0
NONE
TOTALS $0 $o| $0 $0
Schedule: 11 :__ ]
EXTRAORDINARY PROPERTY LOSSES ACCOUNT 182 L
Beginning : Ending
Description Balance Debits Credits Balance
(a) {b) © (d) (e)=(b)*(c)-(d)
NONE
TOTAL EXTRAORDINARY
PROPERTY LOSSES 0 Q 0 0
B Page 31




Annual Report of Aqua Qhio, Inc.

Year ended December 31, 2008

Schedule: 12
- ~ MISCELLANEQUS DEFERRED DEBITS - ACCOUNT 186 {183)
Beginning Ending
Description Balance Debits Credits Balance
(8) (b} (c} (d) (e)=(b)*(c)-(d)

Retirements Work In Progress 7,919 32,300 41,562 (1,343)
Deferred Tank Painting 2,598,677 962,980 578,639 2,983,018
Accrued Payroil 0 0 0 0
Def. Tax Assets-Timing Diffarences (589,055) 2,195,622 81,872 1,524,694
Def. License to Operate 88,686 88,674 88,6806 88,674
Def. Rate Case Costs 52,516 97,587 24170 125,943
Sites Lake - Future Ownership 743,550 0 16,649 726,900
Other 41,208 8,048 16,256 31,000

TOTALS $2,943,500 $3,383,222 $847,835 $5,478,887
Schedule: 13 T

MISCELLANEOUS DEFERRED DEBITS - ACCOUNT 187 (CLASS A & B ONLY)
Beginning Ending
Description Balance Debits Credits __Balance
(a) {b) () {d) (e)=(b}*(c)-(d)
NONE

TOTAL MISCELLANECUS
DEFERRED DEBITS 0 0 T 0
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jtmnual Report of Agqua iOhIo, Inc. Year er;i]ad Decembar 31, 2008
Schedule 15 SN VN ]
LONG-TERM DEBT ACCOUNTS 221, 222, 223, & 224 |
- Nominal Unamortized -
2 Date of Date of | Face Amount | Premiumor | Stated | Yield | Short-Term Long-Teim
Descriplion of Obligation 1s5ue Maturity 1 Outstanding Discount Rate Rate Porticn __Portion
(a) {b) @ | . {d} (e) (f) (9) (h) (i}
|First Mortgage Bonds ‘ 4101/88 410113 4,549,500 8,681 ] 9.50 9.50 494,500 4,065,000
First Mortgage Bonds 7/15/0 | 7/15/20 | 5,300,000 30,655 | 9.80 | 980 | 300,000 5,000,000
Chio Water Develp. Auth.| 08/01/01 | 901731 | 11,975,000 5317201 500 (600 | 11,975,000
Ohio Water Develp. Auth.| 12/01/02 | 12/01/32 | 5,530,000 604,975 1 5.00 5.00 5,530,000
Ohio Water Develp. Auth.[ 12/01/02 | 12/01/32 | 5,330,000 733,420 | 480 | 480 | 5,330,000
Ohio Water Develp. Auth.| 09/01/05 | 00/01/35 | 21045000 | 1481422 | 450 | 450 21,045,000

53,729,500 | 3,390,873 | 794,500 | 52,935000 |
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Annual Report of Aqua Ohio, Inc.

Year ended December 31, 2008

Schedule: 16

PREPAYMENTS - ACCOUNT 166

Beginning Ending
Description Balance Debits Credits Balance
(a) (b) {c) (d) (e)=(b)+{c)-(d)
Prapaid Taxes 1,254,500 1,956,879 1,919,315 1,292,064
Prepaid Interest 4
Other Payments (Specify)
Prepaid Software Maintenance 27,153 133,519 122,212 38,4568
AWWA Dues 2,875 18,981 18,6689 3,167
Prepaid Consulting Fees 10,000 0 10,000 {0
TOTALS 1,294,527 2,109,379 | 2,070,216 1,333,690
Schedule: 17 N R _MW_:
| ACCUMULATED DEFERRED INCOME TAXES -
ACCELERATED AMORTIZATION - ACGCOUNT 281 ;| -
T - Beginning Ending
Description Balance Debits Credits Balance |
(a) (b) {c) (d) (e)=(b)*{c)-(d)_]
NONE

TOTAL ACCUM. DEF.INCOME

TAXES-ACCEL. AMORTIZATION

Acct. 281
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Annual Report of Aqua Ohiog, Inc. Year ended December 31, 2008
Schedule: 18
ACCUMULATED DEFERRED INCOME TAXES -
LIBERALIZED DEPRECIATION - ACCOUNT 282
Beginning B Ending
Description Balance Credits Debits Balance
(@) (b) () (d)_ (e)=(b)+(c)-(d)
Deferred FIT Depreciation 10,964,512 554,056 0 11,618,568
— i} D
TOTAL ACCUM. DEF. INCOME
TAXES - LIBERALIZED
DEPRECIATION - ACCT. 282 $10,964,512 $654,056 $0 $11,618,568
Schedule: 19 I
ACCUMULATED DEFERRED INCOME TAXES - OTHER -ACCOUNT283 [
| _Beginning T[T T | Ending_
Description Balance Credits Debits | Balance
(a) N (b) () (d) _(e)=(b)+(c)(d)
[Malntenance e 909,537 |  134519] "0 1,044,056 |
Excise Tax e 219,538 6574 T 226,111 |
Bad Debts o (121,263) 18,204 .. (103,059)
Pension {1.010,718) 6,596 {1,004,121)
Post-Retirement . {213,444) 0 0 (213,444
Deferred Compensation 18,381 25,699 44,080
Advances _ 285,942 46,426 332,368
Related Facilities 93,576 11,228 _ 104,804
Contributions (2,535,269) 220,250 64,127 | (2,379.,146),
Finance Costs 172,304 6,900 165,404
Non-Refundable Related Facilities 941,931 43,435 m_ 985,365
Marysville Sale 1,270,779 36,080 | 1,234,699
Washington C.H. Sale ! 668,910 4. ©8@Ba} 580,067 |
Perry Village Sale o 39,579 1,003 38,576
Ashtabula Sale R 2,978,875 80,988 2,897,887
Stock Optlons R (9,929) 5,988 {15,916)
Deferred Taxes - Other (1,480,993) 2,063,691 582,699
S - — — — NUVU——
TOTAL ACCUMULATED DEF,
TAXES - OTHER - ACCT. 283 $2,227,738 $2,576,622 $283,939 $4,520,421
Page 36
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Annual Réport of Aqua Ohlo, Inc.

Year ended December 31, 2008

Schedule: 20

MISCELLANEOUS CURRENT AND ACCRUED LIABILITIES ACCOUNT 242 (238)

Beginning ___Balance’
Description of Assets Balance Credits Debits End of Year
{a) {b)

Accrued Workers™ Compensation 101,930 215,479 210,673 106,736
Accrued Audit Expense 60,144 149,608 144,767 64,985
Accrued Labor 20,850 44,170 0 65,020
Accrued Power Purchased 93,000 0 3,400 89,600
Accrued Sludge Hauling 648,977 121,875 139,778 631,075
Accrued Legal Expenses 23,678 82,328 73,333 32,573
Payroli Clearing 225,445 9,789 235,234
Accrued Bonus 143,992 112,610 143,992 112,610
Accrued Dividend Equivalenis 31,871 (366) 16,107 15,398
Other 59,567 104,921 37,484 127,005

TOTALS 1,409,355 840,414 760532 | 1,480,236
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Annual Report of Agqua Ohio, Inc. Year ended December 31, 2008
Schedule: 21 o
OPERATING REVENUE ACCOUNTS
Acct, No, Account Title _Arnount
SALES OF WATER - | ]
460 Unmetered Sales to General Cusfomers 317,259
461 Metered Sales to General Cuslomers 36,379,145
462 Private Fire Protaction Service _ e 1,473,424 |
463 Public Fire Proteclion Service 0
464 Qther Sales to Public Authorites o+ o 3,952
469 Sales to irrigation Customers ~ 0
466 Sales for Resala 794,843
467 nterdepartmental Sales :
TOTAL SALES OF WATER (460-467) o B 38,968,623
QTHER CPERATING REVENUES
470 Foreited BISCOUVKS 0
471 Miscellaneous ServiceReverwe o 1,102,465 |
472 Rents From Water Preperty D
473 Interdepartmental Rents 0
474 Other Water Revenues 57,822
TOTAL OTHER OPERATING REVENUES (470-474) 1,160,287
____________ TOTAL WATERWORKS OPERATING REVENUES (460-474) 40,128,910
SEWAGE DISPOSAL REVENUES o T 'mmw_mm"m“ﬁ:ﬁ""ﬁ:*"_“"
521 ___|Flat Rate Revenues-Ganheral Customers o o ]
522 —__Measured Revenues-General Customers I R
523 Revenues from Public Authorities o I ]
524 Revenues from Other Systems _ e
5256 Interdepartmental Revenues o e -
526 Miscellaneous Sewerage Revenues o .
TOTAL SEWAGE DISPOSAL REVENUES (521-526) L 0
k’ OTHER OPERATINGREVENUES 1 -
531 Sale of Sludge .
532 Custoners’ Forfejted Discounts o 1. I
833 _  _  |Semvicings of Customers Laterals e L L
534 Rents from Sewer Properlies i}
535 interdepartmental Rents
536 Miscellaneous Operating Revenues I
TOTAL OTHER OPERATING REVENUES (531-53¢) | | _ 0
L TOTAL BEWAGE DISPOSAL OPERATING REVENUES (521-536) | 1 0
- | TOTAL OPERATING REVENUES {460-536) _ 40,128,910
Page 38 o B
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Annual Repert of Aqua Ohio, Inc.

Year ended December 31, 2008

Schedute: 22A

OPERATING EXPENSE ACCOUNTS (CLASS A& B) PAGE 10f4

Acct, No. Account Title Amount
WATERWORKS
SOURCE OF SUPPLY EXPENSE
600 Operation Supervision and Engineeting
601 Operation L.abor and Expenses 35,723
602 Purchased Water 1,027,889
803 Miscellaneous Expenses 3,795 |
604 Rents 0
610 Maintenance Supervision and Engineering 0
611 Maintenance of Sfruciures and Improvements 140,330
612 Maintenance of Collecting and Impounding Reservoirs | ¢ 0]
613 Maintenance of Lake, River, and Other Intakes g
614 Maintenance of Wells and Springs 0
615 Maintence of Inflitration Galleiles and Tunnels 0
616 Maintence of Supply Mains 0
617 Maintence of Miscellaneous Water Source Plant [}
TOTAL SOURGE OF SUPPLY EXPENSE (600-617) 1,207,738
] PUMPING EXPENSE -
620 Operation Supervision and Engineering 9]
621 Fuel for Power Produgction 0
622 Power Production Labor and Expense 0
623 Fuel or Power Purchased for Pumping 1,108,142
624 Pumping Labor and Expense 0
625 Expenses Transferred-Cr. _ o o
626 Miscellaneous Expenses 0
g27 Rents 0
630 Maintenance Supervision and Engineering 0
631 Maintenance of Structures and Improvements _ 0
632 Maintenance of Power Production Equipment ]
633 Maintenance of Pumping Equipment 0
TOTAL PUMPING EXPENSE (620-633) 1,108,142
WATER TREATMENT EXPENSES
640 Operation Supervision and Engineering 0
6541 Chemicals 1,250,504
642 Operation Labor and Expense 1,140,430
643 Miscellaneous Expense 657,962
B44 Rents ' 0
650 Maintenance of Supervision and Engineering 0
851 Maintenance of Strucfures and Improvements 272,272
652 Maintenance of Water Treatment Equipment 0
TOTAL WATER TREATMENT EXPENSE (640-652) 3,321,167
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Annual Report of Aqua Ohio, Inc. Year ended December 31, 2008
Schedule; 22A . B e e e
OPERATING EXPENSE ACCOUNTS (CLASS A & B) PAGE 2 of 4
Acct, Ne. Account Title Amount
TRANSMISSION AND DISTRIBUTION EXPENSES
E60 Operation Supervision and Engineering 0
661 Storage Facilities Expense ] . 0
662 Transmission and Distribution Lines Expenses _._._0868,457
863 Meler Expenses 16,054
664 Customer Installation Expenses 9,262
685  |Miscellaneous Expengses | 821,971
666 Rents 141,115
670 Maintenance Supervision and Engineering 0
671 Maintenance of Structures and Improvements 202,101
672 Maintenance of Distributicn'Reservoirs and Standpipes o ___ 578,639
673 Maintenance of Transmmission and Districulion Maing 997,979
674 Maintenance of Fire Mains Q
675 Maintenance of Services 172,088
676 Maintenance of Meters L 8243
677 Maintenance of Hydrants L o 78,771
678 Maintenance of Miscellaneous Plant _ 0
TOTAL TRANSMISSION AND DISTRIBUTION EXPENSES _ 3,896,680
{660-678) B O
CUSTOMER ACCONTS EXPENSES R e
801 ___{Supervision - e . N
902 Meter Reading Expenses i - 0
803 Customer Records and Colledtion Expenses A - ....2,646,018
804 Uncollectible Accownts oV 4315878
905 Miscellaneous Customer Accounis Expense __._;______nggg@'j 5
TOTAL CUSTOMER ACCOUNTS EXPENSES (901-905) - 320,908
j ~ |CUSTOMER SERVICE EXPENSES L T T
507 Customer Service and Information Expenses ]
TOTAL CUSTOMER SERVICE EXPENSES {907) N _Q_1
SALES PROMOTION EXPENSES - 3 -
g10 Sales Promotion Expenses -
TOTAL SALES PROMOTION EXPENSES (910) 0
ADMINISTRATION AND GENERAL EXPENSES I
920 Administrative and General Salaries 2,023,342
921 Office Supplies and Other Expenses I 363,774
1922 Adminisiralive Expenses Transferred-Cr. . (1,922,804)
923 Qutside Sepvices Employed 2,297 831
924 Property Insurances s 0
925 Injuries and Damages ~ 583,586 |
1925 Employee Pensions and Benefits 1,744,869
927 Franchise Requirements _ 0
928 Regulatory Commission Expenses 27,445
________ S s S
r Page 40 .




l |
Annual Report of Aqua Chio, Inc. Year ended December 31, 2008
Schedule: 22A DO ]
OPERATING EXPENSE ACCOUNTS {(CLASS A B B) PAGE 3 of 4
Acct. No. Account Title Amount
929 Duplicate Charges-Cr. 0
930.1 Institutional or Goodwill Advertising Expenses 9]
930.2 Miscellaneous General Expenses 237,646
930.3 Research and Development Expenses '
931 Rents 30,652
932 Maintenance of General Plant 0
L TOTAL ADMINISTRATIVE AND GENERAL EXPENSES (920-932) 5,386,341
TOTAL WATERWORKS EXPENSES (600-932) 18,040,976
SEWER DISPOSAL
Collection Expenses
700 Collection Supervision and Engineering
701 Colleclion Labor and Expenses
702 Services fo Customers
703 Flow Measuring Device Expenses
704 Miscellaneous Expenses _ .
703 Rents
710 Collection Maintenance Supervision and Engineering B
711 Maintenance of Collection Structures and Improvements _
712 Maintenance of Collection Sewers - -
713 Maintenance of Services to Customers
714 Maintenance of Flow Measuring Devices
715 Maintenance of Flow Measuring Device Ingtallaton |t
716 Maintenance of Other Collection Faciliiies o e
TOTAL COLLECTION EXPENSES (700-716) e 0]
PUMPING EXPENSES e ]
720 Pumping Supervision and Engineering
7 Fuel and Power Purchased for Pumping
722 Pumping Labor and Expenses
723 Expenses Transferred-Cr.
724 Miscellaneous Expenses
725 Rents
730 Pumping Maintenance Supervision and Engineering
731 Maintenance of Pumping Struclures and Improvements
732 Maintenance of Pumping Equipment
TOTAL PUMPING EXPENSES (720-732) _ . 0
TREATMENT AND DISPOSAL EXPENSES i
740 Treatment Supervision and Engineering ]
741 Chemicals
742 Treatment Labor and Expenses
743 Fuel and Power for Sewage Treatment and Pumping
744 Miscellaneous Expenses i . |
745 Rents
750 T & D Maintenance Supervision and Engineering
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Annual Report of Aqua Chio, Inc. Year ended December 31, 2008 |
| Schedule: 22A
______________ _ |OPERATING EXPENSE ACCOUNTS (CLASS A & B) PAGE 4 of 4
Acet. No Account Title Amount
751 Maintenance of T & D Structures and Improvements
752 Maintenance of Trealment and Disposal Plant L o
763 Maintenance of Other Treatment and Disposal
TOTAL TREATMENT AND DISPOSAL EXPENSES (740-753) 0
CUSTOMER ACCOUNTS EXPENSES
901 Supervision A |
Q02 Meter Reading Expenses and Flat Rate Inspections _ o
903 Custorner Records and Callection Expanses N
904 Uncaollectible Accounts
905 Miscetlanegus Customer Accounts Expense
TOTAL CGUSTOMER ACCOQUNTS EXPENSES (901-905) 0
CUSTOMER SERVICE EXPENSES o N e
807 Customer Service and Information Expenses a
TOTAL CUSTOMER SERVICE EXPENSES (907) 0
SALES PROMOTION EXPENSES - -
810 Sales Promotion Expenses e
914 Revenue from Merchandising, Jobbing, and Contract Work I B 7*g¥7
gi5 Costs and Expanses of Merchandising, Jobbing, and Contract Work . e ]
TOTAL SALES PROMOTION EXPENSES (910-915) o 0
ADMINISTRATIVE AND GENERALEXPENSES | . R ____i:
920 Administrative and General Salaries o - ]
921 Office Supplies and Other Expenses ] D R,
922 ____|Administrative Taxes TransfefredCr. B e
923 Quiside Services Employed e —
924 Property Insurance - - )
1926  |Injuries and Damages _ N S S
926 Employee Pension and Benefits o
927 Franchise Requirements
928 Regulatory Commission Expenses |
929 Duplicate Charges-Cr.
930-1 Institutional or Goodwill Advertising Expense o - ]
930.2 Miscelianeous General Expenses
930.3 Research and Development Expenses
931 [Renis R e
Mzintenance o
932 Maintenance of General Plant L ]
- TOTAL ADMINISTRATIVE AND GENERAL EXPENSES N o 0
(920-932) ) ] ]
o TOTAL SEWAGE DISPOSAL {700-932) ) L 0
TOTAL OPERATION AND MAINTENANCE EXPENSE 18,040,978
. __{660-932) e _— __
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Annual Report of Aqua Ohia, |ne. Year Ended December 31, 20_¢€

SCHEDULE: 22B

1. Class A & B waterworks and sewage disposal companies should use Schedule 224, Class C
companiesshould use Schedule 22B, and Class DD companies should use Schedule 22C,

N / A. - OPERATING EXPENSE ACCOUNTS
- : (CLASS C) Page 1 of 3

Accounk Amount
Nao. ' Account Title {in dollars)

WATERWORKS
SQURCE OF SUPPLY EXPENSE;

600 Operation Labor
601 Purchased Water _
602 Operation Supplies & Expenses
605 Maintenance of Water Source Plant

TOTAL SOURCE OF SUPPLY EXFENSE (600-605)

PUMPING EXPENSE:

620 Operation Labor

621 Fuel for Fower Production

622 Fuel or Power Purchased for Pumping
623 Operation Supplies & Expenses

625 Mainténrance of Pumping Plant
TOTAL PUMPING EXPENSE (620-625)

WATER TREATMENT EXPENSES:
630 Operation Labor

631 Chemicals

632 Operation Supplies & Expense -

635 Maintenance of Water Treatrnent Plant
TOTAI WATER TREATMENT EXPENSE (630-635)

TRANSMISSION AND DISTRIBUTION EXPENSES:
440 Operation Labor

G4l Operation Supplies & Expenses

620 " | Maintenance of Distribution Reservoirs and Standpipes

651 Maintenance of Mains

652 Maintenance of Services

653 Maintenance of Meters

654 Maintenance of Hydrants

655 Maintenance of Other Plant

TOTAL TRANSMISSION AND DISTRIBUTION EXPENSES (540-65%)

CUSTOMER ACCOUNTS EXPENSES:

901 Meter Reading Expenses

902 Accounting and Collecting Labor

903 Supplies & Expenses Expense

u04 Uncollectible Accounts

TOTAL CUSTOMER ACCOUNTS EXPENSES {901-904)
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" Annual Report of A?"‘“ Ohia, lnc. Year Ended:December 31, 2008

SCHEDULE: 22B

N / A OPERATING EXPENSE ACCOUNTS
S (CLASS C) Page 2of3
Accoun} T Amount
No. Account Title {in dallars)
CUSTOMER SERVICE BXPENSES:
907 | Customer Service and Information Expenses
TOTAL CUSTOMER SERVICE EXPENSE (907)

SALES PROMOTION EAPENSES:
810 Sales Promotion Expenses
TOTAL SALES PROMOTION EXPENSES (910)

ADMINISTRATIVE AND GENERAL EXPENSES:
920 Administrative and General Salaries
921 Office Supplies and Other Expenses
922 Administrative Expenses Transferred-Cr.
923 Outside Services Employed
924 Property Insurance
925 Injuries and Damages
926 Employee Pensions and Benefits
927 Franchise Requirements
928 ) Regulatory Commission Expenses
929 Duplicate Charges-Cr.
- 930.1 | Institutional or Goodwill Advertising Expenses
930.2 | Miscellaneouis General Expenses
930.3 | Research and Developinent Expenses
933 | Transportation Expenses
935 Maintenance of General Plant
TOTAL ADMINISTRATIVE AND GENERAL EXPENSES (920-933)
TOTAL WATERWORKS EXPENSES {600-935)

SEWAGE DISPOSAL
OPERATIONS EXPENSES:
700 Supervision and Engineering
701 Labor and Expenses
702 Rents »

703 Fuel 8 Power Purch, for Pumping & Treatment
704 Chemicals

705 Misc. Supplies & Expenses

TOTAL OPERATIONS EXPENSES (700-705)

MAINTENANCE EXPENSES:
710} Maintenance Supervision and Engineering

711 Maintenance of Structures and Improvements

712 Maintenance cof Collection Sewers System

713 Maintenance of Pumping System

714 Maintenance of Treatment and Disposal Plant

715 Maintenance of Other Plant Facilities

TOTAL MAINTENANCE EXPENSES (710-715)
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Annuat Report of f{-‘l." e Ohio |ac. Year Ended December 31, 20 2§

.SCHEDULE: 22B ,
N/ OPERATING EXPENSE ACCOUNTS
A.;f CLASS C) Page 3of 3
Accounf : f Amount
No. Account Title {in dollars)

CUSTOMER ACCOUNTS EXPENSES:

901 Supervision

902 Meter Reading Expenses and Flat Rate Inspections

903 Customer Records and Collection Expenses
904 Uncollectible Accounts .

905 Miscellanegus Customer Accounts Expense

TOTAL CUSTOMER ACCOUNTS EXPENSES (901-905)

CUSTOMER SERVICE EXPENSES:

807 Customer Service and Information Expenses

TOTAL CUSTOMER SERVICE EXPENSES (907)

SALES PROMOTION EXPENSES:

910 Sales Promotion Expenses

914 Revenues from Merchandising, Jobbing and Contract Work

915 Costs and Expenses of Merchandising, Jobbing and Contract Work

TOTAL SALES PROMOTION EXPENSES (910-915)

ADMINISTRATIVE AND GENERAL EXPENSES:

920 Administrative and General Salaries

921 Office Supplies and Other Expenses

923 QOutside Services Employed

924 Insurance Expense

926 Employee Pension and Benefits

928 Regulatory Commission Expenses

330 Miscellaneous General Expenses

931 Rents

932 Maintenance of General Plant

TOTAL ADMINISTRATIVE AND GENERAL EXPENSES (920-932)

TOTAL SEWAGE DISPOSAL (700-932)

TOTAL OPERATION AND MAINTENANCE EXPENSE (600-932)

45



Annual Report of Agua Ohlo, ] ne.

SCHEDULE: 22C

Year Ended December 31, 20 0

1. Class A & B waterworks and sewage disposal companies should use Schedule 224,
Class C companies should use Schedule 22B, and Class D companies should use Schedule 22C.

Nig. OPERATING EXPENSE ACCOUNTS
-~ (CLASS D) Page 1 of 2
Accoun Amount
No. Aceount Title {in dollars)
WATERWORKS
PLANT OPERATION & MAINTENANCE:
600 | Salaries & Wages ﬂ_
610 ' | Purchased Water
620 | Fuel or Power Purch, for Pumping
630 | Chemicals
640 | Supplies & Expenses
650 Repairs of Water Plant
660 | Transportation Expenses

TOTAL PLANT OPER. & MAINT, (600-660)

. GENERAT, EXVENSES:
680 | Administrative and General Salarles  ©
681 Office Supplies and Other Expenses
682 | Outside Services Employed
684 Insurance Expense
686 Employee Pensions and Benefits
688 Regulatory Commission Expenses
689 Miscellaneous General Expenses
690 Uncollectible Accounts

TOTAL GENERAL EXPENSES (680-680)

TOTAL WATERWORKS EXPENSES (000-690)

SEWAGE DISPOSAL
OPERATIONS EXPENSES:

700 Supervision and Engineering
701 Labor and Expenses
702 Rents
703 Fuel & Power Purch. for Pumping & Treatment
704 Chemicals
705 Misc. Supplies & Bxpenses

TOTAL OPERATIONS EXPENSES (700-705)

MAINTENANCE EXPENSES:

710 Maintenance Supervision and Englneering
711 Maintenance of Structures and Improvements
7iz2 Maintenance of Collection Sewers System
713 Maintenance of Pumping System
714 Maintenance of Treatment and Disposal Plant
715 Maintenance of Other Plant Facilities

TOTAL MAINTENANCE EXPENSES (710-715)

46



Annual Report of A que Ohto, lac. : Year Ended December 31, 20 €&

SCHEDULE: 22C 7
N/ A OPERATING EXPENSE ACCOUNTS
L (CLASS Dj Page 2 of 2 ,
Accoun| - T Amount
No. Account Title (in dollars)

CUSTOMER ACCOUNTS EXPENSES:

501 Supervision

902 | Meter Reading Expense$ and Flat Rate Inspectians

903 Customer Records and Collection Expenses
904 | Uncollectible Accounts

905 Miscellaneous Customer Accounts Expense
TOTAL CUSTOMER ACCOUNTS EXPENSES (901-905)

CUSTOMER SERVICE EXPENSES:
907 Custamer Service and Information Expenses

TOTAL CUSTOMER SERVICE EXPENSES (307)

SALES PROMOTION EXPENSES

a10 Sales Promotion Expenses

914 Revenues from Merchandising, Jobbing and Contract Work
815 Costs and Expenses of Merchandising, Jobbing and Contract Work

TOTAL SALES PROMOTION EXPENSES ($10-915)

ADMINISTRATIVE AND GENERAL FXPENSES:
920 | Administraiive and General Salaries
921 Office Supplies and Other Expenses

923 COutside Services Employed

924 Insurance Expense

926 Employee Pension and Benefits

928 Regulatory Commission Expenses

930 Miscellaneous General Expenses

931 Rents

032 Maintenance of General Plant
. TOTAL ADMINISTRATIVE AND GENERAL EXPENSES (920-332)

TOTAL SEWAGE DISPUSAL (700-932)

TOTAL OPERATION AND MAINTENANCE EXPENSE (600-932)
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Annual Report of Agua Ohio, Inc.

Year ended December 31, 2008

]
Schedule: 23 —_ o - B
TAXES OTHER THAN INCOME TAXES-OPERATING ACCQOUNT 408.1 )
Type of tax: N D 4. Amount
Ohio proparty Tax 1 7,039,901
Ohio Gross Receipts Tex 1,919,315
F.1.C.A, 461,373
L | Other -License to Operate . . _ 68,886
Maintenance of the P,U.G.0. and Q.C.C. 64,225
Local Corporate Income Taxes 69,138
TOTAL ACCOUNT 408.1 N 9,642,63?
Schedute:24 | - ]
T EMPLOYEE COMPENSATION N ]
Number of Employees as of ~ Total " iDistribution of Wages
December 31 o Compensation for Operation & e J 7 —
- s Year Ending Maintenance __Dther {(Specify)
oo tMale Female Total  December3i Accounts jConstruction Costof Removal
Parttme | 0 0 0 o N
Full-time 73 21 94 6,086,611 5,477,877 576,949 41,785
| TOTAL ALL Y R D
.  EMPLOYEES] 73 21 94 6,006,611 5477877 576,940 41,785
—sd
S S GRS S S P [ —
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Annual Report of Aqua Ohio, Inc. Year ended Dacember 2008

Schedule: 256

GENERAL INFORMATION - WATERWORKS

1. Number of reservoirs  Seven

. State whether natural or artificiat -  Artificial

. Kind of reserveir (Earthen or masonry) - 6 Masonry and 1 Earthen

Capacity of each reservoir- See Schedules 25-1 thru 25-6

. Are reservoirs covered or open? - 6 open and 1 Covered

Distance of each reservoir from pumping station -  See Schedules 25-1 thru 25-5

f. Elevation of each reservoir above pumping station - See Schedules 25-1 thru 25-5

o o0 TD

2. Number of Standpipes - 25 Standpipes and 6 Elevated Tanks
3. Method of purification -  See Schedules 25-1 thru 25-5
4.  State type of power used for pumping, whether steam, hydraulic, electric, or gas? - Electric
5. Number of gallons of water pumped during the year-  §,881,000,000
6. Quantities of Water -  In Millicn of Gallans
a. Produced and/or purchased - 8,476
b. Delivered to the customer - 7,257
. Lost or unaccounted for - 1,218
7. State source of water supply, whather rivers, iakes, springs, orwells - Lakes and wells
8.  Of the Chio customers, the number that are:
a. Year-round customers- 87, 010
b. Seasonal/Summer customers - 0
c. Avaflable-for-Use-Customers - 0
9. Total number of customers as of close of business in December:
a. Ohio- 87,010
b. Entire Company - 87,010
10.  AFUDC rate(s) used during year-  Various
11.  Calculation of AFUDC rate(s) used: - Use tha weighted iong term dsbt rate and the weighted short term

debt rate if the latter is greater than the average CWIP balances for
the previous quarter.
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Annual Report of Aqua Ohio, Inc. Year endsd Dacember 31, 2008
GENERAL INFORMATION - WATER WORKS Schedufe 2541

LAKE SHORE DIVISION - ASHTABULA

1. None
2. Elavated Tanks - One

A. 1@ 250,000 Gallons

3. Water purchased from Ohio-American Water Company

2008



Annual Report of Aqua Ohio, Inc.
GENERAL INFORMATION - WATER WCRKS
LAKE SHORE DIVISION - LAKE

1 Nong
2. Standpipes - Eleven

A. 1@ 5,000,000 Gallons
B. 1@ 700,000 Gallons
C. 3@ 1,000,000 Gallons
D. 2@ 750,000 Gallons
E. 2@ 250,000 Gallons
F. 1@ 2,000,000 Gallons
G. 1@ 400,000 Gallons

3. Coagulation, sedimentation, filtration, and chlarination

2008

Year ended December 31, 2008

Schedule 25-2



Annuat Report of Agua Ohlo, Ing,
GENERAL INFORMATION - WATER WORKS

LAKE SHORE DIVISION - SENECA

1. Mone

2. Elevated - One

A. 1@100,000 Galions

2008

Year ended December 31, 2008

Scheduls 25-3



Annual Report of Aqua Ohio, Inc. _ Year ended Decembaer 31, 2008
GENERAL INFORMATION - WATER WORKS Schedule 254

STARK REGIONAL DIVISION

1. Two

One artificial

One concrete

- 1-1/2 millicn gallon underground reservoir
Covered

Two miles

240 feet

Mmoo

2. Standpipes - Eight

3@ 1,000,000 Gallons
1@ 2,000,000 Gallons
1@ 1,500,000 Gallons
1@ 3,000,000 Gallons
2@ 750,000 Gallons

mToowp

Elevated Tanks - One
A. 1@ 500,000 Gallons

3. Lime for softening, together with coagulation, sedimentation, filtration and chlorination

2008



Annual Report of Aqua Ohio, Inc. Year ended December 31, 2008

GENERAL INFORMATION - WATER WORKS Schedule 25-5
STRUTHERS DIVISION
Five
A, Arlificial

B. 1 Earthen dam with concrate wall and concrete spillway; 2 earth and concrete;
1 earth and cancrete; and 1 stone Masonry
G. Pine Lake 741 MG
Lake Evans 2,770 MG
Burgess Lake 60 MG
Hamiliton Lake 740 MG
McKelvey Laka 1,700 MG
.. Open
E. Adiacent
F. 12 Fest

. Stendpipes - Five
A. 1@ 2,000,000 Gallons
B. 4@ 1,000,000 Gsilons

Elavated Tanks - Threa

A. 1@ 500,000 Gallons

B, 1@ 75,000 Gallons (wash water only)
C. 1@ 1,000,000 Gallons

. Lime and sada ash for softening, tagether with coagulation, sedimentation, filtration and
chiatination.

- 2008



Annual Report of Aqua Chio, Inc. " Yearended December 31, 2008
GENERAL INFORMATION - WATER WORKS Schedeule 25-6
- MASURY DIVISION

1 None

2 Standpipe - Cne
A.1@1,000,000 Gallons

2008



Amnuai Report of Aqua Ohio, Inc. Year ended December 31, 2008

Schedule 26

STATEMENT OF INTRASTATE GROSS EARNINGS {REVENUE)

FOR OHIO AT CLOSE OF YEAR

("Intrastate means from one paint in Ohio f¢ another point in Ohig, 1
or wholly within Ohio",)

(For the uses and purposes designated in Revised Code Section 4906.10,
assessment for maintaining the Deparlment of the Public Ulilities b
Commission of Ohio.} _

Amount |
Interstate B
{Other Than Ohio
Total Chio) Infrastate

Acct. Na. ltem (1) {2) {3)
400 Waterworks Operating Revenuss 40,128,910 0 40,128,810
521-626 1Sewage Disposal Operating Revenue Y 0] .0
413 Revenue From Ulility Plant Leased to Others g L g L _ 0
414 Gains form Disposition of Property 18,390 0 18,390
415 |Revenues from Merch., Jobbing, & Contract Waork 1,857,448 _ 0 1857448
417 Revenues from Nonufifity Operations _ ooT2pzyy 4 12,027
418 Nonoperating Rental Income o N oy - Qr 0
119 interest & Dividend Income L Yl 14,597 01 114,597
421 Misc. Nonoperating Income —b 819y 0} . &g
422 Gain from Disposifion of Nonutiity Property o 0 0]
433-409.3!Extraordinary Income . a 0 0

SUBTOTAL T a2151,992 0] dzq9tger|
466 Earnings or Receipts from Sales to Utifities

for Resala. ' 0 0 ol

TOTAL o 42,191,992 0 42191,892¢

e TR N PR
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Annuai Report of Agua Ohio, Inc. Year Ended December 31. 2008

Schedule: 27

IN ORDER TO ENSURE THAT PUCO CORRESPONDENCE IS DIRECTED TO THE
APPROPRIATE PERSON AT THE CORRECT ADDRESS, PLEASE COMPLETE THE
FOLLOWING.

Name, Title, Address, and Phane Number of the Company's Contact Persons
to Receive Entries and Orders from the Docketiﬂg Division.

Richard A. Hideg Assistant Controller
Name - Title

6650 South Avenue, Boardman, Ohio 44512
Address

(330) 397-0778
FPhone Number {Including Area Code)

Name, Title, Address, and Phone Number of Person to whom Invoice
should be Directed

Richard A. Hideg Assistant Controller
Name Title

6650 Scuth Avenue, Boardman, Chio 44512
Address

{330) 397-0778
Phone Number (including Area Code)

Name and Address of the President

Robert J. Liptak
Name ' President

6650 South Avenue, Boardman, Ohio 44512
Address
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Annual Report of Agua. Qnio, Ing. Year Ended December 31, 2008

VERIFICATION

The foregoing report must be vaiifisd by the Pregident or Chiaf Officer of the sompany. The cath
raquived may be taken before any persen-authorized to adminlster at oath by the faws of the Slate in
whieh the same is faken.

OATH
State of Ohie
County of Mahoning
Robert G. Liptak _ makes oath and says that

(insert here e name of the affiant.)

héfshe is President ,
{Ingert hera tha official title of deponant)

of Aqua Ohle, Ine.
(Insert here the-exactlegal fitle of name of the respondent. )

that he has examined the foregoing report; that to.the best of his kirowledge, Information, and:bejief,
alt staterments of fact contained in the sald report are true and the said repart iz a gorrect statarment of

thie business and affairs-of the abibye:nared respondent in respect 1o each and every matter setforth

therein during the period from and inglutiing January 1, 2008, to and including Desember 31, 2008.

T {Bignature of 2@ T
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To Our Shareholders

March 18, 2009

Given the current economic environment, | am pleased to report that Aqua America, Inc. had a strong 2008,
We grew net income for the 9" straight year and raised the dividend for the 18" time in 17 years. Aqua’s
main objective this past year was obtaining a fair return on Aqua’s major capital investments while focusing
on containing operating costs. Success in both of these efforts helped the bottom line,

In 2008, Aqua received rate awards of approximately $60 million in annualized revenue, which hegan to
provide a fair return on utility infrastructure investments we have made aver the last few years. We will
‘continue to invest in infrastructure in 2009, and the timely recovery cn our investment will be a top priority.
"o support the $280 million Aqua plans to invest in 2009, we expect rate recovery efforts to be similar to those of 2008,

In August of 2008, Agua America's Board of Directors showed their confidence in our business model and dedication to increasing
shareholder value by authorizing a quarterly dividend increase of 8 percent from $0.125 per share to $0.135 per share (an annualized
rate of $0.54 per share). This marked the tenth consecutive year in which the dividend was increased more than 5 percent. | am proud
of our dividend track record given the number of companies that have recently cut or eliminated their dividend. Aqua was recognized as
a Mergent Dividend Achiever once again in 2008.

Despite the poor economic conditions in 2008, revenues rose to $627 million in 2008 from 3802 million in 2007, Net income for the
year was $98 million, an increase of 3 percent from $95 million in 2007. Diluted earnings per share were $0.73 compared to $0.71
in 2007 on 1.2 percent more shares outstanding. These results show an improvement, even though many of the 2008 rate awards
impacted only a portion of 2008 and should provide further revenue growth in 2009.

Management was able to contral operations and maintenance (O&M) expenses, which rose just 3.6 percent despite increased fuel,
chemical, and other water production costs through much of 2008, We expect our operating efficiency ratio (O&M/Revenue) to continue
ta improve in 2009 as we continue to focus on efficiency programs.

We regularly review our "pruning” policy and in 2008 profitably sold our Woodhaven, llfinois operations for $10.5 million. Management
will continue to review each of our systems to ensure that we are deploying our resources in an effective and efficient manner.

in 2008, new customer growth, complemented by nine acquisitions and other growth ventures, totaled approximately 18,000
customers, a 2 percent increase (hefore dispositions), despite the effect of the national housing slowdown. [ am hopeful that our
successful growth-through-acquisition program will bring increased opportunities given the economic stress on smaller undercapitalized
systems.

In 2008, we invested $267 million in infrastructure improvements. The majority of this was spent on distribution system improvements
as most of the envircnmental compliance investment for recent acquisitions has been accomplished. Going forward, much of our capital
spending will be dedicated 1o projects that are eligible for various infrastructure rehabilitation surcharges, which allow for more timely
earnings recovery.

The company has been able to borrow at very low rates and now has an imbedded cost of debt of 5.59 percent on fixed rate debt of
$1.2 billion and its largest subsiciary, Aqua Pennsylvania, is rated AA- by Standard and Poor’s with a 1+ recovery rating on its senior
secured long-term debt. In December, Aqua Pennsylvania was able to issue $22 million in tax-exempt bonds and expects to issue at
least another $58 million in tax-exempt bonds in 2009. Agua America was able o renew $108 million of short-term lines at the height
of the credit crisis during the fourth quarter.

Entering 2009, the company has an adequate equity position and believes it can issue the necessary debt to support our capital
investment program. Our strong balance sheet and access to capital markets are very important in today’s difficult econcmic times and
should help the company to take advantage of acquisition opportunities as they occur.

Although Acua stock was down 2.9 percent in 2008, it continued to outperform the DIIA (-34 percent) and S&P 500 {-38 percent).
Management is hopeful that rate relief efforts and growth will positively impact results in 2009.

Thank you for your continued support.

Al Lo Vet

Nicholas DeBenedictis
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2008 Fi nanCial Hi ghllghts (in thousands, except per share amounts)

2008
Operaling revenues $626,9/2
Net income 97,918
Basic net income per common share 0.73
Diluted net income per common share 0.73
Annualized dividend rate per comimon share (12/31) 0.54
Common stockholders' equity per share 182
Common siockholders™ equity 1,058,446
Total assets 3,485,022
Net cash flows from operating actiities 221,506
Capita! additions (2) 267,418
Number of utility customers served (h) 944,540

() Excludes nat payments for acquisitions of utility systems and cther: $14,659 in 2008 and $51,226 in 2007,

{h} 2007 excludes 22,519 customers associated with two utility systems disposed of during 2008.

2007

$602,499
95,014
0.72

0.1
050

7.32
976,298
3,226,912
194,168
238,140
926,849

% Change

A%
11%
1.4%
2.8%
8.0%
6.8%
8.4%
8.0%
14.1%
12.3%
2.0%




Net Income Dividends Per Share

in millions annualized as of 12/31

2004 2005 2006 2007 2008 2004 2005 2006 200/

2008 Dividend Highlights

- Increased December 1, 2008 cash dividend by 8 percent to $0.54 on an annualized basis
- Achieved 18 cash dividend increases in the last 17 years
- Paid dividends for more than 60 consecutive years

Operating Revenues Customer Count

in millions

1,000,000 941,540
976,859

900,000 i
' 841,084

800,000

700,000
600,000
500,000
400,000
300,000

200,000

100,000

l
2004 2005 2006 2007 2008

Customer couis extude viility customers associated with utility systems disposed of in the five years
presented of 23,630 in 2004, 23,850 in 2008, 23,952 in 2006 and 22,519 in 2007,




$ 1 . 2 billion in 5 years - Capital invested 2004-2008

$61 million

“Rehabilitation and maintenance of distribution systems, pumping stations, tanks
and hydrants are critical to our business.”

- Aqua Chairman and CEO Nicholas DeBenedictis



Infrastructure needs are different throughout Aqua’s service territory. In some states, miles of

pipe connect communities, while in others each community has its own water system.

| 634

$56m1lhon $52 million

$79 milion | miion

. $3 million

: _$:38--'mii.fiq:_n <
| $83 millian

$100,000

$4i

million

*Aqua America’s New York opcrations were substanially acquired in 2007




The Importance of Infrastructure

When President Obama announced that a major component of the Economic Stimulus Plan would be the replacement of the
nation’s key infrastructure, it was as if he'd taken a page right out of Aqua America’s {Aqua) capital program book.

While the Economic Stimulus Plan has the nation refocused on infrastructure, investing in our future has been the focus of
Agua America subsidiaries for decades. Throughout Aqua’s century-old history, its subsidiaries are proud to have built and
re-huilt much of the environmental infrastructure that continues to sustain the regions they serve today. In the past five years
alone, Aqua’s utility subsidiaries have invested nearly $1.2 billion through its capital program, including the replacement

and rehabilitation of aging water mains, operational and water quality improvements at our treatment facilities to ensure

regulatory compliance and upgrades to water storage tanks, pumping stations and other key facilities.

Proposals in the current stimulus plan call for increasing the State Revolving Loan (SRL) Funds, increasing tax-exempt
financing and continuing the accelerated bonus tax depreciation of the 2008 economic stimulus plan. With Agua’s strong
balance sheet, increases to SRL programs could allow Aqua's subsidiaries access to low-interest loans. This would help to

ensure the companies’ continued investiment in needed water and wastewater infrastructure improvements.

On January 28, 2009, the American Society of Civil Engineers issued its report card on America’s infrastructure, in which they
gave a grade of D- to the nation’s drinking water and wastewater systems. The U.S. Environmental Protection Agency estimates
$277 billion in anticipated costs for repairs and replacement of transmission and distribution pipes, storage and treatment
equipment and projects that are necessary to deliver sate supplies of drinking water over the next 20 years. As many water and
wastewater systems are unable to raise the capital to make these necessary replacements and repairs, they will likely laok for
alternatives, including sefling their assets to larger, well-capitalized utilities that will make capital investments.

in this current environment, Aqua anticipates that its access to capital, coupled with its technological and engineering expertise
and experience, will continue to be a key element of its growth-through-acquisition strategy. Acguisitions provide the company
with more opportunities for capital investment that will benefit customers with improved reliability and service and

shareholders as the campany pursues a fair return on those investments to positively impact earmings.
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The amount the

U.S. Environmental

F_, Protection Agency

estimates is
needed over the
next 20 years to
repair U.S. water

infrastructure.




Comparison of Five-Year Cumulative Total Shareholder Return’
Among Aqua America, Inc., the S&P 500 Index and the S&P MidCap 400 Utilities Index

The graph below compares the cumulative 5-year total return of holders of Aqua America, Inc.'s Common Stock
with the cumulative total returns of the S&P 500 Index and the 5&P MidCap 400 Utilities Index. The graph tracks
the performance of a $100 investment in our Common 5tock and in each of the indices (with the reinvestment of
all dividends) from 12/31/2003 toc 12/31/2008.

The S&P MidCap 400 Utilities Index consists of the following companies: AGL Resources Inc., Alliant Energy Corp.,
Aqua America, Inc., Black Hills Corp., DPL Inc., Energen Corp., Great Plains Energy Inc., Hawaiian Electric Industries
Inc., IDACORP Inc., MDU Resources Group Inc., National Fuel Gas Company, Northeast Utilities, NSTAR, NV Energy
Inc., OGE Energy Corp., ONEOK Inc., PNM Resources Inc., Puget Energy Inc., SCANA Corp., UGI Corp., Veclren
Corp., Westar Energy Inc. and WGL Holdings Inc.
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Years as of December 31,

PAVER; 2004 2005 2006 2007 2008
Aqua America, Inc. $100.00  $11389  $171.71 $14594  $138.72  $138.43
S&P 500 Iiwlex 100.00 110.88 116.33 13470 142.10 89.53
S&P MidCap 400 Utilitics Index 100.00 118.21 12/7.40 15853  169.19 134.85

[he stock price performance included in this graph is not necessarity indicative of future stock price performance,
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AQUA AMERICA, INC. AND SUBSIDIARIES

Management’s Discussion and Analysis of Financial Condition and Results of Operations
(T thousands of dellars, exceepl per share arionnts)

FORWARD-LOOKING STATEMENTS

2r LK

This repott by Aqua America, Inc. (“Aqua America,” “we” ot “us™) contains, in addition to historical information, forward-
looking statements within the meaning of the Private Securities Litigation Reform Act of 1995, These forward-looking
statements involve risks, uncertainties and other factors, that may be outside out control and thar may cause our actual results,
performance or achievements to be materially different from any future results, performance ot achievements expressed or
implied by these forward-looking statements. In some cases you can identify forward-looking statements whete statements are
preceded by, followed by or include the words “believes,” “expects,” “anticipates,” “plans,” “future,” “potential” or the
negative of such terms or similar expressions. Forward-looking statements in this report, include, but are not limited to,
statements regarding:

recovery of capital expenditures and expenses in rates;

projected capital expenditures;

availability and cost of capital financing;

dividend payment projections;

future financing plans;

futute pension contributions;

opportunities for future acquisitions, the success of pending acquisitions and the impact of future acquisitions;

acquisition-related costs and synergies;

the capacity of our water supplies, water facilities and wastewater facilities;

the impact of geographic diversity on our exposure to unusual weather;

the impact of conservation awateness of customers and more efficient plurnbing fixtures and appliances on water usage;

the availability and cost of key production necessities, including power, chemicals and putchased watet or wastewater
services;

the availability of qualified personnel;

the return performance of our defined benefit pension plan assets;

general economic conditions; and

.
.
® the impact of accounting pronouncements.

Because forward-looking statements involve tisks and unceriainties, there are important factors that could cavse 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, ctedit and financial market conditions;

changes in government regulations and policies, including environmental and public utility regulations and policies;
the decisions of governmental and regulatory bodies, including decisions on rate increase requests;
out ability to file rate cases on a timely hasis to minimize tegulatoty lag;

changes in environmental condidons, including those that result in water use restrictions;
abnormal weather conditions;

changes in, or unanticipated, capital requirements;

changes in our credit rating or the market price of our common stock;

our ability to integrate businesses, technologies or services which we may acquire;

out ability to manage the expansion of our business;

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;
increasing difficulties in obtaining insurance and increased cost of insurance;

o & 4 9 & » 2 5 & ¢ N

L N

cost averruns relating to improvements or the expansion of our operations;

changes in accounting pronouncements; and
s civil disturbance or terroristic threats or acts.



AQUA AMERICA, INC. AND SUBSIDTARIES

Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
(Dt thowsands of dollars, exceept per share amonnis)

Given these uncerrainties, you should not place undue reliance on these forward-looking statements. You should read this
report with the understanding that our actal furure results, performance and achievements may be materially different from
what we expect. These forward-looking staternents represent our estimates and assumptions only as of the date of this report.
Lixcept for our ongoing obligations to disclose material information under the federal securities laws, we are not obligated to
apdate these forward-looking statements, even though our sitnation may change in the future. We qualify all of sur forward-
looking statements by these cantionary statements. As you read this report, you should pay particular attention to the “Risk
Tactors” included in our Annual Report on Form 10-1<,

OVERVIEW

The Company

Aqua America, Inc. 1s the helding company for regulated utilitics providing water or wastewatet services to what we estimate to
be approximately 3.0 million people in Pennsylvania, Ohio, North Carolina, Tllinois, Texas, New Jersey, New York, Florida,
Indiana, Virginia, Maine, Missouri and Scuth Carolina. Our largest operating subsidiary, Aqua Pennsylvania, Inc., accounted for
approximately 53% of our operating revenues for 2008 and, as of December 31, 2008, provided water or wastewater services to
approximately onc-half of the total number of people we serve located in the suburban areas north and west of the City of
Philadelphia and in 24 other counties in Pennsylvania. Our other subsidiaries provide similar services in 12 other states, In
addition, we provide water and wastewater service through operating and maintenance contracts with municipal authorities and
other partdes, and septage services, close to our utility companies” service territoties,

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, Inc., formerly known as Philadelphia Suburban Water
Company. In the early 1990s wec 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 Aqua Source, Inc. in 2003, the acquisition of eater Utilities,
Inc. in 2004, and the acquisition of New York Water Service Corporation in 2007. Since the early 1990s, our business strategy
has been primarily directed roward the regulated water and wastewater utility industry and has extended our regulated
operations from southeastern Pennsylvania to include operations m 12 other states.

Industry Mission
The mission of the investor-owned water utility inclustey is o provide quality and reliable water service at an affordable price to
customets, while earning a fair return for sharcholders. A number of challenges face the industty, including;

strict environmental, health and safety standards;,
the need for substantial capital investment;
economic regulation by state, and/or, in some cases, local government; and

a & &

the impact of weather and drouglht conditions on water sales demand,

Economic Regulation

Most of our water and wastewater utility operations are subject to regulation by their respective state regulatory commissions,
which have broad administrative power and authority to repulate rates and charges, determine franchise areas and condirions of
service, approve acquisitions and authotize the isswance of securities, The repulatoty commissions also establish uniform
svstems of accounts and approve the rerms of contracts with affiliates and custorners, business combinations with other utility
systems, loans and other financings, and the franchise arcas that we serve. The policies of the regulatory commissions often
differ from state w state, and may change over time. /A small number of our operations are subject to rate repulation by county
ot city government. The profisability of our utlity operations is influenced 1o a great extent by the timeliness and adequacy of
rate allowances in the various states in which we operatc.



AQUA AMERICA, INC. AND SUBSIDIARIES

Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
(Tt thonsands of dollars, except per share amounts)

Rate Case Management Capability —We strive to achieve the industry’s mission by effective planning and efficient use of
our resources, We maintain a rate case management capability to putsue timely and adequate retuins on the capital investments
that we make in improving or replacing water mains, treatment plants and other infrastructure. This capability is important to
our continued profitability and in providing a fair return to our shareholders, and 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, capital, taxes, energy,
materials and compliance with environmental regulations. In pursuing our rate case strategy, we consider the amount of utility
plant additions and replacements made since the previous rate decision, the changes in the cost of capital, changes in the capital
structure and changes in operating and other costs. Based on these assessments, our utility operations periodically file rate
increase yequests with their respective state regulatory commissions or local regulatory authorities. In general, as a regulated
entetprise, our water and wastewater rates are established to provide recovery of utility operating costs, taxes, interest on debt
used to finance capital investinents 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 determines the profitability of the Company.

Our water and wastewater operations are compiised of approximately 200 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. Right of the states in which we operate permit some form of consolidated rates in varying degrees for the
rate divisions in that state, and two states currently permit us to fully consolidate rate filings state-wide. Due to the length of
time since the last rate increase for some of out systems and the large amount of capital improvements relative to the number
of customers in some smaller systems, the proposed rate increase in some of these systems may be substantial. Also, as a result
of the condition of some of the systems acquired and the time needed to make the capital investments required to maintain
compliance prior to requesting rates, some divisions have experienced or are experiencing longer periods of regulatory lag, We
can provide no assurance that the rate increases will be granted in a timely or sufficient manner to cover the investments and
expenses for which we initially sought the rate increases. We are currently in active rate proceedings in 7 of our 13 states.

Revenue Surcharges —5Six states in which we operate water utilities, and two states in which we operate wastewater utilities,
permit us to add a surcharge to water or wastewater bills to offset the additional depreciation and capital costs associated with
certain capital expenditures related to replacing and rehabilitating infrastructure systems. In all other states, water and
wastewater utlities absorb all of the depreciation and capiral costs of these projects between base rate increases without the
henefit 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. The infrastructure rehabilitation surcharge mechanism is intended to substantially reduce regulatory
lag, which often acts as a disincentive to water and wastewater utilities to rehabilitate their infrastructure. In addition, certain
states permit our subsidiaries to use a surcharge or credit on their bills to reflect certain ailowable changes in costs, such as
changes in state tax rates, other taxes and purchased water, undl such time as these changes in costs are fully incorporated in

base rates.

Effects of Inflation —Recovery of the effects of inflation through higher water rates is dependent upon receiving adequate and
timely rate increascs. Flowever, rate increases are not retroactive and often lag increases in costs caused by inflation, Even
duting periods of moderate inflation, as has been experienced in 2008, 2007 and 2006, the effects of inflation on our opetating
results are noticeable and pattly responsible for lower than expected earnings growth. Two states allow annual inflationary
index filings to help offset the effects of inflation on our operating costs.



AQUA AMERICA, INC. AND SUBSIDIARIES

Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
(In thousands of doflars, exccept per share armonnts)

Growth-Through-Acquisition Stratcpy

Part of our strategy to meet the industry challenges is to actively explore opportunities to expand our uiility operations through
acquisitions of water and wastewater utilitics either in areas adjacent to our existing service areas or in new service areas, and to
explore acquiting non-regulated businesses that are complementary to our regulated water and wastewater operations. To
complement our growth strategy, we routinely evaluate the operating performance of our individual utility systems and in
instances whete limited customer-growth opportunitics exist or whete we are unable to achieve favorable operating results or a
return on equity that we consider acceptable, we will seck to sell the utility system and reinvest the proceeds in other utility
systems. Our growth-through-acquisition strategy allows us to operate more efficiendy by sharing operating expenscs over
more udlity customers and provides new locations for possible future growth. The ability to successfully execute this strategy
and meet the industry challenges is largely duc to our qualified and trained workforce, which we strive to retain by treating
employees fairly and providing our employees with development and growth opportunities.

During 2008, we completed 9 acquisitions and other growth ventures which, along with the organic growth in our existing
systems, represent 9,941 new customers. During 2007, we completed 26 acquisitions which, along with the organic growth in
our cxisting systeins, represent 23,909 new customers. In addition on January 1, 2007, we completed the acquisition of the
capital stock of New York Water Service Corporation for §26,664 in cash, as adjusted pursuant to the purchase agreement
primarily based on working capital at closing, and the assumption of $§23,000 of long-term debt, The operating results of New
York Water Service Corporation have been included in our consolidated financial statements beginning January 1, 2007, The
acquired operation provides water service to 44,792 customers in several water systems located in Nassau County, Long Island,
New York and these customers are included in our customer count as of December 31, 2006. The acquisition was funded
through the issuance of long-term debt that was issued in 2006.

Draring 2005 and 2006, we comypleted six acquisitions of non-regulated companies that provide on-site septic tank pumping,
sludge hauling and other wastewater-related services o customers in eastern Pennsyivania, New Jersey, Delaware, New York
and Maryland. The operating revenues of these businesses for the years ended December 31, 2008, 2007 and 2006 were
$10,196, $10,209 and $5,424, respectively, and are excluded from our Regulated segment. In total during 2006, $7,897 in cash
was invested in these non-regulated wastewater and septage acquisitions on which we believe we will eatn an appropriate
return. Please refer to the section captioned “Acquisitions” for an additional discussion of acquisitions,

In addition to acquisitions, from time to time, we sell udlity systems of relinquish ownership in systems through condemnation,
In February 2008, through a condemnation proceeding we turned over the northern portion of our Fort Wayne, Indiana system
representing 10,921 customers. In addition, pursuant to our plan to evaluate and disposc of underperforming utility systems, we
sold the following utility systems; in August 2008 we sold a water and wastewater utility system in Iliinois representing 11,598
customers; and in December 2007 we sold a water utility system representing 1,304 customets.

We believe that utility acquisitions will continue to be the ptimary source of customer growth for us, With approximately
52,000 community watet systems in the U.S., 83% of which serve less than 3,300 customers, the water industry is the most
frapmented of the major utility industries (telephone, natural gas, electric, water and wastewater), In the states where we
operate, we believe there are approximately 22,000 community water systems of widely-varying size, with the majority of the
population being served by government-owned water systems,

Although not as fragimented as the water industry, the wastewater industry in the U.S. also presents opportunities for
consolidation. According o the U.S. Environmental Protection Agency’s (EPA) most recent survey of wastewater treatment
facilities (which includes both government-owned and privately-owned facilities) in 2004, there ate approximately 16,600 such
facilities in the nation serving approximately 75% 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 facilitics ate government-owned rather than privately-owned, The EPA survey also indicated that
there are approximately 9,800 wascewater facilities in opetation or planned in the 13 states where we operate. We also intend to
explore opportunitics in the non-regulated wastewater and septage businesses when they complement our utility companies.



AQUA AMERICA, INC. AND SUBSIDIARIES

Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
T thowsands of dollars, except per share amonnts)

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

» the benefits of economies of scale;

® increasingly stringent environmental regulations;

o the necd for substantial capital investment;

» limited access to cost-effective financing; and

o the necd for technological and managerial expertse.

We are actively exploring oppottunities to expand our water and wastewater utility operations through acquisitions or
otherwise. We intend to continue to pursue acquisitions of government-owned and privately-owned water and wastewater
systemns of all sizes that provide services in areas adjacent to our existing service territories or in new service areas. We continue
to explore apportunitics for the acquisition of other non-regulated wastewater service and septage businesses that are located
neat out existing markets, growing our existing revenue base in this business by offering the wastewater seevices (o nearby
residents with on-site sewer systems, adding new customers to this business and expanding the services that are provided to
them.

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 in our northern service territories during
the late spring and summer months when nonessential and recreational use of water is at its highest. Consequently, a higher
proportion of annual operating revenues is realized in the second and third quarters. In general during this period, an extended
period of dry weather increases water consumption, while above average rainfall decreases water consumption. Also, an
increase in the average temperature generally causes an increase in water consumption, Conservation efforts, construction codes
which requite the use of low flow plumbing fixtures, as well as mandated water use restrictions in response to drought
conditions can adversely affect water consumption. We believe an increase in conservation awareness by our customers,
including the increased use of more efficient plumbing fixtures and appliances, may result in a trend of a decline in water usage
pet customer.

On occasion, drought warnings and water use restrictions are issued by governmental authorities for portions of our service
territoties 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 discretionaty and recreational use of water is highest duting the summet months, particulatly in our northern,
service tertitories. At other times of the year, warnings and restictions generally have less of an effect on water consumption.

The geographic divessity of our utility customer base reduces the effect on Aqua America of our exposure to extreme or
unusual weather conditions in any one area of our service territory. During the year ended December 31, 2008, cur operating
tevenues were cerived principally from the following states: 53% in Pennsylvania, 8% in Texas, 7% in Ohio, 7% in llinois, and
6% in North Carolina.

Performance Measures Considered by Management

We consider the following financial measures to be the fundamental basis by which we evaluate our operating results: earnings
per share, operating revenues, 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” or
“efficiency tatio™); return on revenues (net income divided by operating revenues); and return on equity (net income divided by
common stockholders’ equity). We review these measurements regulatly and compare them to historical periods, to our
operating budget as approved by the Aqua America, Inc. Board of Directors, and to other publicly-traded water utilities.



AQUA AMERICA, INC. AND SUBSIDIARIES

Management's Discussion and Analysis of Financial Condition and Results of Operations {continued)
(In thonsands of dodlars, except per share amonnts)

Our operating expense tatio is one measure that we use to evaluate out operating efficiency and management effectiveness in
light of the changing nature of our company. During the past five years, our operating expense ratio has been effected over
time due to & number of factors, including the following:

e Acquisitions —The Heater Utilities, Inc. and Flotida Water Services acquisiticns increased our operating expense ratio
due to the operating revenues gencrated by these operations heing accompanied by 2 higher ratio of operations and
maintenance ¢xpenses as compared to other operational areas of the company which are more densely-populated and
have integrated operations. These acquired operations can be characterized as having relatively higher operating costs to
fixed capital costs, in contrast to the majority of the Aqua America operations which generally consise of larger,
interconnected systems, with higher fixed capital costs (uility plant investment) and lower operating costs pet customer.
In addition, in 2006 we completed several acquisitions of companies that provide on-site septic tank pumping and sludge
hauling services. The cost-structutre of these businesses differs from our uiility companies in that these businesses have a
much higher ratio of operations and maintenance expenses to operating revenues and lower capital investment and
consequently a lower ratio of fixed capital costs versus operating revenues, As a result, the ratio of operating income
compared to operating revenues is not comparable between the businesses. The non-regulated wastewater and septage
service business is not a component of our Regulated segiment.

o Regulatory fag —'The efficiency ratio is influenced 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 of irs cost recovery in
rates), or decteases in operating revenues without a commensurate decrease in operations and maintenance expense, such
as changes in water consumption as impacted by adverse weather conditions or conservation trends.

s New accounting pronouncements —Beginaing in 20006, our results reflect the effects of the adoption of SFAS No.
123R, “Share-Based Payment” as we began to record compensation expense for the fair value of stock options granted.
The effect of recording compensation expense for stock options increased our operations and maintenance expense by
$2,997 in 2008, 33,223 in 2007 and $2,894 in 2006, Prior to 2006, no compensation expense related to granting of stock
options had been recognized in the financial statements.

We continue to evaluate initiatives to help control operating costs and improve efficiencies.



AQUA AMERICA, INC. AND SUBSIDIARIES

Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
{In thousands of dollars, exeept per share amonnts)

Consolidated Selected Financial and Opetating Statistics

Our selected five-year consolidated financial and operating statistics follow:

Years ended December 31, 2008 (a) 2007 (b) 2006 (c) 2005 2004 (d)
Udlity cusromers:
Residential water 791,929 796,591 780,828 724,954 702,367
Commezrcial water 38,334 37,330 36,280 33975 33,720
Industrial watey 1,299 1,317 1,337 1,356 1,365
Other water 16,466 16,509 15,587 15,584 15,700
Wastewater 97,512 97,631 92,791 89,025 82,360
Total 945,540 949 378 926,823 864,894 835,512
Operating revenues:
Resiklential water 8 374,572 § 360,542 § 317,770 § 295473 % 264,910
Commercial water 90,062 85,553 76,076 73,455 65,605
Industrial water 19,873 19,548 18,752 18,364 17,377
QOther water 58,504 58,274 51,263 50827 44,593
Wastewater 58,873 52,891 48,907 42176 35,931
Other utility 13,278 12,935 13,525 13,161 11,556
Regulated segment total 615,162 589,743 526,293 493456 439,972
Other 11,810 12,756 7,198 3323 2,067
Consolidated 8§ 626,972 8§ 602,499 § 533491 8§ 496,779 § 442,039
Operations and maintenance expense § 262,122 § 253,092 § 219560 § 203,088 § 178,345
Net income g 97918 § 05014 § 92,004 § 91,156 %  B0O,007
Capital expenditures § 267,418 § 238,140 § 271,706 § 237462 § 195736
Operating Statistics -
Selected operating results as a
percentage of operating revenues:
Operatons and maiotenance 41 8% 42.0% 41.2% 40.9% 40.3%
Depreciation and amottization 15.0% 14.6% 14.1% 13.2% 13.3%
Taxes other than income taxes 7.1% 7.5% 6.2% 6.4% 6.2%
Interest expense, net 109% 11.1% 10.9% 10.4% 11.0%
Net income 15.6% 15.8% 17.2% 18.3% 18.1%
Return on avernge stockholders' equity 9.6% 10.0% 10.6% 11.7% 11.4%
Effective tax sates 39.7% 38.9% 39.6% 38.4% 39.4%

(z) 2008 ulity customers were impacted by the loss of 22,519 utlity customers associated with the utility systems disposed of. Net
income includes the gain of 32,427 (84,118 pie-tax) realized on the sale of a utility system. The gain is reported in the 2008
consolidated statement of income 2s a reduction to operations and maintenance expense.

(&) Net income includes the gain of 3657 (31,095 pre-tax) realized on the sale of 2 uility system. The gain is repotted in the 2007
consolidated statement of income as a reduction to operations and mainfenance expense.

{c) 2006 includes 44,792 customets associated with the New York Water Service Corporation acquisition which was completed on January
1, 2007, and the operating results have been reported in cur consolidated financial staterents beginning Januaty 1, 2007,

{dy Net income includes the gain of $1,522 (52,342 pre-tax) realized on the sale of a water system. "T'he gain is reported in the 2004
consolidated statement of income as a reduction to operations and maintenance expense. 2004 also includes a patrtial year of financial
results for the mid-year acquisition of Heater Utlities, Inc. and cerrain utility assets of Florida Water Services Corporation.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations {continued)
(In thowsands of dolfars, exeept per shave agionnts)

RESULTS OF OPERATIONS

Our net income has grown at an annual compound rate of approximately 6.7% during the five-year period ended December 31,
2008. During the past five years, operating revenues grew at a compound rate of 11.3% and total expenses, exclusive of income

taxes, grew at a compound rate of 12,9%.

Operating Segments

We have identified fourteen operating segments and we have one reportable segment based on the following:

e ‘Thirtcen segments are comprised of our water and wastewater regulated utility operations in the thirteen states whete we
provide these services. Thesc operating segments are aggregated into one reportable segment since each of these
operating segments has the following similarities: economic characteristics, nature of services, preduction processes,
customers, watet distribution or wastewatet collection methods, and the nature of the regulatory environment, Out
single reportable segment is named the Regulared segiment.

e One segment is not quantitatively significant to be reportable and is comprised of the businesses that provide on-site
septic tank pumping, sludge hauling services, and certain other non-regulated water and wastewater services. This
segment is 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 certain general and administrative expenses,

and interest expense.

Unless specifically noted, the following discussion and analysis provides information on our consclidated results of operations.
The following table provides the Regulated segment and Consolidated information for the veats ended December 31, 2008,

2007 and 2006:

Operating revenucs

Operations and maintenance expensc

Taxcs other than income raxes

Earnings hefore interest, taxcs,
depreciation and amortization

Depreciation and amortization

Operating income

Inrerest expense, ner of AFUDC

Gain on sale of other assets

Provision for income taxes

Net income

QOperating revenues

Operatons and maintenance expense

Taxes other than income taxes

larnings before interest, taxes,
depreciation and amortzation

Depreciation and amortization

QOperating income

Interest expense, net of AFUDC

Gain on sale of other asscts

Provision for income taxes

Net income

2008 2007
Other and Other and
Regulared  Eliminadons  Consolidated Regulated  Eliminadons  Consolidated
$ 615162 § 11,810 § 626,972 $ 589,742 & 12,756 § 602,499
251,799 10,323 262,122 243,755 9,337 253,092
43,323 1,426 44,749 44,011 1,369 45,380
§ 320,040 § 61 320,101 % 301,977 % 2,050 304,027
94,300 858,011
225,801 216,016
64,898 63,068
(1,599 (3,494}
64,584 60,528
4 97918 % 95,014
2006
Orher and
Regulated  Eliminations Consolidated
§ 526,293 § 7,198 &5 533491
216,919 2,641 219,560
32,273 1,070 33,343
g 277,101 § 3,487 280,588
75,041
205,547
54,491
(1,194
60,246
S 02004
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Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
(T2 thousands of dollars, except per share amonnis)

Consolidated Results

Operating Revenues —The prowth in revenues over the past five yeats is a result of incteases in the customer base, water
rates and the acquisition of non-regulated operations. The number of customets increased at an annual compound rate of 4.8%
in the past five years primarily as a result of acquisitions of water and wastewater systems, including the January 1, 2007
acquisition of New York Water Service Cotporation, and the mid-year 2004 Heater and Florida Water Services acquisitions. If
adjusted for the utility system dispositions during the past five years, the annual compound customer growth rate would have
been 5.5%. The operating revenues and financial results of New York Water Service Corporation have been included in our
consolidated financial statements beginning January 1, 2007, Acquisitions in our Regulated segment have provided additional
water and wastewater revenues of approximately $5,859 in 2008, $28,578 in 2007 and $4,715 in 2006. Excluding the effect of
acquisitions and dispositions, our customer base increased at a five-year annual compound rate of 2%. Rate increases
impletnented duting the past three years have provided additional operating revenues of approximately §28,898 in 2008,
$25,658 in 2007 and $32,000 in 2006,

On July 31, 2008, the Pennsylvania Public Utility Commission (“PAPUC”) granted our operating subsidiary in Pennsylvania a
water rate increase designed to increase total operating revenues by $34,428, on an annualized basis. The rates in effect at the
time of the filing included $14,269 in Distribution Systemn Improvement Charges (“DSIC™) or 5% above prior base rates.
Consequently, the rotal basc rates increased by $48,697 and the DSIC was reset (o zeto.

On June 22, 2006, the PAPUC granted our Pennsylvania operating subsidiary a $24,900 base water rate increase, on an
annualized basis. The rates in cffect at the time of the filing of this rate case included $12,397 in DSIC or 5% above the prior
base rates. Consequently, the total base rates increased by $37,297 and the DSIC was reset o zero.

In May 2008, our operating subsidiary in Florida filed an application with the Florida Public Service Commission (“FPSC”)
designed to increase water and wastewater rates by $8,374 on an annual basis. We anticipate a final order to be issued by March
2009. In December 2006, our operating subsidiary in Florida had previously filed a rate application with the FPSC designed to
increase water and wastewater rates by $7,298 on an annual basis. In April 2007, we had commenced billing for a portion of the
requested rates, in accordance with anthotization from the FPSC. However, duting the thitd quattet of 2007 we teached a
settlement agrcement that, among other stipulations, resulted in us voluntarily withdrawing our application, and agrecing to
refund the interim revenue billed that was associated with this rate applicatdon. As 2 result of this agreement, the Company wrote-
off rate case expenses of $2,385 in 2007,

On September 23, 2008, the Texas Commission on Environmental Quality {“TCEQ”) issued its final ruling approving the rate
applicadon that was filed in 2004 by our operating subsidiary to increase rates, on an annualized basis, by $11,920 aver a multi-
year period beginning in 2004, The application sought to increase annual revenues in phases and was accompanied by a plan to
defer and amottize 2 portion of our depreciation, operating and other tax expense over a similar multi-year petiod, such that the
impact on operating income approximated the requested amount duting the first years that the new rates were in effect. We
commenced billing for the requested rates and implemented the deferral plan in 2004. As a resule of the final ordet, the
regulatory assct for the deferred operating costs and rate case expenses was set at $13,697, an amount that was $1,590 lower
than the hook balance, resulting n an expense adjustment in the third quarter of 2008. Beginning January 1, 2009, the
regulatoty assct for the deferred operating costs and rate case expense will be recovered through two separate twenty-four
month surcharge mechanisms. The final order had been appealed to the TCEQ by two patties, and the TCEQ has exetcised its
legal authority to take no action within the required petiod. As a result, the patties have filed suit against the TCEQ in an effort
to appeal the order. The additional revenues billed and collected in connection with the case are subject to refund based on the
outcome of the appeal. The revenue recognized and the expenses deferred by us reflect an estimate of the final outcome of the
case. As of December 31, 2008, we have deferred $10,946 of operating costs and 82,751 of tate case expenses, and recognized
436,411 of revenue that is subject to refund based on the outcome of the appeal. Based on out review of the present
circumstances, no reserve is considered necessary for the revenune recognized to date.

Our operating subsidiaries located in other states received rate increases representing estimated annualized revenues of $18,310
in 2008 resuliing from 22 rate decisions, $3,596 in 2007 resulting from 23 rate decisions, and §7,366 in 2006 resultng from 32
rate decisions. Revenues from these increases realized in the year of grant were approzimately $7,531 in 2008, $4,636 in 2007
and $3,580 in 2006. As of December 31, 2008, our operating subsidiaties currently have filed 3 rate requests which are being
reviewed by the state regulatory commissions, proposing an aggtegate increase of $12,767 in annual revenues. During 2009, we
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Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
(T thousands of dollars, except per share amonnis)

intend to file 14 additional rate requests proposing an aggregate of approximately 517,299 of increased annual revenues;
however we can provide no assurance that the full amount of the requested rate increases will he granted.

Currently, Pennsylvania, Illinois, Ohio, New York, Indiana and Missouri allow for the use of infrastructure rehabilitation
surcharges, In Pennsylvania, this mechanism is referred to as a DSIC, These surcharge mechanisms typically adjust periodically
based on additional qualified capital expenditures completed or anticipated in a future period. The infrastructure rehabilitation
surcharge is capped as a percentage of base rates, genetally at 5% to 9% 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.
Infrastructure rehabilitation surcharges provided revenues of 311,771 in 2008, 511,507 in 2007 and §7,873 in 2006.

Our Regulated segment also includes certain non-regulated operating revenues of $13,278 in 2008, $12,935 in 2007 and §13,525
in 2006, These cperating revenues are associated with contract operations that are integral to the regulated udlity business and
operations. These amounts vary over time according to the level of activity associated with the utility contract operations.

In addition 1o the Regulated segment operating revenues, we had other non-regulated revenucs that were primarily associated
with non-regulated wastewatet, septage, and operating and maintenance contracts of $11,810 in 2008, $12,756 in 2007 and
47,198 in 2006. The decrease in 2008 compared to 2007 resulted from eliminating certain data processing services in 2008 and
the associated reduction in service fees, The increase in 2007 over 2006 resulted primarily from a full year of operations in 2007
from several septage businesses acquired in 2006. Acquisitions outside our Regulated segment have provided additional
opetating revenues of $0 for operations acquired in 2008, $4,765 for operations acquired in 2007, and $3,935 for operatinns
acquired in 2006.

Operations and Maintenance Expenses — Operations and maintenance expenses totaled $262,122 in 2008, $253,092 in 2007
and $219,560 in 2006. 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
rreatmnent required due to vatiations in the quality of the raw water. The principal elements of operating costs are labor and
employee benefits, electricity, chemicals, maintenance expenses and insurance costs. Electricity and chemical expenses vary in
relationship to water consumption, raw water quality, and price increases. Maintenance expenses are sensitive to extrernely cold
weather, which can cause water mains to rupture.

Operations and maintenance expenses increased in 2008 as compared to 2007 by $9,030 or 3.6% primarily due to additional
opetating costs associated with acquisitions of $3,677, higher water production costs of $1,702 due to price increases principally
on purchased water, additional bad debt expense of $1,399, an increase in fuel costs to fuel our service vehicles of $1,380, the
effect of the absence of the 2007 gain on the sale of a utility system of §1,095 in the fourth quarter of 2007, rate case expenses
vesulting from the final Texas rate case order of $859, and normal increases in other operating costs, offset partially by the gain
on sale of a utility system of $4,118 in the third quarter of 2008, reduced expenses of $2,872 associated with the dispositions of
cur utlity systemns sold, and the absence of the charges that occuired in the third quarter of 2007 upon the withdrawal of the
Florida rate case application of $2,385. In the consolidated statement of income for 2008, the gain on sale of utility systems is
reported as a component of operations and maintenance expense.

Operations and maintenance expenses increased in 2007 as compared to 2006 by $33,532 or 15.3% primarily due to the
additional operating costs associated with acquisidons of $15,400, increased water production costs of $3,068, additional
expenses resulting from the preparation and administration of rate filings in Florida of §2,385, additional bad debt expense of
$1,731, the receipt in 2006 of $1,500 as an offset to expense relating to a waiver of certain contractual rights without a
corresponding amount in the current year, and normal increases in other operating costs, offset partially by the gain on sale of
utility system of $1,095. In the consolidated statement of income for 2007, the pain on sale of utility systems was reported as a
component of operations and maintenance expense. Duting certain periods in 2007, we temporarily discontinued collection
cfforts in some of our divisions in connection with the installation of a2 new billing system which resulted in increased accounts
receivable written off and higher bad debt expense in both 2008 and 2007 over the previous years. The additional operating
costs associated with acquisitions noted above includes $4,356 associated with the businesses that provide on-site septic tank
pumping, sludge hauling services and other non-regulated water and wastewater services which are not a component of the
Regulated segment.
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Depreciation and Amortization Expenses —Depreciation expense was $88,785 in 2008, $83,178 in 2007 and $70,895 in
2006, and has increased principally as a result of our acquisitions of new udility systems zand the significant capital expenditures
made to expand and improve our existing utility facilities,

Amortization expense was $5,515 in 2008, §4,833 in 2007 and $4,146 in 2006, and has increased due to the amortization of the
costs associated with, and other costs being recovered in, various rate filings, Expenses associated with filing rate cases ate
deferred and amortized over periods that generally range from one 1o three years.

Taxes Other than Income Taxes —Taxes other than income tazes was $44,749 in 2008, 845,380 in 2007 and $33,343 in
2006. The decrease in 2008 is primatily due to a reduction in capital stock taxes of $300 associated with a decrease in the capital
stock tax rate imposcd on our operating subsidiaty in Pennsylvania, a reduction in gross receipts tax of §290, a deceease in
payroll taxcs of $264 associated with an increase in our capiralized labor benefits in our operating subsidiary in Pennsylvania,
and 2 reduction in property taxes of $219 associated with the dispositions of utility systems, offset primarily by an increase in
public uility commission assessment taxes on our operating subsidiary in Pennsylvania. The increase in 2007 is due to
additional property taxes associated with the acquired operations of New York Water Service of $7,084 and additional state
taxes.

Interest Expense, net —Nct interest expense was $68,572 in 2008, $66,921 in 2007 and $58,432 in 2006. Interest income of
$2,310 in 2008, 83,569 in 2007 and $3,241 in 2006 was netted against interest expense. Interest expense increased in 2008 and
2007 primarily due to additional borrowings to finance capital projects and acquisitions. The 2008 increase was offset pardally
by the cffects of decreased shott-term intetest rates. Interest income decreased in 2008 as compared to 2007 due to lower
investment income carned on the proceeds from the issuance of tax-exempt bonds while being held by trustees pending
completion of projects financed with the issuances and from lower income earned on overnight cash sweeps. Interest income
increased in 2007 due to additional investment income earned in 2007 on the proceeds from the issuances of tax-exempt bonds
while being held by trustees pending completion of projects financed with the issuances and from additional income earned on
overnight cash sweeps. Such interest income is capitalized through our allowance for funds used during construction, a
reduction to net interest cxpense. Interest expense on leng-term debt during 2008 and 2007 was favorably impacted by a
teduction in the weighted cost of long-term debt from 5.72% at December 31, 20006, to 5.58% at December 31, 2007 and to
5.35% at December 31, 2008,

Allowance for Funds Used Duting Construction —The allowance for funds used during construction (AFUDC) was $3,674
in 2008, $2,953 in 2007 and $3,941 in 2006 and has varied over the years as a result of changes in the average balance of utility
plant construction work in progress {CWIP), to which AFUDC is applied, and to changes in the AFUDC rate which is based
on short-term interest rates, ‘The increase in 2008 is due tc an increase in capital expenditures eligible for AFUDC. The
decrease in 2007 is due to a decrease in the average balance of utility plant construction work in progress; offset partially by an
increase in the AFUDC rate,

Gain on Sale of Other Assets —Gain on sale of other assets totaled §1,599 in 2008, 83,494 in 2007 and $1,194 in 2006 and
consisted of gains on land and marketable secutrities sales. Gain on sale of land totaled $1,278 in 2008, $1,831 in 2007 and
$1,194 in 20006. Gain on sale of marketable securities totaled $321 in 2008 and $1,663 in 2007. The gain realized on the
following sales of utility systems was reported in the consolidated statement of income as a component of the line titled
operations and maintenance expense: August 2008 gain on sale of $4,118 and a December 2007 gain on sale of $1,095.

Income Taxes —Our effective income tax rate was 39.7% in 2008, 38.9% in 2007 and 39.6% in 2006. The change in the
effective tax rate in 2008 was due to a dectease in the tax deduction for qualified domestic production activities that increased
out tax provision by approximately $763 in 2008 as compared to 2007. The change in the effective tax rate in 2007 is due to
differences between tax deduetible expenses and book expenses, and an increase in the tax deduction for qualified domesdc
production activitics, 25 a result of a change in the deduction calculation, that reduced our tax provision by approximately $793
in 2007 as compared to 20006,
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Summary — Opcrating income was $225,801 in 2008, $216,016 in 2007 and $205,547 in 2006 and net income was $97,918 in
2008, §95,014 in 2007 and §92,004 in 2004. Diluted income per share was $0.73 in 2008, $0.71 in 2007 and $0.70 in 2006. The
changes in the per share income in 2008 and 2007 over the previous years were due to the aforementioned changes in income
and impacted by a 0.8% increase in the average number of common shares outstanding duricg 2008 and a 1.4% increase in the
average number of common shares outstanding during 2007, respectively. The increase in the number of shares outstanding in
2008 is primarily a result of the additional shares sold or issued through our dividend reinvesrment plan, the issuance of
1,000,000 shares in June 2008 associated with the physical settlement of 2 portion of the forward equity sale agreement, and our
employee stock and incentive plan. The increase in the number of shares outstanding in 2007 is primsarily a result of the
additional shares sold or issued through the employee stock and incentive plan, dividend reinvestment plan and the 2,250,000
additional shares issued by us in public offetings in June and August 2006.

Although we have expetienced increased income in the recent past, continued adequate rate increases reflecting increased
operating costs and new capital investments arc important to the future realizaton of improved profitability.

Fourth Quarter Results —'The following table provides our fourth quarter results:

Thtee Months Ended
December 31,

2008 2007

Operating revenues 3 159,840 % 149,083
Operations and maintenance 65,920 62,394
Depreciation and amortization 25,391 22,751
Taxes other than income taxes 10,638 11,784
101,958 96,929

Opetating income 57,882 52,154
Interest expense, nct 17,365 16,828

AMlowance for funds used

during construction {642) (835)
Gain on sale of other assets {514 (2,846)
Income before income taxes 41,673 39,007
Provision for income taxes 16,008 14,096
Net income % 25,665 3 24911

The increasc in operating revenues was a result of additional revenues of $16,077 from an increase in water and wastewater
rates implemented in various operating subsidiaries, offsct by a decrease in infrastructure rehabilitation surcharge revenue of
$2,902, the loss of utility revenues associated with utility system dispositions of $1,509, and a decrease in water consumption,
The higher operations and maintenance expense is due primarily to the effect of the 2007 gain on the sale of a utility system of
$1,095 in the fourth quarter of 2007, §964 of additional operating costs associated with acquisitions, highet water production
costs of 3637, and normal increases in other operating expenses, The increased depreciation expense reflects the utility plant
placed in service since the fourth quarter of 2007, The dectease in other taxes is primarily due to a decrease in property taxes
resulting from the disposition of utility systems. The increased interest expensc is due to additional borrowings to finance
capital projects. The decicase in gain on sale of other assets is due to the effect of the absence of 2 2007 gain on the sale of
investments of $1,663, and reduced pains on the sales of land and othet assets of $669.
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FINANCIAL CONDITION
Consolidated Cash Flow and Capital Expenditures

Net operating cash flow, dividends paid on common stock, capital expenditures, including allowances for funds used during
construction, and expenditures for acquiring water and wastewater systems for the five years ended December 31, 2008 were as
follows:

MNet Operating Common Capital
Cash Flow Dividends Expenditutes Acquisitions

2004 § 173603 S8 4587 § 195736 $ 54,300

2005 199,674 51,139 237,462 11,633
2006 170,726 58,023 271,706 11,848
2007 194,168 63,763 238,140 51,226
2008 221,506 68,504 207,418 14,659

$ 959,677 § 287,236  § 1,210,462 S 143,666

Included in capital expenditures for the five-year period are: expenditures for the modernization and replacement of existing
treatment plants, new water mains and customer service lines, rehabilitation of existing water mains and hydrants, water meters
and an office building expansion. During this five-year period, we received $56,998 of customer advances and contributions in
aid of construction to finance new water mains and related facilities which are not included in the capital expenditures
presented in the above table. In addition, during this period, we have made sinking fund contributions and repaid debt in the
amount of §241,145, and have refunded $26,378 of customer advances for construction. Common dividends increased during
the past five years as a result of an annual increase in the commen dividends declared and paid and an increase in the number
of shares outstanding during the period.

Our planned 2009 capital program, exclusive of the costs of new mains financed by advances and contributions in aid of
construction, is estimated to be $283,719 of which $115,800 is for infrastructure rehabilitation surcharge-qualified projects. Our
planned capital program includes spending for infrastructute rehabilitation that qualify for infrastructure rehabilitation
surcharge mechanisms, and should these mechanisms be discontinued for any reason, which is not anticipated, we would te-
evaluate the magnitude of our capital program. Our 2009 capital program, along with $7,297 of sinking fund obligations and
debt maturities, and $109,6506 of other contractual cash obligations, as reported in the section captioned “Contractual
Obligations™, has been or is expected to be financed through internally-generated funds, our revolving credit facilities, the
issuance of equity through our dividend reinvestment and stock purchase plan, and the issuance of long-term debt.

Future utility consttruction in the period 2010 through 2013, including recurring programs, such as the ongoing replacement or
rehabilitation of water meters, water mains, water treatment plant upgrades, storage facility renovations, and addidonal
transmission mains to mect 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 $1,100,000. We anticipate that
approximately one-half of these expenditures will require external financing with debt and the additional issuance of common
stock through our dividend reinvestment and stock purchase plans and the issuance of equity through public offerings. We
expect to refinance $218,496 of sinking fund obligations and debt maturities during this period as they become due with new
issues of long-term debt. The estimates discussed above do not include any amounts for possible future acquisitions of water
systems or the financing necessary to support them.

Our primary sources of liquidity are cash flows from operations, borrowings under various short-term lines of credit and other
credit facilities, and customer advances and conttibutions in aid of construction, Qur cash flow from operations, or internally-
generated funds, is impacted by the timing of rate relief and water consumption. We fund our capital and acquisition programs
through internally-generated funds, supplemented by short-term borrowings. Over time, we refinance our short-term
botrowings with long-term debt and proceeds from the issuance of common stock. 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
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and maintain internally-generated funds. Rate orders permitting compensatory rates of return on invested capital and timely rate
adjustments 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 o operate and to maintain satisfactory debt coverage ratios.

Acquisitions

During the past five years, we have expended cash of $143,666 and issued 150,407 shares of common stack, valued at §2,675 at
the rime of the acquisition, related to the acquisiden of udlity systems, both water and wastewater utilities, and non-regulated
businesses that provide wastewater and scptage services. We included the operatng results of these acquisitions in our
consolidated financial statements beginning on the respective acquisition dates. During 2008, we completed 9 acquisitions of
water and wastewater systems in four of the states in which we operate, The 2008 acquisitions were completed for §14,659 in
cash and the issuance of 125,723 shares of common stock valued at $2,000 at the time of the acquisition.

On January 1, 2007 we completed rthe acquisition of the capital stock of New York Water Service Corporation for $26,664 in
cash, as adjusted pursuant to the purchase agreement primatily based on working capital at closing, and the assumption of
$23,000 of long-term debt. The opetating results of New York Water Service Corporation have been included in our
consolidated financial statements beginning January 1, 2007, The acquired operation provides water service to 44,792 customers
in several water systems located in Nassau County, Long Island, New York. The acquisition was accounted for as a purchase
and was funded through the issuance of long-term debt that was issued in December 2006. In addition to New York Water
Scrvice, during 2007, we completed 26 acquisitions for $24,562 in cash. The acquisitions completed in 2007 included both
water and wastcwater systems in ten of the states in which we operate.

During 2006, we completed 27 acquisitions for $11,848 in cash. The acquisitions completed in 2006 included both water and
wastewater systeins in seven of the states in which we operate, and the acquisition of several non-regulated companies that
provide on-site septic tank pumping, sludge hauling services and other wastewater services to customers in eastetn
Pennsylvania, New Jersey, Delaware, New York and Maryland.

During 2005, we completed 30 acquisitions for $11,633 in cash and the issuance of 24,684 shares of common stock. The
acquisidons completed in 2005 included both water and wastewater systems in seven of the states in which we operate, On
June 1, 2004, we acquired the capital stock of Heater Utilities, Inc. for $48,000 in cash and the assumption of long-term debt of
$19,219 and short-terim debt of $8,500. At the date of the acquisition, Heater provided water and wastewater service to ovet
50,000 water and wastewater customers primatily in the areas of subuiban Raleigh, Charlotte, Gastonia and Tayetteville, North
Carolina. The acquisition was accounted for as a purchase and accordingly, we recorded goodwill of $18,842. As part of the
North Carolina Utilitics Commission approval process for chis acquisition, the Commission approved a mechanism through
which we could recover up to two-thirds of the goodwill through customer rates in the future upon achieving certain
objectives, We are putsuing these objectives to facilitate recognition of this premium in customer rates. However, thete can be
no assurance that we will be able o achieve these objectives and recover such amount of goodwill.

On June 30, 2004, we acquired cerrain utility assets of Florida Water Services Corporation, comprised of 63 water and
wastewater systems located in central Florida for $13,090 in cash, the final purchase price as adjusted pursuant to the purchase
agrecinent. In accordance with Florida Public Service Commission precedures, the acquisition was approved by the
Commission and rate base was determined on Decernber 20, 2005, Under the terms of the purchase agreement, the
Commission’s rate basc determination resulted in the final purchase price which did not result in the recognition of goodwill.

The acquisitions of Heater and the Florida Water Systems wete initially funded by a porton of the proceeds from the issnance
by Aqua America of an unsecured shott-term note which was subsequently repaid by Aqua America with the proceeds from the
February 2005 issuance of $30,000 of unsecured notes and the issuance of 2,606,667 shares of common stock in a secondary
ecity offering for proceeds of $42,600, net of expenses.

We continue to hold acquisition discussions with several water and wastewater systems. Generally acquisitions are expected to
be financed through the issuance of equity (for the acquisition of some investor-owned systems) or funded initially with short-
term debt with subsequent repayment from the proceeds of long-term debt or proceeds from equity offerings.



AQUA AMERICA, INC. AND SUBSIDIARIES

Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
(Tn theusands of dollars, except per share amosnis)

Dispositions

We routinely review and cvaluate areas of our business and operating divisions and over time may sell certain utdlity systems or
portions of systems. In August 2008, we sold a water and wastewater utility systemn for net proceeds of §10,500, which
cansisted of 1,900 in cash and the issuance of a 25-year note receivable of $8,600 that bears interest at 7.25% and provides for
semi-annual principal and interest payments. The sale resulted in the recognition of a gain on the sale of these assets, net of
expenscs, of 4,118, The gain is reported in the consolidated statement of income as a reduction to operations and maintenance
expense, These utlity systems represented less than 0.1% of Aqua America’s total assets.

In December 2007, we sold a water utility system for net proceeds of §1,498, which was in excess of the book value for these
assets. The proceeds were used to pay-down short-term debt and the sale resulted in the recognition in 2007 of a gain on the
sale of these assets, net of expenses, of $1,095, The gain is repotted in the 2007 consolidated statement of income as a
reduction to operations and maintenance expense. This utility system represented less than 0.1% of Aqua America’s total assets.

The City of Fort Wayne, Indiana (the “City”) has authorized the acquisition by eminent domain of the northern portion of the
utility system of one of the operating subsidiaries that we acquired in connection with the AquaSource acquisition in 2003." We
had challenged whether the City was following the correct legal procedures in connection with the City’s condemnation, but the
State Supreme Court, in an opinion issued in June 2007, supported the City’s position. In Octaber 2007, the City’s Board of
Public Works approved proceeding with its process to condemn the northern portion of our utility system at a preliminary
price based on the City's valuation. We filed an appeal with the Allen County Circuit Court challenging the Board of Public
Works’ valuation on several bases. In November 2007, the City Council authorized the taking of the northern postion of our
system and the payment of $16,911 Lased on the City’s valuation of this portion of the system. In January 2008, we reached a
settlement agreement with the City to transition the northern portion of the system in February 2008 upon receipt of the City’s
initial valuation payment of $16,911. The settlement agreement specifically states that the final valuation of the porticn of our
system will be determined through 2 continuation of the legal proceedings that were filed challenging the City’s valuation, On
Februatry 12, 2008, we turned over the system to the City upon receipt of the initial valuation payment. The Indiana Utility
Regulatory Commission also reviewed and acknowledged the transfer of the Certificate of Territorial Authority for the
Company’s northetn system to the City. The proceeds received are in excess of the book value of the assets relinquished, and
the proceeds were used to pay-down short-term debt. No gain has been recognized due to the contingency over the final
valuation of the assets, Depending upon the outcome of the legal proceeding we may be required to refund a portion of the
injtial valuation payment, or we may receive additional proceeds. The northera portion of the utility system relinquished
represented approximaccly 0.5% of our total assets.

The Company is routinely involved in other legal matters, including both asserted and unasserted legal claims, during the
ordinary course of business. See Note 9 — Commitments and Contingencies 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 ot range of Ioss associated with such
litigation. Also, unanticipated changes in citcumstances 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 mattet.

In 2004, as a result of the settlement of a condemnation action, one of our operating subsidiaries sold its water utility assets
within the municipal boundaries of 2 city in one of our service tertitories for net proceeds of approximately $4,716, which was
in excess of the book value for these assets. The ntoceeds were used to pay-down short-terim debt and the sale resulted in the
recognition in 2004 of a gain on the sale of these assets, net of expenses, of §2,342. 'The gain is reported in the 2004
consolidated statement of income as a reduction to operations and maintenance expense. We continue to operate this water
system for the city under a multi-year operating contract that expires in December 2010. These water utility assets represented
less than 1% of Aqua America’s total assets, and the total number of customers included in the water system sold represented
less than 1% of our roral utility customer base.

Despite these transactions, our primary strategy 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 out operations,
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Sautces of Capital

Sinee net operating cash flow plus advances and contributions in aid of construction have not been sufficient to fully fund cash
requirements, we issued approximately 715,343 of long-term debt and obtained othei shore-term borrowings during the past
five years. At December 31, 2008, we have a $95,000 long-term revolving credit facility that expires in May 2012, of which
513,639 was designated for letter of credit usage, $18,861 was available for botrowing and $62,500 of borrowings was
outstanding at December 31, 2008, In addition, we had short-term lines of credit of $13%,000, of which 58,411 was available.
One of our credit tacilides of $70,000 has a 364 day term and the balance of our short-term lines of credit are payable on
demand. During the fourth quarter of 2008, we renewed $108,000 of the $117,000 of bank credit lines that matured. The
balance of the 331,000 of remaining credit lines outstanding is subject to renewal in mid-year 2009. Although we believe we will
continue to 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. The United States credit and liquidity crisis that started in 2008 swhich caused substantial volatlity in capital
markets, including credit markets and the banlking industry, has increased the cost and significantly reduced the availability of
credit from financing sources, which may continue or worsen in the future, If in the future, our credit facilities are not renewed
or our short-term borrowings are called for repayment, we would have to seek alternative financing sources, although there can
be no assarance that these alternative financing sources would be available on terms acceptable to us. In the event we are not
able to obtain sufficient capital, we may need to reduce our capital expenditures and our ability to putsue acquisitions that we
may rely on for future growth could be impaired.

Qur consolidated balance sheet historically has had a negative working capital position whereby routinely our current liabilities
exceed our current assers. Management believes that internally generated funds along with existing credit facilities and the
proceeds from the issuance of long-term debt and commeon stock will be adequate to provide sufficient working capiral to
maintain normal operations and to meet our financing requirements.

We are obligated to comply with debt covenants under some of our loan and debt agreements. During 2008, we wete in
compliance with our debt covenants under our credit facilities. Failure to comply with our debt covenants could result in an
cvent of default, swhich could result in us being required to repay ot finance our borrowings befote their due date, possibly
limiting our future borrowings, and increasing our botrowing costs.

We maintain a universal shelf registration on file with the SEC to allow for the potendal future sale by us, from time to time, in
onc or more public offerings, of an indeterminant amount of our common stock, preferred stock, debt securities and other
securitics specified therein at indeterminant prices.

In August 2006, we entered into a forward equity sale agreement for 3,525,000 shares of common stock with a third patty
(“forward purchaser”) and as of the completion of the following transactions in June 2008, no shares remain under contract. In
connection with the forward equity sale agreement, the forward purchaser bottowed an equal number of shares of our
common stock from stock lenders and sold the borrowed shares to the public. We did not receive any proceeds from the sale
of our common stock by the forward purchaser until settlement of the shares underlying the forward equity sale agreement. In
March and June 2008, we elected to perform a net cash settlement under the forward equity sale agreement of an aggregate
2,525,000 shares of the Company’s common stock, which resulted in payments of $11,011 by the forward purchaser to the
Company, No shares were issued in connection with the net cash settlement and the payments received were recorded as an
increase to common stockholders’ equity, Also in June 2008, we settled the remaining 1,000,000 shares under the forward
cquity sale agreement by physical settlement. As a result, we issued 1,000,000 shares of common stock and received proceeds
from the forward purchaser of $22,318. The forward equity sale agreement has now been completely settled and there are no
additional shares subject to the forward equity sale agreement. The proceeds received by us upon settlement of the forward
equity sale agreement were used to fund our future capital expenditure program and acquisitions, and for working capital and
other general corporate purposes. In addition, we completed the following offerings of equity under the universal shelf
registration:

¢ In June 2006, we sold 1,750,000 shates of common stock in a public offering for proceeds of $37,400, net of expenses.

¢ In August 2006, we sold 500,000 shares of common stock in a public offering for proceeds of $10,700, net of expenses.

The net proceeds from these offerings were used to fund our capital expendituse program and acquisitions, and for working
capital and other general corporate purposes. In addition, we have a shelf registration statement filed with the SEC to permit
rhe offering from time to time of shates of commeon stock and shares of preferred stock in connection with acquisitions.
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During 2008, we issued 125,723 shares of common stock totaling $2,000 to acquite a wastewater system. During 2005, we
issued 24,684 shares of common stock totaling $675 to acquire a water systerm. During 2007, 2006 and 2004, we did not issue
any shares under the acquisition shelf registration, ‘The balance remaining available for use under the acquisition shelf
registration as of December 31, 2008 is 2,068,539 shares. We will determine the form and terms of any secutities issued under
these shelf regiserations at the time of issuance.

We offer a Dividend Reinvestment and Direct Stock Purchase Plan (Plan) that provides a convenient and economical way to
purchase shates of Aqua America, Inc. Under the ditect stock purchase portion of the Plan, shares atre sold throughout the
year. The dividend reinvestment portion of the Plan offers a 5% discount on the purchase of shares of common stock with
reinvested dividends. As of the December 2008 dividend payment, holders of 15.4% of the common shares outstanding
patticipated iz the dividend reinvestment portion of the Plan, The shares issued under the Plan are cither original issue shares
or shares purchased by the Company’s transfer agent in the open-market. During the past five years, we have sold 2,359,068
original issue shares of common stock for net proceeds of §45,909 through the dividend reinvestment portion of the Plan and
we used the proceeds to invest in our operating subsidiaties, to repay short-term debt, and for general corporate purposes.

The Board of Ditectors has authorized us to purchase our common stock, from time to time, in the open market or through
privately negotiated transactions. We have not purchased any shares under this authorization since 2000. As of December 31,
2008, 548,278 shares remain available for repurchase. Funding for future stock purchases, if any, is not expected to have a
material impact on our financial position.

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
vatiable interest entities, which includes special purpose entities and other structured finance entities.

Contractual Obligations

The following rable summatizes out contractual cash obligations as of December 31, 2008:

Payments Due By Period

Less than 1-3 3-5 More than
Total 1 year years years 5 yeats
Long-term debt (a) 3 1,255,401 S 7297 § 81,862 S 136,634 $ 1,029,608
Interest on fixed-rate,
long-term debt (b) 1,018,135 66,604 123,315 115,260 712,956
Operating leascs (c) 25,280 3638 4,537 1,747 15,358
Unconditional parchasc
obligations (d) 109,996 12,369 23,991 15,497 58,139
Other purchasce
obligations {¢) 11,992 11,992 - - -
Pension and other postretivement
bencfit plans' abligations (f) 14,328 14328 - - -
Other obligations {g) 16,247 725 1,446 1,358 12,718
Total § 2,451,379 § 116953 § 235,151 § 270,496 § 1,828,779

(3) Represents sinking fund obligations and debt marrities.

() Represents intetest payable on fixed-rate, long-tetm debt. Amounts reported may differ from actual due to future refinancing of debt.

() Represens operating leases that are nencancelable, before expiration, for the lease of motor vehicles, buildings, land and other
equiptnent, :

{d} Represents our commitment o purchase minimum quantites of water as stipulated in agreements with other water purveyors, We use
purchased water to supplement cut water supply, patticularly during periods of peak customer demand. Our actual purchases may
exceed the minimum required levels,

{e) Represents an approximation of the open purchase orders for goods and services purchased in the ordinary course of business.

(f) Represents contributions expected to be made to pension and other postretirement benefit plans,

(g) Represents capital expenditures estimated to be required under legal and binding contractual obligations.
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In addition to thesc oblipations, we pay refunds on Customers’ Advances for Construction over a specific period of time based
on operating revenues related to developer-instailed 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 Constructon. 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. Portions of these refund amounts are payable annually through 2023 and amounts not paid by the contract
expiradon dates become non-refundable.

Two homeowners” associations comptised of approgimately 170 homes located next to a wastewater plant owned by one of the
Company’s subsidiaries in Indiana are claiming that the subsidiary’s prior management, before our acquisition of the company
in 2003, allegedly entered into an agreement to cease the majority of operations at the wastewater plant and to femove most of
the facilities Incated at the plant site by April 2009. The plant treats approximately 75% of wastewater flow from the
subsidiary’s 12,000 customers in the area. The Company disputes the homeowners” associations’ positions and intends to
defend any efforts to enforce the purported agreement. [f the purported agreement is ultimately determined to be valid, the
subsidiary may be subject to liability from the homeowners for failure to remove the plant and/or, if the agreement is enforced,
the subsidiaty may be required to construct a new plant elsewhere and close and remove the existing plant. While the Company
continues to assess the matter and any potential losses, we cannot currently estimate the likelihood of a loss in connection with
this matter or the extent of a loss should one occur. This matter would not be covered by any of the Company’s insurance
policies.

We will fund these contractual obligations with cash flows from operations and liquidity sources held by or available to us.
Market Risk

We are subject to market risks in the normal course of business, including changes in interest rates and equity prices. The
exposute to changes in interest rates is a result of financings through the issuance of fixed-rate, long-term debt. Such exposure
is typically telated to financings between utility rate increases, because generally our rate increases provide 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-term delt,
which is at fixed interest rates and short-term debt, which is at floating interest rates. As of December 31, 2008, the debt
marurities by period and the weighted average interest rate for long-term debt ate as follows:

Fair
2009 2010 2011 2012 2013  Thereafier Total Value
Long-term debt:
Fixed tate § 7,297 §54528 B27334 § 38,755 § 35379 B 1,020608 %1,192901 $1,129,377
Variable rate - - - 62,500 - - 62,500 62,500
Total $§ 7,297 §54,528 $27334 §$101,255 § 35379 §1,029608 §1,255401 % 1,191,877
Weighted average
interest rate™® 4.65% 6.40% 6.36% 2.17% 5.80% 5.41% 5.35%

*Weighted average interest rate of 2012 long-term debt maturities are as follows: fixed rate debt of 5.66% and
variable rate debrt of 0.68%.

From time to time, we make investments in marketable equity securities. As a result, we are exposed to the risk of changes in
eaquity prices for the “available for sale” marketable equity securities. As of December 31, 2008, our carrying value of certain
investmnents was 3640, which reflects the market value of such investments and is in excess of our original cost.
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Capitalization

The following table summarizes our capitalization during the past five years:

December 31, 2008 2007 2006 2005 2004
Long-term debt* 54.3% 55.9%4 51.6% 52.7% 52.8%
Common stockholders' equity 45.7% 44.1% 48.4% 47.3% 47 2%,

100.0% 100.0% 100.0% 100.0% 100.0%

*Includes current potton, as well as our borrowings under a variable rate revolving credit
agreement of 362,500 at December 31, 2008 and $65,000 at December 31, 2007,

Over the past five years, the changes in the capitalization ratios primarily resulted from the issuance of common stock, and the
issuance of debt to finance our acquisitions and capital program. In 2007, the conversion of a 365 daily line into a §95,000 long-
term) revolving credit facility caused a shift in the capitalization ratio. Tt is our goal to maintain an equity ratio adequate to
supportt the current Standard and Poors corpotate credit rating of “A+" and its senior secured debt rating of “AA-" for Aqua
Pennsylvania, our largest operating subsidiary.

Dividends an Common Stock

We have paid common dividends consecutively for 64 years. Out Board of Directors authotized an inctease of 8.0% in the
quartetly dividend over the amount we paid in the previous quarter for the December 1, 2008 dividend. As a result of this
authotizatdon, beginning with the dividend payment in December 2008, the annualized dividend rate increased to §0.54 per
share from $0.50 per share, This is the 18% dividend increase in the past 17 years and the tenth consecutive year that we have
increased our dividend in excess of five percent. We presently intend to pay quarterly cash dividends in the fututre, on March 1,
June 1, Septermnber 1 and December 1, subject to our earnings and financial condition, resttictions set forth in our debt
instruments, regulatory requirements and such other factors as our Board of Directors may deem relevant. During the past five
years, our common dividends paid have averaged 63.0% of net income.

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 patticulatly important to our financial condition
ot tesults of operations, and requite estimates ot 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
out most ctitical accounting policies include revenue recognition, the use of regulatory assets and liabilities as permitted by -
Statement of Financial Accounting Standards (“SEAS”) No. 71, “Accounting for the Effects of Certain Types of Regulation,”
the valuation of our long-lived assets which consist primarily of Utility Plant in Service, regulatory assets and goodwill, out
accounting for postretirement 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 customets on a
cycle basis and unbilled amounts based on estimated usage from the last billing to the end of the accounting petiod. The
estimated usage is based on out judgment and assumptions; our actual results could differ from these estimates which would
result in operating revenues being adjusted in the period that the tevision to our estimates are determined.

In some operating divisions, we commence the billing of our utility customers, under new tates, upon authorization from the
respective repulatory commission and before the final commission tate order is issued. The revenue recognized reflects an
estimate based on out 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 final commission’s ruling. Please refer to the section named “Operating Revenues” for a discussion of
revenue cutrently being recognized under rate filings that ate not final.
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Regularory Assers and Liabilities — SFAS No. 71 stipulates generally accepted accounting principles for companies whose
rates are cstablished by or are subject to approval by an independent third-party regulator. In accordance with SFAS No. 71, we
clefer costs and credits 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 chatged for water and wastewater service, In the event that cur assessment as to the probability of the
inclusion in the rate-making proecess 18 incotrect, the associated regulatory asset or liability would be adjusted to reflect the
change in our assessment or change in regulatoty apptoval,

Valuation of Long-Lived Asscts, Goodwill and Intangible Assets — In accordance with the requirements of SFAS No.
t44, “Accounting for the Im}ﬁaitment ot Disposal of Long-Lived Assets”, we review our long-lived assets for impairment,
including Utility Plant in Service. We also review regulatory assets for the continued application of SFAS No. 71. Our review
determines whether there have been changes in circumstances or events that have occutred that require adjustments to the
carrving value of these assets. In accordance with SFAS No. 71, adjustments to the carrying value of these assets would be
made in instances where the inclusion in the rate-making process is unlikely.

In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets,” we test the goodwill attributable to each of our
reporting units for impairment at least annually on July 31, or more often, if certain circumstances indicate a possible
impaitment may exist. We evaluate goodwill for impairment using the discounted cash flow methodologies, transaction values
for other comparable companies, and other valvation techniques for all of our reporting units with goodwill balances. The
evaluation requires significant management judgiment and estitates 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
which were used in our impairment test change, we may be required to record an impairment charge for goodwill. Based on our
comparison of the estimated fair value of each reporting unit to their respective catrying amounts, the impairment test
performed in 2008 concluded that none of our goodwill was impaired.

Accounting for Postretirement Benefits — We maintain a qualified defined benefit pension plan and plans that provide for
certain postretitement benefits other than pensions. We follow SFAS No, 87, “Employers” Accounting for Pensions,” SFAS
Mo, 1006, “Employers® Accounting for Postretirement Benefits Other Than Pensions,” and SFAS No. 158, “Employers’
Accounting for Defined Benefit Pension and Other Postretitement Plans,” when accounting for these benefits. Accounting for
pensions and other postretirement benefits requires an extensive use of assumpticns about the discount rate, expected return
on plan asscts, the rate of future compensation increases received by our employees, mortality, turnover and medical costs,
Fach assumption is reviewed annually with assistance from our actuarial consultant who provides guidance in establishing the
assumptions. The assumptions ate selected to represent the average expected experience over time and may differ in any one
year from actual expericnce due to changes in capital markets and the overall economy. Thesc differences will impact the
amount of pension and other postreticement benefit expense that we recognize.

Our discount rate assumption was determined using a yield curve that was produced from a universe containing approximately
250 U.S.-issued Aa-graded corporate bonds, all of which were noncallable {or callable with make-whole provisions), and
excluding the 10% of the bonds with the highest yields and the 10% with the lowest yields. The discount rate was then
developed as the single rate that would produce the same present value as if we used spot rates, for various dme periods, 1o
discount the projected pension benefit payments. Out pension expense and liability (benefit obligations) increases as the
discount rate is reduced. A 25 basis-point reduction in this assumption would have increased 2008 pension expensc by $669
and the pension liabilitics by $6,800. The present values of Aqua America’s future pension and other postretirernent obligations
were determined using discount rates of 6.11% at December 31, 2008, and 6.25% at December 31, 2007. Our expense under
these plans is determined using the discount rate as of the beginning of the yeat, which was 6.25% for 2008, and will be 6.11%
for 2009,

Our expected return on 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 plan assets as of the last day of its fiscal year, and is 2 determinant for the expected rerurn on assets which is a component
of net pension expense. Our pension expense increases as the expected return on assets decreases. A 25 basis-point reduction
in this assmnption would have increased 2008 pension expense by $378. For 2008, we used an 8.0% expected return on assets
assumption which will remain unchanged for 2009. The expecied return on assets is based on a targeted allocation of 50% to
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allocation of 50% to 75% equities and 25% o 50% fixed income. We believe that our actual long-term asset allocation on
average will approximate the targeted allocation. Our targeted allocation is driven by the investment strategy to earn a
reasonabie rate of return while maintaining risk at acceptable levels through the diversification of investments across and within
vatious assct categories, '

Our pension plan asset investment strategy is to earn a reasonable rate of return while maintaining risk at acceptable levels
through the diversificadon of investiments across and within various asset categories. However, as a result of the general market
downturn in 2008, our pension plans’ asset market values have suffered a decline and experienced significant volatility. As a
result of this decline, our required cash contibutions and pension expense will increase in 2009. We do not anticipate these
changes will materially impact our liquidity or overall financial position.

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 2009 our pension contribution is
expected to be approximately $12,707. In establishing the contribution amount, we have considered the impact of funding rule
changes under the Pension Protection Act of 2006. Future years’ contributions will be subject to economic conditions, plan
patticipant 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 conttibutions and expense recognized to be generally included in customer rates. During 2009, our
funding of other postretirement benefit plans are expected to approximate §1,621.

Accounting for Income taxes — We estimate the amount of income tax payable or refundable for the current year and the
deferred income tax liabilites and assets that results from estimating temporary differences resulting from the treatment of
certain items, such as depreciation, for tax and financial statement reporting. 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 ot
adjustments to valuation 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 increase income tax expense in the period that
these changes in cstimates occut,

IMPACT OF RECENT ACCOUNTING PRONQUNCEMENTS

We describe the impact of recent accounting pronouncements in Note 1 — Summary of Significant Accounting Policies, of the
consolidated finaneial statements,
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Management’s Report On Internal Control Over Financial Reporting

Management of Aqua America, Inc. (the “Company”) 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 assugance regarding the reliability of our
financial reporting 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 reporting includes those
policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and faitly 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 authotizations of management and directors
of the Company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition,
use, or dispositdon of the Company’s assets that could have a material effect on the financial statements.

Because of irs inherent limitations, internal control over financial reporting may not prevent ot 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 pelicies or procedures may deteriorate.

In asscssing the effectivencss of internal control over financial reporting, management used the criteria ser forth by the
Committee of Sponsoring Organizadons of the Treadway Commission (COSQ) in Internal Control-Integrated Frameork. As a
result of management’s assessinent and based on the criteria in the framework, management has concluded that, as of
December 31, 2008, the Company’s internal control over financial reporting was effective,

The effectiveness of our internal control over financial tepotting as of December 31, 2008 has been audited by
PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in theit report which is included
herein,

At GVttt A £ it

Nicholas DeBenedictis David P. Smeltzer
Chairsan, President and Chigf Exceentive Offfieer Chief Financial Offtcer

February 26, 2000
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Repott of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders
of Aqua America, Inc.:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income and
comprchensive income, of capitalization, of common stockholders” equity and of cash flows present faitly, in all material
respects, the financial position of Aqua Ametica, Inc. and its subsidiaties at December 31, 2008 and 2007, and the results of
their operations and their cash Hows fot each of the three years in the petiod ended December 31, 2008 in conformity with
accounting principles generally accepted in the United States of Ametrica. Also, in our opinion, the Company maintained, in all
matetial respects, effective internal control over financial reporting as of December 31, 2008, based on criteria established in
Tnteraal Control — Iniegrated Framework issued by the Commiitee of Sponsoring Organizations of the Treadway Commission
(COSO). The Company’s management is responsible for these 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 these financial statements and on the Company’s internal control over firancial reporting based on our integrated audits. We
coniclucted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audits to obrain reasonable assurance about whether the financial
statements are free of material misstatement and whether effective internal controt over financial reportting was maintained in
all material respects. Ouy audits of the financial statements included examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estitnates made by
managerment, and cvaluating the overall financial statement presentation. Qur 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 effectivencss of internal control based on the assessed risk. Our
audits also included performing such other procedures as we consider necessary in the circumstances. We believe that our
audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designied 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; (i) 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 {ii) provide reasonable assurance regarding prevention or timely detection of unauthortized acquisition, use, o
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 misstatemnents. Also,
ptojections of any evaluadon of effectiveness to future pesiods 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.

PricewaterthouseCoopers LLP
Philadelphia, Pennsylvania
Febraary 26, 2009
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AQUA AMERICA, INC, AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
(In thowsands, except per share amounts)

Yeats ended December 31, 2008, 2007 and 2006

Operating revenues

Operating costs and expenses:
Operations and maintenance
Depreciation
Amaortization
Taxes other than income taxes

Operating income

Other expense (income):
Interest expense, net
Allowance for funds used during construction
Gain on sale of other assets

Income before income taxes

Provision for income tages

Net income

Net income
Other comprehensive income (loss), net of tax:
Minimum pension lability adjustment
Unrealized holding gains on investments
Reclassification adjustment for gains reported in net income

Comprehensive income

Net income per common share:
Basic
Diluted

Average common shares outstanding during the period:
Basic

Drluted

Cash dividends declared per common share

Sec accompanying notes to consolidated financial statements.
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2008 2007 2006
§ 5626972 % 602499 § 533401
262,122 253,092 219,560
88,785 83,178 70,895
5,515 4,833 4,146
44,749 45,380 33,343
401,771 386,483 327,044
225,801 216,016 205,547
68,572 56,921 58,432
(3,674) (2,953) (3,941)
(1,599) (3,494) (1,194)
162,502 155,542 152,250
64,584 50,528 60,246
T 07018 § 95014 § 92004
§ 97918 § 95014 § 92,004
- - 3,082
195 1,121 194

(209) (1,315) -
(14) (194) 3,276
T 07904 § 94,820 § 95,280
3 073 3 072 % 0.70
3 073 $ 0.71 § 0,70
134,302 132,814 130,725
134,705 133,602 131,774
g 051 3% 048 % 0.44




AQUA AMERICA, INC. AND SUBSIDIARITES

CONSOLIDATED BALANCE SHEETS
{In thousands of dollars, except pet share amournts)
December 31, 2008 and 2007

Assets
Property, plant and equipment, at cost
Less: accumulated depreciation
Net property, plantand equipment

Current assets:
Cash and cash equivalents
Accounts reccivable and unbilled revenues, net
Inventory, materials and supplies
Prepaymenrs and other current assets
Total curtent assets

Regulatory assets

Dicferred charges and other assets, net
Funds restricted fot construction activity
Goodwill

Liabilities and Stockholders' Equity
Common stockholders' equity:
Common stock at $.50 par value, authorized 300,000,000 shares,
issued 136,053,467 and 134,099,240 in 2008 and 2007
Capital in excess of par value
Retained carnings
Treasury stock, at cost, 683,958 and 699,090 shares in 2008 and 2007
Accurmulated other comprehensive income
Total common stockholders' equity

Minority interest
Long-term debr, excluding current portion
Commitments and contngencies (See Note 9)

Current liabilities:
Current pordon of long-rerm debt
Loans payable
Accounts payable
Accrued interest
Accrued taxes
Other accrued liabilities
Total cutrene liabilities

Deferred credits and other liabilides:
Deferred income taxes and invesiment tax credits
Customers' advances for constraction
Regulatory liabilities
Qther
Total deferred credits and other liabilities

Contributions in aid of construction

See accompanying notes to consolidated financial statements.
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2008 2007

$ 3,848,419 § 3,573,996
851,036 781,202

2,997,383 2,792,794

14,944 14,540
84,523 82,921
9,822 8,803
11,752 9,247
121,041 115,511
222,057 164,034
50,603 41,321
52,931 76,621
41,007 36,631

$ 3,485,022 § 3,226,912

§ 68,026 § 67,050

623 407 572,050
379,778 350,364
(12,751) (13,166)
{14 -
1,058,446 076,298
2,181 1,979

1248104 1,215,053

7,297 23,927
80,589 56,918
50,044 45,801
16,070 15,741
15,362 16,686
23,809 24,139
193,171 183,212
355,166 307,651

72,955 85,773

14,971 12,460
120,333 68,797
563,425 174,681
419,695 375,689

S 5,485,022 % 3,006,012




AQUA AMERICA, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CAPITALIZATION

(In thousands of dellars, except per share amounts)

December 31, 2008 and 2007

Common stwckholders' equity:
Cominon stack, §.50 par value
Capital in excess of par value
Retained earnings
Treasury stock, at cost
Accumulated other comprehensive income

Total common stockholders' equity

Long-term debt
Long-term debt of subsidiaries (substantally
secured by utlity plant):

Interest Rate Range Maturity Date Range

0.00% to 0.99%
1.00% to 1.99%
2.00% to 2.99%
300% to 3.99%
4.00% to 4.99%
5.00% to 5.99%
6.00% to 6.99%
7.00% to 7.99%
8.00% to 8.99%
9.00% to 9.99%

2024 to 2034
2009 to 2035
2019 to 2027
2010 to 2025
2020 to 2041
2012 to 2043
2011 ro 2036
2012 to 2025
2021 to 2025
2010 o 2020

2018 to 2018

10.00% to 10.99%

Notes payable to bank under revolving credit
agreement, variable race, due May 2012
Unsccured notes payable:
Notes of 4.87%, due 2010 through 2023
Notes ranging from 5.00% o 5.99%,
due 2013 through 2037
Notes of 6.05%, duc in 2007 and 2008

Current portion of long-term debt

Long-term debe, excluding current portion
Total capitalization

Sce accompanying notes to consolidated financial statements.
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2008 2007
68,026 § 67,050
623,407 572,050
379,778 350,364
(12,751 (13,166)

(14) -

1,058,446 576,298
3,606 2,719
22,076 21,368
13,683 26,376
30,437 18,013
196,150 196,707
318,913 317913
121,552 109,730
32,245 35,186
34,806 35055
71,301 77,609
6,000 6,000
850,769 846,676
62,500 65,000
135,000 135,000
207,132 192,132
; 172
255,401 7238080
7,297 23927
T245,104 1,215,053

T 206550 3 2101351




Accumulated Unearned
Capital in Other Compensation
Common excesscf  Retained  Treasury Comprehensive on Restricted
stock par value carnings stock Income Stock Total
Balance at December 31, 2005 $ 64,829 § 478508 § 285132 3 (1204 § (3,082) 3 550y 3 811,923
Net incotne - - 92,004 - - - 92,004
Other comprehensive income:
Unrealized holding gain on investments,
net of income tax of $105 - - - - 194 - 194
Minimum pension liability adjustment,
net of income tax of §1,660 - - - - 3,082 - 3,082
Dividends - - (58,023) - - - (58,023)
Sale of stock (2,688,332 shares) 1,323 55,866 - 894 - - 58,088
Repurchasc of stock (36,346 shates) - - - (972 - - 972
Equity Compensation Plan {37,200 shares) 19 (19 - - - - -
Reclassification of unearned compensation - (550) - - - 550 -
Exercise of stock options (666,212 shares) 333 7,629 - - - - 7,962
Stock-based compensation - 4,235 - - - - 4,235
Employee stock plan tax benefits - 3,137 - - - - 3,137
Balance at December 31, 2006 66,509 5483806 319,113 (12992 194 - 921,630
Net income - - 95,014 - - - 95,014
Other comprehensive income:
Untealized holding gain on investments,
net of income tax of $603 - - - - 1,124 - 1,121
Reclassification adjustment for gains
repotted in net income, net of
income tax of $708 - - - - (1,315) - (1,315)
Dividends - - 63,763) - - - (63,763)
Sale of stack (482,785 shares) 227 9,483 - 689 - - 10,399 .
Repurchase of stock (35,486 shares; - - - (863) - - {863
Equity Compensation Plan (50,000 shares) 25 (25 - - - - -
Exetcise of stock options (577,272 shares) 289 7,036 - - - - 7,325
Stock-based compensation - 4,871 - - - . 4271
Employee stock plan tax benefits - 1,879 - - - - 1,879
Balance at December 31, 2007 67,050 572050 350364  (13,166) - - 076,298
Net income - - 97,918 - - - 97,918
Nert cash settlement of a portion of
forward equity sale agreement - 11,011 - - - - 11,011
Other comprehensive income:
Unrealized holding gain on investments,
net of income tax of 105 - - - - 195 - 195
Reclassification adjustment for gains
reported in net income, net of
income tax of §112 - - - - {209) - (209
Dividends - - (68,504 - - - (68,504)
Stock issued for acquisitions {125,723 shares) 63 1,937 2,000
Sale of stock (1,621,726 shates) 792 31,693 - 812 - - 33,297
Repurchase of stock (19,827 shares) - - - 397 - - (397)
Equity Compensation Plan (46,250 shares) 23 (23) - - - - -
Exercise of stock options (195,487 shares) 93 2,183 - - - - 2,281
Stock-hased compensation - 4,243 - - - - 4,243
Employee stock plan tax benefits - 313 - - - - 313
Balance at December 31, 2008 $ 68,026 80623407 § 379778 §(12751) § (14 § - § 1,058,446

AQUA AMERICA, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS’ EQUITY

{In thousands of dollars, except per share amournts)

See accompanying notes to consolidated financial statements.
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AQUA AMERICA, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands of dollars)

Years ended December 31, 2008, 2007 and 2006

Cash flows from opetating activities:
Net income
Adjustments to reconcile net income o net cash
flows from operating activities:
Depreciation and amortization
Deferred income taxes
Provision for doubtful accounts
Stocl-based compensation
Gain on sale of utility system
(Gain on sale of other assets
Net increase in receivables, inventory and prepayments
Net decrease in payables, accrued interest, accrued
taxes and other accrued liabilities
Other
Net cash flows from operating activities
Cash flows [rom trvesting activities:
Property, plant and eguipment additions, including allowance for
funds used during construction of $3,674, $2,953 and §3,941
Acquisitions of utility systems and other, net
Release of funds previously restricted for construction activity
Additions to funds restricted for conscruction activity
Net proceeds from the sale of 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 proceeds (repayments) of short-tesm debe
Proceeds from long-term debt
Repayments of long-term debt
Change in cash overdraft position
Proceeds from issuing common stock
Praceeds from forwatd equity agreement
Proceeds from cxercised stock options
Stock-based compensation windfall tax benefits
Repurchase of common stock
Dividends paid on common stock
Net cash flows 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 vear forn

Interest, net of amounts capitalized

Income taxes

See Note 1 - Summary of Significant Accounting Policies-Customers' Advances for Construction, Note 2 -

2008 2007 2006
$ 97,918 § 95014 § 92,004
94,300 88,011 75,041
45,768 21,993 10,794
6,811 5,407 3,716
3,871 4,320 3,604
(4,118) (1,095) -
(1,599) (3,494) (1,194)
(10,081) (12,642) (12,485)
(6,428) (7,382) (5,609}
(4,936) 4,036 4,855
221,506 194,168 170,726
(267,418) (238,140) (271,706)
{14,659 (51,226) (11,848)
46,385 53,088 59,467
(23,195) (117,442) (2,332)
20,831 6,981 1,283
(1,215) 1,795 13)
(238,771) (344,044) (225,349)
6,365 9,605 12,031
(5,928) (5,560) (5,168)
23,671 (62,232) {19,355)
52,741 275,757 103,360
(39,038) (46,987) (24,606)
1,951 (4,691) 11,166
33,297 10,399 58,088
11,011 - -
2,281 7,325 7,962
219 1,387 2,307
(397 (863) (972)
(68,504) (63,763) - (58,023)
17,669 120,377 86,790
404 (29,499) 32,167
14,540 44,039 11,872
§ 14944 § 14540 § 44,039
$ 64368 § 62113 § 53222
§ 20,984 § 41472 % 28700

Acquisitions, and Note 15 - Employce Stock and Incentive Plan for description of non-cash activities.

See accompanying notes to consolidated financial statements.
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AQUA AMERICA, INC. AND SUBSIDIARIES

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, Ine. (*Aqua America” or the “Company™) is the holding company for regulated
utilities providing water or wastewater services in Pennsylvania, Ohio, North Carolina, [llinois, Texas, New Jersey, New York,
Florida, Indiana, Vitginia, Maine, Missouri and South Carclina. Qur largest operating subsidiary, Aqua Pennsylvania, Inc.,
accounted for approximately 53% of our operating revenues for 2008 and provided water or wastewater services to customers
in the suburban areas north and west of the City of Philadelphia and in 24 other counties in Pennsylvania. 'The Company’s
other subsidiarics provide similar services in 12 other states. In addition, the Company provides water and wastewater service
through operating and maintenance contracts with municipal authorities and other parties, and septage services, close to our
utility companies’ sexvice territories,

The company has identified fourteen operating segments and has one reportable segment named the Regulated segment. The
repottable segment is comptised of thirteen operating segments for our water and wastewater regnlated utility companies which
are otganized by the states where we provide these services, These operating segments are aggregated into one reportable
segment since cach 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, one segment is not quantitatively significant to be reportable and is comprised of the businesses that
provide on-site septic tank pumping, sludge hauling services and certain other non-regulated water and wastewater services.
This segment is included as a component of “other,” in addition to corporate costs that have not been allocated to the
Regulated segment and intersegment elirinations.

Regulation — Most of the operating companies that are regulated public utilities are subject to regulation by the public utility
commissions of the states in which they operate. The respective public utility commissions have jutisdiction with respect to
rates, service, accounting procedures, issuance of securities, acquisitions 2nd 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 foliow
Statement of Financial Accounting Standards (“SFAS”) No. 71, “Accounting for the Effects of Certain Types of Regulation.”
SFAS No. 71 provides for the recognition of regulatory 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 kabilities are then
telieved as the cost or credit is reflected in rates.

Consolidation — The consolidated financial statements include the accounts of the Company and its subsidiaries. All
intercompany accounts and transactions have been eliminated.

Recognition of Revenues — Revenues 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. Non-regulated revenues are recognized when
services are performed and are primarily associated with septage services, and operating and maintenance contracts, The
Company’s Regulated segment includes non-regulated revenues that totaled $13,278 in 2008, §12,935 in 2007 and $13,525 in
2006. In addition to the Regulated segment operating revenues, the Company has other non-regulated revenues of $11,810 in
2008, $12,756 in 2007 and %7,198 in 2006,

Property, Plant and Equipment and Depreciation — Property, plant and equipment consist primarily of utility plant. The
cost of additons includes contracted cost, direct labor and fringe benefits, materials, overheads and, for certain utility plant,
allowance for funds used during construction, Water systemns acquited are recorded at estimated original cost of utility plant
when first devoted to utility service and the applicable depreciation 1s recorded to accumulated depreciation, The difference
between the estimated original cost, less applicable accumulated depreciation, and the purchase price is recorded as an
acquisition adjustment within urility plant. At December 31, 2008, utility plant includes a net credit acquisition adjustment of
$49,727, which is gencrally being amortized from 2 to 20 years, except where not permitted ot approptiate. Amortization of the
acquisition adjustments totaled $4,245 in 2008, $3,732 in 2007 and $4,239 in 2006.

Utility expenditures for maintenance and repairs, including major maintenance projects and minor renewals and betterments,
are charged to operating cxpenses when incurred in accordance with the system of accounts prescribed by the public utility
commissions of the states in which the company operates. The cost of new units of propetty 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 SFAS Ne. 71, As of December 31, 2008, $6,186 of costs have been incurred since the last rate
proceeding and the Company expects to recover these costs in future rates.
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AQUA AMERICA, INC, AND SUBSIDIARIES

Notes to Consolidated Finaneial Sratements {continued)
(In chousands of dollars, except per share amounts)

The cost of software upgrades and enhancements are capitalized if they result in added functionality which enable the software
to petfoim tasks it was previously incapable of performing. Certain information technology costs associated with major system
installadons, conversions and improvements, such as software training, dara conversion and business process reengineering
costs, are defersed as a regulatory asset if the Company expects to recover these costs in future rates. If these costs are not
deferred in accordance with SEAS No, 71, then these costs are charged o operating expenses when incurred. As of December
31, 2008, 86,584 of costs have been deferred, since the last rate proceeding, as 4 regulatory asset, and the deferral is reported as
a component of net property, plant and equipment.

When units of utility property are replaced, retired or abandoned, the recorded value thereof is credited to the asset account and
such value, rogether with the net cost of removal, is charged to accumulared depreciation. To the extent the Company recovers
cost of removal or other retdrement costs through rates after the retirement costs are incurred, a tegulatory asset is recorded. In
somge cases, the Company recovers retirement costs through rates duting the life of the associated asset and before the costs are
incurred. These amounts result in a regulatory liability being reported based on the amounts previously recovered through
custoImer 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 labosatory equipment,

In accordance with the requirements of SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”,
the long-lived assets of the Company, which consist primarily of Utility Plant in Sesvice and regulatory assets, are reviewed for
impairment when changes in citcumstances or events occur. There has been no change in circumstances or events that have
oceurred that require adjustments ro the carrying values of these assets.

Allowance for Funds Used During Construction—The allowance for funds used during construction (*“AFUDC”) is a
nou-cash credit which represents the estimated cost of funds used to finance the construction of udlity plant. In general,
ATFUDC is applied to construction projects requiring more than one month to complete. No AFUDC is applied to projects
funded by customer advances for construction or contributions in aid of construction. 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 2008 was 326, in 2007 was $22 and in 2006 was $6. No interest
was capitalized by our non-regulated businesses.

Cash and Cash Equivalents — The Company considers all highly liquid investments with an otiginal maturity of three
months ot less, which are not restricted for construction activity, to be cash equivalents.

The Company had a hook overdraft for certain of its disbursement cash accounts of $10,999 and $9,048 at December 31, 2008
and 2007, respectively. A book overdraft represents transactions that have not cleared the bank accounts at the end of the
petiod, 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 bock overdraft is reported as accounts payable and the change in the book overdraft balance is reported as
cash flows from financing activities,

Accounts Receivable — Accounts receivaide are recorded at the invoiced amounts. 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 arc written off against the allowance when it is probable the receivable will not be recovered. When
utility customers recuest extended payment terms, credit is extended based on tegulatory guidelines, and collateral is not
requited.

Repulatory Assects, Deferred Charges and Other Assers — Deferred charges and other assets consist of financing expenses,
other costs and marketable securities. Deferred bond issuance expenses are amortized over the life of the related issues. Call
premiums telated to the early redemption of long-term debt, along with the unamortized balance of the related issuance
expense, are deferred and amortized over the life of the long-term debt used to fund the redemption. Other costs, for which
the Company has received or expects to receive prospective rate recovery, are deferred as a regulatory asset and amortized over
the period of rate recovery in accordance with SFAS No. 71.

Marketable scourinies are considered “available-for-sale” and accoidingly, are carried on the balance sheer ar fair market value.
3
Uﬂl‘CCOgﬂiZCd gﬂiﬂS are included in other CDITlpl'ChellSiV{'l income,
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AQUA AMERICA, INC. AND SUBSIDIARTES

Notes to Consolidated Financial Statements (continued)
{In thousands of dollars, except per share amounts)

Goodwill— Goodwill reptesents the excess cost over the fair value of net tangible and identifiable intangible assets acquired
through acquisitions. Goodwill is not amostized but is tested for impairment annually, or more often, if circumstances indicate
a possible impairment may exist. The Company tested the goodwill attributable to each of our reporting units for impairment as
of July 31, 2008, in conjunction with the timing of our annval strategic business plan. Based on the Company’s compatison of
the estimated fair value of each reporting unit to their respective carrying amounts, the impairment test concluded that none of
its goodwill was impaired. The following table summatizes the changes in the Company’s goodwill:

Regulated
Segment Other  Consolidated

Balance at December 31, 2006 $ 18,537 & 4043 % 22580

Goodwill acquired during year 13,988 - 13,988
Reclassifications to utility plant

acquisition adjustment (12) - (12)
Othet (3 78 75
Balance at December 31, 2007 32,510 4,121 36,631
Goodwill acquired during year 4,176 - 4176
Other 200 - 200

Balance at December 31, 2008 & 36,886 % 4121 % 41,007

Income Taxes— The Company accounts for certain income and expense items in different time periods for financial
reporting than for tax reporting purposes. Deferred income taxes are provided on the temporary differences between the tax
basis of the assets and labilities, and the amounts at which they are carried in the consolidated financial statements. The income
tax effect of temporary differences not allowed currently in rates is recorded as deferred taxes with an offsetting regulacoty asset
or liability. These deferted income taxes are based on the enacted tax rates expected to be in effect when such temporary
differences are projected to reverse. 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 supportzble, the Company may establish resetves when it believes that
certain tax positions ate 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.

Customers’ Advances for Construction and Contsibutions in Afd of Construction— Water mains, other utility property
of, in some instances, cash advances to reimburse the Company for its costs to construct water mains of other utility property,
are contributed to the Company by customers, real estate developers and builders in order to extend utility service to their
propertics. The value of these contributions is recorded as Customers” Advances for Construction. Non-cash property, in the
form of water mains and wastewater systemns, has been recetved, generally from developets, as advances ot contributions of
$39,564, §56,210 and $16,852 in 2008, 2007 and 2006, respectively. The increase in non-cash property contributions in 2007 is
due to the receipt of mains, wastewater systems and wastewater treatment plants. The Company makes refunds on these
advances over a specific period of time based on operating revenues related to the property, ot as new customers are connected
to and take service from the 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 eonstruction that become non-refundable,

Contributed property is generally not depteciated for rate-making purposes as certain states’ regulatory guidelines provide that
contributions in aid of construction received must remain on the Company’s consolidated balance sheet indefinitely. Based on
tegulatory conventions in other states where the Company operates, certain of the subsidiaries do depreciate contributed
property and amortize contributions in aid of construction at the composite rate of the related property. Contributions in Aid
of Construction are deducted from the Company’s rate base for rate-making purposes, and therefote, no retutn is eatned on
contributed property.

Inventorics, Materials and Supplies — Inventories are stated at cost. Cost is principally determined using the firse-in, first-
out method.
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AQUA AMERICA, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)
(In thousands of dollats, except per share amounts)

Stock-Based Compensation— The Company accounts for stock-based compensation using the fair value recognition
provisions of SFAS No. 123R, “Share-Based Payment™.

Use of Estimates in Preparation of Consolfdated Financial Staternerres — The prepatation 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 liabilides and disclosure of contingent assets
and labilities at the date of the financial statements and the reported amounts of revenues and expenses duting the reporting
period. Actual results could differ from those estimates.

Reclassifications — Certain prior vear amounts have been changed to conform with current year’s presentation.

Recent Accounting Pronouncements — In December 2007, the Financial Accounting Standards Board (“FASB™) issued
Statement of Financial Accounting Standards (“SFAS”) No. 141(R), “Business Combinations,” which replaces SFAS No. 141,
SEFAS No. 141(R) establishes principles for recognizing assets and liabilities acquired in a business combination, coneractual
contingencics and cettain acquired contingencics to be measured at their fair vaiues at the acquisition date. This statement
requires that acquisition-related costs and restructuting costs be recognized separately from the business combination, SFAS
No. 141(R) is effective for the Company’s fiscal year beginning January 1, 2009. With the adoption of SFAS No. 141(R}, the
Company’s accounting for business combinations changed on a prospective basis beginning with transactions closing in the
first quarter of 2009,

In Drecember 2007, the FASDB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements — an
amendment of ARB Ne. 51.” This statement establishes accounting and reporting standards for the noncontrolling interest in a
subsidiary, the amount of consolidated net income attributable to the parent and to the noacontrolling interest, changes in a
parent’s ownership interest and the valuation of retained noncontrelling equity investments when a subsidiary is
deconsolidated. This statement requires expanded disclosures in the consolidated financial statements that cleatly identify and
distinguish between the interest of the parent and the interest of the noncontrolling owners. SFAS No. 160 is effective for the
Company’s fiseal year beginning January 1, 2009. The adoption of this statement will not have a material impact on the
Company’s results of operations or financial position.

In February 2007, the FASB issucd SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities.” This
sratement permits entities to choose to measute many tinancial instruments and certain other items at fair value, The objective
is to improve financial reporting by providing entities with the opportunity to mitigate volatility in reported earnings caused by
measuring related assets and liabilities differently without having to apply complex hedging accounting provisions. The
Company adopted SFAS No. 159 as required on January 1, 2008, and did not elect the fair value option for any of its existing
financial assets and liabilities, The adoption of this statement did not have a material impact on the Company’s consolidated
results of operations or consolidated financial position.

In Seprember 2006, the ASB issucd SFAS No. 157, “Fair Value Measurements.” This statement defines fair value, establishes
a framework for using fair value to measure assets and liabilities, and expands disclosures about fair value measurements, The
statement applics when other statements require or permit the fair value measurement of assets and liabilities. This staternent
does not expand the use of fair value measurement, In February 2008, the FASB issued FASB Staff Position No. 157-2,
“Lffective Date of FASB Statement No. 1577 (FSP 157-2). FSP 157-2 delays the effective date of SFAS No. 157 for certain
non-financial assets and liabilities to fiscal years beginning after November 15, 2008. The Company adopted SFAS No. 157 as
required on January 1, 2008 for all financial assets and liabilities, and this statement did not have a material impzact on the
Company’s cansolidated results of operations or consolidated financial position. Effective January 1, 2009, the Company
adopted ST'AS No. 157 on all non-financial assets and liabilities, and the adoption did not have a material impact on the
Company’s consolidated results of operations or consolidated financial position.
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Note 2 - Acquisitions

New Yotk Water Service Cotporation — Pursuant to our strategy to grow through acquisitions, on January 1, 2007 the
Company completed the acquisition of the capital stock of New York Water Service Corporation (“New York Water™) for
$26,664 in cash (net of cash acquired of $2,288), as adjusted pursuant to the purchase agreement primarily based on working
capital at closing, and the assumption of $23,000 of long-term debt. At the time of the acquisition, the operation provided water
service to 44,792 customers in several water systems located in Nassau County, Long Island, New Yortk. The operating results
of New York Water have been included in our consolidated financial statements beginning January 1, 2007. For the years ended
December 31, 2008 and 2007, New York Water had operating tevenues of $23,540 and §23,420. Under the putchase method of
accounting, the purchase price is allocated to the net tangible and intangible assets based upon their estimated fair values at the
date of the acquisition. The purchase price allocation as of January 1, 2007 is as follows:

Propetty, plant and equipment, net § 42,057
Cuarrent assets 6,919
Other long-term assets 14,384
Goodwill 10,894
Total assets acguired 74,254
Current liabilities 1,852
Long-term debt 23,000
Other long-term liabilities 22,738
Total liabilities assumed 47,590
Net assets acquired $ 206,004

Other Acquisitions — Duting 2008, the Company completed 9 acquisitions or other growth ventures in various states. The
total purchase price of $16,659 for the systems acquired in 2008 consisted of $14,659 in cash, and the issuance of 125,723
shares of the Company’s common stock. The operating reventes included in the consolidated financial statements of the
Company during the period owned by the Company were §2,129. The pro forma effect of the businesses acquired in 2008 is
not material to the Company’s results of operations.

During 2007, in addition to New York Water Service Corporation, the Company completed 26 acquisitions or other growth
ventures in vatious states for an aggregate purchase price of $24,562 in cash. The operating revenues included in the
consolidated financial staternents of the Company during the petiod owned by the Company were $8,374 in 2008 and $4,434 in
2007

During 2006, the Company completed 27 acquisitions or other growth ventures in various states for an aggregate purchase
price of $11,848 in cash. The opetating revenues included in the consolidated financial statements of the Company duting the
petiod owned by the Company were $8,894 in 2008, $9,632 in 2007 and $4,511 in 2006,
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Note 3 — Dispositions

In August 2008, rhe Company sold a water and wastewater utility system for net proceeds of $10,500, which consisted of
$1,900 in cash and the issuance of a 25-year note teceivable of $8,600 that bears interest at 7.25% and provides for semi-annual
principal and interest payments. The sale resulted in the recognition of a gain on the sale of these assets, net of expenses, of
84,118, 'The gain is reported in the consolidated statement of income as a reduction to operations and maintenance expense.
These utility systems represented less than 0.1% of Aqua America's total assets.

In December 2007, the Company sold a water utility system for net proceeds of $1,498, which was in excess of the book value
for these assets. The procecds were used to pay-down short-term debt and the sale resulted in the recognition in 2007 of a gain
on the sale of these assets, net of expenses, of $1,095. The gain is tepotted in the 2007 consolidated statement of income as a
reduction to operations and maintenance expense. This utility system represented less than 0.1% of Aqua America’s total assets.

The City of Fort Wayne, Indiana (“the City”) has authorized the acquisition by eminent domain of the northern portion of the
utility system of one of the operating subsidiaries that the Company acquired in connection with the AquaSource acquisition in
2003. The Company had challenged whether the City was following the correct legal procedutes in connection with the City’s
attempted condemnation, but the State Supreme Coutt, in an opinion issued in June 2007, supported the City’s position, In
October 2007, the City’s Board of Public Works approved proceeding with its process to condemn the northern portion of the
Company’s utility system at a preliminary price based on the City’s valuation. The Company has filed an appeal with the Alien
County Circuit Court challenging the Board of Public Works’ valuation on several bases. In Novernber 2007, the City Council
authorized the taking of the northern pottion of the Company’s system and the payment of $16,911 based on the City’s
valuation of this portion of the system. In January 2008, the Company reached a settlement with the City to transition the
notthern portion of the system in February 2008 upon receipt of the City’s initial valuation payment of $16,911. The settlement
agreement specifically stated that the final valuation of the portion of the Company’s system will be determined through a
contitation of the legal proceedings that were filed challenging the City’s valuation. On February 12, 2008, the Company
trned over the system to the City upon receipt of the initial valuation payment, The Indiana Utility Regulatory Commission
also reviewed and acknowledged the transfer of the Certificate of Territorial Authority for the Company’s northern system to
the City. The proceeds received are in excess of the book value of the assets relinquished. No gain has been recognized due to
the contingency ovet the final valuation of the assets. Depending upon the outcome of the legal proceeding the Company may
be required to refund a pottion of the initial valuaton payment, or may receive additional proceeds. The northern portion of
the utility system relinquished represented approximately 0.5% of the Company’s total assets.
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Note 4 — Property, Plant and Equipment

Decembet 31, Approximate range
2008 2007 of remaining lives
Utiligy plant and equipment:
Mains and accessoties £ 1560132 § 1,432393 20 to 85 years
Services, hydrants, treatment
plants and reservoits 990,335 928,595 5 to 88 years
Operatons structures and water tanks 178972 174,807 15 0 66 years
Miscellaneous pumping and
purification equipment 505,617 437230 2 to 78 years
Meters, data processing, transportation
and operating equipment 486,269 457,303 3 to 78 years
Land and other non-depreciable assets 125826 103566 -
Utility Plant and equipment 3847 151 3,533,894
Utility construction wotk in progress 44350 81,876 -
Net utility plant acquisition adjustment {49,727) (49,994) 0 to 20 years
Non-utility plant and equipment 6,605 3,220 0 to 25 years
Total property, plant and equipment § 3848419 § 3573996

Note 5 — Accounts Receivable
December 31,

2008 2007
Billed wtility revenne $ 53673 3 54447
Unbilled utility revenue 31473 28,308
Other 5,733 5,732
90,879 88,487
Less allowance for doubtful accounts 6,356 5,566
Net accounts receivable % 84523 § B8292T

The Company’s utility custotners ate located principally in the following states: 45% in Pennsylvania, 9% in Ohio, 9% in North
Carolina, 7% in Illinois, 6% in Texas, 3% in New Jersey, 5% in New York, 4% in Indiana and 4% in Florida. No single
customer accounted for more than one percent of the Company's opetating revenues during the years ended December 31,
2008, 2007 or 2006. The following table summarizes the changes in the Company’s allowance for doubtful accounts:

2008 2007 2006
Balance at January 1, $ 5566 $§ 4969 % 4406
Amounts chaiged to expense 6,811 5407 3716
Accounts written off (6,953) (5.297) (3,607)
Recoveries of accounts written off 932 487 454
Balance at December 31, g 6,356 § 5566 % 4969
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Note 6 — Regulatory Assets and Liabilities

‘The regulatory assets represent costs that are expected to be fully recovered from customers in future rates while regulatoty
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 and the competitive transidon charge payment, regulatory
assets and regulatory liabilities are excluded from the Company’s rate base and do not earn a return, The components of
regulatory assets and regulatory liabilities are as follows:

December 31, December 31,
2008 2007
Regulatory  Regulatory Regulatory  Regulatory
Assets Liabilicies Assets Liabilities
Incomc taxes § 73,536 § 2,576 & 73,037 g 2,112
Utility plant retirement costs 31,627 10,960 23,617 9,748
Postretirement benefirs 83,041 - 31,114 -
Texas rate filing expense deferral 10,946 - 12,382 -
Competitive Transition
Charpge payment 2,293 - 3,440 -
Water tank painting 5,356 - 5,639 -
[air value adjustment of long-term
debt assumed in acquisition 2,172 385 2,383 460
Merger costs 52 - 582 -
Rare case filing expenses & ather 13,634 1,050 11,840 140
§ 222057  § 14,971 g 164,034 § 12,450

Items giving rise to deferred state income taxes, as well as a portion of deferred Federal income taxes related to certain
differences between rax and book depreciation expense, ate recognized in the rate setting process on a cash or flow-thtough
basis and will be recovered as they reverse.

The regulatory asset for utility plant retitement costs, including cost of temoval, represents costs already incurred that are
expected to be recoveted in future rates over a five year recovery period. The regulatory liability for utility plant retirerment costs
represents amounts recoveted through rates during the life of the associated asset and before the costs are incurred.

Postretirement benefits include pension and other postretitement benefits, A regulatory asset has been recotded at December
31, 2008 and 2007 for the costs that would otherwise be chatged to common stockholders’ equity in accordance with SFAS
No. 158 “Employers” Accounting for Defined Benefit Pension and Other Postretivement Plans — an amendment of FASB
Statements No. 87, 88, 106 and 132(R)” for the underfunded status of the Company’s pension and other postretirement benefit
plans. Thete was a significant increase in the underfunded status of the plans during 2008, As discussed in Note 16 — Pension
Plans and Other Postretirement Benefits, this was primarily due to a decrease in the fair value of the plans® assets. The
regulatory asset related to pension costs includes deferred net pension expense in excess of amounts funded which the
Company believes will be recoverable in future years as pension funding is required. The regulatory asset velated to
postretirement benefits othet than pensions represents costs that were deferred benween the time that the accrual method of
accounting for these benefits was adopted in 1993 and the recognition of the accrual method in the Company's rates as
prescribed in subsequent rate filings. Amortization of the amount deferred for postretitement benefits other than pensions
began in 1994 and is cutrently being recovered in rates.

The regulatory asset for the Texas rate filing of 2004 results from a multi-year plan to increase annual revenues in phases, and
to defer and amortize a portion of the Company’s depreciation, operating and other tax expense over a similar multi-year
period. These costs wili be amortized over two years, beginning Januvary 1, 2009, in accordance with the final rate order.

The regulatory asset associated with the Competitive Transition Charge (“CTC”) payment represents the full payoff in 2001,
net of amortization, of the allocable share of a CTC as nepotiated by Aqua Pennsylvania, Inc. from an electric discribution
company. The Pennsylvania Electricity Generation Custemer Choice and Competition Act permitted electric distribution
utilities to recover their stranded costs from its customers in the form of a CTC. Rate recovery of the $11,465 CTC payment
began in 2000 and is expected te conclude in 2010.
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Expenses associated with water tank painting are deferted and amortized over a period of time as approved in the regulator
P it p g : . . pet PP guiatory
process. Water tank painting costs are generally being amortized over a period ranging from 5 to 17 yeats.

As a requitement of purchase accounting, the Company recorded a fair value adjustment for fixed-rate, long-term debt assumed
in acquisitions that matures in vatious years ranging from 2012 to 2035, 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 the recovery of merger costs represents the portion of the Consumers Water Company merger
costs that will be tecovered in rates as a result of a rate settlement in 2000 and is being amortized over the ten-year recovery
petiod.

The regulatory asset telated to rate case filing expenses represents the costs associated with filing for rate incteases that ate

deferred and amortized over periods that generally range from one to five years. Other represents costs incutted 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
telining projects are desctibed in Note 1 — Summary of Significant Accounting Policies — Propetty Plant and Equipment and
Depreciation.
Naote 7 — Income Taxes
The provision for income taxes consists of:

Years Ended December 31,

2008 2007 2006
Current:
TFederal g 8576 & 30,197 § 39,956
State 10,240 9,054 9,502
18,816 39,251 49 458
Deferred:
Federal 44017 19,664 0,531
State 1,751 1,613 1,257
45,768 21,277 10,788
Total tax expense § 64584 3 60528 % 60240

The statutory I'ederal tax rate is 35% and for states with a corporate net income tax, the state corporate net income tax rates
range from 5% to 9.99% for all years presented.
The reasons for the differences between amounts computed by applying the statutory Federal income tax rate to income before
income tax e¢xpense are as follows:

Years Ended December 31,

2008 2007 2006

Computed Federal tax expense at statutory rate ) 56876 % 54440 S 53,287
Increase in tax expense for depreciation expense

to be recovered in future rates 376 458 716
Domestic Productian Credit B40) (1,303) (602)
Stock-based compensation 742 694 715
Deduction for Aqua Ametica common dividends

paid under employee benefit plan (331) (380) (307)
Amortization of deferred investment tax credits (276) (277) (274)
Prior year rate reductipns (157 (131) (154)
State income taxes, net of federal tax benefit 7,794 5,934 6,999
Other, net 100 93 (134
Actual income mx expense $ 64584 § 60528 § 60,246
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The tax effects of temporary differences between book and tax accounting that give rise o the deferred tax assets and deferred
tax liabilitics are as follows:

December 31,

2008 2007
Deferred tax assers:
Customers' advances for construction 8 16,933 LY 17,062
Costs expensed for hook not deducted
for tx, principally accrued expenses 5,209 3,915
Uulity plant acquisiion adjustment
basis differences 13,762 14,907
Postretirement benefits 33,021 12,520
Cther 566 708
Total gross deferred cax assers 69,491 49112

Defertred tax liabilities:
Utlity plant, principally due w
depreciation and differences in the basis
of fixed assets due to variation in tax
and book accounting 357,181 310,059
Defetred taxes associated with the gross-up
of revenues necessary to recover, in rates,

the effect of temporary differences 29,208 28,661
Tax effect of regulatory asser for
postretitement benefirs 33,021 12,520
Deferred investment tax credit 5,247 5,523
Total gross deferved tax liabilities 424,657 356,763
Net defesred tax liability § 353,166 $ 307,651

The Company adopted the provisions of FASB Interpretation No. (“FIN”} 48, “Accounting for Uncertainty in Income Taxes—
An Interpretation of FASB Statement No. 109 on January 1, 2007, The Company has analyzed filing positions in its federal
and state jurisdictions where it is required to file income tax returns, as well as for all open tax vears in these jurisdictions. The
Company’s reserve for uncertain tax positions was insignificant upon adoption of FIN 48 and the Company did not tecord a
cumulative effect adjustment related to the adoption of FIN 48. The Company believes its income tax filing positions and
deductions will be sustained under audit and it believes it does not have significant uncertain tax positions that, in the event of
adjustment, will result in a material effect on its results of operations ot financial position. The Company has elected to
recognize accrued interest and penalties related to uncertain tax positions as income tax expense, As of December 31, 2008, the
Company’s Federal income tax returns for all years through 2004 have been closed. Tax years 2005 through 2008 remain open
to examination by the major taxing jurisdictions to which we are subject, however, the 2005 Federal income tax return has been
settled through examination.
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Note 8 — Taxes Other than Income Taxes

The following table provides the components of taxes other than income taxes:

Y ears Ended December 31,

2008 2007 2006
Property $ 24701 § 24920 % 14953
Capiml Stock 3,052 3,352 3,675
Gross receipts, excise and franchise 7,600 7,890 6,750
Payroll 6,386 6,650 5,701
Other 3,010 2,568 2264
Total taxes other than income § 44749 § 45380 % 33343

Note 9 — Commitments and Contingencies

Conmumniftments —The Company mzintains agreements with other water purveyors for the purchase of water to supplement its
water supply, patticulatly during periods of peak demand. The agreements stipulate purchases of mininmmam quantities of watet
to the year 2026. The estimated annual commitments related to such purchases through 2013 ate expected to apptroxiate
$10,371 and the aggregate of the years remaining approximates §58,139. The Company purchased approximately 11,710,
$11,006 and $10,497 of water under these agreements during the years ended December 31, 2008, 2007 and 2006, respectively.

The Company leases motor vehicles, buildings and other equipment under operating leases that are noncancelable. The future
annual minimum lease payments due are: $3,045 in 2009, $2,161, in 2010, $1,198 in 2011, $504 in 2012, $57 in 2013 and $26
theteafter. The Company leases patcels of land on which treatment plants and other facilities are situated and adjacent parcels
that ate used for watershed protection. The operating leases are noncancelable, expire between 2014 and 2052 and contain
certain renewal provisions. Certain leases are subject to an adjustment every five years based on changes in the Consumer Price
Index. Subject to the aforesaid adjustment, duting each of the next five years, approximately $591 of annual lease payments for
land are due, and the aggregate of the years remaining approximates $15,333. The Company leases treatment plants to other
parties undet lease agreements that require payments to the Company of $374 in 2009, $374 in 2010, $374 in 2011, $374 in
2012, $374 in 2013 and the aggregate of the years remaining approximates $4,910. Rent expense was $4,493, $4,621 and $4,478
for the years ended December 31, 2008, 2007 and 2008, respectively.

Contingencies ~The Company is routinely involved in condemnation proceedings and legal matters during the ordinary
course of business, including those described below and in the following notes:

e Note 17 — Water and Wastewater Rates - Discussion of the rate proceeding appeal process involving the Company’s
subsidiaries in Texas,

e Note 3 - Dispositions - Discussion of the Company’s challenge to the valuation of the northern portion of its Fort
Wayne, Indiana utility system that was turned over to the City of Fort Wayne, Indiana in February 2008.

e In 2006, a lawsuit was filed by two occupants of a house abutting a wastewater treatment plant facility owned by the
Company’s subsidiary in Flotida. The lawsuir, as amended, alleges the plaintiffs sustained bodily injury and property
damage due to the design, operation and maintenance of the plant. In the third quarter of 2008, approximately thirty-
five additional plaintiffs, associated with approximately eight other nearby homes, and represented by the same counsel
as the osiginal piaintiffs, filed a separate lawsuit making similar allegations against our Florida subsidiary with respect to
the operation of the facility. The Company believes that the plaintiffs’ claims in both lawsuits are without foundation.
At this time, it i3 impossible to estimate the likelihood of a loss in these matters ar the extent of a loss should one
occur, and to determine to what extent, if any, insurance coverage may cover the claims.

Although the results of Jegal proceedings cannot be predicted with certainty, there ate no other 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 ot are
expected to have a material effect on the Company’s financial position, results of operations or cash flows.
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Note 10 = Long-term Debt and Loans I"ayable

The consolidated statements of capitalization provide a summary of long-tetm debt as of December 31, 2008 and 2007, The
supplemental indentures with respect to certain issues of the First Mortgage Bonds restrict the ability of Aqua Pennsylvania,
Inc. and cereain other operating subsidiaries of the Company to declare dividends, in cash or property, or repurchase or
atherwisc acquire the stock of these companies. As of December 31, 2008, approximately $387,000 of Aqua Pennsylvania’s
retained earnings of approximately $407,000 and $117,000 of the retained earnings of $126,000 of certain other subsidiaries
were free of these resteictions. Certain supplemental indentuses also prohibit Aqua Pennsylvania and certain other subsidiaries
of the Company from making loans to, or purchasing the stock of, the Company.

Simking fund payments ate sequired by the terms of certain issucs of long-term debt, Excluding amounts due under the
Company’s revolving credit agreement, the future sinking fund payments and debt maturides of the Company’s long-term debt
are as follows:

Inrerest Rate Range 2009 2010 2011 2012 2013 Thercafter
0.00% te 099% 3 t44 8 166 § 162 3 60§ 157 § 2,817
1.00% to 1.99% 1,670 1,675 1,688 1,530 1,524 13,989
200% o 2.99% 639 782 798 305 821 9,788
300% to 399% 2220 2,193 1,853 1,915 1,979 20,277
4.00% to 4.99% 190 27,196 202 213 21,819 281,530
500% to 599% 3 34 38 31,035 35 494,500
6.00% to 699 - - 15,000 - - 106,552
700% to 7.99% 879 a51 1,030 1,459 317 27,569
8.00% to 899% 184 202 222 244 268 33,686
900% to 9.99% 1,318 21,329 6,341 1,354 8,459 32,500

10.00% ro 10.99% - - - - - 6,000

‘Total SOAYT % 5d0AE S 253 % AR5 35579 % 1,029,608

In May 2008, the Company issued $15,000 of unsecured notes at an interest rate of 5.40% of which $5,250 are due in 2016,
$5,250 are due in 2017, 32,250 are due in 2021 and $2,250 are due in 2022, Proceeds from the sales of these notes were used to
repay shori-term borrowings. In December 2008, Aqua Pennsylvania issued $22,000 of tax-exempt bonds secured by 2
supplement to its first mortgage indenture at the following terms: $9,000 at 6.25% due 2017 and $13,000 at 6.75% due 2018,
The proceeds are restricted to funding certain capital projects dusing the period 2009 through 2011, At varicus times during
2008, Aqua Pennsylvania and other operating subsidiaries issued other notes payable and first mortgage bonds in aggregate of
$6,652 at a weighted average interest rate of 1.78% due at various times ranging from 2010 to 2035, The proceeds from these
issuances were used to reduce a portion of the balance of the short-term debt ar each of the respective operating subsidiaties.
As of December 31, 2008, the trustees for six issues held $52,931 pending construction of the projects to be financed with the
issucs and are reported in the consolidated balance sheet as funds restricted for construction activity.

10 Januaty 2007, Aqua Pennsylvania issued $50,000 of tax-exempt bonds secured by a supplement to its first mortgage
indenture at the following rerms: $25,000 at 4.43% due 2040 and $25,000 2t 4.44% due 2041. The proceeds are restricted to
funding certain capital projeces during the period 2007 through 2009. Tn March 2007, the Company issued $30,000 of
unsecured notes of which §15,000 are due in 2022 with an interest rate of 5.63% and $15,000 are due in 2037 with an interest
ratc of 5.83%. Procceds from the sales of these notes were used to repay short-term bartowings. In December 2007, Aqua
Pennsylvania issued 350,000 of tax-cxempt bonds secured by a supplement to its first mortgage indenture at the following
terms: 525,000 ar 5.16% due 2042 and $25,000 at 5.17% due 2043, The proceeds are restricted to funding certain capital
projects during the period 2008 through 2010, Also in December 2007, Aqua Pennsylvania issued $40,000 of unsecured notes
with an interest rate of 5.66% which are due in 2014, Proceeds from the sale of these notes were used to repay short-term
botrowings. Tn connection with the acquisition of New Yoik Water Service Corporation in 2007, the Company assumed
§23,000 of long-term: debt at interest rates ranging from 5.00% to 6.00% due 2015 to 2035, which includes the purchase
accounting fair value adjustment of 3460, decreasing the carrying-value of long-term debt. At various times during 2007, Aqua
Pennsylvania anel other opcrﬂting subsidiaries issued other notes payzble and first mortgage bonds in aggregate of $35,602 at a
weighted average interest rate of 4.05% due at various times ranging from 2017 to 2037. The proceeds from these issuances
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were used to reduce a portion of the balance of the short-terin debt at each of the respective operating subsidiaries and to
tedeem $5,932 of first mortgage bonds of two operating subsidiaries with a weighted average interest tate of 9.55%. The
weighted average cost of long-term debt as December 31, 2008 and 2007 was 5.35% and 5.58%, respectively.

In May 2007, the Company entered into a five-year $95,000 unsccured tevolving credit facility with five banks that expires in
May 2012. Included within this facility is a swing-line commitment of $15,000 that is used to fund bank overdraft positions.
Except for swing-line borrowings, funds bortowed under this agreement are classified as long-term debt and are used to
provide working capital. As of December 31, 2008, the Company has the foliowing sublimits and available capacity under the
credit facility: $20,000 letter of credit sublimit, $6,361 of letters of credit available capacity, $0 borrowed under the swing-line
commitment, 2nd $62,500 of funds bortowed under the agreement, Interest under this facility is based at the Company’s
option, on the prime rate, an adjusted Buro-Rate, an adjusted federal funds rate ot at rates offeted by the banks. A facility fee is
charged on the total commitment amount of the agreement. Under this facility and the former facility that was replaced, the
average cost of borrowings was 3.14% and 5.36%, and the average borrowing was $57,966 and 52,577, during 2008 and 2007,
respectively.

Aqua Pennsylvania has a $70,000 364-day unsecured revolving credit facility with four banks and the funds borrowed under
this agreement are classified as loans payable and used to provide working capital. As of December 31, 2008 and 2007, funds
borrowed under the Aqua Pennsylvaniz revolving credit agreement wete $60,734 and $18,988, respectively. Interest under this
facility is based, at the borrowet’s option, on the prime rate, an adjusted federal funds rate, an adjusted London Intetbank
Offered Rate corresponding to the interest period selected, an adjusted Buro-Rate corresponding to the interest period selecred
ot at rates offered by the banks. ‘This agreement restricts shott-term botrowings of Aqua Pennsylvania. A committnent fee of
0.15% is charged on the total commitment amount of Aqua Pennsylvania’s revolving credit agreement. The average cost of
bosrowing under this facility was 3.05% and 6.41%, and the average borrowing was $46,796 and $35,462, duting 2008 and
2007, respectively. The maximum amount outstanding at the end of any one month was $62,669 and $68,332 in 2008 and 2007,
respectively.

At December 31, 2008 and 2007, the Commpany had other combined shost-term lines of credit of $69,000 and $84,000,
respectively, Funds borrowed under these lines are classified as loans payable and are used to provide working capital. As of
December 31, 2008 and 2007, funds borrowed under the shotrt-term lines of credit sere $19,855 and $37,930, respeciively, The
average borrowing under the lines was 837,017 and $63,635 during 2008 and 2007, respectively. The maximum amount
outstanding at the end of any one month was $42,775 in 2008 and $105,400 in 2007. Interest undler 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 botrowings under all lines during 2008 and 2007 was 3.88% and 5.94%, respectively.

Interest income of $2,310, $3,569 and $3,241 was netted against interest expense on the consolidated statements of income for
the years ended December 31, 2008, 2007 and 2006, respectively. The total interest cost was $70,882, $70,490 and $61,673 in
2008, 2007 and 2006, including amounts capitalized of §3,674, $2,953 and $3,941, respectively.

Note 11 — Fair Value of Financial Instruments

‘The cartying amount of current assets and liabilities that are considered financial instruments apptoximates their fair value as of
the dates ptresented. The carrying amount and estimated fair value of the Company’s long-term debt are as follows:

December 31,
2008 2007
Catrying amount $ 1,255.401 § 1,238,980
Estimated fair value 1,191,877 1,230,767

- 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. The Company’s customers’ advances for construction and related tax
deposits have a catrying value of 72,955 and $85,773 at December 31, 2008 and 2007, respectively. Their relative fair values
cannot be accurately estimated because future refund payments depend on several vatiables, including new customer
connections, customer consumption levels and future rate increases. Portions of these non-interest bearing instruments ate
payable annually through 2023 and amounts not paid by the contract expiration dates become non-refundable. The fair value of
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of these amounts would, however, be less than their carrying value due to the non-interest bearing feature,

Note 12 = Stockholdets® Equity

At December 31, 2008, the Company had 300,000,000 shares of comton stock authorized; par value $0.50, Shares outstanding
at December 31, 2008, 2007 and 2006 were 135,369,509, 133,400,150 and 132,325,579, respectively. Treasury shares held at
December 31, 2008, 2007 and 2006 were 683,958, 699,090 and 691,746, respectively. At December 31, 2008, the Company had
1,738,619 shares of authorized but unissued Series Preferred Stock, $1.00 par value.

The Company mainrains a universal shelf registration with the Securities and Exchange Commission to allow for the potential
future sale by the Company, from time to time, in one or more public offerings, of an indeterminant amount of our common
stock, preferred stock, debt securities and other securities specified therein at indeterminant prices.

In August 2006, the Company entered into a forward equity sale agreement for 3,525,000 shates of common stock with 4 third-
party (the “forward purchaser™) and as of June 27, 2008, no shares remain under contract. In connection with the forward
equity sale agreement, the forward purchaser borrowed an equal number of shares of the Company’s common stock from stock
lenders and sold the borrowed shares to the public. The Company did not receive any proceeds from the sale of its common
stock by the forward purchascr until settlement of the shares undetlying the forward equity sale agreement. Under the forward
cquity sale agreement, the Company could elect to settle by means of a physical share settlement, net cash settlement, ot net
sharc settlement, on a settlement date ot dates, no later than Aupust 1, 2008, The actual proceeds received by the Company
varied depending upon the settlement date, the number of shares designated for settlement on that settlement date and the
method of settlement. The forward equity sale agreement provided that the forward price would be computed based upon the
initial forward price of $21.857 per share,

In March 2008, the Compaay elected to perform a net cash setdement under the forward equity sale agreement of 750,000
shares of the Company’s common stock, which resulted in a payment of $2,662 by the forward purchaser to the Company, No
shares were issued in connection with the net cash setdement and the payment received was recorded as an increase to
commoen stockholders’ equity.

In June 2008, the Company elected to perform a net cash settlerent under the forward equity sale agreement of 1,775,000
shares of the Company’s common stock, which resulted in a payment of $8,349 by the forward purchaser to the Company. No
shares were issued in connection with the net cash settlenent and the payment received was recorded as an increase to
common stockholders’ equity. Also in June 2008, the Company settled the remaining 1,000,000 shares under the forward
equity sale agreement by physical settlement. As a result, the Company issued 1,000,000 shares of common stock and received
proceeds from the forward purchaser of $22,318 or §22.318 per share. The forward equity sale agreement has now been
completely settled and there are no additional shares subject to the forward equity sale agreement. The Company used the
proceeds received upon scttlement of the forward equity sale agreement to fund the Company’s future capital expenditure
program and acquisitions, and for working capital and other general corporate purposes.

In addition, the Company completed the following offerings of equity under the universal shelf registration:

¢ In June 2006, the Company sold 1,750,000 shares of common stock in a public offering for proceeds of §37,400, net of
expenses.
s In August 2006, the Company sold 500,000 shares of common stock in a public offering for proceeds of 10,700, net of
exjpenses.
‘The net proceeds from these offerings were used to fund the Company’s capital expenditure program and acquisitions, and for
wortking capital and other general corporate purposes.

'The Company has a shelf registration staternent filed with the Securities and Exchange Commission to permit the offering from
time to time of shares of common stock and shares of preferred stock in connection with acquisitions. During 2008, the
Company issued 125,723 shares of common stock totaling $2,000 to acquire a wastewater system. During 2005, 24,684 shares
of common stock totaling $675 were issued by the Company to acquire water and wastewater systems, The balance retnaining
available for use under the acquisition shelf registration as of December 31, 2008 is 2,068,539 shares. The form and tetms of
any secutities issucd under these shelf registrations will be determined at the tme 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
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purchase program, shares ate purchased by investors at market price. The shares issued under the Plan are either original issue
shates or shares purchased by the Company’s transfer agent in the open-market. During 2008, 2007 and 20006, under the
dividend reinvestment portion of the Plan, 585,206, 454,643 and 405,107 original issue shares of commaon stock were sold
providing the Company with proceeds of $10,435, 39,809 and $9,341, respectively.

The Boatd of Directors has authotized the Company to purchase its comman stock, from time to time, in the open market or
through privately negotiated transactions, The Company has not repurchased any shares under this anthorization since 2000. As
of December 31, 2008, 548,278 shares remain available for teputchase.

The Company repotts comprehensive income in accordance with SFAS No. 130, “Repotting Comprehensive Incorme.”
Accoxdingly, the Company’s accumulated othet comprehensive income is reported in the common stockholders’ equity section
of the consolidated balance sheets, the consolidated staternents of commeon stockholders’ equity and the related other
comprehensive income is repotted in the coasolidated statements of income and comprehensive income. The Company reports
its unrealized gains on investments as other comprehensive income and accumulated other comprehensive income. Ptior to the
fourth quarter of 2006, a portion of the Company’s minimum pension lability had been charged to accumulated other
comprehensive income or loss, During the fourth quarter of 2006, the Company recorded a regulatory asset for its minimum
pension liability as it anticipates recovery of its future pension expense through customer rates. Concurrent with this adjustment
in the fourth quacter of 2006, the minimum peasion liability was adjusted through other comprehensive income and tremoved
from accumulated other comprzhensive income.

Note 13 — Net Income per Common Share and Equity per Common Share

Basic net income per share js based on the weighted average number of common shares outstanding, Diluted net income per
share is based on the weighted average number of common shates outstanding and potentially dilutive shares. The ditutive
effect of employee stock options and shares issuable under the forward equity sale agreement (from the date the company
entered into the forward equity sale agreement to the settlement date) is included in the computation of diluted net income per
share, The dilutive effect of stock options and shares issuable under the forward equity sale apreement is calculated using the
treasury stock method and expected proceeds upon exercise of the stock options and settlement of the forward equity sale
agreement. The following table summarizes the shares, in thousands, used in computing basic and diluted net income per shate:

Yeats ended December 31,

2008 2007 2006

Average common shates outstanding during

the period for basic computaton 134,302 132,814 130,725
TLiffect of dilntive securities:

Employee stock options 403 715 978

Forward equity shares - 73 71
Average common shares outstanding during

the period for diluted computation 134,705 133,602 131,774

For the years ended December 31, 2008, 20607 and 2006, employee stock options to purchase 2,179,414, 1,101,581 and 581,850
shares of common stock, respectively, were excluded from the calculations of diluted net income per share as the calculated
proceeds from the options’ exercise were greater than the average market price of the Company’s common stock during these
periods.

Equity per common share was $7.82 and $7.32 at December 31, 2008 and 2007, respectively. These amouats were computed by
dividing common stockholders’ equity by the number of shares of common stock outstanding at the end of each year.
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Note 14 —~ Shareholder Rights Plan
The Company elected not to renew or extend the Shareholder Rights Plan that expired on March 1, 2008,

Note 15 -- Employee Stock and Incentive Plan

Under the 2004 Equity Compensation Plan ({the “2004 Plan”), as approved by the shareholders to replace the 1994 Equity
Compensation Plan (the “1994 Plan”), qualified and non-qualified stock options may be granted to officers, key employees and
consultants at prices equal to the market price of the stock on the day of the grant. Officers and key employees may also be
granted dividend equivalents and restricted stock, Restricted stock may also be granted to non-employee members of the Board
of Ditrectors. The 2004 Plan authotizes 4,900,000 shages for issuance undet the plan, A maximum of 30% of the shates
available for issuance under the 2004 Plan may be issued as restricted stock and the maximum number of shates that may be
subject to grants under the plans to any one individual in any one year is 200,000. Awards under the 2004 Plan are made by a
committee of the Bozard of Directors, At December 31, 2008, 2,466,333 options underlying stock option and restricted stock
awatds were still available for geant under the 2004 Plan, although under the terms of the 2004 Plan, terminated, expited or
forfeited grants under the 1994 Plan and shares withheld to satisty tax withholding requirements under the 1994 Plan may be
re-issued under the plan,

Stock Options =T'he Company accounts for stock-based compensation using the fair value recognition provisions of Statement of
Financial Accounting Standatds (“SFAS”) No. 123R, “Share-Based Payment”. For the year ended December 31, 2008, the impsact
of SFAS No. 123R on the Company’s share-based compensation resulted in the following: operations and maintenance expense
of $2,997, capitalized compensation costs within propetty, plant and equipment of $391, a reduction in income tax expense by
3323, lowered net income by 32,674, lowered diluted net income per share by $0.020, and lowered basic net income per shatre
by $0.020. For the year ended December 31, 2007, the impact of SFAS No, 123R on the Company’s share-based compensation
resulted in the following: operations and maintenance expense of §3,223, capitalized compensation costs within property, plant
and equipment of $551, a reduction in income tax expense by $477, lowered net income by $2,746, lowered diluted net income
per share by 30.021, and lowered basic net income per share by $0.021, For the year ended December 31, 2006, the impact of
SIAS No. 123R on the Company’s share-based compensation tesulted in the following: operations and maintenance expense
of $2,894, capitalized compensation costs within property, plant and equipment of $631, lowered income tax expense by $326,
lowered net income by $2,568, lowercd diluted net income per share by $0.019, and lowered basic net income per share by
$0.02. The Cormpany estimates forfeitures in calculating compensation expense instead of recognizing these forfeitares and the
resulting reduction in compensation expense as they occur, The estimate of forfeitures will be adjusted over the vesting petiod to
the extent that actual forfeimres differ, or are expected to differ, from such estimates. 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 cxceed the associated compensation cost as determined under SFAS 123R.

Options under the plans were issued at the markert price of the stock on the day of the grant. Options ate exercisable in
installments of 33% annually, starting one year from the date of the grant and expire 10 years from the date of the grant, The
fair value of each option is amortized into compensation expense on a straight-line basis over their respective 36 month vesting
period, net of estimated forfeitures. The fair value of options was estimated at the grant date using the Black-Scholes option-
pricing model, The per share weighted average fair value at the date of grant for stock options granted during the years ended
Decermber 31, 2008, 2007 and 2006 was $4.12, $5.52 and $7.82 per option, respectively. The application of this valuation model
relies on the following assumptions that are judgmental and sensitive in the determination of the compensation expense for the
periods reported:

2008 2007 2006

Bxpected tetm (yeats) 52 5.2 5.2
Risk-free interest rate 3.0% 4.7% 4.7%
Expected volatility 23.7% 22.5% 25.8%
Dividend yield 2.24% 1.95% 1.76%
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Historical information was the principal basis for the selection of the expected term and dividend yield. The expected volatility
is based on a weighted average combination of historical and implied volatilities over a time period that approximates the
expected term of the option. The risk-free intetest rate was selected based upon the U.S. Treasury vield curve in effect at the

time of grant for the expected term of the option.

The following table summarizes stock option transactions for the year ended December 31, 2008:

Weighted Weighted
Average Average Aggregate
Exercise  Remaining Intrinsic
Shares Price Life (years) Value
Optons:
Outstanding, beginning of yeas 3,271,788  § 18.36
Granted 622,350 20.18
Forfeited (73,227) 22.86
Expired (81,851) 23.76
Exercised (195,487 11.66
Qutstanding, end of year 3,543,573 % 18.83 6.2 3 11960
lixercisable, end of year 2,456,227 § 17.21 5.1 § 11,720

‘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
petiod or on the day of excrcise, exceeded the market price of stock on the date of grant. The following table summatizes the
aggregate intrinsic value of stock options exercised and the fair value of stock options which became vested:

Years ended December 31,

2008 2007 2006
Intrinsic value of opdons exercised 8 1497 & 0030 § 9,779
Fair value of oprions vested 3,651 3,967 3,794

The following table summatizes information about the options outstanding and options exercisable as of December 31, 2008:

Options Outstanding Options Exercisable

Weighted  Weighted Weighted
Average  Average Average
Remaining Exercise Exercise

Shares  Life (years) Price Shares Price

Range of prices:

£7.04- 999 169,378 09 % 7.50 169,378 g 7.50
$10.00 - 12.99 676,597 3.5 12.22 676,597 12.22
§13.00 - 16.99 518,184 5.1 15.73 518,184 15.73
$17.00 - 19.99 583,788 6.2 18.33 583,788 18.33

$20.00 - 22,99 585,050 0,2 20,18 - -
823,00 - 27.99 524,248 8.2 23.26 177,453 23.26
$28.00 - 29.99 486,328 7.3 2046 330,827 29.46
3543573 62 § 18.83 2,456,227 £ 17.21

As of December 31, 2008, there was $3,173 of total unrecognized compensation cost refated to nonvested share-based
compensation arrangements granted under the plans. The cost is expected to be recognized over a weighted average period of
1.2 years.
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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.
During the vears ended December 31, 2008, 2007 and 2006, the company recorded stock-based compensation related to
restricted stock awards as operations and maintenance expense in the amounts of $873, $1,097 and $710, respectively. The
following rable summarizes nonvested restricted stock transactions for the year ended December 31, 2008:

Number  Weighted

of Average
Shares Fair Value
Nonvested shares at beginning of period 69,445 § 2417
Granted 51,250 1879
Vested (41,444) 21.73
Forfeired {5,000 2338
Nonvested shares at end of petiod 74,251 § 2188

The following table summarizes the value of restricted stock awards at the date the restriction lapsed:
Years ended December 31,

2008 2007 2006
Intrinsic value of restricted stock awards vested g 768 % 835 3§ 6060
Fair value of restricted stock awards vested 901 818 465

As of December 31, 2008, $898 of unrecognized compensation costs related to restricted stock is expected to be recognized over a
weighted average period of 1.0 years. The aggregate intrinsic value of restricted stock as of December 31, 2008 was $1,529. The
aggregate intrinsic value of restricted stock is based on the number of shares of restricted stock and the market value of the
Company’s common stock as of the period end date.

Note 16 — Pension Plans and Other Postretitement Benefits

The Company maintains qualified, defined benefit pension plans that cover a substantizl portion of its full-time employees who
were hired prior to April 1, 2003, Retirement benefits under the plans 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 plans annually at a
level which is deductible for income tax putposes and which provides assets sufficient to meet its pension obligations. To offset
certain limitations imposed by the Internal Revenue Code with respect to payments undet qualified plans, the Compsany has a
non-gualified Excess Benefit Plan for Salaried Employees in order to prevent certain employees from being penalized by these
limitations, The Company alsc has non-qualified Supplemental Executive Redrement Plans for certain current and retired
employees. The net pension costs and obligations of the qualified and non-qualified plans are included in the tables which
follow. Employeces hired after April 1, 2003 may participate in a defined contibution plan that provides a Company matching
conuibution on amounts centributed by participants and an annual profit-sharing contribution based upon a percentage of the
eligible participants’ compensation.

In addidon to providing pension benefits, the Company offers certain Postretirement Benefits other than Pensions (*PBOPs”)
to employees hired before April 1, 2003 and retiting with a minimum level of service. These PBOPs include continuation of
medical and prescription drug benefits for eligible retirees and life insurance benefits for certain eligible retirees. The Company
funds its gross PBOP cost through varicus trust accounts. The benefits of retired officers and certain other retirees are paid by
the Company and not from plan assets due to limitations imposed by the Internal Revenue Code.
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The following benefit payments, which reflect expected future service, as approptiate, are expected to be paid in the years
indicated:

Othes
Pension Postretitement
Benefits Renefirs
Years:

2009 g 9,229 ) 1,238
201G 9,222 1,398
2011 10,137 1,527
202 10,933 1,618
2013 11,191 1,726
2014 - 2018 67,905 11,269

The changes in the benefit obligation and fair value of plan assets, the funded status of the plans and the assumptions used in
the measuretnent of the company’s benefit obligation are as follows:

Orther
Pension Benefits Poswedrement Benefiis
2008 2007 2008 2007
Change in benefit obligation:
Benefit obligation at January 1, % 194498 $ 178,284 3 34382 § 28,210
Service cost 4478 4,905 1076 1,141
Interest cost 12,253 11,534 2,167 2,014
Actuarial loss (gain) 2,680 (14,7200 408 (438)
Plan participants' contributions - - 70 181
Benefits paid (9,196 (7,877) (1,091) (1,205)
Acquisition - 21,983 - 4,428
Special termination benefits - 339 - 51
Benefit obligation at December 31, 204713 194,498 37012 34,382
Change in plan assets:
Fair value of plan assets at January 1, 147,783 126,466 24435 20,614
Actual return on plan assets (38,153) 7,974 (3,072) 1,558
Erployer contributions 11,743 8,372 3,684 2,316
Benefits paid (9,196 (7.877) (993) {1,024)
Acquisition - 12,648 - 971
Fait value of plan assets at December 31, 112,177 147,783 24054 24,435

TFunded status of phn:
Netamount recognized at December 31, § 92536 § 46,715 $ 12958 g 9,947

The Company’s pension plans had an accomulated benefit obligation of $178,851 and $167,120 at December 31, 2008 and
2007, respectively. The following table provides the net liability recognized on the consolidated balance sheets at December 31,;

Other
Pension Benefits Postretirement Benefits
2008 2007 2008 2007
Cutrent liability 3 (132) § (187) ) - ) -
Noncurrent liability 92,404) 46,528) (12,958) (9,947}

MNet liability recogmzed T (92.030) © (40,710] ; s : .
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At December 31, 2008 and 2007, 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
asscts as of December 31,

Projected Benefit
Obligation Exceeds
the Fair Value of
Plan Assets
2008 2007
Projected benefit obligation "% 204,713 & 104,498

Fair value of plan assets 112,177 147,783

Accumulated Benefit
Obligation Exceeds
the Fair Value of

Plan Assets
2008 2007
Accumulated benefit obligation  § 178,851 g 167,120
Fair value of plan assets 112,177 147,783
The foliowing table provides the components of net periodic benefit costs for the years ended December 31,
Other
Pension Benefits Postretirement Benefits
2008 2007 2006 2008 2007 2006
Service cost $ 4478 % 4905 § 4783 § 107¢ % 1,141 ¥ 1,003
Interest cost 12,253 11,534 10,094 2,167 2,014 1,582
Expected return on plan assets (12,099 (11,205) {9,397) (1,728) {1,503) (1,299)
Amottization of transition
obligation (asset) (209) (209 (209 104 104 104

Amortization of priot service cost 260 270 216 {281) (281 (281)
Amortization of actuarial loss 173 739 1,756 177 307 300
Amottization of regulatory asset - - - 137 152 152
Special termination benefits - 389 211 - 51 35
Capitalized costs (2,569 (2,548) 2,03 508 {895) (792)
Net periodic benefit cost § 2287 § 3875 3 54 ; g 1,14 g 1,090 § 804
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Under SFAS No. 158, the Company tecords the underfunded status of its pension and other postretirement benefit plans on its
consolidated balance sheets and records a regulatory asset for these costs that would otherwise be charged to common
stockholders’ equity, as the Company anticipates tecovetability of the costs through customer rates, The Company’s pension
and other postretirement benefit plans were underfunded at December 31, 2008 and 2007. There was a significant increase in
the underfunded status of the plans during 2008, which was primarily due to the decline suffered in the fair value of the plans’
assets resulting from the general market downtutn in 2008. Changes in the plans’ funded status will affect the assets and
liabilicies recorded on the balance sheet in accordance with SFAS No. 158. Due to the Company’s regulatory treatment, the
tecognition of the funded status is offset by a regulatory asset pursuant to SFAS No. 71.

The following table provides the amounts recognized in regulatory assets that have not been recognized as components of net
petiodic benefit cost as of December 31,

Other
Pension Benefits Postretrement Benefirs
2008 20077 2008 2007
Net actuarial loss $ 71,036 § 18,278 £ 92963 § 4,931
Prior setvice cost (credit) 1,348 1,608 (1,776) (2,057
Transition obligation (asset) 182 (391) 415 519
Total recognized in regulatory assets K “F 19,495 T 8602 § 3,393

The estimated net actuarial loss, prior service cost and transition asset for the Company’s pension plans that will be amortized
in 2009 from the tegulatory assets into net petiodic benefit cost are $4,721, $212 and $181, respectively. The estimated net
actuarial loss, prior service credit and transition obligation for the Company’s other postretirement benefit plans that will be
amottized in 2009 from regulatory assets into net periodic benefit cost are $519, $281 and $104, respectively.

Accounting for pensions and other postretirement 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 expetience
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 postretirement benefit expense that the Company recognizes,
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The significant assumptions related to the Company’s pension and other postretivement benefit plans ate as follows:

Othet
Postretirement Benefits

Weighted Average Assumptions Used
to Determine Benefit Obligations
as of December 31,
Discount rate
Rate of compensation increasc

Assumed Health Care Cost Trend
Rates Used to Detetmine 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

Weighted Average Assumptions Used
to Determine Net Periodic Benefit
Costs for Years Ended December 31,

Discount rate
Expected return on plan assets
Ratec of compensation increage

Assumed Health Care Cost Trend
Rates Used to Determine Net Periodic

Benefit Costs for Years Ended December 31,

Health care cost trend rate

Rate to which the costtrend is assumed
to decline (the ultimate trend rate)

Year that the rate reaches the ultimare
trend rate

wf a — Assumption is not applicable fo pension benefits.

Pension Benefits

2008 2007 2008 2007
6.11% 6.25% 6.11% 6.25%
4.0-4.5% 4.0-5.0% 4.0% 4.0%
n/a n/a 7.5% 8.0%
n/a n/a 5.0% 5.0%
n/a n/a 2014 2014
6.25% 5.90% 6.25% 5,90%
8.0% 8.0% 5.33-8.0% 5.33-8.0%
4,0-5.0% 4,0-5.0% 4,0% 4.0%
n/a n/a 8.0% 9.0%
n/a n/a 5.0 5.0%
n/a n/a 2014 2011
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Assumed health-care trend rates have a significant effect on the expense aad liabilities for othet postretirement 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:

1-Percentage- 1-Percentage-
Point Point
Increase Decrease

Effect on the health-care component of the

accrued other postretirement benefit

obligation b 2,295 ) (2,233)
Effect on agpregate service and interest cost

components of net periodic postretirement
health-care benefit cost 3 226 3 (222)

The Company’s discount rate assumption was determined using a yield cutve that was produced from a universe containing
approximately 250 U.S. issued Aa-graded cotporate bonds, all of which were noncallable (or callable with make-whole
provisions), and excluding the 10% of the bonds with the highest yields and the 10% with the lowest yields. The discount tate
was then developed as the single rate that would produce the same present value as if the Company used spot tates, for vasious
time periods, to discount the projected pension benefit payments. ‘The Company’s pension expense and liability (benefit
obligations) increases as the discount rate is reduced. A 25 basis-point reduction in this assumption would have increased 2008
pension expense by 3669 and the pension liabilities by $6,800.

The Company’s expected return on assets is determined by evaluating the asset class return expectations with its advisors as
well as actual, long-term, histotical results of our asset returns. The Company’s market related value of plan assets is equal to
the fair value of the plan assets as of the last day of its fiscal year, and is a determinant for the expected retutn on assets which
is a component of net pension expense. The Company’s pension expense increases as the expected return on assets decreases.
A 25 basis-point reduction in this assumption would have increased 2008 pension expense by $378. For 2008, the Company
used an 8.0% expected return on assets assumption which will remain unchanged for 2009. 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 rerurn while maintaining risk at acceptable levels through the diversification of investments across and within
vatious assct categories. Investment returns are compared to benchmartks that include the S&P 500 Index, the Barclays Capital
Intermediate Government/Credit Index, and a combination of the two indices. The Pension Committee meets semi-annually to
review plan invesements and management monitors investment performance quarterly through a performance repott prepared
by an external consulting firm.

The Company’s pension plan asset allocation and the target allocation by asset category are as follows:

2009 Percentage of Plan
Target Assets at December 31,
Allocation 2008 2007
Asser Category:

Equity secutities 50 to 75% 58% 64%
Debt securities 25 to 50% 28% 27%
Cash 0% 11% 6%
Other 0% _3%3_ 3%
Total 100% 100% 100%

Fquity securities include Aqua Ametica, Inc. common stock in the amounts of $8,995 or B.0% of total plans assets and $9,001
or 6.1% of total plan assets as of December 31, 2008 and 2007, tespectively.
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The asset allocation for the Company’s other postretirement benefit plans and the target allocation by asset category are as
follows:

2009 Percentage of Plan
Target Assets at December 31,
Allocation 2008 2007
Asset Category:
Cash and Other 65% T2% 60%
Equity securities 35% 28% 34%
Total T00% o0%  —  100%

Funding requirements for qualitied detined 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 2009 our pension
contribution is expected to be approximately $12,707. In establishing the contribution amount, the Company has considered
the impact of funding tule changes under the Pension Protection Act of 2006. The Company’s funding of its PBOP cost during
2009 is expected o approximate $1,621.

The Company has 401(k) savings plans that cover substantially all employees. The Company makes matching contributions that
ar¢ invested in Aqua America, Inc. common stock based on a percentage of an employee’s contribution, subject to cettain
limitations. The Company’s matching contribution, recorded as compensation expense, was $1,449 1,316 and $1,289 for the
yeats ended December 31, 2008, 2007 and 2006, respectively.

MNote 17 — Water and Wastewater Rates

On July 31, 2008, the Pennsylvania Pubiic Utility Commission ("PAPUC”) granted the Company’s operating subsidiary in
Pennsylvania a water rate increase designed to increase toral operating revenues by $34,428, on an annualized basis. The rates
in effect ar the dme of the filing included $14,269 in Distribution System Improvement Charges (“DSIC”) or 5% above prior
base rates. Consequently, the rotal base rates increased by $48,697 and the DSIC was reset to zero.

On June 22, 2006, the PAPUC granted Aqua Pennsylvania, Inc. a $24,900 base water rate increase, on an annualized basis. The
rates in effect at the time of the filing of this rate case included $12,397 in DSIC or 5.0% above the prior base rates.
Consequently, the toral base rates increased by $37,207 and the 1XSIC was reset to zero.

In May 2008, the Company’s operating subsidiary in Florida filed an application with the Florida Public Service Commission
(“I'PSC™) designed 1o increase water and wastewater rates by $8,374 on an annual basis. The Company anticipates a final order
to be issued by March 2009, In December 2006, the Company’s operating subsidiaty in Florida had previously filed a rate
application with the FPSC designed to increase water and wastewater rates by $7,298 on an annual basis. In April 2007, the
Company had commenced billing for a portion of the requested rates, in accordance with authotization from the FPSC,
However, duting the third quarter of 2007, the Company reached a settlement agreement that among other sdpulations,
resulted in the Company voluntarily withdrawing its application, and agreeing to refund the interim revenue billed that was
associated with this rate application. As a result of this agreement, the Company wrote-off rate case expenses of $2,385 in 2007,

On September 23, 2008, the Texas Commission on Environmental Quality (“TCEQ”) issued its final ruling with a unanimous
decision approving the rate application that was filed in 2004 by the Company’s operating subsidiaty in Texas to increase rates,
on an annualized basis, by $11,920 over a multi-year period beginning in 2004, The application sought to increase annual
revenues in phases and was accompanied by a plan to defer and amortize a portion of the Company’s depreciation, operating
and other tax expense over a similar multi-year period, such that the impact on operating incorne approximated the requested
amount duting the first vears that the new rates were in effect. The Company commenced billing for the requested rates and
implemented the deferral plan in 2004, As a result of the final order, the regulatory asset for the defesred operating costs and
rate casc expenscs was ser at $13,697, an amount that was $1,590 lower than the book balance, resulting in an expense
adjustment in the third quarter of 2008, Beginning january 1, 2009, the regulatory asset for the deferred operating costs and rate
case expense will be recovered through two twenty-four month surcharge mechanisms. The final order had been appealed to
the TCEQ by two parties, and the TCEQ has exercised its legal authority to take no action within the requited period,
therefore, affirming the TCEQYs approval decision. As a result, the patties have filed suit against the TCEQ in an effort to
appeal the order. The additional revenue billed and collected in connection with the case are subject to refund based on the
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outcome of the appeal. The revenue recognized and the expenses deferred by the Company reflect an estimate of the final
outcotne of the case. As of December 31, 2008, we have deferred $10,946 of operating casts and $2,751 of rate case expenses
and recognized $36,411 of revenue that is subject to refund based on the outcome of any appeals. Based on the Company’s
review of the present circumstances, no resetve is consideted necessary for the revenue recognized to date.

The Company’s other operating subsidiaties were allowed annual rate increases of §18,310 in 2008, $5,596 in 2007 and $7,366
in 20006, represented by twenty-two, twenty-three, and thirty-two rate decisions, respectively. Revenues from these increases
realized in the year of grant were approximately 7,531, $4,636 and $3,580 in 2008, 2007 and 2006, respectively.

Six states in which the Company opetates permit water utilities, and in two states wastewater utilities, to add 4 surcharge to their
watet or wastewater bills to offset the additional depreciation and capital costs related to infrastructure system replacement and
tehabilitation projects completed and placed into service between base rate filings. Currently, Pennsylvania, Ilinois, Ohio, New
York, Indiana and Missouri allow for the use of infrastructure rehabilitation surcharges. These mechanisms typically adjust
periodically based on additional qualified capital expenditures completed or anticipated in a future petiod. The infrastructure
rehabilitation surcharge is capped as a percentage of base rates, generally at 5% to 9% 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 & regulatory
benchmark. Infrastructure rehabilitation surcharges provided revenues in 2008, 2007 and 2006 of $11,771, $11,507 and $7,873,
respectively.

Note 18 — Segment Information

The Company has fourteen operating segments and one reportable segment. The Regulated segment, the Company’s single
reportable segment, is comprised of thirteen 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 repottable segment since cach of these operating segments has the following similarities: economic
characteristics, nature of setvices, production processes, customers, water distribution or wastewater collection methods, and
the nature of the regulatory environment.

One segment is included within the other category below. This segment is not quantitatively significant and is comprised of the
Company’s businesses that provide on-site septic tank pumping, sludge hauling services and other water and wastewater
services. In addition to this segment, other is comprised of other business activities not included in the reportable segment,
including corporzate costs that have not been allocated to the Regulated segment and intersegment eliminations, Corporate costs
include certain general and administrative expenses, and interest expense.
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The following table presents information about the Company’s reportable segment:

Operating revenues

Operations and maintenance expense
Depreciation

(hperating income

Interest expense, net of AFUDC
Income tax

Net income

Capital expenditures

Total assets

Goodwill

Operating revenucs

Operations and maintenance expense
Depreciation

Operarting income

Interest expense, net of AFUDC
Income ax

Net income

Capital expenditures

Total assets

Goodwill

AQUA AMERICA, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Stacements {continued)

(In chousands of dollats, except per share amounts)

As of or For the Year Ended
December 31, 2008

As of or For the Year Ended
December 31, 2007

Other and Other and

Regulated  Eliminations Consolidated Repulated  Eliminations Consolidated
% 615,162 % 11810 $ 626972 % 589,743 % 1275 & 602499
251,799 10,323 262,122 243,755 9337 253,092
0,424 (1641) 88,765 84,998 (1,820) 83,178
223,041 1860 225801 211,899 4117 216016
62,880 2018 64,898 59,689 4279 63,968
(4,663 79 64,584 60,224 304 60,528
97,645 273 97,918 93,769 1,245 95,014
267,335 83 267418 236,230 1910 238140
3,412,519 72,503 3,485,022 3,223,681 3,231 3,226012
36,887 4120 41,007 .50 4121 36,631

As of or For the Year Ended

December 31, 2006
Other and

Regulated  Eliminations  Consolidated
% 526,293 § 7198 & 533491
216,919 2,641 219560
73,380 {2,485) 70,895
199,224 6,323 205,547
43,348 11,143 54491
62,134 (1888) 60,246
04,941 (2,937) 92,004
21,777 1) 271,706
2,819,385 58,518 2,877.803
18,537 4,043 22,580
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Selected Quarterly Financial Diata (Unaudited) Aqua America, Inc. and Subsidiaties
(In thousands of dollars, except per share amounts)

First Second Third Fourth

QQuarter Quarter QJuarter Quarter Year

2008
Operating revennes % 139283 ¢ 150,751 3 177098 § 159,840 % 626,972
Operations and maintenance expense 64,304 65,146 66,743 65,929 262,122
Operating income 40,216 53,129 74574 57,882 225,801
Net income 14,321 22,552 35,380 25,665 97,918
Basic netincome per common share 0.1 0.17 0.26 0.19 073
Diluted netincome per common share 0.1 0.17 0.26 0.19 073
Dividend paid per common share 0.125 0.125 0.125 0.135 0.510
Dividend declared per cornmon share 0.125 0.125 0.260 - 0.510
Price range of common stock

- high 22.00 19.78 19.14 22.00 2200

- low 17.96 15.76 14.46 12.20 1220
2007
Opetating revenues § 137,301 § 150,624 § 165491 § 149,083 § GUZ,499
Operations and maintenance expense 60,295 63,334 67069 62,394 253,092
Opetating income 43,745 54,770 65347 52,154 216,016
Net income 16,858 23,727 29,518 24,911 95,014
Basic net income per common share 0.13 0.18 0.22 0.19 072
Diluted net income per common share 0.13 0.18 022 0.19 0.71
Dividend paid per common share 0.115 0.115 0125 0.125 0.480
Dividend declared per common share 0.115 0.115 0.125 0.125 0.480
Price range of common stock

- high 24.03 23.50 26.62 24,39 2062

- low 20.50 21.40 21.40 18.86 18.86

High and low prices of the Company’s common stock are as reported on the New York Stock Exchange Composite Tape, The
cash dividend paid in December 2008 of $0.135 was declared in August 2008.
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Summary of Selected Financial Data (Unaudited) Aqua America, Inc. and Subsidiaries
(in thousands of dollars, except per share amounts)

Yeats ended December 31, 2008 2007 2006 2005 2004 {2a)

PER COMMON SHATRE:
Net income

Basic $0.73 $0.72 $0.70 £0.72 %064
Diluted 0.73 0.711 0.70 0.71 0.64
Cash dividends declared and paid 0.51 0.48 0.44 0.40 0.37
Retrn on average stockholders' equity 9.6% 10.0% 10.6% 11.7% 21.4%
Book value at year end %7.82 $7.32 £6.96 %6.30 %588
Matket value at year end 2059 21.20 22.78 27.30 18.44
INCOME STATEMENT HIGHLIGH'TS:
Operating revenues $620,972  $60249%  $53349 $496,779 $442039
Depieciation and amostization 04 300 88,011 75,041 65,488 58,864
Interest expense, net (b) 64,898 63,968 54,491 49615 46,375
Income before income taxes 162,502 155,542 152,250 148,069 132,131
Provision for income taxes 64,584 60,528 60,246 56,913 52,124
Net income 97,918 95,014 92,004 91,156 80,007
BALANCE SHEET HIGHLIGHTS:
Total assets ©3,485,022 83,226,912 $2877903 $2635046 $2,355374
Propetty, plant and equipment, net 2997383 2792,794 2505995 2,279,950 2,069,812
Common stockholders' equity 1,058,446 976,298 921,630 811,923 747,231
Long-term debt, including current pottion 1,255,401 1,238,980 982,815 903,083 834,656
Toizl debt 1335990 1295898 1,101,965 1,041,588 909,466
ADDITIONAT, TNFORMATION:
Net cash flows [rom operating activities $221,506  $194168  %170726 $199674 $173,603
Capital adcidons 267,418 238,140 271,706 237,462 195,736
Net cash expended far acquisitions
of uility systems and othet 14,659 51,226 11,848 11,633 54,300
Dividends on common stock 68,504 63,763 58,023 51,139 45,807
Number of utility customers served {c) (d) 945,540 949,378 926,823 864,894 835,512
Number of shateholders of common stock 28,565 28,286 28,348 27,054 24,082
Common shares outstanding (C00) 135,370 133,400 132,326 128 970 127,180
Employees (fulltime) 1,638 1,585 1,540 1,489 1,442

(a} 2004 includes a partial year of financial results for the mid-year acquisition of Heater Uidlities, Inc,
and certain utility assets of Florida Water Services Corporation,

{h) Net of allowance for funds used during construction and interest income.

(c) 2006 includes 44,792 customers associated with the New York Water Service Corporation which
closed on January 1, 2007, The operating results of this acquisition have been reported in cur
consolidated financial statements beginning January 1, 2007,

(d) 2008 was impacted by the loss of 22,519 utility customers associated with two utility systems disposed of.
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AQUA AMERICA, INC. AND SUBSIDIARIES
INVESTOR RELATIONS INFORMATION

Financial Reports and Investor Relations
Copies of the company’s public financial reports, including annual reports and Forms 10-K and 10~Q, are available on line
and can be downloaded from the investor relations section of our Web site at www.aquaamerica.com. You may also obtain
these reports by writing to us at:

ATTN: Investor Relations

Aqua America, Inc,

762 W. Lancaster Avenue

Bryn Maws, PA 19010-3489

WWW. aquaamerica.com

Corporate Governance

We are committed to maintaining high standards of corporate governance and are in compliance with the corporate
governance rules of the Securities and Exchange Commission (SEC) and the New York Stock Exchange. Copies of our key
corporate governance documents, including our Corporate Governance Guidelines, Code of Ethical Business Conduct, and the
charters of each committee of our Board of Directors can be obtained from the corporate governance portion of the investor
relations section of our Web site www.agquaamerica.com or requests may be directed to the address above. Amendments to the
Code, and any grant of waiver from a provision of the Code requiring disclosure under applicable SEC rules will be disclosed
on our Web site. As required under Section 302 of the Sarbanes—Oxley Act of 2002 and Rule 13a-14(a) under the Securities
and Exchange Act of 1934, Agua America’s chief executive officer and chief financial officer have performed the required
certification for 2008 without exception and their certifications were filed as Exhibits 31.1 and 31.2 to our Form 10-K for
2008. You may access this report and our other SEC filings from our Web site. In addition, in 2008 the company’s chief
executive officer provided to the New York Stock Exchange the Annual CEO certification regarding the company’s compliance
with the New York Stock Exchange’s corporate governance listing standards.

Annual Meeting

10:00 a.m. Eastern Daylight Time

Friday, May 8, 2009

Drexelbrook Banquet Facility and Corporate Center
4700 Drexelbrook Drive

Drexel Hill, PA 19026

Transfer Agent and Registrar
Computershare Trust Company, N.A.
P.Q, Box 43078

Providence, RI 02940-3078
800.205.8314 or 781.575.3100

www.computershare.com

Independent Registered Public Accounting Firm
. PricewaterhouseCoopers LLP

Two Commerce Square

Suite 1700

2001 Market St.

Philadelphia, PA 19103-7042

Stock Exchanges
The Common Stock of the company is listed on the New York Stock Exchange and under the ticker symbol WTR.

Dividend Reinvestment and Direct Stock Purchase Plan

The company’s Dividend Reinvestment and Direct Stock Purchase Plan (“Plan”) enables shareholders to reinvest all, or a
designated portion of, dividends paid on up to 100,000 shares of Common Stock in additional shares of Common Stock at a
five percent discount from a price based on the market value of the stock. In addition, shareholders may purchase additional
shares of Aqua America Common Stock at any time with a minimum investment of $50, up to a maximum of $250,000
annually, Individuals may become shareholders by making an initial investment of at least $500. A Plan prospectus may be
obtained by calling Computershare Trust Company at 800.205.8314 or by visiting www.computershare.com. Please read the
prospectus carefully before you invest.
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IRA, Roth IRA, Education IRA

An IRA, Roth IRA or Coverdell Education Savings Account may be opened through the Plan to hold shares of Common Stock of the
company and to make contributions to the IRA to purchase shares of Common Stock. Participants in the Plan may roll over an
existing IRA or other qualified plan distribution in cash into an IRA under the Plan to purchase the company’s Common Stock.
Participants may also transfer the company’s Common Stock from an existing IRA into an IRA under the Plan. A prospectus, [RA
forms and a disclosure statement may be obtained by calling Computershare Trust Company at 800.472.7428. Please read the
prospectus carefully before you invest.

Direct Deposit .

With direct deposit, Aqua America cash dividends are deposited automatically on the dividend payment date of each quarter.
Sharcholders will receive confirmation of their deposit in the mail. Shareholders interested in direct deposit should call the
Company’s transfer agent at 800.205.8314.

Delivery of voting materials to shareholders sharing an address

To reduce the expense of delivering duplicate vating materials to our shareholders who have more than one Aqua America stock
account, we are delivering only one annual report and proxy statement to registered shareholders who share an address unless
otherwise requested. A separate proxy card is included in the voting materials for each of these shareholders.

How to obtain a separate set of voting materials

If you are a registered shareholder who shares an address with another registered shareholder and have received only one set of
voting materials for the 2008 annual meeting, you may write or call us to request a separate copy of this material at no cost to you at
610,645.1196 or At Investor Relations, Aqua America, Inc., 762 W, Lancaster Avenue, Bryn Mawr, PA, 19010, For future annual
meetings, you may request separate voting material by calling the Company’s transfer agent at 800.205.8314.

Account Access
Agua America sharcholders may access their account by visiting www.computershare.com. Shareholders may view their account,
purchase additional shares, and make changes to their account. To learn more, visit www.computershare.com or call 800,205,8314,

Dividends
Aqua America has paid dividends for 63 consecutive years. The normal Common Stock dividend dates for 2009 and the first six
months of 2010 are:

Declaration Date Ex-Dividend Date Record Date Payment Date
February 1, 2009 February 13, 2009 February 17, 2009 March 1, 2009
May 1, 2009 May 15, 2009 May 18, 2009 June 1, 2009
August 3, 2009 August 14, 2009 August 17, 2009 September 1, 2009
November 2, 2009 November 13, 2009 November 16, 2009 December 1, 2009
February 1, 2010 February 12, 2010 February 16, 2010 March 1, 2010
May 3, 2010 May 14, 2010 May 17, 2010 June 1, 2010

To be an owner of record, and therefore eligible to receive the quarterly dividend, shares must have been purchased before the
ex-dividend date. Owners of any share(s) on or after the ex-dividend date will not receive the dividend for that quarter, The previous
owner—the owner of record—will receive the dividend.

Ounly the Board of Directors may declare dividends and set record dates. Therefore, the payment of dividends and these dates may
change at the discretion of the Board. Announcement of the dividend declaration is wsually published in The Wall Street Journal and
several other newspapers.

Dividends paid on the company’s Common Stock are subject to Federal and State income tax.
P pany )

Lost Dividend Checks and Stock Certificates ,
Dividend checks lost by shareholders, or those that might be lost in the mail, will be replaced upon notification of the lost or missing
check. All inquiries concerning lost or missing dividend checks should be made to the Company’s transfer agent at 800,205.8314.
Shareholders should call or write the Company’s transfer agent to report a lost certificate. Appropriate documentation will be pre-
pared and sent to the shareholder with instructions.

Safekeeping of Stock Certificates

Under the Direct Stock Purchase Plan, shareholders may have their stock certificates deposited with the transfer agent for
safekeeping free of charge. Stock certificates and written instructions should be forwarded to: Computershare Trust Company, N.A.,
P.O. Box 43078, Providence, R1 02940-3078.
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In MEMORIAM

Morrison Coulter

1936 - 2008

Retired Aqua Pennsylvania, Inc. President Morrison Coulter
passed away in October 2008. Coulter began his 42-year career at
Agua Pennsylvania, then Philadelphia Suburban Water Company, in 1961
and served as president from 1999 until his retirement in 2003.
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2007 Financial H igh ||ght5 (in thousands, except per share amounts)

2007 2006 % Change
Operating revenues $602,499 $533,491 12.9%
Net income 95,014 92,004 3.3%
Basic net income per common share 0.72 0.70 2.9%
Diluted net income per common share 0.71 0.70 1.4%
Annnal dividend rate per common shara .50 0.46 B.7%
Commaon stockholders’ equity per share 7.32 6.95 5.2%
Common stockhalders” equity 976,298 §21,630 5.9%
Total assets 3,226,912 2,877,903 12.1%
Met cash flows from operating activities 194,168 170,726 13.7%
Capital additions (a) 238,140 271,706 {12.4%)
Number of utility customers served (b) 950,732 925,519 2.7%

(2) Excludes net payments for acquisitions of utility systems and other: $51,126 in 2007 and $11,848 in 2006.

{b) 2006 includes 44,792 customers associated with the New York Water Service Corporation acquisition that was completed
on January 1, 2007 and excludes 1,304 customers associated with a water utility system sold in December 200/.

National Footprint

Aqua America, Inc. is a
U.5.-based publicly traded
water and wastewater
utility holding company
serving approximately

three million residents in
Pennsylvania, Ohio, North
Carolina, lllinois, Texas, New
Jersey, New York, Indiana,
Florida, Virginia, Maine,
Missouri and South Carolina.

Aqua America is listed on the
New York Stock Exchange and
Philadelphia Stack Exchange
under the ticker symbol WTR,



TO OUR SHAREHOLDERS

March 10, 2008

| am pleased to announce that Aqua America continued its leacership role in 2007 as demonstrated by the

following performance: customers grew 3 percent to 950,000, revenues grew 13 percent to $602 million, net

income grew 3 percent to $95 million, and we raised the annualized cash dividend rate by 9 percent. Additicnally, in
2007 Aqua invested $238 million on capital improvements to rehabilitate and expand our utility systems, acquired 26
water and wastewater systems establishing a major presence in New York, filed more than $70 million in rate increase
request applications and received national media coverage (features in Kiplinger's, USA Today, U.S. News & World
Report and CFO Magazine) recognizing Agua as a leader in the water industry.

Revenues in 2007 rose 13 percent to $602.5 million from $533.5 milliors in 2006. Net income in 2007 grew

3 percent to $95 million versus $92 million in 2006. Basic and diluted earnings per share were $0.72 and $0.71,
respectively, compared to $0.70 and $0.70 in 2006 on 1.5 percent more shares outstanding. Revenues were up
significantly due to acquisitions and increased customer rates. Earnings per share in 2006 benefited from
approximately $0.01 from a pending rate case adjustment and anather $0.01 from an insurance adjustment, while
eamings per share in 2007 included a $0.01 gain from the sale of a securities investment. Resuits in 2007 versus
2006 shawed a steady improvement when considering the housing slowdown, the one-time benefits in 2006, a $0.02
earnings per share write-off from our withdrawal of the Florida rate case, higher interest expense from rising intarest
ratas, higher depreciation due to the major capital invested and increased chemical and power costs.

Last August, Aqua America's Board of Directors authorized an increase of 9 percent from $0.115 per share to $0.125
per share to the quarterly dividend. On an annualized hasis the dividend has been increased to $0.50 per share. The
increase marked the ninth consecutive year in which the dividend was increased greater than 5 percent and was our
17th dividend increase in the last 16 years. | am proud of our dividend track record and optimistic about our ability to
continue this trend.

Despite the 2007 slowdown in the housing market, which reduced cur overall organic growth, we were able to
maintain a reasonable growth rate with our acquisition program resulting in combined annual customer growth of

3 percent for the year, We were also very encouraged by our two municipal acquisitions in lilinois (Village of Manteno
and Village of Sun Terrace). As in the late 1990s, the acquisition of municipal systems may continue to show more
potential due to changing macroeconamic conditions.

Integrating companies we have acquired into the Aqua systems was also a main theme in 2007. In the past four years,
we expetienced rapid growth with the acquisitions of AguaSource, Heater, Florida Water and New York Water. Many

of our southern properties have required more management attention and resources than our original business plans
anticipated. Fortunately, we are now at a point where we have assessed our numerous systems, spent significant
capital to address compliance needs and implemented procedures to improve operating efficiency. We are now well
positioned ta process the necessary rate increase applications required to earn a fair return on our investments.

In 2007, we added a component to our business strategy that we call “pruning.” With this strategy we reguiarly
review assats and portions of systems we have acquired over the years that do not fit with our business plan goals
and growth strateqy. Whan feasible, we sell these systems to neighboring municipalities or utilities so that the
proceeds can be invested in more profitable ventures with mare significant growth prospects. This is one of the
advantages asscciated with being a diversified water and wastewater utility with cperations in 13 states.

As we maintzin a leadership role in the industry and reflect on the significant growth the company has experienced
since 1992, | am reminded of the need 1o remain diligent and focused on the basic strategies and practices that

are the foundation for future success. As such, we intend to continue to invest in our nation's water anc wastewater
utility infrastructure, operate as efficiently as possible, grow thraugh acquisitions, and search for synergies through
systems integration. These strategies and pracices help us achieve our ultimate goals of providing quality water and
reliable service at a reasonable price to our customers as we grow the bottom line and the dividend for the benefit of
our shareholders.

Thank you for your continued suppart.

Al Lttt

Nicholas DeBenedictis



2007 Dividend Highlights

e Increased cash dividend by 9 percent to $0.50 on an annualized basis as of September 1, 2007
o Achieved 17 cash dividend increases in the last 16 years

¢ Paid dividends for more than 60 consecutive years
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Sarvice Corporation acquisition completed on January 1, 2007




Comparison of Five-Year Cumulative Total Shareholder Return”
Among Aqua America, Inc., the S&P 500 Index and the S&P MidCap 400 Utilities Index

The graph below compares the cumulative 5-year total return of holders of Aqua America, Inc.'s Ccmmon Stock

with the cumulative total returns of the S&P 500 index and the S&P MidCap 400 Utilities index. The graph tracks the
performance of a $100 investment in our Common Stock and in each of the indices (with the reinvestmant of all
dividends) fram 12/31/2002 to 12/31/2007.

The S&P MidCap 400 Utilities Index consists of the following companies: AGL Resources, Aliiant Energy, Aqua America, Inc.,
Aquila, Inc., Black Hills, DPL Incorperated, Energy East, Equitable Resources, Great Plains Energy Inc., Hawaiian Electric
Industries, IDACORP, Inc. Hldg. Co., MDU Resources, National Fuel Gas, Northeast Utilities, NSTAR, OGE Energy Corp.,
ONEQK, Inc., Pepco Holdings, Inc., PNM Resources, Inc., Puget Energy, Inc. (Hldg. Co.), SCANA Corp., Sierra Pacific (New),
Vectren Corporation, Westar Energy, Inc., WGL Holdings, Inc. and Wiscansin Energy.
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* $100 invested on 12/31/02 in stock or index—including reinvestment of dividends. Fiscal year ending December 31.
Copyright ** 2007, Standard & Poor’s, & division of The McGraw-Hill Companiss, Inc. All rights reserved www.researchdatagroup.com/S&P htm

Years as of December 31,
2002 2003 2004 2005 2006 2007

Aqua America, Inc. $100.00  $137.52  $156.63 §$236.13 $200.7¢ $190.76
S&P 500 Index 100.00 128.68 142.69 149,70 173.34 182.87
S&P MidCap 400 Utilities Index 100.00 127.07 149.42 161.08 19776  212.17

The stock price performance included in this graph [s not necessarily indicative of future stock price performance.
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AQUA AMERICA, INC. AND SUBSIDIARIES

Management’s Discussion and Analysis of Financial Condition and Results of Operations
(In thousands of doflars, exvept per share amonnts)

FORWARD-LOOKING STATEMENTS

This repoct by Aqua America, Inc. (“Aqua America,” “we” or “us”) contains, in addition to historical information, forward-
looking statements within the meaning of the Private Securities Litigation Reform Act of 1995, These forward-looking
statements involve risks, uncertainties and other factors, that may be outside our control and that may cause our actual results,
petformance or achicvements ro be marerially 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
implied by thesc f l-looking stat ts. I 3 identify forward-looking stat ts where stat t
preceded by, followed by or include the words “believes,” “expects,” “anticipates,” “plans,” “future,” “potental” or the
egative of such terms or similar expressions. Forward-looking statements in this repott, include, but are not limited to
negative of such ¢ | 2 d-looking stat ts in thi tt, include, but t limited to,
statements regarding;
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o rccovery of capital expenditures and expenses in rates;
projected capital expenditures;
availability of capital financing;

dividend payment projections;

future financing plans;

future pension conttibutions;

opportunitics for future acquisidons, the success of pending acquisitions and the impact of future acquisidons;

s & 9

o acquisition-related costs and synesgies;

» the capacity of our water supplics, water facilities and wastewater facilities;

e the availability and cost of key production necessities, including power, chemicals and purchased water or wastewater
services;

¢ the availahility of qualified personnel;

o the return performance of cur defined benefit pension plan assets;

& general cconomic conditions;

o the impact of geographic diversity on our exposure to unusual weather; and

s the impact of accounting pronouncements.

Because forward-looking statements involve risks and uncertainties, there are impaortant factors that could cause actual results
to differ materially from those expressed or implied by these forward-locking statements, including but not limited to:

e changes in general economic, business and financial market conditions;

e changes in government regulations and policies, including environmental and public utility regulations and policies;
¢ 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 regulatoty lag;

¢ changes in environmental conditions, including those that result in water use restrictions;

¢ abhnormal weather conditions;

¢ changes in, or unaniicipated, capital requirements;

¢ changges in our credit rating or the market price of our common stock;

s our ability to intcgyate busincsses, technologies ot services which we may acquite;

e our ability to manage the expansion of our business;

e the extent to which we are able o develop and market new and improved services;

e the cffect of the loss of major customers,

¢ our ability to retain the services of key personnel and to hire qualified personnel as we expand,

e increasing difficulties in obtaining insurance and increased cost of insurance;

& cost overruns relating to improverments or the expansion of our operations;

¢ changes in accounting pronouncements; and

& civil disturbance or terroristic threats or acts.



AQUA AMERICA, INC. AND SUBSIDIARIES

Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
(Xu thousandr of dollars, except per share arionits)

Given these uncertainties, you should not place undue seliance on these forward-looking statements. You should read this
report with the understanding that our actval future results may be materialty different from what we expect. These forward-
iooking statements represent our estimates and assumpdons only as of the date of this report. Except for our ongoing
cbligarions to disclose material information under the federal securities laws, we are not obligated to update these forward-
looking statements, even though our sitvation may change in the future. We qualify all of our forward-looking statements by
these cautionary statements. As you read this report, you should pay particular attention to the “Risk Factors™ included in our
Annual Report on Form 10-K.

OVERVIEW

The Campany

Aqua America, Inc. is the holding company for repulated utilities providing water or wastewater services to what we estimate
to be approximately 3,0 million people in Pennsylvania, Ohio, North Carolina, Illinois, Texas, New Jersey, New York, Florida,
Indiana, Virginia, Maine, Missouri and South Carolina. Our largest operating subsidiary, Aqua Pennsylvania, Inc., accounted
for approximately 52% of our operating revenues for 2007 and, as of December 31, 2007, provided water or wastewater
services to approximately one-half of the total number of people we serve, is located in the suburban areas north and west of
the City of Philadelphia and in 23 other counties in Pennsylvania. Our other subsidiaries provide similar services in 12 other
states. In additon, we provide water and wastewater service through opevating and maintenance contracts with municipal
authorities and other parties, and septage hauling services, close to our utility companies’ service territories.

Industiy Mission

The mission of the investor-owned water utility industry is to provide quality and reliable water service at an affordable price
for the customer, with a fair return for sharehaolders. A number of challenges face the industry, including:

¢ strict cnvironmental, health and safery standards;
o the need for substantial capiral invesrment;
» cconomic regulation by state, and/or, in some cases, local government; and

& (he impact of weather and drought conditions on water sales demand.
Economi¢ Regulation

Most of our water and wastewater utility operations are subject to regulation by their respective state regulatory commissions,
which have broad administrative power and authority to regulate rates and charges, determine franchise areas and conditions
af service, approve acquisitions and autharize the issuance of securities. The regulatory commissions also establish uniform
systems of accounts and approve the terms of contracts with affiliates and customers, business combinations with other utility
systems, [oans and other financings, and the franchise areas that we serve. The policies of the regulatory commissions often
differ from state 1o state, and may change over time. A small number of out operations are subject to rate regulation by county
or city government. The profitability of our utility operations is influenced to a grear extent by the timeliness and adequacy of
rate allowances in the various states in which we operate.

Rate Case Management Capability —We strive o achieve the industry mission by effective planning and efficient 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 or replacing water mains, treatment plants and other infrastracture. This capability is important in
our continued profitability and in providing a fair retuen to our shareholders, and thus providing access to capital markets to
help fund these investments. Accordingly, the objective of our rate case management strategy is 1o provide that the rates of the
atility operations reflect, to the extent practicable, the timely recovery of increases in costs of operations, capital, taxes, energy,
materials and compliance with envitonmenral regnlations. In pursuing our rate case strategy, we consider the amount of utility
plant additions and replacements made since the previous ratc decision, the changes in the cost of capital, changes in the
capital structure and changes in operating and other costs. Based on these assessments, our utility operadons petiodically file
rate increase requests with their respective state regulatory commissions or local regulatory authosities. In general, 25 a
regulated enterprise, our water and wastewater rates are established to provide recovery of utility operating costs, taxes, interest
on debt used to finance facilities and a return on equity used o finance facilities. Qnur ability to recover our expenses in a timely
manner and earn a return on equity employed in the business determines the profitabilicy of the Company.



AQUA AMERICA, INC. AND SUBSIDIARIES

Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
(T thomsands of dollars, except per share amonnis)

Our water and wastewater operations are comptised of approximately 200 rate divisions, each of which requires a scparate rate
filing for the evaluation of the cost of service and recovery of investrments in connection with the establishment of tariff rates
for that rate division. Seven of the states in which we operate permit some form of consolidated rates in varying degrees for
the rate divisions in that state, and two states currently permit us to fully consolidate rate filings statc-wide. Due to the length
of time since the last rate increase for some of our systems and the large amount of capital improvements refative to the
number of customers in some smaller systems, the proposed rate increase in some of these systems may be substantial. Also,
zs a result of the condition of some of the systems acquired and the dme needed to make the capital investments required to
maintain compliance prior to requesting rates, some divisions have experienced or are experiencing longer petiods of
regulatory lag. We can provide no assurance that the rate increases will be granted in a timely or sufficient manner to cover the
investments and expenses for which we initially sought the rate increases. We are currently in active rate proceedings in 9 of
our 13 states.

Revenue Surcharges — Six states in which we operate water utilities, and two states in which we operate wastewater utilities,
permit us to add a surcharge to water or wastewater bills to offset the additional depreciation and capital costs associated with
certain 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. The infrasiructure rehabilitation surcharge mechanism is intended to substantially reduce
regulatory lag, which often acts as a disincentive to water and wastewater utilities to rehabilitate their infrastructure, In addition,
certain states permit our subsidiaries to use a surcharge or credit on their bills to reflect certain allowable changes in costs, such
as changes in state tax rates, other taxes and purchased water, until such time as these changes in costs are fully incorporated in
basc rates.

Eifects of Inflation —Recovery of the effects of inflation through higher water 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.
During periods of moderate inflation, as has been experienced in 2007 and 2006, the effects of inflation on our operating
results are noticeable and partly responsible for lower than expected earnings growth. Two states allow annual inflatonary
index filings to help offset the effects of inflation on our operating costs.

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
explote acquiring non-regulated businesses that are complementary to our regulated water and wastewater opetations. To
complement our growth strategy, we routinely evaluate the operating performance of our individual utility systems and in
instances whete limited customer-growth opportunities exist or where we are unable to achieve favorable operating results or a
return on equity that we consider acceptable, we will seck to sell the utility system and reinvest the proceeds in other ueility
systems. Qur growth-through-acquisition strategy allows us to operate more efficiently by sharing operating expenses over
more utility customers and provides new locations for possible future growth. The ability to successfully execute this strategy
and meet the industry challenges is largely due to out qualified and trained workforce, which we strive to retain by treating
employees fairly and providing our employees with development and growth opportunitics.

During 2007, we completed 26 acquisitions which, along with the otganic growth in our existing systeimns, represent 23,909 new
customers. In December 2007, we sold a water utility system representing 1,304 customers under our plan to evaluate and
dispose of non-performing utility systems, In addition on January 1, 2007, we completed the acquisition of the capital stock of
New York Water Service Corporation for 326,664 in cash, as adjusted pursuant to the purchase agreement primarily based on
working capital at closing, and the assumption of $23,000 of long-term debt. The operating results of New York Water Service
Cotporation have been included in our consolidated financizl statements beginning January 1, 2007, The acquired operation
provides water service to 44,792 customers in several water systems located in Nassau County, Long Island, New York and
these customers ate included in our customer count as of December 31, 2006. The acquisition was funded through the
issuance of long-term debt that was issued in 2006.

During 2005 and 2006, we completed six acquisitions of non-regulated companies that provide on-site septic tank pumping,
sludge hauling and other wastewatet-related services to customets in eastern Pennsylvania, New Jetsey, Delaware, New York
and Maryland. The operating revenues of these businesses for the years ended December 31, 2007 and 2006 were $10,216 and
$5,424, respectively, and are excluded from our Regulated segment. In total during 2006, §7,897 in cash was invested in these
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AQUA AMERICA, INC. AND SUBSIDIARIES

Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
(Int thousands of doflars, except per share anoinnts)

non-tegulated wastewater and septage acquisitions on which we believe we will eatn an appropriate return, Please refer (o the
section captioned “Acquisitions” for an additional discussion of acquisitions.

We believe that utility acquisitions will continue to be the primary source of growth for us. With approximately 53,000
comununity water systems in the U.S., 83% 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 wastewatcr). In the states where we
operate, we believe there are approximately 22,000 public water systems of widely varying size, with the majority of the
population betng sexrved by government-owned water systems,

Although not as fragmented as the water industry, the wastewater industry in the U.S. also presents opportunitics for
consolidation. According to the U.S. Environmental Protection Agency’s (EPA) most recent survey of publicly-awned
wastewater treatment facilities in 2004, there are approximately 16,600 such facilities in the pation serving approximately 75%
of the U.S. population. The remaining population tepresents individual homeowners with their own treatment facilities; for
example, community on-lot disposal systems and septic tank systems. The vast majority of wastewater facilitics are
government-owned rather than privately-owned. The EPA survey also indicated that there are approximatcly 9,800 wastewater
facilities in operation or planned in the 12 states where we operate. We also intend to explore opportunities in the non-
regulated wastewater and septage businesses when they complement our utility companics.

Because of the fragmented nature of the water and wastewater utility industrics, we believe that there are many potential water
and wastewater system acquisition candidates throughour the United States. We believe the factors driving the consolidation of
these systeims are:

@ the benefits of economies of scale;

® increasingly stringent environmental regulations;

e the need for substantal capital investment; and

e the need for technological and managerial expertise.

We are actively exploring other opportusitics to expand our water and wastewater utility operations through acquisitions or
otherwise, We intend to continue to pursue acquisitions of municipally-owned and investor-owned water and wastewater
systerns of all sizes that provide services in areas adjacent to our existing service ietritories of in new service areas. We continue
to explore opportunities for the acquisition of other non-regulated wastewater service and septage businesses that are located
near our existing markets, growing our existing revenue base in this business by offering the wastewater services to nearby
residents with on-site sewer systemns, adding new customers to this business and expanding the services that are provided to
them.

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, patticularly in our northern serviee territories
during the Jate spring and summer months when nonessential and recreational use of water is at its highest. Consequently, a
higher proportion of annual operating revenues is realized in the second and third quarters. In general during this period, an
extended period of dry weather increases water consumption, while above average rainfall decreases water consumption. Also,
an increase in the average temperature generally causes an inctease in water consumption. Conservation efforts, construction
codes which require the use of low flow plumbing fixtures, as well as mandated water use restrictions in response to drought
conditions, also affect water consumption.

On occasion, drought warnings and water use restrictions are issued by governmental authorities for portions of our service
territories in responsc to extended periods of dry weather conditions regardless of our ability to mect unrestricted customer
water detnands. The timing and duration of the warnings and restrictions can have an impact on our water revenucs and net
income. In general, water consumption in the summer months is affected by drought warnings and restrictions to a higher
degree because nonessential and recreational use of water is highest during the sumumer months, particularly in oue northern
service territories, At other times of the year, warnings and restrictions generally have less of an effect on water consumption.

The geographic diversity of our utility customer base reduces the effect on Aqua America of our exposure to extreme or
unusual weather conditions in any one area of our service territory. During the year ended December 31, 2007, our operating



AQUA AMERICA, TNC. AND SUBSIDIARIES

Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
(In thousands of doilars, except per share amiomnts)

revenues were derived principally from the following states: 32% in Pennsylvania, 8% in Texas, 7% in Ohio, 7% in lllinois, and
6% in North Carolina.

Consolidated Selected Financial and Operating Statistics

Our selected five-year consolidated financial and operating statistics follow:

Years ended December 31, 2007 2006 (a) 2005 2004 (v 2003 ()
Utility customers:
Residential water 797 899 780,828 724,954 702,367 624,355
Commercial water 37,056 36,280 33,975 33,720 33,015
Industrial water 1,322 1,337 1,356 1,365 1,397
Qther water 16,683 15,587 15,584 15,700 20483
Wastewater 97,772 92,791 89,025 82,360 70,241
Total 950,732 926,823 864,894 835512 749,491
Operating revenues:
Residential water § 360542 § 317,770 § 295473 % 264,210 § 218487
Cominercial water 85,553 76,076 73,455 65,605 61,343
Industrial water 19,548 18,752 18,304 17,377 17,675
Other watet 58,274 51,263 50,827 44,593 40,048
Wastewater 52,891 48,907 42,176 35,931 17,874
Other 12,935 13,525 13,161 11,556 9.821
Regulated segment total 589,743 526,293 493,456 439972 365,248
Other 12,756 7,198 3,323 2,067 1,985
Consolidated % 602,499 % 533491 496,779 3 442,039 3§ 367,233
Operations and maintenance expense g 253002 § 219560 § 203088 § 178345 § 140,602
Net income available to common stock § 95014 § 92004 § 921,156 % 80,007 & 70,785
Capital expenditures § 238140 § 271,706 § 237462 $ 195736 $ 163,320

Operating Statistics
Selected operating results as a
percentage of operating revenues:

Operations and maiatenance 42.0% 41.2% 40.9% 40.3% 38.3%
Drepreciation and amortization 14.6% 14.1% 13.2% 13.3% 14.0%
Taxes other than income taxes 7.5% 6.2% 6.4% 6.2% 5.9%
Interest expense, net 11.1% 10.9% 10.4% 11.0% 12.2%
Net income available to common stock 15.8% 17.2% 18.3% 18.1% 19.3%
Return on average stockholdets' equity 10.0% 10.6% 11.7% 11.4% 12.3%
Effective tax rates 38.9% 39.6% 38.4% 39.4% 39.3%

{(a) 20006 includes 44,792 customers associated with the New York Water Service Corporation acquisition which was completed on
January 1, 20067. The operating results of this acquisition have been reported in our consolidated financial statements beginning
January 1, 2007.

(b) WNetincome available to common stcck includes the gain of $1,522 (82,342 pre-tax) realized on the sale of a watcr system. The gain 13
reported in the 2004 consolidated statement of income as a reduction to operations and maintenance expense. 2004 includes 2 partial
year of financial results for the mid-year acquisition of Heater Utilities, Inc. and certain utility assets of Florida Water Services
Corporation.

(¢} 2003 incledes five months of financial results for the AquaScurce operations acquired in July 2003,
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Management’s Discussion and Analysis of Financial Condition and Results of Operations {continued)
(In thonsands of doflars, exvept per share amonnss)

Performance Measures Considered by Management

We consider the following financial measures to be the fundamental basis by which we evaluate our operating results: earnings
per shate, operating revenues, net income and dividend rate on common stock. In addition, we consider other key measures in

evaluating our wtility business performance within our Repulated segment: our number of utility customers, the ratio of

operations and maintenance expense compared to operating revenues (this percentage is termed “operating expense ratio” or
“cfficiency ratio”); return on revenues (net income divided by operating revenues); and return on equity (net income divided by

common stockholders’ equity). We review these measurements regularly and compare them to historical periods, to our

operating budget as approved by the Aqua America, Inc. Board of Directors, and to similar measurements at other publicly-

traded water utilities.

Our operating expense ratio is one measurc that we use to evaluate our operating efficiency and management effectiveness in

light of the changing natute of our company, During the past five years, our operating expense ratio has been effected over
time due to a number of factors, including the following:

s Acquisitions —'The AquaSource, Heater Utiliries, Inc. and Florida Water Services acquisitions (generally referred to as

our Aqua South operations) increased our operating expense ratio due to the operating revenucs generated by these
operations being accompanied by a higher ratio of operations and maintenance expenses as compared to the rest of the
pre-cxisting, more densely-populated and integrated Aqua America operations. The Aqua South operations can be
characterized as having telatvely higher operating costs to fixed capital costs, in contrast to the sest of the Aqua America
operations which genetally consist of larger, interconnected systems, with higher fixed capital costs (utility plant
investment) and lower operating costs per customer. In addition, we completed scveral acquisitions of companies that
provide on-site septic tank pumping and sludge hauling services during 2006, The cost-structure of these businesses
differs from our utility companies in that these businesses have a much higher ratio of operations and maintenance
expenses to operating revenues and a lower-degree of capital investment and consequently a lower ratio of fixed capital
costs (plant investment requirements are lower) versus operating revenues. As a result, the ratio of operating income
compared to operating revenues is not comparable between the businesses. The non-regulated wastewater and septage
hauling service business is not a component of our Regulated segiment.

Regulatory lag —The efficiency ratio is influenced 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 of its cost recovery
in rates), or decreases in operating revenues without a commensurate decrease in operations and maintenance expense,

such as changes in water consumption as impacted by adverse weather conditions or conservation trends,

* New accounting pronouncements — Beginning in 2006, our results reflect the effects of the adoption of SFAS No,
123R, “Share-Based Payment” as we began to record compensation expense for the fair value of stock options granted.
The effect of recording compensation expense for stock options increased our operations and maintenance expense by
$3,223 in 2007 and $2,894 in 2006. Prior to 2006, no compensation expense related to granting of stock options had
been recognized in the financial statements.

We continue to evaluate initfatives to help control operating costs and improve efficiencies.

RESULTS OF OPERATIONS

Our net income has grown at an annual compound rate of approximately 7.2% during the five-year pertod ended December
31, 2007, Druring the past five years, operating revenues grew at a compound rate of 13.3% and total expenses, exclusive of
income taxes, grew at 2 compound rate of 16.0%.
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Operating Segments

We have identified tourteen operating segments and we have one reportable segment based on the following:

¢ Thirteen segments are comprised of our water and wastewater regulated utility operations in the thirteen states whete
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, waiet distribution or wastewater collection methods, and the nature of the regulatory environment, Our
single reportable segment is named the Regulated segment.

¢ One segment is not quantitatively significant to be reportable and is comprised of the businesses that provide on-site
septic tank pumping, sludge hauling services, data processing service fees and certain other non-regulated water and
wastewater services, This segment is included as a component of “othet,” in addition to corporate costs that have not
been allocated to the Regulated segment and intersegment eliminations. Corpotrate costs include certain general and
administrative expenses, and interest expense.

Unless specifically noted, the following discussion and analysis provides information on our consclidated result of operations.
The following table provides the Regulated segment and Consolidated information for the years ended December 31, 2007,
2006 and 2005:

2007 2006
Repulated Other Consolidated Regulated Other Consolidated

Operating revenucs $ 589,743 § 12,756 § 602,499 $ 526,293 § 7,198 § 53349
Operations and maintenance expense 243755 9,337 253,092 216,919 2,641 219,560
Taxes other than income taxes 44,011 1,369 45,380 32,273 1,070 33,343
Earnings before interest, taxes,

depreciation and amortzation 8§ 301,977 § 2,050 304,027 $ 277101 § 3487 280,588
Depreciation and amorstization 88,011 75,041
Operating income 216,016 205,547
Interest expense, net of AFUDC 63,968 54,491
Gain on sale of other assets (3,494 (1,194)
Provision for income taxes 60,528 60,246
Net income $ 95014 g 92004

2005
Regulated Other Consolidated

Operating revenucs $ 493456 5 3323 § 496,779
Operations and maintenance expense 202,662 426 203,088
Taxes other than income taxes 30,320 876 31,696
Earnings befare interest, taxes,

depteciation and amortization g 259974 § 2,021 261,995
Depreciation and amortization 65,488
Operating income 196,507
Interest cxpense, net of AFUDC 49,615
Gain on sale of other assets (1,177)
Provision for income taxes 56,913
Net income T_Ql_,l-g-fu_
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Consolidated Results

Operating Revenues —The growth in revenues over the past five years is a result of increases in the customer base, water
rates and the acquisition of non-regulated operations. The number of customers increased at an annuwal compound rate of 9.4%
in the past five years primarily as a result of acquisitions of water and wastewater systems, including the January 1, 2007
acquisition of New York Water Service Corporation, the mid-year 2004 Heater and Florida Water Services acquisitions, and
the AquaSouree acquisition completed July 2003, The operating revenues and financial results of New York Water Service
Corporation have been included in our consolidated financial statements beginning January 1, 2007, Acquisitions in our
Regulated segment have provided additional water and wastewater revenues of approximately $28,578 in 2007, $4,715 in 2006
and $12,630 in 2005, Excluding the effect of acquisitions, our customer base increased at a five-year annual compound rate of
[.9%. Rate increases implemented during the past three years have provided additional operating revenues of approximately
$25,658 in 2007, $32,000 in 2006 and $26,800 in 2005,

In November 2007, our Pennsylvania operating subsidiary, Aqua Pennsylvania, Inc., {iled an application with the Pennsylvania
Public Udlity Commission (“PAPUC”) requesting a 841,694 or 13.6% increasc in annual revenues. The application is cutrently
pending before the PAPUC and a final determination is anticipated by August 2008, On June 22, 2006, the PAPUC granted
our Pennsylvania operating subsidiary a $24,900 base water rate increase, on an annualized basis, The rates in effect at the time
of the filing of this rate case included $12,397 in Distribution System Improvement Charges (“IDSIC”) or 5% above the prior
base rates. Consequently, the total base rates increased by 337,297 and the IDSIC was reset to zcro.

In December 2006, our nperating subsidiary in Florida filed an application with the Florida Public Service Commission
(“T'PSC”) designed to increase water and wastewater rates by 37,298 on an annuzl basis. In April 2007, we commenced billing
for a portion of the requested rates, in accordance with authotization from the FPSC. On August 28, 2007, we reached a
settlement agreement with Florida’s Office of Public Counsel and the Attorney General of the State of Florida. The settlement
agreement was approved by the FPSC, and amoag other stipulations, resulted in us voluntarily withdrawing cur application,
and agreeing w refund the additional revenue billed thar was associated with this rawe applicadon. As a result of this agreement,
during the third quatter of 2007, we recorded a revenue refund which reduced operating revenues by $571 for the amount of
revenue recognized prior to the third quarter of 2007, Additionally the Company wrotwe-off rate case expenses of $2,385 in 2007,

In 2004, our operating subsidiasy in Fexas filed an application with the Texas Commission on Environmental Quality (TCE(})
to increasc rates, on an annualized basis, by $11,920 over a muld-year period. The application seeks to increase annual revenues
in phases and is accompanied by a plan to defer and amortize a portion of our depreciation, operating and other tax expense
over a similar multi-year period, such that the impact on operating income approximates the requested amount duting the first
veats that the new rates are in effect. The application is currendy peading before the TCEQ and several partics have joined the
procecding to challenge our rate request, We commenced billing for the requested rates and implemented the deferral plan in
2004, in accordance with authorization from the TCEQ in 2004, The additional revenue billed and collected prior to the final
ruling is subject to refund based on the outcome of the ruling. The revenue recognized and the expenses deferred by us reflect
an estimate of the final outcome of the roling. In the event our request is denied completely or in part, we could be required to
refund some or all of the revenue billed to date, and write-off some or all of the regulatory asset for the expense deferral. In
December 2006, the TCEQ held hearings and issued a rate schedule that provided further clarification and an indication of the
expected outcome of the rate proceeding. As a result of the December 2006 hearings, we revised our estimate of the final
outcome of the TCEQ procecding, During the fourth quarter of 2006, the revenue reserve was adjusted and additional
revenues were recognized of $1,487 and the regulatory asset was increased resulting in lower expenses recognized of $1,199.
As of December 31, 2007, we have deferred 512,382 of operating costs and §3,343 of rate case expenses; and recognized
$25,635 of revenue that is subject to refund depending on the outcome of the final commission order. Based on our review of
the present circumstances, no reserve is considered necessary for the revenue recognized to date or for the deferred operating
costs and rate case expense.

Our operating subsidiarics located in other states received rate increases representing estimated annualized revenues of 35,596
in 2007 resulting from 23 rate decisions, 87,366 in 2006 resulting from 32 rate decisions, and 35,142 in 2005 resulting from 23
decisions. Revenues from these increases realized in the year of grant were approximately 34,636 in 2007, 33,580 in 2006 and
$3,144 in 2005. Thesc operating subsidiarics, including cerrain Florida operating subsidiaries, currently have filed 15 rate
requests which are being reviewed by the state regulatory commissions, proposing an aggregate increase of $22,885 in annual
revenues. During 2008, we intend to file 21 additional rate requests proposing an aggregate of approximately $18,750 of
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increased annual revenues; however we can provide no assurance that the full amount of the requested rate increases will be
granted.

Cutrently, Pennsylvania, Tllinois, Ohio, New York, Indiana and Missouri allow for the use of infrastructure rehabilitation
surcharges. In Pennsylvania, this mechanism is referred to as a DSIC. These surcharge mechanisms typically adjust periodically
based on additional qualified capital expenditutes completed or anticipated in a future pericd. The infrastructure rehabilitation
surchasge is capped 2s a percentage of base rates, generally at 5% 1o 9% 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 benchmatlk.
Infrastructure rehabilitation sercharges provided revenues of $11,507 in 2007, $7,873 in 2006 and $10,186 in 2005.

Our Regulated scgment also includes certain non-regulated operating revenues of §12,935 in 2007, $13,525 in 2006 and
513,161 in 2005. Thesc operating revenucs are associated with contract operations that are integral to the udlity business and
operations, These amounts vary over time according to the level of activity asscciated with the utility contract operations.

In addidon to the Regulated segment operating revenues, we had other non-regulated revenues that were primarily associated
with non-regulated wastewater, septage, operating and maintenance contracts, and data processing service fees of $12,756 in
2007, $7,198 in 2006 and $3,323 in 2005. The increase in 2007 over 2006 resulted primarily from a full year of operations in
2007 from several septage businesses acquired in 2006. The increase in 2006 over 2005 was primarily due to the acquisidon of
several septage busincsses during 2006. Acquisitions outside our Regulated segment have provided additional operating
revenues of approximately 84,765 in 2007, 33,935 in 2006 and $1,082 in 2005.

Operations and Mzaintenance Expenses —Operations and maintenance expenses totaled $253,092 in 2007, $219,560 in
2006 and $203,088 in 2005. Most elements of opetating costs are subject to the effects of inflation, and changes in the number
of customers served. Several clements 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 employec benefits, electricity, chemicals, maintenance expenses and insurance costs. Blectricity and chemical expenses vary
in relationship Lo water consumption, raw watet quality, and price increases. Maintenance expenses ate sensitive to extremely
cold weather, which can cause water mains to rupture. Operations and maintenance expenscs increased in 2007 as compared to
20006 by 333,532 or 15.3% primarily due to the additional operating costs associated with acquisitions of $15,400, increased
water production costs of $3,068, additional expenses resulting from the preparation and administration of rate filings in
Florida of $2,385, additional bad debt expense of $1,731, the receipt in 2006 of $1,500 as an offset to expense relating to a
waiver of certain contractoal rights without a corresponding amount in the current year, and normal increases in other
operating costs, offset partially by the gain on sale of utility system of $1,095. In the consolidated statement of income for
2007, the gain on sale of utility systems is reported as a component of operations and maintenance expense. During certain
periods in 2007, we temporatily discontinued collection efforts in some of our divisions in connection with the installation of a
new billing system which resulied in increased accounts written off and higher bad debt expense, The additional operating
costs associated with acquisitions noted above includes 34,356 associated with the businesses that provide on-site septic tank
pumping, sludge hauling services and other non-regulated water and wastewater setvices which are not a component of the
Regulated segment.

Operations and maintenance expenses increased in 2006 as compared to 2005 by 316,472 ot 8.1% primarily due to the
additional operating costs associated with acquisitions of 36,316, increased water production expenses of $3,576, increased
insurance cxpense, driven by higher claiins of $1,945, stock-based compensation expense of $2,894, a reduction in the deferral
of expensces related to the Texas rate case filing of 1,989, and normal increases in other operating costs, offset partially by
receipt of $1,500 relating to a waiver of certain contractual rights reported outside of the Regulated sepment. The additional
operating costs associated with acquisitions noted above includes $3,760 associated with the businesses that provide on-site
septic tank pumping, sludge hauling services and other non-regulated water and wastewater services which are not a
component of the Regulated segment.
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Depreciation and Amortization Expenses — Depreciation expense was $83,178 in 2007, $70,895 in 2006 and $60,747 in
2005, and has increased principally as a result of our acquisitions of new utility systems and the significant capital expenditures
made to expand and improve our existing utility facilities.

Amortization expense was $4,833 in 2007, $4,146 in 2006 and $4,741 in 2005, The increase in 2007 and the decrease in 2006 is
cduc to the amortization of the costs associated with, and other costs being recovered in, various rate fillings. Expenses
assoctated with filing ratc cases are deferred and amortized over periods that generally range from one to three years.

Taxes Other than Income Taxes —Taxes other than income taxes increased by $12,037 or 36.1% in 2007 as compared to
2006 and $1,647 or 5.2% in 2006 as compared to 2005. The increase in 2007 is due to additional property taxes associated with
the acquired operations of New York Water Service of $7,084 and additional state taxes. The increase in 2006 is due to
additional state and local taxes, primarily property taxes.

Interest Expense, net —Net interest expense was $66,921 in 2007, 358,432 in 2006 and $52,062 in 2005. Interest income of
$3,569 in 2007, §3,241 in 2006 and $3,040 in 2005 was nerted against interest expense, Interest expense increased in 2007 and
2006 primarily due to additional borrowings to finance capital projects and acquisitions, and increased interest rates on shott-
term borrowings. Interest income increased in 2007 and 2006 due to additional investment income earned on the proceeds
from the issuance of tax-exempt bonds while being held by trustees pending completion of projects financed with the issues,
Such interest income is capitalized through our allowance for funds used during construction. Interest expense on long-term
debt during 2007 and 2006 was favorably impacted by a reduction in the weighted cost of long-term debt from 5.74% at
December 31, 2005, to 5.72% at December 31, 2006, and to 5.58% at December 31, 2007.

Allowarnce for Firnds Used Duting Construction —'The allowance for funds used during construction (AFUDC) was
$2,953 in 2007, §3,941 in 2006 and $2,447 in 2005 and has vatied over the years as a tesult of changes in the average balance of
utility plane construction work in progress (CWIP), to which AFUDC is applied, and to changes in the AFUDC rate which is
based on short-term ingercst rates. The decrease in 2007 is due to a decrease in the average balance of utility plant construction
work in progress; offset partially by an increase in the AFUDC rate. The increase in 2006 is due to an increase in the average
balance of CWIP to which AFUDC is applied and an increase in the AFUDC rate.

Gain on Sale of Other Assets —Gain on sale of other assets totaled §3,494 in 2007, $1,194 in 2006 and $1,177 in 2005 and
consisted of gains on land and marketable sccurities sales, Gain on sale of land totaled $1,831 in 2007, 51,194 in 2006 and
$1,177 in 2005, Gain on sale of marketable securites totaled $1,663 in 2007, The gain realized on the December 2007 sale of a
utifity system of $1,095 is reported in the consolidated statement of income as a component of the line tided operations and
maintenance cxpense.

Income Taxes — Cur effective income tax rate was 38.9% in 2007, 39.6% in 2006 and 38.4% in 2005. The change in the
effective tax rates in 2007 is due to differences between tax deductible expenses and boolk expenscs, and an increase in the tax
deduction for qualified domestic production acuvities, as a resuit of a change in the deduction calculation, that reduced our tax
provision by approximately $793 in 2007 as compared to 2006, The change in the effective tax rate in 2006 was due to an
increase in our expenses that are not tax-deductible, including a portion of the stock-based compensation expense,

Summary — Operating income was $216,016 in 2007, $205,547 in 2006 and $196,507 in 2005 and net income was $95,014 in
2007, $92,004 in 2006 and $91,156 in 2005. Diluted income per share was $0.71 in 2007, $0.70 in 2006 and $0.71 in 2005. The
changes in the per share income in 2007 and 2006 over the previous years were due to the aforementioned changes in income
and impacted by a 1.4% increase in the average number of common shares outstanding during 2007 and a 2.0% increase in the
average number of common shares outstanding during 2006, respectively. The increase in the number of shares outstanding in
2007 is primarily a result of the additional shares sold or issued through the employee stock and incentive plan, dividend
reinvestment plan and the 2,250,000 additional shates issued by us in public offerings in June and August 2006, The increase in
the number of shares outstanding in 2006 is primarily a resule of the additional shares issucd in common share offerings and
additional shares issued through our dividend reinvestiment plan.

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.

10
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Fourth Quarter Results —The following table provides our fourth quatter results:
Three Months Ended

December 31,
2007 2006
Operating revenues g 149,083 $ 136,843
Operations and maintenance 62,394 53,684
Depreciation and amortization 22,751 19,494
Taxes other than income taxes 11,784 8,352
96,929 81,530
Operating income 52,154 55,313
Interest cxpense, net 16,828 14,764
Allowance for funds used
during construction (835) (1,040)
(Gain on sale of other assets (2,846) (360)
Income before income taxes 39,007 41,949
Provision for income taxes 14,096 16,226
Net income § 24911 § 25,723

The incresse in operating revenues was a result of additional revenues of $7,234 associated with acquisitions, additional
infrastructure rehabilitation surcharge revenue of $3,024, $1,941 of revenue resulting from an increase in water and wastewater
rates implemented in vatious operating subsidiaries, and increased water consumption, offset partially by $1,487 of additional
revenue recognized in the fourth quarter 2006 as a result of the revised estimate of the Texas rate proceeding, The higher
operations and maintenance expense is due primarily to $2,982 of additional operating costs associated with acquisitions,
increased insutance expense of $1,829 due to a higher claims reserve requirement, higher water production costs of $1,077 and
increased labor and benefits, offset partially by the gain on the sale of a utility system of $1,095 in the fourth quarter of 2007.
The increased depreciation expense reflects the utility plant placed in service since the fourth quarter of 2006. Other taxes
increased due to additional property taxes associated with the acquired operations of New York Water Service of $1,891 and
additional state taxes incurred in the fourth quatter of 2007. The incteased interest expense is due to additional borrowings to
finance capital projects and increased interest rates on short-term borrowings. The increased gain on sale of other assets is due
to additional gains on the sales of land of §823 over the fourth quarter of 2006, and a gain on the sale of investments in the
fourth quarter of 2007 of $1,663.

Il
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FINANCIAL CONDITION
Consolidated Cash Flow and Capital Expenditures

Net operating cash flow, dividends paid on common stock, capiral expenditures, including allowances for funds used during
construction, and cxpenditures for acquiring waser and wastewater systems for the five years ended December 31, 2007 were
as follows:

Net Operating Common Capital
Cash Flow Dividends Expeaditures Acquisitions

2003 3 143,373 ) 39,917 $ 163,320 3 192,331

2004 173,603 45,807 195,736 54,300
2005 199,674 51,139 237,462 11,633
2006 170,726 58,023 271,706 11,848
2007 194,168 63,703 238,140 51,226

3 851,544 3 258,649 1,106,364 3 321,338

Included in capital expenditures for the five-year period are: expenditures for the modernization and replacement of existing
treatment plants, new water mains and customer service lines, rehabilitation of existing watcr mains and hydrants, water meters
and an office building expansion. During this five-year petiod, we received §58,814 of customer advances and coentributions in
aid of construction to finance new water mains and related facilities which are not included in the capital expenditures
presented in the above table. In addition, during this period, we have made sinking fund contributions and repaid debt in the
amount of $245,796, and have refunded 324,707 of customer advances for construction. Common dividends increased during
the past five years as a result of an annual increase in the common dividends declared and paid and an increase in the number
of shares outstanding during the period.

Onr planned 2008 capital program, exclusive of the costs of new mains financed by advances and contributions in aid of
construction, is estimated to be $261,800 of which $74,168 is for infrastructure rehabilitation surcharpe-qualified projects. Our
planned capital program includes spending for infrasuwucture rehabilitation in response to the infrastructure rehabilitation
surcharge mechanisms, and should these mechanisms be discontinued for any reason, which is not anticipaved, we would re-
evaluate the magnitude of our capiral program. Our 2008 capital program, along with $23,927 of sinking fund obligations and
debe maturitics, and $121,213 of other contractual cash obligations, as reported in the section capticned “Contractual
Obligations”, has heen or s expected to be financed through internally-generated funds, our revolving credic facilitics, the
issuance of equity through public offerings or through settlement in common shares of the forwaid equity sale agreement, and
the issuance of long-term debt,

Lurure utility construction in the period 2009 through 2012, including recurring programs, such as the ongoing replacement of
water meters, water treatment plant upgrades, storage facility renovations, the rehabilitation of water mains and additional
transmission mains o meet customer demands, exclusive of the costs of new mains financed by advances and contributions in
aid of construction, is estimated to require aggregate expenditutes of approximately $1,000,000. We anticipate that
approximately one-half of these expenditutes will require external financing with debt and the additional issuatice of common
stock through our dividend reinvestment and stock purchase plans and the issuance of equity through public offerings, We
expect to refinance $192,029 of sinking fund obligations and debt maturities during this period as they become due with new
issues of long-term debt. The estimates discussed above de not include any amounts for possible future acquisitions of water
svstems o the financing necessary to support them.

Our primary source of liquidity is cash flows from operations, bortowings under various short-term lines of credit and other
credit facilitics, 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 and water consumption. We fund our capital and acquisition programs
through internally-generated funds, supplemented by shore-term borrowings. Over dme, we refinance our shorr-term
borrowings with long-term debt and proceeds from the issuance of common stock. The ability to finance our future
construction programs, as well as our acquisition activities, depends on our ability to attract the necessary external financing

12
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and aintain internally-generated funds. Rate orders permitting compensatory rates of return on invested capital and tmely
rate adjustments 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 satistactory debt coverage ratios.

Acquisitions

Dutring the past five years, we have expended cash of $321,338 and issued 24,684 shares of common stock, valued at §675 at
the time of the acquisition, related to the acquisition of udlity systems, both water and wastesvater utilities, and non-regulated
businesses that provide wastewater and septage hauling services. We included the operating results of these acquisitions in our
consolidated financial statements beginning on the respective acquisition date.

On Japuary 1, 2007 we completed the acquisition of the capital stock of New York Water Service Corporation for $26,564 in
cash, as adjusted pursuant to the purchase agreement primarily based on working capital at closing, and the assumption of
$23,000 of long-term debt. The operating results of New York Water Service Corporation bave been included in cur
consolidated finaocial statements beginning January 1, 2007, The acquired operation provides water service to 44,792
custotners in several water systems located in Nassau County, Long Island, New York. The acquisition was accounted for as a
putchase and was funded through the issuance of long-term debt that was issued in December 2006. In addition toc New York
Water Service, during 2007, we completed 26 acquisitions for $24,562 in cash. The acquisitions completed in 2007 included
both water and wastewater systems in ten of the states in which we operate,

During 2006, we completed 27 acquisitions for $11,848 in cash. The acquisitions completed in 2006 included both water and
wastewater systems in seven of the states in which we operate, and the acquisition of several non-regulated companies that
provide on-site septic tank pumping, sludge hauling services and other wastewater services to customers in eastern
Pennsylvania, New Jersey, Delaware, New York and Maryland.

DPuring 2005, we completed 30 acquisitions for $11,633 in cash and the issuance of 24,684 shares of common stock. The
acquisitions completed in 2005 included both water and wastewater systems in seven of the states in which we operate. On
June 1, 2004, we acquited the capital stock of Heater Utilities, Inc. for $48,000 in cash and the assumpiion of long-term debt
of 319,219 and short-term debr of $8,500. At the date of the acquisition, Heater provided water and wastewater service to over
50,000 water and wastewater customers primarily in the areas of suburban Raleigh, Charlotte, Gastonia and Fayetteville, North
Carolina. The acquisition was accounted for as a purchase and accordingly, we recorded goodwill of 18,842, As part of the
North Carolina Utilities Commission approval process for this acquisition, the Commission approved a mechanism through
which we could recover up to two-thirds of the goodwill through customet rates in the future upon achieving certain
objectives. We ate pursuing these objectives to facilitate recognition of this premium in customer rates. However, there can be
no assurance that we will be able to achieve these objectives and recover such amount of goodwill.

On June 30, 2004, we acquired certain utility assets of Florida Water Services Corporation, comprised of 63 water and
wastewater systems located in central Florida for $13,090 in cash, the final purchase price as adjusted pursuant to the purchase
agreement. In accordance with Florida Public Service Commission procedures, the acquisition was approved by the
Commission and rate basc was determined on December 20, 2005. Under the terms of the purchase agreement, the
Commissian’s rate base determination resulted in the final purchase price which did not result in the recognition of goodwill.

The acquisitions of Heater and the Florida Water Systems were initially funded by a portion of the proceeds from the issuance
by Aqua America of an unsecured short-term note which was subsequently repaid by Aqua America with the proceeds from
the February 2005 issuance of $30,000 of unsecured notes and the issuance of 2,606,667 shares of common stock in 2
secondary cquity offering for proceeds of $42,600, net of expenses.

in 2003, we completed the acquisition of four operating water and wastewater subsidiaties of AquaSource, Inc., a subsidiary of
DQE, Inc., including selected, integrated operating and maintenance contracts and related assets (individually and collectively
the acquisition is referred to as “AquaSource™) for $190,717 in cash, as adjusted pursuant to the purchase agreement based on
working capital at closing. In 2004, we were awatded and received $12,289 plus interest in an arbitration related to the
calculation of the final purchase price under the terms of the purchase agreement, which resulted in a final purchase price of
$178,428. In the consolidated statement of cash flow for 2004, the $12,289 award has been reported as proceeds on the line
titled acquisitions of utlity systems and othet, net. The acquisition was funded by a portion of the proceeds from the 2003
issuance of $135,000 of unsecured notes due in 2023, with an interest rate of 4.87%, and the issuance of 6,666,667 shares of
common stock through a shelf registration. The acquired operations of AquaSource serve over 130,000 water and wastewater
customer accounts in 17 states (including the Connecticut and Kentucky operations which were subsequently sold to other
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parties). The acquisition provides an expanded platform from which to extend our growth-through-acquisition strategy of
acquiring water and wastewatct systems that are neat or adjrcent to our existing service territories. The AquaSource operations
are comprised of approximately 600 small systems, which are generally clustered in regions to achieve some level of operating
ctficiency.

We continue to hold acquisition discussions with several water and wastewater systems. Generally acquisitions are expected to
he financed through the issuance of equity (for the acquisition of some investor-owned systems) or funded initizlly with short-
term debt with subsequent repayment from the proceeds of long-term debt or proceeds from equity offerings.

Dispositions

We routinely review and evaluate areas of our business and operating divisions and over time may sell certain utility systems ot
pordons of systems. In 1Jecember 2007, we sold a water udlity system for net proceeds of $1,498, which was in excess of the
hook value for these assets. The procecds were used to pay-down short-term debt and the sale resulted in the recognition in
2007 of a gain on the sale of these assets, net of expenses, of $1,095. The gain is repotted in the 2007 consolidated statement
of income as a reduction to operations and maintenance expense. This water system represented less than 0.1% of Aqua
America’s total assets,

‘The City of Fort Wayne, Indiana has authotized the acquisition by eminent domain of the notthern portion of the udlity
system of one of the operating subsidiaries that we acquired in connection with the AquaSource acquisition. We had
challenged whether the City was following the correct legal procedures in cennection with the City’s attempted condemnation,
but the State Supreme Court, in an opinion issued in June 2007, supported the City’s position. In October 2007, the City’s
Board of Public Works approved proceeding with its process to cendemn the northern portion of our utility system at a
preliminary price based on the City’s valuation. We filed an appeal with the Allen County Circuit Court challenging the Board
of Public Works” valuation on several bases, In November 2007, the City Council authorized the taking of the northern
portion of cur system and the payment of $16,911 based on the City’s valuation of this portion of our system. In January 2008,
we reached a settlement agrecment with the City to transition the northern portion of the system in Febrouary 2008 upon
reccipt of the City’s initial valvarion payment of $16,911. The settlement agreement specifically stated that the final valuation of
the portion of our system will be determined through a continuation of the legal proceedings that were filed challenging the
City’s valuation, On February 12, 2008, we murned over the system to the City upon receipt of the initial valuation proceeds.
The proceeds received arc in excess of the book value of the assets relinquished, and the proceeds were used to pay-down
short-term debt. We continue to operate this system for the City under an operating contract for 90 days, with a passible 90
day extension. The northern portion of the system relinquished represents approximately 1% of our total utility customer base.

A sanitary district and a city in two of our operating divisions have also indicated interest in acquisition, by eminent domain or
otherwise, of all or a portion of the utility assets of two of our operations, The svstems represent approximately 3,000
customers of less than 0.5% of our total utility customer base. We believe that we will be entitled to fair market value for our
asscts if they are condemned, and that the fair market value will be in excess of the book value for such assets.

1n 2004, as 2 result of the scttlement of a condemnation action, one of our operating subsidiaries sold its water utility assets
within the municipal boundaries of a city in one of our scrvice territorics for net proceeds of approximately 34,716, which was
in excess of the book value tor these assets, The proceeds wete used to pay-down short-term debt and the sale resulted in the
recognition in 2004 of a gain on the sale of these assets, net of expenses, of 32,342, The gain is reported in the 2004
consolidated statement of income as a reduction to operations and maintcnance expense. We continue to operate this water
svstem for the eity under a multi-year operating contract that expires in December 2008, These water utility assets represented
less than 1% of Aqua Ametica’s total assets, and the total number of customers included in the water system sold represented
less than 1% of our toral utility customer base,

Despite these cransactions, our primary strategy 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 opposc unilateral efforts by
municipal governments to acquire any of our opetations.
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AQUA AMERICA, INC. AND SUBSIDIARIES

Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
(I thousands of dellars, except per share amonnts)

Soutces 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 approximately 3822 980 of long-term debt and obtained other short-term borrowings during the past
five years. At December 31, 2007, we had short-term lines of credit of §154,000, of which $97,082 was available. Our short-
term lines of credit and other credit facilities are either payable on demand or have a 364-day term. In addition, at December
31, 2007 we have a $95,000 long-tern revolving credit facility that expires in May 2012, of which $13,152 was designated for
letter of credit usage, 316,848 was available for borrowing and $65,000 of borrowings was outstanding at December 31, 2007,

In December 2005, we filed a universal shelf registration with the SEC to allow for the potental future sale by us, from time to
time, in one or marce public offerings, of an indeterminant amount of our common stock, preferred stock, debt securities and
other securities specified therein at indeterminant prices.

In August 2006, we entered into a forward equity sale agreement for 3,525,000 shares of common stock with a third party
(“forward purchaser™) that expires August 1, 2008. In connection with the forward equity sale agreement, the forward
purchaser borrowed an equal number of shares of our common stock from stock lenders and sold the borrowed shares to the
public. We will not reecive any proceeds from the sale of our common stock by the forward purchaser untl settlement of all or
a portion of the forward cquity sale agreement. The actual proceeds to be received by us will vary depending upon the
scttlement date, the number of shares designated for settlement on that settlement date and the method of settlement, We
intend to usc any proceeds received by us upon settlement of the forward equity sale agreement to fund our future capital
expendituie program and acquisitions, and for working capital and other general corporate purposes. During the last three
years, we completed the following offerings of equicy:

& In Junc 2006, we sold 1,750,000 shatres of common stock in a public offering for proceeds of $37,400, net of expenses.
o In August 2006, we sold 500,000 shares of common stock in a public offering for proceeds of $10,700, net of expenses.

The net proceeds from these offerings were used to fund our capital expenditure program and acquisitions, and for working
capital and other general corporate purposes. In addition, we have a shelf registration statement filed with the SEC to permit
the offering {rom time to time of shares of common stock and shares of preferred stock in connection with acquisitions.
During 2007, 2006, 2004 and 2003, we did not issue any shares under the acquisition shelf registration. During 2005, we issued
24,684 shares of common stock totaling $675 to acquire a water system. The balance remaining available for use undet the
acquisition shelf registration as of December 31, 2007 is 2,194,262 shares. We will determine the form and terms of any
securities issued under these shelf registrations at the dme of issuance.

We offer a Dividend Reinvestment and Direct Stock Purchase Plan (Plan) that provides a convenient and economical way to
purchase shares of Aqua America, Inc. Under the direct stock purchase portion of the Plan, shares are sold throughout the
yeat. The dividend reinvestment portion of the Plan offers a 5% discount on the purchase of shares of common stock with
reinvested dividends. As of the December 2007 dividend payment, holders of 15.1% of the common shares outstanding
participated in the dividend reinvestment portion 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 2,301,335
original issue shares of common stock for net proceeds of $42,474 through the dividend reinvestment portion of the Plan and
we used the proceeds to invest in our operating subsidiaries, to tepay short-term debt, and for general corporate purposes.

The Board of Directors has authorized us to purchase our common stock, from time to time, in the open matket or through
privately negotiated transactions. We have not purchased any shares under this authorization since 2000. As of December 31,
2007, 548,278 sharcs remain available for repurchase. Funding for future stock purchases, if any, 1s not expected to have a
material impact on our financial position.

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
vatiable interest entities, which includes special purpose entities and other structured finance entities.
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AQUA AMERICA, INC. ANI) SUBSIDIARIES

Management's Discussion and Analysis of Financial Condition and Results of Operations {ccntinued)
(T thonsands of doflars, exvept per share awouits)

Contractual Obligations

The following table summarizes our contractual cash obligations as of December 31, 2007:

Payments Due By Period

Less than 1-3 3-5 More than
Total 1 year years years 5 years
Long-term debt (a) $ 1,238980 5§ 23,927 $§ 61,335 § 130,694 § 1,023,024
Interest on fixed-rate,
long-term debt (1) 1,065,108 69,000 129,402 118,270 748,436
Opetzting leases (c) 29,015 4,180 5,998 1,904 16,933
Unconditional putrchase
obligations (cf) 98,067 10,457 20,229 16,131 51,250
Other purchase
obligatons (e) 21,552 21,552 - - -
Postretirement benefit -
plans' obligations (f) 15,145 15,145 - - -
Other obligations (g) 16,038 879 1,450 4,260 9,449
Total $ 2483905 & 145140 § 218414 § 271,259 ¢ 1,849,092

(1) Reptesents sinking fund obligations and debt maturities,

() Reptesents interest payable on fixed-rate, long-rerm debt, Amounts veported may differ from actual due to future refinancing of debt.

{(¢) Represents operating leases that are noncancelable, before expiration, for the lease of motor vehicles, buildings, land and other
equipment,

(d) Represents our commitment to purchase minimum quanritics of water as stipulated in agreements with other water purveyors. We nse
putchased water to supplement our water supply, patticulatly during periods of peak customer demand, Our acmal purchases may
exceed the minimum requited levels.

(e) Represents an approximation of the open purchase orders as of the period end for goods and services purchased in the ordinary
coursc of business.

{(f) Represcnts contributions expected to be made to postretirement benefit plans,

{g) Represents capital 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 arc 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
accuratcly estimated, Portions of these refund amounts are payable anaually through 2022 and amounts not paid by the
contract expiration dates become non-refundable.

We will fund these contractual obligations with cash flows from operations and liguidity sources held by or available to us.



AQUA AMERICA, INC. AND SUBSIDIARIES

Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
(i thousaids of deflars, except per share apronnts)

Market Risk

We are subject to market risks in the normal course of business, including changes in interest rates and equity prices. The
exposure Lo changes in interest rates is a vesult of financings through the issuance of fixed-rate, long-term debt. Such exposure
is typically related to financings between utility rate increases, becanse generally our rate increases provide a revenue level to
allow recovery of our cutrent cost of capital. Interest rate risk is managed through the use of a combination of long-term debrt,
which is at fixed interest rates and short-term debt, which is at floating interest rates, As of December 31, 2007, the debt
maturities by period and the weighted average interest rate for long-term debt are as follows:

Fair
2008 2009 2010 2011 2012 Thereafter Total Value
Long-term debut:
Iixed rate §23927 § 7,057 §54,278 §27,083 § 38,611 $1,023024 $1,173,980 §1,164,857
Vatiable rate - - - - 65,000 - 45,000 65,910
Total 23927 § 7,057 §54278 §27083 §103,611 $£1,025024 $1,238980 §1,230,767
Weighted average
interest rate 6.51% 4.39% 6.37% 6.30% 5.27% 5.12% 5.58%

From tme 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, 2006, our carrying value of certain
investments was 3499, which reflects the market value of such investments and is in excess of our original cost. During 2007,
we sold these invesiments and as of Diecember 31, 2007 the balance of our marketable equity securities is judged to be de
minimis.

Capitalization

The following table summarizes our capitalization during the past five years:

December 31, 2007 2006 2005 2004 2003
Long-term debt* 55.9% 51.6% 52.7% 52.8% 52.8%
Common stockholders’ equity 44.1% 48.4% 47.3% 47.2% 47.2%

100.0% 180.0% 100.0% 100.0% 100.0%

*Tncludes curtent portion, as well as for the first time in 2007, our borrowings

under a variable rate revolving credit agreement of 365,000.

Over the past five years, the changes in the capitalization ratios primarily resulted from the issuance of common stock, and the
issuance of debt to finance our acquisitions and capital program. It is our goal to maintain an equity ratio adequate to support
the current Standard anel Poors corporate credit rating of “A+" and its senior secured debt rating of “AA-" for Aqua
Pennsylvania, our largest operating subsidiary,

Dividends on Common Stock

We have paid common dividends consecutively for 63 years, Effective September 1, 2007, our Board of Directors authorized
an increase of 8.7% in the dividend rate over the amount we paid in the previous quareer. As a result of this authorization,
beginning with the dividend payment in September 2007, the annualized dividend rate increased to $0.50 per share from $0.46
per share. This is the 17% dividend increase in the past 16 years and the ninth 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. During the past five years, our
common dividends paid have averaged 60.3% of net income.
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AQUA AMERICA, INC. AND SUBSIDIARIES

Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
(In thousands of dollars, except per share amounis)

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 of regulatory assets and liabilities as
permitted by Statement of Financial Accounting Standards (“SFAS™) No. 71, “Accounting for the Effects of Cerrain ‘Types of
Regulation,” the valuation of our long-lived assets which consist primarily of Utility Plant in Service, regulatory assets and
goodwill, our accounting for postretirement benefits and our accounting for income taxes. We have discussed the selection and
development of cur 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 petiod. The
estmated usage 18 based on our judgment and assumptions; our actual results could differ from these estimates which would
result in operating revenucs being adjusted in the period that the revision to our estimates are determined.

[n some cperating divisions, we commence the billing of our utility customers, under new rates, upon authorization from the
respective regulatorny 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 roling, We menitor the 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 final
ruling, Please refer to the section named “Operating Revenues™ for a discussion of revenue currently being recognized under
rate filings that ave not final,

Regulatory Asscts and Liabilities — STAS No. 71 stipulates generally accepted accounting principles for companies whose
rates are established by or are subject to approval by an independent third-party regulator. In accordance with SFAS No. 71,
we defer costs and credits 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 recegnized in the income statement in the same period that they
arc reflected in our rates charged for water and 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 Hability would be adjusted to reflect the
change in out assessiment or change in regulatory approval.

Valuation of Long-Lived Assets, Goodwill and Intangible Assets— In accordance with the requirements of SFAS No.
L4+, “Accounting for the Impairment or Disposal of Long-Tived Asscts”, we review for impairment of our long-lived assets,
including Urility Plant in Service. We also review regulatory assets for the continued application of SFAS No. 71. Our review
deterinines whether there have been changes in circumstances or events that have occurred that require adjustments to the
catrving value of these assets, Ln accordance with SFAS No. 71, adjustments to the carrying value of these assets would be
macle ininstances where the inclusion in the rate-making process is unlikely.

[n accordance with SI'AS No. 142, “Goodwill and Other Intangible Assets,” we test the goodwill atributable to each of our
reporting units for impaivment at least anaually on July 31, or more often, if certain circumstances indicate a possible
impairment may exist. We evaluate goodwill for impairment using the discounted cash flow methodologies, transaction values
for other comparable companics, and other valuation techniques for all of our reporting units with goodwill balances. The
cvaluation 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 cvents oceur, or estimates and assumptions
which were used in our impairment test change, we may be required to record an impairment charge for goodwill. Based on
our comparison of the estimated fair value of cach reporting unit to their respective carrying amounts, the impairment test
performed in 2007 concluded that none of our goodwill was impaired.

Accounting for Postretivernent Benefits — We maintain a qualified defined benefit pension plan and plans that provide for
certain postretiremnent benefits other than pensions. We follow ST'AS No. 87, “Thunployers” Accounting for Pensions,” SFAS
No. 106, “limployers’ Accounting for Postretitement Benefits Other Than Pensions,” and SFAS No. 158, “Employers’
Accoundng [or Delined Benefit Pension and Other Postretirement Plans,” when accounting for these benefits. Accounting for
pensions and other postretirement benefits requires an extensive use of assumptions about the discount rate, expected return
an plan assets, the rate of future compensation increases received by our employees, mortality, turnover and medical costs,
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Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
(In thousands of dollars, except per share amonnts)

Fach 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 othert postretitement benefit expense that we recognize,

Our discount rate assumption was determined using a yield curve that was produced from a universe containing over 500 1.5,
issued Aa-graded corporate bonds, all of which were noncallable (or callable with make-whole provisions), and excluding the
10% of the bonds with the highest yields and the 10% with the lowest yields. The discount rate was then developed as the
single rate that would produce the same present value as if we used spot rates, for various time petiods, to discount the
projected pension benefit payments. Our pension expense and liability (benefit obligations) increases zs the discount rate is
reduced. A 25 basis-point reduction in this assumption would have increased 2007 pension expense by $704 and the pension
liahilities by 87,500. The present values of Aqua Ametica’s furure pension and other postretirement obligations were
determined using discount rates of 6.25% at December 31, 2007 and 5.90% at December 31, 2006. Our expense under these
plans is determined using the discount rate as of the beginning of the year, which was 5.90% for 2007, and will be 6.25% for
2008.

Our expected return on 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 plan assets as of the last day of its fiscal year, and is a determinant for the expected return on assets which is a
component of net pension expense. Our pension expense increases as the expected return on assets decreases. A 25 basis-
point reduction in this assumption would have increased 2007 pension expense by $350. For 2007, we used an 8.0% expected
return on assets assumption which will remain unchanged for 2008, The expected return on assets is based on 2 targeted
allocation of 50% to 75% equities and 25% to 50% fixed income, We believe that our actual long-term asset allocation on
average will approximate the targeted allocation. Qur targeted allocation is driven by the investment sixategy to earn a
reasonable rate of return while maintaining risk at acceptable levels through the divessification of investments across and
within various agset categories.

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 2008 our pension contribution
is expected to be approximately $12,186. In establishing the contribution amount, we have consideted the potential impact of
funding rule changes under the Pension Protection Act of 2006 and at this time do not anticipate the need to revise this
amount based on the new rules. 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. During 2008, our funding of other
postretirement benefit plans are expected to approximate §2,959.

Accounting for Income taxes — We estitate 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 resuliing from the treatment of
certain items, such as depreciation, for tax and financial statement reporting. These differences result in the recognition of a
deferred tax asset or liability on our consolidated balance sheet and require us o make judgments regarding the probability of
the uldmate tax impact of the various transactions we enter into. Based on these judgments we may record tax reserves or
adjustments to valuation 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 increase income tax expense in the period
that these changes in estimates occur. On January 1, 2007, we adopted FASB Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes-An Interpretation of FASB Statement No. 109, which prescribes a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken
in a tax return, See the section titled “Impact of Recent Accounting Pronouncements” for additional informaton.
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IMPACT OF RECENT ACCOUNTING PRONOUNCEMENTS

In December 2007, the Financial Accounting Standards Board (“T'ASB”) issued Statement of Financial Accounting Standards
(“SI'AS”) No. 14[(R), “Business Combinations,” which replaces SFAS No. 141, SFAS No. 141(R) establishes principles for
recognizing assets and liabilites acquired in a business combination, contractual contingencies and cettain acquired
contingencies to be measured ac their fair values at the acquisition dare, This statement requires that acquisition-related costs
and restructuring costs be recognized separately from the business combination. SFAS No., 141(R) is effective for our fiscal
vear beginning January 1, 2009. We are currently evaluating the requirements of SFAS No. 141R to determine the impact of
adopton.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements — an
amendment of ARB No. 51.” This statement establishes accounting and reporting standards for the noncontrolling interest in
a subsidiary, the amount of censolidared net income actriburable to the parent and ro the noncontrolling interest, changes in a
parent’s ownership interest and the valuation of retained noncontrolling equity investments when a subsidiary is
deconsolidated. This statement requires expanded disclosures in the consolidated financial statements that clearly identify and
distinguish between the interest of the parent and the interest of the noncontrolling owners. STAS No. 160 is effective for our
fiscal year beginning January 1, 2009. We believe this statement will not have a material impact on our results of operations or
financial position.

In February 2007, the FASB issued STPAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities.” This
statement permils eatities to choose to measure many financial instraments and certain other items at fair value, The objective
is to improve financial repotting by providing entities with the opportunity to mitigate volatility in reported earnings caused by
measuring refated asscts and liabilities differently without having to apply complex hedging accounting provisions. SFAS No.
159 is effective for our fiscal year beginning January 1, 2008. We believe this statement will not have a matetial impact on our
results of operations or financial position.

In September 2006, the FASB issucd SFAS No. 157, “Fair Value Measurements.” This staternent defines fair value,
establishes a framework for using fair valuc to measurc assets and liabilities, and expands disclosures about fair value
measurements. The statement applics when other statements tequite or permit the fair value measourement of assets and
liabilities. This statement does not expand the use of fair value measurement. ST'AS No. 157 is effective for our fiscal year
beginning January 1, 2008. We believe this stateiment will not have a material impact on our results of operations or financial
position.

In June 2006, the FASB issued FASDB Interpretation No. (“FIN") 48, “Accounting for Uncertzinty in Income Taxes—An
Interpretation of FASD Statement No. 109,” which prescribes a recognition threshold and measurement ateribute for the
financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return. We adopted
the provisions of TIN 48 as of January 1, 2007 and have analyzed filing positions in owr federal and state jurisdictions where
we are required to file income tax returns, as well as for all open tax years in these jurisdicdons, Our reserve for uncertain tax
positions was insignificant upon adoption of FIN 48 and we did not record a cumulative effect adjustment related to the
adopdon of FIN 48, We believe our income rax filing positions and deductions will be sustained under audit and believe we do
not have significant uncertain tax positions that, in the event of adjustment, will result in a material effect on our results of
operations or financial position. We have clected to recognize accrued interest and penalties related to uncertain tax positions
as 1come tax expense.
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AQUA AMERICA, INC. AND SUBSIDIARIES

Management’s Repart On Internal Control Over Financial Reporiing

Management of Aqua America, Inc. (the “Company”) 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 reporting 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 intetnal contro] over financial reporting includes those
policies and procedutes that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositons of the assets of the Company; (2) provide reasonable assurance that transactions atre 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 authotizations of management and
directors of the Company; and (3) provide ressonable 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 inhetent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of cffectivencss 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 agsessing the effectiveness of internal control over financial reporting, management used the criteria set forth by the
Committee of Sponsoring (rganizations of the Treadway Commission (COSO) in Infernal Control-Integrated Pramework. As a
result of management’s assessment and based on the criteria in the framework, management has concluded that, as of
Deccember 31, 2007, the Company’s internal control over financial reporting was effective.

The effectivencss of our internal control over financial repotting as of December 31, 2007 has been audited by
PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in their report shich is included
herein.

Ut DAt Aot £ fritlp

Nicholas DeBenedictis David P. Smeltzer
Chairman, President and Chief Execntive Officer Chief Finansial Cfficer

Febroary 26, 2008
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Report of Independent Registered Public Accounting Firm

Ta the Board of Dircctors and Shareholders
of Aqua America, Inc.:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income and
comprchensive income, of capiralization, of common stockholders’ equity and of cash flows present fairly, in all material
respects, the financial position of Aqua America, Inc. and its subsidiaries at December 31, 2007 and 2006, and the results of
their operations and their cash flows for cach of the three years in the period ended December 31, 2007 in conformity with
accounting principles generally accepted in the United States of Ametica. Also, in our opinion, the Company maintained, in all
material respects, cffective internal control over financial reporting as of December 31, 2007, based on criteria established in
Internal Control — Lntegrated Framenork issued by the Committec of Sponsoring Organizations of the Treadway Commission
{COSOY. The Company’s management is responsible for these 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 these financial statements and on the Company’s internal control over financial reporting based on our integrated audits.
We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States), 'Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement and whether effective internal control over financial reporting was
maintained in all material tespects. Our audits of the financial statements included examining, oo a test basis, evidence
supporting the amounts and disclosures in the tinancial statements, assessing the accounting principles used and significant
estimaces made by management, and evaluating the overall financial statement presentation,

As discussed in Note 15 to the consolidated financial statements, the Company changed the manner in which it accounts for
sharc-based compensation in 2006.

Our audit of internal control over financial reporting included obtaining an understanding of internal control over financial
reporting, assessing the risk thar 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 consider
necessary in the circumstances. We believe that our audits provide a reasonable basis for cur opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of tinancial 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 faidy reflect the transactions and
dispositions of the asscts of the company; (i) provide reasonable assurance that transactions are recorded as necessary to
permit prepatation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company arc being made only in accordance with anthorizations of management and directors of the
company; and {iii) provide reasonable assurance regarding prevention or timely detection of unauthotized acquisition, use, or
disposition ¢f 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.

PricewaterhouseCoopers LLP
Philadelphia, Pennsylvania
February 26, 2008
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AQUA AMERICA, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
(In thousands, except per share amounts)

Years ended December 31, 2007, 2006 and 2005

Operating revenues

Opﬁfﬂtjﬂg CcOsts ﬂ[ld CXPCHSCSI
Operations and maintenance
Depreciation
Amortization
Taxes other than income taxes

Operating income

Other expensc (income):
Interest expense, net
Allowance for funds used during construction
Gain on sale of other assets

Income before income taxes

Provision for income taxes

Net income

Net income
Other comprehensive income (loss), net of tax:
Minimum pension liability adjustment
Unrealized holding pains on investments
Reclassification adjustment for gains reported in net income

Comprehensive income

Net income per common share:
Basic
Diluted

Average common shares outstanding during the period:
Basic

Diluted

See accompanying notes to consolidated financial statements.
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2007 2006 2005
$ 602,499 § 533491 § 496,779
253,002 219,560 203,088
83,178 70,895 60,747
4,833 4,146 4,741
45 380 33,343 31,696
386,483 327,044 300,272
216,016 205,547 196,507
66,921 58,432 52,062
(2,053) (3,941) (2,447)
(3,494) (1,194) (1,177)
155,542 152,250 148,069
60,528 60,246 56,913
§ 05014 5 92004 § 91,156
§ 95014 § 92004 S 91,156
- 3,082 (1,340)

1,121 194 -

(1,315) - -
(194) 3276 (1,340}
§ 04820 § 057280 5 89,816
$ 072§ 070 % 0.72
5 0.71 % 0.70 5 0./1
132,814 130,725 127,364
133,602 131,774 129,206




AQUA AMERICA, INC, AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(In thousands of dollars, except per share amounts)
December 31, 2007 and 2006

Assets
Praperty, plant and cquipment, at cost
Less: aceomulated depreciation
Net prapesty, plant and equipment

Current assets:
Cash and cash equivalents
Accounts receivable and unbilled vevenues, net
Invenuory, matenals and supplics
Prepayments and other current assets
Total current assets

Regulatory assets

Deferred charges and other assets, net
Tunds restricted for construction activity
Goodwill

Liabilities and Stockholders' Equity
Common stockholders' equity:
Common stock ac $.50 par value, authorized 300,000,000 shares,
issued 134,099,240 and 133,017,325 in 2007 and 2006
Capital in excess of par value
Retained earnings
Treasury stock, at cost, 699,090 and 691,746 shares in 2007 and 2006
Accumulated other comprehensive icome
Total cominon stockholders' equity

Minority Interest
Long-term debt, excluding current portion
Cominitments and contingencies (See Note 9)

Current liabilities:
Current portion of long-term debt
l.oans payable
Accounts payable
Accrued interest
Accrued taxes
Other accrued liabilitics
Total corrent liabilities

Deferred credits and other labilities:
Deferred income taxes and investment tax credits
Customers’ advances for construction
Regulatoty liabilities
Other
Total deferred credits and other liabilities

Contributions in aid of construction

See accompanying notes to consolidated financial statements.
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2007 2006
g 3,573,996 § 3,185,111
781,202 679,116
2,792,794 2,505,995
14,540 44,039
82,921 72,149
8,803 8,359
9,247 10,153
115,511 134,700
164,034 165,063
41,321 38 075
76,621 11,490
36,631 22,580

T 3026012 5 2RT7.005

§ 67050 § 66509
572,050 548,806
350,364 319,113
(13,166) (12,992)

; 104
076,298 021,630
1,979 1,814
1,215,053 951,660
23,927 31,155
56,918 119,150
45,801 49,406
15,741 14,050
16,686 19,350
24,139 22,500
183212 255611
307,651 273,199
85,773 76,820
12,460 11,592
68,797 64,879
474,681 126,490
375,689 320,698

$ 3,020912 % 2,877,903




AQUA AMERICA, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CAPITALIZATION
{In thousands of dollars, except per share amounts)
December 31, 2007 and 2006

2007 2006
Common stockholders' equity:
Common stock, .50 par value g 67,050 % 66,509
Capital in excess of par value 572,050 548,806
Retained carnings 350,364 319,113
Treasury stock, at cost {13,166) {12,992)
Accumulated other comprehensive income - 194
Total common stockholders' equity 976,298 927,630
Long-term debt:
Long term debt of subsidiaries (substantially
sccured by utility plant):
Interest Rate Range Maturicy Date Range
0.00% o 0.99% 2024 to 2034 2,719 2,827
1.00% to 1.99% 2011 to 2035 21,368 16,714
2.00% to 2.99% 2019 to 2027 26,376 21,577
3.00% to 3.99% 2010 to 2023 18,013 30,807
4.00% to 4.99% 2020 to 2041 196,707 129976
5.00% to 5.99% 2012 to 2043 317,913 244,545
6.00% to 6.99% 2008 to 2036 109,730 116,360
7.00% to 7.99% 2008 to 2025 35,186 38,066
8.00% to 8.99% 2021 to 2025 35,055 35,288
9.00% to 9.99% 2008 to 2026 77,609 84,839
10.00% to 10.99% 2018 to 2018 6,000 6,000
840,676 726,999
Notes payzble to bank under revolving credit
agreement, variable rate, due May 2012 65,000 -
Unsecured notes payable:
Notes of 4.87%, due 2010 through 2023 135,000 135,000
Notes ranging from 5.00% to 5.99%,
due 2014 through 2037 192,132 120,000
Noates of 6.05%, due in 2007 and 2008 172 816
1,238,980 982,815
Current portion of long-term debt 23,927 31,155
Long-term debt, excluding current portion 1,215,053 951,660
Total capiralization g 2,191,351 § 1,873,290

Sce accompanying notes to consolidated financial statements.
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AQUA AMERICA, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS EQUITY
(In thousands of dollars, exeept per share amounts)

Balance at December 31, 2004
Net income
Other comprehensive loss: minimum
pension Lability adjustment, net of
income tax of 5722
Dividends
Stack issued for acquisidons (24,684 shares)
Stock split
Sale of stock (471,682 shares)
Repurchasc of stack (56,930 shares)
Tiguity Compensation Plan (37,751 shares)
lixercise of stock options (1,327,717 shares)
Employee stock plan tax benefits
Amortization of unearned compensation
Balance ac December 31, 2005
Net income
Other compichensive income:
Unrealized holding gain on investments,
net of income tax of $105
Minimum pension liability adjustment,
net of income tax of §1,660
Dividends
Salc of stock (2,688,332 shares)
Repurchase of stock (36,346 shates)
Equity Compensation Plan (37,200 shares)
Reclassification of unearned compensation
Excrcise of stock options (666,212 shares)
Stock-based compensation
Timployee stock plan tax benefics
Balance at Pecember 31, 2006
Nert income
Other comprehensive income:
Unrealized holding gain on investments,
net of income tax of $603
Reclassification adjustment for gains
reported in net income, net of
income ax of 3708
Dividends
Sale of stock (482,785 shares)
Repurchase of stock (35,486 sharcs)
Tiguity Compensation Plan (50,000 shares)
lixercise of stock options {577,272 shares)
Stock-based compensation
Employee stock plan tax benefits
Balance at December 31, 2007

Accumulated Unearned
Capital in Orther Compensation
Common  excess of Retained Treasury  Compiehensive on Restricted
stock par value  earnings stock Income Stock Total
348,036 $ 468524 § 245115 $(12,702) § (1,742) 8 - & 7477231
- - 91,156 - - - 91,156
- - - - (1,340 - (1,340
- - (51,139 - - - (51,139
12 663 - - - - 673
16,095 (16,095) - - - - -
161 7,943 - 1,537 - - 9,641
- - - {1,749 - - (1,749
14 708 - - - (722) -
511 11,264 - - - - 11,775
- 5,501 - - - - 5,501
- - - - - 172 172
64,820 478,508 285,132 (12,914) (3,082) (550) 811,923
- - 92,004 - - - 92,004
- - - - 194 - 194
- - - 3,082 - 3,082
- - (58,023) - - - (58,023
1,328 55,866 - 394 - - 58,088
] - § 972) - - {672
19 {19 - - - - -
- (350) - - - 550 -
333 7,629 - - - - 7,962
- 4,235 - - - - 4,235
- 3,137 - - - - 3,137
66,509 548,806 319,113 (12,992) 194 - 921,630
- - 95,014 - - - 95,014
- - 1,121 - 1,121
- - - (1,315 - (1,315)
- - (63,763) - - - (63,763)
227 9,483 - 689 - - 10,399
- - - (663) - - (863)
25 (25) - - - - -
289 7,036 - - - - 7,325
- 4,871 - - - - 4871
- 1,879 - - - - 1,879
B 67,050 8572050 § 350,304 3(13,166) § - - 3 976,298

Sce accompanying notes to consalidated financial statements.
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AQUA AMERICA, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands of dollas)

Years ended December 31, 2007, 2006 and 2005

2007 2006 2005

Cash flows from operating activitics:
Net income % 95,014 % 92,004 % 91,156
Adjustiments to reconcile net income to net cash
flonws from operating activities:

Depreciation and amortization 88,011 75,041 64,993
Deferred income taxes 21,993 10,7594 26,027
Stock-based compensation 4,320 3,604 485
Gain on sale of utility system (1,095) - -
Gain on sale of other assets (3,494 (1,194) (L,177)
Net dectease (increase) in receivables, inventory and prepayments (7,235) (8,76%) 7,572
Net increasc {decrease) in payables, accrued interest, accrued
raxes and other acerued liabilities {7,382) {5,600 12,933
Other 4,036 4,855 (2,325)
et cash tlows from operating activities 194,168 170,726 199,674

Cash flows from investing activities:
Property, plant and equipment additions, including allowance for

funds used during construction of 82,953, 33,941 and $2,447 (238,140) (271,706) (237,462)
Acquisitions of utility systems and other, net (51,226) (11,848) (11,633)
Release of funds previously restricted for construction activity 53,948 59,407 56,137
Additions to funds restricted for construction activity (117,442) (2,332 (107,560)
Net proceeds from the sale of other assets 6,981 1,283 1,300
Other 1,795 {213) 102

Net cash flows used in investing activities (344,044) (225,349 (299,122)
Cash flows from financing activities:
Customers' advances and contributions in aid of construction 9,605 12,031 14,728
Repayments of customers' advances (5,560) (5,168) {4,792)
Net proceeds (repaymerts) of short-term debt {62,232) (19,355) 63,695
Proceeds from long-term debrt 275,757 103,360 147,012
Repayments of long-tesm debt (46,987) (24,600) (83,235)
Change it cash overdraft position (4,691) 11,166 (8,808)
Proceeds from issuing common stock 10,399 58,088 9,641
Proceeds from exercised stock options 7,325 7,962 11,775
Stock-based compensation windfall tax benefits 1,387 2,307 -
Repurchase of common stock (863) (972) (1,749)
Dividends paid on commen stock {63,763) (58,023) {51,139
Net cash flows from financing activities 120,377 86,790 97,128
Net incteasc {decreasc) in cash and cash equivalents (29,499 32,167 (2,320)
Cash and cash cquivalents at beginning of year 44,039 11,872 14,192
Cash and cash cquivalents at end of year 3 14,540 % 44039 3% 11,872
Cash paid during the year for:
Interest, net of amounts capitalized 8 62,113 § 53,222 § 48,278
Income taxes 5 41472 § 28,700 § 30,734

Sec Note 1 - Summary of Significant Accounting Policies-Customers’ Advances for Construciion, Acquisitions
and Notc 15 - Employee Stock and Incendve Plan for description of non-cash activities.
See accompanying notes to consolidated financial statements.
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AQUA AMERICA, INC, AND SUBSIDIARILES

Notes to Consolidared Financial Statcements
(ln thousands of dollars, except per shate amounts)

Note 1 - Summary of Significant Accounting Policies

Nature of Operations — Aqua America, Inc. (“Aqua America” or the “Company”) is the holding company for regulated
utilides providing water or wastewater services in Pennsylvania, Ohio, North Carolina, Hlinois, Texas, New Jersey, New York,
Florida, Indiana, Virginia, Maine, Missouti and Scuth Carolina. Our largest operating subsidiaty, Aqua Pennsylvania, lnc.,
accounted for approximately 52% of our operating revernues for 2007 and provided water or wastewater services to customers
in the suburban arcas north and west of the City of Philadelphia and in 23 other counties in Pennsylvania. The Company’s
other subsidiaties provide similar services in 12 other states. In addition, the Company provides water and wastewater service
through operating and maintenance contracrs with municipal autherities and other parties, and septage hauling services, close
to our utility companies’ service territories.

The company has identified fourtcen operating segments and has one reportable segment named the Regulated segment. The
reportable sepment is comprised of thirteen operating segments for our water and wastewater regulated utility companies
which are organized by the states whese we provide these services. These operating segments are aggregated into one
reportable segment since each of the Company’s operating scgments 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 additdon, one segment is not quantitatively significant to be reportable and is comprised of the
businesses that provide on-site septic tank pumping, sludge hauling services and certain other pon-regulated water and
wastewater services, This segment is included as a component of “other,” in addition w corporate costs that have not been
allocated to the Regulated segment and intersegment eliminations.

Repulation — Most of the aperating campantes that are regulated public utlities are subject to regulation by the public utility
commissions of the states in which they operate. The respective public uility commissions have jurisdiction with respect to
rates, service, accounting procedurcs, issuance of securities, acquisitions and other nyatters. Some of the operating companies
that are regulated public utilities are subject to rate regulation by county or city government. Regulated public utilities follow
Statement of Tinancial Accoundng Standards (“SFAS”) No. 71, “Accounting for the Effects of Certain Types of Regulation.”
SIFAS No. 71 provides for the recognition of regulatory 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.

Consolidarion — The consolidated financial starements include the accounis of the Company and its subsiciaries. All material
intercompany accounts and transactions have been eliminared.

Recognition of Revenues — Revenues include amounts billed to customets on a cycle basis and unbilled amounts based on
estimated usage from the latest billing to the end of the accounting period. Non-regulated revenues are recognized when
services ave performed and ace primarily associated with septage hauling services, operating and maintenance contracts and
data processing service fees. The Company’s Regulated segment includes non-regulated revenues that totaled $12,935 i 2007,
$13,525 in 2006 and $13,161 in 2005, In addition to the Regulated segment operating revenues, the Company has other non-
regulated revenues of $12,756 in 2007, §7,198 in 2006 and $3,323 in 2005,

Property, Plant and Ilguipment and Depreciatfon — Property, plant and equipment consist primarily of utility piant. The
cost of additions includes contracied cost, direct labor and fringe benefits, materials, overheads and, for certain utility plant,
allowance for funds used during construction. Water systems acquired atre recorded at estimated original cost of utility plant
when first devoted to utlity service and the applicable depreciation is recorded t¢ accumulated depreciation, The difference
berween the estumated otiginal cost, less applicable accumulated depreciation, and the purchase price is recorded as an
acquisition adjustment within utility plant. At December 31, 2007, udlity plant includes a net eredit acquisition adjusement of
$49,994, which is generally being amostized from 4 to 20 years, except when regulation does not permit amortization,
Amortization of the acquisition adjustments towaled 83,732 in 2007, $4,239 in 2006 and $3,674 in 2005,

Udility expenditures for maintenance and repairs, including majot maintenance projects and minor tenewals and bettermeats,
are charged to operaling expenses when incurred in accordance with the system of accounts prescribed by the public utility
commissions of the states in which the company operates. The cost of new units of propetty and betterments are capitalized.
Utility expenditures for water main cleaning and relining of pipes are deferred and recorded in net property, plant and
‘cquipment in accordance with SFAS No. 71. As of December 31, 2007, $15,501 of costs has been incutred since the last rate
proceeding and the Company expects to recover these costs in future rates,
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AQUA AMERICA, INC. AND SUBSIDIARIES

Notes to Consolidated Finaacial Staternents {contnued)
(In thousands of dollars, except per share amounts)

The cost of softsvare upgrades and enhancements are capitalized if they result in added functionality which enable the softwate
to perform tasks it was previously incapable of performing, Certain information technology costs associated with major system
installations, conversions and improvements, such as software training, datz conversion and business process reengincering
costs, are deferred as a regulatory asset if the Company expects to recover these costs in future rates. If these costs are not
deferred in accordance with SFAS No. 71, then these costs are charged to operating expenses when incurred. As of December
31, 2007, $8,260 of costs have been deferred, since the last rate proceeding, as a regulatory asset, and the deferral is reported as
a component of net property, plant and equipment.

When units of utility property arc replaced, retited ot abandoned, the recorded value thereof is credited to the asset account
and such value, together with the net cost of removal, is charged to accumulated depreciation. To the extent the Company
recovers cost of removal or other retivement costs through rates after the retirement costs are incurred, a regulatoty asset is
recorded. In some cases, the Company recovers retirtement costs through rates during the life of the associated asset and
before the costs are incurred. These amounts result in & regulatory lability being reported based on the amounts previcusly
recovered through customer rates.

The straight-line remaining life method is wsed to compute depreciation on utility plant. Generally, the straight-line method is
used with respeet o transportation and mechanical equipment, office equipment and laboratory equipment.

In accordance with the requirements of SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”,
the long-lived assets of the Company, which consist primarily of Udlity Plant in Service and regulatory assets, are reviewed for
impairment when changes in circumstances or events occur. There has been no change in circumstances or events that have
occurred that requite adjustments to the carrying values of these assets.

Allowance for Funds Used During Construction — The allowance for funds used during construction (“AFUDC”) is a
non-cash credit which represents the estimated cost of funds used to finance the construction of utility plant. In general,
AFUDC is applied to constructon projects requiring more than one month to complete. No AFUDC is applied to projects
funded by customer advances for construction or contributions in aid of construction. 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 2007 was $22, in 2000 was §6 and in 2005 was §1. No interest
was capitalized by our non-regulated businesses.

Cashr and Cash Equivalenits — The Company considers all highly liquid investments with an original maturity of three
months or less, which are not restricted for construction activity, to be cash equivalents.

The Company had a book overdraft for certain of jts disbursement cash accounts of $9,048 and $13,739 at December 31, 2007
and 2006, respectively. A book overdraflt represents transactions that have not cleared the bank accounts at the end of the
period. The Company transfers cash on an as-needed basis to fund these items as they clear the bank in subsequent petiods.
The balance of the book overdraft is reported as accounts payable and the change in the book overdraft balance is reported as
cash flows from financing activities,

Accounts Recejvable — Accounts receivable are recorded at the invoiced amounts. 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.

Regulatory Assets, Deferted Charges and Other Assets — Deferred charges and other assets consist of financing expenses,
other costs and marketable secutitics. Defetred bond issuance expenses are amortized over the life of the related issues. Call
premiums related to the eatly redemption of long-term debt, along with the unamortized balance of the related issuance
expense, ate deferred and amortized over the life of the long-term debt used to fund the redemption. Other costs, for which
the Company has received ot expects to receive prospective rate recavety, are deferred as a regulatory asset and amortized aver
the period of rate recovery in accordance with SFAS No. 71.

Marketable securitics are consideted “available-for-sale” and accardingly, are carried on the balance sheet at fair market value.
Unrecognized gains are included in other comprehensive income,
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AQUA AMERICA, INC. AND SUBSIDIARTES

Notes to Consolidated Financial Statements (continued)
{In thousands of dollars, except per share amounts)

Goodwill-— Goodwill represents the excess cost over the fair value of net tangible and dentifiable intangible assets acquired
through acquisitions. Goodwill is not amortized but is tested for impairment annually, or more often, if circumstances indicate
a possible impairment may exist. The Company tested the goodwill attributable to cach of our reporting units for impairment
as of July 31, 2007, in conjunction with the timing of our annual strategic business plan. Based on the Company’s comparison
of the estimated fair value of cach reporting unit to their respective carrying amounts, the impairment test concluded that none
of its goodwill was impaired. The following table summarizes the changes in the Company’s goodwill:

Regulated
Segment Other  Consolidated

Balance at December 31, 2005 § 20,078 % 102 % 20,180

Goodwill acquired during year 226 3,941 4,167
Reclassifications to utility plant

acquisition adjustment (1,767) - (1,767)
Balanece at December 31, 2006 18,537 4,043 22580
Goodwill acquired during year 13,988 - 13,988
Reclassifications to uility plant

acquisition adjustment {12 - (12)
Other {3) 78 75

Balance at December 31, 2007 S 32510 9 4121 § 30,631

Income Taxes— The Company accounts for certain income and expense items in different dime periods for financial
reporting than for tax reporting purposes. Deferred income taxes are provided on the 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 ailowed currently in rates is recorded as deferred taxes with an offsetting
regulatory asset or liability. These deferred income taxes are based on the enacted tax rates expected to be in effect when such
temporary differcnces are projected to reverse, Investment tax credits are deferred and amortized over the estimated useful
lives of the related propertes. Judgment is sequired 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 may establish reserves when
it believes that certain 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,

Customers’ Advances for Construction and Contiibutions in Aid of Construction — Water mains, other utility property
or, in some instances, cash advances to reimburse the Company for its costs to consiruct water mains or other udlity property,
are conttibuted to the Company by customers, real estate developers and builders in order to extend utility service to their
propetties. The value of these contributions is recorded as Customers” Advances for Construction. Non-cash property, in the
form of water mains and wastewater systems, has been received, generally from developers, as advances or contributions of
$56,210, $16,852 and $15,729 in 2007, 2006 and 2005, respectively. The increase in non-cash property conttibutions in 2007 is
due to the receipt of mains, wastewater systems and wastewater treatment plaats, 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 age
connected to and take service from the main, After all refunds are made, any remaining balance is transferred to Contributions
in Aid of Construction. Coatributions in aid of construction include direct non-refundable contributions and the portion of
customers’ advances (or consiruction that become non-refundable. '

Conuibuted property is generally not depreciated for rate-making purposes as certain states’ repulatory guidelines provide that
contributions in aid of construction received must remain on the Company’s consolidated balances sheet indefinitely. Based on
regulatory conventions in other states where the Company operatces, certain of the subsidiaties do depreciate contributed
property and amortize contribudons in z2id of construction at the composite rate of the related property. Contributions in Aid
of Construction are deducted from the Company’s rate base for rate-making puiposes, and therefore, no return is earned on
contribured property.

Inventories, Materials and Supplies — Inventories are stated at cost. Cost is principally determined using the first-in, first-
out method.

30



AQUA AMERICA, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)
{In thousands of dollars, except per shate amounts)

Stock-Based Compensation — Effective January 1, 2006, the Company accounts for stock-based compensaton using the
fair value recognition provisions of SFAS No. 123R, “Share-Based Payment”. Prior to January 1, 2006, the Company
accounted for stock-based compensation using the intrinsic value method in accordance with APB Opinion No. 25.
Accordingly, no compensation expense related to granting of stock options had been recognized in the financial statements
prior to adoption of SFAS No. 123R for stock options that were granted. The following table provides the pro forma net
income and carnings per share for the year ended December 31, 2005 as if compensation cost for stock-based employee
compensation was determined as of the grant date under the fair value method of SFAS No. 123, “Accounting for Stock-
Based Compensaton,” as amended by SFAS No. 148 “Accounting for Stock-Based Compensation -- Transition and
Disclosure.”

Net income, as reported $ 91,156
Add: stock-based employee compensation

expense included in reported net income,

net of tax 290
Less: pro forma expense related to stock

options granted, net of tax effects (2,054)
Pro forma $ 89,392

Basic net income per share:

As reported g 072

Pro forma 0.70
Diluted net income per share:

As reported g 0.71

Pro forma 0.69

For the putposes of this pro forma disclosure, the fair value of the options at the date of the grant was estimated using the
Black-Scholes option-pricing model.

Use of Estitnates 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 liabilides and disclosure of contingent assets
and liabilities at the dare of the financial statements and the reported amounts of revenues and expenses during the reporting
petiod. Actual results could differ from those estitates.

Reclassifications — Certain prior year amounts have been changed to conform with current yeat’s presentation,

Recent Accounting Pronouncements — In December 2007, the Financial Accounting Standards Board (“FASB”) issued
Statement of Financial Accounting Standards (“SFAS”) No. 141 (R}, “Business Combinations,” which replaces SFAS No. 141,
SFAS No. 141(R) establishes principles for recognizing assets and liabilities acquired in a business combination, contractual
contingencies and certain acquired contingencies to be measured at their fair values at the zequisition date. This statement
requires that acquisition-related costs and restructuring costs be recognized separately from the business combination. SEAS
No. 141(R) is effective for the Company’s fiscal year beginning January 1, 2009. The Company is currently evaluating the
requirements of SFAS No. 141R to determine the impact of adoption.

In December 2007, the FASBE issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements — an
amendment of ARB No. 51.” This statement establishes accounting and reporting standards for the noncoatrolling interest in
a subsidiary, the amount of consolidated net income attributable to the parent and to the noncontrolling interest, changes in a
parent’s ownership interest and the valuation of retained noncontrolling equity investments when a subsidiary is
deconsolidated. This statement requites expanded disclosures in the consolidated financial statements that clearly identify and
cistinguish between the interest of the parent and the interest of the noncontrolling owners. SFAS No. 160 is effective for the
Company’s fiscal year beginning January 1, 2009, The Company believes this statement will not have a material impact on its
results of operations or financial position.
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AQUA AMERICA, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements (continued)
(In thousands of dollars, except per share amounts)

1n February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities.”” This
statement permits entties to choose to measure many financial instruments and certain other items at fair value. The objective
is to improve financial reporting by providing entities with the opportunity to mitigate volatility in reported earnings caused by
measuting related assets and labilitics differently without having to apply complex hedging accounting provisions. SFAS No.
159 is effective for the Company’s fiscal year beginning January 1, 2008, The Company believes this statement will not have a
matetial impact on its results of operations or financial position.

In September 2006, the FASB issued SUAS No, 157, “Fair Value Measurements,” This statement defines fair value,
cstablishes a framework for using fair value to measure assets and liabilides, and expands disclosures about fair value
measurements. The statement applies when other statements requice or permit the fair value measurement of assets and
liabilities. "This statement does not expand the use of fair value measurement. SFAS No. 157 is effective for the Company’s
fiscal year beginning January 1, 2008. The Company believes this statement will not have 2 material impact on its results of
operations or financial position.

In June 2006, the FASE issued FASB Interpretation No. (“TIN") 48, “Accounting for Uncertainty in Income Taxes—An
Incerpretation of FASB Statement No. 109, which prescribes a recognition threshold and measurement attribute for the
financial statement recognition and measurement of a tax position taken or expected to be raken in a tax return. The Company
adopted the provisions of FIN 48 as of January 1, 2007 and has analyzed filing positions in its federal and state jurisdictions
where it is required to file income tax returns, as well as for all open tax years in these jurisdictions. The Company’s reserve for
uncertain tax positions was Insignificant upon adoption of FIN 48 and the Company did not record a cumulative effect
adjustment related to the adoption of FIN 48, The Company believes its income tax filing posidons and deductions will be
sustained under audit and it belicves it docs not have significant uncertain tax positions that, in the event of adjustment, will
result in a material cffect on its results of operations or financial position. The Company has elected to recognize accrued
interest and penalties related to uncertain tax positions as income tax cxpense.

Note 2 - Acquisitiens

New York Water Service Corporation-— Pursuant to our strategy to grow through acquisitions, on January 1, 2007 the
Company completed the acquisition of the capital stock of New York Water Service Corporation (“New York Watet”) for
$26,664 in cash (uct of cash acquired of $2,288), as adjusted pursuant to the purchase agreement primarily based on working
capiral at closing, and the assumption of $23,000 of long-term debt. The acquired operation provides water service to 44,792
customers in several water systems located in Nassau County, Iong Island, New York. The acquired operation provides water
service to 44,792 customers in several warter systems located in Nassau County, Long Tsland, New York. The operating results
of New York Water have been included in our consolidated financial statements beginning Januaty 1, 2007. For the year ended
December 31, 2007, New York Water had operating revenues of 823,420, Under the purchase method of accounting, the
purchase price is allocated o the net tangible and intangible assets based upon their estimated fzir values at the date of the
acquisition. The purchase price allocation as of January 1, 2007 15 as follows:

Property, plant and cquipment, net % 42,057
Current assets 6,919
Other long-term assets 14,384
Goodwill 10,894
Total assets acquired 74,254
Current liabilities 1,352
[ong-term debt 23,000
Other long-term liabilitics 22738
Total liabilitics assumed 47 590
Net assets acquired § 26,664
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Orher Aequisitions — During 2007, in addition to New York Water Setvice Corporation, the Company completed 26
acquisitions or other prowth ventures in various states for an agpregate purchase price of §24,562 in cash. The operating
revenues included in the consolidated financial statements of the Company during the period owned by the Company wete
34,434, The pro forma effect of the businesses acquired in 2007 is not material to the Company’s results of operations.

During 2006, the Company completed 27 acquisitions or other growth ventures in various states for an aggregate putchase
price of $11,848 in cash. The operating revenues included in the consolidated financial statements of the Company duting the
period owned by the Company were $9,632 in 2007 and 34,511 1n 20006,

During 2005, the Company completed 30 acquisitions or other growth ventures in various states. The total purchase price of
$12,308 for the systems acquired in 2005 consisted of $11,633 in cash and the issuance of 24,684 shares of the Company’s
common stock. The operating revenues included in the consolidated financial statements of the Company during the petiod
owtied by the Company were $6,971 in 2007, $6,203 in 2006 and $2,145 in 2005.

Note 3 — Dispositions

In December 2007, the Company sold a water utility system for net proceeds of $1,498, which was in excess of the book value
for these asscrs. The proceeds were used to pay-down short-term debt and the sale resulted in the recognition in 2007 of a gain
on the sale of these assets, net of expenses, of $1,095. The gain is reported in the 2007 consclidated statement of income as a
reduction to operations and mainitertance expense, This water system tepresented less chan 0.1% of Aqua America’s total
assets.

The City of Fort Wayne, Indiana has authorized the acquisition by eminent domain of the notthern portion of the udlity
system of one of the operating subsidiaries that the Company acquired in connection with the AquaSource acquisition in 2003
The Company had challenged whether the City was following the correct legal procedures in connection with the City’s
atternpted condemmnation, but the State Supreme Coutt, in an opinion issued in June 2007, supported the City’s position. In
October 2007, the City’s Board of Public Works approved proceeding with its process to condemn the northern pordon of the
Company’s utility system at a preliminary ptice based on the City’s valuation. The Company has filed an appeal with the Allen
County Citcunit Court challenging the Board of Public Works” valuation on several bases. In November 2007, the City Council
authorized the taking of the northern portion of the Company’s system and the payment of $16,911 based on the City’s
valuation of this pordon of the system. In January 2008, the Company reached a settlement with the City to transition the
northetn portion of the systetn in February 2008 upon receipt of the City’s initial valuation payment of $16,911. The
settlernent agreement specifically stated that the final valuation of the portion of the Company’s system will be determined
through a continuation of the legal proceedings that were filed challenging the City’s valuation. On February 12, 2008, the
Company turned over the system to the City upon receipt of the initial valuation proceeds. The proceeds received are in excess
of the book value of the assets relinquished, and the procecds were vsed to pay-down short-term: debt. The Company
continues to operate this system for the City under an operating contract for 90 days, with a possible 90 day extension. The
notrthern portion of the system relinquished represents approximately 0.5% of the Company’s total assets.

A sanitary district and a <ity in two of our operating divisions have also indicated interest in acquisition, by eminent domain or
othenwise, of all or a portion of the udility assets of two of the Company’s operations. The systems represent approximately
3,00C customers or less than 0.5% of our total utility customer base. The Company believes that it will be entitled to fair
market value for its asscts if they are condemned, and it is believed that the fair market value will be in excess of the boolk
value for such asscts.
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Note 4 - Property, Plant and Equipment

December 31, Approximate range
2007 2006 of remaining lives
Utility plant and equipment:
Muins and accessories 5 1430317 8§ 1,287,142 15 to 82 years
Services, hydrants, treatment
plants and reservoirs 917,358 801,755 5 to 85 years
Operations strvctores and warter tanks 172,484 172,850 18 to 77 years
Miscellaneous pumping and
putification cquipment 423 038 381,149 5 to 50 years
Meters, data processing, transportation
and operating equipment 487,439 428,326 5 to 50 years
Land and other non-depreciable assets 103,208 80,479 -
Uity Plant and equipment 3,533,894 3,151,701
Utility construction work in progress 81,876 76,653 -
Net ndlity plant acguisition adjustment (49,994) (51,434) 4 to 20 years
Non-udlity plant and equipment 8,220 8,191 0 to 25 years
Total property, plant and equipment £ 3,573996 % 3,185,111
Note 5 — Accounts Receivable
December 31,
2007 2006
Billed utility revenue $ 54447 § 49,129
Unbhilied utility revenue 28,308 23,842
Other 5,732 4,147
88,487 77,118
1Less allowance for doubtful accounts 5,566 4,969
Net accounts recetvable $  RB2D21 % 74149

The Company’s utility customers are located principally in the following states: 44% in Pennsylvania, 9% in Ohio, 9% i North
Carolina, 8% in Illinois, 6% in Texas, 5% in New Jersey, 5% in New York, 4% in Indiana and 4% in Florida. No single
customer accounted for more than one percent of the Company's operating revenues during the years ended December 31,
2007, 2006 or 2005. The following eable summatizes the changes in the Company’s allowance for doubtful accounts:

2007 2006 2005
Balance at january 1, % 4969 % 4406 % 4,849
Amounts charged to expense 5,407 3,716 3,116
Accounts written off (5,297) (3,607) (4,113)
Recoveries of accounts written off 487 454 554
Balance at December 31, 3 5566 % 4,969 3§ 4,406
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Note 6 — Regulatory Assets and Liabilities

The regulatory assets represent costs that are expected to be fully recovered from customers in future rates while regulatory
Habilities represent amounts that are expected to be refunded to customers in futare rates or amounts recovered from
customers in advance of incurring the costs, Except for income taxes and the competitive transition charge payment,
regulatory assets and regulatory liabilities are excluded from the Company’s rate base and do not earn a return. The
components of regulatory assets and regulatory liabilities are as follows:

December 31, December 31,
2007 2006
Regulatory  Regulatory Regulatory  Regulatory
Assets Liabilities Assets Liabilities
Income taxes § 73,037 § 2,112 ¢ 70,146 $ 2104
Udlity plant retirement costs 23,617 9,748 20,060 8,960
Postretitement benefits 31,114 - 36,469 -
Texas rate filing expense deferral 12,382 - 12,382 -
Competitive Transition
Charge payment 3,440 - 4,586 -
Water tank painting 5,639 - 4,822 32
Fair value adjustment of long-term
debt assumed in acquisition 2,383 460 2,594 -
Merger costs 582 - 1,111 -
Rate ease filing expenses & other 11,840 140 12,893 496

§ 164,034  § 12460 ~$ 165,063 $ 11,592

Ttems giving tise to deferred state income taxcs, as well as a portion of deferred Federal income taxes related to certain
differences between tzx and book depreciation expense, are recognized in the rate setting process on a cash or flow-through
basis and will he recovered as they reverse.

The regulatory asset for utility plant retirement costs, including cost of removal, represents costs already incurred that are
expected to he recovered in future rates over a five year recovery petiod. 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 incutred.

Postretirement benefits include pension and other postretirement benefits. The pension costs include deferred net pension
expense in excess of amounts funded which the Company believes will be recoverable in futute yeats as pension funding is
required. In addition, a regulatory asset has been recorded for the costs that would otherwise be charged to common
stockhaldets’ equity in accordance with SFAS No. 158, for the underfunded status of our pension and other postretirement
benefit plans. The regulatory asset related to postretirement benefits other than pensions represents costs that were deferred
berween the time that the accrual method of accounting for these benefits was adopted in 1993 and the recognition of the
accrual method in the Company's rates as prescribed in subsequent rate filings. Amortization of the amount deferred for
postretiement benefits other than pensions began in 1994 and is currently being recovered in rates.

The regulatory asset for the Texas rate filing of 2004 results from a multi-year plan to increase annual revenues in phases, and
to defer and amortize a portion of the Company’s depreciation, operating and other tax expense over a similat multi-year
period. These costs will be amortized over a period of time, expected to approximate four years, as determined by the final rate
order.

The regulatory asset associated with the Competitive Transition Charge (“CTC”) payment represents the full payoff in 2001,
net of amortization, of the allocable share of a CTC as negotiated by Aqua Pennsylvania, Inc. from an electiic distribution
company. The Pennsylvania Electricity Generation Customer Choice and Competition Act permitted electric distiibution
utilities to recover theit stranded costs from its customers in the form of a CT'C. Rate recovery of the 11,465 CIT payment
began in 2000 and is expected to conclude in 2010.

Expenses associated with water tank painting are deferted and amortized over a period of time s approved in the regulatory
process. Water tank painting costs are generally being amortized over a period ranging from 5 to 17 years.
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As a requirement of purchase accounting, the Cempany recorded a fair value adjustment for fixed-rate, long-term debt
assumed in acquisitions that matures in various years ranging from 2012 to 2035, The regulatory asset ot liability results from
the rare setting process continuing to recognize the historical interest cost of the assumed debt.

The regulatory asset related to the recovery of merger costs represents the portion of the Consumers Water Company merger
casts that will be recovered it rates as a result of a rate settlement in 2000 and is being amortized over the ten-year recovery
period.

The regulatory asset related to rate case filing cxpenses represents the costs associated with filing for rate increases that are
deferred and amortized over periods that generally range from one to five years. Gther represents costs incurred by the
Company for which it has received or expects o 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:

Years inded December 31,

2007 20006 2005
Current:
Federal & 30,197 § 39956 § 24417
State 9,054 9,502 6,586
39,251 49 458 31,003
Deferred:
Federal 19,664 9,531 22294
State 1,613 1,257 3,616
21,277 10,78% 25,910
Total tax expense T 60,528 § 060246 & 56,913

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 5% to 9.99% for all years presented.
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The reasons for the differences between amounts computed by applying the statutory Federal income tax rate to income
before income tax expensc are as follows:

Years Ended December 31,

2007 2006 2005

Computed Federal rax cxpensc at statutory rate £ 54440 § 53,287 § 51,824
Increase in tax expense for depreciation expense

to be recovered in future rates 458 716 806
Domestic Production Credit (1,303) (602) {656)
Stock-based compensation 694 715 -
Deduction for Aqua Ametica common dividends

paid under employee benefit plan (3809 (307) {321)
Amortizaton of deferred investment tax credits (277) (274) (359
Prior year rate reductions (131) (154 (437
State income taxes, net of federal tax benefit 6,934 6,999 6,631
Other, net 93 (134 (575)
Actual income tax expense $ 60528 § 060246 § 56913

The tax cffeets of temporary differences between book and tax accounting that give rise to the deferred tax assets and deferred
tax lizbilities arc as follows:

December 31,
2007 2006
Deferred tax assets:
Customers' advances for construction % 17,062 g 17,786
Costs expensed for book not deducted
for tax, principally accrued expenses 3,915 2,787
Utility plant acquisition adjustment
Dbasis differences 14,907 18,673
Postretivement benefits 12,520 12,530
Other 708 295
Total gross deferred tax assets 49,112 52,071

Decferred tax liabilities:
Ulity plant, principally due to
depreciation and differences in the basis
of fixed assets due to variation in tax
and book accounting 310,059 278,917
Deferred taxes associated with the gross-up
of revenues necessary to recover, in rates,

the effect of temporary differences 28,661 26,276
Tax cffect of regulatory asset for
postretitement benefits 12,520 12,530
Deferred investment tax credit 5,523 5,801
Other - 1,746
Total gross deferred tax liabilities 356,763 325,270
Net deferred tax liability £ 307,651 8 273,199

The Company adopted the provisions of FASB Interpretation No. (“FIN") 48, “Accounting for Uncertainty in Income Taxes—
An Interpretation of FASB Statement No. 109" on January 1, 2007, The Company has analyzed filing positions in its federal
and state jurisdictions where it is required to file income tax returns, as well as for all open tax years in these jurisdictions. The
Company’s reserve for uncertain tax positions was insignificant upon adoption of FIN 48 and the Company did not record a
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cumulative effect adjustment related to the adoption of FIN 48, The Company helieves its income tax filing positions and
deductions will be sustained under audit and it believes it does not have significant uncertain tax positions that, in the event of
adjustment, will result in a matexial effect on its results of operations or financial positon. The Company has clected to
recopnize accrued interest and penalties related to uncertain tax positions 2s income tax expense. As of December 31, 2007,
the Company’s Federal income tax returns for all years through 2003 have been closed. Tax years 2004 through 2007 remain
open to cxamination by the major taxing jurisdictions to which we are subject, however, the 2004 and 2005 Federal incoine tax
returns have been settled through examination,

Note 8 — Taxes Other than Income Taxes

The tellowing table provides the components of tazes other than income taxes:

Years Ended December 31,

2007 2006 2005
Property § 24920 § 14,953 3§ 13247
Capital Stock 3,352 3,675 3,706
Gross receipts, excise and franchise 7,890 6,750 6,483
Payroll 6,650 5,701 5,048
Other 2,568 2,264 2,612
Total taxes other than income 5 45380 3 33343 § 31,696

Property taxes increased during the year ended December 31, 2007 primarily as a result of the acquisition of New York Water
and the associated property taxes of $7,084,

Note 9 — Commitments and Contingencics

Commitments ~'The Company maintains agrecments with other water putveyors far the purchase of water to supplement its
water supply, particulariy during periods of peak demand. The agreements stipulate purchases of minimum quantities of water
to the year 2026, The estimated anaual commitments related to such purchases through 2012 are expected to approximate
39,363 and the aggregate of the years remaining approximates $51,250, The Company purchased approximately §11,094,
310,497 and 310,603 of water under these agicements during the years ended December 31, 2007, 2006 and 2005, respectively.

The Company leases motor vehicles, buildings and other equipment under operating leases that are noncancelable. The future
annual mintmum lease payments duc are: $3,592 in 2008, $2,201 in 2009, 31,933 in 2010, 8551 in 2011, $198 in 2012 and §119
thereafter. 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 2010 and 2052 and conrtain
certain rencwal provisions. Certain leases are subject to an adjusument every five years based on changes in the Consumer Price
Index. Subject to the aforesaid adjustment, during each of the next five years, approximately $581 of annual lease payments for
land arc due, and the aggregate of the years remaining approximates $16,814. The Company leases treatment plants to other
parties under lease agreements that require payments to the Company of $374 in 2008, 9374 in 2009, $374 in 201G, §374 in
2011, 8374 in 2012 and the aggrepate of the years remaining approximates $5,284. Rent expense was 34,621, 34,478 and $3,390
for the years ended December 31, 2007, 2006 and 2005, respectively.

Contingencies — The Company is routinely involved in condemnation proceedings and legal matters during the ordinary
course of business. See Note 17 — Water and Wastewater Rates for a discussion of the rate proceeding process involving our
subsidiaries in Texas. See Note 3 — Dispositions for a discussion of the Company’s challenge to the valuation of the northern
portion of its Fort Wayne, Indiana utility system that was turned over to the City of Fort Wayne, Indiana in February 2008,
Although the results of legal proceedings cannot be predicted with certainty, there are no other 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.
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Note 10 — Long-terne Debt and Loans Payable

The Consolidated Statements of Capitalization provide a summaty of long-term debt as of December 31, 2007 and 2006. The
supplemental indentures with respect to certain issues of the First Mortgage Bonds restrict the ability of Aqua Pennsylvania,
Inc. and cestain other operating subsidiaties of the Company to declare dividends, in cash or propetty, ot tepurchase or
otherwise acquire the stock of these companics. As of December 31, 2007, approximately $357,000 of Agua Pennsylvania®s
retained earnings of approximately $377,000 and $105,000 of the retained earnings of $115,000 of certain other subsidiarjes
were free of these restrictions. Certain supplemental indentures also prohibit Aqua Pennsylvania and certain other subsidiaries
of the Company from making loans to, or purchasing the stock of, the Company.

Sinking fund payments arc required by the terms of certain issues of long-term debt. Excluding amounts due under the
Company’s revolving credit agreement, the future sinking fund payments and debt maturities of the Company’s long-term debt
arc as follows:

Interest Rate Range 2008 2009 2010 2011 2012 Thereafter
0.00% to 0.99% 8 107 § 109 % 108 § 107 & 109 & 2,179
1.00% to 1.99% 1,469 1,483 1,497 1,511 1,351 14,057
2.00% to 2,99% 1,311 1,452 1,517 1,554 1,588 18,954
3.00% to 3.99% 1,401 1,442 1,478 i,116 1,156 11,420
4.00% to 4.99% 180 190 27,196 202 213 303,726
5.00% to 5.99% - - - - 31,000 479,045
6.00% to 6.99% 10,172 - - 15,000 - 84,730
7.00% to 7.99% 2,812 879 951 1,030 1,596 27,918
8.00% to 8.99% 167 184 202 222 244 34,030
9.00% to 9.99% 6,308 1,318 21,329 6,341 1,354 40,959

10.00% to 10.99% - - - - - 6,000

Total §23927 § 7057 ¥ 54278 % 27083 § 380611 § 1,023,024

In January 2007, Aqua Pennsylvania issued $50,000 of tax-exempt bonds secured by a supplement to its first mortgage
indenture at the following terms: $25,000 at 4.43% due 2040 and $25,000 at 4.44% due 2041, The proceeds are restricted to
funding certain capital projects during the period 2007 through 2009. In March 2007, the Company issued 330,000 of
unsecured notes of which $15,000 are due in 2022 with an interest rate of 5.63% and §15,000 are due in 2037 with an interest
rate of 5.83%. Procceds from the sales of these notes were used to repay short-term borrowings. In December 2007, Aqua
Pennsylvania issued $50,000 of tax-exempr bonds secured by a supplement to its first mortgage indenture at the following
terms: $25,000 ac 5.16% due 2042 and $25,000 at 5.17% due 2043, The proceeds are restricted to funding certain capital
projects duging the period 2008 throngh 2010. Also in December 2007, Aqua Pennsylvania issued $40,000 of unsecured notes
with an interest rate of 5.66% which are due in 2014. Proceeds from the sale of these notes were used to repay short-term
bortowings. In connection with the acquisition of New York Water Service Cotrporation in 2007, the Company assumed
$23,000 of long-term debt at interest rates ranging from 5.00% to 6.00% due 2015 to 2035, which includes the purchase
accounting fair value adjustment of §460, decreasing the carrying-value of long-term debt, At various times during 2007, Aqua
Pennsylvania and other operating subsidiaries issued other notes payable and first mortgage bonds in aggregate of $35,602 at a
weighted average interest rate of 4.05% due at various times ranging from 2017 to 2037. The proceeds from these issuances
were used to reduce a portion of the balance of the short-term debt at each of the respective operating subsidiaties and to
redeem §5,932 of first mortgage bonds of two operating subsidiatics with a weighted average interest tate of 9.55%. As of
December 31, 2007, the trastees for six issues held $76,521 pending construction of the projects to be financed with the issues
and are reported in the consolidated balance sheet as funds restricred for construction activity.

In March 2006, Aqua Pennsylvania issued $40,000 of unsecured notes at 5.95% of which $10,000 are due in 2023, 2024, 2033
and 2034. In September 2006, Aqua Pennsylvania issued 320,000 of unsecured notes at 5.64% with amounts due in 2014,
2016, 2020 and 2021. Proceeds from the sales of these notes were used to tepay shott-term borrowings. In December 2006,
the Company issued $30,000 of unsecured notes with an interest rate of 5.54% of which $10,000 are due in 2013, 2017 and
2018. The proceeds of this financing were used to fund acquisidons. At various times during 2006, Aqua Pennsylvania and
other operating subsidiaries issued other notes payable and first mortgage bonds in aggregate of $14,728 at a weighted average
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interest rate of 3.64% due at various times ranging from 2016 to 2036, The proceeds from these issuances were used to reduce
a portion of the balance of the short-term debt at each of the respective operating subsidiaries. The weighted average cost of
long-term debt at December 31, 2007 and 2006 was 5.58% and 5.72%, respectively.

In May 2007, the Cotnpany entered into a five-year $95,000 unsecured revolving credit facility with five banks that expires in
May 2012, Included within this facility is a swing-line commitment of $15,000 that is used to fund banlk overdraft positions.
Except for swing-line borrowings, funds borrowed under this agreement arc classified as long-term debt and are used to
provide working capiral. As of December 31, 2007, the Company has the following sublimits and available capacity under the
credit facility: 820,000 lecter of credit sublimit, $6,846 of letters of credit available capacity, 30 borrowed under the swing-line
commitment, and $65,000 of funds borrowed under the agreement. This facility had replaced the Company’s expiring
unsecured revolving credit facility and as of December 31, 2006 funds borrowed under the former agreement was $20,000.
Interest under this facility is based at the Company’s option, on the prime raze, an adjusted Euro-Rate, an adjusted federal
funds rate or at rates offered by the hanks. A facility fee is charged on the total commitment amount of the agreement, Under
this facility and the former facility that was replaced, the average cost of borrowings was 5.36% and 5.29%, and the average
borrowing was $52,577 and $18,846, during 2007 and 2006, respectively.

Aqua Pennsylvania has a $70,000 364-day unsccured revolving credit facility with four banks and the funds borrowed under
this agreement is classified as loans payable and is used to provide working capital. As of December 31, 2007 and 2006, funds
bortowed under the Aqua Pennsylvania revolving credit agreement was §18,988 and $3,000, respectively. Interest under this
facility is based, at the horrower’s option, on the prime rate, an adjusted federal funds rate, an adjusted London Interbank
Offered Rate corresponding to the interest petiod selected, an adjusted Furo-Rate corresponding to the interest petiod

sclected or at rates offered by the banks. This agreement restricts short-term borrowings of Aqua Pennsylvania, A commitment
fec of 1/10 of 1% is charged on the total commitment amount of Aqua Pennsylvania’s revolving credit agreement. The
average cost of borrowing under this facility was 6.41% and 5.42%, and the average borrowing was $35,462 and $47,437,
during 2007 and 2006, respectively. The maximum amount outstanding at the end of any one month was $68,332 and $65,679
in 2007 and 20006, respectively.

At December 31, 2007 and 2006, the Company had combined short-terin lines of credit of $84,000 and $148,000, respectively.
Funds borrowed under these lines are classified as loans payable and are used to provide worldng capital. As of December 31,
2007 and 2006, funds borrowed under the short-term lines of credit were $37,930 and 396,150, respectively. The average
horrowing under the lines was $63,635 and $77,528 during 2007 and 2006, respectively. The maximum amount outstanding at
the end of any one month was $105,400 in 2007 and $96,150 in 2006, Interest under the lines is based at the Company’s
option, depending on the line, on the prime rate, an adjusted Duro-Rate, an adjusted federal funds rate or at rates offered by
the banks, The average cost of borrowings under all lines during 2007 and 2006 was 5.9% and 5.5%, respectively.

Interest income of $3,569, §3,241 and 83,040 was netted against interest expense on the consolidated statements of income for
the years ended December 31, 2007, 2006 and 2005, respectively. The total interest cost was $70,490, $61,673 and $55,102 in
2007, 2006 and 2005, including amounts capitalized of $2,953, $3,941 and §2,447, respectively.

MNote 11 — Fair Value of Financial Instruments

The carrying amount of current assets and liabilitics that are considered financial instruments approximates their fair value as
of the dates presented. The carrving amount and estimated fair value of the Company’s long-term debt are as follows:

December 31,

2007 2006
Carrying amount § 1,238,980 5 982,815
Estimated fair value 1,230,767 986,487

"The fair valuc of long-term debt has been determined by discounting the future cash flows using current market interest rates
for similar financial instroments of the same duration. The Company's customers’ advances for construction and related tax
deposits have a cartying value of $85,773 and $76,820 at December 31, 2007 and 2006, respectively. Their relative fait values
cannot be accurately estimated because future refund payments depend on several variables, including new customer
connections, customer consumption levels and furure rate increases. Portions of these non-interest bearing instruments are
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payable annually through 2022 and amounts not paid by the contract expiration dates become non-refundable. The fait value
of these amounts would, however, be less than their carrying value due to the non-interest bearing feature.

Note 12 — Stockholders’ Equity

At December 31, 2007, the Company had 300,000,000 shares of common stock authorized; par value $0.50. Shares
outstanding at December 31, 2007, 2006 and 2005 were 133,400,150, 132,325,579 and 128,970,181, respectively. Treasury
shares held at Decernber 31, 2007, 2006 and 2005 were 699,090, 691,746 and 688,625, respectively. At December 31, 2007, the
Company had 1,738,619 sharcs of authotized but unissued Series Preferred Stock, $1.00 par value.

In December 2005, the Company filed a universal shelf registration with the Securities and Exchange Commission to allow for
the potential future sale by the Company, from time to time, in one or more public offerings, of an indeterminant amount of
our common stock, preferred stock, debt securities and othet securities specified therein at indeterminant ptices.

In August 2006, the Company entered into a forward equity sale agreement for 3,525,000 shares of common stock with a
third-party (the “forward purchaser™). In connection with the forward equity sale agreement, the forward purchaser borrowed
an equal number of sharcs of the Company’s common stock from stock lenders and sold the borrowed shares to the public.
The Company will not receive any proceeds from the sale of its commen stock by the forward purchaser until settlement of
the forward equity sale agreement. The actual proceeds to be received by the Company will vary depending upon the
settlement date, the numbet of shares designated for settlement on that settlement date and the method of settlement. Aqua
America intends to use any proceeds received upon settlement of the forward equity sale agreement to fund the Company’s
future capital expendituse program and acquisitions, and for working capital and other general carporate purposes. The
forward equity sale agreement is accounted for as an equity instrument and was recorded at a fair value of $0 at inception. It
will not be adjusted so long as the Company continues to meet the accounting requirements for equity instruments.

The Company may elect to settle the forward equity sale agreement by means of a physical share settlement, net cash
settlement, or net share settlement, on 2 settletnent date or dates, no later than August 1, 2008. The forward equity sale
agrcement provides that the forward sale price will be computed based upon the initial forward sale price of §21.857 per share.
Under lmited circumstances or certain unanticipated events, the forward putchaser also has the ability to require the Company
to physically scttle the forward equity sale agreement in shares ptior to the maturity date. The maximum number of shares that
could be required to be issued by the Company to settle the forward equity sale agreement is 3,525,000 shares. As of
December 31, 2007, a net cash settlement under the forward equity sale agreement would have resulted in a payment by the
forward purchaser to the Company of $4,167 or a net share settlement would have resulted in the delivery of 196,535 shares by
the forward purchaser to the Company. For each increase or decrease of one dollar in the average market price of Aqua
America common stack above or below the forward sale price on December 31, 2007, the cash settlement option from the
Company’s perspective would decrease or increase by $3,525 and the net share settlement option would dectease by 158,784
shares or increase by 174,505 shares, respectively.

During the last three years, the Company completed the following offerings of equity:

e In Junc 2006, the Compeany sold 1,750,000 shares of common stock in a public offering for proceeds of $37,400, net of
CX[ICHSCS.
¢ 1n August 2006, the Company sold 500,000 shares of common stock in a public offering for proceeds of $10,700, net of
CxXpenscs.
The net proceeds from rhese offerings were used to fund the Company’s capital expenditure program and acquisitions, and for
wortking capital and other general corporate purposes.

in addition, the Company has a shelf registration statement filed with the Secutities and Exchange Commission to pesmit the
offering from time to tme of shares of common stock and shares of preferred stock in connection with acquisitions. During
2005, 24,684 shares of common stock totaling $675 werce issued by the Company to acquire water and wastewatert systems. The
balance remaining available for use under the acquisition shelf registration as of December 31, 2007 is 2,194,262 shares, The
form and terms of any sccurities issued under these shelf registrations 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
uscd to purchase shares of common stock at a five percent discount from the current market value. Under the ditect stock
purchase program, sharcs are purchased by investors ar market price. The shares 1ssued under the Plan are either original issue
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shares or shares purchased by the Company’s transfer agent in the open-matket. During 2007, 2006 and 2005, under the
dividend reinvestment portion of the Plan, 454,643, 405,107 and 401,503 original issue shares of common stock were sold
providing the Company with proceeds of 89,809, $9,341 and $8,516, respectively.

The Boatd of Directoss has authorized the Company to purchase its commen stock, from time to time, in the cpen market or
through privately negotiated transactions. The Company has not repurchased any shares under this anthorization since 2000.
As of December 31, 2007, 548,278 shares remain available for repurchase.

The Company repotts comprehensive income in accardance with SFAS No. 130, “Reporting Comprehensive Income.”
Accordingly, the Company’s accumulated other comprehensive income is reported in the Common Stockholders’ Equity
section of the Consolidated Balance Sheets, the Consolidated Stztements of Common Stockholders® Fquity and the related
other comprchensive income is reported in the Consolidated Statements of Income and Comprehensive Income. The
Company reports its unicalized gains on investments as other comprehensive income and accumulated other comprehensive
income, Prior to the fourth quarter of 2006, a portion of the Company’s minimum pension liability had been charged to
accumulated other comprehensive income or loss. Duting the fourth quarter of 2006, the Company recorded a regulatory asser
for its minimum pension liability as it anticipates recovery of its future pension expense through customer rates. Concurrent
with this adjusttment in the fourth quartter of 2006, the minimum pension liability was adjusted through othet comprehensive
income and removed from accumulated other comprehensive income,

Note 13 — Net Income per Commeon Share and Equity per Common Shate

Basic net income per share is based on the weighted average number of commeon 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 options and shares issuable under the forward equity sale agreement (from the date the company
entered into the forwatd cquity sale agreement to the settlement date) is included in the computation of diluted net income per
share. The dilutive effect of stock options and shares issuable under the forward cquity sale agreement is calculated using the
treasury stock method and expected proceeds upon exescise of the stock options and settlement of the forward equity sale
agreement. The following table summarizes the shares, in thousands, used in computing basic and diluted net income per
share:

Years ended December 31,

2007 2606 2005

Average common shares outstanding during

the period for basic computation 132,814 130,725 127,364
Effect of dilutive securities;

LEmployee stock options 715 978 1,842

Forward equity shares 73 71 -
Average common shares outstanding duting

the petiod for diluted compuration 133,602 131,774 129,200

For the years ended December 31, 2007 and 2006, employee stock options to purchase 1,101,581 and 581,850 shares of
common stock, respectively, were excluded from the calculations of diluted net income per share as the calculated proceeds
from the options’ exercise were greater than the average market price of the Company’s common stock duting these periods.
For the year ended December 31, 2005, there were no outstanding employee stock options excluded from the calculation of
diluted net income per share as the average market price of the Company’s common stock was greater than the options’
exercise price.

Equity per common share was $7.32 and $6.96 at December 31, 2007 and 2006, respectively. These amounts were computed
by dividing common stockholders” equity by the number of shares of common stock outstanding at the end of each year.
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Note 14 — Shareholder Rights Plan
‘The Company has clected not to renew or extend the Shareholder Rights Plan that expires on March 1, 2008.

Note 15 — Employee Stock and Incentive Plan

Under the 2004 Equity Compensation Plan (the “2004 Plan”), as approved by the shareholders to replace the 1994 Equity
Compensation Plan (the “1994 Plan™), qualified and non-qualified stock options may be granted to officers, key employees and
consultants at prices equal to the market price of the stock on the day of the grant. Officers and key employees may also be
granted dividend equivalents and restricted stock. Restricted stock may also be granted to non-employee members of the
Board of Directors. The 2004 Plan authorizes 4,900,000 shares for issuance under the plan. A maximum of 50% of the shares
available for issuance under the 2004 Plan may be issued 2s restricted stock and the maximum number of shares that may be
subject to grants under the plans to any one individual in any one year is 200,000, Awards under the 2004 Plan are made by a
committee of the Board of Directors. At December 31, 2007, 2,979,855 options undetlying stock option and restricted stock
awards were still available for grant under the 2004 Plan, although undet the tetms of the 2004 Plan, terminated, expited or
forfeited grants under the 1994 Plan and shares withheld to satisfy tax withholding requirements under the 1994 Plan may be
re-issued under the plan,

Stock Options — Effective January 1, 2006, the Company adopted Statement of Financial Accounting Standards (“SEAS”) No,
123R, “Share-Bascd Payment,” which revised SFAS No. 123, “Accounting for Stock-based Compensation,” and superseded APB
No. 25, “Accounting for Stock Issued to Employees.” Prior to January 1, 2006, the Company accounted for stock-hased
compensation using the inttinsic value method in accordance with APB Opinion No. 25. Accordingly, no compensation expense
related to granting of stock options had been recognized in the financial statements priot to adoption of SFAS No. 123R for stock
options that were granted, as the grant price equaled the market price on the date of grant.

The Company adopted this standard using the modified prospective method, and accordingly the financial statement amounts
for the prior periods presented in this report have not been restated to reflect the fair value method of expensing share-based
compensation. Under this transition method, compensation cost recognized in the years ended December 31, 2007 and
December 31, 2006 includes compensation cost for share-based payments granted prior to, but not vested as of January 1,
2006, and share-based payments granted after January 1, 2006, For the year ended December 31, 2007, the impact of SFAS
No. 123R on the Company’s share-based compensation resulted in the following: operations and maintenance expense of
$3,223, capitalized compensation costs within propetty, plant and equipment of $551, a reduction in income tax expense by
$477, lowered net income by $2,746, loweted diluted net income pet share by $0.021, and lowered basic net income per share
by $0.021. For the year ended December 31, 2006, the impact of the adoption of SFAS No. 123R as compared to if the
Company had continued to account for share-based compensation under APB Opinion No. 25: increased operations and
maintenance expense by $2,894, increased capitalized compensation costs within property, plant and equipment by $631,
lowered income tax expense by $326, lowered net income by $2,568, lowered diluted net income per share by $0.0M9, and
lowered basic net income per share by $0.02. SFAS 123R requires the Company to estimate forfeitures in caleulating the
compensation expense instead of recognizing these forfeitures and the resulting reduction in compensation expense as they occut.
As of January 1, 2006, the cumulative after-tax effect of this change in accounting for forfeitures, if this adjustment was recorded,
would have been to reduce stock-based compensation by $12. The esdmate of forfeitures will be adjusted over the vesting petiod
to the extent that actual forfeitures difffer, or are expected to differ, from such estimates. The adoption of this standard had 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 exceeded the
associated compensation cost as determined under SFAS 123R. As of the date of adoption, the Company has calculated its
pool of windfall tax benefits in accordance with the methed outlined in SFAS 123R.

Options under the plans were issued at the market price of the stock on the day of the grant. Options are exercisable in
installments of 33% annually, starting one year from the date of the grant and expire 10 years from the date of the grant. ‘The
fair value of cach option is amortized into compensation expense on a straight-line basis over their respective 36 month
vesting period, net of estimated forfeitures. The fair value of options was estimated at the grant date vsing the Black-Scholes
option-pricing model. The per share weighted average fair value at the date of grant for stock options granted during the years
ended December 31, 2007, 2006 and 2005 was $5.52, $7.82 and $4.54 per option, respectively. The application of this
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valuation model rclies on the following assumptions that are judgmental and sensitive in the determination of the
compensaton expense for the periods reported:

2007 2006 2005

IZxpected term (years) 5.2 5.2 52
Risk-free interest rate 4,7% 4.7% 4.0%
Expected volatility 22.5% 25.8% 27.8%
Dividend yield 1.95% 1.76% 2.40%

Historical information was the principal basis for the selection of the expected term and dividend vield. The expected volatility
is based on & weighted average combination of historical and implied volatilities over a time period that approximates the
cxpected term of the option. The risk-free interest rate was sclected based upon the U.S. Treasury vield curve in cffect at the
time of grant for the expected term of the option,

The following table summarizes stock option transactions for the yeat ended December 31, 2007:

Weighted — Weighted
Average Average Aggregate

Exercise ~ Remaining Intrinsic
Shares Price Life {years) Value
Options:
Outstanding, beginning of year 3364778 % 16.72
Granted 613,850 23.26
[Forfeited (89,431) 24.49
Fxpired (40,137 24.27
Fxercised (577,272 12.69
Outstanding, end of year 3,271,788 % 18.30 6.5 5 14,849
Exercisable, end of year 2,121,029 § 15.20 53 § 14,195

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, excecded the market price of stock on the date of grant. The following table summarizes the
aggregate intrinsic value of stock options exercised and the fait value of stock options which hecame vested:

Years ended December 31,

2007 2006 2005
Intrinsic value of options excreised g 6,030 § 9779 & 18473
Iair value of options vested 3,967 3,794 3,532
The following table summarizes information about the options outstanding and optons excrcisable as of December 31, 2007:
Options Outstanding Options Exercisable
Weighted  Weighted Weighted
Average  Avcrage Averape
Remaining  Exercise Bxereise
Sharcs  Life (years) Price Shares Price
Range of prices:
§581- 999 241,191 1.5 § 7.76 241,191 § 776
$10.00 - 12.99 765,807 4.5 12.23 765,807 12.23
$13.00 - 15.99 90,779 54 13.76 90,779 13.76
$16.00 - 16.99 451,227 6.3 16.15 451,227 16.15
$17.00 - 22.99 621,203 72 18.33 393,019 18.33
$23.00-2999 1,101,581 8.7 26.23 179,006 29.46
3,271,788 0.5 § 18.306 2,121,029 3§ 1520

44



AQUA AMERICA, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements {continued)
(In thousands of dollars, except per share amounts)

As of December 31, 2007, there was $4,184 of total unrecognized compensation cost telated to nonvested share-based
compensation arrangements granted under the plans. The cost is expected to be recognized over a weighted average petiod of
1.1 years.

Restricted Stock — Restricied stock awards provide the grantee with the tights 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 petiod. The adoption of SFAS No. 123R had no impact on the Company’s
recognition of stock-based compensation expense asscciated with restricted stock awards. The Company expects forfeitures of
restricted stock to be de minimis, There were no forfeitures pror to the adoption of SFAS 123R for the grants that were under
restriction as of January 1, 2006. During the years ended December 31, 2007, 2006 and 2005, the company recorded stock-
based compensation related to restricted stock awards as operations and maintenance cxpense in the amounts of $1,097, §710
and $495, respectively. The following table summarizes nonvested restricted stock transactions for the year ended December

31,2007
Number — Weighted

of Average
Shates Fair Value
Nonvested shares at beginning of period 56,888 § 23.98
Granted 55,000 23.27
Vested {37,443} 21.8%
Farfeited (5,000) 29.46
Nonvested shates at end of period 63,445 § 2417

The following table summarizes the value of restricted stock awards at the date the restriction lapsed:
Years ended December 31,

2007 2006 2005
Intrinsic value of restricted stock awards vested 4 835 § 660§ Gi4
Fair value of restricted stock awzards vested 818 465 500

As of December 31, 2007, 925 of unrecognized compensation costs selated to restricted stock fs expected to be recognized over a
weighted average period of 1.1 years. The aggregate intrinsic value of restricted stock as of December 31, 2007 was $1,472. The
aggregate intrinsic value of restiicted stock is based on the number of shares of restricted stock and the market value of the
Company’s common stock as of the period end date.

Noate 16 — Pension Plans and Other Postretirement Benefits

The Company maintains qualified, defined benefit pension plans that cover a substantial portion of its full-time employees
who were hired prior to April 1, 2003. Retirement benefits under the plans are generally based on the employee’s total years of
service and compensation duting the last five years of employment. The Company’s policy is to fund the plans annually at a
level which is deductible for income tax purposes and which provides assets sufficient to meet its pension obligations. To
offset certain limitations imposed by the Intetnal Revenue Code with respect to payments under qualified plans, the Company
has a non-qualified Excess Benefit Plan for Salaried Employees in order to prevent cestain employees from being penalized by
these limitations. The Company also has non-qualified Supplemental Executive Retirement Plans for certain current and
retited employces. The net pension costs and obligations of the qualified and non-qualified plans ate included in the tables
which follow. Employees hired after April 1, 2003 may participate in 2 defined contsibution plan that provides a Compaty
matching contribution on amounts contributed by participants and an annual profit-sharing contribution based upon a
percentage of the eligible participants’ compensation.
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In addition to providing pension bencfits, the Company offers certain Postretirement Benefits other than Pensions (“PBOPs™)
to employees hired before April 1, 2003 and retiring with a minimum level of service. These PBOPs include continuation of
medical and prescription drug benefits for eligible retirees and life insurance benefits for certain eligible retirees. The Company
funds its gross PBOP cost through various trust accounts. The benefits of retired officers and certain other retirees are paid by
the Company and not from plan assets due 1o limitations imposed by the Internal Revenue Code.

Under SFAS No. 158, “Employers” Accounting for Defined Benefit Pension and Other Postretirement Plans — an amendment
of FASB Statements No. 87, 88, 106 and 132(R),” the Company records the wnderfunded status of its pension and other
postretirement benefit plans on its consolidated balance sheets and records a regulatory asset for rthese costs that would
otherwise be charged to common stockholders” equity, as the Company anticipates recoverability of the costs through
cusromer rates, As a result of adopting SFAS No. 158 on December 31, 2006, the additonal minimum liability associated with
the Company’s defined benefit pension plan was eliminated as it is no longer required to be recorded under SFAS No, 158.
Prior 10 the adopiion of SFAS No, 158 on December 31, 2006, the Company’s additional minimum liability was $3,498 and
tesulted from the accmnulated benefit obligation exceeding the fair value of plan assets.

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid in the years
indicated:

Other
Pension Postretirerment
Benefits Benefits
Years:

2008 g 8,030 8 1,332
2009 8,529 1,493
2010 2,077 1,708
2011 9,752 1,898
2012 10,488 2,011
2013 - 2017 64,552 12,854
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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:

Other
Pension Benefits Postretitement Benefits
2007 2006 2007 2006
Changg in benefit obligation:
Benefit obligation at January 1, $ 178,284 % 179,741 § 28210 § 29,161
Service cost 4905 4,784 1,141 1,002
Interest cost 11,534 10,094 2,014 1,581
Plan amendments - 406 - -
Actuarial (gain) (14,720) (10,469) (438) (2,941)
Plan participants' contributions - - 181 249
Benefits paid (7.877) (6,483) (1,205} (877
Acquisition 21,983 - 4,428 -
Special termination benefits 389 211 51 35
Benefit obligation at December 31, 194,498 178,284 34,382 28,210
Change in plan assets:
Fair value of plan assets at January 1, 126,466 117,671 20,614 18,942
Actual return on plan assets 7,974 8,757 1,558 933
Employer contributions 8,572 6,521 2,316 1,367
Benefits paid (7,877) (6,483) {1,024) {628)
Acquisition 12,648 - 971 -
Fair valuc of plan assets at December 31, 147,783 126,466 24 435 20,614

Funded status of plan:
Net amount recognized at December 31, $ 46,715 $ 51,818 5 0,947 & 7,59

The Company’s pension plans had an accumulated benefit obligation of $167,120 and $150,999 at Decembet 31, 2007 and

2006, respectively. The following table provides the net liability recognized on the Consolidated Balance Sheets at December
3,

Other
Pension Benefits Postretirement Benefits
2007 2006 2007 2006
Current liability $ (18D § (13D $ - % -
Noncurrent liability (46,528) (51,687) (9,947) {7,596)
Net liability recognized $ (46,715 § (51,818) § (9947 % (7,596)
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At December 31, 2007 and 2006, the Company’s pensicn plans had benefit obligadons 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 Exceeds
the Fair Value of
Plan Assets

2007 2006
Projected benefit obligation $ 194498 § 178,284
Fair value of plan assets 1477183 126,466

Accumulated Benefit
Obligation Exceceds
the Fair Value of
Plan Assets

2007 2006
Accumuiated benefit cbligation  $ 167,120 § 150,999
Fair value of plan assets 147,783 126,466
The following table provides the components of net periodic benefit costs for the years ended December 31,
Other
Pension Benefits Postretitemnent Benefits
2007 2006 2005 2007 2006 2005
Service cost $ 4905 § 4,783 § 4847 $ 1,141 % 1,003 § 1,223
Interest cost 11,534 10,094 0,805 2,014 1,582 1,882
Expected return on plan assets (11,205 (9,397)  (9.536) (1,503 (1,299 (1,201)
Amottization of transition
obligation (asset) (209) {209 (209) 104 104 803
Amortization of prior service cost 270 216 403 (281) {(281) (57
Amorttization of actuarial {gain) loss 739 1,756 1,606 307 300 219
Amortization of regulatory asset - - - 152 152 136
Special termination benefits 389 211 - 51 35 -
Capitalized costs (2,548)  (2,037)  (1,847) (895) (792) {739)
Net periodic benefit cost $ 3875 % 5417 § 5,009 $ 1,090 3 B804 § 2206

The estimated net actuarial loss, prior service cost and transition asset for the Company’s pension plans that will be amortized
in 2008 from the regulatory assets into net periodic benefit cost are $254, 3259 and $209, respectively, The estimated net
actuatial loss, prior service credit and transition obligation for the Company’s other postretirement benefit plans that will be
amortized in 2008 from regulatory assets into net periodic benefit cost are 3233, $281 and $104, respectively.

Accounting for pensions and other postretirement 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 Comnpany’s employees, mortality,
wrnover 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
expetience 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 postretirement benefit expense that the Company
recOgnizes.
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The significant assumptions related to the Company’s pension and other postretirtement benefit plans are as follows:

Cther
Pension Benefits Paostretirement Benefits
2007 2006 2007 2000
Weighted average Assimpions Used
to Determine Benefit Obligations
as of December 31,
Discount rate 6.25% 5.90% 6.25% 5.90%
Rate of compensation increase 4.0-5.0% 4.0-5.0% 4.0% 4.0%
Assumed Health Care Cost Trend
Rates Used to Determine Benefit
Obligations as of December 31,
Health care cost trend rate n/a n/a 8% 0%
Rate to which the cost trend is assumed
to decline {the ultimate trend rate) n/a n/a 5% 5%
Year that the rate reaches the ultimate
trend rate n/a n/a 2014 2011
Weighted averape Assumptions Used
to Determine Net Periodic Benefit
Costs for Years [inded December 31,
Discount ratc 5.90% 5.65% 5.90% 5.65%
Iixpected return on plan assets 8.0% 5.0% 5.33-8.0% 5.33-8.0%
Rate of compensation increase 4,0-5.0% 4.0-5.0% 4.0% 4.0%
Assumed Flealth Cate Cost Trend
Rates Used to Determine Net Periodic
Benefit Costs for Years Ended December 31,
Health care cost trend rate n/a n/a 99, 10%
Ratc 1o which the cost trend is assumed
ta decline (the wldmarte trend rate) n/a n/a 5% 5%
Year that the rate reaches the uldmate
trend race n/a n/a 2011 2011

nf a — Assumption is wot applicable fo pension beuefits.

Assumed health-care trend rates have a significant effect on the expense and liabilities for other postretirement benefit plans.
The health care trend rate is based on historical rates and expected market conditions. A one-percentage point change in the
expected health-care cost trend rates would have the following effects:

1-Percentage- 1-Petcentage-
Point Point
Increase Decrease

Effect on the health-care component of the

accrued other postretirement benefit

obligation % 2,334 g (2,195)
Effect on total service and interest cost

components of net periodic postretirement

health-care benefit cost % 235 $ (224)
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The Company’s discount rate assumption was determined using a yield curve that was produced from a univetse containing
over 500 U.S -issued Aa-graded corporate bonds, all of which were noncallable (or callable with make~whole provisions), and
excluding the 10% of the bonds with the highest yields and the 10% with the lowest yields. The discount rave was then
developed as the single rate that would produce the same present value as if the Company used spot rates, for various time
periods, to discount the projected pension benefit payments, The Company’s pension expense and liability (benefit obligations)
increases as the discount rate is reduced. A 25 basis-point reduction in this assumption would have increased 2007 pension
cxpense by $764 and the pension liabilities by $7,500.

The Company’s expected retarn on assets is determined by evaluating the asset class return expectadons with its advisors as
well as actual, long-term, historical results of our asset retarns, The Company’s market related value of plan assets is equal to
the fair value of the plan assets as of the last day of its fiscal year, and is a determinant for the expected return on assets which
is 2 component of net pension expense. The Company’s pension expense increases as the expected return on assets decreases.
A 25 basis-point reduction in this assumption would have increased 2007 pension expense by $350. For 2007, the Company
used an 8.0% expected return on asscts assumption which will remain unchanged for 2008. The Company believes its actual
long-term asset allocation on average will approximate the targeted allocation. The Company’s investment strategy is to eatn a
reasonable rate of return while maintaining risk at acceptable levels through the diversification of investments across and
within various asset categotics, Investment returns ate compated to benchmatks that include the S&P 500 Index, the Lehman
Brothers Intermediate Government/Credit Index, and a combination of the two indices. The Pension Committee meets semi-
annually to review plan investiments and management monitors investment petformance quartetly through a performance
report prepared by an external consulting firm.

The Company’s pension plan asset allocation and the target allocation by assct category are as follows:

2008 Percentage of Plan
Target Assers at Decermnber 31,
Allocation 2007 2006
Asset Category:

Licquity securitics 50 to 75% G4% 63%
Deht securities 25 to 50% 27% 28%,
Cash 0% 6% 7%
Other 0% 3% 2%
Total 100% 160% 100%

Tiqquity securitics include Aqua America, Inc. common stock in the amounts of 89,001 or 6.1% of total plan assets and $9,460
or 7.5% of total plan assets as of December 31, 2007 and 2006, tespectively.

The asset allocation for the Company’s other postretitement benefir plans and the target allocation by asser category are as
follows:

2008 Percentage of Plan
Target Assets at December 31,
Allocation 2007 2006
Assct Categoty;
Cash and Other 65% 66% 66%
Equity securitics 35% 34% 34%
Total 100% 100% 100%

Minimum 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 2008 our pension
contribution is expected ta he approximately §12,186, In establishing the contributon amount, the Company has considered
the potential impact of funding rule changes under the Pension Protection Act of 2006 and ar this time does not anticipate the
need o revise this amount based on the new rules. The Company’s funding of its PBOP cost during 2008 is expected to
approximate 32,959,
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(In thousands of dellars, except per share amounts)

The Company has 401(k) savings plans that cover substantially all employees. The Company makes matching contributions
that are invested in Aqua America, Inc, common stock based on a percentage of an employee’s contribution, subject to cereain
limirations. The Company’s matching contribution, recorded as compensation expense, was $1,316, $1,289 and $1,236 for the
years ended December 31, 2007, 2006 and 2005, respectively.

Note 17 — Water and Wastevwater Rates

In November 2007, the Company’s Pennsylvania operating subsidiary, Aqua Pennsylvania, Inc,, filed an application with the
Pennsylvania Public Utility Commission (“PAPUC”) requesting a $41,694 or 13.6% increase in annual revenues. The
application is currently pending before the PAPUC and a final determination is anticipated by August 2008. On June 22, 20006,
the PAPUC granted Aqua Pennsylvania, Inc. 2 $24,900 base water rate increase, on an annualized basis. The rates in effect at
the time of the filing of this rate case included §12,397 in Distribution System Improvement Chatges (“DSIC”) or 5.0% 2bove
the prior base rates. Consequently, the total base rates increased by $37,297 and the DSIC was reset to zero,

In December 2006, the Company’s operating subsidiary in Florida filed an application with the Florida Public Service
Commission (“I'PSC”) designed to increase water and wastewater rates by §7,298 on an annual basis. In April 2007, the
Company commenced billing for a portion of the requested rates, in accordance with authorization from the FPSC. On August
28, 2007, the Company seached a settlement agreement with Florida’s Office of Public Counsel and the Attorney General of
the State of Tlorida. The settlement agreement was approved by the FPSC, and among other stipulations, resulted in the
Company voluntarily withdrawing its application, and agreeing to refund the additional revenue billed that was associated with
this rate application. As a result of this agreement, during the third quattet of 2007, the Company recorded a revenue refund which
reduced operating revenues by $571 for the amount of revenue recognized prior to the third quarter of 2007, Additonally, the
Company wrote-off rate case expenses of $2,385 in 2007.

I 2004, the Company’s operating subsidiaries in Texas filed an application with the Texas Commission on Environmental
Quality (“TCEQ™) to increasc rates, on an annualized basis, by $11,920 over a multi-yeat period. The application secks to
increase annual revenues jn phases and is accompanied by a plan to defer and amottize a portion of the Company’s
depreciation, operating and other tax expense over a similar multi-year period, such that the impact on operating income
approximates the requested amount during the first years that the new rates are in effect, The application is currently pending
before the TCEQ and several parties have joined the proceeding to challenge the rate request. The Company commenced
billing: for the requested rates and implemented the deferral plan in 2004, in accordance with authorization from the TCEQ in
2004. The additional revenue billed and collected priot to the final ruling is subject to refund based on the outcome of the
ruling. The revenue recognized and the expenses deferred by the Company reflect an estimate of the final cutcome of the
ruling. In the event the Company’s request is denied completely or in part, the Company could be required to refund some o
all aof the revenues billed to date, and write-off some or all of the regulatory asset for the expense deferral, In Decamber 2006,
the TCEQ held hearings and issued a rate schedule that provided further clarification and an indication of the expected
outcome of the rate procceding. As a result of the December 2006 hearings, the Company revised its estimates of the final
outcome of the TCEQ proceeding. Dhring the fourth quarter of 2000, the revenue reserve was adjusted and additional
revenues were recognized of $1,487 and the regulatoty asset was increased resulting in lower expenses recognized of $1,199.
As of December 31, 2007, we have deferred $12,382 of operating costs and $3,343 of rate case expenses and recognized
§25,635 of revenuc that is subject to refund based on the outcome of the final commission ordetr. Based on the Company’s
review of the present citcumstances, no reserve is considered necessary for the revenue recognized to date ot for the deferred
operating costs and rate case expense.

The Company’s othet operating subsidiaries were allowed annual rate increases of $5,5%6 in 2007, 87,366 in 2006 and §5,142 in
2005, represcated by twenty-three, thirty-two and twenty-three rate decisions, respectively. Revenues from these increases
realized in the year of grant were approximately $4,0206, $3,580 and $3,144 in 2007, 2006 and 2005, respectively.

Six states in which the Company opetates permit water utilities, and in two states wastewater utilities, to add a surcharge to
their watcr or wastewater bills to offset the additional depreciation and capital costs related to infrastructure system
teplacement and rehabilitation projects completed and placed into service between base rate filings. Currently, Pennsylvania,
linois, Ohio, New York, Indiana and Missouri allow for the use of infrastructure rehabilitation surcharges. These mechanisms
typically adjust pesiodically based on additional qualified capital expenditures completed or anticipated in a future period. The
infrastructare rehabilitation surcharge is capped as a percentage of base rates, generally at 5% to 9% 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
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regulatory benchmark, Infrastructure rehabiliration surcharges provided revenues in 2007, 2006 and 2005 of $11,507, $7,873
and $10,186, respectively.

Note 18 — Scgment Information

The Company has idendfied foutteen operadng segments and one reportable segment. Prior to the acquisition in 2006 of
companies that provide on-site septic tank pumping and sludge hauling services, the Company’s non-regulated operations were
limited in scope and impact on its financial results and assets, and as a result the Company previously operated them as part of
its regulated operating segments, The Company made this determination based on an evaluation of its operating segments
during 20006.

The Regulated segment, the Company’s single reportable segment, is comprised of thirteen operating segments repsesenting,
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.

One segment is included within the other category below. This segment is not quantitatively significant and is comprised of the
Company’s businesses that provide on-site septic tank pumping, sludge hauling services and other water and wastewater
services. In additon to this segment, 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 cermin general and administrative expenses, and interest expense.

The following table presents information abour the Company’s reportable segment:

As of or For the Year Ended As of or Fot the Year Ended
December 31, 2007 December 31, 2006

Regulated Other  Consolidated Regulated Other  Consolidated
Operating revenues T 589,743 8 12756 & 602,499 3 526,293 % 7,098 §  5334N
Operations and maintenance expense 243755 8,337 253,092 216,919 2,641 219,560
Depreciation 84,993 (1,820 83,178 73,380 {2,485) 70,895
Operating income 211,899 4,117 216,016 199 224 6,323 205,547
Interest expense, net of AFUDC 59,689 4,279 63,968 43,348 11,143 54,491
[ncome s 60,224 304 60,528 62,134 {1,889) 60,246
Net income 93,769 1,245 95,014 94,941 (2,937) 92,004
Capital cxpenditures 236,230 1,910 238,140 271,777 71) 271,706
Total asscts 3,223,681 3,231 3,226,912 2,819,385 58,518 2,877,903
Goodwill 32,510 4,121 36,631 18,537 4,043 22,580

As of or For the Year Ended
December 31, 2005

Regulated Other Consolidated
Operating revenues § 493456 3 3323 & 496,779
Operations and maintenance expense 202,662 426 203,088
Depreciation 63,756 {3,009 60,747
Operating income 191,419 5,088 196,507
Interest expense, net of AFUDC 41,857 7,758 49,615
Income tax 58,647 (1,734) 56,913
Net income 92,092 {9306) 91,150
Capiral expenditures 236,637 825 237,462
Total assets 2,699,941 (64,895) 2,635,046
Goodwill 20,078 102 20,180
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Selected Quarterly Financial Data (Unaudited Aqua Ametica, Joe. and Subsidiaries
{In thousands of dollars, except per share amounts)

First Second ‘Third Fourth

(Quarter Quartet Quarter Quatter Year

2007
Operating revenues $ 137,301 § 150,624 % 165491 % 149,083 § 602,499
Operations znd maintenance expense 60,295 63,334 67,069 62,394 253,092
Operating incotne 43,745 54,770 65,347 52,154 216,016
Net income 16,858 23,727 29518 24911 95,014
Basic net income per common share 0.13 0.18 (.22 0.1% 0.72
Diluted net incame per common share 0.13 0.18 0.22 0.19 0.71
Dividend paid per common share 0.1150 0.1150 0.1250 (0.1250 0.4800
Dividend declared pet common share 0.1150 0.1150 0.1250 0.1250 0.4800
Price range of common stock

- high 24.03 23.50 20,62 24.39 26.62

-low 20.50 21.40 21.40 18.86 18.86
2006
Operaiing revenues § 117,049 8 131,749 § 146,950 3§ 136,843 ¢ 533491
Operations and maintenance expense 51,316 55,433 50,127 53,684 219,560
Operating income 40,622 50,089 59,523 55,313 205,547
Net income 16,564 22,380 27,331 25,723 92,004
Basic net income per common share 0.13 0.17 0.21 019 0.70
Diluted net income per common share 0.13 0.17 0.21 0.19 0.70
Dividend paid per common share 0.1069 0.1069 0.1150 0.1150 0.4438
Dividend declared per common share 0.1069 0.1069 0.2300 - (0.4438
Price range of common stock

- high 29.79 27.82 23.93 24.94 29.79

- low 26.50 20.13 21.13 21.54 20,13

High and low prices of the Company’s common stock are as reported on the New York Stock Exchange Composite Tape. The
cash dividend paid in December 2006 of §0.115 was declared in September 2006.
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Summary of Selected Financial Data Aqua America, Inc. and Subsidiarics
(in thousands of dollars, excepr per share amounts)

Years ended December 31, 2007 2006 2005 2004 (a) 2003 (b)
PER COMMON SHARE:
MNet income

Basic 20.72 40.70 3072 50.64 S0.60
Diluted 0.71 0.70 071 0.64 (.59
Cash dividends declared and paid 0.48 0.44 (.40 0.37 (.34
Return on average stockholders' equity 10.0% 10.6% 11.7% 11.4% 12.3%
Book value at year end 37.232 £6.96 $6.30 55.88 §5.33
Market value at year end 21,20 22,78 27.30 18.44 16.58
INCOME STATEMENT HIGHIIGHTS:
Operating revenues 602,499 £535,491 5496,779 5442,039 §367,233
Depreciation and amortization 88,011 75,041 65,488 58,8064 51,463
Interest expense, net (c) 63,968 54,491 49,615 46,375 42,535
Income before income taxes 155,542 152,250 148,069 132,131 116,718
Provision for income taxes 60,528 60,246 50,913 52,124 45,923
Net incomce available to commeon stock 95,014 92,004 01,156 30,007 70,785
BALANCE SHEET HIGHLIGHTS:
Total assets 83,226,912 $2,877,903 82,635,046 82,355,374 52,071,252
Property, plant and eguipment, net 2,792,794 2,505,995 2279950 2,069,812  1,824,29]
Common stockholders' equity 976,298 921,630 811,923 747,231 658,11¢
Long-term debt, including current postion 1,238,980 082,815 903,083 834,650 736,052
Total debt 1,295,898 1,101,965 1,041,588 909,466 832,511
ADDITIONAL INFORMATION:
Net cash flows from operating activities $194.168 £170,726 4199,674 §173,603 4143373
Capital additions 238,140 271,706 237,462 195,730 163,320
Net cash expended for acquisitions
of utility systems and other 51,226 11,848 1,633 54,300 192,331
Dividends on common stock 63,763 58,023 51,139 45,807 39,917
MNuamber of uiility customers served (d) 950,732 926,823 564,594 835,512 745,491
Number of shareholders of common stock 28,280 28,348 27,054 24,082 22,726
Common shates outstanding (000) 133,400 132,326 128,970 127,180 123,452
Emplovees (full-time) 1,585 1,540 1,489 1,442 1,260

(a) 2004 inchudes a partial year of financial results for the mid-year acquisition of Fleater Utlities, Inc.
and certain utility assets of Florida Water Services Corporation.

(b) 2003 includes five months of financial results for the AquaSource operations acquired in Juby 2003,

{c) Net of allowance for tunds used during construction and intetest income.

() 2006 inciudes 44,792 customers associated with the New York Water Service Corporation which
closed on January 1, 2007. The operating results of this acquisition will be reported in our
consolidated financial statements beginning Jamuary 1, 2007.
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AQUA AMERICA, INC. AND SUBSIDIARIES
INVESTOR RELATTONS INFORMATION
Financial Reports and Investor Relations
Copies of the company’s public financial reports, including annual reports and Forms 10-K and 10-Q, are available on line
and can be downloaded from the investor relations section of our Web site at www.aquaamerica.com. You may also obtain
these reports by writing to us at:

ATTN: Investor Relations
Aqua America, Inc,

762 W. Lancaster Avenue
Bryn Mawr, PA 19010-3489
WWW.A(UAaImerica, com

Corporate Governance

We are committed to maintaining high standards of corporate governance and are in compliance with the corporate
governance rules of the Securities and Exchange Commission (SEC) and the New York Stock Exchange. Copies of our key
corporate governance documents, including our Corporate Governance Guidelines, Code of Ethical Business Conduct, and
the charters of each committee of our Board of Directors, can be abtained from the corporate governance portion of the
investor relations section of our Web site at www.aquaamerica.com, or requests may be directed to the address above.
Amendments to the Code, and any grant of waiver from a provision of the Code requiring disclosure under applicable

SEC rules will be disclosed on our Web site. As required under Section 302 of the Sarbanes-Oxley Act of 2002 and Rule
13a-14{a) under the Securities and Exchange Act of 1934, Aqua America’s chief executive officer and chief financial othcer
have performed the required certification for 2007 without exception and their certifications were filed as Exhibits 31.1 and
31.2 to our Form 10-K for 2007, You may access this report and our other SEC filings from our Web site. In addition, in 2007
the company’s chief executive officer provided to the New York Stock Exchange the Annual CEO certification regarding the
company’s compliance with the New York Stock Exchange’s corporate governance listing standards.

Annual Meeting Independent Registered Public Accounting Firm
10 a.m. Eastern Daylight Time PricewaterhouseCoopers LLP

Thursday, May 15, 2008 Two Commerce Square

Drexelbrook Banquet Facility and Corporate Events Center Suite 1700

Drexelbrook Drive and Valley Road 2001 Market St.

Drexel Hill, PA 19026 Philadelphia, PA 19103-7042

Transfer Agent and Registrar
Computershare Trust Company, N.A.
P.O. Box 43078

Providence, RT1 02240-3078

800.205.8314 or 781.575.3100
www.computershare.com

Stock Exchanges
The Common Stock of the company is listed on the New York Stock Exchange and the Philadelphia Stock Exchange under the
ticker symbol WTR.

Dividend Reinvestment and Direct Stock Purchase Plan

'The company’s Dividend Reinvestment and Direct Stock Purchase Plan {“Plan™) enables sharcholders to reinvest all, or a
designated portion of, dividends paid on up to 100,000 shares of Common Stock in additional shares of Common Stock at a
five percent discount from a price based on the market value of the stock. In addition, shareholders may purchase additional
shares of Aqua America Common Stock at any time with a minimum investment of $50, up to a maximum of $250,000
annually. Individuals may become shareholders by making an initial investment of at least $500. A Plan prospectus may be
obtained by calling Computershare Trust Company at 800.205.8314 or by visiting www.computershare.com. Please read the
prospectus carefully before you invest.
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AQUA AMERICA, INC, AND SUBSIDIARIES
INVESTOR RELATIONS INFORMATION

IRA, Roth IRA, Education IRA

An IRA, Roth IRA or Coverdell Education Savings Account may be opened through the Plan to hold shares of Common Stock

of the company and to make contributions to the IRA to purchase shares of Common Stock. Participants in the Plan may roll over
an existing IRA or other qualified plan distribution in cash intc an IRA under the Plan to purchase the company’s Common 5Stock.
Participants may aiso transfer the company’s Common Stock from an existing IRA into an IRA under the Plan. A prospectus, IRA
forms and a disclosure statement may be obtained by calling Computershare Trust Company at 80(.472.7428. Pleasc read the
prospectus carefully before you invest,

Direct Deposit

With direct deposit, Aqua America cash dividends are deposited automatically on the dividend payment date of each quarter.
Shareholders will receive confirmation of their deposit in the mail. Shareholders interested in direct deposit should call the
Company’s transfer agent at §00.205.8314,

Delivery of voting materials to shareholders sharing an address

To reduce the expense of delivering duplicate voting materials to our shareholders who have more than one Aqua America stock
account, we are delivering only one annual report and proxy statement to registered shareholders who share an address unless
otherwise requested. A separate proxy card is included in the voting materials for cach of these shareholders.

How to obtain a separate set of voting materials

If you are a registered shareholder who shares an address with another registered shareholder and have received only one set of
voting materials for the annual meeting, you may write or call us to request a separate copy of this material at no cost to you at
610.525.1400 or Attn: Investor Relations, Aqua America, Inc., 762 W. Lancaster Avenue, Bryn Mawr, PA, 19010, For future
annual meetings, you may request separate voting material by calling the Company’s transfer agent ar 800.205.8314.

Account Access

Aqua America shareholders of record who do not hold their shares with a broker or other third party may access their account
by visiting www.computershare.com, Shareholders may view their account, purchase additional shares, and make changes to
their account. To learn more, visit www.computershare.com or call 800.205.8314.

Dividends
Aqua America has paid dividends for 62 consecutive years. The narmal Common Stock dividend dates for 2008 and the first six
months of 2009 are:

Declaration Date Ex-Dividend Date Record Date Payment Date
February 1, 2008 February 13, 2008 February 15, 2008 March 1, 2008
May 2, 2008 May 14, 2008 May 16, 2008 June 1, 2008
August 1, 2008 August 15, 2008 August 18, 2008 September 1, 2008
November 3, 2008 November 14, 2008 November 17, 2008 December 1, 2008
Febrvary 2, 2009 February 13, 2009 February 17, 2009 March 1, 2009
May 1, 2009 May 15, 2009 May 18, 2009 June 1, 2009

To be an owner of record, and therefore eligible to receive the quarterly dividend, shares must have been purchased before the
ex-dividend date. Owners of any share(s) on or after the ex-dividend date will not receive the dlvldend for that guarter.
The previous owner—the owner of record—will receive the dividend.

Only the Board of Directors may declare dividends and set record dates. Therefore, the payment of dividends and these dates may
change at the discretion of the Board. Announcement of the dividend declaration is usually published in The Wall Street Journal
and several other newspapers.

Dividends paid on the company’s Common Stock are subject to Federal and State income tax.

Lost Dividend Checks and Stock Certificates

Dividend checks lost by shareholders, or those that might be lost in the mail, will be replaced upon notification of the lost or missing
check. All inquiries concerning lost or missing dividend checks should be made to the Company’s transter apent at 800.205.8314,
Sharcholders should call or write the Company’s transfer agent to report a lost certificate, Appropriate documentation will be
prepared and sent to the shareholder with instructions.

Safekeeping of Stock Certificates

Under the Direct Stock Purchase Plan, shareholders may have their stock certificates deposited with the transfer agent for
safekeeping free of charge. Stock certificates and written instructions should be forwarded to: Computershare Trust Company, N.A.,
P.O. Box 43078, Providence, RI (2940-3078,
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Drinking water and the environment go hand in hand.
That's why Aqua America is always looking for ways to improve the environment.

Whether employaes volunteer to plant trees or clean up stream banks,
or the corporation donates land to preserve apen space, Aqua is
dedicated to improving the areas in which we live and serve.

This year, Aqua extended that dedication to our annual report.

Created with earth-friendly materials, this annual report reffects our focus on the enviranment.
By printing on paper that's approved by the Ferest Stewardship Council, Aqua is helping ensure
the proper and responsible use of forests, We also used vegetable-based ink
rather than petraleum-based ink to help reduce azone and smog.
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