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F I N A N C I A L H I G H L I G H T S On thousands, except per share amounts). 

Operating revenues 

Net income 

Diluted net income per common share 

Annual dividend rate per common share 

Common stockholders' equity 

Total assets 

Capital additions (a) 

Number of utility customers served (b) 

2006 

$ 533,491 

92,004 

0.70 

0.46 

921,630 

2,877,903 

271,706 

927,235 

2005 

$ 496,779 

91,156 

0.71 

0.4276 

811,923 

2,635,046 

237,462 

864,894 

Percent 
Change 

7.4 

0.9 

(1.4) 

7.6 

13.5 

9.2 

14.4 

7.2 

(a) Excludes net payments for acquisitions of utility systems and other: $11,848 in 
2006 and $11,633 in 2005. 
(b) 2006 includes 44,792 customers associated v\/ith the New York Water Service 
Corporation acquisition that was completed on January 1, 2007. 

NATIONAL FOOTPRINT 

Aqua America, Inc. is a U.S.-based 

publicly traded water and 

wastewater utility holding company 

serving approximately 2.8 million 

residents in Pennsylvania, Ohio, North 

Carolina, Illinois, Texas, New Jersey, 

New York, Indiana, Florida, Virginia, 

Maine, Missouri and South Carolina. 

Aqua America is listed on the New 

York and Philadelphia Stock Exchanges 

under the ticker symbol W T R . 
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TO OUR SHAREHOLDERS 

March 9, 2007 

Growth continued to be a key part of our performance in 2006. 

During the past year, our growth-through-acquisition strategy, coupled with organic 

growth, added more than 62,000 new customers, or 7 percent, to our customer base. The 

majority of these customers came through the acquisition of New York Water Service 

Corporation, which serves approximately 45,000 customers on Long Island. Shortly after 

closing New York Water Service, we continued building on our New York base by entering 

into an agreement with Kelda Group, Inc. to acquire the nearby Aquation Water Company 

of Sea Cliff, Inc., which serves approximately 4,500 Long Island customers. 

The majority of our 28 acquisitions in 2006 were "tuck-ins"— acquisitions of small 

systems located in close proximity to our existing systems. Purchasing water and 

wastewater assets of nearby systems allows us to realize economies of scale, increase 

reventies and add new platforms for future capital investment and customer growth. 

Included in the 28 acquisitions are four new septage hauling operations that complement 

our wastewater business and allow us to provide additional services to our residential and 

commercial water customers in Pennsylvania. 

In August, Aqua America's Board of Directors approved and announced a quarterly 

dividend increase of eight percent from $0.1069 per common share to $0,115 per 

common share. With the dividend paid on September 1, 2006, we effected our 16̂ *" 

dividend increase in the last 15 years. The increase marked the eighth consecutive year in 

which die dividend was increased greater than five percent. 

Operating results in 2006 were adversely affected by weather, regulatory lag, the 

inflationary impact on production costs, expensing of stock options, and a rapid rise in 

short-term interest rates. Operating revenues grew more than seven percent to $533.5 

million in 2006 from $496.8 million in 2005. Net income was up slightly at $92.0 mil

lion compared to $91.2 million during 2005. Corresponding diluted earnings per share 

was $0.70 in 2006 versus $0.71 for the full year 2005, on three percent more shares 

outstanding. 

We spent record amounts of capital in 2006, approximately $272 million, to upgrade and 

expand our water and wastewater systems around the country. Prudent capital 

investment allows us to continue to deliver quality water and rehable service to our 

customers and receive a fair retuiii on that investment from regulators. 

"In 2006, we used our 

experience as a trusted 

water company to 

increase our customer 

base by more than 

62,000 customers." 

In 2006, we received rate relief in our largest operating subsidiary, Aqua Pennsylvania, and 

in other states, which is expected to provide about $40.0 million in annualized revenue. 

experience water 



In 2006, we were pleased to add two new directors to our board: Ms, Ellen T Ruff, the 

president of Duke Energy Carolinas and Mr. Andrew Sordoni, III, the former president and 

chairman of C-TEC Corporation and an officer and chairman of Sordoni Construction 

Services. We welcome the addition of both esteemed executives to our board and have 

already benefited from their contributions. 

As we welcome Ms. Ruff and Mr. Sordoni, we would like to offer our gratitude to retiring 

Directors John E McCaughan and John E. Menario. Mr. McCaughan has served on the 

board since 1984, helping foster the company's return to its core business as a water and 

wastewater utility v/ith a successful growth-through-acquisition strategy that nearly tripled 

the company's customer base during his tenure. 

Mr. Menario joined the board in 1999 after having served as chairman of the board of 

Consumers Water Company, which merged with Aqua that same year. Mr. Menario played 

a key role in the company's merger and continued to provide key counsel during his 

tenure as we moved forward with the subseqtient acquisitions of the AquaSource 

companies. Heater Utilities and Florida Water. These acquisitions added eight more states 

to our operations. 

We wish Messrs. McCaughan and Menario the best during their retirement and thank 

them for their years of dedicated service. 

With 120 years in the water industry and as one of the nation's largest water companies, 

we look forward with confidence in our long-term strategy to continue to grow through 

acquisitions and to make prudent capital investments. This strategy will allow us to receive 

fair returns for our shareholders while enabling us to continue to provide a quality product 

and reliable service at a reasonable price to our customers. 

With 53,000 water systems and 16,000 wastewater systems in the United States today, we 

believe the opportunities to continue to implement our strategy are plentiful. 

Thank you for your continued support. 

'^J- £ ] A ^ u ^ 
Nicholas DeBenedictis 

experience water 



2006 Dividend Highlights 

Increased cash dividend by eight percent to $0.46 on an annualized basis as 
of September 1, 2006. 

• i Sixteen cash dividend increases in the last 15 years. 

11 Paid dividends for more than 60 consecutive years. 

Earnings Per Share 

$0.80 

$0.70 
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$0.71 
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Customer Count* 

835,512 

749,49̂  | H 
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927,235 

2002 2003 2004 2005 2006 

* 2006 includes 44,792 customers associated with the New York Water 
Service Corporation acquisition that was completed on January 1, 2007. 
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Five-Year Cumulative Total Shareholder Return 

The graph below compares Aqua America, inc.'s five-year cumulative total shareholder return on common stock as compared with the cumulative 
total returns of the S&P 500 Index, the Dow Jones Utility Index and the S&P MidCap 400 Utilities Index. The graph tracl(s the performance of a 
Si 00 investment in our common stoclc and in each of the indices (with the reinvestment of all dividends) for the five-year period ended December 
31, 2006. In the past, the Company has used the Dow Jones Utility Index for its peer group comparison. The Company has adopted the S&P MidCap 
400 Utilities Index to be used for future peer group comparisons, due to Aqua America, Inc.'s inclusion in the index, as well as the comparable size 
of the component companies within the index. 

The Dow Jones Utility Index and the S&P MidCap 400 Utilities Index are both presented in the graph below this year for comparison purposes. The 
S&P MidCap 400 Utilities Index consists of the following companies; AGL Resources, \r)c.: Alliant Energy Corporation; Aqua America, Inc.; Aquila, 
Inc.; Black Hills Corporation; DPL Inc.; Duquesne Light Holdings, Inc.; Energy East Corporation; Equitable Resources, Inc.; Great Plains Energy, Inc.; 
Hawaiian Electric Industries, Inc.; (dacorp Inc.; MDU Resources Group, Inc.; National Fuel Gas Co.; Northeast Utilities; NSTAR; OGE Energy Corpora
tion; Oneok Inc.; Pepco Holdings, Inc.; PNM Resources, Inc.; Puget Energy, Inc.; SCANA Corporation; Sierra Pacific Resources; Vectren Corporation; 
Westar Energy, Inc.; WGL Holdings, Inc.; Wisconsin Energy Corporation and WPS Resources Corporation. 

Comparison of Five-Year Cumulative Total Shareholder Return* 

Among Aqua America, Inc., the S&P 500 Index, the Dow Jones Utility Index and the S&P MidCap 400 Utilities Index 

$250- ~ 

$200 

150 

$100 

$50 

2001 2002 2003 2004 200: 2006 

^ Aqua America, Inc. 

J ^ Dow Jones Utility Index 

5&P 500 Index 

S&P MidCap 400 Utilities Index 

'$100 invested on 12/31/01 in stock or index, including revinvestment of dividends. 

Aqua America, Inc, 
S&P 500 Index 
Dow Jones Utility index 
S&P MidCap 400 Utilities Index 

2001 

100.00 
100.00 
100.00 
100.00 

Fiscal 

2002 

93.64 
77.90 
76,62 
87.99 

year ending December 

2003 

128.77 
100.24 
99.14 

111.80 

31, 

2004 

146.66 
111.15 
129.12 
131.10 

2005 

221.10 
116.61 
161.57 
141.16 

2006 

187.93 
135.03 
188.44 
172.60 

The stock price performance included in this graph is not necessarily indicative of future stock price performance. 
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Board of Directors 
Nicholas DeBenedictis, 61 
Chairman, President and CEO 
Aqua America, Inc. 
Director since 1992 

Constantine Papadakis. 61 
President 
Drexel University 
Director since 2005 

Mary C Carroll, 66 
Consultant and Community Volunteer 
Director since 1981 

Richard Glanton, 60 
Senior Vice President 
Exelon Corporation 
Director since 1995 

Lon R. Greenberg, 56 
Chairman and CEO 
UGI Corporation 
Director since 2005 

William P. Hankowsky, 55 
Chairman, President and CEO 
Liberty Property Trust 
Director since 2004 

ElienT. Ruff, 59 
President 
Dul<e Energy Carolinas 
Director since 2006 

Richard L. Smoot, 66 
Regional Chairman, Advisory Board 
Philadelphia and Southern New Jersey 
PNC Financial Services Group (Retired) 
Director since 1997 

Andrew J. Sordoni, III, 66 
Former President and Chairman, 
C-TEC Corporation 

Chairman, Sordoni Construction Services, Inc. 
Director since 2006 

Officers 

Nicholas DeBenedictis, 61 
Chairman, President and CEO 

Christopher H. Franklin, 42 
Regional President 

Aqua America - Southern Operations 
Senior Vice President 
Public Affairs and Customer Operations 

Mark J. Kropilak, 50 
Senior Vice President 
Corporate Development and Corporate Counsel 

Karl M. Kyriss, 56 
Regional President 
Aqua America - Mid-Atlantic Operations 

Robert G. Liptak, 58 
Regional President 

Aqua America - Northern Operations 

Kathy L. Pape, 54 
Senior Vice President 
Treasurer and Rates Counsel 

Richard R. Riegler, 60 

Vice President 
Engineering and Environmental Affairs 

RobertA. Rubin, 44 
Vice President 
Chief Accounting Officer and Controller 

David P. Smeltzer, 48 

Chief Financial Officer 

Roy H. Stahl, Esq., 54 

Chief Administrative Officer, 

General Counsel and Secretary 
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Experience Water 
Every day you experience the benefits of water. Water nourishes us, keeps us clean and helps our food 

grow. More than 60 percent of our bodies are water. Without it, the human body will survive only a few 

days. No other nutrient deficiency has such profound effects. 

Providing such an essential product comes with enormous responsibility. At Aqua America (Aqua), we 

have more than 120 years of experience providing our customers with quality, reliable water. As one of 

the country's oldest water utilities, Aqua's experience not only spans time, it spans geography with 

utilities In mid-Atlantic, southern, midwestern and New England states. 

A newborn baby's body 

is 75 percent water. 

However, as you age, 

that percent decreases. 

The amount of water 

in an aduit man's body 

could be as little as 60 

percent. 

experience water 

Our experience spans professions with scientists who staff our laboratory with numerous state 

certifications; engineers who design distribution systems and treatment facilities; licensed treatment 

operators who service our treatment facilities and 

a host of other professionals needed to provide you 

with water. 

Experience Growth 
Since the early 1990s, Aqua has seen significant 

customer growth as a result of its growth-through-

acquisition strategy. Through its experience, Aqua 

management has grown the company's revenues 

not by soley raising rates but also by increasing 

customers and acquiring additional systems. This 

customer growth allowed Aqua to capitalize on 

economies of scale and helps the company 

moderate rates. 

Adding customers also allowed Aqua to increase 

revenues and gain additional operating efficiencies. Aqua's customer base has grown from roughly 

237,000 customer accounts (700,000 residents) at year-end 1991 to roughly 927,000 customer 

accounts (approximately 2.8 million residents) at year-end 2006. This growth is the result of more than 

200 acquisitions and growth ventures that expanded the company from a regional water utility serving 

customers in four suburban Philadelphia counties to a national company serving customers in 13 states. 

Experience a New Opportunity 
Although Aqua's experience and core business is drinking water, in 1996 the company acquired its first 

wastewater system — a small private, 300-customer wastewater system in Chester County, 

Pennsylvania. Aqua's interest in wastewater was a natural extension of its growth strategy because 

of the overlap of business and operations functions in the drinking water and wastewater industries. 



including engineering and design, capital investments and public utility regulation. It also offered Aqua 

the ability to improve the quality of wastewater discharges (effluent) released into streams and the 

uses for effluent, such as groundwater 

recharge. Since its first wastewater 

acquisition. Aqua's wastewater 

customer base has grown to more 

than 90,000 customer accounts (about 

270,000 residents). 

Aqua is gaining new experience in 

another segment of the wastewater 

industry. In 2005, Aqua purchased a 

small private southeast Pennsylvania 

company that provides commercial 

and residential wastewater services, 

such as sludge and bulk wastewater hauling and septic tank clean-outs 

Since then, Aqua has purchased four additional private companies that offer the same services. These 

businesses complement Aqua's expertise in regulated wastewater treatment and disposal operations. 

They also provide an opportunity to offer additional services to our existing water customers with septic 

systems. 

Experience Prudent Capital Investment 
The water industry is the most capital intensive of all utilities, having to invest more capital per dollar 

of revenue earned than any other utility. With nearly $3 billion in assets — most buried beneath the 

ground —Aqua is heavily vested in the communities it serves. 

Our experience has shaped our proactive approach to infrastructure rehabilitation. We perform needed 

maintenance at our treatment and operating facilities to ensure optimum performance throughout the 

life of these facilities. In 2003, the Environmental Protection Agency (EPA) estimated that $277 billion 

would be needed over the next 20 years to maintain and upgrade the nation's water infrastructure. 

To maintain reliability and water quality. Aqua invests 

significant capital in its infrastructure. In 2006, the 

company spent about $272 million to replace and upgrade 

aging pipe, storage tanks, treatment facilities, pumping 

stations, etc. Prudent and disciplined capital investment 

allows customers to continue to receive reliable service 

and quality water and allows Aqua to earn a fair rate of 

return on its investment for shareholders. 

Water treatment plants, 

sewer and distribution 

lines and storage 

facilities ensure 

protection of public 

health. That's why 

infrastructure upgrades 

are necessary to sustain 

our water quality. 

experience water 



Experience Technology 
Water quality has always been a top priority at Aqua. The company was founded in 1886 by 

Swarthmore College professors who were concerned about water quality in their community. More than 

a century later, Aqua continues that tradition by using advanced treatment technology to address water 

quality challenges. Aqua was the first water I I 

utility in Illinois to install treatment on a surface 

water supply (rivers, lakes, streams) to address 

seasonal spikes in nitrate levels from agricultural 

runoff. 

When the EPA adopted a new, more stringent 

standard for arsenic, Aqua had one well that 

slightly exceeded the new proposed limit. To 

remedy the exceedance, Aqua was among the first in Pennsylvania to use a new disposable media 

treatment system well in advance of the regulatory guidelines. 

Without water, food 

production would be 

impossible. Six gallons 

of v^ater are needed to 

produce one serving of 

lettuce, and more than 

2,600 gallons are needed 

to produce one serving 

of steak. 

experience water 

Aqua has brought the same philosophy to wastewater treatment. In Florida, special filters to remove 

total nitrates and phosphorus at the Fruitville (Sarasota) wastewater treatment plant have been 

installed to meet self-imposed nutrient removal goals. These goals are more rigorous than the 

regulatory permit limits for the plant and even surpass strict Florida standards for advanced wastewater 

treatment. This effluent is beneficially used for irrigation. Other Aqua wastewater facilities in Florida, 

Texas and Illinois produce high quality effluent for golf course irrigation and other uses. 

Experience the Future 
Aqua's plans for the future are as clear as its product. With 53,000 water systems in the United States 

and 84 percent of them serving fewer than 3,300 people, the need for consolidation is obvious. As it 

has done successfully since embarking on its growth strategy in the early 1990s, Aqua will continue to 

pursue strategic growth opportunities that will allow it to take advantage of economies of scale to gain 

efficiencies. 

Aqua will also continue to prudently invest 

capital to provide quality sen/ice and 

adhere to water quality standards, while 

increasing opportunities for fair returns on 

its investment for shareholders. 

As the only utility that is ingested and the 

only one required to sustain life, it is clear 

that water will always be key to life. The 

future is water—without it, there is no 

future. 4 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Management's Discussion and Analysis of Financial Condition and Results of Operations 
fln thousands of dollars, except per share amounts) 

FORWARD-LOOKING STATEMENTS 

This report by Aqua America, Inc. ("Aqua America," "we" or "us") contains, in addition to historical information, fol^vard-
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, 
performance or achievements to be materially different from any future results, performance or achievements expressed or 
implied by these forward-looking statements. In some cases you can identify forward-looking statements where statements are 
preceded by, followed by or include the words "believes," "expects," "anticipates," "plans," "future," "potential" or the 
negative of such terms or similar expressions. FoiAvard-looking statements in this report, include, but are not limited to, 
statements regarding: 

• recovery of capital expenditures and expenses in rates; 
• projected capital expenditures; 

• availabilit)'of capital financing; 
• dividend payment projections; 
• future financing plans; 
• future 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 availability and cost of key production necessities, including power, chemicals and purchased water or wastewater 

services; 
• the availabilit}' of qualified personnel; 

• the return performance of our defined benefit pension plan assets; 
• general economic conditions; 

• the impact of geographic diversity on our exposure to unusual weather; and 
• the impact of accounting pronouncements. 

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

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

• changes in government regulations and policies, including environmental and public utilit;^ regulations and policies; 

• changes in environmental conditions, 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; 
• our ability to manage the expansion of our business; 

• the extent to which we arc able to develop and market new and improved serwices; 

• the effect of the loss of major customers; 
• our ability to retain tlie services of key personnel and to hire qualified personnel as we expand; 

• increasing difficulties in obtaining insurance and increased cost of insurance; 
• cost overruns relating to improvements 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) 
fln thousands of dollars, except per share amounts) 

Given these uncertainties, you should not place undue reliance on these forward-looking statements. You should read this 
report with the understanding that our actual future results may be materially different from what we expect. These forward-
looking statements represent our estimates and assumptions only as of the date of this report. Except for our ongoing 
obligations to disclose material information under the federal securities laws, we are not obligated to update these forward-
looldng statements, even though our situation 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 Company 

Aqua America, Inc. is the holding company for regulated utilities providing water or wastewater services to what we estimate 
to be approximately 2.8 million people in Pennsylvania, Oliio, 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 55% of our operating revenues for 2006 and, as of December 31, 2006, provided water or wastewater 
senaces to approximately one-half of the total number of people we ser\^e, 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 simitar services in 12 other 
states. In addition, we provide water and wastewater service through operating and maintenance contracts with municipal 
authorities and other parties, and septage hauling services, close to our utilit)^ companies' ser\tice territories. 

Industry Mission 

The mission of the investor-owned water utility industry is to provide qualit)^ and reliable water service at an affordable price 
for the customer, with a fair return for shareholders. A number of challenges face the industiy, 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 

• the impact of weather and drought conditions on water sales demand. 

Economic Regulation 

Most of our water and wastewater utilit}^ 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 
of setvice, approve acquisitions and authorize 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 utilitj' 
systems, loans and other financings, and the franchise areas that we serve. A small number of our operations are subject to rate 
regulation by county or city government. The profitability of our utilitjf operations is influenced to a great extent by the 
timeliness and adequacy of rate allowances in the various states in which we operate. 

Rate Case Management Capabili ty-^e strive to achieve the industr}^ 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 infrastmcmre. This capability is important in 
our continued profitability and in providing a fair remrn to our shareholders, and thus providing access to capital markets to 
help fund these investments. Accordingly, we execute a rate case management strategy to provide that the rates of the utiHtĵ  
operations reflect, to the extent practicable, the timely recovery of increases in costs of operations, capital, taxes, energ^ ,̂ 
materials and compliance with environmental regulations. In assessing our rate case strategj^ we consider the amount of utilit)^ 
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 other costs. Based on these assessments, our utility operations periodically file rate increase 
requests with their respective state regulatory commissions or local regulator)' authorities. In general, as a regulated enterprise, 
our water and wastewater rates tire established to provide recovery of utility costs, taxes, interest on debt used to finance 
facilities and a return on equity' used to finance facilities. 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. 



AQUA AMERICA, INC. AND SUBSIDIARIES 

Management's Discussion and Analysis of Financial Condition and Results of Operations (continued) 
fln thousands of dollars, except per share amounts) 

All of the states in which we acquired operations in 2004 and 2003 permit some form of consolidated rates in var)'ing degrees, 
but none currentiy permits us to fully consolidate rate filings state-wide. Between August 2003 and December 2006, we have 
filed rate filings in over 121 operating divisions. Due to the length of time since the last rate increase for some acquired 
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. "NX-̂ ile each of these rate filings will proceed through the 
applicable regulatory process, 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. Further, there remain 20 
divisions within these acquired operations where we have not yet filed a rate request. 

Revenue Surcharges—Si^ states in which we operate permit water utilities, and in two states wastewater utilities, to add a 
surcharge to their water or wastewater bills to offset the additional depreciation and capital costs associated with certain capital 
expenditures related to replacing and rehabilitating infrastmcmre 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 recoveiy 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 infrastrucmre. In addition, certain states permit 
our subsidiaries to use a surcharge or credit on their bill to reflect certain allowable changes in costs, such as changes in state 
tax rates, other taxes and purchased water, until such time as these 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 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 2006, the effects of inflation on our operating results are noticeable 
and partly responsible for lower than expected earnings growth. 

Growth-Through-Acquisition Strategy 

Part of our strategy to meet the industr>' challenges is to actively explore oppormnities to expand our utilit)^ operations through 
acquisitions of water and wastewater utilities either in areas adjacent to our existing service areas or in new sen'ice areas, and to 
explore acquiring non-regulated businesses that are complementar)^ to our regulated water and wastewater operations. This 
growth-through-acquis! tion strateg)' allows us to operate more efficiendy by sharing operating expenses over more utilit)' 
customers and provides new locations for possible future growth. The abilit)' to successfully execute this strateg)' and meet the 
industiy challenges is largely due to our qualified and trained workforce, which we strive to retain by treating emplo)'ees fairly 
and providing our employees with development and growth opportunities. 

During 2006 we completed 28 acquisitions, growing our number of customers served by 62,341 or 7.2%, including the 
customers acquired with the New York Water Services Corporation acquisition. On Januar)' 1, 2007, we completed the 
acquisition of the capital stock of New York Water Service Corporation for $28,866 in cash, as adjusted pursuant to the 
purchase agreement primarily based on worldng capital at closing, and the assumption of $23,460 of long-term debt. The 
operating results of New York Water Service Corporation wiU be included in our consolidated fmancial statements beginning 
January 1, 2007. The acquired operation provides water sen'ice to 44,792 customers in several water systems located in Nassau 
Count)', Long Island, New York. The acquisition was funded through the issuance of long-term debt that was issued in 2006. 

Duting 2005 and 2006, we completed six acquisitions of non-regulated companies that provide on-site septic tank pumping, 
sludge hauling and other wastewater-related sennces to customers in eastern Pennsylvania, New Jersey, Delaware, New York 
and Maiyland. The operating revenues of these businesses for the year ended December 31, 2006 were $5,424 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 earn an appropriate remrn. Please refer to the section captioned 
"Acquisitions" for an additional discussion of acquisitions. 

We believe that utility acquisitions will continue to be the primar)' source of growth for us. With approximately 53,000 
community water systems in the U.S., 84% of which serve less than 3,300 customers, the water industr)' is the most 
fragmented of the major utility industries (telephone, namral gas, electric, water and wastewater). In the states where we 
operate, wc believe there are approximately 22,000 public water systems of widely var)nng size, with the majorit)' of the 
population being served by government-owned water systems. 
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/Vlthough not as fragmented as the water industr)', the wastewater industry in the U.S. also presents opportunities for 
consolidation. According to the U.S. Environmental Protection Agency's (EPA) most recent survey of publicly-owned 
wastewater treatment facilities in 2000, there are approximately 16,000 such facilities in the nation s e m n g approximately 72% 
of the U.S. population. The remaining population represents individual homeowners with their own treatment facilities; for 
example^ community on-lot disposal systems and septic tank systems. The vast majority of wastewater facilities are 
government-owned rather than privately-owned. The E P A suivey also indicated that there are approximately 6,800 wastewater 
tacilities in operation or planned in the 13 states where we operate. We also intend to explore opportunities in the non-
regulated wastewater and septagc businesses when they complement our utility companies. 

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

• the benefits of economies of scale; 

e increasingly stringent environmental regulations; 

• the need for capital investment; and 

« the need for technological and managerial expertise. 

W'e are actively exploring other opportunities 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 
s\'stems of all sizes that provide services in areas adjacent to our existing service territories or in new ser\'ice areas. We continue 
to explore opportunities for the acquisition of other non-regulated wastewater service and septage businesses that are located 
near ouj- existing markets, growing our existing re^'enue base In this business by offering the wastewater scivices to nearby 
residents with on-site sewer systems, adding new customers to this business and expanding the setvices that are provided to 
them. 

Sendou t 

"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 setvice territories 
dui'ing the late spring and summer months when nonessential and recreational use of water is at its highest. Co nseque nth', 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. A s o , 
an increase in the average temperature generally causes an increase in water consumption. Consen'-ation efforts, construction 
codes which require the LLSC 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 i-esponse to extended periods of dry weather conditions. The timing and duration of the warnings and restrictions 
can have an impact on our water re^'enues and net income. In general, water consumption in the summer months is affected 
bv drought warnings and restrictions to a higher degree because nonessential and recreational use of water is highest during the 
summer months, particularly in our northern sen'ice territories. At other times of the )'ear, warnings and restrictions generally 
have less of an effect on water consumption. 

I 'he geographic diversin- of our utility customer base helps reduce our exposure to extreme or unusual weather conditions In 
anv one area of our service territory. Our geographic diversity has continued to increase as a result of the Heater and Florida 
W'atcr acquisitions which closed in mid-year 2004 and the AquaSource acquisition which closed in 2003. During the year ended 
Dccembci- 31 , 2006, our operating revenues were derived principally from the following states: 5 5 % in Penns)^lvania, 9% in 
Texas, 7% in Ohio, 7% in Illinois, and 6% in Nor th Carolina. 
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Conso l ida t ed Selected F inanc i a l a n d O p e r a t i n g Statist ics 

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

Years ended D e c e m b e r 3 1 , 2006 (a) 2005 2004 (b) 2003 (c) 2002 (d) 

Utility cus tomers : 

Residential wa te r 

C o m m e r c i a l wa te r 

Industrial wa te r 

Oti ier wa te r 

Wastewater 

780,828 

36,280 

1,337 

15,587 

93,203 

724,954 

33,975 

1,356 

15,584 

89,025 

702,367 

33,720 

1,365 

15,700 

82,360 

624,355 

33,015 

1,397 

20,483 

70,241 

535,506 

30,355 

1,423 

16,466 

21,724 

Total 927,235 864,894 835,512 749,491 605,474 

Opera t ing revenues: 

Residential wa te r 

C o m m e r c i a l wa te r 

Industrial wa te r 

O the r wa te r 

Wastewater 

O t h e r 

il7,770 

76,076 

18,752 

51,263 

48,907 

13,525 

% 295,473 

73,455 

18,364 

50,827 

42,176 

13,161 

$264,910 

65,605 

17,377 

44,593 

35,931 

11,556 

1218,487 

61,343 

17,675 

40,048 

17,874 

9,821 

1197,190 

55,962 

17,221 

36,255 

8,210 

5,861 

Regtilated segment total 

Other 

Consolidated 

Operations and maintenance expense 

Net income available to common stock 

Capital expenditures 

526,293 

7,198 

^533,491 

1219,560 

% 92,004 

$271,706 

% 

% 

% 

J_ 

493,456 

3,323 

496,779 

203,088 

91,156 

237,462 

439,972 

2,067 

% 442,039 

$178,345 

$ 80,007 

$195,736 

365,248 

1,985 

$ 367,233 

$140,602 

$ 70,785 

$163,320 

320,699 

1,329 

$ 322,028 

$117,735 

$ 67,154 

$136,164 

O p e r a t i n g S t a t i s t i c s 

Selected operat ing results as a 

percentage o f opera t ing revenues: 

Opera t ions and maintenance 

Deprec ia t ion and amort iza t ion 

Taxes other tiian i n c o m e taxes 

Interest expense, net 

N e t i n c o m e available to c o m m o n stock 

41.2%) 

14.1%o 

6.2%o 

10.9%o 

17.2%o 

40.9%. 

13.2%o 

6.4%o 

10.4%o 

18.3%o 

40.3%o 

13.3%o 

6.2%o 

11.0%) 

18.1%o 

38.3% 

14.0%o 

5.9%o 

12.2%) 

19.3%o 

36.6% 

13.8%o 

6.0%o 

12.5%o 

20.9%o 

Remrn on average stockholders' equity 

Effective tax rates 

10.6%o 

39.6%o 

11.7%o 

38.4%o 

11.4%o 

39.4%o 

12.3% 

_ 393%o _ 

13.9% 

38.5%o 

(a) 2006 includes 44,792 customers associated with the New York Water Service Corporation acquisition which was completed on 
Januaty 1, 2007. The operating results of this acquisition wiU be reported in our consolidated financial statements beginningjanuaty 1, 
2007. 

(h) Net income available to common stock includes the gain of $1,522 ($2,342 pre-tax) realized on the sale of our Geneva, Ohio water 
system. The gain is reported in the 2004 consolidated statement of income as a reduction to operations and maintenance expense. 
2004 includes a partial year of financial results for the mid-year acquisition of Heater Utilities, Inc. and certain utUity assets of Florida 
Water Services (Corporation. 

(c) 2003 includes five months of financial results for the AquaSource operations acquired in July 2003. 

(d) Net income available to common stock and net income includes the gain of $3,690 ($5,676 pre-tax) realized on the sale of a portion of 
our Ashtabula, Ohio water system. 
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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 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 
"cfficienc)^ ratio"); return on revenues (net income divided by operating revenues); and return on equity (net income divided by 
common stockholders' equit)'). 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 measure that we use to evaluate our 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 a number of factors, including the following: 

• Acquisitions-T^he AquaSource, Heater Utilities, Inc. and Florida Water Setvices acquisitions increased our operating 
expense ratio due to the operating revenues generated by these operations being accompanied by a higher ratio of 
operations and maintenance expenses as compared to the rest of the pre-existing, more densely-populated and 
integrated Aqua America operations. The Aqua South operations can be characterized as having relatively higher fixed 
operating costs, in contrast to the rest of the Aqua America operations which generally consist of larger, interconnected 
systems, with higher fixed capital costs (utility plant investment) and lower operating costs per customer. In addition, we 
completed several 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 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 comparable between the businesses. The non-
regulated wastewater and septage hauling service business is not a component of our Regulated segment. 

• Regulatory l a g ^ h e efficiency ratio is influenced by regulatory lag, i.e., increases in operations and maintenance 
expenses without an immediate corresponding increase in operating revenues, decreases in operating revenues without a 
commensurate decrease in operations and maintenance expense, such as changes in water consumption as impacted by 
weather conditions, or a gap between the time that a capital project is completed and the recovery of its costs in rates. 

• N e w accounting pronoun cem en ts-Our 2006 results reflect the effects of the adoption of SFAS No. 123R, "Share-
Based Payment." As required, we began to record compensation expense for the fair value of stock options granted and 
the adoption of this accounting standard increased our 2006 operations and maintenance expense by $2,894. Prior to 
2006, no compensation expense related to granting of stock options had been recognized in the financial statements. 

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

RESULTS OF OPERATIONS 

Our net income has grown at an annual compound rate of approximately 8.9% during the five-year period ended December 
31, 2006. During the past five years, operating revenues grew at a compound rate of 11.7% 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: 

• Thirteen segments are comprised of our water and wastewater regulated utility operations in the thirteen states where 
we provide these services. These operating segments are aggi'egated 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 regulatoty 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 sendees, data processing service fees and certain other non-regulated water and 
wastewater semces. 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 
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administrative expenses, and interest expense for certain of our utility companies that do not have their own credit 
facilities. 

Prior to the acquisition in 2006 of companies that provide on-site septic tank pumping and sludge hauling services, our non-
regulated operations were limited in scope and impact on our financial results. As a result we previously operated them as part 
of our regulated operating segments. We made this determination based on an evaluation of our operating segments during the 
fourth quarter of 2006. Unless specifically noted, the following discussion and analysis provides information on our 
consolidated result of operations. The following table provides the Regulated segment and Consolidated information for the 
years ended December 31, 2006, 2005 and 2004: 

2006 2005 

$ 

J_ 

$ 

$ 

Regulated 

526,293 
216,919 

32,273 

277,101 

Regulated 

439,972 
179,332 
26,963 

233,677 

$ 

$ 

$ 

$ 

Other 

7,198 
2,641 
1,070 

3,487 

2004 

Other 

2,067 
(987) 
633 

2,421 

Co 

$ 

$ 

Co 

$ 

=1 

msoHdated 

533,491 
219,560 

33,343 

280,588 
75,041 

205,547 
54,491 
(1,194) 

60,246 
92,004 

•nsolidated 

442,039 
178,345 
27,596 

236,098 
58,864 

177,234 
46,375 
(1,272) 

52,124 
80,007 

Regulated 

$ 493,456 $ 
202,662 

30,820 

% 259,974 % 

Other 

3,323 
426 
876 

2,021 

Consolidated 

$ 496,779 
203,088 

31,696 

261,995 
65,488 

196,507 
49,615 
(1,177) 

56,913 
$ 91,156 

Operating revenues 
Operations and maintenance expense 
Taxes other than income taxes 
Earnings before interest, taxes, 

depreciation and amortization 
Depreciation and amortization 
Operating income 
Interest expense, net of AFUDC 
Gain on sale of other assets 
Provision for income taxes 
Net income 

Operating revenues 
Operations and maintenance expense 
Taxes other than income taxes 
Earnings before interest, taxes, 

depreciation and amortization 
Depreciation and amortization 
Operating income 
Interest expense, net of AFUDC 
Gain on sale of other assets 
Provision for income taxes 
Net income 

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 annual compound rate of 9.6% in 
the past five years primarily as a result of acquisitions of water and wastewater systems, including the Januar)' 1, 2007 
acquisition of New York Water Sentice Corporation, the mid-year 2004 Heater and Florida Water Services acquisitions, and 
the AquaSource acquisition completed July 2003. The operating revenues and financial results of New York Water Service 
Corporation will be included in our consolidated financial statements beginning Januar)^ 1, 2007. Acquisitions in our Regulated 
segment have provided additional water and wastewater revenues of approximately $4,715 in 2006, $12,630 in 2005 and 
$54,900 in 2004. Excluding the effect of acquisitions, our customer base increased at a five-year annual compound rate of 
1.8%. Rate increases implemented during the past three years have provided additional operating revenues of approximately 
$32,000 in 2006, $26,800 in 2005 and $15,800 in 2004. 

On June 22, 2006, the Pennsylvania Public Utilit)' Commission (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 fiHng included $12,397 in 
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Distribution System Improvement Charges ("DSIC") or 5% above tiie prior base rates. Consequendy, the total base rates 
increased by S37,297 and the DSIC was reset to zero. 

On August 5, 2004, the PAPUC granted our Pennsylvania operating subsidiaiy a $13,800 base rate increase. The rates in effect 
at the time of the filing included $11,200 in DSIC or 5.0% above the prior base rates. Consequendy, the total base rates 
increased by $25,000 and the DSIC was reset to zero. 

In May 2004, our operating subsidiary in Texas filed an application with the Texas Commission on Environmental Quality 
(TCECJ) to increase rates, on an annualized basis, by $11,920 over a multi-year period. The appUcation 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 during 
the first )'ears that the new rates are in effect. The application is currentiy pending before the TCEQ and several parties have 
joined the proceeding to challenge our rate request. We commenced billing for the requested rates and implemented the 
deferral plan in August 2004, in accordance with authorization from the TCEQ in July 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 ruling. In the event our request is denied completely or 
in part, we c(Hild be required to refund some or aU of the revenue billed to date, and write-off some or all of the regulator)' 
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. Based on our review of the present 
circumstances and as a result of the December 2006 hearings, we have revised our estimate of the final outcome of the TCEQ 
proceeding. During the fourth quarter of 2006, the re"\'enue resen'e ^̂ 'as adjusted and additional revenues were recognized of 
SI,487 and the regulatory asset was increased resulting in lower expenses recognized of $1,199. As of December 31, 2006, we 
have deferred $12,382 of operating costs and $2,804 of rate case expenses; and recognized $14,859 of revenue that is subject to 
refund depending on the outcome of the final commission order. 

Our operating subsidiaries located in other states received rate increases representing estimated annualized revenues of $7,366 
in 2006 resulting from 32 rate decisions, $5,142 in 2005 resulting from 23 decisions, and $6,673 in 2004 resulting from 14 rate 
decisions. Revenues from these increases realized in the year of grant were approximately $3,580 in 2006, $3,144 in 2005 and 
S3,995 in 2004. These operating subsidiaries currentiy have filed 96 rate requests wltich are being reviewed by the state 
regulatory commissions, proposing an aggregate increase of $9,831 in annual revenues. Diulng 2007, we intend to file 27 
additional rate requests proposing an aggregate of approximately $26,300 of increased annual revenues; however we can 
provide no assurance that the full amount of the requested rate increases wiU be granted. 

Currentiy, Pennsylvania, Illinois, Ohio, New York, Indiana and iVIissouri allow for the use of infrastructure rehabilitation 
surcharges. In Pennsylvania, this mechanism is referred to as a DSIC. These surcharge mechanisms t\'picaUy 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, 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 regulatory benchmark. 
Infrastructure rehabilitation surcharges provided revenues of $7,873 in 2006, $10,186 in 2005 and $7,817 in 2004. 

Our Regulated segment also includes certain non-regulated operating revenues of $13,525 in 2006, $13,161 in 2005 and 
$11,556 in 2004. These operating revenues are associated with contract operations that are integral to the utilit)' business and 
operations. These amounts vary over time according to the level of activity associated with the utilit)' contract operations. 

In addition 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 ser<.ace fees of $7,198 in 
2006, $3,323 in 2005 and $2,067 in 2004. The increase in 2006 over 2005 was primarily due to the acquisition of several 
septage businesses during 2006. The increase in 2005 over 2004 resulted primarily from the additional revenues associated with 
the acquisition of an on-site septic tank pumping business, and increased revenues resulting from new and expanded contract 
operations. yVcquisitions outside our Regulated segment have provided additional operating revenues of approximately $3,935 
in 2006, $1,082 in 2005, and no additional operating revenues in 2004. 

Operations and Maintenance Expenses-Operations and maintenance expenses totaled $219,560 in 2006, $203,088 in 2005 
and $178,345 in 2004. Most elements of operating costs are subject to the effects of inflation, and changes in the number of 
customers served. Several elements are subject to the effects of changes in water consumption, weather and the degree of 
water treatment required due to variations in the qualit)' of the raw water. The principal elements of operating costs are labor 
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and employee benefits, electricity, chemicals, maintenance expenses and insurance costs. Electricit)' and chemical expenses vary 
in relationship to water consumption, raw water qualit)', and to a lesser extent the competitive electric market in some of the 
states in which we operate. Maintenance expenses are sensitive to extremely cold weather, which can cause water mains to 
rupture. Operations and maintenance expenses increased in 2006 as compared to 2005 by $16,472 or 8.1% primarily due to the 
additional operating costs associated with acquisitions of $6,316, increased water production expenses of $3,576, increased 
insurance expense, driven by higher claims of $1,945, stock-based compensation expense of $2,894, a reduction in the deferral 
of expenses 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 segment. 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 sen'ices and other non-regulated water and wastewater sen'ices which are not a 
component of the Regulated segment. 

Operations and maintenance expenses increased in 2005 as compared to 2004 by $24,743 or 13.9% primarily due to the 
additional operating costs associated with acquisitions of $9,574, additional water production expenses of $3,856, increased 
postretirement benefit ccjsts of $2,430, higher insurance costs due to the absence in 2005 of the favorable claim settiements 
that had occurred in 2004 of $2,142, and the effect of the $2,342 gain on the sale of the Geneva water system which was 
recorded as a component of operations and maintenance expense in 2004. In the consolidated statement of income for 2004, 
the gain on the sale of the Geneva water system is reported as a component of the Hne titied operations and maintenance 
expense. 

Depreciation and Amortization Expenses-De'^recvmon expense was $70,895 in 2006, $60,747 in 2005 and $54,564 in 
2004, and has increased principally as a result of the significant capital expendimres made to expand and improve our utilit)' 
faciHties, and as a result of acquisitions of water and wastewater systems. 

Amortization expense was $4,146 in 2006, $4,741 in 2005 and $4,300 in 2004. The decrease in 2006 and the increase in 2005 is 
due to the amortization of the costs associated with, and other costs being recovered in, various rate fiHngs. Expenses 
associated with filing rate cases are deferred and amortized over periods that generally range from one to three years. 

Taxes Other than Income Taxes-^ay^es other than income taxes increased by $1,647 or 5.2% in 2006 as compared to 2005 
and $4,100 or 14.9% in 2005 as compared to 2004. The increase in 2006 is due to additional state and local taxes, primarily 
property taxes. The increase in 2005 is due to additional taxes associated with acquisitions and increases in state and local taxes. 
The other taxes associated with acquisitions resulted from the effect of the mid-year 2004 acquisitions of Heater UtiUties and 
the systems of I'lorida Water. 

Interest Expense, net-Het interest expense was $58,432 in 2006, $52,062 in 2005 and $48,679 in 2004. Interest income of 
$3,241 in 2006, $3,040 in 2005 and $1,762 in 2004 was netted against interest expense. Interest expense increased in 2006 
primarily due to additional borrowings to finance capital projects and acquisitions, and increased interest rates on short-term 
borrowings. Interest expense increased in 2005 primarUy as a result of higher levels of borrowings, offset partiaUy by the 
effects of decreased interest rates on borrowings. The higher level of average borrowings in 2005 was used to finance the 
Heater and Florida Water acquisitions in mid-year 2004, and capital expenditures. Interest income decreased in 2006 due to a 
reduction in investment income earned in 2006 as compared to 2005. Interest income increased in 2005 due to additional 
investment income earned in 2005 on the proceeds from the issuance of tax-exempt bonds wliile being held by trustees 
pending completion of projects financed with the issues. Such interest income is capitaHzed through our aUowance for funds 
used during construction, a reduction to net interest expense. Interest expense on long-term debt during 2006 and 2005 was 
favorably impacted by a reduction in the weighted cost of long-term debt from 6.00% at December 31, 2004, to 5.74% at 
December 31, 2005, and to 5.72% at December 31, 2006. 

Allowance for Funds Used Dur ing Construction~The aUowance for funds used during construction (AFUDC) was $3,941 
in 2006, $2,447 in 2005 and $2,304 in 2004 and has varied over the )'ears as a result of changes in the average balance of utiHty 
plant construction work in progress (CWIP), to which AFUDC is appHed, and to changes in the AFUDC rate. The increase in 
2006 is due to an increase in the average balance of CWIP to which AFUDC is appHed and an increase in the AFUDC rate 
which is based on short-term interest rates. The increase in 2005 is due to an increase in the average balance of CWIP to which 
AFUDC is applied, and additional AFUDC recorded as an adjustment in 2005 of $719 resulting from the identification of a 
previously issued rate order which allowed the continuation of AFUDC on certain capital projects subsequent to being placed 
into utility service. This post-in-service AFUDC was not recognized in prior periods. These variances were partiaUy offset by 
investment income earned during 2005, which reduced AFUDC. 
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Gain on Sale of Other Assets-Gain on sale of other assets totaled $1,194 in 2006, $1,177 in 2005 and $1,272 in 2004 and 
consisted of gains on land and marketable securities sales. Gain on sale of land totaled $1,194 in 2006, $1,177 in 2005 and $869 
in 2004. Gain on sale of marketable securities totaled $403 in 2004. 

Income 7^axcs-<}ur effective income tax rate was 39.6% in 2006, 38.4% in 2005 and 39.4% in 2004. 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. The change in the effective tax rates in 2005 is due to differences between tax deductible 
expenses and book expenses and the recognition of the American Jobs Creation Act tax deduction for quaHfied domestic 
production activities that reduced our tax provision by approximately $740. 

Sumwary<')pcrating income was $205,547 in 2006, $196,507 in 2005 and $177,234 in 2004 and net income was $92,004 in 
2006, S91,156 in 2005 and $80,007 in 2004. Diluted income per share was $0.70 in 2006, $0.71 in 2005 and $0.64 in 2004. The 
changes in the per share income in 2006 and 2005 over the previous years were due to tiie aforementioned changes in income 
and impacted by a 2.0% increase in the average number of common shares outstanding during 2006 and a 2.8% increase in the 
average number of common shares outstanding during 2005, respectively. The Increase in the number of shares outstanding in 
2006 is primarily a result of the additional shares issued in common share offerings and additional shares issued through otu' 
dividend reinvestment plan. The increase in the number of shares outstanding in 2005 is primarily a result of the additional 
shares issued through our dividend reinvestment plan, emplo)'ee stock purchase plan and equity compensation plan. 

vVlthough 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 fumre realization of improved profitablHty. 

Fourth Quarter Results-^he following table provides our fourth quarter results: 

Thi;ee Months Ended 
^ D e c e m b e r 31, 

Operating revenues 

C^perations and maintenance 
Depreciation and amortization 
Taxes other than income taxes 

Operating income 
Interest expense, net 
/VHowance for funds used 

dvtring construction 
Gain on sale of other assets 
Income before mcome taxes 
Provision for income taxes 
Net income 

The increase in operating revenues was a result of additional revenues of $13,800 resulting from an increase in water and 
wastewater rates implemented in various operating subsicUaries, including operating revenues of $1,487 recognized during the 
fourth quarter of 2006 from our re^'ised estimate of the final outcome of the Texas rate proceeding as described in the section 
named "Operating Re"\'cnues." In addition, operating revenues increased due to additional revenues associated with 
actiuisitions of $3,529, offset partiaUy by lower infrastructure rehabilitation surcharge revenue of $2,170. The higher operations 
and maintenance expense is due primarily to $3,067 of additional operating costs associated with acquisitions, and higher water 
production costs of $449, offset partially by $1,199 of additional expenses deferred during the fourth quarter of 2006 resulting 
from an increase in the regulatory asset associated with the Texas rate case proceeding, and lower insurance expense of $781 
due to a reduction in claims. The increased depreciation expense reflects the utilit)' plant placed in service since the fourth 
quarter of 2005. Other taxes increased due to higher property taxes and additional local taxes incurred in the fourth quarter of 
2006. The increased interest expense is due to additional borrowings to finance capital projects and increased interest rates on 
short-term borrowings. 
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2006 
$136,843 

53,684 
19,494 
8,352 

81,530 

55,313 
14,764 

(1,040) 
(360) 

41,949 
16,226 

$ 25,723 

2005 
S 122,908 

52,222 
16,971 

7,663 
76,856 

46,052 
13,447 

(950) 
(595) 

34,150 
12,000 

$ 22,150 



AQUA /VMERICA, INC. AND SUBSIDIARIES 

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

FINANCIAL C O N D I T I O N 

Consolidated Cash Flow and Capital Expenditures 

Net operating cash flow, dividends paid on common stock, capital expenditures, including aUowances for funds used during 
construction, and expenditures for acquiring water and wastewater systems for the five years ended December 31, 2006 were 
as follows: 

2002 

2003 

2004 

2005 

2006 

Net Operating 

$ 

$ 

Cash Flow 

121,560 

143,373 

173,603 

199,674 

170,726 

808,936 

C o m m o n 

Dividends 

$ 36,789 

39,917 

45,807 

51,139 

58,023 

$ 231,675 

Capital 

Expenditures 

$ 

$ 

136,164 

163,320 

195,736 

237,462 

271,706 

1,004,388 

Acquisitions 

$ 

$ 

8,914 

192,331 

54,300 

11,633 

11,848 

279,026 

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 Unes, rehabiUtation of existing water mains and hydrants, water meters 
and an office building expansion. During this five-)'ear period, we received $59,475 of customer advances and contributions in 
aid of construction to finance new water mains and related facUities 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 $251,639, retired $1,116 of preferred stock, and have refunded $24,217 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. 

Our planned 2007 capital program, exclusive of the costs of new mains financed b)' advances and contributions in aid of 
construction, is estimated to be $235,800 of which $80,308 is for infrastrucmre rehabiUtation surcharge-quaUfied projects. Our 
planned capital program includes spending for infrastructure rehablHtation in response to the infrastnicmre rehabiUtation 
surcharge mechanisms, and should these mechanisms be discontinued for any reason, which is not anticipated, we would re
evaluate the magnitude of our capital program. Our 2007 capital program, along with $31,155 of sinking fund obUgations and 
debt maturities, $28,866 for the acquisition of New York Water Service Corporation and $103,482 of other contractual cash 
obUgations, as reported in the section captioned "Contractual ObHgations", has been or is expected to be financed through 
internally-geno'ated funds, our revolving credit facUities, the issuance of equity through pubUc offerings or through settiement 
in common shares of the forward equit)' sale agreement, and the issuance of long-term debt. The New York Water Sen'ice 
Corporation, which was acquired in Januaty 2007, was financed through the issuance of unsecured long-term notes that were 
issued in December 2006. 

Future utility construction in the period 2008 through 2011, including recurring programs, such as the ongoing replacement of 
water meters, water treatment plant upgrades, storage facUit)' renovations, the rehablHtation of water mains and additional 
transmission mains to meet customer demands, exclusive of the costs of new mains financed by advances and contributions in 
aid of construction, is estimated to require aggregate expenditures of approximately $1,000,000. We anticipate that 
approximately one-half of these expenditures wUl require external financing of debt and the additional issuance of common 
stock through our dividend reinvestment and stock purchase plans and the issuance of equit)' through public offerings or 
through settlement in common shares of the foiAvard equit)' sale agreement. We expect to refinance $112,155 of sinking fund 
obUgations 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 source of liquidity is cash flows from operations, borrowings under various short-term Unes of credit and other 
credit facilities, and customer advances and contributions in aid of construction. Our cash flow from operations, or internall)'-
generated funds, is Impacted by the timing of rate relief and water consumption. We fund our capital and acquisition programs 
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Management's Discussion and Anal)'sis of Financial Condition and Results of Operations (continued) 
(In thousands of dollars, except per share amounts) 

through internally-generated funds, supplemented by short-term borrowings. Over time, we refinance our short-term 
borrowings with loiig-term debt and proceeds from the issuance of common stock. The abUity to fmance our future 
construction programs, as weH as our acquisition activities, depends on our abiUt)̂  to attract the necessary external financing 
and maintain internaU)'-generated funds. Rate orders permitting compensatory rates of return on invested capital and timely 
rate adjustments will be required by our operating subsidiaries to acltieve an adequate level of earnings and cash flow to enable 
them to secure the capital the)' will need to operate and to maintain satisfactory debt coverage ratios. 

Acquisitions 

During the past five years, we have expended cash of $279,026 and issued 263,169 shares of common stock, valued at $3,420 
at the time of the acquisition, related to the acquisition of utility systems, both water and wastewater utilities, and non-regulated 
businesses that pro^'ide wastewater and septagc hauling services. We included the operating results of these acquisitions in our 
consolidated financial statements beginning on the respective acqiUsition date. 

On januaiy 1, 2007 we completed the acquisition of the capital stock of New York Water Service Corporation for $28,866 in 
cash, as adjusted pursuant to the purchase agreement primarUy based on working capital at closing, and the assumption of 
523,460 of long-term debt. The operating results of New York Water Service Corporation will be included in our consolidated 
tinancial statements beginningjanuary 1, 2007. The acquired operation provides water service to 44,792 customers in several 
water systems located in Nassau Count)', Long Island, New York. For the fiscal year ended December 31, 2005, New York 
Water Service had operating revenues of $21,773. The acquisition wlU be accounted for as a purchase and wiU be recorded in 
the first quarter of 2007. The acquisition was funded through the issuance of long-term debt that was issued in 2006. 

In addition during 2006, we completed 27 acquisitions for $11,848 in cash. The acqiusitions 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 oti-site septic tank pumping, sludge hauUng setvices and other wastewater services to customers in 
eastern 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 
acquisitions 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 519,219 and short-term debt of 58,500. 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 subtulDan Raleigh, Charlotte, Gastonia and Fayetteville, North 
Carolina. The acquisition was accounted for as a purchase and accordingl)-, we recorded goodwiU of SI 8,842. As part of the 
North Carolina UtiUties Commission approval process for this acquisition, the Commission approved a mechanism through 
which we could recover up to two-tliirds of the goodwUl through customer rates in the future upon achieving certain 
objecti^'cs. We are pursuing these objectives to faciUtate recognition of this premium in customer rates. However, there can be 
no assurance that we wiH be able to achieve these objectives and recover such amount of goodwiH. 

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 PubHc Service Commission procedures, the acquisition was approved by the 
(Commission and rate base was determined on December 20, 2005. Under the terms of the purchase agreement, the 
Commission's rate base determination resulted in the final purchase price which did not result in the recognition of goodwUl. 

The acquisitions of Heater and the Florida Water Systems were initially funded by a portion of the proceeds from the issuance 
b)' Aqua America of an unsecured short-term note which was subsequently repaid by Aqua America with the proceeds from 
the Februaiy 2005 issuance of 530,000 of unsecured notes and the issuance of 2,606,667 shares of common stock in a 
secondaiy equity offering for proceeds of 542,600, net of expenses. In February 2005, Aqua America issued $18,000 of notes 
due in 2015 with an interest rate of 5.0iyo and $12,000 of notes due in 2020 with an interest rate of 5.20%. 

In 2003, wc completed the acquisition of four operating water and wastewater subsidiaries 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 awarded 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 
5178,428. In the consoUdatcd statement of cash flow for 2004, the $12,289 award has been reported as proceeds on the Une 
titled acquisitions of utility svstems and other, net. The acquisition was funded by a portion of the proceeds from the 2003 
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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 ser\'e over 130,000 water and wastewater 
customer accounts in 11 states (including the Connecticut and Kentucky operations which were subsequentiy sold to other 
parties). Please refer to the section captioned "Dispositions" for a discussion of the disposition of the AquaSource operations 
located in Connecticut and Kentucky. The acquisition provides an expanded platform from which to extend our growth-
through-acquisition strateg)' of acquiring water and wastewater systems that are near or adjacent to our existing sendee 
territories. The AquaSource operations are comprised of approximately 600 smaU systems, which are generaUy clustered in 
regions to achieve some level of operating efficiency. 

We continue to hold acquisition discussions with several water and wastewater S)'Stems. GeneraUy acquisitions are expected to 
be financed through the issuance of equit)' (for the acquisition of some investor-owned s)'stems) or funded initiaUy with short-
term debt with subsequent repayment from the proceeds of long-term debt or proceeds from equit)' offerings. 

Dispositions 

In 2004, as a result of the settiement of a condemnation action, our Ohio operating subsidiar)' sold its water utUit)' assets 
within the municipal boundaries of the Cit)' of Geneva in Ashtabula County, Ohio for net proceeds of approximately $4,716, 
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 2004 of a gain on the sale of these assets, net of expenses, of $2,342. The gain is reported in the 
2004 consoHdated statement of income as a reduction to operations and maintenance expense. We continue to operate this 
water system for the City of Geneva under a multi-)'ear operating contract that expires in December 2008. These water utUity 
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 total utilit}' customer base. 

We reviewed and evaluated areas of our business and operating divisions that were acquired in 2003 with the AquaSource 
operations and have completed the foUowing sale transactions of operating divisions acquired as part of the AquaSource 
transaction: 

• In 2004, we sold our only operation in Kentucky. The sale price approximated our investment in this operation. The 
operation represented approximately 0.2% of the operations acquired from AquaSource, Inc. 

• In 2003, we completed the sale of our only operation in Connecticut. The sale price of $4,000 approximated our 
investment in this operation. The operation represented approximately 2% of the operations acqtured from 
AquaSource, Inc. 

In 2002, as a result of the settlement of a condemnation action, our Ohio operating subsidiar)' sold to Ashtabula County, Ohio 
the water utility assets in the unincorporated areas of Ashtabula County and the area within the VUlage of Geneva on the Lake 
for net proceeds of $12,118, 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 2002 of a gain on the sale of these assets, net of expenses, of $5,676. 
We continue to operate this water system for Ashtabula County under a multi-year operating contract that expires in 
December 2008. The water utiUty assets sold represented less than 1% of our total assets, and the total number of customers 
included in the water system sold represented less than 1% of our total customer base. 

The City of Fort Wayne, Indiana has authorized the acquisition, by eminent domain or otherwise, of a portion of the utiHty 
assets of one of the operating subsidiaries that we acquired in connection with the AquaSource acquisition. We have 
chaUenged whether the City is following the correct legal procedures in connection with the City's attempted condemnation 
and we have challenged the City's valuation of this portion of our system. The portion of the system under consideration 
represents approximately 1 % of our total utUity customer base. WhUe we continue to discuss this matter with officials from the 
City of Fort Wayne, we continue to protect our legal interests in this proceeding. A sanitaty district in lUinois and a city in 
Texas have also indicated interest in acquisition, by eminent domain or otherwise, of aU or a portion of the utUity assets of two 
of our operations. The systems represent approximately 3,000 customers or less than 0.5% of our total utiUty customer base. 
We believe that we will be entitled to fair market value for our assets if they are condemned, and that the fair market value wiU 
be in excess of the book value for such assets. 

Despite these transactions, our 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 our operations. 
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Sources of Capital 

Since net operating cash flow plus advances and contributions in aid of construction have not been sufficient to fuUy fund cash 
requirements, we issued approximately $697,379 of long-term debt and obtained other short-term borrowings during the past 
five years. During the past five years, the Trustees released an aggregate $8,277 of the proceeds from certain long-term debt 
issuances in accordance with when the projects financed with the issues were completed. At December 31, 2006, we had short-
term lines of credit and other credit facilities of $238,000, of which $118,850 was available. Our short-term Hnes of credit and 
other credit facilities are either payable on demand or have a 364-day term. 

In December 2005, we filed a universal shelf registration with the SEC to aUow for the potential future sale by us, from time to 
time, in one or more pubHc 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 
("foiAvard purchaser"). In connection with the fonvard 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 wiU not receive 
any proceeds from the sale of our common stock by the forward purchaser until settlement of aU or a portion of the forward 
equity sale agi'cement. The actual proceeds to be received by us will vary depending upon the settlement date, the number of 
shares designated for settiement on that settiement date and the method of settiement. We intend to use any proceeds received 
by us upon settlement of the foiAvard equity sale agreement to fund our future capital expendlmre program and acquisitions, 
and for working capital and other general corporate purposes. During the last three years, we completed the following 
offerings of equity: 

• In June 2006, we sold 1,750,000 shares 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 pubHc 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 November 2004, we sold 2,606,667 shares of common stock in a pubUc offering for proceeds of $42,600, net of 
expenses. The net proceeds were used to repay a portion of our short-term debt. The short-term debt was incurred by 
Aqua America in connection with the Heater and Florida Water acquisitions. 

In addition, we have a shelf registration statement fUed with the SEC to permit the offering from time to time of shares of 
common stock and shares of preferred stock in connection with acquisitions. During 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 totaUng $675 to 
acquire a water system. During 2002, wc issued 238,219 shares of common stock totaling $2,745 to acquire water and 
wastewater systems. The balance remaining available for use under the acquisition shelf registration as of December 31, 2006 is 
2,194,262 shares. We wiU determine the form and terms of any securities issued under these shelf registrations at the time of 
issuance. 

Wc 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 
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 2006 dividend payment, holders of 16.1% 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 2,382,804 
original issue shares of common stock for net proceeds of $39,072 through the dividend reinvestment portion of the Plan and 
we used the proceeds to invest in our operating subsidiaries, to repay short-term debt, and for general corporate purposes. 

The Board of Directors 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, 
2006, 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 
variable interest entities, which includes special purpose entities and other structured finance entities. 
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Con t rac tua l Ob l iga t ions 

The foUowing table summarizes our contractual cash obUgations as of December 31, 2006: 

Payments D u e By Per iod 

2007 2008 2009 2010 2011 Thereafter To ta l 

L o n g - t e r m d e b t (a) 

Interest o n fixed-rate, 

long- te rm d e b t (b) 

Opera t ing leases (c) 

Uncondi t ional purchase 

obUgations (d) 

O t h e r purchase 

obligations (e) 

Postret i rement benefit 

plans' obligations (f) 

O t h e r obligations (g) 

Total 

31,155 $ 2 3 , 9 6 1 $ 7,004 % 54,192 $ 26,998 $ 839,505 $ 982,815 

56,066 

4,007 

10,764 

20,614 

10,260 

1,771 

53,369 

3,659 

10,333 

-

-

200 

52,690 

2,148 

10,008 

-

-

190 

50,037 

1,092 

9,582 

-

-

-

46,880 

694 

9,774 

-

-

-

588,756 

17,136 

59,091 

-

~ 

3,000 

847,798 

28,736 

109,552 

20,614 

10,260 

5,161 

134,637 % 91,522 % 72,040 $114 ,903 % 84,346 $1,507,488 $2,004,936 

(a) Represents sinking fund obligations and debt maturities. 
(b) Represents interest payable on fixed-rate, long-term debt. Amounts reported may differ fi'om actual due to future refinancing of debt. 
(c) Represents operating leases that are noncancelable, before expiration, for the lease of motor vehicles, buUdings, land and other 

equipment. 
(d) Represents our commitment to purchase minimum quantities of water as stipulated in agreements with other water purveyors. We use 

purchased water to supplement our water supply, particularly during periods of peak customer demand. Our actual purchases may 
exceed the minimum required levels. 

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

(f) Represents contributions expected to be made to postretirement benefit plans. The amount of required contributions in 2008 and 
thereafter is not determinable. 

(̂ ) Represents capital expenditures esdmated to be required under legal and binding contractual obUgations. 

In addition to these obligations, we pay refunds on Customers ' Advances for Construction over a specific period of time based 
on operating revenues related to developer-installed water mains or as new customers are connected to and take service from 
such mains. After all refunds are paid, any remaining balance Is transferred to Contributions in Aid of Construction. The 
refund amounts arc 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 annuaUy through 2021 and amounts not paid by the 
contract expiration dates become non-re fundable. 

We wiU fund these contractual obUgations with cash flows from operations and Hquidity sources held by or available to us. On 
January 1, 2007, we completed the acquisition of New York Water Service Corporation for $28,866 in cash and the assumption 
of $23,460 of long-term debt. The acquisition was funded through the issuance of long-term debt that was issued in 2006 and 
included in the table above. 
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Market Risk 

We are subject to market risks in the normal course of business, including changes in interest rates and equity prices. The 
exposure to changes in interest rates is a result of financings through the issuance of fixed-rate, long-term debt. Such exposure 
is typically related to financings between utility rate increases, because generally our rate increases provide a revenue level to 
allow recover)' of our current cost of capital. Interest rate risk is managed through the use of a combination of long-term debt, 
which is at fixed interest rates and short-term debt, which is at floating interest rates. As of December 31, 2006, the debt 
maturities by period and the weighted average interest rate for fixed-rate, long-term debt are as foUows: 

Fair 

2007 2008 2009 2010 2011 Thereafter Total Value 

Long-term 

debt (fixed rate) $31,155 $23,961 $ 7,004 $54,192 $26,998 $839,505 $982,815 $986,487 

Weighted average 

mterest rate 5.10% 6.63%) 4.81% 6.43% 6.42% 5.65% 5.72% 

From time to time, we make investments in marketable equity securities. As a result, we are exposed to the risk of changes in 
equity prices for the "avaUable for sale" marketable equity securities. As of December 31, 2006, our carrying value of certain 
investments was $499, which reflects the market value of such investments and is in excess of our original cost. As of 
December 31, 2005, we owned no marketable equity securities. 

Capitalization 

The following table summarizes our capitaHzation during the past five years; 

December 31, 

Long-term debt* 

Common stockholders' equity 

2006 

51.6%o 

48.4% 

100.0% 

2005 

52.7%o 

47.3%o 

100.0%) 

2004 

52.8%o 

47.2%o 

100.0% 

2003 

52.8%o 

47.2% 

100.0% 

2002 

55.6% 

44.4% 

loo.oro 
^Includes current portion. 

Over the past five years, the changes in the capitalization ratios primarUy resulted from the issuance of common stock, the 
issuance of debt to finance our acquisitions and capital program, and the 2002 repurchase of common stock from a large 
shareholder that was subsequently reissued in 2003. It is our goal to maintain an ecjuity ratio adequate to support the current 
Standard and Poors corporate credit rating of "A+" and its senior secured debt rating of "AA-" for Aqua Pennsylvania, our 
largest operating subsidiaiy. 

Dividends on Commion Stock 

We have paid common dividends consecutively for 62 years. Effective September 1, 2006, our Board of Directors authorized 
an increase of 7.6% in the dividend rate over the amount we paid in the previous quarter. As a result of this authorization, 
beginning with the dividend payment in September 2006, the annual dividend rate increased to $0.46 per share from $0.4276 
per share. This is the 16*'̂  dividend increase in the past 15 years and the eighth consecutive year that we have increased our 
dividend in excess of five percent. We presentiy 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 57.8% of net Income. 

CRITICAL ACCOUNTING POLICIES AND ESTIIVLATES 

Our financial condition and results of operations are impacted by the methods, assumptions, and estimates used in the 
appHcation of critical accounting poUcies. The foUowing accounting poHcies 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. 

16 



AQUA MIERICA, INC. AND SUBSIDIARIES 

Management's Discussion and Analysis of Financial Condition and Results of Operations (continued) 
fln thousands of dollars, except per share amounts) 

We believe our most critical accounting policies include revenue recogrution, the use of regulatory assets and UabUities as 
permitted by Statement of Financial Accounting Standards ("SFAS") No. 71, "Accounting for the Effects of Certain T)'pes of 
Regulation," the valuation of our long-Uved assets which consist primarily of UtiUty 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 our critical accounting poHcies and estimates with the Audit Committee of the Board of Directors. 

Revenue Recognition —Our utility revenues recognized in an accounting period include amounts biUed to customers on a 
cycle basis and unbilled amounts based on estimated usage from the last biUing to the end of the accounting period. The 
estimated usage is based on our judgment and assumptions; our actual results could differ from these estimates which would 
result in operating revenues being adjusted in the period that the revision to our estimates are determined. 

In some operating divisions, we commence the bilHng of our utiHty customers, under new rates, upon authorization from the 
respective regulator)' 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 ruUng. We monitor the facts and circumstances regularly, and 
revise the estimate as required. The revenue bUled and coUected prior to the final ruHng is subject to refund based on the final 
ruling. Please refer to the section named "Operating Revenues" for a discussion of revenue currently being recogrUzed under 
rate filings that are not final. 

Regulatory Assets a n d Liabilities—SV AS No. 71 stipulates generaUy accepted accounting principles for companies whose 
rates are established by or are subject to approval by an independent tliird-party regulator. In accordance with SFAS No. 71, 
we defer costs and credits on the balance sheet as regulator)' assets and UabiHties 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 UabiHties, are then recognized in the income statement in the same period that they 
are reflected in our ):ates charged for water and wastewater ser^'ice. In the event that our assessment as to the probability of the 
inclusion in the rate-making process is incorrect, the associated regulator)' asset or UabiHty would be adjusted to reflect the 
change in our assessment or change in regulatory approval. 

Valuation of Long-Lived Assets, Goodwill and Intangible Assets —In accordance with the requirements of SFAS No. 
144, "Accounting for the Impairment or Disposal of Long-Lived Assets", we review for impairment of our long-lived assets, 
including Utility Plant in Service. We also review regulatoty assets for the continued appHcation of SFAS No. 71. Our review 
determines whether there have been changes in circumstances or events that have occurred that require adjustments to the 
carrying 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 urUikely. 

In accordance with SFAS No. 142, "Goodwill and Other Intangible Assets," we test the goodwiU attributable to each of our 
reporting units for impairment at least annually on July 31, or more often, if certain circumstances indicate a possible 
impairment may exist. We evaluate goodwiU for impairment using the discounted cash flow methodologies, transaction values 
for other comparable companies, and other valuation techniques for aU of our reporting units with goodwiU balances. The 
evaluation requires significant management judgment and estimates that are based on budgets, general strategic business plans, 
historical trends and other data and relevant factors. If changes in circumstances or events occur, or estimates and assumptions 
which were used in our impairment test change, we may be required to record an impairment charge for goodwiU. Based on 
our comparison of the estimated fair value of each reporting uiUt to their respective carrying amounts, the impairment test 
performed in 2006 concluded that none of our goodwiU was Impaired. 

Accounting for Postretirement Benefits—^e maintain a quaHfied defined benefit pension plan and plans that provide for 
certain postretirement benefits other than pensions. 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 our employees, mortality, turnover and medical costs. Each assumption is reviewed annuaUy with assistance from 
our actuarial consultant who provides guidance in estabUshing the assumptions. The assumptions are selected to represent the 
average expected experience over time and may differ in any one year from actual experience due to changes in capital markets 
and the overall economy. These differences will impact the amount of pension and other postretirement benefit expense that 
we recognize. 

Our discount rate assumption was determined using a yield cuiwe that was produced from a utuverse containing over 500 U.S.-
issued Aa-graded corporate bonds, aU of which were noncaUable (or caUable 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 
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AQUA AiMERICA, INC. AND SUBSIDIARIES 

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

single rate that would produce the same present value as if we used spot rates, for various time periods, to discount the 
projected pension benefit payments. Our pension expense and HabiUty (benefit obligations) increases as the discount rate is 
reduced. A 25 basis-point reduction in this assumption would have increased 2006 pension expense by $660 and the pension 
liabiHties by $6,500. The present values of Aqua America's future pension and other postretireinent obUgations were 
determined using discount rates of 5.90% at December 31, 2006 and 5.65% at December 31, 2005. Our expense under these 
plans is determined using the discount rate as of the beginning of the year, which was 5.65% for 2006, and wUl be 5.90% for 
2007. 

Our expected return on assets is determined by evaluating the asset class return expectations with our advisors as weU as 
actual, long-term, historical results of our asset returns. Our pension expense increases as the expected return on assets 
decreases. A 25 basis-point reduction in this assumption would have increased 2006 pension expense by $300. For 2006, we 
used an 8.0% expected return on assets assumption which will remain unchanged for 2007. The expected return on assets is 
based on a targeted aUocation of 50% to 75% equities and 25% to 50% fixed income. We beUeve that our actual long-term 
asset allocation on average will approximate the targeted allocation. Our targeted aUocation is driven by the investment strategy 
to earn a reasonable rate of return while maintaining risk at acceptable levels through the diversification of investments across 
and within various asset categories. 

Wc adopted 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)" on December 31, 2006. As a result of adopting SFAS No. 158 
on December 31, 2006, we recorded the underfunded status of our pension and other postretirement benefit plans on the 
balance sheet and recorded a regulatory asset for these costs that would otherwise-be charged to common stockholders' equity, 
as we anticipate recoverabiUty of the costs through customer rates. See the section titled "Impact of Recent Accounting 
pronouncements" for additional information. As a result of adopting SFAS No. 158, the additional minimum HabiUty 
associated with our defined benefit pension plan was eliminated as it is no longer required to be recorded under SFAS No. 
158. Prior to the adoption of SFAS No. 158 on December 31, 2006, our additional minimum liabiHty was $3,498. The 
additional minimum liability was a result of the accumiUated benefit obligation exceeding the fair value of plan assets. The 
decrease in the additional minimum UabiUty from December 31, 2005 of $10,909 to December 31, 2006 of $3,498, prior to 
adoption of SFAS No. 158, resulted from the effect of an increased discount rate and an increase in pension plan assets during 
2006 due to positive equity market performance and pension contributions. A portion of the December 31, 2005 and aU of the 
December 31, 2006 additional minimum HabiUty prior to adoption of SFAS No. 158, resulted in the estabUshment of a 
regulatory asset as we expect recovery of the future, increased pension expense through customer rates. 

Funding requirements for qualified defined benefit pension plans are determined by government regulations and not by 
accounting pronouncements. In accordance with our funding poUcy, during 2007 our required pension contribution is 
expected to be approximately $7,300. The Pension Protection Act of 2006 was signed into law in August 2006. We are 
currentl)' e"\'aluating this legislation and the effect it will have on our future pension contributions and do not expect our 
estimate for the 2007 funding amount to change. However, future contributions may be impacted by the effect of the Pension 
Protection Act of 2006, though we expect future changes in the amount of contributions and expense recognized to be 
generally included in customer rates. 

Accounting for Income taxe^—^^e estimate the amount of income tax payable or refundable for the current year and the 
deferred income tax HabiUties and assets that results from estimating temporaiy 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 consoUdated balance sheet and require us to make judgments regarding the probabUity of 
the ultimate tax impact of the various transactions we enter into. Based on these judgments we may record tax resen'es or 
adjustments to vakiation aUowances on deferred tax assets to reflect the expected reaUzation of future tax benefits. Actual 
income taxes could vaty from these estimates and changes in these estimates can increase income tax expense in the period 
that these changes in estimates occur. On Januaiy 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 information. 
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Management's Discussion and Analysis of Financial Condition and Results of Operations (continued) 
(hi thousands of dollars, except per share amounts) 

IMPACT OF R E C E N T ACCOUNTING P R O N O U N C E M E N T S 

In September 2006, the Financial Accounting Standards Board ("FASB") issued Statement of Financial Accounting Standards 
("SFAS") No. 158, "EmpIo)'ers' Accounting for Defined Benefit Pension and Other Postretirement Plans - an amendment of 
FASB Statements No. 87, 88, 106 and 132(R)." This statement requires the recognition of the overfunded or underfunded 
status of pension and other postretirement benefit plans on the balance sheet. Under SFAS No. 158, actuarial gains and losses, 
prior sei-vice costs or credits, and any remaining transition assets or obUgations that have not been recognized under previous 
accounting standards that have not yet been recognized through net periodic benefit cost will be recogrUzed in accumulated 
Other comprehensive income, net of tax effects. We adopted SFAS No. 158 on December 31, 2006 as required. Because we are 
subject to regulation in the states in which we operate, we maintain our accounts in accordance with the regulator)' authority's 
fules and guideHnes, which may differ from other authoritative accounting pronouncements. In those instances, we follow the 
guidance of SI'AS No. 71. Based on prior regulatory experience, and in accordance with SFAS No. 71, we recorded a 
regulatory asset for the pension and other postretirement benefit costs associated with SFAS No. 158, that would othei\vise be 
charged to common stockholders' equity, for which we anticipate recoverabiUty through customer rates. As a result, the impact 
of adopting SFAS No. 158 on our ConsoUdated Balance Sheet was to increase total UabiHties by $30,305, and increase total 
assets by $30,305. The adoption of this standard had no impact on our restUts of operations or cash flow, and the impact on 
financial position is described above. See tiie Pension Plans and Other Postretirement Benefits foomote to the consoHdated financial 
statements for furtiier information and the requked disclosures under SFAS No. 158. 

In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements." This statement defines fair value, 
establishes a framework for using fair value to measure assets and HabUities, and expands disclosures about fair value 
measurements. The statement applies when other statements require or permit the fair value measurement of assets and 
HabiUties. This statement does not expand the use of fair value measurement. SFAS No. 157 is effective for our fiscal year 
beginningjanuary 1, 2008. We are currently evaluating the provisions of this statement and have not yet determined the effect 
of adoption on our results of operations or financial position. 

In September 2006, the Securities and Exchange Commission issued Staff Accounting BuUetin No. 108, "Considering the 
Effects of Prior Year Misstatements when Quantifying iVlisstatements in Current Year Financial Statements" ("SAB 108"). 
SAB 108 provides guidance on how prior year misstatements should be considered when quantifying misstatements in current 
year financial statements for purposes of determining whether the current year's financial statements are materially misstated. 
We adopted SAB 108 as required for the fiscal year ended December 31, 2006 and it did not have a material impact on our 
results of operations or financial position. 

In June 2006, the FASB issued FASB Interpretation No. ("FIN") 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. We adopted 
FIN 48 as required on January 1, 2007 and it did not have a material effect on our results of operations or financial position. 

In December 2004, the FASB issued SFAS No. 123R, "Share-Based Payment." SFAS No. 123R generaUy requires that we 
measure the cost of emplo)'ee sen'ices received in exchange for stock-based awards on the grant-date fair value and this cost 
wiU be recognized over the period during which an emplo)'ee pro\'ides service in exchange for the award. Prior to the adoption 
of SFAS No. 123R on Januaiy 1, 2006, we provided pro forma disclosure of our compensation costs associated with the fair 
value of stock options that had been granted, and accordingly, no compensation costs were recognized in our consolidated 
financial statements. Wc adopted this standard using the modified prospective method, and accordingly, the consoUdated 
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. During 2006, the adoption of SFAS No. 123R increased operations and 
maintenance expense by $2,894, lowered net income by $2,568, and lowered diluted net income per share by SO.Ol 9. The 
adoption of this standard had no material impact on our overaU financial position, no impact on cash flow, and results in the 
reclassification on the consolidated cash flow statements of related tax benefits from cash flows from operating activities to 
cash fiows from financing activities to the extent these tax benefits exceed the associated compensation cost recognized in the 
income statement. As of the date of adoption, we calculated our pool of windfall tax benefits in accordance with the method 
outUncd in SFAS No. 123R. See the Employee Stock and Incentive Plan footnote to the consoHdated financial statements for 
fiuther information and the reqtiired disclosures under SFAS No 123R. 

19 



AQUA AMERICA, INC. AND SUBSIDIARIES 

Management 's Report On Internal Control Over Financial Reporting 

Management of Aqua America, Inc. (the "Compan)'") is responsible for establishing and maintaimng adequate internal control 
over financial reporting. Internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliabiUty of financial reporting and the preparation of financial statements for external purposes in accordance 
with generaU)^ accepted accounting principles. A company's internal control over financial reporting includes those poHcies and 
procedures that (1) pertain to the maintenance of records that, in reasonable detaU, accurately and fairl)' reflect the transactions 
and dispositions of the assets of the Company; (2) provide reasonable assurance that transactions are recorded as necessaiy to 
permit preparation of financial statements in accordance with generaUy accepted accounting principles, and that receipts and 
expenditures of the Company are being made only in accordance with authorizations of management and directors of the 
Company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or 
disposition of the Company's assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, 
projections of any evaluation of effectiveness to future periods are subject to the risk that controls ma)'̂  become inadequate 
because of changes in conditions, or that the degree of compUance with the poHcies or procedures may deteriorate. 

In assessing the effectiveness of internal control over financial reporting, management used the criteria set forth by the 
Committee of Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control-Integra ted Framework. As 
a result of management's assessment and based on the criteria in the framework, management has concluded that, as of 
December 31, 2006, the Company's internal control over financial reporting was effective. 

The Company's independent registered pubUc accounting firm, PriccwaterhouseCoopers LLP, has audited management's 
assessment of the effectiveness of the Company's internal connol over financial reporting, as stated in their report which 
appears herein. 

7U M/Li^ ^ ^ ^ ^ 
Nicholas DeBenedictis David P. Smeltzer 

Chairman, President and Chief Executive Officer Senior Vice President Finance and Chief Financial Officer 

February 27, 2007 
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Report of Independent Registered Public Accounting Firm 

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

We have completed integrated audits of Aqua Amenca, Inc.'s consoHdated financial statements and of its internal control over 
financial reporting as of December 31, 2006 in accordance with the standards of the PubUc Company Accounting Oversight 
Board (United States). Our opinions, based on our audits, are presented below. 

Consolidated Financial Statements 
In our opinion, the accompanying consoUdated balance sheets and the related consoUdated statements of income and 
comprehensive income, of capitaHzation, of common stockholders' equity and of cash flows present fairly, in aU material 
respects, the financial position of Aqua America, Inc. and its subsidiaries at December 31, 2006 and 2005, and the results of 
their operations and their cash flows for each of the three years in the period ended December 31, 2006 in conformity with 
accounting principles generally accepted in the United States of America. These financial statements are the responsibiUty of 
the Company's management. Our responsibUity is to express an opinion on these financial statements based on our audits. We 
conducted our audits of these statements in accordance with the standards of the PubHc Company Accounting Oversight 
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit of financial statements includes examining, on a 
test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles 
used and significant estimates made by management, and evaluating the overall financial statement presentation. We beHeve 
that our audits provide a reasonable basis for our opinion. 

As discussed under Summaty of Significant Accounting PoHcies-Recent Accounting Pronouncements in the notes to the 
consoHdated financial statements, the Company changed the manner in which it accounts for share-based compensation in 
2006 and the manner in which it accounts for its defined benefit pension and other postretirement plans effective December 
31,2006. 

Internal Control Over Financial Reporting 
Also, in our opinion, management's assessment, included in the accompan)'ing Management's Report on Internal Control Over 
Financial Reporting, that the Company maintained effective internal control over financial reporting as of December 31, 2006 
based on criteria established in Internal Control - Integrated Framework issued by the Committee of Sponsoring 
Organizations of the Treadway Commission (COSO), is fairly stated, in aU material respects, based on those criteria. 
Furthermore, in our opinion, the Company maintained, in aU material respects, effective internal control over financial 
reporting as of December 31, 2006, based on criteria estabUshed in Internal Control - Integrated Framework issued by the 
COSO. The Compan)''s management is responsible for maintaining effective internal control over financial reporting and for 
its assessment of the effectiveness of internal control over financial reporting. Our responsibiUty is to express opinions on 
management's assessment and on the effectiveness of the Company's internal control over financial reporting based on our 
audit. We conducted our audit of internal control over financial reporting in accordance with the standards of the Public 
Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether effective internal control over financial reporting was maintained in aU material respects. 
An audit of internal control over financial reporting includes obtaining an understanding of internal control over financial 
reporting, evaluating management's assessment, testing and evaluating the design and operating effectiveness of internal 
control, and performing such other procedures as we consider necessaiy in the circumstances. We beUeve that our audit 
provides a reasonable basis for our opinions. 
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A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles. A company's internal control over financial reporting includes those policies and procedures 
that (i) pertain to the maintenance of records that, in reasonable detaU, accurately and fairly reflect the transactions and 
dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to 
permit preparation of financial statements in accordance with generaUy accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of management and directors of the 
company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acqiUsition, use, or 
disposition of the company's assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, 
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate 
because of changes in concHtions, or that the degree of compUance with the poHcies or procedures may deteriorate. 

pM^Jti^*atM4/ewu£4fpp€4A'lM 

PriccwaterhouseCoopers LLP 
Philadelphia, Pennsylvania 
February 27, 2007 
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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, 2006, 2005 and 2004 

2006 2005 2004 

Operating revenues 
Costs and expenses: 

Operations and iTiaintenance 
Depreciation 
Amordxation 
Taxes otiier than income taxes 

533,491 $ 496,779 

327,944 300,272 

442,039 

219,560 
70,895 
4,146 

33,343 

203,088 
60,747 
4,741 

31,696 

178,345 
54,564 
4,300 

27,596 

264,805 

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 taxes 
Net income 

Net income 
Other comprehensive income (loss), net of tax: 

Minimum pension HabiHt}' adjustment 
UnreaUzed holding gauis 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 

205,547 196,507 177,234 

% 

$ 

% 

% 
% 

58,432 
(3,941) 
(1,194) 

152,250 
60,246 
92,004 

92,004 

3,082 
194 

3,276 

95,280 

0.70 

0.70 

130,725 

131,774 

1 

$ 

1 

f 
% 

52,062 
(2,447) 
(1.177) 

148,069 
56,913 
91,156 

91,156 

(1,340) 

(1,340) 

89,816 

0.72 

0.71 

127,364 

129,206 

% 

% 

% 

$ 
% 

48,679 
(2,304) 
(1,272) 

132,131 
52,124 
80,007 

80,007 

(1J42) 
59 

(230) 
(1,913) 

78,094 

0.64 

0.64 

124,329 

125,710 

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

(In thousands of doUars, except per share amounts) 
December 31, 2006 and 2005 

2006 2005 
Assets 

Propert)?, plant and equipment, at cost 
Less: accumulated depreciation 

Net propert)^, plant and eqiUpment 

Current assets: 
Cash and cash equivalents 
Accounts receivable and mibiUed revenues, net 
Income tax receivable 
Inventor)', materials and suppHes 
Prepayments and other current assets 
Total current assets 

Regulatoiy assets 
Deferred charges and odier assets, net 
Funds restricted for construction activit)' 
GoodwiU 

LiabiUties and Stockholders' Equity 
C o m m o n stocldiolders' equit)': 

Common stock at §.50 par value, authorized 300,000,000 shares, 
issued 133,017,325 and 129,658,806 in 2006 and 2005 

Capital in excess of par value 
Retained earnings 
Treasury stock, at cost, 691,746 and 688,625 shares in 2006 and 2005 
Accumulated otiier comprehensive income 
Unearned compensation 
Total common stocldiolders' equit)' 

Minorit)' interest 
Long-term debt, excluding current portion 
Commimients and contingencies 

Current liabiUties; 
Cvirrent portion of long-term debt 
Loans payable 
Accounts payable 
Accrued interest 
Accrued taxes 
Other accrued liabiUties 
Total current liabiUties 

Deferred credits and other liabiUties: 
Deferred income taxes and investment tax credits 
C^ustomers' advances for construction 
RegtUatory UabUities 
Odier 
Total deferred credits and other UabiUties 

Contributions in aid of construction 

See accompan)'ing notes to consoUdated financial statements. 

$3,185,111 S 2,900,585 
679,116 620,635 

2,505,995 

44,039 
72,149 

8,359 
10,153 

134,700 

165,063 
38,075 
11,490 
22,580 

$ 2,877,903 

2,279,950 

11,872 
62,690 
8,321 
7,798 
7,596 

98,277 

130,953 
37,061 
68,625 
20,180 

S 2,635,046 

$ 66,509 % 
548,806 
319,113 
(12,992) 

194 
-

921,630 

1,814 
951,660 

64,829 
478,508 
285,132 
(12,914) 
(3,082) 
(550) 

811,923 

1,551 
878,438 

31,155 
119,150 
49,406 
14,050 
19,350 
22,500 

24,645 
138,505 
55,455 
13,052 
9,432 

30,571 
255,611 

273,199 
76,820 
11,592 
64,879 

426,490 

320,698 
% 2,877,903 

271,660 

250,346 
74,828 
11,751 
31,969 

368,894 

302,580 
$ 2,635,046 
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AQUA AMERICA, INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CAPITALIZATION 

(In thousands of doUafs, except per share amounts) 
December 31, 2006 and 2005 

2006 2005 

C^ommon stockholders' equit)': 
C o m m o n stock, S.50 par value $ 66,509 % 64,829 
Capital m excess of par value 548,806 478,508 
Retained earrUngs 319,113 285,132 
Treasury stock, at cost (12,992) (12,914) 
Accumulated other comprehensive income 194 (3,082) 
Unearned compensation - (550) 

Total common stockholders' equit)' 921,630 811,923 

Long-term debt: 
Long-term debt of subsidiaries (substantiaUy 

secured by utiHt)' plant): 
Interest Rate Range 

0.00% to 2.49% 
2.50% to 2.99% 
3.00% to 3.49% 
3.50% to 3.99% 
4.00% to 4.99% 
5.00% to 5.49% 
5.50% to 5.99% 
6.00% to 6.49% 
6.50% to 6.99% 
7.00% to 7.49% 
7.50% to 7.99% 
8.00% to 8.49% 
8.50% to 8.99% 
9.00% to 9.49% 
9.50% to 9.99% 

10.00% to 10.50% 

Unsecured notes payable, 4.87%, maturing in 
various instalUxients 2010 through 2023 

Unsecured notes payable, 5.95%, due in 2023 
through 2034 

Unsecured notes payable, 5.64%, due in 2014 
through 2021 

Unsecured notes payable, 5.54%, due in 2013 
through 2018 

Unsecured notes payable, 5.01%, due 2015 
Unsecured notes payable, 5.20%, due 2020 
Notes payable, 6.05%, maturkig Ui 2007 and 2008 

Current portion of long-term debt 
I..ong-term debt, excluding current portion 
Total capitaUzation 

Sec accompanying notes to consoUdated financial statements. 

25,740 
25,272 
17,220 
6,073 

30,645 
262,496 
79,000 
94,360 
22,000 
13,288 
24,778 
26,288 
9,000 

46,101 
38,738 
6,000 

726,999 

135,000 

40,000 

20,000 

30,000 
18,000 
12,000 

816 
982,815 
31,155 

951,660 
1 1,873,290 1 

21,574 
28,684 
17,380 
6,748 

30,695 
262,588 
79,000 
88,504 
32,000 
15,878 
25,012 
26,507 
9,000 

46,764 
40,933 
6,000 

737,267 

135,000 

-

-

-
18,000 
12,000 

816 
903,083 
24,645 
878,438 

1,690,361 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF COA^IMON STOCKHOLDERS' EQUITY 
(In thousands of doUars, except per share amounts) 

Balance at December 31, 2003 
Net income 
Other comprehensive income (loss): 

Miiiinium pension UabUit)' adjustment, net 
of income tax of S938 

Unrealized gain on securities, net of 
income tax of S32 

Less: reclassification adjusdnent for gaUis 
reported in net mcome, net of income 
tax of S173 

Dividends 
Sale of stock (3,181,203 shares) 
Repurchase of stock (51,808 shares) 
Equit)- C^ompensation Plan (45,535 shares) 
Exercise of stock options (570,064 shares) 
Empkj\'cc sttjck plan tax benefits 
Balance at December 31, 2004 
Net income 
Other cf)mprehcnsivc loss: mUtimum 

pension liability adjusuncnt, net of 
income tax of S722 

Dividends 
Stock issued for acquisitions (24,684 shares) 
Stock split 
Sale of stock (471,682 shares) 
Repurchase of stock (56,930 shares) 
Equit)' Oimpensauon Plan (37,751 shares) 
Exercise of stock options (1,327,717 shares) 
Employee stock plan tax benefits 
Amortization of unearned compensation 
Balance at December 31, 2005 
Net income 
Other comprehensive income: 

Unrealized holding gain on invcsunents, 
net of income tax of S105 

Minimum pension liabilit)' adjusuiient, 
net of income tax of Sl,660 

Dividends 
Sale of stock (2,688,332 shares) 
Repurchase of stock (36,346 shares) 
Equit)' C^ompensarion Plan (37,200 shares) 
Reclassification of unearned compensation 
Exercise of stock options (666,212 shares) 
Stock-based compensation 
Eiiiplo\'ee stock plan tax benefits 
Balance at December 31, 2006 

Common 
stodc 

Capital in 

excess of Retained 

par value earnings 

Acainiulated Unearned 

Other Compensation 

Treasur)' Comprehensive on Restnaed 

stO(k InoDme Stod<: Total 

346,635 S413,008 $210,915 
80,007 

$(12,611) 

L170 

12 
16,095 

161 

14 
511 

(45,807) 
48,971 991 

(1,082) 

17 
214 
^ 

692 
4,847 
1,006 

171 S 

(1,742) 

59 

(230) 

-

S 658,118 
80,007 

(1,742) 

59 

(230) 
(45,807) 

- 51,132 
(1,082) 

709 
5,061 
1,006 

48,036 468,524 245,115 (12,702) (1,742) 
91,156 

(51,139) 
(1,340) 

663 
(16,095) 
7,943 

708 
11,264 
5,501 

1,537 
(1,749) 

(722) 

172 
64,829 478,508 285,132 (12,914) (3,082) 

92,004 

194 

3.082 
(58,023) 

1,328 

19 
-
333 
-
-

55,866 

(19) 
(550) 

7,629 
4,235 
3,137 

894 
(972) 

550 

747,231 
91,156 

(1,340) 
(51,139) 

675 

9,641 
(1,749) 

11,775 
5,501 
172 

(550) 811,923 
92,004 

194 

3,082 
(58,023) 
58,088 

(972) 

7,962 
4,235 
3,137 

g66,509 S548,806 $319,113 $(12,992) $ 194 S $921,630 

Sec accompan)'ing notes to consoUdated financial statements. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(In thousands of doUars) 
Years ended December 31, 2006, 2005 and 2004 

2006 2005 2004 

92,004 $ 91,156 % 80,007 

75,041 
10,794 
3,604 

(1,194) 
(8,769) 

(5,609) 
4,855 

170,726 

(271,706) 
(11,848) 
59,467 
(2,332) 

1,283 

e m 

12,031 
(5,168) 

(19,355) 
103,360 
(24,606) 
11,166 
58,088 

7,962 
2,307 

(972) 
(58,023) 

65,488 
26,027 

(1,177) 
7,572 

12,933 
(2,325) 

199,674 

(237,462) 
(11,633) 
56,137 

(107,566) 

1,300 
102 

(225,349) (299,122) (232,496) 

Cash flows from operating activities: 
Net income 
Adjusunents to reconcile net income to net cash 

flows from operating activities: 
Depreciation and amortization 
Deferred income taxes 
Stock-based compensation 
Gain on sale of water system 
Gam on sale of other assets 
Net decrease (increase) in receivables, inventory and prepayments 
Net increase (decrease) in payables, accrued interest, accrued 

taxes and otiier accrued UabiUties 
Other 

Net cash flows from operating activities 
Cash flows from investing activities: 

Property, plant and eqrUpment additions, including aUowance for 
funds used during construction of $3,941, $2,447 and $2,304 

Acqiusitions of utilit)^ systems and other, net 
Release of funds previously restricted for construction activity 
Additions to funds restricted for construction activity'' 
Net proceeds from the sale of water S5^stems 
Net proceeds from the sale of other assets 
Otiier 

Net cash flows used in investing activities 
Cash flows from financing activities: 

Customers' advances and contributions in aid of construction 
Repajanents of customers' advances 
Net proceeds (repayments) of short-term debt 
Proceeds from long-term debt 
Repayments of long-term debt 
Change in cash overdraft position 
Proceeds from isstung common stock 
Proceeds from exercised stock options 
Stock-based compensation windfaU tax benefits 
Repurchase of common stock 
Dividends paid on common stock 
Other 

Net cash flows from fmancing activities 

Net increase (decrease) in cash and cash equivalents 
Cash and cash eqtuvalents at beginning of year 
Cash and cash eqtuvalents at end of year 
Cash paid during the )'ear for: 

Interest, net of amounts capitalized 
Income taxes 

See Summary of Significant Accounting PoUcies-Customers' Advances for Construction, AcqiUsitions and 
Employee Stock and Incentive Plans footootes for description of non-cash activities. 

See accompanying notes to consoUdated financial statements. 

14,728 
(4,792) 

63,695 
147,012 
(83,235) 

9,641 
11,775 

(1,749) 
(51,139) 

58,864 
40,577 

(2,342) 
(1,272) 
(2,766) 

863 
(328) 

173,603 

(195,736) 
(54,300) 
14,015 
(2,772) 
4,716 
2,098 

(517) 

14,269 
(4,930) 

(30,150) 
130,258 
(55,928) 

(2,190) 
51,132 

5,061 

(1,082) 
(45,807) 

179 

$ 

$ 
$ 

86,790 

32,167 
11,872 
44,039 $ 

53,222 1 

28,700 % 

97,128 

(2,320) 
14,192 
11,872 1 

48,278 $ 
30,734 $ 

60,812 

1,919 
12,273 
14,192 

45,261 
22,322 
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AQUA AiMERICA, INC. AND SUBSIDIARIES 

Notes to ConsoUdated Financial Statements 
(In thousands of doUars, except per share amounts) 

S u m m a r y of Significant A c c o u n t i n g Pol ic ies 

N a t u r e o f Operations—Aqua America, Inc. ("Aqua America" or the "Company") is the holding compan)- for regiUated 
UtiUties providing water or wastewater semces in Pennsylvania, Ohio , Nor th CaroUna, lUinois, Texas, New Jersey, New York, 
Florida, Indiana, Virginia, Maine, Missouri and South CaroUna. Our largest operating subsidiar)'. Aqua Pennsylvania, Inc., 
accounted for approximately 5 5 % of our operating revenues for 2006 and provided water or wastewater sendees to customers 
in the suburban areas north and west of the Cit)' of Philadelphia and in 23 other counties in Pennsylvania. The Company's 
other subsidiaries provide similar services in 12 other states. In addition, the Company provides water and wastewater sendee 
through operating and maintenance contracts with municipal authorities and other parties, and septage hauling ser\Uces, close 
to our UtiUty companies' sendee territories. 

l l i e company has identified fourteen operating segments and has one reportable segment named the Regulated segment. The 
reportable segment is comprised of thirteen operating segments for our water and wastewater regulated utiUt)' companies 
which are organized bv the states where we provide these sendees. These operating segments are aggregated into one 
reportable segment since each of the Company's operating segments has the following simUarities: economic characteristics, 
naiure of sendees, production processes, customers, water distribution or wastewater coUection methods, and the nature of the 
regulatory environment. In addition, one segment is not quantitatively sigmficant to be reportable and is comprised of the 
businesses that provide on-site septic tank pumping, sludge hauling sei^vices 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 
aUocated to the Regulated segment and intersegment eUminations. 

Regulat ion—Most of the operating companies that are regulated pubUc utUities are subject to regulation by the pubUc utiUty 
coiiiiiiissions of the states in which they operate. The respective public utiUt)' commissions have jurisdiction with respect to 
rates, sendee, accounting procedures, issuance of securities, acquisitions and other matters. Some of the operating companies 
that are regulated public utilities are subject to rate regulation by count)' or cit)' government. Regulated pubUc utilities follow 
Statement of Financial Accounting Standards ("SEAS") N o . 71 , "Accounting for the Effects of Certain Types of Regulation." 
SFAS No. 71 provides for the recognition of regulator)' assets and UabUities as aUowed by regulators for costs or credits that 
arc rcllected 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. 

Consolidat ion—The consolidated financial statements include the accounts of the Company and its subsidiaries. All material 
intercompan\- accounts and transactions have been eUminated. 

R e c o g n i t i o n o f Revenues—Revenues include amounts billed to customers on a cycle basis and unbiUed 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 hauUng sendees, operating and maintenance contracts and 
data processing service fees. The Company's Regulated segment includes non-regulated revenues that totaled 513,525 in 2006, 
S13,161 in 2005 and Sll>556 in 2004. In addition to the Regulated segment operating revenues, the Company has other non-
regulated revenues of S7,198 in 2006, $3,323 in 2005 and $2,067 in 2004. 

Proper ty , P l a n t a n d E q u i p m e n t a n d Depreciat ion—Property, plant and equipment consist primarily of utility plant. The 
cost of additions includes contracted cost, direct labor and fringe benefits, materials, overheads and, for certain utiUt)' plant, 
allowance for funds used during construction. Water systenis acquired are recorded at estimated otiginal cost of utiUty plant 
when tii-st devoted to utiUty sendee and the appUcable depreciation is recorded to accumulated depreciation. The difference 
between the estimated original cost, less appUcable accumulated depreciation, and the purchase price is recorded as an 
acquisition adjustment within utJUt)' plant. At December 31, 2006, utiUty plant includes a net credit acquisition adjustment of 
851,434, which is generally being amortized from 0 to 20 years. Amortization of the acquisition adjustments totaled $4,239 in 
2006, 83,674 in 2005 and $3,961 in 2004. 

Utilit)' expenditures for maintenance and repairs, including major maintenance projects and minor renewals and betterments, 
are charged to operating expenses when incurred in accordance with the S)'stem of accounts prescribed by the pubUe utility 
commissions of the states in which the company operates. The cost of new units of propert)^ and betterments are capitaUzed. 
UtiUty expenditures for water main cleaning and reUning of pipes are deferred and recorded in net property, plant and 
equipment in accordance with SFAS No. 71. As of December 31, 2006, $5,192 of costs has been incurred since the last rate 
proceeding and the Coiiipan\' expects to recover these costs in future rates. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to ConsoUdated Financial Statements (continued) 
(In thousands of doUars, except per share amounts) 

The cost of software upgrades and enhancements are capitaUzed if they result in added functionaUty which enable the software 
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, data conversion and business process reengineering 
costs, are deferred as a regulatory asset if the Company expects to recover these costs in fumre rates. If these costs are not 
deferred in accordance with SFAS N o . 71 , then these costs are charged to operating expenses when incurred. As of December 
31, 2006, $5,597 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 utiUty property are replaced, retired or 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. T o the extent the Company 
recovers cost of removal or other retirement costs through rates after the retirement costs are incurred, a regulator)^ asset is 
recorded. In some cases, the Company recovers retirement costs through rates during the Ufe of the associated asset and 
before the costs are incurred. These amounts result in a regulatory UabiUt)' being reported based on the amounts previously 
recovered through customer rates. 

The straight-line remaining Ufe method is used to compute depreciation on utiUty plant. GeneraUy, the straight-Une method is 
used with respect to transportation and mechanical equipment, office equipment and laborator)' equipment. 

In accordance with the requirements of SFAS N o . 144, "Accounting for the Impairment or Disposal of Long-Lived Assets", 
the long-lived assets of the Company, wltich consist primarily of Utilit)^ Plant in Sendee and regulator)^ 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 require adjustments to the carr)dng values of these assets. 

A l lowance for F u n d s U s e d D u r i n g Construct ion—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 utiUt)' plant. In general, A F U D C is 
appUed to construction projects requiring more than one month to complete. N o A F U D C is appUed to projects funded by 
customer advances for construction or contributions in aid of construction. A F U D C 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 utilit)' plant is depreciated. The 
amount of A F U D C related to equit)' funds in 2006 was $6 and in 2005 was $1. There was no A F U D C related to equity funds 
in 2004. N o interest was capitalized by our non-regulated businesses. 

Cash a n d Cash Equivalents—Tiie Company considers aU highly Uquid investments with an original maturit)' of three months 
or less, which are not restricted for constmction activit)', to be cash eqtuvalents. 

The Company had a book overdraft for certain of its disbursement cash accounts of $13,739 and $2,573 at December 31, 2006 
and 2005, respectively. A book overdraft 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 periods. 
The balance of the book overdraft is reported as accounts paj'able and the change in the book overdraft balance is reported as 
cash flows from financing activities. 

A c c o u n t s Receivable—Accounts receivable are recorded at the invoiced amounts. The aUowance 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 aUowance for doubtful 
accounts quarterly. vVccount balances are written off against the aUowance when it is probable the receivable wiU not be 
recovered. When utility customers request extended payment terms, credit is extended based on regulatory guideUnes, and 
coUateral is not required. 

R e g u l a t o r y Asse t s , D e f e r r e d C h a r g e s a n d O t h e r Assets—Deferred charges and other assets consist of financing expenses, 
other costs and marketable securities. Deferred bond issuance expenses are amortized by the straight-Une method over the Ufe 
of the related issues. CaU premiums related to the early redemption of long-term debt, along with the unamortized balance of 
the related issuance expense, are deferred and amortized over the Ufe of the long-term debt used to fund the redemption. 
Other costs, for which the Company has received or expects to receive prospective rate recover)', are deferred as a regulator)' 
asset and amortized over the period of rate recoveiy in accordance with SFAS N o . 71. 

Marketable securities arc considered "available-for-sale" and accordingl)', are carried on the balance sheet at fair market value. 
Unrecognized gains are included in other comprehensive income. 
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(44) 
20,078 

226 

(1,767) 

$ 18,537 $ 

-
102 

3,941 

4,043 $ 

(44) 
20,180 
4,167 

(1,767) 

22,580 

AQUA ^ViMERICA, INC. AND SUBSIDIARIES 

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

Goodwill—GoodwfiX represents the excess cost over the fair value of net tangible and identifiable intangible assets acquired 
through acc]uisitioiis. Goodwill is not amortized but is tested for impairment annuaUy, or more often, if circumstances indicate 
a possible impairment may exist. In accordance with the requirements of SEAS N o . 142, "GoodwUl and Other Intangible 
Assets," the Company tested the goodwiU attributable to each of our reporting units for impairment as of July 31, 2006, in 
conjunction with the timing of our annual strategic business plan. Based on the Company's comparison of the estimated fair 
value of each reporting umt to their respective carrying amounts, the impairment test concluded that none of its goodwiU was 
impaired. The following table summarizes the changes in the Company's goodwiU: 

Regulated 

Segment O the r ConsoUdated 

Balance at D e c e m b e r 3 1 , 2004 $ 20,122 $ - $ 20,122 
G o o d w U l acquired during year - 102 102 
Reclassifications to utiUt)' plant 

acquisition adjustinent 
Balance at D e c e m b e r 3 1 , 2005 
G o o d w i U acquired during year 
Reclassifications to utiUt)' plant 

acqiUsition adjustment 

Balance at D e c e m b e r 3 1 , 2006 

I n c o m e 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 liabilities, and the amounts at which they are carried in the consolidated financial statements. The Income tax effect 
of temporaiy differences not allowed currentiy in rates is recorded as deferred taxes with an offsetting regulatoty asset or 
liabilit)'. These deferred income taxes are based on the enacted tax rates expected to be in effect when such temporaiy 
differences arc projected to reverse. Investment tax credits are deferred and amortized over the estimated useful Uves of the 
related properties. 

Cus tomers* A d v a n c e s for Cons t ruc t ion a n d Con t r ibu t ions in A i d o f Construct ion—"^ ater mains or. In some instances, 
cash advances to reimburse the Company for its costs to construct water mains, are contributed to the Compan) ' by customers, 
real estate developers and builders in order to extend water sendee to their properties. The value of these contributions is 
recorded as Customers ' Advances for Construction. Non-cash property, in the form of water mains, has been received, 
generaUy from developers, as advances or contributions of $16,852, $15,729 and $9,273 in 2006, 2005 and 2004, respectively. 
The Company makes refunds on these advances over a specific period of time based on operating revenues related to the main 
Ol' as new customers are connected to and take sendee from the main. yVfter aU refunds are made, an)' remaining balance is 
transferred to Contributions in ^Vid of Construction. Contributions in aid of construction include direct non-refundable 
contributions and the portion of customers' advances for construction that become non-refundable. Contributed propert)' is 
generaUy not depreciated. Certain of the subsidiaries do depreciate contributed property and amortize contributions in aid of 
construction at the composite rate of the related propert)'. 

Inventor ies , Ma te r i a l s a n d Supplies—Inventories are stated at cost. Cost is principally determined using the first-in, first-out 

method. 

S t o c k - B a s e d Compensation—Effective January 1, 2006, the Company accounts for stock-based compensation using the fair 
value recognition provisions of SFAS N o . 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. Please refer to the Recent Accounting Pronouncements section of this 
footnote for information concerning the Company's accounting for stock-based compensation. The foUowing table provides 
the pro forma net income and earnings per share prior to January 1, 2006 as if compensation cost for stock-based 

30 



AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to ConsoUdated Financial Statements (continued) 
(In thousands of doUars, except per share amounts) 

emplo)'ee compensation was determined as of the grant date under the fair value method of SFAS No. 123, "Accounting for 
Stock-Based Compensation," as amended by SFAS No. 148 "Accounting for Stock-Based Compensation - Transition and 
Disclosure." 

Years Ended December 31, 
2005 2004 

91,156 80,007 

290 

^,054) 

266 

(1,990) 

% 

1 

$ 

89,392 

0.72 
0.70 

0.71 
0.69 

$ 

% 

$ 

78,283 

0.64 
0.63 

0.64 
0.62 

Net mcome, as reported 
Add: stock-based employee compensation 

expense included in reported net income, 
net of tax 

Less: pro forma expense related to stock 
options granted, net of tax effects 

Pro forma 

Basic net income per share: 
As reported 
Pro forma 

DUuted net income per share: 
As reported 
Pro forma 

For the purposes 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 Estimates in Preparation of Consolidated Financial Statements—The preparation of consoUdated financial 
statements in conformit)' with accounting principles generaUy accepted in the United States of America requires management 
to make estimates and assumptions that affect the reported amounts of assets and UabiUties and disclosure of contingent assets 
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting 
period. Actual results could differ from those estimates. 

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

Recent Accounting Pronouncements—in September 2006, the Financial Accounting Standards Board ("FASB") issued 
Statement of Financial Accounting Standards ("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)." This statement requires the 
recognition of the overfunded or underfunded stams of pension and other postretirement benefit plans on the balance sheet. 
Under SFAS No. 158, actuarial gains and losses, prior service costs or credits, and any remaining transition assets or 
obligations tiiat have not been recognized under previous accounting standards that have not yet been recognized through net 
periodic benefit cost will be recognized in accumulated other comprehensive income, net of tax effects. The Company adopted 
SFAS No. 158 on December 31, 2006 as required. Because the Company is subject to regulation in the states in which it 
operates, the Company maintains its accounts in accordance with the regiUatory authority's rules and guideUnes, which may 
differ from other authoritative accounting pronouncements. In those instances, the Company foUows the guidance of SFAS 
No. 71. Based on prior regulator)' experience, and in accordance with SFAS No. 71, the Company has recorded a regulatory 
asset for the pension and other postretirement benefit costs associated with SFAS No. 158 that would othenvise be charged to 
common stockholders' equity, for which the Company anticipates recoverabiUty through customer rates. As a result, the 
impact of adopting SFAS No. 158 on the Compan}''s ConsoUdated Balance Sheet was to increase total UabiUties by $30,305, 
and increase total assets by $30,305. The adoption of this standard had no impact on the Company's results of operations or 
cash flow, and the impact on financial position is described above. See the Pension Plans and Other Postretirement Benefits 
footnote to the consoUdated financial statements for further information and the required disclosures under SFAS No. 158. 

In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements." This statement defines fair value, 
estabUshes a framework for using fair value to measure assets and liabiUties, and expands disclosures about fair value 
measurements. The statement applies when other statements require or pernUt the fair value measurement of assets and 
UabiUties. This statement does not expand the use of fair value measurement. SFAS No. 157 is effective for the Company's 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to ConsoUdated Financial Statements (continued) 
(In thousands of doUars, except per share amounts) 

fiscal )'ear lieginning Januaiy 1, 2008. The Company is currentiy evaluating the provisions of this statement and has not yet 

determined the effect of adoption on its results of operations or financial position. 

In September 2006, the Securities and Exchange Commission issued Staff Accounting BuUetin No . 108, "Considering the 
liffccts of Prior Year Afisstatements when Quantifying Afisstatements in Current Year Financial Statements" ("SAB 108"). 
SAB 108 provides guidance on how prior year misstatements should be considered when quantifying misstatements in current 
)'ear financial statements for purposes of determining whether the current year's financial statements are materiaUy misstated. 
The Compan)- adopted SAB 108 as required for the fiscal year ended December 31, 2006 and it did not have a material impact 
on its results of operations or financial position. 

In June 2006, the FASB issued FASB Interpretation N o . ("FIN") 48, "Accounting for Uncertainty in Income Taxes—^An 
Interpretation of FASB Statement N o . 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. The Company 
adopted F'lN 48 as required on Januaiy 1, 2007 and it did not have a material effect on its results of operations or financial 
position. 

In December 2004, the FASB issued SFAS No. 123R, "Share-Based Payment." SFAS N o . 123R generally requires that we 
measure the cost of employee services received in exchange for stock-based awards on the grant-date fair value and this cost 
will be recognized o\'er the period during which an employee provides sendee in exchange for the award. Prior to the adoption 
of SFAS No. 123R on Januaty 1, 2006, the Company provided pro forma disclosure of its compensation costs associated with 
the fair \'aluc of stock options that had been granted, and accordingly, no compensation costs were recognized in its 
consoUdated financial statements. The Company adopted this standard using the modified prospective method, and 
accordingly, the consolidated financial statement amounts for the prior periods presented in tliis report have not been restated 
to reflect the fair value method of expensing share-based compensation. During 2006, the adoption of SFAS No. 123R 
increased operations and maintenance expense by $2,894, lowered net income by $2,568, and lowered dUuted net income per 
share by SO.019. The adoption of this standard had no material impact on the Conipan)''s overaU financial position, no impact 
on cash flow, and results in the reclassification on the consoUdated cash flow statements of related tax benefits from cash 
flows from operating activities to cash flows from financing activities to the extent these tax benefits exceed the associated 
compensation cost recognized in the income statement. See the Employee Stock and Incentive Plan footnote to the 
consolidated financial statements for further information and the required disclosures under SFAS N o . 123R. 

Acquis i t ions 

N e w 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 Ser\'ice Corporation ("New York Water") for 
S28,866 in cash, as adjusted pursuant to the purchase agreement primarily based on working capital at closing, and the 
assumption of 523,460 of long-term debt. The operating results of New York Water wiU be included in our consolidated 
financial statements beginningjanuary 1, 2007. The acquired operation provides water seiwice to 44,792 customers In several 
water svstems located in Nassau Count)', Long Island, New York. For the fiscal year ended December 31, 2005, N e w York 
Water had operating revenues of $21,773 (unaudited). The acquisition wUl be accounted for as a purchase and wUl be recorded 
in the first quarter of 2007. 

Heater—Pursuant to our strategy to grow through acquisitions, on June 1, 2004 the Company acquired the capital stock of 
Heater UtiUties, Inc. for 348,000 in cash and the assumption of long-term debt of $19,219 and short-term debt of $8,500. At 
the date of 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, Nor th CaroUna. The acquisition was accounted for as a 
purchase and accordingly the Company recorded goodwiU of $18,842. 

As part of the North CaroUna UtiUties Commission approval process for this acquisition, the Commission approved a 
mechanism tiirough which the Company could recover up to two-thirds of the goodwiU through customer rates in the future 
upon achieving certain objectives. The Company is pursuing these objectives to faciUtate recognition of this premium in 
customer rates. Howe\'er, there can be no assurance that the Company wiU be able to achieve these objectives and recover 
such amount of goodwiU. 

F lor ida W a t e t ^ O n ]une 30, 2004, the Company acquired certain utility assets of Florida Water Sendees Corporation, 
comprised of 63 water and wastewater systems located in central Florida for $13,090 in cash, the final purchase price as 
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adjusted pursuant to the purchase agreement. In accordance with Florida PubUc Serwice Commission procedures, the 
acquisition was approved by the Commission and rate base was determined on December 20, 2005. Under the terms of the 
purchase agreement, the Commission's rate base determination resulted in a reduction of the final purchase price which did 
not result in the recognition of goodwiU. 

AquaSource—On ]u\y 31, 2003, the Company completed its acquisition of four operating water and wastewater subsidiaries 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 worldng capital at closing. In August 2004, we were awarded 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 3178,428. In the consoUdated statement of cash flow for 2004, the $12,289 award has been 
reported as proceeds on the Une titied acquisitions ofutiiity systems and other, net. 

Other Acquisitions— 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 operating revenues included in the consoUdated financial statements of the 
Company during the period owned by the Company were $4,511. 

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 consoUdated financial statements of the Company during the period 
owned by the Company were $6,203 in 2006 and $2,145 in 2005. 

During 2004, in addition to the Fleater and Florida Water acquisitions, the Company completed 27 acquisitions or other 
growth ventures in the various states in which the Company operates for an aggregate purchase price of $3,842 in cash. The 
operating revenues included in the consoUdated financial statements of the Company during the period owned by the 
Company were $2,309 in 2006, $1,580 in 2005 and $617 in 2004. 

Dispositions 

In 2004, as a result of the settlement of a condemnation action, the Compan)''s Ohio operating subsidiar)' sold its water utiUt)' 
assets within the municipal boundaries of the Cit)' of Geneva in Ashtabula County, Ohio for net proceeds of approximately 
$4,716, which was in excess of the book value for these assets. The proceeds were used to pa)'-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 $2,342. The gain is reported in 
the 2004 consoUdatcd statement of income as a reduction to operations and maintenance expense. We continue to operate this 
water system for the City of Geneva under a multi-year operating contract that expires In December 2008. These water utiUty 
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 total utiUt)' customer base. 

In 2004, the Ccjmpany sold its only operations in Kentucky. The sale price approximates our investment in this operation. The 
operation represented approximately 0.2% of the operations acquired from AquaSource, Inc. 

The City of I'ort Wayne, Indiana has authorized the acquisition, by eminent domain or othenvise, of a portion of the utiUt)̂  
assets of one of the operating subsidiaries that the Compan)' acquired in connection with the AquaSource acquisition In 2003. 
The Compaii)' has challenged whether the Cit)' is foUowing the correct legal procedures in connection with the Cit)''s 
attempted condemnation and the Compan)' has chaUenged the Cit)''s valuation of this portion of its s)'Stem. The portion of the 
system under consideration represents approximately 1% of the Compan)''s total utiJit)' customer base. While the Company 
continues to discuss this matter with officials from the City of Fort Wayne, the Company continues to protect its legal interests 
in this proceeding. A sanitary district in IlUnois and a cit)' in Texas have also indicated interest in acquisition, by eminent 
domain or othenvise, of all or a portion of the utiUt)' assets of two of the Company's operations. The systems represent 
approximate!)' 3,000 customers or less than 0.5% of our total utiht)' customer base. The Company beUeves that it wiU be 
entitied to fair market value for its assets if they are condemned, and it is beUeved that the fair market value wUl be in excess of 
the book value for such assets. 
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Proper ty , P lan t a n d E q u i p m e n t 

UtiUty plant and equipment: 
Mains and accessories 
Services, hydrants, t reatment 

plants and reservoirs 

Opera t ions structures and water tanks 
MisceUaneous p u m p i n g and 

purification equipment 

Meters , data processing, t ransportat ion 
and operadng equipment 

hand and other non-depreciable assets 
Udlity PlanI: and equipment 
UtiUtv construction w o r k in progress 
N e t utiUt)' plant acquisition adjustment 
Non-utility plant and equipment 
Total proper t ) ' , plant and equipment 

Decern 
2006 

S 1,287,142 

801,755 
172,850 

381,149 

428,326 
80,479 

3,151,701 
76,653 

(51,434) 
8,191 

S 3,185,111 

be: 

S 

_ ^ 

f 3 1 . 
2005 

1,187,597 

660,279 
222,107 

376,599 

341,550 
73,346 

2,861,478 
98,898 

(64,165) 
4,374 

2,900,585 

vVpproximate range 
of remaining Uves 

15 to 82 )'ears 

5 to 85 years 
15 to 77 years 

5 to 50 years 

5 to 50 years 

0 to 20 years 
3 to 25 )'ears 

Acco imts Receivable 

BiUed UtUit)' revenue 
Unbilled utilit)' revenue 
O the r 

Less allowance for doubtful accounts 
N e t accounts receivable 

Decern 
2006 

S 49,129 
23,842 

4,147 
77,118 

4,969 
$ 72,149 

b e r 3 1 , 
2005 

S 42,541 
21,419 

3,136 
67,096 

4,406 
S 62,690 

The Company's udlity customers are located principaUy in the following states: 47% in Pennsylvania, 10% in Oliio, 9% in 
Nor th Carolina, 8% in lUinois, 6% in Texas, 6% in New Jersey, 5 % in Indiana and 4 % in Florida. N o single customer 
accounted for more than one percent of the Company's operating revenues during the j'cars ended December 31, 2006, 2005 
or 2004. The following table summarizes the changes in the C]ompan)''s aUowance foi' doubtful accounts: 

2006 2005 2004 

]3alance at January 1, 

Amoun t s charged to expense 
Accounts writ ten off 

Recoveries of accounts writ ten off 
AUowance acquired through acquisitions 
Balance at D e c e m b e r 3 1 , 

s 

s 

4,406 S 
3,716 

(3,607) 

454 
-

4,969 5 

4,849 S 

3,116 
(4,113) 

554 
-

4,406 S 

5,851 

3,695 
(5,460) 

701 
62 

4,849 
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Regulatory Assets and Liabilities 

The regulatory assets represent costs that are expected to be fuUy recovered from customers in future rates while regulator)' 
UabiUties 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 transition charge payment, 
regulatory assets and regulator)' liabiUties are excluded from the Company's rate base and do not earn a return. The 
components of regulatory assets and regulator}' UabiUties are as foUows: 

Income taxes 
UtiUt)' plant retirement costs 
Postretirement benefits 
Texas rate fiUng expense deferral 
Competitive Transition 

Charge payment 
Water tanl< painting 
Fair value of long-term debt 

assumed in acquisition 
Merger costs 
Rate case fiUng expenses & other 

December 31, 
2006 

Regulatory 
Assets 

% 70,146 
20,060 
36,469 
12,382 

4,586 
4,822 

2,594 
1,111 

12,893 
$ 165,063 

Regulator)' 
LiabUities 

% 2,104 
8,960 

-
-

-
32 

-
-
496 

111,592 

December 31, 
2005 

Regulator)' 
Assets 

$ 69,531 
17,421 
10,871 

9,486 

5,733 
4,292 

2,804 
1,641 
9,174 

$130,953 

Regulator)' 
Liabilities 

$ 2,203 
8,368 

-
-

-
267 

-
-
913 

111,751 

Items giving rise to deferred state income taxes, as weU as a portion of deferred Federal income taxes related to certain 
differences between tax and book depreciation expense, are recognized in the rate setting process on a cash or flow-through 
basis and will be reco^'ered as the)' reverse. 

The regulator)' asset for utiUt)' plant retirement costs, including cost of removal, represents costs already incurred that are 
expected to be recovered in future rates over a tive year recovery period. The regulator)' UabiUt)' for utiUty plant retirement 
costs represents amounts recovered through rates during the Ufe of the associated asset and before the costs are incurred. 

Postretirement benefits include pension and other postretirement benefits. The pension costs include deferred net pension 
expense in excess of amounts funded which the Company beHeves wiU be recoverable in future years as pension funding is 
required. In addition, a regulatory asset has been recorded for the costs that would otherwise be charged to common 
stockholders' equit)' in accordance with SFAS No. 158, for the underfunded status of our pension and other postretirement 
benefit plans. See the Pension Plans and Other Postretirement Benefits footnote to the consoUdated financial statements for 
the effect on regulator)' assets of the adoption of SFAS No. 158. The regulator)' asset related to postretirement benefits other 
than pensions represents costs that were deferred between the tim.e 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, 
Amorti'/ation of the amount deferred for postretirement benefits other than pensions began in 1994 and is currentiy being 
recovered in rates. 

The regulatory asset for the Texas rate fiUng of 2004 results from a multi-5'ear 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 simUar multi-year 
period. These costs will be amortized over a period of time, expected to approxknate four years, as determined by the final rate 
order. 

The regulatory asset associated with the Competitive Transition Charge ("CTC") payment represents the full pa)'off in 2001, 
net of amortization, of the allocable share of a CTC as negotiated by Aqua Pennsylvania, Inc. from an electric distribution 
compan)'. The Pennsylvania Electricit)' Generation Customer Choice and Competition Act permitted electric distribution 
utiUties 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 to conclude in 2010. 
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Expenses associated with water tank painting are deferred and amortized over a period of time as approved in the regulatory 
process. Water tank painting costs are generaUy being amortized over a period ranging from 5 to 17 years. 

As a requirement of purchase accounting, the Company recorded a fair value adjustment for fixed-rate, long-term debt 
assumed in acquisitions. The regulatory asset results from the rate setting process continuing to recognize the historical interest 
cost of the assumed debt. 

The regulator)' asset related to the recover)' of merger costs represents the portion of the Consumers Water Company merger 
costs that wUl be recovered in rates as a result of a rate settiement in 2000 and is being amortized over the ten-year recovery 
period. 

The regulatory asset related to rate case fUing expenses represents the costs associated with fiUng for rate increases that are 
deferred and amortized over periods that generaUy range from one to five years. Other represents costs incurred by the 
Company for which it has received or expects to receive rate recover)'. 

The regulatory asset related to the costs incurred for information technology software projects and water main cleaning and 
reUning projects are described in the Summar)' of Significant Accounting PoUcies - Propert) ' Plant and Equipment and 
Depreciation. 

I n c o m e T a x e s 

The provision for income taxes consists of 

Current: 
Federal 
State 

D eferred; 

Federal 
State 

Tota l tax expense 

Years End 
2006 

$ 39,956 
9,502 

49,458 

9,531 
1,257 

10,788 
$ 60,246 

S 

J_ 

ed Decern 
2005 

24,417 
6,586 

31,003 

22,294 
3,616 

25,910 
56,913 

bei 

S 

s 

-31 , 
2004 

2,042 
7,553 

9,595 

41,414 
1,115 

42,529 
52,124 

The statutor)' Federal tax rate is 3 5 % and for states with a corporate net income tax, the state corporate net income tax rates 
range from 5.00% to 9.99% for all years presented. The Company's Federal income tax returns for aU years through 2002 have 
been closed. 

36 



AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to ConsoUdated Financial Statements (continued) 
(In thousands of doUars, except per share amounts) 

2006 

$ 53,287 $ 

716 
(602) 
715 

(307) 
(274) 
(154) 
6,999 
(134) 

% 60,246 $ 

2005 

51,824 $ 

806 
(656) 

(321) 
(359) 
(437) 
6,631 
(575) 

56,913 1 

2004 

46,245 

1,376 

(245) 
(285) 
(538) 
5,634 
(63) 

52,124 

The reasons for the differences between amounts computed by appl)'ing the statutor)' Federal income tax rate to income 
before income tax expense are as foUows: 

Years Ended December 31, 
2 

Computed Federal tax expense at statutory rate 
Increase in tax expense for depreciation expense 

to be recovered in fumre rates 
Domestic Production Credit 
Stock-based compensation 
Dedacdon for Aqua America common dividends 

paid under employee benefit plan 
Amortization of deferred investment tax credits 
Prior year rate reductions 
State income taxes, net of federal tax benefit 
Other, net 
Acmal income tax expense 

The tax effects of temporal')' differences between book and tax accounting that give rise to the deferred tax assets and deferred 
tax UabUities are as follows: 

Deferred tax assets: 
CXistomers' advances for construction 
Costs expensed for book not deducted 

for tax, principaUy accrued expenses 
UtiUty plant acquisition adjustment 

basis differences 
Postretirement benefits 
Other 

Total gross deferred tax assets 

Deferred tax UabiUties: 
Utilit)' plant, prkicipaUy due to 

depreciation and differences in the basis 
of frxed assets due to variation in tax 
and book accounting 

Deferred taxes associated with the gross-up 
of revenues necessary to recover, in rates, 
the effect of temporar)' differences 

Tax effect of regulator}' asset for 
postretirement benefits 

Deferred investment tax credit 
Other 

Total gross deferred tax HabiUties 

Net deferred tax UabiUt)' 

Decern 
2006 

$ 17,786 

2,787 

18,673 
12,530 

295 
52,071 

ber 31, 
2005 

$ 17,549 

1,803 

29,429 
1,660 

50,441 

278,917 

26,276 

267,835 

25,796 

12,530 
5,801 
1,746 

325,270 

^273,199 

6,066 
1,090 

300,787 

$ 250,346 

In June 2006, the FASB issued FASB Interpretation No. ("FIN") 48, "Accounting for Uncertainty in Income Taxes-An 
Interpretation of FASB Statement No. 109," which prescribes a recognition threshold and measurement attribute for the 
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2006 

S 14,953 
3,675 
6,750 
5,701 
2,264 

$ 33,343 

$ 

A 

2005 

13,247 
3,706 
6,483 
5,648 
2,612 

31,696 

2004 

$ 10,919 
3,402 
5,778 
5,134 
2,363 

$ 27,596 
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tinancial statement recognition and measurement of a tax position taken or expected to be taken in a tax return. We adopted 
ITN 48 as required on January 1, 2007 and it did not have a material effect on our results of operations or fmancial position. 

Taxes Other than Income Taxes 

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

Years Ended December 31, 

Property-
Capital Stock 
Gross receipts, excise and franchise 
Pa)'roU 
Other 
Total taxes other than income 

Commitments and Contingencies 

Commitinents-The Company maintains agreements with other water purveyors for the purchase of water to supplement its 
water stipply, particularly during periods of peak demand. The agreements stipulate purchases of minimum quantities of water 
to the year 2026. The estimated annual commitments related to such purchases through 2011 are expected to approximate 
510,092 and §59,091 thereafter. The Company purchased approximately |10,497, S10,603 and |8,724 of water under these 
agreements during the years ended December 31, 2006, 2005 and 2004, respectively. 

The Company leases motor vehicles, buUdings and other equipment under operating leases that are noncancelable. The future 
annual minimum lease payments due are; S3,450 in 2007, |3,100 in 2008, §1,587 in 2009, $547 in 2010, §147 in 2011 and §132 
thereafter. The Company leases parcels of land on which treatment plants and other faciUties are situated and adjacent parcels 
that are used for watershed protection. The operating leases are noncancelable, expire between 2010 and 2052 and contain 
certain renewal provisions. Certain leases are subject to an adjustment ever)' five years based on changes in the Consumer Price 
Index- Subject to the aforesaid adjustment, during each of the next five years, approximately §554 of annual lease payments for 
land are due, and §17,004 thereafter. The Company leases treatment plants to other parties under lease agreements that require 
payments to the Company of §366 in 2007, §366 in 2008, §366 in 2009, §366 in 2010, §366 in 2011 and §5,553 thereafter. 

Rent expense was §4,478, §3,390 and §3,267 for the years ended December 31, 2006, 2005 and 2004, respectively. 

Contingencies-The Company is routinely involved in condemnation proceedings and legal matters during the ordinar)' 
coLU'se of business. See Water and Wastewater Rates footnote for a discussion of the rate proceeding process involving our 
subsidiaries in Texas. 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 subsicUaries is a part)' or to which any of Its properties is the subject that 
arc 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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Long-tetm Debt and Loans Payable 

The ConsoUdated Statements of CapitaUzation provide a summar)' of long-term debt as of December 31, 2006 and 2005. The 
supplemental indentures with respect to certain issues of the First Mortgage Bonds restrict the abilit)' of Aqua Pennsylvania, 
Inc, and certain other operating subsidiaries of the Company to declare dividends, in cash or propert)', or repurchase or 
otherwise acquire the stock of these companies. As of December 31, 2006, approximately §326,000 of Aqua Pennsylvania's 
retained earnings of approximately §346,000 and §76,000 of the retained earnings of §85,000 of certain other subsidiaries were 
free of these restrictions. Certain supplemental indentures also prohibit Aqua Pennsylvania and certain other subsidiaries of the 
Compan)^ from making loans to, or purchasing the stock of, the Company. 

Sinking fund payments are required by the terms of certain issues of long-term debt. The future sinking fund payments and 
debt maturities of the Company's long-term debt are as foUows: 

Interest Rate Range 2007 2008 2009 2010 2011 Thereafter 

0.00% to 
2.50% to 
3.00% to 
3.50% to 
4.00% to 
5.00% to 
5.50% to 
6.00% to 
6.50% to 
7.00% to 
7.50% to 
8.00% to 
B.50% to 
9.00% to 
9.50% to 
10.00% tc 
'o tal 

2.49% 
2.99% 
3.49% 
3.99% 
4.99% 
5.49% 
5.99% 
6.49% 
6.99% 
7.49% 
7.99% 
8.49% 
8.99% 
9.49% 
9.99% 

) 10.50% 

§ 1,514 
1,533 

12,248 
685 

50 
-
-
644 

10,000 
2,540 

210 
152 
-
584 
995 
^ 

§ 31,155 

§ 1,614 
1,604 

258 
695 

50 
-
-

10,172 
-

2,585 
227 
167 
-
594 

5,995 
-

$ 23,961 

$ 1,657 
1,649 

276 
706 

55 
-
-
-
-
634 
245 
184 
-
604 
994 
-

§ 7,004 

$ 1,689 
1,682 

287 
717 

27,055 
-
-
-
-
687 
264 
202 
-

20,615 
994 
-

§ 54,192 

S 1,714 § 
1,729 

299 
328 

55 
-
-

15,000 
-
744 
286 
222 
-

5,627 
994 
-

§ 26,998 I 

17,552 
17,075 

3,852 
2,942 

138,380 
292,496 
169,000 

69,360 
12,000 

6,098 
23,546 
25,361 

9,000 
18,077 
28,766 

6,000 
839,505 

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 Penns)'lvania issued §20,000 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 repay short-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 fmancing were used to fund acquisitions. At various times during 2006, Aqua PennsylvarUa and 
other operating subsidiaries issued other notes payable and first mortgage bonds in aggregate of §14,728 at a weighted average 
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. 

In February 2005, the Company issued §30,000 of unsecured notes of which §18,000 are due in 2015 with an interest rate of 
5.01% and §12,000 are due in 2020 with an interest rate of 5.20%. The proceeds of this financing were used to refinance 
existing short-term debt. In May 2005, Aqua Pennsylvania issued $72,000 of tax-exempt bonds secured by a supplement to its 
first mortgage indenture at the following terms: §22,000 at 4.87% due 2036, $25,000 at 4.88% due 2037 and §25,000 at 4.89% 
due 2038. Of the §72,000 in proceeds, §22,000 was used to retire previously issued tax-exempt bonds in August 2005 and the 
balance of proceeds are restricted to funding the costs of certain capital projects during the period 2005 through 2007. In 
December 2005, Aqua Pennsylvania issued §25,000 of tax-exempt bonds at 4.82% due 2035, which were secured by a 
supplement to its first mortgage indenture. The proceeds are restricted to funding certain capital projects during the period 
2006 through 2008. At various times during 2005, Aqua Pennsylvania and other operating subsidiaries issued other notes 
payable, first mortgage bonds and tax-exempt bonds aggregating §24,677 at a weighted-average interest rate of 4.10% due at 
various times ranging from 2019 to 2035. The proceeds from these issuances were used to reduce a portion of the balance of 
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short-term debt at each of the respective operating subsidiaries and to redeem §10,260 of first mortgage bonds of an operating 
subsidiary with an interest rate of 5.60%. As of December 31, 2006, the Trustees for ten issues held §11,490 pending 
construction of the projects to be financed with the issues and are reported in the consoUdated balance sheet as funds 
restricted for construction activit)'. The weighted average cost of long-term debt at December 31, 2006 and 2005 was 5.72% 
and 5.74%, respectively. 

Aqua Pennsylvania has a S70,000 364-day re\'olving credit facility with four banks and the Company has a §20,000 364-day 
bank revolving credit faciUt)'. Funds borrowed under these agreements are classified as loans payable and are used to provide 
working capital. As of December 31, 2006 and 2005, funds borrowed under the Aqua Penns)'lvania revolving credit 
agreements were §3,000 and §65,000, respectively, and §20,000 and §17,000 were borrowed under the Company's revolving 
credit agreement, respectively. Interest under these facUities is based, at the borrower's option, on the prime rate, an adjusted 
federal funds rate, an adjusted London Interbank Offered Rate corresponding to the interest period selected, an adjusted 
Euro-Rate corresponding to the interest period selected or at rates offered by the banks. These agreements restrict short-term 
borrowings of Aqua Pcnns)'lvania and the Company. A commitment fee of 1/10 of 1% is charged on the total commitment 
iimount of Aqua Pennsylvania's revolving credit agreement. The average cost of borrowing under these faciUties was 5.4% and 
3.8%, and the average borrowing was §66,283 and §63,355, during 2006 and 2005, respectively. The maximum amount 
outstanding at the end of any one month was §85,000 in both 2006 and 2005. 

At December 31, 2006 and 2005, the Company had combined short-term Unes of credit of §148,000 and §127,000, 
respectively. Funds borrowed under these Unes are classified as loans pa)'able and are used to provide working capital. As of 
December 31, 2006 and 2005, funds borrowed under the short-term Unes of credit were §96,150 and §56,505, respectively. 
The average borrowing under the Unes was §77,528 and §35,610 during 2006 and 2005, respectively. The maximum amount 
outstanding at the end of any one month was §96,150 in 2006 and §56,505 in 2005. Interest under the Unes is based at the 
Companv's option, depending on the line, on the prime rate, an adjusted Euro-Rate, an adjusted federal funds rate or at rates 
offered by the banks. The average cost of borrowings under aU lines during 2006 and 2005 was 5.5% and 3.9%, respectively. 

Interest income of §3,241, S3,040 and §1,762 was netted against interest expense on the consoUdated statements of income for 
the years ended December 31, 2006, 2005 and 2004, respectively. The total interest cost was §61,673, §55,102 and §50,441 in 
2006, 2005 and 2004, including amounts capitaUzed of §3,941, §2,447 and §2,304, respectively. 

Fai r Value of F inanc i a l I n s t r u m e n t s 

The carr)lng amount of current assets and UabiUties that are considered financial instruments approximates their fair value as 

of the dates presented. The canying amount and estimated fair value of the Company's long-term debt are as follows: 

D e c e m b e r 3 1 , 

2006 2005 

Carrying a m o u n t § 982,815 § 903,083 

Est imated fair value 986,487 950,479 

The fair value of long-term debt has been determined by discounting the future cash flows using current market interest rates 
for similar financial instrumetits of the same duration. The Company's customers' advances for construction and related tax 
deposits have a canying value of 576,820 and $74,828 at December 31, 2006 and 2005, respectively. Their relative fair values 
cannot be accurately estimated because future refund payments depend on several variables, including new customer 
connections, customer consumption levels and future rate increases. Portions of these non-interest bearing instruments are 
payable annuall)' through 2021 and amounts not paid by the connact expiration dates become non-refundable. The fair value 
of these amounts would, however, be less than their carrying value due to the non-interest bearing feature. 

S tockho lde r s ' E q u i t y 

At December 31 , 2006, the Company had 300,000,000 shares of common stock authorized; par value §0.50. Shares 
outstanding at December 31, 2006, 2005 and 2004 were 132,325,579, 128,970,181 and 127,179,777, respectively. Treasury 
shares held at December 31, 2006, 2005 and 2004 were 691,746, 688,625 and 686,747, respectively. At December 31, 2006, 
the Company had 1,738,619 shares of authorized but unissued Series Preferred Stock, §1.00 par valnc. 
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In December 2005, the Compan)' filed a universal shelf registration with the Securities and Exchange Commission to allow for 
the potential future sale by us, from time to time, in one or more pubUc 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 equit)' sale agi'eement for 3,525,000 shares of common stock with a 
third-party (the "fonvard purchaser"). In connection with the forward equit)' sale agreement, the forward purchaser borrowed 
an equal number of shares of the Compan)' 's common stock from stock lenders and sold the borrowed shares to die pubUc, 
The Company will not receive any proceeds from the sale of its common stock by the forward purchaser untU settiement of 
the foiAvard equity sale agreement. The actual proceeds to be received by the Company wUl var)' depending upon the 
settlement date, the number of shares designated for settiement on that settiement date and the method of settiement. Aqua 
America intends to use any proceeds received upon settiement of the forward equit)' sale agreement to fund the Company's 
future capital expenditure program and acquisitions, and for working capital and other general corporate purposes. The 
foiAvard equity sale agreement is accounted for as an equit)' instrument and was recorded at a fair value of §0 at inception. It 
wiU not be adjusted so long as the Company continues to meet the accounting requirements for equit)' instmments. 

The Company may elect to settle the for^vard equit)' sale agreement by means of a phj'sical share settiement, net cash 
settiement, or net share settlement, on a settiement date or dates, no later than August 1, 2008. The forward equit)^ sale 
agreement provides that the forward sale price wiU be computed based upon the initial for\^'ard sale price of $21,857 per share. 
Under limited circumstances or certain unanticipated events, the forward purchaser also has the abUit)' to require the Company 
to physically settie the foiAvard equity sale agreement in shares prior to the maturit)' date. The maximum number of shares that 
could be required tti be issued by the Company to settle the forward equit)' sale agreement is 3,525,000 shares. As of 
December 31, 2006, a net cash settiement under the forward equit)' sale agreement would have resulted in a payment by the 
Company to the forward purchaser of §2,845 or a net share settiement would have resulted in the issuance of 124,876 shares 
by the Company to the foiAvard purchaser. For each increase or decrease of one doUar in the average market price of Aqua 
America common stock above or below the forward sale price on December 31, 2006, the cash settiement option from the 
Company's perspective would decrease or increase by §3,525 and the net share settiement option would decrease by 161,846 
shares or increase by 148,234 shares, respectively. 

During the last three years, the Company completed the foUowing offerings of equit)': 

• In June 2006, the Company sold 1,750,000 shares of common stock in a pubUc offering for proceeds of §37,400, net of 

expenses. In August 2006, the Company sold 500,000 shares of common stock in a pubUc offering for proceeds of 

§10,700, net of expenses. The net proceeds from these offerings were used to fund the Compan)' 's capital expenditure 

program and acquisitions, and for working capital and other general corporate purposes. 

• In November 2004, the Company issued 2,606,667 shares of common stock in a pubUe offering for proceeds of 
§42,600, net of expenses. The net proceeds were used to repay a portion of the Company's short-term debt. The 
indebtedness was incurred by Aqua America in connection with acquisitions. 

In addition, the Company has a shelf registration statement 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 
2005, 24,684 shares of common stock totaUng §675 were issued by the Company to acquire water and wastewater systems. The 
balance remaining available for use under the acquisition shelf registration as of December 31, 2006 is 2,194,262 shares. The 
form and terms of any securities issued under these shelf registrations wiU be determined at the time of issuance. 

The Compan)' has a Dividend Reinvestment and Direct Stock Purchase Plan ("Plan") that aUows reinvested dividends to be 
used to purchase shares of common stock at a five percent discount from the current market value. Under the direct stock 
purchase program, shares are purchased by investors at market price. 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 2006, 2005 and 2004, under the 
dividend reinvestment portion of the Plan, 405,107, 401,503 and 512,609 original issue shares of common stock were sold 
providing the Company with proceeds of §9,341, §8,516 and $7,808, respectivel)'. 

The Board of Directors has authorized the Company to purchase its common stock, from time to time, in the open market or 
through privately negotiated transactions. The Company has not repurchased any shares under this authorization since 2000. 
As of December 31, 2006, 548,278 shares remain avaUable for repurchase. 
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The Company reports comprehensive income in accordance 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 ConsoUdated Statements of Common Stockholders' Equit)' and the related 
other comprehensive income is reported in the ConsoUdated Statements of Income and Comprehensive Income. The 
Compan)' reports its unreaUzed gains on investments as other comprehensive income and accumulated other comprehensive 
income. Prior to the fourth qtiartcr of 2006, a portion of the Company's mitUmum pension UabiUty had been charged to 
accumulated other comprehensive income or loss. During the fourth quarter of 2006, the Company recorded a regulator)' asset 
for its minimum pension UabiUty as it anticipates irecovery of its future pension expense through customer rates. Concurrent 
with this adjustment, the minimum pension Uabiiity was adjusted through other comprehensive income and remoA'ed from 
accumulated other comprehensive income. 

Net Income per Common Share and Equity per Common Share 

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

Years ended December 31, 
2006 2005 2004 

Average common shares outstanding during 
the period for basic computation 130,725 127,364 124,329 

Effect of dUutive securities: 
Empkivee stock options 978 1,842 1,381 
Forward equit)' shares 71 -

Average common shares outstanding during 
the period for dUuted computation 131,774 129,206 125,710 

For the \'ears ended December 31, 2006 and 2004, employee stock options outstanding to purchase 581,850 and 759,867 
shares of common stock, respectively, were excluded from the calctUations of dUuted net income per share as the options' 
exercise prices were greatei- than the average market price of the Company's common stock. For tiie )'ear 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. 

Equit)' per common share was S6.96 and §6.30 at December 31, 2006 and 2005, respectively. These amounts were computed 
b)' di\'iding common stockholders' equity by the number of shares of common stock outstanding at the end of each year. 

Shareholder Rights Plan 

The Company has a Shareholder Rights Plan designed to protect the Company's shareholders in the event of an unsoUcited 
unfair offer to acquire the Compan)'. Each outstanding common share is entitied to one Right which is evidenced by the 
common share certificate. In the event that any person acquires 20% or more of the outstanding common shares or 
commences a tender or exchange offer which, if consummated, would result in a person or corporation owning at least 20% of 
the outstanding common shares of the Company, the Rights wUl begin to trade independently from the common shares and, if 
certain circumstances occur, including the acquisition by a person of 20% or more of the outstanding common shares, each 
Right would then entitie its holder to purchase a number of common shares of the Company at a substantial discount. If the 
Compan)- is involved in a merger or other business combination at any time after the Rights become exercisable, the Rights 
win entitle the holder to acqiUre a certain number of shares of common stock of the acquiring company at a substantial 
discount. The Rights are redeemable by the Company at a redemption price of §.01 per Right at any time before the Rights 
become exercisable. The Rights will expire on March 1, 2008, unless previously redeemed. 
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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"), quaUfied and non-quaUfied 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 eniplo)'ees ma)' 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 as 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, 2006, 3,521,136 options underlying stock option and restricted stock 
awards were still available for grant under the 2004 Plan, although under the terms of the 2004 Plan, tertninated, expired 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 ("SFAS'^ No. 
123R, "Share-Based Payment," which revised SFAS No. 123, "Accounting for Stock-based Compensation," and superseded APB 
No. 25, "Accounting for Stock Issued to Employees." Prior to Januar)' 1, 2006, the Compan)' accounted for stock-based 
compensation using die 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, as the gi'ant 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 year ended December 31, 2006 includes 
compensation cost for all share-based payments granted prior to, but not vested as of Januar)^ 1, 2006, and share-based 
pa)'ments granted after January 1, 2006. 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 capitaUzed compensation costs within propert)', plant and 
equipment by §631, lowered income tax expense by §326, lowered net income by §2,568, lowered dUuted net income per share 
by §0.019, and lowered basic net income per share by §0.02. SFAS 123R requires the Company to estimate forfeitures in 
calculating the compensation expense instead of recognizing these forfeitures and tiie resulting reduction in compensation expense 
as they occur. 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 estimate of forfeimres wiU be adjusted over the 
vesting period to the extent that actual forfeitures differ, 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 consoUdated 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 method outiined 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 each option is amortized into compensation expense on a straight-Une 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 December 31, 2006, 2005 and 2004 was §7.82, $4.54 and $4.07 per option, respectively. The appUcation of this 
valuation model relies on the foUowing assumptions that are judgmental and sensitive in the determination of the 
compensation expense for the periods reported; 

2006 2005 2004 

Expected term (years) 

Risk-free mterest rate 

Expected volatiUty 

Dividend yield 

5.2 

4.7% 

25.8%o 

1.76%o 

5.2 

4.0% 

27.8% 

2.40%o 

4.5 

4.0%o 

29.9%o 

2.23%o 
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Historical information was the principal basis for the selection of the expected term and dividend yield. The expected volatiUty 
is based on a weighted-average combination of historical and impUed volatiUties over a time period that approximates the 
expected term of the option. The risk-free interest rate was selected based upon the U.S. Treasur)' yield curve in effect at the 
time of grant for the expected term of the option. 

The foUowing table summarizes stock option transactions for the year ended December 31, 2006; 

Weighted Weighted 
Average Average Aggregate 
Fvxercise Remaining Intrinsic 

Shares Price Life (years) Value 
Options: 

OutstandUig, begUining of year 
Granted 
Forfeited 
Expired 
Exercised 
Outstanding, end of year 

3,492,363 
611,950 
(46,684) 
(26,639) 

(666,212) 
3,364,778 

§ 13.70 
29.46 
22.84 
22.04 
11.95 

$ 16.72 6.6 § 24,268 

Exercisable, end of year 2,044,825 $ 12.76 5.4 20,486 

The intrinsic value of stock options is the amount by which the market price of the stock on a given date, such as at the end of the 
period or on the day of exercise, exceeded the market price of stock on the date of grant. The foUowing table summarizes the 
aggregate intrinsic value of stock options exercised and the fair value of stock options which became vested: 

Years ended December 31, 
2006 2005 2004 

Intrinsic value of options exercised 
Fair value of options vested 

9,779 
3,794 

18,473 
3,532 

4,180 
3,079 

The foUowing table summarizes information about the options outstanding and options exercisable as of December 31, 2006: 

Options Outstanding Options Exercisable 

ange of 
§ 5.81 -
$10.00 -
§13.00 • 
§16.00 • 
§17.00 -
$29.00 -

prices: 
9.99 

- 12.99 
- 15.99 
- 16.99 
- 18.33 
• 29.99 _ 

Shares 

382,949 
997,750 

90,779 
576,865 
734,585 
581,850 

3,364,778 

Weighted 
Average 

RemakUng 
Life (years) 

2.3 
5.4 
6.4 
7.3 
8.2 
9.3 
6.6 

Weighted 
Average 
Exercise 

Price 

§ 7.60 
12.21 
13.76 
16.15 
18.33 
29.46 

$ 16.72 

Shares 

382,949 
997,750 

90,779 
347,925 
225,422 

-
2,044,825 

Weighted 
Average 
Exercise 

Price 

$ 7.60 
12.21 
13.76 
16.15 
18.33 

-
__§ 12.76_ 

As of December 31, 2006, there was §4,732 of total unrecogrUzed compensation cost related to nonvested share-based 
compensation arrangements granted under the plans. The cost is expected to be recognized over a weighted-average period of 
1.1 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 seU 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 adoption of SFAS No. 123R had no impact on the Company's 
recognidon of stock-based compensation expense associated with restricted stock awards. The Company expects forfeitures 
of restricted stock to be de minimus. There were no forfeitures prior to the adoption of SFAS 123R for the grants that were 
under restriction as of January 1, 2006. During the 5'ears ended December 31, 2006, 2005 and 2004, the company recorded 
stock-based compensation related to restricted stock awards as operations and maintenance expense in the amounts of $710, 
§495 and §439, respectively. The following table summarizes nonvested restricted stock transactions for the )'ear ended 
December 31, 2006: 

Nonvested shares at beginrUng of period 
Granted 
Vested 
Forfeited 

Nonvested shares at end of period 

Number 
of 

Shares 
43,998 
42,200 

(24,310) 
(5,000) 

56,888 

Weighted 
Average 

Fak Value 
% 17.70 

28.39 
19.11 
29.46 

% 23.98 

The following table summarizes the value of restricted stock awards at the date the restriction lapsed: 

Years ended December 31, 
2006 2005 2004 

Intrmsic value of restricted stock awards vested % 660 § 614 § 449 
Fair value of restricted stock awards vested 465 500 360 

As of December 31, 2006, $890 of unrecogrUzed compensation costs related to resnicted stock is expected to be recognized over a 
weighted-average period of 1.0 year. The aggregate intrinsic value of restricted stock as of December 31, 2006 was $1,296. 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 die period end date. 

Pension Plans and Other Postretirement Benefits 

The Compan)' maintains a qualified, defined benefit pension plan that covers a majorit)' of its full-time emplo)'ees who were 
hired prior to April 1, 2003. Retirement benefits under the plan are generaUy based on the emplo)'ee's total )'ears of sen'ice and 
compensation during the last five )'ears of emplo)'ment. The Compan3''s poUcy is to fund the plan annuaUy at a level which is 
deductible for income tax purposes and which proA'ides assets sufficient to meet its pension obUgations. To offset certain 
Umitations imposed by the Internal Revenue Code with respect to payments under quaUfied plans, the Compan)' has a non-
quaUfied Excess Benefit Plan for Salaried Emplo)'ees in order to prevent certain emplo)'ees from being penaUzed b)' these 
Umitations. The Compan)' also has non-quaUfied Supplemental Executive Retirement Plans for certain current and retired 
emplo)'ees. The net pension costs and obUgations of the quaUfied and non-quaUfied plans are included in the tables which 
follow. Employees hired after April 1, 2003 may participate in a defined contribution plan that provides a Company matching 
contribution on amounts contributed b)' participants and an annual profit-sharing contribution based upon a percentage of the 
eUgible participants' compensation. 

In addition to providing pension benefits, 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 eUgible retirees and Ufe insurance benefits for certain eUgible 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 to Umitations imposed by the Internal Revenue Code. 
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The Company adopted 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)" on December 31, 2006. As a result of adopting SFAS No. 
158, the Company recorded the underfunded stams of its pension and other postretirement benefit plans on the balance sheet 
and recorded a regulatory asset for these costs that would otherwise be charged to common stocldiolders' equity, as we 
anticipate recoverabiUty of die costs through customer rates. As a result of adopting SFAS No. 158, the additional minimum 
UabiUt)' associated with the Company's defined benefit pension plan was eUminated as it is no longer required to be recorded 
under SFAS No. 158. Prior to the adoption of SFAS No. 158 on December 31, 2006, the Company's additional minimum 
Uabiiity was §3,498. The additional minimum UabiUty was a result of the accumulated benefit obUgation exceeding the fair value 
of plan assets. The decrease in the additional minimum UabiUty from December 31, 2005 of §10,909 to December 31, 2006 of 
S3,498, prior to adoption of SFAS No. 158, resulted from the effect of an increased discount rate and an increase In pension 
plan assets during 2006 due to positive equit)' market performance and pension contributions. In accordance with SFAS No. 
158, the Company's 2005 accounting and related disclosures were not affected by the adoption of the new accounting 
standard. The adoption of this standard had no impact on the Company's results of operations or cash flow. The table below 
summarizes the incremental effects of SFAS No. 158 adoption on the individual Une items on the Company's Consolidated 
Balance Sheet at December 31, 2006: 

Assets: 
Regulatory assets 
Deferred charges and other assets, net 

LiabiUties: 
Other accrued UabiUties 
Odier liabiUties 

Pre 
N( 

Ad 

$ 

§ 

$ 

$ 

-SFAS 
3. 158 
option 

4,167 
1,997 
6,164 

10,391 
18,718 
29,109 

SFAS N o . 158 
Adj 

$ 

~T~ 

% 

j _ 

ustment 

32,302 
_il,9971 

30,305 

(10,260) 
40,565 
30,305 

Post 
N 

Ad 

% 

§ 

$ 

^ _ _ 

: - SFAS 
o. 158 
option 

36,469 
-

36,469 

131 
59,283 
59,414 

The following benefit payments, wliich reflect expected future service, as appropriate, are expected to be paid in the years 
indicated: 

::ars: 
2007 
2008 
2009 
2010 
2011 

Pension 
Benefits 

§ 7,017 
7,363 
7,794 
8,259 
8,848 

Otiier 
Postretireinent 

Benefits 

$ 964 
1,024 
1,105 
1,210 
1,293 

2012-2016 56,262 ,186 
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The changes in the benefit obUgation and fair value of plan assets, the funded status of the plans and the assumptions used in 
the measurement of the company's benefit obUgation are as foUows: 

Change in benefit obUgation: 
Benefit obUgation at January 1, 
Service cost 
Interest cost 
Plan amendments 
Actuarial (gain) loss 
Plan participants' contributions 
Benefits paid 
Benefit obUgation at December 31, 

Change in plan assets; 
Fair value of plan assets at January 1, 
Actual return on plan assets 
Employer contributions 
Benefits paid 
Fair value of plan assets at December 31, 

Funded status of plan: 
Funded status at December 31, 
Unrecognized actuarial loss 
Unrecognized prior service cost 
Unrecognized net transition obUgation 
Net amount recogrUzed 

Pension Benefits 
2006 

$179,741 
4,784 

10,094 
406 

(10,469) 

(6,272) 
178,284 

117,671 
8,757 
6,521 

(6,483) 
126,466 

51,818 
-
-
-

§ 51,818 

2005 

$171,076 
4,847 
9,805 

-
420 

• -

(6,407) 
179,741 

115,292 
7,790 

996 
(6,407) 

117,671 

62,070 
(42,092) 

(1,687) 
809 

$ 19,100 

Other 
Postretirement; 

2006 

1 29,161 $ 
1,002 
1,581 

-
(2,941) 

249 
(842) 

28,210 

18,942 
933 

1,367 
(628) 

20,614 

7,596 
-
-
-

_§__7,596_ J ^ 

Benefits 
2005 

32,804 
1,223 
1,882 

(7,047) 
1,317 

584 
(1,602) 

29,161 

16,606 
675 

2,678 
(1,017) 
18,942 

10,219 
(8,537) 
7,517 

(5,624) 
3,575 

Company's pension plans had an accumulated benefit obUgation of §150,999 and $148,629 at December 31, 2006 and 2005, 
respectively. The foUowing table provides the net Habilit)' recognized on the ConsoUdated Balance Sheets at December 31: 

Otiier 
Pension Benefiits Postretirement Benefits 

Current liabiUt)' 
Noncurrent UabiUt)' 
Prepaid benefits cost 
Accrued benefit cost 
Additional minUnum UabUit)' 
Intangible assets 
Regulatory asset 
Accumulated other 

comprehensive loss 
Net UabiUty recognized 

2006 
$ (131) 

(51,687) 
-
-
-
-
-

-
$(51,818) 

2005 
$ -

-
~ 

(19,100) 
(12,726) 

1,817 
6,167 

4,742 
1^19,100) 

2006 2005 

(7,596) 
555 

(4,130) 

$ (7,596) $ (3,575) 
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At December 31, 2006 and 2005, the Company's pension plans had benefit obUgations in excess of its plan assets. The 
following tables provide the projected benefit obUgation, the accumulated benefit obUgation and fair market value of the plan 
assets as of December 31,: 

Projected Benefit 
Obligation Exceeds 

the Fair Value of 
Plan Assets 

Projected benefit obUgation 
Fair value of plan assets 

2006 2005 
§ 178,284 S 179,741 

126,466 117,671 

Accumulated Benefit 
ObUgation Exceeds 

the Fair Value of 
Plan Assets 

2006 2005 
Accumulated benefit obUgation § 150,999 $ 148,629 
Fair value of plan assets 126,466 117,671 

The following table provides the components of net periodic benefit costs for the years ended December 31 

Service cost 
Interest cost 
Expected return on plan assets 
Amortisation of transition 

obUgation (asset) 
Amortization of prior setwice cost 
Amortization of actuarial (gain) loss 
Amortization of regulator)' asset 
CapitaUzed costs & other 
Net periodic benefit cost 

Pension Benefits 
Other 

Postretirement Benefits 
2006 

$4,783 
10,094 
(9,397) 

(209) 
216 

. 1,756 

(1,826) 
$5,417 

2005 
$ 4,847 

9,805 
(9,536) 

(209) 
403 

1,606 

(1,847) 
$ 5,069 

2004 
% 4,312 

9,512 
(9,169) 

(209) 
419 

1,009 

(1,021) 
$ 4,853_ 

2006 
§ 1,003 

1,582 
(1,299) 

104 
(281) 
300 
152 

(757) 
$ 804 

2005 
% 1,223 

1,882 
(1,261) 

803 
(57) 

219 
136 

(739) 
1 2,206 

2004 
$ 1,112 

1,825 
(1,086) 

803 
(57) 
125 
144 

(629) 
§ 2,237 

Accounting for pensions and other postretirement benefits requires an extensive use of assumptions about the discount rate, 
expected retiu'n on plan assets, the rate of future compensation increases received by the Company's employees, mortaUt)', 
mrnover and medical costs. Each assumption is reviewed annuaUy with assistance from the Company's actuarial consultant 
who provides guidance in establishing the assumptions. The assumptions are selected to represent the average expected 
experience over time and may differ in any one year from actual experience due to changes in capital markets and the overaU 
economy. These differences wlU impact the amount of pension and other postretirement benefit expense that the Company 
recognizes. 
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The significant assumptions related to the Compan)' 's pension and otiier postretirement benefit plans are as foUows: 

O the r 

Pension Benefits 

Weighted-average Assumpt ions Used 
to De te rmine Benefit ObUgations 
as o f D e c e m b e r 3 1 , 

Discount rate 
Rate o f compensa t ion increase 

Assumed Health Care Cos t Trend 
Rates Used to De te rmine Benefit 
Obligat ions as of D e c e m b e r 3 1 , 

Health care cost trend rate 
Rate to which the cost trend is assumed 

to decUne (the ultimate trend rate) 
Year that the rate reaches the ultimate 

trend rate 

2006 

5.90% 
4.0-5.0% 

2005 

5.65% 
4.0-5.0% 

Postret i rement Benefits 

2006 

5.90% 
4.0% 

2005 

5.65% 
4.0% 

n /a 

n / a 

n / a 

n / a 

n / a 

n / a 

9% 

5% 

2011 

10% 

5% 

2011 

5.65% 
8.0% 

4.0-5.0% 

5.75% 
8.5% 

4.0-5.0% 

5.65% 
5.33-8.0% 

4.0% 

5.75% 
6.0-9.0% 

4.0% 

Weighted-average Assumpt ions Used 
to De te rmine N e t Periodic Benefit 
Costs for Years Fmded D e c e m b e r 3 1 , 

Discount rate 
Expec ted return on plan assets 
Rate o f compensa t ion increase 

Assumed Health Care Cos t Trend 
Rates Used to De te rmine N e t Periodic 
Benefit Cos ts for Years E n d e d D e c e m b e r 3 1 , 

Health care cost trend rate 
Rate to which the cost trend is assumed 

to decline (the ultimate trend rate) 
Year that the rate reaches the ultimate 

trend rate 

n / a - Assumption is not applicable to pension benefits. 

Assumed health-care trend rates have a significant effect on the expense and UabiUties 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 foUowing effects: 

n /a 

n / a 

n / a 

n / a 

n /a 

n / a 

10% 

5% 

2011 

10% 

5% 

2010 

1 -Percentage-
Point 

Increase 

Effect o n the health-care c o m p o n e n t o f the 

accrued other post re t i rement benefit 
obligation 

Effect on total service and interest cost 
c o m p o n e n t s of net per iodic pos t re t i rement 
health-care benefit cost 

1,516 

1-Percentage-

PoUit 
Decrease 

(1,483) 

150 (150) 
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l l i e Company's discount rate assumption was determined using a yield curve that was produced from a universe containing 
over 500 U.S.-issued Aa-graded corporate bonds, all of which were noncallable (or caUable with make-whole provisions), and 
excluding the 10% of the bonds with the liighest 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 the Company used spot rates, for various time 
periods, to discount the projected pension benefit payments. The Company's pension expense and UabiUty (benefit obUgations) 
increases as the discount rate is reduced. A 25 basis-point reduction in this assumption would have increased 2006 pension 
expense by S660 and the pension UabiUties by §6,500. 

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, historical results of our asset returns. The Company's pension expense increases as the expected 
return on assets decreases. A 25 basis-point reduction in this assumption would have increased 2006 pension expense by §300. 
For 2006, the Company used an 8.0% expected return on assets assumption which wiU remain unchanged for 2007. The 
Company believes its actual long-term asset allocation on average will approximate the targeted aUocation. The Company's 
investment strategy Is to earn a reasonable rate of return while maintaining risk at acceptable levels through the diversification 
of investments across and within various asset categories. Investment remrns are compared to benchmarks that include the 
S&P 500 Index, the Lehman Brothers Intermediate Government /Credi t Index, and a combination of the two indices. The 
Pension Committee meets semi-annually to review plan investments and management momtors investment performance 
c^uarterly through a performance report prepared by an external consulting firm. 

The Conipan)''s pension plan asset aUocation and the target aUocation by asset category are as foUows: 

Asset Category: 
Equity securities 
Debt securities 

Cash 
Other 
Total 

2007 
Target 

Allocation 

50 to 75%o 
25 to 50%o 

0% 
0% 

100%o 

Percentage c >f Plan 
Assets at December 31, 
2006 

63% 
28% 

7%o 
2%o 

100% 

2005 

60% 
24% 
16%o 

0%0 

100%o 

Equity securities include Aqua America, Inc. common stock in the amounts of $9,460 or 7.5% of total plan assets and $11,121 

or 9.5% of total plan assets as of December 31 , 2006 and 2005, respectively. 

The asset aUocation for the Company's other postretirement benefit plans and the target allocation by asset category are as 

follows: 

^sset Category: 
Cash 
Ec|iUt}' securities 
Total 

2007 
Target 

AUocation 

65% 
35% 

100% 

Percentage of Plan 
Assets at December 31, 
2006 

66%o 
34%) 

100%o 

2005 

67%o 
3 3 % 

100%o 

A'hnimum funding requirements for quaUfied defined benefit pension plans are determined by government regulations and not 
by accounting pronouncements. In accordance with funcUng rules and the Company's funding policy, during 2007 our pension 
contribution is expected to be $7,300. The Pension Protection Act of 2006 was signed into law in August 2006. The Company 
is currentiy evaluating this legislation and the effect it will have on its future pension contributions and does not expect its 
estimate for the 2007 funding amount to change. The Company's funding of its P B O P cost during 2007 is expected to 
approximate $2,960. 

The Company has 401 (k) savings plans that cover substantiaUy aU 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 certain 
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Umitations. The Company's matching contribution, recorded as compensation expense, was $1,289, $1,236 and $1,160 for the 
years ended December 31, 2006, 2005 and 2004, respectively. 

Water and Wastewater Rates 

On June 22, 2006, the Pennsylvania PubUc UtiUt)' Commission ("PAPUC") granted the Compan)''s operating subsidiar)' in 
Pennsylvania a $24,900 base water rate increase, on an annuaUzed basis. The rates in effect at the time of the fiUng included 
$12,397 in Distribution System Improvement Charges ("DSIC") or 5.0% above the prior base rates. Consequenti)', the total 
base rates increased by $37,297 and the DSIC was reset to zero. On August 5, 2004, the PAPUC granted Aqua Penns)'lvania, 
Inc. a $13,800 base rate Increase. The rates in effect at the time of the fiUng included $11,200 in Distribution S)'stem 
Improvement CUiarges ("DSIC") or 5.0% above the prior base rates. Consequentiy, the total base rates increased by $25,000 
and the DSIC was reset to zero. 

In May 2004, the (Company's operating subsidiar)' in Texas fUed an appUcation with the Texas Commission on Environmental 
QuaUty ("TCT'̂ Q") to increase rates, on an annuaUzed basis, by $11,920 over a multi-year period. The appUcation seeks to 
increase annual revenues In phases and is accompanied by a plan to defer and amortize a portion of the Compan)''s 
depreciation, operating and other tax expense over a sitrUlar 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 appUcation is currentiy pending 
before the 'TCJ^Q and several parties have joined the proceeding to chaUenge the rate request. The Company commenced 
billing for the requested rates and implemented the deferral plan in August 2004, in accordance with authorization from the 
TCEQ in July 2004. The additional revenue biUed and coUected prior to the final ruUng is subject to refund based on the 
outcome of the ruling. The revenue recognized and the expenses deferred b)' the Company reflect an estimate of the final 
outcome of the ruling. In the event the Compan)''s request is denied completely or in part, the Company could be required to 
refund some or all of the revenues billed to date, and write-off some or aU of the regulator)' 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. Based on the Compan)''s review of the present circumstances and as a result of the 
December 2006 hearings, the Company has revised its estimates of the final outcome of the TCEQ proceeding. During the 
fourth quarter of 2006, the revenue resen'e 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, 2006, we have deferred $12,382 of 
operating costs and $2,804 of rate case expenses and recognized $14,859 of revenue that is subject to refund based on the 
outcome of the final commission order. 

The Company's other operating subsidiaries were aUowed annual rate increases of $7,366 in 2006, $5,142 in 2005 and $6,673 in 
2004, represented by thirt)'-t\vo, twenty-three and fourteen rate decisions, respectively. Revenues from these increases reaUzed 
in the year of grant were approximately $3,580, $3,144 and $3,995 in 2006, 2005 and 2004, respectively. 

Six states in which the Company operates permit water utiUties, and In two states wastewater utiUties, to add a surcharge to 
their water or wastewater bills to offset the additional depreciation and capital costs related to infrastmcture system 
replacement and rehabilitation projects completed and placed into service between base rate fiUngs. Currently, Penns)'lvania, 
lUinois, Ohio, New York, Indiana and Missouri aUow for the use of infrastrucmre rehabiUtation surcharges. These mechanisms 
t)'pically adjust periodically based on additional quaUfied capital expendimres completed or anticipated in a future period. The 
infrastructure rehabilitation surcharge is capped as a percentage of base rates, generaUy 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 utiUt)''s earnings exceed a 
regulatory benchmark. Infrastructure rehabiUtation surcharges provided revenues in 2006, 2005 and 2004 of $7,873, ^10,186 
and $7,817, respectively. 
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Segment Information 

The Company has identified fourteen operating segments and one reportable segment. Prior to the acquisition in 2006 of 
companies that provide on-site septic tank pumping and sludge hauUng 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 the fourth quarter of 2006. 

The Regulated segment, the Company's single reportable segment, is comprised of thirteen operating segments representing 
our water and wastewater regulated utUity companies which are organized by the states where we provide water and wastewater 
sen'ices. 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 regulator)' 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 hauUng sen'ices and other water and wastewater. 
seLviccs. In addition 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 eUminations. Corporate 
costs include certain general and administrative expenses, and interest expense for certain of the Compan)''s regulated utiUty 
companies that do not have their own credit facilities. 

The following table presents information about the Company's reportable segment: 

As of or For the Year Ended 
December 31, 2006 

As of or For the Year Ended 
December 31, 2005 

Operating revenues 
Operations and maintenance expense 
Depreciation 
Operating income 
Interest expense, net of AFUDC 
Income tax 
Net income 
Capital expenditures 
Total assets 
Goodwill 

Regulated 
$ 526,293 S 

216,919 
73,380 

199,224 
43,348 
62,134 
94,941 

271,777 
2,819,385 

18,537 

Otiier 
7,198 
2,641 

(2,485) 
6,323 

11,143 
(1,888) 
(2,937) 

(71) 
58,518 

4,043 

ConsoUdated 
$ 533,491 

219,560 
70,895 

205,547 
54,491 
60,246 
92,004 

271,706 
2,877,903 

22,580 

Regulated 
1 493,456 

202,662 
63,756 

191,419 
41,857 
58,647 
92,092 

236,637 
2,699,941 

20,078 

Otiier 
$ 3,323 

426 
(3,009) 
5,088 
7,758 

(1,734) 
(936) 
825 

(64,895) 
102 

ConsoUdated 
3 496,779 

203,088 
60,747 

196,507 
49,615 
56,913 
91,156 

237,462 
2,635,046 

20,180 

As of or For the Year Ended 
December 31,2004 

OperatUig rcvenvies 
Operations and maUitenance expense 
Depreciation 
Operating income 
Interest expense, net of AFUDC 
Income tax 
Net income 
Capital expenditures 
Total assets 
GoodwiU 

Regulated 
$ 439,972 

179,332 
57,840 

171,413 
39,372 
52,816 
80,094 

195,299 
2,400,696 

20,122 

Other 
$ 2,067 

(987) 
(3,276) 
5,821 
7,003 
(692) 

(87) 
437 

(45,322) 
-

ConsoUdated 

$ 442,039 
178,345 

54,564 
177,234 

46,375 
52,124 
80,007 

195,736 
2,355,374 

20,122 
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(In thousands of dollars, except per share amoums) 

Aqua America, Inc. and Subsidiaries 

2006 

Fkst 
Quarter 

Second 
Q uarter 

Thkd 
Quarter 

Fourtii 
Q uarter Year 

$ 117,949 
51,316 
40,622 
16,564 

0.13 
0.13 

0.1069 
0.1069 

29.79 
26.50 

$131,749 
55,433 
50,089 
22,386 

0.17 
0.17 

0.1069 
0.1069 

27.82 
20.13 

$ 146,950 
59,127 
59,523 
27,331 

0.21 
0.21 

0.1150 
0.2300 

23.93 
21.13 

$136,843 
53,684 
55,313 
25,723 

0.19 
0.19 

0.1150 
-

24.94 
21.54 

$ 533,491 
219,560 
205,547 

92,004 
0.70 
0.70 

0.4438 
0.4438 

29.79 
20.13 

Operating revenues 
Operations and maintenance expense 
Operating income 
Net income 
Basic net income per common share 
DUuted net income per common share 
Dividend paid per common share 
Dividend declared per common share 
Price range of common stock 

- high 
- low 

2005 
Operating revenues 
Operations and maintenance expense 
Operating income 
Net income 
Basic net income per common share 
Diluted net income per common share 
Dividend paid per common share 
Dividend declared per common share 
Price range of common stock 

- high 
- low 

$ 113,988 $ 123,100 $ 136,783 $ 122,908 $ 496,779 
47,309 
42,771 
18,871 

0.15 
0.15 

0.0975 
0.0975 

19.37 
17.49 

50,891 
48,593 
22,218 

0.17 
0.17 

0.0975 
0.0975 

23.24 
18.03 

52,666 
59,091 
27,917 

0.22 
0.21 

0.0975 
0.2044 

29.15 
21.61 

52,222 
46,052 
22,150 

0.17 
0.17 

0.1069 
-

29.22 
22.88 

203,088 
196,507 

91,156 
0.72 
0.71 

0.3994 
0.3994 

29.22 
17.49 

High and low prices of the Company's common stock are as reported on the New York Stock Exchange Composite Tape. The 
cash dividends paid in December 2006 of $0.115 and December 2005 of $0.1069 were declared in September 2006 and August 
2005, respectively. 
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Aqua America, Inc. and Subsidiaries 

Years ended December 31, 2006 2005 2004 (a) 2003 (b) 2002 
PER C O M M O N SHARE: 

Net income 
Basic 
Diluted 

Cash dividends declared and paid 
Return cm average stockholders' equit)' 
Book value at )'ear end 
Market value at year end 

$0.70 
0.70 
0.44 

10.6% 
$6.96 
22.78 

S0.72 
0.71 
0.40 

11.7%o 
$6.30 
27.30 

$0.64 
0.64 
0.37 

11.4% 
$5.88 
18.44 

0.60 
0.59 
0.34 

12.3% 
$5.33 
16.58 

0.59 
0.58 
0.32 

13.9%o 
$4.35 
12.36 

lNC:OME STATEMENT HIGHLIGFITS: 
Operating revenues 
Depreciation and amortization 
Interest expense, net (c) 
Income before Uiconie taxes 
Provision for income taxes 
Net income avaUable to common stock 

$533,491 $496,779 $442,039 $367,233 $322,028 
75,041 
54,491 

152,250 
60,246 
92,004 

65,488 
49,615 

148,069 
56,913 
91,156 

58,864 
46,375 

132,131 
52,124 
80,007 

51,463 
42,535 

116,718 
45,923 
70,785 

44,322 
39,007 

109,252 
42,046 
67,154 

B/VLANCE SFIEET HIGHEIGHTS: 
Total assets 
Propert-)', plant and eqiUpnient, net 
Common stockholders' equit)' 
Long-term debt, including current portion 
Total debt 

$2,877,903 $2,635,046 $2,355,374 $2,071,252 $1,716,030 
2,505,995 

921,630 
982,815 

1,101,965 

2,279,950 
811,923 
903,083 

1,041,588 

2,069,812 
747,231 
834,656 
909,466 

1,824,291 
658,118 
736,052 
832,511 

1,486,703 
492,594 
617,175 
732,288 

/U : )Dr r iONAE I N F O R M A T I O N : 
Net cash fiows from operating activities 
Capital additions 
Net cash expended for acquisitions 

of utiUtv systems and other 
Dividends on common stock 
Number of vitiUty customers sensed (d) 
Number of shareholders of common stock 
Common shares outstanding (000) 
Employees (fuU-time) 

$170,726 $199,674 $173,603 $143,373 
271,706 237,462 195,736 163,320 

11,848 
58,023 

927,235 
28,348 
132,326 

1,540 

11,633 
51,139 

864,894 
27,054 
128,970 

1,489 

54,300 
45,807 
835,512 
24,082 

127,180 
1,442 

192,331 
39,917 

749,491 
22,726 

123,452 
1,260 

$121,560 
136,164 

8,914 
36,789 

605,474 
21,389 

113,194 
971 

(a) 2004 includes a partial )'ear of financial results for the mid-year acquisition of Heater Utilities, Inc. 
and certain utiUt)' assets of Florida Water Services Corporation. 

(1)) 2003 includes five montiis of financial results for the AquaSource operations acqrUred in Ji-Uy 2003. 
(c) Net of allowance for funds used during construction and interest Uicome. 
(d) 2006 Uicludes 44,792 customers associated with the New York Water Service Corporation. Tlie 

operating results of tills acqiUsition wiU be reported Ui our consolidated financial statements 
beginningjanuary 1, 2007. 
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INVESTOR RELATIONS INFORMATION 

Financial Reports and Investor Relations 
Copies of the company's public financial reports, including annual reports and Forms 10-K and lO-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.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.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 officer have performed the required 
certification for 2006 without exception and their certifications were filed as Exhibits 31.1 and 31.2 to our Form 10-K for 
2006. You may access this report and our other SEC filings from our Web site. In addition, in 2006 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 
Thursday, May 24, 2007 
Springfield Country Club 
400 West Sproul Road 
Springfield, PA 19064 

Transfer Agent and Registrar 
Computershare Trust Company, N.A. 
RO. Box 43078 
Providence, RI 02940-3078 
800.205.8314 or 781.575.3100 
www.computershare.com 

Independent Registered Public Accounting Firm 
PriccwaterhouseCoopers 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 the Philadelphia Stock Exchange under the 
ticker symbol WTR. The daily closing price is printed in The Wall Street Journal as AquaAmer. Listings might vary in other 
major newspapers. 

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, IRA 
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. 
Shareholders will receive confirmation of their deposit in the mail. Shareholders interested in direct deposit should caU 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 voting materials to our shareholders who have more than one Aqua America stock 
account, we ate 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 2006 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 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 at 800.205.8314. 

Account Access 
Aqua America shareholders 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 61 consecutive years. The normal Common Stock dividend dates for 2007 and the first six 
months of 2008 are: 

Declaration Date Ex-Dividend Date Record Date Payment Date 
February 1, 2007 February 13, 2007 February 15, 2007 March 1, 2007 
May 7, 2007 May 16, 2007 May 18, 2007 June 1, 2007 
August 3, 2007 August 15, 2007 August 17, 2007 September 1, 2007 
November 2, 2007 November 14, 2007 November 16, 2007 December 1, 2007 
February 1, 2008 February 13, 2008 February 15, 2008 March 1, 2008 
May 2, 2008 May 14, 2008 May 16, 2008 June 1, 2008 

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. 

Oitiy 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 transfer agent at 800.205.8314, 
Shareholders should call or write the Company's transfer agent to report a lost certificate. Appropriate documentation wiU 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., 
RO. Box 43078, Providence, RI 02940-3078. 
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Aqua America, Inc. 

is the largest U.S.-based 

publicly-traded water utility 

serving more than 2.5 million 

residents in Pennsylvania, Ohio, 

North Carolina, Illinois, Texas, 

New Jersey, Florida, Indiana, 

Virginia, Maine, Missouri, 

New York ar\{}i South Carolina. 

Aqua America is listed on the 

New York and Philadelphia 

Stock Exchanges under the 

ticker symbol WTR. 

Fut 'UUULCUL Hid/iu^/uts (In thousands of dollars, except per share amounts) 

T Z P C 7 ^ 2005 2004 % Change 

• Operating revenues 

• Net income available to common stock . . . 

• Diluted net income per common share (a) . 

• Annual dividend rate per common share (a) 

• Dividends paid per common share (a) 

• Common stockholders' equity per share (a) 

• Common stockholders' equity 

• Total assets 

• Net cash flows from operating activities .. 

• Capital additions (b) 

• Number of customers served 

.$ 496,779 

...91,156 

0.71 

.. .0.4276 

.. ,0.3994 

6.30 

..811,923 

.2,626,725 

..199,674 

. .237,462 

. .864,894 

$ 442,039 

80,007 

0.64 

0.3900 

0.3675 

5.88 

747,231 

2,355,374 

173,603 

195,736 

835,512 

12.4 

13,9 

10.9 

9.6 

8,7 

7.1 

8.7 

11.5 

15.0 

21.3 

3.5 

(a) Restated for 2005 4-for-3 stock-split 
(b) Exdudes net payments for acquired water and wastewater systems: $11,633 in 2005 and $54,300 In 2004. 

Aqua America, Inc. 
• The largest U.S.-based, 

publicly-traded water utility. 
• Growing at twice the rate of 

other water utilities 
• More than 100 acquisitions 

and growth ventures in the 
past five years. 
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March 9, 2006 

The year 2006 marks the 120year anniversary of Aqua America. 

Founded in 1886 in Springfield, Pennsylvania by a group of Swarthmore College professors, the company operated 
exclusively for 113 of the last 120 years in Southeastern Pennsylvania. In 1999, we made the strategic decision to 
acquire Consumers Water Company and take our first step outside of Southeastern Pennsylvania and enter four 
new states—New Jersey, Illinois, Ohio and Maine. In 2003, we took another strategic step and acquired the regulated water and wastewater 
operations of AquaSource, Inc., extending our reach to our current total of 13 states—adding Texas, Virginia, Florida, Indiana, South Carolina, 
Missouri and New York (the company first acquired a number of North Carolina systems in 2001 and expanded that number with the Heater 
Utilities Inc. and AquaSource acquisitions). 

Our geographic expansion benefited shareholders by mitigating two of our key financial risks: regulatory environment and weather. When located 
only in Southeastern Pennsylvania, we were 100 percent beholden to the impact of regulatory decisions and weather patterns in one state. Now 
these risks are spread across our 13 states. However, even with our expansion, Pennsylvania still represents half of our growing company and has 
been a key part of our historical, long-term success. 

The year 2005 brought well above-average stock performance with shareholders benefiting from this year's total return of more than 50 percent. 
This is well above our five, 10 and 15 year average total returns, which are closer to 20 percent annually. The company, our stock, and our 
Industry benefited from increased media and investor attention during the year with feature articles appearing in Forbes, The Wall Street lournal. 
The New York Times, and various television segments on Bloomberg and CNBC. 

The continuation of positive financial performance—with full year 2005 results producing 12 percent revenue growth and 14 percent net 
income growth over last year—allowed us to offer an above-historical-average dividend increase last year. In August, the company's board 
of directors approved a 10 percent increase in our shareholder dividend. The board also approved a four-for-three stock split in the form of a 
stock distribution at the same time. The new annualized dividend rate, adjusted for the split. Is $.4276 per share. Both actions were effected on 
December 1,2005. 

Our growth strategy was once again in full swing this year, as we completed a record 30 acquisitions of water and wastewater systems in many 
of our states. Unlike our growth in 2004, which was primarily from the acquisition of two larger systems—Heater in North Carolina and Florida 
Water Services—this year's small system acquisitions were consistent with the type we consider our "bread and butter" and the foundation of 
our growth-through-acquisition program. We value these small systems because they bring new revenues, provide new platforms for future 
capital investment and future growth, and are also easily integrated into our operations. 

We spent record amounts of capital in 2005, $237.5 million, fixing and expanding our water and wastewater systems around the country. These 
capital investments are critical to upgrading our infrastructure and meeting the national drinking water standards and providing quality drinking 
water to our customers. Capital investment is also the foundation of earnings growth using the regulated model. After making these investments, 
we are permitted to file for rate relief with the affected jurisdiction and request a fair, regulated return on our investment. These returns come to 
us in the form of new revenues and help to build our future earnings. We have earned credibility with the regulatory commissions in our states by 
consistently delivering on our promises. This has helped us receive a warm welcome In new states and fair treatment during the rate process. 

In 2005, we were pleased to add two new directors to our board: Mr. Lon Greenberg, the CEO of UGI Corporation, and Dr. Constantine Papadakis, 
the President of Drexel University. We welcome the addition of both esteemed executives to our board and have already benefited from their 
contributions. With the entrance of our two newest directors, we also say goodbye to Mr. John Menario, former Chairman of Consumers Water 
Company and Mr. Jack McCaughn, former president of BetzDearborn, Inc.—both of whom retired after the March 7, 2005 board of directors 
meeting. Their wisdom through their combined 27 years of service offered invaluable guidance to the company through some key transitional and 
growth periods over the last decade. We thank them for their commitment and service. 

As we move fon/vard into our 120"̂  year, we do so with confidence in our long-term strategy and our future outlook. We believe our growth 
strategy has a strong foundation and, with more than 50,000 water systems and 16,000 wastewater systems in the U.S. today, plenty of future 
opportunity. We have completed 175 acquisitions and growth ventures over the past 10 years, giving us an expertise on which we believe we will 
continue to capitalize in the years to come. 

Thanks to our shareholders, customers, employees and the communities we serve, we have an excellent network to support our 
continued success. 

^Al/Sut.̂ ^ 
Nicholas DeBenedictis 



Five Year Cumulative Total Return 
COMPARISON OF FiVE YEAR CUMULATIVE TOTAL RETURN AMONG AQUA AMERICA, 
S&P 500 AND DOW JONES UTIUTY INDEX 

Common Stock and Dividend Highlights 

• increased cash dividend by 10 percent to $0,4276 

on an annualized basis as of December 1, 2005 

• 15 cash dividend increases in the last 14 years 

• 4-for-3 stock split on December 1, 2005, the 

G"" stock split in 10 years 

• Total return for 2005 more than 50 percent 
^ ^ 4 " " * AQUAAMERICA. IHC, ™ ^ ^ — DOHJOHES tniLITYINDEK • f : - - ^ ^ ^ SePSOOCOMPOSm 
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A T A Q U A A M E R I C A , I N C . ( A Q U A ) we take our responsibility to provi(je quality, 
reliable drinking water to our customers seriously. We've been doing so for the last 120 years. 
Since the first pipe was laid In 1886, we've been dedicated to improving infrastructure and water 
supply, whether it meant building reservoirs and plants to service a growing community, or 
replacing pipe to strengthen aging systems. 

As our nation grew, so did our company. As early as the 1900s, Aqua established a growth 
strategy that Is still the foundation of our company today. Our company Is built on strength— 
strength of infrastructure, strength of service and strength to grow. Aqua's strength has 
remained during world wars, the Depression and massive storms that devastated parts of 
our service territory. 

Over the years we've seen many changes, not only in our company name, but in our company's 
size and service territory. But no matter how much Aqua changes, we remain concerned citizens 
determined to provide our customers with quality water. 



120 YEARS OF WATER. 

PURE AND SIMPLE. 

•fSS6' - f900s 
At a time when areas outside of Philadelphia (home to the nation's first municipal waterworks) began 
experimenting with their own waterworks, a group of concerned citizens in Delaware County decided to 
find an answer to their own water needs. These Swarthmore residents and engineering professors at 
Swarthmore College, who were worried about water quality, began operating a small water company in 
1886. The citizens, whose names were lost In history, choose a local natural 
spring, build a pumping station and lay pipes to their homes.They share water ; ;.V; ; . : ^̂ ^ 
privileges with their neighbors, and soon the operation grows too big to be run 
as a small association. So on January 4,1886, the group incorporates and the 
Springfield Water Company Is born. 

Soon after, the company contracts v îth a major pipe manufacturer and begins 
pumping from Whiskey Run, a creek one mile from Swarthmore. But just three 
short years later, the company outgrows the Whiskey Run supply, and Crum 
Creek is selected as a new source. Pumping Station No. 1 is operational, 
powered by water and steam. 

Over the years, Springfield Water Company grows and acquires six companies 
to extend into Upper Darby, Ridley, Tinicum and Darby townships and Sharon 
Hill and Darby boroughs. This marks the start of an aggressive expansion 
strategy that becomes the foundation of the company's success. 

Over the next 20 years, many local water companies consolidate with Springfield Water Company leading the way with its numerous 
acquisitions. The company acquires Lansdowne Water Company In 1899, which not only delivers water, but also turns a profit. 

/ - ^ WATER RATES, 

: . . RUI.ES AND RstiULATIONS 

- .w . 

":-- . OJlK LAdE DIVISION. 

rs2a 'S 

Early in this decade, Indiana farm boy Ci^xmc^ Geist is making a name for himself \K\ the 
utility industry in the Midwest. Geist's focus changes when he meets and falls in love with 
Philadelphia student Florence Hewitt. Geist follows Hewitt to Philadelphia and begins 
building his empire. He, along with Harold S. Schutt and Carleton E. Davis, are determined 
to provide fresh and safe water to the sprawling suburban Philadelphia area. 

And so, on January 1,1925, Geist, also know as "Water Boy," purchases Springfield 
Consolidated Water Company (formerly Springfield Water Company). At this time, the 
company serves 45,396 customers. Later that year, the company changes its name to 
Philadelphia Suburban Water Company (PSW) to encapsulate the company's 
expansion strategy. The following year, the company installs its first steam-driven 
turbine and centrifugal pump at Crum Creek, which increases filter capacity to six 
million gallons per day. 

http://RuI.es


20 YEARS OF WATER. PURE AND SIMPLE. 

f^ja 'S 

Despite the Depression, the company continues to grow and offers Its employees job security 
and the means to make ends meet in uncertain times. 

A desperate need for additional emergency water supplies develops, driving the company to 
begin construction of the 3.5 billion gallon Geist Reservoir, later renamed the Springton 
Reservoir. Over the next several years, PSW adds 44 miles of main to its systems. 

The Geist years end abruptly in 1938 when Geist dies at the age of 72. His protege, Harold 
Schutt is named president. And even as war approaches, the company's financial standing stays 
strong and expansion plans move forward. 

r^40. s 
The nation is stunned by the Japanese attack on Peal Harbor on December 7, 
1941. Between December 1941 and August 14,1945,16 million U.S. citizens 
are in uniform, and women hold jobs traditionally filled by men. At PSW, 
a lot of employees join the service or go to work at defense plants. So the 
company hires contractors, and soon women begin working as meter readers. 
In 1941, the company enters into an agreement with the International 
Brotherhood of Firemen, Oilers. Powerhouse Operators and Maintenance 
Men, Local 473, which represents 180 workers. 

Four years later, the company honors long-time employees by organizing the 
20-Year Club. 

The year 1945 marks the beginning of the company's 60 consecutive years of 
paid dividends. 

Though the war curtailed some expansion plans, the company continues to grow throughout this decade, and eventually introduces 
a modest advertising campaign to show how water was used throughout history. 

f̂ SOs 
The company grows considerably during this decade, and even 
builds its largest reservoir to meet the increasing demand. The 
Green Lane reservoir is built to hold 4.4 billion gallons. 

A massive storm hits the area in 1950, filling the Geist Reservoir 
that was dry after 17 months of almost no precipitation. 

In 1951, the company adds nearly 8,000 new customers and 
needs to change to postcard billing to save time, money and 
materials. Roadside signs advertise the company's extensive 
infrastructure Improvements. 

In 1958, Margaret Hogan Is named the company's first female 
officer. A year later, Harold Schutt retires, and James H. Clarke 
Is named chairman. Thomas W. Moses is named PSW's 
new president 



120 YEARS OF WATER. PURE AND SIMPLE. 
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PSW continues to grow while experiencing change in upper management 
After only three years as president, Moses leaves PSW, and James M. 
Ballengee takes over as president. Ballengee renews the company's feeling 
of family among employees. 

That same year, the customer count grows to 187,271 as infrastructure 
improvements continue and a new public relations plan is put into effect. 
The plan includes speeches, news releases and public tours that further 
enhance the company's community involvement. Customers receive their 
first-ever account numbers in 1963, as customer Information Is now stored 
on computers. 

In 1964, the company opens the most modern laboratory In the water industry at its 
Bryn Mawr facility. 

As PSW celebrates its SO'** anniversary in 1966, new records ax̂  set including d.x\ annual 
sendout exceeding 24 billion gallons and operating revenues near $1 million. 

The Board of Directors approves the plan to create a holding company called 
Philadelphia Suburban Corporation (PSC) In 1968. 

t970s 
James H. Clarke is named chairman of PSC, while Ballengee is appointed chairman and 
CEO of PSW. George H. Dann, a former meter reader, takes over as president of PSW. 

On July 22,1971, PSC appears for the first time on the New York 
Stock Exchange with the ticker symbol, PSC. One year later, 
Hurricane Agnes rips through the company's service territory causing 
severe flooding at Its Pickering Creek plant The plant Is offline 
for nearly five days as a result of the storm that many call the 
300-year flood. 

Earl H. Graham, who joined the company as a laborer In 1947, 
is elected PSW's new president in 1974. He introduces the 
Employee Stock Purchase Plan, and is also credited with moving the 
company forward despite a less-than-favorable regulatory and 
business climate. 

Two years later, John W. Boyer is appointed chairman of PSC, a 
position he holds until May 1993. 

The federal government issues the Safe Drinking Water Act in 1974, 
and follows with new Federal Interim Primary Drinking Water 
Regulations In 1977. These regulations set chemical, physical and 
bacteriological standards, establish monitoring schedules and require certification of laboratories. 

In 1979, the company unveils its new logo. 

Hadelphia 
jman 
er Company 
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PSW renovates and expands Its laboratory; is granted several rate increases, 
Including a 13.3 percent increase in 1980; streamlines and automates its 
operations and Installs a transmission system to help In droughts. 

Throughout the decade, the 
company continues to 
improve its plants, and also 
opens a new building at its 
Bryn Mawr headquarters. 

In 1986, the year of the 
company's cententlal 
celebration, PSW acquires 
Great Valley Water Company 
to add 20 wells and 145 miles 
of main to its system. 

The company introduces 
a new computer system called Supervisory 
Control and Data Acquisition (SCADA) from 
which needs for adjustments in the distribution 
system are identified and made electronically 
from a distribution control center at the Bryn 
Mawr headquarters. 

t9SOs 
In 1991, the new state-of-the-art 
Pickering plant comes online. 

The company's current chairman and 
CEO Nicholas DeBenedictis, joins the 
company in 1992 and brings with him an 
aggressive growth-through-acquisition 
strategy. Within six months of his arrival, 
the company purchases the West 
Whiteland and Uwchlan water systems. 
He is named Chairman of PSC in 1993. 

By the end of the decade, the company completes 46 growth ventures 
including the acquisition of the Bristol, West Chester and Bensalem water 
systems, which add more than 32,000 customer accounts. 

In 1999, the company completes a major merger with Consumers Water 
Company, a company whose history also dates back to the late 1880s. This 
merger expands PSC's presence from one to five states and nearly doubles its 
customer count from 325,796 to 557,462. 
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Early in this decade (2002), the company 
receives news that long-time shareholder 
Vivendi Environnement (formerly 
Compaigne Generale de Eaux and now 
Veolia) intends to monetize its investment 
in PSC. Vivendi owns approximately 17 
percent of PSC's outstanding common 
shares. PSC commits to buy two million 
shares, and a secondary offering of the 
remaining shares is a success. That same 
year, PSC announces another major 
acquisition. The company acquires 
AquaSource, which when closed in 2003, 
expands the company's footprint to 
13 states. 

Another big year follows. In 2004, PSC 
changes its name to Aqua America, Inc. 
(Aqua) and its ticker to WTR. The 
company's state subsidiaries also change 
their names to further unify this growing 
company. The company marks the event by 
ringing The Closing Beir at the New York 
Stock Exchange on January 14, 

Later that year, the company announces 
two more major acquisitions—the 
operation of Florida Water Services 
Corporation and Heater Utilities. With the 
acquisition of Florida Water Services, the 
company adds 63 systems and more than 
13,000 customers in the central part of 
Florida. Acquiring Heater Utilities in North 
Carolina makes the company the largest 
water provider in the state, serving more 
than 58,000 customers. 

The company closes 2005 with a record 
number of acquisitions (30), increasing its 
13-state customer base to approximately 
865,000 accounts (2.6 million people). 

Aqua receives much media attention in 
2005. For the first time ever, the company 
is featured in forbQs, one of the country's 
leading financial magazines. 

Other high profile media coverage included 
CNBC's Squawk Box, The Wall Street 
Journal, Business Week, The New York 
Times and Klplinger's. 4 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Management's Discussion and Analysis of Financial Condition and Results of Operations 
(In thousands of dollars, except per share amounts) 

FORWARD-LOOKING STATEMENTS 

This report by Aqua America, Inc. ("Aqua America," "we" or "us") contains, in addition to historical information, for\^'ard-
looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. These foiAvard-looking 
statements involve risks, uncertainties and other factors, that may be outside our control and that may cause our actual results, 
performance or achievements to be materially different from anĵ  future results, performance or achievements expressed or 
implied by these forward-looking statements. In some cases you can identify forward-looking statements where statements are 
preceded by, followed by or include the words "believes," "expects," "anticipates," "plans," "future," "potential" 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 and related funding requirements; 
• dividend payment projections; 
• future financing plans; 
• future 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; 
• general econcimic conditions; 
• the impact of geographic diversity on our exposure to unusual weather; and 

• the impact of accounting pronouncements. 

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

• changes in general economic, business and tinancial market conditions; 

• changes in government regulations and policies, including environmental and public utilitj^ regulations and policies; 
• changes in environmental conditions, including those that result in water use restrictions; 
• abnormal weather conditions; 

• changes in, or unanticipated, capital requirements; 

• changes in our credit rating; 
• our ability to integrate businesses, technologies or ser\tices which we may acquire; 

• our ability to manage the expansion of our business; 

• the extent to which wc arc 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; 

• cost overruns relating to improvements or the expansion of our operations; 
• changes in accounting pronouncements; and 

• civil disturbance or terroristic threats or acts. 

Given these uncertainties, j^ou should not place undue reliance on these foi^ward-looking statements. You should read this 
report with the understanding that our actual future results may be materially different from what we expect. These forward-
looking statements represent our estimates and assumptions only as of the date of this report. Except for our ongoing 
obligations to disclose material information under the federal securities laws, we are not obligated to update these forward-
looking statements, even though our situation may change in the future. We qualify aU of our for^ward-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 I'orm 10-K. 



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 amounts) 

OVERVIEW 

The Company 

/Vqua America, Inc. is the holding company for regulated utilities providing water or wastewater sendees to approximately 2.5 
million people in Pennsylvania, Ohio, North C-arolina, Illinois, Texas, New Jersey, Florida, Indiana, Virginia, Maine, Missouri, 
New York and South Carolina. C ûr largest operating subsidiary. Aqua Pennsylvania, Inc., accounts for approximately 56% of 
our operating revenues for 2005 and, as of December 31, 2005, pro"\'ides water or wastewater sendees to approximate!)' one-
half cif the total number of people we serve, located in the suburban areas north and west of the Cit)̂  of Philadelphia and in 22 
other counties in Pennsvlvania. Ouî  other subsidiaries provide similar sen-ices in 12 other states. In addition, we provide water 
and wastewater ser\acc through operating and maintenance contracts with municipal authorities and other parties close to our 
operating companies' service territories. We are the largest U.S.-based publicly-traded water utility based on number of people 
sen'cd. 

Industry Mission 

The mission ol the investor-owned water utility industr)' is to provide qualit\' and reliable water service at an affordable price 
for the customer with a fair return for shareholders. A number of challenges face the industry, including: 

• strict environmental, health and safety standards; 
« the need for substantial capital investment; 

« economic regulation hv state, and/or, in some cases, local government; and 
» the impact of weather and drought conditions on water sales demand. 

Rate Case Management Capability 

We strive to 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 infrastructure. This capability is important in our continued profitabiUt;' and 
in providing a fair return to our shareholders, and thus pro\'iding access to capital markets to help fund these investments. 
C3ticn these utility investments are required by a changed federal or state environmental standard, to improve our abilit)^ to 
deliver quality customer semce, or to assist in our ability to supply water m sufficient quantities for future demand or when 
experiencing drought conditions. 

Economic Regulation - Most of our w âter and wastewater utility operations are subject to regulation by their respective state 
regulator}' commissions, which ha\'e broad administratr\'e power and authority to regulate rates and charges, determine 
tranchise areas and conditions of sen'ice, approve acquisitions and authorize 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, loans and other financings, and the franchise areas that we serve. A small 
number of our operations are subject to rate regulation by count)' or city government. The profitability of our utility operations 
is influenced co a great extent by the timeliness and adequac;' of rate allowances in the various states in which we operate. 
iVccordingly, we maintain a rate case management capability to provide that the tariffs of the utility operations reflect, to the 
extent practicable, the timely recovery of increases in costs of operations, capital, taxes, energy, materials and compliance v̂ ath 
environmental regulations, In assessing our rate case strateg)', wc consider the amount of utility plant additions and 
replacements made since the pre\'ious rate decision, the changes in the cost of capital, changes in the capital structure and 
changes in other costs. Based on these assessments, our utility operations periodical!)' file rate increase requests with their 
respective state regulatory commissions. 

Some of the states fn which we acquired operations in 2004 and 2003 require separate filings for each of our local S)'Stems, as 
compared to a single state-wide rate filing. Between August 2003 and December 2005, we have filed rate filings in over 25 
jurisdictions. Due to the length of time since the last rate increase for some acquired 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 ma\' be substantial. While each of these rate filings will proceed through the applicable regulator)' process, we can 
provide no assurance that the rate increases will be granted in a timeh' or sufficient manner to cover the investments and 
expenses for which wc initially sought the rate increases. Further, there remain 116 divisions within these recently acquired 
operations where we ha\'e not yet filed a rate request. 
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Revenue Surcharges - Five states in which we operate permit water utilities, and in some of these five states, wastewater 
utilities, to add a surcharge to their water or wastewater bills to offset the additional depreciation and capital costs associated 
with certain capital expenditures related to replacing and rehabilitating infrastructure s)''stems. 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 recover)' 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 biU to reflect certain allowable changes in costs until 
such time as these costs are fully incorporated in base rates. 

Effects of Inflation - As a regulated enterprise, our rates are established to provide recovery of costs and a return on our 
investment. 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 to low inflation, as has been experienced for the past several years, the effects of inflation on our operating results 
are not significant. 

Customer and Business Services Projects - We are currently consolidating our customer service locations into three 
principal call centers, implementing a common customer information system, and upgrading our financial information systems. 
We expect to complete our primary customer sendee initiatives by the end of 2006. Consistent with prior practice, we have 
capitalized costs and services associated with these projects and expect to recover these costs in future rates. Certain 
information technology costs associated with these projects, such as software training, data conversion and business process 
reengineering costs, have been deferred in accordance with SFAS No. 71. Although we believe it is probable that the applicable 
public utility commissions will allow recovery of these costs, we can provide no assurances as to their full reeoverability until 
the conclusion of the applicable rate proceeding. As of December 31, 2005, S3,952 of costs have been incurred and deferred 
as a regulatory asset since the last rate proceeding, and S251 has been expensed during the year ended December 31, 2005, in 
the jurisdictions where future recovery is unlikely. 

Growth-Through-Acquisition Strategy 

Part of our strateg)' to meet the industry chaUenges is to actively explore opportunities to expand our utility operations through 
acquisitions of water and wastewater utilities either in areas adjacent to our existing seiwice areas or in new sentice areas. This 
growth-through-acquisition strategy allows us to operate more efficienti)' and provides an important source for possible future 
growth. The ability to successfully execute this strateg)' and meet the industiy challenges is largety due to our qualified and 
trained workforce, which we strive to retain b)'' treating employees fairly and providing our employees with development and 
growth opportunities. Please refer to the section captioned "Acquisitions" for an additional discussion of acquisitions. 

We believe that acquisitions will continue to be an important source of growth for us. With approximately 50,000 community 
water systems in the U.S., H4-% of which serwe less than 3,300 customers, the water industiy is the most fragmented of the 
major utility industries (telephone, natural gas, electric, water and wastewater). In the states where we operate, we believe there 
are over 22,000 public water systems of widely varying size, with the majorit)' of the population being seiwed by government-
owned water systems. 

Although not as fragmented as the water industr)', the wastewater industr)' in the U.S. also presents oppormnities for 
consolidation. According to the U.S. Environmental Protection Agenc)'^s (EPA) most recent suiwey of pubMcly-owned 
wastewater treatment facilities in 2000, there are approximately 16,000 such facilities in the nation sendng approximately 72% 
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 S)'Stems. The vast majority of wastewater facilities are 
government-owned rather than privatel)'-owned. The EPA sun^ey also indicated that there are approximately 6,600 wastewater 
facilities in operation or planned in the 13 states where we operate. 
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Because of the fragmented nature of the water and wastewater utility industries, we believe that there are man)' potential water 
and wastewater system acquisition candidates throughout the United States. We believe the factors driving the consolidation of 
these systems are: 

» the benefits of economies of scale; 

• increasingl)' stringent environmental regulations; 
• the need for capital investment; and 

• the need for technological and managerial expertise. 

Wc are actively exploring otiier opportunities to expand our water and wastewater utilit)' operations through acquisitions or 
otherwise. We intend to continue to pursue acquisitions of municipally-owned and investor-owned water and wastewater 
systems of all sizes that provide services in areas adjacent to our existing service territories or in new sen'ice areas. 

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 setwice territories 
during the late spring and summer months when nonessential and recreational use of water is at its highest. Consequenti)', a 
higher proportion of annual operating revenues is realized in the second and third quarters. In general during this period, an 
extended period of dr)' weather increases water consumption, while above average rainfall decreases water consumption. Also, 
an increase in the average temperature generall)' causes an increase 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, 

The geographic diversity of our customer base helps reduce our exposure to extreme or unusual weather conditions in any one 
area of our semce territory. Our geographic diversit)- has continued to widen as a result of the Heater and Florida Water 
acquisitions which closed in mid-year 2004 and the AquaSource acquisition which closed in 2003. During the year ended 
December 31, 2005, our operating revenues were derived principally from the following states: 56% in Pcnns)'lvania, 8% in 
Ohio, 8% in Texas, 7% in Illinois, and 6% in North Carolina. 

On occasion, drought warnings and water use restrictions are issued by governmental authorities for portions of our sen'ice 
territories in response to extended periods of dr\' weather conditions. The timing and duration of the warnings and restrictions 
can have an impact on our water re^'entics 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 
summer months, particularly in our northern seiwice territories. At other times of the year, warnings and restrictions generally 
have less of an effect on water consumption. 



A Q U A AMERICA, INC. A N D SUBSIDIARIES 

Management's Discussion and Anatysis of Financial Condition and Results of Operations (continued) 
(In thousands of dollars, except per share amounts) 

Selected F inanc i a l a n d O p e r a t i n g Stat is t ics 

Our selected five-year financial and operating statistics follow: 

Years ended December 31, 2005 2004 (a) 2003 (b) 2002 (c) 2001 

Customers: 

Residential water 

Commercial water 

Industrial water 

Other water 

Wastewater 

724,954 

33,975 

1,356 

15,584 

89,025 

702,367 

33,720 

1,365 

15,700 

82,360 

624,355 

33,015 

1,397 

20,483 

70,241 

535,506 

30,355 

1,423 

16,466 

21,724 

526,776 

29,745 

1,454 

9,947 

19,615 

Total 864,894 835,512 749,491 605,474 587,537 

Operating revenues: 

Residential water 

Commercial water 

Industrial water 

Other water 

Wastewater 

Other 

S 295,473 

73,455 

18,364 

50,827 

42,176 

16,484 

% 264,910 

65,605 

17,377 

44,593 

35,931 

13,623 

% 218,487 ; 

61,343 

17,675 

40,048 

17,874 

11,806 

% 197,190 

55,962 

17,221 

36,255 

8,210 

7,190 

% 188,303 

53,103 

16,141 

35,681 

6,960 

7,092 

Total 

Operations and maintenance expense 

Net income available to common stock 

Capital expenditures 

$ 496,779 

S 203,088 

$ 91,156 

% 237,462 

% 442,039 

S 178,345 

% 80,007 

% 195,736 

% 367,233 

% 140,602 

% 70,785 

% 163,320 

% 322,028 

% 117,735 

% 67,154 

% 136,164 

% 307,280 

% 111,885 

% 60,005 

% 124,088 

O p e r a t i n g Stat is t ics 

Selected operating results as a 

percentage of operating revenues: 

Operations and maintenance 

Depreciation and amortization 

Taxes other than Income taxes 

Interest expense, net 

Net income available to common stock 

40.9% 

13.2% 

6.4% 

10.4% 

18.3% 

40.3% 

13.3% 

6.2% 

11.0% 

18.1% 

38.3% 

14.0% 

5.9% 

12.2% 

19.3% 

36.6% 

13.8% 

6.0% 

12.5% 

20.9% 

36.4% 

13.1% 

6.8% 

11.9% 

19.5% 

Effective tax rates 38.4% 39.4% 39.3% 38.5% 39.3% 

(a) Net income available to common stock includes the gain of $1,522 (52,342 pre-tax) realized on the sale of our Geneva, Ohio water 
system. The gain is reported in the 2004 consolidated statement of Income as a reduction to operations and maintenance expense. 
2004 includes a partial year of fluancial results for the mid-year acquisition of Heater Utilities, Inc. and certain utility assets of Florida 
Water Services Corporation. 

(b) 2003 includes five months of financial results for the AquaSource operations acquired in July 2003. 

(c) Net income available to common stock and net income includes the gain of §3,690 (S5,676 pre-tax) realized on the sale of a portion of 
our Ashtabula, Ohio water sj'stem. 
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Performance Measures Considered by Management 

We consider the following nonfinancial measure and financial measures to be the fundamental basis by which we evaluate our 
performance: our number of customers, operating revenues, net income and dividend rate on common stock. In addition, we 
consider other key financial measures in evaluating our operating results: earnings per share, the ratio of operations and 
maintenance expense compared to operating revenues (this percentage is termed "operating expense ratio" or "efficiency 
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 as well as our operating 
budget as approved by the Aqua America, Inc. Board of Directors. 

Our operating expense ratio is one measure that we use to evaluate our operating efficiency and management effectiveness. As 
reported in the table above, and as anticipated, our operating expense ratio increased for 2004 over 2003, and increased for 
2003 over 2002 as a result of the additional operating costs associated with the AquaSource acquisition which closed in July 
2003. Our 2004 results reflect a full twelve months of operating results for the acquisition, while our 2003 results reflect only 
five months of operating results for the acquisition. The business model of the acquired AquaSource operations, generally 
referred to as our Aqua South operations, is different from the rest of the Aqua America operations. The Aqua South 
operations are comprised of approximately 600 small systems, which are generally clustered in regions to achieve some level of 
operating efficiency. The small, separate systems of the Aqua South operations result in the operating revenues generated by 
the Aqua South operations being accompanied by a higher ratio of operations and maintenance expenses as compared to the 
rest of the pre-existing Aqua America operations. The Aqua South operations can be characterised as having relatively-higher 
fixed operating costs, in contrast to the rest of the Aqua America operations which generally consist of larger, interconnected 
systems, resulting in higher fixed capital costs (utility plant investment) and lower operating costs per customer. For the twelve
month period ended June 30, 2003, the last reporting period before the Jtily 31, 2003 closing of AquaSource, our operating 
expense ratio declined to 36.5%, from 36.6% for the year ended December 31, 2002, To a lesser extent, the 2005 and 2004 
efficienc)' ratios increased over the previous years due to the influence of the mid-)'ear 2004 acquisitions of Heater Utilities, 
Inc. and Florida Water Sen'ices Corporation, which have similar operating characteristics as our Aqua South operations. Our 
efficicnc)' ratio in 2004 was reduced by approximately 53 basis-points for a $2,342 gain realized on the sale of our Geneva, 
Ohio water system that was reported in the 2004 consolidated statement of income as a reduction to operations and 
maintenance expense. Other factors that influence the efficiency ratio include regulatory lag, i.e., changes in operations and 
maintenance expenses without an immediate corresponding change in operating revenues, and operating revenues when 
accompanied b)' a dissimilai' change in operations and iTiaintenance expense, such as changes in water consumption as 
impacted by weather conditions. On Januaiy 1, 2006, we adopted SFAS No. 123R, "Share-Based Payment." As required, we 
began to record compensation expense for the fair value of stock options granted and the adoption of this accounting standard 
is expected to increase our 2006 operations and maintenance expense b)' approximately $3,500. 

We continue to evaluate management initiatives to help control costs and improve efficiencies, but the effect of these 
acquisitions have been to increase our overall operating expense ratio from the levels experienced during the three years 
preceding the AquaSource acquisition. Consequently, our return on revenues in 2005 and 2004 was lower than 2003, 2002 and 
2001 as a result of the impact of the higher cost of Aqua South's operations. 
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RESULTS O F OPERATIONS 

Our net income has grown at an annual compound rate of approximately 11.5% during the five-year period ended December 
31, 2005. During the past five years, operating revenues grew at a compound rate of 12.6% and total expenses, exclusive of 
income taxes, grew at a compound rate of 12.8%. 

Operating Revenues 

The growth in revenues over the past five years is a result of increases in both the customer base and in water rates. The 
number of customers increased at an annual compound rate of 8.9% in the past five 5'̂ ears primarily as a result of acquisitions 
of water and wastewater systems, including the mid-)'ear 2004 Heater and Florida Water Sendees acquisitions, and the 
AquaSource acquisition completed July 2003. Acquisitions made during the five-year period ended December 31, 2005 have 
provided water and wastewater revenues of approximately $114,176 in 2005, $87,919 in 2004 and §32,427 in 2003. Excluding 
the effect of acquisitions, our customer base increased at a five-year annual compound rate of 1.5%. Rate increases 
implemented during the past three years have provided additional operating revenues of approximately $25,500 in 2005, 
$15,800 in 2004 and $19,900 in 2003. 

In November 2005, our Pennsylvania operating subsidiary filed an application with the Penns)4vania Public UtiHt)' 
Commission (PAPUC) requesting a $38,800 or 14.4% increase in annual revenues. The application is currentiy pending before 
the PAPUC and a final determination is anticipated by August 2006. On August 5, 2004, the PAPUC granted our 
Pennsylvania operating subsidiary a $13,800 base rate increase. The rates in effect at the time of the filing included $11,200 In 
Distribution System Improvement Charges ("DSIC") or 5.0% above the prior base rates. Consequentiy, the total base rates 
increased b)' $25,000 and the DSIC was reset to zero. 

In May 2004, our operating subsidiary in Texas filed an application with the Texas Commission on Environmental Qualit)"̂  to 
increase rates by $11,920 over a multi-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 during the first )'̂ ears that the 
new rates are in effect. The application is currently pending before the Commission and several parties have joined the 
proceeding to challenge our rate request. We commenced billing for the requested rates and implemented the deferral plan in 
August 2004, in accordance with authorization from the Texas Commission on Environmental Qualit)' in July 2004. The 
additional revenue billed and collected prior to the final ruling are 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 ruling. As of December 31, 
2005, we have deferred $9,486 of expenses and recognized $5,202 of revenue that is subject to refund based on the outcome 
of the final commission order, which is not expected to be issued prior to December 2006. In the event our request is denied 
completely or in part, we could be required to refund some or aU of the revenue billed to date, and write-off some or all of the 
regulatory asset for the expense deferral. Based on our review of the present circumstances, no additional reserve or change in 
estimate adjustments arc required for the revenue recognized to date or for the impairment of our regulatory asset. 

Our operating subsidiaries located in other states received rate increases representing estimated annualized revenues of $5,142 
in 2005 resulting from twent)'~three decisions, $6,673 in 2004 resulting from fourteen rate decisions, and $1,275 in 2003 
resulting from eight rate decisions. Revenues from these increases realized in the )'ear of grant were approximately $3,144 in 
2005, $3,995 in 2004 and $839 in 2003. These operating subsidiaries currentiy have filed 18 rate requests which are being 
reviewed by the state regulatory commissions, proposing an aggregate increase of $9,202 in annual revenues. In addition, there 
were 14 rate awards received to date in 2006 for cases filed in 2005 in the amount of $1,961. During 2006, we intend to file 27 
additional rate requests proposing an aggregate of approximate!)' $17,029 of increased annual revenues. 

Currentiy, Pennsylvania, Illinois, Ohio, Indiana and IVtissouri aUow for the use of infrastructure rehabilitation surcharges. In 
Pennsylvania, this mechanism is referred to as a DSIC. These surcharge mechanisms t)'pically 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, generaUy 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 regulatoiy benchmark. Infrastructure 
rehabiUtation surcharges provided revenues of $10,186 in 2005, $7,817 in 2004 and $8,147 in 2003. 
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In addition to regulated water and wastewater operating revenues, we had other non-regulated revenues that were primarUy 
associated with operating and maintenance contracts, and data processing sen'ice fees of $16,484 in 2005, $13,623 in 2004 and 
SI 1,806 in 2003. The increase in 2005 over 2004 resulted primarily from the additional revenues associated with the acquisition 
of an on-site septic tank pumping business, and increased revenues resulting from new and expanded contract operations. The 
increase in 2004 over the previous year resulted primarily from the additional revenues from contract operations associated 
with the July 2003 AquaSource acquisition. 

Operations and Maintenance Expenses 

Operations and maintenance expenses totaled $203,088 in 2005, $178,345 in 2004 and $140,602 in 2003. Most elements of 
operating costs are subject to the effects of inflation, and changes in the number of customers sen'ed, and several elements are 
subject to the effects of changes in water consumption, weather and the degree of water treatment required due to variations in 
the quaUt)' of the raw water. The principal elements of operating costs are labor and employee benefits, electricity, chemicals, 
maintenance expenses and insurance costs. Electricit)' and chemical expenses vai")' in relationship to water consumption, raw 
water quality, and to a lesser extent the competitive electric market in some of the states in which we operate. Maintenance 
expenses arc sensitive to extremely cold weather, which can cause water mains to rupture. Operations and maintenance 
expenses increased in 2005 as compared to 2004 by $24,743 or 13.9% primarily due to the additional operating costs associated 
with acquisitions of $9,574, additional water production expenses of $3,856, increased postretirement costs of $2,430, higher 
insurance costs due to the absence in 2005 of the favorable claim settlements that had occurred in 2004 of $2,142, and the 
effect of the $2,342 gain on the sale of the Geneva water system which was recorded as a component of operations and 
maintenance expense in 2004. 

Operations and maintenance expenses increased in 2004 as compared to 2003 by $37,743 or 26.8% primarily due to added 
operating costs associated with acquisitions of $36,123, additional postretirement costs of $2,110, increased accounting 
expense of $1,496 for assessing internal control effectiveness under the Sarbanes-Oxley Act and higher water production 
expenses. Partially offsetting these increases were lower insurance costs due to the favorable settlement of insurance claims 
duting 2004, and the gain on the sale of the Geneva, Oliio water system of $2,342. In the consoUdated statement of income for 
2004, the gain on the sale of the Geneva water system is reported as a component of the Une titled operations and maintenance 
expense. The impact of acquisitions is primarily the result of the effect of AquaSource for the fuU twelve-month period versus 
five months in 2003, and the mid-year 2004 acquisitions of Heater and the Florida Water Sen'ices systems. 

Depreciation and Amortization Expenses 

Depreciation expense was $60,747 in 2005, $54,564 in 2004 and $48,522 in 2003, and has increased principaUy as a result of 
the significant capital expenditures made to expand and improve our utiUt)' faciUties, and as a result of acquisitions of water 
systems. 

Amortization expense was $4,741 in 2005, $4,300 in 2004 and $2,941 in 2003. The increase in 2005 and 2004 is due to the 
amortization of the costs associated with, and other costs being recovered in, various rate fUings. Expenses associated with 
fiUng rate cases are deferred and amortized over periods that generally range from one to three years. 

Taxes Other tlian Income Taxes 

Taxes other than income taxes increased by $4,100 or 14.9% in 2005 as compared to 2004 and $5,989 or 27.7% in 2004 as 
compared to 2003. The increase in both 2005 and 2004 is due to additional taxes associated with acquisitions and increases in 
state and local taxes. The other taxes associated with acquisitions resulted from the effect of the July 2003 AquaSource 
acquisition î or a tweh'e-month period in 2004 as compared to the five-month period in 2003, and the mid-year 2004 
acquisitions of Heater Utilities and the systems of Florida Water. 

Intei-cst Expense, net 

Net interest expense was $52,062 in 2005, $48,679 in 2004 and $44,662 in 2003. Interest income of $3,040 in 2005, $1,762 in 
2004 and S395 in 2003 was netted against interest expense. Interest expense increased in 2005 and 2004 primarUy as a resiUt of 
higher levels of borrowings, offset partially by the effects of decreased interest rates on borrowings. The higher level of average 
borrowings in 2004 was used to finance the acquisition of AquaSource in mid-year 2003, the Heater and Florida Water 
acquisitions in mid-year 2004, and capital expenditures. Interest income increased in 2005 due to additional investment income 
earned in 2005 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 by a reduction in our aUowance for funds used during 
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construction. Interest income increased in 2004 due to $532 of interest income in connection \^'ith the arbitration award related 
to the final purchase price for the AquaSource acquisition received in 2004 and additional interest income associated with 
acquisitions. Interest expense during 2005 was favorably Impacted b)' a reduction in the weighted cost of long-term debt from 
6.00% at December 31, 2004 to 5.74% at December 31, 2005. 

Allowance for Funds Used During Construction 

The aHowance for funds used during construction (AFUDC) was $2,447 in 2005, $2,304 in 2004 and $2,127 in 2003 and has 
varied over the years as a result of changes in the average balance of utiUty plant construction work in progress (CWIP), to 
which AFUDC is applied, and to changes in the AFUDC rate. The increase in 2005 is due to an increase in the average balance 
of CWIP to which AFUDC' is appUed, and additional AFUDC recorded as an adjustment in 2005 of $719 resulting from the 
identification in 2005 of a pre-^'iousl)' issued rate order which aUowed the continuation of AFUDC on certain capital projects 
subsequent to being placed into utiUty sen'ice. This post-in-seiwice AFUDC was not recognized in prior periods. These 
variances were partiall)' offset by investment income earned during 2005, which reduced AFUDC. The increase in 2004 is due 
to an increase in the average balance of CWIP to which AFUDC is appUed. 

Gain on Sale of Other Assets 

Gain on sale of other assets totaled $1,177 in 2005, $1,272 in 2004 and $5,692 in 2003 and consisted of gains on land and 
marketable securities sales. Gain on sale of land totaled $1,177 in 2005, $869 in 2004 and $5,153 in 2003. Gain on sale of 
marketable sccutities totaled $403 in 2004 and $539 in 2003. 

Income Taxes 

Our effective income tax rate was 38.4% in 2005, 39.4% in 2004 and 39.3% in 2003. The changes in the effective tax rates in 
2005 and 2004 arc due to differences between tax deductible expenses and book expenses and the recognition in 2005 of the 
American Jobs Creation Act tax deduction for quaHfied domestic production activities that reduced our tax provision by 
approximately $740. 

Svimmary 

Operating income was $196,507 in 2005, $177,234 in 2004 and $153,561 in 2003 and net income avaUable to common stock 
was $91,156 in 2005, $80,007 in 2004 and $70,785 in 2003. DUuted income per share was $0.71 in 2005, $0.64 in 2004, and 
$0.59 in 2004. The changes in the per share income in 2005 and 2004 over the previous )̂ ears were due to the aforementioned 
changes in income and impacted by a 2.8% increase in the average number of common shares outstanding during 2005 and a 
5.6% increase in the average number of common shares outstanding during 2004, respectively. The increase in the number of 
shares outstanding in 2005 is primarily a result of the additional shares issued through our dividend reinvestment plan, 
employee stock purchase plan and equit}' compensation plan. The increase in the number of shares outstanding in 2004 is 
primarily a result of the additional shares issued in common share offerings and the aforementioned factors for 2005. 

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 reaUzation of improved profitabiUt)'. 

Fourth Quarter Results 

Net income available to common stock was $22,150 in the fourth quarter of 2005 and $22,474 in the same period of 2004. The 
change in net income is due to increased operations and maintenance expense of $6,717, increased depreciation of $2,585 and 
increased other taxes of $1,522, offset partiaUy by a $7,466 increase in operating revenues. The higher operations and 
maintenance expense is due primarily to the gain on the December 2004 sale of the Geneva water s}'stem of $2,342 which 
reduced operations and maintenance expense in 2004, additional operating cots associated with acquisitions, higher water 
production costs and increased postretirement costs. The increased depreciation expense reflects the utiUt)' plant placed in 
service since the fourth quarter of 2004. Other taxes increased due to higher propert)' taxes and additional local taxes incurred 
in the fourth quarter of 2005. The increase in operating revenues was a result of additional revenues of $2,131 resulting from 
an increase in water rates granted to our operating subsidiaries, additional infrastructure rehabiUtation surcharge revenue of 
$2,377, and the additional revenue from acquisitions. 
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FINANCIAL C O N D I T I O N 

Cash Flow arid Capital Expenditures 

Net operating cash tlow, dividends paid on cotnmon stock, capital expenditures, including aUowances for funds used during 
construction, and expenditures for acquiring water and wastewater s)'stems for the five )'ears ended December 31, 2005 were 
as i"ollo\\̂ s: 

Net Operating Common Capital Acquisitions of 

Cash Flow Dividends Expenditures UtiUt)' Systems 

2001 S 

2002 

2003 

2004 

102,165 

121,560 

143,373 

173,603 

s 34,234 

36,789 

39,917 

45,807 

$ 124,088 

136,164 

163,320 

195,736 

$ 9,517 

8,914 

192,331 

54,300 

2005 

S 

199,674 

740,375 $ 

51,139 

207,886 $ 

237,462 

856,770 $ 

11,633 

276,695 

Included in capital expenditures for the fivc-)-ear petiod are: expenditures for the modernization and replacement of existing 
treatment plants, new water mains and customer service lines, rehabiUtation of existing water mains and hydrants, and water 
meters. During this five-)'ear period, we received 552,619 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 $242,849, retired 
51,760 of preferred stock, and have refunded 523,701 of customer advances for construction. Common dividends increased 
duting the past five years as a result of an annual increase in the common dividends declared and paid and an increase in the 
number ot shares outstanding during the period. 

Our planned 2006 capita! program, exclusive ot the costs of new mains financed by advances and contributions in aid of 
construction, is estimated to be 5255,200 of which $64,790 is for infrastructure rehabiUtation surcharge-quaUfied projects. Our 
planned capital program includes spending for infrastructure rehabilitation in response to the infrastriacture rehabiUtation 
surcharge mechanisms, and should these mechanisms be discontinued for any reason, which is not anticipated, we would re
evaluate the magnitude of our capital program. Our 2006 capital program, along with $24,645 of sinking fund obUgations and 
debt maturiues, and 593,626 of other contractual cash obUgations, as reported in the section captioned "Contractual 
Obligations", is expected to be financed through internally-generated funds, our revolving credit faciUties, the issuance of 
equit\- and the issuance of new long-term debt. 

Future uulitv consti-uction in the period 2007 through 2010, inclucUng recurring programs, such as the ongoing replacement of 
water meters, water treatment plant upgrades, storage faciUt)' renovations, tlie rehabilitation of water mains and additional 
transmission mains to meet customer demands, exclusive of the costs of new mains financed by advances and contributions in 
aid of construction, is esdmated to reqiure aggregate expenditures of approximate))' $950,000. We anticipate that less than one-
half of these expenditures will require external financing of debt and the additional issuance of common stock through our 
dividend reinvestment and stock purchase plans and possible future public cqviity offerings. We expect to refinance $115,166 
of sinking fund obligations and debt maturities during this period as the)' 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 primar)' source ol liquidity is cash flows from operations, borrowings under various short-term lines of credit and other 
credit faciUties, and customer advances and contributions in aid of construction. Our cash flow from operations, or internall)'-
generated funds, is impacted h\ the timing of rate reUef 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 
borro\\'ings with long-term debt and proceeds from the issuance of common stock. The abiUt)' to finance our future 
construction programs, as well as our acquisition activities, depends on our abilit)' to attract the necessaiy external financing 
and maintain internally-gene rated funds. Rate orders permitting compensatory rates of return on invested capital and timel)-
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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 wiU need to operate and to maintain satisfactory debt coverage ratios. 

Acquisitions 

During the past five years, we have expended cash of $276,695 and issued 816,019 shares of common stock, valued at $8,781 
at the time of the acquisition, related to the acquisitions of utiUty systems, primarily water utiUties and some wastewater 
utiUties. We included the operating results of these acquisitions in our consoUdated financial statements beginning on the 
respective acquisition date. 

During 2005, wc 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. 
Pursuant to our strategy to grow through acquisitions, on June 1, 2004, we acquired the capital stock of Heater UtiUties, Inc. 
for $48,000 in cash and the assumption of long-term debt of $19,219 and short-term debt of $8,500. The acquired operation 
provides water and wastewater service to over 50,000 water and wastewater customers primarUy in the areas of suburban 
Raleigh, Charlotte, Gastonia and Fayetteville, North CaroUna. For the fiscal year ended December 31, 2003, Heater had 
operating revenues of $19,489. The acquisition was accounted for as a purchase and accordingly, we recorded goodwUl of 
$18,842. In 2004, as part of the North CaroUna UtiUties Commission approval process for this acquisition, the Commission 
approved a mechanism through which we could recover up to two-thirds of the goodwiU through customer rates in the future 
upon achieving certain objectives. We intend to pursue these objectives to facilitate recognition of this premium in customer 
rates. However, there can be no assurance that we wiU be able to achieve these objectives and recover such amount of 
goodwiU, if any. 

On June 30, 2004, we acquired certain utiUty assets of Florida Water Services Corporation, comprised of 63 water and 
wastewater systems located in central Florida for $14,747 in cash. In accordance with Florida PubUc Service Commission 
procedures, the acquisition was approved by the Commission and rate base was determined on December 20, 2005. Under the 
terms of the purchase agreement, the Commission's rate base determination wUl result in a reduction of the final purchase 
price that could be as much as approximately $2,000, which is not expected to result in the recognition of goodwiU. 

The acquisition 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 in May 2004. A portion of the short-term note was subsequentiy repaid by 
Aqua America with the proceeds from a November 2004 secondary equity offering, and a portion of the short-term note was 
refinanced through the February 2005 issuance of $30,000 of unsecured notes. In November 2004, we sold 2,606,667 shares of 
common stock in a public offering for proceeds of $42,600, net of expenses. In Februar)' 2005, Aqua America issued $18,000 
of notes due in 2015 with an interest rate of 5.01% and $12,000 of notes due in 2020 with an interest rate of 5.20%. 

Pursuant to our growth strateg)', in July 2003, we completed the acquisition of four operating water and wastewater 
subsidiaries 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 worldng capital at closing. In August 2004, we were awarded 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 consoUdated statement of cash flow for 2004, the 
$12,289 award has been reported as proceeds on the Une titied acquisitions of water and wastewater systems, net. The 
acquisition was initially funded by a portion of the proceeds from the July 2003 issuance of $135,000 of unsecured notes due 
2023, with an interest rate of 4.87%, and the issuance of a $90,000 unsecured note by Aqua America. In August 2003, the 
$90,000 unsecured note was repaid with the proceeds from 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 11 states 
(including the Connecticut and Kentucky operations which were subsequentiy sold to other parties). Please refer to the section 
captioned "Dispositions" for a discussion of the AquaSource operations located in Connecticut and Kentucky. The acquisition 
provides an expanded platform from which to extend our growth-through-acquisition strategy of acquiring water and 
wastewater systems that are near or adjacent 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 efficiency. 

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

In December 2004, as a result of the settiement of a condemnation action, our Ohio operating subsidiary sold its water utility 
assets within the municipal boundaries of the City of Geneva in Ashtabula County, Ohio for net proceeds of approximately 
$4,716, 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 the fourth quarter of 2004 of a gain on the sale of these assets, net of expenses, of $2,342. 
The gain is reported in the 2004 consoUdated statement of income as a reduction to operations and maintenance expense. We 
continue to operate this water system for the City of Geneva under an operating contract that began upon the closing of the 
sale for a period through December 2006. These water utiUty 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 total customer base. 

We reviewed and evaluated areas of our business and operating divisions that were acquired in July 2003 with the AquaSource 
operations and have completed the foUowing sale transactions of operating divisions acquired as part of the AquaSource 
transaction: 

• In July 2004, we sold our only operation in Kentucky. The sale price approximated our investment in this operation. 
The operation represented approximately 0.2% of the operations acquired from AquaSource, Inc. 

• In October 2003, we completed the sale of our only operation in Connecticut. The sale price of $4,000 approximated 
our investment in this operation. The operation represented approximately 2% of the operations acquired from 
AquaSource, Inc. 

In December 2002, as a result of the settlement of a condemnation action, our Ohio operating subsidiary sold to Ashtabula 
County, Ohio the water utiUty assets in the unincorporated areas of Ashtabula Count)' and the area within the ViUage of 
Geneva on the Lake for net proceeds of $12,118, 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 2002 of a gain on the sale of these assets, net of 
expenses, of $5,676. We continue to operate this water system for Ashtabula County under a multi-year operating contract that 
expires in December 2008. The water utility assets sold represented less than 1% of our total assets, and the total number of 
customers included in the water system sold represented less than 1% of our total customer base. 

The Cit)' of Fort Wayne, Indiana has authorized the acquisition, by eminent domain or otherwise, of a portion of the utiUty 
assets of one of the operating subsidiaries that we acquired in connection with the AquaSource acquisition. We have 
challenged whether the City is following the correct legal procedures in connection with the City's attempted condemnation 
and we have challenged the City's valuation of this portion of our system. The portion of the system under consideration 
represents approximately 1% of our total customer base. WhUe we continue to discuss this matter with officials from the City 
of Fort Wayne, we continue to protect our interests in this proceeding. We beUeve that we wiU be entitied to fair market value 
for our assets if they are condemned, and that the fair market value will be in excess of the book value for such assets. 

Despite these transactions, our 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 our operations. 

Sources of Capital 

Since net operating cash flow plus advances and contributions in aid of construction have not been sufficient to fiUIy fund cash 
requirements, we issued approximately $659,214 of long-term debt and obtained other short-term borrowings during the past 
five years. During the past five years, the Trustees held an aggregate $64,664 of the proceeds from certain long-term debt 
issuances pending completion of the projects financed with the issues. At December 31, 2005, we had short-term Unes of 
credit and other credit faciUties of $217,000, of which $78,495 was available. Our short-term Unes of credit and other credit 
faciUties are either payable on demand or have a 364-day term. 

In December 2005, we filed a universal shelf registration with the SEC to allow for the potential future sale by us, 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. No issuances have been completed to date under this shelf 
registration. During the last three years, we completed the following offerings of equity: 

• In November 2004, we sold 2,606,667 shares of common stock in a public offering for proceeds of $42,600, net of 
expenses. The net proceeds were used to repay a portion of our short-term debt. The short-term debt was incurred by 
Aqua America in connection with the Heater and Florida Water acquisitions. 
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• In August 2003, we sold 6,666,667 shares of common stock in a pubUc offering for proceeds of $90,100, net of 
expenses. The net proceeds were used to repay an unsecured note of $90,000. The indebtedness was incurred by Aqua 
America in connection with the acquisition of the operations that were purchased from AquaSource, Inc. 

• In May 2003, we sold 2,491,667 shares of common stock in a pubUc offering for proceeds of $33,100, net of expenses. 
The net proceeds were used to repay short-term debt, including the repayment of $22,000 of indebtedness incurred in 
connection with our repurchase of 2,017,700 shares of our common stock from affiUates of VeoUa Environnement, 
S.A., formerly Vivendi Environnement, S.A., in October 2002. 

In addition, we have a shelf registration statement filed with the SEC to permit the offering from time to time of shares of 
common stock and shares of preferred stock in connection with acquisitions. During 2005, we issued 24,684 shares of 
common stock totaling $675 to acquire a water system. During 2004 and 2003, we did not issue any shares under the 
acquisition shelf registration. During 2002, we issued 238,219 shares of common stock totaUng $2,745 to acquire water and 
wastewater systems. The balance remaining available for use under the acquisition shelf registration as of December 31, 2005 is 
2,194,262 shares. We wiU determine the form and terms of any securities issued under these shelf registrations 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 shares of Aqua America, Inc. Under the direct stock purchase portion of the Plan, shares are 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 2005 dividend payment, holders of 16.7% 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 2,484,207 
original issue shares of common stock for net proceeds of $35,711 through the dividend reinvestment portion of the Plan and 
we used the proceeds to invest in our operating subsidiaries, to repay short-term debt, and for general corporate purposes. 

Other Capital Transactions 

In May 2002, VeoUa Environnement, S.A., formerly Vivendi Environnement, S.A., which through its affiUates (coUectively 
"VE") owned approximately 16.8% of our outstanding common stock, advised us of its decision to seU its investment in Aqua 
America. VE announced that its decision was part of its overaU strategy to divest non-core assets and focus on other business 
strategies. In September 2002, in order to faciUtate the orderly re-distribution of the shares held by VE into the market, we 
completed a secondary offering of 16,475,427 shares of Aqua America common stock held by VE. The number of outstanding 
shares of common stock was not changed and we did not receive any proceeds as a result of this secondary offering. In 
addition, in October 2002 we repurchased 2,017,700 shares of Aqua America common stock representing the remainder of the 
shares of Aqua America common stock held by VE. The repurchase of shares was funded with proceeds of $22,000 from a 
short-term credit faciUty. In May 2003, this $22,000 short-term credit faciUty was repaid with funds from the issuance of 
2,491,667 shares of common stock through a shelf registration, providing proceeds of approximately $33,100, net of expenses. 
The balance of the net proceeds were used to repay other short-term debt. 

The Board of Directors 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, 
2005, 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. 
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Off-Balance Sheet F i n a n c i n g A r r a n g e m e n t s 

We do not engage in any off-balance sheet financing arrangements. We do not have any interest in entities referred to as 
variable interest entities, which includes special purpose entities and other structured finance entities. 

Con t rac tua l Ob l iga t ions 

The following table summarizes our contractual cash obUgations as of December 31, 2005: 

Payments Due By Period 

2006 2007 2008 2009 2010 Thereafter Total 

Long-term debt (a) 

Interest on fixed-rate, 

long-term debt (b) 

Operating leases (c) 

Unconditional purchase 

obligations (d) 

Other purchase 

obUgations (e) 

Postretirement benefit 

plans' obUgations (f) 

C)ther obUgations (g) 

Total 

$ 24,645 $ 30,959 $ 23,651 $ 6,672 $ 53,884 $ 763,272 $ 903,083 

51,661 49,419 47,558 46,922 

3,482 3,033 2,559 1,218 

12,184 11,763 11,358 11,009 

13,552 

9,282 

3,465 400 400 257 

44,287 568,828 

969 15,264 

11,778 

,675 

26,525 

75,559 133,651 

13,552 

9,282 

4,522 

118,271 $ 95,574 $ 85,526 $ 66,078 $ 110,918 $1 ,422 ,923 $1,899,290 

(a) Represents sinking fund obligations and debt maturities. 
(b) Represents interest payable on fixed-rate, long-term debt. Amounts reported may differ from actual due to future refinancing of debt. 
(c) Represents (jperating leases that are noncancelable, before expiration, for the lease of motor vehicles, buildings, land and other 

equipment. 
(d) Represents our commitment to purchase minimum quantities of water as stipulated in agreements with other water purveyors. We use 

purchased water to supplement our water supply, particularly duting periods of peak customer demand. 
(c) Represents an approximation of the open purchase orders as of the period end for goods and services purchased in the ordinary 

course of business. 
(f) Represents contributions expected to be made to postretirement benefit plans. The amount of required contributions in 2007 and 

thereafter is not determinable. 
(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-instaUed water mains or as new customers are connected to and take service from 
such mains. After aU refunds are paid, any remaining balance is transferred to Contributions in Aid of Construction. The 
refund amounts are not included in the above table because the refund amounts and timing are dependent upon several 
variables, including new customer connections, customer consumption levels and future rate increases, which cannot be 
accurately estimated. Portions of these refund amounts are payable annually through 2020 and amounts not paid by the 
contract expiration dates become non-refundable. 

We wiU fund these contractual obUgations with cash flows from operations and Uquidity sources held by or available to us. 
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Market Risk 

We are subject to market risks in the normal course of business, including changes in interest rates and equity prices. The 
exposure to changes in interest rates is a result of financings through the issuance of fixed-rate, long-term debt. Such exposure 
is typicaUy related to financings between utiUty rate increases, because generaUy our rate increases provide a revenue level to 
aUow recovery of our current cost of capital. Interest rate risk is managed through the use of a combination of long-term debt, 
which is at fixed interest rates and short-term debt, which is at floating interest rates. As of December 31, 2005, the debt 
matufities by period and the weighted average interest rate for fixed-rate, long-term debt are as foUows: 

Fair 

2006 2007 2008 2009 2010 Thereafter Total Value 

Long-term 

debt (fixed rate) $ 24,645 $ 30,959 $ 23,651 $ 6,672 $ 53,884 $ 763,272 $ 903,083 $ 950,479 

Weighted average 

interest rate 5.74% 5.64% 5.63% 5.72% 5.44% 5.35% 5.74% 

From time to time, we make investments in marketable equity securities. As a result, we are exposed to the risk of changes in 
equity prices for the "available for sale" marketable equity securities. As of December 31, 2005, we owned no marketable 
equity securities as we sold the balance of our securities during 2004. 

Capitalization 

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

December 31, 2005 2004 2003 2002 2001 

Long-term debt* 

Preferred stock 

Common stockholders' equity 

52.7% 

0.0% 

47.3% 

52.8% 

0.0% 

47.2% 

52.8% 

0.0% 

47.2% 

55.6% 

0.0% 

44.4% 

52.9% 

0.1% 

47.0% 

100.0% 100.0% 100.0% 100.0% 100.0% 

^Includes current portion. 

The changes in the capitaUzation ratios primarily resulted from the issuance of common stock over the past five years, and the 
issuance of debt to finance our acquisitions and capital program and the previously mentioned repurchase of common stock 
from VeoUa Environnement in 2002. It is our goal to maintain an equity ratio adequate to support the current Standard and 
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 61 years. Effective December 1, 2005, our Board of Directors authorized 
an increase of 9.6% in the dividend rate over the amount we paid in the previous quarter. As a result of this authorization, 
beginning with the dividend payment in December 2005, the annual dividend rate increased to $0.4276 per share. We presentiy 
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, 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 56.3% of net income. 

CRITICAL ACCOUNTING POLICIES A N D ESTIMATES 

Our financial condition and results of operations are impacted by the methods, assumptions, and estimates used in the 
appUcation of critical accounting poHcies. The following accounting poUcies 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 poUcies could result in a significant change to the financial statements. 
We beUeve our most critical accounting poUcies include revenue recognition, the use of regulatory assets and UabUities as 
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permitted by Statement of Financial Accounting Standards ("SFAS") No. 71, "Accounting for the Effects of Certain Types of 
Regulation," the review for impairment of our long-Uved assets which consist primarily of UtiUty Plant in Service and 
regulatory assets, our accounting for pensions and other 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 biUed to customers on a 
cycle basis and unbiUed amounts based on estimated usage from the last bUUng to the end of the accounting period. The 
estimated usage is based on our judgment and assumptions; our actual results could differ from these estimates which would 
result in operating revenues being adjusted in the period that the revision to our estimates are determined. 

In some operating divisions, we commence the biUing of our utiUty customers, under new rates, upon authorization from the 
respective regulatory commission and before the final commission rate order is issued. The revenue recognized refiects an 
estimate based on our judgment of the final outcome of the ruling. We monitor the facts and circumstances regularly, and 
revise the estimate as reqiUred. The revenue biUed and coUected 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 currentiy being recogrUzed under 
rate fiUngs that are not final. 

Regulatory Assets and Uabilities—SV AS No. 71 stipulates generaUy 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 UabUities when it is probable that these costs and 
credits wUl 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 liabiUties, are then recognized in the income statement in the same period that they 
are reflected in our rates charged for water and wastewater service. In the event that our assessment as to the probabiUty of the 
inclusion in the rate-making process is incorrect, the associated regulatory asset or UabiUty would be adjusted to reflect the 
change in our assessment or change in regulaton,' approval. 

Impairment of Long-Lived Assets—In accordance with the requirements of SFAS No. 144, "Accounting for the 
Impairment or Disposal of Long-Lived Assets", we review for impairment of our long-Uved assets, including UtiUty Plant in 
Service. We also review regulatory assets for the continued appUcation of SFAS No. 71. Our review determines whether there 
have been changes in circumstances or events that have occurred that require adjustments to the carr)'ing 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 unUkely. 

Accounting for Postretirement Benefits—We maintain a quaUfied defined benefit pension plan and plans that provide for 
certain postretirement benefits other than pensions. 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 fumre compensation increases 
received by our employees, mortaUty, turnover and medical costs. Each assumption is reviewed annually with assistance from 
our actuarial consultant who provides gtUdance in estabUshing 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 overaU economy. These differences wiU impact the amount of pension and other postretirement benefit expense that 
we recogrUze. During 2005, we undertook a comprehensive study of the key demographic assumptions which impact the 
obligations and expense for these plans. Based on the study, wc updated the assumed retirement and turnover rates for the 
plans to better reflect the recent experience combined with our expectations of future patterns. In addition, we have updated 
the mortaUt}' assumptions to reflect a more recent actuarial study of mortaUty experience and an expectation of future mortaUty 
improvements. The net effect of the changes in these assumptions was a decrease of $1,600 in our pension and postretirement 
benefit obligation measured as of December 31, 2005. 

Our discount rate assumption was determined using a yield curve that was produced from a universe containing over 500 U.S.-
issued Aa-graded corporate bonds, all of which were noncaUable (or caUable 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 periods, to discount the 
projected pension benefit payments. Our pension expense and UabiUty (benefit obUgations) increases as the discount rate is 
reduced. A 25 basis-point reduction in this assumption would have increased 2005 pension expense by $660 and the pension 
UabiUties by $7,000. The present values of Aqua America's future pension and other postretirement obUgations were 
determined using discount rates of 5.65% at December 31, 2005 and 5.75% at December 31, 2004. Our expense under these 
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plans is determined using the discount rate as of the beginning of the year, which was 5.75% for 2005, and wlU be 5.65% for 
2006. 

Our expected return on assets is determined by evaluating the asset class return expectations with our advisors as weU as 
actual, long-term, historical results of our asset returns. Our pension expense increases as the expected return on assets 
decreases. A 25 basis-point reduction in this assumption would have increased 2005 pension expense by $280. For 2005, we 
used an 8.5% expected return on assets assumption, and wiU lower this assumption to 8.0% for the calculation of pension 
expense for 2006. This change was made to reflect a change in our expectations of long-term market returns given the recent 
decrease in bond yields. The expected return on assets is based on a targeted aUocation of 65% equities and 35% fixed income. 
We beUeve that our actual long-term asset aUocation on average wiU approximate the targeted allocation. Our targeted 
aUocation is driven by the investment strategy to earn a reasonable rate of return whUe maintaining risk at acceptable levels 
through the diversification of investments across and with various asset categories. 

As of December 31, 2005, we have an additional minimum UabUity of $10,909 associated with our defined benefit pension 
plans. The additional minimum UabiUty is a result of the accumulated benefit obUgation exceeding the fair value of plan assets. 
The portion of the additional minimum UabiUty related to our emploj'ees in one of our rate jurisdictions results in the 
estabUshment of a regulatory asset of $6,167, as we expect recovery of the future, increased pension expense through customer 
rates. Since the balance of the additional minimum UabiUty of $4,742 may not be recovered through rates, the accounting 
requirements for recording a regulatory asset are not met and as a result this amount is recorded as accumulated other 
comprehensive loss through aggregate charges to accumtUated other comprehensive income in 2004 and 2005, net of income 
tax benefits of $1,660. The change in the additional minimum UabiUty from December 31, 2004 of $6,820 to December 31, 
2005 of $10,909 resulted from the effect of a decreased discount rate, offset partially by an increase in the pension plan assets 
during 2005 due to positive equity market performance and pension contributions. Although additional minimum UabiUty does 
not directly impact net income or cash flow, in future years, our pension expense and cash funding requirements are 
anticipated to increase as a result of the decUne in the plans' funded status. Funding requirements for quaUfied defined benefit 
pension plans are determined by government regulations and not by accounting pronouncements. In accordance with our 
funding poUcy, during 2006 our required pension contribution is expected to be approximately $6,400. We do not expect our 
estimate for the 2006 funding amount to change as a result of the pending pension funding reform. Pension funding reform 
wiU impact future contributions, though we expect future changes in the amount of contributions and expense recognized wiU 
be generally included in customer rates. 

Accounting for Income taxes—We estimate the amount of income tax payable or refundable for the current year and the 
deferred income tax UabiUties 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 recogrution of a 
deferred tax asset or UabiUty on our consoUdated balance sheet and require us to make judgments regarding the probabiUty of 
the ultimate tax impact of the various transactions we enter into. Based on these judgments we may record tax reserves or 
adjustments to valuation aUowances on deferred tax assets to reflect the expected reaUzation of fumre 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. 

IMPACT OF R E C E N T ACCOUNTING P R O N O U N C E M E N T S 

On October 22, 2004, the American Jobs Creation Act ("AJCA") was signed into law. Among other provisions, the AJCA 
creates a new deduction for quaUfied domestic production activities. Certain of our activities, such as our water treatment 
activity, are considered as quaUfying production activities for purposes of determining the deduction for quaUfied production 
activities. In December 2004, the Financial Accounting Standards Board ("FASB") issued FSP 109-1, "AppUcation of FASB 
Statement No. 109, Accounting for Income Taxes, to the Tax Deduction on QuaUfied Production Activities Provided by the 
American Jobs Creation Act of 2004." In accordance with FSP 109-1, we treat the deduction for quaUfied domestic production 
activities as a reduction of the income tax provision in the period reaUzed. We adopted this statement in the first quarter of 
2005 and have recorded an estimate for the effect of the statement which reduced the provision for Federal and state income 
taxes by approximately $740 for the year ended December 31, 2005. 

In November 2004, the FASB approved Statement of Financial Accounting Standards ("SFAS") No. 151, "Inventory Costs -
An Amendment of ARB No. 43, Chapter 4." SFAS No. 151 requires the exclusion of certain costs from inventories and the 
allocation of fixed production overheads to inventories to be based on the normal capacity of the production faciUties. The 
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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 amounts) 

standard is effective for Ac]ua America for costs incurred after December 31, 2005. We bcUeve this statement wiU not have a 
material impact on our results of operations or financial position. 

In November 2004, the FASB issued SFAS No. 153, "Exchanges of Nonmonetary Assets - An Amendment of APB Opinion 
No. 29." SFAS No. 153 eUminates the exception for nonmonetary-- exchanges of similar productive assets and replaces it with a 
general exception for exchanges of nonmonetary assets that do not have commercial substance. SFAS No. 153 specifies that a 
nonmonetary exchange has commercial substance if the future cash flows of the entity are expected to change significantiy as a 
result of the exchange. SFAS No. 153 is effective for fiscal periods beginning after June 15, 2005. Wc adopted this standard 
and it did not have a material impact on our results of operations or financial position. 

In December 2004, the F/VSB issued SFAS No. 123R, "Share-Based Payment," which revises SFAS No. 123, "Accounting for 
Stock-based Compensation," and supersedes APB No. 25, "Accounting for Stock Issued to Employees." As noted in the 
footnotes to our consoUdatcd financial statements, we currentiy provide pro forma disclosure of our compensation costs 
associated with the fair value of stock options that have been granted. Wc currently account for stock-based compensation 
associated with stock options using the intrinsic method, and accordingly, no compensation costs have been recognized in our 
consoUdated financial statements. SFAS 123R generally requires that we measure the cost of employee services received in 
exchange for stock-based awards on the grant-date fair value and this cost wUl be recognized over the period during which an 
employee provides ser\tice in exchange for the award. We adopted this standard as required on January' 1, 2006. We adopted 
this standard using the modified prospective method in which stock option awards that are granted, modified or cancelled after 
the date of adoption are measured and accounted for in accordance with SFAS No. 123R. Awards that are granted prior to the 
effective date wiU continue to be accounted for in accordance with SFAS No. 123 except that the stock option expense for 
unvested options will be recognized in the income statement. We intend to use the Black-Scholes option-pricing model as 
permitted under SFAS No. 123R. The impact of adoption of SFAS No. 123R on our earnings depends on a number of 
variables including the level of share-based payments granted in the future, the fair value of the options granted and the 
associated income tax benefits that we receive. Assuming we grant a comparable number of stock options in 2006 as compared 
to 2005 and the fair value approximates the value of recent stock option grants reported in the notes to our consoUdated 
financial statements, the after-tax impact of SFAS No. 123R is expected to approximate $3,000 during the year ending 
December 31, 2006. We beUeve the adoption of this standard wiU have no impact on our overaU financial position or cash 
flow, but will result in the reclassification of related tax benefits from operating cash fiow to financing cash flow to the extent 
these tax benefits exceed the associated compensation cost recognized in the income statement. 

In March 2005, the FASB issued FASB interpretation No. 47, "Accounting for Conditional Asset Retirement Obligations," 
which clarifies that an entity is reqiured to recognize a UabiUty for the fair value of a conditional asset retirement obUgation if 
the fair value can be reasonably estimated. The obUgation to perform the asset retirement activity is unconditional even 
though uncertaint)' exists about the timing and (or) method of settlement. We adopted this standard as required on December 
15, 2005 and it did not have a material effect on our results of operations or financial position. 

In May 2005, the FASB issued SFAS No. 154, "Accounting Changes and Error Corrections, a replacement of APB Opinion 
No. 20 and FASB Statement No. 3." SFAS No. 154 requires retrospective appUcation to prior periods' financial statements 
for changes in accounting principle, unless it is impracticable to determine either the period-specific effects or the cumulative 
effect of the change. SFAS No. 154 also requires that retrospective appUcation of a change in accounting principle be Umited 
to the direct effects of the change. Indirect effects of a change in accounting principle should be recognized in the period of 
the accounting change. SFAS No. 154 further requires that a change in depreciation, amortization or depletit)n method for 
long-Uved, nonfinancial assets be accounted for as a change in accounting estimate effected by a change in accounting 
principle. Aqua America intends to adopt this standard as required in 2006. 



AQUA AMERICA, INC. AND SUBSIDIARIES 

Management 's Report On Internal Control Over Financial Reporting 

Management of Aqua America, Inc. (the "Company") is responsible for estabUshing and maintaining adequate internal control 
over financial reporting. Internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reUabiUty 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 poUcies and 
procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions 
and dispositions of the assets of the Company; (2) provide reasonable assurance that transactions are recorded as necessary to 
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the Company are being made only in accordance with authorizations of management and directors of the 
Company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or 
disposition of the Company's assets that could have a material effect on the financial statements. 

Because of its inherent Umitations, 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 compUance with the poUcies or procedures may deteriorate. 

In assessing the effectiveness of internal control over financial reporting, management used the criteria set forth by the 
Committee of Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control-Integrated Framework. As 
a result of management's assessment and based on the criteria in the framework, management has concluded that, as of 
December 31, 2005, the Company's internal control over financial reporting was effective. 

The Company's independent registered pubUc accounting firm, PriccwaterhouseCoopers LLP, has audited management's 
assessment of the effectiveness of the Company's internal control over financial reporting, as stated in their report which 
appears herein. 

Zz M^Lu ^"^^^ 
Nicholas DeBenedictis David P. Smeltzer 

Chairman, President and Chief Executive Officer Senior Vice President Finance and Chief Financial Officer 

March 13, 2006 
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Report of Independent Registered Public Accounting Firm 

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

We have completed integrated audits of Aqua America, Inc.'s 2005 and 2004 consoUdated financial statements and of its 
internal control over financial reporting as of December 31, 2005 and an audit of its 2003 consolidated financial statements in 
accordance with the standards of the Public Company Accounting Oversight Board (United States). Our opinions, based on 
our audits, are presented below. 

Consolidated Financial Statements 
In our opinion, the accompanying consolidated balance sheets and the related consoUdated statements of income and 
comprehensive income, of capitalization, of common stockholders' equity and of cash flows present fairly, in aU material 
respects, the financial position of Aqua America, Inc. and its subsidiaries at December 31, 2005 and 2004, and the results of 
their operations and their cash flows for each of the three years in the period ended December 31, 2005 in conformity with 
accounting principles generaUy accepted in the United States of America. These financial statements are the responsibiUty of 
the Company's management. Our responsibility is to express an opinion on these financial statements based on our audits. We 
conducted our audits of these statements in accordance with the standards of the PubUc Company Accounting Oversight 
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit of financial statements includes examining, on a 
test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles 
used and significant estimates made by management, and evaluating the overall financial statement presentation. We beUeve 
that our audits provide a reasonable basis for our opinion. 

Internal Control over Financial Reporting 
Also, in our opinion, management's assessment, included in the accompanying Management's Report on Internal Control Over 
Financial Reporting, that the Company maintained effective internal control over financial reporting as of December 31, 2005 
based on criteria estabUshed in Internal Control ~ Integrated Framework issued by the Committee of Sponsoring 
Organizations of the Treadway Commission (COSO), is fairly stated, in all material respects, based on those criteria. 
Furthermore, in our opinion, the Company maintained, in all material respects, effective internal control over financial 
reporting as of December 31, 2005, based on criteria estabUshed in Internal C^ontrol - Integrated Framework issued by the 
COSO. The Company's management is responsible for maintaining effective internal control over financial reporting and for 
its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express opinions on 
management's assessment and on the effectiveness of the Company's internal control over financial reporting based on our 
audit. We conducted our audit of internal control over financial reporting in accordance with the standards of the Public 
Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether effective internal control over financial reporting was maintained in aU material respects. 
An audit of internal control over financial reporting includes obtaining an understanding of internal control over financial 
reporting, evaluating management's assessment, testing and evaluating the design and operating effectiveness of internal 
control, and performing such other procedures as we consider necessary in the circumstances. We beUeve that our audit 
provides a reasonable basis for our opinions. 

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reUabiUty of financial reporting and the preparation of financial statements for external purposes in accordance with generaUy 
accepted accounting principles. A company's internal control over financial reporting includes those policies and procedures 
that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and 
dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to 
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of management and directors of the 
company; and (Ui) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or 
disposition of the company's assets that could have a material effect on the financial statements. 
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Because of its inherent Umitations, 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 compUance with the poUcies or procedures may deteriorate. 

HcMĵ /aJs/d^<uLiiCQqiZ4z 6cf* 

PricewaterhouseCoopers LLP 
Philadelphia, PA 
March 13,2006 

21 



AQUA AMERICA, INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME 

(In thousands, except per sUare amounts) 
Years ended December 3L 2005, 2004 and 2003 

2005 2004 2003 

Operating revenues 
Costs and expenses; 

Operations and maintenance 
Depreciation 
Amortization 
Taxes other than income taxes 

496,779 

300,272 

442,039 % 367,233 

203,088 
60,747 

4,741 
31,696 

178,345 
54,564 
4,300 

27,596 

140,602 
48,522 

2,941 
21,607 

264.805 213,672 

Operating income 
Other expense (income): 

196,507 177,234 153,561 

Interest expense, net 
AUowance for funds used during construction 
Gain on sale of other assets 

Income before income taxes 
Provision for income taxes 
Net income 
Dividends on preferred stock 
Net income avaUable to common stock 

Net income 
Other comprehensive income (loss), net of tax: 

Minimum pension UabiUty adjustment 
Unrealized gains on securities 
Reclassification adjustment for gains reported in net income 

Comprehensive income 

Net income per common share: 
Basic 

DUuted 
Average common shares outstanding during the period: 

Basic 
Diluted 

$ 

$ 

$ 

% 
% 

52,062 
(2,447) 
(1,177) 

148,069 
56,913 
91,156 

-
91,156 

91,156 

(1,340) 
-

(1,340) 

89,816 

0.72 
0.71 

127,364 
129,206 

$ 

% 

$ 

$ 
% 

48,679 
(2,304) 
(1,272) 

132,131 
52,124 
80,007 

-
80,007 

80,007 

(1,742) 
59 

(230) 
(1,913) 

78,094 

0.64 
0.64 

124,329 
125,710 

%_ 

$ 

$ 

$ 

1 

44,662 
(2,127) 
(5,692) 

116,718 
45,923 
70,795 

10 
70,785 

70,795 

-
455 

(347) 
108 

70,903 

0.60 
0.59 

117,700 
118,993 

Sec accompanying notes to consoUdated financial statements. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

(In thousands of doUars, except per share amounts) 
December 31, 2005 and 2004 

2005 2004 
Assets 

Property, plant and equipment, at cost 
Less: accumulated depreciation 

Net property, plant and ecjuipment 

Current assets: 
Cash and cash equivalents 
Accounts receivable and unbiUed revenues, net 
Inventory, materials and suppUes 
Prepayments and other current assets 
Total current assets 

Regulatory assets 
Deferred charges and other assets, net 
Funds restricted for construction activity 
GoodwiU 

LiabiUties and Stockholders' Equit)^ 
Common stockholders' equity: 

Common stock at $.50 par value, authorized 300,000,000 shares, 
issued 129,658,806 and 127,866,524 in 2005 and 2004 

Capital in excess of par value 
Retained earnings 
Treasury stock, at cost, 688,625 and 686,747 shares in 2005 and 2004 
Accumulated other comprehensive income 
Unearned compensation 
Total common stockholders' equity 

Minority interest 
Long-term debt, excluding current portion 
Commitments 

Current UabiUties: 
Current portion of long-term debt 
Loans payable 
Accounts payable 
Accrued interest 
Accrued taxes 
Other accrued UabiUties 
Total current UabiUties 

Deferred credits and other UabiUties: 
Deferred income taxes and investment tax credits 
Customers' advances for construction 
Regulatory UabiUties 
Other 
Total deferred credits and other UabiUties 

Contributions in aid of construction 

See accompanying notes to consolidated financial statements. 

$ 2,900,585 
620,635 

2,279,950 

11,872 
62,690 
7,798 
7,596 

89,956 

130,953 
37,061 
68,625 
20,180 

% 1,616J26 

$ 2,626,151 
556,339 

2,069,812 

14,192 
64,538 
6,903 
5,570 

91,203 

122,935 
34,106 
17,196 
20,122 

$ 2,355,574 

$ 64,829 $ 
478,508 
285,132 
(12,914) 
(3,082) 
(550) 

811,923 

1,551 
878,438 

48,036 
468,524 
245,115 
(12,702) 
(1,742) 

-
747,231 

1,237 
784,461 

24,645 
38,505 
55,455 
13,052 
1,111 

30,571 

50,195 
74,810 
34,915 
12,029 
8,975 

33,506 
263,339 

250,346 
74,828 
11,751 
31,969 

368,894 

302,580 
$ 2,626,725 

214,430 

223,887 
73,095 
11,942 
21,283 

330,207 

277,808 
$ 2,355,574 
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AQUA AMERICA, INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CAPITALIZATION 

(In thousands of doUars, except per share amounts) 
December 31, 2005 and 2004 

Common stockholders' equity: 
Common stock, $.50 par value 
Capital in excess of par value 
Retained earnings 
Treasury stock, at cost 
Accumulated other comprehensive income 
Unearned compensation 

Total common stockholders' equity 

Long-term debt: 
Long-term debt of subsidiaries (substantially secured 

by utiUty plant): 
Interest Rate Range 

0.00% to 2.49% 
2.50% to 2.99% 
3.00% to 3.49% 
3.50% to 3.99% 
4.00% to 4.99% 
5.00% to 5.49% 
5.50% to 5.99% 
6.00% to 6.49% 
6.50% to 6.99% 
7.00% to 7.49% 
7.50% to 7.99% 
8.00% to 8.49% 
8.50% to 8.99% 
9.00% to 9.49% 
9.50% to 9.99% 
10.00% to 10.50% 

Unsecured notes payable, 4.87%, maturing in 
various installments 2010 - 2023 

Unsecured notes payable, 5.01%, due 2015 
Unsecured notes payable, 5.20%, due 2020 
Notes payable, 6.05%, maturing in 2006 through 2008 

Current portion of long-term debt 
Long-term debt, excluding current portion 
Total capitalization 

See accompanying notes to consoUdated financial statements. 

2005 2004 

S 64,829 $ 
478,508 
285,132 
(12,914) 
(3,082) 
(550) 

811,923 

48,036 
468,524 
245,115 
(12,702) 
(1,742) 

-
747,231 

21,574 
28,684 
17,380 
6,748 

30,695 
262,588 
79,000 
88,504 
32,000 
15,878 
25,012 
26,507 
9,000 

46,764 
40,933 
6,000 

737,267 

135,000 
18,000 
12,000 
816 

903,083 
24,645 

878,438 
% 1,690,361 $ 

20,051 
29,924 
17,546 
7,123 
9,435 

165,615 
89,260 
110,360 
42,000 
45,105 
25,231 
26,714 
9,000 

53,244 
42,088 
6,000 

698,696 

135,000 
-
-

960 
834,656 
50,195 

784,461 
1,531,692 

24 



AQUA AMERICA, INC. AND SUBSIDIARIE:^ 

CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS' EQUITY 
(In thousands of dollars, except per share amounts) 

Accumulaced Unearned 
Capital in Other Compensation 

Common excess of Retained Treasury Comprehensive on Restricted 
stock par value earnings stock Loss Stock 

Balance at December 31, 2002 
Net income 
Other comprehensive income: unrealized gains 

on securities, net of income tax of |244 
Reclassification adjustment for gains reported 

in net income, net of income tax of $186 
Dividends 
Stock split 
Sale of stock (9,745,160 shares) 
Repurchase of stock (60,646 shares) 
Equit}' Compensation Plan (26,875 shares) 
Exercise of stock options (579,777 shares) 
Employee stock plan tax benefits 
Balance at December 31, 2003 
Net income 
Other comprehensive income (loss); 

Minimum pension liability adjustment, net 
of income tax of $938 

Unrealized gain on securities, net of 
income tax of $32 

Less: reclassification adjustment for gains 
reported in net income, net of income 
tax of $173 

Dividends 
Sale of stock (3,181,203 shares) 
Repurchase of stock (51,808 shares) 
Equity Compensation Plan (45,535 shares) 
Exercise of stock options (570,064 shares) 
Employee stock plan tax benefits 
Balance at IDecembcr 31, 2004 
Net income 
Other comprehensive loss; minimum pension 

HabiUty adjustment, net of income tax of 1̂ 722 
Dividends 
Stock issued for acquisitions (24,684 shares) 
Stock split 
Sale of stock (471,682 shares) 
Repurchase of stock (56,930 shares) 
Equity Compensation Plan (37,751 shares) 
Exercise of stock opdons (1,327,717 shares) 
Employee stock plan tax benefits 
Amorti^^ation of unearned compensation 
Balance at December 31, 2005 

See accompanying notes to consolidated financial statements. 

Total 
% 35,034 

-

-

^ 

-
9,244 
2,168 
-
8 

181 
-

46,635 

-

-

-

. 

-
1,170 
-
17 
214 
-

48,036 
-

-

-
12 

16,095 

161 
-
14 
511 
-
" 

$ 64,829 
•r T g 'a .a -g 

$ 317,871 
-

-

_ 

-
(9,244) 
99,031 

-
344 

4,283 
723 

413,008 

-

-

-

-
48,971 

-
692 

4,847 
1,006 

468,524 
-

-

-
663 

(16,095) 
7,943 
-
708 

11,264 
5,501 
-

$ 478,508 

$ 180,047 
70,785 

-

-
(39,917) 

-
-
-
-
-
-

210,915 
80,007 

-

-

. 

(45,807) 

-
-
-
-
-

245,115 
91,156 

^ 
(51,139) 

-
-
-
-
-
-
-
-

% 285,132 

$(40,421) $ 
-

-

-
-
-

29,163 
(1,353) 

-
-
-

(12,611) 

-

-

-

. 

^ 
991 

(1,082) 
-
-
-

(12,702) 
-

-

-
-
-

1,537 
(1,749) 

-
-
-
-

$(12,914) % 

63 $ 
-

455 

(347) 

-
-
-
-
-
-
~ 
171 
-

(1,742) 

59 

(230) 

-
' 
-
-
-
-

(1,742) 

-

(1,340) 

-
-
-
-
-
-
-
-
-

(3,082) $ 

-
-

-

-

-
-
-
-
-
-
-
-
-

-

-

. 

-
-
-
-
--
-
-
-

-

-
-
-
-
-
(722) 
-
-
172 
(550) 

$ 492,594 
70,785 

455 

(347) 
(39,917) 

-
130,362 
(1,353) 
352 

4,464 
723 

658,118 
80,007 

(1,742) 

59 

(230) 
(45,807) 
51,132 
(1,082) 
709 

5,061 
1,006 

747,231 
91,156 

(1,340) 
(51,139) 

675. 
-

9,641 
(1,749) 
-

11,775 
5,501 
172 

$ 811,923 

25 



^x^uiy /uvj.j:iiUL.A, INC. AND bUI3MDIAKIE5 
CONSOLIDATED CASH FLOW STATEMENTS 

(In thousands of doUars) 
Years ended December 31, 2005, 2004 and 2003 

2005 2004 2003 

91,156 $ 80,007 $ 70,795 
Cash flows from operating activities: 

Net income 
Adjustments to reconcile net income to net cash 

flows from operating activities; 
Depreciation and amortization 
Deferred income taxes 
Gain on sale of water system 
Gain on sale of other assets 
Net decrease (increase) in receivables, inventory and prepayments 
Net increase in payables, accrued interest, accrued taxes 

and other accrued liabiUties 
Other 

Net cash flows from operating activities 
Cash flows from investing activities; 

Property, plant and equipment additions, including aUowance for 
funds used during construction of |2,447, $2,304 and $2,127 

Acquisitions of water and wastewater systems, net 
Release of funds previously restricted for construction activity 
Additions to funds restricted for construction activity 
Net proceeds from the sale of water systems 
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-term debt 
Proceeds from long-term debt 
Repayments of long-term debt 
Change in cash overdraft position 
Redemption of preferred stock 
Proceeds from issuing common stock 
Repurchase of common stock 
Dividends paid on preferred stock 
Dividends paid on common stock 
Other 

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 year for: 

Interest, net of amounts capitaUzed 
Income taxes 

See Summary of Sigitificant Accounting PoUcies-Customers' Advances for Construction, Acquisitions and 
Employee Stock and and Incentive Plans footnotes for description of non-cash activities. 

See accompanying notes to consolidated financial statements. 

65,488 
26,027 

-
(1,177) 
7,572 

12,933 
(2,325) 

199,674 

(237,462) 
(11,633) 
56,137 

(107,566) 
-

1,300 
102 

(299,122) 

14,728 
(4,792) 
63,695 

147,012 
(83,235) 
(8,808) 

-
21,416 
(1,749) 

' 
(51,139) 

-
97,128 

(2,320) 
14,192 

$ 11,872 $ 

$ 48,278 % 

$ 30,734 1 

58,864 
40,577 
(2,342) 
(1,272) 
(2,766) 

863 
(328) 

173,603 

(195,736) 
(54,300) 
14,015 
(2,772) 
4,716 
2,098 
(517) 

(232,496) 

14,269 
(4,930) 

(30,150) 
130,258 
(55,928) 
(2,190) 

-
56,193 
(1,082) 

-
(45,807) 

179 
60,812 

1,919 
12,273 
14,192 $ 

45,261 $ 

22,322 $ 

51,463 
26,741 

' 
(5,692) 

(314) 

7,777 
(7,397) 

143,373 

(163,320) 
(192,331) 

16,339 
(1,025) 
4,000 
6,496 
(312) 

(330,153) 

8,181 
(4,257) 

(18,654) 
154,537 
(44,204) 

5,200 
(172) 

134,826 
(1,353) 

(10) 
(39,917) 

-
194,177 

7,397 
4,876 

12,273 

40,572 

19,168 
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Notes to ConsoUdated Financial Statements 
(In thousands of doUars, except per share amounts) 

Summary of Significant Accounting Policies 

Nature of Operations—Ac^ua America, Inc. ("Aqua America" or the "Company") is the holding company for regulated 
utiUties providing water or wastewater services in PennsylvarUa, Ohio, North CaroUna, IlUnois, Texas, New Jersey, Florida, 
Indiana, Virginia, Maine, Missouri, New York and South CaroUna. Our largest operating subsidiary. Aqua Pennsylvania, Inc., 
accounts for approximately 56% of our operating revenues for 2005 and provides water or wastewater services to customers in 
the suburban areas north and west of the City of Philadelphia and in 22 other counties in Pennsylvania. The Company's other 
subsidiaries 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 close to our operating companies' 
service territories. The company has identified thirteen operating segments that are based on the thirteen states where we 
provide water or wastewater semces. These operating segments are aggregated into one reportable segment since each of the 
Company's operating segments has the following similarities: economic characteristics, nature of services, production 
processes, customers, water distribution or wastewater coUection methods, and the nature of the regulatory environment. 

Regulatio/r--Most of the operating companies that are regulated public utiUties are subject to regulation by the pubUc utiUty 
commissions of the states in which they operate. The respective pubUc utiUty commissions have jurisdiction with respect to 
rates, service, accounting procedures, issuance of securities, acquisitions and other matters. Some of the operating companies 
that are regulated public utiUties are subject to rate regulation by county or city government. Regulated public utilities foUow 
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 UabiUties as aUowed 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 UabUities are 
then relieved as the cost or credit is reflected in rates. 

Consolidation—The consoUdated financial statements include the accounts of the Company and Its subsidiaries. AU material 
intercompany accounts and transactions have been eUminated where appropriate. 

Recognition of Revenues—Revenues include amounts biUed to customers on a cycle basis and unbiUed amounts based on 
estimated usage from the latest bUUng to the end of the accounting period. Nonregulated revenues are recognized when 
services are performed and are primarily associated with operating and maintenance contracts and data processing service fees. 
Nonregulated revenues totaled $16,484 in 2005, $13,623 in 2004 and $11,806 in 2003. 

Property, Plant a n d Equipment and Depreciation—Property, plant and equipment consist primarily of utiUty plant. The 
cost of additions includes contracted cost, direct labor and fringe benefits, materials, overheads and, for certain utUity plant, 
allowance for funds used during construction. Water systems acquired are recorded at estimated original cost of utiUty plant 
when first devoted to utiUty service and the appUcable depreciation is recorded to accumulated depreciation. The difference 
between the estimated original cost, less appUcable accumulated depreciation, and the purchase price is recorded as an 
acquisition adjustment within utiUty plant. At December 31, 2005, utiUty plant includes a net credit acquisition adjustment of 
$64,165, which is generally being amortized from 0 to 20 years. Amortization of the acquisition adjustments totaled $3,674 in 
2005, $3,961 in 2004 and $1,649 in 2003. 

UtiUty expenditures for maintenance and repairs, including major maintenance projects and minor renewals and betterments, 
are charged to operating expenses when incurred in accordance with the system of accounts prescribed by the pubUc utiUty 
commissions of the states in which the company operates. The cost of new units of property and betterments are capitaUzed. 
UtiUty expenditures for water main cleaning and reUning of pipes are deferred and recorded in net property, plant and 
equipment In accordance with SFAS No. 71. As of December 31, 2005, $15,788 of costs has been incurred since the last rate 
proceeding and the Company expects to recover these costs in future rates. 

The cost of software upgrades and enhancements are capitaUzed if they result in added functionaUty which enable the software 
to perform tasks it was previously incapable of performing. Certain information technology costs associated with major system 
instaUations, conversions and improvements, such as software training, data conversion and business process reengineering 
costs, are deferred as a regulator)' 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, 2005, $3,952 of costs have been incurred and deferred, since the last rate proceeding, as a regtUatory asset, and the deferral 
is reported as a component of net property, plant and equipment. 

27 



AQUA AMERICA, INC. AND SUBSIDIARIES 

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

When units of utiUty property are replaced, retired or 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 retirement costs through rates after the retirement costs are incurred, a regulatory asset is 
recorded. In some cases, the Company recovers retirement costs through rates during the Ufe of the associated asset and 
before the costs are incurred. These amounts result in a regulatory UabiUty being reported based on the amounts previously 
recovered through customer rates. 

The straight-Une remaining Ufe method is used to compute depreciation on utiUty plant. Generally, the straight-Une method is 
used with respect to transportation and mechanical equipment, office equipment and laboratory equipment. 

In accordance with the reqturements of SFAS No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets", 
the long-Uved assets of the Company, which consist primarUy of UtiUty 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 reqiure adjustments to the carrying values of these assets. 

Allowance for Funds Used Dur ing 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 utiUty plant. In general, AFUDC is 
appUed to construction projects requiring more than one month to complete. No AFUDC is appUed 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 utiUty plant is depreciated. The 
amount of AFUDC related to equdtĵ  funds in 2005 was $1. There was no AFUDC related to equity funds in 2004 and 2003. 
No interest was capitaUzed by our nonregulated businesses. 

Cash and Cash Equivalents—The Company considers all highly UqiUd 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 its disbursement cash accounts of $2,573 and $11,381 at December 31, 2005 
and 2004, respectively. A book overdraft 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 periods. 
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 Receivable—Accounts receivable are recorded at the invoiced amounts. The allowance for doubtfiU 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 aUowance when it is probable the receivable wUl not be 
recovered. 

Deferred Charges a n d Other Assets—Deferred charges and other assets consist of financing expenses, other costs and 
marketable securities. Deferred bond issuance expenses are amortized by the straight-Une method over the life of the related 
issues. CaU premiums related to the early redemption of long-term debt, along with the unamortized balance of the related 
issuance expense, are deferred and amortized over the Ufe 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 and amortized over the period of 
rate recovery in accordance with SFAS No. 71. 

Marketable securities are considered "available-for-sale" and accordingly, are carried on the balance sheet at fair market value. 
Unrecognized gains are included in other comprehensive income. 

Goodwill—Goodwill represents the excess cost over the fair value of net tangible and identifiable intangible assets acquired, 
and a substantial portion of the goodwiU balance is associated with the acqiUsition of Heater UtUities, Inc. in June 2004. 
Goodwill is not amortized but is tested for impairment annuaUy, or more often, if certain ckcumstances indicate a possible 
impairment may exist. In accordance with the requirements of SFAS No. 142, "GoodwiU and Other Intangible Assets," the 
Company tested the goodwill attributable to each of our reporting units for impairment as of July 31, 2005, in conjunction with 
the timing of our annual strategic business plan. Based on the Company's comparison of the estimated fair value of each 
reporting urUt to their respective carrying amounts, the impairment test concluded that none of its goodwiU was impaired. 
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Income Taxe»—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 UabiUties, and the amounts at which they are carried in the consoUdated financial statements. The income tax effect 
of temporary differences not aUowed currentiy in rates is recorded as deferred taxes with an offsetting regulatory asset or 
UabiUty. These deferred 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 Uves of the 
related properties. 

Customers* Advances for Construction and Contributions in Aid of Construction—Water mains or, in some instances, 
cash advances to reimburse the Company for its costs to construct water mains, are contributed to the Company by customers, 
real estate developers and buUders in order to extend water service to their properties. The value of these contributions is 
recorded as Customers' Advances for Construction. Non-cash property, in the form of water mains, has been received, 
generaUy from developers, as advances or contributions of $15,729, $9,273 and $9,991 in 2005, 2004 and 2003, respectively. 
The Company makes refunds on these advances over a specific period of time based on operating revenues related to the main 
or as new customers are connected to and take service from the main. After aU refunds are made, any remaining balance is 
transferred to Contributions in Aid of Construction. Contributions in aid of construction include direct non-refundable 
contributions and the portion of customers' advances for construction that become non-refundable. Contributed property is 
generally not depreciated. Certain of the subsidiaries do depreciate contributed property and amortize contributions in aid of 
construction at the composite rate of the related property. 

Inventories, Materials a n d Supplies—Inventories are stated at cost. Cost is principaUy determined using the first-in, first-out 
method. 

Stock-Based Compensation—The Company currentiy accounts for stock-based compensation using the intrinsic value 
method in accordance with APB Opinion No. 25, "Accounting for Stock Issued to Employees". Accordingly, no 
compensation expense related to granting of stock options has been recogrUzed in the financial statements for stock options 
that have been granted. Please refer to the Recent Accounting Pronouncements section of this footnote for information 
concerning changes to the Company's accounting for stock-based compensation, including the expected after-tax impact of 
adopting SFAS No. 123R, "Share-Based Payment." Pursuant to the current disclosure requirements of SEAS No. 123, 
"Accounting for Stock-Based Compensation," as amended by SFAS No. 148, pro forma net income avaUable to common 
stock and earrUngs per share are presented in the foUowing table as if compensation cost for stock options was determined as 
of the grant date under the fair value method: 

Years Ended December 31, 
2005 2004 2003 

Net income available to common stock, as reported $ 91,156 $ 80,007 $ 70,785 
Add: stock-based employee compensation expense 

included in reported net Income, net of tax 290 266 224 
Less: pro forma expense related to stock options 

granted, net of tax effects (2,054) (1,990) (1,793) 
Pro forma $ 89,392 $ 78,283 $ 69,216 

Basic net income per share: 
As reported | 
Pro forma 

Diluted net income per share: 
As reported % 
Pro forma 

0.72 
0.70 

0.71 
0.69 

$ 

$ 

0.64 
0.63 

0.64 
0.62 

% 

$ 

0.60 
0.59 

0.59 
0.58 
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The per share weighted-average fair value at the date of grant for stock options granted during 2005, 2004 and 2003 was $4.23, 
$4.07 and $3.50 per option, respectively. The fair value of options at the date of grant was estimated using the Black-Scholes 
option-pricing model with the foUowing weighted average assumptions: 

2005 2004 2003 
Expected Ufe (years) 

Interest rate 

VolatiUty 

Dividend yield 

6.0 

4.1% 

23.4% 

2.4% 

4.5 

4.0% 

29.9% 

2.2% 

5.6 

3.7% 

32.4% 

2.6% 

Use of Estimates in Preparation of ConsoUdated Financial Statements—The preparation of consoUdated financial 
statements in conformit)'' 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 UabiUties and disclosure of contingent assets 
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting 
period. Actual results could differ from those estimates. 

Reclassifications a n d Revisions—Certain prior year amounts have been changed to conform with current year's 
presentation. The changes include the presentation of regulatory assets and cash overdrafts. Regulatory assets were previously 
reported on a net basis. This presentation was changed to report regulatory assets and UabiUties on a gross basis and regulatory 
liabiUties have been reclassified to deferred credits and other liabiUties. Cash overdrafts were previously reported as 
components of cash or loans payable. This presentation was changed to classify cash overdrafts as accounts payable. 
Accordingly, applicable historic balance sheet and cash flow amounts have been revised to conform to the new presentation 
and a new Une has been added in the cash flow from financing activities section titled "change in cash overdraft position." This 
revision had no impact on the Company's net income, cash flows from operating activities or cash flows used in investing 
activities. The revision impacted the Company's net cash flows from financing activities from that which was previously 
reported, by a $440 decrease for the year ended December 31, 2004, and an increase of $2,555 for the year ended December 
31,2003. 

Recent Accounting Pronouncements—On October 22, 2004, the American Jobs Creation Act ("AJCA") was signed into 
law. Among other provisions, the AJCA creates a new deduction for quaUfied domestic production activities. Certain activities 
of the Company, such as our water treatment activity, are considered as quaUfying production activities for purposes of 
determining the deduction for qualified production activities. In December 2004, the Financial Accounting Standards Board 
("FASB") issued FSP 109-1, "AppUcation of FASB Statement No. 109, Accounting for Income Taxes, to the Tax Deduction 
on Qualified Production Activities Provided by the American Jobs Creation Act of 2004." In accordance with FSP 109-1, the 
Company wiU treat the deduction for quaUfied domestic production activities as a reduction of the income tax provision in the 
period reaUzed. The Company adopted this statement in the first quarter of 2005 and has recorded an estimate for the effect of 
the statement which reduced the provision for Federal and state income taxes by approximately $740 for the year ended 
December 31, 2005. 

In November 2004, the FASB approved Statement of Financial Accounting Standards ("SFAS") No. 151, "Inventory Costs ~ 
An Amendment of ARB No. 43, Chapter 4." SFAS No. 151 requires the exclusion of certain costs from inventories and the 
aUocation of fixed production overheads to inventories to be based on the normal capacity of the production faciUties. The 
standard is effective for the Company for costs incurred after December 31, 2005. The Company beUeves this statement wiU 
not have a material impact on its results of operations or financial position. 

in November 2004, the FASB issued SFAS No. 153, "Exchanges of Nonmonetary Assets - An Amendment of APB Opinion 
No. 29." SFAS No. 153 eUmlnates the exception for nonmonetary exchanges of simUar productive assets and replaces it with a 
general exception for exchanges of nonmonetary assets that do not have commercial substance. SEAS No. 153 specifies that a 
nonmonetary exchange has commercial substance if the future cash flows of the entity are expected to change significantly as a 
result of the exchange. SFAS No. 153 is effective for fiscal periods beginning after June 15, 2005. The Company adopted this 
statement and it did not have a material impact on the Company's results of operations or financial position. 

30 



AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to ConsoUdated Financial Statements (continued) 
(In thousands of doUars, except per share amounts) 

In December 2004, the FASB issued SFAS No. 123R, "Share-Based Payment," which revises SFAS No. 123, "Accounting for 
Stock-based Compensation," and supersedes APB No. 25, "Accounting for Stock Issued to Employees." As noted in the 
section captioned "Stock-based Compensation" in the Summary of Significant Accounting PoUcies footnote, the Company 
currentiy provides pro forma disclosure of its compensation costs associated with the fair value of stock options that have 
been granted. The Company currently accounts for stock-based compensation associated with stock options using the intrinsic 
method, and accordingly, no compensation costs have been recognized in its consolidated financial statements. SFAS 123R 
generally requires that we measure the cost of employee services received in exchange for stock-based awards on the grant-date 
fair value and this cost wiU be recognized over the period during which an employee provides service in exchange for the 
award. The Company adopted this standard as required on January 1, 2006. The Company adopted this standard using the 
modified prospective method in which stock option awards that are granted, modified or canceUed after the date of adoption 
are measured and accounted for in accordance with SFAS No. 123R. Awards that are granted prior to the effective date wiU 
continue to be accounted for in accordance with SFAS No. 123 except that the stock option expense for unvested options will 
be recognized in the income statement. The Company intends to use the Black-Scholes option-pricing model as permitted 
under SFAS No. 123R. The impact of adoption of SFAS No. 123R on the Company's earrdngs depends on a number of 
vadables including the level of share-based pa)Tnents granted in the future, the fair value of the options granted and the 
associated income tax benefits that the Company receives. Assuming the Company grants a comparable number of stock 
options in 2006 as compared to 2005 and the fair value approximates the value of recent stock option grants reported in the 
notes to our consoUdated financial statements, the after-tax impact of SFAS No. 123Ris expected to approximate $3,000 
during the year ending December 31, 2006. The Company beUeves that the adoption of this standard wUl have no impact on 
our overaU financial position or cash flow, but wUl result in the reclassification of related tax benefits from operating cash flow 
to financing cash flow to the extent these tax benefits exceed the associated compensation cost recogrUzed in the income 
statement. 

In March 2005, the FASB issued FASB Interpretation No. 47, "Accounting for Conditional Asset Retirement ObUgations," 
which clarifies that an entity is required to recognize a UabiUty for the fair value of a conditional asset retirement obUgation if 
the fair value can be reasonably estimated. The obUgation to perform the asset retirement activity is unconditional even 
though uncertainty exists about the timing and (or) method of settiement. The Company adopted this standard as required on 
December 15, 2005 and it did not have a material effect on its results of operations or financial position. 

In May 2005, the FASB issued SFAS No. 154, "Accounting Changes and Error Corrections, a replacement of APB Opinion 
No. 20 and FASB Statement No. 3." SFAS No. 154 requires retrospective appUcation to prior periods' financial statements 
for changes in accounting principle, unless it is impracticable to determine either the period-specific effects or the cumulative 
effect of the change. SFAS No. 154 also reqtures that retrospective appUcation of a change in accounting principle be Umited 
to the direct effects of the change. Indirect effects of a change in accounting principle should be recognized in the period of 
the accounting change. SFAS No. 154 further requires that a change in depreciation, amortization or depletion method for 
long-lived, nonfinancial assets be accounted for as a change in accounting estimate effected by a change in accounting 
principle. The Company intends to adopt this standard as required in 2006. 
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Acquisitions 

Heater—Pursuant to our strategy to grow through acquisitions, onjune 1, 2004 the Company acquired the capital stock of 
Heater UtiUties, Inc. for $48,000 in cash and the assumption of long-term debt of $19,219 and short-term debt of $8,500. The 
acquired operation provides 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. For the fiscal year ended December 31, 2003, 
Heater had operating revenues of $19,489. The accjuisition was accounted for as a purchase and accordingly, 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 
(>>mpany obtained a third-part}^ valuation of these assets and UabiUties, and it resulted in the recording of a purchase 
accounting fair value adjustment of $3,141 to increase the carrying-value of long-term debt assumed. The purchase price 
aUocation is as follows: 

June 1, 

2004 

Property, plant and equipment, net $ 96,779 

Current assets 4,133 

Other long-term assets 6,005 

Goodwill 18.842 

Total assets acquired 125,759 

Current UabiUties 3,063 

Loans payable 8,500 

Long-term debt 22,360 

Other long-term UabiUties 43,836 

Total UabiUties assumed 77,759 

Net assets acquired $ 48,000 

The Company has recorded goodwiU of $18,842, and a substantial portion of the goodwill is expected to be deductible for tax 
purposes. The purchase price was arrived at through arms-length negotiations with the seller and is consistent with the 
multiples paid in other comparable transactions. Aqua America considered important regulatory, strategic and valuation 
considerations in arriving at the final purchase price. During 2004, through the North CaroUna UtiUties Commission approval 
process, a mechanism has been developed through which the Company could recover up to two-thirds of the goodwUl 
through customer rates in the future upon achieving certain objectives. The Company intends to pursue these objectives to 
faciUtate recognition of this premium in customer rates. However, there can be no assurance that the Company will be able to 
achieve these objectives and recover such amount of goodwiU, if any. 

Florida Water—On ]une 30, 2004, the Company acquired certain utiUty assets of Florida Water Services Corporation, 
comprised of 63 water and wastewater systems located in central Florida for $14,747 in cash. In accordance with Florida PubUc 
Service C>)mmission procedures, the acquisition was approved by the Commission and rate base was determined on December 
20, 2005. Under the terms of the purchase agreement, the Commission's rate base determination will result in a reduction of 
the final purchase price that could be as much as approximately $2,000, which is not expected to result in the recognition of 
goodwill. 

AquaSource—Pursuant to our strateg)^ to grow through acquisitions, on July 31, 2003, the Company completed its acquisition 
of four operating water and wastewater subsidiaries of AquaSource, Inc. (a subsidiary of DQE, Inc.), including selected, 
integrated operating and maintenance contracts and related assets (individually and coUectively 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. On 
August 27, 2004, we were awarded 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 
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consolidated statement of cash flow for 2004, the $12,289 award has been reported as proceeds on the Une titied acquisitions 

of water and wastewater systems, net. 

The results of AquaSource have been included in the Company's consoUdated financial statements beginning August 1, 2003. 
The acquired operations of AquaSource serve over 130,000 water and wastewater customer accounts in 11 states (including the 
Connecticut and Kentucky operations which were subsequentiy sold to other parties). Please refer to the Dispositions footnote 
for a discussion of the AquaSource operations located in Connecticut and Kentucky. The AquaSource acquisition was initiaUy 
funded by a portion of the proceeds from the July 2003 issuance of $135,000 of unsecured notes due 2023, with an interest 
rate of 4.87%, and the issuance of a ^90,000 unsecured note by Aqua America. In August 2003, the $90,000 unsecured note 
was repaid with the proceeds from the issuance of 6,666,667 shares of common stock through a shelf registration. 

Under the purchase method of accounting, the purchase price is aUocated to AquaSource's net tangible and intangible assets 
based upon their estimated fair values at the date of the acquisition. The purchase price aUocation, which reflects the effects of 
the August 2004 purchase price arbitration proceeding, is as foUows: 

Property, plant and equipment, net 
Current assets 
Other long-term assets 
Assets held for sale, net 
Total assets acquired 

Current UabUities 
Long-term debt 
Other long-term UabiUties 
Total liabiUties assumed 

Net assets acquired 

July 31, 
2003 

$ 197,719 
9,687 

14,204 
4,096 

225,706 

8,214 
7,170 

31,894 
47,278 

$ 178,428 

The following supplemental p ro forma information is presented to Ulustrate the effects of the AquaSource acquisition, which 
was completed on July 31, 2003, on the historical operating results for the year ended December 31, 2003 as if the acquisition 
had occurred at the beginning of the period (unaudited): 

Operating revenues $ 407,628 
Ne t income $ 74,436 
Ne t income per common share: 

Basic $ 0.61 

Diluted $ 0.60 

The supplemental information is not necessarily representative of the actual results that may have occurred for this period or 
of the results that may occur in the future. This information does not reflect the effects of recent rate increases or cost savings 
that may result from the accpisition, such as the effects of a reduction in administrative costs. This information is based upon 
the historical operating results of AquaSource for periods prior to the acquisition date of July 31, 2003 as provided to the 
Company by AquaSource, Inc. and D Q E , Inc. management. 

33 



AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to ConsoUdated Financial Statements (continued) 
(In thousands of doUars, except per share amounts) 

Other Acquisitions— 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 consoUdated financial statements of the Company 
during the period owned by the Company were $2,145. 

During 2004, in addition to the Heater and Florida Water acquisitions, the Company completed 27 acquisitions or other 
growth ventures in the various states in which the Company operates for an aggregate purchase price of $3,842 in cash. The 
operating revenues included in the consoUdated financial statements of the Company during the period owned by the 
Company were $1,281 in 2005 and $617 in 2004. 

During 2003, in addition to the AquaSource acquisition, the Company completed 17 acquisitions or other growth ventures in 
the various states in which the Company operates for an aggregate purchase price of $1,614 in cash. Operating revenues 
included in the consoUdated financial statements of the Company related to these systems were $976 in 2005, $860 in 2004 and 
$312 in 2003. 

Dispositions 

In December 2004, as a result of the settiement of a condemnation action, the Company's Ohio operating subsidiary sold its 
water utiUty assets within the municipal boundaries of the City of Geneva in Ashtabula County, Ohio for net proceeds of 
approximately $4,716, 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 the fourth quarter of 2004 of a gain on the sale of these assets, net of expenses, 
of $2,342. The gain is reported in the 2004 consoUdated statement of income as a reduction to operations and maintenance 
expense. We continue to operate this water system for the City of Geneva under an operating contract that began upon the 
closing of the sale for a period through December 2006. The operating contract provides for an annual base operating fee of 
$135 and aUows for additional fees to be earned commensurate with the services provided. These water utiUty assets represent 
less than 1% of Aqua America's total assets, and the total number of customers included in the water system sold represents 
less than 1% of our total customer base. 

In July 2004, the Company sold its only operations in Kenmcky. The sale price approximates our investment in this operation. 
The operation represented approximately 0.2% of the operations acquired from AquaSource, Inc. In October 2003, the 
Company sold its only operation in Connecticut. The sale price of $4,000 approximates our investment in this operation. The 
operation represented approximately 2% of the operations acquired from AquaSource, Inc. 

The City of Fort Wayne, Indiana has authorized the acquisition, by eminent domain or otherwise, of a portion of the utiUty 
assets of one of the operating subsidiaries that the Company acquired in connection with the AquaSource acquisition in 2003. 
The Company has challenged whether the City is foUowing the correct legal procedures in connection with the City's 
attempted condemnation and the Company has chaUenged the City's valuation of this portion of its system. The portion of the 
system under consideration represents approximately 1% of the Company's total customer base. WhUe the Company continues 
to discuss this matter with officials from the City of Fort Wayne, the Company continues to protect its interests in this 
proceeding. The Company beUeves that it wiU be entitied to fair market value for its assets if they are condemned, and it is 
beUeved that the fair market value will be in excess of the book value for such assets. 
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Property, Plant and Equipment 

UtiUt̂ ^ plant and equipment: 
Mains and accessories 
Services, hydrants, treatment 

plants and reservoirs 
Operations structures and water tanks 
MisceUaneous pumping and 

purification equipment 
Meters, data processing, transportation 

and operating equipment 
Land and other non-depreciable assets 

Utility Plant and equipment 
UtiUty construction work in progress 
Net UtiUty plant acquisition adjustment 
Non-utiUty plant and equipment 
Total property, plant and equipment 

December 31, 
2005 

$ 1,187,597 

660,279 
222,107 

376,599 

341,550 
73,346 

2,861,478 
98,898 
(64,165) 

4,374 

$ 

2004 

1,087,712 

607,331 
218,888 

342,985 

298,015 
67,260 

2,622,191 
63,754 
(63,347) 

3,553 

Approximate range 
of remaining Uves 

10 to 85 years 

5 to 85 years 
15 to 77 years 

10 to 50 years 

5 to 50 years 

0 to 20 years 
2 to 40 years 

2,900,585 $ 2,626,151 

Accounts Receivable 

Billed utiUty revenue 
Unbilled utiUty revenue 
Other 

Less allowance for doubtful accounts 
Net accounts receivable 

December 31. 
2005 

67,096 
4,406 

62,690 

2004 

42,541 $ 
21,419 

3,136 

39,783 
27,927 

1,677 
69,387 

4,849 
64,558 

The Company's customers are located principally in the foUowing states: 48% in Pennsylvania, 10% in Ohio, 9% in North 
CafoUna, 8% in IlUnois, 6% in Texas, 6% in New Jersey, 4% in Florida, and 4% in Indiana. No single customer accounted for 
more than one percent of the Company's operating revenues during the years ended December 31, 2005, 2004 or 2003. The 
foUowing table summarizes the changes in the Company's allowance for doubtful accounts: 

2005 2004 2003 

Balance at January 1, 
Amounts charged to expense 
Accounts written off 
Recoveries of accounts written off 
Allowance acquired through acquisitions 
Balance at December 31, 

% 

s 

4,849 $ 
3,116 

(4,113) 
554 
~ 

4,406 $ 

5,851 % 
3,695 

(5,460) 
701 

62 
4,849 1 

3,580 
2,643 
(2,715) 

253 
2,090 
5,851 
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Regulatory Assets and Liabilities 

The regulatory assets represent costs that are expected to be fuUy recovered from customers in future rates while regulatory 
UabiUties 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 transition charge payment, 
regulator)' assets and regulatory UabiUties are excluded from the Company's rate base and do not earn a return. The 
components of regulatory assets and regulatory UabiUties are as foUows: 

Income taxes 
UtiUty plant retirement costs 
Postretirement benefits 
Texas rate fiUng expense deferral 
CTC payment 
Water tank painting 
Fair value of long-term debt 

assumed in acqiUsition 
Merger costs 
Rate case filing expenses & other 

December 31, 
2005 

Regulatory 
Assets 

$ 69,531 
17,421 
10,871 
9,486 
5,733 
4,292 

2,804 
1,641 
9,174 

$ 150,955 • 

Regulatory 
LiabiUties 

$ 2,203 
8,368 

267 

913 
$ 11,751 • 

December 31, 
2004 

Regulatory 
Assets 

$ 68,990 
14,729 
11,403 
3,365 
6,879 
4,593 

3,015 
2,170 
7,791 

$1:^2,955 • 

Regulatory 
LiabiUties 

$ 3,283 
8,184 

130 

345 

Items giving rise to deferred state income taxes, as weU as a portion of deferred Federal income taxes related to certain 
differences between tax and book depreciation expense, are recognized in the rate setting process on a cash or flow-through 
basis and wiU be recovered as they reverse. 

The regulatory asset for utiUty plant retirement costs, including cost of removal, represents costs already incurred that are 
expected to be recovered in future rates over a five year recovery period. The regulatory UabiUty for utiUty plant retirement 
costs represents amounts recovered through rates during the Ufe of the associated asset and before the costs are incurred. 

Postretirement benefits include pension and other postretirement benefits. The pension costs include deferred net pension 
expense in excess of amounts funded which the Company beUeves wUl be recoverable in future years as pension funding is 
required, and in addition includes an additional minimum UabiUty for pensions as a result of a decUne in the discount rate 
assumed for pension obUgations and a change in the fair market value of plan assets. The additional mirUmum UabiUty equals 
the excess of the accumulated benefit obUgation over the fair value of plan assets. The regulatory asset related to 
postretirement benefits other than pensions represents costs that were deferred between 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 fiUngs. Amortization of the amount deferred for postretirement benefits other than pensions 
began in 1994 and is currentiy being recovered in rates. 

The regulatory asset for the Texas rate fiUng 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. 

The regulatory asset associated with the Competitive Transition Charge ("CTC") payment represents the full payoff in 2001, 
net of amortization, of the aUocable share of a CTC as negotiated by Aqua Pennsylvania, Inc. from an electric distribution 
company. The Pennsylvania Electricity Generation Customer Choice and Competition Act permitted electric distribution 
utiUties 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 to conclude in 2010. Expenses associated with water tank painting are deferred and amortized 
over a period of time as approved in the regulatory process. 
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As a requirement of purchase accounting, the Company recorded a fair value adjustment for fixed-rate, long-term debt 
assumed in the Heater UtiUties, Inc. acquisition In 2004. The regulatory asset 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 wiU be recovered in rates as a result of a rate settiement in 2000 and is being amortized over the recover)^ period. 
The regulatory asset related to rate case fiUng expenses represents the costs associated with fiUng for rate increases that are 
deferred and amortized over periods that generally range from one to five years. 

The regulatory asset related to the costs incurred for information technology software projects and water main cleaning and 
reUrung projects are described in the Summary of Significant Accounting PoUcies - Property Plant and Equipment and 
Depreciation. 

Income Taxes 

The provision for income taxes consists of: 

Years Ended December 31, 
2C 

Current: 
Federal 
State 

Deferred: 
Federal 
State 

Total tax expense 

2005 

$ 24,417 
6,586 

31,003 

22,294 
3,616 

25,910 
1 56,913 

$ 

$ 

2004 

2,042 
7,553 

9,595 

41,414 
1,115 

42,529 
52,124 

% 

$ 

2003 

11,933 
7,249 

19,182 

25,521 
1,220 

26,741 
45,923 

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 5.00% to 9.99% for aU years presented. The Company's Federal income tax returns for aU years through 2001 have 
been closed, and 2002 was closed as a result of the conclusion of a tax audit. 

The reasons for the differences between amounts computed by applying the statutory Federal income tax rate to income 
before income tax expense are as foUows; 

Years Ended December 31, 

Computed Federal tax expense at statutory rate 
Increase in tax expense for depreciation expense 

to be recovered in future rates 
Domestic Production Credit 
Deduction for Aqua America common dividends 

paid under employee benefit plan 
Amortization of deferred investment tax credits 
Prior year rate reductions 
State income taxes, net of federal tax benefit 
Other, net 
Actual income tax expense 

2005 2004 2003 

51,824 $ 46,245 $ 40,852 

806 
(656) 

(321) 
(359) 
(437) 

6,631 
(575) 

$ 56,913 $ 

1,376 
-

(245) 
(285) 
(538) 

5,634 
(63) 

52,124 $ 

1,125 
-

(241) 
(285) 
(431) 

5,505 
(602) 

45,923 
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2005 

% 17,549 

1,803 

29,429 
1,660 

50,441 

2004 

$ 17,057 

1,989 

30,920 
938 

50,904 

AQUA AMERICA, INC. AND SUBSIDIARIES 

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

The tax effects of temporary differences between book and tax accounting that give rise to the deferred tax assets and deferred 
tax UabiUties are as foUows: 

December 31, 
20( 

Deferred tax assets: 
Customers' advances for construction 
Costs expensed for book not deducted 

for tax, principally accrued expenses 
UtiUty plant acquisition adjustment 

basis differences 
Minimum pension UabiUty adjustment 

Total gross deferred tax assets 

Deferred tax UabiUties: 
Utility plant, principaUy due to 

depreciation and differences in the basis 
of fixed assets due to variation in tax 
and book accounting 267,835 243,953 

Deferred taxes associated with the gross-up 
of revenues necessary to recover, in rates, 
the effect of temporary differences 

Deferred investment tax credit 
UnreaUzed gain on marketable securities 
Otiier 

Total gross deferred tax UabiUties 

Net deferred tax UabiUty 

On October 22, 2004, the American Jobs Creation Act ("AJCA") was signed into law. Among other provisions, the AJCA 
creates a new deduction for quaUfied domestic production activities. Certain activities of the Company, such as our water 
treatment activity, are considered as quaUfying production activities for purposes of determining the deduction for quaUfied 
production activities. In December 2004, the FASB issued FSP 109-1, "AppUcation of FASB Statement No. 109, Accounting 
for Income Taxes, to the Tax Deduction on QuaUfied Production Activities Provided by the American Jobs Creation Act of 
2004." In accordance with FSP 109-1, the Company wiU treat the deduction for quaUfied domestic production activities as a 
reduction of the income tax provision in the period reaUzed. The Company adopted this statement in 2005 and has recorded 
an estimate for the effect of the statement which reduced the provision for Federal and state income taxes by approximately 
$740 for the year ended December 31, 2005. 

Commitments 

The Company maintains agreements with other water purveyors for the purchase of water to supplement its water supply, 
particularly during periods of peak demand. The agreements stipulate purchases of minimum quantities of water to the year 
2026, The estimated annual commitments related to such purchases through 2010 are expected to approximate $11,618 and 
$75,559 thereafter. The Company purchased approximately $10,603, $8,724 and $8,014 of water under these agreements 
during the years ended December 31, 2005, 2004 and 2003, respectively. 

The Company leases motor vehicles, buildings and other equipment under operating leases that are noncancelable. The future 
annual minimum lease payments due are: $2,934 in 2006, $2,488 in 2007, $2,012 in 2008, $670 in 2009, $430 in 2010 and $256 
thereafter. The Company leases parcels of land on which treatment plants and other faciUties are situated and adjacent parcels 
that are used for watershed protection. The operating leases are noncancelable, expire between 2012 and 2052 and contain 
certain renewal provisions. Certain leases are subject to an adjustment every five years based on changes in the Consumer Price 
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25,796 
6,066 

1,090 
300,787 

$ 250,346 

23,670 
6,328 

840 
274,791 

$ 223,887 
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Index. Subject to the aforesaid adjustment, during each of the next five years, approximately $545 of annual lease payments for 
land are due, and $15,009 thereafter. The Company leases treatment plants to other parties under lease agreements that require 
payments to the Company of $567 in 2006, $267 in 2007, $308 in 2008, $246 in 2009, $246 in 2010 and $3,430 thereafter. 

Rent expense was $3,390, $3,267 and $2,993 for tiie years ended December 31, 2005, 2004 and 2003, respectively. 

Long-term Debt and Loans Payable 

The ConsoUdated Statements of CapitaUzation provide a summary of long-term debt as of December 31, 2005 and 2004. The 
supplemental indentures with respect to certain issues of the First Mortgage Bonds restrict the abiUty of Aqua Pennsylvania, 
Inc. and certain other operating subsidiaries of the Company to declare dividends, in cash or property, or repurchase or 
otherwise acquire the stock of these companies. As of December 31, 2005, approximately $281,000 of Aqua PennsylvarUa's 
retained earnings and $69,000 of the retained earnings of certain other subsidiaries 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 are required by the terms of certain issues of long-term debt. The future sinking fund payments and 
debt maturities of the Company's long-term debt are as foUows: 

Interest Rate Range 2006 2007 2008 2009 2010 Thereafter 

0.00% to 
2.50% to 
3.00% to 
3.50% to 
4.00% to 
5.00% to 
5.50% to 
6.00% to 
6.50% to 
7.00% to 
7.50% to 
8.00% to 
8.50% to 
9.00% to 
9.50% to 
10.00% tc 

Total 

2.49% 
2.99% 
3.49% 
3.99% 
4.99% 
5.49% 
5.99% 
6.49% 
6.99% 
7.49% 
7.99% 
8.49% 
8.99% 
9.49% 
9.99% 

) 10.50% 

% 1,320 
6,502 

265 
675 

50 
-
-
144 

10,000 
2,499 

194 
139 
-
663 

2,194 
-

$ 24,645 

$ 1,340 
1,489 

12,270 
685 

50 
-
-
644 

10,000 
2,540 

210 
152 
-
584 
995 
-

$ 50,959 

1 1,354 $ 
1,534 

278 
695 

50 
-
-

10,172 
-

2,585 
227 
167 
-
594 

5,995 
-

$ 25,651 $ 

1,378 $ 
1,583 

288 
706 

55 
-
-
-
_ 
634 
245 
184 
-
604 
995 
-

6,671 $ 

1,395 $ 
1,657 

298 
717 

27,055 

-
-
-
687 
264 
202 
-

20,615 
994 
-

55,864 $ 

14,787 
15,919 
3,981 
3,270 

138,435 
292,588 

79,000 
78,360 
12,000 
6,933 

23,872 
25,663 

9,000 
23,704 
29,760 

6,000 
765,272 

In February 2005, the Company issued $30,000 of unsecured notes of which $18,000 are due in 2015 with an interest rate of 
5.01% and $12,000 are due in 2020 with an interest rate of 5.20%. The proceeds of this financing were used to refinance 
existing short-term debt. In May 2005, Aqua Pennsylvania Issued $72,000 of tax-exempt bonds secured by a supplement to its 
first mortgage indenture at the following terms: $22,000 at 4.87% due 2036, $25,000 at 4.88% due 2037 and $25,000 at 4.89% 
due 2038. Of the $72,000 in proceeds, $22,000 was used to retire previously issued tax-exempt bonds in August 2005 and the 
balance of proceeds are restricted to funding the costs of certain capital projects during the period 2005 through 2007. In 
December 2005, Aqua Pennsylvania issued $25>000 of tax-exempt bonds at 4.82% due 2035, which were secured by a 
supplement to its first mortgage indenture. The proceeds are restricted to funding certain capital projects during the period 
2006 through 2008. At various times during 2005, Aqua Pennsylvania and other operating subsidiaries issued other notes 
payable, first mortgage bonds and tax-exempt bonds aggregating $24,677 at a weighted-average interest rate of 4.10% due at 
various times ranging from 2019 to 2035. The proceeds from these issuances were used to reduce a portion of the balance of 
short-term debt at each of the respective operating subsidiaries and to redeem $10,260 of first mortgage bonds of an operating 
subsidiary with an interest rate of 5.60%, As of December 31, 2005, the Trustees for 12 issues held $68,625 pending 
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construction of the projects to be financed with the issues and are reported in the consoUdated balance sheet as funds 
restricted for construction activity. 

In May 2004, Aqua Pennsylvania issued $87,000 of First Mortgage Bonds secured by a supplement to its first mortgage 
indenture with a weighted-average interest rate of approximately 5.1% and a weighted-average maturit)' of 13.7 years. The 
proceeds from this issuance were used to refinance short-term debt and to fund long-term debt maturities. In May 2004, an 
unsecured note of $70,000 was issued by the Company. Interest under this note is based, at the borrower's option, on either a 
defined base rate or an adjusted London Interbank Offered Rate corresponding to the interest period selected. The proceeds 
of this financing were used to fund acquisitions and to refinance existing debt. In November 2004, $34,000 of the $70,000 
unsecured note was repaid with the proceeds from an equitj-' offering. The remaining balance of the note of $36,000 was repaid 
in May 2005. In connection with the acquisition of Heater UtiUties, Inc. in 2004, the Company assumed $22,360 of long-term 
debt at interest rates ranging from 7.05% to 8.24% due 2012 to 2025, which includes the purchase accounting fair value 
adjustment of $3,141, increasing the carrying-value of long-term debt. In November 2004, Aqua PennsylvatUa issued $14,000 
tax-exempt bonds due 2039 at a rate of 5.05% and secured by a supplement to its first mortgage indenture. The proceeds from 
the bonds issued were used to retire previously issued tax-exempt bonds. At various times during 2004, Aqua Pennsylvania and 
other operating subsidiaries issued other notes payable and first mortgage bonds aggregating $31,239 at a weighted-average 
interest rate of 3,76% due at various times ranging from 2006 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 subsidiaries and to redeem $6,000 of first 
mortgage bonds with a weigh ted-average interest rate of 9.19%. The weighted average cost of long-term debt at December 31, 
2005 and 2004 was 5.74% and 6.00%, respectively. 

Aqua Pennsylvania has a $70,000 364-day revolving credit faciUty with four banks and the Company has a $20,000 364-day 
bank revolving credit faciUty. Funds borrowed under these agreements are classified as loans payable and are used to provide 
working capital. As of December 31, 2005 and 2004, funds borrowed under the Aqua Pennsylvania revolving credit 
agreements were $65,000 and $29,000, respectively, and $17,000 and $0 were borrowed under the Company's revolving credit 
agreement, respectively. Interest under these faciUties is based, at the borrower's option, on the prime rate, an adjusted federal 
funds rate, an adjusted London Interbank Offered Rate corresponding to the interest period selected, an adjusted Euro-Rate 
corresponding to the interest period selected or at rates offered by the banks. These agreements restrict short-term borrowings 
of Aqua Pennsylvania and the Company. A commitment fee 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 these faciUties was 3.8% and 1.4%, and 
the average borrowing was $63,355 and $50,115, during 2005 and 2004, respectively. The maximum amount outstanding at the 
end of any one month was $85,000 in 2005 and $89,519 in 2004. 

At December 31, 2005 and 2004, the Company had combined short-term Unes of credit of $127,000 and $108,000, 
respectively. Funds borrowed under these Unes are classified as loans payable and are used to provide worldng capital. As of 
December 31, 2005 and 2004, funds borrowed under the short-term Unes of credit were $56,505 and $9,810, respectively. The 
average borrowing under the lines was $35,610 and $34,711 during 2005 and 2004, respectively. The maximum amount 
outstanding at the end of any one month was $56,505 in 2005 and $51,288 in 2004. Interest under the Unes is based at the 
Company's option, depending on the Une, on the prime rate, an adjusted Euro-Rate, an adjusted federal funds rate or at rates 
offered by the banks. The average cost of borrowings under all Unes during 2005 and 2004 was 3.9% and 2.3%, respectively. 

Interest income of $3,040, $1,762 and $395 was netted against interest expense on the consoUdated statements of income for 
the years ended December 31, 2005, 2004 and 2003, respectively. The total interest cost was $55,102, $50,441 and $45,057 in 
2005, 2004 and 2003, including amounts capitaUzed of $2,447, $2,304 and $2,127, respectively. 
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Fair Value of Financial Instruments 

The carrying amount of current assets and UabiUties that are considered financial instruments approximates their fair value as 
of the dates presented. The carrying amount and estimated fair value of the Company's long-term debt are as foUows: 

December 3U 

2005 2004 

Carrying amount I 903,083 | 834,656 

Estimated fair value 950,479 863,247 

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 carrying value of $74,828 and $73,095 at December 31, 2005 and 2004, respectively. Their relative fair values 
cannot be accurately estimated because future refund payments depend on several variables, including new customer 
connections, customer consumption levels and future rate increases. Portions of these non-interest bearing instruments are 
payable annuaUy through 2020 and amounts not paid by the contract expiration dates become non-refundable. The fair value 
of these amounts would, however, be less than their carrying value due to the non-interest bearing feature. 

Stockholders' Equity 

At December 31, 2005, the Company had 300,000,000 shares of common stock authorized; par value $0.50. Shares 
outstanding at December 31, 2005, 2004 and 2003 were 128,970,181, 127,179,777 and 123,452,053, respectively. Treasury 
shares held at December 31, 2005, 2004 and 2003 were 688,625, 686,747 and 681,384, respectively. At December 31, 2005, 
the Company had 1,770,819 shares of authorized but unissued Series Preferred Stock, $1.00 par value. 

In August 2005, the Company's Board of Directors declared a 4-for-3 common stock spUt to be effected in the form of a 33 
1/3% stock distribution for all common shares outstanding, to shareholders of record on November 17, 2005. Common 
shares outstanding do not include shares held by the Company in treasury. The new shares were distributed on December 1, 
2005. The Company's par value of $0.50 per share remained unchanged and $16,095 was transferred from Capital in Excess of 
Par Value to Common Stock to record the spUt. AU common share and per common share data for aU periods presented have 
been restated to give effect to the stock spUt. 

In December 2005, the Company filed a universal shelf registration with the Securities and Exchange Commission to allow for 
the potential future sale by us, from time to time, in one or more pubUc offerings, of an indeterminant amount of our common 
stock, preferred stock, debt securities and other securities specified therein at indeterminant prices. No issuances have been 
completed to date under this shelf registration. During the last three years, the Company completed the foUowing offerings of 
equity: 

• In November 2004, the Company issued 2,606,667 shares of common stock in a pubUc offering for proceeds of 
$42,600, net of expenses, The net proceeds were used to repay a portion of our short-tertn debt. The indebtedness was 
incurred by Aqua America in connection with acquisitions. 

• In August 2003, the Company issued 6,666,667 shares of common stock in a pubUc offering for proceeds of $90,100, 
net of expenses. The net proceeds were used to repay an unsecured note of $90,000. The indebtedness was incurred by 
Acjua America in connection with the acquisition of the operations that were purchased from AquaSource, Inc. 

• In May 2003, the Company issued 2,491,667 shares of common stock in a pubUc offering for proceeds of $33,100, net 
of expenses. The net proceeds were used to repay short-term debt, including the repayment of $22,000 of indebtedness 
incurred in connection with the Company's repurchase of 2,017,700 shares of common stock from affiUates of VeoUa 
Itnvironnement, S.A. (formerly Vivendi Environnement, S.A.) in October 2002. 

In addition, the Cxjmpany has a shelf registration statement 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 
2005, 24,684 shares of common stock totaUng $675 were issued by the Company to acquire water and wastewater systems. The 
balance remaining available for use under the acquisition shelf registration as of December 31, 2005 is 2,194,262 shares. The 
form and terms of any securities issued under these shelf registrations wJU be determined at the time of issuance. 
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The Board of Directors has authorized the Company to purchase its common stock, from time to time, in the open market or 
through privately negotiated transactions. The Company has not repurchased any shares under this authorization since 2000. 
As of December 31, 2005, 548,278 shares remain avaUable for repurchase. 

The Company has a Dividend Reinvestment and Direct Stock Purchase Plan ("Plan") that allows reinvested dividends to be 
used to purchase shares of common stock at a five percent discount from the current market value. Under the direct stock 
purchase program, shares are purchased by investors at market price. 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 2005, 2004 and 2003, under the 
dividend reinvestment portion of the Plan, 401,503, 512,609 and 527,473 original issue shares of common stock were sold 
providing the Company with proceeds of $8,516, $7,808 and $7,000, respectively. 

The Company reports comprehensive income in accordance 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 ConsoUdated Statements of Common Stockholders' Equity and the related 
other comprehensive income is reported in the ConsoUdated Statements of Income and Comprehensive Income. The 
Company reports its unreaUzed gains on securities and minimum pension UabUit)̂  adjustments as other comprehensive income 
or loss and accumulated other comprehensive income or loss. 

Net Income per Common Share and Equity per Common Share 

Basic net income per share is based on the weighted average number of common shares outstanding. Diluted net income per 
share is based on the weighted average number of common shares outstanding and potentiaUy dUutive shares. The dilutive 
effect of employee stock options is included in the computation of DUuted net income per share. The following table 
summarizes the shares, in thousands, used in computing Basic and DUuted net income per share: 

Years ended December 31, 

Average common shares outstanding during 
the period for Basic computation 

Dilutive effect of employee stock options 
Average common shares outstanding during 

the period for Diluted computation 

For the years ended December 31, 2005 and 2003, 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. For the year ended December 31, 2004, employee stock options outstanding to purchase 759,867 
shares of common stock were excluded from the calculation of diluted net income per share as the options' exercise price was 
greater than the average market price of the Company's common stock. 

Equity per common share was $6.30 and $5.88 at December 31, 2005 and 2004, 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. 

Shareholder Rights Plan 

The Company has a Shareholder Rights Plan designed to protect the Company's shareholders in the event of an unsoUcited 
unfair offer to acquire the Company. Each outstanding common share is entitied to one Right which is evidenced by the 
common share certificate. In the event that any person acquires 20% or more of the outstanding common shares or 
commences a tender or exchange offer which, if consummated, would result in a person or corporation owning at least 20% of 
the outstanding common shares of the Company, the Rights wUl begin to trade independentiy from the common shares and, if 
certain circumstances occur, including the acquisition by a person of 20yo or more of the outstanding common shares, each 
Right would then entitie its holder to purchase a number of common shares of the Company at a substantial discount. If the 
Company is involved in a merger or other business combination at any time after the Rights become exercisable, the Rights 
wiU entitle the holder to acquire a certain number of shares of common stock of the acquiring company at a substantial 
discount. The Rights are redeemable by the Company at a redemption price of $.01 per Right at any time before the Rights 
become exercisable. The Rights wUI expire on March 1, 2008, unless previously redeemed. 
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2005 

127,364 
1,842 

129,206 

2004 

124,329 
1,381 

125,710 

2003 

117,700 
1,293 

118,993 
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Employee Stock and Incentive Plan 

In May 2004, the 2004 Equity Compensation Plan ("the 2004 Plan") was approved by the shareholders to replace the 1994 
Equity Compensation Plan ("the 1994 Plan"), the Company may grant quaUfied and non-quaUfied stock options to officers, 
key employees and consultants. 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 ("Board"). 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 as 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, and awards under the 1994 plan were, made 
by a committee of the Board of Directors. 

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 
foUowing table summarizes stock option transactions for the plans: 

As of or For the Years Ended December 31, 

Options: 
Outstanding, beginning of year 
Granted 
Terminated 
Exercised 
Outstanding, end of year 

Exercisable, end of year 

200^ 

Shares 

4,066,983 
816,997 
(63,900) 

(1,327,717) 
3,492,363 

1,957,079 

) 
Weighted 
Average 
Exercise 

Price 

$ 11.22 
18.33 
15.22 

8.88 
$ 13.70 

$ 11.31 

2004 

Shares 

3,991,228 
776,867 

(131,048) 
(570,064) 

4,066,983 

2,549,073 

Weighted 
Average 
Exercise 

Price 

$ 9.98 
16.15 
12.47 

8.96 
$ 11.22 

1 9.32 

2003 
Weighted 
Average 
Exercise 

Shares Price 

3,773,511 $ 9.04 
818,205 12.74 
(20,711) 11.09 

(579,777) 7.71 
3,991,228 $ 9.98 

2,341,733 $ 8.26 

Options exercised during 2005 ranged in price from $3.42 per share to $16.15 per share. At December 31, 2005, 4,093,297 
options under the 2004 Plan were stiU available for grant, although under the terms of the 2004 Plan, terminated, expired 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 2004 Plan. The foUowing table summarizes the price ranges of the options outstanding and options 
exercisable as of December 31, 2005: 

Options Outstanding Options Exercisable 

ange of 
1 4.30 -
$ 8.00 -
110.00 
$13.00 
$16.00 
$17.00 

prices: 
7.99 
9.99 

- 12.99 
-15.99 
-16.99 
-18.33 

Shares 

290,026 
250,963 

1,301,947 
160,270 
680,491 
808,666 

3,492,363 
=1 ~ ~ 1 • " 

Weighted 
Average 

Remaining 
Life (years) 

3.1 
2.8 
6.4 
7.4 
8.3 
9.2 
6.9 

Weighted 
Average 
Exercise 

Price 

$ 6.40 
8.35 

12.20 
13.75 
16.15 
18.33 

$ 13.70 

Shares 

290,026 
250,963 

1,109,069 
106,102 
200,919 

-
1,957,079 

Weighted 
Average 
Exercise 

Price 

$ 6.40 
8.35 

12.15 
13.76 
16.15 

-
$ 11.31 

Under SFAS No. 123 "Accounting for Stock-Based Compensation" and SFAS No. 148 "Accounting for Stock-Based 
Compensation ~ Transition and Disclosure", the Company appUed the provisions of APB OpirUon No. 25 and provided the 
pro forma disclosure provisions of this statement. Accordingly, no compensation cost was recognized in the financial 
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statements for stock options that have been granted. Pursuant to the disclosure requirements of SFAS No. 123, "Accounting 
for Stock-Based Compensation," as amended by SFAS No. 148, pro forma net income avaUable to common stock and 
earnings per share are presented in the Summary of SigiUficant Accounting PoUcies - Stock-Based Compensation as if 
compensation cost for stock options was determined as of the grant date under the fair value method. On Januar)^ 1, 2006, the 
Company adopted SFAS No. 123R, "Share-Base Payment" which changes the accounting for the compensation costs for its 
stock options granted as described in the Summary of Significant Accounting PoUcies - Recent Accounting Pronouncements. 

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. During 2005, 2004 and 
2003, 37,751, 45,535 and 26,875 shares of restricted stock were granted with a restriction period ranging from six to 36 
months. The value of restricted stock awards, which are "compensator)'", 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 recorded compensation expense related to 
restricted stock awards of $495, $439 and $369 during 2005, 2004 and 2003, respectively. 

Pension Plans and Other Postretirement Benefits 

The Company maintains a qualified, defined benefit pension plan that covers a majority of its fuU-time employees who were 
hired prior to April 1, 2003. Retirement benefits under the plan are generaUy based on the employee's total years of service and 
compensation during the last five years of employment. The Company's policy is to fund the plan annually at a level which is 
deductible for income tax purposes and which provides assets sufficient to meet its pension obligations. To offset certain 
limitations imposed by the Internal Revenue Code with respect to payments under quaUfied plans, the Company has a non-
quaUfied Excess Benefit Plan for Salaried Employees in order to prevent certain employees from being penalized by these 
Umitations. The Company also has non-qualified Supplemental Executive Retirement Plans for certain current and retired 
employees. The net pension costs and obUgations of the quaUfied and non-quaUfied plans are included in the tables which 
follow. Employees hired after April 1, 2003 may participate in a defined contribution plan that provides a Company matching 
contribution on amounts contributed by participants and an annual profit-sharing contribution based upon a percentage of the 
eligible participants' compensation. 

In addition to providing pension benefits, the Company offers certain Postretirement Benefits other than Pensions ("PBOPs") 
to employees hired before AprU 1, 2003 and retiring with a minimum level of service. These PBOPs include continuation of 
medical and prescription drug benefits for eUgible retirees and Ufe insurance benefits for certain eUgible 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 to limitations imposed by the Internal Revenue Code. 

The foUowing benefit payments, which reflect expected future service, as appropriate, are expected to be paid in the years 
indicated: 

Years: 

2006 

2007 

2008 

2009 

2010 

2011 -2015 

Pension 

Benefits 

$ 6,866 

7,076 

7,415 

7,911 

8,383 

52,787 

Other 

Postretirement 

Benefits 

$ 1,829 

1,950 

2,095 

2,261 

2,442 

14,802 

In May 2004, the FASB issued FASB Staff Position ("FSP") No. 106-2, "Accounting and Disclosure Requirements Related to 
the Medicare Prescription Drug, Improvement and Modernization Act of 2003." FSP 106-2 supersedes FSP 106-1, 
"Accounting and Disclosure Requirements Related to the Medicare Prescription Drug, Improvement and Modernization Act 
of 2003," which was issued in January 2004 and permitted a sponsor of a postretirement health care plan that provides a 
prescription drug benefit to make a one-time election to defer accounting for the effects of the Medicare Prescription Drug, 
Improvement and Moderruzation Act of 2003 (the "Act") until more authoritative guidance on the accounting for the federal 
subsidy was issued. The Company had elected the one-time deferral allowed under FSP 106-1 and as a result adopted FSP 106-2 
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as required in the third quarter of 2004 and it did not have a material impact on our results of operations or financial 
position. 

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 obUgation are as foUows: 

Change in benefit obligation: 
Benefit obUgation at January 1, 
Service cost 
Interest cost 
Plan amendments 
Actuarial loss 

Plan participants' contributions 
Benefits paid 
Benefit obligation at December 31, 

Change in plan assets: 

Fair value of plan assets at January 1, 

Actual return on plan assets 

Fimployer contributions 

Benefits paid 

Fair value of plan assets at December 31, 

Funded status of plan: 
Funded status at December 31, 
Unrecognised actuarial loss 
Unrecognized prior service cost 
Unrecognized net transition obUgation 
Ne t amount recognized 

Pension Benefits 

2005 

$ 171,076 

4,847 
9,805 

-

420 
-

(6,407) 

179,741 

115,292 

7,790 

996 
(6,407) 

117,671 

62,070 
(42,092) 

(1,687) 
809 

$ 19,100 

2004 

$ 150,098 
4,312 

9,512 

567 

12,742 
-

(6,155) 

171,076 

108,731 

8,535 
4,181 

(6,155) 

115,292 

55,784 

(41,531) 

(2,090) 
1,017 

$ 13,180 

Other 
Postretirement 1 

2005 

$ 32,804 $ 

1,223 
1,882 

(7,047) 

1,317 
584 

(1,602) 

29,161 

16,606 

675 

2,678 
(1,017) 

18,942 

10,219 

(8,537) 

7,517 
(5,624) 

$ 3,575 $ 

benefits 

2004 

29,134 
1,112 

1,825 
6 

1,676 
631 

(1,580) 

32,804 

14,391 

641 
2,522 

(948) 

16,606 

16,198 
(6,853) 

527 
(6,428) 

3,444 

The Company's pension plans had an accumulated benefit obUgation of $148,629 and $136,851 at December 31, 2005 and 
2004, respectively. The following table provides the net UabiUty recognized on the ConsoUdated Balance Sheets at December 
31,: 

Pension Benefits 

Other 

Postretirement Benefits 

Prepaid benefits cost 

Accrued benefit cost 

Additional minimum UabiUty 
Intangible assets 
Regulatory asset 

Accumulated other 

comprehensive loss 
Net UabiUty recognized 

2005 

$ 
(19,100) 

(12,726) 
1,817 
6,167 

4,742 
$ (19,100) 

2004 

% 
(13,180) 

(8,928) 
2,108 
4,140 

2,680 
t (13,180) 

$ 

± 

2005 

555 

(4,130) 
-
-
-

-

(3,575) 

2004 
$ 762 

(4,206) 
-
-
-

-

1 (3,444) 
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At December 31, 2005 and 2004, the Company's pension plans had benefit obUgations in excess of its plan assets. The 
foUowing tables provide the projected benefit obUgation, the accumulated benefit obUgation and fair market value of the plan 
assets as of December 31,: 

Projected Benefit 
ObUgation Exceeds 

the Fair Value of 
Plan Assets 

2005 2004 
Projected benefit obUgation $ 179,741 $ 171,076 
Fair value of plan assets 117,671 115,292 

Accumulated Benefit 
ObUgation F^xceeds 

the Fair Value of 
Plan Assets 

2005 2004 
Accumulated benefit obUgation $ 148,629 $ 136,851 
Fair value of plan assets 117,671 115,292 

The following table provides the components of net periodic benefit costs for the years ended December 31,: 

Other 
Pension Benefits Postretirement Benefits 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of transition 

obligation (asset) 
Amortization of prior service cost 
Amortization of actuarial (gain) loss 
Amortization of regulatory asset 
CapitaUzed costs 
Net periodic benefit cost 

2005 
$ 4,847 

9,805 
(9,536) 

(209) 
403 

1,606 
-

(1,847) 
$ 5,069 

2004 
$ 4,312 

9,512 
(9,169) 

(209) 
419 

1,009 
-

(1,021) 
$ '4,855 

2003 
$ 3,627 

8,999 
(7,775) 

(209) 
395 

1,282 
-

(205) 
$ 6,114 

2005 
$ 1,223 

1,882 
(1,261) 

803 
(57) 
219 
136 

(739) 
$ 5,206 

2004 
$ 1,112 

1,825 
(1,086) 

803 
(57) 
125 
144 

(629) 

$ m i 

% 

1 

2003 
987 

1,703 
(917) 

803 
(57) 
62 

136 
(598) 

2,110 

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, mortaUty, 
turnover and medical costs. Each assumption is reviewed annuaUy with assistance from the Company's actuarial consultant 
who provides guidance in estabUshing 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 overaU 
economy. These differences wiU impact the amount of pension and other postretirement benefit expense that the Company 
recognizes. During 2005, the Company undertook a comprehensive study of the key demographic assumptions which impact 
the obUgations and expense for its plans. Based on the study, the Company updated the assumed retirement and turnover rates 
for the plans to better reflect the recent experience combined with our expectations of future patterns. In addition, the 
Company has updated the mortaUty assumptions to reflect a more recent actuarial study of mortaUt)^ experience and an 
expectation of future mortaUt)' improvements. The net effect of the changes in these assumptions was a decrease of $1,600 in 
the Company's pension and postretirement benefit obUgation measured as of December 31, 2005. 
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The significant assumptions related to the Company's pension and other postretirement benefit plans are as foUows: 

Other 
Pension Benefits 

Weigh ted-average Assumptions Used 
to Determine Benefit ObUgations 
as of December 31, 

Discount rate 
Rate of compensation increase 

Assumed Health Care Cost Trend 
Rates Used to Determine Benefit 
ObUgations as of December 31, 

Health care cost trend rate 
Rate to which the cost trend is assumed 

to decUne (the ultimate trend rate) 
Year that the rate reaches the ultimate 

trend rate 

Postretirement Benefits 
2005 

5.65% 
4.0-5.0% 

2004 

5.75% 
4.0-5.0% 

n/a 

n/a 

n/a 

n/a 

n /a 

n /a 

2005 

5.65% 
4.0% 

10% 

2011 

2004 

5.75% 
4.0% 

10% 

5% 

2010 

5.75% 
8.50% 

4.0-5.0% 

6.25% 
8.50% 

4.0-5.0% 

5.75% 
6.0-9.0% 

4.0% 

6.25% 
6.0-9.0% 

4.0% 

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

Discount rate 
F^xpected return on plan assets 
Rate of compensation increase 

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 cost trend is assumed 

to decline (the ultimate trend rate) 
Year that the rate reaches the ultimate 

trend rate 

n /a — A,ssumption is not applicable to pension benefits. 

Assumed health-care trend rates have a significant effect on the expense and UabiUties 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 foUowing effects: 

n/a 

n/a 

n/a 

n/a 

n/a 

n /a 

10% 

5% 

2010 

10% 

5% 

2009 

Effect on the health-care component of the 
accrued other postretirement benefit 
obligation 

Effect on total service and interest cost 
components of net periodic postretirement 
health-care benefit cost 

1 -Percentage-
Point 

Increase 

614 

1 -Percentage-
Point 

Decrease 

(689) 

70 (104) 
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The Company's discount rate assumption was determined using a yield curve that was produced from a universe containing 
over 500 U.S.-issucd Aa-graded corporate bonds, all of which were noncallable (or caUable 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 the Company used spot rates, for various time 
periods, to discount the projected pension benefit payments. The Company's pension expense and UabiUty (benefit obUgations) 
increases as the discount rate is reduced. A 25 basis-point reduction in this assumption would have increased 2005 pension 
expense by $660 and the pension UabUities by $7,000. 

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, historical results of our asset returns. The Company's pension expense increases as the expected 
return on assets decreases. A 25 basis-point reduction in this assumption would have increased 2005 pension expense by $280. 
For 2005, the Company used an 8.5% expected return on assets assumption, and wUl lower this assumption to 8.0%) for the 
calculation of pension expense for 2006. This change was made to reflect a change in the Company's expectations of long-term 
market returns given the recent decrease in bond yields. The Company beUeves its actual long-term asset aUocation on average 
wiU approximate the targeted aUocation. The Company's investment strategy is to earn a reasonable rate of return whUe 
maintaining risk at acceptable levels through the diversification of investments across and within various asset categories. 
Investment returns are compared to benchmarks 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 
investments and management monitors investment performance quarterly through a performance report prepared by an 
external consulting firm. 

The Company's pension plan asset allocation and the target aUocation by asset category are as foUows: 

Uset Category: 
Equity securities 
Debt securities 
Cash 
Total 

2006 
Target 

AUocation 

65% 
35% 

0% 
100% 

Percentage of Plan 
Assets at December 31, 
2005 

60% 
24% 
16% 

100% 

2004 

62% 
27% 
11% 

100% 

Equity securities include Aqua America, Inc. common stock in the amounts of $11,121 or 9.5% of total plan assets and $7,373 
or 6.4% of total plan assets as of December 31, 2005 and 2004, respectively. 

The asset aUocation for the Company's other postretirement benefit plans and the target aUocation by asset category are as 
foUows: 

Asset Category: 
Cash 
Equity securities 
Total' 

2006 
Target 

AUocation 

65% 
35% 

100% 

Percentage of Plan 
Assets at December 31. 
2005 2004 

67% 
33% 

60% 
40% 

Nhnimum 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 poUcy, during 2006 our pension 
contribution is expected to be $6,400. The Company's funding of its PBOP cost during 2006 is expected to approximate 
$2,882. 

As of December 31, 2005, the Company has an additional minimum UabiUt}̂  of $10,909 associated with our defined benefit 
plan. The additional minimum UabiUt)' is a result of the accumulated benefit obUgation exceeding the fair value of plan assets. 
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The portion of the additional mirUmum UabUity related to our employees in one of our rate jurisdictions results in the 
estabUshment of a regulatory asset of |6,167, as the Company expects recovery of the future, increased pension expense 
through customer rates. Since the balance of the additional minimum UabiUty of $4,742 may not be recovered through rates, 
the accounting requirements for recording a regulatory asset are not met and as a result this amount is recorded as accumulated 
other comprehensive loss through aggregate charges to accumulated other comprehensive income In 2004 and 2005, net of 
income tax benefits of $1,660. The change in the additional minimum UabiUty from December 31, 2004 to December 31, 2005 
resulted from the effect of a decreased discount rate, offset partiaUy by an increase in the pension plan assets during 2005 due 
to positive equity market performance and pension contributions. 

The Company has 401 (k) savings plans that cover substantiaUy aU 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 certain 
Umitations. The Company's matching contribution, recorded as compensation expense, was $1,236, $1,160 and $921 for the 
years ended December 31, 2005, 2004 and 2003, respectively. 

Water and Wastewater Rates 

In November 2005, the Company's Pennsylvania operating subsidiary. Aqua Pennsylvania, Inc., filed an appUcation with the 
Pennsylvania PubUc UtiUty Commission ("PAPUC") requesting a $38,800 or 14.4% increase in annual revenues. The 
appUcation is currently pending before the PAPUC and a final determination is anticipated by August 2006. On August 5, 
2004, the PAPUC granted Aqua Pennsylvania, Inc. a $13,800 base rate increase. The rates in effect at the time of the fiUng 
included $11,200 in Distribution System Improvement Charges ("DSIC") or 5.0% above the prior base rates. Consequentiy, 
the total base rates increased by $25,000 and the DSIC was reset to zero. 

In May 2004, the Company's operating subsidiary in Texas fUed an appUcation with the Texas Commission on Environmental 
QuaUty to increase rates by $11^920 over a multi-year period. The appUcation seeks to increase annual revenues in phases and 
is accompanied by a plan to defer and amortize a portion of the Company's depreciation, operating and other tax expense over 
a simUar 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 appUcation is currently pending before the Commission and several parties have joined the 
proceeding to chaUenge the rate request. The Company commenced biUing for the requested rates and implemented the 
deferral plan in August 2004, in accordance with authorization from the Texas Commission on Environmental QuaUty in July 
2004. The additional revenue biUed and coUected prior to the final ruling are subject to refund based on the outcome of the 
ruUng. The revenue recognized and the expenses deferred by the Company reflect an estimate of the final outcome of the 
ruUng. As of December 31, 2005, we have deferred $9,486 of expenses and recognized $5,202 of revenue that is subject to 
refund based on the outcome of the final commission order, which is not expected to be issued prior to December 2006. 

The Company's other operating subsidiaries were allowed annual rate increases of $5,142 in 2005, $6,673 in 2004 and $1,275 in 
2003, represented by twenty-three, fourteen and eight rate decisions, respectively. Revenues from these increases reaUzed in the 
year of grant were approximately $3,144, $3,995 and $839 in 2005, 2004 and 2003, respectively. 

Five states in which the Company operates permit water utiUties, and in some states wastewater utiUties, to add a surcharge to 
their water or wastewater biUs to offset the additional depreciation and capital costs related to infrastructure system 
replacement and rehabiUtation projects completed and placed into service between base rate fiUngs. Currently, Pennsylvania, 
IlUnois, Ohio, Indiana and Missouri aUow for the use of infrastructure rehabiUtation surcharges. These mechanisms typically 
adjust periodicaUy based on additional quaUfied capital expenditures completed or anticipated in a future period. The 
infrastructure rehabiUtation surcharge is capped as a percentage of base rates, generaUy 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 utiUt)''s earnings exceed a 
regulatory benchmark. Infrastructure rehabUitation surcharges provided revenues in 2005, 2004 and 2003 of $10,186, $7,817 
and $8,147, respectively. 
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Selected Ouarteriy Financial Data (Unaudited) 
(In thousands of dollars, except per share amounts) 

Aqua America, Inc. and Subsidiaries 

2005 

First 
Quarter 

Second 
Quarter 

Third 
Quarter 

Fourth 
Quarter Year 

Operating revenues 
Operations and maintenance expense 
Operating income 
Net income 
Basic net income per common share 
DUuted net income per common share 
Dividend paid per common share 
Dividend declared per common share 
Price range of common stock 

- high 
- low 

$ 113,988 
47,309 
42,771 
18,871 

0.15 
0.15 

0.0975 
0.0975 

19.37 
17.49 

123,100 
50,891 
48,593 
22,218 

0.17 
0.17 

0.0975 
0.0975 

23.24 
18.03 

136,783 
52,666 
59,091 
27,917 

0.22 
0.21 

0.0975 
0.2044 

29.15 
21.61 

$ 122,908 
52,222 
46,052 
22,150 

0.17 
0.17 

0.1069 

29.22 
22.88 

496,779 
203,088 
196,507 
91,156 

0.72 
0.71 

0.3994 
0.3994 

29.22 
17.49 

2004 
Operating revenues 
Operations and maintenance expense 
Operating income 
Net income 
Basic net income per common share 
Diluted net income per common share 
Dividend paid per common share 
Dividend declared per common share 
Price range of common stock 

-high 
- low 

99,768 
41,831 
36,444 
15,575 

0.13 
0.12 
0.09 
0.09 

17.14 
15.00 

106,524 
44,483 
40,473 
17,871 

0.14 
0.14 
0.09 
0.09 

16.47 
14.24 

120,305 
46,526 
50,997 
24,087 

0.19 
0.19 
0.09 

0.1875 

16.67 
14.18 

115,442 
45,505 
49,320 
22,474 

0.18 
0.18 

0.0975 

18.48 
15.58 

442,039 
178,345 
177,234 

80,007 
0.64 
0.64 

0.3675 
0.3675 

18.48 
14.18 

AU per share data as presented has been adjusted for the 2005 4-for-3 common stock spUt effected in the form of a 33 1/3% 
stock distribution. High and low prices of the Company's common stock are as reported on the New York Stock Exchange 
Composite Tape. The cash dividends paid in December 2005 of $0.1069 and December 2004 of $0.0975 were declared in 
August 2005 and August 2004, respectively. 
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Summary of Selected Financial Data 
(in thousands of dollars, except per share amounts) 

Aqua America, Inc. and Subsidiaries 

Years ended December 31, 2005 2004 (a) 2003 (b) 2002 2001 
PER COMMON SHARE: 

Net income 
Basic 
Diluted 

Cash dividends declared and paid 
Return on average stockholders' equity 
Book value at year end 
Market value at year end 

$0.72 
0.71 
0.40 

11.7%) 
$6.30 
27.30 

$0.64 $ 
0.64 
0.37 

11.4% 
$5.88 
18.44 

0.60 $ 
0.59 
0.34 

12.3% 
$5.33 
16.58 

0.59 $ 
0.58 
0.32 

13.9% 
$4.35 
12.36 

0.53 
0.52 
0.30 

13.3% 
$4.14 
13.53 

INCOME STATEMENT HIGHLIGHTS: 
Operating revenues 
Depreciation and amortization 
Interest expense, net (c) 
Income before income taxes 
Provision for income taxes 
Net income available to common stock 

$496,779 $442,039 $367,233 $322,028 $307,280 
65,488 
49,615 

148,069 
56,913 
91,156 

58,864 
46,375 

132,131 
52,124 
80,007 

51,463 
42,535 
116,718 
45,923 
70,785 

44,322 
39,007 
109,252 
42,046 
67,154 

40,168 
38,637 
99,087 
38,976 
60,005 

BALANCE SHEET HIGHLIGHTS: 
Total assets $2,626,725 $2,355,374 $2,071,252 $1,716,030 $1,554,483 
Property, plant and equipment, net 2,279,950 2,069,812 1,824,291 1,486,703 1,364,282 
Common stockliolders' equity 811,923 747,231 658,118 492,594 471,930 
Long-term debt, including current portion 903,083 834,656 736,052 617,175 531,455 
Total debt 1,041,588 909,466 832,511 732,288 641,123 

ADDITIONAL INFORMATION: 
Net cash flows from operating activities 
Capital additions 
Net cash expended for acquisitions 

of utility systems 
Dividends on common stock 
Number of customers served 
Number of shareholders of common stock 
Common shares outstanding (000) 
Employees (full-time) 

$199,674 
237,462 

11,633 
51,139 

864,894 
27,054 

128,970 
1,489 

$173,603 
195,736 

54,300 
45,807 
835,512 
24,082 

127,180 
1,442 

$143,373 
163,320 

192,331 
39,917 

749,491 
22,726 

123,452 
1,260 

$121,560 
136,164 

8,914 
36,789 

605,474 
21,389 

113,194 
971 

$102,165 
124,088 

9,517 
34,234 

587,537 
20,920 

113,977 
951 

All per share data as presented has been adjusted for the 2005 4-for-3 common stock spUt 
effected in the form of a 33 1/3% stock distribution. 

(a) 2004 includes a partial year of finanlcal results for the mid-year acquisition of Heater UtiUties, Inc. 
and certain utiUty assets of Florida Water Services Corporation. 

(b) 2003 includes five months of financial results for the AquaSource operations acquired In July 2003. 
(c) Net of allowance for funds used during construction and interest income. 
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AQUA AMERICA, INC, AND SUBSIDIARIES 
INVESTOR RELATIONS INFORMATION 

Einancial 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.aquaamerica.com 

Corporate Governance 

We are committed to maintaining high standards of corporate governance and have implemented 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.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~l4(a) under the Securities and Exchange Act of 1934, Aqua America's chief executive officer and chief 
financial officer have performed the required certification for 2005 without exception and their certifications were filed as Exhibits 31.1 
and 31.2 to our Form 10-K for 2005. You may access this report and our other SEC filings from our Web site. In addition, in 2005 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 
Wednesday, May 17, 2006 
Drexelbrook Banquet Facility and Corporate Events Center 
Drexelbrook Drive and Valley Road 
Drexel Hill, PA 19026 

Transfer Agent and Registrar 

Computershare Trust Company, N.A. 
P.O. Box 43010 
Providence, RI 02940-3010 
800.205.8314 or 781.575.3100 
www.computershare.com/equiserve 

Independent Registered Public Accounting Firm 

PricewaterhouseCoopers ULP 
Two Commerce Square 
Suite 1700 
2001 Market St. 
Philadelphia, PA 19103-7042 

Stock Exciianges 

The Common Stock of the company is listed on the New York Stock Exchange and the Philadelphia Stock Exchange under the ticker 
symbol WTR. The daily closing price is printed in The Wall Street Journal as AquaAmer. Uistings might vary in other major newspapers. 

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/equiserve. 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 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, IRA 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 
Shareholders 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 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 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 2006 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 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 at 800.205.8314. 

Account Access 

Aqua America shareholders may access their account by visiting www.computershare.com/equiserve. Shareholders may view their 
account, purchase additional shares, and make changes to their account. To learn more, visit www.computershare.com/equiserve or call 
800.205.8314. 

Dividends 

Aqua America has paid dividends for 60 consecutive years. The normal Common Stock dividend dates for 2006 and the first six months 
of 2007 are: 

Declaration Date Ex-Dividend Date Record Date Payment Date 
February 2, 2006 February 12, 2006 February 14, 2006 March i, 2006 
May 5, 2006 May 16, 2006 May 18, 2006 June 1, 2006 
August 1, 2006 August 16, 2006 August 18, 2006 September 1, 2006 
November 6, 2006 November 15, 2006 November 17, 2006 December 1, 2006 
January 30, 2007 February 13, 2007 February 15, 2007 March I, 2007 
May 7, 2007 May 16, 2007 May 18, 2007 June 1, 2007 

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. 

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. AU 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 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 43010, 
Providence, RI 02940-3010. 
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COMPANY PROFILE 

Aqua America, Inc. 

-based 

publicly-traded water ulilit> 

serving more than 2.5 

million residents in 

Pennsylvania, Ohio, North 

Carolina. Illinois. Texas 

New Jersey, Llorida, Indiana, 

uinia, Maine, Missouri, 

New York and South 

Carolina. Aqua America is 

listed on both the New York 

and Philadelphia Stock 

aimes under the ticker 

r l N A N C I A L , X T l C r H L l C r r l T S (in thousands of dollars, except per share amounts) 

2004 20Q3 % Change 

• Operating revenues $ 442,039 $ 367,233 20.4 
• Net income available to 

common stock 80,007 70,785 13.0 
• Diluted net income per 

common stiare 0.85 0.79 7.6 
• Annual dividend rate per 

common sliare 0.52 0.48 8.3 
• Dividends paid per 

common share 0.490 0.456 7.5 
• Common stockholders' equity 

per share 7.83 7.11 10.1 
• Stockholders' equity 748,468 659,030 13.6 
• Total assets 2,340,248 2,069,736 13.1 
• Net cash flows from 

operating activities 173,603 143,373 21.1 
• Capital additions (a) 195,736 163,320 19.8 
•Number of customers served 835,512 749,491 11.5 

(a) Excludes net payments for acquired water and wastewater systems: $54,300 in 2004 and 
$192,331 in 2003. 
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Aqua America, Inc. ^ / 

• The largest U.S.-based, 
publicly-traded water 
utility 

• Growing at twice the rate 
of other water utilities 

• More than 100 acquisitions 
and growth ventures in 
the past five years. 

symbol WTR 



CHAIRMAN^S MESSAGE 

Dear Shareholder: 

Growth remained the theme of our 2004 performance. 

This past year was another exciting year of double-digit customer growth, with the addition of more than 
85,000 customers through a combination of acquisitions and organic growth. Customer growth facilitates 
earnings growth, as new customers generate additional revenues, improve economies of scale, and provide 
increased opportunities for us to invest capital to improve and upgrade our utility systems. 

Shareholders of Aqua America once again experienced double-digit growth in the return on their investment 
during 2004, with our stock price appreciating 11 percent and shareholders who reinvested their dividends 
reaping a total return of 13 percent. Additionally, the Board approved an 8,3 percent increase in the dividend effective with the 
December 1, 2004 dividend payment. Our Board remains committed to enhancing shareholder value having increased our dividend 14 
times in the last 13 years. 

We are pleased to report record financial results for 2004, including 20 percent revenue growth and a 13 percent increase in net income. 
Revenues grew from $367 million in 2003 to $442 million for the full year 2004. Net income grew to $80 million this year from $70 
million in 2003 and corresponding diluted earnings per share grew to $0.85 from $0.79 in 2003. These increases were aided by the mid
year acquisitions of Heater Utilities in North Carolina and the 63 systems from Florida Water Services in Florida, which collectively 
added more than 65,000 customers to our base. Additional growth was achieved with 27 other "tuck-in" acquisitions in many of our 
other states. 

This year was also one of successful rate increases with more than $27 million in annualized revenue awarded in 2004, contributing to • 
our financial performance. We are pleased with the fair treatment we have received from the regulatory commissions that govern our 
operations and believe we have earned a reputation as a responsible, accountable water utility focused on water quality, infrastructure 
improvement and customer service. 

Standard and Poors confirmed the A+ corporate credit rating on our largest subsidiary Aqua Pennsylvania, and a AA- rating on our 
first mortgage bonds. As a result of our excellent credit rating, we were able to refinance existing debt and issue new debt at low interest 
rates, borrowing $132.2 million at an average interest rate of 4.8 percent during 2004. Through our refinancing and low-interest 
borrowing efforts, we were able to reduce the overall weighted average cost on our $834.7 million of long-term debt from 6.2 percent to 
6.0 percent during the year. Our ability to borrow at such low rates provides a direct benefit to our customers, as it allows us to partiaUy 
mitigate needed rate increases. 

In November, we completed an underwritten secondary offering of 1.955 million shares of common stock at a public offering price of 
$22.70. The shares were distributed to a diverse group of predominantly retail shareholders. The proceeds of the offering were used to 
repay a portion of our short-term debt with the balance used for working capital and other general corporate purposes. 

Operating efficiency has been a consistent theme in our core strategy. Operating expenses had experienced upward pressure after the 
acquisition of AquaSource (2003) and our recent acquisitions of Heater and Florida Water, which all have smaller, more geographically 
dispersed systems and operate with a higher expense structure than our traditional operations. This year we worked diligently to improve 
the operating efficiency of these newly-acquired properties. While we made considerable progress, we have more opportunity for 
improvement and anticipate making greater progress over the coming years. We remain committed to managing our business as 
efficiently as is prudent. 

The Sarbanes-Oxley Act has changed the face of public company accountability and corporate governance standards. Being a regulated; 
entity and providing a product that has a public health impact, we have always had a history and culture of compliance with regulatory : 
standards. In 2004, we completed the new audit of internal control over financial reporting for the first time. We are pleased to report 
that our assessment concluded that our controls are effective and that we have no material weaknesses. Our auditors reached a 
similar conclusion. 

This year we mourned the passing of one of our esteemed board members, G. Fred DiBona, Jr. Mr. DiBona, who served as the CEO of 
Independence Blue Cross, joined our board in 1993, His contribution over the years was significant as we have grown from a small, 
regional, regulated water utility to one of the water industry's leading companies. His wit and wisdom will be sorely missed. 

As we move forward, we firmly believe that our consolidation strategy remains sustainable in the fragmented water service industry. 
With more than 50,000 water systems in the U.S., there is no shortage of acquisition opportunities. As the largest US-based, publicly-
traded company in our sector with a reputation for excellence, we believe that we are uniquely positioned to capitalize on the 
industry's consolidation. 

Aqua America's success is built on the foundation of a four-legged stool supported by our customers, shareholders, employees and the 
communities we serve. Thanks to the commitment of each of these constituents, we are pleased to report that Aqua America has delivered 
another record year. 

Sincerely, 

Nicholas DeBenedictis 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

MANAGEMENTS DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RESULTS OF OPERATIONS 

(In thousands of doUars, except per share amounts) 

FORWARP-LQQKINQ STATEMENT? 

This report by Aqua America, Inc. (**Aqua America,'* *Sve" or 'Sis*') contains, in addition to historical 
information, forward-looking statements within the meaning of die Private Securities litigation Reform Act of 
1995. Tiiese forward-looking statements involve risks, uncertainties and other factors, many of which are outside 
our control, that may cause our actual results, performance or achievements to be materially different ftom aay 
future results, performance or achievements expressed or implied by these forward-looking statements. In some 
cases you can identify forward-looking statements where statements are preceded by, followed by or include the 
words *1jelieves," "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 and related funding requirements; 

dividend payment projections; 

future financing plans; 

future 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 and facilities; 

general economic conditions; 

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

The impact of accounting pronouncements. 

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

• changes in genetal economic, business and financial market conditions; 

• changes in government regulations and policies, including environmental and public utility regulations 
and policies; 

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

• abnormal weather conditions; 

• changes in capital requirements; 

• changes in our credit rating; 

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

• our ability to manage the expansion of our business; 

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



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 amounts) 

• the effect of the loss of major customers; 

• unanticipated capital requirements; 

• 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; 

• cost overruns relating to improvements or the expansion of our operations; and 

• civil disturbance or terroristic threats or acts. 

Given these uncertainties, you should not place undue reliance on these forward-looking statements. 
You should read this report with the understanding that our actual future results may be materially different 
from what we expect. These forward-looking statements represent our estimates and assumptions only as of 
the date of this report. Except for our ongoing obligations to disclose material information xmder the federal 
securities laws, we are not obligated to update these forward-looking statements, even though our situation 
may change in the future. We qualify all of our forward-looking statements by these cautionary statements. 

GENERAL INFORMATION 

Nmne Chaogg 

On January 16,2004, we changed our name to Aqua America, Inc. firom Philadelphia Suburban 
Corporation. In addition, we changed our ticker symbol to WTR from PSC on the New York Stock Exchange and 
Philadelphia Stock Exchange on January 20,2004. 

Aqua America, Inc. is the holding company for regulated utilities providing water or wastewater services to 
more than 2.5 million people in Pennsylvania, Ohio, North Carolina, Illinois, Texas, New Jersey, Florida, Indiana, 
Virginia, Maine, Missouri, New York and South Carolina. Our largest operating subsidiary, Aqua Pennsylvania, Inc. 
- formerly Pennsylvania Suburban Water Company, accounts for approximately 57% of our operating revenues and 
provides water or wastewater services to approximately 1.3 million residents in the suburban areas nortii and west 
of the City of Philadelphia and in 21 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 parties dose to our operating companies' service territories. We are 
the largest U.S.-based publicly-traded water utility based on number of people served. 

The mission of the investor-owned water utility industry is to provide quality and reliable water service at 
an affordable price for the customer, and provide a fair return to its shareholders. A number of challenges face the 
industry, 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 
• the impact of weather and drought conditions on water sales demand. 

Aqua America, Inc. strives to achieve the industry mission by effective planning and efficient use of its 
resources to meet the industry challenges. 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 
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and other infrastructure. This factor is important in our continued profitability and in providing a fait return to our 
shareholders, and dius providing access to capital markets to help fund these investments. Often these utMty 
investments are requited by a changed federal or state environmental standard, to improve our abiUty to deliver 
quality customer service, or to assist in our ability to supply water in sufficient quantities for future demand or when 
expedendng drought conditions. A strategy to meet the above chaUenges 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. This growth-through-acquisition strategy allows us to operate more 
efficiendy and provides an important source for possible future growth. The ability to successfully execute this 
strategy and meet the industry challenges is largely due to our qualified and trained workforce, which we strive to 
retain by treating employees fairly and providing our employees with development and growth opportunities. 

We believe that acquisitions will continue to be an important source of growth for us. With more than 
50,000 community water systems in the U.S., 84% of which serve less than 3,300 customers, the water industry is 
the most fragmented of the major utiHty industries (telephone, natural gas, electric, water and wastewatet). In the 
states where we operate, we believe there are over 22,000 public water systems of widely varying size, witii the 
majority of the population being served by government-owned water systems. 

Although not as fragmented as the water industry, the wastewater industry in the U.S. also presents 
opportunities for consolidation. According to tiie U.S. Environmental Protection Agency's (EPA) most recent 
survey of publicly-owned wastewater treatment facilities in 2000, there are approximately 16,000 such facilities in the 
nation serving approximately 72% of the U.S. population. The remaining population represents individual 
homeowners with their own treatment facilities; for example, community on-lot disposal systems and septic tank 
systems. The vast majority of wastewater facilities are government-owned rather than privately-owned. The EPA 
survey also indicated that there are approximately 6,600 wastewatet facilities in operation or planned in the 13 states 
where we operate. 

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

• the. benefits of economies of scale; 

• increasingly stringent environmental regulations; 
• the need for capital investment; and 

• the need for technological and managerial expertise. 

Onjune 1,2004, we acquired the capital stock of Heater Utilities, Inc, for $48,000 in cash and the 
assumption of long-term debt of jf 19,219 and short-term debt of $8,500. The acquired operation provides water 
and wastewatet service to over 50,000 watet and wastewater customers primarily in the areas of suburban Raleigh, 
Charlotte, Gastonia and Fayetteville, North Carolina. Onjune 30,2004, we acquired certain utility assets of Florida 
Water Services Corporation, comprised of 63 water and wastewater systems located in central Florida for $14,747 in 
cash. In accordance with Florida procedures, die acquisition remains subject to regulatory approval by the Florida 
Public Service Commission. Tliis process is not expected to be completed prior to September 2005. The operating 
results of these acquisitions have been included in our consolidated financial statements beginning on the respective 
acquisition dates. Under the terms of the purchase agreement, the Commission's review process may result in an 
adjustment pf the fin^ purchase price based pn the Commission's determination of plant investment for the 
systems. The final purchase price is not eiqjected to result in the recognition of goodwill 

On July 31,2003, we completed die acquisition of four operating water and wastewater subsidiaries of 
AquaSource, Inc., a subsidiary of DQE, Inc., including selected, integrated operating and maintenance contracts and 
related assets, for $178,428 in cash, as adjusted for a purchase price reduction received in August 2004 of $12,289 
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pursuant to the purchase agreement. The acquired operations of AquaSource serve over 130,000 water and 
wastewater customer accounts in 11 states; including the Connecticut and Kentucky operations which were 
subsequentiy sold to other parties. The operating resiilts of AquaSource have been included in our consoHdated 
financial statements beginning August 1,2003. Please refer to die section captioned "Acquisitions" for an 
expanded discussion of acquisitions. 

We are actively exploring other opportunities to expand our water and wastewater utiHty operations 
throi^h acquisitions or otiierwise. We intend to continue to pursue acquisitions of municipaUy-owned and 
investor-owned water and wastewater systems of aU sizes diat provide services in areas adjacent to our existing 
service territories or in new service areas. 

Following are our selected five-year financial statistics: 

Years ended December 31, 2004 (a) 2003 (b) 2002 (c) 2001 2000 (d) 

Operating revenues 

Operations and maintenance expense 

Net income available to common stock 

Capital expenditures 

$ 442,039 

$ 178,345 

$ 80,007 

$ 195,736 

$ 367,233 

$ 140,602 

$ 70,785 

$ 163,320 

$ 322,028 

$ 117.735 

$ 67,154 

$ 136,164 

$ 307,280 

1 111,885 

$ 60,005 

$ 124,088 

1 274,014 

$ 101,741 

$ 52,784 

$ 129,740 
Operating Statistics 
Selected operating results as a 

percentage of operating revenues: 
Operations and maintenance 
Depreciation and amortization 
Taxes other than income taxes 
Interest expense, net 
Net income available to common stock 

40.3% 
13.3% 
6.2% 

11.0% 

38.3% 
14.0% 
5.9% 

12.2% 

36.6% 
13.8% 
6.0% 

12.5% 

36.4% 
13.1% 
6.8% 

11.9% 

37.1% 
12.4% 
8.2% 

12.9% 
18.1% 19.3% 20.9% 19.5% 19.3% 

Effective tax rates 39.4% 39.3% 38.5% 39.3% 39.2% 

(a) Net income available to common stock and net income includes the gain of $1,522 ($2,342 pre-tax) 
reaUzed on the sale of our Geneva, Ohio water system. The gain is reported in the 2004 consoHdated 
statement of income as a reduction to operations and maintenance expense. 
(b) 2003 includes five months of financial results for the AquaSource operations acquired in July 2003. 
(c) Net income available to common stock and net income includes the gain of $3,690 ($5,676 pre-tax) 
reaUzed on the sale of a portion of our Ashtabula, Ohio water system. 
(d) Net income available to common stock and net income includes the gain of $2,236 ($4,041 pre-tax) for 
the partial recovery of the merger costs related to the merger with Consximers Water Company. 

We consider the following nonfinancial measure and financial measures to be the fundamental basis by 
which we evaluate our performance: number of customers, operating revenues, net income and our dividend rate 
on common stock. In addition, we consider other key financial measures in evaluating our operating results: the 
ratio of operations and maintenance expense compared to operating revenues (this percentage is termed 
"operating expense ratio"); return on revenues (net income divided by operating revenues); and earnings before 
interest, taxes, depreciation and amortization ("EBITDA"). These measurements ate reviewed regularly and 
compared to historical periods as weU as our operating budget as approved by the Aqua America, Inc. Board of 
Directors. 
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Our operating expense ratio is one measure that we use to evaluate our operating efficiency and 
management effectiveness. As reported in the above table and as anticipated, our operating expense ratio 
increased for 2004 over 2003, and 2003 as compared to 2002 as a result of the additional operating costs associated 
with the AquaSource acquisition which closed on July 31, 2003. Our 2004 results reflect a fuU twelve months of 
operating results for this acquisition and only five months in 2003. The business model of the acquired 
AquaSource operations, generaUy referred to as our Aqua South operations, are different from the rest of the Aqua 
America operations. The Aqua South operations are comprised of approximately 600 smaU systems, whkh are 
generaUy clustered in regions to achieve some level of operating efficiency. However, the small, sepatate systems 
of the Aqua South operations results in the additional operating revenues generated by the Aqua South operations 
being accompanied by a l%her ratio of operations and maintenance expenses than the level Aqua America 
experiences in the rest of the Aqua America operations. The Aqua South operations can be characterized as 
having relatively-higher fixed costs to operate In contrast to the rest of the Aqua America operations which 
generaUy consist of larger, interconnected systems resulting in higher fixed capital costs (utiUty plant investment) 
and lower operating costs per customer. For the twelve-month period ending June 30,2003, the last reporting 
period before the July 31,2003 closing of AquaSource, our operating expense ratio decUned to 36.5%, from 36.6% 
for the year ended December 31,2002. We are implementing management systems over time that wiU aUow us to 
further control costs and improve efficiencies, but the effect of this acquisition wiU be to increase our overaU 
operating expense ratio from the levels experienced during the preceding five years. Consequendy, as anticipated 
our return on revenues, net income divided by operating revenues, in 2004 was lower than in the previous four 
years as a result of the impact of the higher cost of Aqua South's operations, 

FoUowing ate out selected five-year operating and sales statistics: 

Years ended December 31, 2004 2003 2002 2001 2000 

Customers 

Operating 

Revenues (a) 

Residential water 

Commercial water 

Industrial water 

Other water 

Wastewater 

Total 

Residential water 

Commercial watet 

Industtial water 

Other water 

Wastewatet 

Other 

Total 

702,367 

33,720 

1,365 

15,700 

82,360 
835,512 

$ 264,910 $ 

65,605 

17,377 

44,593 

35,931 

13,623 

$ 442,039 $ 

624,355 

33,015 

1,397 

20,483 

70,241 

749,491 

218,487 $ 

61,343 

17,675 

40,048 

17,874 

11,806 

367,233 $ 

535,506 

30,355 

1,423 

16,466 

21,724 

605,474 

197,190 $ 

55,962 

17,221 

36,255 

8,210 

7,190 

322.028 $ 

526.776 

29.745 

1.454 

9,947 

19.615 

587,537 

188.303 $ 

53,103 

16,141 

35,681 

6,960 

7,092 

307,280 $ 

512,442 

29,317 

1.446 

9,500 

12,441 
565,146 

170,597 

47,109 

14,943 

29,582 

5,414 

6,369 

274,014 

(a) 2003 includes five months of fmancial results for the operations acquired in the AquaSource acquisition. 
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RESULTS OF OPERATIONS 

Our net income has grown at an annual compound rate of approximately 17.1% during the five-year 
period ended December 31,2004. The five year annual compound growth rate is higjiet than the rate typicaUy 
experienced due to the base year 1999 results including the after-tax mei^er costs of $8,596 associated with the 
Consumers Water Company merger. As a comparison, our net income fot the periods ended December 31,2004 
has grown at annual compound rate of approximately 10.1% during the past six yeats, 11.0%) during the past four 
years, and 10.0% during the past three years. During the past five years, operating revenues grew at a compound 
rate of 11.5% and total expenses, exclusive of income taxes, grew at a compound rate of 11.0%. 

Operating Revenues 

The growth in revenues over the past five years is a result of increases in both the customer base and in 
water rates. The number of customers incteased at an annual compound tate of 8.8% in the past five years 
primarily as a tesult of acquisitions of watet and wastewatet systems, including the mid-year 2004 Heatet and 
Florida Watet Services acquisitions, and the AquaSource acquisition completed July 2003. Acquisitions made 
during the five-year period ended December 31,2(X)4 have provided watet and wastewater revenues of 
approximately $90,187 in 2004, $34,960 in 2003 and $8,758 in 2002. Excluding die effect of acquisitions, our 
customer base increased at a five-year annual compound rate of 1.2yo. Rate increases implemented during the past 
three years have provided additional operating revenues of approximately $15,800 in 2004, $19,900 in 2003 and 
$14,700 in 2002. In addition to r ^ ^ t e d water and wastewater operating revenues, we had other non-iegulated 
tevenues diat wete primarily associated with operating and maintenance contracts, and data processing service fees 
of $13,623 in 2004, $11,806 in 2003 and $7,190 in 2002. The increases in 2004 and 2003 over the previous year 
resulted primarily from the additional tevenues from contract operations associated with the July 2003 AquaSource 
acquisition. 

Bcotiotnic 'Regulation— Most of our water and wastewater utUity operations are subject to regulation by theit 
respective state regulatoty commissions, which have broad administtatrve powet and authority to regulate tates and 
charges, determine franchise areas and conditions of setvice, approve acquisitions and authorize the issuance of 
securities. A smaU number of out operations ate subject to tate regulation by county ot city government. The 
profitabiHty of our utiHty operations is influenced a great extent by the timeUness and adequacy of rate aUowances 
in the various states in which we operate. Accordingly, we maintain a tate case man^;ement capabUity to provide 
that the tariffs of the utiUty operations teflect, to the extent practicable, the timely recovety of incteases in costs of 
operations, capital, taxes, energy, materials and compliance with environmental regulations. In assessing our rate 
case strategy, we considet the amo;mt of utiHty plant additions and replacements made since the previous rate 
decision, die changes in the cost of capital, changes in the capital structure and changes in othet costs. Based on 
these assessments, out utiUty opetations periodicaUy file rate increase requests with theit respective state regulatory 
commissions. 

On August 5,2004, the Pennsylvania PubUc UtiHty Commission (PAPUQ granted out Pennsylvania 
operating subsidiary a $13,800 base rate increase. The rates in effect at die time of die fiHng included $11,200 in 
Distribution System Improvement Charges (*T)SIC") or 5.0% above the prior base tates. Consequentiy, the total 
base rates incteased by $25,000 and the DSIC was reset to zero. On August 1,2002, die PAPUC granted our 
Pennsylvania operating subsidiary a $21,226 base rate increase. The rates in effect at the time of die fiUng included 
$9,400 in DSIC at 5.0%. Consequendy, the total base rates increased by $30,626 and the DSIC was reset to zero. 

In May 2004, our operating subsidiary in Texas filed an appHcation with the Texas Commission on 
Environmental QuaHty to increase tates by $11,920 ovet a multi-yeat period. The appHcation seeks to increase 
annual revenues in phases and is accompanied by a plan to defer and amortize a portion of our depreciation, 
opetating and othet tax expense over a similar multi-year period, such that the annual impact on operating income 
approximates the requested amount The appHcation is currentiy pending before the Commission. We 
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commenced biUing fot the requested tates and implemented the deferral plan in August 2004, in accordance with 
authorization from the Texas Commission on Environmental QuaUty in July 2004. The additional tevenue biUed 
and coUected prior to the final ruling ate 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 ruling. 

Our operating subsidiaries located in other states received rate increases representing estimated annuaUzed 
revenues of $6,673 in 2004 resulting from fourteen rate decisions, $1,275 in 2003 resulting from eight rate 
decisions and $3,024 in 2002 resulting from thirteen rate decisions. Revenues from these increases realized in the 
year of grant were approximately $3,995 in 2004, $839 in 2003 and $1,403 in 2002. These operating subsidiaries 
currentiy have eleven tate tequests in ptocess requesting a $6,513 increase in annual tevenues. These tequests ate 
currentiy under review by the respective state regulatoty commissions. During 2005, we intend to file twenty-two 
rate requests requesting an aggregate of approximately $18,682 of increased annual revenues. 

Kevenue Surcharges - Four states in which we operate permit water utUities, and in some states wastewater utiUties, to 
add a surcharge to their water ot wastewatet bUls to offset the additional deptedation and capital costs associated 
with cettain capital expenditutes related to replacing and rehabiUtating infrastructure systems. Prior to these 
mechanisms being approved, water and wastewater utiHties absorbed aU of die 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 
infrastructure rehabiUtation surcharge mechanism is intended to substantiaUy reduce regulatoty lag which often 
acted as a disincentive to water and wastewater utiUties to rehabUitate theit infrastmcture. In addition, our 
subsidiaries in certain states use a surcharge or credit on their biU to reflect certain aUowable changes in costs until 
such time as these costs are fuUy incorporated in base rates. 

Curtentiy, Pennsylvania, lUinois, Ohio and Indiana aUow fot the use of infrastructure rehabiUtation 
surcharges. In Pennsylvania, this mechanism is referred to as a DSIC. These mechanisms typicaUy adjust 
periodicaUy based on additional qualified capital expenditutes completed ot anticipated in a future period. The 
infrastructure rehabiUtation surcharge is capped as a percentage of base rates, generaUy 5% of base rates, and is 
reset to zero when new base rates that reflect the costs of those additions become effective or when a utUity's 
earnings exceed a regulatory benchmark. Infrastmcture rehabUitation surcharges provided tevenues of $7,817 in 
2004, $8,147 in 2003 and $5,518 in 2002. 

Sendout— "Sendout" teptesents the quantity of tteated watet deUveted 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 duting the late spring and summer months when nonessential and recreational use of 
water is at its highest. Consequendy, 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 rainfaU decreases water consumption. Also, an increase in the average temperature generaUy 
causes an increase in water consumption. Conservation efforts, constmction codes which require the use of low 
flow plumbing fixtures, as weU as mandated watet use testrictions in tesponse to dtought conditions, also affect 
water consumption. 

The geographic diversity of out customer base helps teduce our exposure to extreme ot unusual weather 
conditions in any one area of out setvice territory. Our geographic diversity has continued to widen as a result of 
the Heater and Florida Water acquisitions which closed in mid-year 2004 and the AquaSource acquisition which 
closed in July 2003. During the year ended December 31,2004, which included only the partial year operating 
revenues from the Heater and Florida Water acquisitions, our operating revenues were derived principaUy from 
the foUowing states: 57% in Pennsylvania, 9% in Ohio, 7% in lUinois, 7% in Texas, 5% in New Jersey, and 4Vo in 
Notth Catolina. 
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On occasion, drought warnings and water use restrictions are issued by governmental authorities fot 
portions of out setvice tetritories in tesponse to extended periods of dty weather conditions. The timing and 
duration of the warnings and restrictions can have an impact on out water revenues and net income. In general, 
watet consumption in the summet months is affected by drought warnings and restrictions to a higjier degree 
because nonessential and recreational use of water is highest durir^ tiie summer mondis, particularly in our 
northern service territories. At other times of the year, warnings and restrictions generaUy have less of an effect on 
water consumption. During the period from November 2001 to December 2002, at various times in specific 
counties and to varying degrees, drought warnings or drought emergencies were declared by the Commonwealth 
of Pennsylvania for substantial portions of out Pennsylvania setvice territories. A dtought warning caUs for a 10 to 
15 percent voluntary teduction of watet use, particularly non-essential uses of water. A drought emergency 
imposes a ban on nonessential water use. Water use restrictions wete also imposed and relaxed at various times 
during 2002 in out setvice tetritories in New Jersey. Currentiy there ate no drought warnings ot testrictions in any 
of die areas we serve, 

Qp^ ;̂at;iQn§ m j M ^ t e n ^ c e Expenses 

Operations and maintenance expenses totaled $178,345 in 2004, $140,602 in 2003 and $117,735 in 2002. 
Most elements of operating costs are subject to the effects of inflation, and changes in the nxmiber of customers 
served, and several elements ate subject to the effects of changes in watet consumption, weather and the degree of 
water treatment required due to variations in the quaHty of the taw water. The principal elements of operating 
costs ate labot and employee benefits, electricity, chemicals, maintenance expenses and insurance costs. Electricity 
and chemical expenses vary in relationship to water consumption, raw water quaHty, and to a lesser extent the 
competitive electric market in some of the states in which we operate. Maintenance expenses ate sensitive to 
extremely cold weather, which can cause water mains to mptute. Operations and maintenance expenses incteased 
in 2004 as compated to 2003 by $37,743 ot 26.8% due to added operating costs associated with acquisitions of 
$36,123, additional posttetirement costs of $2,110, incteased accounting expense of $1,496 for assessing internal 
conttol effectiveness iinder tiie Sarbanes-Oxley Act and higher water production expenses. Partially offsetting 
these increases were lower insurance costs due to the favorable settiement of insurance claims during 2004, and the 
gain on the sale of the Geneva, Ohio watet system of $2,342. In the consoUdated statement of income for 2004, 
die gain on the sale of the Geneva watet system is reported as a component of the Hne titied operations and 
maintenance expense. The impact of acquisitions is primarily the tesult of the effect of AqmSource for the fiiU 
twelve-month period versus five mondis in 2003, and the mid-year 2004 acquisitions of Heater and die Florida 
Water Services systems. 

Operations and maintenance expenses increased in 2003 as compared to 2002 by $22^867 or 19.4% due to 
additional operating costs associated with acquisitions of $18,526, primarily from AquaSource, higher 
posttetirement costs, and additional maintenance costs, offset in part by reduced bad debt expense. The 
posttetirement benefits expense increase resulted principaUy B:om higher pension costs and increased retiree 
medical costs. The incteased maintenance expenses are primarily a tesult of additional main bteak tepairs resulting 
from tiie relatively harsh winter weather experienced in early 2003 in our northern service territory. 

Depreciation and Amortization Expenses 

Depreciation expense was $54,564 in 2004, $48,522 in 2003 and $41,424 in 2002, and has increased 
principaUy as a result of the significant capital expenditures made to expand and improve our utiHty facUities, and as 
a result of acquisitions of watet systems. 

Amortization expense was $4,300 in 2004, $2,941 in 2003 and $2,898 in 2002. l l ie increase in 2004 and 
2003 is due to the amortization of die costs associated with, and other costs being recovered in, various rate fiHngs. 
Expenses associated with filing rate cases are deferred and amortized over periods that generaUy range from one to 
three yeats. 
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Taxes Odiet dian Income Taxes 

Taxes otiier than income taxes increased by $5,989 or 27.7% in 2004 as compared to 2003 and $2,140 or 
11.0% in 2003 as compared to 2002. The increase in both 2004 and 2003 is due to additional taxes associated with 
acquisitions and incteases in state taxes, live othet taxes associated with acquisitions tesulted from the effect of 
the July 2003 AquaSoutce acquisition fot a twelve-month period in 2004 as compated to the five-montii period in 
2003. and the mid-year 2004 acquisitions of Heatet UtiUties and the systems of Florida Water. 

Interest Expense, net 

Net interest expense was $48,679 in 2004, $44,662 in 2003 and $40,396 in 2002. Interest income of $1,762 
in 2004, $395 in 2003 and $287 in 2002 was netted against interest expense. Interest expense incteased in 2004 
and in 2003 primarily as a result of higher levels of borrowings, offset partiaUy by the effects of decreased interest 
rates on borrowings. The higher level of average borrowings in 2004 and 2003 was used to finance the acquisition 
of AquaSource in July 2003, the Heater and Florida Water acquisitions in mid-yeat 2004, and capital expenditures. 
Interest income increased in 2004 due to $532 of interest income in connection with the arbitration award related 
to the final purchase price for the AquaSource acquisition received in 2004 and additional interest income 
associated with acquisitions. Interest expense during 2004 was favorably impacted by a reduction in the we^hted 
cost of long-term debt from 6.19% at December 31,2003 to 6.00% at December 31,2004. 

Allowance for Funds Used During Constmction 

The aUowance for fimds used during constmction (AFUDC) was $2,304 in 2004. $2,127 in 2003 and 
$1,389 in 2002 and has varied over the years as a result of changes in the average balance of utiUty plant 
constmction work in progress (CWIP). to which AFUDC is appHed, and to changes in the AFUDC rate. The 
increase in 2004 is due to an increase In the average balance of CWIP to which AFUDC is appHed. The increase in 
2003 is due to an increase in the AFUDC rate as a result of tax-exempt borrowings for our multi-year 
infrastmcture rehabUitation plan and an increase in the average balance of CWIP. 

Gain on Sale of Water System 

Gain on sale of water system represents the gain realized on the December 2002 sale of a portion of the 
Ashtabula, Ohio water system to the county government The sale provided $12,118 of net proceeds and resulted 
in 2002 pre-tax gain of $5,676. The gain reaUzed on the December 2004 sale of the Geneva. Ohio water system to 
the City of Geneva of $2,342 is reported in the consoHdated statement of income as a component of the Une titied 
operations and maintenance expense. 

Gain on Sale of Other Assets 

Gain on sale of otiier assets totaled $1,272 in 2004, $5,692 in 2003 and $2,079 in 2002 and consisted of 
gains on land and marketable securities sales. Gain on sale of land totaled $869 in 2004, $5,153 in 2003 and $900 
in 2002. Gain on sale of marketable securities totaled $403 in 2004, $539 in 2003 and $1,179 in 2002. 

Income Taxes 

Our effective income tax rate was 39.4% in 2004,39.3% in 2003 and 38.5% in 2002. The changes in die 
effective tax rates in 2004 and 2003 are due to differences between tax deductible expenses and book expenses. 
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SJ^QOM^ 

Operating income was $177,234 in 2004, $153,561 in 2003 and $140,504 in 2002 and net income available 
to common stock was $80,007 in 2004, $70,785 in 2003 and $67,154 in 2002. DUuted income per share was $0.85 
in 2004, $0.79 in 2003 and $0.78 in 2002. The changes in die pet shate income in 2004 and 2003 ovet die ptevious 
years were due to the aforementioned changes in income and impacted by a 5.6%) increase in the averse number 
of common shaies outstanding during 2004 and a 3.1% increase in the average number of common shares 
outstanding during 2003, respectively. The increase in the number of shares outstanding in 2004 and 2003 is 
primarily a result of the additional shares issued in common share offerings and through our dividend 
reinvestment plan, employee stock purchase plan and equity compensation plan. 

Aldiough we have experienced increased income in the recent past, continued adequate rate increases 
reflecting incteased operating costs and new capital investments are important to the future reaUzation of 
improved profitabUity. 

Fourth Quarter Results 

Net income available to common stock was $22,474 in the fourtii quarter of 2004 and $18,606 in tiie same 
period of 2003. The change in net income is due to a $14,230 increase in operating revenues, offset by increased 
opetations and maintenance expense of $3,373, incteased intetest e3q>ense of $1,418, a lower gain on sales of othet 
assets of $973 and increased amortization expense of $514. The increase in opetating tevenues was a result of 
additional revenues of $9,006 resulting from an increase in watet tates granted to out operating subsidiaries, and 
the additional revenues from acquisitions, offset partiaUy by teduced infirastmcture rehabiUtation surcharge revenue 
of $2,036. The teduction in inftastmctute tehabUitation surcharge revenues is due to the August 2004 
Pennsylvania tate increase which resulted tn die DSIC being reset to zero concurrent widi the increase in base 
wzter rates. The higher operations and maintenance expense is due primarily to the additional operating costs 
associated with acquisitions, offset pattiiaUy by the gain on the December 2004 sale of tlie Geneva watet system of 
$2,342, and reduced insutance costs. 

Effects of Inflation 

As a tegulated enterprise, our tates ate estabUshed to provide recovery of costs and a return on our 
investment. Recovery of the effects of inflation throu^ ^ ^ ^ water rates is dependent upon receiving adequate 
and timely rate increases. However, rate increases are not retroactive and often kg increases in costs caused by 
inflation. During periods of moderate to low inflation, as has been experienced for die past several years, die 
effects of inflation oh our operating results are not significant. 

In Ught of concerns regarding security in the wake of the September 11, 2001 terrorist attacks, we 
have increased security measures at our faciHties. These increased security measures were not made in 
response to any specific threat. We are in contact with federal, state and local authorities and industry ttade 
associations tegatding infotmation on possible threats and security measures for water utUity operations. 
The cost of the Increased security measures, including capital expenditures, is expected to be recoverable in 
water tates and is not expected to have a material impact on out tesults from operations or financial 
condition. 

13 



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 amounts) 

FINANCIAL CONDTTTON 

Cash Flow and Capital Expenditures 

Net operating cash flow, dividends paid on common stock, capital expenditures, including aUowances for 
funds used during constmction, and expenditures for acquiring water and wastewater systems for the five years 
ended December 31.2004 were as foUows: 

2000 
2001 
2002 
2003 
2004 

Net Operating 
Cash Flow 

$ 86,972 
102,165 
121,560 
143,373 
173,603 

$ 627,673 

Common 
Dividends 

$ 30,406 
34,234 
36,789 
39.917 
45,807 

$ 187,153 

Capital 
Expenditures 

$ 

$ 

129,740 
124,088 
136,164 
163.320 
195,736 
749,048 

Acquisitions of 
UtUity Systems 

$ 

$ 

3,546 
9,517 
8,914 

192,331 
54,300 

268,608 

Included in capital expenditures for the five-year period are: expenditutes for the modernization and 
replacement of existing treatment plants, new water mains and customer service Hnes, rehabUitation of 
existing water mains and hydrants, and water meters. During this five-year period, we received $45,494 of 
customer advances and contributions in aid of consttuction to finance new water mains and related faciHties 
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 retired debt in the amount of $163,689, tetited $1,760 
of ptefetred stock, and have tefiinded $23,550 of customet advances fot consttuction. Common dividends 
increased during the past five years as a tesult of an annual increase in the common dividends declared and 
paid and an increase in the shares outstanding during the period. 

Our planned 2005 capital program, exclusive of tiie costs of new mains financed by advances and 
contributions in aid of constmction, is estimated to be $262,400 of which $66,400 is for infrastmcture 
rehabUitation surcharge-quaUfied projects. We have inaeased our capital spending for infrastmcture rehabUitation 
in response to the infrastmcture rehabUitation surcharge mechanisms, and should these mechanisms be 
discontinued for any reason, which is not anticipated, we would re-evaluate the magnimde our capital program. 
Our 2005 capital program, along with $50,195 of sinking fund obUgations and debt maturities, and $33,444 of 
other contractual cash obUgations, as reported in the section captioned "Contractual ObUgations", is expected to 
be financed thtough intetnaUy-genetated funds, out revolvmg credit facUities, die issuance of equity and the 
issuance of new long-tetm debt. 

Future utiHty constmction in the period 2006 through 2009, including recurring programs, such as the 
ongoing replacement of water meters, water treatment plant upgrades, stotage fadUty tenovations, the 
tehabUitation of water mains and additional transmission mains to meet customer demands, exclusive of the costs 
of new mains financed by advances and contributions in aid of constmction, is estimated to require aggregate 
expenditutes of apptoximately $700,000. We anticipate tiiat less than one-half of diese expendimres wUl require 
external financing of debt and the additional issuance of common stock through our dividend reinvestment and 
stock purchase plans and possible future pubHc equity offerings. We expect to refinance $86,263 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. 
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Our primary source of Hquidity is cash flows from opetations, borrowings under various short-term Unes 
of credit and other credit facUities, and customer advances and contributions in aid of constmction. Oux: cash flow 
from operations, or intetnaUy-genetated funds, is impacted by the timing of rate teUef and water consumption. We 
fund our capital and acquisition ptograms tiirough intemaUy-generated funds, supplemented by short-term 
borrowings. Over time, we refinance our short-term borrowings with long-term debt and proceeds ftom the 
issuance of cotnmon stock. The abUity to finance our future constmction ptograms, as weU as out acquisition 
activities, depends on out abiUty to attract the necessary external financing and maintaUi intemaUy-generated funds. 
Rate orders permitting compensatory rates ofietmn on invested capital and timely rate adjustments wiU be 
requited by our operating subsidiaries to achieve an adequate level of eamUigs and cash flow to enable them to 
secure the capital they wiU need and to maintain satisfactory debt coverage ratios. 

Acquisitions 

During the past five years, we have expended cash of $268,608 and issued 1,317,017 shares of 
common stock, valued at $16,400 at the time of the acquisition, related to the acquisitions of utiHty systems, 
primarUy water utiHties and some wastewater utiUties. The operating results of these acquisitions have been 
included in our consoHdated financial statements beginning on the respective acquisition date. 

Pursuant to our strategy to grow through acquisitions, onjune 1,2004, we acquired the capital stock of 
Heater UtiUties, Inc for $48,000 in cash and the assumption of long-term debt of $19,219 and short-term debt of 
$8,500. The acquired operation provides water and wastewater service to over 50,000 water and wastewater 
customers primarily in the areas of suburban Ralegh, Charlotte, Gastonia and FayetteviUe, North Carolina. For 
the fiscal year ended December 31,2003, Heater had opetating revenues of $19,489. The acquisition was 
accounted for as a purchase and accordingly, we tecotded goodwiU of $18,842. In 2004, as patt of the Notth 
CatoHna UtiHties Commission approval process for this 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 intend to pursue these objectives to facUitate recognition of this premium ki 
customer rates. However, there can be no assurance that we wiU be able to achieve these objectives and recover 
such amount of goodwill, if any. 

On June 30,2004, we acquired certain utUity assets of Florida Water Services Corporation, comprised of 63 
water and wastewater systems located in central Florida for $14,747 in cash, which is less than the depreciated 
original cost of these assets. In accordance with Florida procedures, the acquisition remains subject to regulatory 
approval by the Florida PubUc Service Commission and this process is not expected to be completed prior to 
September 2005. Under the terms of the purchase agreement, the Commission's review process may result in an 
adjustment of the final purchase price, which would be settied in cash, based on the Commission's determination 
of plant investment for the systems. Since the purchase price adjusts by the change in the determined plant 
kivestment or rate base, effectively the rate base adjustment is direcdy offset by the change in purchase price. The 
final purchase price is not expected to result in the recognition of goodwiU. 

The acquisition of Heater and the Florida Water Systems were initiaUy funded by a portion of the proceeds 
from die issuance by Aqua America of an unsecured short-term note in May 2004. A portion of the short-term 
note was subsequentiy repaid by Aqua America witii the proceeds from a November 2004 secondary equity 
offerii^ and a portion of the short-term note was refinanced thtough the February 2005 issuance of $30,000 of 
unsecured notes. In November 2004, we sold 1,955,000 shares of common stock in a pubHc offering fot ptoceeds 
of $42,600, net of expenses. In Febmaty 2005. Aqua America issued $18,000 of notes due in 2015 with an Intetest 
rate of 5.01% and $12,000 of notes due in 2020 witii an interest rate of 5.20%. 
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Pursuant to our growth strategy, on July 31, 2003, we completed the acquisition of four operating 
water and wastewater subsidiaries of AquaSource, Inc., a subsidiary of DQE, Inc., including selected, 
integrated operating and maintenance contracts and related assets (individuaUy and coUectively 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. On August 27, 2004, we were awarded and received $12,289 
plus interest in an arbitration related to the calculation of the fmal purchase price under the terms of the 
purchase agreement, which resulted in a final purchase price of $178,428. In the consoUdated statement of 
cash flow for 2004, the $12,289 award has been reported as proceeds on the line tided acquisitions of water 
and wastewater systems, net. The acquisition was initiaUy funded by a portion of the proceeds from the July 
2003 issuance of $135,000 of unsecured notes due 2023, with an interest rate of 4.87%, and the issuance of a 
$90,000 unsecured note by Aqua America. In August 2003, the $90,000 unsecured note was repaid with the 
proceeds from the issuance of 5,000,000 shares of common stock through a shelf registration. The acquired 
operations of AquaSource serve over 130,000 water and wastewater customer accounts in 11 states 
(including the Connecticut and Kenmcky operations which were subsequentiy sold to other parties). Please 
refer to the section captioned "Dispositions" for a discussion of the AquaSource operations located in 
Connecticut, Kenmcky and New York. The acquisition provides an expanded platform from which to 
extend our growth-through-acquisition strategy of acquiring water and wastewater systems that are neat ot 
adjacent to out existing service territories. The AquaSource operations ate comptised of approximately 600 
smaU systems, which are generaUy clustered in regions to achieve some level of operating efficiency. 

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

Dispositions 

In December 2004, as a result of the settiement of a condemnation action, our Ohio operating 
subsidiary sold its watet utiHty assets within the municipal boundaries of the City of Geneva in Ashtabula 
County, Ohio fot net ptoceeds of apptoximately $4,716, which was in excess of the book value fot these 
assets. The proceeds wete used to pay-down shott-tetm debt and the sale resulted in the recognition in the 
fourth quarter of 2004 of a gain on the sale of these assets, net of expenses, of $2,342. The gain is reported 
in the 2004 consoUdated statement of income as a reduction to operations and maintenance expense. We 
continue to opetate this watet system fot the City of Geneva undet an operating contract that began upon 
the closing of the sale for a period through December 2006. The operating contract provides for an annual 
base operating fee of $135 and aUows for additional fees to be earned commensurate with the services 
provided. These water utiHty assets represent less than 1% of Aqua America's total assets, and the total 
number of customers included in the water system sold represents less than 1% of our total customer base. 

We continue to review and evaluate for possible sale selected areas of our business and operating 
divisions that were acquired in July 2003 with the AquaSource operations. To date, we have completed the 
foUowing sale transactions of operating divisions acquired as part of the AquaSource transaction: 

• In July 2004, we sold our only operation in Kenmcky. The sale ptice approximates our investment in 
this operation. The operation represented approximately 0.2% of the operations acquired from 
AquaSource, Inc. 

• In October 2003, we completed the sale of our only operation in Connecticut. The sale price of 
$4,000 approximates our investment in this operation. The operation represented approximately 
2% of the operations acquired from AquaSource, Inc. 

In May 2003, we announced an agreement for the sale of the AquaSource regulated operation located 
in New York to a New England-based water company. In January 2005, after the expiration of the sale 
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agreement, we did not renew the sale agreement. The New York operations represented approximately 1% 
of the operations acquired from AquaSoutce, Inc. 

In December 2002, as a tesult of the settiement of a condemnation action, our Ohio operating 
subsidiary sold to Ashtabula County, Ohio the water utiHty assets in the unincorporated areas of Ashtabula 
County and the area within the ViUage of Geneva on the Lake for net ptoceeds of $12,118, 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 the fourth quarter of 2002 of a gain on the sale of these assets, net of 
expenses, of $5,676. We continue to operate this water system for Ashtabula County, beginning after the 
closing of the sale, under a multi-year operating contract. The water utiHty assets sold represented less than 
1% of our total assets, and the total number of customers included in the water system sold represented less 
than 1% of our total customer base. 

The City of Fort Wayne, Indiana has authorized the acquisition, by eminent domain or otherwise, of 
a portion of the utiHty assets of one of the operating subsidiaries that we acquired in connection with the 
AquaSource acquisition in 2003. We have chaUenged whether the City is foUowing the correct legal 
procedures in connection with the City's attempted condemnation and we have chaUenged the City's 
valuation of this pottion of our system. The pottion of the system undet consideration tepresents 
approximately 1% of our total customer base. WhUe we continue to discuss this matter with officials from 
the City of Fort Wayne, we continue to protect our interests in this proceeding. We beHeve that we wiU be 
entitied to faU- market value for our assets if they are condemned, and that the fair market value wUl be in 
excess of the book value for such assets. 

Despite these transactions, our 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 unUatetal efforts by municipal governments to acquire any of our operations. 

Sources of Capital 

Since net operating cash flow plus advances and contributions ia aid of constmction have not been 
sufficient to fuUy fund cash requirements, we issued approximately $564,000 of long-term debt and obtained other 
short-term borrowings during the past five years. At December 31,2004, we had short-term Hnes of credit and 
other credit fadHties of $198,000, of which $159,190 was avaUable. Our short-term Hnes of aedit and other credit 
facUities are either payable on demand ot have a 364-day tetm. 

In April 2003, we filed a universal shelf registration widi the SEC to aUow for the sale, over time, of up to 
$250,000 of various debt and equity securities, including common stock. To date, we have completed three 
issuances under the universal shelf registration: 

• In Novembet 2004, we sold 1,955,000 shates of common stock in a pubUc offering for proceeds of 
$42,600, net of expenses. The net ptoceeds wete used to tepay a pottion of our short-term debt. The 
short-term debt was incurred by Aqua America in connection with the Heater and Florida Water 
acquisitions. 

• In August 2003, we sold 5,000,000 shates of common stock in a pubHc offering for proceeds of $90,100, 
net of expenses. The net proceeds were used to tepay an unsecured note of $90,000. The indebtedness 
was incurred by Aqua America in connection with the acquisition of the operations that were purchased 
from AquaSource, Inc. 

• In May 2003, we sold 1,868,750 shares of common stock in a pubUc offering fot ptoceeds of $33,100, net 
of expenses. The net ptoceeds were used to repay short-term debt, including the repayment of $22,000 
of indebtedness incurred in connection with our repurchase of 1,513,275 shares of our common stock 
from affiUates of VeoHa Environnement, S.A., formerly Vivendi Enivironnement, S A., in October 2002. 
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The balance remaining available for use under the universal shelf r^istrarion as of December 31, 2004 is 
$77,517. In addition, we have a shelf registration statement filed with the SEC to permit the offering from time to 
time of shares of common stock and shares of preferred stock for acquisitions. During 2004 and 2003, no shares 
wete issued from the acquisition shelf r^strarion. During 2002,178,664 shares of common stock totaUng $2,745, 
were issued to acquire water and wastewater systems. The balance remaining available fot use under the 
acquisition shelf tegistration as of December 31,2004 is 2,218,947 shares. The form and tetms of such securities 
shaU be detetmtned when and if these securities are issued undet these shelf teg^ttations. 

In Septembet 2000, we sold 2,583,008 shares of common stock in a pubUc offering for net proceeds of 
$29,689. The proceeds of this offering were used to make an equity contribution to our Pennsylvania operating 
subsidiary. 

We offer a Dividend Reinvestment and DUrect Stock Purchase Plan (Plan) that provides a convenient and 
economical way to purchase shates of Aqua America, Inc. Undet the ditect stock putchase portion of the Plan, 
shares are sold throughout the year. The diAtidend reinvestment portion of the Plan offers a 5% discount on the 
putchase of shates of common stock with reinvested dividends. As of the Decembet 2004 dividend payment, 
holdets of 16.9% of the common shares outstanding participated in the dividend teinvestment portion of the Plan. 
The shares issued under the Plan are either ordinal issue shares or shares purchased by the Company's transfer 
agent in the open-market. During the past five years, we have sold 2,086,736 original issue shates of common 
stock fot net proceeds of $32,677 through the dividend reinvestment portion of the Plan and the proceeds were 
used to invest in out opetatiing subsidiaries, to tepay short-term debt, and for general corporate purposes. 

Otiier Capital Transactions 

In May 2002, VeoHa Environnement, S.A., formerly Vivendi Environnement, S.A., which through its 
affiUates (coUectively "VE") owned apptoximately 16.8% of out outstanding common stock, advised us of its 
decision to seU its investment in Aqua America. VE announced that its decision was part of its overaU strategy 
to divest non-core assets and focus on other business strategies. In Septembet 2002, in order to facUitate the 
orderly re-distribution of the shares held by VE into the market, we completed a secondary offering of 
12,356,570 shares of Aqua America common stock held by VE. The number of outstanding shares of 
common stock was not changed and we did not receive any proceeds as a result of this secondary offering. In 
addition, in October 2002 we repurchased 1,513,275 shares of Aqua America common stock representing the 
remainder of the shares of Aqua America common stock held by VE. The repurchase of shares was funded 
widi proceeds of $22,000 from a short-term credit facUity. In May 2003, diis $22,000 short-term credit facUity 
was repaid with funds from the issuance of 1,868,750 shares of common stock through a shelf registration, 
providing proceeds of approximately $33,100, net of expenses. The balance of the net proceeds were used to 
repay other short-term debt. 

The Board of Directors has authorized us to putchase out common stock, from time to time, in the open 
matket ot thtough privately negotiated transactions. We have not puichased any shates undet this authorization 
since 2000. As of December 31,2004,411,209 shates temain available fot tepurchase. Funding fot future stock 
purchases, if any, is not expected to have a material Unpact on our financial position. 
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Contracmal ObHgations 

Tlie foUowing table summarizes our contracmal cash obUgations as of December 31,2004; 

Payments Due By Period 
2005 20Q6 2007 2008 2009 Thereafter Total 

Long-term debt (a) $ 50,195 $ 24,623 % 31,068 $ 23,756 $ 6,816 $ 698,198 $ 834,656 
Operating leases (b) 2,926 2,309 1,669 1,336 969 15,907 25,116 
Unconditional poirchase 

obUgatiofts (c) 10,840 10,760 11,325 11,103 10,594 82,388 137,010 
Other purchase 

obUgations (d) 6.244 _ _ _ - - 6,244 
Postretirement benefit 

plans' obUgations (e) 10,082 _ . , _ - 10,082 
Other obUgations (f) 3.352 400 400 267 130 ;; 4.549 
^otal $ 83,639 $ 38,092 $ 44,462 $ 36,462 $ 18,509 $ 796.493 $1,017,657 

— - ' • • ' • • • - • • — - - » — — I I . I I W J I I . . • i _ , . , i . . i i . i i . . 1 1 . 1 - — ^ i j l , . _ _ ^ , ^ , _ „ I j i . l - . i — _ — ^ M — I II I I I — — < | — 

(a) Represents sinking fund obUgations and debt maturities. 
(b) Represents operating leases that ate noncancelable, before expiration, for the lease of motor vehicles, 

buUdings, land and other equipment 
(c) Represents our commitment to putchase minimum quantities of water as stipulated in ^cements with 

other water ptitveyots. We use purchased watet to supplement out water supply, patticulatly during 
periods of peak customer demand. 

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

(e) Represents contributions expected to be made to postretirement benefit plans. The amount of requited 
contributions in 2006 and thereafter is not determinable. 

(f) Represents capital expenditures estimated to be required under legal and binding contracmal obUgations. 

In addition to these obUgations, we make refunds on Customers' Advances for Constmction over a 
specific period of time based on operating revenues related to developer-instaUed water mains or as new customers 
are connected to and take service from such mains. After aU refunds are made, any remainUig balance is 
transferred to Contributions in Aid of Constmction. The refund amounts are not included in the above table 
because die refiind amounts and timing cannot be accurately estimated because future refund payments depend on 
several variables, including new customet connections, customet consumption levels and fiitute tate incteases. 
Pottions of these tefund amounts are payable annuaUy thtoi:^h 2017 and amounts not paid by the contract 
expiration dates become non-refundable. 

These contractual obUgations wUl be funded from cash flows from opetations and Hquidity sources held 
by or avaUable to Aqua America. 
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Market Risk 

We are subject to market risks in the normal course of business, including changes in interest rates 
and equity prices. The exposure to changes in interest rates is a tesult of financings through the issuance of 
fixed-rate, long-term debt. Such exposure is typicaUy related to financings between utUity rate increases, 
because generaUy our rate increases provide a revenue level to aUow recovety of our current cost of capital. 
Interest rate risk is managed through the use of a combination of long-tetm debt, which is at fixed interest 
tates and short-term debt, which is at floating interest tates. As of December 31, 2004, the debt mamrities 
by petiod and the weighted avetage intetest tate for fixed-rate, long-term debt ate as foUows: 

Fair 
2005 2006 2007 2008 2009 Thereafter Total Value 

Long-term 
debt (fixed rate) 5 50,195 $24,623 $31,068 $23,756 $ 6,816 $698,198 $834,656 $863,247 

Weighted avetage 
interest rate 7.19% 5.69% 5.10% 6.66% 4.89% 5.93% 6.00% 

From time to time, we make investments in marketable equity securities. As a result, we are exposed to the 
risk of changes in equity prices for the "avaUable for sale" marketable equity securities. As of December 31. 2004, 
we owned no marketable equity securities as we sold the balance of our securities during 2004. As a result, the 
matket risks to which we are exposed are less than die risks to whidi we were exposed in the prior year. 

CapitaHzation 

The foUowing table summarizes our capitaUzation during the past five yeats: 

December 31. 2004 2003 2002 2001 2000 

Long-term debt* 
Preferred stock 
Common stockholders' equity 

52.8% 
0.0% 

47.2% 

52.8% 
0.0% 

47.2% 

55.6% 
0.0% 

44.4% 

52.9% 
0.1% 

47.0% 

52.4% 
0.2% 

47,4% 
100.0% 100.0% 100.0% 100.0% 100.0% 

*Includes current portion. 

The changes in the capitaUzation ratios primarily result from the issuance of common stock over the past 
five years, and the issuance of debt to finance our acquisitions and capital program and the previously mentioned 
repurchase of common stock from VeoHa Envkonnement (formerly Vivendi, S.A.) in 2002. It is our goal to 
maintain an equity ratio adequate to support our current Standatd and Poots cotporate 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 60 yeats. Effective Decembet 1,2004, out Boatd of 
Ditectots authorized an inctease of 8.3% in the dividend tate ovet the amount we paid in the ptevious quarter. As 
a result of this authorization, beginning with the dividend payment in December 2004, the annual dividend tate 
increased to $0,52 per share. We presentiy intend to pay quarterly cash dividends m the future, on March 1, June 
1, September 1 and December 1, subject to our earnings and financial condition, 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 56.6% 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 doUars, except per share amounts) 

CRITICAL ACCOUNTING POLICIES AND ESTIMATES 

Our financial condition and results of operations are impacted by the methods, assumptions, and 
estimates used in the appUcation of critical accounting poHcies. The foUowing accounting poHcies are 
particularly important to our financial condition or results of operations, and require estimates or other 
judgements of matters of uncertainty. Changes in the estimates or other judgements included widiin these 
accounting poUcies could result in a significant change to the financial statements. We beUeve our most critical 
accounting poHcies include revenue recognition, the use of regulatory assets and UabiUties as permitted by 
Statement of Financial Accounting Standards ("SFAS") No, 71, "Accounting for the Effects of Certain Types 
of Regulation," the review for impairment of our long-Hved assets which consist primarily of UtiUty Plant in 
Service and regulatory assets, and our accounting for pensions and other posttetirement benefits. 

Revenue Recognition - Out utiHty tevenues tecognized in an accounting petiod include amounts biUed to 
customets on a cycle basis and unbiUed amounts based on estimated usage from the last biUing to the end of 
the accounting period. The estimated usage is based on out judgement and assumptions; our acmal tesults 
could differ from these estimates which would result in operating revenues being adjusted in the period that the 
revision to our estimates are determined. 

Regulatory Assets and UabUities - SFAS No. 71 stipulates generaUy accepted accounting principles for companies 
whose tates are estabUshed by or are subject to approval by an independent third-patty regulator. In 
accordance with SFAS No. 71, we defer costs and credits on the balance sheet as regulatory assets and HabiHties 
when it is probable that these costs and credits wiU 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 HabUities, 
are then recognized in die income statement in the same period that they are reflected in our rates charged for 
water and wastewater service. In the event that our assessment as to the probabUity of the inclusion in the rate-
making process is mcorrect, the associated regulatory asset or UabUity would be adjusted to reflect the change in 
our assessment or change in regulatory approval, 

Itnpairment of hong-Lived Assets - In accordance with the requirements of SFAS No. 144, "Accounting for die 
Impairment or Disposal of Long-Lived Assets", we review for impairment of our long-Uved assets, including 
UtiUty Plant in Service. We also review regulatory assets fot the continued appHcation of SFAS No. 71. Out 
teview determines whether there have been changes in circumstances or events that have occurted that require 
adjustments to the cattying value of these assets. In accotdance with SFAS No. 71, adjustments to the carrying 
value of these assets would be made in instances where the inclusion in the tate-making ptocess is unUkely. 

Accountingfor Postretirement Benefits - We maintain a quaHfied defined benefit pension plan and plans that ptovide 
fot certain postretitement benefits othet than pensions. Accounting fot pensions and othet postretirement 
benefits requires an extensive use of assumptions about the discount tate, expected tetutn on plan assets, the 
tate of fumre compensation increases received by our employees, mortaUty, turnover and medical costs. Each 
assumption is reviewed annuaUy with assistance from our acmarial consultant who provides guidance in 
estabUshing the assumptions. Tlie assumptions are selected to represent the average expected experience over 
time and may differ in any one year from acmal experience due to changes in capital markets and the overaU 
economy. These differences wiU impact the amount of pension and other postretirement benefit expense that 
we recognize. 

Our discount rate is based on a market rate for a recognized-rating agency's high-quaUty long-term 
bond portfoHo with durations matching the expected payouts under our retirement plans. Our pension 
expense and HabiUty (benefit obUgations) increases as the discount rate is reduced. A 25 basis-point reduction 
in this assumption would have increased 2004 pension expense by $550 and the pension HabiHties by $6,500. 
The present values of Aqua America's future pension and othet posttetirement obUgations wete determined 
using discount rates of 5,75% at Decembet 31, 2004 and 6.25% at Decembet 31, 2003. Our expense under 
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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 doUats, except pet shate amounts) 

these plans is determined using the discount rate as of the beginning of the year, which was 6.25% fot 2004, 
and wUl be 5.75% fot 2005. 

Out expected teturn on assets is determined by evaluating the asset class remrn expectations with 
our advisors as weU as acmal, long-term, historical results of our asset returns. Our pension expense 
increases as the expected return on assets decreases. A 25 basis-point reduction in this assumption would 
have increased 2004 pension expense by $270. Fot 2004, we used an 8.5% expected remrn on assets 
assumption which wiU remain unchanged for 2005. The expected return on assets is based on a targeted 
aUocation of 65% equities and 35% fixed income. We beUeve that our acmal long-term asset aUocation on 
average wiU approximate the targeted aUocation. Our targeted aUocation is driven by the investment strategy 
to earn a reasonable rate of remrn whUe maintaining risk at acceptable levels through the diversification of 
investments across and with various asset categories. 

As of December 31, 2004, we have an additional tninimum HabiUty of $6,820 associated with our 
defined benefit pension plans. The additional minimum HabUity is a result of the accumulated benefit 
obHgation exceeding the fair value of plan assets. The portion of the additional minimum UabiUty related to our 
employees in one of our rate jurisdictions results in the estabUshment of a regulatory asset of $4,140, as we 
expect recovery of the future, increased pension expense through customer rates. Since the balance of the 
additional minimum UabiHty of $2,680 may not be recovered through rates, the accounting requirements for 
recording a regulatory asset are not met and as a result this amount is recorded as an other comprehensive loss 
for 2004 through a charge to accumulated other comprehensive income, net of income tax benefits of $938. 
The change in the additional minimum UabUity from December 31,2003 of $41 to December 31,2004 of $6,820 
resulted from the effect of a decreased discount rate, offset partiaUy by an increase in the pension plan assets 
during 2004 due to positive equity matket petfotmance and pension contributions. Although additional 
minimum HabiUty does not ditectiy unpact net income ot cash flow, in futute yeats, our pension expense and 
cash funding requirements are anticipated to increase as a result of the decUne in the plans' funded stams. 
Funding requirements fot quaHfied defined benefit pension plans ate detetmined by govetnment regulations 
and not by accounting pronouncements. In accordance with our funding poUcy, during 2005 our required 
pension contribution is expected to be approximately $7,278. We expect future changes in the amount of 
contributions and expense recognized wiU be generaUy included in customer rates. 

IMPACT OF RECENT ACCOUNTING PRONOUNCEMENTS 

In May 2004, die Financial Accounting Standards Board ("FASB") issued FASB Staff Position 
("FSP") No. 106-2, "Accounting and Disclosure Requirements Related to the Medicare Prescription Dmg, 
Improvement and Modernization Act of 2003." FSP 106-2 supersedes FSP 106-1. "Accounting and 
Disclosure Requirements Related to the Medicare Prescription Dmg, Improvement and Modernization Act of 
2003," which was issued in January 2004 and permitted a sponsor of a postretirement health care plan that 
piovides a ptescription dmg benefit to make a one-time election to defet accounting fot the effects of the 
Medicate Ptescription Dmg, Improvement and Modernization Act of 2003 (the "Act") until more authoritative 
guidance on the accounting for the federal subsidy was issued. We had elected the one-time deferral aUowed 
under FSP 106-1 and as a result we adopted FSP 106-2 as required in the third quarter of 2004 and it did not 
have a material impact on our results of operation or financial position. 

In November 2004, the FASB approved Statement of Financial Accounting Standards ("SFAS") No. 
151, "Inventory Cos t s -An Amendment of ARB No. 43, Chapter 4." SFAS No. 151 requires the exclusion of 
certain costs from inventories and the aUocation of fixed production overheads to inventories to be based on 
the normal capacity of the production facUities. The standatd is effective for Aqua America for costs incurred 
after December 31, 2005. We beHeve this statement wiU not have a material impact on our results of 
operations or financial position. 
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AQUA AMERICA. INC. AND SUBSIDIARIES 

MANAGEMENT'S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RESULTS O F OPERATIONS (continued) 

(In thousands of doUars, except per share amounts) 

In November 2004, the FASB issued SFAS No. 153, '^Exchanges of Nonmonetary Assets - An 
Amendment of APB Opinion No, 29." SFAS No, 153 eUminates the exception for nonmonetary exchanges of 
simUat productive assets and replaces it with a genetal exception fot exchanges of nonmonetary assets that do 
not have commercial substance. SFAS No. 153 specifies diat a nonmonetary exchange has commercial 
substance if the future cash flows of the entity ate expected to change significantiy as a tesult of the exchange. 
SFAS No. 153 is effective fot fiscal periods beginning aftei June 15,2005. We beHeve this statement wiU not 
have a material impact on our results of operations or financial position. 

On October 22, 2004, the American Jobs Creation Act ("AJCA") was signed into law. Among 
other provisions, the AJCA creates a new deduction for quaHfied domestic production activities. Certain of 
out activities, such as out watet tteatment activity, ate considered as quaUfying production activities for 
purposes of determining the deduction for quaHfied production activities. In December 2004, the FASB 
issued FSP 109-1, "AppHcation of FASB Statement No. 109, Accounting for Incotne Taxes, to the Tax 
Deduction on QuaHfied Production Activities Provided by the American Jobs Creation Act of 2004." In 
accordance with FSP 109-1, we wUl treat the deduction for quaHfied domestic production activities as a 
reduction of the income tax provision in fumre years as reaUzed. The AJCA and FSP 109-1 did not impact 
our 2004 consoHdated financial statements. We are currentiy assessing the impact, if any, of the AJCA and 
FSP 109-1 on our consoUdated financial statements in future periods. We beHeve the deduction could 
impact out fumre effective income tax tate and it is not expected to have a material impact on our results of 
operations or financial position. 

In December 2004, die FASB issued SFAS No. 123R, "Share-Based Payment," which is effective for 
reporting periods beginning after June 15,2005 (our third quarter 2005 period). This standard tevises SFAS 
No, 223, "Accounting for Stock-based Compensation," and supetsedes APB No. 25, "Accounting for Stock 
Issued to Employees." As noted in die footnotes to our consoHdated financial statements, we currentiy 
provide pro forma disclosure of compensation costs associated with the fair value of stock options that have 
been granted. We cuttentiy account fot stock-based compensation associated with stock options using the 
intrinsic method, and accordingly, no compensation costs have been recognized in our consoHdated financial 
statements. SFAS 123R generaUy requires that we measure the cost of employee services received in exchange 
for stock-based awards on the grant-date fair value and this cost wUl be recognized over the period during 
which an employee provides service in exchange for the awatd. The fait value of the option gtant wiU be 
estimated using an option-pricing model We are currentiy evaluating tiiis standard to determine the impact on 
our consoUdated financial statements, including the selection of an appropriate option-pricing model as 
permitted under SFAS No. 123R, and the method by which we wUl adopt SFAS No. 123R. We are currentiy 
evaluating the requirements of SFAS No. 123R and we expect die adoption of this standard wiU have a material 
impact on our results of operations and earnings per share. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Management's Report On Internal Control Over Financial Reporting 

Management of Aqua America, Inc. (the "Company") is responsible fot estabUshing and maintaining 
adequate intetnal control ovet financial repotting. Internal control over financial repotting is a process 
designed to provide reasonable assurance regarding the reUabiUty of financial reporting and die preparation 
of financial statements for external purposes in accotdance with genetaUy accepted accounting ptinciples. A 
company's internal conttol ovet financial teporting includes those poHcies and procedures that (1) pertain to 
the maintenance of lecotds that, in reasonable detaU, accutately and fairly teflect the transactions and 
dispositions of the assets of the Company; (2) provide reasonable assutance that ttansactions are tecotded as 
necessary to permit preparation of financial statements in accotdance with genetaUy accepted accounting 
ptinciples, and that teceipts and expenditutes of the Company are being made only in accordance with 
authorizations of management and directors of the Company; and (3) provide reasonable assurance tegatding 
prevention or timely detection of unauthorized acquisition, use, or disposition of the Company's assets that 
could have a material effect on the financial statements. 

Because of its inherent Hmitations, mtemal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods ate subject to the risk that 
controls may become inadequate because of changes in conditions, or that the degree of compUance with the 
poUdes Of ptocedutes may deteriotate. 

In assessing the effectiveness of internal conttol over fmancial repotting, management used the 
critetia set forth by the Comtmttee of Sponsoring Organizations of the Treadway Commission (COSO) in 
Internal Control-Integrated Framework. As a tesult of management's assessment and based on the criteria in the 
framework, management has concluded that, as of December 31,2004, the Company's internal control over 
financial reporting was effective. 

Management evaluated the Company's internal control over financial reporting as of Decembet 31, 
2004. In conducting this assessment, management has excluded Heatet UtiHties, Inc, from its assessment 
because it was acquited by the Company in a putchase business combination duting 2004. Heater UtiHties, 
Inc., is a whoUy-owned subsidiary, whose total assets and total revenues reptesent apptoximately 5% and 3%i, 
tespectively, of the related consoHdated financial statement amounts as of and for the year ended December 
31,2004. 

The Company's independent registered pubUc accounting firm, PricewatethouseCoopets LLP, has 
audited management's assessment of the effectiveness of the Company's internal control ovet financial 
repottmg, as stated in theit tepott which appeats hetein. 

Nicholas DeBenedictis David P. Smeltzet 
Chaitman & Seniot Vice Ptesident - Finance 
Ptesident 

March 14,2005 
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Report of Independent Registered PubHc Accounting Firm 

To the Boatd of Ditectots and Shateholdets of 
Aqua America, Inc.: 

We have completed an integrated audit of Aqua America, Inc.'s 2004 consoHdated financial statements and of 
its internal conttol over financial repotting as of Decembet 31,2004 and audits of its 2003 and 2002 financial 
statements in accordance with the standards of the PubUc Company Accounting Oversight Boatd (United 
States), Out opinions, based on out audits, ate presented below, 

ConsoUdated financial statements 

In out opinion, the accompanying consoHdated balance sheets and the related consoHdated statements of 
income and comprehensive income, of capitalization and of cash flows present fairly, in aU material tespects, 
the fmancial position of Aqua America, Inc. and its subsidiaries at December 31,2004 and 2003, and the 
results of their operations and their cash fiows for each of the three yeats in the period ended December 31, 
2004 in conformity with accounting principles genetaUy accepted in the United States of America. These 
financial statements are the tesponsibUity of the Company's management. Our responsibUity is to express an 
opinion on these financial statements based on our audits. We conducted our audits of these statements in 
accordance with the standards of the PubUc Company Accounting Oversight Board (United States). Those 
standards requite that we plan and petfoim the audit to obtain teasonable assutance about whethet the 
financial statements are free of material misstatement. An audit of financial statements includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the 
accountUig principles used and significant estimates made by management, and evaluating the ovetaU 
financial statement ptesentation. We beHeve that out audits ptovide a reasonable basis fot out opinion. 

Internal coptyol ovet financial tepotting 

Also, in out opinion, management's assessment, included in Management's Report on Intetnal Control 
Ovet Financial Repotting, appeating in the 2004 Annual Report to Shareholders, that the Company 
maintained effective internal control over financial reporting as of December 31, 2004 based on criteria 
estabUshed in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of 
the Treadway Commission (COSO), is fairly stated, in aU material respects, based on those criteria. 
Furthermore, in our opinion, the Company maintained, in aU material respects, effective internal conttol 
over financial repotting as of December 31, 2004, based on criteria estabUshed in Internal Control- Integrated 
Framework issued by the COSO. The Company's management is responsible for maintaining effective 
internal control over financial reporting and fot its assessment of the effectiveness of internal conttck ovez 
financial tepotting. Our tesponsibUity is to express opinions on management's assessment and on the 
effectiveness o i the Company's intetnal control over financial tepotting based on out audit. Wc conducted 
out audit of intetnal conttol over financial reporting in accordance with the standards of the PubUc 
Company Accounting Oversight Board (United States). Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether effective internal control over financial repotting 
was maintained in aU material respects. An audit of internal control over financial reporting includes 
obtaining an understanding of internal conttol ovet financial tepotting, evaluating management's 
assessment, testing and evaluating the design and opetating effectiveness of internal control, and petfotming 
such othet ptocedutes as we consider necessary in the citcumstances. We beHeve that out audit ptovides a 
teasonable basis fot out opinions. 
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A company's intetnal conttol over financial reporting is a process designed to provide reasonable assurance 
regarding the reliabiHty of fmancial tepotting and the ptepatadon of financial statements fot extetnal 
putposes in accotdance with genetaUy accepted accounting principles. A company's intetnal control over 
financial reporting includes those poHcies and procedures that (i) pertain to the maintenance of records that, 
in reasonable detaU, accurately and fairly reflect the transactions and dispositions of the assets of the 
company; (U) provide reasonable assurance that transactions are recorded as necessary to permit preparation 
of financial statements in accordance with generaUy accepted accounting principles, and that teceipts and 
expendimres of the company are being made only in accordance with authorizations of management and 
directors of the company; and (Ui) provide reasonable assurance regarding prevention or timely detection of 
unauthorized acquisition, use, or disposition of the company's assets that could have a material effect on the 
financial statements. 

Because of its inherent Hmitations, 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 compUance 
with the poHcies or procedures may deteriorate. 

As described in Management's Report on Internal Conttol Over Financial Reporting, management has 
excluded Heater UtiHties, Inc. from its assessment of mtemal control over financial repotting as of Decembet 
31, 2004 because it was acquited by the Company in a putchase business combination during 2004. We have 
also excluded Heatet UtUities, Inc. from our audit of internal control ovet financial tepotting. Heatet 
UtiHties, Inc., is a whoUy-owned subsidiary, whose total assets and total tevenues reptesent apptoximately 5% 
and 3%, tespectively, of the telated consoUdated financial statement amounts as of and fot the yeat ended 
Decembet 31, 2004. 

PticewatethouseCoopets LLP 
PhUadelphia, PA 
March 14. 2005 
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AQUA AMERICA, INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME 

(In thousands, except per share amounts) 
Yeats ended December 31,2004,2003 and 2002 

Operating revenues 
Costs and expenses; 

Operations and maintenance 
Depreciation 
Amortization 
Taxes othet than income taxes 

2004 2003 

264.805 213,672 

2002 

$ 442,039 $ 

178,345 
54,564 
4,300 

27,596 

367,233 $ 

140,602 
48,522 
2,941 

21,607 

322,028 

117,735 
41,424 
2,898 
19,467 

181,524 

Operating income 
Other expense (income): 

Interest expense, net 
AUowance for funds used during construction 
Gain on sale of water system 
Gain on sale of other assets 

Income before income taxes 
Provision for income taxes 
Net income 
Dividends on ptefetted stock 
Net income avaUable to common stock 

Net income 
Othet comptehensive income (loss), net of tax: 

Minimum pension HabiHty adjustment 
Unrealized gains on securities 
Reclassification adjustment for gaUis reported in net income 

Comprehensive income 

Net income per common share: 
Basic 
Diluted 

Avetage common shares outstanding during the period: 
Basic 

DUuted 

See accompanying notes to consoHdated financial statements. 

177,234 

48,679 
(2,304) 

(1,272) 

153.561 

44,662 
(2,127) 

(5,692) 
132,131 
52,124 

116,718 
45,923 

80,007 70,795 
10 

140,504 

40,396 
(1,389) 
(5,676) 
(2,079) 

109,252 
42,046 
67,206 

52 
$ 80,007 $ 70,785 $ 67,154 

$ 80,007 $ 70,795 f 67,206 

(1,742) 

1 

$ 

1" 

aujKS 

59 
(230) 

(1,913) 

78,094 $ 

0.86 f 

0.85 1 

93,247 

94,282 

455 
(347) 
i08 

70,903 $ 

0.80 1 

0.79 % 

88,275 

89,244 

104 
(767) 
(663) 

66,543 

0.78 

0.78 

85,674 

86,S38 
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AQUA AMERICA, INC. AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

(In thousands of doUats, except pet shate amounts) 
Decembet 31.2004 and 2003 

Assets 
Ptoperty, plant and equipment, at cost 
Less accumulated depreciation 

Net pfopetty, plant and equipment 

Cuttent assets: 
Cash and cash equivalents 
Accounts teceivable and unbiUed tevenues, net 
Inventory, materials and suppHes 
Prepayments and other current assets 
Total cuttent assets 

Regulatoty assets 
Defetred charges and other assets, net 
Funds restricted for construction activity 
GoodwiU 

LiabiHties and Stockholders' Equity 
Stockholders' equity: 

Common stock at $.50 par value, authorized 300,000,000 shares, 
issued 96,071,580 and 93,270,424 in 2004 and 2003 

Capital in excess of par value 
Retained earnings 
Minority interest 
Treasury stock, at cost, 686,747 and 681.384 shares in 2004 and 2003 
Accumulated other comprehensive income 
Total stockholders' equity 

Long-term debt, excluding current portion 
Commitments 

Current HabiHties: 
Current portion of long-term debt 
Loans payable 
Accounts payable 
Accrued interest 
Accrued taxes 
Other accrued HabiHties 
Total current UabUities 

Deferred credits and other UabiHties: 
Deferred income taxes and investment tax credits 
Customets' advances fot construction 
Otiier 
Total deferred credits and other HabiHties 

Contributions in aid of construction 

See accompanying notes to consoHdated financial statements. 

2004 2003 

$ 2,626.151 
556,339 

2,069,812 

13.116 
64,538 
6,903 
5,570 

90.127 

110,993 
31,998 
17,196 
20.122 

1 2,340,248 

$ 48,036 
468,524 
245,115 

1,237 
(12,702) 
(1,742) 

748,468 

$ 2,302,304 
478,013 

1,824,291 

10,757 
62,320 
5,841 
5,051 

83,969 

98,761 
34,277 
28,438 

-

« 2,06^^.736 

$ 46,635 
413,008 
210,915 

912 
(12,611) 

171 
659.030 

784,461 696,666 

50,195 
85,115 
23,534 
12,029 
8.975 

37,534 
217,382 

223,887 
73,095 
15,147 

312,129 

277,808 

)f 2.340,248 

39,386 
96,459 
32,321 
11,126 
16,779 
35,930 

232,001 

190.395 
72,500 
9,419 

272,314 

209.725 

« 2.06^.736 
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AQUA AMERICA, INC AND SUBSIDL^RIES 
CONSOLIDATED STATEMENTS OF CAPITALIZATION 

(In diousands of doUars, except pet shate amounts) 
December 31,2004 and 2003 

2004 

Stockholders' equity: 
Common stock, $.50 par value 
Capital in excess of par value 
Retained earnings 
Minority interest 
Treasury stock, at cost 
Accumulated othet comptehensive income 

Total stockholdets' equity 

48,036 
468,524 
245,115 

1,237 
(12,702) 

(1J42) 

2003 

46,635 
413,008 
210,916 

912 
(12,612) 

171 
748,468 659.030 

Long-tetm debt; 
Long-tetm debt of subsidiaries (substantiaUy secuted by utiHty plant): 

Intetest Rate Range 
0.00% to 2.49% 
2.50% to 2.99% 
3.00% to 3.49% 
3.50% to 3.99% 
4.00% to 4.99% 
5.00% to 5.49% 
5.50% to 5.99% 
6.00% to 6.49% 
6.50% to 6.99% 
7.00% to 7.49% 
7.50% to 7,99% 
8.00% to 8.49% 
8.50% to 8.99% 
9.00% to 9.49% 
9.50% to 9.99% 
10.00% to 10.50% 

Note payable, 6.05%, due 2006 
Unsecuted notes payable, 4.87%, due 2023 

Current portion of long-term debt 
Long-term debt, excluding current pottion 
Total capitalization 

See accompanying notes to consoHdated financial statements. 

20,051 
29,924 
17,546 
7.123 
9,435 

165,615 
89,260 
110.360 
42.000 
45.105 
25,231 
26,714 
9,000 

53,244 
42,088 
6,000 

698,696 
960 

135,000 
834,656 
50,195 

784,461 
$ 1,532,929 1 

16,868 
18,913 
5,618 
2,800 
8,135 

110.875 

76,260 
119,360 
42,000 
46,716 
23,000 
17.500 
9,000 

53,805 
43.242 
6.000 

600,092 
960 

135,000 
736,052 
39,386 

696,666 
1.355,696 
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AQUA AMERICA. I N C A N D SUBSIDIARIES 
C O N S O L I D A T E D STATEMENTS O F C O M M O N S T O C K H O L D E R S ' E Q U I T Y 

(In thousands of dollars, except per share amounts) 

Balance at December 31, 2001 

Net income 
Other comprehensive income: unreaUzed 

^ n s on securities, net of income tax of $56 
Reclassification adjustment for gains reported 

in net income, net of income tax of f 412 
Dividends 
Stock issued for acquisitions (178,864 shares) 
Sale of stock (448,593 shares) 
Repurchase of stock (1,274,680 shates) 
Equity Compensation Plan (37,031 shares) 
Exercise of stock options (339,178 shares) 
Employee stock plan tax benefits 
Balance at December 31,2002 
Net income 
Other comprehensive income: unrealized 

gains on securities, net of income tax of $244 
Reclassification adjustment for gains reported 

in net income, net of income tax of $186 
Dividends 
Stock SpUt 
Sale of stock (7,308,870 shates) 
Repurchase of stock (60,646 shares) 
Eqiuty Compensation Plan (20,156 shares) 
Exercise of stock options (434,833 shares) 
Employee stock plan tax benefits 
Balance at December 31, 2003 
Net income 
Other comprehensive income (loss): 

Minimum pension UabiHty adjustment, 
net of income tax of $938 

UnreaUzed gain on securities, net of 
income tax of $32 

Less: Reclassification adjustment for 
gains reported in net income, net of 
income tax of $173 

Dividends 
Sale of stock (2,385,902 shares) 
Repurchase of stock (51,808 shares) 
Equity Compensation Plan (34,151 shares) 
Exercise of stock options (427,548 shares) 
Employee stock plan tax benefits 
Balance at December 31, 2004 

See accompanying notes to consoUdated financial statements. 

Capital in 
Common excess of 
Stock par value 

$ 34.650 $ 304.039 

Retained 
earnings 

$ 149,682 
67,154 

Accumulated 
Other 

Treasury Comprehensive 
Stock Income 

$ (17.167) $ 726 $ 
Total 
471.930 
67,154 

104 104 

-
-
71 

161 
-

15 
137 
-

35.034 

-

-

-

-
9,244 
2,168 

-

8 
181 

-
46.635 

-

-

-

. 

-
1.170 

-

17 
214 

. 
$ 48,036 

-
-

2,674 
6,220 

-

598 
3,237 
1,103 

317,871 
-

-

-

-
(9.244) 
99,031 

-

344 
4,283 

723 
413.008 

-

-

-

. 

-
48,971 

-

692 
4,847 
1.006 

$ 468,524 

-
(36,789) 

-
-
-

-
-

-
180,047 
70,785 

-

-

(39,917) 
-
-
-

-
-
„ 

210,915 
80,007 

-

-

. 

(45.807) 
-
-

~ 
-

. 
$ 245,115 

-
-
-
855 

(24.109) 

-
-

-
(40.421) 

-

-

-

-
-

29,163 
(1.353) 

-
-

-
(12.611) 

-

-

-

. 

-
991 

(1,082) 

-
-

-
$ (12.702) $ 

(767) 
-
-
-
-

-
-

-
63 

-

455 

(347) 

-
-
. 
-

-
-

> 
171 

-

(1.742) 

59 

(230) 

-
-
-

-
~ 

-

_ ( L Z ^ L » 

(767) 
(36.789) 

2,745 
7.236 

(24,109) 

613 
3,374 
1,103 

492.594 
70.785 

455 

(347) 

(39,917) 
-

130,362 
(1.353) 

352 
4,464 

723 
658,118 
80,007 

(1.742) 

59 

(230) 

(45,807) 
51,132 
(1,082) 

709 
5.061 
1,006 

747,231 
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AQUA AMERICA, INC AND SUBSIDLVRIES 
CONSOLIDATED CASH FLOW STATEMENTS 

(In thousands of dollars) 
Yeats ended Decembet 31,2004,2003 and 2002 

2004 2003 2002 

f 80,007 I 70,795 $ 67,206 
Cash flows ftom opetating activities; 

Net income 
Adjustments to teconcUe net income to net cash 

flows ftom opetating activities: 
Depteciation and amottization 
Defeited income taxes 
Gain on sale of watet system 
Gain on sale of othet assets 
Net inctease in teceivables, inventory and prepayments 
Net increase in payables, accrued interest, accrued taxes 

and othet acctued HabiHties 
Odiet 

Net cash flows ftom opetating activities 
Cash flows from investing activities: 

Property, plant and equipment additions, including aUowance for 
funds used during constmction of $2,304, $2,127 and $1,389 

Acquisitions of water and wastewater systems, net 
Net decrease (increase) in funds restricted fot consttuction activity 
Net proceeds from the sale of watet systems 
Net proceeds from the sale of othet assets 
Odier 

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-term debt 
Proceeds from long-term debt 
Repayments of long-term debt 
Redemption of prefetted stock 
Ptoceeds ftom issuing common stock 
Reputchase of common stock 
Dividends paid on ptefetted stock 
Dividends paid on common stock 
Odiet 

Net cash flows ftom fmancing activities 

Net inctease in cash and cash equivalents 
Cash and cash equivalents at beginning of yeat 
Cash and cash equivalents at end of yeat 
Cash paid during the yeat fot: 

Interest, net of amounts capitaHzed 
Income taxes 

See Summary of Significant Accounting PoHcies-Customets' Advances for Consttuction, Acquisitions and 
Employee Stock and and Incentive Plans footnotes fot description of non-cash activities. 

See accompanying notes to consoHdated financial statements. 

58,864 
40.577 
(2,342) 
(1,272) 
(2,766) 

863 
(328) 

173,603 

(195,736) 
(54,300) 
11,243 
4,716 
2.098 
(517) 

(232,496) 

14.269 
(4.930) 

(31,900) 
130,258 
(55,928) 

-
56,193 
(1,082) 

-
(45,807) 

179 
61,252 

2,359 
10,757 

$ 13,116 $ 

$ 45,261 f 

$ 22,32^ $ 

51,463 
26,741 

_ 
(5,692) 

(314) 

7,777 
(7,397) 

143,373 

(163,320) 
(192,331) 

15.314 
4,000 
6,496 
(312) 

(330.153) 

8,181 
(4.257) 

(18,654) 
154,537 
(44,204) 

(172) 
134,826 

(1,353) 
(10) 

(39.917) 
2,645 

191,622 

4,842 
5,915 

10,757 $ 

40,572 $ 

19.168 $ 

44,322 
18.470 
(5,676) 
(2,079) 

(742) 

1,346 
(1,287) 

121,560 

(136,164) 
(8,914) 

(23,986) 
12,118 
6,258 
(362) 

(151,050) 

10,266 
(5,070) 
5,445 

119,350 
(43,279) 

(944) 
10,611 

(24,109) 
(52) 

(36.789) 
(1,034) 
34,395 

4,905 
1.010 
5,915 

38,040 

24,165 



AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to ConsoHdated Financial Statements 
(In thousands of doUats. except pet share amounts) 

Summary of Significant Accounting PoHcies 

Name Change - On January 16,2004. PhUadelphia Suburban Corporation changed its corporate name to Aqua America, 
Inc. In addition, we changed out ticket symbol fi:om PSC to WTR on the New Yotk Stock Exchange and Philadelphia 
Stock Exchange effective on January 20,2004. 

Nature of Operations - Aqua America, Inc. ("Aqua America" or the "Company**) is the holding company for regulated 
utiHties providing water or wastewater services in Pennsylvania, Ohio, North CaroHna, lUinois, Texas. New Jersey, 
Florida, Indiana, Virginia, Maine, Missouri. New Yotk and South CaroHna. Our largest opetating subsidiary. Aqua 
Pennsylvania. Inc. - formerly Pennsylvania Suburban Water Company, accounts for approxUnately 57% of our 
opetating tevenues and ptovides watet ot wastewatet setvice to customets in the subutban ateas north and west of the 
Qty of Philadelphia and in 21 other counties in Pennsylvania. The Company's other subsidiaries provide simUat 
setvices in 12 othet states. In addition, the Company ptovides watet and wastewatet setvice thtough operating and 
maintenance contracts with municipal authorities and other patties close to our operating companies* service territories. 

Regulation - Most of the operating companies that are regulated pubHc utiHties are subject to regulation by the pubHc 
UtiUty comtnissions of the states in which they operate. The respective pubHc utiHty commissions have jurisdiction with 
respect to rates, service, accounting procedures, issuance of securities, acquisitions and othet mattets. Some of the 
opetating companies that ate regulated pubHc utUities are subject to rate regulation by county or dty government. 
Regulated pubHc utiHties foUow Statement of Financial Accounting Standards ("SFAS*") No. 71, "Accounting for the 
Effects of CertaUi Types of Regulation." SFAS No. 71 provides for the recognition of regulatoty assets and UabUities as 
aUowed by tegulatots fot costs ot credits that are reflected in current rates or are considered probable of being included 
in future rates. The regulatory assets or UabUities are then reUeved as the cost or credit is reflected in rates. 

Consolidation - The consoHdated financial statements include the accounts of the Company and its subsidiaries. AU 
material intercompany accounts and transactions have been eUminated where appropriate. 

Recognition of Revenues - Revenues include amounts bUled to customers on a cycle basis and unbiUed amounts based on 
estimated usage from the latest biUing to the end of the accounting period. Nontegulated tevenues ate tecognized when 
setvices ate petfotmed and ate primarily associated with operating and maintenance contracts and data processing 
service fees. Nonregulated revenues totaled $13,623 in 2004, $11,806 in 2003 and $7,190 in 2002. 

Property, Plant and Equipment and Depreciation - Property, plant and equipment consist primarily of utiUty plant The cost of 
additions includes contracted cost, dkect labor and fringe benefits, materials, overheads and, for certain utiUty plant, 
aUowance for funds used during construction. Water systems acquited ate tecotded at estimated original cost of utiUty 
plant when fitst devoted to utiHty service and the appHcable depteciation is tecotded to accumulated depteciation. The 
difference between die estimated original cost, less appUcable accumulated depteciation, and the putchase price is 
tecotded as an acquisition adjustment widiin utiHty plant. At Decembet 31.2004, utiUty plant includes a net credit 
acquisition adjustment of $63,347, which is generaUy being amortized ftom 0 to 20 yeats. Amottization of the 
acquisition adjustments totaled $3,961 in 2004. $1,649 in 2003 and $633 during 2002. 

UtiUty expenditures for maintenance and repairs, includii^ major maintenance projects and minor renewals and 
betterments, are charged to operating expenses when incurred in accordance with the system of accounts prescribed by 
the pubUc utiUty commissions of the states in which the company operates. The cost of new units of property and 
betterments are capitaUzed. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to ConsoUdated Financial Statements (continued) 
(In thousands of doUars, except per share amounts) 

When units of utUity property are replaced, retired or abandoned, the recorded value thereof is credited to the 
asset account and such value, together with the net cost of temoval, is chatged to accumulated depreciation. To the 
extent the Company tecovets cost of temoval or other tetitement costs thtough tates aftet the tetitement costs ate 
incurred, a regulatory asset is recorded. In some cases, the Company recovers retirement costs through tates during the 
Hfe of the associated asset and befote die costs are incurred. These amounts tesult in a tegulatoty HabiHty being tepotted 
based on the amounts pteviously tecoveted thtough customet tates. 

The sttaight-line temaining Hfe method is used to compute depteciation on utiUty plant. GeneraUy, the straight-
Hne method is used with respect to transportation and mechanical equipment, office equipment and laboratory 
equipment. 

In accordance with the requirements of Statement of Financial Accounting Standards ("SFAS") No. 144, 
"Accounting fot die Impaitment or Disposal of Ix>ng-Lived Assets", the long-Uved assets of the Company, which 
consist primarily of UtiHty Plant in Service and regulatory assets, ate teviewed for impaitment when changes in 
citcumstances or events occur. There has been no change in circumstances ot events that have occurred that require 
adjustments to the cattying values of these assets. 

Allowance for Funds Used During Constmction - The aUowance for funds used during construction ("AFUDC") is a non-cash 
credit which represents die estimated cost of funds used to finance the construction of utUity plant In general, AFUDC 
is appHed to constmction projects requiring more than one month to complete. No AFUDC is appHed to projects 
funded by customer advances for construction or contributions in aid of construction. AFUDC indiides the net cost of 
borrowed funds and a rate of return on other funds when used, and is recovered through watet tates as the utiHty plant 
is depredated. The amount of AFUDC rdated to equity funds in 2002 was $9. There was no AFUDC telated to equity 
fiinds in 2004 and 2003. No interest was capitalized by our nontegulated businesses. 

Cash and Cash Equivalents - The Company considets aU highly Kqmd investments with an original maturity of three 
months ot less, which ate not testricted fot construction activity, to be cash equivalents. 

Accounts Receivable - Accounts receivable ate tecotded at the invoiced amounts. The aUowance fot doubtful 
accounts is the Company's best estimate of the amount of ptobable credit losses in out existing accounts 
teceivable, and is determined based on histotical write-off expetience. The Company reviews the aUowance for 
doubtful accounts quattetly. Account balances ate written off against the aUowance when it is ptobable the 
tccdvable wiU not be tecoveted. 

Deferred Charges and Other Assets - Defetted chatges and otiiet assets consist of financing expenses, othet costs and 
marketable securities. Defetred bond issuance expenses are amortized by the sttaight-Hne method over fht life of die 
rdated issues. CaU premiums related to tibe early redemption of long-tetm debt, along with the unamottized balance of 
the telated issuance expense, ate deferred and amortized ovet the Hfe of the long-tetm debt used to fund the 
redemption. Othet costs, fot which the Company has received ot expects to tecdve ptospective tate tecovety, ate 
defetred and amortized over the period of rate recovery in accordance with SFAS No. 71. 

Marketable securities are considered "available-fot-sale" and accordingly, are carried on the balance sheet at fair 
market value. Unrecognized gains ate included in othet comptehensive income. 

Goodwill— GoodwUl represents the excess cost over the fair value of net tangible and identifiable intangible assets 
acquired, and a substantial portion of the goodwUl balance is assodated with the acquisition of Heater UtUities, Inc. in 
June 2004. GoodwiU is not amortized but is tested fot impairment annuaUy, ot mote often, if cettain citcumstances 
Uidicate a possible impaitment may exist In accotdance with the tequirements of SFAS No. 142, "GoodwUl and Othet 
Intangible Assets." the Company tested the goodwiU attributable to each of out tepotting units for impairment as of 
June 30,2004, in conjunction with the timing of our annual strategic business plan. Based on die Compan/s 
comparison of the estimated fak value of each tepotting unit to thek respective carrying amounts, the impaitment test 
conduded that none of its goodwiU was impaked. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to ConsoHdated Finandal Statements (continued) 
(In thousands of doUats, except pet shate amounts) 

Income Taxes - The Company accounts for certain income and expense items in different time periods for finandal 
tepotting dian fot tax tepotting putposes. Deferred income taxes ate provided on the temporary differences between 
the tax basis of the assets and HabUities, and the amounts at which they ate carried in the consoHdated finandal 
statements. The income tax effect of temporary differences not aUowed currentiy in rates is recorded as deferred taxes 
widi an offsetting regulatory asset or HabUity. These deferred income taxes are based on the. enacted tax rates expected 
to be in effect when such temporary differences ate ptojected to teverse. Investment tax credits are defetted and 
amottized over the estimated useful Hves of the telated ptopetties. 

Customers'Advances for Construction - Watet mains ot, in some instances, cash advances to teimbutse the Company for its 
costs to constmct water mains, are contributed to the Company by customers, real estate devdopers and buUders in 
order to extend water service to tfiek ptopetties. The value of these contributions is tecotded as Customets' Advances 
fot Construction. The Company makes tefunds on these advances ovet a spedfic period of time based on opetating 
tevenues telated to the main ot as new customets ate connected to and take service from the main. Aftet aU tefunds are 
made, any remaming balance is transferred to Contributions in Aid of Construction. Non-cash ptopetty, in the fotm of 
watet mains, has been tecdved, genetaUy from devdopers, as advances ot contributions of $9,273, $9,991 and $17,271 
Hi 2004,2003 and 2002, tespectivdy. 

Contributions in Aid of Construction - Contributions in aid of constmction indude dkect non-refundable contributions and 
the portion of customers' advances for constmction that become non-refundable. 

Inventories, Materials and Supplies - Inventories are stated at cost Cost is prindpaUy detetmined using the fitst-in. fitst-out 
method. 

Stock-Based Compensation - The Company cutrentiy accounts for stock-based compensation using the intrinsic value 
method in accotdance with APB Opinion No. 25. "Accounting fot Stock Issued to Employees". Accotdingly, no 
compensation expense rdated to granting of stock options has been recognized in die finandal statements for stock 
options that have been granted. Please tefet to die Recent Accounting Ptonouncements section of this footnote fot 
infotmation concetnkig changes to the Company's accounting fot stock-based compensation. Pursuant to tiie cuttent 
disdosute tequkements of SFAS No. 123, "Accounting for Stock-Based Compensation." as amended by SFAS No. 
148, pro forma net kicome avaUable to common stock and earnings per share are presented in the foUowing table as if 
compensation cost for stock options was determined as of the grant date under the fak value method: 

Years Ended December 31, 
2004 2003 2002 

Net income avaUable to common stock, as reported $ 80,007 $ 70.785 $ 67.154 
Add; stock-based employee compensation expense 

included in reported net kicome. net of tax 266 224 473 
Less: pro forma expense related to stock options 

granted, net of tax effects (1.990) (1.793) (1>741) 
Pro forma $ 78,283 $ 69.216 $ 65,886 

Basic net income pet shate: 
As tepotted $ 
Pro forma 

DUuted net income pet shate; 
As repotted $ 
Pto forma 

0.86 $ 
0.84 

0.85 $ 
0.83 

0.80 $ 
0.78 

0.79 $ 
0.78 

0.78 
0.77 

0.78 
0.76 
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4.5 
4.0% 

29.9% 
2.2% 

5.6 
3.7% 

32.4% 
2.6% 

5.5 
4.9% 

34.2% 
2.6% 

AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to ConsoHdated Financial Statements (continued) 
(In thousands of doUars, except per shate amounts) 

The pet shate weighted-average fak value at the date of grant fot stock options gtanted duting 2004,2003 
and 2002 was $5.43, $4.67 and $5.15 pet option, tespectivdy. The fak value of options at the date of giant was 
estimated using the Black-Scholes option-pricing model widi die foUowing weighted avets^ assumptions; 

2004 2003 2002 

Expected Hfe (yeats) 

Interest rate 

VolatUity 

Dividend yield 

Use of Estimates in Preparation of Consolidated Financial Statements -The preparation of consoHdated finandal statements in 
confotmity with accounting prindples generaUy accepted in the United States of America requires management to make 
estimates and assumptions that affect the reported amounts of assets and HabUities and disclosure of contingent assets 
and HabiHties at the date of the financial statements and the tepotted amounts of tevenues and expenses during the 
teporting period. Actual tesults could diffet ftom those estimates. 

Recent Accounting Pronouncements - In May 2004. the Financial Accounting Standards Board ("FASB") issued 
FASB Staff Position ("FSP") No. 106-2, "Accounting and Disdosute Requkements Related to the Medicate 
Ptescription Drug, Improvement and Modernization Act of 2003." FSP 106-2 supersedes FSP 106-1, "Accounting 
and Disclosure Requkements Related to the Medicate Ptescription Dtug, Improvement and Modetnization Act of 
2003," which was issued in Januaty 2004 and petmitted a sponsot of a postretitement health cate plan that ptovides 
a ptescription drug benefit to make a one-time dection to defet accounting fot the effects of the Medicate 
Ptescription Drug. Imptovement and Modernization Act of 2003 (the "Act") until mote authoritative guidance on 
the accounting for the federal subsidy was issued. The Company had elected the one-time defettal aUowed undet 
FSP 106-1 and as a tesult adopted FSP 106-2 as tequked in the thkd quartet of 2004 and it did not have a material 
impact on our tesults of opetations or financial position. 

In Novembet 2004, die FASB apptoved Statement of Finandal Accounting Standatds ("SFAS") No. 151. 
"Inventoty Cos ts -An Amendment of ARB No. 43, Chaptet4." SFAS No. 151 tequkes the exclusion of certaUi 
costs from inventories and the aUocation of fixed production overheads to inventories to be based on the normal 
capadty of the production faciHties. The standard is effective for the Company fot costs incutted aftet Decembet 
31, 2005. The Company beHeves this statement wiU not have a material impact on its tesults of opetations or 
finandal position. 

In November 2004, the FASB issued SFAS No. 153, "Exchanges of Nonmonetary Assets ~ An 
Amendment of APB Opinion No. 29." SFAS No. 153 eUminates the exception fot nonmonetary exchanges of 
simUat productive assets and teplaces it with a genetal exception fot exchanges of nonmonetaty assets that do not 
have commetdal substance. SFAS No. 153 spedfies that a nonmonetaty exchange has commetcial substance if the 
futute cash flows of the entity ate expected to change significantiy as a tesult of the exchange. SFAS No. 153 is 
effective fot fiscal periods beginning after June 15,2005. The Company beHeves this statement wUl not have a 
material kiipact on its results of operations or finandal position. 

On October 22,2004, the American Jobs Creation Act ("AJCA") was signed into law. Among other 
provisions, the AJCA creates a new deduction for quaHfied domestic production activities. Cettain activities of 
the Company, such as out watet tteatment activity, are consideted as quaUfying production activities for purposes 
of determining the deduction fot quaHfied ptoduction activities. In December 2004, the FASB issued FSP 109-1, 
"AppHcation of FASB Statement No. 109, Accounting for Income Taxes, to the Tax Deduction on QuaHfied 
Production Activities Provided by the American Jobs Creation Act of 2004." In accotdance with FSP 109-1, the 
Company wiU tteat the deduction fot quaHfied domestic ptoduction activities as a teduction of the income tax 
provision in futute yeats as tealized. The AJCA and FSP 109-1 did not impact the Company's 2004 consoUdated 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to ConsoUdated Finandal Statements (continued) 
(In thousands of doUars, except per share amounts) 

financial statements. Thus, the Company is cuttentiy assessing the impact, if any, of the AJCA and FSP 109-1 on 
its consoUdated fmancial statements in futute periods. The Company beUeves the deduction could impact the 
Company's futute effective income tax rate and it is not expected to have a material impact on its results of 
operations or financial position. 

In December 2004, die FASB issued SFAS No. 123R, "Share-Based Payment." which is effective for 
reporting periods beginning after June 15.2005 (our thkd quarter 2005 period). This standatd tevises SFAS No. 
123. "Accounting fot Stock-based Compensation,'* and supetsedes APB No. 25, "Accounting for Stock Issued to 
Employees." As noted in the section captioned "Stock-based Compensation" in the Summary of Significant 
Accounting PoHcies footnote, the Company currentiy provides pto forma disdosute of its compensation costs 
assodated with the fak value of stock options that have been granted. The Company currentiy accounts for stock-
based compensation associated with stock options using the intrinsic method, and accordingly, no compensation 
costs have been tecognized in its consoHdated finandal statements. SFAS 123R genetaUy requkes that we measure 
the cost of employee setvices tecdved in exchange for stock-based awards on the grant-date fak value and this cost 
wUl be recognized over the period during which an employee provides service in exchange for the award. The fak 
value of the option grant wiU be estimated using an option-pricing model. The Company is curtentiy evaluating this 
standard to determine the impact on its consoHdated finandal statements, induding the selection of an appropriate 
option-pricing modd as petmitted undet SFAS No. 123R, and the method by which we wUl adopt SFAS No. 123R. 
The Company is cuttentiy evaluating the requkements of SFAS No. 123R and it expects that the adoption of this 
standard wUl have a material knpact on its results of operations and earnings per share. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to ConsoHdated Financial Statements (continued) 
(In thousands of doUats, except per share amounts) 

Acquisition? 

Heater - Pursuant to out sttfttegy to grow thtough acquisitions, onjune 1, 2004 the Company acquked the capital stock 
of Heatet UtiHties, Inc. for $48,000 in cash and the assumption of long-tetm debt of $19,219 and shott-tetm debt of 
$8,500. The acquked operation provides water and wastewater setvice to ovet 50,000 watet and wastewater customers 
ptknarUy ki the ateas of subutban Raleigh, Charlotte, Gastonia and FayetteviUe, Notth CaroHna. For the fiscal yeat 
ended December 31,2003, Heater had opetating revenues of $19,489. The acquisition was accounted fot as a putchase 
and accotdir^y, the purdiase price is aUocated to the net tan^ble and intai^ble assets based upon thek estimated fak 
values at the date of the acquisition. The Company obtained a thkd-patty valuation of these assets and HabUities, and it 
tesulted in the tecotding of a putchase accounting fak value adjustment of $3,141 to inctease the cartying-value of long-
term debt assumed. The purchase price aUocation is as foUows: 

June 1, 

2004 

Ptopetty, plant and equipment, net 

Cuttent assets 

Other long-term assets 

GoodwiU 

Total assets acquked 

Cuttent HabiUties 

Loans payable 

Long-tetm debt 

Othet long-tetm HabiHties 

Total HabUities assumed 

$ 96,779 

4,133 

6,005 

18,842 

125,759 

3,063 

8,500 

22,360 

43.836 

77,759 

Net assets acquked $ 48,000 

The Company has recotded goodwiU of $18,842, and a substantial pottion of the goodwUl is expected to be 
deductible fot tax putposes. The putchase price was arrived at through arms-lengdi negotiations with the seUer and is 
consistent with the multiples paid ki othet comparable transactions. Aqua America considered important regulatory, 
strategic and valuation considerations in arriving at the final purchase price. Duting 2004, ditough the Notdi CatoHna 
UtiUties Commission apptoval ptocess, a mechanism has been devdoped thtough which the Company could tecovet up 
to two-thkds of die goodwiU thtough customet tates in the futute upon achieving certain objectives. The Company 
intends to pursue these objectives to fadHtate recognition of this ptemium Hi customet rates. However, thete can be no 
assurance that the Company wiU be able to achieve these objectives and recover such amount of goodwill, if any. 

Florida Water - Onjune 30,2004, the Company acquked cettain utiHty assete of Florida Water Services Corporation, 
comprised of 63 water and wastewater systems located in central Florida for $14,747 in cash, which is less dian the 
depreciated origbal cost of these assets. In accordance with Florida procedures, the acquisition remains subject to 
tegulatoty apptoval by the Florida PubHc Setvice Commission. This ptocess is not expected to be completed priot to 
Septembet 2005. Undet die tetms of the purchase agteement, the Commission's review process may result in an 
adjustment of tlie final purchase price, which woiUd be settied in cash, based on the Commission's determination of 
plant kivestment for the systems. Since the purchase price adjusts by the change in the detetmined plant investment ot 
tate base, effectivdy the rate base adjustment is dkecdy offset by the change in putchase price. The final purchase price 
is not expected to tesult in the tecognition of goodwiU. 
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Notes to ConsoHdated Financial Statements (continued) 
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AquaSource - Putsuant to out strategy to gtow ditough acquisitions, on July 31,2003, die Company completed its 
acquisition of fout opetating watet and wastewater subsidiaries of AquaSource, Inc. (a subsidiary of DQE, Inc.), 
including selected, integrated opetating and maintenance contiacts and telated assets (individuaUy and coUectively 
the acquisition is tefetted to as "AquaSource") for $190,717 in cash, as adjusted putsuant to the putchase 
agteement based on wotking capital at closing. On August 27,2004, we wete awarded and received $12,289 plus 
interest in an arbitration rdated 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 consoHdated statement of cash flow for 
2004, the %\2̂ 2%9 awatd has been reported as proceeds on the line tided acquisitions of watet and wastewater 
systems, net 

The tesults of AquaSoutce have been induded in the Company's consoHdated financial statements 
beginning August 1. 2003. The acquked opetations of AquaSoutce setve over 130,000 water and wastewater 
customer accounts in 11 states (including the Connecticut and Kentucky opetations which wete subsequentiy 
sold to othet patties). Please tefet to the Dispositions footnote for a discussion of the AquaSource operations 
located in Connecticut, Kentucky and New York. The AquaSource acquisition was initiaUy funded by a portion 
of the proceeds from the July 2003 issuance of $135,000 of unsecured notes due 2023, with an interest rate of 
4.87%, and the issuance of a $90,000 unsecuted note by Aqua Ametica. In August 2003, the $90,000 unsecuted 
note was tepaid with the ptoceeds ftom the issuance of 5,000,000 shates of common stock through a shelf 
tegistration. 

Undet the putchase method of accounting, the putchase ptice is aUocated to AquaSource's net tangible 
and intangible assets based upon thek estimated fak values at the date of the acquisition. The purchase price 
aUocation. which reflects the effects of the August 2004 putchase ptice atbittation proceeding, is as foUows: 

July 31, 
2003 

Property, plant and equipment, net 
Current assets 
Other long-term assets 
Assets held for sale, net 
Total assets acquked 

Current HabUities 
Long-term debt 
Other long-tetm HabiUties 
Total HabiUties assumed 

Net assets acquked 

$ 197,719 
9.687 

14,204 
4.096 

225,706 

8.214 
7.170 

31,894 
47,278 

$ 178,428 

The foUowing supplemental pto fotma information is presented to iUusttate the effects of the 
AquaSoutce acquisition, which was completed on July 31,2003, on the historical opetating tesults fot the year 
ended December 31.2003 and 2002 as if the acquisition had occurted at the beginning of the tespective periods 
(unaudited): 

Yeats Ended 
December 31, 
2003 2002 

Opetating tevenues 
Net income 
Net income pet common shate: 

Basic 
DUuted 

$ 
$ 

f 
$ 

407,628 
74,436 

0.81 
0.81 

$ 
$ 

$ 
$ 

391,569 
72,420 

0.80 
0.79 
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Notes to ConsoHdated Finandal Statements (continued) 
(In thousands of doUats, except pet shate amounts) 

The supplemental infotmation is not necessarily tepiesentative of the actual tesults that may have 
occutted fot these petiods ot of the tesults that may occur in the future, lliis information does not teflect the 
effects of tecent rate increases or cost savings that may tesult from the acquisition, such as the effects of a 
reduction in administrative costs. This infotmation is based upon the historical opetating tesults of AquaSource 
for periods priot to the acquisition date of July 31, 2003 as ptovided to the Company by AquaSoutce, Inc. and 
DQE, Inc. management. 

Other Acquisitions - During 2004, in addition to the Heater and Florida Water acquisitions, the Company completed 27 
acquisitions or other growth ventures in the various states in which the Company operates for an a^egate purchase 
price of $3,842 in cash. The opetating tevenues induded in the consoHdated financial statements of the Company 
during the period owned by the Company wete $617. 

During 2003, in addition to die AquaSource acquisition, die Company completed 17 acquisitions or other 
growth ventures ki the various states in which the Company operates fot an aggtegate putchase price of $1,614 in cash. 
Operating revenues included in the consoHdated finandal statements of the Company telated to tiiese systems wete 
$860 in 2004 and $312 ki 2003. 

During 2002. the Company completed 25 acquisitions ot othet growth ventures in various states. The total 
purchase price of $11,659 for the systems acquked in 2002 consisted of $8,914 in cash and the issuance of 178,864 
shares of the Company's common stock. Operating tevenues induded in the consoHdated financial statements of the 
Company telated to die systems acquked ki 2002 wete $2,932 ki 2004, $2,920 in 2003 and $1,341 kt 2002. 

Pigppgjtiptis 

In Decembet 2004, as a tesult of the settiement of a condemnation action, the Company's Ohio opetating 
subsidiaty sold its watet utiUty assets within the munidpal boundaries of the City of Geneva in Ashtabula County, 
Ohio fot net ptoceeds of apptoximately $4,716, which was in excess of the book value fot these assets. The 
ptoceeds wete used to pay-down shott-tetm debt and the sale resulted in the recognition in the fourth quarter of 
2004 of a gain on the sale of these assets, net of expenses, of $2,342. The gain is reported in the 2004 
consoHdated statement of income as a reduction to operations and maintenance expense. We continue to opetate 
this watet system fot the City of Geneva undet an opetating conttact that began upon the closing of the sale fot a 
petiod thtough December 2006. The operating contract provides for an annual base opetating fee of $135 and 
aUows fot additional fees to be earned commensutate with the services ptovided. These watet utiHty assets 
represent less than 1% of Aqua America's total assets, and the total number of customets included in the water 
system sold represents less than 1% of our total customer base. 

In July 2004, the Company sold it only operations in Kentucky. The sale price approximates our 
investment in this operation. The operation teptesented apptoximately 0.2% of the opetations acquked ftom 
AquaSoutce, Inc. In Octobet 2003, the Company sold its only operation in Connecticut The sale price of 
$4,000 approximates out investment in this opetation. The operation represented approximately 2% of the 
operations acquked from AquaSource, Inc. In May 2003. the Company announced an agreement for the sale of 
the AquaSource regulated operation located in New Yotk to a New England-based water company. In January 
2005, after the expkation of the sale agreement, the Company did not renew the sale agreement. The New York 
operations represented approximately 1% of the operations acquked ftom AquaSoutce, Inc. 

In December 2002, as a result of the settiement of a condemnation action, the Company's Ohio 
operating subsidiary sold to Ashtabula County, Ohio the water utiHty assets in the unincorporated areas of 
Ashtabula County and the area within the ViUage of Geneva on the Lake for $12,118, net of cettain closing costs. 
The sale was in excess of the book value fot these assets and the sale geneiated a gain of $5,676 (ot an aftet-tax 
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Notes to ConsoHdated Financial Statements (continued) 
(In thousands of doUats. except pet share amounts) 

gain of $3,690 and $0.04 per share) tecotded in the foutth quartet of 2002. We continue to opetate this watet 
system fot Ashtabula County, beginning aftet the closing of the sale, undet a multi-year operating contract. The 
water utUity assets sold reptesent less than 1% of our total assets, and the total number of customers included in 
the water system sold represents less than 1% of our total customer base. 

The City of Fort Wayne. Indiana has authorized the acquisition, by eminent domain or otherwise, of a 
portion of the utUity assets of one of the operating subsidiaries that the Company acquked in connection with the 
AquaSource acquisition in 2003. The Company has chaUenged whether the City is foUowing the cottect legal 
ptocedutes in connection with the City's attempted condemnation and the Company has chaUenged the City's 
valuation of this pottion of its system. The pottion of the system undet considetation tepresents apptoximately 
1% of the Company's total customet base. While the Company continues to discuss this mattet with officials 
ftom the City of Fort Wayne, the Company continues to protect its interests in this proceeding. The Company 
beHeves that it wUl be entitied to fak market value for its assets if they ate condemned, and it is beUeved that the 
fak matket value wiU be in excess of the book value fot such assets. 

Property, Plant and Equipment 

UtiHty plant and equipment: 
Mains and accessories 
Services, hydrants, treatment 

plants and resetvoks 
Opetations sttucmtes and water tanks 
MisceUaneous pumping and 

purification equipment 
Meters, data processing, transportation 

and opetating equipment 
Land and othet non-depteciable assets 

UtiHty Plant and equipment 
UtUity consttuction wotk in progress 
Net UtiHt)' plant acquisition adjustment 
Non-utiUty plant and equipment 
Total property, plant and equipment 

Decembei 
2004 

$ 1.087,712 $ 

607,331 
218.888 

342.985 

298,015 
67,260 

2,622,191 
63,754 

(63,347) 
3,553 

:31 , 
2003 

962,439 

547,622 
175,663 

259.468 

251.721 
58,223 

2.255,136 
92,106 

(48.054) 
3,116 

Approxknate range 
of remaining Hves 

15 to 85 years 

5 to 56 years 
15 to 61 years 

10 to 50 years 

5 to 50 years 

0 to 20 years 
2 to 40 years 

$ 2,626,151 $ 2.302,304 

Accounts Recdv^ble 
December 31, 

2004 2003 

BiUed UtiHty revenue 
UnbiUed utiHty revenue 
Othet 

Less aUowance fot doubtful accounts 
Net accounts tecdvable T 

39,783 $ 
27.927 

1,677 

41,843 
23,876 

2,452 
69,387 
4.849 

64,538 $ 

68,171 
5,851 

Tim 
The Company's customets ate located prindpaUy in the foUowing states: 49% in Pennsylvania, 10% in Ohio, 

8% in Notth CaroUna, 8% in lUinois, 6% in Texas, 5% in New Jetsey, 4% in Florida, and 4% in Indiana. No single 
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Notes to ConsoHdated Financial Statements (continued) 
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customer accovinted for more than one percent of die Company's operating revenues during the yeats ended Decembet 
31,2004,2003 ot 2002. The foUowing table summarizes the changes in the Company's aUowance fot doubtful 
accounts: 

2004 2003 2002 

$ 

$ 

5,851 $ 
2,621 

(4,255) 
556 
76 

4,^49 $ 

3,580 $ 
2,643 

(2,715) 
253 

2,090 
5,S5i 1 

2.482 
3,182 

(2,375) 
291 
-

5,580"" 

Balance at January 1. 
Amounts charged to e^cpense 
Accounts written off 
Recoveries of accounts written off 
AUowance acquked thtough acquisitions 
Balance at Decembet 31, 

Regulatoty Assets and LigbjMss 

The tegulatoty assets represent costs that are expected to be fuUy recovered ftom customers in fliture rates 
whUe regulatory UabUities represent amounts that are expected to be refunded to customets in future rates ot amounts 
tecoveted ftom customers in advance of incurring the costs. Except for income taxes and the competitive transition 
charge payment, regulatoty assets and regulatoty HabiHties ate excluded £com the Company's tate base and do not earn a 
tetum. Tlie components of regulatory assets and (HabUities) ate as foUows: 

Income taxes, asset 
Income taxes, HabiHty 
CTC payment 
Posttetkement benefits 
Metget costs 
Watet tank painting 
UtUity plant tetkement costs 
UtiUty plant tetitement costs 
Rate case filing expenses & c 

asset 
HabiHty 
diet 

Decembei 
2004 

$ 68,990 $ 
(3,283) 
6,879 

11,403 
2.170 
4,593 

14.729 
(8,184) 
13.696 

$ a m i 1 

31, 
2003 

68,917 
(3.434) 
8.026 
6,698 
2,700 
3,240 

13,699 
(7.484) 
6,399 

58,761 

Items giving rise to defetted state income taxes, as weU as a pottion of defeited Fedetal income taxes telated to 
cettain diffetences between tax and book depteciation expense, are recognized in the tate setting process on a cash ot 
flow-thtough basis and wiU be tecoveted as they tevetse. The t^;uktoty asset assodated witii the Competitive 
Transition Charge ("CTC") payment teptesents die fiUl payoff in 2001, net of amottiization, of the aUocable share of a 
CTC as negotiated by Aqua Pennsylvania, Inc. from its dectric distribution company, PECO Energy Company. The 
Pennsylvania Electricity Generation Customer Choice and Competition Act permitted dectric distribution utiHties to 
recover thek stranded costs from its customets in the fotm of a CTC. Rate tecovety of die $11,465 CTC payment 
b^an in 2000 and is expected to conclude ki 2010. 

Posttetkement benefits kidude pension and othet posttetirement benefits. The pension costs Hiclude deferred 
net pension expense in excess of amounts funded which the Company beHeves wiU be recoverable in futute yeats as 
pension funding is tequked, and in addition indudes an additional minimum HabUity fot pensions as a result of a decHne 
in the discount tate assumed for pension obligations and a change in the fak matket value of plan assets. The additional 
minimum HabUity equals die excess of the accumulated benefit obHgation over the fak value of plan assets. The 
regulatoty asset rdated to postretkement benefits other than pensions teptesents costs that wete deferred between the 
time that the accmal method of accounting for these benefits was adopted in 1993 and the recognition of die accmal 
method ki the Company's rates as prescribed in subsequent rate fiHngs. Amottization of the amount deferred for 
postretkement benefits othet than pensions began in 1994 and is cuttentiy being tecoveted in rates. 
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The tegulatoty asset tdated to die tecovety of merger costs represents die portion of the Consumets Water 
Company merger costs that wUl be tecoveted in tates as a tesult of a tate settiement in 2000 and is being amottized over 
the recovery period. Expenses associated with water tank painting are deferred and amotti2ed ovet a period of time as 
apptoved in die tegulatoty ptocess. The tegulatoty asset fot utUity plant tetkement costs, induding cost of temoval, 
teptesents costs akeady incutted that ate expected to be tecoveted in futute tates over a five year tecovety period. The 
tegulatoty HabiHty fot utiHty plant tetkement costs represents amounts recovered thtough tates during the Ufe of the 
associated asset and before die costs are incurred. The regulatory asset rdated to rate case fiUng expenses represents die 
costs associated with fiHng fot tate increases tiiat ate defetred and amottized ovet periods that generaUy range from one 
to five yeats. 

Income Tfiyp.? 

The ptovision fot income taxes consists of: 

Yeats Ended Decembet 31, 
2C 

Cuttent: 
Federal 
State 

Defetred; 
Federal 
State 

Total tax expense 

The statutoty Fedetal tax tate is 35% and fot states with a cotpotate net income tax, the state cotpotate net 
income tax tates tange from 5.00% to 9.99% fot aU yeats presented. The Company's Federal income tax returns for all 
years through 2000 have been dosed, and 2002 was dosed as a result of the condusion of a tax audit 

The reasons for die differences between amounts computed by applying the statutory Fedetal income tax rate 
to income before income tax expense ate as foUows: 

2004 

$ 2,042 
7,553 

9.595 

41,414 
1,115 

42,529 
$ 52,124 

$ 

JL 

2003 

11,933 
7,249 

19,182 

25,521 
1,220 

26,741 
45,923 

$ 

1 

2002 

16.619 
6,647 

23,266 

17,921 
859 

18,780 
42,046 

Yeats Ended Decembet 31, 

Computed Fedetal tax expense at statutoty rate 
Increase in tax expense for depredation expense 

to be tecoveted in futute tates 
Metget ttansaction costs 
Charitable contribution 
Deduction fot Aqua Ametica common dividends 

paid under employee benefit plan 
Amortization of deferred investment tax ctedits 
Ptiot year rate reductions 
State income taxes, net of federal tax benefit 
Other, net 
Actual income tax expense 

MA 

$ 46,245 $ 

1,376 
(24) 

(245) 
(285) 
(538) 

5,634 
(39) 

« 52,124 1 

i6oi 

40,852 f 

1,125 
(96) 

(424) 

(241) 
(285) 
(431) 

5,505 
(82) 

45,923 $ 

Mi 
38,238 

558 
(680) 
(98) 

(207) 
(283) 
(315) 

4,879 
(46) 

42,046 
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The tax effects of tempotaty diffetences between book and tax accountii^ that give rise to the defetted tax 
assets and deferred tax HabUities are as foUows: 

Decembet 31, 
20( 

Defetted tax assets: 
Customets' advances fot consttuction 
Costs expensed fot book not deducted 

fot tax, ptindpaUy acctued expenses 
UtiUty plant acquisition adjustment 

basis diffetences 
Minimum pension UabiUty adjustment 

Total gtoss defetted tax assets 

Defetred tax HabiHties: 
UtUity plant, prindpaUy due to 

depteciation and diffetences in the basis 
of fixed assets due to vatiation in tax 
and book accounting 243,953 203.706 

Defetted taxes associated with the gross-up 
of revenues necessary to recover, in rates, 
the effect of temporary diffetences 

Defetted investment tax credit 
Unrealized gain on marketable securities 
Odier 

2004 

$ 17,057 

1,989 

30,920 
938 

50,904 

2003 

$ 17,133 

6,525 

21,784 

45,442 

23,670 
6,328 
-
840 

24,634 
6,618 
141 
738 

Total gross deferred tax HabUities 274,791 235.837 

Net deferred tax HabUity $ 223,887 $ 190,395 

On October 22, 2004, the American Jobs Creation Act ("AJCA**) was signed into law. Among other 
provisions, the AJCA creates a new deduction for quaHfied domestic ptoduction activities. Cettain activities of 
the Company, such as out watet tteatment activity, ate consideted as quaUfying production activities for purposes 
of determining the deduction fot quaUfied ptoduction activities. The AJCA did not impact the Company's 2004 
consoHdated financial statements. Thus, the Company is cuttentiy assessing the impact, if any, of the AJCA on 
its consoHdated financial statements in futute petiods. See Summaty of Significant Accounting PoUdes - Recent 
Accounting Ptonouncements fot a discussion of the AJCA. 

Commitments 

The Company maintains agreements widi othet watet purveyors for the purchase of watet to supplement its 
water supply, particularly during periods of peak demand. The agreements stipulate purchases of minimum quantities of 
water to the year 2026. The estimated annual commitments related to such purchases are expected to approxknate 
$10,924 dirough 2009 and $82,388 diereafter. The Company putchased apptoximately $8,724, $8,014 and $7,079 of 
watet undet diese agreements during die yeats ended Decembet 31,2004,2003 and 2002, tespectivdy. 
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The Company leases motot vehides. buUdings and othet equipment undet opetating leases that are 
noncancdable. Hie futute annual minimum lease payments due ate: $2,452 ki 2005, $1,833 ki 2006, $1,192 in 2007, $857 
in 2008, $488 in 2009 and $692 theteaftet. The Company leases patcels of land on which tteatment plants and othet 
fadHties are situated and adjacent parcels that are used for watershed protection. The opetating leases ate noncancelable, 
expke between 2012 and 2052 and contain cettain lenewal ptovisions. Cettam leases ate subject to an adjustment evety 
five yeats based on changes in the Consumet Price Index. Subject to die afotesaid adjustment, during each of die next 
five yeats, apptoximately $477 of annual lease payments fot land ate due, and $15.215 theteaftet. The Company leases 
tteatment plants to other patties undet lease agreements that requke payments to die Company of $567 in 2005, $567 in 
2006, $267 m 2007, $308 in 2008, $246 in 2009 and $3,676 diereafter. 

Rent expense was $3,267, $2,993 and $2,182 for die years ended December 31, 2004. 2003 and 2002. 
respectively. 

Long-tetpi Debt and Loans Payable 

The ConsoUdated Statements of CapitaHzation provides a summary of long-term debt and loans 
outstanding as of December 31. 2004 and 2003. The supplemental indentures with tespect to certain issues of 
the Fkst Mortgage Bonds restrict the abiUty of Aqua Pennsylvania, Inc. and certain other operating subsidiaries 
of the Company to declare dividends, in cash or property, or reputchase or otherwise acquke the stock of these 
companies. As of December 31, 2004, approximately $249,000 of Aqua Pennsylvania's retained earnings and 
$62,000 of the retained earnings of cettain other subsidiaries were free of these restrictions. Cettain supplemental 
indentures also prohibit Aqua Pennsylvania and certain othet subsidiaries of the Company ftom making loans to, 
ot putchasing the stock of, the Company. 

Annual sinking fund payments ate tequked fot cettain issues of First Mottgage Bonds by the supplemental 
indentures. The futute sinking fund payments and debt maturities of the Company's long-tetm debt ate as foUows: 

Interest Rate Range 

0.00% to 2.49% 
2.50% to 2.99% 
3.00% to 3.49% 
3.50% to 3.99% 
4.00% to 4.99% 
5.00% to 5.49% 
5.50% to 5.99% 
6.00% to 6.49% 
6.50% to 6.99% 
7.00% to 7.49% 
7.50% to 7.99% 
8.00% to 8.49% 
8.50% to 8.99% 
9.00% to 9.49% 
9.50% to 9.99% 
10.00% to 10.50% 

Total 

2005 

$ 1,267 
1,453 

267 
679 
_ 
-
-
-

10.000 
28.500 

180 
126 
-

6,568 
1,155 

-
$' 50,195 ' 

2006 

$ 1,337 
6,495 

266 
689 

50 
-
-
144 

10,000 
2,539 

194 
138 
-
576 

2.195 
-

I 24,625 

2007 

$ 1,351 $ 
1,529 

12,273 
700 

50 
-
-
644 

10,000 
2,580 

210 
152 
-
584 
995 
-

$ 31,068 $ 

2008 

1,364 $ 
1,572 

280 
710 

50 
-
-

10,172 
-

2,625 
227 
167 
-
594 

5.995 
-

23,75d $ 

2009 

1.388 
1,619 

290 
722 

55 
-
-
-
_ 
714 
245 
184 
-
604 
995 
-

6,S16 

Thereafter 

$ 13,344 
17,256 
4,170 
3,623 

144.230 
165.615 
89,260 

100,360 
12,000 
8,147 

24,175 
25.947 

9,000 
44,318 
30,753 
6,000 

$ 608,108 
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Aqua Pennsylvania had a five-yeat $300,000 medium-tetm note ptogtam that expked in December 2004 
that provided for the issuance of long-term debt with maturities ranging between one and 35 years at fixed tates 
of intetest, as detetmined at the time of issuance. The bonds issued undet this ptogtam wete secuted by the 
Thkty-Thkd Supplement to the ttust kidentute rdatkig to Aqua Pennsylvania's Fkst Mortgage Bonds. In May 
2004, Aqua Pennsylvania issued $87,000 of Fkst Mortgage Bonds through the program with a weighted-average 
interest rate of apptoximately 5.1%> and a weighted-avetage matutity of 13.7 yeats. The ptoceeds ftom this 
issuance wete used to refinance short-term debt and to fund long-term debt maturities. 

In May 2004, an unsecured note of $70,000 was issued by the Company. Interest under this note is 
based, at the bortowet's option, on dthet a defined base tate ot an adjusted London Intetbank Offeted Rate 
cottesponding to the intetest petiod selected. The ptoceeds of this financing wete used to fund acquisitions and 
to tefinance existing debt. In Novembet 2004, $34,000 of the $70,000 unsecured note was tepaid with the 
ptoceeds ftom an equity offeting. The temaining balance of the note of $36,000 is classified as loans payable. In 
connection with the acquisition of Heatet UtiUties, Inc. in June 2004, the Company assumed $22,360 of long-
tetm debt at interest rates ranging ftom 7.05% to 8.24% due 2012 to 2025, which includes the purchase 
accounting fak value adjustment of $3,141, increasing the cattykig-value of long-tetm debt. In November 2004, 
Aqua Pennsylvania issued $14,000 tax-exempt bonds due 2039 at a rate of 5.05% and secured by a supplement to 
the trust indenture relating to Aqua Pennsylvania's Fkst Mottgage Bonds. The ptoceeds ftom the bonds issued 
were used to retkc previously issued tax-exempt bonds. At various times duting 2004, Aqua Pennsylvania and 
othet opetating subsidiaries issued other notes payable and fkst mortgage bonds in aggregate of $31,239 at a 
weighted-average interest rate of 3.76% due at various times ranging from 2006 to 2037. The proceeds from 
these issuances wete used to teduce a pottion of the balance of the shott-tetm debt at each of the respective 
operating subsidiaries and to redeem $6,000 of first mortgage bonds with a wdghted-average interest rate of 
9.19%. As of December 31, 2004, the Trustees for eight issues held $17,196 pending completion of the projects 
financed with the issues and ate tepotted in the consoHdated balance sheet as funds testticted fot consttuction 
activity. 

In July 2003, the Company issued $135,000 of unsecuted notes due 2023 and with an interest tate of 
4.87%, The ptoceeds of this financing wete used to fund the acquisition of the AquaSoutce operations and to 
refinance existing debt. In July 2003, the Company also issued a $90,000 unsecuted note payable and the 
ptoceeds wete also used to fund the acquisition of the AquaSoutce operations. In August 2003, the $90,000 note 
payable was tepaid with the ptoceeds ftom an equity offeting. At vatious times duting 2003, Aqua Pennsylvania, 
other operating subsidiaries and the Company issued other notes payable and fkst mortgage bonds in aggregate 
of $27,894 at a weighted average interest rate of 4.50% due at various times ranging ftom 2013 to 2032. The 
ptoceeds ftom these issuances were used to reduce a portion of the balance of the shott-tetm debt at each of the 
respective opetating subsidiaties, to redeem $7,000 of fitst mottgage bonds of opetating subsidiaries with a 
wdghted avetage intetest rate of 6.35% and redeem the Company's ptefetted stock of $172. In connection with 
the acquisition of the AquaSoutce operations in July 2003, the Company assumed $8,131 of long-term debt of 
which $7,415 was retired during 2003. The weighted avetage cost of long-tetm debt at December 31, 2004 and 
2003 was 6.00% and 6.19%, tespectively. 

Aqua Pennsylvania has a $70,000 364-day tevolving ctedit faciUty with fout banks and the Company has 
a $20,000 364-day bank tevolving ctedit faciUty. Funds bottowed undet these agteements ate dassified as loans 
payable and ate used to ptovide wotking capital. As of Decembet 31. 2004 and 2003, funds bottowed undet the 
Aqua Pennsylvania tevolving ctedit agteements were $29,000 and $52,068, respectively, and $0 and $19,801 were 
bottowed undet the Company's tevolving ctedit agteement, tespectively. Intetest undet these faciHties is based, 
at the bottowet's option, on the ptime tate, an adjusted fedetal funds tate, an adjusted London Intetbank 
Offeted Rate cottesponding to the intetest petiod selected, an adjusted Euro-Rate cottesponding to the intetest 
petiod sdected ot at tates offeted by the banks. These agteements testrict the total amount of short-term 
borrowings of Aqua Pennsylvania and the Company, A commitment fee ranging from 1/4 to 1/10 of 1% is 
charged on the unused portion of the tevolving ctedit agteements. The avetage cost of bottowing undet these 
faculties was 1.4% and 1,6%, and die average bottowkig was $50,115 and $62,528, during 2004 and 2003, 
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tespectively. The maximum amount outstanding at the end of any one month was $89,519 in 2004 and $73,079 
in 2003. 

At Decembet 31, 2004 and 2003, the Company had combined shott-tetm Unes of ctedit of $108,000 and 
$88,000, tespectively. Funds bottowed undet these Hnes are classified as loans payable and are used to provide 
working capital. As of December 31, 2004 and 2003, funds borrowed under the short-term Hnes of credit were 
$9,810 and $24,590. respectively. The average borrowing under die Hnes was $34,711 and $50,353 during 2004 
and 2003, respectively. The maximum amount outstanding at the end of any one month was $51,288 in 2004 and 
$73,700 in 2003. Interest under the Unes is based at the Company's option, depending on the Hne, on the prime 
rate, an adjusted Euro-Rate, an adjusted federal funds rate ot at tates offeted by the banks. The average cost of 
borrowings under aU lines during 2004 and 2003 was 2.3% and 2.4%, respectively. 

Interest income of $1,762. $395 and $287 was netted against interest expense on the consoHdated 
statements of income for the yeats ended Decembet 31,2004, 2003 and 2002, tespectively. The total intetest 
cost was $50,441. $45,057 and $40,683 in 2004, 2003 and 2002, including amounts capitaHzed of $2,304, $2,127 
and $1,389, tespectively. 

Fak V^qe of Finandal Instruments 

The cattying amount of cuttent assets and liabiHties that ate consideted financial instruments apptoximates 
thek fak value as of the dates ptesented. The cattying amount and estimated fak value of the Company's long-tetm 
debt ate as foUows: 

Decembet 31, 

2004 2003 

Cattying amount $ 834,656 $ 736,052 

Estimated fak value 863,247 781,502 

The fak value of long-tetm debt has been detetmined by discounting the futute cash flows using cuttent 
matket intetest tates fot similat financial instmments of the same dutation. The Company's customers' advances 
for consttuction and tdated tax deposits have a catrying value of $73,095 and $72,500 at Decembet 31,2004 and 2003, 
tespectivdy. Thek relative fak values cannot be accuratdy estimated because future refund payments depend on several 
variables, including new customer connections, customet consumption levds and futute tate kicteases. Pottions of 
these non-intetest beating insttuments ate payable annuaUy through 2017 and amounts not paid by the conttact 
expkation dates become non-tefundable. The fak value of these amounts would, however, be less than thek cattying 
value due to the non-intetest bearing feature. 

Preferred S^ock 

At December 31,2004. the Company had 1,770,819 shares of Series Prefetted Stock widi a $1.00 pat 
value authotized. of which 100.000 shates ate designated as Seties A Ptefetted Stock. During 1996, the Company 
designated and issued in connection with an acquisition 32,200 shates as Seties B Ptefetred Stock, $1.00 par 
value. The Series B Preferred Stock was recorded on the consoUdated balance sheet at its Hquidation value of 
$100 per share. In December 2003, the temaining shates of Series B Ptefetted Stock wete tedeemed as ptovided 
undet the ptovisions of the issue thtough the issuance of debt of $960 with a five-yeat matutity at an intetest tate 
of 6.05% pet annum. The Seties A Ptefetted Stock, as weU as the undesignated shates of Seties Ptefetted Stock, 
temains unissued. As of Decembet 31, 2004, the Company did not have any ptefetted stock outstanding. 
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At Decembet 31, 2004, the Company had 300,000,000 shates of common stock authorized; pat value $0.50. 
Shates outstanding at Decembet 31,2004,2003 and 2002 wete 95.384,833,92,589,040 and 84,895,543, tespectively. 
Tteasury shates held at Decembet 31,2004,2003 and 2002 wete 686,747,681,384 and 2,151,350, tespectivdy. 

The Company has a universal shelf registration with the Securities and Exchange Commission to aUow 
fot the sale, over time, of up to $250,000 of various debt and equity securities, including common stock. The 
Company has issued common stock in these transactions undet the univetsal shelf tegisttation: 

• In Novembet 2004. the Company issued 1,955,000 shates of common stock in a pubUc offeting for 
proceeds of $42,600, net of expenses. The net ptoceeds wete used to tepay a pottion of out shott-term 
debt. The indebtedness was incutted by Aqua America in connection with acquisitions. 

• In August 2003, the Company issued 5,000,000 shates of common stock in a pubUc offeting fot 
ptoceeds of $90,100, net of expenses. The net ptoceeds wete used to repay an unsecured note of 
$90,000. The indebtedness was incurred by Aqua America in connection with the acquisition of the 
operations that wete putchased ftom AquaSoutce, Inc. 

• In May 2003, the Company issued 1,868,750 shates of common stock ki a pubHc offering fot ptoceeds 
of $33,100, net of expenses. The net ptoceeds were used to repay short-term debt, including the 
repayment of $22,000 of indebtedness incutted in connection with the Company's teputchase of 
1,513,275 shates of common stock ftom affUiates of VeoHa Envkonnement, S.A. (fotmetly Vivendi 
Envkonnement, S.A.) in October 2002. 

The balance temaining avaUable for use under the universal shelf registration as of December 31. 2004 is 
$77,517. In addition, the Company has a shelf registration statement filed with the Securities and Exchange 
Commission to permit the offering from time to time of shares of common stock and shares of ptefetted stock 
fot acquisitions. During 2002,178,664 shates of common stock totaling $2,745 wete issued by the Company to 
acquke watet and wastewatet systems. The balance temaining avaUable fot use under the acquisition shelf 
registration as of December 31, 2004 is 2,218,947 shares. The form and terms of such securities shaU be 
determined when and if these securities are issued under these shelf registrations. 

In May 2002. VeoHa Envkonnement, S.A. which th rox^ its affiUates (coUectively ''VE") owned 
approximately 16.8% of our outstanding common stock, advised the Company of thek dedsion to seU its 
investment in Aqua America, Inc. VE announced that its dedsion was patt of its overaU strategy to divest non-cote 
assets and focus on othet business sttategies. In Septembet 2002, in otdet to fadHtate the otdetly te-distribution of 
the shates held by VE into the matket, the Company completed a secondary offering of 12,356,570 shates of Aqua 
Ametica common stock hdd by VE. The numbet of outstanding shates of common stock was not changed and the 
Company did not tecdve any proceeds as a result of this secondary offering. In addition, in October 2002 the 
Company teputchased 1,513,275 shates of Aqua America, Inc. common stock teptesenting the temainder of the 
shares of Aqua America, Inc. common stock hdd by VE. The reputchase of shates was funded with proceeds of 
$22,000 from a short-term credit facUity. In May 2003, this $22,000 shott-tetm ctedit faciUty was tepaid with a 
pottion of the funds ftom the issuance of 1,868,750 shares of common stock thtough a shelf tegisttation as 
described above. 

In addition, the Board of Dkectors has authorized the Company to purchase its common stock, from time to 
time, in the open market or through privately negotiated transactions. The Company has not repurchased any shates 
undet this authorization since 2000. As of Decembet 31,2004,411,209 shates temain avaUable fot putchase by the 
Company. 
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The Company has a Dividend Reinvestment and Dkect Stock Putchase Plan (*Tlan") that aUows tekivested 
dividends to be used to putchase shates of common stock at a five petcent discount from the cuttent matket value. 
Undet the dkect stock putchase ptogtam, shates ate purchased by investors at market price. The shates issued undet 
the Plan ate dthet original issue shates ot shates putchased by the Company's transfer agent in the open-market. 
During 2004,2003 and 2002, undet die dividend teinvestment pottion of die Plan. 384.457,395,605 and 402.084 
original issue shates of common stock wete sold ptoviding the Company with ptoceeds of $7,808, $7,000 and $6,407, 
tespectivdy. 

The Company tepotts comptehensive income in accotdance with SFAS No. 130, "Repotting 
Comptehensive Income." Accotdingly, the Company's accumulated othet comptehensive income is tepotted in 
the Stockholdets' Equity section of the ConsoHdated Balance Sheets, the ConsoHdated Statements of 
Stockholdets' Equity and the telated othet comptehensive income is tepotted in the ConsoHdated Statements of 
Income and Comprehensive Income. The Company tepotts its unrealized gains on securities and minimum 
pension HabiHty adjustments as other comprehensive income or loss and accumulated other comprehensive 
income or loss. 

Net Income per Common Share and Equity per Common Share 

Basic net income per share is based on the wdghted average number of common shares outstanding. 
DUuted net income per share is based on the wdghted average number of common shares outstanding and 
potentiaUy dUutive shares. The dUutive effect of employee stock options is included in the computation of 
DUuted net income per share. The foUowing table summarizes the shares, in thousands, used in computing Basic 
and DUuted net income per share: 

Avetage common shares outstanding during 
the period for Basic computation 

DUutive effect of employee stock options 
Average common shares outstanding during 

the period for DUuted computation 

Years ended December 31, 
2004 

93,247 
1,035 

94,282 

2003 

88,275 
969 

89,244 

2002 

85,674 
864 

86,538 

For die year ended December 31,2004, employee stock options outstandmg to purchase 569,900 shates of 
common stock wete exduded ftom the calculation of dUuted net income pet shate as the options' exetdse price was 
gteatet than the avetage matket price of the Company's common stock. Fot the yeats ended Decembet 31,2003 and 
2002, thete wete no outstanding employee stock options exduded from the calculation of dUuted net income pet shate 
as the avetage matket price of the Company's common stock was greatet than the options' exetdse price. 

Equity pet common shate was $7.83 and $7.11 at Decembet 31,2004 and 2003, tespectively. These amounts 
wete computed by dividing common stockholdets' equity by the numbet of shates of common stock outstanding at the 
end of each yeat. 
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Shareholdet Rights Plan 

The Company has a Shateholdet Rights Plan designed to ptotect the Company's shareholders in die event of an 
unsoUdted unfak offer to acquke the Company. Each outstanding common share is entitied to one Right which is 
evidenced by the common share certificate. In the event diat any petson acqukes 20% ot more of the outstanding 
common shates ot commences a tendet ot exchange offet which, if consummated, would result in a person or 
corporation owning at least 20% of the outstanding common shares of the Company, the K%hts wiU begin to trade 
independentiy ftom the common shates and, if cettain ckcumstances occut, induding the acquisition by a petson of 
20% or mote of the outstanding common shates, each Right would dien entitie its holdet to putchase a number of 
common shates of die Company at a substantial discount If the Company is involved in a metget ot othet business 
combmation at any time aftet the Rights become exerdsable, the Rights wiU entide the holder to acquke a certain 
numbet of shates of common stock of the acquiring company at a substantial discount The Rights ate redeemable by 
the Company at a redemption price of $.01 per Right at any time before the Rights become exerdsable. The Rights wiU 
expke on March 1,2008, unless pteviously redeemed. 

Employee Stock and Incentive Plan 

In May 2004, the 2004 Equity Compensation Plan ("the 2004 Plan") was approved by the shareholders to 
replace tibe 1994 Equity Compensation Plan ("the 1994 Plan"), the Con^any may grant qualified and non-qualified 
stock options to officers, key employees and consultants. 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 Boatd of 
Dkectofs (**Boatd* .̂ The 2004 Plan authorizes 3,675,000 shates fot issuance undet the Plan. A maximum of 50% of 
the shates avaUable for issuance under the 2004 Plan may be issued as restricted stock and the maximxmi number of 
shares that may be subject to grants under the plans to any one individual in any one yeat is 150.000. Awatds undet the 
2004 Plan ate. and awatds undet the 1994 plan wete, made by a committee of the Boatd of Dkectors. 

Options under the plans were issued at the market price of the stock on the day of the gtant Options are 
exerdsable in installments of 33yo annually, starting one yeat from the date of the gtant and expke 10 yeats from 
the date of the grant The foUowing table summarizes stock option transactions fot the plans: 

As of ot Fot the Yeats Ended Decembet 31, 

Options: 
Outstanding, beginning of year 
Gtanted 
Tetminated 
Exetcised 
Outstanding, end of yeat 

Exerdsable, end of year 

2004 

Shates 

2,993,421 
582,650 

^ (98,286) 
(427,548) 

3,050,237' 

1,911,805 

We^hted 
Average 
Exercise 

Price 

$ 13.31 
21.53 
16.63 
11.95 

$ 14.96 

$ 12.43 

2003 

Shares 

2,830,133 
613,654 
(15,533) 

(434,833) 

1.756,300 

Weighted 
Average 
Exercise 

Price 

$ 12.06 
16.98 
14.78 
10.28 

i 13.31 

$ 11.01 

2002 

Shares 

2,559,763 
617,813 

(8,265) 
(339,178) 

1,555,483 

Weighted 
Average 
Exetcise 

Price 

$ 10.66 
16.64 
12,99 
9.82 

"S 1106 

$ 9.70 
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Options exerdsed during 2004 tanged in price fi:om $4.56 per share to $21.53 per shate. At Decembet 31,2004, 
3,678,584 options undet the 2004 Plan wete stUl avaUable fot gtant, although undet the terms of the 2004 Plan, 
tetminated, expked ot forfdted grants under the 1994 Plan and shates withhdd to satisfy tax withholding tequkements 
undet the 1994 Plan may be te-issued undet the 2004 Plan. The foUowing table summarizes the price tanges of the 
Options outstanding and options exetdsable as of Decembet 31, 2004: 

Options Outstanding 

Shares 

Weighted Weighted 
Avetage Avetage 

Remaining Exetcise 
Life (yeats) Ptice 

Options Exetdsable 
Weighted 
Avetage 
Exetcise 

Shates Price 
Range of prices.' 
$ 4.56 - 7.99 
$ 8.00 - 9.99 
$10.00 -12.99 
$13.00-15.99 
$16.00-16.99 
$17.00-21.53 

342,302 
245,471 
396,510 
433.175 
941,578 
691,201 

3,050,237 

1.4 
5.3 
3.9 
6.3 
7.9 
9.1 
(5.5 

$ 

IT 

6.25 
9.39 
11.10 
15.28 
16.65 
20.97 
14.̂ )6 

342,302 
245,471 
396,510 
433,175 
454,295 
40,052 

1,911.805 

$ 6.25 
9.39 
11.10 
15.28 
16.65 
18.33 

$ 12.43 

Under SFAS No. 123 "Accounting fot Stock-Based Compensation" and SFAS No. 148 "Accounting fot 
Stock-Based Compensation - Ttansition and Disdosute", the Company currendy appUes the provisions of APB 
Opinion No. 25 and provides the pro fotma disdosute provisions of this statement. Accotdingly, no compensation 
cost has been tecognized ki the finandal statements fot stock options that have been granted. Putsuant to the 
disdosute tequkements of SFAS No. 123, "Accountii^ for Stock-Based Compensation," as amended by SFAS No. 
148, pto fotma net income avaUable to common stock and eatnings pet shate ate ptesented in the Summaty of 
Significant Accounting PoUdes - Stock-Based Compensation as if compensation cost fot stock options was detetmkied 
as of tiie grant date under die fak value mediod. In December 2004, the FASB issued SFAS No. 123R, "Share-Base 
Payment" which wiU change die Company's accounting for the compensation costs for its stock options granted as 
described in the Summary of Significant Accounting PoUdes - Recent Accounting Ptonouncements. 

Restricted stock awatds provide the grantee with the rights of a shareholder, induding the right to recdve 
dividends and to vote such shates, but not the right to seU ot othetwise transfer tiie shares during the testriction period. 
During 2004,2003 and 2002,34,151,20,156 and 37,031 shates of testricted stock wete gtanted widi a testriction period 
tanging firom six to 36 months. The value of testricted stock awatds, which ate "compensatoty", is equal to the fak 
matket value of the stock on the date of the grant and is amortized ratably over the restriction period. The company 
recorded compensation expense related to restricted stock awards of $439. $369 and $769 during 2004,2003 and 2002, 
respectively. 
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Pension Plans and Othet Posttetkement Benefits 

The Company maintains a quaUfied, defined benefit pension plan that covets a majority of its fuU-time 
employees who wete hited priot to April 1,2003. Retkement benefits under the plan ate generaUy based on the 
employee's total yeats of setvice and compensation during the last five years of employment. ITie Company's poHcy is 
to fiind the plan annuaUy at a levd which is deductible fot income tax purposes and which ptovides assets suffident to 
meet its pension obligations. To offset cettain limitations imposed by the Intetnal Revenue Code with respect to 
payments under quaUfied plans, the Company has a non-quaUfied Excess Benefit Plan for Salaried Employees in order 
to ptevent certain employees from being penalized by these Umitations. The Company also has non-quaUfied 
Supplemental Executive Retkement Plans for cettain cuttent and tetited employees. The net pension costs and 
obligations of the quaUfied and non-quaUfied plans ate induded in the tables which foUow. Employees hked aftet April 
1,2003 may pattidpate in a defined contribution plan that ptovides a Company matching contribution on amounts 
contributed by pattidpants and an annual profit-sharing contribution based upon a pe rcen t^ of the eUgible 
pattidpants' compensation. 

In addition to ptoviding pension benefits, the Company offets cettain Posttetkement Benefits other 
than Pensions ("PBOPs") to employees hked before AprU 1, 2003 and retiring with a minimum level of service. 
These PBOPs include continuation of medical and prescription dtug benefits fot eUgible tetkees and Hfe 
insutance benefits fot cettain eUgible tetkees. The Company funds its gtoss PBOP cost thtough vatious trust 
accounts. The benefits of retked officers and certain othet tetkees ate paid by the Company and not ftom plan assets 
due to Umitations imposed by the Internal Revenue Code. 

The foUowing benefit payments, which teflect expected futute setvice. as appropriate, are expected to be 
paid in the yeats indicated: 

Yeats: 
2005 
2006 
2007 
2008 
2009 
2010 - 2014 

Pension 
Benefits 

$ 6,453 
6,541 
6,747 
7,129 
7,452 

47,220 

Otiiet 
Posttetkenent 

Benefits 

$ 1,852 
1,950 
2,047 
2,176 
2,310 

14.012 

In May 2004, die FASB issued FASB Staff Position ("FSP") No. 106-2, "Accounting and Disdosute 
Requkements Rdated to the Medicate Ptescription Dtug, Imptovement and Modetnization Act of 2003." FSP 106-
2 supetsedes FSP 106-1, "Accounting and Disdosute Requkements Rdated to the Medicate Ptescription Dtug, 
Imptovement and Modetnization Act of 2003," which was issued in Januaty 2004 and petmitted a sponsot of a 
posttetkement healdi cate plan that ptovides a ptescription dtug benefit to make a one-time dection to defet 
accounting fot the effects of the Medicate Ptescription Dtug, Imptovement and Modetnization Act of 2003 (the 
"Act") until mote authoritative guidance on the accounting fot the fedetal subsidy was issued. The Company had 
dected tlie one-time defetral aUowed under FSP 106-1 and as a result adopted FSP 106-2 as requked in the tiikd 
quartet of 2004 and it did not have a material impact on out results of opetations ot financial position. 
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The changes in the benefit obUgation and fak value of plan assets, the funded status of the plans and the 
assumptions used in the measutement of the company's benefit oblat ion are as foUows: 

Othet 
Pension Benefits Postretkement Benefits 

Change in benefit obligation: 
Benefit obUgation at Januaty 1, 
Setvice cost 
Intetest cost 
Plan amendments 
Actuarial loss 
Plan pattidpants' conttibutions 
Benefits paid 
Benefit obUgation at Decembei 31, 

Change in plan assets: 
Fak value of plan assets at Januaty 1, 
Actual tetutn on plan assets 
Employet contributions 
Benefits paid 
Fak value of plan assets at Decembet 31, 

Funded status of plan: 
Funded status at Decembet 31. 
Unrecognized actuarial loss 
Unrecognized prior setvice cost 
Untecognized net ttansition obligation 
Net amount recognized 

2004 

$ 150,098 
4,312 
9,512 

567 
12,742 

-
(6,155) 

171,076 

108,731 
8.535 
4,181 
(6,155) 

115,292 

55,784 
(41,531) 
(2,090) 
1,017 

$ 13.180 

2003 

$ 131,059 
3.627 
8,999 

-
12,222 

-
(5,809) 

150,098 

94,438 
20,021 

81 
(5.809) 

108,731 

41.367 
(29,164) 
(1,942) 
1.227 

$ 11,4S8 

2004 

$ 29.134 
1.112 
1,825 

6 
1,676 

631 
(1,580) 
32.804 

14,391 
641 

2.522 
(948) 

16,606 

16.198 
(6,853) 

527 
(6.428) 

$ 3.444 

2003 

$ 25.436 
987 

1,703 
_ 

1,978 
513 

(1,483) 
29.134 

12.200 
816 

2,345 
(970) 

14.391 

14.743 
(4,857) 

590 
(7,231) 

$ 3,245 

Tlie Company's pension plans had an accumulated benefit obligation of $136,851 and $121,521 at Decembet 
31,2004 and 2003, tespectivdy. The foUowing table ptovides the net UabUity tecognized on the ConsoUdated Balance 
Sheets at Decembet 31.: 

Ptepaid benefits cost 
Accrued benefit cost 
Additional minimum UabUity 
Intangible assets 
Regulatory asset 
Accumulated other 

comprehensive loss 
Net UabUity recognized 

Pension Benefits 
2004 

$ -
(13,180) 
(8,928) 
2,108 
4.140 

2.680 
«mm 

2003 
$ -

(11.488) 
(2,003) 
1,962 

41 

^ (^^>^^Q) 

Od 
Postretkem 

2004 
$ 762 

(4,206) 

S (3.444) 

ler 
£nt Benefits 

2003 
$ 937 

(4.182) 

J J ^ ^ 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to ConsoHdated Financial Statements (continued) 
(In thousands of dollars, except pet share amounts) 

At Decembet 31.2004 and 2003, the Compan/s pension plans had benefit obUgations in excess of its plan 
assets. The following tables ptovide the ptojected benefit obUgation, the accumulated benefit obUgation and fak matket 
value of the plan assets as of Decembet, 31: 

Ptojected Benefit 
ObHgation Exceeds 

the Fak Value of 
Plan Assets 

2004 2003 
Ptojected benefit obUgarion $ 171,076 $ 150,098 
Fak value of plan assets 115,292 108,731 

Accumulated Benefit 
ObHgation Exceeds 

the Fak Value of 
Plan Assets 

2004 2003 
Accumulated benefit obHgation $ 136,851 $ 121,521 
Fak value of plan assets 115,292 108,731 

The foUowing table ptovides die components of net periodic benefit costs fot the yeats ended Decembet 31, 

Othet 
Pension Benefits Posttetkement Benefits 

2004 2003 2002 2004 2003 2002 
4.312 \ 
9.512 
(9,169) 

(209) 

419 
1,009 
-

t 3,627 
8,999 
(7,775) 

(209) 

395 
1,282 
_ 

f 3,205 
8,501 
(9.945) 

(209) 

414 
(2) 

-. 

$ 1,112 1 
1,825 
(1,086) 

803 
(57) 
125 
144 

987 J 
1,703 
(917) 

803 
(57) 

62 
136 

840 
1,620 
(953) 

803 
(57) 

(5) 
136 

Service cost 
Intetest cost 
Expected tetutn on plan assets 
Amottization of ttansition 

obUgation (asset) 
Amortization of prior service cost 
Amortization of actuarial (gain) loss 
Amortization of regulatoty asset 
CapitaUzed costs (1,021) (205) (66) (629) (598) (520) 
Net periodic benefit cost $ 4,853 $ 6,114 ^ l . W " $ 2.237 I 2,119 $ I . M T " 

Accounting fot pensions and othet posttetkement benefits requkes an extensive use of assumptions about the 
discount tate. expected tetum on plan assets, the tate of fiatute compensation incteases tecdved by the Company's 
employees. mottaUty. tumovet and medical costs. Each assumption is teviewed annuaUy with assistance firom the 
Company's actuarial consultant who provides guidance in estabUshing tiie assumptions. The assumptions are sdected 
to represent the average expected experience over time and may diffet in any one year ftom actual experience due to 
changes in capital matkets and the ovetaU economy. These diffetences wiU impact the amount of pension and othet 
posttetirement benefit expense that the Company tecognizes. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

foUows: 

Notes to ConsoHdated Financial Statements (continued) 
(In thousands of doUats, except per shate amounts) 

The s^pificant assumptions telated to the Company's pension and othet postretkement benefit plans are as 

Weighted-average Assumptions Used 
to Determine Benefit ObHgations 
as of December 31, 

Discount rate 
Rate of compensation increase 

Assumed Health Care Cost Trend 
Rates Used to Determine Benefit 
ObUgations as of Decembet 31. 

Health cate cost ttend rate 
Rate to which the cost trend is assumed 

to decUne (the ultimate trend rate) 
Year that the rate reaches the ultimate 

ttend tate 

Pension Benefits 
2004 

5.75% 
4.0-5.0% 

2003 

6.25% 
4.0-5.0% 

Odiet 
Posttetkement'. 

2004 

5.75% 
4.0% 

Benefits 
2003 

6.25% 
4.0% 

n/a 

n/a 

n /a 

n /a 

n /a 

n / a 

10% 

5% 

2010 

10% 

5% 

2009 

n/a 

Weighted-avetage Assumptions Used 
to Detetmine Net Periodic Benefit 
Costs for Years Ended December 31. 

Discount rate 
Expected teturn on plan assets 
Rate of compensation increase 

Assumed Health Cate Cost Ttend 
Rates Used to Detetmine Net Periodic 
Benefit Costs for Years Ended Decembet 31, 

Health cate cost ttend tate 
Rate to which the cost ttend is assumed 

to decUne (the ultimate ttend tate) 
Year that the rate reaches the ultimate 

trend rate 
- Assumption is not appHcable to pension benefits. 

6.25% 
8.50% 

4,0-5.0% 

6.75% 
8.50% 

4.0-5.0% 

6.25% 
6.0-9.0% 

4.0% 

6.75% 
6.0-9.0% 

4.0% 

n/a 

n/a 

n/a 

n/a 

n /a 

n /a 

10% 

5% 

2009 

10% 

5% 

2006 

Assumed health-care ttend rates have a significant effect on the expense and HabiUties fot othet posttetkement 
benefit plans. The health cate trend tate is based on historical tates and expected market conditions. A one-percentage 
point change in die expected health-care cost trend rates would have the foUowing effects: 

Effect on the health-care compotient of the 
acctued othet posttetkement benefit 
obHgation 

Effect on total service and interest cost 
components of net periodic postretkement 
health-care benefit cost 

1-Percentage-
Point 

Increase 

863 

92 

1-Petcentage-
Point 

Dectease 

(910) 

(102) 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to ConsoUdated Financial Statements (continued) 
(In thousands of doUats, except pet shate amounts) 

The discount tate is based on a market rate for a recognized-rating agency's h%h-quaUty long-term bond 
portfoHo with durations matching the expected payouts under our retkement plans. The Company*s pension 
expense and UabUity (benefit obUgations) increases as the discount tate is teduced. 

The Company's expected return on assets is determined by evaluatir^ the asset dass tetum expectations 
with its advisots as weU as actual, long-tetm, historical tesults of our asset returns. The Company's pension expense 
incteases as the expected tetutn on assets decteases. The Company beHeves its actual long-tetm asset aUocation on 
average wiU approxknate the targeted aUocation. The Company's investment strategy is to earn a reasonable rate of 
return whUe maUitaining risk at acceptable levds through the diversification of investments across and witiiin various 
asset categories. Investment returns are compared to benchmarks that include the S&P 500 Index, the Lehman 
Brothers Intermediate Govetnment/Ctedit Index, and a combination of the two indices. The Pension Committee 
meets semi-annuaUy to teview plan investments and management monitots investment petfotnmnce quatteriy thtough t 
petfotmance tepott ptepared by an external consulting firm. 

The Company's pension plan asset aUocation and the target aUocation by asset category are as foUows: 

Asset Category; 
Equity securities 
Debt securities 
Cash 
Total 

2005 
Target 

AUocation 

65% 
35% 
0% 

100%" " 

Percentage of Plan 
Assets at Decembet 31, 
2004 

62% 
27% 
11% 

2003 

66% 
32% 
2% 

100% 

Equity securities include Aqua America, Inc. common stock in the amounts of $7,373 ot 6.4% of total plan 
assets and $6,469 ot 5.9% of total plan assets as of Decembet 31,2004 and 2003, tespectively. 

The asset aUocation fot tibe Company's othet posttetkement benefit plans and the tatget aUocation by asset 
categoty ate as foUows: 

Vsset Categoty: 
Cash 
Equity sccutities 
Total 

2005 
Tatget 

AUocation 

65% 
35% 

100%" " 

Percentage of Plan 
Assets atDecember 31, 
2004 

60% 
40% 

100%' " 

2003 

64% 
36% 

100% 

Minimum funding requkements for quaHfied defined benefit pension plans are determined by government 
regulations and not by accounting pronouncements. In accordance with fiinding rules and the Company's funding 
poHcy, duting 2005 out pension conttibution is expected to be $7,278. The Company's fiinding of its PBOP cost 
during 2005 is expected to apptoxtmate $2,804. 

As of Decembet 31,2004. the Company has an additional minimum UabUity of $6,820 assodated with out 
defined benefit plan. The additional minimum HabiUty is a tesult of the accumulated benefit obUgation exceeding the 
fak value of plan assets. The pottion of the additional minimum HabiUty telated to our employees in one of out rate 
jurisdictions results in the estabUshment of a regulatory asset of $4,140, as the Company expects recovety of the 
fiiture, increased pension expense through customer tates. Since the balance of the additional minimum HabUity of 
$2,680 may not be tecoveted thtough tates, the accounting tequkements fot tecotding a tegulatory asset ate not met 
and as a tesult this amount is recorded as an other comprehensive loss for 2004 through a charge to accumulated 
other comptehensive income, net of kicome tax benefits of $938. l l ie change in the additional minknum HabUity 
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AQUA AMERICA, INC. AND SUBSIDIARIES 

Notes to ConsoUdated Financial Statements (continued) 
(In thousands of doUats, except pet share amounts) 

ftom December 31,2003 to Decembet 31,2004 tesulted ftom the effect of a decreased discount rate, offset partiaUy 
by an inctease in the pension plan assets duting 2004 due to positive equity matket petfotmance and pension 
contributions. 

The Company has 401 (k) savings plans that cover substantiaUy aU 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 certain limitations. The Company's matching contribution, tecotded as 
compensation expense, was $1,160, $921 and $859 fot the yeats ended Decembet 31, 2004. 2003 and 2002, 
tespectively. 

Water and Wastewater Rates 

On August 5.2004, the Pennsylvania PubUc UtiHty Commission ('TAPUC") granted Aqua Pennsylvania, 
Inc. a $13,800 base rate increase. The tates in effect at the time of the filing kiduded $11,200 in Distribution 
System Improvement Chatges (*T)SIC'^ ot 5.0% above the priot base tates. Consequendy, the total base tates 
incteased by $25,000 and die DSIC was reset to zero. On August 1,2002, die PAPUC grated Aqua 
Pennsylvania, Inc. a $21,226 or 10.2% base tate inctease. The tates in effect at die time of die fiUng included 
$9,400 in DSIC at 5.0%. Consequentiy, the total base tates incteased by $30,626 and the DSIC was teset to zeto. 

In May 2004, the Company's operating subsidiary in Texas filed an appUcation with the Texas 
Commission on Envkonmental QuaUty to increase rates by $11,920 over a multi-year period. The 
appUcation seeks to increase annual revenues in phases and is accomparued by a plan to defer and amortize a 
portion of the Company's depteciation, operating and other tax expense over a simUar multi-year petiod, 
such that the annual impact on operating income approximates the requested amount. The appUcation is 
currendy pending before the Commission. The Company commenced bUUng for the requested rates and 
implemented the deferral plan in August 2004, in accordance with authorization ftom the Texas 
Commission on Envkonmental QuaUty in July 2004. The additional tevenue biUed and coUected prior to 
the final ruling are subject to refund based on the outcome of the ruHng. The revenue recognized and the 
expenses deferred by the Company reflect an estimate of the final outcome of the ruling. 

l l ie Company's other operating subsidiaries wete aUowed annual tate incteases of $6,673 in 2004, $1.275 
in 2003 and $3,024 in 2002. teptesented by fourteen, eight and thkteen tate decisions, tespectivdy. Revenues firom 
diese increases reaUzed ki die year of grant were approximatdy $3,995, $839 and $1,403 in 2004.2003 and 2002. 
respectivdy. 

Four states in which the Company operates petmit watet utiUties, and in some states wastewatet 
UtiHties, to add a sutchatge to thek watet ot wastewatet biUs to offset the additional deptedation and capital 
costs telated to infrastructure system replacement and rehabiUtation projects completed and placed into 
service between base rate fiHngs. Currendy, Pennsylvatiia, IlUnois, Ohio and Indiana aUow for the use of 
infrastructure rehabUitation surcharges. These mechanisms typicaUy adjust periodicaUy based on additional 
quaHfied capital expenditures completed or anticipated m a future period. The infrastructure rehabUitation 
surcharge is capped as a percentage of base rates, generaUy 5% of base tates, and is teset to zeto when new 
base tates that teflect the costs of those additions become effective ot when a utiUty's eatnings exceed a 
tegulatoty benchmatk. Inftastmctute tehabiUtation sutchatges ptovided tevenues in 2004, 2003 and 2002 of 
$7,817. $8,147 and $5,518, tespectivdy. 

56 



Sqlecfed Quart̂ .fly pif|{̂ ncial Data OJnaudited) 
(in thousands of doUats, except per shate amounts) 

Aqua America, Inc. and Subsidiaries 

Fkst Second Thkd Foutth 
Quattet Quattet Quattet Quattet Yeat 

2004 
Opetating revenues 
Opetations and maintenance expense 
Opetating income 
Net income avaUable to common 

stock 
Basic net income pet common shate 
DUuted net income pet common shate 
Dividend paid pet common share 
Dividend declared per common share 
Price range of common stock 

-high 
- low 

2003 
Operating tevenues 
Opetations and maintenance expense 
Opetating income 
Net income avaUable to common 

stock 
Basic net income pet common shate 
DUuted net income pet common shate 
Dividend paid pet common shate 
Dividend declated pet common shate 
Price tange of common stock 
-high 
- low 

$ 99,768 
41,831 
36,444 

15,575 
0.17 
0.17 
0.12 
0.12 

22.85 
20.00 

$ 80,489 
30,664 
32.446 

13,324 
0.16 
0.16 

0.112 
0.112 

17.83 
15.77 

$ 106,524 
44,483 
40,473 

17,871 
0.19 
0.19 
0.12 
0.12 

21.96 
18.98 

1 83,379 
31.029 
35,290 

15.235 
0.18 
0.18 

0.112 
0.112 

19.85 
17.22 

$ 120,305 
46,526 
50,997 

24,087 
0.26 
0.26 
0.12 
0.25 

22.22 
18.90 

$ 102,153 
36,777 
46,302 

23,620 
0,26 
0.26 

0.112 
0.232 

20.07 
18.28 

$ 115,442 
45,505 
49.320 

22.474 
0.24 
0.24 
0.13 
_ 

24.64 
20.77 

$ 101,212 
42,132 
39,523 

18,606 
0.20 
0.20 

0.120 
-

22.40 
18.71 

$ 442,039 
178,345 
177,234 

80,007 
0.86 
0.85 
0.49 
0.49 

24.64 
18.90 

$ 367.233 
140,602 
153,561 

70,785 
0.80 
0.79 

0.456 
0.456 

22.40 
15.77 

High and low prices of tiie Company's common stock ate as tepotted on the New Yotk Stock Exchange 
Composite Tape, f̂he cash dividends paid in December 2004 of $0.13 and December 2003 of $0.12 were declared 
in August 2004 and August 2003. tespectivdy. 

Beginning August 1.2003. the financial results for the operations acquked in the AquaSoutce acquisition 
have been induded in the Company's consoUdated finandal statements. 
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gpfnmary of ySelectgd Finsndal P^ta 
(in thousands of doUats, except pet shate amounts) 

Aqua Ametica, Inc. and Subsidiaries 

Years ended December 31, 2004 2003 (a) 2002 2001 2000 
PER COMMON SHARE: 

Net income 
Basic 
DUuted 

Cash dividends declared and paid 
Return on avetage stockholdets' equity 
Book value at yeat end 
Matket value at veat end 

$0.86 
0.85 
0.49 

11.4% 
$7.83 
24.59 

0.80 
0.79 
0.46 

12.3% 
$7.11 
22.10 

0.78 
0.78 
0.43 

13.9% 
$5.80 
16.48 

0.71 
0.70 
0.40 

13.3% 
$5.52 
18.04 

0.65 
0.65 
0.38 

13.2% 
$5.10 
15.68 

INCOME STATEMENT HIGHLIGHTS: 
Opetating revenues 
Depteciation and amortization 
Interest expense, net (b) 
Income befote income taxes 
Ptovision fot income taxes 
Net income avaUable to common stock 

BALANCE SHEET HIGHLIGHTS: 
Total assets 
Ptopetty, plant and equipment, net 
Stockholdets' equity 
Long-tetm debt, kiduding current portion 
Total debt 

ADDITIONAL INFORMATION: 
Net cash flows from opetating activities 
Capital additions 
Net cash expended fot acquisitions 

of UtUity systems 
Dividends on common stock 
Numbet of customets setved 
Number of shareholders of common stock 
Common shares outstanding (000) 
Employees (fiiU-tkne) 

$442,039 
58,864 
46,375 

132.131 
52.124 
80.007 

$2,340,248 
2,069,812 

748,468 
834.656 
919,771 

$173,603 
195,736 

54,300 
45,807 

835,512 
24,082 
95,385 

1,442 

$367,233 
51.463 
42.535 

116,718 
45.923 
70.785 

$2,069,736 
1.824,291 

659.030 
736.052 
832.511 

$143,373 
163,320 

192,331 
39,917 

749,491 
22,726 
92,589 

1,260 

$322,028 
44.322 
39,007 

109,252 
42,046 
67,154 

$1,717,069 
1,486,703 

493,097 
617,175 
732,288 

$121,560 
136,164 

8,914 
36,789 

605,474 
21.389 
84,896 

971 

$307,280 
40.168 
38.637 
99,087 
38,976 
60.005 

$1,555,108 
1.364.282 

472,717 
531,455 
641,123 

$102,165 
124,088 

9,517 
34.234 

587,537 
20,920 
85,483 

951 

$274,014 
34,100 
37,775 
86.995 
34,105 
52,784 

$1,413,723 
1.249,652 

430,587 
472,712 
573,706 

$86,972 
129,740 

3,546 
30,406 

565,146 
20,978 
83,869 

943 

(a) Beginmng August 1. 2003. the financial results for the opetations acquked in the AquaSoutce acquisition 
have been included in Aqua America's consoHdated finandal statements. 

(b) Indudes dividends on ptefetted stock of subsidiaty and mmoiity intetest; net of aUowance fot fiands 
used duting construction. 
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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 Mawr. PA 19010-3489 
www.aquaamerica.com 

Corporate Governance 

We are committed to maintaining high standards of corporate governance and have implemented 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.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. The certifications of the 
company's chief executive officer and chief financial officer required by the Sarbanes-Oxley Act have been included as Exhibits 31.1 and 
31.2 in the company*s Form 10-K. In addition, in 2004 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. 

Annua! Meeting 

10:00 A.M. Eastern Daylight Time 
Thursday, May 19, 2005 
Springfield Country Club 
400 West Sproul Road 
Springfield, PA 19064 

Transfer Agent and Registrar 

EquiServe Trust Company, N.A. 
P.O. Box 43010 
Providence. RI 02940-3010 
800-205-8314 or 781-575-3100 
www.equiserve.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 the Philadelphia Stock Exchange under the ticker 
symbol WTR. The daily closing price is printed in The WaU Street Journal as AquaAmer. Listings might vary in other major newspapers. 

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 EquiServe Tmst Company at 800-205-8314 
or by visiting www.equiserve.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 Education IRA 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, IRA forms and a disclosure statement may be 
obtained by calling EquiServe 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. 
Shareholders 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 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 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 2005 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 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 at 800-205-8314. 

Account Access 

Aqua America shareholders may access their account by visiting www.equiserve.com. Shareholders may view their account, purchase 
additional shares, and make changes to their account. To learn more, visit www.equiserve.com or call 800-205-8314. 

Dividends 

Aqua America has paid dividends since 1946. The normal Common Stock dividend dates for 2005 and the first six months of 2006 are: 

Declaration Date Ex-Dividend Date Record Date Payment Date 
January 28, 2005 February 10, 2005 February 14, 2005 March 1, 2005 
May 5, 2005 May 16, 2005 May 18, 2005 June 1, 2005 
August 5, 2005 August 16, 2005 August 18, 2005 September 1, 2005 
November 4, 2005 November 15, 2005 November 17, 2005 December 1, 2005 
February 2, 2006 February 13, 2006 Febmary 15, 2006 March 1, 2006 
May 5, 2006 May 16, 2006 May 18, 2006 June 1, 2006 

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. 

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 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 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: EquiServe Trust Company, N.A., P.O. Box 43010, 
Providence, RI 02940-3010. 
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In Memoriam 
John F. McCaughan, 69 
Chairman (Retired) 
Betz Laboratories, Inc. 
Director since 1984 

John E. Menario, 69 
Assistant to the President (Retired) 
Banknorth Group, Inc. 
Director since 1999 

Richard L. Smoot, 64 
Regional Chairman, 
Advisory Board (Retired) 
PNC Financial Services Group 
Philadelphia and 
Southern New Jersey 
Director since 1997 

n 

OFFICERS 

Nicholas DeBenedictis, 59 
Chairman, President and CEO 

Richard D. Hugus, 55 
Regional President 
Aqua America - South 

Karl M. Kyriss, 54 
President 
Aqua Pennsylvania, Inc. 

Robert G. Liptak, 57 
Regional President 
Aqua America - North 

Richard R. Riegler, 58 
Senior Vice President 
Engineering and 
Environmental Affairs 

David P. Smeltzer, 46 
Senior Vice President 
Finance and CFO 

Roy H. Stahl, Esq., 52 
Executive Vice President, 
General Counsel 
and Corporate Secretary 

Aqua America honors 

the life and legacy of its friend 

and long-time board member, 

G. Fred DiBona^ Jr. 

We thank him for helping us grow 

into the nation s largest 

publicly-traded water utility. 
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