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Subject
Azurix (Wessex) Valuation Review for SFAS 142

We were asked to review a valuation analysis prepared by Azurix for SFAS 142 purposes.  In connection with the review, we were also asked to provide feedback on Azurix’s discounted cash flow (“DCF”) model and to offer suggestions of additional analyses that should be prepared to indicate a fair value of the equity of Azurix (Wessex).

The following are our comments:

DCF Approach

· Further break the current DCF model into two separate models showing 1) the existing Wessex business and 2) the acquisition growth strategy.

· Use different equity discount rates to reflect the difference in risk associated with the existing Wessex business and the acquisition growth component.

· Provide support for the equity discount rates.

· Consider other terminal value calculations including a multiple of RAB or EBITDA (adjusted for debt).

· Prepare a detailed explanation and reconciliation, with greater financial support, for the positive change to the Wessex business since the stock buyback.

Market Approach- Public Guideline Multiples

· Focus on publicly traded comparable companies, specifically paying attention to which companies are most comparable to Azurix (Wessex) in terms of size, financial performance, business lines and location.  

· Use the public companies analyzed by Wasserstein Perella & Co., Inc. and Salomon Smith Barney Inc. for the stock buyback.  They included: Pennon Group, Kelda Group, Severn Trust, United Utilities and Anglian Water.  These public companies are superior to Vivendi, particularly Pennon Group and Kelda Group which are almost pure water companies.  Each company should be weighted based on comparability to Azurix (Wessex).

Market Approach- Acquisition Transactions

· If possible, find current transactions that involve business lines similar to Azurix (Wessex) only.  A premium was paid for American Water Works by RWE because of American’s regulated business in the United States.  A premium was paid for Thames by RWE because of their large maturing overseas development.  Unfortunately, Wessex doesn’t currently benefit from similar characteristics.
· Create additional support for a premium to be paid for Wessex.
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