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Please each state your name and occupation.
My name is Matt Muldoon. | am the Economic Analysis Program Manager
within the Energy Rates, Finance and Audit (E-RFA) Division of the Public

Utility Commission of Oregon (Commission or OPUC).

. My name is Moya Enright. | am a senior financial analyst in the OPUC E-RFA

Economic Analysis Program.

What is your common business address?

201 High Street SE, Suite 100, Salem, OR 97301.

Please describe your educational background and work experience.
Our educational background and work experience are set forth in our
respective Witness Qualification Statements, provided as Exhibits Staff/1301
and Staff/1302.

What is the purpose of this testimony?

We are responsible for the analysis of three Cost of Capital (CoC) issues in
Northwest Natural Gas Company (NW Natural, NWN or Company)

Docket No. UG 388:

1. Capital Structure;

2. Cost of Common Equity, also known as Return on Equity (ROE); and
3. Cost of Long-Term (LT) Debt.

What is your summary recommendation?
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Staff concurs with All Parties’ in the partial settlement as shown herein in
recommending a balanced capital structure of 50.0 percent equity and 50.0
percent LT Debt, a point ROE of 9.40 percent, and a 4.529 percent cost of LT
Debt. Parties differed on best range of reasonable ROEs, but they converge
to recommend said point ROE. When Staff discusses a range of reasonable

ROEs hereafter, it only illustrates how Staff’'s modeling supports the Parties’

compromise agreement.

Did you prepare tables showing NW Natural’s current, NW Natural’s-

earlier proposed and the Staff calculated CoC?

Staff/1300
Muldoon-Enright/2

Yes, the following three tables provide that information.

Table 1
NWN Current OPUC Authorized NWN
(UG 344, Order No. 18-419)
Component Percent of Stipulated or |Weighted
Total Implied Cost |Average
Long Term Debt 50% 5.233% 2.617%
Preferred Stock 0% - -
Common Stock 50% 9.40% 4.700%
100% 7.317%
Table 2

NWN Requested — UG 388

NWN Direct Testimony

Component Percent of Cost Weighted |[RORVvs.
Total Average | Current
Long Term Debt 50.00% 5.233% 2.617%
Preferred Stock 0.00% 0.000% 0.300%
Common Stock 50.00% 10.00% 5.000% ]
100.00% 7.62%

1

Parties to the Partial Stipulation are NW Natural, Staff, the Oregon Citizens’ Utility Board (CUB),

and the Alliance of Western Energy Consumers (AWEC), collectively (Parties).
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Table 3
Staff Proposed — UG 388 Testimony in Support of Settlement
Percent of Weighted | RORvs.
Component Total Cost Average | Current
Long Term Debt 50.0% 4.529% 2.265%
Preferred Stock 0.00% 0.000% -0.352%
Common Stock 50.0% 9.40% 4.700% ) °
100.00% 6.965%

Have you issued data requests (DRs) in this rate case?

Yes. Our CoC analysis is informed by Company responses to 77 multipart
DRs.

How is your testimony organized?

Our testimony is organized as follows:

Issue 1 — Capital StrUCtUIe.........ccoooiii e 4
Issue 2 — Cost of Common Equity (ROE) ..o 5
Issue 3 — CosSt Of LT DDt .....eeeieiieeeeee e 24
(@70 o 11 ] o] o I 31

Did you prepare exhibits in support of your opening testimony?

Yes. Staff prepared the following exhibits:

Staff/1303 ... CONFIDENTIAL Capital Structure
Staff/1304 ..., Value Line (VL) Review of Gas Utilities
Staff/1305 .............. CONFIDENTIAL Cost of LT Debt Table & Maturity Profile
Staff/1306 .....coeeeeeeee News that Investors Were Seeing

Does Staff support the Stipulated Terms on CoC?

Yes. The Stipulated Terms reflect Staff's analysis, other than rounding.
Therefore, Staff recommends that the Commission adopt the Stipulated
Terms on CoC. Staff also note the Company is filing within 13 months of a

prior general rate case going into effect. While NW Natural did not invoke any
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precedent in its filing and hoped to increase the Company’s overall ROR by
30 basis points (bps) as shown in Table 2, this close proximity between rate
cases is still seen by Staff as a material element for the Commission’s
consideration. As noted, in Table 3, the stipulated overall ROR of

6.965 percent is 65 basis points less — materially lower than — the Company
sought in filing this general rate case. Yet all parties agree that the stipulation

is fair and contributes to just and reasonable rates.

ISSUE 1 — CAPITAL STRUCTURE

Q. What is the basis for your recommendation for a capital structure of
50.0 percent Common Equity and 50.0 percent LT Debt?

A. NW Natural requested a continued authorized capital structure of 50 percent
equity and 50 percent long-term debt.? Staff has examined actual and
projected information provided by NW Natural in Exhibit Staff/1303 in
response to Staff DRs 38 and 286, in addition to Staff analysis and review of
NW Natural’s Annual 10-k SEC filing. Staff finds that the stipulated 50
percent common equity capital structure reflects the Company’s actual capital
structure and is consistent with a Commission-preferred balanced capital
structure.’

Q. How has the Commission viewed capital structure?

2 See NW Natural/200 Wilson/8 regarding requested capital structure.

3 See as an example Commission discussion of equity structure in the floatation of PGE Stock
after the Enron Bankruptcy.
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A. The Commission has generally accepted that a capital structure with
50 percent common equity and 50 percent LT Debt balances the lower cost of
borrowing against the credit enhancement represented by equity.
Given that the actual and projected values for capital structure are
consistent with Commission precedent, Staff recommends that the

Commission find a 50 percent common equity capital structure reasonable.

ISSUE 2 — COST OF COMMON EQUITY (ROE)

Q. What point ROE within what range of reasonable ROEs does Staff
recommend?

A. Staff recommends, as do the other Parties, a point ROE of 9.40 percent at the
top of a range of reasonable ROEs of 8.80 to 9.35 percent. Although the
ROE of 9.40 represents the upper limit rounded up, considering other factors
contributing to ROR, Staff finds this settlement to be reasonable.

Q. What are the national trends in ROEs authorized in the contiguous
U.S. last year?

A. Based on data gathered by Regulatory Research Associates, a group within
S&P Global Market Intelligence, the average ROE authorized gas utilities was
9.71% in rate cases decided in 2019, versus 9.59% in 2018. There were 32

gas ROE determinations in 2019, versus 40 in 2018.4

4 See Staff/1306 Muldoon-Enright/9 for “A Deep Dive into US Gas ROE Authorizations in 2019”

by Lisa Fontanella — Regulatory Research Associates (RRA), An Affiliate of S&P Global Market
Intelligence — Feb. 18, 2020
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Q. How is it reasonable that when authorized GAS ROEs rose 12 bps
year-over-year, Staff recommend that the Commission allow no
increase in ROE for NWN?

A. Staff does not find that the authorizations in the past year could have
reasonably anticipated the market downturn we are currently experiencing. It
is reasonable therefore to recommend caution before presuming that trends
in advance of new information would continue into this year or be appropriate
for the time rates would be in effect following this general rate case.

Q. Does your recommended ROE meet appropriate standards?

Yes. The 9.40 percent ROE Staff recommends is more appropriately
reflective of forward looking conditions and meets the Hope and Bluefield
standards, as well as the requirements of Oregon Revised Statute

(ORS) 756.040.°> Staff recommendations are consistent with establishing “fair
and reasonable rates” that are both “commensurate with the return on
investments in other enterprises having corresponding risks” and “sufficient to
ensure confidence in the financial integrity of the utility, allowing the utility to
maintain its credit and attract capital.”®

Q. Do Staff and the Company agree in this regard?

Yes. Staff and the Company apply the same legal standards. While the

Company and Staff may disagree on what range of ROEs is reasonable, all

5 See Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591 (1944) and Bluefield
Water Works & Improvement Co. v. Public Service Commission of West Virginia, 262 U.S. 679
(1923).

6 See ORS 756.040(1)(a) and (b).
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Parties agree that the 9.40 percent point ROE is appropriate. Staff finds this
ROE commensurate with that of other peer utilities and other investment
opportunities with risk exposure similar to NW Natural. Staff’s position is
predicated upon what was known and knowable at time of settlement. It is
important to recall that CNBC recorded the S&P highest market valuation in
18 years on February 21, 2020.7

Q. What is the primary contributing modeling that supports Staff’s
recommended 9.40 percent point ROE?

A. Staff’s two different three-stage discounted cash flow (DCF) models are the
primary foundation for Staff's recommended point ROE.

Q. Did you perform indicator modeling as a general check on this
recommendation?

A. No. Had Staff and Parties not settled, Staff would have used Single-Stage
DCF Modeling, Capital Asset Pricing Modeling (CAPM), and Risk Premium
Modeling (RPM) analysis as general indicators to further test the proposed
9.40 percent ROE. To keep this testimony in support fairly concise and to
minimize the burden of distributing testimony, Staff testimony in support will
primarily show how Staff’'s two primary comprehensive models support the
Parties recommended 9.40 percent point ROE for NW Natural, without

exhaustive examples of usual and customary Staff modeling components.

7 See CNBC https://www.cnbc.com/2020/02/21/the-sp-500-just-passed-its-highest-valuation-
level-in-almost-18-years.html.
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PEER SCREEN

Q. How did you select comparable companies (peers) to estimate NW
Natural’s ROE?

A. Staff used companies that met the following criteria as peer utilities to the
regulated gas utility activities of NW Natural:

1. Covered by Value Line (VL) as a gas utility;

2. Forecasted by VL to have positive dividend growth;

3. LT Issuer Credit Rating equal to or better than BBB- from S&P, or
Baa3 from Moody’s;

No decline in annual dividend in last four years based on VL;

Has heavily regulated natural gas LDC revenue;

Has LT Debt under 56 percent in VL Capital Structure; and

N o o &

Has no recent merger and acquisition activity.

Q. NW Natural looked at water investor owned utilities (IOU) followed by
Value Line in addition to natural gas utilities. Did Staff also look at
water utilities?

A. Yes, Staff looked at water IOUs as a sensitivity. Staff’s testimony in support

will not go into substantive detail about sensitivities in Staff’'s modeling.
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Table 4
1 2 3 4 5 6
Sensitivities: 1 VL H20 Utilities passing Staff Peer Screen
Water Utilities 2 VL H20 Utilities passing Company Screen
NWN UG 388
Gas Group
Abbreviated UG 388 UG 388 VL Corporate Name
# Utility Company Staff Water Utility Ticker
1 | American States Yes No American States Water Company AWR
2 [ American Water Yes No American Water Works Company, Inc. AWK
3 | Aqua America No No Aqua America, Inc. WTR
4 | CA Water Yes Yes California Water Service Group CWT
5| CT Water No No Connecticut Water Service, Inc. CTWS
6 | Consolidated H,O No No Consolidated Water Co. Ltd CcwcCco
7 | Middlesex Water Yes Yes Middlesex Water Company MSEX
8 | SJW Group No No SJW Group SJW
9 [ York Water Yes Yes York Water Company, The YORW
The key thinking is that given high recent water IOU valuations, gas
utilities and Staff will likely continue to look at the water utilities as a sensitivity
worthy of tracking to compare with gas utility ROE modeling results. The
differences shown in Table 4 between Staff and Company recommended
water utility peers to NWN are not material at this time. More, this is a flag
that the Commission will be seeing more modeling of water utilities as
sensitivities going forward in future gas utility rate cases.
Q. What peer groups of gas utilities did Staff and Company ROE

modeling primarily depend on, and were there similarities?
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Table 5
1 2 3 4 5 6
Screen: 1 VL Gas Utilities passing Staff Peer Screen 80% Mid Cap
Natural Gas Sensitivities: 2 VL Gas Utilities passing Company Screen
NWN UG 388
Gas Group
Abbreviated UG 388 UG 388 VL Corporate Name
# Utility Company Staff Gas Utility Ticker
1 [ Atmos Yes Yes Atmos Energy Corporation ATO
2 | Chesapeake Yes No Chesapeake Utilities Corporation CPK
3 | New Jersey Yes No New Jersey Resources Corporation NJR
4 | NiSource Yes Yes NiSource Inc. NI
5 | Northwest Natural Yes No Northwest Natural Gas Company NWN
6 | ONE Gas Yes Yes ONE Gas, Inc. 0GS
7 | South Jersey Yes No South Jersey Industries, Inc. SJI
8 | Southwest Gas Yes No Southwest Gas Holdings, Inc. SWX
9 | Spire Yes Yes Spire, Inc. (Formerly: The Laclede Group, Inc.) SR
No No
11| WGL No No WGL Holdings, Inc. WGL
A. Staff and NW Natural both declined UGI Corporation with its heavy reliance

on propane distribution and WGL Holdings, Inc. However, Staff has a

standard approach to peer utilities and we will cover some key thoughts.

Q. What is the primary goal when evaluating potential peer utilities?

Staff is looking for utilities that most closely resemble the regulated Northwest

Natural Gas Company, not that are most like Northwest Natural Holding

Company. That means Staff seeks potential peer utilities that are very highly

regulated.

Q. Why doesn’t Staff also look at diversified utilities as potential peers

for NW Natural Gas?

A. Diversified utilities with exposure to oil and natural gas exploration and other

potentially profitable, but riskier business lines can boost returns, but there is

much more volatility or variability in cash flows year to year than pure-play

local gas distribution companies (LDC). In modeling, Staff seeks clarity and
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Staff/1300

to be informed. Clarity is best in least complicated focused utilities rather
than in complex conglomerates.

How does Staff determine to what extent a gas utility is regulated?
Staff looks at the proportion of total operating revenues that come from
regulated utility operations, as shown in the Company’s last annual report
SEC Form 10-K.

Why doesn’t Staff look at the portion of assets that are associated
with regulated utility business?

Utilities are asset intensive. In contrast, many other businesses are what
Enron called “asset light”. As an example, consider a holding company that
has three divisions: florists, heating and air conditioning installation, and a
natural gas regulated utility. The florists may require almost no assets to
generate its income. The installation company may also have little
investment in assets compared to the utility.

The installation company may have variation in annual cash flows more
reflective of the general economy than the regulated gas utility. In a downturn
in the economy, fewer customers may upgrade their heating and air
conditioning systems. Looking at assets can mask riskier business lines that
require less capital spending to operate the business.

Did Staff’s peer group for three-stage DCF modeling reasonably

address peer utility capitalization size?
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A. Yes. Most of Staff’s peer group is the small to mid-cap market capitalization
size like NW Natural. Staff therefore makes no adjustments for capitalization
size in its three-stage DCF modeling.

Q. Is there a pattern to Staff’s approach?

A. Yes. The closer the peer group is to NW Natural’s actual regulated gas utility
experience, the less outboard adjustment is required to generate modeling
that is reasonably predictive for NW Natural.

Q. What are the results of your multistage DCF models?

See Table 6 below for the results from Staff’s three stage DCF modeling.

Table 6
y .
Results of Staff’s 3-Stage DCF Modeling

Common Stock Flotation Costs Adjustment Shifts Range of Reasonable ROE's Upward by : 12.5

Range of Modeled Results 8.25% to 9.35% ROE

Midpoint 8.80%
Best Fit Range of Reasonable ROEs 8.80% to 9.35% ROE
(Best fit is Staff's Hamada adjusted screened gas utilities that have most similar characteristics to AVA regulated gas operations in Oregon)
Midpoint 9.1% ROE

Staff Point ROE Recommendation:
Top 9.4% ROE

GROWTH RATES

Q. What long-term growth rates did you use in Staff’s two three-stage
DCF models??®
A. Staff used three different long-term growth rates, with different methods

employed in developing each.

8 Methods used here related to GDP-based growth rates are similar, if not identical to methods
Staff has used in past proceedings. See, as an example, Staff's discussion of these methods
and, to a limited extent, their conceptual underpinnings in Docket No. UE 233, Exhibit Staff/800,
Storm/46 — 52.

bps
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The first method uses the U.S. Congressional Budget Office’s (CBO)
4.0 percent nominal 20-year GDP growth rate estimate.

Staff's second Composite Growth Rate applies a 50 percent weight to
the average annual growth rate resulting from estimates of long-term GDP by
the U.S. Energy Information Administration (EIA), the U.S. Social Security
Administration, PricewaterhouseCoopers estimate for long-run (10- to
30-years from now), and the CBO, with each receiving one-quarter of that
50 percent weight.® The remaining 50 percent is the average annual
historical real GDP growth rate, established using regression analysis, for the
period 1980 through 2017 to which we apply the TIPS inflation forecast
discussed above.

Staff’s third “Near Historical” Stage 3 annual growth rate, is an equal
weighted average of the earlier described U.S. Bureau of Economic Analysis
(BEA) derived projection which presumes the future will look much like the

past. Table 7 below captures LT GDP growth rates Staff used.

Q. Did your analysis reflect a synthetic forward curve?
Yes, Staff utilized synthetic forward curve using UST Treasury Inflation

Protected Securities (TIPS) break-even points. This reflects implied market-

9 The EIA is the Energy Information Administration within the U.S. Department of Energy (DOE),
OMB is the Office of Management and Budget, and CBO is the Congressional Budget Office.
EIA and OMB’s estimates are of nominal GDP. We applied to CBO’s estimate of real GDP as
an inflation rate for the relevant timeframe developed using the Treasury Inflation-Protected
Securities method described by Staff in testimony in multiple recent general rate case
proceedings.
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based inflationary expectations. Staff's recommendations are consistent with
market activity indicating investor expectations of future inflation.

Staff assumes for purposes of its three-stage DCF modeling that LDC
utility growth is bounded by the growth of the U.S. economy, and more
specifically impacted by challenges regarding U.S. population and productivity

in the long-run (20-year) modeling period.

Q. Assume one presumed that future U.S. GDP growth would look like
the past 30 years. Would a ROE based on that assumption still fall
within Staff’s recommended range?

A. Yes, Staff extracted and ran regression on data from the U.S. Bureau of

Economic Analysis (BEA) to generate the annual real historical GDP growth
rate. Staff recommended range of ROEs includes values that presume GDP
growth over the next 30 years would look like that of the past 30 years

informed by other federal projections.

Table 7
Growth Rates Staff Relied Upon

Stage 3 — Long-Term Annual Dividend and EPS Growth Rates
Real TIPS 20-vr . Weighted
Component Inflation Nominal Weight
Rate Rate
Forecast Rate

Energy Information Administration 2.00% 1.99% 4.03% 12.50% 0.50%
PricewaterhouseCooper 1.80% 1.99% 3.83% 12.50% 0.48%
Social Security Administration 2.20% 1.99% 4.23% 12.50% 0.53%
Congressional Budget Office 4.00% 12.50% 0.50%
BEA Nominal Historical 2.76% 1.99% 4.80% 50.0% 2.40%
Composite 100% 4.41%

Congressional Budget Office o o o
Long-Term 20-Year Budget Outlook 4.00% 100.0% 4.00%
BEA Nominal Historical 2.76% 1.99% 4.80% 100.0% 4.80%
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Q. How do your methods employed in this case differ from those utilized
by Staff in recent general rate cases?

A. Staff’s methods and modeling parallel those employed by Staff in recent
general rate cases, with the exception that we spent more time in this case
working with water utilities as a sensitivity addition to the primary analysis.

Q. Describe the two three-stage DCF models on which you primarily rely.
Staff’s first model is a conventional three-stage discounted dividend model,
which Staff denotes as a “30-year Three-stage Discounted Dividend Model
with Terminal Valuation based on Growing Perpetuity” (referred to as
“Model X”). This model captures the thinking of a money manager at a
pension fund or insurance company, or other institutional investor, who
expects to keep the Company’s stock indefinitely and use the dividend cash
flow to meet future obligations.

Staff’'s second model is the “30-year Three-stage Discounted Dividend
Model with Terminal Valuation Based on P/E Ratio” (referred to as
“Model Y”). This model best fits the investor who has a goal they are working
towards. In addition to the income stream from dividends, this investor
intends to sell the stock as the goal is reached.

Both models require, for each proxy company analyzed by Staff, a
“current” market price per share of common stock, estimates of dividends per
share to be received over the next five years calculated from information
provided by Value Line, and a long-term growth rate applicable to dividends

10- to 30-years out. On this last point, Staff always recommends the
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Commission always be particularly vigilant for any substitution of a short-term
growth rate for a long-term 20- to 30-year growth rate. Some growth rates
labeled “long” may be supported by information looking at the next ten years
or less into the future.

For a smooth transition, Staff steps the rate of dividend growth between
the near-term (the next five years) and that of long-run expectations.

Q. How does Model X calculate the terminal value of dividends as a
perpetual cash flow into the future?

A. Model X includes a terminal value calculation, in which Staff assumes
dividends per share grow indefinitely at the rate of growth in Stage 3
(“growing perpetuity”). In contrast, Model Y terminates in a sale of stock
where the price is determined by our escalated price/earnings (P/E) ratio.

Q. Why is thirty years the primary horizon for financial decision-making?

A. Investors focus on the 30-year U.S. Treasury (UST) Bond against alternate
investment opportunities. Thirty years is a generally accepted period for
economists to ascribe to one generation. Itis a common length of time for
mortgages of plants, equipment, and homes. Many institutional holders of
utility securities match the cash flows from utility dividends to future
obligations, such as the payout of life insurance, preparing to meet future
pension and post-retirement obligations, and interest service for borrowing.
Individuals plan for the education of their children, ownership of their home,

and provision for their retirement on this same multi-decade timeframe.
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Staff uses five years for Stage One as that is the timeframe for which
Value Line estimates of future dividends are available. This is as far as Value
Line projects near-future trends. We use five years for Stage Two as a
reasonable length of time for individual companies’ dividend growth rates that
are materially different from the growth rate used in Stage Three (and
common to all companies) to converge to a LT dividend growth rate more
representative of all gas utilities.

How do you address dividend timing?

Each model uses two sets of calculations that differ in the assumed timing of
dividend receipt. One set of calculations is based on the standard
assumption that the investor receives dividends at the end of each period.

The second set of calculations assumes the investor receives dividends
at the beginning of each period. Each model averages the unadjusted ROE
values to generate an Internal Rate of Return (IRR) produced with each set
of calculations for each peer utility. This approach accounts for the time value
of money, closely replicating actual quarterly receipt of dividends by investors.
What accounts for differences in peer capital structures?

Each model employs the Hamada equation'® to calculate an adjustment for
differences in capital structure between each peer utility and Staff-proposed

capital structure for the Company. When few peer utilities are available, the

10

Dr. Robert Hamada’s Equation as used in Staff/1304 separates the financial risk of a levered
firm, represented by its mix of common stock, preferred stock, and debt, from its fundamental
business risk. Staff corrects its ROE modeling for divergent amounts of debt, also referred to as
leverage, between the Company and its peers.
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Hamada equation ensures Staff’'s analysis addresses differences in peer
utility capital structures.

Q. What price do you use for each peer utility’s stock?

Staff used the average of closing prices for each utility from the first trading
day in January, February, and March 2020, to represent a reasonable
snapshot of utility stock prices.

Q. To recap, do you capture both the perspective of a buy and hold
investor and an investor who plans to sell in the future?

A. Yes. The stipulated 9.40 percent point ROE is consistent with findings
modeling the perspectives of both types of investors through Staff’s two
different three-stage DCF models.

Q. Does this approach capture a reasonable set of investor expectations
similar to Staff’s analysis in other recent general rate cases?

A. Yes, Staff modeling captures the expectations of investors who think that: A)
the non-partisan CBO s reliable, B) blended federal agency expert analysis
also informs the historical track record, and C) one should be optimistic about
the economy’s long-run growth, provided there are still enough non-retired
adult Americans to make it happen 20 years from now.

Q. Is it appropriate to use estimates of long-term GDP growth rates to
estimate future dividends for gas utilities?

A. Yes. In many of the Company'’s prior rate cases, Staff has shared plots of

U.S. gas demand growth since 1950 on a three-year moving average. This
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Staff/1300

downward trending consumption curve allows GDP growth to be a
conservative proxy for both gas sales and dividend growth rates.

Can relying on a long-term GDP growth rate overstate required ROE?
Yes. Itis possible that Staff modeling anticipates greater growth than may be
realized and so overstates required ROE to attract investors. Our highest
growth rate presumes return to near historical U.S. GDP growth rates.

Is it important to distinguish between long-run 20- to 30-year rates
and rates over the next five years?

Yes. Over-extrapolating a snapshot of short-term data undermines
confidence in modeling results. For example, Value Line, Blue Chip, and a
variety of other financial resources focus most on the next five years. The
next five years may be affected by recent events. Over the long run, people

and productivity are the key drivers of economic growth.

In Staff’s two different three-stage DCF models, Staff is looking for
growth rates for a period between 10 and 30 years in the future, or an
average of 20-years out. Why can’t Staff just use a 5- or 10-year
projection?

Staff could, but there is better information available. If a primary concern is
whether enough Americans are both working and highly productive 20 years
from now to support a robustly growing economy, 10-year data is not yet
impacted by retirement of persons born in 1960 or persons not immigrating
and not being born to U.S. families now. A better solution is to use data that

is projected with those difficulties in mind.
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HAMADA EQUATION

Q. Your application of the Hamada Equation to un-lever peer utility
capital structures and to re-lever at NW Natural’s target capital
structure increases required ROE. Why is this adjustment
reasonable?

A. Staff employs the Hamada Equation as a check on the reasonableness of its
modeling results. This allows Staff to better compare companies with
different capital structures driven by differing amounts of outstanding debt.
As earlier discussed, our screening criteria already identify peers that have a
very close capital structure to the Company. Use of the Hamada adjusted
results helps ensure that Staff has captured all material risk in our analysis
because it captures additional risk associated with varying capital structure.

Within the confines of Staff’s testimony, one can see the steps to un-
lever and re-lever a peer company’s capital structure as the equivalent of
removing debt of peer companies with varying capital structures, and then
adding enough debt back to equal the Company’s balanced target capital
structure in this general rate case.

Q. Did you use robust and proven analytical methodologies?

Yes. Staff's methods are robust, proven, and parallel Staff’'s work over the
last decade.

Q. Describe how you performed your analysis.
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A. Using the cohort of proxy companies that met our screens, Staff ran each of
Staff’'s two three-stage DCF models three times, each time using a different
long-term growth rate.

Q. Was your analysis consistent with a top supportable finding of 9.40
percent point ROE?

A. Yes.

BALANCED APPROACH TO ROE IN A PANDEMIC

Q. Do you believe your results are robust even given the uncertainty
around the impact of COVID-19?

A. While Staff believes there is a downward glide path for ROE in Figure 1
below, that trajectory is not linear and may pause through the uncertainties
surrounding COVID-19 pandemic impacts on the economy. So, while there
may be some macro indicators variously pointing upward or downward, all
parties agree that the stipulated ROE is reasonable in the near term when

rates will take effect.
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Figure 1
Downward Parallel Glide Paths of Utility ROE and 30-Year US Treasuries'’

Average electric and gas authorized ROEs and number of rate cases

s Electric rate cases decided  Gas rate cases decided Electric ROE

14.00 s Gas ROE e 30-Year U.S. Treasury 140

12.00 70

100
10.00

80
8.00
60

6.00
- 40

Authorized ROE (%) and U.S. Treasury (%)

4.00 20

Data compiled July 16, 2018.
Source: Regulatory Research Associates, an offering of S&P Global Market Intelligence

Q. What trend is Staff seeing?

A. Since 1990, according to Regulatory Research Associates (RRA), Gas and
Electric Utility authorized ROE’s have declined as the 30-year US Treasury
(UST) has also declined. Now the COVID-19 Coronavirus Pandemic has

driven Federal Reserve near tem UST interest rates to near zero, while

spreads over UST for A and B rated utility bonds are elevated but falling.

" See “Average U.S. Electric, Gas ROE Authorizations in H1'18 Down from
20177 published on August 2, 2018 by Regulatory Research Associates
(RRA), an affiliate of S&P Global Market Intelligence.
https://www.spglobal.com/marketintelligence/en/news-
insights/research/average-u-s-electric-gas-roe-authorizations-in-h1-18-down-
from-2017

Cases decided (#)
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Were a “great recession” like that experienced in 2007-2009 to follow, it could
be some time before we see a rising interest rate environment again.
Conversely, utilities have ridden out the market uncertainty better than many
other sectors.

Q. How certain are market projections looking into this summer?

The full economic impact of COVID-19 is unclear at this time, but while ROEs
have generally been trending lower with lower interest rates, recessions have
not generally resulted in large decreases to US Investor Owned Utilities (I0U)
authorized ROEs and what we are observing right now is an increased
premium over treasuries (spread) for debt issuances.

Q. What factor likely has the biggest impact on IOU credit ratings and
liquidity?

A. According to EEI and S&P Global Market Intelligence, investment banks,
market analysts and rating agencies are closely observing utility commission
relationships with utilities. Their determination that Commission jurisdictional
energy utilities operate in a constructive regulatory environment may help
maintain credit ratings and mitigate future financing issues.12 These are
some of the reasons that a balanced approach is reasonable for ROE at this

time.

2 Source: Edison Electric Institute (EEI) “COVID-19 - Market Impacts on the
Energy Sector and its Customers” April 1, 2020.
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SSUE 3 - COST OF LT DEBT

Briefly summarize Staff’s recommendation for NW Natural’s Cost of LT
Debt.

Staff recommends a Cost of LT Debt of 4.529 percent. This represents the
cost of all outstanding and forecasted debt, as of the 2021 test year. See
Confidential Exhibit Muldoon-Enright/1305 page 1 for a summary table, which
displays the LT Debt instruments included in Staff’s calculation of LT Debt,
along with Staff’s calculation thereof.

How has Staff calculated NW Natural’s Cost of LT Debt?

Staff compiled a comprehensive table of NW Natural’s outstanding and
forecasted LT Debt as of the 2021 test year, using independent data sources
including Bloomberg, SNL, and the Company’s SEC filings.

Staff first identified outstanding debt using Bloomberg, and tracked
individual debt issuances using their unique CUSIP numbers.'® Staff
exported the details of each issuance, including issuance and maturity dates,
yields, issued and outstanding debt amounts, and credit ratings from the
Bloomberg database. This data was cross-referenced against the Company’s
latest SEC filing, and the records available through SNL. As a final step, the
data included in the table was confirmed by NW Natural through discovery as

being fully accurate.

A CUSIP number is a nine-character alphanumeric code, which identifies financial securities.
The acronym “CUSIP” is derived from the Committee on Uniform Security Identification
Procedures, a committee of the American Bankers Association.

See Exhibit Staff/1305 page 4 for NW Natural's confidential response to DR 152.
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Staff used this information to compile a fully comprehensive table of NW
Natural's LT Debt, to calculate the yield to maturity of each debt issuance,
and finally, to calculate the Company’s carrying cost of long-term debt.

Q. NW Natural provided a table of LT Debt in its initial filing. Why not use
that?

A. Staff's approach of independently compiling a table of LT Debt is beneficial
because it ensures that a clear and impartial record is created. Publicly
available information can provide valuable insight and aid with the verification
process. For example, the Company's SEC filing includes standardized
information, in contrast to a General Rate Case for which no such
standardized model exists, and some information may be missed.

Staff's thorough research ensures that when the Cost of LT Debt is
calculated, it fully encapsutates the Company's debt issuances, permitting
Staff and the Commission to place their full confidence in the integrity of the
data therein.

Q. Is this table updated to reflect the anticipated composition of NW
Natural’s LT debt in the 2021 test year?

A. Yes. Staff has made specific adjustments to NW Natural’s current LT Debt
holdings to reflect the Company’s anticipated debt structure come 2021.
These changes include:

o Planned debt issuances [BEGIN CONFIDENTIAL] GG (=nD

CONFIDENTIAL] have been incorporated.
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The current portion of LT Debt has been excluded.
How has Staff forecasted interest rates for forecasted debt issuances?
Staff has forecasted the usual synthetic forward interest rate for NW Natural's
forecasted debt issuances. This is shown in Exhibit 1305, page 2.

Staff began this process by surveying forward US Treasury (UST)
interest rates'® over a five-week period, and calculating the average
forecasted rate during that period. By taking this approach, Staff ensured that
volatility within the month did not bias the forecast, as might have happened if
the forecasted rate as observed on a single day was used.

The second step of this process involved calculating the spread between
A-Rated Utility bonds and US Treasuries. The “spread” is the difference in
borrowing costs for A-Rated utilities compared with less risky US Treasuries.
In financial modeling and market or debt securities issuance projections, the
UST rates are often called risk free rates. A variable with a subscript RF
usually refers to a UST bond or note of applicable tenure.

Finally, Staff applied the spread over UST to the forecasted UST interest
rate for like maturity, resulting in the forecasted interest rate for NW Natural’s
debt issuances [BEGIN CONFIDENTIAL] NG (END

CONFIDENTIAL].

15 The current portion of LT Debt includes any debt maturing within one year of the test year.

8 Forward US Treasury rates reflect the market's best estimate borrowing costs on a date in the
future. As NW Natural expects to issue debt in {BEGIN CONFIDENTIAL]
Il [END CONFIDENTIAL], Staff focused its analysis on forecasted forward interesl rates for
these dates.
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Staff favors the approach described above because liquidity in the UST
market is high. The large number of buyers and sellers of these securities
increases the accuracy of the forecast. The addition of the spread adjusts the
forecast to reflect borrowing costs typical of other utilities issuing first
mortgage bonds with comparable credit ratings to NW Natural.

Q. Did you prepare a debt maturity profile for NW Naturai?

A. Yes. In Exhibit Staff/1305 page 3, Staff has provided a debt maturity profile
for the test year, reflecting Staff's proposed Cost of LT Debt table. This
profile shows that the Company’s forecasted issuances of [BEGIN
coNFIDENTIAL] G (=D CONFIDENTIAL] will
avoid maturity concentrations.

Q. Does the table reflect discounts or premiums, debt issuance costs, and
hedging losses and gains?

A. Yes. The table fully encompasses discounts or premiums, debt issuance
costs, and debt insurance costs. Staff has tied each individual cost back to
the associated issuance, and calculated the net proceeds of each debt
issuance. The net proceeds of each debt issuance is used to caiculate the
Yield to Maturity of that issuance, which feeds into Staff’s calculation of LT

Debt carrying costs.

[BEGIN CONFIDENTIAL] IINENEG
I

7 See Exhibit Staff/1305 page 4 for NW Natural's confidential response to DR 152,
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B (=MD CONFIDENTIALL

Q. Please detail Staff’s investigation of the Company’s historic issuance
costs.

A. Staff investigated the costs that have historically been incurred by the
Company when issuing LT Debt. These costs included legal, shelf, rating
agency, accountancy, printing, and underwriting costs.

Through this investigation, Staff determined that the Company's
forecasted issuance cost of [BEGIN CONFIDENTIAL] I

[END CONFIDENTIAL].

8 See Exhibit Staff/1305 page 6 for NW Natural's confidential response to DR 157.
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Did Staff focus its attention on any specific aspect of LT Debt issuance
costs?

Yes. Staff paid particular attention to the legal and shelf fees incurred by the
Company when issuing LT Debt.

What purpose does Staff’s analysis of debt issuance costs serve?

This analysis is beneficial in two ways:

- It allows Staff to ensure that the debt issuance costs incurred by the
Company are reasonable’®.

- It informs Staff’s forecast of the Company’s pro forma debt issuance costs,
serving as a check on the forecasted costs provided by the Company.

Have any debt instruments relating to the Company’s ownership of Gill
Ranch Storage LLC (GRS) been included in the cost of LT Debt?

No. NW Natural Holding Company arranged to sell its holding in GRS in
2019. During its ownership, $40 million of debt was issued and repaid by
GRS. NW Natural was not a party to this debt issuance, and as such, neither
the Company nor Staff included the cost of GRS debt instruments in the
calculation of the Company’s cost of LT Debt.?° The deadline for completed
of the GRS deal has been extended to allow for remotely coordinated

discussion.?!

9 Ex: NW Natural issuance of $150 million of 3.60 percent 30-year notes on Mar 31, 2020

20 See Exhibit Staff/1305 page 7 for NW Natural’s response to DR 151.

21 NWN filed a Form 8K Current Report with the SEC (accessed by Staff on March 25, 2020) noting
the extension to May 15, 2020, as identified under Item 1.01 “Entry into Material Definitive
Agreement”.
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Q. What is Staff’'s summary recommendation for NW Natural’s Cost of LT
Debt?

A. Staff recommends a Cost of LT Debt of 4.529 percent. This recommendation
is supported by comprehensive analysis by Staff and is therefore a value in

which the Commission can place high confidence.
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CONCLUSION

Q. What is Staff’s recommendation regarding Capital Structure?

Staff recommends a 50.0 percent Equity and 50.0 percent LT Debt Capital

Structure, reflecting best available information at this time.??

Q. What is Staff’s recommendation regarding ROE?

Staff recommend that the Commission adopt a point ROE of 9.40 percent
consistent with the findings herein, and with the recommendation of Al
Parties, despite authorized gas ROEs trending higher last year. The

stipulated ROE better matches economic conditions looking forward to 2021.

Q. What is Staff’s recommendation regarding LT Debt?

A. Staff recommends a Cost of LT Debt of 4.529 percent, which is beneficial to

customers and a reasonable compromise between perspectives on forward

markets. Again, All Parties support Staff's work in this regard.

Q. What Rate of Return (ROR) is generated by the above

recommendations?

A. Staff’s calculations generate a 6.965 percent Overall Rate of Return. Though

65 bps lower than the Company sought as it filed its rate case, all Parties

agree that this is a fair and reasonable recommendation to the Commission.

Q. Does that conclude your testimony?

A. Yes.

22

This capital structure is consistent with Figure 16-1 of Chapter 16, Relationship between Capital
Structure and the Cost of Capital, in the earlier mentioned text, “New Regulatory Finance” by Dr.
Roger A Morin, Ph.D., when a finance practitioner seeks to balance minimization of the Cost of
Capital against credit and liquidity cost and risk.
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WITNESS QUALIFICATION STATEMENT

NAME: Matthew (Matt) J. Muldoon
EMPLOYER: PUBLIC UTIILTY COMMISSION OF OREGON
TITLE: Senior Economist

Energy — Rates Finance and Audit Division

ADDRESS: 201 High Street SE, Suite 100
Salem, OR 97301

EDUCATION: In 1981, | received a Bachelor of Arts Degree in Political
Science from the University of Chicago. In 2007, | received a
Masters of Business Administration from Portland State
University with a certificate in Finance.

EXPERIENCE: From April of 2008 to the present, | have been employed by
the OPUC. My current responsibilities include financial and
rate analysis with an emphasis on Cost of Capital. | have
worked on Cost of Capital in the following general rate case
dockets: AVA UG 186; UG 201, UG 246, UG 284, UG 288,
UG 325, and UG 366; NWN UG 221, UG 344, and current
UG 388; PAC UE 246, and UE 263; PGE UE 262, UE 283,
UE 294, UE 319, and UE 335; and CNG UG 287, UG 305,
and UG 347.

From 2002 to 2008, | was Executive Director of the
Acceleration Transportation Rate Bureau, Inc. where |
developed new rate structures for surface transportation and
created metrics to insure program success within regulated
processes.

| was the Vice President of Operations for Willamette Traffic
Bureau, Inc. from 1993 to 2002. There | managed tariff rate
compilation and analysis. | also developed new information
systems and did sensitivity analysis for rate modeling.

OTHER: | have prepared, and defended formal testimony in contested
hearings before the OPUC, ICC, STB, WUTC and ODOT. |
have also prepared OPUC Staff testimony in BPA rate cases.

Abbreviations: AVA — Avista Corp., CNG — Cascade Natural Gas Company, IPC — Idaho Power Company,
NWN — Northwest Natural Gas Company, PAC — PacifiCorp, PGE — Portland General Electric Company
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ADDRESS:

EDUCATION:

EXPERIENCE:

Moya Enright
Public Utility Commission of Oregon

Senior Financial Analyst
Energy Rates, Finance and Planning Division

201 High Street SE. Suite 100
Salem, OR. 97301

Energy Risk Professional Certification (part-qualified).
Global Association of Risk Professionals.

M.Sc. Political Science, 2015.
University of Amsterdam.

M.Sc. Investment, Treasury and Banking, 2011.
Dublin City University.

B.A. International Business and Languages, 2008.
Dublin City University through a joint curriculum with
Ecole Supérieure de Commerce de Montpellier.

Senior Utility and Energy Analyst at OPUC since
January 2019.

Energy Trader for Meridian Energy from 2015 to 2019.
Meridian Energy is a power generator and retailer
operating both in New Zealand and Australia.

Trading and Operations Analyst at Tynagh Energy from
2011 to 2013. Tynagh Energy is an independent power
producer operating in the Republic of Ireland.

Senior Electricity Market Controller at EirGrid from 2008
to 2011. EirGrid is the Irish electricity Transmission
System Operator. It operates the Single Electricity
Market for the Republic of Ireland and Northern Ireland.

Accounts Assistant roles from 2004 to 2008, including
Audit Intern at KPMG in Northern Ireland.
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547

Several stoclks in Value Line’s Natural Gas Util-
ity Industry have enjoyed a nice run-up in price
since our last review in November, We attribute
those movements partly to company-specific de-
velopments, like brightened earnings prospects, It
appears that occasional volatility across the finan-
cial markets (reflecting such factors as tensions in
the Middle East and fears about the possible im-
pact of the coronavirus) has also boosted the per-
formance of these equities. That'’s largely because
of their stable, healthy amounts of dividend in-
come, which tend to provide a measure of stability.
Consider, too, that there are some standouts for
price appreciation potential in the 18-month pe-
riod. Nonetheless, at the recent elevated gquota-
tions, capital gains possibilities out to 2023-2025
are nol spectacular.

The Weather

Climate is a factor that affects the demand for natural
gas, especially from small commercial businesses and
consumers. Not surprisingly, earnings for utilities are
vulnerable to seasonal temperature patterns, with con-
sumption normally at its peak during the winter heating
months, Unseasonably warm or cold weather can cause
substantial volatility in quarterly operating results, But
some companies strive to counteract this exposure
through temperature-adjusted rate mechanisms, which
are available in a number of states. Therefore, investors
interested in utilities with more-stable profits from one
year to the next are advised to look for companies that
are able to hedge this risk.

Natural Gas Pricing

Natural gas quotations are nowhere close to the
heights reached in the early 2000s, and the situation
might not change very much for some time. Even though
this scenario does not augur well for companies that
produce this commodity, regulated utility units gener-
ally benefit. That’s partially because diminished gas
prices tend to lead to lower prices for customers, which
may bring down bad-debt expense. Moreover, there is an
increased possibility that homeowners will convert from
alternative fuel sources, such as propane or oil, to
natural gas. (At the present time, it's estimated that
more than 50% of all households within the United
States use natural gas.) It should be mentioned, how-
ever, that nonvegulated operations {see below) tend to
underperform when gas pricing is at subdued levels,

Nonregulated Businesses

Some of the companies in our group have devoted
substantial resources to the nonregulated arena, includ-
ing pipelines and energy marketing & trading, and we
see this trend continuing in the future. Indeed, these
units offer opportunities for utilities to diversify their
revenue streams. What's more, the fact that nonregu-
lated segments can provide potential npside to earnings
per share is notable, since the return on equity is
established by the regulatory state commissions (gener-
ally in the 10%-12% range) on the regulated divisions.

INDUSTRY TIMELINESS: 55 (of 95)
Appealing Payouts

The main attraction of utility equities is their dividend
income, which tends to be well covered by profits. (1t's
important to state that the Financial Strength ratings
for more than half of the 10 companies in our category
are A, and the lowest is a respectable B+.) At the time of
this industry report, the average yield for the group was
about 2.7%, versus the Value Line median of 2.2%.
Qutstanding selections include South Jersey Industries,
UGI Corp., and Southwest Gas. When the financial
markets face heightened volatility, solid dividend yields
act like an anchor, so to speak.

Earnings Prospects Out To Mid-Decade

We are optimistic, in general, about the sector’s oper-
ating performance over the long term. Natural gas ought
to remain an abundant resource in the United States,
brought about partially by new technologies, so a short-
age does not seem probahle anytime soon. Too, there are
limited alternatives for the services the companies in
this category offer. Furthermore, it’s a challenge for new
entrants in the market, given such factors as the size of
existing competitors and the substantial initial capital
outlays that are required. Finally, the country’s popula-
tion ought to remain on a steady, upward course, which
augurs well for future demand for utility services.

Conclusion

No stocks here are ranked favorably for Timeliness.
That comes ag no surprise, though, since historical price
movements of this typically defensive sector have tended
to be on the steady side, Nevertheless, these stocks
ought to draw the attention of income-oriented investors
with a conservative tilt, given that those good-yielding
issues hoast high marks for Price Stability, and the
majority are ranked 1 (Highest) or 2 (Above Average) for
Safety. And, as mentioned above, there are some good
choices for price action in the 18-month period. As
always, our subscribers are advised to carefully examine
the following reports before committing funds.

Frederick L. Harris, ITT

Natural Gas Utility
RELATIVE STRENGTH (Ratio of Indusiry to Value Line Gomp.)
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ucky 83.3 Uity ‘"619‘.37r Gfee'eyd Glaf 147897 | 4347.6 | 34385 | 3686.3 | 49409 | 41421 | 3349.9 | 27597 | 31155 | 29018 | 3060| 3200 |Revenues (Senif) A 5500
1993, United Cilies Gas in 1987, and others. | 5015 | 1903 | 1a22 | 2307 | 2008 | ats4 | 3501 | sse7 | a4s3| 5114] sa0| 635 |nel Profit ($milly a7
CAPITAL STAUCTURE 25 of 12/31/19 _ 385% | 36.4% | 338% | 38.2% | 30.2% | 38.3% | 96.4% | 96.6% | 27.0% | 21.4% | 22.5% | 22.5% [Income Tax Rate 240%
Total Debt $4324.4 mil. Due in S ¥rs S465.0 il | 423 | 46% | 56% | 59% | 59% | 7.6% | 105% | 139% | 14.3% | 17.6% | 19.0% | 19.8% |net Profit Margin 15.6%
%LTT'?:;;‘IE‘S';?S;{-;’;;"; 3X_L1Tu!'£'|‘g§é§f55ﬂ mil. g% | A9A% | A53% | 468% | #5% | MA5% | B7% | 440% | A% | 380% | 40.0% | 40.0% |Long-Term DebtRatio | 40.0%
) B 54.6% | 50.6% | 547% | 51.2% | 55.7% | 56.5% | 61.3% [ 560% | 65.7% | 62.0% | 60.0% | 60.0% |Common Equity Ralio | 60.0%
coverage; 7.3x) -
Leases, Uncapitalized Annual rentals $21.0 mif. | 3387.9 | 44615 | 43155 | 5036.1 | 5542.2 | 5650.2 | 66518 | GOBG.7 | 72636 | 9278.7 | 11000| 12000 |Tolal Capilaf {Smill 16000
Pid Stock None ) 47031 | 5147.0 | 54756 | 6030.7 | 67259 | 74306 | 82605 | 0250.2 | 10071 | 11788 | 13000 | 74200 |Ned Plant (Smill) 18000
Penslan Asse!s-snsssg%‘1 mgféna " 6.9% | 6.1% | 6% | 59% | 64% | 66% | 7.2% | 64% | 69% | 6.1% | 65%| 6.5% |[Relurnon Tolel Capl 6.5%
ig. 3 mill, o 0 2 o 5 i
Comman Stack 122,266,316 hs, 92% | B8% [ 8.1% 8.9:,'3 94% | 9.0% | 10.4% | 9.8% | 93% | 89% 9.026 8.03% |Return on Shr. Equity 9.0%
a5 of 1431/20 9.2% | B8% | BA% | 89% | 94% | 99% | 104% | 98% | 93% | 89% | 9.0%| 9.0% |ReluraonCom Equity 2.0%
MARKET CAP: §14.7 billion (Large Can) 35% | 3% | 28% | 40% | 47% ! 49% | 5.1% | 49% | 48% | 46% | 45%| 4.5% |Refainedto ComEg 4.5%
2010 12740G | 2% | 6% | 65% | B6% | 50% | Bi% | 50% | 50% | 48% | 48% | 50% | 50% iAlDiv'ds o Net Prof 50%

BUSINESS: Atmos Energy Corporation is engaged primarily in the

cial; 5%, industrial; and 2% other. The company sold Atmos Energy

C?ﬁgrAssets 4%%? 4%51:2 éggjg distribution and sale of natural gas lo aver three milion customers  Marketing, 1/17. Officers and ditectors own approximately 1.4% of
Cuzren! Assels 478.9 4580 @12.1 | lhough six regulaled nalural gas ulifily operations: Louisiana Divi-  common stock (1249 Proxy). President and Chiet Executive Of-
Accls Payable 217.3 2650  308.1 | sion, West Texas Division, Mid-Tex Division, Mississippi Division,  ficer: Kevin Akers. Incorporaled: Texas. Address: Three Lincoln
Dabt Due 11508  464.9 -1 ¢ Colorado-Kansas Division, and Kentucky/Mid-States Divislon. Gas ~ Centrs, Suite 1800, 5430 LBJ Freoway, Dallas, Taxas 75240, Tele-
Other 547.0  479.5  B37.0 1 sales breakdown for liscal 2019 68%, residential; 27%, commer-  phona: 972-634-8227. Intarnal: wwaw.atmosenzrgy.cam,

Cuirent Liab. 1915.1 12094 8452 - - —

Fix. Chq. Cov. 926% 000% o05% | Atmos Energy began fiscal 2020 in the safety and reliability of the company’s
ANNUAL RATES Past past Estd’17-19| decent shape, (The year ends on Septem- mnatural gas distribution and transmission
olchange fpersh)  10¥rs.  SYis.  to23'25 | ber 80th.) Indeed, first-quarter share net systems. Supported its strong finances, we
Revenues 9.0%  -95%  6.5% of $1.47 was 6.5% higher than the fiscal think this goal is quite achjevable.

Eca?r?'h Flow 55%  70%  56% 2019 figure of $1.38. One contributor was Prospects out to mid-decade are solid,

ings 75%  95%  7.0% o. ne A i . ;

Bividends 0% 65% 7s% | the matural pgag distribution unit, which in our view. Atmos ranks as one of the
Book Vaiue 65% 85%  75% | benefited from higher rates, mainly in the nation’s Dbiggest natural gas-only dis-

Fiscal | QUARTERLY REVENUES (S miljA | Fun | Mississippi, Mid-Tex, Louisiana, and Weat tributors, with over three million custom-

ggg; Dec.3 Mar3l Jund0 Sep.d F{.gg?’ Texas divisions. Customer growth, largely ers across several states, including Texas,

2017 7602 9882 G965 4pdg 375671 in the Mid-Tex operation, also helped. Louisiana, and Mississippi. FFurthermare,

2018 |860.2 12194 5622 4447 |31155 | Elsewhere, the performance of the pipeline we think the pipeline and storage unit has

2019 [8778 10946 4857 4437 [2901.8 | and storage division enjoyed an increase in healthy overall growth possibilities, given

2020 (8756 1950 5744 460 |3060 | revenue from a Gas Reliability Infrastrue- that it operates in one of the most-active

2021 (900 t205 615 480 (3200 | ture Program filing approved in fiscal drilling regions in the world. In the compa-

Flscal | EARNINGS PERSHAREABE Ful | 2019, Assuming a continuation of general- ny's current configuration, annual bottom-

Eﬁgg Dec.3! Mar3l Jun30 Sepdo F\‘,ngr" ly favorable trends, full-year profits stand line increases may be between 6% and 8%

2017 | 388 15D &7 3 3601 to advance about 7%, ta $4.65 a share, rel- over the 2023-2025 span,

2618 | 140 157 64 41 | 400l ative to the fiscal 2019 total of $4.35. The ecquity has traded at historic

201% | 138  1.82 68 49 | 4351 Regarding next year, share net might rise highs over the past few months. It

2020 | 147 185 .77 .56 | 465| another 5% or so, to $4.90, as operating seems that Atmos’ decent start to fiscal

2021 | 155 187 .85 .63 | 490| margins expand further. 2020 is a factor. Consider, also, the 1

Cak | QUARTEALY DIVIDES0S PAID Ca rol | Total eapital spending from fiseal (Highest) .S.afety rank and top score for
endar |Mar31 JunJ0 Sepdd Decd| Year | 2020 through. fiscal 2024 is projected Price Stability. .

2016 | 42 42 42 45 1 171| to be $10 billion to $11 billion. (Putting  But 3- to 5-year total returm potential

2017 | 45 45 45 485! 1.s4| that into perspective, this year’s target is doesn’t impress. This reflects the recent

2018 | 485 485 485 595 1.98| between $1.85 billion and $1.95 billion.) stock-price action, Also, the dividend yield

2018 525 595 5% 575 215 Similar to prior periods, a substantial por- is subpar for a natural gas utility.

2020 { 575 tion of the funds are to be used to enhance Frederick L. Harris, III February 28, 2020
(A} Fiscal year ends Sept. 30th. (B) Diluted | due early May. {B} In miions. Company’s Financlal Strenglh A+
shrs, Excl. nonrec, items: '10, 5¢; '11, (1¢);'18, { {C) Dividends hisloricallg‘paid.in early March, | {E} Qlrs may nol add due to changa in shrs | Slock's Price Stability 100
$1.43. Excludes discontinued operations: '11, | June, Sepl., and Dec. w Div. reinvestment pian. | outstanding. Piice Growth Persistence g5
10g; '12, 27¢; °13, 14¢; '17, 13¢. Next egs. spl. | Direct stock purchase plan avail, Earnings Prediclabllity 100

© 2020 Valup Linm, Inc. Al sighls reserved. Factual malerial is obla'ned from sources befeved 1o be refable and is provided wihoul warmantes of any king.
THE PUBLISHER IS 80T RESPONSIBLE FOR ANY ERRCRS OR OMISSIONS HEREIN. Th;swpob!'{;albn s slrictly for subscriber's own, non-commerdial, internal use. No parl
of & may be reproduced, tesold, stored or ransmitted i any printed, electronic or olher form, of L
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RECENT PE Trailing: 28.9 Y| RELATIVE OIvD 1)

CHESAPEAKE UTIL. NYSE-CPK PRICE 99.51 RATIO 27.7 Mediar?: 17.0) PIE RATIO 1.54 YLD 1.7 /Om:
mtness 3w | U] 533] ol AT o8] e8] dpa A 28 8| W] We| % e b e
SAFETY 2 Measills LEGENDS

= 1.00 X Dividends p sh
TECHNIGAL &} Lowered 20850 dhrded by Irieres! Hale 200
«+++ Re'atize Price Slrength 180
BETA .60 (1.00=Markel) Bospit wia T T T T T e

18-Month Targel Price Range 3 adad area indcates recession R DU E—_— T 100
Low-High  Midpaint {% ta e} [~ X, T & e s 80
$81-$127  $104{5%) LT i 2

702325 PROJECTIONS A e e A 40
. Ann'l Total gl ag

. Price  Gain Retura T T
High 150 ¥+1sg::;,} 12% : N B S »

oh_110_ (+10% 3 I I Y % TOT. RETURN 1/20
Institutional Decisions RN O PR et THS VL ARITHS

i1 ety 30w STOCK INDEX

owg B ro el Dt 6 s O e il T
Wisos)_tos7a 10886 11001 | 0% 5] ikl Sy 1166 410 |
2004 | 2005 | 2006 | 2007 | 2008 | 2009 [ 2010 [ 2011 (2012 ]2013 {2014 [2015 {2016 [2017 2018 [2019 | 2020 | 2021 | ©VALUELNE PUB. LLC[33-35

2070] 2602| 205! 2541 2846| 19.07) 2088 | 2043 ] 2725 | 3073 | sad0| 3007 | 3060 | 3270 | 4381 | 37.25| 3880 | 4055 |Revenues persh 60.00

226 2357 218 2852| 250( 215| 350 369 395 A35| 473| 505 516 542 B6.47 B85 A10 7.55 | “Cash Flow" per sh 10.00
109 118 145 1207 489 43 1.8 1.91 199 226 247 268 | 286 | 288 345 340 365{ 385 [Eamings persh A 550
.75 76 i 75 81 B3 B 41 86 101 107 112 1.18 1.26 139 1.55 1.69 1,83 | DIv'ds Decl'd per sh Px 230
207 3.74] 487 308 300 1.8%| 318| 328| HOG| 672 666 ] 947 | 1042 | 103 | 1647 1075 105|114 Cap’l Spending per sh 12.80
9.07 960) 1108} 1176{ 1202 14.8%| 1584 | 1678 | 17.82 | 19.2B | 2059 | 2345 27.36 | 2875 | 3165| 3505 4055 43.90 Book Value per sh 56.90
8.60 8821 1003| 107 1024 1405[ 1428 | 1435 | 1440 | 1446 1458 | 1527 | 1630 | 16.34 | 1638 | 1650| 1700 17.50 Commaon Shs Quistg® | 20.60
150 16.8 179 16.7 14.2 14.2 122 142 14.8 15.6 177 19.1 2187 278 229 271 | Bokdfighres are | Aug Ann'| P/E Ratio 235
79 49 b .89 85 45 78 .89 94 48 93 85 i.14 1.40 1.24 146 Vahie Line Relallva P/E Ratio 130

A6% | 38%| 38% | 36% | 41% | A1% | 39% | 34% | 3% | 29% | 24% | 22% | 1o | 7% | 18% ] 12| ™| Avg Ann'l DIvid Yield 1.8%
CAPITAL STRUCTURE as of 9/30/19 4275 41807 3025 | 443 | 4988 | 4502 | 4889 | 6176 | 7175| 615] G6¢| 710 |Revenues (Smill 1200
Tolal Debt SB?BJ_m\'II. Duein5 Yrs 544[}.q mil, 261 276 284 328 36.1 40.2 4.7 | 438 56.6 560 6201  67.5 {Net Profil {Smilf) 110
%&?ﬁf;ﬁfé’.ﬁi?é‘-’; Sy interest SIBOWL o | H4% | A01% | A02% | 300% | 5% | 388% |35% | 20.1% | 25.0% | 26.5% | 26.5% [mcome Tax Rale 27.0%
toverege: 57w} (1% of Cap'h | B1% | 68% | 74% | 74% | 72% | 88% | 0% | 7.0% | 79%| 81%| 94%| 95% [Nel ProfitMargin 8.2%
Leases, Uncapilalized Annual rentals$2.4 mill, 284% | 314% | 284% | 20.7% | 345% | 204% | 235% [28.9% | 37.9% | 41.0% | 39.0% | 40.0% Long-Term Debt Ratio 35.0%
Pfd Stock None 71.6% | 68.6% | 71.6% | 70.3% | 65.5% | 70.6% ! 76.5% | 71.1% | 621% i 59.0% | 61.0% | 60.0% [Comman Equity Ratio 65.0%
Pension Assets-12118 5523 mil. 3158 | 3511 | 3585 | 3064 | 4588 ] 50751 5630 6837 | 834571 980! 1130| 1280 |Total Capilal ($mil 1750
Comman Stack (6403 . $70.1 mif 4628 | 487.7 | 5418 | 6312 | 699.8 | 855.0 | 9857 |11280 ; 13840 | 714901 7650 1815 |Net Pleat (Smil) 2475
asof 1RGO s 01% | 8%% | 88% | 88% | 85% | 89% | 86% | 13% | 78%| 0% 65%) 65% RelunonTotalCapl | 7%

10.5% | 11.8% | 19.2% | 11.8% | 120% | £1.2% | 10.0% § 9.0% | 109% [ 95%| 9.0% i 9.0% iRelurnonShy, Equity 8.5%

MARKET GAP: 51.8 biflion {Mid Cap) 11.5% | 11.8% [ 11.2% [ 14.8% | 12.0% | 11.2% | 10.0% | 9.0% | 109% | 95% | 9.0%{ 9.0% {Refurnon Com Eqully 9.5%

6B% | 66% | 64% | 71% | V4l | 68% | 6.1% | 49% | 67% | 55%| 50%| 4.5% |Refainedio ComEq 5.5%

CUQSF!E&:T PGSITION 2017 2018 9/3019 42% 7 AR% | 43% | 40% | 38% | 40% | 39% | 45% 9% 46% | 46% | 47% |All Biv'ds to Net Prof 42%
Cash Assets 5.8 6.1 4.3 | BUSINESS: Chesapeake Ulililies Corporation consists of two units:  wholesales and disiribules propane; markets naturaf gas; and pro-
Giher 173.0 1854 1106 | Hegulsted Enerqy and Unreguiated Energy. The Fegulated Energy  vides other unregulaied energy servces, including midstream sarv-
Current Assets 1786 1915 1148 | seqment (45% of 2018 revenues) distibiles nalural gas in Dela-  ices in Ohio. Officers and directars own 4.2% of common stock: T,
gvglESDPayaNe Qgg-z 3333 aggg ware, Maryland, and Florida; distributes electricily in Florida; and  Rowe Price, 13.7%; BlackRock, 9.2% (4/19 Proxy). CEQ: Jaffy M.
otrer ¢ 779 920 927 | lransmits naiural gas on the Delmarva Peninsula and in Florida. Housshalder, Inc.: Delawase, Address: 909 Silver Lake Boulevard,
Cusrent Liab. 350 EPB2 4465 | The Unregulaled Energy operation {56% of 2048 revenues) Dover, DE 18904, Tel.: {302) 734-6799, Intemet: wwnw.chpk.com,
Fix. Chg. Cov. 749% EB36% 645% | Chesapeake  Utilities  Corporation to purchase Tlkton Gas, a subsidiary of
ANNUAL RATES  Past Pasl Estd’16"18 | stands to deliver hetter results in SJI, which delivers natural gas to approxi-
olctangeipersh)  WV¥is.  S¥rs, {0225 | 2020, This ought to be brought about pari- mately 7,000 residential and commercial
ﬁgg?ﬂﬁg\, . ggc;,i’ ?:ga;: g‘g;é’ 1y by the Regulated Encrgy segment, aided customers within Cecil County, Maryland.
Eamings 90% 80% 90% | by such factors as service expansion Subject to approval by the Maryland Pub-
gm?(e\f’)dls 50%  80%  90% | projects and internal growth within the ke Service Commission, the transaction is

ouk Valie 0.0% 10.5% 100% | hataral gas distrihution business. Another slated for eompletion in the first half of

Cal- | QUARTERLYREVEHUES(Smill} [ Full | positive is the relatively low effective in- this year. (Financial terms were not avail-
endar [Mardi Jund0 Sep.dt Becd1| Year | come tax rate. Thus, we expect the compa- able to the public.) Acquisitions should

2017 11852 125¢ 1269 1804 | 6176 | ny's bottom line to advance around 7%, to continue to be a key component in man-

2018 12394 1367 1403 2011 | 7175 $3.65 a share, relative Lo last year’s $3.40 agement’s business strategy, even though

2019 12276 1309 926 1638 ) 615 | estimate. (Fourth-quarter numbers were many uncertainties prevent us from in-

2020 1237 45 103 175 660 | not yeleased when this report went to corporating future ones into our figures.

202t |20 150 15 195 | 716 press.) Looking at 2021, a b%-or-so in- The stock has soared to fresh highs

cal- EARNINGS PER SHARE A Fult | crease, to $3.85 a share, appears possible, sinee our last full.page report in No-
endar |Mardt Jund0 Sepdd Decd!| Year | gupported by incremental benefits from vember. We think market optimism sur-

2007 | 17 & 42 721 26B| prior acquisitions. (Some of the more rounding Chesapeake’s 2020 prospects is

2018 ¢ 164 39 M 108 | 345] yecent deals ave discussed below.) General- one driver behind the price aclion. Other

2009 1 174 50 .38 .78 | 3401 Iy favorable weather conditions would also positives include the below-market Beta

2020 | 185 55 41 B84 365 help Chesapeake. coefficient and relatively high Price

021 | 196 .60 A6 .88 | 385| Theyre has been movement on the ae- Stability grade. However, the dividend

Cal- | QUARTERLY DIVIDENOSPAID®s | pull | quisition front. The company recently yield is unspectacular for a natural pas

endar |Mar3l Jun.30 Sep.3D Decdl| Year | hought, for an undisclosed amount, the utility. Also, appreciation potential out to

2016 288 288 305 .305| 1.19| propane operating assets of Boulden 2023-2025 is limited. Capital gains possi-

2017 ¢ 305 305 3% 3| 12| Brothers Propane, serving around 5,200 bilities in the 18-month period ave lack-

018 | 326 825 37 87 | 139) regidential and commercial customers luster, too. Meanwhile, the Timeliness

2009 137 37 405 405} 155 throughout Delaware, Maryland, and rank sits at 3 (Average).

2020 405 Pennsylvania. Moreover, there are plans Frederick L. Harris, III February 28, 2020
{A} Diluted shrs. Excludes nonrecursing items: %B)»Dividends historically paid in eaily Januasy, 1{C} in millions, adjusted for split. CemEany’gs Financial Strength A
'08, d7¢; *15, 6¢; 17, 87¢. Excludes discontin- [ Apyil, July, and Oclober. w Dividend refnvest- Stock's Price Stability a0

Price Growth Persistence o]

ued cperations: '04, die; '19, dB¢, Nexl eamn- [ menl plan. Direct stock purchase plan avail-
ings report due eary May.

gble.

© 2020 Vaue Ling, Inc. Al rights reserved. Faclual malerial is oblaned from sources beleved fo be relable and is provded withoul warrantes of any
THE PUBLISHER IS KOT AESPONS/BLE FCA ANY ERRCRS OR OMISSHONS HEREIN. ‘[h?zJaubfﬁcalion is strictly for subscribier's own, non-commercial, internal use.
of it may be repraduced, resold, stered or Uansmitled in any pin‘ed, eleclron’c or o'her form, of us

for generating of tarketng any prin'ed or eleckonc pubfcation, senvice or product.
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BEFA .65 (1.00=1larkel}

High:
iow;

21.2
15,0
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321 349 389 454
21.9| 258| 305§ 337

252i 251
19.8] 18.3

220
8.7

2or2

18-Month Target Price Range
Lov-High  #idpoint (% to Mid)
$36-866  $46 (5%)

5 Ann'l Total
Price  Gain
Righ 45 (+5%. 4%
Low 356  {-20%) -2%

2023-25 PROJECTIONS
Retizn

LEGENDS
—— 110 x Dividends
divided by

Interest Rale
- Relatve Price Slrength
spit 298
2-for-1 spit 3f15
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ded area indicates recession
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108 2001
16 Buy 125 127
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{raded

% TOT. RETUHN 1720

THIS YL ARITH.
STOCK INDEX

i

1y 128 7.1

2004 | 2005 | 2006

2008

M

2010 ;2011 (2012 2014 2017

3yr. 18.4 199
Sy, 48.4 410

OVALUE LINE PUB.LLG

2020 (2021 23-25

44| 3810
125 138
85 B8
43 A5

4537
1.8¢

3203 3630 27.08
163 170 186
123 1281 136

68 72 JT

44,40
2.7
2.08

86

26.28
268
173
1.04

28,35 30,05
3.30
225

134

26,55
3.05
205
1.27

Revenues per sh A
“Cash Flow” per sh
Eainings per sh®
Div'ds Decl'd per sh Cn

72 64
562 53

4.15
13.58

380
1433

105 113] 128
8811 936 980

152
1148

470
20.65

410
22.00

438
16.18

Cap'l Spending per sh
Book Value per sh @

83.22| 82564

8235 | 8289 | 8308 8420 8588 | 86.32

8769 96.00 | 57.60 |Common Shs Outst'g E

53] 158
B 89
3% | 1%

87

2% 30%

3.3%

213
112
29%

224
113
2.7%

150 188| 168
95| 1051 107
37% [ 33% [ 34%

1.7
62
35%

90
3.7%

6
B4
26%

Avg Ann't /€ Hatio
Relative P/E Ratio
Avg AnnDiv'd Yietd

Bold fig
Vaiue,
eslin]

res are
Line
ales

133
25%

LT Debt $1537.6 mil,
Inel, $38.6 mill. capilalized leases.

5.0%)
Pension Assets-9/19 $372.6 mil,

Pid Stock None

Common Stack 95,570,017 shs,
as of 2/4/20

CAPITAL STRUCTURE as of 12831119
Total Deb? $1850.1 mill. Bue In 5 Yrs $420.5 mill.
LT Interest $47.1 mill.

(LT interest eamed: 5.0x; total inferest coverage:

HARKET CAP: §4.2 biliion (Mid Cap)

1880.¢
1381

20666
1454

3188.1
37

37381
1768

26393 | 3009.2 | 22489
10t.8 | 1065 1324

2750
220

2918.1
2485

25920
1780

2550
195

Revenues (Smitf) A
Net Prafit {§milly

15.5%
7.3%

17.2%
6.6%

4% | 30.2% 1 7.1%
39% | 35% | 5.0%

254%
3.6%

30.2%
4.71%

NMF
8.2%

HMF
6.7%

15.0%
7.8%

15.0%
8.0%

Income Tax Rate
Nel Prafit Margin

47.7%
52.3%

44.6%
55.4%

37.2% | 355% | 38.2%
62.8% | 64.5% | 60.8%

36.6%
83A4%

38.2%
61.8%

44.5%
55.5%

44.0%
56.0%

45.4%
54.6%

49.8%
50.2%

L.ong-Term Debt Ralia
Common Equity Ratio

Oblig. $620.5 mil.

22301
24007

2233.1
2609.7

1154.4 [ 1203.1 | 1339.6
11357 | 1205.8 | 1484.9

14603
16431

1564.4
1884.1

3535
3100

3835
3165

Tolal Capital {Smif)
Net Plant ($mill)

2539.6
28510

3088.9
30412

6.9%
11.8%
11.8%

1.7%
121%
121%

7% | 7% | 92%
14.0% | 13.7% | 13.8%
14.0% | 137% | 138%

9.0%
128%
128%

12.1%
18.3%
18.3%

8.5%
10.5%
10.58%

10.1%
16.9%
16.8%

6.5%
10.0%
10.0%

6.4%
11.3%
11.3%

Relurr on Total Cap't
Returr on Shr. Equity
Return on Com Equily

CURRENT POSITION 2018
(SMIELY

Cash Assels 1.5
Other 768.6

2018 1

2.7
508.9

2131118
15.7

6.7% | 6.2% | 62% | 52% | 11.0% 48% | 6.0%
52% 7 55% | B5A% | 59% | 40% 60% | 59%

10.2% | 46% | 4.0% 7 4.0% |Retained fo Com Eq
40% | 59% | 62% | 59% |AlfDivids to Nef Prof 65%

676.9

Current Assels 770.1

3735
275.5
101.9

Accls Payable
Debt Due
Other

Current Liab. 750.9
Fix. Chg. Cov. 545%

511.6

295.9
46.9
1036

5464
545%

£692.6

805.,5

BUSINESS: New Jersey Resources Corp. is a holding company
providing retailhvholesale eénergy sves. fe customers in MJ, and in
states from the Gul Coast to New England, and Canada, New Jer-
sey Maturat Gas had 547,600 cust. a1 9/30H9. Fiscal 2039 volume:
232 bAll. cu. Bt {17% interruptible, 179% res., 9% commercial & elec.
utiity, 40% capacity release programs). N.J. Nalural Energy subsid-

iary provides unregulated relailiwholesale nalural gas and related
energy svcs. 2019 dep. rate: 2.6%. Has 1,108 empls. Off./dir. own
1.3% of commen; BlackFack, 13.6%; Vanguard, 10.4% {i2/19
Proxy). CEQ, President & Diector: Sleven D. Westhoven. In-
corporated: New Jersey. Address: 1415 Wyckoff Road, Wall, NJ
07719, Telephone: 732-938-1480. Web: www.njrasources,com,

550%

ANNUAL RATES  Past
of change (persh) 10 Yrs.
Revenues «2.5%
vCash Flow"
Earnings
Dividends
Book Value

0]

Past Est'd’17-'19
5YIs.

23785
4.0%

3.5%
2.5%

6.0%
6.5%

Fistal
Year

Ends |Dec.31 Mar3t JunJdo

QUARTERLY REVENUES {§ mill} A

Sep.30

Full
Fiscal
Year

2017
2018
2019
2020
2021

511 7335
7053 10190
811.8 8663
6160 910
665 965

457.5
5434
434.9
485
535

536.5
647.3
4781
540
585

2268.6
26151
2592,0
2550
2750

Fiscal
Yoar

Ends |Dec.d1 Mardl Jun30

EARNINGS PER SHARE A ®

Sep.30

Full
Fiscal
Year

2017
2018
201¢
2020
2021

47 1A 20
15 162 d0§
81 127 d20
44 145 dd
S0 150 410

d.14
d.3
.29
i
.35

1.73
274
1.96
205
225

Cal-

endar iMar31 Jun30 Sep.3d

QUARTERLY DIVIDEHDS PAID €=

Dec.d!

Fuli
Year

2016
2017
2018

.24 24 .24
255 255 255
273 213 21
2019 | 2925 2825 2925
2020 | 3125

.255
273
2925
3125

98
£04
114
1.1¢

New Jersey Resources posted lower-
than-expected fiscal first-quarter re-
sults {(ended December 31st). To that
end, revenues fell 24.2%, to $615 million,
due to a roughly 35% downlurn in non-
utility volumes, partially offset by a 9.8%
vise in ulility sales, On the profitability
front, operating expenses inereased 470
basis points as a percentage of the top
fine. After accounting for a sizable in-
crease in shares oulstanding, coupled with
a rise in interest costs and a drop in other
income, NJR’s share net fell alinost 26% in
the first quarter, to $0.44. This was below
our call for earnings of $0.68 a share.

Consequently, we have reduced our
outlook  for fiscal 2020. The
retail/wholesale energy services provider
appears poised to log a low single-digit
revenue decline this year. However, this
downturn is more reflective of the drop in
commuodity prices as it weighs on the com-
pany’s nonutility business. And while il
does lower overall top-line volumes, the
drop in natural gas pricing will also reduce
cost of goods sold. Meantime, the New Jer-
sey Natural Gas regulated utility segment
continues to grow by adding new customer

accounts, That unit added 2,282 meters in
the first gquarter of the year. It also added
just undexr 10,000 accounts last year. Still,
on balance, the lackluster earnings in the
first quarter prompted us to shave a dime
off our anmual bottom-line estimate, to
$2.05 a share. This falls within manage-
glent’s reiterated guidance range of $2.05-
2.15.

Meanwhile, we have introduced our
2021 top- and bottom-line estimates at
$2.75 billion and $2.25 a share, respec-
tively. This ought to be supported by con-
tinued growth at the NJNG utility seg-
ment, coupled with an eventual improve-
ment in the global macroeconomic trends
that are pressuring eommodity prices. The
utility segment is anticipated to add
28,000-30,000 new customers between fis-
cal 2020 and fiscal 2022,

At its recent quotation, shaves of New
Jersey Resources appear fairly
valued. NJR is trading near the top end
of our 3- to 5-year Tarpet Price Range,
suggesting that it already reflects much of
the earnings progress that we envision for
that time frame.

Bryan J. Fong February 28, 2020

{A) Fiscat year ends Sept. 30th,

{B] Dilwed earnings. Qlly. sales and egs. may
ol sum {o total due o rounding and change in | April, July, and October, = Dividend reinvest-
shares outstanding. Nexl eamings repon due
© 2020 va'ue Lire, lnc. ANl sghls reserved. Faclual malerial &5 obdaned from sources befeved 1o be relable and is provided without wartantes of ar
THE FUBLISHER |5 NOT HESPONSIBLE FOR ANY ERRDRS OR OMISSIONS HEREIN. This publicaton is sliictiy for subscriber's owa, non-commercial, internal use. No part
ol it may be reproduced, resold, stored o transmitted in any printed, elclan's of other form, of

early May.
{C} Dividends histotically paid in earfy Jan.,

million, $5.56/share.

men plan available,

{D} Includes regulalory assets in 2019: $496.6

{E} In millions, adjusted for splils.

lor generatng or marketng any printed or electronc pablication, senvce or poduct.

Campany's Financial Strength
Stock’s Price Stability

Price Growth Persistence
Eamnings Predictabitity

To subscrlbe call 1-800-VALUELINE .

kind.
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RECEMT PE Trailing: 24.2 Y | RELATIVE DD 0/

NISOURCE INC. nvsew BT 30,21 Mo 21,1 (e AA)MEHIE { 17100 2.8%
e I R B D e R R T e e
SAFETY 2 Raised 11/20/19 LEGENDS

4 vy e Rie : 80

TEGHNICAL Losered 131720 . Filatve Bice Shengh o

BETA .55 (1.00= Marke!) Optons: Yes i
n haded area indoales recession ——= = HH

18-Month Targel Price Range [~ — RIPHLILLY e et 40

Low-High  Midpoint (% to hid) e il L ‘_H:“"”,, EITLLIT R £
$24534  520(5%) T ITID i " AT A L og

707325 PROJECTIONS ety |27 [ ™ [} 5
. . Annl Total} '” el ™ I R PR

_ Price  Gain Retuin d __E|:'u§. v, oy ey 0
E'ﬂh gg (*3%‘3 Tg?,é ~ li N IO I . 75

l (N %TOT.RETURN#/20 [
Institutional Decisions | B THS YL ARIMTHS

i STOCK INOEX

by S ao7 oo Percent - 30 1 | -] T : tye 106 74

to Sl 184 187 192] yaded 101 3y, 432 199 |

HHS{05) 850564 346571 343395 ; Sy 218 410
2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 12012 ;2013 2014 [2015 [2016 [2017 | 2018 [ 2019 {2020 [2021 | ©VALUELINEPUR.11E] 23-25

2463 | 2807 2737 2B06| 3236 24.02[ 2299 21331 1631 | 1804 | 2047 | 1458 | 1390 | 1446 | 1374 | 1415| 1485 1540 |Revenues persh 19.95
347 314 338) 320 332) 29 319} 283| 313, 34 360 227 27i 2.07 282 280 3.00| 3.20|"CashFlow” persh 4,15
1.62 1.08 1.14 1.14 1.4 .84 106 1.05| 1.37 1.57 1.67 63 1.00 39 1.30 125 140 1.55 | Earnings parsh A 225
92 92 92 g2 92 92 B2 2 .84 58 £.02 B3 B4 70 78 .80 86 .92 {Div'd Decl'd per shBm 116
191 217 233] 283 354 281 283 393| 483 589] 642 426) 457 503 488 4607 460 460 CapiSpending persh 4.65

17.69| 1809 1832 1852 724} 17564 | 1763 | 17.71 | 17.90| 1877 1954 | 1204 | 1260 | 12821 13081 13.65| 13.90| 14.50 {Book Value persh® 15.35

27063 | 27262 | 273.65 | 27418 | 274.26 1 276.73 | 279.20 | 282.18 | 310.28 | 313.68 [ 316.04 {310.11 | 323.16 [ 337,02 | 57236 | 374.00 { 370.00 ] 370.00 [Common Shs Gulstg? | 350.00

1307 244 142 188 121 143} 153 194 174 188 2271 3737 232 | NMF 1931 223 Boldfiglres are |Avg An'l P/E Ralio 16.0
.69 1.14 1.04 .00 i 95 . 122 1.14 1.06 1.1§ 1.08 122 1 NNF 1.04 125  Vaiuetine Relalive P/E Ratio g0
A4% | A0% | A% | A%% | 5Th| T8%| BP% | 45% | 36% | 33% | 27% | 5% | 28% [ 28% | 34| 29w | SRS | aug Ann) DV Yield 42%

CAPITAL STRUCTURE os of 9/30/19 64220 { 6019.1 | 5061.2 | 5657.3 | 6470.6 | 4651.8 | 44925 | 48746 | 51145 5300 5500| 5700 |Revenues (Smill) 5985

E_?fglegfg;ggg?ﬁ“rinill-ETuTnl!r; rﬁe ;'!r; %%,{"iﬂ' 2046 | 3038 | 4106 | 4909 | 5307 | 1986 | 3284 | 1286 | 4833 | 465| 520| 575 {NetProfit {Smil) 785
: : ' 2,49 ) 4% 8 .9% | 41.6% 1% 3 7% 0% | 21.0% | 21.6% |1 x Ral 0%

(nresonaamet 224 (oroiCopt) | T S| WAL HI | 0 | U | BT | O | an] 20k | ‘20| 20k |nrobestanepain | 20k
Leases, Uncapitalized Aonual rentals $11.1 mill. 54.7% | 536% | 65.1% | 56.3% | 56.9% | 60.7% | 59.8% | 635% | 55.3% | 55.0% | 54.0% | 55.0% {Long-Term Deht Ratio 55.0%
Penston Assets-12/18 52.1 bill. Oblig, 2.0 bill. 453% | 44.4% | 44.9% | 43.7% | 43.1% | 39.3% | 40.2% | 36.5% | 37.9% | 45.0% | 46.0% | 45.0% [Common Equity Ratio 45.0%

. . . 10859 | 11264 | 12373 | 13480 | 14331 | 9762.0 | 10920 | 11832 | 12856 | 14180 | 14480 | 14715 [Tola! Capilal ($mif) 15040

Prd Stock 8380 mill. P DivAS2BEmil | 41007 | 11800 | 12915 | 14365 | 16017 | 12912 | 13068 | 14360 | 15543 | 16000 | 16500 | 16750 |Net Prent (Smill 17250

45% | 44% | 50% | B2% ! 53% | 40% | 50% | 26% | 50% | 35% | 125% | 40% |RetunonTotal Cap'l 5.0%

Common Slock 373,542,659 shs. 60% | 6% | 74% | 03% | 86% [ 52% | 81% | 3.0% | 81% | 80%| 85% 9.0% {ReturnonShr, Equity 12.5%
as of 10/22119 60% | 6% | 74% | 83% | B6% | 52% | B.1A% | 3.0% | 3% | 80% | 85% | 9.0% iRetwnonCom Equily 12.5%
MARKET CAP: $11.3 billlon {Large Cap) 8% 9% | 28% | B4% | 34% | MMF | 30% | NMF | 37%| 25%] 35% 35% {Relained fo Gom Eq 5.5%
CUHsHENT POSITION 2017 2018 9RoH9 B7% | 85% | 67% | 62% | 61% : NMF{ 63% | NMF 61% 0% % 64% i 64% {ADiv'ds lo Net Prof 55%
Gash‘Ass'ats 20.0 1128 28.0 { BUSINESS: NiSource Inc. Is a holding company for Northern Indi-  other, less than 1%. Generaling sources, 2018: coal, 69.4%; pur-
Qther 17343 19426 1350.31 gna Public Service Company (NIPSCO}, which supplies electricity chased & olher, 30.6%. 2018 reporled depreciaion rates: 2.9%
Current Assets 17633 20554 1378.3{ and gas to the northern INrd of Indiana. Customers: 472,600 elec-  electric, 2.2% gas. Has 8,087 employees, Chairman: Richard L.
S‘ﬂ%’ayable 15338 283?3 1%%3 fric in Indiana, 3.5 miiion gas in Indiana, Ohlo, Pennsyivania, Ken- Thompson. President & Chief Executive Officer: Joseph Hamrock.
Othor ¢ 10628 11258 12388 | tucky, Virginia, Maryland, Massachuselts through its Gelumbia sub-  Incorporated: Indiana. Address: 801 Eas! 86th Ava., Merillills, In-
Current Liab. 31784 ADIEE G33q7 | Sidiaries, Revenue breakdown, 20:8: electiical, 33%; gas, §7%; diana 46410. Tel.: 877-647-5990. |oternel; wwavnisource.com.

Fix. Chg. Cov. 250% 246% _ 255% | Since our November review, shares of about $1.75 billion in investments. At the
ANNUAL RATES  Past Past Esl'd’t6-18( NiSource have risen nicely. Over that same time, once approved, the Maryland
ofchange (pershy  10Yrs,  §¥rs,  W0°2% | {ime frame, the equity’s price advanced base-rate case should add $3.7 million to
ﬁg;sﬂll‘:?gw. ggg’é’ ;;’g{,f g‘g.;/f more than 16%. We think this recovery the top line. Another base-rate case has
Earnings 0% -75% 25% | reflected investors taking advantage of the been filed for NIPSCO electricity, and
Dividends 2.5%  -55%  75% | near-term weakness in the stock’s price. should help that unit generate about 10%
Baok Vaiue 35% 65% 40% | That said, the public utilities holding on recent capital improvement projects.

Cal- | GUARTERLY REVENUES {§ mill) Fuli | company will probably register mixed These factors may well drive earnings 12%
endar |Mard! Jun30 Sep.30 Decdl| Year| finamecial wresults for 2019. Note: higher, to $1.40 a share. Finally, we have

2017 (15086 9907 997.0 13883 |48746| NiSowrce was expected to release its fourth- introduced our 2021 top- and beltom-line

2018 |1750.8 1007.0 8950 14617 |51145| guarter and year-end financials shortly estimates at $5.7 billion and $1.55 a share,

2019 118698 10104 9315 14663 | 8300 | qffer this report went to press. On the plus respectively.

2020|1960 1100 1000 1500 | 5500 | side, solid contributions from the Gas Dis- The balance sheet is in decent shape.

2021 (1950 1180 1050 1850 15700 | {ribution, Corporate, and Electric opera- At the end of the third quarter, the Iast

cal- EARNINGS PER SHARE A Full | tions likely equated to a mid-single-digit period for which finanecial information was
endar |Mardt Jund0 Sepd0 Dec3t| Yeer [ revenue gain last year. However, cost available, NI's cash reserves sat at $28

M7 1 65 ¢4 4 dis 39| overruns, margin compression, and stock million and the long-term debt load

208 ¢ 77 07 0 3B | 13| jssuances probably resulted in a roughly represented 57% of total capital.

219 1 82 05 .- 38 | 125) 49, downturn in share net, to $1.25. On balance, these shares do not stand

2020 | 85 0 .10 35| 14! We continue to look for earnings to out at this juncture. The recent nptick

2% 69 18 13| 1%} ehound this year. NiBSource appears in NI's quotation places it just inside our

Cal- | QUARTERLYDIVIDEKCSPAID®m | Ful | poised to post a roughly 4% rise in reve- Target Price Range, leaving the stock with
endar |Mar31 Jun30 Sep30 Decdl; Yesr | nues in 2020, to $5.5 hillion. The primary helow-average capilal apprecialion poten-

2016 | 155 155 165 .i65] 64| driver here should be a large chunk of cap- tial for the pull to 2023-2025. Meanwhile,

2017 Ji5 13 75 475{ 70| ital expenditures slated to come on line. our Timeliness Ranking System suggests

2018 195 195 195 18] 78| The company has multiple wind projects this equity will just mirror the broader

019 | 200 200 200 200 80| and joint ventures in the works in Indi- market averages in the coming year.

2020 21 ana. Those growth initiatives represent Bryan J. Fong February 28, 2020
{A) Dil. £PS, Excl. nonrec. gains glossas): '05, | egs. may not sum te total due to rounding. $5.13/sh. Comﬁang’fs Financial Strength B+
{4¢); gains (losses) on disc, ops.: '05, 10¢; '08, %B) Divids historically paid in mid-Fab., May, D} In mil. o Stock's Price Stability 95
iﬂe); ‘57, 3e; '08, ($1.14); 15, (A0g); '18, ug., Nov, w Divd refnv, avail, E} Spun off Columbia Pipefine Group {7/15) Price Growth Pezsistence 25
51.48). Next egs. report due [ale May. Qify | (G} Inch. infang in '18: $1911.4 million, Earnings Predictability 35

O 2020 Vaive Line, Inc. Al righls reserved. Faclual maleral is oblained lrom sources beaved lo ba relable and is provided wilhout wamantes of any kind,
THE PUBLISHER [3 NOT RESPONSIBLE FOR ANY ERACAS OR OMISSIONS HEREIN. This publication is sirctly for subsoribers own, non-commergal, nfernal usa, No part
ol it may be reproduced, resold, s'arod of Uransmited in any printed, eleclronc of ofher form, of LS

for generating of marketng any printed or electron’c pukteaton, service o product.
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N W NATURAL RECENT 76 90 P 33 6(Trailjng: 345 |RELATIVE 1 87 ] 2 S{y ‘VALUE:
e NYSE-NWN PRICE . RATIO W)W \ Median: 210/ PEERATIO |« Lo W /O “LINE
melvess 3w | | 5] T ST AT o8] A 8] 8] | 7| 2] Tgt i e
SAFETY 1 masedyigos [ LEGENDS . 12
— 110 x Dividends p sh o
TECHNCAL 4 Loxered 20820 gided by loleresl Rale 1= 100
« Re'alive Prica Strangth Pl SOV S e, ot S e 0 RPS: SRR I NN AT F ey Jpepepg 80

BETh 55 {100= arke) ° Aggi?r; indicales recession - 1T el il ) bR N W |XTIYY PYPE 64
18-Month Targe? Price Range it — L SR LI T a8
Low-High  Midpoint {% to e T N TR ST T [ LI T o N T AT

g paint % to fhid) | N
S64-850  S77(0%) et Wl L 24
2023-25 PROJECTIONS e MR ML Y —ry 20
| Annl Totat| N I N X2 WO I -

Price  Gain  Return | =00 A I

Hgh 8 (+1a;,;.,l 5% 2

70 _(10% e it % TOT RETURN #/20 |..8
Institutional Decislons v ooady | Jus v s

01 Rt a0a | :

TR W AR e I o o W E
gy sav0s 2152 21608 % S mf“[ I Byr 713 418 [~
2004 ; 2005 | 2006 | 2007 | 2008 | 2003 | 2010 [ 2011 | 2012 {2013 2014 [2015 [2016 [2017 [2018 | 2019 | 2020 | 2021 | ©VALUELHE PUBG. LLCIJ3-25

2660( 3001] 3720 3003 | 2016 | 47| 3086 | 72| 2714 | 2002 2764 | 2629 | 2061 | 2652 | 2445| 2425 2515| 2645 Revenues per sh 2940

882 4341 476) 541| 51| 520| s38| 500 494 | 504 | 505 495 | 48| 104 | 528| 450] 490; 535 “CashFlow” persh 6.45
166 2m| 23| em| 25] 280 273| 230] 202| 224| 246 196| 212 | dtad| 23| 20| 240{ 270|Eamingspersh A 250
1.30 1.32 1.39 1441 152} 160 1.68 1.75 1.79 1.8 1.85 186 | 187 188 189 1.80 1.1 1.92 |Div'ds Decl'd per sh En 197
5521 348| 356 4481 382, 509 935; 376 491 13| 440 4377 487 743 743 6501 650] 6.65 |Cap'l Spending per sh 825
2064 2128 2201 2252 2371 | 2488| 260081 2670 | 2723 | 2777 | 2042 | 2847 2071 2585 | 2643 | 2580 | 2660| 2775 Book Value per sh D 29.85
2755 | 2768 20241 2641 2650 2653] 2658 | 2676 | 2692 2708 | 2728 | 2743 | 2843 | 28.74 | 9888 | 050 51.00| 37.00 |Common Shs Quist'g © | 3200
16.7 17.0 159 6.7 18.1 152 170 60 211 194 207 237 269 --| 268| 322 Bou tighres are |Avg Ann'l PFE Ratio 220
.88 91 il 89 1.08 1.01 08| 119 1.3 1.09 109 1.19 141 .- 144 1.75 ValugLine Refaliva P/E Ralio 1.20

42% | ATh 3P| A% | 33% | 37% | 36% | A9% | 38% | 42% | 41% | 40% | 3% | 30% | 0% A0% estiniates Avg Ann'l Div'd Yield 2.9%
CAPITAL STRUCTURE as of 9/30/19 0121 8488 | 7306 | 7585 ] 7540 1 7238 | 6760 | 7622 | 706.1 740 780 820 |Revenues ($mill} 940
Total Debt $966.3 mill. Due in 5 Yrs $360.0 mill. 77| 839 598) 605 887 537| 588 0556 673 6501 750 @50 NetProlit {smill 95,0
LT Debt 88060 mill. LT Interest 400l I35 554045 | 424% | 408% | 415% | 200% [40.5% | -- | 254% | 210% | 210% | 31.0% lvcome Tax Rae 71.0%
(Totaliteres coverage: 3:5%) B9% | 75% | 82% | 80% | 74% | 74% | 87% | Nup | 95%| 87%| 06%| 102% NetProfiHargh | 11.9%

46.1% | 47.3% | 48.5% | 47.6% | 44.8% | 42.5% | 4d4% [ 479% | 489% | 48.0% | 48.0% | 47.5% |Long-Term Debl Ralio 47.5%

Pension Assets-12H18 $257.8 mill. 53.9% | 52.7% | 51.5% [ 524% | 85.2% | 67.5% | B5.6% | 52.1% | 51.9% | 52.0% | 52.0% | 52.5% |Common Equity Halio 52.5%

Oblig. $455.6 mill. [ 12348 | 1356.2 [ 14247 | 14336 | 13804 | 13577 | 15208 | 14260 | 14680 | 1520 | 1580 1645 Yotak Capital {$mitf) 1825

Pid Stock None 18542 | 18030 | 16736 | 20629 | 21218 | 21897 | 22809 | 22550 | 24214 | 2500] 26201 2725 |Net Plant (smill 3065
Comman Stack 30,435,575 shares 0% | 62% | 57% | 58% | 58% | 5% | 51% | NMF | 58% | 65%| 60% | 66% [RelunonTolalCapt | 75%
as of 10/25H9 105% | 89% | 82% | 81% | 76% | 6.9% | 6.9% | NMF | B88% [ 80%| 0.0%| 9.5% |Relun onShy, Equity 11.5%

105% | 89% | 82% | 81% | 7.6% | 68% | 69% | NMF | 88% | 80%| 00%| 9.5% |Relurn on Com Equily 11.5%

MARKET CAP §2.3 billion {Mid Cap} 40% | 24% | 18% | 18% | 1% | 6% | 9% | NMF [ 21% i 1.0%| 20% ] 25% |Relainedto Com Eq 5.0%
CU?SI?IIIELTT POSTEION 2017 2018 9f30719 61% | T3% | 80% | Bi% | 85% | 92% | B7% | NMF 6% : 90% ) 704 72% | M Div'ds to Net Prol 56%
Gash‘Ass'}ets 3.5 i2.6 10.5 | BUSINESS: Northwest Natural Holding Co. distributes natural gas  Pipeline system. Owms local underground storage, Hev. break-
Other 2664 2833 _192.2 { 10 1000 communities, 750,000 custamers, in Oregon (89% of cus-  down: residential, 37%; commercial, 22%: indusirial, gas trans-
Current Assets 2689 2958 2027 | tomers) and in sculhwest Washington state, Principal ciies served:  porlation, 41%. Emplays 1,167, BlackRock Inc. owns 15.0% of
S‘éﬂts[fig’ablﬁ E%g 51?3 1;8% Pertland and Eugene, OR; Vancouver, WA. Senvice area popula-  shares; officars and directors, 1.1% {4/49 proxy). CEQ: David H.
Other u 1187 1456 121.p | ton: 3.7 mil (77% in OR}. Company buys gas supply from Canadi-  Andeyson. Inc.: Cregon. Address: 220 NW 2nd Ava., Porlland, OR
Gurren: Liab. 819 5081 a5a.4 | @n and U.S. producets; has transportalion rights on Norhwiest 97200, Tel.: 503-226-4211, Intemel: wwny.nematural.com.

Fix. Chg. Cov. 362% 35/% _346% | Northwest Natural Holding likely re- in Orvegon. If approved, the company
ANNUAL RATES Past Past Estd't6-i8| corded mixed fourth-quarter results. would achieve $71.4 million in additional
dehangefpersh)  10Yis.  §¥is.  102% | Revenues probably rose to $241.0 million, revenues to offset the cost of strengthening
58;’5,’1“,’:?3‘”‘. ggnfj gg{é’ g'gcf as cooler weather, along with a higher its natural gas system and improving the
Earnings -105% -180% 225% | user base, helped out. However, costs like- system through upgrades. Meantime, the
Dividends 25%  1.0% 5% | ly remained elevated as the company company will likely henefit from a full
Baok Value 20% - 15% | worked to integrate its recent purchases of year of ownership of several water

Cal- i QUARTERLY REVENUES(Smil) | Ful | water utilities. Higher natural gas usage, facilities hought over the past year. These
endar_;Mar3t Jun.30 Sep.dd Decd!| Year [ hoth in residential and industrial sebtings, factors ought to allow for a sizable in-

2017 12973 1363 832 2404 | 7622 | probably helped improve gross profits, and ecrease. Overall, we think that profits will

2018 12647 1246 .2 2267 | 706.17 the Mist storage facility likely added to the advance to $2.40 per share in 2020, $2.70

2019 12853 234 903 2410 | 740 | gum. Still, we think that the cost structure per share in 2021, and $3.50 per share by

020 265 135 100 250 ) 780 | wwag higher, limiting bottom-line gains. All the 2023-2095 period.

2001 1305 M5 Mo 260 820 told, we bhelieve share earnings reached Shares of Northwest Natuyal Holding

cal- EARNINGS PER SHARE A Ful | $1.14 during the quarter. are neutrally ranked for Timeliness.
endar |Mar.31 Jun3) Sep30 Decd!| Year | The company extended the sale date The stock price has risen considerably over

017 | 140 40 430 d314 | d18¢| on its Gil Ranch storage faeility. It had the past few months, leaving little upside

18 | 146 d01 439 127 | 233) already agreed to divest the property, as potential at the recent quotation. Too, we

2018 | 150 07 d61 114 7 270/ Northwest has worked to improve its asset expeci earnings to expand at a steady rate

090 3 L8005 dd0 125 ) 240 mix, which will Jikely be completed by the over the coming years, and the price-to-

202t | 160 .10 d35 135 | 270| onfd of the first quarter and should resull earnings ratio is well above the historical

Cal- | QUARTERLY DMOENDSPAIDEa | Full | in a gain. norms. The dividend yield also does not
endar iMardt Jun30 Sepdd Decdi| Year | The company ought to benefit from a compare favorably to others in the indus-

2006 | 4675 A6/ 4675 470 | 1871 few positive developments. The Port- try. All told, we think that most interested

2017 | 470 470 470 47261 1881 land arvea will continue ta grow in popula- accounts would be best served waiting for

2018 | 4725 4725 A725  ATS | 188 tion, while natural gas will be used more a dip in price before making new equity

2009 | 475 475 415 4TI5| 190} for water heating and other uses. Addi- commitments.

2020 | 4775 tionally, the company filed a new rate case John E. Seibert IIT February 28, 2020
(A) Diluled eamings per share. Exciudes non- | {8) Dividends historicalfy paid in mid-February, | (D) Includes intangibles. In 2018: $371.8 mil- Cam{‘)any‘s Financial Strength A
recurdng fems: ‘06, ($0.06); '08, ($0.03); '09, | May, August, and November, Hon, $12.87/share, Stock's Price Stability 95
6¢. May nol sum due fo younding. Nexl earn- | # Dividend reinvesinient plan available. Pilce Growth Persistence 20
ings report due in early May. {C) In milfions. Earnings Predictability 5
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REGENT PE Trailing: 26.3 Y RELATIVE V' 0

ONE GAS! INC, NYSE-0G8 PRICE gﬁrﬁg RATIO 26.4 (Mediag:HMF) P/E RATIO 1.47 YLD 2-3 /Om:
THEDNSS 3 | ] ] e e | ] [ o oo
SAFETY 2 Hewsiii LEGENDS

= 1.3 x Dividends p sh
TECHNICAL 3 Lowered 20 divded by Inlerest Rale 200
- Ae'atve Price Strength 160
BETA .60 (1.00=Markel) Y "22&‘2‘*,23; nticates cecassion e e SR s R

18-Manth Target Price Range {———1— 7 _ "Nm SO SR S FUTY PO 100
Low-High  Midpolnt (% to Kid) R A _— 80
$855126 5106 (10%) — ity : &

202325 PROJECTIONG |~ i TTTITLL 40
. Ann Total]_: gt a
Price  Gain  Return

Hgh 148 +;5u:/o} 2% Lo, 2

ow 105  (+10%) 5% I AT S P % TOT. RETURN 1/20
Institutional Decisions : e THS  VLARNHS

10201 20 g sithbaett STOCK  INDEX

toBu P mm'g 3012213 Rorcent 21 ] ;g o N "
Wedy 008 40275 dodvs | e 7 H [I_[_[[m_ﬁ[[[l[[[ﬂﬂ[t Sy 1416 4o [©

The shares of ONE Gas, fnc. began trad- | 2010 | 2011 {2012 (2013 |2014 [2015 {2016 |2017 [2018 | 2019 [2020 [ 2021 | ©VALUELINE PUR.1C[23-25
ing “regular-way” on the New York Stock - -- 3492 | 2962 | 27.30 | 2943 ] 31.08] 31.20| 3250 33.70 |Revepues persh 40.00
Exchange on February 3, 2014, That hap- - - 452 | 482 | 543 | 586 | 632| 695 746| 7.85|“CashFlow’persh .30
pened as & result of the separatien of - . -- 207 224 | 265| 302| 25| a51| 265| 385 Eamingspersh A 475
ONEOK's natural gas distribution aperation. .- s 84| 120| 1400 (66| 1B4| 200| 216| 232 |DividsDecldpersh Ba| 280
Regarding the details of the spinoff, on Jan- - 570 { 563 580 6B(| 750|785 | 40| 8.60|CapTSpending per sh 935
vary 31, 2014, ONEOK distributed one - -- 45 | 3524 | 3512 | 3747 | 38.86| 30.95] 4180 43.35 |Book Value per sh 49.60
share of OGS common stock for every four - -= 5208 | 52.26 | 52.28 | 5231 | 5257 | 53.08| 53.50| 5400 [Common Shs Oulstg C | Z5.00
shares of ONEQK commen stock held by -- - 176} 1981 2271 235 231 25.3 | Bald figires are | Avy At PIE Ralio 2.5
ONEQK shareholders of record as of the - - <] 8 6o 149 118 125] 1.38| Vekelke  Relative PE Ratio 145
close of business on January 2i. It should el oz o | 23] 24% ¢ 28% 1 23% | SRR g AnniBv'd Yield 22%
ba mentioned that ONEOK did not retain 18189 | 15477 | 1427.2 | 15396 | 16337 | 1652.7 | 1740 1620 |Revenes (Snuil 2200
any ownership interest in the new company. - 1098 | 1190 0.1 1509 ] 1722| 18671 195 200 el Profit (Snyil 260
CAPITAL STRUCTURE as of 9/30/19 -- - 38.4% [ 38.0% | 37.8% | 364% | 23.7% | 18.7% | 19.0% | 189.5% |Incoms Tax Rate 22.0%
Total Debt $1680,9 mill, Due in 5 Yrs $300.0 mif, -- -- B.0% | 77% | 9.8% | 104% | 105% | 113% | 11.2% | 11.5% |Net Profit Margin 11.6%
%‘g{;‘;}fs‘fjaﬁfeg_"}; MFQQ{?;;?;?‘T&O il - B 40,19 | 39.5% | 36.7% | 97.6% | 385% | 36.0% | 38.0% | 38.0% |Long-Term Debl Rao | 38.0%
covorage: beba) -+ | - | 59.9% | 60.5% | 61.3% | 62.0% | 61.4% | 620% | 620% | 620% |Common EquityRatlo | 62.0%
Leases, Uncapitalized Annual rentals $6.3 mill. - 26853 | 30429 | 3080.7 | 31535 | 33283 | 3415| 3500 3775 {Total Capilal {Smill} 4400
Pfd Stock Nors - 32937 | 3611.9 | 37316 | 4007.6 | 42837 | 4565 4790 5020 |NetPland ($mifl} 5700
Pension Assets-12/8 $814.1mill, - - dash | drw | 52w | 5% | 59% | 65%| 65%| 6.5% |Relura on Tetal Capl 4.6%
Common Stock 52’737,‘%"3"55595"-5 il S BT | 6% | 74% | 02% | 4% | 90%| 00% | 90% |[RelnonShrEquly | 95%
a8 of 102110 - o] el 6% ] 65% | 4% | 82% | 84%| 90%| 90%| 90% [ReluaonComEquity | 9.5%
HARKET CAP: $5.1 billlon (Large Cap) | TTTRTR | 0% | 95% § 87% | 37% | 40% | 35% | 25% |Retained to Gam Eq 10%
CURRENT POSITION 2047 2018 9A0/19 -- -~ 40% ] 5% | 52% | 55% BE% 1 57% | BO% | 60% 1AH Div'ds te Net Prof 53%
caliLl) 144 213 {26 | BUSNESS: ONE Gas, lnc. provides natural gas distribulion serv-  Gusiral, 10%; wholesale & public authorty, 1%. BlackFlock owns
Other 574.6 5220  377.1 | ices do over bwo million customers. It has three divisions: Oklahoma  approximately 11.9% of common stock; The Vanguard Group,
Current Assets GBA9.0 5433 3837 | Nalural Gas, Kansas Gas Service, and Texas Gas Service. The 8.9%; T. Rowe Price Associates, 8.5%; officers and directers, less
Accis Payahle 143.7 1745 62,6 i company purchased 180 Bef of natuzal gas supply in 2018, com-  than 1% {4/19 Proxy). GEQ: Pierce H. Norton 1. Incorporated; Ok-
Debt Due 357.2 2895 365.0 | pared fo 137 Bef in 2017, Tolal volumes delivered by customer {fis- lahoma, Address: 15 East Fifth Street, Tulsa, Oklahoma 74103.
Other 1724 2249 2202 | gl 3048y tanspartation, 56%; residential, 33%; commercial & in-  Telephone: 918-947-7000. Internet: YAVHLONegas.com.,

Curreni Liab, 673.3 6989 6778 — " " -

Fix. Ghg. Cov. 774%  877%  705% gl%E alglclplate ?1 rise in %ill'lglngsi f(?;;l' E}?rcentage of tfiunds; allocated to where

TPy as, Inc, this year. That ought to ey are currently,

Q’:ﬂh’éﬂgfs 15'2'?:, 5P$,s: Esttong.'szsm be brought about partly by the benefit of The guarterly comnon stock dividend
Revenues -- == A45% | new rates. Another positive is a subdued was reeently hiked 8%, to $0.54 a
Eg?siﬂgém.f o - 67%,,//: effective income tax rate. Weather- share. That was made possible, of course,
Dividends - -~ §0% | novmalization mechanisms should assist, by ONE Gas’ solid capital position. Fui-
Book Value . --40% | too. Depreciation & amortization expense thermore, our 3- to 5-year projections show

cal- | QUARTERLY REVENUES@mily | puy | Stands to increase some, but this ought to that additional steady increases in the dis-
endar {Mar3i Jun30 Sep.30 Dec3| vear | Teflect necessary capital investments. At tribution will occur. The payout ratio dur-

2017 (5504 5707 2474 4624 1163gg | this juncture, the bottom line might well ing that period ought to be in the neigh-

2048 (6365 2025 2383 4544 (16337 | advance around 4%, to $3.65 a share, com- borhood of 60%, which is reasonable.

2019 6610 2906 2485 4525 |igse7 | pared to our 2019 figure of $3.51. If opera- Nonetheless, the dividend yield is not

2020 (700 320 25 465 [1740 | ting margins widen further, we look for spectacular when measured against those

20U (730 350 265 475 [1820 | next year’s share net to grow an additional of other companies within our Natural Gas

Cal- EARMINGS PER SHARE A fuil | 6% or so, to $3.85. . Utility universe.
endar {Mar31 Jun30 Sep.30 Dec3!| vear | Capital spending (ineluding asset The stock has been riding high these

3017 1134 89 36 83 | ape| removal costs) in 2020 is expected to days. We think that price move is atirib-

016 | 172 39 31 831 325| be approximately $475 million, This utable, to a certain extent, to investor ex-

2019 | 1,76 A8 K 95 | 351 would be modestly above the previous pectations of higher profits for ONE Gas

2020 | 182 .51 .37 .95} 365 year’s level of $465 million. Roughly 70% this year. Other mentionable characteristi-

2000 | 167 56 43 99 ¢ 385| of the expenditures is being deployed to es include the 2 (Above Average) Safety

Cal- | QUARTERLY DIVIDEMDSPADEa | gy | system integrity and pipeline replacement rank, good Price Stability score, and
endar {Mar31 Jun30 Sepdd Decdt| Year | projects. It seems that corporate finances worthwhile appreciation possibilities in

2016 | 35 35 35 35 | 10| are quite adequate to make these initia- the 18-month period. But capital gains

27 | 42 42 42 42 | 1es| lives possible. Notably, management looks potential over 2023-2025 is nothing to

2618 { 46 A6 46 46 | 1.84[ Tor that figure to come In between $475 write home about. Meanwhile, the Timeli-

2019 50 50 50 50 | 2001 million and $525 million annually over the ness rank sils at 3 (Average).

2020 54 2020-2024 horizon, with about the same Frederick L. Harris, III February 28, 2020
(A) Diluled EPS. Excludes norvecurring gain: | {B) Dividends historically paid in early March, Comﬁany'§ Financial Strength A
2017, $0.06. Next earnings report due early | June, Sepl,, and Dec. = Dividend reinvestment Stack's Price Stability 95
May. Quarterly EPS for 2018 don't add up due | plan. Direct stock puschase plan. Price Growth Persistence 90
{o rounding. {C) in millions, Earnings Predictabilily 95
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THIS VL ARTH.!
STOCK INDEX

Percent
shares
traded

11
100
7721¢

2004 | 2005 | 2006

2007

2013 |2014 |2015 (2016

13 7.1
ayr, 3.7 19.9
Syr. 2849 41.0

OVALUE LINE PUB. LLC

1 yr.

2021 23-25

14751 1589

122 12
85
43

15.86
175
1.23

48

16.15
1.60
1.05

51

13.04
2.67
1.4
105

1.18
248
152

80

1288
2.67
1.57

98

13.52

21.58
395
250
140

16.80
3.05
L60
1.25

Revenues per sh

“Gash Flow” per sh
Earnings persh A
Div'ds Becl'd persh Bu

125
7.55

1.60
8.75

94
8.2

484
1264

3.50
1622

5.01
13.65

785

6.4 4
21.30

17.90

Cap'l Spending per sk
Book Value persh ©

5796 5865

58.22

6543 | 68.33 7948

85.51 97.00 | Common Shs Qutst'y B | 102.00

119
64
3.2%

16.6
83

74 .
0%

37%

172
k)|
28%

496
3.1%

217
1.14
36%

180
.95
4%

18.9
1,06

3.1% 3.2%

160
80
35%

226
122
3.68%

Avg Ann'i P/E Ratlo
Relalive P/E Ralie
Avg Aniwi Div'd Yield

Bokd figlres are
Value Line
eslimates

LT Debt $2022.8 mill.

Pid Stack Nona

as of 1111119

CAPITAL STRUCTURE as of 9/30/19
Total Debt $3174.0 mill. Due In 5 Yrs 51622 mill,
LT Interast 5750 milt,

Leases, Uncapitalized Annuai rentals $.8 milf,
Penslon Assets-12/18 §287.2 mitl,

Oblig, 5402.2 mill,

Cammen Stock 92,392,876 shs,

MARKET CAP: $3.0 biillon {id Can)

1036.5 | 12431
1028 | 981

7314
911

8370
1040

828.6

810 870

2200
255

o
150

1825
i75

1641.3
116.2

1630
100

Revenues ($mill}
Net Prafit {Smill)

42.0% I
99% | 7.9%

15.2%
8.8%

22.4%

16.5% 13.3% | 11.7%

21.0%
11.6%

Income Tax Rale
Ne! Profit Margin

210%
8.8%

21.0%
9.6%

22.0%
6.1%

42.0%
1%

38.5% 1 48.5%
61.5% 1 51.5%

48.0%
52.0%

37.4%
62.6%

40.5%
59.5%

45.1%
A8%

86.0%
44.0%

57.5%
42.5%

57.5%
42.5%

57.5%
42.5%

Leng-Term Debt Ratio
Common Equity Ratio

62.4%
378%

2097.2 | 25154
26208 | 27002

15074
1859.1

17919
PAREN)

9101
11933

10483
13524

4925
5000

4085
4850

3550
4100

3810
4500

33738
36515

Total Capltal ($milf)
Net Plart ($mill)

54% | 51%
8.0% | 8.2%
8.0% | 8.2%

6.8%
1%
11.7%

6.4%
1.2%
1.2%

9.5%
14.2%
14.2%

8.5%
135%
139%

6.0%
11.5%
11.5%

5.0%
9.5%
9.5%

5.5%
10.0%
10.0%

44%
9.2%
9.2%

4.0%
6.5%
6.5%

Retutn on Tota} Cap'l
Return on Shr, Equity
Return on Com Equity

CURRENT POSITION
SHILL

Cash Assbls
Qther

4312

2018

30.0
633.2

9/30/19

4.6
400.5

2017
7.8

Current Assets
Accls Payable
Debt Due
Other

438.0
284.9
410.2
188.0

661.2 4051
410.5
1004.4

165.9

Current Liab.
Fix. Chg. Gav. 1

883.1

1580.8

7% 12%

71% | 6.7% 48% | 4.3% 1.6% | 9%
50% | 52% 59% ¢ 61% ¢ 71% | 80% | 89%

7% NMF| 20%| 3.0% |Relainedio ComEq 5.0%
82% | MNMF| 76% | 69% |All Divids to Net Prof 56%

BUSINESS: Sculh Jersey Indusiries, Inc. is a holding company.
Dist. nalural gas to approx. 685,000 customers in New Jersey and
Maryland. Soulh Jersey Gas rev. mix '18; residenlial, 46%; com-
merclal, 22%; cogen. and eleclds gen., $3%; industrial, 19%. Acq.
Elizabethiown Gas and Elklon Gas, 7/18. Nonulil. operafions in-
clude South Jerssy Energy, South Jersey Resources Group, South

Jersey Exploration, Marina Energy, South Jarsey Energy Service
Plus, and SJI Midstream. Has abou? 1,100 employees. Off./dir. own
lass than 1% of common; Blackfock, 14.9%; The Venguard Group,
10.9% {3/19 proxy). Pres. & CEQ: Michasl J. Renna. Chairman:
Wallar M. Higgins ill, in.: NJ. Addr.: 1 South Jersey Plaza, Folsom,
NE 08037, Tel.: 609-561-9000. Intarnst: wwavsfindusties.com,

ANNUAL RATES Past
of changa {per sh)
Revenues
"Cash Flow"
Earnings
Dividends
Baok Value

10 ¥rs,

8.0%
6.5%

Pasl Est'd'16-'i8
BYis. 102325
6.0% 4.5%
5.0%
8.5%
3.5%
5.0%

Cal-

endar {Mardf Junld

QUARTERLY REVENUES (§ mill)

Fuil

Sep.30 Decdi] Year

2017
2018
2019
2020
201

4268 2444
5219 2273
6373 2669
650 275
680 280

2271 3458
3025 589.6
261.2  464.6
85 500
310 535

12431
16413
1634
1710
1825

Cat

endar |Mar.31 Jun.30

EARKINGS PER SHARE &

Fulf

Sep.30 Decdi| Year

2017
2018
2019
2020
2021

.72 .08
1.18 07
109 d13
1.20 05
128 .10

d.05 50
a7 39
4.30 4
dis .50
dig .55

1.23
1.38
1.10
1.60
1.60

Cal-
endar | Mar3! JunJi0

QUARTERLY DIVIDENDS PAID Bm

Full

Sep.30 Dec.3d| Year

2016 | «- .264
2017 | -- 213
2018 | -- 280
2019 ¢ - 287
2020

.264 536
273 b8d
280 567
287 .582

1.06
1.10
113
1.16

Shares of South Jersey Indusirvies
have traded in a fairly narrow range
over the past three months. The compa-
ny posted unimpressive performance for
the third quarter, and we expect mixed re-
sults for the December period. South Jer-
sey was set to report earnmings for the
fourth quarter the week after this Issue
went to press. Tlor full-year 2019, we es-
timate a slight top-line decline, but that
earnings per share of $1.10 will come in
well below the previous-year tally.

The company has annonnced the sale
of its Marina Thermal Facility to DTE
Energy Services for $100 mnillion in
cash. The proceeds were to be used to
repay debt, This move reflects South Jer-
sey'’s strategy to increase focus on ils core
operations.

We project higher revenue and a
strong share-nct rebound for the cur-
rent year. Growth should continue there-
after, driven primarily by the company’s
regulated businesses. The utility operation
ought to further benefit from expansion in
the customer base. Infrastructure invest-
ments to upgrade its system should allow
South Jersey to meet growing demand for

natural gas in its service territories. Infra-
structure replacement programs allow this
business to earn an authorized return on
investment. We anticipate some improve-
ment on the nonutility side, too, though
unevenness may well persist in the near
term. Efforts by the company to control op-
erating expenses ought to support profita-
hility. The transition to a more-regulated
operalion will likely bear fruit in the years
ahead.

This stock is ranked to track the
broader market averages for the com-
ing six to 12 mounths. Looking further
out, this equity offers decent, but not out-
standing, risk-adjusted long-term total re-
turn potential. The dividend yield is fairly
healthy, and we expect that revenues and
earnings will continue to rise in the years
ahead. On top of that, South Jersey earns
good marks for Safety and Price Stability.
Volatility is subdued, as well (Beta: 0.80).
Conservative, income-oriented investors
may find something to like here. That
said, a puilback some time down the road
may offer sgubscribers an even more-
advantageous entry point.

Michael Napoli, CFA February 28, 2020

{A} Based on ecanamic egs. from 2007. GAAP | nonreur, gain (loss): 08, $0.186; '09, ($0.22);
EPS: '08, $1.29; '09, $0.97; "10, $1.11; 11, 0.03); "13,
$1.49; 12, 51.4%; '13, §1.28; '14, $1.46; "5,

$1.52; 116, $1.56; 17, ($0.04); 18, §0.21. Excl. [ ($1.27); '18, (§1.17). Nexl egs. pt. cue early
© 2026 Value Line, I, Al righls reserved. Factual maleral is oblered from sowces befeved Io be refabls and & provded wihoul wamantes of an? Kind.
THE PUBLISHE 15 ROT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN, This pobtication s sliclly for subscritier's owm, non-commercial, intemal use. No part

of it may be reproducad, rescld, stored or Lansmited in any phnted, electron’c or ofher {om, o used for generalng of Markefing any printed of eleckonc publeation, sendce o product.

10, ($0.24); '11, $6.04; 112, ($0.03);
$0.24); '14, (80.11}; 15, 30.08; 16,

$0.22, 17,

May. {B) Divids pald early Aptd, July, Ocl., and | Coempany's Financlal Strength
lala Dec. w Div. refavest. plan avail, {C} e,
reg, assets, In 2018: $863.0 mill., $7.75 per
shr. (0) Inomill,, adj. for spli,

B++
Stock’s Price Stability 80
Price Growth Persisience 20

EamigstedIClabilit |60
To subscribe call 1-800-VALUELINE -
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23-25

2020 | 2021

40.14
5.57
1.86

.82

48.53
5.76
1.39

80

43.59
5.20
1.25

52.00
8.62
282
162

51.82
9.29
3.18
1.80

4“7
.13
2.8
1.18

4208
824
31
132

65.40
13.25
8.00
275

57.80
9.75
410
2.30

59.75
10.50
4.50
240

Revenues per sh

“Cash Flow” per sh
Earnings per sh &

Divids Decl'd per sh Baj

823
£9.18

879

22081 2348

10.30
33.61

ilis
35.03

857
28.35

7.86
3047

21.55
62.30

19.50
51.25

18.40
48.25

Cap'l Spending per sh
Book Value per sh

36,79

4771 4281 M8

46151 4636 4738 | 4748

5700 | 59.00 |CommonShs Quisl'g | 65.00

143
.76
3.5%

159 173
86 42

32% | 26%; 26%

203
1.22
3.2%

40%

194
98
2.5%

216
1.13
2.6%

150
85
28%

5.8
89

3. 2% 2.1%

16.0
90
2.3%

iES are
Line
ales

Avg Ann'f PIE Ratio
Rejative PIE Ratio
Avg Ann't Biv'd Yield

Bold fig
Value
esiim

CAPITAL

Common

MARKET

STRUCTURE as of 9/30/19
LT nterest §100.0

Total Debt $2530.3 mill. Due in 5 Yrs $869.1 mill.
LT Debt §2462.1 mill.
[Total interest coverage: 3,4x)
Leases, Uncapitalized Annual rentals $11,0 mill,
Penslon Assets-12/18 $838.0 milk.

mil,

(50% of Cap'l)

Oblig. $1186.0 mill.

Pfd Stock Naone

Stack 54,626,240 shs,

as of 10f31H9

CAP: $4.3 billion (Mid Cap)

24805
1524

1950.8
145.3

24636
1383

1927.8
1333

18304
103.9

4250
380

3300
230

3525
260

Revenues ($mill)
Nel Profit ($mill)

33.9%
6.5%

35.2%
6.9%

350%
T4%

36.4%
5.6%

34.7%
5.7%

21.0%
8.5%

Income Tax Rate
Nat Profit Hlargin

21.0%
7.0%

H0%
74%

48.2%
51.8%

48.2%
50.8%

48.4%
50.6%

49.3%
50.7%

48.1%
50.9%

43.5%
56.5%

46.5%
51.5%

47.0%
53.0%

Long-Tern: Dabi Ratio
Cemmen Equity Ratio

32135
41320

2576.9
33438

27937
3486.1

31435
38911

22817
30724

7150
7400

5350
5850

5725
8150

Total Capital (Smill}
Net Plant {$mill)

5.5%
87%
8,7%

5.8%
9.1%
9.1%

6.3%
10.3%
10.3%

6.4%
10.2%
10.2%

6.1%
8.9%
8.9%

5.5%
8.5%
8.5%

5.5%
8.5%
8.5%

§.0%
9.5%
3.5%

Relurn on Tetal Cap'l
Relura on Shr. Equity
Retura oa Com Equily

CURREN
MILL.
Other

Accls Pa
Qther

Fix. Chg.

Cash Assels
Current Assots
Debt Due

Gurrenit Liab,

T POSITION 2017 2018

43.6 85.4
6134 75414
657.0 839.8
2283 249.0
239.8 1851
3478 5045

yabie

973019

28.5
736.9
765.4
188.9

68.2
5252

8169 9386
Cov. 416% 370%

782.3
316%

5.1% 6.1% | 61% 40% | 41%
43% 40% | 41% | A7% | 54% | 55%

3.5% | 4.0% |Relained to Com Eq 5.0%
56% | 57% | 545 |AYDiv'ds lo Net Prof 47%

BUSINESS: Soultimwest Gas Holdings, Inc. is the parent holding
company of Southwes! Gas ang Cenluri Conslrucion Group.
Southwest Gas is a regulated gas distributor serving abowt 2.0 mil-
lion customers in seclions of Arizona, Nevada, and California.
Centuri provides consiruction services, 2018 margin mix: residential
and small commercial, 85%; larga commercial and incusiral, 3%;

transportation, 12%. Total throughpul: 2.2 billion therms. Has 8,632
employees. Off. & dir. ovm .8% of common stock; BlackRock Inc.,
11.7%; The Vanguard Group, [nc., 10.1% {3/{9 Proxy}. Chairman:
Michael J, Melarkey. President & CEO: John P. Hester. Inc.: CA.
Addr.: 5241 Spring Mountain Road, Las Vegas, Nevada 89193, Te}-
cphona: 702-876-7237. Internat: wrw.swgas.com.

ANNUAL

Earnings

of thange (pot sh)
Revenues
"Cash Flow”

Dividends
Baok Value

RATES Past
10 Yis.

1.0%
4.0%
7.0%
8.5%

5.5% 6.0%

5 Yrs,
5.0%

3

o

Past Estd

1618
'23-°25

Cal-
endar

Mard

QUARTERLY HEVENUES (S mill)
1 Jund0 Sep30 Decdt

2017
2018
2019
2020
2021

6547
754.3
8335
60
910

560.5 5932 7404
6709 8681 7867
7130 7252 6283
775 780 0B
825 840 950

Cal-
endar

EARNINGS PER SHARE AD

Mar31 Jun30 Sep.d0 Deedi

2007
2018
2019
2020
20H

37
A4
4

1.58
1.38
147
190 45 15 160
205 50 20 1%

145
1.63
1.77

21
25
A0

4.10
4.50

Cal-
endar

QUARTERLY DIVIDERDS PAID Bat

Mar.31 Jun30 Sep.30 Dec.di

Full
Year

2018
2017
2018
2019
2020

450
495
520
545

405
450
495
520

450
495
520
545

450
495
520
545

1.78
1.94
2.08
2,16

Shares of Southwest Gas have
remained in a holding pattern since
our November review. The company
reported mixed wvesults for the third
guarter. The top line advanced nicely for
the period, though greater operating ex-
penses and a significantly higher income
tax rate constrained earnings per share.
Healthy revenue growth probably contin-
ued for the December period. The compa-
ny's natural gas opelatlons and its utility
infrastructure services line have fared rel-
atively well lately. We anticipate a more
favorable hottom-line comparison, as well,
assuming greater cost control, Southwest
(GGas was set to report earnings for the
fourth quarter the week after this Issue
went to press.

We anticipate moderate growth for
the company from 2020 onward. South-
west’s utility operations ought to further
benefit from an expanding customer base.
Investments to bolster the safety and
reliability of its gas distribution system
should support growth heve. Southwest
Gas currently has rate cases in several
regulatory jurisdictions, which wili proha-
bly be decided in the currvent year. The

utility depends on such approved revenue
increases to offset rising costs and allow it
to earn a satisfactory return on capital in-
vestment. Elsewhere, Southwest’s utility

infrastructure services operalion will prob-

ably continue to perform well. This busi-
ness should be able to capitalize on the
need for utilities to replace aging infra-
structure. It has a healthy base of large
clients, many with multivear pipeline re-
placement programs.

This stoeck is ranked to trail the
broader market averages for the com-
ing six to 12 months. We project decent
top-line gains and thal share net will rise
a bit faster over the next few years. How-
ever, this appears to be partly discounted
by the recent quotation, and long-term ap-
preciation potential is not particularly
compelling. Moreover, the stocl’s dividend

yield does not stand out. for a utility. A fur-
ther sellofl in the future may offer conser-
vative investors a more attractive entry
point. Southwest Gas earns favorable
marks for Price Stability, Growth Per-

sistence, and Earnings Predictability. Vol-

atility is below average, too.

Michael Napoli, CFA February 28, 2020

{A) Diluled eamin
{losses): '02, (10¢); '05, {1i¢);

ically paid

5. Excl, nonrac. gains
? ‘06, 7¢. Next

early March,

Decembar, -1 Div'd reinvesiment and stock
purchase pfan avall. {C} In millions.
egs, report due early May. {8] Dividends hisier- | (D} Tolals may not sum due to rounding.

une, September, and
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RECENT PEE Traiting: 25.4 Y [RELATIVE Vo 0
SPIRE INC, NYSE-SR PAICE 87-60 RATIO 23.1 (Median: 16.0.}| PIE RATIO 1.28 ¥i0 2.9 /0 o
High:| 483] 37.8] 428] 440] 485] 552] 6101 71.2] 829 81.5] 880 88.0 ;
THELNESS 3 wesriovs | OY) B8] 9981 B9 4021 P31 R5| WY IF) B3| il B9 23 e e e
SAFETY 2 Resod67003 | LFGENDS.
—— 1,00 x Dividends p sh 128
TECHNICAL 4 tomered 2030 divded by Interes! Rals R N RREEE e
-+ -+ Relative Price Srength i
BETA 601100~ arkel % 2323\?,23 Indicates recession Tt TF1) | L e 80
18-Month Target Price Range ———1——— ] — LI N 84
N gl
Low-High  Midpoint (% to Mid) — P el 48
S78-5171  §55{10%) JRTT IO A e I o
513335 PROJECTIONS domosy ; 24
Price  Gain  Relum : : ol YW ritpe et ot it 18
o o W [ ’
+ Da Oo T Ln
Instifutional Decistons "J.l : | . TOT‘TEETUTA%&-
0009 2000 009 ] pecent 15 ; i ] - - oy sock  Tpoex” |
1o B 140 116 115 N 1 _— . - G
sl 114 i3 17| Shaes 10 i ' H H ay. 420 18 |
Hs{o]_ 40023 40622 4160D | il 5y 834 410
2004 | 2005 | 2006 | 2007 | 2008 2009 | 2010 [ 2011 2012 [2013 [2014 |2015 12016 [2017 | 2018 [ 2019 | 2020 | 2021 | ©VAMUELIHEPUB.LLE]23-25
5059} 7543 | 93.51[ 9340 10044 8540 77.83] 7148} 4990 31.10 | 3768 | 4559 ] 3368 ) 3607 { 3878 3030 3790 | 2905 |Revenues persh A 58.20
279 2498 s 3.87 4,22 4.56 411 462 4.58 3.12 387 6.15 6.15 6.54 .55 112 7.60 8.45 |“Cash Flow” per sh 875
1.82 1.90 237 23 2.64 292 243 286 2.79 2.02 235 3.16 324 343 40 352 260 405 |Earnings per sh AB 515

135 187 140) 45| 149 153 157| 61 1661 170 178 184 186 210 | 225| 237 249 261 |Divids Dech'd persh Cx 3.00
245 284 2971 272] 257 23] 256 4027 483 400 396 6B 642| 08| 986 65| 7175| 72.00|CapTSpending persh 13.00
1695 {731 #885| 1979 2212 | 2332 2402 | 2556 | 2667 | 32.00 ] 3493 ) 3630 | 3873 | 4126 | 4451 | 4514 | 5400, 5855 |Book Value persh P 72,00
2088 2117 2036| 2166 21991 2217| 2228 2243| 2285 | 3270 4398 4336 | 4565 | 48.26 | 5067 | 5007 5200 5250 |CommonShs Oufsg ® | 55.00

thy 16.2 136 142 143 134 17 136 145 213 198 165 186 158 1671 228 | Bod fighres are [ Avg Ann'EP/E Hallo 20.5
83 .86 73 15 86 B9 87 82 92 1.20 1.04 .83 1.03 1.00 .90 1.24 Value Line Relative PIE Ratio .15
AT% ] 44% | 43% | 44% 0 89% | 30| 47| 4% | 43% | 40% | 36% | A3% | 31% | Ad% | at%| 30%| SIS {avg Ana'Divd Yield 2.9%
CAPITAL STRUCTURE as of 12/31/19 1735.0 | 1603.3 | 11255 | 1017.0 | 16272 | 19764 [ 1537.3 | 1740.7 | 19650 [ 19524 | 1970 2050 |Revenues ($mill} A 3200
Total Debt $3048.68. mill. DueIn 6 Yrs $725.0mill. | 5en | 638 | 626 | 528 846 | 1969 | 1462 | 1616 | 2142 | 646  200| 205 |Net Profit (Smil) 285
gogf‘i’n‘lgi‘g“c-;‘vgﬂ;gh " 571';;’8’93‘ S1200mill. TSy 45} B14% | 206% | 25.0% | 7% | 51.2% | 305% | 924% | a24% | 15.0% | 16.0% | 17.0% [incoma Tax Rate 235%
e 1% [ 40% | 56% | 52% | 52% | 69% | 94% | 83% | 109% | 05% | 10.2% | 10.5% [Net Profit Margin 8.9%
40.5% | 38.9% ; 36.1% | 466% | 551% | 53.0% | 50.9% | 5G.0% | 45.7% | 45.0% | 48.0% | 47.0% |Long-Term Debt Ratio 45.0%
Leases, Uncapitalized Annuat rentals $8.2 mill. 59.5% | 61.1% | BI9% [ 534% [ 44.9% | 47.0% | 49.1% | 50.0% 1 54.3% | 55.0% | 52.6% | 53.0% |Commor Equily Ratio 55.0%
Pension Assels-8/19 $521.8 mﬂclib“ $751.4 mil 809.9 | 937.7 | 941.01 1950.0 | 33504 | 3345.1 | 36019 | 3085 | 41555 | 46256 | 5400| 5800 | Tolal Capital (Smill} 7200
Pid Stock $242.0 il Pid D]v’g 3.4 mill 2844%1’ 982180.; 1213;3 127;.’: 2?3519;?' 2%4{1';: 3.30;; 36655.2 38705 4352;0 4?{0 51{0 Net Piant (Smill) : 55?0
Common Slock 51,068,070 shs, ; 1% 1 T , 1% \ 9% | 50% | 63| &i% | 50% | 50% |BelurnonTolal Cap'l 5.5%
as of 1/31/20 101% | 11.1% | 104% | 50% | 56% | 87% | 82% | 81% | 95% | 73% | 70% | 7.0% |Returnon Shr. Equity 7.0%
10.1% | 11.1% | 104% | 50% | 56% | 87% | 82% | 81% | 95% | 78% 1 20% ! 7.0% |Returnon Com Equily 7.0%
MAHKET CAP: §4.5 billion {Mid Cap) 36% | A8% | 43% | 1.0% | 15%  37% | 33% | 33% | 47%| 27% i 25%| 25% |Retained to Com Eq 3.0%
CURRENT POSITION 2018 2019 1213119 64% | 56% 53% 81% | 74% [ 58% | 59% | 60% 51% 66% 66% 65% | A% Div'ds to Net Pral 60%
Casl 'Ass'ets 4.4 5.8 21.5 [ BUSINESS: Spire Inc., formery known as the Lacleds Groug, Inc., lated operations: residential, 68%; commercial and induslsial, 23%;
Cther 6552 @DB.7 _754.9 | i a hoiding company for natural gas utiiies, which distributes nalu-  transporlation, 6%; other, 3%. Has about 3,536 employees. Officers
Cursent Assets 659.6 6145  776.4 | ral gas across Missous, including the clies of St Louis and Kansas  and directors own 2.9% of common shares; BlackRock, 15.0%
Accls Payablo 2004 8015 G070 City, Alabama, and Mississippi. Has roughly 1.7 million customers.  (1/20 proxy}, Ghaitman: Edward Glolabach; CEO: Suzanne Sither-
Deht Dug 7991 7832 5G4 Acquired Missour! Gas 9/13, Alabama Gas Go 9/14. Utility therms  wood. Inc.. Missouri. Address: 700 Markel Streel, St Louis, Mis-
Other 3025 4841 380.4 | sol and transported in fiscal 2019: 3.4 bill. Revenue mix for egu-  souri 63101, Tak: 314-342-0500. Intarnel: wwav.spireenargy.com,
Current Liab. 1217 14668 12525 gpive Ine. got off to a sluggish start in the Spire STL Pipeline. Funds are being
Fix. Ghg. Cov. 4% 212% 215% | pgeal 2020, which concludes Septem- used for such things as infrastructure up-

3?&”'& H&)ES 1';*,‘(‘:; ﬁp\?rs; Esit;d,é;_g;‘g ber 30th. Indeed, first-quarter share net grades at the utilities and new business
Heve"ﬁuepse B5% 0%  75% | retreated 6%, to $1.24, relative to the development initiatives, Management
“Cash Fiow" 55% 13.0%  55% | year-earlier tally of $1.32. This was par- looks for total spending during the 2019-
E?’!&iﬂgg 4'8‘,’;7 gg‘? ggg’z tially hecause the Gas Marketing segment 2023 period to be about $3 hillion, which
AR 70% 70% as% | inecurred an unrealized loss of $0.07 a seems reasonable.

e T Tl share on energy-related derivatives, while The quarterly dividend was hiked 5%,
Year QUARTERLY REVEHUES (¢ milt) Flacal| the fiscal 2019 amount includes a $0.04 to $0.623 a share, Of course, solid
Ends ;Dec3t Mardt Jun30 Sepdd) vear gain from that activity. Elsewhere, the finances made that possible. What’s more,
2017 14951 6634 3235 2887 1VAOT| (Jag Utility division’s performance was our 2023-2025 projections call for further
gg:g gg;g gégg gg?g %‘ggg }gggg slightly better, steady increases in the distribution. The
2020 5668 7781 285 260 1970 Nevertheless, rvesulits for the entire payout ratio over that span should be
omoi |290 oo ags 275 iagse | year ought to be higher. The 65-mile manageable, in 60% range. Note, also, that
Fiscal | EARIENGS PER SHARE A9 F Eull Spire STL Pipeline, delivering natural gas the yield compares favorably to those of
Year oot Mardl Jundd Sepso| Fisca? into eastern Missouri, has been open forr other equities in Value Line’s Natural Gas
Ends {HeCal DALl Jum.dY SEPU| ear | |yginess since November, 2019. Further- Utility Industry.

gg}g zgg ggg gg gg? 3‘;’3 maore, the company faces a very easy third- These good-quality shares have
018 | 132 304 dog  d74 | 259 quarter comparison. Consequently, profits climbed sharply sinee owr last full-
2020 | 124 260 51 dss | 3g0| may well advance about 8%, to $$.80 a page veview in Novemher. We think
02 | 130 276 56 d57 | 405 share. Assuming additional widening of that reflects market optimism surrounding
QUARTERLY DIVIOENDS PAID C operating margins, next year’s share net Spire’s fiscal 2020 ecarnings prospects,
Cgl— VFU" stands to rise another 6% or so, to $4.05. despite the not-so-great first-quarter
endar |Mar.31 Jun30 Sep.d0 Decdl| Yedr| micon) 2020 capital expenditures arve showing. DBut this price action has
2006 | 49 49 43 40 19| anticipated to be approximately $610 dampened the stoclts 3- Lo 5-year total re-
2097 | 595 5% S25 523 | 200 yniflign, This is significantly lower than turn potential. For now, the Timeliness
2018 | 5625 5625 626 SES | 225) . previous-year figure of $823 million, rank is only 3 (Average).

gg;g {Ssggg Sdeb 592 B38| 247 due, to some degree, fo the completion of Frederick L. Harris, IIT February 28, 2020

{A) Fizcal year ends Sept. 30%h. (B) Based on | duz late April. (C} Dividends paid i easly Janu- | {E) In miions. {F} Olly. egs. may not sum due | Company’s Financial Strength B+
diluted shares outstanding, Excludas noarecur- | ary, April, July, and Octeber. m Dividend tein- | to rounding or change in shares oulstanding. | Stecks Price Stability 95
ring loss: ‘06, 7¢. Excludes gain from discantin- | vestment plan availabie. {D} Incl. deferrad Price Growth Persistence 60
ued oparations: ‘08, 94¢. Next earnings reporl | charges, In '19: $1,171.6 mill,, $22.99%/sh. Earnings Predictability 65

€ 2020 Va'ue Line, Inc. Al righls reserved. Factual material is obta'ned lrom sources be'eved lo be reliable and Is provided withoul waranles of any kind.
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CAPITAL STRUCTURE as of 12/31/19
Total Debt $6725.1 mili. Due in 5 Yrs 52047 mill.
LT Debt £5827.6 mill,
(Total interest coverage: 4.0x) (59% of Gap'l}

LT Interest 5257.8

Leases, Uncapitalized Annual rentals $100.4 mill.
Pension Assets-9/19 $563 mif. Oblig, $773 milk.

PId Stock None

Common Stock 208,548,324 shares
as of #3120

MARKET CAP: $8.6 bill. {Large Gap)

6120.7
4085

6538.2
199.4

55814
2640

6091.3

2328 7.2

8500
765

8250
625

7651.2
485.8

Revenues (§mill} A
Net Profid {$mil))

mill.

30.6%
41%

26.5%
6.6%

34.8%
3.1%

32.0%
A4.7%

20.8%
3.6%

Ircome Tax Rate
Net Prafit Margin

17.0%
7.6%

17.0%
9.0%

26.5%
6.3%

55.4%
43.6%

55.8%
44.2%

44.0%
56.0%

51.6%
48.4%

60.0%

40.6% 43.1%

58.0%
42.0%

58.5%
44.5%

Long-Term Debt Ratio
Cammon Equily Ralio

53.0%
17.0%

6618.9
5238.0
1.2%

H578
35370
1.2%

5580.7
42331
5.6%

6092.7
45437
7.5%

3256.7
30532
16.1%

40880
32045
7.4%

16025
7700
6.0%

10610
8865
7.0%

Tolak Capilal {$mill}
Ret Plant {$milf)
Return on Tota! Cap'l

78219
5808.2
7.7%

12.6%
12.6%

12.9%
12.9%

11.8%
11.8%

8.9%
89.9%

27%
12.7%

14.3%
14.3%

15.0%
15.0%

16.5%
16.5%

13.2%
13.2%

Returr on Shr, Equity
Return on Com Equity

CURRENT POSITION 2018
SMIEL

Cash Assels
Giher

Current Assets
Accls Payable
Debi Due
Othar

Current Liab,
Fix. Chg. Cov.

2019

147.1
1119.1
1666.2

438.8

8204

767.7

452,68
1435.5
1886.1

561.8

525.3

645.0

1213119

89% | 60% | 36% 16% 0% | 7.5%
W% | 49% | 60% 40% 45% | 42%

B.4% 8.5% 1 10.5% |Relained fo Com Eg
36% 46% | 37% |AllDiv'ds to Net Prof

333.4
613.6
1947.0

17321
A445%

2026.9
445%

BUSINESS: UG Corp. operates six busingss segments: AmenGas
Propane {accounied for 24.3% of net income in 2018}, UG] intema-
tional (19.3%), Gas Utility (20.7%), Midstream & Marketing {27.4%},
and Corp. & Olher {8.3%). UGH Ulilties diskibutes natural gas and
electriclty to over 655,000 customers mainly in Pennsylvania; 26%-
owned AmariGas Pariners is the kargest LS. propane markeler,

sening about 1.3 mifion users in 50 states. Acquired remaining
B80% interest in Antargaz (3/04); Energy Transfer Pariners (1/12).
Vanguard Group owns 10.6% of stock; Blackrock, 10.3%; Oi-
ficessidirectors, 2.2% {12119 proxy). Has 12,800 empls. Prasigent &
CEO: Jehn L. Walsh, inc.: PA, Address: 460 N, Gulph Rd., King of
Prussia, PA 18408, Tel.: 610-337-1000. Infernal: wyny.ugicorp.com.

ANNUAL RATES Past
of change {pes sh)
Ravenues
"Cash Flow"”
Earnings
Dividends
Bock Value

§Yrs.
-2.5%

10Yrs, to
0. (=

7.5%  7.0%
8.0%  6.0%

Past Est'd'17-'19

‘2325
3.0%
5.5%

Fiscal
'aar
Ends

ERLY REVENUES (§ mill) &

QUART
Dec.3t Mar3i Jundd Sepdt

2017
2018
2019
2020
2021

2174 1153 1114
2812 1441 1273
2606 1364 1150
2007 2890 1785 1568
2070 2650 1845 1635

1680
2125
2200

Fiscal
Year
Ends

2017
2018
2019
2020
20

EARNINGS PER SHARE A B
Dee.31 Mardi Jun30 Sep3d

ETRE] 08¢0z
101 1.69 08 408
81 143 4.09
147 187 d.05
138 175 d.05

260

UGI Corp. posted mixed fiscal first-
quarter financial wresults. On the
downside, the top Hne fell significantly
short of our estimate. The sharp drop in
commodity prices, coupled with warmer-
than-normal weather patterns across the
bulk of UGI’s service territory, weighed on
revenues, which declined 8.8% on a year-
over-year hasis, to $2.007 biliion. On the
upside, this was the first quarter that had
the full benefit.of the AmeriGas and CMG
acquisitions. Additionally, although the
drop in commodity prices will have a nega-
tive impact on the top line, it does henefit
margins by reducing cost of goods sold at
the same time. That metric fell 14.6% as a
percentage of revenues. Fiven after a sharp
rise in share count due to recent acquisi-
tions, UGI’s earnings skyrocketed 44.4%,
to $1.17 per share. This was markedly
above our call for share net of $0.94.

Cal-
endar

QUARTERLY DIVIDENDS PAID Cm
Mardt Jun30 Sepdt Dec.d!

Full
Year

2016
2017
2018
2019
2020

.23 238 238 238
238 238 25 25
25 25 .26 .26
28 .28 30 326
325

24
98
1.02
115

As a result, we have raised our fiscal
2020 bottoin-line estimate by $0.15, to
$2.95 a shave, This figure would rep-
resent an annual earnings advance of al-
most 30%. The hefty profit increase ought
to stem from estimated top-line growth of
roughly 12.5%, to $8.250 billion, stemming

from the incremental contributions of the
AmeriGas Propane acquisition, Meantime,
the UGI International, Midstream &
Marketing and UGT Utility arms should
also be nicely additive to overall opera-
tions. Capital expansion projects, like the
recent completion and in-service place-
ment of the Auburn IV project back in No-
vember will likely aid overall system
throughput and help to offset warmer
weather patterns. Finally, we are intro-
ducing our fiscal 2021 top- and bottom-line
estimates at $8.5 billion and $3.60 a share,
respectively.

The overall finaneial position has
softened a bit. During the first quarter,
cash reserves fell more than 25%, to
$333.4 million. At the same time, the long-
term debt load ticked about 1% higher, to
roughly $5.83 billion. This form of finane-
ing now represents just under 60% of the
capital structure.

These shares may appeal to patient,
risk-tolerant aceounts, Although un-
timely, UGI stock offers attractive 3- to 5-
year recovery potential, a healthy dividend
yield, and solid dividend growth potential.

Bryan J. Fong February 28, 2020

{A) Fiscal year ends Sept. 30. Quarterly sales | gainsf{losses): '04, d6¢; "05, 3¢; ‘06, 5¢; 07,
and earnings may not sum fo tolal due to | 12¢; 115, (d1¢); 16, 3¢; '17, 17¢; '18, $1.32.
rourding andfor ¢hange in share egunt. (B) Dil- [ Next egs. repont due late April. {C} Dividends
nonrecur. § historically paid in early Jan,, Apiil, July, and
© 2020 Vauve Line, Inc. Al righls reserved. Faclval malerial is obtaned from sources befeved fo be reable and is provided withoul warrantes ol any kind.
THE PUBLISHER IS KCT RESPONSIBLE FOR ANY ERAORS QR QKISSIONS HEREIN, Th‘csﬁfub!i:at'on i3 slricty for subscriber’'s own, non-commercial, inlernal use. No part
af il may be reproduced, resold, stered or transmitted in any printed, elecironc of other form, or us

uled

eamings. Excludes

QOct. W Div, reinvest. plan available. ({ng Incl. in-
fang. At 9A9: $4,¢65 mil, $19.92)s
mil., adjusted for stock sphits.

for generating or marketing any printed of efackionic putfcaton, senice o product.

Company’s Financial Slrength
Stock’s Price Statility

Price Growth Persistence 90
Earnings Prediclabilily 75
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200212003 | 2004 | 2005 | 2006 [ 2007 | 2008 | 2009 | 2010 [2011 |2042 [2013 {2014 12015 | 2016 [2017 [2018 [ 2010 | OVALUELNEPUR LIC] 21-23
32837 4248 4293 4494 5386 5351| 5265 5308 | 5360 | 5375 | 4707 | 4770 5373 | 5343 4574 4589 | 47.65| 47.70 |Revenues pershA 5115
263 400 387 397F 384; 389 43| 44| 41| 401| 4530 420| 480 560 | 577 6411 7051 7.20|"CashFlow’ persh 710
194 230 188] 213 1947 208| 244 253 27| 225| 288 | 231 2687 316 327 311 415 4.25|Earnings persh® 4.60
127] 1287 1300 132 135) 137| 141| 147 150 185| 159 486 | 172| 183 ] 193 202 206| 212 |DivdsDecl'd pershCa 24
33| 2685 2330 237 Sx| 33| 2700 277 257 384 A&7 604 | 763 | 933 033|008 10.85| 11.10 |Cap’lSpending persh 11.80
1576 | 18251 1695| 17807 1886 | 19.83| 2089 2180 | 2282 | 2349 | 2464 | 2465 | 2408 | 2497 | 2678 | 20.35] 3310 3590 |Book Valus persh © 43.10
48.56 | 4563 | 4867| 4855 | 4660 4945 40927 50.14 | 5054 | 5120 | 5152 | 5170 | 5176 | 4978 | 5437 | 5121 | %560 | 54.00 |Commen Shs QuistgE | 55,00
211 1| W2l W7) Bh] el 3y 126 B 70| 133 182 52| 70| 200 254 | Boldfighresare |Avg Annl PIE Ratio 200
1.26 63 75 78 # a1 82 84 8| 107 87 102 20 86| 105 132 \Velelle  Relative PIE Ratio 110
AB% | B0 4B% | A% | A8% | 42| 42% | A6% | 44% | 40% ¢ 39% | 39% | 42% | 24% | 29% | 26% | S |ayn Annd Divid Yield 2.4%
CAPITAL STRUCTURE as of 3/31/18 26287 | 27069 | 27089 | 27545 § 24253 | 24661 12780.9 | 26508 | 23406 | 23547 | 2525 | 2575 |Revanues ($mill} A 2815
Tatal Debt 52404.1 mil. Due in 5 Yrs 38014 mil. | 5220 | 1987 | 1456 1155] 1384 | 1197 | 1300 ! 1582 | 1654 | 1602 220| 230 Net Prolit {Smill) 255
LT Dot S1870.3 il LT Interest SLOMIL {757 T30 1% | 3079 | 42.4% | 40.1% | 302% | 0% | 09% | 37.5% | 992% | 22.0% | 20% |cams Tax Rale 22.0%
‘m) O 1% of Total Capta | AT% | 48% | 42% | 42% | 57% | 49% | 50% | 59% | 70%| 68% | 85% | 9.06% Net Prafil Margin 9.0%
Pension Assets-9/7 $1,356.5 milk 359% | 33.3% | 334% | 323% | 31.2% | 287% | 34.8% | 42.6% | 50.% | 48.3% [ 56.0% | 49.0% {Long-Term DebiRalio | 42.0%
Oblig. $1,413.0 mil. | 624% | 65.0% | 65.0% | 66.2% | 67.3% | 69.8% | 63.8% | 56.1% | 48.3% ! 50.7% i 49.6% | 50.0% |Common Equity Ratio 57.5%
Preferred Stock $28.2 mill Pfd. Divd $1.3 il ['4679.5 | 168877 | 17754 | 1818.1 | 18850 | 18268 | 1954.0 | 22156 | 284801 20617 | 3580 | 3875 | Total Capital (Smill 4405
22083 | 2269.1 | 23452 | 24809 | 26674 | 20075 | 33144 | 36727 | 4127.2 | 46301 | 5195 | 5825 [Net Plant (Smil)) 8225
Cammon Stock 51,359,182 shs. 85% | 88% | 76% | 7S5% | 83% | 7B% | 81% | 83% | 67% | 67% | 840% | 80% |ReturnonTolal Cap? 7.5%
as of 43018 A% | 114% | 9.7% | 94% | $0.7% | 9.2% | 10.9% | 124% | 11.8% | 105% | 12.5% | 12.0% |Retura on Shr, Equity oy
6% 1 116% | 99% | 94% | 108% | 0.3% | 11.0% | 126% | 11.9% | 107% | 125% | 12.0% |Return on Com Equity 11.0%
MARKET CAP: $4.5 billion {Mid Cap} D0% [ B0% | 33% | 34% [ 48% | 26% | 43% | 54% | 53%| 37%| 6.0% | 6.0% [Retainedto Com Eg 3.0%
CU?SELES.T] POSITION 2016 2017 33418 | 57% | 57% @ 67% | 64% | 56% @ 72% | 62% | 58% | 56% | 65% | 40% | 50% [AliDivids lo Net Prof 70%
Cash Assets 5.6 8.5 46.3 | BUSINESS: WGL Heldings, Inc. Is the parent of Washinglon Gas  energy-refaled products in the D.C. metro area; Wash. Gas Enerqgy
Other 837.9 9774 87471 |ight, a nalural gas dislributer in Washington, D.C. and adjacent  Sys. designsfnstalls comm'| heating, ventilating, and afr cond. sys-
Current Assets 8435 9859 1021.0 | aeas of VA and MD to resident] and comm'l users (1,163,655 tems. BlackRack owns 10.8% of common stock; Vanguard, 9.2%;
gc?)lfnpayabie 438?1 g%gg gggg meters). Hampshire Gas, a federally regulated sub., operates an  Off.idir. less than 1% (1118 proxy}. Chrmn. & CEO: Temy D. McCal-
U?Iter ue 2001 2554 2710 underground gas-storage facilty in WV. Non-regulated subs: lisler, Inc.: D.C. and VA. Addr.: 101 Const. Ava., N.W., Washington,
Current Liab. {0360 7480.0 719555 | Wash. Gas Energy Svcs. sells and defivers nal. gas and provides  D.C. 20080. Tel.: 202-624-6410, Intemet; vaw.watholdings.com.

Fix. Chg. Cov, 546% 550%  550% [ The acquisition of WGL Holdings by Assuming all parties are on board and any
ANNUAL RATES  Past Past Est'd'i5'47| AltaGas Ltd. is progressing nicely and final regulatory hurdles are cleared, the
ofchenge(persh)  10¥rs.  5Yis. "M% | appears on pace to close in mid-2018. deal may well close in the middle of this

Bg:gg‘,’:‘fgw.. 4":5‘9’2 i jg;/: To that end, the share price continues to year, Investors should note, however, that
Earnings 45% 60% 65% | hover right around the tender offer price of the merger was anticipated to be com-
Dividerids 354 45%  25% | $88.25 in cash. As a recap, this price point pleted in the March guarter.

Bock Valus 35% 25%  80% represents an almost 28% premium from Meantime, the company posted better-

Flscal | QUARTERLYREVENUES(smilljA | Full | the level WGL was trading at on Novem- than-expected second-quarter finan-
ear Fiscal s ' - '

Ends [Dec3! Mardt Jundd Sep30) veir | ber 28, 2016, the day prior to the announc- cial results. To that end, the top line ad-
2015 | 7492 10017 4412 46771 26508| ement of the takeover. The stock had been vanced 5.3% on a year-over-year basis, to
2016 | 6134 8357 4406 4509 123498| trading at a discount fram the purchase $886.4 million. This reflected an im-
2017 | 8095 8417 4744 4291 123547| price for some time, which likely reflected pressive 12.3% rise in utility volumes par-
2018 | 8524 8864 510 476212525 | the possibility that the deal could be tially offset by a 3.3% downturn in non-
2919 675 860 830 490 | 2375 | (erailed, given the lengthy time Lo comple- utility operations. On the margin front,
Flscal|  EARNINGS PER SHARE A B AUl | tion. At this polnt, the eguity is no longer cost of poods sold increased 620 hasis
Ends |Dec31 Mardt Jund0 $ep3| Vear | trading on earnings, and as a result, we points as a percentage of the top line. Al-
2015 (116 202 22 d23| 346 have suspended the Timeliness rank of ternatively, operating expenses fell 470
2016 | 598 178 33 d0f| 327| these shares until the purchase is final- basis points. On balance, WGLs March-
07 ¢ 145 187 26 dAT| 31| jzed. If for some reason the transaction is quarter earnings increased 13.4%, to $2.12
018 | 184 212 41 42 415 oo completed, we would expect WGL a share. This was markedly above our call
W10 | 190 202 4B d#5 ] 42| hares to fall back toward preannounce- of $1.95. As a result, we have raised our
Cat- | QUARTERLYDMDENOSPADCw | Ful | ment levels. In May, 96.22% of the voting outlook for fiscal 2018 by $0.15, to $4.15 a
endar [Mar3t Jun30 Sep.30 Decdi| Year | shares approved the acquisition. More share.

2014 | 42 44 44 A4 174 recently, the Maryland Public Service Risk-averse accounts may wish to
2015 | 44 483 463 463 | 183: Commission passed the $4.5 billion lock in gains now and redeploy capi-
2016 | 463 488 488 488 | 193] merger. Finally, AltaGas and WGL Hold- tal elsewhere, rather than to wait for

2017 | 488 51 51 5 202| ings announcéd a settlement agreement the deal to close.

018 | 51 88 with key stakeholders in Washington, DC.  Bryan J. Fong June 1, 2018
(A) Fiscal years end Sept, 30th, may not sum o olal, due te change in shares | vestment plan available. Company’s Financlal Strength A
(B) Based on diluted shares. Excludes non- | auistanding. Next earnings reporl due late July, | {D} Includes deferred charges and intangibles. | Stock's Price Stabitity 85
recurring fosses: 02, (34¢); '07, (4¢). '08, (14¢) | {C) Dividends historicaliy paid early February, |17 $868.1 millian, $16.95/sh. Pilce Growth Persistence 55
discontinued operations: ‘08, (15¢). Qlty egs. [ May, Augusl, and November. w Dividend rein- | (E} In milions. Earnings Predictahility 75
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The Water Utility Industry consists of eight
investor-owned utilities that are mostly regulated
by state authorities,

Consolidation continues to occur at a slow, but
steady pace,

Regulation continues to be one of the strengths
of this sector. Unlike the electric and gas utility
sectors, there is less confrontation among regula-
tors and water utilities.

Over the past five years, the performance from
the eight primary stocks in the group has been
excellent. Indeed, the typical water equity has
outperformed the broader market averages by a
wide margin. In the fourth quarter of 2019, this
was not the case, however.

Due in part to three cuts by the Federal Reserve,
short-terin rates have declined. Still, on a compa-
rable basis, they seem more attractive than water
utility stocks, which carry an average yield of only
about 2.0%.

Based on many key indicators, the valuation of
this group is close to a historical high.

Finally, even though several equities in the Wa-
ter Utility Industry are ranked 1 (Highest) for
year-ahead relative price performance, almost all
have substantially less than average prospects
over the next 18-month- and three- to five-year
periods. Most equities here are already trading
well within their estimated long-term Target Price
Range,

Is The Rally Over?

For the most part, water utility stocks turned in
another excellent performance in 2019. This has pretty
much been the norm over the past decade. The group
was once bought by investors for its high dividend yield,
good annual payout prospects, and reliable earnings
siream. Considered a conservative vehicle, investors
were willing to forgo appreciation poiential in return for
certainty. The price performance has been so strong that
the average yield is now lower than the average stock in
the Value Line universe. Over the past few years, Wall
Street questioned several times whether the raily here
could continue, Was the last quarter the beginning of the
end? Indeed, these stocks didn't fare well when com-
pared to the broader market averages.

Industry Fundamentals

The water industry in the United States is extremely
[ragmented. Most water service is provided by authori-
ties that are controlled by municipal or state agencies.
There are currently, tens of thousands of these entities
in operation, Consolidation has been accelerating as
smaller districts are merging with larger ones. American
Water Works and Aqua America are two examples of
growth through acquisitions. In addition to increasing
the size of their rate base {on which they earn a return),
these firms have been able to achieve substantial econo-
mies of scale as there are many cost redundancies.

A construction boom is also underway. In the past,
insufficient investment was made in maintaining the

INDUSTRY TIMELINESS: I (of 95)

outlays are being targeted at replacing older pipes and
valves.

Regulation

Investor-owned utilities are overseen by state regula-
tors. In return for permitting a company to have a
monopely, authorities are allowed to determine what
rate of return can be made on investments. Both regu-
lators and companies have had a constructive relation-
ship in determining the best way to improve the coun-
try's water system. By comparison, other regulated
areas, such as electric and natural gas, relations have
been less than cordial. For example, natural gas utilities
are trying Lo expand their pipelines to increase the use of
the low-priced commodity. However, there has been push
back here due to cost and environmental concerns.

Liquid Gold?

As the world's population continues to grow, so will the
demand for petable water. Due to insufficient supply in
certain regions, some experis are calling water the next
hot commodity. This could very well be true, but we do
not know. For certain, a severe supply/demand imbal-
ance is getting worse. In any case, the regulated water
sector would not benefit, as these companies’ earnings
are capped (with the partial exception of Consolidatec
Water). Hence, the allowed rate of return will be set at a
reasonable level. Excessive profits generated from op-
erations would be returned to ratepayers in the form of
lower water bills,

Conclusion

Desplte the many positives of this group, the premium
that investors have to pay to own a water stock is high
based on most metrics. Several stand out lor year-ahead
performance. However, potential returns over the next
18 months and through 2022-2024 are subpar. As al-
ways, we recommend that subscribers carefully read
each individual report before investing to have a better
understanding of each company's specilic risk profile.

James A. Flood

Water Utility
RELATIVE STRENGTH (Ratio of Industry to Value Line Comp.)
1000
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nation's pipelines and waste water [lacilities. The aver- 400
age age of a pipe in the United Siales is well over 50
years, with some assets being much older. Water utilities 300
have been addressing the problem by increa_\smg their 5013 2014 3015 5016 2017 5018 2019
capital budgets meaninglully. A good percentage of the Index: June, 1967 =
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104 111 132 145 1685 169 1.70 241 213 248 265 2677 281 210 286 2B84¢ 310 325 |"CashFlow" persh 4.00
34 Ry Rili} &7 B1 78 B 111 1.12 141 1.61 1.57 151 1.62 188 172] 245 220 {Eamings persh# 275
44 A4 45 A6 48 50 B 52 kil B4 75 B3 87 91 39 106 1.16 1.26 183v'd Decl'd per shEm 1.70
188 258 212] 195 145 223y 208 212 243 137] 252 189 239] 355| 308] 344| 395] 3250 ]Cap'l Spending persh 325
693| /51| 786| 832 87| 89 9701 1043 | 1084 | 180 1272 1324 | 1277 | 1352 | 1445| 1519 1510| 17.00 |Book Valuepersh © 19.35

30421 3350 3360 3410 3446 MH0| 306 3726 | 37700 IBHI| 3872 3829| 3650 3657 | 3668| 3676| 3590 37.00 {Common Shs Quist'g & | 3750

39 22 29| 277 40| 24| A2} 57 B4} 43| 72| 04 248 258| 257| 340 Bokd figires are |Avg Anil P/E Ratio FXRS
182 1233 147 150 12 1.36 141 1.00 g7 A1 97 106 14 1.3 1249 183 ValugiLine Relative PIE Ralio 1.30
35% | G| A% 25% | 25% | 0% | 20% i 30% ¢ 3% | % | 27% | 28% | 22% | 22% | 20%| 18% | PR |Avg Ann'l Divid Yeeld 26%

CAPITAL STRUCTURE as of 9/30/19 3610 3989 | 4193 ] 4669 | 4721 46R.8 | 4586 | 4361 1 4406 | 4368 475 485 |Revenues (Smill} 590
Total Debt $4756.3 mill. Duein 5 Yrs $100.7 mill. 95| 414 4200 S41) 627 644 | 605 BAT7 ] 6941 639} 800 820 |Net Profit {mill) 105
LT Debt 5475.0 mill %’,“g;eg; ﬁﬁ‘m il 389% | 43T [AT7% IR 6% A% | AL | B6% | 60% [ 220% | 228% | 23.6% [lncome Tax Rate 23.0%

g . 2% | 58% 1 20% | 25% - .- -- -- | 25% Nil | 1.0% jAFUDC % to Net Profit 1.0%

Leases, Uncapitalized: Annual entais $2.6 mil. 459% | 44.3% | 454% | 422% } 398% [ 39.4% | 41.1% | 394% | 38.0% 40.5% 44.0% | 44.5% {Long-Term Debt Ratio 46.0%

Pension Assels-12/18 $162.5 mill. 54.1% [ 55.7% | 54.6% | 57.8% | 50.2% | 60.9% | 589% | 60.6% | 62.0% | 595% | 56.0% | 55.5% iCommon Equily Ratfo 54.0%
Otlig. $196.1 mil. 66501 6774 74949 | 78707 51841 8326 | 7915 | 8453 | 8549 934 | 670 1130 {Totai Capital (Smili) 1350

Pfd Stock None 8664 | 8550 | 8965 | 917.8| 9815 | 10035 | 1060.8 | 1150.9 | 12050 | 12063 | 4300 | {475 INet Plant (Smilj 1650
Common Stock 36,839,301 she. 59% | 76% | 70% | 83% | 89% | 8% | O0% | 88% | 93% | 794 E5% | 8% RelumonTotal Capl | 9.0%
as of 1171149 8.2% | 11.0% | 103% | 11.9% [ 127% | 120% 113.0% | 121% | 13.4% | 11.4% | 13.8% § 13.0% iReturn on Shr. Equily 14.0%

8.2% | 11.0% | 10.3% | 11.9% [ 12.7% | 12.0% 1 13.0% | 124% | 131% | 194% | 13.5% | 13.0% |Return on Com Equity 14.6%

MARKET CAP: §3.2 biflion (Mid Gap} 32% | BB | B3% | 66% | emh | SFM T 60 | 53% | BFA| 4% 60% | 6.0% [Retainedto Com Eqy 5.5%
CURSF}R{T POSIHON 2617 2018 9/30M9 | 61% | 47% | 40% | 48% | 47% | 53% | 4% [ 56% 5% | B1% 7§ 4% 57% |AIDiv'ds to Net Prof 62%
Cas‘hAss']ets .2 7.4 10.4 | BUSINESS: American Slates Water Co. operates as a holding water & wastewaler senvices to U.S. military bases through ils
Accls Receivable 261 234 2811 pompany. Through its principal subsidiary, Golden State Water Co.,  ASUS sub. Sold Chaparal Gily W, of AZ. (6/11). Employs about
Qther 129.2 1010 84,0 H suppiies water to 258,919 customers in 70 cities in 10 counties,  815. BlackRock, Inc. awns 15.1% of out. shares; Vanguard, 11.5%;
gurren; Ass;ﬁls 12?3 12;2 1232 Service areas incude the melropolitan areas of Los Angeles and  off. & dir. 1.2%. (4/19 Proxy). Chairman: Uloyd Ross, Pres, & CEC:
Dg?altsDuag able 593 A03 3 Orange Counfies. The company also provides eleclricily to 24,353 Reberl Sprowds. Inc: CA. Addr.: §30 East Foothill Bivd., San Dimas,
Other 46.4 46.8 59,7 | cuslomers in Big Bear Lake and San Bemardino Cnly, Provides CA91773. Tel: 908-384-3600. Internel; wwav.aswater.com.

Current Liab. W67 168 11981 Shares of American States Water have giants}. Nevertheless, thanks to a balance
ANNUAL RATES Past Past Est'd'i6-'i8] mot participated in the recent market sheet that doesn't have a large amount of
ofchange fpersh) (0¥, §¥is 0’24 pally. In the last quarter of 2019, the S&P debt, American Water is one of the two
B&fﬁ?&m ggoi' 3.0% ggﬁ 500 Index rallied almost 10%. Over that utilities in this nine-member group that
Earnings 9.0% 45%  &0% | same time span, the value of AWR has ac- carries a Financial Strength rating as high
Dividends 7-5:'5 9.0%  8.5% | tually declined approximately 3%, an un- as an A.

Boak Value 50% 40%  5.0% derperformance of more than 1200 basis Nonutility operations are generating

Cal- QUARTERWREVENUES(W"'] Ful | points. We think profit taking and sector a steady amount of income. The compa-
endar jMar31 Jun.30 Sep. 30 Dec.31) Year | rotation by institutional investors were at ny's ASUS subsidiary provides water serv-

2016 | 835 1120 1238 %06.8 416.1| least partially responsibie for the poor ices to military bases via 50-year fixed-

2017 | 988 1132 1244 1042 | 4408 showing. priced contracts. As more military instaila-

2018 | 947 1059 1242 1110 | 4368 Harnings in 2020 should top last tions privatize their water systems, we ex-

2019 11017 1246 1345 142 | 475 year's impressive figure. Even though pect ASUS to raise i{s presence in this sec-

2020 | f05 125 40 115 : 485 | 2019 likely ended on a down note, Amer- Lor, by being successful in the competitive

cal- EARNINGS PER SHARE A Full | ican Stafes’ share earnings probably bidding process. This business should ac-
endar {Mar.31 Jun. 30 Sep. 30 Dec. 3! Year | climbed to $2.15, a 25% increase above the count for between 20% to 30% of total in-

016 | 28 45 59 30 | 182] previous year's wealk number. Rate relief come by early next decade.

07 (34 62 57 35 | 188 and cost cutiing were most likely the pri- These shares are only for short-term

we | 29 44 62 4| 172] mary reasons for the strong comparison. investors. AWR carries a 1 (Highest)

19 | 35 72 78 J2 | 245) Thege factors will probably have less of an rank for year-ahead relative performance.

020 | 98 67 .70 45 | 240 impact on 2020's bottom line, but earnings Over the next 18-month period, our quan-

Cal- | QUARTERLY DIVIDENDS PAID Bu Full | per share could still well rise 2% to $2.20, titative system believes the stock will ac-
endar |Mar31 Jund0 Sepd0 Dec3t| Year| as the unregulated operations’ gain in im- tually decrease in value, however. In addi-

16 | 224 24 224 242 91| portance {more belong. tion, even with the recent price decline,

2017 | 242 242 286 255 99| Finances are solid. The company the equity is trading above our projected

2018 ¢ 255 265 275 215 | 08| remains a distance third in terms of size 2022-2024 Target Price Range. Finally,

2019 ¢ 275 275 305 305 116] in the water industry (American Water the dividend yield is subpar.

2020 Works and Aqua America are the two James A. Flood January 10, 2020
{A} Primary earnings. Excludes ncnrecurnng (B} Dividends historically paid in early March, | {C} I millions, adjusted fer splt. Company’s Financial Strength A
galns,’{loss _)S ‘04, 7¢; '05, 13¢; "06, 3¢; 08, | June, September, and December. = Div'd rein- LD) fncludes intangibles. As of 630119, Stock's Price Stability 85
{14¢): "10, (23); 11, 0¢. Next eamings report | vestment pian avaiiable, 1.1 million/$0.03 a share, Price Growth Persistence 95
due mid- February Earnings Predictability 99
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RECENT PE Traifing: 35.1 Y RELATIVE DV'D 0

AMERICAN WATER wvse.we 123,05 1 33,3 Gl B e .81 1 7% .
meuwess T aens | 1] 2] 0] 0T B8] 4] 50 R [ ) 8] R s Tl e o
SAFETY 3 newTisha LEGENDS

HNICAL 3 Lomed e | diideo by Inres e 200

TEC O 1 . Relave ?’n’ce Strength 160

BETA .55 (1.00=Market} Options: Yes
= haded area indicales recession PETIFT T N X

18-Manth Target Price Range RERCErat M - it 100
Low-High  Midpoint (% to Mid) il T L 80
$165536  $126 (0%) A o — &

707224 PROJECTIONS I R o T 40
; " hnn'l Total gt 10

High 1P2nf|:e Gal':}il} Rezhg/:" A o St (N ] "'... )

Lew 80 (-35%) -7% e BLLT P . —— O PR |20
Institutionat Decisions W ;"il- A N R %TOT.ﬁliTURVP::;[I]‘IHE.I.

10019 202018 2001 g il SIOUK  INDEX

10 Buy Q:isq QEGO Qsas Ceent 2111 Ty 21 65 [
108e? 325 331 322 | gaded 7 dy 712 246 |
Hids}odt) 166942 155051 153329 Syr. 1530 389
2003 | 2004 | 2005 2006E 2007E | 2008 [ 2009 [ 2010 | 2011 [2012 {2013 | 2014 [2015 |2016 | 2017 {2018 [ 2019 [2020 | ©VALUELNEPUB.LLG| 22-24

-- -- --| 1308 1384 1461) 1398 1548 1518 1625 | 1628 | 1678 | 17.72| 1854 | 1881 1904 | 20.05| 20.95 (Revenues persh 23.80
-- - 857 d47) 287 288 356 A73| 427 438 475) 543 526 514 | 615} 675 710 |“CashFlow” persh 8.30

- 497 | d2.14 1400 125 153 172 20 206 239 284 262 23] 315 360f 290 |Eamingspersh A 4.76
-~ -- -- AL 82 86 B0 12 Bl 421 133 147 162| 78| 196 212 |Div'd Decl'd persh Bx 2.75
-- - 431} 474] 831 450( 4387 527] 525 550 5331 651 | 736 804| 878 &7 9.20 [CapTSpending persh 9.00
-- - --| 2386 | 2839 2554| 2291| 2359 2441 2511 | 2652 | 2730 | 20251 20241 3043 | 3242 | 3440 36.35 |Book Value pezsh D 41.25
-- . -- | 16080 | 160.00 | 16000 | 17463 | 175.00 | 175.66 [ 176.99 | 178.25 [ 17945 | 178.28 [ 178.10 [ 17844 | 180.68 | 161.00 | 162.00 | Commaon Shs Oulst'y © | 169.00
- .- -- - 189 156 146 | 168 16.7 199 200 205 277 338 273 | Roid fighres are | Avg Ann'l PIE Ratio 215

- -- -1 114 1.04 83 105 106( 112) 108 103 145 w0 147 Valueid i Relative PIE Ratio 120
sl | 1% A% 3e% ] 1% 34% | 20% 0 25% | 25% | 20% | 20% ] 241 U™ |Avg Annd Divd Yield 28%

CAPITAL STRUCTURE as of /30719 24407 | 2790.7 | 2666.2 | 2676.9 | 2901.9 | 3011.3 | 3159.0 | 3302.0 | 3357.0 [ 34400 ] 3630 | 3840 |Revenues {$mill} 4500
Total Debt $9143.0 mil. Due in 5 Yrs $1555.0mil. | 20801 267.8 | 304§ | 3743 | 3693 | 4208 | 4760 | 4680 | 4260 | 5670 650 760 |Net Profit {$mill 890
LT Debt 58640.0 mil. LT Interest $370.0mé.  —37au 15 a0 1 355% | £0.7% | 39.1% | 394% | 30.1% | 302% | 539% | 2820, | #0% | 24.0% |Income Tax Rate 270

(66% of Cap') | el | o) A% | - | ol | 5i%| A0%| 50%] 50% JAFUDC%loNetProlt | 5.0%

Leases, Uncapitalized: Annuat rentais $17.0 mill. 56.9% | 56.8% | 55.7% | 530% | 524% | 524% | 53.7% | 524% | 54.7% | 56.3% | 58.0% i 58.0% Long-TermDeblRalio 59.0%

Pension Assets12/18 $1499.0 mill 43.1% | 43.2% | 44.2% | 46.1% | A7.6% | 474% [462% | 47.5% | 45.3% § 43.6% | 42.0% | 42.0% iCommon Equily Ratio 41.6%
_ Qblig. $1892.0 mil. 9789.0 ] 95613 1 9580.3 | 96355 | 89407 | 10364 | 109%1 | 10967 | 118757 13433 | 14906 | 15700 {Total Capital (Smill} 18800

Pid Stock S7.0mill.  Pid Div'd $4 mil 10524 | 19059 | 11021 | 19739 | 12391 | 12000 | 1393 | 14092 | 16266 | 17409 | 18350 | 19300 {Net Prant ($rif) 2560
Common Stock 180,776,165 shares 30% 1 44% | 48% | 54% | BA% | 55% 1 5T% | 56% | 40% | 54% | 5.5% | 55% [Relurnon Total Captl 6.0%
as of 1012449 53% 1 65% [ V2% | 84% | V8% | 67% | 94% | 90% | 79% | 97% | 10.5% | 10.5% |Relurn on Shr. Equity 11.5%

52%: 65% | T2% | 84% | 78% | 87% 1 94% | 90% ¢ 79% | 97% | 10.5% | 10.5% [Return on Com Equily 11.5%

MARKET CAP: $22.2 billfon (Large Cap} 18% 7 28% | 35% | 36% | 47% | 43% [ 475 | 40| 25% | 42%| 50%| 5.0% |RetainedtoComEg 5.0%
CURSI:‘[FET POSITION 2017 2018 9130/19 65% ; 56% | S52% | 57% | do% | 50% [ 50% | G6% 68% | 58% | 54% | 54% |All Div'ds ta Net Prof 59%
Cash Aséet_s 82 158 116 | BUSINESS: American Water Works Company, Inc. I the largest  markel accounting for 24% of regulated revanues; Pennsyivania,
gl‘{ﬁis Receivable ggg gg; ggg investor-owned water and westewaler ulility in tha U.S., providing  23%. Has 7,500 employees. The Vanguard Grp, avms 11.0% of
Cur?efnl Assels T30 757 759 services o more (han 14 milion people in 46 states and Ontario, owistanding shares; BlackRock, Inc., 7.9%; officers & directors, lass
Accls Pavable 195 175 149 Canada. Nenregulaied business assists municipaliies and miltary  than 1.0%. (3/19 Proxy). President & CEO: Susan N. Story. Chair-
Debl Dug 1227 1035 503 bases with lhe maintenance and upkeep as well. Regulaled opera- man; George MacKenzie. Address: 1 Waler Slreel, Camden, NJ
Olher 903 a4 835 | lions made up 87% of 2018 revenues. New Jersey is its fargest 08102, Tel.: 856-346-8200. Interet: waww,.amwater,com,

Current Liab. 2325 2094  ME| American Water Works enters the next 10 years on expanding and improving
ANNUAL RATES  Past Past Estd‘16'18 new decade as the most dominant its infrastructure. Relations with the dif-
ofchange fpersh}  10¥rs,  S¥es. 10’24 | member in this group. By any measure, ferent state regulators will remain very
53;’2]?‘,’:?3\,1-- 13_’243 gg%’ ;:862 it is the largest investor-owned water utili- important as these authorities will decide
Earnings -~ 65%  05% | ty in the country. With its acquisition stra- what kind of return can be made on these
gl\"dke\f}dls 5% 12-82? gg? tegy and large spending budget (more be- investments. Based on the historical rec-

oox Value g ek =% | low), the company should continue to grow ord, the regulatory climate should remain

Cal QUARTERLY REVENUES ($ milL) Full | its rate base substantially for the foresee- constructive.
endar {Mar.3t Jun.30 Sep. 30 Dec.31] Year | able future. Finances will likely just remain aver-

2046 | 7430 827.0 9300 80201 33020 The consolidation of the water indus- age, though, Over the past decade or so,

2017 | 7560 8440 9360 8240) 33570 try is providing the company with the water utility has relied almost exclu-

2018 | 7610 B530 9760 8500) 34400 plenty of opportunities. The U.S. water sively on deht and internatly generated

2019 | 8130 8820 10130 922 | 3830 | sector is composed of thousands of small, cash to fund the building program. With

2020 | 850 930 1080 650 | 3810 | inefficient water districts that are mostly the value of the equity increasing more

Cal- EARNINGS PER SHARE A Full | run by local municipalities. As more capi- than sixfold during the period, the compa-
endar |Mar31 Jun. 30 Sep. 30 Dec. 31} Year | tal is required to upgrade antiquated ny could do well by increasing its equity

2016 | 46 77 83 57§ 262| pipelines and wastewater facilities, many base. Until this happens, we don't expect

207 1 52 93 142 01 238) of these districts are looking to be acquired the balance sheet ta stand out.

18 ) 80 91 103 682 | 345| by [arger entities. American has been Shares of American Water Works hold

019 | 62 84 13 7L 380) hiving up some of these districts every our Highest (1) rank for Timeliness.

020 | 65 100 145 .80 | 380 year. lts bottom line benefits from this Like most equities in the water utility in-

Gal- | OQUARTERLYDVIDENDSPAID®x | pufl | process because economies of scale are dustry, however, AWK is highly over-
endar | Mar31_Jund0 Sep.d) Dec3t| Year | very achievable in this space. valued by several key financial measures.

018 { M 315 3% 3i5| 147 The projected construction program Our 18-month quantitative model also in-

017 1 35 A5 415 415 | 1.62| is massive. At the company's recent In- dicates that the stock will not do well. Toa,

2018 | 416 485 485 455 | 178| vestor Day, management announced that total return potential to 2022-2024 is very

w18 | 45 3 50 B0 | 186| 3t planned on spending about $1.8 billion unattractive.

2020 this year and about $21 billion over the James A. Flood January 10, 2020
{A} Diluted eamings. Excludes nonrecur. {ings report due mid-February. Quarery earn- gcg In millions. (D} Includes inlangibles, On | Company's Financial Strength B+
losses: '08, $4.62; '08, §2.63; '11, $0.07. Disc. { ings da not sum in '16 due ta rounding. J30/19: $1.850 biliion, $9.13/share. Stock's Price Stability 100
oper: ‘06, (§0.04), 11, §0.03; '12, {30.10}; | (B) Dividends paid in March, June, Seplember, { (€} Pro forma numbers for '06 & '07. Price Growih Persistence a5
"13,{50.01}. GAAP used as of 2014. Next earn- | and Dacember. m Div. reinvestmenl avaiable. Earnings Predictability 80
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RECENT PE Trailing: 67.3 Y| RELATIVE DD (y
AU TR Chwrems T 700 B0 1 050 2
s T | | 8] ] AT A R 4] 2] o] 8| ] %] Bt o ot
SAFEYY 2 wisedsowiz | LEGENDS
e 1.6 % Dividends p sh
TECHNICAL 3 Lovered 122019 tvidad by Inesesl Rate to
-+« - Relative Price Strength 80
BETA 65 {1.00=Marke) Flord sl 9013 7 = e o= N I NS D [ TIEE LTET T 0
18-Month Target Price Range Ehatad area indicotes recession ) .'\,:-' . ...J!"pli_ 0
Low-High  Midpoint (% to Mid) s ] — B S L L L 30
$38857  $43(10%) U TR A =
203734 PROJECTIONS [ "1, TS AT 15
. Ann'l Total [ CProp et
. Price  Galn Relurn i . . "ot ey 16
. tA5k) 1% % TOT. RETURN 11/13 |~
Institutional Decisions | THIS VL ARITHS
0019 e QN — { . slgck WL |
I -} - ! g
- il . s9 e |
|_Risbod} 103658 140358 143792 Sy. &8 389
2003 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 | 2010 | 2011 {2012 [2013 {2014 [2015 [2016 | 2017 | 2018 | 2019 [ 2020 | ©VALUELINE FUB.11.C] 22-24
238 278 308] 32| 361] M 393 421 440 432 432 437 461| 462 455 471| 490 430 |Revenues persh 5.70
a7 87 71 10 1100 144 129 142] 145 151 t821 189 187 207| 212| 80| 1.80| 2.15}"CashFiow” persh 285
A6 51 57 58 57 58 62 12 83 87 146 120 114 | 132 135 1.08| 105] 140 |Eamingspersh A 200
.28 ] 32 A5 38 4 44 A7 50 A A58 63 69 4 79 85 91 ,96 |Divid Deci'd per sh Pa 1.25
TO6| 123] 147| B[ TAT|TCUES|166| 183 | 190] 198| 1731 184 [ U07 [ TUA6| Z69| 278] 240| 250|CaplSpendingpersh | 375
427 471} 504) 557 685 6261 650 6€81) 21 790 663 927 | 978 1043 | 11.02| 1128} 1800} 18.50 |Book Value per sh 18.40
1564.31 [ 158.07 | 161.21} 16641 | 166.75 ] 169.21] 17061 | {7246 | 173.60 | 17543 | 177.93 | 178,59 | 176,54 | 17730 | 17771 | 178.09 | 216.00 | 217.00 |Common Shs Oulsl'g © | 220.00
145 21 N8} My 32O M9 1] 24| 137 M9} 242 208 25| 233 247 328 | Bold fighres are |Avg Ann'l PIE Ratio 249
140 133y 169{ 187 170] 150) 18| 14| 13 1397 519} 109 18| 125 1241 176 |Velugline Relative PIE Rafio 1.35
25% 1 23% | 18% | 18% 1 2% 28%| 34% | 34% | 28% | 28% | 24% i 25% | 26% | 23% | 24% | 24% estintates Avg Ann'F Div'd Yield 26%
CAPITAL STRUCTURE a5 of 3/30/19 6705 | 7281 | 7120 | 7578 | 7686 | 7799} 8142 . 8199 | 8005| 8381 830 930 ;Revenues ($mifl) 1280
Total Dett $3086.4 mill. Duein 5 Yrs 6968 mil. | 4044 | 1240 | 1448 | 1531 | 2050 | 2139 ] 2008 | 232 | 2307 | 1920 230|305 [Wet Profit {Smill) 440
LY Debt 52898 3l LT '”;g;‘:f' ?g;-ﬁ)m'”- A% | 30.2% | 32.0% | 30.0% | 10.0% | 105% | 6.8% | 8.2% | 66% | 66%] NWE| 50% {Income Tax Rate 7.0%
»orap b el el o] 1A% 24% | 34% | 38% | 6% | 68% | 125% 1 10.0% |AFUDC %o NetProfit | 10.0%
Pension Assets-12/18 $239.0 mil, 55.6% | 56.6% | B2.7% | 52.7% | 48.9% | 46.5% | 50.3% | 48.4% | 506% § 54.4% | 42.5% i 43.5% [Long-Term Debt Ratio 53.0%
Oblig, $282.0 mill. | 44.4% | 43.4% | 47.3% | 47.3% | 51.1% | 51.5% | 48.7% | 51.6% | 404% | 456% | 57.5% | 56.5% |Common Equity Ratio 47.0%
Pfd Stock Nene 24955 | 27062 | 26458 | 2029.7 | 30036 | 32160 | MBS | 35877 | 26654 | 44078 | 6800 770D |Tolal Capital (§rmill) 7600
Courman Stock 215,840,774 shares 32273 1 693 | 36129 | 39362 | 41673 | 44020 | 46569 | 50016 | 53009 | 50303 | 6250 | 6525 |Met Plant (Sl 7600
56%F B9% | 69% | 66% | 80% | 78% | 68% | 7.6% | 7A% | 55%( 56% | 50% [Return on Tofal Cap't 7.6%
9.4% ¢ 10.6% | 11.6% | 11.0% | 134% | 12.9% | 11.7% [127% | 12.2% | 96% | 60% | 8% [Returnon Shr. Equity 1.0%
MARKET CAP: $10.2 billion (Large Gap) 94% | 108% § 11.6% | 11.0% | 134% | 12.9% | 11.7% [127% | 12.2% | 96% | 60% | 85% {Relurn on Com Equity 11.0%
CURRENT POSITION 2017 2018 9/30M9 | 27% ) 37% | 48% | 43% | 67% | 6% | 47% | 56% | 54% | 21% | 40%| 2.0% {Retaiedio Com Eq 4.0%
Ca L) 42 36 20306 | T%R| 65| 60% | 61% | 50% | 5% | 60% | 56% | 59% | 79% | 7% | 63% |AlDIVds to Net Prof 63%
Receivables 98.6 1012  117.0 | BUSINESS: Aqua America, Inc. is the hoiling company for water  residential, 58%; commerclal, 16%; industrial, wastewater & other,
'Cr)%ee’;‘("y (AvgCsty ]lﬁg ggg ]'zg and wastewater uliiites that serve approximately three million resi-  26%. ON. & dir. own less than 1% of the comman steck; Vanguard
Currant Assels 131:2 147:2 21?8~9 dents in Penn§yl\fania ({esponsgble for 53% of 2018 revenves), Group, 10.7%; Blackrock, lnc,_g.ﬁ%; State Street Capila}, 4.9%
Accts Payable 59.9 77.3 57:6 tho, Texas, Hlinois, North Carollna,_ New Jersey, Indiana, and Vir- {3119 _Proxy). President & Chief Executive Officar: Christopher
Debl Dua 1174 160.0 1881 | gina. Has 1,570 employees. Acquired AquaSource, 7/13; Norlh  Frankiin. Inc.: PA Addr.: 762 Wesl Lancaster Avenue, Bryn Mawr,
Other 107.9 _161.7 _106.4 | Maine Utilities, 7/15; and others. Water supply revenues 2018:  PA 19010, Tel.: 610-525-4400. intemel: vasv.aquaamerica.com.
Curcent Liab. 245 3930 3821 Aqua America is still awaiting final The balance sheel partially reflects
ANNUAL RATES  Past Past Est'd'16M8 | approval of its acquisition of Peoples the acquisition. To finance the transac-
gé’fe”gg‘gpsmh) 1”‘:;’3'? 5}";;,/ “‘525'# Gas. The water utility reached an agree- tion, a large equity offering was completed
“Cash Flow" §8% 5Q%  65% | ment to buy the regulated Pittshurgh- last year. More than $1.3 billion was
Earnings 80%  55%  &0% | based natural gas company in 2018 for raised in the transaction, which increased
e Eg‘{? gg;f' g-gz/"’ $4.3 billion in cash, and the assumption of shares outstanding by about 20% (37.3
L =21 $1.4 billion of debt. Because hoth entities millien). Proceed from the sale of tangible
Gal- | QUARTERLY REVENUES (§ mill) Full | operate in many different states, a host of equity units also raised approximately
endar jMar3t Jun3) Sep3l Decdl; Year | reguiators must provide permission for the $700 million. About $900 millien of debt
2016 11926 2039 2266 1968 | 8199 | (ransaction o be completed. Currently, due in 2029 and 2049 was also sold last
2017 (1878 2034 2150 2033 | B095 | qur best estimate is that the purchase will April. The remaining funds should come
2018 11843 2189 2262 2057 18381 (Jgse in the early part of this year. from existing credit facilities.
gg;g %]'151 ‘%;gg g‘éga gggd ggg The company will have a new profile. Meanwhile, another rate hike was
The natural gas distributor has almost granted. On October 29th, about $60 mil-
Cal- EARAINGS PER SHARE A Fuil | 750,000 customers. Though this is in a sec- lion in higher rates went into effect in
endar |Mar31 Jund0 Sep.30 Dec3f| Year| o alse overseen by state authorities, the Pennsylvania. During 2019, New Jersey,
06 1 2 Y M B[ 18| ang sector has historically had a much- North” Carolina, and Ohio alse increased
wr ) 28 3 48 13 mgre adversarial relationship with regu- tariffs.
%gzg gg gg gg dg% ;gg lators. In the water segment, both utilities Only short-tecm investors should take
2006 | 35 35 47 33| 10| @nd repulators realize that large amounts a look here. By most financial metrics,
- : - : ~— of investment are needed to modernize the including the P/E ratio and its yield rela-
Cal- | QUARTERLYDWDENOSPAO® = | Full | country’s antiquated infrastructure, tive to the average equity, WIR is highly
endar |Mar31 Jund0 Sepdd Becdl| Year| Cogperation between companies and their overvalued. It is ranked 1 (Highest) for
2016 | 478 478 1913 1913} 74| overseers has been very constructive. By year-ahead performance, but our 18-month
007 | A3 193 2047 20471 79| comparison, in the gas arena, there is Inodel predicts the stock will post a nega-
2018 | 2047 2047 M9 219 851 1nuch resistance Lo construction programs tive performance. In addition, total return
gg;g 219 .19 233 33 S quch as expanding existing pipelines to prospects to 2022-2024 are poor.
meet the needs of a service area. James A. Flood January 10, 2020
{A)} Diluted egs. Excl. nonvec. gains: '03, 3¢; | February. () In millions, adjusted for stock splits. Campany's Financial Strength A
12, 18¢. Excl. galn from disc, operalions: 12, | (B) Dividends historically paid in eardy March, | (D} Includes intangibles: 3/30/19, $52.7 Stock’s Price Stability 45
7¢: 13, 9¢; *14, 11¢. May not sum due to June, Sept. & Dec. w DiVd, reinvestment plan | mill.7/30.24 a share. Price Growth Perslstence 75
raunding. Next eamings report due mid- available {5% discount). Earnings Predictahility 65
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REGENT P Tealling: 31.1 [ RELATIVE ove O/
CAL'FORNIA WATER NYSE.Cwr PRICE 51 .52 RATIO 31 .0 Median: 22.9) PE RATIO 1-68 YLD 1.5 0
. igh: 3
THELNESS 2 itz | HIG ] F] 2] 1ao] 1ad] weal malasel asol geal 02l so1] g7 Target Price Range
SAFETY 3 loswed oty | LEGENDS 120
= 1.33 x Dividends p sh
TECHNICAL 3 Lomeed 122709 graded by lnlercst Rate 100
-+« Relalive Price Swength 80
BEWA 70 {1.00 = Marke) Zlor1 spit G g4
18-Month Target Price Range Ogﬁgde&areamdtamsmessm e | |==mcryeesee 48
Law-High Midpoint % to Mid) 2_49;,-1/\\ A1 h‘,,‘.p,nlﬂ_m\l:';i' __________ o
$44.$69 357(10%} : e | ¥ N ,||‘| T 9
= - — et UMy
202224 PROJECT.[\OnE'iSTe[aI i M n! lll""'" Tk MRS YLD ST A im ?g
Price  Galn  Return b, .0 wiul ] .
A A SN e P R S B 12
Low‘ ::15 ('30./6 -7% L (ccaiiis? PN BN SR ol % TOT. RETURN 1118 |3
Institutional Decisions i : 1 B T ey THIS  VLARDH®
ann anY | poon g bl | ] STOCK  WOEX |
0By 132 120 18] shares 12 JIth . | . . M1 85 [T
oS¢l Bl 102 941 vaded 6 T3 ay. 868 M6 [
Hidslis) 35608 36947 36133 Sy, 1280 388
2603 | 2004 | 2005 [ 2006 | 2007 | 2008 [ 2009 | 2010 | 2011 [2012 12013 [2014 |2015 12016 12017 | 2018 | 2019 {2020 | ©VALUELINEPUB. LLC|22-24
B8] 859 872 B10| B8R; 990| 1082 19.05| 1200 | 1334 | 1223 1250 | 1229 | 1270 [ 1389 | 1453 | 1470 1480 [Revenues persh 15,00
1267 142 162) 136( 156 1.86) 193 1.93| 207| 23| 221 247| 222, 2 3005 3N 305 3.30 |"Cash Flow” per sh 3.50
b1 K| J4 .67 75 95 .98 91 86 102 1.02| 149 940 101 140 138| 140| 1.76 |Eamingspersh » 200
56 57 57 58 58 59 .50 80 &2 63 B 65 67 69 72 75 .19 /82 |Divid Decid pershBw 1.05
290 187 200 244) 18] 241 288 297 283 304 258 76| 369 | 477 | 540 585| 3857 400 [CapT Spending per sh 3.65
722 783 7000 907| 925 872 1043] 1045 1076 | 1128 [ 1254 | 13149 [ 1341 | 1375 | 1444 | 4549 | 1585| 1570 |Book Value persh© 16.0%
3386 3673| 3678 41.31| 4133 41457 4153 [ 4967 | 4182 ] 4108 47741 4781 | 4788 4797 | 4801 4807 | 48.25 | 30.00 [Common Shs Quistg © | 5300
24 201 249 292} 4 188) 197 203} 03] 78| 204 197 [ 28] 296 269 3031 Bokifighres are |Avg AnEPIE Rallo 23.0
126 1067 €33 158| €38 1497 1.3 1290 134 144 113 104 125| 155 135 164 Vaiveitine | Relative PIE Ratio 125
420 | 38% | M%) 20% | 30% | 30% | 34% | 2% | 34% | 35% | 3% ) 28% | 29% | 29% | 1e% | sewi UM |aug Annd Bivid Yield 2.5%
CAPITAL STRUCTURE as of 9/30/19 4494 | 4604 | 5048 | 5600 | 5841 | 507.5 | 5884 | 6094 | 6669 | 698.2 710 740 |Revenues (Smilf) & 795
Iglgiegfggggg?ﬁ_ﬁn"l- ETmlanitr; ing;gﬂ-%mmi"- 408 377| 64| 426| 473| 567 | 450 | 487 | 6720 655| 68.0| 850 |NetProfit {$mill 105
; ~ il o i 40.3% | 36.5% | 40.5% | 97.5% | 36.3% | 33.0% | 36.0% { 305% | 309% | 24.5% | 20.0% | 21.0% fncome Tax Rate 24.0%
. 5 1
(orlintorestcoverager .0 (3% of ConT) | "0, | "o | 7% | 80% | 43% | 27% | 43% | 6.1% | 35% | 01%| 50% | 50% |AFUDC ttoNetPromt | 0%
Pension Assets-12118 5469.7 mill. 47.9% | 524% | 51.7% | 478% | 41.8% | 40.1% | 44.4% [ 446% | 42.7% | 48.3% | 51.0% | 47.0% |LongTerm Bebt Ratic | 29.5%
Obhlig. $635.9 mill. 52.9% | A7.6% | 48.3% | 522% | 58.4% | 59.9% | 55.6% | 554% | 57.3% | 50.7% | 49.0% | 53.0% |Common Equity Ratio §0.5%
Pld Stock None 79491 9147 [ G315} G082 10249 | 10458 | 11544 | 11612 | 12003 14402 | 1865 1485 [Tofal Capilal ($mill 1406
1198.1 | 1204.3 ) 1381.1 | 1457.1 | 1515.8 | 15004 | 1701.6 | 1859.3 | 2048.0 | 22327 | 2300 | 2385 |Net Plant {($milt} 2500
Common Stock 48,145,000 shs. 65% | 55% | 85% | 63% | 6% | 6% | 52% | 55% | 71%| 50%| &0%| 65% Retumon Total Capl | 85%
96% | 66% | 60% | 90% [ 78% | 04% ; V0% | 74% | 97% ([ S0% | 9.0% ! 11.0% iReturn onShr. Equity 12.5%
96% | 86% 1 80% | 0% | 79% [ 04% [ v0% | 7T4% | 97% | 80% ! 90%! 11.0% iReluen on ComEquity 12,5%
MARKET CAP: $2.5 biilion (Mid Cap) 38% | 30% | 23% | 34% | 34% | 41% | 20% | 24% | 47% | 40% ! 40% i 5.5% [Refained to Com Eq 6.0%
CUI?SI;I"IIEHFPOSIT!ON 2017 20618 830M9 | 60% | 66% | T% | 62% | 6% | 5% | TI% | 68% $1% 1 58% 1 56% | 46% [All Divids to Net Prof 53%
Cash Asélezts 94.8 47.2 51.3 1 BUSINESS: California Water Service Group provides regulated and  quired Rio Grande Corp; Wesl Hawaii Utilies (9/08). Revenue
ther 1334 415 160.81 nonregulated waler service 1o 486,800 customers in 100 com- breakdown, ‘18: residential, 67%; business, 19%; induslrial, 5%:
Current Assets 2279 1887 21211 munities in the state of California. Accounts for ovar 94% of fotal public authoriiias, 5%; olher 4%. Off. and dir. ovm 1% of common
Scﬁl{sﬁf’ayabla 23‘1‘8 1?88 183? customers. Alse operates in Washinglon, New Mexico, and Hawafi.  stock {419 proxy). Has 1,184 employees. Pres. and CEQ: Martin
O?her ue 1060 556 G409 Main service areas: San Francisca Bay area, Sacramento Valley, A. Kropahnicki. Inc.: DE. Addr.: 1720 Norlk First St., San Jose, CA
Current Liab. 7010 3212 3334 | Selinas Vafley, San Joaquin Valley & paris of Los Angeles. Ac-  95112-4598, Tel.: 408-367-8200. Intemet: vawyv.calwatesgroup.com.
California Water Service Group’s net rate increases are probably on tap. In-
ANNUAL RATES Past Past Estd'i6'i8 | income rose sharply in the third deed, management is in the early innings
gicange persh)  {0¥is.  S¥s  2M | quarter. Share net of $0.88 increased of its extensive capital allocation program.
Revenues Abte  20%  1.5% | o vear gver ear, handily Lopping our As previously noted, upward of $750 mil-
Cash Fiow 60% 50%  35% ¥ ¥ Yy Lopping P Y p
Earnings 50% 55%  6.0% $0.,79 call. The solid performance was lion has been earmarked for infrastructure
Dividends 20%  30%  65% | driven largely by higher rates and lower upgrades, nanely improvements to its
Book Value 15% 45% 20% | business development expenses, as these water transportation systems and (reat-
Cal- | QUARTERLY REVENUES {$ millJE Full | positives more than offset increased water ment plants. To support these initiatives,
endar |Mar3t Jun30 Sep3p Dec3) Year | production and operating costs. On bal- another settlement agreement was filed in
2046 $1217 1524 1843 1510 | 6094 | ance, we think the water provider closed QOctober to address additional matters in
017 (1229 9741 21417 620 | 6668 ) out the year with earnings of $1.40 a its general rate case. To that end, should
2018 11346 1749 2043 1674 | 6982 share. For 2020, we expect noteworthy the Public Utilities Comumission approve
2019 £126.1 1780 2325 1724 § 70 | share-net expansion, which should be sup- the agreement, California Water may be
020 |40 185 27 176 740 ported by a healthy top-line advance. able to pass along to customers approxi-
Cal- EARNINGS PER SHARE A Ful | The company’s outstanding share mately $G600 miliion-$625 million in
ender |Mar31 Jur30 Sep30 Dec3i] Year | count is poised to rise. This is due pri- project spending in the form of rate hikes.
206 4 d02 24 48 3 | 101} marily to the recent initiation of a three- The issue has been upgraded one
97 ) 02 39 J0 29| 140) year equity program in which California notch for Timeliness, to 2 (Above
088 ) d02 31 75 32 | 136] Water will periodically sell shares of com- Average), and thus it ought to appeal
019 | d16 35 88 33 | 140| ;yon stock at market value. The rate of is- to near-term subscribers. Further, price
00 | 03 A2 85 A0 | 170} qance will depend on respective market upside over the 18 month stretch is
Cal- | QUARTERLYDIADENOSPAIDEw + Full | conditions, with total gross sales not to ex- worthwhile. But despite the equity's at-
endar | Mar31 Jun30 Sep.30 Decdi| Year| ceed $300 million. Californla Water will tractive business prospects, those with a 3-
2016 | 4725 1725 725 725 | 69 likely use net proceeds for general corpo- to 5-year holding period are better off
2017 1 .18 18 18 48 J2| rate purposes, such as construction and waiting on the sidelines, as CWT is
2018 ¢ 1875 1875 4875 1875 | 75| acquisitions, investments, and the redemp- presently trading near the upper end of
2019 | 4915 4875 4975 9975 | 9} tion of securities. our Target Price Range.
2020 Long term, investment spending and MNicholas P Patrikis January 10, 2020
(A1) Basic EPS. Excl. nensecurding gain {loss): | available, . . (E) Excludes noh-req. rav. Company’s Financial Strength B+
11, 4¢. Next eamings report due eardy Feb. gC) incl. intangible assels, in 18 $24,7 mi, Stock’s Price Stability 80
RB] Dividends historically paid in late Feb., 0.51/sh. . ' Price Growth Perslstence 60
lay, Aug., and Mav. = Divd reinvesimeni plan | {D} In milions, adjusted for splits. Earnings Predictability B85
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CONNECTICUT WATER woacrus [F&" 69.96 30 20.6 Gz 3e) it 1,780 1.9% B |

- High:| 290] 26.4] 27.9] 294] 226 364| 375| 398 583 | 650 70.3] 70.5 T i
TMELINESS — Susperdod W28 | [ 8" | 73| 73| 200| 233| 262] 2/8| 310| 332| 375| s08| 485) e28 Target 25’;3 Range
SAFETY 3 w3 LEGENDS b

- T ey e fe 100
TECHNICAL Suspended 32018 | Relsbue Pics Suengin “ 80
BETA 50 (1,00~ Market} Ogtions: Yes e Wl # . | Jeeeeadianes a4

haded arf’fa rmﬂc_.il@ fecesmi a oo m.i“T“‘rrIi-" m
- - g

18-Month Target Price Range

Low-High Midpoint (% to Mid) { s | i '"Imt'lll N
$60-5100  $80 (15%) e ) I T A A 2
202224 PROJECTIONS i NI 20
Anr’l Total Pl TR 16

T

4a
TEpT e T, ¥,
T Ll L LT TRTOR TR TR i

% TOT.RETURN 9119 (.8

Price Gain  Refumn
High 70 gﬁl 2%
Low 45  (-35%) -7%

Institutional Declsions L | TT%EK “u'.\mm"
Q01 QN 0N H YDEX
o 84 &1 g Lomeent - . TR [N iy, 29 52

lo ¢! 48 56 51| [raded N Iy 495 247
Hdsfils 5008 6165 648t | Sy 1416 408
2003 | 2004 ] 2005 ; 2006 | 2007 | 2008 | 2009 | 2010 | 2011 [2012 [2013 [2014 2015 |2016 | 2017 [ 2018 | 2019 [ 2020 | © VALUE LINE PR, 1.C|33-24

581 604 bBBI| 568 763) T24| G93] 765) V| 947| 829 845) 858 | 877 887 068 10.40] 7100 |Revenues persh 3.2
189 1.9¢] {62 152/ 180 195 1903| 2041 21%) 284| 283 287 318, 33| 345, 293| 360 4.10|“CashFiow" persh 4.70
145 1.8 B8 B 1050 A1) 149 1430 43| 15| 166 | 192 204 208! 243| 438] 245| 2.65 |EamingspershA .10

83 ) 85 86 87 88 A0 82 4 96 98 08| 05| 142] 148| 124| 130} 1.35 |Divd Deckd pershBa 1.55
149 1587 1861 196 224 248 328] 308| 261} z7| FOF|T 41T 43| 593 43| 473| 400 400 [CapTSpending persh 3.35
1046 | 1084) 11.62| 1160 | 1195] 1223 | 1267 1305 | 1350 [ 2095/ 17.92 | 1883 | 2001 | 2088 | 243 | 2440| 2500 | 2560 [Book Valus persh © 26.60
TOT] 804] BAT| 87| 838] Bd46| B57| 868 | 576, 885 1104 {137 1190 1125 | 1207 7205 | 1220 12.30|Common Shs OutsCgC | 1250

25 28] 286 00| B[O 22| WA NT] HBO| 84| B4 TS| 16| 23| 265 | 63| Bodnghres are |Avg Ann'l PIE Ralio 90
1M 120 182 187 2| 1M 13| 132 14| 23| 103) 92| 89| 122 133| 249| Veelire  |Relativa PIE Ratio 1,05
30% | 34% | 4% 36% ) 06% | 6% | 41% | 9% | 38% | 32| 32% | 30% | 29% | 23% | 21% | 19% | ®"FSAvg Anni Divid Yield 28%
CAPITAL STRUCTURE as of 6/30/{0 594 | 664 694 | 838 95| 940 960 | 987 | 074 1167 23] 135 |Revenues (Smiill 165
Total Debt $261.0 mill. Dus in 5 Yrs 6.2 mil 2] 98| 09 136] 183 | 203 28| 234 | 254 167 2601 3.5 |Nel Profit (Smi) 385
LT Debt §256.9 mil. b erest $10.0 mil. T05% | 3% | 415% | 320% | 0% | 4% | TI5% | 0% | 0.0% | 19.0% | 240% | 21.0% |Incame Tax Rale 0%
¢ 3P |l e | 20 | 24% | 23% | 5% | 3% | a1% | 25% | 25% |ARUDC %to Netromt | 25%

Leases, Uncapitalized: Annual rertats 5.7 mill 506% | 40.5% | 53.2% | 49.0% | 469% | 45T% | 44.1% | 454% | 463% | 46.7% | 46.5% | 45.5% |Long-Term Dot Ratio | 45.6%
Pension Assets=121B $70.3 mill 40.1% | 50.2% ! 465% | 50.8% | 52.6% | 54.1% | 55.7% | 544% | 536% | 533% | 535% | 545% |Common Equity Ratio | 55.0%
Oblig. $82.9 mill. 213 2258 | 2542 | 36467 3736 | 3868 | 4024 | 4338 | 5478 6516 | 570 580 | Total Capital (§nsl) 610

PId Stock None 52| 42| 3624 | 4479 4780 D069 | 563 | 6014 | 6977 | 7I08| 750| 775 |NetPiant ($mifl) 800
55% ) 54% | 49% | 48% | 50% | 64% | 65% | 63% | 54% | 40% | 55% | 6.5% |Retunon Total Cap'l 7.0%

Common Stock 12,068,537 shs. 93% | 86% | 83% | 7.3% | 92% [ 10.4% | 1074 | 99% | 85% | 57% | 8.5% | #0.5% |Relumon Shr. Equity | 17.5%
94% | 67% | 83% | 7.3% | 92% [ 102% | 104% | 00% | 85% | 57% | 85% | 10.8% iReturnon Com Equity | 11.5%

MARKET GAP: $850 million (Small Cap} 23% | 16% | 4% | 28% | 38% | 4&% { 49% | 4B% | 8% | 6% | 35%| 5.0% [Relainedlo Com &g 6.0%
cu%ﬁmposmw 2017 2018 6130719 | 7e% | BI% | 8% | 62% | 59% | 5% | 52% 1 Bd% | 55% 1 BO% | 61% ]  54% Al Divids to Net Prof 50%
Cas‘h Assets 36 29 24 | BUSINESS: Connecticut Water Senvice, Inc. is a non-operating Janwary, 2012; Biddeford and Saco Water, December, 2012;

Accounts Receivable }g? 14.2 13.97 holding company, whose income is derived from eamings of ils Heritage Village, February, 2017, Inc. Conn.. Has 297 employees.

glher Assel 57 —% igl viholly-owned subsidiary companies {reguleted waler utiities). In  Chairman/Presidenl/Chief Execulive Officer; Eric W. Thomburg, OF-
A”r[e”FE ssbel S 13 138 s07| 2018 85% of nel income was derived from hess activilies. Pro- ficers and diteclors own 1.3% of the common slock; BlackRock,
Dabt oo avie 63 P 43 | vides water services to 450,000 people in 80 municipatities lhrough-  Inc., 7.8% (4119 proxy). Address: 93 Wesl Main Street, Clintan, CT
Other 2470 61,0 81,9 | out Connecticul and Maine. Acquired The Maine Water Company,  06413. Telephone: (860) 669-8636. Infemel; wavw.chvater.com.

Current Lisb. 415 789 931 Connecticut Water Service’s merger tion suggests there is some light at the

ANNUAL RATES  Past Past Est'd’{6-18| with SJW Group has taken a step in end of the tunnel
of change {per sh} 10;"!(*1-0 Shs '8 ) the right direction. Since our July Merger aside, Connecticat Water is

58;3%?3\«;" b gggfg g_g:/z review, state regulatory body Connecticut apt to continue the overhaul of its

Earmings 65% 55% 0.0% | Public Utilities Regulatory Authority aging infrastructure. Indeed, recent
El\-’fie\:}dls %8;/,? gg;{y ggf,% {(PURA) announced its approval of the baserake hikes across multiple subsidi-
ook vEe hala bl 77 | merger subsequent to both companies fAl-  aries ought to help drive investment, while

Cal- | QUARTERLYREVENUES[mil} | Full | ing a revised merger application that ad- periodic surcharge activity will also aid in
endar | Mar.3t Jun. 30 Sep. 30 Dec.31| Year | dressed additional requirements. Specific the recoupment of funds. The company is
016 | 216 2814 2095 215 97 addendums include rate-lock guarantees focused on revamping its water distribu-
W7 ) 225 79 M8 249 | 1001 for customers, bill credits, conservation tion systems {mains and pumps), replacing
2018 1 249 299 363 26 § 1167 plans, and increased allocation for infra- old pipes, and installing more-efficient
19 | 282 307 300 041 18 | gerycture upgrades. Given PURA's recent equipment (storage tanks and water treat-
2070 | 300 350 400 300 | 135 change of heart, it is likely that the Cali- ment upgrades). Looking forward, these
Cal- EARNINGS PER SHARE A Full | fornia Public Utilities Commission will fol- improvements ought to keep the top line
endar |Mar31 Jun. 30 Sep. 30 Dec. 31| Year | low suit. The final piece of the puzzle rests edging higher while simultaneously boost-
2016 28 8 8 07 | 208( in the hands of the Maine Public Utilities ing operating efficiencies.

47 1 36 73 0 A4 213 Commission (MPUC). Similar to its Con- The current quotation adequately
2018 | a0 39 113 d04 | 138 pecticut proposal, CTWS' operating sub- reflects the merger’s value. Connecticut
018 |19 48 120 28 215 sidiary, The Maine Water Company, re- Water stock is trading at the proposed
200 | A0 70 123 32| 265 quires approval from the MPUC and has merger price of $70 per share. Thus, in
Cal- | QUARTERLYDMDENDSPAID®« | Fulf | highlighted notably commitments and ben- light of recent developments, its is praba-
endar_|Mar3t Jun30 Sep30 Decdt| Yeor | efits to its New England customers. A rul- bfe that holding the stock until the merger
2015 1 2575 2575 2675 2675 | 105! ing from Maine regulators should be right is finalized or cashing out now will deliver
2016 | 2675 2025 2825 2825 [ 142| around the corner (end of October). In equivalent results. Meanwhile, subscribers
017 | 2825 2975 2075 2975 | 118| sum, the $70-per-share ail-cash transac- looking to stay invested would do well to
8 | 2978 312 325 25 124 tion has surpassed its latest third-quarter shift their attention to SJW stock.

019 | 3125 3275 3275 closing deadline, but recent regulatory ac- Nichalas B Patrikis October 11, 2019
{A} Dilsted eamings. Next eamings report due | vestment plan available. Company's Financial Strength B+
late November, {C} In milions Stock's Price Stability 80
{B) Dividends historically pald in mid-Mareh, [ (D} Includes Intangibles. In 2018: $66.4 mi- Price Growth Persistence 70

June, September, and December, » Div'd rein- | lion/$5.51 a share. Earnings Predictability
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ANNUAL RATES  Past

Past Est'd “{6-'18

RECENT PE Traling: 30.5 Y| RELATIVE 4 Vo 0 / .
CONSOL, WATER CO, NDGQ-CWeo PRIGE 16.46 RATIO 27.4 Hedian: 234 7] PIE RATIO 1. g Yo 2-1 0
i : High: 2881 213 15.1 11.7 8.2 16.8 14.5 3.8 14.7 14.0 15.4 174 i
THEUNESS 3 mascamrane | Hich ‘ sel 23l 'sil 3l ez] gl vas] vagl var| sl mal 2033 2033 | 3054
SAEETY 3 Newiimd LEGENDS
— 2,00 x Dividends p sh
TECHNICAL 2 Lovered 122713 fheded by Inisgel Role | e 40
BETA 85 (1,00 Marke) Dpfons: Yos 1 venan [ 32
- Egaded area indivales recession . NN EE— YT e zmmd24
18-Month Target Price Range [T T i, [ Rk T
LowHigh  Widpaint (kto M) [ 2RI it , s 16
st A . . Ny 1 [N "
$10519 $15 (10%) Vo % El.‘ il !..!I I Tt | T 1 i A i’
O - TR Lk
mz24 PROJECTIONS 11— IO e T Ty, 8
Ann'l Total A " o
Price  Gain  Relurn 2 -
;_-Iigh %g (+1gfd?,¥ ?"3% et e o 4
oM 25 _ (+80%) 147% T P S IR IO IER B %TOT.RETURN T1/58 |
Institutional Declsions y ' M THS  VLARIIH'
i0nts  20Mde  30N4e : . STOCK  14DEX
By 3 34 dq| oeenl B e P PO 1y, 380 65 [
fo 5ell 35 44 32 [ Lraded [ R | 3y 643 246 [
WGy 8032 8148 8234 | Syr. 544 88
2003 | 2004 | 2005 | 2006 | 2607 | 2008 | 2009 | 2010 [ 2011 12012 {2013 |2014 {2015 |2016 {2017 | 2018 [ 2019 {2020 | ©VALUE LINE PUB, LI 93-34
1681 202 142] 2F) 34| 4b2| 389| 349 379 449| 436| 446 386| 389 448{ 439] 450 4.55 [Revenuespersh 9.40
83 a1 37 A7 120 95 1.18 .86 83 147 Rui] 80 B9 95 142 115 1.00 1.10 |"Cash Flow” per sh 200
42 A9 23 58 .19 50 T4 A3 A2 B ) 42 Al 27 A% 68 58 {5 |Earnings persh & 140
2 23 A2 24 20 33 28 30 30 30 30 30 30 30 2 A K] .34 |Div'd Decl'd per sh Ba JE
19 24 ki 1.83 ] 46 BE] 08 96 il .29 32 21 A EE 1.08 25 .45 [Cap'! Spending per sh K]
389] 4205 254 749 82 836 853| 869 883 9201 944| 958] 98| 979 097| 1034 | 1095 1120 {Book Valua persh D 12.20
AL 11 23461 141371 14407 1453 1454 | 1455 | 1457 | 1438 1460 | 1472 1478 | 1487 | 1402 7498 #5401 15.20 [Common Sis Ouist'g © 16.00
1831 231 NMF| 4307 354 378 190 2691 224 1241 200 283 227 448 29.0 194 | Boid figyres are | Avg Ann'l PIE Ratio 2280
140 122 NNF| 232 188 227 1.27 1.1 141 79 112 149 114 238 146 105 ValugiLine Relative P/E Ratio 1.20
26% | 20%| 76| %] | 1% ) 20% ) 28% | 3% | da% | 2% | 2sw | zew | 25% | 26% 1 26%1  STFRS | avg Anwl Divid Yiewd 25%
CAPITAL STRUCTURE as of 9/30/19 58.0 507 55.2 65.5 63.3 656 57.1 5.8 623 65.7 §8.40 69.0 |Revenues {$mlll) 150
Totai Drebt None 08 63 61| 93] 86| 63| 5[ 40| 61| 102 86| 10.0 {NetProfit {mil) 2.0
I ; -- - -- -- -- - .- .- -- --| NMF| NMF (Income Tax Rate NMF
Leases, Uncapitalized: Annual rentals $.5 mill. . | 4w . = » B | NME| wME [AFUDC % to Net Profit NME
No Defined Beneflit Pension Plan 138% | 118% | 51% | 37% .- - .- .- .- .- Nil Mil |Lang-Term Debt Ratio il
86.2% | 882% | 94.9% | 96.3% | 99.8% | 99.8% |100.0% [1000% 1100.0% |500.0% | 100% | 100% |Commen Equity Ratio 100%
Pid Stock NMF (34,796 5?]3{95 aut.) M9 1433 13564 1394 ] 1389 1412 | 1450 | 4456 | 1478 1850 165 170 | Total Capital {$mili) 195
Div'd NMF 65.2{ 562 BA3| 645] 566| 564 537 | 51| 505| 649 650| 700 NetPlant($niii) 100
Common Stock 15,027,574 shs. B1% | 49% | 50% | 70% | 62% | 4d4% | 5% | 27% | 42% | 66%| §5% . 60% |RetunonTotal Capl | 120%
as of 1111518 87%h | 50% | 47% | 68% 1 82% | 44% | S2% | 27% | 4% | 68% 5% 6.0% [Relurnon Shr, Equity 12.0%
" 87% | 5.0% | 47% | 68% | 62% | 44% | 52% | 27% | 41% | 66% | 85% | 6.0% [Returnon Com Equity 12.6%
MARKET CAP: $250 million {Smalt Cap) 46% ] 18% | 1.0% | 36% | 30% | 42% | 21% [ NMF | 1% ] 33% ] 20%| 3.0% |Retained o ComEq 5.5%
CURS}:ELTT POSITION 2017 2018 9130M% | 46% @ 69% | 70% | 48% | 5% | 73% | 58% | #12% 3% ] 50% | 59% 1 52% |All Div'ds to Net Prof 54%
Cash Aséel_s 47.2 3.3 43.6 | BUSINESS: Consolidated Water Co. Ltd. develops and operates  classified as disc. oper. Divested Befize assets 2019. Inc.: Cayman
Accts Receivable 154 242 230 | seawater desalination plants and water distribulion systems in Islands. Has 108 employees. Pres. & CEO : F. McTaggarl.
Other 4.5 69 68| areas where naturally occuriing supplles of polable water are  Offs./Dirs. own 4.8% of slock; Amundi Asset Mal,; 7.7%; Black-
Current Assct 6.7 624 734 P
A“"e" SSBI 5 ' . "o | scarce or nonexistent. |t provides water in the Cayman lslands, the Rock, 5.6% (4119 proxy). Addr.: Regatie Of. Pk. Windward Three,
Aocts Payabla 87 48 221 panamas, tha Brilish Virgin Isl, and Bak. Al 12133/18, it operated 11 4ih Flaor, West Bay Rozd, P.0. Box 1114 Grand Cayman, KYI-
Other 12 33 2.3 | plants with a capacity of 24.6 million gailons per day. In 2017, Bali 1102, Cayman Islands. Tel.: (345) 945-4277, Int.; waav.cwea.com.
Gurrent Liab. 76 78 53| Consolidated Water's share earnings ting can be difficult, at times, and would

will probably recover, to some extent,

like to increase its presence here.

ofchanga(persh) 10Yrs. — S¥is, 102274 | i 2020. Last year’s bottom line was hurt All approvals for the Rosarito project
f‘g;’;']‘“ﬁgw.. ggaff gf ;fgyf when bulk water rates were reduced in the have not yet been granted. The compa-
Eamings -30% -48% 205% | Cayman Islands. Year-over-year com- ny has completed all of the pre-
Dividends 5.0% i 189% | parisons were also not favorable due to construction work for developing a
Rook Value 50% 20% 35% | some unusual gains recorded in 2018, desalination plant to serve the city of

cal- | QUARTERLYREVERUES(Smii} | Full [ However, increased activity at the Aerex Tijuana. The most recent delay was due to
endar | Mar31 Jun. 30 Sep. 30 Dec. 31| Year| business, which manufactures parts for a newly elected administration coming

2016 | 148 154 144 144 579 desalination facilities, should rise as more into office. While the regulatory process

2017 | 166 153 168 148 ; 623 of these projects are built. All told, Consol- may take longer than expected, the chanc-

2018 | 143 153 188 167 | 85 jdared share net could climb 11%. es of it being permitted are excellent, as

2019 | 170 183 158 168 684 The desalination segment of the water the water is needed. In any case, Consoli-

2020 | 170 180 165 175 898 sector remains attractive. Management dated is limiting its risk here as it will

Cal- EARNINGS PER SHARE A Full | currently estitnates that there are 18,500 only be the operator and minority owner.
endar |Mar31 Jun. 30 Sep.30 Dec.31| Year! desalination plants in the world that sup- Suez International will construct Rosarito.

016 | 45 15 d13 10 27| ply water to over 300 million people. An- This stock is not for the typical water

ot (14 MM 08 M 411 nuat growth in this sector is expected to utility investor. For starters, the compa-

018 | 14 14 30 401 88| average close to 10%. Much of this will be ny's earnings stream is much less predic-

019 | 7 8 M 1 48| attributable to rising populations in many table than the other regulated companies

00| 18 47 15 55 65 parts of the world were potable water is in this group. Part of this is due to'its ex-

Cal- | QUARTERLYDNIOENDSPAID®a | Fulf | not plentiful. Indeed, in California and the tensive overseas operations. An average
endar {Mar31 Jun.30 Sep30 Dec3f) Year] southwestern United States, the use of selection for the year ahead, these shares

2016 1 075 075 075 075 30 | this process ought to pick up considerably. have negaltive potential in the 18-month

2017 | 075 075 075 075 30 [ In the Golden State, there are 11 projects period. Over the pull to 2022-2024, how-

2018 | 085 085 085 085 § 34/ in operation, with another 10 in the plan- ever, the equity imay well generate above-

2019 085 085 085 085 § M ning stages. Consolidated has most of its average returns.

2020 plants domiciled in countries where opera- James A, Flood January 10, 2020
(A) Fuly diluted earnings. Excludes gains from | (B} Dividends hislorically paid in late January, [ (D} Includes intangibles. As of 9/36H9, $9.3 | Company's Financial Strength B+
discontinued operations: 17, $0.07 a share; | April, July, and Qcfober. m Dividend reinvest- | milllien/$0.62 a share, SiocE’s Price Stability 50
*18, $0.07 a share; '19, $0.24 a share. Next | ment plan available. Price Growlh Persistence ki)
eamings report due mid-February. {C} In mililons, adjusted for stock splif. Earnings Predictability 40

2 2020 Value Line, Inc. M| dghts reserved. Facwal malerial is oblained fom sourcos befeved to be refiable and 5 provided witheut warranties of amy kind,
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN, Ttﬁ;j)ubﬂ:aﬁon Is sliittly lor subscriber’s oam, non-commerdal, intemal use. No part
of it may be reproduced, tesold, slored or Uansmitled in any printed, electronic or ether form, or used for gencrating or markeling any printed or ehectianic pubfeation, senvice or producl.

To subscribe call _1-800-UALUEL1.NE




Staff/1304
Muldoon-Enright/20

Docket No. UG 388
VL Gas and Water Utilities

RECENT FlE Trafling: 323 \i RELATIVE DD 0/

MIDDLESEX WATER noousee [Pt 63,56 i 31 5Cetz )iele 1710 1.6% DA
THELNESS 3 loecscans | | 198] T09] 193] tea] teol 2287 2T amol aes) deTT s or Tavaet Price Range
SAFETYY 2 Hewitizust LEGENDS. ”

—— 1.20 x Dividends p sh

TECHNICAL 2 Raised 1320 dividzd by Interes| Rale 1o

++ Relative Price Strength B0

BETA 75 (100~ Marke) Of;gg;;j‘g:a indicates recession 1 LS. /R B I G4
8-Month Targel Price Range 1 I'IIJ}‘,";""" ______ 48
Low-High  Midpaint (3 to Mid) S illilllll il I h-él.l,;" 32
$52-889  $71{10%) [ ; [l 21

iy I TRTATS L AL ILL
TRIPROTCIONS, | e — g @
pice  Gan Mo | L AT | . i
bow 45 {(-30%) -6% SRREH E [ d % TOY. RETURN 11/18 |8

Institutional Decisions o J TETRNCLE TR | gHs v

WiE RN i

1o Buy ng‘; m?s 3055 ;?;?:2‘ 132 J4 1 Hay Ty 23.2 6.8
108ell B7 58 87 | yaded a4 H Iy, 638 246
Hdsii) 9424 0432 9915 ] Sy. 2205 389
2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 | 2010 [ 2011 [2012 |2013 [2014 [2015 2016 | 2017 | 2018 | 2019 | 2020 | ©VALUE LNEPUR. (1C]42-24

812 625] 644| 616 650| 679| 675| 660) 6507 608! 719 78| VI 6.6 8.00 B42| T70| 820 |Revenues persh 9.15
115 1.28 133 133 149 153 140| 155 146 156 172 1p4 187 AT 24 2.89 280 | 295 ["Cash Flow” persh 3145
81 13 Ml 82 87 88 12 46 B4 804 w03 1R 122 138 138 196 185; 210 |Earningspersh” 245
65 66 67 68 .69 10 1 12 13 14 5 16 78 81 86 91 98 1.04 {Div'd Decl'd per sh Ba 115
1871 26| 218 23] sesf 212 49| (80| TEO| 136 126] 140 153 287 | 308 440 3507 330 iCapT Spending persh 3.50
7601 8.02] 826] 952} 1005 1003] 1033 11.43) 127 | 1148 | 1182 | 1224 1274 | 1340 ¢ 14.00% 15471 15701 1645 Beok Value per sh 17.05

048] 11.36| 1358] 13477 1325 1340 1352 1557 1570 | 1562 | 1506 | 16.42 | 16.23 ; 1630 | 1635 16407 17.50| 17.65 |Common 8hs Oulstg® | 18.00

00| 264 214 il 218 198 210 178 Hi| 208 19.7 185 191 258 284 | 222 | Bold fighres are | Avg Ann'l PIE Ratio 10
174 1341 146 1.3 1.15 1.19 140 143 1.36 132 iRl a7 ki 1.34 1.43 1.20 Vahig Line Relative P/E Ratio 1.15

35% | 4% | AB%| 37% | 37% | A0% | AT% P A2% | 0% 40% | 37% | 37% | 2% | 23% | 22%| 24% | ™S |augAnnd Divid Yield 23%
CAPITAL STRUCTURE as of 9/30/19 9127 4027 j 102114 1604 | 1148 ] #4714 260 | 1329 | 1308] 1384 135 145 {Revenues {$mill} 165
Tofal Deht $294.0 mifl. Due in § Yrs $65.7 mil. f00| 4437 347 4| 66| 1847 200) 27| 228] 325] 340] 370 |NetProfit ($mill 440
2283 . o amerest $6.8 mil. A% | 321% | 327% | 338% § 4% | 0% [ 5% | SA0% | 527% | 26% | 200% | 21.0% [Income Tax Rate 24.0%
(Totenterestcoverage: o 1 Cont) | 68| et | 4% 18% | 7% | 19% | 27% | 31% | 4% | 20%| 20% [AFUBC % toRetProfit | 2.5%

46.6% | 43.1% | 42.3% | 41.5% { 404% {40.5% [ 394% [ 37.9% | 37.5% | 27.8% | 45.0% | 42.5% [Cong-Term Deht Ratio 29.5%

Pension Assets-12/{8 $66.8 mil. 521% | 55.8% | 56.6% | 57.4% | 58.7% | 58.8% ] 59.8% | 61.5% | 61.8% | 61.6% | 54.5% | 57.5% Common Equity Ralio 60.5%

. 0?’59- $83.9 mitl. 26791 3105 3125 3165 | 3214 ] 33581 3454 | 3564 | 3707 40dd 505 500 {Total Capital ($mili) 510

Prd Stock 32.4 mil. Pfd Div'd: §.1 mill 3765 | 4059 | 4222 | 4352 | MGE | 4654 | 48191 5178 | 5572 6185] 625 635 {NetPlant{$mily 650
Common Stock 18,669,540 shs. 50 57% | 52% | 54% | 59% | 63% | 66% | 1% | 69%| 89% | 75%| 80% [ReturnonTot)Capl | 9.0%
as of 10131110 T0% ] 84% | 75% ; 78% | 87% | 9%% | 96% {103% | 98% ] 129% | 12.5% | 13.0% |Return on Shr, Equity 14.6%

T.0% ) 82% [ 7.5% | 7% | 87% | 93% | G6% [ 103% | 9.0% | 130% | £25% | 13.0% |Return on Com Equity 14.5%
A% 29% [ 10% | 14% | 24% | 34% | 38% | 43% | 38% | 70%| 60% 6.5% |Refainedfo ComEq 7.5%

MARKET CAP: $1.1 billian {Mid-Cap} 9% | 75% | BT% | 83% | 73% | 67% | 63% | 56% | 62% | 6% | 50% | 49% |ANDivds to Net Prof 47%
cu?&{%ﬂ POSITION 2017 018 93ois BUSINESS: Middlesex Water Company engages in the ownership 2019, the Middlesex Systern aceounted for 59% of operaling reve-
Cash Assets 4.9 ar 3.2 | and operation of regulaled waler utfity systems in New Jersey, Del  nues. At 1213148, the company had 330 emplayees. Incotperated:
Other 243 271 .5 | auare, and Pennsyivania. it alsa operales waler and wastewater NJ. President, CEQ, and Chairman; Dennis W, Doll. Officers &
Currant Assets 28.2 308 34,7 | syslems under contract on behalf of municipal and private dlients in  directors own 3.5% of the com. stock; BlackRaek Inst. Trust Ca.,
gggf{i]agab!e ;{j-g ggg gg% NJ and DE, lis Middiesex System provides waler servces to 61,000 6.8% (419 proxy). Add.: 485 G Route 1 South, Suile 400, tsefin, NJ
Other 15.7 194 17.6 | relail customers, primarily in Middlesex Couny, New Jersey. in  08830. Tel.: 732-634-1500. Int.: wway.middlesexwaler.com.

Gurrent Liab. 845 WA 1035 | Middlesex Water Company has tapped fresh all-time high in late Octoher. For
ANNUAL RATES Past Past Estd’16/48| the equity markets, The company much of 2019, the stock has traded in a
ofchangafpersh) 10¥rs. ~ ¥is. 10224 | recently finalized a public offering of ap- relatively tight range. Indeed, investors
Revenues | ggo:,"‘ 805‘;/’5 20% | proximately 760,000 shares of common may be starting to take some profits off
Eafnings 60% 110% 75% | stock at a price of $60.50 per share (in- the table following several years of strong
Dividends 20%  30%  50% | cludes additional shares purchased by un- price appreciation and the recent dilution.
Book Valie 35% 45% 30% | derwriters). Middlesex received total net The board of directors increased the

Cal- QUARTERLY REVENUES {8 mill.) rull | proceeds of $43.8 million, whicb have beein quarterly payout 7%, to $0.2562 per
endar jMar3t Jun. 30 Sep, 30 Dec.3%| Year | earmarked for a number of efforts, includ- share. While consistent dividend hikes

2016 | 306 327 378 318 | 1329 ing general corporate purposes, paying ofl are reassuring, at current levels, this

2017 | 301 330 362 35 130.3‘ short-term obligations, completing acquisi- equates to an annual yield of about 1.6%,
2018 | 3.2 M9 37 333 | 1384 tions, and funding tbe continuation of in- which does not necessarily jump out to the
0% | 307 34 38 31| 135§ frastructure investment initiatives. income-seeking crowd.

020 | 320 350 420 350 | 45 ) We are moderately tempering our What about Middlesex stock? The com-

Cal- EARMIKGS PER SHARE & Full | 2019 and 2020 earnings forecasts. The pany is in decent shape from a fundamen-
endar { Mar31 Jun. 30 Sep.30 Pec.31| Year | Northeast water and wastewater operator tal perspective, and long-term business

016 | 23 36 B 19| 138 saw net income contract year-over-year in prospects should be enhanced by multiple

2017 203 46 32 | 138/ the third quarter, to $0.66 per share, part- catalysts, such as an expanding customer

018 | 20 &2 4 A3 | 198] 1y due ta weaker revenues stemming from base (particularly in Delaware), periodic

019 |39 49 86 41| 195 softer water consumption related to unfa- rate increases, and strong infrastructure

W0 | 4055 70 45| 210| vorable weather. Operating expenses were spending. However, the issue is presently

cal- QUARTERLY DIVIDENDS PAID Ba Full | essentially unchanged, on an annual hasis. void of investiment appeal. Middlesex
endar | Mar31 _Jun30 Sep.30 Decdt] Year [ All told, we are slicing a nickel and a dime shares are just an average selection for

2016 | 10875 .10875 19875 21128 81| off our 2019 and 2020 share-net estimates, relative year-ahead price performance, and
207 | 21125 21126 21125 22378 86| to $1.95 and $2.10, respectively, most of the gains we envision three to five

2018 | 2237% 22375 22375 24 911 Middlesex shaves may be cooling off a years out appear to already be baked into

019 | 424 24 262 98| bit. The stock price pulled back modestly the recent quotatior,

2020 since our last report, despite stamping a Nicholas P Patrikis January 10, 2020
{A} Diluted eamings. Next eamings reporf due | (B} Dividends historically paid in mid-Feb., | {C} In millions. Comﬁany's Financiat Strength B++
late January. May, Aug., and November.a Div'd reinvestment Stock’s Price Stability 65

plan available. Price Growth Persistence 55
Earnings Prediclahility 75

his reserved. Faclual material is oblained from sources belfoved o be refiable and is provided withoul warrantes of amy kind,
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SJW GROUP wvse.su e 71,79 [t 44,3 e 16 bemito 24110 1.7%

-~ ) High: [ 351 304! 282 288 268] ao.1] 337 357 569 693 G84] 745 i
TMELINESS ~ Supontedstas | [ 37| 00| is2| 21| 208| 256| 245| 2es| 275| 268| 454| 18| sa8 Target Price Range
SAFETY 3 vewimn LEGENDS 120
_ T ooy bl e 109
TECHNICAL — Sugrdersitne | s by e — bt o
BETA .60 [1.00=Market) 2foe1 splt 305 R T 64
- 0§00nx Yes 5 AR e
18-Month Target Price Range | Shaded aiea indicates recession | " ill gl [ ! 48
Lov-High  Midpoint (% to Mid) ] l”l 2T . " 32
$51:585  $68 (5%) SRR 5 71T o TP O IO TP LT Al 24
- LU it it
202224 PROJECTIONS s et ST T Al 20
_ Ann'l Total . SIS S S T - 16
Price  Gain  Retun e R G T S S S 20 12
o 65 (10%) Wi R . % TOT. RETURN 1119 |8
Institutional Decisions | B THIS  VLARITI
1Gas 08 0B porcen) 45 e STOCK  WOEX ||
o Buy 88 91 94 | ghares 40 Id— T —1 ] ;F- ggg o
foSe 71 62 69 | traded 5 4 ) . r_m . - g |
HIfS(iN] 19349 19526 19354 i, 5y, 1615 389

2003 | 2004 | 2005 | 2006 ; 2007 | 2008 [ 2009 | 2010 | 2011 [2012 {2013 {2044 [2015 [2016 [2017 [2018 | 2019 (2620 | ©VALUE LINEPUB.LLC|72-04

820 91| 985 10357 U285y 12392 1968 (667 | 285 1401 | 1370 | 1576 1497 | 1664 | 1897 [ 1400 | #4.95| 18.45 |Revenues per sh 20.85
175) 1890 2217 238 230 2441 22%| 238 280 2587 290 442 385, 476! 524 229| 215( 445 |"CashFlow” persh 5.30
M &7 A2 149 104 108 B 84 44| A8 142 254 1857 257 286] 182 145| 245 |Earnings pershA 365

49 B & a7 61 B85 66 B8 68 71 73 75 78 81 104 142] 120 1.28 [Div'd Decl'd per sh Bu 150
A4t 23t 28] 87| s82| 3W| 3A7] 585 | a45| 67| 468 S02[ 524 | 695 126| 508] 500|525 Cap'l Spending per sh 525

95¢) 041) 1072) 12481 1290 1399 13867 1375 | 1420 1471 | 1582 | 1775 | 1883 | 2061 ! 2257] 3131| 31.20| 3270 |Book Valus per sh 3835
1827| 1627] 1827 1628| 1836 1618| TE50| 1855 1659 | 165/ | 2017 | 2629 | 2038 | 2046 | 2052 | 2840 | 29.00 | 2950 [Commen Shs Oulstg < | 70.00
B4 98] 7| W5 BA| EI|T @I AT] HZ| WA M3[ 2| 6| 67| 188| 327 | Bokiigies are |Avg AnnIPIE Rafio 20
88 104| 1058) 1.27[ 77 458 18| 185] 1337 30| 137! s9| 84| 82| 5| 76| Vemweltine  |Relative PIE Ratio 120
35 3% 24% | 20% | 7% | 23% | 28% | 28% | 29% | 30% | 27% | 26% | 25% | 20% | 10% ! 9% | *"P% | Avg AnwiDivd Yield 1.9%
CAPITAL STRUCTURE as of 9/30/19 2169 2156 | 2300 2615, 2769 | 3197 | 3054, 3397 & 3692 3077 40 535 |Rovenues ($mill §25
Tolal Deh? $511.4 mill. Due in 5 Yrs $14.3 mill. 152| 158| 208| 223| 235| G618| 79| 528 527 388! 420  72.0|NelProfit {Smill) 10
%ﬁ:&fﬁé&gﬂte'?';1}‘"‘5'55‘529-0"““- 40051 38.8% | 450% | 41.9% | 3B87% | 325% |36.1% | 30.6% | 36.7% | 206% | 24.0% | 21.0% |income Tax Rate 0%
h N o | 20% . - - - .- - - | 20% ] 10% 1 15% | 1.5% |AFUDC % toNetProfit | 1.5%

7% of Capl 404% [ 53.7% | 56.6% | 560% | 51.1% | 516% | 40.8% | 50.7% | 48.5% | 32.7% | 36.5% | 35.0% |Long-TermDobiRatic | 32.5%

Leases, Uncapitalized: Annual rentals $4.4 mill. | 50.6% | 46.3% | 43.4% | 45.0% | 48.0% | 484% | 50.2% | 493% | 51.8% | 67.3% | 825% | 65.0% |Common Equity Ratle | 67.5%
) 4996 | 5507 | 6079 | 6102 | 6562 | 7445 | 7646 | 8550 | 8043 | 13307 | 1420| 1490 |Tokal Capital (Smill 1700
Pe"!"“““m‘s'ﬁ“"S(‘Jf;f:ﬁfg?'éy9 " 785 | 7655 7562 | 8316 | 8987 | 9630 | 10368 | 11464 | 12393 | 13286 | 1365 1400 |Net Plant (Smilt 1500
PFd Stock None. 9. 3187, . dd% | 43% | 49%  50% | 50% | 83% | 63% | 74% | TO% | 39% | 40%| 55% |Refurn on Total Cap' 7.0%
Gommon Stock 28,456,490 shs. 60% [ 62% | 78% [ 81% | 7.3% [ A% | G5% |T25% | 128% | 44% | 45% | 7.8% |Relurn on Shr. Equily 95%
as of 10/28/1¢ 60% | 62% | 7.9% | B1% | T3% | 144% ; 00% 126% | 128% | 44% | 45% 1 7.5% Returnon Com Equity 9.5%
MARKET CAP: $2.0 billion (Mid Cap) 12% | 2% | 3% | 33| 28% [ 102% | 575 | B6% | Bo%i 156 10% ] 3.5% Retamed to Com Eq 5.5%

CUR&?&TPOSWON 2617 2018 9130MS [ 80% | 80% | 6% | BG% [ &% | 29% | 42% | 3% | 36% % 60% | B83% | 524 [AllDivids to Nel Prof 41%

CashAséet_s 78 4207 4247 | BUSINESS: SJW Group engages in the production, purchase, wilh Connecticut Water (10/19) which provides service to approx.
Accls Receivable Hg 192 280 storage, purification, distribution, and refail sale of water. Il provides 138,000 conneclions with tolal populetion of 450,000 peaple. Has

8“‘” § Assat 565 m% ——g% waler senice (o approximalely 231,000 connections with a tolal  about 416 employees. Otficers and direclors own B.2% of outstand-
Aur;er;) SSI:: 5 23'0 24'; 52Bl2 populalion of roughly one million peaple in the San Jose area and ing shares {319 proxy). Chairman & CEO; Rithard Roth, In-
Dz(l:)lle?ga e o " 7| 16,000 connections that reach about 49,000 residenls in the region  corporated: California, Address: 110 Wast Taylor Strest, San Jose,
Olhes 621 1391 116, | between San Anfonic and Austin, Texas. The company nierged  CA 95110. Telephone: (408) 279-7800, Intemet: v sjwater.com.

Gurrent Liab. 81 1640 43| gTw Group completed the purchase of tion with the California Public Utilities

ANNUAL RATES Past Past Estd'618| Connecticut Water Service in October Commission ta deplay Advanced Metering
of changa [per sh} 19;”-0 5;’;-0 02224 | of 2019. The $70-per-share all-cash trans- Inlrastructure, a technology that can pro-

nggﬁ?gwn ?:oc;’é 11.00}3 gg%a action toolk nearly a year to close after vide essential water usage inlormation to
Earnings 8.0% 185%  7.0% | both entities finally received the nod from customers on an hourly basis rather than
Dividends 45% L0 70% | their respective regulatory agencies. The once every two months. Near real-time
Book Value 55% 80% 7-5% third-kargest investor-owned  regulated water consumption data, early leak detec-

cal- QUARTERLY REVENUES {§ mill) Full | water and wastewater provider now caters tion, and usage spike notifications ought to
endar | Mar3f Jun. 30 Sep. 30 Dec. 31| Year | to roughly 1.5 million people across the help customers meet California’s revisec
2086 § 611 869 1123 794 | 3397 U.S. Moreover, Connecticut Water is well state conservation standards {takes effect
087 1 690 1021 1246 935 | 3802 represented on the hoard of directors, as in 2022), which are vital given that the
018 1 750 991 1249 937 | 3977 three former directors have been given area is prone to extreme drought condi-

2049 | 777 1030 1140 115} 410 | sears on SJW Group's board. tions. Further, tbe AMI program will like-
2030 | 165 135 170 125 | 535 Accordingly, we are lifting our 2020 fi- ly be accompanied by additional infra-
Cal EARNINGS PER SHARE A Ful | nancial projections to reflect the deal, structure investment {upgrades to water

endar |Mar31 Jun. 30 Sep.30 Dec.31| Year | The company probably ended 2019 on a filtration systems, treatment plants, and
016+ A6 82 92 67 | 257| mixed note.” Added revenues from Con- pipelines) over the pull to 2022-2024.

2017 8 80 94 84| 28| necticut operations may be pactially offset The ijssue remains suspended for
018 | 06 & 76 38 1 182| by a recent ruling on SIJW's conservation Timeliness given the recent merger,
219 | 2 AT @ A4 45 emorandum account balance. Neverthe- SJW Group's expanded operational fool-
N0 | 20 85 95 65 | 245 less, the stage is set for a promising 2020, print augurs well for long-term business
Cal- | QUARTERLYDVIDERDSPAIDE®s | Full | in our view. We now look for revenues of prospects. Also, given that the market con-
endar | Mar31 Jund0 Sep.dd Dec3f| Year| $535 million and earnings of $2.45 a share tinues to print record highs, we think a

2016  .2025 2025 2025 2025] 81| this year. rotation into noncyclical, defensive assets

17 | 2975 2176 2175 38751 1041 STW Group hopes to deploy advanced could develop. Even so, we are not recom-

2018 | 28 28 28 28 1121 metering services to its customers mending capital commitments at the

03 1.0 30 30 W | 10§ over the next several years. Specifical- recently elevated vatuation.

2020 ly, the company recently filed an applica- Nicholas B Patrikis January 10, 2020
(A} Diluted earnings. Excludes nonrecurring | February. Quarlerly eamings may not add due | vestment plan availabla. Company's Financial Strength B#
losses: ‘03, §1.97; '04, $3.78; '05, $1.09; '06, | o rounding. {C} in milkians, adjusted for stock spfls, Stock’s Price Stability 75
$16.36; 08, §1.22; 10, $0.46, GAAP accoun!- | {B) Dividends historically pald in eary March, | {D) Paid special dividend of $0.17 per share an | Price Growth Perslstence 60
ing as of 2013. Nex| eamings reperl due eady | June, Seplember, and December. = Div'd rein- | 1117, Earnings Predictabitity 45
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2003|2004 | 2005 | 2006 | 2007 | 2008 [ 2009 [2010 {2011 [2012 |2013 |2014 |2015 [2016 {2017 | 2018 | 2019 | 2020 | OYALUELNEPUB.LLC| 9224
2471 218 2.58 256 279 289 285¢ 307| 348 32 327 3588 3e8| 370 377 374| 3957 4.05 {Revenues persh 510
Ll 85 29 . i) 88 85 1.07 1.09 1.12 119 136 145 142 153 1.58 1.75 1.80 | “Cash Flow” per sh 250
Al 49 56 58 57 57 64 T il 12 75 89 97 92 1.01 104 1.15 1.20 |Earnings per sh A 170
3 ] 42 45 A8 49 51 52 B3 M 55 7 80 53 65 &7 .7 .73 [Divid DecFd persh B L2
107] 250 169 185 169 217 1.18 83 74 4 61 110 1 1.03 195 1951 2001 200 [CapTSpending persh 1.85
4061 465] 485) 58| 547 &M 692] 79| 745| 773} THR| B85 B85 888 | 9.4 975 | 1040 11.25 |Book Value per sh 12,10
963 1033] 1040 11.20) §1.27| TH37] 1236 | 1269 | 1279 1292 | 1298 [ 193 | 1287 | 1285 | 128/ | 1284 | 73.00 | 7280 [Common Shs Outstg © | 72.80
Mah7 W3 263 3.2 387 ME] 209] 207 238| 244 283 2811 2355 328 3461 303 | Rotd fighres are [Avg Ann'l PIE Rafio 2.5
140 136 1400 1681 161 148 1.46 1.32 1501 155 148 1.22 1.18 1.72 1.74 163 Valueyline Relative PIE Ratio 1.25
32% | 3% | 26% | 25% | 28%; 35%| 36% | 35U | 4% | 9% | 20% | 28% | 26% | 21% | 19% | 24% ] ="ER lavg Ann' Divd Yield 2.5%
CAPITAL STRUCTURE as of 9/30/19 37.0; 390| 4d06| 414 424 459 | 474 476 486 | 484 51.5: 525 {Revenues (Smili) £5.0
Tatal Debt $100.7 mill. Due in 5 Yrs $42.5 mil 75 88) 91| 93| 97 M5{ 25| 18| 430 134| 1491 155 [NetProfit (Smif) 2135
LT Debt 594 2mil. LT Interest 35.5 mill. ST | 3B5% | 3% | T | WE% | 0.8% [77.5% | 313% | 9% | 5.7% | 20.0% | 200% |Income Tax Rate 0%
{43% of Cap) -l 12% 0 1% Lt | 8% | 1.8% | 16% | 18% | 67% | 17% | 20%| 1.5% [AFUDC % fo Net Profit 1.5%
Pension Assets12{18 $40.6 mill 45.7% | 48.3% | 4715 1 46.0% | 45.9% | 44.8% | 44.4% [ 426% | 43.0% | 425% | 40.0% | 37.0% |Long-Term DebtRatic | 14.0%
Oblig. $41.5 mil. S43% | 51.7% ; B2.9% | 54.0% | 5A8% § 552% | 556% | 574% | 67.0% | 57.5% | 60.0% | 63.0% [Common EquityRalio | 66.0%
160.%) 1764 | 1602 1848 1884} 1804 | 1963 | 1987 | 2005 | 2195| 225| 230 |Total Capital (il 235
Pfd Stock Nane 2001 2204 | 2930 24037 Ma2| 2532 ) 26141 2709 | 26881 2092 | 05| 395 |NetPant Sl 35
Common Steck 12,984,828 shs. B2 | B.5% | 64% | B4% | 65% [ 74% | 76% 1 7% | 7% | 73% | 25% 1 8.0% [Retum on Total Capl 16.5%
B6% | 9.8% | 0.5% | 03% | 93% | 11.0% [ 91.5% § 10.4% | 10.9% | 10.6% | #1.0% | 16.5% {Refurn on Shr. Equity 14.0%
MARKET CAP: $600 miilion (Small Cap} B.6% | 98% | 9% | 03% | 93% | 11.0% [14.5% | 10.4% [ 10.0% | 10.8% | 11.0% | 10.5% {Refurn on Com Equity | 14.0%
CURRENT POSITION 2017 2018 gf3oM9 [ 1.9% ] 27% | 25% [ 24% | 24% | 9% | 44% | 34% | 40%| 38% | 45% @ 4.6% {Retained toCom Eq 8.0%
Cat L) B B L TR T | T | Ta% ) 4% | e4% | 6% | 67% | 63% | 64% | 69% | 61% |ANDIvds to Net Prof 56%
Accounls Receivable 4.5 4.8 4.5 | BUSINESS: The York Walter Gompany is the ofdest investor-owned  nues; commercial and induslrial {26%); other (7%). Il 2lsa providas
lé‘l‘g‘rmw (Avg. Cosl) 3'3 S'g 12 regulated water utlity in the Uniled States. It has operated contin-  sewer billing services, incorporated: PA. York had 109 full-time em-
Current Assals 86 a0 gg | uously since 182:_3: As of Decembpr 31, 2018, the c_ornpany‘s aver- pioyees_ at 12/31118. Presiden/CEQ: Jefirey R. Hines. OF
Accls Payable 31 10 48| 88 daily avallability was 35{1 milien gallons end its service terd-  ficers/dicectars own 1.2% of the common stock (3!19 proxy). Ad-
Delt Due .- i 6.5 | lory had an estimated poputation of 199,000, Has more (han 69,000 dress: 130 East Market Streel, York, Pennsyivania 17401, Tefe-
Other 6.0 6.8 5.6 | customers. Residential cuslomers accounted fer 65% of 2018 reve-  phone: (717) 845-3601. intemet: www.yorkwater.com.
Current Liab, 9.1 10.8 16.9

ANNUAL RATES  Past

Past Esf'd '16-'i8

York Water Company posted good re-
sults for the September period. Notab-

%fgsg'rlﬁ‘ee(sﬂefsm 10\;5-0/ 5;’3-% '0'5225:';4 ly, revenues of $13.7 million rose nearly move deeper into this decade, it's probable
“Cash Flow" 60% 60% 90% | 8% year over year, easily topping our that leadership will continue to focus on
Eamings 85% 654 95% | $13.2 million call. A number of drivers un- upgrades to ensure safe wastewater man-
pividends ig.ﬁ 28,{,: ggo//: derpinned the eutperformance, including agement and reliable water delivery to its

increased rates {most recent base rate hike

dam construction, pipe and valve replace-
ments, and other improvements. As we

expanding customer base.

Cal. | QUARTERLYREVENUES{imill) | Full | was March 1, 2019), solid customer The stock remains in favor among the
endar | Mar31 Jun, 30 Sep. 30 Dec.31; Year| orowth, as well as higher per capita con- investment community. Indeed, York
016 | 113 118 126 119 | 47§ sumption. These tailwinds oulweighed shareholders have enjoyed a fruitful 2019
17 | 413 123 127 123 | 488 weaker contributions from improvement thus far, as the stock is up almost 50% in
2018 | 116 120 127 124 484 charges. On the earnings front, the compa- price year to date. Over the past three
gg;g gg gg }35 gg g;g ny delivered net incaine of $0.35 a share, months, shares have appreciated approxi-
- : - - = or 21% better than the previous-year tally. mately 7% in value, etching a fresh high-
Cat- EARNINGS PER SHARE A Ful } Greater revenues and lower taxes owing to water mark along the way. We continue to
endar | Mardi Jun. 30 Sep.30 Dec. 31| Year | pjpher allowed deductions from the IRS recommend subscribers with a short-term
w6 | 9 B 7 B | @ tanglble property regulations helped view have a look here, as this timely {1;
o7 2 B N 710 mitigate a modest rise in operation and Highest) issue may still have some room Lo
2018 2 26 gg 29 | 10 paintenance expenses, run over the coming six to 12 months.
gg;g gg 3(8) 5 ‘;g ;;g The company likely closed out the But those with an eye taward the long
- : - - ~— year carning $1.15 a share fram $51.5 pull should hold off at this juncture,
Cal- | QUARTERLY DIVIDENDS PAID & Full | miflion in revenues. Given the recent As a result of the recent sbaré-price as-
endar |Mar3l Jun30 Sep30 Dec.3f| Year showing, we have added $1 million and cent, capital appreciation potential three
2016 | 1555 1556 {555 1602 | 627 $0.05 a share to our current-year top- and to five years hence is unappealing. Fur-
2017 | 1602 1602 3602 1688 | 647 portom-line estimates, respectively. ther, despite annual payout hikes, the div-
gg}g ]ggg }?gg ﬁ'gg }Egg %3 Infrastructure upgrades are on track. idend yield has struggled to keep pace
2000 | ' ’ : 7| For 2019, Yourk likely spent upwards of with historical averages,
$18.0 million, excluding acquisitions, on Nicholas B Patrikis January 10, 2020
(A} Diluted eamings. Next eamings report due | (G} In millions, adjusted for spli. Company's Financial Strength B+
late January, Stock’s Price Stahbility 80
(B) Dividends histarically paid in late February, Price Growth Perslstence 0
Jung, September, and December. Earnings Predictability 65
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Rates & Regulatory Affairs
UG 388
2020 OR General Rate Revision
Data Request Response

Request No.: UG 388 OPUC DR 151

151. Please indicate whether the Company’s debt issuances guaranteed by Gill Ranch
have been redeemed. If so please provide the terms of retirement or shift of obligations
on same.

Response:

A $20 MM 7% variable-rate loan was issued 11/30/2011 by and for Gill Ranch Storage,
LLC (GRS) and was repaid 6/6/2014. In addition, a $20 MM 7.75% fixed-rate loan was
issued 11/30/2011 by and for GRS and was repaid 12/18/2015; the loan repayment
included a make-whole interest provision. Both loans had an original maturity of
11/30/2016.

The subsidiary debt of GRS was nonrecourse to NW Natural. GRS was the only
borrower under the notes issued in connection with the debt, and the notes were only
secured by collateral in the form of a specified account held in the name of GRS. NW
Natural was not a party to the notes and did not obligate itself as a guarantor to the
debt.
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2% GDP Growth Is Here to Stay
by Justin Lahart — WSJ Jan. 31, 2020

2020 GDP-growth projections GDP constrained by shifting demographics
and limited productivity gains

Economists get plenty wrong, but they have

e £ been right about one thing: The U.S. economy is
stuck in low gear.
On Thursday, the Commerce Department
France 12

reported that gross domestic product in the fourth
quarter grew at an annualized rate of 2.1% from the
third, matching economists’ forecasts. It was up
UK. 1.0 2.3% from the fourth quarter a year earlier, which
happens to match the projections that Federal
Reserve policy makers made in December 2018.

The details of the report offered a mixed bag

Japan 0.6 . :
of pluses and minuses. The pace of growth in
consumer spending, which accounts for about two-
G igitiation i Ecelc thirds of overall U.S. demand, slowed to 1.8% in
Cooperation and Development the fourth quarter from 3.2% in the third. A

narrowing trade gap boosted growth, but a sharp
decline in the pace of inventory accumulation cut into it.

S e BN R Left — Tire Company in lowa.

Most economists, and the Fed,
expect GDP growth will be stuck around
2% in the years to come. That is partly
. due to demographics: The population is
growing more slowly than it used to, and
. aging as well. So growth in the labor force
# has moderated. And since the labor force
produces the stuff that goes into GDP, GDP
growth will be constrained as well. The
other factor is productivity, or how much
- workers can produce in a given amount of
~ time. Productivity growth has slowed
markedly in recent years, and there
doesn’t seem like there is anything that can
I make it suddenly lurch upward.

It was hoped, for example, that the 2017 corporate-tax cut would induce
companies to step up capital investment, and that would lead to increased
productivity growth. Instead, business spending has been weak.

Infrastructure plans such as the one House Democrats unveiled earlier this week
might provide a short-term spending pop. Even if successful, they would take time to
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meaningfully boost productivity. Plans to improve education outcomes, and thereby
create a more productive workforce, would carry even longer gestation period.

So maybe 2% growth is all one can reasonably expect for now. From a certain
standpoint, that isn’t so bad. It appears to be enough, for example, to keep the labor
market strong. And it is better than the growth that much of the rest of the developed
world seems likely to generate.

But when it comes to the profits companies generate in the U.S., which after
adjusting for inflation can’t easily grow at a faster pace than the economy over the
long haul, it is a bit of a bummer. Investors who are hoping for something better might
be doomed to disappointment

2020 Water Outlook: M&A,

State-Level Legislative Efforts the Focus for Investors
by Heike Doerr — Regulated Research Associates (RRA)
An affiliate of S&P Global Market Intelligence — Jan. 14, 2020

The water utility sector has been experiencing greater visibility and heightened
interest from investors, driven largely by increased acquisition activity. As 2020 gets
underway, Regulatory Research Associates, a group within S&P Global Market
Intelligence, highlights the 10 topics investors will be focused on across the small
sector.

1. Continued acceleration of municipal acquisitions

Water utility executives have been confident that the sector is at the precipice of
meaningful consolidation and recent acquisition announcements support this view. As
indicated in the table below, pending transactions span the country and include a variety
of acquirers. American Water Works Co. Inc. has announced multiple acquisitions
over the last two months in lllinois, New Jersey and Pennsylvania, totaling over $100
million. The largest pending water utility transaction is Aqua America Inc.'s $276.5
million wastewater acquisition of the Delaware County Regional Water Quality
Control Authority, which was announced in September 2019 and is expected to close
in late 2020.
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Selected pending water utility transactions

Announced Transaction Connection
Date Seller/ Municipality State Buyer Utility type Value ($M) count
01/02/20  Long Hill Twp,NJ NJ American Water Wastewater 12.7 2,800
12/26/19 Granite City IL American Water Wastewater 18.0 12,500
Kapalua Water Co. and California Water
12/23/19  Kapalua Waste Treatment Co. HI Services Group Water/ WW NA 1,000
12/19/19 Jersewville IL American Water Water/ WW 43.3 8,200
12/18/19  Rayersford Borough PA American Water Wastewater 13.0 1,600
12/17/19 Valley Township PA American Water Water/ WW 21.3 4,800
11/14/19  Borough of Kane Authority PA American Water Wastewater 17.5 2,100
California Water
11/06/19 Rainier View Water Co. WA Services Group Water NA 18,000
10/31/19 T&W Water Service Co. * ™ NorthWest Natural  Water NA 3,500
10/21/19  Suncadia * WA NorthWest Natural ~ Water/ WW NA 2,800
Wilkerson Water Co. and B
1071219 roadkiln BeachWater Co. DE Middlesex Water Co. Water NA 1,000
10/21/19  Suncadia * WA NorthWest Natural ~ Water/ WW 2,800
Delaware County Regional
00/26/19  Water Quality Control Authority PA Aqua America Inc. Wastewater 276.5 165,000
08/30/19 Hillview Water Ca. Inc. CA American Water Water 75 1,500
08/05/19  City of Campbell OH Aqua America Inc. Water 7.5 3,200

AsofJan 10, 2020.
NA = not available; WW = wastewater
Source: S&P Global Market Intelligence

2. Is the JEA transaction dead in the water?

Florida municipal water utility JEA halted negotiations to sell the public utility on
Dec. 24, 2019, after weeks of political jockeying and city council concerns related to an
employee incentive plan, which was set up to give certain employees a cash windfall if
the utility were sold. In July 2019, JEA had restarted efforts to evaluate privatization and
other ownership structures to improve the company's financial position and address
upcoming large capital needs. JEA had considered privatization once before, in late
2017, but those efforts were pre-empted in spring 2018 when objections were raised by
the Jacksonville mayor and city council. A third-party consultant put JEA's market-value
between $7.5 billion and $11 billion in March 2018.

JEA released all 16 bid responses to create more transparency. As reported by
the Jacksonville Daily Record, American Water's bid included redacted material
explaining how it would provide $3 billion in value to the city. "The company also
proposed accelerating JEA's estimated $2.4 billion septic tank phase-out problem. JEA
committed $15.5 million toward an initial phase-out program in 2019 to [under-served]
Jacksonville neighborhoods."

JEA is the eighth-largest government-owned utility and one of the ten largest
water and wastewater utilities in the country. Should a transaction of this size be
completed in a timely fashion at an attractive valuation, it could prompt other elected
officials to consider privatization.

3. Expansion of fair market valuation legislation
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Ramping up legislative efforts at the state level has been a focus of the National
Association of Water Companies' since CEO Robert Powelson took the helm.
Expanding the use of "fair market value" legislation, which is meant to facilitate the
acquisition of municipal systems has been of the greatest interest to investors. This
alternative approach values the acquired systems based on market value rather
than using an original cost basis. That value is determined by two or three
independent valuation experts who provide an appraisal of the assets. The rate
base of the system is determined by the lower of the purchase price or the average of
the appraisals. Transaction and closing costs incurred by the acquiring utility are
also included in rate base.

Fair market value legislation was passed in Ohio and Texas in 2019, while similar
legislation was introduced but unsuccessful in Connecticut, Florida, Kentucky and
Tennessee. On Jan. 7, Senate Bill 658 was introduced in Florida, which would
authorize the use of fair market value for water and wastewater acquisitions in the state.
Based on comments made by Timothy Hill, the Tennessee House of Representatives
Commerce Committee Chairman at the October 2019 NAWC Water Summit, the
legislation is expected to be re-introduced during the 2020 session.

Fair market legislation for water utilities

_| Ilinois
Pennyslvania
lowa Missouri LA .": ®
® @ Indiana
L K
Ohio Connecticut
® ®

b New Jersey
090009

TS .

Maryland
&
$ North Carolina
o0
California
o090
Kentucky
G
17y (,
States ’ . Florida
M Enacted M Failed 2019 7 ®
Introduced/Expectad 2020 Texas Tennessee ’
@ ® o 7
Major investor-owned water utilities
® American Water ® American States Water Artesian Resources @ Eversource Energy
@ Aqua America ® California Water Service ® Middlesex Water @ Suez North America
SJW Group The York Water Co. @ Utilities Inc.

Data as Oct. 15, 2019.
Source: S&P Global Market intalligence
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4. Additional states expected to establish legislation similar to New Jersey's
Water Accountability Act

In recent years, legislation has passed in Indiana and New Jersey to impose
testing, reporting and infrastructure investment requirements on water systems.
The legislation is meant to hold public water systems accountable for making
infrastructure improvements and conducting regular inspections. The devil is in
the details, however, and implementation of such rule making will determine its
effectiveness in compelling cities to make necessary disclosures and system
improvements.

Though the legislation passed in New Jersey in July 2017, the specifics, which are
to be determined by the New Jersey Department of Environmental Protection have not
been disclosed and the timing of such remains unclear.

Implemented properly, legislation that increases the transparency of water
operators could facilitate acquisition opportunities for the larger investor-owned utilities,
as some municipal systems and smaller private utilities may not be able to comply
with new testing and reporting requirements.

5. Will lofty valuations remain?

2019 produced another year of banner stock performance for RRA's water utility
group, as the companies in the group appreciated 25.9% on average. Interestingly,
the two smallest water utilities mark the end-points of the 2019 performance range
among RRA's 56-company energy and water utility group, with Artesian Resources
Corp. increasing just 6.7% while The York Water Co. witnessed the highest stock
appreciation across the group 43.8%.

Investors unfamiliar with the niche water utility sector can be a bit perplexed by the
premium valuation afforded this small group. Water utilities currently trade at a rich
29.7x average price-to-earnings, or P/E, multiple based on 2021 earnings
estimates, near the high end of their historical trading range. By contrast, electric
utilities trade at a 2021 P/E multiple of 19.4x, and multi-utility companies trade at 19.0x.
The valuation gap between these groups and the natural gas utility sector, which
has also historically also traded at a premium, has narrowed, and natural gas utilities
currently trade at an average 20.4x for 2021.

Historically, electric utilities have traded at P/E multiples in the low teens, gas
utilities have traded in the high teens, and water utilities have traded in the low to mid-
20s. While natural gas utilities have also historically traded at a premium to the
electric sector, the premium has been within a narrower range as the trading patterns
of the groups are more similar. The utilities that comprise the multi-utility group have a
diverse set of business models, and their valuation has been confined to a band
between the electric and natural gas average multiples.

A variety of industry drivers account for this water utility premium, which is not a
new phenomenon. Historically, steady and accelerating capital expenditure
programs, favorable dividend policies, limited investable opportunities and the
potential for a takeover all factored into the sector's higher valuation. Recently, the
sector's opportunity to meaningfully grow via municipal acquisitions and interest
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from environmental, social and governance investors have also set the water utility
group apart from the other utility subsectors.

6. Increased transparency, as companies cater to ESG investors

In recent years, ESG investors have started to take note of the water sector as
this group has scored favorably as stewards of a critical natural resource. While
the largest utilities have been publishing corporate social responsibility reports for a few
years, the smaller water utilities have begun refining their communication on
sustainability and governance to similarly attract this investor base.

7. Regulatory activity

Meaningful California rate cases are expected to conclude for American Water
subsidiary California American Water Co., or CAW, and California Water Service
Group's largest subsidiary California Water Service Co., or CWS, during 2020.

SUEZ Water NA has rate cases of note pending in New York and Delaware.

American Water recently filed a base rate case in New Jersey and is expected to
file additional base rate cases in Missouri and Pennsylvania during 2020.

Aqua America Inc. doesn't have any material rate cases currently pending,
however, based on the company's historical rate case cycle, Regulatory Research
Associates expects the company to file in North Carolina and Ohio during the year.

8. California cost of capital proceeding

In additional to CAW and CWS, American States Water Co. subsidiary Golden
State Water Co. and SJW Group subsidiary San Jose Water Co. are expected to file
their cost of capital proceedings in May. On March 22, 2018, the California Public
Utilities Commission approved the companies last cost of capital authorizing ROE's
ranging from 8.9% to 9.2%. This ROE was well below the average ROE authorized
water utilities in rate cases decided in 2017. As shown below, the water utilities have
been authorized ROEs well below that of electric and natural gas utilities, which have
remained above 10.0%.
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In December 2019, the PUC approved 2020 cost of capital parameters for the
state's largest energy utilities, keeping returns on equity unchanged rather than
increasing them to account for wildfire equity risk premiums requested by some utilities.

9. Military Base Contracts: American Water and American States Water go head
to head

At American Water's Dec. 11, 2019, analyst day, management disclosed that it was
competing in five different requests for proposals, or RFPs, from the U.S.
government related to long-term contracts for various military installations. At an
investor event the following day, Robert Sprowls, CEO of American States Water
indicated that investors could assume the company was also a bidder on any pending
military RFPs.

Most recently, it has been American Water that has been awarded these contracts.
Effective September 2019, the company began operating the Joint Base San Antonio
in Texas and the United States Military Academy at West Point, N.Y. Together,
these 50-year contracts are expected to aggregate to $967 million in revenue.
American Water currently operates 16 military installations across the country.

American States' non-regulated business, American States Utility Services Inc., or
ASUS, manages water and wastewater systems for 11 military bases. Similar to
American Water, ASUS operates, maintains and performs construction activities under
50-year, fixed-price contracts. ASUS' most recently contract win was a contract for
Fort Riley in Kansas, which was awarded in Sept. 2017 and valued at $681 million
over the 50-year period.

10. Aqua America's new identity



Docket No: UG 388 Staff/1306
Financial News at Time of CoC Partial Stipulation Muldoon-Enright/8

What will Aqua call itself once 30% of the company's rate base is natural gas
utility? Aqua America is close to completing the proposed acquisition of PNG Cos.
LLC — which includes Peoples Natural Gas Co. LLC, Peoples Gas Co. LLC and
Delta Natural Gas Co. Inc.

In a recommended decision issued Oct. 28, 2019, a Pennsylvania Public Utility
Commission administrative law judge concluded that Aqua America's acquisition was "in
the public interest" and "supported by substantial evidence." There is no statutory time
frame within which the PUC must render its final decision; however, a decision could be
issued at the next public meeting, scheduled for Jan. 16, 2020. Assuming the PUC
approves the transaction, the company expects to close in early 2020.

This transaction marks the first acquisition of a gas utility by an investor-owned
water utility and shifts the water utility's profile, to be a largely Pennsylvania-based
water and natural gas utility. This is not the first time Aqua America has undergone an
identity transformation. Prior to the acquisition of AquaSource in 2003, which expanded
the company's footprint outside of the Mid-Atlantic region, the company had been
known as Pennsylvania Suburban Co.

Chesapeake Starts Senior Notes Exchange Offer
by Dyna Mariel Bade — S&P Global Market Intelligence — Jan. 13, 2020

Chesapeake Energy Corp., NYSE CHK, is offering to exchange $45.9 million of
unregistered 8.00% senior notes due 2026 for the same amount of registered senior
notes.

The exchange notes will have the same terms and be issued under the same
indenture as the outstanding notes. The corporation said it will not receive any
proceeds from the exchange offer, according to a Jan. 10 SEC filing.

There is no final expiration date yet for the offer.

Chesapeake in April 2019 issued $918.5 million of the senior notes due 2026 and
entered a registration rights agreement, under which it agreed to complete an exchange
offer for the notes on or before April 2.

Chesapeake focuses on the exploration and production of oil, gas and NGLs
in the U.S.

Chesapeake Utilities to Sell Remaining $50M of Shelf Notes
by Maryam Adeeb, S&P Global Market Intelligence — Jan. 17, 2020

Chesapeake Utilities Corp. submitted a formal request to PGIM Inc., formerly
known as Prudential Investment Management Inc., inviting the latter and other
interested parties to purchase up to $50 million of the company's unsecured senior
promissory notes by July 15, under an amended private shelf agreement.
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Under the amended agreement that took place in September 2018, the company
was allowed to request Prudential and other buyers to purchase up to $150 million of its
unsecured promissory notes, over the period until Aug. 20, 2021.

In August 2019, the company issued $100 million of the notes, leaving $50
million of the notes available for purchase during the remainder of the term.

The company plans to use proceeds from the issuance of the new shelf notes to
reduce short-term borrowings under its revolving credit facility and lines of credit,
as well as to fund capital expenditures, according to a filing.

These notes will bear an interest rate of 3% per annum which will be payable
quarterly starting Oct. 15.

Meanwhile, they require annual principal payments of $5 million starting July
15, 2026, while the entire outstanding principal balance will be due July 15, 2035.

A Deep Dive into US Gas ROE Authorizations in 2019
by Lisa Fontanella — Regulatory Research Associates (RRA)
An Affiliate of S&P Global Market Intelligence — Feb. 18, 2020

The overall average authorized gas return on equity ticked up in 2019 despite a
declining interest rate environment. Based on data gathered by Regulatory
Research Associates, a group within S&P Global Market Intelligence, the average ROE
authorized gas utilities was 9.71% in rate cases decided in 2019, versus 9.59% in
2018. There were 32 gas ROE determinations in 2019, versus 40 in 2018.

While edging slightly upward, the average gas ROE is still hovering around historic
lows, and with the recent rate cuts by the U.S. Federal Reserve, lower authorized
returns may be on the horizon. The average allowed ROEs for the gas sector have
been trending downward since the 1980s, consistent with the declining interest
rate environment. In addition, the proliferation of automatic adjustment and
investment recovery mechanisms that reduce the business risk of a utility have
been cited, at times, as a contributing factor by commissions in authorizing lower ROEs.

There were 32 gas ROE determinations in 2019 rendered in 19 states, including in
Louisiana by the New Orleans City Council. The ROE determinations authorized by
state utility commissions during this period ranged from 9.0% to 10.25%, with a
median of 9.70% and an average of 9.71%. Three public utility commissions had
ROE authorizations of 10% or above: California, Georgia and Wisconsin. Only one
commission, New York, had an ROE authorization of 9%, and there were no
commissions that authorized an ROE below 9%.

Of the 32 ROE determinations in 2019, 30 were authorized in general rate cases
and two were awarded in limited-issue rider proceedings. In 2019, 20 of the 32 cases
were settled and 12 were fully litigated.

The highest ROE authorized in a traditional gas distribution base rate case decided
in 2019 was 10.25%, authorized by the Georgia Public Service Commission for
Southern Co. subsidiary Atlanta Gas Light Co. in December 2019. Prospectively,
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Atlanta Gas Light's earnings are to be evaluated against an ROE range of 10.05% to
10.45%, with the disposition of any earnings above 10.45% to be determined by the

commission.

The company's rates will continue to be governed by the Georgia Rate Adjustment
Mechanism with a 5% cap on any base rate increase requested in 2021. In Georgia,
equity return authorizations have generally been above prevailing industry averages at
the time established. In the instant case, the PSC found a 10.25% ROE to be an
"appropriate, and just and reasonable return on common equity" for the utility.

The second-highest ROE determination for this group was 10.2%, authorized by
the California Public Utilities Commission for Sempra Energy's San Diego Gas &
Electric Co., or SDG&E, and by the Public Service Commission of Wisconsin for WEC
Energy Group Inc.'s Wisconsin Gas LLC.

For SDG&E, the 10.2% ROE was adopted as part of the company's 2020
ratemaking cost of capital, or COC, proceeding that established the returns for the utility
for a three-year term effective Jan. 1, 2020. This was the first fully litigated COC
proceeding since new equity return parameters and capital structures were authorized
by the PUC in 2012. In 2017, the PUC adopted a memorandum of understanding
regarding 2018 and 2019 COC issues.

Limited Issue rider cases (%)
Q9.0 a5

< Virginia Natural Gas,
= Inc.

Columbia Gas of
Virginia, Incorporatad

a.50

870

General rate cases (%)

SanDiego Gas &
Electric Co.
Southem California Gas
Co.

Atlanta Gas LightCo.

Interstata Power and
LightCo.
Northern lllinis Gae

L A GA A

Co.
Cuke Energy Kantucky,
Inc.
Louigville Gas and
Electric Co

Atmos Energy Corp.

KY

Entergy New Crleans,
LLC

LA

Berkshire GasCo

Baltmore Gas and

Electric Co.
Washington Gas Light

g Co.

Baltmore Gas and

Electric Co.
Columbia Gas of

Maryland, Inc

M

45 90 95 10,0105
10.20
10.05
10.28
460
873
070
273
965
935
870
a8
@70
a7s
260

NC

NJ

z
g

fad

\ Rate case proceedings

45 90 95 100105

Conzsumers Energy Co. as)
SEMCO Energy, Inc. 287
Piad mont Natural Gas
Co., Inc. 870
Elizabathtown Gaz Co .60
New Jersey Natural Z
Gas Co. 290
Crange and Rockland
Uhilities, Ing. oo
Avista Corp. .40
Atmos Energy Corp. a8)

Datacompiled Feb. 12, 2020. Retlects return authorizations in 2019.
Source: Regulatory Research Associates, a group within S&P Global Market Intelligence

WA VA

wi

WY W

100 ' States with gas ROE determination in 2019

45 90 95 100105

wasmrqtgg_uas Ught 1geg
Norttmestc t:stural Gaz g 40
Northem States Pow &
Co.- Wl 3800
Wisconsin Electric
Power Co. Kot
Wisconsin Gas LLC 10.20
Wisoonsin Public 10.00
Semvice Corp.
MountaineerGas Co. 275
BElackHills Gas 940

Distribution LLC



Docket No: UG 388 Staff/1306
Financial News at Time of CoC Partial Stipulation Muldoon-Enright/11

SDGA&E initially requested an electric and gas ROE of 14.3% composed of a
10.90% base ROE and a 3.40% premium for wildfire liability risk. In August 2019,
SDG&E filed supplemental testimony to reduce its requested ROE from 14.3% to
12.38%, including a lower revised premium for wildfire risk to reflect the impacts of
wildfire legislation.

According to the PUC, adoption of a 10.2% equity return "is reasonably sufficient to
assure confidence in the financial soundness of the utility and to maintain investment
grade credit ratings while balancing the interests between shareholders and
ratepayers."

In California, ROE determinations for the state's largest utilities have occurred
outside of general rate cases, in COC proceedings. In 2008, the PUC established a
three-year cycle and a COC mechanism that provides for possible annual
adjustments in the intervening years based on movements in utility bond yields.
Over the last several years, PUC ROE determinations have been above the prevailing
industry averages at the time established.

For Wisconsin Gas, the 10.2% ROE was adopted by the Wisconsin PSC following
a settlement. According to the PSC, a 10.2% ROE "strikes a reasonable balance
between the needs of investors with the needs of consumers."

The lowest ROE authorized in a traditional gas base rate case decided during 2019
was 9%, authorized by the New York Public Service Commission for Orange and
Rockland Utilities Inc. in March following the adoption of a settlement that provided for
a three-year rate plan for the company's operations covering the period Jan. 1, 2019
through Dec. 31, 2021. The PSC has a long history of adopting settlements containing
multifaceted, multiyear rate plans that provide regulatory predictability during the course
of the plan. The settlement approved in the 2019 case contains earnings-sharing
provisions if the company's earned return exceeds 9.6%. The PSC noted that the 9%
ROE reflects a premium that "adequately recognizes the increased financial and
business risks inherent in setting rates over a multi-year period." Orange and Rockland
Utilities is a subsidiary of Consolidated Edison Inc.

The second-lowest ROE in this group, at 9.2%, was authorized in December 2019
by the Virginia State Corporation Commission for AltaGas Ltd. subsidiary Washington
Gas Light Co. The 9.2% ROE is to be used on a prospective basis to assess future
over- or under-earnings, accrue allowance for funds used during construction, and
calculate the revenue requirement for future adjustments to the Steps to Advance
Virginia Energy, or SAVE, infrastructure program.

There were two ROE determinations rendered in limited-issue proceedings, both
decided by the Virginia SCC. For Virginia Natural Gas Inc., a 9.5% ROE was
authorized by the SCC under the company's SAVE infrastructure program. For
Columbia Gas of Virginia Inc., a 9.7% ROE was authorized under the company's SAVE
program.

The SAVE rider was authorized under legislation enacted in 2010 that permits a
natural gas utility that invests in natural gas facility replacement projects to recover, in
the form of a SAVE rider, a return on investment, a revenue conversion factor,
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depreciation, property taxes and carrying costs on over/under-recovery of these costs.
Eligible infrastructure replacement is defined as natural gas facility replacement
projects that enhance safety or reliability by reducing system integrity risks
associated with customer outages, corrosion, equipment failures, material failures or
natural forces; do not increase revenues by directly connecting the infrastructure
replacement to new customers; reduce or have the potential to reduce greenhouse gas
emissions; commenced on or after Jan. 1, 2010; and were not included in the natural
gas utility's rate base in its most recent rate case.
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Fed Rate Cuts May Fall Short of Stabilizing Markets
by John Lonski — Chief Economist
Moody’s Capital Markets Research, Inc. — Feb 28 2020

Markets are trying to “price-in” an event for which there is no readily known
precedent. Volatility will rule until COVID-19-related risks reverse course.



Docket No: UG 388 Staff/1306
Financial News at Time of CoC Partial Stipulation Muldoon-Enright/14

Since COVID-19 first pressured U.S. equities following January 17’s close, the
market value of U.S. common stock as measured by the old Wilshire Index has plunged
by 9.3%, or by an estimated $3.2 trillion. Among the indices that have fared worse than
the overall market since January 17 are the deeper setbacks of 14.5% for the Dow
Jones Transportation Average, 14.1% for the KBW bank stock price index, 11.7% for
the PHLX semiconductor share price index and 10.3% for the Russell 2000 stock price
index for small- to mid-sized companies. Among the indices that have fared better than
the overall market since January 17 are the shallower declines of 7.7% for the
NASDAQ, 7.0% for the PHLX index of housing sector-share prices, and 3.5% for the
Dow Jones Utility Average.

Nevertheless, even with the latest drop, the market value of U.S. common equity
needs to sink by another 22% if it is to return to its now 34-month low of December 24,
2018.

The dive by share prices revealed a flight from risk that explains a deep drop by
Treasury yields. From January 17 to February 27, the five-year Treasury yield sank
from 1.62% to 1.09%, the 10-year Treasury vield plunged from 1.82% to 1.28%, and
the 30-year Treasury yield fell from 2.28% to 1.78%.

The now deep discounts of the five- and 10-year Treasury yields to the 1.63%
midpoint for the overnight federal funds rate reflect an increase in perceived
recession risks that may soon be reversed by a series of Fed rate cuts. As inferred
from the CME Group’s FedWatch Tool, the futures market recently assigned an implied
probability of 59% to a March 18 rate cut, which was up considerably from February
20’s 9% implied probability. Regarding the Federal Open Market Committee’s April 29
meeting, the recent implied probabilities are 88% for a less-than-1.63% fed funds
midpoint and 42% for a less-than-1.38% midpoint. For the FOMC’s June 10 meeting,
the implied likelihood of a less-than-1.38% fed funds midpoint jumps up to 68%.

Federal Reserve policymakers must now deal with unprecedented risks. By
themselves, Fed rate cuts will not remedy the COVID-19 virus.

What the Fed can do is help to facilitate access to financial capital for those
households, businesses and local governments that incur cash flow problems owing to
the virus. The Fed will attempt to prevent a highly communicable virus from sparking a
ruinous bout of financial contagion.

Lower Yields Spur Home-buying, but Core Business Sales Still Struggle

Lower Treasury bond yields have supplied a lift to home sales. January’s
seasonally-adjusted pace for new home sales soared by 7.9% monthly and by 18.6%
year-over-year to an annualized pace of 764,000 units, which was the liveliest month
since the 778,000 units of July 2007. Also, January’s index of pending sales of existing
homes jumped by 5.2% from the prior month and advanced by 6.7% from January 2019
(where the latter increase was prior to seasonal adjustment).

However, recent data suggest that the year-over-year increase of core business
sales slowed from the 1.2% of 2019’s final quarter to 0.9% for January 2020. Of
course, the strains of COVID-19 will add to the difficulty of simply maintaining fourth-
quarter 2019’s lackluster pace.
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Lowest Long-Term Single-A and Baa Yields since Early- to Mid-1950s

The latest dive by benchmark Treasury yields should promote the refinancing of
outstanding investment grade corporate debt. The lengthening of debt maturities at
lower interest rates is constructive for corporate credit quality. To the degree that
maturities are longer and interest expense is lower, higher aggregate ratios of corporate
debt to various measures of corporate earnings may be overstating any loss of credit
quality to the leveraging-up of corporate balance sheets.

Though the spreads over the 30-year Treasury for Moody’s Analytics’ long-term
industrial company bond yields widened from January 17’s 102 basis points for single-
A and 171 bp for Baa to February 26’s 114 bp for single-A and 192 bp for Baa, the
yields declined from 3.30% to 2.96% for single-A and from 3.99% to 3.74% for Baa.
The single-A industrial yield is now the lowest since 1953 and the Baa industrial yield is
among the lowest since 1956.

VIX Warns of Wider than 750 bp High-Yield Bond Spread

COVID-19 risks have weighed more heavily on the high-yield corporate bond
market compared to investment-grade. Not only has a composite high-yield bond
spread widened from January 17’s 362 bp to February 26’s 468 bp, but the underlying
composite speculative-grade bond yield has soared from 5.26% to 5.85%, respectively.
Still, the latter was less than its 6.20% average of calendar-year 2019.

The current widening of the high-yield bond spread falls considerably short of what
is suggested by the lift-off of equity market volatility. The VIX has soared from a
January 17 close of 12.1 points to February 27’s 35.2 points. The latter topped each
close for the VIX since the 36.1 points of December 24, 2018, or when the market value
of U.S. common stock formed its last major bottom and a composite high-yield bond
spread equaled 558 bp.

By contrast, February 26’s high-yield bond spread of 468 bp was atypically thin
given the accompanying VIX of 27.6 points. As derived from a sample that begins in
October 2003, a high-yield bond spread of 468 bp is slightly above its 447 bp median,
while a VIX of 27.6 points is far above its 15.7-point median. More specifically, a VIX of
27.6 points is in the sample’s top decile, while the thinnest width of the high yield bond
spread’s top decile is 775 bp.

As statistically inferred from the historical record, a VIX of 27.6 points has been
associated with a 720 bp mid-point for the high-yield bond spread, while a VIX of 35.2
points has been linked to a high-yield spread of nearly 1,000 bp.

High-Yield Spread Has Defied Elevated VIX Four Times During Current Upturn
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Figure 1: High-Yield Bond Spread Has Yetto Mimic Latest Lift-Off by the VIX
sources: CBOE, Moody's Analytics
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Nevertheless, the high-yield spread does not always widen in response to a
substantially higher VIX. For example, despite how the VIX jumped sharply vis-a-vis the
high-yield spread during (i) October 2018-December 2018, (ii) February 2018-April
2018, (iii) August 2011—November 2011, and (iv) May 2010-June 2010, the high-yield
spread did not swell appreciably and the VIX would sink shortly thereafter.

Figure 2: Four Episodes of Current Economic Recovery Where High-Yield Spread Predicted by VIX was More than 175 bp Above Actual Spread

Average % Change
Average High-Yield Actual Average by Market Value Average High-Yield
Bond Spread High-Yield Bond of Common Stock  Bond Spread 12

Episode Average VIX Predicted by VIX Spread 12 Months Later Months Later
points basis points basis points % basis points
1 2 E) 4 5
‘May 2010-June 2010 30.9 839 655 20.1% 500
August 2011-November 2011 381 979 742 17.6% 565
February 2018-April 2018 19.9 578 359 5.1% 419
October 2018-December 2018 21.2 615 428 13.8% 419

Credit Markets Review and Outlook

Twelve months following the four episodes of a very high VIX and a much lower
than expected high-yield bond spread, the market value of U.S. common stock climbed
higher by 14%, on average, and the high yield bond spread showed an average year-to-
year decline of 72 bp. Still, there is no assurance that the high-yield bond spread will
continue to show only a muted response to a VIX that exceeds more than 90% of its
earlier readings.
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Prior to the current business cycle upturn, August-September 2007 was the only
stretch where the high yield spread was much thinner than the spread predicted by a
relatively high VIX. And unlike the four episodes of the current recovery, the high-yield
spread ballooned from its 448 bp average of August- September 2007 to the 850 bp of
August-September 2008, while the market value of U.S. common stock averaged a
year-over-year plunge of 14.0% for August-September 2008.

August-September 2007’s high-yield bond market may have failed to price in the
risks recognized by the equity market because of how the start of the Great Recession
was mostly the consequence of a collapse by household credit quality, as opposed to
being primarily the offshoot of a deterioration of corporate credit quality. Had there
been no home mortgage crisis, the high-yield default rate would not have skyrocketed
from December 2007’s now 38-year low of 1.0% to November 2009’s post Great
Depression high of 14.7%. Could it be that today’s high-yield bond market has yet to
fully price in the risks stemming from a possibly unprecedented threat to public
health?

Key Questions for the U.S. Economy in 2020
by Ryan Sweet of Moody’s Analytics — Jan 10, 2020

The U.S. economy weakened in 2019 and there were plenty of fears of a
recession, but they didn’t come to fruition. Now, how several key economic
questions for the new year are eventually answered could see the economy deviate, for
better or worse, from our expectation. Here are those questions. We also provide our
confidence level in our projections.

Will a Phase Two trade deal be signed between the U.S. and China?
Projection: No
Confidence: High

A signing ceremony for the Phase One trade deal is being organized for mid-
January. Therefore, the odds are high that it will be put to bed. The Phase One deal
appears to resolve some of the easier rifts between the U.S. and China, but it doesn’t
resolve the main issues behind the trade tensions, including China’s intellectual
property theft, forced technology transfers, and China's industrial subsidies. The Phase
Two deal would likely attempt to tackle some of these main issues, and it will be more
difficult to strike a deal in 2020. If the U.S. economy and stock market continue to hold
up, President Trump may not have a strong incentive to reach an agreement. China
could be more willing if its economy continues to weaken, but Beijing may also want to
see how the U.S. presidential election shakes out.

Will the U.S. effective tariff rate increase noticeably?
Projection: No
Confidence: Medium

The U.S. effective tariff rate has likely peaked. The Office of the U.S. Trade
Representative recently released a two-page fact sheet around the unsigned Phase
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One trade deal. In return for China purchasing more U.S. agricultural products, the U.S.
will reduce the tariff rate on $120 billion of goods put in place in September from 15% to
7.5% and will maintain the 25% tariff rate on approximately $250 billion rather than raise
it to 30%. With progress toward a final agreement, the U.S. also postponed the tariffs
that were scheduled to go into effect on December 15. It seems less likely that the U.S.
will impose additional tariffs on China, but they could be threatened throughout the
Phase Two process.

The Trump administration has proposed imposing tariffs on other countries,
including Brazil and Argentina, though Trump later backed off on his Brazil threat. Even
if they are implemented it wouldn’t cause a noticeable rise in the effective tariff rate.
Also, it doesn’t appear likely that the U.S. will impose tariffs on imported autos.

Will U.S. GDP growth be above the economy’s potential growth rate?
Projection: No
Confidence: Low

We forecast real GDP to increase 1.8% in 2020, a touch below our estimate of
the economy’s potential growth rate of 2%. The risks to the forecast are weighted
to the upside and center around the potential boost to growth from past easing in
financial market conditions.

The economy has become more sensitive to developments in financial markets.
To assess the economy’s sensitivity to changes in financial market conditions, we used
a vector auto-regression model to examine the relationship between the St. Louis Fed
Financial Stress Index and four economic variables: nonfarm employment, the
personal consumption expenditures deflator excluding food and energy, the
shadow fed funds rate, and the Chicago Fed National Activity Index.

This approach allows us to examine the impulse response of a sudden
deterioration in financial market conditions on measures of economic activity. A positive
or negative shock to financial market conditions is assumed to have no effect on the
economic variables in the first month but rather with a lag.

To determine whether the economy has become more or less sensitive to changes
in financial market conditions, we split the data into two subsamples. The first
subsample is from 1994 to 2006 and the second is from 2007 to 2019. The selection of
these subsamples is arbitrary because of the limitations in the data. The first historical
data point for the St. Louis Fed Financial Stress Index is December 1993.

The estimated responses of employment and the Chicago Fed National Activity
Index to changes in financial market conditions have been larger since 2007. Similarly,
the impact is both larger and more persistent in the second subset than in the first,
evidence that the economy is more sensitive to financial market conditions.

Possible explanations are the increased size of the financial sector, financial
innovation that expanded the channels entrepreneurs and firms use to raise external
capital, increases in leverage, and the enhanced global linkages in financial markets.
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Given the improvement in financial market conditions and the lagged impact on the
economy, GDP growth could be stronger than some anticipate in 2020. Assuming
financial market conditions remain as supportive as they are today, 0.5
percentage point could be added to GDP growth in 2020.

Will the labor force participation rate continue to increase?
Projection: No
Confidence: Medium

The labor force participation rate is forecast to decline to 63% by the end of 2020,
compared with 63.2% in November 2019 (latest data available) but better than its
cyclical low of 62.4%. There is the potential for a larger decline than we expect
because demographics remain unfavorable. The median person among baby boomers
will turn 66 in 2020, and the youngest person will be in the 55-59 cohort, a cohort when
labor force participation rates begin to drop. Therefore, the demographic drag on labor
force participation won'’t be lifting.

Away from the baby boomers, there is still room for improvement in the prime-age
labor force participation rate, as it remains below its prerecession peak. The prime-age
labor force participation rate has noticeably improved over the past couple of years, but
it's been mostly driven by an increase in female participation. The male prime-age labor
force participation rate has lagged behind and is nearly a full percentage point below its
prerecession peak.

Will the unemployment rate increase?
Projection: Yes
Confidence: Low

The unemployment rate is forecast to average 3.8% in the fourth quarter of 2020,
compared with 3.4% in November 2019. Risks favor a lower unemployment rate than
what is penciled into our forecast. A key factor is the number of new jobs needed to
keep the unemployment rate stable. This estimate is the function of the size of the
civilian population, the labor force participation rate, the employment-to-labor force ratio,
and the ratio of payroll to household employment. The break-even rate of job growth
isn’'t constant, and the key determinant will be the. We estimate that the break-even
level should drop below 100,000 per month next year.

Can single-family starts and new-home sales continue to build off their recent
improvement?

Projection: Yes
Confidence: Low

Single-family housing starts are forecast increase from 2019 to 2020, but mortgage
rates will need to remain low and months supply can’t break 6.5 months. We look for
only a modest gain in single-family starts in 2020, and it won’t be surprising if the year
gets off to a slow start. Single-family permits continue to run below starts. Mortgage
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rates are also key to new-home sales and we expect further improvement in sales in
2020. The mix of construction has been shifting toward more affordable new homes.

Will less trade policy uncertainty cause business investment to rebound
meaningfully?

Projection: No
Confidence: High

Weak business investment in 2019 had more to do with fundamentals than with a
spillover cost of the trade tensions between the U.S. and some of its major trading
partners. To highlight this, we built a simple model in which real equipment spending is
a function of after-tax corporate profits as a share of nominal GDP, the Baa-Aaa credit
spread as a proxy for credit conditions, trend growth in the labor force,
depreciation, and a dummy variable for recessions. All variables were statistically
significant and had the correct signs.

The results were not overly surprising. There is a strong relationship between
after-tax profits and equipment spending. Since 1950, larger after-tax corporate
profits have coincided with capital expenditures contributing more to GDP growth.
Given that profits struggled in 2019, this could continue to weigh on capital spending.

Though policy uncertainty may not boost investment, better financial market
conditions and an increase in corporate profits’ share of nominal GDP should.
Therefore, business investment should improve in 2020, but it won’t be booming.

Will inflation exceed 2% by the end of the year?
Projection: Yes
Confidence: Low

Some of the transitory drags on the core PCE deflator should lift in 2020, primarily
the weight from financial services prices. Still, it wouldn’t be surprising if core
inflation ends 2020 a hair below 2%. Monthly growth in the core PCE deflator will
need to average 0.17% in 2020 to put year-over-year growth in December 2020 at 2%.
For perspective, the core PCE deflator rose an average of 0.1% in 2019 (through
November).

Will there be a significant acceleration in nominal wage growth?
Projection: No
Confidence: Medium

A traditional wage Phillips curve that uses the unemployment rate as the basis for
measuring labor market slack would suggest that wage growth should be much stronger
than it is currently. However, a broader measure of labor market slack may be
necessary to correctly interpret current conditions. Creating a Phillips curve using the
prime-age non-employment rate as opposed to the unemployment rate has fit the data
rather well over the last 25 years and would suggest wage growth accelerating further
beyond 3%.
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By most measures, wages appeared to be making steady progress, reaching year-
over-year growth of 3% or better by the end of 2018. The Employment Cost Index, the
most reliable measure of wage growth for gauging the business cycle, reached a
cyclical high in the fourth quarter of 2018. However, as of the third quarter of 2019,
wage growth was essentially unchanged over the prior seven quarters, back to the
beginning of 2018. This comes on the heels of a period from the beginning of 2016
through the first quarter of 2018 when wage growth accelerated briskly from 2% to 3%.
This stalling of wage growth is consistent with employment growth over the last 12
months being more sluggish than initially reported. Therefore, some of the pressure on
wages has decreased and they may improve only modestly in 2020.

Is the Fed going to cut interest rates in 20207
Projection: No
Confidence: Medium

Most Fed officials believe monetary policy is in a “good place.” This implies a
consensus around the idea that the mid-cycle adjustment has likely been sufficient to
help sustain the expansion. Our December baseline forecast has a rate cut occurring
next June but this very likely will be removed from the baseline soon.

Will the Fed alter its policy framework?
Projection: Yes
Confidence: Medium

A change is coming but the timing is a little fuzzy. It would make the most sense
to announce a change in January, when the Fed normally alters or reaffirms its
Statement on Longer-Run Goals and Monetary Policy Strategy, but we don’t think the
Fed will be ready in a few weeks to make that change. Still, sometime in the second
half of the year it won’t be surprising if it does make an announcement that it is adopting
average inflation targeting.

Average inflation targeting should be fairly easy to communicate and prescribes
that if inflation has been below target for a period, then the Fed will aim for a stretch of
above-target inflation, so that inflation averages the target over the cycle. Though there
has not been any formal change in the central bank’s inflation-targeting approach, it
could be influencing some of the Fed officials’ views now; a number of policymakers
have publicly voiced their support for allowing inflation to run above their 2% objective
for a time. Given Fed rhetoric, it seems policymakers would aim for 2.25% inflation
during expansions. If the Fed were to adopt this approach next year, it would move the
goal posts and likely delay rate hikes even further out in our baseline, which has a hike
occurring in the first half of 2021.

Will the U.S. enter recession?
Projection: No
Confidence: Medium
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We looked at the catalysts of recessions and broke them down, highlighting
several causes in the post-WWII era:

* Inventory imbalances
* Oil supply shocks

* Overheating

* Monetary policy error
* Financial imbalances
* Fiscal tightening

None of these appear overly threatening now. Our probability of recession models
have shown an increase in the probability of a recession in 2020 but they are nowhere
near raising a red flag.

Is this the year productivity finally breaks out?
Projection: No
Confidence: Medium

Trend U.S. productivity growth has firmed recently but remains unimpressive. We
don’t believe a tight labor market is sufficient to provide a big boost to productivity
growth. In our past work, we used a vector auto-regression model to examine the
relationship between business investment and unit labor costs. This approach allows
us to examine the impulse response of a sudden acceleration in labor costs, but the
boost to business investment was around 0.5 percentage point. Therefore, stronger
wage growth will likely boost business investment, but the impact is likely to be modest.
This would suggest that a quick turn in productivity growth is unlikely. Stronger
productivity is coming but it may not be in 2020. Business investment in intellectual
property has been strong over the past couple of years, and this boosts productivity
but with a fairly long lag.

Will President Trump win re-election?
Projection: Yes
Confidence: Medium

Our Presidential Election Model currently has Trump easily winning re-
election. The economic implication the outcome of the election is for 2021 but our
initial thoughts are if Trump is re-elected, he is likely to double down on his current
economic policies. This means more deficit-financed tax cuts and government
spending increases, renewed trade tensions with China and other nations, and tougher
immigration policies.

Also, he will likely not reappoint Fed Chairman Jerome Powell, replacing him with
someone who shares Trump’s views on monetary policy.

However, if a Democrat is elected, economic policy will be flipped on its head.
At a minimum, the Trump tax cuts for higher-income and wealthy households will expire
as they are set to do under current law in the next presidential term. While a
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Democratic president will take a hard stance in trade negotiations with China, the tariff
wars are unlikely to continue.

Moody's Predicts Green, Sustainable Bond Market

Will Hit Record $400B in 2020
by Esther Whieldon — S&P Global Market Intelligence — Feb. 3, 2020

The green, social and sustainability-related bond market is continuing to grow
and could hit a combined record of $400 billion in 2020, up from $323 billion in 2019,
Moody's Investors Service analysts said in a Feb. 3 report.

"A heightened focus on climate action by governments and the financial sector will
drive further growth and innovation" in the market, Moody's said.

But those specialty products comprise only a small portion of the total market.
Green, social and sustainability bonds accounted for 4.5% of total global bond
issuance in 2019, up from 3% in 2018, Moody's said.

As in the past, green bonds, in which proceeds are dedicated to environmentally
friendly projects such as renewable generation or energy efficiency, will continue to
dominate the space in 2020 with a projected $300 billion in issuances. Social- and
sustainability-focused bond market issuances are forecast to total $25 billion and $75
billion, respectively. Sustainability-linked loans hit $134 billion globally in 2019, up from
$34 billion in 2018. The rate for sustainability-linked loans is tied in some way to the
borrower's performance on environmental, social or governance criteria or toward
achieving one or more of the United Nations' sustainable development goals.

Moody's used data from the Climate Bonds Initiative to calculate bond totals, which
excluded bonds that dedicated more than 5% of the proceeds to non-green uses or that
otherwise did not align with the initiative's standards. To calculate other sustainable
debt issuances, including sustainability-linked loans, Moody's turned to Dealogic.

Regarding where green bond proceeds are being directed, energy and building
investments comprised the majority share, followed by transportation and water
projects.

Financial and nonfinancial corporations drove most green bond issuances in 2019,
accounting for about 44% of the total. While green bonds from financial institutions saw
moderate growth, nonfinancial corporate issuances more than doubled in 2019 over the
prior year to $59 billion.

"We expect continued gradual growth in this market segment as high-profile
transactions ... will encourage other corporate issuers to consider entering the market,"
Moody's said. One such high-profile transaction was the $1 billion green bond that
Verizon Communications Inc. issued in February 2019. Verizon said the proceeds
would go toward such things as renewable energy, energy efficiency, green buildings,
sustainable water management, and biodiversity and conservation.
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Beyond corporations and financial institutions, government-backed entities issued
$35 billion in bonds, followed by asset-backed securities with $32 billion, development
banks with $29 billion and sovereigns with $26 billion, Moody's said.

Regionally, European issuers accounted for nearly half of all green bonds in
2019. The analysts noted that governments and regulators, particularly in Europe, are
increasingly focused on providing structure and clarity to the sustainable finance
market. In December 2019, the European Parliament, Council and Commission
reached an agreement on a classification system for green financing, which excluded
coal and nuclear projects.

As for social and sustainability bonds, financial institutions led the charge,
comprising about 64% of global issuances in 2019, while European issuers accounted
for 57% of social bonds. Japanese issuers accounted for about 25% of the social bond
issuance by country.

MUFG Securities Jumps Wells Fargo
as 2019 Top Debt Underwriter for Utilities
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by Darren Sweeney and Ashleigh Cotting
S&P Global Market Intelligence — Jan. 13, 2020

MUFG Securities Americas Inc. overtook Wells Fargo Securities LLC as 2019's
lead debt underwriter for the North American utilities sector in an S&P Global
Market Intelligence ranking by deal credit.

MUFG Securities Americas served as a book manager for 61 debt offerings with
a total deal credit of about $5.33 billion through the fourth quarter of 2019.

MUFG was among several underwriters for Southern Co. subsidiary Georgia
Power Co.'s September 2019 offering of senior debt.

Wells Fargo, the lead underwriter through the third quarter of 2019, dropped to
the second spot, serving as a book manager for 48 offerings with a total deal credit
of about $5.08 billion.

J.P. Morgan Securities LLC followed in third, underwriting 55 debt offerings at a
total deal credit of about $4.89 billion.

Citigroup Global Markets Inc. edged out Wells Fargo to lead common equity
offerings through the final quarter of 2019, underwriting six offerings at a total deal
credit of about $2.10 billion. Wells Fargo served as book manager for nine common
equity offerings at a total deal credit of just under $2.10 billion.

Barclays Capital Inc. claimed the third spot with six common equity offerings at
a total deal credit of about $1.55 billion.

Citigroup, Barclays and Wells Fargo were among the crop of book managers for
DTE Energy Co.'s fourth-quarter 2019 issuance of equity units and common shares,
with net proceeds to fund its acquisition of a gathering system and gathering pipeline in
the Haynesville Shale of Louisiana.

Morgan Stanley held onto its spot as the lead underwriter in 2019 for preferred
equity offerings, with five offerings at a total deal credit of $729.6 million. Behind
Morgan Stanley, Wells Fargo was an underwriter for three preferred equity offerings at
a total deal credit of $534.6 million.

Morgan Stanley unit Morgan Stanley & Co. LLC and Wells Fargo served as two of
several book runners on Dominion Energy Inc.'s June 2019 upsized offering of 14
million 2019 series A equity units. The company increased the offering from 12.5 million
corporate units.

Bank of America Securities underwrote three preferred equity offerings at a total
deal credit of $493.3 million through the fourth quarter.
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Utilities
2019 2018 Number of Deal credit
rank rank  Company offerings ($M)
Common equity offerings (Ranked by deal credit)

1 3 Citigroup Global Marksts Inc. 6 21016

2 5  Waells Fargo Securities LLC a 2,000.3

3 1 Barclays Capital Inc. 6 1,547.3

4 2 J.P. Morgan Securities LLC 7 1,282.2

5 6 Goldman Sachs & Co. LLC 3 1,196.8

6 4 Morgan Stanley 3 840.4

7 7 Bank of America Securities 4 673.9

8 NR Scotia Capital Inc. 3 447.7

9 ] Credit Suisse (USA) Inc. 1 3107

10 8 RBC Capital Markets LLC 2 2051

" NR CIBC World Markets Corp. 1 173.0

Preferred equity offerings (Ranked by deal credit)

1 1 Morgan Stanley 5 7296

2 &4 Wells Fargo Securities LLC 3 534.6

3 Q Bank of America Securities 3 493.3

4 1 Barclays Capital Inc. 2 451.3

4 5 Goldman Sachs & Co. LLC 2 451.3

6 6 Credit Suisse (USA) Inc. 2 410.0

6 6 J.P. Morgan Securities LLC 2 410.0

8 17 BB&T Capital Markets 2 361.2

o 3 RBC Capital Markets LLC 1 250.0

10 NR BNP Paribas Securities Corp. 1 201.3

10 10 Citigroup Global Markets Inc. 1 201.3

10 13 Mizuho Securities USA LLC 1 201.3
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Debt offerings (Ranked by dea! credit)

1 3 MUFG Securities Americas Inc. 61 5,328.7

2 2 Wells Fargo Securities LLC 48 5,083.7

3 1 J.P. Morgan Securities LLC 55 48946

4 5 Barclays Capital Inc. 43 4501.7

5 6 Mizuho Securities USA LLC 49 43208

6 1" Bank of America Securities 39 38226

7 10 Citigroup Global Markets Inc. 42 3,818.0

8 13 TD Securities (USA) LLC 21 3,308.8

i 12 BNP Paribas Securities Corp. 37 3,197.1
10 9 Scotia Capital Inc. 32 30368
1" 8 U.S. Bancorp lIrvestments Inc. 31 2,980.5
12 7 Morgan Stanley 28 25124
13 4 RBC Capital Markets LLC 30 23324
14 15 PNC Capital Markets LLC 26 2,328.4
15 16 Credit Suisse (USA) Inc. 23 2,2955
16 14 Goldman Sachs & Co. LLC 22 2,082.8
17 17 SMBC Nikko Securities America Inc. 21 20166
18 18 BB&T Capital Markets 21 1,739.3
19 19 Bank of New York Mellon Corp. 15 1,461.5
20 22 Crédit Agricole Securities (USA) Inc. 16 1,202.3
21 29 BMO Capital Markets Corp. 13 11238
22 21 CIBC World Markets Corp. 12 1,116.0
23 23 Deutsche Bank Securities Inc. 15 1,081.6
24 20 KeyBanc Capital Markets Inc. 8 561.2
25 34 Natixis Securities Americas LLC 6 303.3
26 25 Regions Securities LLC 3 3429
27 NR Fifth Third Securities Inc. 3 277.9
28 36 National Bank of Canada Financial Inc. 2 176.4
29 230 Banco Santander SA 2 145.0
30 27 BBVA Securities Inc. 2 1438
31 NR CastleDak Securities LP 2 1133
32 NR Great Pacific Securities 2 1033
33 NR NatWest Markets Securities Inc. 1 038
34 35 Stephens Inc. 1 876
35 26 HSBC Securities (USA) Inc. 1 75.0
36 NR C.L.King & Associates Inc. 1 333
36 NR Drexel Hamilton LLC 1 333
36 32 Samuel A. Ramirez & Co. Inc. 1 333
39 24 UBS Investment Bank 2 17.9

NextEra Energy Completes Sale of Equity Units
by Adrian Munawar — S&P Global Market Intelligence — Feb. 21, 2020

NextEra Energy Inc. on Feb. 21 completed the sale of $2.5 billion of equity units
at $50 each to J.P. Morgan Securities LLC, Wells Fargo Securities LLC and BofA
Securities Inc.

Each equity unit consists of a contract to purchase the company's common
stock at a price of between $282.04 per share and $352.55 per share and, initially,
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a 5% undivided beneficial ownership interest in NextEra Energy Capital Holdings
Inc.'s series K debenture due March 1, 2025.

The company will pay total annual distributions on the equity units at the rate of
5.279%, consisting of interest on the debentures and payments under the stock
purchase contracts, according to a Form 8-K filing.

Net proceeds of about $2.42 billion will be added to NextEra Energy Capital's
general funds, which will be used to fund investments in energy and power projects and
for other general corporate purposes, such as repaying all or a portion of its outstanding
commercial paper obligations.

Completion of the stock purchase is due by March 1, 2023. The company intends
to satisfy those purchase obligations with proceeds raised from a remarketing of the
debentures that are a component of the equity units.

The debentures will be issued in the principal amount of $1,000 and will be
guaranteed by NextEra Energy.

NiSource Stresses Safety Efforts

Ahead of Forced Mass. Asset Sale to Eversource
by Tom DiChristopher — S&P Global Market Intelligence — Feb 27, 2020

NiSource Inc. executives highlighted their commitment to improving pipeline safety
one day after the company agreed to plead guilty to criminal charges over the 2018
Merrimack Valley disaster and submitted to a forced sale of its Massachusetts
business to Eversource Energy.

The utility holding company's CEO, Joseph Hamrock, enumerated the safety
initiatives the company has pursued since the September 2018 catastrophe, offering a
view into the portfolio Eversource is inheriting. He also highlighted the ongoing
implementation of safety programs across the six states where NiSource will continue
operating gas utilities.

"We are resolved to lead in safety and exceed industry standards, anchored by
three pillars: a culture where everyone is empowered to identify and report risk, process
safety that adds layers of protection, and enhanced asset risk and analytics," Hamrock
said on the company's quarterly earnings conference call on Feb. 27.

The U.S. Department of Justice on Feb. 26 announced the settlement with
NiSource and its Bay State subsidiary, Columbia Gas of Massachusetts, over the
2018 series of fires and explosions that rocked three communities in the
commonwealth. Federal investigators and prosecutors attributed the deadly event to
"flagrant organizational indifference" and "complete organizational failure" at
Columbia Gas, officially known as Bay State Gas Co.

Eversource stands to more than double its current base of 300,000
Massachusetts customers after the deal closes, but the acquisition also presents
challenges. The disaster has left the Merrimack Valley wary of the industry, and
Columbia Gas has identified issues with its distribution system since the initial event.
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Hamrock said the company has "substantially completed" both post-event
restoration and service line verifications ordered by the Massachusetts Department
of Public Utilities after Columbia Gas discovered noncompliant recovery work.
Columbia Gas is responsible for all liabilities related to the accident under its deal
with Eversource.

Two Department of Public Utilities investigations into Columbia Gas's responsibility
for the event and its emergency response also continue. Hamrock said his "hope and
goal" is to wrap up those investigations by the deal's anticipated closed in the third
quarter.

NiSource CFO Donald Brown said the $1.1 billion cash deal "represents a
loss compared to the book value of Columbia Gas of Massachusetts." The company
has agreed to turn over any profits from the sale to the U.S. government. The U.S.
attorney has the right under the settlement to verify and challenge NiSource's
calculation of profit, gain or loss.

The settlement also requires NiSource to implement National Transportation
Board recommendations issued to Columbia Gas across the utility's operations in six
other states. NiSource recently fulfilled the NTSB's urgent safety recommendations.

NiSource's "top priority" remains implementing a safety management system — a
comprehensive approach to "proactively identifying and mitigating potential risks,"
Hamrock said. The company trained 90% of its gas employees on that system in 2019
and will complete the training this year, he added.

NiSource has trained nearly all employees on its recently implemented incident
command structure, which brings its emergency management into alignment with
federal standards, according to Hamrock.

The company also set up an independent quality review board, hired a chief
safety officer, installed more than 1,000 automatic shut-off devices on low-
pressure gas systems, and implemented a corrective action program to help
employees and contractors report concerns, he added.

NiSource on Feb. 27 reported fourth-quarter net operating earnings jumped
nearly 20% from a year ago to $169.6 million. The company suspended its 2020
earnings guidance in light of the Columbia Gas of Massachusetts sale.

Northwest Natural Gas Files Ore. Rate Case, Seeking $71.4M Hike
by Charlotte Cox — S&P Global Market Intelligence — Jan. 6, 2019

Northwest Natural Gas Co., a subsidiary of Northwest Natural Holding Co., filed a
request with the Oregon Public Utility Commission on Dec. 30, 2019, for a $71.4
million, or 11.5%, base rate increase. The company cited safety and reliability
investments in the gas distribution system, as well as the replacement of the
dehydration system at the Mist underground storage facility, as the main drivers
for the rate increase request.



Docket No: UG 388 Staff/1306
Financial News at Time of CoC Partial Stipulation Muldoon-Enright/30

The rate increase is
premised upon a 10.0%
return on equity (50% of a
regulatory capital structure)
and a 7.3% return on an
average rate base valued at
$1.47 billion for a test year
ending Oct. 31, 2021
(Docket No. UG-388).

The 10.0% ROE

Northwest Natural is

seeking is higher than the

9.68% average equity return

accorded gas utilities
nationwide in cases decided during the first nine months of 2019 and the 9.59%
average ROE observed in gas cases decided during 2018, according to Regulatory
Research Associates, a group within S&P Global Market Intelligence. For a discussion
of trends in ROE authorizations and other rate case parameters, refer to RRA's Major
Rate Case Decisions Quarterly Update.

In the rate case filing, Northwest Natural indicated that by November 2020, the
company is slated to complete several system reinforcement projects, including work
in Sandy, Salem, Hood River, Oregon City and Happy Valley. In addition, Northwest
Natural plans to replace the large dehydration system at the Mist underground gas
storage facility in 2020, because the current dehydration system — installed in 1998
— is reaching the end of its life. The company pointed out that there is only one major
interstate pipeline that delivers natural gas into its service territory, so the Mist storage
facility is important to ensure sustained service. Lastly, Northwest Natural is moving
into a new operations center in early 2020.

Previous rate case

Northwest Natural's last rate proceeding was decided in October 2018, when
the commission authorized a rate increase of $23.4 million, largely following the
adoption of settlements. The rate change was based on a 9.4% return on equity (50%
of a regulatory capital structure) and a 7.32% return on average rate base valued
at $1.19 billion for a test year ended Oct. 31, 2019.

The commission ordered the parties to engage in discussions to resolve tax
related issues including the flow back of over-collections from Jan. 1, 2018, when the
21% tax rate became effective, through Nov. 1, 2018, when new rates became
effective.

In February 2019, Northwest Natural, staff, and other parties filed a third partial
settlement, which was adopted by the PUC in March 2019. Therefore, as revised,
Northwest Natural was authorized a $24.9 million rate increase premised upon a
rate base of $1.20 billion.
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Overvalued Equities Increase Corporate Credit’s Downside Risk
by John Lonsky — Chief Economist — Moody’s Capital Markets Research, Inc.

An overvalued equity market increases the risk of a deep sell-off of equities
that will damage corporate credit. lronically, corporate credit may eventually suffer to
the degree that debt-funded equity buybacks and dividends lifted equity values up
to unsustainable heights.

A sinking equity market also increases the cost of corporate debt by making it
much costlier, if not impossible, to replace debt capital with equity capital.
Moreover, equity weakness reduces the amount of cash that can be raised via the sale
of business assets.

All else the same, a broadly distributed equity price plunge lowers the market
value of the business assets that collateralize outstanding corporate debt. the
consequent drop in the market value of the net worth of businesses and a likely
increase in the volatility in the market value of business assets will increase the
likelihood of default.

For example, in terms of month-long averages, when the market value of U.S.
common equity sank by 12.9% from May 2015’s then record high to a February 2016
bottom, the Moody’s Analytics long-term Baa industrial company bond yield spread
widened from 190 basis points to 277 bp, a composite high yield bond spread ballooned
from 451 bp to 839 bp, and MA’s average high-yield expected default frequency metric
jumped from 3.43% to 7.79%, where the latter was slightly under January 2-16’s now
10.5-year high of 7.99%. Meanwhile, the moving yearlong average of the ratio of
downgrades per upgrade for U.S. high-yield credit rating revisions soared from June
2015’s 1.01:1 to June 2016’s 2.43:1.

For the sample that begins in 1985, the inverse correlation between the U.S.
equity market’s yearly percent change and the broad averages of corporate bond
yield spreads strengthens as bond credit ratings decline. According to a sample
that begins with July 1985 and ends in December 2019, the U.S. equity market’s
yearly percent change supplies correlations of -0.46 with the long-term single-A
industrial company bond yield spread, -0.55 with long-term Baa industrial bond yield
spread, and -0.68with the high-yield bond spread.

VIX Estimate Equity Risk Shows High Correlations
with Corporate Bond Yield Spreads

The VIX serves as an estimate of the perceived risks surrounding equity
market performance. The VIX moves higher when market players assign an
increased likelihood to a deep drop by the equity market.

For a sample that begins with October 2003 and ends with December 2019, the
VIX exhibits a somewhat stronger correlation with the broad corporate bond yield
spread averages than does the market value of common stock’s annual percent
change. The starting date moves up to October 2003 because of a change in the
VIX’s estimation methodology that began in September 2003.
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Figure 1: VIX Now Favors a Thinner Long-Term Baa Industrial Company Bond Yield Spread
month-long averages
sources: CBOE, Moody's Analytics
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In terms of month-long averages, the VIX generates very high correlations of 0.84

with both the single-A and Baa long-term industrial-company bond yield spreads and
0.89 with a composite high-yield bond spread. By comparison, for the more recent
sample that starts with October 2003, the market value of U.S. common stock’s annu
percent change generates inverse correlations of -0.81 with the single-A industrial
spread, -0.83 with the Baa industrial spread, and -0.75 with high-yield spread. Thus,

al

the correlation between the annual percent change of the U.S. equity market and

corporate bond yield spreads may have strengthened during the past 15 years.
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Figure 2: Equity Rally Helpsto Narrow Long-Term Baa Industrial Company Bond Yield Spread
month-long averages
sources: Dow Jones, Moody's Analytics
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Neither VIX nor Spreads Has Reacted Materially to Jump in Geopolitical Risk

Thus far, not one major indicator of market risk for earnings-sensitive
securities has soared higher in anticipation of a disruptive and protracted military
conflict.

Ordinarily, episodes of high market anxiety are accompanied by a VIX that is well
above its post-2003 median of 15.6-points. Instead, the VIX closed no higher than
January 3’s 14.0 points, which barely topped the 13.8 points of year-end 2019. For all of
2019, the VIX averaged 15.4 points.

A composite high-yield bond spread finished no higher than January 3’s relatively
lean 376 bp that hardly differed from the 375 bp of year-end 2019. January 3’s high-
yield bond spread is considerably narrower than its post-2003 median of 468 bp and its
433 bp average of calendar-year 2019.

The spread over Treasuries of Moody's long-term Baa industrial company bond
yield has barely widened from December 31, 2019's 22-month low of 164 bp to January
8's 170 bp. Though the latter was inflated by early 2020’s surge in investment-grade
corporate bond issuance, it was still well under the 197 bp average of calendar-year
2019.

Thus far, Moody’s Analytics’ average high-yield EDF metric has been indifferent to
the latest rise in geopolitical risk. The high-yield EDF metric, which is a market and
balance-sheet driven estimate of default risk, has eased from year-end 2019’s 4.18% to
a recent 4.27%, where the latter nearly matched the metric’s 4.28% average of 2019’s
second half.
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Overvalued Equity Market Has Yet to Reach Extremes of 2000

Because of overvaluation, the U.S. equity market will necessarily be more
sensitive than otherwise to increases in perceived risk. To ascertain whether the
market value of U.S. common stock is under- or overvalued, the overall valuation of
U.S. equities can be explained in terms of the moving yearlong average of core
after-tax profits and Moody’s long-term Baa industrial company bond yield. This
methodology suqggests that the recent valuation of U.S. equities exceeds its
predicted value by 26%. Though the latter is much greater than the equity market’s
7% overvaluation of late 2007, it falls considerably short of the market’s average
58% overvaluation of July 1999 through December 2000.

For a sample that starts and ends with the final quarters of 1986 and 2019. the
percent difference between the actual and predicted market value of U.S. common
equity exhibits increasingly meaningful inverse correlations with the cumulative percent
change by the future market value of equity of -0.48 for one year later, -0.65 for two
years later, and -0.70 for three years later. Thus, while the latest 26% estimated
overvaluation of the U.S. equity market is equivocal about where U.S. equities will
be a year from now, the market’s current overvaluation favors a lower equity market
three years hence.

The equity market’s record high overvaluation was the 68% of 2000’s third quarter.
Thereafter, the market value of U.S. common stock was lower by 23.6% as of 2001’s
third quarter, 38.8% as of 2002’s third quarter, and 30.2% as of 2003’s third quarter.

At the other extreme, the U.S. equity market’s record low undervaluation was the -
31% of 2010’s third quarter. Thereafter, the equity market was higher by 12.8% as of
2011’s third quarter, 27.3% as of 2012’s third quarter, and 54.8% as of 2013’s third
quarter.
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Figure 3: Equity Market's Current Overvaluation Warns of Lower Equity Market Three Years Hence
sources: Moody's Analytics, Dow Jones
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Year 2000’s Overvaluation Was Made Worse by Higher Rates and Rising Defaults

During January-September 2000, the market value of U.S. common stock
surpassed its predicted value by a patently unsustainable 66%, on average. Over
the next three years, the U.S. equity market incurred a deep setback of -34.7%, on

average.

In 1999-2000, the market failed to heed the warnings of significantly higher interest
rates. From March 1999 to March 2000, the market value of U.S. common stock soared
higher by 22.1% despite increases from March 1999 to March 2000 of 4.75% to 6.00%
by the federal funds rate, of 5.57% to 6.24% by the 10-year Treasury yield, of 7.51% to
8.34% by Moody’s long-term Baa industrial company bond yield, and of 9.92% to
11.83% by a composite speculative-grade bond yield.

Finally, the equity market’s super surge of 1999-2000 mistakenly ignored a
pronounced deterioration of corporate credit quality. For example, the averages of the
12 months leading up to the equity market’s peak of March 2000 showed relatively wide
spreads of 193 bp for the long-term Baa industrial company bond yield and 520 bp for
high-yield bonds. Moreover, the high-yield EDF metric averaged a menacing 7.60%.
These measures of credit risk correctly captured a climb by the U.S. high-yield default
rate from March 1999’s benign 3.6% to March 2000’s disruptive 6.3%.

For now, the good news is that the market-derived estimates of corporate
credit risk are well under their readings of 1999-2000’s gross overvaluation of U.S.
equities. Few, if any, expect the high-yield default rate to approach March 2000’s 6.3%
by the end of 2020.
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Utilities' High Valuations Crawling Toward End in 2020: Guggenheim
by Ellen Meyers — S&P Global Market Intelligence — Jan. 10, 2020

The U.S. utility sector will remain a stock buyers' market in 2020, but it may be
approaching the end of high valuations among electric and gas utilities, according
to a sector outlook from Guggenheim Securities LLC.

Utility stocks made a 23% gain in value in 2019, and those companies are
continuing to trade above expectations in 2020, Guggenheim analyst Shahriar Pourreza
said in a Jan. 7 note. However, "valuation can only stretch so far for so long ... and we
believe we are likely going into a reversal for the regulated utility rally now."

Global macro and policy concerns, mixed economic data and central bank policy
uncertainty propelled investors to go after utility stocks in 2019, but Pourreza said there
will likely be more clarity in 2020 on those issues. That is pushing Guggenheim to be
more bearish on traditional regulated utilities that have been viewed as "bond
proxies," such as American Electric Power Co. Inc., Portland General Electric Co.
and Southern Co.

"Regulated utilities have had a solid multi-year run, but as we continue in a period
of low interest rates with an end in sight ... we believe investors will now likely tend to
discount utilities that represent bond surrogates, turning their focus to utilities with
strong, visible growth to overcome expectations for higher yield elsewhere," the
analyst wrote in the note.

Moreover, regulated electric and gas utilities may become less desirable in the
market unless these companies highlight potential opportunities to improve their
finances or trade at "unjustified" premium valuation levels.

Instead, investors will likely move capital toward utilities and merchant power
providers with more cyclical characteristics within the energy value chain, such as
DTE Energy Co., Public Service Enterprise Group Inc. and NRG Energy Inc., Pourreza
said. Wall Street is also moving toward not viewing price-to-earnings ratios in isolation
with more "bellwether" utilities such as NextEra Energy Inc. and Sempra Energy
because cash flows are becoming more relevant factors in evaluating companies in the
sector.

Beyond stock valuations, utilities will likely continue to see a slower M&A market
through 2020 before it becomes more active. Santee Cooper's potential sale remains
one of the most visible large-scale utility deals. While PPL Corp. Chairman and CEO
William Spence has said the company does not need M&A to execute its business
strategies amid reports of a potential $67 billion merger with Avangrid Inc., Guggenheim
still views a deal with another large international company as a possibility.

"We believe investors will increasingly be on the hunt for ideas within the sector —
stock picking will continue to matter in 2020, as was the case in 2019," Pourreza wrote.

Singapore Struggles to Boost Births
by Jon Emont — WSJ — Feb. 24, 2020
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Singapore remains in a
slump — 1.14 children per woman in 2018, down from about three in 1970, making it
among the world’s lowest rates. Demographers say the city-state’s difficulties reflect
how government policies tend to have a low impact on raising fertility rates.

“Policies in general have a very disappointing effect from the policy makers’
perspective,” said Mikko Myrskyla, executive director of the Max Planck Institute for
Demographic Research in Germany. Once small families and childlessness become
commonplace, he said, cash handouts and subsidized kindergarten tend not to change
people’s minds, in part because they make only a small dent in the lifetime costs of
raising a child.

“We can see many youth not getting married and they think twice before having
kids,” said Bhavani Perina, a 41-year-old Singaporean with three children who is taking
a break from her career to focus on them.

Ms. Perina said workplace hours should be more flexible to support working
parents, and that child-care-leave policies should be extended to those with older
children

Falling birthrates pose a challenge in countries around the world. They face a
future with shrunken workforces and insufficient tax revenue to support expanding ranks
of the elderly. Even the U.S., once considered less vulnerable because of high
immigration and high birthrates among some groups, saw births in 2018 fall to their
lowest levels since the 1980s.

The question of how to boost birthrates is taking on new urgency amid a global
backlash against immigration. Some economists have argued in favor of expanding
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immigration as a quick way to boost the workforce in low-fertility societies. Instead,
many such countries have grown resistant, partly because of worries that migrants will
replace declining native populations.

Left: Children run through a waterside park
in Singapore. Fertility remains in a slump in
the city-state.

Even Singapore’s government is
concerned about what it calls nativist
tendencies. An opposition party’s manifesto
recently alleged immigration policies were
“precipitating a crisis of national identity.” A
! government spokesperson said its policy

“S45 has been to take in a stable number of new
citizens and permanent reS|dents commltted to making Singapore their home.

Singapore publicizes its policies to support parenthood on www.heybaby.sg.
Benefits include higher tax rebates for more children, paid leave for parents with young
children and tax benefits for working mothers whose parents look after the
grandchildren. The government offers grants to companies that provide flexible work
arrangements.

“We must actively lean against the wind to make marriage and parenthood
achievable, enjoyable and celebrated,” Minister for Manpower Josephine Teo said in a
speech last year.

Singapore’s National Population and Talent Division, a government unit, says that
while most young Singaporeans want to get married and have children, “they are
increasingly prioritizing other goals such as furthering their education, building their
careers and travel.” The government said there were hopeful signs, including that “the
average number of citizen births and marriages over the last five years is higher than
that in the preceding five-year period.”

Singapore is finding new ways to bring couples together. Deon Chan, the founder
of dating agency Love Express, recently received a government grant to build an app
that, she said, will use artificial intelligence to suggest romantic partners for singles who
attend her events. She points to statistics that show Singaporeans staying single until
later in life.

At one of Love Express’s recent speed-dating events, held in a luxury hotel and
advertised on a government website, a dozen men rotated between tables of women
sipping mocktails, discussing careers, hobbies and whether love at first sight exists.

Jessie, a 40-year-old office administrator, said that although she would like to get
married and have children, there was no forcing it. “It takes two hands to clap,” she
said.

Treasury Yields Fall After Fed Decision
by Sam Goldfarb — WSJ — Jan. 30, 2020
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The yield on the 10-year U.S. Treasury note dropped to its lowest closing level
in over three months on Wednesday after the spreading coronavirus caused airlines
to cancel flights to China and the Federal Reserve did little to change investors’
expectations that it could cut interest rates later in the year.

The 10-year yield settled at 1.593%, its lowest since Oct. 9, compared with
1.642% Tuesday.

Yields, which fall when bond prices rise, declined early in the session after
British Airways said it would halt flights to mainland China, citing a drop in demand
for travel as the number of people infected by the coronavirus climbed.

Bonds rallied further after other airlines said they were canceling flights to the
country, reinforcing concerns that the virus will drag on global economic activity.

They got another boost after Fed officials left interest rates unchanged at the
conclusion of their two-day policy meeting and made few changes to their previous
post-meeting statement from December.

Federal-funds futures — which traders use to bet on the path of central-bank policy
— showed after the meeting that investors thought there was a 69% chance that the Fed
will cut rates by the end of its September meeting, according to CME Group data. That
was up from 58% Tuesday.

Expectations that the Fed will cut rates tend to increase demand for shorter-term
Treasurys by making their yields look more attractive by comparison

Growth fears also boost longer-term Treasurys by increasing the appeal of safer
assets and reducing expectations for inflation.

The yield on the two-year Treasury note settled at 1.419%, down from 1.457%
Tuesday and 1.569% on Jan. 17, the last trading session before a Chinese health
official said the coronavirus was spreading between humans. The Fed cut rates three
times last year, lowering its benchmark federal- funds rate to a range between 1.5% and
1.75%.

At a post-meeting press conference, Fed Chairman Jerome Powell acknowledged
risks to the global economy, like the coronavirus, and causes for optimism, such as the
recent U.S.-China trade agreement.

Fed Holds Benchmark Rate Steady, Reaffirms Its Stance
by Nick Timiraos — WSJ — Jan. 30, 2020

\ Fed Chairman Jerome Powell said the central bank was monitoring
= M the impact of the coronavirus on China. ‘When China’s economy slows
' ) . down, we do feel that,” he said.

The Federal Reserve left its benchmark interest rate unchanged
and reaffirmed its make-no-moves posture while it gauges how rate cuts
last year cushioned the U.S. economy against a spell of weaker global growth.
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‘We're comfortable with our current policy stance and we think it's appropriate,”
Fed Chairman Jerome Powell said Wednesday at a news conference after the central
bank announced its decision.

But his comments suggested that lingering risks to the global economy and
difficulty sustaining inflation at the Fed’s 2% target meant that if Fed officials were to
change rates, they would be more likely to cut them than to raise them.

Inflation has held below the target since the central bank formally adopted it in
2012, except for 2018, when Fed officials most recently raised interest rates. They
reversed course last year and cut rates three times as the global economy slowed and
inflation ran below 2%.

“‘We’re not satisfied with inflation running below 2%, particularly at a time such as
now where we’re a long way into an expansion and a long way into a period of very low
unemployment, when in theory where inflation should be moving up,” Mr. Powell said.

Mr. Powell and his colleagues have been considering changes to their inflation-
targeting framework that would seek to stem falling consumer expectations of future
inflation. The officials are concerned that low inflation and low nominal interest rates
could hinder the Fed’s ability to reduce rates to counteract a future recession.

“We have seen this dynamic play out in other economies around the world and
we're determined to avoid it here in the United States,” he said. Mr. Powell later said
the review was designed to address how “ongoing powerful, global dis-inflationary
trends” have hampered central banks around the world.

Mr. Powell’s comments on inflation provided “a strong message that they’re going
to err on the side of providing more accommodation,” said Kathy Bostjancic of Oxford
Economics. “It's unclear at this point if that means they actually cut interest rates this
year, but at a minimum, they’re far, far away from considering interest-rate hikes.”

The Fed’s post-meeting statement Wednesday offered a mixed assessment of the
economic outlook. It described consumer spending growth as moderate, a downgrade
from “strong” in December, and said business investment had remained weak. All 10
members of the central bank’s rate-setting committee voted to hold the Fed'’s
benchmark federal-funds rate in a range of 1.5% to 1.75%.

To keep the rate trading near the midpoint of that range, they also decided to
slightly increase a separate rate, the interest rate paid on bank deposits, or
reserves, held at the Fed, to 1.6% from 1.55%.

The technical adjustment amounts to a housekeeping move after the Fed flooded
markets with cash in September to prevent money-market volatility from pushing
the fed-funds rate out of its range. The Fed had lowered the interest rate on reserves
closer to the bottom of the fed-funds range in September as part of those efforts.

Since Fed officials’ December meeting, financial markets had been ebullient due to
a cease fire in trade hostilities between the U.S. and China, and the resolution of how
the U.K. would leave the European Union. Reduced geopolitical uncertainty has been
joined by glimmers of firmer global manufacturing activity.
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But markets have turned jittery in recent days because of worries that the outbreak
of the coronavirus in China could further slow the Chinese economy, with repercussions
for global demand.

“There are grounds for what | would call cautious optimism for the global
economy,” Mr. Powell said. “We are not at all assured of a global rebound but there
are signs and reasons to expect it — and then comes the coronavirus.”

The Fed became especially sensitive to global developments last year, shelving in
January 2019 plans to continue lifting rates before turning toward cutting them in July
amid declines in market-based rates and unexpectedly soft inflation readings.

Mr. Powell said it was too soon to say how the virus would affect Chinese, global
and U.S. growth. “There will clearly be implications of course in the near term for
Chinese output, and | would guess for their close neighbors,” he said. “We’ll just have
to see what the effect is globally.”

Speaking more broadly, he said the Chinese economy — the world’s second-largest
— was very important for the global economy. “When China’s economy slows down, we
do feel that,” he said.

Utility Shares Jump on Shift to Safety
by Alexander Osipovich — WSJ — Jan. 30, 2020

Utilities stocks have been among
¥ this month’s winning bets as the
widening corona-virus outbreak has
sent investors scurrying for safety.

The sector has risen 6.1% in the
S&P 500 so far in January, on pace for
its best month since June 2016, when
the U.K.’s Brexit referendum sparked
a broad market panic. The S& P 500
itself is up 1.3% for the month.

Utilities are outperforming every other sector in the index, even inching ahead
of the technology sector, which has been an investor darling in the long-running bull
market. Tech stocks in the S& P 500 have climbed 5.9% to start 2020.

The S&P 500’s worst-performing sector, energy, has fallen 9.1% as the
outbreak that began in the central Chinese city of Wuhan has led to growing travel
disruptions and sparked concerns that it could weigh on global economic growth.
Utilities are generally seen as a defensive play, rising on fears of a market downturn,
because people still need to pay their gas and electric bills each month, even
when they cut spending elsewhere.




Docket No: UG 388 Staff/1306

Financial News at Time of CoC Partial Stipulation Muldoon-Enright/42
Share-price and index performance, year to date Many utilities also pay
10% American Water Works  dividends, allowing their

investors to earn a
* bondlike income even if

the companies’ share
prices don’t appreciate
much.

With low interest rates

* making bonds themselves
0 ' less attractive — the yield
- on the 10-year U.S.
\"\/V Treasury note was 1.593%
on Wednesday, down
sharply from a year ago —
v that has sweetened the

Re.2 i attraction of utilities.
Source: FactSet

Among the best-
performing utilities stocks are American Water Works Co., which is up 11% for the
month; Evergy Inc., which serves customers in Kansas and Missouri, up 11%; and
Atlanta- based Southern Co., up 10%.

Tech, Utility Stocks Both Rally in Polarized Market
by Akane Otani — WSJ — Feb. 24, 2020

Risky investments have rallied this year. So have safe ones.

The tug of war across financial markets shows just how divided the outlook among
investors 1s as they struggle to assess the economic toll of the growing coronavirus
epidemic.

Within the stock market, the two best-performing sectors in the S& P 500 in 2020 have
been technology and utilities. That is notable because the two groups often move in
opposite directions — with technology stocks rallying when investors feel confident in
taking on riskier investments, and utilities and other safety stocks typically doing their
best when money managers feel most skittish about economic prospects.

The S& P 500 tech sector 1s up 8.2% for the year, while utilities have risen 8.3%.
Both groups have significantly outperformed the broader index, which has climbed
3.3% in 2020.

“It's a really polarized market,” said Art Hogan, chief market strategist at National
Holdings.
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Even as the S& P 500 hangs within a few percentage points of its record high, “we
have all of this money plowing into harbors of safety,” he said.

Money managers and analysts had begun the year relatively optimistic about the
global economy.

Risky assets like stocks had even been relatively resilient through some spurts of
selling related to the coronavirus epidemic, with analysts attributing the calm to
investors’ faith that the disease would be contained and that central banks would deploy
enough stimulus to help offset a temporary pullback in growth.

In recent days, that confidence has shown signs of faltering — with defensive
parts of the stock market, as well as the price of other havens like gold and U.S.
Treasurys racing higher.

The yield on the 30-year U.S. Treasury slipped to a record Friday. Yields fall
as bond prices rise. Gold, meanwhile, jumped 1.7%, ending at its highest level since
February 2013.

Analysts have attributed the moves to fears that the coronavirus epidemic will
disrupt consumer spending, manufacturing and supply chains around the world more
than investors had expected.

Many firms’ initial estimates of the epidemic’s impact on growth had assumed that
the disease would be contained within the first couple of months of the year. But in
recent weeks, reports have shown the number of cases continuing to jump around the
world, and multinationals like Apple Inc. have warned that their sales would take a hit
because of a pullback in consumer spending. With that kind of dim outlook, investors
might typically retreat from risky assets overall. But faith that U.S. multinationals —
particularly big tech companies — are resilient enough to withstand a temporary
slowdown in global growth has helped keep those shares higher.

Even with Friday’s pullback, Netflix Inc. is up 17% for the year. Alphabet Inc. has
risen 11%, while Microsoft Corp. is up 13%.

It is difficult to imagine this disconnect being sustainable for long, Mr. Hogan said.
“Are we really pricing in recession fears? Or are people just so nervous they’ll pay
for anything with yield?” he said.

Treasury Yields Fall After Fed Decision
by Sam Goldfarb — WSJ — Jan. 30, 2020

The yield on the 10-year U.S. Treasury note dropped to its lowest closing level
in over three months on Wednesday after the spreading coronavirus caused airlines
to cancel flights to China and the Federal Reserve did little to change investors’
expectations that it could cut interest rates later in the year.

The 10-year yield settled at 1.593%, its lowest since Oct. 9, compared with
1.642% Tuesday.
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Yields, which fall when bond prices rise, declined early in the session after
British Airways said it would halt flights to mainland China, citing a drop in demand
for travel as the number of people infected by the coronavirus climbed.

Bonds rallied further after other airlines said they were canceling flights to the
country, reinforcing concerns that the virus will drag on global economic activity.

They got another boost after Fed officials left interest rates unchanged at the
conclusion of their two-day policy meeting and made few changes to their previous
post-meeting statement from December.

Federal-funds futures — which traders use to bet on the path of central-bank policy
— showed after the meeting that investors thought there was a 69% chance that the Fed
will cut rates by the end of its September meeting, according to CME Group data. That
was up from 58% Tuesday.

Expectations that the Fed will cut rates tend to increase demand for shorter-term
Treasurys by making their yields look more attractive by comparison

Growth fears also boost longer-term Treasurys by increasing the appeal of safer
assets and reducing expectations for inflation.

The yield on the two-year Treasury note settled at 1.419%, down from 1.457%
Tuesday and 1.569% on Jan. 17, the last trading session before a Chinese health
official said the coronavirus was spreading between humans. The Fed cut rates three
times last year, lowering its benchmark federal- funds rate to a range between 1.5% and
1.75%.

At a post-meeting press conference, Fed Chairman Jerome Powell acknowledged
risks to the global economy, like the coronavirus, and causes for optimism, such as the
recent U.S.-China trade agreement.

Fed Holds Benchmark Rate Steady, Reaffirms Its Stance
by Nick Timiraos — WSJ — Jan. 30, 2020

. Fed Chairman Jerome Powell said the central bank was monitoring
= M the impact of the coronavirus on China. ‘When China’s economy slows
' : . down, we do feel that,” he said.

The Federal Reserve left its benchmark interest rate unchanged
and reaffirmed its make-no-moves posture while it gauges how rate cuts
last year cushioned the U.S. economy against a spell of weaker global growth.

‘We're comfortable with our current policy stance and we think it's appropriate,”
Fed Chairman Jerome Powell said Wednesday at a news conference after the central
bank announced its decision.

But his comments suggested that lingering risks to the global economy and
difficulty sustaining inflation at the Fed’s 2% target meant that if Fed officials were to
change rates, they would be more likely to cut them than to raise them.
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Inflation has held below the target since the central bank formally adopted it in
2012, except for 2018, when Fed officials most recently raised interest rates. They
reversed course last year and cut rates three times as the global economy slowed and
inflation ran below 2%.

“‘We’re not satisfied with inflation running below 2%, particularly at a time such as
now where we’re a long way into an expansion and a long way into a period of very low
unemployment, when in theory where inflation should be moving up,” Mr. Powell said.

Mr. Powell and his colleagues have been considering changes to their inflation-
targeting framework that would seek to stem falling consumer expectations of future
inflation. The officials are concerned that low inflation and low nominal interest rates
could hinder the Fed’s ability to reduce rates to counteract a future recession.

“‘We have seen this dynamic play out in other economies around the world and
we're determined to avoid it here in the United States,” he said. Mr. Powell later said
the review was designed to address how “ongoing powerful, global dis-inflationary
trends” have hampered central banks around the world.

Mr. Powell’s comments on inflation provided “a strong message that they’re going
to err on the side of providing more accommodation,” said Kathy Bostjancic of Oxford
Economics. “It's unclear at this point if that means they actually cut interest rates this
year, but at a minimum, they’re far, far away from considering interest-rate hikes.”

The Fed’s post-meeting statement Wednesday offered a mixed assessment of the
economic outlook. It described consumer spending growth as moderate, a downgrade
from “strong” in December, and said business investment had remained weak. All 10
members of the central bank’s rate-setting committee voted to hold the Fed'’s
benchmark federal-funds rate in a range of 1.5% to 1.75%.

To keep the rate trading near the midpoint of that range, they also decided to
slightly increase a separate rate, the interest rate paid on bank deposits, or
reserves, held at the Fed, to 1.6% from 1.55%.

The technical adjustment amounts to a housekeeping move after the Fed flooded
markets with cash in September to prevent money-market volatility from pushing
the fed-funds rate out of its range. The Fed had lowered the interest rate on reserves
closer to the bottom of the fed-funds range in September as part of those efforts.

Since Fed officials’ December meeting, financial markets had been ebullient due to
a cease fire in trade hostilities between the U.S. and China, and the resolution of how
the U.K. would leave the European Union. Reduced geopolitical uncertainty has been
joined by glimmers of firmer global manufacturing activity.

But markets have turned jittery in recent days because of worries that the outbreak
of the coronavirus in China could further slow the Chinese economy, with repercussions
for global demand.

“There are grounds for what | would call cautious optimism for the global
economy,” Mr. Powell said. “We are not at all assured of a global rebound but there
are signs and reasons to expect it — and then comes the coronavirus.”
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The Fed became especially sensitive to global developments last year, shelving in
January 2019 plans to continue lifting rates before turning toward cutting them in July
amid declines in market-based rates and unexpectedly soft inflation readings.

Mr. Powell said it was too soon to say how the virus would affect Chinese, global
and U.S. growth. “There will clearly be implications of course in the near term for
Chinese output, and | would guess for their close neighbors,” he said. “We’ll just have
to see what the effect is globally.”

Speaking more broadly, he said the Chinese economy — the world’s second-
largest — was very important for the global economy. “When China’s economy slows
down, we do feel that,” he said.

Utility Shares Jump on Shift to Safety
by Alexander Osipovich — WSJ — Jan. 30, 2020

Utilities stocks have been among
¥ this month’s winning bets as the

2 widening corona-virus outbreak has
sent investors scurrying for safety.

The sector has risen 6.1% in the
S&P 500 so far in January, on pace for
its best month since June 2016, when
the U.K.’s Brexit referendum sparked
a broad market panic. The S& P 500
itself is up 1.3% for the month.

Utilities are outperforming every other sector in the index, even inching ahead
of the technology sector, which has been an investor darling in the long-running bull
market. Tech stocks in the S& P 500 have climbed 5.9% to start 2020.

The S&P 500’s worst-performing sector, energy, has fallen 9.1% as the
outbreak that began in the central Chinese city of Wuhan has led to growing travel
disruptions and sparked concerns that it could weigh on global economic growth.
Utilities are generally seen as a defensive play, rising on fears of a market downturn,
because people still need to pay their gas and electric bills each month, even
when they cut spending elsewhere.
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Share-price and index performance, year to date Many utilities also pay
10 American Water Works  dividends, allowing their

investors to earn a
* bondlike income even if

the companies’ share
prices don’t appreciate
much.

With low interest rates
M?I/\/\f * making bonds themselves
0 less attractive — the yield
- on the 10-year U.S.
- Treasury note was 1.593%
\’ i on Wednesday, down
sharply from a year ago —

"o that has sweetened the

=2 g attraction of utilities.
Source: FactSet

Among the best-
performing utilities stocks are American Water Works Co., which is up 11% for the
month; Evergy Inc., which serves customers in Kansas and Missouri, up 11%; and
Atlanta- based Southern Co., up 10%.

A Deep Dive into US Electric ROE Authorizations in 2019

by Lisa Fontanella — Regulatory Research Associates (RRA)
An Affiliate of S&P Global Market Intelligence — Feb. 12, 2020

The overall average authorized electric return on equity edged up modestly in 2019
despite a declining interest rate environment. Based on data gathered by Regulatory
Research Associates, a group within S&P Global Market Intelligence, the average
return on equity authorized electric utilities was 9.65% in rate cases decided in 2019,
just above the 9.60% average for cases decided in 2018. There were 47 electric ROE
determinations in 2019, versus 48 in 2018.

While edging slightly upward overall, the average is still hovering around historic
lows, and with the recent rate cuts by the U.S. Federal Reserve, lower authorized
returns may be on the horizon. The average allowed ROEs for the electric sector
have been trending downward since the 1980s, consistent with the declining
interest rate environment. In addition, the proliferation of automatic adjustment and
investment recovery mechanisms that reduce the business risk of a utility have
often been cited as a contributing factor by commissions in authorizing lower ROEs.

Looking at recent years, the average ROE determinations for electric utilities have
declined from 10.03% in 2013 to 9.65% in 2019. During this seven-year period, the
yield on the U.S. Treasury 30-Year bond had increased slightly in 2017 and 2018 after
bottoming out in 2016, but slipped below 2016 levels in 2019 owing to the Fed's three
rate cuts.
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Excluding limited-issue rider cases, the average authorized ROE was 9.64% in
electric rate cases decided in 2019, largely in line with the 9.56% average observed in
2018. The difference between the ROE averages including rider cases and those
excluding the rider cases is driven by ROE premiums allowed in certain states for
riders that address recovery of specific generation projects. For further information
regarding rate of return trends, refer to RRA's latest Rate Case Decisions Quarterly
Update.
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There were 47 electric ROE determinations in 2019 rendered in 24 different state
jurisdictions. The ROE determinations authorized by state public utility commissions
during this period ranged from 8.75% to 10.50%, with a median of 9.60% and an
average of 9.65%. Six states awarded an ROE of 10% or above — California, Florida,
Georgia, Michigan, Virginia and Wisconsin. Only three states awarded an ROE of 9%
or below — lllinois, New York and South Dakota.
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Of the 47 ROE determinations in 2019, 25 were authorized in vertically integrated
cases, eight were authorized in distribution only cases and 14 were authorized in
limited-issue rider proceedings. In 2019, 20 of the 47 cases were settled and 27 were
fully litigated.

The highest electric ROE approved for an electric company in a case decided in
2019 was 10.5%, which was awarded in a vertically integrated case as well as in a
limited-issue rider proceeding.

In the 25 vertically integrated cases, authorized returns have ranged from 8.75% to
10.50%, averaging 9.73% in 2019, with a median of 9.73%.

The highest ROE for the vertically integrated group, at 10.50%, was authorized by
the Georgia Public Service Commission for Georgia Power Co. in December 2019,
following the adoption of a partial, non-unanimous settlement providing for a three year
alternative rate plan. The adopted 10.5% ROE and capital structure were litigated by
the PSC and were not specified in the settlement. An earnings sharing mechanism is to
be in place whereby sharing would occur if the utility's earned ROE falls outside a range
of 10% to 12%. Any retail earnings above 12.00% will be shared, with 40% being
applied to reduce regulatory assets, 40% directly refunded to customers and the
remaining 20% retained by Georgia Power. There will be no recovery of any earnings
shortfall below 9.50% on an actual basis. However, if at any time during the term of the
2019 alternative rate plan Georgia Power projects that its retail earnings will be below
9.50% for any calendar year, it could petition the PSC for implementation of an interim
cost recovery tariff to adjust retail rates to achieve a 9.50% ROE. According to the
PSC, adoption of a 10.5% ROE "appropriately balances the interests of the Company
and its customers, and which the Commission finds to be just and reasonable."

The second highest ROE determination for this group was 10.3%, which was
authorized by the California Public Utilities Commission for Edison International utility
Southern California Edison Co., or SCE. The 10.3% ROE was adopted as part of the
company's 2020 ratemaking cost of capital proceeding that established the returns for
the utility for a three-year term effective Jan. 1, 2020. This was the first fully litigated
cost of capital proceeding since new equity return parameters and capital structures
were authorized by the PUC in 2012. In 2017, the PUC adopted a memorandum of
understanding regarding 2018 and 2019 cost of capital issues.

SCE initially requested a 16.6% ROE comprised of a 10.6% base ROE for non-
wildfire-related risks as well as an additional wildfire risk ROE of 6% that the utility
would "seek to modify or remove upon a material change in SCE's wildfire cost recovery
risk due to mitigating regulatory or legislative changes." SCE testified that its higher-
than-average requested ROE accounts for the fact that investors can choose to invest
in less-risky utilities outside of California and that its proposal aims to compensate
investors for the increased risks they face. However, the utility updated its requested
ROE to 11.45% from 16.6% as a result of the expected effects on SCE's wildfire-related
risk profile of the passage of Assembly Bill AB 1054, which established a wildfire fund
funded jointly by ratepayers and shareholder contributions.
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According to the proposed decision, adoption of a 10.3% equity return "is
reasonably sufficient to assure confidence in the financial soundness of the utility and to
maintain investment grade credit ratings while balancing the interests between
shareholders and ratepayers." The proposed order generally stated: "We find that the
passage of AB 1054 and other investor supportive policies in California have mitigated
wildfire exposure faced by California's utilities. Accordingly, the commission will not
authorize a specific wildfire risk premium in the adopted ROE."

In California, PUC ROE determinations for the state's largest utilities have
occurred outside of general rate cases, in cost of capital proceedings. In 2008, the
PUC established a three-year cycle and a cost of capital mechanism that provides
for possible annual adjustments in the intervening years based on movements in utility
bond yields. Over the last several years, PUC ROE determinations have been above
the prevailing industry averages at the time established.

The lowest authorized equity return for the vertically-integrated rate cases, at
8.75%, was authorized by the South Dakota Public Utilities Commission for Otter Tail
Corp. subsidiary Otter Tail Power Co. In adopting this below industry average return,
one of the commissioners opined that given "Otter Tail's forthcoming expansion and its
track record of service, a return on equity of 8.75% achieves a fair balance of ratepayer
and investor interest."

The second lowest ROE determination for this group was 9.06%, which was
authorized by the Vermont Public Utility Commission for Green Mountain Power. The
9.06% ROE was adopted as part of the company's alternative regulation plan under
which the authorized return is adjusted using a formulaic approach tied to U.S. Treasury
bond yields.
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The eight ROE authorizations rendered in delivery only cases ranged from 8.91%
to 9.70%, averaging 9.37% in 2019, with a median of 9.60%.

For utilities engaged in distribution only operations, the highest return, at 9.70%,
was authorized by the Maryland Public Service Commission for Exelon Corp. subsidiary
Baltimore Gas and Electric Co., following a settlement. The settlement specifies that the
electric rate increase is premised upon a 9.7% ROE. However, the agreement states
that while this equity return would be used to calculate allowance for funds used during
construction and for adjustments under the company's Electric Reliability Investment
rider, it would "set no precedent, and have no broader applicability."

The second highest return for this group, at 9.65%, was also authorized by the
Maryland PSC for FirstEnergy Corp. subsidiary Potomac Edison Co. in a fully-litigated
case before the Maryland PSC. This Potomac Edison case was the first Maryland-
jurisdictional rate case for the company in 25 years. The PSC stated that a 9.65% ROE
"is just and reasonable and will be sufficient to meet Potomac Edison's capital needs."
According to the commission, "that award recognizes that Potomac Edison is a stable
distribution company that does not own generation in its Maryland rate base and that
operates in a low-risk environment." The PSC rejected the company-proposed
adjustments for business risk, credit risk and flotation costs.

The lowest ROEs authorized in 2019 for distribution only cases, at 8.91%, were
authorized by the lllinois Commerce Commission for both Exelon Corp. subsidiary
Commonwealth Edison Co. and Ameren Corp. subsidiary Ameren lllinois Co. in the
utilities' ninth formula rate plan, or FRP, proceedings that were litigated in accordance
with state law that allows for timely rate recognition of investments in electric
infrastructure modernization projects. Since the FRP framework was codified in 2011,
the companies have been authorized significant net rate increases to mitigate regulatory
lag and ensure that the utilities earn a return consistent with the ROE approved under
the framework. However, authorized ROEs, which are determined formulaically and
can be reduced if the utilities fail to meet certain performance standards, have
consistently been well below prevailing industry averages at the time established.
Currently, formula ratemaking under the law extends through 2022.
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The second lowest ROE, at 9%, was authorized by the New York Public Service
Commission for Orange and Rockland Utilities Inc., or ORU, following the adoption of a
settlement that provided for a three-year rate plan for the company's operations
covering the period Jan. 1, 2019, through Dec. 31, 2021. The PSC has a long-history of
adopting settlements containing multifaceted, multiyear rate plans that provide
regulatory predictability during the course of the plan. In the instant case, the
settlement contains earnings-sharing provisions if the company's earned return exceeds
9.6%. The PSC noted that the 9% ROE reflects a premium that "adequately recognizes
the increased financial and business risks inherent in setting rates over a multi-year
period." ORU is a subsidiary of Consolidated Edison Inc.

The 14 authorized ROEs in limited-issue rate cases decided in 2019 ranged from
9.20% to 10.50%, averaging 9.68% in 2019, with a median of 9.31%. The highest ROE,
at 10.50%, was authorized by the Florida Public Service Commission for Duke Energy
Corp. subsidiary Duke Energy Florida LLC pertaining to the company's investment in
two solar projects — the 74.9-MW facility in Hamilton County, Fla., and the 74.9-MW
facility in Columbia County, Fla.

The lowest authorized ROEs in limited-issue cases during 2019, at 9.20%, was
authorized by the Virginia State Corporation Commission, or SCC, in several
proceedings for Dominion Energy Inc. subsidiary Virginia Electric and Power Co., or
VEPCO. In the context of a generic ROE proceeding concluded in November 2017, the
SCC adopted a 9.20% generic base ROE to be used in VEPCOQO's generic rider
proceedings.
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U.S. Economy Heads Into 2020 with Steady Growth
by Harriet Torry — WSJ — Jan 30, 2020

Fourth-quarter growth of 2.1% reflected boost from trade as exports increased;
pace of consumer spending slows. Below: Ford’'s assembly plant in Chicago.
Thursday’s report suggests the U.S. economy is shifting back into a steady pace.

\ u?" ol t P
.M.,

The U.S. economy headed into 2020 on a solid footing, with growth settling back
to the roughly 2% pace that has prevailed during the decade-old economic
expansion.

Gross domestic product — the value of all goods and services produced across
the economy — grew 2.3% last year, after rising at a seasonally and inflation-adjusted
annual rate of 2.1% in the fourth quarter, the Commerce Department said Thursday.

Year-over-year growth of 2.3% was the slowest pace since 2016, but in line with
the average pace that has marked the expansion that began in mid-2009.

The economy was buffeted last year by the U.S.-China trade dispute and a slowing
global economy, but was buoyed by a strong domestic labor market that fueled
consumer spending and optimism.

Many economists expect the U.S. economy to grow at about the same pace in
2020, given the recent trade truce between the U.S. and China, forecasts for a rebound
in global growth, low interest rates and upbeat American consumers.

Despite the hit to business investment from the trade war, “behind the scenes, we
actually saw the consumer side looking pretty solid,” said Brian Coulton, chief
economist at Fitch Ratings.
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The economy’s expansion last quarter reflected a boost from trade as exports
increased and imports dropped sharply, amid slower U.S. household spending and
higher tariffs on imports from China.

Consumer spending rose at a 1.8% annual rate in the fourth quarter of 2019 from a
3.2% pace the prior quarter, and business investment dropped for the third quarter
in a row, while residential investment picked up.
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“Big picture, the headline growth was solid but masking some weakness” in
domestic demand, said Jeremy Schwartz, an economist at Credit Suisse, citing slowing
consumer spending and trade volatility.

The Federal Reserve left its benchmark interest rate unchanged on Wednesday,
maintaining its make-no-move posture, after cutting rates three times in the second half
of 2019. The Fed expects moderate economic growth to continue, Fed Chairman
Jerome Powell said Wednesday.

Potential negatives for the economy remain on the horizon.

Boeing Co. halted production of its troubled 737 MAX aircraft this month, a blow
to U.S. manufacturing. Slowing growth in China and a coronavirus outbreak that
originated there could also pose a risk to the global economic pickup many analysts
expect for this year.
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U.S. stocks edged lower amid fears of a slowdown in global growth. Yields on
10-year U.S. Treasury notes also fell below yields on three-month Treasury bills on
Thursday. This dynamic is known as an inverted yield curve, a condition that has
preceded many recessions. It occurred at several points last year until the Fed cut
short-term interest rates and started purchasing short-term Treasury bills.

Still, the U.S. is reaping the benefits of low unemployment and rising incomes.
That is fueling high consumer confidence and continued, if slower, household spending.

MarkAnthoney Gildersleeve recently bought a new moped to commute to work.
The 33-year-old said he feels “really good” about the economy because he has a good
job as a mechanic in Washington, D.C. “I’'m able to pay bills on time and enjoy my life,”
he said.

Businesses remained wary in the fourth quarter. A key measure of business
spending — nonresidential fixed investment, reflecting spending on commercial
construction, equipment and intellectual property products like software — dropped
for the third quarter in a row.
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The case for an upside surprise to growth in 2020 relies heavily on renewed
business investment in the wake of the Phase One trade deal” between China and the
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U.S., said Eric Winograd, an economist at investment-management firm Alliance
Bernstein.

Companies sensitive to trade disputes say uncertainty over tariffs remains a
worry.

“The uncertainty of what’s going to happen, it's very difficult to plan the future,” said
Phil Marfuggi, chief executive of The Ambrolia Company Inc., which imports cheese
largely from ltaly.

Contribution to change in GDP The West Caldwell, N.J.-based company has put
the brakes on hiring and executives’ travel spending
Consumer spending because of the uncertainty. It also halted plans for a new

facility for cutting, wrapping and grating cheese due to

fpct. otz the U.S. move in October to impose 25% tariffs on food
2 products, among other goods, from the European Union.
0 EXN Two volatile categories, trade and inventories, had
2018 19 an outsize impact on fourth-quarter growth. Overall
Net trade private-sector inventories subtracted 1.1 percentage
point from the fourth quarter’s growth rate. A decline in
2 pct. pts. retail inventories, notably at motor-vehicle dealers, came
0 - as the United Auto Workers union nationwide strike
3 at General Motors Co. ran through most of October.
2018 19 Meantime, net exports added 1.48 percentage point
. ' to the quarter’s 2.1% growth rate, the largest contribution
Nonfarm inventories since the second quarter of 2009. Exports rose at a
2 pct. pts. 1.4% annual rate and imports dropped at an 8.7% pace.
0 The current expansion became the longest on
2 B record in July and it is now midway through its 11th
= A = + + year. The average pace of growth hovered just above

2%, slower than the 2.9% rate during the 2001-2007
expansion and the 3.6% rate from early 1991-2001.



Docket No: UG 388 Staff/1306
Financial News at Time of CoC Partial Stipulation Muldoon-Enright/59

GDP, percent change from fourth quarter to fourth quarter one year ago
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The $1.5 trillion tax cut passed by Congress in late 2017 was part of President

Trump’s plan to boost economic growth to the above-3% annual growth rate that
marked previous robust expansions, but that outcome hasn’t materialized.

Full-year growth fell slightly short of that level in 2018, immediately after the tax cut
passed. The 2.3% year-over-year growth in 2019 was well below the 3.1% level that
the White House projected.

The White House Council of Economic Advisers on Thursday said the global
slowdown, trade, the Fed’s interest-rate policies, Boeing’s production issues and
the GM strike were among factors that held back U.S. growth. It said the recently
signed trade deal with China and the U.S.-Mexico-Canada Agreement should reduce
uncertainty, which, combined with growth in consumer spending and residential
investment “provide reason to expect that the economy has further room to expand in
2020.”

Utilities Outperform in January Amid Broader Market Turmoil
by Charlotte Cox — Regulatory Research Associates (RRA)
An affiliate of S&P Global Market Intelligence — Feb 6 2020
Heike Doerr contributed to this article
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Within the energy and water utility coverage universe of Regulatory Research
Associates, a group within S&P Global Market Intelligence, the electric, multi-utility and
water groups gained 7.5%, 4.4% and 4.5%, respectively, in January, while the gas
group was down 1.7%. PG&E Corp.'s 39.9% gain during the month pulled the electric
group average up; excluding PG&E, the electric utilities averaged a 6.2% bump for the
month.

Energy and water utilities continued their outperformance compared to broader
markets in January, with the RRA utility universe rising an average of 4.8%, compared
to a decline of 0.2% for the S&P 500 and an increase of 2.0% for the Nasdaq
Composite. In economic developments, the advance estimate of fourth-quarter GDP
indicates an increase of 2.1%, signaling a continuation of moderate economic
growth.

On the regulatory front, decisions could be issued during February in two dozen
pending rate cases followed by RRA, including the $353.3 million electric base rate
increase supported by Xcel Energy Inc. subsidiary Public Service Co. of Colorado, the
$44.8 million electric rate increase supported by Avangrid Inc. subsidiary Central Maine
Power Co., and the $59.1 million electric rate increase requested by American Electric
Power Co. Inc. subsidiary AEP Texas Inc.

Top Performers

PG&E Corp. was the best-performing utility overall in January, gaining 39.9%
compared to the overall average gain of 4.8%. However, in full year 2019, PG&E
Corp. was by far the worst-performing stock in the group, with a 54.2% decline. The
company filed for Chapter 11 bankruptcy in January 2019 and continues to work
through the bankruptcy process. U.S. bankruptcy court Judge Dennis Montali recently
approved confidential settlements regarding the company's wildfire liabilities, this time
with 18 victims of the October 2017 Tubbs fire in Napa and Sonoma counties, which
killed 22 people, destroyed 5,636 structures and burned 36,807 acres. As a result, a
scheduled jury trial in state court will not be held. Additionally, PG&E Corp. reached an
agreement with a group of utility bondholders, and as part of the agreement, the
bondholders have consented to withdraw their alternative bankruptcy restructuring plan.

Atmos Energy Corp. was the top-performing gas utility in January, gaining 4.6%.
Over the last 12 months, the Atmos shares have jumped 19.9%, well above the gas
group average increase of 2.8%, and currently trade at a 23x price-to-earnings ratio
based on S&P Global Market Intelligence consensus estimates for 2021, above the 21x
gas group average. Warmer temperatures have depressed seasonal gas demand
recently, although colder weather could return to the northern U.S. later in February.
Gas stocks on average lagged in January, losing 1.7%, after warmer temperatures
depressed seasonal gas demand. In addition, companies with exposure to gas
exploration and production activities, such as National Fuel Gas Co. have felt the
squeeze from lower wholesale gas prices.

CMS Energy Corp. was the best-performing multi-utility in January, gaining 9.0%
after two months of underperformance. On Jan. 30, the company reported fourth-
quarter 2019 adjusted earnings of 69 cents per share, matching the S&P Global Market
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Intelligence consensus estimate and surpassing year-ago adjusted earnings of 39 cents
per share. Management increased CMS's earnings guidance for 2020 to a range of
$2.64 to $2.68 per share, and updated the company's capital expenditure plan to $12.25
billion in investments from 2020 through 2024 from the previous plan of $11.75 billion
from 2019 through 2023.

American Water Works and Essential Utilities share
price change (%)
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American Water Works Co. Inc. and Essential Utilities Inc. — previously known
as Aqua America Inc. — each appreciated over 10% during the month of January,
on the heels of strong stock performance in 2019. As shown in the following graph, the
stock performance of the two largest investor-owned water utilities has been highly
correlated for some time. The divergence experienced in November 2018 came on the
heels of Aqua's announcement that the company intended to acquire the largely
Pennsylvania-centric Peoples Natural Gas. As natural gas utilities trade at a lower
price to earnings multiple than water utilities, this announcement that the company was
diluting its pure-play water business model was initially met with some investor
uncertainty. Aqua America recently completed the transaction and changed its
name to Essential Utilities effective Feb. 3.

Share Price Volatility

Smaller-cap companies generally have lower trading liquidity and therefore,
all other things being equal, tend to have more significant share price swings than
larger-cap equities. An analysis of the standard deviation of log-normalized daily price
returns for utility stocks over the last year supports this thesis, with the generally
smaller-cap gas and water utility sectors displaying the highest average price
volatility. In addition, some gas and water stocks have been attractive as potential
takeover candidates. Average price volatility in the overall energy and water utility
group was about 15% in January.
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PG&E Corp. continued to claim the top spot for volatility in January with 64%,
down from the previous month's 108% volatility. South Jersey Industries Inc. was
next with 25%, while The York Water Co. came in third at 23%. Utilities with the lowest
price volatility in January included Duke Energy Corp. at 9%, Ameren Corp. with 8%,
and El Paso Electric Co. with 2%. El Paso Electric is the target of a proposed
acquisition by private investors.

Yield on 10-Year U.S. Treasury Note Hits Record Low
by Sam Goldfarb — WSJ — Feb 25 2020

Benchmark bond yield settles at 1.328%, breaching previous low set in July 2016.

The yield on the benchmark 10-year U.S. Treasury note fell to an all-time low
Tuesday as stocks swooned for a second straight day, driven by worries the
coronavirus could seriously disrupt an already sluggish global economy.

The fall in yields marked the latest milestone in a decades-long bond rally driven by
persistently low inflation. After hovering between 1.5% and 2% for months, the 10-
year yield was pushed sharply lower by reports the coronavirus was spreading
outside China. The Centers for Disease Control and Prevention warned Tuesday of an
increased threat to U.S. residents.

As investors fled riskier assets for bonds, the Dow Jones Industrial Average lost
more than 3% Tuesday, and has notched a two-day decline of more than 1,900 points,
or 6.6%, to close at its lowest level since October. The two-session rout has cut an
estimated $1.7 trillion from the S&P 500, according to S&P Dow Jones Indices.

Daily Treasury Yield Curve Rates
Date 1yr 2yr 3yr 5yr 7yr 10 yr 20 yr 30 yr
2/25/2020 1.30 1.20 1.16 1.16 1.25 1.33 1.63 1.80

Source: U.S. Department of the Treasury -- Resource Center



