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Full Legal Disclaimer

This research presentation expresses our research opinions.  You should assume that as of the publication date of any presentation, report or letter, Spruce Point Capital 
Management LLC (“SPCM”) (possibly along with or through our members, partners, affiliates, employees, contributors and/or consultants) along with our subscribers and 
clients has a short position in all stocks (and are long/short combinations of puts and calls on the stock) covered herein, including without limitation Essential Utilities, Inc. 
(“WTRG”) therefore stand to realize significant gains in the event that the price of either stock declines. Following publication of any presentation, report or letter, we intend 
to continue transacting in the securities covered therein, and we may be long, short, or neutral at any time hereafter regardless of our initial recommendation.  All 
expressions of opinion are subject to change without notice, and Spruce Point Capital Management does not undertake to update this report or any information contained 
herein.  Spruce Point Capital Management, subscribers and/or consultants shall have no obligation to inform any investor or viewer of this report about their historical, 
current, and future trading activities.

This research presentation expresses our research opinions, which we have based upon interpretation of certain facts and observations, all of which are based upon publicly 
available information, and all of which are set out in this research presentation.  Any investment involves substantial risks, including complete loss of capital. There can be no 
assurance that any statement, information, projection, estimate, or assumption made reference to directly or indirectly in this presentation will be realized or accurate. Any 
forecasts, estimates, and examples are for illustrative purposes only and should not be taken as limitations of the minimum or maximum possible loss, gain, or outcome. Any 
information contained in this report may include forward looking statements, expectations, pro forma analyses, estimates, and projections. You should assume these types of 
statements, expectations, pro forma analyses, estimates, and projections may turn out to be incorrect for reasons beyond Spruce Point Capital Management LLC’s control. 
This is not investment or accounting advice nor should it be construed as such. Use of Spruce Point Capital Management LLC’s research is at your own risk. You should do 
your own research and due diligence, with assistance from professional financial, legal and tax experts, before making any investment decision with respect to securities 
covered herein. All figures assumed to be in Canadian Dollars, unless specified otherwise.

To the best of our ability and belief, as of the date hereof, all information contained herein is accurate and reliable and does not omit to state material facts necessary to 
make the statements herein not misleading, and all information has been obtained from public sources we believe to be accurate and reliable, and who are not insiders or 
connected persons of the stock covered herein or who may otherwise owe any fiduciary duty or duty of confidentiality to the issuer, or to any other person or entity that was 
breached by the transmission of information to Spruce Point Capital Management LLC. However, Spruce Point Capital Management LLC recognizes that there may be non-
public information in the possession of WTRG or other insiders of WTRG that has not been publicly disclosed by WTRG. Therefore, such information contained herein is 
presented “as is,” without warranty of any kind – whether express or implied. Spruce Point Capital Management LLC makes no other representations, express or implied, as 
to the accuracy, timeliness, or completeness of any such information or with regard to the results to be obtained from its use. 

This report’s estimated fundamental value only represents a best efforts estimate of the potential fundamental valuation of a specific security, and is not expressed as, or 
implied as, assessments of the quality of a security, a summary of past performance, or an actionable investment strategy for an investor. This is not an offer to sell or a 
solicitation of an offer to buy any security, nor shall any security be offered or sold to any person, in any jurisdiction in which such offer would be unlawful under the 
securities laws of such jurisdiction.  Spruce Point Capital Management LLC is registered with the SEC as an investment advisor. However,  you should not assume that any 
discussion or information contained in this presentation serves as the receipt of personalized investment advice from Spruce Point Capital Management LLC. Spruce Point 
Capital Management LLC is not registered as a broker/dealer or accounting firm.

All rights reserved. This document may not be reproduced or disseminated in whole or in part without the prior written consent of Spruce Point Capital Management LLC.
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Report Dedication In Memory of Matt Farrell

This report is dedicated in the memory of Matt Farrell (1969-2022). Matt was Spruce Point’s most dedicated and loyal 

Twitter follower. Matt was a true polymath and ardent supporter of short selling activism.   
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Spruce Point Has A Track Record In 
Energy And Alternative Energy Short-Selling

Company: 

Exchange: Ticker Nasdaq: MILL (MILLQ) Nasdaq: DNMR NYSE: GNRC NYSE and TSX: JE

Report Date July 28, 2011 April 22, 2021 / May 21, 2021 June 22, 2022 July 31, 2013

Spruce Point’s 
Criticisms

• Oil and gas asset roll-up with 

origins in Tennessee and 

expanding to Alaska

• Concerns about the CEO and his 

obscured past work history at a 

broker dealer shut down by 

FINRA

• Failure to disclose key risks 

associated with acquired asset

• Accounting concerns around 

asset valuation upon acquisition

• Company’s claims of being 

able to economically displace 

plastics with an ESG solutions 

appear highly unlikely

• Peddling an inconsistent ever-

changing story

• Concerns with the CEO’s work 

history along with the Chief 

Scientific Officer’s credentials

• FOIA from Kentucky EPS 

indicates that its production 

figures, its pricing, and rosy 

financial projections are wildly 

overstated

• To deflect from growing core challenges 

in its power generator business, we 

believe Generac is trying to position itself 

as a new clean energy play to buff its 

ESG and transparency image. However, 

our review of its recent M&A roll-up 

activity to expand its core and clean 

energy efforts reveal a host of serious 

concerns.

• Notably, we question its recent minority 

acquisition of Pramac in Italy at an 

irrationally low multiple, and after a 

review of its foreign financial statements 

find evidence of ballooning receivables, a 

hallmark of channel stuffing.

• Value destructive roll-up in the 

consumer energy marketing space 

• Deceptive business practice being 

claimed by customers 

• Generous 7% dividend yield 

unsustainable as debt load 

increases and earnings and cash 

flow prospects diminish 

• 46% downside risk

Successful 
Outcome

• MILL’s Former CFO and COO 

charged with accounting fraud by 

the SEC

• SEC charged KPMG with audit 

failures

• Company filed for reorganization 

under Chapter 11 bankruptcy 

• Shares declined -100%

• Disclosed a material 

weakness of controls related 

to risk assessment, product 

revenue, stock-based 

compensation expense, 

income taxes, and processing 

and paying vendor invoices 

for certain contracts

• Has continued to miss 

revenue and EPS targets

• Shares have declined by up to 

-94% since our report

• Generac’s largest solar distributor filed a 

lawsuit alleging it covered-up defective 

products

• The Company’s COO resigned

• Generac issued preliminary financial 

results that blind-sided investors with a 

slow down in growth

• Generac disclosed it received subpoena 

related to a grand jury investigation

• Shares have declined by -60% since our 

report

• In less than a year, CEO Ken 

Hartwick resigned 

• Company issued restated 

financials having understated bad 

debt allowances by $74.6m and 

issued a material weakness of 

financial controls 

• The dividend was eliminated in 

Aug 2019 and the Company 

announced a strategic review of 

operations with limited progress

• Just Energy files for bankruptcy, 

down -100%

The recommendations shown above are not intended to be exhaustive or represent investment returns following Spruce Point’s research campaigns. A full list of all recommendations made 

over the past twelve months can be found on our website. 

Spruce Point has a track record of producing critical and thought-provoking research related to highly promoted public companies

implementing North American roll-up strategies in energy, alternative energy, and ESG industrial businesses. 

https://www.sprucepointcap.com/miller-petroleum/
https://www.sprucepointcap.com/danimer-scientific-inc/
https://www.sprucepointcap.com/danimer-scientific-inc-update-2/
https://www.sprucepointcap.com/generac-holdings-inc/
https://www.sprucepointcap.com/just-energy/
https://www.sec.gov/news/press-release/2015-161
https://www.sec.gov/news/press-release/2017-142
https://www.sec.gov/Archives/edgar/data/785968/000078596815000068/a2015-10x01exhibit991.htm
https://www.wral.com/generac-sued-over-issue-that-led-to-pink-energy-closure/20560927/
https://www.sec.gov/ix?doc=/Archives/edgar/data/0001474735/000143774922024034/gnrc20221012_8k.htm
https://www.sec.gov/Archives/edgar/data/1474735/000143774922024347/ex_433428.htm
https://www.sec.gov/Archives/edgar/data/1474735/000143774922024347/ex_433428.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0001474735/000143774922026207/gnrc20220930_10q.htm
https://investors.justenergy.com/node/6636/html
https://www.sec.gov/Archives/edgar/data/1538789/000117184319005533/exh_992.htm
https://www.sec.gov/Archives/edgar/data/1538789/000117184319005533/exh_992.htm
https://investors.justenergy.com/news-releases/news-release-details/just-energy-group-inc-announces-strategic-review-process
https://www.spglobal.com/marketintelligence/en/news-insights/latest-news-headlines/insolvent-just-energy-seeks-bankruptcy-protection-over-texas-turmoil-63081774
http://www.sprucepointcap.com/research/
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Spruce Point Recognized As An Industry Leading 
Short-Selling Activist

On February 16, 2023 Spruce Point Capital Management was ranked #2 in Insightia's Activist Short Seller Top Five for the year 

2022. We would like to offer a special thanks to all our readers far and wide across the globe for their support of our work.

Source: ActivistInsight.com

https://www.activistinsight.com/aiar22/
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Spruce Point Issues A “Strong Sell” Opinion On 
Essential Utilities, Inc (WTRG) With 35% - 50% Downside

After conducting a forensic review of Essential Utilities, Inc. (NYSE: WTRG or “the Company”), Spruce Point has grave concerns about the 

efficacy of its business model, the accuracy of its financial reporting, and its ability to meet financial obligations and targets. WTRG, formerly 

named Philadelphia Suburban Corp. and Aqua America, Inc., is an aggressively managed roll-up of water, wastewater and natural gas assets 

that is highly dependent on external capital to sustain itself. Based on our analysis of over 30 years of financial data and public 

information, we question the public benefit of WTRG’s business model, and believe it is a vehicle for insider enrichment that

operates akin to a Peter-to-Peter-to-Paul scheme whereby money from new and current investors is used to pay existing investors a 

highly promoted dividend. We have grave concerns about the accuracy of its financial reporting and growing financial stress given its recent 

$4.3 billion levered acquisition of Peoples to diversify into natural gas. Based on documented history of a Board member referencing the 

current Chairman & CEO as “disingenuous” and evidence that the Audit Chairman once advised a company that filed for bankruptcy and was 

described by the bankruptcy trustee in court documents as fraudulent and with “many of the characteristics of a Ponzi scheme,” we do not 

believe the Board is best equipped to look after shareholder interests. Investors should also be on further red alert that WTRG’s stock 

was once promoted by a notorious firm that itself ran a Ponzi scheme. Currently levered 7x Debt/EBITDA, needing to raise ~$1.7 billion 

(including $500 million of new equity sold at-the-market) and valued near the highest among its peers, we believe there is approximately 

35% – 50% ($20.00 – $28.00) downside risk. 

An Aggressive, 

Capital 

Dependent 

Roll-Up Hitting 

A Wall That 

Draws Public 

Outrage

Since embarking on an aggressive roll-up acquisition strategy in the early 1990s of water and wastewater municipal assets, 

WTRG has made over 350 acquisitions spending approximately $4.5 billion in cash. Favorable regulation and the perception 

that infrastructure assets are safe, provide it an opportunity to borrow large amounts of money and implement higher prices to 

consumers while pushing the narrative that it is investing money to improve aging infrastructure to deliver reliable water 

services. However, like most roll-ups as they grow and mature, size ultimately becomes an inhibitor to continued growth. 

WTRG has already failed at multiple state and joint venture expansions, and we believe it is now at the declining 

phase of its growth story as its aggressive price increases and numerous snafus in billing, service and water quality 

have created an environment of public outrage against it. Meanwhile, growing pools of capital dedicated to infrastructure 

investing, the emergence of NextEra Energy as a major player in the space, and changes in legislation towards “fair market 

value” whereby municipalities can command more for their assets, has markedly increased WTRG’s competition in completing 

new acquisitions. To illustrate, in a recent auction in WTRG’s home state of Pennsylvania, over 100 bidders emerged, and an 

asset sold at a 113% premium to WTRG’s offer price. Through multiple Freedom of Information Act (FOIA) requests, we also 

see how WTRG has pursued deals of questionable economic value. For example, it invested over 4 years time to acquire 

assets from the Village of Frankfort that contributed only 711 customers. The assets cost $1.4 million (not including the $50k of 

legal fees it reimbursed the Village for) and require a $5.6 million capital improvement plan. WTRG’s plan is to increase prices

87% within three years! With long-term water use declining and limited organic customer growth opportunities, we believe 

small deals like Frankfort illustrate WTRG’s desperation to grow at any cost. WTRG recently cut its acquisition pipeline from

430,000 to 400,000 (-7%) between January and February 2023 and subtly lowered its organic water rate base growth outlook. 
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Evidence That The Peoples Acquisition Is Severely 
Challenged And Failing To Hit Targets

Style Drift

Evidence That 

WTRG’s Levered 

Acquisition of 

Peoples Natural 

Gas Was Done To 

Avoid Missing 

Wall Street 

Expectations

And

Is Falling Below 

Plan 

And 

Received A 

Critical 

Independent 

Audit Review 

A Poorly Timed 

Deal As 

Temperatures 

Rise And ESG Is 

Becoming A Big 

Factor

Employee 

Turnover Is 

Rising

Beware when a company diversifies away from its core business. In October 2018, WTRG announced the $4.3 billion 

dollar acquisition of Peoples, a provider of natural gas distribution services to residents of Pennsylvania, Kentucky and West 

Virginia. Peoples was formed through various acquisitions by SteelRiver Infrastructure Partners from 2010-2017. WTRG paid 

15x and 12x 2018 and 2019 Adj. EBITDA. In Spruce Point’s experience, when public companies buy assets from private 

equity owners, it rarely ends well for shareholders. WTRG has been touting the many benefits of the transaction, including 

diversification into natural gas. However, based on our primary research involving talking to former employees with 

knowledge of WTRG’s finances, we learned that the transaction was defensive and there were concerns raised about 

the Company’s ability to meet investor targets absent the transaction. Leading up to the transaction, we find evidence that 

three of WTRG’s key water segments (residential, commercial and wastewater) were experiencing declining revenue per 

customer growth, while its consolidated return on equity and EPS were both in decline.

After conducting a close forensic examination of the transaction, which saddled $1.9 billion of incremental debt to WTRG’s 

balance sheet and required significant equity dilution, we find evidence that Peoples is falling behind its rate base growth plan, 

and that its customers are having difficulty paying bills. To illustrate, WTRG’s allowance for bad debts as a percentage of gross 

receivables has skyrocketed from approximately 6.4% pre-deal, to more than 29% in 2021. Furthermore, we estimate that 

Peoples EBITDA margins have contracted by 540bps (pre-deal to 2022) and 1,130bps (Q1 2020 to 2022). Spruce Point finds 

alarming evidence that WTRG’s operating cash flow margin is in perpetual decline having fallen from 48.2% to 38.3% (pre deal:

2017-2019) and are contracting even further to 23.9% though 2022. Not only are WTRG’s water volumes declining annually, 

but now also it faces declining natural gas usage among its Peoples customer base. In a sign of its financial stress, WTRG 

regularly has negative cash and reports “book overdrafts” which analytically we reclassify from financing to operating cash flows 

because they are considered current liabilities and form part of working capital movements. 

A recent audit by the Pennsylvania Public Utility Commission (“PUC”) revealed some alarming insights into the status of the 

combined Company. In only 5 out of 22 categories (27%) scored by the audit did WTRG/Peoples receive a mark that it “Meets 

Expected Performance Levels”. Drilling down deeper, we find evidence of wide-ranging issues encompassing accounting 

systems that lack documented flow charts, internal control and cost allocation issues, along with manual processes and a lack

of formal budgeting policies in what the report called a “Complex Organization”. 

Based on our primary research, we also believe WTRG’s move into natural gas has a negative perception among 

investors from an environmental perspective as part of the “ESG” investing movement. We believe global warming and 

a recent unusually warm winter in the Northeast is hampering natural gas demand and putting further pressure on WTRG’s 

already challenged business. Perhaps as a result of these challenges, WTRG is now explicitly highlighting an increase of 

voluntary turnover within its organization. Since 2020, voluntary attrition has more than doubled from 4% to 9%. 
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Rising Signs of Financial Stress Are Emerging

Growing 

Signs 

of Financial 

Stress And 

Financial 

Reporting 

Issues

Long-term trends are working against WTRG in both water volumes – as appliances become more efficient and conservation measures increase –

and in natural gas volumes as temperatures rise, customers connect directly to transmission pipelines and alternative energies gain adoption. 

Negative trends open the door for WTRG to potentially get more aggressive and/or opaque with financial reporting. WTRG lays out plans to spend 

$3.3 billion through 2025 on capex (a recent increase in guidance from $3.0 billion) while also carrying a burden to maintain (and grow) $303 million 

per year in dividends. There are also approximately $380 million of acquisitions currently pending to close with “active” opportunities in the pipeline. 

WTRG guides investors to EPS that will compound annually 5%–7% through 2025. Yet, given that WTRG pitches itself as having stability by being 

an essential utility, why can’t it provide cash flow guidance? We find many indicators that WTRG’s cash flow is being pressured:

Omission of Operating Cash Flow Discussion: WTRG does not provide quarterly discussion of its operating cash flow in the MD&A section of its 

10-Q. Given its negative working capital and dependence on external capital, we believe this information is material to investors.

Rising Bad Debt Allowance: As mentioned before, WTRG’s allowance for bad debt as a percentage of gross receivables has skyrocketed from 

approximately 6% pre-deal, to 29% in 2021 and is still highly elevated at 23.7% through year end 2022. The peer industry average is 7.2%. 

Normalization of COVID-19 Effect: Due to shelter-in-place mandates and the work-at-home effect, WTRG experienced an increase in residential 

water demand. However, that demand appears to have normalized and the Company is no longer providing quarterly volume metrics.

Growing Divergence Between Net Income And Operating Cash Flow: Spruce Point frequently evaluates the ratio of operating cash flow to net 

income in assessing the “earnings quality” of a company’s financial reporting. In the case of WTRG, we see a clear trend that the ratio has been in 

decline post the closing of Peoples in Q1 2020. In the most recent Q4 2022 quarter, the ratio made a two-year low. 

Increasing Short-Term Debt Dependence And Debt Modification: Earnings are typically weighted towards Q1 and Q4, so it is not surprising to 

see more strain in Q3. However, if we evaluate Q3 2022 to the Q3 2020 results post-closing of Peoples, we find a significant increase in short-term 

debt. In June 2022, Peoples amended its 364-day revolving credit agreement primarily to increase the amount of the facility from $100 to $300m.

Asset Divestiture: On January 3, 2023 WTRG announced it would sell its West Virginia gas utility assets. These assets were acquired through the 

Peoples acquisition. Our primary research finds it was an underperforming business. 

Goodwill Testing Methodology And Accounting Principle Change: We view it as a major red flag that in 2021 WTRG changed goodwill testing 

methodologies and ultimately made an accounting principle change disclosed in Q4 2022. We observe that it earlier switched from a “quantitative” 

to a “qualitative” approach for its Regulated Water and Aqua Resources unit. It changed from using a DCF approach to a “market and income 

approach” to evaluate the Regulated Natural Gas segment. The accounting principle change claimed it was for better alignment with long-term 

planning and forecasting but WTRG made no fiscal year reporting period change. As an additional concern, WTRG is saying testing requires 

significant judgment and assumes margins will “generally” increase in the future, despite the fact margins have consistently declined for three years 

post-acquisition. How general, or rather liberal, is WTRG being with its assumption?
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The Dividend Mirage, “Disingenuous” Chairman 
And Questionable Audit Chair Overseeing It All

Cash 

Degenerative 

+ Highly 

Dependent 

On External 

Capital

A Flawed 

Dividend 

Policy

A Dividend 

Reinvestment

Policy That 

Could Create 

Circular 

Payments

Insiders Own 

Almost No 

Stock

Questionable 

Audit Chair 

and Audit 

Committee 

“Financial 

Expert”

WTRG positions itself as an infrastructure utility providing “essential” services and offers investors a dividend that is not unusual among 

companies in its industry. Over the years, it has heavily promoted its ability to consistently grow the dividend. WTRG claims that the dividend 

enhances shareholder value and references itself as a “dividend achiever”. Its policy is to target a payout ratio no higher than 65% of net income.

However, Spruce Point believes that its dividend policy is flawed because net income is not a proxy for free cash flow available to service the 

dividend given its large capital expenditure (“capex”) requirements and commitments to acquisitions. We believe the appropriate policy is to pay a 

dividend commensurate with its free cashsecond flow after both capex and acquisition obligations have been satisfied. 

The problem is that WTRG has no surplus capital to pay dividends. In fact, by looking at over 30 years of financial performance data starting 

in 1990, we find that WTRG has paid cumulative dividends of $2.6 billion. It has generated cumulative cash from operations of $7.4 billion but 

spent $9.4 billion on capex. This leaves a deficit of ~$2.0 billion. Yet this doesn’t tell the entire story since acquisitions are a core part of its growth 

strategy and it has spent approximately $4.5 billion on acquisitions. In aggregate, the Company has had a capital deficit of approximately $9.1 

billion that has needed to be filled through external capital raising. 

Focusing on the dividend, Spruce Point warns investors that WTRG’s dividend reinvestment and direct stock purchase program offering a 5% 

discount isn’t a great investment proposition. In fact, shareholders may slowly be figuring this out on their own. Over time, the participation rate of 

the reinvestment program has dramatically declined from 15.4% in 2010, to just 5.1% recently. WTRG claims that reinvestment proceeds are 

used to, “invest in our operating subsidiaries, repay short-term debt, and for general corporate purposes.” More pointedly, we believe that 

because WTRG cannot cover its dividend with free cash flow, money raised from investors through these programs could essentially

be used to pay back the same and other investors dividends, or “taking from Peter, to pay Peter and Paul.”

Investors should not place undue confidence that management and the Board will act in their best interest. Spruce Point observes that insiders 

own a miniscule 0.17% of shares outstanding and dilute their ownership through frequent stock issuances. When we benchmark WTRG’s insider 

ownership against industry peers, we find they have among the lowest insider ownership. Current Chairman and CEO Christopher Franklin has 

come under fire in the past. In 2016, a Board member resigned and in a documented email referenced his actions as “Disingenuous”. This should 

be alarming in the context of his recent compensation that was blessed by another director who now sits on the compensation committee, and 

who was referenced in the same email from 2016. Management is handily exceeding its targets for short-term cash incentives thanks to 

unaudited adjustments to earnings for normalization of weather events and costs. We believe weather variations are a known and ordinary 

operating risk of WTRG’s business, but management wants investors to now ignore it when considering how it should be paid. 

We believe WTRG’s Board is poorly constructed and alarming. WTRG has failed to implement public recommendations made by an independent 

audit from New Jersey to recruit more directors with water industry experience. Instead, none of its last three Board appointments have any 

public work experience in either the water or gas industry. Lastly, we question the fitness of Audit Chairman Lee C. Stewart and Director David 

Ciesinski (with over 20 years marketing experience) who was appointed “Financial Expert”. Mr. Stewart’s biography fails to state he was on 

the advisory board of Fletcher Asset Management (“FAM”). There is no time frame as to when he became associated with FAM, but it

was notable because it eventually filed for insolvency. The bankruptcy trustee described FAM as a “fraud” and having “many 

characteristics of a Ponzi scheme”. Founder Alphonse “Buddy” Fletcher worked at Bear Stearns as did director Stewart. Bear Stearns was 

notable as the investment bank that collapsed during the financial crisis for owning toxic assets with too much leverage.
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Frequent Shifting of Customer Measurement, New 
Signs of Reporting Errors, And Undisclosed Restatement

Frequent 

Changes To 

Customer 

Measurement

Peoples 

Revenues 

Not 

Matching

Revenue 

Bridge

Not 

Adding Up

Stealth 

Revenue 

Disclosure 

Change

“Other” 

Revenue 

Bucket 

Quietly 

Restated

ERP

Pushback

Changes Undermine Confidence In The Consistency And Comparability of Reporting: We express concerns that WTRG is shifting 

its references to unit customer additions to its business from “customer connections”, to “equivalent dwelling units” and finally, 

“equivalent retail customers or equivalent dwelling units”. To the best of our knowledge, WTRG has never defined how it calculates an 

equivalent dwelling unit. We call on management to explain why it cannot consistently describe unit growth. A recent FOIA and analysis 

of the Village of Oak Bridge, Illinois transaction illustrates our concern. On December 2, 2022 WTRG announced it acquired water assets 

from the Village for $12.5 million servicing “4,000 customer equivalents”. However, WTRG has changed its description multiple times. 

Our FOIA shows in a data request from December 2021 that the Village reported connections of 5,389, but WTRG initially disclosed

2,121 customers. It then changed the description to 4,000 customers, and finally settled on 4,000 customer equivalents. The shifty 

description also extends to WTRG’s acquisition pipeline where we observe that since November 2022, it has twice changed its 

description from “total customers or equivalent dwelling units”, to “customer equivalents”, and finally to “total customers”. 

Signs of Potential Revenue Misstatement And Irreconcilable Revenue Bridge At Peoples: Spruce Point analyzed the performance 

of the transformational Peoples acquisition post-closing by WTRG on March 16, 2020. WTRG reports results in the Regulated Natural 

Gas Segment. In addition, in the year post-closing, it reported revenue and net income contributed in the “Acquisitions” section to the 

financial statements. When reviewing the financial reporting, we find evidence of potential financial misstatement. For example, for FY 

2020, there is a $14.4m discrepancy in revenues. 

Spruce Point cannot reconcile the 2021 operating revenue bridge as displayed in the year end investor presentation, with the disclosures 

made in the 10-K. For example, if purchased gas flows through revenue dollar-for-dollar and it increased by $159.3m in 2021 (as 

disclosed in the 10-K), why does the bridge show purchased gas increasing revenues only by $55.1m? How did revenue contributed 

from a change in natural gas volumes go down in 2021 vs. 2020 given: 1) A full year of Peoples natural gas volume contribution in 2021 

vs. 2020 (volumes increased substantially from 91,695 to 139,672 MMcf) and, 2) An increase in natural gas prices from 2020 to 2021?

It also appears that WTRG may be inflating revenues by making a stealth change in 2021 that included in revenues the full impact of 

infrastructure rehabilitation surcharges. For comparison, in prior years WTRG referenced rate increases “net” of the surcharge.

Undisclosed Restatement And Unusual “Other Revenue” Margin Increase: Other revenue and eliminations is a bucket that can 

potentially be used to manage financial results. In 2021, there was a large and unexplained credit to operations and maintenance

expense which significantly boosted operating income in a segment that historically has generated large financial losses. Recall the PUC 

audit report warned about financial control issues around cost allocations and affiliate transactions.

ERP Implementation Challenges: We believe that WTRG has struggled with implementing a new Enterprise Resource Planning 

program. This could be part of the reason we observe issues with financial reporting. In fact, we find that post Q1 2022 that WTRG 

removed a reference that its next phase of implementation would be expected to go live in H2 2023.
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We See 35% - 50% Downside Risk 
($20 – $28/share) To WTRG’s Share Price

Multiple

Reasons

WTRG Is 

Overvalued 

And 

Should See 

35% - 50%

Downside 

We believe Essential is signaling that it will miss its targets for the first time since 2015, is richly valued with a poor risk / 

reward, and should trade at a discount – not a premium – to peers given the numerous issues we’ve identified including:

1. Increasing challenges sourcing larger acquisitions that will move the needle, delays in pending acquisitions (e.g., DELCORA) 

due to legal issues and questionable economic value of current closed deals (Oak Brook, Frankfort, IL)

2. Long-term declining water usage and revenue per customer; recent cut of organic water rate base growth made in Feb 2023

3. Hastened decision to leverage its balance sheet to acquire Peoples, a complex and poorly integrated natural gas company 

that has unfavorable long-term ESG considerations, unusually high bad debts, and is now being evaluated for impairment

4. Evidence that Peoples has experienced declining EBITDA margins post acquisition, and that in aggregate, WTRG continues 

to experience declining operating cash flow margins

5. Evidence to suggest financial misreporting and unexplained variances tied to the natural gas business, along with unusual 

and poorly explained changes in “other revenue and eliminations”

6. Quarterly financial reporting fails to discuss factors affecting operating cash flows which we believe is material information

7. Persistent decline in earnings quality as measured by the ratio of operating cash flow to GAAP net income falling for 2 years

8. Elevated risks around WTRG’s tax accounting and judgments

9. Negatively levered towards global warming and climate change, which reduces the need for natural gas during the cold 

months of Q4 and Q1. Early indications in Q1 2023 show unusually warm weather by ~20%

10. Governance concerns, both as previously documented by a former Board member referencing the current CEO/Chairman’s 

actions as disingenuous, and recent observations that management is wanting to be paid on results ‘normalized’ for weather 

and other cost increases 

11. Minimal and decreasing alignment of insiders with investors as evidence by insider ownership at just 0.17% 

12. Frequent need to issue stock through an uncommitted at-the-market program and limits to the Company’s ability to leverage 

the balance sheet further within its credit rating given already industry-high 7x Debt/EBITDA ratio (>8x with planned debt 

issuance)

13. Poorly positioned in the current environment where interest rates are rising, and inflation remains high translates into a higher 

cost of capital for a persistent capital raising company. Regulatory lag limits its ability to pass on these rising costs to investors 

in the short-term. We estimate $1.2 billion of new debt capital will cost an incremental $27m per year in interest expense

14. Inability to cover the dividend over the long-run necessitates new capital to sustain and grow it

We believe the few brokers covering WTRG fail to highlight the multiple issues we’ve identified in our report as risks to the

investment story and see 32% upside. WTRG trades at a large premium to peers at 8.1x and 16x 2023E revenue and EBITDA 

(9.0x and 17.6x factoring in required capital raising) for below average growth, above average financial leverage, and on 

expectations that we expect to disappoint. We see 35% - 50% downside risk as the Company fails to meet financial targets. 
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Summary of Why Now Is The Time To Short 
WTRG’s Broken Roll-Up Growth Strategy

We often get asked when is the right time to short a roll-up? 

We think there is compelling evidence that argues now is the time to be short Essential Utilities. 

Factor What To Look For Evidence Of What’s Occurring At Essential Utilities

Core Acquisitions
Carefully evaluate the characteristics and 

nature of recent acquisitions

More competition for assets at auction driving up values

Deal velocity declining

Delays and legal challenges occurring at pending deals

Completing incredibly small deals that don’t move the needle

Diversification

Look for evidence that management is 

losing focus or straying from its core 

competency

WTRG recently levered up to acquire Peoples for $4.3bn, which is an extreme pivot away 

from municipal water assets

Cash Flow Strain
Look for evidence of cash flow 

deterioration 

Cash flow margin has been in consistent decline

“Earnings quality” is declining with the ratio of cash flow to net income moving sharply 

lower over recent quarters

Allowance for bad debts is sharply increasing

Increased its short-term revolver capacity and usage

Goodwill Impairment 

Accounting Change

Look for changes in methodology that 

appear to forestall impairment

In Q4 2022, WTRG disclosed a change of accounting principle around goodwill testing, 

added a risk factor about impairment, and is making dubious assumptions that 

persistently declining margins will “generally” increase in the future

Capital Costs
WTRG is highly dependent on external 

capital. Look for signs of rising costs

We estimate WTRG needs to raise $1.7bn of capital over the next 12-18m to fund its 

capex, acquisitions and dividends. Needs ~$1.2 billion of debt (and uses a $500m at-the-

market equity program). Given rising rates, new debt would cost ~$27m per year more of 

interest expense. WTRG is also using more short-term borrowing and has 10% of its debt 

exposed to rising rates 

Investor Expectations
Mismatch between what the analysts 

project and what’s really happening

Sell-side analysts haven’t reduced 2023 forecasts since the Peoples deal closed in 2020. 

Meanwhile, WTRG recently stressed it always meets its targets but signaled multiple 

factors that could result in disappointment later this year

Insider Enrichment 

And Insulation Tactics

Look for signs that insiders are acting in a 

more self-interested manner to preserve

their jobs and get more cash out of the 

business

Past three Board appointments lack industry experience.

Modified its Adjusted EPS calculation with $42m of unaudited adjustments for ordinary 

risk factors to its business such as the weather which allowed management to reap an 

unjustified annual cash incentive bonus

Insider and Managerial 

Turnover

Look for signs of an increase in turnover 

throughout the organization 

Voluntary turnover has more than doubled from 4% to 9% since 2020, 

including the COO



15

Enormous Disconnect Between What Bond And Stock 
Holders Think of WTRG’s Future Post Closing of The 
Peoples Transaction

Shortly after the closing of the Peoples deal on April 13, 2020 WTRG issued a $600 million, 3.35% Baa2/A- rated Senior Unsecured

Note due 2050. When comparing WTRG’s long duration debt and equity, there is a clear mismatch in terms of what debt and equity 

holders think of the Company’s earnings prospects.(1) WTRG’s equity, which is subordinate to the debt, has moderately increased in 

value, while the debt is trading at approximately $69 with a 5.6% yield. WTRG’s dividend yield is 2.6% and the Company effectively has 

to raise external capital to cover the payments due to growth capital requirements. Raising an additional $1.2 billion of debt would cost 

the Company ~$27 million more per year of interest expense. 

Essential Utilities Stock Price vs. Long-Duration Bond and BBB Corp Bond Index

(1) According to Bloomberg, there has been no change in 2023 consensus earnings estimates from deal closing to present 
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WTRG Appears To Be Signaling Earnings 
Disappointment 

A company’s ability to meet investor expectations with consistent returns, no matter what the circumstances, should be viewed as an 

extreme red flag. For example, Madoff’s ability to provide consistent returns and results for investors no matter the environment was a 

hallmark of his Ponzi scheme, until the large economic shock of the Great Financial Crisis impacted his ability to raise new capital. 

Spruce Point finds it alarming that WTRG’s CEO recently referenced his ability to never disappoint Wall Street, but dropped glaring hints 

that suggest disappointment could be on the horizon. For example, DELCORA’s closing and revenue contribution being delayed to 2024 

would result in 2023 revenue falling $44m below plan.(1)

Source: FY 2022 Conference Call, Feb 27, 2023

(1) DELCORA 2023 Budget projects $88m of full year revenue; half-year revenue contribution estimated at $44m

At The Intro of 

the Call, the 

CEO Says He 

Always Meets 

Guidance

And Later In 

The Call, Hints 

of Problems 

Foreshadowing 

Disappointment

“Let's start out with some highlights from our 2022 year. Our focus on operational efficiency and infrastructure improvement and

service-related priorities led us to another strong year, reporting earnings per share of $1.77, which is 6% better than last year 

and the midpoint of our 2022 guidance. It's also in line with our 5% to 7% long-term guidance, despite macro challenges of 

inflation and rising interest rates among other as you all know about. Importantly, in a context of that I want to point out that 

since I became CEO in 2015, my team and I have always met the guidance we provided to the street.”

“As of this call, we have eight signed asset purchase agreements for nine systems across four states. All of these are in states

where we currently do business. These acquisitions will add nearly 219,000 customers or customer equivalents and total nearly

$380 million purchase price. Now, let's take a minute and talk about the status of DELCORA On our last call, you'll recall 

that we provided the PUC procedural schedule and our expectations of closing this acquisition in the first of 2023

based on the most recent legal and regulatory actions a mid-year closing is now unlikely, we now expect to close 

toward the end of this year.

All right, now before we walk through our 2023 guidance, I want to provide clarity on how we're thinking about the impacts of

both weather and our acquisition program on the guidance we provided you last month. Dan mentioned earlier in the call, the 

colder than normal weather in 2022 had a favorable impact on revenues.

While it's very early in the year and we still have another month left in the first quarter. Year-to-date 2023 weather for 

the region where our natural gas segment is located has been approximately 20% warmer than normal. This will likely 

be a topic for our next earnings call for first quarter, but as a reminder the fourth quarter has a significant impact as 

usage as well. So, it's far too early to determine the weather impact on our results for the year.

Regarding our acquisition program, you may recall that DELCORA was included in the guidance we provided for 2023. 

I want to point out that we do not believe that the delay in the closing of DELCORA alone would cause us to fall outside our 

existing EPS guidance range for 2023. So, we'll continue to monitor the impact of weather and acquisitions but we remain 

confident. In 2023 guidance, we released.”

https://seekingalpha.com/article/4582609-essential-utilities-inc-wtrg-q4-2022-earnings-call-transcript
https://www.delcora.org/about-us/financials/


WTRG’s Water Asset Roll-Up 
Strategy Is Failing As Multiple 
Pressures Work Against It
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Multiple Name Changes Often A Huge Red Flag

(1) “Philadelphia Suburban Corporation Changes Name to Aqua America, Inc. and Ticker To WTR; New Name Reflects U.S. Roots, Domestic Base”, Jan 16, 2004, Press Release

(2) “Aqua America Announces New Name and Executive Leadership Team Ahead of Peoples Closing”, Jan 16, 2020, Press Release 

Philadelphia Suburban 

Corporation (NYSE: PSC)

1968 - 2004

Aqua America, Inc. 

(NYSE: WTR)(1)

2004 - 2020

Essential Utilities, Inc. 

(NYSE: WTRG)(2)

2020 - Current

Spruce Point cautions investors to be wary of companies that go through frequent name changes and corporate “re-branding” as 

we believe it is a tactic to cover a dark history of problems. Essential Utilities, Inc. (formerly Philadelphia Suburban Corp and 

Aqua America, Inc.) was recently formed by the $4.3 billion levered acquisition of Peoples, which transitioned it from a 

water/wastewater to a water/wastewater and natural gas company. Our research indicates that the transaction was done out of 

necessity and that it is obfuscating increasing financial stress. With negative cash flow and record leverage at 7x Debt/EBITDA,

we believe investors in WTRG will experience continued dilution and disappointment for the foreseeable future. 

Spruce Point: “From where you started, to where you left, what do think of the change in future prospects of WTRG’s 

business?”

Answer: “I was excited when I joined, but after I joined, I realized there was concern if we were going to meet 

expectations, but that cause evaporated after the Company acquired Peoples.” 

Spruce Point: “Just to summarize, you thought there were risks had they not come up with the Peoples acquisition?”

Answer: “Yes, if you do enough digging, between 2014-2017 you can feel that out. There was something coming, and 

they had to figure out a solution, and they did (with Peoples).”

Spruce Point 

Interview of A 

Former  

Employee 

Knowledgeable 

About Its 

Financial 

Condition

https://www.essential.co/news-releases/news-release-details/philadelphia-suburban-corporation-changes-name-aqua-america-inc
https://www.essential.co/news-releases/news-release-details/aqua-america-announces-new-name-and-executive-leadership-team


19

A History of Failures

Anyone new to the WTRG equity story should be aware that the Company has a track record of failure when it comes to growth 

expansion ventures. 

Expansion Plan Nature of Investment Outcome

Expansion Through 

Joint Ventures

Sept 2011 Aqua Infrastructure, LLC 

became a 49% partner in a joint 

venture with a firm that operates 

natural gas pipelines and processing 

plants for the operation of a private 

pipeline system to supply raw water to 

natural gas well drilling operations in 

the Marcellus Shale in north-central 

Pennsylvania. A total of $53.6m was 

invested through debt

2015: $32.9m impairment charge

2020: Sold JV investment for ~$2m

State Geographic Expansion 

By Acquisition

Between 1998 – 2004 WTRG makes 

various acquisitions to expand into 

other states

2010: Sold operations South Carolina

2011: Sold operations in Missouri

2012: Sold operations in New York and Maine

2013: Sold operations in Florida

2014: Sold operations in Georgia

Source: WTRG 10-K filings
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WTRG Makes News, But For The Wrong Reasons:
The Public Is Speaking, Are Its Investors Tone Deaf?

Source

Officials “Fed Up” With 

A Water Utility….

“Elevated Levels of Lead In 

Drinking Water”

“EEOC Sues Aqua”

Source

Source

Source

“Say No To Aqua America”

“Corporate Vultures”

Source

“Outrage”

Source

Source

“Soaking The Customer”

“Public Outcry”

Source

“Residents Push Back”

Source

https://www.wateronline.com/doc/rate-increase-sparks-controversy-in-north-carolina-0001
https://www.nbcnews.com/business/consumer/residents-push-back-high-sewage-water-bills-private-companies-n1271228
https://abc7chicago.com/lead-in-water-contamination-contaminated-university-park/6395273/
https://delco.today/2017/11/customers-employees-say-no-aqua-americas-bid-purchase-chester-water-authority/
https://www.theguardian.com/us-news/2022/jan/25/corporate-vultures-americans-fearing-higher-water-bills-fight-takeovers
https://otherwords.org/soaking_the_customer/
https://www.inquirer.com/business/bucks-county-bcwsa-aqua-sewer-utility-sale-20220906.html
https://www.chestercounty.com/2022/10/18/415288/new-garden-residents-express-outrage-over-increased-sewer-rates
https://www.eeoc.gov/newsroom/eeoc-sues-aqua-america-racial-harassment-and-retaliation
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Uniformly Negative Reviews

Providing water services and issuing billing statements should be a straightforward business, yet WTRG appears to elicit strong 

and negative feedback from customers across a range of issues. 

Essential Reviews

Source: BBB.org and PissedConsumer.com

“If I Could Give No Stars I Would”

“The Worst Company To Deal With”

“This Is A Criminal Organization”
“Beware of Deceptive 

Business Practices”

“Aqua Is The Worst”

“Billing Is Always Difficult”

https://www.bbb.org/us/pa/bryn-mawr/profile/utility-water-company/aqua-america-incorporated-0241-80001244
https://aqua-america.pissedconsumer.com/review.html#reviews
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Long-Term Troubles In Core Water Business

Water Performance Leading Up To The Peoples Acquisition Announcement

Water Segment $ in mm (ex: EPS) 2016 2017 2018

Residential
Customers

% growth
801,190

1.2%

807,872

0.8%

815,663

1.0%

Revenue

% growth
$484.9

1.5%

$483.9

-0.2%

$482.9

-0.2%

Revenue per customer

% growth
$605 

0.3%

$599

-1.0%

$592

-1.1%

Commercial
Customers

% growth
40,582

1.1%

40,956

0.9%

41,532

1.4%

Revenue

% growth
$131.2

3.5%

$130.4

-0.6%

$133.8

2.6%

Revenue per customer

% growth
$3,232

2.4%

$3,183

-1.5%

$3,220

1.2% 

Wastewater
Customers

% growth
110,108

2.4%

113,253

2.9%

127,782

12.8%

Revenue

% growth
$82.8

4.3%

$87.6

5.8%

$94.2

7.5%

Revenue per customer

% growth
$752

1.8%

$773

2.8%

$737

-4.7%

Consolidated
Diluted EPS

% growth
$1.32

15.8%

$1.35

2.2%

$1.08

-18.2%

Consolidated Return on Equity 12.7% 12.2% 9.6%

A former employee described concerns about WTRG’s ability to meet its long-term goals leading up to the Peoples transaction. 

By looking carefully at the three-year period leading up to the transaction announcement in 2018, we find evidence that water 

revenue per customer was declining in two of three segments, while return on equity and EPS were also falling.

Source: Company 10-K filings and earnings announcements
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Unsustainable Recent COVID-19 Benefits To 
Water Usage

WTRG was a COVID-19 beneficiary as shelter-in-place and the stay-at-home effect drove increased residential water usage. 

However, trends appear to be normalizing and WTRG is no longer showing the slide below and, for the first time since 2019, is

warning that long-term trends favor 1% annual declines in water usage.  

Water Usage Trend Slide No Longer Shown In 2022….

“With this return to normalcy, residential consumption has fallen back to its 2019 level and commercial 

consumption has risen to its prepandemic level as well. And as a reminder, historically in the water business, we 

typically see a natural decline of about 1% annually in water usage as customers change out older 

appliances and fixtures.”

Year End 

2021 Conf 

Call

Source: 2021 Conf Call and 2021 Investor Presentation

https://seekingalpha.com/article/4490125-essential-utilities-wtrg-ceo-chris-franklin-on-q4-2021-results-earnings-call-transcript
https://www.essential.co/events-and-presentations/events-calendar
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Weaker Rate Base Goals In 2023

WTRG put weaker growth priorities in writing for 2023. Notice carefully that it is no longer committing to a minimum rate base 

pick-up from acquisitions. Rate base is a key indicator of growth and a former executive warned us that if WTRG were missing 

rate base growth projections it would be a concern.  

2022 Priorities 

Notice omission of: 

“Sign municipal deals of at least $100m of rate base” 

??

Weaker 2023 Growth Priorities 

Source: Spruce Point interview

Spruce Point Question: “Would you be concerned if WTRG is falling behind its rate base growth projections? Do you 

agree that if WTRG starts missing its expectations in rate base growth that it would be a major cause of concern for 

investors?”

Answer: “Yes, I would. And that’s because utility companies are so hyper-focused on rate base growth. To achieve their 

earnings growth, they have to get into service the capital they’re spending.

Spruce Point 

Question On 

Rate Base 

Growth

Source: Investor Presentations

https://www.essential.co/events-and-presentations/events-calendar
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Organic Rate Base Growth Subtly Revised Lower

We believe that WTRG subtly cut its organic growth estimate for water rate base growth between January and February 2023. 

The latest investor presentation uploaded February 27, 2023 now includes acquisitions to achieve the targets 6-7% rate base 

CAGR growth.     

February 2023January 2023

Source: Investor Presentations

(1) Includes signed municipal water and wastewater acquisitions for which the company has entered into signed purchase agreements as of the time the 2023 guidance was announced 

but does not include other potential municipal acquisitions from the company’s list of acquisition opportunities. Guidance also does not include any impact from the recently announced 

agreement to sell its West Virginia natural gas utility, which is expected to close mid-year 2023, as it is not expected to materially impact guidance

https://www.essential.co/events-and-presentations/events-calendar
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And The Pipeline Is Vanishing While WTRG Keeps 
Changing Its Pipeline Customer Description

WTRG recently cut its acquisition pipeline from 430,000 to 400,000 (-7%) between January and February 2023. 

Notice carefully too that it has changed its classification twice since November 2022.

Acquisition Pipeline – Nov 2022

“The pipeline of potential water and wastewater municipal 

acquisitions the company is actively pursuing represents 

approximately 430,000 total customers or equivalent dwelling 

units.”

“The pipeline of potential water and wastewater municipal 

acquisitions the company is actively pursuing represents over 

400,000 total customers.”

Revised Acquisition Pipeline – Feb 2023

Feb 23, 2022 May 9, 2022 August 3, 2022 Nov 7, 2022 Jan 11, 2023 Feb 27, 2023

Customer Acquisition 

Pipeline
415,000 415,000 410,000 430,000 430,000 400,000

Customer Description Total customers

Total customers 

or equivalent 

dwelling units

Total customers 

or equivalent 

dwelling units

Total customers 

or equivalent 

dwelling units

Customer 

Equivalents
Total customers

Source Press Release Press Release Press Release Press Release Press Release Press Release

Acquisition Pipeline – Jan 2023

“The earnings per share, infrastructure investment and rate base 

guidance announced today includes these signed municipal 

water and wastewater acquisitions for which the company has 

entered into signed purchase agreements but does not include 

other potential municipal acquisitions from the company’s list of 

acquisition opportunities that currently represents 

approximately 430,000 customer equivalents.” 

https://www.essential.co/news-releases/news-release-details/essential-utilities-reports-record-financial-results-2021
https://www.essential.co/news-releases/news-release-details/essential-utilities-reports-financial-results-q1-2022
https://www.essential.co/news-releases/news-release-details/essential-utilities-reports-financial-results-q2-2022
https://www.essential.co/news-releases/news-release-details/essential-utilities-reports-financial-results-q3-2022
https://www.essential.co/news-releases/news-release-details/essential-utilities-reaffirms-2022-guidance-announces-2023-and
https://www.essential.co/news-releases/news-release-details/essential-utilities-reports-record-financial-results-2022
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Slowing Deal Velocity Signals Growth Challenges

Acquisitions are a core part of WTRG’s business growth and financial strategy. Since embarking on an aggressive roll-up 

acquisition strategy in the early 1990s of water and wastewater municipal assets, WTRG has made over 350 acquisitions 

spending approximately $4.5 billion. However, it’s very clear that the acquisition growth engine is dramatically slowing. We find a 

step-down in acquisition deal activity from almost 20 per year to low single digits in the past few years. States enacting fair 

market value legislation generally receive an increase in initial deal activity that abates over time. Our research indicates that 

new states have been slow to enact legislation and, in some states (e.g., New Jersey), a referendum is required which can 

complicate closing deals. 

2000-2014 2015 2016 2017 2018 2019 2020 2021 2022

Deals Completed

280

(average 

of 20/yr)

16 19 4 9 8 7 2 3

Customers Added N/A 10,579 6,558 1,003 14,158 12,280

12,184

(Peoples

+750,000)

7,770 23,175

WTRG’s Deal Velocity Is Slowing

High Medium Low
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WTRG’s Acquisition Strategy Appears To Be Stalling 
Through Public Opposition And Timeline Slippage

Date Announced Asset Target Status
Deal Amount

$ mm
Equivalent Customers

May 17, 2017 Chester, PA Water Authority (“CWA”)
Rejected, Litigation, 

Community Opposition(1) $250 (revised: $410) 42,000

Oct 23, 2018 Peoples Gas
Expected: Mid 2019

Closed: March 16, 2020
$4,275 740,000

Sept 17, 2019

Delaware County Regional Water 

Quality Control Authority – (“DELCORA”) 

wastewater assets

Pending, delayed yet again on recent 

Yr End 2022 Conf Call

Aqua’s “Misleading” Mailer

$276.5 165,000

Rumored

June 3, 2019

Pittsburgh Water And 

Sewer Authority (“PWSA”)

Never occurred, 

Public Rebuke From Mayor
-- --

June 2020 Norristown, PA Sewer
Terminated, No comment:

Dec 2020
$82 NA

Jan 28, 2021 Willistown Twp, PA

Pending / Expected Q1’2022

Law Judge Recommends Denying 

Aqua’s Bid

$17.5 2,300

April 2021 Oak Brook, IL
Expected: Q1’2023

Revised: Q4’2022
$12.5

Original: 2,121  Final: 2,037

Revised: 4,000 “customer equivalents”

July 2021 Shenandoah Borough, PA
Expected: Q1’2023

Revised (Pending): H1 2023
$12.0 2,930

Dec 2021 

(announced Feb 2022)
Southern Oaks, TX water system Pending: 2023 $3.3 740

July 13, 2022
Bucks County Water and Sewer 

Authority (“BWSA”) wastewater assets

Terminated: Sept 7, 2022

“Victory” for Opposition 

Original: >$1,100

Revised: $885
--

October 21, 2021
City of Beaver Falls, PA 

Wastewater assets
Pending

$41.25

($10m of capex over next 

decade)

7,600

Aug 2022

Disclosed: Nov 2022
Village of Frankfort Pending: 2023

$1.5 ($5.6m of capex over 

five years)
1,412 or 711?

Spruce Point observes significant challenges in WTRG’s ability to close recent deals. Notably, four large transactions in WTRG’s

home state of Pennsylvania have not materialized (BWSA, DELCORA, PWSA, CWA) and all received harsh resistance or 

blowback from community leaders. There have also been unexplained revisions in other recent pending and closed transactions. 

(1) Chester, PA is experiencing economic hardship and is a rare city that filed for bankruptcy. 

https://www.delcotimes.com/2017/05/17/aqua-makes-250m-bid-for-chester-water-authority/
https://www.delcotimes.com/2017/05/18/chester-water-authority-board-rejects-250m-offer-from-aqua/
https://www.inquirer.com/business/pennsylvania-supreme-court-chester-water-authority-sale-aqua-20220412.html
https://chesterwaterfacts.com/about-save-cwa/
https://www.essential.co/news-releases/news-release-details/aqua-america-announces-agreement-acquire-peoples
https://www.essential.co/news-releases/news-release-details/aqua-americas-pennsylvania-subsidiary-reaches-agreement-delcora
https://www.delcopa.gov/publicrelations/releases/2022/misleadingaquapamailing.html
https://www.wesa.fm/development-transportation/2019-06-03/rumors-about-aqua-americas-plans-to-buy-pwsa-draw-rebuke-from-peduto
https://morethanthecurve.com/norristown-selling-sewer-system-to-aqua-for-82-million/
https://rudolphclarke.com/aqua-backs-out-of-sewer-sale-aqua-pennsylvania-no-longer-buying-norristown-sewer-system/
https://www.essential.co/news-releases/news-release-details/aqua-pennsylvania-reaches-agreement-willistown-township-purchase
https://patch.com/pennsylvania/malvern/willistown-judge-recommends-denial-aquas-bid-sewer-plant
https://patch.com/pennsylvania/malvern/willistown-judge-recommends-denial-aquas-bid-sewer-plant
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276221000325/wtrg-20210630x10q.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276221000325/wtrg-20210630x10q.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276223000064/wtrg-20221231x10k.htm
https://www.essential.co/news-releases/news-release-details/correcting-and-replacing-essential-utilities-aqua-illinois
https://www.essential.co/news-releases/news-release-details/essential-utilities-reports-financial-results-q2-2021
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276222000068/wtrg-20211231x10k.htm
https://www.essential.co/news-releases/news-release-details/essential-utilities-aqua-texas-subsidiary-signs-agreement-sale
https://www.essential.co/news-releases/news-release-details/essential-utilities-aqua-pennsylvania-subsidiary-selected
https://www.essential.co/news-releases/news-release-details/essential-utilities-potential-transaction-bucks-county-water-and
https://www.theguardian.com/us-news/2022/sep/08/pennsylvania-water-sewer-system-privatisation-fails
https://www.essential.co/news-releases/news-release-details/essential-utilities-pennsylvania-wastewater-subsidiary-reaches
https://www.sec.gov/ix?doc=/Archives/edgar/data/78128/000156276222000452/wtrg-20220930x10q.htm
https://www.inquirer.com/news/pennsylvania/chester-pennsylvania-bankruptcy-kirkland-pensions-20221210.html?query=essential%20utilities
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Even A Judge Opined That WTRG’s Value Proposition 
Lacked A Net Benefit  

A prime example of the struggles facing WTRG’s ability to consummate transactions can be seen in the pending Willistown

Township, PA transaction. Community activists have rallied to fight WTRG’s acquisition of the sewer system for $17.5 million.

An appeal was made to an Administrative Law Judge who opined that, “Aqua failed to establish that the sewer system under 

Aqua’s ownership will affirmatively promote the service, accommodation, convenience, or safety of the public and the evidence

did not establish that any benefit to be realized from the proposed transaction would outweigh the harms to current Aqua water 

and wastewater customers or existing Willistown sewer customers.”

Source: Judge Jeffrey A. Watson

Public Community PushbackWhat A Judge Said About WTRG…..

Source: WillistownSewer.org

https://www.puc.pa.gov/pcdocs/1741428.pdf
https://www.willistownsewer.org/
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Former WTRG Executive Interviews Shed Insight On 
The M&A Environment

As part of Spruce Point’s research into WTRG, we interviewed two former executives familiar with its financial and 

M&A strategy.

Spruce Point Question: “The Company was doing 15-20 acquisitions a year, but recently low single 

digit number of deals. What do you attribute the drop off in deal velocity?”

Answer: “The work needed to take a deal from initial stage to closing was the same regardless of size. 

As the Company grew – and we were probably late to this realization – the juice wasn’t worth the 

squeeze for many deals.” 

Spruce Point Question: “Did you notice any change in the competitiveness in deal-making?”

Answer: “Yes, it’s definitely more competitive – especially in the auction process – in no small part due 

to fair market value legislation adopted in a number of states they operate … IL, I believe has it, WV, PA 

(the first state to adopt) - that enables companies get all or most of the purchase price into rate base. 

We started to see people started to bid outlandish figures. The ratio of purchase price to rate base at 

announcement started to soar in the 2x to 3x rate base.”

Spruce Point 

Questions of 

Executive #1

Source: Spruce Point interviews

Spruce Point 

Questions of 

Executive #2

Spruce Point Question: “Can you discuss Fair Market Value (FMV) legislation impact on acquiring 

utility assets.”

Answer: “As FMV of assets value goes up, politicians want to sell their assets for top dollar, but then the 

rate payers are stuffed with a bill that is ultimately high. The fatal flaw in FMV is through time the public 

gets frustrated with transactions that result in higher bills, and there is an incentive for the decision-

makers to sell them regardless. So, there’s this tension at play.”

Spruce Point Question: “Was there more competition in getting deals done?”

Answer: “Yes, this is the case. It is clear that NextEra Energy is rearing to go and do deals. Given their 

size, they can afford to make loss making entities. I would say it definitely got more competitive when I 

was there. In addition to NextEra, in all of our processes we’d always go against American Water.” 
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WTRG Is A Capital Raising Machine

Total Debt Outstanding

WTRG’s debt has exploded to over $6.8 billion, and it has raised more than $10 billion of total capital. Investment banks make 

plenty of fees from companies such as WTRG that are highly dependent on raising money. Coincidentally, banks currently 

providing research coverage on WTRG have a unanimous “Buy” recommendation on its stock. Despite WTRG’s dependence on 

external capital raising in a rising cost of capital environment, no analysts have changed their recommendation.

$ in mm

Source: Company financials and Bloomberg

Note: Total Capital Includes Debt, Equity and Employee Stock Issuance

Cumulative Capital Raised

$0

$1,000

$2,000

$3,000

$4,000

$5,000

$6,000

$7,000

$8,000

FY
 1

9
9

0

FY
 1

9
9

1

FY
 1

9
9

2

FY
 1

9
9

3

FY
 1

9
9

4

FY
 1

9
9

5

FY
 1

9
9

6

FY
 1

9
9

7

FY
 1

9
9

8

FY
 1

9
9

9

FY
 2

0
0

0

FY
 2

0
0

1

FY
 2

0
0

2

FY
 2

0
0

3

FY
 2

0
0

4

FY
 2

0
0

5

FY
 2

0
0

6

FY
 2

0
0

7

FY
 2

0
0

8

FY
 2

0
0

9

FY
 2

0
1

0

FY
 2

0
1

1

FY
 2

0
1

2

FY
 2

0
1

3

FY
 2

0
1

4

FY
 2

0
1

5

FY
 2

0
1

6

FY
 2

0
1

7

FY
 2

0
1

8

FY
 2

0
1

9

FY
 2

0
2

0

FY
 2

0
2

1

Q
1

 2
0

2
2

Q
2

 2
0

2
2

Q
3

 2
0

2
2

Q
4

 2
0

2
2

$0

$2,000

$4,000

$6,000

$8,000

$10,000

$12,000

FY
 1

9
9

0

FY
 1

9
9

1

FY
 1

9
9

2

FY
 1

9
9

3

FY
 1

9
9

4

FY
 1

9
9

5

FY
 1

9
9

6

FY
 1

9
9

7

FY
 1

9
9

8

FY
 1

9
9

9

FY
 2

0
0

0

FY
 2

0
0

1

FY
 2

0
0

2

FY
 2

0
0

3

FY
 2

0
0

4

FY
 2

0
0

5

FY
 2

0
0

6

FY
 2

0
0

7

FY
 2

0
0

8

FY
 2

0
0

9

FY
 2

0
1

0

FY
 2

0
1

1

FY
 2

0
1

2

FY
 2

0
1

3

FY
 2

0
1

4

FY
 2

0
1

5

FY
 2

0
1

6

FY
 2

0
1

7

FY
 2

0
1

8

FY
 2

0
1

9

FY
 2

0
2

0

FY
 2

0
2

1

Q
1

 2
0

2
2

Q
2

 2
0

2
2

Q
3

 2
0

2
2

Debt Raised Equity Raised Cumulative Capital Raised



32

A Cumulative Look At Capital Use

WTRG’s Cumulative Performance: 1990 - Present

We evaluate WTRG’s long-term financial performance since 1990 – over 32 years ago. Cumulative capex exceeds cumulative 

operating cash flow, and it appears that operating cash flow is peaking while capex spending accelerates. WTRG recently 

increased its long-term capex guidance by ~$100 million annually.(1)

$ in mm

Capital requirements are 

intensifying. WTRG is 

currently in a heavy capital 

investment period, and 

recently increased its 

guidance

Source: Company financials and Bloomberg

Note: Cumulative acquisition spending starts at 1992 and assumed to be $0 in 1990 and 1991 due to an inability to access historical annual reports in those years. Cash flow 

does not adjust for overdrafts.

(1)  Essential Long-Term Guidance, press release, Jan 11, 2023

Operating cash flow is 

peaking as the slope of 

the curve flattens
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https://www.essential.co/news-releases/news-release-details/essential-utilities-reaffirms-2022-guidance-announces-2023-and
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WTRG Frequently Has No Cash On Hand

WTRG is unique among its water and gas utility peers in that it reports book overdrafts (a current liability), or cash it owes to fund 

payments. We net the outstanding overdraft against reported cash on hand and observe that in many periods, WTRG effectively 

has no available cash. This is an alarming observation.

Essential 

Utilities

WTRG

American 

Water 

Works

AWK

Atmos 

Energy

ATO

Spire

SR

Southwest 

Gas

SWX

One Gas

OGS

NJ 

Resources

NJR

South 

Jersey 

SJI

California 

Water

CWT

Northwest 

Natural

NWN

American 

States 

Water

AWR

Reports 

Overdraft
YES No No No No No No No No No No

WTRG Peers Disclosing Overdrafts

Source: WTRG SEC filings

(1) Cash raised to fund People’s acquisition. 

$ in mm 2017 2018 2019 2020 2021 2022

Cash and Equivalents $4.2 $3.6 $1,865.0
(1)

$4.8 $10.6 $11.3

Less: Reported

Book Overdraft
($21.6) ($9.0) ($10.9) ($44.0 ) ($81.7) ($28.7)

= Net Cash ($17.4) ($5.3) $1,854.0 ($39.2) ($71.2) ($17.4)

Change In Overdraft 
(Cash Flow Financing)

+$9.0 ($12.6) +$2.0 +$33.1 +$37.7 ($53.0)

WTRG’s Reported Book Overdraft

WTRG Disclosure of Book Overdraft

“The Company had a book overdraft, which represents transactions that have not cleared the bank accounts at the end of the period, for specific 

disbursement cash accounts of $28,694 and $81,722 at December 31, 2022 and 2021, respectively.  The Company transfers cash on an as-needed basis 

to fund these items as they clear the bank in subsequent periods.  The balance of the book overdraft is reported as book overdraft and the change in the 

book overdraft balance is reported as cash flows from financing activities, due to our ability to fund the overdraft with the Company’s credit facility.” 
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Customer Growth At Low End of Target

WTRG has repeatedly set 2%-3% customer growth targets annually. However, based on recent results, we see that growth has 

come at the low end of its target range.

Actual 2019-2021

“The growth in our Regulated Water segment’s revenues over the past three years is primarily a result of increases in our water and wastewater rates and 

our customer base. Water and wastewater rate increases, including infrastructure rehabilitation surcharges, implemented during the past three years have 

provided additional operating revenues of $27,421 in 2021, $32,660 in 2020, $55,658 in 2019. The number of customers increased at an annual 

compound rate of 2.0% over the past three years due to acquisitions and organic growth, adjusted to exclude customers associated with utility 

system dispositions.”

2018

“We filed our water wastewater rate case in Pennsylvania, as we mentioned resolution in mid-2019, and year-over-year we're expecting customer growth 

to be between 2% and 3%, and as Matt said, we've already hit the 2% and we've got more in the pipeline.”

Source: 2021 10-K, p. 51

Source: Aqua Announces 2018 Guidance, 8-K, Feb 27, 2018 and Q3 2018 Conference Call

https://www.sec.gov/ix?doc=/Archives/edgar/data/78128/000156276222000068/wtrg-20211231x10k.htm
https://www.sec.gov/Archives/edgar/data/78128/000119312518060980/d533107dex992.htm
https://seekingalpha.com/article/4219069-aqua-america-inc-wtr-ceo-chris-franklin-on-q3-2018-results-earnings-call-transcript
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Example of Challenged Customer Growth: 
Enormous Investment of Time And Resources To Acquire 
Just 711 Customers!

WTRG’s deals take a long time to source and close. Based on a Freedom of Information Act (FOIA) request, we see that the 

Village of Frankfort deal dates to 2019, and still won’t close until Q1/Q2 2023. How much time and effort is WTRG investing to 

acquire a mere 711 customers? Even worse, in its 10-K, WTRG just disclosed a deal to acquire 300 customers in LaRue, Ohio.  

WTRG Started Courting The 

Acquisition Back In 2019…

Source: FOIA from Village of Frankfort

And It Isn’t Expected To Close Until April / May 2023

New Risk Factor Addition In 2021

The integration of acquisitions can be a multi-year activity depending upon the complexity and significance of the acquisition.

One element of our strategic plans is our growth through acquisition strategy. Acquisitions in the utility industry are time consuming and complex, with the number 

of regulatory approvals needed. A significant acquisition can require significant time and resources, including devotion of management time, to integrate the 

acquired business. We are continuing to integrate the Peoples Gas Acquisition, and unexpected issues may adversely impact our future financial condition and 

results of operations.
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87% Cost Increase For Water Services Over
Three Years Highlights Customer Frustrations

Here’s an example of how WTRG approaches rate increases: an 87% increase over three years. We uncovered a slide 

presenting its proposed rate increases to the Village of Frankfort for its recently closed transaction. Even a recent interview of 

a former WTRG executive highlighted the frequent frustration of rate increases. 

87% Rate Increase By Year 3

Source: FOIA from Village of Frankfort

Former WTRG Executive on Rate Increases

Spruce Point Question: “Can you discuss Fair 

Market Value (FMV) legislation impact on acquiring 

utility assets.”

Answer: “As FMV of assets value goes up, 

politicians want to sell their assets for top dollar, but 

then the rate payers are stuffed with a bill that is 

ultimately high. The fatal flaw in FMV is through 

time the public gets frustrated with transactions 

that result in higher bills, and there is an incentive 

for the decision-makers to sell them regardless. So 

there’s this tension at play.”

Source: Spruce Point interview
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Is It Now Standard Practice To Pay Target 
Transaction Costs To Close Deals?

Spruce Point believes it unusual that an acquiror offer to reimburse legal and transaction costs of its target. We find that WTRG 

made such an offer to acquire the Village of Frankfort’s assets. Also, notice the large capital investment requirement of $5.575

million relative to the upfront purchase price of $1.4 million.

Email And Presentation Exchange Between WTRG And Village of Frankfort Offering To Reimburse Expenses

Source: FOIA from Village of Frankfort
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Oak Brook, Illinois: An Asset Purchased With 
Declining Customers And Water Volumes

On December 2, 2022 WTRG announced it acquired water assets from the Village of Oak Brook, Illinois for $12.5 million servicing 

“4,000 customer equivalents.” However, the press release provides no historical context behind the growth trends of customers or 

their water usage. Based on the content of an email exchange between WTRG and the Village, we see a decline in customer 

connections and a 4% p.a. drop in water gallons between 2018-2020. This water volume decline is 4x greater than WTRG’s 

1% p.a company-wide decline and underscores our belief that recent deals are becoming less economic.(1,2)

Source: Freedom of Information Act, Village of Oak Brook, Illinois

(1) WTRG deal press release

(2) Q4 2021 Conference Call

Email Information Request Between WTRG And Oak Brook, Illinois

Significant Two-Year Decline 

In Water Usage By 8.2% or 

~4% per annum.

Declines were occurring 

Pre-COIVD 19

https://www.essential.co/news-releases/news-release-details/correcting-and-replacing-essential-utilities-aqua-illinois
https://seekingalpha.com/article/4490125-essential-utilities-wtrg-ceo-chris-franklin-on-q4-2021-results-earnings-call-transcript
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Willistown Township, PA: No Growth Acquisition

On Jan 28, 2021 WTRG announced it acquired Willistown Township’s municipal wastewater system for $17.5m which serves 

2,300 customer-equivalents.(1) Based on a FOIA received from the township, we find that more than two years later, there is no 

customer growth. With almost 1.1 million water customers, what benefit does WTRG get from acquiring an asset that both: 

1) Has just 2,300 customers that barely moves the needle, and 2) Has no customer growth? 

Source: Freedom of Information Act, 

Willistown Township, PA

(1) Deal press release

Deal Announcement of Willistown Township

Two Years Later….

No Growth

Current Willistown Township Customer Count As Of March 1, 2023

https://www.essential.co/news-releases/news-release-details/aqua-pennsylvania-reaches-agreement-willistown-township-purchase
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A Recent Auction Process In WTRG’s Home Turf 
Shows How Competitive Acquisitions Have Become

WTRG was an early mover in the acquisition and roll-up of water and wastewater municipal assets in the early ‘90s/’00s. However,

the landscape of potential buyers, and their sophistication with more and easier access to information through technology 

improvements, has vastly changed the playing field. As a perfect example, when Towmencin Township, a suburb of Montgomery 

County, PA just twenty-five minutes from WTRG’s headquarters in Bryn Mawr, conducted a process to sell its wastewater system, 

public records show it contacted over 100 different potential buyers and it received five letters of intent. What was most 

surprising to city officials, is that a Florida firm with no presence in the state made an offer 113% higher than WTRG’s 

$54.1 million offer.(1)

Source: Towamencin Public Records, Feb 2021 Status Report

100 Potential Buyers Contacted…. How It Played Out

Bidder (Location)
Bid

$ mm

Premium To 

WTRG’s Bid

Essential Utilities (PA) $54.1 --

Pennsylvania 

American Water (PA)
$92.4 71%

NextEra Water (FL) $115.3 113%

(1) “A Florida company’s $115 million sewer bid stuns a suburban Philly town,” Aug 21, 2022, Philadelphia Inquirer

https://www.towamencin.org/information/sewer-system-valuation/
https://www.inquirer.com/business/pennsylvania-water-privatization-nextera-aqua-towamencin-20220821.html
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Greater Dependence On Short-Term Debt

Spruce Point believes that WTRG’s growing dependence on short-term debt is a sign of its rising financial stress. Its earnings 

are typically weighted towards Q1 and Q4, so it is not surprising to see more strain in Q3.(1) However, if we evaluate Q3 2022 to 

the recent Q3 2020 & 2021 results post-closing of Peoples we find a significant increase in short-term debt. Furthermore, ahead 

of this increased usage, WTRG amended and expanded Peoples’ 364-day revolving credit facility from $100 to $300 million in 

June 2022.(2)

(1) See investor presentation slide 49 

(2) See 10-Q, p. 15

(3) Includes loans payable and excludes current portion of long-term debt

Source: WTRG SEC filings and Spruce Point analysis

$ in mm 2017 2018 2019 Q3 2020 2020 Q3 2021 2021 Q1 2022 Q2 2022 Q3 2022 Q4 2022

Short-Term 

Debt (3)
$3.6 $15.4 $25.7 $47.2 $78.2 $46.6 $65.0 $79.7 $4.7 $213.2 $228.5

Total Debt $2,146.8 $2,567.4 $3,097.9 $5,396.8 $5,777.6 $5,702.4 $6,114.4 $6,127.4 $6,275.8 $6,593.8 $6,883.5

% Short-Term 0.2% 0.6% 0.8% 0.9% 1.4% 0.8% 1.1% 1.3% 0.1% 3.2% 3.3%

Spruce Point’s Short-Term Debt Analysis

Increasing Short-Term Debt Dependency

https://www.essential.co/static-files/39f07290-b86b-4a5f-8351-2476c649105d
https://www.sec.gov/ix?doc=/Archives/edgar/data/78128/000156276222000352/wtrg-20220630x10q.htm
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WTRG’s Adjusted Operating Cash Flow Margin Is In 
Continued Decline….

Spruce Point finds alarming evidence that WTRG’s operating cash flow margin is in continued decline - having been 48.2% in 

2017 to just 23.9% in 2022. Analytically, we reclassify changes in book overdrafts from financing to operating cash flows because 

they are classified as current liabilities and form part of working capital movements. Our analytical adjustment is supported by a 

CPA expert. 

Source: WTRG SEC filings and Spruce Point analysis

Aqua Pre-Peoples Deal Essential and Peoples

$ in mm 2017 2018 2019 2020 2021 2022

Operating Cash Flow 

(“OCF”)
$381.3 $368.5 $338.5 $508.0 $644.7 $600.3 

Plus (Minus) Change 

in Book Overdraft
$9.0 ($12.6) $2.0 $33.1 $37.7 ($53.0)

= Adjusted OCF $390.3 $355.9 $340.5 $541.1 $682.4 $547.3

Revenues $809.5 $838.1 $889.7 $1,462.7 $1,878.1 $2,288.0

% of Revenues 48.2% 42.5% 38.3% 37.0% 36.3% 23.9%

Spruce Point’s Adjusted Operating Cash Flow

A CPA Expert Opines That Treating Overdrafts As Operating Cash Flows Is More Appropriate

“Some companies do not include overdrafts in the definition of cash; instead, they include it in accounts payable. Consequently,

the company treats the overdraft as an operating activity (change in accounts payable). So, the company includes the negative

cash as a change in a liability in the operating section of the cash flow statement. (Some accountants treat overdrafts as a 

financing activity, but they clear quickly. Therefore, an operating activity classification is more appropriately.” 

Operating Cash Flow Margins Keep Deteriorating

Source: “Cash Overdrafts: Negative Cash Accounting”, CPA Hall Talk

https://cpahalltalk.com/cash-overdrafts/
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Why Does WTRG Fail To Discuss Operating Cash 
Flow Within Its Quarterly MD&A?

Public companies must give a discussion of liquidity and capital resources or condition in the 10-Q and 10-K. The discussion 

should contain factors affecting operating cash flow. Unlike industry peers below, WTRG noticeably does not discuss 

operating cash flow. Why would it omit such a critical topic important for investor decision-making?

Middlesex Water

Source: WTRG 10-Q, MSEX 10-Q, CWST 10-Q, AWR 10-Q

California Water

American Water States

Essential Utilities

WTRG’s discussion focuses on capital expenditures and 

acquisitions but provides no mention of the cash flows 

necessary to support it. 

https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276222000452/wtrg-20220930x10q.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/66004/000117494722001123/form10q-28869_msx.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/1035201/000103520122000011/cwt-20220930.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/1056903/000105690322000075/awr-20220930.htm
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Management Turnover Has Been Increasing

Voluntary attrition has more than doubled since 2020 from 4% to 9% and increased at all levels across the organization. 

Executive Date Title Note

Jeanne Russo Nov 2022 Vice President, Communications

Sumit Nair Nov 2022 Vice president and Chief Information Officer

Richard Fox Oct 2022 EVP and COO Retirement effective Dec 2022

Jim Barbato Aug 2022 VP of Financial Planning Held engineering roles since 2007

Whitney Kellett Aug 2022
Head SIP project and assume Chief Administrative 

Officer

Retirement of former Senior Vice President, Business 

Transformation Ruth DeLost-Wylie

Dave Kralle Aug 2022 Promotion to Chief of Staff
Created the role in recognition that “people are the company’s 

greatest asset”

Brian Dingerdissen Aug 2022 Vice president, Investor Relations and Treasurer
Formerly Chief of Staff, and Vice President of Communications 

and Investor Relations

David Carter July 2022 President, Aqua Illinois
Succeeds Bob Ervin, who continues his Aqua leadership 

journey as president of Aqua Indiana

Brian Gresehover July 2022 VP Engineering Previously served as a senior project engineer

Matt Deluhery Dec 2021 National Safety Director

Robert Davis Jan 2021 President, Aqua Ohio Succeeds Ed Kolodziej who retired

Erin O’Donnell Dec 2020 Director, Communications No longer appears to be leading communications 

Voluntary Attrition and Turnover - The Company measures turnover rates of its employees in assessing the Company’s overall human capital.  The 

Company’s voluntary attrition rate (not including retirements) for 2022 was 3% at the executive and senior management level, 9% at the mid-level manager 

level, 14% at the professional level, and 9% across all other employees.  These voluntary attrition rates increased from 2021. We believe issues related 

to the COVID-19 pandemic, a strong labor market, and the large national increase in employee retirements and attrition impacted us as well as other 

companies.  We are working to develop programs focused on retaining our workforce. 

2021 Voluntary Attrition and Turnover - The Company measures turnover rates of its employees in assessing the Company’s overall human capital.  The 

Company’s voluntary attrition rate (not including retirements) for 2021 was 2% at the executive and senior management level, 4% at the mid-level manager 

level, 10% at the professional level, and 6% across all other employees.  These voluntary attrition rates increased from 2020.  We believe issues related 

to the COVID-19 pandemic and the large national increase in employee retirements and attrition impacted us as well as other companies.  We are working 

to develop programs focused on retaining our workforce. 

2020 Voluntary Attrition and Turnover - The Company measures turnover rates of its employees in assessing the Company’s overall human capital. The 

Company’s voluntary attrition rate (not including retirements) for 2020 was 0% at the executive and senior management level, 2% at the mid-level manager 

level, 4% at the professional level, and 4% across all other employees. 

Source: WTRG SEC filings and Spruce Point analysis

https://www.essential.co/news-releases/news-release-details/essential-utilities-announces-appointment-two-seasoned-executive
https://www.essential.co/news-releases/news-release-details/essential-utilities-announces-appointment-two-seasoned-executive
https://www.sec.gov/ix?doc=/Archives/edgar/data/78128/000155278122000583/e22456_wtrg-8k.htm
https://www.essential.co/news-releases/news-release-details/essential-utilities-appoints-new-vice-president-financial
https://www.essential.co/news-releases/news-release-details/essential-utilities-appoints-whitney-kellett-head-sip-project
https://www.essential.co/news-releases/news-release-details/essential-utilities-appoints-new-chief-staff
https://www.essential.co/news-releases/news-release-details/essential-utilities-long-time-chief-staff-brian-dingerdissen
https://www.essential.co/news-releases/news-release-details/essential-utilities-subsidiary-aqua-illinois-names-david-carter
https://www.essential.co/news-releases/news-release-details/essential-utilities-appoints-brian-gresehover-vice-president
https://www.essential.co/news-releases/news-release-details/essential-utilities-appoints-matt-deluhery-national-safety
https://www.essential.co/news-releases/news-release-details/essential-utilities-announces-retirement-aqua-ohio-president-and
https://www.essential.co/news-releases/news-release-details/essential-utilities-inc-announces-new-communications-director


We Believe WTRG’s $4.3 Billion Dollar 
Levered Acquisition of Peoples Natural 
Gas Was Done In Desperation, Has 
Financial Reporting Anomalies, And Is 
Already Being Evaluated For Impairment
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WTRG’s Acquisition of Peoples Natural Gas

In October 2018, WTRG announced the acquisition of Peoples to expand into regulated natural gas. The Company paid $4.275 

billion, assumed $1.1 billion of Peoples’ debt, and incurred $0.8 billion of incremental debt to finance the deal. The transaction 

valued Peoples at approximately 4.7x and 13.0x 2019 revenues and Adjusted EBITDA. WTRG claimed that the transaction would 

combine two companies with, “proven track records of operational efficiency, complementary service territories and strong 

regulatory compliance.”(1) Peoples was owned by SteelRiver Infrastructure Partners, who formed it through a roll-up, and whose 

marketing statements claimed, “a strong system of internal governance and controls,” and “a significant emphasis on value added 

through in-house asset management.”(2) According a recent audit by the Pennsylvania Utility Commission, Peoples needed 

moderate to major improvements in key areas of financial management, cost allocations, governance and core gas operations.(3) 

(1) Aqua America Deal Announcement

(2) SteelRiver Partners (website and press release). Peoples was created by acquiring TW Phillips (2011), Equitable (2013) and Delta Gas (2017)

(3)   PUC, Management and Operations Audit, Aqua and Peoples, April 2021

Only 5 out of 22 

total categories 

(27%) did the audit 

results indicate 

that Aqua/Peoples 

“Meets Expected 

Performance 

Levels”

“Major” 

improvements for 

cost allocations and 

“Moderate” 

improvements for 

financial 

management and 

core gas operations

https://www.essential.co/news-releases/news-release-details/aqua-america-announces-agreement-acquire-peoples
https://web.archive.org/web/20200401084053/https:/www.steelriverpartners.com/principles/
https://www.prnewswire.com/news-releases/patriot-rail-company-continues-to-expand-rail-services-portfolio-300362486.html
https://www.puc.pa.gov/press-release/2021/puc-issues-aquapeoples-gas-audit-report-implementation-plan
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Double Whammy: Now Water And Gas Are Declining 
While WTRG Acknowledges More Competition…

We previously illustrated that WTRG’s water business is under long-term pressures from declining volumes as a result of 

greater appliance efficiency and conservation measures. WTRG’s expansion into the natural gas business faces similar long-

term issues and is being pressured by alternative energy adoption, with industrial clients leading the way according to an 

updated statement made in the competition section of WTRG’s newly filed 10-K.

Source: 8-K/A filed April 19, 2019, 2019 10-K filed Feb 28, 2020 vs. 10-K filed March 1, 2021

“Decreased residential customer water and natural gas usage as a result of conservation efforts, and the impact of more 

efficient appliances and furnaces, may harm demand for our utility services and may reduce our revenues and earnings.  

There has been a general decline in water usage per residential customer as a result of an increase in conservation awareness, and the 

impact of an increased use of more efficient plumbing fixtures and appliances.  These gradual, long-term changes are normally taken 

into account by the utility commissions in setting rates, whereas short-term changes in water usage, if significant, may not be fully 

reflected in the rates we charge.  We are dependent upon the revenue generated from rates charged to our residential customers for 

the volume of water used.  If we are unable to obtain future rate increases to offset decreased residential customer water consumption 

to cover our investments, expenses, and return for which we initially sought the rate increase, our business, financial condition, and 

results of operations may be harmed. In addition, over time, average customer gas consumption has declined, as more energy 

efficient appliances and furnaces have been installed and conservation programs have been implemented.  If we are unable to 

compete effectively or if customers further reduce their gas needs, we may lose existing customers, sell less gas to our 

customers and/or fail to acquire new customers, which could have a material adverse effect on our business, financial 

condition, and results of operations.”

Updated Risk Factor 

“Although our natural gas subsidiaries are not currently in significant direct competition with any other distributors of natural gas in its 

service areas, we do compete with suppliers of other forms of energy such as fuel oil, electricity, propane, coal, wind, and solar. 

Competition can be intense among the energy sources with price being the primary consideration. This is particularly true for 

industrial customers who have the ability to switch to alternative fuels. Natural gas generally benefits from a competitive price 

advantage over oil, electricity, and propane. Competition from renewable energy sources such as solar and wind is likely to increase as 

the political environment currently favors these energy sources through incentives or by placing restrictions on emissions from the 

burning of fossil fuels.” 

Updated Competition

Source: 2022 10-K, p. 11

https://www.sec.gov/Archives/edgar/data/78128/000155278119000164/e19202_wtr-8ka.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000007812820000005/wtrg-20191231x10k.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276221000081/wtrg-20201231x10k.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/78128/000156276223000064/wtrg-20221231x10k.htm
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Also Negatively Positioned For Global Warming

There is tangible evidence that warm weather is affecting WTRG, ultimately reducing the need for natural gas consumption. 

The CEO recently punted on discussing the impact to their outlook despite 20% warmer weather than normal. Wonder why….? 

Source: “Seven Northeastern states saw warmest January as 

U.S. and Europe baked”,  Washington Post, Feb 10, 2023

Year End 2021: “You'll recall that weather has a very direct impact on gas consumption and associated revenue. So we closely monitor the heating

degree days as an indicator. 2021 started out relatively normal with the first quarter ending between the 5- and 10-year heating degree day 

averages. However, the fourth quarter of 2021 was warmer than normal, resulting in total heating degree days recorded of 5,139, which was similar to the 

5,162 heating degree days in 2020.”

Year End 2022: “And you'll recall that weather has a very direct impact on gas consumption, which we see in that [Technical Difficulty] and – so we closely 

monitor the heating degree days as an indicator. 2022 weather in the Pittsburgh area was 3.9% colder than normal, resulting in 5,648 total heating degree 

days, compared to 5,139 heating degree days in 2021. And in 2022, over 80% of the gas was consumed during the heating season, meaning during the first 

and fourth quarters of the year.”

“And while it's very early in the year, and we still have another month left in the first quarter, year-to-date 2023 weather for the region where our natural gas 

segment is located, has been approximately 20% warmer than normal. This will likely be a topic for our next earnings call for first quarter. But as a 

reminder, the fourth quarter has a significant impact of usage as well. So, it's far too early to determine the weather impact on our results for the year.”

Year 

End

Calls

Source: FY 2021 Conf Call and 2022 Conf Call 

“February 2023 will go into the record books for several 

reasons, but first on the list is for the lack of snow. February 

2023 is now officially the least snowiest February on 

record in Pittsburgh with a paltry 0.2 inches measured 

for the month. While some folks north of Allegheny County 

and closer to I-80 did pick up a couple more inches of snow 

over the past month, the official measurement for Pittsburgh 

stands at 0.2 inches of snow.”

Source: “This month was Pittsburgh's least snowiest February on record”, 

CBS, Feb 28, 2023

WTRG Area

Warm Weather In Western PA (Pittsburgh Area)

https://www.washingtonpost.com/weather/2023/02/10/warm-january-northeast-us-europe/
https://seekingalpha.com/article/4490125-essential-utilities-wtrg-ceo-chris-franklin-on-q4-2021-results-earnings-call-transcript
https://seekingalpha.com/article/4582609-essential-utilities-inc-wtrg-q4-2022-earnings-call-transcript
https://www.cbsnews.com/pittsburgh/news/pittsburgh-february-2023-least-snowiest-temperatures/
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Peoples’ Rate Base Falling Below Expectations

Rate base growth potential is a key investor marketing pitch used by WTRG to show upside in its business. We find that Peoples 

is falling behind expectations for rate base growth and projections have quietly been cut by $100m per year.

“Rate Base Growth Potential”

Early 2021

Source: Guidance Event, Jan 11, 2021

“Rate Base Growth Potential” 

Jan 2023 

Source: Investor Presentation slide 47, IR Website, January 2023

Source: Spruce Point interview

Spruce Point Question: “Would you be concerned if WTRG is falling behind its rate base growth projections? Do you 

agree that if WTRG starts missing its expectations in rate base growth that it would be a major cause of concern for 

investors?”

Answer: “Yes, I would. And that’s because utility companies are so hyper-focused on rate base growth. To achieve 

their earnings growth, they have to get into service the capital they’re spending.

Spruce Point 

Question On 

Rate Base 

Growth

https://www.sec.gov/Archives/edgar/data/78128/000155278121000006/e21011_ex99-1.htm
https://www.essential.co/investor-relations
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Revenue Anomalies And Falling Margins Post  
People’s Acquisition

Spruce Point analyzed the performance of the transformational Peoples acquisition post-closing by WTRG on March 16, 2020. 

WTRG reports results in the Regulated Natural Gas Segment (below “Segment”). In addition, in the year post-closing, it reported 

revenue and net income contributed in the “Acquisitions” section (below: “Footnotes”) to the financial statements. When reviewing 

the financial reporting, we find evidence of potential financial misstatement identified in the red boxes below. For example, for 

FY 2020, there is a revenue discrepancy of $14.4m ($521.0 - 506.6m). Another observation we make is that EBITDA margins have 

contracted by approximately 530bps (pre-closing to 2022) and 1,130bps (Q1 2020 closing quarter to 2022). 

Analysis of Peoples (Regulated Natural Gas) Performance

$ in mm 2019 2020 2021 2022

Period:
12M

Dec

3M 

March

3M 

March

6M

June

Implied

3M June

3M

June

6M

June

9M

Sept

Implied

3M

Sept

3M

Sept

9M

Sept

Implied 

3M

Dec

Implied 

3M

Dec

12M

Dec

12M

Dec

12M

Dec

12M

Dec

Source: 
Pro 

Forma(1) Footnotes Segment FootnotesFootnotes Segment Segment FootnotesFootnotes Segment Segment Footnotes Segment Footnotes Segment Segment Segment

Revenue $908.7 $38.5 $38.5 $188.2 $149.6 $146.9 $184.9 $280.3 $92.1 $88.9 $273.8 $240.7 $232.8 $521.0 $506.6 $859.9 $1,143

Op Income $233.7 -- $11.7 -- -- $24.7 $36.5 -- -- ($15.5) $20.0 -- $36.6 -- $56.6 $186.3 $233.9

D&A $95.4 -- $4.6 -- -- $25.7 $30.2 -- -- $25.8 $56.0 -- $28.2 -- $84.2 $113.2 $119.0

EBITDA $329.1 -- $16.3 -- -- $50.4 $66.8 -- -- $10.3 $76.0 -- $64.8 -- $140.8 $299.5 $352.9 

% margin 36.2% -- 42.2% -- -- 34.3% 36.1% -- -- 11.6% 27.8% -- 27.8% -- 27.8% 34.8% 30.9%

Net Income $13.4 $13.4 $31.8 $18.4 $18.0 $31.5 $6.1 ($25.6) ($22.4) $9.2 $51.2 $47.3 $57.4 $56.5 $148.2 $185.3

% margin 34.8% 34.8% 16.9% 12.3% 12.3% 17.1% 2.2% -27.8% -25.1% 3.4% 21.3% 20.3% 11.0% 11.1% 17.2% 16.2%

Source: 2019 Pro Forma 8-K; 2020 Q1, Q2, Q3 10-Qs and 10-K; 2021 10-K; 2022 10-K

(1) Operating income adds back transaction expenses, removes sponsor management fees, and reclassifies certain expenses to conform to WTRG’s reporting

EBITDA margins have contracted by 530bps (pre-acquisition to 2022) and 1,130bps (Q1 2020 to 2022)

Net Income margin dragged down by performance and incremental interest expense

https://www.sec.gov/Archives/edgar/data/78128/000119312520214936/d87602dex991.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000007812820000009/wtrg-20200331x10q.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000007812820000012/wtrg-20200630x10q.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000007812820000015/wtrg-20200930x10q.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276221000081/wtrg-20201231x10k.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276222000068/wtrg-20211231x10k.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/78128/000156276223000064/wtrg-20221231x10k.htm


51

0.6% 0.8% 1.2% 1.3%
2.2% 2.5%

3.8%
4.6%

8.7% 8.9% 9.4%

12.1% 12.7%

15.2%

23.7%

29.2%

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

35.0%

A Pointed Indicator of WTRG’s Financially Stressed 
Customer Base

An indicator of the quality of WTRG’s customer base can be seen by analyzing its accounts receivable and allowance for 

doubtful accounts. Prior to the acquisition of Peoples in 2020, it averaged approximately 6.4% of gross receivables. 

We find that WTRG’s allowance as a percentage of gross receivables spiked to 29.2% in 2021 and is still highly 

elevated at 23.7% through year end 2022. Based upon a benchmarking analysis of its peers, we find that WTRG has by far 

the highest bad debt reserve.

Source: 2021 10-K

WTRG’s Accounts Receivables
Peer Benchmarking: Allowance for Allowance for Doubtful 

Accounts As a % of Gross Trade Receivables

Source: Spruce Point analysis and SEC filings

Peer Average

WTRG’s Bad Debt 

Allowance Skyrocketed 

From 20.6% to 29.2%

https://www.essential.co/static-files/dfcd843f-0699-4e78-9816-c2d8c188289c
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We Believe Key Findings of Peoples’ Audit In 
Pennsylvania Are Alarming…

Approximately 93% of Peoples’ customers reside in Pennsylvania which is why we believe investors should have grave concerns 

about the recent state audit exam. Given our findings of revenue anomalies reported by WTRG related to Peoples’ revenue 

contribution, we find it alarming that the PUC audit report noted an absence of an accounting flowchart to access internal 

controls, and a lack of effective policies and procedures within the accounting and finance departments among other findings.

Source: PUC, Management and Operations Audit, Aqua and Peoples, April 2021

Wide-ranging Issues Identified At Peoples Encompassing Accounting Systems, Internal Controls, Cost Allocations, 

Manual Processes And A Lack of Formal Budgeting Policies Across A “Complex” Organization

https://www.puc.pa.gov/press-release/2021/puc-issues-aquapeoples-gas-audit-report-implementation-plan
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Warning: Change In Goodwill Impairment Testing 
To A Less Rigorous Approach

Spruce Point views it as a major red flag that WTRG recently changed goodwill testing methodologies. Notice carefully that it

switched from a “quantitative” to a “qualitative” approach for its Regulated Water and Aqua Resources unit. It changed from 

using a DCF approach to a “market and income approach” to evaluate the Regulated Natural Gas segment.

2020 Goodwill Testing Discussion

Goodwill ─ Goodwill represents the excess cost over the fair value of net tangible and identifiable intangible assets acquired through acquisitions.  Goodwill is not amortized but is 

tested for impairment annually, or more often, if circumstances indicate a possible impairment may exist.  When testing goodwill for impairment, we may assess qualitative factors, 

including macroeconomic conditions, industry and market considerations, cost factors, overall financial performance, and enti ty specific events, for some or all of our reporting units 

to determine whether it’s more likely than not that the fair value of a reporting unit is less than its carrying amount.  Alternatively, based on our assessment of the qualitative factors 

previously noted, we may perform a quantitative goodwill impairment test by determining the fair value of a reporting unit based on a discounted cash flow analysis.  If we 

perform a quantitative test and determine that the fair value of a reporting unit is less than its carrying amount, we would record an impairment loss for the amount by which a 

reporting unit’s carrying amount exceeds its fair value, not to exceed the carrying amount of goodwill. The Company performed a quantitative assessment for its annual test of 

the goodwill attributable to its Regulated Water and Aqua Resources reporting units for impairment and a qualitative assessment for its Regulated Natural gas 

business reporting unit as of July 31, 2020, and concluded that it is more likely than not that the fair value of each reporting unit, which has goodwill recorded, 

exceeded its carrying amount, indicating that none of the Company’s goodwill was impaired.  

Source: 2020 10-K

2021 Goodwill Testing Discussion

Goodwill ─ Goodwill represents the excess cost over the fair value of net tangible and identifiable intangible assets acquired through acquisitions.  Goodwill is not amortized but is 

tested for impairment annually, or more often, if circumstances indicate a possible impairment may exist.  When testing goodwill for impairment, we may assess qualitative factors, 

including macroeconomic conditions, industry and market considerations, cost factors, overall financial performance, and enti ty specific events, for some or all of our reporting units 

to determine whether it’s more likely than not that the fair value of a reporting unit is less than its carrying amount.  Alternatively, based on our assessment of the qualitative factors 

previously noted or at our discretion, we may perform a quantitative goodwill impairment test by determining the fair value of a reporting unit.  If we perform a quantitative test and 

determine that the fair value of a reporting unit is less than its carrying amount, we would record an impairment loss for the amount by which a reporting unit’s carrying amount 

exceeds its fair value, not to exceed the carrying amount of goodwill.  Impairment testing for goodwill is done at the reporting unit level. A reporting unit is an operating segment or 

one level below an operating segment (also known as a component). A component of an operating segment is a reporting unit if the component constitutes a business for which 

discrete financial information is available, and segment management regularly reviews the operating results of that component.  We assigned assets and liabilities to each reporting 

unit based on either specific identification or by using judgment for the remaining assets and liabilities that are not specific to a reporting unit. Goodwill was assigned to the reporting 

units based on a combination of specific identification and relative fair values. The Company performed a quantitative assessment for its annual test of the goodwill 

attributable to its Regulated Natural Gas reporting unit as of July 31, 2021.  We estimated the fair value of the reporting unit by weighting results from the market 

approach and the income approach.  Key assumptions in the valuation methodologies for goodwill included growth rates, terminal value, discount rates, and comparable 

multiples from publicly traded companies in our industry.  Based on our analysis, we determined that the fair values of our Regulated Natural Gas reporting unit exceeded its 

carrying values, indicating none of its goodwill was impaired. The Company performed a qualitative assessment for its annual test of the goodwill attributable to its 

Regulated Water and Aqua Resources reporting units as of July 31, 2021, and concluded that it is more likely than not that the fair value of each reporting unit, which 

has goodwill recorded, exceeded its carrying amount, indicating that none of the Company’s goodwill was impaired. 

Source: 2021 10-K

https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276221000081/wtrg-20201231x10k.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276221000081/wtrg-20201231x10k.htm
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Highly Unusual Intra-Year Goodwill Testing

We believe intra-year goodwill testing is unusually since most companies test goodwill annually. We see that in recent 10-Q’s filed 

during 2022, WTRG changed the language from goodwill being tested annually or more often if circumstances dictate, to having 

tested it as of July 31, 2022. While the disclosures conclude that it was “more-likely-than-not” that the fair value of units did not 

indicate impairment, it further qualified that the valuation techniques required “significant judgment”. 

Q1 2022

Source:  Q1, Q2, Q3 10-Q filings

Q3 2022

Notice Lack of Discussion In Q2 2022
“Significant 

Judgment”

Added

https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276222000240/wtrg-20220331x10q.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276222000352/wtrg-20220630x10q.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/78128/000156276222000452/wtrg-20220930x10q.htm
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And Finally… The Disclosure of An Accounting 
Principle Change!

Spruce Point has never seen a company claim it needs to change its goodwill testing period for better alignment with long-term 

planning and forecasting, especially when its fiscal year reporting period did not change. As an additional concern, WTRG is 

now qualifying its testing and assuming margins will “generally” increase in the future, despite the fact they’ve now gone down 

consistently for three years post-acquisition. How general, or rather liberal, is WTRG being with its assumption?

2020 Goodwill Testing Discussion

In 2022, we changed our annual goodwill impairment test date from July 31 to October 1, which is a change in accounting principle that 

management believes is preferable as the new test date better aligns with our long-term planning and forecasting process. The change 

did not delay, accelerate or avoid an impairment charge nor did it change our requirement to assess goodwill on an interim date between 

scheduled annual testing dates if triggering events are present. To ensure that no lapse in an assessment occurred since the prior period, we 

performed an impairment test as of July 31, 2022, during the third quarter of 2022 for all reporting units and noted no impairment. 

Source: 2022 10-K

Really! “Generally” 

assumed margins 

will go up despite 

the fact they’ve 

consistently gone 

down since the 

acquisition closed. 

https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276223000064/wtrg-20221231x10k.htm
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Time To Update Risk Factors…

Now buried in the fine print, WTRG has included a warning risk factor about impairment of goodwill. 

2021

Summary Risk Factors

Source: 2022 10-K and 2021 10-K

2022

Summary Risk Factors

“If certain factors arise, we may be required to record a significant non-cash charge to earnings in 

our consolidated financial statements during the period in which an impairment of our goodwill is 

determined. Any such non-cash charge could have a material adverse impact on our results 

of operations and net worth.”

New Statement

In 2022 Annual Report

https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276223000064/wtrg-20221231x10k.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276222000068/wtrg-20211231x10k.htm


Other Changes To Financial 
Reporting Become More Aggressive, 
While Errors And Inconsistencies Are 
Emerging
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Our Analysis Indicates That WTRG’s 
“Earnings Quality” Is Deteriorating 

Spruce Point frequently evaluates the ratio of operating cash flow to net income in assessing the “earnings quality” of a 

company’s financial reporting. In the case of WTRG, we see a clear trend that the ratio has been in decline post the closing of 

Peoples in Q1’2020. In the most recent Q4’2022 quarter, there was a substantial decline in the quality ratio. 

Source: WTRG SEC filings, Bloomberg, and Spruce Point analysis

$ in mm
Q1

3/30/20

Q2

6/30/20

Q3

9/30/20

Q4

12/31/20

Q1

3/30/21

Q2

6/30/21

Q3

9/30/21

Q4

12/31/21

Q1

3/31/22

Q2

6/30/22

Q3

9/30/22

Q4

12/31/22

Operating Cash 

Flow (“OCF”)
$95.5 $150.0 $175.1 $87.4 $255.5 $157.4 $149.0 $82.8 $310.6 $105.7 $102.9 $81.1

Plus (Minus)

Change Overdraft
($10.9) $19.5 $9.6 $14.9 ($44.0) $13.4 $7.3 $61.0 ($81.7) $20.7 ($3.3) $11.3

= Adjusted OCF

% YoY

$84.6 $169.5 $184.7 $102.3 $211.5 $170.8 

0.8%

$156.3 

-15.3%

$143.8

40.6%

$228.9

8.2%

$126.4

-26.0% 

$99.6

-36.3% 

$92.4

-35.7%

LTM Adj OCF (A) -- -- -- $541.1 $668.0 $669.3 $640.9 $682.4 $699.8 $655.4 $598.6 $547.3

Net Income $71.2 $74.6 $58.4 $115.7 $183.6 $80.7 $50.3 $116.2 $199.4 $82.3 $68.6 $114.9

LTM Net 

Income (B)
-- -- -- $319.9 $432.3 $438.4 $430.3 $430.8 $446.6 $448.2 $466.5 $465.2

LTM Adj. OCF / 

LTM Net Income 

= (A/B)
-- -- -- 1.69x 1.55x 1.53x 1.49x 1.58x 1.57x 1.46x 1.28x 1.18x

WTRG’s Earnings Quality As Measured By Trailing Adjusted Cash Flow vs. Net Income

Declining Earnings Quality
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Evidence of Recent Stealth Change That 
Appears To Inflate Revenues

It appears that WTRG may be inflating revenues by making a stealth change in 2021 that included in revenues the full impact of 

infrastructure rehabilitation surcharges. For comparison, in prior years WTRG referenced rate increases “net” of the surcharge.

After 2021

Operating revenues - The growth in our Regulated Water segment’s revenues over the past three years is primarily a result of 

increases in our water and wastewater rates and our customer base. Water and wastewater rate increases, including 

infrastructure rehabilitation surcharges, implemented during the past three years have provided additional operating 

revenues of $27,421 in 2021, $32,660 in 2020, $55,658 in 2019. 

Source: 2021 10-K, p. 51

2020

Operating Revenues – Operating revenues totaled $1,462,698 in 2020, $889,692 in 2019, and $838,091 in 2018. Our 

Regulated Water segment’s revenues totaled $938,540 in 2020, $886,430 in 2019, and $834,638 in 2018, and our Regulated 

Natural Gas segment’s revenues totaled $506,564 in 2020. The growth in our Regulated Water segment’s revenues over the 

past three years is a result of increases in our water and wastewater rates and our customer base. Rate increases 

implemented during the past three years have provided additional operating revenues of $32,660 in 2020, $55,658 in 

2019, and $8,362 in 2018.

Fourth Quarter Results: The increase in operating revenues of $247,956 was primarily due to: 

• natural gas revenues of $240,644 associated with the Peoples Gas Acquisition, net of customer rate credits of $18,924 

granted to our natural gas customers served by Peoples in Pennsylvania;

• additional revenues of $3,318 associated with a larger customer base due to utility acquisitions and organic growth; and

• an increase in water and wastewater rates, net of infrastructure rehabilitation surcharges, of $5,010; offset by

• a decrease in water revenues of $361 as a result of a do not consume advisory we initiated in 2019 for some of our 

customers served by our Illinois subsidiary. We expect this decrease in revenues to continue into 2021.

Source: 2020 10-K, p. 46 and 50

https://www.sec.gov/ix?doc=/Archives/edgar/data/78128/000156276222000068/wtrg-20211231x10k.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276221000081/wtrg-20201231x10k.htm
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Warning: Beware of Shifting Definitions Used To 
Measure Customers

WTRG’s appears to be shifting its discussion in references to unit customer additions to its business from “customer connections”, 

to “equivalent dwelling units”, and finally “equivalent retail customers or equivalent dwelling units”. To the best of our knowledge, 

WTRG has never defined how it calculates an equivalent dwelling unit. We call on management to explain why it cannot 

consistently describe its unit growth. 

Be careful when management frequently changes how it discusses customers 

2019

“Customer Connections”

2020

“Equivalent Dwelling Units”

2021

“Equivalent Retail Customers or 

Equivalent Dwelling Units”

Source: Proxy Statement, 2020, 2021, 2022

https://www.sec.gov/Archives/edgar/data/78128/000155278120000228/e20166_wtrg-def14a.htm
https://www.sec.gov/Archives/edgar/data/78128/000155278121000145/e21134_wtrg-def14a.htm
https://www.sec.gov/Archives/edgar/data/78128/000155278122000263/e22117_wtrg-def14a.htm
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Oak Brook, Illinois Acquisition Illustrates How 
WTRG Keeps Changing Its Customer Definition

On December 2, 2022 WTRG announced it acquired water assets from the Village of Oak Brook, Illinois for $12.5 million servicing 

“4,000 customer equivalents”. However, WTRG has changed its description multiple times. In a data request from December 

2021, the Village reported 5,416 connections, but WTRG first disclosed 2,121 customers. It then changed the description to 4,000

customers, and finally settled on 4,000 customer equivalents. We caution that customer equivalents is just WTRG’s estimate.(1)

Source: Freedom of Information Act, 

City of Oakbrook, Illinois

(1) See Investor Presentation, Slide 30

Why Does WTRG Keep Changing The Description of What Is A “Customer”

Source: Press Release

Source: 10-Q 2022Source: 10-Q 2021

Source: 2022 10-K

Declining 

Connections

https://www.essential.co/static-files/39f07290-b86b-4a5f-8351-2476c649105d
https://www.essential.co/news-releases/news-release-details/correcting-and-replacing-essential-utilities-aqua-illinois
https://www.sec.gov/ix?doc=/Archives/edgar/data/78128/000156276222000452/wtrg-20220930x10q.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276221000325/wtrg-20210630x10q.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276223000064/wtrg-20221231x10k.htm
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Now revised down to ~1,400

More Evidence WTRG Is Becoming Shifty With Its 
“Customer” Description 

Spruce Point has uncovered more evidence that WTRG’s customer reporting is prone to error and inflation. We have 

communications that show WTRG’s recent acquisition of assets from the Village of Frankfort that it had 711 customers, but 

WTRG reported 1,422 customers in SEC filings. In the recent investor presentation, it revised back its disclosure to 711 

customers.(1)

Source: FOIA from Village of Frankfort  (1) Investor Presentation

Email Between Village and Essential Utilities Customers Claimed In Essential’s SEC Filings

Asset Purchase Agreement

A Direct Email From 

Village Director of 

Utilities To WTRG Says 

It has 708 “Active 

Accounts” And Purchase 

Contract Specifies 

Approx. 711 “Customers”

Source: WTRG 10-Q

Source: WTRG 2022 10-K

https://www.essential.co/static-files/39f07290-b86b-4a5f-8351-2476c649105d
https://www.sec.gov/ix?doc=/Archives/edgar/data/78128/000156276222000452/wtrg-20220930x10q.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276223000064/wtrg-20221231x10k.htm
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Irreconcilable Disclosures Affecting Revenue

Spruce Point cannot reconcile the 2021 operating revenue bridge, as displayed in the year end investor presentation, with the

disclosures made in the 10-K. For example, if purchased gas flows through revenue dollar-for-dollar and it increased by 

$159.3m in 2021 (as stated below in red), why does the bridge show purchased gas increasing revenues only by $55.1m?

Source: 2021 10-K and revenue bridge from quarterly investor presentations

Operating revenues - Operating revenues from the 

Regulated Natural Gas segment increased by $353,338 or 

69.8% due to: 

• increase of $304,571 representing variance in the first 

quarter of 2021 versus first quarter of 2020 as a result of 

the timing of the Peoples Gas Acquisition in 2020;

• impact of higher gas cost of $47,548 in 2021 as compared 

to 2020; 

• higher average delivery and rider rates of $5,272; 

• prior year effect of customer rate credits of $18,924 granted 

to our natural gas customers associated with the approval 

of the Peoples Gas Acquisition; 

• and rate variance of $3,346; 

• offset by lower usage of $13,664 due to warmer weather in 

2021 as compared to 2020; $11,124 credit to customers for 

tax repair catch-up; $5,000 rate credit to customers with 

past-due accounts receivable; and an increased refund of 

the tax benefit associated with the Tax Cuts and Jobs Act 

of $1,456.

??

WTRG Revenue Bridge Between 2020 And 2021… Don’t Reconcile With 10-K Discussion

??

“Our Regulated Natural Gas segment is affected by the cost of natural gas, which is passed through to customers using a purchased gas 

adjustment clause and includes commodity price, transportation and storage costs.  These costs are reflected in the consolidated statement of 

operations and comprehensive income as purchased gas expenses.  Therefore, fluctuations in the cost of purchased gas impact operating 

revenues on dollar-for-dollar basis but does not impact gross margin.  Purchased gas increased by $159,287 or 103.4% due to an increase in 

the price of natural gas in 2021 as compared to the prior year

Why If Purchased Gas Increased by $159.3M Does It Not Reconcile With The Bridge?

Peoples Q1:

$315.8 or $304.5?

Purchased Gas:

$55.1 or $57.5?

https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276222000068/wtrg-20211231x10k.htm
https://www.essential.co/events-and-presentations/events-calendar
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Perplexing Financial Results

How did revenue contributed from a change in natural gas volumes go down in 2021 vs. 2020 given: 1) A full year of 

Peoples natural gas volume contribution in 2021 vs. 2020 (volumes increased substantially from 91,695 to 139,672 MMcf) 

and, 2) An increase in natural gas prices from 2020 to 2021?

MMcf 2016 2017 2018 2019 2020(1) 2021 2022

Natural Gas 

Volumes
134,901 135,602 153,224 Not Disclosed 91,695 139,672 147,350

YoY Revenue 

Contribution 

from Natural 

Gas Volume

-- -- -- -- +$15,741 ($12,243) +$26,000

Regulated Natural Gas Disclosures

(1) From closing March 16, 2020 to year end

Source: 8-K/A filing April 2019 and 2021 10-K and revenue bridge 

from quarterly investor presentations

Generic Natural Gas 
Futures 2020-2021

(Bloomberg)

https://www.sec.gov/Archives/edgar/data/78128/000155278119000164/e19202_wtr-8ka.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276222000068/wtrg-20211231x10k.htm
https://www.essential.co/events-and-presentations/events-calendar
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Be Wary When “Other” Accounts Mysteriously 
Generate Large Profits Without Explanation…

Other revenue and eliminations consist of WTRG’s market-based revenues, which comprises non-regulated natural gas 

operations, Aqua Infrastructure, and Aqua Resources, and intercompany eliminations for revenue billed between 

subsidiaries. Its non-regulated natural gas operations consist of utility service line protection solutions and repair services 

for households and the operation of gas marketing and production entities. Spruce Point is concerned by undisclosed 

restatements affecting these accounts which could potentially be used as a bucket to manage financial results. 

In 2021, there was a large and unexplained credit to operations and maintenance expense which significantly boosted 

operating income in a segment that historically has generated large financial losses. Recall the PUC audit report warned 

about financial control issues around cost allocations and affiliate transactions.

Other Revenue and Eliminations Accounts

Source: Note 18, Segment Information, 

2021 10-K, 2020 10-K

$ in thousands 2018 2019
2019

Restated
2020

2020

Restated
2021

Operating Revenue $3,453 $3,262 $3,262 $17,594 $17,594 $38,039

Operations and 

Maintenance 

Expense (Benefit)

16,246 18,050 18,050 20,620 20,620 (8,212)

Purchased Gas -- -- -- 11,642 11,642 26,872

D&A 295 578 578 -- 1,706 2,640

Taxes other than 

income taxes
-- -- -- -- 2,785 2,576

Operating Income ($15,210) ($17,820) ($15,366) ($19,159) ($19,159) $14,163

How does a historical $16 - $20m 

cost turn into an $8m benefit?

??

https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276222000068/wtrg-20211231x10k.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276221000081/wtrg-20201231x10k.htm
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Aggressive Income Tax

Income Tax Benchmarking 

Essential

Utilities

American 

States Water

American 

Water

Works

York

Water

California 

Water

Service

Middlesex

Water

SJW

Group

“Income Tax”  

Word Count in 10-K
136 94 74 81 47 54 48

Risk Factor Related To 

Income Tax Assumptions
Yes Yes No No No No No

Recent Accounting 

Changes
Yes No No No No No Yes

Income Tax Expense 

(Income Statement)
Benefit Expense Expense Expense Benefit Benefit Expense

There is ample evidence that WTRG’s financial policies are aggressive. Look no further than its income tax accounting. It 

changed its tax accounting policies three times: 2012, 2020 and Q4 2022. WTRRG even lists tax judgments as a risk factor, 

which is an unusual disclosure in its industry. The words “income tax” appear 136 times in its recent 10-K (193 in the prior year).

Source: WTRG 10-K, AWK 10-K,  AWR 10-K, YORW 10-K, CWT 10-K, MSEX 10-K, SJW 10-K

Disclosures

“In 2012, Aqua Pennsylvania adopted an income tax accounting method change, implemented on Essential Utilities’ 2012 federal 

income tax return.  This accounting method change allows a tax deduction for qualifying utility asset improvements that were formerly 

capitalized for tax purposes, and was implemented in response to a June 2012 rate order issued by the Pennsylvania Public Utility 

Commission…..On March 31, 2020, the Company changed the method of tax accounting for certain qualifying infrastructure 

investments at its Peoples Natural Gas subsidiary, its largest natural gas subsidiary in Pennsylvania. On March 16, 2020, the Company 

completed the Peoples Gas Acquisition.  In March 2020 and June 2022, the Company changed the method of tax accounting for certain 

qualifying infrastructure investments at its Peoples Natural Gas and Peoples Gas subsidiaries, respectively.  In the fourth quarter of 

2022, the Company made a similar change for its Aqua New Jersey subsidiary, beginning with the current tax year.  This 

change allows a tax deduction for qualifying utility asset improvement costs that were formerly capitalized for tax purposes.”

https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276223000064/wtrg-20221231x10k.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/1410636/000141063623000020/awk-20221231.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0001056903/000105690322000022/awr-20211231.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/108985/000010898522000024/form10k.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0001035201/000103520122000002/cwt-20211231.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/66004/000117494723000258/msex-20221231.htm#a_013
https://www.sec.gov/ix?doc=/Archives/edgar/data/66004/000117494723000258/msex-20221231.htm#a_013
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Challenges With ERP Implementation

Based upon Spruce Point’s research, we believe that WTRG has struggled with implementing a new ERP. This could be part of 

the reason we observe issues with financial reporting. In fact, we find that post Q1’2022 that WTRG removed a reference that its

next phase of implementation would be expected to go live in H2’2023. 

WTRG’s Recent Discussion of Changes of Internal Controls Removed Reference To Timing of Next Phase

“We are in the process of implementing a new enterprise resource planning (ERP) system for 

our Regulated Water business segment that enhances our business and financial processes 

and standardizes some of our information technology systems with our other segments.  In 

connection with this new ERP implementation, we have updated our internal controls over 

financial reporting, as necessary, to accommodate modifications in our Regulated Water 

business processes and accounting procedures. The next phase of the ERP implementation 

will address the Regulated Water business segment’s customer information system, 

which includes customer billing, and is expected to go live in the second half of 2023.”. 

Source:  2022 Q1, Q2, Q3 10-Q filings

Statement 

Removed Post 

Q1 2022

https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276222000240/wtrg-20220331x10q.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/0000078128/000156276222000352/wtrg-20220630x10q.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/78128/000156276222000452/wtrg-20220930x10q.htm


WTRG’s Dividend Policy Is Nonsense 
And Appears To Be Funded By Peter To 
Pay Both Peter And Paul
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WTRG’s Dividend Propaganda And Flawed Policy

WTRG places an emphasis on its dividend payment history, claiming that it enhances shareholder value and referencing itself as 

a “dividend achiever”. It also positions itself as a growth company. Its policy is to target a dividend payout ratio no higher than 

65% of net income. However, Spruce Point believes that its dividend policy is flawed because of WTRG’s large growth capital 

expenditure (“capex”) requirements and commitments to acquisitions. As such, we believe the appropriate policy is to pay a 

dividend commensurate with its free cash flow after both capex and acquisition obligations.

Dividend Propaganda from PSC / Aqua / Essential Utilities Over Time

Source: PSC, Aqua America and Essential Utilities Annual Reports. Note: Red emphasis Spruce Point

Fiscal Year 2000 Fiscal Year 2011 Fiscal Year 2022

“We have paid dividends consecutively for 76 

years, and our Board of Directors recognizes 

the value that our common shareholders place 

on both our historical payment record and on 

our future anticipated dividend payments”
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Pictural Representation of WTRG’s Financial Model

WTRG Led By:

CEO / Chairman Referenced Through Internal Email As “Disingenuous”

Essential Utilities, Inc

(NYSE: WTRG)

2022 Adj. Operating Cash Flow(1):

$547 million 

WTRG Audit Chairman:

Public Biography Indicates He Advised An Alleged Fraudulent, Ponzi-Like Scheme

Customers Paying Bills, 

Many of Which Are 

Outraged By Large 

Increases

Committed Annually

$1BN Capital Expenditures

Committed

$377M Acquisitions

Discretionary

$303M Dividends

Investors
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Have Included A Ponzi 

Scheme And A FINRA 
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Dividend Deficit 

Filled by circularity of 
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external parties back 

to shareholders

(1) Adjusted for $53m of cash overdrafts
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WTRG Has Never Been Able To Cover Its Dividend

WTRG’s Cumulative Performance: 1990 - Present

We evaluate WTRG’s long-term financial performance since 1990 – over 32 years ago. Spruce Point warns investors that 

WTRG has never been able to cover its dividend from free cash flow available after meeting its heavy capital spending and 

acquisition commitments. In fact, its ability to cover the dividend has become worse since 2018.  

$ in mm

WTRG’s Ability To 

Cover Its Divdend Has 

Been Declining As It 

Scales NOT Improving. 

Free Cash Flow 

Available For 

Dividends Started 

Worsening In FY 2018 

Source: Company financials and Bloomberg

Note: Cumulative acquisition spending starts at 1992 and assumed to be $0 in 1990 and 1991 due to an inability to access historical annual reports in those years

% Annual Growth 2018 2019 2020 2021 2022

Cash From 

Operations
-3.4% -8.1% 50.1% 26.9% -6.8%

FCF Deficit To 

Cover Dividends
25.9% 34.3% 39.5% 32.5% 30.2%

Dividend Deficit Growing Faster 

Then Operating Cash Flow
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New Dividend Warning When The Tide Went Out…

The Great Financial Crisis exposed financial schemes that were dependent on external capital (e.g. Madoff). We believe that 

WTRG implicitly recognizes that its ability to pay its dividend is dependent on outside capital. Its Risk Factor was changed after 

the crisis to explicitly warn about the dividend and need to obtain sufficient capital. 

New Risk Factor Beginning In 2011

Our business requires significant capital expenditures that are partially dependent 

on our ability to secure appropriate funding. Disruptions in the capital markets may 

limit our access to capital. If we are unable to obtain sufficient capital, or if the cost 

of borrowing increases, it may harm our business, financial condition, results of 

operations, and our ability to pay dividends.

Our business is capital intensive. In addition to the capital required to fund our growth 

through acquisition strategy, on an annual basis, we spend significant sums for additions 

to or replacement of property, plant and equipment. We obtain funds for our capital 

expenditures from operations, contributions and advances by developers and others, 

equity issuances and debt issuances. We have paid common dividends consecutively 

for 67 years and our Board of Directors recognizes the value that our common 

shareholders place on both our historical payment record and on our future 

common dividend payments. Our ability to maintain and meet our financial objectives is 

dependent upon the availability of adequate capital, and we may not be able to access the 

debt and equity markets on favorable terms or at all. The U.S. credit and liquidity crisis of 

2008 and 2009 caused substantial volatility in capital markets, including credit markets and 

the banking industry, generally reduced the availability of credit from financing sources, 

and could re-occur in the future. If in the future, our credit facilities are not renewed or our 

short-term borrowings are called for repayment, we would have to seek alternative 

financing sources; however, there can be no assurance that these alternative financing 

sources would be available on terms acceptable to us. In the event we are unable to 

obtain sufficient capital, we may need to take steps to conserve cash by reducing 

our capital expenditures or dividend payments and our ability to pursue acquisitions 

that we may rely on for future growth could be impaired. The reduction in capital 

expenditures may result in reduced potential earnings growth, affect our ability to meet 

environmental laws and regulations, and limit our ability to improve or expand our utility 

systems to the level we believe appropriate. There is no guarantee that we will be able to 

obtain sufficient capital in the future on reasonable terms and conditions for expansion, 

construction and maintenance. In addition, delays in completing major capital projects 

could delay the recovery of the capital expenditures associated with such projects through 

rates. If the cost of borrowing increases, we might not be able to recover increases in our 

cost of capital through rates. The inability to recover higher borrowing costs through rates, 

or the regulatory lag associated with the time that it takes to begin recovery, may adversely 

affect our business, financial condition, or results of operations. l condition, results of 

operations and cash flows. 
Source: 2010 10-K as updated from 2011 10-K

Risk Factor Prior To 2010

Our business requires significant capital expenditures that are dependent on our 

ability to secure appropriate funding. Disruptions in the capital and credit markets 

may limit our access to capital. If we are unable to obtain sufficient capital, or if the 

cost of borrowing increases, it may materially and adversely affect our business, 

financial condition, and results of operations.

Our business is capital intensive. In addition to the capital required to fund our growth 

through acquisition strategy, on an annual basis, we spend significant sums for additions 

to or replacement of property, plant and equipment. We obtain funds for our capital 

expenditures from operations, contributions, and advances by developers and others, 

equity issuances and debt issuances. Our ability to maintain and meet our financial 

objectives is dependent upon the availability of adequate capital, and we may not be able 

to access the debt and equity markets on favorable terms or at all. The U.S. credit and 

liquidity crisis that started in 2008 caused substantial volatility in capital markets, 

including credit markets and the banking industry, and generally reduced the availability 

of credit from financing sources, which may re-occur in the future. If in the future, our 

credit facilities are not renewed or our short-term borrowings are called for repayment, 

we would have to seek alternative financing sources; however, there can be no 

assurance that these alternative financing sources would be available on terms 

acceptable to us or at all. In the event we are unable to obtain sufficient capital, we may 

need to reduce our capital expenditures and our ability to pursue acquisitions that we 

may rely on for future growth could be impaired. The reduction in capital expenditures 

may result in reduced potential earnings growth, affect our ability to meet environmental 

laws and regulations, and limit our ability to improve or expand our utility systems to the 

level we believe appropriate. There is no guarantee that we will be able to obtain 

sufficient capital in the future on reasonable terms and conditions for expansion, 

construction and maintenance. In addition, delays in completing major capital projects 

could delay the recovery of the capital expenditures associated with such projects 

through rates. If the cost of borrowing increases, we might not be able to recover 

increases in our cost of capital through rates. The inability to recover higher borrowing 

costs through rates, or the regulatory lag associated with the time that it takes to begin 

recovery, may adversely affect our business, financial condition, or results of operations.

https://www.sec.gov/Archives/edgar/data/78128/000095012311018861/c13147e10vk.htm
https://www.sec.gov/Archives/edgar/data/78128/000119312512082050/d306445d10k.htm
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Are Shareholder Capital Programs Effectively 
Being Used To Pay The Dividend?

Spruce Point warns investors that WTRG’s dividend reinvestment program offering a 5% discount isn’t a great investment 

proposition. In fact, shareholders may have figured this out on their own. Over time, the participation in the program has 

dramatically declined. WTRG also has a direct stock purchase plan and claims that proceeds are used to, “invest in our 

operating subsidiaries, repay short-term debt, and for general corporate purposes.” More pointedly, we believe that because 

WTRG cannot cover its dividend with free cash flow that money raised from investors through these programs could 

essentially be used to pay the same and other investors dividends, or “taking from Peter, to pay Peter and Paul.”

Source: 2010 - 2021 10-K Annual Reports

Number of WTRG Shareholders And DRIP Participation

We offer a Dividend Reinvestment and Direct Stock Purchase Plan 

(the Plan) that provides a convenient and economical way to 

purchase shares of the Company.  Under the direct stock purchase 

portion of the Plan, shares are issued throughout the year.  The 

dividend reinvestment portion of the Plan offers a five percent 

discount on the purchase of shares of common stock with reinvested 

dividends.  As of the December 2022 dividend payment, holders 

of 5.1% of the common shares outstanding participated in the 

dividend reinvestment portion of the Plan.  The shares issued 

under the Plan are either original issue shares or shares purchased 

by the Company’s transfer agent in the open-market.  During the 

past three years, we have sold 1,132,080 original issue shares of 

common stock for net proceeds of $49,940 through the dividend 

reinvestment portion of the Plan, and we used the proceeds to invest 

in our operating subsidiaries, to repay short-term debt, and for 

general corporate purposes.  In 2022, 2021 and 2020, we sold 

368,278, 374,824 and 388,978 original issues shares of common 

stock for net proceeds of $16,619, $16,799 and $16,522, 

respectively, through the dividend reinvestment portion of the plan. 

WTRG’s Stock Programs

Number of Shareholders of Record (LHS) DRIP Participation % (RHS)
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Executive Interview

Spruce Point Question: “What’s your take on the dividend given all the capital 

requirements?”

Answer: “I’m personally not a fan. It would make it sense to go away, but a lot of 

shareholders are accustomed to dividends.”

Spruce Point 

Interview 

With Former 

WTRG 

Executive

As part of Spruce Point’s research into WTRG, we interviewed a former executive familiar with its corporate 

development, M&A and financial strategies. We asked for an opinion on the dividend. 

Source: Spruce Point interview



WTRG’s Abysmal Governance 
Including Its Audit Chairman Who 
Was An Advisor To An Alleged Fraud 
Described As A Ponzi-Like Scheme 
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WTRG Audit Chairman Advised What Was Alleged To Be 
A Fraud With Characteristics of A Ponzi Scheme 

In 2018, WTRG appointed Lee C. Stewart to its Board. While touting his capabilities, it did not say that he had worked with CEO 

Franklin in the past while both were Board members and on the Audit Committee at ITC Holdings.(1,2) Mr. Stewart is now 

WTRG’s Audit Chairman and his biography does not say that he was on the advisory board of Fletcher Asset Management and 

worked at Bear Stearns.(3) There is no time frame as to when he became associated with Fletcher, but it was notable because it 

eventually filed for insolvency. The bankruptcy trustee described it as a “Fraud” and having “many characteristics of a Ponzi 

scheme”. Fletcher’s founder Alphonse “Buddy” Fletcher appears to be connected to Mr. Stewart through overlapping 

employment at Bear Stearns. Fletchers’ mentor was Elliot Wolk a principal alongside Mr. Stewart at Bear Stearns.(4,5)

Bear Stearns was notable as the bank that collapsed during the financial crisis for having toxic assets and too much leverage. 

(1) ITC Proxy Statement

(2) Stewart Appointment

(3) Walkers Research (Spruce Point red emphasis) and Official Current Biography and Proxy Statement Biography

(4) “Buddy Fletcher: Financial Genius – or a Fake”, Boston Magazine, Feb 2012

(5) Bear Stearns filing linking Stewart and Wolk

Fletcher’s master hedge fund, Fletcher 

International, which filed for bankruptcy protection 

in June 2012, was a fraud with “many of the 

characteristics of a Ponzi scheme,” according to a 

bombshell report. After a year-long investigation, 

trustee Richard J. Davis concluded this week in a nearly 

300-page report that there were virtually no assets left 

to pay Fletcher’s creditors.

By the date of its bankruptcy, Fletcher “held only one 

asset of undisputed value — Helix stock — worth less 

than $8 million,” Davis said in the report filed in federal 

bankruptcy court. Fletcher had valued the fund at $352 

million.

Source: “Report: Fletcher fund like ‘Ponzi scheme’”, NY Post, Nov 28, 2013 

Public History of Director Stewart Fletcher Described As Similar To A Ponzi Scheme

https://www.sec.gov/Archives/edgar/data/1317630/000119312512160694/d294065ddef14a.htm
https://www.essential.co/news-releases/news-release-details/aqua-america-announces-new-appointments-board-directors
http://www.walkersresearch.com/Profilepages/Show_Executive_Title/Executiveprofile/L/Lee_C_Stewart_400155306.html
https://www.essential.co/biography/lee-stewart
https://www.sec.gov/Archives/edgar/data/78128/000155278122000263/e22117_wtrg-def14a.htm
https://www.bostonmagazine.com/2012/02/28/is-harvard-graduate-buddy-fletcher-financial-genius-or-fake/
https://www.sec.gov/Archives/edgar/data/777001/0000909518-94-000191.txt
https://nypost.com/2013/11/28/report-fletcher-fund-like-ponzi-scheme/
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Historical Evidence of WTRG’s Objectionable 
And “Disingenuous” Governance

By all accounts former WTRG director Michael Browne was an honorable man, having served as a partner at law firm Reed 

Smith LLP for over 20 years, a special assistant to the U.S, Secretary of Transportation and a Captain in the U.S. Marine Corps 

during Vietnam where he was decorated with the Bronze Star Medal.(1) For Mr. Browne to call the Board at the time (including 

current CEO/Chairman Chris Franklin and Ms. Ellen Ruff) “disingenuous” in their decision-making should not be discounted. Ms. 

Ruff now opines on Mr. Franklin’s compensation, which we will show is tied to $42 million of dubious adjustments. 

Source: WTRG 8-K filing and Spruce Point red emphasis

(1) Mr. Browne’s biography per WTRG Proxy Statement 

Director Michael Browne Resignation Email Both Ellen Ruff and Chris Franklin Were 

Referenced As “Disingenuous” In Their 

Decision-Making. Investors Should Be 

Alarmed That Ms. Ruff Now Sits On The  

Compensation Committee, Which Just 

Approved $42M of Unaudited “Adjustments” 

That Paid CEO Franklin Handsomely

Source: 2021 Proxy Statement

https://www.sec.gov/Archives/edgar/data/78128/000119312516503215/d131938dex991.htm
https://www.sec.gov/Archives/edgar/data/78128/000119312515104084/d857240ddef14a.htm
https://www.sec.gov/Archives/edgar/data/78128/000155278122000263/e22117_wtrg-def14a.htm
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Two Sets of Earnings Realities: One That Allows 
Management To Reap Unjust Compensation

Spruce Point warns that WTRG is calculating two sets of earnings: one headline figure that is prominently displayed to investors

in its earnings report, and another that is buried as an “Appendix A” to the Proxy Statement used to handsomely reward 

management for what we believe are excuses such as “the weather”. We believe that weather variation is an ordinary and 

known risk as part of natural gas demand, and not one to be adjusted for. In total, WTRG made $42m of adjustments that 

investors cannot audit or evaluate. Diluted EPS is the largest weighting at 35% towards management’s short-term incentive 

bonus. At a high level, we begrudge using this as a metric towards management pay given WTRG’s cash flow margins are in 

perpetual decline. WTRG’s substantial debt-burden and inability to cover its dividend should make management laser-focused 

on cash flow margin improvement.

Source: WTRG Proxy and 2021 Earnings Release

What WTRG Sells To Investors: Diluted EPS $1.67 …. ….Vs. How Management Pays Itself: Diluted EPS $1.80

Blame It On The Weather? Over $42m of “Trust Us” Adjustments 

That Can’t Be Audited By Investors

https://www.sec.gov/Archives/edgar/data/78128/000155278122000263/e22117_wtrg-def14a.htm#e22117a020
https://www.sec.gov/Archives/edgar/data/78128/000155278122000194/e22103_ex99-1.htm
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EPS Adjustments In Favor of Management Triggers 
150% Attainment For 35% of Its Cash Incentive Bonus

Is it a coincidence that with special and unaudited adjustments in the proxy statement, WTRG’s management exceed its 

“maximum” threshold on EPS, its biggest weighting toward its short-term incentive bonus?

Source: WTRG Proxy, p. 58

Earnings 

Came Close 

To Target

But With “Special” And 

“Unaudited” Adjustments 

Exceed Maximum For Largest 

Weighting Toward Cash Bonus 

https://www.sec.gov/Archives/edgar/data/78128/000155278122000263/e22117_wtrg-def14a.htm#e22117a020
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WTRG Appears To Disregard Numerous 
Suggestions To Improve Governance

A key concern raised from the recent Aqua NJ audit – a concern that Spruce Point 100% agrees with – is as follows: “With the 

exception of the current and former CEOs, the Board lacks significant, recent experience with water and wastewater utilities”.(1)

In fact, it appears that WTRG has ignored this recommendation. Our recent review of WTRG Board appointments indicates 

that none have prior water (or gas) industry experience.(2)

(1) Aqua NJ Audit by SAGE Management Consultants, June 24, 2021

(2) Essential appointments: W. Bryan Lewis, Edwina Kelly, David Ciesinski

Nov 2022: Appointed W. Bryan Lewis

Current Job: CIO United States Steel

Past Work History: PA State Employees Retirement System

Water / Gas Industry Experience:  NONE

July 2021: Appointed David Ciesinski

Current Job: CEO of Lancaster Colony (Food Company)

Past Work History: Food industry with marketing roles 

Water / Gas Experience:  NONE

May 2021: Appointed Edwina Kelly

Current Job: Snr. Principal Canada Pension Plan (CPP) 

Past Work History: EFG Hermes, renewable energy and solar

Water / Gas Experience: NONE

Audit Recommendation WTRG’s Subsequent Director Appointments

https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&ved=2ahUKEwiMhNnvjd78AhW1j4kEHVY7CNEQFnoECA4QAQ&url=https%3A%2F%2Fwww.nj.gov%2Fbpu%2Fpdf%2Fauditpdfs%2FAqua%2520NJ%2520SAGE%2520FinalReport.pdf&usg=AOvVaw18Fp4urZDcbI48paVMZPQU
https://www.essential.co/news-releases/news-release-details/essential-utilities-announces-appointment-w-bryan-lewis-board
https://www.essential.co/news-releases/news-release-details/essential-utilities-announces-appointment-edwina-kelly-board
https://www.essential.co/news-releases/news-release-details/essential-utilities-announces-appointment-david-ciesinski-board
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We Believe WTRG’s Latest Audit Director 
Appointment Is Unfit And Should Resign

What makes WTRG’s Board believe that the CEO of Lancaster Colony (a food company) is an “Audit Committee Financial 

Expert”? Examining his work experience dating back to 2002 shows that he held predominately food marketing roles and we 

find no evidence he has served on any other public company audit committee before this current role.    

(1) Essential appoints David Ciesinski,  W. Bryan Lewis, Edwina Kelly

(2) 8-K appointment of Ciesnski 

WTRG On Director Ciesinski Claims He’s An Audit 

Committee Financial Expert….

Despite Holding Food Marketing Roles For Over 

Two Decades

“After a national search for a new director, the experience and 

expertise that Dave will bring to the Essential board is clear. He 

will be an excellent representative of the shareholders in guiding 

the company, particularly in matters of growth and 

branding”.

“The Board has also appointed Mr. Ciesinski as a member of its 

Audit Committee and its Corporate Governance Committee. 

Based on his (i) understanding of generally accepted accounting 

principles and financial statements; (ii) ability to assess the 

general application of such principles in connection with the 

accounting for estimates, accruals and reserves under U.S. 

GAAP; (iii) experience preparing, auditing, analyzing or 

evaluating financial statements that present a breadth and level 

of complexity of accounting issues that are generally 

comparable to the breadth and complexity of issues that can 

reasonably be expected to be raised by the registrant’s financial 

statements, or experience actively supervising one or more 

persons engaged in such activities; (iv) understanding of internal 

controls and procedures for financial reporting; and (v) 

understanding of audit committee functions, the Board has 

determined that Mr. Ciesinski is an “audit committee 

financial expert” as such term is defined under the rules 

and regulations of the SEC.”

(1) 8-K and press release appointment of Ciesinski 

Press Release Says Nothing of Being A Financial Expert

https://www.essential.co/news-releases/news-release-details/essential-utilities-announces-appointment-david-ciesinski-board
https://www.essential.co/news-releases/news-release-details/essential-utilities-announces-appointment-w-bryan-lewis-board
https://www.essential.co/news-releases/news-release-details/essential-utilities-announces-appointment-edwina-kelly-board
https://www.sec.gov/ix?doc=/Archives/edgar/data/78128/000155278121000580/e21472_wtrg-8k.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/78128/000155278121000580/e21472_wtrg-8k.htm
https://www.essential.co/news-releases/news-release-details/essential-utilities-announces-appointment-david-ciesinski-board
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Insider Ownership And Growing Misalignment

As WTRG’s share count has ballooned over the years, insiders have not increased their stock holdings accordingly. 

As a result, insider ownership has been in steady decline and stands at just 0.17% of shares outstanding. When we benchmark 

WTRG’s insider ownership against industry peers, we find they have among the lowest insider ownership.

Source: WTRG and Competitor SEC Proxy filings and Spruce Point analysis

mm of shares 2000 2010 2015 2019 2020 2021 2022

All Insiders 0.65 2.02 0.58 0.54 0.42 0.44 0.44

Shares o/s 40.9 138.2 177.2 178.36 223.31 245.61 253.01

% Beneficial 

ownership
1.60% 1.46% 0.33% 0.30% 0.19% 0.18% 0.17%

WTRG Insider Ownership Trend

Declining

Peer Industry Insider Ownership

Average



WTRG Stock Promoters Have Included 
Firms That Ran A Ponzi Scheme And 
Were Barred By FINRA. Why We See 
35% - 50% Downside Risk
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WTRG Has Been Promoted By Disreputable Firms, 
Including One That Ran A Ponzi Scheme

Spruce Point warns that WTRG has previously been associated with brokerage firms of dubious merit. In fact, we find that it 

was promoted by Stanford Group Company (part of Stanford Financial Group), which was a notorious Ponzi scheme ran by 

Allen Stanford who is serving a 110-year federal prison sentence.(1) In addition, WTRG was promoted by Jesup & Lamont, a 

brokerage that was ordered to cease operations by FINRA.(2) Furthermore, Brean Murray, a firm that was active in promoting 

speculative Chinese reverse-merger stocks – some of which were frauds – also used to promote the Company.(3)

Source: Wayback Machine of Essential’s Analyst Coverage Page

(1) Allen Stanford Wikipedia

(2) Jesup & Lamon EXPELLED! by FINRA

(3) “SEC Charges Reveal Fraud In Chinese Company”, NY Times, Feb 2012
Source: DOJ and InvestmentNews.com

Analyst Coverage of Aqua America 

(Now Essential Utilities) In 2009

Promoted By Multiple Brokers That No Longer Exist 

Due To Federal And Regulatory Intervention

https://web.archive.org/web/20090325071625/http:/ir.aquaamerica.com/analysts.cfm
https://en.wikipedia.org/wiki/Allen_Stanford
https://brokercheck.finra.org/firm/s
https://www.nytimes.com/2012/02/24/business/sec-charges-reveal-fraud-in-chinese-company.html
https://www.justice.gov/criminal-vns/case/united-states-v-robert-allen-stanford-et-al
https://www.investmentnews.com/jesup-lamont-was-under-fire-before-finra-intervened-29839
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Unrealistic Upside Targets

WTRG is covered by fewer analysts than in the past, but its roster still include a mix of low-tier stock promoters that have a 

resounding “Buy” opinion and collectively see 32% upside. Not surprisingly, the most bullish analyst is from a firm with local 

roots near the Company’s headquarters outside of Philadelphia. We believe investors should pay close attention to the opinion

of Morningstar, the lone analyst that says “Sell” and is an independent voice that is not compensated by WTRG.  We believe 

analysts are not paying attention to signs that WTRG is under financial pressure by lowering financial estimates and price 

targets far enough. One bold analyst even boosted the price target despite WTRG’s new goodwill impairment warning. 

Analyst Recommendation Price Target

Janney Buy $71

NorthCoast Buy $56

UBS Buy $55

Evercore Outperform $55

Baird Outperform $54

RBC Outperform $54

Well Fargo Overweight $52

Morningstar Sell $42

Average Price Target

% Upside (Downside)

$54.88

+31%

Analyst Recommendation Mix

Source: Bloomberg

Note: NorthCoast and Wells Fargo revised price targets lower by $2/sh and $1/sh, respectively post-earnings while Evercore boosted its target by $4/sh

Based on closing price of $46.86 per share

13%

88%

Sell Buy

Limited 2023 Financial Forecast Revisions

Revenue(1) Adj. EPS(2)

(1) No revenue forecast revisions lower despite $44m of DELCORA being delayed

(2) We estimate $6.9m ($0.025) reduction to net income (EPS) from DELCORA delay 
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WTRG Appears To Be Signaling Earnings 
Disappointment 

Read the fine print! 

Notice that for the first time, WTRG added a large footnote on top of its guidance slide loaded with qualifications. In addition it 

removed a footnote over the rate base. Previously the rate base growth excluded acquisitions, but now it appears to include 

acquisitions. We believe this indicates that organic rate base growth is falling behind expectations.   

2021

Source: Investor Presentations

https://www.essential.co/events-and-presentations/events-calendar
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WTRG Appears To Be Signaling Earnings 
Disappointment 

A company’s ability to meet investor expectations with consistent returns, no matter what the circumstances, should be viewed as an 

extreme red flag. For example, Madoff’s ability to provide consistent returns and results for investors no matter the environment was a 

hallmark of his Ponzi scheme, until the large economic shock of the Great Financial Crisis impacted his ability to raise new capital. 

Spruce Point finds it alarming that WTRG’s CEO recently referenced his ability to never disappoint Wall Street, but dropped glaring hints 

that suggest disappointment could be on the horizon. For example, DELCORA’s closing and revenue contribution being delayed to 2024 

would result in 2023 revenue falling $44m below plan.(1)

Source: FY 2022 Conference Call, Feb 27, 2023

(1) DELCORA 2023 Budget projects $88m of full year revenue; half-year revenue contribution estimated at $44m

At The Intro of 

the Call, the 

CEO Says He 

Always Meets 

Guidance

And Later In 

The Call, Hints 

of Problems 

Foreshadowing 

Disappointment

“Let's start out with some highlights from our 2022 year. Our focus on operational efficiency and infrastructure improvement and

service-related priorities led us to another strong year, reporting earnings per share of $1.77, which is 6% better than last year 

and the midpoint of our 2022 guidance. It's also in line with our 5% to 7% long-term guidance, despite macro challenges of 

inflation and rising interest rates among other as you all know about. Importantly, in a context of that I want to point out that 

since I became CEO in 2015, my team and I have always met the guidance we provided to the street.”

“As of this call, we have eight signed asset purchase agreements for nine systems across four states. All of these are in states

where we currently do business. These acquisitions will add nearly 219,000 customers or customer equivalents and total nearly

$380 million purchase price. Now, let's take a minute and talk about the status of DELCORA On our last call, you'll recall 

that we provided the PUC procedural schedule and our expectations of closing this acquisition in the first of 2023

based on the most recent legal and regulatory actions a mid-year closing is now unlikely, we now expect to close 

toward the end of this year.

All right, now before we walk through our 2023 guidance, I want to provide clarity on how we're thinking about the impacts of

both weather and our acquisition program on the guidance we provided you last month. Dan mentioned earlier in the call, the 

colder than normal weather in 2022 had a favorable impact on revenues.

While it's very early in the year and we still have another month left in the first quarter. Year-to-date 2023 weather for 

the region where our natural gas segment is located has been approximately 20% warmer than normal. This will likely 

be a topic for our next earnings call for first quarter, but as a reminder the fourth quarter has a significant impact as 

usage as well. So, it's far too early to determine the weather impact on our results for the year.

Regarding our acquisition program, you may recall that DELCORA was included in the guidance we provided for 2023. 

I want to point out that we do not believe that the delay in the closing of DELCORA alone would cause us to fall outside our 

existing EPS guidance range for 2023. So, we'll continue to monitor the impact of weather and acquisitions but we remain 

confident. In 2023 guidance, we released.”

https://seekingalpha.com/article/4582609-essential-utilities-inc-wtrg-q4-2022-earnings-call-transcript
https://www.delcora.org/about-us/financials/
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Undeserved Premium Multiple Among Peers

We believe WTRG trades at a rich multiple that makes little sense in relation to our evidence of financial reporting issues, poor 

governance, and its acquisition growth strategy facing challenges. A realistic valuation should consider that WTRG is both a 

water/wastewater utility and a regulated gas distribution business. Gas asset multiples trade at a discount to water assets.

$ in mm, except per share figures

Source: Bloomberg consensus and Spruce Point research

Note: South Jersey Industries recently acquired

Stock Adj 2023E Sales Earnings Net Debt
Price Ent. Capex OCF EBITDA Growth Growth   EV / Sales EV / EBITDA Price / EPS 2022A Dividend

Name (Ticker) Sector 3/7/2023 Value Margin Margin Margin '22E-'23E '22E-'23E 2023E 2024E 2023E 2024E 2023E 2024E EBITDA Yield

NextEra (NEE) Utility/Water $73.75 $220,956 63.0% 40.2% 55.8% 17.8% 26.3% 9.0x 5.6x 16.0x 14.5x 23.8x 21.8x 7.1x 2.5%

American Water Works (AWK) Water $137.13 $37,305 61.5% 42.5% 53.9% 7.7% 8.0% 9.1x 5.7x 16.9x 15.6x 28.7x 26.7x 6.4x 1.9%

NiSource (NI) Gas/Electric $27.31 $25,327 60.4% 34.8% 41.1% -6.6% 17.0% 4.6x 2.1x 11.3x 10.1x 17.5x 16.3x 5.4x 3.7%

Atmos Energy (ATO) Gas $111.20 $24,417 38.1% 30.7% 39.5% 6.3% 7.2% 5.4x 3.3x 13.6x 12.1x 18.2x 17.0x 5.5x 2.7%

Alliant Energy (LNT) Gas/Electric/Water $50.99 $21,533 45.1% 32.8% 42.7% -5.0% 5.9% 5.4x 3.1x 12.6x 11.6x 17.6x 16.2x 5.4x 3.4%

OGE Energy (OGE) Gas/Electric $35.30 $10,584 28.7% 30.1% 33.5% -3.4% -39.2% 3.2x 2.1x 9.7x 9.2x 17.5x 16.6x 3.1x 4.6%

Southwest Gas (SWX) Gas $60.12 $10,268 17.9% 20.3% 22.5% -1.4% 40.2% 2.1x 0.9x 9.3x 10.2x 14.3x 13.6x 6.8x 4.1%

Black Hills (BKH) Gas/Electric $60.88 $8,719 25.2% 20.1% 33.7% -4.4% -5.6% 3.6x 1.6x 10.6x 11.3x 16.2x 15.7x 6.6x 4.1%

Spire (SR) Gas $68.04 $8,472 28.9% NA 29.5% 6.3% 7.9% 3.5x 1.5x 12.0x 11.5x 15.9x 15.5x 7.0x 4.2%

South Jersey Industries (SJI) Gas $36.09 $8,179 26.3% 26.8% 19.9% 22.4% 103.5% 3.4x 1.9x 16.8x 13.4x 21.2x 19.2x 6.7x 3.4%

New Jersey Resources (NJR) Gas $51.02 $8,235 20.5% 19.3% 19.2% 1.6% 6.1% 2.8x 1.6x 14.5x 13.3x 19.0x 17.6x 6.2x 3.1%

One Gas (OGS) Gas $77.83 $7,481 30.1% NA 28.2% -14.5% 1.3% 3.4x 1.8x 12.0x 11.1x 18.8x 18.1x 5.6x 3.3%

Avista (AVA) Gas/Electric $40.90 $5,762 29.7% NA 33.1% -4.3% 9.2% 3.6x 1.8x 10.9x 10.1x 17.7x 16.6x 5.8x 4.5%

Northwestern (NWE) Gas/Electric $56.63 $5,362 36.7% 30.5% 35.6% 0.7% 8.6% 3.6x 2.1x 10.1x 9.6x 16.4x 15.7x 4.5x 4.5%

California Water Service (CWT) Water $55.46 $4,118 37.1% NA 33.1% 5.1% 10.7% 4.6x 3.3x 14.0x 12.8x 28.3x 26.2x 4.3x 1.8%

American Water States (AWR) Water $85.50 $3,864 26.9% NA 37.4% 8.0% 30.0% 7.3x 5.7x 19.5x 18.2x 31.2x 28.8x 3.8x 1.9%

SJW Group (SJW) Water $75.94 $3,969 39.0% 34.4% 39.9% 2.1% 9.2% 6.3x 3.5x 15.7x 14.6x 30.7x 27.9x 6.9x 2.0%

Pure Max 38.1% 30.7% 39.5% 22.4% 103.5% 5.4x 3.3x 16.8x 13.4x 21.2x 19.2x 7.0x 4.2%

Gas Average 27.0% 24.3% 26.5% 3.5% 27.7% 3.4x 1.8x 13.0x 11.9x 17.9x 16.8x 6.3x 3.5%

Peers Min 17.9% 19.3% 19.2% -14.5% 1.3% 2.1x 0.9x 9.3x 10.2x 14.3x 13.6x 5.5x 1.8%

Pure Max 61.5% 42.5% 53.9% 8.0% 30.0% 9.1x 5.7x 19.5x 18.2x 31.2x 28.8x 6.9x 2.0%

Water Average 41.1% 38.4% 41.1% 5.7% 14.5% 6.8x 4.6x 16.5x 15.3x 29.7x 27.4x 5.4x 1.9%

Peers Min 26.9% 34.4% 33.1% 2.1% 8.0% 4.6x 3.3x 14.0x 12.8x 28.3x 26.2x 3.8x 1.8%

Max 63.0% 42.5% 55.8% 22.4% 103.5% 9.1x 5.7x 19.5x 18.2x 31.2x 28.8x 7.1x 4.6%

All Peers Average 36.2% 30.2% 35.2% 2.3% 14.5% 4.8x 2.8x 13.3x 12.3x 20.8x 19.4x 5.7x 3.3%
Min 17.9% 19.3% 19.2% -14.5% -39.2% 2.1x 0.9x 9.3x 9.2x 14.3x 13.6x 3.1x 1.8%

Essential Utilities (WTRG) $41.50 $17,855 50.5% 46.2% 50.7% -3.6% 6.6% 8.1x 4.7x 16.0x 14.8x 22.1x 20.4x 7.0x 2.8%

  Adjusted Based On Expected Capital Raise $41.50 $19,634 50.5% 46.2% 50.7% -3.6% 6.6% 8.9x 4.9x 17.6x 16.3x 22.1x 20.4x 8.4x 2.8%
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Substantial Capital Needs Coming Up

WTRG’s Projected Capital Requirements

$ in mm

Low Equity Case High Equity Case

Next 12M Further 6M Next 18M Next 18M

Operating Cash Flow (2) $550 $275 $825 $825

Less: Capital Expenditures (3) ($1,123) ($562) ($1,685) ($1,685)

Less: Pending Acquisitions ($380) -- ($380) ($380)

Less: Dividends ($303) ($152) ($455) ($453)

External Capital Required ($1,256) ($438) ($1,694) ($1,694)

Equity Raised (4) $400 $500

Debt Raised $1,294 $1,194

We believe investors should be discounting substantial dilution and more debt issuance into the forward valuation of WTRG’s 

equity share price. Essential does not have a firm commitment to raise equity, but instead relies on a $500 million at-the-

market (“ATM”) program whereby it can issue stock as it chooses.(1)

Source: Spruce Point estimates and WTRG guidance

(1) ATM 8-K filing, October 14, 2022

(2) 2022 Adj. Operating Cash Flow is $547m, has been 

falling, and will likely trend further down in 2023 due to 

unusually warm weather. We conservatively estimate 

stable cash flow (see slide)

(3) 2023E Capex per 2022 10-K p. 54

(4) Equity raised per management 2022 year end conf call

Potential Dilutive Impact From Equity Capital Raised

Share 

Price

Equity Raised ($mm)

$400 $450 $500

$30.00 13.3 15.0 16.7

$35.00 11.4 12.9 14.3

$40.00 10.0 11.3 12.5

https://www.sec.gov/ix?doc=/Archives/edgar/data/78128/000155278122000580/e22455_wtrg-8k.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/78128/000156276223000064/wtrg-20221231x10k.htm#MDA
https://seekingalpha.com/article/4582609-essential-utilities-inc-wtrg-q4-2022-earnings-call-transcript
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We See Approximately 35% - 50% Downside Risk 
To WTRG’s Share Price

Natural Gas Business: Announced acquisition in 2018 and 

acquired at 12x 2019A Adj. EBITDA. Since this time, rate base 

growth is falling behind expectations, margins have decreased, 

bad debt allowances are abnormally high, temperatures are 

rising, and natural gas is viewed as a negative for ESG. Financial 

reporting issues and a critical audit opinion by the state 

commission reveals a picture of a “complex” organization that 

needs to improve. Goodwill is being evaluated for impairment. 

Water Business: Long-term declining trends in usage and 

shrinking opportunity to acquire water assets of scale. Evidence 

of existing deals being delayed and competed more heavily by 

new suitors (e.g., NextEra), along with legal challenges being 

mounted (e.g., DELCORA). 

General Concerns With WTRG: 

• Cost of capital increasing for a capital-intensive business and 

inflation rising are not easily offset in the short-term

• Governance weaknesses and clearly not listening to public 

critics that the Board should have more water experts

• ERP that appears to be falling behind schedule

• $1.7bn of debt and/or dilution required to meet obligations. 

Already the most levered amongst peers

• When WTRG recently issued 2023 EPS guidance of $1.85-

$1.90 the estimate was $1.90, providing evidence that 

expectations may be too high along with the CEO’s recent 

comments about factors working against it this year

Rationale For Valuation Multiple DiscountSpruce Point Price Target

$ in mm, except

per share figures

EBITDA Multiple

Low High

Regulated Water Multiple 14x 15x

2023E Water EBITDA $726 $759

Water Enterprise Value (A) $10,164 $11,385

Regulated Gas Multiple 10x 12x

2023E Gas EBITDA  $363 $380

Gas Enterprise Value (B) $3,630 $4,554

Total Enterprise Value (A+B) $13,794 $15,939

Less: Debt Outstanding(1) ($6,943) ($6,943)

Less: Incremental Debt Financing ($1,294) ($1,194)

Pro Forma Debt Outstanding ($8,237) ($8,137)

Plus: Cash(2) -- --

Market Value of Equity $5,557 $7,802

Diluted Shares Outstanding 264.6 264.6

Incremental Shares Issued(3) 10.0 14.3

Pro Forma Shares Outstanding 274.6 278.9

Implied Stock Price $20.23 $27.97

Current Price $41.50 $41.50

Downside Potential -51% -33%

Spruce Point conducts a sum-of-the-parts valuation for WTRG’s water and gas businesses which are distinct and separately 

reported businesses. 

(1) Includes $75m of mortgage bonds issued June 2023, $37.7m of operating leases, $31.2m of pension liabilities, and excludes $47m of debt issuance costs.

(2) WTRG frequently operates with no cash, which we assume as a base case in our valuation.

(3) Low case: $400m equity raised @ $40/sh; High case: $500 equity @ $35/sh.

https://www.essential.co/news-releases/news-release-details/essential-utilities-reaffirms-2022-guidance-announces-2023-and
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Enormous Disconnect Between What Bond And Stock 
Holders Think of WTRG’s Future Post Closing of The 
Peoples Transaction

Shortly after the closing of the Peoples deal on April 13, 2020 WTRG issued a $600 million, 3.35% Baa2/A- rated Senior Unsecured

Note due 2050. When comparing WTRG’s long duration debt and equity, there is a clear mismatch in terms of what debt and equity 

holders think of the Company’s earnings prospects.(1) WTRG’s equity, which is subordinate to the debt, has moderately increased in 

value, while the debt is trading at approximately $69 with a 5.6% yield. WTRG’s dividend yield is 2.6% and the Company effectively has 

to raise external capital to cover the payments due to growth capital requirements. Raising an additional $1.2 billion of debt would cost 

the Company ~$27 million more per year of interest expense. 

Essential Utilities Stock Price vs. Long-Duration Bond and BBB Corp Bond Index

(1) According to Bloomberg, there has been no change in 2023 consensus earnings estimates from deal closing to present 
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