== 1 a0 A NG T =2
—#3"" ‘A NON-ESSENTIAL STOCK HOLDING"

o
s

/ STRONG SELL OPINION /

Essential Utilities, Inc. | NYSE: WTRG




SPRUCE POINT Full Legal Disclaimer
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This research presentation expresses our research opinions. You should assume that as of the publication date of atiopresgott or letter, Spruce Point Capital
al yFrasSySyid [[/ oa{t/ a0 6LIRaaArote If2y3a gAGK 2N (KNP dAknts alaNg wirSoursubdtBbers andt N
clients has a short position in all stocks (and are long/short combinations of puts and calls on the stock) covereadtiedany, without limitation Essential Utilities, Inc.
642 ¢wDéE0D GKSNBF2NB aidGlyR (G2 NBIEATS aA3ayAFAOL Yyl 3 HidnbdBanypréseritakidd, rép@tDylditer, W ihténd
to continue transacting in the securities covered therein, and we may be long, short, or neutral at any time hereaftdesegéalr initial recommendation. All
expressions of opinion are subject to change without notice, and Spruce Point Capital Management does not undertake thispdptat or any information contained
herein. Spruce Point Capital Management, subscribers and/or consultants shall have no obligation to inform any inviester 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\atidrdysal of which are based upon publicly
available information, and all of which are set out in this research presentation. Any investment involves substaniiadltidksy complete loss of capital. There can be r
assurance that any statement, information, projection, estimate, or assumption made reference to directly or indiredypiagbntation will be realized or accurate. Any
forecasts, estimates, and examples are for illustrative purposes only and should not be taken as limitations of the mimmaximom possible loss, gain, or outcome. An
information contained in this report may include forward looking statements, expectations, pro forma analyses, estimapgsjentithns. You should assume these types
statements, expectations, pro forma analyses, estimates, and projections may turn out to be incorrect for reasons beyeetd Spruy’ & / F LA GF £ al y I 3
CKAA A& y20 Ay@SaidySyid 2N I 002dzyiAy3a I RGAOS y 2N aK2 ddsRrchiisiat yousowd isk. ¥aii SkdeRiRo |
your own research and due diligence, with assistance from professional financial, legal and tax experts, before makiagraagtinecision 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 relialdesmat dmit 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 autuedinble, and who are not insiders or
connected persons of the stock covered herein or who may otherwise owe any fiduciary duty or duty of confidentialitgs$oeth@r to any other person or entity that was
breached by the transmission of information to Spruce Point Capital Management LLC. However, Spruce Point Capital Mdrnageoogmizes that there may be nen
public information in the possession of WTRG or other insiders of WTRG that has not been publicly disclosed by WTR& stibhrigfimrmation contained herein is
LINBaASYGSR al a A&azé ghliethe dxpiress or Mipliedy Spice Pdint Capital MankgérRent LLC makes noeptiesentations, express or implied, as
to the accuracy, timeliness, or completeness of any such information or with regard to the results to be obtained fr@n its us

¢CKAad NBLER2NIQa SadAYFGSR FdzyREFEYSyillft @FfdzS 2yfe NBLINB@EdEY security, andiSrotiexp@Isddnddr &
implied as, assessments of the quality of a security, a summary of past performance, or an actionable investment staté@uyefior. 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 jurisdidtich such offer would be unlawful under the
securities laws of such jurisdiction. Spruce Point Capital Management LLC is registered with the SEC as an investmelowaaeso you should not assume that any
discussion or information contained in this presentation serves as the receipt of personalized investment advice frorR@nrGegpital Management LLC. Spruce Point
Capital Management LLC is not registered as a broker/dealer or accounting firm.
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gjry of Matt Farrell

This report is dedicated in the memory of Matt Farrell (1969-2 022) . Matt was Spruce Pointd
Twitter follower. Matt was a true polymath and ardent supporter of short selling activism.

- B g Following

WPWAM

@WillauerProsky Follows you

Hedgefund guy in #shortseller & #activistshorts camps, with #corpgov / #ESG
focus. Allocate capital to responsible users; deny use of capital to abusers.

® Charlottesville-PortlandME-SFO (2 activistshort.com
Joined November 2012

2,261 Following 7,789 Followers
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Executive Summary

We Believe WTRGO6s $4.3 Billion Dollar Lever
Done In Desperation, Has Financial Reporting Anomalies, And Is Already Being Evaluated
For Impairment

WTRGG6s Dividend Policy I s Nonsense And
By Peter To Pay Both Peter And Paul

WTRG Stock Promoters Have Included Firms That Ran A Ponzi Scheme And Were
Barred By FINRA. Why We See 35% - 50% Downside Risk



Spruce Point Has A Track Record In
Energy And Alternative Energy Si8etling
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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.

B penenas

Company:

Exchange: Ticker Nasdaq: MILL (MILLQ) Nasdaq: DNMR NYSE: GNRC NYSE and TSX: JE
ReportDate July 28, 2011 April 22, 202¥ May 21, 2021 June 22, 2022 July 31, 2013
A Companvéos cl ai msA queflgcéfrow rowing core challenges
able topeconoynicall dis Iacel nits powerI generator business, we
A Oil and gas asset roll-up with . . y dispa believe Generac is trying to position itself
o plastics with an ESG solutions . . .
origins in Tennessee and as a new clean energy play to buff its A Value destructive roll-up in the

appear highly unlikely

expanding to Alaska A Peddling an inconsistent ever- ESG and transparency image. However, consumer energy marketing space

A Concerns about the CEO and his chanding sto our review of its recent M&A roll-up A Deceptive business practice being
{ LN Hz0S8 t 2 A S}aﬁu;gcgpast work history at a A Co r?cge r rz s with the ac&vgyéaeépanvc\i, gs core and clean claimed by customers
roker dealer shut down by . . . energy efforts reveal ahost of serious A Generous 7% dividend yield
history along with the Chief

concerns, unsustainable as debt load

Criticisms FINRA

A

Failure to disclose key risks
associated with acquired asset

Scientific OfficAe

FOIA from Kentucky EPS
indicates that its production

f\loc{a%ly, We q%edstFor? itts }eé"‘erllt ﬁﬂnority

acquisition of Pramac in Italy at an

increases and earnings and cash
flow prospects diminish

A Accounting concerns around . L irrationally low multiple, and after a 46% downside risk
- L figures, its pricing, and rosy . . S -
asset valuation upon acquisition ) . L : review of its foreign financial statements
financial projections are wildly . . . .
find evidence of ballooning receivables, a
overstated )
hallmark of channel stuffing.
A Disclosed a material A Generacés |l argest so IAa In Iesas_ Ith%ntgly(alarb%Ep(l)((arn file
. - . artwick resigned
weakness of controls related lawsuit alleging it covered-up defective A Company issued restated
A MILL6s Former CFO atoriskaS€€s8ment, product products ~ompany issued restated
. . . financials having understated bad
charged with accounting fraud by revenue, stock-based A The Companedgsed COO
. - = - ; debt allowances by $74.6m and
the SEC compensation expense, A Generac issued preliminary financial issued a material weakness of
Successful A SEC charged KPMG with audit income taxes, and processing results that blind-sided investors with a ) .
- : e . financial controls
Outcome failures and paying vendor invoices slow down in growth

The dividend was eliminated in

for certain contracts A Generac disclosed it received subpoena Aug 2019 and the Company

A Company filed for reorganization

under Chapter 11 bankruptcy A Has continued to miss related to a grand jury investigation announced a stratedic review of
. - - g
A Shares declined -100% revenue and EPS targets A Shares have declined by -60% since our operations with limited proaress
A Shares have declined by up to report A P . prog
Just Energy files for bankruptcy,

-94% since our report down -100%

The recommendati ons shown above are not intended to be e x hsaanchtampaigns.a full listefgl recemenerdationsa magles t me r
over the past twelve months can be found on our website. 5


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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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.

The activist short seller top five

2. Spruce Point Capital Management

Activist short campaigns launched in 2022: 12 Average target market cap: $14.18
Average one-month total campaign return: 3.32% Insightia One news stories: 17

In the words of its founder, Ben Axier, Spruce Point Capital
Management is “industry agnostic™ This was certainly the
case in 2022, with the short outfit launching campaigns at
companies across a variety of sectors such as footwear,
packaged foods, basic chemicals, and power generation
equipment.

The latter marks what Spruce Point considers its most
successful campaign of the year, Axler told Insightia in an
interview. In June, Spruce Point revealed a short position

in Generac Holdings, claiming the company was deflecting
from its core challenges by attempting to reposition itself as
a clean energy company, going on to detail a host of serious
concems including *irrational” and “shady” acquisitions and
*ballooning receivables.”

At the time, Spruce Point predicted a 40%-50% downside
risk. At its lowest point since the release of the report,
Generac's share price had fallen by over 59% from $212.57
per share to $86.29.

Spruce Point's other targets in 2022, including apparel
manufacturer FIGS and technology services firm TaskUs,
have also seen their share prices fall by 40% and 51.23%,
respectively, as of December 30, 2022, since the initial
release of short reports.

Axer told Insightia that 2022's market has demonstrated
how valuable patience can be for short seflers, as *not all
stock prices reflect [Spruce Point’s] view of fundamental
reality as quickly as we would like”

Source: Activistinsight.com



https://www.activistinsight.com/aiar22/

Executive Summary
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i Essential Utilities, Inc (WTRG) With 35886 Downside

After conducting a forensic review of Essenti al Util i ti e saboulthec .
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 WTRGO6s busi nesH
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 Chai r digngendbusCEE®ndseWii dence that the Audit Chairman once
described by the bankruptcy tr ust ee manyofthecharacteridtiosofitaiRenn sckema,c Wea ad
believe the Board is best equipped to look after shareholder interests.| nvest ors shoul d also be on furt
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% 1 50% ($20.001 $28.00) downside risk.

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

An Aggressive,

De?oag:;agnt have created_ an environment of public outrage against it. Meanwhile, growing pools of capital dedicated to inf_rastructure
RoII-UpHitting t he eme_rggnce_of Next Era Energy as a maj or pl
A Wall That val ueo W_he_re_by mun|C|paI|t|es can_command mor e fo_r th_elr
Draws Public T acquisitions. To |IIu_strate, in a recent auction in

asset sold at a 113% premium to WTRG6s offer price. Thro

OMUELSE 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

|l egal fees it rei mbursed the Village for) and require ees
87% within three years! With long-term water use declining and limited organic customer growth opportunities, we believe
small deals |Ii ke Frankfort illustrate WTRGO6s desperation

430,000 to 400,000 (-7%) between January and February 2023 and subtly lowered its organic water rate base growth outlook.

1S}
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Style Drift
Evidence That

WT RGO s
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

Challenged And Failing To Hit Targets

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.l n Spruce Pointds experience, when pub
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

knowl edge of WTRGO6s finances, we | earned that the transac
the Companyds ability to meet i nv.deatingmup tothertrgnsaction, welfizdevidence that
three of WTRGO6s key water segments (residential, commerci

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

After conducting a close forensic examination of the trar
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 bi losss
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 WTRG6s operating cash flow margin
2017-2019) and are contracting even further to 23.9% though
but now also it faces declining natural gas usage among its Peoples customer base. In a sign of its financial stress, WTRG
regul arly has negative cash and reports fAbook overdr af tlows
because they are considered current liabilities and form part of working capital movements.

A recent audit by the Pennsylvania Public Utility Commi s:¢
combined Company. I n only 5 out of 22 categories (27 %lyleetsc
Expected Per f o.Dniliaghdoven deepey, we fisdevidence 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 pol i cOorapdex Organizatior®dt. t he report call ed a

Based on our primary research, we also believe WTRGO6S mo\
i nvestors from an environmental perspect i vWebalieve glabal warming and t
a recent unusually warm winter in the Northeast is hamper

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%.



BENM R AN 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 i as appliances become more efficient and conservation measures increase i
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 approxi mately $ 3 ®runitiedid theipipefine.c
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 essenti al utility, why canét it provide cash flow guedlance? We

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 menti oned before, WTRG6s all owance for bad debt
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
i ncome in assessing the fearnings qualityd of a c¢ompany Gherrafioihasdeercin ¢
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 quantitativeo

t o qualitdivedo approach for its Regul ated Water and Aqua Res marketapdincamei t .
approachdc t o evaluate the Regulated Natur al Gas segment. The acc@gtarmt i n
planning and forecasting but WTRG made no fiscal year reporting period change. As an additional concern, WTRG is saying testing requires
significant judgment @aneralyws s mme £ ama&r ginng hwi Iflutfure, despite the f a
post-acquisition. How general, or rather liberal, is WTRG being with its assumption?

10
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s 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
AFi nan

Expert

WTRG positions itself as an infrastructure utility pronusualdmongy fAes:
companies in its industry. Over the years, it has heavily promoted its ability to consistently grow the dividend. WTRG claims that the dividend
enhances sharehol der val uddvidemdhathieveedf.e rlemsc epso liitcsyelifs aso a afr get a pay
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

di vidend given its | arge capital expenditure (fAcapexo) rtepmplcyistepaga
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 |l eaves a deficit cfreachr2 paft of isiglowth
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 t hadring&W3RG:
di scount isn6t a great investment proposition. I n f act the particgatien hate lofc
the reinvestment program has dramatically declined from 15.4% in 2010, to just 5.1% recently. WTRG claims that reinvestment proceeds are

u s e d invest jn ouf operating subsidiaries, repay short-term debt, and for general corporate purposes. Blore 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 an thkingtfroneRetei, to pag Peteoand Padliovi dends, or 0

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 WTR Gsdinsider
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. I n 2016, a Board member Disilgesnuogsoe d Tdm c
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 WTRG6s business, but management wants investor s

We believe WTRG6s Board is poorly constructed and al ar mi ng. d&ganBeat
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( wi t h over 20 years mar ket i n§ginarcialfEeperiodinc e 5t whvar wads appogir apéd i
the advisory board of Fletcher Asset Management (AFAMoO). There it ¢
was notable because it eventually filed for insoftastdéenewd MhmaEany bgnkr
characteristics of a Ponzi schemed. Founder Al phonse fABuddyo Fletcher worked at Be

notable as the investment bank that collapsed during the financial crisis for owning toxic assets with too much leverage.
Ll
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Frequent
Changes To
Customer
Measurement

Peoples
Revenues
Not
Matching

Revenue

Bridge
\[o]#
Adding Up

Stealth
Revenue
Disclosure
Change

Ot he
Revenue
Bucket
Quietly
Restated

ERP
Pushback

Signs of Reporting Errors, And Undisclosed Restate

Changes Undermine Confidence In The Consistency And Comparability of Reporting: We express concerns that WTRG is shifting
its references to unit cust custemer amrheciionsd p requivdledt dwetlirg urlitad s iamels § | hrad
fequivalent retail customers or equivalent dwellingunitso . To t he best of our knowl edge, WTRC
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, lllinois transaction illustrates our concern. On December 2, 2022 WTRG announced it acquired water assets
from the Village for $12.5 million servicing A4, 000 cust dimes.r
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 WTRG6&6s acquisition pipeline where

descr i pt total custdmers onegiivalent dwelling unitsd , ctus tfo mer e,qua v | fetotal eustdbmersat.o

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 yearpost-c | osi ng, it reported revenue and net itotheo m
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 compari sorm, i n

Undi sclosed Restatement And Unusual :Gthertrdvenue aielimmations i§ a ldcket tpadt can | n
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.

12



Sonimpencaw We See 35%b0% Downside Risk
 CAPITAL MANAGEMENT ($20C I:) H y K é K I. NE L') ¢ 2 2 ¢ w DS

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 discounti notapremiumit o peers given the numerous i s

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

YI[EE]Z8 5. Evidence to suggest financial misreporting and unexplained variances tied to the natural gas business, along with unusual

Reasons and poorly explained changes in fAother revenue and el i mir

WarleR B 6. Quarterly financial reporting fails to discuss factors affecting operating cash flows which we believe is material information
OIVIWEINCN 7. Persistent decline in earnings quality as measured by the ratio of operating cash flow to GAAP net income falling for 2 years
And 8. Elevated risks around WTRG6s tax accounting and judgment s
SRS 9. Negatively levered towards global warming and climate change, which reduces the need for natural gas during the cold
35% - 50% months of Q4 and Q1. Early indications in Q1 2023 show unusually warm weather by ~20%
IO 10.Gover nance concerns, both as previously documented by a f
actions as disingenuous, and recent observations that ma

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-mar ket program and | imits to t
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
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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St Summary of Whiowls The Time To Short
- CAPITAL MANAGEMENT 2 ¢ W D Q é : mqrw Sm'%gyf

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.

What To Look For Evidence Of Whatoés Occurring A

More competition for assets at auction driving up values

L Carefully evaluate the characteristics and Deal velocity declining
Core Acquisitions L : .
nature of recent acquisitions Delays and legal challenges occurring at pending deals
Completing incredibly small deal s

HoBlifer SR EES UEl MEEGEmEnt i3 WTRG recently levered up to acquire Peoples for $4.3bn, which is an extreme pivot away

Diversification losing focus or straying from its core -
from municipal water assets
competency
Cash flow margin has been in consistent decline
' Look for evidence of cash flow AEarnings qualityo is declining with th

Cash Flow Strain . lower over recent quarters

deterioration : . .

Allowance for bad debts is sharply increasing
Increased its short-term revolver capacity and usage
Goodwill Impairment Look for changes in methodology that In Q4 2022, WTRG disclosed a chgnge of accquntlng'prlnmp!e around goqdwnl testing,
: . . added a risk factor about impairment, and is making dubious assumptions that

Accounting Change appear to forestall impairment

persistentl y de cgknerallyon gi nntarregaisnes iwi [tlh

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

WTRG is highly dependent on external

Ceplizal Costs capital. Look for signs of rising costs

. Selksi de analysts havenét reduced 2023 for
Mismatch between what the analysts . . . . .
~ Mreaen\évqnel, V)\//TRG recentlg %trFssed it always meets its targets but signaled multiple

Investor Expectations foiect and whatés i S
P J factors ﬁ1§t could resglt in disappointment later this year

Look for signs that insiders are acting in a Past three Board appointments lack industry experience.
Insider Enrichment more self-interested manner to preserve  Modified its Adjusted EPS calculation with $42m of unaudited adjustments for ordinary
And Insulation Tactics their jobs and get more cash out of the  risk factors to its business such as the weather which allowed management to reap an
business unjustified annual cash incentive bonus
Insider and Managerial Look for signs of an increase in turnover Voluntary turnover has more than doubled from 4% to 9% since 2020,
Turnover throughout the organization including the COO

14



e Enormous Disconnect Between What Bond And Stc
:i?:i'r-'A'L MANAGEMENT I 2 t R S N\E- ¢ K A YI 2 -'F 2 ¢ W D Qé.
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 WTRGOs |l ong duration debt anyd
hol ders think of the ColhWBER@dS equinti wgswlpirols piestsubordi nate
value, while the debt is trading at approximately $69 wi ivelyhas
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

Normalized As Of 04/15,/2020
Index Price
M WTRG 3.351 04/15/2050 Corp 69.626114
M LCBITRUU Index 82.823502
Last Price
WTRG US Equity 08.809525

"Jun’ ' '%p' T " Mar
2020

(1) According to Bloomberg, there has been no change in 2023 consensus earnings estimates from deal closing to present



e (r POINT WTRG Appears To Be Signaling Earnings

 CAPITAL MANAGEMENT Disappointment

A company6s ability to meet investor expectations with caqasi

extreme

red fl ag. For exampl e, Madoffds ability to pr omenowasac

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 WTRGG6s CEO recent | y laring hirdsr

that suggest disappointment could be on the horizon. For e 203a4m

would result in 2023 revenue falling $44m below plan.®

)

4

Fan)

At The Intro of
the Call, the
CEO Says He
Always Meets

Guidance

And Later In
The Call, Hints
of Problems
Foreshadowing
Disappointment

ifLet's start out with some highlights from our 2022 yeaand
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 | want to point out that
since | became CEO in 2015, my team and | have always met the quidance we provided to the street.0

AAs of this call, we have eight signed asset purchase aegr
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, | 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.
| 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. I n 2023 guidance, we released. 0

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 16



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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Strategy Is Failing As Multiple
Pressures Work Against It
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SPRUCE PoOINT

. CAPITAL MANAGEMENT

Multiple Name Changes Often A Huge Red Flac

Spruce Poi
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.

nt cautions investors to be wary of compaﬂirasmdﬁllma

Spruce Point
Interview of A
Former
Employee

Knowledgeable
About Its
Financial
Condition

Philadelphia Suburban

Corporation (NYSE: PSC)
1968 - 2004

Spruce Point:Fr om where you started, to where you |l eft, what
business? o

Answer: il was excited when | joined, but after | joined, | realized there was concern if we were going to meet
expectations, but that cause evaporated after the Company acquired Peoples. 0

Spruce Point: AJust to summarize, you thought there were risks had they not come up with the Peoples acquisition?0

Answer: fiYes, 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 R

Aqua America, Inc. Essential Utilities, Inc.

(NYSE: WTR)® (NYSE: WTRG)®@
2004 - 2020 2020 - Current

@psc 0 essenm

PHILADELFHIA SURLURRAN CORPORATION

'
!:', PEOPLES

(1) fPhiladelphia Suburban Corporation Changes Name to Aqua America, Inc. and Ticker To WTR; New Name Reflects U.S. Roots, Domestic Basedo, J an Pss RAea® 4 ,

(20 Mqgua America

Announces New Name and Execut i v,danll6e2020eRressRelpaseT e am Ahead of Peoples Closing


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

SPRUCE PoOINT

. CAPITAL MANAGEMENT

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 Through
Joint Ventures

State Geographic Expansion
By Acquisition

Source: WTRG 10-K filings

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

Between 1998 i 2004 WTRG makes
various acquisitions to expand into
other states

2015: $32.9m impairment charge

2020: Sold JV investment for ~$2m

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

19



Bt PonT WTRG Makes News, But For The Wrong Reaso
e The Public Is Speaking, Are Its Investors Tone L

Of ficials AFed NEl evated Level

ARnSoaking The

A Water Utili it Drinking Wate

Rate Increase Sparks Controversy In North Carolina Aqua Illinois finds elevated SOAKING THE CUSTOMER

By Sara Jerome Ieve‘ S Of Iead in d rin kl I‘Ig water Private companies are aggressively trying to expand their share of the water
) s
| . = = H service market, and too often we're getting a raw deal.
' esamie in University Park homes
By Wenonah Hauter | February 27, 2012
North Carolina officials are fed up with a water utility in the state. By ABC 7 Chicago Digital Team via %@ 0 v =
Saturday, August 29, 2020 Ruby Williams, a 78-year-old Aqua Pennsylvania customer, got stuck with a $40,000 water bill
"In a scorching eight-page appeal, N.C. Attorney General Roy Cooper said Aqua North Carolina should be because of a serious leak in the pipes under her home in Bristol Township, Pennsylvania. After her
prohibited from raising water and sewer rates without public hearings," Independent Weekly reported UNIVERSITY PARK, Ill. (WLS) -- Elevated levels of lead were situation garnered national media attention, the private company agreed to reduce her bill to a few
this month. found in drinking water in some homes in University Park. hundred dollars.
Source Source Source

AEEOC Sues AqQqua nSay No To Agqua APublic Outecr

Bucks County nixes proposed $1.1 billion

EEOC Sues Aqua America for Racial Customers, Employees Say ‘No’ to Aqua America's Bid to 16 to A p " - id publi
. e ) o Cheefer Wife :
Harassment and Retaliation Purchase Chester Water Authority se‘:ler Sale 1o Aqua rennsylvania amid pupiic
By Mark Hostutler outery
Published: 5:25 am EST November 29, 2017 Bucks County Commission ends talks to sell BOWSA sewer

system after uproar of protests: 'What we heard from the

Water Company Fired Foreman Because He Complained About Racial Slurs, Federal Agency Charges
public was clear!

PHILADELPHIA - Aqua America, Inc., doing business as, Aqua Resources Inc., a Pennsylvania-based water

company, violated federal law by subjecting black employees to a racially hostile work environment and firing SOUI’CG SOU rce
a foreman in retaliation for complaining about the harassment, the U.S. Equal Employment Opportunity AP TN
Commission (EEOC) charged in a lawsuit it announced today.

Source

ACorporate Vul AOutrageo AResi dents Push

America's water crisis

Residents push back at high sewage and

‘Corporate vultures’: how Americans

fearing higher water bills are fighting New Garden residents EXpress water bills from private companies

takeovers )
0 u t r a g e OV e r I n c r e a S e d S ew e r r at e S “You want to be cautious about whether it's in the public interest,” one expert said.

Corporations are trying to privatize dozens Source

of public water utilities around the US, 10/18/2022 07:10PM o By Richard Gaw

capitalizing on the financial troubles of cities

by Nina Lakhani in Chester and Delaware counties, Pennsylvania,
photographs by Michelle Gustafson Source

Source 20


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

SPRUCE POINT

CAPITAL MANAGEMENT

: 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.

ifiBeware of

ness

Pract

Busi

James S Fvz

Dec 05, 2022
Shutoff Notice

e Lo ] 16

| made a bank payment in the amount of $99 on 12/1/22_ It was not
credited to my account. THIS HAS HAPPENED BEFORE AND
RESULTED IN A P.U.C. INVESTIGATION

User's recommendation: Beware of deceptive business practices

Sep 29, 2022

Aqua is the worst

o

They charge hundreds of dollars for terrible water. They have horrible
costumer service if you can get ahold of them No one should have to pay
this much for water, end of story.

Rebecca E Yqt

1.0

Sep 22, 2022

Jean W Hwb
Billing is always difficulty

e

Aqua don't process the payment on time and but Aqua send you 10 shut
off notice iImmediately to scare you. Some times it takes a month to
process the payment Even better, Aqua customer service blames the
bank because | always use my bank's bill pay service, or the fault of postal
service. Odds thing is some accounts from Agua is always on time

1.0

Source: BBB.org and PissedConsumer.com

Dece

tiv

%ssential Reviews

nal

es o A Cr i mi

Customer Reviews

7Ty Ty vy 1.03/5

Average of 30 Customer Reviews

Christopher T

N, W T

PO W W 01/30/2023

This company is a criminal organization that makes you pay for
water you can't drink. They run you around with empty words of
looking into issues but due nothing. My water is orange |
complain. A few days or weeks later it’s the same. | call and no...

Read Reviews

The Wor st

Company

Customer Complaints

162 complaints closed in last 3 years
Joanne J.

ROTTWW

They are the worst company to deal with. They installed a new water meter in
my home on May 30 th 2022 my water bill went from $56.00 - 1,500 - stating
that | used 70,000 gallons of water! When | called about the water usage they

65 complaints closed in last 12 months

06/16/2022
Read Complaints

Aqua America Reviews

) . Coul d Give
Filter review
501 2 reviews
i e 5 reviews Hannah B.
30 ® 11 reviews SRRV 07/05/2022
2Q == 21 revgws I I could give no stars | would. My whole streets water was out and not
10 — 132 reviews working and it took over 24 hours for it come hack on. | had two very sick

21


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

SPRUCE PoOINT

Bovmnewselly LongTerm Troubles In Core Water Business

A former employee descri bed concer aamgodsdeading Vg ToRN6 Peoples trandadtidn.y
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.

Water Performance Leading Up To The Peoples Acquisition Announcement

Sin mm (ox €99 2010 207 2010

Residential Customers 801,190 807,872 815,663
% growth 1.2% 0.8% 1.0%
Revenue $484.9 $483.9 $482.9
% growth 1.5% -0.2% -0.2%
Revenue per customer $605 $599 $592
% growth 0.3% -1.0% -1.1%
Commercial Customers 40,582 40,956 41,532
% growth 1.1% 0.9% 1.4%
Revenue $131.2 $130.4 $133.8
% growth 3.5% -0.6% 2.6%
Revenue per customer $3,232 $3,183 $3,220
% growth 2.4% -1.5% 1.2%
Wastewater Customers 110,108 113,253 127,782
% growth 2.4% 2.9% 12.8%
Revenue $82.8 $87.6 $94.2
% growth 4.3% 5.8% 7.5%
Revenue per customer $752 $773 $737
% growth 1.8% 2.8% -4.7%
. Diluted EPS . . .
CoEslieiEe % growth fégfi $é.12§/§ -?é.cz)os/o
Consolidated Return on Equity 12.7% 12.2% 9.6%

Source: Company 10-K filings and earnings announcements 22



N e PonnT "Unsustainable Recent COXtIDBenefits To
CAPITAL MANAGEMENT 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.

AWI th this r etesidemtial comsumpton masfallenyack 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. 0

Year End

2021 Conf
Call

Water Usage Trend Slide No

2021 Water Usage Trends

BOTT 4 e Annual Totals (Millions of Gallons)

40,707

= 2019 = 66,596 million gallons
2020 = 67,156 million gallons

® 2021 = 67,159 million gallons

15,122 14,216 15,051

6083 5692 5637 4,684 44976 4,305

Residential Commercial Industrial Other
2021 vs. 2020
2021 s 2019 @ @ @
O Essential. PRESEATATION | 14
UTLTES

Source: 2021 Conf Call and 2021 Investor Presentation
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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

; SPRUCE POINT 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.

Spruce Point Question: Wduld 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?0

Answer: Y&s, | would. And that o6és b e c doguses onurdtebase growth.cTo anlpexentheie
earnings growth, they have to get. into service the cap

Spruce Point
Question On

Rate Base
Growth

\"2)

Source: Spruce Point interview

2022 Priorities Weaker 2023 Growth Priorities
2022 Priorities 2023 Priorities

Operational Excellence

* Execute a $1.1B capital program = Continue to enha
and employe

Operational Excellence

+ Close and integrate signed pending + Continue to keep employees safe
acquisitions al pany strong through

+ Close and integrate signed pending
acquisitions. = Control operatinj
technology and e;

* Announce at least 20,000 EDU's from
Municipal Acquisitions « E $1B capital program
* Announce at least 20,000 EDU's
from Municipal Acquisitions = Continue progress on ESG
commitments

+ Sign municipal deals of at least + Continue progress on ESG
$100M in rate base commitments

+ Resolve Aqua Pennsylvania Rate

Case = Advance key industry legislation

# Essential. snestunanon |26 # Essential.
tial it

Notice omission of:

ASign municipal deals of
Source: Investor Presentations 24



https://www.essential.co/events-and-presentations/events-calendar

BRIt Organic Rate Base Growth Subtly Revised Low

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.

January 2023 February 2023

Water
(% in Billions)

Water
(S in Billions)

2021A 2022E 2023E 2024E
2022A 2023E 2024E 2025E

Organic B Acquisitions

(2) 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 potenti al muni ci pal acqui si fddoes sotificiude any impaet framothre peeently @nsouriceds t o
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

Source: Investor Presentations 25
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o And The Pipeline Is Vanishing While WTRG Ke
s  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.

| | Feb23,2022 | May9,2022 |August3,2022| Nov7,2022 | Jan 11,2023 | Feb 27,2023

Customer Acquisition

o 415,000 415,000 410,000 430,000 430,000 400,000
Pipeline
Total customers  Total customers Total customers
- ) . : Customer
Customer Description Total customers  or equivalent or equivalent or equivalent . Total customers
. . ; . : : Equivalents
dwelling units dwelling units dwelling units
Source Press Release Press Release Press Release Press Release Press Release Press Release
Acquisition Pipeline i Nov 2022 Revised Acquisition Pipeline i Feb 2023
AiThe pipeline of potential water Bdhdewpspelwaneromupoteptl al wat
acquisitions the company is actively pursuing represents acquisitions the company is actively pursuing represents over
approximately 430,000 total customers or equivalent dwelling 400,000 total customers. 0
units. o
Acquisition Pipeline i Jan 2023
AThe earnings per share, infrastructure investm

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

ot her potential municipal acquisitions from the
acquisition opportunities that currently represents

approximately 430,000 customer equivalents. 0
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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

é el R avitalY  Slowing Deal Velocity Signals Growth Challeng

Acqui sitions are a core part of WTRGOsS business gr owiuh aln
acquisition strategy in the early 1990s of water and wastewater municipal assets, WTRG has made over 350 acquisitions
spending approximately $4.5 billion. However, i'tos veryndal e
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.

WTRGG6s Deal Velocity Is Slowing

_ 2000-2014 2015 2016 2017 2018 2019 2020 2021 2022

Deals Completed (average 16
of 20/yr)
12,184
Customers Added N/A 10,579 6,558 1,003 14,158 12,280 (Peoples 7,770 23,175
+750,000)
High Medium
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Through Public Opposition And Timeline Slippa

. CAPITAL MANAGEMENT

Spruce Point observes significant challenges in WTRGG6s &bis|
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.

Date Announced Asset Target Dea${ ﬁ\an:]ount Equivalent Customers

Rejected, Litigation,

May 17, 2017 Chester, PA Water ., GO0 e $250 (revised: $410) 42,000
Expected: Mid 2019
Oct 23, 2018 Peoples Gas Closed: March 16, 2020 $4,275 740,000
Delaware County Regional Water Pending, delayed yet again on recent
Sept 17, 2019 Quality Control Authority i ( A DE L C (¢ Yr End 2022 Conf Call $276.5 165,000
wastewater assets Aqguabds AMisleadin
Rumored Pittsburgh Water And Never occurred, _ _
June 3, 2019 Sewer Authority ( flPublicRebukeFrom Mayor
June 2020 Norristown, PA Sewer Lol v $82 NA

Dec 2020

Pending / Expecte
Jan 28, 2021 Willistown Twp, PA Law Judge Recommends Denying $17.5 2,300

Aguads Bid

. Expected: Q162023 Original: 2,121 Final: 2,037
April 2021 Oak Brook, IL Revi sed: Q462022 $12.5 Revised: 4, 000 Acust ome
Expected: Q162023
July 2021 Shenandoah Borough, PA Revised (Pending): H1 2023 $12.0 2,930
Dec 2021 P
(announced Feb 2022) Southern Oaks, TX water system Pending: 2023 $3.3 740
Julv 13. 2022 Bucks County Water and Sewer Terminated: Sept 7, 2022 Original: >$1,100
y 13, . o R —— R o --
Aut hority (ABWSAO0) AVictoryo for Opp Revised: $885
. $41.25
October 21, 2021 Cityy elEeaen s, 17 Pending ($10m of capex over next 7,600
Wastewater assets
decade)
Aug 2022 $1.5 ($5.6m of capex over

Village of Frankfort Pending: 2023 1,412 or 7117

Disclosed: Nov 2022 five years)

(1) Chester, PA is experiencing economic hardship and is a rare city that filed for bankruptcy. 28



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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CAPITAL MANAGEMENT LaCkEd A Net Beneflt

A prime example of the struggles facing WTRGO6s abi Wilistown t ¢

Township, PA transaction. Community activists have rallied
An appeal was made to an Admi ni sAguadailed to establishthatihe seger systdmainderp i |n
Aquadés ownership will affirmatively promote the service, a

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 Willistowns e wer cust omer s. 0O

What A Judge Said About

WT RGé . . Public Community Pushback

Home Events FAQs Blog
Stop the Sale! Terminate the Contract! Media Articles Updates

Contact Us

. INTRODUCTION

Willistown has spent over $300,000 on sewer

Willistown has spent over $301,000 on
lawyers,

sewer lawyers. For what exactly?

For what exactly?
This Decision recommends that the Application of Aqua Pennsylvania

Part I: Receipt of Completely Redacted Invoices in
Response to a Right To Know (RTK) Request

Wastewater, Inc., initially filed on August 3, 2021, pursuant to Sections 507, 1102 and 1329 of

Part 1l: Jan 17 - Willistown L awvers Un to Avaid

" Actual Aqua Rates Are

the Public Utility Code, for approval of its acquisition of the wastewater system assets of

Part 1l: Jan 27 - Mo1

Willistown Township, be denied as Aqua failed to establish that the sewer system under Aqua’s Exorbitant

Part IV: Feb 3 - What'
of O

ownership will affirmatively promote the service, accommodation, convenience, or safety of the

Aqua’s significantly higher wastewater rates are not
theoretical.

public and the evidence did not establish that any benefit to be realized from the proposed

Aqua’s sewer rates are exorbitant.

transaction would outweigh the harms to current Aqua water and wastewater customers ot

« Southeastern PA residents that have been Aqua sewer

EXiSIil’lg Wi“istown Sewer customers. customers for more than a decade are charged ~135% more

than Willistown sewer customers.

+ See an Aqua customer’s sewer bill of $196.51 for 2 adults and
2 children for 8/12/22 - 9/12/22.

Source: Judge Jeffrey A. Watson

+ This family would have been charged only $83.51if they were
connected to the Willistown sewer.

Source: WillistownSewer.org
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https://www.puc.pa.gov/pcdocs/1741428.pdf
https://www.willistownsewer.org/

Sanns ey Former WTRG Executive Interviews Shed Insig
. CAPITAL MANAGEMENT The M&A Environment

As part of Spruce Pointés research into WTRG, we interyli
M&A strategy.

Spruce Point Question: irhe 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?06

Answer: iThe work needed to take a deal from initial stage to closing was the same regardless of size.
As the Company grew i and we were probably late to this realizationit he j ui ce wasnot
squeeze for many deals. 0

Spruce Point
Questions of
Executive #1

Spruce Point Question: fADid you notice any change in the competitiveness in deal-making?0

Answer:ives, it o6s def i ni it espegiallynmotire auctmropnopessti iintne swmall part due
to fair market value | egislation adopted in a nul
(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 r alft

Spruce Point Question: fCan you discuss Fair Market Value (FMV) legislation impact on acquiring
utility assets.o

Spruce Point Answer: As FMV of assets value goes up, politicians want to sell their assets for top dollar, but then the
Questions of rate payers are stuffed with a bill that is ultimately high. The fatal flaw in FMV is through time the public
Executive #2 gets frustrated with transactions that result in higher bills, and there is an incentive for the decision-
makers to sell them regardless. So, thereds thils

Spruce Point Question:iWas t here more competition in gettin

Answer:AYes, this is the case. It is clear that N¢gx
size, they can afford to make loss making entities. | would say it definitely got more competitive when |
was there. I n addition to NextEra, in all of our

Source: Spruce Point interviews 30



SR Al \WTRG Is A Capital Raising Machine

WT

RG6s debt has expl oded

t o

providing research coverage

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

on WTRG have a unani mous ABuUyd(
external capital raising in a rising cost of capital environment, no analysts have changed their recommendation.

$6.8 billion, and it hes

Total Debt Outstanding Cumulative Capital Raised

$in mm
$8,000 $12,000
$7,000
$10,000
$6,000
$8,000
$5,000
$6,000
$4,000
$3,000 $4,000
$2,000
$2,000
$1,000
il 3
$0 cl>!cc!lr!z!rn!)c!:r!comOHvamLor\oomOHvamLov\uLUHNNNN
23338833333 8888888888ccc0c0¢c0o0o0o0o0o8yyYy
o A A A A A A A A AN NN NN AN NN AN NN NNNNANNNNNNNQANNN
> > > > > > > > > > > > > > > > > > > > > > > > > > > > > > > > oM
Lo bl b bbb bbb el bbbyl oooo
Source: Company financials and Bloomberg

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

Frmrnwtaly A Cumulative Look At Capital Use

We eval uat e -WimRiaoceal pérformance since 19901 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.®

WTRG6s Cumul ati ve PeRrdsent mance

$in mm
$10,000 . "
$8,000 Operating cash flow is
' peaking as the slope of
$6,000 the curve flattens
$4,000
$2,000
$0 |
($2,000)
($4,000)
($6,000) Capital requirements are
($8,000) |nten5|fy|ng. WTRG Is
 aem———d cUrrently in a heavy capital
($10,000) . .
investment period, and
$12000) s a TP T rE T T TN R TR O S 900 TN P T B 0 S 950 T o oo recently increased its
233838383888 8388883838c080080808090888Y :
Ad A dddAdd AN AN NN NNNNNNNNNNNNNNNNNNgAAN gu|dance
> > > > > > > > > > > > > > > > > > > > > > > > > > > > > > > > oo
——Cash from Operations — Capex
— Acquisitions Cash Flow After Capex and Acquisitions

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
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https://www.essential.co/news-releases/news-release-details/essential-utilities-reaffirms-2022-guidance-announces-2023-and

G RaIhklY \WTRG Frequently Has No Cash On Hand

WTRG is unigue 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.

WTRG Peers Disclosing Overdrafts

Essential ACICEN Atmos Southwest \N} South California | Northwest AIECET
o Water One Gas States
Utilities Works Energy Gas 0GS Resources| Jersey Natural Water
WTRG AWK ATO SWX NJR SJl NWN AWR
RO YES No No No No No No No No No No
Overdraft

WTRG Disclosure of Book Overdraft

ifiThe Company had a book overdraft, which represents tr ansradforisgecfe t hat
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 withthe Company 6 s cr edi t

WTRGO6s Reported Book Overdraft

2017 2018 2019 2020 2021 2022

Cash and Equivalents $4.2 $3.6 $1,865.0" $4.8 $10.6 $11.3
Less: Reported

o O ($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)
CrEg (I OEreirEt +$9.0 ($12.6) +$2.0 +$33.1 +$37.7 ($53.0)

(Cash Flow Financing)

Source: WTRG SEC filings
(1) Cash raised to fund Peopleds acquisition.

f



BRI 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.

Customer

» Customer growth of 2% to 3% year-over-year

Growth

NYSE: WTR AQUA
AfWe filed our water wastewater rate case 2019, Arelyearsoyel-yea we'reaexpedirsy custemengeowth i o n
to be between 2% and 3%, and as Matt said, we've already hit the 2% and

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

Actual 2019-2021

AThe growth in our Regul ated Water segmento6s revenues o0 \weandwadiewatey ratestandt h r
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. 0

Source: 2021 10-K, p. 51
34


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

' Example of Challenged Customer Growth

. SPRUCE PoOINT

Seoanavnermelly  Enormous Investment of Time And Resources To Ac

’ Just 711 Customers!

WTRG6s deals take a | ong
Village of Frankfort deal

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

source and cl ose. Based|c
to 20109, and stil!l wonoob |c

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.

WTRG Started Courting The

Acqui sition Back

Adam Nielsen

Wednesday, October 2, 2019 1:23 PM

5 TS
Subject: Timber Ridge

Mike
A few items from engineering:

e Can you please provide us with a systems map for the water and sewer for Timber Ridge and also the force
main? |you do not have it electronic for email | am happy to pick them up and we can scan in and | will return
the hard copies.

e To clarify, who owns the meters? | believe it is the Village.

o Where are the meters located?
o Does the Village or homeowner own the laterals to the meter?

e Do you have flow tests for the area to determine fire flows? If not do you think we can perform that test? If we
need to perform that test do you think one of your guys can observe?

I think this is all | need at this point, once done we will have a final capital number to finalize an offer.

Thanks Mike

AQUA
Jim Bilotta

Corporate Development Director
Aqua lllinois, Inc.

1000 S. Schuyler Avenue
Kankakee, IL 60901
0:815.614.2042 M:815.791.7133

Source: FOIA from Village of Frankfort

sndot Expected To

Potential Timeline

July 2022
Village Board approves agreement

Auqust 1, 2022

Aqua files Petition for ICC approval
September 30, 2022

Aqua files Testimony with the ICC
March / April 2023 (before closing)

Aqua host public information meeting
March & April 2023 to Closing

= Transition meetings as needed with Village

April 2023

= Anticipate lllinois Commerce Commission approval

VILLAGE OF

FRANKFORT

April / May 2023

Closing to occur within 45 days of ICC approval

AQUA
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. SPRUCE POINT 87% Cost Increase For Water Services Over
L Three Years Highlights Customer Frustrations

Herebds an example of how WTRG approaches rate increasesi:
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 Former WTRG Executive on Rate Increases

Projected Proposed Rates

Spruce Point Question: fiCan you discuss Fair
Market Value (FMV) legislation impact on acquiring
utility assets.o

p o - ol Answer: AsiFMV of assets value goes up,
Aqua Consolidated politicians want to sell their assets for top dollar, but
Water $1334 | $2578 | $38.44 $54.39 then the rate payers are stuffed with a bill that is
Rl ultimately high. The fatal flaw in FMV is through
ff::gM lfs.azaellgof, e ‘ B w0 time the public gets frustrated with transactions
! Total | $4032 | $6156 | $87.20 $115.35 that result in higher bills, and there is an incentive

for the decision-makers to sell them regardless. So
thereds this tension at |l

All proposed rates are for discussion only
and are subject to ICC approval. Year 3 is
Aqua'’s project Consolidated Rate.

Source: Spruce Point interview

Assumed closing March 1, 2023

AQUA
i T -y S o A Ve T R T A

Source: FOIA from Village of Frankfort 36



Is It Now Standard Practice To Pay Target
Transactlon Costs To Close Deals?

SPRUCE POINT

CAPITAL MANAGEMENT

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®8§ &
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

Rob

Attached is a draft Asset Purchase Agreement (“APA”). | made some slight revisions based on our discussions today. |
also included in Section 10 a reimbursement of costs the Village may incur to get this to completion. | put in $50,000
which should be more than ample yet if you feel differently let me know.

Feel free to have your Counsel reach out to me and we can discuss the agreement further if needed.

Regards,

AQUA

Jim Bilotta

Corporate Development Director
Aqua lllinois, Inc.

1000 S. Schuyler Avenue
Kankakee, IL 60901
0:815.614.2042 M:815.791.7133

000

Source: FOIA from Village of Frankfort

Proposal Highlights

= Purchase Price: $1.40 M
= PerPublic Act 100-1151 (Systems Viability Act)

= Aqua project 5 -year CIP = $5.575 Million
= Cost avoidance for Village

= |mprove “septic” smell and system issues near Prestwick
= Future water and wastewater extension by Aqua as needed

= Potential future emergency back up source for Frankfort

&- Aqua to reimburse Village up to $50,000 for legal / transactional costs

= Village to assign all existing easement rights (pipeline easements)

= Rates / customer service regulated by the ICC

AQUA
[ERER Sy o e e I St S A SR s T T A G ]|
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' Oak Brook, lllingi#\n Asset Purchased With
Declining Customers And Water Volumes

. SPRUCE POINT

CAPITAL MANAGEMENT

On December 2, 2022 WTRG announced it acquired water assets from the Village of Oak Brook, Illinois for $12.5 million servicing
1,000 customer equivalents.6 However, the press release provides no hist
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 between2018-2020. Thi s water volume decl i

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

Email Information Request Between WTRG And Oak Brook, lllinois

From: Bilotta, Jim <JPBilotta @aguaamerica.com>
Sent: Wednesday, December &, 2021 12:44 PM

To: Rick Valent <rvalent@oak-brook.org> 2018
Subject: Information Request Gallons
Service Connections  (Per 1,000)
CAUTION: This email message originated from outside of the Village's email system. Do not click links ’
or open attachments unless you recognize the sender and know the content is safe. Resident 3,008 289,406
Commercial 339 343,642
Nof-Resident 1957 85153 Significant Two-Year Decline
Hi Rick " =
Non-Resident Commercial 112 130,914 | W t U B 8 2cy
| am working with an appraiser and they asked me for some information which | hope you may be able to obtain. When 5,416 849,115 n ater S ag e y . oor
th_e Village sent out the RFP infurmahon they had 2018 cus_tamer m_)unts and usage numbers. Attached is a spreadsheet -...4% p er annum.
with that data. Can you provide 2019 and 2020 updated information?
2019
Also, besides the meters, does the Village have a capital improvement plan for thi utside the Village zones which we Gailions | . )
are purchasing?
Service Connections  (Per 1,000) DeC Inés were occurrl ng
Pre-COIVD 19
Resident 2,997 273,070
T By Commercial 357 323,860
Jim Bilotta
Corporate Development Director Non-Resident 1,934 82,950
Aqua Ilinois, Inc. 2 1 .
1000 8. Schuyler Avenue Non-Resident Commercial 100 130,450
Kankakee, IL 60901 5,388 810,330
0: 815.614.2042 M:815.791.7133
2020
Gallons
Connections  (Per 1,000)
Resident 3,012 332,626
Commercial 339 247,812
Source: Freedom of Information Act, Village of Oak Brook, lllinois :°”'2“‘ge“‘ . | 1'?32 1‘3';-;’;
on-Resident Commercia
1) WTRG deal press release .
(1) 538 779,390 ¥

(2) Q4 2021 Conference Call
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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

. SPRUCE POINT

SRR Willistown Township, PNo Growth Acquisition

On Jan

28, 2021 WTRG announced it acquired Wi llistown To

2,300 customer-equivalents.() 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?

W

Deal Announcement of Willistown Township

Aqua Pennsylvania Reaches Agreement with Willistown Township to Purchase Municipal
Wastewater System

January 28, 2021

BRYN MAWR, Pa.--(BUSINESS WIRE)--Jan. 28, 2021-- Essential Utilities Inc. (NYSE:WTRG) announced today that its Pennsylvania wastewater
subsidiary has signed an asset purchase agreement (APA) with Willistown Township, Chester County to acquire the municipality's wastewater assets
for $17.5 million. The pending transaction is subject to Pennsylvania Public Utility Commission approval.

Willistown serves approximately 2,300 customer-equivalents including residential and commercial connections with a system that includes about 30
miles of gravity and force mains and eight p stations as well as a small wastewater treatment plant at Penn’s Preserve.

Two

Current Willistown Township Customer Count As Of March 1, 2023

Willistown Township Report Writer - Active Customers by Group Code with Units Page: 41
Mar 01, 2023 3:13PM
\ Name Customer Number Service Address Units
Y ear s I— a DONOH CLAUDIA CECILIA 110144.02 901 WHISPERING BROOKE DR

PAN, YI 110185.02 1404 WHISPERING BROOKE DR
STEWART, BAR 110027.02 302 WHISPERING BROOKE DR
No Growth BRENNAN, TRACY 110049.02 4002 TALL OAKS LANE
WEL HAIZHANG & NIU, BQWEN 110147.03 801 WHISPERING BROOKE DR
RAVINDRANATHAN, ANUP W& MANJU 110028.02 303 WHISPERING BROOKE DR

Source: Freedom of Information Act,

Willistown Township, PA
(1) Deal press release

CARKNER, SARAH 110165.03 706 WHISPERING BROOKE DR

Total Penn's Preserve:

Grand Totals: 182

2319
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https://www.essential.co/news-releases/news-release-details/aqua-pennsylvania-reaches-agreement-willistown-township-purchase
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Shows How Competitive Acquisitions Have Bec

WTRG was an early mover in the acquisitonandrol-up of water and wastewater munici pal

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, PAjusttwenty-f i ve mi nutes from WTRGO6s headquarters in Bryn Majw

public records show it contacted over 100 different potential buyers and it received five letters of intent. What was most
surprising to city officials,isthata __F| or i da firm with no presence in the sta
$54.1 million offer.®

!;! Bidder (Location) Premium To

WT RGO s

¢ | On February 12*, PFM distributed the Township’s RFQ electronically to over 100 different firms
that may be interested in exploring a transaction with the Township. This list included local Essential Utilities (PA) $54.1
regional authorities, investor owned utilities, etc. ’

¢ As part of the RFQ, firms that were interested in being included in the process were asked to
submit a letter of intent by 12:00 (noon) on February 19th. Pennsylvania

o The Township has received letters of intent from five different firms I American Water (PA)

¢« PFM is currently working on creating virtual data room which will be populated with all the
available information pertaining to the Township's system for the various interested firms to have

access to. As more information becomes available, or is requested by the various firms, it will be NextEra Water (FL) $115.3 113%
added to the data room so all the firms will have access to the same information.

$92.4 71%

100 Potenti al Buyers Cad How It Played Out

Source: Towamencin Public Records, Feb 2021 Status Report

(1A Rlorida companyds $115 million, ®e waerng [HbithdeRit@@srera suburban Philly town
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https://www.towamencin.org/information/sewer-system-valuation/
https://www.inquirer.com/business/pennsylvania-water-privatization-nextera-aqua-towamencin-20220821.html

§ e RSt Greater Dependence On SHEetm Debt

Spruce Point believes that WTRe@Gddebtiga asgwaof msgisind Enaneial stress. tiseearmngs sjh
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 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 a rda nedobidg ceeditdacilityxXramastod o §30Pnall@pih e|s

June 2022.@

Spruce Poi {Tarm BebtRAhabysis
2017 2018 2019 |Q32020| 2020 |Q32021| 2021 |Q12022|Q22022|Q32022 Q42022

Short-Term
Debt ®)

$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%

Increasing Short-Term Debt D

(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 41


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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Spruce Point finds alarming evidence that WTRGM@asngbepned8.224in njg
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.

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

ARSome companies do not include overdrafts in the definiity on
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. 0

S o u r €ash Ovardrafts: Negative Cash Accountingd CPA Hall Talk

Spruce Pointds Adjusted Operating Cash F

_ Aqua Pre-Peoples Deal Essential and Peoples
2017 2018 2019 2020 2021 2022

Operating Cash Flow

(AOCFO) $381.3 $368.5 $338.5 $508.0 $644.7 $600.3
E]"gsog'\ﬁig‘flse)rgrr;?t”ge $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%

Operating Cash Flow Margins Keep

Source: WTRG SEC filings and Spruce Point analysis


https://cpahalltalk.com/cash-overdrafts/
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Why Does WTRG Fail To Discuss Operating Ca
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?

WTRGOs discussion focuses on
acquisitions but provides no mention of the cash flows
necessary to support it.

Essential Utilities

ESSENTIAL UTILITIES, INC. AND SUBSIDIARIES
MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (continued)
(In thousands of dellars, except per share amounts)

required capital expendituredend operating costs, including taxes. have been traditionally recognized by state utility commissions as appropriate for
inclusion in establishing rate]

Financial Condition

Qur regulated water and gas [usiness is capital intensive and requires a significant level of capital spending. The liquidity required to fund our working
capital, capital expenditures find other cash needs is provided from a combination of internally generated cash flows and external debt and equity financing
The Company’s consolidategibalance sheet historically has had a negative working capital position whereby our current liabilities routinely exceed our
current assets. Managementfelieves that internally generated funds along with existing credit facilities, and the proceeds from the issuance of long-term
debt and equity will be adeqiite to provide sufficient working capital to maintain normal operations and to meet our financing requirements for at least the
next twelve months.

2 capn:a expenditures
were related to new and raplacemem Wi ater wastewater, and natural gas mains, improvements to treatment pl:.uls tanks, hydrants, and service lines, well and
booster improvements, information technology improvements, and other enhancements and i improvements. The proceads from the issuance of long-term
debt, including borrowings from our revolving credit facility, were used for capital expenditures, repayment of existing indebtedness and general corporate
purposes, including two municipal acquisitions.

On Qctober 14, 2022, the Company entered into at-the market sales agreements (“ATM™) with third-party sales agents, under which the Company may offer
and sell shares of its common stock, from time to time, at its option, having an aggregate gross offering price of up to $500,000 pursuant to the Company’s
effective shelf registration statement on Form $-3 (File No. 333-253235). The Company intends to use the net proceeds from the sales of shares through the
ATM for working capital, capital expenditures, water and wastewater utility acquisttions and repaving outstanding indebtedness. As of the date of this
report, the Company has not sold any shares under the ATM

In October 2022, Aqua Pennsylvania issued $125,000 of first mortgage bends due in 2032 with interest rates of 4.50%. The proceeds from these bonds were
used to repay existing indebtedness and for general corporate purposes.

On May 20, 2022, the Company issued $300.000 of long-term debt (the “Senior Notes™), less expenses of $3.815, due in 2032 with an interest rate of 3.30%.
The Company used the net proceeds from the issuance of Senior Notes to (1) to repay $49.700 of borrowings under the Aqua Pennsylvania’s 364-day
revolving credit facility and $410,000 of borrowings under the Company’s existing five-year unsecured revolving credit facility, and (2) for general corporate

purposes

On April 13, 2021, the Company’s operating subsidiary Aqua Ohio, Inc. issued $100,000 of first mortgage bonds, of which $30,000 is due in 2031 and

$30,000 1s due 1n 2051, with interest rates of

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

Liguidity and Capital Resources

Operating Cash Flows

Cash flows from operations are largely based on four factors: weather, adequate and timely rate increases, effective cost
management and customer growth. The effect of thoze factors on net income iz discussed in “Results of Operations.”™

Operating Cash Flows
For the nine menths ended September 30, 2022, cash flows from operating activities increased 323.6 million to $44.2

million. The increase in cash flows from operating activities primarily resulted from higher operating revenues from
Middlesex’s January 1, 2022 rate increase and the timing of payments to vendors.

California Water

LIQUIDITY

Cash flow from Operations

Cash flow from operations for the first nine months of 2022 waz 5199.8 million compared to $179.2 million for the same period
in 2021. The increaze in the first nine months of 2022 as compared to 2021 was primarily due to net receipt of $17.2 million
from the Water Arrearages Payvment Program_ Cash generated by operations varies during the vear due to customer billings and
timing of collections and contributions to our benefit plans.

During the first nine months of 2022, we made contributions of $12.4 million to cur emplovee pension plan compared to
contributions of $12.9 million during the first nine months of 2021. During the first nine menths of 2022, we made contributions
of 50.3 million to the other postretirement benefit plans compared to contributions of 1.9 million during the first nine months of
2021. The full-vear 2022 estimated cazh contribution te the pension plans and other postretirement benefits plan: are expected to
be approximately $16 1 million and $0 7 million, respectively.

American Water States

Cash flows from operating activities are primarily generated by net income, adjusted for non-cash expenses
such as depreciation and amortization, and deferred income taxes. Cash generated by operations varies during the
vear. Net cash provided by operating activities of AWE was $89.9 million for the nine months ended September 30,
2022 as compared to 581.% million for the same per]od in 2021. During the first quarter of 2022, GSWC and BVESI
received 59.3 million and 8321,000, respectively, in COVID-19 relief Fumds frora the state of California to provide
assistance to customers for delinguent water and electric customer bills imcurred during the pandemic. The mcrease m
operating cash flow was alse due to differences in the timing of income tax installment payments between the two
periodz, az well as the timing of billing of and cash receipts for construction work at military bases. The billings (and
cash receipts) for this construction work generally oceur at completion of the work or in accordance with a billing
schedule contractually agreed to with the U.S. government and/or other prime contractors. Thus, cash flow from
construction-related activities may fluctuate from period to period with such fluctuations reprezenting timing
differences of when the work iz being performed and when the cazh iz received for payvment of the work.
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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

Gt RahllY  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.

Voluntary Attrition and Turnover-The Company measures turnover rates of its employees in
Companyo6s voluntary attrition r at 8% dtthesekecutive antl sediar magageneit ievele9sbatthe mig-lefelonanagen 2 2
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
Companydés voluntary attrition rate (not including retir ed¥eanthesn)d-lefebmanaged 2 1
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
Companyds voluntary attrition r at @% dttheekecutive andd sedior manpageneeit levele 2%eatthe snid-levelbmanaged 2 0
level, 4% at the professional level, and 4% across all other employees.

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
Whitnev Kellett Aug 2022 Head SIP project and assume Chief Administrative Retirement of former Senior Vice President, Business
y Aug 2922 Officer Transformation Ruth DeLost-Wylie
. . Created the role in recognitd.i
Dave Kralle Aug 2022 Promotion to Chief of Staff greatest assetd
. . . . . . Formerly Chief of Staff, and Vice President of Communications
Brian Dingerdissen Aug 2022 Vice president, Investor Relations and Treasurer and Investor Relations
. . L Succeeds Bob Ervin, who continues his Aqua leadership
David Carter July 2022 President, Aqua lllinois 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 O6Donne Dec 2020 Director, Communications No longer appears to be leading communications

Source: WTRG SEC filings and Spruce Point analysis
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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
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Levered Acquisition of Peoples Natural
Gas Was Done In Desperation, Has
Financial Reporting Anomalies, And Is
Already Being Evaluated For Impairmen
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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 Peoplesd debt, and i rctonr
valued Peoples at approximately 4.7x and 13.0x 2019 revenues and Adjusted EBITDA. WTRG claimed that the transaction would
combi ne t wo c opropem trackerecords bftogeratiorial efficiency, complementary service territories and strong
regul at or y (tPeaplpslwasaownedcby steelRiver Infrastructure Partners, who formed it through a roll-up, and whose
marketing statementsclaimed,ia strong system of iIinteamadh gogyer haonaetaedpt
throughinrhouse asset Macadng arecert 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.®

Exhibit I-1
Aqua Pennsylvania, Inc.
The Peoples Companies
Functional Area Rating Summary

Meets
Expected
Performance
Level

Minor Moderate Significant Major
Improvement Improvement Improvement Improvement
Necessary Necessary Necessary Necessary

Functional Area

Only 5 out of 22
total categories

Acua Pennsylvania, Inc.

Executive Management and
Organizational Structure

(27%) did the audit B X .
YESU”IS Indlcate ?:L?:;::F:ﬂanagement X
that Aqua/Peoples Emesgency Pregeseciness x
ifMeets EXxHq et = » : -
Performance e * X . AMajoro
Level sd e X improvements for

Th = Peoples Companies

cost allocations and

Executive Management and
Organizational Structure

Corporate Governance X n M 0 d e r a t
Affiliated Interests and Cost X .

Allocations improvements for
Financial Management X o . .

Gas Operations X .

Emergency Preparedness X fl n an C I al

Materials Management X

Customer Service X m a‘n ag e m ent an d
Information Technology X g

Fleet Management X COI’e gaS OperatlonS
Human Resources and X

Diversity

(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 46



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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- CAPITAL MANAGEMENT 2 K A f S 2 ¢ W D ! Ocl y~ 2 é t S R 3 S é

We previously illustrated t hat-teMpRSures fromadéckning vblumes as &rsesslt of s

greater appliance efficiency and conservation measures.
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 sect

W

il o

Updated Risk Factor

fDecreased residenti al customer water and natur al gas usage
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.o

a

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

Updated Competition

AAl though our natur al gas subsidiaries are not cur r enuralggsinits
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

BN

burning of fossil fuels. o

S

Source: 2022 10-K, p. 11

S
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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

R Rl 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

Year End 2021: fivou'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. 0

Year End 2022: A And you' | | recall that weather has a very direct |1 mpat¢soweaoselyas
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. o

fAnd 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 impacton our resul ts f ofr

Source: FY 2021 Conf Call and 2022 Conf Call

Warm Weather In Western PA (Pittsburgh Area)

Mean Temperature Departures from Average

S AFebruary 2023 will go into th
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 1-80 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. o0

S o u r @hes:monith was Pittsburgh's least snowiest February on recordo ,
CBS, Feb 28, 2023

Created: Mon Feb 06 2023 Degrees Fahrenheit Data Source: nClimGrid

S o u r Seven Ndrtheastern states saw warmest January as
U.S. and Europe bakedo Washington Post, Feb 10, 2023 48


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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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.

; Spruce Point Question: Wduld you be concerned if WTRG is falling behind its rate base growth projections? Do you
Spruce Point . SO i : ) :
) agree that if WTRG starts missing its expectations in rate base growth that it would be a major cause of concern for
Question On | g
Rate Base investors?0
Answer: Y&s, | would. And that o6s b e c doouses onudteibhse growth.cTo auipeaen i € s
Growth , , ) .
their earnings growth, they have to. get into service h

Source: Spruce Point interview

fRate Base Growth Po fRate Base Growth Po
Early 2021 Jan 2023

Gas
($ in Billions)

Gas
($ in Billions)

2019A 2020P | 2021E 2022E 2023E

(1) 2019A is presented for infor
>urposes

Burposes only. 43 Peoples was scauied March enestiVETOR | 2021A 2022E 2023E 2024E

Source: Guidance Event, Jan 11, 2021 Source: Investor Presentation slide 47, IR Website, January 2023 49


https://www.sec.gov/Archives/edgar/data/78128/000155278121000006/e21011_ex99-1.htm
https://www.essential.co/investor-relations

Revenue Anomalies And Falling Marglns Post
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Spruce Point analyzed the performance of the transformational Peoples acquisition post-closing by WTRG on March 16, 2020.
WTRG reports results in the Regul ated Natur al Ga sclosthg, g memmet
revenue and net income contributed in the AAcqui siti ons wingsl
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

—— 12M 3M 3M Implied | 3M Y oM 3M oM 'mp"e‘j 'mp"ed 12M 12M 12M 12M
Dec March March June 3M June | June June Sept Sept Sept Dec Dec Dec Dec Dec Dec

Footnotes Segment FootnotesfFootnotes| Segment | Segment [FootnotesFootnotes| Segment | Segment [Footnotes| Segment |[Footnotes| Segment | Segment | Segment

Revenue  $908.7 . . . . . . . . . . . .8  $521.0 ‘ LNl $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% 348% 30.9%
Net Income $13.4 $13.4 $31.8 $31.5 9.2 . . $57.4 GRS $148.2 | $185.3
% margin 348% 348% | 16.9% 12.3% 123% 17.1% 22% -27.8% -25.1% 3.4% 21.3% 20.3% 11.0% 11.1% 17.2% | 16.2%

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

Source: 2019 Pro Forma 8-K; 2020 Q1, Q2, O3 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 expensestoconfor m t o WTRGGO6s r e p o &0t
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Customer Base

An i ndicator of t he

We find that

gual ity of WTRGO6s customer base can

doubtful accounts. Prior to the acquisition of Peoples in 2020, it averaged approximately 6.4% of gross receivables.
WT RGO s
elevated at 23.7% through year end 2022. Based upon a benchmarking analysis of its peers, we find that WTRG has by far

all owance as a percentage of gross

the highest bad debt reserve.

WT RGO s

Account s

Peer Benchmarking: Allowance for Allowance for Doubtful
Accounts As a % of Gross Trade Receivables

Note 5 - Accounts Receivable

35.0%

December 31, 30.0% 29.29
2021 2020
Billed utility revenue § 197815 § 189,280 25.0%
Other 1,283 5,594
199.0% T8 200%
| Less allowance for doubtful accounts ® 58,073 40,@1
Net accounts receivable $ 141,025 § 154,775

15.0%

Source: 2021 10-K

WTRG6s Bad

Allowance Skyrocketed
From 20.6% to 29.2%

12.19612:7%

10.0% 8.7% 8.9% 9.4%

Peer Average

% 2.5%
R AR A R R

Q ) @ GRS SR A R R et > D B
('0( (&‘@ .Sé (\z&’ O\)é' 4'\‘} (00 QQ\‘ 0‘& @Q 4;'5& Q}% \9’5" $08. ,‘/Q“’ ,‘9"’
és‘\\', (;(fo 8 &‘o & AR &(9 & \90 & A R DR T
& o W & v\\% S o «° 3¢ xﬁ& &
QF ¥ P & * & 2 3 S
,5@ o A\ & RS &
K @e ) & &
& I & & &

Source: Spruce Point analysis and SEC filings
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Approxi mately 93% of Peoplesd customers reside in Pennsyl (|

about the recent state audit exam. Given our findings of
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.

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

Manual Processes And A Lack of Formal Budgeting Pol.

. The Peoples Companies do not have formal budgeting policies/manuals for
o The Peoples Compames do not have a flowchart to show the path of data consistency across a complex organization with several departments that work

throughout their accounting system. The absence of an accounting flow chart independently of one another. In place of formal budgeting policies/manuals, the

makes it difficult for an auditor to assess internal controls. companies provided the PUC auditors flowcharts describing the information flow and
approval process of the budgeting process along with timelines of all the different key
areas of the budgeting process. Materials were not given to the PUC auditors to

. . . L, describe how variances are addressed. The companies did provide audit staff with a
The issues called into question here demonstrate that the Peoples Companies spreadsheet of variances, some of which had vague documented variance explanations

governance of cost allocations and affiliate transactions has weaknesses that do not for O&M line items only. The current directors responsible for the O&M and capital
comply with 66 Pa. C.S. § 2102 as well as the Settlement Agreement at Docket No.
A-2013-2353649, and do not adhere to NARUC Guidelines or follow best practices for

. h 4, The accounting and finance departments for the Peoples Companies lack
cost allocations. The lack of a robust govermance process for cost allocations and effective policies and procedures that ensure accountability, contain all the
affiliate transactions increases the risk of: necessary elements and reviewed periodically to make updates.

1. Cross-subsidization, which occurs when an affiliate in an unregulated market can While t-r:zea;(r::%g‘lrf% ﬁ;"ﬁ?ﬁ;‘;?gf“friisegg’g:e‘l‘; “;zﬂzl;?eaa“gz? are 'Lﬂﬁﬁgﬁr‘w‘;‘”-
price its product or services below cost due to its relationship with a regulated expenses, there are many areas of accounting that are not addressed. In addition,

entity three of the policies/procedures have not been updated in many years.

Capitalization Policy for Software

Classification of Capital Costs

Disposal of Fixed Assets

Acquiring and Developing Fixed Assets — created in December 2011
Convenience Check Policy

Purchasing Card Policy

Quarterly Liability Procedure — no date of creation or revision
Expenditure Control Policy

Stages of a Capital Project — created in December 2011

Travel and Entertainment Policy

2. Incorrect cost distribution when allocations are used in place of direct charging

3. Improper entry of data into SAP by employees without a CAM or one that is
lacking all the elements described in the NARUC Guidelines

4. Lack of internal controls to ensure the propriety of charges and prevent double
billing for services

Source: PUC, Management and Operations Audit, Aqua and Peoples, April 2021 52


https://www.puc.pa.gov/press-release/2021/puc-issues-aquapeoples-gas-audit-report-implementation-plan

oy Warning Change In Goodwill Impairment Testin
S 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
s wi t ¢ he dqudntitativeo at gualitativéd appr oach for its Regul ated Water a
using a DCF anmrket andiocometapproachoi t o eval uate the Regul ated]|

=

2020 Goodwill Testing Discussion

Go o d wi Goddwilbrepresents 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 entity specific events, for some or all of our reporting units

to determine whether ités more |ikely than not that ermévely lmsed onwa hssessment of the quaktative fattarsn g
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 unités carrying amount exceeds its ThaCompangapetfeamed nguantitatore asxessenend fortith ennualaestroy i n
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 Companyoés goodwil |l was i

Source: 2020 10-K

2021 Goodwill Testing Discussion

Goodwillb Goodwi | | represents the excess cost over the fair valacquisitofhs. Goedwill is ronagortizdd dutia n d
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 entity specific events, for some or all of our reporting units
to determine whether itds more |ikely than not t hat ermével zased onwoa dssessment of the quaktgiive factarsn g
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 fortheamount by whi ch a reporting
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 goodwi | | recorded, exceeded its carrying amount, indicating that none of the

Source: 2021 10-K
53
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Highly Unusual Intexear Goodwill Testing

We believe intra-year goodwill testing is unusually since most companies test goodwill annually. We see that in recent 10-Q 6 ded f
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 Whharetlileely-thdmenotdd | tshcd to stulr ee sf aciorn c\
indicate impairment, it further quassignifitantgudgmentbat t he
Q1 2022 Q3 2022
Note 4 - Goodwill Note 4 — Goodwill
i . . X . T'he following table summarizes the changes in the Company's goodwill, by busmess segment:
The following table summarizes the changes in the Company’s goodwill, by business segment:
Regulated Natural
Regulated Water Gas Other Caonsolidated
Balance at December 31, 2021 s 58527 % 2277447 % 4841 5 2340815
Reaulated W: chulalgd Naturel Oth C lidated Reclassification to utility plant acquisition adjustment (23) - - (23)
—— 5 cgulate 58’;;’; 5 133277 pral Z’s T 0“5"2'3:‘;81 - Balance at September 30, 2022 \ g SE504 § zz?l,447 § 4841 § 130792
ance a cember o1, 3 i fiy 3 ;Y
Goodwill acquired - - - - Ihe reclassification of goodwill to utility plant acquisition adjustment rcsultrr(}m a mc,c.hamsm approved by the applicable

Balance at March 31, 2022 ] 58527 § 2277447 § 4841 § 2,340,815 utility ¢ 1on. The mechanism provides for the transfer over time, and fhe recovery through customer rates, of goodwill

Goodwill is not amortized but is tested for impairment annually, or more often, if circumstances indicate it is more likely than not
that the fair value of a reEortinE( unit is less than its carrying amount, When testing goodwill for impairment, the Company may
assess qualitative factors, including macroeconomic conditions, industry and market considerations, cost factors, overall financial
performance, and entity 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 on a voluntary basis, 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.

Notice Lack of Discussion In Q2 2022

Note 4 — Goodwill

The following table summarizes the changes in the Company’s goodwill, by business segment:

Balance at December 31, 2021
Reclassification to wtility plant acquisition adjustment

associated with some acquisitions upon achieving specific objectives.

As of July 31, 2022 the Company performed a qualitative assessment for its annual test of the goodwill attributable for each of
imrcmn.lm_.,m'l_v_mmpcnl The qualitative factors we consider include, in part, the general macroeconomic environment,
industry and market specific conditions for each reporting unit, financial n.rfnrrnancc. mncludine actual versus planned results,
operating costs and cost impacts, as well as 1ssues or events speaific to the rcpnrtmg umt. The results o 1
indicated that it was more- likely-than-not that the fair value of each of our reporting units exceeded their carrying value and that
none of the Company’s goodwill was impaired.

The estimated fair value of each reporting unit is derived from valuation techniques that
estimates. Adverse regulatory actions or changes in significant assumptons, including
market performance and comparable transaction multiples, and projected operating and capital cash flow
result in future impaiments.

rates, ubihity sector
. could potentially

nSi

gni fi
Judgment
Added

Regulated Matural

Balance at June 30, 2022 ]

Regulated Water Gas Cither Consolidated
5 58,527 § 2,277,447 § 4841 % 2,340,815
(23) - - (23)
58,504 8 2277447 § 4,841 3§ 2,340,752

The reclassification of goodwill to utility plant acquisition adjustment results from a mechanism approved by the applicable
utility commission. The mechanism provides for the transfer over time, and the recovery through customer rates, of goodwill
associated with some acquisitions upon achieving specific ohjectives.

Source: Q1, Q2, Q3 10-Q filings 54
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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 wil |l i gve nje

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.

During the fourth quarter of 2022, as part of the October 1, 2022 annual goodwill assessment, we elected to perform a
quantitative goodwill impairment assessment on the goodwill attributable to our Regulated Natural Gas reporting unit and \ SRR
a qualitative assessment for our Regulated Water and Other reporting units. Based on our analysis, we determined that
none of the goodwill of our reporting units was impaired. The headroom, which we defined as the percentage difference
between the excess of fair value over carrying value. of our Regulated Natural Gas reporting unit was 15% as of the date Really! AG
of the most recent estimated fair value determination. We generally assumed operating margins in future years would assumed margins
increase as we continue to integrate and implement our rate base growth strategy. However, if overall market conditions e
further deteriorate, or market interest rates increase, future non-cash impairment charges may result which could be
material. If we were to assume changes in certain of our key assumptions used to determine the fair value of our
Regulated Gas reporting unit, the following would be the effect on headroom:

the fact
consistently gone

down since the
acquisition closed.

Sensitivity Analysis(}) Percentage points (ppts) decrease in Regulated Gas

i i Reporting Unit Headroom
Increase in discount rate by 100 basis points 6 ppts
Decrease in Market Multiples by 1x 7 ppts
Reduction in terminal value EBITDA) by 10% 8 ppts

(1) Each assumption used in the sensitivity analysis is independent of the other assumptions
(@) Defined as earnings before interest, taxes, depreciation and amortization

Source: 2022 10-K 55
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Now buried in the fine print, WTRG has included a warning risk factor about impairment of goodwiill.

il f certain factors arise, we ma&ashcbagetoeagningsined t o
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

dividend payment projections;

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

the continuation of mvestments 1n strategic ventures;

our ability to obtain fair market value for condemned assets;

the impact of fines and penalties;

the impact of legal proceedings;

general economic conditions, including mflation;

the impact of federal and'or state tax golicies and the regulatory treatment of the effects of those
policies; and
s the amount of income tax deductions for qualifying utility asset improvements and the Internal
Revenue Service’s ultimate acceptanck of the deduction methodology,

2021
Summary Risk Factors

dividend payment projections;
the impact of geographic diversity on dqur exposure to unusual weather;
the continuation of investments in sua%éic ventures;

our ability to obtam fair market value #br condemned assets;

the impact of fines and penalties;
the impact of legal proceedings;
general economic conditions, including inflation;

the impairment of goodwill resulting in a charge to earnings;

the impact of federal and/or state tax policies and the regulatory treatment of the effects of those
policies; and

¢ the amount of income tax deductions for qualifying utility asset improvements and the Internal
Revenue Service’s ultimate acceptance of the deduction methodology.

2022
Summary Risk Factors

Source: 2022 10-K and 2021 10-K 56
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Other Changes To Financial
Reporting Become More Aggressive
While Errors And Inconsistencies At
Emerging

Proprietary and Confidential —May Not Be Distributed or Copied Without Spruce Point Capital Management, LLC Consent
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Spruce Point frequently evaluates the ratio of operating
company?®6 i i I repo I ng. I n the case of WTRG, we of ele
Peop 20. the most recent Q462022 quart e|r
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WTRGO6s Earnings Quality As Measured By Traild@

ng Ad
$in mm Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
3/30/20 | 6/30/20 | 9/30/20 | 12/31/20 3/30/21 | 6/30/21 | 9/30/21 | 12/31/21 3/31/22 | 6/30/22 | 9/30/22 | 12/31/22

(F)ﬁ’eftwg(za;hoc $955 $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) %195 $9.6 $14.9 | ($44.0)0 $134 $7.3 $61.0 | ($81.7) $20.7 ($3.3) $11.3

= Adjusted OCF $84.6 $169.5 $184.7 $102.3 | $211.5 $170.8 $156.3 $143.8 | $228.9 $126.4 $99.6 $92.4
% YoY 0.8% -153% 40.6% 8.2%  -26.0% -36.3% -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

| = = $319.9 | $432.3 $438.4 $430.3 $430.8 | $446.6 $448.2 $466.5 $465.2

ncome (B)

LTM Adj. OCF /

LTM Net Income -- - -- 1.69x 1.55x 1.53x 1.49x 1.58x 1.57x 1.46x 1.28x 1.18x

= (A/B)

Declining Earnings Quality

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




e go g Evidence of Recent Stealth Change That
Y  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 comparisomn.,| i
After 2021
Operating revenues-The growth in our Regul ated Water segmentodés rever

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

Source: 2021 10-K, p. 51

Operating Revenues i Operating revenues totaled $1,462,698 in 2020, $889,692 in 201S, and $838,091 in 2018. Our

Regul ated Water segmentés revenues totaled $938,540 in 2020
Natural Gas segmentdéds r evernlthes gtrotwa lhed n$ U6, Redq uilmt2ed2 ONat et
past three years is a result of increases in our water and wastewater rates and cur 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:

A natural gas revenues of $240,644 associated with the Pecples 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 larcer 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 lllinois subsidiary. We expect this decrease in revenues to continue into 2021.

To T To

Source: 2020 10-K, p. 46 and 50 59
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’ Warning Beware of Shifting Definitions Used To
Measure Customers

WTRG6s appears to

t oequivalent dwelling unitso |,

be

shi fti t s di

ng i

Sscussi
a n d equivalerd fetailycustdmers or equivalent dwelling unitso .

on i

To the best

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.

n cust@fereconpectionsds

Be careful when management frequently changes how it discusses customers

2019

AfCust omer

Connedgd

2020
Dwel

AEqui val ent

2021
Ret ai
Dwel

AEqui val ent
Equi val ent

2019 Key Accomplishments 2020 Key Accomplishments 2021 Key Accomplishments

« Increased Revenues by 6.2% at $889.7 million.

Continued 1o grew the company with five new municipal « Continued to grow the Company with 2 new municipal acquisitions

+ Delivered earnings per share at $1.04.

+ Added approximately 12,000 customer connections through
acquisition in 2019 and increased customers served by more
than 2 percent, which includes customers from organic growth
and acquisitions. Led management team in the Company's
largest municipal wastewater acquisition in Pennsylvania and
in the company with acquisition of DELCORA, a 5276 million
wastewater operation authority which provides service to over
half a million people. DELCORA has the equivalent of 198,000
retail customers. Acquisitions in 2019 added over $50 million
in rate base.

Source: Proxy Statement, 2020, 2021, 2022

acquisitions adding $62.9 million in rate base.

Set the course for 2021 with approximately $365.6 million
in pending acquisitions, with over 215,000 equivalent
dwelling units.
I

Invested nearly $900 million in infrastructure
improvements across our footprint.

Led the integration of Aqua and Peoples Natural Gas,
with over 3,000 employees coming together as Essential
Utilities.

- With a focus on the community, through the Essential

Foundation, ensured owver 54 million in community giving,
including supporting organizations impacted by the Covid-
19 pandemic.

Established Essential's commitment to substantially
reduce Scope 1 and 2 greenhouse gas emissions, which
by 2035, targets a 60%

adding 536.2 million in rate base.

Set the course for growth in 2022 with over $471 million in pending
acquisition purchase price with agﬁmximatelg 235,000 equivalent
retail customers or eguivalen welling units.

Invested more than $1 billion in infrastructure improvements across
our footprint.

Continued the integration of Aqua and Peoples Natural Gas, with
over 3.000 employees coming together as Essential Utilities.

With a focus on the community, through the Essential Foundation,
ensured over $4.6 million in community giving, including supporting
organizations impacted by the Covid-19 pandemic.

60
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SR e Oak Brook, lllinois Acquisition lllustrates How
Y WTRG Keeps Changing Its Customer Definition

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

1,000 customer equivalentso . However, WTRG has changed its description

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 equi valder

Why Does WTRG Keep Changing The Description of

Water and Wastewater Utility Acquisitions — Pending Completion In December 2021, the Company entered into a purchase agreement to acquire the
2018 In July 2021, the Company entered into a purchase agreement to acquire the water water utilty assets of the Southern OE{kS Water Systemn, which SErves app roximately
Gallons utility assets of Shenandoah Borough, Pennsylvania which consists of approximately 740 customers for _$39300- In Qctober 2_0_21~ the COIHPHIIX entered into a purchase
Service Connectionsy_ (Per 1,000) 2,930 customers for $12,000. In April 2021, the Company entered into a purchase agreement to acquire the wastewater utility assets of the City of Beaver Falls,

agreement to acquire certain water or wastewater utility assets of Oak Brook, Illinois Pennsylvania which consists of approxinmtely 7,600 customers for $41,250. In July

ReSidBRE 3,008 m which consists of approximately 2,121 customers for $12.500 4In January 2021, the ) R : "
.__W_H'br—ompmy T T T S SR R T 2021, the Company entered into a purchase agreement to acquire the water utility

’ ctions, the . . . .
Commercial 339 343642 wastewater utility system assets of East Whiteland Township, Pennsylva assets of Shenandoah Borough, Pennsylvania which consists of approximately 2,930

§on-2es?3ent . o 1’33 1§;';ii Willistown Township, Pennsylvania which consist of approximately 10,500 cust customers for $12,000. In April 2021, the Company entered into a purchase
on-Resident.Commercia S TTRETTRT for $,72’?£0~ IntDeclemb‘E}'l?tozo~ :he C"mfa“%’dem;f?l? into F é’“fcgase a,grelelil,leﬂ,l to migcment to acquire certain water or wastewater utility assets of Oak Brook, Illinois
I g acquire the wastewater utllily system assets ol the village o ourbonnais, 111no1s, Shi . H . c
Declinin which consists of approximately 6,500 customers for $32,100. In September 2020, the which & of approximately 4000 customers for $12.500. In January .2021’ the
ng Company entered into a purchase agreement to acquire the wastewater utility system Company entere mfo a purchase agreemenlt to quire t € wastewater_ utility system
Connections 2019 assets of Lower Makefield Township, Pennsylvania, which consists of approximately assets of Willistown TOWllShlp, Pemlsylvama, which consist of approxmlately 2,300
Gallons 11,000 customers for $53,000. customers, for $17,500.
Service Confjections  (Per 1,000)
Source: 10-Q 2021 Source: 10-Q 2022
Resident 2,997 273,070
Commercial 357 323,860
Non-Resident 1,934 82,950 December 2, 2022
Non-Resident Commercial 100 130,450 .
5,388 810,330 PDF Version
In November 2022, the Company acquired the water system
ESSENTIAL UTILITIES' AQUA ILLINOIS SUBSIDIARY ACQUIRES OAK of Oak Brook, DuPage County. Illinois, which serves 2,037
2020 customers, for a cash purchase price o R .
T BROOK WATER ASSETS : P P
Service Conllections  (Per 1,000) Source: 2022 10-K
Essential Utilities Inc. (NYSE: WTRG) today announced that its Aqua Illinois
Resident 3012 332,626 o ] ]
Commercial 339 247,812 subsidiary has completed the purchase of a portion of the Village of Oak
Non-Resident 1,933 87,157 . L . . . . .
s S rT——Y 105 111795 Brook's water distribution system located outside the Village's muni

V 538 7793% boundaries, which serves approximately 4,000 customer equivalents in

DuPage and Cook Counties, for $12.5 million.

Source: Freedom of Information Act,
City of Oakbrook, lllinois Source: Press Release
(1) See Investor Presentation, Slide 30 61
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Spruce Point has uncovered more evidence that WTRGO6s cu|s

communi cations that show WTRGG6s recent acquisition of askg:¢

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

Customers Claimed I n Essent.i

Email Between Village and Essential Utilities

dam Niel. i + ' '
phanb Water and Wastewater Utility Acquisitions — Pending Completion
From: Bilotta, Jim <JPBilotta@aquaamerica.com>
Sent: Friday, July 22, 2022 11:39 AM ) . . N .
o O i s i i In August 2022, the Company entered into a purchase agreement to acquire a portion of the water and wastewater utility assets of

the Village of Frankfort, an Illinois municipality, which serves approximately 1422 customers for $1.400.

Wow that was fast, thank you and have great weekend too

- Source: WTRG 10-Q
From: Zachary Brown <ZBrown@frankfortil.org>
Sent: Friday, July 22, 2022 11:15 AM
To: Bilotta, Jim <JPBilotta@aquaamerica.com>

Subject: [EXTERNAL] RE: Timber Ridge active accounts A D | rect E m al I F ro m

CAUTION: This email originated from outside of the organization. Do not click links or open attachments unless you recognize the VI | |ag eD | rector Of

sender and know the content s safe, gy
i Utilities To WTRG Says _In August 2022, the Compliny entered into a purchase agreement
't has 708| fitoAcguik alpoMio of the fvater and wastewater utility assets of

As of this moment there are 708 active accounts. Have a nice weekend A ccoun t S O A n d Ihepfluflgﬁ OéF ] EO@ c 11]11015 munici ahty Wthh serves
approximately 1,400 customers for $1.400.

Now revised down to ~1,400

Zachary Brown, AICP, CFM

Director o Utities Contract Specifies
T | g Approx. 711 |[A Clourd WIREG2ELGK

From: Bilotta, Jim <)PBilotta@aquaamerica.com>
Sent: Friday, July 22, 2022 10:49 AM

To: Zachary Brown <ZBrown@frankfortil.org>
Subject: Timber Ridge active accounts

As<et Purchase Agreement

CAUTION: This e-mail originated outside of the Village's email system.
DO NOT click links or open attachments unless you confirm the incoming address of the sender and know the content is

safe. 2. Frankfort currently "W

Hi Zach,

1s, maintains and operates municipal water and

wastewater systems that provides water servidgs to residents in Frankfort. Currently, Frankfort

Can you provide me with the current number of active accounts in Timber Ridge? | only have data from 2016-2018. |
am guessing its between 700-725

AQUA serves a total of approximately 24,000 water custom®g, which includes residential and business
Jim Bilotta

Ce te Development Director 5 . B .
———— T customers.l The Acquired Systems serve approximately 711 customerslm the Service Area.
1000 S. Schuyler Avenue

Kankakee, IL 60901

E Y S Frankfort is not a public utility within the meaning of the Act. See 220 ILCS 5/3-103.

Source: FOIA from Village of Frankfort (1) Investor Presentation 62
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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?

Operating Revenues

WTRG Revenue

FY 2021 vs. FY 2020

$1,462,698

Revenue FY 2020

# Essential

$315,840

4| Peoples Q1 2021 Revenue

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

$55,134
|

Purchased Gas

$25,768
—

$23,004

Bridge

$11,596

($12,243)

Bet ween 2

($2,374)

($1.279)

$1878.144

Peoples Q1:
$315.8 or $304.5?

Purchased Gas:
$55.1 or $57.5?

Rates & Surcharges

Regul at ed

Rate Credits 2020

Growth - Water

Volume - Gas

Nat ur al

Volume - Water

Gas

Qther

Revenue FY 2021

EARNINGS
PRESENTATION |13

segment i s

Donot Re c o n cK Dissus$iont h 1

Operating revenues - Operating revenues from the
Regulated Natural Gas segment increased by $353,338 or
69.8% due to:

A

A

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.

affected by the cost of asedgaur g

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

ross 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

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



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

s Nl Perplexing Financial Results

. CAPITAL MANAGEMENT

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 20217

Regulated Natural Gas Disclosures

2016 2017 2018 2019 2020 2021 2022

Ni"/toulﬂ S:‘S 134,901 135,602 153,224 ISRl 91,695 ==> 139,672 147,350

YoY Revenue

Contribution

from Natural - - +$15,741 ($12,243) +$26,000
Gas Volume

(1) From closing March 16, 2020 to year end
Source: 8-K/A filing April 2019 and 2021 10-K and revenue bridge
from gquarterly investor presentations

Generic Natural Gas

Futures 202021
(Bloomberg)
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Ot her
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

revenue and el i mi nat -basedseveaurs)whictscompdses nivilrdg@abed nataraligds e |

about financial control issues around cost allocations and affiliate transactions.

Other Revenue and Eliminations Accounts

. 2019 2020
$in thousands 2018 2019 Restated 2020 Restated 2021

Operating Revenue $3,453 $3,262 $3,262 $17,594 $17,594 $38,039
Operations and 27
Maintenance 16,246 18,050 18,050 20,620 20,620 > (8,212)
Expense (Benefit)
Purchased Gas -- -- - 11,642 11,642 26,872
D&A 295 578 578 -- 1,706 2,640
Tgxes other than B . . B 2785 2576
income taxes
Operating Income ($15,210) ($17,820) ($15,366) ($19,159) ($19,159) $14,163]

Source: Note 18, Segment Information,

2021 10-K, 2020 10-K

How does a historical $16 - $20m

cost turn into an $8m benefit?
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SR RN Aggressive Income Tax

Ther e

i's ample evidence that WTRGO6s financial policies ar

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

whi ch i

s an unusual discl desameteaxoi mpipteari A@Gs t i yKe(XOB im the piiar yedrg

Disclosures

fin 2012, Aqua Pennsylvania adopted an income tax accounting method change, i mpl ement ed on Essent
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

Co mmi s s OmwMaéch 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.o

Income Tax Benchmarking

American California .
Middlesex
Water Water Water
Works Service

Essential American
Utilities States Water

fincome Taxo

Word Count in 10-K 94 4 81 ar >4 48
Risk Factor Related 1_'0 Yes Yes No NoO NoO No No
Income Tax Assumptions

Recent Accounting Yes No No No No No Yes
Changes

Income Tax Expense Benefit Expense Expense Expense Benefit Benefit Expense
(Income Statement)

Source: WTRG 10-K, AWK 10-K, AWR 10-K, YORW 10-K, CWT 10-K, MSEX 10-K, SJW 10-K
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éﬁﬁ‘g%ﬁﬁg}g’{ Challenges With ERP Implementation

Based upon Spruce Pointds research, we believe that WTRG ;
the reason we observe issues with financial reporting. Ilits |f
next phase of | mplementation would be expecteld

WTRGO6s Recent Discussion of Changes of I nternal Contro

A Ware 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

wi | | address the Regul ated Water business |s
which includes customer billing, and iIs exp:

\

Statement

Removed Post
Q1 2022

Source: 2022 Q1, Q2, Q3 10-Q filings
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WTRG places an emphasis on its dividend payment history, claiming that it enhances shareholder value and referencing itself as

a difidend achievero . |t al so positions itself as a growth company.
65% of net income. However, Spruce Point believes that it]|s
expenditure (fcapexo0o) requirements and commitments to acgq:!

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

Dividend Propaganda from PSC / Aqua / Essential Utilities Over Time

Fiscal Year 2022

Fiscal Year 2000

Dividend Rate* TO OUR SHAREHOLDERS

011 was another successful year for Aqua America, and
marked yet another year of revenue and net income

growth. Income from continuing operations was up
23 percent for the year and revenues were up 4 percent to

$712.0 million from $683.4 million the prior year.

Agua America's Board of Directors increased the quarterly
cash dividend to $0.165 from $0.155 per share effective for
the December 1, 2011 quarterly dividend. This represents a

Dividend Highlights

* Dividends paid for 56 consecutive years i . X
R 6.5 percent increase to the quarterly dividend. Aqua America
form of a 25% stock distribution and a 7.64% cash dividend

increase to shareholders of record, paid on December 1, 2000  Was ONce again cited as a " dividend achiever” by Mergent,

« 10 cash dividend increases in the last 9 years which recognizes companies that have displayed consistent

* Issued 3 stock splits in the form of a stock distribution in the

o dividend growth over the last decade. This is the company's

21% dividend increase in 20 years.

The Board’s number one commitment is to enhance shareholder value. This is the reason PSC has
Eaid a dividend for 56 consecutive years. On December 1, 2000, shareholders of record on November
15, 2000 received a 7.64 percent increase in their cash dividend and a five-for-four stock split in the
form of a 25 percent stock distribution. This was the tenth dividend increase granted by the company
in nine years and the third stock split in five years. Effective March 1, 2001, the quarterly dividend rate
15 $.155 per share on the increased number of shares or $.62 per share annualized.

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

Fiscal Year 2011

Dividend Growth Targeted In Line with EPS

Dividends Per Share (Annualized)

$1.1480
$1.0728
$1.0028
o $0.9372
. Kj

2017 2018 2019 2020 2021 2022
LEssenngg
AfWe have paid dividend:

years, and our Board of Directors recognizes

the value that our common shareholders place

on both our historical payment record and on
our future anticipatec
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WTRG Led By:
Chairman Referenced Through I nternal Ema

WTRG Audit Chairman:
Public Biography Indicates He Advised An Alleged Fraudulent, Ponzi-Like Scheme

Committed Annually
$1BN Capital Expenditures «

. _— Customers Paying Bills,
Essential Utilities, Inc Many of Which Are

$377M Acquisitions 2022 Adj. Operating Cash Flow(®: TGS
$547 million

At-The-Market

Stock Offering
Short and
LongTerm
$238m Interest
Expense &
Repayments

Dividend Deficit
Filled by circularity of
payments from

external parties back Investors
to shareholders New (ATM) And Creditors
Existing (DPP/ATM)

Direct Purchase

Stock Promoters:

Have Included A Ponzi
Scheme And A FINRA
Banned Broker

(1) Adjusted for $53m of cash overdrafts 70
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B WTRG HadeveBeen Able To Cover Its Dividen

We eval uat e -WimRi@oceal pérformance since 19901 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.

WTRG6s Cumul ati ve PeRrdsent man c ¢ Dividend Deficit Growing Faster
Then Operating Cash Flow
$in mm

$10,000

$6,000
cash From 3.4% -8.1% 50.1% 26.9% -6.8%
$4,000 perations
FCF Deficit To
0, 0, 0, 0, 0,
$2,000 Cover Dividends 25.9% 34.3% 39.5% 32.5% 30.2%
$0

($2,000) \\

WTRGO6s Abil
($4,000) Cover Its Divdend Has
($6,000)

Been Declining As It

Scales NOT Improving.
($8,000)
($10,000) Free Cash Flow
$12.000 Available For
(312000 o e S P e e S NS B CE RN S 00 SSCSR NN Y ..
A8 98 SRR RRRRRSRRRRRRRRRRESREE.S Dividends Started
O O Y (O (O (U Y (S (O T Y (O (O O Y O (O T Y (R O T TR TR YR T S A Worsening In FY 2018
= Cash From Operations e Capex
Dividends Free Cash Flow For Dividends
= ACquisitions

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
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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.

Risk Factor Prior To 2010 New Risk Factor Beginning In 2011

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.

Source: 2010 10-K as updated from 2011 10-K

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. | condition, results of
operations and cash flows.
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Sasons e Are Shareholder Capital Programs Effectively
Y Being Used To Pay The Dividend?

Spruce Point warns investors that WTRG6s dividend reinv&s
proposition. In fact, shareholders may have figured this out on their own. Over time, the participation in the program has
dramatically declined. WTRG al so has a direct sitneestkhoy ur

operating subsidiaries, repay short-term debt, and for general corporate purposes.oMore 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 t he dakingé&omaPetdr, toophyPeter and Rawle 8 t o

WTRGGs Stock Progr afs Numberof WTRG Shareholders And DRIP Participation

We offer a Dividend Reinvestment and Direct Stock Purchase Plan 30,000 18.0%
(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 Companyds tr a-makete burimythe nt i A% ]i
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 10,000
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 5,000
stock for net proceeds of $16,619, $16,799 and $16,522,

respectively, through the dividend reinvestment portion of the plan.
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Source: 2010 - 2021 10-K Annual Reports R & & :
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P CEERETNY Executive Interview

As part of Spruce Pointébés research into WTRG, we 1in
development, M&A and financial strategies. We asked for an opinion on the dividend.

_ Spruce Point Question: A What 6s your take on the diy
SHEEC (r equirement s?0
Interview
With Former
EWTRtG Answer:fil 6m personally not a fan. |t would
g  shareholders are accustomed to dividends|

Source: Spruce Point interview
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Including Its Audit Chairman Who
Was An Advisor To An Alleged Frau
Described As A Poihzke Scheme
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SPRUCE POINT WTRG Audit Chairman Advised What Was Alleged

T 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.*2 Mr. Stewart is now
WTRGO6s Audit Chairman and his biography does not say that

worked at Bear Stearns.® There is no time frame as to when he became associated with Fletcher, but it was notable because it
eventually filed for insol vency. Frdudoe abnadn kimanyxhacasterigtics ofs Panz
schemeo. Fl etcherds founder Al phonse ABuddyo Fletcher app
empl oyment at Bear St ear nsWolkR priadipal blengssleMr.iBewatt at BeavstearnsEd | i o
Bear Stearns was notable as the bank that collapsed during the financial crisis for having toxic assets and too much leverage.

Public History of Director Stewart Fletcher Described As Similar To A Ponzi Scheme

Fl etcher 6s master hedge fun

International, which filed for bankruptcy protection
inJune2012,wasa__f raud wi th @Aman
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

y

to pay Fletcherodés creditors

By the date of its bankrupt
asset of undisputed value 8 Helix stock 8 worth less
than $8 million, d Davis sai

bankruptcy court. Fletcher had valued the fund at $352
million.

Sour Repofit: Fletcher f aaldPobtiNeve8, 80RD n z i sct

(1) ITC Proxy Statement

(2) Stewart Appointment

(3) Walkers Research (Spruce Point red emphasis) and Official Current Biography and Proxy Statement Biography
(4) mBuddy Fletcher: Financial Genius i or a Fakeo Boston Magazine, Feb 2012

(5) Bear Stearns filing linking Stewart and Wolk
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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






















