S&P Global
Market Intelligence

Licensed to jrwoolridge@gmail.com

FINANCIAL FOCUS

Average utility equity ratio declines in 2020 amid COVID-19
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It can be reasonably argued that the increased uncertainty and economic dislocation engendered by COVID-19 should
have caused utilities to increase their common equity ratios, and thus financial strength, but the opposite occurred in the
first half of 2020. As of June 30, the average common equity ratio for the energy and water companies followed by
Financial Focus had declined by 1.3 percentage points, or pps, to 42.9% versus 44.2% at year-end 2019. Roughly
three-fourths of the followed companies posted a decline in their common equity ratio in the first half of 2020.

The capital structure data contained in this analysis is derived from an Oct. 2 study of utility parent company financials.
We note that the overall equity ratio decline is consistent with the general slippage in parent company financial
measures that are detailed in the Oct. 2 study. In addition, while these measures of financial strength declined, average
energy and water utility EPS during the first two quarters were 6.1% higher year over year.

Individual company and summary data is provided in the table at the conclusion of this report.

Utility subgroup common equity
ratio changes during 2020

Changain
Changes in B-maonth
equity ratio, EPS,

Equity ratio, 06/20/20 06/20/20
0B/20/20 ws 1231719 ws.06/30/19

Subgroup (%) (pps) (%)
Electric 425 -1.5 5.5
Gas 456 -1.0 -2.6
Multi-utility 40.6 -0.9 7.0
Total enargy 42.2 -1.1 4.6
Water 46.8 -2.4 16.1
Total utility 42.9 -1.3 6.1

Datacompiled Aug. 17,2020, and Aug. 12, 2020
Source: S&PGlobal Market Intelligence

As indicated in the above table, although there were modest differences, the equity ratio decline occurred in all four
utility subgroups. Among the three energy subgroups, the electric posted the largest decline, at 1.5 pps, followed by the
gas and multi-utility subgroups with declines of 1.0 pps and 0.9 pps, respectively. The two energy subgroups with
significant gas utility operations posted the lowest equity ratio declines. For the four subgroups, water posted the largest
equity ratio decline at 2.4 pps. We note, however, that as of June 30, the water subgroup maintained the highest equity
ratio, 46.8%, compared with 45.6% for the gas, 42.5% for the electric and 40.6% for the multi-utility subgroups.

Looking at the percentage point change in equity ratio and the percentage change in EPS for the six months ended
June 30, 2020, versus June 30, 2019, no consistent pattern exists across the four subgroups. The water subgroup did
have the highest, by a wide margin, increase in EPS, at 16.1%, along with the largest percentage point decline in the
equity ratio. The gas subgroup, however, posted the second-lowest percentage point equity ratio decline, but gas EPS
decreased in the first six months of 2020.

READ MORE: Sign up for our weekly coronavirus newsletter here, and read our latest coverage on the
crisis here.
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Regarding first-half utility EPS, in a recently issue report, Financial Focus noted that although the broader economic
effects of the coronavirus pandemic were in full force during the period, most utilities' results did not reflect significant
negative pandemic-related impacts. Adjusted first-half 2020 earnings for the companies in the energy universe were up
an average of 4.6% year over year, although individual company results varied widely. Regarding the energy subgroup
results, electric EPS were up 5.5%, gas EPS were down 2.6%, and the multi-utility EPS increased 7.0%. Despite many
companies reporting that commercial and industrial sales fell in the second quarter, most management teams affirmed
existing earnings guidance ranges for 2020. First-half 2020 EPS for the water companies increased 16.1%.

Utilities with largest equity ratio decreases
and increases, June 30, 2020, vs. Dec. 31, 2019

Change in
Change &-month EPS,
imegquity  06/30/20vs.

Company Ticker ratio(pps) 06/30/19 (%)
Largestdecreases

Essential Utilities WTRG -9.2 36.9
Mew Jersey Resources MNJR -5.5 -0.9
OGE Energy Corp. 0GE -6.3 0o
MNorthwest Natural Holding MW N -4.5 -21.7
California Water Service Group CWT -4.1 NI
Largest increases

South Jersey Industries SJl 5.1 18.8
Sernpra Energy SRE 4.8 bE.6
MGE Energy MGEE 27 12.3
Eversource Energy ES 25 6.9
Chesapeakes Utilities CPK 1.4 10.1
Total utility average -1.3 6.1

Datacompiled Aug. 17,2020, and Aug 12, 2020.

MM = Mot meaningful

PG&E Corp.'s results are not included in this table since the company
had filed for Chapter 11 bankruptcy protection Jan. 29, 2019, and did not
emerge from bankruptey until July 1, 2020,

Source: 5& P Global Market Intelligence

Regarding those companies that posted the largest declines in their common equity ratios, OGE Energy Corp. recorded
an impairment charge in the second quarter related to its investment in Enable Midstream Partners LP. OGE holds a
25.5% limited partner interest and a 50% general partner interest in Enable Midstream Partners. For Northwest Natural
Holding Company, several debt financings that increased interest expense were undertaken in March as a
precautionary measure to strengthen the company's liquidity position because of the pandemic.

For the water subgroup, California Water Service Group experienced a 4.1-pps decrease in its equity ratio and a
decline in EPS for the first six months of 2020 to -$0.31 from $0.19 in the year-ago period. The decline is related to a
drag due to a delay in the resolution of a rate case at the company's largest subsidiary that lowered its's ROE to 5.17%
for the last 12 months. Higher customer rates in that case had been expected to take effect Jan. 1. A settlement
between the company and the California Public Advocates Office was filed in October 2019. A long-awaited proposed
decision from the California Public Utilities Commission is expected in mid-October, with a final written decision expected
by Nov 20.

South Jersey Industries Inc. in July 2018 completed the acquisition of New Jersey-based Elizabethtown Gas Co. and the
extremely small Maryland utility Elkton Gas Co., and the increase in South Jersey's equity ratio may reflect the unwinding
of some debt that the company used to finance the acquisition. We note, however, that the company's June 30 equity
ratio is still well below the gas subgroup and total energy utility company averages.

Sempra Energy completed the sales of its South American businesses in June, marking the conclusion of its broad, two-
year "capital rotation plan." The company's investments are now focused on transmission and distribution energy
infrastructure in, according to Sempra, the most attractive markets in North America, including California, Texas and
Mexico, and on North America's liquefied natural gas export market. In total, including the sales of the company's South
American businesses and its U.S. renewables businesses and non-utility natural gas storage assets, Sempra has
generated approximately $8.3 billion in total gross proceeds from these divestitures. Sempra indicates that the proceeds
from these transactions are being used to further bolster its strong liquidity position, strengthen the balance sheet,
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support the execution of its robust capital plan and return value to shareholders. The increase in Sempra's equity ratio
places it slightly below the averages of both the energy utilities and energy and water utilities.

Utility common equity ratios

Common equity % of total capital EPS (%), 6 months ended

Change Change
Company Ticker 06/30/20 131719 (pps) Jun-20 Jun-19 (%)
Electric
ALLETE Inc. ALE 521 5E6.1 -4.0 1.83 1.82 0.5
American El Power AEP 76 386 -1.0 2.10 2.14 -4.1
Edison International EX 76 37a -0.3 1.63 2 -26.2
Entergy ETR 325 33.4 -0.49 2.5 217 15.7
Evergy Inc. EVRG 45.1 46.0 -0.8 1.78 1.7 4.1
Eversource Energy ES 46.9 444 25 1.00 1.02 6.9
Exelon EXC 43.6 43.6 0.0 1.42 1.47 -3.4
FirstEnergy Corp. FE 24.4 247 -0.3 1.23 1.28 -3.4
Hawaiian El Industries HE 48.3 48.49 -0.6 0.76 0.81 -6.2
IDACORP, Inc. 104 534 57.2 -3.4 1.93 1.84 21
MextEra Energy, Inc. MEE 41.9 435 -1.6 4.00 455 07
OGE Energy Carp. 0GE 50.0 ER.2 -5.3 0.74 0.74 0.0
Otter Tail Corp. OTTR 51.1 521 -1.0 1.02 1.05 -2.8
Pinnacle West PHNW 44,6 47.8 -3.2 1.98 1.44 375
PNM Resources PNM 3.6 33.0 -1.4 0.73 0.50 46.0
Portland General Elec. POR 45.49 481 -2.1 1.34 1.10 21.8
PPL Corp. PPL 35.2 354 -0.7 1.22 1.28 -4.7
Electric average 42.5 43.9 -1.5 - - 5.5
Gas
Atrmos Energy® ATO 57.6 59.0 -1.5 274 2.50 9.6
Chesapeake Utilities CPK LTy 43.0 1.4 2.40 2.18 101
National Fuel Gas* MFG 45.7 49.4 -3.7 1.54 1.78 -13.5
Mew Jersey Resources* MNJR 44.0 49.5 -b.b 1.06 1.07 -0.49
Northwest Natural Holding MWN 411 456 -4.5 1.41 1.80 -21.7
OME Gas Inc. 0GS 547 537 1.1 2.z 222 -0.4a
South Jersey Industries A 347 2006 5.1 1.14 0.98 18.8
Southwest Gas Holdings SWX 46.9 46.7 0.2 1.82 2.26 -19.6
Spire Inc.* SR 41.4 42.5 -1.1 R 2.97 -5.2
Gas average 45.6 46.6 -1.0 - - -2.6
Multi- utility
Alliant Energy LNT 44.3 43.5 0.8 1.26 0.93 355
Ameren Corp. AEE 43.3 44.7 -1.4 1.57 1.50 4.7
Avangrid AGR B2.9 B4.2 -1.3 1.08 1.04 3.8
Avista Corp. AVA 45.2 46.2 -1.0 0.98 1.14 -13.8
Black Hills Corp. BEH 40.9 39.6 1.3 1.92 1.97 -25
CenterPoint Energy Inc. CNP a0 iR -0.2 0.86 0.81 6.2
CMS Energy Corp. H 266 27.3 -1.49 1.36 1.08 254
Consolidated Edison Inc. ED 431 442 -1.1 1.95 1.97 -1.0
Dominion Energy D EFR| 40.9 -3.8 1.91 1.87 21
CTE Energy Co. OTE 374 0.6 -1.8 314 1.04 4.0
Duke Energy Corp DK 386 40.5 -1.8 232 2,36 -5.8
MO Resources Group MDL B4.0 B4.7 -0.7 0.63 0.53 18.9
MGE Energy MGEE B3.1 B0.3 27 1.28 1.14 12.3
NiSource Inc. MI 30.6 325 -2.0 0.24 0.87 2.3
NorthWestern Corp. NWE 47 .4 47.5 0.0 1.48 1.73 -14.5
PG&E Corp. PCG a1 16.4 -8.2 1.92 214 -10.3
Public Service Enterprise Group PEG 47.5 477 -0.2 1.82 1.66 0.6
Sernpra Energy SRE 41.4 6.6 4.8 473 3.02 566
Southern Co. 50 337 341 -0.3 1.56 1.50 4.0
WEC Energy Group WEC 44.5 43.49 0.6 2.14 2.07 5.8
¥eel Energy Inc. XEL 36.5 39.2 -27 1.10 1.07 28

LR S — P ra - P - A

Powered by S&P Global | Page 3 of 4



Licensed to jrwoolridge@gmail.com

S&P Global
Market Intelligence

TN WLy EI.‘I'HIEI.EH Hu.0 1.9 =,y - - .
Total enargy utility average 42.2 43.3 -1.1 - - 4.6
Water

American States Water AWR b3.3 b4 B -1.3 1.07 1.07 0.0
American Water Works AWK 373 39.0 -1.8 1.66 1.66 B.4
Artesian Resources ARTH.A 5.4 51.0 -0.6 0.83 0.749 17.7
California Water Service Group  CWT 39.8 43.9 -4.1 -0.31 0.149 WM
Essential Utilities WTRG 46.4 EE.E -9.2 0.24 065 6.4
Middlesex Water MSEX 534 54.0 -1.5 0.04 0.8 125
S5JW Group SIW 76 385 -0.49 0.37 0.68 13.2
The York Water Co. YORW 5E.6 5E.5 0.1 0.63 0.50 26.0
Water averags 46.8 49.3 -2.4 - - 16.1
Total utility average 42.9 44,2 -1.3 - - 6.1

Datacompiled Aug. 17,2020, and Aug. 12, 2020,

NI = Mot meaningrul

+ Based on fiscal year ended Sept. 30.

Capital,including common equity, components are based upon percentages of total capital including short-temn debt.
Source: 5&P Global Market Intelligence

Regulatory Research Associates is a group within S&P Global Market Intelligence.

For a complete, searchable listing of RRA's in-depth research and analysis, please go to the S&P Global Market
Intelligence Energy Research Library.

Charlotte Cox and Heike Doerr contributed to this article.

This article was published by S&P Global Market Intelligence and not by S&P Global Ratings, which is a separately
managed division of S&P Global.
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