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1 I. INTRODUCTION OF WITNESS 

2 Q. Please state your name and business address. 

3 A. Ms. Emily Sears, Public Utility Commission of Texas, 1701 N. Congress Avenue, Austin, 

4 Texas 78711-3326. 
5 

6 Q. By whom are you currently employed and in what capacity? 

7 A. I have been employed by the Public Utility Commission of Texas (Commission) since 

8 January 1, 2015. I am a Financial Analyst in the Rate Regulation Division. 
9 

10 Q. What are your principal responsibilities at the Commission? 

11 A. My principal responsibilities at the Commission include reviewing tariff and rate change 

12 applications and appeals. I am also responsible for preparing testimony and exhibits for 

13 contested case matters involving investor-owned, non-profit, and governmental water and 

14 sewer retail public utilities and wholesale matters as well as participating in settlement 

15 negotiations. 
16 

17 Q. Please state your educational background and professional experience. 

18 A. I have provided a summary of my educational background and professional experience in 

19 Attachment ES-1 to my direct testimony. 
20 

21 Q. Have you previously testified before this Commission or the State Office of 

22 Administrative Hearings (SOAH)? 

23 A. Yes. I have also testified before the Pennsylvania Public Utility Commission. Attachment 

24 ES-2 provides a summary of the cases in which I have testified or submitted testimony. 

Direct Testimony of Emily Sears July 16, 2021 
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1 II. PURPOSE AND SCOPE OF TESTIMONY 

2 Q. What is the purpose of your testimony in this proceeding? 

3 A. The purpose of my testimony is to present a recommendation on the overall rate of return 

4 (ROR) for Northtown Acres Water Supply (Northtown Acres). More specifically, I address 

5 the issues of Northtown Acres' capital structure, cost of debt, cost of equity, and overall rate 

6 of return. 
7 

8 Q. What is the scope of your review? 

9 A. I reviewed Northtown Acres' amended application including its direct testimony, and its 

10 responses to requests for information (RFI). 
11 

12 Q. What issues identified in the Commission's Preliminary Order for this docket, adopted 

13 on January 21, 2020, will you address? 
14 
15 A. 13. What is the appropriate debt-to-equity capital structure of the utility? 
16 
17 14. What is the appropriate weighted cost of capital (also called the overall rate of 
18 return), including return on equity and cost of debt for the utility, consistent with 16 
19 TAC § 24.41(c)(1)? 
20 
21 19. Does the utility have any debt? If so, what is the cost of that debt? 
22 

23 Q. If you do not address an issue or position in your testimony, should that be interpreted 

24 as you agreeing with or supporting Northtown Acres' position on that issue? 

25 A. No. 
26 

27 Q. What standards did you apply in addressing the reasonableness of Northtown Acres' 

28 requested return? 

29 A. I applied the following standards: 

30 • 16 Texas Administrative Code (TAC) § 24.31(c)(1), which states: 

Direct Testimony of Emily Sears July 16, 2021 
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1 The Commission shall allow each utility a reasonable opportunity to 
2 earn a reasonable rate of return... and shall fix the rate of return in 
3 accordance with the following principles. The return should be 
4 reasonably sufficient to assure confidence in the financial soundness of 
5 the utility and should be adequate, under efficient and economical 
6 management, to maintain and support its credit and enable it to raise the 
7 money necessary for the proper discharge of its public duties. 

8 • Two decisions of the U. S. Supreme Court: 

9 Oj Bluefield Water Works & Improvement Co. v. Public Service 
10 Commission of West Virginia (13luejielclj~ and 

11 Oj Federal Power Commission ¥. Hope Natural Gas Co. Ulope).2 

12 

13 III. RATE OF RETURN 

14 Q. Please define the term "rate of return." 

15 A. Rate of return generally is the amount of revenue an investment generates (in the form of 

16 operating income) expressed as a percentage of the amount of capital invested, over a given 

17 period of time. The overall rate of return is one of the components of the revenue 

18 requirement formula. 
19 

20 Q. What is the revenue requirement formula? 

21 A. The revenue requirement formula for the utility method of ratemaking, which is typically 

22 used in base rate cases for investor-owned utilities, is as follows: 

23 RR=E+D+T+(RBx ROR) 

24 Where: 

25 RR = Revenue Requirement 

26 E = Operating Expense 

1 Bluefield Water Works & Imp . Co . v . Pub . Serv . Comm ' n of W . Va ., 161 U . S . 619 , 683 ( 1923 ). 

2 Fed . Power Comm ' nv . Hope Nat . Gas Co ., 310 U . S . 591 , 604 ( 1944 ). 
Direct Testimony of Emily Sears July 16, 2021 
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1 D = Depreciation Expense 

2 T = Taxes 

3 RB == Rate Base 

4 ROR = Overall Rate of Return 

5 In the above formula the overall rate of return is expressed as a percentage. The calculation 

6 of the overall rate of return is independent of the determination of the appropriate rate base 

7 value for ratemaking purposes. As such, the appropriate total dollar return (RB x ROR) is 

8 dependent upon the proper computation of the overall rate of return and the proper valuation 

9 of the utility's rate base. 
10 

11 Q. What constitutes a fair and reasonable overall rate of return? 

12 A. A fair and reasonable overall rate of return is one that will allow the utility the opportunity 

13 to recover those costs prudently incurred by all classes of capital used to finance the rate base 

14 during the prospective period in which its rates will be in effect. 

15 Bluefiekf andHopezl set forth the principles that are generally accepted by regulators 

16 throughout the country as the appropriate criteria for measuring a fair rate of return: 

17 1) A utility is entitled to a return similar to that being earned by other 
18 enterprises with corresponding risks and uncertainties, but not as high as 
19 those earned by highly profitable or speculative ventures; 
20 2) A utility is entitled to a return level reasonably sufficient to assure 
21 financial soundness; 
22 3) A utility is entitled to a return sufficient to maintain and support its credit 
23 and raise necessary capital. 

24 What is considered a fair return can change (increase or decrease) along with economic 

25 conditions and capital markets. 

26 
3 Bluefield Water Works , 262 U . S . at 683 . 

4 Hope Nat . Gas Co ., 320 U . S . at 604 . 
Direct Testimony of Emily Sears July 16, 2021 
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1 Q. In establishing a utility's rates, how is the overall rate of return calculated? 

2 A. The overall rate of return in this rate proceeding is calculated using the weighted average 

3 cost of capital method. To calculate the weighted average cost of capital, the utility's capital 

4 structure must first be determined by calculating, as a percentage of total capital, each 

5 capitalization component that has financed the rate base. The capital components consist of 

6 long-term debt and common equity. Next, the effective cost rate of each capital structure 

7 component must be determined. The cost rate of debt is typically fixed and can be computed 

8 accurately. The cost rate of common equity is not fixed and is more difficult to measure. 

9 Next, each capital structure component percentage is multiplied by its corresponding 

10 effective cost rate to determine the weighted capital component cost rate. Lastly, the sum 

11 of the weighted cost rates produces the overall rate of return. This overall rate of return is 

12 multiplied by the rate base to determine the dollar amount that is the return portion of the 

13 utility' s revenue requirement. 
14 

15 IV. COMPANY POSITION 

16 Q. Please summarize Northtown Acres' requested overall rate of return in this case. 

17 A. Based on the amended rate application, Northtown Acres requested the following overall 

18 rate of return: 5 

Tvpe of Capital Ratios Cost Rate Weighted Cost Rate 

Long-Term Debt 40.00 % 5.04 % 2.016% 

Common Equity 60.00 % 11.71% 7.026 % 

Total 100.00 % 9.04% 

5 Amendment to Application at Schedule III-1 (Dec. 16, 2020). 
Direct Testimony of Emily Sears July 16, 2021 
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1 V. 

2 Q. 
3 A. 

STAFF RECOMMENDATION 

Please summarize your recommendation in this case. 

I recommend the following overall rate of return for Northtown Acres:6 

Tvpe of Capital Ratios Cost Rate Weighted Cost Rate 

Long-Term Debt 50.70 % 4.19 % 2.12 % 

Common Equity 49.30 % 8.90 % 4.39 % 

Total 100.00 % 6.51 % 

4 VI. BAROMETER (PROXY) GROUP 

5 Q. What is a barometer group, as used in base rate cases? 

6 A. A barometer group, also called a proxy group, is a group of companies that serves as a 

7 benchmark for determining the subject utility's rate of return in a base rate case. 
8 

9 Q. What are the reasons for using a barometer group? 

10 A. Many public utility companies are not publicly traded, and therefore, lack specific market 

11 data. A barometer group provides that industry-specific market data and allows for a more 

12 accurate estimation ofthe true cost of equity. Furthermore, the water utilities in a barometer 

13 group share common characteristics with regulated water utilities and are well suited for 

14 comparison to utility companies. This comparative method is a standard approach in utility 

15 rate cases. 
16 

17 Q. Are there additional reasons for using a barometer group? 

18 A. Yes. A barometer group is typically utilized because the use of data exclusively from one 

19 company may be less reliable than the use of data from a group of companies. The lower 

6 Attachment ES-3. 
Direct Testimony of Emily Sears July 16, 2021 
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1 reliability occurs because the data for one company may be subject to events that can cause 

2 short-term anomalies in the marketplace' s perception of that company. The rate of return 

3 on common equity for a single company could become distorted in these particular 

4 circumstances and would therefore not be representative of similarly situated companies. 

5 The use of a barometer group has the effect of smoothing out potential anomalies associated 

6 with a single company. 

7 Using a barometer group cost of equity as a benchmark also satisfies the long-

8 established guideline of utility regulation that seeks to provide the subj ect utility with the 

9 opportunity to earn a return equal to that of similar risk enterprises. 
10 

11 Q. What criteria did you use in selecting your barometer group companies? 

12 A. As I have done in this proceeding, I generally use the following criteria when selecting a 

13 barometer group: 1) 50% or more of the company' s revenues must be generated from the 

14 water utility industry; 2) the company's stock must be publicly traded; 3) investment 

15 information for the company must be available from more than one source; and 4) the 

16 company must not be currently involved or targeted in an announced merger or acquisition. 
17 

18 Q. Did Northtown Acres use a barometer group in its analysis? 

19 A. No. 
20 

21 Q. What barometer group did you use in your analysis? 

22 A. My barometer group includes American States Water Company, American Water Works, 

23 California Water Service Group, Essential Utilities, Middlesex Water, SJW Group, and York 

24 Water. 

Direct Testimony of Emily Sears July 16, 2021 
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1 VII. CAPITAL STRUCTURE 

2 Q. What does a utility's capital structure represent in a rate case? 

3 A. Capital structure represents the financing oflong-term assets (rate base). The primary forms 

4 of financing employed by public utilities include debt and common equity. 
5 

6 Q. What is Northtown Acres' requested capital structure? 

7 A. Northtown Acres is requesting a hypothetical capital structure of 40% debt and 60% equity, 

8 as its actual capital structure is 100% equity. 7 
9 

10 Q. What is the basis for Northtown Acres' requested hypothetical capital structure of 40% 

11 debt and 60% equity? 

12 A. Ms. Richardson states, "The requested regulatory capital structure of 40% debt is requested 

13 solely to comply with the rate filing package requirement that seems to state that debt may 

14 not be less than 40% of the capital structure."8 
15 

16 Q. What is your recommendation regarding Northtown Acres' capital structure? 

17 A. I recommend using a hypothetical capital structure based on the barometer group of 50.70% 

18 debt and 49.30% equity.9 
19 

20 Q. What is the basis for your recommendation? 

21 A. I recommend using a hypothetical capital structure because Northtown Acres' capital 

22 structure of 100% equity is out of line with the capital structures of the companies in the 

23 barometer group. While regulatory agencies often use a company' s actual capital structure, 

24 it is common industry practice that if the actual capital structure is far out of line with the 

7 Direct Testimony of Sheroll Richardsonat 13-14 (May 17,2021) (Richardson Direct). 

8 Id at 14. 
9 Attachment ES-4. 

Direct Testimony of Emily Sears July 16, 2021 



SOAH Docket No. 473-20-1674.WS 
PUC Docket No. 48819 Page 11 

1 industry average, regulators will consider atypical - i.e., average - industry capital structure. 

2 In this case, Northtown Acres' capital structure is clearly atypical of current capital structures 

3 among water utility distribution systems, which have a capital structures of approximately 

4 50% debt and 50% equity. The capital structure Northtown Acres proposed would not result 

5 in a reasonable ROR in comparison to other water utility distribution systems, which is 

6 neither fair nor reasonable for ratemaking. Therefore, I have used the capital structure as 

7 measured and supported by the barometer group. 

8 

9 VIII. COST RATE OF LONG-TERM DEBT 

10 Q. What is Northtown Acres' claimed cost rate of long-term debt? 

11 A. Northtown Acres claimed a hypothetical cost of debt of 5.04% based on the industry cost of 

12 debt recommended by Staff and approved by the Commission in recent water utility cases. 10 
13 

14 Q. What is your recommendation regarding Northtown Acres' cost rate of long-term 

15 debt? 

16 A. Irecommend usingahypothetical cost ofdebt of 4.19%. 
17 

18 Q. What is the basis for your recommendation? 

19 A. My recommendation is based on the Mergent Bond Record' s data for public utility bond debt 

20 costs issued for the year ending December 2019.11 This data reflects the interest rates for 

21 public utilities that issued bonds during Northtown Acres' test year, which ended December 

22 31, 2019. While this might not be exactly what Northtown Acres could obtain debt for, it 

23 is the most reasonable approximation of the cost of debt for a public utility during the test 

24 year. While other utilities may have had higher debt costs approved by the Commission, 

10 Richardson Direct at 14. 

11 Attachment ES-11. 
Direct Testimony of Emily Sears July 16, 2021 
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1 those utilities would have included debt costs for years in which debt costs would have been 

2 higher than current debt cost rates. My recommendation is based solely on what debt could 

3 have been issued at during Northtown Acre' s test year, as they did not incur debt in prior 

4 years. 

5 

6 IX. EQUITY ANALYSIS 

7 Q. What is your recommendation for the appropriate cost of common equity in this 

8 proceeding? 

9 A. Based upon my analysis, I recommend a cost of common equity of 8.90%. 
10 

11 Q. What is the basis for your recommendation? 

12 A. I arrived at this return on equity (ROE) primarily on the basis of the results of my single-

13 stage Discounted Cash Flow (DCF) method. I also used a multistage DCF and a Risk 

14 Premium method as comparisons to my DCF results. I further discuss each ofthese methods 

15 below. 

16 

17 A. DISCOUNTED CASH FLOW 

18 Q. What is the theoretical basis for the DCF method? 

19 A. The theoretical basis for the DCF method is the "dividend discount model" of financial 

20 theory, which maintains that the value (price) of any security or commodity is the discounted 

21 present value of all future cash flows. The DCF model assumes that investors evaluate 

22 stocks in the classical economic framework, which maintains that the value of a financial 

23 asset is determined by its earning power, or its ability to generate future cash flows. The 

24 constant-growth DCF model recognizes that the return to the stockholder consists of two 

25 parts: dividend yield and growth. Therefore, equity investors expect to receive a portion 

Direct Testimony of Emily Sears July 16, 2021 
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1 of their total required return in the form of current dividends and the remainder through price 

2 appreciation. 
3 

4 Q. Please explain your single-stage DCF analysis. 

5 A. My analysis employs the standard discrete DCF model as expressed in the following formula: 

6 k == Di/Po + g 

7 Where: 

8 k == Cost of equity 

9 Dl = Dividend expected during the year 

10 Po == Current price of the stock 

11 g == Expected growth rate of dividends 

12 When a forecast of Di is not available, it is appropriate to make an adjustment to Do (the 

13 current dividend) to account for changes in the dividend paid in period 1. In this case, I 

14 have used a forecast of Di by adjusting Do by the growth rate in the quarter the dividend has 

15 been historically increased. 12 
16 

17 Q. Are there variations of the DCF model? 

18 A. Yes. For conditions in which significantly different growth rates are expected over different 

19 periods of time, analysts often employ a multistage version of the DCF model instead of the 

20 single-stage, constant growth version. For example, the expected near-term growth of a 

21 given company may be significantly higher or lower than the expected sustainable growth 

22 rate. In these situations, it is appropriate to apply a multistage DCF model that incorporates 

23 the various growth rates expected over time. 

24 Under the multistage DCF, in order to incorporate two or more growth-rate periods, 

12 Attachment ES-6. 
Direct Testimony of Emily Sears July 16, 2021 
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1 the equation for the single-stage DCF is simply expanded, with the assumption that a 

2 permanent constant growth rate can be estimated for some point in the future: 

3 Do(1+gi) Di(1+g2) D<n-1)(1+gn) 
Po = 

(1 + k)1 (1 + k)2 (1 + k)n 

4 where the variables are the same as in the equation in the previous question-and-answer, but 

5 there are more subscripts to indicate the different time periods to which the variables apply-

6 e.g., gi represents the growth rate for the first period, D2, represents the dividend rate for the 

7 second period, g2 represents the growth rate for the second period, and so on. The "n" 

8 subscript represents the number of periods to be included (up to infinity). 
9 

10 Q. What versions of the DCF model did you use in your analysis? 

11 A. I used both a single-stage version and a multistage version ofthe DCF model. In the single-

12 stage version, the stock' s dividend growth is based on analysts' estimates of the utility' s 

13 earnings growth over the next five years. In the multistage version of the DCF model, I 

14 used a three-stage growth approach. The first stage spans the next five years and uses the 

15 same growth estimates employed in the single-stage version. The second stage, which 

16 covers years six through ten, is based on an average of the growth rate used in years one 

17 through five and the proj ected long-term growth in Gross Domestic Product (GDP) of 5.14%, 

18 discussed in more detail below. The third, and final, stage covers years 11 through 150, and 

19 is based upon the GDP growth rate of 5.14%. 
20 

21 Q. Why did you use two versions of the DCF model? 

22 A. I used two versions ofthe DCF model because each model is reasonable in its own right and, 

23 therefore, is likely to be used by investors. I included the multistage growth model because 

24 the utility cannot outgrow the economy over the long-term. My intent, by considering both 

Direct Testimony of Emily Sears July 16, 2021 
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1 approaches and blending the two, was to more closely approximate the long-term 

2 expectations of investors on average. 
3 

4 Q. What prices did you use for your DCF analyses? 

5 A. As shown on Attachment ES-5, I used stock prices that are an average of weekly prices over 

6 a recent 12-week period, specifically March 29, 2021 through June 14, 2021. I consider the 

7 12-week period long enough to smooth out stock market fluctuations and accurately reflect 

8 long-term expectations, but short enough to reflect the most current information on the 

9 market' s perceptions of risk, earnings growth, and dividend growth. 
10 

11 Q. What estimates for the growth expectations of investors did you use in your DCF 

12 analyses? 

13 A. I used data from Value Line, Zacks, and Yahoo ! Finance for the earnings growth rates in the 

14 single-stage DCF model and the first stage and second stage of the multistage DCF model. 

15 For the second stage, in part, and the entire third stage of the multistage DCF model, I used 

16 an expected long-run nominal growth rate of 5.14%, consisting ofthe 3.14% per year average 

17 real growth-rate of GDP for the period 1951 through 2020 as calculated from data reported 

18 by the U. S. Bureau of Economic Analysis,13 and the 2.00% rate of inflation forecast by the 

19 Board of Governors of the Federal Reserve System in its most recent estimate. 14 This is 

20 widely disseminated information that is generally considered credible by investors. 

13 U. S. Bureau of Economic Analysis, Real Gross Domestic Product [A191RL1Q225SBEA], retrieved from 
FRED, Federal Reserve Bank of St. Louis; https:Ufred.stlouisfed.org/series/A191RL1Q225SBEA, July 7, 2021. 

14 Monetary Policy Report submitted to Congress on February 19, 2021, pursuant to section 2B of the Federal 
Reserve Act. 
Direct Testimony of Emily Sears July 16, 2021 
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1 Q. What are the results of your DCF analyses? 

2 A. Attachments ES-7 and ES-8 to my testimony include the results and supporting calculation 

3 detail from the single-stage and multistage DCF models, respectively. The average of the 

4 barometer group's estimated cost of equity using the single-stage DCF yields a cost of equity 

5 of 8.90%. An average ofthe barometer group' s results when employing the multistage DCF 

6 yields a cost-of-equity estimate of 6.83%. 
7 

8 B. CONVENTIONAL RISK-PREMIUM ESTIMATE 

9 Q. What is the theoretical basis for the Risk-Premium Method? 

10 A. The Risk-Premium method is based on the concept that common stocks are riskier than debt 

11 and, as a result, investors require a higher expected return on stocks than bonds. 
12 

13 Q. Please describe the "conventional" risk-premium approach that you used in your 

14 estimate of cost of equity in this case. 

15 A. I refer to the risk-premium approach I use as the "conventional" risk premium to distinguish 

16 it from the concept of risk premiums in general. The conventional risk premium is a risk 

17 premium that estimates the cost of equity for Northtown Acres by comparing the costs of 

18 equity authorized for water utilities across the United States to the yields of public utility 

19 bonds rated Baa by Moody' s Investors Service. The timeframe I have used for this purpose 

20 is 2007 through 2020. 
21 

22 Q. How did you use the relationship between the authorized costs of equity and the bond 

23 yields to quantify the cost of equity for Northtown Acres? 

24 A. I quantified the relationship by subtracting the bond yields from the authorized costs of 

25 equity. The difference represents the premium required by an investor to make the riskier 

26 investment in equity. 

Direct Testimony of Emily Sears July 16, 2021 
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1 Q. Did you test the data for correlation? 

2 A. Yes. I performed a regression analysis to analyze the relationship between the risk premium 

3 and the bond yields in the corresponding period. The regression analysis showed, with high 

4 confidence, that there is a trend in the relationship. It is an inverse trend, in which the risk 

5 premiums increase as bond yields decrease. On average, during the 2007 through 2020 time 

6 period, risk premiums increased 0.7152% for every 1.00% that bond yields decreased. 
7 

8 Q. What are the results of your risk-premium analysis? 

9 A. As shown on page 2 of Attachment ES-9, the conventional risk-premium analysis implied a 

10 cost of equity of 9.29%. 
11 

12 Q. Do you directly rely on your risk premium results? 

13 A. No, my risk premium result is not directly included in my results. This is due to several 

14 factors. Primarily, the authorized ROEs in the regulated community do not fall as quickly 

15 as interest rates do. Due to this lag, the authorized ROEs do not reflect current market 

16 conditions. Also, the publication of water utility authorized ROEs is not always available. 

17 As such I do not have the 2021 authorized ROE's, and therefore, my analysis is not current. 

18 I do use it as a comparison for my DCF results. 

Direct Testimony of Emily Sears July 16, 2021 
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1 X. SIZE ADJUSTMENT 

2 Q. What comments does Sheroll Richardson make with respect to risk of Northtown 

3 Acres? 

4 A. Ms. Richardson believes there is risk for Northtown Acres as a small utility with regards to 

5 its business. and that there is regulatory risk in providing service to its customers, and more 

6 specifically, regulatory lag. 15 
7 

8 Q. What comments do you have regarding Northtown Acres risk? 

9 A. First, a size adjustment would go against recent Commission precedent. In Docket No. 

10 46245, the Commission rejected the utility' s requested ROE, which included a small size 

11 ri sk premium.16 

12 Second, although the scale of operations for water utilities can vary, the basic nature 

13 of a water utility' s business does not change with respect to scale. A water utility' s core 

14 business is to provide water to its customers, regardless of size. Therefore, it must construct 

15 and maintain its distribution system, provide administrative functions, treat the water, etc. 

16 This business model remains essentially the same for water utility companies of any size, 

17 along with the fact that water utilities operate as monopolies with a captive customer base in 

18 the areasthey serve. 

19 Third, water utilities are regulated, and a utility's earnings are set by the ratemaking 

20 process. This is true regardless of the utility' s size. The utilities are also subject to other, 

21 general regulatory oversight. 

22 Fourth, Northtown Acres is not unique with respect to the regulatory lag that it faces, 

15 Richardson Direct at 13-14. 

16 Application of Double Diamond Utility Co., Inc, for a Rate/Tarilf Change, Docket No. 46145, Order on 
Rehearing at Finding of Fact No. 114 (Dec. 12, 2019). 
Direct Testimony of Emily Sears July 16, 2021 
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1 nor the fact that utilities need to incur debt prior to including it in their rates for recovery. 

2 These risks are already reflected in the market RORs for the barometer group. 

3 Finally, there are articles examining the size premium in the utility industry 

4 specifically. Wallace Davidson states: 

5 [Olur results suggest that neither large nor small utilities merit a premium 
6 because of their size. The implications of our findings for regulatory 
7 officials for regulatory accounting standard-setters are straightforward: we 
8 find no evidence among the electric utility industry...to suggest that a 
9 utility' s cost of capital or its allowable ARR should be adjusted to reflect 

10 firm size. 17 

11 In research also specific to public utilities, Professor Annie Wong states: 

12 [G]iven firm size, utility stocks are consistently less risky than industrial 
13 stocks. Second, industrial betas tend to decrease with firm size, but utility 
14 betas do not. These findings may be attributed to the fact that all public 
15 utilities operate in an environment with regional monopolistic power and 
16 regulated financial structure. As a result, the business and financial risks 
17 are very similar among the utilities regardless of their size. Therefore, 
18 utility betas would not necessarily be related to firm size. 

19 She then concludes: 

20 The object of this study is to examine if the size effect exists in the utility 
21 industry. After controlling for equity values, there is some weak evidence 
22 that firm size is a missing factor from the CAPM for industrial but not utility 
23 stocks. This implies that although the size phenomenon has been strongly 
24 documented for industrials, findings suggest that there is no need to adjust 
25 for the firm size in utility regulation. 18 

26 For all of these reasons, I recommend that my recommended ROR be adopted as it reflects 

17 Wallace Davidson III, Kenneth Ferris, and William Reichenstein, A Note on the Relationship Between 
Firm Size and Return in the Electric Utilitv Industrv, Journal ofAccounting Auditing and Finance Vol. 8, Issue 3 
(Summer 1993). 

18 Annie Wong, Utility Stocks and the Size Effect: An Empirical Analysis. Journal ofthe Midwest Finance 
Association 98 (1993). 
Direct Testimony of Emily Sears July 16, 2021 
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1 the risks put forth by Ms. Richardson. 

2 

3 XI. SUMMARY 

4 Q. What is your recommended ROE? 

5 A. I recommend an ROE of 8.90%. As previously stated in my testimony, I arrived atthis ROE 

6 primarily on the basis of the results of my single-stage DCF method. I used the results from 

7 my multi-stage DCF and risk premium analyses as points of comparison to my single-stage 

8 DCF results. If I had given equal weight to the average result of all three analyses, the result 

9 would have been an average ROE of 8.34%.19 If I had given equal wight to the combined 

10 DCF results and the result of the Risk Premium method, my recommended ROE would have 

11 been 8.58%.20 These results show that my recommended ROE of 8.90% ROE is reasonable. 
12 

13 Q. What is your recommended overall rate of return? 

14 A. I recommend an overall rate of return, to be applied to rate base, of 6.51%. 
15 

16 Q. Does this conclude your direct testimony? 

17 A. Yes. I reserve the right to supplement this testimony during the course of the proceeding if 

18 new evidence becomes available. 

19 ((8.90% (single-stage DCF) + 6.83% (multi-stage DCF) + 9.29% (risk premium method))/3 = 8.34%. 

20 (((8.90% (single-stage DCF) + 6.83% (multi-stage DCF))/2) + 9.38% (risk premium method))/2 = 8.58%. 
Direct Testimony of Emily Sears July 16, 2021 
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Emily Sears 

Professional Experience 
• Public Utility Commission of Texas 

Utility Rates Analyst 
Water Utilities Division 
January 2015 - Present 

• Commonwealth of Pennsylvania, Public Utility Commission 
Fixed Utility Financial Analyst 
Bureau of Investigation and Enforcement 
May 2009 - December 2014 

• Commonwealth of Pennsylvania, Public Utility Commission 
Fixed Utility Financial Analyst 
Bureau of Fixed Utility Services 
April 2008 - May 2009 

• Nationwide Insurance Company 
Personal Lines Underwriting Screener 
October 2004 - May 2007 

Education 
• University of Pittsburgh, College of Business Administration 

Bachelors of Science in Business Administration 
Major - Finance 
August 2004 

• Annual Regulatory Studies Program: Camp NARUC 
Week 1 -Introduction to Regulation 
August 2008 

• Pennsylvania Public Utility Commission Rate Case Training 
December 2008 

• Society of Utility and Regulatory Financial Analysts 
Certified Rate of Return Analyst 
June 2010 

• Utility Finance and Accounting for Financial Professionals 
Seminar June 20-21, 2019 

• Institute of Public Utilities - Advanced Course on Cost Allocation and Rate Design 
November 2-5,2020 

Presentations 
• Pennsylvania Public Utility Commission Rate Case Training 

Presented on Rate of Return/Return on Equity 
October 2012, September 2014 

• Public Utility Commission of Texas - Rate of Return Training 
Presented on Rate of Return/Return on Equity 
August 2017 - Present 
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TESTIMONY SUBMITTED: 

I have testified and/or submitted testimony in the following proceedings before the 
Pennsylvania Public Utility Commission: 

• Duquesne Light Company, Docket No. M-2009-2093217 
• West Penn Power Company d/b/a Allegheny Power, Docket No. M-2009-2093218 
• Duquesne Light Company, Docket No. M-2009-2123948 
• West Penn Power Company d/b/a Allegheny Power, Docket No. M-2009-2123951 
• Utilities, Inc. - Westgate, Docket No. R-2009-2117389 
• Utilities, Inc. of Pennsylvania, Docket No. R-2009-2117402 
• PECO Energy Company - Electric Division, Docket No. P-2009-2143607 
• PECO Energy Company - Gas Division, Docket No. P-2009-2143588 
• Philadelphia Gas Works, Docket No. R-2009-2139884 
• York Water Company, Docket No. R-2010-2157140 
• City of Lancaster, Docket No. R-2010-2179103 
• Columbia Gas of Pennsylvania, Inc., Docket No. R-2010-2215623 
• CMVSewage, Inc.,Docket No. R-2011-2218562 
• Pennsylvania American Water Company, Docket No. R-2011-2232243 
• UGI Penn Natural Gas, Docket No. R-2011-2238943 
• Aqua Pennsylvania, Inc., Docket No. R-2011-2267958 
• Equitable Gas Company, LLC, Docket No. R-2012-2287044 
• Peoples Natural Gas Company, LLC, Docket No. R-2012-2285985 
• PPL Electric Utilities Corporation, Docket No. R-2012-2290597 
• Columbia Gas of Pennsylvania, Inc., Docket No. R- 2012-2321748 
• The City of -Lancaster - Sewer Fund, Docket No. R-2012-2310366 
• Columbia Gas of Pennsylvania, Inc., Docket No. R-2012-2321748 and M-2012-2323645 
• UGI Penn Natural Gas, Docket No. R-2013-2361763 
• City o f DuBois - Bureau of Water, Docket No. R-2013-2350509 
• Pennsylvania-American Water Company, Docket No. R-2013-2355276 
• Duquesne Light Company, Docket No. R-2013-2372129 
• Pike County Light and Power Company, Gas Division, Docket No. R-2013-2397353 
• Pike County Light and Power Company, Electric Division, Docket No. R-2013-2397237 
• UGI Penn Natural Gas, Docket No. R-2014-2420273 
• Emporium Water Company, Docket No. R-2014-2402324 
• City o f Lancaster - Water Fund, Docket No. R-2014-2418872 
• Peoples TWP, LLC, R-2014-2429613 
• Peoples Natural Gas Company, LLC, R-2014-2429606 
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I have testified and/or submitted testimony in the following proceedings before the Public 
Utility Commission of Texas and the Texas State Office of Administrative Hearings: 

• Custom Water Company, LLC., Docket No. 44236 
• City o f Austin water rate appeal, Docket No. 42857 
• City o f Austin wastewater rate appeal, Docket No. 42867 (consolidated with Dkt No. 42857) 
• Consumers Water, Inc., Docket No. 43076 
• Laguna Vista, LTD. and Laguna Tres, Inc., Docket No. 44046 
• Quadvest, L.P., Docket No. 44809 
• Monarch Utilities I, L.P., Docket No. 45570 
• Corix Utilities (Texas), Inc., Docket No. 45418 
• Double Diamond Properties Construction Co. dba Rock Creek, Docket No. 46247 
• Liberty Utilities Corp., Docket No. 46256 
• Double Diamond Utility Company, Inc., Docket No. 46245 
• Wolfe Air Park Civic Club, Inc., Docket No. 46923 
• Liberty Utilities, LLC, Docket No. 47976 
• W. E. Vlasek, Docket No. 48640 
• City of Austin, Docket No. 49189 
• Corix Utilities (Texas), Inc, Docket No. 49923 
• Ratepayers' Appeal of Bear Creek Special Utility District's Rates, Docket No. 49351 
• Monarch Utilities I, L.P., Docket No. 50944 
• Corix Utilities (Texas), Inc., Docket 50557 
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WEIGHTED AVERAGE COST OF CAPITAL 

Component Weighted 
% of Total Cost Ava. Cost 

Long-term Debt 50.70% 4.19% 2.12% 
Common Equity 49.30% 8.90% 4.39% 

100.00% 6.51% 
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BAROMETER GROUP AND EARNINGS GROWTH 

Market Cap.1 
Company (Millions) 

American States Water Company $2,800 
American Water Works Company $26,800 
California Water Service Group $2,800 
Essential Utilities $11,000 
Middlesex Water $1,400 
SJW Group $1,800 
York Water $625 

Earnings Growth LTD/Capital 1 2 S&P Rating 3 
VL1 Zacks4 Yahoo!Finance 

47.2% A+ 6.50% N/A 5.20% 
59.1% A 8.50% 8.10% 8.60% 
45.9% A+ 6.50% N/A 11.70% 
54.0% A 10.00% 6.20% 6.40% 
44.0% A 4.50% N/A 2.70% 
58.4% A- 13.00% N/A 7.00% 
46.3% A- 6.50% N/A 4.90% 

Averages $ 6 , 746 50 . 7 % A 7 . 93 % 7 . 15 % 6 . 64 % 

~ Value Line /nvestment Report Water Utility (April 9,2021). 
2 Most recent capital structure from Va/ue Line /nvestment Report Water Utility (April 9,2021). 
3 Issuer Credit Rating from S&P G/oba/ Ratings, retrieved on June 17,2021, from S&P G/oba/ Market /nte#igence (VlAAAM.sn|.com). 
4 Zacks /nvestment Research, retrieved on June 17,2021, from www. zacks. com/stock/quote/ 
5Yahoo!Finance, retrieved on June 17,2021 from finance.yahoo.com/quote 

UI
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Average 
5.85% 
8.40% 
9.10% 
7.53% 
3.60% 

10.00% 
5.70% 

7.24% 
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AVERAGE STOCK PRICE 

Ticker 12-week 12 11 10 9 8 7 6 5 4 3 2 1 
Symbol Company Average 14 - Jun - 21 7 - Jun - 21 31 - May - 21 24 - May - 21 17 - May - 21 10 - May - 21 3 - May - 21 26 - Apr - 21 19 - Apr - 21 12 - Apr - 21 5 - Apr - 21 29 - Mar - 21 
AWR American States Water Company $79.39 $82.43 $82.45 $78.91 $79.37 $78.64 $78.14 $79.16 $78.85 $82.03 $80.37 $76.77 $75.57 

AWK American Water Works Company $155.37 $158.47 $160.36 $156.43 $155.02 $155.12 $152.23 $152.17 $155.37 $158.73 $159.49 $151.08 $150.00 

CWT California Water Service Group $57.84 $58.25 $58.83 $56.66 $56.84 $56.45 $56.64 $57.60 $58.52 $60.94 $60.07 $57.27 $55.99 

WTRG Essential Utilities $46.90 $48.07 $48.86 $47.35 $47.80 $47.03 $46.12 $46.38 $46.87 $47.70 $46.98 $45.20 $44.47 

MSEX Middlesex Water $82.67 $86.31 $86.90 $85.79 $85.96 $80.52 $79.45 $80.39 $81.73 $84.07 $82.64 $79.44 $78.86 

SJW SJW Group $64.71 $65.90 $65.60 $63.51 $64.45 $64.18 $62.93 $63.37 $65.20 $67.98 $67.46 $63.63 $62.27 

YORW York Water $50.37 $51.41 $52.47 $50.75 $50.33 $49.19 $48.59 $49.01 $51.64 $51.58 $51.97 $48.57 $48.91 

~Stock Prices are adjusted by Yahoo Finance to reflect the effects of the date when the next dividend is expected to be paid. 
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FORECASTED DIVIDENDS 

Ticker Growth Ratel Next Four Quarters Total Stock Price Dividend 
Symbol Company ( Attach . ES - 4 ) Next 3rd 4th 1 st Proj . Dl ( Attach . ES - 5 ) Yield 
AWR American States Water Company 5 . 85 % $ 0 . 3350 $ 0 . 3546 $ 0 . 3546 $ 0 . 3546 $ 1 . 40 $ 79 . 39 1 . 76 % 
AWK American Water Works Company 8 . 40 % $ 0 . 5962 $ 0 . 5962 $ 0 . 5962 $ 0 . 5962 $ 2 . 38 $ 155 . 37 1 . 53 % 
CWT California Water Service Group 9 . 10 % $ 0 . 2300 $ 0 . 2300 $ 0 . 2300 $ 0 . 2300 $ 0 . 92 $ 57 . 84 1 . 59 % 

WTGR Essential Utilities 7 . 53 % $ 0 . 2507 $ 0 . 2696 $ 0 . 2696 $ 0 . 2696 $ 1 . 06 $ 46 . 90 2 . 26 % 
MSEX Middlesex Water 3.60% $0.2725 $0.2725 $0.2823 $0.2925 $1.12 $82.67 1.35% 
SJW SJW Group 10.00% $0.3400 $0.3400 $0.3400 $0.3400 $1.36 $64.71 2.10% 

YORW York Water 5 . 70 % $ 0 . 1874 $ 0 . 1874 $ 0 . 1981 $ 0 . 1981 $ 0 . 77 $ 50 . 37 1 . 53 % 

~ The growth rate is applied to the quarterly dividend during the period when dividends have historically increased. 
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DISCOUNTED CASH FLOW 
Single-Stage 

Ticker Stock Price Divl Dividend Yield Div. Growth DCF 
Symbol Company (Attch. ES-5) (Attch. ES-6) (Attch. ES-6) (Attch. ES-4) ROE 
AWR American States Water Company $79.39 $1.40 1.76% 5.85% 7.61% 
AWK American Water Works Company $155.37 $2.38 1.53% 8.40% 9.93% 
CWT California Water Service Group $57.84 $0.92 1.59% 9.10% 10.69% 

WTRG Essential Utilities $46.90 $1.06 2.26% 7.53% 9.79% 
MSEX Middlesex Water $82.67 $1.12 1.35% 3.60% 4.95% 
SJW SJW Group $64.71 $1.36 2.10% 10.00% 12.10% 

YORW York Water $50.37 $0.77 1.53% 5.70% 7.23% 
Minimum 4 . 95 % 

~ Quartile 7 42 % 
Average 8.90% 

~ Quartile 10 . 31 % 
Maximum 12 . 10 % 
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Minimum ROE 6.08% 
1st Quartile 6.56% 
Average ROE 6.83% 
y Quartile 7 . 15 % 
Maximum ROE 755 % 

MULTI-STAGE DISCOUNTED CASH FLOW 
AWR AWK CWT WTRG MSEX SJW YORW 

Stock Price $ 79 . 39 $ 155 . 37 $ 57 . 84 $ 46 . 90 $ 82 . 67 $ 64 . 71 $ 50 . 37 
Divl $ 1 . 40 $ 2 . 38 $ 0 . 92 $ 1 . 06 $ 1 . 12 $ 1 . 36 $ 0 . 77 

5 - Yr G rowth 5 . 85 % 8 . 40 % 9 . 10 % 7 . 53 % 3 . 60 % 10 . 00 % 5 . 70 % 
L - t G rowth 5 . 14 % 5 . 14 % 5 . 14 % 5 . 14 % 5 . 14 % 5 . 14 % 5 . 14 % 

Cost of Equity 6 . 77 % 6 . 67 % 6 . 80 % 7 . 51 % 6 . 08 % 7 . 55 % 6 . 46 % 

Cash Flows 
2021 -$ 79 . 39 -$ 155 . 37 -$ 57 . 84 -$ 46 . 90 -$ 82 . 67 -$ 64 . 71 -$ 50 . 37 
2022 $ 1 . 40 $ 2 . 38 $ 0 . 92 $ 1 . 06 $ 1 . 12 $ 1 . 36 $ 0 . 77 
2023 $ 1 . 48 $ 2 . 59 $ 1 . 00 $ 1 . 14 $ 1 . 16 $ 1 . 50 $ 0 . 81 
2024 $ 1 . 57 $ 2 . 80 $ 1 . 10 $ 1 . 23 $ 1 . 20 $ 1 . 65 $ 0 . 86 
2025 $ 1 . 66 $ 3 . 04 $ 1 . 19 $ 1 . 32 $ 1 . 25 $ 1 . 81 $ 0 . 91 
2026 $ 1 . 76 $ 3 . 29 $ 1 . 30 $ 1 . 42 $ 1 . 29 $ 1 . 99 $ 0 . 96 
2027 $ 1 . 85 $ 3 . 46 $ 1 . 37 $ 1 . 49 $ 1 . 36 $ 2 . 09 $ 1 . 01 
2028 $ 1 . 94 $ 3 . 64 $ 1 . 44 $ 1 . 57 $ 1 . 43 $ 2 . 20 $ 1 . 06 
2029 $ 2 . 04 $ 3 . 83 $ 1 . 51 $ 1 . 65 $ 1 . 50 $ 2 . 31 $ 1 . 12 
2030 $ 2 . 15 $ 4 . 02 $ 1 . 59 $ 1 . 73 $ 1 . 58 $ 2 . 43 $ 1 . 18 
2031 $ 2 . 26 $ 4 . 23 $ 1 . 67 $ 1 . 82 $ 1 . 66 $ 2 . 56 $ 1 . 24 
2032 $ 2 . 37 $ 4 . 45 $ 1 . 76 $ 1 . 91 $ 1 . 74 $ 2 . 69 $ 1 . 30 
2033 $ 2 . 49 $ 4 . 68 $ 1 . 85 $ 2 . 01 $ 1 . 83 $ 2 . 83 $ 1 . 37 
2034 $ 2 . 62 $ 4 . 92 $ 1 . 95 $ 2 . 12 $ 1 . 93 $ 2 . 97 $ 1 . 44 
2035 $ 2 . 76 $ 5 . 17 $ 2 . 05 $ 2 . 22 $ 2 . 02 $ 3 . 13 $ 1 . 51 
2036 $ 2 . 90 $ 5 . 43 $ 2 . 15 $ 2 . 34 $ 2 . 13 $ 3 . 29 $ 1 . 59 
2037 $ 3 . 05 $ 5 . 71 $ 2 . 26 $ 2 . 46 $ 2 . 24 $ 3 . 46 $ 1 . 67 
2038 $ 3 . 20 $ 6 . 01 $ 2 . 38 $ 2 . 58 $ 2 . 35 $ 3 . 63 $ 1 . 76 
2039 $ 3 . 37 $ 6 . 32 $ 2 . 50 $ 2 . 72 $ 2 . 47 $ 3 . 82 $ 1 . 85 
2040 $ 3 . 54 $ 6 . 64 $ 2 . 63 $ 2 . 86 $ 2 . 60 $ 4 . 02 $ 1 . 94 
2041 $ 3 . 72 $ 6 . 98 $ 2 . 76 $ 3 . 00 $ 2 . 74 $ 4 . 22 $ 2 . 04 
........ 

........ 

........ 

[ Hidden Rows] 
........ 

........ 

2167 $ 2 , 054 . 56 $ 3 , 852 . 76 $ 1 , 525 . 07 $ 1 , 657 . 52 $ 1 , 509 . 30 $ 2 , 329 . 77 $ 1 , 125 . 99 
2168 $ 2 , 160 . 13 $ 4 , 050 . 72 $ 1 , 603 . 43 $ 1 , 742 . 69 $ 1 , 586 . 85 $ 2 , 449 . 47 $ 1 , 183 . 85 
2169 $2,271.12 $4,258.85 $1,685.82 $1,832.23 $1,668.38 $2,575.33 $1,244.68 
2170 $ 2 , 387 . 81 $ 4 , 477 . 67 $ 1 , 772 . 43 $ 1 , 926 . 37 $ 1 , 754 . 11 $ 2 , 707 . 65 $ 1 , 308 . 63 
2171 $ 2 , 510 . 50 $ 4 , 707 . 74 $ 1 , 863 . 50 $ 2 , 025 . 35 $ 1 , 844 . 24 $ 2 , 846 . 78 $ 1 , 375 . 87 
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CONVENTIONAL RISK PREMIUM ANALYSIS 
OF WATER UTILITIES' AUTHORIZED RATES OF RETURN ON EQUITY 

AND CONCURRENT BOND YIELDS 

Year Allowed ROE 
2020 9.04% 
2019 9.63% 
2018 9.43% 
2017 9.56% 
2016 9.71% 
2015 9.76% 
2014 9.59% 
2013 9.73% 
2012 9.90% 
2011 10.04% 
2010 10.18% 
2009 10.18% 
2008 10.24% 
2007 10.07% 

Averages 9 . 79 % 

Ava Baa Bond 
1 Yield Risk Premium 

3.39% 5.65% 
4.19% 5.44% 
4.67% 4.76% 
4.68% 4.88% 
4.68% 5.03% 
5.03% 4.73% 
4.80% 4.79% 
4.98% 4.75% 
4.86% 5.04% 
5.57% 4.47% 
5.96% 4.22% 
7.06% 3.12% 
7.23% 3.01% 
6.33% 3.74% 
5.25% 4.55% 

~SNL Financial LC (https:Uplatform. mi.spglobal.com/web/client?auth=inherit#industry/statisticsAndGraphs), available at www.snl.com. 

~Mergent Bond Record , June 2021 , p . 16 , and earlier editions . 
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OF WATER UTILITIES' AUTHORIZED RATES OF RETURN ON EQUITY 

AND CONCURRENT BOND YIELDS 

Risk Premium Analysis 
6% 

.-1 - 1 
aty152x + 0.083 

5% Pe-
R = IJ'-9 

. 
4% -. 

3% ),) 
2% 

1% 

0% 
0% 1% 2% 3% 4% 5% 6% 7% 8% 

Baa Bond Yield 

Computation of ROE 
Average seasoned Baa bond yield, Jan 2021 - May 2021 3.48% 
Average bond yield over study period - 5.25% 

Change in bond yield -1.77% 
Risk premium/interest rate relationship x -0.7152 

Adjustment to average risk premium 1.26% 
Average risk premium over study period + 4.55% 

Adjusted risk premium 5.81% 
Avg seasoned Baa bond yield + 3.48% 

Implied cost of equity : 9 . 29 % 
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RETURN ON EQUITY 

Summary 

Single-stage DCF 
Range Average 

4.95%-12.1% 8.90% 
Multi-stage DCF 

Range Average 
6.08%-7.55% 6.83% 

Combined DCF 
Range Average 

4.95%-12.1% 7.87% 

Risk Premium 
Range Point Estimate 

N/A 9.29% 

Final Estimate 

Range 4.95%-12.1% 
Point 8.90% 



Baa Public Utility Bond Yield Averages 

4.62% 
4.58% 
4.62% 
4.51% 
4.50% 
4.32% 
4.36% 
4.23% 
4.24% 
4.26% 
4.16% 
4.14% 4.38% 

, 4.18% 
4.42% 
4.52% 
4.58% 
4.71% 
4.71% 
4.67% 
4.64% 
4.74% 
4.91% 
5.03% 

. 4.92% 4.67% 

/4.9196 
4.76% 
4.65% 
4.55% 
4.47% 
4.31% 
4.13% 
3.63% 
3.71% 
3 72°/o 

2017 5.06% 
5.02% 
5.13% 
5.11% 
4.97% 
4.91% 
4.85% 
4.88% 
4.81% 
4.54% 
4.42% 
4.56% 4.86% 

2018 A , 4.66% 
4.74% 
4.72% 
4.49% 
4.65% 
5.08% 
5.21% 
5.28% 
5.31% 
5.17% 1 
5.24% 

a 5.25% 4.98% 

3.76% 
3.73% A 4.19% 

201911 / 5.09% 
5.01% 
5.00% 
4.85% 
4.69% 
4.73% 
4.66% 
4.65% 
4.79% 
4.67% 
4.75% 1 
4.70% 4.80% 

3.60% 
3.42% 
3.96% 
3.82% 
3.63% 
3.44% 
3.09% 
3.06% 
3.17% 
3.27% 
3.17% 
3.05% 3.39% 

3.18% 
3.37% 
3.72% 
3.57% 
3.58% 

2021 

3.48% 

4.39% 
4.44% 
4.51% 
4.51% 
4.91% 
5.13% 
5.22% 
5.23% 
5.42% 
5.47% 1 
5.57% 
5.55% 5.03% 

5.49% 
5.28% 
5.12% 
4.75% 
4.60% 
4.47% 
4.16% 
4.20% 
4.27% 
4.34% 
4.64% 
4.79% 4.68% 

Source: Mergent Bond Record 



FRED Graph Observations 
Federal Reserve Economic Data 
Link: https://fred.stlouisfed.org 
Help: https://fred.stlouisfed.org/help-faq 
Economic Research Division 
Federal Reserve Bank of St. Louis 
Retrieved July 7, 2021 

Percent Change from Preceding 
A191 RL1Q225SBEP Period, Annual, Seasonally Adjusted 

Annual Rate 

Frequency: Annual 
observation_date GDP Growth Rate (%) 

1951-01-01 5.50% 
1952-01-01 5.48% 
1953-01-01 0.65% 
1954-01-01 2.80% 
1955-01-01 6.63% 
1956-01-01 2.03% 
1957-01-01 0.40% 
1958-01-01 3.00% 
1959-01-01 4.65% 
1960-01-01 1.05% 
1961-01-01 6.43% 
1962-01-01 4.33% 
1963-01-01 5.18% 
1964-01-01 5.18% 
1965-01-01 8.45% 
1966-01-01 4.55% 
1967-01-01 2.65% 
1968-01-01 5.00% 
1969-01-01 2.10% 
1970-01-01 -0.13% 
1971-01-01 4.43% 
1972-01-01 6.93% 
1973-01-01 4.10% 
1974-01-01 -1.90% 
1975-01-01 2.65% 
1976-01-01 4.35% 
1977-01-01 5.05% 
1978-01-01 6.83% 
1979-01-01 1.28% 
1980-01-01 0.13% 
1981-01-01 1.45% 
1982-01-01 -1.40% 
1983-01-01 7.90% 
1984-01-01 5.60% 
1985-01-01 4.18% 
1986-01-01 2.93% 
1987-01-01 4.48% 
1988-01-01 3.83% 
1989-01-01 2.75% 
1990-01-01 0.65% 
1991-01-01 1.18% 
1992-01-01 4.38% 
1993-01-01 2.63% 
1994-01-01 4.13% 
1995-01-01 2.20% 
1996-01-01 4.40% 
1997-01-01 4.50% 
1998-01-01 4.90% 
1999-01-01 4.80% 
2000-01-01 3.00% 
2001-01-01 0.18% 
2002-01-01 2.08% 
2003-01-01 4.35% 
2004-01-01 3.30% 
2005-01-01 3.15% 
2006-01-01 2.60% 

Inflation Expectations 
Federal Reserve Monetary Policy Report 
February 19, 2021 
Link: https://www.federalreserve.gov/monetarypolicy/files/20200612_mprfullreport.pdf 
Part 3, Summary of Economic Projections 
Table 1. 

PCE (Personal Consumption Expenditures) Infk 2.0% 



2007-01-01 1.98% 
2008-01-01 -2.68% 
2009-01-01 0.25% 
2010-01-01 2.55% 
2011-01-01 1.63% 
2012-01-01 1.48% 
2013-01-01 2.63% 
2014-01-01 2.93% 
2015-01-01 5.15% 
2016-01-01 2.08% 
2017-01-01 2.70% 
2018-01-01 2.48% 
2019-01-01 2.35% 
2020-01-01 0.33% 

Average 3.14% 
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1 I. INTRODUCTION OF WITNESS 

2 Q. Please state your name and business address. 

3 A. Ms. Emily Sears, Public Utility Commission of Texas, 1701 N. Congress Avenue, Austin, 

4 Texas 78711-3326. 
5 

6 Q. By whom are you currently employed and in what capacity? 

7 A. I have been employed by the Public Utility Commission of Texas (Commission) since 

8 January 1, 2015. I am a Financial Analyst in the Rate Regulation Division. 
9 

10 Q. What are your principal responsibilities at the Commission? 

11 A. My principal responsibilities at the Commission include reviewing tariff and rate change 

12 applications and appeals. I am also responsible for preparing testimony and exhibits for 

13 contested case matters involving investor-owned, non-profit, and governmental water and 

14 sewer retail public utilities and wholesale matters as well as participating in settlement 

15 negotiations. 
16 

17 Q. Please state your educational background and professional experience. 

18 A. I have provided a summary of my educational background and professional experience in 

19 Attachment ES-1 to my direct testimony. 
20 

21 Q. Have you previously testified before this Commission or the State Office of 

22 Administrative Hearings (SOAH)? 

23 A. Yes. I have also testified before the Pennsylvania Public Utility Commission. Attachment 

24 ES-2 provides a summary of the cases in which I have testified or submitted testimony. 

Direct Testimony of Emily Sears July 16, 2021 
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1 II. PURPOSE AND SCOPE OF TESTIMONY 

2 Q. What is the purpose of your testimony in this proceeding? 

3 A. The purpose of my testimony is to present a recommendation on the overall rate of return 

4 (ROR) for Northtown Acres Water Supply (Northtown Acres). More specifically, I address 

5 the issues of Northtown Acres' capital structure, cost of debt, cost of equity, and overall rate 

6 of return. 
7 

8 Q. What is the scope of your review? 

9 A. I reviewed Northtown Acres' amended application including its direct testimony, and its 

10 responses to requests for information (RFI). 
11 

12 Q. What issues identified in the Commission's Preliminary Order for this docket, adopted 

13 on January 21, 2020, will you address? 
14 
15 A. 13. What is the appropriate debt-to-equity capital structure of the utility? 
16 
17 14. What is the appropriate weighted cost of capital (also called the overall rate of 
18 return), including return on equity and cost of debt for the utility, consistent with 16 
19 TAC § 24.41(c)(1)? 
20 
21 19. Does the utility have any debt? If so, what is the cost of that debt? 
22 

23 Q. If you do not address an issue or position in your testimony, should that be interpreted 

24 as you agreeing with or supporting Northtown Acres' position on that issue? 

25 A. No. 
26 

27 Q. What standards did you apply in addressing the reasonableness of Northtown Acres' 

28 requested return? 

29 A. I applied the following standards: 

30 • 16 Texas Administrative Code (TAC) § 24.31(c)(1), which states: 

Direct Testimony of Emily Sears July 16, 2021 



SOAH Docket No. 473-20-1674.WS 
PUC Docket No. 48819 Page 5 

1 The Commission shall allow each utility a reasonable opportunity to 
2 earn a reasonable rate of return... and shall fix the rate of return in 
3 accordance with the following principles. The return should be 
4 reasonably sufficient to assure confidence in the financial soundness of 
5 the utility and should be adequate, under efficient and economical 
6 management, to maintain and support its credit and enable it to raise the 
7 money necessary for the proper discharge of its public duties. 

8 • Two decisions of the U. S. Supreme Court: 

9 (1) Bluefield Water Works & Improvement Co. v. Public Service 
10 Commission of West Virginia (13luejielclj~ and 

11 Oj Federal Power Commission ¥. Hope Natural Gas Co. Ulope).2 

12 

13 III. RATE OF RETURN 

14 Q. Please define the term "rate of return." 

15 A. Rate of return generally is the amount of revenue an investment generates (in the form of 

16 operating income) expressed as a percentage of the amount of capital invested, over a given 

17 period of time. The overall rate of return is one of the components of the revenue 

18 requirement formula. 
19 

20 Q. What is the revenue requirement formula? 

21 A. The revenue requirement formula for the utility method of ratemaking, which is typically 

22 used in base rate cases for investor-owned utilities, is as follows: 

23 RR=E+D+T+(RBx ROR) 

24 Where: 

25 RR = Revenue Requirement 

26 E = Operating Expense 

1 Bluefield Water Works & Imp . Co . v . Pub . Serv . Comm ' n of W . Va ., 161 U . S . 619 , 683 ( 1923 ). 

2 Fed . Power Comm ' nv . Hope Nat . Gas Co ., 310 U . S . 591 , 604 ( 1944 ). 
Direct Testimony of Emily Sears July 16, 2021 
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1 D = Depreciation Expense 

2 T = Taxes 

3 RB == Rate Base 

4 ROR = Overall Rate of Return 

5 In the above formula the overall rate of return is expressed as a percentage. The calculation 

6 of the overall rate of return is independent of the determination of the appropriate rate base 

7 value for ratemaking purposes. As such, the appropriate total dollar return (RB x ROR) is 

8 dependent upon the proper computation of the overall rate of return and the proper valuation 

9 of the utility's rate base. 
10 

11 Q. What constitutes a fair and reasonable overall rate of return? 

12 A. A fair and reasonable overall rate of return is one that will allow the utility the opportunity 

13 to recover those costs prudently incurred by all classes of capital used to finance the rate base 

14 during the prospective period in which its rates will be in effect. 

15 Bluefiekf andHopezl set forth the principles that are generally accepted by regulators 

16 throughout the country as the appropriate criteria for measuring a fair rate of return: 

17 1) A utility is entitled to a return similar to that being earned by other 
18 enterprises with corresponding risks and uncertainties, but not as high as 
19 those earned by highly profitable or speculative ventures; 
20 2) A utility is entitled to a return level reasonably sufficient to assure 
21 financial soundness; 
22 3) A utility is entitled to a return sufficient to maintain and support its credit 
23 and raise necessary capital. 

24 What is considered a fair return can change (increase or decrease) along with economic 

25 conditions and capital markets. 

26 
3 Bluefield Water Works , 262 U . S . at 683 . 

4 Hope Nat . Gas Co ., 320 U . S . at 604 . 
Direct Testimony of Emily Sears July 16, 2021 
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1 Q. In establishing a utility's rates, how is the overall rate of return calculated? 

2 A. The overall rate of return in this rate proceeding is calculated using the weighted average 

3 cost of capital method. To calculate the weighted average cost of capital, the utility's capital 

4 structure must first be determined by calculating, as a percentage of total capital, each 

5 capitalization component that has financed the rate base. The capital components consist of 

6 long-term debt and common equity. Next, the effective cost rate of each capital structure 

7 component must be determined. The cost rate of debt is typically fixed and can be computed 

8 accurately. The cost rate of common equity is not fixed and is more difficult to measure. 

9 Next, each capital structure component percentage is multiplied by its corresponding 

10 effective cost rate to determine the weighted capital component cost rate. Lastly, the sum 

11 of the weighted cost rates produces the overall rate of return. This overall rate of return is 

12 multiplied by the rate base to determine the dollar amount that is the return portion of the 

13 utility' s revenue requirement. 
14 

15 IV. COMPANY POSITION 

16 Q. Please summarize Northtown Acres' requested overall rate of return in this case. 

17 A. Based on the amended rate application, Northtown Acres requested the following overall 

18 rate of return: 5 

Tvpe of Capital Ratios Cost Rate Weighted Cost Rate 

Long-Term Debt 40.00 % 5.04 % 2.016% 

Common Equity 60.00 % 11.71% 7.026 % 

Total 100.00 % 9.04% 

5 Amendment to Application at Schedule III-1 (Dec. 16, 2020). 
Direct Testimony of Emily Sears July 16, 2021 
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1 V. 

2 Q. 
3 A. 

STAFF RECOMMENDATION 

Please summarize your recommendation in this case. 

I recommend the following overall rate of return for Northtown Acres:6 

Tvpe of Capital Ratios Cost Rate Weighted Cost Rate 

Long-Term Debt 50.70 % 4.19 % 2.12 % 

Common Equity 49.30 % 8.90 % 4.39 % 

Total 100.00 % 6.51 % 

4 VI. BAROMETER (PROXY) GROUP 

5 Q. What is a barometer group, as used in base rate cases? 

6 A. A barometer group, also called a proxy group, is a group of companies that serves as a 

7 benchmark for determining the subject utility's rate of return in a base rate case. 
8 

9 Q. What are the reasons for using a barometer group? 

10 A. Many public utility companies are not publicly traded, and therefore, lack specific market 

11 data. A barometer group provides that industry-specific market data and allows for a more 

12 accurate estimation ofthe true cost of equity. Furthermore, the water utilities in a barometer 

13 group share common characteristics with regulated water utilities and are well suited for 

14 comparison to utility companies. This comparative method is a standard approach in utility 

15 rate cases. 
16 

17 Q. Are there additional reasons for using a barometer group? 

18 A. Yes. A barometer group is typically utilized because the use of data exclusively from one 

19 company may be less reliable than the use of data from a group of companies. The lower 

6 Attachment ES-3. 
Direct Testimony of Emily Sears July 16, 2021 
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1 reliability occurs because the data for one company may be subject to events that can cause 

2 short-term anomalies in the marketplace' s perception of that company. The rate of return 

3 on common equity for a single company could become distorted in these particular 

4 circumstances and would therefore not be representative of similarly situated companies. 

5 The use of a barometer group has the effect of smoothing out potential anomalies associated 

6 with a single company. 

7 Using a barometer group cost of equity as a benchmark also satisfies the long-

8 established guideline of utility regulation that seeks to provide the subj ect utility with the 

9 opportunity to earn a return equal to that of similar risk enterprises. 
10 

11 Q. What criteria did you use in selecting your barometer group companies? 

12 A. As I have done in this proceeding, I generally use the following criteria when selecting a 

13 barometer group: 1) 50% or more of the company' s revenues must be generated from the 

14 water utility industry; 2) the company's stock must be publicly traded; 3) investment 

15 information for the company must be available from more than one source; and 4) the 

16 company must not be currently involved or targeted in an announced merger or acquisition. 
17 

18 Q. Did Northtown Acres use a barometer group in its analysis? 

19 A. No. 
20 

21 Q. What barometer group did you use in your analysis? 

22 A. My barometer group includes American States Water Company, American Water Works, 

23 California Water Service Group, Essential Utilities, Middlesex Water, SJW Group, and York 

24 Water. 

Direct Testimony of Emily Sears July 16, 2021 
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1 VII. CAPITAL STRUCTURE 

2 Q. What does a utility's capital structure represent in a rate case? 

3 A. Capital structure represents the financing oflong-term assets (rate base). The primary forms 

4 of financing employed by public utilities include debt and common equity. 
5 

6 Q. What is Northtown Acres' requested capital structure? 

7 A. Northtown Acres is requesting a hypothetical capital structure of 40% debt and 60% equity, 

8 as its actual capital structure is 100% equity. 7 
9 

10 Q. What is the basis for Northtown Acres' requested hypothetical capital structure of 40% 

11 debt and 60% equity? 

12 A. Ms. Richardson states, "The requested regulatory capital structure of 40% debt is requested 

13 solely to comply with the rate filing package requirement that seems to state that debt may 

14 not be less than 40% of the capital structure."8 
15 

16 Q. What is your recommendation regarding Northtown Acres' capital structure? 

17 A. I recommend using a hypothetical capital structure based on the barometer group of 50.70% 

18 debt and 49.30% equity.9 
19 

20 Q. What is the basis for your recommendation? 

21 A. I recommend using a hypothetical capital structure because Northtown Acres' capital 

22 structure of 100% equity is out of line with the capital structures of the companies in the 

23 barometer group. While regulatory agencies often use a company' s actual capital structure, 

24 it is common industry practice that if the actual capital structure is far out of line with the 

7 Direct Testimony of Sheroll Richardsonat 13-14 (May 17,2021) (Richardson Direct). 

8 Id at 14. 
9 Attachment ES-4. 

Direct Testimony of Emily Sears July 16, 2021 
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1 industry average, regulators will consider atypical - i.e., average - industry capital structure. 

2 In this case, Northtown Acres' capital structure is clearly atypical of current capital structures 

3 among water utility distribution systems, which have a capital structures of approximately 

4 50% debt and 50% equity. The capital structure Northtown Acres proposed would not result 

5 in a reasonable ROR in comparison to other water utility distribution systems, which is 

6 neither fair nor reasonable for ratemaking. Therefore, I have used the capital structure as 

7 measured and supported by the barometer group. 

8 

9 VIII. COST RATE OF LONG-TERM DEBT 

10 Q. What is Northtown Acres' claimed cost rate of long-term debt? 

11 A. Northtown Acres claimed a hypothetical cost of debt of 5.04% based on the industry cost of 

12 debt recommended by Staff and approved by the Commission in recent water utility cases. 10 
13 

14 Q. What is your recommendation regarding Northtown Acres' cost rate of long-term 

15 debt? 

16 A. Irecommend usingahypothetical cost ofdebt of 4.19%. 
17 

18 Q. What is the basis for your recommendation? 

19 A. My recommendation is based on the Mergent Bond Record's data for public utility bond debt 

20 costs issued for the year ending December 2019.11 This data reflects the interest rates for 

21 public utilities that issued bonds during Northtown Acres' test year, which ended December 

22 31, 2019. While this might not be exactly what Northtown Acres could obtain debt for, it 

23 is the most reasonable approximation of the cost of debt for a public utility during the test 

24 year. While other utilities may have had higher debt costs approved by the Commission, 

10 Richardson Direct at 14. 

11 Attachment ES-11. 
Direct Testimony of Emily Sears July 16, 2021 
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1 those utilities would have included debt costs for years in which debt costs would have been 

2 higher than current debt cost rates. My recommendation is based solely on what debt could 

3 have been issued at during Northtown Acre' s test year, as they did not incur debt in prior 

4 years. 

5 

6 IX. EQUITY ANALYSIS 

7 Q. What is your recommendation for the appropriate cost of common equity in this 

8 proceeding? 

9 A. Based upon my analysis, I recommend a cost of common equity of 8.90%. 
10 

11 Q. What is the basis for your recommendation? 

12 A. I arrived at this return on equity (ROE) primarily on the basis of the results of my single-

13 stage Discounted Cash Flow (DCF) method. I also used a multistage DCF and a Risk 

14 Premium method as comparisons to my DCF results. I further discuss each ofthese methods 

15 below. 

16 

17 A. DISCOUNTED CASH FLOW 

18 Q. What is the theoretical basis for the DCF method? 

19 A. The theoretical basis for the DCF method is the "dividend discount model" of financial 

20 theory, which maintains that the value (price) of any security or commodity is the discounted 

21 present value of all future cash flows. The DCF model assumes that investors evaluate 

22 stocks in the classical economic framework, which maintains that the value of a financial 

23 asset is determined by its earning power, or its ability to generate future cash flows. The 

24 constant-growth DCF model recognizes that the return to the stockholder consists of two 

25 parts: dividend yield and growth. Therefore, equity investors expect to receive a portion 

Direct Testimony of Emily Sears July 16, 2021 
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1 of their total required return in the form of current dividends and the remainder through price 

2 appreciation. 
3 

4 Q. Please explain your single-stage DCF analysis. 

5 A. My analysis employs the standard discrete DCF model as expressed in the following formula: 

6 k == Di/Po + g 

7 Where: 

8 k == Cost of equity 

9 Dl = Dividend expected during the year 

10 Po == Current price of the stock 

11 g == Expected growth rate of dividends 

12 When a forecast of Di is not available, it is appropriate to make an adjustment to Do (the 

13 current dividend) to account for changes in the dividend paid in period 1. In this case, I 

14 have used a forecast of Di by adjusting Do by the growth rate in the quarter the dividend has 

15 been historically increased. 12 
16 

17 Q. Are there variations of the DCF model? 

18 A. Yes. For conditions in which significantly different growth rates are expected over different 

19 periods of time, analysts often employ a multistage version of the DCF model instead of the 

20 single-stage, constant growth version. For example, the expected near-term growth of a 

21 given company may be significantly higher or lower than the expected sustainable growth 

22 rate. In these situations, it is appropriate to apply a multistage DCF model that incorporates 

23 the various growth rates expected over time. 

24 Under the multistage DCF, in order to incorporate two or more growth-rate periods, 

12 Attachment ES-6. 
Direct Testimony of Emily Sears July 16, 2021 
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1 the equation for the single-stage DCF is simply expanded, with the assumption that a 

2 permanent constant growth rate can be estimated for some point in the future: 

3 Do(1+gi) Di(1+g2) D<n-1)(1+gn) 
Po = 

(1 + k)1 (1 + k)2 (1 + k)n 

4 where the variables are the same as in the equation in the previous question-and-answer, but 

5 there are more subscripts to indicate the different time periods to which the variables apply-

6 e.g., gi represents the growth rate for the first period, D2, represents the dividend rate for the 

7 second period, g2 represents the growth rate for the second period, and so on. The "n" 

8 subscript represents the number of periods to be included (up to infinity). 
9 

10 Q. What versions of the DCF model did you use in your analysis? 

11 A. I used both a single-stage version and a multistage version ofthe DCF model. In the single-

12 stage version, the stock' s dividend growth is based on analysts' estimates of the utility' s 

13 earnings growth over the next five years. In the multistage version of the DCF model, I 

14 used a three-stage growth approach. The first stage spans the next five years and uses the 

15 same growth estimates employed in the single-stage version. The second stage, which 

16 covers years six through ten, is based on an average of the growth rate used in years one 

17 through five and the proj ected long-term growth in Gross Domestic Product (GDP) of 5.14%, 

18 discussed in more detail below. The third, and final, stage covers years 11 through 150, and 

19 is based upon the GDP growth rate of 5.14%. 
20 

21 Q. Why did you use two versions of the DCF model? 

22 A. I used two versions ofthe DCF model because each model is reasonable in its own right and, 

23 therefore, is likely to be used by investors. I included the multistage growth model because 

24 the utility cannot outgrow the economy over the long-term. My intent, by considering both 

Direct Testimony of Emily Sears July 16, 2021 
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1 approaches and blending the two, was to more closely approximate the long-term 

2 expectations of investors on average. 
3 

4 Q. What prices did you use for your DCF analyses? 

5 A. As shown on Attachment ES-5, I used stock prices that are an average of weekly prices over 

6 a recent 12-week period, specifically March 29, 2021 through June 14, 2021. I consider the 

7 12-week period long enough to smooth out stock market fluctuations and accurately reflect 

8 long-term expectations, but short enough to reflect the most current information on the 

9 market' s perceptions of risk, earnings growth, and dividend growth. 
10 

11 Q. What estimates for the growth expectations of investors did you use in your DCF 

12 analyses? 

13 A. I used data from Value Line, Zacks, and Yahoo ! Finance for the earnings growth rates in the 

14 single-stage DCF model and the first stage and second stage of the multistage DCF model. 

15 For the second stage, in part, and the entire third stage of the multistage DCF model, I used 

16 an expected long-run nominal growth rate of 5.14%, consisting ofthe 3.14% per year average 

17 real growth-rate of GDP for the period 1951 through 2020 as calculated from data reported 

18 by the U. S. Bureau of Economic Analysis,13 and the 2.00% rate of inflation forecast by the 

19 Board of Governors of the Federal Reserve System in its most recent estimate. 14 This is 

20 widely disseminated information that is generally considered credible by investors. 

13 U.S. Bureau of Economic Analysis, Real Gross Domestic Product [A191RL1Q225SBEA], retrieved from 
FRED, Federal Reserve Bank of St. Louis; https:Ufred.stlouisfed.org/series/A191RL1Q225SBEA, July 7, 2021. 

14 Monetary Policy Report submitted to Congress on February 19, 2021, pursuant to section 2B of the Federal 
Reserve Act. 
Direct Testimony of Emily Sears July 16, 2021 
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1 Q. What are the results of your DCF analyses? 

2 A. Attachments ES-7 and ES-8 to my testimony include the results and supporting calculation 

3 detail from the single-stage and multistage DCF models, respectively. The average of the 

4 barometer group's estimated cost of equity using the single-stage DCF yields a cost of equity 

5 of 8.90%. An average ofthe barometer group's results when employing the multistage DCF 

6 yields a cost-of-equity estimate of 6.83%. 
7 

8 B. CONVENTIONAL RISK-PREMIUM ESTIMATE 

9 Q. What is the theoretical basis for the Risk-Premium Method? 

10 A. The Risk-Premium method is based on the concept that common stocks are riskier than debt 

11 and, as a result, investors require a higher expected return on stocks than bonds. 
12 

13 Q. Please describe the "conventional" risk-premium approach that you used in your 

14 estimate of cost of equity in this case. 

15 A. I refer to the risk-premium approach I use as the "conventional" risk premium to distinguish 

16 it from the concept of risk premiums in general. The conventional risk premium is a risk 

17 premium that estimates the cost of equity for Northtown Acres by comparing the costs of 

18 equity authorized for water utilities across the United States to the yields of public utility 

19 bonds rated Baa by Moody' s Investors Service. The timeframe I have used for this purpose 

20 is 2007 through 2020. 
21 

22 Q. How did you use the relationship between the authorized costs of equity and the bond 

23 yields to quantify the cost of equity for Northtown Acres? 

24 A. I quantified the relationship by subtracting the bond yields from the authorized costs of 

25 equity. The difference represents the premium required by an investor to make the riskier 

26 investment in equity. 

Direct Testimony of Emily Sears July 16, 2021 
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1 Q. Did you test the data for correlation? 

2 A. Yes. I performed a regression analysis to analyze the relationship between the risk premium 

3 and the bond yields in the corresponding period. The regression analysis showed, with high 

4 confidence, that there is a trend in the relationship. It is an inverse trend, in which the risk 

5 premiums increase as bond yields decrease. On average, during the 2007 through 2020 time 

6 period, risk premiums increased 0.7152% for every 1.00% that bond yields decreased. 
7 

8 Q. What are the results of your risk-premium analysis? 

9 A. As shown on page 2 of Attachment ES-9, the conventional risk-premium analysis implied a 

10 cost of equity of 9.29%. 
11 

12 Q. Do you directly rely on your risk premium results? 

13 A. No, my risk premium result is not directly included in my results. This is due to several 

14 factors. Primarily, the authorized ROEs in the regulated community do not fall as quickly 

15 as interest rates do. Due to this lag, the authorized ROEs do not reflect current market 

16 conditions. Also, the publication of water utility authorized ROEs is not always available. 

17 As such I do not have the 2021 authorized ROE's, and therefore, my analysis is not current. 

18 I do use it as a comparison for my DCF results. 

Direct Testimony of Emily Sears July 16, 2021 
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1 X. SIZE ADJUSTMENT 

2 Q. What comments does Sheroll Richardson make with respect to risk of Northtown 

3 Acres? 

4 A. Ms. Richardson believes there is risk for Northtown Acres as a small utility with regards to 

5 its business. and that there is regulatory risk in providing service to its customers, and more 

6 specifically, regulatory lag. 15 
7 

8 Q. What comments do you have regarding Northtown Acres risk? 

9 A. First, a size adjustment would go against recent Commission precedent. In Docket No. 

10 46245, the Commission rejected the utility' s requested ROE, which included a small size 

11 ri sk premium.16 

12 Second, although the scale of operations for water utilities can vary, the basic nature 

13 of a water utility' s business does not change with respect to scale. A water utility' s core 

14 business is to provide water to its customers, regardless of size. Therefore, it must construct 

15 and maintain its distribution system, provide administrative functions, treat the water, etc. 

16 This business model remains essentially the same for water utility companies of any size, 

17 along with the fact that water utilities operate as monopolies with a captive customer base in 

18 the areasthey serve. 

19 Third, water utilities are regulated, and a utility's earnings are set by the ratemaking 

20 process. This is true regardless of the utility' s size. The utilities are also subject to other, 

21 general regulatory oversight. 

22 Fourth, Northtown Acres is not unique with respect to the regulatory lag that it faces, 

15 Richardson Direct at 13-14. 

16 Application of Double Diamond Utility Co., Inc, for a Rate/Tartff Change, Docket No. 46145, Order on 
Rehearing at Finding of Fact No. 114 (Dec. 12, 2019). 
Direct Testimony of Emily Sears July 16, 2021 
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1 nor the fact that utilities need to incur debt prior to including it in their rates for recovery. 

2 These risks are already reflected in the market RORs for the barometer group. 

3 Finally, there are articles examining the size premium in the utility industry 

4 specifically. Wallace Davidson states: 

5 [Olur results suggest that neither large nor small utilities merit a premium 
6 because of their size. The implications of our findings for regulatory 
7 officials for regulatory accounting standard-setters are straightforward: we 
8 find no evidence among the electric utility industry...to suggest that a 
9 utility' s cost of capital or its allowable ARR should be adjusted to reflect 

10 firm size. 17 

11 In research also specific to public utilities, Professor Annie Wong states: 

12 [G]iven firm size, utility stocks are consistently less risky than industrial 
13 stocks. Second, industrial betas tend to decrease with firm size, but utility 
14 betas do not. These findings may be attributed to the fact that all public 
15 utilities operate in an environment with regional monopolistic power and 
16 regulated financial structure. As a result, the business and financial risks 
17 are very similar among the utilities regardless of their size. Therefore, 
18 utility betas would not necessarily be related to firm size. 

19 She then concludes: 

20 The object of this study is to examine if the size effect exists in the utility 
21 industry. After controlling for equity values, there is some weak evidence 
22 that firm size is a missing factor from the CAPM for industrial but not utility 
23 stocks. This implies that although the size phenomenon has been strongly 
24 documented for industrials, findings suggest that there is no need to adjust 
25 for the firm size in utility regulation. 18 

26 For all of these reasons, I recommend that my recommended ROR be adopted as it reflects 

17 Wallace Davidson III, Kenneth Ferris, and William Reichenstein, A Note on the Relationship Between 
Firm Size and Return in the Electric Utilitv Industrv, Journal ofAccounting Auditing and Finance Vol. 8, Issue 3 
(Summer 1993). 

18 Annie Wong, Utilitv Stocks and the Size Effect: An Empirical Analvsis, Journal ofthe Midwest Finance 
Association 98 (1993). 
Direct Testimony of Emily Sears July 16, 2021 
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1 the risks put forth by Ms. Richardson. 

2 

3 XI. SUMMARY 

4 Q. What is your recommended ROE? 

5 A. I recommend an ROE of 8.90%. As previously stated in my testimony, I arrived atthis ROE 

6 primarily on the basis of the results of my single-stage DCF method. I used the results from 

7 my multi-stage DCF and risk premium analyses as points of comparison to my single-stage 

8 DCF results. If I had given equal weight to the average result of all three analyses, the result 

9 would have been an average ROE of 8.34%.19 If I had given equal wight to the combined 

10 DCF results and the result of the Risk Premium method, my recommended ROE would have 

11 been 8.58%.20 These results show that my recommended ROE of 8.90% ROE is reasonable. 
12 

13 Q. What is your recommended overall rate of return? 

14 A. I recommend an overall rate of return, to be applied to rate base, of 6.51%. 
15 

16 Q. Does this conclude your direct testimony? 

17 A. Yes. I reserve the right to supplement this testimony during the course of the proceeding if 

18 new evidence becomes available. 

19 ((8.90% (single-stage DCF) + 6.83% (multi-stage DCF) + 9.29% (risk premium method))/3 = 8.34%. 

20 (((8.90% (single-stage DCF) + 6.83% (multi-stage DCF))/2) + 9.38% (risk premium method))/2 = 8.58%. 
Direct Testimony of Emily Sears July 16, 2021 
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202000 KNO® 4(n020 ' percent 24• 
3,r. 43.9 45.4 

Sl:& .=r 
'35 121 121 shares 

HW*1 2dif 25;r 25* traded 8 1 yr. -3.0 50.1 -

Syr. 88.1 100.8 2005 I 2006 2007 2005~-2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 -0¥ALUELIVENB. LLC 24-26 7.03 7.8B 8.75 9.21 9.74 10.71 11.12 
1,32 1.45 1.65 1.69 1.70 2,11 2.13 
.66 .67 .81 .78 .81 1.11 1.12 .45 ·46 .48| .50 .51 .52 .55 

2,12 1.§6 1.45 2.23 2.09 2.12 2,13 
?.86 8.32 8.77 8.97 9.70 10.13 10.84 
0.60 , 34.10 34.46 54.60 37.06 3726 37.70 
21,9 27.7 24.6' 22.6 21.2 15.7 16.4 
1.17 1.50 1.27 1.36 1.41 100; .97 

3.1% 2.5% 2.5% 2.9% 2.9% 3.0% 32% 

12.12 12.19 12.17 12.56 11.92 12.01 11.88 
2.48 2,66 2.67 2.81 2.70 2.96 2.84 
1.41 1.61 1.57 1.61 1.62 1.88 1.72 

64 .76 .83 i .87 .91 .99 1.06 
1.77 2.52 1.89 2.39 3.6$ 3.08 3.44 1 

11.80 12.72 1324 12.77 13.52 14.45 15.19 
38.53 38.72 38.29 36.50 36.57 3i68 36.76 14.3 17.2 J io.1 24.6 25.6 J 25.7 34.0 

.91 97 1.06 124 1.34 1.29 1.84 
3.1% 2.796 2.6% 22% 22% 20% 1.8% 

12.86 1324 1155 1175 Revenues per sh 
3.26 3.34 150 3.65 "Cash Flow" per sh 
2.28 - 2.33 2.40 2.55 Earnings per sh A 
1.16 128 1.40 _ 1.52 Div'd Decl'd mr Ih B. 
4.12 354 4.05 4.00 CapISpendlngper 0 

16.33 17.39 18.95 20.00 Book Value per *h D 
36.55 36.89 37.25 3730 Commoriliiini*4* 
34.4 34.3 #o,d .•v... IiAnn™5[.do 
1.83 1.78 #~. L# Relative P/E Ratio 

1.5% 1.6% "~~ Avg Ann'I Div'd Yield CAPITAL STRUCTURE as of 12/31/20 419.3 466.9 472.1 465. 
Total Debt $575.O mill. Due ln 5 Yrs $136.Omill. 420 54.1 62.7 61. LT Debt $574.6 mill. LT Interest $225 mtll. 41.7% 39.9% 36.3% 38.45 (47% ot Cap'1) 2.0% 25% .. 
Le-s, Uncapltallzed: Annual rentals $2.6 mill. 45.4% 42.2% , 39.8% 39.19 Pension Asseb-12/19 $213.1 mil. 54.6% 57.8% 60.2% 60.99 Obllg. $272.8 mill. 1*.i 787.0 818.4 832.I Pfd Stock None 896.5 917.8 981.5 1003.I 
Common Stock 36,898.213 st,s. 7.1% 8.3% 8.9% 8.6, 
as ot 2/19/20 10.3% 11.9% 12.7% 12.M 

10.3%_ 11.9% 12.7% r 12.09 MARKET CAP: $2.8 billion (Mid Cap) 53% 6.6% 6.8% ' 5.7$ 
CURRENT POSmON 201B 2019 12/31/20 49% 45% 47% 539 MMLL) -

28% 
8 458.6 436.1 440.6 436.8 473.9 488.2 505' 515 Revenues Omill) 645 
1 GO.5 59.7 69.4 63.9 84.3 86.4 _ 90.0 _85.0 Net Profit *nil, 115 
638.4% 36.8% 36.0% 22.0% 22.6% 24.6% 210% 2•.0% tne#,ne-¥6x Role 23* 

.- .- .- 2.5% .- 1.0% f.O% AFUDC % to Net Prom 1.0% 6 41.1% 39.4% 38,0% 40.5% 44.4% 47.2% 45,0% 45.5% LoirTm Debl Ratio 53.5% 
6 _ 58,9% j 60.6% 62.0% 59.5% 55-6% 52.8% 55.0% 54.5% Common Equity Ratio 46.53 
G 791 , 5 I 815 . 3 854 . 9 938 . 4 1082 . 5 1216 - 2 1280 1380 TOW Capital ($ mill ) 1620 5 10608 1150.9 1205.0 1296.3 1415.7 1512.0 1600 f 700 Net Plant ($,ll) 1925 6 - 9.0% 8.6% 9.3% 7.9% 8.9% 8.0% 8.0% 8.0% Return on Total Cap'I 83% 6 13.0% 12.1% 13.1% 11.4% 14.0% 13.5% 13.0% 125% Retumon Shr. Equity 13.0% 
o 13.0% 12.1% 13.1% 11.4% 14.0% l 13.5% 110% L 125% .Return on Com Equlw 13.0% 
6 6.0% 6.9% 6.1% 6.0% 5.0% Retained to Com Eq 4.5% 
6 54% Z 2 2 1 ~51% | 55% 58% | 60% All Div'ds to Net Prof 66% 

Cash Assets 7.1 1.3 
Ami Receivable 23.4 20.9 Other 101.0 100.3 
Current Assels -15T3 -1225 
Accts Payable 59.5 55.6 Debt Due 40.3 5.3 
Other 46.8 551 

36.7 BUSINESS: American States Water Co. operates as a holding 
29.2 company. Through its principal subsidiary, Golden State Water Co., 
91.2 it supplies water to 261,976 customers in 10 Calilomia counties 

157.1 | Service areas include the metropolitan areas of Ios Angeles and 
63~ Orange Counties. The company also provide5 electricity to 24,545 
54 4 customers in Big Bear Lake and San Bemardino Cnty. Provides 

water & wastewater seni¢es to U.S. mimtary bases Ihrough its 
ASUS subsidiary. Sold Chaparml City Wlr. ot AZ. (6/11). Employs 
841. BtackRock, Inc. owns 15.9% 01 out. shares: Vanguard, 11.9*. 
off. & dir, 10% {4/20 Proxy). Chairman: Lbyd Ross. Pres. & CEO· 
Aoben Sprowls. Inc: CA* Address: 630 East Foothil Blvd., San 
Dim., CA 91773. Tel: 909-394.3600. Internet· www aswater.com. Cur,ent Uab. 123 1TE:3 118.6 

ANNUAL RATES Past Past Est'd '18-'20 
of change (per sh) 10 Yrs. 5 Yrs. to '24-'26 
Revenues 2.5% .5% 5.0% 
'Cash low" 5.5% 3.0% 70% 
Eamirr·5 9.0% S.5% 6.5% 
Dividetds 8.5% 7.5% 95% 
Book V,Iue 5.5% 5.0% 5.5% 
Cal. OUARTERLYREVENUES($miIL) i Fu~ 

endar Mar.31 Jun. 30 Sep. 30 Dec. 31I Year 
2018 94,7 106.9 124.2 111.0 i 436.8 

i 2019 101.7 124.7 134.5 113.0 473.3 
2020 109.1 1213 133.6 124.2 488.2 
2021 115 125 145 120 505 
2022 118 127 148 122 ' 515 
Cal· EARNINGS PER SHARE A Full endar 1 Mar.31 Jun. 30 Sep. 30 Dec. 31 Year 

2018 .29 .44 .62 .37 1.72 
2019 , .35 .72 .76 .45 228 
2020 38 .69 .72 .54 2,33 
2021 . 45 . 67 . 75 . 53 2 . 40 

_2022 .48 .72 .78 .57 2.M. 
c.k QUARTERLY DIVIDENDS PAID B• Full 

endar Mar.31 Jw,AO Sep,30 PeGJL.30*r 
2017 242 242 .255 255 .99 
2018 .255 .255 .275 .275 1.06 
2019 .275 .275 .305 .305 1.16 
2020 ,305 .305 .335 .335 128 

~ 2021 .335 

Shares of American States Water have 
not performed well lately. Over the 
past three-month period, the price of the 
stock has declined about 2%. By com-
parison, the S&P 500 Index has increased 
7%, a difference of nearly 900 basis points, 
Meanwhile, a m*jor rate case is pend-
ing. California is a state where water util-
ities file a petition to raise prices once 
every three years. Last summer, the Gold-
en States Water Company (GSWC) sub-
mitted the papers for rate hikes that 
would cover the years 2022 to 2024. The 
final decision on the case is not expected 
until late this year, at the earliest. Our 
earnings assumptions are based upon a 
reasonable ruling, as relations with the 
regulators has been mostly positive. An 
unexpectedly harsh decision would have a 
negative impact on the bottom line. 
Earnings should advance at a decent 
clip both this year and next, The com-
pany's year-over-year share net will likely 
only increase 3% in 2021. (Utilities often 
see earnings growth slow in the year be-
fore new rates are determined.) In 2022, 
with the assistance of higher rates, we are 
estimating that earnings per share will 

climb 6%. 
Dividend growth prospects seem to be 
somewhat brighter. At the company's 
August board meeting, we think the distri-bution per share will be raised $0.03, a 9% 
increase. This is near the very high end of 
the range for water utilities. 
The company's nonregulated opera-
tions offer some potential upside. 
Through its ASUS business, the company 
operates water systems at U.S. Army in-
stallations. ASUS has been reasonably 
successful in winning its share of the many contracts the military has put out 
for bid. With more privatizations of these 
facilities planned, this segment could pro-vide higher-margined revenues. That's be-cause returns here are not capped, so there isn't a limit on profitability. 
These neutrally ranked shares do not 
have appeal, at this time. Despite lag-ging the market, AWR is only ranked to 
perform in line with the major indexes in 
the year ahead. Moreover, over the pull to 2024-2026, total return potential is well. 
below the Value Line median, as the equi-
ty is already in its Target Price Range. 
James A. Flood April 9,2021 

(A) Primary earnings. Excludes nonrecumng F (B) Dividends historically paid in ea,iy March,-1-Rjiin millions, adjusted for sphl. 1 Company'* FInancial Strength gains/®sses): '05,13¢, '06, 3¢;'08, (14¢); '10, ' June, September, and December. •Div'd rein- ' (D) Includes Intangibles. As o' 12/31/20; $1.1 1 Stoci['s P,Ice Stability (23¢); '11,10¢.Next earnings report due mid. ~ vestment plan available. million/$0.03 a share. I Price Growth Persistence May J Earnlngs p,edlctablll~ 
0 2021 Vakle l.ne Inc. Alf riohts rase/ed. Factuat matefial is oblaned frcm sources believed lo be reiable and is pfovided without warranties ot am kind THE PUBLISHER IS NOT RESPdNSIEILE FOR ANY ERRORS OR OMISSIONS HEREIN. This publicabon is slnclly toi subscnbef'S 0*n, J,aie,miuse kopwi To subsc,bbe call '·800-VALUEUNE d it may be repfock,ced: resold, stofed of Uanslnmed h any p,Ned. el,c#of,ic or 0(hei form. N uned fo, gel»ratng of mafkelng •Inr Pmted o¢ elecmnic Bkkaton, service or pfod,cl 
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-200 
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THIS VL AAmr 

W Sell 371 337 344 traded 
5 yr. 139.3 108.8 

STOCK IIDEX 
'yr. 16.5 50.1 -HW«*I 151102 150689 148917 7 ~[Ilkll'11111111111 ] 2005 2006E 'OOE. 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 Z020 2021 2032 OVALUELNEPUB.UC !+26 

-· 13 . 08 | 13 . 84 14 . 61 13 . 98 15 . 49 15 . 18 16 . 25 16 . 28 16 . 78 17 . 72 18 . 54 18 . 81 19 . 04 9 . 97 20 . 83 I 22 . 10 2130 Revenues per sh 25m --: .65 d.47 2.87 2.89 3,56 3.73 4.27 4.36 4.75 5.13 526 5.14 6.5 6.65 724 7.70 8.25 "Cash Flow- per sh 9.70 d . 97 d2 . 14 1 , 10 1 . 25 1 . 53 1 . 72 2 , 11 2 . 06 239 2 . 64 2 . 62 2 . 38 3 . 15 3 . 43 3 . 91 41 4 . 60 Earnings per , h A 5 . 50 - - . 40 82 86 . 90 . 1 . 21 . 84 1 . 21 1 . 33 1 . 47 1 . 62 1 . 78 I . 96 2 . 15 2 . 35 2 . 55 Divkl Decl ' d per Bh 4 110 
4.31 I 4.74 6.31 4.50 -- 4.38 - 527 5.25 - 530 -333 " 6.51 7.36 8.04 - 8.78 9.15 10.05 12.80 1200 Ca#'I Siie4hg ;Uih -- 1115-

23.% 28.39 25.64 2291 23.59 24.11 25.11 26.52 27.39 2825 29.24 30.13 32.42 33.83 35.58 37.45 39.40 Book Valueper:h D 50.00 
- 160.00 160.00 160.00 174.63 175.00 17536 16.99 I 178.25 179.46 1782, 178.10 17844 180.68 180.81 181.30 1#1.50 '--lli~Q-~- 5h,Outsrg © 1*W---, --· 18.9 i '5.6 14.6' 16.8 16.719. 20.0 20,5 #7.7 33.8 ' 27.3 32.9 35.3 eowi.e.. Avg *n'IM Rfo 215 -·· -- 1 . 14 | 104 93 1 . 05 1 . 06 112 1 . 05 1 . 03 1 . 45 1 . 70 1 . 47 1 . 75 I . 83 h = Un , Relative PiE Ratio 1 , 30 - L - 1.9% i 4.2% 3.8% 3.1% 3.4% 2.0% 2.5% 2.5% 2.0% 2.0% 2.1% 1.7% 1.6% Avg Ann'I Div'el Yield 24% CAPIT#L STRUCTURE at of 12/31/20 

Total Debt $10691 md. Due ln 5 Yr: $2500 mil 
1 LTDebt $9329 mil. LT Interest $354 mil. 

(59% ol Cap'I) 

Loaws, Uncapltalized: Annual renlals $14 0 mill. 
Pension Assets12/19 $1747.0 mil 

Oblfg. $2161.0 mill. 
l Md Stock $4.0 mill. Pfd Dlv'd S.3 mill I 

Common Stock 181.439,255 shares 
as ol 2/19/21 

MARKET CAP: $26,8 billion (La. gp)-
CURRENT POSITION 2018 2019 12/31/20 ($1(ll) 
Cash Assels 158 91 576 Accts Receivable 301 294 321 Other 322 900 1009 
Current Assets 781 -TIE -TUOE 
Accts Payable 175 203 189 Debf Due 1035 814 1611 Other 884 1028 1081 
Currenl Uab. -16§3 -35E 2881 

' ANNUAL RATES Past Past Est'd '18-'20 
of chmge(per sh) 10Yn. 5 Yrs. 10 '24226 
Revenues 3.0% 3.5% 4.5% " Cash ciow " 8 . 0 % 7 . 0 % 65 % Earnings 10 . 5 % 8 . 0 % 85 % Dlviderds 11.0% 11.5% 85% 
Book Value 3.5% 4.5% 50% 

Cal· QUARTERLY REVENUES($ mill) Full endar Mar.31 Jun. 30 Sop. 30 Dec. 31 Year 
2018 761 853 976 850 3440 
2019 813 882 1013 902 I 3610 
2020 844 931 1079 923 I sm 2021 880 995 1140 995 4010 
2022 935 1055 1200 1050 _ 4240 
Cal EARNINGS PER SHAAE A Full _endar Mar.31 Jun. 30 Sep. 30 Dec. 31 Year 

201* .59 .91 - -1.03 62 3.15 
2019 i .62 .94 133 .54 3.43 
2020 .68 .97 1.46 .80 3.91 2021 . n 1 . 05 1 . 60 . 87 4 . 25 2022 _.80 1,15 1.70 .95 1 4.GO 
c.k QUARTERLYDMDENDSPAID B• Full endar Mar.31 JI~* Seg.30 D.c.31 Year 
2017 375 .415 ,415 .415 1.62 
2018 .415 .455 .455 .455 1.78 
2019 A55 .50 .50 50 ! 1.96 
2020 .50 .55 55 .55 2.15 
2021 .55 

26662 2876.9 2901.9 3011.3 3159.0 3302.0 3357.0 3440.0 
304.9 374.3 369.3 429.8 476.0 468.0 4260 567.0 ' 39.5% 40.7% ' 39.1% 39.4% 39.1% 392% 53.3% 28.2% 

.- 6.2% 5.1% .· -- --
55.7% 53.9% 52.4% 52.4% 53.7% 52.4% ' 54.7% 56.3% 
44.2% 46.1% 47.6% 47.4% 462% 47.5% 45.3% 43.6% 
9580.3 9635.5 9940.7 10364 10911 10967 11875 13433 
11021 11739 12391 12900 13933 14992 16246 17409 
4.8% 5.4% 5.1% 5.5% 5.7% 5.6% 4.9% 5.4% 
72% 8.4% 7.8% 8.7% g.4% 9.0% 7.9% 9.7% 
7.2% 8.4% 7.8% 8.7% 9.43 i 9-0% 7,9% 97% 3.5% 3.6% 4.7% 1 4.3% b 4.7% 4.0% 2.5% 4.2% 
52% 57% 40% | 50% 50% 56% 68% 56% 

BUSINESS: American Water Wo,ks Company. Inc. is the largest 
investor·owned water and wastewater utility in the U.S., prob,ding 
services to approximately 15 milion people ,n 46 states Nonregu-weed business assists municipaitjes and mi:tary bases with the 
maintenance and upkeep as well. Regulated operations made up 
86% of 2020 revenues. New Jersey is its largest market accounting 
American Water Works completed an-other very successful year in 2020. Due in part to a strong fourth quarter, the water utility managed to post an im-pressive 14% share-earnings increase over 
2019. One of the most attractive qualities 
about this industry i8 that the demand for water is relatively inelastic. Hence, the pandemic has had no real impact on the company. 
The earnings picture remains bright. 
American Water has an aggressive acqui· 
sition policy (more below), This, plus solid 
cost controls, an expanding rate base, and the stable need for water, should ensure 
solid yearly earnings per share increases 
for the foreseeable future. We think the company's share net will rise 8% both this 
year and in 2022. Through 2024 to 2026, 
we estimate growth here should be in the 
7%-10% range, a much higher rate than the typical utility, 
The company ought to continue to fol-lowing what has been a successful 
strategy. Manaqement has been acquiring 
small, independent water districts for 
many years. Indeed, in 2020,23 such pur-
chases were made. Domestically, there are 

3610 . 0 3777 . 0 4010 4240 Revenues ($ mill ) 4900 el.0 709.0 m 8* Net Profit (Smill, 10¢5 25.5% 23.3% 23.5% 23.5% Incorne Tax Rate 24.0% 5.1% 4.0% 5.0% 5.0% AFUDC % to Net Profit £0% 58.5% 59.1% 59.5% Gl.5% long-Term Debt Rallo 61.0% 41.4% 409% W.5% 39.5% Colnmo•, E,ul,y 11,!Io 39.0% 
14760 15787 16800 19000 Total Capital ($,nlll) 20000 
18232 19710 21150 22650 Net Plant ($,nlll) 24500 5.4% 5.7% &0% 5.5% Return on Total Ca,1 - 6.0% 10.1% 11.0% 11.5% 11.5% Retum on Shr. Equity f 1.0% to.1% 11.0% 11.5% 11.5% Rmum on Com Equity - 11.0% 4.4% 5.0% ' 10% 5.0% Remined to Com Eq 43% 57% ~ 55% 55% 55% AN Djv'ds to Nel Prol 56% 

for 24.5% 01 regulated mvenues; Pennsylvania, 22.5%; Missouri, 
10.6%. Has 6.800 employees. The Vanguard Grp, owns 11.7% ol 
outstanding shares; BlackRodc, Inc., 8.1%: officers & directors, Iess than 1.0%. (3/21 Proxy). President & CEO: Susan N. Story. Chair-man: George MacKenzie. Address- 1 Water Street, Camden, NJ 
08102 Tel.: 856·346-8200. Internet: wvvw.amwater.com. 
literally thousands of these undersized water entities that are run by local municipalities, Often they are inefficient and undercapitalized. American Water can merge these operations into its existing business and attain significant economies of scale. As a result, the utilitfs margins should continue to widen annually as long as this policy is in place. 
Capital expenditures are large, but manageable. Like others in the group, the company is spending heavily to up-grade its pipelines and other assets. Also, most of the acquisitions require invest-ment to ensure that they are in com-pliance with federal mandates. Over the past 10 years, capital outlays have totaled $28 billion. Out to mid-decade, annual out-lays may average $2.2 billion to $2.5 bib 
lion. The balance sheet will likely handle this without deteriorating much. 
These shares are timely. Since our Jan-uary report, the equity has underper-formed the market indexes by about 750 basis points. Thus, the premium investors usually have to pay for this industry standout has declined to some degree. 
James A. Flood April 9,2021 

(A) Dikfted earnings. Excludes nonrecur. I ings report due mid-May. I 1231~20: $1.559 billion, $8.59/share. Company's FInancial Strength B++ bsses: 08, $4.62, '09, $2.63: '11, $0.07. Disc. ~I (B) Dividends paid in March, June, September, ~ (E) Pro forma numbers for '06 & '07. Stock's Price Stability 85 open '06, ($O.04); '11, $0.03: '12, ($0.10): land December. • Div reinvestment available. 1 Price Growth Pmlstence 80 '13,($0.01). GAAP used as of 2014. Next eam· ] (C) In milbons. (D) includes intangibles. On Earnings Predictabl;4 85 0 2021 Va»e Une, Inc. Al rights reserved. Factual material 8 obtaned Irorn souices bedieved lo be miable and 6 pfovided withol~t warranties ot any kind. THE PUBLISHER IS NOT RESPMSIBLE FOA ANY ERRORS OR OMISSIONS HEREIN. Thb M®kalion is sridl, for subsciter's own, non·commeicial, internal use, No par TO subscribe call 1 ·800-'iALUE.INE ol it may be iep,oduce* :esold, stored oi 1Amm«ed in any p,ilted. elect* or o0,er form, or used fo, genemt~lg or ma,ketlng any p,klted or eledfonic publicabon, service o~ p,oduct 



CALIFORNIA WATEFI NYSEarr W 56.17 Mno31.4(-:2u, •RAml .w YLD 1.6%811-
Trailing: nA AELATWE 4 Aa DIV'D ' 

TIMEUNESS 1 Rasedyl&21 High:, 19.8 ~ 19.4 i 19.3 23.4 26.4 26.0 36.8 46.2 49.1 57.5 - 57.4 ' 60.5 
Target Price Range L™ I 16.9 16.71 16.8 18.4 20.3 19 5 22.5 32.4 35.3 44.6 39.7 51.8 

SAFETY 3 Lo-mm, = LEGENDS 2024 2025 2026 TECHNICAL 2 Loned 4/9/21 - jiji:90'jj:&49. ~ ~ ~~~~ -120 
Relakve Pnce Strength ' -100 BETA .65 1.00 = Ma,kel} ~ 2*1 sp,I 6/11 ' 80 

Op»'Is' Yes , . 64 18-Month Target Price Range Shadsd area indca/es wfwss,on _ _ 
Low-Hlgh Midpolnt (% to Mid) /- - 0.---- t.,1'a"11.-1)[f.ir.1. ............ . 
$43-$81 $62(1™ ' .,Il,Il'41,1,1,1,1 111'.-

?2 
~Or=:Z-. 1. ..=.. ., 

-24 -1'ell Ann'I Total ' rp"",".'1,1,0'...,",(Illi „,".'..1.,1 6 -20 Price Gain Return ~ *- - - -16 High 65 (+15%) 6% --Low 45 <-20%) -3% - 12 
Institutional Decisions 1 % TOT RETURN 201 -8 

202020 ]Q®20 402020 Percent '8 -to Bu, 1 :yi 111 [. 
SA:k VL~%~.• 

142.7 108.8 

16.6 50.1 -
51.7 454 Z 

2005 2006 2007 2008 2009 2010 2011 '2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 ©VALUELNEPUB.UCJ:4-26 , 8.10 8.88 9.90 10.82 lt.05 12-00 13.34 12.23 12.50 1229 12.70 13.89 14.53 14.72 1S.78 136 1 . 56 186 1 . 93 1 . 93 2 , 07 2 . 32 2 . 21 2 . 47 222 234 3 . 00 3 . 11 3 . 14 3 . 88 67 .75 .95 .98 .91 .86 102 r 1.02 1.19 94 1.01 1.40 1.36 1.31 '.97 58 .59 59 .60 .62 .63 .64 .65 67 .69 .72 .75 .79 ,85 2.14'-1.84 241 ' 266 2.97 2.83 3.04 2.g 2.% - 3.69 ' 4.77-5.40 5.65 5.64 5.93 9 ¢7 9.25 9.72 10.13 10.45 10.76 1 F-28 12.54 - 13.11 13.41 13.75 L 14.44 15.19 16.07 18.30 41.31 41 33 41.45 41.53 ' It.67 41.82 4!.98 47.74 47.81 47,85 47.Wl 48.01 48.07 48.53 50.33 29.2 26.1 19.8 19,7 201 i 21 .3 17.9 20.1 19.7 ' 24.8 29.6 - 26.9 30.3 39.3 24.9 1.58 1.39 119 1.31 129 1.34 1.14 1.13 1.04 125 1.55 1.35 1.64 2.09 129 2.9% 3.0% 3.1% 3.1% 32%6 , 3.4t 3.5% 3.1% 28% 29% 23% 1.996 1.8% 1.5% 1.7% 

' 16.00 15.95 Revenues per el 1&30 
145 155 N]ash Flow" perah 3.73 
l . 90 2 . 00 Earnings per sh A 215 

- 92 . 98 Div ' d Decl ' d Wshe • 1 . 15 
&25 5.0 Capl SpeEngie"'C--KB 

18.35 10.25 Book Value persh c f9.80 n.oo izoo cor.I~im-oa.,~lr-3*0 ' 
eow'..'- Avg A,2T-Pr,Gtio NO ' 

¥#,~1 U. Relative P/E Ratio 1.30 „n./// Avg Ann'I Dlv'd Yield 21% CAPITAL STRUCTURE as of 12/31,20 
Total Debt $1 156.2 mll. Duo in 5 Ym $357 0 m I. 
LT Debt $781.1 mill. Cr Interest $40.0 m•. 
(Total interest coverage: 5.2*) (4616 of Cap 0 

Pension Assets-12/20 $716.8 mill. 
Obllg. $833.9 mil. 

Md Stock None 

Common Stock 50.330000 sl·s 

MARKET CAP: $2.8 billion {Mld Cap) 
CURRENT POSITION 2018 2019 12/31/20 

OMILL) 
Cash Assets 47 . 2 42J 44 . 6 

501.8 560.0 584.1 597.5 588.4 609.4 666.9 698.2 
L 36.1 42.6 47.3 56.7 45.0 _ 48.7 67.2 _ 65.6 

40.5% 37.5% 30.3% 33.0% 36.0% 35.5% 30.11 24.5% 
7.6% 8.0% 4.3% 27% 4.3% 6.1% 3.5% 3.1% , ' 51.7% 47.8% 41.6% ' 40,1% 44,4% 446% 42.796 49.3% 

48.3% _52.2% 58.4% 59.9% 55.6% 55.4% 57.3% 50.7% 
' 931 5 908.2 ,(24.9 1045.9 1154 4 11912 1209.3 1440.2 
| 1381.1 14571 1515.8 1590.4 1701.8 1859.3 2048.0 2232.7 =; 55% 6.3% 6.0%- 6.3% 52% 5.5% 7.1% 5.9% 
I 8.0% 9 eli, 7,9% 9.1% 7.0% 7.4% 9.7% 9.0% _8.0% 9.0% ' 79% _ 9.1% : 7.0% 7.4%_ 9.7% 9.0% 2.3% 3.4%| 3.4% 4.1% 2.0% 2.4% 4,7% 4.0% 

71% 62% | 56% 55% 71% 68% 51% 55% 
BUSINESS: Calilomta M tier Senice Group provides regulated and Other 141.5 142.0 221.4 nonregulated water service to ,92,600 customers in 100 com-Current Assets -TNJ -184.7 -NZ~0 munities in the state of California Accounts ior about 94% oltotal Accts Payable 95.6 108.5 131.7 customers. Also operates in Washington. New Mexico, and Hawaii Debt Due 170.0 197.0 375.1 M ain service areas. San Francsco Bay area. Sacramento Valley, Other 55.6 53.2 819 

Current bab. -3Fi3 -59-7 588.7 Sa•nas Valley. San Joaquin Vaiey & parts of Los Angeles. Ac-

714.6 794.3 815 
63.1 968 97.0 

19,1% 11.1% 21.0% 
58% 31 £0% 

50296 459'K 415% 
49.8% 54.1% 5£5% | 1*T 1702,4 I ' ,&5 ' 
2406.4 2650.6 2675 

5.5% 7.0% £5% 
8.1% 10.5% 10.5% 
8.1% 10.5% 1&5% 
32% 6.0% i5% 
60% 43% 4#% 

quifed Rio Grande Corp; 

830 Revenues ($ mlll ) E 865 
105 Net Profit ($ mill ) 120 

21.0% IncomeTax Rate 21.0%-
5.0% AFUDC % to Net Profit 5.0% 

415% Long-Ter,n Debt Aatia -*3% 
56.5% Cornrnon_§*~Aatio 620% 

1675 Total Capital ($mill) 1700 
2700 Net Plant ($mill) 2850 
7.0% Relum on Total Cap'I 8,0% 

11.0% Return on Shr. Equity 11.5% 
11 . 0 % i Return on Corn Equil , 11 . 5 % 
5.5% IRetained to Com Eq 53% 
49% ~All Div'ds to Net Pif 51% 

West Hawaii Utililies (9/08). Revenue breakdown, '20: residential, 70%: business, 18%; industnal, 4%: 
pubic authorities, 5%: omer 3%. 0#. and dir. own 1t of common 
stock (4/20 proxy). Has 1,184 employees. Pres. and CEO· Marlin 
A. Kropelnicki. Inc.: DE. Addr.: 1720 North First St., San Jose, CA 
951124598. Tel: 408-367·8200. Internet: www calwate,gfoup.com. 

California Water Service Group will probably be a staple in the company's AN-NUAL RATESPast Past Est'd '18-'20 reported solid financial results to long-term growth strategy. ol change (per sh) 10 Yrl 5 Yrs. to '24-'26 wrap up 2020. The West Coast water The company is in the early innings of Revenues 3.5% 4.0% 1.5% 
" Cash Flow " 6 . 0 % 8 . 0 % 2 . 0 % service provider generated revenues of a massive infrastructure improve - Earnings 5.0% 8.0% 6.5% $189 million in the December period, or a ment program. Indeed, management is Dividends 3.0% 4.0% 65% 7% annual increase, thanks largely to rate taking an aggressive approach to upgrad-Book Value 5.0% 5.0% 4.0% hikes associated with the recently ap- ing and revamping its aging water i cat. -' QUARTERLYREVENUES($mul.r Full proved general rate case. Meanwhile, delivery, transportation, and treatment endar Mar.31 Jun.30 Sep.30 Dec.31 Year fourth-quarter share profits of $0.31, facilities. For this year, its capital spend-2018 134.6 174.9 221.3 167.4 698.2 which were also buoyed by benefits from ing budget for infrastructure-related 2019 126.1 179.0 232.6 176.9 714.6 the general rate case decision, specifically projects is approximately $285 million. 2020 125.6 175.5 304.1 189.1 794.3 higher operating income and lower taxes, Over the pull to 2025, the company is like-2021 155 205 255 200 815 logged a healthy 29 % advance compared to ly to invest upwards of $ 700 million . Last - 2022 160 205 260 205 830 the year-earlier tally. ly, California Water has already been Cal- EARNINGS PER SHARE A Full California Water is on a buying spree. given the green light by the California endar Mar.31 Jun.30 Sop,30_ Dec.31 Year The company's subsidiary, Hawaii Water Public Utilities Commission to tap the 2018 d.02 31 .75 32 1.36 Service, announced that it has received ap- debt and equity markets. 2019 d.16 .35 .88 24 1.31 proval to acquire the assets of Kapalua We continue to like this issue for sub-2020 d.42 .11 1.94 .31 1.97 Water and Kapalua Waste Treatment scribers with a short-term investment 2021 . .08 .45 .95 .42 1·90 Company, which will add roughly 1,000 horizon. The stock has been raised one ' 2022 ' .10 .45 1.00 .45 2.N service connections in the area. In addi,· notch on our Timeliness Ranking Scale, to cal. QUARTERLYDIVIDENDS PAIDB. Full tion, a deal has been inked to purchase the 1 (Highest) and, thus is slated to outpace enda, Mar.31-89'30 Se&30 1]eUL. _Year water system assets of Skylanda Mutual the broader market averages over the com-2017 18 .18 .18 .18 72 Water Company. Pending regulatory ap- ing six to 12 months. On the other hand, 2018 .1875 .1875 ,1875 .1875 75 proval, the transaction, which would add buy-and-hold accounts should turn the | 2019 .1975 .1975 .1975 .1975 ·79 almost 19,000 service connection in Cali- page. as total return potential out to 2024-2020 2125 .2125 .2125 .2125 .85 fornia, is expected to be finalized early 2026 is unenticing at recent levels. 2021 .230 , next year . Overall , tuck - in acquisitions Nichotas P . Patrikis April 9 , 2021 

(A) Ba*EPS. Excl. nonrecurring gdn(Ioss) Iavajable. ~ (E) Excludes non-regulated revenues Company'§ Rnanclal Strength'~ B++ '11, 4¢.Next eamings repon due eadv May I (C) ncl inlangible assets, In '20 : $276 mjl,, Stock's Price Stabioty 95 [8) Div,dends histoncaily paid in Iate feb., I $0.55/sh. Price Growth Persistence 70 May, Aug., and Nov. • Div'd reinvestmenl plan ~ (D} n milions, adjusted for split. , Earnings Predictability 65 O 2021 Vahe One, Inc. AN nghts reserved- Factual material m obtained trom sou,ces bebeved lo be relable and is provided without warfantjes of any kind THE PUBLISHER ISNOT RESPONSIBLE FOR ANY ERRORS OROMISSIONS HEREIN, ™$ tubbcaion is s,icllyfof subsc~ber's own, non€ommercial htemal we, Nopari To subs¢ribe call 1.800·VA LUELINE ~ ©f it may be repfoduced. resold. stoted o, Dmammed n any p,k#ed. elec~•c ©¢ *er lolm. o, used Ior generatr,g ©c marketing any pmtod ot elecionic puNcation, ser,ice or pfOduct 



ESSENTIAL lin.. NYSE-WTRG PAEE 44.04 RAm Z # .•, \Median: 23.0/ P/E RATIO 
RECENT AA ea ME a, A trr•ling: 39,A RELATIVE 

54.5 48.9 Target Pri ®.4 41.1 2024 20 

iTIMELINESS 2 Rabad&521 High: | 18.4 19.0 ~ 21.5 28.1282 31.1 35.8 39.6 39.4 47.3 

ice Range Low : _ 13 . 2 15 . it 16 . 8 20 . 6 22 . 4 24 . 4 28 . 0 29 . 4 32 . 1 32 . 7 SAFEIY 3 Loweied i /& 21 LEGENDS 125 12026 - 1.60 x Dividends D Sh TECHNICAL 3 lowemd 4/921 1- bv Inte,ed Ram | 
BETA 95 (1 CO=Market} 1 54.4 ®AW13 S- - - * 1 Opeons: Yes ---/ .60 18-Month Target Price Range 1 S/aded ama -aies,scesskn , ,/ 

-40 Low-Hfgh Midpolnt (% to Mid) F-7 ,;, '.'..,1,9"Il,1"I'.'., - 9 
'J.., U.„ " .,0 $32·$,7 $55 (20%; -,-- ,.. / -25 ---SN:li•,CJEeIA=,~~#*I'i,Au:If...'·~ 

If'1'•,Ipl,m•·•• -20 

L15 Price Gain Return k . 
High 60 (+35% 10% --Pf... - '-- -'-·· •~--- "' ' -,-- *. -*...- -lo ..... low 40 (-104 Nu t -·* - - - - - ---,--%-*. 
Institutional Decisions 

:-4 , 
1, TOT. RETUFI)4 ml -75 

N20 *NON) 402020 Percent 15 · ~ ne VLARml.' 
to Bu, 250 237 264 Shares - ~]ll| · ·,k„~Ir,Ir. k -~-k L- L -6 Ll , - _ 1 yr. -0.0 50.1 P 

1 11 _ 
STOCK NDEX ' 10 lo M 235 227 Z21 

H,e*, 161504 167838 169334 Iraded 5 M~.ill EIFNF _- 3 yr. 31.1 45.4 I 
5 yr. 53.8 108.8 ~ 2005 2006 2007 20082*09 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 ©VALUELIEPUB.LLC 2+26 3.08 323 3,61 3.71 3.93 421 4.10 4.32 432 4.37 461 4.62 4.56 4.71 4.03 5.96 8.00 8.50 Revenues persh &60 .97 *.01 1.10 114 1,29 1.42 1.45 151 1.82 189 1.87 2.07 2,12 190 1.73 221 2.40 265 "Cash Flow" per ah 285 ,57 .56 .57 .58 .52 .72 .83 87 ' 1.16 1.20 1.14 132 1.35 1.08 1,04 1 12 S.65 1.80 Earnings persh A 1.90 ' .32 .36 .38 .41 .44 .471 .50 .54 58 .63 - .69 .74 .79 .85 .91 ,97 1,03 1,10 Dlv'd Decl'd pir *h B. 1,40 

147 1.64 ' 1.43 1.6@ 165 1£9' 1.90 1.98 173 1.B¢'- 2,07 2.16 '2.59 2.78 - 2.49 3.41 4.00 ~ 4[.00 Cap'f*i@Ing per sh ' 3.75 5.04 5.57 5.85 6.26 6.50 681 721 7.90 8.63 9.27 9.78 10.43 11.02 11.28 17.58 19.09 19.70 20.30 Book Value per:h 23.35 
16121 -fEFi- -1*lr 169.21 170.61 172.46 173.60 175.43 177.90 178/ 176.54 177.39 177.71 -i7109 220.76 245.39 ~ NW--SZB to,Gah• 61*Fi-r EAN-31.8 34.7 320 24.9- 23.1 21.1 21.3 21.9 21.2 - 20,8 23,5 23,9 - 24,7 52,6 1 39.1 I 39.6 'aow,i,,... Avgl9*'INE R,No -1XF-~ 1 . 69 1 . 87 1 . 70 1 . 50 t , 54 134 i 134 1 . 39 1 . 19 1 , 09 1 . 18 1 . 25 1 . 24 1 . 76 208 2 . 06 #/ Un , Relative P / E Ratio 1 . 50 1 . 8 % 1 . 1 % 2 . 1 % 2 . 8 % t1 % 3 . 1 % 2 . 8 % 28 % 24 % 2 . 5 % 2 . 6 % 2 . 3 % 2 . 4 % 2 . 4 % 22 % 22 % . in .," Avg Ann ' I Div ' d Yield 28 % CAPITAL STRU ;TURE as of 12/31/20 712.0 757.8 768.6 Total Debt $5671.3 mil. Due in 5 Yri $1032 mill. 144,8 153.1 205.0 LT Debt $5507.7 mill. LT Intemt $185.0 mill. -jiE--39.0% 100% 

(54% of Cap'1) 
-· 1.1% 

Pension Assets·12/20 $426.8 mi# 52.7% 52.7% 48.9% 
Obllg. $486.2 mill. 47.3% 47.3% 51.1% 

Md Stock Nooa J-**D 2929,7 3003.5 Common Stock 245,393,761 shares 
as of 2/15/21 I 3612.9_ 3936.2 4167.3 

6.9% 6.6% 8.0%, 
11.6% 11.0% 13.4% 

MARKET CAP: $11.0 billion (Laip Cap} 11.6% 11.0% 13.4% 
CURRENTPOSmON 2018 2019 12/31/20 46% · 43% 6.7% 

($&11.L) 60% 61% 50% Cash Assets 3.6 18689 4.8 

7799 8142 819 . 9 809 . 5 838 . 1 889 . 7 1462 . 7 2000 2150 Revenues ($ mill ) 
213.9_ 201.8 2342 239.7 192.0 2245 284.8 310 365 Net Pmllt *nllg 

10.5% 6.9% 82% 6.6% - - 6.6% 6.6% 5.0% 6.0% Income Tax Rate 
2.4% 3.1% 3.8% 6.3% 6.8% 7.2% 4.5% 7.0% 7.5% AFUDC % to Net Profit 

48.5% - 50.3% 48.4% 50,6% 54.4% 43.1% - 54.0% 55.0% 55.0% -£8*¥Gn Debl Rallo 51 5% . 49.7% 51.6% 49.4% _456% 56.9% 460% 45.0% 44.0% Common 41114 Ratio 
3216.0 34695 358L7 3965.4 4407.8 68242 3 10192 11000 Um T~i[8*ital (,mill) 
4402.0_4688.9 5001.6 5399.9 5930.3 I 6345,8 9512.9 10175 10800 Net Plant ($mil} 7.8% 6.9% 7.6% 7.1% 5.5% 4.2% 3.7% 3.5% ~ 45%Retumon Tot81 Cap'I 
12.9% 11.7% 12.7% 12.2% 9.6% 5.8% 6.1% G.0% ' 7.0% Return on Shr. Equity 12.9% 11,7% 12.7% 12.2% 9.6% 5.8% 6.1% G.0% i 7.0% Retumon Com Equity 
6.1% 4.7% 5.6% 5.1% 2.1% 9% 1.1% 1,5% [ 1.5% Retalned lo Com Eq 52% 60% 56% 59% 79% 84% L 82% 76% ~ 7#% All Div'ds to Net Prol 

Receivables 101.2 67.1 154.8 BUSINESS: Essential Utilities, Inc. became the new name for Inventory (AvgCst) 15.0 31 1 t~,~ , Aqua Amedca on Feb. 3,2020, to retlect the acquisition oI Peoples, Other 2G.6 
Current Assets 1373 ETF7 -336~ a natural gas ulilily, which occuired in 3/20. In 2020, Aqua Amer 
Accts Payable 77 3 749 177 5 providedwaterandwastewaterservicestoabout 5 million people , n 
Debt Due 160.0 1308 1626 PA, OH TX, IL, NC, AU. IN, VANSWS. Employed 3,180 Acquired 
Other 161.7 113.1 263.8 AquaSou,ce 7/13, North Maine Utibties, 7/15: and others. Water Current Liab. 1§§3 -5Tim 1553 -Starting in the June quarter, Essen-ANNUAL RATES Past Pait Est'd'18='20 tial Utilities' figures ought to be com-ol change {pershl 10 Yrt 5 Yrs. to '2*'26 parable to 2020'8. In mid-March of last Revenues 2.0% 2.0% 10.0% 
" Cash Flow " 4 . 5 % 1 . 0 % 65 % year , Essential became a much different Earnings 5.5% -1.5% 10.0% company (including taking on a new Dividends ~ 1~~ ~~~ | name), when it, made the large acquisition Book Value -: .- i of Peoples Gas for total consideration of Cal. QUARTERLY REVENUES {$ mio.) Full about $5.3 billion. The purchase turned endar Mar.31 Jun.30 Sep.30 Dec.31. Year , the new entity into one that is not totally 2018 194.3 2119 226.2 205.7 838.1 water based. Despite not generating reve-2019 201.T 218.9 243.6 226 1 889.7 nues for almost 85% of the first quarter, 2020 255.6 384.5 348.6 474.0 1462.7 which is usually an important period for a 2021 650 385 430 535 MOO gas entity, Peoples still accounted for 35% 2022 690 415 460 585 2150 - of Essential's revenues last year. 
Cal· EARNINGS PER SHARE A Full The outlook for earnings is positive. endar Mar.31 Jun.30 Sep.30 Dec.31 4 Year The company was able to increase its 2018 .29 .37 .44 d.02 108 share net last year even though it had to 2019 .eg .25 .38 ~ 10~ absorb many merger-related charges. The 2020 .21 29 .22 2021 .63 .30 .30 .42 165 process is mostly completed now. So, aided 

2022 . 67 . 33 . 35 . 45 1 . 80 by cost - containment efforts , we expect 
WTRG to have a very strong share-net cal. OUARTERLYDIVIDENDSPA!"• Full showing in 2021 and 2022. e•.dar Marjl Jw*3# #ep.30 D®c.31 Year The balance sheet is more leveraged. 2017 .1913 .1913 2047 2047 .79 As a result of the merger, Essential's debt 2018 2047 . 2047 . 219 . 219 . 85 load increased significantly . As can be 

2019 219 .219 .2343 .2343 .91 seen in the numbers array, long-term 2020 2343 .2343 .2507 .2507 .97 debt-to-equity rose from 43% to 54% dur-2021 .2507 ing 2020. Capital expenditures are es-

respn. for 65% ol revenues in 2020: residential, 39%: commer:ial, 
10%; industrial, waslewater & other, 26%. Gas 35%. Off. & dir. own 
Iess than 1% ol the common stock; Blackaock, 10.59; Vanguard, 
10-4%; {4/20 proxy). Canadian Pension Plan about 88% Pres. & 
CEO. Christopher Franklin. Inc.: PA Addr.: 762 W Lancaster Ave., 
Bryn Mawr, PA 19010. Tel. 610-525-1400. Int.: www.esunti,] ©o, 
timated to be $1 billion this year, which means that more borrowing will be re-quired. Following 2022, we think the situation will likely stabilize, and Essen-
Ual's finances should remain average for a water utility. 
Essential'm regulatory treatment will probably not be on par with other 
members of the group. Gas and electric 
utilities have historically not had great re-lations with the authorities that determine 
the rates they can charge customers. On 
the other hand, water utilities and the 
authorities have worked well together. 
Part of this is due to water regulators' un-
derstanding that there has been under in- i vestment in the domestic infrastructure 1 
and large amounts of capital spending are 
required to make upgrades, 
These share have moved up a notch in 
rank, to 2 (Above Average), •ince our 
January report. The equity is pegged to 
outperform the market averages in the 
year ahead. Long-term total return poten-
Ual is still unattractive even though ; WTRGhas trailed the S&P 500 Index sig-
nificantly over the past three months. 
James A. Flood April 9, 2021 

(A) Diluted egs. Exd. nonrec. gains· '12,18¢. ~ outstanding n the Dec. period. Next Gaming$ I (C) In millions adjusted for stock splits. 1Company'eilnanclal Strength B+ Excl. gain l,om disc operations: '12,7¢; '13, , report May 5th. (B) Dividends histoncally paid I (mlndudes intangbles· 12/31/20, $2.325 Stock', blceStabllity 90 9¢, '14,11¢.Quarterly EPS donotaddin 19 lin eafly March, June, Sept., & Dec.• D»'d. I bill/$9.47 a share. · Prke Growth Penlstence 70 due to a large change tn the number of shares ~ reinvestment plan available (5% discount}. Earnings Predlctatlty 60 
0 2021 *tlle Une. Inc. Al righls reserved. Factual mate,Ial is obtamd Irom sources bdeved lo be mlabla and is provided witho<* warranties ot an¥ kind ™E PUBLSHEA IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. ™s pubkationis slrict¥10, subscnbers,-, noniommefcia~ wafnal use. Nopari To subsctibe call 1·800-VALUEUNE ol it may be ieploduced, iesold, stoled o, Ifansm¢ted n any prk'ted, electionic of other torm- or used Ior generatmg o, markelng any printed or electroroc publication, smv= « p,0*lcl -



IMIDDLESEX WATER NDQ-MSEX %F 80ji Mm 36,7(T-:m\ RELATM 1,68 uirD-, . 'tledlm: 210/ PIE RATIO ylD 
3 22.5 23 7 28.0 44.5 46.7 60.3 67 7 76 1 RF g TIMELINESS - 1 Raised ll/1* High: [19,3 19.4 9.1 

Ww: I 14.Z- 16.5 7.5 18.6 19.1 212 25.0 32.2 34.0 51.0 48.8 67.i 20i4 2025 '2026 SAFETY 2 ~e• imvti ie,gm r,I- nange LEGENDS i - 1.20 x Dividends p sh . 120 TECHNICAL 4 LO.'ered 4/94 1 <hided tv Interesl Rate 
' 1 

BETA .70 (11)0 =Ma,ket) 2ttr° P# 1 . .- 100 

18-Month Target Price Range -~EeU!MeUEEMBF€- . - - ~ %#1,1'I~ ]~tl~'·~ 1.-High Midpolnt (%to Mid) 48 
$58-$106 $82 [0%) -32 

24 --R~~~M~~~~~R~~~~~~*w4-,v~',r-mr-.*KM,.,,iiI "w,w -/6 1 
r 

High 75 t - 5 % 1 Nil ' ". - - 7 Low 55 00%) -7% 1/ 

Institutional Decisions . 
1 ---- ~~~-# = -' - % TOT. RETURN 2/21 . 8 

i 20"N 'H'20 'Q'O® Percent 12 - ' | : 52 67 shares 69 48 traded 

8.70 Revenues per sh 

- ..d fdr, :n-h Ll[J t„rft, 17-2 50.t -
11~**i 10359 1 D357 10675 -Mmmillmi--till~iji~ - - 'yr. 103.1 45 A 

5 ' f · 168 . 7 2005-'006 .20072008 . 200i--2010 2011 2012 2013 2014 2015 20482172018 2019 2020 2021 2022 ©VALUELNEPUB. UC,4-26 6 . 44 6 . 16 6 . 50 i79 6 . 7S EGO 6 . 50 6 . 98 7 . 19 726 777 8 . 16 8 . 00 8 . 42 112 8 . 0 0 .• 5 9 . 15 1.33 1.33 1.49 1.53 1.40 1.55 1.46 1.56 1.72 1.84 1.97 2.17 2.24 2.89 2.90 3.25 115 12S 'Cash Flow" per sh 3.70 71 .82 .87 .89 .72 .96 .84 .90 1.03 1.13 1.22 1.38 1.38 196 2.01 2.18 22S 2.35 Earnings per sh A 270 -67. _ .68 .69 .70 .71 .72 .73 74 .75 .76 .78 .81 .86 .91 ,98 *.04 1,10 1.15 Dlv'd Decl'd porsh 4 LE 2.18 2.31 1.66 2.12 1.49 1,90 · 1.50 1.36 1.26 1A0 1.59 ' 2.91 3.08 4.40 6.11 6.04 S,50 S,50 Cap'l Speimiiig-Pe, ir----us-826 9.52 10.05 10.03 10.33 11.13 1127 11.48 11.82 1224 12.74 13.40 14.02 15.17 18.57 19.81 19.45 19.60 Book Valueper,h 20.85 
11.58 " 13.17 13.25 1140 ' 1152 --iS.~ 15.)0 15.82 15.9* 16.12.1823 16.30 16.36 16.40 Il.43 17.47 IZ.75 17.85 CommoliiIOLrb~Tr--llt0-
27.4 ' 21.7 21.6 19.8 - 21.0 17 8 21.7 20.B 19.7 -18.5 , 19.1 25.6 - 28.4 22.2 29.K 30.1 i,o•,•... Avg AnlmE-Mdo----Rr 1 . 46 1 . 23 1 . 15 1 . 19 1 . 40 1 . 13 136 1 . 32 111 . 97 96 134 1 . 48 1 . 20 1 . 58 1 . 56 M . LD / Relative P / E Ratio 1 . 30 3.5% 3.7% 3.7% 4.0% 4.796 42% 4.0% 4.0% 3.7% 3,7% 33% 2.3% 2.2% 21% 1.6% 1.696 .tl.£. Avg Ann'I Div'd Yield 2.1% 

N,1 ri cff'.mmjaiiiiilmmi 

CAPITAL STRUCTUREE as of 12/31/20 
Total Debt $282.5 mill. Due In 5 Yrs $43.7 mill. 
LT Debt $273.2 mill. LT Interest $7.5 mill. 
(Total interest coverage· 7.3x> 

(44% of Capl) 

Pension Assets-12/20 $88.9 mill. 
Ohllg. $115.9 mill. 

Md Stock $2.4 mill. Pfd Dlv'd: $41 md| 

Common Stock 17,473,000 shs. 

MARKET CAP; $1.4 billion {Mld-Cap) 
CURRENT POSITION 2018 2019 12/31,20 

($tliU.) 
Cash Assets 3.7 2.2 4.5 Other 27.1 26.9 29.6 
Current Assets 308 -53- -5[T 
Aects Payable 19.3 23.3 30.4 
Debt Due 55 . 8 272 9 . 3 Other 19.3 14.5 17.1 
Current Uab. -Nl -EEm -08 
ANNUAL RATES Past Past Est'd 118-'20 
01 chanp {Per *h) 10 Yrs. SYM. 10 '24-'26 
Revenues 2.0% 2.0% 2.0% 
"Cash Flow" 7.5% 10.5% 3.5% 
Earnings 9.0% 12.5% 45% 
Dividends 3.0% 5.0% 55% 
Book Value 5.5% 8.0% 25% 
Cal QUARTERLY REVENUES ($ mil.) Full 

j endar Mar.31 Jun. 30 Sep, 30_Pec, 31 Year 
2018 312 34.9 38.7 33.3 1381 
2019 30.7 33.4 37.8 32.7 134.E 
2020 31.8 35.3 39.9 34.6 141.f 
2021 33 . 0 37 . 0 44 . 0 * 0 150 
2022 34 . 0 38 . 0 45 . 0 38 . 0 155 
Cal- EARNINGS PER SHARE A Full 

enda, , Mar.31 Jun. 30 kp. 30 Dee. 31 Year 
2018 .27 52 .74 .43 1.96 
2019 .39 .49 .66 .46 2.01 
2020 .44 55 .72 .47 2.18 
2021 . 45 . 55 . 73 . 52 2 . 25 
2022 _.47 .57 .76 .55 2.35 
Cal- QUARTERLY DMDENDS PAID 4 Full 

endar Marjl Jun.30 Sop.3# Dsc.31 Year 
2017 21125 .21125 .21125 .22375 ,86 
2018 22375 .22375 .22375 .24 .91 
2019 .24 .24 24 .2562 .98 
2020 .2562 2562 2562 .2725 1.04 
2021 .2725 

102.1 110.4 114.8 117.1 126.0 132.9 130.8 138.1 
13.4 14.4 16.6 18.4 . 20.0 22.7 22.8 32.5 

32.7% 33.9% 34.1% 35.0% 34.5% 34.0% 32.7% 2.8% 
6.1% 3.4% 1.9% 1.7% 1.9% 2.7% 3.1% 1.4% 

42.3% 41.5% 40.4% 40.5% 39.4% 37 9% 37.5% 37,8% 
56.6% 57.4%_ 58.7% 58.8% 59.8% 61.5% 61.8% 61.6% 
3125 316.5 321.4 335,8 345.4 355.4 370.7 404.1 
4222 435.2 446.5 465.4 481,9 517.8 557.2 618.5 
52% 5.4% 5.9% 6.3% 6.6% 7.1% 6.9% 8.9% 
75% 7.8% 8.i 9.2% 9.6% 10.3% 9.8% ~ 12.9% 
7.5% 7.8% 8.7% 9.3% 9.6% 10.3% 9.9% 13.0% 
1.0% 1.4% - 2.4% 3.1% I 3.5% ' 4,3% 3.8% 7.0% 
87% 83% 73% 67% 63% 58% 62% 46% 

BUSINESS: Middlesex Water Company engages in the ownership 
and operation of regulated water utility systems in New Jersey. Del-
aware, and Penrnsy}vania. It also operates water and wastewater systems under contract on behalf of municipal and private clients in 
NJ and DE. Its Middlesex System provides water services to 61,000 
retail customers. phmarily in Middlesex County. New Jersey. In 
Shares of Middlesex Water continue 
to march higher. The equity established yet another all-time high in early Febru-
ary, but has since retracted modestly to 
slightly above $80 per share. Still, the 
stock is up about 10% in price since our 
early-January review, keeping intact its 
enviable multiyear price ascent. Based on 
our Timeliness ranking scale, MSEX 

I shares are slated to outperform (1: High-
; est) the broader market over the coming 
; six to 12 months. Thus, they may pique 

the interest of near-term accounts. 
The stage is set for respectable top-
and bottom-line growth this year. Fa-
vorable operating trends, which were evi-
dent in the fourth quarter, are likely to 
persist over the near- to intermediate-
terms. These include increased residential 
and wholesale water consumption owing to 

2 more people staying at home and greater 
handwashing frequency, as well as an ex-
panding customer base in its Delaware 
water system. A recently inked contract 
with Highland Park in its New Jersey sys-
tem is a positive, too. Adding it all up, rev-enues are poised to expand 6%, to $150 
million, and will likely be accompanied by 

134.6 141.6 150 155 Revenues ($mill) 165 
33 . 9 384 40 . 0 42 . 0 Nel Proflt * nlll } 49 . 0 2.8% 2.8% 21.0% 21.0% Income Tu Ram 21.0% 

3.4% 39% 25% 25% AFUDC % to Net Prom 25% 41.5% 44 0% 425% ' 41.5% long·Term Debt Ratio 40.0% 
582% 55 7% 57.0% 58.0% Common I,ulty Rauo Gao% 556.7 621 5 610 600 Total Capital (;mil» -*f-
705.7 796.6 800 815 Net Plant ($mill) 835 
6.7% 6.8% 7.0% 7.5% Rekim on Total Cap'I 20% 

10.4% 11.0% 11.5% 12.0% AetumiRShr. Equity 110%-
10.4% 11.1% 11.5% 12.0% Retum on Com Equity 13.0% 
5.4% 5.8% ' 6.0% 6.0% i Retained-i6-83m Eq 6.S%. 
48% 48% 49% 49% ~AO Dlv'ds to Net Prol 50% 

2020, th@ Middlesex gystem accounted for 59% of operaljng reve- | 
nues. At 12/31/20, the company had 348 employees. Incorporated. 
NJ. President, CEO, and Chairman: Dennis W. Doll. Officers & 
directors own 3.1% of the com. stock; BlackRock Inst Trust Co., 
7 7% (4/20 proxy).Add 485 C Route 1 South. Suite 400, lselin, NJ 
08830. Tele 732-634-1500. Int.: www.middlesexwater.com. 
a 3% earnings advance, to $2.25 per share. From a financial perspective, the com-pany ought to be a stable performer over the pull to mid-decade. Modest revenue and earnings growth is likely on 2 tap for 2022. Meanwhile, significant infra-structure spending may well overflow into 
the 3- to 5-year time frame. Management has laid out a budget of nearly $300 mil-
lion through its Water For Tomorrow pro-gram, which aims to upgrade watermains, piping, and wastewater treatment facilities. Most recently, the company an-
nounced a $10 million investment to im-prove its drinking water infrastructure in New Jersey. Overall, aggressive spending ought to eventually curb unnecessary op-
erating costs, and may well facilitate addi-
tional rate hikes going forward. 
Shares of Middlesex Water are cur-rently trading beyond the upper end of our 3- to 5-year Target Price para-meters. This is so even after modestly lift-ing our P/E multiple to 24x. All in all, sub-scribers with an investment horizon of 18 months or longer can find more-attractive · options elsewhere, at this juncture. 
Ni€hotas R Patrikis April 9, 2021 

*Giiki earnings. Next earnings report due 1 (B) Dividends historically pakd in mid.Feb., I (C) In millions. Company'* Flnanclal Strength B++ Irly May. ] May, Aug., and November.• Div'd reinvestment Stock': Price Stability 85 plan available. Price Growth Persistence 65 
Earnings Predlctablltly 85 0 2021 Vabe Une, Inc. Al n*, isse,ved. Faclual mate,Ial is obtained Ircm sources believed to be relable and h pfovkled without warf@Mies ola T,€ PUBL~HER IS NOT RESPdNSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. TWs publ,cawnis *ict, fof subscr,be,'s own, non,omm-l, ~temal use.~6~*i To subs¢rit,e call 1·800·VA LUELINE or * may be revrodu¢ed, rescld. stored or Vansmwlted in any pnl:od, electonic v €ther form, o¢ usedl fo, genefatlng o, marketlng an¥ Fmled of electonic publkabon. seivice or ploduct 



SJW GROUP NYSE-SJW PRICE 00,4£ RATIO ZU,3\Median 21.0/MRATIO I,ZJ YLD D, I/O LINE 
RECENT ea An ME •e A /Tramng:29.A RELAIM • 44 DlyD 1 10/ VALUE 

nMELINESS - E ' High: 1 28.2| 2*.8 ~ 26.9 30.1 33.7 -35,7 56,9 69.3 68.4 74.5 75.0 71.7 -
Targel Price Range 

-

Low.. UAL-39" 22.6 24-5 25.5 27 5 28.6 45.4 51.3 53.9 45.6 58.0 2024 2025 2026 
SAFETY 3 Newell LEGENDS 

- 150 *Dividends D sh 
, TECHNICAL - E d,vided tv I,te,esi Rate -120 ·· ·· Aolatve Price Strmgth , -BETA .85 (1.00• Mafkel} C ..m Y,5 ' '- 100 

~~~~|~e ~'~s **ss=- -~~~,It, ·:,0'*I ' '·" r,Y" i'* ,~lpi!~1•i# - - L. 64 

- 99 

$53·$123 $88 (40%) -32 

..48 

24 
Return - ~=- ~ 

94 

I High 100 (+60%1 14% - 12 16 
low 65 {Nio 3% 
Institutional Decisions % TOT. RETURN 2#21 - 8 1 : 1-4 . lyr. 45 50.1 -1~R 19939 198~ 108~ t- 5 .a~~im,W=Elr-~.Imitihl,1,;4~t0ti Imhhlli i®I~~11~I - 3 yr . 248 45A - 

5 YL 89 / 1088 2005_2006 2007 2008 2009 ! 2010 2011 201* 2013-2014 2015 2016 2017 2018 2019_ 2020 2021 2022 OVALUELNEPUB.UC :4-26 

/7/ 

10 . 35 11 . 25 12 . 12 11 . 68 ! 11 . 62 12 . 85 14 . 01 13 . 73 15 . 76 14 . 97 16 . 61 18 . 97 4 . 00 14 . 78 9 . 77 20 . 00 20 . 65 Revenuos persh 22 . 15 2.38 2.30 2.44 221 2.38 2.80 2.97 2.90 4.42 3.86 4.76 5,24, 3.29 3.67 528 425 *40 'Cash Flow" W sh 5.30 1 . 19 1 . 04 1 . 08 , 81 , 84 111 1 . 18 1 . 12 2 . 54 1 . 85 2 . 57 2 . 86 1 . 82 1 . 35 2 . 14 2 . 55 2 . 70 Earnings per gh A 3 . GS .57 
.61 .65 .66 .68 -69 .71 .73 ,75 .78 -81 1,04 1.12 120 128 1,3# f.« Dlv'd Dacrd y,r sh el. 1.n 3.87 6.62 3.79 3]T-3.8) 3.75 - 5.674.68 5.02 5.24 - 6.95 7.26 ' 5.08 625 7.44 It75 -730 Cap'I Spendlni*ilh --7,p' 12.48 12.90 13.99 13 66 13,75 1420 14,71 15.92 17.76 18.83 20.61 2257 31.31 3127 32.12 310 X95 Book Value Per sh 40.85 1628 18.36 -irir 18.50 18.55 18.59 18.67 E.17 20.29 20.38 -*j*--20.52 28.40 28*---28.56 ' RBr-N,5 Giw, 5*iNiWgr--*N ' 23.5 33.4 26.2 28.71 29,1 212 20.4 24.3 112 16.6 15.7 1&8 32.7 47.8 30.0 80#d 4•.. Aug Ann'I NE Ralio *0 127 1 . 77 1 . 58 1 . 91 1 , 85 1 . 33 1 . 30 1 . 37 . 59 . 84 , . 82 . 95 1 . 77 ' 2 . 55 1 . 56 '- Un • Relative P / ERatio 1 . 30 2.0% 1.7% 2.3% 2.8% 2.8% 2-9% 3.0% 2.7% 2.6% 2.5% 2.0% 1.9% 1.9% 1.9% 2.0% .ti"Jrii Avg Ann'I Div'd Yield 21% CAPITAL STRUCTURE a: of 12/31/20 239.0 2615 2769 319.7 Total Debt $1363.8 mill. Due In 5 Yrs $22.4 ntil. 20.9 22.3 23.5 51.8 i LT Debt $1287.6 mill. LT Intemst $50.0 mill. 41.1% 41.1% 38.7% 32.5% (LT Interest Coverage: 3.8x) 

(58% of Cap'1) 56.6% J 55.0% 51.1% 51.6% 
43.4% 45.0% 48.9% 48.4% 
~7.9 610.2 656.2 744.5 Pension Assets-12/20 $278.1 mill. 

Obllg. $386.1 mill. 7562 831.6 898.7 963.0 
PM Stock None. i 4.9% 5.0% 5.0% 83% 
Common Stock 28,560,000 shs. 7.9% 8.1% 7.3% - 14.4% 

7.9% 8.1%- 7.3% 14.4% MARKET CAP: $1.8 billion (Mld Cap 3.1% 3.3% 2.8% 10.2% CURRENT POSmON 2018 2019 12/31/20 61% 59% ~ 62% 29% tWLLI 

305.1 339.7 389.2 397.7 420.5 564.5 590 615 Revenues ($mill) 665 37,9 528 59.2 38.8 38.7 61.5 75.0 80.0 Net Profit (knlll NL 38.1% 38.8% 36.7% 20.6% 25.3% 12.0% 21.0% 21.5% Income TaxR,te 21.0% -- 20% l.5% 1.5% f.5% AFUDC %to Net Prolit L5% 
49.8% 50.7% 48.2% - 32.7% 59.1% 58.4% 53.M 51.0% Long-Tlfiiiiihalio-3&0%-50.2% 49.3% 51.8% 67.3% 40.9% 41.6% 4&5% 4&0% l Common Eqult, Ratio _ 62.0% 764.6 855.0 894.3 1320.7 2173.6 2204.7 2250 2250 Total Capital ($mill) 1975 1036 . 8 1146 . 4 1239 . 3 1328 . 8 2206 . 5 2334 . 9 2450 2565 Net Plant ($ mill ) 2m 6.3% 7.4% 7.9% 3.9% 2.5% 4.0% 4.0% 4.0% Return on Total Cap'I 6.0% 9.9% 12.5% 128% 44% , 4.3% 6.7% 70% 7.5% Relum on Shr. Equity 9.0% 9.9% 12.5% 12.8% 4.4%_ 4.3% , 6 7% . 7.0% 7.5% Retum on Com Eqult, _ ~.f?k_ 5.7% 8.6% 8.2% 1.8% 5% [ 2.7% 15% 15% Retained to Com Eq 4.5% 42% 31% 36% 60% 88% ~ 59% 53% ~ 53% ~ All Div'd•to Net Prof i 47% Cash Assbts 420 . 7 17 . 9 9 . 3 BUSINESS : SJW Group engages in the production , purchase Accts Receivable ~~·g 0·j ~·; stofage. pu,ification dlstribu#on, and retail sale oi water. It provides ~ Other 

Current Assets -50F, 1NE -T~73 water service to approximately 231,000 connections with a total 
Accts Payable 24.9 j~ g ~~ 16,000 Connections that reach about 49000 residents in the region 

population of roughly one milion people in the San Jose area and 
Debt Due 
Othaf 139.1 177.4 NO 4 between San Antonio and Austin, Texas. The company merged Curfenl Uab. . --TUO 75U; 350.8 SJW Group posted better-than-ANNUAL RATES Past Past Estg'18/20 expected top- and bottom-line results ol change {per:h) 10 Y.. 5 YrL to'24·'25 to close 2020. December-period revenues Revenues 3.0% 2.0% 5.5% of $136 million came in about $5 million "Cash Flow ' 5.5% 2.0% 4.5% Earnings 7.0% - 5=4 13 0% above our call, while earnings of $0.46 a Dividends 6.0% 10.0% 6.0% share exceeded our $0.42 expectation. The Book Value 8.5% 12.5% 4.5% overall outperformance was driven primar-c.& 1 QUARTERLYREVENUES(SmIIL} Full ily by greater customer usage, cumulative endar Mar.31 Jun. 30 Sep. 30 Dec. 31 ¥E_ water rate increases, slimmer operating 2018 750 99.1 124.9 98.7 3977 expenses due to lower merger-related 2019 777 103.0 114.0 126.0 4205 costs, and a decline in general & adminis-2020 115.8 147.2 la.9 135.6 564.5 trative expenses. 2021 120 150 175 145 590 Noteworthy share-profit expansion is 2022 125 155 185 150 _615 likely in the cards this year and next. cat. EARNINGS PER SHARE A Full Water production costs are apt to rise in endaf Ma,®31 Jun. 30 Sep. 30 Dec. 31 Year conjunction with increased water con-2018 , .06 .62 .76 .38 1.82 sumption and a widening customer base, 2019 21 .47 33 .34 135 but operating expenses may well trend 2020 ,08 69 .91 .46 2.14 lower. Not to mention, we think significant 2021 . 20 . 75 . 95 . 85 2 · E merger synergies are likely to develop . All 2022 . 23 Jr 1 . 00 . 70 uu told , we think SJW will earn $ 2 . 55 a share Cal. QUARTERLYDIVIDENDSPAIDBD. Full this year, and $2.70 a share in 2022. •ndar jl.j,- Jun.3* S*30 0*¢.31 fear The coast-to-coast regulated water 2017 .2175 .2175 .2175 .3875 104 I utility has tapped the equity markets. 2018 .28 .28 .28 .28 1 12 Specifically, the company recently closed a 2019 30 .30 30 .30 120 public offering of over one million shares, 2020 .32 .32 32 .32 128 i netting proceeds of almost $61 million. 2021 .34 0 Management's plan for the raised funds 

wtth Connecticut Water (1[i 19:, which provides service to approx. 
138,000 connections with a total population ol 450,000 people Has 361 employees. Oflicers and directors own 8.3% of outstanding shares (3/21 proxy). Chairman & CEO. Eric Thomburg. In-corporated: Calilomia Address: 110 West Taylor Street San Jose, 
CA 95110. Telephone. ;408) 2797800. Internet vmw.sjwater.corn 
include paying down outstanding obliga-tions, various capital expenditures, and general corporate purposes. 
The long-term growth narrative i remains largely unaltered. Increased residential and wholesale water consump-tion, alongside periodic rate hikes, ought to keep revenues moving in the right direction. SJW Group's diverse geographi-cal footprint is advantageous, and should expand further down the road. From an operational standpoint, robust capital spending on infrastructure upgrades ought to boost efficiency, as much of these costs can eventually be passed along to the con-sumer, 
Unranked SJW shares are a bit more appealing for patient accounts follow-ing their recent step back in price. At recent levels, capital appreciation poten-Ual out to mid-decade is slightly above average, thus presenting a decent entry point for interested subscribers to start building a position. What's more, the divi-dend yield is now comfortably above the Vdue Lin• median, and ranks among the top payers in the Water Utilities Industry. 
Nicholas R Patrikis April 9, 2021 

-{A) Diluted earnings Exdudes nonrecumng I may not add due to rounding C In millions ! Companv'* Financial 5%,ngth -B+ losses: '05,$1.09 '06.$16.36: '08,$1.22; '10, I (B) Divldends histoncaNypaid in early March, | ~D~ Paid Special divldend of $017 per share on ~ Stock'# P,Ice Stability 75 $0.46 GAAP accounting as of 2013. Next I June, September, and December. • Div'd,ein- I 11/17. Price Growth Persistence 70 earnings report due eejly May. Quaaefty egs. ] vestment plan available [ (E) Suspended due lo recent CTWS merger. Eamlnf Predictablltl¥ 45 © 2021 Vakte Une Ir-£. AI nghts iesefved. Factual malerjal is oblaned from sources believed to be relabie and g provided without warraflues Of an¥ kjnd THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HERaN, ™s pubbo~on is swc:Iy Ior subsc,®efs own, non-nacial inlemal uso. No pari To Su bso,i be call 1 ·800-VALUE LINE i:i: M rn@y be reproduced. r.* siofed Of liensa,eed : any prtted. ele¢tlonic or odler Ionn, of used for genefatng of mafkeljng any pnmed or electorlic publicaton Senice Of pfochJct .. 



YORK WATER NDQ-YORW ~ 48.74 Mno 38.1( p®1~ 1.74 ?&° 1.5% 
9.9 36.1 47.3 51.3 51.9 TIMELINESS 3 L*r«11/W21 [ High: | 18.0 18.1 , 18.5 ' 22.0 ' 24.3 26,7 39,8 3 

1 L..<>•: 1 12.8 15·8 16.8 17.6 18.8 19 7 23.8 31.7 275 3( SAFETY 3 le•wed 7/17115 1 LEGENDS 
TECHNICAL 3 loi*Iml ~ : ~~~*& 
BETA .80 {1.00 = Madtm} · 

~~~ oma md/c~es fvces:9L -18-Month Target Price Range- :A~il./1k'qti.U 44/fi: Low-High Midpotnt (% to Mid) ~ 
$*$76 $56 (15%) --NN~ rd|>'11,1.1.11 J i Price Gan An~ Total ~1 .- .- _.*.-1 ..- ---

, High 50 (+5%1 ' Low 35 1-30%} 
Institutional Decisions 

202020 302020 402020 percenl 12 -
48 53 -
59 46 56 shares 

1*f** 5479 5302 5,~ lad.d : JiIi~1~[[I.~*li~ilit~t[~~~~~~~~~11[Jll~i? 2005 2006 2007 2008 2009 2010 2011 2012 2013 20141812016-iE 

j*rmlmil 

~ 26it~19 
7 3,74 3.96 
3 1.58 1.70 
1 1.04 1.11 

.67 .70 

34.6 40.7 2024 2025 2026 
Target Price Range 

64 lili'1'11,~, - 40 
- -.-.. -..-32 
- -24 

29 
16 
12 

- 8 
1 -6 % TOI RETURN ml 

S:Z[ VL,=t. 

- l yf. 0.0 50.1 -
3 yr 56,3 45.4 2 ' Syr. 643 108.8 

2020 2021 2022 0 VALUE LNE PUB. UC $4-26 2.58 2.56 2.79 2.89 2.95 3.07 3.18 3.21 3.27 3.58 3.68 3.70 37 .79 .77 .86 .88 .95 1.07 1.09 1.12 1.19 1.36 1.45 1.42 15 .56 .58 .57 .57 .64 .71 .71 .72 .75 .89 .97 .92 1.0 .42 .45 .48 49 .51 .52 .53 .54 55 .57 .so , 63 .6 1.69 1.85 1.69 2.17 1.18 .83 .74 $)4 .76 1.10 1.11 1.03 1.95 4.85 5.84 5.97 6.14 692 7.19 7,45 7.73 7.98 8.15 8.51 8.88 9.28 9,75 163# 1120 11.27 11.37 12.56 12.69 ' 12.79 ' 12.92 12.98 12-83 11.81 12.85 12.8t 1294 16~ 31.2 30.3 ' 24.6 21.9 1 20.7 - 23.9 24.4 J 16.3 23.1 l 23,5 32,8 *6 36 3 | 140 1.68 1.61 1.48 1.46 1.32 130 t.55 1.48 122 1.18 1.72 1.74 1.64 2.9% 2.5%_ 2.8% 3.5% 3.6% 3.5% 3.1% 3.1% 2.81 2.tB% 2.6% 2.13 1.9% 2.1% --CAPITAL STRUCTURE as of 12/31/20 40.6 41.4 424 459 47.1 47.6 48.6 48.4 Total Debt $123.6 mil. Due In 5 Yrs $425 mill. i 9.1 9.3 9.7 115 125 118 13.0 13.4 LT Debt $123.6 mill LT Interest $5.5 mill. 35.3% 37.6% 37.6% 29.8% 275% 31.3% 25.9% 15.7% 
(46% of Capl) 11% 1·1% .8%_ 1.8% _!:6% _ 1.9% &7% 1.7% 

Pension Asset,12/20 $56.3 mill 47.1% 46,0% 45.154 44.8% 44.4% 42.6% 43.0% 42.5% Obllg. $54 1 mill. 52.9% 54.0% 54.9% 552% 55.6% 57.4% 57.0% 57.5% 
Pfd Stock None , 233.0 240.3 2442 2532 261.4 270.9 288.8 299.2 

1&02 184.8 188.4 189.4 196.3 198.7 209.5 219.5 

Common Stock 13,060,817 shs 6.4% 6.4% 6.5% 7.496 7.696 72% 7.59~ 7.3% =95%- 9.3% 9.3% 11.C% 11.5% 10.4% 10 9% '10.6% MARKET CAP: $625 million (Small Cap)_ 9.5% 9.3% 9.3%11.0% 11.5% 10.4% 10.9% 10.6% CURRENT POSITION 2018 2019 12)31/20 2.5% 2.4% 2.4% 3.9% 4.4% 3.4% 4.0% ! 3.8% 
73% 74% 74% 64% 62% 67% 63% 64% Cash Assets 50 . . -Accounts Receivable 48 4.4 5.2 BUSINESS: The York Water Company is the oldest investor-owned ~*tory (Avg. Cost) .9 1.0 1.0 regulated waler utility in Ute United States. It has operatedl conlin-

Current Assets -H -H -i·M | uously since 1816. As 01 Decamber 31,2020, lhe companys aver· 
Accts Payable 3.0 3.4 6'5 age daily availability was 35,6 million gallons and its service terri-
Debt Due 1.0 6.5 .. ton, had an estimated populalion of 202,000, Has more than 72,600 Other 6.8 5.3 5.5 customers. Residential customers accounted for 66% ot 2020 reve-Current Liab. -TD:3 -i33 -TZ3 York Water delivered decent top- and ANNUAL RATES Past - Past Et'1;r·'19 bottom-line results to conclude 2020. i ofchangl (plr Ih) 10 Yrt 5 Yro. to '26 In the December period, revenues of $13.4 Revenues 3.0% 2.5% 4.0% 
"Cash Flow" 6.0% 5. 5% 6.5% million rose 2%, year over year, while Earnings 6.0% 6.0% 65% earnings of $0.28 advanced 8%. For the Dividends 3.0% 4.0% 60% full year, the regulated water utility Book Value 4.5% 4.0% 40% - benefited from rate increases, higher Cal· ! QUARTERLY REVENUES ($ mi:.) ' Fuu residential water consumption due to more endar Mar.31 Jun. 30 Sep. 30 Dec. 31 Year people staying at home, and strong cus-

Ei 
2018 11.6 12.0 12.7 12.1 48A tomer base expansion. Capital investment 2019 11.8 130 137 13.1 51€ was robust in 2020, as the company spent 12.9 13.3 14.3 13.4 · 53.9 more than $30 million on infrastructure 110 13.5 14.5 13.5 N 

115 13 . 7 15 . 0 13 . 8 - Ml and raw water pumping station and 
·5 upgrades such as standpipe replacements 

Cal- EARNINGS PER SHARE A Full wastewater treatment improvements. endar Mar.31 Jun. 30 Sep. 30 Dec. 31 Year- Our preliminary 2O22 financial projec-2018 ,20 .26 .29 .29 1.04 tions suggest modest expansion is 2019 22 28 ~ ~ 111; likely to persist. For the current year, 2020 31 .32 
2021 .28 .35 .37 we are maintaining our revenue call of 

_ 2022 . 30 . 35 * 38 * LM $54.5 million, but are adding a nickel to : - our earnings forecast, to $1.35 per share. Cal- QUARTERLY DIVIDENDS PAID B Full For next year, we anticipate low single-endar ~ Mar.31 Jun.30 5•p.30 De¢.31 Year digit top- and bottom-line growth of 3% 2017 .1602 .1602 .1602 .1666 .64'+ and 4%, respectively. 2018 .1666 .166616661733 672 The long-term outlook is bright, as 2019 .1733 .1733 .1733 .1802 .70 well. Water consumption ought to remain 2020 1802 .1802 .1802 .1874 j .73 stable, and possibly trend higher, as 2021 .1874 I York's customer base expands further. In 

4 . 13 4 . 20 4 . 35 Revenues per sh ilo 
1.88 1.95 210 "Cash Flow" persh 245 
127 1.35 1.40 Earnings per sit A 1.65 
.73 78 .03 Div'd Decrd p,r sh e too .16 ·85 L 1.35 1.4$ ¢aF~*nding per,h --1.1 

Ig.31 10.97 11.55 1200 Book Value per *h 1290 13.02 13.06 11.00 12* C=mon Sha Out$fg c 12.. 
h,8 35.7 •ow*r.. Avg;Wn'IP4-o 7& 
1.80 185 V... U,1* Relative P/E Ratio ' 1.40 

1.9% 1.6% *A. Avg Ann'101v'd Yield 24% 
51.6 53.9 *5 sib 'Revenuei ($mill) 65.O 
14 . 4 16 . 6 17 . 5 18 . 0 Net Prolit [$ milll 21 . 0 13.5% ' 18.5% 21.0% 21.0% Income Tax Rale 21.0% 

2.5% 13% 1.5% j.5% AFUDC % to Net Profit 15% 41.3%' 46.3% 44.ss 415% Long-T,fibem~alk,--~lfA 58.7% 53.7% 55.5% 57.5% Common Equlti Mo . 625% 228.7 266,9 270 270 Total Ca»1 (Imill} 265 
3132 343 . 6 355 370 Net Plant ($ mill } 405 7.4% 7.1% 75% _1.5% Return on Tolal Cap'I 9.0% 10.7% 11.5% 11.5% 11.5%ReWn on Shr. Equity d# 10.7% 11 5% 11.5% f 1.5% Return on Com Eq m 13.0% 4.0% 4.9% 5.0% 4.5% Retained lo Com Eq 5.0% 
62% 58% 58% ~ 59%,All Div'ds to Net Prof 61% 

nues; commercial and indust,ial (26%); other (8%). It also provides sewer billing services. Incorporated. PA. York had 108 fulkime em-
ployees at 12/31/20. Presiden!/Chief Executive Omcec J T. Hand 
Ollicers/directors own 1.3% of the common stock (3/21 proxy) Ad· 
dress; 130 East Market Street, York, Pennsylvania 17401. Tele-phone. (717) 8454601. Internet: www.yorkwatercom. 
addition, the company is likely to keep its foot on the gas in terms of fapital invest-ments, as its aging inirastructure demands increased attention. This ought to precipitate periodic rate hikes, which help to alleviate some of these expenses. The stock is trading around recently minted all-time high territory. Un-derpinning the investment communitfs notable enthusiasm of late, in our view, is a combination of strong quarterly operat-ing performances and a broad-based night-
to-safety approach amidst an uncertain, albeit improving economic backdrop. York Water is indeed a noncyelical, conservative security, as its water utility operations stand at the core of everyday life, and are largely immune to economic shocks. 
We do not recommend starting a posi-tion at the recent quotation. On the contrary, committed investors may want to consider locking in some profits following the multiyear price ascent. Moreover, the equity is pegged as a year-ahead market performer, and offers limited price upside 
over the pull to 2024-2026. The dividend yield leaves much to be desired, too. 
Nieholas R Patrikis April 9,2021 

(A) Diluted earnings. Next earnings *ort due [ (C) In mjitons. adjusted for split. - Comoanv's FInancial Slrength B+ early May. i Stock's Price Stablll4 75 {B) Dnndends historically paid in late Febmary, ~ I Price G,owth Persistence 65 June, September, and December. Earnihgs Predictablll4 100 © 2021 Vakle Line, Inc. Al nohts reserved Factual material e obtained Irom sources beloved to be Ieiable and is p,ovided wlo·,out warian:jes of any kkld THE PUBLISHER IS NOT RESPC~NSISLE FOR ANY ERRORS OR OMISSIONS HEREIN. ™s pubkation is stlicllyfor sl*Isc•ber s omn, nonio,IY,neicial, internal use. No pa,i To subscribe call 1400·VALUELINE ol il may be refoduoed. Fesold. stmed oi transmtled m afly p~nlfd. els*onie or other tonn, o, used for gmefatklg or ma,keung ary Filed or elecbonic publicalion, wMC, of product. 
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6/17/2021 AWR: American States Water Company - Detailed Estimates - Zacks.com Last EPS Surprise 8.33% EPS (TTM) 2.47 
ASR 1.00 P/E (Flt 33.44 

Growth Estimates AWR IND S&P 
Current Qtr (06/2021) 1.45 67,733.33 146.15 
Next Qtr (09/2021) 4.17 7.39 157.99 
Current Year {12/2021) 6.01 11,10 59.35 
Next Year (12/2022) 3.64 24.00 5.13 
Past 5 Years 7.80 1.50 2.80 
Next 5 Years NA 10.50 NA 
PE 33.44 49.50 21.66 
PEG Ratio NA 4.71 NA 
Learn More About Estimate Research 
See Brokerage Recommendations 
See Earnings Report Transcript 
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6/1 m021 AWR: American States Water Company - Detailed Estimates - Zacks.com 
Sales Estimates 

Current Qtr Next Qtr Current Year Next Year (6/2021) (9/2021) (12/2021) (12/2022) 
Zacks Consensus Estimate 124.OOM 140.OOM 508.OOM 525,50M 
#of Estimates 1 1 2 2 
High Est:mate 124.00M 140.00M 509+00M 528.00M 
Low Estimate 124.00M 140.00M 507.00M 523.00M 
Year ago Sales 121.28M 133.69M 488.24M 508.OOM 
Year over Year Growth Est. 2.24% 4.72% 4.05% 3.44% 

Earnings Estimates 

Current Qtr Next Qtr Current Year Next Year (6/2021) (9/2021} (12/2021) {12/2022) 
Zacks Consensus Estimate 0 . 70 0 . 75 2 . 47 2 . 56 
#of Estimates 1 1 2 2 
Most Recent Consensus NA NA 2.47 2.54 
High Estimate 0 . 70 0 . 75 2 . 47 2 . 58 
Low Estimate 0.70 0.75 2.46 2.54 
Year ago EPS 0.69 0.72 2.33 2.47 
Year over Year Growth Est. 1.45% 4.17% 6.01% 3.85% 

Agreement - Estimate Revisions 
Current Qtr Next Qtr Current Year Next Year (6/2021) (9/2021) (12/2021) (12/2022} 

Up Last 7 Days 0 0 0 0 

Up Last 30 Days 0 0 0 0 
Up Last 60 Days o 0 2 1 
Down Last 7 Days 0 0 0 O 
Down Last 30 Days 0 0 0 0 
Down Last 60 Days 0 0 0 0 

Magnitude - Consensus Estimate Trend 

Current Qtr Next Qtr Current Year Next Year 
{6/2021) (9/2021) (12/2021} (12/2022) 

Current 0,70 0.75 2.47 2.56 
7 Days Ago 0.70 0.75 2.47 2.56 
30 Days Ago 0 . 70 0 . 75 2A7 2 . 56 
60 Days Ago 0.70 0.75 2.41 2.55 
90 Days Ago 0.70 0.75 2.41 2.55 

Upside - Most Accurate Estimate Versus Zacks Consensus 
Current Qtr Next Qtr Current Year Next Year 

(6/2021) (9/2021) (12/2021) (12/2022) 
-

Most Accurale Estimate 0 . 70 0 . 75 2A7 2 . 56 
Zacks Consensus Estimate 0 . 70 0 . 75 2A7 2 . 56 
Earnings ESP O.00% 0.00% o.00% O.00% 

We use cook,es to understand how you use our site and to improve your expenence Th s ncludes personallz~ng 
content and advertising To lean more cbck here. By continu ng to use #ur sde you accept our .jse of cookies rev,sed 
Pnvacy Policy and Terms of Sen„ce 
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6/1 7/2021 

Quarter Ending 
(3/2021) 

AWR: American States Water Company - Detailed Estimates - Zacks.com 
Quarter Ending Quarter Ending Quarter Ending {12/2020) (9/2020) (6/2020) Average Surprise 

Reported 0.52 0.54 0.72 0.69 NA 
Estimate 0.48 0.49 0.75 0.69 NA 
Difference 0.04 0.05 -0.03 0.00 0.02 
Surprise 8.33% 10.20% ·4.00% 0.00% 3.63% 
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Zacks Premium Subscription Required Learn more 
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6/17/2021 AWK: American Waler Works Company, Inc. - Detailed Estimates - Zacks.com 
Last EPS Surprise 0.00% EPS (TTM) 3.96 
AER 2.10 P/E (Fl) 37.35 

Growth Estimates AWK IND S&P 
Current Qtr (06/2021) 11.34 67,733.33 146.15 
Next Qtr {09/2021) 6.16 7.39 157.99 
Current Year (12/2021) 8.72 11.10 59.35 
Next Year (12/2022) 7.55 24.00 5.13 
Past 5 Years 8.10 1.50 2.80 
Next 5 Years 8.10 10.50 NA 
PE 37.35 49.50 21.66 
PEG Ratio 4.62 4.71 NA 
Learn More About Estimate Research 
See Brokerage Recommendations 

See Earnings Report Transcript 

-

Premium Research for AWK 

Zacks Rank 
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Zacks Industry Rank Bottom 6% (236 out of 252) 
Zacks Sector Rank Bottom 6% (15 out of 16) 
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Sales Estimates 

Current Qtr Next Qtr Current Year Next Year 
(6/2021) (9/2021) (12/2021) (12/2022) 

Zacks Consensus Estimate 973.60M 1.108 3.94B 4.11B 

#of Estimates 2 2 3 3 
High Estimate 974.OOM 1.11B 3.99B 4.18B 
Low Estimate 973.20M 1.09B 3.918 4.068 
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6/17/2021 AWK: American Water Works Company, Inc. - Detailed Estimates - Zacks.com 
Earnings Estimates 

Current Qtr Next Qtr Current Year Nexl Year (6/2021) (9/2021) (12/2021) (12/2022) 
Zacks Consensus Estimate 1.08 1.55 4.24 4.56 
#of Estjmates 4 3 7 6 
Most Recent Consensus 1.04 1.57 4.28 4.56 
High Estimate 1.11 1.57 4.28 4.59 
Low Estimate 1.04 1.53 4.21 4.50 
Year ago EPS 0.97 1.46 3.90 4.24 
Year over Year Growth Est. 11.34% 6.16% 8.72% 7,52% 

Agreement - Estimate Revisions 
Current Qtr Next Qtr Current Year Next Year 

(6/2021) (9/2021) (12/2021) (12/2022} 
Up Last 7 Days 0 0 0 0 
Up Last 30 Days 0 0 0 0 
Up Last 60 Days 1 2 2 3 
Down Last 7 Days 0 0 0 0 
Down Last 30 Days 0 0 0 0 
Down Last 60 Days 1 0 0 0 

Magnitude - Consensus Estimate Trend 
Current Qtr Next Qtr Current Year Next Year 

(6/2021) (9/2021) (12/2021) (12/2022) 
Current 1.08 1.55 4.24 4.56 
7 Days Ago 1.08 1.55 4.24 4.56 
30 Days Ago 1.08 1.55 4.24 4.56 
60 Days Ago 1.06 1.50 4.19 4.53 
90 Days Ago 1.02 1-50 4.19 4-53 

Upside - Most Accurate Estimate Versus Zacks Consensus 
Current Qtr Next Qtr Current Year Next Year 

(6/2021) (9/2021) (12/2021) (12/2022) 

Most Accurate Estimate 1.08 1,55 4.24 4.56 
Zacks Consensus Estimate 1.08 1.55 4.24 4.56 
Earnings ESP 0.00% 0.00% O.0096 O.00% 

Surprise - Reported Earnings History 
Quarter Ending Quarter Ending Quarter Ending Quarter Ending 

(3/2021) (12/2020) (952020) (N2020) Average Surprise 

Repoded 0.73 0.80 1,46 0.97 NA 
Estimate 0.73 0.80 1.38 0.96 NA 
Difference 0,00 0.00 0.08 0.01 0.02 
Surpnse 0.00% 0.00% S.80% 1.04% 1.71% 

Quarterly Estimates By Analyst 
Zacks Premium Subscr ption Required Learn more 

We use cookies to understand how you use our site and to Ilnprove your experience This .ncludes personaliztng 
centent and advertising. To learn more. click here By continuing to use our site: you accept our use of rookies, revtsed 
Privacv Policy and Terms Of Service. 
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6/17/2021 CWT: California Water Service Group - Detailed Estimates - Zacks.com 
Last EPS Surprise -100.00% EPS (TTM) 2.30 
ABR 3.40 P/E (Fl) 33.05 

Growth Estimates cwr IND S&P 
Current Qtr (06/2021) 209.09 67,733.33 146.15 
Next Qtr (09/2021) -46.39 7.39 157.99 
Current Year (12/2021) -10.66 11.10 59.35 
Next Year (12/2022) 6.82 24.00 5.13 
Past 5 Years 13.70 1.50 2.80 
Next 5 Years NA 10.50 NA 
PE 33.05 49.50 21.66 
PEG Ratio NA 4.71 NA 
Learn More About Estimate Research 
See Brokerage Recommendations 
See Earnings Report Transcript 

-

Premium Research for CWT 

Zacks Rank 
Hold ~ 

Zacks Industry Rank Bottom 6% (236 out of 252) 
Zacks Sector Rank Bottom 6% (15 out of 16} 
Style Scores 
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Earnings ESP 0.00% 
Research Reports for CWT Analyst 1 Snapshot 
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6/17/2021 CWT: California Water Service Group - Detailed Estimates - Zacks.com 
Sales Estimates 

Current Qtr Next Qtr Current Year Next Year (6/2021) {9/2021) (12/2021) (12/2022) 
Zacks Consensus Estimate 187.00M 252.00M 783.00M 802.00M 
#of Estimates 1 1 1 1 
High Estimate 187.OOM 252.OOM 783.OOM 802.OOM 
Low Estimate 187.00M 252.00M 783.00M 802.00M 
Year ago Sales 175.48M 304.11M 794.31M 783.OOM 
Year over Year Growth Est. 6.56% -17.14% -1.42% 2.43% 

Earnings Estimates 

Current Qtr Next Qtr Current Year Next Year (6/2021) (9/2021) (12/2021) (12/2022) 
Zacks Consensus Estimate 0.34 1.04 1.76 1.88 
#of Estimates 1 1 4 3 
Most Recent Consensus 0.34 1.04 1.71 1.81 
Hfgh Estimate 0.34 1.04 1.84 2.01 
Low Estimate 0.34 1.04 1.70 1.81 
Year ago EPS 0.11 1.94 1.97 1.76 
Year over Year Growth Est. 209.09% -46.39% -10.66% 6.86% 

Agreement - Estimate Revisions 

Current Qtr Next Qtr Current Year Next Year 
(6/2021) (9/2021) (12/2021) (12/2022} 

Up Last 7 Days 0 0 0 0 
Up Last 30 Days 0 0 0 O 
Up Last 60 Days 0 1 1 1 
Down Last 7 Days 0 0 0 0 
Down Last 30 Days 0 0 0 0 
Down Last 60 Days 1 0 0 0 

Magnitude - Consensus Estimate Trend 
Current Qtr Next Qtr Current Year Next Year 

(6/2021) (9/2021) (12/2021) (12/2022) 
Current 0.34 1.04 1.76 1.88 
7 Days Ago 0.34 1.04 1.76 1.88 
30 Days Ago 0.34 1.04 1.76 1.88 
60 Days Ago 0.44 0.90 1.76 1.88 
90 Days Ago 0.44 0.90 1.76 1.88 

Upside - Most Accurate Estimate Versus Zacks Consensus 
Current Qtr Next Qtr Current Year Next Year 

(6/2021) (9/2021) {12L2021) (12/2022) 
Most Accurate Estimate 0.34 1.04 1.76 1.88 
Zacks Consensus Estimate 0.34 1.04 1.76 1.88 
Earnings ESP O.00% 0.00% O.00% 0.00% 

We use cookies to i,nderstand how you use our sde and [o tmpro•.e vour ex.penence This includes t}ersonalizing 
rontent and advertising To team more dick here. By continuing to use our site. you accept our use ofcookies revised 
Prlvacy Policy and Terms of Service 
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6/17/2021 CWT California Water Service Group - Detailed Estimates - Zacks.com 
Quarter Ending Quarter Ending Quarter Ending Quarter Ending (3/2021) (12/2020) (9/2020) {6/2020) Average Surprise 

Reported -0.06 0.31 1.94 0.11 NA 
Estimate -0.03 0.35 1.14 0.56 NA 
Difference -0.03 -0.04 0.80 -0.45 0.07 
Surprise -100.00% -ll-43% 70.18% ·80.36% -30 40% 

Quarterly Estimates By Analyst 
Zacks Premium Subscription Required Learn more 

Annual Estimates By Analyst 
Zacks Premium Subscription Required Learn more 
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AI the center of everything we do Is a strong commitment to independent research and sharing its profitable discoveries with investors -his dedication to giving investors a trading advantage led to the creation of our proven Zacks Rank stock-rat ng system. Since 1988 it has more than doubled the S&P 500 with an average gain of +25.57% per year These returns cover a period from January 1.1988 through May 3,2021. Zacks Rank stock-rating system returns are computed monthly based on the beginning of the month and end of the month Zacks Rank stock pnces plus any dividends received during that part,cular month. A simple, equally-weighted average return of all Zacks Rank stocks ;. calculated to determ,ne the monthly return The monthly returns are then compounded to arrive at the annual return. Only Zacks Rank stocks included,n Zacks hypothetical portfolios at the beginning of each month are included in the return calculations. Zacks Ranks stocks can, and often do, change throughout the month. Certain Zacks Rank stocks for which no month«,d price was available. pricing information was not collected or for certain other reasons have been excluded from these return calculations. 
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6/17/2021 WTRG: Essential Utilities Inc. - Detailed Estimates - Zacks.com 

A ZACKS 
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Join Sign In Help 

AZACKS 
Our Research. Your Success. 

Waoki Ri,imoh 
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Essential Utilities Inc. (WTRG) 
(Real Time Quote from BATS) 
$48.38 uso I 
+0.31(0.65%> 
Updated Jun 17, 2021 11:03 AM 
ET 

Add to portfo .-d i,·ades f,on ~S~--

Zacks Rank: 
2-Buy IC]Q] PEICJ 

Style :,res: 
® Value I ¢ Growth I D Momentum 1 VGM 

Industry Rank: 
Bottom 6% (236 out of 252) 

Industry: Utility -Water Supply 

&~lm¥,Wig#*a/16§:NA*Nfelih, te Overview » Estimates » Essential Utilities Inc. (WTRG) Detailed Estimates 

Detailed Estimates Enter Symbol 

Estimates 

Next Report Date 8/4321 Earnings ESP 0.00% 
Current Quarter 0.28 Current Year 1.67 
EPS Last Quarter 0.72 Next Year 1.79 
Last EPS Surprise 9.09% EPS {TTM} 1.70 

AER 2 . 00 P / E ( FIJ 28 . 81 

Growth Estimates WTRG IND S&P 
Current Qtr (06/2021) -3.45 67,733.33 146.15 
Next Qtr (09/2021) 13.04 7.39 157.99 
Current Year (12/2021) 5.70 11.10 59.35 
Next Year (12/2022) 7.19 24.00 5.13 
Past 5 Years 4.60 1.50 2.80 
Next 5 Years 6.20 10.50 NA 
PE 28.81 49.50 21.66 
PEG Ratio 463 4.71 NA 

Learn More About Estimate Research 
See Brokerage Recommendations 

.l L - -

Premium Research for WTRG 

Zacks Rank 
A Buy 0 

Zacks Industry Rank Bottom 6% (236 out of 252) 

Zacks Sector Rank Bottom 6% (15 out of 16) 

Style Scores -
~ -

· 

We use Cookies to understand how you use our site and to improve your experience. This includes personaliz,ng 
content and adverlising To learn more, click here. By continuing to use our site. you accept our use of cookies revised 
Privacy Policy and Terms of Service. 
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6/17/2021 WTRG: Essential Utilities Inc.- Detailed Estimates - Zacks.com 
Research Reports for WTRG Analyst I Snapshot 
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View All Zacks Rank #1 Strong Buys 

More Premium Research » » 
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Sales Estimates 
Current Qtr Next Qtr Current Year Next Year 

(6/2021) (9/2021) (12/2021) (12/2022) 
Zacks Consensus Estimate 388.OOM 367.OOM 1.84B 1.92B 
#of Estimates 1 1 1 1 
High Estimate 388.OOM 367.OOM 1.84B 1.92B 
Low Estimate 388.OOM 367.OOM 1.MB 1.92B 
Year ago Sales 384.47M 348.65M 1.46B 1.84B 
Year over Year Growth Est, 0.92% 5.26% 25.52% 4.58% 

Earnings Estimates 

Current Qtr Next Qtr Current Year Next Year 
{6/2021) {9/2021) (12/2021) (12/2022) 

Zacks Consensus Estimate 0.28 0.26 1.67 1.79 

#of Estimates 3 3 7 6 
Most Recent Consensus 0.23 0.21 1.64 1.80 
High Estimate 0.32 0.29 1.69 1.85 
Low Estimate 0.23 0.21 1.64 1.75 
Year ago EPS 0.29 0.23 1.58 1.67 
Year over Year Growth Est. -3.45% 13.04% 5.70% 7.47% 

Agreement - Estimate Revisions 

Current Qtr Next Qtr Current Year Next Year 
(6/2021) (9/2021) (12/2021) (12/2022) 

Up Last 7 Days 0 0 0 0 

Up Last 30 Days 0 0 0 0 

Up Last 60 Days 1 1 1 1 

Down Last 7 Days 0 0 0 O 
Down Last 30 Days 0 0 0 o 

Down Last 60 Days 0 1 0 0 

We use cookies to under stand how you use ol!' s le and to improve your expenence This inclucles persofialiang 
content and advertising To learn fnore : Ilck tiere B> contnuing to use our site. you accept our use o- r.ookies revised 
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6/17/2021 WTRG: Essential Utilities Inc. - Detailed Estimates - Zacks.com 
Curront Qtr Next Qtr Currlnt Yoar Next Year 

(6/2021) (9/2021) (12/2021) (12/2022) 
Current 0.28 0.26 167 1.79 
7 Days Ago 0.28 0.26 1.67 1.79 
30 Days Ago 0.28 026 1.67 1.79 
60 Days Ago 0.28 0.26 1.67 1.79 
90 Days Ago 0.28 0.26 1.66 1.79 

Upside - Most Accurate Estimate Versus Zacks Consensus 
Current Qtr Next Qtr Current Year Next Year 

(6/2021) (9/2021} (12/2021) (12/2022) 
Most Accurate Estimate 0.28 0.26 1.67 1.79 
Zacks Consensus Estimate 0.28 0.26 1.67 1.79 
Earnings ESP 0.00% 0.00% 0.00% o.00% 

Surprise - Reported Earnings History 
Quarter Ending Quarter Ending Quarter Ending Quarter Ending 

(3/2021) (12/2020) (9/2020) (6/2020) Average Surprise 

Reponed 0.72 0.46 0.23 0.29 NA 
Estimate 0.66 0.46 0.26 0.24 NA 
Difference 0.06 0.00 -0.03 0.05 0.02 
Surprise 9.09% 0.00% .11,54% 20.8396 4.60% 

Quarterly Estimates By Analyst 
Zacks Premium Subscription Required Learn more 

Annual Estimates By Analyst 
Zacks Premium Subscription Required Learn more 
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6/17/2021 WTRG: Essential Utilities Inc. - Detailed Estimates - Zacks.com 
Copyright 2021 Zacks Investment Research I 10 S Riverside Plaza Suite #1600 IChicago, IL 60606 
At the center of everything we do is a strong commitment to independent research and sharing its profitable discoveries with investors. This ded .atlon to giving investors a trading advantage led to the creation of our proven Zacks Rank stock-rating system Since 1988 it has more than doubled the S&P 500 with an average gain of +25.57% per year. These returns cover a period from January 1. 1988 through May 3, 2021. Zacks Rank stock-rating system returns are computed monthly based on (Fte beginning of the month and end of the month Zacks Rank stock prices plus any dividends received during that particular month. A simple, equally weighted average return of all Zacks Rank stocks is calculated to determine the monthly return. The monthly returns are then compounded to amve at ¢he annual return Only Zacks Rank stocks included,n Zacks hypothetical portfolios at the beginning of each month are nguded in the return calculations Zacks Ranks stocks can, and often do. change throughout the month, Certain Zacks Rank stocks for which no month-end price was availabie pn¢ing information was not collected, or for certain other reasons have been excluded from these return calculations. 
Visit Performance Disclosure for information about the performance numbers displayed above. 
Visit www. zacksdata.com to get our data and content for your mob;Ie app *r website. 
Real time prices by BATS. Delayed quotes by Sungard. 
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6/17/2021 MSEX: Middlesex Water Company - Detailed Estimates - Zacks.com 
Last EPS Surprise -15.22% EPS (TTM) 2.13 
ABR 2.33 P/E (Fl) 38.44 

Growth Estimates MSEX IND S&P 
Current Qtr ( 06 / 2021 ) 727 67 . 733 . 33 146 . 15 
Next Qtr {09/2021) 0.00 7.39 157.99 
Current Year (12/2021) 3.21 11.10 59.35 
Next Year (12/2022) 6.67 24.00 5.13 
Past 5 Years 11.80 1.50 2.80 
Next 5 Years NA 10.50 NA 
PE 21.66 3844 49.50 
PEG Ratio NA 4.71 NA 
Learn More About Estimate Research 
See Brokerage Recommendations 

Premium Research for MSEX 

Zacks Rank 
Sell ® 

Lacks Indusuy Rank Bottom 6% (236 out of 252) 
Zacks Sector Rank Bottom 6% (15 out of 16) 

Style Scores 
* Value I B Growth I A Momentum IQ VGM 

Earnings ESP 0.00% 
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6/17/2021 MSEX: Middlesex Water Company - Detailed Estimates - Zacks.com 
Current Qtr Next Qtr Currint Yiar Nixt Yiar (6/2021) (9/2021) (12/2021) (12/2022) 

Zacks Consensus Estimate 36.OOM 40.OOM 145.OOM 149.OOM 
#of Estimates 1 1 1 1 
High Estimate 36.OOM 40.OOM 145.OOM 149.OOM 
Low Estimate 36.00M 40.00M 145.00M 149.00M 
Year ago Sales 35.28M 39.92M 141.59M 145.OOM 
Year over Year Growth Esl. 2.04% 0.20% 2.41% 2.76% 

Earnings Estimates 

Current Qtr Next Qtr Current Year Next Year 
(6/2021) (9/2021) (12/2021) (12/2022) 

Zacks Consensus Estimate 0.59 0.72 2.25 2.40 
#of Estimates 1 1 2 2 

Most Recent Consensus NA NA 2.19 2.29 
High Estimate 0.59 0.72 2.30 2.50 
Low Estimate 0.59 0.72 2.19 2.29 
Year ago EPS 0.55 0.72 2.18 2.25 
Year over Year Growth Est. 7.27% 0.00% 3.21% 6.67% 

Agreement - Estimate Revisions 

Current Qtr Next Qtr Current Year Next Year 
(6/2021) {9/2021) (12/2021) (12/2022) 

Up Last 7 Days 0 0 0 0 
Up Last 30 Days 0 0 0 0 
Up Last 60 Days 0 o 0 O 
Down Last 7 Days 0 0 0 O 
Down Last 30 Days 0 0 0 0 
Down Last 60 Days o 0 1 1 

Magnitude - Consensus Estimate Trend 

Current Qtr Next Qtr Current Year Next Year 
(6/2021) (912021) (12/2021) (12/2022) 

Current 0.59 0.72 2.25 2.40 
7 Days Ago 0.59 0.72 2.25 2.40 
30 Days Ago 0.59 0.72 2.25 2.40 
60 Days Ago 0.59 0.72 2.28 2,42 
90 Days Ago 0.59 0.72 2.28 2.42 

Upside - Most Accurate Estimate Versus Zacks Consensus 
Current Qtr Next Qtr Current Year Next Year 

(6/2021) (9/2021) (12/2021) (12/2022) 
Most Accurate Estimate 0.59 0.72 2.25 2.40 
Zacks Consensus Estimate 0.59 0.72 2,25 2.40 
Earnings ESP O.00% O.00% 0.00% 0.00% 

Surprise - Reported Earnings History 
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6/17/2021 MSEX: Middlesex Water Company - Detailed Estimates - Zacks.com 
Quarter Ending Quarter Ending Quarter Ending Quarter Ending (3/2021) (12/2020) (9/2020) (6/2020) 

Estimate 0.46 0.43 0-70 0.51 

Average Surprise 

NA 
Difference .0.07 0.04 0.02 0.04 0.01 
Surprise -15.2256 9.30% 2.86% 7.84% 1.20°4 

Quarterly Estimates By Analyst 
Zacks Premium Subscription Required Learn more 

Annual Estimates By Analyst 
Zacks Premium Subscription Required Learn more 

Quick Links 
Services My Account Resources Client Support Follow Us Zacks Mobile 
Account Types Manage Account Help Contact Us 
Pfetruitnn Servii.et Update Profile About Zadts Share Feedback 
Zacks Rank Subscr,ption·. Privacy Policy Aled~a 
Resear•.h Preferences Do Nol Sell My Person,il Careefy. 
Personal Finance Log~n/Password Help Info rinatio,· Advertise 
Coni,rwntary Upgrade to Premium Terms of Seruce Testinionials 
Edit ca t)on Performance Disclosure 
Zacks Advisor Tools Actessib,1[ly 

Site Map 

Podcasts 

Earnings Calendar 

Facebook 

Twitter 

Linked w) 

You Tube 

APP 
, D,i.. nlv·,d on /hr 

0 *pp store 

)* Google Play 

Zacks Research is Reported On: 

r-r- BBB Rating: A+ ACCREOJT€D 
As of 6.17 2021 BUSINESS Click for P,ohl. 

This page has not been authorized, sponsored. or otherwise approved or endorsed by the companies represented herein. Each of the company logos represented here,n are trademarks of Microsoft Corporation; Dow Jones & Company: Nasdaq, Inc.: Forbes Media LLC: Investor»s Business Daily, Inc.; and Momingslar, Inc 
Copyright 2021 Zacks Investment Research I 10 S Riverside Plaza Suite #1600 I Chicago. IL 60606 
At the center of everything we do is a strong commitment lo independent research and sharing its profitable discoveries with investors. -his dedication to giving nvestors a trading advantage led to the creation of our proven Zacks Rank stock-ral ng system Since 1988 it has more than doubled the S&P 500 with an average gain of +25.57% per year These returns cover a period from January 1. 1988 through May 3. 2021 Zacks Rank stock-rating system returns are computed monthly based on the beginning of the month and end of the month Zacks Rank stock prices pius any dividends received during that paft,cular monlh. A simple, equallrweighted average return of all Zacks Rank stocks is calculated to determine the monthly return. The monthly returns are then compounded to arrive at the annual return. Only Zacks Rank stocks included in Zacks hypothetical portfolros at the beginning of each month are included in the return calculations. Zacks Ranks stocks can, and offen do, change throughout the month Certain Zacks Rank stocks for which no month-end price was available, pricing information was not collected, or for certain other reasons have been excluded from these return calculations. 
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Detailed Estimates Enter Symbol 

Estimates 

Next Report Date 8/5/21 Earnings ESP 0.00% 
Current Quarter 0.66 Current Year 1.97 

EPS Last Quarter 0.12 Next Year 2.47 

Last EPS Surprise 0.00% EPS (TTM) 2.19 
ABR 3.00 P/E (Fl) 33.45 

Growth Estimates SJW IND S&P 
Current Qtr {06/2021) -4.35 67,733.33 146.15 
Next Qtr (0W2021) -15.22 7.39 157.99 
Current Year (12/2021) -7.94 11.10 59.35 
Next Year (12/2022) 25.38 24.00 5.13 
Past 5 Years -0.40 1.50 2.80 
Next 5 Years NA 10.50 NA 
PE 33.45 49.50 21.66 
PEG Ratio NA 4.71 NA 

Learn More About Estimate Research 
See Brokerage Recommendations 

See Earnings Report Transcript 

Premium Research for SJW 

Zacks Rank Sell Gl 

Zacks Industry Rank Bottom 6% (236 out of 252} 

Zacks Sector Rank Bottom 6% (15 out of 16) 

\Ne use cookies to understand how you use our site and to improve your experience. This includes personalizulg 
Ccnteflt and advertising To learn more, click here. By continuing to use our site. you accept our use of cookies, revised 
Privacy Policy and Terms of Service, 

I accept X 

https://www.zacks.com/stock/quote/SJW/detailed·estimates 1~(4 



6/17/2021 SJW: SJW Group - Detailed Estimates - Zacks.com 
Research Report for SJW 

Snapshot 
(.. = Change in last 30 days] 

View All Zacks Rank #1 Strong Buys 

More Premium Research » » 

Research for SJW 

~ Chart for SJW 
Clt, for SJW 

Api 

70.00 
:8.00 
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Interactive Chart J Fundamental Charls 
-

Sales Estimates 

Current Qtr Next Qtr Current Year Next Year 
(6/2021) (9/2021) (12/2021) {12/2022) 

Zacks Consensus Esti mate 150.58M 168.91M 572.20M 596.79M 

#of Estimates 2 2 2 2 
High Estimate 151.OOM 170.OOM 574.OOM 600.58M 
Low Estimate 150.16M 167.81M 570.40M 593.OOM 
Year ago Sales 147.21M 165.86M 564.53M 572.20M 
Year over Year Growth Est. 2.29% 1.84% 1.36% 4.30% 

Earnings Estimates 

Current Qtr Next Qtr Current Year Next Year 
(6/2021) (9/2021) (12/2021) (12/2022) 

Zacks Consensus Estimate 0.66 0.78 1.97 2.47 
#of Estimates 2 2 2 3 

Most Recent Consensus 0.61 0.74 2.00 2.44 
High Estimate 0.70 0.82 2,00 2.50 
Low Estimate 0.61 0.74 1.94 2.44 
Year ago EPS 0.69 0.92 2.14 1.97 
Year over Year Growth Est. -4.35% -15.22% -7.94% 25.38% 

AAIBB--an* - C-*|€¥,d*~ guw;n;..,. 

VVe use c.ook,es to understand how you use our site and t[) ~nprove vour experience This.iiciudes personaltztng 
conterit and advertising To learn more. click here. By continuing to use our site. you accept our use of .ookies revised 
Privacy Policy and Terms of Service. 

I accept X 
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6/17/2021 SJW: SJW Group - Detailed Estimates - Zacks.com 
Current Qtr Next Qtr Current Year Next Year (6/2021) (9/2021) (12/2021) (12/2022) -=~. . --t,™ 

Up Last 7 Days 0 0 0 0 
Up Last 30 Days 0 0 0 0 
Up Last 60 Days 0 0 0 0 
Down Last 7 Days 0 0 0 0 
Down Last 30 Days 0 0 0 0 

Down Last 60 Days 1 2 2 2 
Magnitude - Consensus Estimate Trend 

Current Qtr Next Qtr Current Year Next Year (6/2021) (9/2021) (12/2021) (12/2022) 
Current 0.66 0.78 1.97 2.47 
7 Days Ago 0.66 0.78 1.97 2.47 
30 Days Ago 0.66 0.78 1.97 2.47 
60 Days Ago 0.72 0.95 2.36 2.52 
90 Days Ago 0.74 0.92 2.38 2.51 

Upside - Most Accurate Estimate Versus Zacks Consensus 
Current Qtr Next Qtr Current Year Next Year (6/2021) (9/2021) (12/2021) (12/2022) 

Most Accurate Estimate 0 . 66 0 . 78 1 . 97 2A7 
Zacks Consensus Estimate 0.66 0.78 1.97 2.47 
Earnings ESP O.00% 0.00% O.00% 0.00% 

Surprise - Reported Earnings History 
Quarter Ending Quarter Ending Quarter Ending Quarter Ending 

(3/2021) (12/2020) (9/2020) (6/2020) Average Surprise 
Reported 0.12 0.46 0.92 0.69 NA 
Estimate 0.12 0.34 0.93 0-71 NA 
Difference 0.00 0.12 -0.01 -0.02 0.02 
Surprise 0.00% 35.29% 1-08% -2.82% 7.85% 

Quarterly Estimates By Analyst 
Zacks Premium Subscription Required Learn more 

Annual Estimates By Analyst 
Zacks Premium Subscription Required Learn more 

Quick Links 

Services My Account Resources Client Support Follow Us Zacks Mobile 
Acwwt Types IManage Accoi,rll Help Contact Us 
Premium Servi{,es Update Profile Aboltt Zacks Share Feedback 
Zacks Rmk Sut}scrtptions Privacy Policy Media 
Researcti Preferefices Do Not Sell My Personal Careeis 
Personal FinancE? Login/Password Help I,Worn,alion Advertise 
Ooininenlary Upgrade to Pre,n,um Tenns of Service Tesumon als 

Facebook APP 
D.r.·.·nln..d un th-Twitter U App Store 

Linkedin -
/ GEI Il C ·, 

You Tube / Google Play 

We use woktes to understand how you use our gte and to improve your experience This incll,{les perso,ialtzmg 
content and advertising To learn more, click here. By continuing to lise our site. you accept our use of cookies, revised 
Pnvacv PolicY and Terms of Service. 

I accept X 
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6/17/2021 SJW: SJW Group - Detailed Estimates - Zacks.com 
Podcasts 

Earnings Calendar 

Zacks Research is Reported On: 

ACC R€Drrf_D 
BUS/,FESS 

BBB Rating: A+ 
! *ioi 6 1-2'21 

Cld for Prol 1• 

This page has not been authorized, sponsored. or otherwise approved or endorsed by the companies represented herein Each of the company logos represented here,n are trademarks of Microsoft Corporation, Dow Jones & Company; Nasdaq, Inc.: Forbes Media, LLC; Investor's Business Daily, Inc.: and Mornlngstar, Inc. 
Copyright 2021 Zacks Investment Research I 10 S Riverside Plaza Suite #1600 I Chicago, IL 60606 
At the center of everything we do is a strong commitment to independent research and sharing its profitable discoveries with Investors. This dedication to g ving investors a trading advantage led to the creation of our proven Zacks Rank stock-rating system. S nce 1988 it has more than doubled the S&P 500 with an average gain of +25.57°k per year These returns cover a period from January 1,1988 through May 3 2021. Zacks Rank stock-rating system returns are computed monthly based on the beginning of the month and end of the month Zacks Rank stock prices plus any dividends received dur ng that particular month A simple, equally-weighted average return dall Zacks Rank stocks is calculated to determine the monthly return. The monthly returns are then compounded to arrive at the annual return. Only Zacks Rank stocks Included in Zacks hypothetical portfolios at the beginning of each month are included in the return calculations. Zacks Ranks stocks can, and often do, change throughout the month. Certain Zacks Rank stocks for which no month-end price was available, pricing information was not collected, or for certain other reasons have been excluded from these return calculations, 
Visit Performance Disclosure for Information about the performance numbers displayed above. 
Visit www.zacksdata.com to get our data and content for your mobile app or website 
Real time pnces by BATS. Delayed quotes by Sungard. 
NYSE and AMEX data is at least 20 minutes delayed. NASDAQ data,s at least 15m nutes delayed. 
This site is protected by reCAPTCHA and the Google Privacy Policy and Terms of Service app.y 

We use cookies to understand how you use our site and to improve your experience. This indudes personalizing 
conlent and advemsing. To learn more. cllck here. By continutng lo use our site, you accept our use of cookies. revised 
Privacy Policy and Terms of Service. 
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6/17/2021 YORW: The York Water Company - Detailed Estimates - Zacks.com 
. 

AZACKS 
Menu r- -

Quote or Search 

Join Sign In Help 
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Our Research. Your Success. 
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BUY NOW 

Available at 
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The York Water Company (YORW) Add to portfo 1* Trades from (Sl~ (Real Time Quote from BATS) 

$50.98 usD Zacks Rank: 
4-Sell Ijcmi L-JEC] -0-43 (-0.84%) style Scores: 

Updated Jun 17,2021 11:03 AM I C Value I B Growth I A Momentum I ~ VGM 
ET Industry Rank: 

Bottom 6% (236 out of 252) 
Industq: Utility -Water Supply 

~¥'9¥,44*•Wg,4~vm,a, Quote Overview » Estimates » The York Water Company (YORW) Detailed Estimates 

Detailed Estimates Enter Symbol 

Estimates 

ninW 
eve use cookies to understand hav you use our site and to improve your experience. This mdudes personali/~ng 
content and advertising. To learn fnol·e click here Bv cont,nuing to use Our site you accept our use of cookies revised 
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6/17/2021 YORW: The York Water Company - Detailed Estimates - Zacks.com Last EPS Surprise -6.67% EPS (TTM) 1.24 
NBR 1 . 00 P / E ( Fl ) 39 . 70 

Growth Estimates YORW IND S&P 
Current Qtr (06/2021) 3.13 67.733.33 146.15 
Next Qtr (0W2021) 8.33 7,39 157.99 
Current Year (12/2021) 2.36 11.10 59.35 
Next Year {12/2022) 4.62 24.00 5.13 
Past 5 Years 6.50 1.50 2.80 
Next 5 Years NA 10.50 NA 
PE 39.70 49.50 21.66 
PEG Ratio NA 4.71 NA 
Learn More About Estimate Research 
See Brokerage Recommendations 

Premium Research for YORW 

Zacks Rank 
V Sell gl 

Zacks Industry Rank Bottom 6% (236 out of 252) ~ 
Zacks Sector Rank Bottom 6% (15 out of 16) 
Style Scores 

C Value I B Growth I A Momentum I~JVGM 
Earnings ESP 0.00% 
Research Report for YORW Snapshot 
(. , = Change in last 30 days) 

View All Zacks Rank #1 Strong Buys 

More Premium Research » » 

Research for YORW 

Chart for YORW 
Ch,tts fm YORW 
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Interactive Chart I Fundamental Charts 

We use cookies lo understand how you use ciM sde and to impr ve v ur expere V,e This includes persorlaliz,ng 
contw-'t and advertising To learn more cl ck here By continuing ouse ur ie. y,u iccepl ouruse of cookies, revised 
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6/17/2021 YORW: The York Water Company - Detailed Estimates - Zacks.com 
Currlnt Qtr N,xt Qtr Current Y,ar Nixt Y•ar (6/2021) (9/2021) (12/2021) (12/2022) 

Zacks Consensus Estimate 14.00M 15.00M 56.00M 57.DOM 
#of Estimates 1 1 1 1 
High Est mate 14.00M 15.00M 56.00M 57.00M 
Low Estimate 14.DOM 15.00M 56.00M 57.00M 
Year ago Sales 13.32M 14.26M 53.85M 56.00M 
Year over Year Growth Est. 5.11% 5.19% 3.99% 1.79% 

Earnings Estimates 

Current Qtr Next Qtr Current Year Next Year (6/2021) (9/2021) (12/2021) (12/2022) 
Zacks Consensus Estimate 0.33 0.39 1.30 1.36 
#of Estimates 1 1 2 1 
Most Recent Consensus NA NA 1.29 1.36 
High Estimate 0,33 0.39 1,30 1.36 
Low Estimate 0.33 0.39 1.29 1.36 
Year ago EPS 0.32 0.36 1.27 1.30 
Year over Year Growth Est. 3.13% 8.33% 2.36% 5.00% 

Agreement - Estimate Revisions 

Current Qtr Next Qtr Current Year Next Year (6/2021) (9/2021) (12/2021) (12/2022) 
Up Last 7 Days 0 0 0 0 

Up Last 30 Days 0 0 0 0 
Up Last 60 Days 0 0 0 0 
Down Last 7 Days 0 0 0 0 
Down Last 30 Days 0 0 0 0 
Down Last 60 Days o 0 1 1 

Magnitude - Consensus Estimate Trend 
Current Qtr Next Qtr Current Year Next Year 

(6/2021) (9/2021) (12/2021) (12/2022) 
Current 0.33 0.39 1.30 1.36 
7 Days Ago 0.33 0.39 1.30 1.36 
30 Days Ago 0.33 0.39 1.30 1.36 
60 Days Ago 0.33 0.39 1.30 1.37 
90 Days Ago 0.33 0.39 1.30 1,37 

Upside - Most Accurate Estimate Versus Zacks Consensus 
Current Qtr Next Qtr Current Year Next Year 

(6/2021) (9/2021) (12/2021) (12/2022) 
Most Accurate Estimate 0.33 0.39 1.30 1,36 
Zacks Consensus Estimate 0.33 0.39 1.30 1.36 
Earnings ESP o.00% O.00% 0.00% O.00% 

Surprise - Reported Earnings History 

We use cookies to understand how you use our site and to improve your experience Th s ncludes pertiorlallzlng 
content and advertising To learn more click here. By continu ng to use ouf s,te you accept our tse of · ookies revised 
Pnvacy Policy and Terms of Service. 

I accept X 
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6/17/2021 YORW: The York Water Company - Detailed Estimates - Zacks.com 
Quarter Ending Quaner Ending Quarter Ending Quarter Ending (3/2021) (12/2020} (9/2020) (6/2020} Average Surprise 

Estimate 0.30 0.26 ON 0.28 NA 
Difference -0.02 0.02 0.02 0.04 0.02 
Surprise -6.67% 7.69% 5.88% 14.29% 5.30% 

Quarterly Estimates By Analyst 
Zacks Premium Subscript on Required Learn more 

Annual Estimates By Analyst 
Zacks Premium Subscnpl on Required Learn more 

Quick Links 

Services My Account Resources C!1ent Support Follow Us Zacks Moblie Account Types Manage Account Help Contact U: 
Premium Services Update Profite About Zacks Sham Feedback 
Zacks Rank. Subscriptions Prlvacv Policy Med,a 
Researoh Preferences Do Not Sell Mv Personi Careers 
Personal Finance Login·Password Help In for,natlor· Advertise 
Coni,nentary Upgrade to Premium Terms ol Service Testiniofitals 
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Zacks Advisor Tools Accesslbll t> 
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6/17/2021 AWR 82.68 0.25 0.3196 :American States Water Company - Yahoo Finance Finance Home Watchlhts My Portfolio kreeners Yahoo Finance Plus O Markets News ... Yflnanm• try t, fke 

American States Water Company (AWR) 6 Add to watchlist , &% Visitor5 trend 2W * IOW T 9•* t NYSE - Nasdaq Real Time Price. Currency in USD 

82.69 +0.25 (+0.31%) Quote Lookup El 

As of 10:44AM EDT Market open. 

Summary Company Outlook O fChart Conversations Statistics Historical Data Profile Financials Analysis options ,# 

Currency ill USD 
Current Qtr (Jun Earnings Estimate 

2021> Next Qtr (5ep 2021) Current Year (2021) Next Year (2022) 
<©| || -i,Jr,IVLQSAR• 

No. of Analysts 2 

Avg. Estimate 0.69 

2 3 

0.75 2.44 

4 0*,01 ,.. 
... 2.57 

Low Esti mate 0.68 0.75 2.4 2.54 

High Estimate 0.7 0.75 2 47 2.58 

Use promo code SAV[SO. 
Book 6/15-6/17. 

Year Ago EPS O.69 0.72 2.33 2.44 to 
Current Qtr (Jun Revenue Estimate 

2021) 

No. of Analysts 2 

Avg. Estimate 12154M 

Low Estimate 119.09M 

High Estimate 124M 

Year Ago Sales N/A 

Sales Growth (year/est) N/A 

Next Qtr (Sep 2021) Current Year (2021) Next Year (2022) 

2 2 3 

132 02M 506.5M 519 88M 

124.05M 504M 512.64M 

140M 509M 528M 

133.69M 488.24M 506.5M 

-1.20% 3.70% 2.60% 

/off 
base 
fares' 

-Uji.-u·-o,ur, t©,I,· 5,i.Ekl S.,h, 645 '1··b' 5# 1·i,eil 5.r-t_ I[,1'71 0•,r•"rl: M 'Ii·,I·••ri:•:q·e ,;,j.•p r-·· 

Earnings History 6/29/2020 9/29/2020 12/30/2020 3/30/2021 Southwest• 
EPS Est, 

EPS Actual 

Difference 

Surprise % 

0.69 0.75 0.47 0.45 

0.69 0.72 0.54 0.52 

0 -0.03 0.07 007 

0.00% 4.00% 14.90% 15.60% 

Current Qtr. (Jun EPS Trend 2021) Next Qtr (Sep 2021) Current Year(2021) Next Year (2022) People Also Watch 

Current Estimate Symbol Last Prrce Change % Chan* 0.69 0.75 2.44 2.57 

7 Days Ago 0.69 0.75 2.44 2.57 

30 Days Ago 0.69 075 2.44 2.57 

CWT 58.45 •0.20 +0.34% 
California Water Serv,ce Group 

SJW 65.98 +0.08 +0.12% 
SJW Group 

60 Days Ago 0.67 

90 Days Ago 0.67 

Current Qtr (Jun EPS Revisions 
2021) 

0.76 2.4 2.54 MSEX 86.78 +0.47 +0.54% 
Middlesex Water Cornparly 

0.76 2.4 2.54 NWN 54.91 -0.10 .0.18% 
Northwest Natural Holding Company 

YORW 50.65 -0.76 -1.48% 
Next Qtr. (Sep 2021) Current Year {2021) Next Year (2022) The York Water Company 

https://finance.yahoo.com/quote,AWR/analysis?p=AWR 
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Finance Home Watchllsts My Portfolio 

AWR 82.68 0.25 0.31% : American States Water Company - Yahoo Finance 
Screeners Yahoo Finance Plus O Markets News ·.. ¥ffinance* Try R free 

ZWZ 1~ ' • 

Growth Estimates 

NA NA N/A N/A 

N/A N/A N/A NA 
4 

N/A N/A N/A N/A 

N/A NA N/A N/A 2 

AWR Se€ko,(5} %*p 500 
Ap, MA 

Up Last 7 Days 

Up Last 30 Days 
Strong Buy 

Down Last 7 Days Buy 
Hold Down Last 30 Days 
Underperform 
kl 

Current Qtr. N/A N/A N/A N/A 
Recommendation Rating > 

Next Qtr 4.20% N/A N/A N/A 
2.2 

Current Year 4.70% N/A N/A NA 

Next Year 5.30% N/A N/A N/A 

12345 
Strong 8•, Hold Under Sell 

Buy perform 
Next 5 Years (per 
annum) 5.20% N/A N/A WA Analyst Price Targets (5) > 

Average 79.20 Past 5 Years (per 
annum} 5 - 48 % N / A N / A N / A 0 

Low 60.00 High 94.00 
Current 82.67 

Upgrades & Downgn•des > 

Upgrade Wells Fargo: Equal-
Weight to Overweight 9/21/2020 

Maintains UBS: to Selt 6/22/2020 

Initiated Seaport G.obalt to Buy 5/20/2020 

Maintains UBS: to Sell 3/31/2020 

Upgrade Wells Fargo: Underweight 3/11/2020 to Equal·Weight 

Upgrade Janney Capital. Neutral 3/4/2020 to Buy 

More Upgrades & Oowngrades 

Advertise with us 

Data Disclaimer Help Suggestions 
Privacy Dashboard [> 

Privacy (Updated) About Our Ads Terms 
(Updated) S:temap 

• f in 
OP 2021 Verizon Med a All rights reserved. 

https://Iinance.yahoo.com/quote/AWR/analysis?p=AWR 



6/17/2021 AWK 159.31 0.84 0,53% : American Water Works Company, Inc. - Yahoo Finance Finance Home Watchlists My Portfolio Screeners Yahoo Finance Plus U Markets News ... y~|lanl* TP¥ •t free 

American Water Works Company, Inc. (AWK) ( €r Add to v¥atchlist , &1 Visitors trend 2W * lQW t 9M t NYSE - Nasdaq Real Time Prke. Currency in USD 

159.31 +0.84 (+0.53%) Quote Lookup 

As of 10:4SAM EDT. Market open. 

5ummary Company Outlook O Chart Conversations Statistics Historical Data Profile Financials Analysis Options .•• 

Currency in USD 
Earnings Estimate Current Qtr. (Jun 

2021) Next Qtr (Sep 2021) Current Year(2021) Next Year (2022) 

No. of Analysts 

Avg. Estimate 

Low Estimate 

High Estimate 

Year Ago EPS 

9 9 17 17 

1.09 1.55 4,24 4.61 

1.03 1.47 4.2 4.5 

1,12 1-61 4.32 4.72 

0.97 1.46 3.91 4.24 

Current Qtr. (Jun Revenue Estimate 
2021) 

No. of Analysts 7 

Avg. Estimate 1.018 

Low Estimate 957.92M 

High Estimate 1.078 

Year Ago Sales N/A 

Sales Growth (year/est) NA 

Next Qtr. (Sep 2021) Current Year (2021) Next Year (2022) 

7 12 12 

1.198 4.02B 4.248 

1.09B 3.91B 4.06B 

1.4B 4.16B 4,41B 

1.11B 3.78B 4.028 

7.60% 6.50% 5.50% 

L 
ih \.-/ . 

People Also Watch 

Symbol Last Price Change %Change 

AWR 82.61 +0.18 +0.22% 
American States Water Company 

Earnings History 6/29/2020 9/29/2020 12/30/2020 3/30/2021 

EPS Est, 096 1.38 0.8 0.73 

EPS Actual 0.97 1.46 0.8 0.73 

CWT 58 . 45 + 0 . 20 + 0 - 34 % 
Californua Water Service Group 
NEE 74.13 +0.83 +1.13% 
Next Era Energy, Inc. 

XYL 114.57 ·0.92 -0.8096 
Xylem Inc. 

AEP 84.64 +0.24 +0.28% Difference 0.01 0.08 0 0 American Electric Power Company, . 

Surprise % 1.00% 5.80% 0.00% 0.0096 Recommendation Trends > 

EPSTrend Current Qtr. (Jun 
2021) Next Qtr (Sep 2021) Current Year (2021) Next Year (2022) 

Current Estimate 1.09 1.55 4.24 461 

7 Days Ago 1.09 1.55 4.24 4.61 

30 Days Ago 1.09 1.55 4.24 4.61 

Strong Buy 
Suy 
Hold 

Underperform 
Sell 

60 Days Ago 1.08 1.55 4.24 4.6 

90 Days Ago 1.08 1.56 4.23 4.59 

73 16 

r Li 

411 **U*,JLN, 

Recommendation Rating > 

EPS Revisions Current Qtr. (Jun 
2021) Next Qtr. (Sep 2021) Current Year (2021) Next Year (2022) 

https://finance.yahoo.com/quote/AWK/analysis?p=AWK 



6/1 m021 AWK 159.31 0.84 0,53% : American Water Works Company, Inc. · Yahoo Finance Finance Home Watchllsts My Portfolio kreeners Yahoo Finance Plus ~l Markets News •·• 1*finc,nl# Try il free 
< U . a , ~ 

'' V ' W 

Up Last 7 Days N/A N/A NtA NA 
Slip perform 

Up Last 30 Days N/A N/A N/A N/A Analyst Price Targets (14) > 

Down Last 7 Days N/A NA N/A N/A 
Average 165.36 

O 
Down Last 30 Days N/A N/A N/A N/A W.146.00 High 185 00 Current 159.31 

Growth Estimates AY ; K IM * lf - y »< torts } iP f , 00 
Upgrades & Downgrades > 

Current Qtr. 12.40% NA N/A NA Maintains Barclays: to Equal-
Weight 5/25/2021 

Next Qtr 6.2096 N/A N/A N/A Argus Research: Buy Downgrade to Hold 5/12/2021 
Current Year 8.40% NA N/A NA 

Maintains Barclays: to Equal-Next Year 870% NA N/A NA Weight 1/22/2021 

Next 5 Years (per 
annum) 8.60% N/A N/A NA Overweight 

Initiated Atlantic Equities: to 1/7/2021 

Past 5 Years (per 8.74% NA N/A N/A Neutral 
Janney Capital: Buy to Downgrade annum) 10/13/2020 

Downgrade HSBC· Buy to Hold 8/28/2020 

More Upgrades & Downgrades 

Cookies 'n' cookies 
'n' even more cookies i 

kHERSBEVB 

Advertise with us 

Data Disclaimer Help Suggestions 
Pr vacy Dashboard [B 

Privacy (Updated) About Our Ads Terms 
(Updated) S temap 

• f in 
€· 2021 Verizon Media. All rights reserved 
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6/17/2021 CWT 58.50 0.25 0.43% : California Water Servjce Group - Yahoo Finance 
Finance Home Watchllsts My Portfolio kreeners Yahoo Finance Plus O Markets News ··· Vflnanm• r, il,r,ee 

California Water Service Group (CWT) * Add to watchlis~ a Visitors trend 2W * 1©W 1' 9M l' NYSE · Nasdaq Real Time Price. Currency in USD 

58.50 +0.25 (+0.43%) Quote Lookup 

As of 10:50AM EDL Market open. 

Summary Company Outlook O Chart Conversations Statistics Historical Data Profile Financials Analysls Options 

Currency,n USD 
Earnings Estimate Current Qtr (Jun 

2021) 

Na of Analysts 4 

Avg, Estimate 0.43 

Low Estimate 0.34 

High Estimate 0.48 

Year Ago EPS 0.11 

Next Qtr. (Sep 2021) Current Year (2021) Next Year (2022) 

4 6 6 

0.96 1-77 1.86 

0,77 1.7 1.78 

1.07 1.85 2.01 

1.94 1.97 1.77 

Current Qtr. (Jun Revenue Eitlmate 
2021) 

Na of Analysts 2 

Avg, Estimate 202.09M 

Low Estimate 187M 

High Estimate 217.18M 

Year Ago Sales 175.48M 

Sales Growth (year/est) 15.20% 

Next Qtr. (Sep 2021) Current Year (2021) Nex[ Year (2022> 

2 3 3 

307.68M 799.04M 833.89M 

252M 766M 779M 

363-37M 835.32M 873.17M 

286.6M 794.31M 799.04M 

7.40% 0.60% 4.40% 

P.IO . . 

*hl.--:*, 

People Also Watch 

Syznbo] Last Prtce Change t Cha,-* 

AWR 82.69 +0.26 +0.32% 
American States Water Company 

SJW 65.93 +0.03 +0.05% 
5JW Group 

Earnings History 6/29/2020 9/29/2020 12/30/2020 3/30/2021 

EPS Est. 0.59 1,11 o.s -0.02 

MSEX 86.73 +0.42 +0.49% 
Middlesex Water Company 

VORW 50.65 -0.76 -1.48% 
The York Water Company 

EPS Actual 0.11 1.94 0.31 -0.06 ARTNA 40.29 -0.12 -0.28% 
Arteslan Resources Corporation 

Difference -0.48 0.83 ·0.19 -0.04 
Recommendation Trends > Surprise % -81.40% 74.80% -38.00% -200.00% 

EPS Trend Current Qtr. (Jun 
2021) 

Current Estimate 0.43 

Ap' '.Ur 

Next Qtr (Sep 2021) Current Year (2021) Next Year (2022) 
Strong Buy 

0.96 1.77 1.86 euy 
Holcl 

7 Days Ago 0.43 0.96 1-77 1.86 Underperform 
Sel 30 Days Ago 0.43 0.96 1.77 1.86 

60 Days Ago 0.46 0.91 1,75 1.86 

90 Days Ago 0.46 0.98 1.75 1.86 Recommendation Rating > 

Current Qtr. (Jun EPS Revisions 
2021) Next Qtr. (Sep 2021) Current Year (2021) Next Year (2022) -

https:#finance.yahoo.corn/quote/CWT/analysis?p=CWT 



6/17/2021 CWT 58.50 0.25 0.43% : California Water Service Group - Yahoo Finance 

Finance Home Watdillsts My Portfolio kreeners Yahoo Finance Plus O Markets News ... ¥f|nani* Tfy t, free 
Up Last 7 Days N/A NA N/A N/A .-'. 
Up Last 30 Days N/A N/A N/A NA Analyst Price Targets (6) > 

Average 52.00 Down Last 7 Days N/A N/A N/A N/A 
C 

Down Last 30 Days N/A NA NA N/A p4~4 60.00 io•v 40 00 
Current 58.50 

Growth Estimates CWT , tck,5 'ry Sec r<,r,%} 5&P '00 

Current Qtr. 290.90% N/A N/A NA 

Next Qtr -50.50% N/A NA N/A 

Current Year -1020% N/A N/A N/A 

Next Year 5.10% NA N/A N/A 

Upgrades a Downgrades > 

Downgrade Seaport Global: Neutral 
to Sell 4/16/2021 

Wells Fargo: Equal-Downgrade Weight to Underweight 3/4/2021 

Initiated Seaport Global: to 5/20/2020 Neutral 

Next 5 Years (per 
annum) 11.70% NA N/A NA Weight 

Maintains Wells Fargo. to Equal- 5/1/2020 

Past 5 Years (per 
annurn) 

Upgrade 21.05% N/A N/A N/A 
Janney Capital: Neutral 
to 8uy 5/1/2020 

Wells Fargo- Market 
Downgrade Perform to 3/27/2019 

Underperform 

More Upgrades & Downgrades 

Advertise with us 

Data Disclaimer Help Suggest ons 
Privacy Dashboardit> 

Privacy (Updated) About OUf Ads Terms 
(Updated) Sttemap 

V f in 
€· 2021 Ve-tzon Media. AI, fights reserved 
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6/1 m021 WTRG 48.40 0.33 0.69% : Essential Utilities, Inc. - Yahoo Finance 
Finance Home Watchlists My Portfolio kreeners Yahoo Finance Plus O Markets News ··• y/fin€:n€ei T·, i, free 

Essential Utilities, Inc. (WTRG) 
NYSE Nasdaq Real Time Price. Currency in USD 

¢y Add to watchlist Zt Visitors trend 2W t loW t 9M t 

48.40 +0.33 (+0.69%) Quote Lookup El 

As of 10 59AM EDI Market open 

Summary Company Outlook O Cha ft Conversations Statistics Historical Data Profile Financials Analysis Options 

Currency in USD 
Earnings Estimate Current Qtr (Jun 

2021) 

No. of Analysts 8 

Avg. Estimate 0.26 

Low Estimate 022 

High Estimate 0.32 

Year Ago EPS 0.29 

Next Qtr. (Sep 2021) Current Year (2021) Next Year {2022) 

8 14 13 

0.25 1.67 1.79 

0 23 1.64 1.76 

0.29 1.69 1.8 We've got your baek with 
Complimentary Maintenance that.-

0.23 158 1.67 SPONSORED BY HYUNDAI ( See More) 

Current Qtr. (Jun Revenue Estimate 
2021) 

No. of Analysts 2 

Avg Estimate 373.36M 

Low Estimate 342M 

High Estimate 404.71M 

Year Ago Sales NA 

Sales Growth (year/est) N/A 

Next Qtr <Sep 2021) Current Year {2021) Next Year (2022) 

2 8 7 

364 14M 1.96B 2.09B 

360M 18B 1.88B 

368.29M 2.088 2.44B 

34865M 1.46B 196B 

4,40% 34.10% 6.80% 

yahoo/ 

Trade like it's not 
your first rodeo 

People Also Watch 

Symbol Last Price Change % Change 

MSEX 86.79 +0.49 +0.56% 
Middlesex Water Company 

Earnings History 6/29/2020 9/29/2020 12/30/2020 3/30/2021 

EPS Est. 0.22 0.23 0.45 0.66 

EPS Actual 0.29 0.23 0.46 0.72 

Difference 0.07 0 0.01 0.06 

EVRG 64,75 +0.53 +0.83% 
Evergy.Inc 

YORW 50.95 .0.46 -0.89% 
The York Water Company 

CWT 58.53 +0.28 +0.47% 
California Water Service Group 

gw 65.93 +0.03 +0.05% 
SJW Group 

Surprise % 31.80% 0.00% 2.20% 9,10% 

EPS Trend Current Qtr. (Jun 
2021) Next Qtr. (Sep 2021) Current Year (2021) Next Year (2022) 

Current Est mate 0.26 0.25 1.67 1.79 

7 Days Ago 0.26 0.25 1.67 1.79 

30 Days Ago 0.26 0.25 1.67 1.79 

60 Days Ago 0.27 0.25 1.67 1.79 

90 Days Ago 0.28 0.25 1.67 1.79 

Advertise with us Current Qtr. (Jun EPS Revisions 
2021) Next Qtr. {Sep 2021) Current Year (2021) Next Year (2022) 

https://finance.yahoo.com/quote/WTRG/analysis?p=WTRG 



6/17/2021 WTRG 48-40 0.33 0.69% : Essential Utilities, Inc. - Yahoo Finance 
Finance Home Watchllsts My Portfolio Screeners Yahoo FInance Plus O Markets Neva ·•• y/finance Tf y it free 
Up Last 7 Days N/A N/A N/A N/A 

Up Last 30 Days NA N/A NtA N/A 

Privacy Dashboard {> 

Privacy (Updated) About Our Ads 'e·ms 
(Updated) S temap 

Down Last 7 Days N/A N/A N/A N/A • f in 
© 2021 Verizon Medta All rghts reserved Down Last 30 Days N/A N/A N/A N/A 

Growth Estimates WTRG Industry bpc,04'(S) S&P bCO 

Current Qtr. -10.30% N/A N/A NA 
Next Qtr. 8.70% N/A N/A N/A 

Current Year 5.70% N/A N/A WA 

Next Year 7.20% N/A NtA N/A 

Next 5 Years (per 
annum) 6 . 40 % N / A N / A NA 

Past 5 Years (per 
annum) 3.91% N/A N/A NA 

https://finance.yahoo.com/quote/WTRG/analysis?p=WTRG 202 



6/17/2021 MSEX 86.79 0.49 0.56% : Middlesex Water Company - Yahoo Finance 
Finance Home Watchllsts My Porlfollo Screeners Yahoo Finance Ptus O Markets News ··· fflnanoe* Tf, illree 

Middlesex Water Company (MSEX) t * Add to watchlist ~ NasdaqGS - NasdaqGS Real Time Price Currency,n USD 2 Visitors trend 2W i 10W ¥ 9M t 

86.80 +0.49 (+0.56%) Quote Lookup ~ 

As of 10:57AM EDT Market open. 

Summary Company Outlook O Chart Conversations Statistics Historical Data Profile Financ,als Analysis Options 

Currency tn USD 
Earnings Estimate Current Qtr. (Jun 

2021) 

No. of Analysts 2 

Avg. Estimate 0.58 

Low Estimate 0.58 

High Estimate 0.59 

Year Ago EPS 0.55 

Next Qtr (Sep 2021) Current Year (2021) Next Year (2022) 

2 3 3 

0.8 2.28 2.49 

0.78 2.23 2.48 

0.82 2.32 2.5 

0.72 2.18 2.28 

Current Qtr. (Jun Revenue Estimate 
2021) 

No. of Analysts 1 

Avg. Estimate 36M 

Low Estimate 36M 

High Estimate 36M 

Year Ago Sales 35.28M 

Sales Growth (year/est) 2.00% 

Next Qtr (Sep 2021) Current Year (2021) Next Year (2022) 

1 3 3 

40M 149.5M 157.87M 

40M 145M 149M 

40M 1577M 170M 

3992M 141.59M 149.5M 

0.20% 5.60% 5.6096 

yaho.?'. 

Trade like it's not 
your first rodeo 

1 

People Also Watch 

Symbol Last Price Change % Change 

SJW 65.93 •0.03 +0.05% 
SJW Group 

ARTNA 40.29 -0.12 -0.28% 

Earnings History 6/29/2020 9/29/2020 12/30/2020 3/30/2021 

EPS Est. 0.51 0.7 0.42 0.46 

Artes,an Resources Corporation 
YORW 50.95 -0.46 ·0.89% 
The York Water Company 

CWT 58.53 +0.28 +0.47% 
California Water Service Group 

EPS Actual 0.55 0.72 0,47 0.39 AWR 82.75 +0.32 +0.39% 
Amer can States Water Company 

CDifference 0.04 0.02 0.05 -0.07 

Surprise % 7.80% 2.90% 11.90'4 -15.20% 
Advertise wtth us 

EPS Trend Current Qtr- (Jun 
2021) 

Current Estimate 0.58 

7 Days Ago 0.58 

Next Qtr. (Sep 2021) Current Year (2021) Next Year (2022) 

0.8 2.28 2.49 

0.8 2.26 249 

Data Disclaimer Help Suggestions 
Privacy Dashboard tp· 

Privacy (Updated) About Our Ads Terms 
(Updated) Sitemap 

¥ f in 
30 Days Ago 0.58 0.77 2.24 2.39 €)2021 ¥erfzon Media- All rights reserved. 

60 Days Ago 0.59 0.72 2.28 2.42 

90 Days Ago 0.59 0.72 2.28 242 

EPS Revisions Current Qtr. (Jun 
2021) Next Qtr. (Sep 2021) Current Year (2021) Next Year (2022) 

https://finance.yahoo.com/quote/MSEX/analysjs?p=MSEX 



6/17/2021 MSEX 86.79 0.49 0.56% : Middlesex Water Company - Yahoo Finance 
Finance Home Watchllsts My Portfolio kreeners Yahoo Finance Plus O Markets Newl ... 1flnancel rf, i, free 
Up Last 7 Days NA 1 N/A N/A 

Up Last 30 Days N/A 1 1 1 

Down Last 7 Days N/A N/A N/A NA 

Down Last 30 Days N/A N/A N/A N/A 

Growth Estimates MSEX Irkdu;ify 5K«,(S ) 5GP Sol] 

Current Qtr. 5.50% NA N/A N/A 

Next Qtr. 11.10% N/A N/A N/A 

Current Year 4 60% N/A N/A NA 

Next Year 9.20% NA NA N/A 

Next 5 Years (per 
annurn) 2.70% N/A N/A N/A 

Past 5 Years (per 
annum) 13.51% NA N/A NA 

https://finance.yahoo.com/quote/MSEX/analysis?p=MSEX 2/2 



6/1 m021 SJW 65.93 0.03 0.05% : SJW Group - Yahoo Finance 
Finance Home Watchllsts My Portfolio kreeners Yahoo Finance Plus o Markets NeW• -' ~in€lnif Tr, R f,w 

SJW Group (SJW) < €r Add to watchlist ~ NYSE · Nasdaq Real Tune Price. Currency in USD - Zt Visitors trend 2W.L lOW t 9M t 

65.93 +0.03 (+0.05%) Quote Lookup 

A5 of 10:51 AM EDT. Market open 

5ummary Company Outlook O Ch.,t Conversations Statistics Historical Data Profile Financials Analysls options .9. 

Earnings Estimate Current Qtr. (Jun 
2021) 

No. of Analysts 4 
•%*mp 

~SNACK CAKE--
/2-

Avg. Estimate 0.65 0.83 2.04 2.5 

Low Estimate 0.61 0,74 1.94 2.44 
2*ee5¢~e~03*@ 

High Estimate 0.7 0.97 2.36 2.55 

Year Ago EPS 0.69 0.91 2.14 2.04 FIND US NEXT 
~4 TO THE DONUTS! 

Current Qtr. (Jun Revenue Estimate 
2021) 

No. of Analysts 3 

Avg. Estimate 154.53M 

Low Estimate 150M 

High Estimate 162.58M 

Year Ago Sales NA 

Sales Growth (year/est) N/A 

Next Qtr. (Sep 2021) Current Year (2021) Next Year (2022) 

3 4 4 

19•.96M 583.82M 606,35M 

168M 569M 584M 

246.89M 602,17M 626.41M 

157.2M 564,53M 583.82M 

24.0096 3.4096 3.90% 

yahoo/' 

Tradelikeit'snot 
your first rodeo 

People Aho Watch 

Symbol Last Price Change % Change 

ONI 58 . 47 + 0 . 22 + 0 . 38 % 
California Water Service Group 

Earnings History 6/29/2020 9/29/2020 12/30/2020 3/30/2021 

EPS Est. 0.68 0.89 0.35 016 

EPS Actual 0.69 091 0.46 0.09 

MSEX 86.79 +0.49 +0.56% 
Middlesex Water Company 

AWR 82.75 •0.32 +039% 
Amencafl States Water Company 

ARTNA 40.29 .0.12 0.28% 
Arteslan Resources Corporation 

YORW 50.95 ·0.46 -0.89% Diffenence 0.01 0.02 0.11 -0.07 The York Water Company 

Surprise % 1.50% 2.20% 31.40% -43.80% Recommendation Trends > 

EPS Trend Current Qtr. (Jun 
2021) Next Qtr. (Sep 2021) Current Year (2021) Next Year (2022) 

Current Estimate 0.65 0.83 2.04 25 , Strong Buy 

7 Days Ago 

30 Days Ago 

0.65 0.83 2.04 2,5 

0.65 0.83 2.04 2,5 .Il 0.71 0.97 2.35 2.54 

075 LIG' .ll: 0.97 2,35 2,55 

Underperform 
5el 

60 Days Ago 

90 Days Ago 

Recommendation Rating > 

EPS Revisions Current Qtr. (Jun 
2021) Next Qtr. (Sep 2021) Current Year (2021) Next Year (2022) 2., 

https:#finance.yahoo.com/quote/SJW/analysis?p=SJW 



6/17/2021 SJW 65.93 0.03 0.05% : SJW Group - Yahoo Finance 
FInance Home Wat€hllsts My Portfolio kreeners Yahoo Finance Plus O Markets Neva ··. v/f|nanc•* Try it free 
Up Last 7 Days NA NA NA N/A 

Up Last 30 Days NA N/A N/A N/A Analyst Price Targets (5) > 
Average 70.2O Down Last 7 Days NA N/A N/A NA 

0 
Down Last 30 Days N/A N/A NA N/A Wy, 60 00 High 88 00 Current 65.93 

Upgrades & Downgrades > Growth Estimates 9 * IrdL , 5 , ry 5 « to ,( s ) 5 & 1 > % 00 

Current Qtr. -5.80% NA NA N/A Downgrade Wells Fargo: Equal-
Weight to Underweight 1/6/2021 

Next Qtr. -8.80% N/A NA N/A Wells Fargo Overweight Downgrade to Equal-Weight 8/11/2020 
Current Year -4.70% N/A N/A N/A 

Initiated Seaport Global: to 
Next Year 22.50% NA NA NA Neutral 5/20/2020 

Next 5 Years (per 
annum) 7.00% NA N/A N/A Overweight 

Maintains Wells Fargo to 5/5/2020 

Past 5 Years (per -5.79% N/A N/A N/A 
Initiated 

annum) 
RBC Capital to 
Outperform 4/24/2020 

Maintains Wells Fargo· to 
Overweight 3/11/2020 

More Upgrades & Downgrades 

~Enjoy a b~ter TON. 
Iexperience with 
~DISH.f . 1 

./ 

F*Z~:tl 
t 

lAois.. 

Sign Up Today 

~ dpe:tl IC [@L ;1pl* 
dish 

Advertise with us 

Data Disc aime' Help Suggestions 
Pnvacy Dashboard ~> 

Privacy (Updated) About Our Ads Terms 
(Updated) 5iteniap 

• f in 
*; 2021 Venzon Media. All rtghts reserved 

https://finance.yahoo.com/quote/SJW/analysis?p=SJW 



6/1 m021 YORW 50.95 -0.46 -0.89% ; The York Water Company - Yahoo Finance 
FInance Home Watchllsts My Portfolio Screeners Yahoo Finance Plus O Markets News · ·• 

Vfinance+ Tr, it free 

The York Water Company (YORW) 
NasdaqGS NasdaqGS Real Time Price Currency in USD 

* Add to watchlist 3 && Visitors trend 2W t 10W t 9M t 

50.95 -0.46 (-0.89%) Quote Lookup 

As of 10:56AM EDT. Market open. 

Summary Company Outlook O Chair-t Conversations Statistics Historical Data Profile Financials Analysis Options 

Currency In USD 
Earnings Estimate Currertt Qtr. (Jun 

2021) Next Qtr. (Sep 2021) Current Year (2021} Next Year (2022) 

No, of Analysts 1 1 2 2 
Avg. Est mate 0.33 0.39 1.29 1.34 

Low Estimate 0 33 0.39 1.29 1.32 

High Estimate 0.33 0.39 1.3 1.36 

Year Ago EPS 0.32 0.36 127 1.29 

Curent Qtr. (Jun Revenue Estimate 
2021) 

No. of Analysts 1 

Avg. Estimate 14M 

Low Estimate 14M 

High Estimate 14M 

Year Ago Sales 13 32M 

Sales Growth (year/est) 510% 

Next Qtr (Sep 2021) Current Year (2021) Next Year (2022) 

1 1 1 

15M 54.9M 56.1M 

15M 54.9M 56 1M 

15M 549M 56.1M 

14.26M 53.85M 54.9M 

5.20% 1.90% 2.20% 

Earnings History 6/29/2020 9/29/2020 12/30/2020 3/30/2021 

EPS Est. 

EPS Actual 

Difference 

Surprise % 

0.28 0.34 026 03 

0.32 0.36 0.28 0.28 

0.04 0.02 0.02 -0.02 

14.30% 5.90% 7.70% -6.70% 

Current Qtr. (Jun EPS Trend 2021) Next Qtr. (Sep 2021) Current Year (2021) Next Year (2022) People Also Watch 

Symbol Last Price Change % Change Current Estimate 0.33 0.39 1.29 1.34 

7 Days Ago 0.33 0.39 1.29 1.34 

30 Days Ago 0.33 0.39 1.29 1.36 

60 Days Ago 0.33 0.39 1.31 1.37 

MSEX 86.79 +0.49 +0.56% 
Middlesex Water Company 

ARTNA 40.29 ·0.12 -0.28% 
Arte&,an Resources Corporation 

SJW 65.93 +0.03 +0.05% 
SJW Group 

90 Days Ago 0.33 

Current Qtr. (Jun EPS Revisions 
2021> 

0.39 1.31 137 CWT 58.47 +0.22 +0.38% 
California Water Service Group 

AWR 82.75 +0.32 +0.39% Next Qtr (Sep 2021) Current Year (2021 h Next Year (2022) American States Water Company 

https://finance.yahoo.com/quote/YORW/analysis?p=YORW 



6/17/2021 YORW 50.95 -0.46 489% : The York Water Company - Yahoo Finance 
Finance Home Watchllst$ My Portfolio Screeners Yahoo Finance Plus O Markets News ··· Wflncn€ei Try R Iree 
Up Last 7 Days N / A N / A N / A N / A 
Up Last 30 Days N/A N/A N/A N/A 
Down Lat 7 Dayf NA NA NA NA 

Down La5t 30 Days N/A NA N/A N/A 

Data Disclaimer Help Suggestions 
Privacy Dashboard [> 

Privacy (Updated} About Our Ads Terms 
(Updated) S temap 

'ftn 
© 2021 Verizon Media All rights reserved. 

Growth Estimates YORW 1*k,slry Sef 1©r{5) 5&P $00 

Current Qtr. 3.1056 N/A NA N/A 

Next Qtr. 8.30% NA N/A N/A 

Current Year 1.60% N/A N/A N/A 

Next Year 3.90% NA N/A N/A 

Next 5 Years (per 
NA N/A N/A 4.90% annum) 

Past 5 Years {per 
N/A NA N/A 4.20% annum) 

https://finance.yahoo.com/quote/YORW/analysis?p=YORW 



6/17/2021 AWR 82.61 0.18 0.22% : American States Water Company - Yahoo Finance 

American States Water Company (AWR) E * Add to watchlist ~ 4 Visitors trend )W * 10W t 9M t NYSE - Nasdaq Real Time Price. Currency in USD 

82.61 +O.18 (+O.22%) Quote Lookup ~ 

As of 10·46AM EDL Market open. 

Summary Company Outlook O Chart Conversations Statistics Hlstorkal Data Profile Financials Analysis options 

= di>ou,Tdo6*6Wtkt 
EQUIPMENT,lt€TAILER, ~ .·, ·~-i ,/'629·t;if ·~ . ·it./¢ F'DEL TY IS FOCUSED ON· 

Time Period: Mar 16 2021 Jun 16 2021 v Shgrf. Historical Prices v 

Frequency: Weekly v 
Ai+DIY 

Currency in USD 1 Download 

- 32-2 

Date {,Pe,1 W€h Lrm (Io£e. Add Ck»•+ 

Jun 14, 2021 82.50 83.75 81.40 82.43 82.43 

Jun 07. 2021 79.00 82-48 7900 82.45 82.45 

May 31, 2021 79.53 79.93 78.46 78.91 78.91 

May 24,2021 78.78 80.75 78.43 79-37 79.37 

VOlume 

466,500 

582.900 

690 700 

946,400 

* f 

People Also Watch 
May 17, 2021 78.36 79.06 76.11 78.64 78.64 1,200.200 Symbol Last Price Change % cnai,ge 
May 14,2021 0.335 Dividend 

May 10, 2021 79.50 80.04 76.79 78.47 78.14 953.700 

May 03, 2021 79.19 80.85 77.75 79.50 79.16 996,400 

CWT 58 . 45 • 0 . 20 + 0 . 34 % 
California Water Service Group 

SJW 65.98 +0.08 +0.12% 
SJW Group 

Apr 26, 2021 82.38 82.38 78.13 79.19 78.85 1,337.000 

Apr 19.2021 80.52 83.31 79.20 82.38 82.03 834,300 

Apr 12, 2021 77.26 81.67 77.20 80,71 80.37 782,900 

MSEX 86.78 +0.47 +0.54% 
Middlesex Water Company 

NWN 54.91 0.10 -0.18% 
Northwest Natural Holding Company 
YORW 50.65 -0.76 -1.48% 
[he York Water Company 

Apr 05 , 2021 75 . 94 7737 75 , 73 77 . 10 76 . 77 859 , 300 

Mar 29, 2021 75.37 76.62 74.86 75.89 75.57 709.800 
Earnings > 

O Consensus EPS 
Mara 2021 73.69 75.60 72.22 75.43 75.11 1,168,600 

Mar 15, 2021 72.44 73.69 72.06 73.69 73.38 1,384,400 

'C lose price adjusted for Splits. "Adjusted close price adjusted for both dividends and spl,rs. 

0.80 

0,75 

070 

065 

060 

055 

050 

0 ·15 

0
.
 

0
.
 

Finance Home Watchllsts My Portfolio S€reeners Yahoo Finance PItts O Markets News ·•• tfinance+ Try it free 
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6/1 m021 AWK 160.12 1.65 1.04% : American Water Works Company, Inc. -Yahoo Finance 
Finance Home Watchllsts My Ponfollo kreeners Yahoo Finance Plus O Markets News ... *lnance* T,y R free 

American Water Works Company, Inc. (AWK) 
NYSE - Nasdaq Real Time Price. Currencyin USD 

€r Add to watchlist M V:&•Io/s trend 2W * lOW t 9M 1' 

160.12 +1.65 (+1.04%) 
As of 10:59AM EDT. Market open 

Quole Lookup 

Summary Company Outlook O Chart Conversations Statistics Historical Data Profile Financials Analysis Options ... 

~X 

Time Period: Mar 16.2021 -Jun 16.2021 v Show. Historical Prices v 

Frequency: Weekly v 
Ap,JIY 

Currency,r USO 1 Download 

Date OpeB High LO*,· Clc~e' A€I, close" volume 
Jun 14, 2021 160.53 163.00 158.36 158.47 158.47 2,171,600 

Jun 07. 2021 156.55 160.44 156 03 160.36 160 36 2,898,900 

May 31, 2021 155 88 157.20 153.77 156.43 156.43 2,247.400 

May 24, 2021 155.60 156.49 153.10 155.02 155.02 3,108,400 

May 17,2021 152.65 156.35 149.85 155.12 155.12 3,970.200 

May 10, 2021 O.G03 Dividend 

May 10, 2021 152.31 156.55 149.15 152.83 152 23 4.904,500 

May 03.2021 156.16 156.81 151.28 152.77 152.17 3,642,600 Learn More 
Apr 26, 2021 159.47 159.68 153.53 155.99 155.37 4,775.600 

Apr 19,2021 160.24 162.50 157.98 15936 158.73 4,007,000 

Apr 12, 2021 151.65 160.32 151.28 160.12 159.49 4,820,800 

Apr 05, 2021 150.27 153.86 150.25 151.68 151.08 3,304.200 

. 

4412- % . 
Mar 29, 2021 146.32 151.83 145.66 150.59 15000 3.785,600 

Mar 22, 2021 138.86 147.27 138.26 146.32 145.74 5.692,200 People Also Watch 

Mar 15. 2021 140.52 142.67 136.90 138.36 13781 S.762,700 
bymbol Last Price Chaiige % Change 

'Close prke ad,usted for splits. '*Adjusted close price adjusted for both d v,dends and splits 
AWR 82.69 +0.26 
American States Water Company 

CWT 58.53 +0.28 
California Water Service Group 

NEE 74.39 +1.09 
Nextera Energy. Inc. 

+0.32% 

+0.47% 

+1.49% 

XYL 114.02 -1,47 
Xylem Inc 

AEP 84.87 +0-47 
American Electric Power Company, . 

-1.2796 

•0.56% 

https://finance.yahoo.com/quote/AWK/history?periodl=1615939200&period2=1623888000&interval=1 wk&filter=history&frequency=lwk&includeAdjust... 
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6/17/2021 CWT 58.54 0.29 0.50% : California Water Service Group - Yahoo Finance 
Finance Home Watchllsts My Portfolio kreenen Yahoo Finance Plus O Markets News ·•· y/finance* r,y " 'r'e 

California Water Service Group (CWT) 
NYSE - Nasdaq Real Time Price. Currency in USD 

0 Add to wat(hlist M Visitors trend 2W * 10W t 9M t 

58.54 +0.29 (+0.50%) Quote Lookup 

As of 10:52AM EDT. Market open. 

Summary Company Outlook O Char Conversations 5tatistics Historical Data Profile F,nancials Analysis Options _ 

i-

-

Wake up to the possibilities ofrcaching your A1C goal 
and saving on your prescription. f IDELTY IS FOCUSED ON. 

INNOVATION 
Time Period: Mar 16,2021 Jun 16,2021 v Sh6¥£ Historical Prices v 

frequency: Weekly V 
Apply 

Currency m USD $ ~~~'bad 

Date Open High LOW Ck»e' " C'0$.+' 

Jun 14, 2021 59.06 59.34 58.12 58.25 58.25 

Jun 07. 2021 56.90 58.87 56.18 58.83 58.83 

May 31.2021 57.19 57.29 56.32 56.66 56.66 

May 24, 2021 56.51 58.00 56.44 56.84 56.84 

Vk*Ump 

546.900 

644,100 

508.100 

918.800 
People Also Watch 

May 17. 2021 56.53 56.82 51.02 56.45 56.45 1,594,900 Symbol Last Price Change %Change 
May 10, 2021 S7.98 58.40 55.11 56.64 56.64 1,000,900 

May 07, 2021 0.23 Dividend 

May 03,2021 58.86 59.67 56.82 57.83 57.60 940.500 

AWR 82.75 +0.32 +0.39% 
American States Water Company 
SJW 65.93 +0.03 +0.0596 
SJW Group 

MSEX 86.73 +0.42 +0.49% Apr 26. 2021 61.58 61.86 57.50 5875 58.52 1,540,200 Middlesex Water Company 

YORW 50.65 -0,76 -1.48% Apr 19, 2021 6017 61.98 58.90 61.18 60.94 883.900 The York Water Company 
Apr 12.2021 57.71 60.93 57.71 60.31 60.07 836.000 40.29 -0.12 -0.28% ARTNA 

Artesian Resources Corporation 
Apr 05,2021 56.31 58.42 56.25 57.50 57.27 839,700 

Earnings > Mar 29. 2021 56.00 56.98 55.49 56.21 5S.99 851,100 

Mar 22, 2021 53.59 56.18 51.81 56.06 55.84 1.019.400 

O Consensus EPS 

Mar 15, 2021 53.94 54.25 52.94 53.60 53.39 1,457,900 

'Close price adjusted for splits. "Adjusted close price adjusted for both d vidends and splits. 
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6/17/2021 WTRG 48.40 0.33 0.69% : Essential Utdities, Inc. - Yahoo Finance 

Essential Utilities, Inc. (WTRG) ¢r Add to watchlist NYSE · Nasdaq Real Time Price. Currency in USD \ && Visitors trend 2W t 10W 1' 9M t 

48.40 +0.33 (+0.69%) Quote lookup 

AS of 10:59AM EDT. Market open. 

Summary Company Outlook O Chw, Conversations Statistics Historical Data Profile Financials Analysis Options .. 

MERRILL Gk,IOEO INVESTING 

and a human edge 
A SUMMER JOB Fll 

WITH SUMMER F 

Tme Period: Mar 16, 2021 - Jun 16, 2021 v Shovr Historical Prices v 
Frequency: Weekly V 

Apply 

Currency fri USD A Download 

Date Open High Lgw Ck]se' Ad i € do,e" '4AD#'Jme 

Jun 14, 2021 48.97 49.36 47.90 48.07 48.07 2,209.700 

Jun 07, 2021 47.35 48.93 47.17 48.86 48.86 3,056,900 

yahoo/' 

Trade like it's not 
your first rodeo 

May 31,2021 48.01 48.15 46.88 47.35 4735 3,030.800 

May 24, 2021 47.08 48.37 46.85 47.80 47.80 3,822,900 
People Also Watch 

May 17, 2021 46.41 47.30 45.63 47-03 47.03 3,394,200 Symbol Last Price Change % Change 
May 13, 2021 0.251 Dividend 

May 10, 2021 46.88 47.08 44.92 46.38 46.12 3,494..100 

May 03, 2021 47.10 47.56 45.33 46.64 46.38 3,432,600 

MSEX 86.79 +0.49 +0.56% 
Middlesex Water Company 

EVRG 64.75 +0.53 +0.83% 
Evergy Inc. 

Apr 26, 2021 48.17 48.17 46.54 47.13 46.87 4,450.500 

Apr 19. 2021 47.21 48.49 46.96 47.97 47.70 4.153,400 

Apr 12, 2021 45.39 47.46 45.38 47.24 46.98 6,233,700 

YORW 50.95 -0.46 -0.89% 
The York Water Company 

ONT 58 . 53 + 0 . 28 + 0 . 47 % 
California Water Service Group 

5JW 65.93 +0.03 +0.05% 
SJW Group 

Apr 05,2021 44.98 45.95 44,90 45.45 45.20 3,900,100 
Total ESG Risk score > Mar 29, 2021 44.13 45.19 43.86 44.72 44.47 3,842.800 
38.7 High 83rd percenttle Mar22, 2021 42.19 44 23 41.92 44.20 43.96 6,293,000 
Earnings > 

Mar 15. 2021 44.03 44.15 41.79 42.45 4222 6,613,000 Q Consensus EPS 
ICIose price adlusted for splits. -Ad,usted close price adlusted for both dtv,dends and splits. 

Finance Home Watchlljts My Portfolio Screeners Yahoo Finance Plus ¤ Markets News ..· Vflnall©e* Try it free 
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6/17/2021 WTRG 48.40 0.33 0.69% : Essential Utilities, Inc. - Yahoo Finance 
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6/17/2021 WTRG 48.40 0.33 0.69% : Essential Utilities, Inc. - Yahoo Finance 

0 
1-o¥, 45 00 H,gh 70.00 Current 48.40 

Upgrades & Downgrades> 

Maintains Barc,ays· to Equal-Wetght 1/22/2021 

Upgrade Wei's Fa -go· Equal-
Weight to Overweight 9/14/2020 

Maintains UBS to Neutral 6/5/2020 

RBC Capital. to Initiated 4/24/2020 Outperform 

Wells Fargo· to Equal-Maintains 3/11/2020 We ght 

Maintains Baird. to Outperform 2/28/2020 

Company ProMIe > 
762 West Lancaster 
Avenue 
Bryn Mawr, PA 19010-
3489 
United States 
610 5278000 
http://www.essentia·.co 
Sector(s)· Utilities 
Industry: Utilities-Regulated Water 
Full Tdme Employees: 3,180 

Essential Utilities. Inc., through its subsidiaries, 
operates regulated utilities that provide water, 
wastewater, or natural gas services in the United 
States. It offers water services through operating 
and maintenance contractswtth municipal 
authorities and other parties, The company also 
provides non-utility raw water supply services for 
firms in the natural gas drilling industry, and water 
and sewer line protection solutions, and repair 
services to households through a third-party. It 
serves approximately 5 million residential water, 
commercial water. fire protection, industrial water, 
wastewater. and other water and utility customers 
tn Pennsylvania. Oh.o, Texas, Illinois, North 
Carotina, New Jersey, Indiana, Virgin:·a, West 
Virginba, and Kentucky under the Aqua and 
Peoples brands. The company was formerty known 
as Aqua America, Inc. and changed its name to 
Essential Utilities, Inc. in February 2020. Essential 
Utilities, Inc. was founded in 1886 and •s 
headquartered in Bryn Mawr, Pennsylvania. 

More about Essential Utilities, Inc 
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6/17/2021 MSEX 86.79 0.49 0.56% : Middlesex Water Company. Yahoo Finance 

Middlesex Water Company (MSEX) 
NasdaqGS - NasdaqGS Real Time Pr,ce. Currency,n uSD K 

* Add to watchlist ~) 1& Visitors trend 2W * 10W t 9M f 

86.80 +0.49 (+0.56%) Quote lookup 
As of 10:57AM EDL Market open. 

Summary Company Outlook O Ch.i Conversations Statistics Historical Data Profile Financials Analysis Options .~. 

71283 
L Add to Cart 

Time Period: Mar 16, 2021 . Jun 16, 2021 v She.: Historical Prices v 

Frequency: Weekly v 
d,Ei,1~y 

Cuffency,n USD ck, Download 

Date 

ONL~NETJETS ~ 

'STEP ABOARD 

Jun 14, 2021 

Jun 07, 2021 

May 31. 2021 

Open CIO5€. Adi Ck>ie· · VOIL.me 

86.90 87.74 85.78 86.31 86.31 323,500 

85.79 88.61 85.45 86,90 86.90 457,900 

86.22 86.75 84.48 85.79 85.79 366.400 

May 24.2021 81.01 87.11 80.11 85.96 85.96 1,741,800 
People Also Watch 

May 17, 2021 79,73 81.49 78.96 80.52 80.52 297,300 Symbol Last Price Change % Cha,9 
May 13,2021 0.273 Dividend 

May 10,2021 80.72 81.77 77.31 79.73 79.45 306,700 

May 03. 2021 82.52 83-20 78.43 80.67 80.39 276,200 

Apr 26, 2021 84.86 84.86 80.49 82.02 81-73 210,200 

Apr 19,2021 83.02 85.37 81.32 84.37 84.07 177,100 

Apr 12,2021 79.94 83.67 79.94 82.93 82.64 269,400 

SJW 65.93 +0.03 +0.05% 
SJW Group 

ARTNA 40.29 -0.12 -0.28% 
Artestan Resources Corporation 

YORW 50.9S -0.46 -0.89% 
The York Water Company 

CWT 58 . 47 + 0 . 22 + 0 . 38 % 
California Water Service Group 

AWR 82.75 +0.32 +0.39% 
American States Water Company 

Apr 05, 2021 79.56 80,38 78.01 79.72 79.44 213,800 
Earnings > Mar 29, 2021 79.30 81.16 77.33 79.14 78.86 281,600 
O Consensus EPS 

Mar 22, 2021 79.04 79.97 76.15 79.20 78.92 399,600 

Mar 15. 2021 78.05 79.47 76.03 79.09 78.81 602,000 

0.75 

0 70 

065 ~Close price adjusted for splils *'Adjusted close price adjusted for both dividends and splits. 
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Flnancials > 
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6/17/2021 SJW 65.93 0.03 0.05% : SJW Group - Yahoo Finance 

SJW Group (SJW) ¢r Add to watchlist NYSE · Nasdaq Real Time Price. Currency in USD __ j A% Visitors trend 2W i IOW t 9M t 

65.93 +0.03 (+0.05%) Quote Lookup ~~ 

As of 10:51 AM EDT Market open. 

Summary Company Outlook ~ Ch=t Conversations Statistics Historical Data Profile Financials Analysis options 

R> X 

Learn More 

Time Period: Mar 16,2021 - Jun 16 2021 v Sh~: Historical Prices v 
Frequency: Weekly v 

APP. , 

Currency m USD dL Download 

Date 

Jun 14, 2021 

Jun 07- 2021 

May 31, 2021 

May 24, 2021 

Oper, „igh LOW C »se+ Ad,Close- Velime 

65.85 66.90 64.66 65.90 65.90 178.500 

63.56 65.69 63.1S 65.60 65.60 284,000 

64.78 64,91 63.37 63,51 63.51 248,600 

64.18 6604 63,15 64.45 64.45 342.900 
People Also Watch 

May 17.2021 62.62 64.31 62.30 64.18 64.18 290,300 5ymboJ Last Price Change 56 Chdlge 
May 10. 2021 63.75 63.91 61.04 62.93 62-93 367.900 

May 07, 2021 034 Dividend 

May 03,2021 65.71 6629 62.74 63.71 63.37 305,500 

Apr 26, 2021 68.47 6857 63.93 65.55 65.20 497,900 

Apr 19,2021 67.74 69.22 66.94 68.34 67.98 380.100 

Apr 12, 2021 64.00 68.35 63.97 67,82 67.46 387,700 

CWT 58.47 +0.22 +0.38% 
California Water Service Group 

MSEX 86.79 +0.49 +0.56% 
Middlesex Water Company 

AWR 82.75 +0.32 +0.39% 
American States Water Company 
ARTNA 40.29 -0.12 -0.28% 
Artesiarl Resources Corporation 

YORW 50.95 
The York Water Company 

Apr 05, 2021 62.73 64.56 62.58 63.97 63.63 418,600 

Mar 29, 2021 62.22 6355 61.79 62.60 62.27 654,100 
Earnings > 

O Consensus EPS 
Mar 22, 2021 59,98 62.47 59.03 62.35 62.02 538,400 

Mar 15, 2021 58.73 60.48 58.43 60.39 60.07 915,900 

'CIO5e price adjusted for splits "Adjusted close pr,ce adjusted for both dividends and splits ~ 
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6/17/2021 SJW 65.93 0.03 0.05% : SJW Group - Yahoo Finance 

Financials > 

8nnual Quarterly Revenue Earnings 
6000'01./ 
550 OOf.1 
50000!A 
450 OON! 
#OU DotA 

350 OCM 
300 OOIA 

250 Col.i 
20000¢.t 
150 OOM 
100 OOM 
50 0«A 

S 2017 2£~M 

1 

202P 

i imim l 

SHADY LANE 
CELLARS 

Advertise with us 

Da,a Disclaimer Help Suggestions 
Privacy Dashboard [> 

Privacy (Updated) About Our Ads Terms 
(Updated) S,temap 

• fin 
* 2021 Venzon Med Ja. All rights reserved. 

https://finance.yahoo.com/quote/SJW/history?periodl=1615939200&period2=1623888000&interval=lwk&flter=history&frequency=lwk&includeAdjust.-, 2/2 



6/17/2021 YORW 50.95 -0.46 -0.89% : The York Water Company - Yahoo Finance 

The York Water Company (YORW) * Add to watchl,st ~ 8& Visitors trend 2W t loW t 9M t NasdaqGS - NasdaqGS Real Time Pnce Currency in USD 

50.95 -0.46 (-0.89%) Quote Lookup 

As of 10:56AM EDT. Market open. 

Summary Company Outlook ¤ Chart Conversations Statistics Historical Data Profile Financials Analysis options 

Keep Your Hands 
Happy and Drinks Hot! 

6>X'S 
INSULATED 
NON-SLIP GRIP PROGRESSIVE 

BUY NOW 

For you and 
Time Period: Mar 16, 2021 - Jun 16, 2021 v Sh©w. Historical Prices v Fido, too 
rrequency: v¥eeK,y v 

Currency in USD 

App?, 

Get upto Sl,000 In 
& Download Pet Injury protection 

v,lh Cotllsion cowe,age Date Open 1-Ngh Low C'05€. Ad, Close" Vol~vre 

Jun 14, 2021 52.33 52.74 51.37 51.41 51.41 75,400 Get a Quote 

Jun 07, 2021 

May31, 2021 

May 24, 2021 

50.90 52.97 5090 52.47 52.47 136,500 

50.57 5084 49 59 50.75 50 75 100,600 

49.24 50.79 48.73 50.33 50.33 141.100 

May 17, 2021 

May 10,2021 

May 03, 2021 

Apr 26. 2021 

Apr 19, 2021 

48.59 49.23 47.44 49.19 49.19 107,400 

49.01 49.47 46.74 48.59 48.59 128,500 

51.51 51.79 48.31 49.01 49.01 111,800 

51.58 5183 49.3S 51.64 51 64 135,600 

51.89 52.50 50.35 51.58 51.58 135.500 

Apr 12,2021 

Apr 05, 2021 

Mar 29,2021 

Mar 22. 2021 

48.77 52.14 48.77 51.97 51.97 174,300 

49.12 50.07 48.00 48.57 48.57 150,400 

48.18 49.28 47.78 48.91 48.91 117,800 

50.71 51¤90 47.63 48.16 48.16 194-900 

* F 

Mar 15, 2021 49.05 51.35 47.80 51.28 51.28 569,300 People Also Watch 

'C!05e price adjusted for splits. -Adjusted close price adjusted for both dividends and splits. Symbol Last Price Change *Chan*e 

MSEX 86.79 +0+49 +0.56% 
Middlesex Water Company 

ARTNA 40.29 ·0.12 -0.2856 
Artegan Resou rces Corporation 

SJW 65.93 +0.03 +0.05% 
SJW Group 

CWT 58 . 47 • 0 . 22 
California Water Service Group 

+0.38% 
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6/17/2021 YORW 50.95 -0.46 -0.89% : The York Water Company - Yahoo Finance 
Earnings > 
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Flnancials > 

A"nu't Quarterly Revenue Earnings 
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Recommendation Trends > 

Strong Buy 
BL.y 

Underperform 
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1.13· Ae Mai .ir 

Recommendation Rating > 

12345 
Strong Buy Hold Under· Selt 

Buy perform 

Upgrades & Downgrades > 

Downgrade 

Initiated 

Downgrade 

Janney Capital: Buy to 
Neutral 

Janney C*tai: to Buy 

Hilliard Lyons: Neutral 
to Underperform 

3/13/2019 

1/18/2019 

4/22/2016 

Maintains Baird: to Neutral 3/9/2016 
Finance Home Watchllsts My Portfolio Screeners Yahoo Finance Mus O Markets News ... PAMnal,Ce* Try 4 free 

https://finance.yahoo.com/quote/YORW/history?periodl=1615939200&period2=1623888000&interval=lwk&filter=history&frequency=lwk&includeAdju.--



6/17/2021 YORW 50.95 -0.46 -0.89% : The York Water Company - Yahoo Finance 
Upgrade Hilliard Lyons 3/]2/2015 

Underperform to 
Neutral 

Company Profile > 

130 East Market Street 
York, PA 17401 
United States 
7178453601 
http:#www.yorkwater com 
Sector(5): Utilities 
Industry: Utilities-Regulated Water 
Full Time Employees; 108 

The York Water Company i,rpounds, purifies, and 
distributes drinking water It owns and operates 
two wastewater collection systems; five 
wastewater collection and treatment systems; and 
two reservoirs, including Lake Williams and Lake 
Redman, which hold approximately 2.2 billion 
gallons of water. The company also operates a 15 
m le pipeline from the Susquehanna River to Lake 
Redman: and OWn5 nine groundwater wells that 
supply water to customers in the Adams County It 
serves customers in the fixtures and furniture. 
electrical machinery, food products, paper, 
ordnance units, textile products, ai,- condit·oning 
systems, 'aundry detergents, barbells, and 
motorcycle industries in 51 municrpalities within 
three counties In south-central Pennsylvania, The 
York Water Company was incorporated in 1816 
and is based in York, Pennsylvania 

More about The York Water Company 

Advertise with us 

Data D,scla,me- Help Suggestions 
Privacy Dashboard [}> 

Pnvacy (Updated) About Our Ads Terms 
(Updated) Sitemap 

V f in 
y· 2021 Vertzon Media. A]I rights reserved. 

https://finance.yahoo.com/quote/YORW/history?periodl=1615939200&period2=1623888000&interval=lwk&filter=history&frequency=lwk&includeAdju... 3/3 



For use at 11:OO a.m. EST 
Februag 19, 2021 

MONETARY POLICY REPORT 
February 19, 2021 

f 
1 

1311111 

r 

-) Jr . ' 

Board of Governors of the Federal Reserve System 





LETTER OF TRANSMITTAL 
* YRAL RES . * 

BOARD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM 

Washington, D.C., February 19, 2021 

THE PRESIDENT OF THE SENATE 
THE SPEAKER oF THE HOUSE OF REPRESENTATIVES 

The Board of Governors is pleased to submit its Monetary Policy Report pursuant to 
section 2B of the Federal Reserve Act. 

Sincerely, 

A-- H, PO-14 
Jerome H. Powell, Chair 



STATEMENT ON LONGER-RUN GOALS AND MONETARY POLICY STRATEGY 
Adopted effective January 24,2012; as amended effective January 26,2021 

The Federal Open Market Committee (FOMC) is firmly committed to fulfilling its statutory mandate from 
the Congress of promoting maximum employment, stable prices, and moderate long-term interest rates. The 
Committee seeks to explain its monetary policy decisions to the public as clearly as possible. Such clarity 
facilitates well-informed decisionmaking by households and businesses, reduces economic and financial 
uncertainty, increases the effectiveness of monetary policy, and enhances transparency and accountability, 
which are essential in a democratic society. 

Employment, inflation, and long-term interest rates fluctuate over time in response to economic and financial 
disturbances. Monetary policy plays an important role in stabilizing the economy in response to these 
disturbances. The Committee's primary means of adjusting the stance of monetary policy is through changes 
in the target range for the federal funds rate. The Committee judges that the level of the federal funds rate 
consistent with maximum employment and price stability over the longer run has declined relative to its 
historical average. Therefore, the federal funds rate is likely to be constrained by its effective lower bound 
more frequently than in the past. Owing in part to the proximity of interest rates to the effective lower bound, 
the Committee judges that downward risks to employment and inflation have increased. The Committee is 
prepared to use its full range of tools to achieve its maximum employment and price stability goals. 

The maximum level of employment is a broad-based and inclusive goal that is not directly measurable 
and changes over time owing largely to nonmonetary factors that affect the structure and dynamics of the 
labor market. Consequently, it would not be appropriate to specify a fixed goal for employment; rather, the 
Committee's policy decisions must be informed by assessments of the shortfalls of employment from its 
maximum level, recognizing that such assessments are necessarily uncertain and subject to revision. The 
Committee considers a wide range of indicators in making these assessments. 

The inflation rate over the longer run is primarily determined by monetary policy, and hence the Committee 
has the ability to specify a longer-run goal for inflation. The Committee reaffirms its judgment that inflation 
at the rate of 2 percent, as measured by the annual change in the price index for personal consumption 
expenditures, is most consistent over the longer run with the Federal Reserve's statutory mandate. The 
Committee judges that longer-term inflation expectations that are well anchored at 2 percent foster price 
stability and moderate long-term interest rates and enhance the Committee's ability to promote maximum 
employment in the face of significant economic disturbances. In order to anchor longer-term inflation 
expectations at this level, the Committee seeks to achieve inflation that averages 2 percent over time, and 
therefore judges that, following periods when inflation has been running persistently below 2 percent, 
appropriate monetary policy willlikely aim to achieve inflation moderately above 2 percent for some time. 

Monetary policy actions tend to influence economic activity, employment, and prices with a lag. In setting 
monetary policy, the Committee seeks over time to mitigate shortfalls of employment from the Committee's 
assessment of its maximum level and deviations of inflation from its longer-run goal. Moreover, sustainably 
achieving maximum employment and price stability depends on a stable financial system. Therefore, the 
Committee's policy decisions reflect its longer-run goals, its medium-term outlook, and its assessments 
of the balance of risks, including risks to the financial system that could impede the attainment of the 
Committee's goals. 

The Committee's employment and inflation objectives are generally complementary. However, under 
circumstances in which the Committee judges that the objectives are not complementary, it takes into account 
the employment shortfalls and inflation deviations and the potentially different time horizons over which 
employment and inflation are projected to return to levels judged consistent with its mandate. 

The Committee intends to review these principles and to make adjustments as appropriate at its annual 
organizational meeting each January, and to undertake roughly every 5 years a thorough public review of its 
monetary policy strategy, tools, and communication practices. 
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SUMMARY 
The COVID-19 pandemic continues to 
weigh heavily on economic activity and labor 
markets in the United States and around 
the world, even as the ongoing vaccination 
campaigns offer hope for a return to more 
normal conditions later this year. While 
unprecedented fiscal and monetary stimulus 
and a relaxation of rigorous social-distancing 
restrictions supported a rapid rebound in the 
U. S. labor market last summer, the pace of 
gains has slowed and employment remains 
well below pre-pandemic levels. In addition, 
weak aggregate demand and low oil prices 
have held down consumer price inflation. In 
this challenging environment, the Federal 
Open Market Committee (FOMC) has held 
its policy rate near zero and has continued 
to purchase Treasury securities and agency 
mortgage-backed securities to support the 
economic recovery. These measures, along 
with the Committee's strong guidance on 
interest rates and the balance sheet, will ensure 
that monetary policy will continue to deliver 
powerful support to the economy until the 
recovery is complete. 

Economic and Financial 
Developments 

Economic activity and the labor market. The 
initial wave of COVID- 19 infections led to a 
historic contraction in economic activity as 
a result of both mandatory restrictions and 
voluntary changes in behavior by households 
and businesses. The level of gross domestic 
product (GDP) fell a cumulative 10 percent 
over the first half of 2020, and the measured 
unemployment rate spiked to a post--World 
War II high of 14.8 percent in April. As 
mandatory restrictions were subsequently 
relaxed and households and firms adapted 
to pandemic conditions, many sectors of the 
economy recovered rapidly and unemployment 
fell back. Momentum slowed substantially 
in the late fall and early winter, however, as 
spending on many services contracted again 

amid a worsening of the pandemic. All told, 
GDP is currently estimated to have declined 
2.5 percent over the four quarters of last 
year and payroll employment in January was 
almost 10 million jobs below pre-pandemic 
levels, while the unemployment rate remained 
elevated at 6.3 percent and the labor force 
participation rate was severely depressed. 
Job losses have been most severe and 
unemployment remains particularly elevated 
among Hispanics, African Americans, and 
other minority groups as well as those who 
hold lower-wage jobs. 

Inflation. After declining sharply as the 
pandemic struck, consumer price inflation 
rebounded along with economic activity, but 
inflation remains below pre-COVID levels and 
the FOMC's longer-run objective of 2 percent. 
The 12-month measure of PCE (personal 
consumption expenditures) inflation was 
1.3 percent in December, while the measure 
that excludes food and energy items-so-called 
core inflation, which is typically less volatile 
than total inflation-was 1.5 percent. Both 
total and core inflation were held down in part 
by prices for services adversely affected by 
the pandemic, and indicators of longer-run 
inflation expectations are now at similar levels 
to those seen in recent years. 

Financial conditions. Financial conditions 
have improved notably since the spring of last 
year and remain generally accommodative. 
Low interest rates, the Federal Reserve's asset 
purchases, the establishment of emergency 
lending facilities, and other extraordinary 
actions, together with fiscal policy, continued 
to support the flow of credit in the economy 
and smooth market functioning. The nominal 
Treasury yield curve steepened and equity 
prices continued to increase steadily in the 
second half of last year as concerns over the 
resurgence in COVID-19 cases appeared to 
have been outweighed by positive news about 
vaccine prospects and expectations of further 
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fiscal support. Spreads of yields on corporate 
bonds over those on comparable-maturity 
Treasury securities narrowed significantly, 
partly because the credit quality of firms 
improved and market functioning remained 
stable. Mortgage rates for households remain 
near historical lows. However, financing 
conditions remain relatively tight for 
households with low credit scores and for small 
businesses. 

Financial stability. While some financial 
vulnerabilities have increased since the start 
of the pandemic, the institutions at the core 
of the financial system remain resilient. 
Asset valuation pressures have returned to 
or exceeded pre-pandemic levels in most 
markets, including in equity, corporate bond, 
and residential real estate markets. Although 
government programs have supported business 
and household incomes, some businesses and 
households have become more vulnerable to 
shocks, as earnings have fallen and borrowing 
has risen. Strong capital positions before the 
pandemic helped banks absorb large losses 
related to the pandemic. Financial institutions, 
however, may experience additional losses as 
a result of rising defaults in the coming years, 
and long-standing vulnerabilities at money 
market mutual funds and open-end investment 
funds remain unaddressed. Although some 
facilities established by the Federal Reserve in 
the wake of the pandemic have expired, those 
remaining continue to serve as important 
backstops against further stress. (See the box 
"Developments Related to Financial Stability" 
in Part 1.) 

International developments. Mirroring the 
United States, economic activity abroad 
bounced back last summer after the spread 
of the virus moderated and restrictions eased. 
Subsequent infections and renewed restrictions 
have again depressed economic activity, 
however. Relative to the spring, the current 
slowdown in economic activity has been 
less dramatic. Fiscal and monetary policies 
continue to be supportive, and people have 

adapted to containment measures that have 
often been less stringent than earlier. 

Despite the resurgence of the pandemic in 
many economies, financial markets abroad 
have recovered since the spring, buoyed 
by continued strong fiscal and monetary 
policy support and the start of vaccination 
campaigns in many countries. With the 
abatement of financial stress, the broad dollar 
has depreciated, more than reversing its 
appreciation at the onset of the pandemic. On 
balance, global equity prices have recovered 
and sovereign credit spreads in emerging 
market economies and in the European 
periphery have narrowed. In major advanced 
economies, sovereign yields remained near 
historical low levels amid continued monetary 
policy accommodation. 

Monetary Policy 
Review of the strategic framework for monetary 
policy. The Federal Reserve concluded the 
review of its strategic framework for monetary 
policy in the second half of 2020. The review 
was motivated by changes in the U.S. economy 
that affect monetary policy, including the 
global decline in the general level of interest 
rates and the reduced sensitivity of inflation 
to labor market tightness. In August, the 
FOMC issued a revised Statement on Longer-
Run Goals and Monetary Policy Strategy. 1 
The revised statement acknowledges the 
changes in the economy over recent decades 
and articulates how policymakers are taking 
these changes into account in conducting 
monetary policy. In the revised statement, 
the Committee indicates that it aims to attain 
its statutory goals by seeking to eliminate 
shortfalls from maximum employment-a 
broad-based and inclusive goal-and achieve 
inflation that averages 2 percent over time. 
Achieving inflation that averages 2 percent 

1. The statement, revised in August 2020, was 
unanimously reaffirmed at the FOMC's January 2021 
meeting. 



over time helps ensure that longer-term 
inflation expectations remain well anchored at 
the FOMC's longer-run 2 percent objective. 
Hence, following periods when inflation has 
been running persistently below 2 percent, 
appropriate monetary policy willlikely aim to 
achieve inflation moderately above 2 percent 
for some time. (See the box "The FOMC's 
Revised Statement on Longer-Run Goals and 
Monetary Policy Strategy" in Part 2.) 

In addition, in December the FOMC 
introduced two changes to the Summary 
of Economic Projections (SEP) intended 
to enhance the information provided to the 
public. First, the release of the full set of SEP 
exhibits was accelerated by three weeks, from 
the publication of the minutes three weeks 
after the end of an FOMC meeting to the 
day of the policy decision, the second day of 
an FOMC meeting. Second, new charts were 
included that display how FOMC participants' 
assessments of uncertainties and risks have 
evolved over time. 

Interest rate policy. In light of the effects of the 
continuing public health crisis on the economy 
and the associated risks to the outlook, the 
FOMC has maintained the target range for the 
federal funds rate at 0 to lh percent since last 
March. In pursuing the strategy outlined in its 
revised statement, the Committee noted that it 
expects it will be appropriate to maintain this 
target range until labor market conditions have 
reached levels consistent with the Committee's 
assessments of maximum employment and 
inflation has risen to 2 percent and is on track 
to moderately exceed 2 percent for some time. 

Balance sheet policy. With the federal funds 
rate near zero, the Federal Reserve has also 
continued to undertake asset purchases to 
increase its holdings of Treasury securities 
by $80 billion per month and its holdings 
of agency mortgage-backed securities by 
$40 billion per month. These purchases 
help foster smooth market functioning and 
accommodative financial conditions, thereby 
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supporting the flow of credit to households 
and businesses. The Committee expects these 
purchases to continue at least at this pace until 
substantial further progress has been made 
toward its maximum-employment and price-
stability goals. 

In assessing the appropriate stance of 
monetary policy, the Committee will continue 
to monitor the implications of incoming 
information for the economic outlook. The 
Committee is prepared to adjust the stance of 
monetary policy as appropriate if risks emerge 
that could impede the attainment of the 
Committee's goals. 

Special Topics 
Disparities in job loss. The COVID-19 crisis 
has exacerbated pre-existing disparities in 
labor market outcomes across job types and 
demographic groups. Job losses last spring 
were disproportionately severe among lower-
wage workers, less-educated workers, and 
racial and ethnic minorities, as in previous 
recessions, but also among women, in contrast 
to previous recessions. While all groups 
have experienced at least a partial recovery 
in employment rates since April 2020, the 
shortfall in employment remains especially 
large for lower-wage workers and for 
Hispanics, African Americans, and other 
minority groups, and the additional childcare 
burdens resulting from school closures have 
weighed more heavily on women's labor 
force participation than on men's labor force 
participation. (See the box "Disparities in Job 
Loss during the Pandemic" in Part 1.) 

High-frequency indicators. The unprecedented 
magnitude, speed, and nature of the 
COVID-19 shock to the economy rendered 
traditional statistics insufticient for monitoring 
economic activity in a timely manner. As a 
result, policymakers turned to nontraditional 
high-frequency indicators of activity, 
especially for the labor market and consumer 
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spending. These indicators presented a more 
timely and granular picture of the drop and 
subsequent rebound in economic activity last 
spring. The most recent readings obtained 
from those indicators suggest that economic 
activity began to edge up again in January, 
likely reflecting in part the disbursement of 
additional stimulus payments to households. 
(See the box "Monitoring Economic Activity 
with Nontraditional High-Frequency 
Indicators" in Part 1.) 

Monetary policy rules. Simple monetary policy 
rules, which relate a policy interest rate to a 
small number of other economic variables, 

can provide useful guidance to policymakers. 
This discussion presents the policy rate 
prescriptions from a number of rules that have 
received attention in the research literature, 
many of which mechanically prescribe raising 
the federal funds rate as employment rises 
above estimates of its longer-run level. A rule 
that instead responds only to shortfalls of 
employment from assessments of its maximum 
level is featured to illustrate one aspect of 
the FOMC's revised approach to policy, as 
described in the revised Statement on Longer-
Run Goals and Monetary Policy Strategy. (See 
the box "Monetary Policy Rules and Shortfalls 
from Maximum Employment" in Part 2.) 



PART 1 
RECENT ECONOMIC AND FINANCIAL DEVELOPMENTS 

Domestic Developments 

The labor market has partially recovered 
from the pandemic-induced collapse, 
but the pace of improvement slowed 
substantially toward the end of last year... 

1. Nonfarm payroll employment 

Monthly Millions of jobs 

- 155 

The public health crisis spurred by the - 150 

spread of COVID-19 weighed on economic - 145 
activity throughout 2020, and patterns 
in the labor market reflected the ebb and 
flow of the virus and the actions taken by - 135 

- 140 

households, businesses, and governments - 130 

to combat its spread. During the initial - 125 
stage of the pandemic in March and April, 
payroll employment plunged by 22 million 2005 2007 2009 2011 2013 2015 2017 2019 2021 

jobs, while the measured unemployment rate SOURCE: Bureau of Labor Statistics via Haver Analytics. 

jumped to 14.8 percent-its highest level 
since the Great Depression (figures 1 and 2).2 
As cases subsided and early lockdowns were 2. Civilian unemployment rate 
relaxed, payroll employment rebounded 

Monthly Percent rapidly-particularly outside of the service 
sectors-and the unemployment rate fell - 16 
back. Beginning late last year, however, the - 14 
pace of improvement in the labor market 1»«~ - 12 slowed markedly amid another large wave 

- 10 of COVID- 19 cases. The unemployment 
rate declined only 0.4 percentage point from -8 

November through January, while payroll -6 

gains averaged just 29,000 per month, weighed -4 

down by a contraction in the leisure and -2 
hospitality sector, which is particularly affected 
by social distancing and government-mandated 2005 2007 2009 2011 2013 2015 2017 2019 2021 

restrictions. SOURCE: Bureau of Labor Statistics. 

2. Since the beginning of the pandemic, a substantial 
number of people on temporary layoff, who should be 
counted as unemployed, have instead been recorded as 
"employed but on unpaid absence." The Bureau of Labor 
Statistics reports that, if these workers had been correctly 
classified, the unemployment rate would have been 
5 percentage points higher in April. The misclassification 
problem has abated since then, and the unemployment 
rate in January was at most about M percentage 
point lower than it would have been in the absence of 
misclassification. 

Lr
l 
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3. Labor force participation rate and 
employment-to-population ratio 

Monthly Percent 
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- 66 e participation rate 
- 64 
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Nom: The labor force participation rate and the employment-
to-population ratio are percentages of the population aged 16 and over. 

SOURCE: Bureau of Labor Statistics via Haver Analytics. 
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All told, the incomplete recovery left the level 
of employment in January almost 10 million 
lower than it was a year earlier, while the 
unemployment rate stood at 6.3 percent-
nearly 3 percentage points higher than before 
the onset of the pandemic. Most recently, 
high-frequency data-including initial claims 
for unemployment insurance and weekly 
employment data from the payroll processor 
ADP-suggest modest further improvement 
in the labor market in recent weeks. (For more 
discussion of what high-frequency indicators 
are suggesting about the current trajectory 
of the economy, see the box "Monitoring 
Economic Activity with Nontraditional High-

. Frequency Indicators. ) 

. . . and the harm has been substantial 
The damage to the labor market has been 
even more substantial than is indicated by 
the extent of unemployment alone. The labor 
force participation rate (LFPR)-the share 
of the population that is either working or 
actively looking for work-plunged in March 
and April, as many of those who lost their 
jobs were not seeking work and so were not 
counted among the unemployed. Despite 
recovering some over the summer, the LFPR 
remains nearly 2 percentage points below 
its pre-pandemic level (figure 3). A number 
of factors appear to have contributed to the 
continued weakness in the LFPR, including 
a lack of job opportunities, the effects of 
school closings and virtual learning on 
parents' ability to work, the health concerns 
of potential workers, and a spate of early 
retirements triggered by the crisis. All told, 
the employment-to-population ratio-the 
share of the population with jobs, regardless 
of the number seeking work-in January 
was 3.6 percentage points below the level at 
the beginning of 2020. Job losses last year 
fell most heavily on lower-wage workers 
and on Hispanics, African Americans, 
and other minority groups. As a result, 
the rise in unemployment and the decline 
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Monitoring Economic Activity with Nontraditional 
High-Frequency Indicators 

The unprecedented magnitude, speed, and nature 
of the COVID-19 shock to the economy rendered 
traditional statistics insufficient for monitoring 
economic activity in a timely manner. As a result, 
policymakers around the world turned to nontraditional 
indicators of activity, both those based on private-
sector "big data" and those newly developed by official 
statistical agencies. Because some of the most salient 
characteristics of these indicators are their timeliness 
and the time span they cover (such as daily or weekly), 
they are often called "high-frequency indicators." 

An important example of the usefulness of high-
frequency indicators is the case of payroll employment. 
The Bureau of Labor Statistics' (BLS) monthly measure 
of payroll employment is one of the most reliable, 
timely, and closely watched business cycle indicators. 
However, during the onset of the pandemic in the 
United States, even the BLS Current Employment 
Statistics (CES) data were published with too long of 
a lag to track the dramatic dislocations in the labor 
market in a timely manner. Specifically, from the 
second half of March through early April, the economy 
was shedding jobs at an unprecedented rate, but 
those employment losses were captured only in the 
employment situation release issued on May 8,2020. 
Because of this lag, economists looked to various 
private data sources to gain insights about the current 

A. Estimates of private payroll employment growth 

Aggregate payroll employment growth 

Millions of jobs, monthly rate 

~ADP-FEB, 4-week average 

JDP-FRB 

Feb. Apr. June Aug. Oct. Dec. 
2020 2021 

- 10 

5 
0 

5 
- 10 

- 15 

- 20 

- 25 

- 30 

- 35 

Feb. 

<2>r.~LS CES 

state of the labor market.1 An important example is 
data from the payroll processor ADP that cover roughly 
20 percent of private U.S. employment, a sample size 
similar to the one used by the BLS to construct the CES. 
Estimates of changes in employment constructed from 
ADP data have tracked the official CES data remarkably 
well since the start of the pandemic recession, and 
the ADP data possess the important benefits of being 
available earlier and at a weekly frequency (figure A, 
left panel).2 

(continued on next page) 

1. See, for example, Raj Chetty, John N. Friedman, 
Nathaniel Hendren, Michael Stepner, and the Opportunity 
Insights Team (2020), "The Economic Impacts of COVI[)-19: 
Evidence from a New Public Database Built Using Private 
Sector Data," NBER Working Paper Series 27431 (Cambridge, 
Mass.: National Bureau of Economic Research, November), 
https://www.nber.org/papers/w27431; and Alexander W. Bartik, 
Marianne Bertrand, Feng Lin, Jesse Rothstein, and Matt Unrath 
(forthcoming), "Measuring the Labor Market at the Onset of 
the COVI [)- 19 Crisis ," Brookings Papers on Economic Activity . 

2. For further analysis of the ADP employment series, see 
Tomaz Cajner, Leland D. Crane, Ryan A. Decker, John Grigsby, 
Adrian Hamins-Puertolas, Erik Hurst, Christopher Kurz, and 
Ahu Yildirrnaz (forthcoming), "The U.S. Labor Market during 
the Beginning of the Pandemic Recession ," Brookings Papers 
on Economic Activity . Note that the ADP employment series 
referenced in this discussion differ from the ADP National 
Employment Report, which is published monthly by the ADP 
Research Institute in close collaboration with Moody's Analytics. 

Payroll employment growth in leisure and hospitality 

Millions of jobs, monthly rate 

BLS CES -3 
. 

ADP-FRB, 4-week average -3 

-6 

ADP-FRB 9 
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NOTE: ADP data are weekly and extend through February 6, 2021. BLS data are monthly. 
SOURCE: Federal Reserve Board staff calculations using ADP, Inc., Payroll Processing Data; Bureau of Labor Statistics (BLS), Current 

Employment Statistics (CES). 
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Monitoring Economic Activity ( continued ) 

Weekly employment estimates based on ADP data 
were particularly valuable not only last spring when 
employment plummeted and then quickly rebounded, 
but also during the renewed COVID-19 wave that 
started this past fall. In particular, high-frequency ADP 
employment data indicate that the fall and winter virus 
wave had a smaller effect on the labor market than 
was seen last spring, likely because there were fewer 
mandated shutdowns of businesses than in the spring, 
because many businesses implemented adaptations 
that made it easier for them to continue to operate 
(for example, curbside pickup), and because many 
individuals changed their behavior (for example, by 
wearing masks such that more economic activities are 
deemed safer now than in the spring). Most recently, 
the BLS data show that private payroll employment 
remained little changed through its survey week in 
mid-January, and the ADP data indicate that 
employment improved modestly through early 
February. Additionally, the Iatest ADP data indicate 
that the leisure and hospitality sector-which includes 
hotels, restaurants, and entertainment venues and 
is particularly affected by government-mandated 
restrictions and social distancing-started adding jobs 
again in recent weeks after experiencing a temporary 
downturn at the end of last year (figure A, right panel). 

Outside of the labor market, several new high-
frequency indicators have been useful in monitoring 
the massive effects of the COVID-19 pandemic on 
consumer spending. Weekly data from NPD (a market 

B. Indicators of consumption growth 

Retail goods spending 

Percent change from year earlier 

- 30 
Total, Census 1\ 

0 

Total, NPD 10 

- 20 

- 30 
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2020 2021 

NoTE: NPD data are weekly and extend through February 6, 2021, 
and Census data are monthly. All series show nominal spending on 
nonfood retail goods. Dashed lines represent the first and second waves 
of stimulus tranche. 

SOURCE: NPD Group; Census Bureau. 

analytics firm) on nonfood retail sales captured in real 
time the dramatic and sudden drop in consumption in 
mid-March; the monthly Census Bureau data recorded 
that decline only with a lag (figure B, left panel).3 
The NPD data also reflected how the income support 
payments to families, provided by the Coronavirus Aid, 
Relief, and Economic Security Act, or CARES Act, 
rapidly affected consumer spending in mid-April. 
More recently, the NPD data showed some decline 
in consumption late last year, followed by a pickup 
in January after the passage of the most recent fiscal 
stimulus package. Several nontraditional data sources 
illustrate that services spending remains depressed as 
social distancing continues to restrain in-person activity 
(figure B, right panel).4 

With rapid changes in the economic environment, 
many statistical agencies also developed high-frequency 

(continued) 

3. Information from the NPD Group, Inc., and its affiliates 
contained in this report is the proprietary and confidential 
property of NP[) and was made available for publication 
under a limited license from NP[). Such information may not 
be republished in any manner, in whole or in part, without the 
express written consent of N P[). 

4. Services spending accounts for roughly one-half of 
aggregate spending, but it is measured with some lag. In 
particular, the services spending information folded into 
gross domestic product comes from the revenue information 
sourced from the Census Bureau's Quarterly Services Survey 
(QSS). The advance QSS (early data for a subset of industries 
found in the full QSS) and full QSS are released two and three 
months, respectively, after a given quarter ends. 

Services spending 

Daily Year-over-year percent change 
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Nom: Year-over-year percent change in 7-day moving average. 
Health-care visits data extend through February 7, 2021; food services 
data extend through February 15,2021; and hotel occupancy data extend 
through February 6,2021. 

SOURCE: SafeGraph, Inc.; Fiserv, Inc.; STR, Inc.; Transportation 
Security Administration. 
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indicators. For example, the Census Bureau released 
data on weekly new business applications (figure C, 
left panel). During the initial stage of the pandemic 
recession, new business applications fell compared 
with previous years, a typical pattern during economic 
downturns. However, new business applications started 
to rebound notably during the summer, and for the year 
as a whole, they were higher than the average over the 
previous three years, a pattern that differs dramatically 
from previous business cycles.5 The increase in 
applications appears to be concentrated in industries 
that rapidly adapted to the landscape of the pandemic, 
such as online retail, personal services, information 
technology, and delivery. It remains unclear, however, 
whether these business applications will lead to actual 
job creation at the same rate as in the past.6 As another 
example, the Census Bureau developed high-frequency 
survey statistics that contain information about the 

5. For further discussion, see Er-nin Dinlersoz, Timothy 
Dunne, John Haltiwanger, and Veronika Penciakova 
(forthcoming), "Business Formation: A Tale of Two Recessions," 
American Economic Review Papers and Proceedings. 

6. The link between applications and job creation in the 
pre-pandernic period is studied in Kimberly Bayard, Emin 
Dinlersoz, Timothy Dunne, John Haltiwanger, Javier Miranda, 
and John Stevens (2018), "Early-Stage Business Formation: 
An Analysis of Applications for Employer Identi fication 
Numbers," Finance and Econor-nics Discussion Series 2018-
015 (Washington: Board of Governors of the Federal Reserve 
System, March), https://dx.doi.org/10.17016/FEDS.2018.015. 

financial struggles of households (figure C, right 
panel). These data indicate that the financial stress of 
households increased late last year as households were 
becoming less confident about being able to make their 
next mortgage or rent payment as well as more likely 
to expect income loss over the next four weeks, but 
households' financial expectations improved somewhat 
in January. 

Overall, nontraditional high-frequency indicators 
have served several purposes over the past year. 
First, they provide timely alternative estimates that 
complement official statistics and can also be used to 
verify movements in official statistics. Second, they are 
often helpful for assessing economic developments 
more quickly and with greater granularity than what 
can be found in official statistics. Third, high-frequency 
indicators without a direct counterpart in official 
statistics give a different perspective and help enhance 
our understanding of economic developments. These 
nontraditional indicators are also subject to several 
potential limitations, such as systematic biases due to 
nonrepresentativeness of data or small (and possibly 
nonrandom) samples. Importantly, only time will tell if 
such indicators will continue to provide a signal above 
and beyond traditional indicators as the high-frequency 
shocks associated with the pandemic dissipate. Overall, 
however, the use of nontraditional high-frequency 
indicators over the past year has amply shown that they 
can yield large benefits, especially when economic 
conditions are changing rapidly. 

C. High-frequency indicators by official statistical agencies 

New business applications 

Weekly Thousands 
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NoTE: The cumulative 2021 data extend through February 6, 2021. 
The data are derived from Employer Identification Number applications 
with planned wages. 

SOURCE: Business Formation Statistics, Census Bureau via Haver 
Analytics. 
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4. Unemployment rate, by race and ethnicity 

Monthly Percent 
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NOTE: Unemployment rate measures total unemployed as a percentage of the labor force. Persons whose ethnicity is identified as Hispanic or Latino 
may be of any race. Small sample sizes preclude reliable estimates for Native Americans and other groups for which monthly data are not reported by 
the Bureau of Labor Statistics. 

SOURCE: Bureau of Labor Statistics via Haver Analyties. 

5. Measures of change in hourly compensation 
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SOURCE: Bureau of Labor Statistics; Federal Reserve Bank of Atlanta, 
Wage Growth Tracker; all via Haver Analytics. 

in the employment-to-population ratio 
were particularly evident among those 
groups (figure 4). (For more discussion 
of the pandemic's effects on the labor 
market outcomes of various groups, see 
the box "Disparities in Job Loss during the 
Pandemic.") 

Aggregate wage growth appears to be 
little changed despite the weakness in the 
labor market 
Although weakness in the labor market 
generally puts downward pressure on overall 
wages, the best available measures suggest 
that wage growth in 2020 was little changed 
from 2019. Total hourly compensation as 
measured by the employment cost index, 
which includes both wages and benefits, ro se 
2.6 percent during the 12 months ending in 
December, only slightly below pre-pandemic 
rates (figure 5). Wage growth as computed by 
the Federal Reserve Bank of Atlanta, which 
tracks the median 12-month wage growth 
of individuals responding to the Current 
Population Survey, was about 392 percent 



during 2020, similar to the growth rate 
in 2019.3 The continued gains in aggregate 
wages mask important heterogeneity, 
however; according to the Atlanta Fed data, 
workers with lower earnings and nonwhites 
experienced larger decelerations in wages than 
other groups last year. 

Price inflation remains low despite 
rebounding since last spring 
As measured by the 12-month change in 
the price index for personal consumption 
expenditures (PCE), inflation fell from 
1.6 percent in December 2019 to a low of 
0.5 percent in April, as economic activity 
dropped sharply (figure 6). Since then, 
inflation has partially recovered along with the 
pickup in demand, but it was only 1.3 percent 
in December-still well below the Federal 
Open Market Committee's (FOMC) objective 
of 2 percent. After excluding consumer food 
and energy prices, which are often quite 
volatile, the 12-month measure of core PCE 
inflation was 1.5 percent in December. An 
alternative way to abstract from transitory 
influences on measured inflation is provided 
by the trimmed mean measure of PCE price 
inflation constructed by the Federal Reserve 
Bank of Dallas.4 The 12-month change in this 
measure declined to 1.7 percent in December 

3. Some other common wage measures are providing 
misleading signals at present because they are dominated 
by compositional effects: Pandemic-related job losses fell 
most heavily on lower-wage workers, which mechanically 
increased measures of average wages. For example, 
average hourly earnings from the payroll survey rose 
more than 5 percent over the 12 months ending in 
January. Similarly, the fourth-quarter reading on 
compensation per hour, which includes both wages and 
benefits, was 7.7 percent above its year-ago level. Output 
per hour, or productivity, has also been affected by the 
same composition effects, rising 2.5 percent over the four 
quarters of 2020, the fastest pace in a decade. 

4. The trimmed mean price index excludes whichever 
prices showed the largest increases or decreases in a given 
month. Over the past 20 years, changes in the trimmed 
mean index have averaged h percentage point above core 
PCE inflation and 0.1 percentage point above total PCE 
inflation. 
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6. Change in the price index for personal consumption 
expenditures 

Monthly 12-month percent change 

Trimmed mean 3.0 

Excluding food »4 and energy 

A p-j Total 

2014 2015 2016 2017 2018 2019 2020 

NoTE: The data extend through December 2020. 
SOURCE: For trimmed mean, Federal Reserve Bank of Dallas; for all 

else, Bureau of Economic Analysis; all via Haver Analytics. 

- 2.5 

- 2.0 

1.5 

1.0 

.5 

0 



12 PART 1: RECENT ECONOMIC AND FINANCIAL DEVELOPMENTS 

Disparities in Job Loss during the Pandemic 
Although employment has improved substantially 

since its trough in April 2020, the labor market 
recovery remains far from complete: As of 
January 2021, the employment-to-population (EPOP) 
ratio, a broad measure that encompasses both 
increased unemployment and decreased labor force 
participation, was still 3.6 percentage points below 
its February 2020 level. All industries, occupations, 
and demographic groups experienced significant 
employment declines at the start of the pandemic, 
and, over the ensuing months, all groups have 
experienced at least some partial recovery. That 
said, employment declines last spring were steeper 
for workers with lower earnings and for Hispanics, 
African Americans, and other minority groups, and 
the hardest-hit groups still have the most ground left 
to regai n. 

Although disparities in labor market outcomes 
generally widen during recessions, certain 
factors unique to this episode-in particular, the 
social-distancing measures taken by households, 
businesses, and governments to limit in-person 
interactions-have profoundly shaped the incidence 
of recent job losses in different segments of the labor 
market. Because jobs differ in the degree to which 
they involve personal contact and physical proximity, 
in whether they can be performed remotely, and in 
whether they are deemed to serve "essential" functions, 
social-distancing measures have had disparate effects 
across industries and occupations. To illustrate this 
point, figure A reports net changes in employment in 
11 broad industry categories, both during the period 
of acute job losses last spring (column 1 ) and over the 
longer interval since the start of the pandemic (column 
2). Net job losses through January have been especially 
severe in the leisure and hospitality industry-in which 
employment is still 22.9 percent below pre-pandemic 
levels Cline 11 )-and in other services, a category that 
includes barber shops and beauty salons Cline 12).1 By 
contrast, employment in most other broad industries is 
now 5 percent or less below pre-pandemic levels. Job 
losses have thus been disproportionately concentrated 
in lower-wage consumer service industries, in which 
business operations are strongly affected by social-

1. Net job losses have also been pronounced in mining 
and logging (line 2), which is unique among these industries 
in having experienced further contraction in employment 
between April 2020 and January 2021 

A. Changes in private-sector employment, by industry 
Percent change since Feb. 2020 

Industry (1) (2) 
As of Apr. 2020 As of Jan. 2021 

1. Total private .. -16.5 -6.6 

2. Mining and logging . -9.9 -11.7 

3. Manufacturing . -10.8 -4.5 

4. Construction . -14.6 -3.3 

5. Wholesale trade . -6.9 -4.5 

6. Retail trade .. -15.2 -2.5 

7. Transp., warehousing, and -9.1 -2.7 
utilities ... 

8. Information and financial -4.8 -2.8 
activities 

9. Professional and business -11.1 -3.8 
services. 

10. Education and health -11.6 -5.4 
services. 

11. Leisure and hospitality . -48.6 -22.9 

12. Other services . -23.7 -7.8 

NoTE: The data are seasonally adjusted. 
SOURCE: Bureau ofLabor Statistics. 

distancing measures and relatively few workers are able 
to work from home.2 

In keeping with the sectoral composition of recent 
job losses, workers in lower-wage jobs have been hit 
especially hard. Figure B uses data from the payroll 
processor ADP to plotemployment indexes for four 
job tiers defined by hourly wages. Between February 
and April of last year, employment fell most sharply for 
jobs in the bottom quartile of the pre-pandemic wage 
distribution. Between April and June, employment 
rose most quickly for these lowest-paying jobs. In 
subsequent months, job gains moderated substantially 
for all groups, and as of mid-January, employment in 
the lowest-paying jobs was about 20 percent below its 

(continued) 

2. For instance, in the January 2021 round of the Current 
Population Survey, 41 percent of those employed in the 
professional and business services industry reported working 
from home during the previous four weeks as a result of the 
pandemic, compared with about 7 percent of those employed 
in leisure and hospitality. See Bureau of Labor Statistics (2021 ), 
"Supplemental Data Measuring the Effects of the Coronavirus 
(COVI[)-19) Pander-nic on the Labor Market," Current 
Population Survey, January, https://www.bls.gov/cps/effects-of-
the-coronavi rus-covid-19-pander-ni c. htr-n. 
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B. Employment declines for low-, middle-, and 
high-wage workers 

Weekly Week ending February 15, 2020 = 100 
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Nom: The data are seasonally adjusted by the Federal Reserve Board 
and extend through January 16, 2021. Wage quartiles are defined using 
the February 2020 wage distribution. 

SOURCE: Federal Reserve Board staff calculations using ADP, Inc., 
payroll processing data. 

pre-pandemic level. In comparison, employment in the 
higher-paying job tiers is now about 10 percent or less 
below pre-pandemic levels. 

Similar disparities are apparent across demographic 
groups. Figure C shows the change in each group's 
EPOP ratio. Between February 2020 and January 2021, 
the EPOP ratio fell by a similar amount for both men 
and women; in contrast, during many previous 
recessions the EPOP ratio declined substantially more 
for men. (In fact, given that men's employment rate was 
substantially higher than women's before the pandemic, 
the decline in employment for women as a percentage 
of pre-recession employment has been larger, which 
contrasts even more starkly with previous recessions.) 
Since February 2020, the EPOP ratio has fallen more 
for people without a bachelor's degree than for those 
with at least a bachelor's degree, more for prime-age 
individuals than for those under age 25 or over age 55, 
and more for Hispanics, African Americans, and Asians 
than for whites.3 In general, the groups experiencing the 
largest declines in employment since last February are 
more commonly employed in the industries that have 

3. The decline in employment also appears to have been 
relatively large for Native Americans, based on annual average 
data for 2020. (Monthly data are not available for this group 
because of srnal I sample sizes and are not shown in figure C 
for that reason.) 

C. Change in employment-to-population ratio, by 
demographic group 
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NoT]E: The data are seasonally adjusted. Small sample sizes preclude 
reliable estimates for Native Americans and other groups for which 
monthly data are not reported by the Bureau of Labor Statistics. 

SOURCE: Bureau of Labor Statistics via Haver Analytics. 

experienced the greatest net employment declines to 
date, such as leisure and hospitality; these demographic 
groups are also less likely to report being able to work 
from home.4 

(continued on next page) 

4. For more information on the groups with the largest 
employment declines since February 2020, see Kenneth 
A. Couch, Robert W. Fairlie, and Huanan Xu (2020), 
"Early Evidence of the Impacts of COVI[)-19 on Minority 
Unemployment ," Journal of Public Economics , vol . 192 
(December), pp. 1-11; Guido Matias Cortes and Eliza C. 
Forsythe (2020), "The Heterogeneous Labor Market Impacts 
ofthe Covid-19 Pandemic," Upjohn Institute Working Paper 
Series 20-327 (Kalamazoo, Mich.: W.E. Upjohn Institute for 
Employment Research, May), https://research.upjohn.org/cgi/ 
viewcontent.cgi?article=1346&context=up_workingpapers; 
and Titan Alon, Matthias Doepke, Jane Olmstead-Rumsey, and 
Mich@le Tertilt (2020), "This Time It's Different: The Role of 
Women's Employment ina Fandemic Recession," NBER Worki ng 
Paper 27660 (Cambridge, Mass.: National Bureau of Economic 
Research, August), https://www.nber.org/papers/w27660. 

Additional details on differences across demographic 
groups in the ability to work from home can be found in the 
Current Population Survey. For example, in January, around 
23 percent of white workers reported working from home in the 
previous four weeks because of the pandemic, compared with 
19 percent of African Americans and 14 percent of Hispanics; 
43 percent of those with a bachelor's degree or higher reported 
working from home, compared with 16 percent or less for those 
with lower levels of education. See Bureau of Labor Statistics, 
"Supplemental Data," in box note 2. 
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Disparities in Job Loss ( continued ) 

Since the start of the pandemic, another important 
impediment to individuals' ability to work or look for 
work has been the absence of in-person education for 
many K-12 students.5 Because many working parents 
are unable to work from home while monitoring their 
children's virtual education (depending on the nature 
of their jobs and the availability of other caregivers), 
the widespread lack of K-12 in-person education may 
also explain some of the differences across groups. 
For example, among mothers aged 25 to 54 with 
children aged 6 to 17, the fraction who said they are 
not working or looking for work for caregiving reasons 
was 21/2 percentage points higher in the three months 
ending January 2021 than over the year-earlier period, 
compared with a 1/2 percentage point increase for 
fathers. Relative to white mothers, the increase was 
about twice as large for Hispanic mothers and more 
than twice as large for African American mothers, and it 
was also more than twice as large for mothers without 
any college education as for mothers with more 
education.6 

As the spread of COVID-19 is contained and 
a growing share of the population is immunized, 
some of the unique factors that have exacerbated 
disparities since the start of the pandemic will likely 
ease. For example, as COVID becomes less prevalent, 
businesses offering in-person services (for example, in 
the leisure and hospitality industry) will move closer 
to pre-pandemic levels of employment. In addition, as 
more schools return to offering in-person education, 
childcare constraints will become less acute. 

Even as labor market impediments specific to the 
pandemic subside, however, the speed at which the 
labor market moves toward full employment will 

5. According to the Census Bureau's Household Pulse 
Survey, 85 percent of parents surveyed in early January 
reported that their children's classes for the 2020-21 school 
year were moved to virtual learning. 

6. The findings are Federal Reserve Board staff estimates 
based on publicly available Current Population Survey microdata. 

be important for narrowing the disparities that have 
widened since the start of the pandemic, as research 
has consistently shown that strong labor markets 
especially benefit lower-wage and disadvantaged 
workers.7 The pace of labor market gains will also 
depend on how many unemployed workers have 
the opportunity to return to their original jobs. In 
January 2021, 2.2 percent of labor force participants 
(representing 34.6 percent of unemployed workers) 
reported being unemployed because of a permanent 
job loss, up from 1.3 percent of the labor force 
(8.8 percent of unemployed workers) in April 2020.8 
Research has shown that workers who return to their 
previous employers after a temporary Iayoff tend to earn 
wages similar to what they were making previously, 
whereas laid-off workers who do not return to their 
previous employer experience a longer-lasting decline 
in earnings.9 

7. For example, see Stephanie R. Aaronson, Mary C. Daly, 
William L. Wascher, and David W. Wilcox (2019), "Okun 
Revisited: Who Benefits Most from a Strong Economy?" 
Brookings Papers on Economic Activity, Spring, pp. 333-75, 
https://www.brookings.edu/wp-content/uploads/2019/03/ 
aaronson_web.pdf; and Tomaz Cajner, Tyler Radler, David 
Ratner, and Ivan Vidangos (2017), "Racial Gaps in Labor 
Market Outcomes in the Last Four Decades and over 
the Business Cycle," Finance and Econornics Discussion 
Series 2017-071 (Washington: Board of Governors of the 
Federal Reserve System, June), https://dx.doi.org/10.17016/ 
FEDS.2017.071. 

8. The data are Federal Reserve Board staff calculations 
from published Bureau of Labor Statistics estimates. By 
comparison, the number of permanent job losers peaked 
at 4.4 percent of labor force participants (representing 
44.8 percent of unemployed workers) during the Great Recession. 

9. See Louis S. Jacobson, Robert]. LaLonde, and Daniel G. 
Sullivan (1993), "Earnings Losses of Displaced Workers," 
American Economic Review, vol. 83 (September), pp. 685-
709; Shigeru Fujita and Giuseppe Moscarini (2017), "Recall 
and Unemployment ," American Economic Review , vol . 107 
(December), pp. 3875-916; and Marta Lachowska, Alexandre 
Mas, and Stephen A. Woodbury (2020), "Sources of Displaced 
Workers ' Long - Term Earnings Losses ," American Economic 
Review, vol. 110 (October), pp. 3231-66. 



from 2 percent a year earlier, a similar decrease 
to those in total and core PCE inflation. 

The low level of consumer price inflation 
in 2020 partly reflected the deterioration in 
economic activity. For example, inflation in 
tenants' rent and owners' equivalent rent, 
which tend to be sensitive to overall economic 
conditions, softened in 2020 from the rates 
observed during the preceding few years. 
Low inflation also reflected the net effect 
of a number of pandemic-driven shifts in 
specific sectors of the economy, such as a 
decline in gasoline prices that resulted from 
a collapse in oil prices in the early part of 
the year, which only partially reversed in the 
second half. Similarly, airfares and hotel prices 
fell markedly, driven by huge reductions in 
demand due to the pandemic. In contrast, 
food prices increased at an unusually fast 
pace last year, given stronger demand at retail 
grocery stores and, at times, some pandemic-
related supply chain disruptions. In addition, 
prices for some durable goods, such as motor 
vehicles and home appliances, rose sharply 
during the summer and remained somewhat 
elevated at the end of the year, in part because 
of a pandemic-induced shift in demand away 
from services and toward these goods. 

Prices of imports and oil have also 
rebounded 
The partial rebound in inflation later in 2020 
also stemmed from a firming of import prices. 
After declining in the first half of last year, 
nonfuel import prices increased in the second 
half, as the dollar depreciated and the recovery 
in global demand put upward pressure on 
non-oil commodity prices-a substantial 
component of nonfuel import prices (figure 7). 
Prices of both agricultural commodities and 
industrial metals increased considerably, and 
nonfuel import prices are now higher than 
they were a year ago. 

Early in the pandemic, benchmark oil prices 
fell below $20 per barrel, a level not breached 
since 2002. While prices have now nearly 
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7. Nonfuel import prices and industrial metals indexes 

January 2014 = 100 January 2014 = 100 

Industrial metals - 104 
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NOTE: The data for nonfuel import prices are monthly and extend through 
December 2020. The data for industrial metals are monthly averages of daily 
data and extend through January 29, 2021. 

SOURCE: For nonfuel import prices, Bureau of Labor Statistics; for industrial 
metals, S&P GSCI Industrial Metals Spot Index via Haver Analytics. 
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8. Spot and futures prices for crude oil 

Weekly Dollars per barrel 

A Brent spot price 

N 
K-month-ahead l 

~ futures contracts 

2007 2009 2011 2013 2015 2017 2019 2021 

Nom: The data are weekly averages of daily data. The data begin on 
Thursdays and extend through February 10, 2021. 

SOURCE: ICE Brent Futures via Bloomberg. 

9. Surveys of inflation expectations 
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Reserve Bank of New York, Survey of Consumer Expectations; Federal 
Reserve Bank of Philadelphia, Survey of Professional Forecasters. 
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recovered, oil consumption and production are 
still well below pre-pandemic levels (figure 8). 
Although global economic activity has picked 
up since last spring, oil demand has not fully 
recovered, held back by the slow recovery in 
travel and commuting. Weak demand has been 
met by reductions in supply: US. production 
has fallen dramatically relative to a year ago, 
while OPEC (Organization of the Petroleum 
Exporting Countries) and Russia have only 
slightly increased production after making 
sharp cuts last spring. 

Survey-based measures of long-run 
inflation expectations have been 
broadly stable... 
Despite the volatility in actual inflation last 
year, survey-based measures of inflation 
expectations at medium- and longer-term 
horizons, which likely influence actual inflation 
by affecting wage- and price-setting decisions, 
have been little changed on net (figure 9). 
In the University of Michigan Surveys of 
Consumers, the median value for inflation 
expectations over the next 5 to 10 years was 
2.7 percent in January and early February. 
In the Survey of Consumer Expectations, 
conducted by the Federal Reserve Bank 
of New York, the median of respondents' 
expected inflation rate three years ahead was 
3.0 percent in January, somewhat above its 
year-earlier level. Finally, in the first-quarter 
Survey of Professional Forecasters, conducted 
by the Federal Reserve Bank of Philadelphia, 
the median expectation for the annual rate 
of increase in the PCE price index over the 
next 10 years was 2.0 percent, close to the 
level around which it had typically hovered in 
previous years. 

. . . and market-based measures of 
inflation compensation have retraced 
earlier declines 
Inflation expectations can also be inferred 
from market-based measures of inflation 
compensation, although the inference is 
not straightforward because these measures 
are affected by changes in premiums that 
provide compensation for bearing inflation 



and liquidity risks. Measures of longer-term 
inflation compensation-derived either from 
differences between yields on nominal Treasury 
securities and those on comparable-maturity 
Treasury Inflation-Protected Securities (TIPS), 
or from inflation swaps-dropped sharply 
last March, partly reflecting a reduction in 
the relative liquidity of TIPS compared with 
nominal Treasury securities (figure 10). Both 
measures rebounded in the next couple of 
months as liquidity improved, before drifting 
up further through the remainder of 2020 and 
early 2021. The TIPS-based measure of 5-to-
10-year-forward inflation compensation and 
the analogous measure from inflation swaps 
are now about 21A percent and 29& percent, 
respectively, a bit above the average levels seen 
in 2019.5 

The plunge and rebound in gross 
domestic product reflected unusual 
patterns of spending during the pandemic 
After contracting with unprecedented speed 
and severity in the first half of 2020, gross 
domestic product (GDP) rose rapidly in the 
third quarter and continued to pick up, albeit 
at a much slower pace, in the fourth quarter 
(figure 11). The rebound in activity reflected a 
relaxation of voluntary and mandatory social 
distancing, as well as unprecedented fiscal and 
monetary support. Nevertheless, the recovery 
remains incomplete: At the end of 2020, GDP 
was 2.5 percent below its level four quarters 
earlier. This incomplete recovery reflected 
weakness in services consumption and overall 
exports that resulted largely from ongoing 
social-distancing measures to contain the virus, 
both at home and abroad. The concentration 
of the recession in services is unprecedented in 
the United States. Indeed, the sectors that are 
typically responsible for the cyclical dynamics 
of GDP have shown remarkable resilience: 
Activity in the housing market and consumer 
spending on goods were both above their 

5. As these measures are based on consumer price 
index (CPI) inflation, one should probably subtract about 
!4 percentage point-the average differential between CPI 
and PCE inflation over the past two decades-to infer 
inflation compensation on a P(IE basis. 
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10. 5-to-10-year-forward inflation compensation 
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Nom: The data are weekly averages of daily data and extend through 
February 12, 2021. TIPS is Treasury Inflation-Protected Securities. 

SOURCE: Federal Reserve Bank of New York; Barclays; Federal Reserve 
Board staff estimates. 

11. Real gross domestic product and gross 
domestic income 

Quarterly Billions of chained 2012 dollars 

- 20 

- 19 

Gross d~'~A~.:- :#AA-n 
/ - 18 

= ~ Gross domestic product - 16 

- 15 

- 14 

2006 2008 2010 2012 2014 2016 2018 2020 

NOTE: Gross domestic income extends through 2020:Q3. 
SOURCE: Bureau of Economic Analysis via Haver Analytics. 

Percent 

- 3.5 

3.0 

- 2.5 y 2.0 

- 1.5 

- 1.0 

.5 

PS breakeven ratesV 

.Lullig¢ l,lu liluullig - V 
- 17 



18 PART 1: RECENT ECONOMIC AND FINANCIAL DEVELOPMENTS 

12. Real personal consumption expenditures 

Billions o f chained 2012 dollars Billions of chained 2012 dollars 

2005 2008 2011 2014 2017 2020 

Nom: The data are monthly and extend through December 2020. 
SOURCE: Bureau of Economic Analysis via Haver Analytics. 

13. Indexes of consumer sentiment 
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pre-pandemic levels in the fourth quarter, and 
business fixed investment and manufacturing 
output also recovered rapidly from their 
initial plunges. 

Consumer spending, particularly on 
goods, bounced back in the second half 
of 2020... 
Household consumption rebounded rapidly 
during the late spring and summer from its 
COVID-induced plunge, and it continued to 
make gains through the fourth quarter, ending 
the year 2.6 percent below its year-earlier 
level. Notably, purchases of both durable 
and nondurable goods rose above their pre-
COVID levels in the second half of 2020, as 
spending shifted away from services curtailed 
by voluntary and mandatory social distancing 
(figure 12). Within durable goods, sales of light 
motor vehicles moved up quickly in the second 
half and are now close to their pre-pandemic 
level; any residual weakness in sales may be 
attributable to low supply, as production 
has failed to keep pace with demand. 
Services spending also rebounded from the 
extraordinarily low level seen in April, but 
it remained well below its pre-pandemic 
pace through the fourth quarter, as concerns 
about the virus continued to limit in-person 
interactions. Notably, consumer sentiment has 
also remained well below pre-pandemic levels 
(figure 13). 

... assisted by government income 
support... 
Consumer spending has been bolstered by 
government income support in the form 
of unemployment insurance and stimulus 
measures targeted at households. These 
payments were largest in the spring and 
summer of last year, but even in the fourth 
quarter aggregate real disposable personal 
income (DPI) was 3.7 percent above the level 
prevailing in late 2019, despite the low level of 
employment.6 The still-elevated level of DPI, 

6. The Consolidated Appropriations Act, 2021, 
which was enacted in late December, should provide a 
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combined with the low level of consumption, 
resulted in an aggregate saving rate of more 
than 13 percent in the fourth quarter, nearly 
double its level from a year earlier (figure 14).7 
That said, these aggregate figures mask 
important variation across households, and 
many low-income households, especially 
those whose earnings declined as a result of 
the pandemic and recession, have seen their 
finances stretched: 

. . . but spending fell back late in the year 

14. Personal saving rate 

Monthly 

E»4»/t- 2J -

As COVID cases began rising again 
in November, some states retightened 
restrictions, and many households likely cut 
back voluntarily on their activities, leading 
to a retrenchment in spending on services 
such as restaurants and travel. Spending 
on durable goods also stepped down late in 
the fourth quarter, possibly in part because 
many households had already purchased 
durable items such as furniture and electronics 
earlier in the year. Further, while higher-
income households accrued substantial 
savings over the course of 2020, some lower-
income consumers likely began to reduce 
their spending toward the end of the year, 
as support provided by the Coronavirus 
Aid, Relief, and Economic Security Act 
(CARES Act) waned. More recently, 
however, retail sales data and high-frequency 
indicators suggest that consumer spending 
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Nom: The data extend through December 2020. 
SOURCE: Bureau of Economic Analysis via Haver Analytics. 

substantial further boost to DPI in the first quarter of 
this year. 

7. The saving rate reached 26 percent in the second 
quarter of 2020-by far the highest level since World 
War II-before falling back as consumption rebounded 
and government transfers declined over the course of 
the year. Even so, the saving rate in the fourth quarter 
remained higher than in any other period since the 1970s. 

8. Food pantries saw a significant increase in demand 
in 2020, and there was a sharp increase in the number of 
families reporting that they did not have sufficient money 
to buy food. See, for example, Marianne Bitler, Hilary 
W Hoynes, and Diane Whitmore Schanzenbach (2020), 
"The Social Safety Net in the Wake of COVID-19," 
NBER Working Paper Series 27796 (Cambridge, Mass.: 
National Bureau of Economic Research, September), 
https://www. nber. org/system/files/working_papers/ 
w27796/w27796.pdf. 
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15. Real prices of existing single-family houses 
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NoTE: The data for the S&P/Case-Shiller index extend through 
2020:Q3. Series are deflated by the personal consumption expenditure 
price index. 

SOURCE: CoreLogic Home Price Index; Zillow; S&P/Case-Shiller U.S. 
National Home Price Index. The S&P/Case-Shiller index is a product of 
S&P Dow Jones Indices LLC and/or its affiliates. (For Dow Jones 
Indices licensing information, see the note on the Contents page.) 

16. Wealth-to-income ratio 
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NoTE: The series is the ratio of household net worth to disposable 
personal income. Data extend through 2020:Q3. 

SOURCE: For net worth, Federal Reserve Board, Statistical Release 
Z. 1, "Financial Accounts of the United States"; for income, Bureau of 
Economic Analysis via Haver Analytics. 
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rose appreciably in January, likely in part 
because of additional fiscal support from the 
Consolidated Appropriations Act, 2021, which 
was enacted in late December. 

Soaring equity and house prices have 
pushed aggregate household wealth to 
record highs 
Stock markets rallied after plunging in the 
spring and, more recently, have reached 
record highs, largely reflecting the arrival of 
effective vaccines, optimism about further 
fiscal stimulus, and notable improvement in 
the outlook for corporate earnings. House 
prices-which are of particular importance for 
the value of assets held by many households-
have also soared, boosted by strong demand 
from record-low mortgage rates, a shift in 
demand from multifamily to single-family 
homes during the pandemic, and a shortage 
of inventory (figure 15). As a result, aggregate 
household wealth is elevated relative to income, 
which is supporting consumption, particularly 
of relatively well-off households (figure 16). 

Lending standards for households are 
less accommodative than before the 
pandemic, but credit is still available to 
households with good credit profiles 
Consumer lending standards remain less 
accommodative than before the pandemic, 
on balance, and are particularly tight for 
individuals with low credit ratings. Banks 
tightened lending standards substantially in the 
first half of 2020, but the tightening moderated 
in the second half and credit remains available 
to higher-score borrowers. Banks also reported 
considerably weaker demand for consumer 
credit on balance. Credit card lending volumes 
have been weak, consistent with the incomplete 
recovery in overall consumer spending, but 
auto lending has been stronger amid the rapid 
recovery in motor vehicle sales to consumers 
(figure 17). Mortgage lending has also been 
robust, boosted both by record-low mortgage 
interest rates and by mortgage credit that is 
generally available to those with good credit 
scores who are seeking traditional mortgage 



products (figure 18). Overall, loan defaults 
have remained low despite the weak labor 
market, supported by various forbearance 
programs. 

The housing sector made a remarkable 
reco very in the second half of 2020... 
Residential investment grew at a robust 
pace of 14 percent over the four quarters 
of 2020, as booming home sales and housing 
construction in the second half more than 
offset the outsized declines in the second 
quarter that resulted from the COVID-19 
outbreak and mitigation efforts. Historically 
low mortgage rates and the swift adaptation 
of the real estate sector to the pandemic 
boosted housing activity later in the year, 
with both single-family housing starts and 
existing home sales rising to their highest levels 
since the mid-2000s (figures 19 and 20): The 
burst of housing demand has left inventories 
of both new and existing homes at all-time 
lows, putting upward pressure on home 
prices and supporting new construction. 
Some of these patterns in the data likely 
reflect changes in preferences during the 
pandemic, with households opting for larger 
homes and housing in less dense areas, but 
the degree to which these changes will persist 
remains unclear. 

. . . and business fixed investment also 
rebounded rapidly... 
Business fixed investment-that is, private 
expenditures for equipment, structures, 
research and development, and other 
intellectual property-contracted sharply 
in the first half of 2020 but largely retraced 
its decline in the second half. The recovery 
in business investment has been centered in 
equipment and intellectual property, which 
rose 2.4 percent over the four quarters of 2020, 
supported by stronger business sentiment, 
improved financing conditions, and the 

9. In particular, during the pandemic, the real estate 
sector has made increased use of virtual tours, remote 
closings, and waivers on inspections and appraisals. 
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18. Mortgage rates 
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NoTE: The data extend through February 11, 2021. 
SOURCE: Freddie Mac Primary Mortgage Market Survey. 

19. Private housing starts and permits 
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20. New and existing home sales 
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21. Real business fixed investment 
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SOURCE: Bureau of Economic Analysis via Haver Analytics. 

22. Selected components of net debt financing for 
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unwinding of direct disruptions from social 
distancing (figure 21). In addition, the health 
crisis and the shift to widespread teleworking 
have led to a surge in investment in both 
medical equipment and computers. In contrast, 
investment in nonresidential structures 
continued to decline sharply in the second 
half. Drilling investment was particularly 
hard hit and fell 30 percent in 2020 as a result 
of declines in energy demand and oil prices. 
Investment in nondrilling structures also fell, 
although more moderately. Long build times 
imply that the decline in new construction 
projects started in the first half of 2020 led 
to less ongoing spending in the second half; 
moreover, firms likely remain uncertain about 
future demand for many types of structures in 
the wake of the pandemic. 

. . . amid notable improvements in 
corporate financing conditions 

Financing conditions for nonfinancial firms 
through capital markets have improved 
notably since June. In particular, interest 
rates have remained very low and corporate 
bond spreads have narrowed. Gross issuance 
of nonfinancial corporate bonds was solid 
in the second half of the year, although it 
slowed from the exceptional pace in the second 
quarter (figure 22). In contrast, aggregate 
bank lending to businesses contracted in the 
second half, reflecting lower demand for new 
loans, the repayment of outsized draws on 
credit lines earlier this year, the forgiveness 
of some loans under the Paycheck Protection 
Program, and tighter bank credit standards. In 
part because of policy actions to foster smooth 
market functioning, corporations have been 
able to take advantage of favorable funding 
conditions in capital markets to refinance debt 
and bolster their balance sheets; as a result, 
corporate cash holdings are at record levels. 
In the small business sector, privately financed 
lending also picked up over the summer, and 
loan performance improved, supported by the 
Paycheck Protection Program. Nevertheless, 
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credit availability for small businesses remains 
fairly tight, demand for such credit is weak, 
and default risk is still elevated. 

23. Real imports and exports of goods 
and services 

Quarterly Billions of chained 2012 dollars 
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US. exports remain well below pre-pandemic 
levels. With many foreign economies still weak, 
US. exports of goods have not quite fully 
recovered from their earlier sharp declines, 
while exports of services remain depressed 
because of the continued suspension of most 
international travel. In contrast, imports have 
regained most of their lost ground. Reduced 
imports of services have been offset by a full 
rebound of goods imports, which reflects 
strong US. demand for household goods 
(figure 23). Both the nominal trade deficit 
and current account deficit, relative to GDP, 
widened since 2019 (figure 24). 
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24. U.S. trade and current account balances 

Annual Percent ofnominal GDP 

Federal fiscal stimulus provided 
substantial support to economic activity 
while also significantly boosting the 
budget deficit and debt 
Federal fiscal policy measures enacted in 
response to the pandemic continue to provide 
crucial income support to households and 
businesses, as well as grants-in-aid to state 
and local governments. These measures 
have also facilitated loans to businesses, 
households, states, and localities.10 In total, 
the Congressional Budget Office projects that 
in fiscal years 2020 and 2021, the additional 
federal government expenditures and foregone 
revenues from these policies will total roughly 
$3 trillion-around 15 percent of nominal 
GDR11 In addition, the decline in economic 

10. These policy measures include the CARES Act 
from last spring and the Consolidated Appropriations 
Act, 2021, enacted in December. Passage of additional 
fiscal support remains under discussion. 

11. The CBO's projection and estimate can be found 
at Congressional Budget Office ( 2020 ), An Update to 
the Budget Outlook : 2020 to 2030 ( Washington : CBO , 
September 2), https://www.cbo.gov/publication/56517; 
and Congressional Budget Office and Joint Committee 
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25. Federal receipts and expenditures 

Monthly Percent change from year earlier 
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SOURCE: Office of Management and Budget via Haver Analytics. 

26. Federal government debt and net interest outlays 
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activity has pushed down tax receipts while 
pushing up outlays for certain transfer 
programs-most notably for unemployment 
insurance and Medicaid (figure 25). These tax 
decreases and transfer increases (referred to as 
automatic stabilizers) worked in tandem with 
the discretionary stimulus to support aggregate 
demand and blunt the extent of the economic 
downturn. 

The combination of the discretionary stimulus 
measures and the automatic stabilizers caused 
the budget deficit in fiscal 2020 to rise to 
15 percent of nominal GDP-the largest 
deficit as a share of GDP in the post-World 
War II era-up from its already elevated level 
of 49& percent in fiscal 2019. Consequently, 
the ratio of federal debt held by the public to 
nominal GDP rose from 79 percent in fiscal 
2019 to 100 percent by the end of fiscal 2020, 
the highest debt-to-GDP ratio since 1947 
(figure 26). Even so, the cost of servicing the 
federal debt is not particularly elevated by 
historical standards, because Treasury rates are 
extremely low. 

State and local governments are facing 
challenging fiscal conditions 
State and local governments are confronting 
challenging budget conditions because of 
weak tax collections and extraordinary 
expenses related to the pandemic. Nominal 
state government tax collections in 2020 were 
about l percent below their 2019 level and 
well below levels generally expected before 
the pandemic (figure 27).12 The magnitude of 

on Taxation (2021), "H.R. 133, Summary Estimate for 
Divisions M Through FF Consolidated Appropriations 
Act, 2021 Public Law 116-260," cost estimate, 
January 14, https://www.cbo.gov/publication/56963. 

12. State tax collection data are available through 
November 2020. For additional details, see Urban 
Institute (2020), "State Tax and Economic Review," 
State and Local Finance Initiative, November, https:// 
www. urban.org/policy-centers/cross-center-initiatives/ 
state-and-local-finance-initiative/projects/state-tax-and-
economic-review (accessed January 2021). 

Although depressed, tax receipts have not fallen as 
significantly as economic activity, for several reasons. 
First, some of the federal fiscal aid to households (for 



these revenue shortfalls varied considerably 
across states, with the largest shortfalls in 
states that rely heavily on sales taxes, tourism, 
and energy production. In contrast, property 
taxes-the principal local government 
tax-have continued to rise apace, and 
state and local governments have received 
federal aid that has assisted with COVID-
related expenses and helped ease budget 
strains. Meanwhile, bond market conditions 
for state and local governments have been 
generally accommodative in the second 
half of the year, as robust municipal bond 
issuance has been supported by historically 
low yields and tax-exempt municipal bond 
funds have seen solid inllows. Even so, in 
response to social-distancing restrictions 
(including virtual learning), current budget 
pressures, and concerns over future budgetary 
challenges, state and local governments have 
cut payrolls-particularly in the education 
sector-an unprecedented 64 percent over the 
past year (figure 28). Notably, public-sector 
employment is down significantly in nearly all 
states, including those that have experienced 
relatively smaller revenue shocks. 

Vaccines offer hope of an end to the 
pandemic, but risks to the outlook are 
still substantial 
The economic outlook presented in Part 3 
depends crucially on the course of the 
COVID-19 pandemic. The vaccination 
campaign now under way offers the prospect 
of a return to more normal conditions 
by the end of this year. But the pace of 
vaccinations, the rate of decline in the spread 
of the virus, and the speed with which people 
return to normal activities all remain highly 
uncertain, particularly given the emergence 
of new, apparently more contagious strains. 
The longer-run economic effects of the 
pandemic are also difficult to predict. Many 

example, unemployment benefits) is taxable. Second, 
goods consumption, which is likelier to be subject to 
sales taxes than services, has largely held up. Finally, 
unemployment has been concentrated among low-income 
individuals, who pay less in income taxes. 
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27. State and local tax receipts 
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29. Market-implied federal funds rate path 
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NoTE: The federal funds rate path is implied by quotes on overnight 
index swaps-a derivative contract tied to the effective federal funds rate. 
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SOURCE: Bloomberg; Federal Reserve Board staff estimates. 

small businesses have shut down and may 
not reopen. Some pandemic-driven shifts in 
economic activity, such as from in-person 
to online shopping and from office-based to 
remote work, may prove to be permanent. 
These shifts could increase productivity by 
substituting remote interactions for costly 
travel and commuting, but they could also put 
persistent upward pressure on unemployment, 
as affected workers may need to seek new jobs 
and perhaps new occupations. The pandemic 
has also disrupted schooling at alllevels, 
which could have persistent negative effects 
on educational attainment and economic 
outcomes for affected students. 

Financial Developments 

The expected level of the federal funds 
rate over the next few years has remained 
near zero 
Economic forecasters and financial market 
participants expect the federal funds rate over 
the next several years to remain at the effective 
lower bound. Market-based measures of 
federal funds rate expectations over the next 
few years have increased moderately since June 
and remain below 0.25 percent until the second 
quarter of 2023 (figure 29):3 According to 
the results of the Survey of Primary Dealers 
and the Survey of Market Participants, both 
conducted by the Federal Reserve Bank of 
New York in January, the median respondent 
views the most likely path of the federal funds 
rate as remaining in its current range of 0 to 
M percent until the first half of 2024.14 

13. These measures are based on a straight read of 
market quotes and are not adjusted for term premiums. 

14. The results of the Survey of Primary Dealers 
and the Survey of Market Participants are available 
on the Federal Reserve Bank of New York's website at 
https://www.newyorkfed.org/markets/primarydealer_ 
survey_questions.html and https://www.newyorkfed.org/ 
markets/survey_market_participants, respectively. 



Yields on longer-term U.S. nominal 
Treasury securities increased markedly... 

Yields on nominal Treasury securities at longer 
maturities increased markedly since mid-2020 
after falling sharply in late February and early 
March as investors' concerns regarding the 
implications of the COVID-19 outbreak for 
the economic outlook led to both falling policy 
rate expectations and flight-to-safety flows 
(figure 30). The increase in yields on longer-
term Treasury securities followed news of the 
imminent arrival of multiple highly effective 
COVID-19 vaccines in the fall of 2020 and 
expectations of further fiscal support, as well 
as an increase in the issuance of longer-term 
Treasury securities. Near-term uncertainty 
about longer-dated nominal Treasury 
yields-as measured by volatility of near-
term swaptions of 10-year interest rates-has 
remained low. 

. . . while spreads of other long-term debt 
to Treasury securities narrowed... 
Despite the rise in Treasury yields, yields on 
30-year agency mortgage-backed securities 
(MBS)-an important determinant of 
mortgage interest rates-decreased somewhat, 
on balance, amid the Federal Reserve's 
ongoing purchases of MBS and have remained 
near their historical lows (figure 31). Thus, the 
spread between yields on 30-year agency MBS 
and comparable-maturity Treasury yields has 
narrowed. 

Approval of the effective vaccines late last 
year, optimism about further fiscal support, 
and notable improvement in the outlook 
for corporate earnings boosted investors' 
optimism, and improvement in the credit 
quality of firms drove declines in yields on 
investment- and speculative-grade corporate 
bonds (figure 32). As with mortgage securities, 
spreads on corporate bond yields over 
comparable-maturity nominal Treasury 
yields have narrowed considerably since 
the end of June-as corporate bond yields 
declined and yields on nominal Treasury 
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30. Yields on nominal Treasury securities 
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SOURCE: Department of the Treasury via Haver Analytics. 
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32. Corporate bond yields, by securities rating, and 
municipal bond yield 

Daily Percent 
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securities increased-and have returned to 
levels observed before the pandemic. Yields 
on municipal debt continued to decline in the 
second half of 2020, and spreads on municipal 
bonds over comparable-maturity nominal 
Treasury yields have narrowed substantially 
since the end of June, as nominal Treasury 
yields increased and investors grew more 
optimistic about further fiscal stimulus and 
aid to state and local governments. The year-
end expiration of lending facilities that were 
authorized under section 13(3) of the Federal 
Reserve Act and that use CARES Act funding 
did not lead to upward pressure on corporate 
or municipal bond spreads. 

. . . and market functioning for Treasury 
securities, corporate bonds, mortgage-
backed securities, and municipal bonds 
continued to improve... 
After having improved substantially in the 
spring of last year, measures of market 
liquidity for Treasury securities-such as 
measures of market depth and trade sizes-
continued to improve somewhat in the second 
half of 2020 and moved closer to pre-
pandemic levels, especially for shorter-dated 
Treasury securities. However, measures of 
liquidity for longer-dated Treasury securities 
and in some portions of the MBS market-
notably for those securities excluded from 
Federal Reserve open market purchases-
remained somewhat below pre-pandemic 
levels. Measures of market functioning of the 
corporate bond market continued to improve 
as bid-ask spreads narrowed considerably 
and returned to their pre-pandemic levels 
and issuance of corporate bonds in primary 
markets was robust. Measures of market 
functioning of the municipal bond market-
such as robust issuance of municipal bonds in 
primary markets and round-trip transaction 
costs-indicate that market conditions 
remained stable in the second half of 2020. 



. . . while conditions in short-term 
funding markets remained stable 
The effective federal funds rate and other 
secured and unsecured short-term rates 
continued to trade within the target range 
of the federal funds rate, as ample liquidity, 
primarily due to substantial increases in 
reserves, has kept markets functioning 
smoothly. Since June, measures of stress 
in short-term funding markets-including 
trading volumes, issuance, and spreads to 
overnight index swaps-have remained stable 
at or near pre-pandemic levels, and year-end 
funding pressures were minimal. 

Broad stock prices have risen notably 

After starting to rebound last spring from 
their COVID-related declines, broad stock 
prices have risen notably further since 
mid-2020, as the arrival of effective vaccines, 
optimism about further fiscal support, and 
notable improvement in the outlook for 
corporate earnings outweighed investor 
concerns regarding the rise in COVID-19 
cases (figure 33). The prospect of an economic 
recovery aided by effective vaccines and 
fiscal support led to outsized price gains in 
some cyclical sectors, such as the consumer 
discretionary, materials, and information 
technology sectors. Similarly, stock prices 
of smaller corporations considerably 
outperformed large-cap stock price indexes. 
After experiencing depressed levels through 
early fall, bank stock price indexes increased 
considerably in late 2020, boosted by positive 
vaccine news, a generally improved investor 
outlook for loan losses and bank profitability, 
and the release of favorable stress-test results 
in late 2020. Measures of realized and 
implied stock price volatility for the S&P 500 
index-the 20-day realized volatility and the 
VIX-decreased sharply from their very high 
levels at the end of the second quarter but 
remained moderately above their historical 
medians, respectively (figure 34). (For a 
discussion of financial stability issues, see 
the box "Developments Related to Financial 
Stability.") 
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33. Equity prices 
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SOURCE: S&P Dow Jones Indices LLC via Bloomberg. (For Dow 
Jones Indices licensing information, see the note on the Contents page.) 
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Developments Related to Financial Stability 
This discussion reviews vulnerabilities in the 

U.S. financial system since the COVID-19 outbreak 
and summarizes recent actions and developments 
at facilities established by the Federal Reserve to 
support the flow of credit throughout the economy.1 
The framework used by the Federal Reserve Board for 
assessing the resilience of the U.S. financial system 
focuses on financial vulnerabilities in four broad areas: 
asset valuations, business and household debt, leverage 
in the financial sector, and funding risks. 

Overall, asset valuation pressures, which were 
elevated before the COVID-19 outbreak in the United 
States, briefly subsided at the onset of the outbreak as 
asset prices plummeted but have since retraced in most 
markets. In particular, prices in equity, corporate bond, 
and residential real estate (RRE) markets have returned 
to or exceeded pre-pandemic levels, buoyed in part by 
recent developments related to vaccines. Equity prices 
have more than recovered from the steep declines 
at the onset of the pandemic, with investor appetite 
broadly rebounding across most sectors. Equity market 
volatility remains high, indicating persistent uncertainty 
regarding the pandemic and the related course of 
economic activity. Yields on corporate bonds over 
comparable-maturity Treasury securities have narrowed 
considerably. Treasury yields across the maturity 
spectrum declined at the onset of the pandemic and 
remain near historical lows. The credit quality of 
outstanding leveraged loans deteriorated early this year, 
but investor appetite remains strong and new issuance 
has increased in the second half of 2020. RRE prices 
also rose rapidly in the second half of 2020, outpacing 
rent increases. Commercial real estate prices remain 
at historically high levels despite high vacancy rates 
and appear susceptible to sharp declines, particularly 
if the pace of distressed transactions picks up or, in the 
longer term, the pandemic leads to permanent changes 
in demand. 

Vulnerabilities associated with business and 
household debt increased over the course of 2020. 
Business debt has risen from levels that were already 

1 . The Financial Stability Report published in November 
2020 presents the most recent, detailed assessment of U.S. 
financial system vulnerabilities and a summary of Federal 
Reserve actions and developments at facilities during the 
COVI[)-19 crisis. See Board of Governors of the Federal 
Reserve System ( 2020 ), Financial Stability Report ( Washington : 
Board of Governors, November), https://www.federalreserve. 
gov/publ ications/fi les/financial-stabi Iity-report-20201109.pdf. 

elevated before the outbreak of the pandemic. Business 
leverage now stands near historical highs. While near-
term risks associated with debt service may be limited 
by large cash balances at large firms, low interest rates, 
and recently improved earnings prospects, insolvency 
risks at small and medium-sized firms, as well as at 
some large firms, remain considerable. The household 
sector entered the downturn with relatively low debt 
but experienced significant financial strains because 
of the unprecedented spike in unemployment and 
business closures. Government programs-including 
expanded unemployment insurance and direct stimulus 
payments in the Coronavirus Aid, Relief, and Economic 
Security Act, or CARES Act-and a rebound in 
economic activity in the second half of 2020 reduced 
economic hardship for households and mitigated the 
deterioration in household credit quality. 

In the financial sector, bank profitability and capital 
positions, which were strained by the outbreak of 
the pandemic, improved in the second half of 2020 
because of a combination of lower-than-expected 
losses, a better economic outlook, and restrictions 
imposed by the Federal Reserve on capital distributions 
by the largest banks. In particular, the capitalization of 
U.S. global systemically important banks, or G-SIBs, 
exceeds pre-pandemic levels. In addition, the results 
of stress tests released in June and December 2020 
indicated that banks would generally remain wei I 
capitalized under extremely severe recession scenarios. 
Leverage at broker-dealers changed little over 2020 and 
remains at historically low levels. While the liquidity 
deterioration across dealer-intermediated markets in 
March 2020 demonstrated potential fragility despite 
dealers' low leverage, this fragility has been likely 
mitigated by emergency lending facilities and the 
supervisory action of the Federal Reserve. By contrast, 
leverage at life insurance companies has risen to post-
2008 highs. Vulnerabilities from leverage at hedge 
funds remain elevated. Finally, securitization volumes 
increased after coming to a halt in March 2020 but 
remain significantly below pre-pandemic levels. 

Over the course of 2020, banks relied only modestly 
on short-term wholesale funding and maintained 
significant levels of high-quality liquid assets. By 
contrast, developments at the onset of the pandemic 
demonstrated significant structural vulnerabilities at 
money market mutual funds and open-end investment 
funds, particularly those that invest substantially in 

(continued) 
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corporate and municipal debt. These funds experienced 
large, sudden redemptions in March 2020, which 
contributed to strains in broader short-term funding 
markets and fixed-income debt markets. Federal 
Reserve actions, including emergency lending 
facilities, have mitigated these vulnerabilities for now, 
but without structural reforms, the vulnerabilities 
demonstrated in March 2020 will persist and could 
significantly amplify future shocks. 

The outlook for the pandemic and economic 
activity remains uncertain globally. In response to 
the economic disruptions caused by the pandemic, 
many foreign governments have ramped up spending 
to support households and businesses. Nevertheless, 
financial systems in some foreign economies are 
more vulnerable than before the pandemic, and these 
vulnerabilities may grow in the near term. Risks from 
widespread and persistent stresses in emerging markets 
and dollar funding markets could interact with risks 
associated with the course of COVID-19 for the U.S. 
financial system. In turn, these risks could be amplified 
by the vulnerabilities identified in this discussion and 
produce additional strains for the U.S. financial system 
and economic activity. 

Developments Associated with Facilities 
to Support the Economy during the 
COVID-19 Crisis 

In the immediate wake of the pandemic, the 
Federal Reserve took forceful actions and established 
emergency lending facilities, with the approval of the 
Secretary of the Treasury as needed. These actions 
and facilities have supported the flow of credit to 
households and businesses and have served as 
backstop measures that have given investors confidence 
that support will be available should conditions 
deteriorate substantially. 

Some of the facilities established at the onset of the 
pandemic are still operational. The Commercial Paper 
Funding Facility (CPFF), the Money Market Mutual 
Fund Liquidity Facility (MMLF), and the Primary Dealer 
Credit Facility (PDCF) stabilized short-term funding 
markets and improved the flow of credit to households 
and businesses. Although balances in the PDCF, 
CPFF, and MMLF have fallen from their initial highs 
to low levels, the facilities will continue to serve as 
important backstops against further market stress unti I 
their scheduled expiration at the end of March 2021. 

The Paycheck Protection Program Liquidity Facility 
(PPPLF) was established to extend credit to lenders 
that participate in the Paycheck Protection Program of 
the Small Business Administration (SBA), which has 
provided payroll support for small businesses. Through 
mid-January 2021, the Federal Reserve has made nearly 
15,000 PPPLF advances to more than 850 banking 
institutions, totaling more than $110 billion in liquidity. 

The Federal Reserve has taken actions that reduce 
spillovers to the U.S. economy from foreign financial 
stresses. Temporary U.S. dollar liquidity swap lines 
were established in March 2020, in addition to the 
preexisting standing lines, and have improved liquidity 
conditions in dollar funding markets in the United 
States and abroad by providing foreign central banks 
with the capacity to deliver U.S. dollar funding to 
institutions in their jurisdictions during times of market 
stress. The FIMA (Foreign and International Monetary 
Authorities) Repo Facility has helped support the 
smooth functioning of the U.S. Treasury market by 
providing a temporary source of U.S. dollars to a 
broad range of countries, many of which do not have 
swap line arrangements with the Federal Reserve. The 
temporary swap lines and the FIMA Repo Facility will 
continue to serve as liquidity backstops until their 
scheduled expiration at the end of September 2021. 

Other faci Iities established at the onset of the 
pandemic expired either at the end of December 2020 
or at the beginning of January 2021. The Primary 
Market Corporate Credit Facility, the Secondary 
Market Corporate Credit Facility, and the Municipal 
Liquidity Facility were established to improve the flow 
of credit through bond markets, where large firms and 
municipalities obtain most of their long-term funding. 
The Term Asset-Backed Securities Loan Facility was 
also set up to support the issuance of securities backed 
by student loans, auto loans, credit card loans, loans 
backed by the SBA, and certain other assets. Altogether, 
before expiring at the end of 2020, these facilities 
brought rapid improvements to credit markets, with 
only modest direct interventions. The Main Street 
Lending Program (Main Street) expired at the beginning 
of January 2021. In its period of operation, Main Street 
purchased about 1,800 loan participations, totaling 
more than $16 billion, which helped small and 
medium-sized businesses from some of the hardest-
hit areas of the country and covered a wide range of 
industries. 



32 PART 1 : RECENT ECONOMIC AND FINANCIAL DEVELOPMENTS 

35. Commercial and industrial loan growth 
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36. Profitability of bank holding companies 
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37. Foreign real gross domestic product 
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Bank credit contracted, while bank 
profitability improved 

In contrast with strong debt issuance through 
securities markets, outstanding bank loan 
balances across most major loan categories 
have contracted since mid-June amid generally 
weak borrower demand and tight lending 
standards. Commercial and industrial (C&I) 
loans at banks declined sharply in the second 
half of 2020, reflecting the repayment of 
large credit-line draws made earlier in the 
year and the forgiveness of some loans under 
the Paycheck Protection Program, as well as 
generally weak borrower demand for such 
loans and tighter bank lending standards. 
However, overall C&I loan balances at banks 
remained higher compared with a year earlier 
(figure 35). Measures of bank profitability, 
such as return on assets and return on 
equity, rebounded in the second half of 2020 
following very low readings in the second 
quarter, when banks significantly increased 
their loan loss provisions, but have remained 
below pre-pandemic levels (figure 36). 
Delinquency rates on bank loans remained 
low, as banks' loss-mitigation and forbearance 
programs allowed many borrowers to stay 
current on their loans. Large banks posted 
higher-than-expected earnings in the fourth 
quarter, bolstered by capital market activity 
and loan loss reserve releases, while low rates 
continued to weigh on profit margins. 

International Developments 

Economic activity abroad snapped back 
in the third quarter... 

As in the United States, foreign GDP partially 
rebounded in the third quarter of 2020 
(figure 37). Nonetheless, foreign economic 



activity remains well below its pre-pandemic 
level, as a resurgence of infections in many 
economies has recently led to renewed social-
distancing restrictions. The accompanying 
slowdown in economic activity appears to 
have been less dramatic than that in the 
spring, as economies have adjusted to function 
better under social-distancing restrictions. In 
addition, many current containment measures 
have been less stringent relative to those in 
the spring, and fiscal and monetary policies 
continue to support the path to recovery. 

Since last spring, manufacturing has generally 
recovered more than services, which remain 
depressed because consumers have avoided 
socially intensive activities, especially in the 
hospitality and leisure sectors (figure 38). 
Some higher-income Asian economies, where 
infections are more under control, experienced 
relatively better GDP growth than many 
advanced economies and benefited from 
increased export demand in the second half 
of 2020. Most notably, China's GDP was 
6.5 percent higher in the fourth quarter of 2020 
compared with a year ago. In many Latin 
American countries and advanced foreign 
economies (AFEs), fourth-quarter GDP 
contracted relative to a year earlier (figure 39). 

Although the ongoing spread of the virus-
including new variants-is concerning, 
many AFEs have already started immunizing 
their populations and have commitments 
to purchase substantial stocks of vaccines. 
Controlling the virus globally, however, will be 
challenging, in part because many emerging 
market economies (EMEs) have more limited 
access to vaccines and face greater distribution 
challenges. 
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38. Services purchasing managers index in 
selected foreign economies 
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SOURCE: IHS Markit, Global Sector PMI. 

39. Real gross domestic product in selected 
foreign economies 

Percent change from year earlier 
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NoTE: The data are for 2020:Q4. For Canada, the euro area, and 
Mexico, the values correspond to flash estimates of GDP. For South 
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SOURCE: For the euro area, Eurostat; for Canada, Statistics Canada; 
for China, National Bureau of Statistics of China; for Mexico, Instituto 
Nacional de Estadistica y Geografia; for South Korea, Bank of Korea; 
all via Haver Analytics. 
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40. 24-month policy expectations for selected advanced 
foreign economies 
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41. Unemployment rate in selected advanced economies 
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. . . with considerable policy support and 
subdued inflation 
Efforts to contain the virus's resurgence in 
the fourth quarter prompted some foreign 
central banks and fiscal authorities to 
provide additional support to households 
and businesses, particularly in the AFEs. 
High debt levels limited the fiscal space in 
some EMEs, and emergency aid to sustain 
employment and household spending 
expired in some EMEs with elevated fiscal 
concerns. Monetary policy across foreign 
economies was highly accommodative, and 
financing conditions remained supportive of 
growth, with a few major AFE central banks 
introducing new stimulus measures late last 
year. Indeed, market-implied policy paths 
for the Japanese, U.K., and European central 
banks signal a prolonged period of monetary 
accommodation (figure 40). 

Even with substantial policy support, AFE 
unemployment rates at the end of 2020 are 
higher than they were before the pandemic. 
Unemployment rates in Europe and Japan 
rose moderately during the spring and have 
remained relatively unchanged (figure 41). 
Canada, however, endured a large and rapid 
increase in unemployment during the spring 
and a commensurate decline by year-end, 
similar to the U.S. experience. The country-
specific dynamics of unemployment partly 
reflect differences in labor market structures, 
employment protection regulations, and the 
expansion of wage subsidy programs. In 
general, unemployment rates in the EMEs 
increased since the start of the pandemic, and 
some Asian economies adopted direct wage 
subsidies to avert large dislocations in their 
labor markets. 



Despite the recovery in activity and 
employment in some sectors of the economy, 
lower overall demand and continued 
uncertainty about the path of the virus helped 
keep inflation subdued abroad. In many 
foreign economies, inflation remains below 
central banks' targets. In the euro area and 
Japan, the consumer price index fell in 2020, 
reflecting subdued inflation expectations and 
persistent economic slack (figure 42). 

Longer-term sovereign yields remained 
low, while risk sentiment improved... 
Longer-term sovereign yields in major 
AFEs have moved up, on net, but remained 
near historically low levels amid continued 
monetary policy accommodation (figure 43). 
Foreign equity markets rebounded in the 
second half of 2020, reflecting not only 
supportive monetary and fiscal policies, but 
also the development of effective vaccines. 
Although AFE stock markets largely 
recovered, they still underperformed U. S. 
equities, with greater restrictions on activity 
abroad and a lower share of companies that 
benefited from the digital economy (figure 44). 

42. Consumer price inflation in selected advanced 
foreign economies 

Monthly 12-month percent change 
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43. Nominal 10-year government bond yields in 
selected advanced economies 
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Nom: The data are weekly averages of daily benchmark yields. The 
data begin on Thursdays and extend through February 10, 2021. 

SOURCE: Bloomberg. 
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45. Emerging market mutual fund flows and spreads 
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EME equity markets have recovered since 
the spring, with recent strong capital inilows 
(figure 45). Asian equity indexes rose well 
above pre-pandemic levels, while those in Latin 
America posted modest gains relative to a year 
ago, largely reflecting Asian economies' lower 
infection rates, better fundamentals, and larger 
fiscal space to provide additional stimulus 
(figure 46). Along with the improvement in 
equity markets, sovereign borrowing spreads 
generally narrowed, although they are still 
above pre-pandemic levels. 

2007 2009 2011 2013 2015 2017 2019 2021 

NOTE: The bond and equity fund flows data are semiannual sums of 
weekly data from December 28,2006, to December 30,2020, and a monthly 
sum of weekly data from December 31, 2020, to January 26, 2021. Weekly 
data span Thursday through Wednesday, and the semiannual and monthly 
values are sums over weekly data for weeks ending in that half year or 
month. The fund flows data exclude funds located in China. The J.P. 
Morgan Emerging Markets Bond Index Plus (EMBI+) data are weekly 
averages of daily data. The weekly data begin on Thursdays and extend 
through February 10, 2021. The EMBI+ data exclude Venezuela. 

SOURCE: For bond and equity fund flows, EPFR Global, for EMBI+, J.P. 
Morgan Emerging Markets Bond Index Plus via Bloomberg. 

. . . and the broad dollar depreciated 
The broad dollar index-a measure of the 
trade-weighted value of the dollar against 

46. Equity indexes for selected emerging market 
economies 

Weekly Week ending January 6, 2016 = 100 

- 300 

- 250 
Brazil /w'4' 

Taiwan - 200 

orea ' ,·W - - 150 

- 100 

South K 

China Mexico 
50 

2016 2017 2018 2019 2020 2021 

Nom: The data are weekly averages of daily data. The data begin on 
Thursdays and extend through February 10, 2021. 

SOURCE: For China, Shanghai Composite Index; for Brazil, Bovespa 
Index; for South Korea, Korean Composite Index; for Mexico, IPC 
Index; for Taiwan, TAIEX; all via Bloomberg. 
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foreign currencies-fell in the second half of 
last year. Both the continued improvement 
in market conditions following the stresses 
of last March and highly accommodative 
U. S. monetary policy contributed to dollar 
depreciation. On balance, the dollar has 
depreciated about 3.5 percent relative to a year 
ago (figure 47). The dollar broadly weakened 
against AFE currencies, notably the euro. The 
dollar also fell against some Asian emerging 
market currencies, particularly the Chinese 
renminbi and Korean won (figure 48). 

47. U.S. dollar exchange rate indexes 
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SOURCE: Federal Reserve Board, Statistical Release H.10, "Foreign 
Exchange Rates." 

48. Exchange rate indexes for selected emerging market 
economies 
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The Federal Open Market Committee 
maintained the federal funds rate near 
zero as it seeks to achieve maximum 
employment and inflation at the rate of 
2 percent over the longer run... 
In light of the effects of the continuing 
public health crisis on the economy and the 
associated risks to the outlook, the Federal 
Open Market Committee (FOMC) has 
maintained the target range for the federal 
funds rate at 0 to V# percent since March 2020, 
when the global pandemic led the Committee 
to quickly lower the target range to the 
effective lower bound (figure 49)15 In its 
revised Statement on Longer-Run Goals and 
Monetary Policy Strategy, issued in August, 
the Committee reaftirmed its commitment to 
achieving maximum employment and inflation 
at the rate of 2 percent over the longer run and 
noted that "following periods when inflation 
has been running persistently below 2 percent, 

15. See the FOMC statements issued since the 
March meetings, which are available (along with other 
postmeeting statements) on the Monetary Policy portion 
of the Board's website at https://www.federalreserve.gov/ 
monetarypolicy.htm 

49. Selected interest rates 
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appropriate monetary policy willlikely 
aim to achieve inflation moderately above 
2 percent for some time" so that inflation 
averages 2 percent over time and longer-term 
inflation expectations remain well anchored 
at 2 percent. (See the box "The FOMC's 
Revised Statement on Longer-Run Goals and 
Monetary Policy Strategy.") The Committee 
expects to maintain an accommodative stance 
of monetary policy until these outcomes are 
achieved and has indicated that it expects 
it will be appropriate to maintain the target 
range for the federal funds rate at 0 to 
M percent until labor market conditions have 
reached levels consistent with the Committee's 
assessments of maximum employment and 
inflation has risen to 2 percent and is on track 
to moderately exceed 2 percent for some time. 

. . . and the Committee increased the 
holdings of Treasury securities and agency 
mortgage-backed securities in the System 
Open Market Account 
In addition, the Federal Reserve has continued 
to expand its holdings of Treasury securities 
by $80 billion per month and its holdings of 
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The FOMC's Revised Statement on Longer-Run Goals and 
Monetary Policy Strategy 

On August 27,2020, the Federal Open Market 
Committee (FOMC) issued a revised Statement on 
Longer-Run Goals and Monetary Policy Strategy.1 This 
document, first released in January 2012, lays out 
the Committee's goals, articulates its framework for 
monetary policy, and serves as the foundation for its 
policy actions. The revised statement encapsulates the 
key conclusions from the Federal Reserve's review of 
the monetary policy strategy, tools, and communication 
practices it uses to pursue its statutory dual-mandate 
goals of maximum employment and price stability. 

The review, which commenced in early 2019, was 
undertaken because the U.S. economy has changed 
in ways that matter for monetary policy. In particular, 
the neutral level of the policy interest rate-the policy 
rate consistent with the economy operating at full 
strength and with stable inflation-has fallen over 
recent decades in the United States and abroad. This 
decline in the neutral policy rate increases the risk 
that the effective lower bound (ELB) on interest rates 
will constrain central banks from reducing their policy 
interest rates enough to effectively support economic 
activity during downturns. In addition, during the 
economic expansion that followed the Global Financial 
Crisis-the longest U.S. expansion on record--the 
unemployment rate hovered near 50-year lows for 
roughly 2 years, resulting in new jobs and opportunities 
for many who have typically been left behind. At the 
same time, with brief exceptions, inflation ran below 
the Committee's 2 percent objective. 

The revised statement begins by reaffirming the 
Committee's commitment to its statutory mandate from 

1. The FOMC's revised Statement on Longer-Run Goals 
and Monetary Policy Strategy, which was unanimously 
reaffirmed at the FOMC's January 2021 meeting, appears in 
the front matter of this report. Additional information about 
the Federal Reserve's review of monetary policy strategy, tools, 
and communication practices and the revised statement is 
available on the Board's website at https://www.federalreserve. 
gov/rnonetarypolicy/review-of-monetary-policy-strategy-tools-
and-communications.htrn. 

the Congress to promote maximum employment, price 
stability, and moderate long-term interest rates. It also 
describes the benefits of explaining policy actions to 
the public as clearly as possible. The statement then 
outlines important changes to the characterization of 
the Committee's policy framework for achieving its 
dual-mandate goals of maxi mum employment and 
price stability. After stating that economic variables 
fluctuate in response to disturbances and that monetary 
policy plays an important role in stabilizing the 
economy, the statement notes that the Committee's 
primary means of adjusting policy is through changes in 
the policy interest rate (the target range for the federal 
funds rate). Furthermore, because the neutral level of 
the policy rate is now lower than its historical average, 
"the federal funds rate is likely to be constrained by 
its effective lower bound more frequently than in the 
past." Therefore, "the Committee judges that downward 
risks to employment and inflation have increased." The 
statement then notes that the "Committee is prepared 
to use its full range of tools to achieve its maximum 
employment and price stability goals," indicating that 
it could deploy other policy tools, such as forward 
guidance and asset purchases, when the policy rate is 
at its ELB. 

In its revised statement, the Committee characterizes 
maximum employment as a "broad-based and inclusive 
goal" in addition to saying-as it did in the 2012 
statement-that maximum employment is not directly 
measurable and that it changes over time and depends 
largely on nonmonetary factors . During the Fed Listens 
events that were a pillar of the review of monetary 
policy strategy, tools, and communication practices, 
policymakers heard from a broad range of stakeholders 
in the U.S. economy about how monetary policy affects 
peoples' daily lives and livelihoods.2 

(continued) 

2. Between February 2019 and May 2020, the Federal 
Reserve System hosted 15 Fed Listens events with 
representatives of the public. See Board of Governors of the 
Federal Reserve System ( 2020 ), Fed Listens : Perspectives 
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A key takeaway from these events was that a strong 
labor market during the late stages of an economic 
expansion-conditions that were in effect in 2019 and 
early 2020-offers significant benefits to residents of 
low- and moderate-income communities, primarily by 
providing employment opportunities for people who 
have had difficulty finding jobs in the past. 

The revised statement says that "the Committee's 
policy decisions must be informed by assessments of 
\ he shortfalls [ emphasis added ] of employment from 
its maximum level" rather than by "deviations"-
the word used in the earlier statement.3 In previous 
decades, i nflation tended to rise noticeably in response 
to a strengthening labor market. It was sometimes 
appropriate for the Fed to tighten monetary policy as 
employment rose toward its estimated maximum level 
in order to stave off an unwelcome rise in inflation. 
The change to "shortfal Is" clarifies that, in the 
future, the Committee will not have concerns when 
employment runs at or above real-time estimates of 
its maximum level unless accompanied by signs of 
unwanted increases in inflation or the emergence of 
other risks that could impede the attainment of the 
dual-mandate goals. 

The Committee's longer-run goal for inflation 
remains 2 percent, unchanged from the 2012 
statement.4 The revised statement emphasizes that 

from the Public ( Washington : Board of Governors , 
June), https://www.federalreserve.gov/publications/files/ 
fedlistens-report-20200612.pdf. In addition, see the box 
"Federal Reserve Review of Monetary Policy Strategy, Tools, 
and Corn r-nu ni cation Practices" in Board of Governors 
of the Federal Reserve System ( 2020 ), Monetary Policy 
Report ( Washington : Board of Governors , February ), 
pp. 40-41, https://www.federalreserve.gov/rnonetarypolicy/ 
fi les/202002 07_mprfullreport.pdf. 

3. The most recent version of the 2012 statement is 
available on the Board's website at httpsf/www.federal reserve. 
gov/rnonetarypolicy/fi les/FOMC_LongerRunGoals_201901.pdf. 

4. The inflation goal is measured by the annual change 
in the price index for personal consumption expenditures. 
The statement says: "The Committee reaffirr-ns its judgment 
that in flation at the rate of 2 percent, as measured by the 
annual change in the price index for personal consumption 

the FOMC's policy actions to achieve maximum 
employment and price stability will be most effective 
if longer-term inflation expectations remain well 
anchored at 2 percent. However, if inflation runs 
below 2 percent following economic downturns but 
never moves above 2 percent even when the economy 
is strong, then, over time, inflation will average less 
than 2 percent. Households and businesses will 
come to expect this result, meaning that inflation 
expectations would tend to move below the 2 percent 
inflation goal and pull down realized inflation. Lower 
inflation expectations also pull down the level of 
nominal interest rates, further diminishing the scope 
for monetary policy to reduce the policy rate during a 
downturn and further worsening economic outcomes. 
To prevent inflation expectations from falling below 
2 percent and the adverse cycle that could ensue, 
the statement indicates that "the Committee seeks to 
achieve inflation that averages 2 percent over time, 
and therefore judges that, following periods when 
inflation has been running persistently below 2 percent, 
appropriate monetary policy will likely aim to achieve 
inflation moderately above 2 percent for some time." 

The revised statement acknowledges that 
"sustainably achieving maximum employment and 
price stability depends on a stable financial system." 
Therefore, as with the 2012 statement, the Committee's 
policy decisions will take into account /itS assessments 
of the balance of risks, including risks to the financial 
system that could impede the attainment" of the 
statutory goals. 

The Committee concludes its revised statement by 
indicating its intention to undertake a review of the 
Federal Reserve's monetary policy strategy, tools, and 
communication practices roughly every five years. 
Conducting a review at regular intervals is a good 
institutional practice, provides valuable feedback, and 
enhances transparency and accountability. 

expenditures, is most consistent over the longer run with the 
Federal Reserve's statutory mandate." 
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agency mortgage-backed securities (MBS) by 
$40 billion per month. These asset purchases 
help foster smooth market functioning and 
accommodative financial conditions, thereby 
supporting the flow of credit to households 
and businesses. The Committee's current 
guidance regarding asset purchases indicates 
that increases in the holdings of Treasury 
securities and agency MBS in the System Open 
Market Account will continue at least at this 
pace until substantial further progress has been 
made toward its maximum-employment and 
price-stability goals. In addition, the minutes 
of the January 2021 FOMC meeting noted the 
importance attached to clear communications 
about the Committee's assessment of progress 
toward its longer-run goals well in advance 
of the time when progress could be judged 
substantial enough to warrant a change in the 
pace of purchases. 16 

The FOMC is committed to using its full 
range of tools to promote maximum 
employment and price stability 
The ongoing public health crisis continues to 
weigh on economic activity, employment, and 
inflation, and it poses considerable risks to 
the economic outlook. The Federal Reserve is 
committed to using its full range of tools to 
support the U.S. economy in this challenging 
time, thereby promoting its maximum-
employment and price-stability goals. The 
Committee will continue to monitor the 
implications of incoming information for the 
economic outlook and is prepared to adjust 
the stance of monetary policy as appropriate if 
risks emerge that could impede the attainment 
of the Committee's goals. The Committee's 
assessments will take into account a wide 
range of information, including readings 
on public health, labor market conditions, 
inflation pressures and inflation expectations, 
and financial and international developments. 

In addition to evaluating a wide range of 
economic and financial data and information 

16. The minutes for the January 2021 FOMC meeting 
are available on the Board's website at https://www. 
federalreserve.gov/monetarypolicy/fomccalendars.htm. 

gathered from business contacts and other 
informed parties around the country, 
policymakers routinely consult prescriptions 
for the policy interest rate provided by various 
monetary policy rules. Such prescriptions can 
provide useful benchmarks for the FOMC. 
Although simple rules cannot capture the 
complexities of monetary policy and many 
practical considerations make it undesirable 
for the FOMC to adhere strictly to the 
prescriptions of any specific rule, some 
principles of good monetary policy can be 
illustrated by these policy rules (see the box 
"Monetary Policy Rules and Shortfalls from 
Maximum Employment"). 

The size of the Federal Reserve's balance 
sheet has grown since the end of June, 
reflecting continued asset purchases 
of U.S. Treasury securities and agency 
mortgage-backed securities 
The Federal Reserve's balance sheet has grown 
to $7.4 trillion from $7 trillion at the end of 
June, reflecting continued asset purchases to 
help foster accommodative financial conditions 
and smooth market functioning, thereby 
supporting the flow of credit to households 
and businesses (figure 50). The Federal 
Reserve has continued rolling over at auction 
all principal payments from its holdings 
of Treasury securities. Principal payments 
received from agency MBS and agency 
debt continue to be reinvested into agency 
MBS. Agency commercial mortgage-backed 
securities purchases have also continued, but in 
very small amounts. 

The increase in asset holdings on the Federal 
Reserve's balance sheet due to Treasury 
securities and agency MBS purchases has been 
partially offset by declines in several other 
asset categories. Outstanding balances at many 
of the Federal Reserve's emergency liquidity 
and credit facilities have declined since June. 17 

17. A list of funding, credit, liquidity, and loan 
facilities established by the Federal Reserve in response to 
COVID-19 is available on the Board's website at 
https://www.federalreserve.gov/funding-credit-liquidity-
and-loan-facilities.htm 
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50. Federal Reserve assets and liabilities 

Weekly Trillions of dollars 

I Other assets 8 

1 Federal Reserve notes in circulation 
Ej Deposits of depository institutions 
I Capital and other liabilities 

-4 

-6 

-8 

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 

NOTE: "Agency debt and mortgage-backed securities holdings" includes agency residential mortgage-backed securities and agency commercial 
mortgage-backed securities. "Credit and liquidity facilities" consists of primary, secondary, and seasonal credit; term auction credit; central bank liquidity swaps; 
support for Maiden Lane, Bear Stearns Companies, Inc., and AIG, and other credit and liquidity facilities, including the Primary Dealer Credit Facility, the 
Asset-Backed Commercial Paper Money Market Mutual Fund Liquidity Facility, the Commercial Paper Funding Facility, the Term Asset-Backed Securities 
Loan Facility, the Primary and Secondary Market Corporate Credit Facilities, the Paycheck Protection Program Liquidity Facility, the Municipal Liquidity 
Facility, and the Main Street Lending Program. "Other assets" includes repurchase agreements, FIMA (Foreign and International Monetary Authorities) 
repurchase agreements, and unamortized premiums and discounts on securities held outright. "Capital and other liabilities" includes reverse repurchase 
agreements, the U. S. Treasury General Account, and the U.S. Treasury Supplementary Financing Account. The data extend through February 10,2021. Key 
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SOURCE: Federal Reserve Board, Statistical Release H.4.1, "Factors Affecting Reserve Balances." 

In particular, outstanding balances for the 
Primary Dealer Credit Facility, Commercial 
Paper Funding Facility, and Money Market 
Mutual Fund Liquidity Facility have all fallen 
to near zero. Draws on central bank liquidity 
swap lines have decreased substantially, and, 
despite continued large-scale offerings, usage 
of repurchase operations has been essentially 
zero since their minimum bid rate was 
increased in mid-June (figure 51). 

The expansion in the balance sheet was 
accompanied by a substantial increase in 
Federal Reserve liabilities, including reserve 
balances held by depository institutions as well 
as nonreserve liabilities such as currency and 
other deposits. 

The Federal Reserve concluded the 
review of its strategic framework for 
monetary policy in the second half 
of 2020 

Over 2019 and 2020, the Federal Reserve 
conducted a broad review of the monetary 
policy strategy, tools, and communication 
practices it uses to pursue its statutory dual-
mandate goals of maximum employment and 
price stability. In addition to the release of 

51. Federal Reserve open market operations 
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the revised Statement on Longer-Run Goals 
and Monetary Policy Strategy in August (see 
the box "The FOMC's Revised Statement 
on Longer-Run Goals and Monetary Policy 
Strategy"), analytical work that was prepared 
by Federal Reserve System staff and that 
served as background to the review was 
released to the public.18 

In December, two changes were made to the 
Summary of Economic Projections (SEP) 

18. A report on the Fed Listens initiative, a key 
component of the review process, was released in 
June 2020 and is available on the Board's website at 
https://www.federalreserve.gov/publications/files/ 
fedlistens-report-20200612.pdf. The analytical materials 
prepared by System staff are accessible from the Board's 
main webpage on the review (https://www.federalreserve. 
gov/monetarypolicy/review-of-monetary-policy-strategy-
tools-and-communications.htm). 

to enhance the information provided to the 
public. First, the release of the full set of 
SEP exhibits was accelerated by three weeks: 
Starting with the December 2020 meeting, 
the FOMC began releasing all SEP exhibits 
on the day of the policy decision (following 
the conclusion of an FOMC meeting) rather 
than with the release of the FOMC meeting 
minutes. As such, the written summary of 
the projections that had been included as an 
addendum to the minutes of the corresponding 
FOMC meeting was discontinued. Second, two 
new exhibits were added that display a time 
series of diffusion indexes for participants' 
judgments of uncertainty and risks. These 
diffusion indexes illustrate how FOMC 
participants' assessments of uncertainties and 
risks have evolved over time. 
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Monetary Policy Rules and Shortfalls from Maximum Employment 
Simple interest rate rules relate a policy interest 

rate, such as the federal funds rate, to a small number 
of other economic variables-typically including 
the deviation of inflation from its target value 
and a measure of resource slack in the economy. 
Policymakers consult policy rate prescriptions derived 
from a variety of policy rules as part of their monetary 
policy deliberations without mechanically following the 
prescriptions of any particular rule. Most rules analyzed 
in the research literature respond to deviations-both 
positive and negative-of resource utilization from its 
longer-run level because their design was informed 
by historical periods and economic models in which 
high resource utilization and a strong labor market 
are accompanied by inflation pressure and in which 
policy rates remain well above the effective lower 
bound (ELB). 

Economic performance in recent decades, 
including during the previous economic expansion, 
has demonstrated that a strong labor market can be 
sustained without inducing an unwanted increase in 
inflation. During that expansion, the unemployment 
rate fell to low levels-it remained at or below 
4 percent from early 2018 until the start of the 
pandemic-bringing many benefits to families and 
communities that, all too often, had been left behind, 
with no sign of excessive pressures on prices. The 
lack of undue inflation pressures during this period 
il Iustrates that a strong labor market, by itself, need 
not cause concern unless accompanied by signs of 
unwanted increases in inflation or the emergence 
of other risks that could impede the attainment of 
the Committee's goals. In addition, the expansion 
reinforced the view that assessments of the maximum 
level of employment are imprecise and may change 
over time.1 Tightening monetary policy in the absence 
of evidence of excessive inflation pressures may 
result in an unwarranted loss of opportunity for 
many Americans, whereas if an undue increase in 
inflation were to arise, policymakers would have the 
tools to address such an increase. Reflecting these 

1 In recent years, forecasters covered by the Blue Chip 
Survey, as well as FOMC participants in the Summary of 
Economic Projections, have substantially reduced their 
implied estimates of the unemployment rate that is sustainable 
in the longer run. For a discussion, see the box "Monetary 
Policy Rules and Uncertainty in Monetary Policy Settings" 
in Board of Governors of the Federal Reserve System (2020), 
Monetary Policy Report ( Washington : Board of Governors , 
February), pp. 33-37, https://www.federalreserve.gov/ 
monetarypol icy/fi les/2 02 00207_mprfullreport.pdf. 

considerations, the Federal Open Market Committee's 
(FOMC) revised Statement on Longer-Run Goals 
and Monetary Policy Strategy refers to "shortfal Is 
of employment" from the Committee's assessment 
of its maximum level rather than the "deviations of 
employment" used in the previous statement.2 This 
change has important implications for the design of 
simple interest rate rules. 

This discussion examines the prescriptions from 
a number of commonly studied monetary policy 
rules, along with the prescriptions from a modified 
simple rule that, all else being equal, would not call 
for increasing the policy rate as employment moves 
higher and unemployment drops below its estimated 
longer-run level. This modified rule aims to illustrate, 
in a simple way, the Committee's focus on shortfalls 
of employment from assessments of its maximum 
level. Other key changes to the Committee's monetary 
policy strategy, including the aim of having inflation 
average 2 percent over time to ensure that longer-
term inflation expectations remain well anchored, are 
not incorporated in the simple rules analyzed in this 
discussion. 

Policy Rules: Some Key Design Principles 
and Limitations 

In many stylized models of the economy, desirable 
economic outcomes can be achieved by following a 
monetary policy rule that incorporates key principles 
of good monetary policy. One such principle is that 
monetary policy should respond in a predictable way to 
changes in economic conditions, thus fostering public 
understanding of policymakers' goals and strategy. 3 
A second principle is that, to stabilize inflation, the 
policy rate should be adjusted over time in response 
to persistent increases or decreases in inflation to an 
extent sufficient to ensure a return of inflation to the 
longer-run objective. 

(continued on next page) 

2. See the box "The FOMC's Revised Statement on Longer-
Run Goals and Monetary Policy Strategy" (earlier in Part 2) 
for a discussion of this change and other changes made to the 
statement. 

3. The effectiveness of monetary policy is enhanced when 
it is well understood by the public. For a discussion of how 
the public's understanding of monetary policy matters for the 
effectiveness of monetary policy, seeJanet L.Yellen (2012), 
"Revolution and Evolution in Central Bank Communications," 
speech delivered at the Haas School of Business, University 
of California, Berkeley, November 13, https://www. 
federal reserve.gov/newsevents/speech/yel Ien2 01 2111 3a.htrn. 
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Monetary Policy Rules (continued) 

Simple monetary policy rules also have important 
limitations. A first limitation is that many formulations 
of simple rules do not recognize that the ELB limits the 
extent that the policy rate can be lowered to support 
the economy, which may impart a downward bias to 
both inflation and inflation expectations. As part of 
the FOMC's revised strategy to mitigate the chal Ienges 
posed by the ELB and anchor longer-term inflation 
expectations at 2 percent, the Committee states that it 
"seeks to achieve inflation that averages 2 percent over 
time, and therefore judges that, following periods when 
inflation has been running persistently below 2 percent, 
appropriate monetary policy will likely aim to achieve 
inflation moderately above 2 percent for some time." 
None of the simple rules analyzed in this discussion 
take into account average inflation performance or 
developments in measures of inflation expectations. As 
such, they do not reflect this important aspect of the 
FOMC's monetary policy strategy. 4 

A second limitation is thatsimple rules respond 
to only a small set of economic variables and thus 
necessarily abstract from many of the considerations 
taken into account by the FOMC. For example, 
a simple rule might respond to movements in a 
specific labor market indicator, such as the overall 
unemployment rate. However, no single labor market 
indicator can precisely capture the size of the shortfall 
from maxi mum employment or identify when a strong 
labor market can be sustained without putting undue 
upward pressure on inflation.5 A third limitation of 
simple rules for the policy rate is that they generally 
do not recognize the fact that the monetary policy 
toolkit includes other tools-notably, large-scale asset 
purchases and forward guidance, which are especially 
relevant when the policy rate is near or at the ELB. 

4. For a discussion of policy strategies that seek to make up 
for past inflation shortfalls, see Jonas Arias, Martin Bodenstein, 
Hess Chung, Thorsten Drautzburg, and Andrea Raffo (2020), 
'Alternative Strategies: How Do They Work? How Might They 
Help?" Finance and Econor-nics Discussion Series 2020-068 
(Washington: Board of Governors of the Federal Reserve 
System, August), https://dx.doi.org/10.1 7016/FEDS.2020.068; 
and James Hebden, Edward P. Herbst, Jenny Tang, Giorgio 
Topa, and Fabian Winkler (2020), "How Robust Are Makeup 
Strategies to Key Alternative Assumptions?" Finance and 
Econor-nics Discussion Series 2020-069 (Washington: Board of 
Governors of the Federal Reserve System, August), 
https://dx.doi.org/10.1 7016/FEDS.2020.069. 

5. See Lael Brainard (2020), "Achieving a Broad-Based and 
Inclusive Recovery," speech delivered at "Post-COVID-Policy 
Challenges for the Global Economy," Society of Professional 
Economists Annual Online Conference (via webcast), 
October 21, https://www.federalreserve.gov/newsevents/ 
speech/brainard20201021 a.htr-n. 

Policy Rules: Historical Prescriptions 
Economists have analyzed many monetary policy 

rules, including the well-known Taylor (1993) rule, the 
"balanced approach" rule, the "adjusted Taylor (1993)" 
rule, and the "first difference" rule.6 In addition to these 
rules, figure A shows a "balanced approach (shortfalls)" 
rule, which represents one simple way to illustrate 
the Committee's focus on shortfalls from maximum 
employment. All of the policy rules analyzed in this 
discussion embody the key principles of good monetary 
policy previously noted. They are also subject to the 
associated limitations. Thus, the balanced-approach 
(shortfalls) rule, as is the case with all simple rules, does 
not fully capture the monetary policy strategy that the 
FOMC announced in August 2020. 

All five rules feature the unemployment rate gap/ 
measured as the difference between an estimate of the 
rate of unemployment in the longer run < UtLR) and the 

current unemployment rate; the first-difference rule 
includes the change in the unemployment rate gap 
rather than its level.7 All of the rules abstract from the 
uncertainty affecting estimates of the unemployment 
rate gap. In addition, all of the rules include the 

(continued) 

6. The Taylor (1993) rule was suggested in John B. Taylor 
( 1993 ), " Discretion versus Policy Rules in Prad \ ce ," Carnegie - 
Rochester Conference Series on Public Policy , vol . 39 
(December), pp. 195-214.The balanced-approach rule was 
analyzed in John B. Taylor (1999), "A Historical Analysis of 
Monetary Policy Rules ," in John B . Taylor , ed ., Monetary Policy 
Rules ( Chicago : University of Chicago Press ), pp . 319 - 41 . The 
adjusted Taylor (1993) rule was studied in [)avid Rei fschneider 
and John C. Williams (2000), "Three Lessons for Monetary 
Policy in a Low - Inflation Era ," Journal of Money , Credit and 
Banking, vol. 32 (November), pp. 936-66. The first-difference 
rule is based on a rule suggested in Athanasios Orphanides 
(2003), "Historical Monetary Policy Analysis and the Taylor 
Ru le," jouma/ of Monetary Economics, vol . 5 0 (Ju ly), pp. 983-
1022. A review of policy rules is in John B. Taylor and John 
C. Williams (2011), "Simple and Robust Ru les for Monetary 
Policy>" in Benjamin M. Friedman and Michael Woodford, 
eds., Handbook of Monetary Economics, vo\. 38 (Amsterdam.· 
North-Holland), pp. 829-59.The same volume of the 
Handbook of Monetary Economics also discusses approaches 
other than policy rules for deriving policy rate prescriptions. 

7. The original Taylor (1993) rule represented slack in 
resource utilization using an output gap (the difference 
between the current level of real gross domestic product 
(GDP) and the level that GDP would be if the economy 
were operating at maximum employment, measured in 
percent of the latter). The rules in figure A represent slack in 
resource utilization using the unemployment rate gap instead, 
because that gap better captures the FOMC's statutory goal 
to promote maximum ernpl oyrnent. H owever, movements in 
these alternative measures of resource utilization are highly 
correlated. For more information, see the note below figure A. 
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A. Monetary policy rules 

Taylor (1993) rule R/93 = 7£ 

Balanced - approach rule RfA = Tt 

Balanced-approach (shortfalls) rule Rps = 71 

Adjusted Taylor ( 1993 ) rule RT~3 adj _ 
t 

First - difference rule RfD = Rt 

LR + 7rt + ~·5(lrt - lrLR~ + (UtR - Ut) 

R + 14 + 0.5(iTt - lrLR) + 2(utR - Ut) 

:LR+lrt + ~.5(lrt- lrLR~ + 2min{(up- Ut), 0} 

: max {Rr93 - Zt, ELB} 

1 + 0.5(,rt - ll-LR) + (UPR-Ut) - (1£44 - Ut-4) 

Nara· RP3, RPA, R PAS, Rf93<tdj FD represent the values of the nominal federal funds rate prescribed by the Taylor , and Rt 
(1993), balanced-approach, balanced-approach (shortfalls), adjusted Taylor (1993), and first-difference rules, respectively. 

R, denotes the realized nominal federal funds rate for quarter t, lit is the four-quarter price inflation for quarter t, Ut is the 
unemployment rate in quarter t, and rM is the level of the neutral real federal funds rate in the longer run that is expected to be 
consistent with sustaining maximum employment and inflation at the FOMC's 2 percent longer-run objective, denoted 1[LR. In 
addition, UtLR is the rate of unemployment expected in the longer run. Z is the cumulative sum of past deviations of the federal 
funds rate from the prescriptions of the Taylor (1993) rule when that rule prescribes setting the federal funds rate below an 
ELB of 12.5 basis points. 

The Taylor (1993) rule and other policy rules are generally written in terms of the deviation of real output from its full 
capacity level. In these equations, the output gap has been replaced with the gap between the rate of unemployment in the 
longer run and its actual level (using a relationship known as Okun's law) to represent the rules in terms of the unemployment 
rate gap. The rules are implemented as responding to core PCE inflation rather than to headline PCE inflation because current 
and near-term core inflation rates tend to outperform headline inflation rates as predictors of the medium-term behavior of 
headline inflation. Box note 6 provides references for the policy rules. 

difference between inflation and the FOMC's longer-
run objective of 2 percent. All but the first-difference 
rule include an estimate of the neutral real interest rate 
in the longer run lr tf 3 

By construction, the balanced-approach (shortfalls) 
rule prescribes identical policy rates to those prescribed 
by the balanced-approach rule at times when the 
unemployment rate is above its estimated longer-run 
level. However, when the unemployment rate is below 
that level, the balanced-approach (shortfalls) rule is 
more accommodative than the balanced-approach rule 
because it does not call for the policy rate to rise as the 
unemployment rate drops further. 

8. The neutral real interest rate in the longer run (r LR) is 
the level of the real federal funds rate that is expected to be 
consistent, in the longer run, with maximum employment 
and stable inflation . Like uf ' rr \ S determined largely by 
nonrnonetary factors. The expression of the first-difference 
rule shown in figure A does not involve an estimate of rr . 
However, this rule has its own shortcomings. For example, 
research suggests that this sort of rule often results in greater 
volatility in employment and inflation relative to what 
would be obtained underthe Taylor (1993) and balanced-
approach rules. 

Contrary to the other simple rules featured here, 
the adjusted Taylor (1993) rule recognizes that the 
federal funds rate cannot be reduced materially below 
the ELB. To make up for the cumulative shortfall in 
accommodation following a recession during which 
the federal funds rate has fallen to its ELB, the adjusted 
Taylor (1993) rule prescribes only a gradual return of 
the policy rate to the (positive) levels prescribed by the 
standard Taylor (1993) rule after the economy begins 
to recover. 

Figure B shows historical prescriptions for the 
federal funds rate from the five rules. For each period, 
the figure reports the policy rates prescribed by 
the rules, taking as given the prevailing economic 
conditions and estimates of uf and r~R at the time. 
The four rules whose formulas do not impose the ELB 
imply prescriptions of strongly negative policy rates in 
response to the pandemic-driven recession, well below 
their respective troughs in the 2008-09 recession. These 
deeply negative prescribed policy rates show the extent 
to which policymakers' ability to support the economy 
through cuts in the policy rate was constrained by 

(continued on next page) 
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Monetary Policy Rules (continued) 

B. Historical federal funds rate prescriptions from simple policy rules 

Quarterly Percent 

Taylor (1993) rule Balanced-approach rule 
-6 

~ ~---0- 3 /.- ----= -- --:---I.~~.@; EfN'----'-" f?ILUJ-»:z-2*+ 
li // - 3 

--- Target federal funds rate Adjusted Taylor (1993) rule 1\4 / - 6 
Balanced-approach (shortfalls) rule 1 ; / 1, - 9 

' / - 12 First-difference rule i, 
15 

18 

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 

Nom: The rules use historical values of the federal funds rate, core personal consumption expenditure inflation, and the unemployment rate. 
Quarterly projections of longer-run values for the federal funds rate and the unemployment rate are derived through interpolations of the biannual 
projections from Blue Chip Economic Indicators. The longer-run value for inflation is taken as 2 percent. 

SOURCE: Federal Reserve Bank of Philadelphia; Wolters Kluwer, Blue Chip Economic Indicators; Federal Reserve Board staff estimates. 

the ELB during the pandemic-driven recession-a 
constraint that helped motivate the FOMC's other 
policy actions at the time, including forward guidance 
and asset purchases. 

Regarding the recovery from the 2008-09 recession, 
all of the simple rules shown here prescribe departure 
from the ELB well before the FOMC determined 
that it was appropriate to do so. The FOMC's 
judgment that it was appropriate to maintain a more 
accommodative path of the federal funds rate than 
prescribed by these rules was informed by a wide 
range of information, including measures of labor 
market conditions, indicators of inflation pressures and 
inflation expectations, and readings on financial and 
international developments. 

The balanced-approach (shortfalls) rule calls for 
lower policy rates than the balanced-approach rule 
at times when unemployment is below its estimated 
longer-run level, thus providing somewhat more policy 
accommodation during the 2006-07 period and from 
late 2016 until the start of the pandemic. The fact that 
the policy rate prescriptions for the balanced-approach 
and balanced-approach (shortfalls) rules coincide 
from the 2008-09 recession up to the end of 2016 
reflects the slow recovery in this period, during which 
unemployment remained above real-time estimates of 
its longer-run level. 

Although these two rules prescribe identical 
policy rates over most of the period shown, including 
departure from the ELB about two years before the 
actual departure in December 2015, one should not 
conclude that they generally offer a similar degree of 
policy accommodation. Had the previous economic 
expansion not been cut short by the pandemic, the 
balanced-approach (shortfalls) rule would likely have 
continued to prescribe a lower policy rate than the 
balanced-approach rule. In addition, knowledge on the 
part of households and businesses that policymakers 
will respond to shortfalls rather than deviations from 
maximum employment can, in practice, help foster 
more accommodative financial conditions even when 
employment is below its maximum level because 
financial conditions are affected by the expected path 
of the policy rate. Expectations of lower policy rates 
in the future-once employment has recovered-
can reduce longer-term interest rates, support 
accommodative financial conditions, and encourage 
aggregate spending in the present. These observations 
underline the importance of communication 
about future policy actions and demonstrate how 
a shift in focus to employment shortfalls, in the 
context of a simple rule, can provide more policy 
accommodation-even during times like today when 
employment remains depressed. 



PART 3 
SUMMARY OF ECONOMIC PROJECTIONS 

The following material was released after the conclusion of the December 15-16,2020, meeting of 
the Federal Open Market Committee. 

In conjunction with the Federal Open 
Market Committee (FOMC) meeting held on 
December 15-16, 2020, meeting participants 
submitted their projections of the most likely 
outcomes for real gross domestic product 
(GDP) growth, the unemployment rate, and 
inflation for each year from 2020 to 2023 
and over the longer run. Each participant's 
projections were based on information 
available at the time of the meeting, together 
with her or his assessment of appropriate 
monetary policy-including a path for the 
federal funds rate and its longer-run value-
and assumptions about other factors likely 
to affect economic outcomes. The longer-

run projections represent each participant's 
assessment of the value to which each variable 
would be expected to converge, over time, 
under appropriate monetary policy and in the 
absence of further shocks to the economy. 
"Appropriate monetary policy" is defined as 
the future path of policy that each participant 
deems most likely to foster outcomes for 
economic activity and inflation that best 
satisfy his or her individual interpretation of 
the statutory mandate to promote maximum 
employment and price stability. 

Beginning with the December 2020 FOMC 
meeting, all Summary of Economic 

Table 1. Economic projections of Federal Reserve Board members and Federal Reserve Bank presidents, under their 
individual assumptions of projected appropriate monetary policy, December 2020 
Percent 

Medianl Central tendency' Range 
Variable 

2020 2021 2022 2023 Longer 2020 2021 2022 2023 Longer 2020 2021 2022 2023 Longer 
run run run 

Change in real GDP.. -2.4 4.2 3.2 2.4 1.8 -2.5--2.2 3.7-5.0 3.0-3.5 2.2-2.7 1.7-2.0 -3.3 --1.0 0.5-5.5 2.5-4.0 2.0-3.5 1.6-2.2 
September projection -3.7 4.0 3.0 2.5 1.9 -4.0--3.0 3.6-4.7 2.5-3.3 2.4-3.0 1.7-2.0 -5.5-1.0 0.0-5.5 2.0-4.5 2.0-4.0 1.6-2.2 

Unemployment rate. . 6.7 5.0 4.2 3.7 4.1 6.7-6.8 4.7-5.4 3.8-4.6 3.5-4.3 3.9-4.3 6.6--6.9 4.0--6.8 3.5-5.8 3.3-5.0 3.5-4.5 
September projection 7.6 5.5 4.6 4.0 4.1 7.0-8.0 5.0-6.2 4.0-5.0 3.5-4.4 3.9-4.3 6.5-8.0 4.0-8.0 3.5-7.5 3.5-6.0 3.5-4.7 

PCE inflation . 1.2 1.8 1.9 2.0 2.0 1.2 1.7-1.9 1.8-2.0 1.9-2.1 2.0 1.1-1.4 1.2-2.3 1.5-2.2 1.7-2.2 2.0 
September projection 1.2 1.7 1.8 2.0 2.0 1.1-1.3 1.6-1.9 1.7-1.9 1.9-2.0 2.0 1.0-1.5 1.3-2.4 1.5-2.2 1.7-2.1 2.0 

Core PCE inflation, . 1.4 1.8 1.9 2.0 1.4 1.7-1.8 1.8-2.0 1.9-2.1 1.3-1.5 1.5-2.3 1.6-2.2 1.7-2.2 
September projection 1.5 1.7 1.8 2.0 1.3-1.5 1.6-1.8 1.7-1.9 1.9-2.0 1.2-1.6 1.5-2.4 1.6-2.2 1.7-2.1 

Memo: Projected 
appropriate policy path 
Federal funds rate . 0.1 0.1 0.1 0.1 2.5 o.1 0.1 0.1 0.1-0.4 2.3-2.5 0.1 0.1 0.1-0.4 0.1-1.1 2.0-3.0 

September projection 0.1 0.1 0.1 0.1 2.5 0.1 0.1 0.1 0.1-0.4 2.3-2.5 0.1 0.1 0.1-0.6 0.1-1.4 2.0-3.0 

NOPE: Projections of change in real gross domestic product (GDP) and projections for both measures of inflation are percent changes from the fourth quarter of the previous 
year to the fourth quarter of the year indicated. PCE inflation and core PCE inflation are the percentage rates of change in, respectively, the price index for personal consump-
tion expenditures (PCE) and the price index for PCE excluding food and energy. Projections for the unemployment rate are for the average civilian unemployment rate in the 
fourth quarter of the year indicated. Each participant's projections are based on his or her assessment of appropriate monetary policy. Longer-run projections represent each 
participant's assessment of the rate to which each variable would be expected to converge under appropriate monetary policy and in the absence of further shocks to the econ-
omy. The projections for the federal funds rate are the value of the midpoint of the projected appropriate target range for the federal funds rate or the projected appropriate 
target level for the federal funds rate at the end of the specified calendar year or over the longer run. The September projections were made in conjunction with the meeting of 
the Federal Open Market Committee on September 15-16, 2020. One participant did not submit longer-run projections for the change in real GDP, the unemployment rate, or 
the federal funds rate in conjunction with the September 15-16, 2020, meeting, and one participant did not submit such projections in conjunction with the December 15-16, 
2020, meeting. 

1. For each period, the median is the middle projection when the projections are arranged from lowest to highest. When the number of projections is even, the median is the 
average of the two middle projections. 

2. The central tendency excludes the three highest and three lowest projections for each variable in each year. 
3. The range for a variable in a given year includes all participants' projections, from lowest to highest, for that variable in that year. 
4. Longer-run projections for core PCE inflation are not collected. 
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Table 2. Average historical projection error ranges 
Percentage points 

Variable 2020 2021 2022 2023 

Change in real GDP1 +0.8 tl.5 tl.9 +2.0 

Unemployment ratel d:0.1 +0.8 tl.4 tl.9 

Total consumer prices2 +0.2 *0.9 tl.0 *0.9 

Short-term interest ratess.. +0.1 tl.4 *2.0 +2.4 
NoTE: Error ranges shown are measured as plus or minus the root mean squared 

error of projections for 2000 through 2019 that were released in the winter by var-
ious private and government forecasters. As described in the box "Forecast Un-
certainty," under certain assumptions, there is about a 70 percent probability that 
actual outcomes for real GDP, unemployment, consumer prices, and the federal 
funds rate will be in ranges implied by the average size of projection errors made 
in the past. For more information, see David Reifschneider and Peter Tulip (2017), 
"Gauging the Uncertainty of the Economic Outlook Using Historical Forecasting 
Errors: The Federal Reserve's Approach," Finance and Economics Discussion 
Series 2017-020 (Washington: Board of Governors of the Federal Reserve System, 
February), https://dx.doi.org/10.17016/FEDS.2017.020. 

1. Definitions ofvariables are in the general note to table 1. 
2. Measure is the overall consumer price index, the price measure thathasbeen 

most widely used in government and private economic forecasts. Projections are 
percent changes on a fourth quarter to fourth quarter basis. 

3. For Federal Reserve staff forecasts, measure is the federal funds rate. For 
other forecasts, measure is the rate on 3-month Treasury bills. Projection errors 
are calculated using average levels, in percent, in the fourth quarter. 

Projections charts and tables previously 
released with the minutes of a meeting will be 
released following the conclusion of an FOMC 
meeting. That is, the release of the distribution 
of participants' projections (Figures 3.A. 
through 3.E.), participants' assessments of 
uncertainty and risks associated with the 
projections (Figures 4.A. through 4.C. and 
Figure 5), and Table 2 and associated box, 
which describe projection error ranges, have 
been accelerated by three weeks. Two new 
exhibits, Figures 4.D. and 4.E., have been 
added to further enhance the information 
provided on uncertainty and risks by showing 
how FOMC participants' assessments of 
uncertainties and risks have evolved over time. 
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Figure 1. Medians, central tendencies, and ranges of economic projections, 2020-23 and over the longer run 

Percent 

Change in real GDP 

Actual 

- - Median of projections 
- U Centraltendenqy of projections 
- I Range of projections 

1 1 1 1 1 1 1 1 1 1 
2015 2016 2017 2018 2019 2020 2021 2022 2023 Longer 

run 

Percent 

Unemployment rate 

U 
1 1 1 1 1 1 1 1 1 1 

2015 2016 2017 2018 2019 2020 2021 2022 2023 Longer 
run 

Percent 

PCE inflation 

4 * i 
1 1 1 1 1 1 1 1 1 1 

2015 2016 2017 2018 2019 2020 2021 2022 2023 Longer 
run 

Percent 

Core PCE inflation 

1 1 1 1 1 1 1 1 1 1 
2015 2016 2017 2018 2019 2020 2021 2022 2023 Longer 

run 

NoTE: Definitions of variables and other explanations are in the notes to table 1. The data for the actual values of the 
variables are annual. 
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Figure 2. FOMC participants' assessments of appropriate monetary policy: Midpoint of target range or target 
level for the federal funds rate 

Percent 
4.0 

·1· 

.. 3.0 

.. 

.../.... - 2.5 
1 . 

... 

2.0 

- 1.5 

I 1.0 

. 1 
·I· 

.... 

............ 
0.0 

2020 2021 2022 2023 Longer run 

NoTE: Each shaded circle indicates the value (rounded to the nearest 1/8 percentage point) of an individual participant's 
judgment of the midpoint of the appropriate target range for the federal funds rate or the appropriate target level for the federal 
funds rate at the end of the specified calendar year or over the longer run. One participant did not submit longer-run projec-
tions for the federal funds rate. 
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Figure 3.A. Distribution of participants' projections for the change in real GDP, 2020-23 and over the longer run 
Number of participants 

2020 U December projeclons 
- September projections 
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Percent range 

Number of participants 

2021 

r ,- ---
-5 8- -4 6- -4 0- -34- -28- -16- -1 0- -04- 02- 08- 14- 20- 26- 38- 44- 50-

-45 -39 -09 -0 3 03 09 33 39 45 51 

Percent range 

Number of participants 

2022 
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Percent range 

Number of participants 

2023 
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-45 -39 -09 -0 3 03 09 33 39 45 51 

Percent range 

Number of participants 

- Longer run 

= 
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-5 8- -4 6- -4 0- -34- -28- -16- -1 0- -04- 02- 08- 14- 20- 26- 38- 44- 50-
-45 -39 -09 -0 3 03 09 33 39 45 51 

Percent range 

NOTE: Definitions of variables and other explanations are in the notes to table 1. 
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Figure 3.B. Distribution of participants' projections for the unemployment rate, 2020-23 and over the longer run 
Number of parkipants 

2020 U December projections 
- September projections 

r- ,-----I 14--,-4 
28- 34- 40- 46- 5 8- 6 4- 7 0- 7 6-
29 35 41 47 53 59 65 

Percent range 

Number of parkipants 

: 2021 

_ _...n.;~===~F-I-m-p.---
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29 35 41 47 53 59 65 

Percent range 

Number of parkipants 

: 2022 

F- i--r F-1 .-~--1~~9'·F~~V~~~r- '; 
28- 34- 40- 46- 5 8- 6 4- 7 0- 7 6-
29 35 41 47 53 59 65 

Percent range 

Number of parkipants 

: 2023 

= 
r- -~| | |~'-----|~r~=L -~-~-1' 

28- 34- 40- 46- 5 8- 6 4- 7 0- 7 6-
29 35 41 47 53 59 65 

Percent range 

Number of parkipants 

: Longer run 

,- TE-Tr-[T-1'-1=~-· 
28- 34- 40- 46- 5 8- 6 4- 7 0- 7 6-
29 35 41 47 53 59 65 

Percent range 

Nom: Definitions of variables and other explanations are in the notes to table 1. 
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Figure 3.C. Distribution of participants' projections for PCE inflation, 2020-23 and over the longer run 
Number of participants 

2020 U December projections 
- - September projections 

I . 
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2021 
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Percent range 
Number of participants 

2022 

1 1 

------- 11 1 -1- --- -1-1 7 11 
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0.8 1.0 1.2 1.4 1.6 1.8 2.0 2.2 2.4 

Percent range 
Number of participants 

2023 

1-r----tl 11 

0.7- 0.9- 1.1- 1.3- 1.5- 1.7- 1.9- 2.1- 2.3-
0.8 1.0 1.2 1.4 1.6 1.8 2.0 2.2 2.4 

Percent range 
Number of participants 

Longer run 

n .. 

0.7- 0.9- 1.1- 1.3- 1.5- 1.7- 1.9- 2.1- 2.3-
0.8 1.0 1.2 1.4 1.6 1.8 2.0 2.2 2.4 

Percent range 

Nom: Definitions of variables and other explanations are in the notes to table 1. 
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Figure 3.D. Distribution of participants' projections for core PCE inflation, 2020-23 

Number of participants 

2020 U December projections 
- - September projections 
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1 1 
1 1 

'-------I 

0.9- 1.1- 1.3- 1.5- 1.7- 1.9- 2.1- 2.3-
1.0 1.2 1.4 1.6 1.8 2.0 2.2 2.4 

Percent range 

Number of participants 

2023 

0.9- 1.1- 1.3- 1.5- 1.7- 1.9- 2.1- 2.3-
1.0 1.2 1.4 1.6 1.8 2.0 2.2 2.4 

Percent range 

NOTE: Definitions of variables and other explanations are in the notes to table 1. 
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Figure 3.E. Distribution of participants'judgments of the midpoint of the appropriate target range for the 
federal funds rate or the appropriate target level for the federal funds rate, 2020-23 and over the longer run 

Number of participants 

2020 U December projections 
- - September projections -

n. 
0.13- 0.38- 0.63- 0.88- 1.13- 1.38- 1.63- 1.88- 2.13- 2.38- 2.63- 2.88-
0.37 0.62 0.87 1.12 1.37 1.62 1.87 2.12 2.37 2.62 2.87 3.12 

Percent range 
Number of participants 

2021 

0.13- 0.38- 0.63- 0.88- 1.13- 1.38- 1.63- 1.88- 2.13- 2.38- 2.63- 2.88-
0.37 0.62 0.87 1.12 1.37 1.62 1.87 2.12 2.37 2.62 2.87 3.12 

Percent range 
Number of participants 

2022 

-1 
0.13- 0.38- 0.63- 0.88- 1.13- 1.38- 1.63- 1.88- 2.13- 2.38- 2.63- 2.88-
0.37 0.62 0.87 1.12 1.37 1.62 1.87 2.12 2.37 2.62 2.87 3.12 

Percent range 
Number of participants 

2023 

-.----- 72 
0.13- 0.38- 0.63- 0.88- 1.13- 1.38- 1.63- 1.88- 2.13- 2.38- 2.63- 2.88-
0.37 0.62 0.87 1.12 1.37 1.62 1.87 2.12 2.37 2.62 2.87 3.12 

Percentrange 
Number of participants 

Longer run 

11 
11 H 

'I Il 
0.13- 0.38- 0.63- 0.88- 1.13- 1.38- 1.63- 1.88- 2.13- 2.38- 2.63- 2.88-
0.37 0.62 0.87 1.12 1.37 1.62 1.87 2.12 2.37 2.62 2.87 3.12 

Percentrange 

No're: Definitions of variables and other explanations are in the notes to table 1. 
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Figure 4.A. Uncertainty and risks in projections of GDP growth 

Median projection and confidence interval based on historical forecast errors 
Percent 

Change in real GDP 
- Median of projections -6 
a 70°% confidence interval 

-5 
-4 
-3 

Actual ~ Uf 9y -0 
jol Y - -1 r -2 

-3 
-4 

2015 2016 2017 2018 2019 2020 2021 2022 2023 

FOMC participants' assessments of uncertainty and risks around their economic projections 

Number of participants Number of participants 

Uncertainty about GDP growth 
U December projections 
- - September projections 

18 
16 
14 
12 
10 
8 
6 

Risks to GDP growth 
U December projections 
- - September projections 

18 
16 
14 
12 
10 
8 
6 

I-4 - -4 1 1 

F 1 11 1 '12 F I ~ I,12 
Lower Broadly Higher Weighted to Broadly Weighted to 

similar downside balanced upside 

NOTE: The blue and red lines in the top panel show actual values and median projected values, respectively, of the percent 
change in real gross domestic product (GDP) from the fourth quarter of the previous year to the fourth quarter of the year 
indicated. The confidence interval around the median projected values is assumed to be symmetric and is based on root mean 
squared errors of various private and government forecasts made over the previous 20 years; more information about these data 
is available in table 2. Because current conditions may differ from those that prevailed, on average, over the previous 20 years, 
the width and shape of the confidence interval estimated on the basis of the historical forecast errors may not reflect FOMC 
participants' current assessments of the uncertainty and risks around their projections; these current assessments are summa-
rized in the lower panels. Generally speaking, participants who judge the uncertainty about their projections as "broadly 
similar" to the average levels of the past 20 years would view the width of the confidence interval shown in the historical fan 
chart as largely consistent with their assessments of the uncertainty about their projections. Likewise, participants who judge the 
risks to their projections as "broadly balanced" would view the confidence interval around their projections as approximately 
symmetric. For definitions of uncertainty and risks in economic projections, see the box "Forecast Uncertainty." 
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Figure 4.B. Uncertainty and risks in projections of the unemployment rate 

Median projection and confidence interval based on historical forecast errors 
Percent 

Unemployment rate 
- - Median of projections -8 

70°/o confidence interval 

-6 

----------- -5 
Actual -

-4 

-3 

-2 

1 

2015 2016 2017 2018 2019 2020 2021 2022 2023 

FOMC participants' assessments of uncertainty and risks around their economic projections 

Number of participants Number of participants 

Uncertainty about the unemployment rate 
U December projections 
- - September projections 

18 
16 
14 
12 
10 
8 
6 
4 
2 

Risks to the unemployment rate 
U December projections 
- - September projections 

1---

-------

18 
16 
14 
12 
10 
8 
6 
4 
2 

Lower Broadly Higher Weighted to Broadly Weighted to 
similar downside balanced upside 

NOTE: The blue and red lines in the top panel show actual values and median projected values, respectively, of the average 
civilian unemployment rate in the fourth quarter of the year indicated. The confidence interval around the median projected 
values is assumed to be symmetric and is based on root mean squared errors of various private and government forecasts made 
over the previous 20 years; more information about these data is available in table 2. Because current conditions may differ from 
those that prevailed, on average, over the previous 20 years, the width and shape of the confidence interval estimated on the 
basis of the historical forecast errors may not reflect FOMC participants' current assessments of the uncertainty and risks 
around their projections; these current assessments are summarized in the lower panels. Generally speaking, participants who 
judge the uncertainty about their projections as "broadly similar" to the average levels of the past 20 years would view the width 
of the confidence interval shown in the historical fan chart as largely consistent with their assessments of the uncertainty about 
their projections. Likewise, participants who judge the risks to their projections as "broadly balanced" would view the 
confidence interval around their projections as approximately symmetric. For definitions of uncertainty and risks in economic 
projections, see the box "Forecast Uncertainty." 
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Figure 4.C. Uncertainty and risks in projections of PCE inflation 

Median projection and confidence interval based on historical forecast errors 
Percent 

PCE inflation 
- Median of projections 

- I 70 confidence interval -3 

-2 

Actual / =1 

1 
2015 2016 2017 2018 2019 2020 2021 2022 2023 

FOMC participants' assessments of uncertainty and risks around their economic projections 

Number of participants Number of participants 

Uncertainty about PCE inflation 
U December projections 
- - September projections 

- 18 
,-------- - 16 

;-14 
, - 12 

1 , - 10 
,-8 

I I-6 

:-4 
'72 

Risks to PCE inflation 
U December projections 
- - September projections 

- 18 
- 16 
- 14 
- 12 

-------

1 1 - 10 
. -8 

1 1 -6 
I ------- 4 
1 1 

-12 

Lower Broadly Higher Weighted to Broadly Weighted to 
similar downside balanced upside 

Number of participants Number of participants 

Uncertainty about core PCE inflation 
U December projections 
- - September projections 

- 18 

:-14 
, - 12 
: - 10 ,-8 

I I-6 

:-4 
'72 

Risks to core PCE inflation 
U December projections 
- - September projections - 18 

- 16 
- 14 
- 12 

-------

1 1 - 10 
. -8 

1 1 -6 
------- 4 I I 

-12 
11 1 

Lower Broadly Higher Weighted to Broadly Weighted to 
similar downside balanced upside 

NOTE: The blue and red lines in the top panel show actual values and median projected values, respectively, of the percent 
change in the price index for personal consumption expenditures (PCE) from the fourth quarter of the previous year to the 
fourth quarter of the year indicated. The confidence interval around the median projected values is assumed to be symmetric 
and is based on root mean squared errors of various private and government forecasts made over the previous 20 years; more 
information about these data is available in table 2. Because current conditions may differ from those that prevailed, on 
average, over the previous 20 years, the width and shape of the confidence interval estimated on the basis of the historical 
forecast errors may not reflect FOMC participants' current assessments of the uncertainty and risks around their projections; 
these current assessments are summarized in the lower panels. Generally speaking, participants who judge the uncertainty 
about their projections as "broadly similar" to the average levels of the past 20 years would view the width of the confidence 
interval shown in the historical fan chart as largely consistent with their assessments of the uncertainty about their projections. 
Likewise, participants who judge the risks to their projections as "broadly balanced" would view the confidence interval around 
their projections as approximately symmetric. For definitions of uncertainty and risks in economic projections, see the box 
"Forecast Uncertainty." 
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Figure 4.D. Diffusion indexes of participants' uncertainty assessments 
Diffusion index 

Change in real GDP 

1.00 
0.75 
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-0.75 
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- 0.25 
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-1.00 
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Core PCE inflation /tl»»«/.r - 1.00 
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- 0.50 
- 0.25 
- 0.00 

-0.25 
-0.50 
-0.75 
-1.00 

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 

NOTE: For each SEP, participants provided responses to the question "Please indicate your judgment of the uncertainty 
attached to your projections relative to the levels of uncertainty over the past 20 years." Each point in the diffusion indexes 
represents the number of participants who responded "Higher" minus the number who responded "Lower," divided by the total 
number of participants. Figure excludes March 2020 when no projections were submitted. 
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Figure 4.E. Diffusion indexes of participants' risk weightings 

Change in real GDP 
Diffusion index 
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Diffusion index 
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- -0.75 
- -1.00 
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NOTE: For each SEP, participants provided responses to the question "Please indicate your judgment of the risk weighting 
around your projections." Each point in the diffusion indexes represents the number of participants who responded "Weighted 
to the Upside" minus the number who responded "Weighted to the Downside," divided by the total number of participants. 
Figure excludes March 2020 when no projections were submitted. 
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Figure 5. Uncertainty and risks in projections of the federal funds rate 
Percent 

Federal funds rate 

- Midpoint of target range 
- Median o f projections 

70% confidence interval* -4 

11 

-3 

2 

-1 
Actual 

-0 

2015 2016 2017 2018 2019 2020 2021 2022 2023 

NOTE: The blue and red lines are based on actual values and median projected values, respectively, of the Committee's target 
for the federal funds rate at the end of the year indicated. The actual values are the midpoint of the target range; the median 
projected values are based on either the midpoint of the target range or the target level. The confidence interval around the 
median projected values is based on root mean squared errors of various private and government forecasts made over the 
previous 20 years. The confidence interval is not strictly consistent with the projections for the federal funds rate, primarily 
because these projections are not forecasts of the likeliest outcomes for the federal funds rate, but rather projections of 
participants' individual assessments of appropriate monetary policy. Still, historical forecast errors provide a broad sense of the 
uncertainty around the future path of the federal funds rate generated by the uncertainty about the macroeconomic variables as 
well as additional adjustments to monetary policy that may be appropriate to onset the effects of shocks to the economy. 

The confidence interval is assumed to be symmetric except when it is truncated at zero - the bottom of the lowest target range 
for the federal funds rate that has been adopted in the past by the Committee. This truncation would not be intended to 
indicate the likelihood of the use of negative interest rates to provide additional monetary policy accommodation if doing so 
was judged appropriate. In such situations, the Committee could also employ other tools, including forward guidance and 
large-scale asset purchases, to provide additional accommodation. Because current conditions may differ from those that 
prevailed, on average, over the previous 20 years, the width and shape of the confidence interval estimated on the basis of the 
historical forecast errors may not reflect FOMC participants' current assessments of the uncertainty and risks around their 
projections. 

* The confidence interval is derived from forecasts of the average level of short-term interest rates in the fourth quarter of the 
year indicated; more information about these data is available in table 2. The shaded area encompasses less than a 70 percent 
confidence interval if the confidence interval has been truncated at zero. 
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Forecast Uncertainty 
The economic projections provided by the members 

of the Board of Governors and the presidents of 
the Federal Reserve Banks inform discussions of 
monetary policy among policymakers and can aid 
public understanding of the basis for policy actions. 
Considerable uncertainty attends these projections, 
however. The economic and statistical models and 
relationships used to help produce economic forecasts 
are necessarily imperfect descriptions of the real world, 
and the future path of the economy can be affected 
by myriad unforeseen developments and events. Thus, 
in setting the stance of monetary policy, participants 
consider not only what appears to be the most likely 
economic outcome as embodied in their projections, 
but also the range of alternative possibilities, the 
likelihood of their occurring, and the potential costs to 
the economy should they occur. 

Table 2 summarizes the average historical accuracy 
of a range of forecasts, including those reported in 
past Monetary Policy Reports and those prepared 
by the Federal Reserve Board's staff in advance of 
meetings of the Federal Open Market Committee 
(FOMC). The projection error ranges shown in the 
table illustrate the considerable uncertainty associated 
with economic forecasts. For example, suppose a 
participant projects that real gross domestic product 
(GDP) and total consumer prices will rise steadily at 
annual rates of, respectively, 3 percent and 2 percent. 
If the uncertainty attending those projections is similar 
to that experienced in the past and the risks around 
the projections are broadly balanced, the numbers 

reported in table 2 would imply a probability of about 
70 percent that actual GDP would expand within a 
range of 2.2 to 3.8 percent in the current year, 1.5 to 
4.5 percent in the second year, 1.1 to 4.9 percentin 
the third year, and 1.0 to 5.0 percent in the fourth year. 
The corresponding 70 percent confidence intervals 
for overall inflation would be 1.8 to 2.2 percent in 
the current year, 1.1 to 2.9 percent in the second 
year, 1.Oto 3.Opercentinthe third year, and 1.1 to 
2.9 percent in the fourth year. Figures 4.A through 
4.C illustrate these confidence bounds in "fan charts" 
that are symmetric and centered on the medians of 
FOMC participants' projections for GDP growth, the 
unemployment rate, and inflation. However, in some 
instances, the risks around the projections may not 
be symmetric. In particular, the unemployment rate 
cannot be negative; furthermore, the risks around a 
particular projection might be tilted to either the upside 
or the downside, in which case the corresponding fan 
chart would be asymmetrically positioned around the 
median projection. 

Because current conditions may differ from those 
that prevailed, on average, over history, participants 
provide judgments as to whether the uncertainty 
attached to their projections of each economic variable 
is greater than, smaller than, or broadly similar to 
typical levels of forecast uncertainty seen in the past 
20 years, as presented in table 2 and reflected in 
the widths of the confidence intervals shown in the 
top panels of figures 4.A through 4.C. Participants' 

(continued) 
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current assessments of the uncertainty surrounding 
their projections are summarized in the bottom-left 
panels of those figures. Participants also provide 
judgments as to whether the risks to their projections 
are weighted to the upside, are weighted to the 
downside, or are broadly balanced. That is, while 
the symmetric historical fan charts shown in the top 
panels of figures 4.A through 4.C imply that the risks to 
participants' projections are balanced, participants may 
judge that there is a greater risk that a given variable 
will be above rather than below their projections. These 
judgments are summarized in the lower-right panels of 
figures 4.A through 4.C. 

As with real activity and inflation, the outlook 
for the future path of the federal funds rate is subject 
to considerable uncertainty. This uncertainty arises 
primarily because each participant's assessment of 
the appropriate stance of monetary policy depends 
importantly on the evolution of real activity and 
inflation over time. If economic conditions evolve 
in an unexpected manner, then assessments of the 
appropriate setting of the federal funds rate would 
change from that point forward. The final line in 
table 2 shows the error ranges for forecasts of short-
term interest rates. They suggest that the historical 
confidence intervals associated with projections 
of the federal funds rate are quite wide. It should 
be noted, however, that these confidence intervals 
are not strictly consistent with the projections for 
the federal funds rate, as these projections are not 
forecasts of the most likely quarterly outcomes but 

rather are projections of participants' individual 
assessments of appropriate monetary policy and are 
on an end-of-year basis. However, the forecast errors 
should provide a sense of the uncertainty around the 
future path of the federal funds rate generated by the 
uncertainty about the macroeconomic variables as 
well as additional adjustments to monetary policy that 
would be appropriate to offset the effects of shocks to 
the economy. 

If at some point in the future the confidence interval 
around the federal funds rate were to extend below 
zero, it would be truncated at zero for purposes of 
the fan chart shown in figure 5; zero is the bottom of 
the lowest target range for the federal funds rate that 
has been adopted by the Committee in the past. This 
approach to the construction of the federal funds rate 
fan chart would be merely a convention; it would 
not have any implications for possible future policy 
decisions regarding the use of negative interest rates to 
provide additional monetary policy accommodation 
if doing so were appropriate. In such situations, the 
Committee could also employ other tools, including 
forward guidance and asset purchases, to provide 
additional accommodation. 

While figures 4.A through 4.C provide information 
on the uncertainty around the economic projections, 
figure 1 provides information on the range of views 
across FOMC participants. A comparison of figure 1 
with figures 4.A through 4.C shows that the dispersion 
of the projections across participants is much smaller 
than the average forecast errors over the past 20 years. 
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ImLITY STOCKS AND THE SIZE EFFECT: AN EMPIRICAL ANALYSIS 

Annio Wong* 
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uunully anti are open to the public. 
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'Ilhc FERC mquiros public utititied to keep 
•ccur*!o ruoords of revcnue#, creating co*ta, 
depreciation expease•. and invmtmeat iu Ant Rnd 
equipme#L Specific financiat accounting *tandard: 

ibr the. puzpo•e: *m *I.o 1•*oed by th• Financiml 
Ac¢ouatins Stand•rd, Bo.rd (FASB). Unllbm,tty i, 
requir,d ® th.t ulilitie# .ya not sukiect to dimrmt 
a¢countio* rcgut*lio= in **ch ot lh.St*to' itt Wch 
they opente. 'Ib ultlm•t* Owe¢tivo i• to Ehieve 

¢omp:rnbility In fimloctml reporting •o :h:! hctu*l 
matters at• not hidden *om the public visw by 
=cowstin, Raibi}ity. 

Other regulatory reports tend to provide 
*dditiom,l fin,nci:1 injbnn•tion about utilitie. For 
ex*mpte, utijitioc u• required to 6!e :6 FERC Form 
No.· l wifh tb* *tala commission. .Ilzis rom is 
designed jb, .tate eommiuio:u; to collect Enanclal 
and opon,tioml iufb,=ttion•boututili#es, aadser~e# 
lut * Imuca for *latistical reports published by st*le 

oommi*siom. 
- Unliko indgahi.I., a utility'g *•ming, kre 

predetenmined tc> a eerUin extent. Before allowed 

eamln, : 3 .ueat* *re :pproved, a utility's 
performan= is **alyud in depth by tho stste 
commiuion, iotered groups, wd other witn¢*&*. 
Tlti, probMK tead: to the diselosum of mbtuntisl 

*mount of infgnnltion. 

III. Bypotheds .d Objective 

Dw to the Act of 193S, tho Uniform Systems of 
Accounts, th# u»Jfb:m diwlosur* mquiyom,mt*, *nd 
thcprcd#tormined earnings, *llntililie*mB; r¢*$*mbly 
homogeneous with regpool to the information 
avail#bla to the public. Bar:y sad Brown (1984) md 
Brauer (1986) suggs:tod that the dlffemnc# cf risk-
Adjusted r#um: bot-a *mdl ed large jinnai• dus 
to their diflb#n:ial infbrmation ·environment 
Amming lh*t thi dimronti:! inform*tion bypothesi& 
i, t:uo, tbeo lm;jbm,ity of ioformation jlv*ihtbility 
among utility firmg would su,ga,t that :h# :i= oftect 
fould not bo *bie:v¢d in the public utility icdu,1:y. 
111* olioctiv* ofthigrsper i, toprovido . toat of the 
*i= efkct in public utilitie6. 

IV. Methodology 

1. Simple and Data 

To to,t ibr tha,iz* effect, a **mplm of public 
utilities and * :ampte of fndustri*!u matched by 
equity v#lim *rt fbn»ed •o Ihit tht,ir resutt: can be 
comp*red. Compinie• in both •*mp!. are Iistod on 
the Ccnmr for R-r¢b in Security Prim (CRSP) 

t·I•t 

D.ily aod Monthly Returns files. The utility 8*mpl. 
includes 152 electric and g.t companies. For e.ch 

utility in the ample, two indu•t,ial firm, wtth,imilnr 
finn *ia (one i, :li:htjy 1•rger *ad the other i, 
:Iightly me]Icr than the uzility) arc selected. Tbuz, 
{h# industrial :.npla includes 304 non-regulated 
firms. 

Tke *iza v*ri,ble is defined M the natural 
lo:arilhm of muk*t v.lue of equity •t th. beginnin, 
of each ye•r. Both the mually-wei:bted and value-
Weight,d CRSP indices are employed u proxies fbr 

the mtrket refums. Daily. wtekly and monthly 
returns *m used. Th6 Fam;-M•cBeth (1973) 
proctdura is utilized to e*Rminc tb, mlatton between 
04-adjusted mhims ind firm *iz¢. 

2. Research Design 

Ajl utilitie: in the ample gre mnked *ccording 
to tho equity *izo *t the beginning of the yemr, and 
the dibtribution i: broken down into dacilc#. Decile 
©ne cont,dns ¢hs .o¢ka with the lowegt turkct v,due: 
*i!4 d®il* tea contai»s.:tlto*o .With ~ tb„j;,ost 
=*4 v•Iut..' Tl-poztjWio•at•dcne*d,by MV:, 
MV„.... md MV., re:pktivmtyt 

11:e combimltioo, of the. tm ·portf4!ioi.,·i,ro 
updated Annually. In the yur after a portfolio i, 
form¢d, equglly·-i:hted portft>Ho returns are 
comput,id by ¢omb»g the retum•,oflho. compo=t 
:t*lu wilhfn tho portfolio. The betut A,r each 
porttblio •1 yc•r t, #,t'*, *'(' B"Un"gcd by ft#rouh,8 
the previolu five yeam of pottfolio ntumg oc mukot 
returns: 

R.-4+BA +4 m 
Where 

R,t - periodic wtum in year t on ponfolio p 

R= - peliodic m,rket return in yur t 

U, - disturbanca term. 

B= (1981) applied both the ordinuy and 
gtcera}iz,d Ieg:t *qu*reh mgrc,510„# to estimate #; 
md cooctuded that the *Nutt* *I, em,enti:Ily ideaticd 

(p,8). Sinc* dJu•tin: for hntoroxoda,ticity doe# not 
n=*urily 10*d to more sfficim*t o#timaton, the 
ordinary tcut »quarc, pzocedurt: ar* u•>d In thi* 
study to estim:to # in equ,ti©zt (1). 

The foHO#ing crou.zectiongl regre*:ion i, then 
run for tbe portfolios to e#timjits y„ i - 0, 1, ind 2: 
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4= 7. + 7,4+ 7:A +U. 0) 

where 

At - e¢tim•ted bata for porttotio p at year t. 
t- 1968. ..., 1987 

4 - mean of tho Iog*rithm of finn *izo in 
pot¢Mo p •t :ho be:innin: of year t 

U* •c diztutl:nnce term. 

Dcpzding on whothor d•ily, woek!y armoathly 
returoB *ro uaed, * portfolio'* avmga return ¢hwg" 
pmiodic:jly while iu beta wd *ire only ebinga once 
• year. 111* h *nd ·ys eo®mcients •r. estim.ted 
over the foliowin, four m*periodu 196842,1973. 
77, 1978-82 and 1983-1987. If portfolio 61. can 
fully account for the difference# in #tums, one 
wduld expect the *vctzgo cooflioicnt fot th* beta 
variable to bc po*itiv# and ibr the :izs vuiablojo be 
ioro. A ftmtistic wilj ba uid to Mit thi hypodi~#·' 

ne ' ccefficienta of a · mztchad nmp!* are *1*o, 
examined e thitt the m:ult: between induttrigl ond 
utility firms can bo ¢omp:rod. 

V. An•lyds of Results 

1. Equity Value of the Utility Pbr¢oliog 

Tho mean equity val- of th# tea :im·b.*od 
utility po:lfotio, am npott•d in Table 1. Pa=l. A 
and B prwent th* *vmge firm ¢ize of th,50 
portlblios at the bNinninpnd ond oftha test periods 
19684987. 110 fiat intero•ting ohemtion from 
Tabia 1 i• tb*t tim differe=e in m,snitude between 

the sm:dlest .d the hr~t m:uket value utility 
portfolios i: tremondou*. In Panol A, the .vcr*** 

aia of MV, is .bogt $31 million while uut of MV„ 
i: over $1.4 billion. In P-l B, th:t i• twenty years 
IMM, tbsy ' gre $62 mmim *ad $5.2 · billion, 
n•pe¢ti¥ely. Anotherintom•ingfindingi,th,tlhere 

is * *ub:t«attal in¢rean in •vm*p finn *iw Rom 
MV, to MV.. Stn¢* tl- t•v Andinp we 
con3ist,Mit over thi wtim to•t period. tbo aver:gs 
poztfolio market vahw* R,r inte:im ycacs aro *ot 

r•pozlod. Tlte,o rmdt, u• similar to th, empirical 
•vidc=. providad by *ein:*mzm (1981). 

lh# utility *zmplo in *i* study cont*in, 152 
n,= *mnu **iopnum'* ,•mpte cont*tn: 535 
firms that *re mainly indu#trial conwaniot TWO 

co=hldoc: may b• dr**m from tbe results of the 
Rektg«oum #lody *nd thi• onB. Pir:4 utilities *nd 
indu*tri•10* =ys *imttar in tba •e:lss thzt thir mukct 

value* vary over * wide spectrum. Second, the fact 
that them i• # hu:o jump tn firm *iza hm MV. to 

MV,e indi¢ata: th*t tlts dtsttibution of firm *irc is 
po:Itivety :kewed. To correct for the *kowness 

pfobtem, the natund Iog•ritbm of the mean equity 
vatuo of eiwh po:tfolio U cal¢ul:ted. ™• v,uiab!*i. 
tbea uzd in later re:res:ion: instead of the actual 
mem equity v•!ua. 

2. Beh of the Utility and Industrial 
Samples 

Tljs b#taA l,a:ed on mbnthly, weekly and daily 
r#tum• are roported for the utility *nd indtistrid 
mnpla For simplicity, ¢hoy will be rofhrr<d ¢o as 
monthly. weckty, and daily betas. In *11 c,1$©3, five 
yw* of ntorn* •** used to eglimmt. the *ystamttic 
fi,k. The betaa estimated over the 1963-67 time 

period •ro used.to proxy for the belu in 1968, which 
i, tl** beg,ming of *a te:; p**f!. 1 By the **m* 
token, *• betas obtained Ro'm ihd,ti:6period 1982-
86 are used .* proxi¢4 Ibr th* beih# in 1987, which 
i# lh# ead of the tekt period 

71= bot# from. #•ing'th* eqdAI~*wcighted 0nd 
y,ihte-weighted indibek'aro c#lcul~rd in order to 
¢heck wbeihor the nim:l{* *m *ffeb6~.by thechoice 
of market index. Sicca the r*wlt: rre *Imi]*r, only 

tho*e obtained ftom the equg!!y-weigbied index zre 
t*potted and *n*lylkd. 

Tabt* 2 reports the monthly, weekly *nd daily 
betu oF 0» two•ampte. *t the be#inoin: Iod md of 

the teet petiod. Panel A *how# th, vkriotu be:*, of 

the indu•ui,1 ponfolioz. Two conclusions me bo 
drawn. Fir*t, in the 1960's, mri#flor m,rkot vduo 
poftfolioi; tend to h*ve r©1*tiv*ly 1*rgef batiw:. This 

i* conei•:ent. with ¢bo empiticgt Rndings by B*nz 
(1981) and Reinzanum (1981). S©¢ond, tbi. trcnd 
aem• to vaoi#h in the 1980'5, apeci*Ny when 
weekly and daily Nturw; ar# u,ed. 

Tlze beus of the utility porlfolio, arn pnwented 
in Panel B. Ths table shows that none of ¢ho utility 
bew *ro grufor than 0.71. A oompzrisoa between 
P•nals A and B revc*l, thit utility portfbIio# m# 

m!•tiv¢dy tm ri,ky thah indu,tri,d portfolios after 
coctrollin: for firm *i=. The compa,isan Rlno 
mm#lg that, unliko indu,t:ial *tocks, b¢t# of thB 
utility portfolios are not r®!*led to the mgrket values 
of equity. 

Thm neg*tfve correlation between firm sin, :nd 

t€t# in the indu:trizl :ampl, m,ty introduce a 
:m,lticolinl*rity problem in estiznwin: oqueion {2). 
3•az (p. 11) bd addr-d th!* 1*sue and concluded 
thnt the tcst rmn;It: are not oensiti¥• to th, 



M Journal of the Midwest Finance As*pcl*tion 

multicolinsarity problem. For the utility utnple, thj, 

problem dow #ct exist. 

3. Tests on the Coeffidents of Beta and Size 

™ bata *nd finn *i= uo uaed to e•timzto 7, 
and 7: in equation (2). A t-st:!1*tic i* used to tut if 
¢ha mean v:tu= of lh, gammu *rs si,uificantly 
diffcntnt from =ro. 11» tests wor* pezfbrmed for 
four 5*y=r period• whfch *ro mpoited Itt Table 3. 
™ me•o of the :*mmag *nd thzir t.itati,ttc att 
pr-oted in Panel A for the utititie# *nd in Panel B 
for the indu#* fintw. 

Thn empirical faults for the utility umple *re 
rcpozt«1 in P-1 A of Table 3. When monthly 
retum* are u:ed, 60 rt:romsions wers run to obtain 
60 p:lr: of **mm:s for cach of the 5-year pefiods. 
Whea daily mtum; •re used, over 1200 ngreuion: 
wore n,n fbr e•cb pe:iod :o·obtain Ib# pmmas. Tka 
r•62:* #m :imikr; io •jl of tho lim•;peiods testod, 
none of tim *vomp coe#icieht: Jbji bot. #od :lza am 
•ignffe:mtly dimrmt from zero. When woekly 
return: *rn u•ed, 260 p*ir* of g#mmu wem obtdned. 
Tbe ave:*ge coeffiefenfs for beta *re not *ignific,nt 
ia *ny ** pmiod, and th* avor*** coemcien¢* · for 
:iz* am not *}*nifi¢*nt in three of tho tut p*rfods. 
For·the test pe:iod of 1978-82. tha •vor*p 
eoeniciet for *ize i* dgnific*ntly neg*tive *1.5% 
level. 

The t#t re,ultl, for tho industrial sample are 
repomd in P-I B of Tabte 3. When monthly 
rdum**r* used, the *vemrs coefficient estim•te; for 
im md bot,t *r* gignificant and h#vo the *x;*oct«1 
si*n only in tho 1983-87 t=t period. Wbca w.kly 
returo* ue used, only th* *izs vnri,blo iz 0ignitieamly 
negative in the 1978·SZ period. When dzily mums 
am ™d, tlte cocffitfeat utimates for bet*s *nd sim 
- not signiR=t *t my coav•ntion.I !*ve!. 

According le tb•CAPM, bet• i• tho goIe 
dstermin:nt of neck retu:u:. It is expected that the 
coefficient for beti is aipificwtly poaltive. 
However, the empi:ieal findin,i repottod in :hi, 
*dy and in Fa= wd Freach (1992) only provide 
-k nwpott ibr bet# in eplaisla* s:ock retunu. 
Tl,e empiried Radiop ia thi• 0¢udy *1•o mwst that 
the *iz, offeo: v.rio: over time. D i, not umu,W to 
*cu-t th* linn #ize oln,ct Rl ceft:in time petiodg 
but not at others. Banz (1981) found thit the sim 
ellb¢t i. not :t:blo over time with *ubatanti.1 
•Nmrence# in the mqnitudt¥ of the cocmcient of the 
*im fetor (p.9, Table 1). Brown, K}eidon and 
M•r:h (1983). not only have zhown tb*t *ize effect i, 
not constant over time but al® bivc reported a 
reversal of the size anomaly for cmt*in lean. 

™ mawch data of this *tudF *J]ows u, to 
keep tfls sample, test period. md methodology the 
*ame with Iha hotding-period being the only vari,b!*. 
The *i= cffect i, documented for Ihn induuriat 
Mmpl* in ono of tho four test periods when monthly 
retutn:·ar# uted and in Mother when weekly retum: 
are und. Wheadaily rctum• *re used. no *i:a efibct 
i• ob#e,¥ed. For the utility Hmpto, the size offect is 
*ignific*nt in only one test period wht# weekly 
mtums are n*ed. When monthly *nd d,ily re:unts 
*e used, oo *iza effxt is found. T:hereforo, this 
•udy concludes th.t the .im effeot is not only time-
pertod specific but ijso holding.period specijic. 

VI. Concluding Rumu*s 

Tho fact th*t the two 5*mplcs show different, 
though wuk, t~Ults indicata that utility Rnd 
indu:tfia 1 :tcck: do not sham . Ihe sa= 

cbar*eteri,li¢*. · Finl, given firm *i=, ulili:y stocks 
*. cond#ehijy }4• xisky 01.A ' ihdu:tri,! sto¢k,. 
Sermd; Wust:W bet. 1*#d :o dkr#* witk Ann 
#ia but Wlility be:as do.not. Theho,tnndinss may bo 
*ttdbuted to tba ket *:t a!1 public utili¢ies operi!* in 
anmvf=ma:twithn:gion•l n~zcpoti#tlopofiw•nd 
fbgu!*ted financial mucture. As • result, the 
busines:'*nd~ financi:I d#k, ar* very similar *mong 
the utilitf# **gardlm, of their *iza*: lh/refbm, 
utility betas would not necc.uarity be expected to be 
rebttcd to linn mia. 

Tha objective of thi# gtudy is to examine if the 
Iia» eff®t exi:t: in the utility indtuto. After 
eootro}liog for equity valu¢:, there i, ®ms wtak 
cvtdec' thttt fim iza 1* a mining fk¢tor from the 
CAPM Ibr theindu:¢,i.I bui no: for th, utility.:ocks. 
™; impjie. tb.t dthou,h the, dz* phenommtoa bu 
beea *trongiy documented for the industri:le#. the 
lindings su:#ut th,t there f* no need to ¢ctiugt for the 
firm Iiza in utility :*te regula,io:$*. 
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Table 1 

Aver*ge Equity Size of the Utility Portfolios st tba 
Beginning and End of the Tat Period 

(Dollar figures in millicM) 

A: Begianing B: End * 
(1968> (1987) 

M.Vt. t $31: $62 

MV; *77/ $177 

;MV, %$113. $334 

$161 $47S 

$220 $715 

$334 $957 

MV, $437 $1,279 

MV, $505 $1,805 

MV, $791 $2,665 

Mvt, $1.447 $5,399 

1 
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Table 2 

Beta, of the Two S*mplu at the Baginning ind End of the Twt Period 

/4 

Mgnthl£kt!* ENklnRNU 28}JJLRMU 

1963·67 19&2-86 1963-67 1952-86 1963-67 1982.86 

Puol A: Indu*ria! Firms 

O.89 1.00 i.15 0.95 I.1I O.92 

0.94 0.87 1.07 1.01 1.14 1.01 

0.88 0.82 1.12 0.86 1.I4 1.04 

0.69 0.74 1.00 0.83 1,03 0.86 

0.73- 0.80 1.05 0.96 1.13 I.01 

0.66 0.82 1.03 1.01 1.05 1.04 

0.64 0.81 0.97 1.04 0.98 I.09 

0.62 *·75 0.97 I.El 1.00 I.20 

O.S2 0.78 0.84 1.06 0.94 I.16 

0.43 0.65 DOS !.01 0.86 1.2Z 

P•nol B: Public Utilities 

0.30 0.37 0.31 0.43 0.30 0.40 

O.28 0.38 0.37 0.47 0.36 0.44 

0.22 0.42 0.33 0.42 0.31 0.49 

0.2? 0,35 0.36 0.52 D.34 0.54 

0.25 0.45 0.37 0.6I 0.35 0.62 

0.25 0.41 0.39 0.54 0.40 0.6S 

0.20 D.3$ 034 0.54 0.37 0.63 

0.17 0.38 o.34 0.65 0.33 0.68 

o.19 0.34 0.35 0.60 0.34 o.7! 
0.18 0.29 0.3* 0.59 0.39 0.71 
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Returns Uzed: 

Utimy Stocks and the Size Effect: An Empirical Annlysis 

TaWe3 

Tests on the Mun Coefficients of Beta en> and Size (y:) 

R.=7•+ yA + y,i + U,t 

Monthly (t.value) Weekly (t-v•lue) Daily (t-value) 

Panel A: Utility Simple 

!968-72 y, -0.46 S 60.26> 4.32% 60.42) -0.02% 60.18) 

7: ·0.07 % 00.78) -0.Ot % €0.5 I) *0.0096 (·0.46) 

1973-77 ·n 4.28 % (4.13) 0.14% (0.14) 4.03 % (·0.21) 
y, -0.1 t % 60.70) 403 % (4.67) *0.00% 00.53) 

it>78-82 yi 0.55%. (0.36) 0+54%. 0.00) 0.05% (0.43) 
72 4·10% (·0.75> -0.OS%. 0.7!)* 4.01% (-1.60) 

1983-87 y, 1.74%: (1.28) 4.24 % M.51) ·0.02%, (·0.18) 
ye 4.16% (-1.54> -0.03% 00.86) -0.01% 00.63> 

P*nel B: Industrial Simple 

!968-72 n 4.36% (4.27) .0.2896 (-0.55) 4.02% (432) 

70 0.07 % (0.43) ·0.01 % (4.19> 0.0095 (0.51) 

1973-77 ·y; I.34% (0.64} -O.23* (-0.31) 0. 14% (1.45) 
Yz -0.01% (-0.06) ·0.04 % 60.85) 4.00% (.O.64) 

197842 7: -0. 84 $6 (-0.28) *0.SG* 60.91) -0.09% (·0.81) 
72 -0.29% (4).75) "0.0! % (-I.72)* *0.00% (-1.33) 

19#3-87 y, Z.51 96 (I.83)* 0.34% (0.64) 0.11% (1.40) 
-0.25 96 (-I.90>* 4.01% (·O.43) 0.00% (0.14) 

¥ hi:nincant at the 5$% l#vej bksed on * one-t*ilod t•t. 
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A Note on the Relationship Between 
Firm Size and Return in the Electric 
Utility Industry 
WALLACE DAVIDSON, III* 
KENNETH FERRIS ** 
WILLIAM REICHENSTEIN *** 

Prior research has argued that given the well-documented inverse 
relationship between firm size and market returns, smaller utilities 
should be allowed to earn higher accounting rates of return than 
larger utilities. To test the validity of this argument, this study 
investigated the relationship between Arm size and market returns 
in the electric utility industry for the period 1962 through 1985 and 
found no evidence Of either a positive or negative size ejfect. More-
over, although market returns on utility stocks were found to be 
higher in January than in non-January months, this January effect 
was found to be unrelated to firm size. In short, this study found 
no evidence that allowable accounting rates of return should be 
adjusted by regulatory authorities to rejlect afirm's size. 

1. Introduction 
The accounting rate of return (ARR) earned by firms operating in a 

regulated environment is generally established by regulatory authorities on 
the basis of measures produced under regulatory accounting principles. In 
some cases, the allowable ARR is based on the level of invested assets 
(e.g., ROA or ROE), whereas in others it is set as a percentage of costs 
incurred (e.g., cost plus X percent). In all cases, however, the allowable 
ARR is relatively unaffected by the size of the regulated firm in that stan-
dardized indices are used. 1 
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***Baylor University 
This paper has benefited from the constructive comments of an anonymous reviewer. All errors 

remain the responsibility of the authors. 
1. Size arguments are frequently made in the context of rate determination hearings; hence, 

although size may be implicitly considered by regulatory authorities in establishing the allowable rate 
base, it is normally not an explicit consideration in the rate determination process. 
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Bolton and Besley [6] argue, however, that given the consistent higher 
market returns earned by small firms' stocks, a utility's cost of capital and 
therefore its allowable ARR should reflect its size. That is, smaller utilities 
should be allowed to earn a higher ARR than larger utilities. 

Although there is substantial empirical support for the existence of a 
size effect [ 1,2,3,8,9,11,14,16,20,21,25, among others],2 the presence of 
this stock market anomaly is not well documented in the utility industry, 
and what evidence there is suggests that there may be a large ~rm utility 
effect. Moreover, Schwert [24] questions the appropriateness of adjusting 
a firm's cost of capital, and by extension the allowable ARR, for the size 
effect. 

Thus, this paper investigates the long-run relationship between firm size 
and market return for electric utility stocks. If regulatory authorities are to 
consider the adjustment of allowable ARR by firm size, then the existence 
of a size effect in the utility industry must first be clearly demonstrated. 

2. Investigation 
For purposes of this study, we assume the capital markets to be infor-

mationally efficient in a semistrong form. Thus, in spite of the presence of 
artificially controlled ARRs, risk and market return differentials may emerge 
in response to perceived variability in earnings and cash flows associated 
with firm size [7,11,12,22,23]. 

Prior research involving utilities has observed a positive relation between 
a utility's size and market return. For the period 1967-1972, Melicher [18] 
found a positive relationship between ex post beta and the log of total assets. 
Similarly, Reichenstein and Davidson [19] observed a significant positive 
relation between the market value of utilities' common stock and ex ante 
measures of stock price premiums for the period 1986-1987. Thus, contrary 
to the findings of the industrial-based size literature, available evidence 
involving utilities suggests the presence of a positive size effect. 

2.1 Sample 

The sample for the current study consists of all electric utilities listed 
on the Center for Research in Security Prices (daily) tapes for pairs of 
consecutive years, with not more than 10 days of missing data in either 
year. The only firms eliminated by this restriction are those whose stock 
was delisted during a two-year period. The study period is 1962 through 

2. Recent evidence [12,13] suggests that the size effect may be smaller than previously thought. 
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1985; however, because one additional year is needed to generate market 
model parameters, results are reported for only 1963-1985. The sample 
varies by year from 90 to 103 firms. 

2.2 Analysis 

At the end of each year (t - 1), the market value of equity for each 
firm was computed and then used to assign the firm to one of four portfolios 
based on a ranking of relative market value. Firms assigned to MV, represent 
the lowest quartile of relative market value for a given year, whereas those 
assigned to MV~ represent the highest quartile of relative market value. 
Using parameter estimates obtained for year t - 1, daily abnormal returns 
were computed for year t. These returns were then summed for each company 
to yield a cumulative abnormal return (CAR,), and grouped by firm size to 
produce a portfolio CAR. Cumulative abnormal returns for each of the four 
equally weighted portfolios were calculated using two separate return-
generating models. The first model was the market model, with parameter 
estimates for year t-1 obtained by regressing daily returns against the 
returns on the value-weighted market index. The second model was the 
aggregate beta model proposed by Dimson [13] to minimize measurement 
problems associated with infrequently traded stocks. The results for the 
aggregate beta model are not specifically discussed here in that it yielded 
qualitatively similar results and supported similar conclusions to those of 
the market model. 3 

3. Empirical Results 

3.1 Annual Results 

Table 1 summarizes the average annual abnormal returns for the four 
portfolios generated by the market model. The average CARs do not differ 
significantly over the investigated period 1963 to 1985 (Fw = 0.0394). 
The range of values is small (i.e., - 0.0474 [MV3] to - 0.0290 [MV4]), 
and they neither increase nor decrease monotonically with size. In short, 
the data provide no evidence of either a negative or a positive annual size 
effect. 

Moreover, Table 2 shows the distributions of average raw returns and 
average betas across the four portfolios. Neither raw returns nor betas 

3. The Dimson model [13] is appropriate when stocks trade infrequently, which is primarily a 
small firm phenomenon. We reach the same conclusions with the market model and the Dimson aggregate 
beta model. The results for the aggregate beta model are presented in Table 1, but are not discussed. 
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TABLE 1 

Tests for an Annual Firm Size Effect 
Average Annual 

Abnormal Returns MV, MV2 MV3 MV' 

Market Model - 0 . 0313 - 0 . 0343 - 0 . 0474 - 0 . 0290 
F3,15 = 0.0394 

Aggregate Beta Model 0 . 0458 0 . 0449 0 . 0383 0 . 0301 
6,i, = 0.0700 

vary systematically with firm size, which implies that there are no risk 
differences between small and large utilities. 

3.2 January Effect 

A January effect is closely associated with the size effect [4,26]. It 
appears in two distinct ways. First, average returns for all size categories 
are larger in January than in non-January months (referred to as the "seasonal 
returns effect"). And second, the difference between annual returns on 
smaller and larger firms is concentrated in January (referred to as the "Jan-
uary small firm effect"). 

The seasonal returns effect is a stock market anomaly, possibly indi-
eating that stocks in general represent a riskier investment in January than 
in other months. The existence of such an effect among utility stocks neither 
suggests nor justifies an adjustment to a firm's cost of capital or allowable 
ARR. A January small firm effect, on the other hand, would suggest that 
the riskiness of stocks varies systematically with firm size, and thus if 
present, might imply that allowable ARRs should be adjusted to reftect firm 
size. 

Table 3 summarizes the tests for a seasonal returns effect. The tests are 
based on abnormal returns cumulated monthly for each of the four portfolios 
and for the aggregate portfolio of all utility stocks. The monthly returns 
permit tests of significant difference between the abnormal returns in January 

TABLE 2 

Average Beta and Raw Returns by Portfolio 
MVa MVi MV3 MV. 

Average Beta .481 .532 .522 .539 
F3,15 = 1.171 

Average Raw Return .078 .079 .065 .084 
F)," = 0.890 
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TABLE 3 

Summary of Tests for a Seasonal Returns Effect: Differences Between Abnormal Returns in January 
and Other Months 

Market Model MV, MV1 MV3 MV. Atl Firms 

Other Other Other Other Other 
Month Mean Tests Mean Tests Mean Tests Mean 1Fests Mean Tests 

February -.0084 T,D,S -.0165 T,D,S -.0190 T,D,S -.0112 T,D,S -.0138 T,D,S 
(5.33*) (8.51**) (6.53*) (4.92*) (25.65**) 

March -.0162 T,D,S -.0097 T,D,S -.0139 T,D,S -.0111 T,D,S -.0127 T,D,S 
(10.05**) (6.81*) (5.66*) (6.66*) (29.67**) 

April -.0050 -.0108 T,D,S -.0174 T,D,S -.0135 T,D,S -.0117 T,D,S 
(3.01) (4.71*) (4.43*) (4.16*) (16.60**) 

May -.0151 T,D,S -.0057 T,D,S -.0043 -.0013 -.0066 T,D,S 
(5.65) (4.62*) (1.99) (1.67) (15.09**) 

June .0023 .0001 .0009 .0005 .0009 T,D,S 
(1.85) (2.17) (0.66) (1.50) (6.17*) 

July -.0018 -.0049 T,D,S .0053 .0002 -.0003 T,D,S 
(3.59) (4.77*) (0.31) (2.23) (9.86**) 

August -.0069 T,D,S -.0092 T,D,S -.0093 -.0057 -.0078 T,D,S 
(4.95*) (5.54*) (3.03) (3.65) (17.53**) 

September -.0054 -.0031 -.0048 -.0001 -.0033 T,D,S 
(4.68*) (3.95) (2.01) (2.16) (12.82**) 
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TABLE 3 (cont.) 

Market Model MV, MV2 MV1 MV4 A!! Finns 

Other Other Other Other Other 
Month Mean Tests Mean Tests Mean Tests Mean Tests Mean Tests 

October .0066 .0048 .0037 .0078 .0057 
(1.21) (1.47) (0.38) (0.50) (3.45) 

November .0037 .0027 -.0014 .0027 .0019 T,D,S 
(1.47) (1.85) (0.99) (1.14) (5.56*) 

December -.0015 -.0052 T,D,S -.0058 .0074 -.0013 T,D,S 
(2.89*) (4.32**) (2.11) (0.66) (9.56**) 

Eleven Months .0043 T,D,S .0052 T,D,S .0059 T,D,S .0022 T,D,S .0044 T,D,S 
(9.25**) (11.07**) (4.65*) (5.15*) (29.18**) 

Note: In the mean column, the F statistic from a general linear model appears in parentheses below the mean. In the column labeled "Other Tests," 
significance is indicated by T, D, and/or S if the month's abnormal return is significantly different from januaiy's according to Tukey's, Dunn's, and/or 
Scheffe's tests, respectively. Significance for the F test is noted with a ** or * for significance at the 0.01 and 0.05 levels, respectively. 

198 

D
ow

nloaded from
 jaf.sagepub.com

 by guest on Septem
ber 6, 2012 



FIRM SIZE & RETURN IN THE ELECTRIC UTILITY INDUSTRY 199 

TABLE 4 

Summary of Tests for a January Firm Size Effect 
Market Model MVI MV1 MV3 MV. 

Average January 0.0164 0.0232 0.0186 0.0109 
Abnormal Return 

Fi.15 = 0.349 

and in the other individual months (rows 1 through 11), and between the 
abnormal returns in January and the other months in aggregate (row 12). 
The statistical significance of the differences was evaluated using an F 
statistic from a general linear model and with the Tukey, Dunn, and Scheffe 
tests; significant differences at the .05 level for these tests are labeled T, 
D, or S, respectively. 

The results in Table 3 indicate that (1) the abnormal returns in January 
were significantly higher than the average of the non-January months for 
all four size portfolios and for the aggregate sample; (2) the abnormal returns 
in January were significantly higher than the returns for the other months 
in 8 of the 11 tests for the aggregate sample; and (3) for the four portfolios, 
the abnormal returns in January were significantly greater than the returns 
in individual months in 17 of the 44 comparisons. Thus, the data provide 
some evidence of a seasonal returns effect.4 

Table 4 compares the January returns for MV1 through MV* to inves-
tigate for the presence of a January small firm effect for the sample of 
utilities. The F statistic comparing the mean returns was 0.349 and is sta-
tistically insignificant. Even the nominal size of the returns indicates the 
absence of a relationship with firm size. 

3.3 Analysis of Results 

One explanation for the positive association between beta and firm size 
observed by Melicher [18] and between ex ante risk premium and size 
observed by Reichenstein and Davidson [19] may involve the time periods 
investigated.5 Both studies examined periods when large firms generally 

4. One possible explanation for the seasonal returns effect is that more information becomes 
available in Januag than in other months because of the number of companies with December 31 year-
end dates. The release (or leak) of year-end information may produce a significant reduction in uncer-
tainty, lowering of risk, and raising of stock prices across the range of firm size [1]. If the seasonal 
returns effect represents a predictable pattern, presumably the natural workings of self-interested investors 
should have eliminated it. 

5. Melicher [18] used data for the period 1967 to 1971. For this same time period, the average 
CAR for MV, through MV4 for the current sample of utilities was - .0569, - .0824, - .0783, and 
- .0682, respectively. The F-statistic for these values is insignificant, suggesting that an explanation 
based on time period differences can be rejected. 
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outperformed small firms. Brown, Kleidon, and Marsh [8] report that the 
size effect is unstable over time; thus, it is possible that the direction and 
strength of the size effect may vary as a function of the time period inves-
tigated. Nonetheless, over the 23-year period investigated in this study, no 
evidence of a material size effect was observed. 

Research since Melicher also suggests that his results may have been 
influenced by error-in-variables or estimation problems. The error-in-
variables problems include questions involving the reliability of individual 
betas (see [5], and [23], among others), and the use of the log of total assets 
as a measure of size. Brown, Kleidon, and Marsh, for instance, indicate 
that the size effect is best measured by the log of market value of common 
equity. Moreover, the presence of heteroskedasticity in the cross-sectional 
sample-a possibility apparently not considered in earlier research-may 
produce biased t statistics. 

Further, the size difference between the companies in our sample may 
not be as large as the size difference in other studies. The equity value of 
the largest firms in 1985 (valued as of 31 December 1984) was $6.5 billion 
and in 1963 was $72.5 million. Comparable figures for the smallest firms 
are $40.2 million in 1985 and $5.7 million in 1963.6 Even this range, 
however, should permit detection of a significant size effect if it exists, and 
our results do not reveal even a nominal size effect (ignoring tests of 
significance). 

Finally, recent research [10,11,16] suggests that the small firm effect 
is related to the losing firm effect: smaller firms on organized exchanges 
consist largely of firms that have recently lost market value, and because 
of the leverage effect or increased financial distress, they become risky 
firms. The relative stability of utility stocks, and the regulatory charge to 
avoid possible financial distress, suggest that utility companies may be 
relatively exempt from the losing firm effect.7 

4. Summary and Implications 
Substantial empirical evidence indicates that small firm stocks consis-

tently produce higher risk-adjusted returns than large firm stocks. On the 

6. Basu [3] reports the median for his small firm portfolio to be $30.3 million over the period 
1963 to 1979. Our small firm portfolio of utilities had a median of $49.8 million over this same time 
period. Hence, the utilities in our sample are not as small as the firms in Basu's small firm portfolio, 
but they are smaller than his second-ranked group, which had a median of $8 I. 6 million. We believe 
there are sufficiently large size differences among the utilities in our sample to permit a valid test of 
the size effect. 

7. We define a "losing firm" as one whose stock experienced negative returns in a given year. 
For most utilities, the largest component of return is dividend yield, so stock price decreases generally 
do not cause annual negative returns. For our sample, drawn from 1963 through 1985, the proportion 
of losing stocks in MV, through MV, was 22, 17, 22, and 24 percent, respectively. We conclude that 
small utility stocks are not dominated by losing stocks. 
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basis of this evidence, some researchers have argued that a utility's cost of 
capital and therefore its allowable ARR should be adjusted to reflect a firm's 
size. 

Although the extant literature provides evidence of two within-industry 
studies indicating that the relation between utility size and returns is positive, 
we arrive at a different conclusion. On the basis of historical returns on 
electric utility stocks for the period 1963 through 1985, we are unable to 
reject the null hypothesis that annual and January-only abnormal returns are 
equal among utility portfolios of varying size. Further, raw returns and betas 
were not found to vary systematically with portfolio size. 

The evidence obtained in this study indicates that abnormal returns in 
January exceed the average abnormal returns in the other eleven months. 
However, this seasonal returns effect was found to exist across all size 
portfolios, and hence we conclude that it is unrelated to firm size. Thus, 
our results suggest that neither large nor small utilities merit a premium 
because of their size. 

The implications of our findings for regulatory officials and for regu-
latory accounting standard-setters are straightforward: we find no evidence 
among the electric utility industry during the period 1963 to 1985 to suggest 
that a utility's cost of capital or its allowable ARR should be adjusted to 
reflect firm size. 
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