
 

 

 
MASTER OF SCIENCE IN 

FINANCE 

 
 
 

MASTERS FINAL WORK 

PROJECT 

 
 
 
 

EQUITY RESEARCH: 
YORK WATER COMPANY 

 
 
 

YURI CAVALCANTE DA CUNHA 
L52673 

 
 
 
 
 

 
 

SEPTEMBER 2021  



 
MASTER OF SCIENCE IN 

FINANCE 

 
 
 

EQUITY RESEARCH 
INDIVIDUAL ASSIGNMENT 

 
 
 
 

EQUITY RESEARCH: 
YORK WATER COMPANY 

  
 

 
YURI CAVALCANTE DA CUNHA 

 
 
 

SUPERVISOR: 
JOÃO CARVALHO DAS NEVES 

 
 
 
 

SEPTEMBER 2021

 



I 

                                                  Abstract 

 

 

 

 

 

 

 

 

 

 

 

 

 

York Water Company has functioned continuously since 1816 - the oldest investor-owned 
water utility in the United States. YORW's primary business is to impound, purify, and 
distributing water and collecting and treating wastewater within its franchised territory to meet 
or exceed safe drinking water standards. The company serves 50 municipalities located in 
south–central Pennsylvania, attending over 200,000 people through over 72,000 water and 
wastewater connections. 
 
YORW has a solid financial position, and it is committed to its stakeholders, having a market 
capitalization of $604 million and institutional ownership of 42%. Dividends have been 
consecutively paid since the beginning in 1816, for 205 years, and have been increased for 
24 consecutive years – the longest uninterrupted dividend record in America. Dividend Yield 
of 1.57%. 
 
YORW present a Reduce recommendation for York Water Company (YORW) with a 2022YE 
price target of $ 44.86 using the DCF model, implying a 4.34% downside potential against 
the closing price of $ 46.81 on September 14th, 2021, with a low risk. 
 
The current overvaluation of York Water Company shares is due to the good results obtained 
in the previous years and especially due to the performance during the pandemic. For 
instance, manly explained by i) growth in revenues, ii) expanding service territory, iii) 
consecutively dividend payments, iv) increase in demand for water and wastewater 
treatment, v) importance of water usage for the future, vi) population growth, vii) high 
expectation from the board members. 
 
Regarding the water and wastewater industry forthcoming trends, YORW has a strategy 
focused in expanding its territory service by aggregating more customers in other 
municipalities as well as investing in structure improvements to increase efficiency in the 
water and wastewater treatments.  
 
Keywords: YORW; Valuation; Performance; Dividends; Water and Wastewater; 
Recommendation; Strategy; M&A; Industry; Price Target; Investment. 
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York Water Company tem funcionado continuamente desde 1816 - a mais antiga empresa 
de abastecimento de água de propriedade de investidores nos Estados Unidos. O principal 
negócio da YORW é purificar e distribuir água e coletar e tratar águas residuais dentro de 
seu território franqueado para atender ou exceder os padrões de água potável. A empresa 
atende a 50 municípios localizados no centro-sul da Pensilvânia, atendendo a mais de 
200.000 pessoas por meio de mais de 72.000 conexões de água e esgoto. 
 
YORW possui uma sólida posição financeira e está comprometida com seus investidores, 
tendo uma capitalização de mercado de $ 604 milhões e participação institucional de 42%. 
Os dividendos foram pagos consecutivamente desde o início de 1816, por 205 anos, e 
aumentaram por 24 anos consecutivos - o mais longo registo de dividendo ininterrupto na 
América. Rendimento de dividendos de 1,57%. 
 
YORW apresenta uma recomendação de Redução para York Water Company (YORW) com 
uma meta de preço 2022YE de $ 44,86 usando o modelo DCF, implicando uma potencial 
desvalorização de 4,34% contra o preço de fechamento de $ 46,81 em 14 de setembro de 
2021, com um risco baixo . 
 
A atual supervalorização das ações da York Water Company deve-se aos bons resultados 
obtidos nos anos anteriores e, principalmente, ao desempenho durante a pandemia. Por 
exemplo, principalmente explicado por i) crescimento nas receitas, ii) expansão do território 
de serviços, iii) pagamentos consecutivos de dividendos, iv) aumento na demanda por 
tratamente de água e esgoto, v) importância do uso da água para o futuro, vi) crescimento 
populacional, vii) grande expectativa dos membros do conselho. 
 
No que diz respeito às tendências do setor de água e esgoto, a YORW tem uma estratégia 
focada em expandir seu atendimento territorial, agregando mais clientes em outros 
municípios, bem como investindo em melhorias de estrutura para aumentar a eficiência no 
tratamento de água e esgoto. 
 
Palavras-chave: YORW; Avaliação; Atuação; Dividendos; Água e Esgoto; Recomendação; 
Estratégia; M&A; Indústria; Alvo de preço; Investimento. 
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Equity Research: York Water Company 
 

 
We present a Reduce recommendation for York Water Company (YORW) with a 2022YE 
price target of $ 44.86 using the DCF model, implying a 4.34% downside potential against 
the closing price of $ 46.81 on September 14th, 2021, with low risk – (Figure 1). 
 
Through difficult times, COVID-19 pandemic, YORW has been investing and creating value 
for its shareholders, however, considering the company’s future and the deep analysis of its 

numbers, the current share price seems to have a slight downside potential. 
 
Strategy for the future 
As the level of water and wastewater has become a topic discussed worldwide due to the 
necessity to be better managed by the people and industries, to preserve the future of the 
population, YORW has seen that as an opportunity to expand its territory by providing high-
quality water service. 
 
YORW expects to expand its territory service by aggregating more water systems and 
providing safe dependable, high-quality water and wastewater services, and consequently 
reaching more customers. The company already provides services for 50 municipalities. 
 
To achieve this strategy, the company is regularly seeking new opportunities for water and 
wastewater acquisitions and expansion, both within and outside its current service territory. 
Also, the company looks for new opportunities to enter a bulk water contract with other entities 
and municipalities to supply water.  
 
YORW’s revenues have increased at +3.14% CAGR in 2016-2020 period and it is expected 
to increase at a +5.5% CAGR for the projected period until 2027F – CFO 2020-2027F CAGR 
+ 7.84%, from $20,235 to 34,317 thousand in 2027F (Figure 2). 
 
Dividend Policy 
The history proves YORW’s commitment to its dividend policy with a historical milestone of 
the 24th consecutive year of dividend growth. It showed a $0.7280 in dividends per common 
share in 2020FY, an increase of 4% compared to 2019FY or a +3.8% CAGR 2016-2020, 
divided into quarterly payments. Also, YORW expects a +7.33% CAGR for the projected 
period regarding its dividend paid.  
 
Industry Overview 
Global water demand is expected to grow over the next 30 years. However, it is not 
expected that natural supplies will be enough to meet that necessity in some parts of the world. 
In addition to that, a decline in water quality has become a global matter over the world. 
That is why water and wastewater treatment has become essential to the population. Water 
and wastewater treatment is expected to increase at a 6.5% CAGR from 2019 to 2025. As 
consequence, technological improvements will always be a part of the water and 
wastewater industry, principally due to the current necessity of having a more efficient way 
to treat, utilize and reutilize water. Rapid urbanization, rising customer demand, severe climate 
changes are some of the factors that make those improvements necessary and 
indispensable. 

1. Research Snapshot 

York Water 
Company 

Reduce 
 Low risk 

14 September 2021 

 

Portugal 
 

Price Target                                   $44.86 
Current Price (Sep. 14th)                  $46.81 
Downside potential                          4.34% 
                                                       Low risk 
Bloomberg 
 
Market cap                                    $596.52M 
# Shares outstanding                        13.09M 
YTD performance (%)                       9.41%         
52-week range                     $40.57 - $53.77 

Figure 1. 52-week stock price vs PT 

 
Source: Author Analysis 

 

Figure 2. Financial highlights 
($Thousands) 

 
 Source: Author Analysis 
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The Company  
York Water Company has functioned continuously since 1816 - the oldest investor-owned 
water utility in the United States. YORW's primary business is to impound, purify, and 
distributing water and collecting and treating wastewater within its franchised territory to meet 
or exceed safe drinking water standards. The company serves 50 municipalities located in 
south–central Pennsylvania, attending over 200,000 people through over 72,000 water and 
wastewater connections (Appendix 9). 
 
YORW has a market capitalization of $604 million and institutional ownership of 42%. 
Dividends have been consecutively paid since the beginning in 1816, for 205 years, and have 
been increased for 24 consecutive years – the longest uninterrupted dividend record in 
America. Dividend Yield of 1.57% (Figure 3). 
 
History 
The fire was the greatest fear in the late 1700s and 1800s. During that period, businesses 
and homes were heated and lit with flames which on several events caused significant 
accidents. Due to the necessity of handling this issue, on February 23, 1816, local businesses 
issued stock and formed the company – York Water Company. By the end of 1816, 35 
homes had already water on their premises (Figure 4).  
 
In 1840, YORW used cast iron as a new piping material to reduce leaks coming from old 
wooden and to improve the maintenance of water pressure. In 1849, a new pumping station 
was built, used steam power to pump water due to the growing community. In 1899, YORW 
constructed its first filtration plant. The plant was the first successfully operated water 
treatment plant in Pennsylvania to act against the typhoid spread on water due to the 
unprotected water supplies. 
 
The company, in 1910, purchased land in York and Spring Townships to build a dam to 
impound water supply for periods of drought, and, in 1913, was constructed the first dam – 
Lake Williams. In 1954, due to the need to store more water, were ordered 4-foot-tall bascule 
gates to increase the capacity of Lake Williams from 600 million to 800 million gallons. 
The second dam, Lake Redman, was completed in 1967, totalizing 2.3 billion gallons for both 
lakes. In 2004 was constructed the Susquehanna River pumping station adding 12 million 
more gallons of water per day.  
 
For the 5th anniversary of its stock traded at NASDAQ, in 2016, YORW “rang the bell” 

at NASDAQ’s marketplace. After nearly 200 years of drinking water, the company acquired 
its first wastewater system in 2012. In 2020, YORW obtained the Letterkenny Township 
Municipal Authority wastewater treatment plant and reached 50 municipalities of services – 
over 74 thousand customers (Figure 5) (Appendix 10). 
 
Financial Performance Highlights 
YORW reached in 2020FY $53.852 of revenues (Figure 6) (+3.49% CAGR 2017-20) and an 
EBITDA value of $32.608. The net income and earnings per share (Eps) value achieved of 
$16.598 and $1.27. YORW’s long-term performance has a three-year average annual total 
shareholder return of 15.1% and 11% regarding three-year annual return on equity (Appendix 
1, 2 and 4).  
 
 
 
 
 

2. Business Description 

Figure 5. Water & Wastewater Customers 

 
 
 
 
 
 
 
 
 
 
 
 
 
Source: York, 2020. 

Source: YORW’s Annual Report 2020. 
 

Source: YORW’s Annual Report 2020. 
 

Serves 50 Municipalities 

Longest Consecutive Dividend 
in America 

$604 of Market Cap. 

>13M of Shares Outstanding 

Source: YORW’s Annual Report 2020. 
 

Figure 3. YORW 2020 major figures 

 

 
Source: YORW’s Annual Report 2020. 
 

Figure 4. History 

 

Figure 6. Revenues 
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Business Segments  
YORW has two main segments, water utility service that counts for 94.6% of its business 
and wastewater utility service that counts for 3.8%. Also, YORW provides billing and 
revenue collection services, collection services and other revenue that counts for 0.56%. 
Additionally, YORW obtains revenues from rents from regulated properties that represents 
1.03% of its revenues (Figure 7 and Figure 8). 
 
Utility Service – Water and Wastewater 
YORW’s utility services follow two services. Firstly, water utility service divides into three 
areas: (i) residential that corresponds to 63% or $33,987 thousand in revenues, (ii) 
commercial and industrial that represents 26% or $13,764 thousand and (iii) fire 
protection that counts for 6% or $3,191 thousand. Secondly, wastewater utility service 
divides into two areas: (i) residential that represents 3.2% or $1,746 thousand and (ii) 
commercial and industrial that corresponds to 0.5% or $304 thousand in revenues (Figure 9). 
 
The company’s distribution systems supply its water service. For instance, water comes from 
its 73 million gallons from the east and south branch of the Codorus Creek and 2.2 billion 
gallons of water from its two reservoirs – Lake Williams and Lake Redman. 
 
YORW offers utility service as a unique performance obligation to each of its customers. 
 
“The transaction price is detailed in the tariff pursuant to an order by the PPUC and 

made publicly available – YORW’s Annual Report 2020” 
 
Billing and Revenue Collection Service  
Another type of income is the billing and revenue collection service that counts for 
approximately 0.5% or $266 thousand in revenues. YORW offers this service as a distinct 
performance obligation to three municipalities within its service territory, and each one 
provides wastewater service. YORW acts as the collection agent for the municipalities. 
 
“No revenue is recognized from performance obligations satisfied in prior periods and no 
performance obligations remain unsatisfied as of the end of the reporting period – YORW’s 

Annual Report 2020” 
 
Collection Service  
Collection service represents a small portion of the total revenue of YORW, counting for only 
0.03% approximately or $15 thousand. YORW is responsible for shutting off the supply 
of water to the premises for those residents that are delinquent in paying their obligations. 
When the customers fill their debt, the services will be restored. 
 
“A contract asset for unbilled revenue is recognized for postings, shut offs, and restorations 

that have been completed from the last billing to the end of the accounting period – YORW’s 

Annual Report 2020”. 
 
Company Resources 
The company provides water and wastewater services in approximately 50 municipalities. 
Also, the company owns two impounding dams. The Lake Williams, the lower dam, creates 
a reservoir covering 165 acres containing about 870 million gallons of water. The Lake 
Redman, the upper dam, creates a reservoir covering 290 acres containing about 1.3 
billion gallons of water. YORW also owns a 15-mile pipeline which provides access to a 
supply of an additional 12 million gallons of water per dam. In addition, YORW has three 
satellite water systems in Pennsylvania.  
 
 

 

Figure 8. Utility Service. 
 

 
Source: Author Analysis 
. 
 

Figure 7. Business Segments in 
Percentage of Revenues 

 

Source: Author Analysis 

 

Source: Author Analysis 

 

Figure 9. Water Utility Service in 
Revenues. 
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Key Drivers of Profitability 
Water revenues coming from YORW’s utility services and customer growth are the main factor 
that affects the company’s profitability. Additionally, weather conditions, particularly rainfall, 
economic and market conditions can have a negative effect on revenues. 
 
One strategy to mitigate this adversity is to diversify its service and territory, in other words, 
reaching more customers outside of its service territory and offering new complimentary 
services. Revenues are especially vulnerable to the weather conditions, in the summer 
months, because of the long period of dry and hot weather, which cause a considerable 
increase in water usage. The diversified portfolio and the different territory of services can 
help offset the negative impact on revenues from the drought restrictions that would cause 
a cut back on water usage.  
 
In addition to that, YORW also focuses on minimizing costs without decreasing its customer 
and water quality (e.g. expanding online service, paperless billing, banking and others). 
 
Strategy 
YORW aimed to reach more customers by expanding its service territory by providing 
safe, dependable, high-quality water and wastewater services. In order to do that, the 
company regularly seeks opportunities for water and wastewater acquisitions and 
expansion both within and outside its current service territory. Also, the company looks 
for new opportunities to enter a bulk water contract with other entities and municipalities to 
supply water (Figure 10).  
 
Main actions taken: 
 

 Infrastructure improvements – (e.g. in 2020, the Company invested over $32 
million in construction expenditures for several replacements, infrastructure 
improvements, and routine improvements to water and wastewater pipes, service 
lines, and other facilities) (Figure 10). 

 
 Increase water and wastewater rates - YORW’s increase in revenues is mainly a 

result of customer growth and water and wastewater rates (Figure 10). 

 
 Growth in the number of customers – due to the acquisition of new water and 

wastewater systems and organic growth (e.g. in 2013, in Pennsylvania, acquisition 
of wastewater collection and treatment assets of SYC WWTP, L.P. in Shrewsbury 
and Springfield, in 2020, YORW signed an agreement to purchase the Albright 
Trailer Park water and wastewater collection assets of R.T. Barclay. The company 
will add 90 combined wastewater and 60 water customers throughout a liaison 
with its current water distribution system - closing is expected in 2021. Wastewater 
customers are served by SYC WWTP, L.P and water customers are served by 
YORW throughout a single connection to the park. In 2019, the acquisition of West 
Manheim Township wastewater collection approximately added 1,800 new 
wastewater customers. In 2020, the addition of the water and wastewater 
collection and treatment assets of Country View Manor Community, LLC. This 
acquisition is expected to close in 2021, adding 50 water and wastewater 
customers (Figure 10). 
       

 Increase water distribution and wastewater collection system – (e.g. in 2017, 
the company agreed on an emergency interconnect agreement with Dallastown – 
Yoe Water Authority to start the construction of a new water extension to a single 
point of interconnection and also supply a minimum agreed upon amount of water to 
the authority. The approval is expected to be granted in 2021.) During 2020, YORW 
additionally increased 14,950 feet of water distribution mains - reaching 987 miles 
of water mains, and 32,593 feet of wastewater collection mains – reaching 36 
miles of wastewater mains (Figure 10). 

 

Infrastructure            
Improvements 

Water & 
Wastewater 

rates 

Increase               
# Customers 

Increase 
Distribution & 

Collection 
System 

Source: Author Analysis 
 

Figure 10. Strategy 
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Shareholder Structure  
YORW structure can be breakdown into three different types of investors: institutional 
investors holding 41.6%, inside investors holding 1.3% and individual shareholder (mostly 
retail investors) holding approximately 57.1% of shares (Figure 11 and Figure 12). 
 
YORW has a total of 13,054,238 shares outstanding, as of December 3, 2020, trading 
under the symbol “YORW” on the NASDAQ stock exchange. 
 
All directors, director nominees and executive officers represent approximately 1.05% of the 
shares outstanding, in a total of 135,370 shares. 
 
Regarding the voting rights, each share of common stock entitles the holder to one vote 
only on each matter presented at the meeting. Therefore, cumulative voting in an election 
of directors is not permitted under YORW’s by-laws. 
 
Dividend Policy 
YORW has declared $0.7280 in dividends per common share in 2020FY, an increase of 
4% compared to 2019FY or a +3.8% CAGR 2016-20, divided into quarterly payments(Figure 
13). 
 
The payout ratio for 2020FY was 56.6%, which shows a sign of stability and capability, 
especially in 2020, to keep growing its dividends. Therefore, considering this ratio, YORW 
becomes an attractive company for future and current investors.   
 
With a payout ratio varying between 56.6% and 67.1% over the past 5 years, which shows 
not only stability but an interesting investment for income-oriented investors. 
 
The history proves YORW’s commitment to its dividend policy with a historical milestone of 

24th consecutive year of dividend growth. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

Figure 12. Top 10 Shareholders 

 

Source: YORW’s Annual Report 2020. 

 

Figure 11. Shareholder Structure 
 

Source: YORW’s Annual Report 2020. 

 

Figure 13. Dividend Policy 

 

 
Source: Author Analysis 

 

http://quotes.nasdaq.com/quote.dll?mode=stock&kind=&symbol=YORW&symbol=&symbol=&symbol=&symbol=&symbol=&symbol=&symbol=&symbol=&symbol=&FormType=&pathname=&page=multi&selected=YORW&x=17&y=8
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Governance Model 
YORW’s leadership has the preference for the Chairman to be an independent director. 
YORW believes that an independent director offers more objective leadership and input to the 
board and shareholders’ best interest. The President and CEO is Mr. Joseph T. Hand (Figure 
14). 
 
The Board of Directors 
The Board and its Committees have the responsibility of overseeing the company’s risk 

management process.  

The Board consist of no less than eight and no more than twelve members, segregated 
into three classes, and elected to staggered three-year terms of office. The current Board is 
composed of 12 Directors, of which 9 are independent. There is a mandatory retirement 
age of 75 for all members of the Board. Moreover, each director-class is composed of three 
or four Directors (Figure 15). 

The recommendations to the Board are based on the appropriate size, function and needs, 
so that the Board collectively possesses a broad range of different skills, industry 
knowledge, and business and any other valid experiences to the management of the 
Company. These skills include crisis management, accounting and finance, corporate 
governance, merger and acquisition, business development and risk management.  

“In 2020, the Board of Directors approved a 4% increase in the quarterly dividend to 
an annualized rate of $0.75 per share – YORW’s Annual Report 2020.”  

Board Committees and Functions 

The Board relies on four key Committees: the Executive Committee, the Audit Committee, 
the Nomination and Corporate Governance Committee and the Compensation 
Committee, all of which are composed of members of the Board of Directors. 

Firstly, the Executive Committee, delegated by the Board of Directors, is responsible for 
focusing on rate-making, budgeting, and equity financing and debt. 

As of August 2020, the members of YORW’s Executive Committee were as follows:  

 George W. Hodges, Chairperson;                

 Joseph T. Hand, CEO;  
 Cynthia A. Dotzel, CPA;  

 Michael W. Gang, Esq.;  

 Jeffrey R. Hines, P.E.;  

 Robert P. Newcomer;  

 Ernest J. Waters.  

Secondly, the Audit Committee is empowered to monitor the risks regarding the company’s 
financial processes and compliance with the company’s ethics policies and the audit functions 
of the independent public accountants.  

Thirdly, the Compensation Committee is responsible for making recommendations to the 
Board regarding the appropriate compensation package for the corporate officers and the 
performance review of the CEO. Also, this committee considers subjective topics such 
as the value of the position to the company. 

Lastly, the Nomination and Corporative Governance Committee provide a 
recommendation regarding the appropriate Board structure, as well as its members and 

3. Management and Corporate Governance 

                                           
 
President and CEO  
Term of office: 2023 
 

 Graduate at University of Vermont; 
 

 MBA degree at York College Of 
Pennsylvania; 
 

 Prior to 2006, held various positions in 
the army, as example, as Chief, 
Facilities and Construction; 
 

 Between 2003 and 2006,  held position 
as Deputy Commander and Deputy 
District Engineer for the Corps of 
Engineers; 
 
 

 Between 2006 and 2008, was Chief of 
Navigation Branch in Baltimore 
District – U.S.; 
 

 Director of the National Association of 
Water Companies at both the state and 
national levels; 
 

 Past chairman of the Pennsylvania 
Chapter of the National Association of 
Water Companies; 
 

 Director or committee member of 
various community and non-profit 
organizations; 
 

 Joined The York Water Company in 
2008 as Chief Operation Officer; 
 

 Became CEO and President in 2020. 
 

 
 

Figure 14. Mr. Joseph T. 
Hand profile.      
 

Source: YORW’s Annual Report 2020. 

 

Figure 15. Independent Directors 
proportion in the Board      
 

 
Source: YORW’s Annual Report 2020. 
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oversees the Board’s performance and other committees and review the company’s 
succession planning. 

All the committees, except the Executive Committee, have their members considered 
independent directors. 

For comparability purposes, a comparison of compensations among peer companies is made. 
YORW’s compensation goal should be between 80% and 120% of the projected base 
compensation.  

The compensation for named executive officers is composed of 5 components such as 
salary, stock awards, non-equity incentive plan compensation, nonqualified deferred 
compensation earnings and all other compensation (Figure 16). 
 
In 2016, long-term incentive plan was approved by the shareholders aiming to boost the 
long-term success and increase shareholder value by offering incentive of long-term 
stock-based compensation awards to key employees. In 2020, the Compensation Committee 
stablished that the cash incentive award for 2020 would be 5% of the base salary. 
 
In January 2021, YORW’s management achieved 75% of the performance objectives 
established for 2020. 
 
The company also offers retirement benefits such as a defined benefit pension plan, 
supplemental executive retirement plan, deferred compensation plan and 401(k) plan. 
 
Sustainability and ESG metrics 

YORW is committed to its community, customer, employees, shareholders, and the 
environment. Currently, YORW produces the same 18 MGD, million gallons per day, as it 
did in 1970, but YORW serves, now, over 70,000 customers, an increase of 
approximately 100%. The GPCD, gallons per capita per day, index has decreased to under 
100 GPDC, about 58%, which shows remarkable conservation of its resources (Figure 17). 

The company has established an environmental strategy and operating objectives as part of 
its goal to contribute to environmental issues. For instance, (i) environmental policy: 
encourage the employees and customers to assume responsibility to the environment, 
increase standards for discharge water quality, and upgrade and maintain the company 
wastewater collection treatment, (ii) regulation: contribute to shape the future directions of 
legislation and regulation, (iii) operating objectives; comply with the standards of the Safe 
Drinking Water Act, Clean Water Act, and other applicable regulations. 

In addition, the company encourages the use of tap water and refillable bottles as 
environmental safety measures.  

YORW complies with all PUC, Public Utility Commission, requirements regarding the 
mitigation or reduction of GHG, green-house gases, or carbon emissions. Also, YORW’s 
active water conservation have reduced customer consumption by 50% over the past 50 
years. 

The majority of YORW´s fuel consumptions come from electricity received from a local 
regulated supplier, Met-Ed, that meets several PUC criteria, which contribute for reducing 
carbon-based emissions and peak loads. 

Regarding the ESG metrics to its peers, YORW shows improvements regarding the Social 
and Governance parameters and neutral position regarding Environmental parameter 
(Figure 18). 

 

 

 

Figure 16. Mr. Joseph T. Hand 
compensation in 2020 

 

Source: YORW’s Annual Report 2020. 

 

Figure 17. Customers and GPCD 
improvements 

 

 
Source: YORW’s Annual Report 2020. 
 

Figure 18. ESG comparison to peers. 
 

 
Source: Bloomberg. 
 

Figure 17. GPCD improvements 
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4. Industry Overview and Competitive Positioning  
 
World Economic Outlook 
World GDP Growth 
The global economy is slowly getting back from the shock the pandemic brought to the world 
in March – 2020. The global growth, in 2020, declined to, at current prices, $83,844.99 billion 
from $87,552.44 billion in 2019, a 4.23% decrease. Nowadays, the expectations are very 
uncertain. The global economy is expected to grow approximately 6% in 2021 and about 4% 
in 2022 (Figure 19). 
 
New vaccines have been approved, which have raised hopes of a turnaround in the current 
crises. Additionally, several sectors (e.g. technology sector) has partially adjusted to the 
pandemic restrictions, and with the vaccine rollout gaining momentum, especially in major 
countries, it is likely to contribute to a significant boost to the global economy. 
 
World Population 
The world population increased from 7,041 million in 2011 to 7,794 million in 2020, at a 1.02% 
CAGR for the last ten years. In the following years, it is expected to grow slower with a 
0.92% CAGR by 2030F reaching 8,548 million and 0.73% CAGR by 2040F reaching 9,198 
people (Figure 20). 
 
World Water Demand 
Global water demand is expected to grow over the next 30 years. However, it is not 
expected that natural supplies will be enough to meet that necessity in some parts of the world. 
Most of the water consumption comes from agriculture - about 69%, industrial – 19% and 
household – 12%. This last one is expected to grow at a faster pace due to the consequences 
created by the pandemic and all of them due to the world’s population growth (Figure 21). 
 
Agriculture, especially in developing countries, contributes more to the domestic economy 
than in developed countries. However, water consumption is expected to decrease over the 
next 30 years due to the improvements in efficiency by this sector. Household consumption 
increased more than 600% between 1960 and 2014. Despite that, most of the growth of water 
consumption is most likely to come from industry.  
 
It is essential to mention that approximately 20% of the global groundwater, which supplies 
drinkable water to more than 50% of the world, is already over-exploited and that most of 
the surface water will be over-utilized by 2050.  
 
Additionally, water resources are not equally distributed around the world, thus, it leads to 
a faster scarcity in some parts. Most of the people that live in such condition are those 
residing in Yemen, Saudi Arabia, Egypt, Indian, Mexico and Pakistan totalizing 
approximately 500 million people. 
 
Water consumption has grown more than twice the rate of population growth, more than 
tripled since 1950. Thus, more than half of the population could experience extreme water 
scarcity by 2050. Annual water utilization rocket from 1.22 trillion cubic meters in 1950 to 4 
trillion cubic meters in 2014 – 1 cubic meters is equal to 1,000 liters. A study carried out by 
OECD forecasts that if water demand prevails increase at a similar pace, global water 
consumption will reach 6 trillion cubic meters by 2050. 
 
Wastewater is also a security challenge. Approximately more than 80% of the global 
wastewater is released into the environment without being treated, in other words, 
wasting renewable resources and, worse than that, polluting the environment. 
 

 
Source: IMF 2020. 
 

Figure 19. World GDP Growth 
(Annual Percentage) 
 

 

Figure 20. World Population 
(In Million) 
 

Source: United Nations 2020. 
 

 Figure 21. Most Water Consumption 

 
Source: Future Directions, Australia 
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World Water Supply 
Water supply infrastructure is vital for companies and customers. It is proved that well 
preserved urban water system loses 10% - 30% of the water during transportation. In 
developing countries, 70% of the water supplied through water pipe may be lost. 
 
About 71% of the earth’s surface is covered by water, and 3% of that is freshwater, and 2.5% 
of that freshwater is unavailable (e.g. polar ice caps, atmosphere or the extraction is too 
expensive) (Figure 22). 
 
Water Price 
Generally, an average U.S family, four people, pays approximately $72.93 monthly, for water. 
Cities that increase the price usually use the increased rate to improve infrastructure and 
services (Figure 23). 
 
Families pay a fixed charge independent of the amount of water consumption and a variable 
fee directly related to the water consumption. The use of high fixed rates is a standard action 
due to the pipe repair costs and to ensure stability, but, on the other hand, it is prejudicial for 
those that have less consumption. 
 
Across the countries, water prices have different rates due to the several distinct 
processes used to set a price. Generally, companies establish a tariff based on costs of the 
services such as transport, wastewater treatment and collection, water treatment, general 
operations, and others. However, water from lakes is not usually charged.  
 
Global Water & Wastewater Industry Overview 
Industry Structure 
The water and wastewater industry core activities are focused on developing equipment, 
technologies, and delivering services that aim to supply, treat, and control clean water 
and wastewater through a network of infrastructures. This industry has several water 
solutions that fit a wide range of consumers, from massive public institutions to unique 
residential customers. 

The market structure is an oligopoly market due to a small set of huge players, companies 
with access to a large sum of capital that may influence the direction of the market, and the 
difficulty in exiting the market because of high investments. 

A decline in water quality has become a global matter over the world. That is why water 
and wastewater treatment has become essential to the population. Water and wastewater 
treatment is expected to increase at a 6.5% CAGR from 2019 to 2025 (Figure 24). 
 
Increasing Awareness and Water Use Efficiency  
Water withdrawals, WW per capita, have been steadily decreasing. This can be explained by 
increased awareness of the importance of water as a limited and indispensable resource. 
Also, an increased efficiency while using it in the industrial and agriculture spheres. 
 
M&A Activity 
Companies from several industries frequently use M&A strategies to expand their business. 
The water and wastewater industry are not different. M&A is a good strategy against the vastly 
fragmented market. For instance, it is used to expand its services territory, reach more 
customers, and strengthen its operations, etc. Usually, key players, huge investment capital 
available, acquire small companies due to their overall systems, aiming to diversify and 
improve its services. 
 
 
 

Figure 22. Water Location 

 
Source: Central California Office, 2020. 

Figure 23. Water Price 

 
Source: Statista, 2020. 

 

Figure 24. Water & Wastewater 
Treatment (In Billion $) 
 

Source: United Nations 2020. 
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Industry Trends 
Technological improvements will always be a part of the water and wastewater 
industry, principally due to the current necessity of having a more efficient way to treat, utilize 
and reutilize water. Rapid urbanization, rising customer demand, severe climate changes are 
some of the factors that make those improvements necessary and indispensable. 
 
Extreme Weather Events  
Most climate change effects are related to water in some way. By 2050, with more than half 
of the global population living within 200 km of the coast, they will be widely affected by 
the extreme rise in sea levels and severe storms. Therefore, strong engineering structures 
such as dikes and seawalls will be necessary to protect the communities. 
 
Additionally, sophisticated water technologies may help identify new vulnerabilities and 
provide innovative alternatives to solve the current ones.  
 
Customer Expectations  
Nowadays, customers are more empowered due to the advance in technology. 
Therefore, they expect more innovative and effective ways to be served. Customers want to 
improve their quality of life through the services provided by the companies, especially 
regarding health standards. To manage the customer expectations, companies must invest 
in R&D, infrastructure, supply chain, customer services and other areas. In addition to 
that, co-create solutions with customers to reach strong long-term relationships while solving 
challenges within the industry. 
 
Wastewater Reuse – Efficiently 
Innovation, planning, design is constantly stated when wastewater is mentioned. Usually, 
water is extracted from the source, verified, and treated in a receiving water body. On the 
other hand, wastewater‘s discharged sludge contains good resources such as energy, 
nutrients, nitrogen and others that can be reused to preserve scarce resources. The objective 
is to achieve resource efficiency by reducing water consumption and take advantage 
of the wastewater components. 
 
Agricultural Production 
Based on the UN – United Nations, the world’s population is expected to grow to more 

than 9 billion by 2050. Also, it is estimated that global food production needs to be increased 
by 70%. Those factors will lead to an increase in water consumption. Efficient irrigation 
management such as precision farming systems, water application systems, and flood 
warning systems are fundamental to optimize water consumption. 
 
Network Technologies 
It is a huge opportunity to improve customer relationships, data analysis regarding the water 
properties, reliability of infrastructure and reduce non-revenue water losses. Also, it gives 
support to change how water service is managed. 
 
Additionally, the effectiveness of old methods has become limited over the last decade. 
The increase in knowledge regarding the consequences of excess consumption, 
contaminants in the water, levels for wastewater discharge and demand for better quality have 
established intense regulations. 
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Key Drivers of Industry Profitability 
Population Growth - Revenue 
Water is an essential asset for humans, and with a world population CAGR rate of around 
1.02% in the last ten years, along with industrial expansion, increased agricultural 
development, water consumption is growing more and more. As a result, the demand for 
water treatment services tend to increase with those factors, leading to an expected market 
size growing at a CAGR of 7.3% 2021-2028 (Figure 25). In 2020, the global water and 
wastewater market size was valued at $263 billion dollars  
 
Innovation - Need for Sustainable Water Solutions  
Growing issues related to water stress and water scarcity due to natural physical shortage, 
and inefficiency in providing alternatives to problems combined with increasing government 
incentives to invest in renewal and environmentally friendly sources, will boost the demand 
for innovative wastewater treatment services. Through the development of new water 
treatment technologies, this industry increasingly plays a more crucial role in society, 
working to solve the population´s water issues. 
 
Reducing “Non-Revenue Water” (NWR)  
Due to ageing infrastructures, the water industry currently faces a preponderant problem 
coming from NWR losses. NWR is water that is lost due to leaks in the pipes, unauthorized 
use, corruption, or inefficiencies. Globally, 34% of all the water supplied becomes NWR, 
and losses from leaks are accounted for lost amounts up to $39 billion per year (Figure 26). 
Consequently, water treatment companies need to improve their operational efficiency, by 
modernizing the infrastructures, optimizing their distribution channels, and developing new 
measurement & control technologies. Allowing companies to reduce their operational 
expenses and supply chain inefficiencies will create higher operating margins and 
higher revenues. 
 
Competitive Positioning 
Peers Identification 
The industry uses several financial classification systems to identify industry peers. Taking 
into consideration that the peer group should contemplate companies in the same industry, 
with similar characteristics, among the US-Based companies (chosen by the group as 
target market), the following companies were chosen: California Water Service Group, 
America States Water Company, American Water Worker Co, Essential Utilities, SJW Group 
and York Water Company(Figure 27). 
 
Peers Strategy 
Given the arising of new technologies due to the necessity of new ways of water treatment, 
adaptability to population growth, increase in water consumption and strong climate change 
companies are, constantly investing in R&D, seeking innovative techniques that allow them 
to implement a business model driven by not only the supply of purer water but also to 
offer a more sustainable way. The projections are not inspiring if the governments, 
companies, and population do not change their current actions. In addition, the increase in 
their efficiency to reduce costs in the process to reach more customers. 
 
 
 
 
 
 
 
 
 

 

Figure 25. Water & Wastewater 
Treatment Market Size (In Billion $) 
 

Source: Statista 2020. 
 

Figure 26. Reducing NWR 
 

 
Source: Author Analysis 

 

 

Figure 27. Peers ranked by Market Cap. 
 

Source: Author Analysis and Bloomberg 
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SWOT Analysis 
 

 

Porter’s 5 Forces 
Considering Porter’s 5 Forces Framework, the highest threat identified in the industry is the 

rivalry among existing competitors (Figure 29).  
 
The threat of new entrants | LOW (2) 
New entrants bring innovation, new ways of doing things and put pressure on existing 
companies through lower pricing strategy, reducing costs, and providing new value 
propositions to the customers. However, the threat of new entrants in the Water & Wastewater 
Treatment industry is considerably low, given that: 

 Severe laws and regulations: that apply and impose substantial 
compliance requirements. 

 Need of high initial investment.  
 High capital requirements needed: given the core business of the 

industry and due to the technologies and R&D needs (for new technologies 
and products). 

 Huge infrastructure: necessary to operate in the industry since traditional 
water treatment is very energy-intensive. 

 Huge players in the market: with strong M&A tendency, usually acquire 
smaller players with new technologies as a growth strategy. 

 
Bargaining power of suppliers | MEDIUM-LOW (3) 
The overall impact of higher supplier bargaining power is that it lowers the overall profitability 
of Water Utility companies. Below, some factors regarding the bargaining power of suppliers: 

 Existence of numerous suppliers: from which players in the industry can 
buy raw materials.  

 Few suppliers have dominant positions: this can decrease the margins 
that one firm can earn in the market. Besides, significant, or prolonged 
disruptions in the supply of goods or services could materially adversely 
affect business. 

 Negotiating power: some suppliers might be able to extract higher prices 
from the companies in the field. 

 Market Growth: with growing water demand, new suppliers may enter the 
market. 

 Switching Costs: with a notable number of suppliers, switching costs are 
not high for buyers. 

 
 

Figure 28. SWOT Analysis 

 

Figure 29. Porter’s 5 Forces 
 

Source: Author Analysis; Michael E. Porter 
framework 
 



13 

Bargaining power of buyers | VERY LOW (1) 
The bargaining power of buyers is considered very low because of the following factors: 

 Large, growing, and fragmented customers’ market: companies in this 
industry offer products and services for industrial, municipal, and 
recreational customers among several sectors.  

 No single customer accounts for a big part of the company’s 

revenues. 
 Small number of significant competitors: there is a big geographic 

dispersion in the industry.  
 Long term contracts: common and may diminish the bargaining power of 

buyers due to the high costs that come with it.  
 Generally, no price sensitivity: due to expensive and complex products 

and services, which makes it hard to be substituted. Nevertheless, there 
might be some pricing sensitivity regarding service fees once competitors 
might differentiate their service costs.  

 
The threat of substitute products or services | MEDIUM (3) 
The threat of substitute products or services can be considered from low to medium, given 
that: 

 New technologies: arising number of innovations regarding more efficient 
solutions for water treatment can substitute existing options. As an 
example, new software to analyze and collect data, that is, more precise 
information to effectively treat the water.   

 Cost differentiation: competitors may be capable of offering similar 
solutions at cheaper costs.  

 Better water qualities: with new technologies coming up, the water 
treatment becomes more and more precise, in other words, the possibility 
to deliver purer water (less impure substances) to the final customer 
becomes a differential among the competitors. 

 Water Consumption: new ways of providing water to the people. For 
example, awareness regarding the future of the planet made some 
customers change their consumption of water in plastic bottle for paper 
bottles. 
 

Industry rivalry | MEDIUM-HIGH (4) 
The intensity of rivalry in the industry can be considered medium-high, because: 

 Market is moderately fragmented:  the market share is divided among 
many players, which means it is a highly competitive market. Industry 
includes several regional and niche offering focused competitors. 

 Competition is largely based on product performance, reliability and 
innovativeness of products, services and solutions, application expertise 
and process knowledge, brand reputation, energy and water efficiency, 
product compliance with regulatory and environmental requirements, 
product lifecycle cost, scalability, timeliness of delivery, the proximity of 
service centers to customers, effectiveness of distribution channels and 
price. 

 Within segments, there is competition with a fragmented range of 
companies, but there are no individual key competitors.   

 Growing industry: new players may enter the market and intensify 
competition for market share. 

 Presence of huge players: that may try to increase their market share and 
have access to more capital and better technologies.  

 Difficult to exit the market due to the high investments and costs of 
the process. 
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5. Investment Summary 
 
YORW has a Reduce recommendation, $ 44.86/share in 2022YE, which means downside 
potential of 4.34%, against the closing price of $ 46.81 on September 14th, 2021, with a low 
risk (Figure 30). 
 
The current overvaluation of YORW can be explained due to the increase of revenue growth 
rate from 2019-2020 and the good results achieved during the COVID-19 pandemic, also, due 
to the historical dividends paid consecutively. The YORW revenue has increased at 3.14% 
CAGR in the 2016-2020 period and, it is expected to increase at 5.5% CAGR in the 
projected years.  
  
Valuation methods 
The price target values were obtained throughout different valuation methods, absolute and 
relative methods, varying from $ 37.08/share to $ 46.61/share – absolute/ relative values 
(Figure 31). 
 
The APV method showed the lowest price target among the absolute methods, which is 
consonant with the amount of debt York Water Company maintains. However, the 
recommendation is based on the business following a price target of $ 44.86/share in 
the DCF method. 
 
The market-based valuation methods showed a price target of $ 39.17/share EV/EBITDA and 
$ 37.59/share P/E, which are consonant with the absolute methods. However, the EV/EBIT 
showed a value of $ 46.61/share, which reinforces the conclusion of the share price be 
overvalued. 
 
Investment risks 
As in any business, risks are always present, so investors must be aware that certain risks 
cannot be directly managed or avoided by the company’s management. 
 
YORW’s water business is dependent on weather conditions, mainly regarding the 

amount and timing of rainfall. Additionally, revenues are sensitive to weather conditions in 
the summer months. On the other hand, the company does not depend on any single 
customer or few customers for a material portion of its business. 
 
In addition to that, YORW is subjected to strong requirements regarding water quality by 
the federal, state, local environment, and healthy regulations. Another variable that may 
affect YORW’s business is the contaminants that may be present in the water, which can be 
affected by the changes in regulations regarding the percentage permitted. 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Figure 30. YORW 2021 vs 2022F PT 
($/Share) 
 

Source: Author Analysis 
 

Figure 31. Valuation methods vs 
Current price ($/Share) 
 

 
Source: Author Analysis 
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WACC Method Approach 
The first method chosen to compute YORW’s Price Target was a two-stage DCF, with a 
comprehensive FCFF projection from 2021-2027 and a stable growth rate for the perpetual 
period. This approach yields a 2022YE PT of $ 44.86/share (Appendix 19), which means 
downside potential of 4.34% against the closing price of $ 46.81 (Figure 32). 
 
The major factors that influence this valuation are i) WACC rate assumption, ii) the long-
run sustainable growth rate and terminal value and iii) the business revenue growth. 
 
WACC rate assumptions 
The discount of the FCFF followed the WACC method, given that it assumed a stable capital 
structure for YORW. 
 
The estimated Cost of Equity comprises a 1.2% RFR considered through the 10-year 
maturity yields of US Treasury (Appendix 11) and 7.7% ERP computed by historical 
premium based on rating default spread through CPR approach. (Appendix 13). The beta was 
considered based on the industry average benchmark, and the selected beta was 0.89 – 
estimated by Orbis as August 2021 (Appendix 12). The Cost of Debt of 6.5% was estimated 
based on the historical average interest rate - i.e. dividing the projected Interest Expense by 
Debt (Appendix 14).  Thus, the WACC estimated was 6.79% (Appendix 14). 
 
The long-run sustainable growth rate and terminal value 
The second stage from the DCF model consists of perpetuity based on: i) Normalized FCFF 
for the terminal period, to flatten the business cycle effect (Appendix 19) ii) Long-run 
sustainable growth rate calculated through a stable growth model taking into 
consideration YORW’s Reinvestment Rate and ROE (Appendix 17 and 18). 
 
Business revenue growth 
Given the current expectations by the YORW’s leaderships, strategic goals to expand its 

service territory through acquisitions of new water systems and improvement of current 
processes, and due to its performance during the pandemic with an increase in revenues of 
4.4% from 2019 to 2020, it is fair to assume revenue growth of 5.5% for the forecasted 
years from 2021-2027 (Appendix 8). 
 
Adjusted Present Value Approach 
For this approach, the tax shield, based on interest on debt with a tax rate of 21%, was added 
to the equity value and the discounted rate used was pre-tax a WACC of 7.4%. Therefore, 
this approach yields a 2022YE PT of $37.08/share, with an Equity Value of $483,942 thousand 
(Figure 33) (Appendix 20).  
 
Relative Valuation Approach 
In addition to the previous model, a relative valuation was carried out through the peer group 
comparison of market multiples (Figure 34).  
For this methodology, the following multiples were considered (Appendix 21): 

 The EV/EBITDA, with a peer average of 17.07X, occurring in a YORW 
EV of $ 511,204 thousand, or a price target of $ 39.17/share in 2022YE; 

 The EV/EBIT, with a peer average of 25.78X, resulting in a YORW EV 
of $ 608,298 thousand, an Equity value of $ 614,655 thousand, or a 
price target of $ 46,61/share in 2022YE; 

 The P/E, with a peer average of 30.9X, corresponding to a YORW 
Equity value of $ 490,540 thousand, or a price target of $ 37.59/share 
in 2022YE.  

6. Valuation 

Figure 32. 2022YE PT with FCFF DCF 
($/Share) 
 

Source: Author Analysis 
 

Figure 33. 2022YE PT with APV 
($/Share) 
 

Source: Author Analysis 
 

Figure 34. Market-Based valuation 
($/Share) 
 

Source: Author Analysis 
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Operation Efficiency 
The YORW’s increase in sales from $ 47,584 to $ 53,852 thousand over the 2016-2020 
period, means a 3.14% CAGR after an upward trend to $ 78,337 thousand in 2027F, with 
a 5.5% CAGR due to the expectations for the company growth for the next years. YORW 
has an average asset turnover of 0.15, since the utility industry has an asset turnover between 
0.25 and 0.5, it means YORW should increase sales performance from its assets(Appendix 
4). 
 
Regarding EBIT Margin, it decreased from 48.1% to 45.4% in the 2016-2020 period, 
however, it is expected to increase to 46.8%, a 3% increase, in the forecasted years – 
2021-2027 period (Figure 35) (Appendix 5, 6 and 7). 
 
Solvency and Capital Structure 
Given the business performance, YORW kept good solvency ratios, with an interest coverage 
ratio from 4X to 3.8X in 2016-2020 and it is expected to maintain around 3.5X in the 
forecasted years. The Debt to EBITDA ratio increased from 2.9X to 3.8X in 2016-2020, 
especially due to infrastructure investments in 2020, however, it is expected to improve to 
2.64X by 2027F (Figure 36). 
 
YORW’s capital structure is expected to be stable. After a slight increase from 64.4% to 
64.8% in the 2016-2020 period, the Debt Ratio is expected to decrease from 63.9% to 
61.8% in the 2021F-2027F period (Appendix 7). 
 
Profitability Ratios 
Regarding profitability ratios, YORW has stable figures. 
 
From 2016-2020, the Net Profit Margin increased from 24.9% to 30.8% and it is expected 
to decrease to 26.5% in 2027F. The Gross Profit Margin went from 83.1% to 80% in the 
2016-2020 period, and it is expected to remain stable at around 80.9% in the forecasted 
years. 
 
Regarding YORW’s ROE, it rose from 10.4% to 11.6% in the 2016-2020 period, and it is 
expected to slightly decrease to 10.3% until 2027F. Both ROCE and ROIC decreased in 
the 2016-2020 period, however, both showed improvements in the forecasted years 
(Figure 37) (Appendix 7). 
 
Cash Generation 
YORW’s Cash Ratio decreased from 0.5X to 0.4X in the 2016-2020 period, however, it has 
shown considerable improvements, between 0.82X and 0.59X, in the 2021F-2024F period 
and a strong decrease to 0.1X until 2027F. The Cash Cycle increase from 86.54 to 105.3 days 
in the 2017-2020 period, and it is expected to remain stable around 88.71 days in the 
projected period (Appendix 7). 
 
The Net Cash provided from operating activities went from $ 19,365 to $ 20,235 thousand in 
the 2016-2020 period and it is expected to reach $ 34,317 thousand in 2027F, which means 
a 7.84% CAGR in the projected period (Appendix 3). 
 
 
 
 
 

7. Financial Analysis 

 

Figure 35. YORW’s margins  
 

Source: Author Analysis 
 

Figure 36. YORW’s solvency  
 

Source: Author Analysis 
 

 

Figure 37. NPM and ROE  
 

Source: Author Analysis 
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YORW encounters both internal and external risks, which could directly impact its business. 
Firstly, macroeconomic risk, an external risk that is not controlled by the company. Therefore, 
it is possible to include YORW’s situation after Covid-19, political and regulatory risks, financial 
and market risks, and natural risks. Secondly, the internal risk which the company has a field 
of action. It is reasonable to consider operational risks (Figure 38). 

Macroeconomic Risks 
 
World GDP (ME01) 
According to the latest World Economic Outlook report released by the IMF, world gross 
domestic product is expected to shrink 4.4% this year (2020). Global economic and financial 
market conditions affect the demand for clean water and the demand for water technology 
products. Consequently, this will have an impact on the revenues, operating results, cash flow, 
and financial condition of the firms in the Water & Wastewater Treatment industry. 
 
Inflation and Tariffs (ME02) 
Operating costs and financial results are directly impacted by fluctuations in the prices of raw 
materials, commodity, and related utilities. If the inflation rate increases, this will negatively 
impact the firm’s financial health. Moreover, freight cost is also an important variable to 
consider. An increase in tariffs will also cause a negative impact on the firm’s results. The 
pandemic had a direct effect on inflation because of the many restrictions imposed and due 
to the downturns, for example, as demand outpaces supply. 
 
Political and Regulatory Risks 
 
Geopolitical Instability (PR01)  
Due to the globalization of the firms acting in the Water & Wastewater Treatment industry, 
economic nationalism, protectionism, populism, and anti-global sentiment are risks that may 
create instability and uncertainties in the market. An example of that is the retaliatory tariffs 
imposed by China and other countries after the United States put in place tariffs on imported 
goods coming from China. Another example is volatility in the foreign exchange rate caused 
by the exit of the UK from the EU and its uncertainties relating to agreements regarding trade 
in the future. 
Furthermore, by having business in emergent and developing markets, firms incur the risk of 
not being able to enforce agreements, collect receivables, protect intellectual property and so 
on. 
 
Laws, Regulations and Environmental Policies (PR02) 
Due to the firm’s global operations, they are subject to changing US and non-US laws, 
regulations, and policies related to export and import compliance, privacy and data protection, 
product design and specification, and others. Moreover, increasing environmental regulations 
imposed by regulatory agencies like the United States Environmental Protection Agency and 
similar state and foreign environmental agencies is an important risk to consider in this 
industry of interest. Such regulations may be related to the discharge of pollutants, hazardous 
substances, and CO2 emission. 
 
Environmental and Natural Risks  
 
Weather Conditions and Climate Change (EN01) 
The weather is becoming more and more unpredictable because of climate change. More 
frequent droughts, flooding, wildfires, and strong temperature fluctuations may positively or 
negatively impact firms in the Water Treatment industry. It may be the case that such events 
will benefit some portions of their business whilst and at the same time affecting others. These 

8. Investment Risks 

Figure 38. Risk Matrix 
 

 
 
Source: Author analysis and estimation 
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environmental concerns may also cause volatility for customers and suppliers’ operations. 

These could affect financial results and cause increasing uncertainty on its prediction. 
 
COVID-19 (EN02) 
The outbreak of the coronavirus in March 2020 initiated a considerable economic disruption, 
uncertainty, and volatility. Moreover, the pandemic increased forecasting uncertainty 
regarding financial statements. The magnitude, geographic reach, duration, and impact on the 
world’s economy caused by the coronavirus affects the current and future growth, projections, 

operation, cash flows, and liquidity of the market participants in this industry. 
 
Financial and Investment Risks  
 
Foreign Exchange Rates (FI01) 
Whilst doing business in multiple countries, the firms acting in this industry are exposed to 
fluctuations in foreign exchange rates. The change in the value of the currencies where these 
firms do business with relative to the U.S Dollar may affect the firm’s ability to be competitive 

by adversely affecting its sales growth or cost structure.  
 
M&A’s (FI02) 
If the firm’s growth strategy includes growth through acquisitions, it may happen that they 
cannot identify suitable candidates or lose an acquisition to a competitor. Moreover, 
acquisitions involve numerous risks. Examples are time associated with identifying and 
evaluating potential acquisitions, using inaccurate estimates to evaluate credit, liquidity, 
management and market risks, and an adverse impact on the existing business resulting from 
the acquisition. 
 
Operational Risks 
 
Cyber Threats (OP01) 
Businesses are increasingly relying on information technology and communication networks 
to operate efficiently. Much of the infrastructure is owned by third parties in which confidential 
business information is transmitted, creating then a leaking risk. Furthermore, even with 
protection measures in place, these systems are susceptible to disruption due to cyber-attacks 
or security breaches.  
 
Supply Chain and Material Availability (OP02) 
Firms rely on third party suppliers and their availability of specific components and specific 
materials. Changes, interruptions, or the exit of these suppliers, may decrease the availability 
of key components on which the firm may rely. The firm’s facilities and operations rely on 

complex supply chain and logistics networks. Therefore, disruptions in these areas are an 
operational risk. 
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Price Target Sensitivity 

To assess the Price Target sensitivity, it was conducted a simulation combining effects, taking 
into consideration the previous risks stated, and the investment recommendation against the 
benchmark (Figure 39). 

Cost of Capital – WACC vs Long-run sustainable growth rate – G 
 
The long-run sustainable growth rate, that is set at 4.5% in the base case, could lead to an 
increase (decrease) of PT in ~$1.61-2.9/share for each decrease (increase) of 10bps (all 
other things equal). PT and WACC rate however do not have a linear relationship. For every 
addition of 10bps in the WACC rate, that is set at 6.79% in the base case, PT will decrease 
~$1.78-2.28/share, and for every decrease of 10bps, the PT will increase from ~$2.49-
3.33/share - all other things equal – Scenario 2 used in the FCFF DCF(Figure 40). 
 
 
 
 
 
 
 
 
 
 
 
 
 
For comparison, other two scenarios were tested: i) scenario 1, where the long-run 
sustainable growth rate is set on 4.2% and WACC is set at 6.63%, reaching a PT of $41.95 
and ii) scenario 3, where the long-run sustainable growth rate is set at 4.9% and WACC is set 
on 7.04%, reaching a PT of $48.35. All values are within the 52-week range. To get to these 
values, G and WACC, were used other assumptions to RFR, ERP, Tax and ROE (Appendix 
15,16, 23 and 24). 
 
Monte Carlo Simulation 

To complement the price target sensitivity analysis, a Monte Carlo Simulation with 1000 
interactions was carried out. It took into consideration the changes in the following key-value 
drivers: i) long-run sustainable growth rate, ii) Cost of Capital – WACC, iii) corporate tax rate, 
and iv) revenues growth rate. 

From this analysis results a mean value of $ 47.12, consistent with the previously estimated 
price targets, and 51% of Sell/Reduce probability, supporting the stated Reduce 
recommendation – (Figure 41). 

 

 

 

 

Figure 39. Investment recommendation  
 

Source: Author Analysis 
 

 

Figure 41. Monte Carlo Simulation  
 

Source: Author Analysis 
 

 

 

Figure 40. Sensitivity Analysis  
 

Source: Author Analysis 
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Appendix    1: Income Statement 
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Appendix    2: Statement of Financial Position 
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Appendix    3: Cash Flow Statement  

 

Appendix    4: Common-Size Income Statement 
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Appendix    5: Common-Size Statement of Financial Position 
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Appendix    6: Common-Size Cash Flow Statement 

 

 

Appendix    7: Key Financial Ratios 
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Appendix    8: Forecasting Assumptions 
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Appendix    9: YORW’s Territory Distribution and Supply System 

 

Appendix    10: YORW’s Achievements 
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Appendix    11: Risk Free Rate Evaluation 

 

 

Appendix    12: Beta Estimation 

 

 

Appendix    13: Equity Risk Premium Estimation 

 

 
 
 

Appendix    14: Cost of Debt Estimation, Cost of Equity (CAPM) and Cost 
of Capital WACC (Scenario 2 - used in FCFF DCF) 
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Appendix    15: Cost of Debt Estimation, Cost of Equity (CAPM) and Cost 
of Capital WACC (Scenario 1 – for comparison in the scenario analysis)   

 

 

Appendix    16: Cost of Debt Estimation, Cost of Equity (CAPM) and Cost 
of Capital WACC (Scenario 3 – for comparison in the scenario analysis)   

 

Appendix    17: Long-run Sustainable Growth Rate 

   

Appendix    18: Effective Tax Rate 
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Appendix    19: WACC Method 

 

 

Appendix    20: Adjusted Present Value 
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Appendix    21: Industry Peers 
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Appendix    22: Sensitivity and Scenario Analysis – Scenario 2 used in the 
FCFF DCF 

 

 

Appendix    23: Sensitivity and Scenario Analysis – Scenario 1 
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Appendix    24: Sensitivity and Scenario Analysis – Scenario 3 
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                                Disclosures and Disclaimer 

This report is published for educational purposes by Master students and does not constitute an offer or 
a solicitation of an offer to buy or sell any security, nor is it an investment recommendation as defined 
by Article 12o A of the Código do Mercado de Valores Mobiliários (Portuguese Securities Market Code). 
The students are not registered with Comissão de Mercado de Valores Mobiliários (CMVM) as financial 
analysts, financial intermediaries or entities/persons offering any service of financial intermediation, to 
which Regulamento (Regulation) 3o/2010 of CMVM would be applicable. This report was prepared by 
a Master’s student in Finance at ISEG – Lisbon School of Economics and Management, exclusively for 
the Master’s Final Work. The opinions expressed and estimates contained herein reflect the personal 
views of the author about the subject company, for which he/she is sole responsible. Neither ISEG, nor 
its faculty accepts responsibility whatsoever for the content of this report or any consequences of its 
use. The report was supervised by Prof. Victor Barros, who revised the valuation methodologies and 
the financial model.  

The information set forth herein has been obtained or derived from sources generally available to the 
public and believed by the author to be reliable, but the author does not make any representation or 
warranty, express or implied, as to its accuracy or completeness. The information is not intended to be 
used as the basis of any investment decisions by any person or entity.  
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