
 
    

 

Company Description: SJW Group operates as a holding company with the following subsidiaries: 
San Jose Water Company, a water utility with both regulated and non-regulated businesses; SJW 
Land Company, which owns commercial buildings and undeveloped land, SJWTX Inc., a water 
utility, and Texas Water Alliance Limited, a Texas corporation.  

 

BUY 
Current Price:  $61.04 
Target Price:  $68.13 
Market Cap:   1.24B 
Dividend Yield:             1.43% 
WACC:                         6.44% 
ROIC:                           7.37% 
 

Catalysts:  
 Short Term(within the year): Completed 

renovation of the Montevina Water Treatment 
Plant  

 Mid Term(1-2 years): Acquisition of more 
connections in San Antonio and San Jose 

 Long Term(3+): Continued commercial and 
residential construction in San Antonio and 
San Jose 

 
 

 

 

Source: Bloomberg 
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Thesis:  

SJW will continue to increase their revenue with an increased number of customers and increased rates. SJW 

Group will continue to add customers through their organic growth strategy as well as acquiring new 

connections. SJW positioned for growth with their primary markets in San Jose and San Antonio whose 

populations are set to keep increasing. This will drive up demand for water, which will increase the stock price 

in the short and long term. 

 

 

Earnings Performance:  
SJW has beat their revenue estimates on six 

of the last eight quarters. Revenues have 

continued to grow because of water 

connections in California and Texas. Water 

rate increases have resulted in $15 million in 

extra revenue for the quarter and $23.6 

million year-to-date. Rates increased because 

of the company’s 2016 GRC decision to raise 

rates 3.8%.  SJW has also been able to beat 

earnings on five of the last eight quarters. Earnings per share were $0.69 per share in quarter 2 of 2017. This is 

primarily due to rate increases, SJW balancing their Water Conservation Memorandum Account, and SJW 

realizing a gain on real estate. The improvements that SJW has made at their Montevina Water Treatment Plant 

has helped them to increase their water supply. When the project is finished during the fourth quarter of 2017, 

it will help them to become more self-sustainable. SJW currently buys 40-50% of their water supply so their 

capital expenditure on their plant project will help them to increase profitability.  

 
Source: Bloomberg 

 

Industry Outlook:  



 
    

SJW is well positioned in the water utility industry because of the locations that they currently serve. Under 

California state law SJW can operate in their service areas with minimal interruption from competitors. 

California statutory laws provide that no other investor-owned public utility may operate in the public utilities’ 

service areas without first obtaining from the regulator a certificate of public convenience and necessity. With 

this statute in place it is extremely difficult for a competitor to enter the space thus making SJW’s 229,000 

connections valuable. The water utility business is capital-intensive because of the repairs that must be made 

for aging infrastructure. SJW is maintaining their water systems to avoid a more costly expenditures such as 

broken pipes. SJW spent $136,186,000 in 2017 and plans to spend $662,962,000 over the next five years for 

capital improvements. From 2011 to 2015, the S&P 500 has increased from $100 to $198 and the Water 

Utility Index has increased from $100 to $247. Over the same time period, SJW has outperformed both of 

these indexes by returning $270. This shows that SJW continues to grow and add value as a company. 

 

Source: SJW 10K 

  

Organic Growth:  

SJW’s customer growth in water utility services is 
driven multiple ways. One way it is driven is by 
organic population growth within their service 
areas. SJW serves the San Jose area in California, 
which is poised to grow. This is because 
Alphabet and Adobe Systems announced plans 
to add around 8 million square feet of office 
space and 23,000 employees in downtown San 
Jose. With the addition of 23,000 employees in 
the area, new residential construction will be 
needed. This is a win-win scenario for SJW 
because San Jose is one of the areas they service. 
SJW will therefore benefit from serving the new 
commercial and residential buildings. San Jose 
added 12,041 people from July 1, 2015, to July 1, 
2016. Building permits issued in San Jose have 



 
    

averaged 2,750 over the 2000-2010 time period. The graph to the right shows that San Jose is projected to 
have the largest population growth in the Bay Area. The growth of SJWTX, Inc. in San Antonio has been a 
beneficial acquisition. Since SJW bought it in 2006, it has doubled in size from 6,500 connections to more 
than 13,000 connections. The 244 square miles that SJWTX serves is also experiencing a rapid population 
growth. San Antonio ranked third among U.S. cities in terms of people added from July 1, 2015, to July 1, 
2016, with a net increase of 24,473 residents. San Antonio is projected to continue growing which means 
more customers for SJWTX. 

 

Source: UrbanScale 

 

Acquisition Growth:  

SJW is constantly looking for ways to expand their customer base. Before SJW enters a new regulated market, 

they evaluate the regulatory environment to make sure that they have the opportunity to achieve an 

appropriate rate of return. In the acquisition of a company, 

they also make sure that they maintain their high standards 

for quality, reliability and compliance with environmental, 

health and safety and water quality standards. During 2016, 

2015 and 2014, SJW had cash outflows of $1,070,000, 

$991,000 and $1,768,000 to acquire water rights to expand 

their customer base. In the last earnings call, CEO, Richard Roth, said that SJW is working on acquiring 

systems in the 500 to 600--connection area. On average, each connection generates $1,402,000 of revenue. 

SJW are currently working on getting a couple of these deals done. These deals will help to add to the organic 

growth that has helped SJW to steadily expand and maintain financial stability. It is smart of SJW to 

strategically acquire connections because expanding just to expand is not always profitable.  

 

Rate Increases:  

The California Public Utilities Commission regulates SJW’s rate increases. SJW is able to mitigate risk due to 

regulatory lag and new changes to legislation, policies and regulation by keeping memorandum accounts. 



 
    

These accounts help to track revenue during unforeseen events.  There are three types of rate adjustments 

that affect SJW’s revenue collection: general rate adjustments, cost of capital adjustments and offset rate 

adjustments. General rate adjustments are authorized during an initial rate adjustment followed by two annual 

adjustments. The new agreement was made in January 1, 2016, which implemented an increase of 8.6% in 

authorized revenue. 2017 and 2108 rates and revenue are determined on the forecasted change in the 

consumer price index. Cost of capital adjustments are rate adjustments resulting from the CPUC’s usual tri-

annual establishment of a reasonable rate of return from SJW’s capital investments. Offset rate adjustments 

are used to compensate utilities for changes in pre-authorized capital investments or expenses. With these 

three rate adjustments, SJW should be able to constantly increase their revenue for the foreseeable future. 

 

Capital Expenditure: 

SJW plans to spend $136,186,000 in 2017 and $662,962,000 over the next five years for capital improvements. 
The main capital expenditure project that 
SJW is working on is upgrading the 
Montevina Water Treatment Plant. The 
plant will have state-of-the-art treatment 
technology and microfiltration membrane 
technology when it is completed in quarter 4 
of 2017. SJW wants to deliver a premium 
product to its customer, which is why they 
invested so heavily in the project. The plant 
produces an average of 10% of the total 
supply for Silicon Valley. The new plant will 
become more efficient than the last and thus 
be able to serve more customers. SJW has 
lines of credit that total 145,000,000. The 
cost of SJW’s short-term borrowing has averaged 1.5%, which helps them to borrow at a cheap rate. SJW has 
a WACC calculated by Bloomberg of 6.44% and a ROIC of 7.36%. This means that SJW is investing in 
projects that have a beneficial return to them. This has been a shift from 2008 to 2014 where SJW was 
investing in projects with lower returns than the cost of borrowing. The recent shift has helped the company 
to grow and become more sustainable. 

 

Source: Bloomberg 



 
    

 

SJW vs. Competitors: 

SJW has solid margins across the board. They have the highest one year revenue and earnings per share 
growth against their competitors. SJW’s ROE is 10.52%, which is above the industry average of 9.85%. SJW 
also boasts a 1-year gross margin of 76.72% compared to the 68.83% of their competitors. SJW’s 1-year 
operating margin is 27.41% while the industry average is 26.86%. This chart shows that SJW is in the upper 
class of the water utility industry. 

 

Source: Bloomberg 

 

Conclusion:  

In conclusion, I am proposing a BUY for SJW Group (SJW). SJW is well positioned in their primary markets 

of San Jose and San Antonio. SJW has constantly managed to grow its revenue and number of customers 

because of their organic and acquisition growth strategy. SJW is spending on capital expenditure projects to 

ensure their competitiveness in the industry. SJW’s margins are above the industry average. A one-year target 

price of $68.13 can easily be achieved.  

 

 

 



 
    

 

Analysis by Niall McGeever  Current Price: $60.59  Intrinsic Value $62.30 Target 1 year Return: 13.87%

10/11/2017  Divident Yield: 1.4%  Target Price $68.13 Probability of  Price Increase: 92.5%

Market Capitalization $1,242.49

Daily volume (mil) 0.06

Shares outstanding (mil) 20.51

Diluted shares outstanding (mil) 20.64

% shares held by institutions 47%

% shares held by investments Managers 39%

Sector Utilities % shares held by hedge funds 5%

Industry Water Utilities % shares held by insiders 21.11%

Last Guidance November 3, 2015 Short interest 0.75%

Next earnings date October 27, 2017 Days to cover short interest 2.38

Estimated Country  Risk Premium 5.87% 52 week high $60.04

Effective Tax rate 24% 52-week low $42.20

Effective Operating Tax rate 22% Volatility 24.54%

Peers

Quarter ending Revenue EBITDA American States Water Company

6/30/2016 15.93% N/A California Water Service Group

9/30/2016 29.13% N/A Aqua America, Inc.

12/31/2016 5.74% N/A Connecticut Water Service, Inc.

3/31/2017 7.88% N/A Middlesex Water Company

6/30/2017 12.17% N/A Artesian Resources Corporation

Mean 14.17% #DIV/0! Pure Cycle Corporation

Standard error 4.1% #DIV/0! The York Water Company

Management Position Total compensations growth Total return to shareholders

Roth, W. Chairman of the Board, CEO & -7.51% per annum over 5y 4.33% per annum over 5y

Lynch, James Chief Financial Officer and 7.27% per annum over 5y 4.33% per annum over 5y

Jensen, Palle Executive Vice President - S 12.62% per annum over 5y 4.33% per annum over 5y

Gere, Andrew President of San Jose Water 101.21% per annum over 1y 91.53% per annum over 1y

Walters, Andrew Chief Administrative Officer 8.86% per annum over 2y 34.71% per annum over 2y

Papazian, Suzy General Counsel and Corporat N/M N/M

Profitability SJW (LTM) SJW (5 years historical average) Peers' Median (LTM)

Return on Capital (GAAP) 8.4% 8.12% 7.98%

Operating Margin 20% 18.81% -1.37%

Revenue/Capital (GAAP) 0.42 0.43 -5.84

ROE (GAAP) 13.1% 10.5% 9.7%

Net margin 15.2% 12.4% 17.0%

Revenue/Book Value (GAAP) 0.86 0.85 0.57

Invested Funds SJW (LTM) SJW (5 years historical average) Peers' Median (LTM)

Cash/Capital 1.1% 0.5% 4.3%

NWC/Capital -0.8% 2.9% 0.6%

Operating Assets/Capital 99.7% 95.6% 91.5%

Goodwill/Capital 0.0% 0.0% 3.5%

Capital Structure SJW (LTM) SJW (5 years historical average) Peers' Median (LTM)

Total Debt/Market Capitalization 0.50 0.53 0.44

Cost of Existing Debt 5.3% 5.8% 4.9%

CGFS Rating (F-score, Z-score, and default Probability) BBB BBB BB

WACC 8.9% 8.8% 8.9%

Period Revenue Growth Forecast NOPAT Margin Forecast Revenue to Capital Forecast

Base Year 14% 24.1% 0.34

6/30/2018 10% 16.6% 0.37

6/30/2019 7% 17.3% 0.38

6/30/2020 6% 18.1% 0.40

6/30/2021 6% 18.9% 0.40

6/30/2022 5% 19.7% 0.41

6/30/2023 5% 20.5% 0.41

6/30/2024 4% 21.4% 0.41

6/30/2025 4% 22.1% 0.41

6/30/2026 3% 22.9% 0.40

6/30/2027 3% 23.6% 0.39

Continuing Period 2% 24.3% 0.38

Period Return on Capital Forecast WACC Forecast Price per share Forecast

Base Year 8.2% 8.9% $61.95

6/30/2018 6.1% 9.4% $67.54

6/30/2019 6.7% 9.4% $73.65

6/30/2020 7.2% 9.4% $79.96

6/30/2021 7.7% 9.4% $86.38

6/30/2022 8.1% 9.4% $92.82

6/30/2023 8.5% 9.4% $99.25

6/30/2024 8.8% 9.4% $105.56

6/30/2025 9.0% 9.4% $111.65

6/30/2026 9.1% 9.4% $117.42

6/30/2027 9.2% 9.4% $122.77

Continuing Period 9.2% 9.5%

Past Earning Surprises

General Information

Market Data

ValuationPorter's 5 forces (scores are out of 100)

CENTER FOR GLOBAL FINANCIAL STUDIES NEUTRAL

SJW Group, through its subsidiaries, provides water utility services in the United States.

SJW Group (SJW)

Description
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