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Cost of Capital Proceeding:

Investor-owned water utilities serving California are required to file their cost of capital applications on a triennial basis. GSWC filed a cost of capital application with the CPUC in May 2021 requesting a capital structure of
57% equity and 43% debt, a return on equity of 10.5%, and a return on rate base of 8.18%. Hearings on this proceeding are scheduled for the second quarter of 2022. A proposed decision on this proceeding is expected in the second
half of 2022. A final decision on this proceeding, once issued by the CPUC, is expected to have an effective date retroactive to January 1, 2022. GSWC's last authorized rate of return on rate base of 7.91% remained applicable through
December 31, 2021.

Electric Segment:

On August 15, 2019, the CPUC issued a final decision on the electric general rate case. Among other things, the decision (i) extended the rate cycle by one year (new rates were effective for 2018 - 2022); (ii) allows the electric
segment to construct all the capital projects requested in its application, which are dedicated to improving system safety and reliability and total approximately $44 million over the 5-year rate cycle; and (iii) increased the adopted
electric revenues by $1.2 million for each of the years 2019 and 2020, by $1.1 million in 2021, and by $1.0 million in 2022. The rate increases for 2019 – 2022 are not subject to an earnings test. The decision authorized a return on
equity for the electric segment of 9.6% and included a capital structure and debt cost that is consistent with those approved by the CPUC in March 2018 in connection with GSWC's water segment cost of capital proceeding. The rate
case decision continues to apply to BVESI.

Contracted Services Segment:

ASUS's revenues, operating income and cash flows are earned by providing water and/or wastewater services, including operation and maintenance services and construction of facilities at the water and/or wastewater systems
at various military installations, pursuant to 50-year firm fixed-price contracts. The contract price for each of these 50-year contracts is subject to annual economic price adjustments. Additional revenues generated by contract operations
are primarily dependent on new construction activities under contract modifications with the U.S. government or agreements with other third-party prime contractors.

COVID-19:

GSWC, BVESI and ASUS have continued their operations throughout the COVID-19 pandemic given that their water, wastewater and electric utility services are deemed essential. AWR's responses take into account orders
issued by the CPUC, and the guidance provided by federal, state, and local health authorities and other government officials for the COVID-19 pandemic. Some of the actions taken by GSWC and BVESI included suspending service
disconnections for nonpayment pursuant to CPUC and state orders, and telecommuting by employees. The suspension of water-service disconnections at GSWC was implemented in response to an executive order from the governor of
California, as well as CPUC orders. Pursuant to the CPUC's July 15, 2021 decision in the Second Phase of the Low-Income Affordability Rulemaking discussed previously, the moratorium on water-service disconnections due to non-
payment of past-due amounts billed to residential customers expired on February 1, 2022. However, water service cannot be disconnected so long as customers make timely payments on current bills, and are provided and adhere to
payment plans to pay down past-due bills resulting from the pandemic. The moratorium on electric customer service disconnections ended on September 30, 2021. However, electric-service disconnections for non-payment can only be
done after taking into account certain conditions such as average daily temperatures.

The pandemic has caused volatility in financial markets resulting in fluctuations in the fair value of plan assets in GSWC's pension and other retirement plans. In addition, the economic impact of the pandemic has also
significantly increased the amount of delinquent customer accounts receivable, resulting in both GSWC and BVESI increasing their allowance for doubtful accounts throughout the pandemic. However, the CPUC has authorized GSWC
and BVESI to track incremental costs, including bad debt expense in excess of what is included in their respective revenue requirements, incurred as a result of the pandemic in COVID-19-related memorandum accounts to be filed with
the CPUC for future recovery.

On July 12, 2021, the governor of California approved SB-129 Budget Act of 2021, in which nearly $1 billion in relief funding for overdue water customer bills, and nearly $1 billion in relief funding for overdue electric
customer bills were included. The water customer relief funding is being managed by the State Water Resources Control Board ("SWRCB") through the California Water and Wastewater Arrearage Payment Program to provide
assistance to customers for their water debt accrued during the COVID-19 pandemic by remitting federal funds that the state received from the American Rescue Plan Act of 2021 to the utility on behalf of eligible customers. In
December 2021, GSWC received SWRCB approval for $9.5 million of relief funding of customers' unpaid water bills incurred during the pandemic. In January 2022, GSWC received these funds, which it is applying to its delinquent
customers' eligible balances. Accordingly, as of December 31, 2021, GSWC has reflected these relief funds as a reduction to its COVID-19 CEMA account, as well as a reduction to its estimated customer
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Regulatory Matters

General Rate Cases

Presented in the table below are annualized incremental revenues, excluding reductions for the amortization of EADIT that are generally offset in income tax expense, assuming a constant water
sales volume, resulting from general rate cases authorizations that became effective during 2019 through 2021:

(In millions) 2021 2020 2019
General rate cases by state (a):    

Iowa (effective October 11, 2021) $ 1 $ — $ — 
Missouri (effective May 28, 2021) 22 — — 
Pennsylvania (effective January 28, 2021) 70 — — 
California (effective January 1, 2021, January 1, 2020 and May 11, 2019) 22 5 4 
New Jersey (effective November 1, 2020) — 54 — 
Indiana (effective May 1, 2020 and July 1, 2019) — 13 4 
Kentucky (effective June 28, 2019) — — 13 
West Virginia (effective February 25, 2019) — — 19 
Maryland (effective February 5, 2019) — — 1 

Total general rate case authorizations $ 115 $ 72 $ 41 

(a) Excludes authorized increases of $7 million and $4 million in 2021 and 2019, respectively, for the Company’s New York subsidiary, which was sold on January 1, 2022. See Note 6—Acquisitions and Divestitures in the Notes to
the Consolidated Financial Statements for additional information.

On November 18, 2021, the CPUC unanimously approved a final decision in the test year 2021 general rate case filed by the Company’s California subsidiary, which is retroactive to January 1,
2021. The Company’s California subsidiary received authorization for additional annualized water and wastewater revenues of $22 million, excluding agreed to reductions for EADIT as a result of the
Tax Cuts and Jobs Act of 2017 (the “TCJA”). The EADIT reduction in revenues is $4 million and is offset by a like reduction in income tax expense. On January 18, 2022, the Company’s California
subsidiary filed for approval of $13 million in 2022 escalation increases, excluding $4 million of reductions related to the TCJA. This filing, which is retroactive to January 1, 2022, is subject to CPUC
approval with a 45-day review period.

On June 28, 2021, an order was issued authorizing an increase of $1 million in the general rate case filed by the Company’s Iowa subsidiary in 2020. The Company’s Iowa subsidiary filed tariffs
consistent with the order on September 23, 2021. Effective October 11, 2021, the Iowa Utilities Board approved the tariffs and implemented the new rates.

On April 7, 2021, the Company’s Missouri subsidiary was authorized additional annualized revenues of $22 million, effective May 28, 2021, excluding agreed to reductions for EADIT as a result
of the TCJA. The EADIT reduction in revenues is $25 million and is offset by a like reduction in income tax expense. The protected EADIT balance of $72 million is being returned to customers using
the average rate assumption method (“ARAM”), and the unprotected EADIT balance of $74 million is being returned to customers over 10 years. The $25 million EADIT reduction includes both the
protected and unprotected catch-up period EADIT of $13 million. The catch-up period of January 1, 2018 through May 31, 2021 covers the period from when the lower federal corporate income tax rate
went into effect until new base rates went into effect and will be amortized over 2.5 years.

On March 2, 2021, an administrative law judge (“ALJ”) in the Office of Administrative Law of New Jersey filed an initial decision with the New Jersey Board of Public Utilities (the “NJBPU”)
that recommended denial of a petition filed by the Company’s New Jersey subsidiary, which sought approval of acquisition adjustments in rate base of $29 million associated with the acquisitions of
Shorelands Water Company, Inc. in 2017 and the Borough of Haddonfield’s water and wastewater systems in 2015. On July 29, 2021, the NJBPU issued an order adopting the ALJ’s initial decision
without modification. The Company’s New Jersey subsidiary filed a Notice of Appeal with the New Jersey Appellate Division on September 10, 2021. A scheduling order was issued on October 18,
2021 establishing a briefing schedule through March 2022. There is no financial impact to the Company as a result of the NJBPU’s order, since the acquisition adjustments are currently recorded as
goodwill on the Consolidated Balance Sheets.
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On February  25,  2021,  the  Company’s  Pennsylvania  subsidiary  was  authorized  additional  annualized  revenues  of  $90  million,  effective  January  28,  2021,  excluding  agreed  to  reductions  for
EADIT as a result of the TCJA, over two steps. The EADIT reduction in revenues is $19 million. The overall increase, net of TCJA reductions, is $71 million in revenues combined over two steps. The
first step was effective January 28, 2021 in the amount of $70 million ($51 million including TCJA reductions) and the second step will be effective January 1, 2022 in the amount of $20 million. The
protected EADIT balance of $200 million is being returned to customers using the ARAM, and the unprotected EADIT balance of $116 million is being returned to customers over 20 years. The $19
million annually includes both the protected and unprotected EADIT amortizations and a portion of catch-up period EADIT. A bill credit of $11 million annually for two years returns to customers the
remainder of the EADIT catch-up period amortization. The catch-up period of January 1, 2018 through December 31, 2020 covers the period from when the lower federal corporate income tax rate went
into effect until new base rates went into effect and will be amortized over two years.

Pending General Rate Case Filings
On February 10, 2022, the Company’s Illinois subsidiary filed a general rate case requesting $71 million in additional annualized revenues excluding proposed reductions for EADIT as a result of

TCJA and infrastructure surcharges.

On January 14, 2022, the Company’s New Jersey subsidiary filed a general rate case requesting $110 million in additional annualized revenues excluding proposed reductions for EADIT as a
result of TCJA and infrastructure surcharges.

On December 1,  2021, the Company’s Kentucky subsidiary filed a wastewater rate case requesting additional  revenues of $1 million,  excluding proposed reductions for EADIT as a result  of
TCJA. The Company requested a four-step rate increase for their wastewater operations with effective dates of June 1, 2022, June 1, 2023, June 1, 2024 and June 1, 2025 for annual amounts of less than
$1 million each year. The Company filed their wastewater case under the alternative rate filing process for smaller utilities which calculates an operating ratio of 88% rather than a return on equity.

On November 15, 2021, the Company’s Virginia subsidiary filed a general rate case requesting $15 million in additional annualized revenues excluding proposed reductions for EADIT as a result
of TCJA.

On August 18, 2021, the Company’s Hawaii subsidiary filed a general rate case requesting $2 million in additional annualized revenues excluding proposed reductions for EADIT as a result of
TCJA.

On April 30, 2021, the Company’s West Virginia subsidiary filed a general rate case requesting $32 million in annualized incremental revenues excluding proposed reductions for EADIT as a
result of TCJA and infrastructure surcharges. The proposed EADIT reduction in revenues is $1 million and the exclusion for infrastructure surcharges is $10 million. Intervenor testimony was received
on September 20, 2021. The Company’s rebuttal testimony was filed on October 5, 2021. Hearings were conducted on November 3 and 4, 2021. A final order is expected no later than February 24,
2022.

The Company’s California subsidiary submitted its application on May 3, 2021 to set its cost of capital for 2022 through 2024. According to the CPUC’s process, a decision is expected to be
issued, setting the authorized cost of capital in the third quarter of 2022.
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City of Hawthorne GRC filing

Cal Water operates the City of Hawthorne’s water system under a lease agreement that was originally entered into on August 9,
2011. As part of the agreement, Cal Water can request rate increases but requires city council approval for any rate request to take
effect. Cal Water has not increased rates since 2017 and Cal Water has seen significant increases in costs since then. Cal Water
requested rate increases of 11.7% in 2020, 11.6% in 2021, and 11.6% in 2022. On August 27, 2019, the rate increases were approved
via resolution 8123. The first rate increase became effective on January 1, 2020.

2017 Cost of Capital Application

In April of 2017, Cal Water, along with three other water utilities, filed an application to adopt a new cost of capital and capital
structure for 2018. On March 22, 2018, the CPUC adopted a revised decision in the cost of capital proceeding for Cal Water and three
other water utilities for the years 2018, 2019, and 2020, establishing for Cal Water a 9.20% return on equity and a 5.51% cost of debt,
with a capital structure of 46.60% long-term debt and 53.40% common equity, and an authorized return on rate base of 7.48%,
compared with Cal Water’s prior return on equity of 9.43%, cost of debt of 6.24%, and authorized return on rate base of 7.94%. The
adopted capital structure did not change. The adopted returns on debt and equity reduced Cal Water’s 2018 adopted revenue by
approximately $6.9 million. The CPUC also authorized continuation of the water cost of capital adjustment mechanism, which provides
for an adjustment in the return on equity if the cost of long-term debt as defined by an index of utility debt rates varies from the most
recent index by 100 basis points or more in 2019 and 2020.

On March 30, 2018, Cal Water submitted an advice letter that established the Cost of Capital Memorandum Account (CoC MA)
to track the difference between current rates and rates based upon the new cost of capital adopted by the CPUC as if the new cost of
capital had been in effect beginning January 1, 2018.

In May of 2018, Cal Water submitted an advice letter to adopt the new cost of capital and capital structure for 2018 in customer
rates. The annual adopted gross revenue reduction associated with the May 2018 filing was $6.9 million. The new rates became
effective on July 1, 2018.

In 2018, Cal Water recorded a $3.0 million regulatory liability due to the CoC MA. The regulatory liability was for the revenue
reduction that Cal Water recorded for the first six months of 2018 during which the new cost of capital and capital structure were yet to
be adopted in customer rates. In April of 2019, Cal Water submitted an advice letter to refund the full balance of the cost of capital
memorandum account of $3.0 million. The new rates became effective April 15, 2019.

2020 Cost of Capital Application

By order of the CPUC in its rate case plan for water utilities, Cal Water and three other large water companies are required to
request a review of their cost of capital for 2021 through 2023 by May 1, 2020. On January 22, 2020, Cal Water and the three other
scheduled companies requested that the CPUC allow a one-year extension to file their Cost of Capital applications by May 1, 2021,
rather than May 1, 2020. As part of the request, the companies proposed that there be no changes to their respective costs of capital
during the one-year extension. This condition mirrors the condition included in the CPUC’s previous approvals of the water companies’
requests for cost of capital extensions. The companies indicated that postponing the filing one year will alleviate administrative
processing costs and provide relief for both CPUC and company resources already strained by numerous CPUC proceedings. As of
February 27, 2020, there has been no response or order from the CPUC in response to the request.

2018 Tax Accounting Memorandum Account (TAMA)

On December 22, 2017, the CPUC sent a letter to All Class A and B Water and Sewer Utilities on the subject of “Changes in
Federal Tax Rates for 2018.” The CPUC required Cal Water to establish a memorandum account to track the impact of the TCJA on
Cal Water. The TAMA will track the revenue requirement impact of the TCJA not otherwise reflected in rates from January 1, 2018
until current rates are modified to reflect all impacts of the TCJA. The Hawaii Water, Washington Water, and New Mexico Water
Commissions have similar requirements to track the impact of the changes to the federal tax law. In 2018, the Company recorded a
$5.4 million regulatory liability due to the changes required by the TCJA. The regulatory liability was for the revenue reduction that
the Company recorded for the first six months of 2018 during which the new federal corporate income tax rate was yet to be adopted
in customer rates.
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Rate Base Offset Requests

For construction projects authorized in GRCs as advice letter projects, Cal Water is allowed to request rate base offsets to increase revenues after the
project goes into service. In July of 2020, Cal Water submitted an advice letter to recover $9.0 million of annual revenue increase for a rate base offset in one of
its regulated districts. The new rates were implemented on February 1, 2021.

In November of 2021, Cal Water submitted an advice letter to recover $0.2 million of annual revenue increase for a rate base offset in one of its regulated
districts. The new rates were implemented on January 1, 2022.

WRAM/MCBA Filings

In April of 2021, Cal Water submitted an advice letter to true up the revenue under-collections for the 2020 annual WRAMs/MCBAs of its regulated
districts. A net under-collection of $39.6 million is being recovered/refunded from/to customers in the form of 12, 18, and greater-than-18-month surcharges and
6 and 12-month surcredits. The new rates incorporate net WRAM/MCBA balances that were previously approved for recovery, and were implemented on April
15, 2021.

Interim Rates Memorandum Account

The 2018 GRC was approved in December of 2020. Final rates for the 2018 GRC were implemented as of February 1, 2021. As a result, Cal Water
calculated and recorded a regulatory asset of $55.7 million and a corresponding increase to revenue for the difference between final rates and interim rates for
the 13-month period January 1, 2020 to January 31, 2021. Cal Water also recorded a regulatory liability of $1.6 million and a corresponding decrease to
regulatory assets for LIRA and RSF program credits that would have been given to customers had the rate case been approved on time.

In the second quarter of 2021, Cal Water submitted advice letters to request amortization of the IRMA. The new rates were implemented on June 15, 2021.
The net under collection of IRMA is being recovered/refunded in the form of 13, 18, 24, and 36-month surcharges and 13-month surcredits.

2015 GRC PCBA and HCBA Filings

During the first six months of 2021, Cal Water submitted advice letters to amortize the PCBA and HCBA from the 2015 GRC that tracked the difference
between adopted and actual costs for the period of 2017-2019. For the PCBA, $21.3 million is being recovered from customers in the form of 12 and 24-month
surcharges as actual pension costs during 2017-2019 were higher than the adopted pension costs. For the HCBA, $4.3 million is being refunded to customers in
the form of 12 month surcredits as actual health care costs during 2017-2019 were lower than the adopted health care costs. The new rates were implemented on
June 15, 2021.

Cost of Capital Application

By order of the CPUC in its rate case plan for water utilities, Cal Water and three other large water companies (scheduled companies) were required to
request a review of their cost of capital for 2021 through 2023 by May 1, 2020. On January 22, 2020, Cal Water and the scheduled companies requested the
CPUC to allow a one-year extension to file their Cost of Capital applications by May 1, 2021, rather than May 1, 2020. As part of the request, the companies
proposed that there be no changes to their respective costs of capital during the one-year extension. This condition mirrored the condition included in the
CPUC’s previous approvals of the water companies’ requests for cost of capital extensions. The companies indicated that postponing the filing one year would
alleviate administrative processing costs and provide relief for both CPUC and company resources already strained by numerous CPUC proceedings. On March
11, 2020, the CPUC granted Cal Water and the scheduled companies an extension to May 1, 2021 to file their cost of capital application. As the filing due date
fell on a weekend, the filing was due on the following business day of May 3, 2021.

On May 3, 2021, Cal Water filed its required application with the CPUC to review its cost of capital for 2022 through 2024. Cal Water requested a return
on equity of 10.35%, a cost of debt of 4.23%, and a 53.4% equity capital structure. The CPUC will evaluate the proposal along with proposals of other parties,
and in accordance with its standard process, is currently expected to issue a decision in the third quarter of 2022. In past rate proceedings, the Commission has
made rates retroactive to the first day of the original test period, which in this case is January 1, 2022.

California Drought Memorandum Account (DRMA)

In June of 2021, Cal Water submitted advice letters to request a DRMA to track the incremental operational and administrative costs incurred to further
implement updated Rule 14.1 for voluntary conservation measures and Schedule 14.1 for mandatory rationing measures, including activities related to enhanced
conservation efforts, staffing, and capital expenditures to ensure a safe, reliable supply of water. The DRMA would also track monies paid by customers for
fines,
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derived from the quoted prices in active markets of the underlying securities and are not classified within the fair value 
hierarchy.     

o Hedge / diversifying strategies, which consist of a multi-manager fund vehicle having underlying exposures that collectively 
seek to provide low correlation of return to equity and fixed income markets, thereby offering diversification.  As a multi-
manager fund investment, NAV is derived from underlying manager NAVs, which are derived from the quoted prices in 
active markets of the underlying securities and are not classified within the fair value hierarchy.     

o Credit, which consist of certain opportunistic, return-oriented credits which primarily include below investment grade bonds 
(i.e. high yield bonds), bank loans, and securitized debt.  Credits are valued using the NAV per fund share, derived from 
either quoted prices in active markets of the underlying securities, or less active markets, or quotes of similar assets, and are 
not classified within the fair value hierarchy.   

� Liability Hedging Assets – Investments in liability hedging assets consist of funds investing in high-quality fixed income (i.e. U.S. 
Treasury securities and government bonds), and for funds for which market quotations are readily available, are valued at the last 
reported closing price on the primary market or exchange on which they are traded.  Funds for which market quotations are not 
readily available, are valued using the NAV per fund share, derived from the quoted prices in active markets of the underlying 
securities and are not classified within the fair value hierarchy.        

� Cash and Cash Equivalents – Investments in cash and cash equivalents are comprised of both uninvested cash and money market 
funds.  The uninvested cash is valued based on its carrying value, and the money market funds are valued utilizing the net asset value 
per unit obtained from published market prices.

 
Funding requirements for qualified defined benefit pension plans are determined by government regulations and not by accounting 
pronouncements.  In accordance with funding rules and the Company’s funding policy, during 2021 our pension contribution is expected to 
be $14,775.  
 
The Company has a 401(k) savings plan, which is a defined contribution plan and covers substantially all employees.  The Company makes 
matching contributions that are based on a percentage of an employee’s contribution, subject to specific limitations, as well as, non-
discretionary contributions based on eligible hourly wages for certain union employees, discretionary year-end contributions based on an 
employee’s eligible compensation, and employer profit sharing contributions.  Participants may diversify their Company matching account 
balances into other investments offered under the 401(k) savings plan.  The Company’s contributions, which are recorded as compensation 
expense, were $15,445, $6,259, and $6,096, for the years ended December 31, 2020, 2019, and 2018, respectively.   
 
Note 17 –Rate Activity
 
On October 26, 2020, the Company’s water and wastewater utility operating divisions in North Carolina received an order from the North 
Carolina Utilities Commission resulting in an increase of $3,426 in annual revenue, and new rates went into effect on October 26, 2020.  
 
On June 7, 2012, Aqua Pennsylvania reached a settlement agreement in its rate filing with the Pennsylvania Public Utility Commission, 
which in addition to a water rate increase, provided for a reduction in current income tax expense as a result of the recognition of qualifying 
income tax benefits upon Aqua Pennsylvania changing its tax accounting method to permit the expensing of qualifying utility asset 
improvement costs that historically have been capitalized and depreciated for book and tax purposes.  In December 2012, Aqua Pennsylvania 
implemented this change which provides for the flow-through of income tax benefits that resulted in a substantial reduction in income tax 
expense and greater net income and cash flow.  This change allowed Aqua Pennsylvania to suspend its water Distribution System 
Improvement Charges in 2013 and lengthen the amount of time until the next Aqua Pennsylvania rate case.  Beginning on October 1, 2017, 
Aqua Pennsylvania initiated a water infrastructure rehabilitation surcharge for the capital invested since the last rate proceeding and in 
August 2018 filed for a base rate increase in water and wastewater rates for its customers.  In May 2019, the Company received an order 
from the Pennsylvania Public Utility Commission, resulting in an increase of $47,000 in 
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annual revenue, and new rates went into effect on May 24, 2019.  The rates in effect at the time of the filing also included $29,493 in 
Distribution System Improvement Charges (“DSIC”), which was 7.5% above prior base rates.  Consequently, the aggregate base rates 
increased by $76,493 since the last base rate increase and the DSIC was reset to zero.  Revenues from this rate increase realized in the year of 
grant were approximately $28,396.  Additionally, in the May 2019 Aqua Pennsylvania rate order, base rates are designed with $158,865 of 
tax benefits assumed for qualifying utility asset improvement costs, subject to $3,000 either above or below this target amount.  To the extent 
actual tax benefits are outside this range, tax benefits will either be deferred or accrued, and settled in the next rate filing.         
 
In December 2018, the Company’s operating subsidiary in New Jersey filed for a base rate increase in water rates for its customers.  In May 
2019, the Company received an order from the New Jersey Board of Public Utilities, resulting in an increase of $5,000 in annual revenues, 
and new rates went into effect on June 1, 2019.  Revenues from this rate increase realized in the year of grant were approximately $2,917.  
 
In addition to the North Carolina, Pennsylvania, and New Jersey rate awards noted above, the Company’s operating subsidiaries were 
allowed annualized rate increases of $4,480 in 2020, $974 in 2019, and $11,558 in 2018, represented by five, two, and five rate decisions, 
respectively.  Revenues from these rate increases realized in the year of grant were approximately $1,594, $974, and $7,270 in 2020, 2019, 
and 2018, respectively. 
 
Seven states in which the Company operates permit water utilities, and in seven states wastewater utilities, to add a surcharge to their water 
or wastewater bills to offset the additional depreciation and capital costs related to infrastructure system replacement and rehabilitation 
projects completed and placed into service between base rate filings.  Currently, Pennsylvania, Illinois, Ohio, Indiana, Virginia, New Jersey, 
and North Carolina allow for the use of an infrastructure rehabilitation surcharge for both water and wastewater utility systems.  Additionally, 
Pennsylvania and Kentucky allow for the use of an infrastructure rehabilitation surcharge for natural gas utility systems.  The surcharge for 
infrastructure system replacements and rehabilitations is typically adjusted periodically based on additional qualified capital expenditures 
completed or anticipated in a future period, is capped as a percentage of base rates, generally at 5% to 12.75%, and is reset to zero when new 
base rates that reflect the costs of those additions become effective or when a utility’s earnings exceed a regulatory benchmark.  The 
surcharge for infrastructure system replacements and rehabilitations provided revenues in 2020, 2019, and 2018 of $13,039, $16,007, and 
$31,836, respectively.
 
Note 18 – Segment Information
 
On March 16, 2020, the Company completed the Peoples Gas Acquisition, marking the Company’s entrance into the regulated natural gas 
business.  The operating results of Peoples are included in the consolidated financial statements for the period since the acquisition date.  As 
a result, the Company now has twelve operating segments and two reportable segments.  The Regulated Water segment is comprised of eight 
operating segments representing its water and wastewater regulated utility companies, which are organized by the states where the Company 
provides water and wastewater services.  The eight water and wastewater utility operating segments are aggregated into one reportable 
segment, because each of these operating segments has the following similarities: economic characteristics, nature of services, production 
processes, customers, water distribution or wastewater collection methods, and the nature of the regulatory environment.  The Regulated 
Natural Gas segment is comprised of one operating segment representing natural gas utility companies, acquired in the Peoples Gas 
Acquisition, for which the Company provides natural gas distribution services.
 
In addition to the Company’s two reportable segments, we include three of our operating segments within the Other category below.  These 
segments are not quantitatively significant and are comprised of our non-regulated natural gas operations, Aqua Infrastructure, and Aqua 
Resources.  Our non-regulated natural gas operations consist of utility service line protection solutions and repair services to households and 
the operation of gas marketing and production entities.  Prior to our October 30, 2020 sale of our investment in joint venture, Aqua 
Infrastructure provided non-utility raw water supply services for firms in the natural gas drilling industry.  Aqua Resources offers, through a 
third party, water and sewer service line protection solutions and repair services to households.  In addition to these segments, Other is 
comprised of business activities not included in the reportable segments, corporate costs that have not been allocated to the Regulated Water 
and Regulated Natural Gas segments, and intersegment eliminations.  Corporate costs include 
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Note 17 –Rate Activity
 

On August 20, 2021, Aqua Pennsylvania, filed an application with the Pennsylvania Public Utility Commission designed to increase water 
and wastewater rates by $97,685 or 17.9% on an annual basis. The Company anticipates a final order to be issued by May 2022. 
 
In May 2019, the Pennsylvania Public Utility Commission granted Aqua Pennsylvania a water and wastewater increase designed to increase 
total operating revenues by $47,000 on an annual basis, and new rates went into effect on May 24, 2019.  The rates in effect at the time of the 
filing also included $29,493 in Distribution System Improvement Charges (“DSIC”), which was 7.5% above prior base rates.  Consequently, 
the aggregate base rates increased by $76,493 since the last base rate increase and the DSIC was reset to zero.  Revenues from this rate 
increase realized in the year of grant were approximately $28,396.  Additionally, in the May 2019 Aqua Pennsylvania rate order, base rates 
were designed with $158,865 of tax benefits to be flowed-through to income for qualifying utility asset improvement costs, subject to $3,000 
either above or below this target amount.  To the extent actual tax benefits are outside this range, tax benefits will either be deferred or 
accrued, and settled in the next rate filing. 
 
On October 26, 2020, the Company’s water and wastewater utility operating divisions in North Carolina received an order from the North 
Carolina Utilities Commission resulting in an increase of $3,426 in annual revenue, and new rates went into effect on October 26, 2020.  
 
In May 2019, the Company’s operating subsidiary in New Jersey received an order from the New Jersey Board of Public Utilities, resulting 
in an increase of $5,000 in annual revenues, and new rates went into effect on June 1, 2019.  Revenues from this rate increase realized in the 
year of grant were approximately $2,917.  
 
In addition to the Pennsylvania, North Carolina, and New Jersey rate awards noted above, the Company’s operating subsidiaries were 
allowed annualized rate increases of $3,390 in 2021, $4,480 in 2020, and $974 in 2019, represented by six, five, and two rate decisions, 
respectively.  Revenues from these rate increases realized in the year of grant were approximately $2,995, $1,594, and $974 in 2021, 2020, 
and 2019, respectively. On January 3, 2022, the Company’s natural gas operating division in Kentucky received an order from the Kentucky 
Public Service Commission resulting in an increase of $5,238 in annual revenues, and new rates went into effect on January 4, 2022.
 
Rate cases are also underway for certain of our water and wastewater utility operating divisions in Ohio.
 
Eight states in which the Company operates permit water and wastewater utilities to add a surcharge to their water or wastewater bills to 
offset the additional depreciation and capital costs related to infrastructure system replacement and rehabilitation projects completed and 
placed into service between base rate filings.  Additionally, Pennsylvania and Kentucky allow for the use of an infrastructure rehabilitation 
surcharge for natural gas utility systems.  The surcharge for infrastructure system replacements and rehabilitations is typically adjusted 
periodically based on additional qualified capital expenditures completed or anticipated in a future period, is capped as a percentage of base 
rates, generally at 5% to 12.75%, and is reset to zero when new base rates that reflect the costs of those additions become effective or when a 
utility’s earnings exceed a regulatory benchmark.  The surcharge for infrastructure system replacements and rehabilitations provided revenues 
in 2021, 2020, and 2019 of $33,771, $13,039, and $16,007, respectively.
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Competition

Our business in our franchised service areas is substantially free from direct competition for growth with other public utilities, municipalities and other
entities. However, our ability to provide contract wholesale water supply and operations and maintenance services that are not under the jurisdiction of a
state public utility commission is subject to competition from other public utilities, municipalities and other entities. Although Tidewater has been granted
exclusive franchises for its existing community water systems, the ability to expand service areas can be affected by the Delaware Public Service
Commission (DEPSC) awarding franchises to other regulated water utilities with whom we compete for such franchises and for projects.

Regulation

Our rates charged to customers for utility services, the quality of the services we provide and certain other matters are regulated by the NJBPU and DEPSC
(collectively, the Utility Commissions).

Our USA, USA-PA and White Marsh subsidiaries are not regulated public utilities as related to rates and service quality. However, they are subject to
federal and state environmental regulations with respect to water quality and wastewater effluent quality to the extent such services are provided.

We are subject to environmental and water quality regulation by the following regulatory agencies (collectively, the Government Environmental Regulatory
Agencies):

• United States Environmental Protection Agency (USEPA);

• New Jersey Department of Environmental Protection (NJDEP) with respect to operations in New Jersey; and

• Delaware Department of Natural Resources and Environmental Control, the Delaware Department of Health and Social Services-Division of
Public Health (DEDPH), and the Delaware River Basin Commission (DRBC) with respect to operations in Delaware.

In addition, our issuances of equity securities are subject to the prior approval of the NJBPU and require registration with the SEC. Our issuances of long-
term debt securities are subject to the prior approval of the appropriate Utility Commissions.

Regulation of Rates and Services

For regulated rate setting purposes, we account separately for our regulated utility operations to facilitate independent rate setting by the applicable Utility
Commissions.

In determining our regulated utility rates, the respective Utility Commissions consider the revenue, expenses and utility infrastructure used and useful in
providing service to the public. Rate determinations by the respective Utility Commissions do not guarantee achievement to us of specific rates of return
for our regulated utility operations. Thus, we may not achieve the rates of return authorized by the Utility Commissions. In addition, there can be no
assurance that any future rate increases will be granted or, if granted, that they will be in the amounts requested.

Middlesex Rate Matters

In December 2021, Middlesex’s petition to the NJBPU seeking permission to increase its base water rates was concluded, based on a negotiated settlement,
resulting in an expected increase in annual operating revenues of $27.7 million. The approved tariff rates were designed to recover increased operating
costs as well as a return on invested capital of $513.5 million, based on an authorized return on common equity of 9.6%. The increase is being implemented
in two phases with $20.7 million of the increase effective January 1, 2022 and the remaining $7.0 million effective January 1, 2023. As part of the
negotiated settlement, the Purchased Water Adjustment Clause (PWAC), which is a rate mechanism that allows for recovery of increased purchased water
costs between base rate case filings, was reset to zero.
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Item 1. Business
General Development of Business

SJW Group was initially incorporated as SJW Corp. in the state of California on February 8, 1985. SJW Group is a holding company with four wholly-owned
subsidiaries:

• San Jose Water Company (“SJWC”) with its headquarters located at 110 West Taylor Street in San Jose, California 95110, was originally
incorporated under the laws of the State of California in 1866. As part of a reorganization on February 8, 1985, SJWC became a wholly owned
subsidiary of SJW Group. SJWC is a public utility in the business of providing water service to approximately 231,000 connections that serve a
population of approximately one million people in an area comprising approximately 139 square miles in the metropolitan San Jose, California
area.

• SJWNE LLC, a Delaware limited liability company, was formed in 2019, and is a wholly-owned subsidiary of SJW Group. SJWNE LLC is a
special purpose entity established to hold SJW Group’s investment in Connecticut Water Service, Inc. Connecticut Water Service, Inc. with its
headquarters located in Clinton, Connecticut was incorporated in 1974 in the State of Connecticut. As part of the merger transaction between
SJW Group and Connecticut Water Service, Inc. on October 9, 2019, Connecticut Water Service, Inc. and its subsidiaries (“CTWS”) became a
wholly-owned subsidiary of SJWNE LLC. Connecticut Water Service, Inc. is a holding company with four wholly-owned subsidiaries. The
Connecticut Water Company (“Connecticut Water”) and The Maine Water Company (“Maine Water”) are public utilities in the business of
providing water service to approximately 140,000 connections that serve a population of approximately 456,000 people in 81 municipalities
throughout Connecticut and Maine and more than 3,000 wastewater connections in Southbury, Connecticut. The remaining two subsidiaries are
Chester Realty, Inc., a real estate company in Connecticut, and New England Water Utility Services, Inc. (“NEWUS”), which provides contract
water and sewer operations and other water related services.

• SJWTX, Inc. was incorporated in the State of Texas in 2005. SJWTX, Inc. is doing business as Canyon Lake Water Service Company
(“CLWSC”). CLWSC is a public utility in the business of providing water service to approximately 24,000 service connections that serve
approximately 70,000 people. CLWSC’s service area comprises more than 266 square miles in the southern region of the Texas Hill Country in
Bandera, Blanco, Comal, Hays, Kendall, Medina and Travis counties, the growing region between San Antonio and Austin, Texas. SJWTX, Inc.
has a 25% interest in Acequia Water Supply Corporation (“Acequia”). Acequia has been determined to be a variable interest entity within the
scope of Financial Accounting Standards Board (“FASB”) Accounting Standard Codification (“ASC”) Topic 810, “Consolidation” with
SJWTX, Inc. as the primary beneficiary. As a result, Acequia has been consolidated with SJWTX, Inc. On December 17, 2021, CLWSC
completed its acquisition of Kendall West Utility and Bandera East Utility, companies that provide water services, including wastewater and
recycled water services in Kendall, Bandera and Medina counties which are located in south central Texas. Kendall West Utility and Bandera
East Utility, together, added approximately 1,600 service connections that serve a population of approximately 5,000 people in a service area
approximately 19 square miles to CLWSC’s operations. SJWTX, Inc is undergoing a corporate reorganization to separate regulated operations
from non-tariffed activities. In November 2021, SJWTX Holdings, Inc. (“SJWTX Holdings”) and Texas Water Operation Services LLC
(“TWOS”) were formed for the purpose of effecting a corporate reorganization of our water services organization in Texas. TWOS was created
for non-tariffed operations and is wholly-owned by SJWTX Holdings. SJWTX Holdings is a wholly-owned subsidiary of SJW Group,
incorporated to hold the investments in SJWTX, Inc. and TWOS. In addition, in 2022, SJWTX Holdings intends to create a new subsidiary to
hold future wholesale water supply assets.

• SJW Land Company was incorporated in 1985. SJW Land Company owns undeveloped land in California and Tennessee and operates
commercial buildings in Tennessee.

Together, SJWC, Connecticut Water, CLWSC, Maine Water and NEWUS, are referred to as “Water Utility Services.”

SJW Land Company and and Chester Realty, Inc. are collectively referred to as “Real Estate Services.”

Regulation and Rates

Water Utility Services are subject to rate regulation based on cost recovery and meets the criteria of accounting guidance for rate-regulated operations, which
considers the timing of the recognition of certain revenues and expenses. SJW Group’s consolidated financial statements reflect the effects of the rate-making
process. The rate-making process is intended to provide revenues sufficient to recover normal operating expenses, provide funds for replacement of water
infrastructure and produce a fair and reasonable return on stockholder common equity. SJW Group’s regulated operations financing activity is designed to
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achieve capital structures consistent with regulatory guidelines in the locations where the companies operate. The following summarizes each state’s authorized
rates and capital structure as of December 31, 2021:

California Connecticut Texas (a) Maine (a)
Authorized capital structure (debt/equity) 47% / 53% 47% / 53% 37% / 63% 54% / 46%
Authorized return on equity 8.90% 9.00% 10.88% 9.81%
Authorized rate base (in millions) $958.9 $549.4 $43.3 $63.3
Estimated rate base at year-end (in millions) $1,023.1 $613.6 $95.1 $87.6

___________________________________
(a) Represents averages over water systems operating in the state.

California Regulatory Affairs

SJWC’s rates, service and other matters affecting its business are subject to regulation by the California Public Utilities Commission (“CPUC”).

Generally, there are three types of rate adjustments that affect SJWC’s revenue collection: general rate adjustments, cost of capital adjustments, and offset rate
adjustments. General rate adjustments are authorized in general rate case decisions, which usually authorize an initial rate adjustment followed by two annual
escalation adjustments. General rate applications are normally filed and processed during the last year covered by the most recent general rate case as required by
the CPUC in order to avoid any gaps in regulatory decisions on general rate adjustments.

Cost of capital adjustments are rate adjustments resulting from the CPUC’s usual tri-annual establishment of a reasonable rate of return for SJWC’s capital
investments.

The purpose of an offset rate adjustment is to compensate utilities for changes in specific pre-authorized offsettable capital investments or expenses, primarily for
purchased water, groundwater extraction, purchased power and pensions. Pursuant to Section 792.5 of the California Public Utilities Code, a balancing account
must be maintained for each expense item for which such revenue offsets have been authorized. Memorandum accounts track revenue impacts due to catastrophic
events, certain unforeseen water quality expenses related to new federal and state water quality standards, energy efficiency, water conservation during periods of
mandated water restrictions, water tariffs and other approved activities or as directed by the CPUC. The purpose of balancing and memorandum accounts is to
track the under-collection or over-collection associated with such expense changes and activities for future recovery or refund considerations.

On March 17, 2020, the CPUC ordered its regulated water utilities to halt customer disconnection activities in connection with the COVID-19 pandemic. On April
2, 2020, California Governor Gavin Newsom issued Executive Order N-42-20 suspending customer disconnection activities until further notice. On April 16, 2020,
the CPUC issued Resolution M-4842 directing utilities to implement emergency customer protections to assist customers such as waiving reconnection deposits,
offering payment arrangements, and suspending disconnections for nonpayment. This resolution was effective for up to one year, or April 15, 2021, with the option
to extend. On February 11, 2021, the CPUC approved Resolution M-4849 extending customer protections required in Resolution M-4842 through June 30, 2021.
The resolution also requires water utilities to develop a transition plan regarding shutoffs and terminations with customers once the moratorium ends. On April 1,
2021, SJWC filed Advice Letter 560 which includes such plan and the filing was approved on June 16, 2021. On June 11, 2021, Governor Newsom issued
Executive Order N-08-21 which initially ended the suspension on customer disconnection activities on September 30, 2021. On June 16, 2021, the CPUC directed
its regulated water utilities to extend the suspension on customer disconnection activities through September 30, 2021, in response to the Governor’s order. On
June 23, 2021, SJWC filed Advice Letter 565 to extend Resolution M-4849’s emergency customer protections through September 30, 2021. This advice letter was
approved on July 1, 2021. On July 20, 2021, the CPUC directed its regulated water utilities to continue to suspend customer disconnection activities until the
sooner of further notice and direction from the CPUC or until February 1, 2022. On September 23, 2021, Governor Newsom approved Senate Bill 155, which
included a provision extending the water shutoff moratorium through December 31, 2021.

SJWC filed Advice Letter No. 556 on November 16, 2020, with the CPUC requesting authorization to increase its revenue requirement by $11.8 million or 3.04%
in 2021 for the final escalation year authorized in our 2018 General Rate Case Decision No. 18-011-025 which established rates for 2019, 2020, and 2021. This
advice letter was approved on December 17, 2020, and new rates became effective January 1, 2021.

On January 4, 2021, SJWC filed General Rate Case Application No. 21-01-003 requesting authority for an increase of revenue of $51.6 million or 13.35% in 2022,
$16.9 million or 3.88% in 2023, and $19.2 million or 4.24% in 2024. The application also includes requests to recover $18.5 million from balancing and
memorandum accounts, authorization for a $435.0 million capital budget, further alignment between actual and authorized usage, and a shift to greater revenue
collection in the service charge.
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