Water Utilities & Finance: Getting Back to Business Post Pandemic

August 14, 2020

N

American Water Works
Association

Dedicated to the World's Most Important Resource®

AWWA FINANCE COMMUNITY | WEBINAR

WATER UTILITIES & FINANCE:

GETTING BACK TO BUSINESS POST PANDEMIC

AUG. 14 @ 11:00 AM-12:30 PM MT

1
2020 WEBINAR SPONSORS
=" NAPOLI
o B SHKOLNIK PLLC
WOODARD ATTORNEYS AT LAW
&CURRAN
LOGISTEC
M.E. ) IMPSON oot o
CO., Inc AGING WATER INFRASTRUCTURE
AY
2

Please consider the environment before printing.




Water Utilities & Finance: Getting Back to Business Post Pandemic
August 14, 2020

Webinar Moderator

Alex Seleznyov
Deal Advisory — Infrastructure
KPMG LLP

Alex is an experienced consultant and manager with KPMG's infrastructure advisory practice. For over a decade, he has consulted public sector
clients in the US and around the world, specializing in infrastructure finance, public-private partnerships, and economic development. Prior to
joining KPMG, Alex was one of the founding leaders of Deloitte’s P3 integrated market offering, where he played a key role in developing the

practice and growing the business. Alex is a FINRA licensed Investment Banking Representative (Series 79) and Uniform Securities Agent (Series
63) and completed his MBA at Georgetown University.

S \N

Enhance Your Webinar Experience

* Close
v Email Programs
v Instant messengers
v’ Other programs not in use

* GoToWebinar Support
https://support.logmeininc.com/gotowebinar?labelid=4al17cd95
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Webinar Survey

* Immediately upon closing the webinar

» Survey window opens

» Thank you!

A\N
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Products or Services Disclaimer
The mention of specific products or services in this webinar does not represent
AWWA endorsement, nor do the opinions expressed in it necessarily reflect the
views of AWWA
AWWA does not endorse or approve products or services
A\N
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Panel of Experts

=)
pq
Angela Bricmont Ted Chapman Steven Lewis
Chief Financial Officer Senior Director, Municipal and Director
Denver Water Cooperative Utility Group BlackRock

S&P Global Ratings

AN

Agenda

Pandemic to Get Back to Business
Angela Bricmont, Denver Water

Il. S&P Global Ratings
Ted Chapman, S&P Global Ratings

lll. A Closer Look at the Municipal Market
Steven Lewis, BlackRock

Time Permitting — Q&A

screen.

Please specify to whom you are addressing the question.

I. Using Integrated Resource Planning Tools During

Enter your question into the question pane at the lower right-hand side of the

AN
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USING INTEGRATED RESOURCE

PLANNING TOOLS DURING
PANDEMIC TO GET BACK TO

BUSINESS

Angela Bricmont
CFO
Denver Water

W )\
9
PURPOSE AND LEARNING OBJECTIVES
* Understand how scenario planning can be used during pandemic
« See simple decision-tools that can be used by anyone
» Learn one approach to incorporating scenario planning into the annual planning
process/budget
10 ‘\\
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AGENDA

* Overview of IRP elements used in COVID-19 scenario planning
» Development of planning scenarios

* Monitoring dashboard with indicators and triggers for action

» Use of financial modeling

 Establishment of Guiding Principles for responding to COVID-19
» Development of a toolbox of solutions

* Incorporation of scenarios into our normal annual planning process

1 ‘\\
11
COVID-19 RESPONSE USED ELEMENTS
FROM IRP SCENARIO PLANNING
Integrated Resource Planning Process
sﬂ‘v;éf_i it pomésouus
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POSSIBLE OUTCOMES

Scenario 2 Scenario 2.5

« Testing capabilities

« Development of
treatment and
vaccinations

« Unemployment rate

« Economic impacts

* Supply chain

« Customer usage/bad
debt

/ .

VIRUS AND ECONOMIC SCENARIOS IDENTIFIED A RANGE OF

Scenario 3

Scenarios reflected a variety of assumptions about the future so that
we could prepare a toolbox for possible outcomes

8/13/2020 13 ‘\\
13
MONITORING DASHBOARD DEVELOPED WITH INDICATORS
AND TRIGGERS THAT ARE ACTIONABLE
SDC Revenue
$3.0
-$12.0 “““ N‘\..i‘.
-$15.0 ~~h \~~‘ T
-518.0 N
8/13/2020 14 ‘\\
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Revenue - Water Sales % $
Revenue - SDC % $

Operating Reductions % $
Capital Reductions % $

Rate Increase %

Debt Service Coverage XX

%
%

%
%

$

%
XX

%
%

%
%

%
XX

$
$

$
$

IMPACTS MODELED FOR EACH SCENARIO TO MEET
TARGETED FINANCIAL METRICS

$ $
% $
% $
% $
%
XX

15 8/13/2020 ‘\\
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GUIDING PRINCIPLES & IMPACT/DIFFICULT ANALYSIS
DRIVE PROPOSED BUDGET REDUCTIONS
Impact/Difficulty analysis of Projects
Guiding Principle  Guiding Principle
#1 #2 o o
Difficult to Difficult to
Ensure ability to stop — low stop — high
deliver safe, impact impact
reliable drinking
water while
being cognizant
of the impact on
customers and
partners
Easy to Easy to
Guiding Principle  Guiding Principle stop — low stop — high
#3 #4 impact impact
- D) DENVER WATER
16
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MULTIPLE SOLUTIONS TO ADDRESS FINANCIAL IMPACTS
Toolbox of options developed Soluti
for each Scenario, with multiple ° ;'on
solution sets
Toolbox option 1 $ $ $
Toolbox option 2 $ $ $
Toolbox option 3 $ $ $
Toolbox option 4 $ $ $
Toolbox option 5 $ $ $
Toolbox option 6 $ $ $
$ $ $
8/13/2020
17 ‘\\
17
SCENARIO PLANNING FOLDED INTO ANNUAL
PLANNING PROCESS
Update Board on indicators and trends Twice Monthly
Update planning scenarios Quarterly
Update solution portfolios Ongoing
Review decisions that have policy implications with Board Ongoing
Incorporate scenarios into ongoing decision-making Alignment with Annual Planning
Calendar
D) DENVER WATER
8/13/2020
18
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SUMMARY

* IRP scenario planning tools help with decision-making during uncertain times
» Tools are simple and encourage collaboration across disciplines

* Incorporating scenario planning into annual planning process does not have to be
complex

A\
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Ted Chapman
S&P Global Ratings
+1(214) 871-1401
Theodore.Chapman@spglobal.com
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Decades of Job Growth Disappeared in Just Two Months

Total nonfarm payroll employees (millions)

160.0 Key Takeaways:

Economic fundamentals won't return
to pre-pandemic levels for at least
150.0 several years

High unemployment will persist
Spending by state and local

140.0 governments probably won’t even
keep up with inflation until beyond
2023
130.0 —~
120.0
110.0
.
100.0

S PP S TP S PSS SRS SRS S I A S S A L
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Sources: BLS and St. Louis FRED Indicates a recession
Remainder of 2020 thru 2023 reflects S&P Global Economics June 25, 2020 baseline forecast
S&P Global
Ratings 21
21
S&P Global Ratings’ Utility Revenue Bond Criteria: Management and
Governance Counts
—_— _
Economic Fundamentals Cash Flow / Financial Capacity
Affordability Cash Reserves
— RATING —
Operations
- Assets Condition
- Environmental Compliance Debt and Other Liabilities
- Climate Risks
Evaluation of Management Team
Industry Risk ) | Financial Management
Summary schematic only. See
https://www.standardandpoors.com/
for detailed criteria
S&P Global
Ratings 22
22
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Is ESG Really a New Concept to Drinking and Clean Water?

Natural resource stewardship > Environmental

Affordability, community

sensitivities, customer assistance

programs, employee safety and _

welfare v Social

Maintaining the integrity of the

infrastructure, assets and

. . . . . 1" Q
organization (including its > Governance
finances)
'2' Utility sector just calls this the
FI “Triple Bottom Line”
S&P Global
Ratings 23
23
BlackRock Municipal Fixed Income
August 2020
NOT FDIC INSURED
MAY LOSE VALUE
NO BANK GUARANTEE
The opinions expressed are as of August 2020 and may change as subsequent conditions vary. The information and opinions contained in this material are
derived from proprietary and non-proprietary sources deemed by BlackRock to be reliable, are not necessarily all inclusive and are not guaranteed as to
accuracy. Past performance is no guarantee of future results. There is no guarantee that any forecasts made will come to pass. Any investments named
within this material may not necessarily be held in any accounts managed by BlackRock. Reliance upon information in this material is at the sole discretion
of the reader.
FOR INSTITUTIONAL AND FINANCIAL PROFESSIONAL USE ONLY. NOT TO BE SHOWN OR DISTRIBUTED TST:{E\P‘U‘B‘[\;W e
24
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Municipal Market Overview

USRMHO0820U-1297709-2/8

25

Municipal Market Performance

Outperformers During Rally (3/20-7/31)

Total Return (%)

(20)

Total Return (%)

g
2
2

19.72
BO) gy 2621
Puerto Tobacco High Yield 888 Tobacco  Puerto  High Yield Long Bond 15 Year
Rico

Rico (22+)  (1217)

& & @Q’* N »

——Bloomberg Barclays Municipal Bond Index

Source: Bloomberg Barclays Indices, as 0f7/31/20.

Past performance is no guarantee of future results. Index performance is shown for illustrative purposes only. It is not possible to invest directly in an index.

BlackRock

FOR INSTITUTIONAL AND FINANCIAL PROFESSIONAL USE ONLY. NOT TO BE SHOWN OR DISTRIBUTED TO THE PUBLIC.
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Municipal Market Demand

o

Billion ($)

(10)
(15)

(20)
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ICI Fund Flows by Week

Source: Investment Company Institute (ICl), as of 7/31/20.

BlackRock

FOR INSTITUTIONAL AND FINANCIAL PROFESSIONAL USE ONLY. NOT TO BE SH

N OR DISTRIBUTED TO THE PUBLIC.

Municipal Market Liquidity
Primary Dealer Municipal Holdings
25 30
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mmmm Net Primary Dealer Municipal Positions Average
Source: Federal Reserve Bank of New York, BlackRock, as of 7/31/20.
as of 7/31/20.

BlackRock

FOR INSTITUTIONAL AND FINANCIAL PROFESSIONAL USE ONLY. NOT TO BE SH
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VRDN Inventory vs. SIFMA
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Source: Bloomberg, Bank of America, Securities Industry and Financial Markets Association (SIFMA),

R DISTRIBUTED TO THE PUBLIC.
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Municipal Market Supply
Issuance Composition by Month Bid Wanted Activity
Municipal Issuance Forecast
4,500
60 Period G(::‘S)’ Net (bn) 70%
YTD 237 36 4,000
50 60%
2020 412 56 3,500
50%
20 ; 3,000
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2 0% = = 2,500
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3 0% & 5 2000
20 1,500
20%
1,000
10
10% 500
0 0% 0
o ° S s N & S N o
2 @ @'b YQ @’Z’ W© N ’Le\/ '»Q'\,
mmm Tax-Exempt Issuance Taxable Issuance ——— Bid Wanted Par Amount
=% Taxable (RHS)
Source: SourceMedia, BlackRock, as of 7/31/20. Source: Bloomberg, BlackRock, as of 7/31/20.

BlackRock FOR INSTITUTIONAL AND FINANCIAL PROFESSIONAL USE ONLY. NOT TO BE SHOWN OR DISTRIBUTED TO THE PUBLIC.

Average

BlackRock FOR INSTITUTIONAL AND FINANCIAL PROFESSIONAL USE ONLY. NOT TO BE SHOWN OR DISTRIBUTED TO THE PUBLIC.
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Municipal Relative Valuations
Municipal / Treasury Ratios Taxable Municipal Performance
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Source: Refinitiv, Bloomberg, BlackRock, as of 7/31/20. Source: Bloomberg Barclays Indices, as of 7/31/20.
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Principal Risks

Bond prices fluctuate in value and could result in loss.

Typically, when interest rates rise, there is a corresponding decline in the market value of bonds.

Credit risk refers to the possibility that the issuer of the bond will not be able to make principal and interest payments.
Investments may be subject to the Federal Alternative Minimum Tax.

Distributions of capital gains are generally taxable. There may be less information available on the financial condition of issuers of municipal securities than for
public corporations.

Investments using derivatives, such as futures, options, swaps, or tender-option bonds, to hedge its investments or to seek to enhance returns. Investing in derivatives entails specific risks relating to
liquidity, leverage and credit that may reduce returns and/or increase volatilty.

The market for municipal bonds may be less liquid than for taxable bonds. Some transactions may give rise to a form of leverage. These transactions may expose the funds to greater risk and increase
their costs.

This information should not be relied upon as research, investment advice, or a recommendation regarding any products, strategies, or any security in particular. This material is strictly for illustrative,
educational, or information purposes and is subject to change.

The opinions expressed are as of 7/31/2020 and may change as subsequent conditions vary. The information and opinions contained in this material are derived from proprietary and non-proprietary
sources deemed by BlackRock to be reliable, are not necessarily all inclusive and are not guaranteed as to accuracy. Past performance is no guarantee of future results. There is no guarantee that any
forecasts made will come to pass. Any investments named within this material may not necessarily be held in any accounts managed by BlackRock. Reliance upon information in this material is at the
sole discretion of the reader.

Not FDIC Insured
May Lose Value
No Bank Guarantee

BLACKROCK is a registered trademark of BlackRock, Inc. or its subsidiaries in the United States and elsewhere. All other trademarks are those of their respective owners.
Prepared by BlackRock Investments, LLC, member FINRA

© 2020 BlackRock, Inc. All rights reserved.

BlackRock FOR INSTITUTIONAL AND FINANCIAL PROFESSIONAL USE ONLY. NOT TO BE SHOWN OR DISTRIBUTED TO THE PUBLIC.

Ask the Experts

‘i

YN

Angela Bricmont Ted Chapman Steven Lewis
Denver Water S&P Global Ratings BlackRock

Enter your question into the question pane at the lower
right-hand side of the screen.

Please specify to whom you are addressing the question.

32
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Upcoming Webinars:

* August 21

* FREE WEBINAR DISCUSSION: LEGAL ISSUES SURROUNDING THE
RETURN OF WORKERS AND CONTRACTORS POST-QUARANTINE:
WHAT WATER UTILITIES AND THE SECTOR NEED TO KNOW NOW

* 11:00 AM - 11:45 AM (Mountain)

View the full 2020 schedule at awwa.org/webinars

N
33
Thank you for Joining Today’s Webinar
* As part of your registration, you are entitled to an additional 30-day
archive access of today’s program.
* Until next time, keep the water safe and secure.
A\
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Presenter Biography Information

* Angela Bricmont is the CFO for Denver Water, responsible for accounting, budgeting, rate setting, treasury,
purchasing and records management. Prior to Denver Water, she spent 10 years as a consultant, assisting
public utilities across the U.S. with long-range financial planning. She has also worked in the
telecommunications field developing rates under a regulatory process with state commissions and the FCC.
ghe.has a bachelor’s degree in Finance and an MBA from the University of Denver, Daniels College of

usiness

* Ted Chapman is a Senior Director, Municipal and Cooperative Utility Group of S&P Global’s U.S. Public
Finance Infrastructure Group. He is part of the team that specializes in utilities, including municipal water
and sewer systems, public power, rural electric cooperatives, stormwater, natural gas and
telecommunications systems. Ted has also been the lead credit analyst for U.S. territories and
commonwealths, governmental-related entities, and local general governments across the United States.
Before joininF S&P Global, he served as the budget officer for the City of El Paso. Ted has a Bachelor of Arts
degree in political science from the University of Arizona and a Master of Public Administration degree from
the University of Texas at El Paso.

» Steven Lewis is a Director for BlackRock, Inc., and a member of the firm’s Municipal Bond team within
Blackrock’s Global Fixed Income group. He serves as a Credit Research Analyst focusing on essential service
sectors including water utilities. Prior to joining the credit research team, Steven served for 20 years as a
portfolio manager on BlackRock’s municipal money market desk. Steven’s service with the firm dates to
1988, including his years with Merrill Lynch Investment Managers (MLIM), which merged with BlackRock in
2006. Steven is a CFA charter holder and graduate of Union College (NY).

AN
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CE Credits (CEUs) and Professional
Development Hours (PDHs)

AWWA awards webinar attendees CEUs.

If you viewed this webinar live, you will receive a certificate through the AWWA
account associated with the email address you used to register.

If you viewed this webinar through a group registration, contact your proctor to log
your participation.

If you viewed this as an archive webinar, follow the directions included in your
archive webinar email to log your participation.

Certificates will be available on your AWWA account within 30 days of the webinar

36
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How to Print Your Certificate of Completion

Within 30 days of the webinar, login to www.awwa.org or register on
the website. If you are having problems, please email
educationservices@awwa.org

Once logged in, go to:
* My Account (click on your name in the top right corner)
* My Transcripts

* To print your official transcript, click Print list
* To print individual certificates, click Download Certificate

S )\
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