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P R E S E N T A T I O N 

 

 

Operator: 

 

Good morning ladies and gentlemen. Thank you for standing by. Welcome to the Global Water 

Resources, Inc. 2017 Third Quarter Conference Call. At this time, all participants are in listen-only mode. 

Following the presentation, we will conduct a question-and-answer session. Instructions will be provided 

at that time for you to queue up for questions. If anyone has any difficulties during the conference please 

press star, and zero for Operator assistance at any time. I would like to remind everyone that this call is 

being recorded on November 09, 2017 at 1:00 p.m. Eastern time.  

 

I would now like to turn the conference over to Jeff Risenmay, Controller. Please go ahead.  

 

Jeff Risenmay: 

 

Good morning everyone. Thank you for joining us on our call today. Today, we issued our 2017 third 

quarter financial results by press release, a copy of which is available on our website at: 

www.gwresources.com. Speaking today is Ron Fleming, President and Chief Executive Officer, and Mike 

Liebman, Chief Financial Officer. Mr. Fleming will summarize the key events of the third quarter following 

which Mr. Liebman will review the financial results for the three and nine months ended September 30th, 

2017. Mr. Liebman and Mr. Fleming will be available for questions at the end of the call.  

 

Before we begin, I'd like to remind you that certain information presented today may include forward-

looking statements. Such statements reflect the Company's current expectations, estimates, projections 

and assumptions regarding future events. These forward-looking statements involve a number of 

assumptions, risks, uncertainty, estimates and other factors that could cause actual results to differ 

materially from those contained in the forward-looking statements. Accordingly, investors are cautioned 

not to place undue reliance on any forward-looking statements, which reflect Management's views as of 

to-date hereof and are not guarantees of future performance.  
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For additional information regarding factors that may affect future results, please read the sections Risk 

Factor and Management's Discussion and Analysis of Financial Conditions and Results of Operations 

included within our latest Form 10-K filed with the SEC. Such filings are also available at www.sec.gov. 

Certain non-GAAP measures may be included within today's call. For a reconciliation of these measures 

the comparable GAAP financial measure, please see the tables included in today's earnings release, 

which is available on our website. Unless otherwise stated, all amounts discussed are in U.S. dollars.  

 

Now, I’ll now turn the call over to Mr. Ron Fleming. 

 

Ron L. Fleming: 

 

Thank you, Jeff. Good morning everyone and thank you for joining us today. We are very pleased to 

report our third quarter and year-to-date 2017 results. Highlights include year-to-date total adjusted 

revenue, a non-GAAP metric increased $1.1 million or 5.1%. Growth was driven by an increase in active 

connections and approve rate increases combined with an increase in water consumption compared to 

prior year. Our total active connections increased to 38,536 at September 30, 2017. This is an increase of 

1,149 active connections since December 31, 2016. This represents a 4.1% annualized growth rate. Net 

income totaled $1.2 million or $0.06 per share and $1.8 million or $0.09 per share for the three and nine 

months ended September 30, 2017 respectively. Adjusted EBITDA, a non-GAAP metric was up $1.4 

million or 13.2% through the end of the third quarter. Cash and cash equivalents totaled $7.8 million at 

the end of the quarter, and finally this morning Global Water announced a dividend increase of nearly 

2.5%. The first dividend at the new monthly rate will be paid on December 29, 2017 to holders of record 

on December 15, 2017.  

 

Moving on, I wanted to highlight our progress on our accelerated capital improvement plan. In the third 

quarter, Global Water invested an additional $3.8 million of cash flow into the capital improvement 

program bringing the annual total capital improvement invested to $16.6 million. As a reminder these 

specific investments go towards deferring the Valencia condemnation tax liability by approximately 37% 

for each offsetting investment in similar or related in use assets within our existing utilities. Additionally in 

the third quarter, we received approval from the IRS of an extension to the end of 2018 of the time period 

in which such investments can be made. Although most of the accelerated capital improvements will be 

completed by the end of 2017, this means we will also receive a deferral for any capital improvement 

completed in 2018. 

 

Further, these expenditures represent investments that we expect to increase revenue, reduce expenses 

and build our rate base, and importantly these prudent capital investments into our existing utilities 

enhance the level of service that we provide to our customers and support the growth of the communities 

that we have the privilege to serve.  

 

Now, I wanted to highlight this growth further. In addition to the annual phasing of new rates, our utilities 

have seen steady, consistent organic growth since January of 2009. As noted earlier, we are currently 

realizing an annualized growth rate of 4.1%.  

 

Metro Phoenix single-family permit data remained very strong after coming in at 18,456 for 2016. The 

W.P. Carey School of Business, Greater Phoenix, Blue Chip Restate consensus panel projects nearly 

22,000 permits for 2017, an increase of approximately 19%. Permits for 2018 are forecasted to increase 

to nearly 25,000 and permits for 2019 are forecasted to increase 26,000 permits. The year-to-date permit 

data for the City of America Maricopa sub-market continues to be very strong as well. As a reminder, 

2016 saw a 56% percent year-over-year increase in permits. Year to date for 2017 we've realized a 77% 

increase in permits over 2016. This data suggests that we could see organic growth in excess of 4% for 
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the foreseeable future. Before turning the call over to Mike to review our Q3 2017 financial performance, I 

want to again lay out our primary objectives. 

 

Moving forward, Global Water will continue to meet our primary mandate to provide safe, reliable and 

sustainable service to our customers and partners while taking a disciplined approach to growth and 

value creation through the following means. We will work to grow recurring EBITDA by driving top line 

revenue growth while creating operational efficiencies and managing controllable expenses. With the 

completion of the accelerated capital improvement plan in 2017, which is intended to greatly reduce the 

Valencia condemnation tax liability, we intend to minimize cap ex in our existing utility while only the small 

portion of our cash flow to make targeted capital improvement as necessary. We will however look 

primarily to defer the remainder of the Valencia condemnation tax liability, our replacing assets through 

accretive acquisitions with consolidation benefits.  

 

Finally, we will routinely analyze our dividend policy with commitment to grow our reoccurring dividend as 

we execute this plan. This was demonstrated again this quarter. I will now turn the call over to Mike. 

 

Mike Liebman: 

 

Thank you, Ron. Hello everyone. Our discussion today refers to the consolidated financial information of 

the U.S. Company Global Water Resources, Inc. and all amounts discussed are in U.S. dollars.  

 

Total revenues for Q3 2017 were $8.5 million which was up $292,000 or 3.6% compared to Q3 of 2016. 

It's also worth noting this increase is due to a 4.1% organic connection growth and increased rates 

pursuant to the 2014 rate order. This is offset by decreased consumption which can be attributed to the 

higher precipitation in Q3 of 2017 compared to Q3 of 2016. Year to date total revenues through Q3 of 

2017 were $23.4 million which was up $823,000 or 3.6% compared to the same period in 2016. Adjusted 

revenue which removes Willow Valley was up $1.1 million or 5.1% compared to the same period in 2016. 

Operating expenses in Q3 of 2017 were $5.7 million compared to $5.3 million in Q3 of 2016. This is an 

increase of $369,000 or 7%. Notable changes in operating expenses included increased depreciation 

expense by 186,000 primarily due to increased capital investments made over the last year, increased 

general and administrative expenses by $271,000 which is primarily attributed to deferred compensation, 

professional fees and public Company related expenses.  These increases were offset by reduced on 

O&M expense of $88,000 primarily due to a reduction of related party contract fee.  

 

Year to date through Q3 of 2017, operating expenses were $17.8 million compared to $17.7 million in the 

same period of 2016. This is an increase of $74,000 or 0.4%. Notable changes in operating expenses 

included reduced related party contract fees by $312,000, reduced operating and maintenance costs by 

$270,000 primarily driven by a reduction in personnel and chemical costs. Increased general and 

administrative cost by $243,000 driven by higher professional fees and public companies with related 

expenses offset by a lower deferred compensation expense. An increased depreciation expense by 

$413,000 again driven by capital investments made over the last year. 

 

Turning to net income, Global Water had net income in Q3 of 2017 of $1.2 million or $0.06 per share 

compared to $1.3 million or $0.07 per share in Q3 of 2016. Year-to-date through Q3 of 2017, net income 

was $1.8 million compared to a net loss of $2.6 million in 2016. This $4.4 million improvement is primarily 

due to a $6.7 million reduction in interest expense, $749,000 improvement in operating income, $282,000 

increase in earnings from the growth premium related to our Valencia disposition and $239,000 

improvement in related party losses. These improvements were offset by a $954,000 one-time gain from 

the early payoff of our Sonoran acquisition liability in 2016 and the $2.6 million increase in income tax 

expense for 2017. 
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Adjusted EBITDA which adjusts for non-recurring events, option expense and our equity investment in 

FATHOM was $5.1 million in Q3 of 2017 which is up $157,000 or 3.2% compared to Q3, 2016. Year to 

date through Q3 of 2017, Adjusted EBITDA was $12.4 million compared to $10.9 million in the same 

period of 2016. This is an improvement of $1.45 million or 13.2% which is driven by the topline increases 

and operating expense reductions previously mentioned, as well as the $282,000 increase in the Valencia 

earn out. 

 

This concludes our update on Q3 2017 results. I'll now pass the call back to Ron. 

 

Ron L. Fleming: 

 

Thank you, Mike. I wanted to conclude today's call by highlighting Global Water's large service areas that 

surround our existing utility infrastructure and are strategically located along Metro Phoenix growth 

corridors. We do not talk about these large generally contiguous service areas often but due to a recent 

major announcement for Phoenix Arizona I wanted to do so today. As a reminder Global Water secured 

hundreds of square miles of future service area along growth corridors and in doing so put in place 

regional master plans in permitting that will allow us to provide our integrated service model for water, 

waste water and recycle water to these area. While the return of organic growth and accelerating housing 

permits within the footprint of our existing infrastructure has been the focus during the housing recovery, 

with the overall economic climate in Arizona improving significantly on all fronts, we have seen growth 

across all industries and job markets that are starting to push new development plans further out into 

these area. 

 

Just two days ago it was reported that the Bill and Melinda Gates Investment Group through an 

investment vehicle acquired 20,000 acres of a development called Belmont (phon) which is located 45 

minutes west of Downtown Phoenix. Belmont in a massive mixed use master plan community located in 

one of Global Waters Utilities subsidiary service area. In a statement the property owners said, Belmont 

would create a forward thinking community with a communication and infrastructure spine (phon) that 

embraces cutting edge technology designed around high speed digital networks, data centers, new 

manufacturing technology and distribution model, autonomous vehicles and autonomous logistics. 

 

This is very fresh news and there's not a lot of additional information available or that we can disclose at 

this point, but it is worth highlighting the land deal and a reported purchaser as it validates our long term 

belief and the potential of these areas that we secured prior to the global financial crisis. 

 

That highlight concludes our prepared remarks. Thank you. Mike and I are now available to answer your 

question. 

 

Operator: 

 

We will now begin the question-and-answer session. To join the question queue you may press star then 

one on your telephone keypad. You'll hear a tone acknowledging your request. If you're using a 

speakerphone, please pick up your handset before pressing any keys. To withdraw your question please 

press star, then two. We will pause or a moment as callers join the queue. 

 

The first question comes from Gerry Sweeney from Roth Capital. 

 

Gerry Sweeney: 

 

Good morning, Ron and Mike, how are you doing? 

 

Ron L. Fleming: 

http://www.viavid.com/


 

5 

ViaVid has made considerable efforts to provide an accurate transcription. There may be material errors, omissions, or inaccuracies in the 

reporting of the substance of the conference call. This transcript is being made available for information purposes only.  

1-888-562-0262  1-604-929-1352  www.viavid.com  

 

 

Global Water Resources, Inc. - Third Quarter 2017 Conference Call, November 09, 2017 

 

Good. Good morning, Gerry. How are you? 

 

Gerry Sweeney: 

 

I'm doing well. I wanted to circle back just about the last comments, I know you can't talk about it or 

there's not a whole lot of information but not being located in Phoenix, I want to get maybe a little bit more 

clarity. The Bill and Melinda Gates made an investment in Belmont which is West of Phoenix, is Belmont 

an existing development or is it a development that they want to build out? 

 

Ron L. Fleming: 

 

Yes, no. Good question. Currently there is no infrastructure, no residents, no customers of ours in this 

development, but it is an existing master planned community as far as entitlements go. As one of the few 

areas frankly in the country Belmont is one of the largest master planned communities in the country, it’s 

been put together over a few decades out there. We were part of that in the past. Obviously we've done 

the general regional planning and permitting work on the water and wastewater side. That project was a 

little bit shelved obviously with the Great Recession but it is fully entitled. It's a very large contiguous 

piece of land and a majority portion of it was sold to reportedly the Bill and Melinda Gates Foundation. 

 

Gerry Sweeney: 

 

If I think about it, Belmont is an existing master planned communities, it’s quite large, and you have some 

land that you haven’t franchised in that hasn’t been developed yet but is near or part of that eventual 

master planned community expansion, is that a way…  

 

Ron L. Fleming: 

 

Yes, just to clarify one more last time. Belmont currently as a whole doesn't have any infrastructure or 

customers, it's all only entitled which basically means from a land development process, it's got the 

necessary permits from the county etc.  It’s master plan for this mixed use purposes in the future. We 

have put together our servicing plan for the development but today there's currently no infrastructure and 

no customers. We have some of our smaller public water systems that are adjacent to these 

developments out in that area, but currently don't have any customers inside of it. 

 

Mike Liebman: 

 

Another thing to point out Gerry, the entire Belmont is all within our service area. 

 

Gerry Sweeney: 

 

Okay, so got it. Okay. Then jumping over the private letter ruling, obviously got the extension on the 

investment components, but there is also a component to the private letter ruling that allows you to make 

acquisitions in like kind asset, etc. When does that expire, and if you could help me remember, is there an 

option for an extension on that as well? 

 

Mike Liebman: 

 

Yes, it's a great question Gerry, and as Ron mentioned, we did get the one year extension only on the 

investments in our existing utility which had a two year cap and we got an extension for an additional year 

to make it three years total from the year of the sale. On the acquisition front, we get three years which 

would take us through the end of 2018 with the ability for one year extensions thereafter which we would 
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obviously seek. In our prior experience we've gotten five years on that front, and so we believe with our 

continued search out for an additional acquisition we would get something along the lines of five years if 

not more. 

 

Gerry Sweeney: 

 

Got it. How is the acquisition hunt going? Several hundred opportunities in Arizona just as much as you 

can sort of comment on that front. 

 

Ron L. Fleming: 

 

Yes, this Ron, I will take that. It's a little bit difficult to talk about that in too much detail, but generally your 

right, there are hundreds, and I think the number is actually 270, water companies in the State of Arizona. 

They're spread out through multiple classes or sizes, the Class A is the largest through Class B, C, D's 

and E’s. By the time you get to E's they are fairly small. We always have said and think that there's an 

opportunity from really the Class B level down to consolidate those utilities and bring them under one 

professional umbrella.  

 

As we've also noted before, this is the number one policy objective of the Arizona Corporation 

Commission. They've stated that for frankly decades now, but ultimately just last year, it was evident that 

this was their number one policy objective by a very specific policy ruling that the commissioner has put 

out, and that policy statement basically put several measures in place to incent utilities to finally 

consolidate those utilities at the Class B, C, D and E levels. Timing is good. We have obviously the 

deferred tax liability driver. The regulatory climate is kind of in the best place it's been we think with the 

policy statements that were made on that front end, and we're very active on it today. Since we're kind of 

bringing the accelerated cap ex plan to a close here this year, that will be our number one primary focus 

moving forward, at least for Mike and me. 

 

Gerry Sweeney: 

 

Then Mike did you mention how much the Valencia payments generated in the quarter for the… 

 

Mike Liebman: 

 

Yes I didn’t give you the specific dollar amount, I will get that for you right now. One second. It was royalty 

(inaudible) for the quarter. The quarter specifically were $450,000 and that compares to about $414,000 

over the prior year, so a $36,000 or 8.7% increase. 

 

Gerry Sweeney: 

 

Eight point seven percent, go it. That’s organic growth within Valencia, right? That's a… 

 

Mike Liebman: 

 

Yes. Just (inaudible), on the year-to-date front we're at about $1.1 million over the $58,000, so the 

$282,000 increase over last year is a 32.9% increase. While the quarter was up, it wasn’t up substantially 

as the entire year-to-date. 

 

Gerry Sweeney: 

 

Got it. Got it. Okay. Perfect. Let me see. Then just on the SG&A, a little lower than my model. I mean, the 

one variable that always kind of shifts thing around I believe it is the deferred comp that’s connected to 
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the stock price and stock price was flat maybe down a hair over the quarter so it reduced some of that 

impact on G&A or SG&A, is that correct? 

 

Mike Liebman: 

 

Yes, that is correct. I think we only recorded about a $130,000 in deferred compensation for Q3 and so 

that was probably down from what you projected. 

 

Gerry Sweeney: 

 

Got it. Perfect. All right, congrats—O&M, I mean it keeps getting better. How much do you have—I mean, 

two buckets, you have cost improvements and then you have organic growth that’s just sort of—that 

leverages the infrastructure. How much more do you have left on the cost control side other than we will 

just say, you know, you were always trying to get a little bit better (inaudible) and tackling, any larger 

chunks of opportunity left? 

 

Mike Liebman: 

 

Yes, I mean, I think we’ve captured the majority of that, to be honest, Gerry. I mean we will continue to try 

to find ways to continue to create new efficiencies, but we've—the team has done a great job of surfacing 

a lot of that value to this point. 

 

Ron L. Fleming: 

 

Yes, and I will add to that, I think Mike's right. We're not claiming that there's some major step function 

decreases that we can achieve moving forward, but we do think just from an economies of scale 

perspective and because of a lot of these capital improvements that we have just recently completed or 

will be completed through the remainder of this year. We do think and you connected the dots well, we do 

think there is the opportunity to have O&M growth flat, or if it is growing well below top line revenue 

growth, so we do think that proportionately, a large amount of any new revenue will drop down to the 

EBITDA line. 

 

Gerry Sweeney: 

 

Perfect. I really appreciate it. Congrats on a great quarter, guys. Thank you. 

 

Ron L. Fleming: 

 

Thank you. 

 

Operator: 

 

Once again, if you have a question, please press star, then one. 

 

Our next question comes from Brian Pow from Acumen Capital. 

 

Brian Pow: 

 

Good morning, Ron. Good morning, Mike. 

 

Ron L. Fleming: 
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Good morning, Brian. 

 

Mike Liebman: 

 

Hey, Brian. 

 

Brian Pow: 

 

I just wanted to follow-up a little bit more on the capital improvements. I got the sense that sort of Q4 is 

going to be a lot less than Q3 but maybe you could just give us a little bit of range on where you expect 

that number to come in for Q3, or Q4. 

 

Mike Liebman: 

 

Yes, I think that’s a great question Brian. I think it's kind of in that $2 million to $3 million for Q4, a big 

chunk of what has been spent year-to-date through Q3. 

 

Brian Pow: 

 

Okay, and then looking to next year, have you got sort of a base number you could give us, probably see 

it for next year? 

 

Mike Liebman: 

 

Yes, what we always like to do with that question is point to some of historical numbers. Prior to launching 

this accelerated cap ex plan, 2014 and 2015 we had two years where our cap ex averaged really $2 

million to $3 million, about $2.5 million. Having brought forward our five year cap ex plan within this 

accelerated window, just to be direct, we don’t have a lot of other stated capital improvements that we 

need to make in these utilities for the coming years. 

 

Maintenance cap ex has always historically being in these utilities less than $1 million and that's a 

function of the fact that these utilities are new, the assets are still relatively young and they're in good 

condition. Put maybe this cap ex together with just a few targeted capital improvements, and I think we 

will be near that historical number prior to the accelerated plan to $2.5 million - $3 million is I think is a 

good guess for the next few years. 

 

Brian Pow: 

 

Okay, great. Thank you, and then, with your discussion about Belmont, is there an opportunity there for 

you to spend some monies in the next couple of years that would help you differ some of that Valencia 

number, or what kind of things could you do to help defer it other than acquisitions? 

 

Ron L. Fleming: 

 

Yes, I think the two buckets are pretty clear cut. We know that’s—we actually went and got a private letter 

ruling to really clarify what type of investments into our existing plant, our existing utilities would qualify, 

and that PLR which is very specific is always so specific to a timeframe, and that timeframe in the rules 

was two years as Mike noted with the ability to extend for one year which we just got. We believe that 

three years is the cap on that. I suppose I never say never about anything, and if there's grounds and the 

ability to make an argument to extend that even further, we will make that and we have been fairly 

successful in the past. I wouldn't say never but we really are thinking about it. At the end of this coming 

year 2018 will be the end of that opportunity. 
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As Mike noted on the acquisition side, we have several more years and that roll is a bit more open about 

the number of extensions that you can get, so we feel good there.  

 

We don't believe circling back down to Belmont. This is a long term project. We don't know but we also 

don't believe that there will be major capital requirements in the next few years because it just takes 

longer than that to reposition the project which is what I think the new owners are trying to do based on 

the articles that are written. We'll be working with them to change master plans and address permitting 

and all those things but those are relatively soft capital cost. Before they require hard infrastructure in the 

ground, all that's going to have to be sorted out. I think it'll be several years even if they move forward 

rapidly. If they delay the project at all, it'll be three to five years right. Nothing in the coming years other 

than our efforts and activity to reposition the project, make sure we're ready to go when they are and 

that's the way I would look at it. 

 

Brian Pow: 

 

Okay. Thanks. Appreciate it. 

 

Operator: 

 

This concludes the question-and-answer session. I would like to turn the conference back over to Ron for 

closing remarks. 

 

Ron L. Fleming: 

 

Thank you, Operator. I'd like to thank all of those who participated in this call and for your continued 

interest in Global Water. Thanks and we look forward to speaking with you again. 

 

Operator: 

 

This concludes today's conference call. You may disconnect your lines. Thank you for participating and 

have a pleasant day. 
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