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Nirmal wondered aloud about screening water utilities, so I spent a few minutes on this.  Here’s what I came up with:

The screen:

Industry  = Water Utilities (14 companies)

ADR/ADS = false (only U.S. companies – excludes Vivendi)

Price  >= 5  (no penny stocks – Western Water is out at 19.5 cents/share)

We’re left with 12 Water Utilities.  The rest of the screen is cashflow/share, free cashflow/share, ROA, and ROE.  Starting off by setting a screening limit on each to reduce the field to 6 companies (50th percentile or better on all counts) leaves no candidates.  So I fiddled with it a bit…

To get 6 water utes past the free cashflow/share (fcfps) screen I had to set it at minus $1.35/share.  Only one company shows positive free cashflow in the last 12 months; unfortunately this company ranks 11 of 12 in cashflow/share…  I took cashflow/share out of the screen, passing all 12 companies on that count.  And I left the fcfps screen at ($1.35).  ROA is 3.1% or better; ROE is 10% or more.

Cashflow/share > 0  (all 12 companies)

Free cashflow/share > -$1.35 (6 companies)

ROA > 3.1% (6 companies)

ROE > 10% (6 companies)

Here are the data used to screen Water Utes
(sorted by cashflow/share):
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Philadelphia Suburban is over 20 times the size of Consolidated Water, with Yprk and Connecticut also at the small end.   Despite its CFPS, CWCO is the company showing positive FCFPS (remembering this is after dividends, and all are dividend-paying companies with yields around 3%).  CWCO also shows the best ROE (marginally) and a significantly stronger ROA (3 times higher, indicating a better use of all assets available).

Comparing business results (…_grapf.xls) like sales growth, net income, profit, gross margin, and cash:debt: Only CWCO grew sales/share in each of the last 4 Qs; only CWCO grew or maintained profits in each of the last 4 Qs; all four have added shares, diluting share price; CWCO’s cash:debt is significantly higher (0.8 versus 0.02 and lower); CWCO and CTWS show negative CCC (cash conversion cycle) by virtue of DPO (days payable outstanding) being longer than DSO (days sales outstanding) and DIO (days inventory outstanding) combined.  CCC is a means of measuring how effectively a business is being run (with comparisons meaningful amongst similar businesses); change in CCC (reducing it) can indicate positive changes in management effectiveness.

None of these four blow my socks off so far, but I would lean toward CWCO if forced to pick a water utility.

Comparing valuations (…_val.xls) 

The valuation comparison of these four is interestingly simplified in that three of the companies (CTSW, PSC, YORW) are essentially indistinguishable.  Comparing to CWCO:  Over the last 6 years CWCO’s PE, P/sales, P/cashflow has moved steadily from less than the others to now (only marginally) higher.  CWCO has reported free cashflow in 5 of the last 7 years where none of the other three has reported free cashflow in the last 7 years.  CWCO shows from twice to 5 times the available cash (quick and current ratios).  ROE is (consistently) slightly higher than the others; ROA is (again consistently) 3 times the others.

Conclusion:

In this analysis CWCO, though notably smaller than the other water utilities in this group, distinguishes itself by being better managed and more profitable, while providing a comparable dividend yield of 2.82% (versus 3.07, 2.52, and 3.25 for CTSW, PSC, and YORW respectively).  If we have a strong argument for investing in a water utility I would propose Consolidated Water Company CWCO.  (Nirmal?)

Kindly,


Mike

Morningstar note:  All of these companies are Morningstar classified as “utilities,” the same as our Edison holding.  Further, all are identified as “high yield” with the exception of CWCO, which is “classic growth.” Morningstar’s default scoring of this group ranks as follows:  CWCO (44), PSC (29), YORW (23), CTSW (11).  Hmmm.
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