
 
UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

_____________

FORM 8-K
 _____________

CURRENT REPORT
Pursuant to Section 13 or 15(d)

of the Securities Exchange Act of 1934
 _____________

Date of Report (Date of earliest event reported): April 15, 2021
 _____________

Essential Utilities, Inc. 
(Exact Name of Registrant Specified in Charter)

 _____________

Pennsylvania 001-06659 23-1702594
(State or other jurisdiction 

of incorporation)
(Commission 
File Number)

(I.R.S. Employer 
Identification No.)

 
762 West Lancaster Avenue   
Bryn Mawr, Pennsylvania  19010-3489

(Address of principal executive offices)  (Zip Code)
 

Registrant’s telephone number, including area code: (610) 527-8000
 

Not Applicable
(Former name or former address, if changed since last report)

____________ 
 

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of the
following provisions:

o    Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

o    Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

o    Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

o    Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))

Securities registered pursuant to Section 12(b) of the Act:

Title of each class  Trading Symbol(s)  Name of each exchange on which registered
Common stock, $.50 par value  WTRG  New York Stock Exchange
6.00% Tangible Equity Units  WTRU  New York Stock Exchange

 
Indicate by check mark whether the registrant is an emerging growth company as defined in Rule 405 of the Securities Act of 1933 (§230.405 of this
chapter) or Rule 12b-2 of the Securities Exchange Act of 1934 (§240.12b-2 of this chapter).

Emerging growth company o

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new
or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. o

 



 

Explanatory Note
As previously reported in our Annual Report on Form 10-K for the year ended December 31, 2020, filed on March 1, 2021, on March 16, 2020, we

completed our acquisition of a natural gas distribution company consisting of Peoples Natural Gas Company LLC, Peoples Gas Company LLC, Peoples
Gas West Virginia, Inc., Peoples Gas Kentucky, Inc., and Delta Natural Gas Company Inc., expanding the Company’s regulated utility business to include
natural gas distribution. This acquisition is referred to as the “Peoples Gas Acquisition,” and collectively these businesses are referred to as “Peoples.” Prior
to the acquisition, LDC Funding LLC, a Delaware limited liability company (“LDC Funding”), was the ultimate parent of Peoples.

 
We previously (i) reported the Peoples Gas Acquisition and (ii) filed:
 

· the historical audited consolidated balance sheets of LDC Funding as of December 31, 2019 and 2018, and the related audited consolidated
statements of income and comprehensive income, member’s equity and cash flows for each of the three years ended December 31, 2019,
together with the notes thereto and Independent Auditors’ Report thereon (the “Peoples Gas Financials”) and

 
· unaudited pro forma consolidated combined financial statements of the Company reflecting the Peoples Gas Acquisition for the year ended

December 31, 2019 and for the six months ended June 30, 2020
 
on our Current Report on Form 8-K filed on March 16, 2020, as amended by the Current Reports on Form 8-K/A filed on March 18, 2020, April 13, 2020
and August 10, 2020.
 

We are filing this Current Report on Form 8-K to provide the Peoples Gas Financials and updated unaudited pro forma consolidated combined
financial statements of the Company reflecting the Peoples Gas Acquisition for the year ended December 31, 2020.

 
Item 8.01 Other Events

 
This Current Report on Form 8-K is being filed to provide (a) the Peoples Gas Financials and (b) the unaudited pro forma consolidated combined

financial statements of the Company reflecting the Peoples Gas Acquisition for the year ended December 31, 2020.
 

Item 9.01 Financial Statements and Exhibits.
 
(a) Financial Statements of Businesses Acquired.
 
Filed as Exhibit 99.1 and incorporated in this Item 9.01 by reference are the historical audited consolidated balance sheets of LDC Funding as of December
31, 2019 and 2018, and the related audited consolidated statements of income and comprehensive income, member’s equity and cash flows for each of the
three years ended December 31, 2019, together with the notes thereto and Independent Auditors’ Report thereon.
 
(b) Pro Forma Financial Information.
 
Filed as Exhibit 99.2 is the unaudited pro forma consolidated combined financial statements of the Company reflecting the Peoples Gas Acquisition for the
year ended December 31, 2020. Such financial statements are incorporated by reference into this Item 9.01(b).
 
(d) Exhibits.
  

Exhibit
No. Exhibit Description

  
23.1 Consent of Deloitte & Touche LLP

  
99.1 Audited consolidated balance sheets of LDC as of December  31, 2019 and 2018, and the related audited consolidated statements of income and

comprehensive income, member’s equity and cash flows for each of the three years ended December  31, 2019, together with the notes thereto
and Independent Auditors’ Report thereon

  
99.2 Unaudited pro forma consolidated combined financial statements reflecting the Peoples Gas Acquisition

  
104 Cover Page Interactive Data File (formatted in inline XBRL)

 
 
 

   



 
SIGNATURES

 
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.

 
Date: April 15, 2021 Essential Utilities, Inc.
   
 By: /s/ Christopher P. Luning
  Christopher P. Luning
  Executive Vice President, General Counsel and Secretary
 
 
 

   



Exhibit 23.1
 
CONSENT OF INDEPENDENT AUDITORS

 

We consent to the incorporation by reference in Registration Statements on Form S-3 (No. 333-240088), on Form S-4 (No. 333-202393), and on Form S-8
(Nos. 033-52557, 033-53689, 333-26613, 333-70859, 333-81085, 333-61768, 333-107673, 333-113502, 333-116776, 333-126042, 333-148206, 333-
156047, 333-159897, and 333-181389) of Essential Utilities, Inc. of our report dated April 1, 2020, relating to the consolidated financial statements of LDC
Funding LLC and its subsidiaries as of December 31, 2019 and 2018 and for each of the three years in the period ended December 31, 2019 appearing in
this Current Report on Form 8-K of Essential Utilities, Inc. dated April 14, 2021.

 

DELOITTE & TOUCHE LLP

/s/ Deloitte & Touche LLP

Pittsburgh, Pennsylvania

April 15, 2021

 

   

 



Exhibit 99.1

LDC Funding LLC

Consolidated Balance Sheets as of
December 31, 2019 and 2018, the Related
Consolidated Statements of Income,
Comprehensive Income, Member’s Equity, and
Cash Flows for Each of the Three years in the
Period Ended December 31, 2019, and the Related
Notes to the Consolidated Financial Statements,
and Independent Auditors’ Report
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INDEPENDENT AUDITORS’ REPORT

      

Deloitte & Touche LLP
One PPG Place
Suite 2600
Pittsburgh, PA 15222-5433
USA
 
Tel: +1 412 338 7200
Fax: +1 412 338 7380
www.deloitte.com

To the Board of Directors and Member of LDC Funding LLC
Pittsburgh, Pennsylvania

We have audited the accompanying consolidated financial statements of LDC Funding LLC and its subsidiaries (the “Company”), which comprise the
consolidated balance sheets as of December 31, 2019 and 2018, and the related consolidated statements of income, comprehensive income, member’s
equity, and cash flows for each of the three years in the period ended December 31, 2019, and the related notes to the consolidated financial statements.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with accounting principles
generally accepted in the United States of America; this includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of consolidated financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We conducted our audits in accordance with
auditing standards generally accepted in the United States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial statements. The
procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the Company’s preparation
and fair presentation of the consolidated financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Company’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
 



Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of LDC Funding LLC
and its subsidiaries as of December 31, 2019 and 2018, and the results of their operations and their cash flows for each of the three years in the period
ended December 31, 2019, in accordance with accounting principles generally accepted in the United States of America.

Emphasis of Matter

As discussed in Note 14 to the financial statements, LDC Funding LLC was acquired by Essential Utilities, Inc. on March 16, 2020. Our opinion is not
modified in respect of this matter.

/s/ Deloitte & Touche LLP

April 1, 2020
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LDC FUNDING LLC
 

 
CONSOLIDATED BALANCE SHEETS
AS OF DECEMBER 31, 2019 AND 2018
(In thousands)
 
   2019   2018  
ASSETS    
CURRENT ASSETS:    

Cash and cash equivalents   $ 4,785  $ 13,738 
Accounts receivable—net    164,244   173,579 
Inventories:    

Materials and supplies    4,320   4,629 
Gas stored    40,887   44,310 

Prepayments    12,661   13,927 
Regulatory assets    4,120   23,825 
Other    4,163   5,443 

    
 

   
 

Total current assets    235,180   279,451 
    

 
   

 

INVESTMENTS    5,406   5,018 
    

 
   

 

PROPERTY, PLANT AND EQUIPMENT:    
Property, plant and equipment    3,582,247   3,314,883 
Accumulated depreciation and amortization    (1,213,628)   (1,139,672) 

    
 

   
 

Total property, plant, and equipment—net    2,368,619   2,175,211 
    

 
   

 

DEFERRED CHARGES AND OTHER ASSETS:    
Goodwill    431,839   431,839 
Intangible assets—net    88,894   87,368 
Regulatory assets    213,556   190,020 
Other    11,642   10,111 

    
 

   
 

Total deferred charges and other assets    745,931   719,338 
    

 
   

 

TOTAL   $ 3,355,136  $ 3,179,018 
    

 

   

 

(Continued)
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LDC FUNDING LLC
 
CONSOLIDATED BALANCE SHEETS
AS OF DECEMBER 31, 2019 AND 2018
(In thousands)
 
   2019    2018  
LIABILITIES AND MEMBER’S EQUITY     
CURRENT LIABILITIES:     

Accounts payable   $ 91,458   $ 119,959 
Current portion of long-term debt    7,436    7,436 
Accrued interest, payroll and taxes    48,034    43,334 
Regulatory liabilities    31,207    3,844 
Other    26,427    24,408 

    
 

    
 

Total current liabilities    204,562    198,981 
    

 
    

 

LONG-TERM DEBT    1,659,409    1,539,890 
    

 
    

 

DEFERRED CREDITS AND OTHER LIABILITIES:     
Deferred income taxes    233,459    190,099 
Asset retirement obligations    48,432    47,124 
Pension and other postretirement benefit liabilities    23,548    33,104 
Regulatory liabilities    138,167    150,253 
Other    19,016    20,136 

    
 

    
 

Total deferred credits and other liabilities    462,622    440,716 
    

 
    

 

Total liabilities    2,326,593    2,179,587 
    

 
    

 

MEMBER’S EQUITY:     
Member’s equity    1,023,095    992,431 
Accumulated other comprehensive income    5,448    7,000 

    
 

    
 

Total member’s equity    1,028,543    999,431 
    

 
    

 

TOTAL   $ 3,355,136   $ 3,179,018 
    

 

    

 

 
See notes to consolidated financial statements.   (Concluded)
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LDC FUNDING LLC
 
CONSOLIDATED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2019, 2018, AND 2017
(In thousands)
 
   2019    2018    2017  
OPERATING REVENUE   $ 908,654   $ 913,973   $  805,087 

    
 

    
 

    
 

OPERATING EXPENSES:       
Purchased gas    367,388    392,700    316,543 
Other operations and maintenance    214,487    220,330    200,810 
Depreciation and amortization    95,401    88,435    77,711 
Other taxes    16,898    16,330    12,763 

    
 

    
 

    
 

Total operating expenses    694,174    717,795    607,827 
    

 
    

 
    

 

INCOME FROM OPERATIONS    214,480    196,178    197,260 
    

 
    

 
    

 

OTHER EXPENSE—Net    7,600    9,915    5,939 
    

 
    

 
    

 

INTEREST CHARGES    67,124    60,017    48,961 
AFFILIATED INTEREST CHARGES    —    35,620    29,250 

    
 

    
 

    
 

Total interest charges    67,124    95,637    78,211 
    

 
    

 
    

 

INCOME BEFORE INCOME TAXES    139,756    90,626    113,110 
PROVISION FOR INCOME TAXES    29,092    22,953    54,211 

    
 

    
 

    
 

NET INCOME   $ 110,664   $ 67,673   $ 58,899 
    

 

    

 

    

 

See notes to consolidated financial statements.
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LDC FUNDING LLC
 
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2019, 2018, AND 2017
(In thousands)
 
   2019   2018    2017  
NET INCOME   $ 110,664  $ 67,673   $ 58,899 
COMPREHENSIVE GAIN (LOSS)—Changes in net unrecognized pension and other postretirement benefit costs—net

of taxes of ($8), ($150), and ($14) in 2019, 2018, and 2017, respectively    23   362    (241) 
COMPREHENSIVE (LOSS) GAIN—Change in fair value of cash flow hedges—net of taxes of ($499), ($982), and

($63) in 2019, 2018, and 2017, respectively    (1,575)   2,416    2,355 
    

 
   

 
    

 

COMPREHENSIVE INCOME   $ 109,112  $ 70,451   $ 61,013 
    

 

   

 

    

 

See notes to consolidated financial statements.
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LDC FUNDING LLC
 
CONSOLIDATED STATEMENTS OF MEMBER’S EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2019, 2018, AND 2017
(In thousands)
 
      Accumulated     
      Other     
   Member’s   Comprehensive    
   Equity   Income (Loss)   Total  
BALANCE—January 1, 2017   $ 470,517  $ 2,108  $ 472,625 

Capital contribution from member    22,475   —     22,475 
Net income    58,899   —     58,899 
Comprehensive gain (loss):     

Changes in unrecognized pension and other postretirement benefit costs—net of taxes of
$(14)    —     (241)   (241) 

Change in fair value of cash flow hedges—net of taxes of $(63)    —     2,355   2,355 
Dividends paid to member    (12,215)   —     (12,215) 

    
 

   
 

   
 

BALANCE—December 31, 2017    539,676   4,222   543,898 
    

 

   

 

   

 

Capital contribution from member    394,807   —     394,807 
Net income    67,673   —     67,673 
Comprehensive gain (loss):     

Changes in unrecognized pension and other postretirement benefit costs—net of taxes of
$(150)    —     362   362 

Change in fair value of cash flow hedges—net of taxes of $(982)    —     2,416   2,416 
Dividends paid to member    (9,725)   —     (9,725) 

    
 

   
 

   
 

BALANCE—December 31, 2018    992,431   7,000   999,431 
    

 

   

 

   

 

Net income    110,664   —     110,664 
Comprehensive gain (loss):     

Changes in unrecognized pension and other postretirement benefit costs—net of taxes of
$(8)    —     23   23 

Change in fair value of cash flow hedges—net of taxes of $(499)    —     (1,575)   (1,575) 
Dividends paid to member    (80,000)   —     (80,000) 

    
 

   
 

   
 

BALANCE—December 31, 2019   $ 1,023,095  $ 5,448  $ 1,028,543 
    

 

   

 

   

 

See notes to consolidated financial statements.
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LDC FUNDING LLC
 
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2019, 2018, AND 2017
(In thousands)
 
   2019   2018   2017  
OPERATING ACTIVITIES:   $ 110,664  $ 67,673  $ 58,899 

Net income     
Adjustments to reconcile net income to cash provided by operating activities:     

Depreciation and amortization    95,401   88,435   77,711 
Amortization of debt issuance costs    2,160   2,179   2,074 
Deferred provision for income taxes    25,010   21,593   51,416 
Provision for doubtful accounts    16,086   13,975   11,557 
Changes in:     

Accounts receivable—net    (6,751)   2,431   (59,782) 
Inventories    3,877   (6,659)   (4,200) 
Regulatory asset/liability—net    21,479   (4,030)   1,974 
Prepayments    1,266   (4,799)   (1,401) 
Accounts payable—net    (28,165)   15,043   (21,377) 
Accrued interest, payroll and taxes    8,989   2,159   (8,808) 
Other    (19,966)   (899)   (453) 

    
 

   
 

   
 

Net cash provided by operating activities    230,050   197,101   107,610 
    

 
   

 
   

 

INVESTING ACTIVITIES:     
Plant construction and other property additions—net    (276,567)   (248,650)   (205,880) 
Acquisition of Delta Natural Gas Company, Inc.—net of cash acquired    —     —     (210,079) 

    
 

   
 

   
 

Net cash used in investing activities    (276,567)   (248,650)   (415,959) 
    

 
   

 
   

 

FINANCING ACTIVITIES:     
Repayments under term debt agreement    (7,436)   (7,899)   (387,214) 
Borrowings under revolving credit agreement    475,000   291,000   460,000 
Repayments under revolving credit agreement    (350,000)   (236,000)   (417,000) 
Payment of capital lease obligation    —     —     (18,951) 
Issuance of long-term debt    —     —     597,615 
Issuance of affiliated senior notes    —     —     90,000 
Payment of debt issuance costs    —     —     (7,197) 
Capital contributions from member    —     400   22,475 
Dividends paid to member    (80,000)   (9,725)   (12,215) 

    
 

   
 

   
 

Net cash provided by financing activities    37,564   37,776   327,513 
    

 
   

 
   

 

(DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS    (8,953)   (13,773)   19,164 
CASH AND CASH EQUIVALENTS—Beginning of year    13,738   27,511   8,347 

    
 

   
 

   
 

CASH AND CASH EQUIVALENTS—End of year   $ 4,785  $ 13,738  $ 27,511 
    

 

   

 

   

 

See notes to consolidated financial statements.
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LDC FUNDING LLC

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2019, 2018 AND 2017
(Dollar amounts are shown in thousands) 
 
1. NATURE OF OPERATIONS

LDC Funding LLC (the “Company,” “we,” “our,” or “us”) is a Delaware limited liability company. It is a wholly-owned, direct subsidiary of LDC
Parent LLC (“LDC Parent”), which is indirectly owned by SteelRiver Infrastructure Fund North America LP (“SRIFNA”) and an affiliated fund.

LDC Holdings LLC (“LDC Holdings”) is a wholly-owned, direct subsidiary of the Company. PNG Companies LLC (“PNG”) is a wholly-owned,
direct subsidiary of LDC Holdings.

Through its wholly-owned subsidiaries, the Company is primarily a natural gas distribution utility operating in Pennsylvania, West Virginia, and
Kentucky. Wholly-owned subsidiaries of PNG include five natural gas distribution companies: Peoples Natural Gas Company LLC (“Peoples”),
Peoples Gas Company LLC (“PGC”), Peoples Gas WV LLC (“Peoples Gas WV”), Peoples Gas KY LLC (“Peoples Gas KY”) and Delta Natural Gas
Company (“Delta”). PNG also has the following wholly-owned subsidiaries: Peoples Homeworks LLC, PNG Gathering LLC, Delta Resources, LLC
(“Delta Resources”), Delgasco, LLC (“Delgasco”) and Enpro, LLC (“Enpro”).

Peoples and PGC are subject to the regulation of the Pennsylvania Public Utility Commission (“PA PUC”), Delta and Peoples Gas KY are subject to
the regulation of the Kentucky Public Service Commission, and Peoples Gas WV is subject to the regulation of the West Virginia Public Service
Commission.

On October 22, 2018, LDC Parent entered into a Purchase Agreement with Essential Utilities, Inc., formerly Aqua America, Inc. (“Essential”), under
which Essential agreed to acquire all of the issued and outstanding limited liability company membership interests of the Company. Refer to Note 14,
Merger with Essential, for further details.

 
2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation—The accompanying consolidated financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of America (“GAAP”). The consolidated financial statements include the accounts of the Company and its wholly-
owned subsidiaries. All intercompany transactions have been eliminated in consolidation.

Use of Estimates—The Company makes certain estimates and assumptions in preparing the financial statements that affect the reported amounts of
assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues
and expenses for the periods presented. Actual results may differ from those estimates.
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Regulation—The Company’s regulated businesses are subject to state cost-of-service rate regulation. Regulatory practices that assign costs to
accounting periods may differ from accounting methods generally applied by nonregulated companies. When it is probable that regulators will permit
the recovery of current costs through future rates charged to customers, the Company defers these costs as regulatory assets, that otherwise would be
expensed by nonregulated companies. Likewise, the Company recognizes regulatory liabilities when it is probable that regulators will require
customer refunds through future rates or when revenue is collected from customers for expenditures that are not yet incurred. Regulatory assets are
amortized into expense and regulatory liabilities are amortized into income over the period authorized by the regulator.

The Company evaluates whether or not recovery of regulatory assets through future regulated rates is probable. The expectations of future recovery
are generally based on orders issued by regulatory commissions or historical experience, as well as discussions with applicable regulatory authorities.
If recovery of a regulatory asset is determined to be less than probable, it will be written off and an expense will be recorded in the period such
assessment is made. Refer to Note 8, Regulatory Matters and Regulatory Assets and Liabilities, for further details.

Recognition of Revenue—The primary types of sales and service activities reported as operating revenue include natural gas distribution services,
gas transportation and storage, and other revenues. Regulated gas sales consist primarily of state-regulated retail natural gas sales and related
distribution services. Gas transportation and storage consists primarily of regulated sales of gathering, transmission, distribution, and storage
services. Also included are regulated gas distribution charges to retail distribution service customers opting for alternate suppliers. Other revenue
consists primarily of miscellaneous service revenue from gas distribution operations, gas processing and handling revenue, sales of natural gas at
market-based rates and contracted fixed prices, sales of gas purchased from third parties, and other gas marketing activities.

The Company records regulated deliveries of natural gas in accordance with the tariff established by the regulator. The Company reads meters and
bills customers on a monthly cycle. The billing cycles for customers do not necessarily coincide with the accounting periods used for financial
reporting purposes. Revenues primarily include amounts billed to customers on a cycle basis, and unbilled amounts based on estimated usage,
applicable customer rates, and weather factors. At the end of each month, natural gas service which has been rendered from the date the customer’s
meter was last read to the month-end is included within the unbilled amounts. Refer to Note 6, Accounts Receivable, for further details.

Income Taxes—The Company is taxed as a C corporation for federal and state income tax purposes. The Company’s taxable income or loss, in
addition to the taxable income or loss of the single-member limited liability subsidiary companies treated as disregarded entities for United States
federal and Pennsylvania state income tax purposes, is included in the federal and state tax returns filed by the Company.

Deferred income tax assets and liabilities are provided, representing future effects on income taxes for temporary differences between the basis of
assets and liabilities for financial reporting and tax purposes. Where permitted by regulatory authorities, the treatment of temporary differences may
differ; whereby a regulatory asset is recognized if it is probable that future revenues will be provided for the payment of deferred tax liabilities. For
such temporary differences, tax expense/benefit is recognized only to the extent current tax expense is impacted and deferred tax expense is recorded
as a regulatory asset to be recovered in future rates.
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Income tax benefits from uncertain tax positions are recognized only if it is more likely than not that the tax position will be sustained on
examination by the taxing authorities, based on the technical merits of the position. The tax benefits recognized in the financial statements from such
a position are measured based on the largest benefit that has a greater than fifty percent likelihood of being realized upon ultimate settlement. The
Company recognizes interest accrued and penalties related to unrecognized tax benefits as part of income tax expense. Additionally, the Company
establishes a valuation allowance when it is more likely than not that all, or a portion, of a deferred tax asset will not be realized.

Judgment and the use of estimates are required in developing the provision for income taxes and reporting of tax-related assets and liabilities. The
interpretation of tax laws involves uncertainty, since tax authorities may interpret the laws differently. Ultimate resolution of income tax matters may
result in favorable or unfavorable impacts to net income and cash flows, and adjustments to tax-related assets and liabilities could be material. Refer
to Note 4, Income Taxes, for further details.

Cash and Cash Equivalents—The Company considers cash and cash equivalents to include cash on hand, cash in banks, and investments with
original maturities of three months or less. Current banking arrangements generally do not require checks to be funded until actually presented for
payment. Accounts payable included $505 and $2,970 of checks outstanding but not yet presented for payment as of December 31, 2019 and 2018,
respectively.

Allowance for Doubtful Accounts—Accounts receivable are presented on the Consolidated Balance Sheets net of estimated uncollectible amounts.
The balance within the allowance for doubtful accounts represents estimated uncollectible amounts pertaining to active customer accounts in an
amount approximating anticipated losses. Individual accounts are written off against the allowance when the individual account balances are
determined to be uncollectible. Refer to Note 6, Accounts Receivable, for further details.

Inventories—Materials and supplies inventories are valued using the weighted-average cost (“WACOG”) method. The Company has stored gas
inventories under the WACOG method, which is valued at $33,165 and $38,329 at December 31, 2019 and 2018, respectively. The Company also
has stored gas inventory used in local gas distribution operations that is valued using the last-in, first-out (“LIFO”) method. Under the LIFO method,
those inventories were valued at $7,722 and $5,981 at December 31, 2019 and 2018, respectively. Based on the average price of gas purchased
during 2019 and 2018, the cost of replacing the current portion of stored gas inventory exceeded the amount stated on a LIFO basis by approximately
$11,115 and $14,312, respectively. The use of two valuation methods for stored gas inventories is necessitated by regulatory accounting. Effective
January 1, 2020, Peoples received approval to change its method for valuing inventory using the LIFO method to the weighted-average cost method.
Refer to Note 8, Regulatory Matters and Regulatory Assets and Liabilities, for further details.

Fair Value Measurement—The Company reports certain assets and liabilities at fair value, which is defined as the price that would be received to
sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date (exit price).
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GAAP establishes a fair value hierarchy that prioritizes the inputs used to measure fair value based on observable and unobservable data. The
hierarchy categorizes the inputs into three levels, with the highest priority given to unadjusted quoted prices in active markets for identical assets and
liabilities (Level 1) and the lowest priority given to unobservable inputs (Level 3). The levels of the hierarchy are described below:

Level 1—Unadjusted quoted prices in active markets for identical assets and liabilities that the Company has the ability to access at the measurement
date.

Level 2—Inputs other than Level 1 that are either directly or indirectly observable for the asset or liability, including quoted prices for similar assets
or liabilities in active markets, quoted prices for identical or similar assets or liabilities in non-active markets, and inputs that are derived from
observable market data by correlation or other means.

Level 3—Unobservable inputs for the asset or liability, including situations where there is little, if any, market activity for the asset or liability.

While the Company believes its valuation methods used to assess the classification of financial instruments within the hierarchy are appropriate, the
use of different methodologies or assumptions could result in a change in a financial instrument’s fair value tier from year to year. Refer to Note 3,
Fair Value Measurements, for further details.

The carrying values of cash, accounts receivable, accounts payable, accrued expenses, and other accrued liabilities approximate their fair values
because of their short-term nature.

Derivative Instruments

Derivative Instruments Not Designated as Hedging Instruments—Certain of the Company’s natural gas purchase and sale contracts qualify as
derivatives. The Company utilizes requirements contracts, spot purchase contracts and underground storage to meet regulated customers’ natural gas
requirements. The costs associated with these contracts are recoverable as purchased gas costs. All such purchase and sale contracts have been
designated as normal purchases and sales and, as such, are accounted for under the accrual basis and are not recorded at fair value in the
accompanying financial statements.

Derivative Instruments Designated as Cash Flow Hedging Instruments—Refer to Note 3, Fair Value Measurements, for further details.

Property, Plant and Equipment—Property, plant, and equipment, including additions and replacements, are recorded at original cost, including
labor, materials, asset retirement costs, and other direct and indirect costs, including capitalized interest. The cost of repairs and maintenance,
including minor additions and replacements, is charged to expense as incurred. Depreciation of property, plant, and equipment is computed on the
straight-line method, based on projected service lives. At retirement, the depreciable cost of property, plant, and equipment, less salvage value, is
charged to accumulated depreciation. Refer to Note 7, Property, Plant and Equipment and Intangible Assets, for further details.

Cost of removal collections from utility customers and expenditures not representing asset retirement obligations are recorded as regulatory liabilities
or regulatory assets. Refer to Note 8, Regulatory Matters and Regulatory Assets and Liabilities, for further details.
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Intangible Assets—Intangible assets predominately include internal-use software and related costs associated with the Company’s computerized
information systems. In addition to the initial installation of the Company’s computerized information systems, new applications continue to be
added and capitalized, accordingly. Such assets are being amortized over their estimated useful lives of 10 years for major systems and 5 years for
other software applications. Refer to Note 7, Property, Plant and Equipment and Intangible Assets, for further details.

Amortization expense for intangible assets acquired in a business combination for each of the next five years is as follows:
 

   2020   2021    2022    2023    2024  
  $ 847  $ 744   $ 666   $ 600   $ 538 
       

 

    

 

    

 

    

 

Asset Retirement Obligations—The Company recognizes asset retirement obligations at fair value, as incurred, or when sufficient information
becomes available to determine a reasonable estimate of the fair value of the retirement activities to be performed. These amounts are capitalized as
costs of the related tangible long-lived assets. Since relevant market information is not available, the Company estimates fair value using discounted
cash flow analyses. As the Company is able to recover the cost to retire assets through rates, the Company reports the accretion of the asset
retirement obligations due to the passage of time and the depreciation of the asset retirement costs as a regulatory asset. Refer to Note 10, Asset
Retirement Obligations, for further details.

Impairment of Long-Lived and Intangible Assets—The Company performs an evaluation for impairment whenever events or changes in
circumstances indicate that the carrying amount of long-lived assets or intangible assets with finite lives may not be recoverable. Assets are written
down to fair value if the sums of their expected future undiscounted cash flows are less than their carrying amounts.

The Company tests goodwill for impairment at least annually at the reporting unit level. A reporting unit is an operating segment, or a business one
level below the operating segment (a component) if discrete financial information is prepared and regularly reviewed by segment management. PNG
represents an operating segment and a reporting unit. The Company evaluated goodwill for impairment by performing a qualitative assessment at
PNG for the current year. There were no impairments recorded in 2019, 2018 or 2017 or historical impairment losses in prior periods. The carrying
amount of goodwill was $431,839 for the years ended December 31, 2019 and 2018.

Debt Issuance Costs—Debt issuance costs are being amortized using the straight-line method into interest expense over the term of the debt and are
netted against the Company’s long-term debt within the Consolidated Balance Sheets. Refer to Note 9, Long Term Debt, for further information.
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Supplemental Disclosures of Cash Flow Information—
 

   2019    2018    2017  
Cash paid (received) during the year for:       

Income taxes (refunded) paid   $ 390   $ (710)   $ 2,092 
Interest    66,920    94,479    77,615 

Significant noncash transactions:       
Accrued capital expenditures    17,595    24,622    11,524 

Recently Adopted Accounting Pronouncements—In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards
Update (“ASU”) 2014-09, Revenue from Contracts with Customers (Topic 606) (“ASC 606”), which outlines a single comprehensive model that an
entity will apply to determine the measurement of revenue and timing of revenue recognition. The core principle of the guidance is that an entity
recognizes revenue to depict the transfer of promised goods or services to customers in an amount that reflects the consideration an entity expects to
be entitled to in exchange for those goods or services. Refer to Note 5, Revenue Recognition, for further information.

In August 2017, the FASB issued ASU 2017-12, Derivatives and Hedging (Topic 815)—Targeted Improvements to Accounting for Hedging
Activities, which amends accounting guidance to better align an entity’s risk management activities and financial reporting for hedging relationships
through changes to both the designation and measurement guidance for qualifying hedging relationships and the presentation of hedge results. The
new guidance is effective for annual reporting periods beginning after December 15, 2018. The adoption of this guidance did not have an impact on
the Company’s consolidated financial statements.

In February 2018, the FASB issued ASU No. 2018-02, Income Statement—Reporting Comprehensive Income (Topic 220): Reclassification of
Certain Tax Effects from Accumulated Other Comprehensive Income. This ASU gives entities the option to reclassify to retained earnings the tax
effects resulting from the Tax Cuts and Jobs Act (“TCJA”) related to items in accumulated other comprehensive income (“AOCI”) that the FASB
refers to as having been stranded in AOCI. The Company adopted ASU 2018-02 effective January 1, 2019, and elected not to reclassify the income
tax effects from AOCI to retained earnings.

Recently Issued Accounting Pronouncements—In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), which requires lessees to
recognize a right-of-use asset and lease liability for all leases, including operating leases, with a term in excess of twelve months. For income
statement purposes, leases will be classified as either operating or finance. Operating leases will result in straight-line expense while finance leases
will result in a front-loaded expense pattern. ASU Nos. 2018-01, 2018-10, and 2018-11, issued in January and July of 2018, amended several aspects
of the new lease guidance. The amendments provide a practical expedient for entities to not evaluate existing or expired land easements that were not
previously accounted for as leases under the current guidance, as well as an additional and optional transition method to adopt the standard at the
adoption date and recognize a cumulative-effect adjustment to the opening balance of retained earnings in the period of adoption. As a private entity,
the new guidance is effective for annual reporting periods beginning after December 15, 2020; however, due to the merger with Essential, the
Company adopted the new guidance as of March 16, 2020. Right-of-use assets and a corresponding lease liability recorded upon adoption are
estimated to be between $55,000 to $65,000.
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In June 2016, the FASB issued ASU 2016-13, Financial Instruments—Credit Losses (Topic 326), which will require credit losses on most financial
assets measured at amortized cost and certain other instruments to be measured using an expected credit loss model. Under this model, entities will
estimate credit losses over the entire contractual term of the instrument from the date of initial recognition of that instrument. In contrast, current
GAAP is based on an incurred loss model that delays recognition of credit losses until it is probable the loss has been incurred. The new guidance
also introduces a new impairment recognition model for available-for-sale securities that will require credit losses for available-for-sale debt
securities to be recorded through an allowance account. As a private entity, the new guidance is effective for annual reporting periods beginning after
December 15, 2022; however, due to the merger with Essential, the Company adopted the new guidance as of March 16, 2020. Upon adoption, the
new guidance did not have a material impact on the consolidated financial statements.

In August 2018, the FASB issued ASU 2018-14, Compensation—Retirement Benefits—Defined Benefit Plans—General (Topic 715-20): Disclosure
Framework—Changes to the Disclosure Requirements for Defined Benefit Plans. The modifications in this update remove disclosures that are no
longer considered cost beneficial, clarify the specific requirements of disclosures, and add disclosure requirements identified as relevant. The updated
accounting guidance is effective for fiscal years ending after December 15, 2020. The Company is evaluating the requirements of the updated
guidance to determine the impact of adoption.

 
3. FAIR VALUE MEASUREMENTS

As of December 31, 2019 and 2018, the Company designated interest rate swaps as cash flow hedges with outstanding notional amounts of $0 and
$226,550, respectively.

On December 19, 2018, LDC Holdings, amended its existing interest rate swap agreements. Previous to the amendment, the interest rate swap
agreements received cash flow hedge accounting treatment. Effective December 19, 2018, the interest rate swap agreements discontinued cash flow
hedge treatment, while contemporaneously establishing new cash flow hedge treatment on the amended agreements through September 30, 2019.
The amount in AOCI, prior to the amendment is being reclassified into earnings through June 2022. For the years ended December 31, 2019 and
2018 gains or losses on hedging instruments determined to be ineffective were not material. The amount expected to be reclassified to earnings from
AOCI during the next 12 months is $2,426. There have been no changes in the valuation techniques used to measure fair value or asset or liability
transfers between the levels of the fair value hierarchy for the years ended December 31, 2019 and 2018.
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As of December 31, 2019, the carrying value and fair value of the Company’s instruments were as follows:
 

   Carrying    Fair Value   Fair Value    Fair Value 
   Value    Level 1    Level 2    Level 3  
Liabilities:         

Long-term debt:         
Notes payable:         

Fixed   $ 920,090   $  —     $ 960,351   $  —   
Variable    753,250    —      753,250    —   

    
 

    
 

    
 

    
 

Total liabilities   $ 1,673,340   $  —     $ 1,713,601   $  —   
    

 

    

 

    

 

    

 

As of December 31, 2018, the carrying value and fair value of the Company’s instruments as follows:
 

   Carrying    Fair Value   Fair Value    Fair Value 
   Value    Level 1    Level 2    Level 3  
Assets:         

Derivatives—interest rate swaps   $ 1,247   $  —     $ 1,247   $  —   
    

 
    

 
    

 
    

 

Total assets   $ 1,247   $  —     $ 1,247   $  —   
    

 

    

 

    

 

    

 

Liabilities:         
Long-term debt:         

Notes payable:         
Fixed   $ 1,106,227   $  —     $ 1,088,802   $  —   
Variable    449,550    —      449,550    —   

    
 

    
 

    
 

    
 

Total liabilities   $ 1,555,777   $  —     $ 1,538,352   $  —   
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4. INCOME TAXES

The Company’s income tax expense for the years ended December 31, 2019, 2018 and 2017 consisted of the following:
 

   2019    2018    2017  
Current:       

Federal   $ (529)   $ 121   $ 606 
State    4,611    1,239    2,189 

    
 

    
 

    
 

Total current    4,082    1,360    2,795 
    

 
    

 
    

 

Deferred:       
Federal    31,917    21,685    49,283 
State    (3,534)    131    2,133 

    
 

    
 

    
 

Total deferred    28,383    21,816    51,416 
    

 
    

 
    

 

Amortization of deferred investment tax credits—net    (3,373)    (223)    —   
    

 
    

 
    

 

Total income tax expense   $ 29,092   $ 22,953   $ 54,211 
    

 

    

 

    

 

The statutory U.S. federal income tax rate reconciles to the effective income tax rate for the years ended December 31, 2019, 2018 and 2017 as
follows:

 
   2019   2018   2017  
US statutory rate    21.0%   21.0%   35.0% 
Increases (reductions) resulting from:     

Utility plan differences    (4.9)   (5.3)   (1.8) 
Tax law change    —     —     10.7 
State tax items    7.8   7.2   3.9 
Employee benefits    —     —     0.2 
Amortization—excess deferred income taxes    (2.4)   —     —   
Other    (0.7)   2.4   0.3 

    
 

   
 

   
 

Overall effective tax rate    20.8%   25.3%   48.3% 
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Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used for income tax purposes. Net deferred income taxes at December 31, 2019 and 2018 consisted of the
following:

 
   2019    2018    2017  
Income taxes collected through rates   $ 21,524   $ 18,464   $ 20,111 
Net operating loss    19,593    35,635    39,981 
Bad dets    8,443    8,407    7,697 
Benefits    7,741    12,048    15,668 
Unrecovered purchased gas costs    (5,973)    (14,826)    (12,251) 
Other    (20,054)    (14,492)    (10,364) 
Depreciation method and plant-basis differences    (262,753)    (235,335)    (215,169) 
Valuation allowance    (1,980)    —      —   

    
 

    
 

    
 

Total net deferred income tax assets/(liabilities)   $ (233,459)   $ (190,099)   $ (154,327) 
    

 

    

 

    

 

At December 31, 2019, the Company had federal loss carryforwards of $51,073 and state loss carryforwards of $109,565 that begin to expire if
unutilized in 2030. There were no uncertain tax positions as of December 31, 2018.

Uncertain Tax Positions

Income tax benefits from uncertain tax positions are recognized only if it is more likely than not that the tax position will be sustained on
examination by the taxing authorities, based on the technical merits of the position. The tax benefits recognized in the financial statements from such
a position are measured based on the largest benefit that has a greater than fifty percent likelihood of being realized upon ultimate settlement. The
liability for unrecognized tax benefits expected to be recognized within the next twelve months partially offsets prepaid income taxes which is
presented in “Prepayments” on the condensed consolidated balance sheet. Interest and penalties on tax uncertainties are classified in “Provision for
income taxes” in the condensed consolidated statement of income.

During 2019, an examination of the Pennsylvania corporate tax return yielded an assessment of $519 related to the deductibility of charitable
contributions. An appeal has been filed with the Pennsylvania Board of Tax Appeals. An uncertain tax position of $613 was recorded, net of federal
benefit, for all years open to examination including the year assessed. The Company recognized $76 of expense in 2019 for interest and penalties
related to this examination. The unrecognized tax position, if recognized, would impact the effective tax rate. The Company believes the resolution
of this matter will not materially impact the Company’s financial position, results of operations or cash flows.

Valuation Allowance

Charitable contributions are carried forward for five years and expire if unused. As a result of the examination, it is no longer more likely than not the
benefit from the deferred tax asset will be realized. During 2019, $758 of deferred tax assets were written off as charitable contributions
carryforwards that have expired and a valuation allowance of $1,980 was recognized to reserve against the deferred tax asset related to charitable
contribution carryforwards which have not expired.
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The recognition of both the valuation allowance and the uncertain tax position are discrete items which increased deferred income tax expense and
impacted the effective tax rate for 2019

US Federal Tax Reform—On December 22, 2017, the U.S. government enacted comprehensive tax legislation commonly referred to as the TCJA.
The TCJA made broad and complex changes to the U.S. tax code, including, but not limited to:

 

 •  reducing the U.S. federal corporate tax rate from 35 percent to 21 percent;
 

 •  eliminating the corporate alternative minimum tax (“AMT”) and changing how existing AMT credits can be realized;
 

 •  providing for full expensing of property acquired after September 27, 2017;
 

 •  creating a new limitation on deductible interest expense; and changing rules related to uses and limitations of net operating loss carryforwards
created in tax years beginning after December 31, 2017.

In accordance with the accounting rules for income taxes, the tax effects of changes in tax laws were recognized in 2017, the period in which the law
was enacted, and deferred tax assets and liabilities were re-measured at the enacted tax rate expected to apply when temporary differences are to be
realized or settled.

Consistent with state regulatory treatment and the accounting rules for regulated operations, the net decrease in certain deferred income taxes
represents excess deferred taxes to be amortized in future periods. As such, a regulatory liability for the excess deferred taxes was recognized,
inclusive of a gross-up on the excess deferred income taxes. The majority of the excess deferred income taxes relates to accelerated tax depreciation
benefits which, under rate normalization requirements, are to be amortized over the remaining lives of the related assets. As of December 31, 2019
and 2018, the balance of the regulatory liability related to TCJA was $137,415 and $148,171, respectively.

For all other tax positions, the change in deferred taxes was reflected as a decrease or increase in income tax expense and other comprehensive
income. In 2017, the re-measurement resulted in the recognition of $12,065 of tax expense and increased other comprehensive income by $831.

 
5. REVENUE RECOGNITION

The Company adopted ASC 606 on January 1, 2019, using the modified retrospective method of adoption. Under this approach, prior year results are
not required to be restated. Adoption of this standard did not change the timing or pattern of revenue recognition and a cumulative-effect adjustment
was not recorded upon adoption. As a result, comparative disclosures for operating results for calendar year 2018 is not applicable
because implementing the new standard did not change the timing or pattern of revenue recognition.
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The following table disaggregates the Company’s revenue from contracts with customers by customer class for the period indicated:
 

   Twelve Months 
   Ended  
   December 31,  
   2019  
Revenues from contracts with customers:   

Residential   $ 546,550 
Commercial    97,280 
Industrial    8,031 
Gas transportation and storage    192,019 
Other    64,522 

    
 

Revenues from contracts with customers    908,402 
Alternative revenue program    252 

    
 

Operating revenue   $  908,654 
    

 

Revenues from Contracts with Customers—These revenues represent the delivery of natural gas to residential, commercial, and industrial customers
at prices based on tariff rates established by regulatory authorities in the states in which the Company operates. Gas transportation and storage
consists primarily of regulated sales of gathering, transmission, distribution, and storage services. Also included are regulated gas distribution
charges to retail distribution service customers opting for alternate suppliers. Other revenue consists primarily of miscellaneous service revenue from
gas distribution operations, gas processing and handling revenue, sales of natural gas at market-based rates and contracted fixed prices, sales of gas
purchased from third parties, and other gas marketing activities.

Revenue is recognized and the performance obligation is satisfied over time when natural gas is delivered and simultaneously consumed by the
customer. The Company has elected to use the invoice practical expedient and recognize revenue for volumes delivered that the Company has the
right to invoice its customers.

Meters are read and the Company bills its customers on a monthly cycle basis. Accordingly, the Company estimates volumes from the last meter read
to the balance sheet date and accrues revenue for gas delivered, but not yet billed, of which the Company has the right to invoice its customers. Refer
to Note 6, Accounts Receivable, for further details.

Alternative Revenue Program—These revenues represent the weather-normalization adjustment (“WNA”) mechanism in place at Delta. The WNA
serves to minimize the effects of weather on the Company’s contribution margin for its residential and small commercial customers. This regulatory
mechanism adjusts revenues earned for the variance between actual and normal weather, and can have either positive (warmer than normal) or
negative (colder than normal) effects on revenues. Customer bills are adjusted in the December through April billing months, with rates adjusted for
the difference between actual revenues and revenues calculated under this mechanism is billed to the customers.
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This mechanism is considered to be alternative revenue programs under accounting standards generally accepted in the United States as is deemed to
be a contract between the Company and its regulator. Accordingly, revenues under this mechanism are excluded from revenues from contracts with
customers.

 
6. ACCOUNTS RECEIVABLE

The components of accounts receivable at December 31, 2019 and 2018 were as follows:
 

   2019    2018  
Billed revenue   $ 98,434   $ 108,786 
Unbilled revenue    74,009    71,354 
Other    4,525    6,396 

    
 

    
 

   176,968    186,536 
Less allowance for doubtful accounts    12,724    12,957 

    
 

    
 

Net accounts receivable   $ 164,244   $ 173,579 
    

 

    

 

The following table summarizes the changes within the Company’s allowance for doubtful accounts for the years ended December 31, 2019, 2018
and 2017:

 
   2019    2018    2017  
Balance at January 1,   $ 12,957   $ 13,385   $ 14,010 
Amounts charged to expense    16,086    13,975    11,557 
Accounts written off    (18,502)    (17,758)    (15,421) 
Recoveries of accounts written off    2,183    3,355    3,239 

    
 

    
 

    
 

Balance at December 31   $ 12,724   $ 12,957   $ 13,385 
    

 

    

 

    

 

 
7. PROPERTY, PLANT AND EQUIPMENT AND INTANGIBLE ASSETS

Major classes of utility property, plant, and equipment and their respective balances at December 31, 2019 and 2018 were as follows:
 

   2019    2018  
Transmission   $ 356,520   $ 344,020 
Distribution    2,820,522    2,621,314 
Storage    55,576    50,555 
Gas gathering and processing    126,140    122,929 
General and other    206,674    158,250 
Plant under construction    16,815    17,815 

    
 

    
 

Total property, plant, and equipment   $ 3,582,247   $ 3,314,883 
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In 2019, 2018 and 2017, depreciation expense was $79,142, $73,380, and $63,796 respectively.

Details of intangible assets at December 31, 2019 and 2018 were as follows:
 

   2019    2018  
Internal-use software   $ 147,134   $ 137,072 
Other intangibles    13,065    13,065 
Less—accumulated amortization    (71,305)    (62,769) 

    
 

    
 

Intangible assets—net   $ 88,894   $ 87,368 
    

 

    

 

In 2019, 2018 and 2017, amortization expense was $16,259, $15,055 and $13,915, respectively.

 
8. REGULATORY MATTERS AND REGULATORY ASSETS AND LIABILITIES

On January 28, 2019, Peoples filed a rate request with the PAPUC to increase annual base operating revenues by $94,900 annually. The increased
revenues would be used to fund ongoing system improvements and operations necessary to maintain safe and reliable natural gas service. On July 9,
2019, all active parties supported the filing of a Joint Petition for Approval of Settlement Stipulation with the PAPUC providing for a $59,500 annual
base operating revenue increase. Peoples base rates in this proceeding are designed to increase distribution revenues by $63,400, as a result of
approval of elimination of connection fees, pooling fees, and other miscellaneous charges, netting to the $59,500 increase in annual operating
revenues. The Settlement Rates became effective on October 29, 2019.

Effective in July 2018, the PAPUC required Peoples to begin refunding to customers the prospective benefit of the TCJA, which reduced the federal
income tax rate from 35% to 21%. The Joint Petition for Approval of Settlement Stipulation provides that the base rates in the rate case provide for
the lower federal income tax rate and Peoples will refund to customers the impact of tax reform from January 1, 2018 through June 30, 2018, any
over or under refund of TCJA and interest on such amounts. The refund of $14,056, was provided to customers as a one-time bill on January 25,
2020.

On April 25, 2019 the PAPUC authorized Peoples to revise its accounting methodology for gas in storage inventory from a LIFO method to price gas
injected into and withdrawn from storage to the WACOG method effective January 1, 2020. As a result, Peoples established a WACOG bill credit, of
$11,115 to be refunded to customers over the three-month period from January 1, 2020 through March 31, 2020.

The regulatory assets represent costs that are probable to be fully recovered from customers in future rates while regulatory liabilities represent
amounts that are expected to be refunded to customers in future rates or amounts recovered from customers in advance of incurring the costs. The
Company’s regulatory assets and liabilities are not earning a return.
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Details of regulatory assets and liabilities at December 31, 2019 and 2018 were as follows:
 

   December 31, 2019  
   Current    Noncurrent   Total  
Regulatory assets:       

Unrecovered purchased gas costs   $ 2,244   $ —     $ 2,244 
Income taxes recoverable through future rates    —      96,134    96,134 
Asset retirement obligations    —      45,808    45,808 
Pension unrecognized funding costs    —      22,634    22,634 
Cost of removal    —      34,840    34,840 
Other    1,876    14,140    16,016 

    
 

    
 

    
 

Total regulatory assets   $ 4,120   $ 213,556   $ 217,676 
    

 

    

 

    

 

Regulatory liabilities:       
Over-recovered purchased gas costs   $ 13,518   $ —     $ 13,518 
Tax Cuts and Jobs Act    14,056    123,359    137,415 
OPEB unrecognized funding costs    —      14,066    14,066 
Other    3,633    742    4,375 

    
 

    
 

    
 

Total regulatory liabilities   $ 31,207   $ 138,167   $ 169,374 
    

 

    

 

    

 

 
   December 31, 2018  
   Current    Noncurrent   Total  
Regulatory assets:       

Unrecovered purchased gas costs   $ 22,094   $ —     $ 22,094 
Income taxes recoverable through future rates    —      90,498    90,498 
Asset retirement obligations    —      43,956    43,956 
Pension/OPEB unrecognized funding costs    —      12,112    12,112 
Cost of removal    —      30,508    30,508 
Other    1,731    12,946    14,677 

    
 

    
 

    
 

Total regulatory assets   $ 23,825   $ 190,020   $ 213,845 
    

 

    

 

    

 

Regulatory liabilities:       
Tax Cuts and Jobs Act   $ —     $ 148,171   $ 148,171 
Other    3,844    2,082    5,926 

    
 

    
 

    
 

Total regulatory liabilities   $ 3,844   $ 150,253   $ 154,097 
    

 

    

 

    

 

Unrecovered and Over-Recovered Purchased Gas Costs—Reflects the differences between actual purchased gas expenses and the levels of
recovery for these expenses in current rates. The unrecovered costs are recovered and the over-recovered costs are refunded in future periods,
typically within a year, through quarterly and annual filings with the applicable state regulatory agency.
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Income Taxes Recoverable through Future Rates—Represents the deferral and under collection of deferred taxes in the rate making process. In
prior years, customer rates were lowered in certain jurisdictions for the benefits of accelerated tax deductions. Amounts are expensed for financial
reporting purposes as deferred taxes and are recovered in the rate making process.

Asset Retirement Obligations and Cost of Removal—Rates charged to customers include a provision for the cost of future activities to remove
assets that are expected to be incurred at the time of retirement. Costs are recovered over a five-year period after being incurred.

Pension/OPEB Unrecognized Funding Costs—Primarily represents a regulatory asset, net of taxes, for the difference between postretirement
expense and changes that would otherwise be recorded to AOCI by certain subsidiaries, and the postretirement expense and AOCI recorded in
accordance with GAAP, pursuant to applicable state regulatory agency orders. These costs are expected to be collected through future base rates.
Refer to Note 11, Employee Benefit Plans, for further details.

Tax Cuts and Jobs Act—Represents the obligation to refund to customers the impact of the TCJA enacted in 2017 including excess accumulated
deferred taxes. Such obligation will be passed back to customers through future base rates. Refer to Note 4, Income Taxes, for further details.

 
9. LONG-TERM DEBT
 
Type   Company    Rates    Issue Dates    Due Dates    2019   2018  
Credit Agreement    LDC Holdings    Variable     2017     2022    $ 224,250  $ 226,550 
Senior Secured Notes    PNG     2.9%–6.42%    2010–2017    2018–2032    920,090   1,106,227 
364 day term loan    PNG     Variable     2020     2021     181,000   —   
Revolving Credit Agreement    PNG     Variable     2017     2022     348,000   223,000 
Debt issuance costs            (6,495)   (8,451) 

            
 

   
 

           1,666,845   1,547,326 
Current portion of long-term debt            (7,436)   (7,436) 

            
 

   
 

Total long-term debt           $ 1,659,409  $ 1,539,890 
            

 

   

 

On December 16, 2013, the Company issued $150,000 of senior notes to Steel River LDC Ventures, LLC (“Ventures”), an entity owned by SRIFNA
and an affiliated fund, and then parent of the Company. On the same day, SRIFNA assigned its interests in $47,000 and $106,000 of the Company’s
senior notes to Ventures. During 2016, as an equity contribution to LDC Parent, Ventures assigned its interests in the $150,000, $47,000 and
$106,000 notes to LDC Parent.

On December 14, 2017, the Company issued $90,000 of Senior Notes to LDC Parent at 7.5% per annum, due December 14, 2047. On December 30,
2018, LDC Parent contributed to the Company the entire amount of the outstanding Affiliated Senior Notes, which was comprised of $393,000 of
principal and its associated interest of $1,407 as an equity contribution to LDC Funding.
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During 2017, LDC Holdings amended its existing Credit Agreement (“LDC Holdings Credit Agreement”) by increasing the amount to $230,000 and
extending the expiration date to June 8, 2022. Under the terms of the agreement, the interest rate options include either London InterBank Offered
Rate (“LIBOR”) or the administrative agent bank’s prime interest rate, plus an applicable margin based upon PNG’s credit rating. The LDC Holdings
Credit Agreement requires quarterly amortization payments equal to 0.25% of the amended borrowings.

On February 26, 2010, PNG issued $411,000 of Senior Secured Notes under a Note Purchase Agreement dated February 26, 2010 (“2010 Note
Agreement”). Of the $411,000 Senior Secured Notes, $230,000 had been refinanced under a PNG Credit Agreement prior to January 1, 2017. On
December 19, 2013, PNG issued $414,000 of Senior Secured Notes in connection with the Equitable (“EGC”) acquisition. During 2017, PNG issued
$669,682 of Senior Secured Notes under Supplements to its existing Note Purchase Agreement dated February 26, 2010. A portion of the proceeds
was used to pay off $230,000 outstanding related to the PNG Credit Agreement and $150,000 related to the PNG Senior Secured Notes. In addition,
$50,500 of this amount was issued in exchange for the surrender of Delta’s existing Notes in conjunction with the Delta acquisition and $69,182 was
issued in exchange for the surrender of PGC’s existing Notes.

On February 24, 2020 PNG borrowed $181,000 under a new, 364 day agreement, which is due February 22, 2021. The proceeds were used to repay a
February 2020 maturity under the 2010 Note Agreement.

During 2017, PNG amended and extended its existing Revolving Credit Agreement dated August 22, 2013 (“PNG Revolving Credit Agreement”)
with a consortium of financial institutions. PNG is permitted to borrow and repay funds and/or issue letters of credit up to a total commitment of
$500,000 through June 8, 2022, subject to a $50,000 sublimit for letters of credit. At December 31, 2019 and 2018, outstanding borrowings under the
PNG Revolving Credit Agreement were $348,000 and $223,000, respectively. At December 31, 2019 and 2018, total outstanding letters of credit
were $4,727. Under the terms of the agreement, interest rate options include either LIBOR or the administrative agent bank’s prime interest rate, plus
an applicable margin based upon PNG’s credit rating. Commitment fees on the unused portion of the total commitment are also based upon PNG’s
credit rating.

As of December 31, 2019, the aggregated future maturities of long-term debt are as follows:
 
2020   2021   2022   2023   2024    Thereafter  
$  7,436  $  208,072  $  671,423  $  182,409  $  51,500   $  552,500 
  

 

   

 

   

 

   

 

   

 

    

 

Covenants and Other Terms—The Senior Secured Notes, Credit Agreement, and Revolving Credit Agreement contain usual and customary
negative covenants that require the Company to meet certain minimum leverage and interest coverage ratio covenants, and also contain usual and
customary provisions regarding the acceleration of payments. In the event of certain defaults by the Company under these agreements, the lenders
will have no further obligation to extend credit, and in some cases, any amounts owed by the Company will automatically become immediately due
and payable. As of December 31, 2019 and 2018, the Company was in compliance with the covenants under the Senior Secured Notes, Credit
Agreement, and Revolving Credit Agreement.
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The Company’s obligations under the Senior Secured Notes, Credit Agreement, and Revolving Credit Agreement are secured by the tangible and
intangible assets of the Company and/or its subsidiaries, as specified in each agreement.

At December 31, 2019 and 2018, the unamortized debt issuance costs were $6,495, and $8,451, respectively. Total debt issuance costs amortized or
expensed as interest expense during 2019, 2018 and 2017 were $2,160, $2,179 and $2,074, respectively.

Accrued interest related to debt instruments was $6,079 and $6,478 at December 31, 2019 and 2018, respectively, which was included on the
Consolidated Balance Sheets within “Accrued interest, payroll, and taxes.”

Surety Bonds—As of December 31, 2019 and 2018, the Company purchased surety bonds of $8,767 and $8,468, respectively, to facilitate
commercial transactions with third parties.

 
10. ASSET RETIREMENT OBLIGATIONS

The Company’s asset retirement obligations are primarily associated with the interim retirements of natural gas gathering, transmission, distribution,
production wells, and storage pipeline components. These obligations result from certain safety and environmental activities that the Company is
required to perform when any pipeline is abandoned. The Company also has asset retirement obligations related to the retirement of the gas storage
wells in the Company’s underground natural gas storage network. The Company currently does not have sufficient information to estimate a
reasonable range of expected retirement dates for any of these wells. Thus, asset retirement obligations for those assets will not be reflected in the
consolidated financial statements until sufficient information becomes available to determine a reasonable estimate of the fair value of the activities
to be performed. Generally, this will occur when the expected retirement or abandonment dates are determined by the operations engineering
department.

The changes to the Company’s asset retirement obligations during 2019 and 2018 were as follows:
 

   2019    2018  
Total asset retirement obligations—January 1   $ 49,127   $ 45,241 
Liabilities incurred    216    4,080 
Obligations settled during the period    (2,347)    (3,124) 
Regulatory asset—accretion    3,486    2,930 

    
 

    
 

Total asset retirement obligations—December 31    50,482    49,127 
Less: current portion    2,050    2,003 

    
 

    
 

Noncurrent asset retirement obligations—December 31   $ 48,432   $ 47,124 
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11. EMPLOYEE BENEFIT PLANS

The Company provides certain benefits to eligible active employees, retirees, and qualifying dependents. Under the terms of the benefit plans, the
Company reserves the right to change, modify, or terminate the plans, unless restricted by collective bargaining.

Strategic investment policies are established for each of the Company’s prefunded benefit plans based upon periodic asset/liability studies. Factors
considered in setting the investment policy include employee demographics, liability growth rates, future discount rates, funded status of the plans,
cash disbursement requirements, and the expected long-term rate of return on plan assets. Deviations from the plans’ strategic allocation are a
function of short-term actual investment results in the capital markets and/or short-term market movements, which result in the plans’ actual asset
allocations varying from the strategic target asset allocations. Through periodic rebalancing, actual allocations are brought back in line with the
target.

The Company’s overall objective for investing the pension and other postretirement plan assets is to achieve the best possible long-term rates of
return commensurate with prudent levels of risk. To minimize risk funds are broadly diversified among asset classes, investment strategies, and
investment advisors.

The Company uses a December 31 measurement date for all employee benefit plans. To determine the expected return on plan assets (a component
of net periodic pension cost) the Company uses the market-related value of pension plan assets. The market-related value recognizes changes in fair
value on a straight-line basis over a four-year period, which reduces year-to-year volatility. Changes in fair value are measured as the difference
between the expected and actual plan asset returns, including dividends, interest, and realized and unrealized investment gains and losses. Since the
market-related value recognizes changes in fair value over a four-year period, the future market-related value of pension plan assets will be impacted
as previously unrecognized changes in fair value are recognized.

Defined Benefit Plans—The Company sponsors defined benefit retirement plans for current and former employees of Peoples, PGC and Delta. The
defined benefit pension plans sponsored by Peoples and PGC are frozen not allowing new entrants to the plan or accrual of additional service. The
defined benefit plan sponsored by Delta is frozen to new entrants, but plan participants continue to accrue benefits. Benefits payable under all plans
are based on certain factors, including hire date, years of service, age, and compensation. The Company’s contributions to the plans are determined in
accordance with the provisions of the Employment Retirement Income Security Act of 1974 (“ERISA”), as well as commitments under base rate
cases.

The accumulated benefit obligation for the Company’s defined benefit pension plans was $141,458 and $128,741 at December 31, 2019 and 2018,
respectively. The Company evaluates plan funding requirements annually, usually in the fourth quarter after considering updated plan information
from the plan’s actuaries. Based on the funded status of the plan and other factors, the Company determines the amount of contributions for the
current year, if any.

Postretirement Benefits—The Company also provides limited postretirement health care benefits and life insurance benefits (“Postretirement
Benefits”) for employees, the provisions of which are based upon certain factors, such as position and hire date.
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Retiree health care and life insurance benefits are provided for the Company’s union and salaried employee groups through separately administered
postretirement benefit plans. Annual premiums for both programs are negotiated as part of the Company’s group policies and are dependent upon
market trends and overall group experience. Annual employee contributions are based on several factors, such as age, retirement date, and years of
service.

The Company, through Peoples and PGC, has established Voluntary Employees’ Beneficiary Association (“VEBA”) trusts for its Postretirement
Benefits. Contributions to the VEBA trusts are tax deductible, subject to limitations contained in the Internal Revenue Code, and are made to fund
employees’ Postretirement Benefits. In accordance with ratemaking standards recognized by the PA PUC, the Company deposits, into irrevocable
trusts, amounts equal to the postretirement benefits expenses determined in accordance with authoritative guidance for postretirement benefit plans.
The trusts’ assets will be used for the payment of Postretirement Benefits and trust administration costs. Expense for the Postretirement Benefits is
based on contributions to the VEBA, which the difference between the contributions and the periodic expense as calculated under generally accepted
accounting principles is deferred as a regulatory asset.
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The following tables summarize the changes in the Company’s defined benefit and other postretirement benefit plan obligations and plan assets, fair
value measurements, components of net periodic benefit costs, and expected payments of future service.

 
         Other Postretirement  
   Defined Benefits   Benefits  
   2019   2018   2019   2018  
Periods Ended December 31      
Change in benefit obligation:      

Benefit obligation—beginning of year   $ 131,532  $ 144,508  $ 44,633  $ 52,983 
Service cost    810   977   1,820   2,243 
Interest cost    5,438   5,184   1,819   1,802 
Benefits paid    (10,572)   (8,327)   (3,795)   (5,478) 
Participant contributions    —     —     920   848 
Actuarial (gain) loss during the year    17,561   (10,810)   (5,249)   (7,765) 

    
 

   
 

   
 

   
 

Benefit obligation—end of year    144,769   131,532   40,148   44,633 
    

 
   

 
   

 
   

 

Change in plan assets:      
Fair value of plan assets—beginning of year    115,308   126,570   30,855   30,141 
Actual return on plan assets    21,187   (6,714)   2,469   (404) 
Employer contributions    5,306   4,105   4,727   5,748 
Expenses paid    —     (326)   —     —   
Benefits paid    (10,572)   (8,327)   (3,795)   (5,478) 
Participant contributions    —     —     920   848 

    
 

   
 

   
 

   
 

Fair value of plan assets—end of year    131,229   115,308   35,176   30,855 
    

 
   

 
   

 
   

 

Funded status—end of year   $  (13,540)  $  (16,224)  $  (4,972)  $ (13,778) 
    

 

   

 

   

 

   

 

Amounts recognized in the consolidated balance sheet as of
December 31:      

Noncurrent assets   $ 621  $ 2,867  $ 5,782  $ —   
Current liabilities      (1,367)   (1,464) 
Noncurrent liabilities    (14,161)   (19,091)   (9,387)   (12,314) 

    
 

   
 

   
 

   
 

Net amount recognized   $  (13,540)  $  (16,224)  $  (4,972)  $ (13,778) 
    

 

   

 

   

 

   

 

Significant assumptions used to determine benefit obligations as
of December 31:      

Discount rate    3.29%   4.42%   3.10%   4.19% 
    

 

   

 

   

 

   

 

Weighted-average rate of increase for compensation    N/A   N/A   5.30   5.30 
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         Other Postretirement  
   Defined Benefits   Benefits  
   2019   2018   2019   2018  
Periods Ended December 31      
Fair value measurements:      

Level 1:      
Cash equivalents   $ 7,556  $ 3,750  $ 8,260  $ 8,608 
Equity    76,727   80,196   10,157   5,905 
Fixed income    11,590   11,898   7,545   6,590 

    
 

   
 

   
 

   
 

Subtotal    95,873   95,844   25,962   21,103 
Level 2—fixed income    35,356   19,464   9,214   9,752 
Level 3    —     —     —     —   

    
 

   
 

   
 

   
 

Fair value   $ 131,229  $ 115,308  $ 35,176  $ 30,855 
    

 

   

 

   

 

   

 

Components of net periodic benefit costs:      
Service cost   $ 810  $ 977  $ 1,820  $ 2,243 
Interest cost    5,438   5,184   1,819   1,802 
Expected return on plan assets    (5,932)   (5,977)   (1,225)   (1,100) 
Amortization of prior service cost    —     —     830   924 
Amortization of net (gain) loss    1,101   723   (307)   (3) 

    
 

   
 

   
 

   
 

Net periodic benefit cost   $ 1,417  $ 907  $ 2,937  $ 3,866 
    

 

   

 

   

 

   

 

Significant assumptions used to determine periodic cost:      
Discount rate    3.29%   4.42%   3.10%   4.19% 
Expected long-term rate of return on plan assets    5.57   5.76   3.98   4.20 
Weighted-average rate of increase for compensation    N/A   N/A   
Health care cost trend ultimate rate    —     —     5.30   5.30 
Long-term asset allocation policy:      4.50   4.50 
Equity    60%   60%   —%   —% 
Debt    40%   40%   —%   —% 

Change in plan assets and benefit obligations recognized in
regulatory assets (other comprehensive income) (Note 8):      

Current year net actuarial (gain) loss   $ 2,305  $ 2,208  $ (6,493)  $ (6,261) 
Amortization of prior service cost/(credit)    —     —     (830)   (924) 
Amortization of actuarial loss    (1,101)   (723)   307   3 

    
 

   
 

   
 

   
 

Total recognized in regulatory assets (other comprehensive income)
(Note 8)   $ 1,204  $ 1,485  $ (7,016)  $ (7,182) 

    

 

   

 

   

 

   

 

Expected contributions for 2020   $ 4,177   $ 5,077  
    

 

    

 

 

Expected future benefit payments:      
2020   $ 7,708   $ 3,737  
2021    8,222    3,469  
2022    8,967    3,259  
2023    8,742    3,217  
2024    8,221    2,987  
2025–2029    41,064    14,851  
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401(k) Savings Plans—In addition to the aforementioned employee benefit plans, the Company has various 401(k) Savings Plans for union and
salaried employees. Under these 401(k) Savings Plans, employees can make voluntary contributions into their individual 401(k) Savings Plan
accounts. The Company provides matching and non-elective employer contributions to the 401(k) Savings Plans, as stipulated in the plan documents.
During 2019, 2018 and 2017, the Company made contributions to the 401(k) Savings Plans of $10,836, $10,289 and $8,754, respectively.

 
12. COMMITMENTS AND CONTINGENCIES

Commitments

Leases—The Company leases various facilities and equipment under operating leases that are noncancelable. Rental expense totaled $5,365, $5,259,
and $5,382 in 2019, 2018 and 2017, respectively, the majority of which is reflected in “Other operations and maintenance” on the Consolidated
Statements of Income. The future minimum lease payments are as follows:

 
2020   2021   2022   2023   2024    Thereafter  
$  7,777  $  9,810  $  10,109  $  10,219  $  10,347   $  29,382 
  

 

   

 

   

 

   

 

   

 

    

 

Investments—In September 2014, the Company committed to invest $3,000 in a regional site development fund. An investment of $2,471 has been
made through 2019, with a commitment of $529 remaining.

Long-Term Gas Supply Obligations—The retail gas supply of the Company is provided by sources on the interstate pipeline system and from local
western Pennsylvania gas well production. The Company has various interstate pipeline service agreements that provide for firm transportation
capacity, firm storage capacity, and other services and include capacity reservation charges based upon the maximum daily and annual contract
quantities set forth in the agreements. Some of these agreements have minimum volume obligations and are transacted at applicable tariff and
negotiated rates for remaining periods of up to 14 years.

Contingencies—In the ordinary course of business, the Company is routinely involved in various disputes, claims, lawsuits, and other regulatory and
legal matters, including both asserted and unasserted legal claims. While the outcome of these proceedings is uncertain and a loss in excess of the
amount the Company has accrued is possible, though not reasonably estimable, it is the opinion of management that any amounts exceeding the
accruals will not have a material adverse impact on the consolidated financial statements.

Loss Contingencies—The Company accrues loss contingencies when the Company’s assessments indicate it is probable that a liability has been
incurred or an asset will not be recovered and an amount can be reasonably estimated. The Company expenses legal fees as incurred and base the
legal liability estimates on currently available facts and the Company’s estimates of the ultimate outcome or resolution.

Environmental Matters—The Company is subject to costs resulting from a steadily increasing number of federal, state, and local laws and
regulations designed to protect human health and the environment. These laws and regulations affect future planning and existing operations and can
result in increased capital, operating, and other costs as a result of compliance, remediation, containment, and monitoring obligations. The Company
may sometimes seek recovery of environmental-related expenditures through regulatory proceedings.
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13. RELATED PARTY TRANSACTIONS

On January 1, 2014, the Company entered into a management agreement with SRIFNA, which requires an annual management fee of approximately
$5,000, paid in equal quarterly installments. The Company paid $4,979 during 2019, 2018 and 2017.

The Company expensed interest related to the LDC Parent Affiliated Senior Notes of $35,620 and $29,250 during 2018 and 2017, respectively.

 
14. MERGER WITH ESSENTIAL

On October 22, 2018, LDC Parent entered into a Purchase Agreement with Essential under which Essential agreed to acquire all of the issued and
outstanding limited liability company membership interests of the Company. Final regulatory approval for the merger was received on January 24,
2020, and the merger closed on March 16, 2020. Subject to the terms and conditions set forth in the Purchase Agreement, Essential paid $4,275,000
in cash to LDC Parent, subject to adjustments for working capital, certain capital expenditures, transaction expenses and closing indebtedness. Upon
consummation of the merger, Essential assumed the indebtedness of PNG and paid off the LDC Holdings credit agreement. Additionally, Essential
triggered the employment agreements for two of PNG’s executives, which resulted in lump sum payments to the executives totaling $9,000.

 
15. SUBSEQUENT EVENTS

The Company has evaluated events through April 1, 2020, the date that these consolidated financial statements were available to be issued.

* * * * * *
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Exhibit 99.2 

 UNAUDITED PRO FORMA CONSOLIDATED COMBINED FINANCIAL INFORMATION

 The following unaudited pro forma consolidated combined financial statements (the “pro forma financial statements”) have been derived from the
annual historical consolidated financial statements of Essential Utilities, Inc. (the “Company” or “Essential”) and LDC Funding LLC (“LDC”), including
the consolidated statements of net income for the year ended December 31, 2020. LDC is the parent of Peoples Natural Gas Company LLC, Peoples Gas
Company LLC, Peoples Gas WV LLC, Peoples Gas KY LLC, and Delta Natural Gas Company Inc., as well as other subsidiaries (collectively with LDC,
“Peoples”). 

The unaudited pro forma consolidated combined statement of net income for the year ended December 31, 2020 gives effect to the acquisition by the
Company of all of the issued and outstanding limited liability company membership interests of Peoples (the “Acquisition”) and certain financing
transactions (as described in Note 5 of the accompanying notes) as if they were completed on January 1, 2020. The unaudited pro forma consolidated
combined balance sheet as of December 31, 2020 is not presented herein as Peoples is reflected in the Company’s historical consolidated balance sheet as
of December 31, 2020.

The unaudited pro forma consolidated combined statement of net income for the year ended December 31, 2020 combines the historical consolidated
statement of operations for the year ended December 31, 2020 of Essential and the pre-acquisition historical results of Peoples for the period January 1,
2020 to March 15, 2020 derived from Peoples books and records.

The unaudited pro forma consolidated combined statement of net income was prepared in accordance with Article 11 of SEC Regulation S-X, prior
to adoption of the final rule, Release No. 33-10786 “Amendments to Financial Disclosures about Acquired and Disposed Businesses.” Accordingly, the
historical consolidated financial information has been adjusted in the pro forma financial statements to give effect to pro forma events that are: (1) directly
attributable to the Acquisition and the related transactions described herein; (2) factually supportable; and (3) expected to have continuing impact on the
combined results of the Company and Peoples. As such, the impacts of non-recurring Acquisition-related expenses are not included in the unaudited pro
forma statement of net income. Assumptions and estimates underlying the pro forma adjustments are described in the accompanying notes, which should
be read in conjunction with the unaudited pro forma consolidated combined statement of net income.

 
The unaudited pro forma consolidated combined statement of net income was based on, and should be read in conjunction with the separate historical

audited consolidated financial statements of the Company as of and for the year ended December 31, 2020 and the related notes, included in the Company’s
Annual Report on Form 10-K filed with the SEC on March 1, 2021.

 
The unaudited pro forma consolidated combined financial information has been prepared using the acquisition method of accounting in accordance

with the business combination accounting guidance as provided in Accounting Standards Codification (“ASC”) 805, Business Combinations. The
applicable guidance also requires that one party to an acquisition be identified as the acquirer. In accordance with such principles, the Acquisition will be
accounted for as an acquisition of Peoples by the Company.

The assets and liabilities of Peoples have been measured based on various preliminary estimates using assumptions that the Company believes are
reasonable based on information that is currently available. Differences between these preliminary estimates and the final acquisition accounting could
have a material impact on the accompanying pro forma financial statements and the combined company’s future results of operations and financial position.
The pro forma adjustments are preliminary and have been made solely for the purpose of providing unaudited pro forma combined financial statements
prepared in accordance with the rules and regulations of the SEC. The Company intends to finalize the acquisition accounting in connection with its filing
of the first quarter 2021 Form 10-Q.

 The pro forma financial statement has been presented for informational purposes only and does not purport to represent the actual results of
operations that the Company and Peoples would have achieved had the companies been combined during the periods presented in the pro forma financial
statement and is not intended to project the future results of operations that the combined company may achieve after the Acquisition. The pro forma
financial statements do not reflect any cost savings that may be realized as a result of the Acquisition and also does not reflect any restructuring or
integration-related costs to achieve those potential cost savings. 

 



 
Unaudited Pro Forma Consolidated Combined Statement of Net Income 

for the Year Ended December 31, 2020

  Historical Results  Pro Forma Adjustments   
 Essential  Peoples         

(in thousands, except per share amounts)  
Year Ended

December 31, 2020  

For the period
January 1, 2020 to

March 15, 2020  

Reclassification
Adjustments

(Note 2)  

Acquisition-
related

Adjustments
(Note 3)  

Financing-
related

Adjustments
(Note 4)  

Pro Forma
Combined

Operating revenues  $ 1,462,698  $ 281,068  $ —    $ —    $ —    $ 1,743,766 

Operating expenses:                         
Operations and maintenance   528,611   48,888   4,318 2(a)   (26,441)3(a), 3(b)  —     555,376 
Purchased gas   165,745   103,575   —     —     —     269,320 
Depreciation   251,443   21,171   (480)2(b)   —     —     272,134 
Amortization   5,616   —     480 2(b)   (141)3(c)   —     5,955 
Taxes other than income taxes   76,597   3,781   —     —     —     80,378 

Total operating expenses   1,028,012   177,415   4,318   (26,582)   —     1,183,163 
Operating income   434,686   103,653   (4,318)   26,582   —     560,603 

Other expense (income):                         
Interest expense   188,435   6,797   161 2(c)   (4,690)3(d)   11,023 4(a)   201,726 
Interest income   (5,363)   —     98 2(d)   —     4,999 4(b)  (266)
Allowance for funds used during construction   (12,687)   —     (161)2(c)   —     —     (12,848)
Gain on sale of other assets   (661)   —     —     —     —     (661)
Equity earnings in joint venture   3,374   —     —     —     —     3,374 
Other expense (income)   (3,383)   3,966   (4,416)2(a), 2(d)  —     —     (3,833)

Income before income taxes   264,971   92,890   —     31,272   (16,022)   373,111 
Provision for income taxes (benefit)   (19,878)   20,641   —     8,756 3(e)   (4,486)4(c)  5,033 

Net income  $ 284,849  $ 72,249  $ —    $ 22,516  $ (11,536)  $ 368,078 

Net income per share:                         
Basic net income per share (See Note 5)  $ 1.14                  $ 1.45 
Diluted net income per share (See Note 5)  $ 1.12                 $ 1.45 
Weighted-average number of shares (in thousands):                         
Basic (See Note 5)   249,768                   254,206 
Diluted (See Note 5)   254,629                   254,629 
 

See the accompanying notes to the unaudited pro forma combined financial statements, which are an integral part of these statements.

 



 
NOTES TO UNAUDITED PRO FORMA CONSOLIDATED COMBINED FINANCIAL STATEMENTS

Note 1. Basis of Presentation

Unless otherwise indicated, all amounts presented in these notes to unaudited pro forma consolidated combined financial statements are in thousands,
except for per share amounts.  

On March 16, 2020, pursuant to the terms of a purchase agreement, dated October 22, 2018 (the “Peoples purchase agreement”), the Company
completed the Acquisition of Peoples for cash consideration of $3,465,344, which was the base cash purchase price as adjusted pursuant to the terms of the
Peoples purchase agreement by $43,935 for the estimated change in working capital, by $247,500 for certain estimated capital expenditures, and by
$1,101,091 for indebtedness of Peoples outstanding as of the closing date. The cash consideration is subject to further adjustment upon completion of a
closing balance sheet and the finalization of other adjustments. The acquisition of Peoples and related transactions, including the related costs, were
financed through the following financing transactions that were completed in connection with the Acquisition:

 ·         Issuance of $749,907 of the Company’s common stock, par value $0.50 per share (“Common Stock”), pursuant to a Stock Purchase
Agreement with Canada Pension Plan Investment Board (“CPPIB”) (the “Private Placement”) at a per share price of $34.62. The
Private Placement was completed on March 16, 2020;

·         Borrowings of $150,000 under a credit agreement the Company entered into with PNC Bank, National Association on March 13, 2020
(the “PNC Credit Agreement”);

·         Borrowings of approximately $800,000, including approximately $22,000 designated for letter of credit usage, aggregate principal
amount of long-term debt under the Company’s five-year unsecured revolving credit agreement (the “Revolving Credit Agreement”);

·         Issuance of $1,293,750 of Common Stock and $690,000 of the Company’s 6.00% tangible equity units (“TEUs”) in public offerings,
which were completed on April 23, 2019; and

·         Issuance of $900,000 aggregate principal amount of senior notes in a public offering that was completed on April 26, 2019. A portion
of the proceeds from the senior notes were used to redeem $313,500 of the Company’s outstanding debt (the “Company Debt
Refinancing”), and remaining proceeds were used prior to December 31, 2019 to temporarily repay borrowings under the Revolving
Credit Agreement. On the Acquisition closing date, the Company borrowed under the Revolving Credit Agreement to complete the
Acquisition as described above.

 
Since the pro forma financial statements have been prepared based upon preliminary estimates, the final amounts recorded at the closing date of the

Acquisition may differ materially from the information presented herein. These preliminary estimates are subject to change pending further review of the
assets acquired and the liabilities assumed.

 
Management has completed the review of Peoples’ other accounting policies and based on its analysis to date has determined that no other significant

adjustments are necessary to conform Peoples’ financial statements to the accounting policies used by the Company in the preparation of the pro forma
financial statements.

 
Certain reclassifications have been made to the historical presentation of Peoples’ financial statements in order to conform to the financial statement

presentation of the Company. These reclassifications are discussed further at Note 2.
 
The pro forma financial statements have been prepared using the acquisition method of accounting. In accordance with the acquisition method,

Peoples’ assets acquired and liabilities assumed have been measured at their estimated fair value. For purposes of measuring the estimated fair value of
assets acquired and liabilities assumed, the Company utilizes estimates based on key assumptions of the Acquisition, including historical and current
market information. The pro forma adjustments included herein are preliminary and will be revised at the time the Company has finalized its fair value
valuations and analyses.

 
Costs related to the Acquisition recorded by both Peoples and the Company in each of the respective historical financial statements have been

excluded from the unaudited pro forma statement of net income for the year ended December 31, 2020 as they reflect non-recurring charges directly related
to the transaction.

 
Following the closing of the Acquisition, we granted stock-based awards under a long-term incentive plan to employees of Peoples. However, the

impact of these awards was immaterial and therefore is not reflected within the unaudited pro forma statement of net income.  

 



 
Note 2. Reclassification Adjustments

 Certain historical consolidated financial statement balances of Peoples have been reclassified in the unaudited pro forma financial statements to
conform to the historical consolidated financial statement presentation of the Company. 

Adjustments to the Unaudited Pro Forma Statement of Net Income for the Year Ended December 31, 2020

 (a) Donations, Penalties and Other Expenses. Represents the reclassification of Peoples’ donations, penalties and other miscellaneous expenses
to the Company’s “Operations and maintenance” line item in order to conform to the Company’s statement of net income presentation.

 (b) Amortization. Represents the reclassification of certain expenses from Peoples’ “Depreciation and amortization” into the Company’s
“Amortization” line item in order to conform to the Company’s statement of net income presentation.

 (c) Allowance for Funds Used in Construction. Represents the reclassification of allowance for funds used in construction within Peoples’
“Interest expense” to the Company’s “Allowance for funds used during construction” line item in order to conform to the Company’s
statement of net income presentation.

 (d) Interest and Other Income. Represents the reclassification of certain interest income recorded by Peoples within “Other” to the Company’s
“Interest income” line item in order to conform to the Company’s statement of net income presentation.

 
Note 3. Acquisition-related Adjustments

Adjustments to the Unaudited Pro Forma Statement of Net Income for the Year Ended December 31, 2020

 (a) Management Fee. Reflects the elimination of Peoples’ management fee charged by its former parent, SteelRiver Infrastructure Partners, of
approximately $1,245 for the period from January 1, 2020 to March 15, 2020. The management fee has been eliminated in the unaudited pro
forma financial statements as the management fee agreements were terminated in connection with the Acquisition.

 (b) Transaction Costs. Reflects the elimination of Acquisition-related expenses recorded by both the Company and Peoples of $25,196, excluding
approximately $376 of integration-related costs for which the related impact on the combined results is not factually supportable for the year
ended December 31, 2020. The Acquisition-related expenses consisted principally of legal and advisory fees, including underwriter
structuring and opinion letter fees, and have been eliminated as they were directly related to the Acquisition and were nonrecurring in nature.
Transaction-related expenses recorded by the Company also included change in control severance and retention bonus payments to its
employees for a total amount of $9,000. As the cost was nonrecurring in nature, it has been eliminated for the year ended December 31, 2020.

 (c) Amortization expense. All amortization adjustments relate to identified intangible assets as a result of the acquisition for non-regulated
businesses and are recorded to Amortization. The estimated amortization expense was computed using the straight-line method based on an
estimated useful life of the identifiable definite-lived intangible assets.

 

(in thousands)  
Estimated

Useful Life  
Estimated
Fair Value  

For the period
January 1, 2020 to

March 15, 2020
Amortization

Estimates
Customer List   15  $ 4,400  $ 60 
Trade Name   15   390   5 

   Total    $ 4,790   65 
Historical amortization expense           206 
Pro forma adjustment          $ (141)

 
 (d) Interest Expense. Reflects the elimination of interest expense of $5,344 for the year ended December 31, 2020 related to Peoples’ debt

outstanding as of December 31, 2019 that was not assumed by Essential upon the consummation of the Acquisition, including interest
expenses related to certain loans with the parent company of Peoples, offset by additional estimated interest expense of $654 related to
assumed short-term borrowings of $181,000 that were incurred by Peoples in February 2020 which bear interest at LIBOR plus 0.875% for
the year ended December 31, 2020.

 

 



 

 
 (e) Income Tax Expense. Reflects the income tax effects of the pro forma adjustments calculated using an estimated statutory income tax rate of

28% for the year ended December 31, 2020. The statutory rate may differ materially from the Company’s effective tax rate following the
Acquisition and does not consider any historical or future tax events that may impact the combined company.

 
Note 4. Financing-related Adjustments

The Company has reflected the following additional financing transactions that were completed in March 2020 to fund the Acquisition and related
transactions, including the related costs, in the unaudited pro forma statement of net income as if the transactions were completed as of January 1, 2020. 

 
  ·         Private Placement. On March 29, 2019, the Company entered into a Stock Purchase Agreement with CPPIB pursuant to which CPPIB

purchased 21,661 newly issued shares of Common Stock from the Company on March 16, 2020 at $34.62 per share. The total net proceeds
for the Private Placement was $730,239, which is net of issuance costs of $19,668.

·         PNC Credit Agreement. On March 13, 2020, the Company borrowed $150,000 under the PNC Credit Agreement, which the Company
entered into on March 13, 2020. The PNC Credit Agreement will mature on March 12, 2021 and the loan bears interest at LIBOR plus
0.875%, in respect of LIBOR borrowings, and the alternate base rate plus 0.775%, in respect of alternate base rate borrowings. The debt
issuance costs were not material and therefore are not reflected in the pro forma financial statements.

 
·         Revolving Credit Agreement Borrowings. The Company drew approximately $800,000, including approximately $22,000 designated for

letter of credit usage, aggregate principal amount of long-term debt under the Revolving Credit Agreement. The Revolving Credit
Agreement was amended on March 13, 2020 and provided the Company with an additional $450,000 of borrowing capacity upon closing of
the Acquisition on March 16, 2020. The total net proceeds of $799,325 are net of issuance costs of $675.

 
Adjustments to the Unaudited Pro Forma Statement of Net Income for the Year Ended December 31, 2020

 (a)  Interest Expense. Reflects the following:
 

In thousands  

For the period
January 1, 2020 to

March 15, 2020
Incremental interest expense related to the amortization of borrowings under the PNC Credit Agreement  $ 484 
Incremental interest expense related to the amortization of borrowings under the Revolving Credit
Agreement   2,553 
Subtotal  $ 3,037 
Plus: Elimination of settlement gain on termination of Peoples’ interest rate swaps settled in connection with
the Acquisition   7,986 
Total  $ 11,023 

 
   A 1/8 percent change in the interest assumed above would result in an aggregate increase or decrease to interest expense of approximately

$234 for the year ended December 31, 2020.

 (b)  Interest Income. Reflects the removal of the interest income earned on cash on hand for the period January 1, 2020 to March 15, 2020.

 (c) Income Tax Expense. Reflects the income tax effects of the pro forma adjustments calculated using an estimated statutory income tax rate of
28% for the year ended December 31, 2020. The statutory rate may differ materially from the Company’s effective tax rate following the
Acquisition and does not consider any historical or future tax events that may impact the combined company.

 

 



 
Note 5. Pro Forma Earnings Per Share

The earnings per share calculation reflects the shares issuable upon settlement of the stock purchase contracts portion of the TEUs and the shares
issued in the Private Placement and the Common Stock Offering. As the Private Placement was not completed until March 16, 2020, for the year ended
December 31, 2020 EPS calculation, the company made a pro forma adjustment to reflect the issuance of common shares in the Private Placement
assuming it occurred on January 1, 2020. As the shares issued in connection with the Private Placement were only reflected in the historical basic weighted
average share counts for a portion of the year ended December 31, 2020, the Company made a pro forma adjustment to the year ended EPS calculation to
reflect the impact on weighted average common shares outstanding from assuming the Private Placement occurred on January 1, 2020.

In thousands  
For the Year Ended
December 31, 2020

Pro forma net income  $ 368,078 

Basic weighted average common shares outstanding     
Basic average common shares outstanding   249,768 
Additional weighted average impact of common shares in the Private Placement   4,438 
Basic weighted average common shares outstanding used in pro forma net earnings per share   254,206 
Pro forma net earnings per common share, basic  $ 1.45 
Diluted weighted average common shares outstanding     
Diluted average common shares outstanding   254,629 
Diluted weighted average common shares outstanding used in pro forma net earnings per share   254,629 
Pro forma net earnings per common share, diluted  $ 1.45 

 

 


