Southwest Gas Holdings, Inc. Announces 2016 Earnings
February 27, 2017
LAS VEGAS, Feb. 27, 2017 /PRNewswire/ -- Southwest Gas Holdings, Inc. (NYSE: SWX), which on January 1, 2017 became the parent company of
Southwest Gas Corporation and its subsidiaries, announced record consolidated earnings of $3.20 per basic share for 2016, a $0.26 increase from
consolidated earnings of $2.94 per basic share during 2015. Consolidated net income was $152 million for 2016, compared to consolidated net
income of $138.3 million for 2015. The natural gas segment had net income of $119.4 million in 2016 compared to net income of $111.6 million in
2015, while the construction services segment had net income of $32.6 million in 2016 compared to net income of $26.7 million in 2015. Consolidated
current-year results include $7.4 million, or $0.16 per share, in other income due to increases in the cash surrender values of company-owned life
insurance ("COLI") policies, while the prior year included a $500,000 loss, or ($0.01) per share, associated with COLI policies.
Commenting on Southwest Gas Holdings' performance and outlook, John P. Hester, President and Chief Executive Officer, said: "2016 was a banner
year for our Company as we delivered record-setting EPS of $3.20 and both business segments improved their results. Our natural gas operations
benefitted from the addition of 28,000 net new customers and Centuri, our construction services segment, posted record revenues and net income.
Our strong performance and expectations of continuing growth in 2017 gave the Board the confidence to approve a 10% increase in the common
stock dividend last week.
"On the regulatory front, a draft settlement was filed in our Arizona general rate case in January 2017. If approved as filed, revenues would increase by
$16 million and depreciation expense would decline by $44.7 million. We currently expect new rates to be effective in May 2017. Additionally, after
receiving approvals from our regulators in California, Nevada, and Arizona, and final Board approval in December 2016, we completed our
reorganization into a holding company, effective January 2017.
"As we look ahead, we continue to see significant growth opportunities and we are very optimistic about the prospects for both our natural gas
operations and construction services segments. We plan to move these business lines forward in a manner that stresses safety, operational efficiency,
customer and employee satisfaction, and that we believe will deliver maximum value to our shareholders."
During the fourth quarter of 2016, consolidated net income was $65.2 million, or $1.37 per basic share, versus $66.1 million, or $1.40 per basic share,
for the fourth quarter of 2015.
Natural Gas Operations Segment Results
Full Year 2016
Operating margin, defined as operating revenues less the cost of gas sold, increased $33 million between years. Combined rate relief in the California
jurisdiction and Paiute Pipeline Company provided $10 million in operating margin. New customers contributed $8 million in operating margin as
approximately 28,000 net new customers were added during the year. The Nevada Conservation and Energy Efficiency ("CEE") surcharge, which was
implemented in January 2016, provided $11 million of the increase. Amounts collected through the surcharge do not impact net income as they also
result in an increase in associated amortization expense. Infrastructure replacement mechanisms and customers outside the decoupling mechanisms,
as well as other miscellaneous revenues, collectively provided $4 million of operating margin.
Operations and maintenance expenses increased $8.5 million between years due primarily to general cost increases and higher employee medical
expenses, partially offset by lower pension expense. Higher expenses for pipeline integrity management and damage prevention programs accounted
for $2.6 million of the increase. On a combined basis, depreciation and general taxes increased $23 million, or 9%, including $7.1 million of
amortization related to the recovery of regulatory assets, primarily the Nevada CEE amounts noted above. The remaining increase in depreciation and
general taxes between years was primarily due to a 6% growth in average gas plant in service.
Other income and deductions, which principally includes changes in the cash surrender values of COLI policies and non-utility expenses, increased
$6 million between years due to a $7.9 million increase in COLI-related income. Net interest deductions increased $2.9 million between years primarily
due to higher interest expense associated with deferred purchased gas adjustment ("PGA") balances payable and the issuance of $300 million in
3.8% senior notes, partially offset by reductions associated with various debt redemptions during 2016.
Fourth Quarter
Operating margin increased $8 million between quarters. A combined $3 million of rate relief in the California jurisdiction and Paiute Pipeline
Company contributed to the increase, while $2 million of the increase was attributable to customer growth. Operating margin attributable to the
Nevada CEE surcharge noted above was $3 million.
Operations and maintenance expenses increased $1.5 million between quarters primarily due to higher self-insured employee medical costs, partially
offset by lower pension costs. On a combined basis, depreciation and general taxes increased $5.4 million, or 8%, between quarters primarily due to a
6% increase in average gas plant in service, and to a $1.3 million increase in amortization associated with the recovery of regulatory assets.
Other income and deductions decreased $1.3 million between quarters primarily due to nonrecurring expenses associated with the creation of the
holding company structure in 2016. Net interest deductions increased $1.9 million between quarters primarily due to the third quarter 2016 issuance of
$300 million in senior notes, partially offset by debt redemptions noted above.

Construction Services Segment Results
Full Year 2016
Revenues increased $130 million between years primarily due to work performed on certain large bid projects and additional pipe replacement work.
Additionally, favorable weather conditions in the mid-western and north-eastern parts of the United States and in Canada during 2016 provided an
extended construction season. Construction expenses increased $126 million between years due primarily to additional pipe replacement work, higher
labor costs experienced due to changes in the mix of work with existing customers, and greater operating expenses to support increased growth in
operations.
Depreciation and amortization expense declined $1 million overall primarily due to a reduction in depreciation associated with an extension of the
estimated useful lives of certain depreciable equipment, partially offset by an increase in depreciation on additional equipment purchased to support
the growing volume of work. Net interest deductions declined $1 million between years primarily due to lower interest rates on outstanding borrowings
during the year and a decrease in the average line of credit balance outstanding during 2016.
Fourth Quarter
Revenues increased $11.1 million between quarters, primarily due to additional pipe replacement work. Construction expenses increased $15.2 million
between quarters primarily due to the additional pipe replacement work. These figures include the impact of a $4 million favorable change order
settlement on an industrial project in Canada recognized in the fourth quarter of 2015.
Depreciation and amortization expense decreased $2.7 million between quarters due to a reduction in depreciation associated with the extension of
the estimated useful lives of certain depreciable equipment, partially offset by depreciation on additional equipment purchased to support the growing
volume of work.
Outlook for 2017
Natural Gas Segment:

Operating margin for 2017 is anticipated to benefit from new rates associated with the Arizona general rate case
(beginning May 2017), customer growth (similar to 2016), infrastructure tracker mechanisms, expansion projects, and
California attrition. Combined, these items are expected to produce approximately 2% in incremental margin.
Operations and maintenance expense is expected to track generally with inflationary changes and customer growth
rates. Despite the anticipated growth in gas plant in service (approximately 6% to 7%), depreciation and general taxes
combined are expected to decrease due to the depreciation rate reduction expected to be approved in our Arizona general
rate case settlement (effective May 2017).
Operating income is expected to increase by 10% to 12% between years.
Net interest deductions for 2017 are expected to be relatively flat compared to 2016.
Changes in cash surrender values of COLI policies will continue to be subject to volatility, as evidenced by $7.4 million of
income in 2016, compared to a $500,000 loss in 2015. Management generally anticipates longer term normal increases in
COLI cash surrender values to range from $3 million to $5 million on an annual basis.
Capital expenditures in 2017 are estimated at approximately $570 million, in support of customer growth, system
improvements, and accelerated pipe replacement programs.
Construction Services Segment:

Centuri has a strong base of large utility clients (many with multi-year pipe replacement programs) that are expected to
sustain, and over time, grow its business. Revenues for 2017 are anticipated to be 2% to 5% greater than 2016 levels.
Operating income is expected to be approximately 5% to 5.5% of revenues.
Based on the current interest rate environment, net interest deductions for 2017 are expected to be between $6 million and
$7 million.
These collective expectations are before consideration of the portion of earnings attributable to the noncontrolling interests.
Additionally, changes in foreign exchange rates could influence results.
Southwest Gas Holdings has two business segments:
Centuri Construction Group, Inc. is a comprehensive construction services enterprise dedicated to meeting the growing demands of North American
utilities, energy, and industrial markets. Centuri derives revenue from installation, replacement, repair, and maintenance of energy distribution
systems, and developing industrial construction solutions primarily for energy services utilities.
Southwest Gas Corporation provides safe and reliable natural gas service to 1,984,000 customers in Arizona, Nevada, and California.
Forward-Looking Statements: This press release contains forward-looking statements within the meaning of Section 27A of the Securities Act of
1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. Such statements include, without limitation, statements
regarding Southwest Gas Holdings, Inc. (the "Company") and the Company's expectations, hopes or intentions regarding the future. These forward
looking statements can often be identified by the use of words such as "will", "predict", "continue", "forecast", "expect", "believe", "anticipate", "outlook",
"could", "target", "project", "intend", "plan", "seek", "estimate", "should", "may" and "assume", as well as variations of such words and similar
expressions referring to the future, and include (without limitation) statements regarding expectations of continuing growth in 2017, the draft settlement
for the Arizona general rate case, and the anticipated effects on the Company if such settlement is approved (and when the resulting rates would go
into effect), the Company's significant growth opportunities and optimism about the future, as well as the plan to move business lines forward and the

belief that they will deliver maximum value to shareholders. In addition, the statements under the heading "Outlook for 2017" that are not historic,
constitute forward-looking statements. A number of important factors affecting the business and financial results of the Company could cause actual
results to differ materially from those stated in the forward-looking statements. These factors include, but are not limited to, the timing and amount of
rate relief, changes in rate design, customer growth rates, the effects of regulation/deregulation, the impacts of construction activity at Centuri, future
earnings trends, seasonal patterns, and the impacts of stock market volatility. In addition, the Company can provide no assurance that its discussions
about future operating margin, operations and maintenance expenses, operating income, depreciation and general taxes, COLI cash surrender
values, financing expenses, and capital expenditures of the natural gas segment will occur. Likewise, the Company can provide no assurance that
discussions regarding construction services segment revenues, operating income, and net interest deductions will transpire. Factors that could cause
actual results to differ also include (without limitation) those discussed under the heading "Risk Factors" in Southwest Gas Corporation's most recent
Annual Report on Form 10-K and in the Company's and Southwest Gas Corporation's current and periodic reports filed from time to time with the
SEC. The statements in this press release are made as of the date of this press release, even if subsequently made available by the Company on its
Web site or otherwise. The Company does not assume any obligation to update the forward-looking statements provided to reflect events that occur
or circumstances that exist after the date on which they were made.

SOUTHWEST GAS HOLDINGS CONSOLIDATED EARNINGS DIGEST
(In thousands, except per share amounts)
2016

2015

Consolidated Operating Revenues

$ 2,460,490

$ 2,463,625

Net Income

$

$

YEAR ENDED DECEMBER 31,

Average Number of Common Shares Outstanding

152,041
47,469

138,317
46,992

Basic Earnings Per Share

$

3.20

$

2.94

Diluted Earnings Per Share

$

3.18

$

2.92

2016

QUARTER ENDED DECEMBER 31,

2015

Consolidated Operating Revenues

$

641,525

$

685,405

Net Income

$

65,180

$

66,119

Average Number of Common Shares Outstanding

47,482

47,377

Basic Earnings Per Share

$

1.37

$

1.40

Diluted Earnings Per Share

$

1.36

$

1.38

To view the original version on PR Newswire, visit:http://www.prnewswire.com/news-releases/southwest-gas-holdings-inc-announces-2016-earnings300414314.html
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