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CHAPTER 7
COMPARABLE EARNINGS

The comparable earnings method (“CE” or “CEM?”) is the “granddaddy” of cost of equity
methods, as it is derived from the “corresponding risk” standard of the Bluefield and Hope cases.
This method is based upon the economic concept of “opportunity cost.” As noted previously the
cost of capital is an opportunity cost: the prospective return available to investors from
alternative investments of similar risk. If, in the opinion of those who save and commit capital,
the prospective return from a given investment is not equal to that available from other
investments of similar risk, the available capital will tend to be shifted to the alternative
investments. Through this mechanism, opportunity-cost-driven pricing signals direct capital to
its most productive uses; thus, a free enterprise system promotes an efficient allocation of scarce

resources.

The established legal standards are consistent with the oppertunity cost principle. The
two Supreme Court cases most frequently cited (Bluefield and Hope) hold that: the return to the
equity owners be sufficient to maintain the credit of the enterprise and confidence in its financial
integrity; to permit the enterprise to attract required additional capital on reasonable terms; and,
to provide the enterprise and its investors with an earnings opportunity commensurate with the

returns available on investments in other enterprises having corresponding risks.

These three interrelated criteria constitute a succinct statement of the opportunity cost
principle. An expected return on equity equal to that which can be realized on alternative
investments of corresponding risk will, in turn, be sufficient to assure confidence in the financial
integrity of the enterprise, to maintain its credit, and to permit it to attract new capital on

reasonable terms.

The comparable earnings method is designed to measure the returns expected to be
earned on the original cost book value of similar risk enterprises. Thus, this method provides a
direct measure of the fair return, since it translates into practice the competitive principle upon

which regulation rests.
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The comparable earnings method normally examines the experienced and/or projected
returns on book common equity. The logic for returns on book equity follows from the use of
original cost rate base regulation for public utilities which uses a utility’s book common equity to
determine the cost of capital. This cost of capital is, in turn, used as the fair rate of return which
is then applied (multiplied) to the book value of rate base to establish the dollar level of capital
costs to be recovered by the utility. This technique is thus consistent with the rate base — rate of

return methodology used to set utility rates.

It is maintained that the comparable earnings standard is easy to calculate and the amount
of subjective judgment required is minimal. The method avoids several of the subjective factors
involved in other cost of capital methodologies. For example, the DCF method requires the
determination of the growth rate contemplated by investors, which is a subjective factor. The
CAPM requires the specification of several expectational variables, such as market return and
beta. In contrast, the comparable earnings approach makes use of readily available accounting
data.

In addition, this method is easily understood and is firmly anchored in regulatory
tradition (i.e., Bluefield and Hope). The method is not influenced by the regulatory process to
the same extent as market-based methods such as DCF and CAPM. The base to which the
comparable earnings standard is applied is the utility’s book common equity, which is much less
vulnerable to regulatory influences than stock price which is the base to which the market-based

standards are applied. Stock price can be influenced by the actions of regulators.
The rationale for the comparable earnings technique is aptly stated by Morin (2006, 394):

“Although the Comparable Earnings test does not square well with
economic theory, the approach is nevertheless meritorious. If the basic
purpose of comparable earnings is to set a fair return rather than determine
the true economic return, then the argument is academic. If regulators
consider a fair return as one that equals the book rates or return earned by
comparable risk firms rather than one that is equal to the cost of capital of
such firms, the Comparable Earnings test is relevant. This notion of
fairness, rooted in the traditional legalistic interpretation of the Hope
language, validates the Comparable Earnings test.”

116
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the earnings requirement of utilities is determined by applying a percentage
rate of return to the book value of a utility's investment, and not on the
market value of that investment. Therefore, it stands to reason that a different
percentage rate of return than the market cost of capital be applied when the
investment base is stated in book value terms rather than market value terms.
In a competitive market, investment decisions are taken on the basis of market
prices, market values, and market cost of capital. If regulation’s role was to
duplicate the competitive result perfectly, then the market cost of capital would
be applied to the current market value of rate base assets employed by utilities
to provide service. But because the investment base for ratemaking purposes
is expressed in book value terms, a rate of return on book value, as is the
case with Comparable Earnings, is highly meaningful.
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EXAMPLE 9-1

Southeastern Electric’s sustainable growth rate is required for upcoming
rate case testimony. As a gauge of the expected return on equity,
authorized rates of retum in recent-decisions for eastern U.S. electric
utilities as reported by Value Line for 2005 and 2006 averaged 11%,
with a standard deviation of 1%. In other words, the majority of utilities
were authorized to earn 11%, with the allowed return on equity ranging
from 10% to 12%. As a gauge of the expected retention ratio, the
average 2006 payout rafio of 34 eastern electric utilities as compiled
by Value Line was 60%, which indicates an average retention ratio of
40%, with a standard deviation of 5%. This was consistent with the long-
" run target retention ratio indicated by .the management of Southeastern
Electric. It is therefore reasonable to postulate that investors expect a
retention ratio ranging from 35% to 45% for the company with a likely
‘value of 40%. In Table 9-4 below, expected retention ratios of 35% to
45% and assumed returms on equity from 10% to 12% are multiplied
to produce sustainable growth rates ranging from 3.8% to 5.4% with
a likely value of 4.6%.

SUSTAINABLE GROWTH METHOD ILLUSTRATION
Expected Expected Return on Book Equity (r)
Retention Ratio (b) 10% 11% 12%
35% 35% 3.9% 4.2%
40% 4.0% 4.4% 4.8%
45% 45% 5.0% 5.4%

It should be pointed out that published forecasts of the expected return on
equity by analysts such as 'Value Line are sometimes based on end-of-period
book equity rather than on average book equity. The following formula™

' The return on year-end common equity, r, is defined as r = E/B,, where E is
earnings per share, and B, is the year-end book value per share. The return on
average common equity, r,, is defined as: r, = E/B, where B, = average book
value per share. The latter is by definition: B, = (B, + B,-)/2 where B, is the
year-end book equity per share and B,_, is the beginning-of-year book equity per
share. Dividing r by r, and substituting:

r _EB _B, B +B.,
r. EB, B, 2B,

Solving for r,, a formula for translating the return on year-end equity into the return

on average equity. is obtained, using reported beginning-of-the year and end-of-

year common equity figures:

2B,
Vo S
B, + B,_,
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adjusts the reported end-of-year values so that they are based on average
common equity, which is the common regulatory practice:

2B,

i=lig 75—
a 'B, + B,

(9-10)

-

The sustainable growth method can also be extended to include external
financing. From Chapter 8, the expanded growth estimate is given by:

g =br+ sv

where b and r are defined as previously, s is the expected percent growth in
number of shares to finance investment, and v is the profitability of the equity
investment. The_ variable s measures the long-run expected stock financing
that the utility will undertake. If the utility’s investments are growing at a
stable rate and if the earnings retention rate is also stable, then s will grow
at a stable rate. The variable s can be estimated by taking a weighted average
of past percentage increases in the number of shares. This measurement is
difficult, however, owing to the sporadic and episodic nature of stock financing,
and smoothing techniques must be employed. The variable v is the profitability
of the equity investment and can be measured as the difference of market
price and book value per share divided by the latter, as discussed in
Chapter 8.

ESAL]

There are three problems in the practical application of the sustainable growth
method. The first is that it may be even more difficult to estimate what b, r,
s, and v investors have in mind than it is to estimate what g they envisage.
It would appear far more economical and expeditious to use available growth
forecasts and obtain g directly instead of relying on four individual forecasts
of the determinants of such growth. It seems only logical that the measurement
and forecasting errors inherent in using four different variables to predict
growth far exceed the forecasting error inherent in a direct forecast of
growth itself. e

R L

Second, there is a potential element of circularity in estimating g by a forecast
of b and ROE for the utility being regulated, since ROE is determined in
large part by regulation. To estimate what ROE resides in the minds of
investors is equivalent to estimating the market’s assessment of the outcome 1
of regulatory hearings. Expected ROE is exactly what regulatory commissions
set in determining an allowed rate of return. In other words, the method
requires an estimate of return on equity before it can even be implemented.
Common sense would dictate the inconsistency of a return on equity recom-

306
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US Regulated Utilities

Regulation Will Keep Cash Flow Stable
As Major Tax Break Ends

Our outlook for the US regulated utility industry is stable. This outlook reflects our
expectations for the fundamental business conditions in the industry.

»  Cost-recovery mechanisms, coupled with annual base-rate increases, will keep the ratio
of industry-wide cash flow to debt at about 18%, within our range for a stable
outlook. Favorable rate orders are part of what we view as a broader shift toward
stronger regulatory support for the industry, all the more important this year given the
end of bonus depreciation. Industry regulation is the most important driver of
our outlook.

» Ratemaking mechanisms, such as revenue decoupling and riders, allow utilities to
recover costs faster and improve the quality, predictability and stability of cash flow.
The ratio of cash flow to gross profit for a peer group of 122 US operating companies
has been more stable on a year-over-year basis since 2009, as the use of riders in
regulatory agreements has become more commonplace.

»  We are also seeing signs of improved regulatory support in historically contentious
states, such as Connecticut and Illinois. Stronger recovery mechanisms put in place last
year for Connecticut Natural Gas Corp. (A3 stable) and Commonwealth Edison Co.
(Baal stable) in Illinois will likely make cash flow more predictable for utilities in each

state. This marks a turnaround in both states, where regulatory support was lacking for
certain cost-recovery provisions in the past.

»  Stagnant customer demand is leading some utilities to pursue shareholder growth
through financial engineering. Some companies are restructuring their businesses by
creating master limited partnerships and “yieldcos” to defend their historically high
equity multiples. For now, credit risks are limited but so are any benefits for
bondholders, and these structures may weaken sponsor credit quality over time.

»  What could change our outlook. We could shift our outlook to positive if the ratio of
cash flow to debt rose toward 25% on a sustainable basis, which could happen if return
on equity rises or utilities deleverage significantly. A more contentious regulatory
environment that resulted in a material deterioration in cash flow, such that the ratio fell
to 13%, could cause us to have a negative outlook.
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Supportive regulatory relationships drive our stable outlook

Regulatory support will help US electric and gas utilities maintain stable credit profiles in 2014, even
with stagnant customer demand and without the cash-flow boost from bonus depreciation.

Fundamentally, the regulatory environment is the most important driver of our outlook because it sets
the pace for cost-recovery. Favorable rate orders, even in states where utilities have had contentious
regulatory relationships in the past, are part of what we view as a broader shift toward stronger
regulatory support for the industry.

The improved regulatory framework, led by special cost-recovery mechanisms and annual base-rate
increases, is all the more important this year for two reasons. First is the end of bonus depreciation, a
temporary tax break that expired on December 31. We incorporate a view that bonus depreciation will
not be extended; however, various corporate sectors are currently lobbying for the extension in 2014.
Second is stagnant customer demand, which is also leading some utilities to pursue shareholder growth
through financial engineering (please see page 6).

As Exhibit 1 shows, the ratio of cash flow to debt will decline this year to 18%, just below the 10-year
trend line but within our range for a stable outlook. The decline is largely because of higher cash taxes,
but utilities can still get some tax relief in 2014 by applying net operating loss carry-forwards (from
factors unrelated to bonus depreciation) from past years to this year’s tax payments—an option they
didn’t use when bonus depreciation was in effect.

We would likely shift our outlook to positive if the ratio of cash flow to debt rose to 25%, although
that would take a marked increase in regulatory-allowed ROE levels or steps by utilities to scale back
their dividend and stock-repurchase plans. A more contentious regulatory environment or a
widespread adoption of more-aggressive financial strategies resulting in a material deterioration in cash
flow, such that the ratio fell to 13%, would likely lead to a negative outlook.

EXHIBIT 1
Cash Flow to Debt Will Hover Below the 10-Year Average

I CFO (left scale) e CFO / diebt (right scale) eeceeeses 10-yr Avg. (right scale)
90,000 35%

80,000 30%

25%
70,000
20%
60,000
15%
50,000

10%

40,000 5%

0%

30,000

2003 2004 2005 2006 2007 2008 2009 2010 20M 2012 2013Q3 2014

Notes: Figures are in thousands of US dollars. A list of the 122 utilities included in our analysis starts on page 7. Data for the third quarter of 2013 are
the latest available. Data for 2014 are our estimates.
Source: Moody's Investors Service
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Improved regulatory environment means stable, more predictable cost-recovery

The US regulatory environment has improved significantly in the past year, providing for faster and
more-certain cost-recovery in 2014.

Puget Sound Energy Inc.’s (PSE; Baal stable) June 2013 rate order is a good example. Its regulator,
the Washington Utilities and Transportation Commission, approved the decoupling of electric and gas
revenue from sales volume, and a property-tax tracker that provides more-efficient recovery of
property-tax expense. The commission acknowledged a need to reduce regulatory lag times by
expediting the utility’s rate filings and offering more real-time true-up of costs during rate filings. The
regulator also provided the company with forward-looking annual revenue adjustments (about 3% for
electric and 2% for gas) over the next three years. As a result of these changes, we expect that Puget
Sound’s cash-flow-to-debt ratio will continue to surpass 20%, exceeding the industry average, even
without the cash-flow benefit of bonus depreciation.

Another example is Westar Energy Inc.’s (Baal stable) 2013 abbreviated rate case with the Kansas
Corporation Commission. In addition to providing incremental cost-recovery for environmental
upgrades, the regulator allowed Westar to increase its monthly fixed charge on customer bills. This
movement in rate design will allow Westar to recover a greater portion of its fixed costs through fixed

rates, rather than volumetric rates, thereby reducing Westar’s dependency on selling higher volumes to
recover fixed costs. The shift to a $12 residential monthly fixed charge from $9 will be a benefit amid
flat customer demand in Kansas over the past three years (see Exhibit 2).

EXHIBIT 2
Demand for Electricity Has Been Stagnant in Kansas
Actual Consumption

Kansas Residential Electricity
Consumption, TWh

15
1 f/\/ ~N—
13

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Notes: TWh stands for terawatt hour. 2013 US Energy Information Administration (EIA) data are through October 2013. Our estimates for November
and December 2013 are based on historical trends.
Source: US Energy Information Administration
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As demand for electricity wanes, rate structures that are tied more closely to volumetric charges than to
fixed charges will threaten the gross profits of most electric and gas utilities. Exhibit 3 below shows the
drop-off in US electricity demand since 2010, largely attributable to weather and slow economic
growth as well as conservation and efficiency measures.

EXHIBIT 3
Demand for Electricity Is Slow to Rebound
Actual Consumption

US Residential Electricity
Consumption, TWh

1,500

1,400 /T

/J\/ T~
1,300 /_/
1,200

1,100 /\/
1,000 \/

900 T T T T T T T T T T T T T T T T T T T T T T |

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Note: 2013 EIA data is through October 2013. Our estimates for November and December 2013 are based on historical trends.
Source: US Energy Information Administration

The industry’s financial profile is becoming more predictable and steady because of these special
recovery mechanisms that supplement cash recovery between general rate cases. As Exhibit 4 shows,
the average ratio of cash flow from operations to gross profit had a standard deviation of 2.4% on a
year-over-year basis between 2003 and 2008. This compares with a 1.1% standard deviation on
average between 2009 and the third quarter of 2013, the latest data available, a period marked by a
more pervasive use of cost-recovery mechanisms throughout the US.

(EZ)r;BtI-T;ecovery Mechanisms Make Cash Flow More Predictable
Standard Deviation Average Standard
Year CFO / Gross Profit Rolling Two-Year Average Deviation
2003 30.9%
2004 37.0% 4.3%
2005 34.0% 2.1%
2006 37.3% 2.4%
2007 34.9% 1.7%
2008 32.9% 1.4% 2.4%
2009 44.9%
2010 42.5% 1.7%
201 44.8% 1.6%
2012 44.3% 0.3%
3Q13 43.0% 0.9% 1.1%

Note: The latest data available are for the third quarter of 2013.
Source: Moody's Investors Service
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Cost-recovery improves, but not without exceptions

Most regulated electric and gas utilities in the US have shown evidence of improved regulatory
relationships. Apart from Puget Sound’s and Westar’s cost-recovery improvements, we have seen
regulatory improvement in Illinois and Connecticut, states in which the relationships between
regulators and utilities have been somewhat contentious.

Stronger recovery mechanisms put in place late last year in both Illinois and Connecticut will make
utility cash flow more predictable. For example, in Illinois, Commonwealth Edison’s (ComEd) cash
flow to debt coverage will start improving in 2014, supported by the adoption of a version of formula
ratemaking (i.c., the Energy Infrastructure Modernization Act, or “EIMA,” which helps define various
aspects of rate structure and cost-recovery in Illinois). The implementation of EIMA will make cost-
recovery more tied to factors determined by a formula and less tied to rate-case negotiations (the
results of which are less predictable).

Similarly, the Connecticut legislature in 2013 passed the Comprehensive Energy Strategy, which
encourages the use of decoupling mechanisms and infrastructure replacement riders (i.e., the
Distribution Integrity Management Program, or DIMP), while promoting growth of local distribution
companies (LDCs) through customer conversions. These measures are subject to approval by the
Public Utilities Regulatory Authority in rate-case proceedings, but were approved in Connecticut
Natural Gas’s (CNG; A3 stable) December 2013 rate case. We expect decoupling, DIMP and
conversion incentives to be applied to all LDC:s in the state going forward.

These moves mark a turnaround in both states from past years, when regulatory support was lacking
for certain cost-recovery provisions and when general rate case outcomes were deemed less than
favorable from an investor perspective. For example, the Illinois legislature passed the EIMA in 2011,
but the Illinois Commerce Commission did not fully implement it, initially, which made future cost-
recovery for ComEd uncertain. Likewise, Connecticut LDCs had few tracking mechanisms and were
exposed to declining customer usage in rate design. Now, through the adoption of EIMA in ComEd’s
rate structure (clarified by Senate Bill 9 in 2013) and CNG’s implementation of decoupling and the
DIMDP, the financial profiles of both companies will likely improve.

These cost-recovery improvements are part of the broader trend we are seeing in the industry, but
there are a few high-profile exceptions. Entergy Corp. (Baa3 stable), which has a history of contentious
regulatory relationships in Arkansas and Texas, is one example.

Last year, Entergy Arkansas Inc. (Baa2 stable) put forth a nearly $145 million rate request but received
about $81 million (the Arkansas Public Service Commission did allow a new cost-recovery rider for
certain regional transmission expenses, however). Entergy Texas Inc. (Baa3 stable) requested about $53
million in rate increases for 2014, but the Texas Public Utilities Commission’s (PUC) staff
recommended a rate increase of a little more than $3 million. The PUC has not issued a final decision.

Another high-profile exception is Consolidated Edison of New York’s (A2 stable) pending rate
settlement, which calls for a two-year freeze on electric rates and a three-year rate freeze on gas and
steam rates. Although the rate freeze would curb Consolidated Edison of New York’s earnings, the
settlement is credit neutral because of the provision for reasonable recovery of deferred storm costs
related to Hurricane Sandy and other investments.




RWP-4
MOODY'S INVESTORS SERVICE \cKenzie

Page 6 of 13

This year, one utility that might also buck the positive trend is Jersey Central Power & Light Co.
(JCP&L; Baa2 negative). JCP&L has been the target of public criticism over its handling of outages
related to Hurricane Sandy, besides allegations of over-carning. The staff of the New Jersey Board of
Public Utilities has proposed that base rates be cut by $207 million (not considering recovery of storm
costs, which will be addressed in a separate rate proceeding). This compares with the company’s
request for an increase of $11 million (again, not considering storm costs).

JCP&L's financial flexibility and financial metrics have already been weakened by costs associated with
Hurricane Sandy, so a material rate reduction could hurt JCP&L’s rating. If JCP&L can bring its ratio
of cash flow to debt to at least 14% despite a rate decrease, then our rating outlook could stabilize.
JCP&L had 12% cash flow to debt through the 12 months ended the third quarter of 2013.

More utilities are turning to financial engineering

Against a backdrop of stagnant demand, some utility holding companies are turning to forms of
financial engineering, such as creating master limited partnerships (MLPs) and so-called yieldcos, to
defend their historically high equity multiples. For the few companies that have proceeded with these
strategies so far, the credit impact is neutral because the vehicles are small relative to the corporate
sponsor’s consolidated credit profile. But longer term, credit risks could increase if these companies
eventually lose too much cash flow from their most stable assets and don’t reduce debt enough to
rebalance their capital structures.

We expect some more companies to go public with these financial-engineering vehicles this year. The
joint venture among OGE, CenterPoint and ArcLight—the Enable Midstream Partners MLP—plans
to complete an initial public offering in the first quarter. Dominion Resources Inc. (Baa2 stable)
expects to publicly offer its MLP by mid-year. In addition, NextEra Energy Inc. (Baal stable) expects
to make a decision whether to form a yieldco by then.

Meantime, several companies have pursued acquisitions outside of their core utility holdings and
service territories, like MidAmerican Energy Holdings Co. (A3 stable), TECO Energy Inc. (Baal
stable), and Avista Corp. (Baal stable). This trend is bound to continue as companies try to expand
their regulated footprint and achieve regulatory diversity. We expect that most M&A activity in 2014
will be conservatively financed much like these transactions, which included equity financings.

EXHIBIT 5
Regulated Utilities: M&A Activity

Acquirer Acquiree
Acquirer / Acquiree Revenue CFO Debt  Revenue CFO Debt  Financing Credit Implication
MidAmerican Energy Holdings Co./  $12,373 $505 $4,255 $2,930 $794 $5,125  $5.6 billion in debt & Positive; no ratings
NV Energy, Inc. equity actions
TECO Energy, Inc. / New Mexico $2,851 $680  $3,156 $332 $65 $250  $950 million in debt, Affirmed TECO Energy
Gas Company equity, & cash ratings
Avista Corp / Alaska Energy and $1,581 $295  $1,739 $42 $20 $115  $170 million in equity ~ Neutral for Avista

Resources Company (AERC)

$3,654 $976  $5,783  $1,483 $400  $1,937 $4.3billion in debt & Slightly positive for UNS
Fortis, Inc. / UNS Energy equity Energy Corporation; no
Corporation ratings action

Notes: Financials are in millions, as of the 12 months ended September 30, 2013. AERC financials are based on Alaska Electric Light and Power Co. (AELP) 2012 FERC Form 1 data. Fortis and New
Mexico Gas financials are as reported as of fiscal 2012. We expect TECO Energy will assume $200 million of debt already existing at New Mexico Gas Company. We expect Fortis to assume
approximately $1.8 billion of debt already existing at UNS Energy Corporation. In addition, we expect Fortis to finance the UNS acquisition in a manner similar to historical precedent, with a
balanced mix of debt and equity issued upstream from the utility (we expect Fortis to keep UNS's current capital structure in place).

Sources: Fortis Inc. Annual Report, AELP 2012 FERC Form 1, SNL, Moody's Financial Metrics
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Appendix: Peer Group

Moody's Financial Metrics

CFO/Debt

(3-Yr Avg)

LTM 3Q11-

Entity Name LT Rating Outlook LTM3Q13
Integrated  Alabama Power Company Al Stable 26%
ALLETE, Inc. A3 Stable 22%
Appalachian Power Company Baal Stable 7%
Arizona Public Service Company A3 Stable 28%
Avista Corp. Baal Stable 18%
Black Hills Power, Inc. A3 Stable 22%
Cleco Power LLC Baal Positive 19%
Consumers Energy Company (P)A3 Stable 27%
Dayton Power & Light Company Baa3 Stable 34%
DTE Electric Company A2 Stable 24%
Duke Energy Carolinas, LLC Al Stable 23%
Duke Energy Corporation A3 Stable 15%
Duke Energy Florida, Inc. A3 Stable 21%
Duke Energy Indiana, Inc. A2 Stable 16%
Duke Energy Kentucky, Inc. Baal Stable 23%
Duke Energy Ohio, Inc. Baal Stable 25%
Duke Energy Progress, Inc. Al Stable 23%
El Paso Electric Company Baal Stable 25%
Empire District Electric Company (The) Baal Stable 20%
Entergy Arkansas, Inc. Baa2 Stable 19%
Entergy Louisiana, LLC Baal Stable 7%
Entergy Mississippi, Inc. Baa2 Stable 16%
Entergy New Orleans, Inc. Ba2 Stable 20%
Entergy Texas, Inc. Baa3 Stable 14%
Florida Power & Light Company Al Stable 32%
Georgia Power Company A3 Stable 25%
Gulf Power Company A2 Stable 26%
Hawaiian Electric Company, Inc. Baal Stable 7%
Idaho Power Company A3 Stable 16%
Indiana Michigan Power Company Baal Stable 21%
Interstate Power and Light Company A3 Stable 18%
Kansas City Power & Light Company Baal Stable 18%
Kansas City Power & Light Company - Greater MO Baa2 Stable 22%
Madison Gas and Electric Company Al Stable 30%
MidAmerican Energy Company Al Stable 24%
Mississippi Power Company Baal Stable 14%
Nevada Power Company Baal Stable 18%
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CFO/Debt

(3-Yr Avg)

LTM 3Q11-

Entity Name LT Rating Outlook LTM3Q13
Northern States Power Company (Minnesota) A2 Stable 25%
Northern States Power Company (Wisconsin) (P)A2 Stable 30%
NorthWestern Corporation A3 Stable 19%
Ohio Power Company Baal Stable 32%
Oklahoma Gas & Electric Company Al Stable 27%
Otter Tail Power Company A3 Stable 24%
Pacific Gas & Electric Company A3 Stable 25%
PacifiCorp A3 Stable 23%
Portland General Electric Company A3 Stable 25%
Public Service Co. of North Carolina, Inc. A3 Stable 25%
Public Service Company of Colorado A3 Stable 23%
Public Service Company of New Hampshire Baa1 Stable 20%
Public Service Company of New Mexico Baa2 Positive 21%
Public Service Company of Oklahoma A3 Stable 27%
Puget Sound Energy, Inc. Baal Stable 21%
San Diego Gas & Electric Company Al Stable 21%
Sierra Pacific Power Company Baal Stable 16%
South Carolina Electric & Gas Company Baa2 Stable 7%
Southern California Edison Company A2 Stable 30%
Southern Indiana Gas & Electric Company A2 Stable 28%
Southwestern Electric Power Company Baa2 Stable 18%
Southwestern Public Service Company Baal Stable 21%
Tampa Electric Company A2 Stable 32%
Tucson Electric Power Company Baal Stable 19%
Union Electric Company (P)Baa1l Stable 22%
UNS Energy Corporation Baa2 Stable 19%
Virginia Electric and Power Company A2 Stable 27%
Westar Energy, Inc. Baal Stable 16%
Wisconsin Electric Power Company Al Stable 7%
Wisconsin Power and Light Company Al Stable 31%
Wisconsin Public Service Corporation Al Stable 26%
T&Ds AEP Texas North Company Baal Stable 22%
Ameren Illinois Company (P)Baal Stable 26%
Atlantic City Electric Company Baa2 Stable 15%
Baltimore Gas and Electric Company A3 Stable 19%
CenterPoint Energy Houston Electric, LLC A3 Stable 16%
Central Hudson Gas & Electric Corporation A2 Stable 29%
Central Maine Power Company A3 Stable 27%
Cleveland Electric Illuminating Company (The) Baa3 Stable 15%
Commonwealth Edison Company Baal Stable 21%
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CFO/Debt

(3-Yr Avg)

LTM 3Q11-

Entity Name LT Rating Outlook LTM3Q13
Connecticut Light and Power Company Baal Stable 13%
Consolidated Edison Company of New York, Inc. A2 Stable 23%
Delmarva Power & Light Company Baal Stable 7%
Duquesne Light Company A3 Stable 26%
Jersey Central Power & Light Company Baa2 Negative 18%
New York State Electric and Gas Corporation A3 Stable 26%
Niagara Mohawk Power Corporation A3 Stable 23%
NSTAR Electric Company A2 Stable 29%
Ohio Edison Company Baa2 Stable 25%
Oncor Electric Delivery Company LLC Baa3 Stable 20%
Orange and Rockland Utilities, Inc. A3 Stable 21%
PECO Energy Company A2 Stable 30%
Pennsylvania Electric Company Baa2 Stable 18%
Pennsylvania Power Company Baa2 Stable 37%
Potomac Edison Company (The) Baa3 Stable 19%
Potomac Electric Power Company Baal Stable 16%
Public Service Electric and Gas Company A2 Stable 25%
Rochester Gas & Electric Corporation Baal Stable 26%
Texas-New Mexico Power Company Baa Positive 26%
Toledo Edison Company Baa3 Stable 8%
United Illuminating Company Baal Stable 20%
West Penn Power Company Baa2 Stable 25%
Western Massachusetts Electric Company A3 Stable 23%
LDCs Atlanta Gas Light Company A2 Stable 30%
Atmos Energy Corporation A2 Stable 23%
Berkshire Gas Company Baal Stable 29%
Connecticut Natural Gas Corporation A3 Stable 26%
DTE Gas Company Aa3 Stable 24%
Indiana Gas Company, Inc. A2 Stable 27%
Laclede Gas Company (P)A3 Stable 26%
New Jersey Natural Gas Company (P)Aa2 Stable 19%
Northern Illinois Gas Company A2 Stable 49%
Northwest Natural Gas Company (P)A3 Stable 20%
Piedmont Natural Gas Company, Inc. A2 Stable 23%
Questar Gas Company A2 Stable 25%
SEMCO Energy, Inc. Baal Stable 15%
SourceGas LLC Baa2 Stable 14%
South Jersey Gas Company A2 Stable 21%
Southern California Gas Company Al Stable 32%
Southern Connecticut Gas Company Baal Stable 22%




RWP-4
MOODY'S INVESTORS SERVICE \cKenzie

Page 10 of 13

CFO/Debt

(3-Yr Avg)

LTM 3Q11-
Entity Name LT Rating Outlook LTM3Q13
UGl Utilities, Inc. A2 Stable 27%
UNS Gas, Inc. Baal Stable 27%
Washington Gas Light Company Al Stable 35%
Wisconsin Gas LLC Al Stable 28%
Yankee Gas Services Company Baal Stable 18%

Source: Moody's Investors Service
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Criteria | Corporates | Utilities:

Key Credit Factors For The Regulated Utilities
Industry

(Editor’s Note: This criteria article supersedes "Key Credit Factors: Business And Financial Risks In The Investor-Owned
Utilities Industry," published Nov. 26, 2008, "Assessing U.S. Utility Regulatory Environments," Nov. 7, 2007, and "Revised
Methodology For Adjusting Amounts Reported By UK. GAAP Water Companies For Infrastructure Renewals Accounting,” Jan.
27, 2010)

. Standard & Poor's Ratings Services is refining and adapting its methodology and assumptions for its Key Credit
Factors: Criteria For Regulated Utilities. We are publishing these criteria in conjunction with our corporate criteria (see
"Corporate Methodology, published Nov. 19, 2013). This article relates to our criteria article, "Principles Of Credit
Ratings," Feb. 16, 2011.

. This criteria article supersedes "Key Credit Factors: Business And Financial Risks In The Investor-Owned Utilities
Industry," Nov. 26, 2008, "Criteria: Assessing U.S. Utility Regulatory Environments," Nov. 7, 2007, and "Revised
Methodology For Adjusting Amounts Reported By UK. GAAP Water Companies For Infrastructure Renewals
Accounting," Jan. 27, 2010.

SCOPE OF THE CRITERIA

. These criteria apply to entities where regulated utilities represent a material part of their business, other than U.S.
public power, water, sewer, gas, and electric cooperative utilities that are owned by federal, state, or local
governmental bodies or by ratepayers. A regulated utility is defined as a corporation that offers an essential or
near-essential infrastructure product, commaodity, or service with little or no practical substitute (mainly electricity,
water, and gas), a business model that is shielded from competition (naturally, by law, shadow regulation, or by
government policies and oversight), and is subject to comprehensive regulation by a regulatory body or implicit
oversight of its rates (sometimes referred to as tariffs), service quality, and terms of service. The regulators base the
rates that they set on some form of cost recovery, including an economic return on assets, rather than relying on a
market price. The regulated operations can range from individual parts of the utility value chain (water, gas, and
electricity networks or "grids," electricity generation, retail operations, etc.) to the entire integrated chain, from
procurement to sales to the end customer. In some jurisdictions, our view of government support can also affect the
final rating outcome, as per our government-related entity criteria (see "General Criteria: Rating Government-Related
Entities: Methodology and Assumptions,” Dec. 9, 2010).

SUMMARY OF THE CRITERIA

. Standard & Poor's is updating its criteria for analyzing regulated utilities, applying its corporate criteria. The criteria for
evaluating the competitive position of regulated utilities amend and partially supersede the "Competitive Position"
section of the corporate criteria when evaluating these entities. The criteria for determining the cash flow leverage
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assessment partially supersede the "Cash Flow/Leverage" section of the corporate criteria for the purpose of
evaluating regulated utilities. The section on liquidity for regulated utilities partially amends existing criteria. All other
sections of the corporate criteria apply to the analysis of regulated utilities.

IMPACT ON OUTSTANDING RATINGS

. These criteria could affect the issuer credit ratings of about 5% of regulated utilities globally due primarily to the

introduction of new financial benchmarks in the corporate criteria. Almost all ratings changes are expected to be no
more than one notch, and most are expected to be in an upward direction.

EFFECTIVE DATE AND TRANSITION

. These criteria are effective immediately on the date of publication.

METHODOLOGY

Part I--Business Risk Analysis
Industry risk

. Within the framework of Standard & Poor’s general criteria for assessing industry risk, we view regulated utilities as a

"very low risk" industry (category '1'). We derive this assessment from our view of the segment's low risk ('2')
cyclicality and very low risk ('1') competitive risk and growth assessment.

. In our view, demand for regulated utility services typically exhibits low cyclicality, being a function of such key drivers

as employment growth, household formation, and general economic trends. Pricing is non-cyclical, since it is usually
based in some form on the cost of providing service.

Cyeclicality

. We assess cyclicality for regulated utilities as low risk ('2'). Utilities typically offer products and services that are

essential and not easily replaceable. Based on our analysis of global Compustat data, utilities had an average
peak-to-trough (PTT) decline in revenues of about 6% during recessionary periods since 1952. Over the same period,
utilities had an average PTT decline in EBITDA margin of about 5% during recessionary periods, with PTT EBITDA
margin declines less severe in more recent periods. The PTT drop in profitability that occurred in the most recent
recession (2007-2009) was less than the long-term average.

. With an average drop in revenues of 6% and an average profitability decline of 5%, utilities' cyclicality assessment

calibrates to low risk ('2). We generally consider that the higher the level of profitability cyclicality in an industry, the
higher the credit risk of entities operating in that industry. However, the overall effect of cyclicality on an industry's risk
profile may be mitigated or exacerbated by an industry's competitive and growth environment.
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Competitive risk and growth
We view regulated utilities as warranting a very low risk ('1') competitive risk and growth assessment. For competitive
risk and growth, we assess four sub-factors as low, medium, or high risk. These sub-factors are:

e Effectiveness of industry barriers to entry;

s Level and trend of industry profit margins;

e Risk of secular change and substitution by products, services, and technologies; and
e Risk in growth trends.

Effectiveness of barriers to entry--low risk

Barriers to entry are high. Utilities are normally shielded from direct competition. Utility services are commonly
naturally monopolistic (they are not efficiently delivered through competitive channels and often require access to
public thoroughfares for distribution), and so regulated utilities are granted an exclusive franchise, license, or
concession to serve a specified territory in exchange for accepting an obligation to serve all customers in that area and

the regulation of its rates and operations.

Level and trend of industry profit margins--low risk
Demand is sometimes and in some places subject to a moderate degree of seasonality, and weather conditions can
significantly affect sales levels at times over the short term, However, those factors even out over time, and there is

little pressure on margins if a utility can pass higher costs along to customers via higher rates.

Risk of secular change and substitution of products, services, and technologies--low risk

Utility products and services are not overly subject to substitution. Where substitution is possible, as in the case of
natural gas, consumer behavior is usually stable and there is not a lot of switching to other fuels. Where switching does
occur, cost allocation and rate design practices in the regulatory process can often mitigate this risk so that utility
profitability is relatively indifferent to the substitutions.

Risk in industry growth trends--low risk

As noted above, regulated utilities are not highly cyclical. However, the industry is often well established and, in our
view, long-range demographic trends support steady demand for essential utility services over the long term. As a
result, we would expect revenue growth to generally match GDP when economic growth is positive.

B. Country risk

. In assessing "country risk" for a regulated utility, our analysis uses the same methodology as with other corporate

issuers (see "Corporate Methodology").

C. Competitive position

. In the corporate criteria, competitive position is assessed as ('1') excellent, ('2') strong, ('3') satisfactory, ('4') fair, ('5")

weak, or ('6') vulnerable.
The analysis of competitive position includes a review of:

e Competitive advantage,

o Scale, scope, and diversity,
» Operating efficiency, and
e Profitability.
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In the corporate criteria we assess the strength of each of the first three components. Each component is assessed as
either: (1) strong, (2) strong/adequate, (3) adequate, (4) adequate/weak, or (5) weak. After assessing these
components, we determine the preliminary competitive position assessment by ascribing a specific weight to each
component. The applicable weightings will depend on the company's Competitive Position Group Profile. The group
profile for regulated utilities is "National Industries & Utilities," with a weighting of the three components as follows:
competitive advantage (60%), scale, scope, and diversity (20%), and operating efficiency (20%). Profitability is assessed
by combining two sub-components: level of profitability and the volatility of profitability.

"Competitive advantage" cannot be measured with the same sub-factors as competitive firms because utilities are not
primarily subject to influence of market forces. Therefore, these criteria supersede the "competitive advantage" section
of the corporate criteria. We analyze instead a utility's "regulatory advantage” (section 1 below).

Assessing regulatory advantage
The regulatory framework/regime's influence is of critical importance when assessing regulated utilities' credit risk
because it defines the environment in which a utility operates and has a significant bearing on a utility's financial

performance.

We base our assessment of the regulatory framework’s relative credit supportiveness on our view of how regulatory
stability, efficiency of tariff setting procedures, financial stability, and regulatory independence protect a utility's credit
quality and its ability to recover its costs and earn a timely return. Our view of these four pillars is the foundation of a
utility's regulatory support. We then assess the utility's business strategy, in particular its regulatory strategy and its
ability to manage the tariff-setting process, to arrive at a final regulatory advantage assessment.

When assessing regulatory advantage, we first consider four pillars and sub-factors that we believe are key for a utility
to recover all its costs, on time and in full, and earn a return on its capital employed:

Regulatory stability:

¢ Transparency of the key components of the rate setting and how these are assessed
¢ Predictability that lowers uncertainty for the utility and its stakeholders
¢ Consistency in the regulatory framework over time

Tariff-setting procedures and design:

* Recoverability of all operating and capital costs in full
e Balance of the interests and concerns of all stakeholders affected
e Incentives that are achievable and contained

Financial stability:

Timeliness of cost recovery to avoid cash flow volatility

Flexibility to allow for recovery of unexpected costs if they arise

Attractiveness of the framework to attract long-term capital

Capital support during construction to alleviate funding and cash flow pressure during periods of heavy investments

e e o

Regulatory independence and insulation:
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e Market framework and energy policies that support long-term financeability of the utilities and that is clearly
enshrined in law and separates the regulator's powers
o Risks of political intervention is absent so that the regulator can efficiently protect the utility's credit profile even
during a stressful event

28. We have summarized the key characteristics of the assessments for regulatory advantage in table 1.

Table 1

Preliminary Regulatory Advantage Assessment

Qualifier

What it means

Guidance

Strong

The utility has a major regulatory advantage due to one or a combination
of factors that support cost recovery and a return on capital combined
with lower than average volatility of earnings and cash flows.

The utility operates in a regulatory climate that is
transparent, predictable, and consistent from a
credit perspective,

There are strong prospects that the utility can sustain this advantage over
the long term.

The utility can fully and timely recover all its fixed
and variable operating costs, investments and
capital costs (depreciation and a reasonable return
on the asset base).

This should enable the utility to withstand economic downturns and
political risks better than other utilities.

The tariff set may include a pass-through
mechanism for major expenses such as commodity
costs, or a higher return on new assets, effectively
shielding the utility from volume and input cost
risks.

Any incentives in the regulatory scheme are
contained and symmetrical.

The tariff set includes mechanisms allowing for a
tariff adjustment for the timely recovery of volatile
or unexpected operating and capital costs.

There is a track record of earning a stable,
compensatory rate of return in cash through various
economic and political cycles and a projected ability
to maintain that record.

There is support of cash flows during construction of
large projects, and pre-approval of capital

investment programs and large projects lowers the
risk of subsequent disallowances of capital costs.

The utility operates under a regulatory system that
is sufficiently insulated from political intervention to
efficiently protect the utility’s credit risk profile even
during stressful events.

Adequate

The utility has some regulatory advantages and protection, but not to the
extent that it leads to a superior business model or durable benefit.

It operates in a regulatory environment that is less
transparent, less predictable, and less consistent
from a credit perspective.

The utility has some but not all drivers of well-managed regulatory risk.
Certain regulatory factors support the business’s long-term stability and
viability but could result in periods of below-average levels of profitability
and greater profit volatility. However, overall these regulatory drivers are
partially offset by the utility’s disadvantages or lack of sustainability of
other factors.

The utility is exposed to delays or is not, with
sufficient certainty, able to recover all of its fixed
and variable operating costs, investments. and
capital costs (depreciation and a reasonable return
on the asset base) within a reasonable time,

Incentive ratemaking practices are asymmetrical
and material, and could detract from credit quality.

The utility is exposed to the risk that it doesn't
recover unexpected or volatile costs in a full or less
than timely manner due to lack of flexible reopeners
or annual revenue adjustments.

There is an uneven track record of earning a
compensatory rate of return in cash through various
economic and political cycles and a projected ability
to maintain that record.
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Table 1

Preliminary Regulatory Advantage Assessment (cont.)

There is little or no support of cash flows during
construction, and investment decisions on large
projects (and therefore the risk of subsequent
disallowances of capital costs) rest mostly with the
utility.

The utility operates under a regulatory system that
is not sufficiently insulated from political
intervention and is sometimes subject to overt
political influence.

Weak The utility suffers from a complete breakdown of regulatory protection The utility operates in an opaque regulatory climate
that places the utility at a significant disadvantage. that lacks transparency, predictability, and
consistency.

The utility’s regulatory risk is such that the long-term cost recovery and The utility cannot fully and/or timely recover its
investment return is highly uncertain and materially delayed, leading to fixed and variable operating costs, investments, and
volatile or weak cash flows. There is the potential for material stranded capital costs (depreciation and a reasonable return
assets with no prospect of recovery. on the asset base).

There is a track record of earning minimal or
negative rates of return in cash through various
economic and political cycles and a projected
inability to improve that record sustainably.

The utility must make significant capital
commitments with no solid legal basis for the full
recovery of capital costs.

Ratemaking practices actively harm credit quality.

The utility is regularly subject to overt political
influence.

29. After determining the preliminary regulatory advantage assessment, we then assess the utility's business strategy. Most
importantly, this factor addresses the effectiveness of a utility's management of the regulatory risk in the jurisdiction(s)
where it operates. In certain jurisdictions, a utility's regulatory strategy and its ability to manage the tariff-setting
process effectively so that revenues change with costs can be a compelling regulatory risk factor. A utility's approach
and strategies surrounding regulatory matters can create a durable "competitive advantage” that differentiates it from
peers, especially if the risk of political intervention is high. The assessment of a utility's business strategy is informed
by historical performance and its forward-looking business objectives. We evaluate these objectives in the context of
industry dynamics and the regulatory climate in which the utility operates, as evaluated through the factors cited in
paragraphs 24-27.

30. We modify the preliminary regulatory advantage assessment to reflect this influence positively or negatively. Where
business strategy has limited effect relative to peers, we view the implications as neutral and make no adjustment. A
positive assessment improves the preliminary regulatory advantage assessment by one category and indicates that
management's business strategy is expected to bolster its regulatory advantage through favorable commission rulings
beyond what is typical for a utility in that jurisdiction. Conversely, where management's strategy or businesses
decisions result in adverse regulatory outcomes relative to peers, such as failure to achieve typical cost recovery or
allowed returns, we adjust the preliminary regulatory advantage assessment one category worse. In extreme cases of
poor strategic execution, the preliminary regulatory advantage assessment is adjusted by two categories worse (when
possible; see table 2) to reflect management decisions that are likely to result in a significantly adverse regulatory

outcome relative to peers.
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Table 2
--Strategy modifier--

Preliminary regulatory advantage score Positive Neutral Negative Very negative
Strong Strong Strong Strong/Adequate Adequate
Strong/Adequate Strong Strong/Adequate Adequate Adequate/Weak
Adequate Strong/Adequate Adequate Adequate/Weak  Weak
Adequate/Weak Adequate Adequate/Weak Weak Weak
Weak Adequate/Weak Weak Weak Weak

Scale, scope, and diversity

We consider the key factors for this component of competitive position to be primarily operational scale and diversity
of the geographic, economic, and regulatory foot prints. We focus on a utility's markets, service territories, and
diversity and the extent that these attributes can contribute to cash flow stability while dampening the effect of
economic and market threats.

A utility that warrants a Strong or Strong/Adequate assessment has scale, scope, and diversity that support the
stability of its revenues and profits by limiting its vulnerability to most combinations of adverse factors, events, or
trends. The utility's significant advantages enable it to withstand economic, regional, competitive, and technological
threats better than its peers. It typically is characterized by a combination of the following factors:

= A large and diverse customer base with no meaningful customer concentration risk, where residential and small to
medium commercial customers typically provide most operating income.

e The utility's range of service territories and regulatory jurisdictions is better than others in the sector.

» Exposure to multiple regulatory authorities where we assess preliminary regulatory advantage to be at least
Adequate. In the case of exposure to a single regulatory regime, the regulatory advantage assessment is either
Strong or Strong/Adequate.

* No meaningful exposure to a single or few assets or suppliers that could hurt operations or could not easily be

replaced.

A utility that warrants a Weak or Weak/Adequate assessment lacks scale, scope, and diversity such that it
compromises the stability and sustainability of its revenues and profits. The utility's vulnerability to, or reliance on,
various elements of this sub-factor is such that it is less likely than its peers to withstand economic, competitive, or
technological threats. It typically is characterized by a combination of the following factors:

* A small customer base, especially if burdened by customer and/or industry concentration combined with little
economic diversity and average to below-average economic prospects;

e Exposure to a single service territory and a regulatory authority with a preliminary regulatory advantage assessment
of Adequate or Adequate/Weak; or

e Dependence on a single supplier or asset that cannot easily be replaced and which hurts the utility's operations.

We generally believe a larger service territory with a diverse customer base and average to above-average economic
growth prospects provides a utility with cushion and flexibility in the recovery of operating costs and ongoing
investment (including replacement and growth capital spending), as well as lessening the effect of external shocks (i.e.,
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extreme local weather) since the incremental effect on each customer declines as the scale increases.

We consider residential and small commercial customers as having more stable usage patterns and being less exposed
to periodic economic weakness, even after accounting for some weather-driven usage variability. Significant industrial
exposure along with a local economy that largely depends on one or few cyclical industries potentially contributes to
the cyclicality of a utility's load and financial performance, magnifying the effect of an economic downturn.

A utility's cash flow generation and stability can benefit from operating in multiple geographic regions that exhibit
average to better than average levels of wealth, employment, and growth that underpin the local economy and support
long-term growth. Where operations are in a single geographic region, the risk can be ameliorated if the region is
sufficiently large, demonstrates economic diversity, and has at least average demographic characteristics.

The detriment of operating in a single large geographic area is subject to the strength of regulatory assessment. Where
a utility operates in a single large geographic area and has a strong regulatory assessment, the benefit of diversity can
be incremental.

Operating efficiency
We consider the key factors for this component of competitive position to be:

e Compliance with the terms of its operating license, including safety, reliability, and environmental standards;
e Cost management; and
o Capital spending: scale, scope, and management.

Relative to peers, we analyze how successful a utility management achieves the above factors within the levels allowed
by the regulator in a manner that promotes cash flow stability. We consider how management of these factors reduces
the prospect of penalties for noncompliance, operating costs being greater than allowed, and capital projects running
over budget and time, which could hurt full cost recovery.

The relative importance of the above three factors, particularly cost and capital spending management, is determined
by the type of regulation under which the utility operates. Utilities operating under robust "cost plus" regimes tend to
be more insulated given the high degree of confidence costs will invariably be passed through to customers. Utilities
operating under incentive-based regimes are likely to be more sensitive to achieving regulatory standards. This is
particularly so in the regulatory regimes that involve active consultation between regulator and utility and market
testing as opposed to just handing down an outcome on a more arbitrary basis.

In some jurisdictions, the absolute performance standards are less relevant than how the utility performs against the
regulator's performance benchmarks. It is this performance that will drive any penalties or incentive payments and can
be a determinant of the utilities' credibility on operating and asset-management plans with its regulator.

. Therefore, we consider that utilities that perform these functions well are more likely to consistently achieve

determinations that maximize the likelihood of cost recovery and full inclusion of capital spending in their asset bases.
Where regulatory resets are more at the discretion of the utility, effective cost management, including of labor, may
allow for more control over the timing and magnitude of rate filings to maximize the chances of a constructive
outcome such as full operational and capital cost recovery while protecting against reputational risks.
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43. A regulated utility that warrants a Strong or Strong/Adequate assessment for operating efficiency relative to peers
generates revenues and profits through minimizing costs, increasing efficiencies, and asset utilization. It typically is
characterized by a combination of the following:

o High safety record;

e Service reliability is strong, with a track record of meeting operating performance requirements of stakeholders,
including those of regulators. Moreover, the utility's asset profile (including age and technology) is such that we
have confidence that it could sustain favorable performance against targets;

e Where applicable, the utility is well-placed to meet current and potential future environmental standards;

e Management maintains very good cost control. Utilities with the highest assessment for operating efficiency have
shown an ability to manage both their fixed and variable costs in line with regulatory expectations (including labor
and working capital management being in line with regulator's allowed collection cycles); or

e There is a history of a high level of project management execution in capital spending programs, including large
one-time projects, almost invariably within regulatory allowances for timing and budget.

44. A regulated utility that warrants an Adequate assessment for operating efficiency relative to peers has a combination of
cost position and efficiency factors that support profit sustainability combined with average volatility. Its cost structure
is similar to its peers. It typically is characterized by a combination of the following factors:

» High safety performance;

e Service reliability is satisfactory with a track record of mostly meeting operating performance requirements of
stakeholders, including those of regulators. We have confidence that a favorable performance against targets can be
mostly sustained;

e Where applicable, the utility may be challenged to comply with current and future environmental standards that
could increase in the medium term;

» Management maintains adequate cost control. Utilities that we assess as having adequate operating efficiency
mostly manage their fixed and variable costs in line with regulatory expectations (including labor and working
capital management being mostly in line with regulator's allowed collection cycles); or

e There is a history of adequate project management skills in capital spending programs within regulatory allowances
for timing and budget.

45. A regulated utility that warrants a weak or weak/adequate assessment for operating efficiency relative to peers has a
combination of cost position and efficiency factors that fail to support profit sustainability combined with
below-average volatility. Its cost structure is worse than its peers. It typically is characterized by a combination of the

following:

e Poor safety performance;

e Service reliability has been sporadic or non-existent with a track record of not meeting operating performance
requirements of stakeholders, including those of regulators. We do not believe the utility can consistently meet
performance targets without additional capital spending;

e Where applicable, the utility is challenged to comply with current environmental standards and is highly vulnerable
to more onerous standards;

e Management typically exceeds operating costs authorized by regulators;

¢ Inconsistent project management skills as evidenced by cost overruns and delays including for maintenance capital
spending; or

e The capital spending program is large and complex and falls into the weak or weak/adequate assessment, even if
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operating efficiency is generally otherwise considered adequate.

Profitability
A utility with above-average profitability would, relative to its peers, generally earn a rate of return at or above what

regulators authorize and have minimal exposure to earnings volatility from affiliated unregulated business activities or
market-sensitive regulated operations. Conversely, a utility with below-average profitability would generally earn rates
of return well below the authorized return relative to its peers or have significant exposure to earnings volatility from
affiliated unregulated business activities or market-sensitive regulated operations.

The profitability assessment consists of "level of profitability” and "volatility of profitability.”

Level of profitability
Key measures of general profitability for regulated utilities commonly include ratios, which we compare both with
those of peers and those of companies in other industries to reflect different countries' regulatory frameworks and

business environments:

e EBITDA margin,
= Return on capital (ROC), and
s Return on equity (ROE).

In many cases, EBITDA as a percentage of sales (i.e., EBITDA margin) is a key indicator of profitability. This is
because the book value of capital does not always reflect true earning potential, for example when governments
privatize or restructure incumbent state-owned utilities. Regulatory capital values can vary with those of reported
capital because regulatory capital values are not inflation-indexed and could be subject to different assumptions
concerning depreciation. In general, a country's inflation rate or required rate of return on equity investment is closely
linked to a utility company's profitability. We do not adjust our analysis for these factors, because we can make our

assessment through a peer comparison.

For regulated utilities subject to full cost-of-service regulation and return-on-investment requirements, we normally
measure profitability using ROE, the ratio of net income available for common stockholders to average common
equity. When setting rates, the regulator ultimately bases its decision on an authorized ROE. However, different factors
such as variances in costs and usage may influence the return a utility is actually able to earn, and consequently our
analysis of profitability for cost-of-service-based utilities centers on the utility's ability to consistently earn the
authorized ROE.

1. We will use return on capital when pass-through costs distort profit margins--for instance congestion revenues or

collection of third-party revenues. This is also the case when the utility uses accelerated depreciation of assets, which
in our view might not be sustainable in the long run.

Volatility of profitability
We may observe a clear difference between the volatility of actual profitability and the volatility of underlying
regulatory profitability. In these cases, we could use the regulatory accounts as a proxy to judge the stability of

earnings.

We use actual returns to calculate the standard error of regression for regulated utility issuers (only if there are at least
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seven years of historical annual data to ensure meaningful results). If we believe recurring mergers and acquisitions or
currency fluctuations affect the results, we may make adjustments.

Part II--Financial Risk Analysis

D. Accounting
Our analysis of a company's financial statements begins with a review of the accounting to determine whether the

statements accurately measure a company's performance and position relative to its peers and the larger universe of
corporate entities. To allow for globally consistent and comparable financial analyses, our rating analysis may include
quantitative adjustments to a company's reported results. These adjustments also align a company's reported figures
with our view of underlying economic conditions and give us a more accurate portrayal of a company's ongoing
business. We discuss adjustments that pertain broadly to all corporate sectors, including this sector, in "Corporate
Methodology: Ratios And Adjustments.” Accounting characteristics and analytical adjustments unique to this sector

are discussed below.

Accounting characteristics

. Some important accounting practices for utilities include:

» For integrated electric utilities that meet native load obligations in part with third-party power contracts, we use our
purchased power methodology to adjust measures for the debt-like obligation such contracts represent (see below).

= Due to distortions in leverage measures from the substantial seasonal working-capital requirements of natural gas
distribution utilities, we adjust inventory and debt balances by netting the value of inventory against outstanding
short-term borrowings. This adjustment provides an accurate view of the company’s balance sheet by reducing
seasonal debt balances when we see a very high certainty of near-term cost recovery (see below).

« We deconsolidate securitized debt (and associated revenues and expenses) that has been accorded specialized

recovery provisions (see below).

s For water utilities that report under UK. GAAP, we adjust ratios for infrastructure renewals accounting, which
permits water companies to capitalize the maintenance spending on their infrastructure assets (see below). The
adjustments aim to make those water companies that report under UK. GAAP more comparable to those that
report under accounting regimes that do not permit infrastructure renewals accounting.

In the U.S. and selectively in other regions, utilities employ "regulatory accounting," which permits a rate-regulated
company to defer some revenues and expenses to match the timing of the recognition of those items in rates as
determined by regulators. A utility subject to regulatory accounting will therefore have assets and liabilities on its
books that an unregulated corporation, or even regulated utilities in many other global regions, cannot record. We do
not adjust GAAP earnings or balance-sheet figures to remove the effects of regulatory accounting. However, as more
countries adopt International Financial Reporting Standards (IFRS), the use of regulatory accounting will become more
scarce. IFRS does not currently provide for any recognition of the effects of rate regulation for financial reporting
purposes, but it is considering the use of regulatory accounting. We do not anticipate altering our fundamental

financial analysis of utilities because of the use or non-use of regulatory accounting. We will continue to analyze the
effects of regulatory actions on a utility's financial health.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT NOVEMBER 19, 2013 13
1219286 | 302123078



57.

58.

60.

61.

RWP-5
McKenzie

Page 14 of 23
Criteria | Corporates | Utilities: Key Credit Factors For The Regulated Utilities Industry

Purchased power adjustment

We view long-term purchased power agreements (PPA) as creating fixed, debt-like financial obligations that represent
substitutes for debt-financed capital investments in generation capacity. By adjusting financial measures to incorporate
PPA fixed obligations, we achieve greater comparability of utilities that finance and build generation capacity and
those that purchase capacity to satisfy new load. PPAs do benefit utilities by shifting various risks to the electricity
generators, such as construction risk and most of the operating risk. The principal risk borne by a utility that relies on
PPAs is recovering the costs of the financial obligation in rates. (See "Standard & Poor’s Methodology For Imputing
Debt for U.S. Utilities’ Power Purchase Agreements," May 7, 2007, for more background and information on the
adjustment.)

We calculate the present value (PV) of the future stream of capacity payments under the contracts as reported in the
financial statement footnotes or as supplied directly by the company. The discount rate used is the same as the one
used in the operating lease adjustment, i.e., 7%. For U.S. companies, notes to the financial statements enumerate
capacity payments for the coming five years, and a thereafter period. Company forecasts show the detail underlying
the thereafter amount, or we divide the amount reported as thereafter by the average of the capacity payments in the
preceding five years to get an approximation of annual payments after year five.

. We also consider new contracts that will start during the forecast period. The company provides us the information

regarding these contracts. If these contracts represent extensions of existing PPAs, they are immediately included in
the PV calculation. However, a contract sometimes is executed in anticipation of incremental future needs, so the
energy will not flow until some later period and there are no interim payments. In these instances, we incorporate that
contract in our projections, starting in the year that energy deliveries begin under the contract. The projected PPA debt
is included in projected ratios as a current rating factor, even though it is not included in the current-year ratio
calculations.

The PV is adjusted to reflect regulatory or legislative cost-recovery mechanisms when present. Where there is no
explicit regulatory or legislative recovery of PPA costs, as in most European countries, the PV may be adjusted for
other mitigating factors that reduce the risk of the PPAs to the utility, such as a limited economic importance of the
PPAs to the utility's overall portfolio. The adjustment reduces the debt-equivalent amount by multiplying the PV by a
specific risk factor.

Risk factors based on regulatory or legislative cost recovery typically range between 0% and 50%, but can be as high
as 100%. A 100% risk factor would signify that substantially all risk related to contractual obligations rests on the
company, with no regulatory or legislative support. A 0% risk factor indicates that the burden of the contractual
payments rests solely with ratepayers, as when the utility merely acts as a conduit for the delivery of a third party's
electricity. These utilities are barred from developing new generation assets, and the power supplied to their customers
is sourced through a state auction or third parties that act as intermediaries between retail customers and electricity
suppliers. We employ a 50% risk factor in cases where regulators use base rates for the recovery of the fixed PPA
costs. If a regulator has established a separate adjustment mechanism for recovery of all prudent PPA costs, a risk
factor of 25% is employed. In certain jurisdictions, true-up mechanisms are more favorable and frequent than the
review of base rates, but still do not amount to pure fuel adjustment clauses. Such mechanisms may be triggered by
financial thresholds or passage of prescribed periods of time. In these instances, a risk factor between 25% and 50% is
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employed. Specialized, legislatively created cost-recovery mechanisms may lead to risk factors between 0% and 15%,
depending on the legislative provisions for cost recovery and the supply function borne by the utility. Legislative
guarantees of complete and timely recovery of costs are particularly important to achieving the lowest risk factors, We
also exclude short-term PPAs where they serve merely as gap fillers, pending either the construction of new capacity
or the execution of long-term PPAs.

Where there is no explicit regulatory or legislative recovery of PPA costs, the risk factor is generally 100%. We may
use a lower risk factor if mitigating factors reduce the risk of the PPAs on the utility. Mitigating factors include a long
position in owned generation capacity relative to the utility's customer supply needs that limits the importance of the
PPAs to the utility or the ability to resell power in a highly liquid market at minimal loss. A utility with surplus owned
generation capacity would be assigned a risk factor of less than 100%, generally 50% or lower, because we would
assess its reliance on PPAs as limited. For fixed capacity payments under PPAs related to renewable power, we use a
risk factor of less than 100% if the utility benefits from government subsidies. The risk factor reflects the degree of
regulatory recovery through the government subsidy.

Given the long-term mandate of electric utilities to meet their customers' demand for electricity, and also to enable
comparison of companies with different contract lengths, we may use an evergreening methodology. Evergreen
treatment extends the duration of short- and intermediate-term contracts to a common length of about 12 years. To
quantify the cost of the extended capacity, we use empirical data regarding the cost of developing new peaking
capacity, incorporating regional differences. The cost of new capacity is translated into a dollars-per-kilowatt-year
figure using a proxy weighted-average cost of capital and a proxy capital recovery period.

Some PPAs are treated as operating leases for accounting purposes--based on the tenor of the PPA or the residual
value of the asset on the PPA's expiration. We accord PPA treatment to those obligations, in lieu of lease treatment;
rather, the PV of the stream of capacity payments associated with these PPAs is reduced to reflect the applicable risk

factor.

Long-term transmission contracts can also substitute for new generation, and, accordingly, may fall under our PPA
methodology. We sometimes view these types of transmission arrangements as extensions of the power plants to
which they are connected or the markets that they serve. Accordingly, we impute debt for the fixed costs associated

with such transmission contracts.

Adjustment procedures:

o Data requirements:

o Future capacity payments obtained from the financial statement footnotes or from management.
o Discount rate: 7%.

e Analytically determined risk factor.

e Calculations:

= Balance sheet debt is increased by the PV of the stream of capacity payments multiplied by the risk factor.

e Equity is not adjusted because the recharacterization of the PPA implies the creation of an asset, which offsets the
debt.

e Property, plant, and equipment and total assets are increased for the implied creation of an asset equivalent to the

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT NOVEMEBER 19, 2013 15
1219286 | 302123078



B7.

68.

69.

RWP-5
McKenzie

Page 16 of 23
Criteria | Corporates | Utilities: Key Credit Factors For The Regulated Utilities Industry

debt.

e An implied interest expense for the imputed debt is determined by multiplying the discount rate by the amount of
imputed debt (or average PPA imputed debt, if there is fluctuation of the level), and is added to interest expense.

e We impute a depreciation component to PPAs. The depreciation component is determined by multiplying the
relevant year's capacity payment by the risk factor and then subtracting the implied PPA-related interest for that
year. Accordingly, the impact of PPAs on cash flow measures is tempered.

» The cost amount attributed to depreciation is reclassified as capital spending, thereby increasing operating cash
flow and funds from operations (FFO).

» Some PPA contracts refer only to a single, all-in energy price. We identify an implied capacity price within such an
all-in energy price, to determine an implied capacity payment associated with the PPA. This implied capacity
payment is expressed in dollars per kilowatt-year, multiplied by the number of kilowatts under contract. (In cases
that exhibit markedly different capacity factors, such as wind power, the relation of capacity payment to the all-in
charge is adjusted accordingly.)

e Operating income before depreciation and amortization (D&A) and EBITDA are increased for the imputed interest
expense and imputed depreciation component, the total of which equals the entire amount paid for PPA (subject to
the risk factor).

¢ Operating income after D&A and EBIT are increased for interest expense.

Natural gas inventory adjustment

In jurisdictions where a pass-through mechanism is used to recover purchased natural gas costs of gas distribution
utilities within one year, we adjust for seasonal changes in short-debt tied to building inventories of natural gas in
non-peak periods for later use to meet peak loads in peak months. Such short-term debt is not considered to be part of
the utility's permanent capital. Any history of non-trivial disallowances of purchased gas costs would preclude the use
of this adjustment. The accounting of natural gas inventories and associated short-term debt used to finance the
purchases must be segregated from other trading activities.

Adjustment procedures:

» Data requirements:
s Short-term debt amount associated with seasonal purchases of natural gas devoted to meeting peak-load needs of
captive utility customers (obtained from the company).

Calculations:
Adjustment to debt--we subtract the identified short-term debt from total debt.

Securitized debt adjustment

For regulated utilities, we deconsolidate debt (and associated revenues and expenses) that the utility issues as part of a
securitization of costs that have been segregated for specialized recovery by the government entity constitutionally
authorized to mandate such recovery if the securitization structure contains a number of protective features:

¢ An irrevocable, non-bypassable charge and an absolute transfer and first-priority security interest in transition
property;

e Periodic adjustments ("true-up”) of the charge to remediate over- or under-collections compared with the debt
service obligation. The true-up ensures collections match debt service over time and do not diverge significantly in
the short run; and,

» Reserve accounts to cover any temporary short-term shortfall in collections.
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Full cost recovery is in most instances mandated by statute. Examples of securitized costs include "stranded costs"
(above-market utility costs that are deemed unrecoverable when a transition from regulation to competition occurs)
and unusually large restoration costs following a major weather event such as a hurricane, If the defined features are
present, the securitization effectively makes all consumers responsible for principal and interest payments, and the
utility is simply a pass-through entity for servicing the debt. We therefore remove the debt and related revenues and
expenses from our measures. (See "Securitizing Stranded Costs," Jan. 18, 2001, for background information.)

Adjustment procedures:

o Data requirements:

¢ Amount of securitized debt on the utility’s balance sheet at period end;
» Interest expense related to securitized debt for the period; and

e Principal payments on securitized debt during the period.

e Calculations:
¢ Adjustment to debt: We subtract the securitized debt from total debt.
e Adjustment to revenues: We reduce revenue allocated to securitized debt principal and interest. The adjustment is

the sum of interest and principal payments made during the year.

» Adjustment to operating income after depreciation and amortization (D&A) and EBIT: We reduce D&A related to
the securitized debt, which is assumed to equal the principal payments during the period. As a result, the reduction
to operating income after D&A is only for the interest portion.

o Adjustment to interest expense: We remove the interest expense of the securitized debt from total interest expense.

» Operating cash flows:
¢ We reduce operating cash flows for revenues and increase for the assumed interest amount related to the
securitized debt. This results in a net decrease to operating cash flows equal to the principal repayment amount.

Infrastructure renewals expenditure

In England and Wales, water utilities can report under either IFRS or UK. GAAP. Those that report under UK. GAAP
are allowed to adopt infrastructure renewals accounting, which enables the companies to capitalize the maintenance
spending on their underground assets, called infrastructure renewals expenditure (IRE). Under IFRS, infrastructure
renewals accounting is not permitted and maintenance expenditure is charged to earnings in the year incurred. This
difference typically results in lower adjusted operating cash flows for those companies that report maintenance
expenditure as an operating cash flow under IFRS, than for those that report it as capital expenditure under UK.
GAAP. We therefore make financial adjustments to amounts reported by water issuers that apply UK. GAAP, with the
aim of making ratios more comparable with those issuers that report under IFRS and U.S. GAAP. For example, we
deduct IRE from EBITDA and FFO.

IRE does not always consist entirely of maintenance expenditure that would be expensed under IFRS. A portion of IRE
can relate to costs that would be eligible for capitalization as they meet the recognition criteria for a new fixed asset set
out in International Accounting Standard 16 that addresses property, plant, and equipment. In such cases, we may
refine our adjustment to UK. GAAP companies so that we only deduct from FFO the portion of IRE that would not be
capitalized under IFRS. However, the information to make such a refinement would need to be of high quality, reliable,
and ideally independently verified by a third party, such as the company’s auditor. In the absence of this, we assume
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that the entire amount of IRE would have been expensed under IFRS and we accordingly deduct the full expenditure
from FFO.

Adjustment procedures:

e Data requirements:

e UK. GAAP accounts typically provide little information on the portion of capital spending that relates to renewals
accounting, or the related depreciation, which is referred to as the infrastructure renewals charge. The information
we use for our adjustments is, however, found in the regulatory cost accounts submitted annually by the water
companies to the Water Services Regulation Authority, which regulates all water companies in England and Wales.

e Calculations:

e EBITDA: Reduced by the value of IRE that was capitalized in the period.

» EBIT: Adjusted for the difference between the adjustment to EBITDA and the reduction in the depreciation
expense, depending on the degree to which the actual cash spending in the current year matches the planned
spending over the five-year regulatory review period.

¢ Cash flow from operations and FFO: Reduced by the value of IRE that was capitalized in the period.

e Capital spending: Reduced by the value of infrastructure renewals spending that we reclassify to cash flow from
operations.

e Free operating cash flow: No impact, as the reduction in operating cash flows is exactly offset by the reduction in
capital spending.

E. Cash flow/leverage analysis

In assessing the cash flow adequacy of a regulated utility, our analysis uses the same methodology as with other
corporate issuers (see "Corporate Methodology"). We assess cash flow/leverage on a six-point scale ranging from ('1")
minimal to ('6') highly leveraged. These scores are determined by aggregating the assessments of a range of credit
ratios, predominantly cash flow-based, which complement each other by focusing attention on the different levels of a
company's cash flow waterfall in relation to its obligations.

The corporate methodology provides benchmark ranges for various cash flow ratios we associate with different cash
flow leverage assessments for standard volatility, medial volatility, and low volatility industries. The tables of
benchmark ratios differ for a given ratio and cash flow leverage assessment along two dimensions: the starting point
for the ratio range and the width of the ratio range.

If an industry's volatility levels are low, the threshold levels for the applicable ratios to achieve a given cash flow
leverage assessment are less stringent, although the width of the ratio range is narrower. Conversely, if an industry has
standard levels of volatility, the threshold levels for the applicable ratios to achieve a given cash flow leverage

assessment may be elevated, but with a wider range of values.

We apply the "low-volatility" table to regulated utilities that qualify under the corporate criteria and with all of the

following characteristics:

o A vast majority of operating cash flows come from regulated operations that are predominantly at the low end of
the utility risk spectrum (e.g., a "network," or distribution/transmission business unexposed to commaodity risk and
with very low operating risk);

e A "strong" regulatory advantage assessment;
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e An established track record of normally stable credit measures that is expected to continue;

» A demonstrated long-term track record of low funding costs (credit spread) for long-term debt that is expected to
continue; and

¢ Non-utility activities that are in a separate part of the group (as defined in our group rating methodology) that we
consider to have "nonstrategic" group status and are not deemed high risk and/or volatile.

We apply the "medial volatility" table to companies that do not qualify under paragraph 78 with:

» A majority of operating cash flows from regulated activities with an "adequate" or better regulatory advantage
assessment; or

¢ About one-third or more of consolidated operating cash flow comes from regulated utility activities with a "strong"
regulatory advantage and where the average of its remaining activities have a competitive position assessment of '3'
or better.

We apply the “standard-volatility" table to companies that do not qualify under paragraph 79 and with either:

e About one-third or less of its operating cash flow comes from regulated utility activities, regardless of its regulatory
advantage assessment; or
¢ Aregulatory advantage assessment of "adequate/weak" or "weak."

Part III--Rating Modifiers

E Diversification/portfolio effect
In assessing the diversification/portfolio effect on a regulated utility, our analysis uses the same methodology as with
other corporate issuers (see "Corporate Methodology™).

G. Capital structure
In assessing the quality of the capital structure of a regulated utility, we use the same methodology as with other

corporate issuers (see "Corporate Methodology").

H. Liquidity

In assessing a utility's liquidity /short-term factors, our analysis is consistent with the methodology that applies to
corporate issuers (See "Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers," Nov. 19,
2013) except for the standards for "adequate"” liquidity set out in paragraph 84 below.

The relative certainty of financial performance by utilities operating under relatively predictable regulatory monopoly
frameworks make these utilities attractive to investors even in times of economic stress and market turbulence
compared to conventional industrials. For this reason, utilities with business risk profiles of at least "satisfactory" meet
our definition of "adequate" liquidity based on a slightly lower ratio of sources to uses of funds of 1.1x compared with
the standard 1.2x. Also, recognizing the cash flow stability of regulated utilities we allow more discretion when
calculating covenant headroom. We consider that utilities have adequate liquidity if they generate positive sources
over uses, even if forecast EBITDA declines by 10% (compared with the 15% benchmark for corporate issuers) before

covenants are breached.
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I. Financial policy
In assessing financial policy on a regulated utility, our analysis uses the same methodology as with other corporate

issuers (see "Corporate Methodology").

J. Management and governance
In assessing management and governance on a regulated utility, our analysis uses the same methodology as with other
corporate issuers (see "Corporate Methodology").

K. Comparable ratings analysis
In assessing the comparable ratings analysis on a regulated utility, our analysis uses the same methodology as with

other corporate issuers (see "Corporate Methodology").

Appendix--Frequently Asked Questions

Does Standard & Poor's expect that the business strategy modifier to the preliminary regulatory
advantage will be used extensively?

Globally, we expect management's influence will be neutral in most jurisdictions. Where the regulatory assessment is
"strong," it is less likely that a negative business strategy modifier would be used due to the nature of the regulatory
regime that led to the "strong" assessment in the first place. Utilities in "adequate/weak" and "weak" regulatory
regimes are challenged to outperform due to the uncertainty of such regulatory regimes. For a positive use of the
business strategy modifier, there would need to be a track record of the utility consistently outperforming the
parameters laid down under a regulatory regime, and we would need to believe this could be sustained. The business
strategy modifier is most likely to be used when the preliminary regulatory advantage assessment is "strong/adequate”
because the starting point in the assessment is reasonably supportive, and a utility has shown it manages regulatory
risk better or worse than its peers in that regulatory environment and we expect that advantage or disadvantage will
persist. An example would be a utility that can consistently earn or exceed its authorized return in a jurisdiction where
most other utilities struggle to do so. If a utility is treated differently by a regulator due to perceptions of poor customer
service or reliability and the "operating efficiency” component of the competitive position assessment does not fully
capture the effect on the business risk profile, a negative business strategy modifier could be used to accurately
incorporate it into our analysis. We expect very few utilities will be assigned a "very negative" business strategy
modifier.

Does a relatively strong or poor relationship between the utility and its regulator compared with its

peers in the same jurisdiction necessarily result in a positive or negative adjustment to the
preliminary regulatory advantage assessment?

No. The business strategy modifier is used to differentiate a company's regulatory advantage within a jurisdiction
where we believe management's business strategy has and will positively or negatively affect regulatory outcomes
beyond what is typical for other utilities in that jurisdiction. For instance, in a regulatory jurisdiction where allowed
returns are negotiated rather than set by formula, a utility that is consistently authorized higher returns (and is able to
earn that return) could warrant a positive adjustment. A management team that cannot negotiate an approved capital
spending program to improve its operating performance could be assessed negatively if its performance lags behind
peers in the same regulatory jurisdiction.
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What is your definition of regulatory jurisdiction?

A regulatory jurisdiction is defined as the area over which the regulator has oversight and could include single or
multiple subsectors (water, gas, and power). A geographic region may have several regulatory jurisdictions. For
example, the Office of Gas and Electricity Markets and the Water Services Regulation Authority in the UK. are
considered separate regulatory jurisdictions. In Ontario, Canada, the Ontario Energy Board represents a single
jurisdiction with regulatory oversight for power and gas. Also, in Australia, the Australian Energy Regulator would be
considered a single jurisdiction given that it is responsible for both electricity and gas transmission and distribution
networks in the entire country, with the exception of Western Australia.

Are there examples of different preliminary regulatory advantage assessments in the same country or
jurisdiction?

Yes. In Israel we rate a regulated integrated power utility and a regulated gas transmission system operator (TSO). The
power utility's relationship with its regulator is extremely poor in our view, which led to significant cash flow volatility
in a stress scenario (when terrorists blew up the gas pipeline that was then Israel's main source of natural gas, the

utility was unable to negotiate compensation for expensive alternatives in its regulated tariffs). We view the gas TSO's
relationship with its regulator as very supportive and stable. Because we already reflected this in very different
preliminary regulatory advantage assessments, we did not modify the preliminary assessments because the two
regulatory environments in Israel differ and were not the result of the companies' respective business strategies.

How is regulatory advantage assessed for utilities that are a natural monopoly but are not regulated
by a regulator or a specific regulatory framework, and do you use the regulatory modifier if they
achieve favorable treatment from the government as an owner?

The four regulatory pillars remain the same. On regulatory stability we look at the stability of the setup, with more
emphasis on the historical track record and our expectations regarding future changes. In tariff-setting procedures and
design we look at the utility's ability to fully recover operating costs, investments requirements, and debt-service
obligations. In financial stability we look at the degree of flexibility in tariffs to counter volume risk or commodity risk.
The flexibility can also relate to the level of indirect competition the utility faces. For example, while Nordic district
heating companies operate under a natural monopoly, their tariff flexibility is partly restricted by customers' option to
change to a different heating source if tariffs are significantly increased. Regulatory independence and insulation is
mainly based on the perceived risk of political intervention to change the setup that could affect the utility's credit
profile. Although political intervention tends to be mostly negative, in certain cases political ties due to state ownership
might positively influence tariff determination. We believe that the four pillars effectively capture the benefits from the
close relationship between the utility and the state as an owner; therefore, we do not foresee the use of the regulatory
modifier.

In table 1, when describing a "strong" regulatory advantage assessment, you mention that there is
support of cash flows during construction of large projects, and preapproval of capital investment
programs and large projects lowers the risk of subsequent disallowances of capital costs. Would this
preclude a "strong" regulatory advantage assessment in jurisdictions where those practices are
absent?

No. The table is guidance as to what we would typically expect from a regulatory framework that we would assess as
"strong." We would expect some frameworks with no capital support during construction to receive a "strong”
regulatory advantage assessment if in aggregate the other factors we analyze support that conclusion.
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e General Criteria: Rating Government-Related Entities: Methodology And Assumptions, Dec. 9, 2010

Standard & Poor's (Australia) Pty. Ltd. holds Australian financial services licence number 337565 under the Corporations Act 2001, Standard &
Poor's credit ratings and related research are not intended for and must not be distributed to any person in Australia other than a wholesale
client (as defined in Chapter 7 of the Corporations Act).

These criteria represent the specific application of fundamental principles that define credit risk and ratings opinions.
Their use is determined by issuer- or issue-specific attributes as well as Standard & Poor's Ratings Services' assessment
of the credit and, if applicable, structural risks for a given issuer or issue rating. Methodology and assumptions may
change from time to time as a result of market and economic conditions, issuer- or issue-specific factors, or new

empirical evidence that would affect our credit judgment.
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Stocks in the Water Utility Industry have tradi-
tionally been purchased by income-oriented in-
vestors for their yield and dividend growth pros-
pects. Accounts interested in these equities
typically are willing to sacrifice capital apprecia-
tion in return for a well-defined income stream
and a reduced amount of risk. This may be chang-
ing, however, as the yields of many water utility
stocks are now lower than the Value Line median.

Five of the eight regulated utility stocks we
follow outperformed the market averages since
we last reviewed the group three months ago. Of
these, the best performers were the small capital-
ization equities.

From an operational standpoint, the group con-
tinued to post decent earnings. Much of this is the
result of positive regulatory climates in many
states around the country.

Capital spending in the industry is significant as
the water infrastructure in the United States had
long been neglected. Utilities are now investing
heavily to replace aging pipelines and valves, and
to modernize wastewater facilities.

Consolidation remains an ongoing trend in the
industry. Smaller municipally run water districts
do not have sufficient funds to bring their plant
and equipment up to EPA-mandated standards. As
a result, they are being merged with larger utili-
ties that have better access to capital. In addition,
because this industry is plagued with redundan-
cies, mergers are leading to economies of scale.

Are Water Utility Stocks Still Yield Plays?

The average dividend yield on the eight regulated
water utilities we follow is currently 2.1%, or exactly the
same as the median for all stocks in the Value Line
universe. Historically, the yield on these stocks has been
much higher. As an example, the typical yield on an
electric utility equity is about 3.6%, or 150 basis points
higher than the water utility industry. Why is this? One
reason is that when taken as a whole, the market
capitalization of the group is very modest. Thus, it
doesn’t take a large shift into the sector by institutional
investors to drive the price of these stocks higher and
their yields lower. Indeed, the three stocks with the best
returns over the past three months were all small cap
stocks. York Water and SJW each surged 30% while
Middlesex Water rose about 25%. Before these moves,
the market capitalization of each individual stock was
$375 million, $850 million, and $550 million, respec-
tively. The spike in prices has also left the equities with
respective yields of 1.7%, 1.5%, and 2.1%. Taking a look
at the three biggest members of the group, only Ameri-
can Water Works performed well, while Aqua America
and American States Water both only rose a meager 1%.

Operations And Earnings Are Solid

For the most part, water companies have been expe-
riencing reasonable earnings growth. This comes despite
a nationwide trend aimed at getting households to
reduce their consumption of water. How can the bottom
line do well when state authorities and the utilities
themselves are discouraging water usage? The answer is
that many states have implemented strategies that not
only don’t penalize utilities for selling less water, but
provides incentives for households to conserve more.

INDUSTRY TIMELINESS: 89 (of 97)

State regulatory authorities are actively working with
the industry in a way that is benefited both parties. In
drought-stricken California, regulators have changed
the compensation methodology for water utilities. Now
they earn income on a fee basis, regardless of the
amount of water sold. This has proven to be successful in
cutting consumption without hurting the utilities bot-
tom line.

As we often point out, the most important factor in a
any utility’s success, whether it provides electricity, gas,
or water, is the regulatory climate in which it operates.
Harsh regulatory conditions can make it nearly impos-
sible for the best run utilities to earn a reasonable return
on their investment.

Looking forward, the outlook for continued successful
cooperation between states and utilities seems likely.
Both parties realize that for decades much-needed capi-
tal improvements were deferred. Industry experts are
now in agreement that large sums have to be made to
bring the nation’s water infrastructure up to par. Be-
cause water bills have been less than homeowners have
been paying for other utility services, there appears to be
less resistant in increasing them.

Consolidation

There are over 50,000 mostly small water authorities
in the U. S. Many of these districts find themselves
without the sums needed to modernize their facilities. As
a result, many are merging with larger entities that
have the financial wherewithal to make the required
investment. American Water Works, American States
Water, and Aqua America are three of the most active
acquirers. Another benefit from these mergers is that
there are a large amounts of redundancies in the indus-
try and substantial cost savings can be achieved.

Conclusion

Our ranking system suggests that stock prices in this
group are fully valued. None of the eight stocks are
timely with American Water Works, Connecticut Water
Service, Middlesex Water, SJW Corp, and York Water all
ranked to underperform the market averages in the year
ahead.

James A. Flood

Water Utility
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policy change was announced or anticipated. i con
| for
12.5 M/B Ratios-in the Regulatory Process | K
It is sometimes argued that because current M/B ratios are in excess of 1.0, I}th:
this indicates that companies are expected by investors to be able to earn ind
more than their cost of capital, and that the regulating authority should lower | ey
the authorized return on equity, so that the stock price will decline to book { -
value. It is therefore plausible, under this argument, that stock prices drop 1.0
from the current M/B value to the desired M/B ratio range of 1.0 times book. i
There are several reasons why this view of the role of M/B ratios in regulation ' ?f
should be avoided. i o
(1) The inference that M/B ratios are relevant and that regulators should set M
an ROE so as t0 produce an M/B of 1.0 is misguided. The stock price is set t as
by the market, not by regulators. The M/B ratio is the end result of regulation, : ral
and not its starting point. The view that regulation should set an allowed rate : wi
of return so as to produce an M/B of 1.0 presumes that investors are irrational. ’ co
They commit capital to a utility with an M/B in excess of 1.0, knowing full { fre
well that they will be inflicted a capital loss by regulators. This is certainly
not a realistic or accurate view of regulation. For example, assume a utility ; S
company with an M/B ratio of 1.5. If investors expect the regulator to authorize T
a return on book value equal to the DCF cost of equity, the utility stock price i p!
would decline to book value, inflicting a capital loss of some 30%. The notion b
that investors are willing to pay a price of 1.5 times book value only to see { sl
the market value of their investment drop by 30% is irrational. I
It
(2) The condition that the M/B will gravitate toward 1.0 if regulators set the ? (
allowed return equal to capital costs will be met only if the actual return ! ]
expected to be earned by investors is at least equal to the cost of capital on - t
a consistent long-term basis and absent inflation. The cost of capital of a
company refers to the expected long-run earnjngs level of other firms with |

similar risk. If investors expect a utility to earn an ROE equal to its cost of
equity in each period, then its M/B ratio would be approximately 1.0 or higher
with the proper allowance for flotation cost.

- = = o~ o oms

(3) A company’s achieved earnings in any given year are likely to exceed
or be less than their long-run average. Depressed or inflated M/B ratios are
to a considerable degree a function of forces outside the control of regulators,
such as the general state of the economy, or general economic or financial
circumstances that may affect the yields on securities of unregulated as well
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as regulated enterprises. The achievement of a 1.0 M/B ratio is appropriate,
but only in a long-run sense. For utilities to exhibit a long-run M/B ratio of
1.0, it is clear that during economic upturns and more favorable capital market
conditions, the M/B ratio must exceed its long-run average of 1.0 to compensate
for the periods during which the M/B ratio is less than its long-run average
under less favorable economic and capital market conditions.

Historically, the M/B ratio for utilities has fluctuated above and below 1.0.
It has been consistently above 1.0 from the 1980s to the mid 2000s. This
indicates that earnings below capital costs and M/B ratios below 1.0 during
less favorable economic and capital market conditions must necessarily be
accompanied with earnings in excess of capital costs and M/B ratios above
1.00 during more favorable economic and capital market conditions.

M/B ratios are determined by the marketplace, and utilities cannot be expected
to compete for and attract capital in an environment where industrials are
commanding M/B ratios well in excess of 1.0 while regulation reduces their
M/B ratios toward 1.0. Moreover, if regulators were to currently set rates so
as to produce an M/B ratio of 1.0, not only would the long-run target M/B
ratio of 1.0 be violated, but more importantly, the inevitable consequence
would be to inflict severe capital losses on shareholders. Investors have not
committed capital to utilities with the expectation of incurring capital losses
from a misguided regulatory process.

(4) Rate of return regulation is fundamentally a surrogate for competition.
The fundamental goal of regulation should be to set the expected economic
profit for a public utility equal to the level of profits expected to be earned
by firms of comparable risk, in short, to emulate the competitive result. Far
unregulated firms, the natural forces of competition will enisure that ‘in the
long run, the ratio of the market value of these firms’ securities equals the
replacement cost of their assets. Competitive industrials of comparable risk
to utilities have consistently been able to maintain the real value of their assets
in excess of book value, consistent with the notion that, under competition,
the Q-ratio will tend to 1.00 and not the M/B ratio. This suggests that a fair
and reasonable price for a public utility’s common stock is one that produces
equality between the market price of its common equity and the replacement
cost of its physical assets. The latter circumstance will not necessarily occur
when the M/B ratio is 1.0. As the previous section demonsfrated, only when
the book value of the firm’s common equity equals the value of the firm’s
equity at replacement assets will equality hold.

In an inflationary period, the replacement cost of a firm’s assets may increase
more rapidly than its book equity. To avoid the resulting economic confiscation
of shareholders’ investment in real terms, the allowed rate of return should
produce an M/B ratio which provides a Q-ratio of 1 or a Q-ratio equal to that
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of comparable firms. It is quite plausible and likely that M/B ratios will exceed
one if inflation increases the replacement cost of a firm’s assets at a faster
pace than historical cost (book equity). Perhaps this explains in part why
utility M/B ratios have remained well above 1.0 over the past two decades.
Are we to conclude that regulators have been systematically misguided all
across the United States for all these years by awarding overgenerous returns,
or are we to conclude that M/B ratios are largely immaterial in the context
of ratemaking? The latter is more likely.

Historically, it has been highly unusual for utility stock prices to equal book
value. Stock prices above book value are common for utility stocks, and
indeed for all of the major market indexes. It is obvious that regulators,
through their rate case decisions, and investors do not subscribe to the notion
that utilities that have market prices above book value are over-earning.
Otherwise, regulators would not grant rate increases for any utility whose
stock price was above book value, and investors would never bid up the price
-of stock above book value. It is very difficult to accept the notion that, in a
free-market economy with rampant competition, the vast majority of all pub-
licly traded-stocks are earning well in excess of their cost of capital.

In short, economic principles do not support the notion that the market value
of utility shares should necessarily equal book value. A basic economic princi-
ple holds that, in the long run, market value should equal asset replacement
cost in a given industry. In the presence of inflation and absent significant
technological advances, replacement cost exceeds the original cost book value
of assets. Consequently, it is quite reasonable for the market value of utility
shares to exceed their book value and there is no reason to conclude that
market value should equal book value when one recognizes that regulation
is intended to emulate competition.
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The average growth rate estimate from all the analysts that follow the company
measures the consensus expectation of the investment community for that
company. In most cases, it is necessary to use earnings forecasts rather than
dividend forecasts due to the extreme scarcity of dividend forecasts compared
to the widespread availability of earnings forecasts. Given the paucity and
variability of dividend forecasts, using the latter would produce unreliable
DCF results. In any event, the use of the DCF model prospectively assumes
constant growth in both earnings and dividends. Moreover, as discussed below,
there is an abundance of empirical research that shows the validity and superior-
ity of earnings forecasts relative to historical estimates when estimating the
cost of capital.

The uniformity of growth projections is a test of whether they are typical of
the market as a whole. If, for example, 10 out of 15 analysts forecast growth
in the 7%-9% range, the probability is high that their analysis reflects a
degree of consensus in the market as a whole. As a side note, the lack of
uniformity in growth projections is a reasonable indicator of higher risk.

‘Chapter 3 alluded to divergence of opinion amongst analysts as a valid risk indi-

cator..

Because of the dominance of institutional investors and their influence on
individual investors, analysts’ forecasts of long-run growth rates provide a
sound basis for estimating required returns. Financial analysts exert a strong
influence on the expectations of many investors who do not possess the
resources to make their own forecasts, that is, they are a cause of g. The
accuracy of these forecasts in the sense of whether they turn out to be correct
is not at issue here, as long as they reflect widely held expectations. As long
as the forecasts are typical and/or influential in that they are consistent with
current stock price levels, they are relevant. The use of analysts’ forecasts in
the DCF model is sometimes denounced on the grounds that it is difficult to
forecast earnings and dividends for only one year, let alone for longer time
periods. This objection is unfounded, however, because it is present investor
expectations that are being priced, it is the consensus forecast that is embedded
in price and therefore in required return, and not the future as it will turn out
to be.

Empirical Literature on Earnings Forecasts

Published studies in the academic literature demonstrate that growth forecasts
made by security analysts represent an appropriate source of DCF growth
rates, are reasonable indicators of investor expectations and are more accurate
than forecasts based on historical growth. These studies show that investors
rely on analysts’ forecasts to a greater extent than on historic data only.

Academic research confirms the superiority of analysts’ earnings forecasts
over univariate time-series forecasts that rely on history. This latter category
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are able to research the different analyst estimates for any given stock without expectatiol
necessarily searching for each individual analyst. Zacks gathers and compiles ment com:
the different estimates made by stock analysts on the future earnings for the importance
majority of U.S. publicly traded companies. Estimates of earnings per share growthine
for the upcoming 2 fiscal years, and a projected 5-year growth rate in such community
earnings per share are available at monthly intervals. The forecast 5-year . term growt
growth rates are normalized in order to remove short-term distortions. Forecasts " the dominz
are updated when analysts formally change their stated predictions. .~ important

Exclusive reliance on a single analyst’s growth forecast runs the risk of being assngnec'l »
unrepresentative of investors’ consensus forecast. One would expect that Aceomaing
averages of analysts’ growth forecasts, such as those contained in IBES or’ - e

Zacks, are more reliable estimates of investors’ consensus expectations likely ~ Historic:
to be impounded in stock prices.” Averages of analysts’ growth forecasts Obviously,

~ vant inforr
- proxy for ¢
. a different
~ shortcomin
~ may no lo
~ growth for
. and curren

rather than a single analyst’s growth forecasts are more reliable estimates of
investors’ consensus expectations.

One problem with the use of published analysts’ forecasts is that some forecasts
cover only the next one or two years. If these are abnormal years, they may
not be indicative of longer-run average growth expectations. Another problem
is that forecasts may not be available in sufficient quantities or may not be
available at all for certain utilities, for example water utilities, in which case
alternate methods of growth estimation must be employed. .
9.5 Gr

Some financial economists are uncomfortable with the assumption that the

DCF growth rates are perpetual growth rates, and argue that above average i Me¢
growth can be expected to prevail for a fixed number of years and then the :
growth rate will settle down to a steady-state, long-run level, consistent with ~ The third 1
that of the economy. The converse also can be true whereby below-average alternately
growth can be expected to prevail for a fixed number of years and then the ‘method, cai
growth rate will resume a higher steady-state, long-run level. Extended DCF - and divider
models are available to accommodate such assumptions, and were discussed " by the com
in Chapter 8. 3 Boroduce the
Earnings versus Dividend Forecasts b
Casual inspection of the Zacks Investment Research, First Call Thompson, - ' The concef
and Multex Web sites reveals that earnings per share forecasts dominate the is that fut
information provided. There are few, if any, dividend growth forecasts. Only portion of
Value Line provides comprehensive long-term dividend growth forecasts. The ot being di
wide availability of earnings forecasts is not surprising. There is an abundance
of evidence attesting to the importance of earnings in assessing investors’ - For exampl
! ‘out in divic
not grow fc
' The earnings growth rates published by Zacks, First Call, Reuters, Value Line, and it base).
IBES contain significant overlap since all rely on virtually the same population of e “d‘e:llg';l

institutional analysts who provide such forecasts.
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expectations. The sheer volume of earnings forecasts available from the invest-
ment community relative to the scarcity of dividend forecasts attests to their
importance. The fact that these investment information providers focus on
growth in earnings rather than growth in dividends indicates that the investment
community regards earnings growth as a superior indicator of future long-
term growth. Surveys of analytical techniques actually used by analysts reveal
the dominance of earnings and conclude that earnings are considered far more
important than dividends. Finally, Value Line’s principal investment rating
assigned to individual stocks, Timeliness Rank, is based primarily on earnings,
accounting for 65% of the ranking.

Historical Growth Rates Versus Analysts’ Forecasts

Obviously, historical growth rates as well as analysts’ forecasts provide rele-
vant information to the investor with regard to growth expectations. Each
proxy for expected growth brings information to the judgment process from
a different light. Neither proxy is without blemish; each has advantages and
shortcomings. Historical growth rates are available and easily verifiable, but
may no longer be applicable if structural shifts have occurred. Analysts’
growth forecasts may be more relevant since they encompass both history
and current changes, but are nevertheless imperfect proxies.

9.5 Growth Estimates: Sustainable Growth
Method

The third method of estimating the growth component in the DCF model,
alternately referred to as the ‘‘sustainable growth’” or ‘‘retention ratio’’
method, can be used by investment analysts to predict future growth in earnings
and dividends. In this method, the fraction of earnings expected to be retained
by the company, b, is multiplied by the expected return on book equity, r, to
produce the growth forecast. That is,

g=bxr

- The conceptual premise of the method, enunciated in Chapter 8, Section 8.4,

is that future growth in dividends for existing equity can only occur if a
portion of the overall return to investors is reinvested into the firm instead
of being distributed as dividends.

For example, if a company earns 12% on equity, and pays all the earnings
out in dividends, the retention factor, b, is zero and earnings per share will
not grow for the simple reason that there are no increments to the asset base
(rate base). Conversely, if the company retains all its earnings and pays no
dividends, it would grow at an annual rate of 12%. Or again, if the company
eamns 12% on equity and pays out 60% of the earnings in dividends, the
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is mdependent of the hrm s leverage rate. I-Ience. the cost of debt
capital (ernam;pqge_al_ to p when retention is present.

2.8 Continuous New Equity Financing

Inaddition to orasanalternative to expanding through the periodic
retention of earnings, a utility can expand through the sale of stock.”
Consideration of the sale of stock as a source of funds requires
the introduction of the following variables not listed previously.

W, = total common equity at end of period t;
W! = total common equity at end of t that accrues to share-
holders at t = 0;

s = fundsraised from the sale of stuck as a fraction of existing
common equity;
Q, = funds raised from sale of stock during t; and

v = fraction of Q, that accrues to shareholders at the start
of .

Let a utility's total common equity at t = 0 be W, = NE,, and
let the expected rate of growth in the common equity due to the
sale of stock be s. The common equity one period later will be

= W, + bNY, + sW,. (2.8.1)
Since NY, = rW,,
W,=W,+ brW, + sW, = W,[1 + br + 5], (2.8.2)

and

w

Wol1 + br+s]™ (2.8.3)

In each period the total equity is raised by the fraction br due
.0 retention and by s due to the sale of additional shares.

At the end of t = n the total common equity will include the
:quity of the shareholders at { = 0 and the equity arising from

"This section is based on chapter 9 of M. |. Gordon [15].

iy =

-
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the sale of shares from t = 0 through t = n. What we are interested
in, however, is the expected equity and the dividend at t = n
on a share outstanding at t = 0. Let Q, = sW,_, be the funds
raised from the sale of stock during n, and let v be the fraction
of the funds provided during n that accrues to the shareholders
at the start of n. The meaning and derivation of v will be developed
in the course of what follows.

Let W be the portion of the total common equity at the end
of t = n that belongs to the share outstanding at t = 0. Then

W =W, + brW, + vsW,, (2.8.4)
and
Wr = W,[1+ br+ vs]" (2.8.5)

Dividing both sides of Eq. (2.8.5) by N and multiplying by r, we
obtain

Y'

* =Y. [1+ br+ vs]™ (2.8.6)
The earnings on a share at t = 0 are expected to grow at the rate
br due to retention and at vs due to the sale of additional stock.
Making the indicated substitutions, our stock value model becomes

- b)Y[1 + br+ vs]*!
P= E TV y (2.8.7)

If k> br + vs, Eq. (2.8.7) becomes

1-b)Y
P=——m ™, 2.8.8
k— br—vs ( )

The only change in Eq. (2.7.8) necessary to recognize the expectation
of continuous stock financing at the rate s is the change in the
expected rate of growth to br + vs.

The meaning of v may be explained simply as follows. \hoo
a new issue is sold at a price per share P = E, the equity of ne
new shareholders in the firm is equal to the funds they contribute,
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.nnd the equity of the existing shareholders is not changed. However,
if P> E, part of the funds raised accrues to the existing shareholders.
Specifically, it can be shown that .

a E
v=1- F (2.8.9)

is the fraction of the funds raised by the sale of stock that increases
the book value of the existing shareholders’ common equity. Also
v is the fraction of earnings and dividends generated by the new
funds that accrues to the existing shareholders,

A more rigorous derivation of v follows. If the market for a firm's
new shares is perfectly competitive, the number of shares given
to new shareholders during t = n in return for Q, dollars must
satisfy two conditions. The first is that the new issue must be sold
at the prevailing price per share at the time of the issue. The other
condition is that the dividend expectation a new shareholder obtains
should have a present value equal to Q,, the money he invests
when discounted at the rate k. With r the return the utility eams:
on common equity investment, b the retention rate, and 1-1v)
Q, the book value of the common equity obtained by the new
shareholders, their dividend in n + 1 will be

Dy, = (1 - b)r(1 - v)Q,. (2.8.10)

Once in the' corporation the new shares are identical with the old
shares. Their dividends also are expected to grow at the rate br
+ vs. Hence, the above two conditions are satisfied if

Q. = i (1-b)r(1 - v)Q,.(1 + br+ vs)'-n?
5 t=ne “' + k)r-—n

_-brl1-v)Q,

k- br- vs

(2.8.11)

Divifiing both sides of Eq. (2.8.11) by Q. and solving for v, we
obtain .

r-k

Ve ——
g g (2.8.12)

Perfectly Competitive Capital Markets %3

It can be shown that Eqs. (2.8.12) and (2.8.9) produce identical
values of v. The interesting property of Eq. (2.8.12) is that it makes
clear that the cost of new equity capital is p for continuous new
equity financing as well as one-shot new equity financing. When
r= k, v =0, and new stock financing at the rate s has no impact
on P. Of course, if r = k then x = p. When r > k, v is positive,
and share price increases with s.

The assumption that a utility is expected to stock finance at the
rate s has implications for the measurement of k. The yield at which
a share with continuous growth at the rate g sells is

D
Eow i @i 2.8.13
=4 ( )

the current dividend yield plus the expected rate of growth in
the dividend. However, now g = br + vs and not simply br. It
also should be noted that continuous stock financing at the rate
s poses problems similar to continuous retention at the rate b.
When k < br + vs, the model breaks down in explosive growth.
The above discussion of the resolution of the dilemma posed by
p < bx applies here. It also may have been noted from Eg.
(2.8.12) that v is negative with r > k when r < rb + s or
r(1 = b) < s. This is reasonable, although it may appear strange.
Notice that r(1 — b) and s are the outflow and inflow of funds
due to dividends and stock financing expressed as fractions of the
common equity. When r(1 — b) < s the company is expected,
in effect, to draw funds from stockholders for all future time. Clearly
it is nonoptimal for a company to set s > r(1 - b), and the case

may be ignored.

2.9 Finite Horizon Model

We have seen that if x > p and b and/or s are large we can
have k < g, and our continuous growth models break down. A
resolution of this dilemma consistent with the perfectly competitive
capital markets assumptions is provided by withdrawing the as-
sumption that the dividend is expected to grow at the current rate
g for all future time. Specifically, a utility with a very large x
reasonably will invest at a very high rate. The resultant high values
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Chapter 2

Introduction to the Cost of Capital

Defining the Cost of Capital

Ibbotson® Stocks, Bonds, Bills, and Inflation® {SBBI®) his-
torical data can be used, along with other inputs, to make
forecasts of the future, including estimates of the cost of
capital. A cost of capital estimate seeks to discern the
expected return, or forecast mean return, on an investment
in a security, firm, project, or division.

The cost of capital (sometimes called the expected or
required rate of return or the discount rate) can be viewed

RWP-11

McKenzie
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carefully analyze and compare all return-generating oppor-
tunities. On the investor's side, it is the return gne eipecis
and requires from an investment in a firm's debt or
equity. While each of these perspectives might view the
cost of capital differently, they are all dealirlg with the
same number.

The cost of capital is always an expectational ar for-
ward-looking concept. While the past performance|of an
investment and other historical information can be] good
guides and are often used to estimate the required rate of
return on capital, the expectations of future events afe the
only factors that actually determine the cost offcapital. An
investor contributes capital to a firm with the expectation
that the business's future performance will providela fair
return on the investment. If past performance wefe the

from three different perspectives. On the asset side of  criterion most important to investors, no one would jnvest
a firm’s balance sheet, it is the rate that should be used  in start-up ventures. It should also be noted that the cost
to discount to a present value the future expected cash  of capital is a function of the investment, not the investor.
flows. On the liability side, it is the economic cost to
the firm of attracting and retaining capital in a competi-  The cost of capital is an opportunity cost. Same people
tive environment, in which investors {capital providers}  consider the phrase “opportunity cost of cagital” jto be
The Ibbotson® SBBI® Data Series
; Approximate
SBBI Data Series Series Construction Index Components . Mathrity
1. Large S&P 500 Composite with Total Return N/A
Company dividends reinvested. Income Return
Stocks (S&P 500, 1957-Fresent; Capital Appreciation
S&P 90, 1926-1956) Return
2. Ibbotson Fifth capitalization quintile of stocks Total Return N/
Small on the NYSE for 1926-1981.
Company Performance of the DFA U.S. 8-10
Stocks Small Company Portfolio January
1882-March 2001.
. Performance of the DFA U.S. Micro
Cap Portfolio April 2001—Present.
3. Long-Term Citigroup } Total Return 20 Years
_Corporate - Long-Term High Grade :
Bonds Corporate Bond Index
& Long-Term A One-Bond Portfolio Total Return 20 Years
Government Income Return
Bonds Capital Appreciation
Return Yield
§. Intermediate- A One-Bond Portfolio Total Return 5 Years
Term Income Return
Government Capital Appreciation
Bonds Return Yield
6. US. Treasury Bills A One-Bill Portfolio Total Return 30 Days
7. Consumer Price CPl—All Urban Consumers, Inflation Rate N/,
Index not seasonally adjusted
The series presented here are total returns and, where applicable or EvaiIaMe. capital appreciation returns and income returns, A description of the Center for Research [n
Security Prices small stock data is found in Chapter 7, Firm Size and Return.
2013 Ibbotson® SBBI® Valuation Yearhook Morningstar 21
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these two years excluded. It is clear from this example that a long time period
is required to accurately estimate the equity risk premium. The shorter 30-
year period places too much emphasis on the poor market performances of
1973-1974. In fact, the equity risk premium recovers significantly in more
recent periods once the years 1973 and 1974 are truncated from the analysis,
as seen in the rolling 20-year and 10-year Ibbotson data.

Some analysts employ a rolling average approach. For example, the analyst
arbitrarily assumes a given time frame over which the equity risk premium
should be calculated, say 30 years, and calculates a 30-year equity risk premium
for all time periods from 1926 to the present. There is a premium for
1926-1955, 19271956, and so on to the present. The successive premiums
are averaged to arrive at the eventual equity risk premium. This approach is
highly 'suspect because it overweighs the middle years. In the example, the
year 1926 appears in one 30-year average, 1927 in two 30-year averages, etc.
Yet, the most current (and relevant) time period only appears once. The middle
periods are given an inordinate amount of weight using this approach. The
other fallacy of the approach is that it assumes that a 30-year period is an
appropriate historical window over which to estimate the equity risk premium.
This assumption is highly arbitrary.

While forward-looking risk premiums based on expected returns are preferable,
historical return studies over long periods still provide a useful guide for the
future. This is because over long periods, investors’ expectations are eventually
revised to match historical realizations, as market prices adjust to match
anticipated and actual investment results. Otherwise, investors would never
commit investment capital. In the long run, the difference between expected
and realized risk premiums will decline because short-run periods during
which investors earn a lower risk premium than they expect are offset by
short-run periods during which investors earn a higher risk premium than
they expect. Second, the investors’ current expectations concerning the amount
by which the return on equity will exceed the bond yield will be strongly
influenced by historical differences in returns to bond and stock investors.
For these reasons, we can estimate inve§tor5’ current expected returns from an
equity investment from knowledge of current bond yields and past differences
between returns on stocks and bonds.

Computational Issues: Arithmetic vs Geometric Average

The second problem in relying on historical return results is the method of
averaging historical returns, that is, whether to use the ordinary average
(arithmetic mean) or the geometric mean return. Because valuation is forward-
looking, the appropriate average is the one that most accurately approximates
the expected future rate of return. The best estimate of expected returns over
a given future holding period is the arithmetic average. Only arithmetic means

e e g i
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are correct for forecasting purposes and for estimating the cost of capital.
There is no theoretical or empirical justification for the use of geometric mean
rates of returns as a measure of the appropriate discount rate in computing
the cost of capital or in computing present values. There is no dispute in
academic circles as to whether the arithmetic or geometric average should be
used for purposes of computing the cost of capital. The arithmetic mean
should always be used in calculating the present value of a cash flow stream.

Appendix A contains a comprehensive discussion of this issue, including the .

underlying theory, empirical evidence, and formal demonstrations.

Drawn from an actual rate casé, the implementation of the historical Risk
Premium approach is illustrated in Example 4-1 for the electric utility industry.
Over the long term, realized utility equity risk premiums were 5.6% above
Treasury bond yields for electric utilities.

e e et )
FIGURE 4-2
EQUITY RISK PREMIUM
Electric Utilities 1931-2002
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Chapter 2

Introduction to the Cost of Capital

Defining the Cost of Capital

Ibbotson® Stocks, Bonds, Bills, and Inflation® {SBBI®) his-
torical data can be used, along with other inputs, to make
forecasts of the future, including estimates of the cost of
capital. A cost of capital estimate seeks to discern the
expected return, or forecast mean return, on an investment
in a security, firm, project, or division.

The cost of capital (sometimes called the expected or
required rate of return or the discount rate) can be viewed

RWP-13

McKenzie

Page 2 of 2

carefully analyze and compare all return-generating oppor-
tunities. On the investor's side, it is the return gne eipecis
and requires from an investment in a firm's debt or
equity. While each of these perspectives might view the
cost of capital differently, they are all dealirlg with the
same number.

The cost of capital is always an expectational ar for-
ward-looking concept. While the past performance|of an
investment and other historical information can be] good
guides and are often used to estimate the required rate of
return on capital, the expectations of future events afe the
only factors that actually determine the cost offcapital. An
investor contributes capital to a firm with the expectation
that the business's future performance will providela fair
return on the investment. If past performance wefe the

from three different perspectives. On the asset side of  criterion most important to investors, no one would jnvest
a firm’s balance sheet, it is the rate that should be used  in start-up ventures. It should also be noted that the cost
to discount to a present value the future expected cash  of capital is a function of the investment, not the investor.
flows. On the liability side, it is the economic cost to
the firm of attracting and retaining capital in a competi-  The cost of capital is an opportunity cost. Same people
tive environment, in which investors {capital providers}  consider the phrase “opportunity cost of cagital” jto be
The Ibbotson® SBBI® Data Series
; Approximate
SBBI Data Series Series Construction Index Components . Mathrity
1. Large S&P 500 Composite with Total Return N/A
Company dividends reinvested. Income Return
Stocks (S&P 500, 1957-Fresent; Capital Appreciation
S&P 90, 1926-1956) Return
2. Ibbotson Fifth capitalization quintile of stocks Total Return N/
Small on the NYSE for 1926-1981.
Company Performance of the DFA U.S. 8-10
Stocks Small Company Portfolio January
1882-March 2001.
. Performance of the DFA U.S. Micro
Cap Portfolio April 2001—Present.
3. Long-Term Citigroup } Total Return 20 Years
_Corporate - Long-Term High Grade :
Bonds Corporate Bond Index
& Long-Term A One-Bond Portfolio Total Return 20 Years
Government Income Return
Bonds Capital Appreciation
Return Yield
§. Intermediate- A One-Bond Portfolio Total Return 5 Years
Term Income Return
Government Capital Appreciation
Bonds Return Yield
6. US. Treasury Bills A One-Bill Portfolio Total Return 30 Days
7. Consumer Price CPl—All Urban Consumers, Inflation Rate N/,
Index not seasonally adjusted
The series presented here are total returns and, where applicable or EvaiIaMe. capital appreciation returns and income returns, A description of the Center for Research [n
Security Prices small stock data is found in Chapter 7, Firm Size and Return.
2013 Ibbotson® SBBI® Valuation Yearhook Morningstar 21
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n Equity Flotation Costs and
Rate Making

By EUGENE F. BRIGHAM, DANA ABERWALD, and LOUIS C. GAPENSKI

Com

The proper treatment of common stock flotation costs is an issue in
almost every utility rate case, and becomes increasingly important - for
reasons shown in this article — as new stock offerings decline. The article
provides clarification of the issue and offers a reasonable solution.

Incorrect statements have been made about the
proper treatment of common equity flotation costs in
the financial literature, and this has contributed to
incorrect rate case testimony and to several improper
decisions. The problem seems to have arisen for two
reasons: (1) During the 1970s, when most utilities
were raising large amounts of equity, the case for an
equity cost adjustment was generally based on the need
to sell common stock at prices greater than book value
so as to avoid dilution when new stock was sold, but
the proper rationale for the adjustment, and the argu-
ment that should have been made, is that an adjust-
ment is necessary to recover actual incurred costs. (2)
A number of academic writers [1, 2, 3, 6, 7, 8, 11!
have attempted to deal with the problem algebraically,
and while a mathematical approach has merit, the
different authors based their models on different and
somewhat obscure assumptions, with the result that
the academic research has actually done more to con-
fuse than to clarify the issue.

As we see it, there are two questions which need
answers:

1) Is an adjustment needed even if a company has
no plans to sell new common stock in the fore-
seeable future?

2) If an adjustment is required, should it be applied
to common stock only or to total common eq-
uity (common stock plus retained earnings)?

The answers are “yes” to the first question and “total
common equity” to the second. Specifically, the market-

INumbers in brackets correspond to numbers in the list of refer-
ences at the end of the article

determined cost of equity should be adjusted (in-
creased) to reflect issuance costs associated with past
issues regardless of whether a company plans to issue
stock in the future or not, and the adjustment should
be applied to the total common equity, including re-
tained earnings. The reasons for these conclusions are
set forth in the balance of this article.

Background and Approach

The flotation cost adjustment - whether for bonds,
preferred stocks, or common equity — is designed to
convert a market rate of return into a fair rate of
return on accounting book values. Prior to the 1970s.
most utilities were regulated on the basis of the com-
parable earnings approach. With that method no mar-
ket return was involved, and hence there was no need
for a common equity flotation adjustment. However,
as use of market-oriented equity cost approaches, es-
pecially the discounted cash flow (DCF) method, be-
came prevalent during the 1970s, a specific flotation
adjustment became necessary. The first use of DCF, to
the authors' knowledge, was by Professor Myron ). Gor-
don as a staff witness in an American Telephone and
Telegraph Company rate case before the Federal Com-
munications Commission in the mid-1960s. Professors
Alexander A. Robichek and Ezra Solomon of Stanford
University, testifying for AT&T, proved that if a com-
mission correctly identifies and then allows a company
to earn its DCF cost of equity, k, on book equity, then
investors will never be able to earn k on their invest-
ment, because the capital that investors have put up
will exceed the company’s book equity as a result of
issuance (or flotation) costs. Thus, in the very first

Eugene F. Brigham is graduate research
professor of finance and director of the Pub-

lic Utiity Research Center at the University
of Fiorida. He is the author of numerous jour-
nal articles and textbooks, and he testifies
regularly concerning rate of return. Dr.
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at the Public Utilities Research Center at the
University of Florida. Ms. Aberwald re-
ceived a BSBA degree in accounting and
an MBA degree from the University of Flor-
ida and is a certified public accountant.

Louls C. Gapenski teaches at the Univer-
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ciate at the Public Utilities Research Center
Mr. Gapenski holds degrees from the Vir-
ginia Military Institute, the Naval Postgradu-
ate School, and the University ol Florida
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case where DCF methodology was used, Robichek
and Solomon proved, and Gordon accepted, the idea
that the allowed return on equity should exceed the
DCF cost. Unfortunately, only the need for an adjust-
ment. not the proper adjustment mechanism itself, was
identified in that rate case.

The DCF method’s great increase in popularity oc-
curred during the 1970s, just when the companics
were raising unprecedented amounts of new equity
capital. Witnesses who used the DCF method recog-
nized the need for an adjustment, and they had to
provide a rationale to commissioners. Most witnesses
gave this explanation:

1) If a company were allowed to earn only its DCF
cost of equity. then its stock would normally sell
at book value.

2) When new stock was issued, flotation expenses
plus market pressure would drive the price of
the stock below book value.

3) The issuance of stock at below book value would
dilute the book value of the existing shares, and
since future earnings and dividends are depen-
dent upon book value, the market value of exist-
ing stock would also be diluted.

4) This dilution would obviously harm current stock-
holders; indeed, it would amount to economic
confiscation.

5) Therefore, fair regulation requires commission-
ers to set authorized returns high enough to cause
utility stocks to sell at prices that exceed book
value by an amount sufficient to prevent below-
book sales.

This argument was correct, although incomplete, and
it was generally accepted during the 1970s, when most
utilities were selling new stock every year or two.
There were, of course, arguments about the level of
flotation costs and the extent of market pressure, and
hence about the proper market-to-book ratio, but the
logic of some type of adjustment was rarely questioned.

However, as many utilities’ construction programs
neared completion in the early 1980s, and, accord-
ingly, as new stock offerings slowed, the issue of the
need for a flotation adjustment resurfaced. Patterson
[6. 7] applied standard corporate finance techniques
and concluded that a flotation adjustment is needed
irrespective of current equity sales. Richter [11] sup-
ported Patterson's position. Arzac and Marcus [1, 2]
also concluded that a flotation adjustment is always
needed, but their formula produces an almost trivial
adjustment factor unless the company is selling very
large amounts of stock every year, Patterson and Arzac-
Marcus debated in the finance journals, but they reached
no reconciliation. Finally, in the latest article, Profes-
sors Bierman and Hass [3] derived yet another for-
mula, one which produces an adjustment factor be-
rween those recommended by Patterson and Arzac-
Marcus.

The issue is important, so it is necessary that we
resolve the conflict. Further, since utility executives
and regulators, not financial economists, must make
decisions in this area, the resolution must be under-
standable to these decision makers. After studying the
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problem, we concluded that the best way to PygPeiy
a clear resolution is to set up some hypot clg ﬁzu
reasonable, situations and then to test the lt Q J:e
theories, asking the following question: VAa@erZs0f9
do the several methods produce, and are those results
fair to both consumers and investors?

Bonds and Preferred Stocks

Because the proper treatment of flotation costs on
bonds and preferred stocks is well known and not
controversial, it helps to begin by examining that treat.
ment as a lead-in to the analysis of common stock.
First, note that debt flotation costs can be recovered
in either of two ways: (1) They can be expensed and
recovered from customers during the year the securi-
ties are sold, or (2) They can be capitalized and re-
covered over the life of the securities. The second
method, which is consistent with the theory that those
customers who benefit from a cost should pay for it,
is generally used. Under this theory, bond flotation
expenses are reflected in the embedded cost of the
bond and are recovered over the life of the bond. For
example, if flotation costs of 5 per cent were incurred
on a $100 million, ten-year, 15 per cent coupon bond
issue, they would be handled in the following manner
by most federal and state regulators:

Interest expense + Amortization of
flotation costs (1)
Principal value — Unamortized
flotation costs

= $15,000,000 + ($5,000,000/10)
$100,000,000 — $5,000,000

= $15,500,000 _
$95,000,000

Cost to _
company

16.3158% for the
first year

Return requirements would be calculated as follows:

Return
require- = Cost rate(Principal value — (2)
ments Unamortized flotation costs)

0.163158( $100,000,000 — $5,000,000)
$15,500,000.

In this example, the company received $95 million of
cash, which it used to purchase $95 million of operat-
ing assets. To meet its interest expense and flotation
amortization requirements, the company must have
$15.5 million in return dollars. This return will only
be generated if the company earns 16.3158 per cent
on its $95 million of operating assets. Under this pro-
cedure, the percentage cost as calculated in Equation
1 declines each year, but the return dollar amount
remains constant.?

2An alternative procedure that produces exactly the same result is
to divide interest charges plus flotation amortization by the princi-
pal value of the issue, and then to multiply this cost rate by the
principal value of the issue:

315,500,000
$100.000.000

Embedded cost rate = =0.155 = 15.5%

Return requirements = 0.155( $100,000,000) = $15,500,000

This procedure in effect includes both flotation costs and operating
assets in the rate basc.
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Preferred stocks are handled similarly. Acrually, util-
ities issue two rypes of preferred stocks, those with
sinking funds and those that are perpetual. The adjust-
ment formula for sinking fund preferred is exactly like
that for bonds, but a difference arises in the case of
perpetual preferreds. Perpetual preferred stock repre-
sents permanent capital; hence its flotation costs are
not amortized.? Assuming again a $100 million issue
and a 5 per cent flotation cost, this formula applies:

Cost to _ Dividend requirements _ $15,000,000 (3)
company Net proceeds $95,000,000

= 15.7895%

Alternatively, we could write the formula as follows:

Cost to _ Dividend rate _ 15% _
company 10 — Flotation ~ 0.95 15.7895% (3a)

The return dollars can then be calculated as follows:4

Dollars of return = 0.157895( $95,000,000)
= $15,000,000.

In this example, the preferred stockholders expect and
require a return of 15 per cent on their investment
($100 million), but the company must earn 15.7895
per cent on its operating assets ($95 million) to pro-
vide this required return. If the company earned only
15 per cent on the $95 million, then the company
would have after-tax revenues of only $14,250,000 to
meet investors' preferred dividend requirements of $15
million. Obviously, then, the 15 per cent market value
cost of preferred must be adjusted upward to a 15.7895
per cent return on the company's operating assets if
investors are to receive the reasonable rate of return
they contracted for.

Common Stock

From a conceptual standpoint, it has long been rec-
ognized that the situation with common stock is sim-
ilar 1o that for bonds and preferred stocks: Issuance
costs are incurred; they should not be and are not
expensed at the time the stock is sold; and therefore
recovery must occur in subsequent years. Further, just
as with bonds and preferred stock, the authorized rate
of return on rate base equity must be above the rate
of return to the investor; that is, the cost to the utility
is above the return to the investor. The standard text-

5In effect, the flotation costs of the preferred are amortized over
an infinite period, which is to say the amortization per year is zero
Investors have made a permanent investment, 50 the original invest-
ors or those who purchase the stock in the secondary market must
receive a return on that investment in perpetuity.

*Of course, preferred stock dividends are not deductible, so the
total revenues required to produce the return dollars is higher for
preferred stock than for debt.

"Note that the return dollars for the bond exceed those for the
perpetual preferred stock - $15.5 million versus $15 million. How-
ever, these are first-year costs only. The bond’s cost rate declines
over time due to the amortization of its flotation costs, whereas the
cost rate associated with the preferred stock remains constant, and
the rates of return to the bondholders and the preferred stockhold-
ers are identical
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book formula, which Patterson [6] used, is as folllzgws 14

r = Expected dividend yield
Q=¥

Here:

r = authorized rate of return on book equity, if stock-
holders are to earn their required rate of return,
k,

F = percentage flotation cost associated with common
stock offerings, and

g = the expected growth rate in earnings and dividends.

The percentage flotation factor, F, consists of two
elements: (1) underwriting costs and (2) “market pres-
sure,” which is the decline in the stock price that
results when the supply of shares is suddenly increased.
Historically, utility underwriting expenses have aver-
aged from 3 to 4 per cent of gross proceeds [9]. Mar-
ket pressure varies over time, depending on the size
of the issue, the condition of the market, and the de-
gree to which investors were surprised by the an-
nouncement of the stock sale. Moreover, stock prices
change for reasons other than new offerings, so it is
difficult to obtain an exact measure of market pres-
sure. However, several careful studies have been re-
ported, and they indicate that market pressure is in
the range of one to 3 per cent [10]. Thus, for most
utilities, flotation expenses plus pressure have totaled
about 5.5 per cent.

To illustrate the flotation cost adjustment process,
and following Bierman and Hass for consistency, we
assume that a new, start-up utility has the following
characteristics:

1) Our hypothetical company can sell stock in the
market at $10 per share, and investors expect it
to pay a dividend of one dollar and to grow at a
rate of 5 per cent. Thus, its DCF cost of equity is
k=D/P + g = 10% + 5% = 15%, investors’
required rate of return.

2) To raise initial capital, the company plans to sell
an issue of stock, incurring flotation costs of F =
5 per cent.

3) Applying Equation 5, we obtain a flotation-adjusted
cost of equity (r) of 15.5263 per cent:

ot E_xpcctcdldivitilzcnd yield | g

= 10.0%
0.95 + 5%

= 10.5263% + 5% = 15.5263%

Thus, the illustrative utility’s fair rate of return
on book equity according to Equation 5 is ap-
proximately 53 basis points above its 15 per cent
unadjusted “bare bones DCF cost of equity.”
4) The company will sell one share of stock and
obtain net proceeds of $9.50. This $9.50 is also
the initial book value, B, and rate base. (Obvi-

$This formula is developed in reference citation 5, Chaprer 7. as
well as in most other corporate finance textbooks.
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5)

6)

)]
2)

3)

4)

ously, this amount, which we use for simplicity,
could be scaled up without altering the con-
clusions.)

After its inception and initial stock offering, all
of the company's equity is expected to come
from retained earnings. In a later case, we will
examine the situation when more stock is sold.
The company operates in a reasonable and pru-
dent manner, such that by any fairness criteria,
investors should be allowed to earn their 15 per
cent cost of capital return, no more and no less.
For simplicity, we also assume that regulation
operates properly, without lags.

Initially, we assume that the market cost of capi-
tal remains constant at 15 per cent, and that the
company maintains a constant payout ratio so as
to keep the dividend yield and growth compo-
nents at 10 per cent and 5 per cent, respec-
tively. These assumptions are consistent with the

DCF model, but later in the article we W_14
the analysis by relaxing both of them. .
s S ng “ - McKenzie

Now these questions may be asked: Page 4 of 9

Should the flotation adjustment be applied to all
common equity or, once retained earnings appear
on the balance sheet, only to common stock?

For how many years should an adjustment be applied:
One, two, ten, twenty, or forever?

When we applied Equation 5, the textbook formula
which Patterson recommended, we found that it pro-
duces results that satisfy the fairness criterion; namely,
it permits investors to earn exactly their 15 per cent
cost of capital, no more and no less. This result for
our initial case is demonstrated in Table 1, which was
produced by a simple computer model, and it is ana-
lyzed below:

Table 1

Case 1: Company Earns

Flotation-adjusted Cost of

Equity (r) on All Common Equity
Beginning of Year

Market-

Common Retained Total Stock Book

Stock Earnings Equity
Year (1) (2) (3)

Price Ratio EPS DPS Payout
(4) (5) 6) (7 (8)

$8.50 $0.0000 $ 95000 $10.0000 1.0526x $1.4750 $1.0000 67.7966%
9.50 0.4750 99750 10.5000 1.0526 1.548B8 1.0500 67.7966
9.50 08738 10.4738 11.0250 1.0526 1.6262 1.1025 67.7966
950 14974 109974 115763 1.0526 1.7075 1.1576 67.7966
9.50 20473 11.5473 121551 1.0526 1.79289 1.2155 67,7966

9.50 3.2309 12.7309 134010 1.0526 1.9766 1.3401 67.7966
9.50 38675 13.3675 14.0710 1.0526 2.0755 1.4071 67.7966
9.50 4.5358 140358 147746 10526 2.1792 1.4775 67.7966

1

NoTes

1] Assumptions made in this case are as
a) Issue price = $10
b) Fiotation cost = 5%
c)k=D/P+g = 10% + 5% = 15%
d) r = 15.5263%

i
2
3
4
5
6 9.50 2.6247 121247 127628 1.0526 1.8825 1.2763 67.7966
[ g
8
9
0

9.50 5.2376 147376 155133 10526 2.2882 1.5513 67.7966

follows:

2) The data in this case. and also the more complex cases, were developed with a Lotus

1-2-3 computer program

The company’s balance sheet item common stock
is shown in Column 1.

Retained earnings are shown in Column 2. Ini-
tially, they are zero, but they build up over time,
Total equity as shown in Column 3 is the sum of
common stock and retained earnings. Total eq-
uity grows as retained earnings build up.
Column 4 shows the stock price as determined
by the basic DCF formula. It starts at $10 and
grows at a rate of 5 per cent per year, which is
necessary to produce the 5 per cent capital gains
yield that investors expect and should receive.”

"The DCF valuation equation is

D,

Py, =
o k-2

5) Column 5 shows the market-to-book (M/B) ra-
tio. Notice that the M/B always exceeds one.
The only way the M/B ratio could go to one
would be for the stock price to fall below the
value shown in Column 4, but if that were 10
happen, then investors would not receive the
capital gains to which they are entitled. Thus,
the M/B will exceed one if investors are being
treated fairly.

6) Earnings per share (EPS) as shown in Column 6
is the product of total equity times 0.155263,
the fair rate of return as determined by Equation
5

7) Dividends per share (DPS) as shown in Column
7 begin at one dollar and grow at a rate of 5 per

This equation, solved for k, produces the standard DCF cost of
capital equation, k = D,/P; + g See reference citation 5. Chapter
5, for a derivation and discussion. 8)
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cent per year. This growth rate is a requirement
if investors are to earn their DCF cost of capital.
The payout ratio is shown in Column 8. Under
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the assumptions of the standard DCF constant
growth model, the payout must be constant, and
it is if r as determined by Equation 5 is used as
the allowed return on equity.

9) Note also that book value per share as shown in
Column 3 is growing at a constant rate, 5 per
cent. The retention growth rate, g = br, where r
is the return on book equity and b is the frac-
tion of earnings, is

g = br = (1.0 — 0.677966)(15.5263) =
0.322(15.5263) = 5.0%, just as it should be.

Case 1 proves that Equation 5 produces the desired
results. namely, returns that exactly cover the cost of
equity, no more and no less. Any return on book eq
uiry different from that established by Equation 5 would
produce inconsistent results. For example, suppose the
authorized rate of return were cut from 15.5263 to
the DCF return, 15 per cent, in Year 2. This would
cause the stock price to drop from $10.50 to the
$9.9750 book value. Thus, stockholders would suffer a
loss. and they would not obtain the capital gains yield
to which they are entitled. Any other type of experi-
mentation will show exactly the same thing: If the
company is not allowed to earn the cost of equity as
determined by Equation 5 on total common equity,
stockholders will not receive a 15 per cent return on
their invested capital.

Sale of Additional Equity

While the only-one-equity-sale conditions used to
develop Case 1 are consistent with Bierman and Hass's
example, and also with some actual companies such
as Comsat and the Yankee Atomic Power companies,
most utilities sell additional common stock from time

to time. Therefore, we modified the computer
to analyze stock sales subsequent to the initia
ing, and we report the results in Table 2 as C

common equity for $12.1247 at the beginning of Year
6. (Note that the $12.1247 is calculated as the price
of the stock at the beginning of Year 6 less flotation
costs.) Earnings, dividends, and common equity all in-
crease in Year 6 as a result of the sale, but investors
continue to earn exactly 15 per cent on their invest-
ment so long as the company is allowed to earn 155263
per cent on its total book equity.

In Case 3, reported in Table 3, we present the re-
sults for a company that issues new equity at a flota-
tion cost different from the cost of its original stock
issue. Case 3 is similar to Case 2. Just as in Case 2, the
company issues new equity at the beginning of Year 6.
However, in Case 3, the equity sold at the beginning
of Year 6 has a different flotation cost (3 per cent)
from that of the original issue (5 per cent). With lower
flotation costs, the company nets more common eq-
uity in Case 3 than in Case 2. (The dollar amount of
new equity raised is calculated as the price of the
share of stock at the beginning of Year 6 less the 3
per cent flotation costs incurred.)

In this example, because the new equity is sold at a
different flotation cost than the old equity, a new value
of r must be calculated and used to determine net
income. The new r is a weighted average of r as deter-
mined by Equation 5 for each equity issue, with the
weights being the fraction of total equity attributable
to the new and old stock at the time the new stock is
issued. Because of the lower flotation costs on the
new equity, there is a corresponding drop in the market-
to-book ratio in Year 6. Note, however, that after the
transitional Year 6, earnings and dividends continue to
grow at the required 5 per cent rate, which is neces-

Table 2

Case 2: Company Sells Additional Stock at the Beginning of Year 6
Beginning of Year

Common New Retained Total
Stock Issue Earnings Equity

Year (1) (1a) (2) (3)

1 § 950 $0.0000

2 9.50 0.4750 99750

3 9.50 0.9738 10.4738

4 950 1.4974 10.9974

5 9.50 2.0473 11.5473

6 9.50 $12.1247 2.6247 24.2493

7 21.6247 38371 25.4618

8 216247 51102 26.7349

9 216247 6.4470 28.0717

10 216247 7.8506 29 4752

NoTes:

Assumptions made in this case are as follows

a) Onginal issue price = $10

b) Flotauon cost = 5%

c)k=D/P +g=10% + 5% = 15%

d) r = 15.5263%

e) Year 6 1ssue price = $12.7628

1) Year 6 new common stock = $12.7628(1 — F)
= $12.7628(0.95)
= 8121247

Market-
Stock Book Payout
Price Ratio EPS DPS Ratio

(4) (5) (6) (7) (8)

$ 9.5000 $10.0000 10526x $1.4750 $1.0000 67 7966%

10,5000 1.0526 1.5488 1.0500 67.7966
11,0250 1.0526 1.6262 1.1025 67.7966
11.5763 1.0526 1.7075 1.1576 67.7966
12.1551 1.0526 1.7929 1.2155 67.7966
127628 1.0526 1.8825 1.2763 67.7966
13.4010 10526 1.9766 1.3401 67.7966
14.0710 1.0526 2.0755 14071 677966
147746 10526 2.1792 1.4775 67 7966
155133 10526 22882 15513 67 7966
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Table 3

Case 3: Company Sells Additional Stock at the Beginning of
Year 6 Incurring Different Flotation Costs

Beginning of Year

Market-

Stock  Book Payout
Price Ratio EPS DPS Ratio

(4) 5 ® @ ®
$10.0000 1.0526x $1.4750 $1.0000 67.7966%
10.5000 1.0526 1.5488 1.0500 67.7966
11.0250 1.0526 1.6262 1.1025 67.7966
11.5763 1.0526 1.7075 1.1576 67.7966
12.1551 1.0526 1.7929 12155 67.7966
12.7628 1.0526 1.8889 1.2763 67.7566
13.4010 1.0526 1.9833 1.3401 67.5676
140710 1.0526 2.0825 1.4071 87.5676
147746 1.0526 2.1B66 1.4775 67.5676
155133 1.0526 2.2960 15513 67.5676

RWP-14
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Common  New Retained  Total
Stock Issue Earnings Equity
Year (1) (1a) (2) 3)

1 $ 95000 $0.0000 $ 9.5000
2 9.5000 0.4750 9.9750
3 9.5000 0.9738 10.4738
4 9 5000 1.4974 10.9974
5 9.5000 20473 11.5473
6 95000 $12.3799 2.6247 24 5046
7 21,8798 384099 25.7298
8 218799 5 1364 270163
g 218799 64872 2B8.3671
10 218799 7.9056 29.7855
NOTES:

Assumptions made in this case are as follows:

a) Onginal issue price = $10

b] Year 1 Fiotation cost = 5%

clk=D/P +g=10% + 5% = 15%

d) r, = 15.5263%

e) Year 6 1ssue price = $12 7628

{) Year 6 flotation cost = 3%

g) Year 6 new common stock = $12.7628(1 — F)
= $127628(0.97)
= $12.3799

h) Additional issue r = 15.3093%

sary if investors are to receive the 15 per cent DCF
return on their investment. The stock price grows at 5
per cent throughout the ten-year period.

The fact that the company must continue to earn
the flotation-adjusted cost of equity, even as retained
earnings build up to a larger and larger proportion of
total common equity, is counterintuitive, and so it de-
serves further discussion. Here are two comments:

1) Demonstration that a weighted average cost rate
is inappropriate. It has been suggested that the au-
thorized return on equity should be a weighted aver-
age of the flotation-adjusted cost rate, r = 15.5263
per cent, and the DCF cost rate, k = 15 per cent, with
the weights being based on common equity and accu-
mulated retained earnings. respectively. When we pro-
grammed our model to reflect these conditions, we
obtained the results shown in Table 4. A problem ob-
viously exists - if dividends are to grow at the 5 per
cent rate that investors expect, and if earnings are
based on a weighted average of k and r, then a higher
and higher percentage of earnings will have to paid
out. Thus, the payout ratio will rise. In Year 34 the
payout ratio will exceed 100 per cent, so retained
earnings will start to decline. Retained earnings actu-
ally go negative in Year 45, and Total Common Equity
goes negative in Year 46, which means the company is
officially bankrupt. This example demonstrates, in yet
another way, that the flotation-adjusted cost of equity
must be earned on all common equity if investors are
to receive the DCF return to which they are entitled
under prudent management. The example also demon-
strates that, if investors were informed that the regula-
tory treatment implied in Table 4 were going to be
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employed, they would not invest in the company in
the first place.

2) Logical explanation. To understand why the Equa-
tion 5 value must be applied to all common equity,
retained earnings as well as equity raised by selling
stock, one must trace through the valuation process.
Notice that, in Year 1, investors require a return of 15
per cent on their $10 investment, or $1.50. However,
the company earns only $1.4750, of which it pays out
one dollar as a dividend and retains 47.5 cents. To give
the investor the fifty-cent increase in market value (or
capital gain) needed to add to the one dollar dividend
to produce the $1.50, or 15 per cent, total DCF re-
turn, the 47.5 cents must earn more than 15 per cent.
Specifically, it must earn the flotation adjusted cost of
equity, r = 15.5263 per cent. This same thought pro-
cess can be continued in other years, ad infinitum,
and the ultimate conclusion is that both the original
common equity and all retained earnings must earn r
= 15.5263 per cent.

If the preceding paragraph is not clear, we can put
it another way. The investor expects and is entitled to
earn, under prudent management, a return of 15 per
cent on his or her investment. Thus, dividends plus
capital gains must total 15 per cent, or $1.50 in the
first year. Ten per cent, or one dollar, will come from
dividends, so 5 per cent, or 50 cents, must come from
capital gains. To obtain a capital gain yield of 50 cents
from 47.5 cents of retained earnings, the retained earn-
ings must earn a return greater than k = 15 per cent;
specifically, the retained earnings must be allowed to
earn r = 15.5263 per cent. (If the 47.5 cents earned
15 per cent, then it would be worth exactly 47.5 cents,
not 50 cents.) In Year 2, retained carnings will rise by
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5 per cent from 47.5 cents to 49.875 cents; the capi-
tal gains then must rise from 50 cents to .50(1.05) =
52.5 cents; the only way this can happen is-for the
second-year retained earnings to be allowed to earn r
= 15.5263 per cent; and so on.

The Effect of the Payout Ratio on the
Fiotation Cost Adjustment

Even though fair regulation requires that retained
earnings be allowed to earn the flotation adjusted cost
of equity, the level of retained earnings as affected by
the payout ratio does have a material effect on the
size of the adjustment.

To illustrate this point, assume (1) that two utilities
both have a 15 per cent market cost of equity, that is,
k = 15 per cent; (2) that both companies sell at a
price of $20; but (3) that one company has a policy of
paying out 25 per cent of its earnings and retaining 75
per cent, while the other has the reverse dividend
policy. Assume further that both companies earn 15
per cent on their $20 market value, so earnings per
share are .15($20) = $3. The high payout company
has a dividend of .75($3) = $2.25, while the low payout
company has a dividend of .25($3) = 75 cents. At the
same time, the low payout company, which plows most
of its earnings back into the business, will have a growth
rate of g = .75(15 per cent) = 11.25 per cent, while
the high payout company will have g = .25(15 per
cent) = 3.75 per cent.

Under these conditions, the following situation would
exist for the two illustrative companies:

Low payout k=l—3l+ =%i+ 11.25RWP-14
Company: 0

=1375% + 11.25% = 15%age 7 of 9
Compa.ny 0

= 11.25% + 3.75% = 15%

Applying the adjustment formula,
r = Expected dividend yield
1=F

+ H

we find this situation, assuming that issuance costs are
5 per cent:

High payout r= 112> :)'25% + 3.75%
Company: 95
= 11.842% + 3.75% = 15.592%
Low payout r= 3(-}75;'" + 11.25%
Company: 24
= 3947 + 11.25% = 15.197%
Difference = 0.395%

Thus, we see that the company which retains most of
its earnings, and which consequently has more retained

McKenzie

Table 4

Case 4: Company Earns Weighted Average k

Common Retained Total
Stock Earnings Equity

Year (1) (2) (3)
1 $9.5000 § 0.0000 $ 9.5000
2 9.5000 0.4750 9.9750
3 9.5000 0.9713 104713
4 9.5000 1.4884 10.9894
5 9.5000 2.0302 11.5302
33 9.5000 23.2219 32.7219
34 9.5000 23.4152 329152
35 9.5000 23.3993 32.8993
45 9.5000 —2.3443 7.1557

46 The company goes bankrupt.

NorTes:

1) Assumptions made in this case are as follows:

2)

34

a) Issue price = $10

b) Flotation cost = 5%
c)k=D/P +g=10% + 5% = 15%
d)r = 155263%
The dividend in Year 45 cannot grow by the 5 per cent growth rate, because it it did
total equity would become negative. Therefore, the Year 45 dividend is calculated as
the remaining portion of total equity + earnings in Year 45 $7.1557 + $1.1234 =

$8.2791,

EPS
(4)

$1.4750
1.5463
1.6207
1.6884
1.7795

49583
4.9873
49849

.

1.1234

DPS
(5)

$1 0000
1.0500
1.1025
1.1576
1.21585

4.7649
5.0032
5.2533

8.2791

Payout
Rate
(6)

67.7966%
67.9062
68.0267
68.1591
68.3047

96.1006
100.3188
105.3852

.

736.9935

Weighted k
(7)

0.1553
0.1550
0.1548
0.1545
0.1543

0.1515
0.1515
0.1515

0.1570
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Table 5

RWP-14
Case 5: Company Sells Additional Stock and k Changes McKenzie
Beginning of Year Page 8 of 9
Market-
Common  New Retained Total Stock Book Payout
Stock Issue Earnings Equity Price Ratio EPS DPS Ratio
Year (1) (1a) (3] (3) (4) (5) (6) (7) (8)
1§ 9.5000 $0.0000 $ 9.5000 $10.0000 1.0526x $1.4750 $1.0000 67.7966%
2 9.5000 0.4750 9.9750 10.5000 1.0526 1.5488 1.0500 67.7966
3 95000 09738 104738 11.0250 1.0526 1.6262 1.1025 B67.7966
4 9.5000 1.4974 109974 115763 1.0526 1.7075 1.1576 67.7966
5 9.5000 2.0473 11.5473 12.1551 1.0526 1.7929 1.2155 67.7966
6 8.5000 $12.3799 2.6247 245046 127628 1.0526 1.8889 1.2763 B67.5676
7 21.8799 3.8499 257298 13.4010 1.0526 19833 1.3401 67.5676
B 218799 51364 27.0163 14.0710 1.0526 1.8123 1.4071 77.6398
9 218799 59469  27.8268 14.4931 1.0526 1.8667 1.4493 77.6398
10 218799 67817 286616 149279 1.0526 1.9227 1.4928 77.6398

NOTEs:
Assumptions made in this case are as follows:
a) Original issue price = $10
b) Year 1 flotation cost = 5%
c) Issue 1 r = 15.5263%
d) Year 6 issue price = $12.7628
e) Year 6 flotation cost = 3%
f) Year 6 new common stock = $12.7628(1 — F)
= $12.7628(0.97)
= $12.3799
g) Additional issue r = 15.3093%
h) Years 1-7, k = D/P + g = 10% + 5% = 15%
i) Years 8-10, k = D/P + g = 10% + 3% = 13%

Table 6

Case 6: Company Sells Additional Stock and k Changes
Beginning of Year

Market-
Common  New Retained Total Stock Book Payout
Stock Issue Earnings Equity Price Ratio EPS DPS Ratio
Year (1) (1a) (2) (3) (4) (5) (6 (7) (8)

1 % 95000 $0.0000 % 9.5000 $10.0000 1.0526x $1.4750 $1.0000 67.7966%
2 9.5000 0.4750 99750 10.5000 1.0526 1.5488 1.0500 67.7966
3 9.5000 0.9738 10.4738 11.0250 1.0526 1.6262 1.1025 67.7966
4 9.5000 1.4974 10.9974 11.5763 1.0526 1.7075 1.1576 67.7966
5 9. 5000 20473 11.5473 12.1551 1.0526 1.7929 1.2155 67.7966
6 95000 $12.3799 2.6247 245046 12.7628 1.0526 1.8889 1.2763 67.5676
7 21.8799 3.8499 25.7298 13.4010 1.0526 1.9833 1.3401 67.5676
8 21.8799 5.1364 27.0163 14.0710 1.0526 1.8011 1.1257 62.5000
9 21.8799 5.9469 27.3671 14.7746 1.0526 1.8911 1.1820 62.5000
10 218799 6.7817 29.7855 155133 1.0526 1.9857 1.2411 62.5000

NaoTes:
Assumptions made in this case are as follows:
a) Original issue price = $10
b) Year 1 flotation cost = 5%
c) Issue 1 r = 15.5263%
d) Year 6 issue price = $12.7628
e) Year 6 fiotation cost = 3%
f) Year 6 new common stock = $12.7628(1 — F)
= $12.7628(0.97)
= $12.3799
g) Additional issue r = 15.3093%
h) Years 1-7, k = D/P + g = 10% + 5% = 15%
i) Years 8-10, k = D/P + g = 10% + 3% = 13%
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earnings and a smaller dollar amount of flotation costs,
also has the lower flotation-adjusted cost of equity.
This demonstrates that the issuance cost adjustment
formula is itself adjusted to reflect the extent to which
a company finances by retaining earnings rather than
by selling new common stock.

Changes In the DCF Cost of Equity

We also analyzed the effects of changes in the DCF
cost of equity over time. While a change in the DCF k
causes a change in earnings, dividends, and the growth
rate, the flotation adjustment process is not affected
- Equation 5 still produces a fair rate of return on
book value. This is demonstrated in Tables 5 and 6. It
should be noted that the effects of the adjustment as
derived by Equation 5 do vary with the level of the
DCF cost and with the split berween dividend yield
and growth. In Case 5, we analyze the effects of a
change in the growth rate with the dividend yield
held constant, while in Case 6, reversing them, we
analyze the effects of a change in the dividend yield
with the growth rate held constant. Both cases use
Case 3 as their base case. In each instance, a new
value for r, based on Equation 5, can be established,
and this return on book value permits investors to
earn their new DCF cost of equity.

Capitalizing Flotation Costs

Bierman and Hass, almost as an afterthought toward
the end of their article, suggested that utilities should
be allowed to record the gross amount of equity sales
and to earn a DCF return on gross equity capital. This
would amount to capitalizing flotation costs. These
capitalized costs could then be amortized over some
prescribed period or else be kept on the books
indefinitely.

To show this, we set up computer models using PBWP-14

various cases but capitalizing flotation costs. One canh

see that earnings, dividends, and stock prices arigKenzie

exactly like those shown in our tables. Thus, capPay
ing flotation costs produces exactly the same results
as Equation 5.

Capitalizing flotation costs has much to recommend
it, for it would eliminate the confusion that has ex-
isted. However, a fundamental problem exists for any
company that has incurred flotation costs in the past,
that is, for virtually the entire utility industry: How
would the fact that past flotation costs were not capi-
talized be dealt with? In other words, capitalizing flo-
tation costs would be an excellent procedure for a
new, start-up, company, but such a plan would not be
feasible for an existing company without somehow ad-
justing for past costs. Such an adjustment could be
made, but a discussion of it goes beyond the scope of
this article.

Conclusion

The proper treatment of equity flotation costs has
caused much confusion. Had such costs been either
capitalized in the past or else expensed on an as-
incurred basis, there would be no problem, but since
neither of these practices has generally been followed,
the DCF return must be adjusted to produce a fair
rate of return on book equity.

Further, the adjustment is always required, irrespec-
tive of whether or not a company has plans to sell
new stock in the future, and the adjusted return must
be earned on total equity, including retained earnings.
Otherwise, it would be impossible for investors to earn
the cost of equity, even under prudent and efficient
management.

References

[1] "Flotation Cost Allowance in Rate of Return
Regulation: A Note,” by E.R. Arzac and M. Marcus,
Journal of Finance, Vol. 36, December, 1981, pp.
1119-1202.

[2] "Flotation Cost Allowance in Rate of Return
Regulation: A Reply,” by E.R. Arzac and M. Marcus,
Journal of Finance, Vol. 38, September, 1983, pp.
1339-1341.

[3] “Equity Flotation Cost Adjustments in Utilities’
Cost of Service,” by Harold Bierman, Jr. and Jerome E.
Hass, 113 PuBuC UTILITIES FORTNIGHTLY 46, March 1,
1984,

|4] “The Effect of New Equity Issues on Utility Stock
Prices,” by John W. Bowyer and Jess B. Yawitz, 105
PusLIC UTILITIES FORTNIGHTLY 25, May 22, 1980.

[5] “Financial Management,” by Eugene F. Brigham,
fourth edition, Dryden Press, Hindsale, Illinois, 1985.

[6] “l1ssue Costs in the Estimation of the Cost of

36

Equity Capital,” by Cleveland S. Patterson, 108 PUBLIC
UTILTIES FORTNIGHTLY 28, July 16, 1981.

[7] “Flotation Cost Allowance in Rate of Return
Regulation: A Comment,” by Cleveland S. Patterson,
Journal of Finance, Vol. 38, September, 1983, pp.
1335-1338.

[8] “Flotation Cost Allowances Revisited,” by Cleve-
land S. Patterson, working paper.

[9] “A Note on the Flotation Cost of New Equity
Capital Issues of Electric Companies,” by Richard H.
Pettway, 109 PUBLIC UTILITIES FORTNIGHTLY 68, March
18, 1982

[10] “The Effects of New Equity Sales upon Utility
Share Prices,” by Richard H. Pettway, 113 Pusuc UTiL-
TIES FORTNIGHTLY 35, May 10, 1984.

[11] "The Ever-present Need for an Underpricing
Allowance,” by Paul H. Richter, 109 PuBLC UTILITIES
FORTNIGHTLY 58, February 18, 1982.

PUBLIC UTILITIES FORTNIGHTLY —MAY 2, 1985

90f9



RWP-15
McKenzie
Page 1 of 3

NEW
REGULATORY
FINANCE

Roger A. Morin, PhD

2006
PUBLIC UTILITIES REPORTS, INC.
Vienna, Virginia




New Regulatory Finance

RWP-15
McKenzie
Page 2 of 3

334

Alternative Sources of Equity

A second controversy is whether a flotation cost allowance should be allowed
because a company can always obtain equity from sources other than a public
issue of common stock, such as a rights issue for example. There are several
sources of equity ‘capital available to a firm, including: public common stock
issues, conversions of convertible preferred stock, dividend reinvestment plans,
employees’ savings plans, warrants, and stock dividend programs. Each carries
its own set of administrative costs and flotation cost components, including
discounts, commissions, corporate expenses, offering spread, and market
pressure.

Equity capital raised through a public issue is typically more expensive than
alternate sources of equity. Rights issues, when available, are less expensive,
but direct costs still would be incurred. Of course, a rights issue assumes that
a willing underwriter and a willing market could be found for such offerings
in the first place, an unlikely event in public capital markets for small unproven
companies. Internal sources of equity, including dividend reinvestment and/
or employee stock option plans, are also typically less expensive, unless a
discount on the purchase price is inherent in the plan, in which case they are
often equivalent to a public issue. Direct costs are also incurred in an employee
stock savings plan and/or a shareholder dividend reinvestment plan.

The flotation cost allowance is still warranted, however, because it is a compos-
ite factor that reflects the historical mix of all these sources of equity. The
flotation cost allowance applicable to all the company’s book equity is actually
a weighted average of the current allowances required for each past financing,
that is, the flotation cost allowance factor is a build-up of historical flotation
cost adjustments associated and traceable to each component of equity source.
However, it is impractical and prohibitive to start from the inception of a
company and source all present equity from various equity vintages and types
of equity capital raised by the company. One way of circumventing the problem
of vintaging each form of equity is to source book equity by broad categories
of equity, such as dividend reinvestment plan equity, stock option equity, and
public issue equity, and calculate a wejghted average flotation factor. That is
also onerous and cumbersome. A practical solution is to rely on the results
of the empirical studies discussed earlier that quantify the average flotation
cost factor of a large sample of utility stock offerings.

Efficient Markets

A third controversy centers around the argument that the omission of flotation
cost is justified on the grounds that, in an efficient market, the stock price
already reflects any accretion or dilution resulting from new issuances of
securities and that a flotation cost adjustment results in a double counting
effect. The simple fact of the matter is that whatever stock price is set by the




Chapter 10: Flotation Cost Adjustment

market, the company issuing stock will always net an amount less than the
stock price due to the presence of intermediation and flotation costs. As a
result, the company must earn slightly more on its reduced rate base in order
to produce a return equal to that required by shareholders.

Existing shareholders are made worse off when a company issues new .stock
below the market price, irrespective of how “‘efficient”’ that stock price may
be. As seen in an earlier example, the new issue results in a transfer of wealth
from existing to new shareholders. This is true regardless of the degree of

.

efficiency of the market. :

It has also been argued that a flotation cost allowance is inequitable since it
results in a windfall gain to shareholders. This argument is erroneous. As
stated previously, the company’s common equity account is credited by an
amount less than the market value of the issue, so that the company must
earn slightly more on its reduced rate base in order to produce a return equal
to that required by shareholders. Moreover, existing shareholders are made
worse off when a company issues new stock below the market price.

The suggestion that the flotation cost allowance is unwarranted because invest-
ors factor this shortcoming in the stock price implies that it is appropriate to
use a deficient model because such a deficiency is reflected in stock prices.
In other words, it is appropriate to use a deficient model because investors
are aware of this. Such circular reasoning could be used to justify any regulatory
policy. For example, under this reasoning, it would be appropriate to authorize
a return on equity of 1% because investors reflect this fact in the stock price.
This is clearly illogical and erroneous. Any regulatory policy, as irrational as
it may be, can be justified using this argument.

Absence of Imminent Stock Issues

Another controversy is whether the flotation cost allowance should still be
applied when the utility is not contemplating an imminent common stock
issue. Some argue that flotation costs are real and should be recognized in
calculating the fair return on equity, but only at the time when the expenses
are incurred. In other words, the flotation cost allowance should not continue
indefinitely, but should be made in the year in which the sale of securities
occurs, with no need for continuing compensation in future years. This argu-
ment implies that the company has already been compengated for these costs
and/or the initial contributed capital was obtained freely, devoid of any flotation
costs, which is an unlikely assumption, and certainly not applicable to most
utilities. If the flotation costs of past stock issues have been fully recovered,
the argument has merit. If that assumption is not met, the argument is without
merit. The flotation cost adjustment cannot be strictly forward-looking unless
all past flotation costs associated with past issues have been recovered.
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Abstract

Wong concluded there is weak empirical support that firm size is a missing factor from the capital
asset pricing model for industrial stocks but not for utility stocks. Her weak results, however, do not rule
out the possibility of a small firm effect for utilities. The issue she addressed has important financial
implications in regulated proceedings that set rates of return for utilities, New studies based on different
size water utilities are presented that do support a small firm effect in the utility industry.
© 2002 Board of Trustees of the University of Illinois. All rights reserved.

Keywords: Utility stocks; Beta risk; Firm size

Annie Wong concludes there is some weak evidence that firm size is a missing factor from
the capital asset pricing model (“CAPM?”) for industrial stocks but not for utility stocks (Wong,
1993, p. 98). This “firm size effect” is an observation that small firms tend to earn higher returns
than larger firms after controlling for differences in estimates of beta risk in the CAPM. Wong
notes that if the size effect exists, it has important implications and should be considered by
regulators when they determine fair rates of return for public utilities. This paper re-examines
the basis for her conclusions and presents new information that indicates there is a small firm
effect in the utility sector.

1. Reconsideration of the evidence provided by Wong

Wong relies on Barry and Brown (1984) and Brauer (1986) to suggest the small firm effect
may be explained by differences in information available to investors of small and large firms.

* Tel.: +1-503-370-9563; fax: +1-503-370-9566.
E-mail address: tzepp@ur-inc.com (T.M. Zepp).
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She states that requirements to file reports and information generated during regulatory pro-
ceedings indicate the same amount of information is available for large and small utilities and
thus, if the differential information hypothesis explains the small firm effect, then the unifor-
mity of information available among utility firms would suggest the size effect should not be
observed in the utility industry. But contrary to the facts she assumes, there are differences in
information available for large and small utilities. More parties participate in proceedings for
large utilities and thus generate more information. Also, in some jurisdictions smaller utilities
are not required to file all of the information that is required of larger firms. Thus, if the small
firm effect is explained by differential information, contrary to Wong’s hypothesis, differences
in available information suggests there is a small firm effect in the utility industry. Wong did
not discuss other potential explanations of the small firm effect for utilities.

Wong’s empirical results are not strong enough to conclude that beta risks of utilities are
unrelated to size, In the period 1963—1967, when monthly data were used to estimate betas, her
estimates of utility betas as well as industrial betas increased as the size of the firms decreased,
but she did not find the same inverse relationship between size and beta risk for utilities in other
periods. Being unable to demonstrate a relationship between size and beta in other periods
may be the result of Wong using monthly, weekly and daily data to make those beta estimates.
Roll (1980) concluded trading infrequency seems to be a powerful cause of bias in beta risk
estimates when time intervals of a month or less are used to estimate betas for small stocks.
‘When a small stock is thinly traded, its stock price does not reflect the movement of the market,
which drives down the apparent covariance with the market and creates an artificially low beta
estimate,

Ibbotson Associates (2002) found that when annual data are used to estimate betas, beta
estimates for the smaller firms increase more than beta estimates for larger firms. Table 1
compares Value Line (2000) beta estimates for three relatively small water utilities that are
made with weekly data and an adjusted beta estimated with pooled annual data for the utilities
for the S-year period ending in December 2000. In making the latter estimate, it is assumed that
the underlying beta for each of water utilities is the same. The #-statistics for the unadjusted beta

Table 1
Beta estimates reported by Value Line and estimated with pooled annual returns for relatively small water utilities
Value Line* Estimated with
annual data®
Connecticut Water Service 0.45
Middlesex Water 0.45
SIW Corporation 0.50
Average 0.47 0.78
t-statistic 2.7254

& As reported in Value Line {2000). Betas estimated with 5 years of weekly data.

b Estimated with pooled annual return premiums for the 5-year period ending December 2000. Proxy market
returns are total returns for the S&P 500 index. Dummy variable in 1999 to reflect the proposed acquisition of STW
Corporation included in analysis.

¢ Significant at the 95% level.

4The #-statistic for the null hypothesis that the true beta is 0.18 (the derived unadjusted Value Line beta) when
the estimated betas is (.65 (the unadjusted estimated beta) is 1.97. It is significant at the 95% level.
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estimate is reported in parentheses. As was found by Ibbotson Associates (2002) for stocks in
general, when annual data are used to estimate betas for small utility stocks, the beta estimate
increases.

Wong used the Fama and MacBeth (1973) approach to estimate how well firm size and beta
explain future returns in four periods. She reports weak empirical results for both the industrial
and utility sectors. In every one of the statistical results reported for utilities, the coefficient for
the size effect has a negative sign as would be expected if there is a size effect in the utility
industry but only one of the results was found to be statistically significant at the 5% level. With
the industrial sector, though she found two cases to have a significant size effect, a negative
sign for the size coeflicient occurred only 75% of the time. What is puzzling is that with these
weak results, Wong concludes the analysis provides support for the small firm effect for the
industrial industry but no support for a small firm effect for the utility industry.

2. New evidence on risk premiums required by small utilities

Two other studies support a conclusion that small utilities are more risky than larger ones.
A study made by Staff of the Water Utilities Branch of the California Public Utilities Com-
mission Advisory and Compliance Division (CPUC Staff, 1991) used proxies for beta risk and
determined small water utilities were more risky than larger water utilities. Part of the difficulty
with examining the question of relative risk of utilities is that the very small utilities are not
publicly-traded. This CPUC Staff study addressed that concern by computing proxies for beta
risk estimated with accounting data for the period 1981-1991 for 58 water utilities. Based on
that analysis, CPUC Staff concluded that smaller water utilities were more risky and required
higher equity returns than larger water utilities. Following 8 days of hearings and testimony by
21 witnesses regarding this study, it was adopted by the California Public Utilities Commission
in CPUC Decision 92-03-093, dated March 31, 1992.

Table 2 provides the results of another study of differences in required returns estimated
from discounted cash flow (“DCF”) model estimates of the costs of equity for water utilities
of different sizes. The study compares average estimates of equity costs for two smaller water
utilities, Dominguez Water Company and SJW Corporation, with equity cost estimates for
two larger companies, California Water Service and American States Water, for the period
1987-1997. All four utilities operated primarily in the same regulatory jurisdiction during
that period. Estimates of future growth are required to make DCF estimates. Gordon, Gordon,
and Gould (1989) found that a consensus of analysts’ forecasts of earnings per share for the
next 5 years provides a more accurate estimate of growth required in the DCF model than
three different historical measures of growth. Unfortunately, such analysts’ forecasts are not
generally available for small utilities and thus this study assumes, as was assumed by staff at
the regulatory commission, that investors relied upon past measures of growth to forecast the
future. The results in Table 2 show that the smaller water utilities had a cost of equity that, on
average, was 99 basis points higher than the average cost of equity for the larger water utilities.
This result is statistically significant at the 90% level. In terms of the issues being addressed by
Wong, the 99 basis points could be the result of differences in beta risk, the small firm effect or
some combination of the two.
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Table 2
Small firm equity cost differential: case study based on a comparison of DCF equity cost estimates for larger and smaller California water utilities (1987-1997) E
Larger water utilities® Smaller water utilities® Smaller utilities minus @1
larger utilities "3,‘
Dy/Py Estimated Equity cost Dy/Py Estimated Equity cost o
(%) growth (%)° estimate (%)% (%) growth (%)° estimate (%)* =
1987 6.60 7.17 14.24 5.38 10.06 15.98 1.74 E
1988 6.75 6.30 13.48 5.81 9.08 15.42 1.94 é.
1989 7.10 6.30 13.84 6.47 7.00 13.93 0.09 By
1950 7.24 6.19 13.87 6.96 751 14.99 L.11 -
1991 6.94 6.29 13.67 6.64 6.24 13.30 —0.36 3
1992 6.18 5.96 12.50 6.50 6.71 13.65 1.14 ﬁ:
1993 5.32 5.68 11.30 5.49 6.31 12.15 0.85 Q
1994 6.03 4.40 10.70 5.80 4.86 10.94 0.25 3
1995 6.44 3.86 10.55 6.44 4.88 11.64 1.09 g.
1996 5.60 4.06 9.88 5.77 5.58 11.67 1.79 2
1997 4.93 331 8.40 4.52 4.89 9.64 123 E
Averarage difference 0.99 g
t-statistic 1.405° 8
Limited to period for which Dominguez Water Company data were available. 1998 excluded due to pending buyout. E
@ American States Water and California Water Service. &
b Dominguez Water Company and STW Corporation, @
© Average of 5- and 10-year dividends per share growth, 10-year earnings per share growth and estimates of sustainable growth from internal and external -
sources for the most recent 10-year period when data are available (1991-1997), otherwise most recent 5-year period (1987-1990). i
4 DCF equity cost as computed by California PUC staff: k = (Dy/Pg) x (1 +g) + g. %

© Significant at the 90% level.

I8¢
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3. Concluding remarks

Wong’s concluding remarks should be re-examined and placed in perspective. She noted
that industrial betas tend to decrease with increases in firm size but the same relationship
is not found in every period for utilities. Had longer time intervals been used to estimated
betas, as was done in Table 1, she may have found the same inverse relationship between size
and beta risk for utilities in other periods. She also concludes “there is some weak evidence
that firm size is a missing factor from the CAPM for the industrial but not the utility stocks”
(Wong, 1993, p. 98), but the weak evidence provides little support for a small firm effect existing
or not existing in either the industrial or utility sector. Two other studies discussed here support
a conclusion that smaller water utility stocks are more risky than larger ones. To the extent that
water utilities are representative of all utilities, there is support for smaller utilities being more
risky than larger ones.

Notes

1. Vice President.

2. The small firm effect could also be a proxy for numerous other omitted risk differences
between large and small utilities. An obvious candidate is differentials in access to
financial markets created by size. Some very small utilities are unable to borrow money
without backing of the owner. Other small utilities are limited to private placements of
debt and have no access to the more liquid financial markets available to larger utilities.
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10 MARCH 2015 Lower Authorized Equity Returns Will
Not Hurt Near-Term Credit Profiles

The credit profiles of US regulated utilities will remain intact over the next few years despite
our expectation that regulators will continue to trim the sector’s profitability by lowering
its authorized returns on equity (ROE). Persistently low interest rates and a comprehensive
suite of cost recovery mechanisms ensure a low business risk profile for utilities, prompting
regulators to scrutinise their profitability, which is defined as the ratio of net income to
book equity. We view cash flow measures as a more important rating driver than authorized
ROEs, and we note that regulators can lower authorized ROEs without hurting cash flow,
for instance by targeting depreciation, or through special rate structures. Regulators can
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to around 9% today.
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Robust Suite of Cost Recovery Mechanisms Is Credit Positive

Over the past few years, the US regulatory environment has been very supportive of utilities. We think this is partly because regulators
acknowledge that utility infrastructure needs a material amount of ongoing investment for maintenance, refurbishment and
renovation. Utilities have also been able to garner support from both politicians and regulators for prudent investment in these critical
assets because it helps create jobs, spurring economic growth. We also think regulators prefer to regulate financially healthy utilities.

Across the US, we continue to see regulators approving mechanisms that allow for more timely recovery of costs, a material credit
positive. These mechanisms, which keep utilities' business risk profile low compared to most industrial corporate sectors, include:
formulaic rate structures; special purpose trackers or riders; decoupling programs (which delink volumes from revenue); the use of
future test years or other pre-approval arrangements. We also see a sustained increase in the frequency of rate case filings.

A supportive regulatory environment translates into a more transparent and stable financial profile, which in turn results in reasonably
unfettered access to capital markets - for both debt and equity. Today, we think utilities enjoy an attractive set of market conditions
that will remain in place over the next few years. By themselves, neither a slow (but steady) decline in authorized profitability, nor a
material revision in equity market valuation multiples, will derail the stable credit profile of US regulated utilities.

Cost recovery will help offset falling ROEs
Robust cost recovery mechanisms will help ensure that US regulated utilities’ credit quality remains intact over the next few years. As

a result, falling authorized ROEs are not a material credit driver at this time, but rather reflect regulators' struggle to justify the cost of
capital gap between the industry's authorized ROEs and persistently low interest rates. We also see utilities struggling to defend this
gap, while at the same time recovering the vast majority of their costs and investments through a variety of rate mechanisms.

In the table below, we show the US Treasury 10-year yield, which has steadily fallen from the 5% range in the summer of 2007 to the
2% range today. US utilities benefit from these lower interest rates because they borrow approximately $50 billion a year. For some
utilities, a lower cost of debt translates directly into a higher return on equity, as long as their rate structure includes an embedded
weighted average cost of capital (and the utilities can stay out of a general rate case proceeding).

Exhibit 1
Regulators hold up their end of the bargain by limiting reduction in return on equity (ROE) and overall rate of return (ROR) when compared
with the decline in US Treasury 10-year yields

UST ROE

ROR

o N A v
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SOURCE: SNL Financial, LP, Moody's

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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As utilities increasingly secure more up-front assurance for cost recovery in their rate proceedings, we think regulators will increasingly
view the sector as less risky. The combination of low capital costs, high equity market valuation multiples (which are better than or

on par with the broader market despite the regulated utilities' low risk profile), and a transparent assurance of cost recovery tend to
support the case for lower authorized returns, although because utilities will argue they should rise, or at least stay unchanged.

One of the arguments for keeping authorized ROEs steady is that lowering them would make utilities less attractive to providers of
capital. Utility holding companies assert that they would rather invest in higher risk-adjusted opportunities than in a regulated utility
with sub-par return prospects. We see a risk that this argument could lead to a more contentious regulatory environment, a material
credit negative. We do not think this scenario will develop over the next few years.

Our default and recovery data provides strong evidence that regulated utilities are indeed less risky (from the perspective of a
probability of default and expected loss given default, as defined by Moody's) than their non-financial corporate peers. On a global
basis, we nonetheless see a material amount of capital looking for regulated utility investment opportunities, and the same is true in
the US despite, despite a lower authorized return. This is partly because investors can use holding company leverage to increase their
actual equity returns, by borrowing capital at today's low interest rates and investing in the equity of a regulated utility.

Despite the reduction in authorized ROEs, US utilities are thankful to their regulators for the robust suite of timely cost recovery
mechanisms which allow them to recoup prudently incurred operating costs such as fuel, as well as some investment expenses. These
recovery mechanisms drive a stable and transparent dividend policy, which translates into historically very high equity multiples.
Moreover, cost recovery helps keep the sector’s overall financial profile stable, thereby supporting strong investment-grade ratings.

Exhibit 2
With better recovery mechanisms, the ratio of debt-to-EBITDA can rise, modestly, without negatively impacting credit profiles

7 yravg (2013 - 2007) 5 yravg (2013 - 2009) |3 yravg (2013 - 20M) mlyr(2013) W LTM September 2014
5.0
45
4.0
35
3.0
2.5
20 | : A ’ L {— . 1
Diversified Holdco's Regulated Holdco's LDC's T&D's Vert. Integrated

SOURCE: Company filings; Moody's

3 10 MARCH 2015 US REGULATED UTILITIES: LOWER AUTHORIZED EQUITY RETURNS WILL NOT HURT NEAR-TERM CREDIT PROFILES



RWP-17
McKenzie

MOODY'S INVESTORS SERVICE INFRASTRUCTURI ANMT PRG)-CT FINANCE

Exhibit 3
The ratio of Funds From Operations to debt is rising, a material credit positive,
but the rise is partly funded by bonus depreciation and deferred taxes, which will eventually reverse

m7 yravg (2013 - 2007) Syravg (2013-2009)  m3yravg (2013-2011)  m1yr(2013) ® LTM September 2014
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SOURCE: Company filings; Moody's

Utilities’ cash flow is somewhat insulated from declining ROEs

Across all our utility group sub-sectors (see Appendix), net income - the numerator in the calculation of ROE — accounts for between
30% - 40% of cash flow. While net income is important, cash flow exerts a much greater influence over creditworthiness. This is
primarily because cash flow takes into account depreciation and amortization expenses, along with other deferred tax adjustments.
We note that deferred taxes have risen over the past few years, in part due to bonus depreciation elections, which will eventually
reverse. From a credit perspective, there is a difference between the nominal amount of net income, which goes into cash flow, and the
relationship of net income to book equity (a measure of profitability).

In the chart below, we highlight the ratio of net income to cash flow from operations (CFO) for our selected peer groups. Across all of
the sectors, the longer term historical average of net income to CFO has fallen compared with the late 2000s, but has been rising over
the more recent past. This is partly a function of deferred taxes, which have become a larger component of CFO over the past decade.

Exhibit 4
Net income as a % of cash flow from operations has been steadily rising (since 2011)
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SOURCE: Company filings, Moody's
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We can also envisage scenarios where regulators seek to achieve a reduction in authorized ROEs without harming credit profiles by
focusing on utilities’ equity layer. In the chart below, we illustrate median equity as a percentage of total assets for our selected peer
groups. In our illustration, utilities will benefit from acquisition related goodwill on one hand, and impairments on the other.

Exhibit 5
Equity as a % of total assets, not capitalization, includes both goodwill and impairments
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Utilities' actual financial performance remains stable

Earned ROE'’s, as reported by utilities and adjusted by Moody's, have been relatively flat over the past few years, despite the decline
in authorized ROEs. This means utilities are closer to earning their authorized equity returns, which is positive from an equity market
valuation perspective.

The authorized ROE is a popular focal point in many regulatory rate case proceedings. In addition, many regulatory jurisdictions look to
established precedents that rely on various methodologies to determine an appropriate ROE, such as the capital asset pricing model or
discounted cash flow analysis. In some jurisdictions where formulaic based rate structures point to lower ROEs for a longer projected
period of time, regulators are incorporating a view that today's interest rate environment is “artificially” being held low.

Regardless, we think interest rates will go up, eventually. When they do, we also think authorized ROEs will trend up as well. However,
just as authorized ROEs declined in a lagging fashion when compared to falling interest rates, we expect authorized ROEs to rise in a
lagging fashion when interest rates rise.

Depending on alternative sources of risk-adjusted capital investment opportunities, this could spell trouble for utilities. For now,
utilities can enjoy their (historically) high equity valuations, in terms of dividend yield and price-earnings ratios.

5 10 MARCH 2015 US REGULATED UTILITIES: LOWER AUTHORIZED EQUITY RETURNS WILL NOT HURT NEAR-TERM CREDIT PROFILES
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Exhibit 6
GAAP adjusted earned ROE's are relatively flat across all sub-sectors except Holding Companies with Diversified Operations, while the

lower-risk LDC sector is outperforming
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NOTE: GAAP adjusted ROE, not regulated ROE, does not adjust for goodwill or impairments.
Source: Company filings; Moody's
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Appendix
Exhibit 7
Utilities with the highest earned ROEs (ranked by 7-year average)
5-year

1-year 3-year average 7-year average

average average (2013 (2013 - (2013 -
Company Name Sector Rating  (2013) ROE -2011) ROE 2009) ROE 2007) ROE
CenterPoint Energy Houston Electric, LLC T&D A3 33% 32% 25% 23%
Questar Corporation Holdco - Primarily Regulated A2 14% 18% 20% 20%
AEP Texas Central Company T&D Baal 14% 28% 22% 20%
Exelon Corporation Holdco - Diversified Baa2 7% 10% 14% 7%
CenterPoint Energy, Inc. Holdco - Primarily Regulated Baal 7% 16% 15% 7%
Ohio Edison Company T&D Baal 23% 18% 7% 16%
Public Service Enterprise Group Holdco - Diversified Baa2 1% 12% 14% 15%
Dayton Power & Light Company T&D Baa3 7% 9% 13% 15%
Dominion Resources Inc. Holdco - Diversified Baa2 13% 9% 12% 15%
Southern California Gas Company LDC Al 14% 13% 14% 15%
PECO Energy Company T&D A2 12% 12% 12% 14%
PPL Corporation Holdco - Diversified Baa3 9% 12% 1% 14%
UGl Utilities, Inc. LDC A2 15% 13% 13% 13%
Entergy Corporation Holdco - Diversified Baa3 7% 1% 12% 13%
Cleco Corporation Holdco - Primarily Regulated Baal 10% 12% 13% 13%
Alabama Gas Corporation LDC A2 4% 1% 12% 13%
Entergy New Orleans, Inc. Vertically Integrated Utility Ba2 5% 10% 1% 12%
Entergy Gulf States Louisiana, LLC Vertically Integrated Utility Baal 1% 13% 12% 12%
Piedmont Natural Gas Company, Inc. LDC A2 1% 11% 12% 12%
Ohio Power Company T&D Baal 25% 14% 13% 12%
Southern Company (The) Holdco - Primarily Regulated Baal 9% 1% 1% 12%
Georgia Power Company Vertically Integrated Utility A3 12% 12% 12% 12%
Alabama Power Company Vertically Integrated Utility Al 12% 12% 12% 12%
Southern California Edison Company Vertically Integrated Utility A2 8% 12% 12% 12%
NextEra Energy, Inc. Holdco - Diversified Baal 10% 1% 1% 12%
Wisconsin Energy Corporation Holdco - Primarily Regulated A2 13% 13% 12% 12%
West Penn Power Company T&D Baal 17% 13% 12% 12%
San Diego Gas & Electric Company Vertically Integrated Utility Al 9% 10% 1% 12%
Interstate Power and Light Company Vertically Integrated Utility A3 10% 9% 9% 12%

NOTE: GAAP adjusted ROE, not regulated ROE, does not adjust for goodwill or impairments.

SOURCE: Moody's; company filings
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Exhibit 8
Highest (over 30%) and lowest (less than 20%) equity level as a % of total assets (ranked by 7-year average) [NOTE: Book equity is not
adjusted for goodwill or impairments]

1-year 5-year 7-year
average 3-year average average average
Company Name Sector Rating (2013) (2013-2011) (2013 - 2009) (2013 - 2007)
Duke Energy Ohio, Inc. T&D Baal 48% 47% 48% 50%
Yankee Gas Services Company LDC Baal 41% 42% 43% 43%
Texas-New Mexico Power Company T&D Baal 43% 43% 43% 43%
Oncor Electric Delivery Company LLC ~ T&D Baal 40% 41% 41% 43%
Dayton Power & Light Company T&D Baa3 37% 38% 39% 40%
Pennsylvania Power Company T&D Baal 25% 30% 34% 40%
Black Hills Power, Inc. Vertically Integrated Utility A3 38% 38% 37% 38%
ALLETE, Inc. Vertically Integrated Utility A3 38% 37% 37% 38%
Central Maine Power Company T&D A3 39% 38% 38% 38%
MGE Energy, Inc. Holdco - Primarily Regulated NR 39% 37% 38% 38%
Duke Energy Corporation Holdco - Primarily Regulated A3 36% 36% 37% 38%
Jersey Central Power & Light Company T&D Baa2 32% 33% 36% 38%
Oklahoma Gas & Electric Company Vertically Integrated Utility Al 36% 37% 37% 37%
Public Service Company of Colorado Vertically Integrated Utility A3 37% 37% 37% 37%
Virginia Electric and Power Company  Vertically Integrated Utility A2 37% 37% 37% 35%
Wisconsin Public Service Corporation  Vertically Integrated Utility Al 34% 34% 34% 35%
PacifiCorp Vertically Integrated Utility A3 36% 35% 35% 35%
UGl Utilities, Inc. LDC A2 35% 34% 34% 34%
Cleco Corporation Holdco - Primarily Regulated Baal 37% 36% 34% 34%
Empire District Electric Company (The) Vertically Integrated Utility Baal 35% 34% 34% 34%
Great Plains Energy Incorporated Holdco - Primarily Regulated Baa2 35% 35% 34% 34%
Nevada Power Company Vertically Integrated Utility Baal 32% 33% 33% 33%
Tampa Electric Company Vertically Integrated Utility A2 34% 33% 33% 33%
Wisconsin Power and Light Company  Vertically Integrated Utility Al 34% 33% 32% 33%
Questar Corporation Holdco - Primarily Regulated A2 29% 28% 31% 33%
Duke Energy Kentucky, Inc. Vertically Integrated Utility Baal 31% 30% 33% 33%
Florida Power & Light Company Vertically Integrated Utility Al 36% 35% 34% 33%
Alabama Gas Corporation LDC A2 59% 40% 35% 33%
El Paso Electric Company Vertically Integrated Utility Baal 34% 32% 32% 33%
IDACORP, Inc. Holdco - Primarily Regulated Baal 34% 33% 33% 33%
PPL Electric Utilities Corporation Vertically Integrated Utility Baal 34% 34% 34% 33%
Commonwealth Edison Company T&D Baal 31% 32% 32% 33%
Georgia Power Company Vertically Integrated Utility A3 33% 33% 33% 33%
CMS Energy Corporation Holdco - Primarily Regulated Baa2 20% 19% 18% 18%
Hawaiian Electric Industries, Inc. Holdco - Diversified 17% 16% 16% 16%
CenterPoint Energy, Inc. Holdco - Primarily Regulated Baal 20% 19% 7% 15%
CenterPoint Energy Houston Electric, LLCT&D A3 9% 15% 15% 15%
AEP Texas Central Company T&D Baal 13% 15% 14% 13%

SOURCE: Moody's; company filings
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Exhibit 9
Highest (over 30%) and lowest (less than 15%) ratio of FFO to debt (ranked by 7-year average)
3-year 5-year 7-year

1-year average average average

average (2013 (2013 - (2013 -
Company Name Sector Rating (2013) -2011) 2009) 2007)
Dayton Power & Light Company T&D Baa3 32% 34% 42% 42%
Questar Corporation Holdco - Primarily Regulated A2 29% 30% 31% 42%
Pennsylvania Power Company T&D Baal 30% 34% 32% 37%
Exelon Corporation Holdco - Diversified Baa2 28% 34% 37% 37%
Alabama Gas Corporation LDC A2 23% 27% 32% 36%
Florida Power & Light Company Vertically Integrated Utility Al 34% 35% 35% 35%
Southern California Gas Company LDC Al 42% 37% 35% 34%
Southern California Edison Company Vertically Integrated Utility A2 32% 33% 35% 32%
Madison Gas and Electric Company Vertically Integrated Utility Al 39% 35% 34% 31%
PECO Energy Company T&D A2 29% 31% 33% 31%
Dominion Resources Inc. Holdco - Diversified Baa2 16% 17% 16% 14%
Entergy Texas, Inc. Vertically Integrated Utility Baa3 15% 14% 12% 14%
Monongahela Power Company T&D Baa2 13% 16% 15% 14%
CMS Energy Corporation Holdco - Primarily Regulated Baa2 18% 16% 15% 14%
Appalachian Power Company Vertically Integrated Utility Baal 15% 13% 14% 14%
Pennsylvania Electric Company T&D Baa2 15% 14% 12% 13%
NiSource Inc. Holdco - Diversified Baa2 15% 14% 14% 13%
Puget Energy, Inc. Vertically Integrated Utility Baa3 14% 12% 12% 13%
Toledo Edison Company T&D Baa3 10% 10% 8% 13%
Cleveland Electric Illuminating Company T&D Baa3 1% 1% 12% 13%
AEP Texas Central Company T&D Baal 14% 15% 13% 12%

SOURCE: Moody's; company filings
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Exhibit 10
Highest (over 4.5x) and lowest (less than 3.0x) ratio of debt to EBITDA (ranked by 1-year average, 2013, to focus on more recent
performance)
1-year 3-year S5-year 7-year

average average average average
Company Name Sector Rating (2013) (2013-2011) (2013 -2009) (2013 - 2007)
Berkshire Hathaway Energy Company Holdco - Diversified A3 7.1 5.8 5.6 5.3
FirstEnergy Corp. Holdco - Diversified Baa3 6.0 5.2 4.8 4.4
Wisconsin Electric Power Company Vertically Integrated Utility Al 5.9 6.1 5.6 5.0
Entergy Texas, Inc. Vertically Integrated Utility Baa3 5.8 6.1 6.2 6.1
Monongahela Power Company T&D Baa2 5.6 5.2 5.7 6.0
NiSource Inc. Holdco - Diversified Baa2 5.2 5.5 5.4 5.5
PPL Corporation Holdco - Diversified Baa3 5.1 4.9 5.1 4.6
Appalachian Power Company Vertically Integrated Utility Baal 5.0 5.0 5.2 5.4
Progress Energy, Inc. Holdco - Primarily Regulated Baal 4.9 5.6 5.1 4.9
Puget Energy, Inc. Vertically Integrated Utility Baa3 4.9 5.6 5.9 5.6
Cleveland Electric Illuminating Company T&D Baa3 4.9 52 47 4.2
Northwest Natural Gas Company LDC A3 4.8 4.8 4.5 4.2
Jersey Central Power & Light Company T&D Baa2 47 55 4.2 3.6
NorthWestern Corporation Vertically Integrated Utility A3 4.7 4.5 4.4 43
Pepco Holdings, Inc. Holdco - Primarily Regulated Baa3 47 5.1 52 5.2
Laclede Gas Company LDC A3 4.7 55 53 5.6
Atlantic City Electric Company T&D Baa2 47 49 4.8 47
Nevada Power Company Vertically Integrated Utility Baal 4.6 4.6 4.9 5.0
Black Hills Power, Inc. Vertically Integrated Utility A3 2.9 3.2 3.8 3.6
Virginia Electric and Power Company Vertically Integrated Utility A2 2.9 3.1 34 34
Duke Energy Kentucky, Inc. Vertically Integrated Utility Baal 2.9 33 33 34
Texas-New Mexico Power Company T&D Baal 2.9 29 3.2 3.3
Oklahoma Gas & Electric Company Vertically Integrated Utility Al 2.9 2.9 2.9 3.0
Cleco Power LLC Vertically Integrated Utility A3 2.9 3.2 3.6 37
Consumers Energy Company Vertically Integrated Utility Al 2.9 3.1 33 35
Alabama Power Company Vertically Integrated Utility Al 2.8 2.9 3.0 3.1
Public Service Electric and Gas Company T&D A2 2.8 3.0 32 33
Alabama Gas Corporation LDC A2 2.8 2.7 2.5 2.4
Pinnacle West Capital Corporation Holdco - Primarily Regulated Baal 2.8 3.1 33 3.6
Cleco Corporation Holdco - Primarily Regulated Baal 2.8 2.9 34 3.6
PECO Energy Company T&D A2 2.8 3.0 2.6 2.6
Northern States Power Company (Wisconsin)  Vertically Integrated Utility A2 2.8 2.9 2.8 2.8
Duke Energy Carolinas, LLC Vertically Integrated Utility Al 2.8 3.1 3.2 3.1
UGl Utilities, Inc. LDC A2 2.7 3.0 31 33
Exelon Corporation Holdco - Diversified Baa2 2.7 2.8 2.5 2.5
West Penn Power Company T&D Baal 2.7 33 33 3.4
Questar Corporation Holdco - Primarily Regulated A2 2.7 2.8 2.7 2.3
Tampa Electric Company Vertically Integrated Utility A2 2.6 2.7 2.8 2.9
Arizona Public Service Company Vertically Integrated Utility A3 2.6 2.9 3.1 33
New York State Electric and Gas Corporation ~ T&D A3 2.6 2.9 3.2 43
Dayton Power & Light Company T&D Baa3 2.5 2.2 2.0 19
Florida Power & Light Company Vertically Integrated Utility Al 2.4 2.7 2.6 2.6
Ohio Power Company T&D Baal 2.4 2.8 3.1 3.3
Madison Gas and Electric Company Vertically Integrated Utility Al 2.4 2.8 2.8 2.9
Pennsylvania Power Company T&D Baal 2.4 2.3 2.4 2.2
MGE Energy, Inc. Holdco - Primarily Regulated NR 2.3 2.7 29 3.1
Rochester Gas & Electric Corporation T&D Baal 2.3 2.9 3.0 35
Public Service Enterprise Group Incorporated  Holdco - Diversified Baa2 2.3 23 23 2.4
NSTAR Electric Company T&D A2 2.2 2.6 2.7 2.8
Southern California Gas Company LDC Al 2.2 2.5 2.4 2.5
Mississippi Power Company Vertically Integrated Utility Baal (3.2) 35 34 3.1
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Exhibit 11

List of Companies (NOTE: in our appendix tables, we exclude utilities with private ratings)

Company Name Sector Rating
Berkshire Hathaway Energy Company Holdco - Diversified A3
Black Hills Corporation Holdco - Diversified Baal
Dominion Resources Inc. Holdco - Diversified Baa2
DTE Energy Company Holdco - Diversified A3
Entergy Corporation Holdco - Diversified Baa3
Exelon Corporation Holdco - Diversified Baa2
FirstEnergy Corp. Holdco - Diversified Baa3
Hawaiian Electric Industries, Inc. Holdco - Diversified NR
Integrys Energy Group, Inc. Holdco - Diversified A3
NextEra Energy, Inc. Holdco - Diversified Baal
NiSource Inc. Holdco - Diversified Baa2
PPL Corporation Holdco - Diversified Baa3
Public Service Enterprise Group Incorporated Holdco - Diversified Baa2
Sempra Energy Holdco - Diversified Baal
Alliant Energy Corporation Holdco - Primarily Regulated A3
Ameren Corporation Holdco - Primarily Regulated Baa2
American Electric Power Company, Inc. Holdco - Primarily Regulated Baal
CenterPoint Energy, Inc. Holdco - Primarily Regulated Baal
Cleco Corporation Holdco - Primarily Regulated Baal
CMS Energy Corporation Holdco - Primarily Regulated Baa2
Consolidated Edison, Inc. Holdco - Primarily Regulated A3
Duke Energy Corporation Holdco - Primarily Regulated A3
Edison International Holdco - Primarily Regulated A3
Great Plains Energy Incorporated Holdco - Primarily Regulated Baa2
IDACORP, Inc. Holdco - Primarily Regulated Baal
MGE Energy, Inc. Holdco - Primarily Regulated NR
Northeast Utilities Holdco - Primarily Regulated Baal
Pepco Holdings, Inc. Holdco - Primarily Regulated Baa3
PG&E Corporation Holdco - Primarily Regulated Baal
Pinnacle West Capital Corporation Holdco - Primarily Regulated Baal
PNM Resources, Inc. Holdco - Primarily Regulated Baa3
Progress Energy, Inc. Holdco - Primarily Regulated Baal
Questar Corporation Holdco - Primarily Regulated A2
SCANA Corporation Holdco - Primarily Regulated Baa3
Southern Company (The) Holdco - Primarily Regulated Baal
Wisconsin Energy Corporation Holdco - Primarily Regulated A2
Xcel Energy Inc. Holdco - Primarily Regulated A3
Alabama Gas Corporation LDC A2
Atmos Energy Corporation LDC A2
DTE Gas Company LDC Aa3
Laclede Gas Company LDC A3
New Jersey Natural Gas Company LDC Aa2
Northern Natural Gas Company [Private] LDC A2
Northwest Natural Gas Company LDC A3
Piedmont Natural Gas Company, Inc. LDC A2
South Jersey Gas Company LDC A2
Southern California Gas Company LDC Al
Southwest Gas Corporation LDC A3
UGl Utilities, Inc. LDC A2
Washington Gas Light Company LDC Al
Wisconsin Gas LLC [Private] LDC Al
Yankee Gas Services Company LDC Baal
AEP Texas Central Company T&D Baal
AEP Texas North Company T&D Baal
Atlantic City Electric Company T&D Baa2
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Baltimore Gas and Electric Company T&D A3
CenterPoint Energy Houston Electric, LLC T&D A3
Central Hudson Gas & Electric Corporation T&D A2
Central Maine Power Company T&D A3
Cleveland Electric Illuminating Company (The) T&D Baa3
Commonwealth Edison Company T&D Baal
Connecticut Light and Power Company T&D Baal
Consolidated Edison Company of New York, Inc. T&D A2
Dayton Power & Light Company T&D Baa3
Delmarva Power & Light Company T&D Baal
Duke Energy Ohio, Inc. T&D Baal
Jersey Central Power & Light Company T&D Baa2
Metropolitan Edison Company T&D Baal
Monongahela Power Company T&D Baa2
New York State Electric and Gas Corporation T&D A3
NSTAR Electric Company T&D A2
Ohio Edison Company T&D Baal
Ohio Power Company T&D Baal
Oncor Electric Delivery Company LLC T&D Baal
Orange and Rockland Utilities, Inc. T&D A3
PECO Energy Company T&D A2
Pennsylvania Electric Company T&D Baa2
Pennsylvania Power Company T&D Baal
Potomac Edison Company (The) T&D Baaz
Potomac Electric Power Company T&D Baal
Public Service Electric and Gas Company T&D A2
Rochester Gas & Electric Corporation T&D Baal
Texas-New Mexico Power Company T&D Baal
Toledo Edison Company T&D Baa3
West Penn Power Company T&D Baal
Western Massachusetts Electric Company T&D A3
Alabama Power Company Vertically Integrated Utility Al
ALLETE, Inc. Vertically Integrated Utility A3
Appalachian Power Company Vertically Integrated Utility Baal
Arizona Public Service Company Vertically Integrated Utility A3
Avista Corp. Vertically Integrated Utility Baal
Black Hills Power, Inc. Vertically Integrated Utility A3
Cleco Power LLC Vertically Integrated Utility A3
Consumers Energy Company Vertically Integrated Utility Al
DTE Electric Company Vertically Integrated Utility A2
Duke Energy Carolinas, LLC Vertically Integrated Utility Al
Duke Energy Florida, Inc. Vertically Integrated Utility A3
Duke Energy Kentucky, Inc. Vertically Integrated Utility Baal
Duke Energy Progress, Inc. Vertically Integrated Utility Al
El Paso Electric Company Vertically Integrated Utility Baal
Empire District Electric Company (The) Vertically Integrated Utility Baal
Entergy Arkansas, Inc. Vertically Integrated Utility Baa2
Entergy Gulf States Louisiana, LLC Vertically Integrated Utility Baal
Entergy Louisiana, LLC Vertically Integrated Utility Baal
Entergy Mississippi, Inc. Vertically Integrated Utility Baa2
Entergy New Orleans, Inc. Vertically Integrated Utility Ba2
Entergy Texas, Inc. Vertically Integrated Utility Baa3
Florida Power & Light Company Vertically Integrated Utility Al
Georgia Power Company Vertically Integrated Utility A3
Gulf Power Company Vertically Integrated Utility A2
Hawaiian Electric Company, Inc. Vertically Integrated Utility Baal
Idaho Power Company Vertically Integrated Utility A3
Indiana Michigan Power Company Vertically Integrated Utility Baal
Interstate Power and Light Company Vertically Integrated Utility A3
Kansas City Power & Light Company Vertically Integrated Utility Baal
Kentucky Power Company Vertically Integrated Utility Baa2
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Madison Gas and Electric Company Vertically Integrated Utility Al
MidAmerican Energy Company Vertically Integrated Utility Al
Mississippi Power Company Vertically Integrated Utility Baal
Nevada Power Company Vertically Integrated Utility Baal
Northern States Power Company (Minnesota) Vertically Integrated Utility A2
Northern States Power Company (Wisconsin) Vertically Integrated Utility A2
NorthWestern Corporation Vertically Integrated Utility A3
Oklahoma Gas & Electric Company Vertically Integrated Utility Al
Pacific Gas & Electric Company Vertically Integrated Utility A3
PacifiCorp Vertically Integrated Utility A3
Portland General Electric Company Vertically Integrated Utility A3
PPL Electric Utilities Corporation Vertically Integrated Utility Baal
Public Service Company of Colorado Vertically Integrated Utility A3
Public Service Company of New Hampshire Vertically Integrated Utility Baal
Public Service Company of New Mexico Vertically Integrated Utility Baa2
Public Service Company of Oklahoma Vertically Integrated Utility A3
Puget Energy, Inc. Vertically Integrated Utility Baa3
Puget Sound Energy, Inc. Vertically Integrated Utility Baal
San Diego Gas & Electric Company Vertically Integrated Utility Al
Sierra Pacific Power Company Vertically Integrated Utility Baal
South Carolina Electric & Gas Company Vertically Integrated Utility Baa2
Southern California Edison Company Vertically Integrated Utility A2
Southwestern Electric Power Company Vertically Integrated Utility Baa2
Southwestern Public Service Company Vertically Integrated Utility Baal
Tampa Electric Company Vertically Integrated Utility A2
Tucson Electric Power Company Vertically Integrated Utility Baal
Union Electric Company Vertically Integrated Utility Baal
Virginia Electric and Power Company Vertically Integrated Utility A2
Wisconsin Electric Power Company Vertically Integrated Utility Al
Wisconsin Power and Light Company Vertically Integrated Utility Al
Wisconsin Public Service Corporation Vertically Integrated Utility Al
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e Use sum betas for the development of size premia, and use sum beta withinthe CAPM

(particularly if dealing with very small companies), because sum betas tend to better
explain the returns of smaller companies. However, in cases in which you do use OLS
betas in CAPM, you should use an OLS-beta derived size premium.

e Risk Premium Report portfolios do not include start-up and high-financial-risk
companies. The returns on these companies could be expected to be high because of
their risk, not because of their size.

e Despite many criticisms of the size effect, it continues to be observed in data sources.
Further, observation of the size effect is consistent with a modification of the pure
CAPM. Studies have shown the limitations of beta as a sole measure of risk. The size
premium is an empirically derived correction to the pure CAPM.

e While the 1980s were not kind to small-cap companies (the size effect likely was on a
cyclical low, or even negative), the evidence suggests that after the 1980s, the size effect
may again be entering a cyclical period of strength.

e If the valuation analyst is estimating the cost of equity capital of a closely held subject
company on an “as if publicly" basis, the valuation assumption is that the subject
company would have liquidity (if it was public) to approximately the average of
comparable size public companies. The size premium published in the Valuation
Handbook are appropriate to use in developing the cost of equity capital without
separating the size effect from the liquidity effect.

e The size effect is not without controversy, nor is this controversy something new.
Traditionally, small companies are believed to have greater required rates of return than
large companies because small companies are inherently riskier. It is not clear, however,
whether this is due to size itself, or to other factors closely related to or correlated with
size (e.g., liquidity).

e One can think of risk in terms of popularity. Characteristics of investments that investors
desire are "popular”, while characteristics of investments that investors do not desire are
not popular. All other things being equal, assets with popular -characteristics will be
priced higher and have lower returns than assets with unpopular characteristics, which
will be priced lower and have higher returns. Popularity can include all sorts of other
characteristics that do not fit well into the risk and return paradigm.

2016 Valuation Handbook — Guide to Cost of Capital 4-27
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Chapter 3: Risk Estimation in Practice

5. Standard & Poor’s
6. Momingstar

7. BARRA

Value Line is the largest and most widely circulated independent investment
advisory service, and influences the expectations of a large number of institu-

tional and individual investors. The Value Line data are commercially available -

on a timely basis to investors in paper format or electronically. Value Line
betas are derived from a least-squares regression analysis between weekly
percent changes in the price of a stock and weekly percent changes in the
New York Stock Exchange Average over a period of 5 years. In the case of
shorter price histories, a smaller time period is used, but 2 years is the minimum.
Value Line betas are computed on a theoretically sound basis using a broadly
based market index, and they are adjusted for the regression tendency of betas
to converge to 1.00. This necessary adjustment to beta is discussed below.

Practical and Conceptual Difficulties

Computational Issues. Absolute estimates of beta may vary over a
wide range when different computational methods are used. The return data,
the time period used, its duration, the choice of market index, and whether
annual, monthly, or weekly return figures are used will influence the final
result.

Ideally, the returns should be total returns, that is, dividends and capital gains.
In practice, beta estimates are relatively unaffected if dividends are excluded.
Theoretically, market returns should be expressed in terms of total returns on
a portfolio of all risky assets. In practice, a broadly based value-weighted
market index is used. For example, Merrill Lynch betas use the Standard &
Poor’s 500 market index, while Value Line betas use the New York Stock
Exchange Composite market index. In theory, unless the market index used
is the true market index, fully diversified to include all securities in their
proportion outstanding, the beta estimate obtained is potentially distorted.
Failure to include bonds, Treasury bills, real estate, etc., could lead to a biased
beta estimate. But if beta is used as a relative risk ranking device, choice of the
market index may not alter the relative rankings of security risk significantly.

To enhance statistical significance, beta should be calculated with return data
going as far back as possible. But the company’s risk may have changed if
the historical period is too long. Weighting the data for this tendency is one
possible remedy, but this procedure presupposes some knowledge of how risk
changed over time. A frequent compromise is to use a 5-year period with
either weekly or monthly returns. Value Line betas are computed based on
weekly returns over a 5-year period, whereas Merrill Lynch betas are computed
with monthly returns over a 5-year period. In an empirical study of utility

71




; RWP-20

McKenzie
Page 1 of 2
ibbotson® SBBI°
2013 Valuation Yearbook
Market Results for
Stocks, Bonds, Bills, and Inflation
19262012




In addition, other sources of growth :ﬁay exist that do not
require the plow-back of earnings. Changes in technology
can advance growth with little capital expenditure by a
firm. For instance, efficiency in the transfer of information
has improved tremendously over the years as a result of
internet technology. Many companies benefit from this
increased efficiency with little direct investment in the
internet. A company may also grow at the rate of infla-
tion without retaining any earnings. The growth rate that
the model estimates is a nominal growth rate, not a real
growth rate. If retained earnings are zero, the model pre-
dicts zero growth; however, a firm could still grow at the
general rate of inflation.

Another approach to estimating long-term growth rates is
to focus on estimating the overall economic growth rate.
Again, this is the approach used in the /bbotson Cost of
Capital Yearbook. To obtain the economic growth rate, a
forecast is made of the growth rate’s component parts.
Expected growth can be broken into two main parts:
expected inflation and expected real growth. By analyzing
these components separately, it is easier to see the factors
that drive growth.

Treasury Inflation-Protected Securities {TIPS), a relatively
new investment vehicle in the U.S., can be used in con-
junction with traditional long-term government bonds to
estimate the market expectation for inflation. Theoretically,
the yield on inflation-indexed bonds is equal to the real
default-free rate of return.

To estimate long-term inflation, we can start with the
current yield on a government bond with approximately
20 years to maturity of 2.41 percent and subtract the cur-
rent yield on an inflation-indexed bond with approximately
20 years to maturity of 0.15 percent, for an inflation esti-
mate of 2.26 percent.

Once the long-term expected inflation rate is estimated,
the real growth rate must be determined. The growth rate
in real Gross Domestic Product {GDP) for the period 1929 to
2012 was approximately 3.22 percent. Growth in real GDP
(with only a few exceptions) has been reasonably stable
over time; therefore, its historical performance is a good
estimate of expected long-term (future) performance.
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By combining the inflation estimate with the real growth
rate estimate, a long-term estimate of nominal growth
is formed: '

2.26 percent + 3.22 percent = 5.48 percent.

Endnotes

' This relationship does not seem to hold empirically with small company
stocks. This size effect is discussed in Chapter 7.

*In general, small company betas are expected to be higher than large
company betas. This, however, does not hold for all time periods. Chapter 6
discusses in more detail the measurement of beta for small stocks.

*The beta-adjusted size premia are different from the small stock premia {or non-
beta-adjusted size preml:a} shown in previous editions of the (bbotson Stocks,
Bonds, Bills, and Inflation Yearbook prior to the 1895 Yearbook]. The small
stock premium reported in older editions of Stacks, Bonds, Bills, and Inflation
is the difference in long-term average returns between the large company
stock total retumn series {currently represented by the S&P 500) and the small
company stock total return series (currently represented by the Dimensional
Fund Advisors U.S. Micro Cap Portfolio). The size premia given here are based
on slightly different baskets of stocks from the CRSP (Center for Research in
Security Prices) data set and, mare importantly, they are adjusted for beta. That
is, smail stocks do have higher betas than large stocks: the return, above what
might be expected because of the higher betas, is the size premium. These
size premia increase as the capitalization of the company decreases, Chapter 7
describes the development of these premia in more detail.

* Beta estimate is based on the full information beta for SIC code 36 from
the lbbotson Industry Cost of Capital Reports as of December 31, 2012 and
December 31, 1996. This beta estimation methodology is desc:iheﬁ in detail
in Chapter 6. For more information, visit http://global morningstar.com/
IndReportsStats

5 Roll, Richard, and Stephen A. Ross. “An Empirical Investigation of the
Arbitrage Pricing Theory," Journal of Finance, Vol. 35, no. 5, December 1980,
pp. 1073-1103.

& Chen, Nai-fu. "Some Empirical Tests of Arbitrage Pricing,” Journal of Finance,
Val. 18, no. §, December 1983, pp. 1393-1414.

Chen, Nai-fu, Richard Roll, and Stephen A. Ross. "Economic Forces and the
Stock Market: Testing the APT and Alternative Pricing Theorigs,” Journal of
Business, Vol. 58, July 1986, pp. 383-403.

" Fama, Eugene, and Kenneth French, "The Cross-Section of Expected Stock
Returns,” Journal of Finance, Vol. 47, 1992a, pp. 427-465.

* Williams, Jahn Burr, "The Theory of Investment Value,” Harvard University
Press, Cambridge, Mass., 1938,

Gordon, Myron J., and Eli Shapiro. “Capital Equipment Analysis: The Required
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200016 302016 42016 | porcent 30 STOCK  INDEX |
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to Sell 201 225 218 CHRITH | T R T P T FEe e e FEE R e T 3yr. 725 221 [
Hdsu) 251054 246256 246703 | "0 " TN | L Sy 1475 815
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 [ 2010 [2011 {2012 [2013 [2014 [2015 [2016 [2017 [2018 | ©VALUE LINEPUB. LLC|20-22
7216 | 6028 | 34.21| 28.06| 2852 | 3057 | 28.95| 30.13 | 2723 | 2577 | 2559 | 23.90 | 24.68 | 26.09 | 2329 | 2292 | 23.15| 23.85 |Revenues per sh 26.00
524 | d09| 239 287| 343| 322| 2308| 38| 347| 370, 365| 382 | 406 | 422 459 | 488 530 | 5.65 |“Cash Flow” per sh 7.00
127 d299| d29 74 1.10 64 64 1.23 93 1.33 1.45 1.53 1.66 1.74 1.89 1.98 215 | 2.30 |Earnings per sh A 275
1.46 1.09 -- -- -- -- 20 36 50 .66 84 .96 1.02 1.08 1.16 1.24 1.33 1.42 |Div'd Decl'd per shBm 1.70
949 | 518| 332 269 269| 301 5.61 3.50 3.59 329 | 347 | 465| 498 | 573 564 | 599 6.55 | 6.65 |Cap’l Spending per sh 6.25
14.21 7.86 9.84| 1063 | 10.53| 10.03 946 | 1088 | 1142 | 1119 | 11.92 | 1209 | 1298 | 1334 | 1421 | 1523 | 16.30 | 17.40 |Book Value per sh © 21.00
132.99 | 144.10 | 161.13 | 195.00 | 220.50 | 222.78 | 225.15 | 226.41 | 227.89 | 249.60 | 254.10 | 264.10 | 266.10 | 275.20 | 277.16 | 279.21 | 281.00 | 283.00 |Common Shs Outst'g D | 289.00
208 -- - 12.4 12.6 222 26.8 10.9 13.6 12.5 13.6 15.1 16.3 17.3 18.3 20.9 | Bold figyres are |Avg Ann’l P/E Ratio 145
1.07 -- .66 67 1.20 1.42 .66 91 .80 .85 .96 92 91 .92 1.10 Value|Line Relative P/E Ratio .90
55% | 7.5% - - | 12% | 27% | 40% | 40% | 43% | 42% | 38% | 3.6% | 34% | 3.0%| "™ |Avg Ann’l Divid Yield 4.2%
CAPITAL STRUCTURE as of 12/31/16 6519.0 | 6821.0 | 6205.0 | 6432.0 | 6503.0 | 6312.0 | 6566.0 | 7179.0 | 6456.0 | 6399.0 | 6500 | 6750 | Revenues ($mill) 7500
Total Debt $10034 mill. Due in 5 Yrs $4608 mill. 168.0 | 300.0 | 231.0 | 356.0 | 384.0 | 413.0 | 454.0 | 479.0 | 525.0 | 553.0 610 655 | Net Profit ($mill) 805
Hclngﬁg%ﬁoc';‘"'iializeﬂeg‘s‘g;es‘ $389 mil. 37.6% | 316% | 34.6% | 38.1% | 36.6% | 39.4% | 39.9% | 34.3% | 340% | 33.1% | 34.0% | 34.0% |Income Tax Rate 34.0%
(LT interest eamect: 3.0 36% | 13% | 130% | 22% | 26% | 29% | 20% | 23% | 27% | 3.1%| 30%| 30% AFUDC%toNetProfit | 20%
Leases, Uncapitalized Annual rentals $20 mill. 70.5% | 69.4% | 67.9% | 70.1% | 66.9% | 67.9% | 67.5% | 68.7% | 68.3% | 67.1% | 66.5% | 65.5% |Long-Term Debt Ratio 64.5%
Pension Assets-12/16 $2101 mill. 25.9% | 27.4% | 29.0% | 29.5% | 32.6% | 31.6% | 32.2% | 31.0% | 31.4% | 32.6% | 33.5% | 34.0% |Common Equity Ratio 35.5%
) _ Oblig $2562 mill. | 8212.0 [ 8993.0 | 8977.0 | 9473.0 [ 9279.0 | 10101 | 10730 | 11846 | 12534 | 13040 | 13725 | 14450 |Total Capital ($mil) 17100
pic Stock fg;hf:"; 150 sf’fgo"r;‘;rdffmm'!é labje ar | 57280 | 81800 | 96820 | 10069 | 10633 | 11851 | 12246 | 13412 | 14705 | 15715 | 16675 | 17600 |Net Plant ($mil) 19800
$110.00. e 45% | 54% | 47% | 58% | 63% | 59% | 60% | 57% | 57% | 58% | 60% | 60% RetumonTotalCapl | 6.0%
Common Stock 279,205,000 shs. 6.9% | 109% | 80% | 125% | 12.5% | 12.8% | 13.0% | 12.9% | 13.2% | 12.9% | 13.0% | 13.0% |Return on Shr. Equity | 13.0%
72% | 11.7% | 85% | 125% | 12.6% | 12.9% | 13.1% | 13.0% | 13.3% | 13.0% | 13.5% | 13.5% |Return on Com Equity E| 13.5%
MARKET CAP: $12 billion (Large Cap) 51% | 84% | 41% | 69% | 56% | 50% | 52% | 50% | 52% | 48% | 50% | 5.0% |Retainedto Com Eq 5.0%
ELECTRIC OPERATING STATISTICS 35% | 3% | 54% | 46% | 55% | 61% | 60% | 62% 61% | 63% | 61%| 61% |AllDiv'ds to Net Prof 61%
9 Change Relai Seles (KWH) %?113 20_1.3 23119 BUSINESS: CMS Energy Corporation is a holding company for 6%. Generating sources: coal, 27%; gas, 16%; other, 3%; pur-
Avg. Indus. Use (MWH) NMF 5922 NA | Consumers Energy, which supplies electricity and gas to lower chased, 54%. Fuel costs: 44% of revenues. '16 reported deprec.
Avg. Indust. Revs. per KWH (¢) 8.79  8.07 NA | Michigan (excluding Detroit). Has 1.8 million electric, 1.7 million gas  rates: 3.9% electric, 2.9% gas, 9.8% other. Has 7,400 employees.
gap’;lCL‘Wg‘ geak(Mw;w 573‘7‘38 %?g Nﬁ customers. Has 1,034 megawatts of nonregulated generating capa-  Chairman: John G. Russell. President & CEO: Patti Poppe. In-
Aﬁgua\ol.aoa’d E?C?;?r(g/e ) 597 56.8 NA | city. Sold Palisades nuclear plant in '07. Electric revenue break- corporated: Michigan. Address: One Energy Plaza, Jackson, Michi-
% Change Customers eyr-end) - +.6 +.1 | down: residential, 45%; commercial, 31%; industrial, 18%; other, gan 49201. Tel.: 517-788-0550. Internet: www.cmsenergy.com.
Fied Charge Co. (%) 278 288 292 CMS. Energy’s .utility . subsidiary 2018, we forecast a bottom-line increase in
ANNUAL RATES Past Past Estd 1216 received an electric rate increase. The line with the company’s annual goal of 6%-
ofchange (persh)  10Yrs.  5Yrs. to20-22 | Michigan Public Service Commission 8%.
Revenues 2.0% -1.5% 15% | (MPSC) granted Consumers Energy a rate The board of directors raised the divi-
é%?:ii; F;OW” %g‘;ﬁ ‘Z’%Z“ Zg‘? hike of $113 million, based on 10.1% re- dend in the first quarter. The increase
Dvidass % {18% &3% | turn on equity. The utility had sought a was $0.09 a share (7.3%). This is in line
Book Value 3.0% 45% 6.5% b(;())st of $225 mfi%lion, based on f?f 10.3% with CMS Energy’s target for yearly profit
. ROE. New tariffs went into effect on growth.
S i o Sonso baut| vl | March 7th. . . The utility has asked the MPSC to ap-
2014 | 2503 1468 1430 1758 | 7179.0 The utility self-implemented an inter- prove the buyout of a purchased-
2015 | 2111 1350 1486 1509 | 64560/ 1M &as rate increase in late January. power contract . with Entergy, the
2016 | 1801 1371 1587 1640 | 63990 The increase was $20 million, effective ownmer of the Palisades nuclear plant.
2017 | 1900 1400 1550 1650 | 6500 | January 29th. Consumers Energy is seek- Current market prices for power are well
2018 | 2000 1450 1600 1700 | 6750 | ing a hike of $90 million, based on a 10.6% below the prices specified in the contract.
Cal- EARNINGS PER SHARE A Full ROE. The MPSC’s final decision is due by If the $172' million buyout is approved, the
endar |Mar31 Jun.30 Sep.30 Dec31| Year | the end of July. . . contract will terminate in 2018 instead of
2014 75 0 34 35 | 174 Earnings should advance nicely this 2022, and Consumers Energy will issue
2015 73 25 53 33 | {g9| year and mnext. Consumers Energy will securitized bonds for the amount of the
2016 | 59 45 67 28 | 19g| benefit from the aforementioned rate mat- payment. The company expects to hear
2017 70 40 60 45| 215| ters. In addition, the company is bene- from the MPSC in August.
2018 80 40 65 45 | 230| fiting from a cost-management program CMS Energy’s strengths are reflected
Cal- | QUARTERLYDIVIDENDSPAIDB= | Full that should see a reduction of 2%-3% an- in the stock price, in our view. This re-
endar |Mar31 Jun.30 Sep.30 Dec.31| Year nually in operating and maintenance ex- flects the company’s solid earnings and
2013 055 055 o055 o055 | 102 | Penses. Our 2017 estimate is within CMS dividend growth potential. With the equi-
2014 57 o7 o7 o7 | 108 Energy’s typically narrow guidance of ty’s recent quotation near the upper end of
2015 ‘g ‘g ‘g P 116 $2.14-$2.18 a share. (Management raised our 2020-2022 Target Price Range, total
2016 | 31 31 31 31 | 104| this by a cent upon its fourth-quarter return potential is negligible.
2017 3325 earnings release in early February.) For Paul E. Debbas, CFA March 17, 2017

(A) Diluted EPS. Excl. nonrec. gains (losses):
05, ($1.61); 06, ($1.08); '07, ($1.26); '09, (7¢); | due to rounding. Next earnings report due late | Rate base: Net orig. cost. Rate allowed on
Apr. (B) Div'ds historically paid late Feb., May,

10, 3¢; 11, 12¢; 12, (14¢); gains (losses) on
Aug.,

disc. ops.: 05, 7¢; ‘06, 3¢; ‘07, (40¢); 09, 8¢;

10, (8¢); '11, 1¢; '12, 3¢. '16 EPS don't sum

& Nov. = Div'd reinvestment plan avail.

(C) Incl. intang. In '16: $7.49/sh. (D) In mill. (E)

com. eq. in "17:10.1%; earned on avg. com.
eq., '16: 13.5%. Regulatory Climate: Average.
© 2017 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.
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western Massachusetts are seeking
electric rate increases. The utilities
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to Sel traded 10 sl Al 1l It il | | g A X |
Hsl0) 225085 222452 219375 | " Um0 i IIIIII 8| RRRRRRRRE T erRTTTRRTRFERTERRTTL YOV O T T ERTRCIR Sy 891 849
2001|2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 [ 2010 [2011 {2012 {2013 [2014 | 2015|2016 [2017 [2018 | ©VALUELINEPUB.LLC|20-22
52.82| 4089 | 4753 | 5182 | 4185| 4464 | 3727 | 37.22| 3097 27.76 2521 | 1998 | 2316 | 2442 | 2508 | 23.80 | 23.80 | 24.45 |Revenues persh 27.00
1048 632 580| 500| 546| 369| 482| 616, 49 | 568 | 488 | 403 | 522 | 45 | 494| 500 540| 580 |“CashFlow” persh 7.25
1371 1.08| 124 91 98 82| 159| 18 | 191| 210 | 222| 189 | 249 | 258 | 276| 295 3.15| 3.35|Earnings pershA 425
45 53 58 63 68 73 .78 83 95| 103 110 | 132 | 147 | 157 167 | 178 | 1.90| 200 |Div'd Decl'd pershBm 2.30
340| 38| 431| 48| 589| 549 714| 806| 517 | 541 | 6.08| 469 | 462 | 506 | 544| 700| 840| 7.75|Cap’l Spending per sh 6.50
1627 | 17.33| 17.73| 17.80| 1846 | 18.14| 1865 | 19.38 | 20.37 | 21.60 | 2265 | 2941 | 3049 | 3147 | 3264 | 33.80 | 3510 | 36.45 |Book Value pershC 41.50
130.13 | 127.56 | 127.70 | 129.03 | 131.59 | 154.23 | 156.22 | 155.83 | 175.62 | 176.45 | 177.16 | 314.05 | 315.27 | 316.98 | 317.19 | 317.00 | 317.00 | 317.00 |Common Shs Outst'g® | 317.00
14.1 16.1 134 208 198| 271 187 137] 120 134| 154 199 169 | 179 18.1 18.8 | Bold figlres are |Avg Ann’l PJE Ratio 145
72 88 76| 110 1.05| 146 99 82 80 85 97| 127 95 94 91 1.00 | Value|Line Relative P/E Ratio .90
23% | 30%| 35%| 33%| 35% | 33%| 26% | 32% | 42% | 36% | 32% | 35% | 35% | 34% | 33% | 32% | '™ |Avg Ann'l Div'd Yield 3.7%
CAPITAL STRUCTURE as of 9/30/16 5822.2 | 5800.1 | 5439.4 | 4898.2 | 4465.7 | 6273.8 | 7301.2 | 77419 | 7954.8 | 7550 | 7550 | 7750 |Revenues ($mill) 8550
Total Debt $10344 mill. Due in 5 Yrs $4545.3 mill. | 2515 | 2962 | 3356 | 377.8 | 400.3 | 533.0 | 793.7 | 827.1 | 886.0 | 940 | 1010 | 1075 |Net Profit ($mill 1330
;—Jﬁ;‘;‘rjsﬂzjjgeg‘”l‘ 6';(7)'"‘”95‘ §385.2 mil. 303% | 29.7% | 34.9% | 36.6% | 29.9% | 34.0% | 350% | 36.2% | 37.9% | 37.5% | 37.5% | 37.5% (Income Tax Rate 37.5%
Leases, Uncapitalizéd Annual rentals $16.4 mill. 13.9% | 158% | 4.6% | 71% | 86% | 23% | 14% | 24% | 2.9% | 4.0% | 4.0% | 4.0% |AFUDC % to Net Profit 3.0%
Pension Assets-12/15 $3905.4 mill. 59.2% | 60.4% | 57.2% | 55.1% | 53.4% | 43.7% | 44.3% | 45.9% | 45.6% | 46.5% | 46.5% | 46.5% |Long-Term Debt Ratio 45.5%
. _ Oblig $5080.1 mill. | 39.2% | 38.1% | 41.5% | 43.6% | 45.3% | 554% | 54.8% | 53.2% | 53.6% | 53.0% | 52.5% | 52.5% |Common Equity Ratio 53.0%
Pfd Stock $155.6 mill. Pfd Div’d $7.6 mill. 74311 79262 | 8629.5 | 8741.8 | 8856.0 | 16675 | 17544 | 18738 | 19313 | 20250 | 21100 | 21950 |Total Capital ($mill) 24400
Incl. 2,324,000 shs $1.90-$3.28 rates ($50 par) not | 79599 | g207.9 | 8840.0 | 9567.7 | 10403 | 16605 | 17576 | 18647 | 19892 | 21600 | 23700 | 25550 |Net Plant ($mill 29200
subject to mandatory redemption, call. at $50.50- ;
$54.00; 430,000 shs 4.25%-4.78% not subject to 50% | 54% | 54% | 58% | 59% | 42% | 55% | 53% | 55% | 55% | 55%| 6.0% [ReturnonTotal Cap' 6.5%
mandatory redemption, call. at $102.80-$103.63. 83% | 94% | 91% | 96% | 97% | 57% | 81% | 82% | 84% | 85% | 9.0% | 9.0% [Returnon Shr. Equity 10.0%
Common Stock 316,885,808 shs. as of 10/31/16 84% | 96% | 92% | 98% | 98% | 57% | 82% | 82% | 85% | 85% | 9.0% | 9.0% [Returnon Com Equity E | 10.0%
MARKET CAP: $18 billion (Large Cap) 43% | 53% | 47% | 50% | 50% | 16% | 34% | 35% | 34% | 3.5% | 3.5% | 3.5% |Retainedto ComEq 4.5%
ELECTRIC OPERATING STATISTICS 50% | 45% | 50% | 49% | 50% | 72% | 5% | 58% 61% | 61% | 60% | 60% |All Div'ds to Net Prof 55%
% Chenge Retal Sales (KWH) 2,9118 20113 20+1_g BUSINESS:l lEversource Energy (fgrmerly Nprtheast Utilities) is the ~ Acquired NSTAR 412. lEIectrilc revenue breakdown: residential,
Avg. Indust, Use (MW }g NA NA NA | parent of utilities that have 3.1 million electric, 504,000 gas custom-  52%; commercial, 36%; industrial, 5%; other, 7%. Fuel costs: 39%
Avg. Indust. Revs. per WH (¢ 6.02 6.14 586 | ers. Supplies power to most of Connecticut and gas to part of of revenues. 15 reported deprec. rate: 2.9%. Has 8,200 employ-
gapﬁcﬂwg‘rﬁak M'VWV Nﬁ Nﬁ Nﬁ Connecticut; supplies power to three fourths of New Hampshire’s  ees. Chairman: Thomas J. May. President & CEO: Jim Judge. Inc.:
Aﬁguaﬂzad F‘QW) NA NA NA | Population; supplies power to western Massachusetts and parts of ~Massachusetts. Address: 300 Cadwell Drive, Springfield, MA
% Change Customers Ryr-end) NA NA NA | eastern Massachusetts & gas to central & eastern Massachusetts.  01104. Tel.: 413-785-5871. Internet: www.eversource.com.
Fixed Charge Cov. (%) 47 426 447 | Eversource’s utilities in eastern and a $3 billion pipeline to provide a much-

needed increase in the gas supply to New
England. The Massachusetts Supreme

gé@?rgsgr ) 10—2%% Sgrg% ° 1205;02 filed for a total raise of $96 million, based Court ruled that state law prohibits utili-
poash Flow” 2)%’ %g‘é’ 572‘;//0 on a 10.5% return on a 53.3% common- ties from billing electric customers for
SVANER 95% 110% 55% | equity ratio. Eversource also wants to pipelines. The original in-service date in
Book Value 6.0% 90% 4.0% | combine the tﬁvo Llitilittjfes into (})lne entity.f 2018 probably v‘g)n'ltd be Smet.bl?llso, Ever-

; New rates will take effect at the start of source wants to build a $1.6 billion trans-
egg:r Mg.%RTEE%%EVSESSESOWgglé)m YF:;Ir 2018. . i . . ission line between New Hampshire and

2018 122090 1677 1892 1881 |77419] An electric rate case is upcoming in Quebec. This project has been delayed,

2015 | 2513 1817 1933 1691 |79548| Commecticut. Eversource plans to put and the projected in-service date is now

2016 | 2056 1767 2040 1687 |7550 | forth an application at the start of June, late 2019.

2017 | 2150 1800 1900 1700 | 7550 | with new tariffs going into effect at the be- The board of directors raised the divi-

2018 | 2200 1850 1950 1750 | 7750 | ginning of December. dend. The increase in the quarterly pay-

Cal- EARNINGS PER SHARE A ran | We estimate solid earnings growth in out was $0.03 a share (6.7%). Eversource’s
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | 2017 and 2018. Eversource benefits from goal for annual dividend growth is 5%-7%,

2014 7 20 7 69 | 258 annual investments in electric transmis- the same as for earnings growth. .

2015 | 80 85 74 57 | 276| sion. Reductions in operating and mainte- The Massachusetts utilities received

2016 | 77 64 8 .71 | 295| nance expenses are another plus, as are permission to build solar capacity.

2017 9 .70 .85 .70 | 3.15| customer conversions from oil heat to gas They will construct 62 megawatts this

2018 | .95 .75 .90 .75 | 3.35| heat. Rate {;slielfi fil;oin the aforementioned }S/ear at ﬁll’l expected cost of $180 million-

i B rate cases shou elp next year. Our esti- $200 million.

eﬁSLr MSE%‘:TEJRJ;?QI IDSE:E §§Algecl31 \mlr mates would produce annual profit growth High-quality Eversource stock has a

2013 | 367 367 367 367 | 147 within management’s targeted range of dividend yield that is about average

2014 | 393 393 303 393 | 157 2%-7%. . . for a utility. Total return potential to

2015 | 417 417 418 418 | 167 | Eversource is trying to overcome op- 2020-2022 is also close to the norm for this

2016 | 445 445 445 445 | 178 | position to two major proposed industry.

2017 | 475 projects. The company has a 40% stake in Paul E. Debbas, CFA February 17, 2017
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President’s Letter

2015 Financial Review

With every advancement in technol-
ogy, Americans are using electricity
in more ways than ever. And every
day, the men and women of the
electric power industry are working
to deliver the safe, reliable, afford-
able, and clean energy that drives

our economy and powers America.

Today, a profound transformation

is underway across our nation. Our
research confirms that customers
throughout the country expect

our industry to be at the center of
change and to deliver the energy
future they want, in ways that do
not jeopardize reliability and afford-
ability. To meet customers’ changing
needs, we are transitioning to even
cleaner generation sources and are
leading the way on renewables. We
are building smarter energy infra-
structure, and our investments are
creating additional jobs and making
the power grid more dynamic and
more secure for all customers. We
are providing customers the energy
solutions they want, and we are
partnering with leading innovative
companies and start-ups to shape

the future using technology.

As an industry, we connect millions
of Americans in their homes, com-
munities, businesses and industries,
and around the nation. We are an
integral and robust component of

our nation’s economy—directly

and indirectly creating jobs for
more than one million Americans.
We also are creating long-term
solutions to address the ongoing
need for a skilled, diverse work-
force in the future. And, we are
investing more than $100 billion
each year to build smarter energy
infrastructure and to transition to

cven cleaner generation sources.

As you will see in this year’s
Financial Review, the Edison
Electric Institute’s (EEI’s)
investor-owned electric company
members continue to build upon
a strong financial foundation. The
industry’s average credit rating was
BBB+ for the second straight year
in 2015, after increasing from the
BBB average that had previously
held since 2004. Ratings upgrades
were a very favorable 70.0 percent
of total credit actions, resulting
from companies’ increased

focus on regulated operations,
achieved through spin-offs and
divestitures, as well as the effective
management of regulatory risk.
Extending a long-running trend,
the industry’s regulated asset base
grew to a 69.1 percent share of
total assets at yearend, up from
66.9 percent at the start of the
year. The improved credit quality
greatly supports the continued
surge in capital expenditures,
which rose by $7.2 billion, or 7.5
percent, to a new record high of

$103.3 billion in 2015.
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For the fifth consecutive year, all

of the EEI Index companies paid

a dividend in 2015, and strong
dividend yields continue to support
utility stocks. The industry’s divi-
dend yield at the end of 2015 stood
at 3.8 percent, and 39 utilities, or
85 percent of the industry, increased
their dividend last year, the largest

percentage on I‘CCOI‘d.

Looking ahead, I am optimis-

tic about our industry’s future.

Our companies are changing and
reinventing themselves to meet the
demands of our modern, digital
society. We stand ready to serve our
customers, to deliver value, and to

power our nation forward.

We truly value the partnership that we
share with the financial community.

Thomas R. Kuhn

e A bl

President
Edison Electric Institute

EEI 2015 FINANCIAL REVIEW 1
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To our valued Industry Survey clients:

S&P Global Market Intelligence is pleased to inform you of many insightful
enhancements and modifications to our product offering. First of all, you
will notice an entirely new Perfarmance section in addition to our traditional
coverage of key industry statistics and trends that are now contained in the

. Industry Praofile portion of our publication. The new and innovative

Performance section is predominantly driven and empowered by S&P
Capital IQ company fundamental data that is aggregated and market
capitalization index weighted according to Global Industry Classification
Standards (GICS]) methodology. By taking this customized proprietary
approach to data collection and analysis we are now able to provide our
clients with a unique, contemporary and highly relevant perspective on the
financial performance of entire sectors and related specific industries
representing groupings of multinational corporations included in the S&P
1500 index, according to the most current financial reporting metrics
available to the marketplace.

Appropriately, the specific industry titles covered by our Industry Survey
report service offering have now also been aligned to the widely recognized
and accepted GICS format. This new approach provides a direct connection
between the data and insights provided in our upgraded reports, and many
stock market indices and index-based securities, such as Exchange Traded
Funds (ETFs]). We have also added a new Sector Overview portion at the
beginning of each report that is designed to summarize the fundamental
sector-level backdrop in which the specific industry in-focus operates and
competes on a peer-group basis. Coverage of capital market activity [M&A
and, IPOs), inclusive of data, trend and deal analysis, has also been
significantly enhanced as part of our upgraded service offering.

The sector and industry level data, observations and analysis are presented
in a deliberate ordered fashion where the cumulative insights flow in a
logical and decision-supportive progression, specifically:

Revenue Trends and
Profit Margins

Earnings Growth

Credit Health
(Leverage)

Valuation

Better Informed
Financial and Investment
Parspective
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EXECUTIVE SUMMARY

@ Against the backdrop of a steadily improving macroeconomic environment (slowly rising
customer growth, higher housing starts, and increasing industrial usage), revenue trends for the
electric utilities industry should remain positive, although S&P Global Market Intelligence sees
some challenges to revenue growth in the next year or two due to summer temperatures returning
to more normal levels. We also see near-term challenges to earnings growth due to the weather,
but we expect long-term earnings growth to benefit from rate increases, customer growth, and
increasing industrial sales.

@ The Industry Overview section of this Survey contains further discussion on multi-utilities,
highlighting in some metrics the differences between electric utilities and multi-utilities. S&P
Global Market Intelligence notes that within the multi-utilities industry, only 24% of operating
revenues in 2014 were from gas distribution; hence, for the most part, activity in the multi-utilities
metrics more closely follows the electric utilities metrics than those of gas utilities.

@ S&P Global Market Intelligence foresees continued high levels of capital spending by the
industry, both on regulated and unregulated investments. Regulated capital spending includes
spending on infrastructure replacement, new transmission and distribution facilities and lines, and
regulated power plants, including new nuclear units currently under construction. Unregulated
spending will mostly focus on new natural gas-fired combined-cycle power plants, and we think
investment in solar and wind generation projects is also likely.

@ S&P Global Market Intelligence thinks electric utilities valuations are currently mixed, with
near normal price-to-earnings (P/E) valuations, but still high enterprise value to earnings before
interest, tax, depreciation, and amortization (EV/EBITDA)valuations. The electric utilities
industry has benefited from several years of solid earnings growth and low interest rates. Rapidly
rising interest rates could hurt valuations, as prices would need to drop to make electric utilities
dividend yields competitive with fixed income investments.

INDUSTRY SURVEYS ELECTRIC UTILITIES / FEBRUARY 2016 5
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SECTOR OVERVIEW

The utilities sector makes up 3.4% of the S&P 500 index market capitalization and 3.7% of the
S&P 1500 index market capitalization, as of February, 2016. The sector is comprised of five
industries: electric utilities, multi-utilities, gas utilities, independent power & renewable electricity
producers, and water utilities.

From a stock price perspective, the 8.0% decline in 2015 for the utilities sector was worse than
the 0.7% decline in the S&P 500.

SECTOR AND INDEX PRICE PERFORMANCE
(values in percent)

SECTOR - YEAR ENDED ------ 5-YEAR

2015 2016* CAGR
Consumer Discretionary Sector Index 6.2 (5.2) 145
Consumer Staples Sector Index 34 0.3 12.0
Energy Sector Index (24.4) (3.4) (5.0)
Financials Sector Index (2.8) (8.5) 59
Health Care Sector Index 5.8 (7.7) 16.2
Industrials Sector Index 4.7) (5.8) 7.1
Information Technology Sector Index 4.0 (5.1) 9.9
Materials Sector Index (11.9) (9.9) 0.8
Telecommunication Services Sector Index (2.8) 5.3 5.0
Utilities Sector Index (8.0) 4.7 7.7
S&P 500 (0.7) 5.1 8.6
S&P MidCap 400 3.7) 5.8 7.3
S&P SmallCap 600 (3.4) 6.2 8.6
S&P Composite 1500 1.0 5.2 8.5

*Data through January 31, 2016.
Source: S&P Global Market Intelligence.

From a profit perspective, according to consensus estimates as of February 16, 2016, the utilities
sector was expected to post earnings growth of 1.5% in the first quarter of 2016, 3.9% in the
second quarter, and 4.3% in the third quarter. By contrast, the S&P 500 was expected to decline
5.1% in the first quarter, 1.1% in the second quarter, then turn to growth of 6.1%in the third
quarter. For all of 2016, the utilities sector is poised to generate 4.6 % profit growth, above the
S&P 500’s 2.9% earnings growth forecast.

For the five industries in the utilities sector, from an equity market capitalization perspective in
terms of size, electric utilities is the largest industry, accounting for 53.4% of the sector followed by
multi-utilities at 36.4%. Filling out the rest of the sector is gas utilities at 7.5 %, independent power
& renewable electricity producers at 1.6%, and water utilities at 1.1% of market capitalization.

6 ELECTRIC UTILITIES / FEBRUARY 2016 INDUSTRY SURVEYS
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UTILITIES BREAKDOWN BY MARKET CAPITALIZATION

(as of February 2016)
Water Utilities Gas Utilities
1.1% 7.5%
Independent Power
and Renewable
A Electricity Producers
Multi-Utilities 1.6%
36.4%

Electric Utilities
53.4%

Source: S&P Global Market Intelligence.

Although it is the smallest industry in terms of market capitalization, water utilities boast the
highest net income margin. This industry has led since 2005. The net income margin for water
utilities in the third quarter of 2015 is 751 basis points (bps) ahead of the next highest net income
margin in the utilities sector (electric utilities at 9.7%).

UTILITIES SECTOR NET INCOME MARGIN BY INDUSTRY GROUP
(last four quarters, in percent)

20

18
16 Lot TN - "‘—-§~---"—--

14
12
10

®e000°°0,0°

o N B~ O
.

., vee®
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015*

S&P Composite 1500 Utilities Sector Index

S&P Composite 1500 Electric Utilities Index

S&P Composite 1500 Gas Utilities Index

=== S&P Composite 1500 Multi-Utilities Index

= = = S&P Composite 1500 Water Utilities Index

e e 00 S&P Composite 1500 Independent Power and Renewable Electricity Producers Index

*Data through third quarter.

Source: S&P Global Market Intelligence.

Several key metrics are important for understanding the state of the utilities sector, especially
those that focus on revenue, margins, earnings, and credit trends.

INDUSTRY SURVEYS ELECTRIC UTILITIES / FEBRUARY 2016 7
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In this Sector Overview section, all data are calculated on an aggregated per-share basis within the
utilities sector as a component of the S&P 1500 index constituent universe. The average is
market-weighted, which means larger companies are more influential than smaller ones.

Sector Revenue

Revenue and Revenue Growth
® Revenue per share growth for the utilities sector lagged the S&P 1500 for much of the past five
years, but has recently accelerated to levels that are close to the broader index.

REVENUE AND REVENUE GROWTH
(aggregate value weighted per share, $, last four quarters)

Percent
185 25
180 /\ 20

175 15
170 —/ o \ .
°

165 e
160
155
150
145
140

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015*

e Revenue per Share - Utilities Sector of S&P 1500 (left scale)
== = Period Average Revenue - Utilities (left scale)

e o o o Utilities Revenue per Share Growth (right scale)

e o o o S&P 1500 Revenue per Share Growth (right scale)

*Data through third quarter.

Source: S&P Global Market Intelligence.

Sector Profit Margins

Gross Margin
@ From the fourth quarter of 2008 to the third quarter of 20135, the utilities sector’s gross margin
expanded by 908 bps to 36.5%.

8 ELECTRIC UTILITIES / FEBRUARY 2016 INDUSTRY SURVEYS
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GROSS MARGIN
(last four quarters, in percent)
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e Utilities Sector of S&P 1500 == = Period Average (Utilities) e S&P 1500

*Data through third quarter.

Source: S&P Global Market Intelligence.

@ The utilities sector’s gross margins have consistently been above those of the S&P 1500 since
mid-2009. Looking forward, lower energy prices and higher utility rates could help further improve
gross margins in 2016.

EBIT Margin

@ For the past 10 years, earnings before interest and taxes (EBIT) margins for the utilities sector
have been consistently above those for the S&P 1500. For a large portion of the sector, companies
operate in a monopoly environment, allowing companies to spend less on marketing and customer
retention. In addition, large portions of companies’ assets are long-lived, allowing for long-term
depreciation of the assets.

EBIT MARGIN
(last four quarters, in percent)

20

18 s/

W
. ___]_\_;;__/_,/_'T:’T________
14 | N

12 —_— o — o
v

10

8

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014  2015*
e Jtilities Sector of S&P 1500 == = Period Average (Utilities) e S&P 1500

*Data through third quarter.
Source: S&P Global Market Intelligence.
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Sector Earnings

@ Net income growth in the utilities sector has not been as volatile as the rest of the S&P 1500,
and the sector growth generally lagged that of the S&P 1500 over most of the observed period.
Utilities companies generally see relatively steady growth in residential demand (the largest source
of profit for utilities companies) for their products throughout the economic cycle, while industrial
demand will change. This tends to make utilities earnings somewhat resistant to recession.

NET INCOME PER SHARE AND NET INCOME PER SHARE GROWTH
(aggregate value weighted per share, $, last four quarters)

Percent
14 40
13 30
12 20
11 10
10 0
9 (10)
8 (20)
7 (30)
6 (40)

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015*

e N\ et INcome per Share - Utilities Sector of S&P 1500 (left scale)
== = Period Average Net Income per Share (left scale)

e e o o Net Income per Share Growth - Utilities (right scale)

e o o o S&P 1500 Net Income per Share Growth (right scale)

*Data through third quarter.
Source: S&P Global Market Intelligence.

@ From a year-over-year perspective that illustrates the earnings volatility over the past decade,
which includes the 2008-2009 recession, the utilities sector was less volatile as its growth
exceeded the S&P 1500 during the 2007-2009 period, but fell short from 2010 to 2013. Utilities
benefit from relatively steady product demand throughout the economic cycle from residential
customers and regulated rates that are designed to allow utilities companies to earn a certain
return on their capital invested. However, many companies in the utilities sector face exposure to
variance in their earnings related to weather and the effect of the economy on commercial and
industrial earnings.

Payout Ratio

@ The utilities sector is known for maintaining relatively high payout ratios compared with the
broader market. Since earnings growth may be constrained compared with sectors that introduce
new products, such as health care or information technology, utilities tend to offer investors a
higher dividend due to their relatively steady cash flows, lack of investment opportunities, and as
an incentive to buy utilities shares.

10 ELECTRIC UTILITIES / FEBRUARY 2016 INDUSTRY SURVEYS
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PAYOUT RATIO
(last four quarters, in percent)
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*Data through third quarter.
Source: S&P Global Market Intelligence.

@ Payout ratios for the utilities sector have been higher than the S&P 1500, with a 10-year average
payout ratio of 62.2%for the sector, much higher than the S&P 1500, the average of which was
significantly increased by low earnings per share (EPS) levels in late 2008 through 2009.

Sector Balance Sheet

Debt-To-Capitalization

@ On the balance sheet, total debt-to-capitalization for the utilities sector has remained in a
relatively tight 54-56% range since the second quarter of 2009. However, the ratio fell dramatically
for the S&P 1500 from about 60% to the 50%-52% range during the same period.

DEBT-TO-CAPITALIZATION
(last four quarters, in percent)

o 7\
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s NN \

48
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S&P 1500 e Jtilities Sector of S&P 1500 == == Period Average (Utilities)

*Data through third quarter.

Source: S&P Global Market Intelligence.
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@ The utilities sector’s relatively stable cash flows and earnings metrics allow the sector to maintain
higher debt levels while still maintaining financial health. In addition, utility regulators often limit
how much debt utility holding companies can accrue in order to assure the financial health of utility
systems within their regulatory jurisdictions.

Interest Coverage

® Due to the utilities sector’s relatively high capital intensity required to build and maintain large
power plants and electric, gas, and water transmission and distribution equipment, debt levels are
relatively high. Despite the corresponding low earnings before interest, taxes, depreciation, and
amortization (EBITDA) to interest expense levels, the sector’s ability to generate relatively steady
and strong earnings and cash flows means that the sector remains financially healthy. Interest
coverage levels for utilities have risen steadily since 2005, despite rising debt levels due to the
completion of some cash acquisitions, increased maintenance spending on environmental controls,
and capital investment in new power plants and transmission lines.

INTEREST COVERAGE
(last four quarters, in multiples)
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e Utilities Sector of S&P 1500 (left scale)
== == Period Average (Utilities) (left scale)
e S&P 1500 (right scale)

*Data through third quarter.

Source: S&P Global Market Intelligence.

® Overall, these financial metrics show the sector is a steady performer. The sector did not exhibit
the same volatility as other sectors, which is one reason the utilities sector is seen as defensive. In
addition, the sector’s commitment to dividends, shown through its high payout ratio, caters to
investors who desire income-producing investments.

Sector Valuation

Forward P/E
@ From a valuation perspective, the utilities sector’s forward price-to-earnings (P/E) ratio is
valued at a moderate premium to its long-term 14.8x average, helped by steady economic growth.

12 ELECTRIC UTILITIES / FEBRUARY 2016 INDUSTRY SURVEYS
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FORWARD PRICE-TO-EARNINGS RATIO
(in multiples)
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*Data through December.

Source: S&P Global Market Intelligence.

EV-To-EBITDA Ratio

® Opverall, the utilities sector appears highly valued, which may be a concern given the sector’s
historical earnings growth relative to the rest of the S&P 1500. Recently trading at enterprise
value (EV)-to-EBITDA levels of 8.9x, the utilities sector is trading well above its 8.1x average
since 200S5. Yet, it has risen more slowly than the multiple for the S&P 1500. Similar to the
forward P/E ratio, this ratio has traded at a premium to the average since 2012, but during the

prior four years, it was trading at a discount to the average, driven by the economic slump.

ENTERPRISE VALUE-TO-FORWARD EBITDA RATIO
(in multiples)
11.00
10.25 M\
950 "
8.75 A
8.00 -— -— -— -— -— -— -— -— -— -— -
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5.75 - ‘ : : : ‘ ‘ : ‘ ‘
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014  2015*
s SEP 1500 e Utilities Sector of S&P 1500 == = Period Average - Utilities
*Data through December.
Source: S&P Global Market Intelligence.
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ETF Market Flows and Investing Landscape

® Investors interested in exploring opportunities aligned with either the utilities sector, or more
specifically, the electric utilities industry, may want to consider exchange-traded funds (ETFs). In
recent years, investors have increasingly turned to ETFs when seeking exposure to specific sectors
or industries within the stock market. In addition to market focus, ETFs offer investors added
benefits, such as intraday market liquidity and lower management fees relative to other diversified
financial instruments.

@ In 2014, $41.1 billion was added to all sector ETFs, although only $18.2 billion flowed in during
2015. A number of sectors experienced outflows in 2015, including $3.4 billion for utilities products.

SECTOR ETF INFLOWS
(total inflows for the period ended, in $, millions)

SECTOR YEAR ENDED FIRST
2015 MONTH, 2016

Consumer Discretionary 3,161 (1,793)
Consumer Staples (7112) 661
Energy 9,823 1,075
Financials 659 (2,460)
Health Care 7,400 (721)
Industrials (4,513) (316)
Information Technology 3,601 (2,682)
Materials 475 55
REITs 1,692 701
Telecommunication Services 13 (20)
Utilities (3,353) 916

Source: State Street Global Advisors.

@ There are no dedicated electric utilities industry ETFs. However, the industry is the largest in
many diversified sector ETFs. The weightings in the three largest, market-cap weighted products,
iShares US Uetilities (IDU), Utilities Select Sector SPDR (XLU), and Vanguard Utilities Index
(VPU), all exceed 50% of assets.

ETFS WITH MEANINGFUL ELECTRIC UTILITIES EXPOSURE

COMPANY ETF ASSETS UNDER NET
TICKER NAME MANAGEMENT EXPENSE
(in $, millions) RATIO
XLU Utlities Select Sector SPDR 6,000 0.15
VPU Vanguard Utilities 1,692 0.10
IDU iShares US Utilities 594 0.45
FXU First Trust Utilities AlphaDex 136 0.70
FUTY Fidelity MSCI Utilities 128 0.12
RYU Guggenheim S&P 500 Equal Weight Utilities 119 0.40

Source: S&P Global Market Intelligence ETF Report January 15, 2016.

14 ELECTRIC UTILITIES / FEBRUARY 2016 INDUSTRY SURVEYS
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@ In 20135, all three of these products were unpopular with investors, with XLU and IDU each
experiencing more than $1 billion in outflows. There are additional products to consider,
including a fundamentally weighted First Trust offering, although it had $550 million in client

withdrawals last year.

INDUSTRY SURVEYS ELECTRIC UTILITIES / FEBRUARY 2016
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INDUSTRY OVERVIEW

@ The electric utilities industry is somewhat fragmented, although there are several large
companies. There are 22 electric utilities in the S&P 1500, and the five largest companies have a
combined 56.8% market capitalization weighting, while the largest eight have 74.5%.

ELECTRIC UTILITIES MARKET CAPITALIZATION WEIGHTINGS* BY COMPANY

Southern

12.5% Duke Energy

14.4%

Xcel Energy
5.3%
Edison
International NextEra Energy
5.7% 14.0%
American Electric
Power Exelon
0,
8.4% 7 506

Other Electric PPL Corp.
Utilitiest 6.7%
25.5%

Total: $341.3 Billion
*Data as of December 31, 2015. $

tOthers include: Eversource Energy, FirstEnergy, Entergy, Pinnacle West Capital, Pepco Holdings, Westar Energy, OGE
Energy, Great Plains Energy, IdaCorp, Cleco, Hawaiian Electric Industries, PNM Resources, ALLETE, and El Paso Electric.

MULTI-UTILITIES MARKET CAPITALIZATION WEIGHTINGS* BY COMPANY

Other I;Z)omlnrlon
Multi-Utilitiest 6157020565
26.3% 5%

Consolidated
Edison

Ameren o
4.6% 8.2%
WEC Energy
Public Service Group
Enterprise Group 7.1%
8.5% DTE Energy
6.3%

Sempra Energy
10.2% 11.4%

Total: $229.6 Billion
*Data as of December 31, 2015. tOthers include: CMS Energy, SCANA, CenterPoint Energy, Alliant Energy, TECO

Energy, NiSource, MDU Resources Group, Vectren Corp., Northwestern, Black Hills, and Avista.

Source: S&P Global Market Intelligence.

@ The electric utilities industry is comprised of companies that own regulated electric distribution
utilities, each with a monopoly in its own service area for the delivery of electricity. In return for the
monopoly status, local, state, and federal governments regulate the utilities. Some utilities own
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regulated generation assets for use in their systems, some own merchant generation to produce
electricity for wholesale markets, and some do not own generating assets.

€ Multi-utility companies are utilities that are comprised of both electric utilities and gas utilities. In
2014, gas utilities revenues within the multi-utilities industry were only 24.4%. As a result, multi-
utilities’ economic fortunes are very similar to those of the electric utilities industry. In the following
Industry Overview sections, where there are any significant differences between electric utilities and
multi-utilities, we will provide a brief commentary.

Industry Revenues

Revenues

@ Over the past five years, the electric and multi-utilities industries’ annual aggregate value-
weighted revenues per share have been affected by weather patterns in the US. The drop in total
revenues during 2012 corresponded with the acquisition of Constellation Energy by Exelon Corp.
and the integration of Constellation’s trading operations into Exelon’s business. However, S&P
Global Market Intelligence thinks hot summer weather in 2015 helped revenues to grow further.

REVENUE PER SHARE AND GROSS MARGIN
(aggregate value weighted per share, $, last four quarters)

ELECTRIC UTILITIES INDUSTRY OF THE S&P 1500 Percent
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mmmm Revenues per Share (left scale) e Gross Margin (right scale)

Source: S&P Global Market Intelligence.
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@ Base revenue growth is benefitting from improving industrial revenues driven by a slowly
improving economy, rate increases driven by significant levels of capital spending on replacing
aging infrastructure, new power plants, and new transmission lines, according to analysis by S&P
Global Market Intelligence. Strong economic growth through 2009 helped revenues grow until the
recession, and summer weather during 2008-2009, which was cooler than prior years, led to a
drop in revenues.

@ While the electric and multi-utilities industries will likely continue to benefit from rate increases
and an improving economy, cooling degree days have remained above normal for an extended
period of time, and there is a risk of significant pressure on revenues if summer weather returns to
normal or falls below normal in the next few years. Investors may be getting used to the prolonged
weather benefit.

COOLING AND HEATING DEGREE DAYS IN THE US

Cooling Days Heating Days
1900 5200
1700 4700
1500 - 4200

- ] -

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

mmm Cooling Degree Days, Population Weighted (left scale)

Heating Degree Days, Electric Home Heating Customer Weighted (right scale)
=== Normal Cooling Degree Days (left scale)

Normal Heating Degree Days (right scale)

Sources: National Oceanic and Atmospheric Administration, National Weather Service,and Climate Prediction Center.

Gross Margins

® Electric and multi-utilities benefited from the falling costs of fuel and purchased power in recent
years. Prices of coal for use in electric power plants have increased slightly since 2008 from about
$40 per ton to the mid- to upper-$40 range. In 2015, S&P Global Market Intelligence thinks lower
coal, gas, and oil prices had a positive effect on margins. Gross margins for multi-utilities, while
they are similar in directional moves to electric utilities, reflect the lower margins of the gas
businesses owned by these companies.

# It is unlikely that falling fuel and purchased power costs will be a major industry driver going
forward, but S&P Global Market Intelligence thinks fundamentals will keep natural gas and coal
prices from rising much in 2017. With that said, as coal plant retirements begin to occur because
of recent Environmental Protection Agency (EPA) regulations and low gas prices, there could be
downward pressure on future coal prices and upward pressure on natural gas prices.
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Industry Profits

EBIT Margin

® Due to the inability to create growth through the introduction of new products, electric utilities
are always striving to control costs. As a result, earnings growth often exceeds revenue growth.
Multi-utilities earnings before interest and taxes (EBIT) margins track electric utilities margins fairly
well, but the lower margin levels reflect the industry’s ownership of lower margin gas utilities.

EBIT MARGINS AND NORMALIZED EARNINGS PER SHARE
(aggregate value weighted per share, $)
ELECTRIC UTILITIES INDUSTRY OF THE S&P 1500 Percent
35 21
29 20
23 - 19
17 18
11 - 17
5 - 16
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MULTI-UTILITIES INDUSTRY OF THE S&P 1500
10 20
8 V4 18
6 16
4 14
2 4 r 12
0 - - 10
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mmmm EBIT per Share (left scale) === Normalized Net Income (left scale) === EBIT Margin (right scale)
*Data for year ended in the third quarter.
Source: S&P Global Market Intelligence.

@ In recent years, several large acquisitions in the electric utilities industry yielded significant
merger savings for the acquirer. Improving EBIT margins will likely be tied to future merger and
acquisition (M&A) activities, with several major deals expected to close in 2016.
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® Profits will also likely begin to improve for unregulated generating assets of electric utilities.
There are many coal-fired power plants slated for closure over the next several years. As total
electric demand growth outstrips capacity growth (due to the effect of the closures), S&P Global
Market Intelligence expects profitability to improve for the remaining plants.

Net Income

@ Net income has tracked EBIT relatively closely. S&P Global Market Intelligence saw net income
rose in 2014, largely due to rate increases, customer growth, improving industrial sales, and lower
interest expense. Approved rate increases totaled about $2.0 billion in 2014, according to SNL, a
source of utility sector data. We see 2015 and 2016 being affected by higher interest costs due to
high capital spending levels and higher operating expenses.

® Going forward, assuming a return to normal summer temperatures, S&P Global Market
Intelligence thinks net income will come under pressure. However, we continue to expect rate
cases to play a significant role, as we estimate that rate increases totaled about $1.0 billion in
2015. In addition, we see customer growth beginning to increase as the economy slowly improves.

® Opverall, S&P Global Market Intelligence thinks net income for the electric utilities industry will
be pressured in 2016 and possibly 2017, but subsequently will return to a more normal growth
rate in the 3%-5% range. S&P Global Market Intelligence sees this increase mostly driven by
customer growth, rate increases, and continued improvements in industrial sales as the economy
slowly grows. We expect similar pressures on multi-utilities, but think the multi-utility industry
will likely fare better if there is colder winter weather in 2016 or 2017.

Dividends per Share

® Trailing 12-month dividends have generally been rising faster than earnings per share (EPS)
since 2007. Many companies in the electric utilities and multi-utilities industries have been
shedding more risky unregulated operations, or reducing the scope of their unregulated operations
in order to manage their risk more easily. As the earnings quality of these companies has
improved, their managements have targeted higher dividend payout ratios.

@ Dividends remain an important factor when investing in electric utilities. Rising interest rates
are a potential source of pressure on electric utilities stocks. However, electric utilities stocks have
benefited from low interest rates and steadily growing dividends and earnings.

@ Electric utilities yields of the S&P 1500 utilities sector were 3.8% on January 12, 2016,
compared with a 10-year treasury yield of 2.2%. If interest rates increase 0.3% over a period of
one year and dividends increased 4.0% in the same period, then shares would have to fall 2.4% to
maintain the spread between the 10-year treasury and the electric utilities company yield.
However, if rates rose 0.5%, then shares would have to fall 8.0% to maintain the spread. The
speed of future interest-rate increases and the slope change of the yield curve will likely determine
how much of an impact these changes will have.

@ S&P Global Market Intelligence estimates that electric utilities dividends will rise at a rate of
about 3% to 4% in 2016, and then grow faster in subsequent years. Some electric utilities
companies have been increasing their targeted dividend payout ratios. However, we do not see
dividends growing as fast as EPS for the near-term, particularly since the largest company, Exelon,
will likely maintain its existing dividend payment for the next year or so.
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DIVIDENDS PER SHARE AND PAYOUT RATIO
(aggregate value weighted per share, $)
ELECTRIC UTILITIES INDUSTRY OF THE S&P 1500 Percent
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*Data for year ended in the third quarter.
Source: S&P Global Market Intelligence.

Industry Capital Expenditures

Capital Expenditures

# Electric utilities companies are constantly facing a growing customer base that uses more and
more electricity. To meet the challenge, the electric utilities industry can invest in new assets to
generate and deliver power, or it can promote customer efficiency. Efficiency efforts are often only a
temporary measure to reduce demand growth, delaying when new power plants might be needed.
Other capital spending targets grid modernization and replacement of aging infrastructure assets.
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@ While investments in regulated assets are guaranteed a set rate of return through a company’s
regulated customer rates, investments in merchant power plants are subject to the market forces in
which they operate. As a result, unregulated merchant power plants are often a riskier
proposition. However, in some markets, especially in the Northeast, much of the generation fleet
has become deregulated. Some companies try to enter into long-term power supply contracts that
reduce risks related to the merchant assets.

CAPITAL EXPENDITURES
(aggregate value weighted per share, $, last four quarters)
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*Data for year ended in the third quarter.

Source: S&P Global Market Intelligence.

@ Capital expenditures have risen significantly since 2005, and S&P Global Market Intelligence
expects them to remain at relatively high levels. Southern Co. is building new nuclear generation
that will likely drive high capital spending levels for the company through 2018. Other companies
are also investing in new natural gas-fired combined-cycle power plants to meet rising demand. In
addition, many companies are investing in expensive solar and wind generating assets to meet
renewable power requirements set by state regulators.
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@ New electric transmission projects are also a source of capital spending, though they tend to
have lower capital requirements than a new electric power plant. Interstate transmission lines are
regulated by the Federal Energy Regulatory Commission (FERC) and benefit from a formula-
based ratemaking process that provides more certainty about the projects’ profitability.

€ Multi-utility company capital spending levels are much lower than the electric utility levels within
the S&P 1500, but the growth is similar. Within the S&P 1500, some of the largest multi-utilities,
such as PG&E Corp., Sempra Energy, or Consolidated Edison, do not own significant generating
assets. As a result, capital spending needs are much lower for the multi-utilities in the index.

@ S&P Global Market Intelligence expects capital spending levels to remain high, as companies
prepare for new environmental regulations that seem likely to reduce coal-fired capacity even
more. This reduction in coal capacity is likely to drive increased spending on new combined-cycle
natural gas-fired power plants. We also see additional state renewable power generation
requirements driving more spending on wind and solar.

Industry Balance Sheet

Long-Term Debt-To-Capitalization

@ Over the past six years, the aggregate value-weighted per share long-term debt-to-capitalization
ratio for electric utilities in the S&P 1500 trended downward (falling from 49.5% to 46.7% at the
end of 2014), but crept upward in the third quarter of 2015 to 48.0%. S&P Global Market
Intelligence thinks the decline was driven by relatively high cash generation levels, allowing some
companies to keep debt levels in check.

@ The ratio will likely rise somewhat in 2016 once Exelon’s acquisition (pending approvals) of
Pepco Holdings is completed, as the acquisition totals $6.9 billion in cash. However, S&P Global
Market Intelligence expects to see levels falling again after that. Multi-utilities debt levels were
close to electric utilities levels over the past few years

® Ratios below 47% are not likely to last long, in S&P Global Market Intelligence’s view. As debt
ratios strengthens, we think companies will likely turn more to share repurchases for utilization of
excess cash flows. In general, the electric utilities industry maintains relatively high debt-to-
capitalization ratios when compared with other industries, due to the industry’s ability to generate
solid and steady cash flows.
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DEBT-TO-CAPITALIZATION RATIOS
(in percent, quarterly)
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Source: S&P Global Market Intelligence.

Debt Maintenance

® Interest coverage ratios strengthened steadily over the past ten years. While low interest rates had
a positive impact on the measures, S&P Global Market Intelligence also thinks that the lower
capitalization measures helped. Despite the improvements in interest coverage, net debt-to-EBITDA
levels for electric utilities weakened slightly, rising from 3.5x in 2005 to about 3.8x in the third
quarter of 20135.

€ Most large electric utilities mergers are completed using the acquirer’s shares, or a combination
of shares and cash. However, the announced acquisition of Pepco by Exelon is an all-cash deal
valued at $6.9 billion. S&P Global Market Intelligence thinks this will put some temporary
upward pressure on the industry’s debt and interest expense levels, as we expect Exelon’s debt
balances to increase more than 30%, excluding the acquired debt following the merger.
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DEBT MAINTENANCE
(in multiples, last four quarters)
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Source: S&P Global Market Intelligence.

@ As debt levels for the electric utilities industry rise with heavy capital spending, interests costs
rise as well, pressuring the interest coverage ratio. In addition, as debt levels increase, cash levels
decline, or EBITDA falls, and EBITDA-to-net-debt worsens. Higher debt levels due to heavy
capital spending or lower EBITDA driven by weather that is more moderate would likely lead to
lower interest coverage or higher net debt-to-EBITDA levels.

@ After a decrease in the net debt-to-EBITDA level in 2015, S&P Global Market Intelligence
expects it to remain nearly flat for the following few years as we think Exelon could focus on
post-merger debt reduction.
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Industry Valuation

P/E Ratios
@ The aggregate value-weighted per share forward price-to-earnings (P/E) ratio has risen steadily

since March 2009. Following the recession, prices of electric utilities stocks recovered over time as
EPS and market sentiment improved. In 20135, prices of electric utilities stocks fell early in the year
on the threat of higher interest rates, but recovered with improving economic indicators.

FORWARD PRICE-TO-EARNINGS RATIO
(in multiples, monthly forward)
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Source: S&P Global Market Intelligence.

# Since 2009, multi-utilities have outperformed electric utilities, helped by higher exposure to
natural gas and other businesses. Electric utilities stocks have been pressured due to concerns over
the Clean Power Plan. While we see the plan leading to an increasing rate base, especially for
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vertically integrated regulated utilities, we see utilities with merchant coal and nuclear plants
facing pressure from low natural gas prices.

® As of early 2016, S&P Global Market Intelligence thinks that forward P/E ratios for electric
utilities are in more normal ranges than in mid-2015, on the back of a slowly growing economy
coupled with the threat of higher interest rates.

TEV/Forward EBITDA

@ The aggregate value-weighted per share total enterprise value (TEV)-to-EBITDA ratio in both
the electric utilities and multi-utilities industries has also risen since 2009 for many of the same
reasons. S&P Global Market Intelligence thinks these ratios are somewhat high, given the risks to
earnings and interest rates.

ENTERPRISE VALUE-TO-FORWARD EBITDA
(in multiples, forward 12 months EBITDA)
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Source: S&P Global Market Intelligence.

Price-To-Book Ratio

@ While not commonly used to value electric utilities, price-to-book value is still important to
monitor. While the S&P 1500’s price-to-book value has climbed steadily back to pre-recession
levels, the ratio for the electric utilities industry has remained stuck at about 1.5x due to pressure
on stock prices from the Clean Power Plan, and it is likely to remain near these levels for the near
future. The ratio for multi-utilities has grown since 2009, helped by rising stock prices.
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BOOK VALUE METRICS
PRICE-TO-BOOK VALUE
(in multiples)
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Book Value per Share

® Since 20035, the aggregate value-weighted book value per share has steadily increased at a
compound annual growth rate of 5.5% for electric utilities and 4.7% for multi-utilities. Strong
industry profitability and cash flows are helping drive the increase in common equity. S&P Global
Market Intelligence sees book value per share continuing its steady climb over time as the electric
utilities industry increases its earnings.

Return on Equity

® Return on equity (ROE) for the electric utilities industry has fallen since 2008. S&P Global
Market Intelligence thinks that falling debt-to-capitalization ratios have hurt ROE, and that
falling allowed ROEs in subsidiary rate cases over the past five years have also had an adverse
effect. (Allowed ROEs are targets set by regulators to provide targets for utility earnings—see
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How to Analyze a Company in This Industry section). Some companies have divested their riskier,
but higher-return, businesses, which has also put downward pressure on ROEs.

RETURN ON COMMON EQUITY
(in percent, last 12 months)
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Source: S&P Global Market Intelligence.

@ ROE:s for the electric utilities industry will likely remain somewhat stagnant in the 9%-10%
range for the next few years. However, over the long term, as interest rates rise, S&P Global
Market Intelligence thinks regulators will have to increase allowed ROEs for the regulated
subsidiaries, creating a boost for industry returns.

Capital Markets

Utilities Sector
@ Announced utilities M&A deals involving S&P 1500 companies as target, buyer, or seller saw $36.7
billion in transaction value in 2015, down from the record $39.7 billion in 2014.

@ Results in 2014 marked the second-best showing with regard to deal value over the past 11-
years, topped only by the $48.8 billion recorded in 2011.

@ The largest announced M&A deal in the utilities sector in 2014 involving an S&P 1500
company was Exelon Corp. seeking to acquire Pepco Holdings Inc. in a transaction valued, with
assumed liabilities, at $12.6 billion, or nearly 32% of the deal value of all announced utilities
M&A deals in 2014. The deal, announced in April 2014, is still awaiting regulatory approval,
which usually takes a year or more to attain.
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UTILITIES M&A TRANSACTIONS*
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Source: S&P Global Market Intelligence.

@ The top deal in 2015 involving an S&P 1500 company was Southern Co. entering into a
definitive merger agreement to acquire AGL Resources in a transaction valued, with assumed
liabilities, at $12 billion on August 23, 2015. Under the terms of the agreement, Southern Co. will
acquire 120 million shares at a price of $66 per share.

# Based on deal count, announced M&A transactions in the utilities sector, with S&P 1500
companies as target, buyer, or seller totaled 52 announced deals in 2015, down from the 70
announced deals in 2014.

@ The completion rate for announced utilities sector M&A deals with S&P 1500 involvement,
defined as deals announced and completed in the same calendar year, dropped to 60% in 20135,
less than the 63% rate in 2014.

30 ELECTRIC UTILITIES / FEBRUARY 2016 INDUSTRY SURVEYS



RWP-23
McKenzie
Page 31 of 76

® The high point for the completion rate for utilities M&A deals involving S&P 1500 companies was
in 2009, when 85% of the announced deals that year were completed in the same calendar year.

@ A typical utilities sector M&A transaction announced in 2015 was 15.8, up from 9.4 in 2014
and 6.8 in 2013. In 2015, the multiple was the highest since 2008, when it reached 12.3x.

UTILITIES M&A VALUATION RATIOS*
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Source: S&P Global Market Intelligence.

@ The average disclosed multiple based on EBITDA was 15.8x for transactions announced in
2015, up from 4.4x in 2014.

Electric Utilities Industry
@ The leading M&A deal in 2014 in the electric utilities industry involving S&P 1500 companies
was that of Exelon’s proposed acquisition of Pepco.

INDUSTRY SURVEYS ELECTRIC UTILITIES / FEBRUARY 2016 31



RWP-23
McKenzie
Page 32 of 76

® In 2015, announced electric utilities M& A deal value involving S&P 1500 companies reached
$29.9 billion, the best year for transactions since 2011 when deal value topped $44.0 billion.

ELECTRIC UTILITIES M&A TRANSACTIONS*
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Source: S&P Global Market Intelligence..

® Deal count for announced M&A transactions in the electric utilities industry involving S&P
1500 companies reached 21 deals in 2014, the best year since 2008 when 22 deals occurred. In
2015, there were 20 announced transactions, according to S&P Global Market Intelligence data.

# Since hitting a multiyear low in 2012, deal valuations in the electric utilities industry based on
deal value to revenue has steadily risen on an annual basis; the 2.7x multiple in 2015 was the
highest since 2010 when it reached 2.7x.

@ Average deal valuations in the electric utilities industry based on deal value-to-EBITDA has
moved higher; the average multiple of 12.1x in 2015 was the highest average annual deal valuation
since 2004.
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ELECTRIC UTILITIES M&A VALUATION RATIOS*
TOTAL ENTERPRISE VALUE-TO-REVENUE MULTIPLE
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*Involving S&P 1500 companies as target, buyer, or seller. tData in the signified yearis zero.
Source: S&P Global Market Intelligence.

® In 2015, the completion rate for M&A transactions in the electric utilities industry involving
S&P 1500 companies eased to 60% as 12 out of 20 deals were completed in the same year they
were announced.
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RECENT M&A TRANSACTIONS

(top transactions in terms of size for the past six months)

ANNOUNCED CLOSED TARGET BUYERS/ SIZE ($M)
DATE DATE INVESTORS

8/24/15 - AGL Resources Southern 12,002
10/26/15 - Piedmont Natural Gas Duke Energy 6,589
10/1/15 11/12/15 AEP Resources American Commercial Lines 550
7124/15 8/5/15 Northeast Expansion UIL Holdings 1
12/9/15 12/3/15 Border Wind Farm in Rolette County, North Dakota ~ Xcel Energy -
10/22/15 10/22/15 Phoenix Energy Technologies Duke Energy -

Source: S&P Global Market Intelligence.

PRIVATE PLACEMENT TRANSACTIONS

(top transactions in terms of size for the past six months)

ANNOUNCED CLOSED TARGET BUYERS/ SIZE ($M
DATE DATE INVESTORS 55
10/15/15 - Hawaiian Electric Industries - 50

8/31/15 12/9/15 GreenSmith Energy American Electric Power, E.ON SE 18

Source: S&P Global Market Intelligence.

REGISTRATIONS AND OFFERINGS

(top transactions in terms of size for the past six months)

REGISTRATION OFFER PRIMARY TRANSACTION
ISSUER FILED DATE* FEATURES SECURITIES ISSUED SIZE ($M)

Southern 11/23/15 - Shelf Registration Common Stock 1,583

Southern 10/1/15 10/1/15 Fixed-Income Offering Corporate Debt (Non-Convertible) 875

NextEra Energy 9/10/15 9/11/15 Composite Units Offering  Composite Unit, Corporate Debt (Non-Convertible), Options 693

Duke Energy 11/16/15 11/16/15 Fixed-Income Offering Corporate Debt (Non-Convertible) 598

Cleco 10/29/15 - Shelf Registration Common Stock, Corporate Debt (Non-Convertible) 500

Duke Energy 11/16/15 11/16/15 Fixed-Income Offering Corporate Debt (Non-Convertible) 404

Westar Energy 11/5/15 11/5/15 Fixed-Income Offering Corporate Debt (Non-Convertible) 299

Westar Energy 11/5/15 11/5/15 Fixed-Income Offering Corporate Debt (Non-Convertible) 250

Entergy 8/25/15 - Shelf Registration Common Stock 201

Exelon 8/19/15 - Shelf Registration Common Stock 150

PNM Resources 8/4/15 - Shelf Registration Common Stock 74

ALLETE 11/6/15 S Shelf Registration Common Stock 16

Exelon 10/29/15 - Fixed-Income Offering Corporate Debt (Non-Convertible) -

Edison International 9/17/15 - Shelf Registration Corporate Debt (Non-Convertible)

*Offer date is only available for a given transaction if a prospectus has been filed with the SEC for that transaction.

Source: S&P Global Market Intelligence.

@ Of the 22 electric utilities companies in the S&P 1500, only five have activist investor
ownership stakes of more than 2%.
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ACTIVIST STAKES
(latest annual)

COMPANY
NAME

INDEX
CONSTITUENTS

ACTIVIST INVESTORS
(PERCENT OWNED)

El Paso Electric
PNM Resources
Cleco

OGE Energy
Westar Energy

S&P SmallCap 600 Index

S&P MidCap 400 Index
S&P MidCap 400 Index
S&P MidCap 400 Index
S&P MidCap 400 Index

10.67

8.27
4.02
3.96
2.11

Source: S&P Global Market Intelligence.
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@ NextEra Energy, Inc. ranks as the leading electric utility in the S&P 1500 in terms of cash
holdings, with nearly $8 billion.

CASH BALANCE LEADERS
(latest annual, in $, millions)

COMPANY INDEX TOTAL CASH LONG-TERM TOTAL
NAME CONSTITUENTS & SHORT-TERM INVESTMENTS
INVESTMENTS

NextEra Energy S&P 500 Index 1,181 6,805 7,986
Exelon S&P 500 Index 7,265 620 7,885
Duke Energy S&P 500 Index 1,376 506 1,882
Entergy S&P 500 Index 1,041 511 1,552
OGE Energy S&P MidCap 400 Index 43 1,273 1,316
Southern S&P 500 Index 1,120 9 1,129
Hawaiian Electric Industries S&P MidCap 400 Index 229 786 1,015

Source: S&P Global Market Intelligence.
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INDUSTRY TRENDS

Competitive Environment

Investor-owned, cooperative, municipal, state, and federal utilities, as well as power-generating
companies that are not classified as utilities constitute the US electric power industry as defined by the
Edison Electric Institute (EEI), the association of US investor-owned electric companies. As this
definition includes independent power producers and non-publicly traded companies, it is slightly
broader than the electric utilities industry defined by S&P Global Market Intelligence. In 20135,
investor-owned utilities represented approximately 70% of the US electric power industry, according
to EEL

The market capitalization of investor-owned utilities totaled $632 billion (for 55 companies) at
the end of 2014 (latest available), up 25.4% from $504 at the end of 2013 and $464 billion at the
end of 2012, according to EEI’s industry data.

Major changes have been occurring in the industry. Historically, the regulated investor-owned
utilities had exclusive franchises to provide vertically integrated electric services to retail
customers—usually within a given state, in contiguous areas spanning one or more states, or both.
However, the monopolistic, tightly regulated utilities created under trust-busting legislation more
than 60 years ago have become increasingly exposed to competition, particularly in the generation
and wholesale power markets, due to changes brought about by the National Energy Policy Act
(NEPA) of 1992. (For details, see the “How the Industry Operates” section of this Survey.)

Operating Environment

EPA’s Pollution Rules Challenge the Industry

On June 23, 2014, the Supreme Court ruled that the US Environmental Protection Agency (EPA)
can require greenhouse gas (GHG) controls on power plants and other fixed sources of pollution.
Currently, EPA regulations require power plants to obtain permits and adopt GHG controls when
modifying an existing facility or when building a new one. Justice Antonin Scalia said that the
ruling allowed the agency to regulate facilities responsible for 83% of GHG emissions from
stationary pollution sources. However, most of the 189 GHG permits issued will not be undone
by the ruling, according to the EPA.

With a goal of combating climate change and improving public health, the EPA finalized on
August 3, 2015 the Clean Power Plan Rule to cut carbon pollution from existing power plants,
which are said to be the largest stationary source of carbon pollution in the US. While coal plant
retirements will continue and utilities will likely switch some of that coal-fired generation to
cleaner-burning natural gas, the costs will likely be borne by the consumer, making the new
proposals manageable for utilities, according to analysis by S&P Global Market Intelligence. For
new and reconstructed natural gas plants, the emission limit is 1,000 pounds of CO2 per
megawatt-hour on a gross-output basis (Ib CO2/MWh-gross)—applicable to all sizes of base load
units. For new coal-fired power plants, gross emission should not be more than 1,400 Ib
CO2/MWh-gross. This is less stringent than the proposed standard of 1,100 CO2/MW gross,
according to the EPA. The EPA added that the final standard is achievable by new fossil fuel-fired
steam generating units for all fuel types. This reflects information and comments with regard to
the cost of implementing carbon capture and storage (CCS) on a new unit.
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The EPA is not setting a standard for modified natural gas power plants as of its final ruling on
August 3, 2015. As for modified coal-fired power plants, EPA determined that the “Best System of
Emission Reduction” for modified units is based on each unit’s best potential performance. The
agency is not setting a standard for units that make smaller modifications A unit that has larger
modifications, however, will be required to meet a standard consistent with its best historical
annual performance from 2002 to the time of modification.

In the event that stringent carbon emissions regulations are put into place, S&P Global Market
Intelligence thinks the additional costs imposed on utilities that burn coal will translate into higher
prices paid by retail power customers. Costs to generate electricity will likely go up in the affected
utility’s service area. However, utilities will likely benefit in the long run as they invest in new
power plants, because these investments and the purchases of emissions credits will increase their
rate base or recoverable expenses. As the rate base rises, utilities will seek rate relief from their
regulators—leading to higher rates and earnings per share (EPS).

New EPA Rules Restricting Pollution Levels Implemented

In 2016, the EPA announced that through the Clean Power Plan, it will work closely with states
and stakeholders to help create strong plans to reduce carbon pollution. The Agency said it is
confident that the Clean Power Plan will stand the test of time, as the Supreme Court has ruled
three times that the EPA has not only the authority but the obligation to limit harmful carbon
pollution under the Clean Air Act.

In addition, the EPA reported that the Paris Agreement and the Clean Power Plan are helping
mobilize private capital worldwide toward low-carbon investments. Rules such as the Clean
Power Plan show that working toward a low-carbon future is inevitable, and that the market will
reward those who develop low-carbon technologies and make their assets resistant to climate
impacts. This is why companies such as Walmart, AT&T, Facebook, and Coca-Cola are
acknowledging that climate impacts threaten their operations, while investing in a low-carbon
future is an unprecedented business opportunity, according to the EPA.

Wind Power, Solar, and Other Generation Additions

Wind and solar generation capacity have low rates of capacity utilization—a third to a fifth as
great as fossil fuel technologies, according to Public Utilities Fortnightly, a trade publication.
Because of this, three to five times as many megawatts of renewables capacity must be installed,
compared with the megawatts of fossil fuel capacity being replaced, to produce equivalent
megawatt-hours of electrical energy.

In the past decade, the electric utilities industry has not been building many coal plants in the US.
Most of the new power plant capacity additions came from wind and natural gas. For new coal
plants to be competitive, natural gas prices must increase beyond $7 per million Btu. However,
the US Energy Information Administration (EIA) projects in its Annual Energy Outlook report
(released in April 2015) that natural gas prices will remain below $6 per million Btu for the next
two decades. Hence, the EIA does not expect new coal plants to be built between 2018 and 2035,
once the CCS demonstration projects are finished.

Aside from the decline in coal capacity, nuclear capacity is also expected to decline in the coming
years. Between 2014 and 2024, nuclear capacity is expected to decline from 9,942.0 MW to 8,897.7
MW in the Northeast Power Coordinating Council (NPCC) and from 33,927.0 MW to 28,984.9
MW in the Reliability First Corporation (RFC), according to data available at www.SNL.com. (The
SNL platform is owned by S&P Global Market Intelligence.) The expected decline in coal and nuclear
capacity will contribute to the natural gas reliance of NPCC and RFC. Natural gas capacity is
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expected to increase from 30,089.5 MW to 34,756.3 MW in NPCC and from 61,877.0 MW to
76,993.3 MW in RFC.

POWER PLANTS UNDER DEVELOPMENT BY PRIMARY FUEL TYPE
(early and advanced development stage, units in service for 2016)

Natural Gas *QOthers include:
12.9%
Biomass Waste 0.19%
Others* Biomass Wood 0.10%
3.3% .
Other Biomass Gas 0.12%
wind Distillate Fuel Oil 0.05%
44.5% Gas 0.13%
Geothermal 0.21%
Landfill Gas 0.07%
Waste Coal 0.99%
Waste Heat 0.31%
Solar
Water 1.15%
39.2%
0,
TOTAL: 30,241 MW Others 0.10%
Owned Capacity
Source: SNL Financial.
US POWER PLANT CAPACITY PROJECTIONS
(all regions, in megawatts) 10-YEAR TOTAL
CAGR CHANGE
FUEL TYPE 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 (in percent) 2014-2024
Biomass 14,565 14,743 14,987 15,331 15,600 15,732 15,735 15,735 15,735 15,735 15,735 0.8 1,169
Coal 303,690 288,977 283,560 279,965 278,638 278,638 277,722 278,572 278,572 278,572 278572 (0.9) (25,119)
Gas 469,363 469,704 479,810 506,501 535,271 546,625 549,884 551,130 551,130 552,530 552,530 1.6 83,167
Geothermal 3,015 3,085 3,150 3,212 3,267 3,342 3,671 3,731 3,781 3,781 3,781 23 766
Nuclear 101,282 101,310 102,660 102,660 102,660 104,250 106,477 106,837 105,685 104,524 104,713 0.3 3,431
Qil 42,775 41,557 40,511 39,929 39,932 39,893 39,893 39,893 39,893 39,893 39,893 0.7) (2,882)
Solar 11,072 13,293 32,134 33,312 34,998 35,308 35,508 35,508 35,508 35,508 35,508 12.4 24,436
Water 102,725 102,672 102,946 104,158 105,158 106,776 108,395 111,029 111,028 111,029 111,429 0.8 8,704
Wind 66,281 73,520 94,876 106,209 112,014 116,598 118,914 118,914 120,374 121,124 121,124 6.2 54,843
Other Nonrenewable 6,109 6,221 6,460 7,084 7,964 7,964 8,579 8,679 8,679 8,679 8,679 3.6 2,570
Total 1,120,878 1,115,080 1,161,092 1,198,361 1,235502 1,255,125 1,264,776 1,270,027 1,270,384 1,271,374 1,271,962 1.3 151,084

Note: Future capacity is based on actual, planned or under construction projects, and, not based on any projections of unreported new developments or retirements.
Source: SNL Financial.

Expected Power Plant Additions in the Next Few Years

Growth of electricity demand has remained relatively low at 0.7% per year since 2000, as
efficiency gains from new appliance standards and investments in energy-efficient equipment
offset the rising demand for electric services. Total electricity demand will grow 0.8% per year to
4.8 billion kWh in 2040, slower than the projection in 2014, according to the EIA’s “Annual
Energy Outlook 2015” released in April 2015. The relatively slow growth in electricity demand
will favor the increased use of renewables in a market that sees rising long-term natural gas prices,
high capital cost of new coal and nuclear capacity, and reduced cost for renewable generation,
according to the EIA’s 2015 projections through 2040. However, S&P Global Market Intelligence
thinks that natural gas-fueled generation capacity will continue to rise as new EPA regulations
encourage companies to switch out of coal.

The EIA projects that renewable generation will grow by an average of 1.9% per year through
2040, with its non-hydropower share increasing to 65.0% in 2040. Solar power will lead the
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growth in renewable capacity, increasing to more than 48 GW in 2040, according to the EIA.
Wind capacity will increase to 87 GW, and the combined geothermal and biomass capacities will
account for less than 15% of renewable capacity additions. When it comes to renewable
generation, solar energy is expected to be the fastest-growing source, increasing 7.5% per year
through 2014, followed by geothermal power generation at 5.4%, wind generation at 2.0%, and
biomass generation at 4.4%. Generation from nuclear power plants will likely increase by an
average of 0.2% per year through 2040, as 10 GW of new capacity is brought online and 5 GW of
older capacity is retired.

Market Forces and New Pollution Regulations Lead to Coal Retirements

Recent trends in the electric utilities industry—such as lower natural gas prices, slower growth of
electric demand, and environmental regulations—have resulted in declining revenues and
increased operating costs for coal plants. The decline in natural gas prices since 2008 has driven
down electricity prices and payments received by generators for the electricity they produce.
Lower natural gas prices also strengthen the competitiveness of natural gas combined-cycle
(NGCC) power plants, lowering the cost of generating electricity from an NGCC plant to below
the cost of its nearby coal-fired plant. As a result, that coal plant is operated less often, thus
earning less revenue and making it a candidate for retirement.

In 2015, the annual average coal price to electric power plants dropped to $2.23/MMBtu from
$2.39/MMBtu in 2011, according to EIA data. As of January 2016, the EIA expects coal price to
average $2.19 and $2.20 per MMBtu in 2016 and 2017, respectively.

So that coal-fired power plants can continue to operate in 2016 onwards, they are required to
have either a scrubber or a dry sorbent injection (DSI) system combined with a fabric filter. At the
end of 2012 (latest available), 64% of US coal-fired generators complied with this requirement,
according to the EIA, and the remaining plant owners are in the process of deciding whether to
retrofit or retire their plants. The EIA’s Annual Energy Outlook 2015 projects that 31 GW of
coal-fired generating capacity will be retired and 4 GW of coal-fired generating capacity will be
converted to natural gas between 2014 and 2016, and that a total of 40 GW of coal capacity will
be retired from 2013 to 2040.

COAL RETIREMENT SUMMARY
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Some Nuclear Facilities Retired

In recent years, the industry has seen a number of nuclear plant retirements. In 2013, there were
three major retirements. Southern California Edison (SCE), a subsidiary of Edison International,
announced its decision to permanently retire both Units 2 and 3 of its 78.2%-owned San Onofre
Nuclear Generating Station (SONGS), which had a combined generating capacity of 2,150 MW.
In the same year, Dominion Resources Inc., one of the largest electric and gas holding companies in
the US, retired its Kewaunee Power Station in Wisconsin, which had a generating capacity of 556
MW. The company’s decision to retire the plant, which was licensed to operate through 2033, was
an economic one. Finally, Duke Energy Corp., the largest electric power company in the US,
announced that it would retire its Crystal River 3 Nuclear Generating Plant in Florida, which it
had acquired when it merged with Progress Energy Inc. in July 2012. Due to uncertainties related
to the costs and timing of the needed repairs, the company decided to retire the plant.

In 2014, Entergy Corp. closed and decommissioned its Vermont Yankee Nuclear Power Station in
Vernon, marking the end of 42 years of operation. The station said that sustained low power
prices, high-cost structure, and wholesale electricity market design flaws influenced the decision.
Exelon Corp. is expected to retire its Oyster Creek Generating Station in New Jersey by the end of
2019; the plant will have achieved 50 years of operation by the date of its final retirement.

In 2015, Entergy announced plans to retire plants. Entergy Corp. is expected to close its Pilgrim
nuclear power station in Massachusetts no later than June 1, 2019, citing poor market conditions,
reduced revenues, and increased operational costs as the reason for the decision. The company is
also expected to close its single-unit James A FitzPatrick nuclear power station in the state of New
York by late 2016 or early 2017 due to reduced plant revenues, poor market design, and high
operational costs.

Power Supply/Demand and Reserve Margin Forecasts

Reserve margins in all assessment areas were reported to be sufficient in 20135, but the margins
continue to trend downward, according to the “2015 Long-Term Reliability Assessment,”
published by the North American Electric Reliability Corp. (NERC). In addition, NERC’s 10-year
forecast compounded annual growth rate of peak summer and winter electricity demand has
dropped to the lowest rates on record.

NERC notes the downward trend of reserve margins despite an ongoing decline in the growth
rates of electricity demand. This weakening demand during the last decade can primarily be
attributed to energy efficiency and the decline in demand response programs, along with a general
decline in large, end-use customer loads. NERC also foresees tighter margins in several assessment
areas as a potential concern as the entire system undergoes an unprecedented change in the
resource mix at an accelerated pace.

Despite the low load growth and declining reserve margins, NERC does not see any of the
assessment areas’ reserve margins falling below reference margin levels from 2016 to 2021.
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FORECAST RESERVE MARGIN
(in percent)
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S&P Global Market Intelligence thinks that the reserve margin forecasts are tied to the reduction
in overall plant capacity from retiring coal plants and that the declining reserve margins will likely
lead to higher power prices for the industry.

New Major Transmission Projects

Electric utilities invest in their systems to provide reliable and economic electric service—addressing
system needs, including meeting reliability requirements, modernizing and replacing infrastructure,
accommodating new and retiring electricity generation sources, and meeting public policy
requirements. The EEI’s “Transmission Projects: At A Glance” report in March 2015 showcased the
major transmission projects that EEI members have planned for the next 10 years. The EEI expects
that the total investment of about $20.2 billion in 2014, compared with $16.9 billion in 2013 will
be the peak of year-over-year total transmission investment increases. These transmission
investments include providing a reliable electricity service, relieving congestion, facilitating wholesale
market competition, supporting a diverse and changing generation portfolio, mitigating damage and
limiting customer outages in extreme weather, and deploying advanced monitoring systems and
other new technologies designed to ensure a more flexible and resilient grid.

The EEI highlights more than 170 projects amounting to approximately $47.9 billion in
transmission investments through 2025. Of these projects, some of which fall under more than
one category, $22.1 billion or 46 % account for the integration of renewable resources; $31.5
billion or 66% for high-voltage projects of 345 kilovolts and above; $17.4 billion or 36% for
projects where companies collaborate with other utilities to develop the project; and $19.2 billion
or 40% for interstate transmission projects.

Electric Utilities Rate Cases

In 20135, there were only 55 rate cases completed with an average allowed ROE of 9.9%, return
on rate base (RORB) of 7.4%, and common equity component of 49.5%, according to SNL
Financial and S&P Global Market Intelligence analysis.
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RATE CASE METRICS
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Top Eight—Pension Funding Status

For many companies, the pension fund is a long-term liability and is not captured on the balance
sheet. A pension plan has two elements: the future liabilities (benefit obligations) created by
employee service, and the pension fund (plan assets) that companies use for retiree benefit
payments. Companies—the pension plan sponsor—contribute to the pension fund, which is
invested into bonds, equities, and other assets to meet long-term obligations. Year after year,
companies are required to oversee fluctuations in investment returns and actuarial calculations to
keep the pension fund accounts from being significantly over- or under-valued. An important
number to watch is the funded status of the plan, calculated by subtracting the projected benefit
obligation from the fair value of the plan assets.

In 2014, the top eight companies in the electric utilities industry saw a year-over-year decline in
the funded status of their pension plans. From 2010 to 2014, only two firms, Duke Energy and

NextEra, had a multiple of more than or equal to 1.0x, while the other six were underfunded or
had multiples of less than 1.0x, based on SNL Financial data.
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ELECTRIC INDUSTRY PENSION FUNDED STATUS
(pension plan assets fair value-to-pension benefit obligation, in multiples)
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Outlook Varies by Customer Segment
Total electricity volumes in 2014 declined slightly to 3,764,700 GWh, whereas revenues reached
$389 billion, up 3.7% from the same period in 2013, according to the EIA.

ELECTRICITY SALES BY CUSTOMER CLASSIFICATION
(in billions of kilowatt-hours, total electric utility industry)
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® Residential. In 2014, electricity sales to residential customers were barely up from the prior year
to 1,407,208 GWh, whereas revenues were up 3.7% to $175 billion, according to the EIA. Though
this market has begun to recover, S&P Global Market Intelligence thinks that the slowing rate of
new US household formations and the modest growth in the overall population will restrict growth
for the foreseeable future. Thus, demand changes will likely remain mostly weather-related.

# Industrial. The volume of electricity sold to industrial customers reached 997,576 GWh in 2014,
according to EIA reports, a slight increase from the previous year. This also led to low revenue
growth of 0.2% from this customer sector. While S&P Global Market Intelligence expects these
sales to recover more fully once the economy has strengthened, long-term growth in sales to
industrial customers will likely be much more modest than the growth for the residential and
commercial sectors. This largely reflects the ability of large industrial firms to buy power from
competing energy providers.

€ Commercial. The EIA also reported that in 2014, electricity sales to commercial customers
totaled 1,352,158 GWh (up 0.01% from the prior year), while revenues reached $145.9 billion
(up 5.5%). Over the next several years, S&P Global Market Intelligence expects to see increased
demand from the commercial sector, with the pace dependent on the strength of the economy.
However, a recovery in the residential sector will likely have to take place before an improvement
in the commercial sector is seen.

Regulatory & Legislative Environment

The “not in my backyard” attitudes that have hindered the construction of new transmission
facilities was effectively countered by legislation. In any geographic area where transmission
capacity constraints or congestion affect consumers, the Department of Energy (DOE) was given
the authority to designate a “national interest electric transmission corridor,” after consulting
with the appropriate states and regional reliability entities. The Federal Energy Regulatory
Commission (FERC) had the authority to issue permits for the construction or modification of
transmission facilities in such areas and under specified conditions. Permit holders could acquire
the rights-of-way for the project by exercising eminent domain in the federal district court with
jurisdiction over the area where the property is located.

The FERC issued its Final Rule in July 2006, promoting transmission-pricing reforms that were
designed to promote needed investment in the US energy infrastructure. The Energy Policy Act
(EPAct) of 2005 had directed the FERC to develop incentive-based rate treatments for the interstate
transmission of electric power. The Final Rule was intended to implement those incentives, provide
regulatory certainty, and ensure that transmission rates remain just and reasonable.

The rate incentives identified in the Final Rule were intended for both traditional utilities and
stand-alone transmission companies (known as “transcos”). The incentives include providing an
ROE sufficient to attract new investment. This enables the recovery at a rate base of 100% of
prudent transmission-related construction work in progress, accelerates the recovery of
depreciation expense, enables the recovery of deferred costs and provides a higher rate of ROE for
utilities that join transmission organizations. In addition to enhancing the reliability of the
national grid, the Final Rule aims to expedite the procedures for the approval of incentives and to
facilitate the financing of transmission projects. Transmission investment reached $16.9 billion in
2013, up more than 14.2% from the investment in 2012, according to EEI’s report “Transmission
Projects: At A Glance,” published in 201S5. Electric utilities and transmission companies are
expected to invest around $78 billion during the four-year period from 2014 to 2017, according
to the EEL
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HOW THE INDUSTRY OPERATES

Since electricity was first harnessed more than 100 years ago, technological advances have altered
the landscape of the electric utilities industry. Nevertheless, the physics of electricity generation has
not changed: electricity is produced when a magnet is rotated inside a coil of wire. The spinning of
the magnet may be caused by steam (as in coal, oil, and nuclear power plants), by falling water (as
in hydroelectric plants), or by hot expanding gases (as in gas turbines and diesel generators).

ELECTRIC GENERATION BY ENERGY SOURCE
(percentage of US total)
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Source: Energy Information Administration.

Electrical energy cannot be stored economically, so it must be generated and instantaneously
delivered, based on customer demand. Consequently, an electric utilities company must own
production facilities capable of meeting the maximum demand on its system, as well as
transmission and distribution systems that can manage the load. Each utility must also have a
reserve margin of extra production capability to allow for maintenance, equipment outages, and
unexpected variations in usage.

In general, the electric utilities industry’s peak earnings come with the warm weather in the second
and third quarters, when customers are running air conditioners. By contrast, cold weather tends
to have a marginal impact on earnings; most customers use electricity simply to start their heaters,
while fuel (oil or gas) provides the heat. Thus, electric utilities’ lowest earnings typically occur in
the first and fourth quarters, although actual results may vary by region, and depend on weather
conditions and other factors.

Generating Power

The electric utilities industry relies on various fuel sources to generate electricity. Some utilities
also purchase power to meet peak demand.
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Fuel Sources
Fuel sources used by the electric utilities industry include coal, natural gas, nuclear power,
renewable sources (including hydroelectric and wind), oil, and other gases.

US OPERATING PLANT CAPACITY BY FUEL TYPE
(in terms of megawatts produced for the year 2014)
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® Coal. Coal remained the primary fuel for US electricity production in 2014, accounting for
38.7%, slightly down from 2013, according to the Energy Information Administration’s (EIA) data
on net generation by energy source. In the first 10 months of 2015, coal accounted for 34.1% of the
production, down from 38.9% from the prior-year period. Although coal’s share of total
production increased to 38.9% in 2013, it has been in a general decline since 2007. The year-over-
year decline in production from coal largely reflected, in S&P Global Market Intelligence’s view, the
impact of low natural gas prices and the relative flatness in power demand.

@ Natural gas. This source accounted for 27.4% of US electricity production in 2014, down from
27.7% in 2013. In the first 10 months of 2015, natural gas accounted for 32.4% of the
production, up from 27.7% in the same period in 2014. The sharp rise in recent years was driven,
according to Edison Electric Institute (EEI), by the growth in natural gas reserves, the high level of
natural gas production, and the sharp decline in natural gas prices.

@ Nuclear power. Nuclear power accounted for 19.5% of the US electricity production in 2014,
according to the EIA, up slightly from 19.4% in 2013. In the first 10 months of 2015, this figure
had barely changed, at 19.3% from 19.2% in the prior year. This fuel’s clean air emissions and
relatively low cost of production have made it compelling. However, even before the crisis at
Fukushima, it was felt that the development of nuclear plants in the US was unlikely to occur
quickly, due to the expense associated with new plant construction and the length of time
involved in the regulatory approval process. In addition to the increased costs pertaining to the
heightened scrutiny of existing nuclear plants in the US, there are costs related to the
decommissioning of a plant, which involves reducing radioactivity, disposing of nuclear waste,
and dismantling certain machinery. Utilities are required to prefund decommissioning costs over
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each plant’s 40-year operating life. These costs are substantial, generally in the hundreds of
millions of dollars.

AVERAGE COST OF FOSSIL FUELS DELIVERED
TO STEAM-ELECTRIC UTILITY PLANTS
($ per million Btu consumed)

YEAR COAL RESIDUAL OIL* NATURAL GAS ALL FOSSIL FUELST
2015% 2.25 11.00 3.44 2.73
2014 2.37 18.72 5.08 3.26
2013 2.34 19.35 4.35 3.09
2012 2.38 21.12 3.45 2.83
2011 2.39 18.46 4.72 3.28
2010 2.27 12.75 511 3.25
2009 2.21 9.55 4.82 3.05
2008 2.07 13.46 8.87 4.09
2007 1.77 8.92 7.18 3.22
2006 1.69 7.70 7.06 3.01
2005 1.54 6.84 8.21 3.23
2004 1.36 4.75 5.97 2.48
2003 1.28 4.66 5.43 2.28
2002 1.25 3.63 Sl 1.85

Btu-British thermal unit. *Includes fuel oils No. 4, No. 5, No. 6, and topped crude
fuel oil. TThe weighted average price for all fossil fuels includes both residual fuel
oil and light oil (fuel oil No. 2, kerosene, and jet fuel), as well as small quantities
of coke oven gas, refinery gas, and blast furnace gas. $Through September.
Source: Energy Information Administration.

® Renewable sources. Renewable fuel sources, including hydroelectric power and solar, accounted
for 13.2% in 2014, up slightly from 12.9% in 2013. Non-hydro renewable generation, which
includes wind, solar, geothermal, and biomass sources of power, grew to 6.9% of US electricity
production in 2014, up from 6.3% in 2013.

® Petroleum. Power production from petroleum, which includes petroleum liquids and petroleum
coke, accounted for 0.8% in 2014, up from 0.7% in 2013; for the first 10 months of 20135,
petroleum remained at 0.8%. Electric energy production using petroleum occurs chiefly in the
Northeast and the Southeast.

@ Other gases. Blast furnace gas, propane gas, and other manufactured and waste gases derived
from fossil fuels, again accounted for less than 1% of US electric power supply in 2014 and 2015.

Purchased Power Fills the Gap

Wholesale wheeling—the buying and selling of power by different utility-related companies—has
significantly increased utilities” use of purchased power. Urban utilities in particular, with their
high daytime peak loads, have found that purchased power contracts let them meet peak demand
and boost their load factors without building additional capacity.

A purchased power contract generally has two components: a capacity charge and an energy
charge. The capacity charge is usually considered a rate base item; in other words, it is
incorporated into the end-customer’s base rates, whether or not the power is used. Energy charges
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are regarded as fuel costs and are passed along to the end-customer on a dollar-for-dollar basis,
according to usage.

Getting Power to the User

A combination of generators is used by a utility to accommodate different levels of demand.
Baseload generating units can supply large amounts of power; they ordinarily operate at or near
full capacity for long periods. While baseload generating units are the most expensive units to
build in terms of capital investment, they are also the most efficient—and thus the most
economical, in terms of operating expenses.

In contrast, peaking units are designed to operate exclusively during periods of high demand, and
may run for as little as a few hours at a time. These generators—usually oil or gas combustion
turbines—are the least costly in terms of capital investment, but they are usually the most
expensive to run.

The cycling unit, an intermediate class of generator, runs when demand is above the capacity of
the baseload generators but below the level necessary to use the peaking units. In terms of capital
investment and operating costs, cycling units normally fall between baseload generators and
peaking units.

Transmission and distribution facilities are the arteries through which power is delivered to
customers. To transmit electricity effectively over long distances while minimizing power losses,
utility companies use high-voltage transmission lines. Although such lines commonly cost
considerably more to build than low-voltage wires, they can carry much more power.

Transformers reduce the voltage of electricity as it moves from transmission lines to distribution
lines. At a customer’s site, meters attached to the distribution lines measure the amount of
electricity used during a particular period so that the utility may charge the appropriate sum to
each account.

Some electricity-generating plants are members of regional “power pools,” which generally are
made up of several investor-owned utilities in a geographic area. The participating power plants
dispatch electricity to all member utilities from a central control point.

Peak Load and Energy Rates

A utility’s customer profile (the proportion of its sales that go to large industrial and wholesale
customers versus smaller retail customers) can have a big influence on both its expenditures and
its rates. Utilities forecast their peak loads—the average amount of energy required to serve
customers at times of greatest usage—based on the average total demand from all customers at
peak periods. Peak loads can differ significantly from utility to utility. The loads of some
companies are relatively uniform throughout the day, whereas others are heavily concentrated
during particular hours.

Capacity and Load Factors
A utility’s capacity factor is the relationship between demand and capacity. It is the measure of
actual output versus a generator’s rated capacity.

Load factor is a related but somewhat different concept: the ratio of actual electric energy
consumption during a given time period relative to the consumption that would have occurred if
usage had been fully sustained at the peak capacity level. Thus, it measures the variability of load
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(or demand) over a given time period. A high load factor means that a utility operates near
capacity most of the time.

How Rates Are Set

State commissions are responsible for determining utilities’ proper rate bases and allowable
operating expenses. The rulings of individual states often differ with regard to these
determinations. They also differ in allowed accounting treatments for depreciation accruals and
investment tax credits. Although rulings are often presumed to be based solely on the public
interest, commissions actually seek to provide a balance between investor and consumer interests.

Shareholder risk is a component of a utility’s allowed rate of return. To determine risk levels, state
utility commissions consider the percentage of common equity versus debt in a utility’s
capitalization. The higher the equity component, the lower the assumed risk; a lower assumed risk
generally results in a lower allowed rate of return. In contrast, shareholders that assume higher
risk usually will be allowed a higher potential return.

Utilities that engage in significant cost-cutting tactics, such as work force downsizing and
refinancing (both prevalent in recent years), often attempt to delay the next rate review for as long
as possible. This strategy lets its investors benefit from the savings until the next rate case.

Consumer Safeguards

Electric utilities companies are required to charge what the regulatory bodies deem “just and
reasonable rates” in order to protect consumers against potential pricing abuses while allowing
utilities to attract capital and provide adequate service.

Establishing a utility’s rates on an individual cost-of-service basis typically involves two steps. The
first is to determine the rate level that will cover the utility’s operating costs and give it an
opportunity to earn a reasonable return on its investment. The utility’s required revenue is often
referred to as the “revenue requirement” or “cost of service.” The second step designs specific rates
that will eliminate discrimination against, and unfairness toward, affected classes of customers.

Government Guides Rates, Construction

Regulators once encouraged utilities to construct ample generating plants to satisfy vigorously
growing electric demand. During the late 1970s, however, electric demand slowed significantly as
that decade’s energy crises sparked large increases in electric rates. Meanwhile, the cost of nuclear

plant construction skyrocketed because of the Three Mile Island nuclear accident in Pennsylvania
in 1979.
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COST OF ELECTRICITY vs CONSUMER PRICES
(index, 1982-1984 = 100; quarterly data)
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In response to those developments, regulators often disallowed or delayed cost recovery for plant
investments deemed imprudent or unnecessary. In the wake of those disallowances, utilities
became hesitant to undertake major capacity-related construction projects, and many chose to rely
on power purchased from other generators.

When generating capacity appears unable to meet the levels of power required during periods of
great demand (such as during “above-normal” heat waves), resulting in significant power
shortages, utilities or independent power generators have found themselves compelled to increase
their generating capacity. This was the case with the California power crisis in 2000, which
resulted from the state’s insufficient power supplies; it led to an accelerated approval process for
new plants. A nationwide expansion of power plants ensued, resulting in an excess of power-
generating capacity. Meanwhile, demand was greatly reduced due to a longer-than-expected
weakness in the economy.

Rate Structures That Motivate

It has been argued that traditional utilities regulation—in which rates are based on the cost of
service, plus a risk component—does not give utilities an incentive to become efficient. Hence,
many states are examining the need to reform the cost-based framework.

Incentive Regulation Mechanisms

An alternative to cost-of-service ratemaking exists in the form of “incentive regulation
mechanisms,” which, at one point, were prevalent in the telecommunications industry. Through
incentive mechanisms, utility managements are given performance targets. If the utility exceeds its
target, it will share part of the resulting benefits through incremental increases in its allowed
return on equity (ROE). Examples of incentive-based ratemaking include performance-based
pricing, revenue sharing, and price-cap regulation.
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@ Performance-based pricing. Utilities that have settlement agreements on new nuclear plants or
nuclear plants that have suffered prolonged outages use this ratemaking mechanism. It entails
removing the plant from the rate base and extracting related operating expenses from those
included in the utility’s cost of service. Instead of earning a rate of return based on assets specified
by regulators, a utility using performance-based pricing earns a preset price per kilowatt-hour
(kWh) that the plant produces, making recovery dependent on plant performance. The most
notable example is Pacific Gas & Electric Co.’s Diablo Canyon nuclear plant in California.

# Revenue sharing. This method seeks to compensate a utility for greater-than-average risk when
its cost of capital is estimated. The utility is assured that benefits resulting from gains in
productivity or efficiency are shared between customers (in the form of lower rates) and
shareholders (as higher earnings). Some electric utilities in New York and California currently use
revenue sharing.

® Price-cap regulation. Common in the telecommunications industry, this regulation sets a ceiling
for consumer prices. The price cap is intended to cover a reasonable cost of service, while letting
utilities choose the most efficient way to provide that service. The choice of services that a utility
may offer a specific customer currently is subject to state regulatory review.

The Laws That Shape the Industry

Several pieces of federal legislation have shaped the US electric utilities industry over time. Below
are brief descriptions of some of these laws and their immediate and ongoing impact.

@ The Federal Power Act. Also enacted in 1935, this law created the Federal Power Commission
(later renamed the Federal Energy Regulatory Commission, or FERC) to regulate the interstate
transmission and sale of electric power, and to license hydroelectric plants.

@ The Public Utility Regulatory Policies Act (PURPA) of 1978. By the 1970s, the regulatory
framework that had been in place for some 40 years was in need of change. That decade’s energy
crises generated widespread support for reducing US dependence on nonrenewable sources of
energy in general and on foreign oil in particular.

To promote national self-sufficiency in energy consumption, Congress enacted PURPA in 1978.
As part of this legislation, the FERC was ordered to develop rules to encourage alternative energy
sources and cogeneration by creating qualifying facilities (QFs), a special class of independent
power producers (IPPs).

The small generators that QFs owned were exempt from Public Utility Holding Company Act of
1935 (PUHCA) restrictions. Utilities were required to purchase the firms’ electricity at prices
mandated by state regulators, typically set at the utility’s “avoided cost,” or the cost that an
electric utilities company would incur to produce or otherwise procure electric power. Although
PURPA did not exempt the larger IPPs from PUHCA, it nonetheless had a significant impact on

the growth of non-utility generation.

® The National Energy Policy Act (NEPA) of 1992. By reforming PUHCA, this law greatly
increased competition within the electric utilities industry at the level of both production and sale
of wholesale power; the latter having become the industry’s most lucrative business when demand
is high. Under NEPA, the FERC was empowered to direct an electric utility to provide wholesale
wheeling, or transmission service, at cost from any electricity-generating entity to another utility,
regardless of whether the transmitting entity is another utility or an IPP.
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Under NEPA’s terms, transmitting utilities must receive compensation for providing wholesale
wheeling services. The FERC sets rates for transmission service at a level that lets a company fully
recover the “legitimate and verifiable” costs of providing the service.

NEPA created an additional class of [IPP—the exempt wholesale generator, or EWG—that was
free from regulation under PUHCA provisions. Unlike IPPs of the past, however, EWG projects
could have investor-owned utilities as majority interests. Affiliated EWGs can produce and sell
electric power at the wholesale level; state commissions regulate these transactions. NEPA also
allowed EWGs to operate outside the US and to compete in foreign markets at the retail level.

Enactment of Electricity Legislation

In August 2005, President George W. Bush signed into law a comprehensive energy bill called the

Energy Policy Act of 2005 (EPAct 2005). The electricity portion of the new legislation—called the
Electric Reliability Act of 2005—made grid-reliability standards mandatory, repealed the PUHCA,
and authorized federal permits for transmission lines. The main electricity provisions contained in
the new law are outlined below.

Public Utility Holding Company Act Repealed

The legislation repealed the PUHCA of 1935. PUHCA was enacted to eliminate the abuses
committed by the holding companies of that period, such as excessive charges for “services”
provided to the operating utilities that were then passed on to the consuming public. PUHCA
restricted the non-utility activities of holding companies and required that the service territories of
the utility operating companies be contiguous.

The law required that holding companies maintain and make available (to both the FERC and the
appropriate state commissions) any books and records deemed relevant to the costs incurred by a
utility within a holding company. In addition, both the FERC and the state commissions would
maintain their authority to ensure that jurisdictional rates were just and reasonable, to prevent
cross-subsidization, and to determine whether a utility would be allowed to recover, via rates,
costs related to another company within the holding company.

While new mergers still require approval by the FERC and state utility commissions, the
legislation required the US Department of Energy (DOE) to review the extent to which the FERC’s
merger authority was duplicative of other federal and state merger authorities, and imposed
statutory deadlines intended to accelerate the merger review process.

Establishment of Electric Reliability Organizations

To address reliability issues highlighted by the power blackout of August 2003, the new law made
several amendments to the Federal Power Act of 1935. It created a new section in the law, Section
215, which calls for the establishment of a self-regulating, electric reliability organization (ERO)
under the jurisdiction of the FERC. The law also authorized the FERC to establish ERO
requirements, including regulations allowing the ERO to delegate authority to a regional entity for
the purpose of proposing and enforcing standards that would ensure the reliability of the bulk
power system.

Although the EROs and any regional entities given enforcement authority would not be
considered departments or agencies of the US government, the FERC was authorized to take
whatever actions it considered necessary to ensure compliance with reliability standards or related
commission orders. The law does not preclude individual states from taking actions aimed at
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ensuring the reliability of the bulk power systems situated in those states, as long as those actions
are consistent with the reliability standards.

The Regulator’s Role

The FERC, a division of the DOE, exercises jurisdiction over wholesale utility sales and certain
transactions between affiliated companies. It also oversees utilities’ issuance of certain stock and
debt securities, the assumption of obligations and liabilities, and mergers.

State public utility commissions regulate electricity sales to end-use customers, such as
homeowners and businesses. Regulation seeks to ensure that consumers receive reliable service at
a fair price. It gives each utility the opportunity—not a guarantee—to earn an adequate return so
that it can attract new capital to develop and expand plants to meet customer demand. Regulation
also aims to ensure public safety and to prevent unreasonable prices, excessive earnings, and
discrimination against customers.

Regulated Monopolies Move Toward Competition

In the past, individual companies operated as natural monopolies. In theory, a natural monopoly
should provide economies of scale, efficient service, and lower prices. However, if the owners of
such a monopoly control an essential resource, they can profit excessively. The federal
government regards the supply of electricity as a necessity; thus, federal and state governments
have long supervised the industry through close regulation.

“Regulatory compacts” have enabled states to grant investor-owned utilities exclusive service
territories in exchange for the utility’s “obligation to serve” all consumers in that territory on
demand. This obligation requires utilities to build, operate, and maintain generating plants, and
transmission and distribution systems that would service all present and future customers. Such
franchise agreements allow the highly capital-intensive utility companies to raise the necessary
financing, recover their fixed costs over time from a stable customer base, and enjoy increased
efficiency through economies of scale.

The pricing process is the most significant difference between regulated utilities and competitive
enterprises. Whereas market forces and competition determine how much an unregulated
company can charge for its products or services, a state regulatory commission establishes a
utility’s rates in a rate-case proceeding. Once set, rates generally do not change without another
rate case.

While the wholesale power market has been opened up to competition in many states, the
scandals related to Enron and other power marketing operations have helped many state
regulatory commissions decide not to pursue deregulation of generation assets. S&P Global
Market Intelligence also expects interstate electric transmission to remain regulated by FERC in
the US, and electric distribution to remain completely regulated by the localities and states in
which they provide service due to the local monopolies granted to them by the regulators.

FERC Rulings Pulled the Plug on Monopolies

In March 1995, the FERC released a watershed Notice of Proposed Rulemaking (NOPR), alerting
the industry that it had targeted the wholesale power market for deregulation and was about to
issue new rulings on open access transmission. (A NOPR is a notice to the industry that the FERC
is revising its regulations and will release an official ruling later.)

INDUSTRY SURVEYS ELECTRIC UTILITIES / FEBRUARY 2016 53



RWP-23
McKenzie
Page 54 of 76

On April 24, 1996, the FERC issued the expected rulings, which consisted of two separate orders.
The first, Order 888, addressed both open access and stranded-cost issues. The second, Order
889, required electric utilities to establish electronic systems to share information about available
transmission capacity.

The FERC rulings initially targeted the wholesale power market, where electric power is provided
to utilities, which then distribute it to the retail market. The agency believed that, in the long term,
the rulings would reduce the need to regulate bulk power sales. It expected the opening of the
transmission system to increase competition and lower prices by eliminating the power generation
monopoly at the electric plant level.

@ Order 888. This order addressed two principal issues: transmission service and “stranded costs.”

Transmission service. Order 888 required public utilities that own, control, or operate
transmission lines to provide transmission service for wholesale transactions on an open,
nondiscriminatory basis. The order set guidelines for efficient operation of the transmission
system, and for terms and conditions of service. It required utilities to file open access
transmission tariffs stating the minimum conditions under which they can provide both network
and point-to-point service. Order 888 did not mandate either corporate unbundling or divestiture
of assets, but it did establish standards of conduct to ensure this functional unbundling.

In issuing this order, the FERC supported the concept of independent system operators (ISOs),
although it did not require utility companies to join them. Each ISO controls the operation of
interconnected transmission facilities within a certain region. It also is responsible for ensuring
nondiscriminatory, open access transmission, as well as the planning and security of the utilities’
combined bulk transmission systems.

Stranded costs. This term refers to the money a utility could lose if it were unable to recover its
investment in generating plants, and/or other deferred costs, such as those incurred when a
wholesale customer switches providers or types of service. In Order 888, the FERC endorsed the
principle of full recovery of prudently incurred wholesale stranded costs. The FERC thus
reaffirmed its view that utilities should be able to recover these costs from departing customers by
negotiating remedies before the end of the contract.

@ Order 889. Also known as the Open Access Same-Time Information System (OASIS) rule,
Order 889 required electric utilities to do two things. First, each utility must make available
electronically, to other utilities and electricity providers, certain information about its
transmission systems—the information that it would use for its own wholesale power
transactions. Second, each utility’s wholesale power marketing must be administered and
accounted for separately from its transmission operation functions, enabling customers to
compare prices for these services—a change from past practices, when the services were bundled.

@ Order 2000. Although orders 888 and 889 encouraged the formation of ISOs, they still left
management of the transmission grid to the vertically integrated electric utilities. The FERC
eventually concluded that this structure was not efficient or reliable enough to support the
development of genuinely competitive electricity markets.

To promote efficiency in wholesale electricity markets and to ensure that consumers pay the
lowest possible price for reliable service, the FERC issued Order 2000 in December 1999. Its
objective was to encourage all public and nonpublic electric utilities to place their transmission
facilities under the independent control of a regional transmission organization (RTO). The
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function of an RTO is to control the transmission grid in a given regional territory, thus assuring
nondiscriminatory access while increasing efficiency and reliability. Although similar in concept to
the ISO, the RTO would have more authority to eliminate discrimination.

Order 2000 established the minimum characteristics and functions for an RTO: independence
from market participants, a sufficient geographical scope and regional configuration, a clear
operational responsibility and authority, and the ability to assure short-term reliability. The order
encouraged a collaborative process whereby all utilities that own, operate, or control interstate
transmission facilities could consider and develop RTOs in consultation with state officials.

@ Order 890. The EPAct 2005 authorized the FERC to prescribe rules to provide for the
dissemination of information about the availability and price of wholesale electric power and
transmission service. The FERC strongly believed that, more than 10 years after Order 888, the
open access transmission tariffs (OATTs) contained flaws that undermined its core objective of
preventing undue discrimination by transmission owners. To change this, the FERC issued Order
890 on February 16, 2007—authorizing several reforms.

First, it eliminated the wide discretion that transmission providers have in calculating available
transfer capacity. Second, it required an open, transparent, and coordinated transmission-planning
process. Third, it increased the efficient utilization of transmission by eliminating artificial barriers
(such as denying a request for long-term, point-to-point service if the request cannot be granted in
an hour). Fourth, it facilitated the use of clean energy resources, such as wind power, through
reforming generator imbalance charges (since these resources have limited ability to control their
output). Last, Order 890 increased the clarity of OATT requirements and strengthened
compliance and enforcement efforts by adopting penalties for clear violations of an OATT.

Industry Accounting Quirks

The industry’s regulated nature has given rise to unique accounting practices. In particular, several
significant “noncash” items can dramatically alter a utility’s earnings. Historically, the most
notable noncash component in accounting has been the allowance for funds used during
construction (AFUDC). If state regulators do not include a utility’s construction work in progress
(CWIP) in the calculation of its rate base (upon which the utility is allowed to earn an actual
return), the utility records an AFUDC on its income statement. This is an income credit
representing construction financing costs. Once the facility is placed into operation, a return will
be earned on the portion of those costs included in the rate base. The costs not included in the rate
base will be recovered over the life of the facility through depreciation charges.

AFUDC amounts are added to a plant’s costs. Like other construction expenditures, they are
depreciated over time. During periods of heavy construction, AFUDC could represent a
substantial portion of utility earnings, but are of much less significance during periods of limited
construction spending.

Another source of noncash earnings is multiyear phase-ins of rate hikes given to utilities to cover
costs for new generating plants. This practice generates noncash earnings in that the reported
“earnings” do not include the related expense that has been recorded as an asset on the balance
sheet under deferred charges. By phasing in these large rate increases, regulators lessen the “rate
shock” to customers. To avoid the negative earnings impact from enormously expensive projects,
utilities can defer the recording of these costs while new rates are phased in. Such deferred
amounts then are amortized and recovered over time.
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Many state commissions require or allow utilities to create “regulatory assets” by deferring the
recording of some costs—such as those related to damages from severe storms, clean air
expenditures, and demand-side management energy-efficiency programs—until the next general
rate increase. For some utilities, the next expected general rate increase might be years away, so
reported earnings would be affected only in the long term. However, the deferred costs hurt the
quality of near-term earnings, because the earnings do not fully reflect the costs of that period.
Suppose, for example, that a company incurs a $100 million expense for repairing storm damage.
The company’s current reported earnings would not be affected because the expense has been
deferred, but this compromises the quality of those earnings. Regulatory assets are only
appropriate if it is probable that they will be amortized and recovered once the next rate increase
becomes effective.
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KEY INDUSTRY RATIOS AND STATISTICS

# Allowed ROE, allowed ROA, and equity ratio. These statistics are relatively common inputs
for setting regulated utility electricity rates. The higher the allowed return on assets (ROA), and
the lower the allowed equity-to-total-capitalization ratio, then the higher the allowed return on
equity (ROE) will be.

# Cooling and heating degree days. Cooling and heating degree days are measures of the average
temperature for a given period. Mean temperatures below a reference temperature, usually 65
degrees Fahrenheit, result in heating degree days; those above the reference temperature result in
cooling degree days. Reported by both the Edison Electric Institute (EEI) and the Climate
Prediction Center of the National Weather Service, these statistics have an important bearing on
utility earnings, in that electricity delivered typically increases when it is hotter than normal in the
summer or, to a much lesser extent, when it is colder than normal in the winter.

# Electricity rates. These rates, generally set by regulatory authorities, are the price charged by
electric utilities for the electricity that they deliver. Rates at vertically integrated utilities
incorporate both the production and distribution of electricity.

® Generating capacity total and capacity by fuel source. Most electric utilities are still vertically
integrated. Those that are integrated have power plants that generate electricity to be sold to their
own customers or into wholesale electric markets. Hydro, nuclear, and coal plants, as well as
some combined-cycle natural gas plants tend to run 24/7, while smaller peaking plants tend to run
only when electric demand is highest and intermittent power sources, such as solar and wind, tend
to run whenever they are available.

# Interest rates. The regulated and capital-intensive nature of the electric utilities industry makes
the financial performance of these companies very sensitive to the level of interest rates and
available returns. Utility rates are based on operating costs, capital investments, and the cost of
capital. Changes in overall market rates affect utility rates via the cost of debt and the allowed
ROE. When market rates drop substantially, utilities rates are likely to be lowered as financing
cost savings are passed on to customers.

In addition, income-oriented investors are sensitive to interest rates when evaluating a utility
company’s shares. If interest rates are rising, these investors may be able to receive comparable
returns elsewhere and, consequently, would be less likely to purchase a utility stock that did not
provide a comparable yield.

@ Key demographic and housing statistics. Demographic trends can influence an electric utilities
company’s customer base. New household formations and the rate of new housing construction
are the key sources of residential customer growth. The US Census Bureau reports household
formations, while the US Department of Commerce reports housing starts monthly.

@ Total electricity delivered and electricity delivered by customer class. Electric deliveries are
ultimately the main volume driver of utility revenues. Rates charged (prices) for electricity
delivered also help to determine electric utilities revenues. Each customer class typically has a
certain rate for electricity, with residential users typically paying the most and large industrial
users paying the least.
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# US gross domestic product. Reported quarterly by the US Department of Commerce, gross
domestic product (GDP) is a broad measure of aggregate economic activity. It is the market value
of goods and services produced by labor and capital in the US. Growth in the economy is
measured by changes in inflation-adjusted (or real) GDP.

Changes in demand for electricity closely mirror the rate of economic growth. However, weather
patterns can cause swings in electric consumption. In addition, demand growth for an individual
utility company depends heavily on economic trends within its geographic region.

REAL GDP AND TOTAL KILOWATT-HOUR SALES
(1980=100)
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*Data through October.
Sources: US Departmentof Commerce; US Departmentof Energy.
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HOW TO ANALYZE A COMPANY IN THIS INDUSTRY

The job of analyzing an electric utilities company is becoming increasingly complex as the
industry moves toward a deregulated, competitive marketplace. A fair assessment now requires
much more than a look at the dividend yield (the annual dividend divided by the stock price).
When evaluating a company in this industry, it is as important to assess the utility’s underlying
business position as it is to determine its current financial health.

Qualitative Factors

Important factors that affect an electric utilities company’s business position include the following:

Location

The ideal environment for a utility is one in which a robust economy attracts new businesses that,
in turn, contribute to above-average population growth. Is economic activity in the utility’s service
region healthy and growing? What is the area’s outlook for population growth and new housing
starts? What are the forecasts for future regional demand?

Customer Mix

A utility’s customer base has an important bearing on its profitability level. A utility with a large
industrial and commercial load should be viewed with caution, because these customer classes
expose the utility to competition. A large residential customer base, in contrast, provides a more
stable and predictable earnings stream. (The introduction of residential competition is not likely to
affect this situation any time soon; most residential customers are expected to remain with their
current utility.)

If any single wholesale or retail customer accounts for a significant portion of a utility’s sales, the
analysis must focus on the stability of that customer and on the utility’s competitive position—its
prospects for retaining that company’s business.

Competitive Position

A company’s rates and its ability to lower production costs generally determine its position
relative to competitors. A high-volume customer could choose to relocate to a different service
area with lower rates or to buy power from an independent producer. A large industrial customer
could turn to self-generation or nontraditional energy sources.

How do the utility’s production costs and rates compare with those of other utilities in the same
region and with the national average? Examine the utility’s plans for capital additions. How much
is it expecting to spend? How will its plans be funded? As competition increases, utilities must
become even more careful about capital additions, questioning whether the future customer base
will support the additional costs.

Fuel Mix and Supply

A utility company’s ability to alter its generating sources (such as coal, nuclear power, hydroelectric
power, gas, and oil) defends it against supply disruptions or price spikes in a particular commodity.
It also lets the company take advantage of changes in fuel costs. Conversely, a lack of flexibility in
fuel supply restricts a company’s options if the environment changes.

INDUSTRY SURVEYS ELECTRIC UTILITIES / FEBRUARY 2016 59



RWP-23
McKenzie
Page 60 of 76

Plant Operations

Areas for analysts to consider include the various costs to run the plants, the reliability of the
operations, and the quality of the service. Have there been any unscheduled outages? What are the
current estimates of remaining plant life and decommissioning costs? Will it be profitable to run
the plant(s) in a competitive market? Does the company have idled or excess capacity? If so, what
are its plans?

In addition, look at the utility’s transmission access. Is it adequate for current demand? Is the
company locked into any long-term purchase power contracts with high-price non-utility
generators? If competition drives down the industry’s production costs and market prices, the
utility would suffer from contractual obligations to purchase power at above-market rates.

Business Strategy

The electric utilities industry offers little in the way of domestic growth prospects, given its
maturity. For that reason, many utilities had attempted to achieve growth through investments in
wholesale energy marketing and trading operations, and/or other energy-related businesses, as
well as in utilities in foreign countries. Such ventures, however, added a significant risk
component to their operations, and often resulted in serious economic losses and even bankrupt
businesses. One must determine whether the utility’s business strategy and management are
conservative or aggressive, and whether they are appropriate in light of the company’s strengths
and culture, and the opportunities available to it.

The Regulatory Environment

Electric utilities’ activities remain subject to extensive state and federal regulation, despite the
eventual arrival of retail competition. Regulated areas include consumer rates, allowed rates of
return, the safety and adequacy of service, the purchase and sale of assets, accounting systems,
and the issuance of securities.

Therefore, it is important to study the trends at the regulatory commissions that have jurisdiction
over a utility. Compare the recent average return on equity (ROE) that the commission authorized
for the utility with the amount the utility requested. Was the ruling favorable? If not, why? Is
there a possibility of a rate decrease? When will the next rate increase (or decrease) be filed? What
other major issues will be addressed?

What are the local commission’s views on retail competition and regulatory reform? On stranded-
cost recovery, demand-side management programs, and clean air compliance? All of these factors
can affect a utility’s ultimate revenues.

Evaluating the Income Statement

At this point, one should have a good idea of how well the utility being analyzed is positioned to
compete in the current changing environment and its own particular markets. Now it is time to
look at the financial statements, beginning with the income statement.

Revenue Growth

Revenue growth for utilities is somewhat predictable because of regulatory constraints on price
increases. Nevertheless, it is still important to study past sales trends and expectations for the
future. Did growth come from a rate hike or from increased weather-related demand? Is the
economy improving and is the population growing in the utility’s service area?
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Operating Expenses

Fuel is the largest and most variable item on a utility’s list of operating expenses, and it is often
the least controllable. Note whether the company has been able to pass along higher fuel costs to
customers. Pay close attention to nonfuel expenses, and particularly to how they compare with
revenues. An improving trend in operating and maintenance costs usually indicates that a
company is focusing on streamlining its operations and controlling costs.

Noncash Items

Unique to the analysis of utility companies are certain noncash items that can make a big
difference in the quality of reported earnings. These items include the treatment of deferred
income taxes, deferred expenses, phase-ins, depreciation and amortization, and the allowance for
funds used during construction (AFUDC). If any of these items constitutes a significant portion of
reported earnings, the results may be overstated or unsustainable.

Study the trends in depreciation and amortization charges. Given the current competitive
environment and the possibility of stranded investments, many utilities are accelerating the write-
down of at-risk assets. A higher depreciation rate depresses a utility’s current net earnings, but
analysts view the tactic as a positive step, because accelerated depreciation helps a utility recover
the costs of its investments more quickly.

Non-Operating Expenses

Because the utilities industry is extremely capital-intensive, interest payments are its most
significant non-operating expense. Since the mid-1980s, however, interest costs have trended
downward, largely because industry overcapacity has resulted in reduced capital expenditures and
construction. If interest expenses are increasing, find out why.

STATEMENT OF INCOME—INVESTOR-OWNED UTILITIES
(in millions of dollars, except as noted)

ITEM ---3RD QTR ---- % CHG.
2014 2015
Total electric operating revenues* 98,019 95,935 (2.1)
Electric operating expenses
Energy expenses 34,453 31,853 (7.5)
Operations & maintenance 22,679 22,865 0.8
Depreciation & amortization 10,510 10,715 2.0
Taxes (other than income) 4,322 4,451 3.0
Other operation & maintenance 3,927 3,237 (17.6)
Total operating expenses 75,890 73,122 (3.6)
Total utility operating income 22,129 22,814 3.1
Total other recurring revenue 1,543 80 (94.8)
Nonrecurring revenue 468 74  (84.1)
Netinterest expense 5,532 5,635 1.9
Other expenses (20) 103 NM
Nonrecurring expenses 859 4,297 400.3
Netincome before taxes 17,769 12932 (27.2)
Netincome before extraordinary items 12,451 8,907 (28.5)
Total extraordinary items 344 (191) NM
Netincome 12,793 8,716  (31.9)

*Revenues are adjusted for intra-industry sales for the resale
of electricity. NM-Not meaningful.
Source: Edison Electric Institute.
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Balance Sheet and Cash Flow Measures

The capitalization ratio, debt ratings, cash flow, and ROE are all measures of a company’s
financial strength and performance.

BALANCE SHEET DATA—INVESTOR-OWNED UTILITIES
(in millions of dollars)

ITEM ---- 3RD QTR ---- % CHG.
2014 2015
ASSETS

Utility plant
Gross property & equipment 1,215,693 1,271,824 4.6
Accumulated depreciation 378,359 385,958 2.0
Net property in service 837,334 885,866 5.8
Construction work in progress 50,212 53,119 5.8
Net nuclear fuel 8,443 8,892 5.3
Other property 8,197 7,544 (8.0)
Net property & equipment 904,186 955,421 5.7
Current assets 128,674 127,806 (0.7)
Investments 87,166 86,412 (0.9)
Other assets 202,799 218,348 7.7
Total assets 1,322,826 1,387,987 4.9

CAPITALIZATION & LIABILITIES

Common equity 352,319 356,429 1.2
Nonredeemable preferred equity 55 55 0.0
Noncontrolling interests 6,698 8,041 20.1
Total shareholders' equity 359,071 364,525 15
Short-term debt 25,468 25,337 (0.5)
Current portion of long-term debt 23,301 34,260 47.0
Short-term and current long-term debt 48,769 59,597 22.2
Accounts payable and accrued expenses 54,513 55,865 25
Other current liabilities 34,622 35,450 2.4
Current liabilities 137,904 150,912 9.4
Deferred taxes 138,015 142,173 3.0
Noncurrent portion of long-term debt 447,135 464,964 4.0
Other liabilities 239,620 268,188 11.9
Total liabilities 962,674 1,026,236 6.6
Total mezzanine level 1,081 865 (20.0)
Total liabilities and equities 1,322,826 1,391,626 5.2

Source: Edison Electric Institute.

Capitalization Ratios

When analyzing a utility’s balance sheet, pay close attention to the capitalization ratio, which
measures long-term debt as a percentage of capital. Historically, utilities have been highly
leveraged. The main factors influencing the level of debt are the level of capital expenditures,
particularly construction expenditures, and the cost of debt compared with the value of the
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company’s common stock. (A company will not issue new shares if its stock price is relatively
low.) Companies with strong balance sheets will have more flexibility to further reduce their debt,
invest in their non-regulated businesses, and/or increase their dividends.

Debt Ratings

A debt rating measures a company’s financial position and its ability to repay debt. The Standard
& Poor’s ratings for a utility’s debt securities are a good indication of a company’s financial
security. Analysts should look for any trends in these ratings over time. Have they changed for the
better or the worse?

Although a high debt rating is usually desirable, it is not always the best news for shareholders.
For example, a company that focuses on using earnings (cash) to pay off debt may do so at the
expense of common stock dividend payments. As a rule, however, low debt ratings are not
desirable. Companies with low ratings often find it hard to raise capital; they also incur high
interest payments to finance capital improvements. If the stock price is low enough, however, the
utility’s shares may be attractive to investors.

Cash Flow

A review of cash flow trends helps to reveal the health of an electric utility. For an equity analyst,
it is more important to look at free cash flow—what is left after interest and dividend payments
have been made. A company struggling with cash flow problems may have to consider cutting
dividends or freezing dividends at current levels to preserve funds.
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CASH FLOW STATEMENT—INVESTOR-OWNED UTILITIES
(in millions of dollars)
ITem e 3RD QTR ------ % CHG.
2014 2015
CASH FLOWS FROM OPERATING ACTIVITIES
Netincome 12,763 8,721 (31.7)
Depreciation and amortization 11,699 11,444 (2.2)
Deferred taxes and investment credits 4479 2,554 (43.0)
Operating changes in AFUDC (318) (326) NM
Change in working capital 1,443 3,156 118.7
Other operating changes in cash 47 4976 10,424.9
Net cash provided by operating activities 30,113 30,524 1.4
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (23,673) (24,356) NM
Net non-operating asset sales and purchases 47 (2,972) NM
Change in nuclear decommissioning trust (228) 143 NM
Investing changes in AFUDC 36 29 (17.3)
Other investing changes in cash 355 (448) NM
Net cash used in (provided by) investing activities (23,463) (27,604) NM
CASH FLOWS FROM FINANCING ACTIVITIES
Net change in short-term debt (4,063) (2,465) NM
Net change in long-term debt 3,977 4,348 9.3
Proceeds from issuance of preferred equity 18 337 1,772.2
Preferred share repurchases - (419) NM
Net change in preferred issues 18 (82) NM
Cash flow: proceeds from issuance of common equity 1,010 3,197 216.4
Cash flow: common share repurchases (107) (117) NM
Net change in common issues 904 3,080 240.9
Dividends paid to shareholders (5,269) (5,454) NM
Other financing changes in cash (243) 50 NM
Cash flows from financing activities (4,676) (524) NM
Other changes in cash (9) (8) NM
Netincrease (decrease) in cash and cash equivalents 1,965 2,389 21.6
Cash and cash equivalents at beginning of period 17,268 19,292 11.7
Cash and cash equivalents at end of period 19,233 21,681 12.7
NM-Not meaningful. AFUDC-Allowance for funds used during construction.
Source: Edison Electric Institute.
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Return on Equity

If a utility’s ROE is too low, the analyst must determine if it was caused by mild weather or the
absence of a needed rate hike—or if the utility is poorly operated. Conversely, too high an ROE
could cause regulators to seek a rate cut. For firms in the S&P Composite 1500 Electric Utilities
Index, the average ROE generally ranges between 10% and 13 %, although the average is slightly
below that range for 2015.

Valuation Measures

Stock price figures as a variable in the measures described below, so they indicate the market’s
valuation of a company’s current and potential future performance.

Market-To-Book Ratio

The market-to-book (or price-to-book) ratio is used to measure shareholder confidence in a
company’s prospects. It is calculated by dividing the company’s current market price per share by
the company’s book value per share. A low market-to-book ratio could mean that a company has
assets, such as nuclear generation facilities, that are no longer economically viable. For firms in
the S&P electric utilities index, shares normally trade between one and two times the company’s
book value per share.

P/E Ratio and Dividend Yield

To evaluate the current market price of the utility’s shares, look at the price-to-earnings (P/E) ratio
and the dividend yield. Is the P/E ratio greater or less than the expected sustainable growth rate of
the company’s earnings? How does the P/E compare with the industry average? Investors tend to
pay a higher P/E and to accept a lower dividend yield from the shares of a company with earnings
that are expected to rise rapidly.

For firms in the S&P electric utilities index, shares normally trade between 12 and 18 times the
company’s projected earnings per share (EPS). These shares tend to trade at a discount to the market
multiple because of the slow-growth nature of utilities’ regulated operations. Dividend yields
normally range from 3% to 6%. Because of these higher-than-average dividend yields, dividend
income is an important component of investors’ total return on electric utilities stocks. The
importance of the dividend was significantly increased in May 2003, when President Bush signed
legislation that cut the tax rate on dividend income from the earned income rate to a 15% rate.

Despite the importance of the dividend (especially for income-oriented investors), electric utilities
stocks are much less interest-rate sensitive than they were in the past. In fact, the value of electric
utilities stocks declined in both 2001 and 2002, despite a significant decline in interest rates. This
primarily reflects the perception of investors that other sectors may benefit more from a drop in rates.

In 2007, although there was a coincidence between the decline in interest rates and the rise in
utility stocks, S&P Global Market Intelligence thinks the latter was more affected by the weakness
of the overall market. Utility stocks appear to benefit the most—as they did in 2004, 2005, and
2007—when the broader market is in a state of decline or uncertainty and investors are looking
for a “safe haven” for their investments.

INDUSTRY SURVEYS ELECTRIC UTILITIES / FEBRUARY 2016 65



RWP-23
McKenzie
Page 66 of 76

GLOSSARY

Allowance for funds used during construction (AFUDC)—On the income statement, this noncash item represents the
estimated composite interest costs of debt and the allowed return on equity (ROE) used to finance a utility’s construction. AFUDC
is capitalized in the property accounts.

Avoided Cost—The cost that an electric utility would normally incur to produce or procure electric power, but which it does not
incur because it has purchased that power from a qualifying facility.

Baseload—The minimum constant level of electric power delivered or required in a given time period.

Baseload unit—An electricity-generating plant, or a generating unit within a plant, that normally is operated continuously to
meet the system’s minimum constant level of electric demand.

Construction work in progress (CWIP)—A balance sheet account that shows all costs associated with the construction of
new utility facilities until these facilities are placed in service. These costs may or may not be included in the rate base.

Cost of capital—The sum of the weighted cost of capital for each funding source: long-term debt, preferred stock equity, and
common stock equity.

Cost of service—In public utility regulation, the total costs incurred to supply utility service; it is the chief determinant of the
rate of return allowed a utility.

Cycling unit—An electricity-generating plant, or generating unit within a plant, that can vary its level of operation in response
to changes in electric demand. Cycling units are intermediate load units that are usually used to meet demand that exceeds the
baseload (the minimum constant level of demand).

Decommissioning costs—Expenses incurred in the removal and disposal of components of a nuclear power plant that has
permanently stopped producing electricity.

Degree day—A unit of measure expressing the extent to which temperatures vary from a specific reference temperature
(usually 65 degrees Fahrenheit) during a given time period; each degree above or below the benchmark equals one degree day.
Thus, a given period (month, quarter, or year) during which the mean temperature is 55 degrees would be considered as 10
heating degree days. This usually would be compared with the prior period and the historical average.

Demand-side management—The planning, implementation, and monitoring of utility activities designed to encourage
consumers to modify patterns of electricity usage.

Deregulation—The process of decreasing or eliminating government regulatory control over industries in the expectation that
competitive forces will drive the market.

Disallowance—A regulatory body’'s determination that certain costs a utility incurred are not recoverable from the utility’s
customers through rates. Such costs could include those that regulators find to be unwise, excessive, unaccounted for, or caused
by lack of proper foresight.

Electric distribution system—The portion of an electric system dedicated to delivering electric energy to end-users. It links
the transmission system and most customers.

Electric transmission—The transportation of bulk quantities of electric energy, via electric conductors, from generation
sources to an electric distribution system, a load center, or an interface with a neighboring control area.

Firm power—Power or power-producing capacity intended to be available at all times during the period covered by a
guaranteed commitment to deliver, even under adverse conditions.
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General rate case—The major regulatory proceeding during which regulators examine in depth a utility’s costs and operations,
as part of the overall process of determining utility rates.

Generator—A machine that converts mechanical energy into electrical energy; also, a company that uses such machines to
generate electrical energy.

Gigawatt—A unit of power or capacity equal to one hillion watts.

Independent power producers (IPPs)—Non-utility power-producing entities that are not qualifying facilities (QFs); they
typically sell the power they generate to electric utilities at prevailing wholesale prices. The utilities then resell this power to
their customers.

Independent system operators (ISOs)—An entity formed to control and operate a regional transmission system; the
individual parts of the system have different owners. Commissions in each state determine the rules for ISOs.

Interruptible load—Program activities that can interrupt consumer load at seasonal peak times, in accordance with contractual
arrangements.

Kilowatt—A unit of power or capacity equal to one thousand watts.

Load—The amount of power carried by a utility system or subsystem, or the amount of power consumed by an electric device at
a specified time; also referred to as demand.

Load factor—The ratio of the actual electric energy consumed during a given time period to the consumption that would have
occurred at the peak demand level.

Megawatt—A unit of power or capacity equal to one million watts.

Natural monopoly—Businesses that are monopolies because of underlying industry attributes. Natural monopolies typically
occur in industries in which a large capital investment is required to produce a single unit of output, making it difficult for new
businesses to enter the market.

Network service—This involves sales to a third-party bulk power marketer; point-to-point service is a wholesale transaction to
a specific utility.

Peak demand—The maximum amount of electricity required during periods of highest usage.

Peak load—The maximum amount of energy carried by a utility system during a specific period. Peak load determines the
required system capacity.

Peaking unit—An electricity-generating plant (or a generating unit within a plant) designed to produce electric energy on short
notice and for relatively brief periods. Peaking units are used when all other units and energy sources are operating at their
maximum capability.

Power pool—An association of two or more interconnected electric systems that have agreed to coordinate operations, and to
plan for improved reliability and efficiencies.

Price-cap regulation—A system of limiting rates based directly on a measure of prices (such as the consumer price index)
without regard to a utility’s costs.

Rate base—The value of property upon which a utility is allowed to earn a specified rate of return as established by a
regulatory authority.

Rate of return (ROR)—The return earned by or allowed a utility enterprise, calculated as a percentage of the utility’s rate base.

Rate structure—The combined rate components and designs a utility uses to hill its various classes of customers.
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Reserve margin—The difference between an electric utility’s system capability and anticipated peak load during a specified
period, measured either in megawatts or as a percentage of peak load.

Revenue requirement—The total amount of money a utility must collect from customers to pay all operating and capital costs,
and to receive a fair return on investment.

Scheduled outage—The shutdown of a generating unit, transmission line, or other facility for inspection or maintenance, in
accordance with an advance schedule.

Stranded costs—The Federal Energy Regulatory Commission (FERC) defines stranded costs as any legitimate, prudent, and
verifiable cost incurred at the wholesale level that is no longer economically viable in a competitive environment. In practice, the
term generally refers to high-cost purchased power obligations to certain non-utility generators.

Tariff—Public schedules detailing utility rates, rules, service territories, and terms of service, filed for official approval with a
regulatory agency.

Transformer—A device that changes the voltage of alternating current electricity.

Turbine—A machine for generating rotary mechanical power from the energy of a stream of a fluid, such as water. The
rotational energy is then used to operate an electric generator or other device.

Used and useful—A regulatory concept for determining whether a utility plant is eligible for inclusion in a utilitys rate base.
This determination is generally made when a project becomes operational.

Watt—The basic unit for measuring electric power.

Wholesale sales—Energy supplied by a utility or independent power producer to other electric utilities, cooperatives,
municipals, and federal and state electric agencies for resale to the ultimate customers.

Wholesale wheeling—The provision of transmission service for any electricity-generating entity that sends power to another
utility.
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PERIODICALS

Megawatt Daily
http://www.platts.com/products/megawatt-daily
Daily newsletter; covers industry news.

Public Utilities Fortnightly
http://www.fortnightly.com
Monthly; covers the electric and gas utilities industries.

TRADE ASSOCIATIONS

Edison Electric Institute (EEI)

http://www.eei.org

Supplies industry statistics and information on electric
utilities industry issues.

National Association of Regulatory Utility
Commissioners (NARUC)

http://www.naruc.org

Represents individual states’ viewpoints on regulation.

North American Electric Reliability Corp. (NERC)
http://www.nerc.com

Not-for-profit organization formed in 1968 by the electric
utilities industry to promote the reliability and adequacy of
North America’s bulk power supply.

INDUSTRY CONSULTANTS

Platts

http://www.platts.com

Consulting and publishing firm that collects strategic
energy information. Platts is a unit of McGraw Hill
Financial.

GOVERNMENT AND REGULATORY AGENCIES

Federal Energy Regulatory Commission (FERC)
http://www ferc.gov

Independent five-member commission within the US
Department of Energy (DOE); regulates interstate and
wholesale electric power rates (tariffs) and transactions,
hydroelectric licensing, and interstate natural gas pipeline
companies.

US Department of Energy (DOE)
http://www.energy.gov

A position in the US Cabinet comprising the Office of the
Secretary of Energy and the FERC.

US Energy Information Administration (EIA)
http://www.eia.gov

Agency within the US Department of Energy (DOE);
supplies publications and statistics on the electricity
industry.

US Environmental Protection Agency (EPA)
http://www3.epa.gov

Independent federal agency that formulates and enforces
policies and regulations aimed at the protection of human
health and the environment.

US Nuclear Regulatory Commission (NRC)
http://www.nrc.gov

Independent federal agency that regulates civilian uses of
nuclear materials in the US. The NRC's main functions
include inspecting plant operations, reviewing and issuing
construction and operating licenses, and researching
regulatory and standards development.
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COMPARATIVE COMPANY ANALYSIS

Operating Revenues

Million $ CAGR (%) Index Basis (2004 = 100)
Ticker ~ Company Yr. End 2014 2013 2012 2011 2010 2009 2004 10-Yr. 5-Yr. 1-Yr. 2014 2013 2012 2011 2010
ELECTRIC UTILITIES}

ALE  § ALLETEINC DEC 11368 F 1,0184 F 9612 F 9282 F 906.3 F 759.1 F 7514 CD 42 84 116 151 136 128 124 121
AEP  [] AMERICAN ELECTRIC POWER CO DEC 17,0200 F  15357.0 F 149450 F 151160 F 144270 F 134890 F 14,0570 DF 19 48 108 121 109 106 108 103
CNL  t CLECO CORP DEC 172695 AF  1,09.7 F 9937 F 11173 F 1,148.7 F 853.8 F 7458 DF 55 83 158 170 147 133 150 154
DUK  [] DUKEENERGY CORP DEC 239300 DF 245490 F 196240 AF 145290 F 142720 DF 127310 F 225030 DF 06 135 (2.5) 106 109 87 65 63
EX  [] EDISONINTERNATIONAL DEC 134130 F 125810 F 11,8620 DF 12760.0 F 124090 F 123610 DF 10,199.0 AC 28 16 66 132 123 116 125 122
EE § EL PASO ELECTRIC CO DEC 9175 F 890.4 F 852.9 F 9141 F 8773 F 8280 F 7086 F 26 21 31 129 126 120 129 124
ETR  [] ENTERGY CORP DEC 124949 F 11,3909 F 10,3021 F 112291 F 114876 F 107457 F 101237 F 21 31 97 123 113 102 111 113
ES [ EVERSOURCE ENERGY DEC  7,741.9 F 73012 F 6,273.8 AF 44657 F 48982 F 54394 F 6,686.7 F 15 73 60 116 109 94 67 73
EXC  [] EXELON CORP DEC 27,4290 F 248880 F 234890 AF 189240 F 186440 F 173180 F 145150 CF 66 96 102 189 171 162 130 128
FE [ FIRSTENERGY CORP DEC 150490 F  14900.0 DF 153200 F 163460 AF 132530 F 127120 F 124530 DF 19 34 10 121 120 123 131 106
GXP T GREAT PLAINS ENERGY INC DEC  2,568.2 2,446.3 2,309.9 2,318.0 2,2555 1,9650 D 2,464.0 DF 04 55 50 104 99 94 94 92
HE  t HAWAIAN ELECTRIC INDS DEC 32395 F 3,2385 F 3,3750 F 32423 F 2,665.0 F 23096 F 1,9241 DF 53 70 00 168 168 175 169 139
DAt IDACORPINC DEC 172825 F 1,2462 F 1,080.7 F 1,0268 F 1,036.0 F 1,0498 F 8445 F 43 41 29 152 148 128 122 123
NEE  [] NEXTERA ENERGY INC DEC 17,021.0 F 151360 DF 142560 F 153410 F 153170 F 156430 F 105220 F 49 17 125 162 144 135 146 146
OGE 1 OGEENERGY CORP DEC  2453.1 2,867.7 F 36712 F 39159 F 3,716.9 F 2,869.7 F 4,9266 DF (6.7) (3.1) (14.5) 50 58 75 79 75
POM  [| PEPCO HOLDINGS INC DEC 48810 F 46660 DF 50810 F 59200 DF 70390 DF 92590 F 7,2218 F (38) (120) 46 68 65 70 82 97
PNW  [] PINNACLE WEST CAPITAL CORP DEC 34916 F 34546 F 33018 DF 32414 DF 32636 DF 32971 DF 2899.7 DF 19 12 11 120 119 114 112 113
PNM T PNMRESOURCES INC DEC 14359 1,387.9 1,342.4 1,700.6 16735 16477 DF  1,6048 F (11) (27) 35 89 86 84 106 104
PPL  [] PPL CORP DEC 115640 DF 119050 F  12189.0 DF 12737.0 AF 85210 AC 75560 DF 58120 DF 71 89 (29) 199 205 210 219 147
SO [] SOUTHERNCO DEC 184670 F  17,087.0 F  16537.0 F  17,657.0 F 17,4560 F 157430 F 11,9020 F 45 32 81 155 144 139 148 147
WR T WESTARENERGY INC DEC  2,601.7 2,370.7 2,261.5 2,171.0 2,056.2 1,858.2 D 14645 D 59 70 97 178 162 154 148 140
XEL [ XCEL ENERGY INC DEC 116861 F 109149 F 101282 F 106548 F 103109 F 96443 DF 83453 DF 34 39 71 140 131 121 128 124

Note: Data as originally reported. CAGR-Compound annual grow th rate. $S&P 1500 index group. [[Company included in the S&P 500. TCompany included in the S&P MidCap 400. §Company included in the S&P SmallCap 600.
**Not calculated; data for base year or end year not available. A - This year's data reflect an acquisition or merger. B - This year's data reflect a major merger resulting in the formation of a new company. C- This year's data reflect an accounting change.
D - Data exclude discontinued operations. E- Includes excise taxes. F - Includes other (nonoperating) income. G - Includes sale of leased depts. H - Some or all data are not available, due to a fiscal year change.
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RWP-23

McKenzie
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Net Income
Million $ CAGR (%) Index Basis (2004 = 100)

Ticker Company Yr. End 2014 2013 2012 2011 2010 2009 2004 10-Yr. 5-Yr. 1-Yr. 2014 2013 2012 2011 2010
ELECTRIC UTILITIESH
ALE § ALLETEINC DEC 124.8 104.7 97.1 93.8 75.3 61.0 39.1 12.3 15.4 19.2 319 268 248 240 193
AEP [l AMERICAN ELECTRIC POWER CO DEC 1,634.0 1,480.0 1,259.0 1,573.0 1,214.0 1,365.0 1,133.0 3.7 3.7 10.4 144 131 111 139 107
CNL 1 CLECO CORP DEC 154.7 160.7 163.6 195.8 255.4 106.3 66.1 89 7.8 (3.7) 234 243 248 296 386
DUK [ DUKE ENERGY CORP DEC 2,459.0 2,648.0 1,732.0 1,705.0 1,317.0 1,063.0 1,232.0 7.2 183 (7.1) 200 215 141 138 107
EIX [ EDISON INTERNATIONAL DEC 1,539.0 979.0 1,594.0 25.0 1,304.0 907.0 232.0 20.8 1.2 57.2 663 422 687 11 562
EE § EL PASO ELECTRIC CO DEC 91.4 88.6 90.8 103.5 90.3 66.9 33.4 10.6 6.4 3.2 274 265 272 310 271
ETR [I ENTERGY CORP DEC 960.3 730.6 868.4 1,367.4 1,270.3 1,251.1 933.0 0.3 (5.2) 314 103 78 93 147 136
ES [ EVERSOURCE ENERGY DEC 819.5 786.0 525.9 394.7 387.9 335.6 122.1 21.0 19.6 4.3 671 643 431 323 318
EXC [I EXELON CORP DEC 1,623.0 1,719.0 1,160.0 2,495.0 2,563.0 2,706.0 1,844.0 (1.3) 9.7) (5.6) 88 93 63 135 139
FE [l FIRSTENERGY CORP DEC 213.0 375.0 770.0 885.0 784.0 1,006.0 895.2 (13.4) (26.7) (43.2) 24 42 86 99 88
GXP T GREAT PLAINS ENERGY INC DEC 242.8 250.2 199.9 174.4 211.7 151.6 1735 34 9.9 (3.0 140 144 115 100 122
HE T HAWAIAN ELECTRIC INDS DEC 170.2 163.4 140.5 140.1 115.4 84.9 109.6 4.5 149 4.2 155 149 128 128 105
IDA 1 IDACORP INC DEC 193.5 182.4 168.8 166.7 142.8 124.3 77.8 9.5 9.2 6.1 249 234 217 214 184
NEE [I NEXTERA ENERGY INC DEC 2,465.0 1,720.0 1,911.0 1,923.0 1,957.0 1,615.0 887.0 10.8 8.8 43.3 278 194 215 217 221
OGE T OGE ENERGY CORP DEC 395.8 387.6 355.0 342.9 295.3 258.3 153.0 10.0 8.9 21 259 253 232 224 193
POM [] PEPCO HOLDINGS INC DEC 242.0 110.0 285.0 260.0 139.0 235.0 2615 (0.8) 0.6 120.0 93 42 109 99 53
PNW  [] PINNACLEWEST CAPITAL CORP DEC 397.6 406.1 387.4 328.2 330.4 82.0 235.2 5.4 37.1 (2.1) 169 173 165 140 140
PNM T PNM RESOURCES INC DEC 116.8 101.0 106.1 176.9 (44.7) 54.0 88.3 2.8 16.7 15.6 132 114 120 200 (51)
PPL [l PPL CORP DEC 1,583.0 1,128.0 1,532.0 1,493.0 955.0 465.0 702.0 8.5 27.8 40.3 225 161 218 213 136
SO [ SOUTHERN CO DEC 2,031.0 1,710.0 2,415.0 2,268.0 2,040.0 1,708.0 1,562.0 2.7 3.5 18.8 130 109 155 145 131
WR T WESTAR ENERGY INC DEC 313.3 292.5 275.1 230.2 203.9 141.3 100.1 121 17.3 7.1 313 292 275 230 204
XEL [I XCEL ENERGY INC DEC 1,021.3 948.2 905.2 841.4 752.0 685.5 526.9 6.8 8.3 7.7 194 180 172 160 143
Note: Data as originally reported. CAGR-Compound annual grow th rate. $S&P 1500 index group. [JCompany included in the S&P 500. tCompany included in the S&P MidCap 400. §Company included in the S&P SmallCap 600.
**Not calculated; data for base year or end year not available.
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Return on Revenues (%)

Return on Assets (%)
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Return on Equity (%)

Ticker Company Yr. End 2014 2013 2012 2011 2010 2014 2013 2012 2011 2010 2014 2013 2012 2011 2010
ELECTRIC UTILITIESt

ALE § ALLETEINC DEC 11.0 10.3 10.1 10.1 8.3 3.2 3.1 3.2 3.4 3.0 8.5 8.2 8.5 9.1 7.9
AEP [ AMERICAN ELECTRIC POWER CO DEC 9.6 9.6 8.4 10.4 8.4 2.8 2.7 2.4 3.1 25 9.9 9.5 8.4 111 9.1
CNL t CLECO CORP DEC 12.2 14.7 16.5 17.5 22.2 3.6 3.8 4.0 4.8 6.5 9.6 10.4 11.2 14.3 21.0
DUK [ DUKE ENERGY CORP DEC 10.3 10.8 8.8 11.7 9.2 21 2.3 20 2.8 2.3 6.0 6.4 5.4 7.5 5.9
EIX [] EDISON INTERNATIONAL DEC 11.5 7.8 134 0.2 10.5 29 1.9 33 NM 29 137 9.1 154 NM 12.3
EE § EL PASO ELECTRIC CO DEC 10.0 9.9 10.7 11.3 10.3 31 3.2 3.6 4.3 3.9 9.5 10.0 115 13.2 11.8
ETR [I ENTERGY CORP DEC 7.7 6.4 8.4 12.2 111 21 1.6 2.0 3.4 3.3 9.6 7.6 9.3 15.4 14.6
ES [l EVERSOURCE ENERGY DEC 10.6 10.8 8.4 8.8 7.9 2.8 2.8 2.4 2.6 2.7 8.4 8.3 7.9 10.1 10.5
EXC [ EXELON CORP DEC 5.9 6.9 4.9 13.2 13.7 19 22 1.7 4.6 51 7.2 7.8 6.5 17.9 19.6
FE [ FIRSTENERGY CORP DEC 14 25 5.0 5.4 5.9 0.4 0.7 1.6 2.2 23 1.7 2.9 58 8.1 9.2
GXP T GREAT PLAINS ENERGY INC DEC 9.5 10.2 8.7 7.5 9.4 24 2.6 2.1 1.9 2.4 6.8 7.3 6.3 5.9 7.4
HE T HAWAIAN ELECTRIC INDS DEC 53 5.0 4.2 4.3 4.3 1.6 1.6 15 15 1.3 9.6 9.7 8.9 9.2 7.8
IDA 1 IDACORP INC DEC 15.1 14.6 15.6 16.2 13.8 3.5 3.4 3.3 35 3.2 10.2 10.1 9.9 10.5 9.7
NEE [l NEXTERA ENERGY INC DEC 14.5 114 13.4 12,5 12.8 34 2.6 3.1 35 3.9 13.0 10.1 12.3 13.1 143
OGE T OGE ENERGY CORP DEC 16.1 135 9.7 8.8 7.9 4.2 4.1 3.8 4.1 4.0 12.6 13.4 133 141 13.6
POM [I PEPCO HOLDINGS INC DEC 5.0 2.4 5.6 4.4 2.0 1.6 0.7 1.9 1.8 0.9 5.6 25 6.5 6.1 3.3
PNW  [] PINNACLE WEST CAPITAL CORP DEC 11.4 11.8 11.7 10.1 10.1 2.9 3.0 29 2.6 2.7 9.3 9.9 9.9 8.7 9.4
PNM T PNM RESOURCES INC DEC 8.1 7.3 7.9 10.4 NM 21 1.8 2.0 3.4 NM 6.8 6.1 6.6 11.3 NM
PPL [l PPL CORP DEC 13.7 9.5 12.6 11.7 11.2 3.3 25 3.6 4.0 35 121 9.8 14.4 15.7 13.9
SO [l SOUTHERN CO DEC 11.0 10.0 14.6 12.8 11.7 29 2.6 3.8 3.9 3.7 101 8.8 131 13.0 12.7
WR T WESTAR ENERGY INC DEC 12.0 12.3 12.2 10.6 9.9 3.1 3.1 3.0 2.7 2.6 9.9 9.8 9.7 8.9 8.8
XEL [I XCEL ENERGY INC DEC 8.7 8.7 8.9 7.9 7.3 2.9 2.9 3.0 2.9 2.8 10.3 10.3 10.4 10.1 9.7
Note: Data as originally reported. $S&P 1500 index group. [[Company included in the S&P 500. tCompany included in the S&P MidCap 400. §Company included in the S&P SmallCap 600.
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Current Ratio

Debt / Capital Ratio (%)
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Net Inc. as % of Oper. Revs.

Ticker Company Yr. End 2014 2013 2012 2011 2010 2014 2013 2012 2011 2010 2014 2013 2012 2011 2010
ELECTRIC UTILITIESt

ALE § ALLETEINC DEC 1.0 1.3 1.0 1.7 15 44.2 44.6 43.7 44.3 44.2 11.0 10.3 10.1 10.1 8.3
AEP [ AMERICAN ELECTRIC POWER CO DEC 0.6 0.7 0.7 0.6 0.8 37.3 39.4 39.3 40.1 42.7 9.6 9.6 8.4 10.4 8.4
CNL t CLECO CORP DEC 2.1 1.9 15 14 1.3 34.6 34.8 35.7 39.2 42.7 12.2 14.7 16.5 17.5 22.2
DUK [ DUKE ENERGY CORP DEC 1.0 1.2 1.0 12 1.6 40.5 41.5 41.2 37.8 375 103 10.8 8.8 11.7 9.2
EIX [] EDISON INTERNATIONAL DEC 0.7 0.7 0.7 1.0 11 44.6 46.2 35.1 45.2 41.8 115 7.8 134 0.2 10.5
EE § EL PASO ELECTRIC CO DEC 11 1.3 1.6 0.8 1.8 43.7 41.7 45.7 43.4 43.5 10.0 9.9 10.7 11.3 10.3
ETR [I ENTERGY CORP DEC 11 1.0 0.9 0.7 1.6 38.9 39.1 39.8 36.4 39.1 7.7 6.4 8.4 12.2 111
ES [l EVERSOURCE ENERGY DEC 0.9 0.6 0.6 0.7 1.1 459 44.3 43.7 53.4 55.1 10.6 10.8 8.4 8.8 7.9
EXC [ EXELON CORP DEC 1.4 1.3 13 11 15 35.8 33.8 355 34.8 37.2 59 6.9 4.9 13.2 13.7
FE [ FIRSTENERGY CORP DEC 0.7 0.5 0.5 0.7 0.8 60.7 55.5 53.7 54.2 59.5 14 25 5.0 5.4 5.9
GXP T GREAT PLAINS ENERGY INC DEC 0.7 1.0 0.5 0.4 0.5 419 43.3 38.8 42.2 45.1 9.5 10.2 8.7 7.5 9.4
HE T HAWAIAN ELECTRIC INDS DEC NA NA NA NA NA 49.6 49.7 49.9 50.1 51.4 53 5.0 4.2 4.3 4.3
IDA 1 IDACORP INC DEC 1.8 1.9 1.0 0.8 1.0 453 46.6 455 45.6 49.3 15.1 14.6 15.6 16.2 13.8
NEE [I NEXTERA ENERGY INC DEC 0.7 0.6 0.6 0.7 0.8 55.0 57.1 59.1 58.2 55.5 145 114 13.4 125 12.8
OGE T OGE ENERGY CORP DEC 1.2 0.6 0.6 0.7 0.8 459 30.8 37.6 39.3 38.8 16.1 135 9.7 8.8 7.9
POM [I PEPCO HOLDINGS INC DEC 0.5 0.6 0.5 0.8 1.0 37.7 37.4 34.3 36.7 36.8 5.0 24 5.6 4.4 2.0
PNW  [] PINNACLE WEST CAPITAL CORP DEC 0.6 0.6 0.9 0.7 0.7 29.8 29.5 44.6 44.1 45.3 11.4 11.8 11.7 10.1 10.1
PNM T PNM RESOURCES INC DEC 0.6 0.8 1.0 1.2 1.0 38.5 39.9 41.7 42.7 41.5 8.1 7.3 7.9 10.4 -2.7
PPL [l PPL CORP DEC 0.8 1.0 0.9 1.2 1.2 50.8 55.2 56.9 55.5 52.5 137 9.5 12.6 11.7 11.2
SO [ SOUTHERN CO DEC 0.7 1.0 0.9 1.0 0.9 37.9 40.3 38.9 39.9 41.7 11.0 10.0 14.6 12.8 11.7
WR T WESTAR ENERGY INC DEC 0.8 0.7 0.8 0.8 0.8 40.8 41.0 41.9 40.7 435 12.0 12.3 12.2 10.6 9.9
XEL [I XCEL ENERGY INC DEC 0.8 0.9 0.9 0.8 1.1 41.6 42.1 43.1 41.3 44.2 8.7 8.7 8.9 7.9 7.3
Note: Data as originally reported. $S&P 1500 index group. [[Company included in the S&P 500. tCompany included in the S&P MidCap 400. §Company included in the S&P SmallCap 600.
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Price / Earnings Ratio (High-Low)

Dividend Payout Ratio (%)
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Dividend Yield (High-Low, %)

Ticker ~ Company Yr. End 2014 2013 2012 2011 2010 2014 2013 2012 2011 2010 2014 2013 2012 2011 2010
ELECTRIC UTILITIESH
ALE § ALLETEINC DEC 20- 15 21- 16 16- 15 16- 13 17- 14 67 72 71 67 80 4.4- 3.4 46- 35 49- 43 5.1- 42 59- 46
AEP [ AMERICAN ELECTRIC POWER CO DEC 19- 14 17- 14 17- 14 13- 10 15- 11 61 64 72 57 68 4.4- 32 4.7- 3.8 51- 41 56- 44 6.1- 45
CNL t CLECO CORP DEC 23- 18 19- 15 17- 13 12- 9 8- 6 61 54 48 35 23 34- 26 35- 28 36- 29 37- 29 40- 31
DUK []| DUKE ENERGY CORP DEC 25- 19 20- 17 24- 20 17- 13 19- 15 91 83 101 7 97 4.7- 3.6 48- 4.1 51- 43 59- 45 6.3- 52
EIX [] EDISON INTERNATIONAL DEC 16- 10 20- 16 10- 9 NM- NM  10- 8 34 51 28 NM 33 33- 22 31- 25 33- 27 39- 31 42- 32
EE § EL PASO ELECTRIC CO DEC 19- 15 18- 14 16- 13 14- 11 14- 9 49 47 43 27 0 33- 26 33- 27 33- 27 25- 18 0.0- 0.0
ETR [| ENTERGY CORP DEC 18- 12 18- 15 16- 13 10- 8 13- 10 63 83 70 44 48 55- 36 55- 46 54- 45 58- 45 47- 38
ES [ EVERSOURCE ENERGY DEC 22- 16 18- 16 22- 18 16- 14 15- 11 61 59 70 50 47 3.8- 28 3.8- 32 4.0- 3.2 3.7- 3.0 4.2- 3.2
EXC [I EXELON CORP DEC 21- 14 19- 13 31- 20 12- 10 13- 4 66 72 148 56 54 4.7- 32 55- 38 74- 48 54- 46 125- 42
FE [| FIRSTENERGY CORP DEC 80- 59 52- 35 28- 22 21- 16 18- 13 282 244 119 99 85 48- 35 7.0- 47 54- 43 61- 47 66- 47
GXP 1 GREAT PLAINS ENERGY INC DEC 19- 15 15- 13 17- 14 17- 13 13- 11 60 54 63 66 54 39- 32 43- 35 44- 37 51- 38 50- 42
HE T HAWAIAN ELECTRIC INDS DEC 21- 14 17- 15 20- 17 18- 14 20- 15 75 76 87 86 102 55- 35 52- 44 52- 42 6.0- 4.6 6.7- 5.0
IDA 1t IDACORP INC DEC 18- 13 15- 12 14- 11 13- 10 13- 10 46 43 41 36 41 35- 25 36- 29 36- 30 35- 28 4.0- 3.2
NEE [| NEXTERA ENERGY INC DEC 20- 15 22- 17 16- 13 13- 11 12- 9 51 65 52 48 42 35- 26 38- 29 41- 33 45- 36 44- 36
OGE 1t OGE ENERGY CORP DEC 20- 17 20- 14 17- 14 16- 12 15- 11 46 43 44 43 48 28- 24 3.0- 21 3.1- 26 3.7- 26 43- 31
POM [] PEPCO HOLDINGS INC DEC 29- 19 50- 40 16- 15 18- 14 32- 24 113 240 86 94 174 58- 3.9 6.0- 48 6.0- 53 65- 52 71- 55
PNW [I PINNACLE WEST CAPITAL CORP DEC 20- 14 17- 14 15- 13 16- 12 14- 10 64 60 60 70 68 45- 32 43- 36 46- 39 56- 43 6.5- 49
PNM T PNM RESOURCES INC DEC 22- 16 19- 16 17- 13 10- 6 NM- NM 51 51 42 25 NM 31- 23 32- 26 32- 25 39- 26 46- 36
PPL [I PPL CORP DEC 16- 12 18- 15 12- 10 11- 9 15- 11 62 79 55 52 63 51- 3.9 52- 44 54- 438 5.8- 4.6 59- 43
SO [ SOUTHERN CO DEC 23- 18 26- 21 18- 15 18- 14 16- 13 95 107 72 73 76 52- 41 50- 41 47- 4.0 52- 40 58- 47
WR T WESTAR ENERGY INC DEC 18- 13 15- 12 15- 12 15- 12 14- 11 58 59 61 66 69 44- 32 48- 3.9 49- 40 57- 4.4 6.0- 48
XEL [| XCEL ENERGY INC DEC 19- 13 17- 14 16- 14 16- 12 15- 12 59 58 58 60 62 44- 32 41- 35 41- 36 49- 37 51- 41
Note: Data as originally reported. $S&P 1500 index group. [[Company included in the S&P 500. TCompany included in the S&P MidCap 400. §Company included in the S&P SmallCap 600.
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Ticker Company

ELECTRIC UTILITIESt

ALE § ALLETEINC

AEP [ AMERICAN ELECTRIC POWER CO
CNL 1 CLECO CORP

DUK [I DUKE ENERGY CORP

EX [] EDISON INTERNATIONAL
EE § EL PASO ELECTRIC CO

ETR [I ENTERGY CORP

ES [l EVERSOURCE ENERGY
EXC  [] EXELON CORP

FE [ FIRSTENERGY CORP

GXP T GREAT PLAINS ENERGY INC
HE T HAWAIAN ELECTRIC INDS
IDA 1 IDACORP INC

NEE [l NEXTERA ENERGY INC
OGE T OGE ENERGY CORP

POM [I PEPCO HOLDINGS INC

PNW  [] PINNACLEWEST CAPITAL CORP
PNM T PNM RESOURCES INC

PPL [ PPL CORP

SO [ SOUTHERN CO

WR T WESTAR ENERGY INC

XEL [l XCEL ENERGY INC

Yr. End

DEC
DEC
DEC
DEC
DEC

DEC
DEC
DEC
DEC
DEC

DEC
DEC
DEC
DEC
DEC

DEC
DEC
DEC
DEC
DEC

DEC
DEC

Earnings per Share ($)

Tangible Book Value per Share ($)

Share Price (High-Low, $)

RWP-23
McKenzie
Page 75 of 76

2014

291
3.34
2.56
3.46
4.38

2.27
5.24
2.59
1.89
0.51

1.57
1.65
3.86
5.67
1.99

0.96
3.59
1.46
241
219

240
2.03

2013

2.64
3.04
2.66
3.74
270

220
3.99
2.49
2.01
0.90

1.62
1.63
3.64
4.06
1.96

0.45
3.69
1.26
1.85
1.88

229
191

2012

2.59
2.60
271
3.01
4.61

227
4.77
1.90
1.42
1.85

1.36
1.43
3.38
4.59
1.80

1.25
3.54
1.32
2.62
2.70

215
1.86

2011

2.66
3.25
3.24
3.84

(0.10)

2.49
7.59
222
3.76
2.22

1.27
1.45
3.37
4.62
1.75

1.15
3.01
1.98
2.70
2.57

1.95
172

2010

2.20
2.53
4.23
3.00
3.83

2.08
6.72
2.20
3.88
2.58

1.55
1.22
2.96
4.77
151

0.62
3.10
(0.49)
221
2.37

181
1.62

2014

35.04
34.17
25.43
34.36
33.64

24.46
53.73
20.37
23.19
13.08

2217
16.66
38.58
44.96
16.27

11.53
39.50
18.12
13.06
21.98

25.02
20.20

2013

32.44
32.77
24.48
34.86
30.50

23.51
51.89
19.32
23.45
13.58

21.48
16.24
36.53
41.47
15.30

11.62
38.07
17.52
11.57
21.43

23.88
19.21

2012

30.48
31.14
22.84
34.27
28.95

20.61
49.60
18.21
22.00
14.19

20.65
15.44
34.71
37.90
13.16

13.21
36.20
16.70

9.27
21.09

22.89
18.19

J

2011 2010
28.78 27.26
30.18 28.17
21.33 19.36
41.68 41.08
30.86 J 3248 J
19.10 19.04
48.67 45.42
21.03 19.97
17.73 16.52
16.35 9.74
20.50 20.02
15.10 14.80
32.78 30.56
3592 J 3436 J
12.17 11.73
12.87 12.54
33.42 32.16
16.27 13.72
9.77 11.34

20.32 J 1921 J

2203 J 2125 J
17.44 J 16.76 J

2014

57.97 -
63.22 -
59.21 -
87.29 -
68.74 -

4217 -
92.02 -
56.66 -
38.93 -
40.84 -

29.46 -
35.00 -
70.05 -
110.84 -
39.28 -

27.92 -
71.11-
31.60 -
38.14 -
51.28 -

43.15-
37.58 -

44.19
45.80
4552
67.05
44.74

33.44
60.40
41.28
26.45
29.98

23.75
22.70
50.21
83.97
32.85

18.53
51.15
2353
29.40
40.27

31.67
27.27

2013

54.13-
51.60 -
50.42 -
75.46 -
54.19 -

39.12-
72.60 -
45.66 -
37.80-
46.77 -

24.88 -
28.30 -
54.74 -
89.75-
40.00 -

22.72-
61.89 -
24.53 -
33.55-
48.74 -

34.96 -
31.79-

41.39
41.83
40.39
64.16
44.26

31.84
60.22
38.60
26.64
31.29

20.39
23.84
43.13
69.81
27.69

18.04
51.50
20.06
28.44
40.03

28.59
26.77

2012

42.66 -
45.41 -
45.30 -
71.14-
47.96 -

35.34-
74.50-
40.86 -
43.70 -
51.14-

22.85-
29.24 -
45.67 -
72.22-
30.10-

20.48 -
54.66 -
22.54 -
30.18 -
48.59 -

33.04 -
29.92 -

37.73
36.97
36.15
59.63
39.60

29.17
61.55
33.48
28.40
40.37

19.45
23.65
38.17
58.57
25.11

18.14
45.95
17.29
26.68
41.75

26.80
25.84

2011

42.54 -
41.71-
38.31-
66.37 -
41.57-

35.71-
74.50-
36.47 -
45.45 -
46.51 -

22.09-
26.79 -
42.66 -
61.20 -
28.58-

20.64 -
48.87 -
19.17-
30.27 -
46.69 -

29.05-
27.78 -

35.14
33.09
30.06
50.62
32.64

26.65
57.60
30.02
39.06
36.11

16.34
20.59
33.88
49.00
20.28

16.57
37.28
12.75
24.10
35.73

22.63
21.20

Note: Data as originally reported. $S&P 1500 index group. [[Company included in the S&P 500. tCompany included in the S&P MidCap 400. §Company included in the S&P SmallCap 600. J-This amount includes intangibles that cannot be identified.

The accuracy and completeness of information obtained from third-party sources, and the opinions based on such information, are not guaranteed.

The analysis and opinion set forth in this publication are provided by S&P Capital IQ Equity Research and are prepared separately from any other analytic activity of Standard & Poor’s.
In this regard, S&P Capital IQ Equity Research has no access to nonpublic information received by other units of Standard & Poor’s.

2010

37.95-
37.94-
31.76 -
55.81-
39.37 -

28.65 -
84.33-
32.21-
49.88 -
47.09 -

19.73-
24.99 -
37.76 -
56.26 -
23.09-

19.80-
42.68 -
13.96 -
32.77 -
38.62 -

25.90 -
24.36 -

29.99
28.17
24.32
46.41
30.37

18.74
68.65
24.68
16.78
33.57

16.63
18.63
29.98
45.29
16.93

15.13
3231
10.81
23.75
30.85

20.56
19.81
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98 Myron J. Gordon

Table 3. Regression of Average Growth Rate on Dividend Yield and Risk Variables,
1958-1968

GRAV = a, + «, DIYD + a, LEVM + a, PEE + a, QLE

Cor.
Year a, a, a, ay a, Coef.
1958 1376 ~2.364 0015 0057 -.0085 868
=10.07 .24 64 =101
1959  .1536 -2,093 0021 —.0167 -.0170 881
=10.89 .36 ~-2.19 —2.56
1960  .1337 -1.844 -.0053 —.00as -.0188 .898
-10.22 =10 -1.36 -2.87
1961 1210 =1.755 -.0105 -.0095 —=.0113 648
~7.84 -1.48 -1.49 . -1.52
1962 1872 -2.234 —.0007 ~.0102 =.0161 854
—0.06 =10 —1.58 ~2.18
1963 .1281 —2.269 0016 0002 -.0076 871
~0.87 23 04 -1.10
1964 1427 -2.258 —.0099 -.0125 =.0173 862
-8.76 -1.28 —-2.04 -2.17
1965  .1289 -1.818 —.0041 —.0098 —.0065 857
-8.10 -.66 -1.74 -.80
1966  .1309 -1.415 —.,0044 —.0142 .0ozs a1
=10.34 -1.01 -3.06 46
1967 .1164 ~1.020 —.0088 —.0079 —.0093 857
-8.12 -1.97 -1.51 -1.34
1968  .1324 ~-1.552 —.0061 —.0068 —.0015 801
-7.44 -.98 -.82 -.18

Nore: Numbers below regression coefficients are their ¢ values.

While GRAVC is superior to GRAV, we cannot be certain that GRAVC
is, in fact, completely free of error. Assume that the true value
of expected growth is GTRU and that the relation between GRAV(J, T)
and GTRU(,T) is

GRAV(J,T) = x, + A, GTRU(J,T) + ERR(J,T), (5.6.6)

with Ay # 0 or \, # 1. GRAVC eliminates the error in GRAV
due to ERR, but it does. not correct for systematic bias in GRAV.
GRAVC will have systematic error if investors believe that, across
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all firms, GRAV is on average above or below the growth they
expect to prevail in the future. While this is possible, there appears
little ground for believing it to be true for utility companies.

If GRAVC is the rate of growth investors expect, the yield they
require on a share is

KGAVC = DIYD + GRAVC. (5.6.7)

Table 4 presents the sample means and standard deviations of
GRAVC for 1958-1968 and, for comparison, the interest rate on

Table 4. Sample Means and Standard Deviations of Share Yield Based on Predicted

Growth Rate, GRAVC, 1958-1968

Share yield Yield on
Year Mean Std. dev, Aa bonds
1958 0910 0097 0422
1959 - 0966 0081 0471
1960 0809 0070 0449
1861 0835 0056 0450
1962 .0B8s 0068 0431
1963 L0885 0068 0439
1964 .088s L0067 0446
1965 0912 0049 0475
1966 0993 0041 0546
1967 1028 0023 0640
1968 0976 0045 0675

Aa rated bonds.” KGAVC follows the broad movement in AAR over
the eleven-year period, but from one year to the next they do not
always move together. The spread between KGAVC and AAR appears
large, but it is not beyond the bounds of reason.

5.7 Finite Horizan Growth Models

A number of writers have questioned the validity of share value
models based on the assumption that the current rate of growth

?Share vield based on GRAV instead of GRAVC has the same sample mean in
gach year, but the standard deviation averages about one-third larger.
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in the dividend is expected to prevail forever.® If the dividend
is expected to grow for N periods at the rate GRAV and thereafter
at a long-run normal rate of GRLR, and if investors require a yield
of KGON on the share, its price is given by the expression

DIV(T) [1 + GRAV]!
s § [1 + KGON]*

DIV(T) (1 + GRAV]V[1 + GRLR]
[KGON — GRLR] [1 + KGON ¥ .

(5.7.1)

Given KGON, N, and GRLR in addition to DIV and GRAV, Eq.
(5.7.1) can be used to arrive at the price at which a share should
sell. However, we know PPS and want to establish KGON. This
may be done if GRLR and N are known. The solution of Eq. (5.7.1)
for KGON also will produce a measure of growth that is a weighted
average of GRAV and GRLR, its value depending on their relative
magnitudes and the value of N. The growth rate equlvalent to GRAV
for N periods and GRLR thereafter is

" GRON = KGON — DIV [1 + GRAV]/PPS (5.7.2)

An investigator who has reason to believe that a firm's dividend
is expected to grow at the rate GRAV for N periods and at the
rate GRLR thereafter reasonably might use this information to arrive
at KGON and consider this measure of share yield superior to KGAV
or even KGAVC. One advantage of KGON over KGAV is that the
former does not require the regression analysis of sample data to

arrive at the share yield for a firm. A more important advantage

is that it is free of the systematic as well as the random errors
of measurement in GRAV discussed in the previous section.

The problem involved in using Eq. (5.7.1) to arrive at an error-free
measure of share yield is in arriving at the values of N and GRLR.
Without special information N and GRLR must be assigned the
same values for all corporations. However, doing so would not
eliminate the random error, and it would not eliminate the systematic
error unless the values assigned to N and GRLR were the correct

*For example, see B, G. Malkiel [29] and R. M. Soldofsky and J. T. Murphy [42].
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ones for all firms in the sample. These are very brave assumptions.

Conceivably, we could test a set of values for N and GRLR as
follows. Compute KGON and GRON for each firm. Regress DIYD
on GRON and the risk variables, If the multiple correlation is higher
with GRON than with GRAV as the growth variable, it is a better
measure of growth. All possible combinations of Nand GRLR could
not be tested. Instead, GRLR = .045 was used on the assumption
that this value could not be far off the mark, and GRON was tested
for various values of N in the interval five to thirty years. The
hypothesis was that if the multiple correlation reached a maximum
for a value in the interval 5 < N = 30, that value of N is the
horizon and that value of GRON is the best estimate of the growth
investors expect. What we found was that as N goes from five
to infinity (GRON = GRAV when N = =) the multiple correlation
fell, reaching a minimum at about N = 15, and then rose continu-
ously. There is undoubtedly some technical explanation for these
results, but regardless of the explanation the assumption of a common
finite horizon for all shares cannot be used to obtain a better measure
of growth than GRAV. Compared with KGAV, KGON eliminates
neither the random nor the systematic error under the estimating
methods available to us.

5.8 The Earnings Yield

The earnings yield on a share has been widely used as a measure
of share yield both in regulatory proceedings and in empirical
research on security valuation.? Therefore, an examination of al-
ternative measures of share yield is not complete without considering
this alternative.

There are two conditions under which the earnings yield on a
share is an accurate measure of the yield at which the share is
selling. The derivation of Eq. (2.2.1) established that the earnings
yield is correct when a firm pays all of its earnings in dividends,
engages in no outside financing, and when, as' a consequence, its
dividends are not expected to grow. Without even locking at the

*On the latter see, for example, |. F. Weston [48] and Miller and Modigliani

[32]. H. Benishay [3], D. H. Bower and R. S. Bower [4], and B. G. Malkiel and
]. G. Cragg [30] used the price/earnings ratio in their empirical work.
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so that the current value can be widely off the mark as a measure
of the expected future value.

5.4 Other Measures of Growth

The measure of expected growth in the dividend established in
the previous two sections, the intrinsic growth rate, is not the only
possible measure of the variable. Another plausible measure is some
average of the past rates of growth in the dividend. Under our
model of security valuation, dividend, earnings, and price per share
all are expected to grow at the same rate. Hence, the rates of growth
in the dividend, earnings, and price also are candidates for estimates
of the expected rate of growth in the dividend.

Let us consider first the rate of growth in earnings per share.
The earnings per share during T adjusted for stock splits and stock
dividends to make interperiod comparisons valid is

AYPS(T) = AFC(T)/.5 [ANS(T) + ANS(T - 1)], (5.4.1)

where ANS(T) is the number of shares outstanding at the end of
T adjusted for stock splits and dividends. The rate of growth in
earnings per share during T is

YGR(T) = [AYPS(T) - AYPS(T - 1)]/AYPS(T - 1). (5.4.2)

For reasons to be given shortly, the smoothed rate of growth in
earnings is superior to the current rate as a forecast of the expected
rate. The smoothed rate of earnings growth is obtained from

Ln[1 + YGRS(T)] = ALn[1 + YGR(T)]
+ (1 - A)yLn[1 + YGRS{TF 1)], (5.4.3)

with A = .15 and YGRS(1953) = .04.

The primary reason for a difference between YGR and GRTH
is a change in the rate of return on the common equity. To illustrate,
assume a firm that has been earning a return on common of .10
and retaining one-half of its income to finance its investment. The
rate of growth under both measures will be .05. If the firm’s rate
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of return on common rises from .10 to .11, the retention growth
rate will rise from .05 to (.5)(.11) = .055. However, the earnings
growth rate will rise from .05 to .155.° Furthermore, the earnings
growth rate in subsequent periods will be .055 if the return on
commonremains.11. This example suggests that the intrinsic growth
rate is superior to the earnings growth rate as a measure of expected
growth. Investors nonetheless may look to past data on earnings
growth for information on expected future growth, and it is the
growth investors expect that should be used to measure share yield.

A number of considerations suggest that investors may, in fact,
use earnings growth as a measure of expected future growth. First,
the intrinsic growth rate includes stock financing growth as well
as retention growth. The former is difficult for us to measure and
may be even more difficult for investors. Consequently, investors
may use past earnings growth to forecast the future since it incorpo-
rates in one statistic growth from all sources. Second, we saw that
inflation will result in a rise in the allowed rate of return on equity
for a regulated company. If this response to inflation takes place
with a lag, that is, the regulatory agency raises RRC over time,
earnings growth will reflect the forecast rate of growth better than
intrinsic growth. Finally, it appears that security analysts use past
growth in earnings more than any other variable to forecast future
growth.

Given that earnings growth is used by investors to forecast future
growth, the smoothed value of the variable YGRS is superior to
the current value. The previous illustration revealed that YGR
overreacts to changes in the allowed rate of return and therefore
is subject to large random fluctuations. The data on YGR confirm
this conclusion.

The use of dividend growth as a forecast of future growth is
subject to the same limitations as earnings if the firm pays a constant
fraction of its earnings in dividends. That is, under this assumption
the dividend growth rate in any period is the same as the earnings
growth rate. Firms tend to change their dividend rate from one

*Let the book value per share at the start of T be BVS(T - 1) = $50 00. With
RRC(T) = .10, AYP(T) = $5.00. and with RETR({T) = .5, BVS(T) = sx230 U
RRC(T + 1) = .10, AYP(T + 1) = $5.25, and YGR(T + 1) = RTGR(T - i} =
.05. However, if RRC(T + 1) = .11, RTGR(T + 1) = (.11)(.3) = .055, while AYP(T
+ 1) = $5.775, and YGR(T + 1) = ($5.775 — $5.00)/$5.00 = .155.
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What’s Growth Got to Do ™"
With It? Equity Returns
and Economic Growth

JoACHIM KLEMENT

conomic growth is generally con-

sidered to be an important driver of

equity market performance because

higher economic growth should
lead to higher corporate earnings growth and
this in turn should translate into higher stock
market returns at least in the long run. As
long as corporate profit margins, expressed
as earnings divided by GDP, are stationary,
this relationship should hold, and there is
empirical evidence that, at least for the United
States, profit margins are stationary (Cornell
[2010]). But it is unclear whether this assump-
tion also holds for small open economies like
Switzerland, South Korea, or Taiwan, which
are largely dependent on global exports. It
is well possible that the cross-country cor-
relation between equity market returns and
gross domestic product (GDP) growth is low
if globalization leads to shifts in competitive
positions and global market shares for products
and services that are reflected in the perfor-
mance of local equity markets.

Ritter [2005, 2012] shows that cross-
country correlations between real equity
market returns and real GDP per capita growth
is low, or even negative, for both developed
and emerging markets. This effect may have
many explanations. Estrada [2012] mentions
the international diversification of global
large-cap firms that dominate the performance
of local market indexes. These global mega-
caps have significant exposure to fast-growing

international markets and thus may be more
exposed to the global growth environment
than the growth environment of their home
market. This is especially true for smaller open
economies that depend heavily on interna-
tional exports of their products and services.
The performance of the stocks of companies
like Nestle or Samsung arguably depends only
to a small extent on the economic growth of
Switzerland or Korea. For example, Nestle
generates only about 3% of its total revenues
in Switzerland, and Samsung generates only
14% of its global revenue in South Korea.
Also, population growth, destruction during
war times, and resource shocks such as the
discovery of North Sea oil in the 20th cen-
tury might influence growth as well as equity
market performance of individual countries
over extended periods of time (Dimson et al.
[2014]).

If smaller companies are less internation-
ally diversified, then the cross-country correla-
tion between small and mid-cap equity market
returns and GDP per capita growth should
be higher than for large-cap equities, because
small and mid-cap equities are typically less
dominated by internationally diversified com-
panies. Fama and French [1992] argue that
the size premium observed in their data may
be due to the higher risk of small-cap stocks
because these companies are more exposed to
the local economy and have fewer possibilities
to shield themselves from this environment.
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Although there is increasing evidence that this size pre-
mium may have disappeared since its discovery in the
early 1980s (Horowitz et al. [2000a, 2000b]), a higher
correlation between local economic growth and equity
market returns might still exist. In this article, we follow
in the footsteps of Ritter [2005] and investigate the cor-
relation across countries between GDP per capita growth
and small- and mid-cap equity market returns.

METHODOLOGY

We investigate the equity market returns of 22
developed and 22 emerging markets for large-cap,
mid-cap, and small-cap stocks. In order to have consis-
tent market data, we use MSCI indexes for each country,
downloaded from Thomson Financial Datastream.
MSCI has provided consistent large-cap, mid-cap, and
small-cap indexes for these countries since 1994 and for
most emerging markets since 1997. Thus, we use annual
total returns between 1997 and 2013 as the basis of our
investigation. Ritter [2012] has shown that at least for
large-cap equities, the resulting cross-country correlation
between real total returns in local currencies and real
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GDP per capita growth is low for both very long time
periods spanning more than a century as well as shorter
time periods of two decades. Our data sample is shorter
than two decades but still covers at least two full business
cycles in each country, so that the results should still be
representative of a general trend, even though our data is
less comprehensive than the data available for large-cap
equity market indexes.

In order to calculate real equity market returns and
real per capita GDP growth, we use consumer price infla-
tion data and real per capita GDP data from the Inter-
national Monetary Fund (IMF) available on the IMF
website. Since official statistics are released only with
some delay, we used IMF estimates for 2012 and 2013
in our analysis.

Low Correlation Prevails for Small-
and Mid-Cap Equities

Exhibit 1 summarizes the mean geometric return
after inflation in local currencies for the 44 coun-
tries under investigation. Data is shown for the MSCI
large-cap, mid-cap and small-cap indexes between

ExHIiBIT 1

Equity Market Returns and Economic Growth in 44 Countries

Real Geometric Return in % P.A.

Real Geometric Return in % P.A.

Large Mid Small GDP/ Large Mid Small GDP/
Country Cap Cap Cap Capita | Country Cap Cap Cap Capita
Australia 4.8 2.7 0.6 1.8 Argentina -24.0 -15.7 n.a. 2.5
Austria -12.8 -30.7 3.7 1.5 Brazil 1.6 0.0 34 1.7
Belgium —6.6 2.0 0.0 1.1 Chile 22 4.1 0.5 29
Canada 3.8 6.9 2.6 1.5 China -9.5 =73 0.2 8.5
Denmark 4.1 6.0 -0.7 0.7 Colombia -4.5 -12.6 -1.0 2.0
Finland 6.9 3.6 0.9 1.8 Czech Rep. -0.3 -12.2 -1.0 2.1
France 1.6 4.0 -0.8 0.9 Greece -26.2 -13.4 n.a. 0.6
Germany 1.1 —1.1 -1.0 1.3 Hungary -8.1 -39.4 -10.0 2.2
Hong Kong 0.4 -29 -0.9 2.7 India -1.7 -0.4 4.6 4.8
Ireland 7.4 —14.3 5.0 2.4 Indonesia -7.7 -11.0 -22.8 2.3
Italy -1.2 0.5 5.0 0.0 Israel —0.7 —6.1 n.a. 1.7
Japan -3.8 -1.5 1.0 0.6 Korea -0.3 -7.9 -8.5 33
Netherlands 0.6 -3.2 -2.9 1.2 Malaysia 2.3 -39 -10.7 2.2
New Zealand n.a. 4.9 6.2 1.4 Mexico 6.3 -15.0 -2.6 1.1
Norway 2.5 -2.5 -5.3 1.1 Peru -15.6 -29.5 7.4 33
Portugal -16.6 -5.8 -2.6 0.7 Philippines -7.4 -10.5 -14.6 24
Singapore -3.4 -3.6 0.9 2.6 Poland -10.2 -3.8 -9.9 39
Spain 1.6 2.1 0.7 1.1 Russia -36.4 —60.7 -56.3 42
Sweden 1.2 5.2 5.4 1.9 South Africa 53 4.5 7.8 1.8
Switzerland 3.7 1.0 1.0 1.1 Taiwan -3.5 -9.1 -8.8 33
UK. 2.5 3.0 3.0 1.4 Thailand -9.1 -10.1 -9.2 2.0
USA 2.3 4.2 5.7 1.4 Turkey -16.0 -13.9 -13.9 22
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January 1, 1997, and December 31, 2013. We also show
the real GDP per capita growth per annum over the
same period. Visual inspection shows that the varia-
tion between GDP per capita growth and equity market
returns is large. Singapore and Hong Kong, for example,
show the highest GDP per capita growth of all developed
countries but some of the lowest equity market returns,
whereas Australia and New Zealand achieved some of
the highest equity market returns, with average or below
average GDP per capita growth.

Exhibit 2 shows the resulting cross-country correla-
tions for developed markets, emerging markets, and all 44
markets in our sample. We show correlations for large-cap,
mid-cap, and small-cap stock indexes. The cross-country
correlation for all size segments is generally comparable in
size and—more importantly—negative across all markets.
The results for large-cap stock indexes confirm the results
of Ritter [2005, 2012] and are generally on the same
order of magnitude as his. The results for mid-cap and
small-cap equities expand these prior results and show that
smaller-size corporations do not offer a higher exposure
to local growth. There is a somewhat positive correla-
tion for small-cap stocks in developed countries, but this
correlation—just like all the other correlations observed
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here—is not significantly difterent from zero. Thus, we
are unable to find a meaningful and statistically significant
correlation between real stock market returns and real
GDP per capita growth for any of our size indexes.

These results are in stark contrast to the rather
high positive correlation between valuation measures
such as the price-earnings ratio or the cyclically adjusted
price-earnings ratio and real equity market returns
(Campbell and Shiller [2001] and Klement [2012]).
Thus, it seems that stock market returns are predomi-
nantly driven by valuations and not economic growth.
Investors seem to price in future growth and reflect it in
current market valuations no matter whether one looks
at large, medium, or small enterprises.

In order to investigate the relationship between
global growth and stock market returns, we have also
calculated the cross-country correlation with global
GDP per capita growth and found no significant cor-
relation. Some countries that are more dependent on
exports, like Germany, Italy, Switzerland, or Korea,
show higher correlation with global growth than with
their local market growth when compared to bigger,
more domestically oriented economies like the United

EXHIBIT 2

Cross-Country Correlation between Stock Market Returns and GDP Per Capita Growth
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States and India but also China. Nevertheless, these cor-
relations remain small and only slightly positive.

Cross-Country Correlations between
Earnings and GDP Per Capita Growth

Even though valuations seem to capture most of the
anticipated growth of a country, earnings growth may
still be linked to economic growth of a country. Thus,
we have calculated real earnings growth for large-cap
equities in the 44 countries under investigation here. In
Exhibit 3, we show the real earnings growth and the
real GDP per capita growth, together with the cross-
country correlations between the two variables. Again,
the correlations remain close to zero and may even be
negative.

Paradoxical as this may sound, there are good rea-
sons why the correlation between earnings growth and
real GDP per capita growth may be low across coun-
tries. First, earnings growth depends on the growth
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of productivity as well as the growth in input factors
like labor and capital. Thus real earnings growth may
be high even when GDP per capita growth is low if
a country’s population grows rapidly. Dimson et al.
[2014] show how countries like Australia, Switzerland,
South Africa, or the United States, where immigra-
tion and population growth are major determinants of
economic growth, profited from these effects. On the
other hand, some countries, like Germany or Japan,
that have rather limited population growth still enjoyed
high real earnings growth in the past, whereas many
emerging markets showed low real earnings growth
despite high population growth rates. The high real
earnings growth despite low population growth and
low GDP per capita growth may reflect the ability of
enterprises in these regions to capture market shares
around the globe at the cost of other local and inter-
national competitors. Also, as Bernstein and Arnott
[2003] have pointed out, entrepreneurial activities
dilute earnings growth because the capital invested in

EXHIBIT 3

Real Earnings Growth and Economic Growth in 44 Countries

Real Earnings Real Earnings

Country Growth in % P.A. GDP/Capita Country Growth in % P.A. GDP/Capita
Australia 3.5 1.8 Argentina 29.1 2.5
Austria 33 1.5 Brazil -9.1 1.7
Belgium 1.2 1.1 Chile 1.4 29
Canada 5.4 1.5 China 39 8.5
Denmark 7.0 0.7 Colombia 7.9 2.0
Finland 43 1.8 Czech Rep. n.a. 2.1
France 9.0 0.9 Greece -5.6 0.6
Germany 6.5 1.3 Hungary 2.1 2.2
Hong Kong 3.1 2.7 India 2.4 4.8
Ireland -7.4 2.4 Indonesia 2.2 2.3
Italy 0.8 0.0 Israel n.a. 1.7
Japan 8.2 0.6 Korea 8.8 33
Netherlands 1.1 1.2 Malaysia 2.7 22
New Zealand -0.6 1.4 Mexico 5.8 1.1
Norway n.a. 1.1 Peru 7.1 33
Portugal n.a. 0.7 Philippines 2.9 2.4
Singapore 5.6 2.6 Poland 1.1 39
Spain 2.3 1.1 Russia 7.3 42
Sweden 3.6 1.9 South Africa 39 1.8
Switzerland 7.0 1.1 Taiwan n.a. 33
UK. 2.0 1.4 Thailand 0.7 2.0
USA 3.7 1.4 Turkey 3.6 22
Correlation -0.25 Correlation +0.13

with growth

with growth

Cross-Country Correlation Across All Countries

Correlation +0.09

with growth
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newly founded, nonlisted companies does reduce future
earnings growth of listed companies while increasing
GDP growth.

We emphasize that these results do not refute the
claim that earnings divided by GDP are stationary in
large economies like the United States since we look
only at cross-country correlations not correlation over
time. But it does cast some doubt whether earnings
divided by GDP are stationary in small, open economies
that have been able to profit from globalization and cap-
tured international market share from competitors. After
all, if profit margins were stationary for each individual
country around the world, earnings should necessarily
grow in proportion to GDP over the long run and the
correlation between real earnings growth and real GDP
growth should be high across countries. The fact that
this is not observed indicates that international competi-
tion shifts earnings growth between regions.

CONCLUSION

Equity market returns are largely uncorrelated
with economic growth across the world, not only for
large international companies but also for small- and
medium-size enterprises. It seems that independent of
size, stock market valuations incorporate future growth
expectations into the price of stocks so that correlations
between economic growth and stock market returns
remain low whereas correlations between valuation
measures like the price-earnings ratio and stock market
returns are high.

It is likely that in our globalized world, real cor-
porate earnings growth across countries is uncorrelated
with GDP per capita growth because international com-
petition, differences in population growth, and differ-
ences in competitiveness have a significant influence on
the development of real earnings growth as well.

For investors around the world, these findings are
good and bad news at the same time. The bad news
is that future economic growth seems to matter little
for both earnings growth and equity market returns.
The good news is that valuations matter and remain
the main driver of future stock market returns. All too
often, investors overpay for growth by investing in over-

78 WHAT’S GROWTH GOT TO DO WITH IT? EQUITY RETURNS AND ECONOMIC GROWTH
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valued stocks with exposure to fast-growing markets.
However, the real opportunities lie in stocks and stock
markets where investors underestimate future growth
opportunities.
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Equity and the Small-Stock Effect

The capital
asset pricing
model shows
risk inherent

in return on

equity. But
something
goes wrong
when it's
used for
small-sized

companies.

42

oes the size of a company affect
the rate of return it should earn?
If smaller companies should earn
a higher return than larger firms,
then small utilities, because of
their size, should be allowed to adjust the
rates they charge to customers.

By far the most notable and well-
documented apparent anomaly in the
stock market is the effect of company size
on equity returns. The first study focusing
on the impact that company size exerts on
security returns was performed by Rolf
W. Banz. Banz sorted New York Stock Ex-
change (NYSE) stocks into quintiles based
on their market capitalization (price per
share times number of shares outstand-
ing), and calculated total returns for a
value-weighted portfolio of the stocks in
each quintile. His results indicate that re-
turns for companies from the smallest
quintile surpassed all other quintiles, as
well as the Standard & Poor’s 500 and
other large stock indices. A number of
other researchers have replicated Banz's
work in other countries; nevertheless, a
consensus has not yet been formed on
why small stocks behave as they do.

One explanation for the higher re-
turns is the lack of information on small

companies. Investors must search more
diligently for data. For small utilities, in-
vestors face additional obstacles, such as a
smaller customer base, limited financial
resources, and a lack of diversification
across customers, energy sources, and ge-
ography. These obstacles imply a higher
investor return.

The Flaw in CAPM

One of the more common cost of eq-
uity models used in practice today is the
capital asset pricing model (CAPM). The
CAPM describes the expected return on
any company’s stock as proportional to
the amount of systematic risk an investor
assumes. The traditional CAPM formula
can be stated as:
R, = [B,xRP]+ R,

]

where:

R, = expected return or cost of
equity on the stock of
company “s”

B = the beta of the stock of
company “s”

RP = the expected equity risk
premium

R; = expected return on a riskless
asset.

- Table 1: The Size Premium in CAPM T
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Table 1 shows beta and risk premiums over the
past 69 years for each decile of the NYSE. It shows
that a hypothetical risk premium calculated under
the CAPM fails to match the actual risk premium,
shown by actual market returns. The shortfall in the
CAPM return rises as company size decreases, sug-
gesting a need to revise the CAPM.

The risk premium component in the actual re-
turns (realized equity risk premium) is the return
that compensates investors for taking on risk equal to
the risk of the market as a whole (estimated by the
69-year arithmetic mean return on large company
stocks, 12.2 percent, less the historical riskless rate).
The risk premium in the CAPM returns is befa multi-
plied by the realized equity risk premium.

The smaller deciles show returns not fully ex-
plainable by the CAPM. The difference in risk premi-
ums (realized versus CAPM) grows larger as one
moves from the largest companies in decile 1 to the

‘smallest in decile 10. The difference is especially pro-

nounced for deciles 9 and 10, which contain the
smallest companies.

Pusuic UriLmes ForTNniGHTLY, October 15, 1895
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Based on this analysis, we modify the CAPM
formula to include a small-stock premium. The
modified CAPM formula can be stated as follows:

R, = [B;xRP] + R, + SP
where:

SP = small-stock premium.

Because the small-stock premium can be identi-
fied by company size, the appropriate premium to
add for any particular company will depend on its
equity capitalization. For instance, a utility with a
market capitalization of $1 billion would require a
small capitalization adjustment of approximately 1.3
percent over the traditional CAPM; at $400 million,
approximately 2.1 percent, and at only $100 million,
approximately 4 percent.

Again, these additions to the traditional CAPM
represent an adjustment over and above any in-
crease already provided to these smaller companies
by having higher betas.

Implications for Smaller Utilities

These findings carry important ramifications for
relatively small public utilities. Boosting the tradi-
tional CAPM return by a full 400 basis points for
small utilities translates into a substantial premium
over larger utilities.

Table 2 shows the results of an analysis of 202
utility companies that calculated cost of equity
figures. Composites (arithmetic means) weighted by
equity capitalization were also calculated for the
largest and smallest 20 companies. The results show
the impact size has on cost of equity.

For the traditional CAPM, the large-company
composite shows a cost of equity of 12.05 percent;
the small company composite, 13.93 percent. How-
ever, once the respective small capitalization pre-
mium is added in, the spread increases dramatically,
to 12.07 and 17.95 percent, respectively. Clearly, the
smaller the utility (in terms of equity capitalization),
the larger the impact that size exerts on the expected
return of that security. W

Michael Annin, CFA, is a senior consultant with Ibbotson
Associates, specializing in business valuation and cost of
capital analysis. He oversees the Cost of Capital Quar-
terly, a reference work on using cost of capital for company
valuations.
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Finnerty and Leistikow perform more econometrically sophisticated tests of mean reversion in the
equity risk premium. Their tests demonstrate that—as we suspected from our simpler tests—the equity
risk premium that was realized over 1926 to the present was almost perfectly free of mean reversion
and had no statistically identifiable time trends.* Lo and MacKinlay conclude, “the rejection of the
random walk for weekly returns does not support a mean-reverting mode! of asset prices.”

Choosing an Appropriate Historical Period

The estimate of the equity risk premium depends on the length of the data series studied. A proper
estimate of the equity risk premium requires a data series long enough to give a reliable average without
being unduly influenced by very good and very poor short-term returns. When calculated using a long
data series, the historical equity risk premium is relatively stable.® Furthermore, because an average of
the realized equity risk premium is quite volatile when calculated using a short history, using a long
series makes it less likely that the analyst can justify any number he or she wants. The magnitude of
how shorter periods can affect the result will be explored later in this chapter.

Some analysts estimate the expected equity risk premium using a shorter, more recent time
period on the basis that recent events are more likely to be repeated in the near future; furthermore,
they believe that the 1920s, 1930s, and 1940s contain too many unusual events. This view is suspect
because all periods contain “unusual” events. Some of the most unusual events of this century took
place quite recently, including the inflation of the late 1970s and early 1980s, the October 1987
stock market crash, the collapse of the high-yield bond market, the major contraction and consolida-
tion of the thrift industry, the collapse of the Soviet Union, and the development of the European
Economic Community—all of these happened approximately in the last 30 years.

It is even difficult for economists to predict the economic environment of the future. For
example, if one were analyzing the stock market in 1987 before the crash, it would be statistically
improbable to predict the impending short-term volatility without considering the stock market
crash and market volatility of the 1929-1931 period.

Without an appreciation of the 1920s and 1930s, no one would believe that such events could
happen. The 79-year period starting with 1926 is representative of what can happen: it includes high
and low returns, volatile and quiet markets, war and peace, inflation and deflation, and prosperity
and depression. Restricting attention to a shorter historical period underestimates the amount of
change that could occur in a long future period. Finally, because historical event-types (not specific

4 Though the study performed by Finnerty and Leistikow demonstrates that the traditional equity risk premium exhibits no
mean reversion or drift, they conclude that, “the processes generating these risk premiums are generally mean-reverting.”
This conclusion is completely unrelated to their staristical findings and has received some criticism. In addition to
examining the traditional equity risk premia, Finnerty and Leistikow include analyses on “real” risk premia as well as
separate risk premia for income and capital gains. In their comments on the study, Ibbotson and Lummer show that these
“real” risk premia adjust for inflation twice, “creating variables with no economic content.” In addition, separating
income and capital gains does not shed light on the behavior of the risk premia as a whole.

5 This assertion is further corroborated by data presented in Global Investing: The Professional’s Guide to the World of
Capital Markets (by Roger G. Ibbotson and Gary P. Brinson and published by McGraw-Hill, New York). Ibbotson and
Brinson constructed a stock market total return series back to 1790. Even with some uncertainty about the accuracy of the
data before the mid-nineteenth century, the results are remarkable. The real (adjusted for inflation) returns that investors
received during the three 50-year periods and one 51-year period between 1790 and 1990 did not differ greatly from one
another (that is, in a statistically significant amount). Nor did the real returns differ greatly from the overall 201-year
average. This finding implies that because real stock-market returns have been reasonably consistent over time, investors
can use these past returns as reasonable bases for forming their expectations of future returns.

80 SBBI Valuation Edition 2005 Yearbook
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Any forward-looking cost of capital calculation already embodies tax effects
since investors price securities on the basis of after-tax returns. Besides, a very
large proportion of trading is conducted by tax-exempt financial institutions
(pension funds, mutual funds, 401K, etc.) for whom tax issues are largely
immaterial.

The existence of a negative risk premium is highly unlikely, as it is at serious
odds with the basic tenets of finance, economics, and law. Using proper
definitions for expected rates of return of equity and debt, the preponderance
of the evidence indicates that the negative risk premium does not exist. Several
risk premium studies cited in this chapter have found positive risk premiums
well in excess of 5% over the last decade. Risk premiums do narrow during
unusually turbulent and volatile interest rate environments, but then return to
normal-levels. They are most unlikely to ever become negative.

4.7 Risk Premium Determinants

Fundamentally, the primary determinant of expected returns is risk. To wit,
the various paradigms of financial theory, including the Capital Asset Pricing
Model and the Arbitrage Pricing Model covered in subsequent chapters, posit
fundamental relationships between return and risk. There are also secondary
influences on the relative magnitude of the risk premium, however, including
the level of interest rates, default risk, and taxes.

Interest Rates

Published studies by Brigham, Shome, and Vinson (1985), Harris (1986),
Harris and Marston (1992, 1993), Carleton, Chambers, and Lakonishok (1983),
Morin, (2005), and McShane (2005), and others demonstrate that, beginning
in 1980, risk premiums varied inversely with the level of interest rates—
rising when rates fell and declining when interest rates rose. The reason for
this relationship is that when interest rates rise, bondholders suffer a capital
loss. This is referred to as interest rate risk. Stockholders, on the other hand,
are more concerned with the firm’s earning power. So, if bondholders’ fear
of interest rate risk exceeds shareholders’ fear of loss of earning power, the
risk differential will narrow and hence the risk premium will shrink. This is
particularly true in high inflation environments. Interest rates rise as a result
of accelerating inflation, and the interest rate risk of bonds intensifies more
than the earnings risk of common stocks, which are partially hedged from
the ravages of inflation. This phenomenon has been termed as a *‘lock-in"’
premium. Conversely in low interest rate environments, when bondholders’
interest rate fears subside and shareholders’ fears of loss of earning power
dominate, the risk differential will widen and hence the risk premium will
increase.
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Harris (1986) showed that for every 100 basis point change in government
bond yields, the equity risk premium for utilities changes 51 basis points in
the opposite direction, for a net change in the cost of equity of 49 basis points.
For example, a 100 basis point decline in government bond yields would lead
to a 51 basis point increase in the equity risk premium and therefore an overall
decrease in the cost of equity of 49 basis points, a result almost identical to
the estimate reported in Morin (2005). As discussed earlier, similar results
were uncovered by McShane (2005), who examined the statistical relationship
between DCF-derived risk premiums and interest rates using a sample of
natural gas distribution utilities.

The gist of the empirical research on this subject is that the cost of equity
has changed only half as much as interest rates have changed in the past. The
knowledge that risk premiums vary inversely to the level of interest rates can
be used to adjust historical risk premiums to better reflect current market
conditions. Thus, when interest rates are unusually high (low), the appropriate
current risk premium is somewhat below (above) that long-run average. The
empirical research cited above provides guidance as to the magnitude of the
adjustment.

Risk premiums also tend to fluctuate with changes in investor risk aversion.
Such changes can be tracked by observing the yield spreads between different
bond rating categories over time. Brigham, Shome, and Vinson (1985) exam-
ined the relationship between risk premium and bond rating and found, unsur-
prisingly, that the risk premiums are higher for lower rated firms than for
higher rated firms. Figure 4-5 shows the results graphically.

_——————————eeee——e—————
FIGURE 4-5
RISK PREMIUMS VS BOND RATINGS
_ ELECTRIC UTILITIES

% Risk Premium

Aaa/AA AA Aa/A A A/BBB BBB <BBB

Bond Rating

Source: Brigham, Shome, and Vinson (1985).
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to the DCF method, which may be sluggish in detecting changes in return
requirements, especially when based on historical data.

One advantage of risk premium over DCF is that the former is a period-by-
period (time-series) study of the cost of equity over the cost of debt, in contrast
to the latter which is a point-in-time cross-sectional estimate. In other words,
the risk premium approach takes a broader time-series perspective rather than
a snapshot point-in-time viewpoint, and is therefore less vulnerable to the
vagaries of any one particular capital market environment. A prospective risk
premium test relies on a succession of DCF observations over long periods,
and is not as vulnerable to a given c¢apital market environment as a spot
DCF test.

Of course, the estimation of the appropriate risk premium for either the equity
market as a whole or for a specific utility company, is not an exact science.
Therefore, it is necessary to evaluate a broad spectrum of data and apply
alternative risk premium estimation approaches in order to derive a fair and
reasonable estimate of the required equity risk premium. Equal emphasis
should be accorded to risk premium results based on history and those based
on prospective data. Each proxy for expected risk premium brings information
to the judgment process from a different light. Neither proxy is without
blemish, each has advantages and shortcomings. Historical risk premiums
over long periods are available and verifiable, but may no longer be applicable
if structural shifts have occurred. Prospective risk premiums may be more
relevant since they encompass both history and current changes, but are
nevertheless imperfect proxies and are subject to measurement error and to
the vagaries of the DCF input proxies.
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1/23/15

2/4/15
2/18/15
2/24/15

3/2/15
3/12/15
3/12/15
3/12/15
3/18/15
3/25/15
3/26/15

2015

4/9/15

4/9/15

4/9/15

4/9/15

4/14/15
4/21/15
4/23/15
4/29/15

5/1/15
5/26/15

6/15/15
6/17/15
6/17/15
6/22/15
6/24/15
6/30/15
6/30/15

2015
7/7/15
7/20/15
9/2/15
9/10/15
9/23/15

9/24/15

2015

Company (State)
PacifiCorp (WY)

Manongahela Power/Potomac Ed. (WV)
Virginia Electric and Power (VA)
Public Service Co. of Colorado (CO)

Black Hills Power (SD)

Virginia Electric and Power (VA)
Virginia Electric and Power (VA)
Virginia Electric and Power (VA)

Jersey Central Power & Light (NJ)
PacifiCorp (WA)

Northern States Power-Minnesota (MN)

1ST QUARTER: AVERAGES/TOTAL
OBSERVATIONS

Metropolitan Edison (PA)
Pennsylvania Electric (PA)
Pennsylvania Power (PA)
West Penn Power (PA)

Public Service Oklahoma (OK)
Virginia Electric & Power (VA)
Wisconsin Public Service (MI)
Union Electric (MO)

Cross Texas Transmission (TX)
Appalachian Pow./Wheeling Pow. (WV)

Northern States Power-Minnesota (SD)
Central Hudson Gas & Electric (NY)
Consolidated Edison of New York (NY)
Kentucky Power (KY)

Empire District Electric (MO)

Kentucky Utilities (KY)

Louisville Gas & Electric (KY)

2ND QUARTER: AVERAGES/TOTAL
OBSERVATIONS

Mississippl Power (MS)
Entergy Texas (TX)

Kansas City Power & Light (MO)
Kansas City Power B Light (KS)
South Carolina Electric & Gas (SC)
Westar Energy (KS)

3RD QUARTER: AVERAGES/TOTAL
OBSERVATIONS

Common
ROR ROE Eq. as %
S S Cap, Str.
7.41 9.50 51.43
7.88 11.00 52.03
7.55 9.83 56.00
7.76 -- -
8.40 12.00 52.03
7.88 11.00 52.03
7.88 11.00 52.03
8.01 9.75 50.00 (Hy)
7.30 9.50 49.10 (Hy)
7.37 9.72 52.50
7.74 10.37 51.91
10 9 9
7.63 -- -
7.88 11.00 52.03
6.01 10.20 -
7.60 9.53 51.76
6.11 9.60 40.00
7.38 9.75 47.16
7.22 s e
6.62 9.00 48.00
6.91 9.00 48.00
7.04 9.73 47.83
9 7 6
7.53 9.50 50.09
7.44 9.30 50.48
8.57 - 52.66
7.85 9.40 51.08
3 2 3

Test Year
& Amt.
Rate Base $ Mil,
6/15-A 20.2
12/13 124.3 (B,1)
3/16-A 36.9 (LIR,B,2)
12/13-YE -39.4 (1,B)
9/13-A 6.9 (1,B)
3/16-A -6.4 (LIR,B,3)
3/16-A 11.4 (LIR,B,4)
3/16-A 5.8 (LIR,B,5)
12/11-YE -115.0 (D)
12/13-A 9.6
12/14-A 149.4 (R,1,2)
203.7
11
4/16 105.7 (D,B)
4/16 107.8 (D,B)
4/16 25.5 (D,B)
4/16 95.2 (D,B)
7/13-YE -4.8 (1,B)
8/16-A 60.5 (LIR,Z,B,6)
12/15 4.0 (Z,B)
3/14-YE 121.5
9/14-YE 30.9 (B,D,7)
12/13-A 123.5
12/13-A 15.2 (1,B)
6/16-A 15.3 (D,B,8)
12/16-A -- (D,B,9)
9/14 -23.0 (B)
4/14 17.1 (B)
6/16 125.0 (B)
6/16 0.0 (B)
819.4
16
- 0.0 (LIR,10)
- - (11)
3/14-YE 89.7 (12)
6/14-YE 40.1 (12)
6/15-YE 64.5 (LIR,13)
9/14 185.3 (B)
379.6
5
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ELECTRIC UTILITY DECISIONS (continued)
Common Test Year
ROR ROE Eq. as % & Amt.
pate Company (State} % % Cap. Str, Rate Base $ Mil,
10/15/15 Orange & Rockland Utilities (NY) 7.10 9,00 48.00 10/16-A 9.3 (B,D,14)
10/29/15 NorthWestern Corp. (SD) 7.24 d e 9/14-A 40.7 (I,B)
11/5/15 Southern California Edison (CA) - - - 12/15-A -450.4 (Z)
11/19/15 Consumers Energy (MI) 6.18 10.30 41.50 * 5/16-A 126.4 (1,Z2)
11/19/15 PPL Electric Utilities (PA) - - . e 12/16 124.0 (D,B)
11/19/15 Wisconsin Public Service (WI) B.24 10.00 50.47 12/16-A -7.9
11/23/15 Virginia Electric and Power (VA) - -- - 12/14 0.0 (15)
12/3/15 Mississippl Power (MS) 6.68 9.23 49.73 5/16-A 126.1 (LIR,I,B)
12/3/15 Northern States Power-Wisconsin (W1) 7.81 10.00 52.49 12/16-A 7.6
12/9/15 Ameren Illinois (IL) 7.65 9.14 50.00 12/14-YE 95.1 (D)
12/9/15 Commonwealth Edison (IL) 7.05 9.14 46.25 12/14-YE -65.5 (D)
12/11/15 DTE Electric (MI) 5.70 10.30 38.03 * 6/16-A 238.2 (I)
12/15/15 Portland General Electric (OR) 7.51 9.60 50.00 12/16-A 70.4 (B,16)
12/17/15 PECO Energy (PA) - Lod - 12/16 127.0 (D,B)
12/17/15 Southwestern Public Service (TX) 7.88 9.70 51.00 (Hy) 6/14-YE -4.0
12/18/15 Avista Corp. (ID) 7.42 9.50 50.00 12/14-A 1.7 (B)
12/22/15 Georgia Power {(GA) - - -- 12/16 19.1 (LIR,17)
12/23/15 PacifiCorp (ID) - - - -— 10.2 (LIR,18)
12/30/15 PacifiCorp (WY) 7.40 9.50 51.44 12/15-A 16.3 (R)
2015 4TH QUARTER: AVERAGES/TOTAL 7.22 9.62 4824 484.3
OBSERVATIONS 13 12 12 19
2015 YEAR-TO-DATE: AVERAGES/TOTAL 7.38 9.85 49.54 1,887.0
OBSERVATIONS 35 30 30 51

chris Xilpatrick@blackhillscorp.com;printed 1/14/2016
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GAS UTILITY DECISIONS
Common Test Year
ROR ROE Eq. as % & Amt.
Date Company (State) % S Cap. Str. Rate Base $ Mil.
1/13/15 Consumers Energy (MI) - 10.30 - 12/15 45.0 (L,B)
1/14/15 Indiana Gas (IN) - - -- 6/14-YE 5.7 (LIR,19)
1/14/15 Southern Indiana Gas & Electric (IN) - - -- 6/14-YE 1.5 (LIR,19)
1/21/15 North Shore Gas (IL) 6.26 9.05 50.48 12/15-A 3.5 (R)
1/21/15 Peoples Gas Light & Coke (IL) 6.56 9.05 50.33 12/15-A 71.1 (R)
1/26/15 Piedmont Natural Gas (NC) - -- - 10/14 26.6 (LIR,20)
1/27/15 Atmos Energy (KS) - -- - 9/14-YE 0.3 (LIR,21)
1/27/15 Northern States Power-Minnesota (MN) - - - 12/15 14.7 (LIR,22)
1/28/15 Northern Indiana Public Service (IN) - - s 6/14-YE 0.3 (LIR,23)
2015 1ST QUARTER: AVERAGES/TOTAL 6.41 9.47 50.41 168.7
OBSERVATIONS 2 3 2 9
4/7/15 Delta Natural Gas (KY) - - - 12/14-YE 1.3 (LIR,24)
4/9/15 Avista Corporation (OR) 7.52 9.50 51.00 12/15-A 5.3 (B)
5/11/15 Atmos Energy (TN) 7.73 9.80 53.13 5/16-A 0.7 (B)
5/13/15 Missouri Gas Energy (MO) -- - -- 2/15-YE 2.8 (LIR,25)
5/20/15 Laclede Gas (MO) - - - 2/15-YE 5.5 (LIR,25)
6/17/15 Central Hudson Gas & Electric (NY) 6.62 9.00 48.00 6/16-A 1.8 (B,26)
6/26/15 Liberty Utilities EnergyNorth (NH) - - - 3/14 10.5 (I,B,27)
6/30/15 Louisville Gas & Electric (KY) - -~ = 6/16 7.0 (B)
2015 2ND QUARTER: AVERAGES/TOTAL 7.29 9.43 50.71 34.9
OBSERVATIONS 3 3 3 8
7/22/15 Indiana Gas (IN) - - -~ 12/14-YE 5.5 (LIR,19)
7/22/15 Southern Indiana Gas & Electric (IN) - -- - 12/14-YE 3.2 (UR,19)
7/28/15 Atmos Energy (TX) -- - - 12/14-YE 52.6 (1,B,28)
8/21/15 Columbia Gas of Virginia (VA) 7.35 9.75 42.01 12/13 25.2 (1,B)
8/25/15 CenterPoint Energy Resources (TX) -- -- -- 9/14 4.9 (B)
9/16/15 Liberty Utilities (Midstates N.G.) (MO) - - - 5/15 0.3 (LIR,29)
9/23/15 Atmos Energy (KY) - - - 9/16-YE 3.8 (LIR,24)
9/29/15 ENSTAR Natural Gas (AK) - - - 12/14 8.4 (1,8,2)
2015 3RD QUARTER: AVERAGES/TOTAL 7.35 9.75 42.01 103.9
OBSERVATIONS i 1 1 8

chris.kilpatrick@blackhillscorp.com;printed 1/14/2016
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GAS UTILITY DECISIONS (continued)
Common Test Year
ROR ROE Eq. as % B Amt.
Pate Company (State) % . Cap. Str. Rate Base 5 Mil.
10/7/15 Bay State Gas (MA) 7.75 9,55 53.54 12/14-YE 32.8 (8,30)
10/13/15 Mountaneer Gas (WV) 7.96 (E) 9.75 45.50 (E) 9/14-A 7.7 (B,31)
10/15/15 Orange and Rockland Utliities (NY) 7.10 9.00 48.00 10/16-A 27.5 (B,32)
10/30/15 NSTAR Gas (MA) 7.72 9.80 52.10 12/13-YE 15.8
11/4/15 CenterPoint Energy Resources (OK) 8.64 - 49.86 12/14-YE 0.9 (33)
11/5/15 Kansas Gas Service (KS) - - - 6/15-YE 2.5 (21)
11/19/15 Wisconsin Public Service (WI) 7.80 10.00 50.47 12/16-A -6.2
12/1/15 Pledmont Natural Gas (NC) - - - 9/15 16.5 (LIR,20)
12/3/15 Columbia Gas of Pennsylvania (PA) == - - 12/16 28.0 (B)
12/3/15 Northern States Power-Wisconsin (WI) 7.81 10.00 52,49 12/16-A 4.2
12/9/15 Ameren Illinois (IL) 7.65 (B) 9.60 (B) 50.00 (B) 12/16-A 44.5
12/11/15 Michigan Gas Utilities (MI) 5.51 9.90 52.00 12716 3.4 (B)
12/18/15 Avlsta Corp. (ID) 7.42 9.50 50.00 12/14-A 2.5 (B)
2015 4TH QUARTER: AVERAGES/TOTAL 7.54 9.68 50.40 180.1
OBSERVATIONS 10 9 10 i3
2015 VYEAR-TO-DATE: AVERAGES/TOTAL 7.34 9.60 49.93 487.6
OBSERVATIONS 16 16 16 38
FOOTNOTES
A- Average
B- Order followed stipulation or settlement by the parties. Decision particulars not necessarily precedent-setting or specifically
adopted by the regulatory body.

COC- Case Involved only the determination of cost-of-capital parameters.
CWIP- Construction work in progress
D- Applies to electric delivery only
DCt Date certain rate base valuation
E- Estimated
F- Return on fair yalue rate base
Hy- Hypothetical capital structure utilized
I- Interim rates implemented prior to the issuance of final order, normally under bond and subject to refund.
LIR Limited-issue rider proceeding
M- "Make-whole" rate change based on return on equity or overall return authorized in previous case.
R- Revised
Te- Temporary rates implemented prior to the issuance of final order.
U- Double leverage capital structure utilized.
W- Case withdrawn
YE- Year-end
Z- Rate change implemented in multiple steps.
* Capital structure includes cost-free items or tax credit balances at the overall rate of return.

(1) Consolidated rate proceeding for Monongahela Power and Potomac Edison, whose rate schedules were combined.

(2) Increase authorized through a surcharge, Rider W, which reflects in rates the Investment in the Warren County Power Station.

(3) This proceeding determines the revenue requirement for Rider B, which is the mechanism through which the company recovers
costs associated with its plan to convert the Altavista, Hopewell, and Southampton Power Stations to burn biomass fuels.

(4) Represents rate Increase associated with the company's Rider R proceeding, which is the mechanism through which the company
recovers the investment in the Bear Garden generating facility.

(5) This proceeding determines the revenue requirement for Rider S, which recognizes In rates the company's investment in the
Virginia City Hybrid Energy Center.

chris kilpatrick@blackhillscorp.com;printed 1/14/2016
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FOOTNOTES (continued)

(6) This proceeding determines the revenue requirement for Rider BW, which recognizes in rates the company's investment in the
Brunswick Generating Station. A $10.1 million increase became effective Sept. 1, 2015, and an Incremental $50.5 million is to be
implemented May 1, 2016.

(7) Indicated rate increase is for base rates and reflects the transfer to base rates of $30.1 million that was being collected through
the company's interim transmission cost of service adjustment mechanism. The net overall rate increase is $0.8 million.

(8) The approved final Joint Proposal provides for the company to implement a $15.3 million electric rate increase, effective July 1,
2015, based on a 9% return on equity (48% of capital) and a 6.62% overall return, a $16 million increase on July 1, 2016, based
on the same return parameters, and a $14.1 million increase on July 1, 2017, that reflects a 9% return on equity (48% of capital)
and a 6.58% overall return.

(9) Joint Proposal adopted that extends the company's existing rate plan by one year through 12/31/16. Rates were not changed.

(10) On 7/7/15, the PSC issued an order on remand directing the company to cease collecting CWIP-related rate increases effective
7/20/15, and to submit a refund plan. This PSC action is the result of a 2/12/15 Mississippi Supreme Court decision that reversed
and remanded the PSC's 3/5/13 decisicn in the proceeding that had authorized the company a two-étep $156 million rate
Increase related to the Kemper generation plant.

(11) Case dismissed at company request.

(12) Approved settlements did not address rate-of-return issues.

(13) Case Involves company's request for a cash return on incremental V.C. Summer Units 2 and 3 CWIP and incorporates the 11%
ROE that was initially authorized in 2009 for use in Summer CWIP-related proceedings.

(14) The approved Joint settlement provides for a $9.3 million electric rate increase on 11/1/15, and an $8.8 million increase on
11/1/16. The approved rate changes incorporate 2 9% return on equity {48% of capital) and overall returns of 7.1% (in rate year
one) and 7.06% (in rate year two).

(15) Proceeding reviewed earnings levels for the 2013-2014 blennium versus the 10% ROE authorized in the previous review. By law,
no prospective rate change was permissible in this case. The Commission calculated the company had earned a 10.89% ROE,
and ordered $19.7 million of refunds. "

(16) A $14.7 million base rate reduction became effective 1/1/16. An $85.1 million base rate increase is'to be implemented in mid-
2016, provided the Carty generation station achieves commercial operation by 7/31/16.

(17) Case represents recovery of a cash return on 2016 CWIP and a preliminary true-up of the cash return on 2015 CWIP for Plant
Vogtle Units 3 and 4 under the company's legislatively-enabled nuclear construction cost recovery tariff.

(18) Limited-issue proceeding to reflect updated net power costs.

(19) Proceeding to establish the rates to be charged to customers under the company's "compliance and system improvement
adjustment" mechanism.

(20) Case involves the company's Integrity Management Rider.

(21) Case involves the company's gas system reliability surcharge rider. -

(22) Case represents the company's first filing under its Gas Utility Infrastructure Cost Rider.

(23) This is the initial proceeding to establish the rates to be charged to customers under the company's transmission, distribution,
and storage system improvement charge rate adjustment mechanism.

(24) Case represents an annual update to the company's pipe repiéoe'ment program rider.

(25) Case represents an update to the company's semi-annual infrastructure system replacement surcharge rider.

(26) The approved final Joint Proposal provides for the company to implement a $1.8 million gas rate increase, effective July 1,

2015, based on a 9% return on equity (48% of capital} and a 6.62% overall return, a $4.6 million increase on luly 1, 2016, based
on the same return parameters, and a $4.4 million increase on July 1, 2017, that reflects a 9% return on equity (48% of capital)
and a 6.58% overall return.

(27) Indicated $10.5 million rate increase exc-{udes a $1.9 million "step" increase for capital additions that was effective July 1, 2015.

(28) Rate change ratified by cities in Atmos’ Mid-Tex Division.

(29) Case represents annual update to company's infrastructure system replacement surcharge rider.

{30) Two step rate increase authorized. A $32.8 million first-step increase was implemented on 11/1/15, and an incremental
second-step incremental increase of up to $3.6 million to become effective on 11/1/16.

(31) Settlement did not specify the equity ratio or ROR; in a demonstration filing, the PSC Staff calculated a 45.5% equity ratio and
7.96% ROR.

(32) The approved settlement provides for a three-year gas rate plan under which gas rates are to increase $27.5 million effective
11/1/15, $4.4 million effective Nov. 1, 2016, and $6.7 million effective Nov. 1, 2017. The approved rate changes incorporate a
9% return on equity (48% of capital) and overall returns of 7.1% (in rate year one) and 7.06% (in rate years two and three).

(33) Case involves the company's performance based ratemaking mechanism.

Dennis Sperduto
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Common
ROR Equityas% Test Amt.

Date Company State % ROE%  ofCapital Year RateBase $ Mil. Footnotes
1/5/16 MDU Resources Group ND 7.95 10.50 50.27 12/16 -_ 15.1 (B,LIR,1)
1/6/16 Avista Corporation WA 729 9.50 48.50 9/14 - -8.1 (B)

1/28/16 Northern India-- Public Service Co. IN - — e — - 0.0 (LIR,2)
2/2/16 Kentucky Utilities Company VA = o — 12/14 — 5.5 (B)
2/23/16 Entergy Arkansas AR 452 9.75 28.46 3715 = 219.7 (B,*)
2/29/16 \Virginia Electric and Power Company VA 7.90 11.60 49.99 3/17 Average 21.0 (LIR,3)
2/29/16 Virginia Electric and Power Company VA 7.40 10.60 49.99 3/17 Average -9.3 (LIR,4)
2/29/16 Virginia Electric and Power Company VA 740 10.60 49,99 3/17 Average 6.6 (LIR,5)
2/29/16 Virginia Electric and Power Company VA 7.40 10.60 4999 3/17 Average -16.8 (LIR,8)
3/16/16 Indianapolis Power & Light Company IN 651 9.85 3733 6/14 Year-end 296 (%)
3/25/16 MDU Resources Group MT — — - 12/14 - 7.4 (B,2)
3/29/16 Virginia Electric and Power Company VA 690 9.60 49.99 3/17 Average 404 (LIR,7)
2016 1ST QUARTER: AVERAGES/TOTAL 7.03 10.29 46.06 311.2
OBSERVATIONS 9 9 9 12
4/29/16 Fitchburg Gas and Electric Light Co. MA 8.46 9.80 5217  12/14 Year-end 2.1 (D)
6/3/16 Baltimore Gas and Electric Company MD 728 975 5190  11/15 Average 441 (D,R)
6/8/16 El Paso Electric Company NM 7.67 9.48 49.29 12/14 Year-end 11
6/15/16 New York State Electric & Gas Corp. NY 6.68 9.00 48.00 4/17 Average 29.6 (B,D,Z,8)
6/15/16 Rochester Gas and Electric Corp. NY 755 9.00 48.00 4/17 Average 3.0 (B,D,Z,8)
6/23/16 San Diego Gas & Electric Co. CA —_ — — 12/16 Average 3.0 (B.Z,9)
6/30/16 Appalachian Power Company wv — —_ —_ — — 55.1 (B,LIR,10)
6/30/16 Virginia Electric and Power Company VA 740 10.60 49.99 8/17 Average -25.7 (LIR, 11}
6/30/16 Virginia Electric and Power Company VA 6.90 9,60 49.99 8/17 Average 54 (LIR,12)
2016 2ND QUARTER: AVERAGES/TOTAL 7.42 9.60 49.91 117.7
OBSERVATIONS 7 7 7 9
7/18/16 Northern Indiana Public Service Co. IN 6.74 9,98 47.42 3/15  Year-end 725 (B,*)
8/9/16 Kingsport Power Company N 6.18 985 4025  12/17 Average 8.6 (B)
8/10/16 Southwestern Public Service Co. NM - — — —_ — 235 (B)
8/10/16 Empire District Electric Company MO - — o 6/15 — 204 (B)
8/18/16 El Paso Electric Company ™ — - — 3/15 — 40.7 (1,.B)
8/18/16 UNS Electric, Inc. AZ 7.22 9.50 52.83 12/14 Year-end 15.1
8/22/16 Virginia Electric and Power Company VA — — —_ 8/17 — 21.3 (LIR, B,13)
8/24/16 Atlantic City Electric Company NJ 7.64 9.75 49.48 12/15 Year-end 45.0 (D,B)
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Common
ROR Equityas% Test Amt.

Date Company State % ROE%  of Capital Year Rate Base $ Mil. Footnotes
9/1/16 PacifiCorp WA 730 9.50 49.10 6/15 Year-end 13.7 (@)
9/8/16 Upper Peninsula Power Company Mi 7.47 10.00 53.49 12/16  Average 4.6 {1.*)

9/28/16 Public Service Co. of New Mexico NM 7.71 9.58 49.61 9/16  Average 61.2
9/28/16 KCP&L Greater Missouri Operations MO — — — — — 3.0 (B)
9/30/16 Massachusetts Electric Company MA 7.58 9.90 50.70 6/15 Year-end 169.7 (D)
2016 3RD QUARTER: AVERAGES/TOTAL 7.23 976  49.11 T 4993
OBSERVATIONS 8 8 8 13
10/6/16 Appalachian Power Company VA - 9.40 - — - — (LIR)
10/19/16 South Carolina Electric & Gas Co. 5C 8.24 - 51.35 6/16 Year-end 64.4 (LIR, 14)
10/26/16 Northern States Power Company - Wi Wi — — - 12/17 — 24.5 (15)
11/9/16 Madison Gas and Electric Company Wi 7.89 9.80 57.16 1217 Aver_a"g:: -33
11/10/16 Public Service Company of Oklahoma OK 6.94 9.50 44.00 1/15 Ye;?-';_tnd 145
11/15/16 Potomac Electric Power Company MD 7.49 8.55 49,55 12/15 Average 525 (D)
11/18/16 Wisconsin Power and Light Company wi 77 10.00 52.20 1211 8 Average 9.4 (B,Z)
11/29/16 Florida Power & Light Company FL - 10.55 —_ 12718 — 811.0 (B,2)
12/1/16 Liberty Utilities (CalPeco Electric) LLC CA 751 10.00 52.50 12/16 Average 8.3 (B)
12/6/16 Commonwealth Edison Company L 6.71 8.64 45.62 12/15 Year-end 130.9 (D)
12/6/16 Ameren lilinois Company IL 7.28 8.64 50.00 12/15 Year-end -8.8 (D)
12/6/16 Entergy Arkansas, Inc. AR —_ — - 1217 - 544 (B)
12/7/16 Duke Energy Progress, LLC SC 7.21 10.10 53.00 12/15 Year-end 56.2 (B.Z)
12/9/16 Monongahela Power Company wv — - — 6/16 - 25.0 (B,LIR,16)
12/12/16 Jersey Central Power & Light Co. NJ 7.47 9.60 45,00 6/16 Year-end 80.0 (B,D)
12/14/16 United llluminating Company cT 7.08 9.10 50.00 12/15 Average 57.4 (D,.2)
12/15/16 Avista Corporation WA — e e — — 0.0 (17)
12/19/16 Black Hills Colorado Electric Utility Co. co 743 937 52.39 12/15 Average 0.6
12/19/16 Emera Maine ME 745 9.00 49.00 12/14 Average 3.0 (D,Hy)
12/20/16 Georgia Power Company GA — —_ = 12117 — — (LIRW,18)
12/22/16 Sierra Pacific Power Company NV 6.65 9.60 48.03 12/15 — -2.9 (B)
12/22/16 Virginia Electric and Power Company NC 7.37 9.90 51.75 12/15 Year-end 34.7 (B,1)
12/23/16 Hawailan Electric Company, Inc. Hi - — — — — 0.0 (19)
12/28/16 Avista Corporation ID 7.58 9.50 50.00 12/15 Average 6.3 (B)
12/30/16 Appalachlan Power Company VA 7.30 10.00 47.22 12717  Average 3.3 (B,LIR,20)
2016 4TH QUARTER: AVERAGES/TOTAL 738 957  49.93 14214
DBSERVATION_S_ . 17 i8 17 23
2016 FULL YEAR: AVERAGES/TOTAL 7.28 9.77 48.91 2,349.6
OBSERVATIONS 41 42 41 57

Source: Regulatory Research Associates, an offering of S&P Global Market Intelligence
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Gas Utility Decisions
Common
ROR Equityas% Test Amt.

Date Company State % ROE % of Capital Year Rate Base $ Mil. Footnotes
1/6/16 Oklahoma Natural Gas Company OK 7.3 9.50 60.50 3/15 Year-end 30.0 (B)
1/6/16 Avista Corporation WA 7.29 9.50 48.50 09/14 - 10.8 (B)

1/28/16 SourceGas Arkansas AR 533 9.40 39.46 3/15 Year-end 8.0 (B,%)
2/10/16 Liberty Utllities (New England Nat, Gas) MA 7.99 9.60 50.00 12/14 Year-end 7.8 (B)
2/16/16 Public Service Company of Colorado co 7.33 9.50 56.51 12/14 Average 39.2 (LZR)
2/25/16 Black Hills Kansas Gas Utility Company KS - - - 10/15 Year-end 0.8 (LIR,21)
2/29/16 Avista Corporation OR 7.46 9.40 50.00 12/16 Average 45
3/17/16 Atmos Energy Corporation KS — - - 3/15 - 22 (B)
3/30/16 Indiana Gas Company, Inc. IN — — - 6/15 Year-end 7.0 (LIR,22)
3/30/16 Northern Indiana Public Service Co. iN -- — - 6/15 Year-end 7.6 (LIR,23)
3/30/16 Southern Indiana Gas and Electric Co. IN e — - 6/15 Year-end 2.3 (LIR,22)
2016 1ST QUARTER: AVERAGES/TOTAL 7.2 9.48 50.83 120.2
OBSERVATIONS 6 6 6 11
4/21/16 Consumers Energy Company M - - - 12116  — 40.0 (1,B)
4/29/16 Fitchburg Gas and Electric Light Company  MA 8.46 9.80 52.17 12/14 Year-end 1.6
5/5/16 CenterPoint Energy Resources Corp. MN 7.07 9.49 50.00 9/16  Average 275(1)
5/11/16 Liberty Utilities (Midstates Nat. Gas) MO - -_ —_ 1/16 — 0.2 (LIR,24)
5/19/16 Delta Natural Gas Company KY — — — 12/15 Year-end 1.4 (LIR)
5/19/16 Laclede Gas Company MO — — — 2/16 Year-end 5.4 (LIR,25)
5/19/16 Missouri Gas Energy MO - — = 2/16 Year-end 3.6 (LIR,25)
6/1/16 Maine Natural Gas ME 728 955 5000  9/14 Average 25 (B82)
6/3/16 Baltimore Gas and Electric Company MD 7.23 9.65 51.90 11/15 Average 47.9 (R)
6/15/16 New York State Electric & Gas Corporation  NY 6.68 9.00 48.00 4/17  Average 13.1 (B,Z,7)
6/15/16 Rochester Gas and Electric Corp. NY 7.55 9.00 48.00 4/17  Average 8.8 (B.Z2,7)
6/22/16 Northern Indiana Public Service Co. IN — — - 12/15 Year-end 6.7 (LIR,E,26)
6/23/16 San Diego Gas & Electric Co. CA — — — 12/16 Average 1.6 (B,227)
6/23/16 Southern California Gas Company CA - - — 12/16 Average 106.9 (B,2,9)
6/29/16 Indiana Gas Company, Inc. IN —_— — - 12715 Year-end 10.2 (LIR.28)
6/29/16 Southern Indiana Gas and Electric Co. IN - - = 12/15 Year-end 2.1 (UR,28)
2016 2ND QUARTER: AVERAGES/TOTAL 7.38 9.42 50.01 2763
OBSERVATIONS 6 6 6 16
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Common
ROR Equityas % Test Amt.
Date Company State % ROE%  ofCapital Year Rate Base $ Mil. Footnotes
7/7/16 Cascade Natural Gas Corporation ‘WA 735 - - — - 4.0 (B)
7/19/16 CenterPoint Energy Resources Corp. (0]14 - — - 12115 — 0.0 (B,29)
8/4/16 Atmos Energy Corporation KY — —_ — 517 e 0.5 (B)
8/22/16 Questar Gas Company uT - — — — - — (30)
9/1/16 UGl Utilities, inc. PA - - - 9/17 - 27.0 (B)
9/2/16 CenterPoint Energy Resources Corp. AR 4.53 9.50 30.85 5/15 Year-end 14.2 (B,*)
9/23/16 New Jersey Natural Gas Company NJ 6.90 9.75 52.50 6/16 Year-end 45.0 (B)
9/27/16 Texas Gas Service Company ™ 7.28 9,50 60.10 9/15 Year-end 88
9/29/16 Minnesota Energy Resources Corp. MN 6.88 9.11 50.32 12/16 Average 6.8 (LE)
2016 3RD QUARTER: AVERAGES/TOTAL 6.59 9.47 48.44 106.3
OBSERVATIONS 5 4 4 8
10/26/16 Northern States Power Company - WI Wi — — - 1217 - 4.8 (15)
10/27/16 Columbia Gas of Maryland, Inc. MD — — - 4/16 — 3.7 (B)
10/27/16 Columbia Gas of Pennsylvania, Inc. PA — - - 12117 — 35.0 (B)
10/28/16 Public Service Co. of North Carolina NC 7.53 9.70 52.00 12/15 Year-end 19.1 (B)
11/9/16 Madison Gas and Electric Company wi - 9.80 - 12117 - 341
11/14/16 Atmos Energy Corporation KY - — - 9/17 Year-end 5.0 (LIR,31)
11/15/16 Texas Gas Service Company ™ - - I 12/15 — 6.8 (B)
11/18/16 Wisconsin Power and Light Company wi 7.84 10.00 52.20 1218 Average 9.4 (B,2)
11/23/16 Baltimore Gas and Electric Company MD - — — 12118 Average 6.1 (B,Z,LIR,32)
11/29/16 Kansas Gas Service Company KS — -— — - — 15.5 (B)
12/1/16 Pacific Gas and Electric Company CA = - - 12/15 Average 100.0 (Tr,l, 33)
12/9/16 DTE Gas Company Mi 5.76 10.10 38.65 10/17 Average 122.3 (1,%)
12/14/16 Columbia Gas of Maryland, Inc. MD 7.53 9.70 54,29 12117 Average 1.2 (LIR,32)
12/15/16 KeySpan Gas East Corporation NY 6.42 9.00 48.00 12/17 Average 112.0 (B,34)
12/15/16 Brooklyn Union Gas Company NY 6.15 9.00 48.00 12/17 Average 272.1 (B,35)
12/15/16 Avista Corporation WA — —_ — — — 0.0 (17)
12/20/16 Columbia Gas of Virginia, Inc. VA - — —_ 12/17 Average 1.3 (LIR,36)
12/22/16 Columbia Gas of Kentucky, Inc. Ky - = — = — 18.1 (B)
12/22/16 Sierra Pacific Power Company NV 5.75 9.50 48.03 12/15 — -2.4 (B)
2016 4TH QUARTER: AVERAGES/TOTAL 6.7 9,60 48.74 7331
OBSERVATIONS 7 8 7 19
2016 FULL YEAR: AVERAGES/TOTAL 6.95 9.50 49.56 1,235.9
OBSERVATIONS 24 24 23 54

Source: Regulatory Research Assoclates, an offering of S&P Global Market Intelligence
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FOOTNOTES

A- Average

B- Order followed stipulation or settiement by the parties. Decision particulars not necessarily precedent-setting or
specifically adopted by the regulatory body.

CWIP- Construction work in progress

D- Applies to electric delivery only

DCt Date certain rate base valuation

E- Estimated

F- Return on fair value rate base

Hy- Hypothetical capital structure utilized

I- Interim rates implemented prior to the issuance of final order, normally under bond and subject to refund.

LIR Limited-issue rider proceeding

M- "Make-whole" rate change based on return on equity or overall return authorized in previous case.

R- Revised

Te- Temporary rates implemented prior to the issuance of final order.

Tr- Applies to transmission service

U- Double leverage capital structure utilized.

W- Case withdrawn

YE- Year-end

Z- Rate change implemented in multiple steps.

& Capital structure includes cost-free items or tax credit balances at the overall rate of return.

(&) Rate increase approved in renewable resource cost recovery rider.

(2) Case represents the company's transmission, distribution, and storage system improvement charge, or TDSIC rate
adjutment mechanism, The case was dismissed by the Commission, with no rate change authorized.

(3) Proceeding determines the revenue requirement for Rider B, which is the mechanism through which the company
recovers costs associated with its plan to convert the Altavista, Hopewell, and Southah:l'pton Power Stations to burn
biomass fuels.

(4) Represents rate decrease associated with the company's Rider R proceeding, which is the mechanism through which
the company recovers the investment in the Bear Garden generating facility.

(5) This proceeding determines the revenue requirement for Rider S, which recognizes in rates the company's investment
in the Virginia City Hybrid Energy Center. _

(6) Decrease authorized through a surcharge, Rider W, which reflects in rates investment in the Warren County Power
Station. i

@) Proceeding involves a new gas-fired generation facility, the Greensville County project, and creation of a new rider
mechanism, Rider GV, to reflect the related revenue requirement in rates.

(8) Rate increase effective 5/1/16; additional increases to be effective 5/1/17 and 5/1/18.

9) Settlement adopted with modifications. Rate increase effective retroactive to 1/1/16; additional increases to be effective
1/1/17 and 1/1/18.

(10) Represents the company's joint expanded net energy cost, or ENEC, proceeding.

(11) Represents rate decrease associated with the company’s Rider BW proceeding, which is the mechanism through which
the company recovers the investment in its Brunswick County Power Station.

(12) Represents the rate increase assoclated with the company's Rider US-2, which is the mechanism through which the
company recovers the revenue requirement associated with three new solar generation facilities.

(13) Case involves the company's request to establish Rider U for recovery of investment and costs associated with a project
to underground certain distribution lines.

(14) The present case involves South Carolina Electric & Gas' request for a cash return on incremental V.C. Summer Units 2

and 3 construction work in progress (CWIP) and Incorporates the 10.5% return on equity that was authorized in
September 2015 for use in the Summer CWIP-related proceedings beginning in 2016.

(15) The rate case is for the limited purpose of recovering anticipated increases in: generation and transmission fixed
charges and fuel and purchased power expenses related to the interchange agreement with affiliate NSP-Minnesota;
and, rate base investment.

bkwest@aep.com;printed 1/19/2017
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FOOTNOTES (continued)

(16) Case s a consolidated expanded net energy cost proceeding for Monongahela Power and affiliate Potomac Edison.

a7 Rate increase rejected by commission.

(18) As a resuit of the commission's adoption of a settlement in another proceeding, the company withrew its rate increase
request in this proceeding, and no rate change was implemented.

(19) No change in base rates was sought by the company, and on 12/23/16, the commission issued an order closing this
docket.

(20) Case involves the company's G-RAC rider mechanism that addresses its investment in the Dresden Generating Plant,
and establishes the revenue requirement for the rider to become effective 1/1/17.

(21) Case involves the company's gas system reliabillity surcharge, or GSRS, rider and reflects investments made from
July 1, 2014 through Oct. 31, 2015.

(22) Case involves company's "compliance and system improvement adjustment” mechanism, and inciudes compliance-
related investments made between Jan. 1 and June 30, 2015, and certain other investments made between July 1, 2014
and june 30, 2015.

(23) Case establishes the rates to be charged to customers under the company’s transmission, distribution and storage
system improvement charge rate adjustment mechanism, and reflects investments made between july 1, 2014 and
June 30, 2015.

(24) Case involves the company's infrastructure system replacement surcharge rider and reflects incremental
investments made from 6/1/15 through 1/31/16.

(25) Case involves the company's infrastructure system replacement surcharge rider and reflects incremental
investments made from 9/1/15 through 2/29/16. i

(26) Case establishes the rates to be charged to customers under the company's transmission, distribution and storage
system improvement charge rate adjustment mechanism, and reflects investments made between 7/1/15 and 12/31/15.

27 Settlement adopted with modifications. Rate decrease effective retroactive to 1/1/16; rate increases to be effective
1/1/17 and 1/1/18.

(28) Case involves company's "compliance and system improvement adjustment” mechanism, and inciudes compliance-
related investments made between 7/1/15 and 12/31/15.

(29) Case involves the company's performance based ratemaking plan.

(30) On 8/22/16, the PSC approved the company's petition to withdraw the rate increase request, effectively closing the case.

The request to withdraw the filing comported with provisions of a settlement filed in the Questar/Dominion Resources
merger proceeding.

(31) Case is an annual update to the company's pipe replacement program rider.

(32) Case involves the company's strategic infrastrucure development and enhancement, or STRIDE, rider.

(33) Case involves the company’s gas transmission and storage operétlbns. The decision also authorized attrition rate
increases of $246 million for 2016, $64 million for 2017 and $105 million for 2018.

(34) Adopted joint proposal provides for the company to implement a $112 million rate increase effective 1/1/17, a
$19.6 million rate increase effective 1/1/18, and a $27 million rate increase effective 1/1/19.

(35) Adopted joint proposal provides for the company to implement a $272.1 million rate increase effective 1/1/17, a
$41 million rate increase effective 1/1/18, and a $48.9 million rate increase effective 1/1/19.

(36) Case involves the company's investments under the Steps to Advance Virginia's Energy Plan.

Dennis Sperduto
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Value Line Forecast for the U.S. Economy

Actual Estimated
02 2013 2014 2015 2016 2017 208 2019 2020 201

Gross Domestic Product and its Components
{2009 Chain Weighted $) Billions of Dallars

Final Sales 15292 15521 15882 16263 16587 16997 17454 17890 18301 18704
Total Consumption 10413 10565 10869 n215 11516 11842 12234 12613 12967 13291
Nonresidential Fixed Investment 1964 2033 2156 7m 2182 2289 2421 2554 2682 2776
Structures 423 478 474 452 438 L 467 479 493 509
Equipment & Software 939 982 1036 1073 1042 1073 1139 1155 1237 1274
Residential Fixed Investment 437 488 505 564 592 616 641 664 684 703
Exports 1963 2032 218 2120 2129 2171 2228 2306 2387 2459
Imports 2410 2436 2544 2661 2691 2798 2951 3084 2208 3320
Federal Government 1214 1143 1114 113 1120 1118 1108 1097 1091 1086
State & Local Governments 1728 1714 1718 1768 1786 1805 1835 1863 1681 1500
Gross Domestic Product 16155 16692 17393 18037 18567 18409 20802 21372 22366 23315
Real GDP {2009 Chain Weighted $) 15355 15612 15982 16397 16658 17054 17544 18018 18468 18874
Prices and Wages — Annusl Retes of Change
GOP Deflator 18 16 18 1.1 1.6 22 21 20 21 20
CPI-All Urban Consumers 21 1.5 16 04 18 26 23 24 27 27
PPI-Finished Goods 19 12 19 -3.2 06 29 1.7 20 23 25
Employment Cost Index—Total Comp. 19 1.9 21 19 22 27 32 33 34 33
Productivity 08 00 07 05 1.0 11 15 1.6 15 13
Production and Other Key Measures
Industrial Prod. (% Change, Annualized) 28 19 7 -16 03 22 a0 25 23 20
Factory Operating Rate {%) 745 741 75.3 755 750 7.0 76.0 5.0 745 740
Nonfarm Inven. Change (2009 Chain Weighted §) 727 543 65.0 88.1 250 16.3 450 500 450 40.0
Housing Starts (Mill. Units) 0.78 093 1.00 1.1 1.17 1.24 1.32 140 143 1490
Existing House Sales {Mill. Units) 466 507 492 523 544 549 551 548 545 543
Total Light Vehicle Sales (Mill. Units} 144 155 164 174 175 174 176 176 174 172
National Unemployment Rate (%) 81 74 6.2 53 49 46 43 42 43 43
Federal Budget Surplus (Unified, FY, $Bill) -1089 680 -483 479 -579 -525 675 -750 800 -850
Price of Oil (£Bbl., U.S. Refiners’ Cost) 101.00 100.47 82.23 4841 4063 50.00 5200 5400 57.00 60.00
Money and Interest Rates
3-Month Treasury Bill Rate (%} 0.1 0.1 0.1 0.1 03 08 1.7 25 27 29
Federal Funds Rate (%) 0.1 01 0.1 0.1 0.4 1.0 18 25 28 a0
10-Year Treasury Note Rate (%) 18 24 25 22 19 27 29 a5 38 40
Long-Term Treasury Bond Rate (%) 29 35 33 23 25 32 33 a7 40 38
AAA Corporate Bond Rate (%) 37 42 42 39 37 41 44 40 42 40
Prime Rate (%) 33 33 33 33 35 44 51 55 60 6.0
Incomes
Persanal Income [Annualized % Change} 50 11 44 39 36 46 49 50 48 47
Real Disp. Inc. (Annualized % Change) 31 -14 27 KA 23 29 34 a0 28 27
Personal Savings Rate (%) 16 43 48 58 59 57 63 65 (¥4 70
After-Tax Profits (Annualized $Bill) 1683 1693 1694 1588 1665 1841 2044 2146 2232 2298
Yr-to-Yr % Change 179 06 0.1 43 48 10.6 110 50 40 a0
Composition of Real GDP-Annual Rates of Change
Gross Domestic Product 22 17 24 26 16 24 29 27 25 22
Final Sales 21 15 23 24 20 25 27 25 23 22
Total Consumption 15 15 28 32 27 28 33 a1 28 25
Nonresidential Fixed Investment 9.0 35 6.0 21 -04 44 58 55 50 35
Structures 129 1.2 106 45 21 49 15 25 30 33
Equipment & Software 108 46 54 36 -28 29 6.1 50 35 a0
Residential Fixed Investment 135 1.7 35 1.7 49 41 42 a5 30 28
Exports 34 35 42 0.1 04 20 27 a5 a5 30
Imports 22 1.1 44 48 12 40 55 45 40 35
Federal Government -19 58 -25 0.0 05 01 -1.0 -1.0 0.5 05
State & Local Govemments -19 08 02 29 1.0 1.0 17 15 1.0 1.0

© 2017 Valus Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be refiable and is provided without waranties of any kind.
mE PUBLISHER IS NOTRESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publi for 5 OWN, NON-Commer luse. No partof tmey
produced, resold, stored or transmitted in inted, electronic or other form, or used for genersting keting any printad or el iumn,senﬂusmpfm:!. To subscribe call 1-800-VALUELINE

¥




Concept SeriesType 2017 2018 2019 2020 2021 2022
Rate On Aa-Rated Public Utility Bonds |U.S. Macro - 30 Year Baseline 4.01 4.73 5.31 5.57 5.57 5.57
Yield On Aaa-Rated Corporate Bonds U.S. Macro - 30 Year Baseline 3.83 4.42 4.79 5.04 5.04 5.04
RWP-34
McKenzie
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Concept SeriesType 2023 2024 2025 2026 2027 2028
Rate On Aa-Rated Public Utility Bonds |U.S. Macro - 30 Year Baseline 5.57 5.57 5.57 5.57 5.57 5.57
Yield On Aaa-Rated Corporate Bonds U.S. Macro - 30 Year Baseline 5.04 5.04 5.04 5.04 5.04 5.04
RWP-34
McKenzie
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Concept SeriesType 2029 2030 2031 2032 2033 2034
Rate On Aa-Rated Public Utility Bonds |U.S. Macro - 30 Year Baseline 5.57 5.57 5.57 5.57 5.57 5.57
Yield On Aaa-Rated Corporate Bonds U.S. Macro - 30 Year Baseline 5.04 5.04 5.04 5.04 5.04 5.04
RWP-34
McKenzie
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Concept SeriesType 2035 2036 2037 2038 2039 2040
Rate On Aa-Rated Public Utility Bonds |U.S. Macro - 30 Year Baseline 5.57 5.57 5.57 5.57 5.57 5.57
Yield On Aaa-Rated Corporate Bonds U.S. Macro - 30 Year Baseline 5.04 5.04 5.04 5.04 5.04 5.04
RWP-34
McKenzie
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Concept SeriesType 2041 2042 2043 2044 2045 2046
Rate On Aa-Rated Public Utility Bonds |U.S. Macro - 30 Year Baseline 5.57 5.57 5.57 5.57 5.57 5.57
Yield On Aaa-Rated Corporate Bonds U.S. Macro - 30 Year Baseline 5.04 5.04 5.04 5.04 5.04 5.04
RWP-34
McKenzie
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2017 2018 2019 2020 2021

US Treasury Yield Curve
10-Year Note Yield 2.65 3.15 3.84 4.07 4.07
30-Year Bond Yield 3.24 3.78 4.36 4.57 4.57
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RWP-35 is available at:
https://www.eia.gov/outlooks/aeo/data/brows
er/#/?id=18-
AEO2017&cases=ref2017&sourcekey=0
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2 m BLUE CHIP FINANCIAL FORECASTS ® DECEMBER 1, 2016 |

History:
-------Average For Week Ending———  ----Average For Month— Latest Qtr
Interest Rates Nov. 18 Nov.11 Nov.4 Oct.28 Oct  Sep Aug 302016
Federal Funds Rate 0.41 0.41 0.40 0.41 039 040 0.40 0.40
Prime Rate 3.50 3.50 3.50 3.50 350 3.50 3.50 3.50
LIBOR, 3-mo. 0.91 0.89 0.88 0.89 0.88 085 0.81 0.79
Commercial Paper, I-mo.  0.43 0.42 0.42 040 043 040 0.37 0.37
Treasury bill, 3-mo. 0.48 0.44 0.36 032 033 029 0.30 0.30
Treasury bill, 6-mo. 0.62 0.56 0.51 048 047 047 0.45 0.44
Treasury bill, 1 yr. 0.77 0.70 0.64 067 066 0.59 0.57 0.56
Treasury note, 2 yr. 1.03 0.88 0.82 086 084 077 0.74 0.73
Treasury note, 5 yr. 1.71 1.42 1.27 1.30 127 1.8 1.13 1.13
Treasury note, 10 yr. 2.26 1.98 1.82 1.81 1.76 1.63 1.56 1.56
Treasury note, 30 yr. 2.98 2.76 2.58 255 250 235 2.26 2.28
Corporate Aaa bond 4.10 395 3.79 373 3.69 341 332 3.34
Corporate Baa bond 477 461 4.44 437 434 431 424 4.26
State & Local bonds 3.59 3.40 3.36 337 335 293 2.85 2.87
Home mortgage rate 3.94 3.57 3.54 347 347 346 3.44 345
History-

4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q
Key Assumptions 2014 2015 2015 2015 2015 2016 2016 2016
Major Currency Index 82,6 894  89.9 91.8 93.1 93.3 89.6 90.0
Real GDP 23 2.0 2.6 2.0 0.9 0.8 1.4 29
GDP Price Index 0.5 -0.1 23 1.3 0.8 0.5 2.3 1.5
Consumer Price Index -0.3 -2.9 24 14 0.8 -0.3 2.5 1.6

RWP-36
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Consensus Forecasts Of U.S. Interest Rates And Key Assumptions’

Consensus Forecasts-Quarterly Avg.
4Q 10 20 3Q 4Q 1Q
2016 2017 2017 2017 2017 2018

05 07 08 1.0 11 13
36 38 39 41 42 44
0:9 1A A2 atd N Ls - T
05 07 09 11 13 14
04 06 08 10 11 13
06 08 09 11 13 14
0.7 09 11 13 14 1.6
18 Lk LY LS 16 18
1.5 17 1% 26 22 23
21 23 24 26 27 28
28 30 31 32 33 34
38 40 41 42 44 45
4.7 4% §1 52 53 55
34 X6 37 38 39 AN
38 40 42 43 44. 46
Consensus Forecasts-Quarterly
4Q 1Q 2@ 3Q 4Q 1Q

2016 2017 2017 2017 2017 2018
928 939 943 942 942 93.8

23 22 22 23 22 23
24 A9 20 240 21 22
28 21 24 23 25 23

Forecasts for interest rates and the Federal Reserve’s Major Currency Index represent averages for the quarter. Forecasts for Real GD¥, GDP Price Index and Consumer Price
Index are seasonally-adjusted annual rates of change (saar). Individual panel members™ forecasts are on pages 4 through 9. Historical data: Treasury rates from the Federal Re-
serve Board’s H.15; AAA-AA and A-BBB corporate bond yields from Bank of America-Merrill Lynch and are 15+ years, yield to maturity; State and local bond yiclds from
Bank of America-Merrill Lynch, A-rated, yield to maturity; Mortgage rates from Freddie Mac, 30-year, fixed; LIBOR quotes from Intercontinental Exchange. All interest rate
data is sourced from Haver Analytics. Historical data for Fed’s Major Currency Index is from FRSR H.10. Historical data for Real GDP and GDP Chained Price Index are from
the Bureau of Economic Analysis (BEA). Consumer Price Index (CPI) history is from the Department of Labor’s Bureau of Labor Statistics (BLS).
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Long-Range Survey:
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The table below contains the results of our twice-annual long-range CONSENSUS survey. There are also Top 10 and Bottom 10 averages for each
variable. Shown are consensus estimates for the years 2018 through 2022 and averages for the five-year periods 2018-2022 and 2023-2027. Apply
these projections cautiously. Few if any economic, demographic and political forces can be evaluated accurately over such long time spans.

Interest Rates
1. Federal Funds Rate

2, Prime Rate

3. LIBOR, 3-Mo.

4. Commercial Paper, 1-Mo.

5. Treasury Bill Yield, 3-Mo.

6. Treasury Bill Yield, 6-Mo.

7. Treasury Bill Yield, 1-Yr.

8. Treasury Note Yield, 2-Y1.

10. Treasury Note Yield, 5-Yr.

11. Treasury Note Yield, 10-Yr.

12. Treasury Bond Yield, 30-Yr.

13. Corporate Aaa Bond Yield

13. Corporate Baa Bond Yield

14. State & Local Bonds Yield

15. Home Mortgage Rate

A, FRB - Major Currency Index

B. Real GDP

C. GDP Chained Price Index

D. Consumer Price Index

CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average

CONSENSUS
Top 10 Average
Bottom 10 Average
CONSENSUS
Top 10 Average
Bottom 10 Average
CONSENSUS
Top 10 Average
Bottom 10 Average

———Average For The Year———— Five-Year Averages
2018 2019 2020 2021 2022 2018-2022 2023-2027
1.8 24 28 30 3.0 2.6 30
24 3.1 35 3.6 3.7 33 36
1.3 1.5 2.0 22 22 1.9 22
4.8 5.5 58 6.0 6.0 5.6 59
54 6.2 6.6 6.7 6.7 63 6.6
43 4.7 5.0 53 52 4.9 5.1
21 2.8 31 32 33 29 iz
2.7 34 38 39 39 35 38
1.7 21 24 2.5 2.5 22 25
2.0 2.7 31 32 32 28 32
25 32 36 a7 338 34 3.7
1.6 2.1 2.5 2.6 2.6 23 26
1.7 24 2.8 29 29 2.6 29
24 32 3.5 36 3.7 33 36
1.3 1.7 20 21 2.1 1.8 21
19 2.6 29 31 31 2.7 3.0
26 a3 37 38 ER.3 34 37
1.4 1.9 2.1 22 2.2 20 22
21 2.7 3.0 31 32 28 32
28 35 38 39 3.9 3.6 38
1.5 1.9 22 23 23 2.1 2.3
2.2 29 32 33 i3 3.0 33
29 3.6 4.0 4.0 4.0 37 4.1
1.7 2.1 24 25 2.5 22 24
2.7 32 is 36 36 33 36
33 4.0 4.3 43 44 4.0 44
22 24 2.6 28 28 2.6 28
3.1 35 38 3.9 39 36 39
38 43 4.6 4.6 4.6 4.4 4.7
25 2.7 29 3.1 31 238 3.1
38 4.1 4.3 4.4 4.4 4.2 4.5
4.5 5.0 52 52 53 50 53
31 3.3 35 3.6 3.6 34 3.6
4.8 52 54 55 55 53 55
54 58 6.1 6.1 6.1 59 6.2
43 4.6 4.8 4.8 4.8 4.7 4.9
59 6.2 6.4 6.4 6.4 63 6.4
6.5 6.9 7.0 7.1 72 6.9 72
53 5.5 5.8 5.8 53 5.6 5.7
4.3 4.6 4.5 4.8 4.8 4.6 4.8
4.9 53 54 55 5.6 53 5.6
3.8 3.8 3.5 4.0 4.0 38 4.0
4.9 53 55 5.6 5.6 54 5.6
55 6.0 6.2 6.3 63 6.0 6.3
4.3 4.6 4.7 4.9 4.9 4.7 4.9
94.6 938 93.6 93.5 932 933 921
97.6 979 98.3 984 98.4 98.1 97.4
91.5 89.6 BB.7 884 879 89.2 86.6
Year-Over-Year, % Change——— Five-Year Averages
2018 2019 2020 2021 2022 2018-2022 2023-2027
23 22 21 2.1 21 22 21
27 25 24 24 24 25 25
1.9 1.8 1.7 1.8 1.8 1.8 1.8
2.1 241 21 21 20 2.1 20
24 24 24 24 22 23 22
1.8 1.8 1.9 1.9 1.9 1.9 1.9
24 23 23 23 23 23 23
27 26 26 26 % 26 25
21 21 22 21 20 21 21
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Institutional Decisions THIS  VLARITH*
4Q2015 102016 202016 STOCK  INDEX

to Buy T a1 a8 Feroent 24 Ty, 209 64 [
to Sell 133 142 148 | traded 8 NI NI I . ) [T 3yr. 827 157 [
Hids(000) 70628 71888 73716 T IIIIIIIIIIII||I||I|III [T nm Syr. 1546 760

Atmos Energy's history dates back to| 2006 | 2007 2008 2009 12010 2011 [2012 [2013 |2014 2015 2016 [2017 | ©VALUELINEPUB.LLC|19-21
1906 in the Texas Panhandle. Over the| 7527 | 66.03 | 79.52 | 5369 | 53.12 | 48.15 | 38.10 | 42.88 | 49.22 | 40.82 | 32.20 | 33.65 |Revenues per shA 45.85
years, through various mergers, it became | 426 | 444 | 419 | 420 | 464 | 472| 476 | 514 | 542| 581 | 620| 650 |“CashFlow” persh 7.25
part of Pioneer Corporation, and, in 1981, 200| 194 | 200| 197 | 216| 226 | 210 | 250 | 296| 309| 338| 3.55|Eamings persh AB 4.20
Pioneer named its gas distribution division| 126 | 128 130 | 132 | 134| 136 | 138 | 140 | 148| 156 168 | 1.80 |Div'ds Decl'd per shCm 215
Energas. In 1983, Pioneer organized| 520 439 520 551 | 602 690 | 812 | 932 832| 961 | 10.45| 11.00 |Cap'l Spending per sh 10.60
Energas as a separate subsidiary and dis-| 20.16 | 2201 | 2260 | 2352 | 24.16 | 24.98 | 26.14 | 2847 | 3074 | 3148 | 33.30 | 31.25 |Book Value persh 36.65
tributed the outstanding shares of Energas [ 81.74 | 89.33 | 90.81 | 9255 | 90.16 | 90.30 | 90.24 | 90.64 | 100.39 | 101.48 | 104.00 | 107.00 |Common Shs Outstg® | 120.00
to Pioneer shareholders. Energas changed | 135 159 | 136 | 125 132 144 | 159 | 159 | 161 175] 208 Avg Ann'’l PIE Ratio 24.0
its name to Atmos in 1988. Atmos acquired 73 84 82 83 84 9 | 101 89 85 89| 1.1 Relative P/E Ratio 1.50
Trans Louisiana Gas in 1986, Western Ken- | 4.7% | 42% | 48% | 53% | 47% | 42% | 41% | 35% | 31% | 29% | 24% Avg Ann’I Divd Yield 21%
tucky Gas Utility in 1987, Greeley Gas in [Tg1504 | 58984 | 72213 | 4969.1 | 47897 | 4347.6 | 34385 | 36863 | 4940.9 | 41421 | 33499 | 3600 |Revenes (smill) A 5500
1993, United Cities Gas in 1997, and others. | 4603 | 1705 | 1803 | 1707 | 2012 | 1993 | 1922 | 2307 | 2898 | 3151 | 3501 | 380 |Net Profit (Smill 500
CAPITAL STRUCTURE as of 6/30/16 37.6% | 35.8% | 38.4% | 34.4% | 38.5% | 36.4% | 33.8% | 38.2% | 39.2% | 38.3% | 36.4% | 37.0% |Income Tax Rate 40.0%
Total Debt $3126.1 mill. Due in 5 Yrs $1157.9 mill. | 26% | 29% | 25% | 36% | 4.2% | 46% | 56% | 59% | 59% | 7.6% | 10.5% | 10.6% |Net Profit Margin 9.1%
LT Debt $2205.6 mil. LT Interest $135.0mil. - I757 00057 0% | 508% | 499% | 454% | 494% | 453% | 48.8% | 44.3% | 43.5% | 39.0% | 42.0% |Long-Term DebtRatio | 45.0%
(LT interest earned: 5.4x; total interest ) ) 0 0 0 0 0 0 0 0 o ) ; . o
coverage: 5.4x) 43.0% | 48.0% | 49.2% | 50.0% | 546% | 50.6% | 54.7% | 51.2% | 55.71% | 56.5% | 61.0% | 58.0% |Common Equity Ratio | 55.0%
Pfd Stock None 3629.2 | 3836.8 | 4136.9 | 4439.1 | 4793.1 | 51479 | 5475.6 | 6030.7 | 6725.9 | 7430.6 | 8280 | 9060 |Net Plant ($mill) 11500
Pension Assets-9/15 $450.9 mill , 61% | 59% | 59% | 59% | 69% | 6.1% | 61% | 59% | 64% | 6.6% | 7.5% | 8.0% |Return on Total Cap’l 7.5%

Oblig. $508.6 mill 98% | 8.7% | 88% | 83% | 92% | 88% | 81% | 89% | 94% | 99% | 10.0% | 11.5% |Returnon Shr. Equity | 11.5%

Common Stock 103,847,858 shs. 0 0 0 0 ) 0 0 0 0 ) o 0 . o
25 of 7120116 98% | 87% | 88% | 83% | 92% | 88% | 81% | 89% | 94% | 99% | 10.0% | 11.5% |Returnon Com Equity | 11.5%
MARKET CAP: $7.6 billion (Large Cap) 36% | 30% | 31% | 27% | 35% | 33% | 28% | 40% | 47% | 49% | 50% | 55% |Retainedto Com Eq 5.5%
CURRENT POSITION 2014 2015 6/30/16 63% 65% 65% 68% 62% 62% 65% 56% 50% 51% 50% 51% |All Div'ds to Net Prof 52%
CasaMALsLs'ets 423 28.7 66.2 BUSINESS: Atmos Energy Corporation is engaged primarily in the  mercial; 3%, industrial; and 2% other. The company has around
Other 7335 602.3 582.7 | distribution and sale of natural gas to roughly three million custom- 4,760 employees. Officers and directors own approximately 1.5% of
Current Assets 7758 631.0 648.9 | ers through six regulated natural gas utility operations: Louisiana common stock (12/15 Proxy). President and Chief Executive Of-
Accts Payable 3116 2389 198.9 | Division, West Texas Division, Mid-Tex Division, Mississippi Divi- ficer: Kim R. Cocklin. Incorporated: Texas. Address: Three Lincoln
Debt Due 196.7 457.9  920.5 | sion, Colorado-Kansas Division, and Kentucky/Mid-States Division. ~ Centre, Suite 1800, 5430 LBJ Freeway, Dallas, Texas 75240. Tele-
Other . 4024 458.0 4104 | Gas sales breakdown for fiscal 2015: 66%, residential; 29%, com-  phone: 972-934-9227. Internet: www.atmosenergy.com.

Current Liab. 910.7 1154.8 1529.8 -

Fix. Chg. Cov. 637% 743% 750% | Atmos Energy may well post respect- the core regulated units. Note that we es-
ANNUAL RATES _Past past Estd13-15| able results in fiscal 2017 (started Oc- timate the pending divestiture’s impact on
of change (persh) 10 Yrs. 5Yrs.  to'19-21 tober 1st). The natural gas distribution earnings per share would be minimal.
Revenues 20%  -6.5% 5% | division, accounting for the largest portion The fiscal 2017 capital expenditures
Eg?:ing[:slow gg{/‘(’) ‘;-go//‘: %%‘; of revenues, stands to benefit from a rise budget is expected to lie between $1.1
Dividends 20% 25% 65% | in throughput, assuming that both the billion and $1.25 billion. That would be
Book Value 50% 50% 35% | weather and economic environment are some 8% higher than the previous year’s
Fiscal ilnA | Fun | generally favorable (leading to a boost in figure, assuming the midpoint of that

pear DggﬁﬁTEﬁ:Yr_gﬁvamunE.gésngl(i’))_go Fiscal %onsumgtion levels). Also, we look for rea- range is used. Similar to fiscal 2016, a

2013 0342 13090 8579 6852 138863 | sonably decent performances from the meaningful portion of the resources will be

2014 112551 19643 9427 7788 [49409 | other segments, including the regulated deployed to enhance the safety and

2015 1258.8 15401 6864 6568 (41421 | pipeline unit. At this juncture, full-year reliability of Atmos’ natural gas distribu-

2016 |906.2 1132.3 632.9 6785 |3349.9 | profits might advance around 5%, to $3.55 tion and transmission systems.

2017 (930 1250 720 700 [3600 | a share, versus the fiscal 2016 tally of The quarterly common stock dividend
Fiscal |  EARNINGS PER SHARE A B E Full | $3.38. Concerning fiscal 2018, we believe was raised a few cents, to $0.45 a

gear |nec.3! Mar31 Jun.30 Sep.30| Rscd!| the bottom line can grow at a similar per- share. Moreover, our 2019-2021 projec-

2013 | 8 123 36 08 | 250| centage rate, to $3.75 a share, if operating tions indicate that additional, steady in-

2014 95 138 45 23 | 296 | margins expand. creases in the distribution will take place.

2015 9% 135 55 23 | 309| There are plans to sell Atmos Energy The payout ratio over that period ought to

2016 | 1.00 138 69 33 | 3.38| Marketing (AEM) to a subsidiary of be roughly 50%, which should not place a

217 | 1.05 141 .72 .37 | 3.55| CenterPoint Energy. The transaction in- substantial financial burden on the energy

Cal- | QUARTERLY DIVIDENDS PAID Cu Full | volves the transfer of 800 delivered gas company.
endar |Mar31 Jun30 Sep.30 Dec31| Year | customers and AEM’s related asset op- These top-quality shares hold decent,

2012 | 345 345 345 35 | 139 | timization business at an all-cash price of risk-adjusted long-term total return

2013 | 35 35 35 37 | 142| S40 million plus working capital at the potential. That reflects the healthy divi-

2014 37 37 37 39 | 150| closing date (anticipated during the first dend and worthwhile capital gains possi-

2015 39 39 39 42 159 | calendar quarter of 2017). Proceeds are to bilities here.

2016 42 42 42 45 be utilized for infrastructure investment in Frederick L. Harris, III ~ December 2, 2016
(A) Fiscal year ends Sept. 30th. (B) Diluted | Next egs. rpt. due early Feb. (D) In millions. Company’s Financial Strength A
shrs. Excl. nonrec. items: '06, d18¢; ‘07, d2¢; | (C) Dividends historically paid in early March, | (E) Qtrs may not add due to change in shrs | Stock’s Price Stability 95
‘09, 12¢; 10, 5¢; '11, (1¢). Excludes discontin- [ June, Sept., and Dec. = Div. reinvestment plan. | outstanding. Price Growth Persistence 80
ued operations: "11, 10¢; 12, 27¢; '13, 14¢. | Direct stock purchase plan avail. Earnings Predictability 90
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Institutional Decisions i S oeeeee,, THIS VL ARITH.
402015 102016 202016 e ol - . STOCK  INDEX
toBuy 62 86 83| oot I e e B ol P WP S o 1y 252 64
to Sell 72 66 72 | traded 5 11 Y RS T T TR T e | Y FY TN i A 3yr. 8.0 157 [
His(000) 8284 8673 8755 T LT LERTERAFRREA AR RRARRERRARRERARRRRRTR|EERRLARERRAFRCERFRPRR FRRETLARRARARAARRRAN Sy 1583 760
2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 [ 2009 [ 2010 [2011 [2012 [2013 |2014 [ 2015 [2016 [2017 | ©VALUELINE PUB.LLC|19-21
4221 | 4082| 1712 19.41| 2070 | 26.02| 23.05| 2541 | 2846 | 19.07 | 29.93 | 29.13 | 27.26 | 30.73 | 34.19| 30.07 | 28.80 | 30.30 |Revenues per sh 37.50
1.95 1.95 193| 242| 226 235| 218 252 2.50 215 | 350 | 369 | 395 435 473 5.05 4.95| 5.40 |“Cash Flow” per sh 7.00
93 83 69 117 1.09 1.18 1.15 1.29 1.39 1.43 1.82 1.91 199 | 226 247 | 268 2.75| 2.95 |Earnings per sh A 4.00
71 73 73 73 .75 .76 77 .78 81 83 87 91 .96 1.01 1.07 1.12 1.19 1.26 |Div'ds Decl'd per sh B= 1.50
275| 361 1.77 139 207| 374 487| 308| 3.00 189 | 318 | 328 | 500| 6.72 6.66 947 | 9.70| 10.00 |Cap’l Spending per sh 11.60
805 826| 803, 859 907| 960| 11.08| 11.76 | 1202 | 1489 | 1584 | 16.78 | 17.82 | 19.28 | 20.59 | 2345 | 27.50 | 27.40 |Book Value per sh 30.45
7.95 8.09 8.31 8.49 8.60 882 1003 | 1017 | 1024 | 14.09 | 1429 | 1435 | 1440 | 1446 | 1459 | 1527 | 16.50 | 17.00 |Common Shs Outst'gC | 20.00
12.6 15.0 18.6 12.7 15.0 16.8 17.9 16.7 14.2 14.2 12.2 14.2 14.8 15.6 17.7 19.1 | Bold figyres are |Avg Ann’l P/E Ratio 20.0
82 77 1.02 72 .79 89 97 89 .85 .95 .78 89 94 88 93 .96 Value|Line Relative P/E Ratio 1.25
6.1% | 5.8% | 57%| 4.9% | 46% | 3.8% | 3.8% | 36% | 41% | 41% | 39% | 34% | 33% | 29% | 24% | 22%| ™S ayg Ann’l Divid Yield 1.9%
CAPITAL STRUCTURE as of 9/30/16 2312 | 2583 | 2914 | 2688 | 4275 | 4180 | 3925 | 4443 | 4988 | 459.2 475 515 | Revenues ($mill) 750
Total Debt$310.1.mi||. Duein 5 Yrs $230._0 mill. 10.5 13.2 14.4 15.9 26.1 276 28.9 328 36.1 40.2 43.0 | 48.0 | Net Profit ($mill) 80.0
LT Debt $143.5mil. _ LT Interest §9.0 mil. 394% | 39.4% | 39.1% | 418% | 39.7% | 39.4% | 40.1% | 40.2% | 399% | 395% | 40.0% | 40.0% |Income Tax Rate 41.0%
(LT interest earned: 7.7x; total interest o o o o o . o . o o o o . ) o
coverage: 7.7%) (25% of Cap) |_45% | 51% | 49% | 59% | 61% | 66% | 74% | 74% | 72%| 88% | 91% | 9.3% NetProfitMargin 10.7%
Leases, Uncapitalized Annual rentals $1.3 mill. 39.0% | 34.6% | 41.3% | 32.0% | 28.4% | 31.4% | 28.4% | 29.7% | 34.5% | 29.4% | 25.0% | 30.0% |Long-Term Debt Ratio 30.0%
Pfd Stock None 61.0% | 65.4% | 58.7% | 68.0% | 71.6% | 68.6% | 71.6% | 70.3% | 65.5% | 70.6% | 75.0% | 70.0% |Common Equity Ratio 70.0%
Pension Assets-12/15 $51.0 mill. 1822 | 1828 | 209.5 | 3086 | 3159 | 351.1 | 3585 | 396.4 | 4588 | 5075| 605| 665 |Total Capital ($mill) 870
c Oblig. $75.9 mill 2408 | 2604 | 2807 | 4364 | 4628 | 487.7 | 5418 | 6312 | 6698 | 8550 | 960| 1060 |NetPlant ($mill 1430
ommon Stock 16,301,161 shs. .
as ol 103116 7% | 84% | 79% | 61% | 91% | 89% | 88% | 88% | 85% | 89% | 80%]| 11.5% ReturnonTotalCapl | 10.0%
9.5% | 11.1% | 11.7% | 7.6% | 11.5% | 11.5% | 11.2% | 11.8% | 12.0% | 11.2% | 9.5% | 10.5% |Return on Shr. Equity 13.0%
MARKET CAP: $1.1 billion (Mid Cap) 95% | 111% | 11.7% | 7.6% | 11.5% | 11.5% | 11.2% | 11.8% | 12.0% | 11.2% | 9.5% | 10.5% |Return on Com Equity 13.0%
41% | 52% | 52% | 3.8% | 6.6% | 66% | 64% | 71% | 74% | 68% | 50% | 5.5% |Retainedto Com Eq 8.0%
CUR$F'}AIIELI\II-T POSITION 2014 2015 9/30/16 57% | 53% | 55% | 50% | 42% | 42% | 43% | 40% 38% | 40% | 46% | 45% |AllDiv'ds to Net Prof 38%
Cash Assets 4.6 2.9 1.5 | BUSINESS: Chesapeake Utilities Corporation consists of two units: ~ wholesales and distributes propane; markets natural gas; and pro-
Other 117.8 _109.6 _100.7 | Regulated Energy and Unregulated Energy. The Regulated Energy  vides other unregulated energy services, including midstream serv-
Current Assets 1224 1125 1022 | segment (65% of 2015 revenues) distributes natural gas in Dela- ices in Ohio. Officers and directors own 5.4% of common stock; T.
éc%ttsDPayable g%g 122% 1‘&152 ware, Maryland, and Florida; distributes electricity in Florida; and Rowe Price, 8.3; BlackRock, 5.8% (3/16 Proxy). CEO: Michael P.
O?her ue 523 578 55.2 transmits natural gas on the Delmarva Peninsula and in Florida. McMasters. Inc.: Delaware. Address: 909 Silver Lake Boulevard,
Current Liab. 7942 2796 2631 | Ihe Unregulated Energy operation (35% of 2015 revenues) Dover, DE 19904. Tel.: (302) 734-6799. Internet: www.chpk.com.
Fix. Chg. Cov. 865% 898% 885% | Chesapeake Utilities appears headed help, as well. Consequently, Chesapeake’s
ANNUAL RATES  Past Past Estd’13-15| for an unspectacular 2016. That’s part- bottom line stands to increase around 7%,
ofchange (persh) ~ 10¥rs. — S¥rs. 1071921 | ]y because first-quarter share net (versus to $2.95 a share.
Revenues | 35% 40%  30% | the year-ago period’s) suffered from the The 2016 capital spending budget is
Cash Flow 7.0% 11.5% 7.0%
Earnings 80% 10.0% 85% | unfavorable impact of substantially expected to fall between $150 million
Dividends 35%  50%  60% | warmer temperatures on the natural gas and $170 million. (That would be 10.6%
Book Value 9.0% 80% 65% | and propane distribution operations. This higher than last year’s level, using the
Cal- | QUARTERLY REVENUES ($ mill.) Full | event occurred during a time when cus- midpoint of that range.) Projects have in-
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | tomer consumption levels are normally cluded Eight Flags CHP plant; new
2013 | 1407 941 866 1229 | 4443 | high. To make matters worse, the compa- facilities to serve an electric power genera-
2014 | 1863 1005 916 1204 | 4988 | ny’s September-interim performance was tor in Kent County, Delaware; Eastern
2015 (1700 927 919 1045 | 4592 | squeezed partly by fixed pipeline and Shore’s system reliability project; contin-
2016 | 1463 1023 1083 1181 | 475 | gtorage costs associated with natural gas ued natural gas infrastructure improve-
017|170 110 110 125 | 515 supply contracts where a significant por- ment initiatives; and additional expan-
Cal- EARNINGS PER SHARE A Full | tion of sales will occur during the winter sions of the company’s natural gas distri-
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | months, plus lower retail propane margins bution and transmission systems. Manage-
2013 | 1.02 30 27 67 | 226| per gallon on the Delmarva Peninsula. ment states that in order to fund these ex-
2014 | 1.2 35 22 69 | 247| Even though results for the second quarter penditures it might further increase the
2015 | 144 35 33 56 | 268| were extra strong and we believe 2016 will level of borrowings to supplement cash
2016 | 1.33 52 29 61| 275| end on a positive note, full-year profits provided by operating activities.
2017 | 141 45 42 67 | 295 may advance only about 2.5%, to $2.75 a The dividend yield now rests below
Cal- | QUARTERLYDIVIDENDSPADB= | Fyll | share. the average of all equities in Value
endar | Mar31 Jun.30 Sep.30 Dec.31| Year | Brighter things might be in store for Line’s Natural Gas Utility group. But
2012 23 23 243 243| 95| 2017, nonetheless. That ought to reflect the payout is well covered by corporate
2013 | 243 243 257 257| 1.00| growing benefits from the April, 2015 pur- earnings, and future, steady hikes are a
2014 | 257 257 27 27 | 105| chase of Aspire Energy. New projects (see good possibility. Meanwhile, the stock is
2015 27 27 288 288| 1.12| pelow) are another positive. Generally fa- ranked 4 (Below Average) for Timeliness.
2016 288 288 305 305 vorable weather patterns would obviously Frederick L. Harris, III December 2, 2016

(A) Diluted shrs. Excludes nonrecurring items: | (B) Dividends historically paid in early January, | (C) In millions, adjusted for split.

02, d23¢; °08, d7¢; '15, 6¢. Excludes discontin- | April, July, and October. m Dividend reinvest-
ued operations: ‘03, d9¢; '04, d1¢. Next earn- | ment plan. Direct stock purchase plan avail-
ings report due early Feb.
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Institutional Decisions THIS VL ARITH
402015 102016 202016 | porcent 30 STOCK  INDEX
e A 3 e o et w7111 . . o S oed 187
Hids(000) 49713 51216 52651 TR LR LR LT LTy YERCT LARTFRALFYOTH| A FPETERTERCFRA AT YR TR LRI Sy 707 760
2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 [ 2009 [ 2010 [2011 [2012 [2013 2014 [2015 [2016 [2017 | ©VALUE LINEPUB.LLC| 19-21
1471 | 2561 | 22.06| 31.14| 3044 | 3810 39.81 | 36.31 | 4537 | 31.17 | 32.05 | 36.30 | 27.08 | 38.38 | 44.40 | 32.09 | 21.90 | 27.35 Revenues pershA 29.85
1.00 1.06 1.07 1.19 1.25 1.31 1.37 1.22 1.81 1.58 1.63 1.70 1.86 1.93 2.73 2.52 2.45| 250 |“Cash Flow” per sh 285
.60 .65 .70 .79 85 88 93 .78 1.35 1.20 1.23 1.29 1.36 1.37 2.08 1.78 1.61 1.75 |Earnings per sh B 2.10
.38 .39 40 4 43 45 48 51 .56 .62 .68 72 77 81 .86 .93 .98 1.02 | Div'ds Decl'd per sh Cu 1.05
.62 55 51 57 72 64 64 73 .86 .90 1.05 1.13 1.26 1.33 1.52 3.76 1.70 1.75 | Cap’l Spending per sh 1.80
4.14 4.40 4.35 513 5.62 5.30 7.50 7.75 8.64 8.29 8.81 9.36 9.80 | 1065 | 11.48 | 12.99 | 13.80 | 14.55 |Book Value per shP 17.40
7917 | 7999 | 8300 8170 | 8322 | 8264| 8288 | 83.22 | 8412 | 8317 | 8235 | 8289 | 83.05 | 8332 | 8420 | 85.19| 8588 | 86.00 |Common Shs OutstgE | 86.00
14.7 14.2 14.7 14.0 156.3 16.8 16.1 21.6 12.3 14.9 15.0 16.8 16.8 16.0 1.7 16.6 213 Avg Ann’l P/E Ratio 14.0
.96 .73 80 80 81 89 87 1.15 74 .99 .95 1.05 1.07 90 .62 84 1.17 Relative P/E Ratio .90
44% | 42%| 39% | 37% | 33% | 31%| 32% | 3.0% | 33% | 35% | 3.7% | 33% | 34% | 37% | 35% | 31% | 29% Avg Ann’l Div'd Yield 3.6%
CAPITAL STRUCTURE as of 6/30/16 3299.6 | 3021.8 | 3816.2 | 2592.5 | 2639.3 | 3009.2 | 2248.9 | 3198.1 | 3738.1 | 2734.0 | 1880.9 | 2350 |Revenues ($mill) A 2565
Total Debt$1223.§ mill. Due in 5 Yrs $321.3 mill. 785 653 | 1139 | 101.0 | 101.8 | 1065 | 1124 | 113.7 | 1769 | 153.7 | 1381 150 | Net Profit ($mill) 180
Hclngg;gggﬂiscfg'”iializeglég‘;’:s‘ $25.4 mill 38.9% | 38.8% | 87.8% | 27.1% | 414% | 30.2% | 7.1% | 254% | 302% | 26.3% | 32.0% | 32.0% |Income Tax Rate 32.0%
(LT nterest eamet: 7.5x.total interest coverage: | 24% | 22% | 30% | 3%% | 39% | 35% | 50% | 36% | 47% | 5% | 73% | 64% NetProfitMargin__ 7.0%
7.5x) 34.8% | 37.3% | 38.5% | 39.8% | 37.2% | 35.5% | 39.2% | 36.6% | 38.2% | 43.2% | 43.0% | 43.0% |Long-Term Debt Ratio 40.5%
Pension Assets-9/15 $256.4 mill. 65.2% | 62.7% | 61.5% | 60.2% | 62.8% | 64.5% | 60.8% | 63.4% | 61.8% | 56.8% | 57.0% | 57.0% |Common Equity Ratio 59.5%
Oblig. $394.4 mill. |954.0 | 1028.0 | 1182.1 | 1144.8 | 1154.4 | 1203.1 | 1339.0 | 1400.3 | 1564.4 | 1950.6 | 2085 | 2200 |Total Capital ($mill) 2495
Pfd Stock None 9349 | 9709 | 10173 | 10644 | 11357 | 12959 | 14849 | 16431 | 1884.1 | 2128.3 | 2170| 2215 Net Plant ($mill) 2350
Common Stock 86,150,260 shs. 96% | 77% | 10.7% | 97% | 9.7% | 97% | 9.2% | 9.0% | 121% | 86% | 7.5% | 80% [RetumonTotalCapl | 80%
as of 8/1/16 12.6% | 10.1% | 15.7% | 14.6% | 14.0% | 13.7% | 13.8% | 12.8% | 18.3% | 13.9% | 11.6% | 12.0% |Return on Shr. Equity 12.0%
MARKET CAP: $2.9 billion (Mid Cap) 12.6% | 10.1% | 15.7% | 14.6% | 14.0% | 13.7% | 13.8% | 12.8% | 18.3% | 13.9% | 11.6% | 12.0% |Return on Com Equity 12.0%
CURRENT POSITION 2014 2015 6/3016 | 63% | 36% | 95% | 72% | 6.7% | 62% | 62% | 52% | 11.0% | 6.8% | 4.6% | 5.0% Retainedto ComEq 6.0%
c ($MILL.) 50% | 64% | 40% | 50% | 52% | 55% | 55% | 59% 40% | 50% | 61% | 58% |AllDiv'ds to Net Prof 50%
ash Assets 2.2 4.9 94.8
Other 680.5 _539.6 _509.9 | BUSINESS: New Jersey Resources Corp. is a holding company commercial and electric utility, 65% incentive programs). N.J. Natu-
Current Assets 682.7 5445  604.7 | providing retail/wholesale energy svcs. to customers in New Jersey, ral Energy subsidiary provides unregulated retail/wholesale natural
and in states from the Gulf Coast to New England, and Canada. gas and related energy svcs. 2015 dep. rate: 2.5%. Has 991 empls.
ég(t:)t{sguzyable gggg 2;;% 51528 New Jersey Natural Gas had about 512,300 customers at 9/30/15  Off./dir. own about 1.4% of common (12/15 Proxy). Chrmn., CEO &
Other 1253 85.4 129.5 | in Monmouth and Ocean counties, and other N.J. counties. Fiscal ~Pres.: Laurence M. Downes. Inc.: NJ Addr.: 1415 Wyckoff Road,
Current Liab. 7911 4361 6015 | 2015 volume: 341 bill. cu. ft. (14% interruptible, 21% residential and ~ Wall, NJ 07719. Tel.: 732-938-1480. Web: www.njresources.com.
Fix. Chg. Cov. 1007% _750% _750% | New Jersey Resources faced a diffi- duction of almost 10%, to $1.61 per share.
ANNUAL RATES  Past Past Estd’13-15| cult operating environment in fiscal This was in line with our expectation.
gchange persh)  10Yrs, ~ 5Yis. - 101921 | 9016 (ended September 30th). Indeed, That said, we have adjusted our out-
evenues 1.5% 1.0%  -4.0% . .
“Cash Flow” 65% 75% 30% | the company posted a downturn in both look for this year. The company appears
Earnings 5% 65%  30% | revenues and earnings this past year. poised to log a rebound in revenues of
Bg’éf(e\'/‘gli o ggof’ ggoj" ;g; What’s more, since our September review, about 25%, to $2.35 billion, due primarily
- —° i ~” | the stock has registered a modest 5% to new NJNG customer accounts. Manage-
Fiscal | QUARTERLY REVENUES §mill) & | Full | nyllback, likely as a reflection of the slow- ment estimates roughly 24,000-27,000 ac-
Ends |Dec.31 Mar31 Jun30 Sep30| Year | down in the retail/wholesale energy busi- counts will be added between fiscal 2017
2013 7360 9609 7675 7337 [3198.1| ness. Revenues declined more than 30% on and 2019. Elsewhere, the regulated utility
2014 18784 15796 6883 5919 |37381| 5 year-over-year basis, to $1.88 billion. division received approval of a rate reduc-
2015 | 8241 10131 4585 4383 27340 | Thig largely stemmed from the warmer- tion as well as a bill credit, that will have
gg}g ‘;2‘33 2532 5;?32 ‘;ggz 123229 than-normal weather patterns that existed a net impact on the typical residential
. across NdJR’s service territory. This trend heating customer lowering a bill about 2%
F\}g‘a’?' EARNINGS PER SHARE 4 & Fﬁgé'a, was further exacerbated by the falloff of annually. This helps to put rates more in
Ends |Dec.31 Mar31 Jun30 Sep30| Year | natural gas and commodify prices when line with the current natural gas pricing
2013 | 43 8 12 d0l | 137| compared to 2015’ levels. Despite these environment. Finally, we have trimmed a
2014 47179 05 d23 | 208 challenges, the New Jersey Natural Gas nickel off our 2017 share-net estimate, to
gg}g gg 1;? ?g ggg 1?13 (NJNG), regulated utility business added $1.75, placing it near the top end of man-
2017 w0 95 17 03| 175 8,170 new customer accounts in 2016. A agement’s recently issued guidance range
- . : . : bit more than 55% of those came from new of $1.65-$1.75. This would represent an
Cal- | QUARTERLYDIVIDENDSPAID C= | Full | construction. Still, on the profitability annual increase of almost 9%.
endar |Mar31 Jun.30 Sep.30 Dec.31| VYear| fon¢ the sharp downturn in volumes We think most investors’ funds could
2012 | 19 19 19 40 97| weighed on both fixed- and variable-cost be better utilized elsewhere. Neutrally
2013 |-- 20 20 20 60 | absorption. In fact, operating expenses ranked NJR is lacking upside potential
2014 | 21 21 21 23 86| ticked 20 basis points higher, when viewed based on our projections. And the dividend
gg}g gi gi gi ggs B as a percentage of the top line. Combined, yield is a bit light for a utility.
: : : : these factors equated to an earnings re- Bryan J. Fong December 2, 2016
(A) Fiscal year ends Sept. 30th. (C) Dividends historically paid in early Jan., million, $4.82/share. Company’s Financial Strength A+
(B) Diluted earnings. Qtly egs may not sum to | April, July, and October. 1Q '13 div'd paid in | (E) In millions, adjusted for splits. Stock’s Price Stability 85
total due to change in shares outstanding. Next | 4Q '12. = Dividend reinvestment plan available. Price Growth Persistence 55
earnings report due late Jan. (D) Includes regulatory assets in 2015: $410.2 Earnings Predictability 55
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402015 102016 202016 | porcent 15 1 STOCK  INDEX
; M \ m yr.  27.3 6.4

NSl o5 e ag|Shares 10 ittt 1111 T TP YUY P T Y R P 1YL R A Y1 U sy, 518 157 |
HIGs(000) 16813 15946 16937 RLRRARRERRFRRRRRARRARI L T T Sy 512 760
2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 [ 2009 [ 2010 [2011 [2012 [2013 |2014 [ 2015 [2016 [2017 | ©VALUELINE PUB.LLC|19-21

21.09 | 2578| 25.07| 2357 | 2569 | 33.01| 3720 | 39.13 | 39.16 | 38.17 | 3056 | 31.72 | 27.14 | 28.02 | 27.64 | 26.39 | 23.45| 25.15 |Revenues per sh 28.90

368| 386| 365| 385 392| 434 476| 541 5.31 5.20 518 | 500 | 494 | 504 505 | 491 450 | 4.85 |“Cash Flow” per sh 6.05
1.79 1.88 1.62 1.76 186 211 235 276| 257 | 283| 273 | 239 | 222 | 224 2.16 1.96 215 | 2.35 |Earnings per sh A 315
1.24 1.25 1.26 1.27 1.30 1.32 1.39 1.44 1.52 1.60 1.68 1.75 1.79 1.83 1.85 1.86 1.87 | 1.88 |Div'ds Decl’d per sh Bm 2.05
346| 323 311 490 | 552| 348 356 | 448| 392 5.09 935 | 376 | 491 513 440 | 437| 4.50| 6.20 |Cap’l Spending per sh 6.35
1793 | 1856 | 18.88| 1952 | 2064 | 21.28| 2201 | 2252 | 23.71 | 24.88 | 26.08 | 26.70 | 27.23 | 27.77 | 28.12| 2847 | 27.40 | 28.40 |Book Value per sh P 30.55
2523 | 2523 | 2559 | 2594 | 2755| 2758| 2724 | 2641 | 2650 | 26.53 | 2658 | 26.76 | 26.92 | 27.08 | 27.28 | 2743 | 29.00 | 29.00 |Common Shs Outst'g © | 28.00
12.4 12.9 17.2 15.8 16.7 17.0 15.9 16.7 18.1 15.2 17.0 19.0 211 19.4 20.7 23.7 | Bold figyres are |Avg Ann’l P/E Ratio 17.0
81 .66 94 90 88 91 86 89 1.09 1.01 1.08 1.19 1.34 1.09 1.09 1.19 Value|Line Relative P/E Ratio 1.05

56% | 5.1%| 45%| 4.6% | 42% | 37%| 37% | 31% | 33% | 37% | 36% | 39% | 38% | 42% | 41% | 40%| "™ |Ayg Ann’l Divid Yield 3.7%
CAPITAL STRUCTURE as of 9/30/16 1013.2 | 1033.2 | 1037.9 | 10127 | 8121 | 848.8 | 730.6 | 758.5 | 754.0 | 7238 680 730 |Revenues ($mill) 865
Total Debt $790.1 mill. Due in 5 Yrs $360.0 mill. 652 | 745| 685| 751 | 727| 639 | 599 | 605| 587 537| 620| 68.0 |NetProfit ($mill) 86.0
LT Debt $530.2mil. LT Interest $45.0 mil. 36.3% | 37.2% | 36.9% | 38.3% | 405% | 404% | 424% | 40.8% | 415% | 40.0% | 35.0% | 35.0% |Income Tax Rate 35.0%
(Totalinterest coverage: 3.5%) 64% | 72% | 66% | 74% | 89% | 75% | 82% | B0% | 78%  74%| 0.2%| 9.3% NetProfitMargn | 109%

46.3% | 46.3% | 44.9% | 47.7% | 46.1% | 47.3% | 48.5% | 47.6% | 44.8% | 42.5% | 43.0% | 43.0% |Long-Term Debt Ratio 43.0%

Pension Assets-12/15 $249.4 mill. ] 53.7% | 53.7% | 55.1% | 52.3% | 53.9% | 52.7% | 51.5% | 52.4% | 55.2% | 57.5% | 57.0% | 57.0% |Common Equity Ratio 57.0%

Oblig. $445.6 mill. [ 11165 | 1106.8 | 11404 | 1261.8 | 1284.8 | 1356.2 | 1424.7 | 1433.6 | 1389.0 | 1357.7 | 1390 | 1445 [Total Capital ($mill) 1605

Pfd Stock None 1425.1 | 14959 | 1549.1 | 16701 | 1854.2 | 18939 | 1973.6 | 20629 | 2121.6 | 21827 | 2270 | 2360 |Net Plant ($mill 2655
Common Stock 27,557 756 shares T1% | 85% | 17% | 73% | 70% | 62% | 57% | 58% | 58% | 55% | 55% | 6.0% RetumonTotal Capl | 7.5%
as of 10/21/16 109% | 12.5% | 10.9% | 11.4% | 105% | 89% | 82% | 81% | 7.6% | 69% | 80%| 8.0% ReturnonShr.Equity | 10.5%

10.9% | 12.5% | 10.9% | 11.4% | 105% | 8.9% | 82% | 81% | 76% | 69% | 80% | 80% |Returnon Com Equity 10.5%

MARKET CAP $1.6 billion (Mid Cap) 45% | 60% | 45% | 50% | 4.0% | 24% | 1.6% | 15% | 1.1% 6% | 1.0% | 1.5% |Retained to Com Eq 3.5%
CUR$FI}IIIIEL"I1.T POSITION 2014 2015 9/30/16 59% | 52% | 59% | 56% | 61% | 73% | 80% | 81% 85% | 92% | 87% | 80% |AllDiv'ds to Net Prof 65%
Cash Assets 9.5 4.2 6.2 | BUSINESS: Northwest Natural Gas Co. distributes natural gas to Owns local underground storage. Rev. breakdown: residential,
Other 3531 3279 _204.4 | 90 communities, 704,000 customers, in Oregon (89% of customers)  35%; commercial, 22%; industrial, gas transportation, and other,
Current Assets 362.6 3321  210.6 | and in southwest Washington state. Principal cities served: Portiand ~ 43%. Employs 1,092. BlackRock Inc. owns 10.0% of shares; of-
éc%tsDPayable 231‘; 233(2) Zggg and Eugene, OR; Vancouver, WA. Service area population: 2.5 mill.  ficers and directors, 2.1% (4/16 proxy). CEO: Gregg S. Kantor. Inc.:
O?hér ue 1055 7095 869 | (77% in OR). Company buys gas supply from Canadian and U.S. Oregon. Address: 220 NW 2nd Ave., Portland, OR 97209. Tele-
Current Liab. 4694 4777 4027 | Producers; has transportation rights on Northwest Pipeline system.  phone: 503-226-4211. Internet: www.nwnatural.com.

Fix. Chg. Cov. 321% 300% 350% | Northwest Natural Gas reported lack- project will provide up to 120 million cubic
ANNUAL RATES  Past Past Estd’13-15| luster third-quarter results. Revenues feet of gas per day through a 13-mile
?qf change (persh) 10 Yrs. 5;*;-0/ to 11903/1 fell 6% year over year, hurt by lower com- pipeline, and will cost around $128 mil-
S v 20% 30% 350% | modity prices. Still, the company had bet- lion. The company has already started to
Earnings 1.0% -50% 70% | ter gross profits, aided by stronger gas raise the funds required through equity
B'V'ﬂe\?dls gg;o gngo ?g:f storage results. Operating expenses in- sales, as it will sell up to 1.01 million

00k Value U eot 2% | creased during the quarter, while bottom- shares, largely paying for the early

Cal- | QUARTERLY REVENUES ($ mill.) Full | line results were hurt by a $1.2 million en- buildout of the system. The facility is on
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | vironmental remediation charge. This track to be in service by the winter of
2013 (2779 1317 882 2607 | 7585 | caused losses to expand to $0.29 a share. 2018-2019, and will allow for a sizable
2014 12934 1331 872 2403 | 7540 | Still, cooler weather is expected in the bump in earnings.

2015 (2617 1383 931 2307 | 7238 | fourth quarter, which should help drive The company raised its quarterly divi-
2016 |2555 992 877 2376 | 680 | revenues higher. We have lowered our dend to $0.47 a share (up 1%). This
2017|255 130 95.0 250 730 | 2016 full-year estimate by a nickel to marks the 61st annual increase for the

Cal- EARNINGS PER SHARE A Full | $2.15 a share. dividend aristocrat. The yield remains
endar |Mar.31 Jun.30 Sep.30 Decd1| Year | Near-term results should benefit from average for a utility, and will likely grow
2013 | 140 08 d31 107 | 224| improvements in the Portland mar- at modest rates until the Mist facility com-
2014 | 140 .04 d32 104 | 216| ket. Unemployment there has continued es on line. Too, higher market interest
2015 | 1.04 08 d24 108 | 196 | to drop, and construction in the area con- rates are expected, which should decrease
gg}g 115;3 % ggg ;‘1’4 5;5 tinues to be strong, as building permits the appeal of the slow-growing dividend.

55 . 25 115 35| were up 20% year over year. Too, the com- Shares of Northwest Natural Gas do

Cal- | QUARTERLYDIVIDENDSPADE= | Full | pany should continue to benefit from not hold much appeal at the recent
endar | Mar31 Jun.30 Sep.30 Dec.31| Year | decent conversion efforts, which ought to quotation. They are trading within our
2012 | 445 445 445 455 | 179 | drive usage growth. These efforts will like- long-term Target Price Range, and the
2013 | 455 455 455 460 | 1.83 | ly allow for better earnings in 2017. yield does not stand out among utilities.

2014 | 460 460 460 465 | 185| Meanwhile, the Mist expansion plant Long-term accounts would be best served

2015 | 465 465 465 4675| 186| has received its notice to proceed waiting for a dip in price.

2016 | 4675 4675 4675 470 from Portland General Electric. This John E. Seibert IIT December 2, 2016
(A) Diluted earnings per share. Excludes non- | (B) Dividends historically paid in mid-February, | (D) Includes intangibles. In 2015: $370.7 mil- | Company’s Financial Strength A
recurring items: "00, $0.11; '06, ($0.06); '08, | May, August, and November. lion, $13.52/share. Stock’s Price Stability 95
($0.03); '09, 6¢; May not sum due to rounding. | = Dividend reinvestment plan available. Price Growth Persistence 25
Next earnings report due in early February. (C) In millions. Earnings Predictability 85
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RECENT 2 PIE 22 (Trailing:20.7) RELATIVE 1 17 DIVD 33(y
+ NYSE-sJi PRICE 3 .95 RATIO .4 Median: 17.0 / {PIERATIO 1. YLD W /0 Page
s 2 wwsomrs | 1] 167] ] ST 3] ] ] B9 28] 83 B9 8| B Tt P
SAFETY 2 Lowred1491 | LEGENDS _
—— 0.80 x Dividends p sh
TECHNICAL 3 Lowered 11/18/16 dvided by Inerest Rate 80
-« .- Relative Price Strength 50
BETA .80 (1.00 = Market) 2for-1 split 7/05 20
" 2019-21 PROJECTIONS | HooncRing &1 IESRELY N 10
Ann’l Total | Shaded area indicates recession — " | d | |eeeeedaaaan
_ Price  Gain Return { YT CORTTYO TELALAAAAL TUCRLTTL A TR .I-I""' gg
o Tt T T
Insider Decisions S —— iy |:I|1|| I|v1-n.-.l< B 15
JFMAMUJ JAS [ m RO NI
Wl 001100000 = - %TOT. RETURN 10/16 | '~
Institutional Decisions THIS VL ARITH.!
402015 102016 202016 | porcont 15 o STOCK  NDEX

vsl 9 95 B9 shares 10 ptnr T HiEI VR P P R, OO o F B U 1 I sy, 113 157 [

HIs(000) 43333 46585 56193 R RRRRRRRE A T T Sy 254 760
2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 [ 2009 [ 2010 {2011 [2012 [2013 [2014 [2015 [2016 [2017 | ©VALUELINEPUB.LLC|19-21

1122 | 1765| 1035 1317 | 1475 1589 | 1588 | 16.15| 16.18 | 1419 | 1548 | 13.71 | 11.16 | 11.18 | 1298 | 13.52 | 1240 | 12.80 |Revenues per sh 15.10

97 .95 1.06 1.12 1.22 1.25 1.75 1.60 1.74 186 | 210 | 223 | 234 | 248 267 | 242 245| 255 |“Cash Flow” per sh 295
54 57 61 68 79 86 1.23 1.05 1.14 1.19 1.35 1.45 1.52 1.52 1.57 1.44 145 1.50 |Earnings per sh A 1.80
37 37 .38 39 4 43 46 51 .56 61 .68 .75 83 90 .96 1.02 1.06 1.10 |Div'ds Decl'd per sh Bm 1.30
1.11 1.41 1.74 1.18 1.34 1.60 1.26 94 1.04 183 | 279 | 320 | 4.01 4.84 5.01 487 | 325| 3.90|Cap’l Spending per sh 510
362| 391 484 | 563| 620 675 755| 812 867 | 9.12 954 | 1033 | 11.63 | 12.64 | 13.65| 14.62 | 16.90 | 18.30 |Book Value per sh € 21.50
46.00 | 4744 | 4883 | 5292 | 5552 | 57.96| 5865| 59.22 | 59.46 | 59.59 | 59.75 | 60.43 | 63.31 | 6543 | 68.33 | 70.97 [ 80.00 | 82.00 |Common ShsOutst'g O | 86.00
13.0 13.6 13.5 13.3 141 16.6 11.9 17.2 15.9 15.0 16.8 18.4 16.9 18.9 18.0 17.9 | Bold figyres are |Avg Ann’l P/E Ratio 16.0
85 .70 74 .76 74 88 64 91 .96 1.00 1.07 1.15 1.08 1.06 .95 .90 Value|Line Relative P/E Ratio 1.00
52% | 47%| 46%| 43% | 37% | 3.0%| 32% | 28% | 31% | 34% | 3.0% | 28% | 32% | 31% | 34% | 39% | "™ |aAyg Ann’l Divid Yield 4.5%
CAPITAL STRUCTURE as of 9/30/16 9314 | 9564 | 962.0 | 8454 | 925.1 | 8286 | 706.3 | 731.4 | 887.0 | 959.6 990 | 1050 |Revenues ($mill) 1300
Total Debt $1270.§ mill. Due in 5 Yrs $1140.mi"- 72.0 61.8 67.7 73 81.0 87.0 933 97.1 | 104.0 99.0 110 120 | Net Profit ($mill) 150
(L';'ro?aT?r}tg?gs?Zngll'a e_'éT1'x")‘e’e5‘ $25.0 mill 413% | 419% | 47.7% | 23.0% | 15.2% | 224% | 108% | - | 108% | 59% | 25.0% | 25.0% |Income Tax Rate 25.0%
ge-o. 77% | 65% | 7.0% | 84% | 8.8% | 10.5% | 132% | 13.3% | 11.7% | 10.3% | 11.1% | 11.4% |Net Profit Margin 11.5%

Leases, Uncapitalized Annual rentals $.8 mill. 44.7% | 42.7% | 39.2% | 36.5% | 37.4% | 40.5% | 45.0% | 45.1% | 48.0% | 49.2% | 41.5% | 42.5% |Long-Term Debt Ratio 45.0%
Pension Assets-12/15 $184.8 mill. 55.3% | 57.3% | 60.8% | 63.5% | 62.6% | 59.5% | 55.0% | 54.9% | 52.0% | 50.8% | 58.5% | 57.5% |Common Equity Ratio 55.0%
Oblig. $254.2 mill. [ 8011 | 839.0 | 848.0 | 856.4 | 910.1 | 10483 | 1337.6 | 1507.4 | 1791.9 | 20439 | 2300 | 2600 |Total Capital ($mill) 3350

Pfd Stock None 920.0 | 9489 | 9826 | 10731 | 11933 | 13524 | 15780 | 1859.1 | 21341 | 24481 | 2580 | 2700 | Net Plant ($mill 3000
Common Stock 79,477,822 shs. 10.1% | 86% | 8%% | 90% | O5% | 80% | 74% | 68% | 64% 54%| 55%| 50% RetumonTotal Capl | 50%
as of 11/1/16 16.3% | 12.8% | 13.1% | 13.1% | 14.2% | 13.9% | 12.7% | 11.7% | 11.2% | 95% | 8.0% | 8.0% |Return on Shr. Equity 8.0%
16.3% | 12.8% | 13.1% | 13.1% | 142% | 13.9% | 127% | 11.7% | 11.2% | 95% | 8.0% | 8.0% |Return on Com Equity 8.0%

MARKET CAP: $2.6 billion (Mid Cap) 102% | 67% | 6.7% | 64% | 7.1% | 6.7% | 58% | 48% | 43% | 28% | 20% | 2.0% |Retainedto ComEq 2.0%
CUR$FI}IIIIEL"I1.T POSITION 2014 2015 9/30/16 37% | 48% | 49% | 51% | 50% | 52% | 55% | 59% 61% | 71% | 77% | 75% |AllDiv'ds to Net Prof 75%
Cash Assets 4.2 3.9 6.9 | BUSINESS: South Jersey Industries, Inc. is a holding company. Its  Jersey Exploration, Marina Energy, South Jersey Energy Service
Other 562.5 _427.4 350.9 | subsidiary, South Jersey Gas Co., distributes natural gas to Plus, and SJI Midstream. Has about 720 employees. Off./dir. own

Current Assets 566.7  431.3  357.8 | 373100 customers in New Jersey’s southern counties. Gas reve- less than 1% of common shares; BlackRock, Inc., 10.5%; The
éc%ttsDPayable gggg 12?‘2‘ 1%121 nue mix '15: residential, 45%; commercial, 22%; cogeneration and ~ Vanguard Group, Inc., 7.7% (3/16 proxy). Pres. & CEO: Michael J.
O?her ue 1816 1849 2092 electric generation, 12%; industrial, 21%. Non-utility operations in-  Renna. Inc.: NJ. Address: 1 South Jer§ey Plgza, Folsom, NJ
Current Liab. 8502 8325 8124 | Clude: South Jersey Energy, South Jersey Resources Group, South  08037. Tel.: 609-561-9000. Internet: www.sjindustries.com.

Fix. Chg. Cov. 432% 496% 572% | Shares of South Jersey Industries are South Jersey Gas is also to recover $74.5
ANNUAL RATES  Past Past Estd’13-15| trading near an all-time high price. million in safety and reliability invest-
ofchange (persh) ~ 10Vrs. ~ S¥rs. 1071921 | The company posted impressive results for ments not previously reflected in rates
509;’59{1“":?;/‘/” ;gg//: 2802’ gga/;’ the September interim. This was largely through a base rate adjustment. In addi-

Earnings 70%  4.0%  3.0% due to performance at SJ Energy Services. tion, the utility will issue customers a $10

Dividends 90%  95%  65% | This line benefited from strong production million credit, mainly due to lower-than-

Book Value 80% 85% 80% | from its solar fleet and improved SREC expected wholesale gas costs.

Cal- | QUARTERLY REVENUES (§ mill.) Full | (Solar Renewable Energy Credit) prices. A We expect healthy operating improve-
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | recovery related to the writedown of an en- ment to late decade. The utility should

2013 | 2556 1226 1288 2244 | 7314 | ergy facility and investment tax credits as- further benefit from infrastructure invest-

2014 3502 1333 1224 2811 | 887.0 | sociated with solar project development ment and customer additions. Natural gas

2015 (3830 177.7 1411 2578 | 9596 | also boosted results here. Both SJ Energy remains the fuel of choice within its serv-

2016 3330 1544 2191 2835 | 990 | Group and utility South Jersey Gas ice territory, and this business should con-

2017 |350 175 200 325 |1050 reported lower operating losses for the pe- tinue to gain from customer conversions.

Cal- EARNINGS PER SHARE A Full | riod. The third quarter is traditionally Meanwhile, growth in the number of fuel
endar |Mar.31 Jun.30 Sep.30 Decd1| Year | weak for the utility. management contracts augurs well for

2013 .76 A6 d.02 62 | 152| South Jersey Gas has received regu- volumes and margins at SJ Energy Group.

2014 | 101 15 d05 47 | 157| latory approval to continue its Ac- Elsewhere, SJ Energy Services should

2015 | 86 .03 d07 62| 144} celerated Infrastructure Replacement benefit from the healthy performance of its

2016 80 12 05 48 | 145 Program and to adjust rates to reflect energy production assets.

2017 62 .12 Nil 56 | 1.50 prior investments. This allows the utili- This timely stock offers a good divi-

Cal- | QUARTERLYDIVIDENDSPAIDB= | Full | ty to invest up to $302.5 million over the dend yield. Moreover, South Jersey earns

endar | Mar31 Jun.30 Sep.30 Dec.31| Year | next five years to continue the accelerated favorable marks for Safety, Financial

2012 202 202 423 83 | replacement of aging bare steel and cast Strength, Price Stability, and Earnings

2013 222 222 458 90 | iron mains with plastic pipe, which is Predictability. But capital gains potential

2014 237237 488 96 | more durable. It will recover these invest- is underwhelming at this juncture, follow-

2015 251251 515 | 1.02| ments though annual rate adjustments, ing a run-up in the share price.

2016 264 264 536 the first of which will occur next October. Michael Napoli, CFA December 2, 2016
(A) Based on GAAP egs. through 2006, eco- | Excl. nonrecur. gain (loss): ‘01, $0.07; '08, report due late February. (B) Divids paid early | Company’s Financial Strength A
nomic egs. thereafter. GAAP EPS: 07, $1.05; | $0.16; 09, ($0.22); 10, ($0.24); 11, $0.04; 12, | April, July, Oct., and late Dec. = Div. reinvest. | Stock’s Price Stability 90
08, $1.29; 09, $0.97; 10, $1.11; 11, $1.49; ($0.03); '13, ($0.24); 14, ($0.11); "15, $0.08. plan avail. (C) Incl. reg. assets. In 2015: $521.0 | Price Growth Persistence 40
12, $1.49; 13, $1.28; 14, $1.46; "15, $1.52. Egs. may not sum due to rounding. Next egs. | mill., $7.34 per shr. (D) In mill., adj. for split. Earnings Predictability 80
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RECENT PIE Trailing: 23.3 ) | RELATIVE DIVD

SOUTHWEST GAS NYSE-swx PRICE 74-45 RATIO 22-4(Mediag: 16.0) P/E RATIO 1.17 YLD 2-5% Page
TmELNESs 3 weesse | OV B3 29 2 BT B3 N3| 87 %] B0 $3| B B8 Target Price Range
SAFETY 3 Lowred1491 | LEGENDS _

—— 1.00 x Dividends p sh 128
TECHNICAL 4 Lowered 11/18/16 dvided by Inerest Rate

-+~ Relative Price Strength = 96
BETA .75 (1.00 = Market) Options: Yes . _ S 80
—2019-271 PROJECTIONS | haded area indicates recession : I/ | .i"l e 64

. ~ Ann’l Total e R S N B e EEr 48

_ Price  Gain  Return Y RTITTITIIY Rk 40
Hgh 80  (+5%) 5% T AL T »
Low 55 (-25%) -3% L U IHI/IILP Ty
Insider Decisions S RIITLLLCE LD, S ' = ! o 24

JEFMAMUJ JAS o e | e |'!-°-,,.. B B e A SN A
0By 000000000 = 16
Options 82010 0 1 1 0 1 1 12
osel_ 009035011 % TOT. RETURN 10/16
Institutional Decisions THIS VL ARITH.!
402015 102016 202016 | porcant 15 o STock  NDEX

Nl 8y ge qop| Shares 0 r b Sy, 448 157 |
Hids(000) 37256 37942 37855 IRRLARRARRFRRRRRARRARR R L e Sy 1100 760
2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 [ 2009 [ 2010 {2011 [2012 [2013 [2014 [2015 [2016 [2017 | ©VALUELINEPUB.LLC|19-21
3261 | 4298| 39.68 | 3596 | 40.14 | 4359 | 4847 | 50.28 | 4853 | 42.00 | 40.18 | 41.07 | 41.77 | 42.08 | 4561 | 52.00 | 52.60 | 53.55 |Revenues per sh 61.55
457 479 507 511 557| 520| 597 621 5.76 6.16 6.46 6.81 773 | 824 847 | 862 9.25 | 10.10 | “Cash Flow” per sh 12.30
1.21 1.15 1.16 1.13 1.66 1.25 1.98 1.95 1.39 194 | 227 | 243 | 286 | 311 3.01 2.92 320 | 3.50 |Earnings per sh A 4.50
82 82 82 82 82 82 82 .86 .90 .95 1.00 1.06 1.18 1.32 1.46 1.62 1.76 1.90 |Div'ds Decl'd per sh Bat|  2.40
704 | 817| 850 7.03| 823 749| 827| 79| 679 | 481 473 829 | 857 | 786 853 | 10.30 | 11.25| 11.75 |Cap’l Spending per sh 13.10

16.82 | 17.27 | 1791 | 1842 | 1948 | 19.10| 21.58 | 2298 | 2349 | 2444 | 2562 | 26.66 | 28.35 | 3047 | 31.95| 33.61 | 34.90| 36.20 |Book Value per sh 40.40

31.71| 3249| 3329| 3423 | 36.79| 3933 | 4177 | 4281 | 4419 | 4509 | 4556 | 45.96 | 46.15 | 46.36 | 4652 | 47.38 | 48.00 | 49.00 |Common Shs Outst'g © | 52.00

16.0 19.0 19.9 19.2 14.3 20.6 15.9 17.3 20.3 12.2 14.0 15.7 15.0 15.8 17.9 19.4 | Bold figyres are |Avg Ann’l P/E Ratio 15.0
1.04 97 1.09 1.09 .76 1.10 86 92 1.22 81 89 .98 .95 89 94 .98 Value|Line Relative P/E Ratio .95

429% | 38%| 36% | 88% | 35% | 32% | 26% | 2.6% | 32% | 4.0% | 32% | 28% | 28% | 27% | 27% | 29% | ™S ayg Ann'l Divid Yield 3.6%
CAPITAL STRUCTURE as of 9/30/16 2024.7 | 2152.1 | 2144.7 | 1893.8 | 18304 | 1887.2 | 1927.8 | 1950.8 | 2121.7 | 2463.6 | 2525 | 2625 |Revenues ($mill) 3200
Total Debt $1642.4 mill. Due in 5 Yrs $525.0 mill. 805| 832| 61.0| 875| 1039 | 1123 | 1333 | 1453 | 141.1| 1383 | 155| 175 |Net Profit ($mill) 240
LT Debt $1592.9 mill. LT Interest $72.0 mill.  "a7759. " 36 50, [ 40.1% | 34.0% | 34.7% | 36.2% | 36.2% | 35.0% | 35.7% | 36.4% | 35.0% | 35.0% |Income Tax Rate 35.0%
(Total interest coverage: 4.3x)  (49% of Cap'l) o o o o o . . 0 o o o o . ) o
Leases, Uncapitalized Annual rentals $7.0 mill. 4.0% 3.9% 2.8% 4.6% 5.7% 6.0% 6.9% 74% 6.7% 5.6% 6.1% 6.7% |Net Profit Margln 7.5%
Pension Assets-12/15 $780.5 mill. 60.6% | 58.1% | 55.3% | 53.5% | 49.1% | 432% | 49.2% | 49.4% | 52.4% | 49.3% | 49.0% | 49.0% |Long-Term DebtRatio | 49.0%

Oblig. $1117.4 mill. 39.4% | 41.9% | 44.7% | 46.5% | 50.9% | 56.8% | 50.8% | 50.6% | 47.6% | 50.7% | 51.0% | 51.0% |Common Equity Ratio 51.0%
Ptd Stock None 2287.8 | 2349.7 | 2323.3 | 2371.4 | 2291.7 | 21559 | 2576.9 | 2793.7 | 3123.9 | 31435 | 3275 | 3475 | Total Capital ($mill) 4100
2668.1 | 2845.3 | 2983.3 | 3034.5 | 30724 | 3218.9 | 3343.8 | 3486.1 | 3658.4 | 3891.1 | 4080 | 4275 |Net Plant ($mill) 4850
Common Stock 47,482,068 shs. 65% | 55% | 45% | 54% | 61% | 64% | 64% | 63% | 57%| 55% | 60%| 60% RelumonTotalCapl | 7.0%
as of 10/28/16 89% | 85% | 59% | 79% | 89% | 92% | 102% | 10.3% | 95% | 87% | 95% | 10.0% |RetumonShr. Equity | 11.5%
89% | 85% | 59% | 79% | 89% | 92% | 102% | 10.3% | 95% | 87% | 9.5% | 10.0% |Return on Com Equity 11.5%
MARKET CAP: $3.5 billion (Mid Cap) 52% | 48% | 21% | 41% | 51% | 53% | 61% | 61% | 50% | 4.0% | 4.0% | 4.5% |Retainedto Com Eq 5.5%
CUR$?A$H.T POSITION 2014 2015 9/30/16 42% | 44% | 63% | 48% | 43% | 43% | 40% | 41% 47% | 54% | 55% | 53% |AllDiv'ds to Net Prof 52%
Cash Assets 39.6 36.0 85.2 | BUSINESS: Southwest Gas Corporation is a regulated gas dis- therms. Has 5,876 employees. Officers & directors own 1.3% of
Other 567.2 _522.2 4591 | tributor serving approximately 2.0 million customers in sections of common stock; BlackRock Inc., 9.6%; The Vanguard Group, Inc.,
Current Assets 606.8 558.2  544.3 | Arizona, Nevada, and California. Comprised of two business seg-  7.4%; GAMCO Investors, Inc., 6.4% (3/16 Proxy). Chairman:
éc%ttsDPayable 1228 13%2 1382 ments: natural gas operations and construction services. 2015 mar-  Michael J. Melarkey. Pres. & CEO: John Hester. Inc.: CA. Address:
O?her ue 2779 3326 4247 gin r_nix: re;idential and smaII. commercial, 85%; large commgrgial 5241 Spring Mountain Road, Las Vegas, Nevada 89193. Tel.: 702-
Current Liab. 4701 5350 613.0 and industrial, 4%; transportation, 11%. Total throughput: 2.1 billion ~ 876-7237. Internet: www.swgas.com.

Fix. Chg. Cov. 395% 401% 411% | Shares of Southwest Gas have come where, Centuri should continue to report
ANNUAL RATES  Past Past Estd’13-15| off a high-water mark in recent solid performance. This business operates
ofchange (persh) ~ 10Yrs. — S¥rs. 101921 | months. The company reported favorable in 20 major markets in the United States
509;’59{1“":?;/‘/” éggﬁ’ é:go;: ggaj comparisons for the September quarter. and two major markets in Canada. Funda-

Earnings 85% 10.0% 70% | The construction services segment, mentals appear solid here, considering the

Dividends 60%  90%  85% | Centuri, benefited from additional pipe re- need to replace aging infrastructure.
Book Value 55% 585% 40% | placement work with existing customers, Centuri has a strong base of large utility

Cal- | QUARTERLYREVENUES($mill)® | Full | incremental work from awarded bid con- clients to sustain and grow its operation.
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | tracts, and growth in the customer base. Many of these are multiyear pipe replace-

2013 |6135 4116 387.3 5384 [1950.8 | Earnings of $14.9 million here more than ment programs.

2014 (6084 4532 4325 627.7 |2121.7 | offset a net loss of $12.4 million at the nat- The stock does not stand out at this

2015 | 7342 5386 5054 6854 |24636 | ural gas operation due to seasonal factors. time. The equity is ranked to perform in

2016 |7312 547.7 5400 7061 12525 | Nevertheless, the utility reported a lower line with the broader market for the com-

2017 | 765 575 560 725 |2625 deficit, thanks to positive returns on ing six to 12 months. Moreover, appreci-

Cal- EARNINGS PER SHARE A D Full | company-owned life insurance policies. ation potential is subpar, as the shares are
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | Performance here was also supported by trading well within our Target Price

2013 | 173 22 d06 122 | 3.11| rate relief and customer additions. Look- Range. Though we anticipate healthy

2014 | 151 21 04 125 | 301| ing forward, we expect that earnings per growth for the company in the coming

2015 | 153 10 di0 138 | 292 share will match the prior-year figure for years, the issue is currently trading at a

2016 | 1.8 19 05 138 | 320\ the December quarter. For the full year, premium valuation. The dividend yield is

2017 | 168 .22 .10 150 | 350| e Jook for healthy bottom-line improve- nothing special for a utility, either. How-

Cal- | QUARTERLYDIVIDENDSPADE=t | Full | ment for Southwest Gas, on modest top- ever, it’s worth mentioning that Southwest

endar | Mar31 Jun.30 Sep.30 Dec.31| Year | line gains. Gas earns favorable marks for Price

2012 | 265 295 295 295 | 1.15| Prospects appear favorable for the Stability, Growth Persistence, and Earn-

2013 | 295 330 330 330 | 129 | long term. The company’s natural gas ings Predictability. A pullback in the share

2014 | 330 365 365 365 | 143 | business ought to further benefit from cus- price may present conservative investors

2015 | 365 405 405 405 | 1.58| tomer growth, infrastructure tracker me- with a better entry point.

2016 | 405 450 450 450 chanisms, and expansion projects. Else- Michael Napoli, CFA December 2, 2016
(A) Diluted earnings. Excl. nonrec. gains and December. =t Div'd reinvestment and Company’s Financial Strength B++
(losses): '02, (10¢); '05, (11¢); '06, 7¢. Next stock purchase plan avail. (C) In millions. Stock’s Price Stability 90
egs. report due late February. (B) Dividends (D) Totals may not sum due to rounding. Price Growth Persistence 90
historically paid early March, June, September, Earnings Predictability 85
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ANNUAL RATES Past

Past Est'd '14-'16

of change (persh) 10 Yrs. 5Yrs.  to’19-21
Revenues -6.5% -13.0% 6.5%
“Cash Flow” 55%  4.0% 9.5%
Earnings 35% 1.5% 9.0%
Dividends 3.0% 3.5% 3.5%
Book Value 7.5% 8.5% 4.5%
F\}ngl QUARTERLY REVENUES (§ mill.)A F'?'élélal
Ends |Dec.31 Mar31 Jun.30 Sep.30| 'vear
2013 |307.0 3976 1653 147.1 (1017.0
2014 | 4686 6945 2418 2223 |(1627.2
2015 |619.6 8774 2752 2042 (1976.4
2016 |399.4 609.3 2493 279.3 [1537.3
2017 | 475 775 250 400 |1900
F\i(:gfl EARNINGS PER SHARE ABF ngélal
Ends |Dec.31 Mar31 Jun.30 Sep.30| 'vear
2013 | 114 134 25 d.30 2.02
2014 | 1.09 159 33 d35 2.35
2015 | 1.09 218 32 dd43 3.16
2016 | 1.08 231 24 d.3t 3.24
2017 | 1.20 230 30 d.30 3.50
Cal- | QUARTERLY DIVIDENDS PAID €= Full
endar | Mar.31 Jun.30 Sep.30 Dec.31| Year
2013 | 425 425 425 425 1.70
2014 | 44 44 44 44 1.76
2015 | .46 46 46 46 1.84
2016 | .49 49 49 49

2017 | 525

RECENT PEE (Trailing:19.8) RELATIVE 0 98 DIVD 3 2(y
SPlRE |NC| NYSE-SR PRICE 65.60 RATIO 18.8 Median: 15.0 / | PIE RATIO U, YLD L /0 Page
TmELNESS 3 wwonrate | 0T 34| 0% 388 58| 23| 38| Be| 2| ¥3 B8 89 &3 Target Price Range
SAFETY 2 Reised62003 | LEGENDS
3 — b, tors 1
TECHNICAL Lowered 10716 | . Belatve Bice Srengih Reverse ] %
BETA .70 (1.00 = Market) Options: Yes . () 80
" 2019-21 PROJECTIONS | haded area indicates recession _ Sc~—————"] TR IR B bl kel 64
. ~ Ann’l Total sl L CE e e 48
High P7"§e (+G1a§24, Ree“;" ] e 1f BINESPON FPRDCSTIN PP LLLLTLE ikl 40
v 53 (S0 9% |t I i 2
Insider Decisions g v I e — 24
JEMAMUJ JAS ot
By 000000O0OHO ealeeunt 16
Options 0 0 0 0 0 0 0 00 NP
foSel_0 00000000 % TOT. RETURN 10/16
Institutional Decisions THIS VL ARITH.!
4015 102016 20016 | pereent 15 - S1T8%K INgE:
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2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 [ 2009 [ 2010 [2011 [2012 [2013 |2014 [ 2015 [2016 [2017 | ©VALUELINE PUB.LLC|19-21
2999 | 53.08| 39.84| 5495| 5959 | 7543 | 9351 | 9340 | 10044 | 8549 | 77.83 | 7148 | 49.90 | 31.10 | 37.68 | 4559 | 33.68 | 40.45 |Revenues persh A 53.00
268 | 300| 256 315| 279| 298| 381 | 387 | 422| 456 441 | 462| 458 | 342 | 387 | 6.15| 6.16| 6.55 “CashFlow” persh 7.40
137 161 118| 18| 18| 190| 237 | 231 | 264| 292 | 243| 286 | 279 | 202| 235| 3.16| 3.24| 350 |Earningspersh AB 4.20
134| 134| 134| 134| 135| 137| 140 145| 149| 153 | 157 | 161 | 166| 170| 176| 1.84| 1.96| 210 |Div'ds Decl'd per sh Cm 2.30
2771 251 280 267 245] 284 297 272 257 236 256 302 | 483 | 400| 396| 668 642 6.90 Cap’lSpending per sh 7.10
1499 | 1526 | 15.07| 1565| 1696 | 17.31| 1885 | 1979 | 2212 | 2332 | 24.02 | 2556 | 26.67 | 32.00 | 3493 | 36.30 | 38.73 | 40.65 |Book Value per sh P 45.55
1888 | 18.88 | 18.96| 19.11| 20.98 | 2117 | 2136 | 2165 | 2199 | 2247 | 2229 | 2243 | 2255 | 32.70 | 43.18 | 43.36 | 45.65| 47.00 |Common Shs Outst'g E | 50.00
14.9 14.5 20.0 13.6 15.7 16.2 13.6 14.2 14.3 134 13.7 13.0 14.5 213 19.8 16.5 19.6 Avg Ann’l P/E Ratio 15.5
97 74 1.09 .78 83 .86 73 .75 .86 .89 87 82 92 1.20 1.04 .83 1.05 Relative P/E Ratio .95
66% | 57%| 57% | 54% | 47% | 44%| 43% | 44% | 39% | 39% | 47% | 43% | 41% | 40% | 38% | 35% | 3.1% Avg Ann’l Div'd Yield 3.5%
CAPITAL STRUCTURE as of 9/30/16 1997.6 | 2021.6 | 2209.0 | 18952 | 1735.0 | 1603.3 | 11255 | 1017.0 | 1627.2 | 1976.4 | 1537.3 | 1900 |Revenues ($mill) A 2650
Total Debt$2482.4.miII.Due in5Yrs $400.Q mill. 50.5 49.8 57.6 64.3 54.0 63.8 62.6 52.8 846 | 1369 | 1442 165 | Net Profit ($mill) 210
(LTTOET‘I’%E:ESS?SCZV’;‘;! 8_577;")‘9"35‘ $70.0 mil. 325% | 33.4% | 31.3% | 33.6% | 33.4% | 314% | 29.6% | 25.0% | 27.6% | 31.2% | 32.5% | 28.0% |Income Tax Rate 30.0%
ge- . 2.5% | 25% | 26% | 34% | 31% | 4.0% | 56% | 52% | 52% | 69% | 94% | 8.7% |NetProfit Margin 7.9%
495% | 45.3% | 44.4% | 42.9% | 40.5% | 38.9% | 36.1% | 46.6% | 55.1% | 53.0% | 50.9% | 50.0% |Long-Term Debt Ratio | 50.0%
Leases, Uncapitalized Annual rentals $11.0 mill. 50.4% | 54.6% | 55.5% | 57.1% | 59.5% | 61.1% | 63.9% | 53.4% | 44.9% | 47.0% | 49.1% | 50.0% |Common Equity Ratio 50.0%
Pension Assets-9/16 $540.5 mill. , 7989 | 7845 | 876.1 | 906.3 | 899.9 | 937.7 | 941.0 | 1959.0 | 3359.4 | 3345.1 [ 3601.9 | 3835 |Total Capital ($mill) 4505
Pid Stock None Oblig. $724.5mill. | 7635 | 7938 | 823.2 | 8559 | 8841 | 928.7 | 10193 | 17766 | 2759.7 | 2941.2 | 3300.9 | 3465 |Net Plant ($mill 4010
Common Stock 45,656,218 shs. 84% | 85% | 81% | 87% | 74% | 81% | 79% | 33% | 31% | 51% | 49% | 5.0% |Returnon Total Cap’l 5.5%
as of 11/11/16 12.5% | 11.6% | 11.8% | 124% | 10.1% | 11.1% | 104% | 50% | 56% | 8.7% | 8.2% | 8.5% Returnon Shr. Equity 9.0%
12.5% | 11.6% | 11.8% | 12.4% | 10.1% | 11.1% | 104% | 50% | 56% | 87% | 82% | 85% |Return on Com Equity 9.0%
MARKET CAP: $3.0 billion (Mid Cap) 51% | 43% | 52% | 59% | 36% | 49% | 43% | 1.0% | 15% | 37% | 33% | 3.5% |Retainedto Com Eq 4.0%
CUR$?AEH.T POSITION 2014 2015 9/30/16 | 59% | 63% | 56% | 53% | 64% | 56% | 5%% | 81% | 73% | 58% | 59% | 60% |AllDividsto Net Prof 55%
Cash Assets 16.1 13.8 5.2 | BUSINESS: Spire Inc., formerly known as the Laclede Group, Inc., tial, 67%; commercial and industrial, 23%; transportation, 2%;
Other 588.8 _516.3 _564.4 | is a holding company for natural gas utilities, which distributes natu- other, 8%. Has around 3,078 employees. Officers and directors
Current Assets 604.9  530.1  569.6 | ral gas across Missouri, including the cities of St. Louis and Kansas own 3.2% of common shares (1/16 proxy). Chairman: Edward
Accts Payable 1767 1465  210.9 City. Has roughly 1.6 million customers. Acquired Missouri Ga; Glotzbach; CEO: Suzanne Sitherwopd. Inc.: Missouri. Address: 700
Debt Due 2871 4180 6487 | 913, Alabama Gas Co 9/14. Utility therms sold and transported in ~ Market Street, St. Louis, Missouri 63101. Telephone: 314-342-
Other 319.0 289.3 301.7 | fiscal 2016: 2.6 bill. Revenue mix for regulated operations: residen-  0500. Internet: www.thelacledegroup.com.
Current Liab. 782.8 853.8 1161.3 . s - 13 B B
Fix. Chg. Gov. 300%  365%  386% Spire Inc. reported mixed fiscal the purchases boosted utility incomes in

fourth-quarter results (ended Septem-
ber 30th). Revenues were kept in check
by lower commodity prices, and 20%
warmer-than-usual weather during the pe-
riod. But the total was supported by better
gas marketing revenues and additional
contributions from the MobileGas and
Willmut Gas acquisitions. Overall, the
company had better operational perform-
ance across the board, including strong re-
sults in its gas marketing division, which
allowed for losses of $0.31 a share.
Near-term results will be driven by
regulatory outcomes. Spire has filed for
infrastructure replacement surcharges on
its Laclede and Missouri Gas subsidiaries,
which would boost results if approved.
Too, changes in the utility regulatory envi-
ronment in Missouri may change rate-
making mechanisms. The company will
file its next general rates cases in April,
which could allow for better profitability.
Those outcomes are uncertain, but we
think the company will earn $3.50 a share
in fiscal 2017.

The integrations of Willmut Gas and
MobileGas are occurring. Completion of

Alabama and Mississippi. This deal could
be earnings accretive sooner than fiscal
2018 thanks to the early accord comple-
tion, and cost synergies are expected to
emerge shortly.

The build out of the STL pipeline
remains on track. An environmental as-
sessment and route refinements are being
nailed down in anticipation of the January
filing with FERC. This project should cost
between $190 million and $210 million,
and be put into service during fiscal 2019.
As pipelines generally have higher allow-
able returns, we expect this would provide
an ample boost to long-term results.

The company has raised the dividend
7% to $0.525 quarterly. This represents
a decent bump in the payout, and should
appeal to investors. This marks the 14th
year in a row of dividend increases.
Shares of Spire Inc. do not stand out
for Timeliness. Though they offer a
decent yield and steady dividend growth,
the shares offer little total return poten-
tial. Most investors would be best served
waiting for a price dip.

John E. Seibert 111 December 2, 2016

(A) Fiscal year ends Sept. 30th. (B) Based on
diluted shares outstanding. Excludes nonrecur-
ring loss: 06, 7¢. Excludes gain from discontin-
ued operations: ‘08, 94¢. Next earnings report
© 2016 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

due late January. (C) Dividends historically
paid in early January, April, July, and October.
= Dividend reinvestment plan available. (D)
Incl. deferred charges. In "14: $383.8 mill.,

$8.85/sh. (E) In millions. (F) Qtly. egs. may not
sum due to rounding or change in shares out-
standing in 2013, 2014, 2016.

Company’s Financial Strength B++
Stock’s Price Stability

Price Growth Persistence 40
Earnings Predictability 80
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2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 (2010 (2011 2012 [2013 [2014 |2015 | 2016 |[2017 | ©VALUELINE PUB.LLC| 19-21
2219 | 2980 | 32.63| 4245| 4293 | 4494| 5396 | 53.51 | 5265 | 53.98 | 5360 | 53.75 | 47.07 | 47.70 | 53.73 | 5343 | 46.55| 51.90 |Revenues per sh A 53.65
3.20 3.24 2.63 4.00 3.87 397 3.84 3.89 4,34 444 411 4.01 453 429 4.80 5.60 550 | 5.70 | “Cash Flow” per sh 6.00
1.79 1.88 1.14 2.30 1.98 213 1.94 2.09 244 2.53 2.21 2.25 2.68 2.31 2.68 3.16 3.27 3.40 |Earnings per sh B 3.30
1.24 1.26 1.27 1.28 1.30 1.32 1.35 1.37 1.41 1.47 1.50 1.55 1.59 1.66 1.72 1.83 1.93 1.9 |Div'ds Decl'd per sh Cu 2.05
2.67 2.68 3.34 2.65 2.33 2.32 3.27 3.33 2.70 2.77 2.57 3.94 487 6.04 7.63 9.33 | 16.35| 17.30 |Cap’l Spending per sh 19.10
1531 | 16.24| 1578 | 16.25| 16.95| 17.80| 18.86 | 19.83 | 20.99 | 21.89 | 22.82 | 2349 | 24.64 | 24.65 | 24.08 | 2497 | 27.00 | 29.00 |Book Value per sh® 34.60
4647 | 4854 | 4856 | 4863 | 4867 | 48.65| 4889 | 49.45| 4992 | 50.14 | 5054 | 51.20 | 5152 | 51.70 | 51.76 | 49.78 | 51.00 | 52.00 |Common Shs Outst'q E 55.00
14.6 14.7 23.1 111 14.2 14.7 15.5 15.6 13.7 12.6 15.1 17.0 15.3 18.2 15.2 17.0 200 Avg Ann’l P/E Ratio 15.0
.95 .75 1.26 63 75 .78 84 83 82 84 .96 1.07 97 1.02 .80 .86 1.10 Relative P/E Ratio .95
48% | 46% | 48% | 50% | 46% | 42% | 45% | 42% | 42% | 4.6% | 44% | 41% | 3.9% | 3.9% 42% | 3.4% 29 Avg Ann’l Div'd Yield 4.1%
CAPITAL STRUCTURE as of 6/30/16 2637.9 | 2646.0 | 2628.2 | 2706.9 | 2708.9 | 2751.5 | 2425.3 | 2466.1 | 2780.9 | 2659.8 | 2349.6 | 2700 |Revenues ($mill) A 2950
Total Debt $1552.6 mill. Due in 5 Yrs $329.3 mill. 96.0 | 1029 | 1229 | 1287 | 1150 | 1155 | 1384 | 119.7 | 139.0 | 1582 | 155| 175 |Net Profit ($mill) 185
(Ll_TT':i’:t‘;‘rj;t1e9;-n3e’;"g 2X_gt;’|"iﬁt’:f;sf5cgfeg'"é_ 39.0% | 39.1% | 37.1% | 39.1% | 38.7% | 424% | 40.1% | 30.2% | 29.0% | 39.9% | 39.0% | 39.0% |Income Tax Rate 39.0%
57%) " 45% of Total Capttal] | 38% | 39% | 47% | 48% | 42% | 42% | 57% | 4%% | 50% | 59% | 66% | 65% NetProfitMargin 6.2%
Pension Assets-9/15 $1.218.7 mill. 378% | 37.9% | 35.9% | 33.3% | 33.4% | 32.3% | 31.2% | 28.7% | 34.8% | 42.6% | 41.5% | 41.5% |Long-Term Debt Ratio | 43.5%
Oblig. $1,218.7 mill. | 60.4% | 60.3% | 62.4% | 65.0% | 65.0% | 66.2% | 67.3% | 69.8% | 63.8% | 56.1% | 57.5% | 57.0% |Common Equity Ratio 55.5%
Preferred Stock $28.2 mill. Pfd. Div'd $1.3 mill. 1526.1 | 1625.4 | 1679.5 | 1687.7 | 1774.4 | 1818.1 | 1886.9 | 1826.8 | 1954.0 | 22156 | 2405 | 2635 |Total Capital ($mill) 3430
2067.9 | 2150.4 | 2208.3 | 2269.1 | 2346.2 | 2489.9 | 2667.4 | 2907.5 | 3314.4 | 3672.7 | 4070 | 4510 |Net Plant ($mill) 6135
Common Stock 51,059,773 shs. 76% | 76% | 85% | 88% | 76% | 75% | 83% | 75% | 81% | 83% | 80%]| 7.5% RetunonTotalCapl | 7.0%
as of 7/31/16 10.1% | 10.2% | 11.4% | 11.4% | 9.7% | 94% [ 10.7% | 9.2% | 10.9% | 12.4% | 11.5% | 11.0% |Return on Shr. Equity 9.5%
10.3% | 10.4% | 11.6% | 11.6% | 99% | 9.5% | 10.8% | 9.3% | 11.0% | 12.6% | 11.5% | 11.0% |Return on Com Equity 9.5%
MARKET CAP: $3.4 billion (Mid Cap) 32% | 35% | 50% | 50% | 33% | 34% | 48% | 26% | 43% | 54% | 4.0% | 4.5% |Retainedto Com Eq 3.5%
CUR&EH_T POSITION 2014 2015 6/30/16 69% | 66% 57% | 57% 67% | 64% 56% | 72% 62% 58% 63% 61% |All Div'ds to Net Prof 62%
Cash Assets 8.8 6.7 16.5 | BUSINESS: WGL Holdings, Inc. is the parent of Washington Gas vides energy-related products in the D.C. metro area; Wash. Gas
Other 826.7 _774.7 8041 | Light, a natural gas distributor in Washington, D.C. and adjacent Energy Sys. designs/installs comm’l heating, ventilating, and air
Current Assets 8355 781.4  820.6 | areas of VA and MD to residentl and comm'l users (1,129,865 cond. systems. BlackRock, Inc. owns 8.7% of common stock;
éc%ttsDPayable g}gg gg;é ggg% meters). Hampshire Gas, a federally regulated sub., operates an  Off./dir. less than 1% (1/16 proxy). Chrmn. & CEO: Terry D. McCal-
Othar ° 5338 3008 3034 | underground gas-storage faciity in WV. Non-regulated subs.: lister. Inc.: D.C. and VA. Addr.: 101 Const. Ave., N.W., Washington,
Current Liab. 70203 9820 994.9 | Wash. Gas Energy Svcs. sells and delivers natural gas and pro-  D.C. 20080. Tel.: 202-624-6410. Internet: www.wglholdings.com.
Fix. Chg. Cov. 535% 535% 535% | Shares of WGL Holdings are trading dime to our earnings estimate, to $3.40 a

modestly higher in price since our

share. This falls broadly in line with man-

?qf change persh)  10Yrs. ~ SWrs. 101921 | September review. Indeed, the stock agement’s recently issued guidance range
S v ;802’ 2?4"’ g:ga: registered a gain of approximately 3%-5% of $3.30-$3.50. WGL Holdings ought to
Earnings 25% 25% 35% | over that time frame. In comparison, the benefit from continued additions of active
B'V'ﬂe\?dls 30%  35%  25% | S&P 500 Index was basically unchanged customer meters. Over the course of fiscal
00Kk Value 40%  25%  60% | for tl}llils same period, logging an advance of 2016, the company increased its number of

- - roughly 0.5%. meters by 12,500. We look for similar

Fjscal | QUARTERLY REVENUES (§mill) A | Full | nfeanwhile, the company’s fourth- growth to continue in 2017 and beyond. At

Ends |Dec:31 Mar31 Jun30 Sep30| 'vear quarter and fiscal-year (ended Sep- the same time, management has been

2013 | 6867 8914 4781 4099 |2466.1| tember 30th) financial results lined quite successful at identifying attractive

gg}g gggg 1(1)(7)‘1‘8 jﬂg jggg %ggg up with our expectations. On the capital growth projects needed to boost its

5016 | 6134 8357 4406 4599 | 23496 downside, annual revenues fell 11.7%, to geographic footprint in the D.C. region,

2017 | 695 915 520 570 | 2700 $2.34'9. billion. Thls'r'eﬂected a downturn and overall system throughput. On the

Fiscal EARNINGS PER SHARE A 8 Far | i utility and nonutility volumes of 19.9% downside, the Constitution Pipeline con-

Year | po ot Mar3t Jun30 Sep.30| Fiscal and 3.8%, respectively. However, we view tinues to be delayed as WGL works

Ends |UeC.91 Marsl Juns9 Sep99| Year | this apparent weakness in the regulated through some red tape with the NY State

2013 | 114 175 d03  dS5 | 231 utility business as more of technicality, Department of Environmental Conserva-

gg}g 1?2 ;gg gg g;g g?g owing to the year-over-year decline in nat- tion.

2016 | 118 178 33 doi | 327 ural gas prices. On the profitability front, At the recent quotation, we think

2017 | 121 181 36 02| 349 overall expenses declined 300 basis points, most investors’ funds could be better

QUARTERLY DIVIDENDS PAID© as a percentage of the top line. All told, wutilized elsewhere. The stock is ranked

Cal- " Full | these factors sent the bottom line 3.5% to just mirror the broader market averages
endar | Mar.31 Jun.30 Sep.30 Dec.31| Vear higher, to $3.27 a share. This was mod- in the coming year. And at this price point,

2012 | .39 40 40 40 159 | estly above our earlier call of $3.10 for the it is trading above our Target Price Range,

2013 | 40 42 42 42 166 year. thus suggesting that it lacks appreciation

gg}g ﬁ 223 223 223 1;3 We have increased our outlook for fis- potential for the pull to 2019-2021.

2016 | 463 488 488 488 1 cal 2017 accordingly. In fact, we added a Bryan J. Fong December 2, 2016
(A) Fiscal years end Sept. 30th. (15¢). Qtly egs. may not sum to total, due to | ber. m Dividend reinvestment plan available. Company’s Financial Strength A
(B) Based on diluted shares. Excludes non- | change in shares outstanding. Next earnings | (D) Includes deferred charges and intangibles. | Stock’s Price Stability 90
recurring losses: ‘01, (13¢); '02, (34¢); '07, | report due late Jan. (C) Dividends historically | '15: $705.8 million, $14.18/sh. Price Growth Persistence 55
(4¢); '08, (14¢) discontinued operations: ‘06, | paid early February, May, August, and Novem- | (E) In millions. Earnings Predictability 75
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Wisconsin has approved a rate in-
crease for Alliant Energy’s main utili-
ty subsidiary. Electric and natural gas
rates for Wisconsin Power and Light will
rise by approximately $19 million in 2017
and 2018. The order was based on a return

of 10% on a common-equity ratio of 52%.
The utility will use the additional revenue

to enhance system reliability and help pay
for pollution controls at its coal-fired
plants. Alliant also expects to file a rate
case with the Iowa Utilities Board in the
second quarter. In 2014, the IUB approved

a regulatory settlement worth $105 mil-
lion (paid via customer billing credits over

three years) for Interstate Power and
Light. With the arrangement set to expire
at the end of this year, LNT will likely ask
for relief in the form of rate increases to
help offset the reduction in the credits.

The company has made significant
progress in the field of renewable en-

of change (persh) 10 Yrs. 5Yrs.  to’20-22
Revenues 1.0% -1.5% 4.0%
“Cash Flow” 35%  8.0% 6.0%
Earnings 6.0%  7.0% 6.0%
Dividends 7.0%  65% 4.5%
Book Value 4.0%  4.0% 4.0%
Cal- QUARTERLY REVENUES ($ mil.) Full
endar | Mar.31 Jun.30 Sep.30 Dec.31| Year
2014 | 952.8 750.3 8431 804.1| 3350.3
2015 | 8974 7172 8989 740.1 | 3253.6
2016 | 8438 7542 9246 7974 | 3320.0
2017 | 860 785 975 880 | 3500
2018 | 880 810 1005 905 | 3600
Cal- EARNINGS PER SHARE A Full
endar | Mar.31 Jun.30 Sep.30 Dec.31| Year
2014 49 28 .70 21| 174
2015 44 30 .80 A5 1 1.69
2016 43 37 57 28| 165
2017 44 .36 .88 32| 2.00
2018 47 .38 .92 35| 212
Cal- | QUARTERLY DIVIDENDS PAID B mt Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year
2013 235 235 235 235 94
2014 255 255 255 255 | 1.02
2015 215 2715 215 275 | 110
2016 295 295 295 295 | 118
2017 315

ergy. At the end of 2016, Alliant was gen-
erating about 1,200 megawatts of renewa-
ble energy across three different states.
The utility has plans to invest $1 billion
over the next five years to expand a farm
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Alliant Energy, formerly called Interstate En- | 2007 [ 2008 | 2009 | 2010 {2011 2012 [2013 [2014 [2015 [2016 [2017 [2018 | ©VALUELINEPUB.LLC|20-22
ergy Corporation, was formed on April 21, 1557 | 16.67 | 1551 | 1540 | 1651 | 1394 | 1477 | 1510 | 1434 | 1458 | 15.20 | 1550 |Revenues persh 17.15
1998 through the merger of WPL Holdings, | 256 | 228 | 210 | 260 | 275| 295| 334 | 344 | 345 345| 400 4.15|“Cash Flow” persh 5.00
IES Industries, and Interstate Power. WPL| 135 | 127 95| 138 | 138 | 153 | 165| 174 | 169 | 165| 200 212 |Earnings persh A 250
stockholders received one share of Inter- 64 70 75 79 85 90 94| 102| 110| 118 | 1.26| 1.34 |Div'dDecldpersh Bmt| 158
state Energy stock for each WPL share, IES | 246 | 398 | 543 | 391 303 522 332| 378 | 425 526| 6.0 6.25 |Cap’lSpending persh 5.30
stockholders received 1.14 Interstate Ener-| 1215 | 1278 | 1254 | 13.05 | 1357 | 1412 | 1479 | 1554 | 1641 | 16.96 | 17.45| 17.95 |Book Value persh € 19.05
gy shares for each IES share, and Interstate | 220.72 | 22090 | 22131 | 221.79 | 222.04 | 221.97 | 221.89 | 221.87 | 226.92 | 227.67 | 230.00 | 232.00 | Common Shs Outst'g D | 236.00
Power stockholders received 1.11 Interstate | 151 134 139 | 125 145 | 145 | 153 | 166 | 181 | 223 | Bold figlresare |AvgAnn'l P[E Ratio 15.0
Energy shares for each Interstate Power| .80 81 93 80 9 92 86 87 91| 113 | \ValuelLine |Relative PIE Ratio .95
share. 31% | 41% | 57% | 46% | 43% | 41% | 37% | 35% | 36% | 32% | " |AvgAnnl Divd Yield 4.2%
CAPITAL STRUCTURE as of 12/31/16 3437.6 | 3681.7 | 3432.8 | 3416.1 | 3665.3 | 3094.5 | 3276.8 | 3350.3 | 3253.6 | 3320.0 | 3500 | 3600 |Revenues ($mill) 4050
Total Debt $4320.2 mill. Due in 5 Yrs $1500.0 mill. | 3208 | 280.0 | 2086 | 3039 | 304.4 | 337.8 | 382.1 | 3855 | 3807 | 3738 460 490 | Net Profit ($mill) 590
Dbt $4t315~6 il g erest S2000mil. Tag 4y 334% | - | 304% | 19.0% | 215% | 124% | 10.1% | 15.3% | 134% | 15.0% | 15.0% |Income Tax Rate 15.0%
(LT interest earned: 3.2x) 20| | | | | . 65% | 65% | 7.0%| 7.0% | 7.0% |AFUDC %toNetProfit | 7.0%
Pension Assets-12/16 $895.7 mill. Oblig. $1244.3 | 32.4% | 36.3% | 44.3% | 46.3% | 45.7% | 48.4% | 46. 1% 49.7% | 48.6% | 50.0% | 50.0% | 50.0% |Long-Term Debt Ratio 50.0%
mil. 61.9% | 58.6% | 51.2% | 49.5% | 50.9% | 48.4% | 50.8% | 47.5% | 51.4% | 48.0% | 48.0% | 48.0% |Common Equity Ratio 48.0%
Pfd Stock $400.0 mill. - Pfd Div’d $10.2 mill 43295 | 48156 | 5423.0 | 5840.8 | 59212 | 6476.6 | 6461.0 | 7257.2 | 7246.3 | 7600 | 7800 | 7900 |Total Capital ($mill) 8400
16,000,000 shs. 4679.9 | 53535 | 6203.0 | 6730.6 | 7037.1 | 7838.0 | 7147.3 | 6442.0 | 8970.2 | 9700 | 10000 | 10100 |Net Plant ($mill) 11000
Common Stock 227,673,654 shs. 86% | 7.0% | 51% | 66% | 64% | 63% | 70% | 53% | 63% | 50%| 50% | 55% |Returnon Total CaP‘I 7.0%
Adjusted for 2-for-1 split 4/20/16 11.0% | 91% | 69% | 97% | 95% | 10.1% | 11.0% | 10.6% | 10.2% | 9.7% | 11.5% | 12.0% [Return on Shr. Equity 13.0%
13% | 93% | 68% | 99% | 95% | 10.3% | 11.3% | 109% | 10.2% | 9.7% | 11.5% | 12.0% |Return on Com Equity | 13.0%
MARKET CAP: $8.9 billion (Large Cap) 59% | 38% | 9% | 38% | 33% | 39% | 49% | 43% | 36% | 28% | 4.0% | 4.5% |Retained to Com Eq 5.0%
ELECTRIC OPERATING STATISTICS 50% | 62% | 88% | 64% | 67% | 64% | 57% | 59% 65% | 72% | 63% | 63% |AllDiv'ds to Net Prof 63%
% Change Retail Sales (KWH) 2(11_4 20.1_? 24.021_8 BUSINESS: Alliant Energy Corp., formerly named Interstate Ener-  sources, 2016: coal, 44%; gas, 21%; other, 35%. Fuel costs: 49%
Avg. Indust. Use(MWH}! 11821 11735 11987 | gy, is a holding company formed through the merger of WPL Hold- of revs. 2016 depreciation rate: 5.9%. Estimated plant age: 14
Avg. Indust. Revs. per KWH (¢) 6.85 6.92 7.04 | ings, IES Industries, and Interstate Power. Supplies electricity, gas, ~years. Has approximately 4,000 employees. Chairman & Chief Ex-
gapﬁ_lwg Fgeak (MW;\A gjgg gggg gg]g and other services in Wisconsin, lowa, and Minnesota. Elect. revs. ecutive Officer: Patricia L. Kampling. Incorporated: Wisconsin. Ad-
AﬁgualoLaoad E?crgerf(gn W) NA NA NA | by state: WI, 44%; 1A, 55%; MN, 1%. Elect. rev.: residential, 35%; dress: 4902 N. Biltmore Lane, Madison, Wisconsin 53718. Tele-
% Change Customers Ryr-end) +.4 +3  +1.0 | commercial, 25%; industrial, 29%; wholesale, 9%; other, 2%. Fuel ~ phone: 608-458-3311. Internet: www.alliantenergy.com.
Fied Charge Cov. (%) 320 325 342 | The Public Service Commission of in Iowa that would add an additional 500

megawatts of wind power to its portfolio.
The project is part of management’s vision
to reduce carbon emissions by 40% from
2005 to 2030. LNT has also pledged to
ramp up investments in solar energy over
the coming years as technology improves
and costs come down.

The board of directors raised the divi-
dend in January. The increase was $0.02
a share (6.8%) quarterly, as we had ex-
pected. Alliant is targeting a payout ratio
in the range of 60%-70%.

Alliant increased its projected capital
expenditures. The company plans to
spend $5.56 billion on capex over the next
four years, up from its previous outlook of
$5.36 billion. The largest increase will
come in 2019 when the Riverside Energy
Center and Iowa wind farm expansions
are completed.

This good-quality issue has a decent
dividend yield and above-average
growth prospects for a utility. That
said, with the recent quotation well within
our 2020-2022 Target Price Range, total
return potential is subpar.

Daniel Henigson March 17, 2017

(A) Diluted EPS. Excl. nonrecur. gains (losses):
'08, 4¢; '09, (44¢); 10, (8¢); 11

07, 55¢;

(1

¢);

May, Aug., and Nov. m Div'd reinvest. plan | Orig. cost. Rates all'd on com. eq. in IA in '16:
avail. T Shareholder invest. plan avail. (C) Incl.

'12, (8¢). Next earnings report due early May. | deferred chgs. In "16: $22.6 mill., $0.10/sh. (D) | Avg.; IA, Avg.

(B) Dividends historically paid in mid-Feb.,
© 2017 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber's own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

In millions, adjusted for split. (E) Rate base:

10.5%; in WI in '16 Regul. Clim.: WI, Above

Company’s Financial Strength A
Stock’s Price Stability 100
Price Growth Persistence 95
Earnings Predictability 80
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) — et oed) ,. 9 ; " Lk Tt
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MJJASOND
By 000000000 10
Optios 0 0 0 0 0 0 0 010 | 75
osel_ 020110101 %TOT.RETURN 217 |
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202016 302016 402016 STOCK  INDEX
toBuy Tie 200 a5 Rercent 18 . mImIii - — Ty, 206 305 [
o Sell 166 205 228 | yraded 5 | nniim [T TLTIEELTTE T 1] 3yr. 519 221 [
Hid's(000) 162780 162586 169889 I RER AL [T TR REREE R I Syr. 1108 815
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 [ 2010 [2011 {2012 [2013 [2014 [2015 [2016 [2017 [2018 | ©VALUE LINEPUB.LLC|20-22
32.64 | 2493 | 2820 2643 | 3312 | 33.30| 3623 | 3692 | 29.87 | 31.77 | 31.04 | 28.14 | 24.06 | 2495 | 2513 | 25.04 | 25.75| 26.60 |Revenues per sh 29.00
6.33| 528| 6.29| 557| 610 602 676| 644| 606| 633| 587 | 587 | 525| 577 6.08 | 659 7.05| 7.55 |“Cash Flow” per sh 9.25
3.41 266| 314| 28| 313| 266| 298| 28| 278 | 277 | 247 | 241 210 | 240 238 | 268| 280| 3.00 Earningspersh A 3.50
254 | 254| 254 254 254| 254| 254 254| 154| 154 | 156 1.60 1.60 1.61 1.66 1.72 1.78 |  1.84 |Divid Decl'd per sh Bm 215
799 511 419 413| 463| 49| 696 975| 751 466 | 450 | 549 | 587 | 766 812 | 878| 9.15| 9.30 Cap’lSpending per sh 9.75
2426 | 2493 | 2673| 29.71| 31.09| 31.86| 3241 | 3280 | 33.08 | 3215 | 3264 | 27.27 | 2697 | 27.67 | 2863 | 29.27 | 30.30 | 31.50 Book Value per sh © 35.50
138.05 | 154.10 | 162.90 | 195.20 | 204.70 | 206.60 | 208.30 | 212.30 | 237.40 | 240.40 | 242.60 | 242.63 | 242.63 | 242.63 | 242.63 | 242.63 | 242.63 | 242.63 |Common Shs Outst'g D | 242.63
12.1 15.8 13.5 16.3 16.7 19.4 17.4 14.2 9.3 9.7 1.9 13.4 16.5 16.7 17.5 18.3 | Bold figyres are |Avg Ann’l P/E Ratio 145
.62 86 77 86 89 1.05 92 85 .62 .62 .75 85 93 88 .88 .96 Value|Line Relative P/E Ratio .90
6.2% | 6.1%| 6.0%| 55% | 49% | 49% | 49% | 62% | 6.0% | 58% | 53% | 50% | 46% | 40% | 40% | 35%| "™ |Ayg Ann’l Divid Yield 4.2%
CAPITAL STRUCTURE as of 12/31/16 7546.0 | 7839.0 | 7090.0 | 7638.0 | 7531.0 | 6828.0 | 5838.0 | 6053.0 | 6098.0 | 6076.0 | 6250 | 6450 |Revenues ($mill) 7050
Total Debt $7834 mill.  Due in 5 Yrs $3110 mill. 629.0 | 615.0 | 624.0 | 669.0 | 602.0 | 589.0 | 518.0 | 593.0 | 585.0 | 659.0 | 690 | 740 Net Profit ($mill) 865
(LLTT'?;‘;‘rjgi‘?:”zgﬂ; 40X)LT Interest §330 mill 33.5% | 33.7% | 34.7% | 36.8% | 37.3% | 36.9% | 37.5% | 38.9% | 38.3% | 36.7% | 38.0% | 38.0% |Income Tax Rate 36.0%
Leases, Uncapitalizéd Annual rentals $6 mill. 8% 4.6% 5.8% 7.8% 5.6% 6.1% 71% 5.7% 51% 41% 4.0% 4.0% |AFUDC % to Net Profit 3.0%
Pension Assets-12/16 $3813 mill. 450% | 47.8% | 49.7% | 48.2% | 453% | 495% | 45.2% | 47.2% | 49.3% | 47.7% | 47.5% | 48.0% |Long-Term Debt Ratio | 48.5%
Oblig $4518 mill. | 53.4% | 50.8% | 49.1% | 50.9% | 53.7% | 49.4% | 53.7% | 51.7% | 49.7% | 51.3% | 51.5% | 51.0% |Common Equity Ratio 50.5%
Pfd Stock $142 mill.  Pfd Div'd $6 mill. 12654 | 13712 | 15991 | 15185 | 14738 | 13384 | 12190 | 12975 | 13968 | 13840 | 14250 | 14975 |Total Capital ($mill) 17000
Sg@?g:lh-rggéz%"g%gﬂgg[gi%‘jsﬁfﬂéfgggs 15069 | 16567 | 17610 | 17853 | 18127 | 16096 | 16205 | 17424 | 18799 | 20113 | 21325 | 22475 |Net Plant ($mill) 25700
oh 4.00% to 6.625% $100 par redeern. $100- 62% | 57% | 53% | 60% | 56% | 60% | 56% | 58% | 53% | 60% | 60%| 60% RetumonTotalCapl | 65%
$104/sh. 9.0% | 86% | 78% | 85% | 75% | 87% | 7.7% | 87% | 83% | 91% | 9.0% | 9.5% |Returnon Shr. Equity 10.0%
Common Stock 242,634,798 shs. as of 1/31/17 92% | 87% | 78% | 86% | 75% | 88% | 78% | 87% | 83% | 92% | 95% | 9.5% |Return on Com Equity E| 10.0%
MARKET CAP: $13 billion (Large Cap) 13% | 1.0% | 35% | 38% | 28% | 3.0% | 19% | 29% | 25% | 33%| 35% | 4.0% |RetainedtoComEq 4.0%
ELECTRIC OPERATING STATISTICS 86% | 88% | 56% | 56% | 63% | 66% | 76% | 67% 70% | 64% | 63% | 61% |AllDiv'ds to Net Prof 61%
9% Chenge Retal Sales (KWH) 201.‘1' 2_011? 20415 BUSINESS: Ameren Corporation is a holding company formed dustrial, 12%; other, 10%. Generating sources: coal, 66%; nuclear,
Avg. Indust, Use (MWH) NA NA NA | through the merger of Union Electric and CIPSCO. Acq'd CILCORP  23%; hydro, 3%; purchased & other, 8%. Fuel costs: 28% of revs.
Avg. Indust. Revs. per KWH (¢) 5.46 NA NA | 1/03; llinois Power 10/04. Has 1.2 mill. electric and 127,000 gas 16 reported deprec. rates: 3%-4%. Has 8,600 employees. Chair-
gapﬁ‘wz‘ geak (MW;W Nﬁ Nﬁ Nﬁ customers in Missouri; 1.2 mill. electric and 813,000 gas customers man, President & CEO: Warner L. Baxter. Inc.: MO. Address: One
Aﬁgua\ol.aoa’d Eggg}?r(g/e ) NA NA | in llinois. Discontinued nonregulated power-generation operation in ~ Ameren Plaza, 1901 Chouteau Ave., P.O. Box 66149, St. Louis,
% Change Customers eyr-end) NA NA NA | '13. Electric rev. breakdown: residential, 45%; commercial, 33%; in- MO 63166-6149. Tel.: 314-621-3222. Internet: www.ameren.com.
Fied Charge Cor. (%) 355 343 351 {&meren l}as reached a se.ttleme.nt of 2018. Ameren will have a full year’s worth
ANNUAL RATES Past Past Estd1a-16] 1tS electric rate case in Missouri. The of the rate hike in Missouri and additional
ofchange (persh)  10Yrs.  5Yrs. to20-22 | agreement, if approved by the Missouri revenues from the formula rate plans. In
Revenues 20% -40% 25% | commission, would raise rates by $92 mil- addition, there will be no refueling outage
‘é%?:i'; FS[OW” ] 12‘;? 1 gg‘:{; lion. It would also remove the negative ef- for the Callaway nuclear unit next year.
Dvidesss 400 189% 459 | fect of a reduction in electric sales to an Our $3.00-a-share earnings estimate
Book Value 1.0% -25%  35% | aluminum shmelter. Certgin regulatory would ’produce a growth rate within
. tracking mechanisms would continue. This Ameren’s goal of 5%-8% annually.
eﬁgla-r M§93A1RT§5#Y3%EVSEE;I)J.§%($Blgt).31 \I;:;Ir is a “black box” settlement in which an al- The regulatory structure in' Misslou?i
2014 [ 1594 1419 1670 1370 | 60530 lowed return on equity and common-equity isn’t as supportive as that in Illinois
2015 | 1556 1401 1833 1308 |g09go| ratio are not specified. The agreement and that of t!le.Federal Energy Regu-
2016 | 1434 1427 1859 1356 | 6076.0| calls for new tariffs to take effect no later latory Commission (FERC). This is why
2017 | 1500 1450 1900 1400 | 6250 | than March 20, 2017. Ameren is directing the majority of its cap-
2018 | 1550 1500 1950 1450 | 6450 | We estimate that earnings will ad- ital spending toward its Illinois utilities
Cal- EARNINGS PER SHARE A Ful | Vance nearly 5% in 2017. The earnings and its FERC-regulated electric transmis-
endar |Mar31 Jun30 Sep.30 Dec.31| Year | COMPparison is made tougher by the favor- sion business. Missouri uses a historical
2014 0 2 120 19 1 240 able weather conditions that boosted prof- test year, which results in regulatory lag
2015 45 40 A4 12 | 23g| its by $0.08 a share in 2016. We assume for the state’s utilities. Legislative action
2016 | 43 61 15 13 | 268| normal weather conditions in our esti- is being sought to improve this situation,
2017 45 65 150 .20 | 280| mates. Ameren should benefit from a par- but similar efforts in recent years have
2018 50 70 155 25 | 3.00| tial year of rate relief in Missouri. In addi- been unsuccessful.
Cal- | QUARTERLY DIVIDENDS PAID B = Full tion, its operations in Illinois and its feder- Neither thg dividend yield of Ameren
endar |Mar31 Jun30 Sep.30 Dec3i| Year | @lly regulated transmission business have stock nor its 3- to 5-year total return
2013 | 40 40 40 40 160 forward-looking rate plans that lift the potential stand out among utility is-
2014 | 40 40 40 7 161 company’s earning power each year. Our sues. Like many utility equities, the
2015 | 41 Pt Pt 425 | 16| earnings estimate of $2.80 a share is recent quotation is well within our 2020-
2016 | 425 495 425 44 172 | within Ameren’s guidance of $2.65-$2.85. 2022 Target Price Range.
2017 We forecast further profit growth in Paul E. Debbas, CFA March 17, 2017

(A) Diluted EPS. Excl. nonrecur. gain (losses):

05, (11¢); 10, ($2.19); '11, (32¢): 12,

egs
($6.42);

. report due early May. (B) Div'ds histor.
paid in late Mar., June, Sept., & Dec. = Div'd
gain (loss) from disc. ops.: '13, (92¢); 15, 21¢. | reinvest. plan avalil. (C) Incl. intang. In ’16:

14 & 16 EPS don’t sum due to rounding. Next | $7.62/sh. (D) In mill. (E) Rate base: Orig. cost
© 2017 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

depr. Rate all'd on com. eg. in MO in '15: elec.,
9.53%; in '11: gas, none specified; in IL in "14:
elec., 8.7%, in '16: gas, 9.6%; earned on avg.
com. eq., '16: 9.3%. Reg. Climate: Below Avg.

Company’s Financial Strength A
Stock’s Price Stability 95
Price Growth Persistence 25
Earnings Predictability 85
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—— 0.61 x Dividends p sh 64

TECHNICAL 3 Lowered 1230116 dvided by Inerest Rate

.-+ Relative Price Strength 48

BETA .85 (1.00 = Market) Options: Yes 40
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Options 7 0 0 000000 6
sl 100000100 % TOT. RETURN 2/17
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200016 302016 42016 | porcent 30 by STCK TNDEX™
bsl e Ges  oya| Shares 20t Tt R TR b et sy, %27 21 [
Hids(000) 333863 318487 323268 AR LR R RRRRERRARRAFRARRERRRER ARERRARRERAFRRERRERAAR ARRRRARRERRVRRRRRRRRERFRRRRRRRARAFRY Sy 737 815
2001A | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 [ 2011 [2012 [2013 [2014 | 2015 2016 [2017 | 2018 | ©VALUELINE PUB. LLC|20-22
3518 | 2640| 31.87| 2763 | 31.33| 29.71| 2982 | 3271 | 2114 | 20.69 | 19.83 | 1743 | 1890 | 2151 | 1718 | 1748 | 18.00 | 18.55 |Revenues per sh 20.25

369| 334| 398 25 272| 347 339| 342 294 | 314 | 343 | 389 | 354 | 38 340 | 368 4.05| 4.25 |“Cash Flow” per sh 4.75
1.54 1.29 1.37 61 67 1.33 1.17 1.30 1.01 1.07 1.27 1.35 1.24 1.42 1.08 1.00 1.30 1.40 |Earnings per sh B 1.65
1.50 1.07 40 40 40 60 68 73 .76 .78 .79 81 83 95 .99 1.03 1.07 |  1.11 | Div'd Decl'd per shCm 1.23
6.78 | 285| 211 172 223| 321 345 295| 296 355 | 306 | 284 | 300 320 3.68 328 350 | 3.30 |Cap’l Spending per sh 3.00

2224 474 575 359 418| 496| 561 5.89 6.74 | 753 9.91 | 10.06 | 10.09 | 10.60 8.05 8.03 825| 8.55 |Book Value per sh P 9.75

302.94 | 300.10 | 306.30 | 308.05 | 310.33 | 313.65 | 322.72 | 346.09 | 391.75 | 424.70 | 426.03 | 427.44 | 429.00 | 429.00 | 430.00 | 430.68 | 431.00 | 431.00 |Common Shs Outst'g E | 435.00
- 56 6.0 17.8 191 10.3 15.0 1.3 1.8 13.8 14.6 14.8 18.7 17.0 18.1 21.9 | Bold figyres are |Avg Ann’l P/E Ratio 16.0
.31 34 94 1.02 56 80 68 .79 .88 92 94 1.05 89 91 1.15 Value|Line Relative P/E Ratio 1.00

148% | 48% | 37% | 3.1% | 44%| 3.9% | 5.0% | 64% | 53% | 43% | 4.0% | 36% | 39% | 51% | 47%| "™ | aAyg Ann'l Divid Yield 4.7%
CAPITAL STRUCTURE as of 12/31/16 9623.0 | 11322 | 8281.0 | 8785.0 | 8450.0 | 7452.0 | 8106.0 | 9226.0 | 7386.0 | 7528.0 | 7750 | 8000 |Revenues ($mill) 8800
Total Debt $8478 mill.  Due in 5 Yrs $5029 mill. 399.0 | 447.0 | 3720 | 4420 | 546.0 | 581.0 | 536.0 | 611.0 | 4650 | 4320 | 560 | 605 Net Profit ($mill) 720
h\Tch%fmﬁ Ml oy interest $373 mil. 52.8% | 38.3% | 52.1% | 37.3% | 33.6% | 33.4% | 314% | 310% | 351% | 37.0% | 36.0% | 36.0% |Income Tax Rate 36.0%
rodtorafion bonds. y 55%| 27% | 13% | 27% | 16% | 26% | 35% | 41% | 47% | 35% | 40%| 40% AFUDC%toNetProfit | 3.0%
(LT interest eamed: 2.6x) 82.2% | 83.3% | 77.6% | 73.8% | 67.2% | 66.0% | 64.4% | 63.8% | 69.5% | 68.5% | 67.5% | 67.0% |Long-Term DebtRatio | 65.5%
Leases, Uncapitalized Annual rentals $5 mill. 17.8% | 16.7% | 22.4% | 26.2% | 32.8% | 34.0% | 35.6% | 36.2% | 30.5% | 31.5% | 32.5% | 33.0% |Common Equity Ratio 34.5%
Pension Assets-12/16 $1656 mill. | 10174 | 12218 | 11758 | 12199 | 12863 | 12658 | 12146 | 12557 | 11362 | 10992 | 11000 | 11225 |Total Capital ($mill) 12400

Oblig $2197 mill | 97400 | 10296 | 10788 | 11732 | 12402 | 13597 | 9593.0 | 10502 | 11537 | 12307 | 12675 | 13325 |Net Plant ($mill) 14100

Pfd Stock None 69% | 60%| 58% | 6.1% | 64% | 68% | 63% | 67% | 61% | 58% | 7.0%| 7.0% RetumonTotalCapl | 7.5%
Common Stock 430,688,867 shs. 22.0% | 21.9% | 14.1% | 13.8% | 12.9% | 135% | 124% | 134% | 134% | 125% | 155% | 16.5% |ReturnonShr.Equity | 17.0%
as of 2/10/17 22.0% | 21.9% | 14.1% | 13.8% | 12.9% | 13.5% | 12.4% | 13.4% | 134% | 12.5% | 15.5% | 16.5% |Returnon Com Equity F | 17.0%
MARKET CAP: $12 billion (Large Cap) 100% | 99% | 36% | 38% | 50% | 55% | 42% | 45% | 11% | NMF| 3.0%| 3.5% |RetainedtoCom Eq 4.5%
ELECTRIC OPERATING STATISTICS 55% | 55% | T4% | 2% | 62% | 60% | 66% | 67% 92% | 103% | 82% 79% |All Div'ds to Net Prof 74%
9% Chenge Retal Sales (KWH) 2+02 3 "10213 2+°3"15 BUSINESS: CenterPoint Energy, Inc. is a holding company for 31%; industrial, 15%; other, 2%. Does not own generating assets.
Avg. Indus. Use (MWH) NA NA NA | Houston Electric, which serves 2.4 million customers in Houston Gas costs: 39% of revenues. 16 depreciation rate: 6.5%. Has
Avg. Indust. Revs. per KWH (¢) NA NA NA | and environs, and gas utilities with 3.4 million customers in Texas, 7,700 employees. Chairman: Milton Carroll. President & CEO: Scott
gapﬁ‘yz‘ geak(M ;‘4 Nﬁ Nﬁ Nﬁ Minnesota, Arkansas, Louisiana, and Oklahoma. Owns 55.4% of M. Prochazka. Incorporated: Texas. Address: 1111 Louisiana, P.O.
pe Em?r(/ W NA NA  Na | Enable Midstream Partners. Discontinued Texas Genco Holdings i~ Box 4567, Houston, Texas 77210-4567. Telephone: 713-207-1111.
%ChangeCustomerseavg) +24 +21  +2.3 | '04. Electric revenue breakdown: residential, 52%; commercial, Internet: www.centerpointenergy.com.

Fied Charge Cor. (%) 194 200 219 | CenterPoint Energy still hasn’t de- latter operation made significant acquisi-
ANNUAL RATES P 1+~ cided what to do with its 55.4% stake tions in 2016 and early 2017. In addition,

ast Past Est'd '14-16 | . . : .

ofchange (persh) 10Yrs.  5Yrs. to20-22 | in Enable Midstream Partners. Center- we look for a greater contribution from
Revenues -45% 20% 15% | Point is concerned about the volatility as- CenterPoint’s interest in Enable, as our
‘é%?:i'; FS[OW” 12:;%2? ?%‘;o ‘ég‘;ﬁ sociated with its interest in Enable, a nat- figures are based on the company’s current
Dvidesss 80% 50% 35% | ural gas master limited partnership. The configuration. Our earnings estimate is
Book Value 75% 20% 1.5% | company prefers the relative stability of within management’s targeted range of

Cal- QUARTERLY REVENUES ($ mill Full itS regulated electric and gas utlhtles and $125-$133 a ‘share.. We forecast more-
endar | Mar31 Jun.30 Sep.30 Dec.31| Year its retail energy-services operations. A modest, but still solid, profit growth in

2014 13163 1884 1807 2372 | 9226 straightforward sale of this stake would 2018, based on the same factors that

2015 | 2433 1532 1630 1791 | 73860 result in a large tax liability. Another op- should help resul.ts this year. .

2016 | 1984 1574 1889 2081 | 75080 tion is a spinoff. Or CenterPoint can work The board of directors raised the divi-

2017 | 2200 1650 1750 2150 | 7750 | with Enable management to reduce the dend in early 2017. The increase was a

2018 | 2300 1700 1800 2200 | 8000 | MLP’s exposure to commodity prices. Man- cent a share (3.9%) quarterly. CenterPoint

Cal- EARNINGS PER SHARE & Full agement now expects to announce a deci- can maintain a high payout ratio thanks
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | Sion by the time it reports second-quarter to the distributions it receives from its

2014 e 5 3 7 140 result.s, probably in e.aarly August. stake in .Enable. .

2015 ‘30 18 34 2% | 10s| Earnings are likely to advance The price of CenterPoint stock has

2016 | 36 doi 41 23 | 10p| materially this year. The comparison is risen 14% so far this year. We think the

2017 3 .22 40 32| 130| easy, as profits in 2016 were hurt by improving prospects of Enable have

2018 .39 23 43 35 1.40 | mark-to-market accounting charges helped; note that OGE Energy, another

Cal- | QUARTERLY DIVIDENDS PAID C = Ful amour}ting to $0: 16 a share. (We include owner qf Enablg, ha}s climbed 10% in 2017.
endar |Mar31 Jun30 Sep.30 Dec3i| Year | these in our earnings presentation because The dividend yield is a cut above the utili-

2013 | 207 207 207 207 83 they are an ongoing part of CenterPoint’s ty mean. With the recent quotation near

2014 | 237 937 o33 238 '%5 results.) Still, the company is benefiting the upper end of our 2020-2022 Target

2015 | 247 047 048 048 ‘99| from rate relief, customer growth (2% for Price Range, total return potential is

2016 | 258 258 258 258 | 1.03]| electricity and 1% for gas), and its expand- minuscule.

2017 | 268 ing retail energy-services subsidiary. The Paul E. Debbas, CFA March 17, 2017
(A) Pro forma data. (B) Diluted EPS. Excl. ex- | '16 EPS don't sum due to rounding. Next earn- | $8.22/sh. (E) In mill. (F) Rate base: Net onglnal Company’s Financial Strength B+
traordinary gains (losses): ‘04, ($2.72); '05, 9¢; | ings report due early May. (C) Div'ds historical- | cost. Rate allowed on com. eq. (elec.) in '11: | Stock’s Price Stability 90
11, $1.89; '12, (38¢) net; 13, (52¢); '15, | ly paid in early Mar., June, Sept. & Dec. m Div'd | 10%; (gas): 9.45%-11.25%; earned on avg. | Price Growth Persistence 50
($2.69); losses on disc. ops.: ‘04, 37¢; ‘05, 1¢. | reinvestment plan avail. (D) Incl. intang. In "16: | com. eq., '16: 12.4%%. Regulat. Climate: Avg. | Earnings Predictability 85
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) « NYSE-AGR PRICE . RATIO v \Median:NMF /| PIE RATIO U YLD 1 /0
— High: | 38.9| 46.7| 40.0 Target Price Range
TIMELINESS . ‘ ‘ | Low: 32.4 35.4 37.4 20290 2021 2032
SAFETY 2 Rased2i717 | LEGENDS _
...+ Relative Price Strength 128
TECHNICAL — Options: Yes )
haded area indicates recession 9
BETA NMF (1.00 = Market) 80
2020-22 PROJECTIONS 64
. _ Ann’l Total 48
Price  Gain  Return PPV S N N Lk Rk 40
High 45 (+15%g 8% LLRLLT A N R P e ps
Low 35 (-10% 2%
Insider Decisions 24
AMJJASOND
By 010011131 = 16
Optons 0 0 0 0 0 0 0 00 RS L 12
to Sell 00000O0O0O0O i % TOT. RETURN 1/17
Institutional Decisions THIS  VLARITH*
102016 202016  3Q2016 STOCK INDEX |
to Buy 99 98 110 Eﬁ;‘igg* 2 Ty 21 2
to Sell 81 77 86 | traded 3 " 3y, — 258 [
Hid's(000) 40830 39675 38903 MM 5yr.  — 84.9
AVANGRID, Inc. was formed through a|2007 [2008 2009 [2010 2011 |2012 {2013 2014 |2015 2016 |2017 |2018 | ©VALUELINEPUB.LLC|20-22
merger between Iberdrola USA, Inc. and .- .- .- .- .- - - --| 1414 | 19.75| 2040 | 21.05 Revenues per sh 23.60
UIL Holdings Corporation in December of 344 | 520| 555 585 “CashFlow” persh 6.50
2015. lberdrola S.A., a worldwide leader in 86| 195| 215 225 |Eamings persh A 275
the energy industry, owns 81.5% of --| 173| 173| 1.73|DivdDecldpershBm | 185
AVANGRIID. The predecessor company was 350 | 645| 6.45| 6.45|Cap’l Spending per sh 5.75
founded in 1852 and is headquartered in 4874 | 49.00 | 49.40| 49.95 Book Value persh 52.25
New Gloucester, Maine. It was incorportated 308.86 | 309.00 | 309.00 | 309.00 | Common Shs Outst'g ® | 309.00
in 1997 in New York under the name NGE NMF | 20.8 | Bold figres are |Avg Ann’l PIE Ratio 145
Resources, Inc. AVANGRID began trading NMF | 1.10| Valueline |Relative P/E Ratio .90
on the NYSE on December 17, 2015. .- | 43% | estmates | avg Ann'l Divd Yield 4.7%
CAPITAL STRUCTURE as of 9/30/16 4594.0 | 4367.0 | 6100 | 6300 6500 |Revenues ($mill) 7250
Total Debt $4586 mill. Due in 5 Yrs $1748 mill. 4240 | 267.0 600 660 705 | Net Profit ($mill) 840
:—LTT?;‘;‘re$3369§£'("';3 6X)'-T Interest $216 mill 39.9% | 11.3% | 41.0% | 33.0% | 33.0% |Income Tax Rate 33.0%
o 6.8% | 127% | 6.0% | 5.0% | 5.0% |AFUDC % to Net Profit 5.0%
Leases, Uncapﬂa“zed Annual rentals $216 mill. 16.8% | 23.1% | 24.0% | 25.0% | 25.5% Long-Term Debt Ratio 24.5%
) ) 83.2% | 76.9% | 76.0% | 75.0% | 74.5% |Common Equity Ratio 75.5%
Pension Assets-12/15 $1991 mill. . ) 14956 | 19583 | 19875 | 20325 | 20650 |Total Capital ($mill) 21500
Pid Stock None Oblig §2491 mill 17009 | 20711 | 21700 | 22650 | 23550 |Net Plant ($mill) 25500
37% | 21% | 35% | 4.0% | 4.0% Returnon Total Cap’l 4.5%
Common Stock 309,003,589 shs. 34% | 18% | 4.0%| 4.5% | 4.5% |Returnon Shr. Equity 5.0%
as of 11/2/16 - 34% | 18% | 4.0%| 45% | 4.5% |ReturnonComEquityE | 50%
MARKET CAP: $12 billion (Large Cap) 34% | 18% | .5%| 1.0%| 1.0% |Retainedto Com Eq 1.5%
ELECTRIC OPERATING STATISTICS -- - 89% | 81% | 76% AllDiv'dsto Net Prof 68%

BUSINESS: AVANGRID, Inc., formerly Iberdrola USA, Inc., is a
diversified energy and utility company that serves 2.2 million elec-
tric customers in New York, Connecticut, and Maine and 1 million
gas customers in New York, Connecticut, Massachusetts and
Maine. Has a nonregulated generating subsidiary focused on wind
power. Revenue breakdown by customer class not available. Gen-

erating sources not available. Fuel costs: 22% of revenues. '15
reported depreciation rate not available. Iberdrola owns 81.5% of
stock. Has 7,000 employees. Chairman: José Ignacio Sanchez
Galan. CEO: James P. Torgerson. Incorporated: New York. Ad-
dress: 157 Church Street, New Haven, Connecticut 06506. Tele-
phone: 207-688-6363. Internet: www.avangrid.com.

% Change Retail Sales (KWH) A A
Avg. Indust. Use (MWH NA NA NA
Avg. Indust. Revs. per KWH (¢) NA NA NA
Capacity at Peak (ng/| NA NA NA
Peak Load, Summer (Mw) NA NA NA
Annual Load Factor (%) NA NA NA
% Change Customers eyr-end) NA~ NA NA
Fixed Charge Cov. (%) NA 347 183
ANNUAL RATES Past Past Est'd'13-'15
of change (persh) 10 Yrs. 5Yrs.  t0°20-22
Revenues -- -- NMF
“Cash Flow” - -- NMF
Earnings - - NMF
Dividends - -- NMF
Book Value -- -- NMF
Cal- QUARTERLY REVENUES (§ mill.) Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year
2014 | 1556 938 982 1118 | 459
2015 | 1227 939 1048 1153 | 4367
2016 | 1670 1439 1418 1573 | 6100
2017 | 1800 1450 1450 1600 | 6300
2018 | 1850 1500 1500 1650 | 6500
Cal- EARNINGS PER SHARE A Full
endar |Mar31 Jun.30 Sep.30 Dec.31| Year
2014 -- -- -- -- --
2015 34 .04 A7 31 .86
2016 63 33 .35 .64 1.95
2017 .80 .35 .35 .65 | 215
2018 .85 35 35 J0 | 225
Cal- | QUARTERLY DIVIDENDS PAIDB = Full
endar | Mar.31 Jun.30 Sep.30 Dec.31| Year
2013 | -- -- -- --

2014

2015 -- -- -- --
2016 | -- 432 432 432 173
2017 432

AVANGRID’s electric utility subsidi-

ary in Connecticut has received a rate
order. At the start of 2017, United Illumi-
nating received a $43.0 million rate hike,
based on a 9.1% return on a 50% common-
equity ratio. The utility will receive addi-
tional increases of $11.5 million and $2.9
million at the start of 2018 and 2019,
respectively.

We expect strong earnings growth in
2017, followed by a decent increase
next year. Rate relief is helping the regu-
lated utility business. Besides the afore-
mentioned electric tariff hike in Con-
necticut, AVANGRID’s utilities in New

York, New York State Electric and Gas
and Rochester Gas and Electric, were

granted three-year rate increases that
took effect in May of 2016. Thus, they will
have a full year of rate relief in 2017. We
assume normal weather after unfavorable
wind conditions hurt the nonregulated
side of the business in the first half of
2016. These operations should benefit
from the additions of wind and solar
projects. This segment has about 5,700
megawatts of capacity now, and 810 mw
are under construction.

Finances are sound. The fixed-charge
coverage was unusually low in 2015, a
year of depressed earnings, but probably
improved significantly in 2016. The
common-equity ratio is, by far, the highest
of any company in this industry, and
AVANGRID has no need for additional
equity through the early part of the next
decade — at least. AVANGRID is not
paying cash taxes, so our “cash flow” fig-
ures understate its true cash flow. We
have raised the company’s Financial
Strength rating from B+ to B++ and its
stock’s Safety rank from 3 to 2 (Above
Average).

This stock offers a dividend yield that
is about a percentage point above the
utility mean. This valuation reflects, in
part, a lack of near-term dividend growth
potential as AVANGRID strives to reduce
its payout ratio to a range of 65%-75%. To-
tal return potential to 2020-2022 is only
average for the group. The stock is un-
ranked for Timeliness due to its short
trading history since Iberdrola USA ac-
quired UIL Holdings in December of 2015
and became AVANGRID.

Paul E. Debbas, CFA February 17, 2017

(A) Diluted EPS. 2015 EPS based on shares | July, and Oct. = Dividend reinvestment plan | 9.0%; in CT in '17: 9.1% elec.; in CT in '16:
outstanding at yearend. Excl. nonrecurring | available.

(C) Incl. intangibles. In

gain: '16, 6¢. Next earnings report due late | $22.62/sh. (D) In mill. (E) Rate base: net orig. | Climate: Below Average.
February. (B) Divids paid in early Jan., April, | cost. Rate allowed on com. eq. in NY in '16:

© 2017 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

'15: [ 9.36% gas; in ME in '14: 9.45%. Regulatory | Stock’s Price Stability

Company’s Financial Strength B++

NMF
Price Growth Persistence NMF
Earnings Predictability NMF
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_ Price  Gain  Return - TR 1l 30
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Institutional Decisions s;glgx vmg&n.'

102016 202016 302016 | porcent 18 gy STOKINOEXT L
R 0111 TV 011111111 OO O TR 141 Y PTOT P FPT Y T Y T P [ pTRY sy 501 202 |-
HIJs(000) 42375 43564 44354 RLRARRRRRFRRRRAARARRR RARRAERON L Sy 908 952
2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 [ 2009 [ 2010 [2011 [2012 [2013 |2014 [ 2015 [2016 [2017 | ©VALUELINE PUB.LLC|19-21
167.59 | 126.17 | 2041 | 2324 | 2376 | 27.98| 2868 | 26.80 | 30.77 | 27.58 | 27.29 | 27.73 | 25.86 | 26.94 | 23.66 | 23.83 | 22.10 | 21.90 |Revenues per sh 23.75

3.31 2.7 219 | 263 | 235| 272| 427| 293 398 | 445| 362 | 378 | 370 | 436 436 | 492 490 | 5.00 |“Cash Flow” per sh 575
1.76 1.20 67 1.02 73 92 1.47 72 1.36 1.58 1.65 1.72 1.32 1.85 1.84 1.89 205 1.95 |Earnings per sh A 225
48 48 48 49 52 55 57 60 .69 81 1.00 1.10 1.16 1.22 1.27 1.32 1.37 1.37 |Div'd Decl'd per shBm 1.50
424 592 174 221 247 323| 314 404| 4.09 386 | 364 | 420 | 461 5.05 547 | 646 6.25| 6.60 |Cap’l Spending per sh 6.75
15.34 | 1512 | 14.84| 1554 | 1554 | 1587 | 17.46 | 1727 | 1830 | 19.17 | 19.71 | 20.30 | 21.06 | 21.61 | 23.84 | 2453 | 2555 | 26.10 |Book Value per sh © 28.00
4721 4763 | 4804 | 4834 | 4847 | 4859| 5251 | 5291 | 5449 | 5484 | 57.12 | 5842 | 59.81 | 60.08 | 6224 | 6231 | 64.50 | 65.00 |Common Shs Outst'g P | 66.50
13.6 13.7 19.3 13.8 244 19.4 15.4 30.9 15.0 114 12.7 14.1 19.3 14.6 17.3 17.6 19.7 Avg Ann’l P/E Ratio 15.5
.88 .70 1.05 79 1.29 1.03 83 1.64 90 .76 81 .88 1.23 82 91 .89 1.05 Relative P/E Ratio .95

20% | 29% | 37%| 35%| 29% | 3.0%| 25% | 27% | 34% | 45% | 48% | 45% | 46% | 45% | 4.0% | 4.0% | 34% Avg Ann’I Div'd Yield 4.3%
CAPITAL STRUCTURE as of 9/30/16 1506.3 | 1417.8 | 1676.8 | 1512.6 | 1558.7 | 1619.8 | 1547.0 | 1618.5 | 1472.6 | 1484.8 | 1425 | 1425 |Revenues ($mill) 1575
Total Debt $1817.1 mill. Due in 5 Yrs $606.7 mill. 751 | 385| 736 87.1| 924 | 1002 | 782 | 1111 | 1142| 1181 130 | 130 |Net Profit ($mill) 145
h\TdDgg} $1720.8 mil. LT Interest $83.9 mil. 35.9% | 36.7% | 38.3% | 34.3% | 35.0% | 35.4% | 344% | 36.0% | 37.6% | 36.3% | 36.5% | 36.5% |Income Tax Rate 36.5%
(LT interest eamed: 3.4%) ' 39% | 224% | 14.0% | 42% | 40% | 52% | 83% | 88% | 11.1% | 10.1% | 9.0% | 9.0% AFUDC%toNetProfit | 80%

53.7% | 41.0% | 48.1% | 50.9% | 51.6% | 51.4% | 50.8% | 51.4% | 51.0% | 50.0% | 51.0% | 48.5% |Long-Term Debt Ratio 51.0%

Pension Assets-12/15 $517.2 mill. 46.3% | 59.0% | 51.9% | 49.1% | 48.4% | 48.6% | 49.2% | 48.6% | 49.0% | 50.0% | 49.0% | 51.5% |Common Equity Ratio 49.0%
Oblig. $613.5 mill. [{9g0.1 [ 1548.9 | 1919.5 | 2139.0 | 2325.3 | 2439.9 | 2561.2 | 2669.7 | 3027.3 | 3060.3 | 3355 | 3280 [Total Capital ($mill) 3775

Pfd Stock None 22150 | 23513 | 2492.2 | 2607.0 | 2714.2 | 28608 | 3023.7 | 32024 | 3620.0 | 3898.6 | 4115| 4350 |Net Plant ($mill) 5000
Common Stock 64,184,399 shs. 61% | 52% | 58% | 55% | 54% | 55% | 43% | 54% | 49% | 51% | 50%| 50% [RetumonTotalCapl | 5.0%
as of 10/28/16 82% | 42% | 74% | 83% | 82% | 85% | 62% | 86% | 7.7% | 7.7%| 80%| 7.5% RetunonShr.Equity | 8.0%
80% | 42% | 74% | 83% | 82% | 85% | 62% | 86% | 7.7% | 7.7% | 80% | 7.5% |ReturnonCom Equity E| 8.0%

MARKET CAP: $2.5 billion (Mid Cap) 4.9% 8% | 37% | 41% | 33% | 3.1% 8% | 29% | 24% | 23% | 25% | 25% |RetainedtoCom Eq 2.5%
ELECTRIC OPERATING STATISTICS 40% | 8% | 50% | 51% | 60% | 64% | 88% | 66% 69% | 70% | 67% | 69% |AllDiv'ds to Net Prof 69%
9% Chenge Retal Sales (KWH) 20:2 20+1g 20218 BUSINESS: Avista Corporation (formerly The Washington Water ~ 31%; industrial, 11%; wholesale, 13%; other, 11%. Generating
Avg. Indus. Use (MWH) 1428 1349 1339 | Power Company) supplies electricity & gas in eastern Washington  sources: gas & coal, 32%; hydro, 28%; purchased, 40%. Fuel
Avg. Indust. Revs. per KWH (¢) 574 593 6.17 | & northern Idaho. Supplies electricity to part of Alaska & gas to part costs: 44% of revs. '15 reported deprec. rate (Avista): 3.1%. Has
gap’;lCL‘Wg‘ Walk(M"\'A’) g;gg gggg Nﬁ of Oregon. Customers: 392,000 electric, 335,000 gas. Acq'd Alaska 1,900 employees. Chairman, President & CEO: Scott L. Morris.
Aﬁgua\ol.aoa’d Egc%r((%') 500 64.0 NA | Electric Light and Power 7/14. Sold Ecova energy-management Inc.: WA. Address: 1411 E. Mission Ave., Spokane, WA 99202-
% Change Customers (yr-end) +11  +55  +1.3 | sub. 6/14. Electric rev. breakdown: residential, 34%; commercial, ~2600. Tel.: 509-489-0500. Web: www.avistacorp.com.

Fied Charge Cor. (%) 308 322 315 | Avista was “extremely disappointed” the first quarter. We now estimate no divi-
ANNUAL RATES P =] by the rate decision it received in dend hike due to the regulatory problems,

ast Past Est'd '13-'15 W . s g ,

ofchange (persh)  10Yrs.  5Yrs,  to’19-21 ashington in December. That is how but we don’t rule one out. . .
Revenues - -3.0% -5% | management described the order from the Avista was granted an electric rate in-
‘é%?:i'; FS[OW” g%‘;ﬁ %%‘;o gg‘? Washington Utilities and Transportation crease in Idaho. The raise was $6.3 mil-
Dvidesss 95% 90% 30% | Commission (WUTC), which denied the lion (2.5%), based on a 9.5% return on a
Book Value 40% 40% 30% | utility’s request for electric and gas rate 50% common-equity ratio. New tariffs took

Cal- QUARTERLY REVENUES ($ miII.) Full increasgs. AyiSta had filed for electric’ and effect at the start of 20‘17 .
endar |Mar31 Jun30 Sep.30 Dec.31| Year | 82 tariff hikes for 2017 of $38.6 million Rate cases are pending in Alaska and

2013 14829 3500 3359 4477 |16185 and $4.4 million, respectively, followed by Oregon. Alaska Electric Light & Power

2014 | 4466 3126 3016 4118 14726 smaller increases at the start of 2018. The filed for an increase of $2.8 million (8.1%),

2015 | 4465 3373 3137 3873 14848 | WUTC’s ruling was surprising, given that based on a 13.8% return on a 58%

2016 | 4182 3188 13033 3847 |1425 | its staff had recommended raises of $25.6 common-equity ratio. (The cost-of-capital

2017 | 420 315 305 385 |1425 | million for electricity and $2.1 million for figures are high due to the utility’s risks of

Cal- EARNINGS PER SHARE A Fall | &as- The company has asked the WUTC operating in Juneau.) An interim hike of
endar |Mar31 Jun30 Sep30 Dec31| Year | for reconsideration and a rehearing. If this $1.3 million (3.9%) took effect on Novem-

2013 71 e 19 53 | 185 1S fruitless, Avista may appeal this matter ber 23rd. The final order is expected in

2014 79 43 16 48 | 1s4]| to the courts. late 2017. In Oregon, Avista is seeking a

2015 | 74 40 21 54| 1g9| The lack of rate relief in Washington gas rate boost of $8.5 million (9%), based

2016 89 43 19 54 | 205! will hurt 2017 earnings by an esti- on a 9.9% return on a 50% common-equity

2017 8 40 15 55| 195 mated $0.20-$0.30 a sslslare. We have ratio. New tariffs are expected to take ef-

i Ba lowered our estimate by $0.20 a share, to fect on October 1st.

eﬁf,"a, MS:JQ? TI:ZJF:IIBYl:I;J(I)VIIJsEeI:)I?:’S‘OPAIgecm 5:;', $1.95. We will adjust our estimate if We think this stock lacks investor ap-

2013 | 305 305 305 305 | 122 Avista winds up getting some rate relief in peal. The recent price does not adequately

2014 | 3175 3175 3175 3175| 127 Wgshlng.ton. . reflect the regulatory uncertainty, in our

2015 | 33 33 33 33 132 | Will this affect the board’s decision view. Moreover, 3- to 5-year total return

2016 | 3425 3495 3425 3425| 1.37| about the dividend? In recent years, the potential is low.

2017 directors have raised the disbursement in Paul E. Debbas, CFA January 27, 2017
(A) Dil. EPS. Excl. nonrec. gain (losses): ‘02, | rounding or change in shs. Next earnings re- | (E) Rate base: Net orig. cost. Rate alld on | Company’s Financial Strength A
(9¢); '03, (3¢); 14, 9¢; gains (losses) on disc. | port due late Feb. (B) Div'ds paid in mid-Mar., | com. eq. in WA in "16: 9.5%; in ID in '17: 9.5%; | Stock’s Price Stability 95
ops.. ‘01, ($1.00); ‘02, 2¢; ‘03, (10¢); '14, | June, Sept. & Dec. m Div'd reinv. avail. (C) Incl. | in OR in "15: 9.5%; earn. on avg. com. eq., '15: | Price Growth Persistence 60
$1.17; 16, 8¢. "13 & "14 EPS don't add due to | defd chgs. In '15: $9.89/sh. (D) In mill. | 8.2%. Regul. Clim.: WA, Avg.; ID, Above Avg. | Earnings Predictability 75
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[BETR %0 (100-Mare) | °%'2922/Y§rsea indicates recession == gg
2019-21 PROJ_ECTlA?:'ISTotaI T i T e e I B o
T (+G1a§2/ o il ety ik M 40
Los\]” 55 (.100/3 1% ::*ltll,u""lu" o-,.lul||::|-l ,o-"';rli _/_—Il‘illi"" "'Iu-llii' ST 32
Insider Decisions Seat_tastaced el 0 I 24
MAMJJASON e e, R S B e
toBy 0 00000O0O0O 1 e 16
Options 10 4 4 8 4 4 8 5 5 12
tsel_ 000000000 % TOT. RETURN 12/16
Institutional Decisions s;glgx vmg&n.'

102016 202016 302016 | percent 18 gy, SToCK INOEXT L
bsl e '8 q1a| Sheres 12 mirm L 4100 e v P AT L1 sy, 283 202 [
HIds(000) 45052 46685 48357 L 0 R (1111 Sy 1165 952
2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 [ 2009 [ 2010 [2011 [2012 [2013 |2014 [ 2015 [2016 [2017 | ©VALUELINE PUB.LLC|19-21
69.69 | 57.96| 1574 | 3517 | 3454 | 4197| 1969 | 1841 | 26.03 | 32.58 | 3329 | 28.96 | 26.55 | 28.67 | 31.20 | 2548 | 28.95| 33.65 |Revenues per sh 33.50

368| 527| 493| 426 446| 481 504 | 529 2.95 5.41 488 | 4.01 559 | 593 6.25 5.67 6.65 | 7.85 |“Cash Flow” per sh 8.75
237| 342| 233 1.84 174 211 2.21 2.68 18 2.32 1.66 1.01 1.97 | 2.61 2.89 2.83 2.60 | 3.50 |Earnings per sh A 425
1.08 1.12 1.16 1.20 1.24 1.28 1.32 1.37 1.40 1.42 1.44 1.46 1.48 1.52 1.56 1.62 1.68 1.84 |Div'd Decl'd per shBm 2.20
579 | 1407| 865| 280| 280| 418 924| 6.9 8.51 890 | 12.04 | 10.03 790 | 797 8.92 8.90 9.06 | 6.05 |Cap’l Spending per sh 6.50
1195 | 1895| 19.66 | 21.72 | 2243 | 2229| 2368 | 2566 | 27.19 | 27.84 | 28.02 | 2753 | 27.88 | 29.39 | 30.80 | 28.63 | 30.10 | 32.00 |Book Value per sh © 38.75
2330 | 2689 | 26.93| 3230 | 3248 | 33.16| 3337 | 37.80 | 3864 | 3897 | 39.27 | 4392 | 4421 | 4450 | 4467 | 5119 | 5350 | 54.25 Common Shs Outst'g O | 61.00
10.9 1.4 12.5 156.9 1741 17.3 15.8 150 | NMF 9.9 18.1 311 1741 18.2 19.0 16.1 225 Avg Ann’l P/E Ratio 15.0
71 58 68 91 90 92 85 80 [ NMF .66 1.15 1.95 1.09 1.02 1.00 82 1.20 Relative P/E Ratio .95
42% | 29% | 4.0% | 41% | 42% | 35% | 38% | 34% | 42% | 62% | 48% | 46% | 44% | 32% | 28% | 35% | 29% Avg Ann’I Div'd Yield 3.5%
CAPITAL STRUCTURE as of 9/30/16 656.9 | 695.9 | 1005.8 | 1269.6 | 1307.3 | 12722 | 1173.9 | 1275.9 | 1393.6 | 1304.6 | 1550 | 1825 |Revenues ($mill) 2050
Total Debt $3292.5 mill. Due in 5 Yrs $963.5 mill. 740 | 100.1 68| 87| 646| 404 | 869 | 1158 | 1288 | 1283 | 130| 190 |Net Profit ($mill) 255
(LLTT'?:t‘;‘rj;?e‘;rfe’;"g sx)LT Interest $125.4 mill. 51 59, "313% | 83.1% | 30.7% | 26.4% | 31.1% | 35.5% | 34.7% | 33.7% | 35.8% | 34.0% | 30.0% |Income Tax Rate 30.0%
Leases, Uncapitalized Annual rentals §2.9 mil, | 9.7% | 148% [1732% | 20.1% | 280% | 650% | 54% | 24% | 24% | 27%| 40%| 20% AFUDC%oNetProfit | 10%
44.3% | 36.8% | 32.3% | 48.4% | 51.9% | 51.4% | 43.2% | 51.6% | 47.9% | 56.0% | 57.5% | 59.5% |Long-Term Debt Ratio 48.5%
Pension Assets-12/15 $288.6 mill. 55.7% | 63.2% | 67.7% | 51.6% | 48.1% | 48.6% | 56.8% | 48.4% | 52.1% | 44.0% | 42.5% | 40.5% |Common Equity Ratio 51.5%
Oblig. $356.6 mill. | 1418.4 | 1534.2 | 1551.8 | 2100.7 | 2286.3 | 2489.7 | 2171.4 | 2704.7 | 2643.6 | 3332.7 | 3790 | 4260 | Total Capital ($mill) 4600
Pfd Stock None 16464 | 18235 | 20222 | 2160.7 | 24954 | 2789.6 | 2742.7 | 2990.3 | 3239.4 | 3259.1 | 4550 | 4640 |Net Plant ($mill) 4975
Common Stock 53,147,805 shs. 68% | 79% | 16% | 5%% | 44% | 33% | 55% | 55% | 61% | 49% | 45% | 55% RetumonTotalCapl | 65%
as of 10/31/16 9.4% | 10.3% T% | 83% | 59% | 33% | 71% | 89% | 94% | 88% | 85% | 11.0% |Returnon Shr. Equity 11.0%
9.4% | 10.3% 7% | 83% | 59% | 33% | 71% | 89% | 94% | 88% | 85% | 11.0% |Returnon Com Equity E| 11.0%
MARKET CAP: $3.3 billion (Mid Cap) 38% | 51% | NMF | 32% 7% | NMF | 18% | 3.7% | 43% | 38% | 3.0%/| 50% |Retainedto ComEq 5.0%
ELECTRIC OPERATING STATISTICS 59% | 50% | NMF | 62% | 87% | NMF | 75% | 58% 54% | 57% | 65% | 52% |AllDiv'ds to Net Prof 53%
9% Chenge Retal Sales (KWH) %?118 23213 2+041§ BUSINESS: Black Hills Corporation is a holding company for utili-  Electric revenue breakdown: res’l, 31%; comm’l, 38%; ind’l, 16%;
Avg. Indus. Use (MWH) 9740 13055 15552 | ties that serve 207,000 electric customers in CO, SD, WY and MT, other, 15%. Generating sources: coal, 33%; other, 4%; purch.,
Avg. Indust. Revs. per KWH (¢) 819 797 8.02 | and 1 million gas customers in NE, IA, KS, CO, WY, and AR. Mines  63%. Fuel costs: 35% of revs. '15 deprec. rate: 3.3%. Has 3,100
gapﬁ‘wz‘ \S(earend MW; g'\é/g gr\éé 1 0’;@ coal & has a gas & oil E&P business. Acq'd Mallon Resources 3/03; employees. Chairman & CEO: David R. Emery. Pres. & COO: Linn
A Lo Pl ) NA  NA  NA | Cheyenne Light 1/05; utility ops. from Aquila 7/08; SourceGas 2/16.  Evans. Inc.: SD. Address: P.O. Box 1400, 625 Ninth St., Rapid Gity,
% Change Customers eyr-end) +.8 +.9 +.9 | Discont. telecom in '05; oil marketing in '06; gas marketing in '11.  SD 57701. Tel.: 605-721-1700. Internet: www.blackhillscorp.com.
Fied Charge Cor. (%) 004 357 304 Bl_ack Hills’ earr}ing_s. will alplost cer- The utility. was disappointed with a
ANNUAL RATES Past Past Estd 1315 tainly advance significantly in 2017. A rate order in Colorado. Black Hills filed
ofchange jpersh) . 10Vrs.  5Yrs.  to1921 | year ago, the company acquired Source- for a rate hike of $8.5 million, based on a
Revenues 25% -15% 30% | Gas, which provides gas service to more return of 9.83% on a common-equity ratio
‘é%?:i'; FS[OW” i%‘;ﬁ 1%%‘;" gg‘? than 400,000 customers in four states. of 50.9%. The application was made to
Dvidesss o5% 20% 60% | Black Hills incurred significant integra- place a $65 million, 40-megawatt gas-fired
Book Value 3.0% 15%  4.5% ‘gon C(()iscics in connec‘ciond Wit(lil the Sourcbe- unit in the rate base. However, z%he regu-
. as addition. These reduced earnings by lators granted the utility just $636,267,
eﬁgla-r M§93A1RT§5#Y3%EVSEE;I)J.§%($Blgt).31 \I;:;Ir $0.46 a share in the first nine months of based on a 9.37% ROE. The equity ratio is
2013 13807 2798 2599 3555 |1275.9 2016, and there were possibly additional 52.4%—except for the new plant, which is
2014 |2602 2832 9721 3784 13936 | €xpenses in the fourth quarter. What’s in rates based on an equity ratio of just
2015 | 4420 2722 9791 3183 13046 | more, the acquisition was completed in 33%. Black Hills has asked the commis-
2016 |4500 3254 3338 440.8 |1550 | mid-February, so Black Hills did not have sion for reconsideration and a rehearing.
2017 | 650 350 350 475 |1825 | SourceGas’ income for the first month and We think the board of directors will
Cal- EARNINGS PER SHARE A Fall | 2 half of 2016 — the seasonally strongest raise‘ the dividend at its upcoming
endar |Mar31 Jun30 Sep.30 Dec31| Year | time of year for a gas utility. Our 2017 meeting. Black Hills hasn’t hinted about
2013 97 59 5 43 | 261 | earnings estimate is within the company’s its dividend policy, but we think the in-
2014 | 108 44 60 76 | 289 targeted range of $3.45-$3.65 a share. crease will be significantly greater than
2015 | 107 55 58 63 | 2g3| Black Hills is trying to reduce its ex- the $0.06-a-share annual raise declared in
2016 94 31 e 94 | 260| posure to the oil and gas exploration each of the past two years, given the large
2017 | 1.30 60 65 95 | 350| and production business. The company rise in the company’s earning power fol-
i Ba has sold some noncore assets. Even so, lowing the SourceGas deal.
eﬁf,"a, MSE gr TI:ZJF:IIBYl:I;J(I)VIIJsEeI:)I?:’S‘OPAIgecm 5:;', this operation will probably post a modest The stock’s dividend yield is below
2013 | 38 38 3 38 150 operating loss in 2017. Black Hills plans to the }ndustry_ average, even when re-
2014 | 39 39 39 39 156 | retain some gas reserves it believes would flecting the increase we estimate. The
2015 | 405 405 405 405 | 1g2| be suitable for inclusion in the rate base, equity doesn’t stand out for 3- to 5-year to-
2016 | 42 42 42 42 168 | in case the company revives a proposal to tal return potential, either.
2017 include cost-of-service gas in the rate base. Paul E. Debbas, CFA January 27, 2017

(A) Dil. EPS. Excl. nonrec. gains (losses): ‘05,
(99¢); '08, ($1.55); 09, (28¢); '10, 10¢; '12, 4¢;
15, ($3.54); '16, (62¢); gains (losses) on disc.
ops.: ‘05, (7¢); ‘06, 21¢; '07, (4¢); ‘08, $4.12;
© 2017 Value Line, Inc. All rights reserved. Factual

‘09, 7¢; "1, 23¢; '12, (16¢). '14 EPS don't add | '15: $10.52/sh. (D) In mill. (E) Rate base: Net
due to rounding. Next egs. due early Feb. |orig. cost. Rate all'd on com. eq. in SD in '15:
(B) Divids paid early Mar., Jun., Sept., & Dec. | none specified; in CO in "17: 9.37%; earned on
= Div'd reinv. plan avail. (C) Incl. def'd chgs. In | avg. com. eq., '15: 9.0%. Reg. Climate: Avg.
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_ Price  Gain  Return PR haitas 30
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MJJASONDJ ||ul..--' T I L 5
0By 00 0 00 01 0 0 e aooestuse, Mo oo bl o oo | "ot CEOS Y 10
Optons 10 0 1 0 1 0 0 011 p * |75
osel_4 00300000 %TOT.RETURN 217 |
Institutional Decisions s.'ll-'gEK VL”I‘\géTXH.‘
200016 302016 42016 | porcent 30 L
toBuy 236 203 232 | shares 20 L+ R | . - y . ty. 160 305 [T
to Sell 201 225 218 CHRITH | T R T P T FEe e e FEE R e T 3yr. 725 221 [
Hdsu) 251054 246256 246703 | "0 " TN | L Sy 1475 815
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 [ 2010 [2011 {2012 [2013 [2014 [2015 [2016 [2017 [2018 | ©VALUE LINEPUB.LLC|20-22
7216 | 6028 | 34.21| 28.06| 2852 | 3057 | 28.95| 30.13 | 2723 | 2577 | 2559 | 23.90 | 24.68 | 26.09 | 2329 | 2292 | 23.15| 23.85 |Revenues per sh 26.00
524 | d09| 239 287| 343| 322| 308| 38| 347| 370, 365| 382 | 406 | 422 459 | 488 530 | 5.65 |“Cash Flow” per sh 7.00
127 d299| d29 74 1.10 64 64 1.23 93 1.33 1.45 1.53 1.66 1.74 1.89 1.98 215 | 2.30 |Earnings per sh A 275
1.46 1.09 -- -- -- -- 20 36 50 .66 84 .96 1.02 1.08 1.16 1.24 1.33 1.42 |Div'd Decl'd per shBm 1.70
949 | 518| 332 269 269| 301 5.61 3.50 359 329 | 347 | 465| 498 | 573 564 | 599 6.55 | 6.65 |Cap’l Spending per sh 6.25
14.21 7.86 9.84| 1063 | 10.53| 10.03 946 | 1088 | 1142 | 1119 | 11.92 | 1209 | 1298 | 1334 | 1421 | 1523 | 16.30 | 17.40 |Book Value per sh © 21.00
132.99 | 144.10 | 161.13 | 195.00 | 220.50 | 222.78 | 225.15 | 226.41 | 227.89 | 249.60 | 254.10 | 264.10 | 266.10 | 275.20 | 277.16 | 279.21 | 281.00 | 283.00 |Common Shs Outst'g D | 289.00
208 -- - 12.4 12.6 222 26.8 10.9 13.6 12.5 13.6 15.1 16.3 17.3 18.3 20.9 | Bold figyres are |Avg Ann’l P/E Ratio 145
1.07 -- .66 67 1.20 1.42 66 91 .80 .85 .96 92 91 .92 1.10 Value|Line Relative P/E Ratio .90
55% | 7.5% - - | 12% | 27% | 40% | 40% | 43% | 42% | 38% | 3.6% | 34% | 3.0%| "™ |Avg Ann’l Divid Yield 4.2%
CAPITAL STRUCTURE as of 12/31/16 6519.0 | 6821.0 | 6205.0 | 6432.0 | 6503.0 | 6312.0 | 6566.0 | 7179.0 | 6456.0 | 6399.0 | 6500 | 6750 | Revenues ($mill) 7500
Total Debt $10034 mill. Due in 5 Yrs $4608 mill. 168.0 | 300.0 | 231.0 | 356.0 | 384.0 | 413.0 | 454.0 | 479.0 | 525.0 | 553.0 610 655 | Net Profit ($mill) 805
Hcl";ﬁg%ﬁoc';‘"'iializeﬂeg‘s‘g;es‘ $389 mil. 37.6% | 316% | 34.6% | 38.1% | 36.6% | 39.4% | 39.9% | 34.3% | 340% | 33.1% | 34.0% | 34.0% |Income Tax Rate 34.0%
(LT interest eamec: 3.0x) 36% | 13% | 130% | 22% | 26% | 29% | 20% | 23% | 27% | 3.1%| 30%| 30% AFUDC%toNetProfit | 20%
Leases, Uncapitalized Annual rentals $20 mill. 70.5% | 69.4% | 67.9% | 70.1% | 66.9% | 67.9% | 67.5% | 68.7% | 68.3% | 67.1% | 66.5% | 65.5% |Long-Term Debt Ratio 64.5%
Pension Assets-12/16 $2101 mill. 25.9% | 27.4% | 29.0% | 29.5% | 32.6% | 31.6% | 32.2% | 31.0% | 31.4% | 32.6% | 33.5% | 34.0% |Common Equity Ratio 35.5%
) _ Oblig $2562 mill. | 8212.0 [ 8993.0 | 8977.0 | 9473.0 [ 9279.0 | 10101 | 10730 | 11846 | 12534 | 13040 | 13725 | 14450 |Total Capital ($mill) 17100
pic Stock fg;h”;"; 150 sf’fgo"r;‘érdffmm'!é labje & | 87280 | 81800 | 96820 | 10069 | 10633 | 11851 | 12246 | 13412 | 14705 | 15715 | 16675 | 17600 |Net Plant ($mil) 19800
$110.00. e 45% | 54% | 47% | 58% | 63% | 59% | 60% | 57% | 57% | 58% | 60% | 60% RetumonTotalCapl | 6.0%
Common Stock 279,205,000 shs. 6.9% | 109% | 80% | 125% | 12.5% | 12.8% | 13.0% | 12.9% | 13.2% | 12.9% | 13.0% | 13.0% |Retum on Shr. Equity | 13.0%
7.2% | 11.7% | 85% | 125% | 12.6% | 12.9% | 13.1% | 13.0% | 13.3% | 13.0% | 13.5% | 13.5% |Return on Com Equity E| 13.5%
MARKET CAP: $12 billion (Large Cap) 51% | 84% | 41% | 69% | 56% | 50% | 52% | 50% | 52% | 48% | 50% | 5.0% |Retainedto Com Eq 5.0%
ELECTRIC OPERATING STATISTICS 35% | 3% | 54% | 46% | 55% | 61% | 60% | 62% 61% | 63% | 61%| 61% |AllDiv'ds to Net Prof 61%
9 Change Relai Seles (KWH) %?113 20_1.3 23119 BUSINESS: CMS Energy Corporation is a holding company for 6%. Generating sources: coal, 27%; gas, 16%; other, 3%; pur-
Avg. Indus. Use (MWH) NMF 5922 NA | Consumers Energy, which supplies electricity and gas to lower chased, 54%. Fuel costs: 44% of revenues. '16 reported deprec.
Avg. Indust. Revs. per KWH (¢) 8.79  8.07 NA | Michigan (excluding Detroit). Has 1.8 million electric, 1.7 million gas  rates: 3.9% electric, 2.9% gas, 9.8% other. Has 7,400 employees.
gap’;lCL‘Wg‘ geak(Mw;w 573‘7‘38 %?g Nﬁ customers. Has 1,034 megawatts of nonregulated generating capa-  Chairman: John G. Russell. President & CEO: Patti Poppe. In-
Aﬁgua\ol.aoa’d Egg&?r(g/e ) 597 56.8 NA | city. Sold Palisades nuclear plant in '07. Electric revenue break- corporated: Michigan. Address: One Energy Plaza, Jackson, Michi-
% Change Customers eyr-end) - +.6 +.1 | down: residential, 45%; commercial, 31%; industrial, 18%; other, gan 49201. Tel.: 517-788-0550. Internet: www.cmsenergy.com.
Fied Charge Cor. (%) 278 288 292 CMS. Energy’s .utility . subsidiary 2018, we forecast a bottom-line increase in
ANNUAL RATES Past Past Estd 1216 received an electric rate increase. The line with the company’s annual goal of 6%-
ofchange (persh)  10Yrs.  5Yrs, to20-22 | Michigan Public Service Commission 8%.
Revenues 20% -1.5% 15% | (MPSC) granted Consumers Energy a rate The board of directors raised the divi-
é%?:ii; F;OW” %g‘;ﬁ ‘Z’%Z“ Zg‘? hike of $113 million, based on 10.1% re- dend in the first quarter. The increase
Dvidesss % {18% &3% | turn on equity. The utility had sought a was $0.09 a share (7.3%). This is in line
Book Value 3.0% 45% 6.5% boc())st of $225 mfi%lion, based on f?f 10.3% with CMS Energy’s target for yearly profit
. ROE. New tariffs went into effect on growth.
S i o Sonso baut| v | March Tth. . . The utility has asked the MPSC to ap-
2014 | 2503 1468 1430 1758 | 7179.0 The utility self-implemented an inter- prove the buyout of a purchased-
2015 | 2111 1350 1486 1509 | 64560 1M &as rate increase in late January. power contract . with Entergy, the
2016 | 1801 1371 1587 1640 | 63990 The increase was $20 million, effective ownmer of the Palisades nuclear plant.
2017 | 1900 1400 1550 1650 | 6500 | January 29th. Consumers Energy is seek- Current market prices for power are well
2018 | 2000 1450 1600 1700 | 6750 | ing a hike of $90 million, based on a 10.6% below the prices specified in the contract.
Cal- EARNINGS PER SHARE A Full ROE. The MPSC’s final decision is due by If the $172' million buyout is approved, the
endar |Mar31 Jun.30 Sep.30 Dec31| Year | the end of July. . . contract will terminate in 2018 instead of
2014 75 0 34 35 | 174 Earnings should advance nicely this 2022, and Consumers Energy will issue
2015 73 25 53 33 | {g9| year and mnext. Consumers Energy will securitized bonds for the amount of the
2016 | 59 45 67 28 | 19g| benefit from the aforementioned rate mat- payment. The company expects to hear
2017 70 40 60 45| 215| ters. In addition, the company is bene- from the MPSC in August.
2018 80 40 65 45 | 230| fiting from a cost-management program CMS Energy’s strengths are reflected
Cal- | QUARTERLYDIVIDENDSPAIDB= | Full that should see a reduction of 2%-3% an- in the stock price, in our view. This re-
endar |Mar31 Jun.30 Sep.30 Dec.31| Year nually in operating and maintenance ex- flects the company’s solid earnings and
2013 o055 055 o055 o055 | 102 | Penses. Our 2017 estimate is within CMS dividend growth potential. With the equi-
2014 57 o7 o7 o7 | 108 Energy’s typically narrow guidance of ty’s recent quotation near the upper end of
2015 ‘g ‘g ‘g ‘g 116 $2.14-$2.18 a share. (Management raised our 2020-2022 Target Price Range, total
2016 | 31 31 31 31 | 104| this by a cent upon its fourth-quarter return potential is negligible.
2017 3325 earnings release in early February.) For Paul E. Debbas, CFA March 17, 2017

(A) Diluted EPS. Excl. nonrec. gains (losses):
05, ($1.61); 06, ($1.08); '07, ($1.26); '09, (7¢); | due to rounding. Next earnings report due late | Rate base: Net orig. cost. Rate allowed on
Apr. (B) Div'ds historically paid late Feb., May,

10, 3¢; 11, 12¢; 12, (14¢); gains (losses) on
Aug.,

disc. ops.: 05, 7¢; ‘06, 3¢; ‘07, (40¢); 09, 8¢;

10, (8¢); '11, 1¢; '12, 3¢. '16 EPS don't sum

& Nov. = Div'd reinvestment plan avail.

(C) Incl. intang. In '16: $7.49/sh. (D) In mill. (E)

com. eg. in "17:10.1%; earned on avg. com.
eq., '16: 13.5%. Regulatory Climate: Average.
© 2017 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.
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to Sell 275 265 313 o O T T o T T R T T 3yr. 543 258 [
Hasi) 163563 167516 12537 | "0 I Sy 547 849
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 [ 2010 [2011 {2012 [2013 [2014 [2015 [2016 [2017 [2018 | ©VALUE LINEPUB.LLC|20-22
4541 | 39.65| 4351 | 4024 | 4766 | 4714 | 4823 | 49.62 | 46.36 | 45.69 | 4417 | 4162 | 4227 | 4411 | 4285 | 39.35| 40.35| 41.55 |Revenues per sh 4525
570 | 544| 512 454| 527| 528 577| 599 5.86 6.24 | 6.61 7.15 745 | 730 793 780 | 830| 865 |“Cash Flow” persh 9.75
3.21 313| 283 232| 299, 29| 348| 336 | 314| 347| 357 | 38 | 393 | 362 4.05 395| 4.15| 4.30 |Earnings per sh A 4.75
220 222| 224| 226, 228| 230| 232| 234 236 238 | 240 | 242 | 246 252 2.60 2.68 276 | 2.84 |Div'd Decl'd persh B m 3.08
520 | 568| 572| 560 65| 717 7.09| 850 7.80 6.96 6.72 706 | 867 | 826 | 1042 | 14.45| 12.25| 12.25 |Cap’l Spending per sh 11.25
26.71 | 27.68| 2844 | 29.09| 29.80 | 31.09| 3258 | 3543 | 36.46 | 37.93 | 39.05 | 40.53 | 41.81 | 4294 | 4455 | 46.80 | 48.35| 49.95 |Book Value per sh© 55.00
212.15 | 213.93 | 225.84 | 242.51 | 24529 | 257.46 | 272.02 | 273.72 | 281.12 | 291.62 | 292.89 | 292.87 | 292.87 | 292.88 | 293.00 | 305.00 | 306.00 | 307.00 |Common Shs Outst'g® | 310.00
12.0 13.3 14.3 18.2 15.1 15.5 13.8 12.3 12.5 13.3 15.1 15.4 14.7 15.9 15.6 18.8 | Bold figyres are |Avg Ann’l P/E Ratio 155
61 .73 82 .96 80 84 73 74 .83 .85 .95 98 83 84 .79 1.00 Value|Line Relative P/E Ratio .95
57%| 53%| 55%| 53% | 50% | 50%| 48% | 57% | 6.0% | 52% | 45% | 41% | 43% | 44% | 41% | 36%| "™ |Avg Ann’l Divid Yield 4.2%
CAPITAL STRUCTURE as of 9/30/16 13120 | 13583 | 13032 | 13325 | 12938 | 12188 | 12381 | 12919 | 12554 | 12000 | 12350 | 12750 |Revenues ($mill) 14000
Total Debt $14694 mill. Due in 5 Yrs $2603 mill. 936.0 | 933.0 | 868.0 | 992.0 | 1062.0 | 1141.0 | 1157.0 | 1066.0 | 1193.0 | 1190 | 1285| 1330 |Net Profit ($mill) 1460
(LLTT'?:t‘;‘rj;fg;Z]g_"é sx)LT Interest §625 mill 52.6% | 36.0% | 342% | 36.0% | 36.1% | 345% | 318% | 34.0% | 336% | 34.0% | 34.0% | 34.0% |Income Tax Rate 34.0%
o 19% | 1.7% | 26% | 24% | 1.6% 5% 5% 3% 7% | 1.0%| 1.0% | 1.0% |[AFUDC % to Net Profit 1.0%
Leases, Uncapitalized Annual rentals $18 mill. 45.6% | 48.3% | 48.5% | 48.6% | 46.5% | 45.9% | 46.1% | 48.0% | 47.9% | 49.5% | 46.5% | 48.0% |Long-Term Debt Ratio 45.5%
53.1% | 50.6% | 50.4% | 50.4% | 52.5% | 54.1% | 53.9% | 52.0% | 52.1% | 50.5% | 53.5% | 52.0% |Common Equity Ratio 54.5%
Pension Assets-12/15 $11759 mill. | 16687 | 19160 | 20330 | 21952 | 21794 | 21933 | 22735 | 24207 | 25058 | 28150 | 27525 | 29550 |Total Capital ($mill) 31200
Pid Stock None Oblig §14377mill. | 19914 | 20874 | 22464 | 23863 | 25093 | 26939 | 28436 | 29827 | 32209 | 35425 | 37925 | 40350 |Net Plant ($mill) 46400
70% | 62% | 57% | 59% | 62% | 65% | 64% | 56% | 6.0% | 55%| 6.0% | 5.5% |Returnon Total Cap’l 5.5%
Common Stock 304,727 523 shs. 103% | 94% | 83% | 88% | 9.1% | 96% | 94% | 85% | 9.1% | 85%| 85% | 85% |ReturnonShr.Equity | 85%
as of 10/28/16 104% | 95% | 84% | 89% | 92% | 96% | 94% | 85% | 91% | 85%| 85% | 85% |ReturnonComEquityE | 85%
MARKET CAP: $23 billion (Large Cap) 39% | 31% | 25% | 32% | 3.1% | 36% | 3.6% | 26% | 35% | 25%| 3.0% | 3.0% |Retainedto Com Eq 3.0%
ELECTRIC OPERATING STATISTICS 63% | 67% | 7% | 65% | 66% | 62% | 62% | 69% 61% 67% | 66% | 65% |AllDiv'dsto Net Prof 65%
9 Change Relai Seles (KWH) 2(1“13 2_011.‘1‘ 2+011g BUSINESS: Consolidated Edison, Inc. is a holding company for opportunities through three wholly owned subsidiaries. Entered into
Avg. Indus. Use (MWH) NA NA NA | Consolidated Edison Company of New York, Inc. (CECONY), which  midstream gas joint venture 6/16. Purchases most of its power.
Avg. Indust. Revs. per KWH (¢) NA NA NA | sells electricity, gas, and steam in most of New York City and Fuel costs: 30% of revenues. '15 reported depreciation rates: 3.0%-
gapﬁ‘yz‘ geak(M ;‘4 14’1\‘883 1,2‘5!‘45 1%“7"4'1: Westchester County. Also owns Orange and Rockland Utilites 3.1%. Has 14,800 employees. Chairman, President & CEO: John
Aﬁgua\ol.aoad Em?rg/ ) NME NMF NME | (O&R), which operates in New York and New Jersey. Has 3.6 mil-  McAvoy. Inc.: New York. Address: 4 Irving Place, New York, New
% Change Customers ew nd) NA NA lion electric, 1.2 million gas customers. Pursues competitive energy ~ York 10003. Tel.: 212-460-4600. Internet: www.conedison.com.
Fied Charge Cor. (%) 385 366 370 | The New York State Public Service mark-to-market accounting gains or
ANNUAL RATES Past Past Estd 13-15 Commission has approved a r.egula- losses. These boosted the bottom line by
ofchange [persh) . 10Vrs.  5Yrs.  to'20:2 | tory settlement for ~Consolidated $0.02 a share in the first nine months of
Revenues - -2.0% 5% | Edison’s primary utility subsidiary. 2016.
‘é%?:i'; FS[OW” ‘ég‘;ﬁ ‘é%‘;t’ gg‘;ﬁ Consolidated Edison Company of New The board of directors raised the divi-
Dvidesss T0%n 15% 3094 | York’s electric rates rose $194.6 million dend in early 2017. As we had expected,
Book Value 40% 35% 35% | (2.6%) t(lilis yelar (retroactige to Jamlllary the increase was $0.02 a share (3.0%)
. 1st) and will increase $155.3 million quarterly. ConEd is targeting a payout
S at om0 Sone bauat| vl | (2.0%) in 2018 and $155.2 million (1.9%) in ratio in a range of 60%-70%. .
2014 13789 2911 3390 2829 12919 2019. CECONY’s gas rates were cut $5..4 ConEd has expanded its presence in
2015 | 3616 2788 3443 95707 | 10554 | million this year, but will rise $92.3.n.111- renewable energy. The company is al-
2016 3156 2794 3417 2633 | 12000 11011 (56%) in 2018 and $894 mllhOl’l ready among the top-lO owners Of solar
2017 | 3300 2800 3450 2800 | 12350 | (5.1%) in 2019. The utility will also benefit generating capacity in the United States.
2018 | 3400 2900 3550 2900 | 12750 | each year from amortizations to income of Last month, ConEd acquired Juhl Energy
Cal- EARNINGS PER SHARE A Full regulatory liabilities. The allowed return for an undisclosed amount. Juhl owns 36
endar |Mar31 Jun30 Sep.30 Dec.31| Year | O1 €quity is 9.0%, and the common-equity megawatts of wind capacity and has a
2014 | 1.3 53 149 o8 | 362 ratiois 48%._ . pipeline of projects totaling about 500 mw.
2015 | 126 74 145 50 | 405| The rate increases should help lift The company also has an operating and
2016 | 105 78 148 .64 | 3.95| earnings this year and next. Another maintenance services business. We think
2017 | 120 .75 155 .65 | 4.15| positive factor is ongoing conversions of this will have a very small effect on the
2018 | 1.25 78 1.60 .67 | 4.30| oil-heat customers to gas heat. And for company’s earning power until the pipe-
Cal- | QUARTERLY DIVIDENDS PAID B = Full 2017, ConEd will have a full year of in- linq of projects starts entering operation.
endar |Mar31 Jun30 Sep.30 Dec3i| Year | come from its midstream gas joint venture This timely and high-quality stock has
2013 65 615 615 615 246 (completed in June of 2016). Note that the a dividend yield that is close to the in-
2014 '3 63 63 63 | o5p| company was scheduled to report fourth- dustry mean. However, with the recent
2015 65 65 65 65 | 250| quarter results shortly after this report price well within our 2020-2022 Target
2016 | 67 67 67 67 | 268| went to press. Note as well that our earn- Price Range, total return potential is low.
2017 69 ings presentation includes the effects of Paul E. Debbas, CFA February 17, 2017

(A) Diluted EPS. Excl. nonrec. galns (Iosses)
02, (11¢); '03, (45¢); 13, (32¢); 14, 9¢; '16,
15¢; gain _on discontinued operations: 08,
$1.01.714 EPS don’t add due to rounding. Next

© 2017 Value Line, Inc. All rights reserved. Factual

earnings report due late April. (B) Div'ds histor-
ically paid in mid-Mar., June, Sept., and Dec. m | CECONY in '17: 9.0%; O&R in '15: 9.0%;
Div'd reinvestment plan avail. (C) Incl. intang. | earned on avg. com. eq.,
In"15: $29.74/sh. (D) In mill. (E) Rate base: net | Climate: Below Average.
material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

orig. cost.

Rate allowed on com. eq. for | Company’s Financial Strength A+
Stock’s Price Stability 95

’15: 9.3%. Regulatory | Price Growth Persistence 45

Earnings Predictability 95
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200016 302016 402016 | porcent 21 gy SToCK  TINDEX™ |
Nt Y4 8 B oSN 1 1 1 11T 1111 WY 11T Y17 O OB F A Y11 TR TR 0 (o sy w68 21 |
HIds(000) 117383 119482 123429 LA Sy 1257 815
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 [ 2010 [2011 {2012 [2013 [2014 [2015 [2016 [2017 [2018 | ©VALUE LINEPUB.LLC|20-22
4871 | 4030| 41.76 | 40.84 | 50.74 | 5093 | 5428 | 57.23 | 4845 | 50.51 | 5257 | 51.01 | 5456 | 69.50 | 57.60 | 59.24 | 64.05 | 67.70 |Revenues per sh 75.50

6.98 | 831 695| 681 814| 819| 848 | 826| 938 9.78 957 | 977 | 1013 | 11.85 944 | 1060 | 11.60| 12.45 |“Cash Flow” per sh 14.75
215| 383 | 285| 255, 327| 245| 266| 273 324 | 374| 367 | 38| 376 | 510 444 | 483 530 | 5.65 |Earnings per sh A 6.50
206| 206| 206 206, 206| 208 =212| 212 2.12 218 | 232 | 242| 259 | 269 284 | 3.6 336 | 3.59 |Div'd Decl'd pershBm 4.30
6.80 | 588| 445| 519| 599 | 792 79| 842 6.26 6.49 8.77 | 1056 | 1059 | 1158 | 11.26 | 1140 | 16.15| 14.50 |Cap’l Spending per sh 14.00

2848 | 27.26| 31.36| 31.85| 3244 | 33.02| 3586 | 36.77 | 37.96 | 39.67 | 4141 | 4278 | 4473 | 47.05 | 4888 | 50.22 | 52.15| 54.25 Book Value persh € 62.00

161.13 | 167.46 | 168.61 | 174.21 | 177.81 | 177.14 | 163.23 | 163.02 | 165.40 | 169.43 | 169.25 | 172.35 | 177.09 | 176.99 | 179.47 | 179.43 | 179.50 | 179.50 |Common Shs Outst'g D | 187.00
19.3 1.3 13.7 16.0 13.8 174 18.3 14.8 10.4 12.3 13.5 14.9 17.9 14.9 18.1 19.0 | Bold figyres are |Avg Ann’l P/E Ratio 16.0
99 62 .78 85 73 94 97 89 .69 .78 85 .95 1.01 .78 91 1.00 Value|Line Relative P/E Ratio 1.00
50%| 48%| 53%| 5.0% | 46% | 49% | 44% | 52% | 63% | 48% | 47% | 42% | 38% | 35% | 35% | 33%| "™ |Ayg Ann’I Divid Yield 4.2%

CAPITAL STRUCTURE as of 12/31/16 8861.0 | 9329.0 | 8014.0 | 8557.0 | 8897.0 | 8791.0 | 9661.0 | 12301 | 10337 | 10630 | 11500 | 12150 |Revenues ($mill) 14100
Total Debt $11782 mill. Due in 5 Yrs $3578 mill 4530 | 4450 | 5320 | 630.0 | 624.0 | 666.0 | 661.0 | 9050 | 796.0 | 868.0| 960 | 1020 |Net Profit ($mill) 1240
h\Tcl':’;‘;‘ $1129mil. I(Ie-ailrslensteal;?dsg%gamrir;ll";I'rust 25.1% | 349% | 316% | 32.7% | 35.9% | 20.8% | 27.5% | 285% | 256% | 245% | 26.0% | 26.0% |Income Tax Rate 26.0%
Praionred Seoiias. ' 71% | 112% | 26% | 16% | 16% | 30% | 35% | 4.1% | 43% | 36%| 4.0%| 3.0% AFUDC%toNetProfit | 3.0%
(LT interest earned: 3.7x) 54.4% | 56.4% | 54.0% | 51.3% | 50.6% | 48.8% | 47.7% | 50.0% | 50.2% | 55.6% | 56.0% | 56.0% |Long-Term Debt Ratio 56.5%

45.6% | 43.6% | 46.0% | 48.7% | 49.4% | 51.2% | 52.3% | 50.0% | 49.8% | 44.4% | 44.0% | 44.0% |Common Equity Ratio 43.5%

Leases, Uncapitalized Annual rentals $33 mill 12824 | 13736 | 13648 | 13811 | 14196 | 14387 | 15135 | 16670 | 17607 | 20280 | 21375 | 22150 |Total Capital ($mill) 26700
Pension Assets-12/16$4012mlllc.’b" 65171 mil, | 11408 | 12231 | 12431 | 12960 | 13746 | 14684 | 16600 | 16820 | 18034 | 19730 | 21500 | 22675 NetPlant (Smil) 26300
Pd Stock None g | 53% | 50%| 57% | 63% | 59% | 61% | 57% | 66% | 57%| 53% | 55%| 60% RetunonTotalCapl | 6.0%
Common Stock 179,432,999 shs. 77% | 74% | 85% | 94% | 89% | 9.0% | 83% | 10.9% | 9.1% | 9.6% | 10.0% | 10.5% |Return on Shr. Equity 10.5%
as of 1/31/17 77% | 74% | 85% | 94% | 89% | 9.0% | 83% [109% | 91% | 96% | 10.0% | 10.5% |Returnon Com Equity E| 10.5%
MARKET CAP: $18 billion (Large Cap) 15% | 1.7% | 29% | 40% | 34% | 35% | 27% | 52% | 34% | 37%| 4.0% | 4.0% |Retainedto ComEq 3.5%
ELECTRIC OPERATING STATISTICS 80% | 77% | 65% | 57% | 62% | 61% | 67% | 52% 63% | 61% | 63% | 63% |AllDiv'ds to Net Prof 65%
9% Chenge Retal Sales (KWH) 201 ‘7' 201 g 23312 BUSINESS: DTE Energy Company is a holding company for DTE  13%,; other, 5%. Generating sources: coal, 67%; nuclear, 17%; gas,
Avg. Indus. Use (MWH) NA NA NA | Electric (formerly Detroit Edison), which supplies electricity in De-  1%; purchased, 15%. Fuel costs: 52% of revenues. '16 reported
Avg. Indust. Revs. per KWH (¢) NMF  NMF  NMF | troit and a 7,600-square-mile area in southeastern Michigan, and deprec. rates: 3.5% electric, 2.4% gas. Has 10,000 employees.
gapﬁ‘yz‘ geak(M ;‘4 Nﬁ Nﬁ Nﬁ DTE Gas (formerly Michigan Consolidated Gas). Customers: 2.1  Chairman & CEO: Gerard M. Anderson. President & COO: Jerry
Aﬁgua\ol.aoad Em?rg/ ) NA NA | mill- electric, 1.3 mill. gas. Has various nonutility operations. Electric ~ Norcia. Inc.: MI. Address: One Energy Plaza, Detroit, Ml 48226-
% Change Customers ew nd) NA NA NA | revenue breakdown: residential, 48%; commercial, 34%; industrial, ~ 1279. Tel.: 313-235-4000. Internet: www.dteenergy.com.

Fired Charge o, (%) 357 279 00 | DTE Energy’s utility subsidiaries company’s targeted range of $5.15-$5.46 a
ANNUAL RATES Past Past Estd 1416 have received rate orders in recent share.
ofchange (persh)  10Yrs.  5Yrs. to20-22 | months. DTE Gas received an increase of The proposed NEXUS natural gas
Revenues 25%  40% 35% | $122.3 million, effective December 16th. pipeline has had a temporary setback.
‘é%?:i'; FS[OW” %g‘;ﬁ %%‘;o gg‘;ﬁ DTE Electric was granted a raise of $184.3 The Federal Energy Regulatory Commis-
Dvidesss 35% 55% 70% | million, effective February 7th. Each rul- sion is currently unable to approve it due
Book Value 40% 40%  4.0% ingbwas based on a 10.1% return onfequi- to a lack of a quorum, with three vacancies

. ty, based on a common-equity ratio of 52% on the five-man commission. DTE Energy
eﬁgla-r Ma(iysﬁRTEElﬁg%Estggg%@B‘gt)m \I;:;Ir and 50% for DTE Gas 'and'DTE Electric, would havq a 50% stake (a $1 billion in-

2014 13930 2698 2595 3078 2301 respectively. DTE Electric will file another vestment) in NEXUS. The company be-

2015 | 2984 o068 o508 2487 10337 | @pplication in the second quarter. As for lieves the addition of a commissioner can

2016 | 2566 2062 02908 2874 10630 | DTE Gas, it expects to initiate its next still come in time for the project to be com-

2017 | 3050 2450 3000 3000 |11500 | case in 2018 or 2019. pleted on schedule in late 2017.

2018 | 3250 2600 3150 3150 |12150 | We estimate that earnings will in- We forecast higher profits in 2018. We

Cal- EARNINGS PER SHARE A Ful | crease significantly in 2017. The com- assume that NEXUS is completed on
endar |Mar31 Jun30 Sep.30 Dec.31| Year | PArison will be easy, as mark-to-market schedule and that DTE Electric receives a

2014 | 184 0 88 168 | 510] accounting charges associated with the en- rate increase in the first half of next year.

2015 | 153 61 147 83 | 444 | ergy trading business hurt the bottom line The company’s goal for annual earnings

2016 | 137 84 188 73 | 483| by $0.39 a share in 2016. Rate relief from (and dividend) growth is 5%-7%.

2017 | 160 100 160 1.10 | 530| the aforementioned tariff hikes will help. DTE Energy’s strengths are reflected

2018 | 1.70 105 170 120 | 565| We expect a rise in income from the non- in the stock price. The dividend yield is

Cal- | QUARTERLYDIVIDENDSPAIDB= | Full regulated side of DTE Energy’s business, just average for a utility. And with the
endar |Mar31 Jun.30 Sep.30 Dec3i| Year helped by a midstream gas acquisition the recent quotation near the midpoint of our

2013 | 62 6 655 655 | 255 company made last fall. However, we also 2020-2022 Target Price Range, total re-

2014 | 655 655 655 69 266 base our estimate on normal weather pat- turn potential is low, despite the strong

2015 | 69 59 59 73 ogo | terns. Favorable weather added $59 mil- dividend growth we project over that time

2006 | 73 73 713 77 296 | lion to DTE Electric’s net profit in 2016. frame.

2017 | 825 Our 2017 earnings estimate is within the Paul E. Debbas, CFA March 17, 2017
(A) Diluted EPS. Excl. nonrec. gains (losses): | (2¢); '07, $1.20; '08, 13¢; 12, (33¢). '16 EPS | intang. In "16: $39.01/sh. (D) In mill. (E) Rate Company’s Financial Strength B++
‘03, (16¢) 05, (2¢); 06, 1¢; '07, $1.96; '08, don’t sum due to rounding. Next egs report due | base: Net orig. cost. Rate allowed on com. eq. | Stock’s Price Stability
50¢; "1, 51¢; 15, (39¢) gains (losses) on late Apr. (B) Div'ds paid in mid-Jan., Apr., July |in’17:10.1% elec.; in '16: 10.1% gas; earn. on | Price Growth Persistence 85
disc. ops.: '03, 40¢; '04, (6¢); '05, (20¢); '06 and Oct. = Divid reinvest. plan avail. (C) Incl. | avg. com. eq., '16: 4.9%. Reg. Clim.: Avg. Earnings Predictability 90
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200016 302016 42016 | porcent 30 o STock  TDEX |
NSl o9 ore oy | Shares 20 gt T T T T sy, 877 221 [
Hids(000) 153958 154079 160527 e T Sy 458 815
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 [ 2010 [2011 {2012 [2013 [2014 [2015 [2016 [2017 [2018 | ©VALUE LINEPUB.LLC|20-22
4359 | 37.34| 40.17 | 46.69 | 46.61| 5394 | 5947 | 69.15 | 56.82 | 64.27 | 6367 | 57.94 | 63.86 | 69.71 | 64.54 | 60.55 | 59.50 | 61.15 |Revenues per sh 58.75
6.41 762| 743| 833 8.18| 10.69| 1173 | 1289 | 13.29 | 1654 | 1753 | 1598 | 16.25 | 17.68 | 17.71 | 1872 | 17.20 | 17.70 |“Cash Flow” per sh 19.00
308| 368| 369| 393 440| 536 560| 620 6.30 6.66 7.55 6.02 | 49 | 577 5.81 6.88 4.85| 5.00 |Earnings per sh A 5.25
1.28 1.34 1.60 189 216| 216| 258| 3.00 3.00 324 | 332| 332 | 332 33 334 | 342 350 | 3.58 |Div'd Decl'd per shBm 1 3.80
625| 688 6.85| 651 672 944| 1029 | 1392 | 1299 | 1333 | 1521 | 1818 | 1573 | 1482 | 16.79 | 17.28 | 20.95| 20.50 |Cap’l Spending per sh 19.50
33.78 | 3524 38.02| 3826| 3571 | 4045| 40.71 | 42.07 | 4554 | 4753 | 50.81 | 51.73 | 54.00 | 55.83 | 51.89 | 45.12 | 46.55| 47.95 Book Value persh ¢ 52.00
220.73 | 222.42 | 228.90 | 216.83 | 216.83 | 202.67 | 193.12 | 189.36 | 189.12 | 178.75 | 176.36 | 177.81 | 178.37 | 179.24 | 178.39 | 179.13 | 179.00 | 179.00 |Common Shs Outst'g © | 179.00
12.5 1.5 13.8 15.1 16.3 14.3 19.3 16.6 12.0 11.6 9.1 1.2 13.2 12.9 12.5 10.9 | Bold figyres are |Avg Ann’l P/E Ratio 155
.64 63 .79 80 87 77 1.02 1.00 .80 74 57 7 74 68 .63 57 Value|Line Relative P/E Ratio .95
33% | 82%| 84% | 82% | 3.0% | 28% | 24% | 2.9% | 4.0% | 42% | 49% | 49% | 51% | 45% | 46% | 46% | "™ |Avg Ann’l Divid Yield 4.7%
CAPITAL STRUCTURE as of 12/31/16 11484 | 13094 | 10746 | 11488 | 11229 | 10302 | 11391 | 12495 | 11513 | 10846 | 10650 | 10950 |Revenues ($mill) 10500
Total Debt $15275 mill. Due in 5 Yrs $4804.9 mill. | 1160.0 | 12405 | 1251.1 | 1270.3 | 1367.4 | 10919 | 904.5 | 1060.0 | 1061.2 | 12498 | 890 | 910 | Net Profit ($mill) 955
LT Dobt $144cz mil. AT interest $676.7mil. 73079 [ 32.7% | 336% | 27% | 17.3% | 10.0% | 267% | 378% | 22% | 11.3% | 35.0% | 35.0% Income Tax Rate 35.0%
ncl. $697.5 mill. of securitization bonds. o o o 0 o . o . N o o o o ) o
(LT inerest earmed: 3.4x) 58% | 56% | 74% | 74% | 89% | 11.9% | 10.1% | 93% | 74% | 8.1%| 11.0% | 11.0% AFUDC %toNetProfit | 9.0%
Leases, Uncapitalized Annual rentals $76.7 mill. 54.3% | 58.2% | 55.3% | 56.3% | 52.2% | 55.8% | 55.1% | 54.9% | 57.8% | 63.6% | 62.5% | 62.5% Long-Term Debt Ratio 62.5%
Pension Assets-12/16 $5171.2 mill. 43.9% | 40.2% | 43.1% | 42.1% | 46.4% | 42.9% | 43.6% | 43.8% | 40.8% | 35.5% | 36.5% | 36.5% |Common Equity Ratio 37.0%
Pid Stock $208.2mil. Pid Div%b¥194$171nfiﬁ-6 mill. {17902 | 19795 | 19985 | 20166 | 19324 | 21432 | 22109 | 22842 | 22714 | 22777 | 22700 | 23450 |Total Capital ($mill) 25400
825,105 sh. 4.32%-7.55%, $100 par; 250,000 sh. 20914 224209 233{29 2384:8 256009 272‘.29 278&32 28753 278%4 279%1 295205 30925 Net Plant ($mill) : 343(30
8.75%, allwithout sinking fund. 79% | 75% | 7.6% | 7.7% | 85% | 64% | 54% | 60% | 60% | 69%| 55% | 55% RetumonTotalCapl | 5.0%
Common Stock 179,394,698 shs. 142% | 150% | 14.0% | 14.4% | 14.8% | 115% | 9.1% | 10.3% | 11.1% | 15.1% | 10.5% | 10.5% |Return on Shr.Equity | 10.0%
as of 1/31/17 14.4% | 15.3% | 14.3% | 14.7% | 15.0% | 11.6% | 9.2% | 104% | 11.2% | 15.2% | 10.5% | 10.5% |Return on Com Equity E| 10.0%
MARKET CAP: $13 billion (Large Cap) 80% | 81% | 76% | 76% | 84% | 52% | 3.0% | 44% | 48% | 7.7% | 3.0% | 3.0% |Retainedto Com Eq 3.0%
ELECTRIC OPERATING STATISTICS 46% | 48% | 48% | 49% | 45% | 56% | 68% | 58% 58% | 50% 72% 72% |All Div'ds to Net Prof 73%
9% Chenge Retal Sales (KWH) %?213 "1011:53 Tg BUSINESS: Entergy Corporation supplies electricity to 2.9 million  dustrial, 26%; other, 10%. Generating sources: gas, 35%; nuclear,
Avg. Indus. Use (MWH) 951 957 NA | customers through subsidiaries in Arkansas, Louisiana, Mississippi, ~ 31%; coal, 7%; purchased, 27%. Fuel costs: 28% of revenues. '16
Avg. Indust. Revs. per KWH(c) 6.00 555 5.09 | Texas, and New Orleans (regulated separately from Louisiana). reported depreciation rate: 2.8%. Has 13,600 employees. Chairman
gapﬁ‘wz‘ geak (MW;W ggg% g?g% 5 13'}‘39 Distributes gas to 200,000 customers in Louisiana. Has a nonutility =& CEO: Leo Denault. Incorporated: Delaware. Address: 639 Loyola
Aﬁgua\ol.aoa’d Egg&?r(g/e ) 85 81 NA | subsidiary that owns six nuclear units (one no longer operating). ~Avenue, P.O. Box 61000, New Orleans, Louisiana 70161. Tele-
% Change Customers eyr-end) +6 +1.0 +.8 | Electric revenue breakdown: residential, 37%; commercial, 27%; in-  phone: 504-576-4000. Internet: www.entergy.com.
Fied Charge Cor. (%) 300 223 253 | Entergy is closing two more nuclear some large nonrecurring charges to write
ANNUAL RATES Past Past Estd 1216 plants. In Michigan, the utility purchas- down the value of its nonutility facilities,
ofchange (persh)  10¥rs.  5Yrs. to20-22 | ing power from the Palisades nuclear and, as mentioned above, the company is
Revenues 3.0% 1.0% 1.5% | plant agreed to buy out the contract still incurring expenses associated with its
‘é%?:i';Féow” :7%8:’? %%‘;o 295% (which will now expire in 2018, rather decision to close these nuclear units.
Dvidesss 50% 10% oo0% | than 2022) because the price specified in A sizable earnings decline is likely
Book Value 3.0%  1.0% 5% | the pact 1i{s higher than market plrices. In this year. In 2016, Entergy benefited
. New York, Entergy agreed to close the from tax credits that made its tax rate
eﬁgla-r M§93A1RT§5#Y3%EVSEE;I)J.§%($Blgt).31 \I;:;Ir politically unpopular Indian Point station much lower than normal. In addition, the
2014 | 3208 2996 3458 2831 |124oa | il 2020 and 2021, thereby resolving market conditions for the company’s mer-
2015 | 2920 5713 3371 9508 |11513 | battles that had persisted for several chant power business remain unfavorable.
2016 | 2609 2462 3124 2648 | 10845 | years. As a result, Entergy took an after- Our estimate is near the lower end of En-
2017 | 2650 2500 3150 2350 | 10650 | tax charge of more than $1.8 billion in the tergy’s targeted range of $4.75-$5.35 a
2018 | 2750 2550 3250 2400 | 10950 | fourth quarter of 2016. The company will share because we include some expenses
Cal- EARNINGS PER SHARE A Full continue to record costs associated with that it excludes fl‘rom its guidz-ance;
endar |Mar31 Jun30 Sep.30 Dec31| Year | the plant closings, as it is for other We forecast higher profits in 2018.
2014 | 227 109 168 74 | 577 fac111t1e§ that it has gnnounced yvlll shut, Growth should come from. the _regulatqd
2015 | 165 ‘83 190 143 | 581 | but we include these in our earnings pres- side. Entergy’s service territory is experi-
2016 | 128 316 216 28 | 683 | entation due to their ongoing nature. encing volume growth. In addition, the
2017 | 125 105 155 1.00 | 485| With these and other plant closings, utilities benefit from formula rate plans
2018 | 1.30 110 160 1.00 | 500 and the sale of a unit in New York, that provide rate relief annually. We think
Cal- | QUARTERLY DIVIDENDSPAIDB=t | Full Entergy will be almost an entirely higher utility income will outweigh weak-
endar | Mar31 Jun30 Sep.30 Dec3i| Year | Yegulated company by 2021. In recent ness from the nonutility business. .
2013 | 83 83 83 83 330| years, low wholesale power prices and ris- This .t1¥ne1y stqck has one of thg hlg.h-
2014 | 83 83 83 83 337 | Ing operating costs have hurt the compa- est §11v1dend yields of any electric util-
2015 | 83 ‘83 ‘83 85 334 | ny’s nonregulated operations. (Revenues ity issue. Total return potential to 2020-
2016 | 85 85 8 .87 342 | per megawatt-hour sold declined 15% in 2022 is a bit above the industry average.
2017 | 87 2016.) This has forced Entergy to take Paul E. Debbas, CFA March 17, 2017

(A) Diluted EPS. Excl. nonrec. gains (losses): | to rounding. Next earnings report due early | charges. In '16: $34.32/sh. (D) In mill. (E) Rate
May. (B) Divids historically paid in early Mar., | base: Net orig. cost. Allowed ROE (blended):
June, Sept., & Dec. = Div'd reinvest. plan avail.
1 Shareholder invest. plan avail. (C) Incl. def'd | Regulatory Climate: Average.

material is obtained from sources believed to be reliable and is provided without warranties of any kind.
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‘01, 15¢; 02, ($1.04); '03, 33¢ net; ‘05, (21¢);
($1.26); 13, ($1.14); 14, (56¢); '15,
($6.99); 16, ($10.14). "14 EPS don’t sum due
© 2017 Value Line, Inc. All rights reserved. Factual

12,

10%; earned on avg. com. eq., '16: 12.8%.
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Stock’s Price Stability 95
Price Growth Persistence 15
Earnings Predictability 65
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102016 202016 302016 | poreent 30 : STOCK INDEX |
Sl 545 505 oo |chares 20l bl T T 3 wg %8
HAS(0W) 225085 222452 219375 | ' TR LR LR R AR AR RERTTYFPORTETRAY| EFREREETRERAFRRTAERERFRARRARARERR Sy 891 849
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 [ 2010 [2011 {2012 [2013 [2014 [2015 [2016 [2017 [2018 | ©VALUE LINEPUB.LLC|20-22
52.82 | 4089 | 4753 | 51.82| 41.85| 4464 | 3727 | 3722 | 3097 | 27.76 | 2521 | 19.98 | 23.16 | 24.42 | 2508 | 23.80| 23.80 | 24.45 |Revenues per sh 27.00
1048 | 632| 580 500| 546, 369| 482| 6.16| 496 568 | 488 | 4.03| 522 | 456 494 | 500| 540| 580 |“CashFlow” persh 7.25
1.37 1.08 1.24 91 98 82 1.59 1.86 1.91 210 | 222 189 | 249 | 258 2.76 295| 3.15| 3.35|Earnings per sh A 425
45 53 58 63 68 73 .78 83 .95 1.03 1.10 1.32 1.47 1.57 1.67 1.78 1.90 |  2.00 |Div'd Decl'd per shBw= 2.30
340| 386 431 485| 589 | 549 714| 806 | 517 | 541 6.08 | 469 | 462 | 506 5.44 700 840| 7.75|Cap’l Spending per sh 6.50
1627 | 17.33| 17.73| 1780 | 1846 | 18.14| 1865 | 19.38 | 20.37 | 21.60 | 22.65 | 29.41 | 3049 | 3147 | 3264 | 3380 | 3510 | 36.45 Book Value persh ¢ 41.50
130.13 | 127.56 | 127.70 | 129.03 | 131.59 | 154.23 | 156.22 | 155.83 | 175.62 | 176.45 | 177.16 | 314.05 | 315.27 | 316.98 | 317.19 | 317.00 | 317.00 | 317.00 |Common Shs Outst'q® | 317.00
14.1 16.1 13.4 208 19.8 2741 18.7 13.7 12.0 134 15.4 19.9 16.9 17.9 18.1 18.8 | Bold figyres are |Avg Ann’l P/E Ratio 145
.72 .88 .76 1.10 1.05 1.46 99 82 80 .85 97 1.27 .95 94 91 1.00 Value|Line Relative P/E Ratio .90
23% | 30%| 85%| 8.3% | 85% | 33% | 26% | 3.2% | 42% | 36% | 32% | 35% | 35% | 34% | 33% | 32%| "™ ayg Ann’l Divid Yield 3.7%
CAPITAL STRUCTURE as of 9/30/16 5822.2 | 5800.1 | 5439.4 | 4898.2 | 4465.7 | 6273.8 | 7301.2 | 7741.9 | 7954.8 | 7550 | 7550 | 7750 |Revenues ($mill) 8550
Total Debt $10344 mill. Due in 5 Yrs $4545.3 mill. | 2515 | 2962 | 3356 | 377.8 | 4003 | 533.0 | 793.7 | 827.1 | 886.0 | 940| 1010| 1075 |Net Profit ($mill) 1330
(LJT'?;‘;‘rj;?e3a5r-r]e’(‘;_"k GLJ Interest $385.2 mill. 30.3% | 29.7% | 349% | 36.6% | 29.9% | 34.0% | 35.0% | 36.2% | 379% | 37.5% | 37.5% | 37.5% |Income Tax Rate 37.5%
Leases, Uncapitalized Annual rentals $16.4 mil, | 139% | 168% | 46% | 7.1% | 86% | 23% | 14% | 24% | 20% | 40%| 40%| 40% AFUDC%oNetProfit | 30%
Pension Assets-12/15 $3905.4 mill. 59.2% | 60.4% | 57.2% | 55.1% | 534% | 43.7% | 44.3% | 45.9% | 45.6% | 46.5% | 46.5% | 46.5% |Long-Term DebtRatio | 45.5%
Oblig $5080.1 mill. | 39.2% | 38.1% | 41.5% | 43.6% | 45.3% | 55.4% | 54.8% | 53.2% | 53.6% | 53.0% | 52.5% | 52.5% |Common Equity Ratio 53.0%
Pfd Stock $155.6 mill. Pfd Div’d $7.6 mill. 7431.1 | 7926.2 | 8629.5 | 8741.8 | 8856.0 | 16675 | 17544 | 18738 | 19313 | 20250 | 21100 | 21950 |Total Capital ($mill) 24400
Incl. 2,324,000 shs §1.90-83.28 rates (850 par) not. | 70999 | go07.9 | 8840.0 | 9567.7 | 10403 | 16605 | 17576 | 18647 | 19892 | 21600 | 23700 | 25550 |Net Plant (Smill 29200
subject to mandatory redemption, call. at $50.50- " 5 5 5 o 5 5 5 5 o o o ; o
$54.00; 430,000 shs 4.25%-4.78% not subject to 5.0% 54% | 5.4% 58% | 5.9% 42% | 55% 5.3% 5.5% 55% | 55% 6.0% |Return on Total Cap’l 6.5%
mandatory redemption, call. at $102.80-$103.63. 8.3% 9.4% 9.1% 9.6% 9.7% 5.7% 8.1% 8.2% 8.4% 85% | 9.0% 9.0% |Return on Shr. Equity 10.0%
Common Stock 316,885,808 shs. as of 10/31/16 84% | 96% | 92% | 98% | 98% | 57% | 82% | 82% | 85% | 85%| 9.0% | 9.0% |ReturnonCom EquityE | 10.0%
MARKET CAP: $18 billion (Large Cap) 43% | 53% | 47% | 50% | 50% | 16% | 34% | 35% | 34% | 35%| 35%| 35% |RetainedtoCom Eq 4.5%
ELECTRIC OPERATING STATISTICS 50% | 45% | 50% | 49% | 50% | 72% | 59% | 58% 61% 61% | 60% | 60% |AllDiv'ds to Net Prof 55%
9% Chenge Retal Sales (KWH) %?118 2_011.3 20+1:53 BUSINESS: Eversource Energy (formerly Northeast Utilities) is the  Acquired NSTAR 4/12. Electric revenue breakdown: residential,
Avg. Indus. Use (MWH) NA NA NA | parent of utilities that have 3.1 million electric, 504,000 gas custom-  52%; commercial, 36%; industrial, 5%; other, 7%. Fuel costs: 39%
Avg. Indust. Revs. per KWH (¢) 6.02 6.14 5.86 | ers. Supplies power to most of Connecticut and gas to part of of revenues. '15 reported deprec. rate: 2.9%. Has 8,200 employ-
gap’;lCL‘Wg‘ Walk(M"\'A’) Nﬁ Nﬁ Nﬁ Connecticut; supplies power to three fourths of New Hampshire’s ees. Chairman: Thomas J. May. President & CEO: Jim Judge. Inc.:
Aﬁgua\ol.aoa’d Egc%r((%” NA NA | Population; supplies power to western Massachusetts and parts of ~Massachusetts. Address: 300 Cadwell Drive, Springfield, MA
% Change Customers (yr-end) NA NA NA | eastern Massachusetts & gas to central & eastern Massachusetts. 01104. Tel.: 413-785-5871. Internet: www.eversource.com.
Fied Charge Cor. (%) 407 426 447 | Eversource’s utilities in eastern qnd a $3 billion pipeline to provide a much-
ANNUAL RATES Past Pasi_Estd 13-15| Western Massa}chusetts are seeking needed increase in the gas supply to New
ofchange (persh)  10¥rs.  5Yrs. to20-22 | electric rate increases. The utilities England. The Massachusetts Supreme
Revenues -65% -55% 1.5% | filed for a total raise of $96 million, based Court ruled that state law prohibits utili-
‘é%?:i'; FS[OW” é%‘;o %g‘;o 5}(5)20 on a 10.5% return on a 53.3% common- ties from billing electric customers for
Dvidesss 95% 11.0% 55% | equity ratio. Eversource also wants to pipelines. The original in-service date in
Book Value 6.0% 9.0% 4.0% | combine the two utilities into one entity. 2018 probably won’t be met. Also, Ever-
Cal- | QUARTERLY REVENUES (§ mill) Full New rates will take effect at the start of source wants to build a $1.6 billion trans-
endar |Mar31 Jun30 Sep.30 Dec.31| Year 2018. . . . . mission line between New Hampshire and
2014 [ 2090 1677 1892 188l | 77419 An electric rate case is upcoming in Quebec. This project has been delayed,
2015 | 2513 1817 1933 1691 | 79548 Conmnecticut. Eversource plans to put and the projected in-service date is now
2016 | 2056 1767 2040 1687 | 7550 forth an apphcatlon at the start of June, late 2019.
2017 | 2150 1800 1900 1700 | 7550 | With new tariffs going into effect at the be- The board of directors raised the divi-
2018 | 2200 1850 1950 1750 | 7750 | ginning of December. dend. The increase in the quarterly pay-
Cal- EARNINGS PER SHARE A Full We estimate solid earnings growth in out was $0.03 a share (6.7%). Eversource’s
endar |Mar31 Jun.30 Sep.30 Dec31| Year | 2017 and 2018. Eversource benefits from goal for annual dividend growth is 5%-7%,
2014 72 0 72 59 | 258 annual investments in electric transmis- the same as for earnings grp\yth. .
2015 '80 ‘65 74 57 | 27g| sion. Reductions in operating and mainte- The Massachusetts utilities received
2016 | 77 64 83 .71 | 295| nance expenses are another plus, as are permission to build solar capacity.
2017 9 .70 8 .70 | 315| customer conversions from oil heat to gas They will construct 62 megawatts this
2018 95 75 90 75 | 335| heat. Rate relief from the aforementioned gear at an expected cost of $180 million-
i Ea rate cases should help next year. Our esti- $200 million.
eﬁf,"a, Mggé?“ﬁ:gg’ I%ggggmgecm 5:;', mates would produce annual profit growth High-quality Eversource stock has a
2013 | 367 367 367 367 | 147 within management’s targeted range of d1v1dend_ )_rleld that is about average
2014 | 303 393 303 393 | 157| D%-T%. . . for a utility. Total return potential to
2015 | 417 417 418 418 | 1g7| Eversource is trying to overcome op- 2020-2022 is also close to the norm for this
2016 | 445 445 445 445 | 178 | position to two major proposed industry.
2017 | 475 projects. The company has a 40% stake in Paul E. Debbas, CFA February 17, 2017

(A) Dil. EPS. Excl. nonrec. gains (losses): '02,
'05, ($1.36); '08,
(19¢); 10, 9¢. 13 & "14 EPS don't add due to
rounding. Next earnings report due late Feb.
© 2017 Value Line, Inc. All rights reserved. Factual

10¢; '03, (32¢); ‘04, (7¢);

(B) Divids historically paid late Mar., June, | 9.6%; (gas) '16, 9.8%;
Sept., & Dec. m Div'd reinv. plan avalil. (C) Incl. | 9.02%; (gas) '15, 9.5%;
defd chgs. In ’'15: $22.88/sh. (D) In mill. | earn. on avg. com. eq., '15: 8.7%. Regul. Clim.:
(E) Rate alld on com. eq. in MA: (elec) '11, | CT, Below Avg.; NH, Avg.; MA, Above Avg.
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in CT: (elec.) '15,| Company’s Financial Strength A
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ANNUAL RATES Past

Past Est'd'13-'15

of change (per sh) 10 Yrs. 5Yrs.  t0°20-22
Revenues 3.0% 25% 2.5%
“Cash Flow” 15% -3.5% 6.0%
Earnings -2.0% -10.5% 5.0%
Dividends 05% -9.0% 4.0%
Book Value 7.0%  75% 4.0%

Cal- QUARTERLY REVENUES (§ mill.) Full
endar |Mar31 Jun.30 Sep.30 Dec.31| Year
2014 | 7237 6024 6912 7256 |27429
2015 | 8830 6514 7401 6702 |29447
2016 | 7573 6910 9002 7875 |31360
2017 | 7950 7100 8800 7800 | 31650
2018 | 8350 7400 9000 8000 | 32750

Cal- EARNINGS PER SHARE A Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year
2014 10 .68 .96 .35 210
2015 .80 74 69 33 2.54
2016 .26 45 .76 .32 1.80
2017 .70 .66 .87 42 | 265
2018 .74 .70 .90 46 | 280

Cal- | QUARTERLY DIVIDENDS PAID B = Full
endar | Mar.31 Jun.30 Sep.30 Dec.31| Year
2013 | 525 .31 31 31 1.46
2014 | .31 31 31 31 1.24
2015 | .31 31 31 31 1.24
2016 | .31 318 318 318 1.26
2017

Illinois. Low electric prices (a result of
low prices of natural gas) and subsidies for
wind power had made the company’s nu-
clear plants in the state unprofitable, so
management had intended to shut the
three units unless a law was passed that
would provide subsidies to them. This law
will take effect at the start of June.
Despite this, we have cut our 2017 earn-
ings estimate by $0.15 a share, to $2.65,
because unfavorable conditions in the
power markets are affecting the rest of Ex-
elon’s merchant generating units.

A similar law in New York is facing
legal challenges. Another company, En-
tergy, had planned to shut a nuclear unit
there until the law was enacted. Instead,
Exelon will buy the 838-megawatt facility
for $110 million. The new law will boost
Exelon’s profits by $0.08-$0.10 a share,
and the plant purchase will contribute an-
other $0.02-$0.08—provided the legal chal-
lenges are decided in the company’s favor.
The enactment of these laws shows
that conditions in the power markets
are unfavorable for owners of mer-
chant generating plants. This has per-
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2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 [ 2010 [2011 {2012 [2013 [2014 [2015 [2016 [2017 [2018 | ©VALUE LINEPUB.LLC|20-22

2358 | 2343 | 24.09| 21.85| 23.05| 23.37| 2862 | 28.65| 2625 | 28.17 | 2853 | 27.48 | 29.03 | 31.90 | 3201 | 33.90| 33.10 | 34.15 |Revenues per sh 37.00

506| 503| 506| 568| 619| 671 743| 764| 825 | 832| 723| 661 | 672| 6.61 680 | 7.85| 870| 9.05|“Cash Flow” per sh 10.00
220 | 240| 244, 275| 321| 350| 403, 410| 429 | 387 | 375| 192| 231 | 210| 254| 180| 265| 280 |Earningspersh A 3.50
91 88 9% | 126| 160 164 182 | 205 210| 210| 210 | 210 | 146 | 124 | 124| 126 129| 132 Div'dDecl'dpershBum 1.70
318 333 298| 289 325| 361| 405| 474| 496 | 503 609| 677 629 | 707 | 829| 925 735| 6.40|Cap’lSpending persh 5.75

1282 | 11.97| 1295| 1419 | 1369 | 1489 | 1534 | 1678 | 19.16 | 2049 | 21.68 | 25.07 | 26.52 | 26.29 | 28.04 | 27.90 | 29.60 | 31.55 |Book Value per sh © 36.75

642.01 | 646.63 | 656.37 | 664.19 | 666.37 | 669.86 | 660.88 | 658.15 | 659.76 | 661.85 | 663.37 | 854.78 | 857.29 | 859.83 | 919.92 | 925.00 | 956.00 | 959.00 |Common Shs Outst'g D | 968.00
13.2 10.5 1.8 13.0 15.4 16.5 18.2 18.0 11.5 11.0 1.3 19.1 13.4 16.0 12.6 18.7 | Bold figyres are |Avg Ann’l P/E Ratio 13.0
.68 57 67 69 82 89 97 1.08 77 .70 71 1.22 75 84 .63 .98 Value|Line Relative P/E Ratio .80

34% | 35%| 34% | 85% | 32% | 28% | 25% | 2.8% | 43% | 49% | 50% | 57% | 47% | 37% | 39% | 37% | "™ aAyg Ann’l Divid Yield 3.8%
CAPITAL STRUCTURE as of 9/30/16 18916 | 18859 | 17318 | 18644 | 18924 | 23489 | 24888 | 27429 | 29447 | 31360 | 31650 | 32750 |Revenues ($mill) 35750
Total Debt $36051 mill. Due in 5 Yrs $12658 mill. | 2730.0 | 2721.0 | 2844.0 | 2567.0 | 2499.0 | 1579.0 | 1999.0 | 1826.0 | 2282.0 | 1739.0 | 2500 | 2865 | Net Profit ($mill) 3330
i Debt i%i%ﬂ"'ﬂa nreg):‘:;g’;:;gglgze'b;"rigs 34.6% | 32.6% | 38.8% | 39.2% | 36.8% | 324% | 36.5% | 27.2% | 32.2% | 38.0% | 33.0% | 33.0% |Income Tax Rate 33.0%
(LT interest eamed: 4.1%) ' 18% | 13% | 23% | 21% | 3.0% | 58% | 45% | 55% | 54% | 6.0%| 4.0% | 3.0% AFUDC % to Net Profit 3.0%
Leases, Uncapitalized Annual rentals $133 mill. 53.9% | 53.1% | 47.2% | 46.8% | 45.7% | 45.8% | 44.4% | 46.7% | 48.3% | 55.5% | 54.5% | 51.5% |Long-Term Debt Ratio 50.0%

45.7% | 46.6% | 524% | 52.9% | 54.0% | 53.5% | 55.2% | 52.8% | 51.3% | 44.5% | 45.5% | 48.5% |Common Equity Ratio 50.0%
Pension Assets-12/15 $14347 miII._ ) 22189 | 23726 | 24112 | 25651 | 26661 | 40057 | 41196 | 42811 | 50272 | 58000 | 62075 | 62475 |Total Capital ($mill) 71100
Pid Stock None Oblig $17753 mill. | 94153 | 05813 | 27341 | 29941 | 32570 | 45186 | 47330 | 52087 | 57439 | 71555 | 73300 | 74625 |Net Plant ($mill 74500

14.1% | 131% | 13.3% | 11.4% | 10.6% | 51% | 59% | 53% | 55% | 4.0%| 5.0% | 55% Returnon Total Cap’l 6.0%
Common Stock 923,270,314 shs. 26.7% | 24.4% | 22.3% | 18.8% | 17.3% | 7.3% | 87% | 80% | 88% | 65%| 9.0% | 9.5% |Returnon Shr. Equity 9.5%

26.9% | 24.6% | 22.5% | 18.9% | 17.3% | 7.3% | 87% | 80% | 88% | 65%| 9.0% | 9.5% |ReturnonComEquity E| 9.5%
MARKET CAP: $33 billion (Large Cap) 15.3% | 12.5% | 115% | 8.7% | 7.7% | NMF | 32% | 33% | 45% | 20%| 4.5% | 55% |RetainedtoComEq 4.5%
ELECTRIC OPERATING STATISTICS 3% | 49% | 49% | 54% | 56% | 109% | 63% | 59% 49% 68% | 49% | 44% |AllDiv'ds to Net Prof 49%
9% Chenge Retal Sales (KWH) 2013 201% 2_0118 BUSINESS: Egelon Corporation is a hollding company for Cor_n- large comm’l & ind’l, 13%; other, 1%. Generating sources: nuclear,
Avg. Indus. Use (MWH) NA NA NA | monwealth Edison, PECO Energy, Baltimore Gas and Electric, 68%; other, 8%; purch., 24%. Fuel costs: 44% of revs. '15 depr.
Avg. Indust. Revs. per KWH (¢) NMF  NMF  NMF | Pepco, Delmarva Power, & Atlantic City Electric. Has 8.6 mill. elec., rates: 2.8%-3.5% elec., 2.2% gas. Has 34,000 empls. Chairman:
ggg;lcﬂoyagl Kﬂeﬁk(MW) Nﬁ Nﬁ Nﬁ 1.3 mill. gas customers. Has nonregulated generating & energy- Mayo A. Shattuck Ill. Pres. & CEO: Christopher M. Crane. Inc.: PA.
NuclearCa acny Factor (%) 941 943 NA | marketing ops. Acg'd Constellation Energy 3/12; Pepcq Holdings  Address: 10 S. Dearborn St., P.O. Box 805379, Chicago, IL 60680-
% Change Customers (yr-end) +.6 +.6  +1.1 | 3/16. Elec. rev. breakdown: res'l, 63%; small comm’l & ind'l, 23%; 5379. Tel.: 312-394-7398. Internet: www.exeloncorp.com.
Fied Charge Cor. (%) 338 263 367 | Exelon will benefit from a new law in sisted since early this decade, and explains

why Exelon’s profits are well below their
level several years ago. This also explains
why the company has placed increased
emphasis on its regulated utility business
in recent years, most notably by acquiring
Pepco Holdings last March. Costs associa-
ted with this purchase hurt the bottom
line in 2016.

The utilities that came with the Pepco
purchase are awaiting rate orders.
They are underearning their allowed re-
turns on equity by a wide margin. Pepco is
seeking an $82.1 million increase in Wash-
ington, DC. Delmarva requested electric
and gas raises of $62.8 million and $21.5
million, respectively, in Delaware and an
electric boost of $57.0 million in Maryland.
Each application is based on a 10.6% ROE.
Rate relief should benefit earnings this
year and next.

This timely stock has a dividend yield
that is about equal to the utility aver-
age. We think dividend growth will accel-
erate over the 3- to 5-year period, thanks
to a low payout ratio. This should produce
a respectable long-term total return.

Paul E. Debbas, CFA February 17, 2017

(A) Diluted egs. Excl. nonrec. gain (losses):
‘03, ($1.06); '05.
12, (50¢);

(20¢);

. ($1.85); '06

, ($1.15); '09
13, (31¢); '14, 23¢; 1
(58¢). '14-'16 EPS don’t add due to rounding or
© 2017 Value Line, Inc. All rights reserved. Factual

6,
'15:

chg.
, | Div'ds paid in early Mar., June, Sept., & Dec. m | MD in
Div'd reinv. plan avail. (C) Incl. defd chgs. In

in shs. Next egs. report due early May. (B)

$10.02/sh. (D) In mill,

Rate all'd on com. eq. in IL in "15: 9.25%; in
'16: 9.75% elec., 9.
'16: 9.75%; earn. on avg. com. eq.,
adj. for split. (E) | Reg. Clim.: PA, NJ Avg.; IL, MD, Below Avg.
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MAMUJJASON ] D LN MW i R . S 16
toBy 0000O0O0O0O0O 12
Options 11 0 4 0 0 3 0 0 3
osel_3 11211101 % TOT. RETURN 12/16 |8
Institutional Decisions S;SEK VL"G\gérxH:
102016 202016 302016

toBuy T e %0 Rercent 50 I fyn. 85 207 [
to Sell 98 98 109 | yraded 10 TV 10O T T TR | PPN AN I T H ! L T 1y 3yr. 457 202 [
HIds(000) 48010 48537 47339 AR ELE T T ST YT RARREREA Sy 908 952
2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 [ 2009 [ 2010 [2011 [2012 [2013 |2014 [ 2015 [2016 [2017 | ©VALUELINE PUB.LLC|19-21

-- -- 29.18 | 3257| 3149 | 3079 | 3509 | 31.72 | 30.66 | 30.80 | 28.76 | 29.80 | 25.68 | 2521 | 25.75| 26.65 |Revenues per sh 30.25
320| 400| 362 370| 440 462| 476 542 | 518 | 545 5.39 5.92 6.60 | 6.85 |“Cash Flow” per sh 8.00

d14.32 1.71 1.31 1.44 177 | 2.02 214 | 253 | 226 | 246 2.99 2.90 340 | 345 |Earnings per sh A 4.00

-- 1.00 1.24 1.28 1.32 1.34 1.36 1.44 1.48 1.52 1.60 192 | 200| 208 Div'dDecl'd pershBumt 2.32

225| 226| 281 3.00 347 | 526 6.30 520 | 589 | 595 5.76 5.89 6.35| 6.65 |Cap’l Spending per sh 5.50

19.92 | 20.60 | 2065 | 21.12| 2125 | 21.86 | 22.64 | 23.68 | 25.09 | 26.60 | 31.50 | 3322 | 34.40 | 35.60 |Book Value per sh © 40.25

3560 | 3579| 3597 | 3897 | 3593 | 36.00 | 3623 | 36.28 | 37.22 | 3875 | 4691 | 4817 | 4850 | 48.75 |Common Shs Outst'g O | 49.50

- 171 26.0 21.7 13.9 1.5 12.9 12.6 15.7 16.9 16.2 18.4 17.1 Avg Ann’l P/E Ratio 14.0

91 1.40 1.15 84 77 82 .79 1.00 .95 .85 93 .90 Relative P/E Ratio .90

34%| 36% | 41% | 54% | 57% | 49% | 45% | 42% | 37% | 33% | 36% | 34% Avg Ann’l Div'd Yield 4.1%

CAPITAL STRUCTURE as of 9/30/16 1132.7 | 1200.1 | 1260.8 | 1141.9 | 1110.7 | 1117.3 | 1070.3 | 1154.5 | 1204.9 | 12143 | 1250 | 1300 |Revenues ($mill) 1500

Total Debt $2043.6 mill. Due in 5 Yrs $477.6 mill. 492 | 532| 676 | 734 | 774| 926 | 837 | 940 | 1207 | 1384 | 165| 170 |Net Profit ($mill) 200
Hclngggfcﬂlf’-ga’“i't'gﬁzeﬂé’;‘;’:s‘ $83.7 mill 403% | 378% | 37.3% | 172% | 25.0% | 98% | 9.6% | 18.2% | 132% | 13.7% |  Nil | 12.0% |Income Tax Rate 20.0%
(LT interest earnect 2.9%) ' 33% | 25% | 23% | 7.2% | 227% | 54% | 15.2% | 141% | 144% | 16.1% | 9.0% | 9.0% AFUDC%toNetProfit | 50%

49.9% | 50.1% | 46.8% | 56.4% | 57.2% | 52.2% | 53.8% | 53.5% | 53.4% | 53.1% | 54.0% | 53.0% |Long-Term Debt Ratio 50.5%
50.1% | 49.9% | 53.2% | 43.6% | 42.8% | 47.8% | 46.2% | 46.5% | 46.6% | 46.9% | 46.0% | 47.0% |Common Equity Ratio 49.5%

Pension Assets-12/15 $500.0 mill. - | 1482.2 [ 1648.4 | 1434.3 | 1803.9 | 1916.4 | 1797.1 | 2020.7 | 2215.7 | 3168.0 | 3408.6 | 3630 | 3700 |Total Capital ($mill) 4000

Pid Stock None Oblig. $628.9 mill. | 14919 | 17709 | 1839.7 | 1964.1 | 2118.0 | 2213.3 | 2435.6 | 2690.1 | 3758.0 | 40595 | 4215| 4375 |Net Plant ($mill) 4850
52% | 50% | 7.0% | 6.0% | 6.0% | 7.1% | 55% | 55% | 48% | 52% | 55% | 6.0% Returnon Total Cap’l 6.0%

Common Stock 48,327,642 shs. 66% | 65% | 89% | 93% | 94% | 10.8% | 9.0% | 9.1% | 82% | 86% | 10.0% | 9.5% |Retum onShr. Equity | 10.0%
as of 10/14/16 6.6% | 65% | 89% | 93% | 94% | 108% | 9.0% | 91% | 82% | 86% | 10.0% | 9.5% |Return on Com Equity E| 10.0%
MARKET CAP: $2.8 billion (Mid Cap) 7% T% | 23% | 32% | 35% | 47% | 32% | 35% | 38% | 3.0% | 4.0% | 4.0% |Retainedto Com Eq 4.0%
ELECTRIC OPERATING STATISTICS 90% | 8% | 74% | 66% | 63% | 56% | 65% | 61% 54% | 65% | 59% | 60% |All Div'ds to Net Prof 58%
9 Change Relai Seles (KWH) ":011% 20:% 20115 BUSINESS: NorthWestern Corporation (doing business as North-  5%; other, 4%. Generating sources are not provided by company.
Avg. Indus. Use (MWH) 29162 28987 30133 | Western Energy) supplies electricity & gas in the Upper Midwest Fuel costs: 31% of revenues. '15 reported depreciation rate: 3.3%.
Avg. Indust. Revs. per KWH (¢) NA NA NA | and Northwest, serving 422,000 electric customers in Montana and  Has 1,600 employees. Chairman: Dr. E. Linn Draper Jr. President &
gap’;lCL‘Wg‘ Walk(M"\'A’) 20% 20’)‘& 20%% South Dakota and 279,000 gas customers in Montana (87% of CEOQ: Robert C. Rowe. Incorporated: Delaware. Address: 3010
Aﬁgua\ol.aoa’d Egc%r((%” NA NA NA | gross margin), South Dakota (12%), and Nebraska (1%). Electric ~West 69th Street, Sioux Falls, South Dakota 57108. Telephone:
% Change Customers (yr-end) +7 +1.0 +1.3 | revenue breakdown: residential, 40%; commercial, 51%; industrial, ~605-978-2900. Internet: www.northwesternenergy.com.

Fied Charge Cor. (%) 217 201 232 Nortl}We§tern has a gas rate case that. NorthWestern asked FERC to recon-
ANNUAL RATES Past Past Estd 13-15 pending in Montana. The utility 1s'seek- sider, but was unsuccessful. Separately,
ofchange (persf)  10Yrs.  5Yrs.  to19-21 | Ing & return on the capital expenditures the utility appealed to the Montana Dis-
Revenues 15% -35% 20% | and gas reserves it has made since 2012 trict Court after the MPSC disallowed
‘é%?:i';':s"ow” 45% ‘;%‘:{; gg‘? (the year of its last rate case). North- some costs stemming from a plant outage
Dvidesss 13.0% 45% 5359 | Western filed for a hike of $10.9 million in 2013. This forced NorthWestern to take
Book Value 40% 7.0% 50% | (8.0%), based on a 10.35%Aret111rn ?n a a $0.13-a-share charge (included in our

. 46.8% common-equity ratio. A ruling from presentation) in the first period of 2016. It
eﬁgla-r M§93A1RT§5#Y3%EVSEE;I)J.§%($Blgt).31 \I;:;Ir the Montana Public Service Commission will likely be several more months—per-

2013 13130 2602 2622 3191 11545 (MPSC) is expected in mid-2017. The utili- haps not until 2018—before a ruling is re-

2014 13697 2703 2519 313.0 |12049 | tY is also seeking an interim tariff increase ceived. . . .

2015 |346.0 2706 2727 13250 (12143 Of $56 mllhon (4.9%). When the MPSC We estimate that earnings Wlll in-

2016 (3325 2931 301.0 3234 |1250 | wWill rule on the interim request is un- crease slightly in 2017. NorthWestern

2017 (350 310 310 330 |1300 | known. should benefit from rate relief and custom-

Cal- EARNINGS PER SHARE A Full The company has some legal matters er growth. Our $3.45-a-share profit esti-
endar |Mar31 Jun30 Sep.30 Dec31| Year | Pending, as well. NorthWestern has mate is within the company’s preliminary

2013 | 1.01 37 40 68 | 240| taken the Federal Reserve Energy Com- guidance of $3.3p-$3.50. o

2014 | 117 20 77 ‘85 | 299 | mission (FERC) to the U.S. Circuit Court We expect a dividend hike in the cur-

2015 | 109 38 51 93 | 290| of Appeals. FERC had ruled that just 4% rent quarter. This has been the board’s

2016 79 73 92 96 | 340! of the cost of a new gas-fired generating practice. We estimate a raise of two cents

2017 | 1.10 50 75 110 | 345| facility could be allocated to wholesale cus- a share (4%) in the quarterly payout.

Cal- | QUARTERLY DIVIDENDSPAIDBwt | pyy | tomers. NorthWestern wants an allocation NorthWestern stock has a dividend
endar |Mar31 Jun30 Sep.30 Dec3i| Year | Of 20%, with the other 80% allocated to the yield that is about equal to the utility

2013 38 38 38 8 | 152 company’s customers in Montana. This re- average. With the recent quotation near

2014 W 40 40 40 | 180 sulted in a $0.12-a-share charge (included the midpoint of our 2019-2021 Target

2015 48 48 48 48 | 1gp| in our earnings presentation) in 2012. A Price Range, total return potential over

2016 | 50 50 50 50 | 200| ruling is unlikely before the second half of that time frame is unspectacular.

2017 2017, and might come much later than Paul E. Debbas, CFA January 27, 2017
(A) Diluted EPS. Excl. gain (loss) on disc. ops.: | historically paid in late Mar., June, Sept. & Dec. | cost. Rate allowed on com. eqg. in MT in '14 | Company’s Financial Strength B+
‘05, (6¢); ‘06, 1¢; nonrec. gains: '12, 39¢ net; | m Div'd reinvest. plan avail. t Shareholder in- | (elec.): 9.8%; in '13 (gas): 9.8%; in SD in '15: | Stock’s Price Stability 95
15, 27¢. '15 EPS don’t add due to rounding. | vest. plan avail. (C) Incl. defd charges. In '15: | none specified; in NE in '07: 10.4%; earned on | Price Growth Persistence 85
Next earnings report due mid-Feb. (B) Div'ds | $18.16/sh. (D) In mill. (E) Rate base: Net orig. | avg. com. eq., '15: 9.0%. Regul. Climate: Avg. | Earnings Predictability 90
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Institutional Decisions s;glgx vmg&n.'
102016 202016 302016
to Buy Qsoa 302 250 | hereent 24 : tyn. 179 207 [T
to Sell 194 200 260 | traded 8 | hh PR P8 ST 11 | PR Y YOS ST 1)1 ) Y SYOY N T8 YT ATI T T TP 3yr. 675 202 [
HIds(000) 409084 404165 405893 (TETEERTYERERLARAARL RLARLARRARR RRARRARRARRFRRARRRRRRRR RAARRRRRARRFRRRRRERRARR RARRRARRARRFRRARRARRARFRARRARRIARIVRARRARRAAR Sy 765 952
2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 [ 2009 [ 2010 [2011 [2012 [2013 |2014 [ 2015 [2016 [2017 | ©VALUELINE PUB.LLC|19-21
67.75| 63.18| 32.74| 25.05| 2647 | 31.78| 36.02 | 3742 | 4051 | 36.15 | 35.02 | 36.28 | 3492 | 34.16 | 3591 | 3421 | 33.95| 34.55 |Revenues per sh 38.75
80| 566 114 | 480| 571 712 776 | 8.02 844 | 837 | 822| 808 732 | 633 8.13 729 8.55| 9.60 | “Cash Flow” per sh 10.75
d9.21 302| d236| 205 212, 235| 276| 278| 322 3.03 282 | 278 | 207 1.83 3.06 2.00 290 | 3.65 |Earnings per sh A 425
1.20 -- -- -- -- 1.23 1.32 1.44 1.56 1.68 1.82 1.82 1.82 1.82 1.82 1.82 1.93 | 208 |Divd Decl'd persh But| 270
454 733 794| 408| 372| 490| 690 7.83| 10.05 | 10.68 962 | 979 | 1074 | 1140 | 10.16 | 1051 | 171.25[ 11.65 |Cap’l Spending per sh 11.50
8.19 | 11.89 947 | 1012 | 2062 | 19.60 | 2244 | 2418 | 2597 | 27.88 | 2855 | 29.35 | 30.35 | 31.41 | 33.09 | 33.69| 3520 | 37.20 Book Value persh ¢ 43.00
387.19 | 363.38 | 381.67 | 416.52 | 418.62 | 368.27 | 348.14 | 353.72 | 361.06 | 370.60 | 395.23 | 412.26 | 430.72 | 456.67 | 475.91 | 492.03 | 507.00 | 515.00 |Common Shs Outst'g © | 530.00
- 4.8 -- 9.5 13.8 15.4 14.8 16.8 12.1 13.0 15.8 15.5 20.7 237 15.0 26.4 20.6 Avg Ann’l P/E Ratio 15.5
-- .25 54 73 82 80 89 73 87 1.01 97 1.32 1.33 .79 1.33 1.10 Relative P/E Ratio 95
4.8% -- -- - 34% | 32% | 31% | 4.0% | 43% | 41% | 42% | 42% | 42% | 40% | 34% | 32% Avg Ann’I Div'd Yield 4.1%
CAPITAL STRUCTURE as of 9/30/16 12539 | 13237 | 14628 | 13399 | 13841 | 14956 | 15040 | 15598 | 17090 | 16833 | 17200 | 17800 |Revenues ($mill) 20600
Total Debt $17833 mill. Due in 5 Yrs $4718 mill. | 10050 | 1020.0 | 1198.0 | 1168.0 | 1113.0 | 1132.0 | 893.0 | 828.0 | 1450.0 | 988.0 | 1460 | 1910 | Net Profit ($mill) 2320
(LLTT'?;‘;‘rj;tﬁfa?rm_"-‘ sx)LT Interest §766 mil. 35.5% | 346% | 262% | 31.1% | 33.0% | 30.3% | 23.9% | 245% | 192% | 192% | 25.0% | 25.5% |Income Tax Rate 27.0%
Pension Assels.12/15 413745 il 67% | 94% | 95% | 119% | 14.4% | 11.2% | 175% | 17.9% | 10.0% | 15.7% | 11.0% | 80% AFUDC %to NetProfit | 7.0%
Oblig. $16299 mill. | 51.7% | 52.6% | 52.2% | 51.4% | 49.6% | 48.8% | 48.7% | 46.6% | 48.5% | 48.8% | 49.5% | 49.0% Long-Term Debt Ratio 48.0%
Pfd Stock $252 mill. ~ Pfd Div’d $14 mill. 46.8% | 46.1% | 46.5% | 47.4% | 49.3% | 50.2% | 50.4% | 52.5% | 50.7% | 50.4% | 49.5% | 50.5% |Common Equity Ratio 51.5%
4,534,958 shs. 4.36% to 5%, cumulative and $25 16696 | 18558 | 20163 | 21793 | 22863 | 24119 | 25956 | 27311 | 31050 | 32858 | 35925 | 37950 |Total Capital ($mill) 44500
par fsegg‘jmtibéeofg°/mfjglﬂgtfee$§gn2rgdge7rﬁgtﬁ§5 21785 | 23656 | 26261 | 28892 | 31449 | 33655 | 37523 | 41252 | 43941 | 46723 | 49550 | 52500 |Net Plant ($mill 60700
and$5par. T6% | 74% | 78% | 67% | 62% | 59% | 47% | 42% | 58% | 41%| 50% | 60% RetumonTotalCapl | 65%
Common Stock 505,666,694 shs. 125% | 11.6% | 124% | 11.0% | 96% | 92% | 67% | 57% | 9.1% | 59% | 80% | 10.0% |ReturnonShr.Equity | 10.0%
as of 10/24/16 12.7% | 11.8% | 126% | 11.2% | 97% | 92% | 67% | 57% | 91% | 59% | 8.0% | 10.0% |Return on Com Equity E | 10.0%
MARKET CAP: $31 billion (Large Cap) 6.8% | 60% | 68% | 55% | 39% | 34% | 1.0% 2% | 3.9% 7% | 25% | 4.5% |Retained to Com Eq 4.0%
ELECTRIC OPERATING STATISTICS 47% | 50% | 47% | 52% | 61% | 63% | 85% | 96% 58% | 88% | 67% | 56% |AllDiv'ds to Net Prof 62%
9% Chenge Retal Sales (KWH) ZTg 20_1; 20_1? BUSINESS: PG&E Corporation is a holding company for Pacific  9%; hydro, 5%; purchased, 63%. Fuel costs: 34% of revenues. ‘15
Avg. Indus. Use (MWH) NA NA NA | Gas and Electric Company and nonutility subsidiaries. Supplies reported depreciation rate (utility): 3.8%. Has 23,000 employees.
Avg. Indust. Revs. per KWH (¢) 928 998 9.73 | electricity and gas to most of northern and central California. Has ~ Chairman, President & Chief Executive Officer: Anthony F. Earley,
gapﬁ‘yz‘ geak(M ;‘4 NME NME NME 5.3 million electric and 4.4 million gas customers. Electric revenue Jr. President & CEO (effective 3/1/17): Geisha J. Williams. Inc.:
Aﬁgua\ol.aoad Em?rg/ ) NME NMF NME | breakdown: residential, 38%; commercial, 40%; industrial, 12%; ag- ~ California. Address: 77 Beale Street, P.O. Box 770000, San Fran-
% Change Customers eyrend) +3 +.6 +.7 | ricultural, 9%; other, 1%. Generating sources: nuclear, 23%; gas, cisco, CA 94177. Tel.: 415-973-1000. Internet: www.pgecorp.com.
Fied Charge Cor. (%) 223 304 189 | PG&E is awaiting an order on its gen- million-$600 million in 2017. PG&E has
ANNUAL RATES Past Past Estd 13-15 eral rate case. The utility reached a con- issued 2017 share-earnings guidance of
ofchange persh) .~ 10Vrs.  5Vrs.  to'19-21 | tested settlement calling for rate increases $3.51-$3.80 a share based on GAAP. Our
Revenues 25% -15%  2.0% of $88 million in 2017, $444 million in previous forecast of $3.90 was too optimis-
é%?:ii; F;OW” 2%‘;? %g‘(’? 1;3;’? 2018, and $361 million in 2019. A hike of tic, so we have lowered it by $0.25 a share.
Dvidesss P2 8% '70% | $361 million is recommended for 2020, but A cost-of-capital filing is possible this
Book Value 70% 35% 4.5% | this is one of the contested issues. An ad- year. Note that California regulation
Cal- | QUARTERLY REVENUES (§ mill) Full ministrative law judge will put forth a pro- looks at the cost of capital in proceedings
endar |Mar31 Jun30 Sep.30 Dec.31| Year posed decision before the California com- that are separate from general rate cases.
2013 | 3672 3776 4175 3975 | 15508 | ission issues its order, which is expected In recent years, utilities in California have
2014 | 3891 3952 4939 4308 |17090 | i February. The ruling will be retroactive reached settlements regarding the cost of
2015 | 3899 4217 4550 4167 | 16833 to the start of the new year. capltal. They will try collectlvely for an
2016 | 3974 4169 4810 4247 | 17200 | Earnings should return to a mormal agreement this year; if one isn’t reached,
2017 | 4200 4400 4800 4400 | 17800 | level beginning in 2017. Ever since a they will file cost-of-capital cases in April,
Cal- EARNINGS PER SHARE A Fall | 838 pipeline exploded in San Bruno, Cali- with rulings to t:-ike effect in 2018.
endar |Mar31 Jun30 Sep.30 Dec31| Year | formia in September of 2010, causing fatal- Now that dividend growth has re-
2013 55 72 35 19 | 183 ities, injuries, and extensive property sumed, increases should come at a
2014 19 57 171 27 | 306| damage, the company’s income (as we healthy pace. Understandably, the board
2015 | 27 83 63 27 | 200| present it) has included charges for un- did not raise the disbursement for five
2016 29 46 77 145 | 290| recovered pipeline safety enhancements, years after the San Bruno accident. In
2017 85 75 1.30 .75 | 365| revenue refunds, and related legal costs. 2016, the directors declared a 7.7% boost,
Cal- | QUARTERLYDIVIDENDSPAIDE =t | Fun (We e)gcludegl fines because these are not and we look for another solid hike this
endar |Mar31 Jun30 Sep.30 Dec3i| Year | OPerational in nature.) PG&E has funded year. . .
2013 | 455 455 455 455 | 182 much of this through equity issuances, This timely stock has a dividend ylgld
2014 | 455 455 455 455 | 182 which is why the share count has risen so and 3- to 5-year total return potential
2015 | 455 455 455 455 | 1go| sharply since 2010. The company issued that are close to the averages for the
2016 | 455 455 49 .49 189 | an estimated $800 million of common equi- utility industry.
2017 | 49 ty last year, and expects to issue $400 Paul E. Debbas, CFA January 27, 2017

(A) Diluted EPS. Excl. nonrec. gains (losses):

'04, $6.95; 09, 18¢; '11, (68¢); "1

change in shs. Next earnings report due mid-
2, (15¢); '15, | Feb. (B) Div'ds historically paid in mid-Jan.,
(21¢); 16, (5¢); gain from disc. ops.: ‘08, 41¢. | Apr., July, and Oct. = Div'd reinvest. plan avail.
"13 EPS don't add due to rounding, '14 due to | 1 Shareholder investment plan avail. (C) Incl.
© 2017 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

intang. In '15: $14.29/sh. (D) In mill. (E) Rate
base: net orig. cost. Rate allowed on com. eq.
in "15: 10.4%; earned on avg. com. eq., ‘15
6.0%. Regulatory Climate: Average.

Company’s Financial Strength B+
Stock’s Price Stability 95
Price Growth Persistence 35
Earnings Predictability 50
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SAFETY 2 Raiseds2i/t5 | LEGENDS
—— 0.77 x Dividends p sh
TECHNICAL — Suspended 5122115 dvided by Inierest Rate 80
-+ -+ Relative Price Strength N 50
BETA .70 (1.00 = Market) 2-for-1 split  8/05 . N 50
2020-22 PROJECTIONS % Egggd\?rséa indicates recession i 1 40
Price  Gain nEeIII(r’;t]al RS A ol 1 RTIPPON PCCLLICA APCLT LT T & N NN bletohleh il 30
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Low. 35 _ (Nil 5% ____/ — 20
Insider Decisions O 15
AMJJASOND T | S
By 000000O00O00O 10
Optios 0 1 2000000 | 75
osel_ 003200000 %TOT.RETURN 1117 |
Institutional Decisions THIS  VLARITH.*
102016 202016 302016 | percent 30 STOCK  INDEX |
:gggl{ ggg ggg :3338 Sh«’.;ljre; ?8 N N1l N1 TEITT 1 TR PR T R RTE  [ T 1IN [ITRTRYRN IS ;5:: 331 gég N
HAS(0W) 493895 475747 471928 | TR ELEERRRL RO RETRRAREARRARRRRARRRRRAR,RRARRARRRRAFRRARRRRRARTERARRERRARRRRRRRRRIERFRARRARRARA Sy 583 849
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 [ 2010 [2011 {2012 [2013 [2014 [2015 [2016 [2017 [2018 | ©VALUE LINEPUB.LLC|20-22
1953 | 16.38| 1575 1537 | 16.36 | 17.92| 1741 | 21.47| 20.03 | 17.63 | 22.02 | 21.11 | 1882 | 17.27 | 11.38 | 11.06 9.85| 10.00 Revenues per sh 10.50
3.51 320 360 359| 384 426 510| 471 347 | 366 | 459 | 484 | 464 | 458 378 | 428 3.75| 3.90 | “Cash Flow” per sh 4.50
1.79 1.54 1.84 1.87 192 229| 263 2.45 1.19 229 | 261 2.61 238 | 238 237 279 220 | 2.30 |Earnings per sh A 275
53 72 77 82 .96 1.10 1.22 1.34 1.38 1.40 1.40 1.44 1.47 1.49 1.50 1.52 1.58 1.64 |Div'd Decl'd per sh Bm 1.82
299 | 274 217 194 213 | 362| 451 3.79 325 330 | 430 | 534 | 668 6.14 524 | 430 4.95| 4.95|Cap’l Spending per sh 375
6.33 6.71 919 | 1121 | 1162 | 1330| 14.88 | 13.55| 1457 | 1698 | 18.72 | 18.01 | 19.78 | 2047 | 1472 | 1456 | 1545| 16.40 Book Value persh ¢ 19.75
293.16 | 331.47 | 354.72 | 378.14 | 380.15 | 385.04 | 373.27 | 374.58 | 377.18 | 483.39 | 578.41 | 581.94 | 630.32 | 665.85 | 673.86 | 679.73 | 690.00 | 700.00 |Common Shs Outst'g © | 730.00
12.4 1.1 10.6 12.5 15.1 14.1 17.3 17.6 25.7 1.9 10.5 10.9 12.8 141 13.9 12.8 | Bold figyres are |Avg Ann’l P/E Ratio 15.0
.64 61 60 66 80 .76 92 1.06 1.71 .76 .66 .69 72 74 .70 .67 Value|Line Relative P/E Ratio .95
24% | 42%| 40% | 85% | 33% | 34% | 27% | 31% | 45% | 51% | 51% | 51% | 4.8% | 44% | 45% | 42% | ™S Iayg Ann'l Divid Yield 4.4%
CAPITAL STRUCTURE as of 9/30/16 6498.0 | 8044.0 | 7556.0 | 8521.0 | 12737 | 12286 | 11860 | 11499 | 7669.0 | 7517.0 | 6800 | 7000 |Revenues ($mill) 7600
Total Debt $19148 mill. Due in 5 Yrs $3104 mill. | 10310 | 940.0 | 465.0 | 1009.0 | 1456.0 | 1536.0 | 1541.0 | 1583.0 | 1603.0 | 1902.0 | 1510 | 1625 | Net Profit ($mill) 2015
lLT Debt $18069 mill. ~ LT Interest 741 mill. 20.7% | 318% | 218% | 22.0% | 31.0% | 26.2% | 23.1% | 33.0% | 22.5% | 25.4% | 27.0% | 30.0% |Income Tax Rate 30.0%
ncl. 23 mill. units 7.75%, $25 lig. value; 82,000 .
Nt 8.23%, $1000 face value. | A% | 95% | 35% | 40% | 41% | 37% | 28% | 16% | 1.0%| 20%| 20% AFUDC%toNetProfit | 1.0%
(LT interest eamed: 3.7x) 54.1% | 57.1% | 55.2% | 59.0% | 619% | 64.1% | 62.3% | 58.0% | 65.2% | 64.3% | 63.5% | 63.0% |Long-Term DebtRatio | 58.0%
43.6% | 40.5% | 42.5% | 39.8% | 37.2% | 359% | 37.7% | 42.0% | 34.8% | 35.7% | 36.5% | 37.0% |Common Equity Ratio 42.0%
Leases, Uncapitalized Annual rentals $33 mill 12747 | 12529 | 12940 | 20621 | 29071 | 29205 | 33058 | 32484 | 28482 | 27707 | 29325 | 31025 |Total Capital ($mill) 34300
Pension Assets-12/15 $10852 mit. 12067 mil, | 12605 | 12416 | 13174 | 20868 | 27266 | 30032 | 33087 | 34507 | 30382 | 30074 | 32450| 34800 |Net Pant (Smil 40000
P1d Stock None 9 [ T98% | 92% | 52% | 61% | 65% | 7.0% | 62% | 65% | 7.1% | 85%| 65%| 65% RetumonTotalCapl | 7.5%
Common Stock 679,627,323 shs. 176% | 175% | 8.0% | 119% | 13.1% | 14.7% | 12.4% | 11.6% | 16.2% | 19.2% | 14.0% | 14.0% |Return on Shr.Equity | 14.0%
as of 10/26/16 18.2% | 182% | 8.1% | 12.0% | 13.3% | 14.6% | 12.4% | 11.6% | 16.2% | 19.2% | 14.0% | 14.0% |Return on Com Equity E| 14.0%
MARKET CAP: $24 billion (Large Cap) 100% | 85% | NMF | 52% | 64% | 6.7% | 53% | 45% | 6.0% | 88% | 4.0% | 4.0% |Retainedto ComEq 5.0%
ELECTRIC OPERATING STATISTICS 46% | 54% | 115% | 58% | 52% | 54% | 57% | 61% 63% | 54% 72% 70% |All Div'ds to Net Prof 66%
9% Chenge Retal Sales (KWH) %?113 2_011.‘1‘ 20_1.2 BUSINESS: PPL Corporation (formerly PP&L Resources, Inc.) is a  bution subsidiary in "08. Spun off power generating subsidiary in
Avg. Indus. Use (MWH) NA NA NA | holding company for PPL Electric Utilities (formerly Pennsylvania '15. The company no longer breaks out data on electric operating
Avg. Indust. Revs. per KWH (¢) NA NA NA | Power & Light Company), which distributes electricity to 1.4 million  statistics. Fuel costs: 22% of revs. '15 reported deprec. rate: 2.6%.
gap’;lCL‘Ygl Walk(Mf‘\,ﬂl) Nﬁ Nﬁ Nﬁ customers in eastern & central PA. Acq'd Kentucky Utiliies and Has 12,800 employees. Chairman, President & CEO: William H.
Aﬁgua\ol.aoad F\gce(r)r((c/w) NA NA NA | Louisville Gas and Electric (1.2 million customers) 11/10. Has elec-  Spence. Inc.: PA. Address: Two North Ninth St., Allentown, PA
% Change Customers (yr-end) NA NA NA | tric distribution sub. in U.K. (7.8 million customers). Sold gas distri-  18101-1179. Tel.: 800-345-3085. Internet: www.pplweb.com.
Fied Charge Cor. (%) 288 309 321 | PPL Corporatign’s earnings will prob- to obtain rate hikes in mid-2017 (see be-
ANNUAL RATES Past Past Estd 1315 ably decline this year. The company has low), so the company will book a full year’s
ofchange (persh)  10Yrs.  5Yrs. to’20-22 | exposure to the British pound through its effect of rate relief in 2018. Also, PPL’s
Revenues -~ -45%  NMF | ownership of electric utilities in the United utilities benefit from regulatory mechan-
‘é%?:i'; FS[OW” 122‘;? %%‘;o %"A//’/; Kingdom. A negative factor will be the ab- isms that provide recovery of 70% of the
Dvidesss 55% 15% 30% | sence of a settlement of currency contracts company’s capital spending within six
Book Value 55%  40%  NMF ?Bn 2016, vlrhich boos(iced the bottl(?lm lir(lie by months. PPL’s goal is 5%-6% annual earn-
. 0.30 a share. In addition, the hedged ex- ings growth beginning next year, and our
eﬁgla-r M§93A1RT§5#Y3%EVSEE;I)J.§%($Blgt).31 \I;:;Ir change rate for 2017 will be lower than it 2018 forecast of $2.30 would produce an
2014 | 1194 2833 3449 4023 |11499 | Was last year. (Note that PPL has hedged increase t_hgt‘ app}'oaches this range.
2015 | 2230 1781 1878 1780 | 7669 | the exchange rate to as low as $0.90/£ PPL’s utllltl?s in Kentucky have rate
2016 | 2011 1785 1889 1832 | 7517 | through 2019.) Some tax benefits booked cases pending. Kentucky Ultilities is
2017 | 1900 1600 1700 1600 | 6800 | in 2016 are not expected to recur. And seeking an electric rate hike of $103.1 mil-
2018 | 1950 1650 1750 1650 | 7000 | average shares outstanding will be higher, lion (6.4%). Louisville Gas and Electric
Cal- EARNINGS PER SHARE A Full | @S PPL plans tp issue about $350 million ﬁlgd for electric and gas incrqasps of $93.6
endar |Mar31 Jun30 Sep.30 Dec31| Year | Of common equity annually through 2020 million (8.5%) and $13.8 million (4.2%),
2014 50 2 7 8 | 238 to finance its increased capital budget. respectively. The applications are based on
2015 ‘8 37 '59 %0 | 237| Our 2017 earnings estimate is within a 10.23% return on equity. New tariffs are
2016 | 71 71 69 68 | 279 PPL's targeted range of $2.05-$2.25 a expected to take effect in mid-2017.
2017 70 45 55 50 | 220| share. Despite the expectation of lower The dividend yield of PPL stock is a
2018 70 50 55 55 | 230| earnings . . . percentage point above the wutility
Cal- | QUARTERLY DIVIDENDS PAID B = Full The board of directors raised the divi- average. Total return potential to 2020-
endar |Mar31 Jun30 Sep.30 Dec3i| Year | dend. The increase was $0.06 a share 2022 is also above average for the indus-
2013 | 36 3675 3675 3675 146 (3.9%) yearly, payable in early April. PPL try. The stock is unranked for Timeliness
2014 | 3675 3725 3795 3705 | 149| 1S Projecting similar annual dividend due to the spinoff of PPL’s nonregulated
2015 | 3725 3795 3795 3775| 150 | growth through 2020. operations in 2015, which made year-to-
2016 | 3775 38 38 .38 152 | We forecast a partial profit recovery year earnings comparisons misleading.
2017 | 38 395 in 2018. The utilities in Kentucky expect Paul E. Debbas, CFA February 17, 2017

(A) Dil. EPS. Excl. nonrec.
(12¢); 10, (8¢); '11, 8¢; '13, (62¢); gains
(losses) on disc. ops.: 07,
2, (1¢); '14, 23¢; 15, ($1.36).

(10¢); 10, (4¢); 1

gain (losses): '07,

19¢; '08, 3¢; 09,

14 & 15 EPS don’t sum to rounding. Next
earnings report due early May. (B) Div'ds his-
tor. pd. in early Jan., Apr., July, & Oct. = Divid
reinv. plan avail. (C) Incl. intang. In "15:
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on avg. com. eq.,

$8.85/sh. (D) In mill., adj. for split. (E) Rate

Company’s Financial Strength B++

base: Fair val. Rate alld on com. eqg.in PAin | Stock’s Price Stability 95
'16: none spec.; in KY in "15: none spec.; earn. | Price Growth Persistence 10
'15: 13.0%. Reg. Clim.: Avg. | Earnings Predictability 65
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Institutional Decisions THIS  VLARITH.*
102016 202016 302016 | percent 30 STOCK  INDEX |
:gggﬁ ggi :252;2 ggg Sh«’.;ljre; ?8 ol Ley N I by | b Il 1] TN T 1y N ;ﬂ ‘11;? gég N
HAS(000) 341192 333203 326956 | oo AT ELEREEE AL LR ERARARERRAFRRERERRAAA RAARRFRFRRRVRRRRRERRARRAARKARRARRFRARRARRAARRFRAERARRAAR Sy 793 849
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 [ 2010 [2011 {2012 [2013 [2014 [2015 [2016 [2017 [2018 | ©VALUE LINEPUB.LLC|20-22
2384 | 1862 | 2354 | 23.09| 2474 | 2407| 2528 | 27.94 | 2457 | 2331 | 2242 | 1933 | 19.71 | 2152 | 2061 | 1830 | 18.60 | 18.95 |Revenues per sh 21.75
314 | 3.1 292| 302| 342| 391 436 468| 4.98 527 | 536 | 487 | 517 582 6.15 585| 6.15| 6.40 |“Cash Flow” per sh 7.75
1.85 1.88 1.88 1.52 1.79 185 259 | 290 3.08 307 | 31 244 | 245 | 299 3.30 275| 285| 290 |Earnings persh A 3.50
1.08 1.08 1.08 1.10 1.12 1.14 1.17 1.29 1.33 1.37 1.37 1.42 1.44 1.48 1.56 1.64 1.72 1.80 |Div'd Decl’d per sh But 210
499 | 403| 286| 264 204| 201 265 | 350 355 | 427 | 412 509 | 556 | 558 7.65 730 | 6.90| 6.15 |Cap’l Spending per sh 525
10.05 885| 11.71| 1205| 11.99| 1335| 14.35| 1536 | 17.37 | 19.04 | 20.30 | 21.31 | 22.95 | 24.09 | 25.86 | 26.00 | 26.05| 27.20 |Book Value per sh ¢ 31.25
411.68 | 450.53 | 472.27 | 476.20 | 502.33 | 505.29 | 508.52 | 506.02 | 505.99 | 505.97 | 505.95 | 505.89 | 505.86 | 505.84 | 505.28 | 506.00 | 506.00 | 506.00 |Common Shs Outst'g © | 506.00
12.0 10.0 10.6 14.3 16.5 17.8 16.5 13.6 10.0 10.4 10.4 12.8 13.5 12.6 12.4 15.8 | Bold figyres are |Avg Ann’l P/E Ratio 15.0
61 55 60 .76 88 96 88 82 .67 .66 .65 81 .76 66 .62 .85 Value|Line Relative P/E Ratio .95
49% | 57%| 54% | 51% | 38% | 35% | 27% | 3.3% | 43% | 43% | 42% | 46% | 44% | 39% | 3.8% | 38% | "™ |Ayg Ann’l Divid Yield 4.0%
CAPITAL STRUCTURE as of 9/30/16 12853 | 14139 | 12431 | 11793 | 11343 | 9781.0 | 9968.0 | 10886 | 10415 | 9250 | 9400 | 9600 |Revenues ($mill) 11000
Total Debt $10952 mill. Due in 5 Yrs $3755 mill. | 13230 | 1477.0 | 1567.0 | 1557.0 | 1577.0 | 1239.0 | 1243.0 | 1518.0 | 1679.0 | 1400 | 1465 | 1490 | Net Profit ($mill) 1805
(LJT?r?tgtrj;toeﬁa%Q-"% GX)LT Interest $428 mill. 445% | 459% | 42.3% | 405% | 404% | 362% | 39.5% | 38.2% | 374% | 36.5% | 37.0% | 37.0% |Income Tax Rate 37.0%
o 27% | 32% | 38% | 55% | 27% | 48% | 46% | 45% | 55% | 50%| 50%| 4.0% AFUDC % to Net Profit 4.0%
Leases, Uncapitalized Annual rentals $29 mill. 54.0% | 50.5% | 46.3% | 44.8% | 42.1% | 38.3% | 40.4% | 40.4% | 40.3% | 42.0% | 43.5% | 44.5% |Long-Term Debt Ratio 47.0%
45.5% | 49.0% | 53.2% | 55.2% | 57.9% | 61.7% | 59.6% | 59.6% | 59.7% | 58.0% | 56.5% | 55.5% |Common Equity Ratio 53.0%
Pension Assets-12/15 $5039 mill. | 16041 | 15856 | 16513 | 17452 | 17731 | 17467 | 19470 | 20446 | 21900 | 22575 | 23325 | 24700 |Total Capital ($mill) 29700
Pid Stock None Oblig 85522 mill | 43575 | 14433 | 15440 | 16390 | 17849 | 19736 | 21645 | 23589 | 26539 | 28400 | 29750 | 31150 |Net Plant ($mill) 32900
104% | 11.2% | 11.0% | 10.4% | 102% | 8.1% | 75% | 84% | 86% | 7.0%| 7.0% | 7.0% |Returnon Total Cap’l 7.0%
Common Stock 505,896,218 shs. 17.9% | 18.8% | 17.7% | 16.2% | 154% | 115% | 10.7% | 125% | 12.9% | 10.5% | 11.0% | 11.0% |Return on Shr.Equity | 11.5%
as of 10/18/16 18.1% | 19.0% | 17.8% | 16.2% | 15.4% | 11.5% | 10.7% | 12.5% | 12.9% | 10.5% | 11.0% | 11.0% |Return on Com Equity E | 11.5%
MARKET CAP: $22 billion (Large Cap) 9.9% | 105% | 10.1% | 9.0% | 8.6% | 48% | 44% | 63% | 68% | 45%| 45%| 4.0% |Retainedto Com Eq 4.5%
ELECTRIC OPERATING STATISTICS 45% | 45% | 43% | 45% | 44% | 58% | 59% | 49% 47% | 59% | 59% | 61% |All Div'ds to Net Prof 59%
9% Chenge Retal Sales (KWH) 20_18 2_011g 23213 BUSINESS: Public Service Enterprise Group Incorporated is a The company no longer breaks out data on electric and gas operat-
Avg. Indus. Use (MWH) NA NA NA | holding company for Public Service Electric and Gas Company ing statistics. Fuel costs: 31% of revenues. '15 reported deprecia-
Avg. Indust. Revs. per KWH(c) NA NA NA | (PSE&G), which serves 2.2 million electric and 1.8 million gas cus- tion rate (utility): 2.5%. Has 12,700 employees. Chairman, Presi-
gap’;lCL‘Wg‘ geak(Mw;w 10 4’\{'3‘ 9 4'% gsi\éé tomers in New Jersey, and PSEG Power LLC, a nonregulated dent & Chief Executive Officer: Dr. Ralph Izzo. Inc.: New Jersey.
Aﬁﬁuaffoa’ﬁ?c%?r& ) NA NA NA | power generator with nuclear, gas, and coal-fired plants in the ~Address: 80 Park Plaza, P.O. Box 1171, Newark, New Jersey
% Change Customers ea‘/g.) NA NA NA | Northeast. PSEG Energy Holdings is involved in renewable energy. 07101-1171. Telephone: 973-430-7000. Internet: www.pseg.com.
Fired Charge o, (%) 520 635 705 | Public Service Enterprise Group’s spend an estimated $1.975 billion-$2.125
ANNUAL RATES Past Past Estd 13-15 utll-lty subs1d1a‘ry has become .the billion on three gas-fired facilities (1,780
ofchange (persh)  10Yrs.  5Yrs. to’2072 | Main source of income—and earnings megawatts in all) in Maryland, New Jer-
Revenues 15% -40% 1.0% | growth — for the company. Several sey, and Connecticut. The plants will come
EC?:J:]FIow” g%‘;ﬁ’ 3%’ ‘é‘?’,‘é years ago, this was not the case. PSEG’s on line in 2018 and 2019.
Dvidesss 30% 254 £0% | main nonutility subsidiary, PSEG Power, PSE&G received a rate increase at the
Book Value 75% 70% 35% | generated thlf bulk cff corporatf1 profits. start of the new year, and another fil-
. That was when conditions in the power ing will occur at the start of Novem-
eﬁgla-r M§93A1RT§5#Y3%EVSEE;I)J.§%($Blgt).31 \I;:;Ir markets were more favorable for owners of ber. Every year, the utility’s transmission
2014 | 3223 2249 264 2773 10886 merchant (i.e., noncontracted) generating business receives rate relief from thg Eed-
2015 | 3135 2314 o688 2278 | 10415 | @ssets than they are today. PSEG Power eral Energy Regulatory Commission
2016 | 2616 1905 2450 2279 | 9250 | has managed well through the downturn, through a forward-looking formula rate
2017 | 2700 1950 2500 2250 | 9400 | but has not been immune to difficult mar- plan. This year’s increase is $121 million.
2018 | 2750 2000 2550 2300 | 9600 | ket conditions. On the other hand, Public PSE&G will file an electric and gas rate
Cal- EARNINGS PER SHARE A Full Service' E}ectric and Ggs’ ipvesj:ments in case in November, in which it will seek
endar |Mar31 Jun30 Sep.30 Dec.31| Year | transmission and distribution infrastruc- recovery of costs that aren’t subject to reg-
2014 75 0 57 94 | 299 ture are expanding the utility’s rate base. ulator): tracking mechamsr_ns. .
2015 | 115 ‘68 ‘87 50 | 330| PSE&G has a storm-hardening program We think the board of directors raised
2016 | 93 37 94 51 | 275| that was developed after Hurricane Sandy the dividend shortly after this report
2017 9 60 .80 .50 | 285| hit the service area in the fall of 2012. went to press. We estimate a boost of two
2018 | 1.00 60 80 50 | 290| Most of these expenditures are recoverable cents a share (4.9%) quarterly, the same
Cal- | QUARTERLY DIVIDENDS PAID Bmt | Full in rates concurrently, which lessens the ef- hike as in each of the past two years.
endar |Mar31 Jun30 Sep.30 Dec31| Year | fects of regulatory lag. Electric transmis- This timely stock is suitable for con-
2013 | 36 36 36 36 144 Sion is a key growth area for the utility. servative utility investors. It has our
2014 | 37 37 37 37 148 The allowed return on equity for transmis- top rank for Safety. The dividend yield and
2015 | 39 39 39 39 156 | sion is greater than that for distribution. 3- to 5-year total return potential are each
2016 | .41 M M M 164| This is not to say that there is no above the utility averages.
2017 growth at PSEG Power. This unit will Paul E. Debbas, CFA February 17, 2017

(A) Diluted EPS. Excl. nonrecur. gain (losses): | 3¢; 08, 40¢; '11, 13¢. Next egs. report due late | Incl. intang. In 15: $6.56/sh. (D) In mill., adj. for
Feb. (B) Div'ds histor. paid in late Mar., June, | split. (E) Rate base: Net orig. cost. Rate al-
Sept., and Dec. = Divd reinvestment plan |lowed on com. eq. in "10: 10.3%; earned on
avail. T Shareholder investment plan avail. (C) | avg. com. eq., '15: 13.2%. Reg. Climate: Avg.

material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

'02, ($1.30); '05, (3¢); '06, (35¢); '08, (96
‘09, 6¢; 11, (34¢); '12, 7¢; 16, (30¢); gains
(loss) from disc. ops.: '05, (33¢); ‘06, 12¢; '07,
© 2017 Value Line, Inc. All rights reserved. Factual
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RECENT PEE Trailing: 17.5 | RELATIVE DIVD
SCANA CORPI NYSE-scG PRICE 69.49 RATIO 17.1 (Mediag: 14.0) PIE RATIO 0-88 YLD 3-5% Page .
TMELNESS 3 wweotoorr | 10| 20| $35) 57E| 380| 42| Seo| 99| 47| 6| se| 5| & Target Price Range
SAFETY 2 Lowred910% | LEGENDS _
—— 0.71 x Dividends p sh 128
TECHNICAL 1 Raised2/10/17 dvided by Inerest Rate
.-+ Relative Price Strength %
BETA .65 (1.00 = Market) Options: Yes . L~~~ ] 1 | 00 |eeeeedee==a 80
—2020-22 PROJECTIONS | haded area indicates recession D 64
) . Ann’l Total X RINT! In|-|.|'I I|'|.I||III ----------- 48
_ Price  Gain Return o o \ — . b T 40
High 85 (+20%; 9% [T, T S T T »
Low 60 (-15%, 1% S W S M1
Insider Decisions B S A P o S 24
AMJJASOND S P Ry "
By 0000000O0HO SespetStesT_ Seuce 16
Opions 2 01220200 12
tsel_ 000000000 % TOT. RETURN 1/17
Institutional Decisions THIS  VLARITH*
102016 202016 302016 | porcent 21 o STock  TWDEX |
Nl T B0y oys | Shares 4 gt pb T T R yr. 628 258 |
HIGs(000) 95492 93877 92291 TR ELRLRRERE RRARRRRRRRRFRRARRARRARRFRRARRARRAR RAARRERRRRRFRRRRAERYARRARRRARRARRFRRARRRRRERRFRARRRRRRARA Sy 868 849
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 [ 2010 [2011 {2012 [2013 [2014 [2015 [2016 [2017 [2018 | ©VALUE LINEPUB.LLC|20-22
3295| 2665| 30.85| 3453 | 41.66| 39.11| 3961 | 4516 | 3435 | 36.10 | 3395 | 31.63 | 31.88 | 34.70 | 30.65| 2870 | 29.05| 30.00 |Revenues per sh 33.50
455| 456| 495| 528 743| 568| 573 586 | 563 5.91 6.01 630 | 653 | 691 6.70 705| 735| 7.55|“Cash Flow” per sh 9.00
215| 238| 250| 267, 278| 259| 274| 295 285 298 | 297 | 315| 339 379 3.81 400| 4.15| 4235 |Earnings persh A 5.00
1.20 1.30 1.38 1.46 1.56 1.68 1.76 1.84 1.88 1.90 1.94 198 | 203 | 210 2.18 2.30 242 | 254 |Div'd Decl'd persh Bmt| 290
499 |  6.41 694 | 486 | 338| 452 6.21 768 | 741 6.87 | 6.81 8.16 784 | 765 8.07 | 11.55| 1545 11.70 |Cap’l Spending per sh 8.75
2095 | 1964 | 20.82| 21.78| 23.35| 24.39| 2537 | 2585 | 27.63 | 29.05 | 29.94 | 31.47 | 33.08 | 3495 | 38.09 | 39.80| 41.60| 43.70 Book Value persh ¢ 50.00
104.73 | 110.83 | 110.74 | 11252 | 114.67 | 116.67 | 116.67 | 117.78 | 123.34 | 127.45 | 129.88 | 132.01 | 141.00 | 142.70 | 142.90 | 142.90 | 142.90 | 145.00 |Common Shs Outst'g D | 149.00
12.6 12.2 13.0 13.6 14.4 15.4 15.0 12.7 11.6 12.9 13.7 14.8 14.4 13.7 14.7 17.5 | Bold figyres are |Avg Ann’l P/E Ratio 145
.65 67 74 72 a7 83 80 .76 77 82 .86 94 81 72 74 .90 Value|Line Relative P/E Ratio .90
44% | 45% | 42% | 40% | 3.9% | 42% | 43% | 4.9% | 57% | 49% | 48% | 42% | 42% | 41% | 39% | 33% | "™ Ayg Ann'l Divid Yield 4.0%
CAPITAL STRUCTURE as of 9/30/16 4621.0 | 5319.0 | 4237.0 | 4601.0 | 4409.0 | 4176.0 | 4495.0 | 4951.0 | 4380.0 | 4100 | 4150 | 4350 |Revenues ($mill) 5000
Total Debt $7367 mill. Due in 5 Yrs $2009 mil. 327.0 | 353.0 | 357.0 | 376.0 | 387.0 | 420.0 | 471.0 | 538.0 | 544.0 575 600 630 | Net Profit ($mill) 750
(LLTT'?:t‘;‘rjg“e7a2”:2'('j';36X)LT Interest §355 mill. 292% | 354% | 52.0% | 29.8% | 30.3% | 30.2% | 32.1% | 316% | 318% | 32.0% | 32.0% | 32.0% |Income Tax Rate 33.0%
o 46% | 85% | 143% | 80% | 54% | 76% | 87% | 91% | 7.7% | 80%| 10.0% | 8.0% AFUDC % to Net Profit 3.0%
Leases, Uncapitalized Annual rentals $10 mill. 48.4% | 58.0% | 56.8% | 52.9% | 54.3% | 54.4% | 53.6% | 52.6% | 51.9% | 53.5% | 53.5% | 56.5% |Long-Term Debt Ratio 53.5%
Pension Assets-12/15 $781.7 mill. 49.7% | 40.5% | 43.2% | 47.1% | 45.7% | 45.6% | 46.4% | 47.4% | 48.1% | 46.5% | 46.5% | 43.5% |Common Equity Ratio 45.5%
Oblig $855.4 mill. [ 59520 | 7519.0 | 7891.0 | 7854.0 | 8511.0 | 9103.0 | 10059 | 10518 | 11325 | 12175 | 12750 | 14525 |Total Capital ($mill) 16000
Pfd Stock None 7538.0 | 8305.0 | 9009.0 | 9662.0 | 10047 | 10896 | 11643 | 12232 | 13425 | 14650 | 16400 | 17625 |Net Plant ($mill 20100
73% | 62% | 61% | 65% | 62% | 63% | 62% | 66% | 62% | 6.0%| 6.0%| 6.0% |Returnon Total Cap’l 6.0%
Common Stock 142,916,917 shs. 106% | 11.2% | 105% | 10.2% | 10.0% | 10.1% | 10.1% | 10.8% | 10.0% | 10.0% | 10.0% | 10.0% |Return on Shr.Equity | 10.0%
as of 10/31/16 10.8% | 11.4% | 10.2% | 10.2% | 10.0% | 10.1% | 10.1% | 10.8% | 10.0% | 10.0% | 10.0% | 10.0% |Return on Com Equity E| 10.0%
MARKET CAP: $9.9 billion (Large Cap) 40% | 44% | 36% | 38% | 3.6% | 39% | 41% | 49% | 43% | 45%| 45% | 4.0% |Retainedto Com Eq 4.5%
ELECTRIC OPERATING STATISTICS 64% | 62% | 66% | 63% | 64% | 61% | 60% | 55% 57% | 57% | 58% | 58% |AllDiv'ds to Net Prof 57%
9 Change Relai Seles (KWH) 20+1§ %&1% 20_13 BUSINESS: SCANA Corporation is a holding company for South  5%. Generating sources: coal, 48%; oil & gas, 28%; nuclear, 19%;
Avg. Indus. Use (MWH) 8180 NA NA | Carolina Electric & Gas Company, which supplies electricity to  hydro, 3%; purchased, 2%. Fuel costs: 46% of revenues. '15
Avg. Indust. Revs. per KWH (¢) 7.27 NA NA | 707,000 customers in central, southern, and southwestern South  reported depreciation rate: 2.6%. Has 5,800 employees. Chairman,
gap’;lCL‘Wg”S(%'e”d MW; ‘5‘%% iggg 4515% Carolina. Supplies gas service to 1.3 million customers in North CEO & President: Kevin B. Marsh. Incorporated: South Carolina.
Aﬁgua\ol.aoa’d Eggg}?r(% W 58.8 NA NA | Carolina, South Carolina, and Georgia. Electric revenue break- —Address: 100 SCANA Parkway, Cayce, South Carolina 29033. Tel-
% Change Customers eyr-end) +1.2  +1.4 +1.5 | down: residential, 44%; commercial, 33%; industrial, 18%; other, ephone: 803-217-9000. Internet: www.scana.com.
Fied Charge Cor. (%) 203 307 323 SCANA’S electri.c utility subsidiary Rate rglief should enable earnings to
ANNUAL RATES Past Past Estd 1315 ha§ fixed the price of the two nuclear climb in 2017 and 2018. Every year,
ofchange (persh)  10Yrs.  5Yrs. to’20-2 | units under construction. Units 2 and 3 SCE&G receives a rate hike under the
Revenues -1.0% -3.5% 5% | of the Summer plant are expected to come state’s Base Load Review Act for its con-
é%?:ii; F;OW” ég‘;ﬁ ﬁ%" f’-g‘? on line in August of 2019 and August of struction work in progress for the afore-
Dvidesss 35% 05% 45% | 2020. The project has had delays and cost mentioned nuclear units. The most recent
Book Value 50% 5.0%  50% overrélzmé, S0 Last fall South Carolina Elec- increase was $64.4 million (2.7%), last No-
. tric as chose to exercise its option to vember. This year, SCE&G and PSNC En-
eﬁgla-r M§93A1RT§5#Y3%EVSEE;I)J.§%($Blgt).31 \I;:;Ir fix the cost at $7.658 billion. This repre- ergy will have a full year’s benefit of the
2014 11590 1026 1121 1212 1a951.0 sented an increase of $831 mllllop, but re- gas rate increases that took effect in No-
2015 |1389 967 1068 956 43800 | duced uncertainty about the project. Any Vembe}“ of 2016. . .
2016 |1172 905 1093 930 |4100 | excess costs will be absorbed by the con- We think the board of directors raised
2017 |1200 950 1000 1000 |4150 | tractor, Westinghouse. However . . . the dividend shortly after this report
2018 1250 1000 1050 1050 (4350 | There is still some risk associated went to press. In recent years, the board
Cal- EARNINGS PER SHARE A Full with the project. Toshiba, the parent of has reviewed the dividend in mid-
endar |Mar31 Jun30 Sep.30 Dec31| Year | Westinghouse, is experiencing financial February. We estimate an increase of
2014 | 137 8 1.01 73 1 379 troubles and has had its credit ratings $0.03 a share (5.2%), the same hike as a
2015 | 139 %9 104 59 | 381 | downgraded by the rating agencies. If year ago, effective with the April payment.
2016 | 123 74 132 .71 | 400| problems arise that make Westinghouse SCANA is targeting a payout ratio in a
2017 | 135 .75 125 .80 | 4.15| unable to complete construction, SCE&G range of 55%-60%.
2018 | 1.40 80 1.30 85 | 4.35| has contingency plans and some forms of SCANA stock has a valuation that is
Cal- | QUARTERLY DIVIDENDSPAIDB=t | Full protection, such as surety bonds. In any typical for a utility. The dividend yield
endar |Mar31 Jun30 Sep.30 Dec31| Year | C@se, the market appears to be taking the is near the industry average. Like most
2013 | 495 5075 5075 5075 02| comstruction risks in stride. SCANA utility issues, the recent quotation is
2014 | 5075 525 505 5% | 208 stock’s 25.0% total return in 2016 put the within our 3- to 5-year Target Price
2015 | 505 545 545 545 | o4g| e€quity in the upper half for the electric Range. Total return potential over that
2016 | 545 575 575 575 | 207| utility industry, and exceeded the group time frame is also average for the group.
2017 | 575 median of 18.7%. Paul E. Debbas, CFA February 17, 2017

(A) Diluted earnings. Excl. nonrecurring gains
(losses): '01, $3.00; '02, ($3.72); '03, 31¢; '04,
(23¢); ‘05, 3¢; ‘06, 9¢; '15, $1.41. Next earn-

paid

in early Jan., Apr., July, & Oct. = Div'd

reinvestment plan available. t Shareholder in-
vestment plan available. (C) Incl. intangibles. In | NC: 9.7% in "16; earned on avg. com. eq., '15:
ings report due late April. (B) Div'ds historically | '15: $13.55/sh. (D) In millions. (E) Rate base:
© 2017 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

10.6%. Regulatory Climate

Net original cost. Rate allowed on com. eq. in
SC: 10.25% elec. in '13, 10.25% gas in '05; in

Company’s Financial Strength B++
Stock’s Price Stability 95
Price Growth Persistence 55
: Above Average. Earnings Predictability 100
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RECENT PEE Trailing: 25.7' | RELATIVE DIVD

SEMPRA ENERGY NYSE-SRE PRICE 103.40 RATIO 20-2 (MedlarﬁJ 130) PIE RATIO 1.02 YLD 3.2% Page L
TMELNESS 3 wweotnasrs | o) 472) 730 8581 RS 35| 5| N8| %3] %8| 'Y '3 w7 Target Price Range
SAFETY 2 Rased72916 | LEGENDS

—— 0.97 x Dividends p sh
TECHNICAL 4 Lowered 1230116 dvided by Inerest Rate 200
...+ Relative Price Strength - 160

BETA .80 (1.00 = Market) Options: Yes -~

" 2019-21 PROJECTIONS | haded area indicates recession M‘K e e 100
Ann’l Total T fryrt b —— =g P

_ Price Galr: Rellirn . e o
ng 182 ((?80//3 gé; Y HE T . i'."'_._w"« g ) 28
Insider Decisions v “.'.."':l" ”':.....- T Ul s - - 40

MAMUJJASO N il )l " U O s e %

R e
Sl _20 1102000 % TOT. RETURN 12/16
Institutional Decisions THIS VL ARITH.!

102016 202016 302016 STOCK  INDEX

vy v “m wm W |t e e et FH LR VAR

o Sel A T Iy Al oy oy s P1 N TP . . g L
Hasii 203184 19665 200473 | " & T T Sy 1108 952
2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 [ 2009 [ 2010 [2011 [2012 [2013 |2014 [ 2015 [2016 [2017 | ©VALUELINE PUB.LLC|19-21

3538 | 39.27| 29.38 | 34.81| 40.18 | 4564 | 4489 | 4379 | 4421 | 32.88 | 3744 | 4183 | 39.80 | 43.18 | 4480 | 4120 | 39.85| 40.70 |Revenues per sh 48.25

491 539| 571 556| 658| 596 674| 6.93 740 794 | 776 | 858 | 892 887 941 | 10.32 9.25| 11.00 | “Cash Flow” per sh 14.25
206| 255 279| 3.01 393| 352| 4.23 426 | 443 | 478 | 402 | 447 | 435| 422 463 5.23 3.85| 5.20 |Earnings per sh A 7.50
1.00 1.00 1.00 1.00 1.00 1.16 1.20 1.24 1.37 1.56 1.56 192 | 240 | 252 264 | 280 3.02 3.28 |Div'd Decl'd per shBm 4.00
376| 522| 592| 463 462| 546 728| 770 847 | 776 858 | 11.85 | 1220 | 1052 | 12.68 | 1271 | 14.15| 10.30 |Cap’l Spending per sh 11.25

1235 | 1317 | 13.79| 1747 | 2078 | 2395| 2866 | 31.87 | 3275 | 36.54 | 37.54 | 41.00 | 4242 | 4503 | 4598 | 47.56 | 49.40 | 51.20 |Book Value per sh © 56.25

201.90 | 204.48 | 204.91 | 226.60 | 234.18 | 257.19 [ 262.01 | 261.21 | 243.32 | 246.51 | 240.45 | 239.93 | 242.37 | 244.46 | 246.33 | 248.30 | 251.00 | 253.00 |Common Shs Outst'g O | 242.00
94 9.7 8.2 9.0 8.6 11.8 11.5 14.0 11.8 10.1 12.6 1.8 14.9 19.7 21.9 19.7 26.8 Avg Ann’l P/E Ratio 15.0
.61 50 45 51 45 63 62 74 71 .67 .80 74 .95 1.1 1.15 1.00 1.40 Relative P/E Ratio .95

52% | 41% | 44% | 37% | 29% | 28%| 25% | 21% | 26% | 32% | 31% | 3.6% | 3.7% | 3.0% | 26% | 27% | 2.9% Avg Ann’l Div'd Yield 3.5%
CAPITAL STRUCTURE as of 9/30/16 11761 | 11438 | 10758 | 8106.0 | 9003.0 | 10036 | 9647.0 | 10557 | 11035 | 10231 | 10000 | 10300 |Revenues ($mill) 11700
Total Debt $17295 mill. Due in 5 Yrs $7861 mill. | 11180 | 1135.0 | 1123.0 | 1193.0 | 1008.0 | 1088.0 | 1079.0 | 1060.0 | 1162.0 | 1314.0 | 1025 | 1425 | Net Profit ($mill) 1930
hzlnggzgﬁﬁzga’";&lizeﬂeg‘s‘g;es‘ $566 mill 31.3% | 33.6% | 29.2% | 305% | 26.5% | 25.3% | 18.2% | 265% | 19.7% | 192% | 29.5% | 29.0% |Income Tax Rate 28.0%
(LT interest eamedt: 3.%) 7.2% | 115% | 13.2% | 10.6% | 11.3% | 152% | 17.2% | 11.2% | 144% | 15.3% | 21.0% | 14.0% AFUDC % to Net Profit | 10.0%

37.0% | 34.8% | 44.5% | 44.8% | 49.4% | 50.4% | 52.8% | 50.5% | 51.7% | 52.6% | 53.0% | 53.0% |Long-Term Debt Ratio 57.5%

Leases, Uncapitalized Annual rentals $71 mill. 61.4% | 63.7% | 54.2% | 54.1% | 49.6% | 49.2% | 46.7% | 49.4% | 48.2% | 47.3% | 47.0% | 47.0% |Common Equity Ratio 42.5%
Pension Assets-12/15 $2484 mill. | 12229 | 13071 | 14692 | 16646 | 18186 | 20015 | 22002 | 22281 | 23513 | 24963 | 26275 | 27700 |Total Capital ($mill) 31900
prd St A  Oblig. $3649 mil. | 13175 | 14884 | 16865 | 18281 | 19876 | 23572 | 25191 | 25460 | 25002 | 28039 | 30250 | 31375 Net Plant ($mill 34600

ock $20 mill. ~ Pfd Div’d $1.2 mill. 5 5 5 5 5 s P 5 P P 5 o ; 5

811,073 shs. 6% cum., $25 par. 103% | 96% | 85% | 83% | 68% | 67% | 6.1% | 60% | 6.1% | 64% | 50%| 6.5% |Returnon Total Cap’l 7.5%
Common Stock 250,060,973 shs. 145% | 13.3% | 13.8% | 13.0% | 10.9% | 109% | 10.4% | 9.6% | 10.2% | 11.1% | 8.0% | 10.0% |Returnon Shr.Equity | 13.5%
as of 10/27/16 14.8% | 13.5% | 14.0% | 131% | 11.1% | 11.0% | 104% | 9.6% | 10.3% | 11.1% [ 8.0% | 10.0% |Return on Com Equity E| 13.5%
MARKET CAP: $26 billion (Large Cap) 1.0% | 97% | 97% | 93% | 70% | 65% | 51% | 41% | 50% | 58% | 20% | 4.0% |Retainedto ComEq 6.0%
ELECTRIC OPERATING STATISTICS 26% | 29% | 3% | 29% | 37% | 41% | 52% | 58% 52% | 48% | 77% | 62% |AllDiv'ds to Net Prof 54%
9 Change Relai Seles (KWH) 2011g ":0113 0118 BUSINESS: Sempra Energy is a holding co. for San Diego Gas & gas. Has subs. in gas pipeline & storage, power generation, & li-
Avg. Indus. Use (MWH) 4279 4543 4683 | Electric Company, which sells electricity & gas mainly in San Diego  quefied natural gas. Sold commodities business in '10. Power
Avg. Indust. Revs. per KWH (¢) 13.10 16.55 17.58 | County, & Southern California Gas Company, which distributes gas  costs: 37% of revs. '15 reported deprec. rates: 2.7%-5.7%. Has
gapﬁ‘yz‘ geak(M ;‘4 NME NME NME to most of Southern California. Customers: 1.4 mill. electric, 6.6 17,400 employees. Chairman and CEO: Debra L. Reed. President:
Aﬁgua\ol.aoad Em?rg/ ) NME  NME  NME | mill. gas. Elec. rev. breakdown: residential, 41%; commercial, 42%; ~Mark A. Snell. Inc.: CA. Address: 488 8th Avenue, San Diego, CA
% Change Customers ew nd) +5 +.6 +.7 | industrial, 10%; other, 7%. Purchases most of its power; the rest is  92101. Tel.: 619-696-2000. Internet: www.sempra.com.

Fied Charge Cor. (%) 307 288 205 | Sempra Energy’s. Can}eron liguefied lion through the sale of its 25% stake in
ANNUAL RATES Past Past Estd 13-15 natural gas project is experiencing the Rockies Express gas pipeline, but re-
of change (persh) 10 Yrs. 5Vrs.  to’19-21 delays. The contractor now estimates that corded a $27 million (aftertax) nonrecur-
Revenues 5% 25% 20% | the three trains will be delayed until mid- ring loss on the deal. Also in connection
‘é%?:i';Féow” ‘é%‘(’? ‘1‘2“? gg‘? 2018, late 2018, and mid-2019. Previously, with this sale, the company recorded a
Dividegds 95% 120% 7o% | all three were expected to begin operating $123 million charge for the permanent re-
Book Value 85% 55% 35% | in 2018 and bfgf in slfrvice for all of 2019. lease of pipeline capacity, but we included

. This will not affect the company’s earnings this in our presentation due to its opera-
eﬁgla-r M§93A1RT§5#Y3%EVSEE;I)J.§%($Blgt).31 \I;:;Ir this year, but will reduce its income in tional nature. That’s why earnings in the

2013 | 2650 2651 2551 2705 110557 2018 and 2019. (Quarterly profits when all second quarter of 2016 were depressed,

2014 | 2795 o678 2815 5747 |11035 | three trains are in service are projected at and why the year-to-year profit compari-

2015 | 2682 2367 2481 2701 10231 $80 million.) Sempra mlght be ehglble for son should be easy 1n 2017.

2016 | 2622 2156 2535 2687 |10000 | damage payments due to the delay. Even We expect a significant dividend hike

2017 | 2750 2250 2550 2750 |10300 | so, this understandably concerns the mar- at the board meeting in February.

Cal- EARNINGS PER SHARE A Full ket, and the stock has underperformed Sempra has set a goal of 8%-9% annual
endar |Mar31 Jun.30 Sep.30 Dec.31| Year most utility issues since late October dividend growth through 2020, and we

2013 54 146 109 113 | 422 (when the announcement was made). think the possible setback with Cameron

2014 99 108 139 118 | 43| The year that just ended was an ac- will not change this target. We look for a

2015 | 174 103 99 147 | 523| tive one for dealmaking. Most notably, raise of $0.065 a share (8.6%) in the quar-

2016 | 1.47 06 102 130 | 385| the company’s Mexico subsidiary, IEnova, terly payout.

2017 | 1.75 105 105 135 | 520| bought its partner’s 50% stake in a mid- The dividend yield of Sempra stock is

Cal- | QUARTERLYDIVIDENDSPADE= | pun | Stream gas joint venture for $1.1 billion, below the industry average. This re-
endar |Mar31 Jun30 Sep.30 Dec3i| Year | and booked a $350 million (aftertax) non- flects the company’s strong dividend

2013 | 60 63 63 63 549 | Tecurring gain in connection with the ac- growth potential. Like many utility equi-

2014 | 63 6 6 66 ot | quisition. IEnova also paid $852 million ties, Sempra’s recent quotation is within

2015 | 66 70 70 70 276 | for a wind project. To help finance its in- our 2019-2021 Target Price Range. Thus,

2016 | 70 755 755 755 | 2097 | vestments, IEnova had a $1.6 billion equi- total return potential is unspectacular.

2017 ty offering. Sempra also raised $443 mil- Paul E. Debbas, CFA January 27, 2017
(A) Dil. EPS. Excl. nonrec. gains (Iosses) ‘05, |'05, (4¢); 06, $1.21;°07, (10¢). '14 EPS don't | $18.11/sh. (D) In mill. (E) Rate base: Net orig. | Company’s Financial Strength A
17¢;°06, (6¢); ‘09, (26¢); '10, ($1.05 sum due to rounding. Next egs. due late Feb. | cost. Rate allowed on com. eq.: SDG&E in '13: | Stock’s Price Stability 100
$1.15; 12, (98¢); '13, (30¢); 15, 14¢, 16 (B) Div'ds paid mid-Jan., Apr., July & Oct. = 10.3%; SoCalGas in '13: 10.1%; earn. on avg. | Price Growth Persistence 80
$1.23; gain (losses) from disc. ops.: ‘04, (10¢); | Div'd reinv. plan avail. (C) Incl. intang. In '15: | com. eq., "15: 11.2%. Regul. Climate: Average. | Earnings Predictability 80

© 2017 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
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ANNUAL RATES Past

Past Est'd'13-'15

proved a settlement regarding the
construction of two units at Southern

RECENT PEE Trailing: 16.7 | RELATIVE DIVD
SOUTHERN COMPANY NYSE-so PRICE 48.76 RATIO 18-1 (Mediag: 16.0) PIE RATIO 0.93 YLD 4-7% Page !
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T o g PN
to Sell 403 422 463 shares 12 | .il [T 1T i YY1 YT 11T IV L ISR 1 T Y 1| IR TTIRA A i I i|| Il |Ii| 3)"': 36:1 25:8 N
Hasii) 470025 478780 aoses | " T Sy 362 849
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 [ 2010 [2011 {2012 [2013 [2014 [2015 [2016 [2017 [2018 | ©VALUE LINEPUB.LLC|20-22
1454 | 1473 | 1531 | 16.05| 1828 | 19.24| 2042 | 2204 | 1921 | 2070 | 20.41 | 19.06 | 19.26 | 20.34 | 19.18 | 19.35| 21.75| 22.30 |Revenues per sh 25.00
355| 346| 353 365 4.03| 401| 422| 443| 443 | 451 | 491 518 | 527 | 528 | 547 | 530| 585| 6.05|“CashFlow” persh 7.00
1.61 185 197| 206| 213| 210| 228 | 225| 232 | 236| 255| 267 | 270 | 277 | 284 270| 295| 3.10 Earningspersh A 3.75
134 136| 139| 142| 148| 154| 160, 166| 173 180 | 187 | 194 | 201 | 208 | 215| 222| 230| 238|DivdDecldpershBut| 262
375 379 272| 28| 320 401| 465| 510 570 | 485| 523 | 554 | 616 658 | 622| 1030 8.85| 8.10 |Cap’l Spending per sh 7.25
1143 | 1216 | 1313 | 13.86 | 1442 | 1524| 1623 | 17.08 | 18.15| 19.21 | 2032 | 21.09 | 2143 | 21.98 | 2259 | 2860 | 29.55| 30.50 |Book Value per sh © 33.50
698.34 | 716.40 | 734.83 | 741.50 | 741.45 | 746.27 | 763.10 | 777.19 | 819.65 | 843.34 | 865.13 | 867.77 | 887.09 | 907.78 | 911.72 | 991.00 | 1003.0 | 1015.0 |Common Shs Outst'g © | 1021.0
14.6 14.6 14.8 14.7 156.9 16.2 16.0 16.1 13.5 14.9 15.8 17.0 16.2 16.0 15.8 18.6 | Bold figyres are |Avg Ann’l P/E Ratio 145
75 80 84 78 85 87 85 97 .90 .95 99 | 1.08 91 84 80 95| ValuelLine |Relative P/E Ratio .95
57%| 5.0%| 47%| 47% | 44% | 45% | 44% | 46% | 55% | 51% | 46% | 43% | 46% | 47% | 48% | 44%| "™ ayg Ann'l Divid Yield 4.9%
CAPITAL STRUCTURE as of 9/30/16 15353 | 17127 | 15743 | 17456 | 17657 | 16537 | 17087 | 18467 | 17489 | 19200 | 21800 | 22650 |Revenues ($mill) 25500
Total Debt $45474 mill. Duein 5 YrsNA 1782.0 | 1807.0 | 1910.0 | 2040.0 | 2268.0 | 2415.0 | 2439.0 | 2567.0 | 2647.0 | 2675 | 3050 | 3230 |Net Profit ($mill) 3895
(LLTT':I’:t‘;‘r 41850 mil. 0x)LT Interest $1454 mill. 51 6%, 336% | 31.9% | 335% | 35.0% | 35.6% | 34.8% | 33.8% | 334% | 33.5% | 33.5% | 33.5% Income Tax Rate 33.5%
Leases, Uncapitalizéd Annual rentals $121 mill, 9.5% | 12.3% | 14.9% | 13.7% | 10.2% | 9.4% | 11.6% | 13.9% | 13.2% | 13.0% | 12.0% | 11.0% |AFUDC % to Net Profit 9.0%
Pension Assets-12/15 $9234 mill. Ob $10542 mill. | 51.2% | 53.9% | 53.2% | 51.2% | 50.0% | 49.9% | 51.5% | 49.5% | 52.8% | 56.0% | 56.5% | 57.0% |Long-Term Debt Ratio 57.0%
Pfd Stock $1508 mill. ~ Pfd Div’d $44 mill. 44.9% | 42.6% | 43.6% | 45.7% | 47.1% | 47.3% | 45.8% | 47.3% | 44.0% | 42.0% | 41.5% | 41.0% |Common Equity Ratio 41.0%
Incl. 1 mill. shs. 4-3%'5-4:‘% cum. pfd. ($100 par); | 27608 | 31174 | 34091 | 35438 | 37307 | 38653 | 41483 | 42142 | 46788 | 67850 | 71400 | 75225 |Total Capital ($mill) 83100
152 il she. 5.2% .63 p/f dcfng'sp:%m par:2 | 33327 | 35678 | 39230 | 42002 | 45010 | 48390 | 5120 | 54868 | 61114 | 78675 | 84650 | 89850 Net Plant (Smill) 102700
5.6%-6.5% noncum. pfd. ($1 00 par); 8’miII. shs. 7.9% 71% 6.9% 7.0% 7.2% 7.3% 6.8% 71% 6.6% 5.0% 5.0% 5.5% |Return on Total Cap’l 5.5%
5.63%-6.5% noncum. pfd. ($1 par). 132% | 12.6% | 12.0% | 11.8% | 12.2% | 125% | 12.1% | 12.1% | 12.0% | 9.0% | 10.0% | 10.0% |Return on Shr. Equity 11.0%
Common Stock 979,999,480 shs. 14.0% | 131% | 124% | 12.2% | 125% | 12.8% | 12.56% | 125% | 12.6% | 9.0% | 10.0% | 10.0% |Return on Com Equity E| 11.0%
MARKET CAP: $48 billion (Large Cap) 43% | 35% | 32% | 3.0% | 34% | 36% | 32% | 32% | 3.1% | 15%| 20% | 25% |Retainedto Com Eq 3.5%
ELECTRIC OPERATING STATISTICS 0% | 74% | 75% | 77% | 73% | 73% | 75% | 75% 76% | 81% | 77% | 76% |AllDiv'ds to Net Prof 70%
RS K 3 o83 222 | BUSINESS: The Southern Gompany, through its subs, supplies GA, 50%; AL, 34%; FL, 9%; MS, 7%. Generaling sources: gas &
Avg. Indus. Use (MWH) 3277 3384 3371 | electricity to 4.6 million customers in GA, AL, FL, and MS. Also has oil, 44%; coal, 32%; nuclear, 15%; hydro, 3%; purchased, 6%. Fuel
Avg. Indust. Revs. per KWH (¢) 6.08 6.37 5.88 | a competitive generation business. Acqd AGL Resources costs: 31% of revs. '15 reported depr. rate (utility): 3.0%. Has
ggg;‘cﬂm \S(Eenlwr?nnedrimv% gggg% ggggg gg%z (renamed Southern Company Gas, 4.5 mill. customers in GA, FL, 32,000 employees. Chairman, President and CEO: Thomas A. Fan-
Annual Load Factor (% 632 “B96 599 | NJ IL, VA, & TN) 7/16. Electric rev. breakdown: residential, 38%; ning. Inc.: DE. Address: 30 lvan Allen Jr. Blvd., N.W., Atlanta, GA
% Change Customers Ryr-end) +.7 +.8 +.9 | commercial, 32%; industrial, 19%; other, 11%. Retail revs. by state:  30308. Tel.: 404-506-0747. Internet: www.southerncompany.com.
Fired Charge Cov. (%) 423 417 433 | The Georgia commission has ap- 2016 and the first period of 2017.

Gulf Power has a rate case pending.
The utility asked the Florida regulators

of change (persh) 10 Yrs. 5Yrs.  to’20-22 A e 2l 1

Revenues 15% -1.0% 35% | Company’s Georgia Power subsidiary. for a $106.8 million increase, based on an

E%?r?i?] FS[OW ggj{; gg‘;ﬁ j-g‘:/; The project, at the site of the utility’s 11% ROE. Gulf Power is asking for new

VAR 20% 35% 354 | Vogtle station, has had delays and cost tariffs to take effect in July of 2017.

Book Value 50% 40% 6.0% | overruns. All of the project’s $3.3 billion of Earnings should be much improved in

Cal- QUARTERLY REVENUES (mill.) Full construction costs through 2015 Wgre 2017 after a depressed tally in 2016,

endar |Mar31 Jun30 Sep.30 Dec31| Year | deemed prudent. The in-service capital and we forecast further growth in

2014 | 4644 4467 5339 4017 |1s4e7 | cost forecast was raised from $4.418 billion 2018. Last year, the company incurred ex-

2015 | 4183 4337 5401 3568 | 17489 | to $5.68 billion. (This figure excludes penses associated with the acquisition and

2016 | 3965 4453 6264 4518 | 19200 | $2.422 billion of financing costs, which are integration of AGL Resources (renamed

2017 | 5800 5200 6200 4600 | 21800 | recovered concurrently.) The utility will Southern Company Gas). Also, the mid-

2018 | 6050 5400 6450 4750 | 22650 | have the burden of proof for prudence for 2016 timing of the purchase meant that

Cal- EARNINGS PER SHARE A Full | DY construction costs exceeding $5.68 bil- Southern Company did not own the busi-

endar |Mar31 Jun30 Sep.30 Dec31| Year | lion. Finally, the return on equity used for ness in the seasonally strong first quarter.

2014 56 58 1.08 36 | 277| calculating nuclear cost recovery was re- Our 2017 earnings estimate is within

2015 | 56 71 116 42 | 284 | duced from 10.95% to 10%. The new units management’s targeted range of $2.90-

2016 | 57 71 122 .20 | 270| are scheduled to come on line in June of $3.02 a share. Rate relief and growth in

2017 65 70 115 45 | 295| 2019 and June of 2020. Southern Power’s contracted nonregulated

2018 J0 .75 120 45 | 3.10| Mississippi Power expects its coal generating assets should be positive fac-

) B gasification plant to be in service by tors each year, as well.

eﬁSL, nﬁaﬂgﬁTEﬁtﬁgglogzg_s;;gm%ec.; \'{::;Ir the end of this month. The project has This timely stock has a dividend yield

2013 | 49 5075 5075 5075 | 2.01 had extensive delays and cost overruns far that is more .t.han a percentage point

2014 | 5075 525 505 525 | 208 | @bove a regulatory cap of $2.88 billion. Ac- above the utility average. Total return

2015 | 525 5495 5495 5495 | o15| cordingly, the utility has taken nonrecur- potential to 2020-2022 is a cut above the

2016 | 5425 56 56 56 222 | ring charges since 2013, and we expect ad- industry average.

2017 ditional charges for the fourth quarter of Paul E. Debbas, CFA February 17, 2017
(A) Dil. EPS. Excl. nonrec. gain (losses): '03, | (B) Div'ds paid in early Mar., June, Sept., and | fair value; FL, GA, orig. cost. All'd return on Company’s Financial Strength A
6¢;'09, (25¢); '13, (83¢); '14, (59¢); 15, (25¢); | Dec. m Div'd reinvest. plan avail. T Shareholder | com. eq. (blended): 12.5%; earn. on avg. com. | Stock’s Price Stability 100
16, (13¢). 14 & '15 EPS don't add due to invest. plan avail. (C) Incl. defd chgs. In'15: | eq., "15: 12.7%. Regul. Climate: GA, AL Above | Price Growth Persistence 35
rounding. Next earnings report due late Feb. | $8.24/sh. (D) In mill. (E) Rate base: AL, MS, | Avg.; MS, FL Avg. (F) Winter peak in '14 &'15. | Earnings Predictability 100
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202016 302016 402016 | porcent 12 v s‘g;cg |gg£5x L
o O S 4 e o 111 1111 AT T e AT sy e 21 I
Hids(000) 52315 51679 52408 R AR TR RRRRER R RTARRRR R Syr 1336 815
Vectren was formed on March 31, 2000 | 2007 | 2008 | 2009 | 2010 [2011 [2012 [2013 [2014 2015 [2016 [2017 [2018 | ©VALUELINE PUB. LLC|20-22
through the merger of Indiana Energy and| 29.88 | 3067 | 2576 | 26.06 | 28.39 | 27.16 | 30.23 | 3162 | 29.40 | 2053 | 30.85| 31.90 Revenues per sh 40.70
SIGCORP. The merger was consummated | 429 | 397 | 440| 444 | 471 | 503 | 503| 533 | 548 569| 595 | 6.25|“CashFlow” persh 7.80
with a tax-free exchange of shares and has| 183 | 163| 179| 165| 173 | 194 | 166 | 202| 239| 255| 270| 285 Earningspersh A 345
been accounted for as a pooling of interests. | 127 | 131 | 135| 137| 139| 141 | 143 | 146 | 154| 162| 1770| 1.78 |DividDecld persh But | 200
Indiana Energy common stockholders [ 438 483 533 | 339 | 392 | 445| 477 | 543 576 | 6.54 6.95| 7.40 |Cap’l Spending per sh 8.70
received one Vectren common share for| 16.16 | 16.68 | 17.23 | 17.61 | 17.89 | 1857 | 18.86 | 19.45 | 20.34 | 21.33 | 2250 | 23.80 Book Value persh © 27.05
each share held. SIGCORP stockholders [ 76.36 | 81.03 | 81.10 | 81.70 | 81.90 | 82.20 | 8240 | 8260 | 82.80 | 82.90 | 8350 | 84.00 |Common ShsOutstg © | 86.00
exchanged each common share for 1.333 [ 153 168 | 129 | 150 158 | 150 | 207 | 200 | 179 | 192 Bold fighresare |Avg Ann'I PJE Ratio 16.0
common shares of Vectren. 81 1.01 .86 .95 .99 .95 1.16 1.05 .90 1.01 Value| Line Relative P/E Ratio 1.00
CAPITAL STRUCTURE as of 12/31/16 45% | 48% | 59% | 55% | 51% | 48% | 42% | 36% | 36% | 33%| P |Avg AnnIDivd Yield 3.6%
Total Debt $1908.4 mill. Due in 5 Yrs $633.5 mill. | 2281.9 | 24847 | 2088.9 | 21205 | 2325.2 | 2232.8 | 2491.2 | 26117 | 2434.7 | 24483 | 2575 | 2680 |Revenues ($mil) 3500
:-LTT'?r‘;‘;‘rfs‘t5eSa9rf£""i SX)'-T Interest $85.0 mil. 1431 | 1290 | 1450 | 1337 | 1416 | 1590 | 1366 | 1669 | 197.3 | 2116| 225| 240 |Net Profit ($mill 295
o 34.7% | 37.1% | 26.5% | 35.8% | 37.9% | 34.2% | 32.9% | 32.7% | 33.6% | 34.8% | 35.0% | 35.0% |Income Tax Rate 35.0%
Pension Assets-12/16 $304.5 mill. 28% | 29% | 41% -- -- -- -- -- | 41% | 40% | 4.0% | 4.0% |AFUDC % to Net Profit 4.0%
Oblig. $350.4 mill. | 50.2% | 48.0% | 52.4% | 49.9% | 51.6% | 50.4% | 53.3% | 46.7% | 50.6% | 47.3% | 48.0% | 48.0% |Long-Term Debt Ratio 48.0%
Ptd Stock None 49.8% | 52.0% | 47.6% | 50.1% | 48.4% | 49.6% | 46.7% | 53.3% | 49.4% | 52.7% | 52.0% | 52.0% |Common Equity Ratio | 52.0%
2479.1 | 2599.5 | 2937.7 | 2874.1 | 3025.1 | 3079.5 | 3331.4 | 3013.9 | 3406.6 | 3358.0 | 3630 | 3850 |Total Capital ($mill) 4475
Common Stock 82922412 shs. 25397 | 27203 | 2878.8 | 2955.4 | 30326 | 31196 | 3224.3 | 3439.0 | 4089.5 | 4406.8 | 4700 | 5000 |Net Plant (mill 6000
as of 1/31/17 72% | 65% | 6.3% | 61% | 62% | 64% | 54% | 6.8% | 7.0% | 74% | 7.5% | 7.5% |Returnon Total Cap'l 7.5%
11.6% | 95% | 104% | 93% | 9.7% | 104% | 88% | 104% | 11.7% | 12.0% | 12.0% | 12.0% |Return on Shr. Equity 12.5%
MARKET CAP: $4.7 billion (Mid Cap) 116% | 9.5% | 104% | 93% | 9.7% | 104% | 8.8% | 104% | 11.7% | 12.0% | 12.0% | 12.0% |Return on Com Equity E| 12.5%
ELECTRIC OPERATING STATISTICS 38% | 20% | 26% | 16% | 1.9% | 29% | 12% | 29% | 42% | 44% | 45% | 4.5% |Retainedto Com Eq 5.5%
‘ 2014 2015 2016 | 67% | 80% | 75% | 83% | 80% | 73% | 86% | 72% | 65% | 63% | 63% | 62% AlDividstoNetProf 58%
% Change Retail Sales (KWH) +2.0 -24 +.3 - - - — —
Avg. Indust. Use (MWH) NA NA NA | BUSINESS: Vectren is a holding company formed through the commercial, 23%; other, 10%. Nonutility operations include Infra-
Avg. Indust. Revs. per KIWH (¢) NA~ NA  NA | merger of Indiana Energy and SIGCORP. Supplies electricity and ~ structure Services and Energy Services. Estd plant age: electric,
gsgﬁ"gag‘ gi?nkn(lre\,\ﬂrvﬂllw) 138% 18% }ggg gas to an area nearly two-thirds of the state of Indiana. Owns gas 10 years. '16 depreciation rate: 4.0%. Has about 5,800 employees.
Annual Loag Factor (% NA NA NA | distribution assets in Ohio. Has a customer base exceeding 1.1 mil- ~ Chairman, President, & CEO: Carl Chapman. Incorporated: Indi-
% Change Customers 8yr-end) +.6 +.7 +.8 | lion. 2016 Electricity revenues: residential, 37%; commercial, 27%; ana. Address: One Vectren Square, Evansville, Indiana 47708. Tel-
- industrial, 34%; other, 2%. 2016 Gas revenues: residential, 67%; ephone: 812-491-4000. Internet: www.vectren.com.
Fired Charge Cov. (%) 363 428 446 " 5 - N .
ANNUAL RATES Past  Past Estd1a-15| Shares of Vectren have moved higher here. Vectren’s utility businesses remain
ofchange (persh) 10Yrs.  5Yrs. to'20-22 | in price in recent months, and are well positioned in their service territories.
Revenues 20% 25% 50% | presently trading close to an all-time We look for solid results at the company’s
Eg?ﬁiﬂ':s'(’w” i"(j):? ‘ég‘:{; ‘;g‘;’ high. The company finished 2016 on a nonutility operations, as well. A greater
VAR o5 o5% 454 | good note. Revenues advanced nearly 16% national emphasis on infrastructure
Book Value 3.0% 30% 50% | in the December quarter, on a year-to-year spending in the coming years may well
Cal- | QUARTERLY REVENUESmil)F | Fun basis. Expenses increased at roughly the benefit performance at the Infrastructure
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year | SBME pace, and share earnings were mod- Services line. We envision healthy growth
2018 | 798 5425 5956 676.8] 26117 erately higher. Favorable performance at at the Energy Services unit, too. .
2015 7062 551 0 5735 6040 24347 the Utlllty Group was largely driven by These shares do not stand out at this
2016 | 584.8 5337 6310 699.0| 24483 continued investment in gas infrastructure time. The stock is ranked to mirror the
2017 | 660 565 650 700 | 2575 | programs in both Indiana and Ohio. On broader market for the year ahead. Long-
2018 | 680 600 675 725 | 2680 | the mnonutility side, the Infrastructure term total return potential is nothing to
Cal- EARNINGS PER SHARE A Full Services distribution business was able to write home about, either. This issue
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year | CaPitalize on greater spending on gas in- presently trades at a price-to-earnings
2014 02 14 57 59 | 202 frastructure systems. Performa}nqe at the multiple that is well above its historical
2015 '69 3 8 79 | 239 | Infrastructure Services transmission oper- average, following a run-up in the share
2016 | 58 39 74 84 | 255| ation has been impacted by increasing price. We do expect solid growth at the
2017 64 43 .75 .88 | 270| competition, which has reduced the num- company out to early next decade, but this
2018 70 46 .78 .91 | 285| ber of projects awarded and pressured appears to be discounted by the recent
Cal- | QUARTERLY DIVIDENDS PAIDBat | Fyy | TArgins. The recent addition of several quotation. A selloff some time down the
endar |Mar31 Jun.30 Sep.30 Dec3i| Year | Projects has provided some support here, road may offer conservative, income-
2013 | 355 35 355 360 | 143 and should continue to do so. . seeking accounts a more attractive entry
2014 | 360 360 360 380 |145 | Overall performance should remain point. Vectren earns good marks for
2015 | 380 380 380 400 |154 | solid going forward. Continued invest- Safety, Financial Strength, Price Stability,
2016 |.400 400 400 420 |162 | ment by the company in gas infrastructure and Earnings Predictability. Volatility is
2017 | .420 and accelerated spending in its electric below average here, as well (Beta: .75).
system augur well for future performance Michael Napoli, CFA March 17, 2017

(A) Diluted EPS. Excl. nonrecur. gain (loss):
'09, 15¢. Next egs report due early May.

(B) Div'ds historically paid in early March,
June, September, and December. mDiv'd rein-

© 2017 Value Line, Inc. All rights reserved. Factual

vest. plan avail. T Shareholder invest. plan | equity range from 10.15% to 10.4%. Regu-
avail. (C) Incl. intang. In "16, $7.27/sh. (D) In | latory Climate: Above Average. (F) Totals may

mill
fair

ions. (E) Electric rate base determination: | not sum due to rounding.
value. Rates allowed on elect. common
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ANNUAL RATES Past

Past Est'd '14-'16

tors has raised the dividend. As is the
practice in recent years, in early December
WEC announced its expectation of a boost
in the disbursement, and the board fol-
lowed through at its meeting in January.
The increase was $0.10 a share (5.1%) an-

nually. The company’s goals for its divi-
dend are an annual growth rate of 5%-7%

(matching its target for earnings growth)
and a payout ratio of 65%-70%.

We estimate that WEC’s earnings will
advance 5% in 2017 and 2018. The com-
pany’s Peoples Gas subsidiary in Chicago

benefits from its accelerated main replace-
ment program, in which the utility re-

ceives a current return (via a monthly
charge on customers’ bills) for the $280
million-$300 million it spends yearly on
this program. Our 2017 share-net estimate
is within management’s targeted range of

$3.06-$3.12 a share.
WEC’s electric utility in Michigan has

of change (persh) 10 Yrs. 5Yrs.  t0'20-22
Revenues 3.0%  3.0% 4.5%
“Cash Flow” 50%  6.5% 6.5%
Earnings 85%  6.5% 6.0%
Dividends 15.0% 16.0% 6.0%
Book Value 8.0%  9.0% 5.0%
Cal- QUARTERLY REVENUES (§ mill.) Full
endar |Mar31 Jun.30 Sep.30 Dec.31| Year
2014 | 1695 1044 1033 1225 | 4997.1
2015 | 1388 991 1699 1848 | 5926.1
2016 | 2195 1602 1712 1963 | 74723
2017 | 2300 1650 1700 2000 | 7650
2018 | 2400 1700 1750 2100 | 7950

Cal- EARNINGS PER SHARE A Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year
2014 91 58 .56 53 2.59
2015 .86 .35 58 57 2.34
2016 | 1.09 57 .68 61 2.96
2017 | 1.05 .65 75 .65 | 310
2018 | 1.10 .67 .80 .68 | 325

Cal- | QUARTERLY DIVIDENDS PAID B = Full
endar | Mar.31 Jun.30 Sep.30 Dec.31| Year
2013 | .34 34 382 .383 1.45
2014 | .39 39 39 39 1.56
2015 | 422 422 44 457 1.74
2016 | 495 495 495 495 1.98
2017 | 52

asked the state commission for a cer-
tificate of need to build a gas-fired
plant. The 180-megawatt facility would
cost an estimated $275 million and would
be completed in 2019. Half of the plant’s
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2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 [ 2010 [2011 {2012 [2013 [2014 [2015 [2016 [2017 [2018 | ©VALUE LINEPUB.LLC|20-22
17.02| 16.10| 1712 | 1466 | 1631 | 17.08| 1812 | 18.95| 17.65 | 17.98 | 19.46 | 1854 | 20.00 | 22.16 | 18.77 | 2368 | 24.25| 25.20 Revenues per sh 28.25
272 284| 286 258 289| 290| 298| 295| 311 | 330 | 368 | 401, 433 | 447 | 387 | 539| 5.60| 585|“CashFlow” persh 6.75
92| 116 113 93| 128| 132| 142 152| 160 192| 218| 235| 251 | 259 | 234| 29| 310| 3.25|Earningspersh A 3.75
40 40 40 A2 A4 46 50 54 68 80| 1.04| 120| 145 156 | 174| 198| 208| 2.18|DividDecl'dpersh Bm 2.50
301 254| 295| 28| 340| 4147| 528| 48| 350 | 341 | 360 | 309 | 304 326| 401| 451 7.00 | 6.30 |Cap’l Spending per sh 5.75
891| 922| 996| 1065 1146| 1235| 1325 | 1427 | 1526 | 16.26 | 17.20 | 18.05 | 18.73 | 19.60 | 2742 | 28.29 | 29.30 | 30.30 |Book Value per sh © 33.75
230.84 | 232.06 | 236.85 | 233.97 | 233.96 | 233.94 | 233.89 | 233.84 | 233.82 | 233.77 | 230.49 | 229.04 | 225.96 | 225.52 | 315.68 | 315.62 | 315.65 | 315.65 |Common Shs Outst'g P | 315.65
121 105| 124 175| 145| 160| 165| 148[ 133 | 140| 142| 158 | 165 | 177 | 213 | 199 Boid figires are |Avg Ann’l P/E Ratio 16.0
62 57 . 92 77 86 88 89 89 89 89| 101 93 93| 107 | 1.05 Value|Line | Relative P/E Ratio 1.00
36% | 33%| 28% | 26% | 24% | 22% | 2.1% | 24% | 32% | 3.0% | 33% | 32% | 35% | 34% | 35% | 34%| ™S ayg Ann'l Divid Yield 4.2%
CAPITAL STRUCTURE as of 12/31/16 4237.8 | 4431.0 | 4127.9 | 4202.5 | 4486.4 | 4246.4 | 4519.0 | 4997.1 | 5926.1 | 74723 | 7650 | 7950 |Revenues ($mill) 8900
Total Debt $10176 mill. Due in 5 Yrs $3250.8 mill. | 3377 | 3508 | 3784 | 4556 | 5140 | 5475 | 5786 | 589.5 | 640.3 | 9402 | 980 | 1025 |Net Profit ($mill) 1180
Hclnggg369%?-5;“;&“2957'é’;‘;’:s‘ $4625mil. 75 19, 37.6% | 36.5% | 354% | 33.9% | 359% | 36.9% | 38.0% | 404% | 87.6% | 37.5% | 37.5% Income Tax Rate 36.0%
(LT.interést ea'meg: 4.7%) ' 23.8% | 272% | 25.0% | 18.6% | 16.8% | 9.4% | 45% | 13% | 45% | 38% | 4.0%| 3.0% |AFUDC % to Net Profit 3.0%
Leases, Uncapitalized Annual rentals $9.9 mill. 50.3% | 54.8% | 51.9% | 50.6% | 53.6% | 51.7% | 50.6% | 48.5% | 51.2% | 50.5% | 49.5% | 50.5% |Long-Term Debt Ratio 48.5%
Pension Assets-12/16 $2709.2 mill. 49.2% | 44.8% | 47.7% | 49.0% | 46.0% | 48.0% | 49.1% | 51.2% | 48.6% | 49.3% | 50.0% | 49.5% |Common Equity Ratio 51.0%
, Oblig $3058.8 mill. [6302.1 | 7442.0 | 7473.1 | 77645 | 8608.0 | 8619.3 | 8626.6 | 8636.5 | 17809 | 18118 | 18425 | 19400 |Total Capital ($mill) 20775
;(fi?)g(t)%cskhss;sg.gOrgl”@OOP:)ingﬁaﬁrézg;Tgli- 7681.2 | 8517.0 | 9070.5 | 9601.5 | 10160 | 10572 | 10907 | 11258 | 19190 | 19916 | 21350 | 22500 |Net Plant ($mill) 25550
44,498 shs. 6% , $100 par. ’ ' ' 70% | 63% | 64% | 75% | 75% | 7.9% | 8.1% | 81% | 45% | 63% | 6.5% | 6.5% |Returnon Total Cap’l 7.0%
Common Stock 315,587,523 shs. 10.8% | 10.7% | 10.5% | 11.9% | 12.9% | 13.1% | 13.6% | 13.2% | 7.4% | 10.5% | 10.5% | 10.5% |Return on Shr. Equity 11.0%
as of 1/31/17 10.9% | 10.7% | 10.6% | 12.0% | 12.9% | 13.2% | 13.6% | 13.3% | 7.4% | 105% [ 10.5% | 10.5% |Return on Com Equity E| 11.0%
MARKET CAP: $19 billion (Large Cap) 71% | 70% | 62% | 70% | 68% | 65% | 59% | 53% | 21% | 35% | 35% | 3.5% |RetainedtoComEq 3.5%
ELECTRIC OPERATING STATISTICS 3% | 35% | 42% | M% | 47% | 51% | 57% | 60% 7% | 67% | 67%| 67% |AllDiv'ds to Net Prof 67%
9% Chenge Retal Sales (KWH) 2_051.3 ;"2({)115 fﬂ;g BUSINESS: WEC Energy Q(qup, Inc. (formerly Wis_consin Energy) other, 13%. Generating sources: coal, 52%; gas, 16%; renewables,
Avg. Indust, Use (MWHE< NA NA  NA | is a holding company for utilities that provide electric, gas & steam  3%; purchased, 29%. Fuel costs: 35% of revs. '16 reported deprec.
Avg. Lg. C8I Revs. per KWH (¢) 862 7.71 NA | service in WI & gas service in IL, MN, & MI. Customers: 1.6 mill. rates (utility): 2.3%-3.3%. Has 8,200 employees. Chairman: Gale E.
ggg;‘cﬂm gﬁmer"&w) Nﬁ Nﬁ Nﬁ elec., 2.8 mill. gas. Acq'd Integrys Energy 6/15. Sold Point Beach Klappa. President & CEO: Allen L. Leverett. Inc.: Wisconsin. Ad-
Annual Load Factor % NA NA NA nuclear plant in '07. Elec. rev. breakdown: residential, 35%; small ~ dress: 231 W. Michigan St., P.O. Box 1331, Milwaukee, WI 53201.
% Change Customers eyr-end) +.5 +40.2 NA | commercial & industrial, 31%; large commercial & industrial, 21%;  Tel.: 414-221-2345. Internet: www.wecenergygroup.com.
Fied Charge Cor. (%) 454 364 404 | WEC Energy Group’s board of direc- costs would be recovered in rates, the

other half from a large industrial customer
through a 20-year contract. After the pro-
ject is completed, the utility would retire
an aging coal-fired plant. A ruling from
the Michigan regulators is expected by Oc-
tober.

The company has announced a gas
storage acquisition. WEC has agreed to
pay $230 million in cash for a gas storage
facility in Michigan. The utility is asking
the state commission for a declaratory rul-
ing approving the deal. This would provide
a return on investment similar to that of a
utility.

Finances are strong. WEC’s fixed-
charge coverage is well above the industry
average. The common-equity ratio is
healthy. The earned return on equity isn’t
as high as it was before the Integrys take-
over in 2015, but is still adequate.

WEC stock offers a dividend yield that
is average for a utility. Conservative ac-
counts might find this suitable, given the
equity’s top-notch Safety rank. Like most
issues in this industry, however, 3- to 5-
year total return potential is just modest.
Paul E. Debbas, CFA March 17, 2017

(A) Diluted EPS. Excl. gains on disc. ops.: '04,
77¢;°05, 2¢; ‘06, 2¢; 09, 2¢; '10, 1¢; '11, 6¢.

"14-"16 EPS don’t sum due to rounding or

chng. in shs. Next egs. report due early May.

$19.

base: Net orig. cost. Rates alld on com. eq. in | Above Avg.; IL, Below Avg.; MN & MI, Avg.
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(B) Div'ds paid in early Mar., June, Sept. &
Dec. = Divd reinv. avalil. (C) Incl. intang. In "16: | MN in '16: 9.11%; in Ml in "16: 9.9%; earned on

44/sh. (D) In mill., adj. for split. (E) Rate

WI'in’15: 10.0%-10.3%; in IL in '15: 9.05%; in | Company’s Financial Strength A+
Stock’s Price Stability 95
avg. com. eq., '16: 10.6%. Regul. Climate: WI, | Price Growth Persistence 85
Earnings Predictability 85
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ANNUAL RATES Past

Past Est'd13-'15

of change (persh) 10 Yrs. 5Yrs.  to’19-21
Revenues 5% - 5%
“Cash Flow” 25%  4.5% 6.5%
Earnings 50%  6.0% 5.5%
Dividends 4.0%  4.5% 6.0%
Book Value 45%  4.5% 4.0%

Cal- QUARTERLY REVENUES (§ mill.) Full
endar |Mar31 Jun.30 Sep.30 Dec.31| Year
2013 | 2783 2579 2822 2731 (10915
2014 | 3203 2685 2870 2928 |11686
2015 | 2962 2515 2902 2645 (11024
2016 | 2772 2500 3040 2588 [10900
2017 | 2800 2550 3000 2650 |11000

Cal- EARNINGS PER SHARE A Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year
2013 48 40 73 .30 1.91
2014 52 39 73 39 2.03
2015 46 .39 84 41 210
2016 47 .39 .90 44 | 220
2017 .54 .40 .90 46 | 230

Cal- | QUARTERLYDIVIDENDSPAIDB=t | Fyil
endar | Mar.31 Jun.30 Sep.30 Dec.31| Year
2013 | 27 27 28 28 1.10
2014 | 28 .30 30 30 1.18
2015 | .30 32 32 32 1.26
2016 | .32 34 34 34 1.34
2017 | .34
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Hadsi 370041 364911 sssazo | % TN 0 A AT REARRRRERREFRERRRY ([T Sy 740 952
2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 [ 2009 [ 2010 [2011 [2012 [2013 |2014 [ 2015 [2016 [2017 | ©VALUELINE PUB.LLC|19-21
3411 | 4356 2389| 19.90| 2084 | 23.86| 24.16 | 2340 | 2469 | 21.08 | 21.38 | 21.90 | 20.76 | 21.92 | 2311 | 21.72| 21.45| 21.65 |Revenues per sh 2325
412| 509| 3.14| 335 327| 328| 361| 345| 350 | 348 | 351 379 400| 410 | 428| 456| 5.05| 550 |“CashFlow” persh 6.25
160 227 42| 123| 127 120 135| 135| 146| 149 | 156 | 172 | 18 | 191 203 | 210| 220| 230 Earnings persh A 2.75
148 | 150| 1.13 75 81 85 88 91 94 97| 100| 103 | 107 11 120| 128 | 136 1.44|Divid Decl'd pershBmt 1.70
363 740| 604 249 319 325 400| 48| 466| 391 | 460 | 453 | 527 | 682| 633| 726| 6.00| 7.20 |Cap’l Spending per sh 6.75
16.37 | 17.95| 11.70| 1295| 1299 | 1337 | 1428 | 1470 | 1535 | 1592 | 16.76 | 17.44 | 18.19 | 19.21 | 20.20 | 20.89 | 21.70 | 22.55 |Book Value per sh © 25.25
339.79 | 345.02 | 398.71 | 398.96 | 400.46 | 403.39 | 407.30 | 428.78 | 453.79 | 457.51 | 482.33 | 486.49 | 487.96 | 497.97 | 505.73 | 507.54 | 507.95 | 507.95 |Common Shs Outst'g P | 507.95
14.3 124 NMF 1.6 13.6 15.4 14.8 16.7 13.7 12.7 14.1 14.2 14.8 15.0 15.4 16.5 18.6 Avg Ann’l P/E Ratio 15.5
93 64| NMF 66 72 82 80 89 82 85 90 89 94 84 81 841 1.00 Relative P/E Ratio .95
64% | 53%| 6.6% | 52% | 47% | 46% | 44% | 4.0% | 47% | 51% | 45% | 42% | 39% | 39% | 38% | 37% | 33% Avg Ann’I Div'd Yield 4.0%
CAPITAL STRUCTURE as of 9/30/16 9840.3 | 10034 | 11203 | 9644.3 | 10311 | 10655 | 10128 | 10915 | 11686 | 11024 | 10900 | 11000 |Revenues ($mill) 11750
Total Debt $14478 mill. Due in 5 Yrs $4930.0 mill. | 5687 | 5759 | 6457 | 6855 | 727.0 | 8414 | 905.2 | 948.2 | 1021.3 | 10636 | 1120 | 1170 | Net Profit ($mill) 1350
hdeD;%f podcamil. LT Interest 6129 mil. 72429 [33.8% | 344% | 36.1% | 375% | 358% | 332% | 338% | 33.9% | 35.8% | 35.0% | 33.0% Income Tax Rate 33.0%
(LT.interelst earr}ed:p 3.8x) ’ 9.8% | 12.5% | 15.9% | 16.8% | 11.7% | 9.4% | 108% | 134% | 125% | 7.7% | 6.0% | 7.0% AFUDC % to Net Profit 6.0%
52.1% | 49.7% | 52.2% | 51.6% | 53.1% | 51.1% | 53.3% | 53.3% | 53.0% | 54.1% | 57.0% | 57.0% |Long-Term Debt Ratio 52.5%
Leases, Uncapitalized Annual rentals $241.6 mill. | 47.0% | 49.4% | 47.1% | 47.7% | 46.3% | 48.9% | 46.7% | 46.7% | 47.0% | 45.9% | 43.0% | 43.0% |Common Equity Ratio 47.5%
Pension Assets-12/15 $2883.8 mill. | 12371 | 12748 | 14800 | 15277 | 17452 | 17331 | 19018 | 20477 | 21714 | 23092 | 25575 | 26550 |Total Capital ($mill) 30400
Pid Stock None Oblig. $3567.9 mill- | 15549 | 16676 | 17689 | 18508 | 20663 | 22353 | 23809 | 26122 | 28757 | 31206 | 32625 | 34850 |Net Plant ($mill) 40300
62% | 63% | 6.0% | 62% | 57% | 65% | 61% | 6.0% | 6.0% | 58% | 55%| 5.5% Returnon Total Cap’l 5.5%
Common Stock 507,952,795 shs. 9.6% | 90% | 91% | 93% | 89% | 99% [102% | 99% | 10.0% | 10.0% | 10.0% | 10.0% |Return on Shr. Equity 10.5%
as of 10/24/16 97% | 91% | 92% | 94% | 89% | 99% | 102% | 9.9% | 10.0% | 10.0% | 10.0% | 10.0% |Return on Com Equity E| 10.5%
MARKET CAP: $21 billion (Large Cap) 36% | 31% | 38% | 3.7% | 3.6% | 43% | 47% | 45% | 45% | 43% | 4.0% | 4.0% |Retainedto Com Eq 4.0%
ELECTRIC OPERATING STATISTICS 63% | 66% | 59% | 61% | 59% | 56% | 54% | 54% 55% | 57% | 62% | 62% |AllDiv'ds to Net Prof 64%
9% Change Retal Sales (KWH) 2 +1.3 20+1§ 20_12 BUSINESS: Xcel E_nergy Inc_:._ is the parent of l\_lorthem States  mill. electric, 1:9 mill. gas. Elec. rev. breakdown: residential, 31%;
Large C & Use (MWH) 23875 24475 23521 | Power, which supplies electricity to Minnesota, Wisconsin, North  sm. comm’l & ind'l, 36%; Ig. comm’l & ind’l, 18%; other, 15%. Gen-
Large C & | Revs. Rﬂer KWH (¢) 6.23 6.47 6.10 | Dakota, South Dakota & Michigan & gas to Minnesota, Wisconsin, erating sources not available. Fuel costs: 43% of revs. '15 reported
ggg;‘cﬂm gﬁmer"{ " o1 zr\é'g o1 4'\53 195'}‘3% North Dakota & Michigan; Public Service of Colorado, which sup-  depr. rate: 2.8%. Has 11,700 employees. Chairman, Pres. & CEO:
Annual Load Factor % NA NA NA | Plies electricity & gas to Colorado; & Southwestern Public Service, Ben Fowke. Inc.: MN. Address: 414 Nicollet Mall, Minneapolis, MN
% Change Customers eyr-end) +.8 +9 +.9 | which supplies electricity to Texas & New Mexico. Customers: 3.5 55401. Tel.: 612-330-5500. Internet: www.xcelenergy.com.
Fied Charge Cor. (%) 301 344 358 | Xcel Energy’s utility in Minnesota is lion, retroactive to July 20, 2016. In New

awaiting a ruling from the state com-
mission on its multiyear regulatory
settlement. The settlement between
Northern States Power, the commission’s
staff, and some (but not all) intervenors
calls for electric rate increases of $75.0
million in 2016 (plus $37.4 million to com-
pensate the utility because kilowatt-hour
sales fell short of expectations), $59.9 mil-
lion in 2017, no change in 2018, and $50.1
million in 2019. The allowed return on
equity would be 9.2%, and the common-
equity ratio would be 52.5%. The commis-
sion’s decision is expected in June, and
would be retroactive to 2016. NSP is now
collecting an interim tariff hike of $163.7
million.

NSP received a rate order in Wiscon-
sin, Southwestern Public Service got
one in Texas, and SPS has a case
pending in New Mexico. In Wisconsin,
NSP’s tariffs were raised by $22.5 million
(electric) and $4.8 million (gas) at the start
of 2017, based on a return of 10% on a
common-equity ratio of 52.5%. In Texas,
the regulators approved a settlement call-
ing for an electric increase of $35.2 mil-

Mexico, SPS filed for an electric hike of
$41.4 million, based on a return of 10.1%
on a common-equity ratio of 54%. New
rates are expected to take effect in the sec-
ond half of 2017.

Frequent regulatory activity is neces-
sary to reduce the effects of regula-
tory lag. As a group, Xcel’s utilities are
underearning their allowed ROE by about
eight-tenths of a percentage point. Rate
relief is the key factor in the company’s
earnings growth. Our share-net estimates
are within the company’s targeted ranges
of $2.17-$2.22 and $2.25-$2.35 for 2016
and 2017, respectively.

We expect a dividend increase at the
board meeting in February. We think
the directors will raise the quarterly dis-
bursement by two cents a share (5.9%).
Xcel’s goals are annual dividend growth of
5%-7% and a payout ratio of 60%-70%.
This high-quality stock has a valua-
tion that is close to the utility norms.
The dividend yield and 3- to 5-year total
return potential are about equal to the in-
dustry averages.

Paul E. Debbas, CFA January 27, 2017

(A) Diluted EPS. Excl. nonrecurring gain

(losses): '02, ($6.27); 10, 5¢; '15, (16¢); gains

(losses) ol

(30¢); 05, 3¢; ‘06, 1¢; 09, (1¢); '10, 1¢. Next
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n discontinued ops.: '03, 27¢; 04,

earnings report due early Feb. (B) Div'ds his-
torically paid mid-Jan., Apr., July, and Oct.

= Div'd reinvestment plan available. T Share-
holder investment plan available. (C) Incl. in-

base: Varies. Rate allowed

tangibles. In '15: $5.63/sh. (D) In mill. (E) Rate

(blended): 9.8%; earned on avg. com. eq., '15:
9.5%. Regulatory Climate: Average.

Company’s Financial Strength A+
on com. eq. Stock’s Price Stability 100
Price Growth Persistence 55
Earnings Predictability 100
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