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EXECUTIVE SUMMARY 

Based on the Residential Utility Consumer Office’s analysis of Arizona 

Public Service Company’s application for a permanent rate increase, filed 

with the Arizona Corporation Commission on June 1, 2011, RUCO 

recommends the following : 

Cost of Equity - RUCO recommends that the Commission adopt a 10.00 

percent cost of common equity. This 10.00 percent figure falls just above 

the high side of the range of results obtained in RUCO’s cost of equity 

analysis, and is 100 basis points lower than Arizona Public Service 

Company’s proposed 11 .OO percent cost of common equity. 

Capital Structure - RUCO recommends that the Commission adopt 

Arizona Public Service Company’s proposed capital structure comprised 

of 53.94 percent common equity and 46.06 percent long-term debt. 

Cost of Debt - RUCO recommends that the Commission adopt RUCO’s 

recommended cost of Long-term debt of 6.26 percent which is 12 basis 

points lower than the 6.38 percent cost of long-term debt being proposed 

by Arizona Public Service Company. 
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EXECUTIVE SUMMARY (Cont.) 

Original Cost Rate of Return - RUCO recommends that the Commission 

adopt an 8.27 percent weighted average cost of capital as the original cost 

rate of return for Arizona Public Service Company This 8.27 percent 

figure is the weighted cost of RUCO’s recommended costs of common 

equity and long-term debt, and is 73 basis points lower than the 8.87 

percent weighted average cost of capital being proposed by Arizona 

Public Service Company. 

Fair Value Rate of Return - RUCO recommends that the Commission 

adopt a fair value rate of return of 6.10 percent which is RUCO’s 8.27 

percent original cost rate of return minus RUCO’s recommended inflation 

adjustment of 2.18 percent. The method used by RUCO to arrive at this 

6.10 percent figure is consistent with the methods adopted by the Arizona 

Corporation Commission in the prior UNS Gas, Inc. and UNS Electric, Inc. 

rate case proceedings. 
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INTRODUCTION 

Q. Please state your name, occupation, and business address. 

A. My Name is William A. Rigsby. I am the Chief of Accounting and Rates 

for the Residential Utility Consumer Office (“RUCO”) located at 1 I 1  0 W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Q. Please describe your qualifications in the field of utilities regulation 

and your educational background. 

A. I have been involved with utilities regulation in Arizona since 1994. During 

that period of time I have worked as a utilities rate analyst for both the 

Arizona Corporation Commission (“ACC” or “Commission”) and for RUCO. 

I hold a Bachelor of Science degree in the field of finance from Arizona 

State University and a Master of Business Administration degree, with an 

emphasis in accounting, from the University of Phoenix. I have been 

awarded the professional designation, Certified Rate of Return Analyst 

(“CRRA”) by the Society of Utility and Regulatory Financial Analysts 

(“SURFA). The CRRA designation is awarded based upon experience 

and the successful completion of a written examination. Appendix I ,  which 

is attached to my direct testimony further describes my educational 

background and also includes a list of the rate cases and regulatory 

matters that I have been involved with. 

1 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

What is the purpose of your testimony? 

The purpose of my testimony is to present recommendations based on my 

analysis of Arizona Public Service Company’s (“APS” or the “Company”) 

application for a permanent increase in rates (“Application”). 

Is this your first case involving APS? 

No. I’ve testified in two previous APS rate cases that have come before 

the Commission. 

Briefly describe APS and the Company’s filing. 

APS is based in Phoenix, Arizona and is the largest investor-owned 

electric utility in the state and serves customers in eleven of fifteen 

Arizona counties. According to the most recent Value Line Investment 

Survey (“Value Line”) report on the Company, APS provides electricity to 

approximately 1.1 million customers comprised of 47.00 percent 

residential, 39.00 percent commercial, 5.00 percent industrial, and 9.00 

percent other. APS’ generating sources include coal, 37.00 percent; 

nuclear, 27.00 percent; natural gas, 12.00 percent; and purchased power, 

24.00 percent. Fuel costs comprised 36.00 percent of the Company’s 

revenues. The Company has approximately 7,200 employees. 

APS’ large service territory includes portions of the Phoenix metropolitan 

area in central Arizona; Flagstaff to the north; Parker and Yuma to the 

2 
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west; Holbrook to the east; and Ajo to the south. APS is a wholly owned 

subsidiary of Pinnacle West Capital Corporation (“Pinnacle West” or 

“Parent”), an Arizona corporation, also based in Phoenix, that is publicly 

traded on the New York Stock Exchange (“NYSE”). The Company has an 

ownership interest in the Palo Verde Nuclear Generating Station, located 

in Wintersburg approximately 50 miles west of downtown Phoenix, and 

operates the plant for itself and the other owners that provide electric 

service to customers in Southern California, New Mexico and West Texas. 

Q. 

A. 

Q. 

A. 

Has APS elected to perform a reconstruction cost new less 

depreciation study in this case? 

Yes. APS elected to perform a reconstruction cost new less depreciation 

(“RCND”) study and is proposing a fair value rate base (“FVRB”) that is an 

average of the Company’s original cost rate base (“OCRB”) and its RCND 

rate base for ratemaking purposes. For this reason RUCO is 

recommending a fair value rate of return (“FVROR”) to be applied to APS’ 

FVRB. 

Please explain your role in RUCO’s analysis of APS’ Application. 

I reviewed APS’ Application and performed a cost of capital analysis to 

determine both an original cost rate of return (“OCROR”) and a fair value 

rate of return (“FVROR”) on the Company’s invested capital. In addition to 

my recommended capital structure, my direct testimony will present my 

3 
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recommended cost of common equity (APS has no preferred stock) and 

my recommended cost of long-term debt. The recommendations 

contained in this testimony are based on information obtained from APS’ 

Application, Company responses to data requests, and from market-based 

research that I conducted during my analysis. 

Q. 

A. 

Q. 

4. 

What areas will you address in your testimony? 

I will address the cost of capital issues associated with the case and will 

present RUCO’s OCROR and FVROR recommendations. 

Please identify the exhibits that you are sponsoring. 

I am sponsoring Schedules WAR-I through WAR-9. 

SUMMARY OF TESTIMONY AND RECOMMENDATIONS 

Q. 

A. 

Briefly summarize how your cost of capital testimony is organized. 

My cost of capital testimony is organized into six sections. First, the 

introduction I have just presented and second, a summary of my testimony 

that I am about to give. Third, I will present the findings of my cost of 

equity capital analysis, which utilized both the discounted cash flow 

(“DCF”) method, and the capital asset pricing model (LLCAPM”). These are 

the two methods that RUCO and ACC Staff have consistently used for 

calculating the cost of equity capital in rate case proceedings in the past, 

and are the methodologies that the ACC has given the most weight to in 

4 
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setting allowed rates of return for utilities that operate in the Arizona 

jurisdiction. In this third section I will also provide a brief overview of the 

current economic climate within which the Company is operating. Fourth, 

I will discuss my recommended capital structure and my recommended 

cost of long-term debt. Fifth, I will discuss my recommended weighted 

average costs of capital for both my recommended OCROR and FVROR. 

In the sixth and final section of my testimony, I will comment on the 

Company’s cost of capital testimony. Schedules WAR-1 through WAR-9 

will provide support for my cost of capital analysis. 

Q. 

4. 

Please summarize the recommendations and adjustments that you 

will address in your testimony. 

Based on the results of my analysis, I am making the following 

recommend at ions: 

Cost of Equitv Capital - I am recommending that the Commission adopt a 

10.00 percent cost of common equity. This 10.00 percent figure is 23 

basis points higher than the range of results obtained in my cost of equity 

analysis, and is 100 basis points lower than APS’ proposed 11 .OO percent 

cost of common equity. 
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Capital Structure - I am recommending that the Commission adopt APS’ 

proposed capital structure comprised of 53.94 percent common equity and 

46.06 percent long-term debt. 

Cost of Debt - I am recommending that the Commission adopt a cost of 

long-term debt of 6.26 percent which is 12 basis points lower than the 6.74 

percent cost of long-term debt being proposed by the Company. 

Original Cost Rate of Return - I am recommending that the ACC adopt an 

8.27 percent weighted average cost of capital as the original cost rate of 

return (“OCROR”) for APS. This 8.27 percent figure is the weighted cost 

of RUCO’s recommended costs of common equity and long-term debt, 

and is 60 basis points lower than the 8.87 percent weighted average cost 

of capital being proposed by the Company. 

Fair Value Rate of Return - I am recommending that the Commission 

adopt a fair value rate of return (“FVROR”) of 6.10 percent which is my 

recommended 8.27 percent OCROR minus an inflation adjustment of 2.18 

percent. The method I have used to arrive at this 6.10 percent figure is 

consistent with methods adopted by the Commission in prior rate case 

proceedings’ and meets the fair value requirement of the Arizona 

’ 
lecision No. 71623, dated April 14, 2010 

UNS Electric, Inc., Decision No. 71914, dated September 30, 2010 and UNS Gas, Inc., 
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Constitution. It is also the same method recommended by RUCO witness 

Dr. Ben Johnson in the Southwest Gas Corporation rate case proceeding2 

that is now before the ACC. 

Q 

A. 

Why do you believe that RUCO’s recommended 8.27 percent OCROR 

and 6.10 percent FVROR are appropriate rates of return for APS to 

earn on its invested capital? 

Both the OCROR and FVROR figures that I am recommending for APS 

meet the criteria established in the landmark Supreme Court cases of 

Bluefield Water Works & Improvement Co. v. Public Service Commission 

of West Virginia (262 U.S. 679, 1923) and Federal Power Commission v. 

Hope Natural Gas Company (320 U.S. 391, 1944). Simply stated, these 

two cases affirmed that a public utility that is efficiently and economically 

managed is entitled to a return on investment that instills confidence in its 

financial soundness, allows the utility to attract capital, and also allows the 

utility to perform its duty to provide service to ratepayers. The rate of 

return adopted for the utility should also be comparable to a return that 

investors would expect to receive from investments with similar risk. 

The Hope decision allows for the rate of return to cover both the operating 

expenses and the “capital costs of the business” which includes interest 

on debt and dividend payment to shareholders. This is predicated on the 

Docket No. G-01551A-10-0458 2 
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belief that, in the long run, a company that cannot meet its debt obligations 

and provide its shareholders with an adequate rate of return will not 

continue to supply adequate public utility service to ratepayers. 

Q. 

A. 

Do the Bluefield and Hope decisions indicate that a rate of return 

sufficient to cover all operating and capital costs is guaranteed? 

No. Neither case guarantees a rate of return on utility investment. What 

the Bluefield and Hope decisions do allow, is for a utility to be provided 

with the opportunity to earn a reasonable rate of return on its investment. 

That is to say that a utility, such as APS, is provided with the opportunity 

to earn an appropriate rate of return if the Company’s management 

exercises good judgment and manages its assets and resources in a 

manner that is both prudent and economically efficient. 

COST OF EQUITY CAPITAL 

Q. 

A. 

What is your final recommended cost of equity capital for APS? 

I am recommending a cost of equity of 10.00 percent (before any inflation 

adjustment used to arrive at a FVROR). My recommended 10.00 percent 

cost of equity figure falls just above the high side of the range of results 

derived from my DCF and CAPM analyses, which utilized a sample of 

publicly traded LDCs. The results of my DCF and CAPM analyses are 

summarized on page 3 of my Schedule WAR-1. 
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Discounted Cash Flow (DCF) Method 

Q. 

A. 

Please explain the DCF method that you used to estimate the 

Company's cost of equity capital. 

The DCF method employs a stock valuation model known as the constant 

growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e. 

the Gordon model), the professor of finance who was responsible for its 

development. Simply stated, the DCF model is based on the premise that 

the current price of a given share of common stock is determined by the 

present value of all of the future cash flows that will be generated by that 

share of common stock. The rate that is used to discount these cash 

flows back to their present value is often referred to as the investor's cost 

of capital (i.e. the cost at which an investor is willing to forego other 

investments in favor of the one that he or she has chosen). 

Another way of looking at the investor's cost of capital is to consider it from 

the standpoint of a company that is offering its shares of stock to the 

investing public. In order to raise capital, through the sale of common 

stock, a company must provide a required rate of return on its stock that 

will attract investors to commit funds to that particular investment. In this 

respect, the terms "cost of capital" and "investor's required return" are one 

in the same. For common stock, this required return is a function of the 

dividend that is paid on the stock. The investor's required rate of return 

can be expressed as the percentage of the dividend that is paid on the 

9 
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stock (dividend yield) plus an expected rate of future dividend growth. 

This is illustrated in mathematical terms by the following formula: 

+g 
D1 
PO 

k = -  

where: k = the required return (cost of equity, equity capitalization rate), 

Q. 

4. 

D1 
PO 
- = the dividend yield of a given share of stock calculated 

by dividing the expected dividend by the current market 

price of the given share of stock, and 

g = the expected rate of future dividend growth 

This formula is the basis for the standard growth valuation model that I 

used to determine the Company's cost of equity capital. 

In determining the rate of future dividend growth for the Company, 

what assumptions did you make? 

There are two primary assumptions regarding dividend growth that must 

be made when using the DCF method. First, dividends will grow by a 

constant rate into perpetuity, and second, the dividend payout ratio will 

remain at a constant rate. Both of these assumptions are predicated on 

the traditional DCF model's basic underlying assumption that a company's 

earnings, dividends, book value and share growth all increase at the same 

constant rate of growth into infinity. Given these assumptions, if the 

10 
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dividend payout ratio remains constant, so does the earnings retention 

ratio (the percentage of earnings that are retained by the company as 

opposed to being paid out in dividends). This being the case, a 

company's dividend growth can be measured by multiplying its retention 

ratio (1 - dividend payout ratio) by its book return on equity. This can be 

stated as g = b x r. 

Q. 

4. 

Would you please provide an example that will illustrate the 

relationship that earnings, the dividend payout ratio and book value 

have with dividend growth? 

RUCO consultant Stephen Hill illustrated this relationship in a Citizens 

Utilities Company 1993 rate case by using a hypothetical ~ t i l i t y . ~  

Table I 

Year 1 Year 2 Year 3 Year 4 Year 5 Growth 

Book Value $1 0.00 $1 0.40 $1 0.82 $1 1.25 $1 1.70 4.00% 

Equity Return 10% 10% 10% 10% 10% N/A 

EarningdSh. $1 .OO $1.04 $1.082 $1.125 $1.170 4.00% 

Payout Ratio 0.60 0.60 0.60 0.60 0.60 N/A 

Dividend/Sh $0.60 $0.624 $0.649 $0.675 $0.702 4.00% 

Table I of Mr. Hill's illustration presents data for a five-year period on his 

hypothetical utility. In Year 1, the utility had a common equity or book 

' 
Testimony, dated December 10, 1993, p. 25. 

Citizens Utilities Company, Arizona Gas Division, Docket No. E-I 032-93-1 11, Prepared 
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value of $10.00 per share, an investor-expected equity return of ten 

percent, and a dividend payout ratio of sixty percent. This results in 

earnings per share of $1 .OO ($10.00 book value x I O  percent equity return) 

and a dividend of $0.60 ($1.00 earningskh. x 0.60 payout ratio) during 

Year 1. Because forty percent (1 - 0.60 payout ratio) of the utility's 

earnings are retained as opposed to being paid out to investors, book 

value increases to $10.40 in Year 2 of Mr. Hill's illustration. Table I 

presents the results of this continuing scenario over the remaining five- 

year period. 

The results displayed in Table I demonstrate that under "steady-state" (i.e. 

constant) conditions, book value, earnings and dividends all grow at the 

same constant rate. The table further illustrates that the dividend growth 

rate, as discussed earlier, is a function of (1) the internally generated 

funds or earnings that are retained by a company to become new equity, 

and (2) the return that an investor earns on that new equity. The DCF 

dividend growth rate, expressed as g = b x r, is also referred to as the 

internal or sustainable growth rate. 

,.. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

I 20 

1 21 

22 

Direct Testimony of William A. Rigsby 
Arizona Public Service Company 
Docket No. E-01345A-11-0224 

Q. 

A. 

If earnings and dividends both grow at the same rate as book value, 

shouldn't that rate be the sole factor in determining the DCF growth 

rate? 

No. Possible changes in the expected rate of return on either common 

equity or the dividend payout ratio make earnings and dividend growth by 

themselves unreliable. This can be seen in the continuation of Mr. Hill's 

illustration on a hypothetical utility. 

Year1 Year2 

Book Value $10.00 $10.40 

Equity Return 10% 10% 

Earnings/Sh $1 .OO $1.04 

Payout Ratio 0.60 0.60 

Dividend/Sh $0.60 $0.624 

Table II 

Year 3 Year 4 Year 5 Growth 

$10.82 $11.47 $12.158 5.00% 

15% 15% 15% 10.67% 

$1.623 $1.720 $1.824 16.20% 

0.60 0.60 0.60 N/A 

$0.974 $1.032 $1.094 16.20% 

In the example displayed in Table II, a sustainable growth rate of four 

percent4 exists in Year 1 and Year 2 (as in the prior example). In Year 3, 

Year 4 and Year 5, however, the sustainable growth rate increases to six 

p e r ~ e n t . ~  If the hypothetical utility in Mr. Hill's illustration were expected to 

earn a fifteen-percent return on common equity on a continuing basis, 

then a six percent long-term rate of growth would be reasonable. 

[ ( Year 2 Earnings/Sh - Year 1 Earnings/Sh ) + Year 1 Earnings/Sh ] = [ ( $1.04 - $7 "80 ) 4 

$1 .OO ] = [ $0.04 + $1 .OO ] = 4.00% 

[ ( 1 - Payout Ratio ) x Rate of Return ] = [ ( 1 - 0.60 ) x 15.00% ] = 0.40 x 15.00% = 6.00% 5 

13 
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However, the compound growth rate for earnings and dividends, displayed 

in the last column, is 16.20 percent. If this rate was to be used in the 

DCF model, the utility's return on common equity would be expected to 

increase by fifty percent every five years, [(I5 percent + 10 percent) - I ] .  

This is clearly an unrealistic expectation. 

Although it is not illustrated in Mr. Hill's hypothetical example, a change in 

only the dividend payout ratio will eventually result in a utility paying out 

more in dividends than it earns. While it is not uncommon for a utility in 

the real world to have a dividend payout ratio that exceeds one hundred 

percent on occasion, it would be unrealistic to expect the practice to 

continue over a sustained long-term period of time. 

2. 

4. 

Other than the retention of internally generated funds, as illustrated 

in Mr. Hill's hypothetical example, are there any other sources of new 

equity capital that can influence an investor's growth expectations 

for a given company? 

Yes, a company can raise new equity capital externally. The best 

example of external funding would be the sale of new shares of common 

stock. This would create additional equity for the issuer and is often the 

case with utilities that are either in the process of acquiring smaller 

systems or providing service to rapidly growing areas. 

14 
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Q. 

A. 

Q. 

A. 

How does external equity financing influence the growth 

expectations held by investors? 

Rational investors will put their available funds into investments that will 

either meet or exceed their given cost of capital (Le. the return earned on 

their investment). In the case of a utility, the book value of a company's 

stock usually mirrors the equity portion of its rate base (the utility's earning 

base). Because regulators allow utilities the opportunity to earn a 

reasonable rate of return on rate base, an investor would take into 

consideration the effect that a change in book value would have on the 

rate of return that he or she would expect the utility to earn. If an investor 

believes that a utility's book value (Le. the utility's earning base) will 

increase, then he or she would expect the return on the utility's common 

stock to increase. If this positive trend in book value continues over an 

extended period of time, an investor would have a reasonable expectation 

for sustained long-term growth. 

Please provide an example of how external financing affects a 

utility's book value of equity. 

As I explained earlier, one way that a utility can increase its equity is by 

selling new shares of common stock on the open market. If these new 

shares are purchased at prices that are higher than those shares sold 

previously, the utility's book value per share will increase in value. This 

would increase both the earnings base of the utility and the earnings 

15 
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expectations of investors. However, if new shares sold at a price below 

the pre-sale book value per share, the after-sale book value per share 

declines in value. If this downward trend continues over time, investors 

might view this as a decline in the utility's sustainable growth rate and will 

have lower expectations regarding growth. Using this same logic, if a new 

stock issue sells at a price per share that is the same as the pre-sale book 

value per share, there would be no impact on either the utility's earnings 

base or investor expectations. 

Q. 

4. 

Please explain how the external component of the DCF growth rate is 

determined. 

In his book, The Cost of Capital to a Public Utility,' Dr. Gordon (the 

individual responsible for the development of the DCF or constant growth 

model) identified a growth rate that includes both expected internal and 

external financing components. The mathematical expression for Dr. 

Gordon's growth rate is as follows: 

g = ( br ) + ( sv ) 

where: g - - DCF expected growth rate, 

the earnings retention ratio, 

the return on common equity, 

the fraction of new common stock sold that 

- b - 

r - - 

- - S 

' Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, MI: Michigan State 
Jniversity, 1974, pp. 30-33. 
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accrues to a current shareholder, and 

funds raised from the sale of stock as a fraction 

of existing equity. 

- - V 

1 - [ ( BV ) + ( MP ) ] - - and V 

where: BV = book value per share of common stock, and 

MP = the market price per share of common stock. 

Q. 

A. 

Q. 

A. 

Did you include the effect of external equity financing on long-term 

growth rate expectations in your analysis of expected dividend 

growth for the DCF model? 

Yes. The external growth rate estimate (sv) is displayed on Page 1 of 

Schedule WAR-4, where it is added to the internal growth rate estimate 

(br) to arrive at a final sustainable growth rate estimate. 

Please explain why your calculation of external growth on page 2 of 

Schedule WAR-4, is the current market-to-book ratio averaged with 

1.0 in the equation [(M + B) + I] + 2. 

The market price of a utility's common stock will tend to move toward book 

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return 

that is equal to the cost of capital (one of the desired effects of regulation). 

As a result of this situation, I used [(M + B) + I ]  + 2 as opposed to the 

current market-to-book ratio by itself to represent investor's expectations 

that, in the future, a given utility will achieve a market-to-book ratio of 1 .O. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Has the Commission ever adopted a cost of capital estimate that 

i ncl uded t h is assumption? 

Yes. In a prior Southwest Gas Corporation rate case7, the Commission 

adopted the recommendations of ACC Staffs cost of capital witness, 

Stephen Hill, who I noted earlier in my testimony. In that case, Mr. Hill 

used the same methods that I have used in arriving at the inputs for the 

DCF model. His final recommendation for Southwest Gas Corporation 

was largely based on the results of his DCF analysis, which incorporated 

the same valid market-to-book ratio assumption that I have used 

consistently in the DCF model as a cost of capital witness for RUCO. 

How did you develop your dividend growth rate estimate? 

I analyzed data on a proxy group comprised of twenty publicly traded 

electric service providers. 

Why did you use a proxy group methodology as opposed to a direct 

analysis of the Company? 

One of the problems in performing this type of analysis is that the utility 

applying for a rate increase is not always a publicly traded company. 

Although Pinnacle West Capital Corporation, APS’ parent company, is 

publicly-traded on the NYSE, APS is not. Because of this situation, I used 

the aforementioned proxy that includes twenty electric utilities with similar 

Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876) 7 
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risk characteristics as APS in order to derive a cost of common equity for 

the Company. 

Q. 

A. 

Q. 

4. 

Are there any other advantages to the use of a proxy? 

Yes. As I noted earlier, the U.S. Supreme Court ruled in the Hope 

decision that a utility is entitled to earn a rate of return that is 

commensurate with the returns on investments of other firms with 

comparable risk. The proxy technique that I have used derives that rate of 

return. One other advantage to using a sample of companies is that it 

reduces the possible impact that any undetected biases, anomalies, or 

measurement errors may have on the DCF growth estimate. 

What criteria did you use in selecting the electric utilities included in 

your proxy for APS? 

Each of the electric utilities in my sample are tracked in the Value Line 

Investment Survey’s (“Value Line”) Electric Utility industry segment. Value 

Line follows electric utilities on a regional basis and issues quarterly 

updates on electric utilities located in the eastern, central and western 

portions of the U.S. All of the companies in the proxy are engaged in the 

provision of regulated electric services. Attachment A of my testimony 

contains Value Line’s most recent evaluation on each of the twenty 

companies that I included in the electric proxy group that I used for my 

cost of common equity analysis. 
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Q. 

A. 

Q. 

A. 

... 

Are these the same electric providers included in the proxy used by 

APS’ cost of equity witness? 

With the exception of Pinnacle West Capital Corporation, the parent 

company of APS, these are the same electric providers used by William E. 

Avera, Ph.D., the Company’s’ cost of capital witness. 

Why did you exclude Pinnacle West Capital Corporation from your 

proxy group? 

I excluded Pinnacle West Capital Corporation from my proxy group for two 

reasons. First, Value Line inadvertently omitted 2008 operating results for 

Pinnacle West Capital Corporation in their November 4, 2011 quarterly 

update on electric utilities located in the western region of the U.S. Upon 

discovering the omission I contacted Value Line to find out if a correction 

was going to be issued and was told by Mr. Paul Debbas that Value Line 

was not going to make a correction until their next quarterly update is 

published. A second, and possibly sounder, reason for omitting Pinnacle 

West Capital Corporation is simply that it is probably best not to include 

the parent of the company that is the subject of an analysis, since the 

object of the analysis is to determine a cost of equity figure for utilities with 

similar risk characteristics. 
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Q. 

A. 

Q. 

A. 

Please explain your DCF growth rate calculations for the sample 

electric providers used in your proxy. 

Schedule WAR-5 provides retention ratios, returns on book equity, internal 

growth rates, book values per share, numbers of shares outstanding, and 

the compounded share growth for each of the electric companies included 

in my sample for an historical 5-year observation period from the 

beginning of 2006 to the end of 2010. Schedule WAR-5 also includes 

Value Line's projected 201 1, 2012 and 2014-16 values for the retention 

ratio, equity return, book value per share growth rate, and number of 

shares outstanding for the sample electric companies. 

Please describe how you used the information displayed in Schedule 

WAR-5 to estimate each comparable utility's dividend growth rate. 

In explaining my analysis, I will use Ameren Corp. (NYSE symbol AEE) as 

an example. The first dividend growth component that I evaluated was the 

internal growth rate. I used the "b x r" formula (described on pages 11 

and 12 of my testimony) to multiply AEE's earned return on common 

equity by its earnings retention ratio for each year in the 2006 to 2010 

observation period to derive the utility's annual internal growth rates. I 

used the mean average of this five-year period as a benchmark against 

which I compared the projected growth rate trends provided by Value Line. 

Because an investor is more likely to be influenced by recent growth 

trends, as opposed to historical averages, the five-year mean noted earlier 
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was used only as a benchmark figure. As shown on Schedule WAR-5, 

Page 1, AEE’s average internal growth rate of 2.18 percent over the 2006 

to 2010 time frame reflects an up and down pattern of growth that ranged 

from a low of 1.03 percent in 2008 to a high of 3.82 percent during 2010. 

Value Line is predicting that growth will fall to 2.51 percent in 2011 and 

2012 before increasing to 2.69 percent by the end of the 2014-16 time 

frame. After weighing Value Line’s projections on earnings and dividend 

growth, I believe that a 3.00 percent rate of internal growth is within the 

realm of possibility for AGL (Schedule WAR-4, Page 1 of 2). 

Q. 

4. 

Please continue with the external growth rate component portion of 

you r analysis. 

Schedule WAR-5 demonstrates that the number of shares outstanding for 

AEE increased from 206.60 million to 240.40 million from 2006 to 2010. 

Value Line is predicting that this level will increase from 244.00 million in 

2011 to 256.00 million by the end of 2016. Based on this data, I believe 

that a 1.40 percent growth in shares is not unreasonable for AEE (Page 2 

of Schedule WAR-4). My final dividend growth rate estimate for AEE is 

5.70 percent (3.00 percent internal growth + 2.75 percent external growth 

- as calculated on Page 2 of Schedule WAR 4) and is shown on Page 1 of 

Schedule WAR-4. 
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Q. 

A. 

Q. 

A. 

What is the average DCF dividend growth rate estimate for your 

sample utilities? 

The average DCF dividend growth rate estimate for my sample is 5.59 

percent as displayed on page 1 of Schedule WAR-4. 

How does your average dividend growth rate estimates on your 

sample companies compare to the growth rate data published by 

Value Line and other analysts? 

Schedule WAR-6 compares my growth estimates with the five-year 

projections of analysts at both Value Line and Zacks Investment 

Research, Inc. (“Zacks”) (Attachment B). My 5.59 percent estimate 

exceeds Zacks’ average long-term EPS projection of 2.37 percent and is 

43 basis points higher than Value Line’s growth projection of 5.16 percent 

(which is an average of EPS, DPS and BVPS). My 5.59 percent estimate 

is 252 basis points higher than the 3.07 percent average of Value Line’s 

historical growth results and 108 basis points higher than the 4.01 percent 

average of the growth data published by both Value Line and Zacks. My 

5.59 percent growth estimate is I86  basis points higher than Value Line’s 

3.73 percent 5-year compound historical average of EPS, DPS and BVPS. 

The estimates of analysts at Value Line indicate that investors are 

expecting somewhat lower growth than what I am estimating from the 

electric utility industry in the future. On balance, I would say my 5.59 
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percent estimate is somewhat more optimistic than the growth projections 

that are available to the investing public. 

Q. 

A. 

Q. 

4. 

How did you calculate the dividend yields displayed in Schedule 

WAR3? 

I used the estimated annual dividends of my sample companies for the 

next twelve-month period that appeared in Value Line's most recent 

Ratings and Reports quarterly updates on the electric utility industry. I 

then divided those figures by the eight-week average daily adjusted 

closing price per share of the appropriate utility's common stock. The 

eight-week observation period ran from September 12, 201 1 to November 

4, 201 1, and the average dividend yield was 4.1 7 percent as exhibited on 

Schedule WAR-3. 

Based on the results of your DCF analysis, what is your cost of 

equity capital estimate for the electric companies included in your 

sample? 

As shown on Schedule WAR-2, the cost of equity capital derived from my 

DCF analysis is 9.77 percent for the electric utilities included in my 

sample. 
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Capital Asset Pricing Model (CAPM) Method 

Q. 

A. 

Please explain the theory behind CAPM and why you decided to use 

it as an equity capital valuation method in this proceeding. 

CAPM is a mathematical tool that was developed during the early 1960’s 

by William F. Sharpe’, the Timken Professor Emeritus of Finance at 

Stanford University, who shared the 1990 Nobel Prize in Economics for 

research that eventually resulted in the CAPM model. CAPM is used to 

analyze the relationships between rates of return on various assets and 

risk as measured by beta.g In this regard, CAPM can help an investor to 

determine how much risk is associated with a given investment so that he 

or she can decide if that investment meets their individual preferences. 

Finance theory has always held that as the risk associated with a given 

investment increases, so should the expected rate of return on that 

investment and vice versa. According to CAPM theory, risk can be 

classified into two specific forms: nonsystematic or diversifiable risk, and 

systematic or non-diversifiable risk. While nonsystematic risk can be 

virtually eliminated through diversification (Le. by including stocks of 

various companies in various industries in a portfolio of securities), 

systematic risk, on the other hand, cannot be eliminated by diversification. 

William F. Sharpe, “A Simplified Model of Portfolio Analysis,” Manaqement Science, Vol. 9, No. B 

2 (January 1963), pp. 277-93. 

Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of 
a market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns 
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on 
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock 
market; and if a stock‘s beta is less than 1.0, its returns are less volatile or riskier than the overall 
stock market. 

9 
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Thus, systematic risk is the only risk of importance to investors. Simply 

stated, the underlying theory behind CAPM is that the expected return on 

a given investment is the sum of a risk-free rate of return plus a market 

risk premium that is proportional to the systematic (non-diversifiable risk) 

associated with that investment. In mathematical terms, the formula is as 

follows: 

k = r f+  [ 13 ( rm - r f ) ]  

where: k - - the expected return of a given security, 

risk-free rate of return, - - rf 

13 - - beta coefficient, a statistical measurement of a 

security's systematic risk, 

rm - - average market return (e.g. S&P SOO), and 

rm - rf = market risk premium. 

Q. 

A. 

... 

What types of financial instruments are generally used as a proxy for 

the risk-free rate of return in the CAPM model? 

Generally speaking, the yields of U.S. Treasury instruments are used by 

analysts as a proxy for the risk-free rate of return component. 
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Q. 

A. 

Please explain why U.S. Treasury instruments are regarded as a 

suitable proxy for the risk-free rate of return? 

As citizens and investors, we would like to believe that U.S. Treasury 

securities (which are backed by the full faith and credit of the United 

States Government) pose no threat of default no matter what their maturity 

dates are. However, a comparison of various Treasury instruments 

(Attachment C) will reveal that those with longer maturity dates do have 

slightly higher yields. Treasury yields are comprised of two separate 

components,” a real rate of interest (believed to be approximately 2.00 

percent) and an inflationary expectation. When the real rate of interest is 

subtracted from the total treasury yield, all that remains is the inflationary 

expectation. Because increased inflation represents a potential capital 

loss, or risk, to investors, a higher inflationary expectation by itself 

represents a degree of risk to an investor. Another way of looking at this 

is from an opportunity cost standpoint. When an investor locks up funds in 

long-term T-Bonds, compensation must be provided for future investment 

opportunities foregone. This is often described as maturity or interest rate 

risk and it can affect an investor adversely if market rates increase before 

the instrument matures (a rise in interest rates would decrease the value 

of the debt instrument). As discussed earlier in the DCF portion of my 

As a general rule of thumb, there are three components that make up a given interest rate or 
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk 
premium. The approximate risk premium of a given security can be determined by simply 
subtracting a 91-day T-Bill rate from the yield on the security. 

10 
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testimony, this compensation translates into higher rates of returns to the 

investor. 

Q. 

A. 

Q. 

4. 

What security did you use for a risk-free rate of return in your CAPM 

an a I ys is? 

I used an eight-week average of the yield on a 5-year U.S. Treasury 

instrument. The yields were published in Value Line’s Selection and 

Opinion publication dated September 23, 201 1 through November 11 , 

2011 (Attachment C). This resulted in a risk-free (rf) rate of return of 0.97 

percent . 

Why did you use the yield on a 5-year year U.S. Treasury instrument 

as opposed to a short-term T-Bill? 

While a shorter term instrument, such as a 91-day T-Bill, presents the 

lowest possible total risk to an investor, a good argument can be made 

that the yield on an instrument that matches the investment period of the 

asset being analyzed in the CAPM model should be used as the risk-free 

rate of return. Since utilities in Arizona generally file for rates every three 

to five years, the yield on a 5-year U.S. Treasury Instrument closely 

matches the investment period or, in the case of regulated utilities, the 

period that new rates will be in effect. 
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GI. 

4. 

Q. 

4. 

How did you calculate the market risk premium used in your CAPM 

analysis? 

I used both a geometric and an arithmetic mean of the historical total 

returns on the S&P 500 index from 1926 to 2010 as the proxy for the 

market rate of return (r,,,). For the risk-free portion of the risk premium 

component (rf), I used the geometric mean of the total returns of 

intermediate-term government bonds for the same eighty-four year period. 

The market risk premium (rm - rf) that results by using the geometric mean 

of these inputs is 4.50 percent (9.90% - 5.40% = 4.50%). The market risk 

premium that results by using the arithmetic mean calculation is 6.40 

percent (1 1.90% - 5.50% = 6.40%). 

How did you select the beta coefficients that were used in your 

CAPM analysis? 

The beta coefficients (a), for the individual utilities used in both my 

proxies, were calculated by Value Line and were current as of September 

9, 201 1 for the LDCs in my proxy. Value Line calculates its betas by using 

a regression analysis between weekly percentage changes in the market 

price of the security being analyzed and weekly percentage changes in 

the NYSE Composite Index over a five-year period. The betas are then 

adjusted by Value Line for their long-term tendency to converge toward 

1.00. The beta coefficients for the electric companies included in my 

sample ranged from 0.55 to 0.80 with an average beta of 0.75. 
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Q. 

4. 

Q. 

4. 

Q. 

4. 

What are the results of your CAPM analysis? 

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation 

using a geometric mean to calculate the risk premium results in an 

average expected return of 4.32 percent. My calculation using an 

arithmetic mean results in an average expected return of 5.74 percent. 

What would be the expected return if a longer term 30-year U.S. 

Treasury bond were used as the risk free asset in the CAPM model? 

During the eight week period that I relied on in my analysis, the yield on a 

30-year U.S. Treasury bond declined from 3.27 percent to 3.01 percent. If 

a 3.01 percent eight-week average of 30-year U.S. Treasury bond yields 

were used in my CAPM model it would produce expected returns of 6.29 

percent using a geometric mean, and 7.49 percent using an arithmetic 

mean. As I will discuss later in my testimony, the yields of long-term U.S. 

Treasury instruments are currently falling as a result of recent actions 

being undertaken by the U.S. Federal Reserve. 

Please summarize the results derived under each of the 

methodologies presented in your testimony. 

The following is a summary of the cost of equity capital derived under 

each methodology used: 

30 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Direct Testimony of William A. Rigsby 
Arizona Public Service Company 
Docket No. E-01345A-11-0224 

METHOD RESULTS 

DCF 9.77% 

CAPM 4.32% - 5.74% 

Based on these results, my best estimate of an appropriate range for a 

cost of common equity for the Company is 4.32 percent to 9.77 percent. 

My final recommended cost of common equity figure is 10.00 percent 

which is just above the high end of the range of estimates shown above 

(Schedule WAR-1, Page 3). 

Q. 

A. 

Q. 

A. 

How does your recommended cost of equity capital compare with 

the cost of equity capital proposed by the Company? 

The 11 .OO percent cost of equity capital proposed by the Company is 100 

basis points higher than the 10.00 percent cost of equity capital that I am 

recommending. 

How did you arrive at your final recommended 10.00 percent cost of 

common equity? 

As just stated, my recommended 10.00 percent cost of common equity 

falls just above the high side of the range of estimates obtained from my 

DCF and CAPM analyses. As I will discuss in more detail in the next 

section of my testimony, my final estimate takes into consideration current 

interest rates (as the cost of equity moves in the same direction as interest 

rates), the current state of the national economy - which could be sliding 
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back into recession. My final estimate also takes into consideration the 

U.S. Federal Reserve’s recent decision not to raise interest rates anytime 

over the next two years. I also took into consideration information on 

Arizona’s economy and current rate of unemployment in making my final 

cost of equity estimate. My final estimate also falls within the range of 

projected returns on book common equity that Value Line is projecting for 

the electric utility industry. 

Current Economic Environment 

Q. 

A. 

Q. 

A. 

Please explain why it is necessary to consider the current economic 

environment when performing a cost of equity capital analysis for a 

reg u lated uti I i ty . 

Consideration of the economic environment is necessary because trends 

in interest rates, present and projected levels of inflation, and the overall 

state of the U.S. economy determine the rates of return that investors earn 

on their invested funds. Each of these factors represent potential risks 

that must be weighed when estimating the cost of equity capital for a 

regulated utility and are, most often, the same factors considered by 

individuals who are also investing in non-regulated entities. 

Please describe your analysis of the current economic environment. 

My analysis begins with a review of the economic events that have 

occurred between 1990 and the present in order to provide a background 
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on how we got to where we are now. It also describes how the Board of 

Governors of the Federal Reserve System (“Federal Reserve” or “Fed”) 

and its Federal Open Market Committee (“FOMC”) used its interest rate- 

setting authority to stimulate the economy by cutting interest rates during 

recessionary periods and by raising interest rates to control inflation during 

times of robust economic growth. Schedule WAR-8 displays various 

economic indicators and other data that I will refer to during this portion of 

my testimony. 

In 1991, as measured by the most recently revised annual change in 

gross domestic product (“GDP”), the U.S. economy experienced a rate of 

growth of negative 0.20 percent. This decline in GDP marked the 

beginning of a mild recession that ended sometime before the end of the 

first half of 1992. Reacting to this situation, the Federal Reserve, then 

chaired by noted economist Alan Greenspan, lowered its benchmark 

federal funds rate” in an effort to further loosen monetary constraints - an 

action that resulted in lower interest rates. 

During this same period, the nation’s major money center banks followed 

the Federal Reserve’s lead and began lowering their interest rates as well. 

By the end of the fourth quarter of 1993, the prime rate (the rate charged 

This is the interest rate charged by banks with excess reserves at a Federal Reserve district 
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is 
the most sensitive indicator of the direction of interest rates, since it is set daily by the market, 
unlike the prime rate and the discount rate, which are periodically changed by banks and by the 
Federal Reserve Board, respectively. 

11 
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by banks to their best customers) had dropped to 6.00 percent from a 

1990 level of 10.01 percent. In addition, the Federal Reserve's discount 

rate on loans to its member banks had fallen to 3.00 percent and short- 

term interest rates had declined to levels that had not been seen since 

1972. 

Although GDP increased in 1992 and 1993, the Federal Reserve took 

steps to increase interest rates beginning in February of 1994, in order to 

keep inflation under control. By the end of 1995, the Federal discount rate 

had risen to 5.21 percent. Once again, the banking community followed 

the Federal Reserve's moves. The Fed's strategy, during this period, was 

to engineer a "soft landing.'' That is to say that the Federal Reserve 

wanted to foster a situation in which economic growth would be stabilized 

without incurring either a prolonged recession or runaway inflation. 

Q. 

4. 

Did the Federal Reserve achieve its goals during this period? 

Yes. The Fed's strategy of decreasing interest rates to stimulate the 

economy worked. The annual change in GDP began an upward trend in 

1992. A change of 4.50 percent and 4.20 percent were recorded at the 

end of 1997 and 1998 respectively. Based on daily reports that were 

presented in the mainstream print and broadcast media during most of 

1999, there appeared to be little doubt among both economists and the 

public at large that the U.S. was experiencing a period of robust economic 
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growth highlighted by low rates of unemployment and inflation. Investors, 

who believed that technology stocks and Internet company start-ups (with 

little or no history of earnings) had high growth potential, purchased these 

types of issues with enthusiasm. These types of investors, who exhibited 

what former Chairman Greenspan described as “irrational exuberance,’’ 

pushed stock prices and market indexes to all time highs from 1997 to 

2000. Over the next ten years, the FOMC continued to stimulate the 

economy and keep inflation in check by raising and lowering the federal 

funds rate. 

Q. 

A. 

How did the U.S. economy fare between 2001 and 2007? 

The U.S. economy entered into a recession near the end of the first 

quarter of 2001. The bullish trend, which had characterized the last half of 

the 199O’s, had already run its course sometime during the third quarter of 

2000. Disappointing economic data releases, since the beginning of 

2001, preceded the September 11, 2001 terrorist attacks on the World 

Trade Center and the Pentagon which are now regarded as a defining 

point during this economic slump. From January 2001 to June 2003 the 

Federal Reserve cut interest rates a total of thirteen times in order to 

stimulate growth. During this period, the federal funds rate fell from 6.50 

percent to 1.00 percent. The FOMC reversed this trend on June 29, 2004 

and raised the federal funds rate 25 basis points to 1.25 percent. From 

June 29, 2004 to January 31, 2006, the FOMC raised the federal funds 
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rate thirteen more times to a level of 4.50 percent during a period in which 

the economic picture turned considerably brighter as both Inflation and 

unemployment fell, wages increased and the overall economy, despite 

continued problems in housing, grew briskly.’* 

The FOMC’s January 31, 2006 meeting marked the final appearance of 

Alan Greenspan, who had presided over the rate setting body for a total of 

eighteen years. On that same day, Greenspan’s successor, Ben 

Bernanke, the former chairman of the President’s Council of Economic 

Advisers, and a former Fed governor under Greenspan from 2002 to 

2005, was confirmed by the U.S. Senate to be the new Federal Reserve 

chief. As expected by Fed watchers, Chairman Bernanke picked up 

where his predecessor left off and increased the federal funds rate by 25 

basis points during each of the next three FOMC meetings for a total of 

seventeen consecutive rate increases since June 2004, and raising the 

federal funds rate to a level of 5.25 percent. The Fed’s rate increase 

campaign finally came to a halt at the FOMC meeting held on August 8, 

2006, when the FOMC decided not to raise rates. Once again, the Fed 

managed to engineer a soft landing. 

l2 Henderson, Nell, “Bullish on Bernanke” The Washinaton Post, January 30, 2007. 
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Q. 

A. 

What has been the state of the economy since 2007? 

Reports in the mainstream financial press during the majority of 2007 

reflected the view that the U.S. economy was slowing as a result of a 

worsening situation in the housing market and higher oil prices. The 

overall outlook for the economy was one of only moderate growth at best. 

Also during this period the Fed’s key measure of inflation began to exceed 

the rate setting body’s comfort level. 

On August 7, 2007, the beginning of what is now being referred to as the 

Great Recession; the FOMC decided not to increase or decrease the 

federal funds rate for the ninth straight time and left its target rate 

unchanged at 5.25 percent.13 At the time of the Fed’s decision, analysts 

speculated that a rate cut over the next several months was unlikely given 

the Fed’s concern that inflation would fail to moderate. However, during 

this same period, evidence of an even slower economy and a possible 

recession was beginning to surface. Within days of the Fed’s decision to 

stand pat on rates, a borrowing crisis rooted in a deterioration of the 

market for subprime mortgages, and securities linked to them, forced the 

Fed to inject $24 billion in funds (raised through its open market 

operations) into the credit markets.I4 By Friday, August 17, 2007, after a 

Ip, Greg, “Markets Gyrate As Fed Straddles Inflation, Growth” The Wail Street Journal, August 13 

8,2007 

l4 Ip, Greg, “Fed Enters Market To Tamp Down Rate” The Wall Street Journal, August 9, 2007 
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turbulent week on Wall Street, the Fed made the decision to lower its 

discount rate (i.e. the rate charged on direct loans to banks) by 50 basis 

points, from 6.25 percent to 5.75 percent, and took steps to encourage 

banks to borrow from the Fed’s discount window in order to provide 

liquidity to lenders. According to an article that appeared in the August 18, 

2007 edition of The Wall Street Journal, l5 the Fed had used all of its tools 

to restore normalcy to the financial markets. If the markets failed to settle 

down, the Fed’s only weapon left was to cut the Federal Funds rate - 

possibly before the next FOMC meeting scheduled on September 18, 

2007. 

2. 

4. 

Did the Fed cut rates as a result of the subprime mortgage borrowing 

crises? 

Yes. At its regularly scheduled meeting on September 18, 2007, the 

FOMC surprised the investment community and cut both the federal funds 

rate and the discount rate by 50 basis points (25 basis points more than 

what was anticipated). This brought the federal funds rate down to a level 

of 4.75 percent. The Fed’s action was seen as an effort to curb the 

aforementioned slowdown in the economy. Over the course of the next 

four months, the FOMC reduced the Federal funds rate by a total 175 

basis points to a level of 3.00 percent - mainly as a result of concerns that 

the economy was slipping into a recession. This included a 75 basis point 

l 5  Ip, Greg, Robin Sidel and Randall Smith, “Fed Offers Banks Loans Amid Crises” The Wall 
Street Journal, August 9, 2007 
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reduction that occurred one week prior to the FOMC’s meeting on January 

29, 2008. 

Q. 

A. 

What actions has the Fed taken in regard to interest rates since the 

beginning of 2008? 

The Fed made two more rate cuts which included a 75 basis point 

reduction in the federal funds rate on March 18, 2008 and an additional 25 

basis point reduction on April 30, 2008. The Fed’s decision to cut rates 

was based on its belief that the slowing economy was a greater concern 

than the current rate of inflation (which the majority of FOMC members 

believed would moderate during the economic slowdown).16 As a result of 

the Fed’s actions, the federal funds rate was reduced to a level of 2.00 

percent. From April 30, 2008 through September 16, 2008, the Fed took 

no further action on its key interest rate. However, the days before and 

after the Fed’s September 16,2008 meeting saw longstanding Wall Street 

firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of 

their subprime holdings. By the end of the week, the Bush administration 

had announced plans to deal with the deteriorating financial condition 

which had now become a worldwide crisis. The administrations actions 

included former Treasury Secretary Henry Paulson’s request to Congress 

for $700 billion to buy distressed assets as part of a plan to halt what has 

l6 

March 19,2008 
Ip, Greg, “Credit Worries Ease as Fed Cuts, Hints at More Relief” The Wall Street Journal, 
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been described as the worst financial crisis since the 1930 ’~ ‘~ .  Amidst this 

turmoil, the Fed made the decision to cut the federal funds rate by another 

50 basis points in a coordinated move with foreign central banks on 

October 8, 2008. This was followed by another 50 basis point cut during 

the regular FOMC meeting on October 29, 2008. At the time of this 

writing, the federal funds target rate now stands at 0.25 percent, the result 

of a 75 basis point cut announced on December 16,2008. 

Q. 

4. 

Q. 

4. 

What is the current rate of inflation in the U.S.? 

As can be seen on Schedule WAR-8, the current rate of inflation, as 

measured by the consumer price index, is at 3.90 percent according to 

information provided by the U.S. Department of Labor’s Bureau of Labor 

statistics . 

Has the Fed raised interest rates in anticipation of higher inflation? 

No. The FOMC has not raised interest rates to date. The Fed’s plan to 

buy $600 billion of U.S. government bonds over an eight month period, 

known as quantitative easing stage two or QE2,” was completed during 

the summer of 2011. The attempt to drive down long-term interest rates 

Soloman, Deborah, Michael R. Crittenden and Damian Paletta, “U.S. Bailout Plan Calms 17 

Markets, But Struggle Looms Over Details” The Wall Street Journal, September 20, 2008 

http://www. bls.qov/news.release/coi. nrO. htm 

Hilsenrath, Jon, “Fed Fires $600 Billion Stimulus Shot” The Wall Street Journal, November 4, 
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and encourage more borrowing and growth by increasing the money 

supply has yet to stimulate the economy and fears of a double dip 

recession persist. At its August 9, 2011 meeting, the FOMC announced 

that it intended to keep interest rates at their current levels for at least the 

next two years warning that the economy would remain weak for some 

time but that the Fed is prepared to take further steps to shore it up.2o 

Q. Has the Fed taken any recent action, such as QE2, to stimulate the 

economy? 

Yes. At the close of the FOMC’s September meeting the Fed announced 

its decision to implement a plan that resembles a 1961 Federal Reserve 

program known as “Operation Twist”.21 Under this plan, the Fed will sell 

$400 billion in Treasury securities that mature within three years. The 

proceeds from these sales will then be reinvested into securities that 

mature in six to 30 years. This action would significantly alter the balance 

of the Fed’s holdings toward long-term securities. In addition to selling off 

its shorter term Treasury holdings, the Fed will take the proceeds from its 

maturing mortgage-backed securities and reinvest them in other mortgage 

backed securities. For the past year, the Fed has been reinvesting that 

money into Treasury bonds, shrinking its mortgage portfolio. The overall 

Reddy, Sudeep and Jonathan Cheng “Markets Sink Then Soar After Fed Speaks” The Wall 
Street Journal, August I O ,  201 1 

’‘ 
September 22,201 1 

Hilsenrath, Jon and Luca Di Leo “Fed Launches New Stimulus” The Wall Street Journal, 
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goal of the Fed’s plan is to reduce long-term interest rates in the hope of 

boosting investment and spending and provide a shot in the arm to the 

beleaguered housing sector of the economy. During its most recent 

FOMC meeting held on November 1, 201 1, the Fed decided not to make 

any changes to existing interest rates. 

Q. 

4. 

Q. 

A. 

Has there been any noticeable drop in long-term rates since the Fed 

announced its plan to purchase longer term Treasury instruments? 

Yes. As I noted earlier in my testimony, the yield on the 30-year Treasury 

bond has from fallen from 3.27 percent to 3.01 percent since the latter part 

of September 201 1. 

Putting this all into perspective, how have the Fed’s actions since 

2000 affected the yields on Treasury Instruments and benchmark 

interest rates? 

As can be seen on Schedule WAR-8, current Treasury yields are 

considerably lower than corresponding yields that existed during the year 

2000 and U.S. Treasury instruments, are for the most part, still at 

historically low levels. As can be seen on the first page of Attachment C, 

the previously mentioned federal discount rate (the rate charged to the 

Fed’s member banks), has remained steady at 0.75 percent since 

November of 2010. 
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As of November 4, 201 1, leading interest rates that include the 3-month, 

6-month and l-year treasury yields have dropped from their November 

201 0 levels. Longer term yields including the 5-year, 1 O-year and 30-year 

have all fallen from levels that existed a year ago. The same is true for 

the 30-year Zero rate. The prime rate has remained constant at 3.25 

percent over the past year, as has the benchmark federal funds rate 

discussed above. A previous trend, described by former Chairman 

Greenspan as a “conundrum”22, in which long-term rates fell as short-term 

rates increased, thus creating a somewhat inverted yield curve that 

existed as late as June 2007, is completely reversed and a more 

traditional yield curve (one where yields increase as maturity dates 

lengthen) presently exists. The 5-year Treasury yield, used in my CAPM 

analysis, has decreased 23 basis points from 1 .I 1 percent, in November 

2010, to 0.88 percent as of November 2, 201 1. 

Q. 

A. 

What are the current yields on utility bonds? 

Referring again to Attachment C, as of November 2, 201 I, 25130-year A- 

rated utility bonds were yielding 4.12 percent ( I  I O  basis points lower than 

a year ago) and 25/30-year Baa/BBB-rated utility bonds were yielding 4.76 

percent (down 103 basis points from a year earlier). 

Wolk, Martin, “Greenspan wrestling with rate ‘conundrum’,’’ MSNBC, June 8, 2005 22 
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Q. What is the current outlook for the economy? 

4. The current outlook on the economy is that a slide into recession appears 

to be unlikely but an outlook for slower growth persists. Value line’s 

analysts offered this perspective in the November 11, 2011 edition of 

Value Line’s Selection and Opinion publication: 

“One by one, the markers pointing to a new recession are 
falling - at least in this country. Recent data, for example, 
affirm that consumer spending, manufacturing orders, and auto 
sales are pressing higher, while other reports confirm that 
industrial production and business investment are rallying. Those 
still calling for a recession, therefore, are getting less and less of 
an audience.” 

Value Line’s analysts went on to say: 

”The U.S. upturn could move onto a slower track going 
forward, with growth - which rose to 2.5% in the third quarter 
- perhaps easing to less than 2% this period. Thereafter, there 
may be some gradual firming in 2012, with growth possibly 
averaging 2%, or so. Clearly, though, this forecast is tenuous 
due to uncertainty in Europe, where a recession seems more 
likely.“ 

Value Line’s analysts also stated: 

”The year ahead holds numerous questions. First, there is 
Europe, which is in flux, as prior headlines proclaiming a 
resolution of the debt crisis now look a bit premature. Then, there 
are Federal Reserve policies, which are fluid and likely to evolve 
further, as the central bank seeks a balance between promoting 
faster growth and containing inflation. Also, there are questions 
about housing and personal income, both of which are under 
strain. Finally, there’s the likelihood of slower growth in China, 
which would add to global strains. All of this implies that a 
stronger showing by our economy in 2012 is unlikely.” 

Value Line’s analysts further went on to say: 

”Earnings season is now in the books, and it has ,een a 
respectable one for the most part. However, there were fewer 
fireworks on the upside than in prior quarters, as profit matchups 
became more difficult after two years of easy growth. We also 
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think earnings will press forward in the final quarter, but more 
modestly.” 

Q. 

A. 

... 

How are electric utilities such as APS faring in the current economic 

envi ron men t? 

In the November 4, 2011 quarterly update on the Electric Utility (West) 

Industry, Value Line analyst Paul E. Debbas, CFA had this to say: 

“Electric utility stocks are known for outperforming the broader 
market averages in a down market. So far in 2011, this has 
proven to be the case. The Value Line Geometric Average is 
down 12% this year, while the Value Line Utility Average is up 
2%. When dividends are considered, the relative out 
performance of this group is even greater. This had made the 
equities in this industry relatively less attractive, however. In fact, 
some issues, such as Pinnacle West, are trading around the 
middle of th eir 2014-2016 Target Price Range. F o r  a utility 
stock, this is often a sign that it has become overvalued.” 

Also Included in Value Line’s November 4, 2011 issue is its ranking of 

each state’s regulatory climate, plus that of the District of Columbia and 

the Federal Energy Regulatory Commission (“FERC”). Value Line ranks 

states as above average, average and below average. Interestingly, 

Arizona was ranked as average along with California, Delaware, District of 

Columbia, Florida, Georgia, Hawaii, Iowa, Kansas, Kentucky, Louisiana, 

Michigan, Minnesota, Mississippi, Missouri, Montana, Nevada, New 

Hampshire, New Jersey, New Mexico, North Carolina, North Dakota, 

Oklahoma, Pennsylvania, Texas, Virginia, Washington and Wyoming. 
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Q. 

A. 

Q. 

4. 

How has Arizona fared in terms of the overall economy and home 

foreclosures? 

Arizona was one of the states hit hardest during the Great Recession and 

has lagged during the current recovery.23 During the period between 2006 

and 2009, statewide construction spending fell by 40.00 percent. 

According to information provided by Irvine, California-based RealtyTrac, 

Arizona was ranked third in the nation behind California and Nevada in 

terms of home foreclosures with the largest number of foreclosures 

occurring in Maricopa, Pinal and Pima Counties. As of this writing 

RealtyTrac still ranks Arizona as having the third highest foreclosure rate 

in the country with one in every ninety-three housing units receiving a 

foreclosure filing in the third quarter. 24 

What is the current unemployment situation in Arizona during this 

period of economic recovery? 

According to information published on October 20, 201 1, and displayed on 

the website of the Arizona Department of Administration’s Office of 

Employment and Population  statistic^,^^ the seasonally adjusted 

unemployment rate for Arizona dropped two tenths of a percentage point 

’3 Beard, Betty, “Recession hit Arizona hardest” The Arizona Republic, March 6, 201 1 

’4 

Journal, October 13, 201 1. 

’5 Arizona Department of Administration’s Office of Employment and Population Statistics 
i t t p : / l w .  workforce. az.qov1 

Millar, DiAngelea, “RealtyTrac: Arizona home foreclosures down sharply,” Phoenix Business 
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from 9.3% in August, to 9.1% in September. At the time that this 

information was compiled, Arizona's rate of unemployment mirrored the 

U.S. unemployment rate which remained unchanged at 9.1% for the third 

consecutive month. In September 2010 the U. S. rate was 9.6% and 

Arizona's rate was 9.8%26 as can be seen below: 

Arizona, U.S. Economic Indicators 
Unemployment Rate (Seasonally Adj. 

Sep '1 1 Aug '1 1 

United States 9.1% 9.1% 
Arizona 9.1% 9.3% 
Arizona unadjusted rate 8.9% 9.4% 

SeD '10 

9.6% 
9.8% 
9.8% 

More recent information on the national rate of unemployment, released 

by the U.S. Department of Labor on November 4, 201 1, has pegged U.S. 

unemployment at 9.00 percent. 

According to the October 20, 201 1 Arizona Department of Administration's 

Office of Employment and Population Statistics report, the September 

201 1 rates of unemployment for the counties that are served by APS were 

as follows: 

Selected County Unemployment Rates - September 2011 

Apache 15.0% 
Cochise 8.2% 
Cocon i n o 7.3% 
Gila 9.7% 
La Paz 9.5% 
Maricopa 7.9% 
Navajo 14.0% 

" U.S. Bureau of Labor Statistics Economic News Release dated June 3, 201 1 
ittp://www. bls.qov/news. release/empsit. nrO. htm 
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Pima 8.0% 
Pinal 10.6% 

Yuma 27.0% 
Yavapai 9.4% 

Q. 

A. 

After weighing the economic information that you've just discussed, 

do you believe that the 10.00 percent cost of equity capital that you 

have estimated is reasonable for the Company? 

I believe that my recommended 10.00 percent cost of equity capital, which 

is 524 basis points higher than the current 4.76 percent yield on a 

Baa/BBB-rated utility bond, will provide APS with a reasonable rate of 

return on invested capital when data on interest rates (that are low by 

historical standards), the current state of the economy, current rates of 

unemployment (both nationally, in Arizona, and in the counties served by 

APS), and the Fed's decision to keep interest rates at their current levels 

over the next two years are all taken into consideration. As I noted earlier, 

the Hope decision determined that a utility is entitled to earn a rate of 

return that is commensurate with the returns it would make on other 

investments with comparable risk. I believe that my cost of equity 

analysis, which is on the high side of the range of results I obtained from 

both the DCF and CAPM models, has produced such a return. 
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CAPITAL STRUCTURE AND COST OF DEBT 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please describe the Company-proposed capital structure. 

The Company-proposed end of test year capital structure is comprised of 

53.94 percent common equity and 46.06 percent long-term debt. 

How does the Company-proposed capital structure compare with the 

capital structures of the electric companies that comprise your 

sample? 

The Company-proposed capital structure containing 53.94 percent 

common equity is somewhat higher in equity than the capital structures of 

the electric companies in my sample, which had an average of 45.70 

percent common equity, and would be perceived by investors as having 

somewhat lower risk overall. APS’ 46.06 percent level of long-term debt is 

lower than the average of 53.60 percent in my sample and would be 

perceived as having a lower level of financial risk. Overall I would say that 

APS’ capital structure is fairly well balanced. 

What capital structure are you recommending for APS? 

I am recommending that he Commission adopt the Company-proposed 

capital structure comprised of 53.94 percent common equity and 46.06 

percent long-term debt. 

49 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Direct Testimony of William A. Rigsby 
4rizona Public Service Company 
3ocket No. E-01345A-11-0224 

Q. 

4. 

What cost of long-term debt are you recommending for APS? 

I am recommending that the Commission adopt a cost of Long-term debt 

of 6.26 percent which, based on my calculation of the Company’s various 

outstanding debt instruments, is 12 basis points lower than the 6.38 

percent cost of long-term debt being proposed by APS. 

WEIGHTED COST OF CAPITAL AND FAIR VALUE RATE OF RETURN 

Q. 

4. 

Q. 

A. 

What original cost weighted average cost of capital are you 

recommending for APS? 

Based on my recommended capital structure, comprised of 53.94 percent 

common equity and 46.06 percent long-term debt, I am recommending an 

original cost weighted average cost of capital of 8.27 percent (Schedule 

WAR-1, Page 1). This is the weighted average cost of my recommended 

cost of 10.00 percent common equity and my recommended 6.26 percent 

cost long-term debt. My 8.27 percent weighted average cost of capital is 

also the OCROR to be applied to APS’ original cost rate base. 

What fair value rate of return are you recommending for APS? 

I am recommending a FVROR of 6.10 percent (Schedule WAR-1, Page 1) 

which is my OCROR minus an inflation factor of 2.18 percent (Schedule 

WAR-1, Page 4). My recommended FVROR satisfies the fair value 

requirement of the Arizona Constitution which the Commission must follow 

when setting rates for investor owned utilities such as APS. 
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Q. 

A. 

Q. 

A. 

Why are you recommending a FVROR that is different from your 

OCROR? 

Because APS elected not to use the Company’s original cost rate base 

(“OCRB”) as its fair value rate base (“FVRB”) in this case. Instead, APS 

performed a reconstruction cost new less depreciation (“RCND”) study to 

restate the value, or reproduction cost, of the Company’s OCRB. As is 

the normal ratemaking practice in Arizona, the Company averaged the 

values of its OCRB and its RCND rate base to arrive at a FVRB that is 

higher than the OCRB. This is because the value of the FVRB reflects the 

impact of inflation and other factors which tend to contribute to an upward 

growth in value over time. Since the difference in the value of the OCRB 

and the FVRB represents inflation, as opposed to additional investor 

supplied capital, an OCROR which includes an inflation component cannot 

be applied to the FVRB. To do so would result in a double counting of 

inflation. For this reason it is necessary to remove the inflation component 

that is included in the OCROR. 

Does your recommended FVROR satisfy the requirements for 

determining a FVROR that resulted from the Commission’s Chaparral 

City Water Company remand decision, which established the need to 

remove the inflation component from an OCROR? 

Yes. On July 28, 2008, the Commission issued Decision No. 70441, in 

which stated the following: 
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Our previous method was a shorthand method of ensuring that 
inflation would only influence one piece of the ratemaking 
formula - the rate of return. However, the Court of Appeals has 
made it clear that, under our constitution, the "inflation 
component" belongs in the FVRB. Accordingly, in order to 
avoid over-counting the effect of inflation, it is necessary for us 
to ensure that the rate of return does not also carry an inflation 
component. [Decision No. 70441, p. 331 

Q. 

4. 

How did you remove the inflation component from your OCROR? 

By reducing my recommended costs of common equity and long-term 

debt by an inflation factor of 2.18 percent. This produced my 

recommended FVROR of 6.10 percent. The method that I have used in 

this case produces a FVROR that is comparable to the FVROR calculated 

for UNS Electric, Inc. in a prior rate case proceeding. In that case the 

Commission adopted a method that reduced the OCROR by an inflation 

factor that was recommended by RUC0.27 The Commission had 

previously used the same method in a rate case proceeding for UNS 

Electric, Inc.'s sister utility, UNS Gas, Inc. Under the Commission's 

adopted methodology in the prior UNS Inc. cases, my recommended 

OCROR of 8.27 percent would be reduced by my recommended 2.18 

percent inflation factor - thus resulting in a FVROR of 6.10 percent. The 

method that I have used in this case, which removes the inflation factor 

from both my recommended cost of equity and recommended cost of 

debt, produces an identical 5.96 percent FVROR. 

27 Decision No. 71914, dated September 30, 2010 
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9. 

4. 

9. 

4. 

9. 

4. 

How did you calculate your inflation factor of 2.18 percent? 

By using the same RUCO methodology that produced an inflation factor 

similar to what the Commission relied on in the prior UNS Electric, Inc. 

case cited above. As can be seen on Page 4 of Schedule WAR-I, my 

recommended 2.18 percent inflation factor represents the difference 

between Treasury Inflation-Protected Securities (“TIPS”) and comparable 

securities issued by the U.S. Treasury with similar liquidity and duration 

over a nine year period. 

How does your FVROR compare to the FVROR being recommended 

by APS? 

My recommended FVROR of 6.10 percent is 30 basis points lower than 

the 6.47 percent FVROR being proposed by APS. 

What inflation factor does APS propose? 

APS does not reduce its proposed cost of common equity by an inflation 

factor. As stated on page 4 of his direct testimony, APS’ cost of equity 

witness Dr. William E. Avera states that the Company-proposed 11.00 

percent cost of common equity needs no adjustment since his DCF and 

CAPM results were obtained using analysts’ forward looking estimates 

based on current market values. 
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Q. 

A. 

Do you agree with Dr. Avera’s rationale as to why no inflation 

adjustment is needed to reduce the Company-proposed OCROR? 

No. I do not since analysts’ forward looking estimates would only take 

future expected inflation into account. Relying on analysts’ forecasted 

estimates does not address the impact of inflation and other factors which 

tend to contribute to an upward growth in the value of plant assets over 

time which is reflected in the Company’s RCND rate base which I 

explained above. 

COMMENTS ON THE COMPANY-PROPOSED COST OF EQUITY CAPITAL 

Q. 

A. 

Q. 

A. 

... 

Have you reviewed APS’ testimony on the Company-proposed cost 

of equity capital? 

Yes, I have reviewed the testimony prepared by Dr. William E. Avera. 

What issues does Dr. Avera address in his cost of equity testimony? 

In addition to addressing the cost of common equity issues in this case, 

Dr. Avera also addresses the capital structure, credit worthiness, and 

attrition issues that APS’ has raised in its Application. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

... 

Please compare the Company-proposed cost of equity with your 

recommended cost of equity. 

The Company is recommending a cost of equity capital of 11 .OO percent 

which is 100 basis points higher than my recommended 10.00 percent 

cost of equity. 

Have you studied the specific methods that Dr. Avera used to derive 

the Company-proposed cost of equity capital? 

Yes. 

What methods did Dr. Avera use to arrive at his cost of common equity for 

APS? 

Dr. Avera used the DCF and CAPM methods to estimate APS’ cost of 

common equity. 

Can you provide a comparison of the results derived from Dr. 

Avera’s models and yours? 

Yes. The following portion of my testimony will compare and contrast the 

results of our DCF and CAPM analyses. 
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DCF Comparison 

Q. 

4. 

Q. 

A. 

... 

Please compare the results of Dr. Avera’s DCF analysis and the 

results of your DCF analysis. 

Dr. Avera presented the results of two DCF analyses, one that relied on a 

sample of regulated electric utilities and the other on unregulated 

industrials. His DCF analysis using a sample of regulated utilities 

produced estimates ranging from 9.50 percent to 11.20 percent and his 

DCF analysis using a sample of unregulated industrials, or non-utilities, 

produced estimates ranging from 11.90 percent to 12.50 percent. My 

DCF analysis, which relied on a sample with all but one (Pinnacle West 

Capital Corporation, the parent of APS) of the regulated electric utilities 

included in Dr. Avera’s sample, produced a final estimate of 9.77 percent. 

Why didn’t you perform an analysis that included unregulated 

industrials? 

Quite simply because I believe that a sample of regulated electric utilities 

that face the same types of risks and operating conditions that APS does 

is an appropriate sample. Furthermore the results obtained by Dr. Avera’s 

non-utilities sample clearly demonstrate that these firms are much more 

riskier than regulated utilities. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

What was the difference between Dr. Avera’s dividend yield results 

for electric utilities and your dividend yield results? 

Dr. Avera’s DCF analysis of regulated electric utilities produced an 

average dividend yield of 4.53 percent as opposed to my average dividend 

yield of 4.17 percent. I attribute the majority of the 36 basis point 

difference to higher closing stock prices that I recorded during my more 

recent 8-week observation period since there is not that much difference 

in the annualized dividends paid by our respective sample companies. 

Please compare your respective DCF growth estimates (9) for 

electric uti I i ties. 

Dr. Avera’s electric utilities DCF analysis produced average growth 

estimates of 4.97 percent to 6.67 percent compared to my 5.59 percent 

estimate. However, as I will discuss later, Dr. Avera’s estimates ignore 

high and low estimates obtained from his model. 

Were there any differences in the way that you conducted your DCF 

analysis and the way that Dr. Avera conducted his? 

Yes. Dr. Avera also relied on projections from IBES in addition to my 

reliance on Value Line and Zacks. He also performed a br + sv type 

calculation similar to what I have done. The IBES growth projections of 

5.83 percent were 24 basis points higher than my 5.59 percent average 

growth estimate. However, I will point out that Dr. Avera’s DCF analysis 
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placed no emphasis on the past performance of the electric utilities in his 

sample and focused entirely on analysts’ future projections to estimate the 

growth component (9) of the DCF model. While I agree that the 

estimation of an appropriate cost of common equity is a forward looking 

process, I believe that past performance should not be ignored entirely. 

Consideration of utilities’ past performance should serve as a useful check 

on the reasonableness of analysts’ future expectations. In addition to my 

points above, Dr. Avera eliminates high and low results (i.e. outliers) from 

his DCF results in order to arrive at his final DCF cost of common equity 

estimate. 

a. 
4. 

Have you removed such outliers from your analysis? 

No. While I will admit that several of my sample electric utilities had 

results that could be classified as being extremely high or low, I have 

decided not to ignore them. 

CAPM Comparison 

Q. Please compare the results of Dr. Avera’s CAPM analysis and the 

results of your CAPM analysis. 

Dr. Avera’s CAPM analysis produced an estimate of 11.40 percent for his 

sample of electric utilities and an estimate of 10.00 percent for his sample 

of unregulated industrials. His estimates are 708 basis points to 56 

points higher than my 4.32 percent CAPM estimate that uses a geometric 

4. 

58 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

~ 17 

18 

19 

20 

21 

22 

23 

Direct Testimony of William A. Rigsby 
Arizona Public Service Company 
Docket No. E-Ol345A-11-0224 

mean and are 566 basis points to 426 basis points higher than my 5.74 

percent CAPM estimate that uses an arithmetic mean. When compared to 

my CAPM estimates that relied on an eight-week average 30-year U.S. 

Treasury bond yield as the risk free rate of return, Dr. Avera’s utility 

sample estimates are 511 basis points higher than my 6.29 percent 

estimate using a geometric mean, and 391 basis points higher than my 

7.49 percent estimate using an arithmetic mean. Dr. Avera’s 11.40 

percent utility sample estimate exceeds the recent yield of 4.67 percent on 

a Baa/BBB-rated utility bond yield by 673 basis points. 

Q. 

A. 

Q. 

A. 

What are the main reasons for Dr. Avera’s higher CAPM results? 

The much higher inputs that include his risk free rate of return and Dr. 

Avera’s market risk premium which utilized his own method for calculating 

the return on the market as opposed to relying on the more established 

method of relying on historical market data published in Morningstar. Dr. 

Avera CAPM expected return estimates also include a size adjustment of 

0.074 percent for his utility sample and negative 0.37 percent for his 

unregulated industrials. 

Please describe the differences in the way that you conducted your 

CAPM analysis and the way that Dr. Avera conducted his? 

As noted above, there are two main differences between Dr. Avera’s 

CAPM analysis and mine. The first difference involves Dr. Avera’s use of 
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a 4.50 percent one month average of the higher yields of 30-year Treasury 

bonds as opposed to the more recent 8-week average yields of a 5-year 

Treasury instrument that I relied on for the risk-free rate of return. The 

second difference involves his market risk premium. Dr. Avera’s market 

risk premium is the 12.8 percent sum of yields and growth rates of S&P 

500 dividend paying firms recorded on January 28,201 1 and February 23, 

201 1 respectively minus the aforementioned 4.50 percent risk free rate, 

used by Dr. Avera, as opposed to the SBBl data that I relied on that 

encompassed a much broader period of the U.S. economy between 1926 

and 2010. Dr. Avera’s method results in a market risk premium of 8.30 

percent (12.80% - 4.50% = 8.30%) as opposed to my risk premiums of 

4.50 percent and 6.40 percent based on a geometric and arithmetic mean 

respective I y . 

P. 

4. 

Please compare the differences in the risk free rates that you and Dr. 

Avera relied on. 

Dr. Avera’s risk free rate is 4.50 percent as opposed to my risk free rate of 

0.97 percent. As I noted earlier in my testimony, I believe a 5-year 

treasury instrument is more appropriate since Arizona utilities generally 

apply for rates every three to five years on average. Dr. Avera’s chosen 

30-year Treasury bond instrument is currently yielding 3.01 percent 

(Attachment C). 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

... 

Did Dr. Avera use the same Value Line betas that you used in your 

CAPM analysis? 

Yes. However, Dr. Avera’s utility sample had an average Value Line beta 

of 0.74 as opposed to my average Value Line beta of 0.75 (using a 

sample that excluded Pinnacle West Capital Corporation). Dr. Avera’s 

beta for unregulated industrials was 0.71. 

What is the beta of Pinnacle West Capital Corporation, the parent of 

APS? 

Pinnacle West Capital Corporation has a Value Line beta of 0.70 which is 

lower than Dr. Avera’s average utility sample beta of 0.74 and my average 

beta of 0.75. This indicates that APS’ parent company is not as risky as 

the average of our respective sample electric utilities. 

How did Dr. Avera arrive at his final 11.00 percent cost of equity 

capital for APS? 

Dr. Avera’s final cost of equity estimate of 11 .OO percent falls within the 

9.50 percent to 12.50 percent range of results obtained from his DCF and 

CAPM models using two sample groups comprised of regulated electric 

utilities and unregulated industrials. 
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Q. 

A. 

Q. 

A. 

Does your silence on any of the issues, matters or findings 

addressed in the testimony of Dr. Avera or any other witness for APS 

constitute your acceptance of their positions on such issues, 

matters or findings? 

No, it does not. 

Does this conclude your testimony on APS? 

Yes, it does. 
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Appendix I 

EDUCATION: 

EXPERIENCE: 

Qualifications of William A. Rigsby, CRRA 

University of Phoenix 
Master of Business Administration, Emphasis in Accounting, 1993 

Arizona State University 
College of Business 
Bachelor of Science, Finance, 1990 

Mesa Community College 
Associate of Applied Science, Banking and Finance, 1986 

Society of Utility and Regulatory Financial Analysts 
38th Annual Financial Forum and CRRA Examination 
Georgetown University Conference Center, Washington D.C. 
Awarded the Certified Rate of Return Analyst designation 
after successfully completing SURFAs CRRA examination. 

Michigan State University 
Institute of Public Utilities 
N.A.R.U.C. Annual Regulatory Studies Program, 1997 &I999 

Florida State University 
Center for Professional Development & Public Service 
N.A.R.U.C. Annual Western Utility Rate School, 1996 

Public Utilities Analyst V 
Residential Utility Consumer Office 
Phoenix, Arizona 
April 2001 - Present 

Senior Rate Analyst 
Accounting & Rates - Financial Analysis Unit 
Arizona Corporation Commission, Utilities Division 
Phoenix, Arizona 
July 1999 - April 2001 

Senior Rate Analyst 
Residential Utility Consumer Office 
Phoenix, Arizona 
December 1997 -July 1999 

Utilities Auditor II and Ill 
Accounting & Rates - Revenue Requirements Analysis Unit 
Arizona Corporation Commission, Utilities Division 
Phoenix, Arizona 
October 1994 - November 1997 

Tax Examiner Technician I / Revenue Auditor I1 
Arizona Department of Revenue 
Transaction Privilege / Corporate Income Tax Audit Units 
Phoenix, Arizona 
July 1991 - October 1994 
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION 

Utilitv Companv 

ICR Water Users Association 

Rincon Water Company 

Ash Fork Development 
Association, Inc. 

Parker Lakeview Estates 
Homeowners Association, Inc. 

Mirabell Water Company, Inc. 

Bonita Creek Land and 
Homeowner’s Association 

Pineview Land & 
Water Company 

Pineview Land & 
Water Company 

Montezuma Estates 
Property Owners Associa ti o n 

Houghland Water Company 

Sunrise Vistas Utilities 
Company -Water Division 

Sunrise Vistas Utilities 
Company - Sewer Division 

Holiday Enterprises, Inc. 
dba Holiday Water Company 

Gardener Water Company 

Cienega Water Company 

Rincon Water Company 

Vail Water Company 

Bermuda Water Company, Inc. 

Bella Vista Water Company 

Pima Utility Company 

Docket No. 

U-2824-94-389 

U-I 723-95-1 22 

E-I 004-95-1 24 

U-I 853-95-328 

U-2368-95-449 

u-2195-95-494 

U-I 676-96-1 6 1 

U-I 676-96-352 

U-2064-96-465 

U-2338-96-603 et al 

U-2625-97-074 

U-2625-97-075 

U-I 896-97-302 

U-2373-97-499 

W-2034-97-473 

W-I 723-97-414 

W-01651A-97-0539 et al 

W-01812A-98-0390 

W-02465A-98-0458 

SW-02199A-98-0578 

2 

Tvpe of Proceeding 

Original CC&N 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Financing 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

FinancingIAuth. 
To Issue Stock 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 



Appendix 1 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utilitv Companv 

Pineview Water Company 

I.M. Water Company, Inc. 

Marana Water Service, Inc. 

Tonto Hills Utility Company 

New Life Trust, Inc. 
dba Dateland Utilities 

GTE California, Inc. 

Citizens Utilities Rural Company, Inc. 

MCO Properties, Inc. 

American States Water Company 

Arizona-American Water Company 

Arizona Electric Power Cooperative 

360networks (USA) Inc. 

Beardsley Water Company, Inc. 

Mirabell Water Company 

Rio Verde Utilities, Inc. 

Arizona Water Company 

Loma Linda Estates, Inc. 

Arizona Water Company 

Mountain Pass Utility Company 

Picacho Sewer Company 

Picacho Water Company 

Ridgeview Utility Company 

Green Valley Water Company 

Bella Vista Water Company 

Arizona Water Company 

Docket No. 

W-0 1676A-99-0261 

W-02191A-99-0415 

W-01493A-99-0398 

W-02483A-99-0558 

W-03537A-99-0530 

T-01954B-99-0511 

T-01846B-99-0511 

W-02113A-00-0233 

W-02 1 13A-00-0233 

W-01303A-00-0327 

E-01773A-00-0227 

T-03777A-00-0575 

W-02074A-00-0482 

W-02368A-00-0461 

WS-02156A-00-0321 et al 

W-01445A-00-0749 

W-02211A-00-0975 

W-0 1445A-00-0962 

SW-03841A-01-0166 

SW-03709A-01-0165 

W-03528A-01-0169 

W-03861A-01-0167 

W-02025A-01-0559 

W-02465A-01-0776 

W-0 1445A-02-06 1 9 

Tvpe of Proceeding 

WIFA Financing 

Financing 

WIFA Financing 

WIFA Financing 

Financing 

Sale of Assets 

Sale of Assets 

Reorganization 

Reorganization 

Financing 

Financing 

Financing 

WIFA Financing 

WIFA Financing 

Rate Increase/ 
Financing 

Financing 

Rate Increase 

Rate Increase 

Financing 

Financing 

Financing 

Financing 

Rate Increase 

Rate Increase 

Rate Increase 

3 



Appendix I 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utilitv Company 

Arizona-American Water Company 

Arizona Public Service Company 

Rio Rico Utilities, Inc. 

Qwest Corporation 

Chaparral City Water Company 

Arizona Water Company 

Tucson Electric Power 

Southwest Gas Corporation 

Arizona-American Water Company 

Black Mountain Sewer Corporation 

Far West Water & Sewer Company 

Gold Canyon Sewer Company 

Arizona Public Service Company 

Arizona-American Water Company 

Arizona-American Water Company 

Arizona-American Water Company 

UNS Gas, Inc. 

Arizona-American Water Company 

UNS Electric, Inc. 

Arizona-American Water Company 

Tucson Electric Power 

Southwest Gas Corporation 

Chaparral City Water Company 

Arizona Public Service Company 

Johnson Utilities, LLC 

Arizona-American Water Company 

Docket No. 

W-01303A-02-0867 et ai. 

E-01345A-03-0437 

WS-02676A-03-0434 

T-01051 B-03-0454 

W-02113A-04-0616 

W-0 1445A-04-0650 

E-01933A-04-0408 

G-01551 A-04-0876 

W-01303A-05-0405 

SW-02361 A-05-0657 

WS-03478A-05-0801 

SW-02519A-06-0015 

E-07 345A-05-0816 

W-01303A-05-0718 

W-01303A-05-0405 

W-01303A-06-0014 

G-04204A-06-0463 

WS-01303A-06-0491 

E-04204A-06-0783 

W-01303A-07-0209 

E-01933A-07-0402 

G-01551A-07-0504 

W-02113A-07-0551 

E-01345A-08-0 1 72 

WS-02987A-08-0180 

W-01303A-08-0227 et ai. 

Type of Proceeding 

Rate Increase 

Rate Increase 

Rate Increase 

Renewed Price Cap 

Rate Increase 

Rate Increase 

Rate Review 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Transaction Approval 

ACRM Filing 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

4 



Appendix I 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utility Company 

UNS Gas, Inc. 

Arizona Water Company 

Far West Water & Sewer Company 

Black Mountain Sewer Corporation 

Global Utilities 

Litchfield Park Service Company 

UNS Electric, Inc. 

Rio Rico Utilities, Inc. 

Arizona-American Water Company 

Bella Vista Water Company 

Chaparral City Water Company 

Qwest Communications International 

Qwest Communications International 

CenturyLink, Inc. 

Docket No. 

G-04204A-08-0571 

W-01445A-08-0440 

WS-03478A-08-0608 

SW-02361 A-08-0609 

SW-02445A-09-0077 et al. 

SW-01428A-09-0104 et al. 

E-04204A-09-0206 

WS-02676A-08-09-0257 

W-01303A-09-0343 

W-02465A-09-0411 et ai. 

W-02113A-I 0-0309 

T-04190A-10-0194 et al. 

T-04190A-10-0194 et al. 

T-04190A-10-0194 et al. 

Type of Proceeding 

Rate Increase 

Rate Increase 

Interim Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Reorganization 

Merger 

Merger 

Merger 

Southwest Gas Corporation G-01551A-10-0458 Rate Increase 

Arizona-American Water Company W-01303A-10-0448 Rate Increase 

Arizona-American Water Company W-01303A-11-0101 Reorganization 

Bermuda Water Company, Inc. W-01812A-10-0521 Rate Increase 

UNS Gas, Inc. G-04204A-11-0158 Rate Increase 

5 
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47.0% 
585.7 
640.1 
6.6% 

10.7% 
10.8% 
4.5% 
59% 

.82 
”” 

Novem,er 4,20  

48.5% 49.0% Common Equity Ratio 
575 605 Total Capital (Sbill) 
640 680 Net Plant ($bill) 

6.5% 6.5% Return on Total Cap’l 
10.0% 10.0% Return on Shr. Equity 
10.031 10.0% Return on Corn Equity 
4.0% 4.0% Retained to Com Eq 
6036 6f% All Div’ds to Net Prof 

Avg Ann’l P b  Ratio 
Boldfl urns are v d  Line Relative PIE Ratio 

2 -  

1 

4.5% 

ELECTRIC UTILITY (WEST) INDUSTRY 

-11 Avg Ann’l Div‘d Yield 4.3% 

2236 
All of the major electric utilities located in the 

western region of the United States are reviewed 
in this Issue; eastern electrics, in Issue 1; and the 
remaining utilities, in Issue 5. 

In this Issue, we present our rankings of regula- 
tory climates. We have made one change from the 
previous table, and some other rankings bear 
watching. 

Electric utility stocks are known for their rela- 
tive outperformance when the broader market 
averages are down, and 2011 has illustrated this. 

Ranking The Regulators 
Occasionally, we show a list of each state’s regulatory 

climate, plus that  of the District of Columbia and the 
Federal Energy Regulatory Commission (FERC). Even 
in states that  have undergone partial deregulation of the 
electric industry, the distribution function is still under 
the oversight of the regulatory commission. So, this is 
relevant for every electric utility equity under our cov- 
erage. This has become even more important in recent 
years because rate applications are on the rise. Some 
companies, such as Great Plains Energy and Duke 
Energy, have completed or are building large capital 
projects that  need to be placed in the rate base. Others, 
such as Avista Energy and Ameren, are filing more 
frequently in order to reduce the effects of regulatory lag 
(Le., rising costs that  aren’t reflected in customers’ 
rates). 

I t  is important to understand that  our rankings don’t 
just  look at regulatory commissions. Other aspects of 
government, such as the governor, attorney general, 
legislature, and courts are also considered. 

The following listing excludes Alaska, Maine, Ne- 
braska, Rhode Island, Tennessee, and Utah. This is 
either because there is little or no presence of investor- 
owned electric companies or because the state’s investor- 
owned electric utilities are subsidiaries of foreign com- 
panies that  we do not cover. 

Above Average: Alabama, Colorado, Idaho, Indiana, 
Massachusetts, Ohio, South Carolina, South Dakota, 
Wisconsin, FERC. 

Average: Arizona, California, Delaware, District of 
Columbia, Florida, Georgia, Hawaii, Iowa, Kansas, Ken- 
tucky, Louisiana, Michigan, Minnesota, Mississippi, 

11.9% 

.90 

_I 

I Composite Statistics: ELECTRIC UTILITY INDUSTRY 

2010 I 2011 I 2012 I 114-16 
329.2 I 320 I 335 I Revenues ($bill1 I 385 

- 
2008 
363.6 
- 

27.7 
33.5% 

~ 

7.8% 
535% 
- 

45.4% 
514.0 
554.4 
6.9% 

- 

- 

11.6% 
11.8% 
4.9% 
- 

58% 
15.4 
.93 

3.8% 

__ 

- - 

- 
2009 
321.0 
27.7 

32.2% 
9.2% 

52.4% 

554.1 
594.5 
6.5% 

10.5% 
10.6% 
4.2% 
61% 
12.5 
.83 

4.8% 

- 

- 

- 

46.6% 

- 

- 

~ 

- - 

30.1 1 29.0 1 31.0 1 Net Profh (Sbill) I 37.0 
34.2% 34.0% 34.5% Income Tax Rate 34.5% 
8.5% 7.0% 7.0% AFUDC % to Net Profit 6.0% 

52.2% 51.0% 50.5% Long-Term Debt Ratio 50.0% 
49.5% 

7 . m  
10.5% 
10.5% 3 4.5% 13.5 

INDUSTRY TIMELINESS: 27 (of 98) I 
Missouri, Montana, Nevada, New Hampshire, New Jer- 
sey, New Mexico, North Carolina, North Dakota, Okla- 
homa, Pennsylvania, Texas, Virginia, Washington, Wyo- 
ming. 

Below Average: Arkansas, Connecticut, Illinois, Mary- 
land, New York, Oregon, Vermont, West Virginia. 

We have raised South Carolina from Average to Above 
Average. The state’s Base Load Review Act enables 
utilities to recover construction work in progress for 
base-load generating facilities. Without this law, SCA- 
NAs electric utility subsidiary, South Carolina Electric 
& Gas, would not be building two nuclear units. We are 
also considering raising Oregon’s regulatory climate to 
Average. The state government took a positive step 
earlier this year when it rescinded a tax law that  was 
unique to utilities in the state. 

We have not lowered any rankings, but are looking at 
Massachusetts and FERC. In Massachusetts, the pro- 
posed merger between NSTAR and Northeast Utilities 
has become highly politicized. If the deal fails to win 
regulatory approval, we will probably lower the regula- 
tory climate a notch. For several years, FERC has 
granted very healthy returns on equity for transmission 
investment in order to encourage utilities to boost their 
spending on electric transmission. However, the ques- 
tion has been raised (by the payers of transmission 
rates) of whether the incentives are too generous. We 
won’t consider cutting FERC’s ranking unless it starts 
cutting the allowed ROES for transmission. This is of 
special concern to ITC Holdings, the sole publicly traded 
transmission-only utility. 

Conclusion 
Electric utility stocks are known for outperforming the 

broader market averages in a down market. So far in 
2011, this has proven to be the case. The Value Line 
Geometric Average is down 12% this year, while the 
Value Line Utility Average is up 2%. When dividends are 
considered, the relative outperformance of this group is 
even greater. This had made the equities in this industry 
relatively less attractive, however. In fact, some issues, 
such as Pinnacle West, are trading around the middle of 
their 2014-2016 Target Price Range. For a utility stock, 
this is often a sign that  it has become overvalued. 

Paul E. Debbas, CFA 

COMPOSITE OPERATING STATISTICS: ELECTRIC UTILITY INDUSTRY 

2008 2009 2010 

% Change Retail Sales (kwh) -1.1 -5.4 t3.6 

Average Indust. Use (mwh) 1529 1446 1530 

Avg. Indust. Revs. per kwh (#) 6.66 6.46 6.56 

Capacity at Peak (mw) NA NA NA 

Peak Load, Summer (mw) NA NA NA 

Annual Load Factor (%) NA NA NA 

% Change Customers (yr.-end) +.I -2 t1.6 

Fixed Charge Coverage (%) 31 1 280 305 

Sources: Annual Reports; Estimates, Value Line; Edison Electric Institute 
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September 23,2011 ELECTRIC UTILITY (CENTRAL) INDUSTRY 901 
All of the major electric utilities located in the 

central region of the United States are reviewed in 
this Issue; eastern electrics, in Issue 1; and the 
remaining utilities, in Issue 11. 

Last month, the Edison Electric Institute spoke 
about various issues that the electric utility indus- 
try is facing. We discuss the industry’s concerns. 

We note the ways in which the weather has 
affected electric utilities so far this year. 

Electric utility stocks have outperformed the 
broader market averages, and have been less vola- 
tile, during the market turmoil of the past several 
weeks. 

What’s On EEI’s Mind 
The Edison Electric Institute (EEI), a n  industry group 

representing investor-owned electric utilities, made a 
presentation to security analysts last month. I t  is prob- 
ably not surprising that  the industry is facing issues 
such as more stringent rules from the U.S. Environrnen- 
tal Protection Agency. On the other hand, investors 
might be surprised to learn that  the Dodd-Frank law, 
which is targeted for commercial banks, might wind up  
affecting utilities, too. 

Capital spending is increasing. The expenditures of 
investor-owned electric utilities are projected at over $80 
billion a year from 2011 through 2015. (As recently as in 
2005, this figure was below $50 billion.) Over the next 20 
years, EEI projects that  the industry will spend $1.5 
trillion-$2.0 trillion on infrastructure, some $200 billion 
of which will be used to address environmental issues. 

This increase is occurring even though the industry is 
no longer seeing the demand growth that  it did not too 
long ago. The ongoing sluggishness of the economy is one 
factor. Conservation measures and the increased energy 
efficiency of appliances are another. What’s more, as 
electric rates are raised to recover higher expenses and 
place capital projects in the rate base, some price elas- 
ticity is evident. 

The Dodd-Frank Act, which was enacted in 2010, 
might also wind up affecting utilities, which trade in 
power and gas. Many rules will be finalized in 2012 by 
the U.S. Commodity Futures Trading Commission. 
Among these are the rules for swaps and swap dealers. 
If utilities are treated as “dealers,” this would cause 
compliance burdens for the industry. EEI is asking for 

Composite Statistics: Electric Utility Industry 

2007 [ 2008 1 2009 1 2010 1 2011 1 2012 1 114-16 
341.6 I 363.6 I 321.0 I 329.2 I 320 I 335 I Revenues ($bill) I 385 . .  
27.4 I 27.7 I 27.7 [ 30.1 I 29.0 I 31.0 I Net Profit ($bill) 37.0 

33.1% I 33.5% I 32.2% I 34.2% I 34.0% I 34.5% I IncomeTax Rate I 34.5% 
6.3% 7.8% 9.2% 8.7% 7.0% 7.0% AFUDC % to Net Profit 6.0% 

50.9% 53.6% 52.4% 52.2% 51.0% 50.5% Long-Term Debt Ratio 50.0% 
48.0% 45.4% 46.6% 47.0% 48.5% 49.0% Common Equity Ratio 49.5% 
467.8 514.0 554.1 585.7 575 605 Total Capital ($bill) 695 
505.5 554.4 594.5 640.1 640 680 Net Plant ($bill) 780 
7.5% 6.9% 6.5% 6.6% 6.5% 6.5% Return on Total Cap’l 7.0% 

11.9% 11.6% 10.5% 10.7% 1O.W 10.0% Return on Shr. Equity 10.5% 
12.1% I 11.8% I 10.6% I 10.8% I 10.PA I 10.0% I Return on Com Equity I 10.5% 
5.5% 1 4.9% I 4.2% I 4.5% I 4 . W  I 4.0% I Retained to Com Eq I 4.5% 
55% 58% 61% 59% 61% 62% All Div’ds toNet Prof 58% 
16.9 15.4 12.5 12.9 Avg Ann’l PIE Ratio 13.5 
.90 .93 .83 v d  Line Relative PIE Ratio .90 

6.3% 3.8% 4.8% 4.5% Avg Ann’l Div‘d Yield 4.3% 
,83 

Bold fi  ures are 

I INDUSTRY TIMELINESS: 5 (of 98) I 
a n  end-user exemption that  would prevent utilities from 
having to post margin requirements for transactions. 

In July, the Federal Energy Regulatory Commission 
(FERC) issued a rule concerning electric transmission. 
Planning and cost allocation have been thorny issues for 
a while. FERC is trying to encourage competition for 
transmission projects, although the incumbent utilities 
will still have the right of first refusal for certain 
projects. Regional transmission organizations will have 
to apply the new rules. This is of particular interest for 
ITC Holdings, the sole publicly traded transmission- 
only utility. 
Weather Impacts 

The weather always affects electric utilities, but this 
year has seen some more significant impacts than usual. 
Hurricane Irene caused power outages for millions of 
customers, and hurricane season is not yet over. Most 
notably, the service territory of Empire District Electric 
was devastated by a tornado that  hit Joplin, Missouri in 
May. Initially, the loss of load didn’t hurt  results much 
(due in part  to hotter-than-normal summer weather), 
but that’s not to say that  there won’t eventually be any 
impact. 

Many parts of the United States experienced summer 
weather conditions that  were much hotter than normal. 
Earnings at OGE Energy, the parent company of Okla- 
homa Gas and Electric, will benefit from favorable 
weather patterns in 2011. Other utilities are likely to 
post strong third-quarter profits, too. 

Flooding in the Midwest will prevent Kansas City 
Power & Light, the largest subsidiary of Great Plains 
Energy, from receiving as much coal as usual. Thus, the 
utility will have to use more-costly sources of power (and 
doesn’t have a fuel adjustment mechanism in Missouri). 
This will hurt  its profits in the second half of 2011. 
Con c 1 us i o n 

Electric utility stocks have long been known for their 
defensive characteristics, and this has been evident of 
late. When the market experienced wide day-to-day 
swings in August, utility stocks weren’t as volatile as the 
overall market. So far in 2011, the Value Line Utility 
Average is relatively unchanged, while the Value Line 
Composite Average has decreased 14%. Most electric 
utility stocks offer attractive dividend yields, but we 
caution investors that  many are trading within their 
2014-2016 Target Price Range. 

Paul E. Debbas, CFA 

Electric Utility 
RELATIVE STRENGTH (Ratio of Industry to Value Line Cornp.) 
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August 26,2011 ELECTRIC UTILITY (EAST) INDUSTRY 137 

6.3% 
50.9% 
48.0% 
467.8 
505.5 
7.5% 
11.9% 

All the major utilities in the eastern region of 
the U.S. are reviewed in this Issue. Those serving 
the central region will be found in Issue 5. All of 
the western providers are covered in Issue 11. 

Needless to say, it’s been a tumultuous couple of 
months for equity market investors. A slew of 
mixed economic and political data has sent stocks 
on a roller coaster ride, including a series of 300+ 
point swings on the Dow Jones Industrial Average 
in early August. During these volatile times, inves- 
tors tend to seek out safe havens for their money, 
which as far as equities are concerned, usually 
leads them to the utility sector. The industry’s 
relative stability has been highlighted consider- 
ably over the past twelve months. Year-to-date, the 
Value Line Utility Average has remained relatively 
flat, rising a modest .3%, while the Value Line 
Geometric Average is down 12.1%. 

In this report, we touch on pending merger & 
acquisition activity among Issue 1 utilities. We 
also point out some attractive dividend plays for 
investors seeking income. 

MergedAcquisition Updates 

ProgressLIuke: Duke Energy’s $14 billion buyout of 
rival Progress Energy remains scheduled for a late-20 11 
completion. The combination recently gained regulatory 
approval in Kentucky but still needs clearance from the 
commissions in North Carolina and South Carolina. 
Shareholder votes for both companies were to be held 
shortly after this issue went to press. As mentioned in 
previous reports, a successful completion would create 
the largest electric utility in the United States based on 
customers served (about 7.1 million). 
NortheasUNSTAR: Northeast Utilities $4.5 billion ac- 
quisition of NSTAR appears to be hitting a few speed 
bumps. Although each company’s shareholders and the 
Federal Energy Regulatory Commission have approved 
the deal, gaining state approvals appears to be a bit 
more challenging. Political opposition has raised con- 
cerns in Massachusetts, while uncertainty regarding 
jurisdiction issues in Connecticut has done the same. 
Even with all of this, the companies remain optimistic 
that  the deal will be completed sometime during the 
fourth quarter of 20 11. 
ExelodConstellation: Exelon Corp‘s $7.9 billion bid to 

7.8% 9.2% 8.5% 7.0% 7.0% AFUDC % to Net Profit 6.0% 
53.6% 52.4% 52.2% 51.0% 50.5% LongTerm Debt Ratio 50.0% 
45.4% 46.6% 47.0% 48.5% 49.W Common Equity Ratio 49.5% 
514.0 554.1 585.7 575 605 Total Capital (Sbill) 695 
554.4 594.5 640.1 640 680 Net Plant (Sbill) 780 

11.6% 10.5% 10.7% 70.0% 10.0% Return on Shr. Equity 10.5% 
6.9% 6.5% 6.6% 6.5% 6.5% Return on Total Cap’l 7.0% 

I Composite Statistics: Electric Utility Industry I 

12.1% 

2007 I 2008 I 2009 I 2010 I 2011 I 2012 I 114-16 
341.6 I 363.6 I 321.0 I 329.2 I 320 I 335 I Revenues (Sbill) I 385 

. .  
11.8% 10.6% 10.8% iO.O% IO.@?? Return on Com Equity 10.5% 

27.4 1 27.7 1 27.7 I 30.1 I 29.0 I 31.0 I Net Profit (Sbill) I 37.0 
33.1% I 33.5% I 32.2% I 34.2% I 34.5% I M5% I Income Tax Rate I 34.5% 

16.9 15.4 12.5 12.9 Avg Ann’l PIE Ratio 
.90 I .93 1 .A3 I .82 1 B o ~ & ~ ~ ~ m  Relative PIE Ratio 

13.5 
.90 

I 55% I 58% I 61% I 59% I 62% 1 67% I All Div’ds to Net Prof I 58% I 

I INDUSTRY TIMELINESS: 38 (of 98) 
I I 
acquire Constellation Energy is currently pending. The 
deal must still be approved by each company’s respective 
shareholders, the Federal Energy Regulatory Commis- 
sion, the Nuclear Regulatory Commission, as well as 
state regulators in Maryland and New York. However, 
the situation in Maryland has become somewhat worri- 
some in the early stages, as intervenors are  asking for 
much larger concessions than Exelon has agreed to 
provide. Despite this, the companies are still targeting 
an early-2012 completion. 
Central VermondGaz Metro: Central Vermont has 
entered into a definitive agreement to be acquired by 
Canadian-based Gaz Metro Limited for $35.25 a share, 
terminating its previous $35.10-a-share agreement with 
Fortis Inc. The offer from Gaz Metro represented a 45% 
premium over CVs closing price prior to the announce- 
ment with Fortis. The deal is still subject to regulatory 
and shareholder approvals. 

Dividends 

At present, stocks in the Electric Utility industry are 
yielding 4.4% on average, well above the Value Line 
Investment Survey average (2.3%). Income-oriented in- 
vestors should have little trouble finding attractive 
options within the group. In  Issue 1, several are cur- 
rently returning over 5% annually: Pepco Holdings 
(5.7%), Duke Energy (5.5%), Progress Energy (5.3%), UIL 
Holdings (5.3%), FirstEnergy (5.2%). PPL Corp. (5.2%), 
and SCANA Corp. (5.1%). 

Conclusion 

As mentioned earlier, the Value Line Utility Average 
continues to outperform the Value Line Geometric Aver- 
age year to date. Due to the weakened economic envi- 
ronment, we believe investors will likely continue to 
flock to utility stocks in the near term for their relative 
stability and high dividend yields. That said, it  is worth 
mentioning that  the utility industry’s positive perfor- 
mance relative to the broader market has raised prices 
so much that  several stocks are not trading within or 
near their projected 3- to 5-year Target Price Ranges. 
This often indicates that  valuations may be a bit on the 
high side. 

Michael Ratty 

COMPOSITE OPERATING STATISTICS: ELECTRIC UTILITY INDUSTRY 

2008 2009 2010 

% Change Retail Sales (kwh) -1.1 -5.4 t3.6 

Average Indust. Use (mwh) 1529 1446 1530 

Avg. Indust. Revs. per kwh (I) 6.66 6.46 6.56 

Regulated Cap. at Peak (mw) NA NA NA 

Peak Load, Summer (mw) NA NA NA 

Annual Load Factor (“A) NA NA NA 

% Change Customers (yr.-end) t. 1 - 2  +1.6 

Fixed Charge Coverage (“h) 31 1 280 305 

Sources: Annual Reports; Estimates, Value Line; Edison Electric Institute 
1 - ._ . . -. - . . . . . . . ._ . - . .. . .. .. . . - . . . . 
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2014-16 PROJECTIONS 
Ann'l Tota 

Price Gain Return 
High Low 3; (f-::;] :g 
Insider Decisions 

LEGENDS - 0.82 x Dividends sh 
divided  ti^ !meres! Rate . . . . Relative rice Suenglh 

T E i E a s  irn 

....... 

0 0 0 0 0 0 0 0 0  

0 0 0 0 0 1 0 0 0  
Inst i tut ional Decisions 

2.95 I 2.86 1 2.44 I 2.82 I 2.81 I 3.3: 
2.46 I 2.51 I 2.54 I 2.54 I 2.54 I 2.54 
3.05 I 3.18 I 2.77 I 2.37 I 4.16 I 6.7i 

22.71 I 23.06 I 22.00 I 22.27 I 22.52 I 23.3t 
10212 1 10212 I 13722 I 13722 I 13722 I 13722 

1261 1381 1551 1421 1351 11I 
.84 .a .a9 .74 .n .7i 

6.6% 6.3% 6.7% 6.3% 6.7% 6.9% 
ZAPiTAL STRUCTURE as of 6/30/11 
rota1 Debt $7396.0 mill. Due in 5 Yrs $1538.0 mill. 
.T Debt $7054.0 mill. 
:LT interest earned: 3.1~) 
.eases, Uncapitalized Annual rentals $39.0 mill. 
'ension Assets-12/10 $2.72 bill. Oblig. $3.45 bill. 
Vd Stock $142.0 mill. Pfd Div'd $8.0 mill. 
307,595 shs. $3.50 to $5.50 cum. (no par), $100 
stated value, redeemable at $102.176-$110lsh.; 
$1 6,323 shs. 4.00% to 6.625%, $100 par, 
'edeemable at $100-$104/sh. 
:ommon Stock241,148,657 shs. 
IS of 4/29/11 
HARKET CAP: $7.1 billion (Large Cap) 

LT Interest $455.0 mill. 

ELECTRIC OPERATING I STATiSTiCS 
2008 2009 
-1.6 -4.1 
NA NA 

4.43 4.45 
NA NA 
NA NA 
NA NA 
NA NA 

2010 
+8.5 

NA 
4.63 

NA 
NA 
NA 
NA 

7xed Charge Cav. (%) 296 266 293 
4"UAL RATES Past Past Est'd '08-'10 
ifchange(persh) IOYrs. 5Yrs. to'lU16 
ievenues 2.5% 2.5% Nil 
CashFlow" 1.0% 1.0% 5% 

3ook Value 3.5% 2.5% 1.5% 

Sarnings -5% -1.5% -2.0% 
3ividends -3.0% -6.0% -3.0% 

Gal- QUARTERLY REVENUES (I mill.) 
mdar Mar.31 Jun.30 Sep.30 Dec.31 
2008 2081 1790 2060 1908 
2009 1916 1684 1815 1675 
2010 1940 1725 2267 1706 
2011 1904 1781 2150 1765 
2012 1950 1800 2150 f800 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2008 .66 .98 .97 .27 
2009 .66 .77 1.04 .M 
2010 .43 64 1.49 21 
2011 29 .57 1.24 .30 

Gal. EARNINGS PERSHAREA 

2012 I .40 .60 1.10 3 0  
Gal- I QUARTERLY DIVIDENDS PAID B t 

4) Diluted EPS. Excl. nonrecur. gain (losse 
13, I t$;  '05, (116); ' IO, ($2.19); 3Q '11, (22 
19 EPS don't add due to change in shs. NE 
smings report due early Nov. (B) Div'ds his- 

- 
Full 
Year 
'839S 
'090s 
'638S 
'600 

Full 
Year 
2.88 
2.78 
2.77 
2.40 
2.40 

Full 
Year 
2.54 
2.54 
1.54 
1.54 

- 

700 

- 

- 
- 

24.26 I 24.93 I 26.73 I 29.71 

.62 I .86 I .77 I 3 6  
6.2% 1 6.1% 1 6.0% 1 5.5% 

4505.9 3841.0 4593.0 5160.0 

52.2% I 51.4% I 50.6% I 52.6% 
6419.3 7468.0 8606.0 11036 
8426.6 89140 10917 13297 * 
BUSINESS Ameren Corn. is a 

3.13 I 2.66 I 2.98 I 2.88 

31.09 I 31.86 I 32.41 I 32.80 

.89 I 1.05 I .92 I .85 
4.9% 1 4.9% 1 4.9% 1 6.2% 

6780.0 6880.0 7546.0 7839.0 

oldinq comDanv formed throuoh 
the merger of Union Electric and Cll%CO.' Acquired CILCORP 
1/03; Illinois Power 10/04. Has 1.2 million eiectric and 127,000 gas 
customers in Missouri; 1.2 million electric and 811,000 gas custom- 
ers in Illinois. Electric revenue breakdown: residential, 48%; wm- 
mercial, 31%; industrial, 10%; other, 11%. Generating sources: 

Ameren has received an electric rate 
increase in Missouri. The state commis- 
sion granted the utility a tariff hike of 
$173 million, based on a 10.2% return on a 
52.2% common-equity ratio. Disappoint- 
ingly, $89 million of capital investment 
was disallowed. Ameren has appealed this 
to the state Court of Appeals. (This will 
cause a nonrecurring charge, estimated at 
$0.23 a share, in the third quarter.) New 
rates took effect at the end of July. 
Electric and gas rate requests are 
pending in Illinois. Ameren is seeking 
an electric hike of $39 million, based on an 
11% return on equity, and a gas increase 
of $50 million, based on a 10.75% ROE. 
The requested common-equity ratio is 
52.87%. The staff of the Illinois Commerce 
Commission (ICC) is recommending a total 
(electric and gas) increase of $31 million, 
and the state attorney general and Citi- 
zens Utility Board are proposing a total 
decrease of $2 million. The ICC's order is 
due in January, with new rates taking ef- 
fect shortly thereafter. 
Earnings are probably headed down 
this year. An unusually large number of 
storms hurt profits in the first half of 

RELATIVE 
- 

35.3 
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2009 
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2.78 
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33 08 

237 40 
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6 0% 
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15991 
17610 
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4: TOT. RETURN 8/11 
THIS MARITH.' 

STOCK INDEX 

~ .. 

1.54 I 1.54 I 1.54 IDii'dieci'dpersh B.tl 1.54 
4.66 I 4.80 I 5.25 I Cap'l SDendinq Der sh I 5.73 

8306 
669.0 1 590 1 600 INet Proft ($mill) 1 650 

36.8% 37.0% 37.0% Income Tax Rate 37.0% 
7.8% 6.0% 6.0% AFUDC X to Net Profit 7.0% 

48.2% 47.0% 46.0% Lona-Term Debt Ratio 45.5% 
50.9% I 52.5% I 53.0% IConkon Equity Ratio I 53.5% 
15185 I 15250 I 15650 ]Total Capital [knili) 1 17200 . .  
17853 I 18125 I 18525 /Net Plant ($mill) I 19800 
6.0% I 5.5% I 5.5% \Return on Total Cap'l I 5.5% 

,: nuclear, 9%: hvdro. 2%; qas. 1%: Durchased. 22%. Fuel 
casts: 41% of revenues. -70 kported depreciation rates: 3%-4%. 
Has 9,800 employees. Chairman, President 8 CEO: Thomas R. 
Voss. Incorporated: Missouri. Address: One Ameren Plaza, 1901 
Chwteau Avenue, P.O. Box 66149, St. Louis, Missouri 63166. 
6149. Tel.: 314-621-3222. internet: w.ameren.com. 

201 1. Kilowatt-hour sales were running 
lower than ex ected, until an unusually 
hot summer ofget this somewhat. Margins 
are under pressure at Ameren's merchant 
generation subsidiary, due to weak power 
prices and rising coal costs. Our 2011 
share-net estimate of $2.40 is within 
Ameren's guidance of $2.30-$2.55. 
We look for flat earnings in 2012. We 
figure that improvement at the utility op- 
erations (thanks largely to rate relief) will 
offset another decline in income at the 
nonregulated side of the business. 
Ameren has announced its strate 
for dealing with more stringent E 8  
rules for coal plants. The company will 
reduce its capital budget by $700 million 
by switching to lower-sulfur coal. This will 
increase its operating expenses, however. 
We do not recommend this stock. The 
dividend is above the utility average, but 
by less than a percentage point. In our 
view, this is not enough to compensate in- 
vestors for a lack of dividend growth po- 
tential. With the stock trading near the 
middle of our 2014-2016 Target Price 
Range, total return potential is unexciting. 
Paul E. Debbas, CFA September 23, 2011 

ly paid in late Mar., June, Sepl.. 8 Dec deprec Rate allowed on com. eq. in MO in '10: Company's Financial Strength B t t  
95 einvestment plan avail. t Shareholder in- 1 10.1%;m IL in '10: 9.9%-10.3% electric. 9.2%- I Stock's Price Stabliity 

http://w.ameren.com
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in 
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10By 0 0 0 0 0 0 0 0 0  
options 0 0 0 0 0 0 0 0 0  
IOWI 0 0 0 0 0 0 0 0 0  
Inst i tut ional Decls lonr  

...-.. . . e.. 

plan avail. (C) Incl. intang. In ' IO: $16.31/sh. 

lowed on corn. eo.: 9.96%-15.7%: earned on 

Company's Financial Strength 

Price Growth Persistence 

Bt+ 
100 
40 

(D) In mill. (E) Rate base: various. Rates al- Stock's Price Stability 

American Electric Power acquired Centra 
and South West Corporation (CSW) in 
2000. CSW common stockholders received 
0.6 of an AEP common share for each 01 
their shares, for a total of $4.5 billion. The 
transaction was effected under pooling-of- 
interests accounting rules. 
CAPITAL STRUCTURE as of 6/30/11 
Total Debt $18274 mill. Due In 5 Yrs $7332 mill. 
LT Debt $15564 mill. 
Incl. $1703 mill. securitized bonds. 
(LT interest earned: 3.3~) 

Leases, Uncapitalized Annual rentals $306 mill. 

Pension Assets-12/10 $3.86 bill. 

LT Interest $856 mill. 

OMig. $4 81 bill 
Pfd Stock$61 mill 
607,044 shs 4%-5%, cumulative, callable at $102- 

Pfd Div'd $3 mill 

Common Stock 482,273,829 shs 
as of 7/28/11 

MARKET CAP: $18 billion flarae Cad  

I ELECTRIC OPERATING ,STATISTICS 
2008 2009 
-.I -6.4 
NA N A  

5:oi 4 i 3  
NA NA 
NA NA 
NA NA 
NA NA 

Z O l O  
+4.5 

NA 
4.95 
NA 
NA 
NA 
NA 

F K ~  Charge Cav. (%I 244 265 257 
ANNUAL RATES Past Past Est'd '08-'10 

[ & a n g e r & )  IOYK. -1.5% 5Yn.  -2.0% to',WV6 4.0% 
Revenues 
"Cash Flow" 1.0% 2.0% 3.5% 

Book Value 1.0% 5.0% 4.5% 

Earnings 2.5% 2.0% 4.5% 
Dividends -3.5% 2.0% 4.0% 

C.I. QUARTERLY REVENUES IS mi1l.l F,,II 
endar 

2009 
2010 

Cal- 

Yar.31 Jun.30 Sep.30 Dec.31 

3458 3202 3547 3282 

.80 1.10 
QUARTERLY DIVIDENDS PAID I 

14427 

2.97 
2.60 
3.15 

Full 

!A) Excl. nonrec. gains (losses): '02, ($3.86); '34 
03, ($1.92); '04,24$; '05, (62$); '06, (20$); '07, EP 
(201); '08, 406; '10, (71); '11, (106); gains duc , (losses) on disc. ops.: '02, (57$); '03, (32d); Ma 

2.40 I 2.40 I 1.65 1 1.40 I 1.42 I 1.50 
5.69 I 5.08 I 3.44 I 4.28 I 6.11 I 8.89 

25.54 I 20.85 I 19.93 I 21.32 1 23.08 I 23.73 
322 24 I 338 84 I 395 02 I 395 86 I 393 72 I 396 67 

139 I 127 I 107 I 124 I 137 I 129 
.71 I .69 I .61 I 66 I .73 I .70 

61257 14555 14545 14057 12111 12622 

5.3% 6.6% 6.1% 4.3% 3.9% 4.1% 

1063.0 976.0 984.0 1038.0 1036.0 1131.0 
36.0% 25.2% 38.8% 33.1% 29.3% 33.0% 

54.6% 56.0% 60.6% 56.2% 54.8% 56.7% 
44.6% I 43.1% I 38.7% I 43.1% 144.9% 143.0% 
18459 I 16393 I 20333 I 19584 I 20222 I 21902 
24543 I 21684 I 22029 I 22801 I 24284 I 26781 
7.5% I 7.5% I 6.6% I 7.0% I 6.6% I 6.7% 

BUSINESS: American Electric Power Compar 
throuqh 10 operating utilities, selves about 5.3 mill 

1.58 1 1.64 1 1.64 1 1.71 1 1.84 1 1.90 (Dv'd&ei'dpershBi [ 2.10 
888 I 9.83 I 6.19 I 5.07 I 5.75 I 6.30 ICa~'1SDendina Dersh I 7.00 . . -. 

Inc. (AEP). 
n customers in 

Holdings (British utility) '01; sold SEEBOARD (British utility) '02; 
sold Houston Pipeline '05. Generatinq sources not available. Fuel 

Arkansas, Kentucky, Indiana, Louisiana, Michigan, Ohio, Oklaho- costs: 35% of revenues. ' I O  deprec.-rate: 3.3%. Has 18.700 em- 
ma, Tennessee, Texas, Virginia, and West Virginia. Electric reve- ployees. Chairman & CEO: Michael G. Morris. President: Nicholas 
nue breakdown: residential, 37%; commercial, 25%; industrial, K. Akins. Inc.: New York. Address: 1 Riverside Plaza, Columbus, 
21%; wholesale, 14%; other, 3%. Sold 50% stake in Yorkshire Ohio 432152373. Tel.: 614-716-1000. Internet: www.aep.com. 

American Electric Power is facing sig- 
nificant upgrades and asset retire- 
ments  stemming from new EPA rules 
affecting coal-fiyed generating plants. 
In early June, AEP announced its expect- 
ed compliance plan, which called for 
spending $6 billion-$8 billion through the 
end of the decade. The company would up- 
grade some plants, retire nearly 6,000 
megawatts of capacity, convert 1,070 mw 
of coal-fired units to use gas, and construct 
1,220 mw of gas-fired generation. Most of 
these expenditures would be recoverable 
in customers' rates, depending upon what 
happens in Ohio (see below). AEP won't fi- 
nalize its plans until after the EPA issues 
a rule in November dealing with mercury 
emissions. Until the company's plans are 
set, our capital spending estimates and 
projections won't reflect the new spending. 
A E P  has reached a regulatory settle- 
ment  for  generation in Ohio. The 
agreement, which has some opposition and 
must still be approved by the Public Utili- 
ties Commission, calls for a gradual tran- 
sition to market prices by 2015, with 
AEPS generating plants being transferred 
to a nonutility subsidiary. This should 

mitigate the adverse effects of customer 
choice of energy suppliers, which is hurt- 
ing owners of generating plants in Ohio. 
Earnings should advance significantly 
in 2011, followed by a much smaller 
increase in 2012. The June-quarter com- 
parison was easy because the cost of a re- 
structuring program lowered share net by 
$0.39 in 2010. Ongoing rate relief is anoth- 
er plus for the bottom line. We raised our 
2011 profit estimate by $0.05 a share due 
to an unusually hot summer. Our revised 
estimate remains within AEPs earnings 
target of $3.00-$3.20 a share. Our 2012 
forecast is still $3.25 a share. 
AEP is expecting a sizable payment in 
Texas. A state Supreme Court ruling will 
enable the company to recoup $420 million 
that was denied by the state commission 
in 2006. With interest, the payment might 
be more than double this amount. AEP 
plans to use the cash for debt retirement 
and capital spending. 
This timely stock has some appeal for 
utility investors. The yield is above the 
mean for electric companies, as is its 3- to 
5-year total return potential. 
Paul E. Debbas, CFA September 23, 2011 
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Inst i tut ional Decisions 

Leases, Uncapitalized Annual rentals $15 0 mill 
Pension Assets-12/10 $1 50 bill Oblig. $1 97 bill 
Pfd Stock None 
Common Stock 425 856 294 shs as of 7/15/11 

! 

10.5 12.3 15.1 16.9 20.; 
4.4 9.7 10.5 11.6 14.7 

306.30 I 308.05 I 310.33 I 313.65 I 322.72 
6.0 I 17.8 I 19.1 I 10.3 I 15.0 

14.0% I 13.3% 113.1% 116.6% 117.8% 
12544 18298.5 19864.0 19358.0 I 10174 
11812 I 8186.4 I 8492.0 I 9204.0 19740.0 
6.5% I 6.8% I 5.3% I 7.8% I 6.9% 
?3.8% I 18.6% I 17.4% I 27.8% I22.0% 
23.8% I 18.6% I 17.4% I 27.8% I 22.0% 
16.0% I 7.5% I 7.8% I 15.7% I 10.0% 

33% I 60% I 55% 1 43% I 55% 
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MARKET CAP S8.4'billion (Large Cap) 

ELECTRIC OPERATING STATISTICS 
.2% 4.3% 

2008 2009 2010 97% '% 

which serve;-2.1 million customers in .Houston 
gas utilities with 3.3 million customers: Entex 

NA NA NA (Texas, Louisiana, Mississippi): Arkla (Arkansas, Louisiana, Okla- 

NA NA +:$ homa, Texas); and Minnegasco (Minnesota). Has gas pipeline and storage assets. Discont. Texas Genco Holdings in '04. Electric rev. 

Centerpoint Energy is awaiting the 
resolution of a long-running regula- 
tory matter. This dates back to a $947 
million aftertax charge that the company 
took in 2004. after the Public Utility Com- 
mission of Texas (PUCT) disallowed some 
costs associated with the utility's generat- 
ing assets. Centerpoint appealed the order 
and was ultimately successful. The state 
Supreme Court remanded the case back to  
the PUCT so that Centerpoint could re- 
coup the monies that were disallowed, plus 
interest. The utility will ask the PUCT for 
permission to recover the money through 
the issuance of securitized bonds. Center- 
Point and various intervenors are arguing 
over what is recoverable, but the company 
will wind up with a large sum of money- 
roughly $1.1 billion after taxes, if it pre- 
vails. Centerpoint's priority is to use the 
cash to expand its business through capi- 
tal investments or acquisitions. Debt re- 
tirement and a stock buyback are likely, 
too. It appears as if this matter will not be 
resolved until October, at the earliest. 
We have raised our 2011 earnings esti- 
mate by $0.05 a share, to $1.20. Second- 
quarter profits were above our expecta- 
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8400 I 8400 I Revenues ($mill) I 9350 . .. 

515 I 520 I Net Profit ($mill) ( m  
37.0% I 37.0% llncome 'TaxRate I 37.0% 
2.0% I 2.0% IAFUDC X to Net Profit 1 20% 

720% I 68.5% ]Long-Term Debt Ratio I 66.5% 
26.W I 31.5% /Coninon Equity Ratio I 31.5% 
15025 I 14075 [Total Capital (b i l l )  I 16200 
12175 12250 Net Plant ($mill) 11900 
5.5% 6.W Return on Total Cap'l 5.5% 

12.O.A f2W Return on Shr. Equity 11.5% 
120% I 1Z.LTA IReturn on Com Equh I 11.5% 
4.0% I 4.0% IRetained toComEq I 4.0% 
66% I 66% lAll Div'ds to Net Prof I 65% 

pntial, 52%; commercial, 31%; industrial, 15%: 
other, 2%. Does not own generating assets. Natural gas costs: 52% 
of revs. 'IO deprec. rate: 5.6%. Has 8,800 employees. Chairman: 
Milton Carroll. President & CEO: David M. McClanahan. Inc.: TX. 
Address: 1111 Louisiana, P.O. Box 4567, Houston, TX 77210- 
4567. Tel.: 713-207-1 11 1. Internet: www.centelpointenergy.com, 

tion, due in part to warmer-than-normal 
weather patterns. Our 2012 forecast is 
based on normal weather. One factor that 
will hurt results is a negative electric rate 
ruling, which Centerpoint has appealed to 
the state district court, that took effect at 
the start of September. The order will re- 
duce operating income by $10 million this 
year and $30 million annually. 
Centerpoint is looking to expand its 
Field Services operation. This division 
is benefitin from projects that went into 
service in t f e  past year. Its operating in- 
come rose 39% in the first half of 2011. 
This timely stock has been one of the 
top-performing utility issues so far 
this year, having risen 26% to date. This 
is largely due to investors' enthusiasm 
about the favorable verdict from the Texas 
Supreme Court. We believe there is also 
some takeover speculation reflected in the 
share price. Following the stocks run-up, 
the dividend yield is not exceptional for a 
utility, and with the quotation now in the 
middle of our 2014-2016 Target Price 
Range, total return potential over that 
time frame is low. 
Paul E. Debbas, CFA September 23, 2011 
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A) Pro forma data. (B) Diluted EPS. Exd. ex- due early Nov. (C) Div'ds historically paid in (E) In mill. (F) Rate base: Net orig. wst. Rate Company's Financial Strength 
aordinary gains (loss): '04, ($2.72): '05, 96; early Mar., June, Sept. & Dec. Div'd reinvest- allowed on com. eq. (elec.) in '11: 10%; (gas): Stock's Price Stability 
11. $1.94: oain (losses\ on discont. om.: '03. ment Dlan avail. t Shareholder investment Dlan 9.45%-11.25% earned on ava. corn. ea.. '10: Price Growth Persistence 
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95 
85 

26; '64,-(373: '05,-(1$j. Next earnings repoi I avail.'(D) Incl. ifitangibles. In '10: $12.1O/sh. I 15.1%. Regulatoty Climate: Akrage. 
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Insti tut ional Decisions 

Gal- 
endar 
2008 
2009 
2010 
2011 
2012 

endar 
2008 
2009 
2010 
2011 
2012 

Gal- 

C.I. 

6.2% I 5.8% [ 58% I 5.0% I 5.2% I 4.4% 
CAPITAL STRUCTURE as of 6130H1 

QUARTERLY REVENUES ($mill.) 
Mar.31 Jun.30 Sep.30 Dec.31 
222.5 274.8 343.7 239.2 
213.0 207.2 241.5 192.1 
272.3 275.9 343.9 256.6 
253.7 272.9 370 213.4 
270 280 370 280 

Mar.31 Jun.30 Sep.30 Dec.31 
.37 .49 .62 22 
.I1 .45 .99 .21 
.56 5 8  .82 .33 
.48 5 2  1.10 3 0  
.40 .60 1.10 .30 

EARNINGS PER SHARE* 

QUARTERLY DNIDENDS PAID'. t 

Total Debt $1400.0 mill. Due in 5 Yrs $230.2 mill. 
LT Debt $1387.3 mill. 
Ind. $17.5 million capitalized leases. 
[LT interest earned: 3.7~) 

Leases, Uncapitalized Annual rentals $9.2 mill. 
Pension Assets-12/10 $242.5 mill. 

pfd Stock None 

Common Stock 61,062,449 shs. 
as of 7/29/11 

LT Interest $84.6 mill. 

Oblig. $330.3 mill. 

gs report due eady Nov. (E) Div'ds his- 
ly paid in mid-Feb., May, Aug., and Nov. 
4 reinvestment plan avail. t Shareholder 
rnent olan avail. IC) Ind. deferred 

MARKET CAP $2.1 billion (Mid Cap) 

ELECTRIC OPERATING STATISTICS 
2008 2009 

XChangeRetalSales(Wh'rYH) -2.1 -6.0 
4y. lndust Use (MWH 4535 3532 
4y.IndustRm hi($) 7.89 6.48 
capaag a! Peak IE 2254 2355 
'eak Load, Summer h) 21 13 2242 
bnml Load F%r (!IO 57.0 53.5 
rChanoeaslMnetslawr.I +.9 +.7 

charges. In '10: $10.51/sh. (D) In mill., adj. for 

lowed on corn. eq. in '09: 11.7%; earned on 
ava. com. ea.. 'IO: 11.9%. Reaul. Climate: Avo. 

Company's Financial Strength 
Stock's Price Stability 
Price Growth Persistence 
Earninos Predictabilitv 

B t+  
100 
70 
75 

split. (E) Rate base: Net orig. cost. Rate al- 

- 

2010 
+5.9 
3657 
7.68 

NA 
2340 
55.8 
+.7 

:ued Charge Cov (a) 159 138 294 
ANNUAL RATES Past Past Est'd '0840 
ofchanaehrsh) 1OYrs. 5Yrs. to'14.'16 
Revenues ' 1.0% -.5% 4.5% 
"Cash Flow" 5.5% 8.5% 7.5% 
Earnings 4.5% 7.5% 6.0% 
Dividends 1.0% .5% 9.5% 
Book Value 7.5% 11.0% 6.5% 

,225 2 5  ,225 

.28 

Full 
Year 

1080.2 
853.8 

1148.7 
I170 

- 

1200 
Full 
Year 
1.70 
1.76 
2.29 
2.40 
2.40 
Full 
Year 

.9Q 

.90 

.90 

.98 

- 

- 
- 

I ear 
I 

4) Diluted earnings. Exd. nonrec. gains 
osses): '00, 56; '02, (56), '03, ($2.05); '05, ton 
2.11;'07, $1.22; '10, $1.91; 29'11, 63$; 
isses from disc. ow.: '00, 14$; '01,4$. Next 1 L! 

BUSINESS Clem Corporation is a holding company for Clew erating sources: gas & oil, 30%; coal 8 lignite, 29%; petroleum 
Power, which supplies electricity to about 279,000 customers in coke, 16%; purchased, 25%. Fuel costs: 44% of revenues. '10 re- 
central Louisiana. Through a subsidiaty, has 775 megawatts of ported deprec. rate (utility): 2.6%. Has 1,300 employees. Chairman: 
wholesale capacity. Electric revenue breakdown: residential, 45%; J. Patrick Garrett. President & CEO: Bruce A. Williamson. Inc.: Lou- 
commercial, 27%; industrial, 14%; other, 14%. Largest industrial isiana. Address: 2030 Donahoe Ferry Road, P.O. Box 5000, Pine- 
customers are DaDer mills and other Wood-DrodUCt industries. Gen- ville. LA 71361-5000. Tel.: 318-484-7400. Internet: www.deco.com. 

We estimate that Cleco Corporation's 
earnings will rise at a mid-single-digit 
pace in 2011. Cleco Power, the company's 
regulated utility subsidiary, is benefiting 
from a regulatory plan that allows it a re- 
turn on equity of 11.7%, with a chance to 
earn up to a 12.3% ROE, thanks to incen- 
tive ratemaking. We have raised our 2011 
earnings estimate by $0.05 a share, to 
$2.40, due to hotter-than-usual summer 
weather conditions. That's the upper end 
of management's targeted range of $2.30- 
$2.40 a share, which was based on normal 
weather. We now look for flat earnings 
in 2012, based on our assumption of a re- 
turn to normal weather patterns. 
Dividend growth potential is hi h. 
After several years in which the boarf of 
directors did not raise the disbursement, it 
lifted the payout in 2010. Earlier this year, 
the board boosted the quarterly dividend 
by $0.03 a share (12%), and Cleco has al- 
ready stated that an increase of $0.03125 
a share (11.1%) is in the offing for 2012. 
The company completed an asset sale 
in the second quarter. Cleco sold its 
50% stake in Acadia Unit 2, a gas-fired 
plant, for $150 million. It used the pro- 

ceeds for debt reduction. The company re- 
corded a gain of $0.63 a share on the sale, 
which we excluded from our presentation 
as a nonrecurring item. 
Cleco is still deciding what to do with 
the Coughlin plant. This 775-megawatt 
gas-fired facility is the company's sole 
remaining nonregulated generating asset. 
Its capacity will be available at the start of 
2012, after a contract expires. New EPA 
rules that will increase costs for coal-fired 
units might well make Coughlin a more 
valuable asset. 
lko capital projects are under way. 
Cleco has a 50% stake in a $250 million 
transmission project. This should be com- 
plete by the summer of 2012. The utility is 
spending $73 million (including a $20 mil- 
lion grant from the federal government) on 
an advanced metering system. This should 
be finished by 2013. 
This stock does not stand out for the 
short or long term. The yield is about a 
percentage point below the utility mean, 
and 3- to 5-year total return potential is 
unexciting, despite the good dividend 
growth prospects mentioned above. 
Paul E. Debbas, CFA September 23, 2011 
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CMS ENERGY ( 
IIMEUNESS 3 Loweced8flUll 

SAFETY 3 Raised12/29/06 

TECHNICAL 3 Lwveredgn6111 
BETA .75 (1.W- Market) 

2014.1 6 PROJECTIONS 
Ann'l Tota 

Price Gain Return 
High 25 (+30% i f %  
tow 18 (-5%] 4% 
Insider Declslons 

O N D J F H A H J  
IOBUy 0 0 0 0 0 0 0 0 0  
Dp(i0nS 0 0 0 0 0 0 0 1 0  
tosen 0 1 0 0 o i o 3 0  
Inst i tut ional Decisions 

492Oio iP2011 mi 
SBUY 147 142 162 
Ssdl 153 149 132 
Hld's(0W) 233569 236444 2361 82 
1995 I 1996 I 1997 I 1998 

11.98 

1.03 
3.6% I 3.3% I 3.2% I 2.8% 

CAPITAL STRUCTURE as of 6/31 

RECENT 

High: 32.3 31.8 24.f 
Low: 16.1 19.5 5.r 
LEGENDS - 1.61 x Dividends sh 

divided b Interes! Rate . . . . Relative Lice Stremh 

Percent 30 
shares 20 
traded 10 

I1 
rota1 Debt $7484.0 mill. Due in 5 Yrs $2745.0 mill. 
LT Debt $6361.0 mill. 
nd. $177.0 mill. capitalized leases. 
:LT interest earned: 2.5~) 
Leases, Uncapitalized Annual rentals $29.0 mill. 
Pension Assets-12/10 $1.40 bill. 

LT Interest $356.0 mill. 

Oblig. $1.90 bill 
?d Stock $44.0 mill. 
ncl. 441.599 shs. $4.16-54.50 $100 oar. cum.. call- 

Pfd Dv'd $2.0 mill. 

ibleat $103.25$110. 
Common Stock 251,800,000 shs. 

MARKET CAP $4.9 billion (Mid Cap) 

ELECTRIC OPERATING STATISTICS 
2008 2009 

XChangeRetailSales(K] -3.5 -4.6 
\vg Indust Use (MWH 1234 1076 
\v$lndustRevs.perh(() 7.67 7.29 
hpdyatPeak(MW 9586 8954 
'eak L d ,  Summer b) 7488 7421 
\nnMlaed Factor 59.2 55.9 
ib ChangeCmtomets~a~)  +.4 -.9 

2010 
+5.4 
1027 
8.27 
9246 
8190 
55.3 

+.2 

:ued C h a p  Cov. (Sa) 190 159 215 
WNUAL RATES Past Past Est'd '08-'10 
Ifchange (persh) 1OYrs. 5Yrs. to'lC't6 

Cash Flow" -6.5% 5.0% 3.5% 

Dividends -9.5% - -  14.0% 
3ookValue -6.0% 1.5% 5.0% 

Cab- QUARTERLY REVENUES (S mill.) FUII 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 2184 1365 1428 1844 6821.1 
2009 2104 1225 1263 1613 6205. 
2010 1967 1340 1443 1682 6432. 

yevenues -7.0% -1.5% 1.5% 

Earnings -7.5% 17.5% 7.0% 

2011 2055 1364 1431 1745 6600 
2012 2175 1450 1500 1775 6900 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 .A4 .20 .33 .27 1.23 
2009 .31 .28 .29 .05 .93 
2010 .35 .26 .53 .21 1.33 
2011 51 .26 .41 2 7  1.45 
2012 .SO .32 .43 .30 1.55 

Gal- EARNINGS PER SHARE" Full 

2z; 1 Q ~ o ~ ~ ~ p ~ D B ; 5  1 F,\ 

endar Yar.31 Jun.30 Se .30 Dec.31 Year 

2008 .09 .09 .09 .09 .36 
2009 .I25 ,125 ,125 .125 
2010 .15 .I5 .15 .21 .66 
2011 I .21 2 1  .21 
21 DII. EPS. Excl. nonrec. oains flosses): '05. I EP 

ate rem 

2001 
72 16 
5 24 
127 
146 
9 49 
14 21 
132 99 
20 8 
1 07 
5.5% 
9597 0 
169 0 
29 8% 
22 5% 
80 9% 
18 7% 
10131 
8362.0 
5 0% 
8 7% 
8 8% 
NMF 
113% 
BUSlf 

- 

- 

- 
- 

- 

- 

- 

~ 

- 

- 

- 

ili 2002 

60.28 
d.09 
d2.99 
1.09 

-33 
7.86 

144.10 
- 
- _ _  

.. 
7.5% 
8687.0 
d414.0 

- 
- _ _  _ _  - 
84.4% 
15.0% 
7532.0 
5234.0 

NMF 
NMF 
NMF 
NMF 
NMF 

ss: c 

- 

- 

- 

- 

9.84 10.63 10.53 
161.13 195.00 220.50 

- -  12.4 12.6 

18.3% I 21.5% I 23.4% 
8652.0 9640.0 9913.0 

NMF I 11% I 6% 

L 40 
32 
24 

16 
12 
10 

* !  I I I I ! 8  
I I I I I 

I 1 6  
V I  

t4 I I  
K TOT. RETURN 8/11 

30.57 28.95 30.13 27.23 25.77 26.20 27.15 Revenues persh 30.W 
3.22 3.08 3.88 3.47 3.70 3.70 3.85 "Cash Flow"persh 4.50 

- - 20 .36 .50 .66 .W .92 Div'd Decl'd per sh 1.10 
3.01 5.61 3.50 3.59 3.29 4.25 5.10 Cap'lSpending pwsh 4.75 

.34 .64 1.23 .93 1.33 1.45 1.55 Earningspwsh A 1.75 

10.03 9.46 I 10.88 11.42 11.19 1 12.00 I 12.70 BwkValuepersh C 15.00 
222.78 225.15 I 226.41 227.89 249.60 1 252.00 I 254.00 Common Shs Outst'g 0 260.00 
22.2 26.8 I 10.9 13.6 12.5 1 Bold figcres are Avg Ann'l PIE Ratio 13.0 
1.20 I 1.42 I .66 I .91 I 30 1 valuelLine IReiativePIERatio 1 .85 

- -  I 1.2% I 2.7% I 4.0% I 4.0% I =''Y 1 Avg Ann'l Div'd Yield 1 4.9% 
6810.0 6519.0 6821.0 6205.0 -6432.0 6600 6900 Revenues ($mill) 7800 
158.0 168.0 300.0 231.0 356.0 380 415 Net Profd(Emill) 480 

- -  37.6% 31.6% 34.6% 38.1% 38.0% 38.W IncomeTax Rate 38.0% 
6.3% 3.6% 1.3% 13.0% 2.2% 8.W 13.0% AFUDCX toNetProRt 12.0% 
71.7% 70.5% 69.4% 67.9% 70.1% 69.0% 68.5% LonqTenDebtRatio 64.0% 

S Energy Corporation is a holding company for 7%. Generating sources: coal, 48%; gas, 3%; hydro, 1%; pur- 
Consumers Energy, which supplies electricity and gas to lower 
Michigan (excluding Detroit). Has 1.8 million electric, 1.7 million gas 
customers. Has 1,166 megawatts of nonregulated generating ca- 
pacity. Sold Palisades nuclear plant in '07. Electric revenue break- 
down: residential. 42%: commercial. 31%: industrial. 20%: other. 

chased, 48%. Fud costs: 55% of revenues. 'IO reported deprec. 
rates: 3.0% electric, 2.9% gas, 7.4% other. Has 7,800 employees. 
Chairman: David W. Joos. President & CEO: John G. Russell. In- 
corporated: Michigan. Address: One Energy Plaza, Jackson, Midi- 
oan 49201. Tef.: 517-788-0550. Internet: w.cmsenerov.m.  

CMS Energy's utility subsidiary has 
electric and gas rate cases pending. 
Consumers Energy has filed for an electric 
rate hike of $195 million (5.4%), based on 
a 10.7% return on a 42.07% common- 
equity ratio. Under Michigan regulatory 
law, the utility will self-implement an in- 
crease in December. A rate order is due 
the following June. Consumers is seeking 
a gas tariff increase of $49 million, based 
on a 10.7% return on a 41.55% common- 
equity ratio. The utility will self- 
implement an increase in March. The rate 
order is due in September. 
The unusually hot weather that the 
service area experienced this summer 
will have just a small effect on the 
company's profits. That's because the 
utility operates under a mechanism that 
decouples electric revenues and electric 
volume. Weather can still affect the bot- 
tom line, however. Greater-than-usual 
storm activity hurt profits by $0.07 a 
share in the first half of 2011, and Con- 
sumers still has sensitivity to weather in 
the gas side of its business. 
We are sticking with our earnings es- 
timates for 2011 and 2012. Our profit es- 

timate of $1.45 a share for this year ex- 
cludes a $0.12 noncash state income tax 
benefit that CMS booked in the second 
quarter. We are treating this gain as a 
nonrecurring item. (The company's earn- 
ings target for 2011 is $1.44 a share.) Our 
2012 forecast of $1.55 a share assumes 
reasonable regulatory treatment. The com- 
pany has set a target for average annual 
earnings growth of 5%-7%. 
Consumers is building its first wind 
project. This will provide 100 megawatts 
of capacity. The $232 million project is ex- 
pected to be on line by the end of 2012. It  
will help the utility meet the state's re- 
newable energy requirement. 
Financin needs are small. CMS ex- 
pects to %enefit from tax-loss carryfor- 
wards in the next few years. No large 
equity offerings are planned, but the com- 
pany intends to raise $25 million-$30 mil- 
lion of common equity annually through 
various stock plans. 
This stocks dividend yield and 3- to 5- 
year total return potential are rough- 
ly equivalent to the I I I Q ~ B  for the 
electric utility industry. 
Paul E. Debbas, CFA September 23, 2011 

don't add due to roundino. 'IO due to I tano. In 'IO: t8.391sh. ID) In mill. IEI Rate I Comnanv's Financial Strenath B+ 
ij.61); '06, ($1.08); '07, ($7.26); '09, (7d); 70, change in shs. Next egs. rep& due early Nov. b a s  Net ong. cost. Rate all'd on'ch. eq. in Stock's Price Stability 95 

70 
35 

$; '11, 128; gains (losses) on disc. ops.: '05, (B) Div'ds historically paid late Feb., May, Aug. 'IO: 10.7% elec.; in '10: 10.55% gas; earn. on Price Growth Persistence 
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RECENT I CONSTELLATION EGY, NYSE-~EG IPRICE I 
32.4 
19.: 

- 
39.e 
25.2 

- - 
- 
- - 7 - 
-=-.--s 

- - 
m 
2003 

57.82 
6.31 
2.76 
1 .M 
3.92 

24.67 

11.8 
.67 

3.2% 
9703.0 
472.2 

35.6% 
2.9% 

53.8% 
44.2% 
9369.7 
9601.5 

6.7% 
10.9% 
11.1% 
7.0% 
39% 

- 

- 
- 
167.82 - 

- 
- 
- 
- 

- 

- 
44.6 
35.s TIMELINESS - Suspended516111 I PA$:( z;:; 1 ;’ 20.9 [ 

SAFETY 3 New12D6108 LEGENDS 

TECHNICAL - Sumended 5/6111 $tded by Meres Rate 
- 1.42 x Dividends sh 

62.6 
43.0 

70.2 104.3 108.0 36.6 38.i 
50.6 68.8 13.0 15.0 27.f 

40.5 
29.7 Target Pr ice Rang 

128 
96 
80 
64 
48 

Strength 

te rece 

fl 
24 00 
5 02 
2 20 
.48 

805 
23 48 

163 71 
164 

84 
13% 

366.3 
34 6% 
15 7% 
40 2% 
57 0% 

- 
- 

- 
3928.3 
- 

- 

67461 
7700.4 
6 5% 
9 1% 
9 296 
6 0% 
37% 

BUSIP 
for Ba 

- 

- 
....... -- , - S 0 N D J F M A N I...... .. ..-..* 

0 0 0 0 0 0 0 0 0  
/IuI 0 0 0 0 0 0 0 0 0 t - j -  

%I? 0 0 0 0 0 0 0 0 0  
Inst i tut ional Decisions THIS VLARITK. 

STOCK lmrU 
1 yr. 26.7 21.2 
3y. -48.0 42.7 
5w. -22.1 48.6 

- a 
2002 

28.53 
5.50 
2.29 
.96 

-5% 
23.43 

164.84 
12.1 
.66 

3.5% 
4703.0 
372.1 

40.3% 
11.8% 
53.2% 
44.6% 
8666.2 
7957.1 

5.9% 
9.2% 
9.3% 
5.7% 
41 % 

- 

- 
- 

- 

- 

- 

- 

- 

m 
2004 

71.17 
6.89 
3.19 
1.14 
3.99 

26.81 
176.33 

12.5 
.66 

2.9% 
12550 
567.8 

27.1 % 
1.9% 

49.5% 
48.6% 
9730.1 
10087 
7.4% 

11.5% 
11.7% 
7.7% 
36% 

- 

- 
- 

- 
- 

- 

- 

- 

- 

201 2 ’ &VALUE LINE PUB. LLC l!4-16 
69.30 Revenues per sh 78.W 
5.30 “Cash Flow“ per sh 7.00 
2.30 Earnings pershA 3.50 
.96 Div’d Decl’d per sh Ern 1.M 

5.00 Cap’l Spending per sh 6.75 
41.65 Book Value per sh C 48.00 

202.00 Common Shs Outst’g D 205.00 
11.5 er are Avg Ann’l PIE Ratio 

inn Relative PiE Ratio .75 
Avg Ann’l Div’d Yield 2.5% 

16oW 14000 Revenues (h i l l )  
480 Net Proffi ( h i l l )  760 

35.0% Income Tax Rate 35.0% 
3.0% AFUDC ‘x to Net Proft 4.0% 

32.5% Long-Term Debt Ratio 31.5% 
66.0.k Common Equity Ratio 67.0% 
12750 Total Capital ($mill) 14700 

1 1900 
4.5% Return on Total Cap’l 6.0% 
5.5% Return on Shr. Equity 7.5% 

kS 

9950 Net Plant ($mill) 

2005 
96.08 

3.38 
1.34 
4.26 

27.57 
178.30 

16.0 
.85 

2.5% 
17132 
619.9 

24.8% 
1.6% 

46.1% 
51.9% 
9474.8 
10067 
8.0% 

12.1% 
12.3% 
7.7% 
39% 

6.78 

- 

- 
- 

- 

~ 

- 
- 

- 

- 

2011 
72.56 
5.20 
2.30 
.96 

4.20 
40.40 

201.00 

- 

- 
- 
Bold fl! 

ValU 
esti 

19.07 19.35 19.44 19.98 20.01 20.95 
147.53 147.67 147.67 149.25 149.56 150.53 

12.4 14.7 14.0 15.3 13.2 15.8 
.84 1 1.09 I NMF 1 1.03 1 

2.6% 2.0% 2.9% 3.5% 
19285 21193 19818 15599 14340 

.A3 .92 .81 .80 .75 1.03 
6.2% 5.9% 5.9% 5.3% 5.8% 4.6% 

CAPITAL STRUCTURE as of 3/31/11 
Total Debt $4557.9 mill. Due in 5 YE $1515.7 mill. 
LT Debt $4442.1 mill. 
(LT interest earned: 3 . 4 ~ )  
Leases, Uncapitalized Annual rentals $202.1 mill. 
Pension Assets-12/10 $1.41 bill. 

Oblig. $1.63 bill. 
Pfd Stock$lSO.O mill. Pfd Div’d $13.2 mill. 
Ind. 1,900,000 shs. 6.70%-7.125% preference, 
callable at $102.68$103.50, all $100 Dar. not sub- 
ject to mandatory redemption. 
Common Stock 200.702.529 shs. 

LT Interest $266.5 mill. 

145w 
480 

35.0% 
2.0% 

30.5% 
68.0% 
11925 
9550 
5.0% 
6.0.h 
6.0.A 
3.5% 
43% 

- 

- 

- 

- 

696.8 I 796.4 I 99.2 I 372.4 I 336.3 
33.7% 1 65.4% 1 17.6% I 35.8% 31.0% 

2.0% I 2.4% 1 50.4% I 23.4% I 9.8% 
46.8% I 45.7% I 60.2% I 35.1% I 35.7% 

~. ~ 

as of 4/29/11 
MARKET CAP $7.4 billion (Large Cap) 

5.5% IReturn on Com Equity E I 7.5% 
3.5% IRetained to Com Eq I 5.5% 

14.8% 14.7% 2.7% 4.1% 4.1% 
9.1% 8.9% NMF 1.5% 1.8% 
40% 40% NMF 65% 58% I ELECTRIC OPERATING STATISTICS 

2008 2009 
-3.5 -1.2 
601 571 

12.93 11.26 
NA NA 
NA NA 
NA NA 
+.5 +.3 

2010 
+4.1 
516 

10.75 
NA 
NA 
NA 
+.3 

43% 1 All Div‘ds to Net Prof I 29% - 
S S  Constellation Energ) 
nore Gas and Electric Company, 

;roup, ;. is a holding company merual, 26%; 
iich distributes electrid- nuclear, 45%; c 

justria 2%; other, 5%. Generating sources: 
I, 37%; gas, 13%; other, 5%. Fuel costs: 76% of 

ty and las in Baltimore and parts of cent Mafyland. Has 1.2 mil- revenues. ‘10 reported depr. rates: generating assets, 2.9%; utility, 
lion electric, 653.000 gas customers. Has nonregulated businesses: 3.2%. Has 7,600 employees. Chairman, President & CEO: Mayo A. 
Constellation Energy Commodities Group and Constellation Shattuck 111. Inc.: MD. Address: 100 Constellation Way, Baltimore, 
NewEnemv. Electric revenue breakdown: residential. 67%: cow MD 21202. Tel.: 410-470-2800. Internet: www.constellation.com. 

Fod Charge Cav. (%) 1.5ryB. 218 286 
ANNUAL RATES Past Past Est’d ’08-’10 
ofchange(persh) (OYn. to ‘lC’16 

“Cash Flow” -2.0% -8.0% 8.5% 1 Revenues 13.0% 2.0% -7.0% 

E ami n g s -5.0% -16.0% 18.0% 
Dividends -2.5% 1.5% -4.0% 
Book Value 5.0% 4.5% 6.5% 

The proposed acquisition of Con- sey became more than Exelon was willing 
stellation Energy by Exelon has to provide. The stock is still trading at a 
received some criticism in Maryland. discount of only about 5% to the value of 
The deal calls for Constellation stock- Exelon’s offer, which is too low in view of 
holders to get 0.93 of a share of Exelon the uncertainty surrounding the regula- 
(valued at $39.22) for each of their shares. tory process in Maryland. The Timeliness 
Each company’s shareholders, the regula- rank of Constellation stock remains sus- 
tory commissions in Maryland and New pended due to the takeover agreement. 
York, and the Federal Energy Regulatory Constellation’s nonregulated busi- 
Commission and other federal agencies nesses have differing prospects. Low 
must approve the combination. The com- power prices are squeezing margins from 
panies are targeting early 2012 for comple- the output of the company’s generating as- 
tion. However, even though Exelon has of- sets. On the other hand, the retail energy- 
fered $250 million in merger-related bene- supply business is benefiting from low 
fits to Maryland ratepayers (including a prices, which are stimulating customer de- 
$100 credit for each residential customer), mand. Constellation has made two acquisi- 
some intervenor groups believe that this tions that expanded its presence in this 
isn’t enough and are asking for more. business materially, from fewer than 
We now advise Constellation stock- 300,000 customers to  almost a million. 
holders to sell their shares on the We have cut our 2011 share-net esti- 
open market. Exelon’s offer is reason- mate by $0.15, to $2.30, because June- 
able, and Constellation stockholders stand quarter results fell short of our forecast. 
to benefit from a doubling of their divi- Our 2012 estimate remains at $2.30. This 
dends if the deal goes through. However. company’s earnings are hard to predict be- 
investors should remember that Exelon cause each quarter’s tally contains the ef- 
terminated its agreement to buy Public fects of unusual items, such as mark-to- 
Service Enterprise Group when the con- market accounting gains or losses. 
cessions sought by intervenors in New Jer- Paul E. Debbas, CFA August 26, 2011 

Gal- QUARTERLY REVENUES (I mill.) FUII 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 4812 4756 5323 4926 19818 

I 
Fiill 

endar I Mar.31 Jun.30 Sep.30 Dec.31 I i i i r  
2008 I .81 .95 .35 d1.63 I .48 

eidar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2007 ,3775 ,435 .435 ,435 1.68 

2009 ,4775 .24 .24 .24 1.20 
2010 2 4  .24 .24 .24 .96 
2011 .24 .24 .24 

!A) Diluted EPS. Excl. nonrec. gains [losses): ‘06, 
02, 91$; ‘03, ($1.09, ‘04, (a$), ‘05, (4$); ’06, roui 
36$; ‘07, 226; ‘08, (l7.81); :OS: $20.40; ‘IO, Div 
($6.51); gains (loss) from disc. ops.: ‘05, 136; & C 
0 2011, Value Line Pubiishin LLC All ri Ms reserved. Fach 
THE PUBLISHER IS NOT R$PoN~IBLE ?=OR ANY ERROPS 
of It may be repoduced. res&. saed M wansmned in any pintel 

2008 ,435 “4775 ,4775 ,4775 1.87 





Trailing 12 4 RELATIVE I!!6!T 39.53 IFTI0 14 ,2 (MediM(11:0 )  PIERATIO 1.01 3.3%m 
Target  P r i c e  Rang 
2014 12015 1201( 

. EDISON INTERN 
TIMELINESS 3 Lowered 3111111 9.6 22.1 32.5 49.2 47.2 60.3 55.7 36.7 39.4 40.2 

7.8 10.6 21.2 30.4 37.9 42.8 26.7 23.1 30.4 32.6 
SAFETY 3 Raisedll/lllOS 

50 (+25% 

tow - ^ ^ ^ ^ ^ - ^ ^  l%= 0 0 0 1 0  1 0  0 0 :  
Inst i tut ional  Declslons I 

moio molt ZP?OI~ Percent 15 
184 167 155 shares 10 :$! 197 194 

Hld'a(WO)251635 248100 248% 
1995 I 1996 I 1997 [ 1998 1999 12000 

traded 

18.95 20.13 24.58 29.12 27.85 35.9f 1 d l i  1.00 1.00 
2.18 2.08 2.75 3.55 4.57 

14.34 15.07 14.71 14.55 15.01 7.43 
443.61 424.52 375.76 350.55 347.21 325.81 

10.0 10.8 13.7 15.1 12.9 -. 
.67 .68 .79 .79 .74 -. 

6.0% 5.7% 4.2% 3.7% 4.1% 3.9% 
CAPITAL STRUCTURE as of 6/30/11 
Total Debt $13397 mill. Due in 5 Yrs $2838.0 mill. 
LT Debt $12956 mill. LT Interest $773.0 mill. 
(LT interest earned: 3.0~) 
Leases, Uncapitalized Annual rentals $1.14 bill. 
Pension Assets-12/10 $3.24 bill. 

Oblig. $4.08 bill. 
Pfd Stock $1029 mill. 
4,800,198shs. 4.08%-4.78%, $25 par, MIL $25.50- 

par; 1,250,000 shs. 6.5%, $100 liquidation value. 
Common Stock 325.81 1,206 shs. 
as of 8/1/11 
MARKET CAP: $13 billion (Large Cap) 

Pfd Div'd $59.0 mill. 

$28.75kh. 8,000,000 Shs. 5.349%-6.125%, $100 

I ELECTRIC OPERATING , STATISTICS 
2008 2009 
+1.1 -4.4 
711 669 

6.88 6.95 
NA N A  

22020 22112 
55.6 53.4 
+.3 +.4 

2010 
-2.7 
71 0 

7.38 
N A  

22771 
50.7 
+.5 

Rxd Charge Cov. (%) I ANNUAL RATES Past Past Est'd '08-'IO 
ofchange(persh) 10Yn. to'lC'l6 
Revenues 2.5% 2.5% 2.0% 
"Cash Flow" 6.5% 8.0% 1.5% 

29:ym, 268 240 

Earnings - -  100% -10% 
Dividends 2 5 %  155% 20% 
Book Value 9 5 %  105% 45% 

endar 

2009 
2010 
2011 

Cal- 

2009 

!A) Dilu 
01, $1. 
'09, (64 
ops.: '0 
0 2011, 
THE PUE 
o f l m a y  

QUARTERLY REVENUES ($mill.) ~ ~ 1 1  
Mar.31 Jun.30 Sep.30 Dec.31 Year 
3113 3477 4295 3227 14112 
2812 2834 3678 3050 12374 
2810 2742 3788 3069 12409 
2782 2983 3535 2900 12200 
2900 3000 3700 3000 12600 

EARNINGS PER SHARE A ~ " 1 1  
Mar.31 Jun.30 Sep.30 Dec.31 Year 

.92 .79 1.31 .66 3.68 

.78 .78 1.08 .59 3.24 

.70 .62 1.46 .58 3.35 
.62 .54 1.05 .54 2.75 
.65 5 5  1.05 .55 2.80 

QUARTERLY DIVIDENDS PAID B= ~ ~ 1 1  
Mar31 Jun.30 Sep.30 Dec.31 Year 

2 9  .29 .29 .29 1.16 
,305 ,305 ,305 ,305 1.22 
.31 .31 .31 .31 1.24 
.315 ,315 ,315 ,315 1.26 
.32 .32 .32 .32 

18.9% I 25.6% I 31.1% I 37.8% 
17279 17352 17299 15995 

17% 1 18% I 1% I NMF 
BUSINESS: Edison International 
company for Southern Californi 

.62 .70 .85 .75 .65 .66 ReiativePIE Ratio .85 
2.6% 2.6% 2.2% 2.7% 4.0% 3.7% Avg Ann'l Div'd Yield 3.5% 

11852 12622 13113 14112 12374 12409 12200 12600 Revenues(Smil1) 14500 

26.0% 31.4% 27.3% 30.7% 33.0% 32.1% 32.5% 32.0% IncomeTaxRate 32.0% 
1132.0 1134.0 1151.0 1266.0 1115.0 1153.0 960 985 NetProffl($mill) 1120 

4.9% I 5.1% I 8.2% I 8.9% I 10.5% I 16.9% I 11.0% I 11.0% IAFUDC X to Net Profit I 9.0% 
54.6% I 51.3% 1 49.1% I 51.2% I 49.3% I 51.8% I 5 t 5 %  I 51.5% [Long-TermDebtRatio 1 53.5% 
40.9% I 43.5% I 46.0% I 44.5% I 46.5% I 44.3% I 44.5% I 44.5% lCm-monEquity Ratio 
16167 I 17725 I 18375 I 21374 I 21185 1 23861 I 24875 I 25800 ITotalCapital [ h i l l )  

I 43.0% 
I 30400 

14469 15913 17403 18969 21966 24778 28225 31825 NetPlant(Smil1) 39500 
9.4% 8.6% 8.3% 7.4% 6.9% 6.3% 5.5% 5.5% ReturnonTotal Cap'l 5.5% 

15.4% 13.1% 12.3% 12.1% 10.4% 10.0% 8.0% 8.0% Returnon Shr. Esuitv 8.0% 
16.7% I 14.0% [ 13.0% I 12.8% I 10.8% I 10.4% I 8.0% I 8.5% IReturnon Com EquityE I 8.0% 
12.2% I 10.1% I 9.2% I 8.6% I 6.7% I 6.5% I 4.5% I 4.5% [Retained toCom Eq I 4.5% 

29% I 31% I 33% I 35% I 41% I 40% I 50% 1 49% lAllDiv'dstoNet Prof I 46% 
I I I I I I I I I 

formerly SCECorp) is a holding 45%; industrial, 6%; other. 9%. Generating sources: nuclear, 20%; 
Edison (SCE), which supplies gas, 8%; coal, 6%; hydro, 5%; purchased, 61%. Fuel costs: 33% of 

electricity to 4.9 million customers in a 50,000 sq. mi. area in cen- revs. '10 reported deprec. rate (utility): 4.1%. Has 20,100 employ- 
tral, coastal, and southern Califmia (excl. Los Angeles and San ees. Chairman, President 8 CEO: Theodore F. Craver, Jr. Inc.: CA. 
Diego). Edison Mission Group (EMG) is an independent power pro- Address: 2244 Walnut Grove Ave., P.O. Box 976, Rosemead, CA 
ducer. Electric revenue breakdown: residential, 40%; commercial, 91770. Tel.: 626302-2222. Internet: www.edison.com. 

Edison International's utility subsidi- 
ary has a rate case pending. Southern 
California Edison is seeking increases of 
$824 million next year, $136 million in 
2013, and $532 million in 2014. New 
tariffs will take effect at the start of 2012. 
The current filing does not deal with the 
cost of capital. In April of 2012, SCE will 
put forth a cost-of-capital application. 
The utility's prospects are good. SCE 
is performing well, and its earning power 
rises as its rate base increases. In fact, the 
utility forecasts that its rate base will rise 
at a compounded annual growth rate of 
8%-11% through 2014. Despite the positive 
trends at SCE . . . 
Earnings are headed down in 2011. 
The rise in income we expect from the util- 
ity will be outweighed b j  a significant 
bottom-line decline at dison Mission 
Group (EMG), the nonregulated side of 
Edison International's business. Low 
power prices are the problem. In fact, the 
nonregulated operations are likely to fall 
into the red this year. Management's earn- 
ings guidance of $2.60-$2.90 reflects a 
$O.Ig-a-share deficit at EMG, compared 
with a profit of $0.59 a share in 2010. We 

expect just a slight earnings recovery for 
the company as a whole in 2012. 
Stricter environmental regulations 
are a concern for Edison Internation- 
al's nonregulated coal-fired assets. In 
the current environment of low power 
prices, the company must decide whether 
market conditions justify the capital 
spending needed to keep the plants operat- 
ing in the long run. Although forward 
prices for power to be sold in mid-decade 
suggest that higher environmental costs 
will eventually be reflected in market 
prices, this doesn't necessarily mean that 
Edison will make the upgrades. 
We expect a dividend hike at the 
board meeting in December. This has 
been the pattern in recent years. We esti- 
mate the same $O.OZ-a-share boost in the 
yearly disbursement as in the past three 
years. Edison wants to pa out 45%-55% of 
SCEb (not the company'srearnings, so as 
long as the utility's income is rising, divi- 
dend increases are probable. 
This stocks yield is low, by utility 
standards. Total return potential to 2014- 
2016 is unexciting, too. 
Paul E. Debbas, CFA November 4, 2011 

'00, $7.58; '01, $1.88. '09 8 '10 avail. (C) Incl. defd charges. In ' IO :  $13.34/sh. Company's Financial Strength 
due to rounding. Next earnings (0) In mill. (E) Rate base: net orig. cost. Rate Stock's Price Stability 
Feb. (B) Div'ds historically paid all'd on com. eq. in '08: 11.5%; earned on avg. 
Julv 8 Oct. I Div'd reinv. nlan com. eo.. ' IO :  10.8%. Rea. Clim.: Above Avo. 
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95 
65 
66 
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Earninas Predictabilitv . ?, , r % ?, , - ,  - I -  
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RECENT 19,Ig PIE 14,3("iling:15.5' GREAT PLAINS EN'GY N Y S E - ~  RATIO Median: 15.0, 
~~ ~ 

'IMEUNESS 3 Lowec~d12117110 

iAFEW 3 Lowetedlu2610B 

High: 1 29.0 I 27.6 [ 
Low: 20.9 23.2 

'EG;$J;Dividends sh 
9'1m1 divided b Meres! Rate 

IETA .75 (1.00 = Market) 
2014-16 PRW- haddareasin 

Ann'l Total 'I, ' I (  I 11 
Price Gain Return 

ligh 25 (+30% 11% .. 
.ow 16 (-IS%] f% 'e 
nsider  Decisions 

,Buy 0 1 0 0 0 0 0 1 0  
I ~ O W  o o o n o o o o o  
,Sell 0 0 0 0 0 0 0 1 0  
nsti tut ional Decisions 

. . . . Relative Lice Stength 
0 als Yes 9 :  

O N D  J F M A H  J 

1.66 

14.50 14.71 14.19 14.41 13.97 14.8t 
61.91 61.91 61.91 61.91 61.91 61.91 
12.2 15.9 17.0 15.7 20.0 12.1 
.82 1.00 .98 .82 1.14 .81 

6.5% 5.9% 5.6% 5.5% 6.6% 6.5% 
:APITAL STRUCTURE as of 6/30/11 
otal Debt $3975.8 mill. Due in 5 YK $1721.1 mill. 
T Debt $2860.8 mill. 
id. $287.5 mill. 10% equity units subject to 
iandatory conversion in 2012. 
LT interest earned: 2.0~) 
.eases, Uncapitalized Annual rentals $17.9 mill. 
'ension Assets-12/10 $353.8 mill. 

'fd Stock $39.0 mill. Pfd Div'd $1.6 mill. 
~90,000shs.3.80%to4.50%(all$100par~ 
urn.). callable from $101 to $103.70. 

LT Interest $192.5 mill. 

Oblig. $911.4 mill. 

:ommon Stock 136;007,431 shs. as of 7/29/11 
lARKET CAP $2.6 billion (Mid Cap) 

iLECTRlC OPERATING STATISTICS 
2008 2009 

+.6 -1.2 

2010 
+5.6 
1429 
5.89 

6272 
5531 
52.8 
+.2 

1x4 Charge Cw. (%) 188 144 218 
LNNUAL RATES Past Past Est'd '08-'IO 
fchange(persh) 10Yn. 5Yrs. to'lC'16 
levenues -.5% -14.5% 4.0% 
Cash Flow" -1.5% -5.5% 5.5% 

Xvidends 4.0% -8.0% Nil 
IookValue 4.0% 7.0% 2.0% 

Gal- QUARTERLY REVENUES (I mill.) ~ ~ 1 1  
sndar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 297.6 335.0 593.6 443.9 1670.1 
2009 419.2 480.5 587.7 477.6 1965.0 
2010 506.9 552.0 728.8 467.8 2255.5 
2011 492.9 565.1 742 500 2300 
2012 550 600 800 550 2500 
Gal- EARNINGS PERSHAREA FUII 
mdar Mas31 Jun.30 Sep.30 Dec.31 Year 
2008 d.07 .15 .92 .06 1.16 
2009 .05 28 5 7  . I O  1.03 
2010 .15 .47 .96 d.04 1.53 
2011 .01 .31 .73 .15 f.20 
2012 .I5 .35 .80 .15 1.45 
Gal- QUARTERLY DIVIDENDS PAID FUII 
mndar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2007 ,415 ,415 ,415 ,415 1.66 
2008 ,415 ,415 ,415 ,415 1.66 
2009 ,2075 ,2075 ,2075 ,2075 .83 
2010 ,2075 ,2075 2075 ,2075 .83 
2011 ,2075 ,2075 ,2075 

iamings -3.5% -11.5% 6.0% 

J Excl. nonrec. gains (losses): '00, 49$; '01, 
2.01): '02, (5$): :03, 29$; '04, (7$); '09, 12$: Ne: 
iin Or Id: (losses) '05. (36): on '08. discont. 35d: '09. ops.: Hdl. '03, '08-'10 (136); EPS '04, his1 

4.38 

6,1i 1 .61 1 .70 I .67 

1461.9 1861.9 2149.5 2464.0 

7.3% 6.0% 5.4% 

12.6% 13.6% 16.4% 15.5% 
NMF 2.3% 4.4% 5.1% 

104% 83% 73% 68% 

32.8 32.8 33.4 29.3 
27.1 27.1 26.9 15.6 

8.86 

.99 1 .75 1 .87 I 1.23 
5.5% 5.6% 5.5% 7.0% 

2604.9 2675.3 3267.1 1670.1 
164.2 127.6 159.2 119.5 

18.7% 27.0% 30.7% 34.5% 
2.1% I 8.4% I 10.6% I 46.8% 

47.5% 30.6% 40.7% 49.7% 

13.3% 9.4% 10.1% 4.6% 
3.2% NMF .9% NMF 
76% 104% 91% NMF 

- 
20 5 
10 2 

2009 
1451 
3 27 
1.03 

83 
6 49 

20 62 
13542 

16 0 
1 07 
5 0% 

1965 0 
135 6 

25 0% 
57 0% 
53 2% 
46 2% 
6044 5 
6651 1 

3 9% 
4.8% 
4 8% 

9% 
81 % 

- 

- 
- 

- 
- 

- 

~ 

- 

- 

19.9 21.3 
16.6 16.3 

I I I I I I 64 

I I I I I 
I 48 
! 40 

I i I I I 

24 
20 
16 
12 

8 
fi 

49.2% I 47.5% I 49.0% ICommon Equity Ratio I 48.5% 
5867.6 I 6210 I 6840 /Total Capital ($mill) I 7500 

7; 1 7365 1; Plant ($mill) ty E 1 ;Z 

6 8 1  1 5.3% 4.5% 4.5% Return on Total Cap'l 5.5% 
7.2% 5.5% 6.5% Return on Shr. Equity 7.5% 
7.3% 5.5% 6.5% Return on Com Equi 
3.4% 2.0% 2.5% RetainedtoCom Eq 3.0% 

57% All Div'ds to Net Prof 
ncorporated is a holding compa- other, 

ny for Kansas City Power 8 Ligh md two other subsidiaries, which 
supply electricity to 825,000 customers in western Missouri (71% of 
revenues) and eastem Kansas (29%). Acq'd Aquila 7/08. Sold Stra- 
tegic Energy (energy-marketing subsidiary) in '08. Electric revenue 
breakdown: residential. 41 %: comrnercjal. 38%: industrial. 9%: 

oil, 2%; wind, 1%; purchased, 17%. Fuel costs: 29% of revs. '10 re- 
ported deprec. rate (utility): 3.0%. Has 3,000 employees. Chairman 
8 CEO: Michael J. Chesser. President 8 COO: Terry Bassham. 
Inc.: MO. Address: 1200 Main St.. Kansas City, MO 64105. Tel.: 
816-556-2200. Internet: www.areatDlainsenerav.com. 

This has been a difficult year for 
Great Plains Energy. An extended out- 
age at the Wolf Creek nuclear plant cut 
share earnings by $0.05 in the June quar- 
ter. Flooding in the Midwest has reduced 
the amount of coal that can be delivered to 
the company's plants. The reliance on 
more-costly sources of power is a problem 
for Kansas City Power & Light, which 
lacks a fuel adjustment clause in Missouri. 
This will lower profits by an  estimated 
$0.08-$0.12 a share in the second half of 
2011. And, the weak economy is lessening 
the demand for power. Any volume growth 
this year is likely to come from the effects 
of an  unusually hot summer. Finally, the 
service area was hit with severe storms in 
August. Not all has gone wrong: in June, 
the utilities received rate hikes in Mis- 
souri. All told, Great Plains figures profits 
will wind up in a range of $1.10-$1.25 a 
share this year. We have trimmed our esti- 
mate by a nickel a share, to $1.20. 
Regulatory lag is a problem. The 
normal delay in recovering costs will hurt 
share net by an estimated $0.20 this year 
and $0.22 next year. To combat this prob- 
lem, the utilities plan to  file rate cases in 

late 2011 or early 2012. They also want 
the states to  institute regulatory mechan- 
isms, such as rate riders and cost trackers, 
that will enable quicker cost recovery. 
We were too optimistic about the com- 
pany's prospects for 2012. In our June 
report, we forecasted earnings of $1.60 a 
share next year, but upon reporting June- 
quarter results, management issued guid- 
ance of $1.35-$1.55 for 2012. So we cut our 
estimate by $0.15. We now believe a divi- 
dend hike won't come until 2013, although 
we don't rule one out in 2012. Great Plains 
is targeting a payout ratio of 50%-70%. 
The Kansas commission approved a 
project for environmental retrofits to 
the LaCygne coal-Tied station. The 
portion of the $615 million project that is 
allocated to Kansas will be $281 million. 
The rest of the costs are allocated to  Mis- 
souri. The utility will have to  recover the 
expenditures through a general rate appli- 
cation in each state. 
We believe this stock's yield isn't high 
enough to compensate investors for 
the uncertainties that the company is 
facing. 
Paul E. Debbas, CFA September 23, 2011 

add due to change in shares or rounding. 'IO: $8.05/sh. (D) in mill. (E) Rate base: Fair 
!arnings report due early Nov. (E) Div'ds value. Rate allowed on corn. eq. in MO in '11: 
cally paid in mid-Mar., June, Sept. 8 Dec. 10%; in KS in ' IO :  10%: earned on avg. com. 
j reinvest. dan avail. IC) Ind. intana. In ea.. 'IO: 7.3%. Reoulatorv Climate: Averaae. 

Company's Financial Strength 
Stock's Price Stability 
Price Growth Persistence 
Earninas Predictabilitv 

B+ 
95 
10 
70 

http://www.areatDlainsenerav.com


BETA 70 I1 00 =Market) 

2002 2003 2004 2005 2006 2007 2008 
2246 2349 2385 2736 3021 3040 35.56 
352 354 309 322 319 301 2.72 

1.33 1 1.30 I 1.38 1 1.48 1 1.45 1 1.27 1 1.60 
1.19 I 1.21 I 1.22 I 1.24 I 1.24 I 1.24 I 1.24 
3.27 I 3.33 I 2.31 I 2.60 I 2.09 I 2.04 I 1.77 

12.25 I 12.52 I 12.77 I 12.87 I 13.16 I 12.72 1 13.06 
5 9 5 5  61711 63791 64231 64431 65981 7120 
1351 1371 1321 1341 1211 1291 118 

6.6% I 6.8% I 6.7% I 6.2% I 7.1% I 7.5% 6.6% 
1727.3 
ina R 

CAPITAL STRUCTURE as of 6/30/11 
Total Debt $1440.0 mill. Due in 5 Y n  $300.9 mill. 

Ind. $50 mill. 6.5% oblig. pfd. sec. of trust subsid. 5.9% 

6.7% 
11.4% 
11.6% 

(LT interest earned: 3 . 2 ~ )  
Pension Assets-IZIlO $832.4 mill. 

Pfd Stock $34.3 mill. 

Sinking fund ends 2018. 
Common Stock 95,877,918 shs. 
as of 7/21/11 

Pfd Div'd $2.0 mill. 

MARKET CAP $2.4 billion (Mid Cap) 

1.62 1.07 1 iS: 1 1.36 1 1.; 1 1.33 I 1.11 1 1.24 1.24 1.24 1.24 1.24 1.24 
1.74 2.15 2.66 2 . 6  2.58 2.62 3.12 

14.21 14.36 15.01 15.02 13.44 15.29 15.35 
73.62 75.84 80.69 80.98 81.46 83.43 90.52 

13.5 13.8 19.2 20.3 21.6 23.2 
.74 I .79 I 1.01 I .97 I 1.10 I 1.15 1 140 . .. .. 

5.7% 5.7% 4.8% 4.6% I 4.6% I 5.2% I 5.0% 
1653.7 I 1781.3 I 1924.1 I 2215.6 I 2460.9 I 2536.4 13218.9 

46.5% I 49.8% I 51.0% I 53.3% I 48.6% 1 51.0% I 52.7% 
2251.0 I 2186.9 I 2375.1 I 2283.9 I 2252.7 1 2501.8 I 2635.2 
2079.3 I 2311.9 I 2422.3 1 2542.8 I 2647.5 I 2743.4 12907.4 

7.3% I 7.3% I 6.0% I 6.8% I 6.4% I 5.2% 1 4.7% 

SS: Hawaiian Electic Industries, Inc. is the parent coma- 

- 
22.7 
12 1 

2009 
24 96 
2 59 

91 
1 24 
3 29 

15 58 
92 52 

19 8 
1 32 

6 9% 
2309 6 

849 
34 1% 
20 6% 
48 0% 
50 7% 
2840 8 
3088 6 

4 3% 
5 8% 
5 8% 
NMF 
NMF 

rev bri 

.__ 

- 

- 
- 

- 
- 

- 

- 

- 

- 

- 

- 
h 2010 
- 

28.14 
2.88 
1.21 
1.24 
1.92 

15.67 
94.69 
18.6 
1.18 

5.5% 
2665.0 

115.4 
37.0% 
7.4% 

44.5% 
54.3% 
2732.9 
3165.9 

5.6% 
7.6% 
7.7% 
1.4% 
82% 

kdown: 

- 
- 
- 

- 
- 
- 

- 

- 

- 

Target Price Range 
2014 I2015 12016 

48 
40 
32 
24 
20 
16 
12 

25.0 
5yr. 18.7 16.6 

3.05 I 3.30 1"Cash Flow" persh 
f.30 f .4  EarninasDersh A 

1.24 I f.24 IDv'die&dpershBmt 
3.15 I 3.60 I Cap'l Spending per sh 

f5.85 I f6.05 IBookValuet&sh C 

96.00 j 36.00 j Common shs outst'g D 

Bold f i g k  am IAva h n ' l  PIE Ratio 
. . . . . . . - . . 

125 140 Net P r o l  ($mill) 
35.0% 35.0% Income Tax Rate 
6.0% 8.W AFUDC X to Net Profit 
45.0% 46.5% Long-Term Debt Ratio 
53.5% 52.5% Common Equity Ratio 

2840 2945 Total Capital ($mill) 
3295 3465 Net Plant ($mill) 
5.5% 6.0% Return on Total Cap'l 
8.0% 9.0% Return on Shr. Equity 
8.0.A 9.0% Return on Com Equity E 

3% f.5% Retained to Corn Eq 
95% 86% All Dv'ds to Net Prof 

!SI, 33%; comm'l, 34%; larqe liqht 8 WM 
b. Generating sources: oil, 60%; purchased; 4( 

L 4-1 6 
- 

40.25 
3.75 
200 
f.30 
6.00 

18.00 
108.00 

12.0 
.80 

5.5% 
4350 
210 

32.0% 
26.0% 
46.0% 
53.0% 

3700 
4500 
7.0% 

10.5% 
10.5% 
3.5% 
67% 

32%; 
Fuel 

- 

- 
- 

- 

- 

- 

- 

- 

- 

- 

% of revs. * lo  reported depr. rate (util.): 3.5%. Has 3,400 

ELECTRIC OPERATING STATISTICS 63% 
2008 2009 2010 

XCha RetailSales(KWH) -1.8 -2.5 -1.1 
Avg IXd use (MWi 6623 6403 6352 ny of Hawaiian Electric Company (HECO) & American Savings other, 
Ag.Musl.Rws.perh($) 25.36 17.68 21.41 Bank (ASB). HECO 8 its subs., Maui Electric Co. (MECO) 8 Hawaii costs: 1 
CapadflatYmd Mw) 2227 2347 2325 Electric Light CO. (HELCO), supply electricity to 446,000 customers empls. hainnan: Jeffrey N. Watanabe. Pres. 8 CEO: Constance 

on Oahu, Maui, Molokai. Lanai, 8 Hawaii. Operating companies' H. Lau. Inc.: HI. Address: 900 Richards St., P.O. Box 730, 
%ChangeCu&ms y r d )  +.1 +.5 +.5 systems are not interconnected. Disc. int'l power sub. in '01. Elec. Honolulu, HI 968080730. Tel.: 808-543-5662. Web: www.hei.com. 

Fad Charge Cov. (%) Hawaiian Electric Industries is trying Maui Electric Company (MECO) has 
A"uALRATES past Past Est,d,08-,10 to narrow the gap between its utili- filed a rate case, and Hawaii Electric 

(persh) loyrs, 5yrs. to,14.g16 ties' allowed and earned returns on Light Company (HELCO) will follow 
Revenues 2.0% 3.5% 5.5% equity. In recent years, the allowed re- suit in 2012. MECO is seeking a tariff 
"Cash Fkw" -1.5% -3.5% 5.5% turns on equity of HEI's three utilities hike of $27.5 million (6.7%), based on a re- 

have been 10% or higher. The utilities turn of 11% on a 56.85% common-equity Earnings 
Dividends _ _  
Bookvalue 2.0% 1.0% 2.5% haven't come close to earning their al- ratio. Once MECO and HELCO receive in- 

~ARTERLYREVENUES,$mill, Full lowed ROES due to rising expenses and terim rate orders, they will begin to bene- 
e:$!r Mar.3f sep.30 & ~ 1  Year declining kilowatt-hour sales that resulted fit from the same regulatory mechanisms 
2o08 729,6 774,1 915,4 799,8 32,8,9 from the weak economy and energy effi- under which HECO now operates. 
2o09 M3,8 525,9 620.3 619,6 2309,6 ciency measures. For the 12 months that The new regulatory mechanisms 
2010 619.0 655.7 694.6 695.7 2665.0 ended on June 30th, their combined ROE should boost the company's earning 
2011 710.6 7943 795.1 800 3joo was just 5.81%. So, the company proposed potential. Another benefit to the bottom 
2012 825 850 875 900 3450 regulatory mechanisms that decouple elec- line is the improved return on assets at 
Gal- ~ R N ~ N G S P E R S H A R E ~  Full tric revenues and electric volume and pro- American Savings Bank. However, it ap- 

~ ~ ~ . 3 1  jun.30 sep.30 Dec.31 year vide for annual rate adjustments for capi- pears as if the earnings recovery will come 
2o08 ,41 .06 ,# ,16 1,07 tal spending and higher operating and more slowly than we had anticipated, so 
2009 ,22 ,17 ,37 91 maintenance expenses. HEIS largest utili- we have cut our 2011 and 2012 share- 
2010 ,29 .31 ,35 .26 1'21 ty, Hawaiian Electric Company (HECO), earnings estimates by $0.10 and $0.05, 
2011 .30 .28 .37 35 1:30 has already been granted these mechan- respectively. 
2012 .35 .35 .40 .35 1.45 isms (and is benefiting from an interim We are not enthusiastic about these 

endar ~ ~ ~ . 3 1  se .30 ~ ~ ~ . 3 1  year adjustments will occur on June 1st. not at rowth for more than a decade-and the 
2o01 ,31 ,31 p31 ,31 ,,24 the start of the year. This will make it Ekelihood of no increase for a few more 
2o08 ,31 ,31 ,31 ,31 1,24 harder for HECO to accomplish its target years-the yield is less than one percent- 
2009 ,31 .31 QJ ,31 1.24 of earning an ROE that is within one per- age point above the utility average. That is 
2010 ,31 ,31 ,31 ,31 1.24 centage point of its allowed ROE of 10% in not an attractive valuation, in our view. 
2011 3 1  .31 31 2012. P a u l  E. Debbas, CFA November 4, 2011 

PedtLoad,MntHlhlW h u d ~ o a d ~ a b l % /  yz: \?,8 \?; 

-2.5% ".'" ';,:$ 

Gal- QUARTERLyDMDENDSpAlDB.t Full rate hike Of $53.2 million), but the annual shares. Despite the 1aCk Of dividend 

k) Dil. EPS. Excl. gains (losses) from disc. 

15. Hdl: nonrec. aain (loss): '05. I l k  '07. 

paid in early Mar., June, Sept., 8 Dec. Div'd all'd on corn. eq. in '11: HECO, 10%; in '07: 
reinv. plan avail. t Sharehidr. invest. plan avail. HELCO, 10.7%; in '07: MECO, 10.7%; earned 
IC) Incl. intana. In '10: $5.92/sh. ID) In mill.. on ava. com. ea.. '10: 7.7%. Reaul. Climate: 

Company's Financial Strength 

Price Growth Persistence 

B+ 
90 
20 

~ps.: '00, (56$); '01,,(36$); '03, (5$); '04, 26; Stock's Price Stability 

http://www.hei.com


2.10 2.21 2.32 2.37 2.43 3.50 3.35 1.63 .96 1.90 1.75 2.35 1.86 
1.86 1.86 1.86 1.86 1.86 1.86 1.86 1.86 1.70 1.20 1.20 1.20 1.20 
2.23 2.49 2.51 2.37 2.95 3.73 4.78 3.53 3.89 4.73 4.53 5.16 6.39 

18.15 18.47 18.93 19.42 20.02 21.82 23.15 23.01 22.54 23.88 24.04 25.77 26.79 
37.61 37.61 37.6137.6137.6137.61 37.63 38.02 38.34 42.22 42.66 43.63 45.06 

12.4 13.7 13.6 14.4 12.7 10.9 11.4 18.9 26.5 15.5 16.7 15.1 18.2 

~- ------- 

'ension Assets-12/10 $397.0 mill. 

Vd Stock None 

:ommon Stock 49,711,638 shs. 
IS nf 7/29/11 

- 
35.1 
21 9 

2008 
20.47 
4.27 
2.18 
1.20 

33 
27.76 
46 92 

13 9 
84 

4 0% 
960 4 
98 4 

16.3% 

47 6% 
52 4% 
2485 9 
2758 2 

5 3% 
7.6% 
7 6% 
3.4% 
55% 

- 

- 
- 

- 
- 

_ _  - 
- 

- 

- 

80 
60 
50 
40 
30 
25 
20 
15 

10 
1.5 

29.17 31.01 32.50 I 33.65 BookValuepersh C 39.24 
47.90 49.41 50.00 I 50.50 Common Shs Outst'g 0 51.01 

10.2 11.8 Bold fights am Avg Ann'l PIE Ratio 13.0 
.68 I .76 I valuelLbe IRelative PIE Ratio I .85 

4.5% 1 3.4% I = t r y =  I Avg Ann'l Dii 'd Yield 3.6% 
1049.8 1036.0 1100 I200 Revenues ($mill) 1256 
124.4 142.5 155 155 Net ProR ($mill) 1 76 

15.2% NMF f5PA 30.0% Income Tax Rate 30.m .. I - -  I Nil I Nil IAFUDCX toNetProfit I Nil 
50.2% I 49.3% I 47.0% I 47.0% /Long-Term Debt Ratio I 49.0% 
49.8% I 50.7% I 53.0% I 53.0% ICommonEquity Ratio I 5f.O% 
2807.1 I 3020.4 I 3045 I 3200 ITotal Capital ($mi$ I 3900 

Revenue breakdown: residential, 39%; commercial, 22%; industrial, 

.- -. . . . . 

tional $82.6 million in annual revenues. be able to earn decent returns in 2012. 
The increase was comprised of approxi- Langley Gulch is on pace for a mid- 
mately $71.3 million related to revenue re- 2012 completion. The 300-megawatt nat- 
quirement categories other than net power ural gas-fired plant will immediately be- 
supply expenses (non-NPSE) and $11.3 come a foundational piece of IDA'S energy 
million associated with net power supply portfolio. The company may still need to 
expenses (NPSE). However, several issues tap equity markets to shore up financing. 
in the case were contested, resulting in The yield is lacking relative to the in- 
IDA filing a settlement stipulation on Sep- dustry. Shares of IDA are currently yield- 
tember 23rd. The stipulation provides for ing 3.0%, more than one full percentage 
a decrease of $25.8 million of the re- point below the 4.2% utility group average. 
quested non-NPSE recovery, resulting in a Indeed, the payout ratio has been on the 
$45.5 million increase in the non-NPSE decline for the past several years. How- 
components. The stipulation also provides ever, with the steady earnings growth we 
that $22.8 million associated with the project out to 2014-2016, we believe direc- 
recovery of NPSE would not be included in tors may be in a position to increase the 
base rates, but would instead be eligible dividend at some point over this time. 
for 100% cost recovery through Idaho Investors seeking utility exposure 
Power's power cost adjustment mechan- may find better options elsewhere 
ism. If approved, it would result in a within the group. Based on our es- 
4.07% overall increase in the utility's base timates, total return potential over the 3 
rate revenues, effective January 1, 2012. to 5-year period is below average by utility 
We view the settlement stipulation standards. 
positively. Although the full amount was Michael Ratty November 4, 2011 

J EPS diluted. Excl. nonrecurring gains Aug., and late Nov. Div'd reinvestment plan lowed on corn. eq. in Idaho in '08: 10.5%; 
ISS): '00, 22$; '03, 261; '05, (246); '06, 176. avail. t Shareholder investment plan avail. (C) earned on avg. system corn. eq., ' IO: 9.3%. 
ext earnings report due early Nov. (B) Div'ds Incl. deferred debits. In ' IO :  $17.12hh. (D) In Regulatory Climate: Above Average. 
storically paid in late Feb., late May, late mill. (E) Rate Base: Net original cost. Rate al- 
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nMEUNESS 3 New126110 

SAFETY 2 Raised6124111 

TECHNICAL 3 LowetedW6111 

oversee the entire operations of the recently 6.23 
meraed WPS Resources and PeoDles Ener- I 25::; I ::;: I 2.76 
gy. fiPS acquired Peoples in an agreement 1 2.08 1 2.12 I 2.16 
under which each common share of 7.98 7.16 4.77 
Peoples was converted into .825 share of 
WPS common. The combination took the 
new name of Integrys Energy Group. All 
data on this page prior to 2/21/07 are for 
WPS Resources only. 
CAPITAL STRUCTURE as of 6/30111 
Total Debt $2340.1 mill. Due in 5Yrs $1000.6 mill. 
LTDeM$2131.6mill. LTlnterest$119.4mill. 
[LT interest earned: 4.2~) 
Leases, Uncapitalized Annual rentals $9.8 mill. 
Pension Assets42110 $1.08 bill. 

Oblig. $1.42 bill. 
Pfd Stock$51.1 mill. 
510,626 shs. 5.00% to 6.88%, callable $101 to 
$107.50; sinking fund began 11/1/79. All cumula- 
we, $100 par. 
Common Stock 78,287.906 shs. 

Pfd Div'd $3.1 mill. 

I 2675.5 I 2674.9 I 4321.3 

5.6% 20.8% 26.3% 

47.1% 48.3% 45.3% 
46.3% 45.8% 52.1% 
1544.8 17M1.3 1926.2 

as of 7128111 10.8% 11.7% 9.1% 
MARKET CAP: $3.8 billion (Mid Cap) 2.7% 3.1% 2.0% 
ELECTRIC OPERATING STATISTICS 76% 74% 79% 

T 3 T - k p  43.5 47.7 

WPS Rerourc =#= 
.." ...... ...a ....... .... .. # 

6.98 I 7.40 I 6.33 
4.07 4.09 3.51 
2.20 2.24 2.28 
7.78 10.31 7.94 

29.30 1 32.47 I 35.61 

54.4% I 58.7% I 53.4% 
2008.6 2222.4 2871.9 

- 
60.6 
48.1 

2007 
135.44 

5.19 
2.48 
2.56 

5.17 
42.58 
75.99 
21.4 
1.14 

4.8% 

10292 
181.1 

32.2% 
.7% 

40.8% 
58.3% 
5552.0 
4463.8 

4.5% 
5.5% 
5.5% 

99% 

a comi 

- 
- 

- 

- 

- 

- 

- 

- ._ 
- 

THIS YLARITH' 
SIWK INDEX 

iy 9 1  194 
3y 162 268 
5yr 305 331 

1.58 I 2.28 I 3.24 I 3.30 I 3.50 (Earninaswrsh A 1 4.01 

1.85 .99 .94 Reiatiie PIERatio .80 
5.5% Avg Ann'l Div'd Yield 5.7% 8.1% 5.7% 

14048 7499.8 5203.2 4950 5100 Revenues ($mill) 5750 
124.8 178.2 255.9 265 280 NetProfit(Smil1) 315 

29.1% 41.5% 40.4% 38.0% 38.0% Income Tax Rate 38.0% 
5.8% 4.5% .7% 2.0% 20% AFUDC % toNetProfit 2.0% 

42.1% 45.1% 42.2% 39.0% 39.5% Long-Term DeMRatio 45.0% 
57.0% 53.9% 56.8% 60.0% 59.5% Common Equity Ratio 51.5% 
5438.7 5304.4 5118.5 4920 5070 Total Capital I$millI 6025 
4773.3 I 4945.1 I 5013.4 I 5175 I 5510 lNetPlak($dIl) ' I 6500 
3.5% I 4.6% I 6.2% I 6.5% I 6.5% /Return onTotal Cap'l I 6.5% 
4.0% 6.1% 8.7% 9.0% 9.0% ReturnonShr.Equity 9.5% 
3.9% 6.1% 8.7% 9.0% 9.0% Return on Com Equity E 9.5% 
NMF NMF 2.3% 1.5% 2.0% RetainedtoCom Eq 3.0% 
NMF 118% 74% 81% 77% AllDiv'dstoNetProf 69% 

al. 29%; lara commercial & industrial. 19%; other. 23%. Generatina nv for 

~~: E i ~~: . ~ . ~  NA NA sidiaries. Has 491,000 electriccustomers in WI and MI, 1.7 million revenues. ' I O  deprec. rates (utiiity): 2.4%-3.6%. Has 4,600 employ- 
.apaciy al Peak (Mw NA 3 3 6  3078 gas customers in WI, IL, MN, and MI. Also has retail electric and ees. Chairman, President & Chief Executive Officer: Charles A. 
)eakLmd Summer 2ti gas marketing operations in the Northeast and Midwest. Electric Schmck. Inc.: WI. Address: 130 East Randolph Street, Chicago, IL Cual Lid ~adcc(k 
~ a , ~ w ~ ~ m L d )  +.5 +.2 +.4 revenue breakdown: residential, 29%; small commercial 8 industri- 60601. Tel.: 312-228-5400. Internet: www.integrysgroup.com. 

Fixed Charge Cov. 1%) Integrys Energy's utilities have five ing. Integrys estimates that this shortfall 
rate cases pending. After a disappoint- will hurt net profit by $37 million in 2011. 

3fchange(wsh) qoyn, sy,s, t , ,~1~16 ing rate order in Wisconsin took effect in (The comparable figure for 2010 was $20.4 
Revenues 8.5% -3.5% -7.5% early 2011. Wisconsin Public Service put million.) Rate relief will narrow the gap, 
"Cash Flow" _ _  -4.0% 6.0% forth a "limited reopener" regulatory filing but almost certainly won't eliminate it. !::z -48::: '.% in which the utility sought an electric Integrys Energy Services isn't experi- 
Earnings 
Dividends 
Bookvalue 7.0% 5.5% 1.5% tariff increase of $32.2 million. A ruling is encing the growth that management 

. . . . - . -. . . .. . 
7.52 

Past Past Est,d,08-,10 

cat. I QUARTERLY RMNUESfSmill.I I F,,II I 
eniar Mar.31 Jun.30 Sep.30' Dec.31 Ylar 
2008 3989 3417 3223 3419 14048 
2009 3201 1428 1298 1573 7499.8 
2010 1903 1015 998 1287 5203.2 
2011 1627 1011 1012 1300 4950 
2012 1650 1050 1050 1350 5100 

Gal- EARNINGS PERSHARE" FUII 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 1.77 .31 d.77 .27 1.58 
2009 .89 .45 5 3  .31 2.28 
2010 .95 .82 .56 .91 3.24 

2012 1.60 -45 .55 .90 3.50 
QUARTERLY DIVIDENDS PAID 1 t FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2007 5825 .66 .66 .66 2.56 
2008 .67 5 7  .67 .67 2.68 
2009 .68 58 .68 .68 2.72 
2 O f O  .68 .68 .68 .68 2.72 

2011 1.56 .38 SI .a5 3.30 

21111 f i ~  fi8 

expected by yearend. In Michigan. Upper 
Peninsula Power is seeking an electric 
rate hike of $7.7 million, based on a 
10.75% return on equity. The utility will 
self-implement a rate increase at the start 
of 2012. and the commission's order is due 
in mid-2012. On the as side, the compa- 
ny's two utilities in Ifiinois are seeking a 
total increase of $121.8 million, based on a 
10.85% ROE. The state commission's staff 
is recommending a total raise of $46.8 mil- 
lion, based on an ROE of just 8.75%. A rul- 
ing is due by mid-January. In Minnesota, 
the utility is requesting a $15.6 million 
increase, based on a 10.75% ROE. It is 
now collecting interim rate relief of $7.5 
million (subject to  refund). A decision is 
targeted for the first quarter of 2012. 
The utilities' inability to earn their al- 
lowed ROES is an ongoing problem. 
That's why so many rate cases are pend- 

expected, following a major restructurin 
in 2010 that refocused this operation botk 
in product line and geographically. Market 
conditions haven't been as good as expect- 
ed for retail energy providers such as In- 
tegrys. (Management still likes this busi- 
ness and has no plans to exit it.) Thus, we 
have cut our 2011 and 2012 share- 
earnings estimates by $0.10 each year, to 
$3.30 and $3.50, respectively. Our 2011 es- 
timate is within the company's targeted 
range of $3.24-$3.44. 
This stocks main attraction is its high 
dividend yield. It  is more than one per- 
centage point above the utility mean. How- 
ever, the stock is already trading within 
our 2014-2016 Target Price Range, and 
the lack of dividend growth potential sug- 
gests that it has little appeal for the long 
term. 
Paul E. Debbas, CFA September 23 2011 -- . . .- - . -- I I 

4) Diluted EPS. Excl. nonrecur. losses: '09, torically paid mid-Mar., June, Sept., and Dec. nal cost. Rate allowed on com. eq. in WI in '11: Company's Financial Strength 
3.24; '10, 411 net: gains (loss) from discont. 1 Div'd reinvestment plan avail. t Shareholder 10.3%; in IL in 'IO: 10.23%-10.33%; eamed on Stock's Price Stability 
ps.: '07, $1.02: '08, 61; '09, 41: '11 (I$). Next investment plan avail. (C) Incl. intang. In 'IO: avg. com. eq. '10: 8.6%. Regulatory Cllmate: Price Growth Persistence 
arninqs rep& due early Nov. (BI Div'ds his- $27,64/sh. (DI In mill. (E) Rate base: Net origi- WI. Above Average; IL, Below Average. Earnings Predictability 
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Total Debt $2565 8 mill Due in 5 Yrs $780 4 mill. 
LT Debt $2565 8 mill 
(LT interest earned 2 5x) 

Pension Assets-l2llO $24 7 mill 

Pfd Stock None 

LT Interest $143 7 mill 

--- 
ts 2940 251 7 2469 

(A) Diluted earnings Quarterly earnings don't Dividends hlstoncally paid in early March, (E) Rates allowed on common equity 12 16%- 

Next earnings report due late October C) Includes intangibles In ' I O  $1 2 billion, 13 5% Regulatory Climate Above Average 

0 2011 Value Lme Publishm LLC All r hts reserved Factual matenal IS obtalned from sowces believed to be rellaMe and IS proMded mm0N WallantleS of any knd 
THE PlhLlSHER IS NOT RE&ONSIBLE?OR ANY ERRORS OR OMISSIONS HEREIN This publicaban is strldly for absuibss Own, nonCCfnmeiaal. internal USe No pan 
of it may be reproduced resold. stored or Vansnnned n any printed eleclranc a ahs fam. M used for generating M marketing any p i e d  M eledromc puMlcallM s ~ i c e  a product 

Company's Financial Strength 

Price Growth Persistence 

B++ 
90 
85 

add to full-year total in '08 due to rounding June, September, and December 

(e) Quarlerly dividend initiated 9/16/05 22 91/sh (D) In millions Earnings Predictability 55 

13 88%. Earned on avg common equity, '10 Stock's Price Stability 



PEPCO HOLDIN 

--  
5.35 
18.41 
158.70 _ _  

TIMELINESS 3 Raised 215110 

SAFETY 3 Lowered616103 

TECHNICAL 2 Raised7129111 
BETA .W (1.00. Markel) 

A2 1.00 1.00 1.00 1.04 1.04 1.08 1.08 1.08 1.08 1.08 Div‘dDecl’dpersh B= f.16 
3.06 3.48 2.75 2.46 2.47 3.11 3.57 3.89 3.56 4.40 4.60 Cap’lSpending persh 4.M 
18.17 17.48 17.87 18.88 18.82 20.04 19.14 19.15 18.79 19.00 20.00 Bookvaluepershe 21.20 
161.85 171.77 188.33 189.82 191.93 200.51 218.91 222.27 225.08 227.00 235.00 CommonShsOutst’g 250.00 
11.3 13.4 13.6 14.9 18.1 18.2 12.2 13.7 14.0 Eddfigyrssan Avg Ann’l PIE Ratio 14.0 

S O N D J F Y A H  

- -  
5.35 
18.41 
158.70 _ _  

0 0 0 0 0 0 0 0 0  

IOSIl l  0 0 0 0 0 0 0 0 0  
Inst i tut ional  Declslons 

$6 0 0 0 0 0 0 0 0 0  

A2 1.00 1.00 1.00 1.04 1.04 1.08 1.08 1.08 1.08 1.08 Div‘dDecl’dpersh B= f.16 
3.06 3.48 2.75 2.46 2.47 3.11 3.57 3.89 3.56 4.40 4.60 Cap’lSpending persh 4.M 
18.17 17.48 17.87 18.88 18.82 20.04 19.14 19.15 18.79 19.00 20.00 Bookvaluepershe 21.20 
161.85 171.77 188.33 189.82 191.93 200.51 218.91 222.27 225.08 227.00 235.00 CommonShsOutst’g 250.00 
11.3 13.4 13.6 14.9 18.1 18.2 12.2 13.7 14.0 Eddfigyrssan Avg Ann’l PIE Ratio 14.0 

3p2010 4pz010 1wo11 
(OBw 150 161 152 

- -  
- -  

7966.5 
368.0 
36.8% 

COSel 119 132 134 
HM’s[OOO) 125477 115863 125507 

Pepco Holdings, Inc. (PHI) ‘as formed or 
August 1, 2002, upon the merger of Poto. 
mac Electric Power Co. (PEPCO) and Con. 

.62 .76 .72 .79 .98 .97 .73 .91 .90 ValueLin* Relative PIE Ratio .95 
2.1%. 5.5% 5.0% 4.5% 4.3% 3.7% 4.6% 7.4% 6.2% Avg Ann’l Div’d Yield 5.0% 

6777.3 7271.3 7221.8 8065.5 8362.9 9366.4 10700 9259.0 7039.0 6700 MW Revenues ($mill) 7m 
294.9 245.2 261.3 277.4 254.4 296.5 400.0 235.0 276.0 285 290 NetProM($mill) 410 
17.0% 18.3% 38.7% 38.8% 39.1% 39.3% 29.6% 31.9% 18.8% 40.W 40.W InwmeTaxRate 40.0% 

ectiv. In the $2.2 billion deal, PEPCO com 
mon stockholders received one common 
share in PHI for each of their shares, anc 
Conectiv investors exchanged each of theii 
common shares for $25 worth of PHI stock 
and cash, prorated 50/50. 

4.5% 
53.1% 
41.0% 
7123.0 
6352.0 
6.8% 

Percent 12 
shares 8 
traded 4 

- -  _ _  -. -. - -  .- - -  - -  - -  Nil Nil AFUDC%toNetProSt Nil 
58.7% 63.1% 59.7% 57.1% 54.6% 54.1% 56.2% 53.8% 49.0% 48.0% 48.5% Long-TermDebt Ratio 48.0% 
36.4% 35.6% 39.6% 42.3% 45.1% 45.9% 43.8% 46.2% 51.0% 52.0% 51.5% Common Equity Ratio 52.0% 
8228.9 8439.3 8494.0 8469.3 8004.0 8753.0 9568.0 9203.0 8292.0 8300 9100 Total Capital ($mill) 10200 

4.6% 4.8% 5.0% 5.0% 5.1% 5.1% 5.8% 4.5% 5.1% 5.0% 5.031RetumonTotalCa~’I 7.0% 
6798.0 6964.9 7088.0 7312.0 7576.6 7876.7 8314.0 8863.0 7673.0 7700 7750 Net Plant ($mill) 80W 

CAPITAL STRUCTURE as of 6130111 
Total Debt $4205 mill. Due in 5 Yrs $1450 mill. 
LT DeM$3795 mill. LT Interest $300 mill. 
(LT interest earned: 2 . 0 ~ )  

Pension Assets-12/10 $1.6 bill. Oblig. $2.0 bill. 

Wd Stock None 

11.0% 
12.6% 
12.6% 

_ -  

Common Stock 225,395,875 shs. 
as of 7/31/11 

MARKET CAP: $4.3 bllllon (Mid Cap) 

8.7% 7.9% 7.6% 7.6% 7.0% 7.4% 9.5% 5.5% 6.5% 6.5% 6.OXRetumonShr.Equ’ity 7.5% 
9.2% 7.7% 7.7% 7.7% 7.0% 7.4% 9.5% 5.5% 6.5% 6.5% 6.0% Return on Com EquityE 7.5% 
5.3% 2.0% 2.5% 2.4% 1.5% 2.3% 4.2% NMF 3% 1.0% 1.0% Retained toCom Eq 2.5% 
46% 75% 68% 69% 78% 68% 56% 101% 87% 8.5% 88% AllDiv‘dstoNetProf 71% ELECTRIC OPERATING STATISTICS 

2008 2009 
RChangeRetaiiS&s(KWH) -2.6 -2.5 
4vg Resid1 Use (KW) 10503 10395 
4vg. Resid‘l RmgL?4H($) NIA NIA 
CapadyalPeak 4606 4647 
Peakload S u m  w) NIA NIA 
Annual L i d  Fador& NIA NIA 
% Change Cuslomers /pmd) Nil +.6 

2010 
+4.1 

11253 
NIA 
N/A 
NIA 
NIA 
+1.1 

Fixed Charge COV. 1%) 263 188 204 
ANNUAL RATES Past Past Est’d W ’ I O  
ofchange(persh) 1OYrs. 5Yn. to’14-’16 
Revenues -1.0% - -  NMF 
“Cash Flow” -3.5% -3.5% 2.5% 
Earnings -.5% -.5% 2.5% 
Dividends _ _  1.5% 1.0% 
Book Value .5% 1.0% 2.0% 

2065 2539 2135 
1819 1636 2067 1517 

2011 11634 1409 2000 1657 
2012 I1600 1500 1800 1500 
r-1. I EARNINGS PERMAREA= 

e i z a r  Mac31 Jun.30 S e p . 3 0 -  Dec.31 
2008 .49 53 .59 .32 
2009 .21 .ll .56 .18 
2010 .I6 .34 .52 .25 
2011 .27 .42 .41 .IS 
2012 .25 .30 .45 25  

endar Mar.31 Jun.30 Sep.30 Dec.31 
2007 .26 .26 .26 .26 
2008 .27 .27 .27 .27 
2009 27 .27 .27 27 
2010 .27 .27 .27 .27 
2011 .27 .27 
1) Based on dit. shs. Excl. nonrecur. itel 
11, 306; ‘03, d69$; ‘04, 16; ‘05, 47$; ‘06, d 
18, 461; ‘ I O ,  62$. Next egs rpt early Nov. 
Iiv’ds paid in late March, June, Sep., and C 

Gal- QUARTERLY DlYlDENDS PAID B D 

- 
Full 
Year 
0700 
9259 
7039 
6700 

Full 
Year 
1.92 
1 .OE 
1.24 
1.25 
1. 25 
Full 

Year 

1.04 
1.08 
1 .oe 
1.oe 

- 

6400 

- 

- 

- 

De 
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BUSINESS: Pepco Holdings, Inc. consists mainly of three electric 
utility subsidiaries: Potomac Electric Power Co., serving Washing- 
ton, D.C. and adjoining areas of Maryland; Delmarva Power, which 
serves the peninsula area of Delaware, Maryland and Virginia; and 
Atlantic City Electric, serving southem New Jersey. In July 2010, 
PeDco sold comDetitive enerav business (Conectii Enerav) to Cal- 

We have raised our 2011 earnings es- 
timate for Pepco Holdings. The Wash- 
ington, DC-based utility reported second- 
quarter earnings of $0.42 a share, easily 
surpassing our estimate of $0.25. The beat 
can be attributed to better-than-expected 
power delivery earnings, reasonable regu- 
latory treatment, and an income tax ad- 
justment. The compan realized a tax 
benefit of $17 million 60.08 a share) in 
the quarter stemming from a resolution 
with the IRS related to a previous settle- 
ment. All told, we have added a nickel to 
our full-year earnings estimate, now $1.25 
a share. Management reaffirmed its guid- 
ance of $1.10-$1.25, noting the result 
would likely come in at the upper end of 
the range. 
Maryland regulators approved a 
settlement agreement in Delmarva 
Power’s electric base rate case. The 
Maryland Commission granted an annual 
rate increase of $12 million, or 1.4%, effec- 
tive July 8th. Although the return on equi- 
ty was not specified. an ROE of 10% was 
authorized for purposes of calculating the 
allowance for funds used under construc- 
tion and regulatory asset carrying charges. 

pine Corp. Electricity customers: 1.8 million; gas customers: 
123.000. Electricity breakdown: residential, 30%; commercial, 49%; 
other, 21%. 2010 depreciation rate: 2.6%. Has approximately 5,014 
employees as of 12/31/10. Chrmn., Pres. 8 CEO: Joseph M. Rigby. 
Inc.: DE. Address: 701 Ninth Street, N.W., Wash., D.C. 20068. Tel- 
ephone.: 202-872-2000. Internet: www.pepcoholdings.com. 

In our view, the 10% ROE will likely be 
representative of the actual figure. The 
commission also established a group that 
will explore methods to address regulatory 
lag issues. 
The MAPP transmission pro’ect may 
experience further delays. $he PJM’s 
power needs assessment for the project is 
still ongoing with a completed evaluation 
expected by the end of August. Although 
Pepco believes MAPP will be needed 
eventually, it thinks that it is going to be 
pushed back further than the original 
June, 2015 in-service date (which manage- 
ment indicated could be several years). 
Any sort of delay will likely have a nega- 
tive impact on our long-term earnings out- 
look, and also result in a restructuring of 
the company’s five-year construction ex- 
penditure forecast. 
This neutrally ranked stock offers one 
of the highest yields in the industry. 
Shares of POM are currently yielding an 
attractive 5.7%. well above the utility 
mean of 4.4%. Income-oriented investors 
may want to consider taking a position 
here. 
Michael Ratty August 26, 2011 
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PG&E CORP, NYI 
nMELlNESS 2 RaisedSIZI11 

SAFETY 2 RaisedSllUOS 

TECHNICAL 2 RaisedlOnli l l  
BETA .55 (l.W=Ma~keO 

2014-16 PROJECTIONS 
Ann'l Tota 

Price Gain Return 
High 55 (+30% 11% 
tow 40 (-5%] 4% 
Insider Decisions 

D J F N A M J J A  
i o B y  0 0 0 0 0 0 0 0 0  
miom 0 0 0 2 0 1 0 0 1  
$SON 0 0 010 0 1 0 0 1 
Inst i tut ional Decisions 

4QZ010 tMMl Z Q Z M  
bBuy 215 190 194 
bSdl 190 221 211 
Hld's(WO) 265396 272189 281663 
1995 1996 1997 1998 

23.24 23.82 36.87 52.12 
6.31 5.24 5.98 6.08 
2.95 2.16 1.57 1.88 I 1.77 I 1.20 I 1.20 

3.05 4.36 4.23 
20.77 I 20.73 I 21.30 I 21.08 

CAPITAL STRUCTURE as of 6/38 . . 
rota1 Debt $13362 mill. Due in 5 yrs $3646 mill. 
LT Debt $1 1689 mill. LT Interest $617.0 mill. 
snd. $223.0 mill. Energy Recovery Bonds. 
:LT interest earned 3.3~) 
Dension Assets-12/10 $10.3 bill. Oblig. $12.1 bill. 
Vd Stock $252.0 mill. Pfd Div'd $14.0 mill. 
1,534,958 shs. 4.36% to 5%, cumulative and $25 
sr ,  redeemable from $25.75 to $27.25; 5,784,825 
jhs. 5.00% to 6.00%, cumulative nonredeemable 
and $25 par. 
:ommon Stock 401,657,362 shs. 

MARKET CAP: $17 billion (Large Cap) 

ELECTRIC OPERATING STATISTICS 
2008 2009 2010 

KChangeR~ibIes(K) +2.3 -2.8 -2.0 
\vg lndud Use (MWH 12765 NA NA 
\vg,lndudRevs. I&($) 8.67 NA NA 
hapaity at Peak (L NMF NMF NMF 

hnua Load Factor (k NMF NMF NMF 
LaangeQstomerskend, +.3 +.2 +.5 

:ixed Charge Cov. (%) 288 296 303 
4"UAL RATES Past Past Est'd '08-'IO 
)fchange(persh) 1OYn. SYn. to'14.'16 
Revenues -4.5% 6.0% 3.0% 
Cash Flow" 6.0% 7.5% 4.5% 

Earnings _ _  7.0% 6.0% 
Dividends 3.5% - -  4.5% 
3ook Value 5.5% 10.5% 5.5% 

leakkad,Summer L) NMF NMF NMF 

. ..". 

Percent 12 
shares 8 
traded 4 

1999 2000 
57.74 67.7: 

2.24 d9.21 

19.10 8.15 
360.59 387.15 

13.1 -.  
.75 -. 

4.1% 4.8% 
I1 

- 
Full 
Year 
4628 
3399 
3841 
'4700 

Full 
Year 
3.22 
3.03 
2.82 
2.75 
3.55 
Full 
Year 
1.41 
1.53 
1.65 
1.79 

- 

'5500 

- 

- 
- 

reir 

34.9% I 42.8% I 53.9% 
12399 8438.0 7815.0 

BUSINESS: PG&E COI 
Gas and Electric Com 
electricity and gas to m 
5.1 million electric and 
breakdown: residential, 

34.5 
25.1 

- .....- 

ii 2004 
26.47 
5.71 
2.12 

3.R 
20.62 

418.62 
13.8 
.73 

11080 
901.0 

35.0% 
3.6% 

.. 

- 

- _  - 
- 

45.136 

16242 
18989 
7.6% 

10.196 
10.3% 
10.3% 

1% 
ration 

__ 

- 

_. 

40.1 
31.E 

LEGENDS - 1.37 X Oividends sh 
divided b&lnteies! Rate .. . . Relative iceSoeqh 

4 

- 

2005 
31.78 
7.12 
2.35 
1.23 
4.90 

19.60 
368.27 

15.4 
.62 

3.4% 

11703 
904.0 

37.6% 
5.6% 

48.3% 
50.0% 
14446 
19955 
8.1% 

12.1% 
12.3% 
7.7% 
39% 

a holi 

- 

- 

- 
- 

- 

- 

- 

- 

- 

- 

- 

48.2 
36.3 

- 
- 

2006 
36.02 
7.76 
2.76 
1.32 
6.90 

22.44 
348.14 

14.8 
.80 

3.2% 

12539 
1005.0 
35.5% 
6.7% 

51.7% 
46.8% 
16696 
21785 
7.6% 

- 

- 

- 
- 

- 
- 
- 
- 

- 

12.5% 
12.7% 
6.8% 
47% 

la corn 

- 

- 

iv and nonutilitv iubsic 

52.2 45.7 45.8 48.6 48.0 Target Pr ice Rang1 
42.6 1 26.7 I 34.5 I 34.9 I 37.6 I I I 2014 I2015 l2Olf 

3y. 279 250 

2.78 3.22 3.03 2.82 2.75 3.55 Earnings persh A 4.25 
1.44 1.56 1.68 1.82 1.82 1.82 Div'dDecl'dpershBmt 2.21 
7.83 10.05 10.68 9.62 9.90 10.95 CaD'l SDendina Der sh 1225 

24.18 25.97 27.88 28.55 29.80 32.00 Bookvalue persh C 

353.72 361.06 370.60 395.23 405.00 420.00 Common Shs Outst'g 0 425.00 

3.1% 4.0% 4.3% 4.1% ate+ Avg Ann'l Div'dYield 45% 
v h  "ne Relative PIE Ratio 

13237 14628 13399 13841 14700 15500 Revenues($mill) 19ow 
1020.0 1198.0 1168.0 1113.0 1120 1485 Net Proffi($mill) 1840 
34.6% 26.2% 31.1% 33.0% 33.5% 33.5%lncomeTaxRate 33.5% 
9.4% 9.5% 11.9% 14.4% 11.0% 9.0% AFUDC II to Net Profit 8.0% 

52.6% 52.2% 51.4% 49.6% 48.5% 47.0% Lona-Term Debt Ratio 45.5% 
46.1% I 46.5% 1 47.4% 1 49.3% 1 50.5% 1 52.0% (Conkon Equity Ratio 
18558 I 20163 I 21793 I 22863 I 23875 I 25875 lTotalCapitall$milll 

1 53.5% 
I 30200 

my for Pacific 13%; gas, 5%; purchased, 58%. Fuel costs: 37% of revenues. '10 
ries. Supplies reported depreciation rate (utilitv): 3.4%. Has 19.400 emolovees. 

t-of northern and central California.'Has 
, million gas customers. Electric revenue 
Yo; commercial, 38%; industrial, 12%; ag- 

Chairman, President & Chief Executive Officer: Anthony F: E&y, 
Jr. Incorporated: California. Address: One Market, Spear Tower, 
Suite 2400, San Francisco, California 94105. Telephone: 415267- 

ienerating sources: nuclear, 24%; hydro, 7000. Internet: w.pgecorp.com. ricultural, 7%; other, 3% 

PG&E is incurring sizable costs asso- 
ciated with the explosion in 2010 of its 
gas nineline in San Bruno. California. 
The SoApany's latest estimate of the direct 
expenses associated with the accident is 
$413 million (pretax) in 2011. Of this 
amount, $126 million was recorded in the 
first half. PG&E is also accruing reserves 
for potential third-party claims. This 
amounted to $220 million in 2010, $59 
million in the first half of 2011, and will 
probably be as much as $180 million for 
the full year. Insurance should cover most 
of the third-party claims, and the company 
recovered $60 million in the first half. 
These costs and insurance recoveries are 
included in our earnings presentation. For 
2012, PG&E forecasts direct expenses of 
$274 million. Its proposed pipeline safety 
enhancement plan suggests that all but 
$43 million is recoverable in rates. The 
plan also includes over $1.4 billion of capi- 
tal costs from 2011 through 2014. The Cal- 
ifornia Public Utilities Commission 
(CPUC) must issue a ruling on the plan. 
The National Transportation Safety 
Boards report criticized the compa- 
ny. This was not surprising. and PG&E 

has acknowledged that changes are in or- 
der. The CPUC is conducting its own in- 
vestigation, and has the authority to fine 
the utility. We would exclude a sizable fine 
from our earnings presentation. 
Another year of weak earnings is like- 
ly in 2011, but we look for better re- 
sults in 2012. The direct expenses associ- 
ated with the San Bruno accident affect 
our estimates significantly, and have ob- 
viated the benefits of the rate relief that 
the utility was granted earlier this year. 
As for the dividend, PG&E has stated that 
there will be no increase in 2011. We ex- 
pect no raise next year, as well. Note that 
PG&E has a new chief executive, Tony 
Earley (formerly of DTE Energy). 
Even after the stocks underper- 
formance since the accident, the yield 
and 3- to 5-year total return potential 
are only about average for a utility. 
The stocks favorable Timeliness rank is 
due. in part, to the fact that insurance re- 
coveries ($0.09 a share in the June quar- 
ter) aren't included in our earnings esti- 
mates because the timing and amount of 
these are impossible to predict. 
Paul E. Debbas, CFA November 4, ZOII 

I 

gs report due late Feb. (E) Div'ds histori- $14.79/sh. (D) In mill. (E) Rate base: net orig. 
raid in mid-Jan., Apr.. July. Oct. Div'd cost. Rate allowed on com. ea. in '07: 11.35%: 

Company's Financial Strength 
Stock's Price Stability 

B++ 
100 

stment plan avail. t Shahholder invest- earned on avg. com. eq., '10: 10.0%. Regula- 
plan avail. (C) Incl. intangibles. In 'IO: I tory Climate: Above Average. 
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TMS MARWH’ 

Total Debt $1798 0 mill Due in 5Yrs $333.0 mill. 
LT Debt $1798 0 mill 
(LT interest earned. 2 . 8 ~ )  
Leases, Uncapitalized Annual rentals $10 0 mill 

LT Interest $104 0 mill 

Common Stock 75,341,327 shs. 

(3.9%). The rate order was based on a re- ing into purchased-power agreements with 
turn of 10% on a common-equity ratio of other owners, this would raise its capital 
50%. Also, hydro conditions in early 201 1 budget considerably and necessitate some 
were favorable, helping to produce a first- financing. both debt and equity, beginning 
quarter tally that was well above the norm in 2013. Our capital spending estimates 
for the period. Second-quarter profits were and projections include nothing for these 
below our expectation, so we have potential projects Separately. PGE is pro- 

economy is showing 
nt, aided by a project 

pita1 spending 

potential is unexcit- 
is a bit of takeover 

are price, but we do 
o purchase the stock 
company will receive 



RECENT PP L CORPORATION NYSE-PPL PRICE 
nMELlNESS 3 ~ ~ k 4 1 1 1 1 ~ 1 0  High: I 23.1 31.2 20.0 22.2 

Low: 9.2 15.5 13.0 15.E 
SAFETY 3 LoweredllI2~8 EGFYf:- 

TECHNICAL 2 Raised7122111 divided lntwesf Rate . , . . RdatrvebJnce Sbength 
BETA 6 5  (1.00 = Market) 

Insider Decisions 

ZY 0 0 0 0 8 0 1 0 0  

Institutional Decisions 

2.43 3.32 
1.64 
.53 

1.59 
- 

6.94 
318.81 I 325.33 I 332.50 I 314.82 I 287.39 I 290.08 

10.8 I 11.4 I 10.8 I 10.9 I 13.4 I 8.9 
-72 I .71 I .62 I .57 I .76 I .58 .- 

80%1 71%1 7.8%1 5.5%1 37% I 36% 
CAPITAL STRUCTURE as of 3/31/11 
Iota1 Debt $13630 mill. Due in 5 Y n  $4130.0 mill. 
LT Debt $12247 mill. 
nd. 23 mill. units 7.75%, $25 liq. value; 82,000 
inits 8.2396, $1000 face value; 23 mill. units 
1.625%, $50 stated value, wnv. into corn. in 2013. 
:LT interest earned: 3.7~) 
.eases, Uncapitalized Annual rentals $122.0 mill. 
'ension Assets-12/10 $5.34 bill. Oblig. $6.85 bill. 
Jfd Stock $250.0 mill. Pfd Div'd $16.0 mill. 
2,500,000 shs. 6.25%, $100 liq. preference, 
tdeemable afler 41611 1. 
Common Stock 577,151,364 shs. as of 4/29/11 
MARKET CAP $16 billion (Large Cap) 

LT Interest $612.0 mill. 

ELECTRIC OPERATING 

XChan RetilSales(KWH) 
Ivg. I d $  Use (MWH 
Zvg. Indust Revs. perhi 0) 

at Peak (k) 
leak Lad Mnlw (Mw F 

td ,actm,x( 
KChargeCuslomers Tad) 

, STATISTICS 
2008 2009 

+.3 -3.5 
NA NA 
NA NA 
NA NA 

7316 NA 
NA NA 
+.5 +.3 

2010 
+15.3 

NA 
NA 
NA 
NA 
NA 

+22.5 

lxed Charge GIV. (XI 367 222 304 
4"UAL RATES Past Past Est'd '08-'10 
if change (persh) 1OYrs. 5Yn. to'lC'16 

Cash Flow" 3.5% 1.5% 3.0% 
Revenues 2.0% 4.5% .5% 

Earnings- 4.5% 1.M 7.0% 
Dividends 9.5% 10.0% 3.5% 
Bookvalue 9.5% 7.0% 9.0% 

Gal- QUARTERLY REVENUES ($mill.) 
endar Mar.31 Jun.30 Sep.30 Dec.31 
2008 1526 1024 2981 2513 
2009 2351 1673 1805 1727 
2010 3006 1473 2179 1863 
2011 2910 2489 3051 2650 
2012 3400 2600 3200 2800 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2008 ,651 .50 55 .74 
2009 .64 .07 .I2 .37 
2010 .74 .22 .62 .69 
2011 .82 .35 .60 .63 
2012 -80 .45 .65 .65 
C A  QUARTERLY DIVIDENDS PAID8a 

Gal- EARNINGS PER SHAREA 

1009 I ,335 ,345 ,345 ,345 
2010 ,345 .35 .35 .35 
2011 I .35 .35 .35 
4) Diluted EPS. Exd. nonrec. Ibises: '07, 1 
0, 8$; gains (losses) on disc. ops.: '05, (12 
17, 196; '08, 3C; '09, (IO$); ' I O ,  (4#). '08 8 
PS don't add due to rounding, '10 due to cl 
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- 
Full 
Year 
1044.( 
'556.( 
1521.1 
1100 

Full 
Year 
2.45 
1.19 
2.29 
2.40 
2.55 

Full 
Year 
1.19 
1.31 
1.37 
1.40 

- 

!?!?!I 

- 

- 

te me 

2001 
19 53 
3 51 
1.79 

53 
2 99 
6 33 

29316 
124 

64 
2 4% 

5725 0 
576 0 

29.7% 
4 3% 

64 8% 
23 7% 
7M50 
61350 

- 

~ 

- 

- 

9 6% 
20 8% 
28 2% 
20 2% 

35% 

BUSll 

- 

- 
SS: PPL CorDo 

26,97 - 
27.1 
19.9 
- 

m 
2004 

15.37 
3.59 
1.87 
32  

1 .94 
11.21 

378.14 
12.5 
.66 

3.5% 

5812.0 
692.0 

22.8% 
.7% 

61.6% 
37.9% 
11171 
11209 
8.4% 

16.1% 
16.3% 
9.3% 
43% 

tion (fo 

- 

- 

- 
- 

- 
- 

- 

- 

- 

2005 
16.36 
3.84 
1.92 
.96 

2.13 
11.62 

380.15 
15.1 
.80 

3.3% 

6219.0 
739.0 

14.0% 

57.5% 
42.0% 
10513 
10916 
9.3% 

16.5% 
16.7% 
8.8% 
47% 

terly PI 

- 

- 
- 

- 

- 
.. - 

- 

- 

- 

- 
37.3 
27.8 
- 
- 
- 

Target Pr ice Rangi 
2014 I 2 0 1 5  1201t 

54.6 55.2 34.4 33.1 28.7 
34.4 26.8 24.3 23.8 24.1 

I 

2006 
17.92 
4.26 
2.29 
1.10 
3.62 

13.30 
385.04 

14.1 
.76 

3.4% 

6899.0 
899.0 

23.2% 

55.4% 
42.2% 
12151 
12069 
9.3% 

16.6% 
17.3% 
9.3% 
47% 

- 

- 
- 

- 

- 
_ _  - 
- 

- 

- 

122 134 138 140 f.40 f.40 Div'dDecl'dpersh 6 .  1.70 
451 379 325 330 4.85 6.40 Cap'lSpendingpersh 5.50 

14.88 1355 14 57 16.98 f9.M 20.40 Bookvalue persh C 25.50 
373.27 374 58 377 18 483 39 578.00 580.00 Common Shs Outst'g D 680.00 

17 3 17 6 25 7 11 9 BoMf@irres am Avg Ann'l PIE Ratio 13.0 
92 106 171 76 v d ~ e L i n e  RelatiiePIE Ratio as 

2.7% 3.1% 4.5% 5.1% Avg Ann'l Div'd Yield 4.5% estimates 

1031.0 940.0 465.0 1009.0 f355 f495 NetProfit(Smil1) 2030 
20.7% 31.8% 21.8% 22.0% 35.0% 35.0% IncomeTaxRate 35.0% 

6498.0 8044.0 7556.0 8521.0 fffM f2ow Revenues[Smill) f3900 

- -  I .I% I 2% I .5% I Nil I Nil IAFUDCXtoNet Proffi I Nil 
I 43.0% 54.1% I 57.1% I 55.2% I 59.0% I 55.0% I 52.0% ILons-TermDebt Ratio 

43.6% I 40.5% 1 42.5% 1 39.8% I 44.0% I 470% ICommon Equity Ratio 
12747 I 12529 I 12940 I 20621 I 25250 I 25150 lTotalCapital(Smill) 

I 56.0% 
I 30800 

12605 12416 13174 20858 27475 30150 Net Plant ($mill) 38600 
9.8% 9.2% 5.0% 6.1% 6.5% 7.5%ReturnonTotalCap'l 7.5% 

17.6% 17.5% 8.0% 11.9% f2.0% f2.5% ReturnonShr. Eauitv 1fS% 
18.2% I 18.2% I 8.1% 1 12.0% I f L O %  I 12.5% /ReturnonCwnEqui& E l  ff.5% 
10.0% I 8.5% I NMF 1 5.2% I 5.5% I 5.5% IRetainedtoCwn Eq I 5.W 

46% I 54% I 115% I 58% I 56% I 55% IAllDiv'dstoNetProf I 57% 
1 I I I I I I - 

,L Resources, Inc.) is a (7.6 mill. customers). Sold gas distribution subsidiary in '08. Electric 
holding company for 'PPL Elekric Utilities (formerly Pennsylvania 
Power 8 Light Company), which distributes electricity to 1.4 mill. 
customers in eastern 8 central PA. Acq'd Kentucky Utilities and 
Louisville Gas and Electric (1.2 mill. customers) 11/10. Has subsidi- 
aries in power generation 8 marketing, electricity distribution in U.K. 

Predicting PPL Corporation's earn- 
ings is harder than usual this year. 
Just since November of 2010, the company 
has greatly expanded its regulated utility 
operations by buying two utilities in Ken- 
tucky and one in the United Kingdom. 
PPL issued a lot of stock in these deals, re- 
sulting in a big jump in average shares 
outstanding. Also. the company is incur- 
ring some merger-related expenses, which 
we include in our earnings presentation. 
Generally, the company's utility opera- 
tions are performing well, but PPL Elec- 
tric Utilities in Pennsylvania continues to 
feel the effects of regulatory lag, despite a 
rate hike earlier this year. On the other 
hand, the nonregulated energy-supply bus- 
iness is dealing with low power prices, ris- 
ing coal costs, and unplanned nuclear out- 
ages that will reduce net profit by an esti- 
mated $60 million-$65 million this year. 
Finally, ongoing earnings are affected by 
mark-to-market accounting gains or 
losses. These hurt share net by $0.27 in 
2010 and helped by a cent in the first half 
of 2011. We cut our 2011 estimate by $0.15 
a share, largely because second-quarter 
profits fell short of our estimate. 

rev. breakdown 8 generating sources not provided. Fuel costs: 
44% of revs. '10 reported depr. rates: 2.3%-3.3%. Has 13,800 em- 
ployees. Chairman 8 CEO: James H. Miller. President 8 COO: Wil- 
liam H. Spence. Inc.: PA. Address: Two North Ninth St., Allentown, 
PA 18101-1179. Tel.: 800-345-3085. Internet: www.oolweb.com. 

We expect improved earnings in 2012. 
A full year's income from the U.K. acquisi- 
tion will help. Also, we assume no nuclear 
issues beyond the normal expenses associ- 
ated with the scheduled refueling outage. 
Our estimate of $2.55 a share would be 
PPLs best tally since 2007. 
The two Kentucky utilities are asking 
the state commission to approve an 
expected $2.5 billion in environmental 
spending for their coal-fired facilities. 
This spending is needed for compliance 
with new EPA rules. A decision is expect- 
ed in late 2011. The utilities would recover 
these expenditures every two months via a 
rider on customers' bills. The utilities will 
earn a return on equity of 10.63% until 
this spending is rolled into base rates. 
PPL stock offers an above-average 
yield. The board of directors didn't boost 
the dividend this year, and we forecast no 
increase in 2012. Even so, we project that 
dividend growth will resume by the 2014- 
2016 period. Combined with the rise in 
earnings that we project over that time, 
this equity offers better total return poten- 
tial than the average utility issue. 
Paul E. Debbas, CFA August 26, 2011 

, Next earnings report due early Nov. 

= Div'd reinv. dan avail. IC) Incl. intana. 10.75%: earned on ava. cam. ea.. 'IO: 14.0%. I Price Growth Persistence 

(E) Rate base: Fair Val. Rate all'd on corn. eq. Company's Financial Strength 
Stock's Price Stability 

B++ 
95 
60 

v'ds histor. paid in early Jan., Apr., July, in PA in '08: none spec.; in KY in ' IO :  9.75%- 
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0 0 2 1  0 0 0 0 2  
Inst i tut ional Decisions 

4.8% 

2648.6 
303.7 

._ 

4.7% I 4.5% I 4.7% I 4.5% I 5.9% I 5.7% 
CAPITAL STRUCTURE as of 3/31/11 

6.6% 7.4% 5.5% 4.4% 4.7% 4 6% 4.9% 6.3% 4.9% Avg Ann'l Div'd Veld 4.8% 

2675.8 2740.0 2669.1 3010.1 3448.1 3536.1 33753 3310.5 3487.9 3400 3500 Revenues($mill) 4000 
298.2 d14.7 137.4 211.0 244.4 265.8 162.4 213.9 242.9 285 325 Net Profh($mill) 385 _ _  - -  38.5% 45.1% 40.4% 40.7% 36.8% 31.6% 34.8% 35.0% 35.0% IncomeTax Rate 35.0% 

Total Debt $3148.6 mill. Due in 5 Yrs $924.1 mill. 
LT Debt $3070.3 mill. 
(LT interest earned: 3.0~) 

Leases, Uncapitalized Annual rentals $17.3 mill. 

Pension Assets-12/10 5479.7 mill. 

Pfd Stock None 

Common Stock 214,936,829 shs. 
as of 4/28/11 
MARKET CAP: $3.8 billion (Mid Cap) 

LT Interest $198.0 mill. 

Oblig. $610.3 mill. 

15.4% 
6.1% 
61% 

9.9% NMF 10.7% 13.3% 14.1% 13.2% 8.1% 10.3% 11.2% f2.5% f3.5% Return on Com Equity E f3.0% 
3.2% NMF NMF 3.3% 5.0% 5.1% NMF 2.1% 3.1% 4.5% 5.5% Retained toCom Eq 5.5% 
72% NMF 106% 75% 65% 61% 104% 80% 72% 65% 60% AllDiv'dstoNetProf 60% 

- 
Full 
Year 
175.3 
i10.5 
187.9 
100 

Full 
Year 

.77 
1.00 
1.13 
1.30 
f.45 

Full 
Year 

.78 

.80 

.80 

.a2 

- 

500 

- 

- 
- 

ladc 

Gal. 
endar 
2008 
2009 
2010 
2011 
2012 

endar 
2008 
2009 
2010 
2011 
2012 

Gal. 
endar 
2007 
2008 
2009 
2010 
2011 

Gal. 

!A) Dil. earnin s. Excl. nonrec. gain (losses: 
97, (6$); '99, f l1 $); '03, ($4.97); '07, 63$; " ear 
(2$) net; gams (loss) on discont. ops.: '04, Au! 
(771); '05, 31$; '06, I$; '07, 7$. '08 EPS don't (C) 

QUARTERLY REVENUES ($ mill.) 
Mar,31 Jun.30 Sep.30 Dec.31 
791.7 887.2 926.1 770.3 
824.0 825.2 896.3 765.0 
912.3 898.8 901.8 775.0 
796.1 885.7 918.2 800 
800 900 950 850 

Mar.31 Jun.30 Sep.30 Dec.31 
. I5 2 4  2 7  . I O  
. I6 2 9  .30 2 5  
2 6  .35 .35 .17 
.24 .36 .37 .33 
35  .35 .40 .35 

QUARTERLY DIVIDENDS PAID 6. 

Mar.31 Jun.30 Sep.30 Dec.31 
.I9 ,195 ,195 ,195 
,195 .20 2 0  .20 
2 0  20 .20 20 
2 0  ,205 ,205 ,205 
,205 ,215 ,215 

EARNINGS PER SHARE* 

0 2011 Value Line Pubkshin LLC All r hts reserved. Facti 

of L may be repoduced, resold, laed M uansmmed in any vnle 
THE P;BLtsHER is NOT RE&oNsIBLE?OR ANY ERRORS 

Je to rounding. Next earnings report due 

k Nov. Div'd reinvestment plan avail. 
9. defd chgs. In 'IO: $2.77/sh. (D) In mill. 

lov. (6) Div'ds paid in late Feb., May, 

18.97 15.22 14.59 13.37 14.46 16.46 16.77 15.85 15.48 16.23 f5.75 16.f5 Revenuespersh f8.25 

2.24 1.95 d.08 .71 1.00 1.17 127 .77 1.00 1.13 1.30 f.45 Earningspwsh A f.75 
4.31 3.20 1.96 2.14 2.37 2.51 2.51 2.01 2.35 2.59 2.80 3.05"CashFlow"persh 3.50 

1.37 1.41 .93 .76 .76 .76 .78 .80 .80 .82 .85 .89 Div'd Decl'dpershB= 1.05 
6.92 6.06 3.14 1.37 1.42 2.18 2.34 2.77 2.99 2.28 2.05 2f5 Cap'lSpending persh 2.W 

(E) Rate base: Net orig. cost. Rate allowed on E+ 
90 

(gas): 9.75%-11.75%; earned on avg. corn. Price Growth Persistence 40 
eq., '10: 11.4%. Regulatory Climate: Average. Earnings Predictability 65 

Company's Financial Strength 
corn. eq. in '09 (elec.): 10.25%-12.25%; in '09 Stock's Price Stability 

14.12 14.86 8.93 6.43 7.65 8.25 9.56 9.43 I 9.75 10.10 10.55 I ff.f5 BookValuepersh C f3.25 
139.60 175.80 187.80 199.70 208.20 209.50 210.90 212.90 1 213.90 214.90 2f6.W I 2f7.00 CommonShsOutsrg 0 220.00 

12.9 11.0 - -  19.3 17.1 13.8 13.3 21.21 12.6 14.6 B O M ~ ~ & S ~ I B  AvgAnn'lPIERatio 12.5 

3.0% I 4.4% I - -  I .7% [ .O% I 1.6% 1 2.3% I 5.4% I 6.5% I 1.2% I 1.0% I 3.0% [AFUDCX toNetProfit I 1.0% 
48.3% I 50.5% I 72.4% I 75.1% I 70.0% 1 65.0% I 61.0% 161.5% I 60.6% 1 59.2% 1 5f.O% I 56.0% (Long-Term Debt Ratio I 52.5% 

49.0% 
4635 
5955 
8.5% 

12.5% 

- 

- 

BUSINESS: TECO Energy, Inc. is a holding company for Tampa 
Electric, which serves 672,000 customers in west central Florida, 
and Peoples Gas (acquired 6/97), which serves 336,000 customers 
in Flonda. TECO also mines coal and has generation investments 
in Guatemala. Sold TECO Transport 12/07. Electric revenue break- 
down: residential. 50%: commercial. 30%: industrial, 9%; other. 

11%. Generating sources: coal, 53%; gas, 38%; purchased, 9%. 
Fuel costs: 35% of revenues. '10 reported deprec. rate (utility): 
3.6%. Has 4,100 employees. Chairman: Sherriil W. Hudson. Presi- 
dent L CEO: John E. Ramil. Incorporated: Florida. Address: TECO 
Plaza, 702 N. Franklin Street, Tampa, Florida 33602. Telephone: 
813-228-1 11 1. Internet: www.tecoenemv.com. 



25.01 31.67 32.90 30.86 30.21 33.80 
3.47 1 z::: 1 5.52 ~ 6.35 1 

::5: 1 6:; 
2.03 2.07 2.10 2.14 2.14 1.44 
3.77 3.09 3.22 2.77 4.09 4.40 

2.60 d.46 2.13 

24.71 25.14 30.79 29.40 27.83 27.20 
62.86 64.63 65.41 65.91 67.40 70.08 

11.7 11.7 - -  18.4 17.2 20.6 
.78 I .73 I - - I  .96 I .98 I 1.34 

6.4% I 6.8% I 6.3% I 5.5% I 8.4% I 7.9% 

CAPITAL STRUCTURE as of M30111 
rota1 Debt $3259.0 mill. Due in 5 Yrs $857.5 mill. 
LT Debt $2761.0 mill. 
LT interest earned: 2.6~) 

'ension Assets-12110 $432 mill. Oblig. $747 mill. 

'fd Stock $21.4 mill. 
121,613 shs. 4 1/2%, callable 108; 54,970 shs. 
t 1/4%, callable 101.50: 37,780 shs. 5%, callable 
102. All cum. $100 par. 

:ommon Stock 115,812,605 shs. as of 7/26/11 
WARKET CAP $3.0 billion (Mid Cap) 

LT Interest $165.0 mill. 

Pfd Div'd $1.0 mill. 

sndar Mar31 Jun.30 Sep.30 Dec.31 Year 

2009 .10 .35 .73 . I O  1.28 
2010 .27 .47 1.01 .I4 1.80 

2012 .32 .48 1.00 .IO 1.90 
Gal- QUARTERLY DIVIDENDS PAID bt FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2007 2 5  27  2 7  2 7  1.06 
2008 2 7  2 9  2 9  2 9  1.14 
2009 2 9  .30 .30 .30 1.19 
20iO .30 .31 .31 .31 1.23 
2011 .31 .32 .32 
4) EPS diluted from 2010 onward. Excl. non- sun 
!cur gains (losses): '96 ($0.19); '97, $7.97; Od 
18, ($1.45); '99, ($1.31);"00, $1.07; '01, 276, Jul) 
12, ($12.06); '03, 774; '08, 396. Totals may not S k  

Q 2011, Value Line Publishin LLC All ri hls reserved. Facti 
THE PUBLISHER is NOT R E i h N i i B L E  BoR ANY ERRORS 
of 1 may be repoduced. resdd. stored OT bansmined in any pinle 

2011 .27 .3a .96 .07 1.68 

BUSINESS: Westar Energy, Inc., formerly Westem Resources, is plant age: 13 years. Fuels: coal, 51%; nuclear, 8%; gas, 41%. Has 
the parent of Kansas Gas 8 Electric Company. Westar supplies 2,409 employees. BlackRock, Inc. owns 6.3% of common; off. & 
electricity to 687,000 customers in Kansas. Electric revenue dir., less than 1% (4111 proxy). Chairman: Charles Q. Chandler IV. 
sources: residential and rural, 43%; commercial, 37%: industrial, Chief Executive offcer. Mark A. Ruelle. Inc.: Kansas. Address: 818 
20%. Sdd investment in ONEOK in 2003 and 85% ownership in South Kansas Avenue, Topeka, Kansas 66612. Telephone: 785- 
Protection One in 2004. 2010 deoreciation rate: 4.6%. Estimated 575-6300. Internet: www.westarenerav.com. 

Shares of Westar Energy have 
rebounded in recent weeks, following a 
mid-summer selloff. The company reported 
mixed results for the second quarter. The 
top line increased a t  a moderate clip, 
thanks to higher retail revenue. However, 
this was more than offset by greater oper- 
ating expenses, and share net came in 
somewhat below the prior-year tally. 
Mixed performance ought to continue 
for the remainder of the year. Revenue 
comparisons should remain favorable in 
the coming quarters. The economy in Kan- 
sas will likely continue to  fare better than 
the nation's. With the state's attractive 
business climate. unemployment there 
should remain below the national average, 
and most industrial sectors should show 
further improvement. That said, operating 
costs will probably continue to weigh on 
the bottom line. Overall, we project higher 
revenue. but a bottom-line decline for full- 
year 2011. Share net should rebound in 
2012, assuming solid revenue growth and 
greater control of operating costs. 
We anticipate fur ther  investment in 
operations going forward. Westar con- 
tinues to make progress with its 345- 

kilovolt transmission line from Wichita to 
Oklahoma. This project is trending favor- 
able with respect to schedule and budget, 
and will likely be completed by mid-2012. 
The company continues to  move forward 
with the Prairie Wind joint venture, and 
invest in environmental controls, too. 
Westar is requesting higher rates. The 
company filed in late August with the 
Kansas Corporation Commission (KCC), 
seeking to increase base prices by about 
5.85%. This would add about $91 million 
to revenue, on an  annual basis. Westar 
cited higher operating and maintenance 
expenses, and the increased cost of com- 
plying with federal regulatory require- 
ments, as reasons for the request. 
This stock is neutrally ranked for  
Timeliness. We anticipate higher reve- 
nues and share earnings for the company 
by 2014-2016. Moreover, Westar earns 
good marks for Safety, Price Stability, and 
Earnings Predictability. From the present 
quotation, this issue has decent risk- 
adjusted total return potential. Income- 
oriented accounts should find this stocks 
healthy dividend yield attractive. 
Michael Napoii, CFA September 23, 2011 

~~ 

ue to rounding. Next egs. rep't due late latoly assets. In 2010: $7.68/sh. (D) Rate base B t t  
31. (6) Div'ds paid in early Jan., April, determined: fair value: Rate allowed on com- Stock's Prlce Stability 100 
and Oct. Div'd reinvest. plan avail. t mon equity in '09: 10.4%: earned on avg. corn. Price Growth Persistence 70 
iolder invest. plan avail. (C) Ind. regu- eq., ' IO: 8.7%. Regul. Clim.: Avg. (E) In mill. Earnings Predictability 75 
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14,2 (Tailing: 14.6' WISCONSIN ENERGYNYsE-~~ IFkf;:' 31,021 Median: 14.0 

Price Gain Return 

Insider Declslons 

2.14 I 2.13 I 1.48 I 2.06 I 2.26 I 2.24 I 2.72 I 2.84 
1.07 .99 27 .83 .94 .54 .92 1.16 
.73 .75 .77 .78 .78 .69 .40 .40 

1.25 1.77 1.56 1.76 2.22 2.64 3.01 2.54 
8.44 8.71 8.25 8.23 8.44 8.50 8.91 9.22 

221.64 223.36 225.73 231.21 237.81 237.29 230.84 232.06 
13.1 14.3 47.3 18.0 13.3 18.7 12.1 10.5 
.A8 .90 2.73 .94 .76 1.22 .62 .57 

5.2% 5.4% 6.0% 5.2% 6.3% 6.8% 3.6% 3.3% 

CAPITAL STRUCTURE as of 6130111 3928.5 3736.2 
Total Debt $4907.6 mill.Due in 5 Yrs $1729.0 mill. 218.8 270.8 
LT Debt $4334.6 mill. 40,9% 37.49/0 

6.9% 4.1% Ind. $132.4 mill. capitalized leases. 
(LT interest earned: 3.4~) 
Leases, Uncapitalized Annual rentals $22.8 mill. 62.2% 59.8% 

Oblia. $1.22 bill. w? R unn 2 

LT Interest $244.9 mill. 

Pension Assets-12/10 $1.06 bill. 37.2% 39.6% 
' 

Pfd Stock $30.4 mill. 
260,000 shs. 3.60%, $100 par, callable at $101; 
44,498 shs. 6%, $100 par. 

FVd Div'd $l .~mi l l .  

Common Stock 233,739,777 shs. 10.6% 12.6% 
MARKET CAP $7.2 billion (Large Cap) 6.0% 8.3% 
ELECTRIC OPERATING STATISTICS 43% 35% 

I 

16.8 17.3 20.4 24.3 25.2 24.1 
11.3 14.8 16.7 19.1 20.5 17.4 

17.12 14.66 16.31 17.08 18.12 18.95 
2.86 I 2.58 I 2.89 I 2.90 I 2.98 1 2.95 

.71 1 .92 1 .77 1 .86 1 .88 1 .89 
2.8% 2.6% 2.4% 2.2% 2.1% 2.4% 

4054.3 3431.1 3815.5 3996.4 4237.8 4431.0 

5926.1 5903.1 6362.9 7052.5 7681.2 

11.3% 8.8% 11.2% 10.7% 10.8% 
11.4% 8.8% 11.3% 10.8% 10.9% 
7.4% 4.9% 7.5% 7.1% 7.1% 

msin Enemv 

8517.0 
6.3% 

10.7% 
10.7% 
7.0% 
35% 

- 

RELATF 
PIE RA' 

18 i 

2009 
17 65 
3 11 
1 60 

68 
3 50 

15 26 
233 82 

13 3 
89 

3 2% 
4127 9 
378 4 

36 5% 
25 0% 
51 9% 
47 7% 
7473 1 
9070 5 

6 4% 

10 6% 
6 2% 
42% 

- 

__ 

__ 
- 

- 
__ 

__ 

- 
- 
10 5% 
- 

Comoration is a holdina comDanv mercial %Cbn eRelailbleswH) 
R ~ J .  in& use (MWH NA NA NA for We Energies, which proviies eiectric, gas 8 steam service i;l Avg,lfldusCRevs,perhWH((] 6.05 6.57 NA Wisconsin. Customers: 1.1 milt. elec., 1.1 mill. gas. Aq'd WCOR 
Capacity at Peak (Mw 
,~eakload s~ bl 4/00. Discontinued pumpmanufacturing operations in '04. Sold 

Point Beach nudear plant in '07. Electric revenue breakdown: Cnual L i d  Fador (k 
XaangeCuamalyd) +.5 +.2 +.3 residential, 38%; small commercial 8 industrial, 31%; large com- 

Fixed Charge Cov. (X) 270 281 312 Wisconsin Energy is awaiting a deci- 
ANNUAL RATES Past Past Est,d ,08-,,o sion from the state commission about 
of change (persh) 1OYrs. 5Yrs. to'lC'16 the company's proposa1- 
Revenues 5.5% 2.5% 4.5% Typically, the utility would have filed a 
Cash Flow" 3.5% 2.5% 8.0% general rate case in May, with new tariffs 

-7:;; . , ~ : ~ ~ ~  ,z:rk taking effect the following January. But, 
Earnings 
Dividends 
Book Value 6.0% 7.5% 4.5% in order to reduce rate pressure on its cus- 
Gal- QUARTERLYREVENUES ($,,,ill,) Full tomers. the compan made an alternative 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year proposal. Instead orfiling a general rate 
2008 1431.8 946.1 852.5 1200,6 4431.0 case, Wisconsin Energy proposed that it be 
2009 1396.2 842,5 821.9 1067,3 4127.9 allowed to  suspend $140.1 million of regu- 
2010 4248.6 890.9 973.2 1089.8 4202.5 latory amortization in 2012. This would 
2011 328.7 991.7 979.6 (200 4500 help lift earnings next year without a base 
2012 :325 975 925 f175 4400 rate hike. The utility would file a general 
Gal- WRNlNGSPERSHAREA rate case in 2012, with new tariffs taking 

endar ~ ~ ~ . 3 1  J,,~.~o sep.30 ~ ~ ~ . 3 l  year effect in 2013. However, if the commission 
2008 ,52 .25 ,33 .42 52 rejects this idea, the company would file a 
2009 ,60 ,27 ,25 ,48 1:60 general rate case. Wisconsin Energy would 
2010 ,55 3 7  ,47 .53 1.92 request electric. gas, and steam increases 
2011 .72 .41 .47 .55 2.15 of $170.6 million, $6.0 million, and $3.6 
2012 .75 .42 .50 .58 2.25 million, respectively. The commission's de- 

cision 's expected next month. 
endar Mar.31 Jun.30 Sep.30 Dec.31 Earnings are likely to rise in 2011 and 

2012. This year, Wisconsin Energy is ben- 
i::i :;:: :;:: $: $: $ efiting from the income from a coal-fired 
2009 ,169 ~ 6 9  ,169 ,169 ,68 facility that began commercial operation in 
2010 ,20 ,20 .20 ,20 ,BO early 2011. Hot weather is another plus, 
2011 26 76 26 and has helped offset the effect of the 

'-50; '-\0; '+",! BUSINESS: w 

54$ 5:$ 5G$ 
NA NA N~ 

cal- QUARTERLY DIVIDENDS PAlD6.t ~ u l l  
Year 

3.30 3.65 
1.92 2.75 
.80 1.04 

3.41 4.35 
16.26 17.05 

233.77 232.00 
14.0 BOMFI~ 

3.0% f;, .90 

4202.5 4500 
455.6 570 

35.4% 34.5% 
18.6% 72.0% 
50.6% 54.0% 
49.0% 46.0% 
7764.5 8640 
9601.5 10275 

7.5% 7.5% 
11.9% 73.0% 
12.0% 73.0% 

41% 48% 
L industnal. 23 

7.0% 6.5% 

-15 

- l - U - L l O  

48.7 26.8 
5yr. 69.0 33.1 

19.30 Revenues per sh 
3.30 1"Cash Flow" Der sh I 't: 
225 
1.74 
3.70 
17.60 

228.00 
es are 
./"e 

- 

- 
- 

Earnings per sh A 2.7! 

Book Value per sh C 19.75 
Common Shs Outst'g 224.01 

Relative PIE Ratio 
tes IAva Ann'lDiv'dYidd I 42% 

4400 I Revenues (b i l l )  1 5251) 
520 I Net Profa ($mill) 1 625 

35.0% llncome Tax Rate I 34.0% 
70.0% AFUDC % to Net Profit 8.0% 
54.0% Long-Term Debt Ratio 53.5% 

8800 Total Capital ($mill) 
10750 Net Plant ($mill) 11225 
7.5% Return on Total Cap'l 8.0% 

73.0% Return on Shr. Equity 74.1% 
73.0% IReturn on Com Equity E 1 14; 
6.5% Retained to Com Ea 
50% lAll Div'ds to Net Prof I 59% 

other, 8%. Generating sources: coal, 
wind, 1%; purchased, 35%. Fuel costs: 
eorec. rate hrtilitvl: 2.8%. Has 4,600 em- 

54%; gas, 9%: hydm, 1: 
44% of revs. '10 reportea 
ployees. Chairman, Presiden't & CEO: GaliE. Klappa. Inc.; WI. Ad- 
dress: 231 W. Michigan St., P.O. Box 1331, Milwaukee, WI 53201. 
Tel.: 414-221-2345. Internet: www.wisconsinenergy.com. 

sputtering economy on electric demand. 
The beginning of a $300 million stock buy- 
back program should help, too. We assume 
the adoption of Wisconsin Energy's afore- 
mentioned regulatory proposal in our 2012 
profit forecast. 
A general rate case is pending in 
Michigan. The utility is seeking an in- 
crease of $14.9 million, based on a 10.4% 
return on equity. The company expects to 
self-implement a $7.7 million hike in Jan- 
uary. The final order is due in July. 
Two renewable-energy projects are 
being built. The company is spending 
$361 million to add 162 megawatts of wind 
capacity. This project should be completed 
by yearend. A 50-mw biomass plant is ex- 
pected to be in service by the end of 2013 
at a projected cost of $255 million. 
This timely stock is suitable for utility 
investors who are focused on divi- 
dend growth. The payout ratio is now 
low. by utility standards, but the company 
wants to raise it to 60%. Accordingly, hefty 
dividend boosts are likely to occur. This 
should produce an above-average (for a 
utility) total return through mid-decade. 
Paul E. Debbas, CFA September 23, 2011 - . . . ._ - I I 

2) Diluted EPS. Excl. nonrec. gains (losses): 
19, (56): '00, 10d net: '02, (446): '03, (106) 

earnings report due late Oct. (6) Div'ds histori- $6.55/sh. (D) In mill., adj. for split. (E) Rate Company's Financial Strength 
Stock's Price Stability 

B++ 
100 cally paid in eadv Mar., June, SeDt. & Dec. base: Net orig. cost. Rates allowed on com. ea. 

?et: 'M;(426); gains on disc. ops.: '&I; 774; Div'd reinvestment plan avail. t Shareholder in- in '10 10.4%110.5% earned on avg. corn. eq:, Price Growth Persistence 85 
90 05, 26; '06, 26; '09, 26: '10, 16: '11, 5q. Next I vestment plan avail. (C) Incl. intang. In '10: I '09: 10.8%. Regulatoty Climate: Above Avg. I Earnings Predictability 
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Zacks.com Quotes and Research 

AMEREN CORP (NYSE) 

AEE 32.74 d0.45 (1.39%) Vol. 1,307,632 1507 ET 

ZACKS RANK: 3 - HOLD I 
Ameren Corporation companies provide energy services customers in Missouri and Illinois. AmerenUE, one of its 
subsidiaries, is the one of the largest electric utilities in Missouri and distributors of natural gas. AmerenCIPS, 
another subsidiary, is both an electric and natural gas utility and serves one of the largest geographic areas of 
Illinois-based utility companies. (Company Press Release) 

General Information 
AMEREN CORP 
1901 CHOUTEAU AVE 
ST LOUIS, MO 63103 
Phone: 314-621-3222 
Fax: 31 4-621 -2888 
Web: http://www.ameren.com 
Email: invest@ameren.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/2 1 /20 1 2 

Price and Volume lnf5rma~~5n 

Industry UTIL-ELEC PWR 

Zacks Rank 
Yesterday’s Close 32.29 
52 Week High 33.49 
52 Week Low 25.55 
Beta 0.63 
20 Day Moving Average 1,847,078.25 
Target Price Consensus 28.25 

Yo Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS ~n~5rmat~on 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

33.0 
32.5 

32. V 
31.5 

31.0 

30.5 

30.0 
29.5 
29.e 

10-07-11 11- 04-1 1 

% Price Change Relative to S&P 500 
10.39 4 Week 1.78 
17.85 12 Week 10.85 
14.54 YTD 14.95 

Dividend Information 

Annual Dividend 
241 .67 Dividend Yield 4.77% 

$1 5 4  
7,803.40 Payout Ratio 0.59 

-0.09 
09/06/2011 / $0.38 

2.15 Change in Payout Ratio 
N/A Last Dividend Payout /Amount 

Consensus Recomm~ndations 
0.32 Current (I=Strong Buy, J=Strong Sell) 3.20 
2.55 30 Days Ago 3.20 
4.00 60 Days Ago 3.20 

Next EPS Report Date 02/21/2012 90 Days Ago 3.22 

~ ~ n d a m ~ n t a l  Ratios 
P/E EPS Growth Sales Growth 

Current FY Estimate: 12.66 vs. Previous Year 12.14% vs. Previous Year 0.62% 
Trailing 12 Months: 12.28 vs. Previous Quarter 166.1 0% vs. Previous Quarter: 27.34% 
PEG Ratio 3.17 

Price Ratios ROE ROA 
Price/Book 0.96 09/30/11 8.05 09/30/11 2.74 

http://www .zacks.com/research/print.php?type=report&t=AEE 11/7/2011 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/1 I 

Net Margin 
09/30/11 
06/30/11 
03/31/1 I 

Inventory Turnover 
09/30/11 
06/30/11 
03/3 1 /I 1 

Page 2 of 2 

5.10 06/30/11 
1.02 03/31/11 

Quick Ratio 
1.45 09/30/11 
1.51 06/30/11 
1.48 03/31/11 

Pre-Tax Margin 
11.45 09/30/11 
5.23 06/30/11 
5.47 03/31/11 

Debt-to-Equity 
7.52 09/30/11 
7.47 06/30/11 
7.32 03/31/11 

7.54 06/30/11 
7.86 03/31/11 

Operating Margin 
1.05 09/30/11 
1 .13 06/30/1 I 
1.17 03/31/1 I 

Book Value 
11.45 09/30/11 
5.23 06/30/11 
5.47 03/31/11 

Debt to Capital 
0.82 09/30/11 
0.89 06/30/1 I 
0.90 03/31/11 

2.54 
2.65 

8.37 
7.79 
8.28 

33.73 
32.94 
32.76 

45.04 
47.04 
47.48 
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Zacks.com Quotes and Research 

AMERICAN ELEC PWR INC (NYSE) ZACKS RANK 3 - HOLD 

AEP 39.74 ~ 0 . 0 4  ( 0 . ~ 0 ~ )  VOI. 2,300,064 15:30 ET 

American Electric Power is a public utility holding company which owns,directly or indirectly, all of the outstanding 
common stock of its domesticelectric utility subsidiaries and varying percentages of other subsidiaries. Substantially 
all of the operating revenues of AEP and its subsidiaries are derived from the furnishing of electric service. The 
Company's operations are divided into three business segments: Wholesale, Energy Delivery and Other. 

General Information 
AMER ELEC PWR 
1 RIVERSIDE PLAZA 
COLUMBUS, OH 43215 
Phone: 614-716-1000 
Fax: 614-223-1823 
Web: http://www.aep.com 
Email: klkozero@aep.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 0 1 127120 1 2 

Price and Volume Information 

industry UTIL-ELEC PWR 

Zacks Rank 
Yesterday's Close 39.70 
52 Week High 40.08 
52 Week Low 33.09 
Beta 0.51 
20 Day Moving Average 3,840,518.00 
Target Price Consensus 40.93 

% Price Change 
4 Week 
12 Week 
YTD 

Share information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 
Next EPS Report Date 

~ u n d a ~ e n t a l  Ratios 
PIE 
Current FY Estimate: 12.73 
Trailing 12 Months: 12.81 
PEG Ratio 3.18 

Price Ratios 
Price/Book 1.31 

+0.5 

% Price Change Relative to S&P 500 
5.19 4Week -3.01 

11.02 12Week 4.43 
10.34 YTD 10.73 

Dividend Information 

Annual Dividend $1.84 
19,146.28 Payout Ratio 0.59 

0.04 
08/08/2011 / $0.46 

482.27 Dividend Yield 4.63% 

,53 Change in Payout Ratio 
N/A Last Dividend Payout I Amount 

Consensus ~ e c o m m ~ n d a ~ ~ o n s  
0.41 Current (l=Strong Buy, 5=Strong Sell) 2.31 
3.12 30 Days Ago 2.31 
4.00 60 Days Ago 2.19 

01/27/2012 90 Days Ago 2.24 

EPS Growth Sales Growth 
vs. Previous Year 1.74% vs. Previous Year 4.88% 
vs. Previous Quarter 60.27% vs. Previous Quarter: 19.44% 

ROE 
09/30/11 

ROA 
10.64 OW3011 1 2.93 

http://www .zacks.com/research/print.php?type=report&t=AEP 11/7/2011 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/3 1 /I 1 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/1 I 
06/30/11 
03/31/11 

5.94 06/30/11 
1.28 03/31/11 

Quick Ratio 
0.77 09/30/11 
0.81 06/30/11 
0.80 03/31/11 

Pre-Tax Margin 
16.13 09/30/11 
15.18 06/30/11 
13.23 03/31/11 

Debt-to-Equity 
7.31 09/30/11 
6.78 06/30/11 
6.52 03/31/11 

10.73 06/30/11 
10.88 03/31/11 

Operating Margin 
0.56 09/30/11 
0.59 06/30/1 I 
0.58 03/31/1 I 

Book Value 
16.1 3 09/30/11 
15.1 8 06/30/11 
13.23 03/31/11 

Debt to Capital 
1.04 09/30/11 
1.1 2 06/30/11 
1.13 03/31/11 

2.93 
2.94 

9.93 
9.97 

10.15 

30.38 
28.93 
28.64 

50.89 
52.85 
53.24 
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CENTERPOINT ENERGY INC (NYSE) ZACKS RANK: 3 - HOLD 

CNP 20.36 4 . 0 5  (5.25%) Vol. 1,945,008 15:12 ET 

Centerpoint Energy is a domestic energy delivery company that includes electricity transmission and distribution, 
natural gas distribution and sales, interstate pipeline and gathering operations. They serve customers in Arkansas, 
Illinois, Iowa, Kansas, Louisiana, Minnesota, Mississippi, Missouri, Oklahoma, Texas, and Wisconsin. 

General Information 
CENTERPOINT EGY 
11 I 1  LOUISIANA ST. 
HOUSTON, TX 77002 
Phone: 7132073000 
Fax: 71 3-207-31 69 
Web: http://www.centerpointenergy.com 
Email: None 

Industry UTIL-ELEC PWR 
Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 03/06/2012 

Price and Volume Information 

Zacks Rank 
Yesterday's Close 20.31 
52 Week High 21.47 
52 Week Low 15.09 
Beta 0.65 
20 Day Moving Average 5,139,217.00 
Target Price Consensus 21.5 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 
Next EPS Report Date 

~ u n d a ~ e n ~ a l  Ratios 
PIE 
Current FY Estimate: 18.02 
Trailing 12 Months: 16.38 
PEG Ratio 3.18 

Price Ratios 
PriceBook 2.06 

21.6 
21.4 

% Price Change Relative to S&P 500 
1.91 4 Week -6.04 
8.61 12Week 2.1 6 

29.20 YTD 29.65 

Dividend Information 

Annual Dividend $0.79 
8,649.14 Payout Ratio 0.64 

-0.02 
0811 21201 1 / $0.20 

425,86 Dividend Yield 3.89% 

1.28 Change in Payout Ratio 

2/1 995 Last Dividend Payout / Amount 

Consensus Recommenda~ions 
0.20 Current (l=Strong Buy, 5=Strong Sell) 2.00 
1.1 3 30 Days Ago 1.85 
5.70 60 Days Ago 1.85 

03/06/2012 90 Days Ago 2.00 

EPS Growth Sales Growth 
vs. Previous Year 27.59% vs. Previous Year -1.42% 
vs. Previous Quarter 54.1 7% vs. Previous Quarter: 2.40% 

ROE 
09/30/11 

ROA 
15.1 0 09/30/11 2.64 

http://www.zacks.com/research/print.php?type=report&t=CNP 1 1/7/20 1 1 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

6.39 06/30/11 
1.03 03/31/11 

Quick Ratio 
0.85 09/30/11 
0.86 06/30/11 
0.92 03/31/11 

Pre-Tax Margin 
14.03 09/30/11 
9.35 06/30/11 
8.67 03/31/11 

Debt-to-Equity 
17.98 09/30/11 
18.39 06/30/11 
18.37 03/31/1 I 

15.31 06/30/11 
14.82 03/31/11 

Operating Margin 
0.67 09/30/11 
0.73 06/30/11 
0.83 03/31/11 

Book Value 
14.03 09/30/11 
9.35 06/30/11 
8.67 03/31/11 

Debt to Capital 
2.02 09/30/11 
2.57 06/30/11 
2.67 03/31/11 

2.52 
2.40 

6.28 
5.86 
5.62 

9.88 
7.79 
7.68 

66.88 
71.98 
72.78 

http~/ /www.zacks.co~rese~c~print .php?type=repo~&t=C~ 11/7/2011 
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Zacks.com Quotes and Research 

CLECO CORP NEW (NYSE) ZACKS RANK 1 -STRONG BUY 

CNL 36.80 *0.14 (0.38%) Vol. 392,184 15:12 ET 

Cleco Corp. is an energy services company based in central Louisiana. Their two primary businesses are Cleco 
Power LLC, a regulated electric utility business, and Cleco Midstream Resources LLC, a wholesale energy business. 
They use a mixture of western coal, petroleum coke (petcoke), lignite, oil, and natural gas to serve their customers. 
This diverse fuel mix helps Cleco deliver reliable, low-cost power to its customers. 

General lnformation 
CLECO CORP 
2030 DONAHUE FERRY ROAD 

Phone: 3184847400 
Fax: 318-484-7465 
Web: http://www.cleco.com 
Email: None 

PINEVILLE, LA 71361-5000 

Industry UTIL-ELEC PWR 
Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/23/2012 

Price and Volume Information 

Zacks Rank A& 
Yesterday’s Close 36.66 
52 Week High 37.74 
52 Week Low 30.05 
Beta 0.50 
20 Day Moving Average 568,663.88 
Target Price Consensus 37.83 

38.0 
37.5 

% Price Change 
4 Week 
12 Week 
YTD 

Share information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
6.69 4Week -1.63 
9.76 12 Week 3.24 

19.18 YTD 19.60 

Dividend Information 

Annual Dividend $1.25 
2,238.53 Payout Ratio 0.46 

-0.1 0 
05/22/2001 Last Dividend Payout /Amount 1 1/03/2011 / $0.31 

61 .06 Dividend Yield 3.41 % 

4.37 Change in Payout Ratio 

Consensus Recommendations 
Current Quarter EPS Consensus Estimate 0.39 Current (l=Strong Buy, 5=Strong Sell) 2.25 
Current Year EPS Consensus Estimate 2.37 30 Days Ago 2.25 
Estimated Long-Term EPS Growth Rate 7.00 60 Days Ago 2.25 
Next EPS Report Date 02/23/2012 90 Days Ago 2.40 

PIE EPS Growth Sales Growth 
Current FY Estimate: 15.45 vs. Previous Year 31.33% vs. Previous Year 2.24% 
Trailing I2 Months: 15.1 5 vs. Previous Quarter 109.62% vs. Previous Quarter: 28.82% 
PEG Ratio 2.21 

Price Ratios ROE 
Price/Book 1.59 09/30/11 

ROA 
10.86 09/30/11 3.62 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/3 I /I 1 

Net Margin 
09/30/11 
06/30/11 
03/31 /I 1 

Inventory Turnover 
09/30/11 
06/30/11 
03/3 1 /I 1 

7.24 06/30/1 I 
1.97 03/31/11 

Quick Ratio 
1.51 09/30/11 
1.49 06/30/11 
1 .OO 03/31/11 

Pre-Tax Margin 
24.1 1 09/30/11 
23.32 06/30/11 
18.46 03/31/11 

Debt-to-Equity 
5.1 1 09/30/11 
4.74 06/30/11 
4.44 03/31/11 

9.84 06/30/11 
10.19 03/31/11 

Operating Margin 
1.25 09/30/11 
1.24 06/30/11 
0.78 03/31/11 

Book Value 
24.1 1 09/30/11 
23.32 06/30/11 
18.46 03/31/11 

Debt to Capital 
0.97 09/30/11 
1 .OO 0613011 1 
1.03 03/31/11 

Page 2 of 2 

3.24 
3.31 

12.99 
11.64 
11.77 

23.03 
22.75 
21.86 

49.36 
50.01 
50.81 
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CMS ENERGY CORP (NYSE) ZACKS RANK: 3 - HOLD 

CMS 20.71 60.12 (0.58%) Vol. 1,346,071 15:14 ET 
i 

Page 1 of 2 

Zacks Rank 
Yesterday's Close 20.59 
52 Week High 21 5 8  
52 Week Low 16.96 
Beta 0.53 
20 Day Moving Average 3,475,116.50 
Target Price Consensus 22.73 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

21.6 
21.4 
21.2 

121.0 
20.8 

I '  

Yo Price Change Relative to S&P 500 
3.88 4Week -4.22 

12.88 12 Week 6.1 8 
10.70 YTD 11.09 

Dividend Information 
253,36 Dividend Yield 

Annual Dividend 
4.08% 
$0.84 

5 2 1  6.60 Payout Ratio 0.56 
0.1 9 

11/02/2011 /$0.21 
3.25 Change in Payout Ratio 

N/A Last Dividend Payout / Amount 

Consensus R e c o m m ~ n d ~ ~ i o n ~  
0.37 Current (l=Strong Buy, 5=Strong Sell) 1.92 
1.45 30 Days Ago 1.77 
5.50 60 Days Ago 1.77 

Next EPS Report Date 02/23/2012 90 Days Ago 1.77 

P/E EPS Growth Sales Growth 
Current FY Estimate: 14.23 vs. Previous Year 1.92% vs. Previous Year 1.46% 
Trailing 12 Months: 13.64 vs. Previous Quarter 103.85% vs. Previous Quarter: 7.33% 
PEG Ratio 2.59 

Price Ratios ROE ROA 

http://www.zacks.com/research/print.php?type=report&t=CMS 11/7/2011 

http://Zacks.com
http://www.zacks.com/research/print.php?type=report&t=CMS


Zacks .corn 

Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

1.69 09/30/11 
5.15 06/30/11 
0.79 03/31/11 

Quick Ratio 
1.29 09/30/11 
1.32 06/30/11 
1.20 03/31/11 

Pre-Tax Margin 
8.99 09/30/11 
9.20 06/30/11 
9.97 03/31/11 

Debt-to-Equity 
4.67 09/30/11 
4.50 06/30/11 
4.36 03/31/11 

13.32 09/30/11 
13.72 06/30/11 
13.91 03/31/11 

Operating Margin 
0.71 09/30/11 
0.89 06/30/11 
0.89 03/31/11 

Book Value 
8.99 09/30/11 
9.20 06/30/11 
9.97 03/31/11 

Debt to Capital 
2.01 09/30/11 
2.12 06/30/11 
2.08 03/31/11 

2.50 
2.54 
2.56 

6.02 
6.1 0 
6.07 

12.18 
1 1.89 
11.62 

66.79 
67.94 
67.57 
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Zacks.com Quotes and Research 

CONSTELLATION ENERGY GROUP I (NYSE) ZACKS RANK: 3 - HOLD 

CEG 39.99 ~ 0 . 7 8  (1.99%) Vol. 1,318,856 15:14 ET 

Baltimore Gas and Electric Company consists primarily of generating, purchasing, and selling electricity and 
purchasing, transporting, and selling natural gas. 

~eneral Information 
CONSTELLATN EGY 
100 CONSTELLATION WAY 
BALTIMORE, MD 21202 
Phone: 41 04702800 
Fax: 41 0-234-5220 
Web: http://www.constellation.com 
Email: InvestorRelations@constellation.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/10/2012 

Price and Volume information 

lndustty UTIL-ELEC PWR 

Zacks Rank d k  
Yesterday’s Close 39.21 
52 Week High 40.22 
52 Week Low 27.64 
Beta 0.97 
20 Day Moving Average 2,614,567.25 
Target Price Consensus 40.6 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

40.5 

40.0 

39.5 

39.0 

38.5 

38.0 

37.5 

10-07-11 11-04-11 

% Price Change Relative to S&P 500 
4.70 4Week -3.47 
9.99 12 Week 3.45 

28.01 YTD 28.46 

Dividend Information 

Annual Dividend $0.96 
7,893.83 Payout Ratio 0.39 

0.02 
09/08/2011 / $0.24 

201 .32 Dividend Yield 2.45% 

1.36 Change in Payout Ratio 
05/18/1992 Last Dividend Payout / Amount 

EPS Information Consensus Recommendations 
Current Quarter EPS Consensus Estimate 0.64 Current (l=Strong Buy, 5=Strong Sell) 2.75 
Current Year EPS Consensus Estimate 2.98 30 Days Ago 2.75 
Estimated Long-Term EPS Growth Rate 4.80 60 Days Ago 2.75 
Next EPS Report Date 02/10/2012 90 Days Ago 2.50 

PIE EPS Growth Sales Growth 
Current FY Estimate: 13.14 vs. Previous Year 41.67% vs. Previous Year -1 1.28% 
Trailing 12 Months: 15.75 vs. Previous Quarter -10.53% vs. Previous Quarter: 4.80% 
PEG Ratio 2.76 

Price Ratios ROE ROA 
Price/Book 0.98 09/30/11 6.44 09/30/11 2.61 
Price/Cash Flow 5.27 06/30/11 6.02 06/30/11 2.44 
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Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

0.57 03/31/11 

Quick Ratio 
1.57 09/30/11 
1.64 06/30/11 
1.80 03/31/11 

Pre-Tax Margin 
5.57 09/30/11 

-1 1.79 06/30/11 
-12.25 03/31/11 

Debt-to-Equity 
20.35 09/30/11 
22.89 06/30/11 
24.03 03/31/11 

5.76 03/31/11 

Operating Margin 
1.39 09/30/11 
1.45 06/30/11 
1.62 03/31/1 I 

Book Value 
5.57 09/30/11 

-1 1.79 06/30/11 
-12.25 03/31/11 

Debt to Capital 
0.56 09/30/11 
0.53 06/30/11 
0.55 03/31/11 

2.34 

3.72 
3.32 
3.29 

40.1 9 
40.43 
40.29 

35.48 
34.21 
35.02 
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Zacks.com Quotes and Research 

DTE ENERGY CO (NYSE) 

DTE 52.07 7-0.05 (-0.10%) VOI. 661,000 1515 ET 

ZACKS RANK: 3 - HOLD 

DTE Energy is a Detroit-based diversified energy company involved in the development and management of energy- 
related businesses and services nationwide. Its largest operating units are Detroit Edison, an electric utility serving 
2.1 million customers in Southeastern Michigan, and MichCon, a natural gas utility serving 1.2 million customers in 
Michigan. Detroit Edison is the Company's principal operating subsidiary. Affiliates of the Company are engaged in 
non-regulated businesses, including energy-related services and products. 

General ~n~orma~ion 
DTE ENERGY CO 
ONE ENERGY PLAZA 
DETROIT, MI 48226 
Phone: 31 32354000 
Fax: - 
Web: eMail: sholdersvcs@dteenergy.com 
Email: www.bnymellon.com/shareowner/isd 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/08/2012 

Price and Volume lnforma~ion 

Industry UTIL-ELEC PWR 

Zacks Rank 4% 
Yesterday's Close 52.12 
52 Week High 52.82 
52 Week Low 43.22 
Beta 0.65 
20 Day Moving Average 1,151,856.63 
Target Price Consensus 51.5 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

4.43 
11.01 
15.00 

169.33 

8,825.43 

1.57 
NJA 

EPS ~nformat~~n  
Current Quarter EPS Consensus Estimate 0.87 
Current Year EPS Consensus Estimate 3.60 
Estimated Long-Term EPS Growth Rate 5.00 
Next EPS Report Date 02/08/2012 

~ ~ n d a m ~ n ~ a ~  ~ a ~ ~ o s  
P/E EPS Growth 

Current FY Estimate: 14.46 vs. Previous Year 

53.0 

1)-07-11 11-04-11 

% Price Change Relative to S&P 500 

12 Week 4.42 
YTD 15.41 

Dividend Information 

Annual Dividend $2.35 
Payout Ratio 0.63 
Change in Payout Ratio -0.01 
Last Dividend Payout / Amount 09/15/2011 / $0.59 

4 Week -3.72 

Dividend Yield 4.51 Yo 

~ o n ~ n s u s  ~ e ~ o m ~ ~ n d a ~ i ~ n s  
Current (1 =Strong Buy, 5=Strong Sell) 2.90 
30 Days Ago 2.67 
60 Days Ago 2.67 
90 Days Ago 2.67 

Sales Growth 
11.46% vs. Previous Year 5.89% 

Trailing 12 Months: 14.05 vs. Previous Quarter 64.62% vs. Previous Quarter: 1 1.69% 
PEG Ratio 2.89 

Price Ratios ROE ROA 
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Zacks.com 

Price/Book 
Price/Cash Flow 
Price /Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

1.26 09/30/1 I 
5.39 06/30/11 
0.99 03/31/11 

Quick Ratio 
1.39 09/30/11 
1.23 06/30/11 
1.1 0 03/31/11 

Pre-Tax Margin 
10.77 09/30/11 
10.60 06/30/11 
10.37 03/31/11 

Debt-to-Equity 
9.27 09/30/11 
9.23 06/30/11 
9.34 03/31/1 I 

9.20 09/30/11 
9.02 06/30/11 
8.43 03/31/11 

Operating Margin 
1.02 09/30/1 I 
0.93 06/30/1 I 
0.89 03/31/11 

Book Value 
10.77 09/30/11 
10.60 06/30/11 
10.37 03/31/11 

Debt to Capital 
1.07 09/30/11 
1.1 0 06/30/11 
1.03 03/31/11 

2.56 
2.49 
2.32 

7.09 
6.97 
6.64 

41.39 
40.30 
40.37 

51.68 
52.38 
50.64 
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I 

~ 

http://www.zacks.com/research/print.php?type=report&t=DTE 1 B%7/2011 

http://Zacks.com
http://www.zacks.com/research/print.php?type=report&t=DTE


~ Zacks.com Page 1 of 2 

~~~~ ~ ~ ~ ~ f f ~  
Zacks.com Quotes and Research 

EDISON INTL (NYSE) ZACKS RANK: 3 - HOLD 

EIX 41.03 ~ 0 . 2 7  (0.66%) VOI. 1,282,702 15:16 EX 

Edison International is an international electric power generator, distributor and structured finance provider. Edison 
International is one of the industry leaders in privatized, deregulated and incentive-regulated markets and power 
generation. It is the parent company of Edison Mission Energy, Southern California Edison, Edison Capita, Edison 
Enterprises and Edison O&M Services. (Company Press Release) 

General information 
EDISON INTL 
2244 WALNUT GROVE AVE STE 369 P 0 BOX 
800 
ROSEMEAD, CA 91770 
Phone: (626) 302-2222 
Fax: 626-302-21 17 
Web: http://www.edison.com 
Email: invrel@sce.com 

industry UTIL-ELEC PWR 
Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 03/05/2012 

Price and Volume information 

Zacks Rank & 
Yesterday's Close 40.76 
52 Week High 41.57 
52 Week Low 32.64 
Beta 0.66 
20 Day Moving Average 2,342,882.75 
Target Price Consensus 42.25 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

8.00 
17.19 
5.60 

325.81 

13,280.06 

1.47 
061221 1993 

EFS ~ n f o r ~ a t ~ o n  
Current Quarter EPS Consensus Estimate 0.45 
Current Year EPS Consensus Estimate 2.93 
Estimated Long-Term EPS Growth Rate 5.00 
Next EPS Report Date 03/05/2012 

~ u n ~ a m ~ n ~ a l  ~ ~ ~ ~ 0 s  
PIE EPS Growth 

Current FY Estimate: 13.90 vs. Previous Year 

42.0 
41.5 
41.0 
40.5 
40.0 
39.5 
39.0 
38.5 
38.0 
37.5 

10-07-11 11-04-11 

% Price Change Relative to S&P 500 
4 Week -0.42 
12 Week 10.23 
YTD 5.97 

Dividend Information 

Annual Dividend $1.28 
Payout Ratio 0.42 
Change in Payout Ratio 0.06 
Last Dividend Payout I Amount 09/28/2011 / $0.32 

Dividend Yield 3.14% 

Consensus ~ e c ~ m m e n ~ a ~ i o n s  
Current (1 =Strong Buy, 5=Strong Sell) 1.71 
30 Days Ago 1.71 
60 Days Ago 1.86 
90 Days Ago 2.13 

Sales Growth 
-10.27% vs. Previous Year -10.61% 

Trailing 12 Months: 13.36 vs. Previous Quarter 142.59% vs. Previous Quarter: 13.51% 
PEG Ratio 2.78 

Price Ratios ROE ROA 
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PriceiBook 
Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/1 I 

Inventory Turnover 
09/30/11 
06/30/11 
03/3 1 /I 1 

1.21 09/30/11 
4.78 06/30/11 
1.09 03/31/11 

Quick Ratio 
1.1 4 09/30/11 
1.12 06/30/11 
1.17 03/31/11 

Pre-Tax Margin 
12.1 8 09/30/11 
12.51 06/30/11 
12.48 03/31/11 

Debt-to-Equity 
15.48 09/30/11 
15.45 06/30/11 
15.40 03/31/11 

9.35 09/30/11 
9.95 06/30/11 

10.19 03/31/11 

Operating Margin 
1 .OO 09/30/11 
0.97 06/30/11 
1.02 03/31/11 

Book Value 
12.1 8 09/30/11 
12.51 06/30/11 
12.48 03/31/11 

Debt to Capital 
1.1 8 09/30/11 
1.21 06/30/11 
1.17 03/31/11 

2.1 6 
2.30 
2.38 

8.22 
8.41 
8.66 

33.81 
32.93 
32.78 

51.92 
52.43 
51.68 
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Zacks.com Quotes and Research 

GREAT PLAINS ENERGY INC (NYSE) ZACKS RANK: 3 - HOLD 

GXP 21.24 *0.10 f0.47%1 VOl. 881.157 1 ~ 7  Er 
Great Plains Energy Incorporated engages in the generation, transmission, distribution and sale of electricity to 
customers located in all or portions of numerous counties in western Missouri and eastern Kansas. Customers 
include residences, commercial firms, and industrials, municipalities and other electric utilities. 

General ~nformation 
GREAT PLAINS EN 
1200 MAIN ST. 

Phone: 81 65562200 
Fax: 81 6-556-2446 
Web: http://www.greatplainsenergy.com 
Email: eula.jones@kcpl.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/23/20 1 2 

Price and Volume Information 

KANSAS CITY, MO 641 06-21 24 

industry UTIL-ELEC PWR 

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

21.14 
21.33 
16.34 
0.71 

1,138,111.63 
21 

21.5 

% Price Change 
4 Week 
12 Week 
YTD 

Share information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
8.52 4Week 0.06 

18.03 12Week 1 1.02 
9.03 YTD 9.41 

Dividend information 

Annual Dividend $0.83 
2,873.94 Payout Ratio 0.70 

-0.1 0 
08/25/2011 / $0.21 

35.95 Dividend Yield 3.93% 

4.44 Change in Payout Ratio 
06/01/1992 Last Dividend Payout / Amount 

C o n ~ ~ s u ~  Recommendations 
Current Quarter EPS Consensus Estimate 0.02 Current (l=Strong Buy, 5=Strong Sell) 2.25 
Current Year EPS Consensus Estimate 1.26 30 Days Ago 2.00 
Estimated Long-Term EPS Growth Rate 6.50 60 Days Ago 1.86 
Next EPS Report Date 

PIE 
Current FY Estimate: 16.78 
Trailing 12 Months: 17.76 
PEG Ratio 2.58 

Price Ratios 
Price/Book 0.96 

02/23/2012 90 Days Ago 1.75 

EPS Growth Sales Growth 
vs. Previous Year -5.21 % vs. Previous Year 6.1 6% 
vs. Previous Quarter 193.55% vs. Previous Quarter: 36.91% 

ROE 
09/30/11 

ROA 
5.76 09/30/11 1.88 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/3 1 /I 1 

5.09 06/30/11 
1.25 03/31/11 

Quick Ratio 
0.44 09/30/11 
0.42 06/30/11 
0.39 03/31/11 

Pre-Tax Margin 
10.66 09/30/11 
10.89 06/30/11 
12.47 03/31/11 

Debt-to-Equity 
3.1 9 09/30/11 
3.1 0 06/30/11 
2.91 03/31/11 

5.99 06/30/11 
6.75 03/31/11 

Operating Margin 
0.30 09/30/11 
0.28 06/30/11 
0.23 03/31/11 

Book Value 
10.66 09/30/11 
10.89 06/30/11 
12.47 03/31/11 

Debt to Capital 
0.92 09/30/11 
0.99 06/30/11 
0.98 03/31/11 

1.96 
2.21 

7.28 
7.67 
8.65 

21.95 
21.19 
21.12 

47.64 
49.49 
49.15 
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Zacks.com Quotes and Research 

ZACKS RANK: 4 - SELL HAWAIIAN ELEC INDUSTRIES (NYSE) 

Hawaiian Electric Industries, Inc. is a holding company with subsidiaries engaged in the electric utility, savings bank, 
freight transportation, real estate development and other businesses, primarily in the State of Hawaii, and in the 
pursuit of independent power projects in Asia and the Pacific. 

General Information 
HAWAIIAN ELEC 
900 RICHARDS ST 
HONOLULU, HI 96813 
Phone: 8085435662 
Fax: 808-543-7966 
Web: http://www.hei.com 
Email: skimura@hei.com 

HE 25.M V-0.84 (-3.15%) Vol. 614,907 1517 ET 

Industry 
Sector: 

UTIL-ELEC PWR 
Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/09/2012 

Price and Volume Information 

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS lnformation 

27.0 

26 26.5 

26.79 26.0 

20.59 25.5 

25.0 

21.5 

0.51 
465,346.41 

24.9 

% Price Change Relative to S8P 500 
9.34 4Week 0.81 

18.95 12 Week 1 1.88 
17.07 YTD 17.48 

Dividend Information 

Annual Dividend $1.24 
2,558.02 Payout Ratio 0.93 

-0.09 
08/11/2011 / $0.31 

95.88 Dividend Yield 4.65% 

5.75 Change in Payout Ratio 
06/14/2004 Last Dividend Payout / Amount 

Consensus R e c o m m ~ n d a ~ i o n ~  
Current Quarter EPS Consensus Estimate 0.38 Current (IStrong Buy, 5=Strong Sell) 2.80 
Current Year EPS Consensus Estimate 1.40 30 Days Ago 2.80 
Estimated Long-Term EPS Growth Rate 8.60 60 Days Ago 2.80 
Next EPS Report Date 02/09/2012 90 Days Ago 2.80 

Fundam~nta l  Ratios 

P/E EPS Growth Sales Growth 
Current FY Estimate: 19.03 vs. Previous Year 42.86% vs. Previous Year 27.62% 
Trailing 12 Months: 19.91 vs. Previous Quarter 78.57% vs. Previous Quarter: 11.59% 
PEG Ratio 2.22 

Price Ratios ROE ROA 
Price/Book 1.66 09/30/11 8.66 09/30/11 1.42 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/1 I 
03/31/11 

Net Margin 
09/30/1 I 
06/30/1 I 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

9.15 06/30/11 
0.83 03/31/11 

Quick Ratio 
0.94 09/30/11 
0.93 06/30/1 I 
0.93 03/31/1 I 

Pie-Tax Margin 
6.62 09/30/11 
6.25 06/30/11 
6.72 03/31/1 I 

Debt-to-Equity 
- 09/30/11 
- 06/30/11 
- 03/31/11 

7.68 06/30/11 
7.88 03/31/11 

Operating Margin 
0.94 09/30/11 
0.93 06/30/1 I 
0.93 03/31/11 

Book Value 
6.62 09/30/11 
6.25 06/30/11 
6.72 03/31/11 

Debt to Capital 
0.87 09/30/11 
0.95 06/30/11 
0.96 03/31/1 I 

1.26 
1.30 

4.23 
3.96 
4.24 

16.04 
15.87 
15.77 

47.19 
49.37 
49.63 
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IDACORP INC (NYSE) ZACKS RANK: 2 - BUY 

IDA 40.43 N/A (N/A%) VOl. 106,455 15:18 El" 
ldacorp Inc. is an electric public utility company. The company is engaged in the generation, purchase, transmission, 
distribution and sale of electric energy primarily in the areas including southern Idaho, eastern Oregon and northern 
Nevada. The company relies heavily on hydroelectric power for its generating needs and is one of the nation's few 
investor-owned utilities with a predominantly hydro base. The company's principal commercial and industrial 
customers include lodges, condominiums, and ski lifts and related facilities. 

General Information 
IDACORP INC 
1221 WEST IDAHO STREET 

Phone: 2083882200 
Fax: 208-388-691 6 
Web: www.idacorpinc.com 
Email: None 

BOISE, ID 83702-5627 

Industry 
Sector: 

UTIL-ELEC PWR 
Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/22/2012 

Price and Volume Information 

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

% Price Change 
4 Week 
12 Week 
YTD 

Share information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

40.43 
41.97 
33.88 

0.44 
300,403.66 

41 

4.61 
11.81 
9.33 

49.71 

2,009.86 

4.27 
N/A 

EPS l n f o ~ ~ a t ~ o n  
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 
Next EPS Report Date 

0.46 
3.40 
4.70 

02/22/20 1 2 

?/E EPS Growth 
Current FY Estimate: 11.89 vs. Previous Year 

ib-07-11 ii- 04-1 i 

% Price Change Relative to S&P 500 

12 Week 5.17 
YTD 9.71 

Dividend Information 

4 Week -3.56 

Dividend Yield 2.97% 
Annual Dividend $1.20 
Payout Ratio 0.49 
Change in Payout Ratio -0.03 
Last Dividend Payout I Amount 1 1/03/2011 / $0.30 

Consensus ~ecommen~a~ions 
Current (1 =Strong Buy, 5=Strong Sell) 2.50 
30 Days Ago 2.17 
60 Days Ago 2.33 
90 Days Ago 2.33 

Sales Growth 
-27.34% vs. Previous Year 0.09% 

Trailing 12 Months: 16.57 vs. Previous Quarter 140.48% vs. Previous Quarter: 31.77% 
PEG Ratio 2.55 

Price Ratios ROE ROA 
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Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

1.21 09/30/11 
7.50 06/30/11 
1.95 03/31/11 

Quick Ratio 
1.22 09/30/11 
0.96 06/30/11 
1.02 03/31/11 

Pre-Tax Margin 
13.47 09/30/11 
14.95 06/30/11 
15.36 03/31/11 

Debt-to-Equity 
7.46 09/30/11 
7.74 06/30/11 
8.23 03/31/1 I 

7.67 09/30/11 
8.95 06/30/11 

10.35 03/31/11 

Operating Margin 
0.84 09/30/11 
0.68 06/30/1 I 
0.78 03/31/11 

Book Value 
13.47 09/30/11 
14.95 06/30/11 
15.36 03/31/11 

Debt to Capital 
0.90 09/30/11 
0.95 06/30/11 
0.96 03/31/11 

2.59 
2.99 
3.45 

1 1.79 
13.44 
15.13 

33.41 
31.61 
31.43 

47.25 
48.70 
48.91 
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INTEGRYS ENERGY GROUP INC (NYSE) ZACKS RANK: 2 - BUY 

TEG 52.65 7-0.29 (5.55%) VOI. 549,680 15:18ET 

lntegrys Energy Group is a diversified holding company with regulated utility operations operating through six wholly 
owned subsidiaries. These include the Wisconsin Public Service Corporation, The Peoples Gas Light and Coke 
Company, North Shore Gas Company, Upper Peninsula Power Company, Michigan Gas Utilities Corporation, and 
Minnesota Energy Resources Corporation; nonregulated operations serving the competitive energy markets through 
its wholly owned nonregulated subsidiary, lntegrys Energy Services; and also a 34% equity ownership interest in 
American Transmission Company LLC (an electric transmission company operating in Wisconsin, Michigan, 
Minnesota, and Illinois). 

General Information 
INTEGRYS ENERGY 
130 EAST RANDOLPH DRIVE 
CHICAGO, IL 60601 
Phone: 800-699-1269 
Fax: - 
Web: www.integrysgroup.com 
Email: None 

Industry 
Sector: 

UTIL-ELEC PWR 
Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/22/2012 

Price and Volume Information 

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

YO Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS information 

52.94 
54.02 
42.76 
0.85 

585,687.00 
51.67 

9.34 
12.71 
9.13 

78.29 

4,144.57 

5.87 
NIA 

Current Quarter EPS Consensus Estimate 1.05 
Current Year EPS Consensus Estimate 3.37 
Estimated Long-Term EPS Growth Rate 4.50 
Next EPS Report Date 02/22/2012 

Pi€ EPS Growth 
Current FY Estimate: 15.73 vs. Previous Year 

55.0 

54. 0 

53.0 

52.0 

51.0 

50.0 

49.0 

18.0 

10-07-11 11-04-11 

% Price Change Relative to S&P 500 
4 Week 0.81 
12 Week 6.02 
YTD 9.52 

Dividend Information 

Annual Dividend $2.72 
Payout Ratio 0.85 

Last Dividend Payout I Amount 08/29/2011 /$0.68 

Dividend Yield 5.14% 

Change in Payout Ratio -0.06 

Current (1 =Strong Buy, 5=Strong Sell) 2.57 
30 Days Ago 2.57 
60 Days Ago 2.71 
90 Days Ago 2.71 

Sales Growth 
22.86% vs. Previous Year -5.93% 

Trailing 12 Months: 16.54 vs. Previous Quarter 13.1 6% vs. Previous Quarter: -7.13% 
PEG Ratio 3.50 
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Price Ratios 
PricelBook 
Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/1 I 
06/30/1 I 
03/3 1 /I 1 

Net Margin 
09/30/1 I 
06/30/11 
03/31/1 I 

inventory Turnover 
09/30/11 
06/30/1 I 
03/3 1 /I 1 

ROE 
1.40 09/30/11 
8.06 06/30/1 I 
0.85 03/31/11 

Quick Ratio 
1.32 09/30/11 
1.41 06/30/11 
1.36 03/31/11 

Pre-Tax Margin 
8.83 09/30/11 
8.1 1 06/30/11 
9.47 03/31/11 

Debt-to-Equity 
19.87 09/30/11 
19.71 06/30/11 
19.57 03/31/1 I 

ROA 
8.55 09/30/11 
8.39 06/30/11 
8.62 03/31/11 

Operating Margin 
1.06 09/30/11 
1.28 06/30/11 
1.29 03/31/11 

Book Value 
8.83 09/30/11 
8.1 1 06/30/11 
9.47 03/31/11 

Debt to Capital 
0.70 09/30/11 
0.71 06/30/11 
0.72 03/31/11 

2.65 
2.57 
2.63 

5.21 
5.01 
5.1 1 

37.90 
38.09 
38.47 

40.81 
41.27 
41.46 
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ITC HLDGS CORP (NYSE) ZACKS RANK: 3 - HOLD 
1 

ITC 74.85 7.-0.33 (6.44%) VOI. 135,111 15:19 ET 

Page 1 of 2 

Industry 
Sector: 

UTIL-ELEC PWR 
Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/21 /20 1 2 

Price and V ~ f u m e  l n ~ ~ ~ r n ~ ~ i o n  

Zacks Rank 
Yesterday’s Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS lnforrnation 

75.1 8 
78.89 
59.77 

0.64 
473,241.66 

80.83 

gz CITCI 30-Day Closing Prices 77.0 
76.0 

% Price Change Relative to S&P 500 
6.71 4Week -1.61 
6.25 12 Week -0.06 

21.30 YTD 21.72 

Dividend Information 
51 Dividend Yield 

Annual Dividend 
1.88% 
$1.41 

3,856.43 Payout Ratio 0.44 

08/30/2011 / $0.35 
6.93 Change in Payout Ratio -0.1 6 

NIA Last Dividend Payout I Amount 

Consensus ~ e c o ~ r n ~ n  
Current Quarter EPS Consensus Estimate 0.84 Current (l=Strong Buy, 5=Strong Sell) 1.75 
Current Year EPS Consensus Estimate 3.33 30 Days Ago 1.50 
Estimated Long-Term EPS Growth Rate 16.50 60 Days Ago 1.29 
Next EPS Report Date 02/21/2012 90 Days Ago 1.50 

PIE EPS Growth Sales Growth 
Current FY Estimate: 22.60 vs. Previous Year 13.33% vs. Previous Year 7.46% 
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Trailing 12 Months: 
PEG Ratio 

Price Ratios 
PricelBook 
Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/1 I 
06/30/11 
03/31 /I 1 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

23.49 vs. Previous Quarter 
1.37 

ROE 
3.20 09/30/11 

16.37 06/30/1 I 
5.18 03/31/11 

Quick Ratio 
0.99 09/30/11 
1.02 06/30/11 
1.17 03/31/11 

Pie-Tax Margin 
34.37 09/30/11 
34.22 06/30/11 
33.71 03/31/11 

Debt-to-Equity 
3.26 09/30/11 
3.13 06/30/11 
3.13 03/31/11 

2.41% vs. Previous Quarter: 

ROA 
14.21 09/30/11 
14.08 06/30/11 
13.90 03/31/11 

Operating Margin 
0.80 09/30/11 
0.85 06/30/11 
0.94 03/31/11 

Book Value 
34.37 09/30/11 
34.22 06/30/11 
33.71 03/31/11 

Debt to Capital 
2.1 4 09/30/11 
2.1 6 06/30/11 
2.18 03/31/11 

3.35% 

3.71 
3.67 
3.59 

22.26 
21.89 
21.47 

23.51 
23.32 
22.75 

68.12 
68.31 
68.52 
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PEPCO HOLDINGS INC (NYSE) ZACKS RANK 3 - HOLD 

POM 19.51 4.-0.07 (-0.36%) Vol. 868,037 15:20 ET 

Pepco Holdings, Inc. is an energy holding company. Pepco has been providing reliable electric service for more than 
one hundred years. Today, they deliver electricity to homes and businesses in the District of Columbia and its 
Maryland suburbs. 

General Information 
PEPCO HLDGS 
SUITE 1300 701 NINTH STREET NW 
WASHINGTON, DC 20068 
Phone: 202-872-2000 

Web: http://www.pepcoholdings.com 
Email: investor@pepcoholdings.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/24/2012 

Price and Volume Information 

Fax: 202-331-6750 

Industry UTIL-ELEC PWR 

Zacks Rank 
Yesterday’s Close 19.58 
52 Week High 20.36 
52 Week Low 16.57 
Beta 0.52 
20 Day Moving Average 1,743,203.63 
Target Price Consensus 19.5 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS l f l f o r ~ a ~ ~ o f l  
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

20.4 
20.2 
20.0 
19.8 
19.6 
19.4 
19.2 
19.0 
18.8 
lS.6 

10-07-11 11-04-11 

% Price Change Relative to S&P 500 
4.99 4Week -3.20 
7.88 12 Week 1.47 
7.29 YTD 7.67 

Dividend information 

Annual Dividend $1.08 
4,432.83 Payout Ratio 0.84 

0.03 
09/08/2011 / $0.27 

226.40 Dividend Yield 5.52% 

4.47 Change in Payout Ratio 

N/A Last Dividend Payout / Amount 

Con~ensus Recommendations 
0.16 Current (1 =Strong Buy, 5=Strong Sell) 2.80 
1.24 30 Days Ago 2.80 
4.00 60 Days Ago 2.78 

Next EPS Report Date 02/24/2012 90 Days Ago 2.78 

PIE EPS Growth Sales Growth 
Current FY Estimate. 15.80 vs. Previous Year -32.69% vs. Previous Year -20.51 % 
Trailing 12 Months: 15.1 8 vs. Previous Quarter -1 6.67% vs. Previous Quarter: 16.61 Yo 
PEG Ratio 3.95 

Price Ratios ROE ROA 
Price/Book 1.02 09/30/11 6.83 09/30/11 2.04 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
0313 I /I 1 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

6.57 06/30/1 I 
0.71 03/31/11 

Quick Ratio 
0.96 09/30/11 
0.96 06/30/11 
0.89 03/31/11 

Pre-Tax Margin 
5.69 09/30/11 
3.52 06/30/11 
2.82 03/31/11 

Debt-to-Equity 
37.01 09/30/11 
40.27 06/30/11 
42.28 03/31/11 

7.73 06/30/11 
7.32 03/31/11 

Operating Margin 
0.87 09/30/11 
0.87 06/30/11 
0.82 03/31/1 I 

Book Value 
5.69 09/30/11 
3.52 06/30/11 
2.82 03/31/11 

Debt to Capital 
0.96 09/30/11 
0.97 06/30/11 
0.95 03/31/11 

2.30 
2.1 1 

4.72 
4.96 
4.52 

19.25 
19.12 
18.93 

49.06 
49.35 
48.73 

I 
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Zacks.com Quotes and Research 

PG&E CORP (NYSE) ZACKS RANK: 3 - HOLD 

PCG 40.19 W-0.67 (-1.64%) VOI. 2.913.573 15:21 ET 

PG&E Corporation is an energy-based holding company. Pacific Gas and Electric Company, the company's primary 
subsidiary, is an operating public utility engaged principally in the business of providing electricity and natural gas 
distribution and transmission services throughout most of Northern and Central California. 

General information 
PG&E CORP 
ONE MARKET SPEAR TOWER SUITE 2400 
SAN FRANCISCO, CA 941 05 
Phone: 4152677000 
Fax: 41 5-267-7268 
Web: http://www.pgecorp.com 
Email: invrel@pge-corp.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/16/2012 

Price and Volume Information 

Industry UTIL-ELEC PWR 

Zacks Rank 
Yesterday's Close 40.86 
52 Week High 48.63 
52 Week Low 37.57 
Beta 0.30 
20 Day Moving Average 3,231,359.50 
Target Price Consensus 44.65 

*3.5 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS l n f o r ~ a ~ i o ~  
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

% Price Change Relative to SBP 500 
-4.91 4Week -12.33 
2.51 12Week -3.58 

-14.59 M D  -14.29 

Dividend Information 

Annual Dividend $1.82 
16,435.73 Payout Ratio 0.54 

0.00 
09/29/2011 / $0.46 

402,24 Dividend Yield 4.45% 

1.49 Change in Payout Ratio 
NIA Last Dividend Payout I Amount 

0.83 Current (I=Strong Buy, 5=Strong Sell) 1.87 
3.52 30 Days Ago 1.87 
5.00 60 Days Ago 1.94 

Next EPS Report Date 02/16/2012 90 Days Ago 1.94 

~ u n d a m ~ ~ t a l  Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 11.60 vs. Previous Year 5.88% vs. Previous Year 9.88% 

PEG Ratio 2.32 

Price Ratios ROE ROA 
Price/Book 1.35 09/30/11 1 1.49 09/30/11 2.91 

Trailing 12 Months: 12.09 vs. Previous Quarter 5.88% vs. Previous Quarter: 4.78% 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

4.59 06/30/11 
1.1 1 03/31/11 

Quick Ratio 
0.86 09/30/11 
0.87 06/30/11 
0.70 03/31/11 

Pre-Tax Margin 
9.77 09/30/11 

10.81 06/30/11 
11.03 03/31/11 

Debt-to-Equity 
29.68 09/30/11 
29.41 06/30/11 
28.91 03/31/11 

1 1.40 06/30/11 
11.13 03/31/11 

Operating Margin 
0.80 09/30/11 
0.82 06/30/11 
0.67 03/31/11 

Book Value 
9.77 09/30/11 

10.81 06/30/11 
1 1.03 03/31/11 

Debt to Capital 
1.33 09/30/11 
0.97 06/30/11 
0.91 03/31/11 

2.87 
2.79 

9.23 
9.1 9 
9.09 

30.36 
30.26 
29.44 

57.05 
49.26 
47.64 
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PORTLAND GEN ELEC CO (NYSE) ZACKS RANK. 3 - HOLD 

POR 25.03 W-0.11 (-0.44%) Vol. 420,406 15:22 ET 
Portland General Electric, headquartered in Portland, Ore., is a vertically integrated electric utility that serves 
residential, commercial and industrial customers in Oregon. The company has more than a century of experience in 
power delivery. PGE generates power from a diverse mix of resources, including hydropower, coal and natural gas. 
PGE also participates in the wholesale market by purchasing and selling electricity and natural gas to utilities and 
energy marketers. 

General information * 
PORTLAND GEN EL 
121 SW SALMON ST 1 WTC0501 
PORTLAND, OR 97204 
Phone: 5034647779 
Fax: - 
Web: www.portlandgeneral.com 
Email: investorsQpgn.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/24/20 1 2 

Price and Volume Information 

Industry UTIL-ELEC PWR 

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

rk 
25.14 
26.05 
20.71 

0.66 
774,833.63 

26.13 

25.5 

25.0 

25.5 

25.0 

24.5 

24.0 

23.5 

io- 07-1 i ii- 04-13 

O h  Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

PS Information 

% Price Change Relative to S&P 500 
8.27 4 Week -0.18 
9.26 12 Week 2.77 

15.85 YTD 16.26 

Dividend Information 

Annual Dividend $1.06 
1,894.07 Payout Ratio 0.55 

-0.02 
09/22/2011 / $0.26 

75,34 Dividend Yield 4.22% 

3.08 Change in Payout Ratio 

N/A Last Dividend Payout / Amount 

Current Quarter EPS Consensus Estimate 0.39 Current (I=Strong Buy, 5=Strong Sell) 2.67 
Current Year EPS Consensus Estimate 2.01 30 Days Ago 2.44 
Estimated Long-Term EPS Growth Rate 5.00 60 Days Ago 2.44 
Next EPS Report Date 

~ ~ n d ~ ~ e n ~ ~ l  Ratios 

PIE 
Current FY Estimate: 12.54 
Trailing 12 Months: 13.16 
PEG Ratio 2.51 

Price Ratios 

02/24/2012 90 Days Ago 2.67 

EPS Growth Sales Growth 

vs. Previous Quarter 24.1 4% vs. Previous Quarter: 6.81 Yo 
vs. Previous Year -44.62% vs. Previous Year -5.39% 

ROE ROA 
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Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

1 .15 09/30/11 
5.21 06/30/11 
1.06 03/31/11 

Quick Ratio 
- 09/30/11 

1.54 06/30/1 I 
1.54 03/31/11 

Pre-Tax Margin 
- 09/30/11 

12.51 06/30/11 
12.54 03/31/11 

Debt-to-Equity 
- 09/30/11 

16.83 06/30/11 
16.90 03/31/11 

8.77 09/30/11 
10.19 06/30/11 
10.46 03/31/1 I 

Operating Margin 
- 09/30/11 

1.39 06/30/1 I 
1.42 03/31/1 I 

Book Value 
- 09/30/11 

12.51 06/30/11 
12.54 03/31/11 

Debt to Capital 
- 09/30/11 

1.09 06/30/11 
1.09 03/31/11 

2.60 
2.98 
3.03 

7.99 
9.10 
9.1 9 

21.88 
21.84 

52.1 8 
52.22 
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PPL CORP (NYSE) ZACKS RANK 3 - HOLD 

PPL 29.75 ~ 0 . 0 8  (0.27%) VOI. 1,703,780 15:22 ET 

PPL Corporation is an energy and utility holding company. PPL controls more than 12,000 megawatts of generating 
capacity in the United States, sells energy in key U.S. markets and delivers electricity to customers in Pennsylvania 
and the United Kingdom. 

General Information 
PPL CORP 
TWO N NINTH ST 
ALLENTOWN, PA 18101-1179 
Phone: 61 0-774-51 51 
Fax: 61 0-774-51 06 
Web: http://www.pplresources.com 
Email: invserv@pplweb.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/10/2012 

Price and Volume Information 

Industry UTIL-ELEC PWR 

Zacks Rank 
Yesterday’s Close 29.67 
52 Week High 30.27 
52 Week Low 24.10 
Beta 0.44 
20 Day Moving Average 3,650,914.75 
Target Price Consensus 30.4 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 

30.5 

% Price Change Relative to S&P 500 
5.59 4Week 

14.11 12Week 
12.73 YTD 

Dividend Information 

Annual Dividend 

3.7~ Change in Payout Ratio 

577.75 Dividend Yield 

17,141.81 Payout Ratio 

-2.65 
7.34 

13.13 

4.72% 
$1.40 

0.48 
-0.08 - -  

08/25/2005 Last Dividend Payout I Amount 09/07/2011 / $0.35 Last Split Date 

EPS Information Consensus R e ~ o m m ~ ~ d a t i o n ~  
Current Quarter EPS Consensus Estimate 0.62 Current (l=Strong Buy, 5=Strong Sell) 2.08 
Current Year EPS Consensus Estimate 2.61 30 Days Ago 2.08 
Estimated Long-Term EPS Growth Rate 12.20 60 Days Ago 2.18 
Next EPS Report Date 02/10/2012 90 Days Ago 2.25 

~undamental Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 11.37 vs. Previous Year 2.70% vs. Previous Year 43.1 8% 
Trailing 12 Months: 10.27 vs. Previous Quarter 68.89% vs. Previous Quarter: 25.35% 
PEG Ratio 0.93 

Price Ratios ROE 
PricelBook 1.54 09/30/11 

ROA 
15.27 09/30/11 4.08 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/3 1 /I 1 

Net Margin 
09/30/11 
06/30/11 
03/3 1 /I 1 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

6.71 06/30/11 
1.65 03/31/11 

Quick Ratio 
0.13 09/30/11 
1 .I 7 06/30/11 
1.17 03/31/11 

Pre-Tax Margin 
18.59 09/30/11 
17.96 06/30/11 
17.64 03/31/11 

Debt-to-Equity 
9.32 09/30/11 
9.67 06/30/11 
9.99 03/31/11 

15.45 06/30/11 
16.50 03/31/11 

Operating Margin 
- 09/30/11 

1.03 06/30/11 
1.05 03/31/11 

Book Value 
18.59 09/30/11 
17.96 06/30/11 
17.64 03/31/11 

Debt to Capital 
- 09/30/11 

1.61 06/30/11 
1.39 03/31/11 

4.28 
4.76 

14.46 
15.05 
16.63 

19.24 
18.92 
18.16 

61.62 
58.1 9 
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TECO ENERGY INC (NYSE) 

TE 19.11 A0.10 (0.53%) VOl. 1,086,369 15:23 ET 

TECO Energy, Inc. is a diversified, energy-related holding company. Its principal businesses are Tampa Electric, 
Peoples Gas, Florida's largest natural gas distributor; TECO Power Services, an independent power company; 
TECO Transport, a river and ocean transportation company; TECO Coal, producer of coal and synthetic fuel; and 
TECO Solutions, an energy services/engineering company. (Company Press Release) 

General Information 
TECOENERGY 
702 N FRANKLIN ST 
TAMPA, FL 33602 
Phone: 81322841 11 
Fax: 81 3-228-1 670 
Web: http://www.tecoenergy.com 
Email: investorrelations@tecoenergy.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/10/2012 

Price and Volume information 

ZACKS RANK: 3 - HOLD 

Industry UTIL-ELEC PWR 

Zacks Rank 
Yesterday's Close 19.01 
52 Week High 19.66 
52 Week Low 15.82 
Beta 0.82 
20 Day Moving Average 2,160,514.75 
Target Price Consensus 18.82 

Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

19.5 

19.0 

18.5 

ia. o 

17.5 

17.0 

10-07-11 11-04-11 

% Price Change Relative to S&P 500 
11.23 4Week 2.56 
12.42 12 Week 5.74 
6.80 YTD 7.17 

Dividend Information 

Annual Dividend $0.86 
4,100.90 Payout Ratio 0.69 

08/11/2011 / $0.22 

215.72 Dividend Yield 4.52% 

2.61 Change in Payout Ratio -0.06 
08/31/1 gg3 Last Dividend Payout /Amount 

EPS Information Consensus Recommen 
Current Quarter EPS Consensus Estimate 0.29 Current (l=Strong Buy, 5=Strong Sell) 2.69 
Current Year EPS Consensus Estimate 1.31 30 Days Ago 2.81 
Estimated Long-Term EPS Growth Rate 4.70 60 Days Ago 2.81 
Next EPS Report Date 02/10/2012 90 Days Ago 2.81 

~ ~ n d ~ ~ e n t a l  Ratios 
P/E EPS Growth Sales Growth 
Current FY Estimate: 14.50 vs. Previous Year 23.53% vs. Previous Year 1 .O6% 
Trailing 12 Months: 15.21 vs. Previous Quarter 16.67% vs. Previous Quarter: 2.90% 
PEG Ratio 3.1 1 

Price Ratios ROE ROA 
PriceiBook 1.81 09/30/11 12.15 09/30/11 3.74 

http://www .zacks.com/research/print.php?type=report&t=TE 11/7/2201 1 
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PriceICash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

6.94 06/30/11 
1.22 03/31/11 

Quick Ratio 
0.83 09/30/11 
0.90 06/30/11 
0.98 03/31/11 

Pre-Tax Margin 
12.89 09/30/11 
12.1 9 06/30/11 
11.85 03/31/11 

Debt-to-Equity 
9.45 09/30/11 
9.29 06/30/11 
9.27 03/31/11 

1 1.56 06/30/11 
1 1.77 03/31/11 

Operating Margin 
0.63 09/30/11 
0.61 06/30/11 
0.64 0363111 1 

Book Value 
12.89 09/30/11 
12.19 06/30/11 
11.85 03/31/11 

Debt to Capital 
1.1 9 09/30/11 
1.33 06/30/11 
1.41 03/31/11 

Page 2 of 2 

3.50 
3.49 

7.97 
7.51 
7.54 

10.49 
10.31 
10.17 

54.32 
57.09 
58.42 

http://www .zacks.com/research/print.php?type=report&t=TE 11/7/2011 

http://www


Zacks.com Page 1 of 2 

Zacks.com Quotes and Research 

1 WESTAR ENERGY INC (NYSE) -1 ZACKS RANK: 3 -HOLD 

1 WR 27.29 e0.02 10.07%) Vol. 1.371.210 1224 ET I 
Westar Energy is a consumer services company with interests in monitored services and energy. Westar Energy 
provides electric utility services to customers in Kansas. Westar Energy's goal is to operate the best utility in the 
Midwest. They will provide their customers quality service at below average prices. Westar Energy Generation and 
Marketing will be a preferred energy provider, both inside and outside their service territory. 

General Information 
WESTAR ENERGY 
818 KANSAS AVE 
TOPEKA, KS 66601 
Phone: 7855756300 
Fax: 785-575-6596 
Web: http://www.westarenergy.com 
Email: ir@westarenergy.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/23/2012 

Price and Volume Information 

Industry UTIL-ELEC PWR 

Zacks Rank dk 
Yesterday's Close 27.27 
52 Week High 27.98 
52 Week Low 22.63 
Beta 0.59 
20 Day Moving Average 1,164,479.38 
Target Price Consensus 28.58 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

27.8 

YO Price Change Relative to S&P 500 
3.30 4Week -4.76 

11.03 12 Week 4.44 
8.39 YTD 8.77 

Dividend Information 

Annual Dividend $1.28 

0.22 
09/07/2011 / $0.32 

,15.8i Dividend Yield 4.69% 

3,158.22 Payout Ratio 0.99 
7.76 Change in Payout Ratio 

N/A Last Dividend Payout I Amount 

0.1 1 Current (l=Strong Buy, 5=Strong Sell) 2.00 
1.77 30 Days Ago 2.00 
6.1 0 60 Days Ago 2.00 

Next EPS Report Date 02/23/2012 90 Days Ago 2.00 

~ u n ~ a m ~ n t a i  Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 15.41 vs. Previous Year -3.92% vs. Previous Year 5.23% 
Trailing I2 Months: 21.14 vs. Previous Quarter -Yo vs. Previous Quarter: 29.20% 
PEG Ratio 2.53 

Price Ratios ROE ROA 
Price/Book 1.22 09/30/11 7.92 09/30/11 2.37 

1 1/7/20 1 1 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

6.25 06/30/11 
1.47 03/31/11 

Quick Ratio 
0.68 09/30/11 
0.68 06/30/11 
0.67 03/31/11 

Pre-Tax Margin 
14.69 09/30/11 
13.48 06/30/11 
14.18 03/31/11 

Debt-to-Equity 
5.46 09/30/11 
5.40 06/30/11 
5.38 03/31/11 

8.1 0 06/30/11 
8.63 03/31/11 

Operating Margin 
0.45 09/30/11 
0.45 06/30/11 
0.41 03/31/11 

Book Value 
14.69 09/30/11 
13.48 06l30A 1 
14.18 03/31/11 

Debt to Capital 
1.06 09/30/11 
1 .I 2 06/30/11 
1.14 03/31/11 

2.41 
2.57 

9.1 2 
9.28 
9.86 

22.42 
21.72 
21.26 

51.16 
52.57 
53.15 

Page 2 of 2 

I 

I 

~ 

I 

~ 

http://www.zacks.comesearch/print.php?type=repo~&t=WR 11/7/2OB I 

http://Zacks.com


~~ 

Zacks .corn 

~ ~ 

Page 1 of 2 

Zacks.com Quotes and Research 

WISCONSIN ENERGY CORP (NYSE) ZACKS RANK: 2 - BUY 

VVEC 32.82 ~ 0 . 1 0  10.310/1 Vol. 748.059 15:24 ET 

Wisconsin Energy Corp. is a holding company with subsidiaries in utility and non-utility businesses. The company 
serves electric and natural gas customers in Wisconsin and Michigan's Upper Peninsula through its primary utility 
subsidiaries Wisconsin Electric, Wisconsin Gas and Edison Sault Electric. Its non-utility subsidiaries include energy 
services and development, pump manufacturing, waste-to-energy, and real estate businesses. (Company Press 
Release) 

General Information 
WlSC ENERGY CP 
231 W MICHIGAN ST .P 0 BOX 1331 
MILWAUKEE, WI 53201 
Phone: 414-221 -2345 
Fax: - 
Web: http://www.wisconsinenergy.com 
Email: None 

Industry UTIL-ELEC PWR 
Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/07/2012 
Price and Volume Information 

Zacks Rank & 
Yesterday's Close 32.72 
52 Week High 33.63 
52 Week Low 27.00 
Beta 0.33 
20 Day Moving Average 1,658,206.38 
Target Price Consensus 34.44 

34.0 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
3.91 4Week -4.20 
10.09 12 Week 3.56 
11.18 YTD 1 I .57 

Dividend Information 

Annual Dividend 

3.46 Change in Payout Ratio 

233.74 Dividend Yield 

7,647.97 Payout Ratio 

3.18% 
$1.04 
0.47 
0.05 - -  

03/02/2011 Last Dividend Payout I Amount 08/10/201 I / $0.26 

EPS ~ n f o ~ m a t i ~ n  Consensus Recommendations 
Current Quarter EPS Consensus Estimate 0.50 Current (I=Strong Buy, 5=Strong Sell) 2.14 
Current Year EPS Consensus Estimate 2.15 30 Days Ago 2.14 
Estimated Long-Term EPS Growth Rate 7.50 60 Days Ago 2.14 
Next EPS Report Date 

Fundamental Ratios 
PIE 
Current FY Estimate: 15.22 
Trailing 12 Months: 14.81 
PEG Ratio 2.03 
Price Ratios 

02/07/2012 90 Days Ago 2.33 

EPS Growth Sales Growth 
vs. Previous Year 1 5.79% vs. Previous Year 8.1 8% 
vs. Previous Quarter 34.1 5% vs. Previous Quarter: 6.1 6% 

ROE ROA 
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Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/3 I /I 1 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

1.94 09/30/11 
13.34 06/30/1 I 
1.71 03/31/11 

Quick Ratio 
1.04 09/30/11 
1.02 06/30/11 
1.09 03/31/11 

Pre-Tax Margin 
17.92 09/30/11 
17.69 06/30/11 
17.84 03/31/11 

Debt-to-Equity 
9.24 09/30/11 
8.90 06/30/11 
8.49 03/31/11 

13.45 09/30/11 
13.18 06/30/11 
13.14 03/31/11 

Operating Margin 
0.70 09/30/11 
0.73 06/30/11 
0.88 03/31/11 

Book Value 
17.92 09/30/11 
17.69 06/30/11 
17.84 03/31/11 

Debt to Capital 
1.1 7 09/30/11 
1.10 06/30/11 
1 .I 1 03/31/11 
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3.99 
3.90 
3.84 

11.75 
1 1.56 
1 1.59 

16.86 
16.89 
16.70 

53.77 
52.15 
52.44 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(1 1/02/11) (8/03/11) (1 1/03/10) 

3Months Year 
Ago Recent Ago 

(1 1/02/11) (8/03/11) (11/03/10) 

TAXABLE 
Market Rates 
Discount Rate 0.75 

Prime Rate 3.25 
30-day CP (Al/Pl) 0.51 
3-month LlBOR 0.43 
Bank CDs 
6-month 0.1 7 
1 -year 0.21 
5-year 1.14 
U.S. Treasury Securities 
3-month 0.01 
6-month 0.04 
1 -year 0.1 0 
5-year 0.88 
1 0-year 1.99 
1 0-year (inflation-protected) -0.1 0 
30-year 3.01 
30-year Zero 3.22 

Federal Funds 0.00-0.25 
0.75 0.75 

0.00-0.25 0.00-0.25 
3.25 3.25 
0.28 0.23 
0.27 0.29 

0.26 0.32 
0.44 0.53 
1.62 1.57 

0.01 0.1 2 
0.08 0.1 5 
0.14 0.20 
1.26 1.11 
2.62 2.57 
0.28 0.42 
3.90 4.04 
4.27 4.43 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 

Treasury Security Yield Curve I 

Mos. Years 

-Current 

- Year-Ago 

10 30 

Mortgage-Backed Securities 
CNMA 5.5% 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

FHLMC 5.5% (Cold) 

TAX-EXEMPT 
Bond Buyer Indexes 

1.62 
2.34 
2.1 0 
2.43 

4.1 5 
4.1 8 
4.1 2 
4.76 

2.1 7 
1.83 
1 .oo 
2.29 

5.82 
6.57 
5.50 

20-Bond Index ((;Os) 4.1 2 
25-Bond Index (Revs) 5.10 
General Obligation Bonds (COS) 
1 -year Aaa 0.24 
1 -year A 1.05 
5-year Aaa 1.28 
5-year A 2.35 
1 0-year Aaa 2.57 
1 0-year A 3.56 
25/30-year Aaa 4.03 

Revenue Bonds (Revs) (25/3O-Year) 
Education AA 4.55 
Electric AA 4.90 

25130-year A 5.37 

Housing AA 5.59 
Hospital AA 4.94 

J Toll Road Aaa 4.55 

Federal Reserve Data 

1.82 
2.43 
2.36 
2.49 

4.09 
4.93 
4.87 
5.43 

2.67 
2.40 
1.02 
2.74 

6.05 
6.33 
5.50 

4.47 
5.62 

0.21 
0.96 
1.20 
2.1 8 
2.87 
4.1 8 
4.28 
5.77 

4.83 
5.1 6 
5.80 
5.08 
4.90 

1.23 
1.51 
1.27 
2.81 

3.99 
5.28 
5.35 
5.79 

2.87 
2.42 
0.95 
3.1 5 

5.77 
6.48 
5.50 

3.96 
4.67 

0.32 
1.13 
1.31 
2.26 
2.71 
3.86 
4.23 
5.41 

4.63 
4.65 
5.50 
4.84 
4.64 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the last. .. 
10/19/11 10/5/11 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1571 895 1541 640 30255 1573995 1556283 1339026 
Borrowed Reserves 11317 11 429 -112 11732 13270 23713 
Net FreeIBorrowed Reserves 1560578 1530211 30367 1562263 1543014 1315313 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the Last ... 
10/17/11 l O / l O / l l  Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 21 50.9 21 57.9 -7.0 40.8% 30.1% 21.0% 
M2 (M1 +savings+smalI time deposits) 9628.7 9622.4 6.3 16.0% 15.7% 10.2% 
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Selected Yields 
3Months Year 

Recent Ago Ago 
(1 0/26/11) (7/27/11) (1 0/27/10) 

3Monfhs Year 
Recent Ago Ago 

(10/26/11) (7/27/11) (1 0/27/10) 

TAXABLE 
Market Rates 
Discount Rate 0.75 
Federal Funds 0.00-0.25 
Prime Rate 3.25 
30-day CP (Al/Pl) 0.49 
3-month LIBOR 0.42 
Bank CDs 
6-month 0.1 7 
1 -year 0.21 
5-year 1.14 
U.S. Treasury Securities 
3-month 0.01 
6-month 0.06 
1 -year 0.1 1 
5-year 1.06 
1 0-year 2.20 
10-year (inflation-protected) 0.1 2 
30-year 3.22 
30-year Zero 3.43 

0.75 
0.00-0.25 

3.25 
0.22 
0.25 

0.26 
0.44 
1.62 

0.08 
0.1 2 
0.20 
1.52 
2.98 
0.46 
4.29 
4.69 

0.75 
0.00-0.25 

3.25 
0.23 
0.29 

0.32 
0.54 
1.61 

0.1 3 
0.1 7 
0.22 
1.31 
2.72 
0.56 
4.06 
4.40 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .00% 

0.00% 

Treasury Security Yield Curve I 

I 2 3  

Mos. Years 

-Current 

- Year-Ago 

10 30 

Mortgage-Backed Securities 
GNMA 5.5% 
FHLMC 5.5% (Cold) 
FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 

1.76 
2.39 
2.1 9 
2.47 

4.41 
4.49 
4.41 
5.05 

2.38 
2.04 
1 .oo 
2.47 

5.21 
6.49 
5.50 

20-Bond Index (COS) 4.08 
25-Bond Index (Revs) 5.07 
General Obligation Bonds (COS) 
1 -year Aaa 0.29 

5-year Aaa 1.41 
5-year A 2.42 
1 0-year Aaa 2.69 
1 0-year A 3.60 
25/30-year Aaa 4.1 0 
25/30-year A 5.42 
Revenue Bonds (Revs) (25130-Year) 
Education AA 4.56 
Electric AA 4.94 
Housing AA 5.66 
Hospital AA 4.97 

1 -year A 1 .oo 

I 
Toll 'Road Aaa 4.57 

Federal Reserve Data 

2.04 
2.68 
2.58 
2.51 

4.42 
5.30 
5.28 
5.82 

2.88 
2.65 
1.09 
2.98 

5.1 4 
6.07 
5.50 

4.46 
5.32 

0.21 
1.01 
1.27 
2.27 
2.92 
4.23 
4.34 
5.83 

4.87 
5.1 9 
5.84 
5.12 
4.92 

1.22 
1.69 
1.53 
2.86 

4.22 
5.28 
5.31 
5.86 

2.89 
2.57 
0.96 
3.15 

5.79 
6.05 
5.50 

3.84 
4.60 

0.34 
1.13 
1.28 
2.24 
2.64 
3.77 
4.21 
5.41 

4.63 
4.65 
5.52 
4.80 
4.62 

Excess Reserves 
Borrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels Average Levels Over the last... 
10/19/11 10/5/11 Change 12 Wks. 26 Wks. 52 Wks. 
1572296 1541 887 30409 1574153 1556363 1339067 

11317 11 429 -112 11732 13270 23713 
Net FreeIBorrowed Reserves 1560979 1530458 30521 1562421 1543093 1315354 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels Ann'l Growth Rates Over the bast... 
1011 011 1 10/3/11 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 21 52.4 21 92.5 -40.1 41.1% 30.9% 20.1% 
M2 (MI +savings+smalI time deposits) 9621.4 9604.8 16.6 17.3% 15.8% 10.2% 
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Selected Yields 

3Months Year 3Months Year 
Recent Ago Ago 

(1 0/19/11) (7/20/11) (1 0/20/10) 
Recent Ago Ago 

(10/19/11) (7/20/11) (1 0/20/10) 

TAXABLE 
Market Rates 
Discount Rate 0.75 

Prime Rate 3.25 
30-day CP (Al/Pl) 0.44 
3-month LlBOR 0.41 
Bank CDs 
6-month 0.1 7 
1 -year 0.21 
5-year 1.14 
U.S. Treasury Securities 
3-month 0.02 
6-month 0.05 
1 -year 0.1 1 
5-year 1.04 
1 0-year 2.1 6 
1 0-year (inflation-protected) 0.20 
30-year 3.1 8 
30-year Zero 3.38 

Federal Funds 0.00-0.25 
0.75 

0.00-0.25 
3.25 
0.21 
0.25 

0.26 
0.45 
1.62 

0.02 
0.07 
0.1 6 
1.47 
2.93 
0.54 
4.25 
4.65 

0.75 

3.25 
0.23 
0.29 

0.32 
0.54 
1.61 

0.1 3 
0.1 7 
0.21 
1.10 
2.48 
0.42 
3.89 
4.25 

0.00-0.25 

Mortgage-Backed Securities 
CNMA 5.5% 
FHLMC 5.5% (Gold) 
FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes Treasury Security Yield Curve 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 
Mos. Years 

I 1-current I 
- Year-Ago 

10 30 

1 .a4 
2.36 
2.1 7 
2.47 

4.33 
4.53 
4.40 
4.92 

2.33 
2.06 
1.02 
2.47 

5.25 
6.69 
5.49 

20-Bond'lndex (COS) 4.1 7 
25-Bond Index (Revs) 5.06 
General Obligation Bonds (COS) 
1 -year Aaa 0.25 
1 -year A 1.08 

5-year A 2.40 
1 0-year Aaa 2.69 
1 0-year A 3.67 
25/30-year Aaa 4.09 

5-year Aaa 1.39 

25/30-year A 5.45 
Revenue Bonds (Revs) (2513O-Year) 
Education AA 4.56 
Electric AA 4.94 
Housing AA 5.64 
Hospital AA 4.97 

I 
Toll 'Road Aaa 4.57 

Federal Reserve Data 

2.06 
2.64 
2.55 
2.51 

4.45 
5.32 
5.27 
5.78 

2.95 
2.77 
1.09 
3.07 

5.12 
6.07 
5.49 

4.51 
5.30 

0.20 
1.04 
1.27 
2.34 
2.91 
4.24 
4.34 
5.85 

4.87 
5.1 9 
5.80 
5.12 
4.92 

1.29 
1.68 
1.52 
2.86 

4.09 
5.14 
5.22 
5.72 

2.75 
2.44 
0.90 
2.99 

5.79 
6.59 
5.49 

3.82 
4.57 

0.33 
1.11 
1.25 
2.22 
2.56 
3.66 
4.1 7 
5.41 

4.63 
4.65 
5.53 
4.82 
4.62 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels 
10/5/11 9/21/11 Change 

Excess Reserves 1541 886 1548766 -6880 
Borrowed Reserves 11 429 11614 -1 85 
Net FreefBorrowed Reserves 1530457 15371 52 -6695 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels 
10/3/11 9/26/11 Change 

M1 (Currency+demand deposits) 21 82.8 21 34.4 48.4 
M2 (M1 +savings+small time deposits) 961 7.9 9601.7 16.2 

Average levels Over the Last... 
12 Wks. 26 Wks. 52 Wks. 
1583023 1546301 131 651 9 

11 920 13833 25141 
1571 103 1532469 1291 378 

Ann'l Growth Rates Over the last. .. 
3 Mos. 6 Mos. 12 Mos. 
43.1 Yo 31 .a% 22.6% 
16.8% 15.8% 10.3% 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(10/12/11) (7/13/11) (10/13/10) 

3Months Year 
Recent Ago Ago 

(10/12/11) (7/13/11) (10/13/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 1 .a9 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.32 
Prime Rate 3.25 3.25 3.25 
30-day CP (Al/Pl) 0.38 0.23 0.24 
3-month LlBOR 0.40 0.25 0.29 
Bank CDs 
6-month 0.1 7 0.26 0.32 
1 -year 0.21 0.44 0.56 
5-year 1.14 1.61 1.66 
U.S. Treasury Securities 
3-month 0.02 0.03 0.1 2 
6-month 0.04 0.05 0.1 6 
1 -year 0.08 0.1 5 0.20 
5-year 1.1 5 1.44 1.12 
1 0-year 2.21 2.88 2.42 
1 0-year (inflation-protected) 0.23 0.52 0.36 
30-year 3.20 4.1 7 3.82 
30-year Zero 3.39 4.55 4.16 

Treasury Security Yield Curve I 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 6  
Mos. 

2 3 5  10 30 
ears 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 

2.1 7 
2.47 

4.37 
4.59 
4.53 
4.99 

2.35 
2.1 9 
1 .oo 
2.64 

5.57 
6.81 
5.49 

20-Bond Index (COS) 4.1 4 
25-Bond Index (Revs) 5.04 
General Obligation Bonds (COS) 
1 -year Aaa 0.26 

5-year Aaa 1.41 
5-year A 2.43 
1 0-year Aaa 2.63 

25/30-year Aaa 4.1 2 
25/30-year A 5.50 
Revenue Bonds (Revs) (25/30-Year) 
Education AA 4.59 
Electric AA 4.97 
Housing AA 5.63 
Hospital AA 5.00 

1 -year A 1.11 

1 0-year A 3.75 

I Toll ‘Road Aaa 4.60 

Federal Reserve Data 

2.11 
2.66 
2.56 
2.51 

4.37 
5.26 
5.20 
5.75 

2.93 
2.75 
1.11 
3.1 2 

5.22 
6.03 
5.49 

4.65 
5.36 

0.20 
1.04 
1.32 
2.40 
2.90 
4.20 
4.34 
5.85 

4.87 
5.1 9 
5.84 
5.1 3 
4.93 

1.27 
1.74 
1.58 
2.86 

3.96 
5.01 
5.02 
5.56 

2.73 
2.28 
0.88 
2.88 

5.76 
6.38 
5.49 

3.84 
4.58 

0.34 
1.14 
1.28 
2.22 

3.71 
4.1 5 
5.40 

4.61 
4.63 
5.50 
4.81 
4.60 

2.58 

Excess Reserves 
Borrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average levels Over the last ... 
10/5/11 9/21/11 Change 12 Wks. 26 Wks. 52 Wks. 
1541 91 9 1548799 -6880 1583036 1546308 131 6523 

11 429 11614 -1 85 11 920 13833 25141 
Net Free/Borrowed Reserves 1530490 15371 85 -6695 1571116 1532476 1291381 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann’l Growth Rates Over the last ... 
9/26/11 9/19/11 Change 3 Mos. 6 M m .  12 Mos. 

26.2% 20.6% M1 (Currency+demand deposits) 2136.9 2105.7 31.2 44.4% 
M2 (M1 +savings+smalI time deposits) 9603.6 9569.8 33.8 20.6% 16.1% 10.1% 
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IS hOT AESPOkSlBLE FOR ANY ERRORS OR OMISSKIhS hERElh. Tn’s p~dca l i on  is strictly lor sLbscrioers nun, noncommercial, intetnal use. No p 
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Selected Yields 
3Months Year 3Months Year 

Recent Ago Ago Recent Ago Ago 
(1 0/05/11) (7/06/11) (10/06/10) (1 0/05/11) (7/06/11) (1 0/06/10) 

TAXA B 1 E 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 1.54 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.23 
Prime Rate 3.25 3.25 3.25 
30-day CP (Al/Pl) 0.41 0.1 8 0.27 
3-month LIBOR 0.38 
Bank CDs 
6-month 0.1 7 
1 -year 0.21 
5-year 1.18 
U.S. Treasury Securities 
3-month 0.01 
6-month 0.02 
1 -year 0.09 
5-year 0.95 
1 0-year 1 .a9 
1 0-year (inflation-protected) 0.08 
30-year 2.85 
30-year Zero 3.03 

0.25 

0.26 
0.44 
1.63 

0.01 
0.05 
0.1 7 
1.66 
3.1 1 
0.68 
4.36 
4.75 

0.29 

0.33 
0.57 
1.68 

0.1 2 
0.1 7 
0.22 
1.16 
2.40 
0.46 
3.68 
3.98 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 

Mos. Years 

FNMA 5.5% 
FNMA ARM 

2.1 3 
2.47 

Corporate Bonds 
Financial (10-year) A 3.88 
Industrial (25/30-year) A 4.29 
Utility (25/30-year) A 4.21 
Utility (25/30-year) Baa/BBB 4.65 
Foreign Bonds (10-Year) 
Canada 2.14 
Germany 1.84 
Japan 0.97 
United Kingdom 2.36 
Preferred Stocks 
Utility A 5.29 
Financial A 6.51 
Financial Adjustable A 5.48 

TAX- EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 3.93 
25-Bond Index (Revs) 5.01 
General Obligation Bonds (Cos) 

1 -year A 0.97 
5-year Aaa 1.13 

1 0-year Aaa 2.36 

25/30-year Aaa 3.88 

Revenue Bonds (Revs) (2513O-Year) 
Education AA 4.56 
Electric AA 4.92 

Hospital AA 4.92 
Toll Road Aaa 4.58 

1 -year Aaa 0.20 

5-year A 2.1 8 

1 0-year A 3.47 

25/30-year A 5.53 

Housing AA 5.55 

Federal Reserve Data 

2.32 
2.91 
2.81 
2.51 

4.55 
5.44 
5.40 
5.93 

3.04 
2.93 
1.18 
3.25 

5.1 7 
6.03 
5.48 

4.59 
5.34 

0.23 
1.02 
1.33 
2.45 
2.75 
4.20 
4.39 
5.86 

4.89 
5.21 
5.85 
5.25 
4.99 

1.65 
2.1 6 
2.02 
2.86 

3.93 
4.92 
4.91 
5.45 

2.74 
2.22 
0.85 
2.90 

6.08 
6.43 
5.48 

3.84 
4.59 

0.32 
1.12 
1.33 
2.28 
2.61 
3.77 
4.1 6 
5.41 

4.62 
4.63 
5.52 
4.81 
4.61 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels 
9/21 111 91711 1 Change 

Excess Reserves 1548799 1568587 -1 9788 
Borrowed Reserves 11614 11685 -71 
Net FreeIBorrowed Reserves 15371 85 1556902 -1 971 7 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels 
911 9/11 911 2/11 Change 

MI (Currency+demand deposits) 2105.7 2106.1 -0.4 
M2 (M1 +savings+small time deposits) 9569.8 9583.9 -14.1 

Average Levels Over the Last... 
12 Wks. 26 Wks. 52 Wks. 
1586683 1533774 1295559 

121 54 14440 26668 
1574529 151 9335 1268891 

Ann'l Growth Rates Over the Last... 
3 Mos. 6 Mos. 12 Mos. 
38.8% 24.1 Yo 19.2% 
23.0% 15.2% 10.1 Yo 
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resold, stored or transm tted ,n any pnnted. electron c or other form. or Jsed tor generating or market ng any printed or electronic pub1 cation, service or product. 



O C T O B E R  7, 2011  V A L U E  L I N E  S E L E C T I O N  & O P I N I O N  P A G E  1 9 8 1  
................................................ ..................................... ..,.....,........ ............ ............................................................ ......................................... . , . .................. . . .................................................................................. ............ . . ....... .............. ............................................................. . .... .. . . .............. 

Selected Yields 

3Months Year 
Recent Ago Ago 

(9/28/11) (6/29/11) (9/29/10) 

3Months Year 
Recent Ago Ago 

(9/28/11) (6/29/11) (9/29/10) 

TAXABLE 
Market Rates 
Discount Rate 0.75 

Prime Rate 3.25 
30-day CP (Al/Pl) 0.42 
3-month LIBOR 0.37 
Bank CDs 
6-month 0.1 7 
1 -year 0.21 
5-year 1.26 
U.S. Treasury Securities 
3-month 0.01 
6-month 0.03 
1 -year 0.1 0 
5-year 0.94 
1 0-year 1.98 
1 0-year (inflation-protected) 0.11 
30-year 3.07 
30-year Zero 3.28 

Federal Funds 0.00-0.25 
0.75 

0.00-0.25 
3.25 
0.1 7 
0.25 

0.26 
0.44 
1.64 

0.02 
0.1 0 
0.1 9 
1.69 
3.1 1 
0.67 
4.38 
4.76 

0.75 
0.00-0.25 

3.25 
0.22 
0.29 

0.33 
0.57 
1.68 

0.1 6 
0.19 
0.25 

2.50 
0.69 
3.68 
3.96 

1.28 

~~ 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 
Mos. ears 

E -Current 

I I -Year-Ago I 
i o  30 

Mortgage-Backed Securities 

FHLMC 5.5% (Cold) 
FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25130-year) A 
Utility (25130-year) A 
Utility (25/30-year) BaalBBB 
Foreign Bonds (10-Year) 
Canada 
C e r m a n y 

United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

CNMA 5.5% 

Japan 

1.62 
2.08 
1.97 
2.50 

3.87 
4.50 
4.34 
4.98 

2.20 
2.01 
1 .oo 
2.55 

5.24 
6.45 
5.48 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 3.85 
25-Bond Index (Revs) 4.96 
General Obligation Bonds (COS) 
1 -year Aaa 0.24 

5-year Aaa 1.04 
5-year A 2.05 
1 0-year Aaa 2.1 5 
1 0-year A 3.42 
25/30-year Aaa 3.87 

Revenue Bonds (Revs) (25130-Year) 
Education AA 4.56 
Electric AA 4.92 

Hospital AA 4.90 
Toll Road Aaa 4.58 

1 -year A 0.99 

25130-year A 5.53 

Housing AA 5.55 

Federal Reserve Data 

2.02 
2.63 
2.50 
2.51 

4.58 
5.47 
5.42 
5.92 

3.09 
2.98 
1.13 
3.33 

5.1 3 
6.02 
5.48 

4.46 
5.31 

0.24 
1.04 
1.25 
2.41 
2.63 
4.11 
4.36 
5.86 

4.87 
5.1 7 
5.79 
5.25 
4.97 

2.01 
2.33 
2.1 4 
2.90 

4.01 
4.89 
4.94 
5.46 

2.74 
2.24 
0.93 
2.91 

6.08 
6.50 
5.48 

3.83 
4.58 

0.34 
1.15 
1.22 
2.20 
2.51 
3.65 
4.1 1 
5.40 

4.61 
4.62 
5.49 
4.81 
4.60 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels 
9/21/11 9/7/11 Change 

Borrowed Reserves 11614 11685 -71 
Net Free/Borrowed Reserves 15371 89 1556904 -1 971 5 

Excess Reserves 1548803 1568589 -1 9786 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels 
911 211 1 91511 1 Change 

MI (Currency+demand deposits) 21 06.6 21 36.3 -29.7 
M2 (M1 +savings+smalI time deposits) 9583.6 9591.1 -7.5 

Average Levels Over the Last... 
12Wks. 26Wks. 52Wks. 
1586684 1533775 1295560 

121 54 14440 26668 
1574530 1519335 1268892 

Ann’l Growth Rates Over the Last. .. 
3 Mos. 6 Mos. 12 Mos. 
42.0% 27.6% 18.9% 
25.4% 15.7% 10.3% 
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Selected Yields 
3Months Year 

Recent Ago Ago 
(9/2 1/11) (6/22/11) (9/22/10) 

3Months Year 
Recent Ago Ago 

(9/2 1/11) (6/22/11) (9/22/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 CNMA 5.5% 1.14 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Cold) 1.93 
Prime Rate 3.25 3.25 3.25 
30-day CP (Al/Pl) 0.42 0.1 8 0.24 
3-month LIBOR 0.36 0.25 0.29 
Bank CDs 
6-month 0.1 7 0.26 0.34 
1 -year 0.21 0.44 0.60 
5-year 1.26 1.64 1.71 
U.S. Treasury Securities 
3-month 0.01 0.01 0.1 5 
6-month 0.02 0.08 0.1 9 
1 -year 0.1 0 0.1 5 0.25 
5-year 0.84 1.54 1.32 
1 0-year 1.86 2.98 2.56 
1 0-year (inflation-protected) 0.00 0.75 0.65 

30-year Zero 3.25 4.60 4.02 
30-year 2.99 4.22 3.75 

Treasury Security Yield Curve 
6.00% 

5.0 0% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 
Mos. Years 

-Current 

- Year-Ago 

3 5  10 30 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

1.85 
2.50 

3.59 
4.31 
4.23 
4.86 

2.1 2 
1.77 
0.99 
2.41 

5.23 
6.38 
5.47 

TAX- EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 4.07 
25-Bond Index (Revs) 5.1 1 
General Obligation Bonds (COS) 

1 -year A 0.99 
1 -year Aaa 0.21 

5-year Aaa 1 .oo 
5-year A 1.99 
1 0-year Aaa 2.21 
1 0-year A 3.56 
25/30-year Aaa 3.89 
25/30-year A 5.63 
Revenue Bonds (Revs) (25/3O-Year) 
Education AA 4.62 
Electric AA 4.97 
Housing AA 5.60 

Toll Road Aaa 4.69 
Hospital AA 4.97 

2.05 
2.55 
2.43 
2.51 

4.42 
5.31 
5.29 
5.79 

2.97 
2.94 
1.12 
3.1 9 

5.27 
6.1 0 
5.47 

4.49 
5.32 

0.28 
1.08 
1.37 
2.40 
2.63 
4.08 
4.37 
5.89 

4.87 
5.19 
5.79 
5.28 
4.97 

1.99 
2.39 
2.27 
2.90 

4.1 1 
5.02 
5.04 
5.56 

2.86 
2.35 
1.03 
2.97 

6.08 
6.47 
5.47 

3.89 
4.63 

0.34 
1.15 
1.24 
2.24 
2.56 
3.70 
4.1 1 
5.40 

4.61 
4.62 
5.44 
4.82 
4.60 

Federal Reserve Data 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last... 
9/7/11 8/24/11 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1568590 1577802 -921 2 1595396 151 5698 1275488 
Borrowed Reserves 11 685 11833 -1 48 12407 15069 28273 
Net Free/Borrowed Reserves 1556905 1565969 -9064 1582989 1500629 124721 5 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann’l Growth Rates Over the Last ... 
9/5/11 8/29/11 Change 3 Mos. 6 MQS. 12 Mos. 

M1 (Currency+demand deposits) 21 36.6 21 24.1 12.5 48.8% 30.8% 21.9% 
M2 (M1 +savings+small time deposits) 9591.4 9570.1 21.3 26.4% 15.3% 10.5% 

resold, stored or transmitted in any printed, electron c or otner form, or used lor generating or market ng any printed or electronic pbblication, service or product. 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(9/15/11) (6/15/11) (9/15/10) 

3Months Year 
Recent Ago *go 

(9/15/11) (6/15/11) (9/15/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 1.13 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 1.97 
Prime Rate 
30-day CP (Al/Pl) 
3-month LIBOR 
Bank CDs 
6-month 
1 -year 
5-year 
U.S. Treasury Securities 
3-month 
6-month 
1 -year 
5-year 
1 0-year 
10-year (inflation-protected) 
30-year 
30-year Zero 

3.25 
0.38 
0.35 

0.1 7 
0.21 
1.29 

0.01 
0.03 
0.08 
0.88 
1.98 
0.06 
3.27 
3.58 

3.25 
0.1 7 
0.25 

0.27 
0.45 
1.69 

0.05 
0.1 0 
0.1 6 
1.55 
2.97 
0.69 
4.20 
4.57 

3.25 
0.24 
0.29 

0.35 
0.61 
1.71 

0.1 5 
0.1 9 
0.23 
1.44 
2.72 
0.93 
3.87 
4.1 5 

1 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 

Treasury Security Yield Curve 

1 
Mos. Years 

/ 
/ -Current 

- Year-Ago 
I I I I 

3 5  10 30 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

1 .88 
2.50 

3.72 
4.60 
4.48 
5.07 

2.20 
1 .88 
1 .oo 
2.44 

5.25 
6.38 
5.46 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 4.05 
25-Bond Index (Revs) 5.07 
General Obligation Bonds (COS) 
1 -year Aaa 0.20 
1 -year A 0.98 
5-year Aaa 0.93 
5-year A 1.96 
1 0-year Aaa 2.1 7 
1 0-year A 3.65 
25/30-year Aaa 3.88 
25/30-year A 5.62 
Revenue Bonck (Revs) (25/30-Year) 
Education AA 4.62 
Electric AA 4.97 
Housing AA 5.60 

Toll Road Aaa 4.69 
Hospital AA 4.97 

Federal Reserve Data 

2.11 
2.56 
2.45 
2.51 

4.84 
5.28 
5.25 
5.77 

2.95 
2.95 
1.17 
3.24 

5.77 
6.1 0 
5.46 

4.49 
5.34 

0.25 
1.07 
1.31 
2.40 
2.64 
4.08 
4.38 
5.89 

4.87 
5.1 8 
5.59 
5.29 
4.97 

1.90 
2.35 
2.1 7 
2.90 

4.23 
5.02 
5.06 
5.58 

2.96 
2.40 
1.05 
3.08 

6.08 
6.81 
5.46 

3.92 
4.65 

0.31 
1.14 
1.21 
2.25 
2.45 
3.69 
4.06 
5.40 

4.62 
4.62 
5.39 
4.87 
4.60 

Excess Reserves 
Borrowed Reserves 
Net FreeIBorrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average levels Over the last.. . 
91711 1 812411 1 Change 12 Wks. 26 Wks. 52 Wks. 

1568589 1577800 -9211 1595396 1515698 1275488 
11 685 11833 -1 48 12407 15069 28273 

1556904 1565967 -9063 1582989 1500629 1247215 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the Last ... 
8/29/11 8/22/11 Change 3Mos. 6 Mos. 12Mos. 

M1 (Currency+demand deposits) 21 24.1 21 02.8 21.3 38.8% 25.1% 20.8% 
M2 (M1 +savings+small time deposits) 9570.1 9539.7 30.4 25.7% 15.1% 10.3% 

0 201 1, Value Line Pudishing LLC. All ignls reserved. FactLal material IS wtained fmm sources beliwed to be reliable a 
IS FtOT RESPOkSlBLE FOR AhY ERRORS OR OMISSIONS HEREIN, Th s publicatian is stricdy IM SJbscrioeh oitn, 
resold, storea or transmitted in any printed, electron c or other lorrn, or Jsed tor generatng or marketing any printed or eleclronlc pub1 cation, sewice or product. 
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19.28 19.08 20.77 23.52 25.12 28.5; 
5; 1 5::: 1 5.90 I 7.12 1 7.: 1 TI 
1.99 2.22 2.47 2.76 2.85 

1.03 1.13 1.23 1.3: 
2.92 3.38 2.95 3.63 3. 6 4.0t 

43.50 
7.99 
3.35 
1.43 
7.76 

53.66 28.90 30.87 31.59 30.16 34.03 35.07 32.50 30.01 29.75 31.80 Revenues persh 31.2; 
8.72 7.01 7.33 6.93 5.76 9.70 9.29 8.08 6.85 6.80 7.55 "CashF1ow"persh 8.00 

1.53 1.63 1.73 1.83 1.93 2.03 2.10 2.10 2.10 2.10 210 Div'dDecl'dpersh 6. 2.30 
12.27 9.81 7.60 5.86 6.39 7.59 9.37 7.64 7.03 9.15 9.85Cap'lSpendingpersh 8.25 

3.68 2.53 2.52 2.58 2.24 3.17 2.96 2.26 3.08 2.75 3.25EarningspershA 3.51 

20.32 
87.43 
9.6 

. .  
as of 7/26/11 
MARKET CAP $5.0 billion (Large Cap) 

21.49 22.51 23.90 25.50 26.0[ 
87.52 87.52 84.83 84.83 84.8: 
10.8 11.8 11.8 15.2 11.5 

ELECTRIC OPERATING STATISTICS 
2008 2009 

!&Clan eRetailSales(KWH) -1.3 -2.2 
kg Idst Use (MWH 665 619 
$g Indud Rws per hd ($1 7.7.; :il: ,apaatyal Peak (Mw 
+akload Summer L) 7026 7218 
k n d   LA^ Fattor (S 51.2 49.3 
~Change~~omers/y-mr-end) +.9 +.5 

28.09 
84.83 
11.3 

2010 
-1.6 
61 9 
7.83 
8682 
6396 
50.0 

+.4 

29.46 29.44 31.00 32.14 34.57 34.48 35.15 32.69 33.86 34.50 I 35.60 BookValuepershC 3925 
84.83 91.26 91.29 91.79 99.08 99.96 100.49 101.43 108.77 109.25 I 110.00 Common ShsOutst'g 0 123.00 
12.0 14.4 14.0 15.8 19.2 13.7 14.9 13.7 12.6 Boldfigbms are Avg Ann'l PIE Ratio 12.0 

:wed Charge Cov. (a) 221 248 296 
ANNUAL RATES Pas! Past Est'd '0840 
ifchange(persh) 1OYrs. 5Yn. to'16'16 

Cash Flow" _ _  3.0% .5% 
Earnings -2.5% .5% 6.0% 
Dividends 4.5% 3.0% 1.5% 
Book Value 2.5% .5% 2.5% 

Revenues _ -  .5% -.5% 

.63 
4.3% 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2008 709.8 898.0 1072.9 686.4 
2009 625.9 836.0 1142.2 693.0 
2010 620.3 820.6 1139.1 683.6 
2011 659.6 799.8 1100 690.6 
2012 675 850 i250 
CXI- EARNINGS PER SHARE A 

.72 .74 .68 .79 .@ 
3.9% 3.5% 3.5% 2.8% 3.5% 

&Tar Mar.31 Jun.30 Se .30 Dec.31 

2011 d.14 .78 2.06 .05 
2012 Nil .95 2.25 .05 
C ~ I .  QUARTERLY DIVIDENDS PAID *= 

.73 
3.8% 
3690.2 

eider Mar.31 Jun.30 Se .30 Dec.31 

2008 ,525 ,525 ,525 ,525 

2011 ,525 ,525 ,525 
4) Diluted egs. Excl. nonrec. losses: '02, 7 
19, $1.45; excl. gains (losses) from disc. OF 
IO, 22$; '05, (36$); '06, IO$; '08, 281; 1 
l3db ' IO.  18d: '11. Id. '08 EPS don't add c 

.61 .79 .80 .E3 1.02 .74 .79 .91 .80 YalueUne Relative PIERatio .80 
35% 4.5% 4.9% 4.5% 4.5% 4.7% 4.8% 6.8% 5.4% e51imstes Avg Ann'f Div'd Yield 5.5% 

4551.4 2637.3 2817.9 2899.7 2988.0 3401.7 3523.6 3297.1 3263.6 3250 3500 Revenues llmilll 3850 

- 
Full 
Year 
367.1 
297.1 
263.6 
250 

Full 
Year 
2.12 
2.26 
3.08 
2.75 
3.25 

Full 
Year 
2.10 
2.10 
2.10 
2.10 

- 

500 
- 

- 

- 

54.9% 
4337.8 
5133.2 
8.1% 
11.9% 

48.3% 48.2% 49.4% 53.3% 56.8% 51.6% 53.0% 49.6% 54.7% 51.0% 48.0% Common Equity Ratio 54.0% 
5172.4 5567.9 5727.5 5535.2 6033.4 6678.7 6658.7 6686.6 6729.1 7415 8150 Total Capital ($mill) 8950 

7.6% 5.4% 5.5% 5.6% 5.0% 6.2% 5.9% 4.8% 6.5% 5.5% 6.0% ReturnonTotal Cap'l 6.5% 
12.5% 8.0% 8.1% 8.0% 6.5% 9.2% 8.5% 6.9% 9.0% 8.0% 9.OXReturnonShr.Equity 9.0.X 

5907.3 6479.4 7480.1 7535.5 7577.1 7881.9 8436.4 9257.8 9578.8 10135 10750 Net Plant ($mill) 12200 

54.9% 
4337.8 
5133.2 
8.1% 
11.9% 

48.3% 48.2% 49.4% 53.3% 56.8% 51.6% 53.0% 49.6% 54.7% 51.0% 48.0% Common Equity Ratio 54.0% 
5172.4 5567.9 5727.5 5535.2 6033.4 6678.7 6658.7 6686.6 6729.1 7415 8150 Total Capital ($mill) 8950 

7.6% 5.4% 5.5% 5.6% 5.0% 6.2% 5.9% 4.8% 6.5% 5.5% 6.0% ReturnonTotal Cap'l 6.5% 
12.5% 8.0% 8.1% 8.0% 6.5% 9.2% 8.5% 6.9% 9.0% 8.0% 9.OXReturnonShr.Equity 9.0.X 

5907.3 6479.4 7480.1 7535.5 7577.1 7881.9 8436.4 9257.8 9578.8 10135 10750 Net Plant ($mill) 12200 

283.6 1 312.2 I 215.2 1 230.6 I 235.2 1 223.2 I 317.1 1 298.8 I 229.2 I 330.4 I 300 I 360 lNet ProM(Smi1li I 430 
44.1% I 40.6% I 39.1% 131.4% 135.4% 136.2% 1330% 133.6% I 36.9% I 31.9% I 34.0% 34.5% IlncomeTaxRate I 34.5% 

119% 
6.8% 
43% 

7.6% I 15.3% 1 20.5% I 6.2% I 6.9% I 10.4% I 11.1% 114.8% I 11.2% I 11.7% I 13.0% I 13.0% IAFUDCXtoNetProfit I 9.0% 
45.1% I 51.7% I 51.8% I 50.6% I 46.7% I 43.2% I 48.4% I 47.0% I 50.4% I 45.3% I 49.0% I 52.0% /Long-Term Debt Ratio I 46.0% 

12.5% 8.0% 8.1% 8.0% 6.5% 9.2% 8.5% 6.9% 9.0% 8.0.X 9.O%ReturnonComEqui&E 9.0% 
7.3% 2.9% 2.6% 2.3% 1.0% 3.4% 2.5% ,756 3.1% 2.0% 3SXRetainedtoComEq 3.0% 
41% 64% 68% 71% 85% 63% 70% 89% 66% 76% 64% AllDiv'CtoNetProf 65% 

iding, 'IO due to change in shares. Next 

;aid in early Mar., June, Sept., and Dec. 
d reinvestment olan avail. IC) Incl. 

gs report due mid-Feb. (B) Div'ds histori- 
deferred charges. In 'IO: $11.28/sh. (D) In mill. E++ 

100 
com. eq. in '10: 11%; earned on avg. com. eq., 30 
'IO: 9.5%. Reoulatorv Climate: Averaoe. Earninas Predictabiliiv 65 

Company's Financial Strength 

Price Growth Persistence 
(E) Rate base: Fair value. Rate allowed on Stock's Prlce Stabillty 

BUSINESS Pinnade West Capital Corporation is a holding compa- chased, 24%. Fuel costs: 36% of revenues. Has 7,200 employees. 
ny for Arizona Public Service Company (APS), which supplies elec- '09 reported depreciation rate: 3.1%. Chairman, President 8 Chief 
tricity to 1.1 million customers in 1 1  of 15 Arizona counties. D ism-  Executive Officer: Donald E. Brandt. Incorporated: Arizona. Ad- 
tinued SunCor real estate subsidiary in 'IO. Electric revenue break- dress: 400 North Fiflh Street, Post Office Box 53999, Phoenix, Ari- 
down: residential, 47%; commercial, 39%; industrial, 5%: other, zona 85072-3999. Telephone: 602-250-1000. Internet: 
9%. Generatina sources: coal. 37%: nuclear. 27%: aas, 12%; Dur- www.Dinnadewest.com. 

- ,  . ,  I 

2011 Value Line Publishn LLC All II hls rcswcd Faddal malenal IS obtained torn sources beueved lo be reliaMe and 15 pondcd wRhoU wananurn of any land 
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P m F i x  R a m  e& 6% BM 
Zacks.com Quotes and Research 

PINNACLE WEST CAP CORP (NYSE) ZACKS RANK: 2 ~ BUY 

P ~ W  46.32 ~0.07 [0.45%,) Vol. 490,177 1s:o1 ET 
Pinnacle West Capital is engaged, through its subsidiaries, in the generation, transmission, and distribution of 
electricity and selling energy, products and services; in real estate development; and in venture capital investment. 
Its primary subsidiary is Arizona Public Service Company. The company's other subsidiaries include SunCor, El 
Dorado, APSEnergy Services and Pinnacle West Energy. 

General information 
PINNACLE WEST 
400 NORTH FIFTH STREET 
PHOENIX, A2 85004 
Phone: 6022501 000 
Fax: 602-250-2430 
Web: http://www.pinnaclewest.com 
Email: rhickman@pinnaclewest.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/17/2012 

Price and Volume Information 

Industry UTIL-ELEC PWR 

Zacks Rank 
Yesterday's Close 46.25 
52 Week High 47.36 
52 Week Low 37.28 
Beta 0.55 
20 Day Moving Average 1,239,555.88 
Target Price Consensus 46 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS lnforma~ion 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

47.0 
46.5 

46.0 
45.5 

45.0 
44.5 

44.0 

43.5 

43.0 

10-07-11 11-04-11 

% Price Change Relative to S&P 500 
7.41 4Week -0.97 

12.72 12 Week 6.03 
11.58 YTD 11.97 

Dividend Information 
09., Dividend Yield 4.54% 

Annual Dividend $2.10 
5,046.38 Payout Ratio 0.69 

-0.12 
10/28/2011 / $0.52 

2.03 Change in Payout Ratio 
NIA Last Dividend Payout /Amount 

Consensus ~ ~ c o m m e n ~ a ~ i o n s  
0.04 Current (l=Strong Buy, 5=Strong Sell) 2.73 
2.88 30 Days Ago 2.73 
5.30 60 Days Ago 2.75 

Next EPS Report Date 02/17/2012 90 Days Ago 2.75 

PIE EPS Growth Sales Growth 

Trailing 12 Months: 15.21 vs. Previous Quarter 187.1 8% vs. Previous Quarter: 40.64% 
PEG Ratio 3.02 

Price Ratios ROE ROA 
Price/Book 1.26 09/30/11 8.80 09/30/11 2.66 

Current FY Estimate: 16.08 vs. Previous Year 7.69% vs. Previous Year -1.25% 

http://Zacks.com
http://Zacks.com
http://www.pinnaclewest.com
mailto:rhickman@pinnaclewest.com
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PriceiCash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

7.31 06/30/11 
1.54 03/31/11 

Quick Ratio 
0.89 09/30/11 
0.57 06/30/11 
0.57 03/31/11 

Pre-Tax Margin 
16.14 09/30/11 
15.07 06/30/11 
14.99 03/31/11 

Debt-to-Equity 
9.27 09/30/11 
9.77 06/30/11 

10.07 03/31/11 

8.40 06/30/11 
8.57 03/31/1 I 

Operating Margin 
0.76 09/30/1 I 
0.45 06/30/1 I 
0.46 03/31/11 

Book Value 
16.1 4 09/30/11 
15.07 06/30/11 
14.99 03/31/11 

Debt to Capital 
0.76 09/30/11 
0.74 06/30/11 
0.76 03/31/11 

2.55 
2.60 

10.25 
9.62 
9.68 

36.69 
34.08 
34.28 

43.22 
42.64 
43.28 

http://www.zacks.com/research/print.php?type=report&t=PNW 

http://www.zacks.com/research/print.php?type=report&t=PNW
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1 INTRODUCTION 
2 
3 Q- 

4 

5 A. 

6 

7 

8 

9 

10 

11 

12 Q. 

13 A. 

14 

15 

16 

17 

18 

19 Q. 

20 A. 

21 

22 

MR. RADIGAN, WOULD YOU PLEASE STATE YOUR FULL NAME, 

OCCUPATION AND BUSINESS ADDRESS. 

My name is Frank W. Radigan. I am a principal in the Hudson River Energy 

Group, a consulting firm providing services regarding utility industries and 

specializing in the fields of rates, planning and utility economics. My office 

address is 237 Schoolhouse Road, Albany, New York 12203. A summary of my 

education, my business experience and my qualification is attached as Exhibit- 

FWR-1. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 

I am testifying on behalf of the Residential Utility Consumer Office (“RUCO”). 

RUCO was established by the Arizona Legislature in 1983 to represent the 

interests of residential utility ratepayers in rate-related proceedings involving 

public service corporations before the Arizona Corporation Commission (“ACC” 

or “Commission”). 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

I have been asked to review the reasonableness of the Arizona Public Service 

Company’s (“APS” or the “Company”) rate request filed on June 1, 201 1 and 

present RUCO’ s recommended revenue requirement in this proceeding. Based on 

3 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Direct Testimony of Frank W. Radigan 

my adjustment together with the recommendations of RUCO witness William 

Rigsby RUCO proposes that no net change in rates be made at this time.’ 

Q 

A. 

WHAT IS RUCO’S PHILOSOPHY GOING INTO THIS RATE CASE? 

RUCO was a signatory to the 2009 Settlement Agreement. At that time, RUCO’s 

chief concern was to end the cycle of financial “emergencies” associated with the 

Company’s corporate health. RUCO realized that it was not in the ratepayers’ 

interest to have a utility continuously on the verge of falling below investment 

grade rating. The last few rate cases had provided just enough rate relief to keep 

its rating from falling to junk status, but never enough to achieve real financial 

health. RUCO believes the 2009 Settlement Agreement put APS on the path to 

financial health which resulted in ratepayer benefits such as the ability for the 

utility to acquire debt at lower rates. 

The 2009 Settlement Agreement “jump started” APS’s progress on this path to 

financial health. That said, one must also recognize that in these tough economic 

times one must also expect the Company to pare expenditures at every 

opportunity. It cannot be just a desire that utility companies tighten their belts at 

the same time that their customers are tightening, and sometimes retightening, 

theirs. As such, one needs to bring balance to the issue and that is what RUCO 

advocates. 

This is done through a combination an increase in bases rates with an equal offsets of credits available 
through Power Supply Adjustor. 

4 
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1 RUCO’s position in this rate case is to continue the momentum of the Settlement 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

with a resolution of this rate case that culminates in continued strong financial 

metrics without unjustly enriching the utility at the expense of ratepayers. RUCO 

also supports the continued investment in renewable technologies and would 

allow for the inclusion of post-test year plant for this category. Our rate proposal 

is to increase base rates for infrastructure investment made up to the end of the 

test year and offset set the cost of supporting these investments with credits 

available through lower fuel costs available from the Power Supply Adjustor. 

This approach provides fairness and balance to stockholders and ratepayers. 

Stockholders receive the revenues necessary to pay for investments already made 

and ratepayers do not pay for investment made after the test year which gives the 

utility the incentive to invest wisely. 

SUMMARY 

15 Q. 

16 

17 A. 

18 

19 

20 

21 

22 

23 

COULD YOU PLEASE SUMMARIZE THE FINDINGS OF YOUR 

REVIEW? 

Yes. Company witness Jason LeBenz provided the standard filing requirement 

schedules and made a total of thirty-five adjustments to normalize the 2010 test 

year income statement. These adjustments included a series of normalization of 

2010 revenues and expenses, adjustments to annualize latest knows costs to 

reflect such things as staffing levels and union contract rates and to make 

adjustments for out of period costshevenue elements or other costlrevenues that 

are not expected to reoccur. A review of the presentation shows that the two most 

5 
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notable features of the rate request are a request for a return on equity of 11% and 

a request to be allowed to charge for 18 months of post-test year plant additions in 

amount of approximately $690 million. These two items account for 

approximately $150 million of the $194 million non-fuel base rate increase. In 

short they drive the whole case. 

The focus of allocating risk between company and ratepayers plays on several 

proposals made by the Company in this case. The Company has much ability to 

control costs as compared to ratepayers and should bear the risk of minimizing 

them. With this in mind, my recommendations are reflected in RUCO’s cost of 

service exhibits which are appended as Exhibit--FWR-2 and reflect the following 

recommendations : 

1. A net rate decrease of $0 million. 

2. No post-year year plant additions for fossil, nuclear or distribution 

plant. 

3. Allow recovery of test year AZ Sun costs and 18 months of post test 

year AZ Sun costs. 

4. Continuation of the Power Supply adjustment (“PSA”) with 90/10 

sharing. 

5. Reject the proposal to include chemical costs in the PSA. 

6. Reject the proposal to establish an Environmental and Reliability 

Account. 

Rejection of coal mine reclamation cost adjustment which would 

allow a four year recovery of costs. 

8. Rejection at this time of Company’s low income adjustment 

7.  

6 
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APS Position - 10127 RUCO Position 

5 

Base Rates 

6 

$196 $98 

7 

Az Sun transfer to base rates 

Base Fuel Change 

Net Rate Change 

8 

$42 $42 

($153) ($140) 

$85 $0 

9 

10 

11 

12 

9. The Company’s Decoupling Mechanism (the Energy and 

Infrastructure Account) is a rate design issue and will be addressed in 

the RUCO testimony to be filed on December 2,201 1. 

The implementation of these recommendations result in a base rate increase of 

$140 million (a $98 million increase in base rate to covers costs and a $42 million 

from the transfer of the Az Sun program funding from the RES to base rates) 

offset by a credit of $140 million from the PSA. I would note that the PSA does 

have a credit of $153 million so the $140 million transfer still leaves another $13 

million credit in the PSA which can be used to offset future rate increases. A 

summary of the details of the rate change of the Company and RUCO is presented 

in the table below. 

13 

I ($Millions) I ($Millions) I 

14 

15 

16 

17 
i 

Q* 

A. 

PLEASE CONTINUE 

The Company’s presentation in this case is essentially a continuation of the 

Settlement in the last Arizona Public Service (“APS”) rate case, Docket No. E- 

7 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

0 1345A-08-0 172, which was approved by the Commission in Decision No 7 1448 

(the “Settlement”). As testified to by Company Witness Guldner the Company 

views this proceeding as critical in maintaining the financial and regulatory 

momentum established in the Settlement (Guldner direct at page 1, lines 22-25). 

As described by Mr. Guldner the Settlement marked a turning point in providing 

for the electric infrastructure needed for Arizona’s future while allowing APS the 

financial strength and stability to attract capital (Id at page 2). This was done by 

providing significant cash relief and other mechanisms (Id). The Company’s 

presentation seeks to reset base rates at a level which is described as a moderate 

increase and reset many of the cost recovery mechanisms currently in place and 

establish a series of other automatic adjustment clauses which it describes as 

improving its financial health while also meeting regulatory objectives (e.g. rate 

decoupling so that energy conservation programs can succeed). In fact, the 

Company’s whole case is based on non-traditional ratemaking proposals - post- 

test year plant recovery, automatic adjustors and decoupling . 

The Settlement was a comprehensive resolution of numerous and divergent issues 

in 2009 that set the stage for long term financial health of the Company while at 

the same time achieving some energy efficiency goals and commitments to 

renewable energy goals. One provision that does carry forward is the 

commitment to process rate cases within 12 months. This is a provision that will 

benefit the Company for the long term and the value of this one provision is 

evidenced by the Company’s own presentation. 

8 
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“APS’s financial pressure is not caused by too much debt, 
operational inefficiency, or poor cost management. Rather, 
the primary cause of APS’s substandard financial 
performance is the rate making process in Arizona has been 
lengthy (often taking, for APS as much as 18-24 months to 
resolve) and is based on a historical test year - conditions 
resulting in persistent regulatory lag. Under such a 
regulatory model, the rates set in APS rate cases have 
historically been based on costs as much as three to five 
years old.” (Hatfield direct at page 4) 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 

12 With the commitment by the Commission to streamline the rate review process 

13 the primary cause of the Company’s past substandard financial performance is 

now history. With that gone one does not need to adopt the non-traditional 14 

15 ratemaking techniques used in the Settlement. One of those non-traditional 

16 provisions of the Settlement is the one for providing for a return on post-tear year 

plant additions. This provision was unique to that case as it addressed the 17 

18 Company’s financial health and the fact that it took almost two years to adjudicate 

19 the case. The normal regulatory framework in Arizona is to set rates on a 

historical test year basis and provide for a return on equity higher than that usually 20 

set for utilities that use a pro-forma test year. While this regulatory framework 21 

22 may result in regulatory lag on the recovery of return on investment it also 

provides the Company an incentive to be fmgal in investment decisions and 23 

24 adequately rewards stockholders for the added risk. Central to the RUCO 

presentation therefore is strict adoption of no pro-forma adjustments and 25 

26 providing for a higher return on equity. This focus will continue to provide the 

27 Company the ability to strengthen its financial metrics while at the same time 

28 keeping rates at reasonable levels. 

9 
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REVIEW OF RATE REQUEST 

Q. 

A. 

PLEASE DISCUSS THE COMPANY’S FILING 

On June 1, 201 1, APS filed a rate case using adjusted Test Year sales and 

expenses for the Company’s jurisdictional electric operations for the twelve 

months ended December 3 1,2010 (“Test Year”). The rate request was to increase 

base rates by a net $95 million. The net $95 million was comprised of three parts 

a need for a non-fuel increase in base rates of $194 million, a transfer of $45 

million of revenues to support the Az Sun Program from the Renewable Energy 

9 Surcharge (“ERS”) to base rates and a decrease in base fuel expense of $144 

10 million2. 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

In addition to the base rate change in its presentation the Company also made a 

series of proposals for new riders, adjustment mechanisms, modifications to 

existing mechanisms including a decoupling mechanism, an adjustment to reflect 

increase in generation plant balances, removal of cost sharing on the power 

supply adjustor, and a mechanism to recover costs for efficiency programs. 

Through a variety of witnesses the case has been largely summarized by the 

Company as a continuation of the Company’s last rate case which was widely 

viewed as a milestone that set the stage for positive developments in Arizona 

energy policy (Robinson direct at page 4). According to the Company the rate 

On October 27,201 1 the Company updated its filing and reduced its rate request to $85 million with the 
non-fuel base rate increase being revised to $196 million, the Az Sun Program revised to $42 mil%ion and 
the base he1 expense being reduced by $153 million. 

10 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Q* 

A. 

Q. 

A. 

request seeks to continue the momentum set in the last rate case and take further 

steps to make Arizona’s energy landscape sustainable for the long term (Id). 

PLEASE DISCUSS RUCO’S REVIEW OF THE COST OF CAPITAL. 

Mr. William Rigsby presents the RUCO recommendations on the weighted 

average cost of capital, the return on equity and the recommended rate treatment 

to reflect fair value rate of return. Mr. Rigsby recommends a slightly lower cost 

of long term debt and a return on equity of 10% for plant at original cost and a 

Fair Value Rate of Return of 6.1 %. This compares to the company’s request of a 

11% return on equity and a Fair Value Rate of Return of 6.47%. These 

recommendations lower the overall average rate of return from the Company’s 

proposed 8.87% to 8.27%. If no other change were made this recommendation 

would decrease the updated rate request from $85 million to a rate increase of $40 

million or $45 million. 

COULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED POST 

TEST YEAR ADJUSTMENTS? 

As noted above the company proposes to adjust for 18 months of post test year 

operation and maintenance expenses as well as post test year plant additions for 

nuclear power, fossil generation, distribution and general plant additions3. The 

operating expenses related to this proposal decrease net income by approximately 

The Company also proposes to transfer expenditures related to the Az Solar Program from the RES to 
base rates. RUCO agrees with this proposal as it merely transfers the revenue collection mechanism 
from the RES to base rates. 

11 
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1 

2 

3 

4 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

$15.3 million and increase rate base by $14 1 million. Together they increase the 

revenue requirement in this case by approximately $35 million. 

The Commission has consistently ruled that post test year plant additions are 

generally not allowed unless extraordinary circumstances are shown to exist! 

Every piece of evidence in this case has shown that the Company’s financial 

health has improved. For example S&P upgraded the Company’s credit rating in 

2010 after the last rate case. As to necessary capital improvements I make the 

distinction between those necessary to serve new customers and forecast capital 

programs. In this case the Company has only identified $140 million of the $690 

million as projects related to new customers coming on the system. The rest are 

upgrades to the existing equipment and can for the most part considered 

discretionary. 

The 2009 Settlement Agreement included 18 months of post test year plant. 

However, that was a negotiated concession as a result of much give and take. 

Here, the Company requests the same amount of post test year plant without 

any acquiescence in other areas. 

19 

20 

21 

See Decisions 7001 and 7360. 

12 
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1 Q. 

2 

3 A. 

4 

5 

6 

7 

8 

9 

DOES RUCO SUPPORT INCLUSION OF ANY POST TEST YEAR 

PLANT? 

Yes. RUCO supports inclusion of 18 months of post test year plant for the 

Company’s AZ Sun program. While acceptance of such plant outside of a test 

year is unprecedented for RUCO, RUCO does so because it recognizes the 

commitment the Arizona Corporation Commission and other branches of Arizona 

state government have made to encourage the expansion of solar and other 

renewable energy generation. 

10 FOUR CORNERS COAL RECLAMATION COSTS 

11 Q. 

12 

13 

14 A. 

15 

16 

17 

18 

19 

20 

21 

22 

23 

COULD YOU PLEASE DISCUSS THE APS PRO-FORMA ADJUSTMENT 

FOR THE COAL RECLAMATION COSTS AT THE FOUR CORNERS 

POWER PLANT? 

Yes, per the contract with its coal supplier the Company must pay for the 

reclamation of the coal mine and environs at the time that the mine for this mine 

mouth power plant is retired (See response to 25.15 attached as Exhibit FWR-3). 

Reclamation is necessary as mining disturbs land and leaves waste material. 

Modern mines reclaim the surface after mining is completed and return the land to 

useful purposes. Currently the date for the closure of Units 1-3 at Four Corners is 

estimated to be July 6,2016 when the current coal contract expires (Id). In order 

to recover the portion of the latest coal reclamation cost estimate by the time the 

units retire related to Units 1-3, the Company has amortized the cost over four 

years (Id). The Company’s use of the latest coal reclamation cost estimate and 

13 
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1 

2 

3 

4 

5 

6 Q. 

7 A. 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

the short life for Units 1-4 cause an increase in costs from the test year amount of 

$1.3 million to $7.5 million for a decrease in pro-forma operating income of $6.2 

million (See APS JCL-WP32 IS Pro forma Annualize Four Corners Coal 

Reclamation Costs attached as Exhibit FWR-4). 

DO YOU AGREE WITH THIS ADJUSTMENT? 

No. First, it is not certain that Units 1-3 will be shut down at this time. In 

October 2010 the EPA wanted to have the Company install selective catalytic 

reduction equipment on all five units at Four Corners and in February 201 1 EPA 

changed its mind and wanted to close Units 1-3 and install Best Available Control 

Technology on Units 4-5 (see EPA Proposed Actions attached as Exhibit FWR- 

4). Obviously the EPA does not have a final plan as of yet. The Company is 

equally two faced. For depreciation and coal reclamation purposes the Company 

is planning a retirement data of 2016. Yet, the capital planning the Company is 

proposes to add $13.1 million of capital projects at Units 1-3 in its Post-Test Year 

Plant Addition adjustment presented by Company Witness Schiavoni. These 

projects include over $2 million in reliability upgrades to maintain the units for 

the long term (See Exhibit MAS-1). In addition in his testimony Mr. Schiavoni 

also has a picture of the new economizer being installed at Four Corners Unit 1 

(See Schiavoni direct at page 9). An economizer which is a central part of a 

generating plant would not be knowingly upgraded on a Unit that is only going to 

provide only four more years of service. With all of these facts it is not a 

certainty that Units 1-3 will be retired in 2016. As such, at least for coal 
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1 reclamation purposes the pro-forma adjustment should be rejected and replaced 

2 with one that reflects just the updated cost reclamation estimate. This results in a 

3 recovery of the reclamation costs over a longer period, 26 years, which is the 

4 projected service life of Four Corners Units 4 and 5 and is exactly the 

5 methodology that the Company depreciation expert proposed for recovery the 

6 unrecovered book reserve for Units 1-3 (See White direct at page 10). This 

7 proposal increases pro-forma net income by $1.6 million. 

8 

9 LOW INCOME CUSTOMER DISCOUNT 

10 Q. 

11 

12 

13 A. 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

COULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED PRO- 

FORMA ADJUSTMENT FOR THE LOW INCOME CUSTOMER 

DISCOUNT? 

APS is proposing to adjust test year revenues to reflect the growth in low income 

programs from the end of the test year to mid-year 2012, when new rates are 

projected to be implemented (See Meissner direct at page 37). Low Income 

programs offer a lower base rate and a bill discount program. The Company 

reports that the programs resulted in test year base revenues being lower by 

approximately $20 million dollars (Id). For the rate case the Company proposes 

that it be allowed to reflect a growth in losses resulting from the low income 

program (Id). The Company notes that between January 2010 and December 

2010 the number of customers participating in low income programs grew from 

58,885 to 66,738 for an annual growth rate of 13.3% (Id). The Company projects 

this growth to continue at this annual growth rates and proposes an a~~~~~~~~~ to 
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test year revenues for low income programs is a reduction of $4.2 million (Id). 

APS believes that this adjustment to test year revenues is reasonable and 

appropriate since the amounts are known and measureable and occur in direct 

proximity to the test year (Meissner direct at page 38). 

DO YOU AGREE WITH THE COMPANY’S ADJUSTMENT? 

No. The Company’s justification for this adjustment is one data point the growth 

between January 201 0 and January 201 1. This is not indicative of any trend let 

alone good justification of a pro-forma adjustment to rates. Besides the fact 

economic conditions in Arizona are improving. According to the Bureau of 

Labor Statistics the unemployment rate in Arizona has decreased from 9.6% in 

December 20 10 to 9.1 % in September 20 1 1 ’. If economic conditions continue to 

improve there is a possibility that the number of low income customers could 

actually decrease. Based on the one data point presented by the Company I 

believe that the Company has not met its burden of proof that its proposed 

adjustment is actually known and actually measurable. Rejection of this proposal 

increase pro-forma net income by $2.6 million ($4.2 million of revenues less 

income taxes). 

http://data.bls.gov/timeseries/LASSTO4OOOOO3 
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ADJUSTOR MECHANISMS 

Q. PLEASE DISCUSS THE COMPANY'S PROPOSED ADJUSTOR 

MECHANISMS 

As noted above the Company has proposed a series of adjustor mechanisms in 

this proceeding. Some such as the ERA are completely new and others such as 

proposed changes to the PSA are a modification to existing mechanisms already 

in place. Overall, the proposed mechanisms seek to give the Company greater 

protection of its bottom line, i.e. net income. For example, modifications to the 

PSA are designed to protect the Company from increases in the cost of chemicals 

and relieve the Company from sharing in fuel cost variations. Another example is 

the proposed ERA where the Company would be allowed to recover any 

investment in its generating plant. 

A. 

The Arizona Court of Appeals discusses adjustment mechanisms in Scates v. 

Arizona Corporation Commission. The court indicated that such mechanisms are 

restricted to certain narrowly defined operating expenses that are characterized by 

fluctuations. The Commission has also defined adjustment mechanisms as 

applying to expenses that routinely widely fluctuate. The Commission stated the 

following regarding adjustor mechanisms: 

The principle justification for a fuel adjustor is volatility in 
fuel prices. A fuel adjustor allows the Commission to 
approve changes in rates for a utility in response to volatile 
changes in fuel or purchased power prices without having 
to conduct a rate case. (Arizona Public Service Company, 
Decision No. 56450, Page 6 ,  dated April 13, 1989) 
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With the possible exception of the Company's proposed fuel and purchased power 

adjustor, none of the proposed mechanisms fit the criteria of a widely fluctuating 

volatile expense. In fact the returning customer, transition cost, and systems 

benefit proposed adjustors merely provide for the recovery of discrete and finite 

sets of expenses that can be quantified with certainty and will not be subject to 

cost volatility. These proposed mechanisms would more aptly be described as 

surcharges rather than adjustors. 

The Company has repeatedly stated that its proposed adjustor mechanisms 

comport with and continue the spirit of the 2009 Settlement Agreement. 

However, RUCO points out that the Settlement was a well-debated negotiated 

settlement that was fair to both the utility and the ratepayers. While the 

Settlement did provide several benefits to the utility, it also included numerous 

ratepayer benefits including requiring the utility to contain its expenses. In its 

Application, the Company adds to the benefits it received in the Settlement such 

as the ERA, including chemicals in the PSA, eliminating the 90/10 sharing 

provision, a decoupling mechanism, but makes not additional commitments that 

inure to the benefit of the ratepayer. 
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PROPOSED MODIFICATION TO PSA 

Q. PLEASE DISCUSS THE COMPANY’S PROPOSAL FOR 

MODIFICATION TO THE PSA. 

A. Company witness Peter Ewen proposes two modifications to the PSA. The first is 

to remove the 90/10 sharing provision which was approved by the Commission in 

Decision No. 69663 (June 28, 2007) and the second is to include the cost 

associated with environmental chemical costs, primarily lime, in the PSA (Ewen 

Direct at page 13). 

As to the 90/10 Sharing provision the Company proposes that the PSA be 

modified to allow full pass-through of all fuel and purchased power costs, instead 

of the current sharing provision whereby the Company is only allowed to recover 

can only recover from customers 90% of most fuel expenses above the amounts 

recovered through the Base Fuel Rate (Ewen at page 15). To support its position 

to change the PSA the Company has four main arguments. First, it states that it is 

the only Company to have a 90/10 sharing provision in Arizona (Ewen direct at 

page 14). Since the implementation of the sharing provision there have been 

audits of the Company’s fuel procurement practices which showed that APS’s 

hedging and procurement practicesand deemed them to be sound (Id). In 

addition, the soundness of its fuel purchasing strategy was recently confirmed in a 

benchmarking study (Id). Third, the Company notes that through the recent 

adoption of the new Integrated Resource Planning Rules (“IRP”), the Commission 

will effectively approve the Company’s proposed resource mix so presumably the 
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Company is acting prudently in that area (Id). Fourth, the Company argues that 

the only other variables that exist are fuel costs (the cost of fuel and purchased 

power market prices) which is something entirely outside of APS’s control and 

power plant operations (Id). On power plant operations the Company argues 

these have been effectively reviewed in prudence determinations (Id). 

Q. 

A. 

DO YOU AGREE WITH THE COMPANY’S REASONING? 

No. Sharing provisions are established so that the utility has a financial incentive 

to control the cost which comprises approximately one third of the customers’ 

bill. While the Company argues that it has no control over market prices for fuel 

and purchased power, customers have even less. Customers must rely on the 

utility to use its best efforts to keep costs at a minimum and a sharing mechanism 

is the best way to do that. The Company’s own arguments belie its efforts in this 

area. The Company hedges fuel costs because they are at risk for market price 

increase. In the IRP process the Commission does not assume responsibility of 

the resource mix but is there to make sure the Company is doing lest cost 

planning. As to power plant operations the Company’s coal and nuclear power 

plant run at very high availability and capacity factors. This is not done by 

chance but rather by the Company’s efforts to keep them up and running. And 

this is exactly the outcome one wants as high availability of these low cost 

resources keeps fuel costs down. The PSA is a much better control %OF this type 

of efforts on the Company’s part on a day to day basis rather than some after the 

fact prudence case. 
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PLEASE DISCUSS THE INCLUSION OF ENVIRONMENTAL 

CHEMICAL COSTS IN THE PSA. 

The Company is proposing to include in the PSA environmental chemical costs 

that directly correlate to the use of fuel. Chemicals, such as lime, ammonia, and 

sulfwr are used to scrub the emissions from a coal plant and are dependent upon 

the amount of fuel burned (Ewan direct at page 15). The Company argues that as 

production from the power plants varies, so too does the amount of chemicals 

used and therefore its costs (Id). Moreover, the Company also notes that chemical 

costs will increase over time (Ewan direct at page 16). 

While I understand the Company’s viewpoint of where it would like to be 

relieved from worrying about cost increases for chemicals there is nothing special 

about these costs nor is there a showing that they are highly volatile or material to 

the Company’s operation. The test year cost of chemicals is built into base rates 

and between rate cases it is a cost of doing business just like thousands of other 

expense items that the Company has. The Company has shown no compelling 

reason to include this cost in the PSA and the proposal should be rejected. 

19 PROPOSED ERA 

20 Q. COULD YOU PLEASE DISCUSS THE COMPANY’S PROPSOAL FOR 

21 THE ENVIRONMENTAL AND RELIABILITY ACCOUNT? 

22 A. Yes. As presented by Company Witness Leland Snook the Company proposes to 

23 establish an Environmental and Reliability Account (“ERA”) mechanism that 
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will allow it to recover the carrying costs of environmental improvement and 

generation plant capacity acquisition or additions (Snook direct at page 23). The 

ERA would include environmental improvement projects which are designed to 

comply with current or prospective environmental standards required by federal, 

state, tribal, or local laws or regulations (Snook at page 25). Generation plant 

capacity acquisitions, projects to improve efficiency or the construction of new 

generating plant would also be included (Id). For example, APS’s pending 

acquisition of Southern California Edison’s share of Four Corners Units 4 and 5 

would be Qualified Investments for inclusion in the ERA in the year following the 

close of the transaction (Id). Under the Company’s proposal it will calculate the 

ERA adjustment based on the investments that were actually placed in-service 

during the preceding calendar year and adjust rates on an annual basis (Snook 

direst at page 24). The Company believes this feature of the ERA complements 

its proposed post-Test Year plant adjustment proposed by APS witnesses 

Schiavoni, Edington and Froetscher (Snook direct at page 25). 

ARE THERE ANY OTHER CONSIDERATIONS THAT SHOULD BE 

TAKEN INTO ACOCUNT WITH RESPECT TO THIS AUTOMATIC 

AD JUSTOR? 

Yes, the most practical one and that is need. One needs to remember that the 

utility business is one of very long term capital intensive assets. These are not 

costs that are highly volatile or made at a moment’s notice. This is especially true 

for capital investments for environmental reasons or additions for capacity and/or 

reliability. Investments for power plant reliability or environmental compliance 
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are easily contrasted to the utility's real short term capital needs of hooking up a 

new customers or replacing a street or traffic light that was demolished by a car in 

a rainstorm. These are low cost items easily available in inventory with 

construction time in hours. 

Contrast the Street Light with the Economizer Replacement at the Cholla 3 Unit. 

This project is as $4.5 million project which is necessary to improve unit 

reliability due to tube failures (See Exhibit MAS 1, page 1 of 24). The 

economizer is a central component of any steam boiler whose purpose is to reheat 

condensed steam coming out of the steam turbine up to but not at the boiling pint 

of water. As the name implies it uses the waste heat of the steam to reheat water 

thereby providing improved economy to the Rankine cycle. In order to perform 

this project one first needs to experience the tube failures. This takes time. One 

then needs to analyze cause of the failures and possible solutions to the problem. 

This takes times. One then need to perform the economic cost of letting the 

problem continue versus the cost of fixing the problem. If the benefit of fixing 

the problem exceeds the cost, then a proposal is made to Company management 

to fix the problem. This takes time. 

At a total cost of $4.5 million the project needs to be engineered and 

specifications sent out to bid. Bids must be then received and analyzed and then 

the most important part of all, the project must be scheduled. Project scheduling 

not only involves for arranging for labor and materials but also outage time of the 
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unit itself. As I mentioned before the economizer is a central part of the steam 

boiler as a whole. To replace it therefore means that the unit must be shut down. 

Shutting down and restarting a steam boiler means shutting it down, letting it 

cool, draining the water out of all piping, erecting scaffolding to perform the 

work, performing the work, testing for leaks, demolishing scaffolding, filling the 

unit with water, testing again, and then finally restarting the unit. This process 

usually takes on the order of 5-12 weeks. One must also remember that the work 

must be done when the plant is down for maintenance which usually occurs doing 

the non-peak (Le. not summer) period. For beginning to end this reliability 

project at Cholla Unit 3 could take a matter of years. 

Just as with the Cholla economizer environmental projects are usually years in the 

making with the regulation being drafted, send out for comment, revised, 

compliance plans prepared and filed and then project planning can commence. In 

sum, I reject the notion that these types of projects are highly volatile in nature 

and cannot be planned with a reasonable degree of accuracy. 

WHAT DO YOU RECOMMEND? 

The ERA should be rejected. According to the proposed plan of administration 

all any project needs to qualify is that the plant in generation, it has a work order, 

and it costs will exceed $500,000 (Attachment LRS-3). With this definition and 

the low dollar threshold I believe that almost any project at a generation plant 

would qualify for recovery. Similar to the post-test plant adjustment the 
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Company is seeking the Commission to approve a mechanism that will act as a 

formula rate whereby rates are continually adjusted upward to fund the 

Company’s growth strategy. 

Q. 

A. Yes, it does. 

DOES THIS CONCLUDE YOUR TESTIMONY? 
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Exh i bi t-(FWR- 1) 

QUALIFICATIONS OF FRANK W. RADIGAN 

Q. M R .  RADIGAN, WOULD YOU PLEASE STATE YOUR FULL NAME, 

OCCUPATION AND BUSINESS ADDRESS. 

My name is Frank W. Radigan. I am a principal in the Hudson River Energy Group, a 

consulting firm providing services regarding utility industries and specializing in the fields 

of rates, planning and utility economics. My office address is 237 Schoolhouse Road, 

Albany, New York 12203 

A. 

Q. WOULD YOU PLEASE SUMMARIZE YOUR EDUCATION AND BUSINESS 

EXPERIENCE? 

I received a Bachelor of Science degree in Chemical Engineering from Clarkson College of 

Technology in Potsdam, New York (now Clarkson University) in 1981. I received a 

Certificate in Regulatory Economics from the State University of New York at Albany in 

1990. From 1981 through February 1997, I served on the Staff of the Department of Public 

Service, the staff arm of the New York State Public Service Commission. I served in the 

Rates and System Planning sections of the Power Division and in the Rates Section of the 

Energy and Water Division. My responsibilities included resource planning and the 

A. 

analysis of rates, depreciation rates and tariffs of electric, gas, water and steam utilities in 

the State and encompassed rate design and performing embedded and marginal cost of 

service studies, as well as depreciation studies. 
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Before leaving the Commission, I was responsible for directing all engineering staff during 

major proceedings, including those relating to rates, integrated resource planning and 

environmental impact studies. In February 1997, I left the Commission and joined the firm 

of Louis Berger & Associates as a Senior Energy Consultant. In December 1998, I formed 

my own company. 

In my 30 years of experience, I have testified as an expert witness in utility rate 

proceedings on more than 100 occasions before various utility regulatory bodies, including 

the Arizona Corporation Commission, the Connecticut Department of Utility Control, the 

Delaware Public Service Commission, the Illinois Commerce Commission, the Maryland 

Public Service Commission, the Massachusetts Department of Telecommunications and 

Energy, the Michigan Public Service Commission, the New York State Public Service 

Commission, the New York State Department of Taxation and Finance, the Nevada Public 

Utilities Commission, the North Carolina Utilities Commission, the Public Service 

Commission of the District of Columbia, the Public Utilities Commission of Ohio, the 

Rhode Island Public Utilities Commission, the Vermont Public Service Board and the 

Federal Energy Regulatory Commission. 

I currently advise a variety of regulatory commissions, consumer advocates, municipal 

utilities and industrial customers concerning rate matters, including wholesale electricity 

rates and electric transmission rates. A summary of my qualifications and experience is 

attached. 
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FRANK W. RADIGAN 

B.S., Chemical Engineering -- Clarkson University, Potsdam, New York (198 1) 

Certificate in Regulatory Economics -- State University of New York at Albany (1990) 

1998.Present Principal, Hudson River Energy Group, Albany, NY -- Provide research, technical evaluation, 
due diligence, reporting, and expert witness testimony on electric, steam, gas and water utilities. Provide 
expertise in electric supply planning, economics, regulation, wholesale supply and industry restructuring 
issues. Perform analysis of rate adequacy, rate unbundling, cost-of-service studies, rate design, rate 
structure and multi-year rate agreements. Perform depreciation studies, conservation studies and proposes 
feasible conservation programs. 

1997.1998 Manager Energy Planning, Louis Berger & Associates, Albany, NY - Advised clients on rate 
setting, rate design, rate unbundling and performance based ratemaking. Served a wide variety of clients in 
dealing with complexities of deregulation and restructuring, including OATT pricing, resource adequacy, 
asset valuation in divestiture auctions, transmission planning policies and power supply. 

1981.1997 Senior Valuation Engineer, New York State Public Service Commission, Albany, NY - Starting as 
a Junior Engineer and working progressively through the ranks, served on the Staff of the New York State 
Department of Public Service in the Rates and System Planning Sections of the Power Division and in the 
Rates Section of the Gas and Water Division. Responsibilities included the analysis of rates, rate design 
and tariffs of electric, gas, water and steam utilities in the State and performing embedded and marginal 
cost of service studies. Before leaving the Commission, was responsible for directing all engineering staff 
during major rate proceedings. 

Electric power restructuring, wholesale and retail wheeling rates, analysis of load pockets and market power, 
divestiture, generation planning, power supply agreements and expert witness testimony, retail access, cost of 
service studies, rate unbundling, rate design and depreciation studies. 

Wholesale Commodity Markets 

Transmission Expansion Planning - Various Utilities -- Member of Transmission Expansion Advisory Committee 
in the New England Power Pool. the Committee is charged with the study of transmission expansion needs in the 
deregulated New England electric market. Ongoing 

Locational Based Pricing - Reading Municipal Light Department -- Using GE multi-area production simulation 
model (MAPS), analyzed New England wholesale power market to cost differences between various generators and 
load centers. 2003 
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Merchant Plant Analysis - Confidential client - Using GE multi-area production simulation model ( M A P S ) ,  
analyzed New York City wholesale power market to determine economics of restructuring PURPA era contract to 
market priced contract. 2002 

Market Price Forecasting - El Paso Merchant Energy - Analyzed New England power market using MAPS for 
purpose of pricing natural gas supply in order to ensure that plant was dispatched at 70% capacity factor as required 
under its gas supply contract. 2002 

Market Price Analysis -Novo Windpower - Analyzed hourly market price data in New York for each load zone in 
State in order to optimize location of new wind power projects. 2002 

Gas Aggregation -Village of Ilion - Advised client on costsfbenefits of aggregating residential gas customers for 
purpose of gas purchasing. 2002 

Gas Procurement - Albany County, New York - Assisted client in analysis of economics of existing gas purchase 
contract; negotiated termination of contract; designing request for proposal for new natural gas supply. 2000 

HQ Prudence Review - Selected by Vermont Public Service Board to perform prudence review power supply 
contract between Hydro Quebec and Central Vermont Public Service Corporation. 1998 

Wholesale Power Supply - Prepared comprehensive RFP to optimize power supply for Solvay municipal utility by 
complementing existing low cost power supplies in order to entice new industrial load to locate within Village. 
1997 

Analysis of Load Pockets and Market Power - Performed analysis of load pockets and market power in New 
York State; determined physical and financial measures that could mitigate market power. 1996 

Study of IPP Contracts and Impacts in New York Performed study to determine rate impacts of power purchase 
contracts entered into by investor owned utilities and independent power producers (IPPs); separately measured rate 
impacts resulting from statewide excess-capacity; determined level of non-optimal reserves for each utility. 1995 

Power Purchase Contract Policies and Procedures -Directed NYSPSC Staff teams in formulation of short- and 
long-run avoided cost estimates (LRACs) using production simulation model (PROMOD); forecasted load and 
capacity requirements; developed utility buy-back rates; presented expert witness testimony on buy-back rate 
estimates and calculation methodologies, thereby implementing curtailment of IPPs as allowed under PURPA. 
1990-1 994 

Integrated Resource Planning - Led NYSPSC Staff team’s examination of each utility’s IEU’ process and 
examination of impacts of processes and regulatory policies influencing the decision making process. 1994 

Intrastate Wheeling Commission Transmission Analysis and Assessment - Chairman of NYSPSC Proceeding to 
examine plans for meeting future electricity needs in New York State. Addressed measures for estimating and 
allocating costs of wheeling, including embedded cost, short-run marginal cost and long run incremental cost 
methods. 1990 

Rate Setting 

Jurisdictional Cost of Service - Mississippi Power Company - On behalf of the Staff of the Mississippi Public 
Utilities Staff prepared a report on the reasonableness of the Company’s jurisdictional cost of service study. 2010 

Rate Case Cost of Service Study - Heritage Hills Water Works- For small water company, performing cost of 
service study for the preparation of a full cost of service study before the New York Public Service Commission. 
2009 
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Rate Case Cost of Service Study. Stowe Electric Department, NY . For small municipal electric utility, assisted 
in the preparation full cost of service study before the Vermont Public Service Board. 2009 

Rate Study. Hudson River Black River Regulating District -- For regulating body performed detailed cost of 
service allocation in order to allocate costs among beneficiaries of water regulation. 

Rate Case Cost of Service Study. Village of Greene, NY . For small municipal electric utility, assisted in the 
preparation full cost of service study before the New York Public Service Commission. 2008 

Rate Case Cost of Service Study -Village of Bath, NY - For small municipal electric utility, assisted in the 
preparation full cost of service study before the New York Public Service Commission. 2008 

Rate Case Cost of Service Study. Village of Richmondville, NY - For small municipal electric utility, assisted in 
the preparation full cost of service study before the New York Public Service Commission. 2008 

Economic Development Rate - Massena Electric Department. For municipal electric utility, developed tariffs for 
economic development rates for new or expanded load. 

Rate Case Cost of Service Study. Village of Hamilton, NY -For small municipal electric utility, prepared full 
cost of service study before the New York Public Service Commission. 2004 

Rate Study - Pascoag Utility District Reviewed the application of the Power Authority of the State of New York 
to increase rates to its wholesale power customers. 2003 

Rate Study - Kennebunk Power and Light Department. Performed rate study of new multi-year wholesale power 
contract against existing rates to determine impact on overall revenue recovery and cash flows of utility. 2003 

Rate Case Cost of Service Study Village of Arcade, NY . For small municipal electric utility, assisted in the 
preparation full cost of service study before the New York Public Service Commission. 2003 

Rate Case Cost of Service Study. Village of Philadelphia, NY . For small municipal electric utility, assisted in 
the preparation full cost of service study before the New York Public Service Commission. 2003 

Rate Case Cost of Service Study. Village of Hamilton, NY .For small municipal electric utility, prepared full 
cost of service study before the New York Public Service Commission. 2004 

Rate Case Cost of Service Study. Fillmore Gas Company. For small natural gas local distribution company, 
performing cost of service study for internal budget controls and formal rate case before the New York Public 
Service Commission. 2003 

Rate Case Cost of Service Study - Rowlands Hollow Water Works- For small water company, performing cost of 
service study for internal budget controls and formal rate case before the New York Public Service Commission. 
2003 

Standby Rates. Independent Power Producers of New York . Analyzed reasonableness of proposed standby rates 
of Niagara Mohawk Power Corporation; proposed alternate rate designs; participated in settlement negotiations for 
new rates. 2002 

Economic Development Rates. Pascoag Utility District - Designed new cost based economic development rates 
charged to large industrial customer contemplating locating within the municipality. 2002 

Page 5 of 14 



Municipalization Study - Kennebunk Power and Light Department - Performed economic analysis of municipal 
utility serving remaining portions of Village not already served; performed valuation of the plant currently owned by 
Central Maine Power. 2001 

Water Rate Study - Pascoag Utility District - Performed cost of service study for water utility; presented alternate 
methods of funding revenue requirement. 2001 

Pole Attachment Rates - Middleborough Gas and Electric Department - Designed cost based pole attachment rates 
charged to CATV customers. 2000 

IS0 Service Tariff -- On behalf of three municipal utilities, analyzed cost basis and proposed rate design of IS0  
Service Tariffs. 2000 

Pole Attachment Rates - City of Farmington, New Mexico municipal electric department - Designed cost based 
pole attachment rates for CATV customers. 1999 

OATT Rates - On behalf of four municipal utilities in New England -Developed cost based annual revenue 
requirements for regional network transmission rates; represent utilities before I S 0  New England committees on 
transmission rate setting issues. 1998-2004 

Consolidated Edison Restructuring - Member NYPSC Staff team -Negotiated major restructuring settlement 
with Consolidated Edison, which decreased utility’s rates by $700 million over five years; implemented retail access 
program; performed rate unbundling; divestiture of utility generation and the allowance of the formation of a 
holding company; accelerated depreciation of generation; established customer education programs on restructuring; 
established service quality and service reliability incentive to ensure that provision of electric service will diminish 
as competitive market emerges. The agreement served as the template for restructuring in New York. 1997 

Cost-of-service Review and Rate Unbundling - Performed rate unbundling of retail rates of Orange & Rockland 
Utilities, Inc. to facilitate delivery of New York Power Authority energy to customer located in Orange & 
Rockland’s service territory. 1992 

Vintage Year Salvage and Study - Managed joint study of staff fi-om Rochester Gas and Electric Corporation and 
NYSPSC to determine feasibility of using vintage year salvage accounting for determining future salvage rates. 
1985 

Environmental Issues 

Energy Conservation Study - Pascoag Utility District. Designed energy conservation rebate program based on 
cost benefit study of various alternatives. Program funded through State mandated collection of energy 
conservation monies from ratepayers. 2002 

Clean Air Act Lawsuit - New York State Attorney General -Investigated modifications made at coal fired 
generating units of New York utilities to determine whether major modifications were made with obtaining pre- 
construction permits as required by the prevention of Significant Deterioration (PSD) provisions of the Act. 1999- 
2002. 

Environmental Impact Study and Simulation Modeling Analysis -Analyzed potential environmental impacts of 
restructuring electric industry in NY using production simulation model PROMOD. 1996 

Renewable Resources - Project Leader in NYSPSC proceeding regarding development and implementation of 
utility plans to promote use of renewable resources. 1995 

Environmental and Economic Impacts Study - Directed study of pool-wide power plant dispatch with 
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environmental adders to determine environmental and economic effects of dispatching electric power plants with 
monetized environmental adders. 1994 

Clean Air Impact Study - Directed study of effects of the Clean Air Act of 1990. Measured statewide cost savings 
if catalytic reduction control facilities were elected to comply with 1990 Clean Air Act Amendments; installed 
components on units in metropolitan NY region. 1994 

Environmental Externalities and Socioeconomic Impacts Study. Managed NYSPSC proceeding to determine 
whether to incorporate environmental costs into Long-Run Avoided Costs for the State’s electric utilities. Study 
purposes: explore the socioeconomic impacts of electric production as compared with DSM; monetize 
environmental impacts of electricity. 1993 

Case 09-E-0715 -New York State Electric and Gas Corporation -- On behalf of Nucor Steel, Auburn, Inc. examined 
the reasonableness of the utility’s proposed construction program, revenue allocation, rate design and decoupling 
mechanism. 2010 

Case 09-S-0029 - Consolidated Edison - On behalf of the County of Westchester testified to the reasonableness of a 
Report Regarding Steam Price Elasticity and Long Term Steam Revenue Requirement Forecast 2010 

Docket No. 09-01299 - Utilities, Inc. of Central Nevada - On behalf of the Nevada Attorney General’s Bureau of 
Consumer Protection testified on the overall revenue requirement, the appropriate level of rate case expense, and 
allocation of corporate salaries. 2010 

Docket No. 09-12-1 1 -Connecticut Water Company - On behalfof the Connecticut Office of Consumer’s Counsel 
examined the reasonableness of the proposed Water Conservation Adjustment Mechanism. 20 10 

Case 9217 - Potomac Electric Power Company - On behalf of the Maryland Office of People’s Counsel examined 
the reasonableness of the utility’s proposed jurisdictional cost of service study, revenue allocation and rate design. 
2010 

Docket No. 09-12-05 -Connecticut Light & Power Company - On behalf of the Connecticut Office of Consumer’s 
Counsel examined the reasonableness of the proposed depreciation rates, revenue allocation and rate design. 20 10 

Case 09-S-0794 - Consolidated Edison - Steam Rates -- On behalf of County of Westchester testified to the 
reasonableness of the Company’s proposal to increase retail rates. 2010 

Case 09-G-0795 - Consolidated Edison - Gas Rates - On behalf of County of Westchester testified to the 
reasonableness of the Company’s proposal to increase retail rates. 2010 

Case 10-S-0001 - Project Orange Associates, LLC -- On behalf of Project Orange Associates testified to the 
reasonableness of whether the steam customers of Syracuse University could benefit if a steam transportation tariff 
were adopted by the New York Public Service Commission. 2009 

Docket No. E-7, Sub 900 -Duke Energy Carolinas, LLC - On behalf of the Sierra Club, Southern Alliance for 
Clean Energy testified on the reasonableness of the Company’s request to recover construction work in progress in 
rate base and to comment on whether the costs incurred by the Company for the supercritical coal plant Cliffside 
Unit 6 are reasonable and prudent. 2009 

D.P.U. 8-64 - New England Gas Company - On behalf of the Massachusetts Attorney General testified to the 
reasonableness of the accuracy of the Company’s accounting data as it related to affiliate transaction with the parent 
Company. 2009 
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Formal Case No. 1027 - Washington Gas Light Company - On behalf of the Office of People’s Counsel fo the 
District of Columbia testified to the reasonableness of the Company’s use of mechanical couplings and problems 
related thereto. 2009 

Docket No. G-04204A-08-0571-- UNS Gas, INC. -- On behalf of the on behalf ofthe Arizona Residential Utility 
Consumer Office examined the reasonableness of the Company’s embedded cost of service study, proposed revenue 
allocation, and proposed rate design. 2009 

Case 09-S-0029 - Consolidated Edison - On behalf of the County of Westchester testified to the reasonableness of 
the method of allocating costs between the utility’s steam system and its electric system. 2009 

Docket No. 09-0407 - Commonwealth Edison - On behalf of the People of the State of Illinois testified to the 
reasonableness of Company’s Chicago Area smart Grid Initiative. 2009 

Docket No. E-01345A-08-0172 -Arizona Public Service - On behalf of the on behalf of the Arizona Corporation 
Commission examined the reasonableness of the Company’s embedded cost of service study, proposed revenue 
allocation, proposed rate design and proposal regarding demand side management cost recovery. 2009 

Case 9182 -Maryland Water Service, Inc. - On behalf of the Maryland Office of People’s Counsel examined the 
reasonableness of the utility’s proposed bulk purchased water rate increase. 2009 

Case 91 82 -Artesian Water Maryland, Inc. - On behalf of the Maryland Ofice of People’s Counsel examined the 
reasonableness of the utility’s proposed advance fees to connect new water customers in the Whitaker Woods 
subdivision. 2009 

Case 08-E-0539 - Consolidated Edison - Electric Rates -- On behalf of County of Westchester testified to the 
reasonableness of the Company’s proposal to increase retail electric rates by $854 million. 2008 

Docket No. 08-07-04 -United Illuminating - On behalf of the Connecticut Office of Consumer’s Counsel examined 
the reasonableness of the Company’s proposed construction budget. 2008 

Docket No. 08-06036 - Spring Creek Utilities - On behalf of the Nevada Attorney General’s Bureau of Consumer 
Protection testified on the overall revenue requirement, the cost allocation and amortization of a new financial 
accounting system, the appropriate level of rate case expense, allocation of corporate salaries, recovely of property 
taxes, and rate design. 2008 

D.P.U. 8-35 - New England Gas Company - On behalf of the Massachusetts Attorney General testified to the 
reasonableness of the Company’s request to increase rates in light of the terms of a previous settlement, the level of 
expenses being charged from the parent Company to the affiliate, the proposed increase in deprecation expense and 
the proposed revenue allocation and rate design. 2008 

Docket No. 08-96 -Artesian Water Company - on behalf of the Staff of the Delaware Public Service Commission 
examined the reasonableness of the Company’s cost of service study and proposed revenue allocation and rate 
design. 2008 

Docket No. 05-03-17PH02 - Southern Connecticut Gas Company - on behalf of the Connecticut Office of 
Consumer’s Counsel examined the reasonableness of the Company’s embedded costs of service study and proposed 
revenue allocation and rate design. 2008 

Docket No. 06-03-04PH02 - Connecticut Natural Gas Corporation - on behalf of the Connecticut Office of 
Consumer’s Counsel examined the reasonableness of the Company’s embedded cost of service study and proposed 
revenue allocation and rate design. 2008 
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Docket No. G-01551A-07-0504 - Southwest Gas Corporation - on behalf of the Arizona Corporation Commission 
examined the reasonableness of the Company’s embedded cost of service study, proposed revenue allocation, 
proposed rate design and proposals regarding revenue decoupling. 2008 

Docket No. E-01933A-07-0402 - Tucson Electric Power Company - on behalf of the Arizona Corporation 
Commission examined the reasonableness of the Company’s embedded cost of service study, proposed revenue 
allocation, proposed rate design and proposals regarding mandatory time of use rates. 2008 

Docket No. 07-09030 - Southwest Gas Corporation - on behalf ofthe Staff of the Nevada Public Utilities 
Commission testified on the reasonableness of the utility’s proposed depreciation rates. 2008 

Civil Action 0542-457-1 -Dominion Hope -on behalf of former employee of the utility examined the utility’s 
hedging and sales for resale practices between affiliates. 2008 

Case 07-829-GA-AIR - Dominion East Ohio - on behalf of the Office of the Ohio Consumer’s Counsel examined 
the reasonableness of the Company’s embedded cost of service study, proposed revenue allocation and rate design 
and examined the reasonableness of proposals on revenue decoupling and straight fixed variable rate design. 2008 

Case 0743-13 15 - Consolidated Edison Steam Rates -- On behalf of County of Westchester testified to the 
reasonableness of the method of allocating costs between the utility’s steam system and its electric system. 2008 

Case No. 9134 - Green Ridge Utilities, Inc. - on behalf of the Maryland Office of People’s Counsel examined the 
reasonableness of the utility’s proposed rate application including the appropriate cost allocation and amortization 
period for expenses incurred to develop and implement Project Phoenix (a new software and financial accounting 
system project), the appropriate level of rate case expense, the requested rate of return and the appropriate level and 
allocation for common expenses from the parent company. 2008 

Case No. 9135 -- Provinces Utilities, Inc. - on behalf of the Maryland Office of People’s Counsel examined the 
reasonableness of the utility’s proposed rate application including the appropriate cost allocation and amortization 
period for expenses incurred to develop and implement Project Phoenix (a new software and financial accounting 
system project), the appropriate level of rate case expense, the requested rate of return and the appropriate level and 
allocation for common expenses from the parent company. 2008 

Case 07-M-0906 -Energy East and Iberdola - On behalf of Nucor Steel, Auburn, Inc. examined the reasonableness 
of the proposed Acquisition of Energy East Corporation by Iberdrola merger. 2008 

Case 07-E-0523 - Consolidated Edison - Electric Rates -- On behalf of County of Westchester testified to the 
reasonableness of the Company’s proposal to increase retail electric rates by over $1.2 billion or 33%. 2007 

Docket Nos. ER07-459-002, ERO7-5 13-002, and ELO7-11-002 -Vermont Transco -- on behalf of the Vermont 
Towns of Stowe and Hardwick, and the Villages of Hyde Park, Johnson and Monisville on whether the direct 
assignment and rate impacts of a proposed transmission line were with current policy of the Federal Energy 
Regulatory Commission 2007 

Docket No. 07-05-19 - Aquarion Water Company - On behalf of the Connecticut Office of Peoples Counsel 
examined the reasonableness of the utility’s proposed revenue allocation, rate design, weather normalization and 
depreciation rates 2007 

Docket No. E-04204A-06-0783 - UNS Electric - On behalf of the Arizona Corporation Commission testified on the 
reasonableness of the utility’s proposed revenue allocation and rate design. 2007 

Docket Nos. 06-1 1022 and 06-1 1023 -Nevada Power Company - On behalf of the Staff of the Nevada Public 
Utilities Commission testified on the reasonableness of the utility’s proposed depreciation rates and expense levels. 
2007 
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Case 06-G-1186 - KeySpan Delivery Long Island - on behalf of the Counties of Nassau and Suffolk analyzed the 
Company’s proposed rate design and its for amortization of costs for expenditures relating to Manufactured Gas 
Plants. 2007 

Case 06-M-0878 - National Grid and KeySpan Corporation - on behalf of the Counties of Nassau and Suffolk 
analyzed the public benefit of the proposed merger, customer service, demand side management programs, rate 
relief as it relates to competition and customer choice, the repowering of the existing generating stations on Long 
Island, and the remediation of contamination caused by Manufactured Gas Plants. 2007 

Docket No. 06-07-08 - Connecticut Water Company - On behalf of the Connecticut Department of Utility Control 
examined the reasonableness of the utility’s proposed depreciation rates, revenue allocation and rate design. 2006 

Docket No. ELO7-11-000 -Vermont Transco -- on behalf of the Vermont Towns of Stowe and Hardwick, and the 
Villages of Hyde Park, Johnson and Morrisville evaluated whether the proposed and subsequently abandoned 
allocation of costs for the Lamoille County Project was reasonable and whether the direct assignment and rate 
impacts of a proposed transmission line were with current policy of the Federal Energy Regulatory Commission. 
2006 

Case 0543-1376 - Consolidated Edison - Steam Rates -- On behalf of County of Westchester testified to the 
reasonableness of the method of allocating costs between the utility’s steam system and its electric system. 2006 

Docket No. 06-48-000 - Braintree Electric Light Department - On behalf of the municipal utility presented an cost 
of service study used to calculate the annual revenue requirement for a generating station that was deemed to be 
required for reliability purposes. 2006 

Case 05-E-1222 -New York State Electric and Gas Corporation - On behalf ofNucor Steel, Auburn, Inc. examined 
the reasonableness of the utility’s proposed average service lives, forecast net salvage figures, and proposal to 
switch from whole life to remaining life method. 2006 

Docket No. 05-10004 - Sierra Pacific Power Company - On behalf of the Staff of the Nevada Public Utilities 
Commission testified on the reasonableness of the utility’s proposed electric depreciation rates and expense levels. 
2006 

Docket No. 05-10006 - Sierra Pacific Power Company - On behalf of the Staff of the Nevada Public Utilities 
Commission testified on the reasonableness of the utility’s proposed gas depreciation rates and expense levels. 2006 

Docket No. ERO6-17-000 - IS0 New England, Inc. - On behalf of a group of municipal utilities in Massachusetts 
prepared an affidavit on the reasonableness of proposed changes to the Regional Network Service transmission 
revenue requirements rate setting formula. 2005 

Case 04-E-0572 - Consolidated Edison - Electric Rate - On behalf of the County of Westchester testified to the 
reasonableness of the Company’s revenue allocation amongst service classes and the company’s fully allocated 
embedded cost of service study. 2004 

Docket No. 04-02-14 - Aquarion Water Company - On behalf of the Connecticut Department of Utility Control 
examined the reasonableness of the utility’s proposed depreciation rates, weather normalization proposal and certain 
operation and maintenance expense forecasts. 2004 

Docket No. U-13691 -Detroit Thermal, LLC - On behalf of the Henry Ford Health Systems testified on the 
reasonableness of the utility’s proposed default tariffs for steam service. 2004 

Docket No. 04-301 1 - Southwest Gas Corporation - On behalf of the Staff of the Nevada Public Utilities 
Commission testified on the reasonableness of the utility’s proposed depreciation rates and expense levels. 2004 
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Docket No. ERO3-563-030 -- Devon Power, LLC, et al. - On behalf of the Wellesley Municipal Light Plant filed a 
prepared afidavit with FERC with respect the proposal of IS0  New England, Inc. to establish a locational Installed 
Capability market in New England. 2004 

Docket No. 03-10002 -Nevada Power Company - On behalf of the Staff of the Nevada Public Utilities 
Commission testified on the reasonableness of the utility’s proposed depreciation rates and expense levels. 2004 

Case 03-E-0765 - Rochester Gas and Electric Corporation - Before the New York Public Service Commission 
submitted testimony on rate design, rate unbundling, depreciation, commodity supply and reasonableness and 
ratemaking treatment of proceeds from the sale of a nuclear generating plant. 2003 

New York State Department of Taxation and Finance Versus Brooklyn Navy Yard Cogeneration Partners - 
Testified on behalf of independent power producer in income tax case regarding tax payments associated with gas 
used to produce electricity. Testimony focused on ratemaking policies and practices in New York State. 2003 

Docket No. 2930 -Narragansett Electric -Before the Rhode Island Public Utilities Commission submitted 
testimony on the reasonableness of the utility’s proposed shared savings sling and its implications for the overall 
reasonableness of the Company’s distribution rates. 2003 

Docket No. 03-07-01 - Connecticut Light and Power Company -Before the Connecticut Department of Public 
Utility Control testified to the recovery of “federally mandated” wholesale power costs. 2003 

Docket No. ERO3-1274-000 -Boston Edison Company -Before the Federal Energy Regulatory Commission 
submitted affidavit on the reasonableness of the utility’s proposed depreciation rates and expense levels. 2003 

Case 210293 - Corning Incorporated - Before the New York Public Service Commission submitted an affidavit on 
certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in New York 
and the utility’s billing practices as they relate to flex rate contracts. 2003 

Case 3323 1 1 - Nucor Steel Auburn, Inc. -Before the New York State Public Service Commission submitted an 
affidavit on certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in 
New York and the utility’s billing practices as they relate to flex rate contracts. 2003 

Case 645903 -Prepared affidavit for consideration by the Supreme Court of the State of New York as to the 
purpose, need and fuel choice for the Jamaica Bay Energy Center (Jamaica Bay) as it related to good utility planning 
practice for meeting the energy needs of utility customers. 2003 

Case 00-M-0504 -New York State Electric and Gas Corporation - Reviewed reasonableness of utility’s llly 
allocated embedded cost of service study and proposed unbundled delivery rates. 2002 

Docket No. TX96-4-001 -On behalf of the Suffolk County Electrical Agency proposed unbundled embedded cost 
rates for wheeling of wholesale power across distribution facilities. 2002 

Case 00-E-1208 - Consolidated Edison: Electric Rate Restructuring - On behalf of Westchester County, addressed 
reasonableness of having differentiated delivery services rates for New York City and Westchester. 2001 

Case 01-E-0359 - Petition of New York State Electric & Gas - Multi-Year Electric Price Protection Plan - 
Addressed reasonableness of Price Protection Plan (PPP); presented alternative rate plan that called for 20% 
decrease in utility’s base rates. 2001 

Case 01-E-001 1 -Joint Petition of Co-Owners ofNine Mile Nuclear Station -Addressed the reasonableness of the 
proposed nuclear asset sale and the ratemaking treatment of the after gain sale proposed by NYSEG. 2001 
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Docket No. ELOO-62-005 - IS0  New England Inc. - Submitted affidavit on reasonableness of ISO’s proposed 
$4.75/kW/month Installed Capability Deficiency Charge. June 200 1 

Docket No. ELOO-62-005 - IS0  New England Inc. - Submitted affidavit on reasonableness of proposed 
$0.17/kW/month Installed Capability Deficiency Charge. January 2001 

Docket No. 2861 - Pascoag Fire District: Standard Offer, Charge, Transition Charge and Transmission Charge - 
Testified on elements of individual charges, procedures for calculation and reasons for changes from previous filed 
rates. 2001 

Case 96-E-0891 -New York State Electric & Gas: Retail Access Credit Phase - On behalf of a large industrial 
customer, testified on cost of service considerations regarding NYSEG’s earnings performance under the terms of a 
multi-year rate plan and the appropriate level of Retail Access Credit for customers seeking alternate service from 
alternate suppliers. 2000 

Docket No. ER99-978-000 - Boston Edison Company: Open Access Transmission Tariff - Testified on design, 
revenue requirement, and reasonableness of proposed formula rates proposed by Boston Edison Company for 
calculating charges for local network transmission service under open access tariff. 1999 

Docket Nos. OA97-237-000, et. al. -New England Power Pool: OATT - Testified on design, revenue requirement, 
and reasonableness of proposed formula rate for transmission service; testified to proposed rates, charges, terms and 
conditions for ancillary services. 1999 

Docket No. 2688 - Pascoag Fire District: Electric Rates - Testified on elements of savings resulting from 
renegotiation of contract with wholesale power supplier and presented analysis that justified need for and amount of 
base rate increase. 1998 

New York State Department of Taxation and Finance Versus Zapco Energy Tactics Corporation - Testified on 
behalf of independent power producer in income tax case regarding tax payments associated with electric 
interconnection equipment. Testimony focused on policies and practices faced in doing business in New York 
State. 1998 

Docket No. 25 16 - Pascoag Fire District: Utility Restructuring - Testified on manner and means for utility’s 
restructuring in compliance with Rhode Island Utility Restructuring Act of 1996. Testimony presented a 
methodology for calculating stranded cost charge, unbundled rates, and new terms and conditions of electric services 
in deregulated environment. 1997 

Case 94-E-0334 - Consolidated Edison: Electric Rates -Led Staff team in review of utility’s multi-year rate filing 
seeking increased rates of $400 million. Directed team in review of resource planning, power purchase contract 
administration, and fuel and purchased power expenses and testified on reasonableness of company’s actions 
regarding buy-out of contract with an independent power producer and renegotiation of contract with another 
independent power producer. Lead negotiations for multi-year settlement and performance-based ratemaking 
package that resulted in a three-year rate freeze. 1994 

Case 93-G-0996 - Consolidated Edison: Gas Rates - Testified on reasonableness of utility’s proposed depreciation 
rates. 1994 

Case 93-S-0997 - Consolidated Edison: Steam Rates - Testified on reasonableness of utility’s resource planning for 
steam utility system. 1994 

Case 93-S-0997 and 93-G-0996 - Consolidated Edison: Steam Rates - Testified on reasonableness of multi-year 
rate plan proposed by the utility. 1994 

Case 94-E-0098 -Niagara Mohawk: Electric Rates -Reviewed utility’s management of its portfolio of power 
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purchase contracts with independent power producers for the reasonableness of recovery of costs in retail rates. 
1994 

Case 93-E-0807 - Consolidated Edison: Electric Rates - Testified on rate recovery mechanism for costs associated 
with termination of five contracts with independent power producers. 1993 

Case 92-E-0814 -Petition for Approval of Curtailment Procedures - Testified on methodology for estimating 
amount of power required to be curtailed and staff’s estimate of curtailment. 1992 

Case 90-S-0938 - Consolidated Edison: Steam Rates -Testified on reasonableness of utility’s embedded cost of 
service study, and proposed revenue re-allocation and rate design. 1991 

Case 91-E-0462 - Consolidated Edison: Electric Rates -Implementation of partial pass-through fuel adjustment 
incentive clause. 1991 

Case 90-E-0647 -Rochester Gas and Electric: Electric Rates -Analysis and estimation of monthly fuel and 
purchased power costs for use in utility’s performance based partial pass-through fuel adjustment clause. 1990 

Case 29433 - Central Hudson Gas and Electric: Electric Rates - Analysis of utility’s construction budgeting 
process, rate year electric plant in service forecast, lease revenue forecast, forecast and rate treatment of profits from 
sales of wholesale power and estimation of he1 and purchased power expenses for use in the utility’s partial pass- 
through fuel adjustment clause. 1987 

Case 29674 -Rochester Gas and Electric: Electric Rates - Review of utility’s historic and forecast O&M 
expenditure levels forecast and rate treatment of profits from wholesale power, and estimation of fuel and purchased 
power expenses, and price out of incremental revenues from increased retail sales. 1987 

Case 29195 - Central Hudson Gas and Electric: Electric Rates -Review of utility’s construction budgeting process, 
analysis of rate year electric plant in service, forecast and rate treatment of profits from sales of wholesale power, 
and estimation of fuel and purchased power expenses. 1986 

Case 29046 - Orange and Rockland Utilities: Electric Rates - Testified on the reasonableness of the utility’s 
proposed depreciation rates and expense levels. 1985 

Case 283 13 - Central Hudson Gas and Electric: Electric Rates -Review of utility’s construction budgeting process; 
analysis of rate year electric plant in service forecast; review of rate year operations and maintenance expense 
forecast; forecast and rate treatment of profits from sales of wholesale power; estimation of fuel and purchased 
power expenses. 1984 

Case 28316 -Rochester Gas and Electric: Steam Rates -Price out of steam sales including the review of historic 
sales growth, usage patterns and forecast number of customers. 1984 

National Association of State Utility Consumer Advocates Annual Conference, 2008 - Speaker on a case study of 
“Smart Metering” 

Multiple Intervenors Annual Conference - What Will Impact Market Prices? 1998, Syracuse, New York - Speaker 
on the impact that deregulation would have on market prices for large industrial customers. 

IBC Conference - Successful Strategies for Negotiating Purchased Power Contracts, 1997, Washington, DC - 
Speaker on NY power purchase contract policies, ratepayer valuation, contract approval process and policy on 
recovery of buyout costs. 
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Gas Daily Conference - Fueling the Future: Gas’ Role in Private Power Projects, 1992, Houston, Texas -Panel 
member addressing changing power supply requirements of electric utilities. 

Member Municipal Electric Utility Association, Northeast Public Power Association and New York State ISO. 
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RUCO Schedule C-1 
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Line 
- No. 

1. 
2. 
3. 
4. 

5. 
6. 
7. 
8. 
9. 
IO .  

11. 

12. 
13. 
14. 
15. 
16. 

I 7. 

18. 
19. 
20. 
21. 
22. 

23. 

DescriDtion 

Electric Operating Revenues 
Revenues from Base Rates 
Revenues from Surcharges 
Other Electric Revenues 
Total 

Operating expenses: 
Electric fuel and purchased power 
Operations and maintenance excluding fuel expenses 
Depreciation and amortization 
Income taxes 
Other taxes 
Total 

Operating income 

Other income (deductions): 
Income taxes 
Allowance for equity funds used during construction 
Other income 
Other expense 

Total 

Income before interest deductions 

Interest deductions: 
Interest on long-term debt 
Interest on short-term borrowings 
Debt discount, premium and expense 
Allowance for borrowed funds used during construction 

Total 

Net income 

Actual 
For The 

Test Year 
Ended 12/31/2010 (a) 

(A) 

$ 2,946,463 
71 530 

162,814 
3,180,807 

1,046,815 
900,372 
406,632 
175.440 
1341467 

2,663,726 

517,081 

4,975 
22,066 
8,956 

(15,8591 
20,138 

537,219 

205,209 
8,267 
4,559 

(1 6,479) 
201,556 

$ 335,663 

Total Company 

Sumortina Schedules: 
(a) E-2 
(b) RUCO C-2 

ARIZONA PUBLIC SERVICE COMPANY 
TOTAL COMPANY 

ADJUSTED TEST YEAR INCOME STATEMENT 
TEST YEAR ENDED 12/31/2010 

(Thousands of Dollars) 

Test Year 
Results After 

Proforma Line 
Adiustments (c) No. 

(C) 

$ 2,956,503 1. 
2. 

136,849 3. 
3,093,352 4. 

1,028,523 5. 
712,024 6. 
384,373 7. 
244,038 8. 
152,658 9. 

2,521,616 IO.  

571,736 11. 

4,975 12. 
22,066 13. 
8,956 14. 

(15,859r 15. 
20,138 16. 

591,874 17. 

205,209 18. 
8,267 19. 
4,559 20. 

(16,479) 21. 
201,556 22. 

$ 390,318 23. 

RecaD Schedules: 
(c) RUCO A-2 
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Line 
- No. 

I. 
2. 
3. 
4. 

5. 
6. 
7. 
8. 
9. 

I O .  

11. 

12. 
13. 
14. 
15. 
16. 

1 7. 

18. 
19. 
20. 
21. 
22. 

23. 

ARIZONA PUBLIC SERVICE COMPANY 
ACC JURISDICTION 

ADJUSTED TEST YEAR INCOME STATEMENT 
TEST YEAR ENDED 12/31/2010 

(Thousands of Dollars) 

Description 

Electric Operating Revenues 
Revenues from Base Rates 
Revenues from Surcharges 
Other Electric Revenues 
Total 

Operating expenses: 
Electric fuel and purchased power 
Operations and maintenance excluding fuel expenses 
Depreciation and amortization 
Income taxes 
Other taxes 
Total 

Operating income 

Other income (deductions): 
Income taxes 
Allowance for equity funds used during construction 
Other income 
Other expense 

Total 

Income before interest deductions 

Interest deductions: 
Interest on long-term debt 
Interest on short-term borrowings 
Debt discount, premium and expense 
Allowance for borrowed funds used during construction 

Total 

Net income 

Test Year 
Results After 

Proforma 
Adiustments Ib) 

(C) 

$ 2,873,037 
(1 2,562) 
121,013 

2,981,488 

1,003,305 
812,592 
331,775 
213,123 
129,636 

2,490,431 

491,057 

491,057 

$ 491,057 

Sumortina Schedules: 
(a) RUCO C-2 

Recap Schedules: 
(b) RUCOA-I 

Line 
- No. 

1. 
2. 
3. 
4. 

5. 
6. 
7. 
8. 
9. 
10. 

1 I. 

12. 
13. 
14. 
1 5. 
16. 

1 7. 

18. 
19. 
20. 
21. 
22. 

23. 

Schedule C-I 
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Line 
- No. 

1. 
2. 
3. 
4. 

5. 
6. 
7. 
8. 
9. 

IO .  

11. 

12. 
13. 
14. 
15. 
16. 

1 7. 

18. 
19. 
20. 
21. 
22. 

23. 

ARIZONA PUBLIC SERVICE COMPANY 
ACC JURISDICTION 

ADJUSTED TEST YEAR INCOME STATEMENT 
TEST YEAR ENDED 12/31/2010 

(Thousands of Dollars) 

ACC Jurisdiction 
Actual Test Year 

For The Results After 
Proforma Test Year 

DescriDtion Ended 12/31/2010 Adiustments fb) 
(A) (C) 

Electric Operating Revenues 
Revenues from Base Rates $ 2,862,997 $ 2,873,037 
Revenues from Surcharges 71,238 (1 2,562) 
Other Electric Revenues 146,808 121,013 
Total 3,081,043 2,981,488 

Operating expenses: 
Electric fuel and purchased power 1,021,577 1,003,305 
Operations and maintenance excluding fuel expenses 1,000,134 812,592 
Depreciation and amortization 358,023 331,775 
Income taxes 150,805 213,123 
Other taxes 114,221 129,636 

2,490,431 

Operating income 436,283 491,057 

Total 2,644,760 

Other income (deductions): 
Income taxes 
Allowance for equity funds used during construction 
Other income 
Other expense 

Total 

Income before interest deductions 436,283 491,057 

Interest deductions: 
Interest on long-term debt 
Interest on short-term borrowings 
Debt discount, premium and expense 
Allowance for borrowed funds used during construction 

Total 

Net income $ 436,283 $ 491,057 

Line 
- No. 

1. 
2. 
3. 
4. 

5. 
6. 
7. 
8. 
9. 
IO. 

1 I .  

12. 
13. 
14. 
1 5. 
16. 

1 7. 

18. 
19. 
20. 
21. 
22. 

23. 

SuDDortinq Schedules: 
(a) RUCO C-2 

Recap Schedules: 
(b) RUCO A-I 

Schedule GI 
Page 1 of 1 

APS14943 
Page 2 of 2 



RUCO Schedule C-2 
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RUCO Fair Value Increment 



Calculation of Fair Value Increment 

Adjusted Test Ear Capital Srudure 
1. LonpTerm Debt 
2. Referred Sock 
3. Common Quity 
4. Sort-Term Debt 
5. Total 

Capital Srudure with 1.5%Wlncremenf 
6. bnpTerm Debt 
7. Referred stock 
8. Common Quity 
9. Sort-Term Debt 
10. NRBlncfement 
11. Total 

Bi r  Value Increment Calwlafion 
12. Fate- 
13. Fate of %turn 
14. !+quired Qerating Income 

15. Adjusted Qerating Income 

16. Adjusted Qerating Income M i a e n q  (line 14 -line 15) 
17. FWenue Conversion Factor 
18. IncTeas? in Base &venue kquirements (line 16 * line 17) 

19. Fair Value Increment 

Amount % Bst Wte W e i w e d  Avg 
$ 3,382,856 46.06% 6.26% 2.88% 

0.00% 0.00% 0.00% 
3,961,248 53.94% 10.00% 5.39% 

0.00% 0.00% 0.00% 
$ 7,344,104 100.00% 8.27% 

-c - 

Amount % Q s t w t e  W e i w e d A v g  
$ 3,382,856 46.06% 4.08% 1.88% 

0.00% 0.00% 0.00% 
3,961,248 53.94% 7.82% 4.22% 

0.00% 0.00% 0.00% 
0.00% 0.00% 0.00% 

$ 7,344,104 100.00% 6.10% 

Fair Value OrigjMI Bst 
$ 8,050,131 $ 5,544,426 

6.10% 
$ 491,058 

8.27% 
$ 458,524 

$ 491,057 $ 491,057 

1.6532 
$ (0) 

$ 53,784 

1.6532 
$ (53,785) 

APS14948 
Page 1 of 1 
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RUCO Cash Working Capital 

Adj ustrnent 











RUCO Pro-Forma Income Tax 

Calculation and Interest Expense 

Synchronization 



ARIZONA PUBLIC SERVICE COMPANY 
Detail of Pro Forma Adjustment to Operating Income as Shown on Schedule C-2, page 5, column 13 

Total Company 
(Thousands of Dollars) 

PRO FORMA ADJUSTMENT: INCOME TAXES 

Line 
No. 

1. 

2. 
3. 

4. 

5. 

6. 

Description 

Operating Income Before Income Tax 

Interest Expense and Other Net Deductions 
Taxable Income 

Income Tax at 39.51% 

Deferred Tax 

Operating Income After Tax 

JCL-WP25 page 2 [A] 

Amount RUCO 

$ $ 

(60,142) (57,259) 

23,762 22,623 

$ (23,762) $ (22,623) 

JCL-W25 
Page 1 of 2 
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ARIZONA CORPORATI ON COMMISSION 
STAFFS TWENTY FI FTH SET OF DATA REQUESTS 

REGARD1 NG THE APPLI CAT1 ON TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 25, 201 1 
DOCKET NO. E-01345A- 1 1-0224 

Staff 25.15: Four Corners Reclamation costs. Refer to JCL-WP32 and Mr. La 
Benz’ direct testimony at pages 28-29. 

a. Provide the August 2010 Marston study. 

b. Please confirm that APS’ request for Four Corners Coal 
Reclamation costs is based on a four year amortization, 
wherein, as shown on JCL-WP32, page 27, APS proposes to  
amortize $25,122,294 over four years starting on July 1, 
2012. I f  this is not accurate, explain fully. 

c. Please provide the documents and orders upon which APS 
has relied for its assumption that the Four Corners Units 1-3 
reclamation costs will be incurred from July 1, 2012 through 
June 30, 2016. 

d. Please explain fully why the reclamation for Four Corners 
Units 1-3 cannot be done at the same time as the 
reclamation for Four Corners Units 4 and 5. 

e. Please provide a calculation, similar to  JCL-WP32, page 2 of 
7, but which escalates the reclamation costs for Four Corners 
Units 1-3 through 6/30/2038 and bases the annual 
amortization amount on a 26 year amortization, similar to 
the reclamation cost amortization for Four Corners Units 4-5. 

Are the mines and source of coal from BHP Billiton the same 
for Four Corners Units 1-3 and Four Corners Units 4-5? I f  
not, please explain. 

g. Please identify the coal source/mines, c ontract(s), a nd 
annual purchase tonnage commitments for each such 
contract in place during 2010 to  serve Four Corners Units 1- 
3. 

h. Please identify the coal sourcelmines, contract(s) and annual 
purchase tonnage commitments for each such contract in 
place during 201 0 to  serve Four Corners Units 4-5. 

i. Please identify and explain how the coal source/mines, 
contract(s), and annual purchase tonnage commitments for 
each current coal supply contract currently serving Four 
Corners Units 1-3 and Units 4-5 would be affected by the 
retirement of Units 1-3 and extended operating life of Units 
4-5. 

Would any of the coal supply currently serving Four Corners 
Units 1-3 be used or usable to supply Four Corners Units 4-5 
if the useful life of Units 4-5 is extended through 2038? I f  
not, explain fully why not. I f  so, please explain how that 
would occur. 

f. 

j .  

Witness: Jay La Benn 
Page 1 of 5 



1 Marston Study Final Reclamation Direct Costs ' 
2 Marston Study Final Reclamation Indirect Costs' 
3 Taxes & Royalties ((Line 1 + Line 2) 19.753%) 81 '  

4 Total Final Reclamation as of 12/31/2010 

5 Escalated Total Final Reclamation2 A I J  

6 Actual amount accrued through mid 2012 

7 Amount to be recovered as of 7/1/2012 

B I J  

Four Corners Coal Reclamation 
Pro Forma - Regulatory Liability 

Exhibit-FWR-4 

Units 1-3 Units 4-5 Total 

$ 52,151,708 $ 18,516,490 $ 70,668,198 
6,996,544 2,484,127 9,480,671 

11,683,259 4,148,147 15,831,406 

70,831,511 25,148,764 95,980,275 

73,959,382 49,593,293 123,552,675 

48,837,088 17,339,633 66,176,721 

25,122,294 32,253,660 57,375,954 

8 Rate Recovety 4-26 years (7/1/2012-6/30/2038 (Line 6 I 4  and 26))3 6,280,573 1,240,525 7,521,099 
(Recovery period reflects term of the BHP coal contract) 

9 Less Test Year Expense A I w  963,011 341,917 1,304,928 

10 Pro Forma Adjustment $ 5,317,563 $ 898,608 $ 6,216,171 A I  

' APS' share of Four Corners Units 1-3 is approxirnatety 30% and 10% for Units 4-5 of the total August 
2010 Marston study. 
Escalation calculated at 2 .5% as of 1/1/2011 through 9/30/2012 for U 1-3 and through 6/30/2038 for U 4-5 
Four Corners Units 1-3 have a 4 year recovery period and account for approximatety 74% of the costs. 
Four Corners Units 4-5 have a 26 year recovery period and account for approximately 26% of the costs. 

a 

JCL-WP32 
Page 2 of 7 



ARIZONA CORPORATION COMMISSION 
STAFF'S TWENTY FIFTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-01345A-11-0224 
OCTOBER 25, 2011 

Staff 25.15: Four Corners Reclamation costs. Refer to JCL-WP32 and Mr. La 
Benz' direct testimony at  pages 28-29. 

a. Provide the August 2010 Marston study. 

b. Please confirm that APS' request for Four Corners Coal 
Reclamation costs is based on a four year amortization, 
wherein, as shown on JCL-WP32, page 27, APS proposes to 
amortize $25,122,294 over four years starting on July 1, 
2012. I f  this is not accurate, explain fully. 

c. Please provide the documents and orders upon which APS 
has relied for its assumption that the Four Corners Units 1-3 
reclamation costs will be incurred from July 1, 2012 through 
June 30, 2016. 

d. Please explain fully why the reclamation for Four Corners 
Units 1-3 cannot be done at  the same time as the 
reclamation for Four Corners Units 4 and 5. 

e. Please provide a calculation, similar to JCL-WP32, page 2 of 
7, but which escalates the reclamation costs for Four Corners 
Units 1-3 through 6/30/2038 and bases the annual 
amortization amount on a 26 year amortization, similar to 
the reclamation cost amortization for Four Corners Units 4-5. 

f. Are the mines and source of coal from BHP Billiton the same 
for Four Corners Units 1-3 and Four Corners Units 4-5? I f  
not, please explain. 

g. Please identify the coal source/mines, contract(s), and 
annual purchase tonnage commitments for each such 
contract in place during 2010 to  serve Four Corners Units 1- 
3. 

h. Please identify the coal source/mines, contract(s) and annual 
purchase tonnage commitments for each such contract in 
place during 2010 to serve Four Corners Units 4-5. 

i. Please identify and explain how the coal source/mines, 
contract(s), and annual purchase tonnage commitments for 
each current coal supply contract currently serving Four 
Corners Units 1-3 and Units 4-5 would be affected by the 
retirement of Units 1-3 and extended operating life of Units 
4-5. 

j. Would any of the coal supply currently serving Four Corners 
Units 1-3 be used or usable to supply Four Corners Units 4-5 
if the useful life of Units 4-5 is extended through 2038? I f  
not, explain fully why not. I f  so, please explain how that 
would occur. 

Witness: Jay La Benz 
Page 1 of 5 
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ARIZONA CORPORATION COMMISSION 
STAFF’S TWENTY FIFTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-01345A-11-0224 
OCTOBER 25, 2011 

Staff 25.15: k. Will the coal supply contract for Four Corners Units 4-5 be 
extended or renegotiated if those units operate through 
2038. 

Refer to JCL-WP32, page 2 of 7. Please provide notes 4 and 
5, which are referenced on lines 5 and 6, and on line 9, 
respectively. 

m. Why has APS used a 2.5% escalation rate on JCL-WP32, 
page 2 of 7 for Four Corners coal reclamation costs, but a 
2.0% escalation rate on Exhibit REW-2, Statement G, page 
70 for dismantlement costs? 

n. Provide all support APS relied upon for the 2.5% escalation 
rate on JCL-WP32, page 2 of 7. 

0. For each contract for coal supply serving Four Corners, 
please identify the coal contract provisions that relate to 
reclamation costs. 

p. Please provide the excerpts of the coal contracts for the 
provisions that relate to reclamation costs, identified in part 

q. Will the coal reclamation work be done by APS employees or 
contractors? Explain . 

r. Has APS issued any RFPs or solicitations related to  Four 
Corners Units 1-3 coal reclamation work? I f  not, explain 
fully why not. I f  so, please identify and describe the RFPs 
and solicitations, indicate when they were issued, and 
explain whether APS has received any responses. 

I. 

0. 

Response: a. Please refer to APS’s response to Pre-filed 1.29 APS14149. 

b. Yes, for the Four Corners Units 1-3 portion of Coal 
Reclamation costs, APS proposes to  amortize $25,122,294 
over four years starting on July 1, 2012. 

c. Assuming that Four Corners Units 1-3 will cease operations 
at  the end of the current coal contract, that will occur by July 
6, 2016, APS is under a contract with BHP, which requires 
APS to  fund to  BHP the final reclamation costs related to the 
closing units prior to  final closure of those units. Please see 
the relevant portion of the BHP contract attached as 
APS14980. Please note the attachment is confidential and is 
being provided pursuant to  an executed protective 
agreement. 

Witness: Jay La Benz 
Page 2 of 5 



ARIZONA CORPORATION COMMISSION 
STAFF'S TWENTY FIFTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-0 
OCTOBER 

1345A- I  1-0224 
25, 2011 

Response to d. 
Staff 25.15 
Continued: 

e. 

f. 

9. 

h. 

i. 

The final physical reclamation of the mine will begin when 
coal is no longer provided out of the mine for any Four 
Corners Unit. However, under the assumption that Four 
Corners Units 1-3 cease operation in 2016, APS ,under the 
contract with BHP, is required to  fund an escrow account for 
the final reclamation costs related to the closing units prior 
to those units ceasing operation. The costs for the closing 
units would be apportioned based upon the historical 
production volumes for Units 1-3 (APS owned) and Units 4/5 
(Participant owned). Please see response to  (i) and (p) for 
re la ted con tract deta i Is. 

See attached schedules, as APS14981, reflecting pro forma 
escalating the reclamation costs for Four Corners Unit 1-3 
through 6/30/2038. 

Yes, the mines and source of coal from BHP Billiton are the 
same for Four Corners Units 1-3 and Four Corners Units 4-5. 

The BHP Navajo Coal Company is the sole source provider of 
coal to the Four Corners Power Plant Units 1-5, with supply 
sourced from the BHP Navajo Mine. The coal is provided 
under the terms of the "Four Corners Coal Supply 
Agreement". 

Responsibility for the minimum Base Annual Requirement 
among the Units 1-5 is allocated as follows: 

Plant Units 1, 2, and 3 shall be responsible for 34 x 
10*12 Btu/year of the Base Annual Requirement 
(approx. 1.91M tons) 

0 Plant Units 4 and 5 shall be responsible for 80 x 10A12 
Btu/year of the Base Annual Requirement (approx. 4.49M 
tons) 

Please see response (9). 

The current "Four Corner Coal Supply Agreement" expires 
July 6, 2016. An extended operating life for Units 4-5 will 
require the negotiation of a new or extended coal supply 
agreement for future years. 

I f  Units 1-3 are retired prior to 2016, there will be two 
provisions of the current agreement that will require 

Witness: Jay La Benz 
Page 3 of 5 
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ARIZONA CORPORATION COMMISSION 
STAFF’S TWENTY FIFTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 25, 2011 
DOCKET NO. E-01345A-11-0224 

Response to 
Staff 25.15 
Continued: 

attention. These are: 

Shortfall in the purchase of the base annual tonnaae 
reauirement. The current minimum purchase requirement is 
approx. 6.4 M tons/year. APS Units 1-3 have a minimum 
purchase requirement of 1.91M tons/year. To the extent 
that the annual purchase obligation to  BHP falls short of 6.4 
M tons/yr., an accounting for the shortfall will be required. 
Over the past 10 years, Units 4/5 have burned 
approximately 5.9M tons/yr. 

Final Reclamation Liabilitv. An estimate and agreement of 
the amount of final reclamation liability for the BHP Navajo 
Mine will need to be made at the time of the early retirement 
of Units 1-3. The allocation of Units 1-3 share of this liability 
will be calculated and will be funded into an escrow account 
that is currently established for this purpose. The escrow 
account will remain under the control of APS until the BHP 
Navajo Mine ceases production and the final reclamation 
payment for Units 1-5 is made to  BHP. This final reclamation 
payment will be based upon an estimate of final reclamation 
liability at the time of mine closure (which will be different 
than the liability estimated at the time of retirement of Units 
1-3). 

j. 

k. 

I. 

The coal supply reserve serving Four Corners Units 1-3 and 
Unit 4-5 is the same. 

An extended operating life for Units 4-5 will require the 
negotiation of a new or extended coal supply agreement for 
those units to operate through 2038. 

References A14/, B14/ and A15/ do not refer to notes but 
rather “tick marks” to numbers on pages 6 of 7, 4 of 7 and 7 
of 7 respectively. 

m. The 2.5% escalation rate on JCL-WP32, page 2 of 7 for Four 
Corners coal reclamation costs in based on the average CPI 
for year 2000 through 2010. The 2.0% escalation rate for 
dismantlement costs is based on the rate utilized in APS 
Asset Retirement Obligation calculation model for 
removal/decommissioning of long lived assets. The activities 
performed for mine reclamation versus plant dismantlement 
would be different; thus the escalation rates would not 
necessarily be the same. 

Witness: Jay La Benz 
Page 4 of 5 



ARIZONA CORPORATION COMMISSION 
STAFF’S TWENTY FIFTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-01345A-11-0224 
OCTOBER 25, 2011 

Response to  n. Please see attached APS14982 for support of the 2.5% 
Staff 25.15 escalation rate. 
Continued : 

0. Sections 4.l(a), 4.l(c)(ii) and Section 4.5 in the coal supply 
contract with BHP Navajo Coal Company relate to provisions 
for final reclamation costs. 

p. Please see APS14980, attached, for excerpts of the coal 
contract for provisions relating to reclamation costs. Please 
note the attachment is confidential and is being provided 
pursuant to an executed protective agreement. 

q. No, the performance of the reclamation activities are the 
responsibility of BHP. 

r. No, the performance of the reclamation activities are the 
responsibility of BHP. 

Witness: Jay La Benz 
Page 5 of 5 



Line 
No. 

1 

2 
3 

4 
5 
6 

7 
8 
9 
10 
11 

12 

13 
14 
15 

16 

17 

18 

Purpose: 

Operating Income Proforma Adjustment 
FC Coal Reclamation 

(Dollars in Thousands) 
STF 25.15 e 

Description 

Electric Operating Revenues 

Fuel Expense 
Oper Rev Less Fuel 

Other Operating Expenses: 
Operations Excluding Fuel Expenses 
Maintenance 

Subtotal 

Depreciation 
Amortization of Gain 
Administrative and General 
Other Taxes 

Total 

Operating Income 

Net Deductions 
Interest 

Taxable Income 

Current Income Tax Rate - 39.51% 

Deferred Tax 

Net Income 

Annualize Four Corners 
Coal Reclamation 

AI2' 3,430 
(3,430) 

(3,430) 

(1,355) 

Adjustment to annual coal reclamation amortization due to increase in final 
reclamation costs based on study completed by Marston in August 201 0. 
Also, adjustment to amortization period f of reclamation 
from 201 6 to 2038 for assumed extension of coal agreement. 

APS14981 
Page 1 of 8 



Four Corners Coal Reclamation 
Pro Forma - Regulatory Liability 

For STF25.15 e 

Units 1-3 Units 4-5 Total 

I Marston Study Final Reclamation Direct Costs ‘I $ 52,151,708 $ 18,516,490 $ 70,668,198 
z Marston Study Final Reclamation Indirect Costs’ 6,996,544 2,484,127 9,480,671 
3 Taxes & Royalties ((Line 1 + Line 2) * 19 753%) BI’ 11,683,259 4,148,147 15,831,406 

4 Total Final Reclamation as of 12/31/2010 70,831,511 25,148,764 95,980,275 

5 Escalated Total Final Reclamation’ A1‘ 139,679,543 49,593,293 189,272,836 

6 Actual amount accrued through mid 2012 B1J 48,837.088 17,339,633 66,176,721 

7 Amount to be recovered as of 7/1/2012 90,842,455 32,253,660 123,096,115 

8 Rate Recovery 26 years (7/1/2012-6/30/2038 (Line 6 I26))B 3,493,941 1,240,525 4,734,466 
(Recovery period reflects term of the BHP coal contract) 

9 LessTestYear Expense A I w  963,011 341,917 1,304,928 

IO Pro Forma Adjustment $ 2,530,930 $ 898,608 $ 3,429,538 A I  

’ APS’ share of Four Comers Units 1-3 is approximately 30% and 10% for Units 4-5 of the total August 
2010 Marston study 
Escalation calculated at 2 5% as of 1/1/2011 through 6/30/2038 for U 1-5 
Four Corners Units 1 3  have a 26 year recovery penod and account for approximately 74% of the costs 
Four Corners Units 4-5 have a 26 year recovery period and account for approximately 26% of the costs 

’ 

APSl4981 
Page 2 of 8 



Four Corners 
Coal Reclamation 

Taxes, Royalties and lndirects (Rates applied to Coal) 
STF 25.15 e 

Royalty 12.500% 
Business Activity Tax 5.000% 
New Mexico Gross Receipts Tax 6.31 3% 
BAT Credit -1.250% 
GRT Credit -3.750% 
Conservation & Resource ExciseTax 0.940% 

Total 19.753% 61 

APSl4981 
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Four Corners Coal Reclamation 
Historical Cost Summary 

STF 25.15 e 
1/1/07 - 12/31/10 

Four Corner Coal Reclamation Expense 
Charge ## 99-501-013 

January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

2007 
53,070.42 
53,070.42 
53,070.42 
53,070.42 
53,070.42 
53,070.42 

108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 

2008 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 

2009 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 

2010 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 
108,744.00 

Total 970,886.52 1,304,928.00 1,304,928.00 
A I  
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