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The North Carolina Attorney General’s Office (the “Attorney General”)
respectfully submits this brief in opposition to Duke Energy Carolinas, LLC’s
(“Duke’s”) Application for Rate Increase filed in the above-captioned docket.

INTRODUCTION AND SUMMARY OF ARGUMENT

The Attorney General respectfully requests that the Commission deny
Duke’s proposed rate increase for three reasons:

First, there is insufficient evidence in the record and the Company has
failed to meet its burden of proof regarding the impact of the rate of return on
equity (ROE) on consumers. Therefore, the Commission cannot establish that
the 10.2% return on equity rate is reasonable pursuant to N.C. Gen. Stat. § 62-
133. The expert testimony presented to the Commission regarding ROE
addresses impact on consumers only, at most, as an afterthought and there is no
basis for the Commission to make sufficient findings and conclusions regarding
ROE.

Second, if the Commission attempts to establish ROE, notwithstanding the
lack of legally sufficient evidence in the record, the Commission should establish
a lower ROE, as opposed to the ROE set forth in the stipulation between Duke

and the Public Staff. Even the evidence in the record focusing on shareholder



impact and Duke’s ability to attract capital shows that the stipulated 10.2% return
on equity (ROE) is excessive. The Commission could better protect consumers
by establishing a lower ROE.

Third, the capital structure of 53% equity and 47% debt included in the
stipulation between Duke and Public Staff is more costly than required and
unduly raises rates for consumers. [f, for example, the Commission instead
established a capital structure of 50% equity and 50% debt, consumers would
benefit by having Duke’s revenue réquirement reduced by approximately $41

million each year. Attorney General-Shrum Cross Examination Exhibit 2.



ARGUMENT

L. THERE IS INSUFFICIENT EVIDENCE IN THE RECORD TO SUPPORT
AN INCREASE IN DUKE’S ELECTRIC RATES.

The process for fixing rates for regulated public utilities like Duke is
established by Chapter 62 of the North Carolina General Statutes. “The burden
of proof is upon the utility seeking a rate increase to show that the proposed

rates are just and reasonable.” N.C. Gen. Stat. § 62-75; State ex rel. Utilities

Comm’n v. Central Tel. Co., 60 N.C. App. 393, 394, 299 S.E.2d 264, 265 (1983).

N.C. Gen. Stat. § 62-133(a) emphasizes that fairness to consumers is a critical
consideration and includes a directive that “the Commission shall fix such rates
as shall be fair both to the public utilities and to the consumer.” N.C. Gen. Stat.
§ 62-133(a) (emphasis added). N.C. Gen. Stat. § 62-133(b)(4) provides details
with respect to establishing the rate of return that a public utility is authorized to
earn on its rate base. In making this determination, the Commission is required
to:

Fix such rate of return on the cost of the property
ascertained pursuant to subdivision (1) of this subsection as will
enable the public utility by sound management to produce a fair
return for its shareholders, considering changing economic
conditions and other factors, including, but not limited to, the
inclusion of construction work in Duke in the utility’s property under
subdivision b. of subdivision (1) of this subsection, as they then
exist, to maintain its facilities and services in accordance with the
reasonable requirements of its customers in the territory covered by
its franchise, and to compete in the market for capital funds on
terms that are reasonable and that are fair to its customers and to
its existing investors.

N.C. Gen. Stat. § 62-133(b)(4) (emphasis added).



The statute lists numerous factors that the Commission must consider when
establishing the rate of return, including sound management of the utility, a fair
return to shareholders, construction work in progress, maintenance of facilities
and services, market competition for capital funds, and changing economic
conditions. Per N.C. Gen. Stat. § 62-133, the Commission is required to weigh
these factors in a manner that is fair to both the utility’s customers and the utility’s
investors. The Commission must then reach a conclusion of law based on the

various factual considerations. Duke Power v. Public Staff, 322 N.C. 689, 693,

370 S.E.2d, 567, 570 (1988) (“Duke Power [’). However, in order for the

Commission to weigh these factors, there must be evidence in the record with
respect to each of these factors. Without such evidence, the Commission cannot
adequately consider these statutorily mandated factors.

Recently, the North Carolina Supreme Court provided guidance for how a
utility’'s ROE needs to be established, taking into account consumer interests.
On April 12, 2013, the North Carolina Supreme Court held that “in retail electric
service rate cases the Commission must make findings of fact regarding the
impact of changing economic conditions on customers when determining the

proper ROE for a public utility.” State ex rel Utilities Comm’n v. Cooper, N.C.

__,739 S.E.2d 541, 548 (2013)(“Cooper”). Our Supreme Court emphasized
that “customer interests cannot be measured only indirectly or treated as mere
afterthoughts and that Chapter 62’s ROE provisions cannot be read in isolation

as only protecting public utilities and their shareholders” |d.



In Cooper, our Supreme Court noted that § 62-133’s emphasis on fairness
to consumers is a “critical consideration” in rate cases. The Supreme Court
confirmed that Chapter 62 is “a single integrated plan” and that its provisions
must be construed together so as to accomplish its primary purpose of fixing
rates that are fair both to the utility and the consumer. Accordingly, the Court
stated that “Chapter 62’s ROE provisions cannot be read in isolation as only
protecting public utilities and their shareholders. Instead, it is clear that the
Commission must take customer interests into account when making an ROE
determination.” Id, slip op. at 17.

The legislative intent of the rate-setting provisions contained in Chapter 62
is that the Commission “fix rates as low as may be reasonably consistent with the
requirements of the Due Process Clause of the Fourteenth Amendment to the

Constitution of the United States, those of the State Constitution, Art. |, § 19,

being the same in this respect.” State ex rel. Utils. Comm’n v. Duke Power Co.,

285 N.C. 377, 388, 206 S.E.2d 269, 276 (1974) (“Duke Power II").

Duke’s evidence in this rate case regarding customer impact was not
significantly or meaningfully different from the evidence Duke presented in the
prior rate casé that was recently reversed and remanded by our Supreme Court.
A review of the transcript and evidence shows that, while Duke presented
extensive evidence with respect to many of the factors listed in § 62-133(b)(4)
relating to shareholder impact and Duke’s purported ability to attract capital, it
failed to present adequate evidence addressing customer interests and thé

impact of changing economic conditions on customers. Thus, Duke failed to
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meet its burden of proof showing that the stipulated ROE is fair and reasonable
to both customers and the Duke’ shareholders.

Duke presented the expert testimony of Robert B. Hevert, who
recommended an ROE range and provided extensive analysis regarding Duke’s
ability to raise capital, viewed from the perspective of inVestors. In his direct
testimony, Hevert recommended an ROE range of 10.50 percent to 11.50
percent, and a specific ROE of 11.25 percent. (T2 p 127) In his rebuttal
testimony, Hevert reaffirmed his recommended ROE range, but accepted the
Stipulated ROE as “a reasonable resolution to an otherwise contested issue.”
(T2 p 132)

However, a review of Hevert's testimony demonstrates that he failed to
adequately consider or factor in the impact of economic conditions on customers
when establishing his ROE recommendation. [n his direct testimony and again
on rebuttal, Hevert stated that he had compared the economic conditions of
North Carolina to those across the United States and drawn the conclusion that
the regional economic conditions in North Carolina are “substantially similar” to
the rest of the United States. Thus, he opined that there is no direct effect of
those conditions on Duke’s cost of equity. (T2 p 112-13, 145) He provided
statistics about the recent unemployment rate (9.53% in North Carolina
compared to 8.08% in the United States), household income growth (for which
the average in North Carolina is expected to outpace the national average from
2011 through 2016), and the compound annual real GDP growth in recent

periods (which has been higher in North Carolina than nationally). (T2 p 113) He
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also testified that the cost of electricity in North Carolina has grown at a slower
pace than the national average. (T2 pp 113-14) In his rebuttal testimony, Hevert
reviewed more recent data and concluded that the data continues to support his
conclusion. (T2 p 145)

Hevert's testimony in this regarding is flawed and inadequate in several
respects.

First, Hevert did not factor in customer impact in his models or
recommendations in any meaningful way, nor did he explain how his analyses
and recommendations balanced the interests of customers and investors. (T2 p
187) Instead, he summarily concluded “that there is no direct effect of those
conditions on the Company’s Cost of Equity.” (T2 pp 113, 145)

Second, he assumed, incorrectly, that the market information used in his
models reflects broader economic conditions affecting customers. (T2 p 187)
When asked whether his methods of estimating the rate of return include a factor
to take into account customer impact, he responded that “the estimates that go
into those models ... reflect changing economic conditions” including prices,
growth rates, and dividend yields which are a function of interest rates. /d. "All of
those things are measures of the market’s view of changing economic
conditions.” Id. Then he went on to say that unemployment and real GDP
growth are “highly correlated with the rest of the economy,” (T2 p 188) and in that
sense are reflected in the models he uses and the estimates that are produced.
(T2 p 189) Hevert's contention that unemployment and real GDP are highly

correlated with the rest of the economy is not consistent with the expert
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testimony of Public Staff withess Ben Johnson, PhD., however. To the contrary,
Johnson made the following observation about economic developments since
2008:

Unlike employment ...the weakness in corporate earnings

was not long-lived.... [Flirms aggressively trimmed payrolls,

inventories, and other expenses, quickly bringing costs in line with

the anticipated, lower level of aggregate demand. As a result, the

decline in corporate profits was no more severe than in other

recessions. In fact, while labor markets and GDP growth have

been much weaker than is typical for a post-recessionary period,

profits have an equally unusual, but opposite pattern — recovering

more quickly than has been typical of most post-recessionary

periods. This is a truly remarkable, and unexpected situation — a

period of unusually prolonged weakness in employment and GDP

growth data, at the same time that profit data has been unusually

robust.

(T3 p 88) Thus, even when he testified in a very general and insufficient fashion
about economic conditions, Hevert assumed, incorrectly, that his analyses of
stock market prices, earnings, and growth factors, sufficiently reflect other
economic factors that impact consumers.

Third, Hevert’s testimony suggesting that the cost of electricity has been
less burdensome for customers in North Carolina than is the case nation-wide
(T2 pp 113-14) is both insufficient and not supported by a recent Moody's
analysis. According to Moody's “Inflection Analysis” dated February 6, 2013, the
average cost of an electric bill as a percentage of disposable household income
in North Carolina is 4.4%. See Attorney General Newton Cross Exhibit 1
Appendix C. Only six states have a higher percentage of household income used

for electric bills than North Carolina, and 43 states have average electric bills that

use up a lower percentage of disposable household income. (T1 p 199) Hevert
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reviewed the report and called it a “difficult analysis.....in the sense that it is not a
good comparator.” (T3 pp 25-26) He explained, that it is “difficult to compare that
ratio across companies, across jurisdictions,” because, for example the heating
load in North Carolina may be different than in the Northeast where people are
less likely to heat with electricity. (T3 p 26) He observed that Moody’s purpose
was to measure the “inflection point,” i.e., the rate of growth in the percentage of
the electric bill to income that would cause customers to complain about rate
increase requests and prompt regulators to be less inclined to grant rate
increases. (T3 p 27) In other words, it measures state by state the inflection
point at which, based on income, the utility bill amount and rates have the
potential to cause customer sensitivity to rate increases. (T3 pp 28-29) By that
measure, North Carolina appears to have the seventh highest sensitivity out of
fifty states. Hevert conceded that customers have complained about Duke’s
proposed increases. However, he indicated that the Moody’é analysis does not
cause him to change anything in his testimony concerning economic impact and
he did not see the need for any adjustment in his results. (T3 p 29) Regardless,
simply comparing North Carolina to other states is not sufficient for ROE
purposes.

Fourth, Hevert conceded that he did not consider a number of factors
relating to the impact of the ROE on customers given current economic
conditions. He did not consider broad economic stress as a reason to adjust
ROE. (T2 p 148) Nor did he consider items such as unemployment and GDP for

Duke’s customers as compared to the proxy group; rather, to the extent that he
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looked at such factors at all, he compared North Carolina to the United States.
(T2 p 193) He conceded that he did not look at or research the percentage of
disposable income per household that is spent on average Duke utility bills. (T2 p
194) He conceded that he did not try to quantify the effect of the range of ROE
estimates or alternative capital structure options to find out how much impact
they had on the total revenue requirement, (T2 pp 194-95) although he agreed
that the effect of changing the ROE in small increments (such as 10 basis points)
can have a large impact on the revenue requirement (T2 p 195) and is borne fully
by the customers in the service area. (T2 p 196) (By comparison, the impact of
the ROE on Duke’s shareholder holding company affects shareholders of Duke
Energy Corporation wherever in the world they reside.) He did not calculate the
average retail rate in cents per kilowatt hour and how that has changed, or how it
compares with other companies in the proxy group. (T2 p 197) He did not
evaluate the effect on consumer confidence or the poverty rates or state
agencies or local governments affected or the indirect effect on taxpayers. (T2 p
197)

In sum, Hevert's ROE analysis and recommendations were flawed and did
not adequately take customer interests and impact into account and do not
provide a proper basis for the Commission to make appropriate findings and
conclusions regarding ROE.

An examination of the remaining record shows that the other ROE witness
likewise did not adequately consider customer interests and impact. Public

Staff's witnessJohnson included a discussion of economic trends in an appendix
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to his pre-filed direct testimony, (T3 pp 71-92) but the methods that he used to
estimate ROE did not factor in customer impact in his specific ROE calculations
or recommendations, (T3 p 114) and his testimony in support of the settlement
failed to balance consumer circumstances.

Indeed, Johnson's testimony raised serious concerns about the impact of
economic conditions on customers. Although over six years have passed since
employment peaked in October 2006, Johnson observed that unemployment and
underemployment “remain at extraordinary levels. Pervasive unemployment and
underemployment and slow economic growth continue to be significant problems
at the national level, in the state of North Carolina, and for the people within
DEC's service territory.” (T3 pp 55, 83) He reported that the unemployment rate
in counties served by Duke was “noticeably” 1.1% worse than the national
average in 2012 and was double the long-term average prior to the recent
recession. (T3 p 91) The data he provided about annual per-capita personal
income for the counties served by Duke indicate that, although customers served
by Duke fare better than customers in other regions of the state, that is less so
recently than was the case in earlier periods, and income in North Carolina
continues to be lower than in other areas of the country. (T3 p 92)

Johnson also reported that current economic conditions have been
unusually weak compared to other periods following recessionary periods, and
“growth has not been strong enough, nor sustained enough, to make up for the

ground that was initially lost during the recession.” (T3 p 77)
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Again, though, Johnson did not quantify the impact of changes in ROE
and capital structure in terms of the effect on Duke’s revenue requirement,
although he recognized that small changes would have a large impact. (T3 pp
106-07) He indicated that he was not asked to analyze the dollar impact in order
to assess the benefits and costs of the settlement for customers, but other
people on the Public Staff would have been aware of that amount. (T3 p 107) He
was not asked to compare the affordability of the rates for the service area if the
revenue requirement were based on his lower estimates of ROE and a capital
structure that uses less equity. (T3 p 108) He did not model the impact of
electric costs on customer groups to see how burdensome the return would be or
whether customers could recover the increased costs. (T3 p 113-14) He did nét
evaluate the effect on consumer confidence or poverty rates or state agencies or
local governments other than by reading public witness testimony. (T3 p 114)

Public witness testimony also provided extensive evidence that economic
conditions are harsh and a rate increase will be burdensome on consumers. For
example, Vaughn Compton described the effect of the rate increase on his family
farm. His bill last year was $35,000 for electricity, and he testified “to be honest
with you, we can't afford another increase.” (Hillsborough pp 102-03) Senior
citizen Sandra Wilbourn, who lives in low income housing in Charlotte, testified
that her neighbors “go every day fearing that they will go over their electric
allowance” for electricity. (Charlotte pp 32-33) She explained that most seniors
have to go to the food bank to have food to eat, and many restrict their

consumption because they cannot afford higher electric bills:
12



In the winter they will go cold and wear clothing, in the summer they

will be hot and just turn the air on for a couple of hours because

they’'ve got their oxygen going, they’'ve got their wheelchairs

plugged up.... And then you're asking us to pay more money each

and every year. You want us to pay more and more and more and

we simply can’t do it.

(Charlotte pp 32-34) Two witnesses testified on behalf of the Town of Carrboro
that rate increases will hit customers doubly hard because they will pay the
higher rates individually and also pay higher taxes to fund governmental
agencies or have agency services cut. (Hillsborough pp 117-20, 132-36) Luis
Rodriguez, of Charlotte, testified as a customer and on behalf of Action NC:

Annual increases hurt all North Carolinians, make it hard for

employers to hire and are felt not just directly through utility bills but

indirectly in the prices of food, clothing, and other necessary items

as shoppers are forced to pay more to keep their doors open.

(Charlotte pp 58-59)

Given the Supreme Court’s recent holding emphasizing that it is not
enough to merely consider customer impact in an “indirect” fashion, the expert
testimony in this matter does not provide the Commission with a sufficient basis
to make an ROE determination. Nor does the public witness testimony provide
support for a determination that fails to factor in the impact of the ROE on
consumers. Thus, the record is insufficient to allow the Commission to render a
decision regarding a rate of return that is fair to both customers and investors.

Therefore, the Commission should deny Duke’s request for a rate

increase and reject the Stipulation. Without proper evidence in the record, the

Commission is unable to render the requisite findings with respect to a fair and
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reasonable rate of return. As Duke has failed to meet its burden of showing the
proposed rates are just and reasonable, Duke is not entitled to a rate increase.
. ALTERNATIVELY, IF THE COMMISSION ATTEMPTS TO

ESTABLISH AN ROE NOTWITHSTANDING THE LACK OF
SUFFICIENT EVIDENCE IN THE RECORD REGARDING
CUSTOMER IMPACT, IT SHOULD FIND THAT THE 10.2% ROE
CONTAINED IN THE STIPULATION IS EXCESSIVE AND
ESTABLISH A LOWER ROE IN ORDER TO BETTER PROTECT
CONSUMERS.

If the Commission attempts to make an ROE determination
notwithstanding the lack of sufficient evidence in the record regarding consumer
impact, then it should reject the 10.2% ROE proposed in the Stipulation. Even
the weight of evidence in the record that focuses on shareholder impact shows
that a 10.2% ROE is excessive.

The Commission must engage in an independent analysis of the evidence

and reach its own conclusion when it fixes a utility’s ROE. Cooper, N.C. :

739 S.E.2d at 547. The Commission cannot simply rely on the ROE percentage
proposed in a non-unanimous stipulation. /d.

Furthermore, the Commission may not rely on inappropriate
considerations as justifications for an excessive ROE, such as arguments that 1)
a reduction in ROE from one case to the next must be gradual; 2) a higher ROE
is justified because higher ROEs were adopted in other recent North Carolina
cases; and 3) a higher ROE is justified because higher ROEs are authorized in
other states. Such considerations are not valid under North Carolina law. In

State ex rel. Util's Comm. v. Public Staff, 331 N.C. 215, 415 S.E.2d 354

(1992)(“Public Staff"), the Commission, when it determined the ROE for Duke
14



Power, examined the ROE the Commission had allowed AT&T in another case
and ROEs that five other utility commissions had allowed in other states. The
Court found that such considerations and the Commission’s concern about
reducing ROE a large amount, as opposed to a gradual amount, amounted to “an
improper consideration in determining rate of return” because such
considerations appeared to “arise from the Commission’s inappropriate desire to
protect investors from swings in market prices.” Public Staff, 331 N.C. at 225,
415 S.E.2d at 361. Accordingly, the Court reversed the Commission’s order. /d.
at 226, 415 S.E.2d at 362.

Duke and the Public Staff proposed an ROE of 10.2% in this case as part
of a non-unanimous settlement of all issues in the case. In support of the
stipulated ROE, Hevert testified that, although the settlement ROE is below the
lower bound of his recommended range, he supports it:

If it is the Company’s determination that the terms of the

Settlement Agreement, taken as a whole, are such that it will be

able to raise the external capital required to continue the

investments required to provide safe and reliable service, and that it

will be able to do so when needed and at reasonable cost rates, |

appreciate and respect that decision.

(T2 p 131) Hevert continued to posit, however, that a range of 10.50 to
11.50 percent would represent a reasonable and appropriate range of
ROE in a fully litigated proceeding. (T2 p 132)
Johnson also testified in support of the settlement. He observed,
The Company and Public Staff have fundamentally different
views of current market conditions and the current cost of capital. |

don't think either party convinced the other to change their view of
the cost of capital issues, but they found a way to bridge their

15



differences, by agreeing to an allowed return on equity which is in

the middle of the range of dispute, and identical to the

Commission’s decision in the recent Dominion North Carolina

Power (DNCP) rate case, ... and the recent Progress Energy

Caroilnas (PEC) rate case....

(T3 p 49) Johnson’s ROE recommendation would have been different but for the
settlement. (T3 p 103) He summarized the results of his analyses to estimate
Duke’s ROE using a comparable earnings approach (which produced an ROE
range of 9.75% to 10.75%) and using three market approaches including a DCF
analysis (which produced a risk-adjusted ROE range of 7.75% to 9.25%), a
historical analysis (which produced a risk-adjusted range of 8.50% to 9.50%),
and a CAPM analysis (which produced a range of 6.77% to 7.67%). (T3 pp 52-
53)

As shown below, on close inspection, Hevert's testimony was flawed and,
among other things, his “low growth” results are based on optimistic growth data,
not on low estimates of growth as the label suggests. Therefore, Hevert's
testimony should be given little weight by the Commission and, given the
significant flaws with Hevert's testimony, it is not sufficient for the Commission to
simply establish an ROE that falls within some sort of middle range between
Hevert's ROE recommendations and the recommendations of Public Staff's
withess.

A. Hevert's ROE analysis is upwardly biased and does not support an

ROE higher than 8.76% to 9.60%, the range produced for his “Low
Growth” analysis.

Hevert relied on a Constant Growth DCF analysis, which he said is “widely

recognized in regulatory proceedings, as well as in financial literature.” (T2 p 78)
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He explained that the DCF approach “expresses the Cost of Equity as the sum
of the expected dividend yield and long-term growth rate.” (T2 p 79) Based on his
analysis, he recommended an ROE range of 10.5% to 11.50% with a specific
ROE of 11.25%, toward the high end of his range. (T2 p 127)

In order to understand the flaws in Hevert's analysis, it is useful to review
some of the details about the inputs he used. Table 6a in Hevert’s direct
testimony shows his Summary of Constant Growth DCF Results, (T2 pp 128,
198) and the summary corresponds to the results that were calculated in his
model as detailed in Exhibit No. RBH-1 pages 1-3." See attachments.

There are two inputs in Hevert’'s model that have skewed his results,
giving them an upward bias: 1) his exclusive reliance on five-year EPS (earnings
per share) projections to assess long-term growth in columns 5-8, and 2) his
reliance on only 11 comparable companies out of the possible 49 companies that
are included in Value Line data.

1. Hevert's exclusive reliance on five-year EPS projections to assess

long-term growth caused his results to overstate all of his ROE
estimates.

To measure the long-term growth rate in his DCF model, Hevert selected

three sources of data, all of which reflect five-year projections of annual growth in

" Exhibit RBH-1 lists the comparable companies that were used in Hevert's proxy group.
For each company the ‘expected dividend yield’ is developed in columns 1-4, the ‘long term
growth rate’ is developed in columns 5-8, and Hevert's estimates for each company’s “Low ROE,”
“Mean ROE,"” and “High ROE" are calculated in columns 9-11. Hevert’'s summary results use the
numbers he calculates as the PROXY GROUP MEAN and PROXY GROUP MEDIAN in the lower
right part of the table. Page 1 of the exhibit shows the results using the 30 day average stock
price as of 12/31/2012, page 2 shows the results using the 90 day average stock price, and page
3 shows the results using the 180 day average stock price. (T2 pp 199-200)
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earnings per share: Zack’s consensus estimate of EPS growth projected by
analysts (column 5), First Call's consensus estimate of EPS growth projected by
analysts (column 6), and Value Line's independent estimated rate of EPS growth
(column 7). See Exhibit RBH-1. (Attachment p 2) (T2 pp 82, 219) Hevert claimed
that his reliance on projections for earnings growth is appropriate to measure the
long-term growth rate because the expected growth in earnings is a key value
considered by investors. (T2 pp 212-13) However, Johnson strongly disagrees
with Hevert on this point. He has explained the flaw:

Since growth is a multidimensional phenomenon, no single
variable proves adequate in fully describing a firm’s growth or
investor-expectations concerning that growth. This becomes
apparent when studying historical growth statistics since they vary
quite widely depending upon the type of growth measured and the
specific time period chosen. To deal with this complex
phenomenon, | have examined the historical pattern of growth in
dividends, earnings, and book value....

(T3 p 126) Johnson testified, “[T]his explains why | would look at more than just
earnings. In fact ... if | had to throw something out, earnings would be the first
one | would throw out as the least important and the most difficult to deal with....”
(T3 p 127) “[E]arnings provide one of the most subjective and least reliable
indicators of long-term future growth because they fluctuate so wildly making it
extremely difficult to discern the underlying growth trend.” (T2 pp 211-12)

To understand Johnson’s concern, look at the growth data that Hevert has

relied on in Column 7 of Exhibit RBH-1 (see Attachmeht p 2) compared to other
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growth data shown on the ValueLine report that he referred to for the data.?
(Attachment pp 5-15) The box from the Value Line report showing annual rates of
change per share for AEP is pasted below and the number Hevert used

(projected EPS) is highlighted:

AMERICAN ELEC. PWR.NYSE-AEP
ANNUAL RATES Past  Past = Est’d ’09-’11
of change (per sh) 10 Yrs. 5 Yrs. to’15-17
: v > r
Revenues - -105% 0 220% 3.0%
: i » , ‘
“Cash Flow”’ . -- ¢ L0% 3.5%
: ¥ v ¥
Eamings - 2.0% 1.5% 3.0%
: L4 [ 4 4
Dividends , -3.0% 4.0% 2.5%
‘ ¥ v ¥
Book Value 1.0% = 5.0% 4.0%

According to the Value Line report for AEP, 3.0% is the average annual
rate of change in EPS projected through 2017 (which is how Hevert measured
long-term growth), and that is the number that appears in RBH-1 column 7 for
AEP. But a glance at the historic earnings would show investors that AEP'’s
annual earnings growth was only 2% over the past 10 years and only 1.5% over
the past 5 years. Further, AEP’s other growth data indicate that, on average over
the past 10 years, AEP’s dividends were off 3%, its revenues were 10.5% lower,

and its book value was up 1%. Just looking at projected earnings growth does

2 Hevert referenced Value Line reports for his proxy group for 12/31/12 to obtain the “Value Line
Earnings Growth” number shown in column 7 of Exhibit RBH-1. The reports were admitted as
Attorney General-Hevert Cross Examination Exhibit No. 1 and are attached for reference.
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not appropriately capture the long term growth data for AEP that investors would
consider.

For other comparable companies, the growth data used by Hevert are
even more skewed. Look at the growth number that Hevert relied on for PNM
Resources, Inc. The box from the Value Line report showing annual rates of

change per share for PNM is pasted below and the number Hevert used is

highlighted:
PNM RESOURCESNYSE-PNM
ANNUAL RATES Past  Past Est’d ’09-°11
of change (per sh) 10 Yrs. 5Yrs, to’15-’17
k Sr ¥ v
Revenues GoW3S5% . 1S% 2.0%
““Cash Flow”’ . 2.5% -4.5% - 5.5%
14 : ¥ r
Earnings = o -T5% -120% 16.0%
‘ 4 v F
Dividends 5% -8.0% 12.0%
¥ ¥ r :
Book Value L5%  -1.0% 3.0%

After 10 years of negative growth in EPS (- 7.5% in the annual rate of
change per share over the past 10 years and -12% in the annual rate of change
per share over the past 5 years) Value Line estimated that PNM's EPS will grow
16% per year going forward to 2017. Other growth data reflect negative growth
in the past and project better results in the next 5 years, but more moderate than
16%. Yet, the only number that Hevert used as an input to his model to reflect

the long-term growth rate was 16%.
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The data that Hevert used from Value Line is not generally more optimistic
than the data from Zacks and FirstCall; rather, all of the growth data he relied on
are high. Indeed, the Value Line projection was the low growth projection for 5
of the 11 comparable companies. See RBH-1. In the case of PNM, the
projections from Zacks and FirstCall are lower than the Value Line projection, but
Zacks and FirstCall projections are still high relative to the other measures of
growth shown in the Value Line report. Zacks reported 8.35% growth and First
Call reported 9.30% - both high relative to the historic negative growth reflected
in the other measures. See Exhibit RBH-1. The historic measures reported in
ValueLine should be about the same as historic measures reported by Zacks and
First Call. (T2 p 221) Thus, all of the growth data relied on by Hevert tend to be
high relative to other measures of growth that investors would have available for
consideration. (T2 p 221)

Finally, look at the data that was reported for Otter Tail, which was so

extreme that Hevert did not use the number:®

’ He noted that the Commission questioned his use of the data for Otter Tail and PNM in the
recent Dominion case, and took out the high number for Otter Tail but used the high number for
PNM. (T2 p 207) See “In the Matter of Application of ... Dominion North Carolina Power for
Adjustment of Rates and Charges,” Docket No. E-22, Sub 479, Order Granting General Rate
Increase (December 21, 2012) (“Dominion Qrder”) pp 111-112.
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OTTER TAIL CORP.NDQ-OTTR
ANNUAL RATES Past Past  Est’d ’09-°11
of change (per sh) 10 Vrs.  SYrs.  to’15-17
’ ¥ ¥ ‘F ’
Revenues - 5.0% 5% - 3.0%
‘ F F F
“*Cash Flow”’ -1.0%  -3.0% 11.5%
14 ¥ r
Earnings ’ - -65% - -14.5% 24.0%
¥ F ¥
Dividends 20% - 15%  L5%
’ ¥ ¥ P'
Book Value 6.0% = 5.0% 5%

Although Hevert did not use the 24% projection for Otter Tail, the
estimated annual growth in EPS is striking compared to the other data and
illustrates again that it is not appropriate to rely exclusively on projected growth in
EPS when measuring long term growth.

When Hevert discussed the reason that he did not include the 24% growth
forecast in the Value Line report for Otter Tail, and instead relied on the 5%
growth forecasts in Zack’s and First Call, he did not concede that the growth
forecast was optimistic compared to Otter Tail's historic growth indicators. He
explained that the reason for Otter Tail's high growth rate was because some of
its unregulated operations that have recently been discontinued contributed to
earlier low financial results, such that the growth rate was measured off of a
lower base. (T2 p 218) Further, he pointed out that the forecasts that he uses
are 5-year growth forecasts. (T2 pp 218-19) In other words, he conceded that
the growth forecasts may be affected by the recent history for the comparable

company, and may reflect events unrelated to regulated operations. (T2 pp 220-
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21) Yet, Hevert explained elsewhere that his constant growth DCF model is
intended to use a growth rate that stays the same over many years. He said that
what the DCF model does is “it takes the annualized dividends and it increases -
them every year at an assumed growth rate.... And if you were to carry that out
for 200 or 300 years and discount it back to the current growth rate, that discount
rate would be the cost of equity.” (T2 p 208-09) Thus, Hevert's model assumes
that the growth rate he uses will go on at a constant rate for many years, not that
it is a rate subject to variability associated with recent events. The assumption is
not supported by his explanation of the growth forecast for Otter Tail.

All of Hevert’s results shown in the summary in Table 6a rely on his high
growth projections. His “Low ROE” result shown in Column 9 of his model
(Exhibit RBH-1) is calculated using the lowest of his growth numbers for Zacks
FirstCall and Value Line. (T2 pp 222-23) Thus, for example, the “Low ROE”
result for AEP in column 9 on page 1 of Exhibit RBH-1 was calculated using the
Value Line growth number, because Value Line’'s 3.00% ié the lowest compared
to Zacks and FirstCall. Likewise, Hevert's “High ROE” uses the highest of the
three (which was Zacks for AEP). See Exhibit RBH-1 p 1. Hevert's “Mean ROE”
uses the average growth number of the three. See Exhibit RBH-1p 1. (T2 pp
222-23)

A review of all of the growth data demonstrates that Hevert's reliance on
projected EPS growth biased his results, and even his “Low ROE” results are

based on optimistic growth data.
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2. Hevert’s proxy group is small and as a consequence the average and
median data are vulnerable to outliers. '

Hevert's results are also flawed by his use of a too-small proxy group of
comparable companies in order to estimate the cost of equity for Duke Energy
Carolinas.* Out of the 49 companies that Value Line classifies as electric utilities,
Hevert excluded most by applying a number of screening criteria, and selected
only11 for his proxy group. (T2 pp 70-74) As a result, his proxy group does hot
even include Duke’s closest neighbors Dominion and SCANA. (T2 p 206)

One of the screens Hevert applied excluded companies “whose regulated
electric operating income over the three most recently reported fiscal years
represented less than 90.00 percent of total regulated operating income.” (T2 p
71) If Hevert had applied the same screen using 80% instead of 90% [i.e.,
instead excluding companies whose regulated electric operating income over the
three most recently reported fiscal years represented less than 80.00 percent of
total regulated operating income], then 11 additional companies would have met
the criterion. (T2 pp 203-06) This screen significantly narrowed the comparable
group without adequate foundation.

Hevert was criticized for the effect of using such a small proxy group in the

analyses he provided for Dominion North Carolina Power’s (“Dominion”) recent

* Hevert explained the need to use a proxy group, “Since the ROE is a market-based
concept and Duke Energy Carolinas is not a publicly traded entity, it is necessary to establish a
group of companies that are both publicly traded and comparable to the Company in certain
fundamental respects to serve as its ‘proxy’ in the ROE estimation process... Even if Duke
Energy Carolinas were a publicly traded entity, it is possible that short-term events could bias its
market value in one way or another during a given period of time. A significant benefit of using a
proxy group, therefore, is that it serves to moderate the effects of anomalous, temporary events
that may be associated with any one company.” (T2 p 69)
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general rate case, and yet he used the same criteria and selected the same
proxy group in his rebuttal testimony for this case. (T2 p 202) In the final order in
the Dominion case, the Commission described Johnson’s criticisms of Hevert’s
use of a too-small proxy group:

As to Hevert's Proxy Group of only 10 electric companies in
his direct testimony and 11 companies in his rebuttal testimony,
witness Johnson testified that the process by which Hevert selects
his comparable electric companies can easily skew the results
away from the average or normal firm, toward a more elite group of
companies which happen to have better than average risk and
earning profiles during the time period Hevert is studying. Johnson
stated that because Hevert uses so many different arbitrary
screens, Hevert is effectively cherry-picking specific firms to include
in his comparison, which provides him with considerable control
over the numbers included in his analysis and the bottom-line
results he develops. He also specifically disagreed with Hevert's
removal of electric companies that do not have an investment
grade bond rating to form the 10 company Hevert Proxy Group.
Johnson contended that by removing firms that do not have
investment grade senior bond and/or corporate credit ratings,
Hevert is skewing the proxy group away from a true industry
average and toward a more elite group of companies that has
recently been enjoying better than average financial performance
and thus currently displays a lower than average risk profile.

Dominion Order p 105. As if on cue, when Hevert filed rebuttal testimony soon

after the criticisms appeared in Johnson’s testimony in the Dominion case,
Hevert modified his proxy group to add PNM Resources, Inc. (PNM). Hevert
stated that PNM was added because its long-term issuer rating had been

upgraded recently. Dominion Order p 101. The Commission noted the effect of

adding PNM to Hevert's proxy group and asked him to file an exhibit that

provided his rebuttal results without PNM. The following tables show the effect of
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PNM on Hevert's Mean DCF results. Compare his direct testimony (which

screened out PNM) and his rebuttal testimony with and without PNM:

Hevert's direct testimony in Dominion

Low Growth Rate | Mean Growth Rate | High Growth Rate
30-Day Average 9.10% 10.27% 11.84%
90-Day Average 9.16% 10.33% 11.90%
180-Day Average 9.29% 10.47% 12.03%

Hevert’s rebuttal testimony in Dominion including PNM:

Low Growth Rate | Mean Growth Rate | High Growth Rate
30-Day Average 8.83% 10.54% 13.03%
90-Day Average 9.01% 10.71% 13.21%
180-Day Average 9.08% 10.79% 13.29%

Hevert’s rebuttal testimony in Dominion without PNM:

- wemn g e w w e e

Low

“Mean Growth Rate

High Growth Rate

Growth Rate
30-Day Average 8.49% 10.14% 12.43%
90-Day Average 8.66% 10.31% 12.61%
180-Day Average 8.73% 10.38% 12.68%

Dominion Order pp 100-101. As the tables show, Hevert increased the ROE

results approximately 35 basis points for his Low Growth Rate ROE by adding
PNM to his proxy group, and he increased the ROE results approximately 60
basis points for his Mean and High Growth Rate ROEs. The Commission
expressed concern about the effect this had on Hevert's analysis. Id pp 111-12.
The Commission also noted with disfavor that there was a large change
between Hevert's direct and rebuttal testimony regarding the Value Line growth
measure for Otter Tail: it had increased from 13% to 26%. The dramatic change
brings to mind Johnson'’s criticism that earnings data are problematic and should
not be relied on exclusively because they “fluctuate so wildly.” (T2 pp 211-12) As
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the Commission observed, the effect is heightened due to Hevert's small proxy
group. The Commission stated,

The inclusion of this 26.0% growth rate also obviously raised the
DCF results shown for the mean and high growth rates in Hevert's
rebuttal testimony.... [T]he impact from Otter Tail to Hevert's
relatively small group of comparable companies resulting from the
credit rating upgrade [for PNM] and the dramatic increase in the
one earnings forecast [for Otter Tail] has, in the Commission's view,
inordinately influenced the outcome.

Dominion Order p 112.

These same concerns are presented in Hevert’s analysis in this case.
Again in this case, Hevert's proxy group includes only 11 companies, and very
high growth data for some of the companies tend to drive up the overall results.

3. The ROE obtained based on Hevert’s analysis should not exceed the
range of his “Low Growth Rate” ROE, which is 8.76% to 9.60%.

The range of the ROE obtained using the Low Growth Rate in Hevert's
model is 8.76% to 9.60%. See Exhibit RBH-1 pp 1-3. (T2 p 128) Given the
optimistic projections that Hevert relied on when he only used forecasts of annual
changes in earnings per share, as discussed above in Part IlLA.1., even his “Low
Growth Rate” ROE tends to exaggerate the ROE that investors require.

Earnings data are overly variable and analyst 5-year projections are known to be
optimistic, rarely project negative growth, and focus on the short term even
though they are called ‘long term’ forecasts. (T 3 pp 126-28) Thus, an
independent review of Hevert's DCF analyses shows the ROE should not exceed

the range of 8.76% to 9.60%.
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B. Johnson’s DCF analysis produced an unadjusted cost of equity range
of 8.50% to 9.50%, which is close to Hevert's Low Growth Rate ROE,
and Johnson's analysis is more credible than Hevert's because it takes
into account multiple types of growth data and uses a larger proxy:

group.

A DCF analysis was also performed by Public Staff witness Johnson to
estimate Duke’s cost of equity, and Johnson’s DCF produced an unadjusted °
range of results of 8.50% to 9.50%), somewhat lower than Hevert's “Low Growth”
DCF results (which were 8.76% to 9.60%), but fairly close. Attorney General-
Johnson Cross Exam Exhibit No. 1 (BJA Exhibit 1 Schedule 20 ))(hereafter
shortened to “Exhibit AG-BJA 1 Schedule 20").

Johnson’s DCF analysis used a dividend yield of 4.00% to 4.50% and a
growth rate of 4.5% to 5.0%. Exhibit AG-BJA 1 Schedule 20. To identify the
dividend yield, Johnson looked at the recent historic range of yields for the 36
comparable companies in his proxy group, and placed the most emphasis on the
most recent yields. (T3 p 120, 123-25) To identify the growth rate, Johnson
looked at three measures of growth: dividends, book value, and earnings. He
used historical data and looked at the data two ways: first including all data and
then looking at the data again with “outliers” removed. (T3 pp 130-32) Of the
three measures, he opined that book value is the best to use because it is
“inherently a more stable data set” and provides a “strong indicator of long-term
future earnings potential because the earnings of the Company [are] directly

correlated with what they own.” (T3 p 132) Johnson provided data relating to

° The witnesses’ adjustments for risk are discussed in Part C.
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dividend growth in Schedules 11 and 12, including all data in the first schedule
and outliers removed in the second, and provided data following the same
method for earnings growth in Schedules 13 and 14, and book value growth in
Schedules 15 and 16. Exhibit AG-BJA 1 Schedules 11-16. (T3 pp 133-135) He
examined the actual growth by year and averaged the data. Then he removed
the data that reflect extreme swings and reviewed them again. (T3 p 132-34) In
general, his DCF analysis uses higher estimates of growth rates than the
historical earnings indicate because, although he relied on historical data and
showed his reasoning, he believes that growth will be stronger over the long term
than it has been in the last few years, and he ultimately converted the historical
data into a forward looking analysis. (T3 p 134)

Johnson’s DCF analysis is more credible than Hevert's because
Johnson's data is less vulnerable to swings in growth since he used over three
times as many comparable companies and did not rely as heavily on optimistic
and highly variable projected earnings to calculate his growth rate. (T3 pp 99-
100) Johnson took into consideration more types of growfh data and reviewed
the data for indications that it contained outliers. (T3 pp 130-35) Johnson
recognized that “growth is a multidimensional phenomenon, [and] no single
variable proves adequate in fully describing a firm’s growth or investor
expectations.” (T3 p 126) He commented, for example, that “investors recognize
that growth is a dynamic process which responds to changes in industry
conditions and the underlying financial health of each firm.” (T3 p 128) For

example, a rapid growth in dividends may be supported by a rapid growth in book
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value and earnings or “could simply be a change in management philosophy in
which they're increasing the fraction of earnings that are being paid out currently.
And obviously, you ... can only do that for so long.” (T3 pp 129-30) He
explained, “[Y]ou would not expect a long-term dividend growth rate to be
comparable to what would actually be expected long-term comparable to a short-
term phenomenon if that short-term phenomenon is not solidly grounded in all
three sets of data.” (T3 p 130)

In sum, Johnson’s DCF approach used more credible methods than
Hevert's and supports, at most, a cost of equity range of 8.5% to 9.5%
unadjusted for risk.

C. A downward adjustment to the cost of equity results is appropriate
as supported in Johnson's DCF analysis because Duke is relatively
less risky than the comparable companies in the proxy group.

Both Johnson and Hevert compared the riskiness of the companies in
their proxy groups to the riskiness of investing in Duke (i.e., the operating utility
Duke Enegy Carolinas) in order to determine whether a risk adjustment should
be made to their DCF results. (T2 pp 90-107, 233-40, T3 pp 135-42) Johnson’s
analysis incorporated a downward adjustment from the range of 8.50% to 9.50%
to a risk-adjusted ROE range of 7.75% to 9.25%. Exhibit AG-BJA 1 Schedule 20.
Johnson explained that the 36 companies in his proxy group include companies
that engage to some extent in international operations and other undertakings
that are riskier than regulated electric utility operations. (T3 p 136) Duke is an
operating electric utility that is a regulated monopoly and has significantly less

risk. While Hevert did not support a downward risk adjustment for Duke, he
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conceded that regulated utilities are less risky than unregulated companies, and
their rate of return is therefore somewhat lower. (T2 p 239)

Indeed, the credit rating for a utility’s unsecured debt is a factor that
Hevert has noted provides an indication of the risk associated with the
Company’s equity, (T2 p 238) and Duke’s senior unsecured debt has a credit
rating from Moody’s (BBB+) that is higher than the senior unsecured credit rating
of all but one of the comparable companies in Hevert’s proxy group. See
Attorney General-Hevert Cross Examination Exhibit No. 3. (T2 pp 235-36) °

Johnson also agreed that statutory provisions in North Carolina provide
risk-related assurances that are not available to all of the comparable companies,
including 1) the recovery of purchased power costs in an adjustment mechanism,
2) a rider for recovery of renewable portfolio costs, 3) a provision for recovery of
nuclear development costs and construction work in progress for baseload
plants, and 4) a systematic review process for nuclear plant development. (T3 pp
136-38)

During cross examination, Hevert conceded that Duke’s size is an
advantage with respect to liquidity. (T2 pp 176-77) He also agreed that a
downward adjustment is appropriate for a less risky subject company compared
to the proxy group, if capital markets are stable, although he did not recommend

such an adjustment here. (T2 p 179)

¢ Hevert provided the credit ratings for operating companies owned by the holding
companies included in the proxy group for additional comparison, but Hevert also appeared to
acknowledge during cross examination, that the risk of Duke Energy Carolinas should be
compared to the proxy group to make an adjustment, instead of using subsidiary operating
companies as they were not in the proxy group. (T2 pp 235-36)
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To the contrary, Hevert ignored factors that would support a downWard
adjustment for Duke relative to his proxy group, and instead recomrﬁended that
the Commission adopt an ROE toward the upper end of his range of ROE results
based on several business risk factors. Hevert's recommendation must be
rejected because it is not supported by the reasons he has identified and
because he has failed to specify the amount of adjustment or explain how they
factor into the ROE determination. (T2 p 234-35, 239-40) The business risk
factors he identifies include Duke’s need to fund substantial capital expenditures
related to 1) a growing customer base, 2) environmental compliance relating to
coal-fired generation, and 3) increased mandates related to nuclear generation.
(T2 p 90). However, none of these factors are unique to Duke as compared to
the electric companies in Hevert's proxy group or the electric industry in general,
and do not warrant adoption of a higher ROE. See Attorney General-Hevert
Cross Examination Exhibit Number 2. (T2 pp 234-35) Indeed, the risks he has
identified are well known and already incorporated into the company’s risk profile.
Id. Additionally, his failure to quantify an adjustment for these risks limits the
Commission’s ability to incorporate the factors into its final ROE determination.

In order to properly factor these purported risk factors into its ROE determination,
the Commission would have to quantify the risks and adjust the ROE
accordingly. The North Carolina Supreme Court has stated that specific
adjustments for ROE require specific support in the record to permit meaningful

appellate review of the Commission’s rate of return decision. Duke Power |, 322

N.C. at 701, 370 S.E.2d at 574. As there is no evidence in the record to support
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quantification of increased risks, there is no meaningful way for the Commission
to factor in risks that were alleged by Hevert.

In sum, the expert testimony and evidence in the record, if anything,
supports a downward adjustment for the riskiness of investing in Duke as
compared to companies in the proxy groups used by Johnson and Hevert; it does
not support Hevert's contentions that Duke is relatively more risky than the other
companies in Hevert’'s proxy group. Accordingly, a risk-adjusted cost of equity
range of 7.75% to 9.25% as produced in Johnson’s DCF analysis is reasonable.
Exhibit AG-BJA 1 Schedule 20.

D. The other methods that were performed by Hevert and Johnson to

estimate ROE do not provide evidence sufficient to support a 10.2%
ROE.

Other methods that were used by Hevert and Johnson to estimate ROE
do not support the 10.2% ROE adopted in the settlement.

The CAPM (capital asset pricing model) approach was used by both
experts to estimate Duke’s ROE, but neither expert gave the CAPM results much
weight. Hevert's CAPM results appear to indicate a cost of equity range that
spans 7.68% to 12.36%. (T2 p 64) Hevert only used his CAPM results as a
check on his DCF results. (T2 pp 77, 89-90) Johnson’s CAPM analysis
suggested a cost of equity range of 6.77% to 7.67% for DEC, and Johnson gave
his CAPM analysis the least weight of his three market type analyses. (T3 pp 52-
53)

Johnson also performed other analyses. His comparable earnings

analysis resulted in an estimated cost of equity range of 9.75% to 10.75%. (T3 p
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52) Johnson explained that the analysis “was based upon the rates of return on
average common equity earned by unregulated primarily industrial firms,” relying
on current and historical earnings of the firms, adjusted for the risk relative to
utilities versus unregulated firms, and then adjusted for the risk particular to
Duke. (T3 pp 52, 164-65) However, Johnson’s testimony offers only a brief
summary of his comparable earnings approach and gives no explanation about
how he determined the key adjustment that was made for the difference in risk
associated with regulated utilities versus unregulated industrial firms, other than
to say that he believes that a substantial downward adjustment is justified. (T p
164) Without evidence of the factors and data considered to make the
adjustment, Johnson's comparable earnings analysis does not provide
information needed for the Commission to make an independent analysis of his
method and the weight that it should be given.

Similarly, Johnson’s testimony provides only a brief summary of the result
of his analysis of historic S&P 500 market returns (which resulted in a risk-
adjusted equity cost estimate of 8.50% to 9.50%). (T3 p 52)

In sum, there is not sufficient evidence about the other approaches used
by experts to measure the cost of equity for the Commission to evaluate them as
support for the adoption of a 10.2% ROE as proposed in the settlement.

E. The Commission should establish an ROE lower than the 10.2%,
proposed in the stipulation. A 10.2% ROE is excessive and is not
justified by other items contained in the stipulation.

For reasons already discussed, the ROE analyses do not support an ROE

as high as 10.2%. Even the expert evidence focusing on shareholder impact and
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Duke’s ability to attract capital does not support an ROE higher than 8.5%, the
midpoint of Johnson'’s risk-adjusted DCF range.

The determination of ROE is important because it has a large impact on
rates. When Johnson was asked about the impact on Duke’s revenue
requirement of applying an 11.25% ROE (i.e., the ROE proposed in the
application) versus 10.2% (the settlement ROE) versus 9.2% or 8.5%, he
responded, “Those are very significant movements. The numbers sound very
small, but in actual dollars we’re dealing with hundreds of millions of dollars.” (T3
pp 106-07)

Thus, the Commission should be mindful of the substantial dollar impact
that an excessive ROE has on the Company'’s revenue requirement. Indeed,
even small changes in the ROE have a large impact on the revenue requirement.
The annual revenue required by Duke declines $10.7 million for only a 10 basis
point reduction in the ROE. See Attorney General-Shrum Cross Examination
Exhibit 1.

From the standpoint of customer interests, it is not sufficient to say that the
10.2% ROE in the stipulation represents a reduction of the ROE originally
proposed by Duke, especially in light of the significant flaws in the testimony of
Duke’s expert withess who provided the basis for Duke’ initially proposed ROE.
In other words, Hevert's flawed methods resulted in a flawed and excessive
proposed ROE. Working downward from that flawed proposal is necessary and
does not constitute a concession or benefit for consumers. Moreover, it is worth

noting that even Duke recognized that Hevert's ROE recommendation was
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excessive, since Duke was willing to settle for a rate below the minimum ROE
that Hevert testified was required for Duke. (T2 p 181)

Likewise, other aspects of the stipulation do not justify or offset the
artificially high ROE contained in the stipulation. Duke has agreed to use $30
million of ‘cost of removal regulatory liability’ in each of the first two years to lower
the rate increase, (T3 pp 48-49) and will make a one-time contribution of $10
million of stockholder funds to agencies for energy assistance to low income
customers in Duke’s North Carolina service territory. However, these do not offer
sufficient benefits to offset the much higher revenue requirement that relates to a
10.2% ROE.

For example, if the Commission were to fix the ROE at 8.5%, this would
eliminate much of the need for a rate increase because the revenue requirement
would be reduced by $283.5 million each year from the application proposal of
11.25% ROE, which is $171 million more than the reduction obtained from the
10.2% settlement ROE. Attorney General-Shrum Cross Examination Exhibit 1. 7
These numbers show how important the ROE determination is to obtaining a
reasonable overall revenue requirement in the rate case.

F. Itis inappropriate for the Commission to adopt an ROE that exceeds

the required cost of equity based on considerations such as: 1) a
reduction in ROE must be gradual; 2) a higher ROE is justified-
because higher ROEs were adopted in other recent North Carolina
cases; and 3) a higher ROE is justified because higher ROEs are

authorized in other states. Such considerations are not valid under
North Carolina law.

’ The reduction calculated in the exhibit is based on a capital structure using 51% equity,
and if 53% equity were allowed, then the reduction related to using 8.5% as the ROE would be

even larger.
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Johnson testified that one of the reasons that the 10.2% ROE is proposed
in the settlement between the Public Staff and Duke is that 10.2% was approved
in Commission decisions in the recent Dominion and Progress Energy rate
cases. However, those decisions have both been appealed on the grounds that
the ROE is based on insufficient evidence regarding customer impact and is not
supported by sufficient findings, conclusions, and reasoning. ® Basing the ROE
in this case on the flawed decisions reached in those matters would just
compound the errors.

Furthermore, as discussed earlier, the Commission should not adopt a
high ROE on the ground that changes in ROE should be gradual, or on the
ground that a higher ROE is consistent with ROEs adopted in other North
Carolina cases or cases adopted in other states. Public Staff, 331 N.C. at 225,
415 S.E.2d at 361. Indeed, a well-established line of cases holds that former
ROEs established by our Commission are not res judicata, as the Commission is

required to establish the ROE under conditions then existing. See, e.g., State ex

rel. Util's Comm. v. Southern Bell Telephone and Telegraph Co., , 239 N.C. 333,

80 S.E.2d 133 (1954) (holding that former allowance by Utility Commission of
6.50% ROE to utility was not res judicata preventing the Commission from fixing

a lower ROE in a subsequent proceeding).

¥ See Attorney General’s Notice of Appeal and Exceptions filed February 18, 2013 Docket
No. E-22, Sub 47 (the Dominion general rate case), and Atforney General’s Notice of Appeal and
Exceptions filed July 1, 2013 in Docket No. E-2,Sub 1023 (the Duke-Progress general rate case).
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. THE CAPITAL STRUCTURE IN THE STIPULATION IS
INAPPROPRIATE AND SHOULD BE REJECTED BECAUSE
IT IS NOT SUPPORTED BY THE EVIDENCE AND
UNNECESSARILY INCREASES RATES FOR CONSUMERS
WITHOUT A SUFFICIENT BASIS.

The Commission should also reject the capital structure set forth in the
Stipulation. By using 53% equity to 47% debt, rather than 50% equity to 50%
debt, the stipulated capital structure unnecessarily increases the Company’s
revenue requirement by $41.1 million, and nothing in the record supports the
need for the higher (and more costly) equity ratio. See Attorney General-Shrum
Cross Exhibit 2.

While a significant portion of any rate increase will flow from the
established ROE, the capital structure also directly and significantly impacts rates
and customers. Yet Duke has not put forth evidence regarding the impact on
consumers of a proposed 53% equity capital structure, and indeed, has not
shown that there is any significant impact on investors if an only slightly less
conservative equity percentage - 50% - were used instead.

Equity is recognized to be a more expensive form of capital than debt;

thus, Duke’ customers will pay higher rates to the extent Duke’ authorized capital

structure is weighted more heavily toward equity. Duke Power Il, 332 N.C. at

697-98, 701-02. In fact equity is much more expensive -- about three times the
cost of using debt, when the related “gross up” is considered relating to items
such as taxes. This is shown in Attorney General-Shrum Cross Examination
Exhibit 2, where the rates of return are shown “with gross up.” Using the

settlement rates, Duke’s 5.26% cost of debt with gross up is 5.44% whereas the
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10.2% cost of equity with gross up is 17.34%, which is more than 3 fimes as
costly.

Although Public Staff witness.Johnson did not oppose the use of 53%
equity for Duke’s capital structure in thé context of the stipulation, his estimate of
Duke’s required rate of return prepared in his workpapers for this case used 50%
equity and 50% debt in the capital structure. (T3 pp 150-51) Exhibit AG-BJA 1
Schedule 23. The structure of 50% equity and 50% debt is the same capital
structure that Johnson recommended in Duke’s last rate case in 2011, in
testimony that Johnson prepared and filed before the Public Staff reached a
stipulation with Duke. (T3 pp 150-52) On cross-examination, Johnson explained
why the capital structure that is adopted for ratemaking purposes need not totally
defer to the capital structure that happens to be on the books of an operating
utility.

The management of the parent company can control the

equity ratio and decide how much debt to issue at the subsidiary ...

and how much to issue at the parent company. They can move

money back and forth through cash management techniques.

There’s a lot of options available within a holding company

structure....

(T3 p 152) He also testified, “I think you have to recognize that it is part of an
overall financial structure that is controlled by the holding company’s
management.” (T3 pp 1562-53) Thus, although Duke’s operating company may

have an actual capital structure of 53% equity, that in itself does not mean that a

less conservative capital structure would be inappropriate.
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In fact, the 53% equity ratio proposed for Duke’s operating utility is more
conservative than the structure used by Duke's holding company Duke Energy
Corporation. Duke Energy has a capital structure that is approximately 51%
equity to 49% debt, Attorney General-Hevert Cross Examination Exhibit No. 4, (T
vol 3 pp 17-18) and is forecasted to use a capital structure that is 50 to 52% debt
going forward. Attorney General-Hevert Cross Examination Exhibit No. 5 p 2. (T
Vol 3 p 19). Yet Duke Energy has non-regulated and international businesses
that are more risky operations. Johnson testified that the less risky operations,
which would require the least equity and could justify or support the greatest level
of debt, are the North Carolina regulated operations. (T3 pp 153-54) He
explained that there is generally more risk overseas, “where you're dealing with
governments that are less predictable by far than North Carolina” and
unregulated operations are riskier because “you’re basically at the mercy of the
market and what competitors choose to do.” (T3 p 154)

Duke offered no evidence as to why it requires a significantly higher equity
capital ratio for its operating utility than is sufficient for its overall holding
company. Thus, the use of a hypothetical capital ratio less weighted toward
equity would not constrain Duke’ ability to vary its equity structure as it deemed
appropriate; however, it would reduce the increased rate burden on Duke’
customers.

Based on the evidence, the Commission should adopt a hypothetical
capital structure consisting of a lower percentage of equity, such as 50%, as

Johnson recommended in the 2011 rate case and used in this case. (T3 pp 150-
40



51) Duke customers should not be required to pay higher rates simply because
Duke prefers to maintain a higher level of equity, as opposed to debt, on its
books. This somewhat less conservative debt/equity structure would limit the
size of the rate increase without causing negative market consequences to Duke.

CONCLUSION

For the foregoing reasons, there is insufficient evidence in the record to
allow the Commission to establish a reasonable ROE because there is
insufficient ROE evidence in the record regarding customer interests and the
impact of changing economic conditions on consumers. If, notwithstanding the
lack of sufficient evidence in the record, the Commission attempts to make an
ROE determination, the Commission should establish a lower ROE that better
protects consumers because even the evidence that focuses on shareholder
impact and Duke’s ability to attract capital does not support an ROE of 10.2%.
Likewise, the Commission should establish an imputed capital structure that
better protects and results in lower rates for consumers.

Respectfully submitted, this the 20" day of August, 2013.

ROY COOPER
Attorney General

!
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Kevin Anderson

Senior Deputy Attorney General
N.C. Department of Justice
P.O. Box 629

Raleigh, NC 27602

(919) 716-6006
kander@ncdoj.gov
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Table 6a: Summary of Constant Growth DCF Results

Low Growth Mean Growth High Growth
Rate Rate Rate
Proxy Group Mean ‘
30-Day Average 8.84% 10.15% 11.66%
90-Day Average 8.76% 10.06% 11.58%
180-Day Average 8.81% 10.12% 11.64%
Proxy Group Median
30-Day Average 9.60% 9.98% 11.32%
90-Day Average 9.44% 10.10% 11.25%
180-Day Average 9.36% 10.27% 11.30%

Table 6b: Summary of CAPM Results

Capital IQ
Bloomberg Derived
Sharpe Ratio Derived Market
Derived Market | Market Risk Risk
Risk Premium Premium Premium
Average Bloomberg Beta Coefficient
Current 30-Year Treasury (2.85%) 7.68% 9.93% 9.97%
Near Term Projected 30-Year o o o
Treasury (3.14%) 7.97% 10.21% 10.25%
Long-Term Projected 30-Year o 0 0
Treasury (5.10%) 9.93% 12.17% 12.21%
Average Value Line Beta Coefficient
Current 30-Year Treasury (2.85%) 7.78% 10.07% 10.11%
Near Term Projected 30-Year o o o
Treasury (3.14%) 8.07% 10.36% 10.404
Long-Term Projected 30-Year o o o
Treasury (5.10%) 10.03% 12.32% 12.36%
Q. DOES THIS CONCLUDE YOUR PRE-FILED DIRECT
TESTIMONY?
A. Yes, it does.
DIRECT TESTIMONY OF ROBERT B. HEVERT Page 70

DUKE ENERGY CAROLINAS, LLC

DOCKET NO. E-7, SUB 1026
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Constant Growth Discounted Cash Flow Model

@

30 Day Average Stock Price

Ex 0. RBH-1
fage 1 of 3

.[11L

U! (3] [4) 5] i8] 7l & [9] [10]
Average Expected  Zacks First Calt Value Line Average §}
Annualized Stock  Dividend Dividend Eamings Eamings Eamings Eamings { Low Mean High

Company Ticker Dividend Price Yield Yield Growth Growth Growth Growth (¢ ROE ROE ROE
American Electric Power Company, Inc. AEP $1.88 $42.59 4.41% 4.48% 3.38% 3.08% 3.00% 3.16% l‘ 7.48% 7.64% 7.87%
Cleco Corp. CNL $1.35 $40.15 3.36%  3.44% 3.00%  3.00% 8.00% 4.67% 6.41% 8.11% 11.50%
Empire District Electric EDE $1.00 $20.18 4.95% 5.15% N/A 10.20% 5.50% 7.85% 10.58% 13.00% 15.41%
Great Plains Energy Inc. GXP $0.87 $20.23 4.30% 4.46% 7.80% 9.40% 5.50% 7.57% 89.92%  1203% 13.80%
IDACORP, Inc. DA $1.52 $42.78  3.55% 3.61% 4.00% 4.00% 2.00% 3.33% 5.59% 6.95% 7.62%
Otter Tail Corporation OTTR $1.19 $2448 . 4.86% 4.98% 5.00% 5.00% NA 5.00% 9.98% 9.98% 9.98%
Pinnacle West Capital Corp. PNW $2.18 $50.87 4.28% 4.41% 6.90% 6.30% 5.00% 6.07% 8.38%  1047% 11.32%
PNM Resources, inc. - PNM $0.58 $20.80 2.79% 2.94% 8.35% 8.30% 16.00%  11.22% 11.25% 14.16% 19.01%
Portland Genera! Electric Company POR $1.08 $26.79 4.03% 4.11% 4.07% 1.98% 5.50% 3.85% 6.05% 7.96% 9.64%
Southern Company SO $1.96 $43.08 455% 4.66% 5.06% 4.94% 5.00% 5.00% 8.60% 8.66% 8.72%
Westar Energy, Inc. WR $1.32 $2842  464% 4.80% 6.20% 6.80% 7.50% 6.83% 10.99% 11.64%  12.32%
PROXY GROUP MEAN 416%. 4.28% 5.38% 5.82% 6.30% 5.87% 8.84%  10.15% 11.66%
PROXY GROUP MEDIAN 4.30% 4.46% 5.03% 5.00% 5.50% 500% ® 9.60% 9.98%  11.32%
Notes:

[1] Source: Bloomberg Professional

[2] Source: Bloomberg Professional, equals 30-rading day average as of December 31, 2012

[3] Equals [11/1{2] .

(4] Equals [3] x (1 + 0.5 x [8])
[5] Source: Zacks

[6] Source: Yahoo! Finance

[71 Source: Value Line

[8] Equals Average([5], [6]. [7}}

[8] Equals [3] x (1 + 0.5 x Minimum([5], [6], [7])) + Minimum([5], [6], [7])

[10] Equals [4] + {8}

[11] Equals [3] x (1 + 0.5 x Maximum((s], [6], [71)) + Maximum(is], [6], [7])
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Constant Growth Discounted Cash Flow Model!

Extv ]?o RBH-1
age20f3

90 Day Average Stock Price
3| 2] 3] _ 4 5] 6] |71 g H [10] {11
Average Expected  Zacks First Call  Value Line  Average & .

Annualized Stock  Dividend Dividend Earnings Earnings Earnings Earnings § Low Mean High

Company Ticker Dividend Price Yield Yield Growth Growth Growth Growth L( ROE ROE ROE
American Electric Power Company, Inc. AEP $1.88 $43.25 4.35% 4.42% 3.38% 3.09% 3.00% 3.16% i 741% 7.57% 7.80%
Cleco Corp. CNL $1.35 $41.11 3.28%  3.36% 3.00% 3.00% 8.00% 487% "’ 6.33% 8.03%  11.42%
Empire District Electric EDE $1.00 $20.98 477% 4.95% NA 10.20% 5.50% 7.85% & 1040% 1280% 15.21%
Great Plains Energy Inc. GXP $0.87 $21.38  4.07% 4.22% 7.80% 9.40% 5.50% 1.57% 4 968%  11.79% 13.66%
IDACORP, Inc. iDA $1.52 $42.99 3.54% 3.59% 4.00% 4.00% 2.00% 333% 4 557% 6.93% 761%
Oftter Tait Corporation OTTR $1.18 $23.92 4.97% 5.10% 5.00% 5.00% NA 5.00% {§ 10.10% 10.10% 10.10%
Pinnacle Wesl Capital Corp. PNW $2.18 $51.86  4.20% 4.33% 6.90% 6.30% 5.00% 6.07% 1] 9.31%  1040% 11.25%
PNM Resources, Inc. PNM $0.58 $21.04 2.76% 2.81% 8.35% 9.30% 16.00% 11.22% % 11.22% 14.13%  18.98%
Portland General Electric Company POR $1.08 $27.02 4.00% 4.07% 4.07% 1.98% 5.50% 3.85% i 6.02% 7.92% 961%
Southern Company SO $1.96 $44.64 4.39% 4.50% 5.06% 4.94% 5.00% 500% # 9.44% 9.50% 9.56%
Westar Energy, inc. WR $1.32 $29.05 454% - 4.70% 6.20% 6.80% 7.50% 6.83% E 10.89%  11.53% 12.22%
PROXY GROUP MEAN 4.08% 4.20% 5.38% 5.82% 6.30% 5.87% E’! 8.76%  10.06% 11.58%
PROXY GROUP MEDIAN 4.20% 4.33% 5.03% 5.00% 5.50% 500% & 9.44%  10.10% _ 11.25%

Notes:

{11 Source: Bloomberg Professtonal

{2] Source: Bloomberg Professional, equals 80-trading day average as of December 31, 2012

{31 Equals [1]/ [2]

[4] Equals [3] x (1 + 0.5 x [8])
[5] Source: Zacks

[6] Scurce: Yahoo! Finance
[7] Source: Value Line

[8] Equals Average({5}, [6], [7]}

[9] Equals [3] x {1 + 0.5 x Minimum{[5}, [6}, [71])) +- Minimum([5], [6], [7])

[10] Equals [4] + 8]

[11] Equa!s [3i x {1 + 0.5 x Maximum({[5], [6], [7])} + Maxsmum([S [6}, [71)
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Constant Growth Discounted Cash Flow Model

180 Day Average Stock Price

Ex'o. RBH-1
age 30f 3

[1] [2] 13 4] - 6 [6] 7 18 53 9] {19 [11]
Average Expected  Zacks FirstCall Valueline Average &f
Annualized Stock  Dividend Dividend Earnings Earnings Eamnings Earnings i Low Mean High
Company Ticker Dividend Price Yield Yield Growth Growth Growth Growth ;’;} ROE ROE ROE
American Electric Power Company, inc. AEP $1.88 $41.62 4.52% 4.59% 3.38% 3.09% 3.00% 3.16% i 7.58% 7.74% 797%
Cleco Corp. CNL $1.35 $41.33 3.27% 3.34% 3.00% 3.00% 8.00% 4.67% 6.32% 8.01% 11.40%.
Empire District Electric EDE $1.00 $20.91 4.78% 4.97% N/A 10.20% 5.50% 7.85% 1041% 12.82% 15.23%
Great Plains Energy inc. GXP $0.87 $21.16 4.11% 4.27% 7.80% 02.40% 5.50% 7.57% 9.72% 11.83% 13.70%
IDACORP, Inc. IDA $1.52 $41.96 3.62% 3.68% 4.00% 4.00% 2.00% 3.33% 5.66% 7.02% ~ 7.70%
Ofter Tail Corporation OTTR $1.18 $23.15 5.14% 527% 5.00% 5.00% NA 5.00% 10.27% 10.27% 10.27%
Pinnacle West Capitat Corp. PNW $2.18 $51.29 4.25% 4,38% 6.90% 6.30% 5.00% 6.07% | 9.36% 10.45% 11.30%
PNM Resaources, Inc. PNM $0.58 $20.16  2.88% 3.04% 8.35% 9.30% 16.00% 11.22% ¥ 11.35% 14.26% 19.11%
Portland General Electric Company POR $1.08 $26.59 4.06% 4.14% 4.07% 1.88% 5.50% 3.85% 6.08% 7.99% 9.67%
Southermn Company sC $1.96 $45.58 4.30% 4.41% 5.06% 4,94% 5.00% 500% § 9.35% 9.41% 9.47%
Westar Energy, Inc. WR $1.32 $29.18 4.52% 4.68% 6.20% 6.80% 7.50% 6.83% B 10.86%. 11.51% 1219%
PROXY GROUP MEAN 4.13% 4.25% 5.38% 5.82% 6.30% 5.87% 8.81% 10.12% 11.64%
PROXY GROUP MEDIAN 4.25% 4.38% 5.03% 5.00% 5.50% 500% # 9.36% 10.27%  11.30%
Notes:

[1] Source: Btoomberg Professional

[21 Source: Bloomberg Professional, equals 180-trading day average as of December 31, 2012

[3] Equats [1]/[2]

{4] Equals [3]x (1 + 0.5 x {8])
5] Source: Zacks R

[6] Source: Yahoo! Finance

{7] Source: Value Line

{8] Equals Average(|5], [6]. 7]}

[9] Equals [3] x (1 + 0.5 x Minimum({[5], [6], [71})} + Minimum([5], [6], [7])

[10] Equals [4] + [8}

[11] Equals [3] x{1+ 0.5x Maxlmum([5] 6.7+ Ma;qmum({S] 6], [7])
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RECENT PE Tralling: 14.3 Y| RELATIVE 0v0 0
CLECO CORPORATION rsz.oc 15 4044 16.3 G ke 1,075 3.5% Nt |
: . . ] 8] 244 . 8] 284] 20.1) 318] 38.3| 453
TMELNESS & towesramiy | Hh[ 2131 208) 1ed| 208 20d) 2620 288 B4l B4 2| Ni| 82 et e
SAFETY T risedgzonz [ LEGEN
1,01 xDMd!m“f a0
TECHMCAL 3 massgromnz | ohoed by lmerst Rate yTrv 8
BETA 65 (100~ Muckel 2loct g0t 51 T s
5 adet aitas indeate recessiens i UMD NS S-S O Il
Ann'l Total [RSAE e 3
Price  Galn  Retumn e " AT Zg
}L'H‘ :05 “1(0)4 l} ;{Z ‘&"' ‘leih.l“l e M P 20
insidar Decisions TR 21 WP T 5 -
JEMAM 2 A8| b I 0

Gaon 00238008 8T I - '

sl 00 1110010 e i SN S DNt T % TOT. RETURN 11112 {7

Institutional Decisions : 1 ! Ih BRI

1 I

iy b abe gy | Paroent 81 T . m I 1y 150 142 [

o b 108 74 108 yaded 8 I i 3yr.  T44 455 O

Ridajo0t} 43802 43036 42158 0 | il il Sy. 718 38§

1096 11997 1098 1098 | 2000 | 2007 | 2002 | 2003 | 2004 | 2005 [ 2008 | 2007 | 2008 {2009 | 2010 | 2011 |2042 [20613 | SVAWELNE PUB.[AC]TS 17
9701 10161 1146 17121 1823 2355] 1533 1654 1503 ( 1841 ( 17.38( 1219 | 17.69{ 1417 ( 1898 1853 1555 {16.40 Ravenues pe:sh 2050
244 2181 2281 23| 217| 204| 05| 296| 256 276 263 269| 3r1] 78| s512| 528| 525| 5.25{'CashFlow"persh 6,75
12 toel 2] 18] 148) st 82| 16| 132 142} 138 132 70| 78| 228| 250| 285| 255 Eamingspersh A 350
J7 79 81 .83 85 87 80 .80 80 0 80 .90 80 .90 861 1421 130 140 [Div'dDecldpersh®wt 1,90
1431 1.93 2081 388f 252 Ti0] (91 156 14l @] 4N 851 | 559 | 4.15| 468| 425 395} 2.15|Cap'lSpending persh 225"
8a0] 8s8| 607| 944l 10041 1089f 1577 1008 | 1083 | 1369 | 16221 1685 | 1765 [ 1850 | 2176 2355 | 24.65| 25.80 |Book Valus porsh © 30.25

401] 4497|9557 | 4460|4400 | 446 | 4704 | 4T.16| 4062 | 40.95 | 5757 | 50.04 | 6004 | 60.26 | 60.51| 60.29 | 61.00[ 61.00 [Common Shs Oulst’y & | 6100
8] 125" W4} 1347 132] 148 22] 124 ag| 10| 177.3] 196] 1] 132 123 133 | Boto figgres are |Avg Ann'l PIE Ratlo 20
J5 g2 15 6 86 R{ 8 . 1 80 93 1M .85 .8 18 B4 value|Line | Relaljve P/E Ratlo 30
5% | 50%| 50%| 5% | 44w | ao%] 4% | 58% | 50% | 42% | as% | 25% | 38% | a9% | 35%| 33% | U™ |AvgAnn'iDivd Yield 4.5%

CAP{TAL STRUCTURE as of 9130112 7242 8748 | 7458 | 920.2 | 10007 [ 10306 [ 1080.2 | 853.8 | 11487 1 11173 950 | 1000 |Revenues (Smlll) 1250

Total Debt $1326.1 mifl. Duw In 5 Yrs $208.9 il 742] 61.2] 681 750 47| 796 ) 1024 | 1063} 1395] 157.8| 160 155 | Nel Profit {$miil} 215

:;L,D;?é‘7‘;%63.';'2;]‘&"';15'};';;; $755:ll. . [T350% [37.2% | 352% | 90.2% | J6.0% | 249% | 15% | 8% | 44.1% | 30.6% | 28.0% | 31.5% (Incoms Yax Rate 0%

(LT'lnterésxeamad;A.sx) : ’ 126% | 5.8% | 75% | 4.3% | 14.2% [ 57.0% | 82.8% | 935% | 12.2% | 43% | 50% | 3.0% |AFUOC % toNotProfit 2.0%

60.0% | 64.4% | 44.5% | 46.3% | 40.9% | 43.2% [ 51.1% [542% | 51.6% | 485% | 47.0% | 45.0% [Long-Term DabtRatlo 42.0%

Loases, Uncapitalized Annual rentals §12,4 mill, 36.2% | 33.8% | 53.1% | 52.0% | 57.8% | 56.7% | 48.9% | 458% { 48.5% | 51.5% | 53.0% | 54.0% |Common Equity Ratlo 58.0%

Panslon Aswets-12/11 $312.4 mil, T448.7 | 74085 | 10116 | 13150 [ 1575.6 | 1780.5 | 2167.7 | 24364 | 2717.0 | 27568 | 2840 | 2810 |Total Capltal [§mii] 3200

P14 Stack Novo Oblig. $362.0 ml. | 1566 | 1417, | 1060.0 | 1168.7 [ 13049 | 1725.0 | 2045 | 247.0 | 2784.2 | 2603.0 | 2980 | 2945 |Net Plant {$mil} 715

T 6% | 89% | 7% | 6% | 56% | 61% | 58% | 66% | 7.0% | 7.0% | 5.5% [Returnon Total Cap' 3.0%

Common Stack 60,726,390 shs, 28% | 122% | 11.8% | 108% | 03% | 7.9% [ 9.8% | 0.5% | 1068% | 11.4% | 11.0% | 10.0% |Return on Shr, Equity 11.5%

as of 10/26/12 134% | 125% | $9.9% | 107% | 83% | 7.8% | 96% | 9.5% ! 10.6% | 10.1% | 11.0% [ 10.0% |Return on Com Equity B[ 11.5%

MARKET CAP: $2.8 billon {Mid Cap} 58% | a5% | 2.9% | 41% | 0% [ 268% | 45% | 47% | 61%| 63% | 55%| 45% [Retalnedfo ComEq 504

ELECTRIC OPERATING STATISTICS 6B% | 72% ! BB% | 62% | 65% | 68% | 53% | Bi% | 42% | 43% | 40% | 55% |AlDIv'ds o Net Prof 55%

¥, Changs Retl Saes OOWH) Osg ":%1? 20,12 BUSINESS: Cleco Comoratlon is a holding compeny for Cleco  erating sources: coal & lignlte, 34%; gas & oll, 20%; potoleum

* | Awg. Idust Use [MAH 3532 3§57 3904 | Power, which supplies electridly fo mbout 281,000 customers In  coke, 23%: furchased, 14%. Fuel cosis: 40% of revenues. "1 re-

Avq,rd\mﬂm&: BA4) 1.6 1.5 | central Loulslena. Thuough a subsidlary, hes 776 megawatis of porled deprec. rata (utiiity): 2.8%, Has 1,200 employees, Chairman:

c‘Mﬂm« z“ m% ;gig gggg wholesate capacily. Elecide revenue breakdown: residential, 47%;  J. Patick Gamelt, Prasident & CEQ: Bruce A. Willlamson, Ine.: Lou-

deloa'dhdu(& ) 3.5 856  Sb.2 commercial, 29%; indusidal, 14%; other, 10%. Largesl indusida) Islana, Address: 2030 Donahue Fery Road, P.O. Box 50, Pine.
¥ Change 0“‘““"‘8“9-) 47 +1 +.8 | customers are papst.mills and other wood-product Indusides, Gen-  ville, LA 71361-5000, Tei.; 348-484-7400. Internel: www.claco.com.
N ] The earnings decline we estimate for Cleco Power. This Is expected to happen {n

T::U':chgés Pl m:,m zé:t’d’o;j; Cleco in 2013 lsn't worrlsome, In the the third quarter of 2013,

olchangepershj 0¥, 5Y¥m,  to'ssiq7 | flrst half of 2012, the company recorded The Louisiana commission has ap-

Revenues -1.5% 5% 0% | some Income from the contractual explra- proved a wholesale contract between

‘é(éar\;]tl‘F;OW‘ 6'8,52 1”2“5& e,gi’g tlon of Indemnifications stemmiing from Cleco and an electric cooperative that

Shndengs Ti% '20% 1154 | nonregulated generating assets that were serves suburban Baton Rouge. The

Book Valus 8.0% 100% 60% | sold in 2010 and 2011. This lifted-earnings agreement will begrln In April of 2014 and

Cal- | QUARTERLY REVENUES s mil) | Ful by $0.19 a share. Cleco Is excluding these run for 10 years. This will increase Cleco

ender [Merd! Jun30 Sepd0 Decdt] Yaur galns from its 2012 earnings guldance of Power's load hy more than 20% and will

2000 [213.0 2072 2415 1921 | 8538 2.40-$2.46 a share, but we are including help boost corporate profits, The company

2010|9723 2750 2439 2666 |134g7 | them In our estlmate of $2.65 a share. hopes to enter Into similar pacts,

2011 [2537 2128 3516 2391 |i197.3] Without this income In 2013, profits are Cleco is generating free cash flow. The

2012 2228 2401 2974 1897 | e50 | likely to decline, On the other hand, we es- company estlmates that, after dividends

203 (225 45 315 2% oo | timate normal weather conditlons next and routine capital expenditures, it will

Cal- FARNINGS PER SHARE A Full | Year after mild weather hurt the bottom have an additional $70 million-$100 mil-

wndar |Mard! Jund0 Sepd0 Dec.t| Yesr | liNE in the year that is just ending. Our lion annually. This cash flow, and the low

2000 | 11 45 99 1 | 175] 2013 earnings forecast is at the upper end payout ratio, suggest that the hefty divi.

010 | 5 58 8 33 | 229 of management's targeted range of $2.45- dend hikes that shareholders have golten

2011 48 52 108 s | 253| 82.55 a share. in recent years will prabably continue, .

2012 50 77 105 .33 | 265| Cleco's Coughlin gas-fired plant wona The company's superior dividend

2013 | .50 60 110 38 | 25| request for proposals that was issued growth prospects are reflected In the
cal- | QUARTERLYDVIDENDSPAD® a1 | run | 2Y its utlllty stbling. Cleco Power, the price of this high-quallty stock. The

ondar_[Mardd Jund0 8830 Deedl] Yoar regulated utility, is now buying electriclty yleld Is nearly a perCentage point below

w0s | 225 25 225 225 | 8| from Coughlin, Cleco Corporation's last the Industry "average, and total return

2009 | 2% 5 995 9% 50 nonutility generating facllity, under a potential to 2016-2017 1s low. Perhaps

2010 | 225 %5 25 25 ‘o8 three-year agreement that began earller in some takeover speculation Is also reflected

2041 | 25 28 98 3125 112| 2012. Pending state and federal regulatory In the quotation. The stock is untimely.

2012 | 3125 3125 3375 L3375 approval, the plant will be transferred to Paul E. Debbas, CFA December 21, 2012

A} Diluted earnings. Exdl. nonrac, gains ings report due late Feb. (B} DN storcally |'11: $10. 5 ., ad], 8 d

ilo;ses: ‘00, 59 ‘82. {5¢), '03, SSZ 5% '05, | pald hp::Id—Feb., May, Au(g.)and ?JZ\E‘.I .to[;iw‘dky 1’.1) R‘Jﬁ%},’:ﬁ‘; hg)l gldgrltofglﬂggglgwed on g&?f’:ngrl’cilgt.:bclll?t'ysmnnm 10%

2.11; 07, $1.22; 10, $1.81; ‘11, 63¢; losses | relnvastment pian avall. T Shareholder Invest- | com. aq. In "09: 11.7%; eamned on avg. com, Prica Growth Pertlstance 95

trom discont. ops.: ‘00, 14¢; '01, 4¢. Next eamn- | ment plan avall. (C} Incl, deferrad charges. In | eq,, "11: 11.7%. RegulatoryCllma!a:ﬂverage‘ Eamings Pradlctahility 75
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RECENT PE Trllhng: 15.5) RELATIVE oIvo
|EMPIRE DISTRICT wysee [ 20,03 15.2Getet 3)eais 1.000% 5.0% A |
TIMELINESS 3 Loweedziinz | Hiani| 288] 220 225 238] 250] 251 264 23.5] 104 225 233[ 220 Target Price Range
low: | 17.5| 16 : . . . . . . .
SAFETY PR LS 1 ‘ 70| 18.5] 103) 203| 21,1 140| 11.9| 17.6] 180| 105 2015 ) 2016 20%
TECHNICAL 3 Lowssed 112312 ddes by e e &
BETA .65 (1.0~ Markel o&a&m T o Frice Swengh : H
207517 PROJECTIONS [—2ded rcas hlksie recessions ARG 32
Prics  Galn Anrr(l;ltﬂggll T ol b2 it s e R sexenl 24
I PITYEED Ak rvvevs LI UIOTI R T
il e s - S S R
Insider Decislons Nl R o T K
JFMHAKJIJIAS
By 0C0000000 D 8
o 852888880l ¥ o
Institutional Declslons k“::'g [Pt ." ' Froarees *TOT.‘I‘INETUR"!::Q&
08 A 100 | pyea 12 . ; ; II[ : . smek  woex |
I T |- C B o e i & i F
| Ha(t) 20044 19874 19355 raded 4 ﬂfﬂﬂ] E;r: 67 155 [
1906 19097119981 1999 ] 2000 | 2001 [ 2002 [ 2003 [ 2004 [ 2005 |2006 {2007 | 2008 [2009 | 2010 [ 2041 [2012 [2043 | ©VALUELINE PUB.TLC[5-17
1253 1283] 1402] 13941 78| 13.37| 1356 | 13.03| 1267 | 1480 | 1367 | 1459 | 1526 1304 | 1302] 1374 | 13.20| 13.00 |Revenues persh 15.25
267| 267) 297 289) 312( 219| 243 248| 222 245| 275 2B9| 281 | 272 2851 3N 290| 3.15(“Cash Flow” par sh 4,00
1.23 1.28 1.53 1.43 135 .59 19 129 .86 92 141 109 17§ 118 117 13 1.25 | 140 |Earnings parsh A 1.76
1280 120f 128) 1.28] 128 428| 128 128| 128f 128| 28| 128 128 1.28 1.28 B4 1.00] 100 |Divd Deci'd per sh®m ¢ 1.20
379 338 03| 414} 781 4027 343 265 184 283| 387 646 | 620 407 2631 244 360 3.85|Cap'ISpending persh 2.50
1296 1306 1343 1348 1365] 1358| 14.59| 1547 1478 | 1508 [ 1549 | 1604 | 1556 | 1575:| 1582 | 1853 | 16.75[ 17.10 {Book Value per sh © 13.50
1644 1678 17.00] 17.37] 1760 1976 22571 24981 2570 | 28.08 [ 3025 | 3361 | 33.98 | 3811 4158 ] 4198 4250 42.50 [Common Shs Outst'g O [ —43.50
{148 18] o] 7] 777 R[] 2] 158 248f 245 159 2477 73| 143 1681 15.8 ] 8aid fglres sre |Avg An'l PIE Ratlo 125
91 80 J3) 124 115 174 88 80 131 130 B 135 1.04 95 1,07] 1.00| |Vatustine Relative PE Ratlo 35
70%| 7.0% | Bo%| sa%! s4% | ea% | e | 6% | 80% | 57% | 57% | 54% | 83% | 78% | 65% | a1% | ""P™  avgAnn'l Divid Yield 5.5%
CAPITAL STRUCTURE as of 8/30/12 3059 | 3265 | 3255 3862 | 4136 | 4902 | 5182 ) 497.2 | 5413 | 5769 560 5§90 |Revenues {$mill) 710
Total Debt §694.8 mill, Dus In 5 Yra $140.6 mil, 255| 25| 28] 238} 98| 32| 307 413) 474| 550| 5301 55,0 Net Profit (Smll) 750
;20;2‘533‘5,{3';‘311&"1 i Morost S388mil. 733K [ S45% | 30.1% [ 4% [ 4% [30.3K [325% [326% | 02K [ 304% [ 38.0% | 605 [income Tax Rafe 38.0%
(LT Inlerest samod: 3.2%) 22% | 1.0% | 10% | 24% | 107% | 20.4% ] 91.5% |342% | 205% | 9% | 20%| 20% |AFUDC%toNetProfit | 1.0%
Leases, Uncapitalized Annual rentfs $.9 mil. 55.5% | 52.0% | 51.3% | 51.0% | 49.7% | 50.1% | 53.6% | 51.6% | 51.3% | 49.9% | 45.5% | 50.5% [Long-Tern Debt Ralle | 8%.0%
Pension Assets-12/11 $141.0 mil. 44.5% | 48.0% | 40.7% | 49.0% | 50.3% | 49.9% [ 46.4% [40.4% | 48.7% | 50.1% | 54.5% | $9.4% [Common Eqully Ratie | 49.0%
Obllg. $215.9 mil. 7403 | 7802 | 778,11 8033 0310 [ 10811 [ 11404 | 1240.9 | 1350.7 | 1388.2 | 1305 | 1475 [Total Capital (§mii}) 1650
Pfd Stock Nono 7941 | 8339 | 8570 | 8960 [ 1031.0 | 11789 [13428 | 14800 | 1649.1 1663.7 | 1645 | 1735 Nt Plant {fmil) 1925
Common Stock 42,421,281 shs, SAR [ ST% | 47% | 4T% | 50% | 47% | 62% | 62% | 51%| 55% | 5% | 50% [ReturnonTotalCapl | 55%
as of 111112 18% | 7.8% | 68% | 60% | BS% | 2% | 7.5% | 60% | 2% | 7.9%| 7.5%{ 8.0% [Returnon Shr.Equity | 9.0%
. 78% | 7.0% ] 68% 1 60% | 6.5% | 6.2% | 7.5% | 6.9% | 7.2%) 79% 1 7541 8.0% |RetumonComEquityE | 9.0%
MARKET CAP: $850 milllon (Small Cap) NMF %] NMF] NMF] 8% [ NMF | NMF | NMF | NMF] 41%] 1.5% | 2.5% [Rstalnedto Com Eq 25%
ELECTRIC OPERATING STATISTICS 109% | 99% | NMF| NMF | 90% | 197% | 109% | 109% | f30% [ 45% | 80% | 72% [Al Dividsto NetProf %
%; Chango Retel Sulea M) 2!10? 1:%1$ 2021; _BUSINESS: The Emplre Distict Electic Company suppties elscid-  30%; Indusirla!, 15%; othar, 12%. Generting sources; coal, 46%;
Avg, Insaidal Une 2185 2413 2885 | clty lo 166,000 customers in a 10,000 sq. mi, area in Missour (B9% gas, 24%; hydro, 1%; purchasad, J0%. Fusel costs: 42% of rove-
Avg. Industral Rey/ &) 6.65 6.82 7,72 | of "4 rotall alec. revs.), Kansas (5%), Oklahoma (3%), & Arkansas nues. '11 reporied deprac, rale: 2.9%. Hes about 760 employoas.
Mw%ﬁgm, }%gg m; Hgs (3%). Acquirad Missouri Gas (44,000 customers) 8/08, Supples  Chainman: D. Randy Lanay, President & CEO: Bradiay P. Beacher.
Avowa Losd Facer 554 510 524 | waterserce (4,000 custamers) and has a small fibar-oplics opera- Inc.. KS. Address: 602 8. Joplin Ave,, P.O. Box 127, Joplin, MO
X, Change Customers {ivp.) +.2 ¢4 <15 | ton. Eleciic ravenua breakdown: rasidantial, 43%; commerclal, 64802-0127, Tel.; 417-625-5100. Intemet: www.emplredistrct.com.
' Empire District Electric has an elec- mid-201]1, Many homes and businesses,
;hsxxc;u:]ss — ”:a,st zé:t'd ’0;-2171 tric rate case pending before the Mis- such as retalle¥s and restaurants, have
dchagsfpersh)  10Ym,  5Vm.  te'sip | sourd Public Service Commission been rebuilt. The utility estimates that the
Revenues 8% -5% 35% | (MPSC). The utility filed for a base tariff effect of the customer decline on revenues
ECusltx Flow" 2.%2{‘ gg‘;/z gggﬁ‘ hike of $30.7 million (7.6%), based on a is now likely to be less than 1%. However,
Biiags 2% 334 3ok | 10.6% return on equity. The maln reason some larger customers, such as a haspital
Book Value 15% 10% 25% | for the applicatton was the aftereffects of and.schools, are operating at temporar
cal- | QUARTERLY REVENUES (T} | Fur the tornado that hit Joplin, Missourl In sites and won't reopen until 2014 or 20185,
andar |Mardt Jundd Sep.30 Oecdi| Year May of 2011. Empire District also asked We estimate that earnings- will ad-
2008 | 1960 1922 12841 1209 | 497.2 for ‘an tnterlm rate Increase of $6.2 mil- vance In 2013 after a decline in 2012,
2010|1388 1145 1541 1328 | 5413 lion, due to costs assoclated with the Our 2012 estimate is near the upper end
201 |1507 1291 1643 1328 | 5768 tornado, but was turned down by the of Empire District's targeted range of
2012 11371 (1318 1592 321 | 666 | MPSC, A rate order.ls due by June of $1.18-51.27 a share, but will likely fall
2013 [150 130 185 145 500 | 2013. . short of the 2011 tally.” An unusually mild
Cal- EARNINGS PER SHARE A fan | The MPSC granted the company a winter hurt first-quarter resuits. We as-
endar [Mardt Jun30 Sep.d0 Dec.31| Year raise in water rates. The increase was sume a return to normal weather in the
w008 | a0 35 43 22 | 118 $450.000 (25.5%), and took effect on No- first period of 2013. Also, Empire District
ool 2 8 58 2| 17 vember 23rd. This was Empire District's should benefit from rate relief in Mlssour‘l.
2011 | 25 22 80 21 | t31] ftrst water rate hike since 2006. It was a Our 2013 forecast would be the company's
a2 | 23 35 g0 17 | 125| black-box settlement in which an allowed highest share profit since 2006, and its
2013 | 30 .25 .65 .20 | 140| return on equity was not specified. second-highest since 1998, :
Cof- | QUARTERLY DIVIDENDS PAID Bt | Fuil Emplre District's service area contin- This stock's dividend yleld. is some-
endar |Mardd Jund0 Sep.d0 Decdt| Year| ue€s to recover from the effects of the what above the Industry average. We
2008 | 32 32; w32 128 aforementioned tornado. As of Septem- project some dividend growth over the 3-
00 |32 3 B W 18| ber 30th, the customer count was some to 5-year perlod, but not enough to return
o0 | 22 2 30w 128 | 1,200 below the level prlor to the tornado. to its level before the tornado. Total return
ot |32 om0 %4 | That's far better than the 4,200 customers potential is average for a utility. Y
01225 25 25 5 that were unable to return to service as of Paul E. Debbas, CFA December 21, 2012
(A} Excl. loss from discont, ops.. '8, 2¢. ‘08 & | June, Sept, and Dac. Divds suspended 3G *11: $6.69/ah, {D) in mii. (E) Rale base; COmrang'a Financlal Strength B+
11 EPS don't add dus to rounding, 10 dus to | ‘11, relnstated 1Q '12. = Divd rolnvéstment D?grec. odg. cosi. Ralo allowed on com, eq, In | Stock's Prige Stabllity 100
change In shs. Next earnings report dus early | pian avallable (3% discount). + Shareholder In- | MO In "10; fone specified; sernad on evp. com. | Price Growih Persistance 3
1 Eamings Pradictability 20
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GREAT PLAINS EN GY NYSE.q@  |PRCE 20.37 RATIO 15.0 Mudlar?:ﬁ.ﬂ) PIE RATIO 0.99 YLD 4.3 /0
: ) . ) 5. . ) ] . 51 18 2,1] 228
THELNESS 3 ez | Y] 378 O 38N S8 2591 358 %3.3! 8| 03| 85| faa| %5 Tget Priee Raniy
SAFETY 3 Lowrediznae [ LEGENDS ey .
2 - gh%exdr Inu:resr é'gle S 64
;ECHN:CALW Mkfmmm " gevlgm%ce s fal - - s
£ ';.(’ i e;’. _.Edhind:%iﬂsms'ndialemcefslms Iy , - Letsed. ;g
Al Tolal f fly 1o ot T R Ay e sl LV . U PR I
Price G;El)n Rfe{;um 1T St 1,,,' 4 " AT AT 20
e B ((.1572] 1% e ' T ] N A N PO sanac] g
nsider Decisions bt s - hal D DA e 12
JEMAM JIAS T e e 8
wBy 0060010010 T
|°(!F§I:I" 3 g g 8 SI] 8 8 8 ? 62375 % TOT. RET 112 -6
Tnstitufional Declsions M et L e ;‘,’A'C’KUR;‘LLQ{;';'{"'
om0 G4 418 Parcant 14 Y T i ft — . 03 w2 [
o4 118 408 11| yoded 6 4 [ ay. 206 455 [
Bids{tot) 102687 107362 107572 Sy -t22 355
1006 | 1997 1 1998 | 1999 | 2000 | 2001 | 2002 {2003 {2004 [2005 | 2006 [2007 {2008 [2009 |2010 {2011 }2012 [2013 | ©YALUE LIWE PUB.LLC{15-17
14601 t447] 1597 14501 1802 2361} 2691 | 31,04 [ 3343 | 34867 33.30 | 3789 | 14.00 [ 1451 | 1662 17.03| 1500 15.65 [Revenuss persh 19,00
390] 391 4211 363 483] 40| 440 469 AT5| dsd | 388| d24| 309| 327 442) 38| 340 370 |"CashFlow” persh 475
1681 169 180| 126 2051 159| 204 227 246 218 | 162 486] 146 103 1531 1251 130] 140 [Earcingspersh A 175
169 1621 164{ 166| 166} 1.68] 168[ 166| 166| 166 166 | 166 | 166 .83 83 84 86 .88 |Div'd Docl'd par s 9 » 1.10
T80 206 T T67| 2071 GAT| 438 81| 210| 266 449| 605| 615 886 | 649 | 476 ad0| 45| 515 |CaplSpendiig perah 100 |
W] 48] 1441] 1397 1488) 12.50) 1358 | 13.62] 16.35) 1637 ) 1670 ) 18.48 ) 21,39 | 20.62 | 21.26] 2074 21.65] 22.45 |Book Value per sh ¢ 24.00
BTOT 6151 6191 | 61.01| 61.01] 6191| 60.20 | 50.25| 74,371 7474 | 80.95 | 86.23 | 140,26 | 13542 | 135,71 | 136,14 | 153.50 | 153.50 [Common She Outst’y © | 143,80
159 78 157 2001 124]. 158 1l 122 126 10 18.3 16.3 .5 6.0 121 T8 [ Gor rigires sre | Avg Anil PIE Ratlo 120
1.00 88 6821 14 81 81 b1 10 67 1B 99 87 1.23 107 a1 102 ValusiLine Relative P/E Ratio .80
59% | 56%| 55%| 66%] 65% | 6.6%| 73% | 60% | 54% | 55% | 56% | 55w | 0% | 50% | 48%| 1% ] U™ lavgAnniDivd Yieid 5.3%
CAPITAL STRUCTURE as of 9/30/12 1861.9 | 21495 | 2464.0 | 26048 [ 2675.3 [ 3267.1 [ 1670.1 | 19650 | 2255.5 | 23160 | 2300 | 2400 [Revenuas ($mill) 2900
Total Dobt $3668.0mill. Due In 5 Yre $3630.6 mil. | 1362 | 1500 | 1788 164.2 | 127.6 | 159.2 | 0.5 ( 1358 | 2007 {244 195| 220 [Net Profit {§mill} 25
%}?&‘;‘;ﬁ’sﬁf il LT Interest $1623 il 1o R 1R 24, 1% [ 8T% (71.0% | 307% |5 | 0% | 307R [(327% [ 0% | 0K [Income Tax Rate 0%

® 123 10% ] 8% | 20% | 21% | BA% | 106% [46.8% | 570% | 267% | 3.9% | 20% [ 5.04 |AFUDC % to NetProflt 2.0%
Leases, Uncapltallzad Annual rontats $10.7 mill, 536% | 538% [ 44.8% [ 47.5% | 30.6% [ 40.7% | 49.7% [ 53.2% | 60.2% [ 47.6% | 47.0% | 425% [Long-Term Debt Ratio 44.5%
Pansion Aszets-12/11 $591.1 mil, 44.7% | 44.4% | 53.4% | 50.9% | 67.5% | 57.9% | 496% | 46.2% | 49.2% [ 51.6% | 52.5% [ 51.0% [Common Equity Ralio 55.0%

Obllg. $980.6 mil. |"2102,8 | 21546 | 2937.1 | 24003 | 1888.4 | 27008 | 5146.2 | 6044.5 | 5867.6 | 67412 | 6240 | 6605 [Total Capltal (Smil) 6725
D 4 Tl 2604.1 | 27009 | 27345 | 2765.6 | 20682 | 34445 | 60813 | 6651.1 | 6692.3 | 70535 | 7265 ( 7810 |Not Plant(Smil} 8415
CUn’;‘) m"ﬂh‘[ﬂ"mm $101 to $103.70. 1.71% 9.0% 10.3% 8.2% 1.9% 1.5% 3.5% 19% 5.9% 4.6% 4.5% 4.5% |Return on Total Cap’l 5.5%
Common Stock 153,475,437 shs, 13.2% ] 16.0% | 15.4% | 13.0% | 8.2% | 8.9% | 46% | 48% | 7.2%| 58% | 6.0% &6.5% |Retum onShr. Equity 7.5%
as of 10/34/12 13.6% | 164% | 155% | 12.3% | 9.4% | 10.1% | 4.6% | 48% | 7.0%| S5.8% [ 60% | 63% |RetumonCom Equity B| 7.5%
MARKET CAP: $3.1 billlon (Mid Cap) - 23% | 44% | 5.1% 1 32% | NMF [ 9% | NMF [ 9% | 34%] 20% | 20%| 25X {RetalnedloCom Eq 308
ELECTRIC OPERATING STATISTICS B3% ] 7N | 68% | 6% | (4% | 91% | NMF | 8i% | 54% | 66% | 64% | 63% |ANDIvids to Net Prof 60%
 Change Relad Saes DOWH) ;"&0? 2,051? 2,°|1; ‘I BUSINESS: Great Plains Enargy Incorporated s 8 holding compa-  other, 13%. Ganerating sources: coal, T1%: nuclesr, 11%; wind,
m_mg_ummﬂfw 1987 1478 14§3 | ny for Kanses Clty Power & Light and two othel subaldiarles, which  2%; gas & oll, 1%; purchasad, 16%. Fuel costs: 30% of revs. '11
A IrdusI.Rew.mf WH (1) 547 588 &1 1 supply olectdclty to 827,000 customars In westem Missoud (71% of  raported deprec. rate (utlity): 3.0%. Has 3,160 employees. Chalr-
Capacdy 1l Peat| gg%? ggﬁ gggz rsvenues) and eastem Kansas (29%), Acq'd Aquila 7/08, Sold Stra-  man: Michael J. Chesser. President & CEQ: Terry Bassham. Inc.:
Mool Letd Fackr $13 524 565 | teglc Enorgy {energy-markating subsidlary) in ‘08. Electlc revenue  Missoud. Address: 1200 Maln St, Kansas Clty, MO 64105. Tel:
xmcum?m, AN V.2 .. | breakdown: resldential, 41%; commercial, 38%; Induskial, 8%; 816-556.2200. Intemet: www.graaiplainsenergy.com.

) Great Plains Energy’s utility subsldl- And average shares outstanding will be
:“::gz:_o:;:{zs Pant H:’m zé:l.d,‘[];_',L aries should soon recelve rate orders. greater In 5012 and 2013, since some debt
oichangs (persh)  10¥rs.  S¥,  lo'iss7 | The utllities are seeking rate Increases was converted into equity in June of 2012,
Ravenues -1.6% -140% 30 totaling $245.6 milllon In Missourt and Our 2012 earnings estimate, which is at
goash Flow iss %f& 2’2% Kansas, based on a return on equity of the mlidpoint of management's targeted
B 2 .50%  5o% ( 10.3%. The commaon equily ratios in the range of $1.25-31.35 a share, would pro-
Book Valua” 45% 655%  20% %ﬂngs ar%‘g&ﬁ% in Missouri and 51‘81% In duce Bsitl slli htwimprovement ovgr the

ansas, e company, the commissions' weak tally. We figure that the bottom
,ﬁ:‘,;, mggﬁ”f&kk%“g{‘#ﬁ%s311}15!31 5:'.", staffs, and some ix?ter{enors have reached line will advar);ce in 2013, thanks to rate
2000 14152 4805 5877 4776 |i9650| Settlements on some matters, but other is- relief. Great Plains Isn't providing earn-.
2010 15060 5500 7288 4674 |20555| Sues-——most notably, the allowed ROEs— ings guldance until {t reports fourth-
2011 4020 5651 7737 4864 (23980 | haven't been resolved, An order in Kansas quarter results in February.
2012 |4797 6036 7462 4705 (2300 | was expected shortly after this report went major environmental project is un-
2013 1500 600 800 500 |2400 | to press, with new rates taking effect at der construction, The utilities are
Cal- EARNINGS PER SHARE A ray | the start of 2013, Decislons in Missour! are spending $615 miilion to add pollution
andar |Mardt Jun.30 Sep.30 Dac] Year expected in January, with new tariffs tak- control equipment to two coal-fired units.
2005 | 05~ .28 .51 40 | 1o3] ing effect later that month, The company will be able to place con-
2010 | 15 47 98 . do4 | 13| The wutilities haven't been earning structlon work In progress Into the rate
2044 01 4 9 01| 42| thelr allowed ROE, and aren't likely base in Kansas, but will have to wait until
942 | 407 41 95 .01 | 130] to do so in 2013, no matter the out- the project ts completed (in 2015) in order
203 | 05 35 .85 .05 | 140) come of the rate cases, Kllowatt-hour to earn a return in Missourl,
Cal- | QUARTERLY DNIDENDSPAIG 9= | Fyy | S2les have been declining, due to the slug- This stock doesn't have a lot of inves-
ondar |Mar31 Jun30 Sep30 Dee3i| Year| 8lsh economy and conservation by custom- tor appeal. Even after a $0.02-a-share
2008 | 415 415 415 415 | 165] &S Certaln expenses, such as property (2.4%) ralse In the annual dividend this
2000 | 2076 2075 2075 2075| 83| taxes. continue (o rise. Costs assoclated quarter, the yield Is only average, for a
2010 | 2075 2075 2075 .2075| g3 with the Wolf Creek nuclear plant, which utility. And total return potentjal to 2015-
2011 | 2075 2075 2075 125 | 84| Is having Increased oversight by the Nu- 2017 ls unexclting,
2012 | 2126 2126 2125 2475 clear Regulatory Commission, are higher. Paul E. Debbas, CFA December 21, 2012

ZA% Exd. nonres, gains gosses): ‘00, 49¢; 01,
$2.01); '02, {5¢); 03, 29¢; ‘04, (7¢); '089, 12¢;
gnln (losses) on discont. ops.: ‘03, wﬂ:' 5
0¢; 05, (3¢); ‘08, 35¢; 08, (1¢).'06-'11 EPS

HE

b
of X rmy be repradhced, Tesald, siored or wansited 1 any printed,

= Dlv'd relnvest, plan avall, (C) Indi, Intang. In

© 2012, Yaie Una Publishing LLC. AU rights reserved. Faciual materfal Is obialned from sources belfeved 1o be refiable and 15 provided withaut tles of Knd, .
PUBLISIER IS NDT RESPONSIBLE FOR ARY ERRORS OR DMISSIONS IEREIN, This o Wity el 1o subscribe call 1-800-833-0046.

don'l add due to change in sharas or rounding. | “11: $9,01/sh. (D) In mltl, (E) Rale bass: Falr
Next earnings report due late Feh. (B) Divids
historically pald In mid-Mar., Juna, Sept. & Dec, | 10%:; ln KS in *{0; 10%; earned on avg. com,

Comg.ang’s Flnanctal Strength B+
value. Rate allowed on com. eq. InMO In'11: | Stock's Price Stability ]
Price Growih Persistence 5

y Climate: Averege. | Eamings Predictability 70

eq., '11: 6.0%. Regul

deckork of othey fonm, of mﬂu’

blication Is strlcly for subserber’s own, non-commerclal, inernal use.
genenaling or marketrgg any rinled or eleciroric privication, service or product,
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. ) RECENT PE Tralling: 12.5) RELATVE o 0
IDACORP, |NC. NYSE.ipA PRICE 4446 RATIO 13-3(Hedlan: 50| eiewano 0,870 34/0
meuness 3 wewsnon | ] SITLICT 2T 0T AT 02 B7] Ba] | BA| 3] BA| | |pet e Ranme
SAFETY 3 Lowrd2i) [ LEGENDS 512016 2017
‘ wmm 1,00 ¥ Dividends p sh . .
TECHNICAL 3 Lowensd sz divded by inierest Rate sk it e o 80
.- Relatve Prica Svengh } S P -.
BETA .70 (1.00 = Markel Oggons: Yos , 7 7S RS A SR LY T X FYET T 69
[ 20157 PROJECTIONS |-=aded pess hdcate ioussions N 1 o s 0
Pice  Galn " atyent ] o Y I P LT L (00 I BhAhd bidhioiel 5.1
85 (+25%) 9% it ' L it A 2
AR 114 M ) OO | AL ESFRL0H 20
Insider Decislons L e . fﬁigﬁﬁi 4t 15 -
o J A e, st ing 015
o S350yl TR T L T e [
R RERRR L — i e W D T
s ek L -7,
Institutional Decislons g’%ﬂ - ,"'g:l .,1 "mﬁﬁfmmﬁﬁ-
oAl QN 2002 | pareont 16 4 (R | : I STOCK WORX
I (o i AT
Raooy_34282 34810 3soda | ™9 5y HHtI Sy 585 23
1996 [ 1997 | 1998 | 1999 | 2000 | 2001 [ 2062 | 2003 | 2004 [2005 [ 2006 [ 2007 |2008 ;2009 | 2010 {2011 2012 [2013 | SVALUELIRE PUB.TLE[i5-17
15.38] 19.90( 2083| 1750 27.10 [ 15010 2443 ] 2041 2000 ) 2046 | 2023 1951 | 2047 | 21.92 | 2097 | 2055 2300 23.50 [Revenuss parsh 2455
405| 422 469) 450; 563} 8§63 408f 350) 412] 387 458] 401 | 42| 507| 523| 574 590| 6.00(“CashFlow” parsh 6.40
221 23| 23] 243 350f 338 1.83 961 180| 175| 235 186] 218 284 2851 3367 330) 3.25 |Eamingspersh A 340
186) 86| 1881 186| 1B6] 188) 1.88( 70| 120] 204 {20 120 120 4200 120 120] 37| 1.62|Dlv'dDecl'd peruh ®im 1.90
249 28T 2371 285 373 478 83| 389 473 4B3] 546 638 | 51| 526 | 665 818 4.70] 500 |CaplSpending persh 7.55
1847 | 1893 | 1942 20.02| 21824 23.45] 2301 | 2254 1 2388 | 24.04 | 2607 [ 2678 | 2076 | 20.47 | 31.01] 33.19| 3510 36.80 |Book Valuapersh © 39.35
3761 3161 316] 61| are1) 3763 3802|3834 | 4227 4266 4383 | 4506 | 46.02 | 41.00 | 4941 ) 4995 30.00] 50.00 [Cammon Shs Outst'g © ] 53.00
7] 196 4] 127( 109] 114] 183] 265 155 67 153 1821 18 102 | 1187 1157 sorsaglras are JAvg Ann'l PIE Ratlo 130
. 86 18 15 T2 . S81 103 451 B2 89 82 9 8 68 J8 3] Veluelllne  Ipslative PE Ratlo 35
6% | BO% | S4%| 60%| 9% | 49%| 60% | 7% | A% | 4% | 34% | 35% | 40% | 45% | 4% 3% [ U™ avg Annt Divid Vied 42%
CAPITAL STRUCTURE aa of 6/30/12 9288 | 7827 | B445| 8505 | 9263 6794 | 6604 [1040.8 | 1036.0 | 10268 | 1450 | 175 |Revenues ($rlll) 1300
Total Debt $1537.6 mill. Dus In'5 ¥rs $176.3 mill, 66.0) 401 ) 7081 637 ) 1001 823 984 ) 1244 | 142.5| 16693 165 | 180 |Nat Profit (Smili 180°
|.LTT ?°¢m11536'53?";'5 LT Interest §70.0 mifl - - - | 180% [ 133% [ 14.3% [ 16.3% | 152% | NMF [ NMF| 25.0%'( 30.0% [Incoms Tax Rate 30.0%
(L Tinterest oamed: 2.5) A0% | 75% | 39% | 47% | 40% | 07% | 102% | 10.5% | 197% | 228% | 250% | 25.0% |AFUDC %to Net Profit | 30.0%
Pension Assats-12/11 $390.1 mil, 49.2% | 50.8% | 49.3% | B0.0% | 45.2% | 48.9% [ 47.6% | 50.2% | 49.3% | 456% [ 46.0% | 46.5% |Long-Term DebtRatlo | 47.5%
_Oblig. $655.4 mit, | 47.9% | 464°% | 60.7% | 50.0% | 54.8% | 61.4% [524% 1 498% [ 60.7% | 544% | 54.0% | 52.5% [Common Equily Ratlo 52.5%
18269 | 1662.5 | 1907.8 | 2048.8 | 2052.8 | 2364.2 | 24859 | 2807.1 | 30204 [ 30452 | 3256 | 3430 [Total Capltal ($mill) 4000
Pfd Stock Nona 19065 | 2088.3 | 22095 | 2314.3 | 24191 | 26168 | 2758.2 | 2017.0 | 31614 | 24068 | 3680 | 3975 |Net Plant $mi) 5000
Cs1% ] 3% B[ ABh | 62% | 4T% . SI% | 57% | 6.0% [ 67% | 0% | &.0% [Reiumn on Tolal Cap'l 5.5%
oy " 80184714 shs. | aew | 1% | e2% | 69% | 6% | 76% | 89% | 8% | 104% | 05% | 5% [RewmonShrEquly | 5%
70% ) 42% ] T.2% | B2% | 89% | 6.8% | 6% | 89% | 93% | 10.4% | 9.5% | &5%.|RetumonComEquily B 8.5%
MARKET CAP: $2.2 biition {Mid Cap)’ NMF]. NMF ] 27% | 13% [ 43% | 24% | 34% [ 48% | 55% | 85% | 55% ] 4.5% |Retalned te ComEq 4.0%
ELECTRIC OPERATING STATISTICS 113% | NMF | B5% | 80% | 5i% | 64% | B5% | 46% | 1% 36% | 42% | 48% [AllDIv'ds to Net Prof 56%
[ Relzl St (XWH) 220? 2%110 2.01151 BUSINESS: IDACORP, Inc. Is tha holding compeny for ldaho Revenue breakdown; residential, 39%; commerdsal, 21%; Industrial,
Amlm("ﬁ"“ Nik  Nih XA | Powar, a ullity that operates 17 hydioslectric generation develop-  13%; other, 27%, Fusl sources: hydro, 59%; thermal, 27%; pur-
Avg. Indust Revs. I 459 450 484 | monts, 2 natural gas-firad plants, and perlly owns ihrea coal plants  chased power, 14%. ‘11 depreciation rate; 2.4%, Has 2,058 em-
Capacty 1l Peak KIk - NIA - NIk | across Igaho, Oregon, Wyomlng, and Nevada, Semvice temilory  ployees. Chalman: Gary G. Michael. President & CEO: 1. LaMont
%ﬁdﬁ“’&f‘ ! 33}: zm 2,%\3 covers 24,000 squara milas wilh esiimaled poputation of one mil-  Keen. incorporaiad: Idaho. Address: §221 W. Idaho 81, Boise, ID.
W\anoeCushszd: e§ o4 w7 | lon, Sells electriclly In Idaha (95% of ravenues) and Oregon (5%). 83702, Telsphona: 208-3868-2200. Internet: www.ldacorplne.com.
IDACORP osted stron second- perlod,
FW%WCM% B zé‘.d .0;3.?1 quarter progt comparisongs. Earnings In other news, its Boardman to
:,mgo':'ngﬁ,,s gt Pest B! | advanced nearly 70% over the year-earlier Hemingway (B2H) project has hit a
Revenuas -10.5% 5%  2.5% figure, to $0.71 a share. Indeed, the im- roadblock. The service date of the
“Cash Flow" -~ 50% 3-0;“ . presslve results can be attributed to fn- Boardman (Cregon) to Hemingway (Idaho)
Sﬂ,ﬂgggs _4"2& 8.5% f,‘g,‘ creaslng energy sales, coupled with rising transmission llne has been delayed due to
Book Value 35% 50% 4.0% | sales and higher retall base rates. Notably, governmental and environmental head-
cal QUARTERLY REVENUES(S ml) ol sales from irrigation customers practically winds. It is now expected to be completed
-nSa-r Wardd Jun.30 Sep.30 Decdt| Year | doubled, compared to last year, due (o no earller than 2018, versus thp previous
2008 2288 436 3045 2631 10498 | Warmer temperatures and lower preclplta- target of 20186, .
2000 12525 2418 1094 2323 |10ag.0 | ton levels. _ The beard of directors increased the
201 {2515 2360 3068 2307 |10288 | Management raised its guldance for’ dividend approximately 15%, to $0.38
2012 2441 2547 30 2842 |50 | 2012. Share earnings are now forecasted a share (payable November 30th). In-
2013 {275 260 380 280 |[f475 | to reach between $3.20 and $3.35, large:iy deed, this will be the second dividend in-
cal EARHINGS PER SHARE A Full due to  better-Lhan-expected second- crease In 2012, and the first at yearend
en:a'r Mardl Jundo Sep.dl Decdt| vear| quarter results, Thus, we have Increased since 2004, We expect further improve-
2009 0 5 116 B | 3ae| our estimate for 2012 by $0.30 a share, to ment on this front, as the company intends
a0 | 34 82 139 40| 295] $3-30.  (Subscribers should note that to boost lts dlvidend payout ratlato be be-
2011 80- 42 216 18 | 33| September-perlod earnings were scheduled tween 50% and 60% of net profit over the
12 | 56 7% 154 .55 | 330] to be released after we rolled the presses on long-term,
iy | 55 60 160 50 | 325 this Issue) What's more, IDA expects to Income-seeking accounts may want to
Cal- | QUARTERLY DVIDENDS PAID Bt | £y exceed a minimum return of 9.5% without 'look elsewhere. Despite the rising divi-
ensar MarM Jund0 Sep.3d Dec.dt| Yasr | the use of additional accumulated deferred dend, the 3.4% yleld remains below the
. : 0. * investment tax credits (ADITCs), and re- utllity industry average. However, inves-
2008 -38 30 gg 338 }%8 vised its estimate down from the $5 mil- tors should keép in mind that we do expect
2333 'go 33 % 30 | {20 Moo previously forecasted. In fact, during the measure to become more comparable
01 | 30 30 3 30 120 | the second quarter, the company reversed to its industry peers over the long term.
w2 |33 33 33 a8 the $0.8 million used during the March- Michelle Jensen November 2, 2012
. and late-Nav. » DIv'd rainvastment plan [lowed on com, eq. In ldaho In '08: 10.5%; | Company's Financial Strangth B+
f@ss)gegn. (?Zl%,;? ‘.’63’5531"; '3%?'33'?'?”%5 g;z},ns. aA\llja I, '?nSharehyld;r Investmani plan avail,p(C) eoarned on avg, eyqslem com, eq, '11: 10.1%. | Stook's Xrico Stabllity g 100
Next earnings raport due mid-Feb. (22 bivids | Incl. deferred deblis. In '14: $20.741sh, (D} In | Ragulatory Climata: Above Average. Price Growth Porslstence 65
historically pald in early March, late May, lale | mlil. (E) Rale Base: Nal original cost. Rate al- y Earnings Pradictabliity B85
© 2012, Vaie Lina Pubiishing LLC, All rights resesved. Factual matedal Is obtained from sowrces befleved to be rellsble and Is provided withaut warramies of any Kind, . -
j ki RO il aghvehieng ey el To subscribe call 1-800-833-0046.
R e R o C R T S L S S e g P To subsorib .
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|OTTER TAIL CORP.xog.orm  [&" 25,08 o 19,6 (eiit) et 1,297 4.7%fi

tigh:| 310] 349| 28.8] 27.8] 320] 19| 394 462 254| 264 235 262
TMELNESS 2 rasie | Fio] 3107 349] 2081 218 sab) Sial 041 851 B5| Ba| PRl B3 Tarpet Price Renge
SAFETY 3 Loweretizouo | LEGENDS )
3 g | &&%Q%M%%Z?:sfﬂm 64
TECHNICAL 3 Rafed .+, Redaie frice Suength 48
BETA .90 (100 = Market) 2{or-1 sgli 200 M IRETY 49
17 Oplions: el Ly, g 2 WAL LA dL 32
Ann'l Total [T [T SOOI VUK T N - 2
HI Paﬁ:' 04'°|n ’;.2“;2“ il Why ul ll'lu.“n it 20
+ Hitt iy
e 3 AR R e -~; = 16
Insider Docisions [ettemgrr il e 12
JEMANJIJIAS ‘rfq Y LY S ‘lg
By 0100000400 At
Opens 0 0006 Q00T T, ) L6
bl 001021000 [43 e S % TOT. RETURN 11112
Institutional Decisions RE AT £ g vem
lai} i N "
ooy hy T a| fecent o . 7 " b e w4z T
fo 29 a7 33 | yaded 3 ) Iy 242 455
Hids{ad) 10347 10275 10268 l ][" { [ ] By -6.3 358
1996 | 1897 | 1908 | 1999 [ 2000 | 2001 [ 2002 [ 2003 [ 2004 [ 2005 | 2006 [2007 [2008 {2009 12010 (2011 {2012 {2013 ©VALUE UNE PUB.LLCTT5-17
16.13] 1660| 18.44| 10.48| 23451 2653 27.75| 2028 | 3045 | 3559 | 3743 [ 4150 | 37.06 [ 2003 | 3108 2088 | 20.30] 30.40 [Revenuss per st %6.25
ar8] 20| 275! 201| 32| 340| 344y 230| 208| 335 930| 385| 281 | 276 260| 230| 215 350 [“CashFlow’ persh 490
1241 129 1200 145 180| 68 78| 54| 150 178| 69| 178! 100 .7 38( 45( 420 135|Earnings persh A 1.85
ol o3| g8l 99l 102 toa] 08| 108f 0] sa2| w45 47| 439 | 149 149 49| 119|149 |DivdDecldpersh Be | 130
2e T A AT 181 A s 197 t7z| 20| 235| 543 TB1| 495 28| 204 335| 4.05 |CapTSpandlng persh 500
861] 896l 947{ 1030) 1087] 1133] 1225| 1298 1484 ] 1580 | 16.67 | 1765 | 1944 | 1870 | 17.57| 1583 14.80| 15.55 |Book Value por sh © 18.00
TAT| B8 BI6| TIR5| 9585 | 2465| 2559 | 2572 | 28.08 | 2040 2950 | 2985 | 3538 | 9581 | 36.00 | 96,40| 36501 3700 [Common Shs Outsfy © | 40.00
Ba| 1281 WA T38| 1051 14| J80| 15| 13| 164| 13| 10| 301] 12| NMF| 47.5 ] 8cid ighres are |A¥g AUN'I PIE Rallo 750
88| 4| asp aef a8) el ar| sot| S0 82| 93} {01| 181 | 200 | NMF| 301| Velelias - iRelalive PIE Ratlo 1.00
SO%( S6% 1 52%1 AOW| AT%[.38% 7% ( 0% | 42% | 41% | 9% | 25% | 36% | 54% | 5M% | 56% [ '™ AvpAnniDIvd Yield 4%
CAPITAL STRUCTURE as of 8/30/12 7104 | 7532 8623 | 1046.4 | 11050 | 12389 [ 1361.2 10385 [ 1199.4 | 10778 | 1070 | 1125 [Revenues (§mill) 1450
Total Dabt $434.3 mil. Dus In § Yra §113.6 mil. 461] 7] 00| 5291 508 540 64| 260| 136 64| 450] 500 JNetProfit ($mill} 750
(Lf,'?;“;}:s“@é;ﬂ!~03x;' Interest $32.0 mil. 3% | 27.4% | 205% | A% | SA6% | A% | 300% | - | 200% | 108% | 10.0% | Z0.0% |Incoms Tax Rate 5.0%
i Lol 50w 2an | 1% ) e | 4% | 8% ] aom | 8% | -] 3.0%| 40% JAFUDC%toNetProlt | 50%

Leases, Uncapﬂg”l'dAnnua|{ama|5‘9nﬂ[‘ A00% T 43.2% § 37.0%  5.0% | 335% | 20.9% | 329% | 30.8% | 40.2% | 445% 43.5% | 44.5% Long-Tonn Dobt Ratio 45.0%
Pension Assels-12/11 $168.6 mil, Oblig. $246.1 | 534% | 54.3% | 60.7% | 62.9% | 64.5% [ 59.4% | 65.6% | 59.8% | 60.4% | 54.0% | 55.0% | 54.0% jCommon Equity Ratlo 54.0%

mill . , 58721 6146 7065 | 7382 783.0( 8821 110325 [ 1124.4 [ 10833 | 1058.8 [ 980 | 1085 [Total Capllal (Smill) 1235
:‘F':g ts)a%c:hggasargmss 75P 'gugllv :os;;f,,'?ﬁ'ioo,, ul- 567,9 | 8333 | 6624 | 697.1 | 7188 | 8540 {1037.8 |1096.6 | 1108.7 | 1077.56 | 1070 | 1425 |Net Plant {$miil) 132§
dalng value). W00 ] T.0% | 68% | 83% | 7% | 12% | 43% | 34% | 27% | 33% | 60% | 5.5% RetumonTotel Cap | 784
Common Stock 38,166,218 shs, 14.0% | 114% | 9.0% | 11.0% | 10.0% [ 10.0% | 5.4% | 38% | 2i% | 29% | 85% | 85% [ReturnonShr Equity® | 10.5%
as of 10/31/12 WU5% [ 117% | 94% | 11.2% | 10.2% [ 102% § 5% | 38% | 20% | 29% | 85% ] 8.5% |[Returnon Com Equlty 10.5%
MARKET CAP: §300 million (Small Cap) BO% | 32% | 25% | 42% | 33% | 35% | NMF | NMF | NMF| NMF[  Ali] 1.0% [Retalned toCom Eq 3%
ELECTRIC OPERATING STATISTICS BO% | 7% | 3% | 63% | 68% ! 66% | NMF | NMF | NMF{ NMF| 98K | 89% |AlDlv'ds toNet Prof 10%
% Change Ret)Sak XV 2‘39? 20,1? 20,1; BUSINESS: Otter Tall Corporation Is the parent of Ottar Tall Powar  health services, food Ingredients, & others. 2011 degr, rate: 4.0%.
A ndust Use "NA WA NA | Company, which supplias slsciriclly fo over 129,000 cuslomars In  Has 3,155 amployess. Off. and dir. own 1.3% of common stock;
: Ami’dustﬂmm (1]} HA L HA HA | Minnasola {49% of retall elec. ravs.), North Dakole {42%), and Cescads Investment, LLC, 9.6%; BlackRock, Inc, 6.3% (3/12
g:akLoagtP\’:’;ier s"o‘o M m South Dakola (8%). Electrlc rav, breakdown, '11: residonllal, 33%; Proxy), CEO: Edward Mclntyro. Inc.: MN, Addr.: 215 Soulh Cas-
Ao Losd Flclor(%&‘ NA A NA | commerclal & farms, 36%; industrlal, 24%; other, 7%.-Fuel cosls: cade St, P.O. Box 496, Fergus Falls, Minnesota 56538-0496. Tela.
% Change Dutkonen (y-40d) NA NA NA | 10.4% of ravenues. Has oparallons In manufacturing, plastics, phone: 866-410-6780, Intarnet: www.oltertall.com.
Otter Tall Corporation reported a turer DMI Industries is proceeding as
FadChas Ot 4 iat "t modest top-line decline for lzhe third planned. This divestiture.p along gwith

ANNUAL RATES  Paat :{,"t E‘:f.,g?{," quarter, The Electric segment posted several others in recent times, should al-

of changa {persh} 10 Yny.
g0 er ) 5.0 moderate revenue growth for the perlod, low Otter Tall to increase its focus on

Revenues 5.0% 2.0

+Cash Flow" <1.0%  30% 11.5% | thanks to greater demand from commer- growth opportunities in the Electric seg-
Eamings Son UE% 240% | clal customers and a higher recavery of ment. The company continues to Invest in
Book Valua 8.0% 50% 8% | fuel and purchased power costs. The transmission projects and environmental

Plastics business reported Impresslve upgrades that ought to generate sig-
eg;:r mﬂgﬁmfs#‘.{a%wﬂ:?o“3’3’6’.31 ;:;:lr growth, driven by an increase in volume of nificant growth for %hls unit gln the comi;%g
2000 12772 7468 2574 2580 |10395 ‘polyvinyl chloride pipe sold. However, rev- years. Elsewhere, we anticipate a strong
2010 12622 2702 2807 3060 Ji1ie{| enues declined moderately at the Manu- performance frum the Plastics business.
2010 12485 2833 2024 2631 |to779 | facturing segment. Moreover, the Con- nfayorable results from the Construction
2012 12778 2837 2174 2316 |to70 | structlon line posted considerably lower line may well continue to be an offset,
2003 [275 265 200 275 1125 | sales, due to a decrease in work volume however.

Py EARNINGS PER SHARE rr | and the effect of cost overruns on es- This stock Is ranked favorably for
ondar |Mardl Jun30 Sepd0 Dec3t| vear | timated revenues recognized. Note that year-ahead relative price perform.
W00 | 12 07 3 23 7] our bottom-line presentation of $0.35 per ance. Looking further out, we antlclpate
200 | 9 o6 48 05 | as| share excludes a $7.9 mlliion ($0.22 Fer higher revenues and share earnings for
2011 4 M 0 do2 45| share) aftertax charge on the early retire- the company by 2015-2017. Nevertheless,
2012 2 28 35 .3t | r20] ment of debt and a net loss of $3.0 milllon much of thls appears to be already
M3 { .2 30 .38 .35 | 1.35] ($0.08 per share) related to DMI In- reflected in the recent quotatlon, as the Is-
Cal- | QUARTERLY DVIDENDS PAID®= | pun | dustries, Including these items results In  sue Is trading well within our 3- to 5-year
andar |Mar.31 Jun30 Sep.d0 Decdi| Year| Share net of $0.05. Tar%et Price Range. The stock does offer a
2008 ] 298 208 208 298 | 119] We anticipate solld Improvement from healthy dividend yield. But the cash posi-
2008 | 208 298 298 209 | 1.g] 2013 onward. Efforts to restructure oper- tlon is unfavorable, and the payout is llke-
2010 | 298 298 288 268 | 14g]| atlons should result In stronger, more pre- ly to be just barely covered by earnings for
20 | 299 268 98 208 | 1.49f dictable growth potential and a lower risk the current year,

2012 | 208 208 298 298 profile. The sale of wind-tower manufac- Michael Napoli, CFA December 21, 2012

A) Dlluted eainings. Exdl. nonrecuming gaing | due o rounding, Next eamings report due In | $4.51/sh, (D) In mi,, ad}, for spiit. {E) Reguia- | Company's Financlal Strength 8+
losses): ‘88, 7¢; ‘99, 34¢; 10, (44¢); gains Febmar}. {B) Dtv'ds historically pald In sardy | lory Clima‘e: MN, ND, A’veragep; sé. Lb;?a Stocg's l!rlco Stablilty rnd 75
Iossgs fmm.dfsoom. oparations: ‘04, 8¢; 05, | Merch, June, Sept.,, and Dec. » Di'd relnvest- | Average, Price Growth Persistence 25
3¢;°06, 1¢; "1, (40¢). Eamings may not sum | ment plan evail. (Ci Incl, Intanglblas, in'11; Eamings Predictabllity .. 85

© 2012, Value Line Publishing LLC, Al fghts resarved, Factual materlal |s obtained lrom sources betieved 1o be refiabie and s provided wi I
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS QR DMISSIONS HEREIN. Thsi:‘;lubllculk)n is slricdy fos subscriber’s wgn. n?)fl-tomwclawl?"k::i:al l?fi;. Otll;:lj‘l
o il may be reproduced, resold, stared or transimitied in any prired, efectioric or other Jam, of used for g q g any priniod of dlecyonlc publication, sardce o product
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RECENT PE y Tralling: 15.6 Y{ RELATIVE VD
PINNACLE WEST wvsew /" 52.86 ko 15.0 Geke ) 1406 099 4.2% iRl |
: . 48, . . ) 4 . f 8
THELNESS 2 g | Hlov| $071 467] sae] dnel derl enol etrl meT seel aza] o] s Target Price Range
SAFETY 2 Rabedswti [ LEGENDS _
TECKNICAL 2 Ra T e oy el Ao ' ' 1%
bdnziz Relatve trice Suength 1 N . 80
BETA .70 {100 » Marke( Oﬁgns: Yes g ta
241517 PRO ded sreds hofcate - e
) Ann't Total s JRPRE SVPRTLLTN ORI ATy e 48
High Pﬁrll;:. (‘b61'\'!n R|7lurn ‘nm W CPTM . e ' 32
8 U W i ! 2
{Insldar Daclslons e e e - 20
DJFMAMI J AR LITEE HAMOR: SN NP 16
BBy 000000000 kel Gl CRRE N 12
me 888088ett I " DG =G
Institutlonal Decislons ‘..n:‘1 | i = %TOT.nFiETU!::!:I;'ZD -8
: @Bt Rl 20X | pyreantc 15 [ sToCK  WDEX
s M i | Wom L
Hids(0)) 77718 80086 72888 taded 57 { Sy 760 293
1996 | 1997 {19987 199912000 | 2001 [ 2002 | 2003 [ 2004 [ 2005 [2006 [2007 {2008 [2009 [2010 {2011 [2012 [2013 [ ©VALUELINEPUB.LIG]15-17
2071 23852 2542) 2857 4350 5366 2890 3087 [ 3159 3046 3403 | 3507 3337 | 3250 | 30.01| 2967 | 30.80[ 3200 [Revenues persh 3.00
590 142] 13 nny) 18| & 10 7331 693| 576 670 929 813 808 685 7.52| T80 7.95 [“Cash Flow” per sh 875
2471 276! 285§ 318 335 368) 253 252) 258( 224} 347) 296} 242 226) .08 209 245( 250 |Earnlngspersh A 175
103 183 1290 1.3 143 153 163| 173 1.83{ 183 ] 203} 20| 210f 210)] 210) 210] 212| 220 |Div'd Decl'd parsh Bw 245
205| 363| a16f 405| 776| 1227). GB1| 760| 566 0698 750| 837 646 764 103] B825] B845|  §5.60 [CapTSpending persh 4.50
2251 23801 2550) 28.00| 20.09| 46| 244 | 300 3214 { 3457 ) 448 | 3545 [ 3416 | 3269 | 33.86) 3498} 36.25[ 37.40 |Book Value parsh© 41.50
1B752] B48Y| B4837 B4B3| 84B3| 8483 9129 9120F 91.79| 59.08 | 99.98 ] 10049 | 100.89 [ 101,43 | 108,77 § 109.25 | 110.00 | 111.00 {Common Shs Oulst’g © | 118.50
T8 18] 8.2 W[ T3] 20| 4| 140f 58 1927 37| #o] 61 137 126 148 | 8ord Agpres ars |Avg Ane'l PE Ratio 1.5
T4 .68 19 .68 RE] 81 19 B0 831 102 14 18 a1 .91 .80 82| ‘aluqiioe  [Refative PIE Ratlo \§0
35% ) 95%| 28% | 35% | a8% | 3% 45% ) 40% | 4% | 45% | 4% | 48% | 62% | 68% | 54%| 48%] “PP* |avg AnnlDivd Yield 4.8%
CAPITAL STRUCTURE as of 6/30/12 2637.3 | 2817.9 | 2899.7 | 2908.0 | 3401.7 | 35238 [ 3367.1 | 3290.1 | 3263.6 | 3244.4 | 3400 3550 |Revenues (§mll) 3900
Igt;' g:gls gg?tm ﬁ”""f}’fn'{‘, ;: Itnsggmmmm- 20521 2306 2052 2209 | 79| 2088 | 236 | 2292 | 330.4] 3282 3801 390 |Net Profit {Smll) 455
¢ i ! oS 391% 1 4% | 354% | 36.2% [ 33.0% | 336% [ 234% [36.9% | 31.9% ] 340% | 35.0% | 350% |lncome Tax Rate 35.0%
Iuc, §57.4 il Palo Verdo solo loaseback lossol | 00 | g% | 6% | 10.4% | 11.0% | 148% | 17.6% | 112% | 11.7% | 128% | s.0% | 120% |AFUDC  tobatPrott | 9.0%
(LT interest eamad: 3.x) 51.6% | 50.6% | 46:1% | 43.2% | 464% | 47.0% | 46.6% | 50.4% | 45.3% | 44,1% | 47.5% | #4.0% |Long-Term DebiRaflo | 42.5%
Leases, Uncapitallzed Annuat rentals $21.0 mill. 43.2% | 49.4% | 53.0% | 66.8% | 51.6% | 53.0% | 532% | 40.6% | 5.7% [ 55.9% | 52.5% | 66.0% |Common Eqully Ratle 571.5%
Pansion Assels-12/11 §1.85 bl 55679 | 5727.5 | 5636.2 | 60334 | 6678.7 | 6659,7 | 6477.6 |G686.6 | 6720.1 | 6840.9 [ 7595 7400 | Tolal Capltal{$mill) 8500
b1d Siack Nons Obllg. $2.70 b | gy7g 4 | 74801 | 75355 | 75771 | 7881.9 | 84364 | 8916.7 | 9257.8 | 9578.8 1 9962.3 | 10410 | 10980 |Nat Plani {$mll) 12675
. SA% | 55% | 56% ] S0% | 62% [ 5O% | 47% | 48% | 66% | B4% | &5% | 6.5% [Returnon Total Cap'l 8.5%
Common Stack 109,543,792 shs. B0% ) 8.1% | 8.0%: 65% | 92% [ 85% | 62% | 6.9% | 9.0%| 86% | 9.5%| 9.35% |Returnon She Equlty 9.0%
as of 727142 ’ 80% ] 84% | 8.0% | B5% | 924 | 85% | 6.2% | 60% | Q0% | 86% | 9.5% | 9.5% |Returnon ComEquityE | 9.0%
MARKET CAP: §5.8 billlon (Large Cap) 20% 1 26% ] 23%] 1.0% | 34% | 25% % TR 1 %] 28% 35% ! 354 [Retalned to Com Eg 3.5%
ELECTRIC OPERATING STATISTICS G4% | 68% | 7% | B5% | 63 | 0% | 96% | 89% | B8 | 6B% | 1% | 62% JAIlDivids to Nt Prof 54% .
" Relal Sty W) 202029 2313 2.0‘1; BUSINESS: Pinnacle West Caplital Corporation Is e holding compa-  commarcial, 38%; Industrial, 5%, other, 9%. Generating sources:
Amtu,em §99  6{0 632 | ayfor Adzona Public Servica Company (APS), which supplies elec-  coal, 37%; nuclear, 27%; gas, 17%; purchased, 18%. Fuel cosls:
Ay, !ndusmm&: i (f) t.11 7.8y 1.78 | tichy fo 1.9 million customers in most of Arlzona, except about half  31% of revenues. Has 8,700 employees, '11 raparied deprac. rate:
CapactyalPeak 1635 3682 0511 | of the Phoenix matra area, the Tucson melro ares, end Mohave 3.0%. Chelrman, President & CEO: Donald E, Brandt. inc.: Arizona,
. Eﬁ&%f#m‘& I o 553098 7500‘.3 Gaunty In northweslarn Adzona, Discantinued SunCor real estals  Address: 400 North Fitth Streel, £.0, Bax 53898, Phoenly, Arizona .
%Clungntuxmm)w-end) +8 %) +.4 | subsidlary in '10. Eleclic rovenua breakdown: resldential, 47%, 85072-3999, Tef.: 602-260-1000. internat: www.plnnaclewast.com,

Frood Charge Cov. %) s 118 a0t | Pinnacle West's board of directors has units 1, 2, and 3 running. (The older units
ANNUALR;\TES Fyon Pl Exvd 00411 raised the dividend. The board ralsed will be shut down,) The utility plans to is-
ks qut ks 7 | the quarterly dlshursement by $0,02 a sue long-term debt to finance the pur-

?42’&2“335’;“‘“’ 10‘;(3% 51’“0% l°1“',167 share (3.8%). This was the first hike in the chase, It will likely receive rate relief In’

0
“Gash Flow" -1.0% -~ 26% ayout since the fourth quarter of 2006. mid-2013 to place Four Corners 4 and § in
Sﬁ'{c‘g‘gg ‘3;%. 1% 50 Blnnacie hasn't stated what its dividend the rate base. Note that our 2013 earnings |

Book Vallie xR - olicy will be. . ‘estimate wiil not reflect the asset purchase
Gal QUARTERLY REVENUES [fmll) | Ful €Ve have raised our 2012 earrilngs estl- ‘unttl after the deal has been completed.
andar |Mard] Jun30 Sep30 Bacdi| vear | Mate by $0.25 a share, to $3.40. June- Base rates are frozen until mid-2016,
2000 | 6259 836‘0 T2z 6030 |a97.1] auarter profits were well above our ex- but the utility will obtain revenues
‘ Y ' ' o | pectation thanks to weather patterns that through some regulatory mechanisms -

531? gfgg %gg ﬂggg gg;g ggf?s were even hotter than usual, Regardless of before that time. In additlon to any in-
2012 |6206 8786 1200 7008 |M6¢ | the weather, earnings were probably crease for Four Corners 4 and 5, APS

2013 850 875 1300 725 |35%0 | headed higher this year, anyway, thanks should benefit from annual rate hikes for
to a $116.3 million (4%) rate increase that transmission investment; rate surcharges

,“g;"'r Ma,aﬁm}ﬂv\casap%?a%gsaec31 5:‘.!', took effect in mid-2012, Qur revised esti- for renewable investment (such as its AZ
7008 | 436 T 207 aii | 22g] Mate-ls within Pinnacle's targeted range of Sun solar program); and partlal compensa-
2010 | 07 83 208 .06 | 308 $3.35-$3.50 a share, tlon for the decline in customer usage that

' An asset acquisition Is pending. PIn- resuits from conservation programs. This
gg}; ﬂ&? 122 %%‘3 11}; %395 nacle's utllity subsldiary, Arizona Public should enable earnings to increase in 2014~
L2013 NI 105 235 .10 | 350| Service, has agreed to pay $294 million for and 2015. ) ) ’
Cal- | QUARTERLY DMDENDS PAB ®w | Ful another utllltﬁy's 739-megawatt stake in This timely stock has a yield that is
endar Mar3 Jun30 Sepa0. Dec.di| vear | units 4 and O of the Four Corners coal- average for a utillity, even after the divi-
2008 52'5 52'5 526 525 | 240] fired generating station. APS would have dend hike this quarter. With the share

i ' : ! i to spend about $300 million for environ- }l)vrice near the midpoint of our 3- to S-year

gg?g ggg ggg ggg ggg g:g mental upgrades to unlts 4 and 5. but Target Price Range, however, total return

. ; 59 10| would avoid $600 milljon of improvements potentlal is unlmpressive.
23}} 232 g%g ?,22?; ,54% 210 that would have been necessary to keep Paul E. Debbas, CFA November 2, 2012

A) Diluled egs. Exd. nonres. losses: ‘62, 77¢; ['don't add due to change In sharas, '11 dua fo | {C} Ind. deferred charges. In '{1: §14.32/sh. | Company's Flnanclal Strength B4+
'(0 \ 51‘.]45; e)?dA gains (losses) from disc. of ¢ rounding. Next eamings re&on due eary Fab. sD} in mill. {E) Rate base: Falr valus, Rate al- Stocz’a Price Stahiltty 100
‘00, 22¢; 05, (SEQ; 08, wg; ‘08, 28¢: 09, | (B) Div'ds hislorically pald In sarly Mar., June, | lowed on com. ag, In *12: 10%; eamed on avg. | Price Growth Persistance 45
(13¢); 10, 18¢; '11, 10¢; ‘12, (1¢). 10 EPS | Sept. and Dec. » Div'd relnvestmant plan avall. | com. aq., ‘11 8.8%. Regutatory Climate: Avg. | Eamings Predictabiiity 85

e Vake Line Publi LLE. AR esorved, Faclual auateral |s oblalied fiom sources belleved t ba reliable and 1s provided withot wamandes of ary Rind. .
T b s oY e gPONSInLE TOR ARY ERRORS OR OMISSIONS HEREIN, s pbicaln SRy o bsaber o, o commicl. eral s Mo po To subscribe call 1-800-833-0046.
of it may be reproduced, resold, stored or ansntied In any printed, elecroric of et fom, o for generating or marketing any minted of elecoric publicalion, sénvice o product — . .
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RECENT PIE Trallng: 16.4) RELATIVE Div'D o/
PNM RESOURCES nvsemm M 21.76 %o 16,4 Gall o) e 1,081 2.7%
: . . . 3 ! . . . 13.1 : g 2,
THeELNEss 3 wctemie | (0] 252] 208 ool 3ed) 3081 B0) 33| G| Be| 18| 83| BA Tarpat Prioe Renfr
SAFETY 3 Lowered om0 LEGENDS
2 masedwsnz | it Dl e Slor3 =z 40
TECHNICAL ’ cooo_ Relatve e Stiengh ¥ P 4 kT3
BETA .95 {1.00« Market} 8{@-2 .spvil 04 ) T ] . P e 2
201517 PROJECTIONS g;z.g%d aariens indicate recassions NTTL - LI N PSS DOy
Pics  Galn " Bolun L ML UL 18

38 (eAdn) T A 1 M T T S o
Low 20 (-d0%] 2% judll lonxs . 10
Insidar Declslons e e e s A 8

DJFMARY DA ; i : 6

WBy 0000000 CD 355 52
M 888301881 —mx e g
institutional Decisions ﬁ:g AT Py %TOY.“R’E:'URN”%%ZU

stol X

A I Poroont 24 O =TTl ypo o811 282 [
to5e 113 86 91| (raded s L L L 3y 1008 423 °
| W) 69823 69113 69724 Ml l!hﬂ[ﬂﬂﬂﬂfﬂﬂ}]ﬂgﬂﬂ il Sy 113 293
1006 | 1907 1998 | 1990 | 2000 2001 | 2002 | 2003 | 2004 | 2005 | 2006 {2007 [2008 [2009 |2010 [2011 [2012 [2093 | ®VALUELINEPUB.LLC15-17
1410 | 1802 17431 1896 ] 2748 008 1992 2440 2654 | 3048 3226} 2482 | 2265 | 19.01 | 1931 2135} 1665| 17.20 |Revenues porsh 2235
261 258 .04 282] 3.46) 43¢| 283| 305| 344| as6| 357 254 176 232 287 318 220[ 3.30 “CashFlow" persh 380
.16 128 180 129] 155) 261 107 145} 143} 159 172 16 R .58 87 108 | 130} 17.40 |Earings parsh A 2.05
24 42 51 53 53 53 .51 61 83 19 88 a1 8 50 50 5 5 70 |DIv'd Dect'd persh Bwt [ 1.00
AT 205 206 UEE| 280 45| AG3| 278| 225 301 | 404 | 594 | 389 332 a2 40| %60] 2.75|CapTSpending per sh 180

1204 | 12.64] 1375) 1424 1578 $7.25( 1660 | 17.64 | 1819 | 1870] 2209 | 2203 | 1889 | §8.90 | 17.60 | 19.62 | 20.15 | 20.90 |Book Value per sh © 2240

B766| 6260 6260] B61.05| 5060 56.60| 6068 | 60.09 | 6046 | 63.99 | 76.05 | 10.81 | 6653 | 8667 | 86.67 | 70.65| 80.00 | 80.00 |Common Shs Outst’y ol a0

107 100 98 95 8.5 73] 181 7] B0 17 56 | NMF |  NMF | 181 40| 145 goid mygres are | Avg Ann'| PIE Ratlo 12.0

69 58 .61 54 .55 kY 82 B4 19 .91 B4 | NMF| NMF ) 12 89 91 valtsjtine | Relative PIE Ratlo 80
10% ] 3% ] asm| aa%| ai%] 28w ] asw | 36% | 20% | 20% | 2% | aa% | 40% | 48% [ 4% | 32%| ™ IAvgAnnlDivid Yield 1%
CAPITAL STRUCTURE as of 6/30/12 1169.0 | 1455.7 | 1604.8 | 2076.6 | 2471,7 | 1914.0 | 1958.5 | 1647.7 | 1673.5 | 17006 | 1330 1375 | Revanues (Smill) 1900
Total Debt $1881.3mill DuaIn S Y $236.8mil. | 643| 689|. 683] 1068 1221] 699 o1 | 535| 80.0| 966| 100| {15 {NatProfit{§emll} 175
KTDeb 16720 il LTInteest $100mL 705K TR0OK [ 26 [ 311% [ 7% | 51K [H0AK [304% [ T26% | T8k | 450K | 100K [income T Rale wo%
Bonslon Assata 12111 $427.4 il 530% ) NMF{ 6.6% [ 156% | 42% | NMF | NMF | 64% | 79% [ B8%| 7.5% | 7.5% [AFUDC Y%to NetProft | 8.0%

Obllg. $580.5 mil, | 49.8% | 42.5% | 47.1% | 57.4% | 508% | 42.0% | 456% 487% | 50.4% ] 51.5% | 51.5% | 57.0% fLong-Term DebtRatlo | 50.5%
. 49.5% | 51.9% | 52.4% | 42.3% [ 48.6% | 57.6% | 54.0% | 51.0% | 49.2% | 48.1% | 48.5% | 48.5% |Common Equity Ratlo 43.0%

P{d Stock $11.5mil.  Prd Div'd §.5 mil, 1966.9 | 20773 | 2000.0 | 30444 | 34707 | 29358 | 30254 | 3214.9 [ 31003 { 32456 | 35| 3455 {Total Copital ($mlll} 3300
116,200 sha, 4.58%, $100 par wlo mancatory 1867.3 | 2104.4 | 2024.6 | 20641 | 37619 | 2036.4 | 3192.0 | 33924 | 3444.4 | 3627.0 | 9810 | 4000 [Net Plant (§mill) 4530

plon. Siking g . | AT% | 5% | 4Th | 49% | 4% | 19% | 1% | 42% | 45% | 50% | 5.0% [ReturnonTotal Capl | 6.0%
Common Stock 79,653,624 shs. 6.6% | B3% | 7.9% | 82% | 72% | 5% 5% ) 32% | 52% | 6% 6.0% ] 7.0% [Retun on Shr. Bqulty 9.0%
As of 7127112 65% [ 63% [ 80% | 82% 1 72% | 35% 5% | 32% | 52% | B.i% | &0% 1 7.0% [ReturnonCom Equity ®| 9.0%
MARKET CAP: $1.7 blillon (Mid Cap) % R0% | A5% | 43% | 1% | NMF | NMF | 4% | 22% | 33% | 38% | 3.5% |RetelnedtoComEq 4%
ELECTRIC OPERATING STATISTICS 53% | 53% | 44% | 48% | 49% | 117% | NMF | 86% | 68% | 47N | 47% | 49% |AIDiv'ds to Ret Peof 0%
X Chaoe et bt 2008 2019 201 I"BUSINESS: PNM Resources Is an invesor-owned hoiding compa-  (1108). Electic rev. breakdown *11; rasidental, 36%; commercial,
Aw. ug(mnﬁm Nik Nik NIk | ny of anergy and energy related businesses. Primary subsidiaries  36%; Industiial, 8%; other, 18%. Fuels: coal, 62%; nudlear, 30%;
A Indsst Rm&elr {# HiA WA Nk | include Publlc Service Company of New Maxico (PNM) and Texas-  gas/oll, 8%. Fuel costs: 54% of revs. '11 dep. mte: 3.0%. Has 1,951
mﬁ!g‘mﬂa ém %“; %g; g %gg; New Mexico Power Company (FNMP) which engage In lhe goners.  employess. Chrrnn,, Pres, & CEQ: Patricia K. Collawn. Inc.: NM,
Anoval Load Facka ( WA BiARIA | Gon, wansmisslon, and distribution of electriclty In New Mexlco end  Addr.; Aivarado Square, Albuquerqua, NM, 87168, Tel.: 505-241-
X Change Cusiomers yr-end) N ol .. | Texas., Soid First Cholce Ensrgy (8/11) and gas ullity operations  2700. Intemel: www.pnmresources.com.

Fard e Cov () ss 12 201 | PNM Resources posted solld results more, the company has taken numerous
ANNUAL RATES  Past past Estd 0011 during the second quarter, Ongoing steps to flnallze Its renewable energy
ofchangs {persh) 0¥, SYm.  1o4aily | earnings Increased both sequentially, as rider, 2013 renewable energy plan, and
Revenues -3, 1.5 0% | well as compared to theNyear-earller fig- FERC generatlon case.

E%ﬁ]?\f:sl,w ?(g?; 1"%%& 1%%’,2 ure, to $0.33 a share, PNM continued to The — Environmental Protection
By "% “bow 130% | beneflt from higher retail rates, Warmer Agency (EPA) extended its 90-day
Book Valua 15% -1.0%  3.0% tempe;;aﬁuras in Ju;w Gand lt}wer ogtage itay. The EPA granted P]NM an addltlonal

costs helped, as well. Going forward, we 45 days to propose Its alternative to selec-

,‘,’,gL‘, “ﬁgﬁmﬁkg}éwﬂgﬁg(’{Twn 5.";', expect this rate reliel to posit(velfl {nflu- tive c)e;talytfi)c reduction (SCR) technology,

2008 - 13858 4011 4777 3830 16477 ence the bottom line for the remalnder of which Is expected to cost more than $750

2010 13835 4058 5037 3805 1i67a5 | the year. Thus, we have Increased our es- milllen to Install. This plan involves con-

2014 (3977 4155 5495 3479 |(700.8 | tlmate for 2012 by a nickel, to $1.30 a vertln% two coalfired plants at Its San

2012 |3054 3230 400 3007 |1330 | share. (Note: Earnings were scheduled to Juan Generating Statjon {SJGS) to natu-

2013 |30 335 425 305 |1375 | be released as we rolled the presses on this ral gas or other noncoal generation by

Cal. EARNINGS PER SHARE A ron | Issue) 2017. The remalning two units would have
endar | Mar3i Jund0 Sep.0 Dec3t| Yesr The electric utility remains active on selectlve noncatalytlc reduction technology

000 | A5 01 60 di8 5 the regulatory front. The company Is Installed; a less expensive alternative.

2010 | 06 29 8 o3 | g7 walting for the Federal Energy Regulatory That sald, thls extension wiil explre on

20111 o4 20 8 2| 1oa] Commisslon's (FERC) final approval November 29th, and PNM Is still expected

2012 A7 33 60 20 | t.30| regarding Its transmission case (filed July to remain on track to meet the 2016 dead-

03| 20 35 .65 .20 | 140] 3rd). Izor this black-box settlement, an In- linf.;.

. | QUARTERLY DIVIDENDS PAID ®a creased revenue number has been ap- This stock Is an unattractive selection
,?“',L, M(ir.n JUMIDV S:‘M:A ch.§1 \'E:a”r proved, but the FERC has yet to specify a for Income-oriented investors. The
2008 2 23 5 15 .71 return-on-equity figure. Indeed, the timing company’s 2.7% dividend yield Is well be-
2000 | 9% 125 126 425| s0) of the setlement has not been announced. low the utlilty industry average of 4,1%.
2016 | 125 125 125 42| 50| As a result, we have boosted our top-line Additlonally, the lssue dropped a notch in
2011 W95 125" 125 125| 50| projections for 2012 and 2013, to $1,33 bll- Timeliness, to 3 (Average).

012 | 145 145 46 Hon and $1.38 billion, respectively. What's Michelle Jensen November 2, 2012
(A} EPS diluted. Excl. nonecur. gains (losses): raunding, Next egs. report due mid-Feb. (B} | mill.. adjusl. for spllt, (E& Rale base: nel orig. [ Company’s Finsnclal Slrength 8
87, 3¢; '98, net (1|6§); ‘89, 5¢; 00, 14¢: 01, | Div'ds hist, pald In mid Feb., May, Aug., Nov. @ | cosl. ROE ellowed In ‘08 10.1%; samed on StocE‘s Prics Stabillty 65
{w;);« [13. 45r: 05, (56¢) '07, 14¢; ‘08, | DIv'd relnvest, plan aveil, t Shareholdar Invest, | avg, com. eq., '11: 8.1%. Regulalory Climets: | Prlce Growth Persistence 25
$3.77); '10, ($1,36). égs. may nol sum due to | plan evell. {C} Inci. Intang. '11: §3.21/¢h, (D} In | Avg. Earnings Prediclabllity 15

© 2012, Valye Line Pubdlshing LLC, All fghls reserved. Factual maserlaj Is obtained from sources belleyed 1o be reliable and is provided without wamamies ol K.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR GMISSIONS HEREIN, This " nal b .‘zo
of it may be reproduced, resold. staed or ansmitted In any printed, eieconie o ather fom, of

biicaton Is sidety for subsalber's own, non-commerclal, Intemal use.
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PORTLAND GENERAL NYSE.por - [PRICE 27.44 RATIO 14.2 (MedllnzNMF) PIE RATIO 0.93 YLO 4:0%
TIMELINESS 3 Lowsed W91 : High: | 3501 2313| 277] 2141 227 260] 268 Target Price Range
SAFETY 2 Rassisure LEGElns ‘ l Low | 242( 26| 15.4] 1a5{ 175] 213} 243 201812018 1308
TECHMCAL 3 Loversistan2 s By e i o
BEIA 75 (1.0 « Murked og&&m“s e Stegh T B : 1
2057 PROJECTION—Jidet sas b e P 2
) e v W 1': N . B EEEEEE LR
Pler  Gain * Relupns L':};‘ ! - o Tt Jeeens —
AR AL D i i 1
Insider Daclslons e 12
DJFMAMJIJA .
o 000000000 =~ 8
Optios 0 0 0 00 Q000 N
St 00006001009 FIC T SICN -6
institutional Declslons ” B H Y | R TOTRETURN 612 |-
iy 1000 2082 | parceny 15 it shox Wb
:: ::! }gg }gg }(‘]g shares 10 i :1) " égg 2;§
| ooy, 67669 ay72z eoyas | "ded 6 - [h[mmm 5y, 00 3
-{On Ap(ll 3, 2008, Porlland General Elec!ric‘s 2002 [ 2003 [ 2004 p005° | 2006 {2007 [2008 [2008 | 2010 | 2011 [2012 |2093 | OVALUELRE PUB, [IC[{5-17
existing stock {which was awned by Eriron) S <o 214 2422 27.87 |.27.89 | 2399 | 2367 24.06| 2415] 2475 |Revenuas persh 27,50
was canceled, apd 82.5 million shares were .- - so| ATE| 4B B2 41| 407 482 4987 K05| 530("CashFlow” pereh 8,25
issued lo Enron's creditors or the Oisputed - . 102 14| 23] 139 13| 166 195 490 1.95 [Eamings persh A 225
Clalms Reserve (DCR). The stock began - -] 68| B 97 0| 104] 08| 108 1.41|DMdDacldpersh®st| 125
trading on a when-lssued basls that day, -1 408} 594 T8 (T6I2] 95| 587 398 440[ 405 |CapTSpending persh a7
and.ragular Irading began on April 16, 2005. - --1 1945 1958} .05 2064 | 2050 | 21.44 | 2207 | 2280 23.60 |Book Valus parsh © 28.00
Shares issued lo the DCR were released - =7 -T|6250| 62560 | 6253 | 6258 | 7521 | 5.2 7536 | 7555 | 75.13 |Comman Sha Oufsig D | 76.50
over'fime fo Enron's credilors untl all of the E = = T RA] NS 63 A 120 924 | Aok sujees s [Avg Ann'T FJE Ratio 125
remaining shares were released In June, -- .- --] 167 83f 08| 86| 76| .78 Vewellis  Relative P/E Ratlo '
2007, -- .- S| 28% | 3% | 4% | 54% | 52% | 44% | “UP™  |AvgAnnY Divid Yield 4,64
CAPITAL STRUCTURE s of 6/30/12 1454.0 | 1446.0 | 1520.0 | 1743.0 [ 1745.0 | 1804.0 { 17630 | 1813.0 | 1825 | 1875 |Revenuss (Smitt) 1Y
'gtal.g:gggggz&ou?\m-Lﬂgw i\'{; 9513137.0"{1!"!; 90| 640| 710| 1450 | 87.0| 950 | 1250 1470 40| 145 |NetProfl (Smll} 115
(LT intorest sl 2.6) arest 591.0 mil. 0% | 402% [ 33.6% | 33.8% | 26.7% [28.3% | 30.5% | 28.3% | 300K | 30.0% [Incoms Tax Rate 100%
Lonses, Uncapltalized Annual renisls $9.0 mil. o ec| 9B% | 188% | 33.8% | 17.9% | 17.2% | 316% | 17.6% | 54% | 60% | 50% JAFUDC%toNotProft | 0%
-- o | ALA% ] 423% [ 43.4% | 49.9% | 46.2% | 50.3% | 53.0% | 40.6% [ 47.0% | 48.0% [Long-Torm DebtRatlo | 46.0%
Penslon Asseis-12/11 $487.0 mil. .- -+ 1 58.9% | 57.7% | 56.6% | 50.1% | 53.8% I 49.7% { 47.0% | 504% | §3.0% | 52.0% |Common Equity Ratlo 34.0%
PHd Stock None . Oblg. $634.0mil, -- -~ 12171.0'| 2076.0 [ 29610 | 2629.0 | 2596.0 [ 3100.0 | 3380.0 | 3298.0 | 3260 | 3420 | Total Capltal (§mil) 760
0 -- -- | 22750 | 2438.0 | 2718.0 { 3066.0 | 3301.0 | 3850.0 | 41330 [ 42850 ; 4380 ; 4430 [Net Piant ($ml) 4500
Common Stock 75,527,055 shs. .- - 86%{ 46% | A7% | 69% | 5.0% | 45% | 54% | 62% | 55% | 5.5% [Return on Total Cap'l 6.0%
as of 7127142 s ool T2% ) S3% | GB% | 11.0% ; B4% | B2% | 7.9% ¢ 68% ) 6.0% | 8.0% Return on Shr. Equity 9.0%
.- -] 12% 1 53% | S8% | 19.0% | 64% | 62% [ 79% | 88% ) 80% | 0.0% [ReturnonCom Equlty ] §.6%
MARKET CAP; §2.1 billlon (Mid Cap) -1 T2% | 53% | 35% | 6.6% | 20% | 15% | 0% | 45% | 35K | 5% [Retalnedto ComEq 40%
ELEGTRIC OPERATING STATISTICS .- - . o] 9% | 40% | 60% | T6% | 62% | S4% [ &7M | 5TH |AlDIvVdeto Net Prof 544
X Chang Rk W) Q08 2010 2011 TBUSINESS; Porlland General Elsclic Company (PGE) providas  18%; gus, 10%; hydro, 9%; wind, 6%, purchased, 66%. Fusl costs:
g, de%:t.U;o(MWH’!m ©§3() 12088 14332 | elechiclty to 826,000 customers In §2 ciies In a 4,000.square-mlle  42% of revenues. '{1 reporied depreclation rate: 3.7%. Has 2,600
Aw.lcdust.ﬂm&gr WHif) 101 862 646 | area of Oregon, Including Porlland and Salem, The company Is In  employees. Chalman: Corbin A, McNelll, Jr. Chief Execulive Of-
g‘pﬁmmﬁ (f;') . 4 9H4A9 35N8A2 Sé‘% the process of decommissioning the Trojan nuclear plant, which I ficar and Prasident Jim Piro. Incorporaled; Oregan. Address; 121
A LosriFac NA NA ,fA clasad In 1993. Electric ravenus breakdown: residential, 48%; com- SW Salmon Straet, Porlland, Oregon 97204, Tefephane; 503.484-
YapQaomslred +7 +5 +.2 | merclal, 35%; Industrial, 12'%; other, 5%, Generallng sources: coal, 8000, Intemel; www.portlandg. l.com,

g 224 273 | Portland General Electric is awaiting During Construction while the prejects are
mmﬁs FPast 17,,““ E:t’d .09}131, the outcome of three requests for pro- being gbuilt.) Note that the re};u t of the
ochangafpersh) 0¥ §¥m. to4syy | posals (RFPs), These REPs are for the RFPs will also have an influence on
Revenuas -~ .. 25% | utility’s needs for base-load energy, peak- whether PGE files a general rate case next
E(;fnsm FJOW‘ - g'?,‘%‘; gg;“ ing capacity, and renewable generating ca- year, and if so, what the timing will be.
valdergds T NMF 35+ | pacity In the next several years, PGE has Separately, PGE wants to bhuild a
Book Velue -~ 20% 35% | bid lnto;ac}} RFI&/;‘vhi}fh willhbe evaluated ltni:nlmmiss on 3171263. T}llf co'rsne%%ny “]/?uld

independently. ether the company likely spend militon- million,
,ﬁ;‘.’, M%Rﬁﬁys%wmgso["ﬁ'l"c]u Q‘,", builds projects or purchases power wlll depeﬁdlﬁg upon whether another utitity in
2000 | 4850 3800 4450 4850 |isoaq| neavily influence its capital spending and the region takes a 25% stake in the
2010 | 480 4150 4640 4550 [i7830 | financing plans — as well as its earning " project. Numerous negotiations and per-
204¢ | 4840 4110 4390 479.0 [te130 | power — through 2017. If PGE's bld Is mitting processes are under way If all
2042 | 4700 4930 453 480 [1825 | selected In each case, this would neces- necessary approvals are obtained, con-
2017 | 495 415 470 495 (1875 | sitate capital spending projected at §1.5 struction would begin in 2014, and the line
ol EARNINGS PER SHAREA Full billion-§1.9 billlon from 2013 through would be operational in late 2016 or early
snder |Mar31 Jun30 Sep.30 Decd{| vear | 2017. The final decislons are ltkely to-be 2017.
008 1 47 3 MO TR submitted te the Public Utility Commis- We expect earnings to decline slightly
0101 3 32 85 M | tg6| slon of Oregon in the first quarter of 2013 in 2012. The 'first-quarter comparison was
w4 | 92 28 a8 38 | 195| (or perhapsin late 2012). © difficult, thanks to the favorable weather
012 | 65 34 50 41 | 190| We do not assume in our estimates and hydro condltlons that boosted the bot-
03 | 68 31 50 40| 195| and projections that PGE wins an?' tom line in early 2011. Our profit estimate
Cal. | QUARTERLYDIVIDENDSPAD 5wt | pup RFPs. This is not a likely outcome, but It is withiln PGE’s targeted range of $§1.85-
endar |Mard! Jund0 Sep30 Degdt| Yoar | 1S Impossible to make any assumptlons $2.00 a share, :
2008 2% 245 245 45| 87 about what the utillty will bulld. Accord- This stock does not stand out among
2009 | 245 245 955 255| 1.00| inBly. our estimates and projections begin- utllity issues. The divldend yleld and 3-
2010 255 255 26 28 | {03 ning in 2013 might well be conservative. (o S-year total return potential are only
2001 |- 26 26 285 o85| 405] (The company would record noncash cred- about average for this industry.
2042 | 265 265 21 .27 its to income for Allowance for Funds Used Faul E. Debbas, CFA November 2, 2012

%A) Diluted EPS, '09 & '10 EPS don't add due [ holdar lnvastment plan avall. {C) Indl. defarred | com. eq., *11: 8.0%. Regulatory Climate: Below Gomcang’l Flnancial Strength B4+

o mundlnq‘./ Next eemings repor dus eary | charges. In '11; $7.88/sh, (D) In mill, (E} Rate | Average, (F) Summer peak in 09, (C) '05 per- ' 1
EB Blvds peld mid-Jan., Apr,, July, and | base: Net originat cosL Rate afiawed on com- | share data ara pro forma, based on shares out-

Oct. ® Divd relnvestment pien avall, t Share- | mon equlty In *11: 10.0%; samod on average | standing when the stock began trading In '06.
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RECENT PlE Tralling: 16.9 Y| RELATIVE oV 0/
SOUTHERN COl NYSE-s0 PRICE 42.95 RATID 15.5(Medlan: 15.0 /| PIE RATIO 1.07 Yo 4-7 0
. : . . ! . . . , . 6| 388 46.7} 48, i
TMEUNESS 2 maomuz | FIOY| 530 313“ 2ol B9 B3| 08| B3| e8| %5 Na| w7 22 Terget Price Ranas
SAFETY 1 rusedonns LEGENDS
. -—--QMSxDMdeMs sh [ha] presd_ 80
TECHNICAL 3 Lowered 12312 1foddes b v Rale St p
elative Price Stemjth ut L 60
BETA .55 (1.00=Marke) Yes Ex L~ 50
i Anp’l Total T Jaethg |nal }"::]’ Lt o I,,.‘""""‘ @
ah Pilee  Gain "3.{5% ; DI L vl gttt gg
fe 8 "8 % i 2
inelder Dacislons — iy 16
DJENMAMSIJA[C | R R I S
004001000 faess: LA o SONPRNG S - = ot e 0
Optlomn 0 10 123221 o " SR 1 D ey W 75
o8 0 10123221 S EEmRE « TOT. RETURN To12 |
Institutional Decislons Eﬁg ;iﬁ;&i[ ks I l | Jus L amh
‘ . I |
iy e e Porart 2 T X i ty. 134 108 [
tob 307 387 331 yaded 3 1 m dy. 710 485
Has{ioe) 374903 372243 338877 ] I byr 827 262
1006 [ 1907 1808 1699 | 2000 | 2001 | 2002 ] 2003 | 2004 [ 2005 | 2006 | 2007 | 2008 [2009 | 2010 {2011 [2012 [2013 | SVALUELIE PUB, LLC]15-17
1630 | 8.8 1634] 1740 1478 | 1454 1473) 1531 1605 | 18.28 | 1024 | 2042 | 2204 | 1921 | 2070( 2043 19.10{ 19.55 |Raevenues par sh 2,75
364| 285| 4280 417 2389| 355] 3481 353| 65| 403] 401 422 443) 443 451 491[ 515|545 [“CashFlow” per sh 6.25
168] 158 173]° 183} 201 1.81 185 167| 206| 213( 210( 228 225| 232] 236| 255 265| 220 |Earningspersh A 3.25
1.26 130 1M 1.34] 1.3 134 136 138 142 14B] 15641 160 166 1.1 1.80 187} 4841 202{Div'dDecl'dpersh®at 225
T8 T8 2871 3851 32| 3i5| 378 2771 2851 320 40T 485 | &10] 670 | 485 5.23| 6.25[ 5.85 |GapTSpending per sh 6.75
136t 128t | 14040 1382] 1560 1143 1246 1313 | 1288 1442 | 1524 | 1823 ) 17.08 | 18.45 | 19.21| 2032] 20.95| 21.70 | Book Value per sh © 5.75
77,04 | 66343 | 607.75 | 665.60 | 081.16 | 608,34 | 716.40 | 7483 | 741,50 | 74145 | 746,27 | 164.10 | 777.19 | B19.85 | 843.34 | 86513 | 808.00 370.00 |Common Shs Outstg ® | 975.00
138 o] 157 1437 132 148 5] 148 1471 158] 162 160 161 135 1“9 158 | aons iglres are |Avg Ann'T PIE Ratlo 4.0
86 Bt A2 82 86 J5 80 84 78 85 87 85 87 80 85 100 Veweline  (Rofailye PE Ratlo 95
55%| 50% | 49%| 51%| 50% | 57%| 0%} 474 | 47% | 4% | 45% | 44% | 48% | 55% [ 50% | 46% | "™ |AvgAanl Divid Yield 5.0%
CAPITAL 8TRUCTURE as of 6/30/12 10548 1 11261 11002 | 13554 | 14356 | 15353 | 17127 | 15743 | 17458 | 17657 | 16600 | 17000 {Revenues {$mill) 20000
Total Dabt $21887 mill, Duw in & Yrs $7110.0 mill. | 1510,0 | 16021 | 1580.0 | 1621.0 | 1608.0 | 17820 | 1807.0 | 19100 | 2040.0{ 2268.0 | 2385 | 2510 |Net Profit ($mit)) 3040
(Lfr‘f;l*ge‘;f:;m{“; BX)LT Intorest $856.0mill. 1 ~op oy 157 0% | 27.0% | 260% | 92.7% | 91.9% | 39.6% | 31.9% | 04.5% | 95.0% | 32.0% | JL0% [income Tax Rats 3204
Laases, Uncapitalizod Annual remale $121.0 i, |_54% | 46% | 62 | €4% | 48% | 0% | 120% | 149% | 137% | 102% | 100% | 13.0% |AFUDG % toNel Proflt_| 13.0%
Panslon Assets-12/11 $8.80 bill. Ohlig, $8.08 bill. | 43.1% | 45.9% | 53.5% | 53.2% 50.8% | 51.2% [ 539% | 532% | 51.2% | 500% | 5204 | 520% [Long-Term Dabt Ratie 53.0%
Ptd Stock $1082 miil.  Pfd Dlv'd $85.0 mill, 43.4% | 406% | A43% | 44.3% | 46.2% [ 44.9% [ 426% [406% | 45.7% | 47.1% | 45.5% | 45.6% |Common Equity Ratio 45.0%
Incl. 1 il shs. 4.20%-5.44% cum. pfd, ($100 par); 305586 | 22135 | 23288 | 24131 | 24618 | 27608 | 39174 | 34091 | 36438 | 37307 | 40025 | 41725 |Tota) Gapltal (Smil) 52200
;ﬁll"“;"};"f*gb:fjo"n'cﬁf’;{g“("gig‘gé})‘,‘sf;fﬁ'g- 2 | aseto | 275 | 28361 | 20400 | 3toop | 33027 | 35678 | da20 | 42002 | 45010 | 48275 | 50900 |t Plnt (dmil) 61600
8.0K.0.5% nancum. i, (8100 pa 14 il shs, | G6% | 84% | BT% | B2% [ 62% | 79K | 1A% [ 69K | 70% |72% | 70% | 0% [RetumonToal CapT | 7.0%
6.63%-8.5% noncum. ptd, {$1 par). 13.2% | 134% | 147% | 14.4% [ 133% [ 13.2% | 126% | 120% | 10.8% | 122% | 12.5% | 12.5% |Return on Shr. Equity 12.5%
* | Common Stock 874,706,883 shs. 15.4% [ 14.8% | 14.9% | 14.9% ¢ 13.8% | 14.0% | $34% [ 124% | 12.2% | 125% [ 12.5% | 13.0% |Return on Com Equliy B | 12.5%
MARKET CAP: $38 billion {Large Cap) TFR] 4| A7% | 46% | 0B% | 4.3% | 35% | a2% | 0% | 34% | 28% | 15% [Retalned o Com Eq 4.0%
ELECTRIC OPERATING STATISTICS 6% 73% | 69% | oW | 73N E 70% | % | 5% | 7% 13% ¢ 4% | 72% |Al Div'ds to Net Prof 59%
% Rl Saly 20403 307160 2021; BUSINESS: The Southern Company, through s subsidiaries, sup-  lda, 9%; Misslssippl, 7%. Generating sources: coal, 45%; oft & gas,
Avg.indust Une( 3065 3332 3438 | piles electrdcily to 4.4 millon customers In about 120,000 square  26%; nuctear, 15%; hydro, 2%; purchased, 8%. Fuel costs: 30% of
Avg.Indust, Rava. ger K (¢) 8.0 6.28 §.37 | mies of Geargla, Alabama, Florida, end Mississippl. Also has com-  ravanuas. ‘11 reporied deprec. rate {utfity); 3.2%. Has 26,400 em-
ﬁm‘m ""’] g}gg% g%g.ﬁ gg ggg potitive generation business. Electric revenue bieakdown: residen-  ployoes, Chalrman, President and CEO: Thomas A, Fanning. Inc.:
Aoanas Losd Facke 504 622 " s9.0 | Vel 35%; commercial, 30%: indusirial, 19%; wholesale, 11%; other, Delaware, Address: 30 lvan Allen Jr. Bivd., N.W., Allanta, Georgla
imngs()mrm}ywd] e 1.3 § | 5%. Retall ravenues by stale: Georgla, 51%; Alabama, 33%; Flor- 30308, Tal.: 404-508-5000. intarnet: www.southerncompany.com.
Feed Chatgs O 10 32 3 Southern Company's largest utllity mate up a nickel, to $2.65. This remains
ANnuanA(:L.s Fast : Past é,‘,d,093:1 subsidiary, Georgia Power, is bullding within the company’s targeted range of
ofchangaparah)  10Yrs,  SY¥mw.  tossqr | WO nuclear units. Georgla Power will $2.58-$2.70. For now, we're sticking with
Revenues 25% 26%  1.5% have a 45.7% stake (about 1,000 mega- our 2013 profit forecast of $2.80 a share,
E%f:{“’:sww 206 30%  50% | watts) in Vogtle 3 and 4, which are sched- but we are concerned about signs of a
Divideda S0%  40% 40% | uled to begin commercial operation in slowdown in the service area’s economy,
Book Value 35% . 80% 50% | 2016 and 2017. The projected cost is $6.2 A rate appllcation is upcoming. In
Ca- | QUARTERLY REVENUES (mill) Fall billlon, which would comply with the cost mid-2013, Georgia Power will file a gener-
endar [Mard) Jun30 Sep30 Decdt| Year| eStlmate that has been-certified by the al rate case for an order that will take ef-
2000 | 3606 3885 4662 35i0 [15iaa| oeorgla Public Service Commission, but fect at the start of 2014, Although there Is
2040 | 4187 1208 5320 377 | 17465 | $425 milllon of costs are In displte be- regulatory risk whenever a utility puts
1t | 4017 4521 5428 3696 | 47657 | tween the utlllty and lts contractors, At forth a rate case, we note that Southern
2012 | 3504 4181 5049 3766 | 16600 | least low flnancing costs have helped keep Company's utllities have typically done an
2013 | 3800 4200 5200 3800 |f7000{ the project on budget. effective job of managing the regulatory
Cal- EARNINGS PER SHARE A ral | Mississippl Power also.has a large process.
endar {Mar31 Jun30 Sep.30 Dec.] Year progect under construction. The utllity Finances are solid. The fixed-charge cov-
00 | 41 81 9 a1 | 232] Is bullding a 582-mw coal gasiflcatlon erage Is well above the industry average.
210 | 60 52 98 16 | 23| plant at a projected cost of $2.88 bililon. It The common-equity ratlo is in good shape,
200 | 48 70 106 30 | 255) Is expected to begin commercial operation and returns on equity are healthy.
w2 [ 42 71 11 41| 265| In May of 2014, Southern Company merits a Financlal
2013 50 J5 1200 .35 280] Earnings should improve In 2012 and Strength rating of A, and Its stock Is
Cat. | QUARTERLY DVIDENDS PAD Bf | pon | 2013. At the start of this year, Georgla ranked 1 (Highest) for Safety.
endar |Mard! Jun30 Sepd0 Decdfi vear | Power recelved the second of three annual Timely Southern Company stock has
008 | 4025 42 42 4D 16| rate hikes. The utnlt{ will get the final in- a dividend yield that is slightly above
2009 | 42 435 4375 45| 173| crease at_lhe beginning of 2013, Southern the utility average. Total return poten-
2010 | 4375 455 455 455 | 180| Company's utilitles in other jurlsdictions tlal to 2015-2017 {s a cut below the indus-
2011 | 455 4725 4725 4725 | 1.67| have recelved rate rellef this year, too. We try average, however.
2012 | 4725 A8 48 have fine-tuned our 20{2 share-net estl- Paul E. Debbas, CFA  November 23, 2012
A) Diluted earnings. Exd, nonracurring galn [ ly Mar,, Juns, Sept,, Dac¢. » Divd 8 s FL, , ost, '
{ios?: ‘03, 9¢; ‘09?(25;). 10 EPS dongl gdd r¥\ent plan avatl, fpShgrr]:hoI%cer in?;vsmmrgrlx?ﬁ:; ggﬂ?(tﬁtng& m1l .505?152\2?&031:?3? o g&ngf‘:n rl'ci‘g?;‘;lllrtlysmnmh iOG
dua [0 changa In shares. Next ezmings reporl | avall. (C) Incl. deferred cherges, in '{1: com, eq,, '11: 13.0%. Reguiatory Cllmate; GA, | Price Growth Parsistence 60
due late Jan, (B) Divids historlcally paid In ear- | §8.27/sh. (D) In mil. {€) Rate base: AL, MS, | AL Above Averags; MS, FL Average. Earnings Predictability 100
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1996 | 199711998 | 1999 | 20002001 [ 2002 ] 2003 [ 2004 [ 2005 [2006 [ 2007 [ 2008 [2009 | 2040 | 2011 | 2012 12013 ©VALUE LINE PUB. LLCI5-17
367 2001 0861 3021 [ 3380| 8120 2477 2006 | 1202 | 1820 | 1837 | 1809 | 1698 | 17.04 | 1034 | 17.27] 17.70| 18.30 |Revenuss per sh .15
652 a47| 635( 78| 696| 532| 477) 37| 3M2| 328| 394 377 i4| 350 | 424| 387| 415 445 |"Cash Flow" pereh 5,20
260 d.46 2.43 148 88| d58 1.00 148 197 1,55 1.88 134 .3 1.28 1.80 179 200} 210 |Earings persh A 2.50
2.07 2,10 2.14 2.44 144 120 120 87 80 92 .98 1.08 1.16 1,20 1.24 128 132 1,36 | Dlv'd Dec'd per sh st 148
3,09 32l n ‘(.vﬁg 4401 337 T8 206 2181 245 385 784 665 5.26 4821 555 6.50 7.05 | Cap'l Sponding per sh 7.85
2514 3079) 2040 ( 2783 2720( 2587 1388 ) 14.23| 18430 1631 | 1762 1944 ) 2048 [ 2089 | 2125} 2220 23.60) 2540 |Book Value persh© 835
64.63] 6541 6591 6740 70081 70.08| 71,51 | 7284 | €603 8684 | 67.33 | 9540 | 10637 | 109.07 | 192.43 | 125.70 | 127.00 [ 128,00 |Common Shs Quist'g E | 134,00
1.7 . 184 §1.21 2086 . 14,0 108 . 174 g1 122 {41 170 149 13.0 4.8 | 8ol nglres are JAvg Ann'l PJE Rallo 125
MK - 86 881 134 . 16 b2 82, g8 68 15 1.02 98 83 k] VatuwiLing Relative P/E Ratlo 85
6.8% | B.3%| 55%] 04% | 79% | 58% ] 8.8% ) 55% | 39% | 40% | 43% | 42% | 52% | 6.3% 53% | 4.8% Avg Ann'l Div'd Yieid. 4%
CAPITAL STRUCTURE as of 9/20/{2 177111 1461.1 | 14645 | 1583.3 | 1605.7 [ 17268 | 1830.0 | 1858.2 | 20582 { 2174.0 | 2250 | 2340 [Revenues {$mili) 2700
E‘Slz'bt $3303.1 mill. Dua In 5 Yrs $620.0 mill. 720 | 1084 § 1009 ] 1349 | 1653 | 1684 | 1368 | 141.3 | 203.0| 2140 255 270 | Nt Profit ($mll)) 30
o h'le‘r:f&g‘rf eﬁ MLT Intorest $160.0mil.  IER AR Taa% [ 250% | 31.0% | 25.4% | 275% | 248% | 294% | 20.0% | 304% | J0.0% | 30.0% |Incoms Tax Rate 30.6%
o A 5.0% .. - .- | 10.4% - -- | 104% | 10.0% | 10.0% | 10.0% [AFUDC % to Net Profit 10.0%
Penslon Assefs-12/11 $461 mil. Oblig. $876 min, | 71.8% | 66.2% | 63.8% | 52.1% [ 50.0% | 50.6% [ 40.8% | 53.4% | 53.6% [ 495% [ 51.0% | 50.5% [Long-YermDebtRaflo | 50.0%
. 22.0% | 33.2% | A56% | A7.2% | 49.9% | 48.9% | 40.7% | 48.1% | 48.0% | 50.0% | 49.0% | 49.5% [C Equity Ratlo 50.0%
Pid Stock None 42724 3121.3 [ 3049.2 | 30004 | 3124.2 1 3738.3 | 4400.1 [ 4086.8 | 5180.9 | 55310 | €100 6550 {Total Capltal {$ mit) 7600
39954 [ 3009.5 | 3011,0 | 3947.7 | 40716 | 4803.7 | 55335 | 5771.7 | 63095 | 67454 | 7280 | 7500 |Net Plant ($mll) 8500
44% | 70% | 55% | 62% | B7% | 5.8% | 42% | 44% | 55% | 52%| &5% | 5.5% [Return on Total Cap'l 8.0%

05% | 7.6% | 45% | 8.5% [Returnon Shr, Equity 9.0%
85% | 77% | 8.5% | 48.5% |Returnon Com Equity® | 9.0%

ELECTRIC OPERATING S'!'ATISTIC"‘S01

NMF | 49% | 32% | 40% | 55% | 43% | 12% | 8%
120% | 5% | 56% | 55% [ 49% | 53% | 60% | 87%

34% ] 22% ) 20% | 3.0% [Refained to Com Eq 1.0%
63% | 7T2% ] 6§6% | 654 [AllOvds to Net Prof 5%

BUSINESS: Westar Energy, inc., formerly Wastemn Resources, is
tha parant of Kansas Gas & Elsciric Company, Westar supplies
eleciriclty o 888,000 customers In Kensas. Electdc revenue
sources: resldential and rural, 42%; commarclal, 37%; Indusidal,
21%. Soki investment [n ONEOK in 2003 end 85% ownership In
Prolection One In 2004, 2011 depreclallon rate: 4.2%, Estimaled

plant age: 14 years. Fuels: coal, 51%; ndclear, 8%; gas, 41%. Has
2424 employees. BlackRock, Inc, owns 5.8% of common; off. &
dir,, less than 1% (3/12 proxy). Chaliman: Charles Q. Chandler IV,
Chief Executive Officer and President: Mark A. Ruslte, [nc.; Kan-
sas. Address: 818 South Kansas Avenue, Topeka, Kansas 66612,
Talephone: 785-575-8300. Intamet: www.waslaranargy.com.

069 0 2011
% Relal Sales (XWH) 200 062 11,0
Avg. bdust, Use (M9 ST4% 5460 5589
A\’g.h‘J\nLRMﬁ ) §.6] 5481 622
Capacty 2l Pesk L‘ 1807 6756 6784
Beal Load, Sammes 505 5405 5549
Antual Losg Facier 545 550 555
% Chasge Cuslemess fr-¢nd] t9 £ 44
Flred Chatge Gov., %) 221 261wt
ANNUAL RATES Past Past{ Est'd ‘0811
ol changs {persh) 10 Yrs, 5V, to5M7
Revenyes -8, 1.0% 2.5%
“Cash Flow" €0% 15%  50%
Eamings - 10% 1.5%
Dividends 4.5% 7.0% J.0%
Book Valua -30% 80%  5.0%

Cal- | QUARTERLY REVENUES {§ mil.) Full
snder {Mar3{ Jun.30 Sep.30 Dec.31| Year

2009 | 4218 4878 5285 440.1)1858.2
2010 | 4508 4952 6444 4568 | 2056.2
2011 | 4817 5249 6782 486.2 | 217(0
2012 | 4757 5663 6858 512.2 ] 2250
2013 | 520  §75  T10 535 | 2340

Cal EARNINGS PER SHARE A Fult
endar {Mar3! Jund0 Sep.30 Dac.3t| Year

2009 3 B ) 18
2010 21 A7 10t 051 180
2011 21038 88 48 11
2012 2 48 100 22 200
2013 25 50 10 25| 210

Cal- | QUARTERLY DIVIDENDS PAID &t | pup
ondar |Mar3i Jund0 Sep.30 Daedi] Year

Westar Energy reported good results
for the thlr(f quarter. Eevenues ad-
vanced modestly for the perfod, and share
earnings compared favorably with the
prior-year tally, Greater revenue from the
retafl and transmisslon businesses more
than offset a top-line decline from the
wholesale unit. We expect a favorable com-
parison for the fourth quarter, and higher
revenues and earnings for full-year 2012,
We look for solld top- and bottom-line
growth from 2013 onward., A rate in-
crease of roughly $50 millien "approved
earller in the year should continue to boost
retail sales. This line ought to experience
modest growth from its residential and
commercial operations, Meanwhile, the
transmlssion business should post a strong
top-line advance, though we expect further
weakness from the wholesale line,
Investment in operations ought to fur-
ther support results. Large environmen-

08 | 21 29 29 2 114
2000 29 30 3 20| 119
2004 3 .3 N 123
201 | 3 2R
012 32 3B XN N

© 2012, Valua Line Publshi

tal projects at the Jeffrey and La Cygne
energy centers have been coming along
nicely. Elsewhere, the Prairie Wind joint
venture is also progressing well. The
praoject has begun construction on a
double-circuit 345 kilovolt transmlssion

line, with right-of-way clearing in founda-
tion construction running a little ahead of
plan, The line, which ts tracking favorably
with respect to the budget, should be com-
pleted in 2014, On the regulatory front,
the company's 2012 fllings to update
prices for transmlssion, air quality con-
trols, and energy efficlency programs are
complete. Plans for 2013 Include updating
riders along with an abhreviated rate case
to recover its share of costs incurred for
the La Cygne air quality project,

This stock remains favorably ranked
for year-ahead relative price perform-
ance, Looking further out, we antlclpate
higher revenues and share earnings for
the company by 2015-2017. Moreover,
Westar earns good marks for Safety, Price
Stabillty, and Earnings Predictability’ In
additlon, the stuck has below-average vola-
tility (Beta: 0.70). However, investors
seeking strong appreciation potential can
probably find better choices elsewhere, as
the stock is trading within our Target
Price Range. Even so, conservative,
income-oriented accounts may find this is-
sue’s healthy dividend yfeld attractive.
Michael Napoll, CFA December 21, 2012

recur galns (losses): '96, ($0.18); ‘97, $7.97;
'98, {SMS&; '99 (31.312); '
02, (§12.08; ‘03, 77¢; "

(A} EPS diluled from 2010 onward, Exdi, non- | egs. rept due in late Februaryfearly March,
B) Divids paid In eary Jan., Apni, July, end | Rale ailowa:

$4.07; °01, 27¢; | Oct. = DIV'd relnvest, rlan avail. T Shareholder | earnad on avg. com. eq., "11: 8.2%. Regul.

8, 308 "1, 144, Nexi | nvest, plan aval, (G} In
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fcw Stabliity
Price Growth Persistence 75
Earnings Pradiciabliity

$8.32/sh. (Dg Rate basa defermined: falr value; Comrang'l Financial Strength B4+
on common equity in '12: 10.0%; | Stock's Prl 100
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