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Price Performance

 YTD -1M -3M -12M 

Absolute -2.9% -2.6% 5.9% 19.2% 

Source: RIMES, Reuters. 

Puget Energy (PSD;PSD US) 
 2005A 2006E

(Old)

2006E
(New)

2007E
(Old)

2007E
(New)

EPS ($) 
 Q1 (Mar) 0.70 0.63A 0.63A
 Q2 (Jun) 0.15 0.26A 0.26A
 Q3 (Sep) 0.06 0.14A 0.14A
 Q4 (Dec) 0.52 0.40A
 FY 1.42 1.40A 1.45A 1.65 1.60
P/E FY 17.3 17.6A 17.0A 14.9 15.4
Source: Company data, Reuters, JPMorgan estimates. Note: Official estimates are rounded to the 
nearest $0.05 per share. 

Company Data 
Price ($) 24.62
Date Of Price 05 Jan 07
52-week Range ($) 25.91 - 20.28
Mkt Cap ($ mn) 2,853.24
Fiscal Year End Dec
Shares O/S (mn) 116
Div. Yield 
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The WUTC awarded PSE electric and gas rate increases essentially in line 

with our expectations. We view the WUTC ruling favorably given PSE’s 

history of somewhat challenging regulatory outcomes. 

• Rate increases and capital structure seem reasonable. The WUTC 

issued a final order in the PSE rate cases, granting a $17.2 million 

electric base rate increase and a $31.3 million gas base rate increase.  

PSE was awarded a 10.4% ROE and a 44% equity component. New 

rates will be effective mid January, once power costs have been updated. 

• Could see reduction to baseline power costs. The WUTC instructed 

PSE to update its baseline power costs, and we believe it is possible that 

the new power costs estimates could result in a net reduction to rates 

given declining natural gas prices. 

• Depreciation lag assessment more constructive than expected. The 

WUTC’s assessment of depreciation lag, including its consideration of 

remedies like out-of-period adjustments, was much more constructive 

than we anticipated. 

• Updating estimates. We are increasing our 2006E EPS to $1.45, 

reducing our 2007E EPS to $1.60 and introducing a 2008E EPS of $1.75. 

• Discount valuation warranted.  PSD shares trade at 15.4x our 2007E 

EPS, a discount to the utility group multiple of 16.3x. We believe the 

discount is warranted given Puget’s challenging regulatory environment 

but would expect PSD’s dividend yield to support the shares. 
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Rate Case Outcome Reasonable; Base Rates and Capital Structure in Line 

On Friday afternoon, the Washington Utilities and Transportation Commission 

(WUTC) issued a final order in the Puget Sound Energy (PSE) electric (Docket # 

UE-060266) and gas (Docket # UG-060267) rate cases filed in February 2006.  

Electric base rates were increased $17.2 million and gas base rates were increased 

$31.3 million, essentially in line with our expectations.  The utility was awarded a 

10.4% return on equity and a 44% equity component.  New rates will be effective 

mid-January, once power costs have been updated.  We view the WUTC ruling 

favorably given PSE’s history of somewhat challenging regulatory outcomes.  

Although proposed rate structures like the depreciation tracker and natural gas 

decoupling were denied, PSE was awarded a return on equity and capital structure 

comparable to our projections.  Also, we were encouraged by the Commission's tone 

regarding several issues likely to be re-evaluated in future proceedings, most notably 

"out-of-period adjustments" to depreciation expense/rate base investment – a 

potential vehicle to mitigate depreciation lag. 

Table 1: Puget Sound Energy Rate Case Outcome versus Request/Projections 

$ in millions 

 WUTC PSE JPM 
 Order Request* Estimate** 

Electric Revenue Requirement 17.2 33.5 25.0 
Gas Revenue Requirement 31.3 38.9 30.0 
Return on Equity 10.40% 11.25% 10.50% 
Equity Component 44.00% 45.00% 44.00% 

Source: WUTC, company reports and JPMorgan estimates. 

*PSE request excludes power costs and reflects adjustments agreed to by PSE and intervenors. 

**JPM estimate excludes power costs. 

Still Some Rate Uncertainty; Could See Reduction to Baseline Power Costs 

As part of the final order, the WUTC instructed PSE to update the inputs to its 

baseline power cost projection model, AURORA.  Specifically, the utility is required 

to rerun AURORA using gas prices based on forward prices for the three months 

ended November 30, 2006.  We expect PSE to file an updated baseline power cost 

tariff with the WUTC within the week.  We believe it is possible that the new 

baseline power cost could result in a net reduction to rates for customers.  As a point 

of reference, PSE’s original rate case filing included a baseline power cost of $59.21 

per MWh. In August, power costs were revised down to $58.93 per MWh, to reflect 

lower natural gas prices. Any potential rate decrease would reflect power costs only 

and not impact our gross margin assumptions. 

Depreciation Lag Assessment More Constructive Than Expected 

The Commission’s assessment of depreciation lag, including its consideration of 

remedies like out-of-period adjustments, was much more constructive than we 

anticipated.  Although such remedies were not approved in this rate case, the WUTC 

provided clarity regarding the specificity they would need to consider out-of-period 

adjustments and left the door open for future requests, in our view.  Specifically, the 

order stated: 

…there is nothing that precludes PSE from seeking additions to rate base 

between rate cases so long as the amounts are not so large as to trigger a 

general rate proceeding under our rules.  If the investments are shown to be 

prudent, the amounts are reasonable, and the plant is demonstrated to be 
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used and useful, the Commission may exercise its discretion to allow 

recovery in rates.  (WUTC Order 08, January 5, 2007, pg. 19) 

We believe the Commission’s willingness to explore pro forma adjustments 

to test-year depreciation expense and/or rate base is significant because it 

could provide a mechanism to update incremental transmission and 

distribution investment that is put into service after the end of the test year, 

which may help to reduce regulatory lag. 

Expect Update on Next Regulatory Steps on Earnings Conference Call 

We expect Puget Energy management to provide investors an update on the 

utility's next regulatory steps on the fourth quarter earnings conference call 

in early February. PSE could file a PCORC (versus a general rate case) to 

have the Goldendale plant incorporated into rate base after the acquisition 

closes sometime toward the end of the first quarter.  If PSE were to file a 

general rate case to update costs and revisit issues denied in the 2006 GRC, 

it would also have to address several other issues identified by the WUTC 

including executive compensation recovery in rates and forward market 

prices in power cost calculations. 

Adjusting 2006E and 2007E EPS and Introducing 2008 Estimates 

We are increasing our 2006 EPS estimate to $1.45 from $1.40 to reflect a number of 

adjustments to our earnings model, including reductions to interest expense and 

taxes.  While we expect a year-over-year increase in O&M expense in the fourth 

quarter associated with storm recovery costs, we are uncertain of the magnitude of 

these costs and the extent to which other factors may partially offset these expenses.  

We are also reducing our 2007 EPS estimate to $1.60 from $1.65, primarily 

reflecting the results of the rate case.  Additionally, we are introducing a 2008 EPS 

estimate of $1.75.  Our 2008 estimate assumes partial year benefit from either a 

generation-related PCORC or a general rate case. 

Discount Valuation Continues to Be Warranted 

Puget Energy shares trade at 15.4x our revised 2007 earnings estimate, a discount to 

the utility group average P/E multiple of 16.3x. Although the results of PSE's rate 

case were essentially in line with our expectations, we continue to believe the 

discount multiple is warranted given our belief that the regulatory environment in 

Washington will remain challenging.  That said, we would expect Puget’s above-

average 4.1% dividend yield to support the shares. 

Investment Risks 

The positive risks to our Neutral rating on PSD depend, in large part, on the utility's 

ability to remedy its regulatory lag. The 2006 general rate case unsuccessfully sought 

to address a portion of the lag through a depreciation tracker.  The filing included no 

mechanisms to rectify historical test years which contribute to the systemic under-

recovery of O&M expense.  The introduction of a rate structure that would lead to a 

more timely recovery of operating expenses would likely result in PSD shares 

outperforming. 

The biggest negative risk to our Neutral rating on PSD is an unfavorable regulatory 

ruling in the future that could contribute to Puget Sound Energy under-earning its 

allowed ROE.  If Puget experiences additional under-earning pressure or is unable to 
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add its planned utility investment to rate base, we would expect EPS, and thus the 

share price, to come under pressure. 
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Analyst Certification: 

The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research analysts are primarily 
responsible for this report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with 
respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views expressed in this report 
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of any of the research 
analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the 
research analyst(s) in this report.  

Important Disclosures 

• Client of the Firm: Puget Energy is or was in the past 12 months a client of JPMSI.  
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Puget Energy (PSD)  Price Chart

N OW N

Source: Reuters and JPMorgan; price data adjusted for stock splits and dividends.

Break in coverage Mar 23, 2004 - May 25, 2004. This chart shows JPMorgan's continuing coverage of this stock; the

current analyst may or may not have covered it over the entire period.  As of Aug. 30, 2002, the firm discontinued price

targets in all markets where they were used. They were reinstated at JPMSI as of May 19th, 2003, for Focus List (FL) and

selected Latin stocks.  For non-JPMSI covered stocks, price targets are required for regional FL stocks and may be set

for other stocks at analysts' discretion.

JPMorgan ratings: OW = Overweight, N = Neutral, UW = Underweight.

Date Rating Share Price 
($)

Price Target 
($)

12-Feb-04 N 22.51 - 

25-May-04 OW 20.90 - 

14-Mar-05 N 22.15 - 

Explanation of Equity Research Ratings and Analyst(s) Coverage Universe: 

JPMorgan uses the following rating system:  Overweight [Over the next six to twelve months, we expect this stock will outperform the 
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.]  Neutral [Over the next six to twelve 
months, we expect this stock will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s) 
coverage universe.]  Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of 
the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] The analyst or analyst’s team’s coverage universe is the sector 
and/or country shown on the cover of each publication.  See below for the specific stocks in the certifying analyst(s) coverage universe.  

Coverage Universe: Nikki Edgecombe: Avista Corp (AVA), Duquesne Light Holdings (DQE), Idacorp Inc (IDA), Portland General 
Electric Co. (POR), Puget Energy (PSD), TECO Energy Inc (TE) 

JPMorgan Equity Research Ratings Distribution, as of December 29, 2006 

Overweight 

(buy) 
Neutral

(hold) 
Underweight 

(sell)

JPM Global Equity Research Coverage 42% 41% 17% 
    IB clients* 45% 47% 36% 

JPMSI Equity Research Coverage 37% 48% 15% 
    IB clients* 63% 57% 47% 

*Percentage of investment banking clients in each rating category. 
For purposes only of NASD/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold 
rating category; and our Underweight rating falls into a sell rating category. 
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Valuation and Risks:  Please see the most recent JPMorgan research report for an analysis of valuation methodology and risks on any 
securities recommended herein. Research is available at http://www.morganmarkets.com , or you can contact the analyst named on the 
front of this note or your JPMorgan representative.  

Analysts’ Compensation:  The equity research analysts responsible for the preparation of this report receive compensation based upon 
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which 
include revenues from, among other business units, Institutional Equities and Investment Banking.  

Other Disclosures

Options related research: If the information contained herein regards options related research, such information is available only to persons who 
have received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation’s Characteristics and Risks of 
Standardized Options, please contact your JPMorgan Representative or visit the OCC’s website at 
http://www.optionsclearing.com/publications/risks/riskstoc.pdf.

Legal Entities Disclosures 
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003 245 234/AFS Licence No: 238066) is a Market Participant with the ASX and regulated by ASIC. Taiwan: J.P.Morgan Securities (Taiwan) 
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Valores Mobiliarios (CVM) and by the Central Bank of Brazil. Japan: This material is distributed in Japan by JPMorgan Securities Japan Co., 
Ltd., which is regulated by the Japan Financial Services Agency (FSA). Singapore: This material is issued and distributed in Singapore by J.P. 
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N.A., Singapore branch (JPMCB Singapore) which is regulated by the MAS. Malaysia: This material is issued and distributed in Malaysia by 
JPMorgan Securities (Malaysia) Sdn Bhd (18146-x) which is a Participating Organization of Bursa Malaysia Securities Bhd and is licensed as a 
dealer by the Securities Commission in Malaysia  

Country and Region Specific Disclosures 

U.K. and European Economic Area (EEA):  Issued and approved for distribution in the U.K. and the EEA by JPMSL.  Investment research 
issued by JPMSL has been prepared in accordance with JPMSL’s Policies for Managing Conflicts of Interest in Connection with Investment
Research which can be found at http://www.jpmorgan.com/pdfdoc/research/ConflictManagementPolicy.pdf.  This report has been issued in the 
U.K. only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000 (Financial Promotion) 
Order 2001 (all such persons being referred to as "relevant persons"). This document must not be acted on or relied on by persons who are not 
relevant persons. Any investment or investment activity to which this document relates is only available to relevant persons and will be engaged 
in only with relevant persons. In other EEA countries, the report has been issued to persons regarded as professional investors (or equivalent) in 
their home jurisdiction Germany:  This material is distributed in Germany by J.P. Morgan Securities Ltd. Frankfurt Branch and JPMorgan Chase 
Bank, N.A., Frankfurt Branch who are regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht.  Australia:  This material is issued and 
distributed by JPMSAL in Australia to “wholesale clients” only.  JPMSAL does not issue or distribute this material to “retail clients.”  The 
recipient of this material must not distribute it to any third party or outside Australia without the prior written consent of JPMSAL.  For the 
purposes of this paragraph the terms “wholesale client” and “retail client” have the meanings given to them in section 761G of the Corporations 
Act 2001.  Hong Kong:  The 1% ownership disclosure as of the previous month end satisfies the requirements under Paragraph 16.5(a) of the 
Hong Kong Code of Conduct for persons licensed by or registered with the Securities and Futures Commission. (For research published within 
the first ten days of the month, the disclosure may be based on the month end data from two months’ prior.) J.P. Morgan Broking (Hong Kong) 
Limited is the liquidity provider for derivative warrants issued by J.P. Morgan International Derivatives Ltd and listed on The Stock Exchange of 
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been edited or contributed to from time to time by affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul branch.  Singapore:  JPMSI and/or its 
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distributed by JPMSAL in New Zealand only to persons whose principal business is the investment of money or who, in the course of and for the 
purposes of their business, habitually invest money. JPMSAL does not issue or distribute this material to members of "the public" as determined 
in accordance with section 3 of the Securities Act 1978. The recipient of this material must not distribute it to any third party or outside New 
Zealand without the prior written consent of JPMSAL. 

Exhibit No. ___(EMM-11)
Page 6 of 7



7

North America Equity Research 
08 January 2007

Nikki Edgecombe 
(1-212) 622-6627 
nikki.edgecombe@jpmorgan.com 

General:  Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan 
Chase & Co. or its affiliates and/or subsidiaries (collectively JPMorgan) do not warrant its completeness or accuracy except with respect to any 
disclosures relative to JPMSI and/or its affiliates and the analyst’s involvement with the issuer that is the subject of the research. All pricing is as 
of the close of market for the securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date of this 
material and are subject to change without notice. Past performance is not indicative of future results. This material is not intended as an offer or 
solicitation for the purchase or sale of any financial instrument. The opinions and recommendations herein do not take into account individual 
client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments or strategies to 
particular clients. The recipient of this report must make its own independent decisions regarding any securities or financial instruments
mentioned herein. JPMSI distributes in the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Periodic 
updates may be provided on companies/industries based on company specific developments or announcements, market conditions or any other 
publicly available information. Clients should contact analysts and execute transactions through a JPMorgan subsidiary or affiliate in their home 
jurisdiction unless governing law permits otherwise.  

Revised December 29, 2006.  

Copyright 2007 JPMorgan Chase & Co. All rights reserved. This report or any portion hereof may not be reprinted, sold or 
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