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T)INDUSTRY =~

All of the major utilities in the eastern region of
the United States are reviewed in this Issue. Those
serving the central region will be found in Issue 5.
All of the western companies are covered in Issue
o N ?
Since mid-summer, the breader stock indexes
have posted solid gains ‘as investors are more
confident about the prospects of the domestic
economy. Though business -activity -has" cased
somewhat, the long-running expansion continues
and inflation is not now a big concern.

In the past three months, the eastern electric

INDUSTRY TIMELINESS: 64 (of 97)
construction of o

Rate Relief -
~_This year, rate request activity
the state and federal levels:

generation.

hasstepped up Both at
Revised federalrules over

1€

187

line “siting ~and- return on - investment have created
greater incentive for the utilities to upgrade the nation’s

transmission grid. Managements, ;however,f have en-
countered some difficulty in securing recovery of energy

delivery costs from state regulators. High unregulated
wholesale power prices have attracted negative atten-

utilities have lagged behind the overall stock mar-

- tion from local politicians and utility authorities. There
_has been much resistance to raising retail service tariffs,

ket and fallen in stature under the Value Line

ranking system. Economists have assigned a low
__ probability to the likelihood of an easing of the
Federal Reserve’s monetary policy in early 2007."
(Rate cuts usually lend a boost to utility stocks.)

We expect 2007 to be a fairly good year for the " 1o consi der our state Re gdatog Climate 7 atings,

- eastern. electrics. - Mild weather in most of 2006

makes next year’s revenue and earnings compari-

- sons less arduous. Still; the utilities’ capital bud-
gets have increased because of the need for more

. capacity and improved service reliability. Recov-

ery of these outlays (and high fuel costs) via eléc-
tricity tariffs poses some risk. iy
Investors should stick with companies that have

decent growth prospects, low-cost generation,

good access to regional power supplies and strong
finances, i TN
Capital Improvements =~
Global warming; a growing U.S. economy, aniexpand-
ing population and increasing power use in equipment

and consumer products are all stressing aged power” - economical funding for planned capit al improvements.

- This will further support overall finances.

grids. A number of electric utilities, Allegheny Energy,
Central Vermont P.S., Duquesne Light Holdings, Green:
~Mountain Power, Northeast Utilities, NSTAR, Pepco
Holdings and UIL Holdings among them, are currently
spending billions of dollars to revamp their transmission
and distribution networks ‘to broaden “supply ‘access,
boost ecapacity and enhance service reliability. .«
* On the generation side, Allegheny and PPL Corp.; for
_example, are also spending much money on pollution
control equipment (coal’ scrubbers); and

.+ next several years, power demand will likely continue to

-grow. faster than available supply. Reserve margins will. .
narrow further, and -utilities,,wiﬂ need to: a“cceiera@ o .

-.plans.to

‘ing of debt and equity

* Among the positive attributes that “investefé‘ Shaufd ‘

: ). Duke Energy
and FPL Group are building new coal plants: Over the

Composite Statistics: Electric Utility Industry -

2003 | 2004 | 2005 2006 | 2007 T Jog1] ¢
S1.7 | 32181 3334 . 3801 400 Reventes (Sbill) . 4501,
02| 217 .258 290 320 NetProfit (Shill); 390
30.7%1::304% | 29.6% |- 335% . 345% | Income Tax Rate 345%]
35%: | +'40% | :4.0% AFUDC % to Net Profit 0%

55.1%) 52.5% | “52.0% | Long-Term DebtRatia- - | 49.6%

43:8% | 46.5% -47.0% | Common Equity Ratio =\ | 485%
4771 177510 520 | Total Capital (Sbill}. 6051

4985 . 535|560 HetPrant(sbi) . 610

72% . 7.0%| -.7.0% | Return on Tolal Capl 7.0%

12.0%. ], 11,0% | 11.0% | Return.on Shr, Equity . | 11.5%

12:1% | 11.0% |- 11.0% | Return on Com Equity - | 11.5%

5.3% | 5.0%] - 5.0%] Retained to Com Eq 50%

57% 53% " 61% [ At Divids to Net Prof 59%
7160 E§I§ figurss. ére Avg Ana'l PIE Rallo. ] ?3'5 B

851" valie Line - -| Relative P/E Ratio -7+ 80

35%. OIS s Ann D Vield 445

~ while passing on elevated supply costs to ratepayers.
:Multiyear -rate -hike .phaselins should help to relieve
~some of the burden on end-customers. Power: delivery
~companies are- enduring notable margin pressures,

When selecting a utility for investment, it’s a good idea

i AR

Better Finances =

. This decade, utilities have distanced themselves from

risky unregulated business forays, including commodi-
‘ties: trading, foreign energy operations, water services |
and aircraft leasing. Currently, Dominion Resources
sell its oil and gas production business; Dukeids
- spinning'its mid-stréeam gas operations to shareholders,
Northeast Utilities is divesting its merchant power gen-
eration business, and Progress Energy is shedding pewer
- plant and natural gas assets. Such actions have im-

proved earnings performance and strengthened capital
ratios. Companies are targeting a nearly equal weight-
ity on their balance sheets, a goal that

should be met by 2009-2011. .~ .
Revenue-backed and tax-exempt bonds will provide

e

Investment Considerations =

look for when' seeking an attractive utility. are: an
economically healthy local service territory (such as
those in the Southeast), a large customer base, good:
management-regulator relations, access to low-cost

- power generation (coal, nuclear), and ample fixed-charge
-coverage. Constellation Energy Group, ‘
“Exelon, FPL Group and . Southern Co.

-Duke Energy,
, are some of the
more appealing eastern electrics for 3- to 5-year stock
Teturns. Ty
: - David M. Reimer

| COMPOSITE OPERATING STATISTICS: ELECTRIC UTILITY INDUSTRY
% Change Retail Sales (kwh) 413 oes s asd|
A&erage indust, Use (mwh) tee2 134 qae7 |
ol Avg, !n’dusg Revs: periewh ® 507 525 578
Regulated Cap. atPek(m) NA  NA NA
-Peak’[.\o"ad,’ Summer (mw) ' NA e NA NA
| Annual L§éd Factor ) NA O NA
% Change céétéﬁ%eré" (yr’.;gnd) 19 16 12
Fixed Cﬁarg‘ef‘cﬁoiréragef(%}fk',;,, - 2207 0230 260 -
Sources: Anni;é% Reports; Estimates, Value Line; Edis‘cn’E(e(:;i{Ecj Iknys’titufe:

and Is provided wilicul wanenties of &hy kind.
ibel's own, noncommaiciel i
inted or gactionic :



cwg
Text Box
Exh. No.___(MPG-18)
Page 1 of 1




