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MEMORANDUM 
 
 
June 20, 2014 
 
TO:  Roger Garratt   
 
CC:  Mike Stranik; Michael Mullally 
 
FROM:  Bob Williams   
 
SUBJECT:  Buckley Valuation Methodology 
 
                         
 
Executive Summary: 
 
Puget Sound Energy, Inc. (“PSE”) is currently in the process of purchasing the City of 
Buckley’s natural gas distribution system (“System”) for $5.4 million. PSE participated in 
and won a competitive bidding process; City of Buckley residents subsequently voted to 
authorize the sale of their System to PSE in the November 2013 election.    
 
Approval Process: 
 
On February 27, 2014 the WUTC Commission gave preliminary approval to amend the 
Certificate of Public Convenience and Necessity to allow PSE to operate a gas plant for 
hire within the City of Buckley.  The Certificate will be approved once PSE has provided 
written notice that the Purchase Sale agreement and all contracts necessary for PSE to 
provide natural gas service within the city have been executed.   Prudency would not be 
determined until the next general rate case. 
 
 
Valuation Methodologies: 
 
Discounted Cash Flow 
The primary method PSE used to determine the value of the System is the payback on 
the discounted cash flow.  The discounted cash flow methodology indicated that the 
value of the purchase price ranges from $5.2 to $6.8 million – net of transaction costs, 
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based on a 20 to 30‐year payback, respectively.  The final purchase price of $5.4 million 
reflects the lower end of the range using a 21‐year payback period.  The analysis used 
6.70 % discount rate based on the Company’s approved after‐tax cost of capital from 
the 2011 General Rate Case.  This is consistent with the method regulators would utilize 
in determining the prudence of the acquisition. 
 
Book Value 
A traditional means of valuing assets by a utility is to examine the book value of those 
assets, since that would be the basis for the recovery of those assets in a regulated 
environment.  The City of Buckley used cash accounting and did not have a balance 
sheet to use as another data point in determining the value of the System.    
 
 
EBITDA Multiplier 
An alternative approach to determine the value of the Buckley system is the EBITDA 
multiplier (“Enterprise Value/ Earnings before Interest, Taxes, Depreciation and 
Amortization”).   The EBITDA on a high level represents the cash flow taking out the 
effects of leverage and tax policies.  This provides a simplistic approach to valuing 
companies in the same industry.   Based on a study by the Royal Bank of Canada Capital 

Markets (“RBC”)   

 

).  The earning multiplier for the City of Buckley 

transaction is 9.0x, falling in the lower range of the RBC study.  
 
 
Assumptions: 
 
Revenue 
The assumed usage for the City of Buckley customers was based on the City’s regulatory 
filings.  PSE categorized the City into three main customer groupings: residential, 
commercial, and industrial (i.e. DSHS facility) and applied the appropriate PSE rate 
schedule as of May 2013 when the study was performed.  The assumed revenue growth 
is 2.2% based on the long term revenue growth rate from the 2013 financial plan.  
 
Operating Expenses 
The analysis assumed one‐time operations and maintenance expenditure of $130,000 
and capital expenditure of $120,000 to integrate the System into PSE’s system.  The 
ongoing expense to maintain the system is projected to be $100,000 annually escalated 
at 2.5% annually.  PSE assumed a $10,000 annual expense for required capital 
improvements that was escalated at 2.5% per year.  Based on PSE’s evaluation of the 
System there does not appear to be a need for major upgrades.  The analysis also 
includes indirect expenses that are recovered in rates through tariffed schedules for gas 
costs, low income, revenue taxes merger rate credits and conservation.    
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Depreciation 
The analysis assumes that PSE will capitalize the purchased assets as distribution plant 
and will follow the deprecation rules for that type of plant.  The tax deprecation rate for 
the acquisition is MACRS 20‐years which impacts the cash flow statement.   The book 
average depreciation rate for distribution plant is 2.78%.    
 
 
Conclusion: 
PSE’s analysis indicates that the purchase price of $5.4 million for the System is fair and 
reasonable.  The Buckley customer revenue stream is more than sufficient to recover 
the costs over time.  Long term, the embedded cost to serve Buckley customers is less 
than PSE’s system average, therefore PSE customers will benefit with slightly lower 
rates. 
 
If the transaction is deemed prudent, the investment will be recovered in rates.  After 
the bid was submitted to the City of Buckley, the WUTC approved a decoupling 
mechanism which was not included in the original purchase price analysis.  As a result of 
the decoupling mechanism, PSE will receive additional revenue since the average usage 
from the Buckley system is less than the PSE system average.  Revenue and costs 
associated with the System will be factored into Commission Basis Reports at the rate of 
return that resulted from the decoupling mechanism.  The usage rates of Buckley 
customers will be factored into future revenue per customer assuming decoupling 
continues after the initial period.  
 
PSE’s gas rate base, as reported in the 2013 Commission Basis Report, is $1,652 million. 
The impact of the PSE purchase is minimal since the transaction cost as a percentage of 
gas rate base is 0.3%.  
 
Appendix 1 – Summary of Model Fair Value Calculation 
 
Appendix 2 – Purchase and Sale Agreement 
 
Appendix 3 ‐ Comparables 
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Purchase Price 21 Year Payback

Total Purchase Price 5,905,111$               

Legal (300,000)$                 

Contigency (100,000)$                 

Sales Tax (105,111)$                 

Net Purchase Price Buckley 5,400,000$               

Sales Price Legal Costs Contingencies

Sales Tax @ 

1.78%

Net Purchase 
Price

Payback 20 Years $          ( )$     ( )$          ( )$      $        
Payback 25 Years $          ( )$     ( )$          ( )$      $        
Payback 30 Years $          ( )$     )$         ( )$      $        
Payback 40 Years $           )$     ( )$          ( )$      $        

Assumptions

1.  DSHS on Schedule 85

2. Long term growth in revenue at 2.2% 

4. Assumes one‐time O&M expense of $130,000 and capital $110,000.

Discounted Cash Flow Sensitivity

Appendix A

Buckley  Valuation 
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Capital Structure

Settlement 2008 General Rate Case, August 2008

Cost WACC

Debt 48.00% 6.16% 2.96%

Short Term D 4.00% 2.68% 0.11%

Preferred 0.00%

Common 48.00% 9.80% 4.70%

Total 100% 7.77%

Structure Cost After-Tax

Long Term De 48% 4.00% 1.92%

Short Term D 4% 1.74% 0.07%

Preferred 0% 0.00% 0.00%

Common 48% 9.80% 4.70%

Total 100% 6.70%

PreTax Return 10.30%

Wieghted Cost of Interest 3.07%
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Market Equity Value Purchase Premium

Date 
Announced Target Acquirer

Terms of 
Transaction

Equity 
Value (1)

Enterprise 
Value (2) LTM (3) Next Year (4)

Tangible 
Book 
Value LTM EBIT

LTM 
EBITDA

Rate 
Base

LTM Net 
Income

1 Day 
Prior

1 Month 
Prior

$ $   x x

$ $   x x

$  x x x

 $ $   x x

$ $   

$ $ x  x x x

$   x

$ $   x x

$ $ x x x x x x % %

$ $   x

  $ $ x x x x x x x % %

 
 

$ $ x x x x x

$ $  x x x x

$ $   x

$ $ x x x x x x x % %

$ $  x x

$ $ x x x x % %

$ $ x  x x x

Average: x x x x 1 x x x % %

Median: x x x x x x x % %

High: x x x x x x x % %

Low: x x x x x x x % %

Select Gas LDC Precedent Transactions

1

(1) In stock for stock transactions, the equity value is determined using the market price of the "reference" company as of the day before the date of announcement
(2) Aggregate value = Equity value + long-term debt + short-term debt + preferred stock + minority interest + capitalized leases - cash - option proceeds
(3) LTM = Last twelve months' financials available prior to the date of announcement
(4) Projected earnings for the current and next fiscal year are based on the most recent estimates available prior to the date of announcement
(5)

(5)(5)
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Disclaimer
This presentation was prepared exclusively for the benefit of and internal use by the recipient for the purpose of considering the 
transaction or transactions contemplated herein.  This presentation is confidential and proprietary to RBC Capital Markets, LLC 
(“RBCCM”) and may not be disclosed, reproduced, distributed or used for any other purpose by the recipient without RBCCM’s 
express written consent. 

By acceptance of these materials, and notwithstanding any other express or implied agreement, arrangement, or understanding 
to the contrary, RBCCM, its affiliates and the recipient agree that the recipient (and its employees, representatives, and other
agents) may disclose to any and all persons, without limitation of any kind from the commencement of discussions, the tax 
treatment, structure or strategy of the transaction and any fact that may be relevant to understanding such treatment, structure
or strategy, and all materials of any kind (including opinions or other tax analyses) that are provided to the recipient relating to 
such tax treatment, structure, or strategy.

The information and any analyses contained in this presentation are taken from, or based upon, information obtained from the 
recipient or from publicly available sources, the completeness and accuracy of which has not been independently verified, and
cannot be assured by RBCCM.  The information and any analyses in these materials reflect prevailing conditions and RBCCM’s 
views as of this date, all of which are subject to change.  

To the extent projections and financial analyses are set forth herein, they may be based on estimated financial performance 
prepared by or in consultation with the recipient and are intended only to suggest reasonable ranges of results.  The printed
presentation is incomplete without reference to the oral presentation or other written materials that supplement it.

Employees of RBCCM are expressly prohibited from directly or indirectly:  (a) offering any company favorable research coverage 
as an inducement for the receipt of investment banking business; or (b) threatening to retaliate with adverse coverage or 
comments if such business is not awarded.  All recommendations, ratings, price targets and opinions regarding a company are 
determined independently by RBCCM’s Research Department.

IRS Circular 230 Disclosure: RBCCM and its affiliates do not provide tax advice and nothing contained herein should be 
construed as tax advice.  Any discussion of U.S. tax matters contained herein (including any attachments) (i) was not intended or 
written to be used, and cannot be used, by you for the purpose of avoiding tax penalties; and (ii) was written in connection with 
the promotion or marketing of the matters addressed herein.  Accordingly, you should seek advice based upon your particular 
circumstances from an independent tax advisor.
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