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Q. Would you please state your name and business address?

A My name is Adam H. Gatewood. My business address is 1500 Southwest Arrowhead Road,

Topeka, Kansas, 66604.
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Q. Who is your employer and what is your title?

A. I am employed in the Utilities Division of the Kansas Corporation Commission
(Commission) as a Senior Managing Financial Analyst.

Q. What is your educational and professional background?

A. I graduated from Washburn University with a B.A. in Economics and a Masters of Business
Administration. | have filed testimony on cost of capital and related financial issues before
the Commission in more than 120 proceedings. | have also filed testimony on cost of capital
issues before the Federal Energy Regulatory Commission in natural gas pipeline and electric
transmission dockets.

Q. What issues are you testifying to in this Docket?

A. I am testifying to the rate of return used to calculate The Empire District Electric Company’s
(Empire) revenue requirement, which includes providing a cost of capital analysis and
responding to the analysis filed by Empire.*

Executive Summary

Q. Please summarize your findings.

A. Empire’s new owner? is requesting an allowed return significantly greater than those

! The cost of capital analysis filed by EPDE was prepared and sponsored by Keith Magee of ScottMadden, Inc. On

February 22, 2019, Robert B. Hevert also of ScottMadden, Inc. filed Supplemental Testimony adopting the
testimony and analysis filed Keith Magee.

2 Empire District Electric Company was acquired by Algonquin Power & Utilities Corporation (AQN) on January 1,

2017. See Docket 16-EPDE-410-ACQ.

2
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granted by other state commissions throughout the nation, while at the same time asking
consumers of one of the most economically challenged regions of our state to insulate its
shareholders from risks typically borne by electric utility investors. This risk shifting occurs
through the proposed Revenue Stability Rider (RSR). Staff is opposed to the RSR as further
discussed in the Direct Testimony of Staff witness Dr. Robert Glass. Even without the risk-
shift of the RSR, Empire’s requested return to shareholders is greater than the national

average and greater than the return necessary to compensate investors.

Staff recommends the Commission grant Empire an allowed return on equity (ROE) of
9.30% and an allowed rate of return (ROR) of 7.08%. An ROR is also referred to as the
sum of a utility’s “Weighted Average Cost of Capital.” In the tables that follow, my
description of Empire’s ROR is consistent with this approach. Staff’s ROE
recommendation is consistent with the ROEs established for Westar Energy, Inc. (Westar)
and Kansas City Power & Light Company in 2018. My review of the broad capital markets
and markets specific to electric utilities reveals capital market conditions are, by and large,
comparable to those observed in late 2017 and 2018 when Staff evaluated the merger of
Westar and Great Plains Energy (18-KCPE-095-MER) and their respective rate cases (18-
WSEE-328-RTS and 18-KCPE-480-RTS). Since all three of these utilities possess
investment grade ratings and capital market conditions are comparable, Staff believes a

similar ROE is a reasonable conclusion.
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Empire District Electric Company
KCC Staff Recommended Rate of Return
Test Year Ending June 30, 2018

Weighted

Ratio Cost Cost
Long-Term Debt 48.35% 4.70% 2.27%
Equity 51.65% 9.30% 4.80%

Rate of Return 7.08%

To measure the current capital markets, | relied on financial models and inputs to those
models that are consistent with those used in past rate cases. The results are summarized in
the following table. A cost of equity estimate is a range, not a specific point. However, as
a practical matter, it is necessary to pick a specific point within that range of reasonable
estimates to calculate a revenue requirement. If the Commission desires some flexibility to
address issues raised in the Application and responding testimony, Staff advocates staying
within a range of 9.00% to 9.60%. Staff recommends the 9.00% end of the range only if

the Commission adopts Empire’s RSR proposal.
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Summary of Staff's Cost of Equity Estimates
19-EPDE-223-RTS

Discounted Cash Flow Analyses Mean Low High
Two-Stage Growth DCF Model:
Based on the Average of Short-Term Growth 8.55% 8.06% 9.03%

Forecasts & Long-Term nGDP Forecasts

Internal Rate of Return or Multi-Stage DCF Analysis: 8.13% 6.71% 9.94%
Using Short-Term Growth EPS Growth &
Long-Term nGDP Forecast

Capital Asset Pricing Models
Based on Historical Return Data, gathered from
1926 - 2017, Reported by SBBI, Duff & Phelps 8.39% 7.14% 10.24%

Based on Forecasted Return Data, gathered from
J.P. Morgan Asset Management Long-Term Capital 526% 4.63% 6.19%
Market Assumptions (2019 edition)

Q. What is the allowed ROR that Empire requests in this Docket?
A. Empire is requesting an ROR of 7.54%3. The following table summarizes the specific

variables of Empire’s requested ROR.

Empire District Electric Company
Requested Rate of Return
Test Year Ending June 30, 2018

Weighted

Ratio Cost Cost

Long-Term Debt 48.35% 4.70% 2.27%
Equity 51.65% 10.20% 5.27%

Rate of Return 7.54%

Source: Section 7; 19-EPDE-223-RTS

3 Section 7, p. 1. Magee Direct pp. 2-3.
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Q. Do you agree with the components of the ROR in Empire’s request?

A. My analysis found that Empire’s requested capital structure and cost of debt are accurate
estimates of Empire’s cost of debt and capitalization. | agree with these two inputs to
Empire’s ROR. | do not agree with Empire’s proposed ROE of 10.20%.

Q. Who is sponsoring Empire’s ROR and ROE Analysis?

A. At the time Empire filed its Application, Keith Magee of ScottMadden, Inc. sponsored
Empire’s recommended ROR and cost of capital analysis. However, ScottMadden, Inc. no
longer employs Mr. Magee. In February 2019, Robert B. Hevert, also employed by
ScottMadden, Inc., filed testimony adopting the testimony, schedules, and discovery
responses filed by Mr. Magee. In this testimony, Mr. Hevert found Mr. Magee’s analyses
and conclusions to be reasonable.

Q. How does this affect your analysis of Empire’s Application?

A. Because Mr. Magee detailed Empire’s ROR and cost of capital analysis is his testimony
and discovery responses, my testimony refers to Mr. Magee.

Q. What is Mr. Magee’s cost of equity range?

A. Mr. Magee recommends a range of 9.90% to 10.50%. His recommendation of 10.20% is

inclusive of flotation costs,* small company risk premium,® and the additional regulatory

4 Magee Direct Filed December 10, 2018, 19-EPDE-223-RTS; p. 42.

Q. ARE YOU PROPOSING TO ADJUST YOUR RECOMMENDED ROE BY 10 BASIS POINTS TO
REFLECT THE EFFECT OF FLOTATION COSTS ON EMPIRE’S ROE?

A No. Rather, I have considered the effect of flotation costs, in addition to the Company’s other business risks,
in determining where the Company’s ROE falls within the range of results.

> Magee Direct Filed December 10, 2018, 19-EPDE-223-RTS; p. 34.

Q. HAVE YOU CONSIDERED EMPIRE’S COMPARATIVELY SMALL SIZE IN YOUR ESTIMATED
COST OF EQUITY?
A. Yes. While | have quantified the small size effect, rather than proposing a specific premium, | have considered

6
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risk that he believes is necessary for a Kansas utility®. Moreover, it includes the application
of a fully decoupled rate design (through the RSR) in addition to all of the existing
mechanisms Empire currently has in place.” He is not clear on precisely how he arrived at
the 9.90% to 10.50% range or the 10.20%. The only hint is in his statement, “On balance,
I believe that the low end of the DCF-based results should be viewed carefully, and that
somewhat more weight should be afforded the risk premium-based methods. 1 believe that
doing so supports my recommended range of 9.90 percent to 10.50 percent, and my ROE
recommendation of 10.20 percent.”®

Can you ascertain the value or cost that Mr. Magee places on these added risks and
flotation costs?

Based on the mid-point of his Bond Yield Risk Premium of 10.12% less his
recommendation of 10.20%, it appears that, in Mr. Magee’s view, these three issues added
eight basis-points to his recommendation even though he estimates the flotation costs at ten

basis points. Thus, from the testimony he provided, it is difficult to ascertain the base ROE

the small size of Empire’s Kansas operations in my assessment of business risks in order to determine where,
within a reasonable range of returns, Empire’s required ROE appropriately falls. In that regard, Empire’s
comparatively small size further supports my recommended ROE of 10.20 percent.

& Magee Direct Filed December 10, 2018, 19-EPDE-223-RTS; p. 38.

Q.

A

WHAT ARE YOUR CONCLUSIONS REGARDING THE REGULATORY RISK FACED BY THE
COMPANY, AND HOW THAT RISK WEIGHS IN YOUR ROE RECOMMENDATION?

On balance, it appears the Company faces somewhat higher regulatory risks than its peers. Although the
Company is recommending several rate mechanisms in this proceeding, they do not fundamentally lower its
risk profile relative to the proxy group. Rather, the Company is not able to take advantage of regulatory lag-
reducing mechanisms, such as forecast test years and infrastructure cost recovery riders, that are available to
many operating utilities.® In my view, therefore, the regulatory risks discussed above further support the
reasonableness of my ROE recommendation.

" Empire currently has in place an Energy Cost Adjustment (ECA), Ad Valorem Tax Surcharge (AVTS), Ashury

Enviornmental Cost Recovery Rider (AERR), Pension & OPEB Rider, and requesting to add a Transmission
Delivery Charge (TDC), Revenue Stabilization Rider (RSR), and Capital Tracker Rider (CTR). Empire is
requesting to eliminate the AERR in this proceeding, replacing it with the CTR.

8 Magee Direct Filed December 10, 2018, 19-EPDE-223-RTS; pp. 51-52
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and his beliefs of the two additional risks, Kansas regulation and small-company.

Do you agree with the allowed return on equity that Empire requests?

No, my analysis demonstrates that Empire’s proposed cost of equity overstates investors’
required returns on investments in electric utilities. As has been the issue in rate cases over
the past decade, expectations of earnings growth and broad based measures of economic
growth are at the root of the disagreement. Just as in the past, the utility’s cost of equity
analyses is based on overly optimistic long-run earnings and economic growth rates.
Because these growth assumptions are built into three of the four financial models, Mr.

Magee’s cost of equity estimates cannot accurately estimate investors’ required returns.

Rate Design Mechanisms & Adjustment Clauses

Q.

A.

What adjustment clauses is Empire proposing in this Docket?

Empire is proposing a revenue decoupling mechanism (revenue stabilization rider or RSR),
a capital tracker rider, and a transmission delivery charge (TDC) rider. Empire witnesses
Mr. Hevert, Mr. Lyons, and Mr. Doll address these proposals. These new riders are in
addition to Empire’s existing riders that address fuel/power costs, pension costs, and annual
variations in property taxes. Based on my review of S&P Global Market Intelligence’s
published research on adjustment clauses,® Empire’s existing array of tariff riders and
adjustment clauses are comparable to those employed by electric utilities across the country

and used by the electric utilities in Staff’s proxy group. The addition of a TDC rider and a

® RRA Focus—Adjustment Clauses: A State by State Overview, S&P Global Market Intelligence, September 28,

2018.

8
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capital tracker rider would not cause me to distinguish Empire from the proxy group that |
selected. This is because these types of mechanisms are widely used by the proxy group,
and as such, any risk reduction would be priced into their stocks and therefore captured in
the cost of equity estimates. The RSR is the exception as this mechanism fully decouples
revenues from volumes delivered. Dr. Robert Glass addresses the RSR for Staff. | found
that only two of the 19 electric utilities in Staff’s proxy group are designated in the RRA
study as having “fully-decoupled” revenue requirements. Thus I conclude that since most
of the proxy companies do not possess this quality, the risk reduction achieved through full-

decoupling is not accounted for in the cost of equity estimate of the proxy group.

Do these mechanisms reduce risk for the utility?

Yes, these mechanisms reduce Empire’s risk because year-over-year, between rate cases,
and across a series of rate cases, a utility with these and similar cost recovery mechanisms
will experience cash flows that more closely reflect its expenses and revenue requirement
than if it did not have such mechanisms in place. Stated another way, the more automatic
adjustment clauses a utility has, the closer the utility gets to achieving a guaranteed rate of
return from its customers. The following passage from an S&P Global Market Intelligence
report on adjustment clauses is clear evidence that Staff’s opinion is a widely held view by
investors.

“A defining characteristic of an adjustment clause is that it effectively shifts

the risk associated with recovery of the expense in question from

shareholders to customers, because if the clause operates as designed, the
company is able to change its rates to recover its costs on a current basis,
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without any negative effect on the bottom line and without the expense and
delay that accompany a rate case filing.”°

Research from S&P shows that regulatory jurisdictions across the country have adopted
some combination of these mechanisms for their electric and gas utilities. It would be
unusual for a utility not to have any of these mechanisms in place. | relied on that report to
assess the use of these mechanisms by the proxy group. Empire, like each of the proxy
companies, is utilizing a combination of adjustment mechanisms to shift risk from its
investors to consumers. The exception is mechanisms like the RSR, which very few electric
utilities have in place. Financial theory tells us that any decrease in investors’ required
return due to the risk reduction associated with these mechanisms is built into investors’
pricing of these companies’ stocks. Thus, because I am analyzing investors’ market
expectations for the proxy group, any consideration of these mechanisms is already

accounted for.

Should there be a reduction in the allowed return if the RSR is granted?

Yes. The Commission will need to make an explicit reduction to ROE because the proxy
group of electric utilities does not capture the risk reduction of a fully decoupled rate design
mechanism like the RSR. The risk reduction of this mechanism accrues to shareholders. It
really is not a reduction in risk, rather, as Dr. Glass explains, full-decoupling shifts risks

typically borne by investors to consumers. Since it can be difficult to quantify how that risk

10 RRA Regulatory Focus Adjustment Clauses: A State-by-State Overview, Russell Ernst, CFA, Principal Analyst,
S&P Global Market Intelligence, September 28, 2018, p. 2;
https://ofccolo.snl.com/Cache/672A391AFE395175532.PDF?KeyProductLinkType=2&CachePath=%5c%5cdmz
doc2%5cwebcache%24%5c&0=PDF&D=&T=&reqFrom=SNL3&Y=&DoNotRedirectTo3=1

10
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shift is valued by investors, the Commission can elect to determine the cost of equity
adjustment based on a value to consumers. In other words, the Commission can compensate
consumers for taking on risks that are transferred from stockholders via the RSR. In this
rate proceeding, a ten basis-point reduction to the return on equity is approximately $44,600

in annual revenues based on Staff’s revenue requirement model.

Conditions on Approval of Merger; Docket 16-EPDE-410-ACQ

When Algonquin Power & Utilities Corp. (Algonquin) acquired Empire, did the

authority to complete the transaction come with conditions?

Yes, the Stipulation and Agreement that was approved by the Commission includes
conditions placed on Empire and Algonquin. The Unanimous Settlement Agreement
attached to the Order Granting the Joint Motion to Approve the Unanimous Settlement
Agreement and Approval of the Joint Application®! contains a full list and narrative of the
conditions. The conditions address accounting, rate making, financial, and quality of
service issues. The conditions that are directly related to the cost of capital in this Docket
involve: 1) appropriate, least-cost capitalization for Empire (para 34, 35, 36, and 64); 2)
insulating Empire consumers from risk (and related costs) of Algonquin’s diverse portfolio
of investments (32 and 63); and 3) maintaining an investment-grade bond rating and

financial health (58, 59, 60, 61, and 62).

11 Order Granting Joint Motion to Approve the Unanimous Settlement Agreement and Approval of the Joint
Application; 16-EPDE-410-ACQ); Filed December 22, 2016;

http://estar.kcc.ks.gov/estar/portal/kscc/PSC/PSCDocumentDetailsPage.aspx?Documentld=64effbad4-5ba9-43aa-

9f91-e3722a5cael5&Class=Order

11
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To summarize my findings with respect to these specific conditions, Empire and Algonquin
are complying with the finance/cost of capital related merger conditions. Discussed in detail
throughout my testimony: 1) Empire’s capitalization is reasonable and within the realm of
least-cost for an electric utility; 2) the ROR Empire proposes focuses on the cost of capital
to an electric utility, and excludes risks of Algonquin’s non-utility businesses; and 3)
Algonquin and Liberty (the owners of Empire) have maintained investment-grade bond

ratings.

Corporate Structure

Did the acquisition by Algonquin change Empire’s corporate structure?

Yes, that transaction changed the corporate structure of the utility. Prior to the transaction,
Empire was a publicly traded company that obtained its equity capital via the sale of
common stock and it issued its own long-term debt through private placement with financial
entities such as insurance companies. Empire’s corporate structure was relatively
uncomplicated; its primary business was a vertically integrated electric utility and
subsidiaries providing natural gas utility services, water utility services, and fiber optic

communication cable leasing.*?

Algonquin purchased all of Empire’s common stock in January of 2017, thus the entire
Empire corporate structure now appears under the Algonquin corporate umbrella.

Algonquin placed Empire in Liberty Utilities Central of its Liberty Utilities Group

12 Empire District Electric Company, SEC Form 10-K 2015; filed February 26, 2016.

12
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(Liberty), which holds electric, gas, and water regulated utilities serving 766,000 customers

in 11 states.®®

Corporate Structure

Algonguin Power & Utilities Corporation

Liberty Power Group Liberty Utilities Group
Wind Power Generation Electric Utilities (includes Empire)
Hydro Electric Generation Natural Gas Utilitities
Solar Generation Water and Wastewater Utilities
Thermal Co-Generation Natural Gas and Electric Transmission

Sources:  Prospectus Supplement, Algonquin Power & Utilities Corporation;
filed December 17, 2018; pp. S-5, S-7.
S&P Global Market Inteligence; AQN corporate structure

Empire no longer issues its own debt. Instead, Empire obtains debt capital via Liberty

Utilities Central, which sells long-term debt in the capital markets.

Financial Health & Historic Returns of Empire

Q. Are Empire and its parent companies, Liberty and Algonquin, financially sound?

A. Yes, by all measures they are financially sound; all three possess an investment-grade debt

rating by S&P, Moody’s, Fitch Ratings, and DBRS.

13 Prospectus Supplement, Algonquin Power & Utilities Corporation; filed December 17, 2018; pp. S-6.
13
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Long-Term Debt Ratings of
Algonqguin Pwr & Utilities Corp. & Affiliates of Empire Dist. Electric Co.

S&P Moody's Fitch DBRS

Algonquin Pwr & Utilities Corp. BBB BBB BBB
Liberty Utilities Co. BBB BBB
Empire District Electric Co. BBB Baal

Source: S&P Global Market Intelligence and DBRS.com

It is important that Algonquin and Liberty maintain investment-grade bond ratings and
strong financial health overall because they are the entities that obtain debt and equity
capital from investors to fund Empire’s capital needs.** Such is the case for the Note
Payable to Liberty Utilities Central (LUC), the rate charged to Empire is determined by
LUC’s interest rate on bond it sells in the capital markets. In the event that the parent
companies’ capital costs rise above that of investment-grade utilities, Staff would seek to
set Empire’s revenue requirement based on capital costs consistent with that of an

investment-grade utility.

Credit Rating Table
Moody's S&P
Aaa AAA
° Aal AA+
2 Aa2 AA
I5} Aa3 | AA-
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Macro-Economic Environment & Investor Expectations

Q.

Is it necessary for the Commission to create a forecast of the broad economy in order

to determine a fair and reasonable return for shareholders?

No, it is not necessary for the Commission to make a forecast of the economy’s future or
even adopt a specific perspective on the economy’s direction in order to comply with the
Hope-Bluefield standards set out by the Supreme Court. The focus is on the investors’
required return, which is a product of the investors’ expectations for the economy (not the
Commission’s expectations). Investors’ expectations for the economy are included in a
Commission’s cost of capital decision, as long as the Commission’s decision is based on
market-derived data such as, economic information, current stock prices, and interest rates.
It is a well-accepted premise that our capital markets are efficient, where investors factor
all available information into their decisions to buy and sell debt and equity securities. Their
decisions establish the prices that are used in cost of capital analyses. Furthermore, rational,
profit-maximizing investors are forward looking, thus, investors evaluate economic data
and incorporate their own forecasts of the economy into their decisions. Consequently, the
price and interest rate data we rely on incorporates the investors’ forecasts for the economy

and those forecasts are embedded in the investors’ required return that we are measuring.

Do you believe Commissions benefit from some discussion of the economy?

Yes, | believe so because it provides some context to the market data that the Commission

relies on for its cost of capital decisions.

15
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1 Q. What recent issues do you find particularly noteworthy for the current economy?

2 A At the end of 2017, the U.S. economy had reached a stage in the expansion where the

3 Federal Open Markets Committee (FOMC)?® of the U.S. Federal Reserve Board authorized
4 open market operations transactions to begin increasing the Federal Funds Rate. The
5 FOMC made statements that there would several rate hikes over the course of the year. The
6 FOMC raised the interest rate on the Federal Funds Rate in December of 2017, March of
7 2018, August of 2018, and September of 2018. The target set in September 2018 was 2.0%
8 - 2.25% and then the Federal Reserve increased it to 2.25% - 2.50% in December 2018.
9 The following graph depicts the FOMC’s actions over the past two recessions.

FRED /% — Effective Federal Funds Rate
7

6

Percent

0

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

10 Shaded areas indicate U.S. recessions Source: Board of Governors of the Federal Reserve System (US) myf.red/g/nshx

11 Statements and projection material from the March 2019 FOMC meeting indicate continued

12 long-run projections of real GDP growth in the range of 1.7% to 2.2% annually and a

15 The Federal Funds Rate is the rate at which funds are loaned between Federal Reserve depository institutions on an
overnight basis. The Fed Funds Rate is a tool the FOMC uses to carry out its statutory objectives of achieving
maximum employment, stable prices, and moderating long-term interest rates (12 U.S.C. § 225a). The first two
statutory objectives are known as the “dual mandate” because of the inherent difficulty in balancing these two
conflicting objectives.

16
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targeted inflation rate of 2.0%. Both of these forecasts are consistent with FOMC members’

forecasts from last year.®

The FOMC opted not to increase the rate in January and March of 2019. The FOMC
statement in December 2018 noted, “...that risks to the economic outlook are roughly
balanced, but will continue to monitor global economic and financial developments and
assess their implications for the economic outlook.”!” The FOMC statement in January
2019 made a subtle but important revision to risks going from the “balanced” economic
outlook to a stance that notes “...global economic and financial developments and muted

inflation pressures, the Committee will be patient as it determines what future adjustments

10

11

12

13

14

to the target range for the federal funds rate may be appropriate...”*® Those global
developments include slower growth in China and Europe, as well as uncertainties
surrounding Brexit.X® With these risks now visible, the FOMC paused rate increases and

stated that it would be flexible on reducing its balance sheet; a change in position from just

months ago. In the days that followed that announcement in January, several central banks

16 Economic projections of the Federal Reserve Board members and Federal Reserve Bank presidents under their
individual assessments of projected appropriate monetary policy, March 21, 2018, Table 1 and March 20, 2019;
https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20180321.pdf
https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20190320.pdf

Press Release by the Federal Reserve, March 20, 2019;
https://www.federalreserve.gov/monetarypolicy/files/monetary20190130al.pdf

17 Press Release by the Federal Reserve December 19, 2019;
https://www.federalreserve.gov/monetarypolicy/files/monetary20181219al.pdf

18 Press Release by the Federal Reserve, January 30, 2019;
https://www.federalreserve.gov/monetarypolicy/files/monetary20190130al.pdf

19 “Federal Reserve Puts Interest Rates Rises on Hold as Global Economy Slows,” Financial Times, January 30,
2019. https://www.ft.com/content/2565e154-24b7-11e9-b329-c7e6ceb5ffdf
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around the globe followed, stating that they too would pause rate increases citing similar
observations as those noted by the FOMC.?° The FOMC'’s statement after the March 20,
2019, meeting again stated that it would exercise patience, “In light of global economic and
financial developments and muted inflation pressures, the Committee will be patient as it
determines what future adjustments to the target range for the federal funds rate may be
appropriate to support these outcomes.”?! Along that same time, the International Monetary
Fund lowered its growth forecasts of global economy as well as its forecast for the United

States.?

FOMC action on the Federal Funds Rate is an exercise of policy that does not directly
change long-term capital costs of public utilities. These policy decisions directly affect
lending costs on the very shortest end of the spectrum. Still, FOMC actions are an important
barometer of the national and global economy and a key indicator of whether the Fed
believes that the economy is exhibiting stable economic growth and price levels. The price
of long-term bonds and common equity are influenced by the very same indicators that the
Federal Reserves’ FOMC reviews. Specifically, whether there is a risk of an expanding
rate of price inflation and the prospects for continued economic growth. The FOMC’s
change in tone from late 2018 when it increased the Federal Funds Rate to early 2019 where

it shifted to a neutral, “be patient” stance indicates its view that economic growth has slowed

20 “The Big Read Central Banks, Global Economy: Why Central Bankers Blinked (Amid slower growth in China,
Brexit and trade disputes, banks are putting the brakes on rate rises), Financial Times, February 8, 2019.
https://www.ft.com/content/24508f0e-2b91-11e9-88a4-c32129756dd8

2 press Release by the Federal Reserve, March 20, 2019;
https://www.federalreserve.gov/monetarypolicy/files/monetary20190130al.pdf

22 The Global Economy: A Delicate Moment, International Monetary Fund; April 9, 2019.
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and rate increases could stall growth; a view shared by central banks around the world and
the International Monetary Fund. These expectations are for “slower” growth, but still

positive growth,

Capital Structure

Q. Please discuss the capital structure that Empire proposes to use in its ROR.
A. Empire’s ROR is based on a capital structure of 51.65% equity and 48.35% long-term

debt.?

Empire District Electric Company
Section 7 Capitalization
Test Year Ending June 30, 2018

Balance Ratio
Long-TermDebt $ 766,257,639 48.35%
Equity $ 818,704,469 51.65%

$ 1,584,962,108

Source: Section 7; 19-EPDE-223-RTS

Q. What is Empire’s rationale for the capital structure?

A. Empire argues that its capitalization is reasonable for setting the revenue requirement

because its capital structure is consistent with the capital ratios of the Empire proxy group.

Q. Do you agree with their rationale?

23 Direct Testimony of Keith Magee; 19-EPDE-223-RTS; p. 52.
24 Direct Testimony of Keith Magee; 19-EPDE-223-RTS; p. 53.

19



10

11

12

13

14

15

Direct Testimony of Adam H. Gatewood Docket No. 19-EPDE-223-RTS

A.

Empire’s rationale is important and pertinent in that it demonstrates Empire is capitalized
in a manner consistent with industry peers. Empire’s reasoning is incomplete because it
does not demonstrate that the capital costs recovered through the revenue requirement
reflects the capital the parent has in place to finance the utility plant serving consumers. To
determine if that is the case, | reviewed the capitalization of Empire’s financing affiliates;
Liberty Utilities and Algonquin Power & Utilities. The capitalization ratio of the ultimate
parent company, Algonquin Power & Utilities, is roughly 50% equity and 50% debt,

consistent with Empire’s request.

Algonquin Power & Utilities Corporation
Capitalization Review ($ 000's)

12/31/2018 12/31/2017
Total Equity $ 3697522 $ 3,320,100
Long-Term Debt $ 3,323,747 $ 3,067,187
Equity Ratio 52.66% 51.98%

Source: Algonquin Power & Utilities Corporation; 2018 Form 10-K

The ultimate parent, Algonquin, as well as its U.S. subsidiary, Liberty, are regularly
involved in acquisitions. To fund the acquisition of Empire, Liberty issued debt and
Algonquin issued debt that converted to equity and subsequently invested the proceeds in
its U.S. utility operations at Liberty.?® The following chart highlights the equity ratios of
Empire and its affiliates over the recent years. Its acquisition of Empire required additional

debt that initially lowered Algonquin’s and Liberty’s equity ratios; in the following years,

% 16-EPDE-410-ACQ; Direct Testimony of Peter Eichler; p. 7.
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Algonquin raised its equity ratio back to the pre-acquisition level.

Equity Ratios of Empire and Affiliates: Excluding Short-Term Debt
65.0%
62.5% g W .
60.0% --.""“.” o
55.0% + %
.a. ..0'.. - I g
30.0% 1 \.'-—H—_"fr .’ '
17.5% -
45.0%
12.5%
40.0%
3750 4 Algo 's Ac n_of Empire Closed January 1,2017 |
Source: CURB-11
5.0%
Algonguin Power & Utilities Corp s se [iberty Utilities Co. e Eipire District Electric Company
Q. Do you propose any changes to the proposed capital ratios?
A I do not have any changes to the proposed capitalization since the 51% equity ratio in the

Empire ROR is very near that of the entities that provide capital to Empire, those being
Algonquin and Liberty. Additionally, their capital ratios are comparable to financially

sound, investment-grade electric utilities.

21



Direct Testimony of Adam H. Gatewood

Docket No. 19-EPDE-223-RTS

Cost of Debt
1 Q. What is the cost of debt embedded in the 7.54% ROR?
2 A Empire is requesting a 4.70% cost of debt based on the following series of long-term debt.
Debt Contained in Empire's Rate of Return
Description Principal Amount
6.375% Series due 2018 90,000,000
4.65% Series, due 6/1/2020. 100,000,000
6.70% Sr. Notes, Series due 2033 62,000,000
5.80% Sr. Notes, Series due 7-1-2035 40,000,000
5.875% Series, due 2037 80,000,000
5.20% Series, due 9-1-2040 50,000,000
3.58% Series, due 4-2-2027 88,000,000
3.73% Series, due 5-30-33 30,000,000
4.32% Series, due 5-30-43 120,000,000
4.27%, Series, due 12-1-2044 60,000,000
3.59% FMB Series due 8-20-2030 60,000,000
4.53% Note Payable to LUC, due 6-1-2033 90,000,000
Source: 19-EPDE-223-RTS Section 7; DR KCC-84
3
4 Q. Do you propose an adjustment to Empire’s cost of debt?
5 A I believe Empire’s 4.70% cost of debt reasonably reflects the cost of long term debt that is
6 financing Empire’s rate base, so | do not have any adjustments to the proposed cost of debt.
7 Q. How did you evaluate the proposed cost of debt?
8 A I reviewed the long-term debt on Empire’s balance sheet and the cost associated with each
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series of debt.?® Empire’s proposed cost of debt of 4.70% correctly reflects the composite
cost of debt. All but one series of debt was issued by Empire prior to the acquisition. Post-
acquisition, Empire will obtain debt capital through Liberty. One of the debt series is a note
payable to Liberty Utilities Central (4.53% Note Payable to LUC, due 6-1-2033); this is an
example of debt capital provided by an affiliate, it was not obtained by Empire directly from
the capital markets. As such, it requires a closer examination to ensure that the affiliate is
charging Empire a reasonable interest rate. Empire explained that the interest rate on the
note payable is set by examining the market determined interest rate on the latest debt issue
by Liberty and the interest rate on U.S. Government Bonds at that time to calculate the risk-
premium that investors required to purchase Liberty Utility bonds. To determine the interest
rate on a note to an affiliate, Liberty applies that risk premium to the prevailing interest rate
on U.S. Government bonds. The intent of this calculation is to estimate the market cost of

debt for Liberty and charge the affiliate (Empire) the same rate. | believe this is a reasonable

means to assess capital costs to an affiliate.

Furthermore, the 4.53% interest rate on the note to Liberty is reasonable in comparison to
the yield on public utility bonds at the time of the transaction between Liberty and Empire.
The following table shows the yields on A/A and Baa/BBB rated public utility bonds.
Empire and Liberty, as well as their ultimate parent Algonquin, are BBB rated by Standard

& Poor’s and Fitch Ratings?’ and thus, are viewed as comparable risk to the Baa/BBB

reported in the composite yields data.

2 Docket 19-EPDE-223-RTS Data Requests; KCC-84, KCC-89, and CURB-10.
27 “Fitch Assigns Ratings to Algonquin Power, Subsidiaries”; S&P Global Market Intelligence; July 20, 2018.
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Average Utility Debt Yields

Date A Baa/BBB
05/30/18 4.15% 4.48%
6/6/2018 4.28% 4.64%
06/13/18 4.23% 4.61%
06/20/18 4.27% 4.61%
06/27/18 4.22% 4.55%
07/03/18 4.21% 4.56%

Source: Value-Line Investment Survey

Rebuttal to EDE’s proposed Cost of Equity

Q. Do you agree with Empire’s proposed 10.20% cost of equity.

A No. Empire’s proposed ROE is well above the return currently required by investors and
well above the returns recently granted to electric utilities by regulatory commissions. RRA
reports that in 2018, the average allowed return granted to vertically-integrated electric
utilities was 9.68%.28 Justification for Empire’s 10.20% return is dependent on the higher
allowed returns granted over the previous two decades and overly optimistic expectations
for earnings growth in the future. Empire requests the 10.20% ROE at the same time that
it is seeking authority to implement a fully-decoupled rate design, a change that would shift
risks from shareholders to ratepayers. This rate design is in addition to the full roster of

recovery clauses and mechanisms that Empire already has in place.

Q. Do you agree with Mr. Magee’s application of the DCF model?

28 RRA Regulatory Focus, Major Rate Case Decisions — January - December 2018; S&P Global Market
Intelligence; January 31, 2019; p. 1; p. 7.
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A.

No, because his DCF analyses rely sole on short-term growth rates. The DCF model
assumes a growth rate that continues in perpetuity, well beyond the three to five-year growth

forecasts that Mr. Magee uses.

Can you explain how Mr. Magee estimates the expected growth rates in his financial

models?

Mr. Magee gathered earnings growth forecasts for the proxy group from three sources, the
same sources that | rely on for growth estimates. My criticism is that Mr. Magee relies on
these three to five-year growth rate estimates as if they are long-run forecasts, which they
are not. As I discussed on pages 58 through 63, there is compelling evidence that investors
do not merely input the three to five-year forecasts, investors also include long-run growth
estimates based on the nation’s long-run economic growth. Mr. Magee fails to even
compare the forecasted earnings growth rates of his proxy group to the long-run projected
growth rate of the broad economy. The average earnings growth rate for his proxy group
is 5.79%2°, as compared to the forecasted long-run growth rate of the nation’s economy of
4.25%. A growth estimate that correctly considers projected long-run nGDP growth and
three to five-year forecasted earnings growth would be in the range of 5.02% to 5.28%>°
which would lower his recommendation correspondingly. As | discuss later, economic

growth for the U.S. nGDP is forecast to be 4.28% in the long-run. Including the long-run

29 Schedule KM-1, pp. 1-3.
0 (5.79% x 0.5) + (4.25% x 0.5) = 5.02%

(5.79% x 0.667) + (4.25% x 0.333) = 5.28%
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nGDP forecast in the DCF calculations reduces Mr. Magee’s required return estimated by

his DCF models by 50 to 75 basis points.

Where else in this analysis does Mr. Magee use overly optimistic growth estimates?

Mr. Magee uses the same methodology in his CAPM analysis, relying solely on three to
five-year earnings growth forecasts for the companies that make up the S&P 500 Index.
The earnings growth forecasts applied in his CAPM analysis result in a significantly greater
overestimation than that seen in his DCF analysis. These estimates are unrealistic and not

representative of investors’ long-term expectations.

Where is the earnings growth rate applied in the CAPM?

In his CAPM analysis, the three to five-year annual earnings growth rate estimate is used to
calculate the market-return (Rm) used in the CAPM. Thus, the growth rate forecast is a
couple of layers deep into the CAPM equation, but, nonetheless, it has a significant
influence on the end result of the CAPM. His annual earnings growth rate forecast of
13.00%3! is used to estimate the expected return on the S&P 500 Stock Index. The expected
return on the market index (Rm) becomes the foundation for the calculation of the individual
company or proxy group of companies. Since the expected market return (Rm) does not
comport with capital market theory and realistic valuation practices, the CAPM analysis is

not accurate.

31 Magee Work papers; Response to data requests: KCC-85, Magee_EDE_KS Direct Exhibits, ExAnte MRP.
14.00% is the average of all the earnings growth rate forecasts applied in his CAPM analysis.
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Q.

A

What is the Rm supposed to represent?

In the CAPM, the input Rm is the return expected by investors through an index of the stock
market such as the S&P 500 Index. Mr. Magee’ CAPM analysis estimates that the S&P
500 will return more than 16.00% annually (including dividends) for investors in the
future.®? This forecast for the S&P 500 is merely his own forecast, and he does not provide
any corroborating studies indicating that market participants expect returns of 16% into
infinity. | have not come across any analytical work that could support such a high return
on common stocks for the coming decades while there is considerable evidence that future
returns will be lower than historical returns. Quite to the contrary, on page 63 I present the
long-run market returns forecasted by the largest asset managers on the globe. Their

forecasted long-run market returns are half of what Mr. Magee is expecting.

How does he come to expect an annual return of 16% for the S&P 5007

Mr. Magee performs a DCF analysis on the companies in the S&P 500 Index. The
calculation requires a dividend yield and a long-run growth rate estimate to apply to each
company’s dividends. His analysis incorporates expectations that earnings of the S&P 500
Index will grow at annual rate of 14.00% - more than three times the expected growth rate
of the nation’s economy.®*  Thus, an underlying assumption of Mr. Magee’s
recommendation to this Commission is that the 500 largest companies will experience

perpetual growth rates that are several times that expected for the U.S. economy. Of course

32 Magee Direct, Schedule KM-3, p. 1.
33 Magee work papers; Response to data requests KCC-85; Magee EDE_KS Direct Exhibits, tab KM-3 ExAnte MRP.
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with his wildly optimistic expectations for earnings growth, wildly optimistic expectations
for annual returns will follow from his assumption. The result of Mr. Magee’s CAPM is

wholly dependent on this extra-ordinary event.

Empire’s Risk Premium Study is Improper

Do you agree with Mr. Magee’s Risk Premium?

No, I disagree with using this type analysis in setting allowed returns because it has several
weaknesses that cast doubt on the applicability of the results to any specific utility.
Although the data provides an interesting view of regulatory and economic history, |
recommend the Commission disregard it in setting the allowed return because there is
absolutely no screening involved to find companies of comparable risk to Empire which is

an integral element to any cost of capital study as noted in the Court rulings discussed later.

How is the risk premium study constructed?

Mr. Magee’s risk premium analysis is based on observations of allowed returns granted by
state regulatory commissions to electric utilities in litigated cases as compared to the
prevailing yield on utility bonds using data from 1992 through the first quarter of 2018.
Thus, it is more a measure of state regulatory commissions’ behavior as opposed to investor

behavior.

Is the reasonable return on equity for Empire equal to the return granted to other

utilities in other jurisdictions over those many years?
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A.

We cannot know for sure because we do not know how the risk of the electric utilities in
those past rate cases compares to Empire’s risk. The Commission needs to be cautious in
using a risk premium study like this because it does not comport with the framework set out
in the Hope and Bluefield decisions, as there is no comparison of the risk of the electric

utilities in this historic data to the risk of Empire.

Have regulatory policies evolved over the past three decades that could have altered

the electric utility industry?

Yes, | believe it has changed since 1992 and Mr. Magee’s risk premium analysis fails to
recognize these changes in the industry. For instance, rate design and trackers/riders/pass-
through mechanisms have evolved over the past three decades; these mechanisms lower the
risk of utilities by shifting risk to the consumer. The percentage of the revenue requirement
recovered through the customer charges in Kansas has also increased over these decades
resulting in a less volatile stream of revenues to the utility. Mr. Magee does not
acknowledge these changes in the industry. His model depends on a single variable, interest
rates and nothing more. Merely using an interest rate relationship to allowed returns does

not measure changes in risk.

The Commission should also consider that the data was gathered from a period of time
(1992 to 2018) when capital costs declined in a consistent manner with only a brief uptick

at the outset of the Financial Crisis.
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Staff recommends the Commission not place any weight on the risk premium analysis
because the measurement period consists only of a unique era of declining capital costs.
Furthermore, in his attempt to predict a reasonable return, his model relies on just one
variable. When in reality, an accurate estimate of a fair return demands that policy makers
evaluate additional variables designed to screen for data that is relevant and consistent with

Empire’s risk profile.

Empire’s Expected-Earnings Analysis Does Not Measure Investors’ Required Return

Q.

Mr. Magee presents an “expected earnings analysis” as a means to estimate investors’

required return. Is this a reasonable methodology to arrive at an estimate?

No. The expected earnings analysis is not a reasonable method of estimating investors’
required return because it does not meet the Hope & Bluefield standards. The inputs to this
type of analysis are not derived from financial markets or investors’ transactions in markets
such as the purchase of a stock or bond at an exchange at a market determined price. His
expected-return data is purely accounting or book return information based on historic
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levels of equity in the electric utility and the amount of earnings calculated from specific
accounting rules. These observations do not reflect the actions of investors in the capital
markets as they react to changes in the economy and potential returns from alternative

investments.

Should utility stockholders expect to earn the returns forecasted by Value-Line?

No, because the forecasted returns on the book value of equity capital shown in Schedule
KM-8 are accounting returns, not market returns. Investors cannot purchase common stock
at anything remotely close to the book-value of common equity that is used to determine
accounting returns. Rather, investors must purchase common stock at market value and
now, as has been the case for three decades, electric utilities” common stock trade at
significant premium above their book value. For instance, Staff’s Proxy group is trading at
196% of their book value. Certainly, investors are savvy enough to comprehend that they
can expect to earn a market return less than that forecasted accounting return if they pay
two times the book value for the stock. For these reasons, I urge the Commission to ignore
these comparisons to book returns. To the best of my knowledge, the Commission has

never relied on this approach for setting an allowed return for a Kansas utility.

Does Empire’s witness provide theoretical or empirical evidence for his expected

earnings approach that might persuade the Commission to consider it?

No. In response to a data request for such support, Mr. Magee stated that theoretical or
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empirical support is not applicable to his expected earnings approach.*

Staff’s Critique of Empire’s Alleged Business Risks

Q.

A

What is your position on the small-size risk premium that Mr. Magee alleges?

Staff has consistently opposed this type of adjustment because it is not a widely accepted
premise in public utility finance (or even finance generally) that size as measured by
capitalization is a determinant of risk. The data used to support the notion of a small
company risk premium has shown that there is a survivorship bias. The survivorship bias
stems from the fact that a larger proportion of small companies cease to exist more often
than larger companies cease to exist. The studies supporting a small company premium
frequently fail to effectively measure the full extent of the loss incurred by investors in those
small companies that disappear. Accurately measuring those losses has been shown to

eliminate the small company premium.

Empirical research by Tyler Shumway and Vincent A. Warther concluded that no such size-
premium has ever existed; rather, the data used to calculate the premium does not accurately
measure the returns of small-cap stocks.®* These researchers determined the historic data
understates the negative impact of delisting a stock. Stocks are delisted from exchanges
when they merge or are acquired by other companies. When delisting occurs under those

circumstances, the annual return for the newly merged or acquired company continues to

34 Response to CURB data request No. 28; signed by Keith Magee, January 17, 2019; 19-EPDE-223-RTS.
% The Delisting Bias in CRSP’s Nasdaq Data and Its Implications for the Size Effect, Tyler Shumway and Vincent A.

Warther, The Journal of Finance, vol. LIV, No. 6, December 1999, pp. 2361-2378.
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be calculated and continues to be tracked as part of the market indexes. These positive
events do not create a problem for measuring returns as the entity continues to exist and
remains part of the market averages with pricing data reported going forward from the
delisting date, just under a different name.  Stocks are also delisted when their share price
falls below a minimum price set by the exchange where they trade or if they enter
bankruptcy. When these negative events occur, those companies’ stocks cease to trade on
exchanges and there ceases to be pricing data that captures the full extent of the price decline
that continues after delisting from the exchange. Eventually, the company may disappear,
which causes a 100% loss for its investors, which is not captured in the historic data.
Research found that historic returns data did not do a good job of accurately tracking or
estimating the loss investors incur with these negative events. These negative events occur
almost exclusively with small companies, thus the delisting bias has inflated the historic
returns of small companies. The failure to accurately track or estimate negative events has
created an appearance that small companies experience higher returns than the
shareholders’ actual returns. So, it is not that smaller companies have consistently earned
a higher return than larger companies; the problem has been with the data used to compute

the historic returns experienced by small companies.

What is Staff’s position on the “regulatory-risk” that Mr. Magee alleges?

The Commission should not be compelled to make an upward adjustment to Empire’s
allowed return due to regulatory-risk as there is no compelling evidence that decisions by

this Commission have created hardships for utility investors. Mr. Magee alleges that
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Empire faces somewhat higher regulatory risks than its peers.®® His support for that
statement is Regulatory Research Associates’ (RRA) ranking of the Kansas Corporation
Commission to “Below Average/1” when RRA cited what it called the Commission’s shift
to a more “consumerist” approach to ratemaking. RRA announced that downgrade on May
11, 2017, following the Commissions’ rejection of the first Westar/Great Plains Energy
merger-attempt, a decision which is almost universally viewed as one that ultimately
resulted in a stronger company and more consumer friendly merger the following year.
Keep in mind that RRA’s ranking is not a balanced view of regulation; RRA’s only concern
is investors. RRA staff made that fact clear in response to Staff’s questions during a
webcast. RRA is not the sole measure of “regulatory risk” as credit rating agencies also
review public utility commissions as a factor in utility credit ratings. At this time a vast
majority of Kansas utility consumers are served by a utility with an “A” rating. It is
interesting to note that the credit rating of the State’s largest utility was raised by Standard
& Poors from BBB+ to A- on June 4, 2018, after RRA lowered their rating of the

Commission on May 11, 2017.

Flotation Costs

Q.

A.

Is Empire requesting recovery of flotation costs?

In my opinion, no, even though Mr. Magee estimates Empire’s flotation costs at ten basis

points, he merely states that flotation costs are embedded in the 10.20% ROE request that

3% Magee Direct p. 38.
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he already said was reasonable.*’

Is Staff proposing a flotation cost adjustment in its recommendation?

No, because the Empire is not requesting such an adjustment, nor has Empire quantified the
dollar amounts of unrecovered expenses directly related to issuing common equity to

investors.

Staff’s Cost of Equity Analysis

Q.

Please summarize the results of your cost of equity analysis.

Staff recommends the Commission grant Empire an allowed return on equity (ROE) of
9.30% and an allowed rate of return (ROR) of 7.08%. Staff’s ROE recommendation is
consistent with the ROEs established for Westar and Kansas City Power & Light in 2018.
My review of the broad capital markets and markets specific to electric utilities reveals that
capital market conditions are by and large similar to those observed in late 2017 and 2018
when Staff evaluated the merger of Westar and Great Plains Energy (18-KCPE-095-MER)
and their rate cases (18-WSEE-328-RTS and 18-KCPE-480-RTS). Since all three of these
utilities possess investment grade ratings and capital market conditions are comparable,

Staff believes a similar ROE is a reasonable conclusion. Importantly, Staff’s belief has two

37 Direct Testimony of Keith Magee; 19-EPDE-223-RTS; p. 42.

Q.

A

ARE YOU PROPOSING TO ADJUST YOUR RECOMMENDED ROE BY 10 BASIS POINTS TO
REFLECT THE EFFECT OF FLOTATION COSTS ON EMPIRE’S ROE?

No. Rather, I have considered the effect of flotation costs, in addition to the Company’s other business risks,
in determining where the Company’s ROE falls within the range of results.
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important assumptions. First, Staff assumes Empire’s RSR proposal will not be adopted in
this proceeding. Second, Staff assumes the company’s existing array of revenue adjustment
mechanisms (e.g. property tax surcharges) remain in place. If the Commission adopts the
RSR, then Staff recommends an ROE of 9.00%, the low-end of Staff’s range. The RSR
reduces Empire’s investors’ risk, and as discussed previously should result in a lower ROE

award to Empire.

To prepare my cost of capital analysis, | relied on a discounted cash flow (DCF) model, a
variation of the DCF model known as an internal rate of return (IRR) analysis and the capital
asset pricing model (CAPM). These are the models | typically use to estimate a utility’s
required return on equity. The results in this table are based on capital markets data for one
year, from April 1, 2018, through April 2, 2019. The following table is a summary of the

results from those models.
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Summary of Staff's Cost of Equity Estimates
19-EPDE-223-RTS

Discounted Cash Flow Analyses Mean Low High
Two-Stage Growth DCF Model:
Based on the Average of Short-Term Growth 8.55% 8.06% 9.03%

Forecasts & Long-Term nGDP Forecasts

Internal Rate of Return or Multi-Stage DCF Analysis: 8.13% 6.71% 9.94%
Using Short-Term Growth EPS Growth &
Long-Term nGDP Forecast

Capital Asset Pricing Models
Based on Historical Return Data, gathered from
1926 - 2017, Reported by SBBI, Duff & Phelps 8.39% 7.14% 10.24%

Based on Forecasted Return Data, gathered from
J.P. Morgan Asset Management Long-Term Capital 5.26% 4.63% 6.19%
Market Assumptions (2019 edition)

Based on Forecasted Return Data, gathered from
BlackRock Investments Projected Long-run Returns 6.25% 5.36% 7.57%
Market Assumptions (2019 edition)

Based on Forecasted Return Data, gathered from
Duff & Phelps Projected Market Risk Premium & 6.70% 5.70% 8.18%
Risk Free Return

Q. For a point of comparison, could you please summarize ROE decisions by this

Commission and Commissions across the country?

A The first table contains allowed return on equity decisions made by this Commission in
litigated rate cases. As a point of reference to the prevailing capital markets at that time, |

included the yield on Baa rated corporate bonds as of the month of the Commission’s

37



10

Direct Testimony of Adam H. Gatewood Docket No. 19-EPDE-223-RTS

decision. In addition to these Commission determinations, in recent dockets, Staff,
intervenors, and Evergy, Inc. reached an agreement to set rates using a return on equity of
9.30% for Westar (18-WSEE-328-RTS) and Kansas City Power & Light, Company (18-
KCPE-480-RTS). The Commission issued Orders accepting the terms of these agreements

on September 27, 2018, and December 13, 2018, respectively.

Commission Determined Allowed ROEs -- Kansas Utilities
Requested Ordered Baa Bond

Company Docket Order Date ROE ROE Yield
Kansas City Power & Light 15-KCPE-116-RTS 9/10/2015 10.30% 9.30% 4.86%
Atmos Energy Corp. 14-ATMG-320-RTS 9/4/2014 10.53% 9.10% 4.89%
Kansas City Power & Light 12-KCPE-764-RTS 12/13/2012 10.40% 9.50% 4.80%
Kansas City Power & Light 10-KCPE-415-RTS 11/22/2010 10.75% 10.00% 5.56%
Westar Energy Inc. 05-WSEE-981-RTS 12/28/2005 11.50% 10.00% 6.10%
Westar Energy Inc. 01-WSRE-436-RTS 7/25/2001 12.75% 11.02% 7.97%
Kansas Gas Service Co. 193,305-U 4/15/1996 12.00% 10.50% 7.77%

Sources: SNL/RRA, Federal Reserve Bank of St. Louis, FRED

The following chart is broader in both the time period and reporting scope. It indicates the
median return on equity granted in fully litigated rate cases across the nation from 1980
through June of 2018. As a point of reference to the prevailing capital markets, I included

the average yield to maturity of Baa corporate bonds.
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Median Allowed Return on Equity & Baa Corporate Bond Yield
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The next chart highlights a shorter time period, the last four years from early 2014 through
June of 2018. Compared to the decline seen in the chart of the long-term changes, the past

four years show a plateau in the median allowed return granted.
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Median Allowed Return on Equity & Baa Corporate Bond Yield
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Q. How does Staff’s recommendation compare to the returns available on other
investments?
A. The following table shows Staff’s recommendation of a 9.30% ROE allows investors a risk

premium over less risky debt investments; consistent with the principles espoused by the
Supreme Court in its Hope and Bluefield decisions. These types of income producing

securities are viewed as alternatives to investments in utility stocks because, like utility

stocks, b

market.

onds offer stable valuations and higher current income, relative to the equity

Risk premiums vary over time and across market conditions; thus, there is not a

benchmark risk premium or formula that sets a reasonable return on equity at a given

interest rate.
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KCC Staff's Risk Premium Over Fixed Income Yields
Based on a 9.30% Return on Equity
Fixed Income Yield Observations April 2018 through March 2019
19-EPDE-223-RTS

30 Year (1) Utility Bonds (2) Moody's (3)
Treasury Bond A/A Baa/BBB Corporate Baa
Mar-19 2.99% 4.20% 4.51% 4.85%
Feb-19 3.02% 4.29% 4.66% 4.98%
Jan-19 3.03% 4.36% 4.76% 5.13%
Dec-18 3.10% 4.40% 4.80% 5.14%
Nov-18 3.36% 4.57% 4.96% 5.21%
Oct-18 3.34% 4.59% 5.05% 5.05%
Sep-18 3.15% 4.33% 4.72% 4.88%
Aug-18 3.05% 4.23% 457% 4.77%
Jul-18 3.00% 4.23% 4.56% 4.79%
Jun-18 3.04% 4.25% 4.60% 4.82%
May-18 3.15% 4.26% 4.61% 4.84%
Apr-18 3.07% 4.15% 4.48% 4.67%
Average 3.07% 4.24% 4.59% 4.79%

KCC Staff's Recommended ROE 9.30%
Average Yield on 30 Year Treasury Bond 3.07%
Equity Risk Premium Over the 30-Year Treasury Bond Yield 6.23%

KCC Staff's Recommended ROE 9.30%
Average Yield on "A" Rated Utility Bonds 4.24%
Equity Risk Premium Over A" Utility Bond Yield 5.06%

KCC Staff's Recommended ROE 9.30%
Average Yield on "BBB/Baa" Rated Utility Bonds 4.59%
Equity Risk Premium Over ""Baa/BBB"* Utility Bond Yield 4.71%

KCC staff's Recommended ROE 9.30%
Average Yield on Moody's BBB/Baa Rated Corporate Bonds 4.79%
Equity Risk Premium Over Moody's "'Baa/BBB"* Corporate Bond Yield 4.51%

1) Board of Governors of the Federal Reserve System, 30-Year Treasury Constant Maturity
(https://fred.stlouisfed.org) H.15 Selected Interest Rates

2) Yield on A and BBB/Baa Rated Public Utility Bonds 25 to 30 Maturity
Reported weekly in Value-Line Investment Survey, Selection & Opinion Section

3) Yield on Moody's Baa Corporate Bonds reported at FRED (Federal Reserve of
St. Louis Electronic Data)

Q. Are the current capital market conditions comparable to those witnessed in the recent

rate cases involving electric utilities?

A. I found compelling evidence that capital costs are comparable to those observed during

recent dockets before this Commission that involved electric utilities. The first tier of the
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following table (Interest Rates Observed for Risk Premium Calculations) compares capital
costs observed during a time span of January 1, 2017, through April 2, 2019, a total of 27
months. Yields on Baa/BBB rated public utility bonds ranged from 4.28% to 4.59%. The
average yield from the pricing period for this Docket is 4.59% compares to the yield at the
beginning of the 27 month time span for the 18-KCPE-095-MER Docket when the yield
was 4.52%. These bond yields are highly relevant as they measure investors’ required

returns on public utility debt rated the same as Empire’s.

If the Commission adopts your recommendation for a 9.30% ROE, is the resulting

risk-premium similar to that found in recent rate cases?

Yes, the risk premium for Empire resulting from Staff’s recommendation of a 9.30% ROE
is similar to that found in these last three dockets. The second tier of comparison shown on
the following table (Risk Premiums Over Fixed-Income Interest Rates) summarizes the risk
premiums from this docket and the three previous Dockets. In each of these dockets the
allowed ROE was set at 9.30% and resulted in a risk premium over the yield on Baa/BBB
public utility bonds of 4.71% to 5.02%. Again, just as with the bond yields discussed above,
the 4.78% risk premium observed at the beginning of the time period is very near that of

the current Docket where the risk premium is 4.71%.

Has there been a significant change in the allowed ROEs nationally during this time

period?

No, the allowed ROEs granted nationally has not changed significantly. The third tier of

data (Summary of RRA Reporter Quarterly Median ROEs for Electric Utilities) shows the
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median allowed ROE granted during each of the four time periods; over the span of those

dockets the median allowed ROE ranged from 9.58% to 9.66%.

Comparison of Staff Recommendations Across
Kansas Electric Utilities During 2017-2019 Rate Cases

Interest Rates Observed for Risk Premium Calculations

30 Year Utility Bonds Moody's Bond
Treasury Bond A/A Baa/BBB Corporate Baa YTM*
18-095 2.97% 4.13% 4.52% 4.58% 4.24%
18-328 2.90% 3.97% 4.28% 4.39% 3.85%
18-480 2.94% 4.01% 4.32% 4.44% 4.12%
19-223 3.07% 4.24% 4.59% 4.79% n/a

Risk Premiums Over Fixed-Income Interest Rates

30 Year Utility Bonds Moody's Bond
Treasury Bond AIA Baa/BBB Corporate Baa YTM*
18-095 6.33% 5.17% 4.78% 4.72% 5.06%
18-328 6.40% 5.33% 5.02% 4.91% 5.45%
18-480 6.36% 5.29% 4.98% 4.86% 5.18%
19-223 6.23% 5.06% 4.71% 4.51% n/a

Summary of RRA Reported Quarterly Median ROEs for Electric Utilities

18-005 2017Q1- 2017Q4 9.58%
18-328  2017Q2 - 2018Q1 9.65%
18-480 2017Q2 - 2018Q2 9.62%
19-223  2018Q2 - 2019Q2 9.66%

*Yield to maturities reported on Great Plains and Westar Energy bonds for 18-KCPE-095-MER,;
Westar Energy bonds for 18-WSEE-328-RTS; and Great Plains Energy bonds for 18-KCPE-480-RTS.

KCC Staff's Data Period for Each Docket:
18-KCPE-095-MER January 2017 - December 2017
18-WSEE-328-RTS May 2017 - April 2018
18-KCPE-480-RTS May 2017 - June 2018

19-EPDE-223-RTS April 2018 - March 2019

Sources: Gatewood Direct, 18-KCPE-095-MER,; filed January 29, 2018; pp. 16, 22.
Gatewood Direct, 18-WSEE-328-RTS; filed June 11, 2018; pp. 22,26.
Gatewood Direct, 18-KCPE-480-RTS; filed August 9, 2018
S&P Global Market Intelligence, RRA Quarterly Reports on Ratecases.

Q. How have capital costs changed since Empire last rate case?
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A. By all measures, capital costs are lower now than those observed in 2010 during Empire’s
last rate case. Data comparing the table below indicates that interest rates are 150 to 180
basis point lower than they were at the last rate case. The median allowed ROEs dropped

from 10.30% in 2010 to 9.57% for 2018.

Comparison to 10-EPD-314-RTS Staff Recommendations

10-314 |19-223 |Change
Staff Recommendation: 10.00%| 9.30%]| -0.70%

Interest Rates:
30 Year Treasury Yield 4.57%| 3.07%| -1.50%

A/A Rated Utility Bond Yields 5.80%| 4.24%| -1.56%

BBB/Baa Rated Utility Bond Yields 6.40%| 4.59%| -1.81%

2010 2018
Median Allowed ROE Reported by RRA 10.30%| 9.57%| -0.73%

Sources: Gatewood Direct 10-EPDE-314-RTS filed March 31, 2010

Standards for a Just & Reasonable Rate of Return

Q. What standards should public utility commissions consider when authorizing a rate

of return?

A The standards for setting a just and reasonable rate of return require that, to be reasonable,
the allowed return must reflect the risks associated with an equity investment in the utility.
For the allowed return to be in that reasonable range, it must compensate for those added

risks while capturing a fair proportion of benefits for consumers. The allowed ROE is best
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described as the forward-looking discount rate that is necessary to induce equity investors
to commit their capital to the enterprise. Standards used to gauge the fairness and
reasonableness of an allowed ROE have been stated by courts, as the result of appeals of
decisions issued by regulatory agencies. Financial analysts and policy-makers rely on the
courts’ decisions as a guide in estimating the appropriate cost of capital. The opinions do
not articulate precisely how to estimate or model a reasonable cost of capital. Instead, the
decisions provide critical questions for policy makers and analysts to consider in

determining a reasonable return for a regulated utility.

In general, United States Supreme Court decisions state that returns granted to regulated
public utilities should: 1) be commensurate with returns on investments of similar risk; 2)
be sufficient to assure the financial integrity of the utility under efficient economic
management; and 3) change over time with changes in the money market and business
conditions.®® An important take-away from these decisions is that the Supreme Court of
the United States has afforded regulatory agencies a significant amount of latitude in
establishing an appropriate ROR and ROE for a utility. The Kansas Supreme Court has
recognized and follows this body of law.3® This Commission has noted this fact in Orders

issued in previous dockets.*°

Please discuss how financial analysts apply the standards established by the Court.

38 Smyth v. Ames, 169 U.S. 466 (1898); Wilcox v. Consolidated Gas Co., 212 U.S. 19, 48-49 (1909); Bluefield Water
Works & Improvement Company v. Public Service Commission of West Virginia, 262 U.S. 679, 692-3 (1923);
Federal Power Commission v. Hope Natural Gas Company, 320 U.S. 591, 603 (1944).

39 Kansas Gas & Elec. Co. v. State Corp. Comm'n, 239 Kan. 483, 491, 720 P. 2d 1063, 1072 (1986).

40 Order: 1) Addressing Prudence; 2) Approving Application, in Part; & 3) Ruling on Pending Requests, Docket No.
10-KCPE-415-RTS, November 22, 2010, 37-38.
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A.

For an allowed ROE to meet the legal standards, the return should be as specific as possible
to the utility in question. Financial analysts achieve this goal by analyzing not only the
utility in question, when it is possible to do so, but also a proxy group of similarly situated

utilities.

There are several court cases that, as a group, are viewed as the keystone to measuring the
adequacy of a utility’s allowed return. The earliest of these decisions go back to an era
when it was not only the “rate of return” at issue but also the fundamental measurement of
the investment in the utility enterprise, commonly referred to as rate base. This is less of
an issue today as regulators, utility management, and investors readily accept actual
historic-depreciated value as the measure of investment to estimate the value of a utility’s
rate base (as opposed to reproduction cost or market value). The Court’s decision in
Bluefield addressed both rate base and ROR.#! Treatises on rate of return for public utilities,

such as The Cost of Capital — A Practitioner’s Guide, agree that Bluefield lays out the four

standards for a fair return.

1) Comparable Earnings —a utility is entitled to a return similar to that
being earned by other enterprises with similar risks, but not as high
as those earned by highly profitable or speculative ventures;

2) Financial Integrity — a utility is entitled to a return level reasonably
sufficient to assure financial soundness;

3) Capital Attraction — a utility is entitled to a return sufficient to
support its credit and raise capital; and

4) Changing Level of Returns — a fair return can change along with

41 Bluefield Water Works & Improvement Co. v. Pub. Svc. Comm’n of West Virginia, 262 U.S. 679, 692-3 (1923).
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economic conditions and capital markets.*?

As a financial analyst formulating rate of return analyses for our state commission, | take
from Bluefield that the Court requires a rate Order that allows a utility an opportunity to
earn a return consistent with the utility’s risk profile and consistent with observations in the
capital markets. The Court’s decision in Hope,* like that in Bluefield, dealt with both
valuation of rate base, as well as rate of return on that rate base. With respect to the rate of

return, the Court in Hope affirmed the four standards set out in Bluefield.

Proxy Group of Electric Utilities

Q. How did you select a proxy group for your cost of equity analysis?

A I selected a proxy group that is a group of companies that are comparable in risk to Empire’s

10

11

12

electric utility operations. Selecting a proxy group of electric utilities is an important
component of meeting the Court’s established standards for a fair return for the applicant.

The complete table of my proxy group screening process appears in Schedule AHG-1

42The Cost of Capital — A Practitioner’s Guide by David C. Parcell, Prepared for the Society of Utility and

Regulatory Financial Analysts, 1997, pp. 3-13 to 3-14.

43 Federal Power Comm’n. v. Hope Natural Gas Co., 320 U.S. 591, 603 (1944). “The rate-making process under the

Act, i.e., the fixing of ‘just and reasonable’ rates, involves a balancing of the investor and the consumer interests.
Thus, we stated in the Natural Gas Pipeline Co. case that ‘regulation does not insure that the business shall produce
net revenues.” But such considerations aside, the investor interest has a legitimate concern with the financial integrity
of the company whose rates are being regulated. From the investor or company point of view, it is important that
there be enough revenue not only for operating expenses but also for the capital costs of the business. These include
service on the debt and dividends on the stock. By that standard, the return to the equity owner should be
commensurate with returns on investments in other enterprises having corresponding risks. That return, moreover,
should be sufficient to assure confidence in the financial integrity of the enterprise, so as to maintain its credit and
to attract capital. The conditions under which more or less might be allowed are not important here. Nor is it important
to this case to determine the various permissible ways in which any rate base on which the return is computed might
be arrived at. For we are of the view that the end result in this case cannot be condemned under the Act as unjust
and unreasonable from the investor or company viewpoint.”
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attached to the end of my testimony.

Q. Please provide the rationale for your selection criteria.

A Using the following parameters, | evaluated the 38 electric utility companies followed by

Value-Line Investment Survey. | have relied on these or similar selection parameters in
past rate cases to pare the population down to those utilities that possess operational
characteristics and financial risks comparable to the utility in question. With these
similarities, coupled with the basic tenants of finance, we know that investors’ required

returns for the proxy group and that for Empire are very nearly the same.

1. Has publicly traded common stock and is a public utility followed by Value-Line
Investment Survey as an electric utility.

Stock-price data is critical to a cost of equity analysis as that price data encapsulates the
market participants’ valuation of the company and the economy. Selecting companies
that investment research companies like Value-Line categorize as electric public
utilities focuses the analysis on companies facing similar types of business risks and
opportunities and ensures that publically available financial data is available. As a
starting point, this parameter is important as it assures us the companies generally derive
their earnings in this industry.

2. Has earnings and dividend growth forecasts made by Value-Line Investment
Survey and at least one other source.

Earnings and dividend growth forecasts that investors view as indicative of the utilities’
future prospects are vital to estimate the investors’ require return. As | discuss later, in
the DCF model, the expected growth in earnings and dividends has a direct, one-for-
one effect on the required return calculation. Using this screen, we know that we are
able incorporate growth estimates from at least two independent sources.

3. Has experienced no recent spin-offs of assets, mergers, or write-downs of distressed
assets.
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Acquiring or disposing of significant assets will likely affect earnings forecasts and,
therefore, not only affect the published growth estimates but also the market pricing of
the utilities” common stock.

. Exhibits positive forecasted earnings and dividend growth and no recent dividend

cuts.

Public utilities are regarded as relatively stable investments with relatively predictable
growth. This is particularly true of their dividend payments to investors. Utilities that
have been forced to cut their dividend are typically experiencing some noteworthy
financial or operational problem that would very likely make them incomparable to
Empire. There is also the underlying premise of the discounted cash flow model that
requires positive growth rates for the model to provide reliable estimates.

. Possesses an investment-grade bond rating.

Empire’s parent company possess an investment-grade bond rating which is indicative
of financial stability and that same level of stability or low financial risk should be
captured in the proxy group.

. Derives at least 65%o of its annual revenues from electric utility operations.

There are opportunities and risks specific to the regulated electric utility industry. This
screen focuses the construction of the proxy group toward those specific risks.

. Generally possesses operational and financial characteristics that are not unlike

The Empire District Electric Company.

In this regard, Hawaiian Electric Industries, Inc. was removed as it is an isolated, island
network that is not interconnected with any other electric utility or regional transmission
network. California transmission owning utilities PG&E, Sempra Energy and Edison
International were removed due to wildfire risk cited by Standard & Poor’s. PPL
Corporation that derives 30% of its revenues from a British utility investment is
excluded due to its exposure to foreign currency risks and Brexit uncertainties.

By applying this set of filters, I arrive at the following electric utilities as the

proxy group.
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Staff Electric Utility Proxy Group

1 2 3 4 5 6 7 8
Positive
V-L Followed Electric Utiliities Vertically Dividend Merger Bond Ratings Electric % of Total
Company Name Integrated History Asset Sale S&P Moodys Revenues  Assets
Allete Inc. ALE Yes Yes No BBB+ A3 71% 76%
Alliant Energy Corp. LNT Yes Yes No A- Baal 87% 85%
Ameren Corp. AEE Yes Yes No BBB+ Baal 82% 54%
American Electric Power Co. Inc AEP Yes Yes No A- Baal 88%
AVANGRID Inc. AGR Yes Yes No BBB+ Baal 83%
CMS Energy Corp. CMS Yes Yes No BBB+ Baal 66% 57%
Duke Energy Corp. DUK Yes Yes No A- Baal 90%
El Paso Electric Co. EE Yes Yes No BBB Baal 100% 100%
IDACORP Inc. IDA Yes Yes No BBB Baal 100%
MGE Energy Inc. MGEE Yes Yes No AA- Al 72% 60%
NextEra Energy Inc. NEE Yes Yes No A- Baal 71% 59%
NorthWestern Corp. NWE Yes Yes No BBB A3 7% 80%
OGE Energy Corp. OGE Yes Yes No BBB+ Baal 100%
Pinnacle West Capital Corp. PNW Yes Yes No A- A3 100%
PNM Resources Inc. PNM Yes Yes No BBB+ Baa3 100%
Portland General Electric Co. POR Yes Yes No BBB+ A3 100%
Southern Co. SO Yes Yes No A- Baa2 65%
WEC Energy Group WEC Yes Yes No A- Baal 99%
Xcel Energy Inc. XEL Yes Yes No A- A3 84%

1) Electric utilities followed by Value-Line Investment Survey (U.S. companies)

2) Ticker symbol

3) Vertically integrated (generation, transmission & distribution) & non-restructured

4) Stable, positive dividends

5) No merger, acquistion, or sale of assets (Value-Line & S&P Global Market Intelligence)

6) S&P and Moody's credit rating (LTR) data from S&P Global Market Intelligence

7) Revenues from regulated electric operations 65% of total revenues (2018 Form 10-K & S&P Global Market Intelligence)
8) Assets of regulated electric operations (S&P Global Market Intelligence)

Is Staff’s proxy group similar to that selected by Mr. Magee?

Staff’s proxy group and Mr. Magee’s proxy group are similar, though not identical. The
difference is due to the screening criteria that we applied to the group of electric utilities

followed by Value-Line. My criticisms of Mr. Magee’s screens are not the major

contributor to the difference in our cost of equity recommendations.

Return on Equity Analysis

Q.

How did you perform the cost of equity analysis?
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A.

I am using DCF models and CAPM; identical to the methods used in recent rate cases before

the Commission.

Does the DCF model meet the legal standards discussed earlier in your testimony?

Yes, a cost of equity estimate derived from the DCF model meets the legal standards
discussed above if the model incorporates current information from the capital markets via
current stock prices and accurate data that investors use to establish their discount rate. This
market-based information ensures the cost of equity estimates evaluate investors’ required

rate of return or discount rate that reflects the current economic environment.

The DCF model is a valuation model used by investors to value different types of
investments such as real estate, bonds, and equity securities. The DCF model is a useful
tool to value any investment that involves regular, periodic cash flows. The notion of
discounting a future receipt of cash back to the present so as to place a price or value on an
investment goes back centuries.** The premise of the DCF model in the valuation of
common stock is that investors determine the value of a company’s common stock by
discounting its future dividend payments back to the present. The foundation of the DCF
model is the process of discounting those future cash flows back to the present at the
investors’ required return. An investor’s required rate of return is risk-sensitive and
sensitive to the returns available on investments of comparable risk throughout the global

capital markets. In other words, as the risk of the investment increases, so will the investors’

4 The formal presentation of the DCF model as we use it today dates back to the 1930’s in Irving Fisher’s book: The
Theory of Interest and John Burr Williams' 1938 text: The Theory of Investment Value. These two authors expressed
the DCF model in modern economic terms.
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required return. A higher required rate of return decreases the present value of the stream
of dividends that equates to the price of the stock. So, all other variables being equal,
investors price the riskier of two common stocks lower because the cash flows or dividends

are discounted back to the present at a higher rate.

The form of the DCF model that regulatory agencies are accustomed to seeing is often
referred to as the Gordon Growth Model, which is a model that values the security at the
present value of a stream of cash flows (dividends) growing at a constant rate into

perpetuity. The basic form of this DCF equation is:

_ Do(1+ g)
* (Ke—g)

where:

Po = the value of the common stock or asset

Do = the current dividend of the stock or annual cash flow from the asset
g = the annual growth rate of the dividend or cash flow forever

Ke = cost of equity or required rate of return for the stockholders

Or

Stock Price = Annual Dividend / (Req’d Rate of Return — Dividend Growth Rate)
This is the form of the equation commonly found in texts regarding finance, investments,
and asset valuation. Such texts are inclusive of both theory and practical application of the

DCF model in utility regulatory settings.

Regulatory agencies responsible for setting rates and revenue requirements want to know

the investors’ required rate of return or Ke in the equation. So, we solve the equation for
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that variable. The equation below shows the algebraic isolation of the investors’ required
rate of return. By isolating investors’ required rate of return in the equation, we can estimate
it by knowing the stock’s dividend yield and the annual dividend growth rate expected by

investors. That form of the equation is:

Do(1 +
Ke= o 9) +g
Py

This equation is frequently written out as:
Req’d Rate of Return = (Dividend/Current Stock Price) + Dividend Growth Rate
or

Required Rate of Return = Dividend Yield + Dividend Growth Rate

Or as commonly abbreviated by regulatory agencies
Ke=y+g
Where: y = Dividend Yield
g = Expected Dividend Growth
Through a handful of inputs, the DCF model distills down to an equation, a complex
cognitive process performed by investors to arrive at a discount rate and valuation of the
security. As with any equation that attempts to model behavior, there are a host of

assumptions that come along with it. Those assumptions are:

e Ke corresponds only to the specific stream of future dividends, rather than earnings,
and that constitutes the source of value;
e The discount rate (Ke) must exceed the growth rate (g);
e The constant growth rate will continue for an indefinite future;
e Investors require the same discount rate (Ke) each year; and
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e There is no external financing.

Why is it reasonable to accept these assumptions?

The DCF model is attempting to emulate investors’ behavior; distilling human behavior
into a handful of inputs demands simplifying assumptions. The question becomes whether
the assumptions are so contrary to investors’ behavior in the real-world that the model
output becomes meaningless or illogical. | do not believe the assumptions of the DCF
model are contrary to investor behavior. And I do not know of any regulatory agency that
has dismissed the DCF as being contrary to human behavior. Moreover, there are methods
I use to evaluate whether an output falls outside of the realm of reality. For example, the
output can be compared with the returns available on other investments such as long-term

corporate bonds. There were no observations eliminated using this screen.*

Staff’s Discounted Cash Flow Model

Q.

How did you calculate the dividend yield (y) component of the DCF model?

The dividend vyield (y) is the easier of the two components to measure as it is easily
observable in daily stock price reports. It is calculated by dividing the stock’s annual

dividend payment per share by its market price per share.

What is the source of the dividend information?

45 Staff applies this screen using the interest rates of Baa Utility Bonds and the yields on utility-specific debt shown

in the Risk Premium Table. Staff adds 100 basis points to these yields as a minimum risk premium test. Cost of
equity observations below this level are eliminated from the average. FERC proceedings apply a similar test for
outliers.

At September of 2018, the Baa Utility Bond Yield was 4.59% + 1.00% minimum risk premium =5.59% threshold.
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A.

Historic and current dividend information is easily obtained from public subscription
services such as Value-Line and non-subscription services such as YahooFinance. The
DCF model requires a forward-looking dividend payment which is often the current year’s
dividend payment increased by the forecasted growth rate for next year. | obtained the 2020
forecasted dividend per share information from Value-Line Investment Survey. The Value-
Line reports for each of the proxy companies are attached as Schedule AHG-2. | obtained
the stock prices for the dividend yields from YahooFinance. For this analysis, I used weekly
stock price observations taken from April 1, 2018, through April 2, 2019; a full year of
pricing observations. The stock prices for each of the proxy companies appears on Schedule

AHG- .
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Dividend Yields Based on Prices from April 1, 2018, through April 2,2019
19-EPDE-223-RTS

1 2 3 4 5 6
Dividends Stock Prices Dividend Yield
2020 Low High Mean Max. Min.
Allete Inc. ALE $ 246 $ 7041 $ 8426 $ 77.05 349% 2.92%
Alliant Energy Corp. LNT $ 150 $ 3822 $ 4791 $ 4324 3.92% 3.13%
Ameren Corp. AEE $ 206 $ 5501 $ 7491 $ 6432 374% 2.75%
Am. Electric Power Co. Inc AEP $ 288 $ 6271 $ 8610 $ 7341 459% @ 3.34%
AVANGRID Inc. AGR $ 188 $ 4581 $ 5455 $ 5020 4.10% 3.45%
CMS Energy Corp. CMS $ 164 $ 4252 $ 5630 $ 4933 3.86% 2.91%
Duke Energy Corp. DUK $ 394 $ 7196 $ 9167 $ 8284 548% 4.30%
El Paso Electric Co. EE $ 163 $ 4799 $ 6435 $ 5647 3.39% 2.53%
IDACORP Inc. IDA $ 273 $ 8482 $ 10244 $ 9523 3.21% 2.66%
MGE Energy Inc. MGEE $ 145 $ 5530 $ 6895 $ 6272 2.62% 2.10%
NextEra Energy Inc. NEE $ 565 $ 15506 $ 19555 $ 17267 3.64% 2.89%
NorthWestern Corp. NWE $ 240 $ 5153 $ 7177 $ 6025 4.66% 3.35%
OGE Energy Corp. OGE $ 165 $ 3149 $ 4376 $ 3752 524% 3.77%
Pinnacle West Capital Corp.  PNW $ 322 $ 7341 $ 9727 $ 8386 4.39% 3.31%
PNM Resources Inc. PNM $ 126 $ 3495 $ 4792 $ 4065 3.61% 2.63%
Portland General Electric Co. POR $ 161 $ 3918 $ 5260 $ 4565 411% 3.06%
Southern Co. SO $ 254 $ 4242 $ 5265 $ 4636 599% 4.82%
WEC Energy Group WEC $ 250 $ 5848 $ 8005 $ 6845 427%  3.12%
Xcel Energy Inc. XEL $ 169 $ 4199 $ 5751 $ 4894 4.02% 2.94%

Range: 5.99% 2.10%
Awverage: 4.12% 3.16%

1) 2020 Dividends per Share Forecasted by Value-Line Investment Survey

2) Minimum 12 month price observed from April 1, 2018, through April 2, 2019

3) Maximum 12 month price observed from April 1, 2018, through April 2, 2019

4) Mean of the minimum and maximum prices from the time period of April 1, 2018, through April 2, 2019
5) Maximum dividend yield available in the market from time period

6) Minimum dividend yield available in the market from time period

Forecasted Growth Rates for the DCF Model

Q. Please discuss the importance of the second component, the growth rate (g), in the

DCF equation.

A. The “g” represents the anticipated annual growth rate in cash-flows that investors expect to
receive through dividends from the stock. This is a challenging and contentious issue in a
DCEF analysis for two reasons. First, it is a key element in the DCF model or any form of a

discounted cash flow analysis because the growth rate has a one-for-one effect on the
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required return produced by the model. All other factors being equal, a higher growth rate
results in an equally higher cost of equity for the utility. Second, it is highly subjective due

to the uncertainty about future earnings and dividends, as well as the economy.

How did you estimate the growth rate in the DCF model?

I relied on a combination of short-term and long-term growth forecasts, the same growth
forecasts that investors apply to value common stocks. The appropriate growth estimate to
use in the DCF model is that which is expected by the market and factored into investors’
analyses to estimate stock prices. Earnings per share growth forecasts are commonly
incorporated into the DCF model. Investment firms that publish growth forecasts typically
publish three to five-year annual growth estimates for earnings. Value-Line Investment
Survey also provides dividend growth rate forecasts; it is the only firm that | am aware of
that does so. Three to five years is as far into the future as analysts forecast for a specific
company. There are several sources for these estimates. My analysis incorporates short-
term forecasts published by Value-Line Investment Survey, FactSet as reported through
S&P Market Intelligence, Zack’s Investment Research and I/B/E/S (Institutional Brokers

Estimation Service) reported through YahooFinance.

How do investors estimate the dividend growth rate beyond the three to five-year

horizon of the short-term growth forecasts?

For the long-term perspective of potential growth, investors rely on forecasts of the broad
economy as measured by annual changes forecasted for the nation’s gross domestic product

(GDP). There are sources for long-term growth estimates of this country’s GDP that extend
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out more than 20 years. Academic texts and investment professionals use these forecasts

in DCF models as a forecast of potential long-term growth of corporate dividend payments.

GDP refers to the market value of all final goods and services produced within a country in
a given period. Nominal GDP (nGDP) is that measure of goods and services which includes
effects of price changes - better known as inflation. Inflation must be included for our
forecast because the DCF analysis is interested in the nominal required return. That is to
say, investors’ expectations of inflation are contained in their required return. Keep in mind
that the “headline” GDP reported in the media is real GDP, which is GDP less the inflation

experienced over the measurement period.

Is it a widely accepted practice in securities valuation to use nGDP growth estimates

in the DCF model?

Yes, in the federal regulatory arena, similar to the responsibilities of the KCC, the Federal
Energy Regulatory Commission (FERC) uses nGDP to estimate the cost of equity because
it is consistent with investor behavior. FERC has reviewed the issue of long-term growth
estimates used in DCF models. It took comments from stakeholders that included state
commissions, customers, investment bankers, and interstate pipeline companies.*®
Testimony from these parties made it clear that long-term estimates of nGDP are a common
component of valuation analyses conducted by investment professionals. From that

proceeding, FERC concluded that long-term growth estimates of nGDP should be the

46 Transcript from Technical Conference held on January 23, 2008, FERC Docket PL07-2-000.
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estimate of long-term growth in the DCF models used to estimate required returns for
interstate pipeline companies because that is consistent with investor behavior.*” In June
of 2014, FERC concluded that the same methodology should be used in setting the required
returns for electric transmission companies.”®  Although the Commission has never
explicitly endorsed long-run nGDP growth as an input, it is clear that the growth estimate
used by Staff in the 15-116 Docket was considered credible by the Commission.*® In that
analysis, | relied on the same sources for long-term nGDP growth as | am using in this

analysis. These are also sources that FERC relies on for long-run nGDP estimates.

Is there academic support for this issue?

Yes, academic research has shown that nGDP growth forecasts are an important input to
valuation studies because the analyst has to consider whether a company’s annual earnings
can grow as fast as, or even faster than, the broad economy. In two of his books devoted to
the subject of asset valuation, Dr. Aswath Damodaran discusses the nature of a stable
growth rate for DCF models.®® He argues for viewing nominal economic growth as the
absolute maximum when using a stable-growth model, such as the DCF model we are using.

“The stable growth rate cannot exceed the growth rate of the

economy in which a firm operates, but it can be lower. There is

nothing that prevents us from assuming that mature firms will

become a smaller part of the economy and it may, in fact, be the more

reasonable assumption to make. Note that the growth rate of an
economy reflects the contributions of both young, higher growth

47 Policy Statement, FERC Docket PL07-2-000 (April 17, 2008); FERC Opinion No. 486, FERC Docket RP04-274
(Oct. 19, 2006).

48 Opinion No. 531, June 19, 2014, 147 FERC 61,234, para 36.

49 Order issued September 10, 2015, Docket 15-KCPE-116-RTS, para. 34; p. 15-16.

%0 Investment Valuation: Tools and Techniques for Determining the Value of Any Asset, 2" Edition and Damodaran
on Valuation: Security Analysis for Investment and Corporate Finance, 2" Edition.
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firms and mature, stable growth firms. If the former grow at a rate

much higher than the growth rate of the economy, the latter have to

grow at a rate that is lower.” (Damodaran on Valuation: Security

Analysis for Investment and Corporate Finance, 2" edition, Aswath

Damodaran, p. 148)

“The growth rate of a company cannot be greater than that of the

economy but it can be less. Firms can become smaller over time

relative to the economy. Thus, even though the cap on the growth

rate may be the nominal growth rate of the economy, analysts may

use growth rates much lower than this value for individual

companies.” (Damodaran on Valuation: Security Analysis for

Investment and Corporate Finance, 2" edition, Aswath Damodaran,

p.159)
It is worth noting that Professor Damodaran cites the nGDP growth projection as a ceiling
for long-term growth in most valuation studies. Certainly, there are industries that will
exceed the average for a period of time, but even for those industries, rapid growth cannot

continue forever.

Does the view that nGDP growth is a ceiling on long-term earnings growth exist

outside of academia?

Yes, valuation analysts carefully consider the long-run growth rates used to value assets
very carefully because using an incorrect growth estimate will lead to incorrectly valuing
an asset. Institutions directly involved in asset valuation and asset management that apply
valuation models to analyze potential acquisition and merger transactions recognize that
estimates of firm-specific growth are a driver to the value of an asset; overstating growth
would cause a model to overestimate the value of the asset, which would result in an
economic loss to the investor. These experts also warn of a ceiling to earnings growth rates

as being no more than that of broad economic growth.
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“Growth rate: Few companies can be expected to grow faster than the
economy for long periods. The best estimate is probably the expected long-
term rate of consumption growth for the industry’s products, plus inflation.”
(\Valuation: Measuring and Managing the Value of Companies, Tim Koller,
Mark Goedhart, and David Wessels, McKinsey & Co; 4" ed, p. 275.)

The following quote from J.P. Morgan Asset Management (JPMAM) addresses the macro
or economy-wide measures of profits, and it is consistent with the firm-specific view
expressed by asset valuation experts in that analysts must be aware of the forecasted growth
rates applied in valuation models and how those growth forecasts comport with broad

measures of forecasted economic growth.

“One common mistake is to assume that earnings and dividends received by
investors can grow in line with—or even in excess of—overall economic
growth (GDP) in perpetuity. Granted, it is almost a truism that aggregate
earnings must grow at the same pace as the overall economy in the very long
run; otherwise, profits would eventually outstrip the size of the entire
economy or dwindle to an insignificant share of it. But not all of this
earnings growth accrues to existing shareholders. On the contrary, a large
portion of economic growth comes from the birth of new enterprises. Some
commentators suggest (for example, Bernstein and Arnott, 2003; Cornell,
2010) that new enterprises account for more than half of GDP growth in the
U.S., while in some rapidly developing economies new enterprises may
account for the lion’s share of overall economic growth.”>!

Peter L. Bernstein and Robert D. Arnott, referenced in the quote, have both published in
peer-reviewed academic journals and books on investment strategy, as well as building
careers in the field of asset management and investment strategy. Their research suggests
that relying on GDP as the long-run growth estimate could actually be overly optimistic.

Research by Bernstein and Arnott warns practitioners that a portion of nGDP growth is

51 Long-term Capital Market Return Assumptions: 2015 Estimates and Thinking Behind the Numbers, J.P. Morgan
Asset Management, p. 25, https://am.jpmorgan.com/us/institutional/ltcmra
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created by new enterprises and that portion of nGDP growth does not contribute to the

earnings growth of existing enterprises.

Q. Do you believe this evidence justifies incorporating long-run nGDP growth forecasts

into cost of equity analyses of utility companies?

A. Yes, because we have to ascertain the discount rate investors apply to the future cash flows
from an investment in these utilities. Therefore, the Commission should emulate investors’
analytical practices as closely as possible to determine investors’ discount rate or required
return. As noted above, investment professionals include a long-run growth forecast for the
general economy (in addition to company-specific short-run growth estimates) when
applying the DCF and capital asset pricing model, and that measure of macro-economic

growth serves as the upper bounds of a firm-specific analysis. Therefore, the Commission

should consider the same information when estimating a utility’s required return.

Q. How did you estimate long-run nominal GDP growth?

A. I averaged the long-run nGDP forecasts of the Energy Information Agency (EIA) and the
Social Security Administration (SSA). The average of these two forecasts composes the
long-run growth estimate in the DCF analysis. The nGDP growth forecasts published by

EIA and SSA are the same sources that | have relied on over the past decade. FERC also

uses these two sources for nGDP estimates.

52 Earnings Growth: The Two Percent Dilution, William J. Bernstein and Robert D. Arnot, Financial Analysts
Journal, September/October 2003, pp 47-55.
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Nominal GDP Estimates

Energy Information Agency (EIA) 2015 - 2050 4.18%

Social Security Administration (SSA)
OADSI Trustees Report 2017 - 2095 4.38%
Average 4.28%

Sources:
EIA Annual Energy Outlook 2018, Table B4

Forecasted Nominal GDP, 2018, OADSI Trustees Report Office
of the Chief Actuary, Table VV.B1.—Principal Economic Assumptions
Table V.B2.—Additional Economic Factors

Q. Are these two the only two sources for long-run GDP forecasts?

A. There are other source shown in the table and they are wholly consistent with the EIA and

SSA forecasts.

Additional GDP Estimates

Exxon-Mobile 2018 Outlook for Energy 2016 - 2040
2.2% Real GDP + 2.2 GDP Deflator from SSA 4.40%

Congressional Budget Office Nominal GDP Forecast 4.50%

Federal Reserve Open Market Committee Long-run Forecast
2.0% Real GDP + 2.0 PCE Inflation 4.00%
Sources:

ExxonMobile 2018 Outlook for Energy: A View to 2040, p. 60

An Update to the Economic Outlook: 2018-2028,
Congressional Budget Office, August 2018

Economic Projections of Ferderal Reserve Board Members
& Bank Presidents Under Their Individual Assessment
of Projected Appropriate Monetary Policy, June 2018
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Q. How did you arrive at a growth rate for each proxy company?

A. The growth rate is the average of the short-term growth rates® and the long-run forecast of
nGDP of 4.28%°. The following table summarizes all of the observed growth forecasts,
both historical and forecasted. My analysis is based on the forecasted growth rates. The

historical data is shown to provide a comparative perspective.

Growth Rate Summary
19-EPDE-223-RTS

1 2 3 4 5 6 7 8 9 10 11 12

Value-Line Historic Data Forecasted Growth Rates DCF
Earnings Growth Dividend Growth Value Line IBES Zacks  FactSet Short-run/Long-terr Growth

10 Year 5Year 10 Year 5 Year EPS DPS EPS EPS EPS  Average | nGDP Rate
Allete Inc. ALE 1.00% 4.00% 3.00%  3.00%| 5.00% 500% 6.00% 7.20% 7.00% 6.04%| 4.28% 5.16%
Alliant Energy Corp. LNT 450% 450% 7.50%  7.00%| 6.50% 6.00% 7.25% 6.00% 6.22%  6.39%| 4.28% 5.34%
Ameren Corp. AEE 0.50%  4.50% -350%  250%| 6.50% 6.00% 7.70% 6.80% 6.64% 6.73%| 4.28%  5.50%
Am. Electric Power Co. Inc ~ AEP 3.00% 5.00% 450% 5.00%| 4.00% 6.00% 557% 570% 591% 544%| 4.28% 4.86%
AVANGRID Inc. AGR na na na na 1200% 550% 9.20% 7.70% 7.51%  838%| 4.28% 6.33%
CMS Energy Corp. CMS 10.00%  7.00% 2150%  7.00%| 7.00% 7.00% 6.89% 6.40% 6.62% 6.78%| 4.28% 553%
Duke Energy Corp. DUK 250%  0.50% 10.00%  250%| 550%  4.00% 450% 500% 493% 4.79%| 4.28% 4.53%
El Paso Electric Co. EE 6.50% na na 18.00%| 3.00%  7.00% 510% 4.10% 5.05%  4.85%| 4.28% 457%
IDACORP Inc. IDA 7.50% 450%  5.50% 10.50%| 4.50%  6.50%  2.60% 3.90% 3.98%  4.30%| 4.28% 4.29%
MGE Energy Inc. MGEE 4.50% 3.50% 3.00% 4.00% 7.50% 4.50% 4.00% na na 5.33% 4.28% 4.81%
NextEra Energy Inc. NEE 750% 550% 850%  9.50%| 9.00% 10.00% 7.46% 7.70% 7.81%  839%| 4.28% 6.34%
NorthWestern Corp. NWE 8.00%  7.00% 5.50%  7.00%| 250% @ 450% @ 2.74% 250% @ 2.45% = 2.94%| 4.28% 3.61%
OGE Energy Corp. OGE 400% 1.00% 6.50% 9.50%| 650% @ 7.50% -2.80% 4.80% 531% @ 4.26%| 4.28% 4.27%
Pinnacle West Capital Corp. PNW 400% 5.00% 250% 250%| 6.00% @ 6.00% 456% 500% 528% 537%| 4.28% 4.82%
PNM Resources Inc. PNM 2.00% 850% 0.50% 11.50%| 7.50%  7.00%  4.10% 4.80% 513% 571%| 4.28% 4.99%
Portland General Electric Co. POR 4.00% 3.50% 9.00% 3.50%| 4.00% 6.00% 4.90% 4.10% 4.60% 4.72%| 4.28% 4.50%
Southern Co. SO 3.00% 3.00% 4.00% 3.50%| 350% 3.00% 2.16% 450% 4.17% 3.47%| 4.28% 3.87%
WEC Energy Group WEC 850%  6.00% 15.50% 11.00%| 6.00%  6.00%  459% 4.40% 587% 537%| 4.28% 4.83%
Xcel Energy Inc. XEL 550% 5.00%  4.50% 5.50%| 5.50% 550% 6.60% 5.90% 5.88% 588%| 4.28% 5.08%
Min  050% 050% -350% 250%| 250% 3.00% -2.80% 250% 2.45% = 2.94% 3.61%
Max 10.00%  850% 2150% 18.00%| 12.00% 10.00% 9.20% 7.70% 7.81%  8.39% 6.34%
Mean  4.81% 459% 6.35% 6.83%| 589% 595% 490% 536% 558% 5.53% 4.91%

Columns: 1) - 6) Historic 5 & 10 Year & Forecasted growth rates as reported by Value-Line
7) 5-year forecasted annual earnings per share growth rate. Consensus forecasts gatherd by Thomson-Reuters (aka I/B/E/S)
and reported at YahooFinance on March 29, 2019
8) Long-term forecasted annual earnings per share growth rate. Consensus forecasts gathered by FactSet and reported
at S&P Global Market Intelligence (fka: SNL Financial) on March 29, 2019
9) 5-year forecasted annual earnings per share growth rate. Consensus forecasts gathered by Zack's Investments
gathered on March 29, 2019
10) Awerage of 3 to 5-year forecasted annual growth rates (colunms 5 through 9).
Long-term forecasted nominal GDP growth rate. Average of long-term forecasts by the U.S. Energy Information Agency and
11) Social Security Administration Office of the Chief Actuary. SSA-OADSI 2018 Trustee Report
12) Awerage of short-term and long-term growth rates applied in DCF analysis.

53 For each proxy company, | gathered three short-run, three to five-year growth forecasts for earnings and dividend
from Value-Line Investment Survey; as well as analysts’ earnings growth projections by Thomson Financial
Network (I/B/E/S) reported by YahooFinance. 1/B/E/S aggregates analysts’ earnings forecasts and reports the mean
of those estimates. FactSet is a service similar to I/B/E/S in that it aggregates analysts’ forecasts and publishes the
mean and median of estimates. FactSet data was obtained through S&P Global Market Intelligence.

%4 See tables of nominal GDP estimates on previous page.

64



10

11

12

13

14

15

16

17

18

Direct Testimony of Adam H. Gatewood Docket No. 19-EPDE-223-RTS

Q.

How is the long-run nGDP forecast applied in your DCF analysis?

The long-run nGDP growth forecast of 4.28% is averaged with the short-run growth
forecasts. In my DCF analysis, | give equal weight to short-run and long-run growth
forecasts. The weighting is certainly debatable because we cannot know precisely how
investors weight the two forecast horizons. At FERC, in both natural gas pipeline and
electric transmission rate cases, the short-run growth is afforded a two-thirds weighting and
the nGDP forecast a one-third weighting. Whatever the weighting an analyst applies
between the short-term and long-term growth forecasts, the analysis needs to be constructed
in a manner that distinguishes between the growth potential of each time horizon. Mr.
Magee’s analysis failed to include any long-run growth forecast, his growth estmates are

limited 3 to 5 years.

What are your observations of the short-run growth forecasts?

The average of the short-run growth forecasts for the proxy group is 5.53% with a range of

2.94% to 8.39%.

DCF Results

A

Q.

Please discuss the results of your DCF analysis.

The results of my DCF analysis appear in the following table. As | have set out the
foundations for the DCF analysis in the previous pages, in this section, | will discuss the

specific information that I relied on for the DCF model and interpret the results.
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Discounted Cash Flow (DCF) Analysis
19-EPDE-223-RTS
1 2 3 4 5
Dividend Yields Growth DCF Estimated
Max. Min. Rate Required Return

Allete Inc. ALE 3.49% 2.92% 5.16% 8.08% 8.65%
Alliant Energy Corp. LNT 3.92% 3.13% 5.34% 8.47% 9.26%
Ameren Corp. AEE 3.74% 2.75% 5.50% 8.25% 9.25%
American Electric Power Co. Inc AEP 4.59% 3.34% 4.86% 8.20% 9.45%
AVANGRID Inc. AGR 4.10% 3.45% 6.33% 9.78%  10.43%
CMS Energy Corp. CMS 3.86% 2.91% 5.53% 8.44% 9.39%
Duke Energy Corp. DUK 5.48% 4.30% 4.53% 8.83% 10.01%
El Paso Electric Co. EE 3.39% 2.53% 4.57% 7.09% 7.95%
IDACORP Inc. IDA 3.21% 2.66% 4.29% 6.95% 7.50%
MGE Energy Inc. MGEE 2.62% 2.10% 4.81% 6.91% 7.43%
NextEra Energy Inc. NEE 3.64% 2.89% 6.34% 9.23% 9.98%
NorthWestern Corp. NWE 4.66% 3.35% 3.61% 6.96% 8.27%
OGE Energy Corp. OGE 5.24% 3.77% 4.27% 8.04% 9.51%
Pinnacle West Capital Corp. PNW 4.39% 3.31% 4.82% 8.14% 9.21%
PNM Resources Inc. PNM 3.61% 2.63% 4.99% 7.63% 8.61%
Portland General Electric Co. POR 4.11% 3.06% 4.50% 7.56% 8.61%
Southern Co. SO 5.99% 4.82% 3.87% 8.70% 9.86%
WEC Energy Group WEC 4.27% 3.12% 4.83% 7.95% 9.10%
Xcel Energy Inc. XEL 4.02% 2.94% 5.08% 8.01% 9.10%

Average of each column 4.12% 3.16% 4.91% 8.06% 9.03%

Average of all observations 8.55%

1) Dividend divided by maximum price observed from April 1, 2018, through April 2, 2019
2) Dividend divided by minimum price observed April 1, 2018, through April 2, 2019
3) Forecasted long-run growth rate
4) Low-end estimate = col 1 + col 3
5) High-end estimate = col 2 + col 3

Pricing data was gathered from YahooFinance for each of the proxy companies from the
time period of April 1, 2018, through April 2, 2019, on a weekly basis. The low dividend
yield is computed using the projected 2020 dividend divided by the average of the weekly

high prices while the high dividend yield is computed using the average weekly low prices.

Q. What are the results of your DCF analysis?

A. My DCF analysis indicates an ROE ranging from 8.06% to 9.03% with an average of 8.55%
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Internal Rate of Return (IRR) Analysis

Q.

Please discuss the internal rate of return (IRR) analysis that you performed.

An IRR analysis of an investment is a form of a discounted cash flow analysis, only with a
more complex equation than the Gordon Growth Model that we applied in the previous
section. In the IRR analysis, we are able to apply the five-year growth forecasts to only the
intended next five years of dividends, with the remaining years growing at the long-run
nGDP forecasted growth rate. In the age of spreadsheets, the IRR equation is not that much
harder to manage than the basic dividend yield plus growth DCF model and, as the IRR
model allows us to apply the growth forecasts to their respective forecast periods. The IRR
model provides important information to policy makers because it recognizes the respective
time spans of both the short-run (three to five-year earnings growth) and long-run (nGDP
growth rate) forecasts. The full output of the IRR calculations appears in Schedule AHG-

4; the following table summarizes the results.
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Internal Rate of Return (IRR)
19-EPDE-223-RTS

Allete Inc. 7.73%
Alliant Energy Corp. 8.07%
Ameren Corp. 7.80%
American Electric Power Co. Inc 8.48%
AVANGRID Inc. 8.60%
CMS Energy Corp. 7.95%
Duke Energy Corp. 9.33%
El Paso Electric Co. 7.28%
IDACORP Inc. 7.22%
MGE Energy Inc. 6.71%
NextEra Energy Inc. 8.04%
NorthWestern Corp. 8.28%
OGE Energy Corp. 8.86%
Pinnacle West Capital Corp. 8.38%
PNM Resources Inc. 7.60%
Portland General Electric Co. 7.97%
Southern Co. 9.94%
WEC Energy Group 8.17%
Xcel Energy Inc. 8.00%
Mean 8.13%

Min 6.71%

Max 9.94%

In the IRR model, short-term growth forecasts are given much less weight than in the DCF
analysis; five years of a several hundred year time horizon or five percent as opposed to a
weighting of 50 percent that | applied in the two-stage DCF model. As a result of the greater
weighting of the long-term growth estimate, the average for the proxy group in the IRR
analysis is 42 basis points lower than the two-stage DCF results. In this instance, as is
usually the case with public utilities, there is not a wide difference between the short-term
growth rates and long-term nGDP growth. Therefore, the difference in weighting of the
two growth rates between the DCF and IRR analyses does not cause a large difference in

results.
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Staff’s Capital Asset Pricing Model (CAPM) Analysis

Q. Would you please describe the capital asset pricing model (CAPM)?

A. The CAPM offers an explanation of the positive relationship between risk and ROR
required by investors.® It is appealing to regulators because it meets the legal standards |
discussed above, as it can be structured to incorporate current data from the financial

markets and the unique risks of the utility in question.

Ke = Rf + Beta (Rm - Rf) or

Ke = Rf + Beta (Rp)

Where:
Ke = required return on equity
Rf = return on a risk-free security
Rm = an expected return from the market as a whole
Rp = risk premium available to investors through purchasing common stocks instead of risk-

free securities often calculated as Rm - Rf

Beta = volatility of the security’s or portfolio’s return relative to the volatility of the market’s
return with the market beta equal to 1.0

Rf

The Rf estimate is the interest rate investors believe represents a riskless return. Although
it is a simple concept, the answer is not universally agreed upon. It is widely accepted that

a debt instrument issued by the U.S. Government is a risk-free instrument. An investment

%5 The theoretical support for the CAPM is the work done by Harry Markowitz (“Portfolio Selection,” Journal of
Finance, March, 1952). W.F. Sharpe added the concept of a risk-free rate of return to the Markowitz model (“A
Simplified Model of Portfolio Analysis,” Management Science, January, 1963).
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in U.S. Treasury Bonds is a risk-free investment, if the investor plans to hold it until
maturity. The risk-free instrument chosen will have an effect on the results of the CAPM

analysis. Whichever instrument is selected, it should be used consistently in the equation.

Beta

The beta coefficient measures the volatility of the return earned by the utility’s stock relative
to the volatility of the returns earned by the broader equity market. The broad equity market
is frequently measured using the S&P 500 Index. This measure provides a look at the risk
and volatility of a stock relative to other investments. A stock with a beta of 1 is equally as
volatile as the market as a whole. A stock with a beta of 0.5 is half as volatile as the market.
Value-Line reports that the proxy group has a beta coefficient of 0.58 with a range of 0.40

to 0.85.

Rm

Rm is the expected return on the stock market as measured by a broad market index such
as the S&P 500. This represents the total return consisting of the price change of the index

plus dividends earned for the year.

Rp

The risk premium is the difference between investors’ expected return from the stock
market and their expected return from the risk-free investment over the same time period.
The risk premium is written as Rm-Rf. The market return and the risk-free return should

be taken from the same time period so as to accurately measure the additional return
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required by investors to take on the risk of common stocks over the risk-free investment

over that forecasted or historic time period.

Why do you incorporate a CAPM analysis in your evaluation of Empire’s cost of

equity?

A CAPM analysis, just like the DCF analysis, provides an estimate of investors’ required.

Please discuss your CAPM analysis.

I took two distinct approaches to the CAPM analysis that are commonly found in both cost
of capital studies in regulatory and asset-valuation arenas. | performed one analysis using
purely historic measures of returns from the stock and bond markets. The second analysis
incorporates forecasted returns on debt and equity capital. The results are very different
with the two approaches because historic returns on equity capital are drastically higher,
12.10%, compared to forecasted returns of 6.76% to 8.00%; reflecting the overwhelming
evidence that expectations for future returns on debt and equity investments are much lower

than those experienced by investors over the past century.

Both forms of my CAPM analysis incorporate the high and low beta coefficients observed
in the proxy group and the proxy group average beta of 0.58. This average beta of the proxy
group is about 58% of that exhibited by the broad equity market, clearly indicating that
public utility companies like Empire and the proxy group are less volatile (and less risky)

than the broad stock market, and investors expect a correspondingly lower return.
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Proxy Group Beta Coefficients

Allete Inc. ALE 0.65
Alliant Energy Corp. LNT 0.65
Ameren Corp. AEE 0.60
American Electric Power Co. Inc AEP 0.55
AVANGRID Inc. AGR 0.40
CMS Energy Corp. CMS 0.55
Duke Energy Corp. DUK 0.50
El Paso Electric Co. EE 0.65
IDACORP Inc. IDA 0.55
MGE Energy Inc. MGEE 0.60
NextEra Energy Inc. NEE 0.60
NorthWestern Corp. NWE 0.55
OGE Energy Corp. OGE 0.85
Pinnacle West Capital Corp. PNW 0.55
PNM Resources Inc. PNM 0.65
Portland General Electric Co. POR 0.60
Southern Co. SO 0.50
WEC Energy Group WEC 0.55
Xcel Energy Inc. XEL 0.50
Value-Line Investment Survey Mean 0.58

Min 0.40

Max 0.85

Q. Please describe your forecasted CAPM analyses.
A For the forecasted CAPM analyses | obtained forecasts of long-run returns for common

equity and U.S. Treasury Bonds from two distinct sources; J.P. Morgan Asset Management
(JPMAM) and BlackRock Investments (BlackRock). Combined, these two asset
management companies oversee more than $8.5 trillion dollars with individual and
institutional clients worldwide. Thus, it is reasonable assume their published forecasts
influence the expectations of investors beyond just their own client base. JPMAM and
BlackRock each annually publish annually their views of long-run (more than 15 years)

returns available of numerous asset classes. Their respective forecasts are not identical, and
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taken together they provide a range for long-run returns on asset classes by the largest asset

management companies.

Q. How is JPMAM data is applied to the CAPM analysis?

A. For this CAPM analysis we are interested in their forecasted returns on common stock in
the U.S. and U.S. Treasury Bonds published by JPMAM to establish the expected return for
the market. JPMAM publishes 10 to 15-year forecasts of expected returns on dozens of
investment asset classes in its annual publication, the Long Term Capital Market Return
Assumptions (LTCMRA).*® JPMAM forecasts an annual return on common stocks of
6.76%. The JPMAM’s forecasted returns on common stocks has declined over the past two
years; generally a product of the increase in stock prices. Following the calculations and
inputs through the CAPM equation in line 2 of the following table, the forecasted return on
a risk-free investment, 10-Year U.S. Treasury Bonds, is subtracted from the expected return
on common stocks resulting in a risk premium of 3.45%. This risk premium is the additional
return necessary to induce investors to take on the added risk associated with common
stocks over the risk-free investment. The beta coefficient is applied to the risk premium to
ascertain how much of a risk premium is necessary for investors to take on risks of investing

in utility stocks as opposed to the risk free U.S. Treasury Bond.

% J.P. Morgan Asset Management, Long-term Capital Market Return Assumptions, 2019 Edition, J.P. Morgan Asset
Management (published October of 2018).
WWWw.jpmorganinstitutional.com/pages/jpmorgan/am/ia/research_and_publications/long-term_capital _market
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Capital Asset Pricing Model -- Forecasted Risk Premium
Using Forecasted Market Returns & Treasury Bond Yields
19-EPDE-223-RTS

Low Beta High Beta Avg Beta

1) Forecasted Returns on Common Stocks 6.76% 6.76% 6.76%
2) Forecasted Total Return on 10-Year T-Bonds - 3.31% 3.31% 3.31%
3) Resulting Risk Premium 3.45% 3.45% 3.45%
4) Beta Coefficient X 0.40 0.85 0.58

5) Risk Premium 1.38% 2.94% 2.01%
6) Forecasted Yield on 10-Year T-Bonds + 3.25% 3.25% 3.25%
7) For Cost of Equity 4.63% 6.19% 5.26%

1) Forecasted 10 to 15-year annual arithmetic return on stocks
J.P. Morgan Asset Management, 2019 Edition.
2) Forecasted 10 to 15-year annual arithmetic return on intermediate term
U.S. Government bonds by J.P. Morgan Asset Management, 2019 Edition.
3) Resulting risk premium (1-2).
4) Beta coefficient range of proxy group reported by Value-Line.
5) Row 3 x Row 4 = asset specific risk premium.
6) Forecasted yield on 10-Year U.S. Treasury bonds forecasted by
J.P. Morgan Asset Management, 2019 Edition (page 57).
7) Forecasted cost of equity capital row 5 + row 6.

Sources:
J.P. Morgan Asset Management, Long-term Capital Market Return Assumptions,
2019 Edition, J.P. Morgan Asset Management (published October of 2018).

The expected risk-free yield of 3.25% forecasted by JPMAM is added to the beta specific
risk premium to arrive at the cost of equity for the given beta coefficients of 0.40 to 0.85.
These results appear low by historic measures of the past 40 years. The results are in line
with the returns offered on other investments in the current capital markets. For instance,

investors in Applicants’ long-term Baa public utility bonds are purchasing bonds with the
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expectation for returns of 4.59%.%’

As you can see in the next table, a CAPM analysis that incorporates BlackRock’s long-term

return projections are higher than those published by JPMAM.

Capital Asset Pricing Model -- Forecasted Risk Premium
Forecasted Market Returns & Treasury Bond Yields
by BlackRock Investments

19-EPDE-223-RTS

Low Beta High Beta Avg Beta

1) Forecasted Returns on Common Stocks 7.70% 7.70% 7.70%
2) Forecasted Total Return on 10+ Year U.S. T-Bonds - 2.80% 2.80% 2.80%
3) Equity Risk Premium 4.90% 4.90% 4.90%
4) Beta Coefficients of Proxy Group X 0.40 0.85 0.58

5) Beta Adjusted Risk Premium 1.96% 4.17% 2.85%
6) Forecasted Yield on 10-Year T-Bonds + 3.40% 3.40% 3.40%
7) Cost of Equity 5.36% 7.57% 6.25%

1) Forecasted 25-year annual geometeric returns on U.S. common stocks
(average of large and small capitalization)
2) Forecasted 25-year annual geometeric return on intermediate term Treasury bonds
3) Resulting risk premium (1-2)
4) Beta coefficient range of proxy group reported by Value-Line.
5) Proxy Group risks premium
6) Forecasted yield on 10-Year U.S. Treasury bonds published in Survey
of Professional Forecasters (Federal Reserve Bank of Philadelphia)
7) Forecasted cost of equity capital row 5 + row 6.

Sources:

https://www.blackrockblog.com/blackrock-capital-markets-assumptions/

https://www.philadelphiafed.org/research-and-data/real-time-
center/survey-of-professional-forecasters/2018/survg118

" Yield on BBB/Baa rated public utility bonds reported by Value-Line Investment Survey: Selection and Opinion
Section. Average yield reported during pricing period for Staff’s analysis.
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Q.

What is the third source of data used in the forward looking CAPM analyses?

I relied on data published by Duff & Phelps, a global financial services company. Specific
to cost of capital estimation, Duff & Phelps provides forward looking estimates of an equity
risk premium (ERP) and a risk-free return. Just as in the previous CAPM equations, the
ERP plus the risk-free return equate to the expected return on common stocks. The beta
coefficient of the particular asset (in this case the proxy group) is to the ERP, and the product

added to the risk-free rate of return. As capital markets change, Duff & Phelps changes its

ERP and risk-free return estimates.

19-EPDE-223-RTS

Capital Asset Pricing Model -- Duff & Phleps' Forecasted Risk Premium
Using Forecasted Market Returns & Treasury Bond Yields

Low Beta High Beta Avg Beta

1) Duff & Phelps U.S. ERP 5.50% 5.50% 5.50%
2) Beta Coefficient X 0.40 0.85 0.58

3) Proxy Group Risk Premium 2.20% 4.68% 3.20%
4) Duff & Phelps U.S. Risk-Free Rate of Return + 3.50% 3.50% 3.50%
5) Proxy Group Cost of Equity 5.70% 8.18% 6.70%

2) Beta coefficient range of proxy group reported by Value-Line.
3) Resulting risk premium for proxy group (1-2).

5) Forecasted Cost of Equity Range for Proxy Group

1) Duff & Phelps U.S. Equity Risk Premium (effective December 31, 2018)

4) Duff & Phelps U.S. Risk-Free Rate of Return (affirmed December 31, 2018)

Sources:

February 19, 2019; Duff & Phelps
https://www.duffandphelps.com

Valuation Insights, First Quarter 2019, U.S. Equity Premium Recommendation;

These three capital asset pricing models vary with respect to the precise return each
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projects that is demanded by investors going forward. The models from all three of these
sources projects that returns on equity capital in the future will be lower than the historic
returns. Their view of lower returns is virtually universally accepted across the

investment banking and asset management industry.

Q. Does the historic CAPM corroborate the findings of your forecasted CAPM analyses?

A No, the cost of equity or expected returns calculated using purely historical data are

significantly greater than found with the three scenarios using forecasted return. Again, this
finding is not a surprise and it highlights the nearly universal acceptance that returns going
forward are not going to be a repeat of the past. For the historical CAPM 1 relied on data
of returns earned from 1926 through 2017. The process is the same as that applied in the

Forecasted CAPM.
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Capital Asset Pricing Model -- Historic Risk Premium
Based on Historic Risk Premiums from 1926 to 2017
19-EPDE-223-RTS

Average
Low Beta HighBeta Beta

1) Total Returns on Common Stocks 12.10%  12.10% 12.10%
2) Total Return on Government Bonds - 5.20% 5.20% 5.20%
3) Resulting Risk Premium 6.90% 6.90% 6.90%
4) Beta Coefficient X 0.40 0.85 0.58
5) Risk Premium 2.76% 5.87% 4.01%
6) Historic Yield on Government Bonds + 4.38% 438%  4.38%
7) Forecasted Cost of Equity Based on Historic Returns 7.14% 10.24%  8.39%

1) Historic returns on common stocks 1926-2017 (SBBI; Exhibit 2-3)

2) Historic returns on intermediate-term government bonds 1926-2017

3) Resulting risk premium (1-2)

4) Beta coefficient of the proxy group (Reported by Value-Line)

5) Row 3 x Row 4 = Asset Specific Risk Premium

6) Historic year-end yield on intermediate-term government bonds 1926-2017
7) Forecasted cost of equity capital, row 5 + row 6

Sources:
Ibbotson SBBI: 2018 Classic Yearbook (Duff & Phelps) & Value-Line Investment Survey.

If we rely on purely historic data, we have to assume that certain trends observed in the past
80 years will continue in the future. Most notably, we would be assuming that the returns
observed on common stocks from decades past will continue in the future, which of course
assumes this historical data accurately measures the past returns. There is strong evidence
that these frequently-quoted returns do not present a complete picture of historic returns.®
The simple step of beginning the measurement period in 1926 brings questions as to whether

the time period represents all of the modern-era securities trading. Whether or not 1926 is

%8 McQuarrie, Edward F, “The Myth of 1926: How Much Do We Know Long-Term Returns on U.S. Stocks?” The
Journal of Investing; Winter 2009, p. 96.
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the best point in time to begin measuring historic returns, these historic returns are widely
reported and frequently referred to in discussions of the capital markets and potential
returns. There are well regarded financial publications that focus solely on this type of
historic data and how to apply it in cost of capital studies. Thus, measurements from this
time period likely influence expectations despite warnings that surround historic economic
growth rates and market returns. | have to agree that the historic data is often cited and is
part of the cost of capital universe, but I believe it has significant limitations and policy

makers should give it only light consideration in their final decision.

Would you please summarize your recommendation?

Staff recommends the Commission grant Empire an allowed return on equity of 9.30% and
an allowed rate of return of 7.08%. This return is consistent with recent Commission

decisions and is supported by data present in the current capital markets.

Does that conclude your testimony?

Yes, thank you.
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1 2 3 4 5 6 7 8
Positive [
Vertically Dividend Merger Bond Ratings Electric Ops % of Total
Company Integrated History Asset Sale S&P Moodys Revenues Assets Notes
Allete Inc (ALE) Yes Yes No BBB+ A3 71% 76%
Alliant Energy Corp (LNT) Yes Yes No A- Baal 87% 85%
Ameren Corp (AEE) Yes Yes No BBB+ Baal 82% 54% 57.3% Rev % assets are Mo.AEE specific; Il divested gen, Ill rev are dist. & trans.
Am. Electric Power Co. Inc (AEP) Yes Yes No A- Baal 88%
AVANGRID Inc. (AGR) Yes Yes No BBB+ Baal 83%
Avista-Corp-(AVA) Yes Yes YES BBB Baa2 61% 66% | Hydo-One Acquistion
Black-Hills Corp(BKH) Yes Yes No BBB+ Baa2 41% 42%
CenterPoint-Energy-1ne(CNP) No Yes No BBB+ Baa2 31% 27% | of revenues from regulated nat. gas distr.
CMS Energy Corp (CMS) Yes Yes No BBB+ Baal 66% 57% 34% of rev from reg. nat gas distr
Conselidated-Edisen-ne(ED) No Yes No A- Baal 76% NY restructuring sold off generation assets
Dominion-Energy-(D) Yes Yes YES BBB+ Baa2 71% Acquired SCANA--January 2019
DTE Energy-CoA(BDTE} Yes Yes No BBB+ Baal 53% 63% 39% of revenues from energy trading
Duke Energy Corp (DUK) Yes Yes No A- Baal 90%
Edison-International (EEX) Wildfire risk cited by S&P
El Paso Electric Co. (EE) Yes Yes No BBB Baal 100% 100%
Entergy-CorpA{ETR) Yes Yes YES BBB+ Baa2 85% 92% | In the process of selling unregulated nuclear plants
Evergy-—lne(EVRG) Yes Yes No A- Baa2 100% 100% No Value-Line Estimates
Eversource Energy(ES) No/Yes(NH) Yes No A+ Baal 88% Outlier credit rating
Exelon-Corp(EXC) No Yes No BBB Baa2 47% predominately unintegrated operations; revenues are "rate regulated reveenues"
FirstEnergy-Corp-—(FE) Yes (5)/No (5) Yes YES BBB Baa3 87% sale of nuclear plants 10/18, Bankruptcy of FES 3/18; as of 1/19 only regulated ops remain; 5 of 10
H } - Yes Yes No BBB- 88% Not interconnected
IDACORRP Inc. (IDA) Yes Yes No BBB Baal 100%
MGE Energy Inc. (MGEE) Yes Yes No AA- Al 2% 60%
NextEra Energy Inc. (NEE) Yes Yes No A- Baal 71% 59% | Acquired Gulf Pwr from SO for $5.1b January 2019; less than 6% of EV
NorthWestern Corp. (NWE) Yes Yes No BBB A3 7% 80%
OGE Energy Corp (OGE) Yes Yes No BBB+ Baal 100%
Otter Fail-Corp(OTTR) Yes Yes No BBB Baa2 49% 84% Plastics
Pacific Gas-and-Elect Co(PCG) Wildfire risk cited by S&P
Pinnacle West Capital Corp. (PNW) Yes Yes No A- A3 100%
PNM Resources Inc. (PNM) Yes Yes No BBB+ Baa3 100%
Portland General Electric Co. (POR) Yes Yes No BBB+ A3 100%
PPL-Corp—(PPL) ves-KY/No-P/ Yes No A- Baa2 71% 63% | 30% of rev from British utility business; FX risk; Brexit Risk
Pub-Serv-Entprise- Grp-(PEG) NO Yes No BBB+ Baal 95%
Sempra Energy {SRE) Wildfire risk cited by S&P
Southern Co. (SO) Yes Yes No A- Baa2 65% sold gas and electric utilitities in FL, sold gas generation units; only 6% of EV
WEC Energy Group (WEC) Yes Yes No A- Baal 99%
Xcel Energy Inc. (XEL) Yes Yes No A- A3 84%

1) U.S. Electric utilities followed by Value-Line Investment Survey

5) S&P and Moody's credit rating (LTR) data from S&P Global Market Intelligence

2) Vertically integrated (generation, transmission & distribution)

6) Revenues from regulated electric operations (2018 10-K & S&P) \

3) Stable dividends

7) Assets of regulated electric operations (S&P Global Market Intelligence)

4) No merger, acquistion, or sale of assets (Value-Line & S&P Global)

8) Notes
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2820 | 2643| 3312| 3330 3623 | 3692 2987 | 31.77 | 31.04 | 2814 | 24.06 | 2495 | 2513 | 25.04 | 2546 | 25.73 | 26.35| 27.15 |Revenues per sh 29.75

6.29 557 610| 6.02| 676| 644| 6.06| 633 5.87 5.87 5.25 577 | 6.08 | 659 6.80 7.64 7.95| 8.45|“Cash Flow” per sh 10.25
314 | 282| 313| 266| 298| 28| 278| 277 247 | 241 210 | 240 | 238 | 268 2,17 3.32 3.30 | 3.50 |Earnings per sh A 425
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2673 | 29.71| 31.09| 31.86| 3241 | 3280| 33.08| 3215 | 3264 | 27.27 | 2697 | 2767 | 2863 | 29.27 | 2961 | 3121 | 32.95| 34.75 |Book Value per sh © 40.25
162.90 | 195.20 | 204.70 | 206.60 | 208.30 | 212.30 | 237.40 | 240.40 | 242.60 | 242.63 | 242.63 | 242.63 | 242.63 | 242.63 | 242.63 | 244.50 | 246.50 | 248.50 |Common Shs Outst'g O | 253.00
13.5 16.3 16.7 19.4 174 14.2 9.3 9.7 11.9 13.4 16.5 16.7 175 18.3 20.6 18.3 | Bold figyres are |Avg Ann’l PJE Ratio 15.0
77 .86 89 1.05 92 85 62 62 .75 85 93 88 88 .96 1.04 .99 Value|Line Relative P/E Ratio .85
6.0% | 55%| 49%| 49% | 49% | 62% | 6.0% | 58% | 53% | 50% | 46% | 40% | 40% | 35% | 31% | 30% | P |AvgAnwIDivid Yield 4.0%

CAPITAL STRUCTURE as of 12/31/18 7090.0 | 7638.0 | 7531.0 | 6828.0 | 5838.0 | 6053.0 | 6098.0 | 6076.0 | 6177.0 | 6291.0 | 6500 | 6750 |Revenues ($mill) 7500

Total Debt $9036 mill. Due in 5 Yrs $2372 mill. 624.0 | 669.0 | 6020 | 589.0 | 5180 | 593.0 | 585.0 | 659.0 | 683.0 | 821.0 | 820 | 880 |NetProfit ($mill) 1080

(LLTT?:t‘;‘rf;se5a9”:2'('j'; 4Ox)LT Interest $377 mil. 34.7% | 36.8% | 37.3% | 36.9% | 37.5% | 369% | 38.3% | 36.7% | 38.2% | 224% | 19.0% | 19.0% |Income Tax Rate 19.0%

Leases, Uncapitalized Annual rentals $10 mill. 58% | 78% | 56% | 64% | 7.1% | 57% | 51% | 41% | 35% | 44% | 4.0% | 3.0% AFUDC %toNetProfit | 3.0%

Pension Assets-12/18 $3899 mill. 49.7% | 48.2% | 45.3% | 49.5% | 45.2% | 47.2% | 49.3% | 47.7% | 49.2% | 50.3% | 50.5% | 50.5% |Long-Term Debt Ratio 50.0%

Oblig $4459 mill. | 49.1% | 50.9% | 53.7% | 49.4% | 53.7% | 51.7% | 49.7% | 51.3% | 49.8% | 48.8% | 48.5% | 49.0% |Common Equity Ratio 49.5%

Pfd Stock $142 mill.  Pfd Div'd $6 mill. 15991 | 15185 | 14738 | 13384 | 12190 | 12975 | 13968 | 13840 | 14420 | 15632 | 16700 | 17700 |Total Capital (Smill) 20600

807,595 sh. $3.50 to §5.50 cum. (no par), $100 17610 | 17853 | 18127 | 16096 | 16205 | 17424 | 18799 | 20113 | 21466 | 22810 | 24100 | 25775 |Net Plant ($mill 29300

stated val., redeem. $102.176-$110/sh.; 616,323 5 5 5 5 5 5 5 - 5 n 5 o ; >

sh. 4.00% to 6.625%. $100 par. redeem. $100- 53% | 60% | 56% | 60% | 56% | 58% | 53% | 6.0% | 59% | 63% | 6.0% | 6.0% [Retum on Total Capl 6.5%

$104/sh. 78% | 85% | 75% | 87% | 7.7% | 87% | 83% | 91% | 9.3% | 10.6% | 10.0% | 10.0% |Return on Shr. Equity 10.5%

Common Stock 244,638,879 shs. as of 1/31/19 78% | 86% | 75% | 88% | 7.8% | 87% | 83% | 92% | 94% | 10.7% | 10.0% | 10.0% |Return on Com Equity E | 10.5%

MARKET CAP: $17 billion (Large Cap) 35% | 38% | 28% | 30% | 19% | 29% | 25% | 33% | 34% | 48% | 4.0% | 4.0% |Retainedto Com Eq 4.0%

ELECTRIC OPERATING STATISTICS 56% | 56% | 63% | 66% | 76% | 67% | 70% | 64% 64% | 56% 58% | 58% |All Div'ds to Net Prof 60%

% Change Retal Sales (KWH) 29412 2931‘71 2+()51_g BUSINESS: Ameren Corporation is a holding company formed dustrial, 8%; other, 17%. Generating sources: coal, 68%; nuclear,

Avg. Indust. Use (MWH}Q NA NA NA | through the merger of Union Electric and CIPSCO. Acq'd CILCORP  24%; hydro & other, 3%; purchased, 5%. Fuel costs: 27% of revs.

Avg. Indust. Revs. per KWH (¢) NA NA NA | 1/03; Illinois Power 10/04. Has 1.2 mill. electric and 127,000 gas 18 reported deprec. rates: 3%-4%. Has 8,800 employees. Chair-

gapﬁcL\tygtzeak(Mw?w Nﬁ Nﬁ Nﬁ customers in Missouri; 1.2 mill. electric and 813,000 gas customers man, President & CEO: Warner L. Baxter. Inc.: MO. Address: One

Agﬁualol.aoéd E;”C%?'(Sow) NA NA NA in lllinois. Discontinued nonregulated power-generation operation in ~ Ameren Plaza, 1901 Chouteau Ave., P.O. Box 66149, St. Louis,

% Change Customers 8yr-end) NA NA NA | '13. Electric rev. breakdown: residential, 43%; commercial, 32%; in- MO 63166-6149. Tel.: 314-621-3222. Internet: www.ameren.com.

Fied Charge Cov. (%) 351 362 329 | Investors should not be disappointed year, $13.3 billion capital budget includes

ANNUAL RATES Past _ Past Estdie-1s] \T.Ameren’s earnings fall short of the $6.3 billion at Ameren Missouri to mod-

ofchange (persh)  10Yrs.  5Yrs. to'22224 | 2018 result. We assume normal weather ernize its electric system and add renewa-

Revenues 35% -15%  2.5% patterns after favorable weather boosted ble energy. The utility plans to add up to

“Cash Flow” 10%  45%  6.5% | profits by $0.32 a share last year. In addi- 557 megawatts of wind generation by the

Earnings 5% 4.5% 6.5% f ; HTH

Dividerds 35% o5% 6o0% | tion, the Callaway nuclear plant will have end of 2020, at a cost of about $1 billion, to

Book Value -5% 5% 50% | a refueling outage this spring after not comply with Missouri’s renewable energy

: having one in 2018. This will cost an esti- standards. (There might be more wind

ol M§P3A1RT§5:;Y3%EV§23_E3%($gglé)_u val | mated $0.09 a share. Offsetting these fac- generation to come.) Ameren was able to

2016 | 1434 1427 1850 1356 |6076.0| LOFS to some extent will be rate relief in 1l- avoid any equity financing for several

2017 | 1514 1538 1723 1402 |s1770| linois; a gas rate hike took effect last fall. years, but is now issuing stock (about $100

2018 | 1585 1563 1724 1419 |g2910| We are sticking with our share-net esti- million annually) for its dividend-

2019 | 1650 1600 1800 1450 |6500 | mate of $3.30. This is within the compa- reinvestment and employee-benefit plans.

2020 | 1700 1650 1900 1500 | 6750 | ny’s targeted range of $3.15-$3.35. There will also be some debt financing. All

Cal- EARNINGS PER SHARE A Full We expect higher earnings in 2020. told, the company expects an 8% com-

endar |Mar31 Jun30 Sep.30 Dec31| Year | AMeren’s transmission operations and its pound annual growth rate in its rate base

2016 13 61 152 131 268 Illinois electric business benefit from through 2023. This should help the compa-

2017 2 79 118 ‘39 | 277| forward-looking regulatory plans that pro- ny attain its goal of 6%-8% compound an-

2018 | 6 97 145 28 | 332| vide rate relief each year. (We assume the nual earnings growth through 2023.

2019 | 65 .75 150 .40 | 3.30| allowed return on equity for transmission This stock is timely, but has a high

2020 70 85  1.55 40 | 350| won't change significantly, if at all.) Our valuation for a utility. The dividend

Cal- | QUARTERLYDIVIDENDSPADE= | pun | EStimate would produce a 6% share- yield is below the industry average, and

endar |Mar31 Jun30 Sep.30 Dec31| Year | €Arnings increase. o the price-earnings ratio is well above its

2015 | 41 M 2 45 | 166 The capital budget is rising. A new reg- historical level. With the recent quotation

2016 | 425 425 425 a4 172 ulatory law in Missouri that took effect near the upper end of our 3- to 5-year Tar-

2017 | 44 44 44 4575 | 178 | last year made investing in the state more get Price Range, total return potential is

2018 | 4575 4575 4575 475 | 1.85| appealing for utilities, and ought to reduce negligible.

2019 regulatory lag there. The company’'s five- Paul E. Debbas, CFA March 15, 2019
(A) Dil. EPS. Excl. nonrec. gain (losses): ‘05, | ing. Next egs. report due early May. (B) Div'ds | all'd on com. eq. in MO in "17: elec., none; in Company’s Financial Strength A
(11¢); 10, ($2.19); 11, (32¢); 12, ($6.42); '17, | pd. late Mar., June, Sept., & Dec.  Div'd reinv. | '11: gas, none; in IL in '14: elec., 8.7%, in 18: | Stock’s Price Stability 95
(63¢); gain (loss) from disc. ops.: 13, (92¢); plan avail. (C) Incl. intang. In '18: $6.29/sh. gas, 9.87%; earned on avg. com. eq., '18: Price Growth Persistence 60
'15, 21¢. '16-'17 EPS don't sum due to round- | (D) In mill. (E) Rate base: Orig. cost depr. Rate | 8.3%. Reg. Climate: MO, Avg.; IL, Below Avg. | Earnings Predictability 80
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RECENT PIE Trailing: 21.1')| RELATIVE DIVD
ALLIANT ENERGY wogur [P 45.90 8 205 25 12005 31 iiel
mewess 2 wesss |t 31 (58] 3931 B3] B[ 8] m[ BY 82 %8 8] & Tuge P Range
SAFETY 2. Reised 928007 LEGENDS
= 0.90 x Dividends p sh
TECHNICAL 3 Lowered 222119 divided by Interest Rafe 80
- .-+ Relative Price Strength 50
BETA .65 (1.00 = Market) 2-for-1 split 5/16 - 50
2022-24 PROJECTIONS K Rgggd?sea indicates recession s s L 40
Ann’l Total ~~—— FTEHAOT A m T e
Price  Gain Return Tt Ly iy 30
High 50 (+1o%g 5% |— T 3
low 35 (25%) -2% |{"hprlps e 20
Insider Decisions Bl " 15
M J 3 ASOND I eesem [t . .
By 000010000 L L Il O R SN SR I P 2 10
Optons 0 0 0 0000 OO *
fosl_ 000000000 % TOT. RETURN 219 | '~
Institutional Decisions THIS  VLARITHY
20201 201 o STOCK INDEX
10 Buy e ow om Percent 22 . . iy 25 39 [
to Sell 203 201 209 | traded g MLt I L1y Ld il PR PRSP N PO FOOVIA PN YT N NPT 1| (TN B 3yr. 485 492 [
Hids(000) 165135 169468 180932 R TR AT LR TR REARRRRRRRTA Sy 995 396
Alliant Energy, formerly called Interstate En- | 2009 [ 2010 | 2011 |2012 |2013 [2014 [2015 {2016 [2017 [2018 | 2019 [ 2020 | ©VALUELINEPUB.LLC|22-24
ergy Corporation, was formed on April 21,| 1551 | 1540 | 1651 | 1394 | 1477 | 1510 | 14.34 | 1458 | 14.62 | 1497 | 1515 | 15.30 |Revenues per sh 15.95
1998 through the merger of WPL Holdings, | 210 | 260 | 275| 295| 334| 344 | 345| 345| 397| 432| 440| 460 |“CashFlow" persh 5.20
IES Industries, and Interstate Power. WPL 95| 138| 138| 153 | 165| 174 | 169 | 165| 199 | 219| 225| 240 |Earnings persh A 2.80
stockholders received one share of Inter- 5 19 85 90 94| 102| 110| 118| 126| 134| 142| 150 |DivdDecldpersh Bot| 174
state Energy stock for each WPL share, IES [ 543 391 | 303 | 522 | 332 378 | 425| 526 634 664| 6.75| 650 |CaplSpending persh 6.15
stockholders received 1.14 Interstate Ener-| 1254 | 1305 | 1357 | 1412 | 1479 | 1554 | 1641 | 1696 | 18.08 | 1943 | 21.80 | 23.05 |Book Value persh © 2155
gy shares for each IES share, and Interstate | 221.31 | 221.79 | 222.04 | 221.97 | 221.89 | 221.87 | 226.92 | 227.67 | 231.35 | 236.06 | 240.00 | 242.00 |Common Shs Outst'g P | 250.00
Power stockholders received 1.11 Interstate | 139 | 125 | 145| 145| 153 | 166 | 181 | 223 | 20.6| 19.1 | Bold figiresare |Avg Ann'l PIE Ratio 15.0
Energy shares for each Interstate Power 93 80 91 92 86 87 91| 117 | 104| 103| \Valueline Relative PIE Ratio 85
share. 57% | 46% | 43% | 41% | 37% | 35% | 36% | 3.2% | 3.1% | 32% | " |Avg Annl Div'd Yield 41%
CAPITAL STRUCTURE as of 12/31/18 3432.8 | 3416.1 | 3665.3 | 30945 | 3276.8 | 3350.3 | 3253.6 | 3320.0 | 3382.2 | 35345 [ 3630 | 3700 |Revenues ($mill) 3990
Total Debt $5944.0 mill. Due in 5 Yrs $1750.0 mill. | 2086 | 3039 | 3044 | 337.8 | 3821 | 3855 | 380.7 | 3738 | 4559 | 5121 | 535| 575 |Net Profit ($mill) 695
LLTTD.ri'étrgZe“:rﬁeg"gs LT Interest $225.0 mill - 301% | 19.0% | 2L5% | 12.4% | 10.1% | 15.3% | 134% | 125% | 8.4% | 11.0% | 11.0% |Income Tax Rate 11.0%
(LTi 1339 -- -- -- -- -- -- | 65% | 7.0% | 76% | 75% | 7.5% | 7.5% |AFUDC % to Net Profit 7.5%
Pension Assets-12/18 $808.6 mill. Oblig. $1175.0 | 44.3% | 46.3% | 45.7% | 48.4% | 46.1% | 49.7% | 48.6% | 52.8% | 49.0% | 53.3% | 52.0% | 52.0% |Long-Term Debt Ratio 52.0%
mill. 51.2% | 49.5% | 50.9% | 48.4% | 50.8% | 47.5% | 51.4% | 47.2% | 48.6% | 46.7% | 48.0% | 48.0% |Common Equity Ratio 48.0%
Pfd Stock $400.0 mill. - Pfd Div'd $10.2 mill. 54230 | 5840.8 | 5921.2 | 6476.6 | 6461.0 | 7257.2 | 7246.3 | 8177.6 | 8192.8 | 9832.0 | 10000 | 10500 |Total Capital ($mill) 12000
16,000,000 shs. 6203.0 | 67306 | 7037.1 | 7838.0 | 7147.3 | 6442.0 | 8970.2 | 9809.9 | 10798 | 12462 | 13000 | 14000 |Net Plant ($mill) 17000
Common Stock 236,063,279 shs. 51% | 66% | 64% | 6.3% | 7.0% | 63% | 6.3% | 56% | 68% | 52% | 4.0% | 55% |Return on Total Cap' 6.0%
6.9% | 9.7% | 9.5% | 10.1% | 11.0% | 10.6% | 10.2% | 9.7% | 10.9% | 11.2% | 10.0% | 10.5% |Return on Shr. Equity 10.0%
6.8% | 9.9% | 9.5% | 10.3% | 11.3% | 10.9% | 10.2% | 9.7% | 10.9% | 11.2% | 10.0% | 10.5% |Return on Com Equity E| 10.0%
MARKET CAP: $10.8 billion (Large Cap) 9% | 38% | 33% | 39% | 49% | 43% | 36% | 28% | 4.0% | 43% | 3.5% | 4.0% |Retainedto Com Eq 4.0%
ELECTRIC OPERATING STATISTICS 88% | 64% | 67% | 64% | 57% | 59% | 65% | T2% 63% | 61% | 63% | 63% |AllDiv'ds to Net Prof 62%
9% Change Retal Sales (KWH) 2*_021.8 2_0117 2+0218 BUSINESS: _AIIiant Energy Corp., formerly named Interstate Ener-  sources, 2018: coal, 37%; gas, 30%; other, 33%. Fuel costs: 45%
Avg. Indust. Use (MWH) 11987 12102 12340 | 9y, is a holding company formed through the merger of WPL Hold- of revs. 2018 depreciation rate: 5.9%. Estimated plant age: 16
Avg. Indust. Revs. per KWH (¢) 7.04 7.16 7.25 | ings, IES Industries, and Interstate Power. Supplies electricity, gas, years. Has approximately 3,885 employees. Chairman & Chief Ex-
ggg??gagl Eiﬁnkngglrwkllw) gg%g gg;g gf{gg and other services in Wisconsin, lowa, and Minnesota. Elect. revs. ecutive Officer: Patricia L. Kampling. Incorporated: Wisconsin. Ad-
Annual Load Faam(&ﬂ NA NA NA | Dby state: WI, 41%; IA, 58%; MN, 1%. Elect. rev.: residential, 37%; dress: 4902 N. Biltmore Lane, Madison, Wisconsin 53718. Tele-
% Change Customers 2yr-end) +1.0 +.4 +.4 | commercial, 25%; industrial, 26%; wholesale, 5%; other, 7%. Fuel  phone: 608-458-3311. Internet: www.alliantenergy.com.
Fited Charge Cov. (%) 295 319 322 | We estimate that Alliant Energy's 1, 2019. Ms. Kampling has been with the
ANNUAL RATES Past Past Estd15.17] €@rnings will rise 3% this year and 7% company since 2005 and has served as
ofchange (persh)  10¥rs.  5vis, to'22224 | N 2020. The company ought to benefit chairman and CEO since 2012. John O.
Revenues -5% -1.0% 35% | from rate relief and cost reductions at its Larsen was appointed by the board to
;‘E%?r?ifrll':slow” i-gg//o i'%) 76-%) two primary subsidiaries, Interstate Power serve as the next CEO. Mr. Larsen has
A 78%  70% 60w | and Light and Wisconsin Power and Light. been with Alliant since 1988 and is cur-
Book Value 40%  45%  5.0% In December 2018, the Ilowa Utilities rently serving as Chief Operating Officer.

; Board approved a settlement allowing IPL The board raised the dividend in Jan-
eﬁg'a'r MS%\ETJEE%%EV@S.%%(S;g'enc')m Eg;'r to increase its natural gas base rates by uary. This has been the pattern in recent
2016 | 8438 7502 9250 7970 | 33200 approximately 6% in 2019. Alliant had years. The increase was $0.02 a share
2017 | 8539 7653 9069 8561 | 33822 Originally sought an increase of 8.4%. (6.0%) quarterly, the same as a year ago.
2018 | 9163 8161 9286 8735 | 35345 Separately, the utility filed an electric rate Alliant is targeting a payout ratio in a
2019 | 925 840 960 905 | 3630 | case with the IUB seeking an increase of range of 60%-70%.

2020 | 950 855 975 920 | 3700 | $89.9 million (5.5%), based on a common Progress continues to be made on
Cal- EARNINGS PER SHARE A Full equity ratio of 9.5%. A decision from the clean energy. Although coal still makes
endar | Mar31 Jun.30 Sep.30 Dec.3l| vear | F€Qulator —is expected within weeks. up the largest portion of LNT's electric
2016 13 37 57 28| 165 Meantime, Alliant struck_ an agreement grld, its shanje has dwmdled from over 50%
2017 44 n 73 41| 199| last year to freeze electric base rates at in 2005 to just 37% in 2018. To comply
2018 5 43 8 37| 219| their current levels at Wisconsin Power with environmental regulations, the utility
2019 53 45 89 38| 225| and Light. The company had previously plans to continue retiring coal-burning
2020 57 48 04 41| 240| requested increases of $61 million in 2019 plants in favor of renewables/natural gas
i B and $133 million in 2020, but cost reduc- at a pace consistent with recent upgrades.
eﬁglar M%L:'AariTEJRt\r(]gl{;/leEggngl[l))ec;l YFg;'r tions and savings from the Tax Cuts and This stock is ranked to outperform
2015 | 275 275 975 275 | 1.0 Jobs Act largely offset this requirement. the broader markets over the next six
2016 | 295 205 295 205 | 118 The utility announced a slew of to 12 months. However, with the recent
2017 | 315 315 315 315 | 126 | leadership changes. Current Chief Exec- price well within our 2022-2024 Target
2018 | 335 33 335 335 | 134 | utive Patricia L. Kampling announced her Price Range, total return potential is low.
2019 | .355 intent to retire from Alliant effective July Daniel Henigson, CFA March 15, 2019

(A) Diluted EPS. Excl. nonrecur. gains (losses):
‘09, (44¢); '10, (8¢); '11, (1¢); '12, (8¢). Next |invest. plan avail. (C) Incl. deferred chgs. In

Nov.

o Div'd reinvest. plan avail. T Shareholder

earnings report due early May. (B) Dividends |'18: $89.7 mill., $0.38/sh. (D) In millions, ad-
historically paid in mid-Feb., May, Aug., and | justed for split. (E) Rate base: Orig. cost. Rates

© 2019 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
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all'd on com. eq. in IA in '18: 10.0%; in Wl in
'18 Regul. Clim.: WI, Above Avg.; IA, Avg.

Company's Financial Strength A
Stock’s Price Stability 95
Price Growth Persistence 80
Earnings Predictability 85
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ANNUAL RATES  Past

Past Est'd '16-'18

of change (persh) 10 Yrs. 5Yrs.  to'22-24
Revenues -5%  1.0%  1.5%
“Cash Flow” 2.0% 4.0% 4.5%
Earnings 3.0% 5.0% 4.0%
Dividends 4.5% 5.0% 6.0%
Book Value 4.0% 3.5% 4.5%

Cal- QUARTERLY REVENUES ($ mill.) Full
endar [Mar.31 Jun.30 Sep.30 Dec.31| VYear
2016 | 4044 3892 4652 3790 [16380
2017 | 3933 3576 4104 3810 (15424
2018 | 4048 4013 4333 3801 (16195
2019 | 4150 4050 4500 3800 (16500
2020 | 4300 4200 4650 3850 |17000

Cal- EARNINGS PER SHARE A Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| VYear
2016 | 1.02 103 143 .76 423
2017 .94 76 111 81 3.62
2018 92 107 117 74 3.90
2019 | 1.00 90 130 .90 4.10
2020 | 105 100 140 .90 4.35

Cal- QUARTERLY DIVIDENDS PAID B & Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year
2015 | 53 53 53 56 2.15
2016 | .56 56 56 59 2.27
2017 | .59 59 59 62 2.39
2018 | .62 62 62 67 2.53
2019 | 67

nounced a significant acquisition. The
company has agreed to buy 724 megawatts
of wind capacity from Sempra Energy for a
cash payment of $551 million, the assump-
tion of $343 million of project debt, and
$162 million in tax-equity obligations. The
seven wind farms have long-term con-
tracts with creditworthy counterparties,
including two deals with utilities owned by
AEP. The company plans to finance the
transaction with a combination of debt and
equity. This requires the approval of the
Federal Energy Regulatory Commission,
and is expected to close in the second
quarter of 2019. AEP expects the purchase
to be accretive to earnings by “a few cents”
a share in the first full year. The deal
would be a big step toward the company'’s
goal of investing $2.2 billion in contracted
renewables by 2023. We will not include
this in our figures until after it is com-
pleted. Even after this purchase, AEP will
still be predominantly a regulated utility.

One utility received a rate hike, an-
other has a settlement pending, a
third just filed an application, and a
fourth will soon initiate a case. In

RECENT 8 03 PIE 20 6(Trai|ing: 208} [RELATIVE l 20 DIVD 3 40/
AMER'CAN ELEC- PWRI NYSE-AEp |PRICE 1, RATIO .U \Median: 150/ |PIERATIO L. YLD A0
mewness 3 wessns | 10| 21] 5] B8] B11 58 8| @] B3] 43| as| o)) B g e Ponge
SAFETY 1 Raised3nmr | LEGENDS
—— 0.67 x Dividends p sh 128
TECHNICAL 2. Reised 3119 divided by Interest Rate
- Relative Price Strength 96
BETA 55 (LO0-Varke) Oﬂ(a)g:aYaerZa indicates recession O T S [ gg
K wlt, i T
W24 PROTECTIONS |-~ e T R o e o
) Price Galrfl’/ R%tg/rn T Ly, = ....-"""' ML 40
N T T - T 32
Insider Decisions I"".,... S — 24
MJJASOND]J L A A O N I SR IRl S NN
Bly 000000000 - Saseifee™ e | Senat - 16
Options 10 0 0 0 0 0 0 0 O 12
foSll_1 00000100 % TOT. RETURN 2/19
Institutional Decisions 1 THIS VL ARITH*
20018 302018 4Q18 | percent 15 - SZTgCZK lNgng
bel s % aoo|hares 10 it I e a—mn sy a1 a2 |
HIds(000) 358261 350124 363168 (ITIT L Sy 938 398
2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 [ 2010 | 2011 [2012 [2013 [2014 [2015 [2016 [2017 |2018 [2019 [2020 | ©VALUELINEPUB.LLC|22-24
36.82 | 3551 30.76| 31.82| 3341 | 3556| 2822 | 30.01 | 3127 | 30.77 | 3148 | 34.78 | 3351 | 3331 | 31.35| 32.84 | 33.35| 3385 |Revenues persh 35.50
576 | 58| 59| 6.67| 680| 684 632| 629| 68| 692| 702| 757 | 798| 847 | 795| 877| 920| 9.60 “Cash Flow" persh 11.00
253 | 261| 264| 286| 286| 299 297| 260| 313 | 298| 318| 334| 359 | 423 | 362| 390| 410| 4.35 Earningspersh A 5.00
165| 140| 142| 150| 158| 164| 164| 171| 185| 18| 195| 203 | 215| 227 | 239| 253| 272| 288 |Div'dDecl'dpersh®o 340
344] 428| 611 889| 888| 98| 619| 507 574| 645 7.75| 868 | 937 | 998 | 1179 | 1289 | 1355 | 12.50 |Cap’'l Spending per sh 12.50
1993 | 21.32| 2308 | 2373 | 2517 | 26.33| 2749 | 2833 | 3033 | 3137 | 3298 | 3437 | 3644 | 3538 | 37.17 | 3858 | 40.00 | 41.90 |Book Value per sh © 48.00
395.02 | 395.86 | 393.72 | 396.67 | 400.43 | 406.07 | 478.05 | 480.81 | 483.42 | 485.67 | 487.78 | 489.40 | 491.05 | 491.71 | 492.01 | 493.25 | 495.00 | 502.00 [Common Shs Outst'g © | 520.00
107 124 137 129| 163| 131| 1200| 134| 119 | 138 1.45| 159 | 158 | 152 | 193 | 18.0 | Boldfigiresare |AvgAnn'l P/E Ratio 17.0
61 66 73 70 87 79 67 85 75 88 81 84 80 80 97 97| ValuelLine Relative P/E Ratio 95
6.1% | 4.3%| 3.9% | 4.1% | 3.4% | 42% | 55% | 49% | 5.0% | 46% | 42% | 38% | 38% | 35% | 34% | 36% | ="' |AvgAnn'IDivd Yield 4.0%
CAPITAL STRUCTURE as of 12/31/18 13489 | 14427 | 15116 | 14945 | 15357 | 17020 | 16453 | 16380 | 15425 | 16196 | 16500 | 17000 |Revenues ($mill) 18500
Total Debt $25257 mill. Due in 5 Yrs $9286.3 mill. | 13650 | 1248.0 | 1513.0 | 1443.0 | 1549.0 | 1634.0 | 1763.4 | 2073.6 | 1783.2 | 1923.8 | 2025 | 2160 |Net Profit ($mill) 2585
hfféi’i??zﬁ”!ﬂe it nterest fﬁglggé il | 297% [ 348% | 317% | 339% | 36.2% | 378% | 35.1% | 268% | 337% | 58% | 150% | 15.0% [Income Tax Rate 15.0%
capitalized leases. o " | 10.9% | 104% | 106% | 11.2% | 7.3% | 9.0% | 11.0% | 8.0% | 8.0% | 10.7% | 11.0% | 11.0% |AFUDC %to Net Profit | 9.0%
(LT interest earned: 2.9x) 54.4% | 53.1% | 50.7% | 50.6% | 51.1% | 49.0% | 49.8% | 50.0% | 51.5% | 53.2% | 54.0% | 52.5% [Long-Term Debt Ratio 51.5%
Leases, Uncapitalized Annual rentals $259.6 mill. | 45.4% | 46.7% | 49.3% | 49.4% | 48.9% | 51.0% | 50.2% | 50.0% | 48.5% | 46.8% | 46.0% | 47.5% |Common Equity Ratio 48.5%
Pension Assets-12/18 $4695.9 mil. | 28958 | 29184 | 29747 | 30823 | 32913 | 33001 | 35633 | 34775 | 37707 | 40677 | 42950 | 44200 |Total Capital ($mill) 51400
bid Stock None Oblig $4810.3 mill | 34344 | 35674 | 36971 | 38763 | 40997 | 44117 | 46133 | 45639 | 50262 | 55099 | 59300 | 62925 |Net Plant ($mill) 77300
6.2% | 57% | 66% | 61% | 6.0% | 63% | 61% | 7.2% | 59% | 59% | 55% | 6.0% |Returnon Total Cap'l 6.0%
Common Stock 493,245,876 shs. 10.3% | 9.1% | 10.3% | 95% | 9.6% | 9.7% | 9.9% |11.9% | 9.8% | 10.1% | 10.0% | 10.5% |Return on Shr. Equity 10.5%
104% | 9.1% | 10.3% | 95% | 9.6% | 9.7% | 9.9% |11.9% | 9.8% | 10.1% | 10.0% | 10.5% |Return on Com Equity £ | 11.0%
MARKET CAP: $40 billion (Large Cap) 46% | 31% | 42% | 35% | 3.7% | 38% | 3.9% | 55% | 32% | 35% | 35% | 3.5% |Retained to Com Eq 3.5%
ELECTRIC OPERATING STATISTICS 56% | 66% | 60% | 63% | 62% | 61% | 60% | 54% 67% | 65% | 69% | 69% |AllDiv'ds to Net Prof 0%
9% Change Retal Sales (KWH) 20}2 2_011.5 23318 BUSINESS: Ame'rican”EIectric Power Cpmpany, Inc.l (AEP), Pipeline '05; cpmmercial barge operation in '15. Generating
Avg. Indust, Use (MWH) NA NA NA | through 10 operating utilities, serves 5.4 mill. customers in Arkan-  sources not available. Fuel costs: 36% of revenues. '18 reported
Avg. Indust. Revs. per KWH (¢) NA NA NA | sas, Kentucky, Indiana, Louisiana, Michigan, Ohio, Oklahoma, Ten-  depreciation rates (utility): 1.6%-9.8%. Has 17,600 employees.
Eggﬁf'gaﬁl(mk (V) Nﬁ Nﬁ Nﬁ nessee, Texas, Virginia, & West Virginia. Electric revenue break- Chairman, President & CEO: Nicholas K. Akins. Incorporated: New
Amnual Load Factor (4 A NA NA | down: residential, 41%; commercial, 24%; industrial, 19%; whole- ~ York. Address: 1 Riverside Plaza, Columbus, Ohio 43215-2373.
% Change Customers (yr-end) NA NA NA | sale, 8%; other, 8%. Sold SEEBOARD (British utility) '02; Houston  Telephone: 614-716-1000. Internet: www.aep.com.
Fied Charge Cov. (1) 374 354 254 | American  Electric Power has an- West Virginia, Appalachian Power’s settle-

ment for a $44 million increase, based on a
9.75% return on equity, was approved.
New tariffs took effect on March 6th. Pub-
lic Service of Oklahoma reached a settle-
ment calling for a $46 million hike, based
on a 9.4% ROE, and awaits a ruling from
the state commission (probably later this
month). SWEPCO asked the Arkansas reg-
ulators for a $46 million increase, based on
a 10.5% ROE. New rates should take effect
at the start of 2020. Finally, AEP Texas
expects to put forth an application in the
second quarter.

We expect earnings growth this year
and next in line with AEP’s annual
goal of 5%-7%. Rate relief should help.
Also, the company is investing heavily in
its transmission system, and much of this
spending is recovered concurrently, via a
tracking mechanism. The utilities should
see modest kilowatt-hour sales growth.
Our 2019 estimate is at the midpoint of
AEP’s targeted range of $4.00-$4.20.

This stock has a dividend yield and 3-
to 5-year total return potential that
are similar to those of most utilities.

(A) Dil. EPS. Excl. nonrec. gains (losses): '03,
($1.92); 04, 24¢; 05, (62¢); '06, (20¢); '07,
(20¢); "08, 40¢; '10, (7¢); 11, 89¢; '12, (38¢);
'13, (14¢); '16, ($2.99); '17, 26¢; disc. ops.: '03,

© 2019 Value Line, Inc. Al rights reserved. Factual

(32¢); '04, 15¢; '05, 7¢; '06, 2¢; '08, 3¢; '15,
58¢; '16, (1¢). '16 EPS don't sum due to round-
ing. Next egs. report due late Apr. (B) Div'ds
paid early Mar., June, Sept., & Dec. o Div'd re-
material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

inv. plan avail. (C) Incl. intang.
$12.04/sh. (D) In mill. (E) Rate base: various.
Rates all'd on com. eq.: 9.3%-10.9%; earn. on
avg. com. eq., '18: 10.3%. Regul. Climate: Avg.

Paul E. Debbas, CFA March 15, 2019
In '18: | Company'’s Financial Strength A+
Stock’s Price Stability 100
Price Growth Persistence 60
Earnings Predictability 85

To subscribe call 1-800-VALUELINE




Schedule AHG -2
19-EPDE-223-RTS

RECENT PIE Trailing: 29.0'}| RELATIVE DIVD
AVANGR D! |NC. NYSE-AGR PRICE 4982 RATIO 20.0(Mediatg:NMF PIE RATIO 1].8 YLD 37%%:
TIMELINESS 2. Reised 12519 | | | High:| 3891 467 535 546] 502 Target Price Range
SAFETY 2. Raised 207117 LEGENDS
- ..+ Relative Price Strength
TECHNICAL 1 Rasedonng | Oplons: ves . 80
B aded area indicates recession | | | | [ | | | e aaaa. 50
BETA .40 (1.00 = Market) T o 20
2022-24 PROJECTIONS FETIO EEEE E  EEEEEE EEr 0
. ~ Ann’l Total H—tprt
Price  Gain  Return 30
High 65 (+3o%g 10% 25
Low 45 (-10%) 2% 20
Insider Decisions - 15
AMJJASOND B I Y
By 012121111 M 10
Options 0 0 0 0 0 00 0O
fosel__0 00000000 %TOT.RETURN 119 |~
Institutional Decisions THIS  VLARITH
102018  2Q2018  3Q201 STOCK INDEX
10 Buy oo S T Porcent 2 iy, 60  -45 [
to Sell 104 112 125 traded 3 " | . 3yr. 410 469 [
Hids(000) 43908 40386 44032 [T miinmi Syr.  — 408
AVANGRID, Inc. was formed through a| 2009 [2010 |2011 [2012 [2013 |2014 [2015 |2016 |2017 /2018 | 2019 | 2020 | ©VALUELINEPUB.LLC|22-24
merger between Iberdrola USA, Inc. and .- .- .- .- .- --| 1414 | 1948 | 1930 | 20.70 | 21.05| 21.85 |Revenues per sh 24.25
UIL Holdings Corporation in December of 344 | 474 | 449| 510| 560| 6.0 |“Cash Flow” per sh 7.25
2015. Iberdrola S.A., a worldwide leader in 105 | 198 | 167| 220| 255| 2.80 |Earnings persh A 350
the energy industry, owns 81.5% of --| 173| 173| 174| 180 188 |DividDecldpersh B o | 240
AVANGRID. The predecessor company was 350 | 552 | 782 775| 7.75| 7.75 [Cap'l Spending per sh 7.75
founded in 1852 and is headquartered in 48.74 | 4890 | 48.79 | 49.25| 50.00 | 50.95 |Book Value per sh € 54.25
New Gloucester, Maine. It was incorportated 308.86 | 308.99 | 309.01 | 309.00 | 309.00 | 309.00 |Common Shs Outst'g® | 309.00
in 1997 in New York under the name NGE 335 | 205 | 273 | 227 Bold figlres are |Avg Ann’l PIE Ratio 16.0
Resources, Inc. AVANGRID began trading 169 | 108 | 137| 125| Vauelline |Relative P/E Ratio 90
on the NYSE on December 17, 2015. | 43% | 38w | 35% | =" |Avg Ann'l Divid Yield 4.3%
CAPITAL STRUCTURE as of 9/30/18 4594.0 | 4367.0 | 6018.0 | 5963.0 | 6400 | 6500 | 6750 |Revenues ($mill) 7250
Total Debt $6119 mill. Due in 5 Yrs $2438 mill 4240 | 2670 | 611.0 | 5160 | 675| 795| 875 |Net Profit ($mill) 1100
:_nTCID;?It?nSi(I)Igt(:iar;)]iltl.!;ilizedll_eTalsnets?reSt s210mi. 39.9% | 11.3% | 37.4% | 32.4% | 22.0% | 22.0% | 22.0% |Income Tax Rate 22.0%
(LT interest eamed: 4.0x) 6.8% | 12.7% | 7.5% | 124% | 100% | 8.0% | 8.0% JAFUDC%to Net Profit | 6.0%
Leases, Uncapitalized Annual rentals $36 mill. 16.8% | 23.1% | 23.0% | 25.6% | 28.5% | 30.0% | 33.0% Long-Term Debt Ratio 38.5%
83.2% | 76.9% | 77.0% | 74.4% | 71.5% | 70.0% | 67.0% |Common Equity Ratio 61.5%
Pension Assets-12/17 $2865 mill. _ 14956 | 19583 | 19619 | 20273 | 21350 | 22150 | 23425 |Total Capital ($mill) 27200
o1d Stock None Oblig $3593 mill 17099 | 20711 | 21548 | 22669 | 24175 | 25625 | 27050 |Net Plant ($mil) 31000
37% | 21% | 38% | 31% | 35% | 4.0% | 4.5% |Returnon Total Cap'l 5.0%
Common Stock 309,005,272 shs. 34% | 18% | 40% | 34% | 45% | 50% | 55% |Returnon Shr. Equity 6.5%
as of 10/31/18 34% | 1.8% | 40% | 34% | 45% | 50% | 55% |Return on Com Equity E | 6.5%
MARKET CAP: $15 billion (Large Cap) 34% | 18% | 14% | NMF| 10% | 15% | 2.0% |Retained to Com Eq 2.0%
ELECTRIC OPERATING STATISTICS -- - 66% | 104% | 80% | 70% | 67% |AllDiv'ds to Net Prof 67%
9% Change Retal Sales (KWH) 20,\}2 ZOle\ 20,&; BUSINESS: AVANGRID, Inc. (formerly Iberdrola USA, Inc.), is a tomer class not available. Generating sources not available. Fuel
Avg. Indust. Use (MWH) NA NA NA | diversified energy and utility company that serves 2.2 million elec- costs: 22% of revenues. '17 depreciation rate: 2.9%. Iberdrola owns
Avg. Indust. Revs. per KWH (¢) NA NA NA | tric customers in New York, Connecticut, and Maine and 1 million 81.5% of stock. Has 6,500 employees. Chairman: José Ignacio
ggg??gaglgiﬁnkn%wkllw) Nﬁ Nﬁ Nﬁ gas customers in New York, Connecticut, Massachusetts and Sanchez Galan. CEO: James P. Torgerson. Incorporated: New
Annual Load Factor (S/o NA NA NA | Maine. Has a nonregulated generating subsidiary focused on wind ~ York. Address: 180 Marsh Hill Road, Orange, Connecticut 06477.
% Change Customers 2yr-end) NA +5 +.6 | power, with 7.1 gigawatts of capacity. Revenue breakdown by cus-  Telephone: 207-629-1200. Internet: www.avangrid.com.
Fired Charge Cov. (%) 183 415 333 | One of AVANGRID's gas utilities in sults in 2018 will make the comparison
ANNUAL RATES Past Past_Estd15.17] COnnecticut received a rate order. The easier: storms, subpar wind conditions,
ofchange (persh)  10Yrs.  5vis, to'22-4 | state commission approved an order for and problems with some new wind
Revenues -- - 45% Connecticut Natural Gas calling for in- projects. AVANGRID's utilities will also
E%?rflfr\] FSEOW” - -- l%%‘(’g? creases of $9.9 million at the start of 2019, benefit from rate relief. The renewable-
Duviderds : : £50 | $4.6 million in 2020, and $5.2 million in energy division ought to increase its con-
Book Value -- -~ 15% | 2021. The allowed return on equity is tribution, as the company has about 1,000
; 9.3%, and the common-equity ratio is megawatts of projects under construction.
eﬁg'a'r nggﬁ\lmgﬁhg%wggg%%@g'ellc')m \'(:g;'r 54.0% now, 54.5% next year, and 55.0% in  Finally, AVANGRID no longer has its
2016 1 1670 1439 1218 1491 |6018.0 2021. ) money-losing gas storage and trading op-
2017 | 1758 1331 1341 1533 |59630| Other rate cases are pending or up- erations because these were sold last year.
2018 | 1865 1402 1546 1587 |sd00 | coming. Berkshire Gas filed for an in- We look for a smaller profit increase
2019 | 1875 1425 1575 1625 |6500 | crease of $3.1 million, based on a return of in 2020. The same factors that are helping
2020 | 1950 1475 1625 1700 |6750 | 10.35% on a common-equity ratio of 61.5%. boost the bottom line in 2019—rate relief
Cal- EARNINGS PER SHARE A Fan | We believe the utility is trying to reach a and growth in the renewables business—
endar |Mar.3L Jun.30 Sep.30 Dec3l| vear | S€ttlement. Central Maine Power is seek- will be important next year, as well. Our
2016 3 R 35 7 1og] iNg @ $24 million hike, t_)ased on a return 2020 sha_re-ne_t estimate would produce a
2017 77 39 3 19 | 167]| of 10% on a common-equity ratio of 55%. A 10% earnings increase. )
2018 | 79 34 40 67 | 220] ruling is scheduled for October. Important- Central Maine expects to begin con-
2019 90 45 47 73 | 255| ly, this case includes the portion of struction of a large transmission
2020 08 50 52 80 | 280 | AVANGRID’s $2 billion electric system project in late 2019. Some permits are
B, resiliency program that is allocated to still needed. The project would cost $950
eﬁ;‘; Mggéi&TEJFEILan[I)VIDsir\é[?gopAlgec31 YFg;'r Maine. The company's utilities in New million and be completed in late 2022.
2015 | -- ~ . » | York plan to file applications by May. Timely AVANGRID stock has a divi-
2016 132 43 42| 130 These will also reflect the resiliency pro- dend yield and 3- to 5-year total re-
2017 432 43 43 43| 173| gram. o _ ) turn potential that are about average,
2018 | 432 432 432 44 | 174| We expect a significant earnings in- by utility standards.
2019 44 crease in 2019. Some items that hurt re- Paul E. Debbas, CFA February 15, 2019

(A) Diluted EPS. Excl. nonrecurring gain (loss): | available. (C) Incl. intangibles. In '17: $6.2 bill., | 9.3% gas; in ME in '14: 9.45%; earned on avg.
'16, 6¢; '17, (44¢). Next earnings report due | $20.04/sh. (D) In millions. (E) Rate base: net | common eq., '17: 3.4%. Regulatory Climate:
original cost. Rate allowed on com. eq. in NY in | Below Average.

late Feb. (B) Divids paid in early Jan., April,
'16: 9.0%; in CT in '17: 9.1% elec.; in CT in '19:

July, and Oct. o Dividend reinvestment plan
© 2019 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

Company’s Financial Strength B++
Stock’s Price Stability 95
Price Growth Persistence NMF
Earnings Predictability NMF
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Institutional Decisions I ] THIS  VLARITH
20018 3QI8 QI8 | percent 15 Ly SockoeX
Nel Tk 1o Tag| Shares 10 T T e e 3y 619 492 |
Hds(000) 38232 37037 36618 BT T e T G e R i Sy 907 398
2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 [ 2010 | 2011 [2012 [2013 [2014 [2015 [2016 [2017 |2018 [2019 [2020 | ©VALUELINEPUB.LLC|22-24
- 2530 2450| 2523 | 27.33| 2457| 2157 | 2534 | 2475 | 2440 | 24.60 | 2477 | 3027 | 27.01 | 27.78 | 29.10 | 28.85| 30.10 |Revenues persh 3450
2.97 3.85 4.14 4.42 423 357 435 491 5.01 5.35 5.68 6.79 7.08 6.59 7.37 7.70 8.10 | “Cash Flow” per sh 9.25
1.35 2.48 271 3.08 2.82 1.89 2.19 2.65 2.58 2.63 2.90 338 314 313 3.38 350 3.70 |Earnings per shA 4.25
.30 1.25 1.45 1.64 1.72 1.76 1.76 1.78 1.84 1.90 1.96 2.02 2.08 2.14 2.24 2.35 2.46 |Div'd Decl'd persh B ot 2.85
2.12 1.95 337 6.82 9.24 9.05 6.95 6.38 | 10.30 793 | 1248 5.84 5.35 4.08 6.07 | 10.60 7.20 |Cap’l Spending per sh 5.25
21.23| 2003 | 21.90 | 2411| 2537| 2641 | 2726 | 28.78 | 30.48 | 32.44 | 3506 | 37.07 | 38.17 | 4047 | 41.86| 43.05| 44.30 |Book Value persh© 48.25
29.70 [ 30.10| 30.40 | 30.80 | 32.60| 3520 | 3580 | 37.50 | 39.40 | 4140 | 4590 | 49.10 | 49.60 | 51.10 | 51.50 | 51.50 | 51.50 [Common Shs Outst'g® | 51.50
252 179 16.5 148 139 16.1 16.0 14.7 15.9 18.6 172 15.1 18.6 23.0 22.2 | Bold figyres are |Avg Ann’l P/E Ratio 17.0
1.33 .95 89 79 84 1.07 1.02 92 1.01 1.05 91 .76 98 1.16 1.20 ValuejLine Relative P/E Ratio .95
9% | 28%| 32% | 36%| 44% | 58% | 50% | 4.6% | 45% | 39% | 39% | 4.0% | 3.6% | 3.0% | 3.0% | U |Avg Ann'l Divid Yield 4.0%
CAPITAL STRUCTURE as of 12/31/18 759.1 | 907.0 | 9282 | 961.2 | 1018.4 | 1136.8 | 1486.4 | 1339.7 | 1419.3 | 1498.6 | 1485 | 1550 [Revenues ($mill) 1775
Total Debt $1486.0 mill. Due in 5 Yrs $447.5 mill. 610 | 753 | 938 | 971 | 1047 | 1248 | 1634 | 1553 | 1592 | 1741| 180 | 190 |Net Profit ($mill) 220
LT Debt $1426.5 il o merest $6Lomil 33.0% | 37.0% | 27.6% | 28.1% | 2L5% | 22.6% | 19.4% | 11.3% | 14.8% | 14.8% | 10.0% | 10.0% |Income Tax Rate 10.0%
(LT interest earned: 3.4x) 12.8% | 89% | 27% | 53% | 44% | 63% | 20% | 14% | 8% | 7% | 20% | 20% |AFUDC %to Net Profit | 1.0%
Leases, Uncapitalized Annual rentals $9.9 mill. 42.8% | 44.2% | 44.3% | 43.7% | 44.6% | 44.2% | 46.3% | 42.0% | 41.0% | 39.9% | 38.5% | 39.0% |Long-Term Debt Ratio 41.0%
57.2% | 55.8% | 55.7% | 56.3% | 55.4% | 55.8% | 53.7% | 58.0% | 59.0% | 60.1% | 61.5% | 61.0% |Common Equity Ratio 59.0%
Pension Assets-12/18 $598.0 mill. | 16253 | 1747.6 | 1937.2 | 2134.6 | 2425.9 | 2882.2 | 3388.9 | 3263.4 | 3507.4 | 3584.3 | 3610 | 3725 |Total Capital ($mill) 4225
Pfd Stock None Oblig $747.0mill. | 16997 | 1805.6 | 1982.7 | 2347.6 | 25765 | 3286.4 | 3669.1 | 37412 | 3822.4 | 3904.4 | 4235 | 4380 |Net Plant ($mill) 4525
48% | 54% | 6.0% | 56% | 53% | 52% | 58% | 58% | 55% | 58% | 6.0% | 6.0% Returnon Total Cap'l 6.0%
Common Stock 51,519,442 shs. 66% | 77% | 87% | 81% | 78% | 7.8% | 9.0% | 82% 77% | 81% | 8.0% | 85% |Returnon Shr. Equity 9.0%
as of 2/1/19 6.6% | 77% | 87% | 81% | 7.8% | 7.8% | 9.0% | 82% 77% | 81% | 8.0% | 85% |Returnon Com EquityE | 9.0%
MARKET CAP: $4.2 billion (Mid Cap) 5% | 15% | 29% | 23% | 22% | 25% | 3.6% | 2.8% 24% | 27% | 25% | 3.0% |Retainedto Com Eq 3.0%
ELECTRIC OPERATING STATISTICS 93% | 81% | 66% | T71% | 72% | 67% | 60% | 66% 68% | 66% | 67% | 66% |AllDiv'ds to Net Prof 67%
9% Change Retal Sales (KWH) 2_0212 2+0le 20}3 BUSINESS: ALLETE, Inc. is the parent of Minnesota Power, which  Acq'd U.S. Water Services 2/15. Has real estate operation in FL.
Avg. Indust, Use (MWH) NA NA NA | supplies electricity to 146,000 customers in northeastern MN, & Su-  Generating sources: coal & lignite, 41%; wind, 12%; other, 6%; pur-
Avg. Indust. Revs. per KWH (¢) NA NA NA | perior Water, Light & Power in northwestern WI. Electric rev. break-  chased, 41%. Fuel costs: 28% of revs. '17 deprec. rate: 3.2%. Has
gggﬁcﬂgaﬁlaﬁﬁlke% 15’% 15’\:)% 15'\513'3 down: taconite mining/processing, 26%; paper/wood products, 9%; 2,000 employees. Chairman & CEO: Alan R. Hodnik. President:
Annual Load Factor (% NA NA NA other ind’l, 8%; res'l, 12%; comm’l, 13%; wholesale, 16% qther, Bethany M. Owen. Inc.: MN. Address: 30 West Superior St., Duluth,
% Change Customers (avg) NA NA NA | 16%. ALLETE Clean Energy owns renewable energy projects. MN 55802-2093. Tel.: 218-279-5000. Internet: www.allete.com.
Fied Charge Cov. (1) 318 339 206 | ALLETE has reached a deal to sell its costs as it upsizes its operations. Our re-
ANNUAL RATES Past Past Estd 16.18] Y-S Water Services subsidiary. The vised share-net estimate of $3.50 is at the
ofchange (persh)  10¥rs.  5vis.  to'22-24 | company would receive $260 million in low end of ALLETE's guidance of $3.50-
Revenues 1.0% 25%  3.5% cash (subject to closing adjustments) for $3.80 a share because the company is in-
E%?;?]Fslow” fi-%‘fg’ 3-%‘;? ‘é-g‘(’,f its water-management business, which cluding the aforementioned gain on the
D 30% 30% sow | contributed $0.06 to share net in 2018. It U.S. Water sale. Note that the year-to-
Book Value 55% 55%  3.0% plans to reinvest the proceeds in its utility year comparison will be difficult because
Cal- | QUARTERLY REVENUES ($ mill) ull and nonutility operations. The cash will ACE booked a gain on the sale of a wind
endar |Mar31 Jun.30 Sep.30 Dec.31| vear | @lSO allow the company to switch to open- facility last year. . )
2016 13338 3148 3496 3415 |1339.7 market purchases for its dividend- We expect solid profit growth in 2020.
2017 13656 3533 3625 3370 |14193 | reinvestment program, and perhaps even Minnesota Power should benefit from in-
2018 |3582 3441 3480 4483 |14985 | repurchase stock. Completion of the trans- terim rate relief from the upcoming rate
2019 |365 360 380 380 |1485 | action is expected by the end of the cur- filing. The renewable-energy operation
2020 380 375 400 395 |1550 | rent quarter. The company expects to rec- should improve its contribution as well.
Cal- EARNINGS PER SHARE A el ord an aftertax gain of $10 million ($0.20 a We look for an earnings increase of 6%,
endar |Mar.31 Jun. 30 Sep.30 Dec.31| vear | Share) on the sale, which we will exclude within ALLETE's annual target of 5%-7%.
2016 3 50 81 90 | 314 from our earnings presentation as a non- The board of directors raised the divi-
2017 ‘97 k) ‘88 56 | 313| recurring item. ] dend in the first quarter. The annual
2018 | 99 6L 59 119 | 338| We have trimmed our 2019 earnings increase was $0.11 a share (4.9%).
2019 | 105 65 90 90 | 350| estimate by $0.10 a share. Minnesota The stock is timely, but has a high
2020 | 1.10 70 95 95 | 370| Power, ALLETE's primary utility subsidi- valuation. The dividend yield is some-
Cal- | QUARTERLY DIVIDENDSPADB o1 | gy | &FY» Will lose some revenues from an expir-  what below the utility average. The recent
endar |Mar31 Jun30 Sep.30 Dec3l| Year | ING contract with a municipal customer price is above the upper end of our 2022-
2015 | 505 505 505 505 | 202 and the temporary shutdown of an indus- 2024 Target Price Range. We think this
2016 | 52 5 5 5 208 trial customer. (As a result of these lost reflects takeover speculation, but we don't
2017 | 535 535 535 535 | 214 | revenues, the utility expects to file a rate advise investors to purchase the stock in
2018 | 56 56 56 .56 204 | case in the fourth quarter of 2019.) Also, the hope that a takeover offer will emerge.
2019 | 5875 ALLETE Clean Energy (ACE) is incurring Paul E. Debbas, CFA March 15, 2019
(A) Diluted EPS. Excl. nonrec. gain (losses): | to rounding. Next earnings report due early deferred charges. In '17: $11.95/sh. (D) In mill. | Company’s Financial Strength A
'04, (25¢); '05, ($1.84); '15, (46¢); '17, 25¢; May. (B) Div'ds historically paid in early Mar., | (E) Rate base: Orig. cost depr. Rate allowed in | Stock’s Price Stability 95
gain (losses) on disc. ops.: '04, $2.57, '05, June, Sept. and Dec. o Div'd reinvest. plan MN on com. eg. in '18: 9.25%; earned on avg. | Price Growth Persistence 50
(16¢); '06, (2¢). '16 & '18 EPS don't sum due | avail. T Shareholder invest. plan avail. (C) Incl. | com. eq., '17: 8.0%. Regulatory Climate: Avg. | Earnings Predictability 85
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Schedule AHG -2
19-EPDE-223-RTS

RECENT PIE Trailing: 23.3'}|RELATIVE DIVD
CMS ENERGY CORPI NYSE-CMS PRICE 54.00 RATIO 22.7 Median: 17.0 /| PIE RATIO 1.33 YLD 2.9%
High:| 175 16.1| 19.3| 22.4| 250| 30.0| 36.9| 38.7| 46.3| 50.8| 53.8| 54.6 i
TMELNESS 3 ety | L '7S) 1851 1390 55| 9| %8| Xo| 27| w5 B3| B2 86 Tz%rggt 2855 R;ng
SAFETY 2 Raised32U14 | LEGENDS
—— 0.83 x Dividends p sh 80
TECHNICAL 2. Lowered 215019 dvided by Interest Rate
-+ Relative Price Strength 60
BETA .55 (1.00 = Market) o] Itqlo(rjlsaYes indicat e 50
2022-24 PROJECTIONS aded area indicales recession FCITIO i UL SN D T e 20
i ~ Ann’l Total — NI STTL
Price  Gain  Return P RTATR Tt 30
High 60 (+10%g 6% T S 25
low 45 (-15%) -1% |- e 20
Insider Decisions (LAl YTEE TR § il . 15
MaJgasonD gl LT
mguy 000000O0O0O0 R ) I; LS S % _— (Y I ee ks oo, o 00®0g0® 10
Optons 9 0 0 0 0 0 0 012 75
Sll_3 00201100 % TOT.RETURN 2/19 |
Institutional Decisions | THIS  VLARITH
0018 302018 4Q2018 | percent 30 STOCK  INDEX
22 23 268 T . — | . 1y 320 3.9
nel %% 3% 55| shares 20 AN LT T AT e T i 3y 503 492 |
HIds(000) 255018 264290 261889 I T e Syr 1237 396
2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 [ 2010 | 2011 [2012 [2013 [2014 [2015 [2016 [2017 |2018 [2019 [2020 | ©VALUELINEPUB.LLC|22-24
3421 | 2806| 2852 | 3057 | 2895| 30.13| 2723 | 2577 | 2559 | 23.90 | 24.68 | 26.09 | 2329 | 2292 | 2337 | 2425| 2475 | 25.15 |Revenues per sh 27.00
2.39 2.87 343 322 3.08 3.88 347 3.70 3.65 3.82 4.06 422 459 4.88 5.29 5.61 6.00 6.35 |“Cash Flow" per sh 750
d.29 74 1.10 .64 64 1.23 93 1.33 145 153 1.66 1.74 1.89 1.98 2.17 2.32 2.50 2.70 |Earnings per sh A 325
-- -- -- -- .20 .36 50 .66 84 .96 1.02 1.08 1.16 1.24 1.33 143 153 1.64 |Div'd Decl'd per sh B o 2.00
332 2.69 2.69 3.01 5.61 350 359 329 347 4.65 4.98 5.73 5.64 5.99 591 7.32 7.70 8.35 |Cap'l Spending per sh 750
9.84 | 10.63| 1053 | 10.03 946 | 1088 | 1142 | 1119 | 1192 | 12.09 | 1298 | 1334 | 1421 | 1523 | 1577 | 16.78 | 17.90 | 19.35 |Book Value per sh © 2450
161.13 | 195.00 | 220.50 | 222.78 | 225.15 | 226.41 | 227.89 | 249.60 | 254.10 | 264.10 | 266.10 | 275.20 | 277.16 | 279.21 | 281.65 | 283.37 | 285.00 | 288.00 |Common Shs Outst'g © | 297.00
-- 124 12.6 222 26.8 10.9 13.6 125 13.6 15.1 16.3 173 18.3 209 213 20.3 | Bold figyres are |Avg Ann'l P/E Ratio 155
.66 67 1.20 142 66 91 80 85 .96 .92 91 92 1.10 1.07 1.10 ValuejLine Relative P/E Ratio 85
- - | L% | 27%| 40% | 40% | 43% | 42% | 38% | 3.6% | 34% | 3.0% | 29% | 30%| ="' |Avg AnnlDivd Yield 4.0%
CAPITAL STRUCTURE as of 12/31/18 6205.0 | 6432.0 | 6503.0 | 6312.0 | 6566.0 | 7179.0 | 6456.0 | 6399.0 | 6583.0 | 6873.0 [ 7050 | 7250 |Revenues ($mill) 8000
Total Debt $11777 mill. Due in 5 Yrs $4151 mill. 2310 | 356.0 | 384.0 | 4130 | 4540 | 479.0 | 525.0 | 553.0 | 610.0 | 659.0 | 720 | 785 |Net Profit ($mill) 1015
LT Debt 10684 il (i merest $465 mil 34.6% | 38.1% | 36.8% | 39.4% | 39.9% | 34.3% | 34.0% | 33.1% | 312% | 14.9% | 15.0% | 15.0% |Income Tax Rate 15.0%
'([glr?g?e";; ot 500 130% | 22% | 26% | 29% | 20% | 23% | 27% | 31% | 11%| 14% | 10% | 10% AFUDC%toNetProfit | 1.0%
Leases, Uncapitalized Annual rentals $16 mill. 67.9% | 70.1% | 66.9% | 67.9% | 67.5% | 68.7% | 68.3% | 67.1% | 67.3% | 69.0% | 68.0% | 66.5% |Long-Term Debt Ratio 63.5%
Pension Assets-12/18 $2247 mill. i | 29.0% | 29.5% | 32.6% | 31.6% | 32.2% | 31.0% | 31.4% | 32.6% | 32.4% | 30.7% | 32.0% | 33.0% |Common Equity Ratio 36.5%
) _ Oblig $2512 mill.|"g977,0 [ 9473.0 | 9279.0 | 10101 | 10730 | 11846 | 12534 | 13040 | 13692 | 15476 | 16025 | 16800 |Total Capital ($mill 20000
mgl 53t7°3°'I gzh”;"lg 5 g{gOD";rd fuzm'""l':é lable o | 96820 | 10069 | 10633 | 11551 | 12246 | 13412 | 14705 | 15715 | 16761 | 18126 | 19850 | 20700 |Net Plant Smil) 23800
$110.00. o Pl . 47% | 58% | 6.3% | 59% | 60% | 57% | 57% | 58% | 59% | 56% | 6.0% | 6.0% |Returnon Total Cap'l 6.5%
Common Stock 283,400,105 shs. 8.0% | 12.5% | 12.5% | 12.8% | 13.0% | 12.9% | 13.2% | 12.9% | 13.6% | 13.8% | 14.0% | 14.0% |Return on Shr. Equity 14.0%
as of 1/14/19 o 8.5% | 12.5% | 12.6% | 12.9% | 13.1% | 13.0% | 13.3% | 13.0% | 13.7% | 13.8% | 14.0% | 14.0% |Return on Com Equity E| 14.0%
MARKET CAP: $15 billion (Large Cap) 41% | 69% | 56% | 50% | 52% | 50% | 52% | 4.8% 52% | 53% | 55% | 5.5% |RetainedtoCom Eq 6.0%
ELECTRIC OPERATING STATISTICS 54% | 46% | 55% | 61% | 60% | 62% | 61% | 63% 62% | 62% | 61% | 60% |All Div'ds to Net Prof 59%
9% Change Retal Sales (KWH) 2+011$ 2_011471 2+021€25 BUSINESS: CMS Energy Corporation is a holding company for 6%. Generating sources: coal, 26%; gas, 14%; other, 3%; pur-
Avg. Indust, Use (MWH) 6031 NA NA | Consumers Energy, which supplies electricity and gas to lower chased, 57%. Fuel costs: 44% of revenues. '18 reported deprec.
Avg. Indust. Revs. per KWH (¢) 7.76 826  7.63 | Michigan (excluding Detroit). Has 1.8 million electric, 1.8 million gas rates: 3.9% electric, 2.9% gas, 10.1% other. Has 8,600 employees.
gaPECLng Zeak (ng\ll ggg% 76’%61\ Nﬁ customers. Has 1,034 megawatts of nonregulated generating capa-  Chairman: John G. Russell. President & CEO: Patricia K. Poppe.
Aggua\oli)éd gg“c'}g?’(&)w) 54.6 NA NA | city. Sold Palisades nuclear plant in '07. Electric revenue break-  Incorporated: Michigan. Address: One Energy Plaza, Jackson, M
% Change Customers (yr-end) +5 412 +.3 | down: residential, 45%; commercial, 34%; industrial, 15%; other, 49201. Tel.: 517-788-0550. Internet: www.cmsenergy.com.
Fied Charge Cov. (1) 292 301 250 | CMS Energy’s utility subsidiary re- ling expenses effectively. Our 2019 share-
ANNUAL RATES Past Pasi_Estd 16.18] c€ived Ean el,ectrl_(f:f rate ordedr.b Csc;gé eEarnlngs estl_m:ﬁe of $2.50 is Wlthfm$§:4l\./l7$
ofchange (perst)  10Yrs.  5vs, to'22-24 | sumers Energy’s tariffs were raised by $ nergy's typically narrow range o AT-
Revenues 25% -1.0%  2.5% million, based on a 10.0% return on equity. $2.51. This would produce an increase of
“Cash Flow” 45%  65%  6.0% | The common-equity ratio was not speci- 8%, at the top of the company’s goal for
Earnings 10.0%  70%  70% | fied, but is assumed to be 52.5%. The ord | fi h of 6%-8%. Wi -
Dividends 215%  70%  7.0% , ) .5%. The order annual profit growth o 6-8%. We es
Book Value 45% 55% 75% | took effect in early 2019. The utility ex- timate earnings will advance at the same
- ARTERLY REVENUES (6 mill pects to file its next electric rate applica- pace in 2020.
cal w UES ($ il Pul | tion in 2020. As we had expected, the board of
endar [Mar.31 Jun.30 Sep.30 Dec.31| VYear . . . .
2016 | 1801 1371 1587 1640 | 6399 Consumers Energy filed a gas rate directors raised the annual dividend
2017 | 1829 1449 157 1778 | 6583 | €@se. The utility is seeking an increase of $0.10 a share (7.0%) in early 2019. CMS
2018 | 1953 1492 1599 1829 | 6873 | $229 million, based on a 10.75% return on Energy’'s goal for yearly dividend growth is
2019 | 2000 1550 1650 1850 | 7050 | @ 52.5% common-equity ratio. It is also 6%-8%, the same as its target for earnings
2020 | 2050 1600 1700 1900 | 7250 | asking for decoupling of revenues and growth. We project dividend hikes will
Cal- EARNINGS PER SHARE A Full volume, and a regulatory mechanism to re- continue to be in this range over the peri-
endar |Mar.3L Jun30 Sep.30 Dec3l| vear | COVEr certain capital investments. This od to 2022-2024.
2016 59 5 o7 B | 198 would provide an additional $11 million in We think CMS Energy’s strong points
2017 n 33 ‘61 5y | 517| revenues at the start of October in 2020 are reflected in the stock price. Inves-
2018 | 8 49 59 38 | 232| and 2021. An order is due in late Septem- tors value the company’s track record of
2019 8 45 70 50 | 250| ber. Consumers Energy plans to file anoth- steady and predictable growth in earnings
2020 90 50 75 55 | 270| er rate application in October. The utility and dividends. The dividend yield is about
Cal- | QUARTERLYDIVIDENDSPADB - | gy | N@S an old system that needs to be up- a half percentage point below the industry
endar |Mar31 Jun30 Sep.30 Dec.31| Year | 9raded, hence the need for frequent rate average. Like most utility issues, the
2015 29' 29' 29' 29' 116| cases. recent price is well within the 3- to 5-year
2016 | 3t a1 a1 a1 124 | We expect a continuation of CMS En- Target Price Range. Thus, total return po-
2017 | 3395 3325 3395 3325 | 133| €rgy’s steady earnings growth this tential over that time frame is unspec-
2018 | 3575 3575 3575 3575 | 143 | year and next. Rate relief is benefiting tacular.
2019 | .3825 Consumer Energy. Management is control- Paul E. Debbas, CFA March 15, 2019

(A) Diluted EPS. Excl. nonrec. gains (losses):
'05, ($1.61); '06, ($1.08); '07, ($1.26); '09, (7¢);

10, 3¢; '11, 12¢; "12, (14¢); 17, (53¢); gains

(losses) o

n disc. ops.: '05, 7¢; '06, 3¢; '07,

(40¢); '09, 8¢; '10, (8¢); '11, 1¢; '12, 3¢. '16
EPS don’t sum due to rounding. Next earnings
report due late Apr. (B) Div'ds historically paid
late Feb., May, Aug., & Nov. o Divid reinvest.
© 2019 Value Line, Inc. Al rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
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allowed on com. eq. in '18:
com. eq., '18: 14.3%. Reg.

plan avail. (C) Incl. intang. In '18: $6.15/sh.
(D) In mill. (E) Rate base: Net orig. cost. Rate

Company’s Financial Strength B++
Stock’s Price Stability 100
10%; earn. on avg. | Price Growth Persistence 80
Clim.: Above Avg. Earnings Predictability 90
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RECENT 88 50 PIE 18 1(Trai|ing: 20.2') [RELATIVE l 07 DIVD 4 30/

DUKE ENERGY NYSE-DUK PRICE . RATIO .1 \Median: 18.0/|PERATIO L, YLD 070
TMELNESS 3 wowessns | OV 558| 335) 2% 08| f66| eaz| ori| oee| 72| 761 720 a8 Target Price Range
SAFETY 2 Newluio7 LEGENDS
TECHNICAL 1 Raseduosns | dvided by intrest Rate Lfor- 160

B -+ Relative Price Strength Reverse 120

BETA .50 (1.00 = Market) 1-for-3 Rev split 7/12 P N I N I N I N I I ek il 100

2022-24 PROJECTLOnN’lsTOIaI K ggggd?rsea indicates recession ~ o = ||--""'||7“""“ll Jr Y LB S S Y PR 80

_ Price  Gain Return N I TR — TS p o Bkt EEREREE == 60
High 115 (+30%3 10% B T 50
Low 85 (5%) 4% et i - 40
Insider Decisions o T e 30

AMJJASOND J

By 000000000 e 20
Options 0 6 0 0 0 0 0 0 O *

Sl 030020000 % TOT. RETURN 119 22
Institutional Decisions | THIS  VLARITH*

102018 2Q018 Q2018 | percent 15 Ly Shockmoex

bel o ser  oop| Shares 10 IR Y PR 0 T OO 1 3y 327 469 |

HIUs(000) 416674 431271 426795 LR AT Sy. 543 408
2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 [ 2010 | 2011 [2012 [2013 [2014 [2015 [2016 [2017 |2018 [2019 [2020 | ©VALUELINEPUB.LLC|22-24

-- -- - 2532 | 3024 | 3115| 2918 | 3222 | 3263 | 27.88 | 34.84 | 3384 | 3410 | 3249 | 3366 | 3345| 34.20 | 34.90 [Revenues persh 37.25
7.86 8.11 734 758 8.49 8.68 6.80 8.56 9.11 9.40 920 | 1001 | 10.80 | 11.65| 12.20 |“Cash Flow" per sh 13.75

2.76 3.60 3.03 339 4.02 414 371 398 413 4.10 371 422 4.45 4.95 5.15 |Earnings per sh A 5.75

-- 258 2.70 2.82 291 297 3.03 3.09 3.15 324 3.36 349 3.64 3.79 3.94 |Div'd Decl'd per sh B o 450

8.07 743 | 1035 9.85| 1084 9.80 781 7.83 7.62 9.83 | 1129 | 11.50 | 15.05| 15.00 [ 12.30 |Cap'l Spending per sh 11.75

62.30 | 5040 | 49.51| 4985 50.84 | 51.14 | 58.04 | 5854 | 57.81 | 57.74 | 58.62 | 59.63 | 60.40 | 61.70 | 63.05 |Book Value persh © 67.00

418,96 | 420.62 | 423.96 | 436.29 | 442.96 | 445.29 | 704.00 | 706.00 | 707.00 | 688.00 | 700.00 | 700.00 | 727.00 | 731.50 | 736.00 |Common Shs Outst'g D | 750.00

-- 16.1 17.3 133 12.7 138 175 174 179 18.2 213 19.9 18.0 | Bold figyres are |Avg Ann’l P/E Ratio 175

85 1.04 89 81 87 111 .98 94 92 112 1.00 .95 ValuejLine Relative P/E Ratio .95

44% | 52%| 62% | 57% | 52% | 47% | 44% | 43% | 43% | 43% | 42% | 45% | ="' |Avg Ann'l Divd Yield 45%

CAPITAL STRUCTURE as of 9/30/18 12731 | 14272 | 14529 | 19624 | 24598 | 23925 | 23459 | 22743 | 23565 | 24300 | 25000 | 25700 [Revenues ($mill) 28000
Total Debt $56853 mill. Due in 5 Yrs $21467 mill. | 1461.0 | 1765.0 | 1839.0 | 2136.0 | 2813.0 | 2934.0 | 2854.0 | 2560.0 | 2963.0 | 3170 | 3605 | 3810 |Net Profit ($mill) 4350
Hch;?(t)ggm7crg":ia|iz£||er>]z§§¢§5t $1853 mill. 34.4% | 32.6% | 313% | 30.2% | 32.6% | 30.6% | 32.2% | 310% | 30.4% | 16.0% | 16.0% | 16.0% |Income Tax Rate 16.0%
(LT interest ear'ned?wx) ) 175% | 22.7% | 23.2% | 22.3% | 8.8% | 7.2% | 9.2% | 11.7% | 12.3% | 11.0% | 11.0% | 10.0% |AFUDC %to Net Profit | 10.0%

42.6% | 44.3% | 45.1% | 47.0% | 48.0% | 47.7% | 48.6% | 52.6% | 54.0% | 54.0% | 55.0% | 55.5% [Long-Term Debt Ratio 56.5%

Leases, Uncapitalized Annual rentals $218 mill. 57.4% | 55.7% | 54.9% | 52.9% | 52.0% | 52.3% | 51.4% | 47.4% | 46.0% | 46.0% | 45.0% | 44.5% |Common Equity Ratio 43.5%
Pension Assets-12/17 $9003 mill. | 37863 | 40457 | 41451 | 77307 | 79482 | 78088 | 77222 | 86609 | 90774 | 95750 | 101075 | 103975 |Total Capital ($mill) 115400
Pfd Stock None Oblig $8448 mill. | 37950 | 40344 | 42661 | 68558 | 69490 | 70046 | 75709 | 82520 | 86391 | 92675 | 98875 | 102625 |Net Plant ($mill) 111600

49% | 55% | 56% | 3.6% | 46% | 48% | 48% | 40% | 43% | 45% | 45% | 5.0% |Returnon Total Cap'l 5.0%

Common Stock 712,877,558 shs. 6.7% | 78% | 81% | 52% | 68% | 7.2% | 7.2% | 6.2% 71% | 7.0% | 80% | 8.0% |Returnon Shr. Equity 8.5%
as of 10/31/18 6.7% | 78% | 81% | 52% | 6.8% | 7.2% | 7.2% | 6.2% 70% | 7.0% | 80% | 80% |ReturnonCom Equity E| 85%
MARKET CAP: $63 billion (Large Cap) 11% | 21% | 2.2% 9% | 15% | 17% | 15% 6% 12% | 15% | 2.0% | 2.0% |Retainedto Com Eq 2.0%
ELECTRIC OPERATING STATISTICS 84% | T3% | T2% | 82% | 78% | 76% | 79% | 91% 83% | 8% | T77% | 76% |AllDiv'ds to Net Prof 1%
9% Change Retal Sales (KWH) 20}2 20_12 2921.3 BUSINESS: Duke Energy Corporation is a holding company for util-  residential, 41%; commercial, 29%; industrial, 14%; other, 16%.
Avg. Indust, Use (MWH) 2883 2908 2914 | ities with 7.6 mill. elec. customers in NC, FL, IN, SC, Oh, & KY, and Generating sources: coal, 27%; nuclear, 27%; gas, 23%; other, 1%;
Avg. Indust. Revs. per KWH (¢) NA NA NA | 1.6 mill. gas customers in OH, KY, NC, SC, and TN. Owns inde- purchased, 22%. Fuel costs: 30% of revs. '17 reported deprec. rate:
g?ﬁ?%ﬁ‘@ﬁﬁqkn%w) Nﬁ “ﬁ Nﬁ pendent power plants & has 25% stake in National Methanol in  2.8%. Has 29,100 employees. Chairman, President & CEO: Lynn J.
Annua\LoédFactor(% NA NA NA | Saudi Arabia. Acq'd Progress Energy 7/12; Piedmont Natural Gas ~ Good. Inc.: DE. Address: 550 South Tryon St, Charlotte, NC
% Change Customers (avg) +1.2 +1.4 +1.3 | 10/16; discontinued most intl ops. in '16. Elec. rev. breakdown: 28202-1803. Tel.: 704-382-3853. Internet: www.duke-energy.com.
Fied Charge Cov. (1) 317 204 272 | Duke Energy’s two electric utilities in  Piedmont plans to begin construction of a
ANNUAL RATES Past bost Estd 1517 South Carolina have filed general rate $250 million liquefied natural gas facility,
ofchange (persh)  10Yrs.  5vis, to'22224 | cases. Duke Energy Carolinas and Duke with completion in 2021. On the down
Revenues 20% 15%  15% Energy Progress filed for increases of $168 side, a proposed $7.0 billion-$7.5 billion
E%?;?]Fslow” %%’ 3%‘;? gg‘(’? million (10.0%) and $59 million (10.3%), gas pipeline, 47%-owned by Duke, is being
D 100%  28% a0 | respectively. The applications are based on tied up by litigation.

Book Value 5% 20% 20% | a 10.5% return on a 53% common-equity We estimate a significant earnings in-

; ratio, and Duke is asking that new tariffs crease in 2019. Duke’s results in 2018
eﬁg; Ma?%/'\lRTJEE,L]S%EVgEgES%@&”231 Eé‘elllr take effect on June 1st. ) ) (which were reported shortly after our

2016 | 5377 5213 6576 5577 22743 The company expects to remain active press date) included some unusual ex-

2017 | 5729 5555 6482 5799 |23565 | 1IN the regulatory arena. This is driven penses, such as a $70 million penalty

2018 | 6135 5643 6628 5894 |24300 | Y @ higher capital budget. Last year, stemming from coal ash problems. (The

2019 | 6300 5750 6950 6000 |25000 | Duke received electric rate orders in North company excludes this item from its 2018

2020 | 6500 5900 7150 6150 |25700 | Carolina, Ohio, and Kentucky. The utility earnings guidance of $4.65-$4.85 a share.)

Cal- EARNINGS PER SHARE A ull filed for a $10.5 million gas rate hike in Thus, the comparison should be easy, es-
endar |Mar.3L Jun30 Sep.30 Dec3l| vear | Kentucky. Duke is evaluating the need for pecially in the second quarter. As men-

2016 ) 0 144 52 | 371 &@n electric case in Indiana, and Piedmont tioned above, rate relief should help lift

2007 | 102 98 136 ‘86 | 42y | Gas is considering a filing in North Caro- the bottom line this year and next. Duke is

2018 | 117 71 164 93 | 445| lina. Rate relief is a key reason for the targeting annual earnings growth of 4%-

2019 | 120 105 170 100 | 495| profit growth we expect in 2019 and 2020. %.

2020 | 125 110 180 100 | 515| Duke completed two gas-fired genera- This stock offers a dividend yield that

Cal- | QUARTERLYDIVIDENDSPADE - | gy | TiNG units in the fourth quarter of is roughly one percentage point above
endar |Mar31 Jun30 Sep.30 Dec3l| Year 2018, and other capital projects are the utility mean. The company's goal for

2015 795 795 825  825| 324 under way. Duke is building a $1.1 bil- annual dividend growth is 4%-6%. We

2016 ‘925 85 855 55| 336 lion gas-fired plant to serve the western project this will produce total returns over

2017 ‘g5 855 80 89 | 3ag| Carolinas, which is expected to be com- the 3- to 5-year period that are superior to

2018 | 89 89 9275 9278 364 | Pleted in late 2019. The company’s electric those of most utility issues.

2019 9275 utilities are modernizing their systems. Paul E. Debbas, CFA February 15, 2019
(A) Diluted EPS. Excl. nonrec. losses: '12, 70¢; | (B) Div'ds paid mid-Mar., June, Sept., & Dec. o | com. eq. in '18 in NC: 9.9%; in '17 in SC: | Company’s Financial Strength A
'13, 24¢; '14, 67¢; '17, 15¢; '18, 41¢; gain | Div'd reinv. plan avail. (C) Incl. intang. In "17: [ 10.1%; in '09 in OH: 10.63%; in '04 in IN: | Stock’s Price Stability 100
(losses) on disc. ops.: '14, (80¢); '15, 5¢; '16, | $45.48/sh. (D) In mill, adj. for rev. split. | 10.3%; earned on avg. com. eq., '17: 7.1%. | Price Growth Persistence 30
(60¢). Next earnings report due early May. | (E) Rate base: Net orig. cost. Rates all'd on | Reg. Clim.: NC Avg.; SC, OH, IN Above Avg. Earnings Predictability 85
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RECENT PIE Trailing: 18.7'}| RELATIVE DIVD

E|_ PASO ELECTR'C NYSE-EE PRICE 4862 RATIO 20.7(Mediar?: 150, | PIE RATIO 129 YLD 31%%:
TMELNESS 3 weesnens | FON) BE) 23] TE 187 %7| 3| Ba| BA| Bl ¥3 83 &1 Target Price Range
SAFETY 2 Raised51l07 | LEGENDS

—— 0.90 x Dividends p sh 128

TECHNICAL 2. Reised /1819 divided by Interest Rate
-+ Relative Price Strength 96
BETA .65 (1.00 = Market) Options: Yes 80
2021-23 PROJECTIONS haded area indicates recession e 64
. " Ann'l Total i YT TP | 48

) Price Galrfl’ Retgrn A NI P—__Jo. [ |=e=e=eq===== 40

Insider Decisions et '!"hl.." m SRR 24

MAMUJJIASON "I||l|. | |I||”. " il vy,

Bl 0 0 0 0 000 0 0o ettty s 16

Opions 0 5 8 0 300 3 0| [Pl e, o 12

foSll_0 00000000 % TOT. RETURN 12/18

Institutional Decisions THIS  VLARITH
102018 2Q018 Q2018 | percent 21 Ly ook IRDEXT L

vel 90 9 ga| Shares 14t et 3y 406 26 |

HUs(000) 41623 40026 39851 AL LR RRRRAARRARR RRRRRRRTRR) ERARERRYERY RRRREFETAETRRCRARKERARARRAARRRRACERRAERAARARARRRERRRA Sy 642 230
2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 | 2010 | 2011 [2012 [2013 [2014 [2015 [2016 |2017 [2018 [2019 | ©VALUELINEPUB.LLC|21-23

1391 | 1397| 1495| 1670 | 17.75| 1943| 2315| 1885 | 20.61 | 2297 | 21.26 | 2211 | 22.74 | 21.01 | 21.89 | 2259 | 22.15| 22.75 [Revenues per sh 2450

2.99 3.00 321 3.05 344 3.86 4.16 407 5.15 6.05 5.66 5.65 5.87 5.75 5.98 6.17 6.20 6.50 |“Cash Flow" per sh 750
57 .64 .69 .76 127 1.63 1.73 1.50 2.07 2.48 2.26 2.20 2.27 2.03 2.39 2.42 2.30 2.45 |Earnings per sh A 2.75
-- -- -- -- -- -- -- -- -- .66 97 1.05 111 117 1.23 132 142 1.52 |Div'd Decl'd per sh B 1.85

1.75 2.03 1.94 2.28 273 463 5.36 5.95 5.27 5.90 6.70 7.18 8.50 8.55 7.03 591 7.55 6.85 | Cap’l Spending per sh 7.25

920 | 1051 | 11.23| 1156| 12.60 | 14.76| 1547 | 1645 | 19.04 | 19.03 | 2057 | 2344 | 2439 | 2513 | 2652 | 28.14 | 29.05| 29.95 |Book Value per sh © 32.75

4961 | 4756 | 47.40| 4814 | 46.00| 4515| 4488 | 4392 | 4257 | 3996 | 40.11 | 40.27 | 40.36 | 4044 | 4052 | 4058 | 40.60 | 40.70 |Common Shs Outst'g O | 41.00

23.0 183 22.0 26.7 16.9 15.3 119 10.8 10.7 126 145 159 16.4 18.3 18.7 218 24.2 Avg Ann’l PJE Ratio 185

1.26 1.04 1.16 142 91 81 72 72 68 .79 .92 89 86 92 .98 1.10 1.30 Relative P/E Ratio 1.05
-- -- -- -- -- -- -- -- - 21% | 30% | 3.0% | 3.0% | 31% | 27% | 25% | 2.6% Avg Ann’l Div'd Yield 3.6%

CAPITAL STRUCTURE as of 9/30/18 1038.9 | 8280 | 877.3 | 9180 | 8529 | 890.4 | 9175 | 849.9 | 8869 | 91638 900 925 |Revenues ($mill) 1000
Total Debt $1404.6 mill. Due in 5 Yrs $64.3 mill. 776| 669 | 903 | 1035| 908 | 886 | 914 | 819 | 98| 983| 950| 100 |Net Profit ($mill) 115
LT Debt $1385.8 mil 1 Interest $80.2 il 32.8% | 33.1% | 36.1% | 34.2% | 34.1% | 33.0% | 3L.0% | 20.9% | 35.8% | 34.2% | 23.5% | 23.5% |Income Tax Rate 235%
(LT interest earned: 2.7x) 204% | 24.3% | 22.1% | 17.6% | 22.4% | 24.1% | 30.8% | 27.5% | 17.6% | 11.29 | 14.0% | 13.0% |AFUDC % to Net Profit | 15.0%

53.8% | 52.7% | 51.2% | 51.8% | 54.8% | 51.4% | 53.5% | 52.7% | 52.7% | 51.2% | 54.0% | 53.0% |Long-Term Debt Ratio 55.5%

Pension Assets-12/17 $304.4 mill. 46.2% | 47.3% | 48.8% | 48.2% | 45.2% | 48.6% | 46.5% | 47.3% | 47.3% | 48.8% | 46.0% | 47.0% |Common Equity Ratio 44.5%

Oblig $362.0 mill. [ 15039 | 1527.7 | 1660.1 | 1576.7 | 18245 | 19435 | 21184 | 2150.8 | 2269.9 | 2338.2 | 2565 | 2605 |Total Capital ($mill) 3025

Pfd Stock None 1595.6 | 1756.0 | 1865.8 | 1947.1 | 2102.3 | 2257.5 | 2488.4 | 2695.5 | 2821.2 | 2928.4 | 3075 | 3190 |Net Plant ($mill) 3600
Common Stock 40,691,951 shs. 67% | 60%| 7.0% | 83% | 65% | 61% | 57% | 53% | 58% | 58% | 50% | 55% |Returnon Total Cap’ 55%
as of 10/31/18 112% | 9.3% | 11.1% | 13.6% | 11.0% | 94% | 9.3% | 8.1% 9.0% | 86% | 80% | 85% |Returnon Shr. Equity 8.5%

11.2% | 9.3% | 11.1% | 13.6% | 11.0% | 9.4% | 9.3% | 8.1% 9.0% | 86% | 80% | 85% |ReturnonCom Equity E| 85%

MARKET CAP: $2.0 billion (Mid Cap) 11.2% | 9.3% | 11.1% | 10.0% | 6.3% | 4.9% | 48% | 34% | 44% | 39% | 3.0% | 3.0% |Retainedto Com Eq 3.0%
ELECTRIC OPERATING STATISTICS -- -- - 26% | 43% | 47% | 49% | 57% 51% | 54% | 61% | 61% |All Div'ds to Net Prof 65%
9% Change Retal Sales (KWH) 2+021§ 2(11615 20+1‘71 BUSINESS: El Paso Electric Company (EPE) provides electric able. Generating sources: nuclear, 49%; gas, 36%; purchased,
Avg. Indust, Use (MWH) 21687 21036 21553 | service to 424,000 customers in an area of approximately 10,000 15%. Fuel costs: 27% of revenues. '17 reported depreciation rate:
Avg. Indust. Revs. per KWH (¢) NA NA NA | square miles in the Rio Grande valley in western Texas (68% of 2.3%. Has about 1,100 employees. Chairman: Charles A.
ggg?cﬂm zz%kngmbw) %ggi %ggg igg% revenues) and southern New Mexico (19% of revenues), including  Yamarone. President & CEO: Mary E. Kipp. Incorporated: Texas.
Amnual Load Factor (4 NA NA NA | El Paso, Texas and Las Cruces, New Mexico. Wholesale is 13% of = Address: Stanton Tower, 100 North Stanton, El Paso, TX 79901.
% Change Customers (yr-end) +1.4 +1.6 +1.7 | revenues. Electric revenue breakdown by customer class not avail-  Tel.: 915-543-5711. Internet: www.epelectric.com.

Fied Charge Cov. (1) 218 267 263 | We. have lowered our 2018 earnings 2019. In Texas, the _utility Wi_II fjle _for
ANNUAL RATES Past Pasi Estd’15.-17] €Stimate for El Paso Electric Compa- recovery of transmission and distribution
ofchange persh) 10¥is.  5vis.  to2i23 | NY by $0.25 a share, to $2.30. This is costs under the state’s regulatory mechan-
Revenues 2.0% -~ 20% | despite the fact that third-period profits isms. This ought to provide some rate re-
E%?;?]Fslow” ‘Z?,?ﬁ’ 1.0% %%’ were slightly better than we estimated. lief in the second half of the year. In New
D S 0w 7o | We think the December-period results fell Mexico, EPE is required to file a general
Book Value 75% 6.5%  3.5% into the red due in part to the poor per- Iratfe cr?se byI the (le)nd of July. Any rate rei

; formance of the stock market. This means lief the utility obtains won't come unti
eﬁg; Ma?%/'\lRTEE,L]T?,%EVgEgIES%@gglé)gl Eé‘elllr that EPE will almost certainly record a 2020. The regulatory climate in New Mexi-

2015 11638 2195 2807 1769 | 849.9 mark-to-market charge for its decommis- co is difficult, but the company's service

2016 | 1578 2179 3232 1880 | 8869 | Sioning fund associated with its interest in area there is much smaller than in Texas.

2017 |1713 2518 2975 1962 | 9168 | Unit 3 (a nonregulated asset) of the Palo The utility benefits from strong cus-

2018 |1757 2368 3003 1872 | 900 | Verde nuclear station. The company would tomer growth. The economy in the EI

2019 |175 245 310 195 925 | probably post a loss for the period, any- Paso area is healthy. Numerous construc-

Cal- EARNINGS PER SHARE A Full | way, because the way the benefits of tax tion and transportation projects in the re-
endar |Mar.3L Jun30 Sep.30 Dec3l| vear | F€form are being passed through to rate- gion are in various stages of development.

2015 09 5 140 02 | 203] pavers makes profits even more skewed We think annual customer growth will

2016 | d14 5 184 14 | 239| toward the second and third quarters. Our continue to exceed 1% comfortably. EPE

2017 | d10 89 147 16 | 242 | revised estimate is within EPE’s targeted expects to meet its increased power needs

2018 | d17 82 179 d14 | 230 range of $2.25-$2.50 a share. with a combination of gas and renewable

2019 | d.10 80 180 d.05 | 245| We have lowered our 2019 profit esti- resources.

cal- QUARTERLY DIVIDENDS PAID & Ful | Mate by $0.15 a share, to $2.45. We This stock has a dividend yield that is
endar |Mar31 Jun30 Sep.30 Dec3i| vear | think our December-period estimate was modest for a utility. With the recent

2015 | 28 295 205 205 | 117| too optimistic. Even so, we look for earn- quotation within our 2021-2023 Target

2016 | 295 31 31 31 123| ings to recover to around the 2017 level Price Range, total return potential is un-

2017 | 31 335 335 335 | 132| thanks to some rate relief the utility spectacular, despite good dividend growth

2018 | 335 .36 36 36 142 | should receive around midyear. prospects over that time frame.

2019 Some rate filings are upcoming in Paul E. Debbas, CFA January 25, 2019
(A) Diluted earnings. Excl. nonrecurring gains | dates in late March, June, Sept., and Dec. [in TX in '17: 9.65%; in NM in '16: 9.48%; | Company’s Financial Strength B++
(loss): '03, 81¢; '04, 4¢; '05, (2¢); '06, 13¢; '10, | (C) Incl. deferred charges. In '17: $96.0 mill., | earned on avg. com. eq., '17: 8.9%. Regulatory | Stock’s Price Stability 90
24¢. Next earnings report due late February. | $2.37/sh. (D) In millions. (E) Rate base: Net | Climate: TX, Average; NM, Below Average. Price Growth Persistence 70
(B) Initial dividend declared 4/11; payment | original cost. Rate allowed on common equity Earnings Predictability 75
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RECENT 03.79 PE 9 3(Trai|jng: 19.8)|RELATIVE 23 DIVD 0 m:
|DACORP’ |NC. NYSE-IDA PRICE 7 RATIO 1 Median: 14.0,/ | PIE RATIO l YLD 27/0
TMELNESS 2 weestosts | 10| 38| 34| 3081 $00| 39| 42| 21| 03| 4| eeo| 've|'%as Target Price Range
SAFETY 2 Raised82/13 LEGENDS |
—— 0.80 x Dividends p sh
TECHNICAL 1 Raised 12519 divided by Interest Rafe 160
B - Relative Price Strength 120
BETA .55 (1.00 = Market) Oltqlogdees indicates recession 100
2021:23 PROJECTIONS —— : S P T L N EEEECX CEERE %
! 1 | feeaeadaaaan
~ Price  Gain Angeta?rga —— sills e 60
High 90 -5%; 2% — 50
low 70 (-25%) -3% - L (IR 40
Insider Decisions u"". T ILE T o e A 30
MAMJJASON .o.o". .-..'. I |1||! o, o000, ,..°o-°°o-.. PRELALRD ..-'
to B_Uy 00000O0O0O0O . .,. L) 000, aob0e,00” %0, - of .. .0'..0-..... — - ..0 ! *%e® 20
Optons 10 0 0 0 0 0 0 O O o) - ‘e 15
Sll_2 001000071 % TOT. RETURN 12/18
Institutional Decisions I|I| THIS  VLARITH
102018 2Q018 Q2018 | percent 15 Ly STOCKDEXT L
bl T34 197 19e|Shares 10 ATV U P TP Y YO0 T P11 R IR T PRI 3y 483 26 |
Hds(000) 38795 38770 39319 B e e T r Syr 1069 230
2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 | 2010 | 2011 [2012 [2013 [2014 [2015 [2016 |2017 [2018 [2019 | ©VALUELINEPUB.LLC|21-23
2443 | 2041| 20.00| 20.15| 21.23| 1951| 2047 | 2192 | 2097 | 20.55 | 2155 | 2481 | 2551 | 2523 | 25.04 | 26.76 | 27.10 | 27.50 |Revenues per sh 29.25
4.08 350 412 387 458 411 4.27 5.07 5.35 5.84 593 6.29 6.58 6.70 6.86 750 7.90 8.10 | “Cash Flow” per sh 9.25
163 .96 1.90 1.75 235 1.86 218 2.64 2.95 3.36 3.37 3.64 3.85 387 394 421 450 455 |Earnings per sh A 5.25
1.86 1.70 1.20 1.20 1.20 1.20 1.20 1.20 1.20 120 1.37 157 1.76 1.92 2.08 2.24 2.40 2.56 |Div'd Decl'd persh Bot| 3,05
353 3.89 473 453 5.16 6.39 5.19 5.26 6.85 6.76 478 4.68 5.45 5.84 5.89 5.66 6.25 6.40 |Cap’l Spending per sh 6.75
2301 | 2254 | 2388| 2404| 2577 | 2679| 27.76 | 29.17 | 31.01 | 3319 | 3507 | 36.84 | 38.85 | 40.88 | 4274 | 44.65| 46.70 | 48.70 |Book Value per sh © 55.25
3802 | 38.34| 4222| 4266| 43.63| 4506| 4692 | 4790 | 4941 | 49.95 | 50.16 | 50.23 | 50.27 | 50.34 | 50.40 | 50.42 | 50.40 [ 50.40 |Common Shs Outst'g © | 50.40
189 26.5 155 16.7 15.1 18.2 139 10.2 11.8 115 124 134 147 16.2 19.1 20.6 205 Avg Ann’l PJE Ratio 155
1.03 151 82 89 82 97 84 68 .75 72 .79 .75 a7 82 1.00 1.04 1.10 Relative P/E Ratio .85
6.0% | 67%| 41% | 41% | 34% | 35% | 40% | 45% | 34% | 31% | 33% | 32% | 31% | 3.1% 28% | 26% | 2.6% Avg Ann’l Div'd Yield 3.8%
CAPITAL STRUCTURE as of 9/30/18 960.4 | 1049.8 | 1036.0 | 1026.8 | 1080.7 | 1246.2 | 1282.5 | 1270.3 | 1262.0 | 1349.5 | 1365 | 1385 [Revenues ($mill) 1475
Total Debt $1834.4 mill. Due in 5 Yrs $175.0 mill. 984 | 1244 | 1425 | 1669 | 1689 | 1824 | 1935 | 1947 | 1983 | 2124 | 25| 230 |Net Profit ($mill) 210
LT Debt $1834.4 il T Interest $E5.4 il 163% | 15.2% | --| -- | 134% | 28.3% | 8.0% | 19.0% | 15.5% | 18.6% | 7.5% | 10.0% |Income Tax Rate 10.5%
(LT interest earned: 3.7x) 10.2% | 105% | 19.1% | 23.3% | 20.3% | 12.3% | 13.6% | 16.3% | 16.3% | 13.9% | 13.0% | 13.0% |AFUDC %to Net Profit | 13.0%
Pension Assets-12/17 $697.7 mill. 47.6% | 50.2% | 49.3% | 45.6% | 45.5% | 46.6% | 45.3% | 45.6% | 44.8% | 43.7% | 44.0% | 41.5% |Long-Term Debt Ratio 43.0%
Oblig $999.3 mill. | 52.4% | 49.8% | 50.7% | 54.4% | 54.5% | 534% | 54.7% | 54.4% | 55.2% | 56.3% | 56.0% [ 58.5% |Common Equity Ratio 57.0%
2485.9 | 2807.1 | 3020.4 | 3045.2 | 3225.4 | 3465.9 | 3567.6 | 3783.3 | 3898.5 | 3997.5 | 4195 | 4195 |Total Capital ($mill) 4875
Pfd Stock None 2758.2 | 2917.0 | 3161.4 | 3406.6 | 3536.0 | 3665.0 | 38335 | 39924 | 4172.0 | 4283.9 | 4430 | 4575 |Net Plant ($mill) 4925
Common Stock 50,392,789 shs. 53% | 57%| 60% | 68% | 65% | 64% | 6.6% | 62% | 6.1% | 6.3% | 65% | 65% |Returnon Total Cap' 6.5%
as of 10/26/18 76% | 89% | 93% | 101% | 9.6% | 9.9% | 99% | 95% 9.2% | 9.4% | 95% | 9.5% |Returnon Shr. Equity 9.5%
76% | 89% | 93% | 101% | 9.6% | 9.9% | 9.9% | 95% 9.2% | 94% | 95% | 9.5% |Returnon Com Equity E| 9.5%
MARKET CAP: $4.7 billion (Mid Cap) 34% | 48% | 55% | 65% | 57% | 56% | 54% | 48% | 43% | 44% | 45% | 4.0% |Retained to Com Eq 4.0%
ELECTRIC OPERATING STATISTICS 55% | 46% | 41% | 36% | 41% | 43% | 46% | 50% 53% | 53% | 53% | 56% |AllDiv'ds to Net Prof 57%
9% Change Retal Sales (KWH) %roll,g 20_lg 2+021g BUSINESS: IDACORP, Inc. is a holding company for Idaho Power  rigation, 11%; other, 10%. Generating sources: hydro, 50%; coal,
Avg. Indust, Use (MWH) NA NA NA | Company, a regulated electric utility that serves 555,000 customers ~ 18%; gas, 8%; purchased, 24%. Fuel costs: 33% of revenues. '17
Avg. Indust. Revs. per KWH (¢) 570 563 5.83 | throughout a 24,000-square-mile area in southern Idaho and east- reported depreciation rate: 2.9%. Has 2,000 employees. Chairman:
g?ﬁ?%ﬁ‘@ﬁﬁqkn%w) 3 4’\(')'3‘ 32’&‘ 3 4'\5 ern Oregon (population: 1 million). Most of the company’s revenues ~ Robert A. Tinstman. President & CEO: Darrel T. Anderson. In-
Annual Load Factor (4 NA NA NA | are derived from the Idaho portion of its service area. Revenue corporated: Idaho. Address: 1221 W. Idaho St., Boise, Idaho
% Change Customers (yr-end) +1.4 +1.8 +2.0 | breakdown: residential, 41%; commercial, 24%; industrial, 14%; ir-  83702. Telephone: 208-388-2200. Internet: www.idacorpinc.com.
Fied Charge Cov. (1) 307 205 320 | We have raised our 2018 and 2019 from the food processing industry for cold
ANNUAL RATES Past Pasi Estd'15-17] €@rnings estimates for IDACORP by storage facilities, which are especially at-
ofchange (persh)  10vis.  5vis. to2i23 | $0.20 a share each year. Third-period tractive for utilities because they run 24
Revenues 25%  40%  2.0% profits were much higher than usual due hours a day. A pump manufacturer moved
“Cash Flow” 5.5%  40%  45% | to increased usage by irrigation customers. its business from California to ldaho. Ex-
Earnings L 4% 45% | Moreover, customer growth is accelerating pansion has come from the mining and
Dividends 55% 10.5%  6.5% ,
Book Value 55k 55% 45% | due to the strong economy in ldaho. The technology industries, as well. This should
: customer count advanced 2.0% in 2017, enable the good economic times (and
eﬁg; Ma?%/AlRTJEJ%.YSEE\/SEngLJEB($rggl(.;)ﬁl Eé‘elllr and 2.2% in the 12-month period that strong customer growth) to continue.
2015 12794 3363 3602 2854 |12703 ended on September 30th. Kilowatt-hour If needed, the utility may use a regu-
2016 |2810 3154 3720 2936 |12620 | sales are not advancing as fast as custom- latory mechanism to augment its in-
2017 13026 3330 4083 3056 |13495| €r additions due to the effects of energy- come. Idaho Power may use up to $25
2018 |3101 3400 4088 3061 |1365 | efficiency measures, but should still exceed million annually of accumulated deferred
2019 (315 345 415 310 |1385 | 1% (adjusted for the vagaries of weather). investment tax credits if its return on
Cal- EARNINGS PER SHARE A Full When the company announced third- equity falls below 9.5% (9.4% beginning
endar |Mar.31 Jun30 Sep.30 Dec3l| vear | QUarter earnings, management raised its next year). Note that the ROEs shown in
2015 47 13l 146 53 | 387] 2018 guidance from $4.20-$4.30 to $4.40- the statistical array are for IDACORP, not
2016 51112 165 ‘66 | 394| $4.50. Our 2018 estimate is at the upper just Idaho Power. )
2017 | 6 99 180 77 | 401| end of this range. Because the third- This timely stock is valued expensive-
2018 72 123 202 53 | 450| quarter comparison will be difficult, we ly. The dividend yield is below the indus-
2019 65 120 2.00 70 | 455 look for just a modest profit increase this try mean, and is not much higher than the
By year. IDACORP plans to put forth earn- median of all stocks under our coverage.
eﬁg; N?auf\?’TE?tT]_Dejngggg%EAl%ecgl YF:;L ings guidance for 2019 next month, when Considering that the recent quotation is
2015 | 47 47 47 51 19 it reports results for the fourth quarter of above our 2021-2023 Target Price Range,
2016 | 51 51 51 ‘55 508 | 2018. . we do not recommend this equity for long-
2017 | 55 55 55 59 994 | 1daho Power’s low electric rates are term investors because total return poten-
2018 | 59 59 59 63 240 | attractive for businesses in the utili- tial is negative.
2019 ty’s service area. There is rising demand Paul E. Debbas, CFA January 25, 2019

(A) Diluted EPS. Excl. nonrecurring gains
(loss): '03, 26¢; '05, (24¢); '06, 17¢. '17 earn-
ings don’t sum due to rounding. Next earnings

report due early Feb. (B) Divids
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historically

paid in late Feb., May, Aug., and Nov. o Div'd | Net original cost. Rate allowed on common
reinvestment plan available. t Shareholder in- | equity in '11: 10% (imputed); earned on avg.
vestment plan available. (C) Incl. intangibles. In | com. eq., '17: 9.6%. Regulatory Climate:

"17: $21.49/sh. (D) In millions. (E) Rate base: | Above Average.

Company’s Financial Strength A
Stock’s Price Stability 95
Price Growth Persistence 85
Earnings Predictability 95
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20018 QI8 Q08 | percent 6 Ly ShockIoEX
bel er B op| shares 4 T T AT AT 3y 402 492 |
HOs(000) 13022 14137 14238 e T e N Sy 864 398
2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 [ 2010 | 2011 [2012 [2013 [2014 [2015 [2016 [2017 |2018 [2019 [2020 | ©VALUELINEPUB.LLC|22-24
1459 | 1389| 16.73| 16.13| 1633 | 17.35| 1540 | 1536 | 1576 | 1561 | 17.04 | 17.88 | 16.27 | 1571 | 16.24 | 16.15| 16.70 | 17.45 [Revenues per sh 21.10
1.96 192 2.00 234 2.46 2.68 2.66 2.76 2.94 2.98 3.28 349 333 347 3.73 4.06 4.30 4.70 | “Cash Flow” per sh 5.55
114 118 1.05 1.37 151 1.59 147 1.67 1.76 1.86 2.16 2.32 2.06 218 2.20 243 2.60 2.80 |Earnings per sh A 355
.90 91 .92 93 94 .96 97 .99 1.01 1.04 1.07 111 1.16 121 1.26 132 1.38 1.45 |Div'd Decl'd per sh B o 1.65
3.02 313 2.80 2.94 414 3.08 2.35 1.76 1.88 2.84 343 2.67 2.08 241 312 6.12 6.45 6.85 | Cap’l Spending per sh 8.05
956 | 11.06 | 11.21| 11.93| 1299 | 1392 | 1447 | 1514 | 1589 | 1671 | 17.81 | 19.02 | 19.92 | 20.89 | 2245 | 23.56 | 24.55| 26.00 |Book Value per sh E 31.95
2752 | 3059| 30.68 | 31.46| 32.93| 3436 3467 | 3467 | 3467 | 34.67 | 3467 | 3467 | 3467 | 3467 | 3467 | 3467 | 3500 | 3500 |Common Shs Outst'gC | 36.00
175 18.0 224 15.9 15.0 14.2 15.1 15.0 15.8 172 17.0 172 20.3 249 294 25.1 | Bold figyres are |Avg Ann’l P/E Ratio 16.0
1.00 95 119 86 80 85| 1.01 .95 99 | 1.09 .96 91| 102 131 148 | 135| \ValuelLine Relative P/E Ratio .90
45% | 43%| 39%| 43% | 41% | 42% | 44% | 40% | 3.6% | 3.2% | 2.9% | 2.8% | 2.8% | 22% | 20% | 22% | US| Avg Ann'l Divid Yield 2.9%
CAPITAL STRUCTURE as of 12/31/18 533.8 | 532.6 | 546.4 | 541.3 | 590.9 | 6199 | 564.0 | 544.7 | 563.1 | 559.8 585 610 |Revenues ($mill) 760
Total Debt $510.9 mill. Due in 5 Yrs $81.9 mill. 510 | 57.7| 609| 644 749 | 803| 713 | 756 | 761| 842| 90.0| 100 |Net Profit ($mill) 120
LT Debt $493.3 mil. o Ly nterest $20.0mil 35.6% | 36.9% | 37.1% | 37.1% | 37.5% | 37.5% | 36.1% | 36.0% | 36.4% | 24.6% | 21.0% | 21.0% |Income Tax Rate 2L0%
(Total interest earmed: 6.7) el el | 22% | 20% | 2.0% | 2.0% |AFUDC % to Net Profit | 2.0%
Leases, Uncapitalized Annual rentals $1.6 mill. 39.0% | 38.9% | 39.6% | 38.2% | 39.3% | 37.5% | 36.2% | 34.6% | 33.8% | 37.7% | 38.0% | 37.5% |Long-Term Debt Ratio 36.0%
Pension Assets-12/18 $323.8 mill. 61.0% | 61.1% | 60.4% | 61.8% | 60.7% | 62.5% | 63.8% | 65.4% | 66.2% | 62.3% | 62.0% | 62.5% |Common Equity Ratio 64.0%
Obligation $360.3 mill. 8227 | 8594 | 911.9 | 937.9 [ 1016.9 | 1054.7 | 10815 | 1106.9 | 11763 [ 1310.0 | 1385 | 1460 |Total Capital ($mill) 1800
Pfd Stock None 939.8 | 968.0 | 9956 | 10735 | 1160.2 | 1208.1 | 1243.4 | 1282.1 | 1341.4 | 1509.4 | 1650 | 1800 |Net Plant ($mill) 2250
Common Stock 34,668,370 shs. 6.9% | 7.6% | 7.8% | 79% | 83% | 85% | 75% | 7.7% | 72% | 7.2% | 75% | 7.5% |Return on Total Cap'l 7.5%
as of 2/1/19 10.2% | 11.0% | 11.1% | 11.1% | 12.1% | 12.2% | 10.3% | 10.4% 9.8% | 10.3% | 10.5% | 11.0% |Return on Shr. Equity 10.5%
MARKET CAP: $2.2 billion (Mid Cap) 10.2% | 11.0% | 11.1% | 11.1% | 12.1% | 12.2% | 10.3% | 10.4% 9.8% | 10.3% | 10.5% | 11.0% |Return on Com Equity P| 10.5%
ELECTRIC OPERATING STATISTICS 34% | 44% | 4T% | 49% | 61% | 64% | 45% | 47% | 42% | 47% | 50% | 55% |Retained to Com Eq 55%
2016 2017 2018 66% 60% 57% | 56% 50% | 48% 56% | 55% 57% 54% | 54% 51% |All Div'ds to Net Prof 50%
% Change Retail Sales (KWH) 1.1 -2.6 1.6 - - - - - -
Avg. Indust, Use (MWH) 2329 1966 1802 | BUSINESS: MGE Energy, Inc. is a holding company for Madison  power, 23%; natural gas and other, 25%. Fuel costs: 19% of rev.
Avg. Indust. Revs. per KWH (¢) 755 823 7.70 | Gas and Electric. It provides electric service to about 153,000 cus- 17 depr. rate: 3.7%. Has 706 employees. Off. and dir. own less
Capacity at Peak (Vn) NA NA  NA | tomers in Dane County and gas service to 161,000 customers in than 1% of common; The Vanguard Group, Inc., 9.7%; BlackRock,
iﬁﬁh;oﬂédsgm?r(ww) 7,\?2 7,\?2 7,\?2 seven counties in Wisconsin. Electric revenue breakdown, '18: Inc., 6.5% (3/18 proxy). Chairman, President & CEO: Jeffrey M.
%ChangeCustomerseavg‘) NA NA NA | residential, 35%; commercial, 52%; industrial, 4%; public Keebler. Inc.: WI. Addr.: 133 South Blair St., Madison, WI 53788.
authorities, 9%. Generating sources, '17: coal, 52%; purchased Tel.: 608-252-7000. Web: www.mgeenergy.com.
Fed Care Cot. 1) 645 666, , 5§2 Shares of MGE Energy have a cost of roughly $112 million. This opera-
OAfNC'#;]’;eL(Ee/;\IBS past Past Estd 16181 recovered nicely in price in recent tion consists of 33 turbines that generate
Revenues -5% . 45% months, following a selloff in Decem- 66 megawatts of power. Meanwhile, the
“Cash Flow” 40%  4.0%  7.0% ber. The company posted a healthy company’'s stake in the Forward Wind En-
Earminge o 35 2% | bottom-line advance for the December ergy Center should provide access to re-
Book Value 550 6.0% 60% | quarter, despite a flat revenue comparison. newable energy for an additional fifteen
QUARTERLY REVENUES (8 mil) Growth in the residential customer base years. Elsewhere, MGE’s transmission in-
el | aal un30 Sep30 Dec3l Ful | and a measure of cost control supported vestments ought to further benefit earn-
- - : : performance here during the period. The ings. Investments in solar power as well as
%gg igég gég iggg iigg gggz story was similar for full-year 2018. The energy technologies also appear to offer
2018 | 1576 1243 1378 1401 | 5508 | TOP line slipped slightly, but earnings per promise. ) )
2019 |162 130 145 148 | 585 | share advanced 10%. Favorable weather This stock is ranked to perform in
2020 |168 135 152 155 | 610 | during the year benefited the bottom line.  line with the broader market aver-
cal EARNINGS PER SHARE A il Prospects for the company appear ages for the coming six to 12 months.
enga;r Mar3l Jun30 Sep.30 Dec.l Y:ar fairly bright. We anticipate favorable Looking further out, the shares lack long-
2016 19 17 %0 1 | 21g] comparisons in the coming quarters, and term appreciation potential from the
2017 ‘56 5 77 | 2920 solid growth in revenues and earnings per recent quotation. The equity continues to
2018 ‘58 53 ‘85 47 | 243| share for full-year 2019. Performance trade at a fairly rich valuation, based on
2019 5 57 ‘88 53 | 260| ought to remain favorable from 2020 on- its price-to-earnings multiple. Moreover,
200 | 67 62 93 58 | 280| ward. MGE's utility operations should fur- the dividend yield is below average for a
Cal- | QUARTERLY DIVIDENDS PAID @ - Ful ther benefit from attractive demographics utility. On the bright side, MGE Energy
endar |Mar3l Jun30 Sep.30 Dec3l| Year in their service territories. This includes earns good marks for Safety, Financial
- - y - healthy population growth and low unem- Strength, Price Stability, and Earnings
gglg %gzg %gzg -3850 -3850 1-%6 ployment in its operating areas. Invest- Predictability. Volatility is subdued, as
20%7 '3035 '3035 '3222 '3222 %2(15 ment in operations should continue to bear well. A selloff some time in the future may
2018 | 3225 3205 3375 3375 | 132 fruit, as well. The Saratoga Wind Farm offer conservatlve,_|ncome-0r|e_nted inves-
2019 (located near Saratoga, lowa) was expect- tors a more attractive entry point.
ed to be completed in February of 2019 at Michael Napoli, CFA March 15, 2019
(A) Diluted earnings. Excludes nonrecurring: | o Divid. reinvestment plan available. (C) In mil- | Above Average. (E) Includes regulatory assets. | Company’s Financial Strength A
'17, 62¢. Next earnings report due early May. | lions, adjusted for split. (D) Rate allowed on | In 2017: $154.9 mill., $4.47 per share. Stock’s Price Stability 85
(B) Dividends historically paid in mid-March, | common equity in '17: 9.8%; earned on com- Price Growth Persistence 65
June, September, and December. mon equity, '17: 12.5%. Regulatory Climate: Earnings Predictability 95
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ANNUAL RATES  Past

Past Est'd '15-'17

of change (persh) 10 Yrs. 5Yrs.  to'22-24
Revenues 5% 5% 3.5%
“Cash Flow” 6.5% 6.5% 7.5%
Earnings 75% 55%  9.0%
Dividends 8.5% 9.5% 10.5%
Book Value 8.5% 8.5% 7.0%
Cal- QUARTERLY REVENUES ($ mill.) Full
endar [Mar.31 Jun.30 Sep.30 Dec.31| VYear
2016 | 3835 3817 4805 3698 |16155
2017 | 3972 4404 4808 4011 |[17195
2018 | 3850 4069 4418 4390 |16727
2019 | 4600 4900 5600 4600 19700
2020 | 4950 5300 6050 4950 | 21250

Cal- EARNINGS PER SHARE A Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| VYear
2016 | 141 93 162 182 5.78
2017 | 190 168 179 113 6.50
2018 | 206 164 210 .38 6.68
2019 | 215 220 225 165 8.25
2020 | 235 235 245 185 9.00

Cal- | QUARTERLYDIVIDENDSPAIDB ot | Fyll
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year
2015 | .77 a7 a7 a7 3.08
2016 | .87 87 87 87 348
2017 | 9825 9825 9825 9825 3.93
2018 |111 111 111 111 444
2019

sition of assets from Southern Compa-
ny at the start of 2019. The last asset
was Gulf Power, an electric company serv-
ing the Florida panhandle. Earlier, Next-
Era added Florida City Gas (a gas utility)
and two nonregulated gas-fired generating
assets in the Sunshine State. NextEra
paid $5.1 billion and assumed $1.4 billion
of Gulf Power debt. It financed the deal
with $4.5 billion of debt. Management es-
timates that the transaction will boost
share net by $0.15 in 2020 and $0.20 in
2021.

NextEra’'s operations are performing
well. The company’s main utility subsidi-
ary, Florida Power & Light, is benefiting
from rate increases and the healthy econo-
my in its service area. FPL will get addi-
tional rate relief when a 1,750-megawatt
gas-fired plant is completed in mid-2019.
The company is also adding utility-owned
solar capacity, which is recovered through
a regulatory mechanism. NextEra Energy
Resources is expanding its portfolio of
wind and solar projects. This subsidiary
had a backlog of 8,900 mw at year-end
2018. And the lower federal tax rate

RECENT Trailing: 26.2'} | RELATIVE DIVD 2 8
NEXTERA ENERGY nyseaee e 178.17 ¥iro 23.8 (e 7) aito 1415 2.8%
High: 73.8 60.6 56.3 61.2 72.2 89.8 | 110.8 | 112.6 | 132.0 | 159.4 | 184.2 | 180.9 i
TMELNESS 3 wweessons | [ 38 3081 223) §55| Z22| 8|00 537 | 1022|1373 | 1aed | 1683 Tz%rggt 2855 R;ng
SAFETY 1 Raised2n6is | LEGENDS
—— 0.87 x Dividends p sh 320
TECHNICAL 2. Reised 1/25/19 divided by Interest Rate
- Relative Price Strength
BETA .60 (1.00 = Market) optons:yes (. | . . -+ 4 4 | ] |esesadem=== 200
2022-24 PROJECTIONS haded area indicates recession 1 T O I N P 160
Ann'l Total g e T — o o= - 120
Price  Gain Return o T LA 100
High 210 (+20%g 7% e Th o
Low 170 (-5% 2% 1 T LA
Insider Decisions plppl Lty T ! 60
AMJJASOND ' ' K
0By 000000000O T 40
Opons 0 1 0 012211
Sl 022023222 oeuses ' 9% TOT. RETURN 1/19
Institutional Decisions THIS  VLARITH
102018 202018 3018 | percent 15 iy STl%cg |N255x —18
B 577 607 612 N | : X -4,
NSl 645 586 a0 | Sares L0 T sy 742 469 [
Hids(000) 356118 358698 365576 O R O S Sy 1248 408
2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 [ 2010 | 2011 [2012 [2013 [2014 [2015 [2016 [2017 |2018 [2019 [2020 | ©VALUELINEPUB.LLC|22-24
2613 | 2827| 30.00| 38.75| 3747 | 40.13| 37.82| 36.39 | 36.88 | 3362 | 3480 | 3842 | 3793 | 3452 | 3651 | 3345| 36.80 | 39.70 |Revenues per sh 46.75
536| 560 6.18| 677| 68| 803 875| 962| 929 | 869 | 1054 | 1210 | 1292 | 1297 | 1211 | 14.65| 1590 | 17.40 |“Cash Flow" per sh 20.75
245| 246| 232| 323| 327| 407 397| 474| 48| 456| 483 | 560 | 606| 578 6.50 | 6.68| 825| 9.00 Earningspersh A 11.00
120 130 142| 150| 164| 178| 189| 200| 220| 240| 264 | 290 | 3.08| 348 393 | 444 500| 565 Div'dDecl'dpershBot 7.00
375 375( 4.09| 922| 1232| 1280| 1452 | 1389 | 1593 | 2231 | 1536 | 15.84 | 18.17 | 20.59 | 22.80 | 26.00 | 18.70 | 18.70 [Cap’l Spending per sh 18.75
1891 | 20.25| 2152 | 2449 | 26.35| 2857 31.35| 3436 | 3592 | 37.90 | 4147 | 4496 | 4897 | 52.01 | 59.89 | 68.30 | 69.85| 73.30 |Book Value persh © 85.00
368.53 | 372.24 | 394.85 | 405.40 | 407.35 | 408.92 | 413.62 | 420.86 | 416.00 | 424.00 | 435.00 | 443.00 | 461.00 | 468.00 | 471.00 | 500.00 | 535.00 | 535.00 |Common Shs Outst'g © | 535.00
126| 136| 179| 137| 189 | 145 134| 108| 115| 144| 166 | 173 | 169 | 207 216 | 24.8 | Bold figyres are |Avg Ann’l P/E Ratio 17.0
72 72 95 T4 100 87 89 69 .72 .92 93 91 85| 1.09 109 | 1.34| ValuelLine Relative P/E Ratio .95
39% | 3.9%| 3.4%| 34% | 27% | 3.0%| 35% | 39% | 4.0% | 36% | 33% | 30% | 30% | 29% | 28% | 27%| ="' |Avg Ann'lDivd Yield 3.7%
CAPITAL STRUCTURE as of 9/30/18 . 15643 | 15317 | 15341 | 14256 | 15136 | 17021 | 17486 | 16155 | 17195 | 16727 | 19700 | 21250 |Revenues ($mill) 25000
Total Debt $32587 mill. Due in 5 Yrs $14147 mill. | 16150 | 1957.0 | 2021.0 | 1911.0 | 2062.0 | 2465.0 | 2752.0 | 2693.0 | 3074.0 | 3186.0 | 4400 | 4960 |Net Profit ($mill) 6100
LT Debt $27048 mill. LT Interest $1136 mil. 16.8% | 214% | 224% | 26.6% | 26.9% | 32.3% | 30.8% | 29.3% | 24.4% | 29.0% | 245% | 245% |Income Tax Rate 24.5%
(LT interest earned: 4.0x) T9% | 44% | 44% | 108% | 7.0% | 67% | 6.9% | 82% | 67% | 100% | 50% | 50% AFUDC%to NetProfit | 40%
55.7% | 55.5% | 58.2% | 59.1% | 57.1% | 55.0% | 54.2% | 53.3% | 52.7% | 44.0% | 45.5% | 45.5% |Long-Term Debt Ratio 46.0%
. , 44.3% | 44.5% | 41.8% | 40.9% | 42.9% | 45.0% | 45.8% | 46.7% | 47.3% | 56.0% | 54.5% | 54.5% |Common Equity Ratio 54.0%
Pension Assets-12/17 $4020 mill. | 29267 | 32474 | 35753 | 39245 | 42009 | 44283 | 49255 | 52159 | 59671 | 60925 | 68550 | 71975 |Total Capital ($mill) 84200
Pid Stock None Oblig $2593 mil | 36078 | 39075 | 42490 | 49413 | 52720 | 55705 | 61386 | 66912 | 72416 | 70334 | 80800 | 86350 |Net Plant ($mill) 101700
6.9% | 74% | 7.0% | 62% | 62% | 7.0% | 68% | 6.3% | 63% | 65% | 7.5% | 8.0% |Returnon Total Cap'l 8.0%
Common Stock 477,945,257 shs. 12.5% | 135% | 13.5% | 11.9% | 11.4% | 12.4% | 12.2% | 11.1% | 10.9% | 9.5% | 12.0% | 12.5% |Return on Shr. Equity 13.5%
- 12.5% | 135% | 13.5% | 11.9% | 11.4% | 12.4% | 12.2% | 11.1% | 10.9% | 9.5% | 12.0% | 12.5% |Return on Com Equity E| 13.5%
MARKET CAP: $85 billion (Large Cap) 6.5% | 7.8% | 74% | 56% | 52% | 6.0% | 6.1% | 44% | 44% | 3.0% | 45% | 4.5% |Retainedto ComEq 5.0%
ELECTRIC OPERATING STATISTICS A7% | 42% | 46% | 53% | 54% | 51% | 50% | 60% 60% | 66% | 59% | 61% |All Div'ds to Net Prof 61%
9% Change Retal Sales (KWH) 2+0le 20_12 20_15 BUSINESS: NextEra Energy, Inc. (formerly FPL Group, Inc.) is a Rev. breakdown: residential, 55%; commercial, 35%; industrial &
Avg. Indust, Use (MWH) 277 255 NA | holding company for Florida Power & Light Company (FPL) and other, 10%. Generating sources: gas, 71%; nuclear, 23%; coal, 4%;
Avg. Indust. Revs. per KWH (¢) 6 69 6.11 NA | Gulf Power, which provide electricity to 5.5 million customers in purchased, 2%. Fuel costs: 24% of revs. '17 reported depr. rate
gaPECLngzeak(MWgw %g%% Nﬁ Nﬁ eastern, southern, & northwestern Florida. NextEra Energy Re-  (util): 3.7%. Has 13,900 employees. Chairman, Pres. and CEO:
Aggua\oli)ad gg“c'}g?’(&j ) NA NA NA | sources is a nonregulated power generator with nuclear, gas, & re- James L. Robo. Inc.: FL. Address: 700 Universe Blvd., Juno Beach,
% Change Customers (yr-end) +14 +13 NA | newable ownership. Has 79.9% stake in NextEra Energy Partners.  FL 33408. Tel.: 561-694-4000. Internet: www.nexteraenergy.com.
Fied Charge Cov. (1) 8 339 278 | NextEra Energy completed the acqui- boosted profits by $0.45 a share last year.

All told, we think earnings will wind up
within the company’s targeted ranges of
$8.00-$8.50 a share this year and $8.70-
$9.20 next year. However . . .

There are a couple of causes for con-
cern. Renewable-energy projects affected
by the bankruptcy of Pacific G&E contrib-
ute $0.13-$0.15 a share to annual earn-
ings. What will happen here remains to be
seen. Separately, a 31%-owned gas pipe-
line project has had delays and cost over-
runs.

We expect a hefty dividend increase
soon. NextEra has stated its expectation
for 12%-14% annual dividend growth
through at least 2020, and we estimate the
directors will raise the annual disburse-
ment by $0.56 a share (12.6%).

NextEra’s solid performance has not
gone unnoticed on Wall Street. The
stock was one of the top performers in
2017, and posted a total return of over
14% in 2018. At its current valuation, this
issue doesn’t stand out among utilities for
either its dividend yield or its 3- to 5-year
total return potential.

Paul E. Debbas, CFA February 15, 2019

(A) Diluted EPS. Excl. nonrecur. gains (losses):

'03, 5¢; '11, (24¢); '13, (80¢); '16, 47¢; 17,

report due late April. (B) Div'ds historically paid | '17: $8.27/sh. (D) In mill., adj. for stock split.
in mid-Mar., mid-June, mid-Sept., & mid-Dec. o
91¢; '18, $7.19; gain on disc. ops.: '13, 44¢. '15 | Div'd remvestment pIan avail. Shareholder in-
EPS don’t sum due to rounding. Next earnings | vestment plan avail. (C) Incl. def'd charges. In
© 2019 Value Line, Inc. Al rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

(E) Rate allowed on com. eq. in '17: 9.6%-
11.6%; earned on avg. com. eq., '17: 11.7%.
Regulatory Climate: Average.

Company’s Financial Strength A+
Stock’s Price Stability 100
Price Growth Persistence 80
Earnings Predictability 70
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RECENT PIE Trailing: 18.3'}|RELATIVE DIVD
NORTHWESTERN wseue |5 6096 181 G Eis 11307 6% itel
mewess 3w [ 1] 30T 1T %47 8] B[ 89] w1 B w1 83 B3 %9 gy Prss mange
SAFETY 2 Raised72718 | LEGENDS 0
—— 0.71 x Dividends p sh
TECHNICAL 1 Raised 12519 divided by Interest Rafe 100
-+ Relative Price Strength 80
BETA .55 (1.00 = Market) Options:Yes [ | | | 0 | || | |TTmmmneees 64
2021-23 PROJECTIONS haded area indicates recession ,.»J’L'l'/uh'“ LTI "M"nﬁl'l'ln. ___________
} ~ Ann'l Total ST b T 48
High P7”§e +Gza5|3r$/ Regtg/m et “y seefPITL AT " 32
ow 53 ((-10%3 2% | ] lu»hr*.-/FTm”' e 2
Insider Decisions e }I Il'l'. — P o B P O B 20
MAMIJASON o I S S i i N B, D e fssttan, o) - 16
totBy 00000O0O0O0O0 eetes" 12
Optons 8 02 010000
bsl_201010002 %TOT. RETURN 12/18 |8
Institutional Decisions THIS  VLARITH
102018 202018 3Q2018 STOCK  INDEX
to Buy Q130 Q133 les Eﬁ;ﬁssm 28‘ N lyr. 35 116 [C
to Sell 110 117 111 | yaded 10 Qb I L AT T " ! LE e D bl al il o+ 3yr. 220 236 [
HIUs(000) 46665 48580 49333 L T R TR RETTRARA ERERTARRARRAARRERYARAFRAARRARAARA RARRRARORA Sy 639 230
2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 | 2010 | 2011 [2012 [2013 [2014 [2015 [2016 |2017 [2018 [2019 | ©VALUELINEPUB.LLC|21-23
-- - 29.18 | 3257 | 3149| 3079| 3509 | 3172 | 30.66 | 30.80 | 28.76 | 29.80 | 25.68 | 2521 | 26.01 | 26.45| 23.85| 24.75 |Revenues per sh 2750
320 4.00 3.62 370 4.40 4.62 476 542 5.18 5.45 539 5.92 6.74 6.76 6.90 7.20 |“Cash Flow” per sh 8.00
d14.32 171 131 144 177 2.02 2.14 2.53 2.26 2.46 2.99 2.90 3.39 3.34 3.40 3.50 |Earnings per sh A 375
-- 1.00 124 1.28 1.32 1.34 1.36 144 148 152 1.60 1.92 2.00 2.10 2.20 2.30 |Div'd Decl'd per shB ot 2.60
2.25 2.26 281 3.00 347 5.26 6.30 5.20 5.89 5.95 5.76 5.89 5.96 5.60 5.70 6.70 | Cap’l Spending per sh 6.25
19.92| 2060 | 20.65| 2112 | 21.25| 2186 | 2264 | 23.68 | 25.09 | 26.60 | 31.50 | 3322 | 34.68 | 36.44 | 38.10 | 39.20 |Book Value per sh © 42,50
3560 | 3579 | 3597 | 3897 3593 | 36.00 | 3623 | 36.28 | 37.22 | 38.75 | 4691 | 48.17 | 4833 | 49.37 | 50.35 | 50.50 |Common Shs Outst'g © | 51.00
-- 171 26.0 217 139 115 12.9 126 15.7 16.9 16.2 184 17.2 178 16.8 Avg Ann’l PJE Ratio 175
91| 140| 115 84 77 82 791 1.00 .95 85 93 .90 .89 .90 Relative P/E Ratio .95
34% | 36% | 41% | 54% | 57% | 49% | 45% | 42% | 37% | 3.3% | 3.6% 34% | 35% | 3.9% Avg Ann’l Div'd Yield 4.0%
CAPITAL STRUCTURE as of 9/30/18 1260.8 | 11419 | 1110.7 | 1117.3 | 1070.3 | 11545 | 1204.9 | 1214.3 | 1257.2 | 1305.7 | 1200 | 1250 |Revenues ($mill) 1400
Total Debt $2038.9 mill. Due in 5 Yrs $234.9 mill. 676 | 734| 774| 926| 87| 940 | 1207 | 1384 | 1642 | 1627| 170 | 175 |Net Profit ($mill) 195
e S e lonerest $93.7 il 7373% | 17.2% | 250% | 08% | 6% | 132% | - |131% | 137% | 1.6% | 25% | 40% [Income Tax Rate 100%
(LT interest ea'meg: 3.2%) : 23% | 44% | 142% | 33% | 94% | 87% | 89% | 9.8% | 43% | 52% | 6.0% | 6.0% |AFUDC % to Net Profit 5.0%
46.8% | 56.4% | 57.2% | 52.2% | 53.8% | 53.5% | 53.4% | 53.1% | 52.0% | 50.2% | 49.5% | 48.5% |Long-Term Debt Ratio 46.5%
Pension Assets-12/17 $586.5 mill. 53.2% | 43.6% | 42.8% | 47.8% | 46.2% | 46.5% | 46.6% | 46.9% | 48.0% | 49.8% | 50.5% | 51.5% |Common Equity Ratio 53.5%
Oblig $696.8 mill. [ 14343 | 1803.9 | 1916.4 | 1797.1 | 2020.7 | 2215.7 | 3168.0 | 3408.6 | 3493.9 | 36145 | 3790 | 3850 |Total Capital ($mill) 4025
Pfd Stock None 1839.7 | 1964.1 | 2118.0 | 22133 | 24356 | 2690.1 | 3758.0 | 4059.5 | 4214.9 | 4358.3 | 4465 | 4620 |Net Plant ($mill) 4975
Common Stock 50,321,046 shs. 70% | 60% | 59% | 7.0% | 55% | 55% | 4.8% | 52% | 59% | 56% | 55% | 55% |Returnon Total Cap'l 6.0%
as of 10/19/18 89% | 93% | 94% | 108% | 9.0% | 91% | 82% | 8.6% 9.8% | 9.0% | 9.0% | 9.0% |Returnon Shr. Equity 9.0%
89% | 93% | 94% | 108% | 9.0% | 9.1% | 82% | 8.6% 9.8% | 9.0% | 9.0% | 9.0% |Returnon Com Equity E| 9.0%
MARKET CAP: $3.1 billion (Mid Cap) 23% | 32% | 35% | 47% | 32% | 35% | 38% | 3.0% | 41% | 3.4% | 3.0% | 3.0% |Retainedto Com Eq 3.0%
ELECTRIC OPERATING STATISTICS T4% | 66% | 63% | 56% | 65% | 61% | 54% | 65% 58% | 62% | 65% | 65% |AllDiv'ds to Net Prof 68%
9% Change Retal Sales (KWH) Oli 20_19 2931; BUSINESS: NorthWestern Corporation (doing business as North- ~ 5%; other, 4%. Generating sources: hydro, 36%; coal, 29%; wind,
Avg. Indust, Use (MWH) 30133 29784 30987 | Western Energy) supplies electricity & gas in the Upper Midwest 6%; other, 4%; purchased, 25%. Fuel costs: 31% of revenues. '17
Avg. Indust. Revs. per KWH (¢) NA NA NA | and Northwest, serving 433,000 electric customers in Montana and  reported deprec. rate: 3.0%. Has 1,600 employees. Chairman:
gggﬁcﬂgaﬁlaﬁﬁlke% 20’\5% 21’%@ 21'\:‘)2 South Dakota and 286,000 gas customers in Montana (87% of Stephen P. Adik. President & CEO: Robert C. Rowe. Inc.: Dela-
Annual Load Factor o NA NA NA | gross margin), South Dakota (12%), and Nebraska (1%). Electric  ware. Address: 3010 West 69th Street, Sioux Falls, South Dakota
% Change Customers (yr-end) +1.3  +1.2  +1.3 | revenue breakdown: residential, 40%; commercial, 51%; industrial, ~57108. Tel.: 605-978-2900. Internet: www.northwesternenergy.com.
Fied Charge Cov. (1) 252 253 275 | NorthWestern has an electric rate NorthWestern's targeted range of $3.35-
ANNUAL RATES Past Pasi_Estd 15-17] €@s€ pending in Montana. The utility is $3.50. . .
ofchange (persh)  10¥is.  5vis.  to2i23 | Seeking a $34.9 million (6.6%) increase, We estimate a modest earnings in-
Revenues 2.0% -3.0% 10% based on a 10.65% return on a 49.4% crease in 2019. We assume reasonable
E%?;?]Fslow” Eé‘%?ﬁ’ 5;-8‘;? gg‘(’(; common-equity ratio. NorthWestern wants regulatory treatment in the aforemen-
D 55 70% 45w | to place in rates the capital investments it tioned rate case in Montana. The company
Book Value 55% 80%  3.5% has made since its last application, in is also benefiting from the healthy econo-
; 2009 (including a 9.7-megawatt wind my in its service territory. NorthWestern
eﬁg; Ma?%/'\lRTJEE,L]S%EVgEgES%@&”231 Eé‘elllr project it bought last year for $18.5 mil- probably won't put forth earnings guid-
2015 13460 2706 2727 3250 |12143 lion); reset the baseline for fuel and ance for this year as long as the rate ap-
2016 13325 2931 3010 3306 |12572 | Purchased-power costs under the state’s plication is unresolved. )
2017 |3673 2839 309.9 3446 |13057| Power-cost adjustment mechanism; and A dividend hike is likely in the cur-
2018 |3415 2618 2799 3168 |1200 | add a demand charge to bills of customers rent quarter. This has been the board’s
2019 355 275 295 325 |1250 | who have rooftop solar generation (so that pattern in recent years. We estimate the
Cal- EARNINGS PER SHARE A Full nonsolar customers are not subsidizing directors will raise the annual disburse-
endar |Mar.3L Jun30 Sep.30 Dec3l| vear | SOlar users). The regulatory climate in ment by $0.10 a share (4.5%), the same in-
2015 | 1.09 3 Tl % | 200| Montana has not been good in recent crease as in each of the previous two
2016 '8 3 ‘9 ‘9 | 339| Years, but NorthWestern will try to reach years. NorthWestern is targeting a payout
2017 | 117 44 75 93 | 334| @ settlement with the commission’s staff ratio in a range of 60%-70%.
2018 | 118 61 56 105 | 340| and intervenor groups. An order is expect- The dividend yield of NorthWestern
2019 | 1.20 55 75 100 | 350| ed by mid-2019. stock is slightly above average for this
By We reduced our 2018 earnings esti- industry. Like most electric utility issues,
eﬁg; N?auf\?’TE?tT]_Dejngggg%EAl%ecgl YF:;L mate by $0.10 a share. Third-quarter the recent quotation is within our 3- to 5-
2015 18 18 18 8 | 192 profits were lower than usual due to unfa- year Target Price Range. Accordingly, to-
2016 50 50 50 50 | 200 vorable weather patterns and higher oper- tal return potential over that time frame is
2017 55 Es B 5o5| 10| @ting expenses. (This includes some unspectacular, and only about equal to the
2018 | 55 5 55 55 | 200| unrecovered power costs.) Our revised es- utility average.
2019 timate of $3.40 a share remains within Paul E. Debbas, CFA January 25, 2019

(A) Diluted EPS. Excl. gain (loss) on discont.
ops.: ‘05, (6¢); '06, 1¢; nonrec. gains: '12, 39¢ | Sept. & Dec. o Divid reinvestment plan avail.
net; '15, 27¢; '18, 26¢. '15 EPS don't add due | (C) Incl. def'd charges. In '17: $14.42/sh. (D) In
to rounding. Next earnings report due mid-Feb. | mill. (E) Rate base: Net orig. cost. Rate allowed
© 2019 Value Line, Inc. Al rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

(B) Div'ds historically paid in late Mar., June,

on com. eq. in MT in '14 (elec.): 9.8%; in '17
(gas): 9.55%; in SD in '15: none specified; in
NE in '07: 10.4%; earned on avg. com. eq., '17:
9.5%. Regulatory Climate: Below Average.
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RECENT PIE Trailing: 19.9'}| RELATIVE DIVD
OGE ENFRGY CORP.wvseose |5 42,053 19.8 G 8940 161 3% DTl |
TMELNESS 3 raernsns | FON) 33| '65) E| 505 BI| 29| B3| N3| %4 Te| %8| o Target Price Range
SAFETY 2 Lowered 121815 | LEGENDS B
—— 0.76 x Dividends p sh
TECHNICAL 2 Lowered 222119 divided by Interest Rate 80
B -+ +. Relative Price Strength 60
BETA .85 (1.00 = Market) %)»f(l)iro-%ssgllgs 713 2101 50
2022-24 PROJ ECT|ON,S haded area indicates recession ; — T 19 4 40
Price  Gain Angéta?rt]al I""I"I' ""'whﬁ g 30
: . (TN ThTL) 25
High 50 (+20%g 8% e
Low 40 (5%) 3% |t e 20
Insider Decisions yl AN i T AR e 15
0By 000000 10 0| e = 10
Optons 0 0 0 0 0 000 1 R I I P
Sl 000200200 ! % TOT. RETURN 2119 [ >
Institutional Decisions THIS  VLARITH*
20018 3QI8 QI8 | percent 18 Ly Sk oeX
vel T T8 Tael|shares 2 T T 3y 914 492 |
HIds(000) 122035 124911 136275 L e R Sy. 408 338
2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 [ 2010 | 2011 [2012 [2013 [2014 [2015 [2016 [2017 |2018 [2019 [2020 | ©VALUELINEPUB.LLC|22-24
2162 | 2737| 32.83| 21.96| 20.68 | 2177 1479 | 19.04 | 19.96 | 18.58 | 14.45| 1230 | 11.00 | 11.31 | 11.32 | 11.37| 1225 13.00 |Revenues per sh 15.25
1.82 1.87 1.94 223 239 240 2.69 3.01 331 3.69 3.46 3.40 323 331 334 3.74 4.05 4.25 |“Cash Flow” per sh 5.00
87 .89 .92 1.23 132 1.25 1.33 1.50 1.73 1.79 194 198 1.69 1.69 1.92 2.12 2.15 2.25 |Earnings per sh A 2.75
.67 .67 .67 67 .68 70 71 73 .76 .80 .85 .95 1.05 1.16 1.27 1.40 154 1.65 |Div'd Decl'd per sh B o 1.95
1.04 151 1.65 2.67 3.04 4.01 437 4.36 6.48 5.85 4.99 2.86 2.74 331 413 2.87 3.15 2.90 |Cap’l Spending per sh 3.00
6.87 7.14 7.59 8.79 916 | 1014| 1052 | 11.73 | 13.06 | 14.00 | 1530 | 16.27 | 16.66 | 17.24 | 19.28 | 20.06 | 20.70 | 21.30 |Book Value per sh © 2350
174.80 | 180.00 | 181.20 | 182.40 | 183.60 | 187.00 | 194.00 | 195.20 | 196.20 | 197.60 | 198.50 | 199.40 | 199.70 | 199.70 | 199.70 | 199.70 | 199.70 | 199.70 |{Common Shs Outst'g © | 199.70
118 14.1 149 137 138 124 10.8 13.3 144 15.2 177 183 177 17.7 183 16.5 | Bold figyres are |Avg Ann’l P/E Ratio 16.5
.67 74 79 74 73 .75 72 85 .90 97 .99 .96 89 93 92 89| ValuelLine Relative P/E Ratio .90
65% | 5.3% | 4.9% | 4.0% | 3.8% | 45% | 50% | 37% | 3.% | 29% | 25% | 26% | 35% | 39% | 36%| 40%| ="' |AvgAnn'lDivd Yield 43%
CAPITAL STRUCTURE as of 12/31/18 2869.7 | 3716.9 | 3915.9 | 3671.2 | 2867.7 | 2453.1 | 2196.9 | 2259.2 | 2261.1 | 2270.3 | 2450 | 2600 |Revenues ($mill) 3050
Total Debt $3147.0 mill. Due in 5 Yrs $250.5mill. | 2583 | 2953 | 342.9 | 3550 | 387.6 | 395.8 | 337.6 | 338.2 | 3843 | 4255| 430 | 450 |Net Profit ($mill) 540
LT Debt $2896.9 il g oot S1349 il 1731706 T3 gv6 | 30.7% | 26.0% | 24.9% [ 304% | 29.2% | 305% | 325% | 145% | 45% | 45% [Income Tax Rate 45%
(LT interest earned: 3.9%) 9.1% | 57% | 9.0% | 27% | 26% | 17% | 37% | 64% | 150% | 83% | 7.0% | 3.0% |AFUDC %o NetProfit | 3.0%
Leases, Uncapitalized Annual rentals $22.1 mill. 50.6% | 50.8% | 51.6% | 50.7% | 43.1% | 45.9% | 44.3% | 41.1% | 41.7% | 42.0% | 43.5% | 44.5% |Long-Term Debt Ratio 45.5%
49.4% | 49.2% | 48.4% | 49.3% | 56.9% | 54.1% | 55.7% | 58.9% | 58.3% | 58.0% | 56.5% | 55.5% |Common Equity Ratio 54.5%
Pension Assets-12/18 $522.8 mill. | 4129.7 | 46525 | 5300.4 | 5615.8 | 5337.2 | 5999.7 | 5971.6 | 5849.6 | 6600.7 | 6902.0 | 7325 | 7650 |Total Capital ($mill) 8625
Pid Stock None Oblig $615.9 mill. | 5911 6 | 4644 | 7474.0 | 83448 | 6672.8 | 6979.9 | 7322.4 | 7696.2 | 8330.9 | 8643.8 | 8395 | 9075 |Net Plant ($mill) 9550
79% | 78% | 78% | 7.7% | 86% | 7.8% | 6.9% | 7.0% | 7.0% | 7.3% | 7.0% | 7.0% [Return on Total Cap'l 7.0%
Common Stock 199,732,315 shs. 12.7% | 12.9% | 13.4% | 12.8% | 12.8% | 12.2% | 10.2% | 9.8% | 10.0% | 10.6% | 10.5% | 10.5% |Return on Shr. Equity 11.5%
as of 1/31/19 12.7% | 12.9% | 13.4% | 12.8% | 12.8% | 12.2% | 10.2% | 9.8% | 10.0% | 10.6% | 10.5% | 10.5% |Return on Com Equity E| 115%
MARKET CAP: $8.4 billion (Large Cap) 6.0% | 67% | 7.7% | 72% | 7.3% | 65% | 40% | 3.3% 35% | 3.8% | 3.0% | 3.0% |Retainedto Com Eq 3.0%
ELECTRIC OPERATING STATISTICS 53% | 48% | 43% | 44% | 43% | 47% | 61% | 67% 64% | 64% | 71% | 73% |All Div'ds to Net Prof 2%
9% Change Retal Sales (KWH) 2_011.? 2_0215 %r%lg BUSINESS: OGE Energy Corp. is a holding company for Oklaho- ing sources: coal, 28%; gas, 27%; wind, 4%; purchased, 41%. Fuel
Avg. Indust, Use (MWH) NA NA NA | ma Gas and Electric Company (OG&E), which supplies electricity to  costs: 39% of revenues. '18 reported depreciation rate (utility):
Avg. Indust. Revs. per KWH (¢) 517 530 4.86 | 849,000 customers in Oklahoma (84% of electric revenues) and  2.7%. Has 2,300 employees. Chairman, President and Chief Exec-
ggg?cﬂm zz%kngmbw) 65’\3"2; 6 4’%‘8 68'\(15'% western Arkansas (8%); wholesale is (8%). Owns 25.6% of Enable utive Officer: Sean Trauschke. Incorporated: Oklahoma. Address:
Annual Load Factor % NA NA NA Midstream Partners. Electric revenue breakdown: residential, 40%; 321 North Harvey, P.O. Box 321, Oklahoma City, Oklahoma 73101-
% Change Customers (yr-end) +11  +1.0 +.9 | commercial, 26%; industrial, 9%; oilfield, 7%; other, 18%. Generat-  0321. Telephone: 405-553-3000. Internet: www.oge.com.
Fied Charge Cov. (1) 33 315 202 | OGE Energy’s utility subsidiary has lators approve the settlement, this will
ANNUAL RATES Past Pasi Estd '16-18 filed a general rate case in Oklahoma. take effect on April 1st. ]
ofchange (perst)  10¥rs.  5vis, to'22-24 | Oklahoma Gas and Electric is seeking a Earnings in 2019 are likely to approxi-
Revenues 6.0% -85% 50% | rate increase of $77.6 million (4.4%), based mate the 2018 tally. Rate relief and solid
E%?;?]Fslow” i-%‘;ﬁ’ Lov g-gg//o on a return of 9.9% on a common-equity customer growth should be positive fac-
D 650 o5 7o | ratio of 53%. The utility wants to recover tors, but we assume normal weather pat-
Book Value 75% 6.0%  3.5% its $534 million investment to add terns after OG&E benefited from favorable
; pollution-control equipment to a coal-fired weather in 2018. Also, the company’s equi-
eﬁg; Ma?%/'\lRTJEE,L]S%EVgEgES%@&”231 Eé‘elllr plant and its $75 million investment to ty income from its stake in Enable Mid-
2016 | 4331 5514 7439 5308 |22502 | convert another plant from coal to gas. stream Partners is likely to fall short of
2017 | 4560 5864 7168 5019 |20611 | OG&E also wants to raise its depreciation the contribution last year. We are sticking
2018 | 4927 5670 6988 5118 |2270.3 | rate, which was cut last year. New tariffs with our 2019 share-earnings estimate of
2019 | 550 600 750 550 |2450 | are expected to take effect in mid-2019. $2.15. This is within OGE Energy’s tar-
2020 | 575 625 800 600 [2600 | Another regulatory filing is pending geted range of $2.05-$2.20.
Cal- EARNINGS PER SHARE A Full in Oklahoma. OG&E has agreed to pay We look for moderate profit growth in
endar |Mar.3L Jun.30 Sep.30 Dec3l| vear | $53 million for two plants: a 360-megawatt 2020. OGE will have a full year of higher
2016 3 5 ) 20 | 169 facility that can run on coal or gas and a rates in Oklahoma and Arkansas. The
2017 18 5 ‘92 30 | 19| 146-mw cogeneration plant. The utility healthy economy in the service area points
2018 | 27 55 102 27 | 212| believes replacing costly purchased-power to good customer growth, as well.
2019 20 55 110 .30 | 215| contracts will save customers $40 million- The stock has been performing well.
2020 .20 60 115 30 | 225| $50 million a year. OG&E is seeking ap- The price rose 19% in 2018, and is up an-
B proval of the deal with the commissions in other 7% so far this year. Even after such
eﬁg; MgggiiTEJFﬁLnYSD(I)VIDSEeh:)DIgOPAlgeCI31 YF:;L Oklahoma and Arkansas. ~amove, the dividend yield is slightly above
2015 | 25 2 2 275 103 The utility reached a settlement in the utility mean, and shareholders can
2016 | 275 275 975 3025 | 113 Arkansas. OG&E and the commission’s look forward to a 10% hike later this year
2017 | 3025 3025 3025 3325 | 104 | Staff agreed to a $3.1 million boost in the (based on OGE'’s stated goal). However, 3-
2018 | 3325 335 3325 365 | 136| first of what will be annual filings under to 5-year total return potential is low.
2019 | 365 the state’s formula rate plan. If the regu- Paul E. Debbas, CFA March 15, 2019

(A) Diluted EPS. Excl. nonrecurring gain
(losses): '03, (7¢); '04, (3¢); '15, (33¢); '17,

Next earnings report due early May. (B) Divids | split. (E) Rate base: Net original cost. Rate al-
historically paid in late Jan., Apr., July, & Oct. o | lowed on com. eq. in OK in '18: none specified;
$1.18; gains on discont. ops.: '02, 6¢; '05, 25¢; | Div'd reinvestment plan avail. (C) Incl. deferred | in AR in '11: 9.95%; earned on avg. com. eq.,
'06, 20¢. 18 EPS don't sum due to rounding.
© 2019 Value Line, Inc. Al rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
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charges. In "18: $1.43/sh. (D) In mill., adj. for

’18: 10.8%. Regulatory Climate: Average.
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19-EPDE-223-RTS

RECENT PIE Trailing: 20.5'}| RELATIVE 33 DIVD 8
PNM RESOURCES NYSE-PNM PRICE 4117 RATIO 213 Median: 18.0,/ | PIE RATIO l YLD 2 %
. High:| 34.3| 21.7| 13.1| 140| 19.2| 225| 245| 31.6| 312| 362 | 46.0| 453 i
TMELNESS 2 rieoanans | L 93) %771 '35 10| 15| B3| 503 3He| 2a| %3 %3 6l Tz%rgft 2855 R;Sgs?
SAFETY 3 Lowered 5i0/08 LEGENDS
—— 0.94 x Dividends p sh 80
TECHNICAL 1 Raised 125019 divided by Interest Rate
-+ Relative Price Strength 60
BETA .65 (1.00 = Market) Options: Yes 50
200123 PROJECTION’S haded area indicates recession .‘uﬂ ..|...-I' e | [=eee{----- 40
Price  Gain Angéta?rt]al ') — T A 1 30
' FTHAN T e wTLLM YT A LLLTPITLL 25
ngh 45 (+10% 5% T T TN
Low 30 (-25%) -4% | = i~y Tl & Lt 20
Insider Decisions bl HO i 15
MAMJJASON I|I MR T X .
0By 001000000 l": !l.l' i e e 10
Options 7 0 7 0000 00 L. o [ B R s | 75
oSl 300000000 %% TOT. RETURN 12/18
Institutional Decisions | THIS VL ARITH*
102018 202018 302088 | percent 24 STOCK  INDEX |
’ . 1yr. 44 -116
bl The 11y Tag|Shaes 16 1T O 1 PR PR P SOI 111 FY PO TV 1 e 3y 457 26 |
HOs() 72513 73262 71804 | "o T T T X Sy 953 230
2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 | 2010 | 2011 [2012 [2013 [2014 [2015 [2016 |2017 [2018 [2019 | ©VALUELINEPUB.LLC|21-23
19.92 | 2411| 2654| 3019 | 3225| 24.92| 2265| 19.01| 1931 | 21.35| 16.85 | 1742 | 18.03 | 1807 | 1711 | 1814 | 17.90 | 18.85 [Revenues persh 20.50
2.83 3.05 314 3.56 357 254 1.76 232 2.67 3.18 3.39 352 4.09 428 451 5.30 5.40 5.75 |“Cash Flow" per sh 6.75
1.07 1.15 143 1.56 1.72 .16 11 58 87 1.08 131 141 1.45 148 1.46 192 1.95 2.15 |Earnings per sh A 250
57 .61 .63 79 .86 91 61 50 50 .50 .58 .68 .76 82 .90 .99 1.09 1.18 |Div'd Decl'd persh Bo t 1.35
4.09 2.78 2.25 3.07 4.04 5.94 3.99 332 3.25 4.10 3.88 437 5.78 7.01 753 6.28 6.50 7.60 |Cap’l Spending per sh 5.00
1660 | 17.84| 1819 | 1870 | 22.09| 2203 | 1889 | 1890 | 17.60 | 19.62 | 20.05 | 20.87 | 2239 | 20.78 | 21.04 | 21.28 | 21.45| 22.30 |Book Value persh © 26.50
5868 | 60.39| 60.46| 6879 | 76.65| 76.81| 8653 | 86.67 | 86.67 | 79.65 | 79.65 | 79.65 | 79.65 | 79.65 | 79.65 | 79.65| 79.65 | 79.65 |Common Shs Outst'g O | 83.00
151 147 15.0 174 156 | NMF| NMF 18.1 14.0 145 15.0 16.1 18.7 18.7 224 204 19.9 Avg Ann’l PJE Ratio 145
.82 84 .79 93 84| NMF| NMF 121 .89 91 .95 .90 98 94 118 1.03 1.05 Relative P/E Ratio .80
35% | 36%| 29% | 29% | 32% | 34% | 49% | 48% | 41% | 32% | 3.0% | 3.0% | 2.8% | 3.0% 28% | 25% | 28% Avg Ann’l Div'd Yield 3.7%
CAPITAL STRUCTURE as of 9/30/18 1959.5 | 1647.7 | 1673.5 | 1700.6 | 1342.4 | 1387.9 | 1435.9 | 1439.1 | 1363.0 | 1445.0 | 1425 | 1500 [Revenues ($mill) 1700
Total Debt $2857.1 mill. Due in 5 Yrs $1773.0 mill. 81| 540| 805 | 97.1| 1061 | 1140 | 1168 | 1188 | 117.4| 1544 | 170 | 190 |Net Profit ($mill) 225
(LJTD"ftgtrfsztlﬁazrfeQ"; 7X)LT Interest $98.6 mill. 40.4% | 304% | 326% | 38.8% | 314% | 3L6% | 34.8% | 369% | 32.4% | 33.0% | 11.0% | 23.5% |income Tax Rate 23.5%
Leases, Uncapitalized Annual rentals $26.8 mil --| 63% | 7% | 87% | 7.1% | 1.3% | 10.7% | 17.0% | 11.0% | 11.9% | 12.0% | 13.0% |AFUDC % to Net Profit 9.0%
Pensior‘lAssets-12/17$625.5miII. ' ' 45.6% | 48.7% | 50.4% | 51.5% | 50.9% | 50.0% | 47.8% | 54.1% | 55.7% | 56.1% | 60.0% | 60.5% |Long-Term Debt Ratio 58.0%
] ~ Oblig $692.4 mill. | 54.0% | 51.0% | 49.2% | 48.1% | 48.7% | 49.7% | 51.9% | 45.5% | 44.0% | 43.6% | 40.0% | 39.0% |Common Equity Ratio 42.0%
Pfd Stock $11.5 T'"' Pfd Div'd $.5 mill. 3025.4 | 3214.9 | 3100.3 | 3245.6 | 3277.9 | 3344.0 | 3437.1 | 3633.3 | 3806.8 | 3887.5 | 4280 | 4540 |Total Capital ($mill) 5250
115,293 shs. 4.58%, $100 par without mandatory | 3195 | 33324 | 3444.4 | 3627.1 | 37465 | 3933.9 | 42700 | 4535.4 | 4904.7 | 49802 | 5220 | 5545 |Net Plant (mill) 6025
redemption. Sinking fund began 2/1/84. ;
19% | 32% | 42% | 45% | 51% | 52% | 5.1% | 48% | 47% | 53% | 55% | 55% |Return on Total Cap'l 5.5%
Common Stock 79,653,624 shs. 5% | 33% | 52% | 62% | 6.6% | 68% | 65% | 7.1% 7.0% | 9.0% | 9.0% | 9.5% |Returnon Shr. Equity 9.5%
as of 10/30/18 o ) 5% | 33% | 52% | 62% | 66% | 68% | 65% | 7.1% 7.0% | 91% | 9.0% | 9.5% |Returnon Com Equity E| 9.5%
MARKET CAP: $3.3 billion (Mid Cap) NMF 5% | 22% | 33% | 38% | 38% | 32% | 33% | 28% | 45% | 4.0% | 45% |RetainedtoCom Eq 4.5%
ELECTRIC OPERATING STATISTICS NMF | 86% | 57% | 47% | 43% | 45% | 51% | 54% 61% | 51% | 51% | 50% |All Div'ds to Net Prof 50%
9% Change Retal Sales (KWH) 2_0112 20_12 20}% BUSINESS: PNM Resources, Inc. is a holding company with two industrial, 5%; other, 19%. Generating sources: coal, 57%; nuclear,
Avg. Indust, Use (MWH) NA NA NA | regulated electric utilities. Public Service Company of New Mexico  30%; gasfoil, 12%; solar, 1%. Fuel costs: 28% of revenues. 17
Avg. Indust. Revs. per KWH (¢) NA NA NA | (PNM) serves 524,000 customers in north central New Mexico, incl.  reported deprec. rates: 2.5%-8.4%. Has 1,700 employees. Chair-
gaPECLng Zeak (ng\ll %gg; %ggé iggg Albuquerque and Santa Fe. Texas-New Mexico Power Company man, President & CEO: Patricia K. Collawn. Inc.: New Mexico. Ad-
Aggua\oli)éd gg“c'}g?’(&)w) NA NA NA | (TNMP) transmits and distributes power to 250,000 customers in  dress: 414 Silver Ave. SW, Albuquerque, NM 87102-3289. Tel.:
% Change Customers (yr-end) +.9 +.9 +.8 | Texas. Electric rev. breakdown: residential, 39%; commercial, 37%;  505-241-2700. Internet: www.pnmresources.com.
Fied Charge Cov. (1) 231 202 243 | PNM Resources’ utility subsidiary in  The board of directors raised the an-
ANNUAL RATES Past Pasi Estd15.17] yexas received a rate order. The Texas nual dividend by $0.10 a share (9.4%),
ofchange (persf)  10¥rs.  5Yrs, to'2i223 | commission approved a settlement calling effective with the February payment.
Revenues 50% -15% 20% | for a $10.0 million tariff hike for TNMP, Even after this increase, the payout ratio
‘I‘ECaS_h Flow” g-%‘;ﬁ’ %-ggé 9’%?(/0 based on a return of 9.65% on a common- is still low, by utility standards. Increases
amngs Boe 1iBee 420 | equity ratio of 45%. This figure includes in the disbursement in upcoming years are
Dividends 5% 115%  7.0% quity g : :
Book Value - 20%  4.0% th_e”_pass;cthbrougfht to _CL_IStOI’?eI’S ctn;] $11.6 mﬁ_rehll_kelyI to lgle\ll\l/lr’] at rangt;efof 5%-6%|,
; million of benefits arising from the new which is also s target for annua
Cal- | QUARTERLY REVENUES (5 il PUl |l federal tax law. New tariffs took effect at profit growth.
endar | Mar31 Jun.30 Sep30 Dec31| Year the start of 2019. TNMP will soon make a PNM intends to retire the San Juan
%8%2 gﬁg gigg Z%gi gggg iéggé filing under the state’s transmission cost coal-fired plant before the end of its
2017 13302 3623 4199 3326 |14450 | @djustment mechanism, with a ruling useful life. This will satisfy customers
2018 |317.9 3523 4227 3321 1425 | probably coming in March. ) ~__who oppose coal, even at the cost of higher
2019 |340 370 450 340 |1500 | Earnings are likely to rise signifi- rates. The utility hopes to recover the cost
Cal- EARNINGS PER SHARE A Full cantly in 2019. PNM will benefit from of the plant through the issuance of $400
endar | Mar31 Jun30 Sep.30 Dec3l| vear | Fate relief, both at TNMP and at Public million of securitized bonds, but this needs
Service of New Mexico, which received the to be passed by the state legislature and
2015 18 40 .76 14 1.48 . H A
2016 13 34 68 31 | 14¢| Second phase of a two-year hike. Thus, its approved by the state commission. PNM
2017 | 29 47 92 25 | 1g2| higher expenses will be fully recovered in plans to take a pretax charge of about $63
2018 19 48 1.09 19 | 195| rates, which was not the case last year. million against fourth-quarter earnings.
2019 11 54 123 27 | 215| Another positive factor is the improving This timely stock has a high valua-
| OUARTERLY DIVIDENDS PAID B economy in New Mexico, which is boosting tion. The dividend yield is low, for a utili-
eﬁfj'ar l\%ar?;l Jun30 Sep.30 DecmaTl YF:;L the utility’s volume. Our 2019 share- ty, and is not much higher than the
2015 2'0 2'0 2'0 20' 80 earnings estimate is within the company’s median of all stocks under our coverage.
2016 99 99 99 99 ‘88 targeted range of $2.08-$2.18. Note that With the recent price well within our
2017 242 242 243 243 97 our 2018 estimate of $195 includes $006 2021-2023 Target Price Range, total re-
2018 965 965 265 265 106 | a share of costs that management excludes turn potential is negligible.
2019 29 from its definition of operating earnings. Paul E. Debbas, CFA January 25, 2019

(A) Dil. EPS. Excl. nonrec. gain (losses): '05,
(56¢); '08, ($3.77); '10, ($1.36); '11, 88¢; '13,
(16¢); '15, ($1.28); '17, (92¢); '18, (59¢). Excl.
gains from disc. ops.: '08, 42¢; 09, 78¢. '15 &
© 2019 Value Line, Inc. Al rights reserved. Factual

Incl

"17 EPS don't sum due to rounding. Next egs. | for split. (E) Rate base: net orig. cost. Rate all'd
report due late Feb. (B) Div'ds paid mid-Feb.,
May, Aug., & Nov. o Div'd reinv. plan avail. (C)

. intang. In '17: $12.19/sh. (D) In mill., adj.

on com. eq. in NM in '18: 9.575%; in TX in '11:
10.125%; earned on avg. com. eq., '17: 8.9%.
Regulatory Climate: NM, Below Avg.; TX, Avg.
material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

Company’s Financial Strength B+
Stock’s Price Stability 85
Price Growth Persistence 90
Earnings Predictability 70
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ANNUAL RATES  Past

Past Est'd '15-'17

of change (persh) 10 Yrs. 5Yrs.  to'21-23

Revenues -5%  1.0%  4.0%

“Cash Flow” 1.5% 5.0% 5.0%

Earnings 4.0% 5.0% 6.0%

Dividends 2.5% 2.5% 6.0%

Book Value 2.0% 4.0% 4.0%

Cal- QUARTERLY REVENUES ($ mill.) Full
endar [Mar.31 Jun.30 Sep.30 Dec.31| VYear
2015 |671.2 890.7 1199.1 7344 (34954
2016 |677.2 9154 11669 739.2 (3498.7
2017 |677.7 9446 11833 759.7 |(3565.3
2018 |692.7 9741 1268.0 790.2 (3725

2019 | 725 1025 1300 800  [3850

Cal- EARNINGS PER SHARE A Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| VYear
2015 14 110 230 37 3.92
2016 04 108 235 A7 3.95
2017 21 149 246 27 443
2018 03 148 280 .09 4.40
2019 05 155 290 .10 4.60
Cal- QUARTERLY DIVIDENDS PAID B & Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year
2015 | 595 595 595 625 241
2016 | 625 625 625  .655 2.53
2017 | 655  .655 655  .695 2.66
2018 | 695 695 .695 7375 | 2.82
2019

should soon get an order on its rate
case. Arizona Public Service requested a
$67.5 million step increase in order to
recover the cost of an environmental up-
grade to the Four Corners coal-fired plant.
The staff of the Arizona Corporation Com-
mission recommended a hike of $58.5 mil-
lion, which is acceptable to the utility. An
administrative law judge's proposal was
consistent with that of the staff.

Earnings are likely to advance signifi-
cantly in 2019. We assume that APS will
get a step increase for Four Corners along
the lines of the staff recommendation. The
utility also obtains some revenues annual-
ly from various regulatory mechanisms,
such as one for transmission costs. Fur-
thermore, operating and maintenance ex-
penses are likely to decline by an es-
timated $40 million due in large part to
fewer planned outages of APS’ generating
fleet. We had not anticipated a decline in
O&M costs, so we raised our earnings es-
timate by $0.25 a share. Our revised es-
timate is at the midpoint of Pinnacle
West's targeted range of $4.75-$4.95. Our
2018 estimate remains within the compa-

RECENT 8 2 PIE 8 8(Trai|ing: 184} [RELATIVE l 17 DIVD 3 60/
PlNNACLE WEST NYSE-PNW PRICE 4, l RATIO 1 . Median: 15.0 /| PIERATIO L. YLD . 0
TeLNess 1 rieorosns | M SR7) 329 B9 %3] $3| el 2| 43| 89| S8 %E %S Target Price Range
SAFETY 1 Raisedsins LEGENDS | 0
—— 0.63 x Dividends p sh
TECHNICAL 1 Raised 1125129 divided by Interest Rate — , 100
- Relative Price Strength e LA e 80
BETA 55 (1.00 = Market) Options: Yes — (T B 64
2021-23 PROJECTIONS hadedlare.a indicates recession s -')"I""T'-_er T -=q-- i
. ~ Ann'l Total .,"",--' T - ,..-.-lul" "
) Price  Gain Return 1 el 32
High 100 (+20%g 8% TS s g S [ [ 'I'I' -
Low 80 (-5% 3% 5l AP L) SRS cooth tere| o DN B 24
Insider Decisions = te ettt T e 20
MAMJJASON 16
toBy 0000O0O0O0O0O 12
Optons 0 0O 4 0 0 0 010 O
loSeH' 5 010 .O.O 001 % TOT. RETURN 12/18 |8
Institutional Decisions THIS VL ARITH
102018 202018 30018 | percent 30 - STgceK lNlDlEé -
Nl 5% o3 ora| Sheres 20 e e 3y 42 26 |
HUs(000) 92069 91016 92477 AL LR RRRRRRRRARE RRRRAARRARR RRARRARRRRE KERRRRRRARRFRRARRRRRRR ARRRRARRARRFRAARRARRAREVEARATRERRR RARRRARRRA Sy 927 230
2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 | 2010 | 2011 [2012 [2013 [2014 [2015 [2016 |2017 [2018 [2019 | ©VALUELINEPUB.LLC|21-23
2890 | 30.87| 3159 | 30.16| 34.03| 3507 | 3337 | 3250 | 30.01 | 29.67 | 30.09 | 31.35 | 3158 | 3150 | 31.42 | 3190 | 33.20 | 34.15 |Revenues per sh 39.50
701 733 693| 576 970 929 813| 808| 68 | 752| 792| 815 | 809 | 9.09 939 | 979 | 10.00 | 10.70 |“Cash Flow" per sh 12.75
253 | 252| 258| 224| 317| 29| 212| 226| 308| 299| 350| 366 | 358| 392 395 | 443 | 440| 485 |Earningspersh A 5.75
163 173| 183| 193] 203| 210 210| 210| 210| 210| 267 | 223 | 233| 244 256 | 270| 2.87| 3.04|Div'd Decl'd persh Bo 3.60
981| 760 586| 639| 759| 937 946| 764| 703| 82| 824| 936 | 838| 984 | 1164 | 1280 | 11.25| 10.80 |Cap'l Spending per sh 11.00
2944 | 31.00| 32.14| 3457| 3448 | 3515| 3416 | 32.69 | 33.86 | 34.98 | 36.20 | 3807 | 39.50 | 4130 | 43.15| 44.80 | 46.20 | 47.80 |Book Value per sh ¢ 53.75
9126 | 91.29| 91.79| 99.08 | 99.96 | 100.49 | 100.89 | 101.43 | 108.77 | 109.25 | 109.74 | 110.18 | 110.57 | 110.98 | 111.34 | 111.75 | 112.25 | 112.75 |Common Shs Outst'g © | 114.25
144 140| 158| 192| 137| 149( 161| 137| 126 | 146| 143 | 153 | 159 | 16.0 187 193] 184 Avg Ann'l P/E Ratio 155
.79 80 83| 102 74 79 97 91 80 92 91 86 84 81 98 97 100 Relative P/E Ratio 85
45% | 49% | 45% | 45% | 47% | 48% | 62% | 68% | 54% | 48% | 53% | 40% | 41% | 3.9% | 35% | 32% | 3.5% Avg Ann’l Div'd Yield 4.0%
CAPITAL STRUCTURE as of 9/30/18 3367.1 | 3297.1 | 3263.6 | 3241.4 | 3301.8 | 3454.6 | 3491.6 | 3495.4 | 3498.7 | 3565.3 | 3725 | 3850 |Revenues ($mill) 4500
Total Debt $5215.6 mill. Due in 5 Yrs $1221.2 mill. | 2136 | 229.2 | 3304 | 3282 | 387.4 | 406.1 | 397.6 | 437.3 | 4420 | 497.8| 495| 550 |Net Profit ($mill) 660
et o e v | 2349 | 36.9% | 319% | 340% | 362% | 344% | 342% | 343% | 33%% | 525% | 200% | 100% [Income Tax Rate 10.0%
notés. ' ' 17.5% | 11.2% | 11.7% | 12.8% | 9.7% | 10.0% | 11.6% | 11.8% | 14.1% | 13.9% | 15.0% | 7.0% |AFUDC % to Net Profit 8.0%
(LT interest earned: 3.8x) 46.8% | 50.4% | 45.3% | 44.1% | 44.6% | 40.0% | 41.0% | 43.0% | 45.6% | 48.9% | 48.0% | 48.5% [Long-Term Debt Ratio 45.5%
Leases, Uncapitalized Annual rentals $13.4 mill. 53.2% | 49.6% | 54.7% | 55.9% | 55.4% | 60.0% | 59.0% |57.0% | 54.4% | 51.1% | 52.0% | 51.5% |Common Equity Ratio 54.5%
Pension Assets-12/17 $3057.0 mill. | 6477.6 | 6686.6 | 6729.1 | 6840.9 | 7171.9 | 6990.9 | 7398.7 | 8046.3 | 8825.4 | 9796.4 | 9975 | 10480 |Total Capital ($mill) 11225
bid Stock None Oblig $3394.2 mill | 9157 | 9957.8 | 9578.8 | 9962.3 | 10396 | 10889 | 11194 | 11809 | 12714 | 13445 | 14075 | 14625 |Net Plant ($mill) 16125
47% | 48% | 65% | 6.4% | 6.8% | 7.1% | 64% | 6.4% 6.0% | 6.1% | 6.0% | 6.0% |Returnon Total Cap'l 7.0%
Common Stock 112,079,739 shs. 6.2% | 69% | 9.0% | 86% | 98% | 9.7% | 9.1% | 95% | 92% | 9.9% | 9.5% | 10.0% |Return on Shr. Equity 10.5%
as of 11/1/18 6.2% | 69% | 9.0% | 86% | 98% | 97% | 9.1% | 95% | 92% | 9.9% | 9.5% | 10.0% |Return on Com Equity E | 10.5%
MARKET CAP: $9.4 billion (Large Cap) 3% T% | 31% | 28% | 41% | 41% | 35% | 39% | 35% | 4.2% | 35% | 4.0% |Retainedto Com Eq 4.0%
ELECTRIC OPERATING STATISTICS 96% | 89% | 66% | 68% | 58% | 58% | 62% | 59% 62% | 58% | 65% | 62% |All Div'ds to Net Prof 62%
9% Change Retal Sales (KWH) %rollg 2(112 20%7_ BUSINE$S: Pinnagle Wegt Capital Corporation is a holding' compa- commercial, 40%; industrial, 5%; other, 5%. Generating sources:
Avg. Indust, Use (MWH) 658 640 620 | ny for Arizona Public Service Company (APS), which supplies elec- nuclear, 29%; gas & other, 26%; coal, 22%; purchased, 23%. Fuel
Avg. Indust. Revs. per KWH (¢) 8.17 837 8.34 | tricity to 1.2 million customers in most of Arizona, except about half ~ costs: 28% of revenues. '17 reported deprec. rate: 2.8%. Has 6,300
g?ﬁ?%ﬁ‘@ﬁﬁqkn%w) 7(2)22 %g% %gg of the Phoenix metro area, the Tucson metro area, and Mohave employees. Chairman, President & CEO: Donald E. Brandt. Inc.:
Annual Load Factor (4 483 480 463 County in northwestern Arizona. Discontinued SunCor real estate  AZ. Address: 400 North Fifth St., P.O. Box 53999, Phoenix, AZ
% Change Customers (yr-end) +13 +1.3 +1.8 | subsidiary in '10. Electric revenue breakdown: residential, 50%; 85072-3999. Tel.: 602-250-1000. Internet: www.pinnaclewest.com.
Fied Charge Cov. (1) 438 416 425 | Pinnacle West's utility subsidiary ny’s guidance of $4.35-$4.55.

A ballot measure was defeated in the
November election. This would have
amended the Arizona constitution to re-
quire a 50% renewable-energy standard by
2030. This might have doubled customers’
bills and forced the early retirement of
Four Corners and the Palo Verde nuclear
station. The company spent some $20 mil-
lion fighting the proposal, and this is one
reason for the expected decline in O&M
expenses in 2019.

The board of directors raised the divi-
dend in the fourth quarter. The dis-
bursement was boosted by $0.17 a share
(6.1%) annually, slightly more than we
had estimated. Pinnacle West has set a
goal of 6% yearly dividend increases,
which we believe is attainable.

This stock is top ranked for Timeli-
ness and Safety. The dividend vyield is
about average for a utility. Like most utili-
ty equities, the recent quotation is within
our 2021-2023 Target Price Range. Total
return potential over that time frame is
unspectacular, but still somewhat above
the industry mean.

Paul E. Debbas, CFA January 25, 2019

(A) Diluted EPS. Excl. nonrec. gain (losses):
02, (77¢); 09, ($1.45); '17, 8¢; gains (losses)

'16 EPS don't sum due to rounding. Next earn-
ings report due late Feb. (B) Div'ds historically | (D) In mill. (E) Rate base: Fair value. Rate al-
from disc. ops.: '05, (36¢); '06, 10¢; '08, 28¢; | pd. in early Mar., June, Sept., & Dec. There
‘09, (13¢); '10, 18¢; '11, 10¢; '12, (5¢). '15 & | were 5 declarations in '12. o Div'd reinv. plan
© 2019 Value Line, Inc. Al rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

avail. (C) Incl. defd chgs. In '17: $14.34/sh.

lowed on com. eq. in "17: 10.0%; earned on
avg. com. eq., '17: 10.0%. Regul. Climate: Avg.

Company’s Financial Strength A+
Stock’s Price Stability 100
Price Growth Persistence 65
Earnings Predictability 90
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Schedule AHG -2
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RECENT PIE Trailing: 18.1'}|RELATIVE DIVD
PORTLAND GENERAL nvsesor [E2" 45.05[3 18.2Gaz &) e L14[0 34n it |
TmeLness 1 rissnos | POV 523| G20 B8 9L 53S) 43| B4 0| B0 BI Bi 20 Target Price Range
SAFETY 2 Raised 5412 LEGENDS |
—— 0.73 x Dividends p sh
TECHNICAL 1 Raised 12519 divided by Interest Rate 80
B - Relative Price Strength 60
BETA .60 (1.00 = Market) Options: Yes 50
200123 PROJECTIOle | haded area indicates recession L mwm'l ) III,u.llo 40
) Tl e
- Price  Gain Angeta?rga 4™ . ,....,.-\'W!--_-M m gg
39 (;—%8323 o - hiatar T T L 20
T ege0, e . T T
Insider Decisions R el !HHLI i _ } 15
MAMJJASON .
By 00000000 0| bl o N 10
Options 011 0 0 1 0 0 0 O 75
foSll_ 000001000 % TOT. RETURN 1218 |
Institutional Decisions | THIS  VLARITH
102018 2Q018 Q2018 | percent 21 Ly OOk IRDEXT L
Ol Tas  Tar  Tog | Shares 14 gpihm TR R O 3y 2 26 |
HiUs(000) 83357 83653 _86446 (I R ETETO Sy. 778 230
2002 | 2003 | 2004 [2005F | 2006 | 2007 | 2008 [ 2009 | 2010 | 2011 [2012 {2013 [2014 [2015 [2016 |2017 [2018 [2019 | ©VALUELINEPUB.LLC|21-23
-- -- - 2314 | 2432 27.87| 2789 | 2399 | 2367 | 2406 | 2389 | 2318 | 2429 | 2138 | 2162 | 2254 | 21.95| 2350 [Revenues persh 25.75
475 4.64 521 471 407 482 4.96 5.15 4.93 6.08 537 5.78 6.16 6.60 7.00 |“Cash Flow” per sh 8.25
1.02 114 233 1.39 131 1.66 1.95 187 177 2.18 2.04 2.16 2.29 2.40 2.50 |Earnings per sh A 2.75
-- .68 93 97 1.01 1.04 1.06 1.08 1.10 112 1.18 1.26 134 143 1.52 |Div'd Decl'd per shB ot 1.80
4.08 5.94 7.28 6.12 9.25 597 398 4,01 8.40 | 1287 6.73 6.57 5.77 7.40 5.15 |Cap’l Spending per sh 5.00
19.15| 1958 | 21.05| 21.64 | 2050 | 21.14 | 22.07 | 22.87 | 2330 | 2443 | 2543 | 2635 | 27.11| 28.05| 29.00 |Book Value persh © 32.00
62.50 | 6250 | 6253 | 6258 | 7521 | 7532 | 7536 | 7556 | 78.09 | 78.23 | 88.79 | 8895 | 89.11| 89.25 | 89.40 [Common Shs Outst'g © | 90.00
-- 234 119 16.3 144 12.0 124 14.0 16.9 153 177 19.1 20.0 18.2 Avg Ann’l PJE Ratio 16.5

1.26 63 98 96 .76 .78 .89 .95 81 89 100 101 .95 Relative P/E Ratio .90

25% | 33%| 43% | 54% | 52% | 44% | 41% | 37% | 33% | 3.3% 31% | 29% | 3.3% Avg Ann’l Div'd Yield 4.0%
CAPITAL STRUCTURE as of 9/30/18 1745.0 | 1804.0 | 1783.0 | 1813.0 | 1805.0 | 1810.0 | 1900.0 | 1898.0 | 1923.0 | 2009.0 | 1960 | 2100 |Revenues ($mill) 2325
Total Debt $2427 mill. Due in 5 Yrs $460 mill. 870 | 950 | 1250 | 1470 | 1410 | 137.0 | 1750 | 1720 | 1930 | 2040 | 215| 225 |Net Profit ($mill) 255
h]TdD;géﬁzzami't'gnze o Interest $123 mil. 28.1% | 28.8% | 30.5% | 28.3% | 3L4% | 23.2% | 26.0% | 20.7% | 20.6% | 253% | 13.0% | 13.0% |Income Tax Rate 13.0%
(LT interest e'amped: 3.2x) ' 17.2% | 31.6% | 17.6% | 54% | 7.1% | 14.6% | 33.7% | 19.8% | 16.6% | 8.8% | 7.0% | 4.0% |AFUDC % to Net Profit 4.0%
Leases, Uncapitalized Annual rentals $9 mill. 46.2% | 50.3% | 53.0% | 49.6% | 47.1% | 51.3% | 52.7% | 47.8% | 48.4% | 50.1% | 47.0% | 50.5% [Long-Term Debt Ratio 48.0%
Pension Assets-12/17 $629 mill. 53.8% | 49.7% | 47.0% | 50.4% | 52.9% | 48.7% | 47.3% | 52.2% | 51.6% | 49.9% | 53.0% | 49.5% |Common Equity Ratio 52.0%

Oblig $869 mill. | 2518.0 [ 3100.0 | 3390.0 | 3298.0 | 3264.0 | 3735.0 | 4037.0 | 4329.0 | 4544.0 | 4842.0 | 4730 | 5220 |Total Capital ($mill) 5525
Pfd Stock None 3301.0 | 3858.0 | 4133.0 | 4285.0 | 4392.0 | 4880.0 | 5679.0 | 6012.0 | 6434.0 | 6741.0 | 7030 | 7090 |Net Plant ($mill) 7125
Common Stock 89,244,659 shs. 50% | 45% | 54% | 6.2% | 59% | 51% | 58% | 54% | 56% | 55% | 6.0% | 55% |Returnon Total Cap'l 6.0%
as of 10/16/18 6.4% | 62% | 79% | 88% | 82% | 75% | 9.2% | 7.6% 82% | 84% | 85% | 85% |Returnon Shr. Equity 9.0%
6.4% | 62% | 79% | 88% | 82% | 7.5% | 9.2% | 7.6% 82% | 84% | 85% | 85% |Returnon Com Equity E| 9.0%
MARKET CAP: $4.0 billion (Mid Cap) 20% | 15% | 3.0% | 41% | 35% | 29% | 46% | 3.3% 35% | 3.6% | 35% | 3.5% |Retainedto Com Eq 3.0%
ELECTRIC OPERATING STATISTICS 69% | T6% | 62% | 54% | 57% | 61% | 50% | 56% 57% | 58% | 60% | 60% |AllDiv'ds to Net Prof 64%
9% Change Retal Sales (KWH) OJrlg 2_0212 2331; BUSINESS: Portland General Electric Company (PGE) provides  28%; coal, 15%; wind, 8%; hydro, 8%; purchased, 41%. Fuel costs:
Avg. Indust, Use (MWH) 17485 16146 16041 | electricity to 885,000 customers in 52 cities in a 4,000-square-mile  30% of revenues. '17 reported depreciation rate: 3.6%. Has 2,900
Avg. Indust. Revs. per KWH (¢) 501 499 4.94 | area of Oregon, including Portland and Salem. The company is in employees. Chairman: Jack E. Davis. President and Chief Execu-
ggg?cﬂm zz%kngmbw) ‘31822 g;gg gg‘;g the process of decommissioning the Trojan nuclear plant, which it tive Officer: Maria M. Pope. Incorporated: Oregon. Address: 121
Annual Load Factor % NA NA NA closed in 1993. Electric revenue breakdown: residential, 48%; com- ~ S.W. Salmon Street, Portland, Oregon 97204. Telephone: 503-464-
% Change Customers (yr-end) +1.2  +1.2  +1.3 | mercial, 33%; industrial, 11%; other, 8%. Generating sources: gas,  8000. Internet: www.portlandgeneral.com.
Fied Charge Cov. (1) 243 271 208 | Portland General Electric Company ings g_uiganc_e of $2.25-$2.40 a share be-
ANNUAL RATES Past Past Estd 1517 received an order in its general rate cause it "believes it will be able to partial-
ofchange (persf)  10Yrs.  5vis, to'2i223 | case. The utility had filed for an increase ly offset the impacts of the capital project
Revenues -15% -20%  3.0% | of $85.9 million (4.8%), based on a 9.5% re- deferred reserves through cost savings and
E%?;?]Fslow” }1'%’ %ggﬁ 3-8‘(’9 turn on a 50% common-equity ratio. The other actions during 2018.” We raised our
D 90% 33% 60w | Oregon Public Utility Commission (OPUC) 2018 estimate by $0.10 because third-
Book Value 30% 35% 35% | granted PGE a hike of $32.7 million period income was above our expectation.

; (4.8%), based on the same ROE and equity We continue to expect higher earn-
eﬁg; M§U3/'\1RT§5,L]Y3%EV§$E3%($gé”gﬂ Eé‘elllr ratio, but reduced this to $9.0 million ings in 2019. PGE is benefiting from the
2015 473 450 476 499 |1898 (0.5%) due to an updated load forecast. aforeme’ntloned tariff hike. Also, the serv-
2016 | 487 428 484 504 1923 | The company sought a regulatory mechan- ice area’s economy is healthy, and custom-
2017 |530 449 515 515 |2009 | iSM that decouples revenues from volume, er growth is improving.

2018 | 463 449 525 523 |1960 | but received a small portion of what it Information on a request for propo-
2019 | 555 470 530 545 |2100 | wanted. New tariffs took effect at the start sals for 100 megawatts of renewable
Cal- EARNINGS PER SHARE A Full of 2019. However . . . o energy should be disclosed in the cur-
endar |Mar.31 Jun30 Sep.30 Dec3l| vear | A Separate regulatory decision was rent quarter. This is needed to meet
2015 52 m 20 = | 208 disappointing. PGE asked the OPUC to Oregon’s renewable-energy requirements.
2016 ‘68 ‘0 38 %8 | 216 | @llow it to defer (for future recovery begin- Even if PGE winds up building this capac-
2017 | 8 36 44 67 | 229| ning in 2019) the 2018 portion of costs as- ity, it does not expect to issue equity.

2018 72 51 59 58 | 240| sociated with an upgraded customer infor- This timely stock has a yield that is
2019 80 50 50 70 | 250 | mation system, which went into service in about average for a utility. Like most

Bo the June quarter at a cost of $152 million. utility issues, the recent quotation is well
eﬁg; N?auf\?’TE?tT]_Dejngggg%EAl%ecgl YF:;L The OPUC concluded that it lacked au- within our 3- to 5-year Target Price
2015 | 28 28 20 20 116 thority to do so, even though this was done Range. We think the stock price reflects
2016 | 30 20 "2 "2 124] N the past. The company is deciding what some takeover speculation, but do not ad-
2017 | 32 32 34 34 13| to do next, but will reverse the $7 million vise investors to purchase this equity in
2018 | 34 34 3625 3625| 141/ it had deferred through September 30th. the hope that a buyout offer will emerge.
2019 | .3625 Even so, PGE maintained its 2018 earn- Paul E. Debbas, CFA January 25, 2019
(A) Diluted EPS. Excl. nonrecurring losses: '13, | Divid reinvestment plan avail. T Shareholder in- | 9.5%; earned on avg. com. eq., '17: 8.5%. | Company’s Financial Strength B++
42¢;°17, 19¢. '15 EPS don’'t sum due to round- | vestment plan avail. (C) Incl. deferred charges. | Regulatory Climate: Average. (F) '05 per-share | Stock’s Price Stability 95
ing. Next earnings report due mid-February. | In'17: $4.92/sh. (D) In mill. (E) Rate base: Net | data are pro forma, based on shs. outstanding | Price Growth Persistence 65
(B) Div'ds paid mid-Jan., Apr., July, and Oct. o | orig. cost. Rate allowed on com. eq. in "19: | when stock began trading in '06. Earnings Predictability 85
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ANNUAL RATES  Past

Past Est'd '15-'17

of change (persh) 10 Yrs. 5Yrs. t0'22-'24
Revenues 1.0% .5% 4.5%
“Cash Flow” 4.0%  4.0% 4.0%
Earnings 3.0% 3.0% 3.5%
Dividends 40%  3.5% 3.0%
Book Value 45%  3.5% 3.0%
Cal- QUARTERLY REVENUES (mill.) Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| VYear
2016 | 3992 4459 6264 5181 |[19896
2017 | 5771 5430 6201 5629 |23031
2018 | 6372 5627 6159 5842 | 24000
2019 | 6500 6000 6600 6100 |25200
2020 | 6850 6300 6950 6400 | 26500
Cal- EARNINGS PER SHARE A Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| VYear
2016 .57 J1 122 33 2.83
2017 73 73 1.08 67 321
2018 93 63 113 21 2.90
2019 .85 70 110 40 3.05
2020 .90 5 115 45 3.25
Cal- QUARTERLY DIVIDENDS PAID B o Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year
2015 | 525 5425 5425 5425 215
2016 | 5425 .56 .56 .56 2.22
2017 | .56 58 58 58 2.30
2018 | 58 .60 .60 .60 2.38
2019

of asset sales at the start of 2019. The
company sold electric and gas utilities in
Florida, plus two gas-fired generating as-
sets there, for more than $5 billion. It
plans to use the proceeds to reduce debt
and offset part of its equity needs.
Construction of two units at the
Vogtle nuclear station continues. This
project has had significant delays and cost
overruns, and is now expected to be com-
pleted in 2020 and 2021. Last year, the
company took a $0.78-a-share writedown
of construction costs that will not be
recovered from Georgia Power’s customers.
If future cost overruns exceed $800 mil-
lion, the utility will be responsible for a
disproportionate amount of these over-
runs. Thus, Georgia Power still faces con-
struction risk.

Earnings should improve this year
and next. In 2019, the year-to-year com-
parisons in the second and fourth quarters
should be easy. The utilities should benefit
from rate relief and customer growth. Be-
ginning in 2020, the aforementioned asset
sales will increase profits by an estimated
$0.04-$0.05 a share annually. Southern

RECENT 8 3 PIE O(Trailing: 145} [RELATIVE l 01 DIVD 5 10/
SOUTHERN COMPANY NYSE-S0 PRICE 4 ,7 RATIO 17. Median: 16,0/ | PIERATIO L. YLD 170
meuness 3 msasn | e 98] 8] sl 71 5] 53] %3] wi[ 68| | 4] & Tget e Range
SAFETY 2 Lowered 221114 LEGENDS
—— 0.62 x Dividends p sh 128
TECHNICAL 4 Lowered 2115119 divided by Interest Rate
- Relative Price Strength 96
BETA .50 (1.00 = Market) Options: Yes 80
2002-24 PROJECTIONS haded area indicates recession 64
. ~ Ann'l Total S~ NI TR ITATINTL: o | 1 leeeadaao.. 48
) Price  Gain Return (YL EEEEAAEIT TEALITTVON ITLETCITLAM RCTTTIIL t POTTM T il ph
High 65 (+35%; 11%  fo e e T po
Low 50 (+5% 6% L 1N
Insider Decisions R e TR sy B P 2
AMJJASOND .
wBly 000000000 BT PR v e 16
Optons 0 0 01 0000 1 12
oSl 000010003 % TOT. RETURN 1/19
Institutional Decisions . THIS  VLARITH
102018 202018 3018 | percent 18 - SIgcsK "YZESX
bl Bes 530 oag| Shares 12 mpHr T L T T 3y 147 469 |
HIds(000) 577028 582212 583272 T R S GO Sy. 478 408
2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 [ 2010 | 2011 [2012 [2013 [2014 [2015 [2016 [2017 |2018 [2019 [2020 | ©VALUELINEPUB.LLC|22-24
1531 | 16.05| 1828 | 1924 | 20.12| 2204 | 1921 | 2070 | 2041 | 19.06 | 19.26 | 20.34 | 19.18 | 20.09 | 22.86 | 23.10 | 24.00 | 25.00 |Revenues per sh 28.00
353 | 365| 4.03| 401| 422| 443| 443| 451| 491 | 518| 527 | 528 | 547 | 569 | 664 640| 6.70| 7.00|“CashFlow” persh 7.75
197 206| 213| 210| 228| 225 232| 236| 255| 267| 270| 277 | 284| 283 | 321| 290| 305| 3.25|Earningspersh A 3.75
139 142| 148| 154| 160| 166| 173| 180 | 187 | 194| 201 | 208 | 215| 222 | 230| 238| 246| 254 |Div'dDecl'dpershBo 2.78
272 285 320 401| 465| 510 570| 485| 523 | 554| 616| 658 | 622 | 738 | 737| 835| 7.15| 6.40 |Cap'l Spending persh 5.25
1313 | 1386 | 1442 | 1524 | 1623 | 17.08| 1815| 1921 | 20.32 | 21.09 | 2143 | 21.98 | 2259 | 2500 | 2398 | 24.35| 2520 | 26.15 Book Value persh 29.50
73483 | 74150 | 741.45 | 746.27 | 763.10 | 777.19 | 819.65 | 843.34 | 865.13 | 867.77 | 887.09 | 907.78 | 911.72 | 990.39 | 1007.6 | 1040.0 | 1050.0 | 1060.0 [Common Shs Outst'g © | 1090.0
148 | 147( 159| 162| 160| 161| 135| 149 | 158 | 170| 162 | 160 | 158 | 178 | 155| 15.6 | Bold figyresare |AvgAnn'l P/E Ratio 15.0
84 .78 85 87 85 97 90 95 99 | 108 91 84 80 93 78 85| ValuelLine Relative P/E Ratio 85
4% | 47%| 44% | 45% | 44% | 46% | 55% | 5.1% | 46% | 4.3% | 46% | 47% | 48% | 44% | 46% | 53% | US| Avg Ann'l Divid Yield 4.9%
CAPITAL STRUCTURE as of 9/30/18 15743 | 17456 | 17657 | 16537 | 17087 | 18467 | 17489 | 19896 | 23031 | 24000 | 25200 | 26500 |Revenues ($mill) 30650
Total Debt $47002 mill. Due in 5 Yrs $18156 mill. | 19100 | 2040.0 | 2268.0 | 2415.0 | 2439.0 | 2567.0 | 2647.0 | 2757.0 | 3269.0 | 3075 | 3305 | 3530 |Net Profit ($mill) 4180
(LJTD"ftgtrf;lﬁazrigj{"-s 2x)LT Interest $1450 mil 37 05 | 33.5% | 35.0% | 35.6% | 34.8% | 33.8% | 33.4% | 28.5% | 25.2% | 20.0% | 20.0% | 20.0% |Income Tax Rate 200%
o 14.9% | 13.7% | 10.2% | 9.4% | 11.6% | 13.9% | 13.2% | 11.9% 76% | 7.0% | 6.0% | 6.0% |AFUDC % to Net Profit 4.0%
Leases, Uncapitalized Annual rentals $149 mill. 53.2% | 51.2% | 50.0% | 49.9% | 51.5% | 49.5% | 52.8% | 61.5% | 64.5% | 63.0% | 62.0% | 61.5% |Long-Term Debt Ratio 59.5%
Pension Assets-12/17 $12992 mill. 43.6% | 45.7% | 47.1% | 47.3% | 45.8% | 47.3% | 44.0% | 35.7% | 35.0% | 36.5% | 37.5% | 38.0% |Common Equity Ratio 40.0%
) _ Oblig $13808 mill. | 34091 | 35438 | 37307 | 38653 | 41483 | 42142 | 46788 | 69350 | 68953 | 69100 | 70150 | 72850 [Total Capital ($mill) 79700
lpnfgl ngrcn'jlfiﬁg ";gi Cumpf;‘f dD'égsft;{:('j”;/alue)_ 39230 | 42002 | 45010 | 48390 | 51208 | 54868 | 61114 | 78446 | 79872 | 80400 | 84100 | 86925 |Net Plant ($mill) 91900
334210 shs. 4.4%-5.25% cum. pfd, (8100 par). . | 6% | 70% | 7.2% | 73% | 68% | 71% | 66% | 4% | 59% | 55% | 55% | 60% [RetumonTotal Capl | 65%
12.0% | 11.8% | 12.2% | 12.5% | 12.1% | 12.1% | 12.0% | 10.3% | 13.3% | 12.0% | 12.0% | 12.5% |Return on Shr. Equity 13.0%
Common Stock 1,028,888,684 shs. 124% | 12.2% | 12.5% | 12.8% | 12.5% | 12.5% | 12.6% | 11.0% | 13.4% | 12.0% | 12.0% | 12.5% |Return on Com Equity £ | 13.0%
MARKET CAP: $50 billion (Large Cap) 32% | 3.0% | 34% | 36% | 32% | 32% | 3.1% | 25% | 39% | 2.0% | 25% | 2.5% |Retainedto Com Eq 3.5%
ELECTRIC OPERATING STATISTICS 5% | T1% | 73% | 73% | 75% | 75% | 76% | T78% T2% | 80% | 78% | 76% |AllDiv'ds to Net Prof 3%
9% Change Retal Sales (KWH) Olg 2(112 Zozlg BUSINESS: The sputhern Compgny, through its subs., supplies GA, 49%; AL, 35%; FL, 9%; MS, 7%. Generating sources: gas &
Avg. Indust, Use (MWH) 3371 3105 3016 | electricity to 4.6 million customers in GA, AL, FL, and MS. Also has oil, 42%; coal, 27%; nuclear, 15%; other, 7%; purchased, 9%. Fuel
Avg. Indust. Revs. per KWH (¢) 588 6.01 6.18 | a competitive generation business. Acqd AGL Resources costs: 32% of revs. '17 reported depr. rate (utility): 2.9%. Has
ggg?cﬂg’aglgﬁm%ml: ‘3%%3 gg%g% ggg%g (renamed Southern Company Gas, 4.5 mill. customers in GA, FL, 31,300 employees. Chairman, President and CEO: Thomas A. Fan-
Annual Load Factor (% 5909 615 614 | NJ IL, VA, & TN) 7/16. Electric rev. breakdown: residential, 37%; ning. Inc.: DE. Address: 30 Ivan Allen Jr. Blvd., N.W., Atlanta, GA
% Change Customers eyr-end) +9 +1.0 +1.0 | commercial, 31%; industrial, 18%; other, 14%. Retalil revs. by state:  30308. Tel.: 404-506-0747. Internet: www.southerncompany.com.
Fited Charge Co. (%) 433 330 318 | Southern Company completed a series Company was scheduled to report fourth-

quarter earnings in late February.

The share count has increased signifi-
cantly in recent years. Besides the cost
overruns for Georgia Power’s nuclear
project, Mississippi Power had similar
problems with a coal-gasification project.
This led to significant writedowns from
2013 through 2017. Thus, Southern Com-
pany wound up issuing stock to help fi-
nance the cost overruns and support the
common-equity ratio.

Nicor Gas filed a general rate case.
The utility is seeking a $230 million in-
crease, based on a 10.6% return on equity.
An order is expected by October.

This stock has one of the highest divi-
dend yields of any electric utility is-
sue. This is due to the problems with the
two major projects and the remaining con-
struction risk with Vogtle. Despite these
difficulties, Southern Company has pro-
vided steady dividend growth, which we
project will continue through 2022-2024.
The stock has appeal for income-seeking
investors willing to assume the risks
regarding Vogtle construction.

Paul E. Debbas, CFA February 15, 2019

(A) Diluted EPS. Excl. nonrec. gain (losses):
'03, 6¢; '09, (25¢); '13, (83¢); '14, (59¢); '15,
(25¢); '16, (28¢); '17, ($2.37); '18, (78¢). '15
EPS don’t sum due to rounding. Next earnings | $16.36/sh. (D) In mill. (E) Rate base: AL, MS,
© 2019 Value Line, Inc. Al rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

report due late Feb. (B) Div'ds paid in early
Mar., i
plan avail. (C) Incl. defd chgs. In '17:

June, Sept., and Dec. o Div'd reinvest.

fair value; FL, GA, orig. cost. All'd return on
com. eq. (blended): 12.5%;
eq., '17: 12.5%. Regul. Climate: GA, AL Above
Avg.; MS, FL Avg. (F) Winter peak in '15.

Company’s Financial Strength A
earn. on avg. com. | Stock’s Price Stability 100
Price Growth Persistence 20
Earnings Predictability 95
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RECENT PIE Trailing: 22.8'} | RELATIVE DIVD
WEC ENERGY GROUP wyseaee B 76.25 o 22,1 (e Bl 1.20PF 31%DENE |
TMELNESS 3 weeonns | 1OV | 298| 3] 303 B0 Be| $9| %2| %s| %4 61| B2 &2 Target Price Range
SAFETY 1 Raisedsnai2 | LEGENDS
—— 0.81 x Dividends p sh 128
TECHNICAL 2. Reised 38119 divided by Interest Rate
-+ +. Relative Price Strength 96
BETA .55 (1.00 = Market) éf?iro-%ss%gs 311 T S i 80
2022-24 PROJECTIONS haded area indicates recession 2-for-t ITELRLLITY SRR T 64
) ~ Ann’l Total 4 My ol " 48
) Price Gain  Return TRTIN DAL rHh .
High 85 (+10%g 6% 7T 2
low 70 (-10%) 2% RIDCe
Insider Decisions ST I ot ! - - 24
MJJASOND]J ity . e, e e
By 0000000 00w a2 RS T e T B R T 16
058380 n 0
Institutional Decisions 1 | /DTOEEE:US/’E:%EEE.*
200018 3Q0I8 QI8 | percent 30
ohw P2 30 I)shaes 20 gpbn o b ; 3 a6 a0
Hids(000) 232040 230392 236513 L R R YRR R YA FRTRRTEER)RACTRRRTRRVT Syr 1047 396
2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 [ 2010 | 2011 [2012 [2013 [2014 [2015 [2016 [2017 |2018 [2019 [2020 | ©VALUELINEPUB.LLC|22-24
1712 | 1466| 1631| 17.08| 1812 | 1895| 1765 | 17.98 | 19.46 | 1854 | 20.00 | 22.16 | 18.77 | 2368 | 2424 | 2434 | 25.05| 26.00 [Revenues persh 29.50
2.86 2.58 2.89 2.90 2.98 2.95 311 330 3.68 4,01 433 4.47 387 5.39 5.69 6.04 6.35 6.70 |“Cash Flow” per sh 8.25
113 93 1.28 132 142 1.52 1.60 1.92 2.18 2.35 2.51 2.59 2.34 2.96 314 3.34 350 3.70 |Earnings per sh A 450
40 42 44 46 50 54 68 .80 1.04 120 1.45 1.56 1.74 1.98 2.08 2.21 2.36 2.50 |Div'd Decl'd per sh Bo 3.00
2.95 2.85 3.40 417 5.28 4.86 350 341 3.60 3.09 3.04 3.26 4,01 451 6.21 6.71 9.45| 10.10 |Cap'l Spending per sh 7.75
9.96 | 1065| 1146| 1235| 1325| 1427| 1526 | 1626 | 17.20 | 18.05| 1873 | 19.60 | 27.42 | 2829 | 29.98 | 31.02 | 32.00 | 33.05 |Book Value per sh © 36.75
236.85 | 233.97 | 233.96 | 233.94 | 233.89 | 233.84 | 233.82 | 233.77 | 230.49 | 229.04 | 225.96 | 225.52 | 315.68 | 315.62 | 315.57 | 315.52 | 315.50 | 315.50 |Common Shs Outst'g D | 315.50
124 175 145 16.0 16.5 14.8 133 14.0 14.2 158 16.5 177 213 19.9 20.0 19.6 | Bold figyres are |Avg Ann'l P/E Ratio 16.5
71 92 a7 .86 88 89 89 89 89| 1.01 93 93| 107 | 104 101 | 106 | ValuelLine Relative P/E Ratio .90
28% | 2.6% | 24% | 22% | 21% | 24% | 32% | 3.0% | 3.3% | 32% | 35% | 34% | 35% | 34% | 33%| 34%| ="' |Avg Ann'lDivd Yield 4.0%
CAPITAL STRUCTURE as of 12/31/18 4127.9 | 42025 | 4486.4 | 4246.4 | 4519.0 | 4997.1 | 5926.1 | 7472.3 | 76485 | 7679.5 [ 7900 | 8200 |Revenues ($mill) 9300
Total Debt $11799 mill. Duein 5 Yrs $3932.8 mill. | 3784 | 4556 | 514.0 | 547.5 | 5786 | 5895 | 640.3 | 940.2 | 998.2 | 10605 | 1110 | 1170 |Net Profit ($mill) 1425
e e loncerest $489.7 mil. 3650 | 36.4% | 33.0% | 35.9% | 39% | 380% | 40.4% | 376% | 372% | 138% | 110% | 1L0% [Income Tax Rate 1L0%
(LT interest ea'meg: 3.7%) : 25.0% | 18.6% | 16.8% | 9.4% | 45% | 13% | 45% | 38% | 16% | 21% | 3.0% | 3.0% |AFUDC % to Net Profit 2.0%
Leases, Uncapitalized Annual rentals $8.7 mill. 51.9% | 50.6% | 53.6% | 51.7% | 50.6% | 48.5% | 51.2% | 50.5% | 48.0% | 50.4% | 50.0% | 47.5% |Long-Term Debt Ratio 50.0%
Pension Assets-12/18 $2690.8 mill. 47.7% | 49.0% | 46.0% | 48.0% | 49.1% | 51.2% | 48.6% | 49.3% | 51.9% | 49.4% | 50.0% | 52.5% |Common Equity Ratio 50.0%
) .Qb“Q $2927.2mill. |"7473.1 | 7764.5 | 8608.0 | 8619.3 | 8626.6 | 86365 | 17809 | 18118 | 18238 | 19813 | 20200 | 19925 Total Capital ($mill) 23200
gg(’) SB%Cskhisg'gomI'$1oopéirD2’aﬁaﬁ|léz$?gli- 9070.5 | 96015 | 10160 | 10572 | 10007 | 11258 | 19190 | 19916 | 21347 | 22001 | 24375 | 26600 |Net Plant ($mill 31325
44,498 shs. 6%, $100 par. I 6.4% | 75% | 75% | 79% | 81% | 81% | 45% | 63% | 6.6% | 65% | 65% | 7.0% |Return on Total Cap'l 7.5%
Common Stock 315,455,323 shs. 10.5% | 11.9% | 12.9% | 13.1% | 13.6% | 13.2% | 7.4% | 10.5% | 10.5% | 10.8% | 11.0% | 11.0% |Return on Shr. Equity 12.5%
as of 1/31/19 10.6% | 12.0% | 12.9% | 13.2% | 13.6% | 13.3% | 7.4% | 105% | 10.5% | 10.8% | 11.0% | 11.0% |Return on Com Equity E| 12.5%
MARKET CAP: $24 billion (Large Cap) 6.2% | 7.0% | 68% | 65% | 59% | 53% | 21% | 35% 36% | 37% | 35% | 3.5% |Retainedto Com Eq 4.0%
ELECTRIC OPERATING STATISTICS 42% | 4% | 47% | 51% | 57% | 60% | 71% | 67% 66% | 66% | 67% | 67% |AllDiv'ds to Net Prof 67%
9% Change Retal Sales (KWH) +21081.g 2_0316 2+021€55 BUSINESS: WEC Energy Group, Inc. (formerly Wisconsin Energy)  21%; other, 13%. Generating sources: coal, 45%; gas, 22%; re-
Avg. Indust, Use (MWH) NA NA NA | is a holding company for utilities that provide electric, gas & steam newables, 4%,; purchased, 29%. Fuel costs: 38% of revenues. '18
Avg. Lg. C&l Revsr‘ferKWH 0] 7.08 7.13 7.05 | service in WI & gas service in IL, MN, & MI. Customers: 1.6 mill. reported deprec. rates (utility): 2.0%-3.2%. Has 7,900 employees.
g?ﬁ?%ﬁ‘@ﬁﬁqknge%w) Nﬁ “ﬁ Nﬁ elec., 2.9 mill. gas. Acq'd Integrys Energy 6/15. Sold Point Beach Chairman: Gale E. Klappa. President & CEO: Kevin Fletcher. Inc.:
Annual Load Factor % NA NA NA nuclear plant in '07. Electric revenue breakdown: residential, 35%; WI. Address: 231 W. Michigan St., P.O. Box 1331, Milwaukee, WI
% Change Customers eyr-end) +5 +.7 +.7 | small commercial & industrial, 31%; large commercial & industrial, ~53201. Tel.: 414-221-2345. Internet: www.wecenergygroup.com.
Fied Charge Cov. (1) 404 422 323 | We expect WEC Energy Group to post year contract with a large industrial cus-
ANNUAL RATES Past Pasi Estd '16-18 steady earnings growth in 20}9 and tomer. . ) ]
ofchange (perst)  10¥rs.  5vis, to'22224 | 2020. This has been the company's track WEC Energy continues to invest in
Revenues 3.0% 45%  3.5% record for several years (except 2015, nonutility wind projects. These are at-
E‘;ﬁl‘ FS|0W” Z;?,?ﬁ’ é-ggﬁ %-g‘(’,f when the share count rose sharply due to tractive because they are expected to pro-
D 1550 110% 60w | the acquisition of Integrys Energy). The vide a return on investment that exceeds
Book Value 85% 105% 35% | company’s utility in Chicago, Peoples Gas, that of the regulated utility business. Last
; is spending $280 million-$300 million an- year, the company acquired a 90% stake in
eﬁg; Ma?%/'\lRTEE,L]T?,%EVgEgIES%@gglé)gl Eé‘elllr nually to replace old pipes, and is recover- a 132-mw facility for $166 million. In early
2016 | 2194 1602 1712 1963 | 74723 N9 these expenditures through a rider on 2019, WEC Energy completed the pur-
2017 | 2304 1632 1657 2055 | 76485 customers’ bills. Expenses are being con- chase of an 80% interest in a 200-mw
2018 | 2287 1672 1624 2077 | 76795 trolled effectively, helped by cost reduc- project for $276 million. And it paid $145
2019 | 2350 1700 1700 2150 | 7900 | tions stemming from the closing of old million for an 80% stake in a 97-mw wind
2020 | 2450 1750 1750 2250 | 8200 | power plants. Finally, the company is in- farm that is under construction. This is ex-
Cal- EARNINGS PER SHARE A Fun | vesting in wind projects through a non- pected to be completed by yearend. o
endar |Mar.3L Jun30 Sep.30 Dec3l| vear | Utility subsidiary (see below). Our 2019 The board of directors raised the divi-
2016 | 1.09 = ) 61 | 296 share-earnings estimate is at the midpoint dend in early 2019. The increase was
2017 | 112 83 ‘68 71 | 314| of management's narrow guidance of $0.15 a share (6.8%) annually. WEC Ener-
2018 | 123 73 74 65 | 334| $3.48-$3.52. We look for improvement next gy expects yearly dividend growth of 5%-
2019 | 1.25 75 80 70 | 350| year, to $3.70. WEC Energy's goal for an- 7% and a payout ratio of 65%-70%.
2020 | 1.30 80 85 75 | 370 | nual earnings growth is 5%-7%. WEC Energy stock is performing well.
Cal- | QUARTERLYDIVIDENDSPADB - | pgn | A 9as-fired plant is under construc- The price has risen 10% so far this year,
endar |Mar31 Jun30 Sep.30 Dec3i| Year | TiON N the upper peninsula of Michi- as utility investors find the company's
2015 | 4205 4205 a4 4575 | 174 9an- The 180-megawatt facility is on track steady earnings and dividend growth ap-
2016 | 495 495 495 495 | 198 for commercial operation in the second pe- pealing. However, the dividend yield is low
2017 | 52 52 52 52 508 | riod of 2019 at a cost of $277 million. The for a utility, and 3- to 5-year total return
2018 | 5505 5505 5525 5525 | 221 | utility will recover half of the plant's cost potential is unexciting.
2019 | 59 in rates, and the other half through a 20- Paul E. Debbas, CFA March 15, 2019

(A) Diluted EPS. Excl. gains on discont. ops.:

'04, 77¢; '11, 6¢; nonrecurring gain: '17, 65¢.

early Mar., June, Sept. & Dec. t Divd reinvest.
plan avail. (C) Incl. intang. In '18: $21.74q/sh.
'16 & '18 EPS don’t sum due to rounding. Next | (D) In mill., adj. for split. (E) Rate base: Net
earnings report due late Apr. (B) Div'ds paid in | orig. cost. Rates all'd on com. eq. in Wl in '15: | Avg.; IL, Below Avg.; MN & MI, Avg.
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10.0%-10.3%; in IL in '15: 9.05%; in MN in '16:
9.11%; in Ml in '16: 9.9%; earned on avg. com.
eq., '18: 11.0%. Regulatory Climate: WI, Above

Company’s Financial Strength A+
Stock’s Price Stability 95
Price Growth Persistence 75
Earnings Predictability 90
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Schedule AHG -2
19-EPDE-223-RTS

% Change Retail Sales (KWH)

015 2016
6 +.3

RECENT 49 89 PIE 20 3 Trailing: 20.2'Y | RELATIVE l 27 DIVD 3 20/
NDQ-XEL PRICE . RATIO . Median: 15.0/ | PIE RATIO L., YLD L0
High: 25.0 229 21.9 24.4 27.8 29.9 31.8 37.6 38.3 45.4 52.2 54.1 i
TMELNESS 3 wweenwnos | [0 330) 329 3 35| 33| 38| 34a| 33| We| R3| 05| ais Tz%rgft 2855 R;Sgs?
SAFETY 1 Raisedsius LEGENDS |
—— 0.68 x Dividends p sh 80
TECHNICAL 1 Raised 1125129 divided by Interest Rate
-+ Relative Price Strength 60
BETA .50 (1.00 = Market) OltqlogsaYes indicat - e [ Jeeeeedeaaa- 50
2021_23 PROJECTleleT | aded area Indicates recession L m NG |l'|I"”' WA P 20
nn’'l Total AT nte e
Price  Gain  Return s ,“m“—'ﬂm' il 2
High 55 (+10%g 6% P T pr 25
Low 45 (-10%) 1% |t Lluntt e 20
- — " |'||I
Insider Decisions . o R L — N . 15
MAMIJJIASON[——% J SR Rt R R
By 000000100 ’ 10
Options 0 0 6 0 0 0 0 10 75
oSl 002000100 % TOT. RETURN 12/18 |
Institutional Decisions THIS VL ARITH*
102018  2Q2018  3Q2018 Percent 15 1yr ST%Cg lhi[)lEé L
B 301 303 296 Al by T ) ) o : : 116 [C
0l 323 s94  a0s | Sares L0 T LTt e ittt syr sl1 236 |
HIds(000) 379296 375751 382071 11111 IR RO RREREE OO RRRE DR RRRRERRNDDRRRRAL P (T Sy 1095 230
2002 [ 2003 2004 [ 2005 | 2006 | 2007 | 2008 | 2009 | 2010 [ 2011 [2012 [2013 [2014 [2015 | 2016 | 2017 [2018 | 2019 | ©VALUE LINE PUB.LLC[21-23
2389 | 19.90| 20.84| 23.86| 24.16| 2340| 2469 | 21.08| 2138 | 21.90 | 20.76 | 2192 | 2341 | 21.72 | 21.90 | 22.46 | 22.35| 22.90 |Revenues per sh 24.75
314| 335| 327| 328| 361| 345| 350 | 348| 351| 379| 400 | 410 | 428| 456 | 504| 547| 585| 6.20|“Cash Flow” persh 7.25
42| 123| 127 120| 135| 135| 146| 149| 156 | 172 185| 191 | 203 | 210 | 221| 230| 245| 260 |Earnings persh A 3.00
113 75| 81| 85| 88| 91| 94| 97| 100 103| 1207| 111 | 120 128| 136| 144| 152| 1.60 |Div'd Decl'd persh® o 1.90
604| 249| 319| 325| 400| 489 466| 391| 460| 453 | 527| 682 | 633| 7.26| 642| 654| 815| 845 |CaplSpending persh 6.75
1070 | 12.95| 1299 | 1337 | 1428| 1470| 1535 | 1592 | 1676 | 17.44 | 1819 | 19.21 | 2020 | 2089 | 21.73 | 2256 | 23.85 | 24.95 |Book Value persh C 2850
398.71 | 398.96 | 400.46 | 403.39 | 407.30 | 428.78 | 453.79 | 45751 | 482.33 | 486.49 | 487.96 | 497.97 | 505.73 | 507.54 | 507.22 | 507.76 | 516,50 | 518.00 | Common Shs Outst'g O | 533.00
NMF| 116| 136| 154| 148 167| 137| 127| 141| 142| 148| 150 | 154 | 165| 185| 202 19.1 Avg Ann'l P/E Ratio 165
NMF| 66| 72| 82| 80| 89| 82| 85| 90| 89| 94| 84| 81| 8 97| 102| 100 Relative P/E Ratio 90
6.6% | 52%| 47%| 46% | 44% | 40% | 47% | 51% | 45% | 4.2% | 39% | 39% | 38% | 37% | 33% | 31% | 3.3% Avg Ann'l Div'd Yield 3.8%
CAPITAL STRUCTURE as of 9/30/18 . 11203 | 9644.3 | 10311 | 10655 | 10128 | 10915 | 11686 | 11024 | 11107 | 11404 | 11550 | 11850 |Revenues ($mill) 13250
Total Debt $16501 mill. Due in 5 Yrs $3885 mill. 645.7 | 6855 | 727.0 | 8414 | 905.2 | 948.2 | 10213 | 1063.6 | 11234 | 1171.0 | 1265 | 1355 |Net Profit ($mill) 1615
h]TdD;;’;fﬁﬁogami't'glizeﬂeg‘s‘ges‘ $651 mill 34.4% | 351% | 37.5% | 35.8% | 33.2% | 33.8% | 33.9% | 35.8% | 34.1% | 30.7% | 9.0% | 9.0% |Income Tax Rate 9.0%
(LT interest eéme%: 3.4%) : 15.9% | 16.8% | 11.7% | 9.4% | 108% | 13.4% | 125% | 7.7% | 7.8% | 9.4% | 11.0% | 10.0% |AFUDC %to Net Profit | 7.0%
52.2% | 51.6% | 53.1% | 51.1% | 53.3% | 53.3% | 53.0% | 54.1% | 56.3% | 55.9% | 57.0% | 58.0% |Long-Term DebtRatio | 57.0%
Leases, Uncapitalized Annual rentals $238 mill. 47.1% | 47.7% | 46.3% | 48.9% | 46.7% | 46.7% | 47.0% | 45.9% | 43.7% | 44.1% | 43.0% | 42.0% |Common Equity Ratio 43.0%
Pension Assets-12/17 $3088 mill. | 14800 | 15277 | 17452 | 17331 | 19018 | 20477 | 21714 | 23092 | 25216 | 25975 | 28775 | 30675 | Total Capital ($mill) 35600
Pid Stock None Oblig $3828 mill. | 17689 | 18508 | 20663 | 22353 | 23800 | 26122 | 28757 | 31206 | 32842 | 34329 | 36775 | 39300 |Net Plant ($mill) 44200
60% | 62% | 57% | 65% | 61% | 6.0% | 6.0% | 58% | 57% | 58% | 55% | 55% |Return on Total Cap'l 6.0%
Common Stock 513,848,752 shs. 9.1% | 93% | 89% | 9.9% | 10.2% | 9.9% | 10.0% |10.0% | 10.2% | 10.2% | 10.5% | 10.5% [Return on Shr. Equity | 10.5%
as of 10/19/18 - 9.2% | 9.4% | 89% | 9.9% | 10.2% | 9.9% | 10.0% | 10.0% | 10.2% | 10.2% | 10.5% | 10.5% |Return on Com Equity E| 10.5%
MARKET CAP: $26 billion (Large Cap) 38% | 37% | 36% | 43% | 47% | 45% | 45% | 43% | 40% | 3.9% | 40% | 4.0% |Retained to Com Eq 4.0%
ELECTRIC OPERATING STATISTICS 59% | 61% | 59% | 56% | 54% | 54% | 55% | 57% 61% | 62% | 62% | 61% |All Div'ds to Net Prof 63%

BUSINESS: Xcel Energy Inc. is the parent of Northern States
Power, which supplies electricity to Minnesota, Wisconsin, North
Dakota, South Dakota & Michigan & gas to Minnesota, Wisconsin,
North Dakota & Michigan; Public Service of Colorado, which sup-
plies electricity & gas to Colorado; & Southwestern Public Service,
which supplies electricity to Texas & New Mexico. Customers: 3.6

mill. electric, 1.9 mill. gas. Elec. rev. breakdown: residential, 31%;
sm. comm’l & ind'l, 36%; Ig. comm’l & ind'l, 18%; other, 15%. Gen-
erating sources not available. Fuel costs: 40% of revs. '17 reported
depr. rate: 3.1%. Has 11,500 employees. Chairman, Pres. & CEO:
Ben Fowke. Inc.: MN. Address: 414 Nicollet Mall, Minneapolis, MN
55401. Tel.: 612-330-5500. Internet: www.xcelenergy.com.

Large C'& | Use (MWH) 23551 22519 22642
Large C& | Revs. R)‘er KWH (¢) 6.10 6.17 6.36
Capacity at Peak (Mw) NA NA NA
Peak Load, Summer (Mw) 19583 20423 19591
Annual Load Factor (%2 A NA NA
% Change Customers (yr-end) +.9 +.9 +.9
Fixed Charge Cov. (%) 358 342 330
ANNUAL RATES Past Past Est'd '15-'17
of change (persh) 10 Yrs. 5Yrs.  to'21-23
Revenues -1.0% 5% 2.0%
“Cash Flow” 4.0% 6.0% 6.5%
Earnings 55% 50%  5.5%
Dividends 4.5% 5.5% 5.5%
Book Value 4.5% 4.5% 4.5%
Cal- QUARTERLY REVENUES ($ mill.) Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| VYear
2015 | 2962 2515 2901 2646 (11024
2016 | 2772 2500 3040 2795 (11107
2017 | 2946 2645 3017 2796 |[11404
2018 | 2951 2658 3048 2893 |[11550
2019 | 3000 2700 3150 3000 (11850
Cal- EARNINGS PER SHARE A Full
endar |Mar.31 Jun.30 Sep.30 Dec.31| VYear
2015 46 .39 .84 41 2.10
2016 A1 .39 .90 45 221
2017 A7 45 97 A2 2.30
2018 .57 .52 .96 40 2.45
2019 .60 50 103 A7 2.60
Cal- QUARTERLY DIVIDENDS PAID B & Full
endar [Mar.31 Jun.30 Sep.30 Dec.31| Year
2015 | .30 32 32 32 1.26
2016 | .32 34 34 34 1.34
2017 | .34 .36 .36 .36 1.42
2018 | .36 .38 .38 .38 150
2019 | .38

Xcel Energy has announced an asset
acquisition. The company has agreed to
pay $650 million for a 760-megawatt gas-
fired plant in Minnesota. The utility is al-
ready purchasing power from the plant
through an agreement that is now above
the market price. The deal requires the
approval of the Minnesota commission and
is expected to be completed in mid-2019.
This asset will eventually be placed in the
rate base.

The deal illustrates a corporate stra-
tegy. Xcel wants to expand its rate base
by acquiring projects from which it is pur-
chasing power under contracts that are
now above the market level. Xcel’s utilities
have 2,300 mw of wind purchased-power
agreements and 2,400 mw of gas contracts
that are candidates for conversion to
ownership. Any such moves would require
the approval of the state commission(s),
however.

Xcel's goal is 5%-7% annual earnings
growth. This is a slight increase from its
previous target of 5%-6%. Increases in the
rate base, modest volume growth, and rate
relief are the key factors. Our 2019 share-
net estimate is at the midpoint of the com-

pany’s targeted range of $2.55-$2.65. This
would produce profit growth of 6% over
our estimated 2018 tally.

Some rate cases are upcoming in 2019.
Public Service of Colorado plans to file this
spring and Northern States Power intends
to apply in Minnesota this fall. Whether
these cases will be for one or more years is
to be determined. Southwestern Public
Service will file in Texas and New Mexico
so that it can place two windfarms in the
rate base. Any rate relief that arises from
these cases won't affect earnings until
2020.

We expect a dividend increase in the
first quarter, effective with the April
payment. We estimate a $0.02-a-share
(5.3%) hike in the quarterly disbursement,
but wouldn't be surprised by a slightly
larger boost. Xcel's goals are 5%-7% divi-
dend growth and a payout ratio of 60%-
70%.

This top-quality stock has a greater
valuation than most utilities. The divi-
dend yield and 3- to 5-year total return
potential are somewhat below the norms
for this industry.

Paul E. Debbas, CFA January 25, 2019

(A) Diluted EPS. Excl. nonrecurring gain
(losses): '02, ($6.27); '10, 5¢; '15, (16¢); '17,

(5¢); gains (losses) on discontinued ops.: '03,
27¢;°04, (30¢); 05, 3¢; '06, 1¢; '09, (1¢); '10,

1¢. 17 EPS don’t sum due to rounding. Next
earnings report due late Jan. (B) Div'ds his-

torically paid mid-Jan., Apr., July, and Oct.

o Div'd reinvestment plan available. (C) Incl. in- | 10.4%. Regulatory Climate: Average.
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tangibles. In '17: $5.92/sh.

base: Varies. Rate allowed on com. eq.
(blended): 9.6%; earned on avg. com. eq., '17:

(D) In mill. (E) Rate | Company’s Financial Strength A+
Stock’s Price Stability 100
Price Growth Persistence 50
Earnings Predictability 100

To subscribe call 1-800-VALUELINE




Schedule AHG - 3
19-EPDE-223-RTS

Date High Low Allete Inc. ALE
4/2/2018 $ 7216 $ 7041 Mean of all $ 77.05
4/9/2018 $ 7265 $ 71.04 Min $ 70.41
4/16/2018 $ 7478 $ 71.88 Max $ 84.26
4/23/2018 $ 77.44 $ 73.11 Source: YahooFinance
4/30/2018 $ 79.86 $ 75.72
5/7/2018 $ 7940 $ 75.98
5/14/2018 $ 7750 $ 73.76
5/21/2018 $ 76.15 $ 74.28
5/28/2018 $ 78.12 $ 75,53
6/4/2018 $ 7656 $ 72.78
6/11/2018 $ 7328 $ 70.46
6/18/2018 $ 76.65 $ 73.06
6/25/2018 $ 78.62 $ 76.39
7/2/2018 $ 80.78 $ 76.97
7/9/2018 $ 80.60 $ 75.92
7/16/2018 $ 7875 $ 76.69
7/23/2018 $ 7874 $ 75.85
7/30/2018 $ 7761 $ 75.00
8/6/2018 $ 7858 $ 75.61
8/13/2018 $ 79.42 $ 77.00
8/20/2018 $ 7939 $ 75.61
8/27/2018 $ 7656 $ 74.47
9/3/2018 $ 76.67 $ 75.08
9/10/2018 $ 76.10 $ 74.93
9/17/2018 $ 7733 $ 74.13
9/24/2018 $ 76.75 $ 73.39
10/1/2018 $ 76.00 $ 73.49
10/8/2018 $ 78.60 $ 74.33

10/15/2018 $ 77.45 $ 7461
10/22/2018 $ 78.09 $ 74.90
10/29/2018 $ 7656 $ 72.75
11/5/2018 $ 7762 $ 73.59
11/12/2018 $ 80.09 $ 76.30
11/19/2018 $ 80.94 $ 78.39
11/26/2018 $ 8159 $ 78.36
12/3/2018 $ 8282 $ 79.01
12/10/2018 $ 8167 $ 79.21
12/17/2018 $ 81.01 $ 76.30
12/24/2018 $ 7781 $ 72.42
12/31/2018 $ 76.29 $ 72.88

1/7/2019 $ 7591 $ 73.32
1/14/2019 $ 76.07 $ 7250
1/21/2019 $ 76.93 $ 73.92
1/28/2019 $ 77.04 $ 73.87
2/4/2019 $ 79.66 $ 74.55
2/11/2019 $ 8034 $ 75.66
2/18/2019 $ 8246 $ 79.35
2/25/2019 $ 8295 $ 80.40
3/4/2019 $ 8353 $ 81.18
3/11/2019 $ 8426 $ 82.07
3/18/2019 $ 8382 $ 81.32
3/25/2019 $ 83.63 $ 81.30
4/1/2019 $ 8233 $ 80.80

Min/Max/Mean $ 7041 $ 84.26



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low Alliant Energy Corp LNT
4/2/2018 $ 4145 $ 4034 Mean of all $ 43.24
4/9/2018 $ 4136 $ 40.38 Min $ 38.22
4/16/2018 $ 4230 $ 41.23 Max $ 47.91
4/23/2018 $ 43.13 $ 41.45 Source: YahooFinance
4/30/2018 $ 4347 $ 42.04
5/7/2018 $ 4329 $ 41.02
5/14/2018 $ 41.78 $ 40.30
5/21/2018 $ 40.94 $ 40.11
5/28/2018 $ 4181 $ 4047
6/4/2018 $ 40.76 $ 38.99
6/11/2018 $ 40.08 $ 38.22
6/18/2018 $ 4128 $ 39.86
6/25/2018 $ 42.78 $ 41.07
7/2/2018 $ 4395 $ 4215
7/9/2018 $ 4377 $ 41.79
7/16/2018 $ 4335 $ 42.20
7/23/2018 $ 4342 $ 4141
7/30/2018 $ 43.06 $ 41.39
8/6/2018 $ 4338 $ 42.25
8/13/2018 $ 4384 $ 4224
8/20/2018 $ 43.77 $ 4271
8/27/2018 $ 4335 $ 4251
9/3/2018 $ 44.00 $ 4271
9/10/2018 $ 44.05 $ 43.23
9/17/2018 $ 44.18 $ 4247
9/24/2018 $ 4331 $ 41.73
10/1/2018 $ 43.74 $ 42.03
10/8/2018 $ 4470 $ 4201

10/15/2018 $ 4423 $ 42.29
10/22/2018 $ 4457 $ 4252
10/29/2018 $ 43.75 $ 4222
11/5/2018 $ 4474 $ 4259
11/12/2018 $ 45.73 $ 4412
11/19/2018 $ 46.05 $ 43.84
11/26/2018 $ 4541 $ 43.78
12/3/2018 $ 46,58 $ 44.74
12/10/2018 $ 46.50 $ 44.95
12/17/2018 $ 4547 $ 43.25
12/24/2018 $ 4359 $ 40.68
12/31/2018 $ 43.12 $ 40.89

1/7/2019 $ 4256 $ 41.12
1/14/2019 $ 4298 $ 40.75
1/21/2019 $ 4397 $ 4257
1/28/2019 $ 4455 $ 4251
2/4/2019 $ 4506 $ 43.12
2/11/2019 $ 4525 $ 4459
2/18/2019 $ 4580 $ 44.72
2/25/2019 $ 46.18 $ 45.09
3/4/2019 $ 46.48 $ 45.68
3/11/2019 $ 4748 $ 46.30
3/18/2019 $ 4789 $ 46.27
3/25/2019 $ 4791 $ 46.67
4/1/2019 $ 4714 $ 46.14

Min/Max/Mean $ 38.22 $ 4791



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low Ameren Corp. AEE
4/2/2018 $ 5792 $ 56.15 Mean of all $ 64.32
4/9/2018 $ 5755 $ 55.01 Min $ 55.01
4/16/2018 $ 5749 $ 55.67 Max $ 74.91
4/23/2018 $ 58.72 $ 56.30 Source: YahooFinance
4/30/2018 $ 59.18 $ 57.65
5/7/2018 $ 58.98 $ 56.07
5/14/2018 $ 57.06 $ 55.72
5/21/2018 $ 59.23 $ 55.80
5/28/2018 $ 59.79 $ 58.06
6/4/2018 $ 5859 $ 56.19
6/11/2018 $ 57.02 $ 55.21
6/18/2018 $ 58.82 $ 56.97
6/25/2018 $ 6125 $ 58.74
7/2/2018 $ 6215 $ 60.49
7/9/2018 $ 62.02 $ 59.15
7/16/2018 $ 6198 $ 60.73
7/23/2018 $ 6241 $ 59.94
7/30/2018 $ 62.76 $ 60.78
8/6/2018 $ 6341 $ 6196
8/13/2018 $ 6496 $ 62.60
8/20/2018 $ 65.09 $ 63.27
8/27/2018 $ 6421 $ 62381
9/3/2018 $ 65.87 $ 63.40
9/10/2018 $ 66.11 $ 64.58
9/17/2018 $ 6554 $ 63.14
9/24/2018 $ 6451 $ 62.06
10/1/2018 $ 65.29 $ 62.70
10/8/2018 $ 67.06 $ 63.09

10/15/2018 $ 66.34 $ 63.52
10/22/2018 $ 6723 $ 63.84
10/29/2018 $ 6581 $ 63.32
11/5/2018 $ 6750 $ 63.83
11/12/2018 $ 7036 $ 67.16
11/19/2018 $ 7068 $ 67.20
11/26/2018 $ 6899 $ 67.06
12/3/2018 $ 70.95 $ 67.91
12/10/2018 $ 7094 $ 69.30
12/17/2018 $ 70.09 $ 66.11
12/24/2018 $ 67.44 $ 6251
12/31/2018 $ 6528 $ 63.13

1/7/2019 $ 6589 $ 63.68
1/14/2019 $ 67.38 $ 64.17
1/21/2019 $ 69.03 $ 66.74
1/28/2019 $ 69.62 $ 66.97
2/4/2019 $ 7048 $ 67.90
2/11/2019 $ 71.08 $ 68.26
2/18/2019 $ 7218 $ 69.53
2/25/2019 $ 7236 $ 69.80
3/4/2019 $ 7190 $ 7042
3/11/2019 $ 7332 $ 7181
3/18/2019 $ 7445 $ 7157
3/25/2019 $ 7491 $ 73.01
4/1/2019 $ 7377 $ 71.85

Min/Max/Mean $ 55.01 $ 7491



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low American Electric P AEP
4/2/2018 $ 6942 $ 67.69 Mean of all $ 73.41
4/9/2018 $ 69.14 $ 66.46 Min $62.71
4/16/2018 $ 69.67 $ 67.42 Max $ 86.10
4/23/2018 $ 70.98 $ 68.19 Source: YahooFinance
4/30/2018 $ 7081 $ 68.52
5/7/2018 $ 69.45 $ 66.03
5/14/2018 $ 6740 $ 64.46
5/21/2018 $ 6740 $ 64.58
5/28/2018 $ 6843 $ 66.43
6/4/2018 $ 67.12 $ 63.67
6/11/2018 $ 65.13 $ 62.71
6/18/2018 $ 67.82 $ 64.94
6/25/2018 $ 7030 $ 67.57
7/2/2018 $ 7173 $ 69.12
7/9/2018 $ 7145 $ 68.24
7/16/2018 $ 7117 $ 69.71
7/23/2018 $ 7189 $ 68.13
7/30/2018 $ 7149 $ 69.32
8/6/2018 $ 7179 $ 70.26
8/13/2018 $ 7291 $ 70.55
8/20/2018 $ 7264 $ 7051
8/27/2018 $ 7229 $ 70.87
9/3/2018 $ 7365 $ 71.87
9/10/2018 $ 73.74 $ 71.87
9/17/2018 $ 72.87 $ 70.12
9/24/2018 $ 7144 $ 68.92
10/1/2018 $ 7211 $ 69.31
10/8/2018 $ 73.89 $ 70.31

10/15/2018 $ 7340 $ 70.59
10/22/2018 $ 76.05 $ 72.09
10/29/2018 $ 7488 $ 72.07
11/5/2018 $ 7549 $ 72.73
11/12/2018 $ 77.79 $ 74.93
11/19/2018 $ 7847 $ 75.36
11/26/2018 $ 7780 $ 75.02
12/3/2018 $ 79.77 $ 76.58
12/10/2018 $ 81.05 $ 78.11
12/17/2018 $ 8043 $ 76.22
12/24/2018 $ 7722 $ 7253
12/31/2018 $ 75.09 $ 72.26

1/7/2019 $ 7480 $ 7244
1/14/2019 $ 7650 $ 72.95
1/21/2019 $ 7810 $ 75.52
1/28/2019 $ 79.61 $ 76.30
2/4/2019 $ 80.09 $ 78.15
2/11/2019 $ 8085 $ 79.02
2/18/2019 $ 8176 $ 79.13
2/25/2019 $ 8172 $ 79.91
3/4/2019 $ 8220 $ 80.66
3/11/2019 $ 8427 $ 81.95
3/18/2019 $ 85.71 $ 82.08
3/25/2019 $ 86.10 $ 83.28
4/1/2019 $ 8396 $ 82.23

Min/Max/Mean $ 6271 $ 86.10



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low AVANGRID Inc. AGR
4/2/2018 $ 51.68 $ 50.36 Mean of all $ 50.20
4/9/2018 $ 5141 $ 49.58 Min $ 45.81
4/16/2018 $ 52.18 $ 50.26 Max $ 54.55
4/23/2018 $ 53.00 $ 50.60 Source: YahooFinance
4/30/2018 $ 5455 $ 5245
5/7/2018 $ 5449 $ 51.80
5/14/2018 $ 5276 $ 51.31
5/21/2018 $ 53.63 $ 51.50
5/28/2018 $ 53.64 $ 52.02
6/4/2018 $ 52,60 $ 49.92
6/11/2018 $ 50.65 $ 49.60
6/18/2018 $ 5169 $ 50.32
6/25/2018 $ 53.10 $ 51.47
7/2/2018 $ 5418 $ 52.49
7/9/2018 $ 5416 $ 51.80
7/16/2018 $ 5322 $ 52.10
7/23/2018 $ 5258 $ 48.75
7/30/2018 $ 51.09 $ 49.28
8/6/2018 $ 51.21 $ 49.96
8/13/2018 $ 5056 $ 49.00
8/20/2018 $ 50.77 $ 49.46
8/27/2018 $ 50.21 $ 49.26
9/3/2018 $ 50.67 $ 49.30
9/10/2018 $ 50.09 $ 49.12
9/17/2018 $ 50.16 $ 48.67
9/24/2018 $ 49.05 $ 46.96
10/1/2018 $ 4843 $ 46.11
10/8/2018 $ 48.23 $ 4581

10/15/2018 $ 49.01 $ 46.17
10/22/2018 $ 4955 $ 46.94
10/29/2018 $ 48.04 $ 46.01
11/5/2018 $ 49.13 $ 47.00
11/12/2018 $ 50.43 $ 48.58
11/19/2018 $ 51.11 $ 48.71
11/26/2018 $ 5051 $ 48.88
12/3/2018 $ 5241 $ 49.88
12/10/2018 $ 53.47 $ 50.96
12/17/2018 $ 53.35 $ 50.39
12/24/2018 $ 51.22 $ 48.04
12/31/2018 $ 50.22 $ 48.18

1/7/2019 $ 49.46 $ 48.07
1/14/2019 $ 4958 $ 47.45
1/21/2019 $ 4980 $ 48.32
1/28/2019 $ 49.95 $ 4842
2/4/2019 $ 50.65 $ 49.09
2/11/2019 $ 5099 $ 50.01
2/18/2019 $ 5135 $ 47.78
2/25/2019 $ 4958 $ 48.15
3/4/2019 $ 4880 $ 48.03
3/11/2019 $ 49.88 $ 48.27
3/18/2019 $ 50.26 $ 4857
3/25/2019 $ 50.68 $ 49.77
4/1/2019 $ 50.62 $ 49.89

Min/Max/Mean $ 4581 $ 54.55



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low CMS Energy Corp. CMS
4/2/2018 $ 4581 $ 44.80 Mean of all $ 49.33
4/9/2018 $ 4543 $ 43.79 Min $42.52
4/16/2018 $ 4561 $ 44.34 Max $ 56.30
4/23/2018 $ 4739 $ 45.15 Source: YahooFinance
4/30/2018 $ 47.48 $ 45.95
5/7/2018 $ 46.44 $ 44.59
5/14/2018 $ 45.46 $ 43.80
5/21/2018 $ 4581 $ 43.72
5/28/2018 $ 46.40 $ 45.12
6/4/2018 $ 4551 $ 43.03
6/11/2018 $ 4417 $ 4252
6/18/2018 $ 45.63 $ 44.04
6/25/2018 $ 4758 $ 4550
7/2/2018 $ 4863 $ 47.24
7/9/2018 $ 48.68 $ 46.29
7/16/2018 $ 48.11 $ 46.98
7/23/2018 $ 4852 $ 46.25
7/30/2018 $ 48.42 $ 47.18
8/6/2018 $ 48.98 $ 47.80
8/13/2018 $ 50.12 $ 48.26
8/20/2018 $ 50.05 $ 48.84
8/27/2018 $ 49.74 $ 48,59
9/3/2018 $ 50.73 $ 49.28
9/10/2018 $ 50.81 $ 49.82
9/17/2018 $ 50.46 $ 48.46
9/24/2018 $ 49.49 $ 47.70
10/1/2018 $ 49.99 $ 48.13
10/8/2018 $ 5136 $ 48.43

10/15/2018 $ 5091 $ 48.74
10/22/2018 $ 5191 $ 49.03
10/29/2018 $ 50.24 $ 47.92
11/5/2018 $ 50.28 $ 48.17
11/12/2018 $ 51.34 $ 49.68
11/19/2018 $ 52.25 $ 50.55
11/26/2018 $ 52.13 $ 50.32
12/3/2018 $ 5335 $ 51.29
12/10/2018 $ 53.82 $ 52.17
12/17/2018 $ 53.16 $ 50.43
12/24/2018 $ 51.39 $ 47.63
12/31/2018 $ 49.74 $ 47.97

1/7/2019 $ 49.88 $ 48.32
1/14/2019 $ 51.21 $ 48.79
1/21/2019 $ 5186 $ 50.49
1/28/2019 $ 5236 $ 50.08
2/4/2019 $ 5298 $ 51.13
2/11/2019 $ 5314 $ 51.91
2/18/2019 $ 5421 $ 5241
2/25/2019 $ 5456 $ 5341
3/4/2019 $ 5470 $ 53.61
3/11/2019 $ 55.68 $ 54.56
3/18/2019 $ 5593 $ 54.19
3/25/2019 $ 56.30 $ 54.89
4/1/2019 $ 5560 $ 54.34

Min/Max/Mean $ 4252 $ 56.30



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low Duke Energy Corp. DUK
4/2/2018 $ 7890 $ 76.71 Mean of all $ 82.84
4/9/2018 $ 79.05 $ 75.96 Min $71.96
4/16/2018 $ 7942 $ 76.80 Max $ 91.67
4/23/2018 $ 80.75 $ 77.57 Source: YahooFinance
4/30/2018 $ 8085 $ 78.82
5/7/2018 $ 80.13 $ 76.88
5/14/2018 $ 7822 $ 73.13
5/21/2018 $ 76.02 $ 73.35
5/28/2018 $ 7757 $ 75.49
6/4/2018 $ 76,50 $ 72.83
6/11/2018 $ 7440 $ 71.96
6/18/2018 $ 7767 $ 74.04
6/25/2018 $ 80.15 $ 77.47
7/2/2018 $ 81.70 $ 78.90
7/9/2018 $ 8159 $ 77.90
7/16/2018 $ 8175 $ 79.90
7/23/2018 $ 8170 $ 78.78
7/30/2018 $ 8172 $ 7951
8/6/2018 $ 8222 $ 80.00
8/13/2018 $ 8272 $ 80.52
8/20/2018 $ 8257 $ 80.54
8/27/2018 $ 8180 $ 80.16
9/3/2018 $ 83.77 $ 8124
9/10/2018 $ 8323 $ 80.55
9/17/2018 $ 8250 $ 7853
9/24/2018 $ 80.06 $ 78.00
10/1/2018 $ 81.72 $ 78.52
10/8/2018 $ 8331 $ 79.01

10/15/2018 $ 8342 $ 79.71
10/22/2018 $ 8508 $ 81.42
10/29/2018 $ 8423 $ 80.89
11/5/2018 $ 85.77 $ 82.68
11/12/2018 $ 87.10 $ 84.04
11/19/2018 $ 89.23 $ 86.12
11/26/2018 $ 88.73 $ 86.26
12/3/2018 $ 90.70 $ 87.20
12/10/2018 $ 9135 $ 88.80
12/17/2018 $ 9130 $ 86.37
12/24/2018 $ 8839 $ 82.77
12/31/2018 $ 86.60 $ 84.06

1/7/2019 $ 86.17 $ 84.21
1/14/2019 $ 86.02 $ 82.46
1/21/2019 $ 86.99 $ 84.85
1/28/2019 $ 88.48 $ 85.13
2/4/2019 $ 9058 $ 86.48
2/11/2019 $ 90.74 $ 87.02
2/18/2019 $ 9029 $ 87.24
2/25/2019 $ 8999 $ 88.19
3/4/2019 $ 90.65 $ 88.98
3/11/2019 $ 9108 $ 89.88
3/18/2019 $ 9167 $ 88.66
3/25/2019 $ 9167 $ 88381
4/1/2019 $ 89.83 $ 88.22

Min/Max/Mean $ 7196 $ 91.67



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low El Paso Electric Co. EE
4/2/2018 $ 50.75 $ 49.60 Mean of all $ 56.47
4/9/2018 $ 5050 $ 48,50 Min $47.99
4/16/2018 $ 5040 $ 48.90 Max $ 64.35
4/23/2018 $ 5155 $ 49.05 Source: YahooFinance
4/30/2018 $ 56.90 $ 49.45
5/7/2018 $ 56.65 $ 54.50
5/14/2018 $ 56.80 $ 54.33
5/21/2018 $ 5825 $ 55.20
5/28/2018 $ 59.13 $ 57.65
6/4/2018 $ 59.15 $ 55.60
6/11/2018 $ 56.20 $ 54.75
6/18/2018 $ 58.85 $ 55.80
6/25/2018 $ 5935 $ 57.70
7/2/2018 $ 61.00 $ 58.25
7/9/2018 $ 60.85 $ 58.65
7/16/2018 $ 61.85 $ 59.50
7/23/2018 $ 62.05 $ 60.20
7/30/2018 $ 63.00 $ 60.80
8/6/2018 $ 6435 $ 61.60
8/13/2018 $ 64.10 $ 62.25
8/20/2018 $ 64.10 $ 62.30
8/27/2018 $ 63.20 $ 60.95
9/3/2018 $ 63.05 $ 61.05
9/10/2018 $ 62.60 $ 60.15
9/17/2018 $ 6225 $ 58.30
9/24/2018 $ 59.05 $ 56.88
10/1/2018 $ 5933 $ 55.95
10/8/2018 $ 60.07 $ 57.21

10/15/2018 $ 60.14 $ 57.22
10/22/2018 $ 60.22 $ 56.21
10/29/2018 $ 59.09 $ 56.48
11/5/2018 $ 58.79 $ 57.22
11/12/2018 $ 59.27 $ 55.88
11/19/2018 $ 5773 $ 54.75
11/26/2018 $ 56.40 $ 54.45
12/3/2018 $ 5733 $ 5157
12/10/2018 $ 56.18 $ 53.46
12/17/2018 $ 5544 $ 51.91
12/24/2018 $ 52.10 $ 48.38
12/31/2018 $ 50.17 $ 48.06

1/7/2019 $ 5038 $ 48.76
1/14/2019 $ 50.97 $ 47.99
1/21/2019 $ 5241 $ 50.40
1/28/2019 $ 52,62 $ 50.58
2/4/2019 $ 5367 $ 5131
2/11/2019 $ 53.69 $ 5210
2/18/2019 $ 5522 $ 53.26
2/25/2019 $ 58.00 $ 52.83
3/4/2019 $ 5849 $ 56.80
3/11/2019 $ 59.71 $ 58.26
3/18/2019 $ 5880 $ 57.12
3/25/2019 $ 5888 $ 57.30
4/1/2019 $ 5926 $ 57.94

Min/Max/Mean $ 4799 $ 64.35



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low IDACORP Inc. IDA
4/2/2018 $ 88.05 $ 85.84 Mean of all $ 95.23
4/9/2018 $ 87.86 $ 84.82 Min $84.82
4/16/2018 $ 89.83 $ 85.85 Max $102.44
4/23/2018 $ 94.16 $ 89.23  Source: YahooFinance
4/30/2018 $ 96.01 $ 91.84
5/7/2018 $ 9434 $ 90.08
5/14/2018 $ 91.71 $ 87.34
5/21/2018 $ 9123 $ 87.66
5/28/2018 $ 9356 $ 87.03
6/4/2018 $ 9143 $ 86.28
6/11/2018 $ 8856 $ 85.23
6/18/2018 $ 91.63 $ 88.28
6/25/2018 $ 9328 $ 91.40
7/2/2018 $ 9476 $ 91.79
7/9/2018 $ 9451 $ 90.92
7/16/2018 $ 9472 $ 9155
7/23/2018 $ 9535 $ 91.62
7/30/2018 $ 9464 $ 92.03
8/6/2018 $ 97.65 $ 94.35
8/13/2018 $ 99.26 $ 95.72
8/20/2018 $ 99.28 $ 96.45
8/27/2018 $ 9890 $ 95.76
9/3/2018 $ 100.84 $ 97.40
9/10/2018 $ 100.89 $ 99.26
9/17/2018 $ 101.49 $ 97.69
9/24/2018 $ 9990 $ 96.81
10/1/2018 $ 100.11 $ 97.38
10/8/2018 $ 101.89 $ 94.89

10/15/2018 $ 98.87 $ 94.79
10/22/2018 $ 99.49 $ 93.89
10/29/2018 $ 98.00 $ 92.94
11/5/2018 $ 98.96 $ 94.88
11/12/2018 $ 100.30 $ 97.00
11/19/2018 $ 101.41 $ 97.75
11/26/2018 $ 99.81 $ 96.57
12/3/2018 $ 101.07 $ 97.11
12/10/2018 $ 102.44 $ 98.82
12/17/2018 $ 101.08 $ 96.04
12/24/2018 $ 9722 $ 89.91
12/31/2018 $ 93.14 $ 89.31

1/7/2019 $ 9556 $ 89.65
1/14/2019 $ 9573 $ 91.71
1/21/2019 $ 96.60 $ 92.63
1/28/2019 $ 9769 $ 9341
2/4/2019 $ 99.11 $ 95.03
2/11/2019 $ 9930 $ 96.57
2/18/2019 $ 100.19 $ 97.59
2/25/2019 $ 9925 $ 97.33
3/4/2019 $ 100.37 $ 98.13
3/11/2019 $ 102.01 $ 98.99
3/18/2019 $ 101.11 $ 97.72
3/25/2019 $ 101.16 $ 98.50
4/1/2019 $ 100.00 $ 9781

Min/Max/Mean $ 84.82 $ 102.44



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low MGE Energy Inc. MGEE
4/2/2018 $ 57.00 $ 55.52 Mean of all $ 62.72
4/9/2018 $ 57.05 $ 55.75 Min $ 55.30
4/16/2018 $ 58.60 $ 55.96 Max $ 68.95
4/23/2018 $ 58.60 $ 57.18 Source: YahooFinance
4/30/2018 $ 5995 $ 57.90
5/7/2018 $ 59.80 $ 57.80
5/14/2018 $ 58.20 $ 56.10
5/21/2018 $ 59.30 $ 57.02
5/28/2018 $ 60.70 $ 58.05
6/4/2018 $ 58.80 $ 56.10
6/11/2018 $ 59.65 $ 55.30
6/18/2018 $ 61.60 $ 58.49
6/25/2018 $ 63.60 $ 61.15
7/2/2018 $ 66.25 $ 63.15
7/9/2018 $ 66.00 $ 62.79
7/16/2018 $ 6430 $ 6211
7/23/2018 $ 63.80 $ 61.90
7/30/2018 $ 6495 $ 62.75
8/6/2018 $ 6565 $ 64.22
8/13/2018 $ 67.30 $ 64.80
8/20/2018 $ 67.40 $ 65.45
8/27/2018 $ 65.95 $ 64.20
9/3/2018 $ 66.95 $ 64.70
9/10/2018 $ 67.25 $ 65.60
9/17/2018 $ 68.05 $ 64.45
9/24/2018 $ 6490 $ 6245
10/1/2018 $ 6435 $ 61.90
10/8/2018 $ 66.39 $ 60.89

10/15/2018 $ 63.49 $ 60.57
10/22/2018 $ 64.33 $ 61.35
10/29/2018 $ 64.23 $ 60.29
11/5/2018 $ 6325 $ 61.20
11/12/2018 $ 64.84 $ 62.20
11/19/2018 $ 65.01 $ 63.14
11/26/2018 $ 66.26 $ 63.16
12/3/2018 $ 67.27 $ 64.00
12/10/2018 $ 6852 $ 64.70
12/17/2018 $ 6895 $ 65.74
12/24/2018 $ 66.37 $ 56.64
12/31/2018 $ 60.16 $ 57.83

1/7/2019 $ 5997 $ 57.70
1/14/2019 $ 6130 $ 56.74
1/21/2019 $ 66.16 $ 60.46
1/28/2019 $ 6446 $ 61.45
2/4/2019 $ 6496 $ 62.84
2/11/2019 $ 6568 $ 63.92
2/18/2019 $ 66.81 $ 64.63
2/25/2019 $ 66.71 $ 63.53
3/4/2019 $ 6561 $ 63.31
3/11/2019 $ 66.92 $ 63.98
3/18/2019 $ 67.48 $ 65.33
3/25/2019 $ 68.61 $ 65.30
4/1/2019 $ 68.23 $ 66.57

Min/Max/Mean $ 5530 $ 68.95



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low NextEra Energy Inc NEE
4/2/2018 $ 164.43 $ 160.45 Mean of all $ 172.67
4/9/2018 $ 163.42 $ 158.65 Min $155.06
4/16/2018 $ 165.15 $ 160.14 Max $ 195.55
4/23/2018 $ 164.41 $ 159.61  Source: YahooFinance
4/30/2018 $ 165.13 $ 161.52
5/7/2018 $ 164.34 $ 157.86
5/14/2018 $ 161.13 $ 155.22
5/21/2018 $ 162.99 $ 157.00
5/28/2018 $ 166.62 $ 161.65
6/4/2018 $ 163.09 $ 155.46
6/11/2018 $ 159.65 $ 155.06
6/18/2018 $ 164.57 $ 159.15
6/25/2018 $ 169.53 $ 164.40
7/2/2018 $ 17065 $ 167.01
7/9/2018 $ 170.39 $ 163.51
7/16/2018 $ 17150 $ 168.35
7/23/2018 $ 17056 $ 166.22
7/30/2018 $ 17193 $ 165.45
8/6/2018 $ 173.06 $ 169.19
8/13/2018 $ 17565 $ 171.00
8/20/2018 $ 17561 $ 171.08
8/27/2018 $ 173.80 $ 169.40
9/3/2018 $ 174.81 $ 169.21
9/10/2018 $ 17469 $ 171.65
9/17/2018 $ 17423 $ 166.42
9/24/2018 $ 17052 $ 164.25
10/1/2018 $ 172.77 $ 166.19
10/8/2018 $ 175.66 $ 167.88

10/15/2018 $ 17449 $ 168.47
10/22/2018 $ 176.83 $ 168.71
10/29/2018 $ 17454 $ 166.75
11/5/2018 $ 177.04 $ 168.17
11/12/2018 $ 180.60 $ 174.66
11/19/2018 $ 183.65 $ 175.30
11/26/2018 $ 182.03 $ 174.87
12/3/2018 $ 184.20 $ 178.68
12/10/2018 $ 183.84 $ 179.68
12/17/2018 $ 182.36 $ 172.39
12/24/2018 $ 175.38 $ 164.78
12/31/2018 $ 174.03 $ 168.66

1/7/2019 $ 176.14 $ 170.50
1/14/2019 $ 176.61 $ 169.35
1/21/2019 $ 180.88 $ 173.92
1/28/2019 $ 179.29 $ 171.74
2/4/2019 $ 18337 $ 176.13
2/11/2019 $ 185.11 $ 181.68
2/18/2019 $ 188.14 $ 183.40
2/25/2019 $ 189.39 $ 186.06
3/4/2019 $ 189.43 $ 186.57
3/11/2019 $ 192.17 $ 188.46
3/18/2019 $ 19555 $ 187.79
3/25/2019 $ 195.33 $ 191.30
4/1/2019 $ 193.75 $ 187.89

Min/Max/Mean $ 155.06 $ 195.55



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low NorthWestern Corp NWE
4/2/2018 $ 5451 $ 52.75 Mean of all $ 60.25
4/9/2018 $ 5433 $ 52.74 Min $51.53
4/16/2018 $ 55.20 $ 53.45 Max $ 71.77
4/23/2018 $ 55.65 $ 53.72  Source: YahooFinance
4/30/2018 $ 55.80 $ 54.15
5/7/2018 $ 55.67 $ 52.95
5/14/2018 $ 53.99 $ 52.77
5/21/2018 $ 5463 $ 52.88
5/28/2018 $ 55.10 $ 52.98
6/4/2018 $ 53.89 $ 51.53
6/11/2018 $ 5433 $ 51.53
6/18/2018 $ 56.81 $ 54.16
6/25/2018 $ 57.74 $ 56.64
7/2/2018 $ 59.14 $ 56.84
7/9/2018 $ 59.04 $ 55.98
7/16/2018 $ 58.82 $ 57.33
7/23/2018 $ 5992 $ 57.91
7/30/2018 $ 59.46 $ 58.03
8/6/2018 $ 60.23 $ 58.58
8/13/2018 $ 61.99 $ 59.06
8/20/2018 $ 62.16 $ 60.29
8/27/2018 $ 60.97 $ 59.41
9/3/2018 $ 6096 $ 59.54
9/10/2018 $ 6097 $ 58.89
9/17/2018 $ 6037 $ 57.77
9/24/2018 $ 59.14 $ 56.93
10/1/2018 $ 60.67 $ 58.06
10/8/2018 $ 62.19 $ 58.12

10/15/2018 $ 61.14 $ 58.28
10/22/2018 $ 61.12 $ 56.23
10/29/2018 $ 60.28 $ 58.22
11/5/2018 $ 61.88 $ 59.05
11/12/2018 $ 6458 $ 61.45
11/19/2018 $ 64.76 $ 62.59
11/26/2018 $ 6436 $ 62.80
12/3/2018 $ 65.74 $ 62.75
12/10/2018 $ 65.05 $ 63.51
12/17/2018 $ 6442 $ 61.02
12/24/2018 $ 6161 $ 57.28
12/31/2018 $ 59.48 $ 57.33

1/7/2019 $ 6126 $ 58.50
1/14/2019 $ 6231 $ 59.39
1/21/2019 $ 6287 $ 60.94
1/28/2019 $ 64.11 $ 61.26
2/4/2019 $ 6523 $ 62.32
2/11/2019 $ 6780 $ 64.66
2/18/2019 $ 6745 $ 65.38
2/25/2019 $ 6932 $ 66.85
3/4/2019 $ 7030 $ 68.54
3/11/2019 $ 7102 $ 69.78
3/18/2019 $ 7164 $ 69.36
3/25/2019 $ 7177 $ 69.83
4/1/2019 $ 7089 $ 69.75

Min/Max/Mean $ 5153 $ 71.77



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low OGE Energy Corp. OGE
4/2/2018 $ 3298 $ 32.03 Mean of all $ 37.52
4/9/2018 $ 3231 $ 3149 Min $31.49
4/16/2018 $ 3291 $ 31.69 Max $ 43.76
4/23/2018 $ 33.16 $ 32.38 Source: YahooFinance
4/30/2018 $ 3437 $ 32.70
5/7/2018 $ 3459 $ 33.46
5/14/2018 $ 3430 $ 33.22
5/21/2018 $ 34.49 $ 33.29
5/28/2018 $ 3542 $ 34.17
6/4/2018 $ 3481 $ 33.48
6/11/2018 $ 3461 $ 33.19
6/18/2018 $ 35.08 $ 34.11
6/25/2018 $ 3554 $ 34.77
7/2/2018 $ 3579 $ 34.94
7/9/2018 $ 3547 $ 34.13
7/16/2018 $ 3659 $ 35.06
7/23/2018 $ 36.47 $ 35.23
7/30/2018 $ 36.43 $ 3558
8/6/2018 $ 3737 $ 35.96
8/13/2018 $ 37.69 $ 36.23
8/20/2018 $ 37.68 $ 36.63
8/27/2018 $ 37.14 $ 36.72
9/3/2018 $ 3761 $ 36.65
9/10/2018 $ 37.74 $ 37.01
9/17/2018 $ 37.45 $ 35.99
9/24/2018 $ 36.75 $ 35.29
10/1/2018 $ 37.16 $ 35.95
10/8/2018 $ 3798 $ 3591

10/15/2018 $ 38.13 $ 36.32
10/22/2018 $ 3798 $ 36.17
10/29/2018 $ 3742 $ 3555
11/5/2018 $ 3833 $ 35.93
11/12/2018 $ 3994 $ 37.71
11/19/2018 $ 39.97 $ 38.48
11/26/2018 $ 39.65 $ 38.60
12/3/2018 $ 4065 $ 39.31
12/10/2018 $ 41.72 $ 39.93
12/17/2018 $ 4180 $ 39.37
12/24/2018 $ 40.08 $ 37.67
12/31/2018 $ 39.32 $ 38.04

1/7/2019 $ 40.14 $ 38.79
1/14/2019 $ 4059 $ 38.92
1/21/2019 $ 4114 $ 39.85
1/28/2019 $ 4119 $ 39.86
2/4/2019 $ 4148 $ 40.17
2/11/2019 $ 42.07 $ 41.25
2/18/2019 $ 4287 $ 4145
2/25/2019 $ 4275 $ 41.73
3/4/2019 $ 4262 $ 41.87
3/11/2019 $ 43.16 $ 42.29
3/18/2019 $ 4334 $ 41.82
3/25/2019 $ 4376 $ 42.70
4/1/2019 $ 4325 $ 42.39

Min/Max/Mean $ 3149 $ 43.76



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low Pinnacle West Capit PNW
4/2/2018 $ 8054 $ 78.86 Mean of all $ 83.86
4/9/2018 $ 80.37 $ 77.14 Min $ 7341
4/16/2018 $ 80.73 $ 77.55 Max $ 97.27
4/23/2018 $ 81.85 $ 77.95 Source: YahooFinance
4/30/2018 $ 8161 $ 78.24
5/7/2018 $ 80.48 $ 76.96
5/14/2018 $ 7839 $ 75.97
5/21/2018 $ 78.63 $ 75.82
5/28/2018 $ 80.29 $ 77.48
6/4/2018 $ 7786 $ 73.90
6/11/2018 $ 7621 $ 7341
6/18/2018 $ 78.44 $ 75.69
6/25/2018 $ 8125 $ 78.24
7/2/2018 $ 83.05 $ 80.57
7/9/2018 $ 83.04 $ 78.66
7/16/2018 $ 81.17 $ 79.24
7/23/2018 $ 8128 $ 77.56
7/30/2018 $ 80.89 $ 78.95
8/6/2018 $ 8238 $ 80.29
8/13/2018 $ 8283 $ 80.78
8/20/2018 $ 82.60 $ 80.22
8/27/2018 $ 81.32 $ 78.27
9/3/2018 $ 8060 $ 7861
9/10/2018 $ 80.46 $ 79.32
9/17/2018 $ 8112 $ 78.38
9/24/2018 $ 8035 $ 77.19
10/1/2018 $ 8195 $ 78.11
10/8/2018 $ 84.19 $ 80.22

10/15/2018 $ 85.68 $ 81.29
10/22/2018 $ 86.71 $ 82.03
10/29/2018 $ 84.26 $ 81.45
11/5/2018 $ 88.66 $ 8231
11/12/2018 $ 89.95 $ 86.81
11/19/2018 $ 90.06 $ 87.15
11/26/2018 $ 89.88 $ 87.78
12/3/2018 $ 9137 $ 88.38
12/10/2018 $ 9264 $ 89.33
12/17/2018 $ 91.71 $ 87.53
12/24/2018 $ 89.39 $ 83.14
12/31/2018 $ 85.73 $ 8241

1/7/2019 $ 86.30 $ 83.63
1/14/2019 $ 86.15 $ 81.63
1/21/2019 $ 88.12 $ 84.80
1/28/2019 $ 88.42 $ 85.85
2/4/2019 $ 8950 $ 86.55
2/11/2019 $ 9037 $ 88.96
2/18/2019 $ 93.49 $ 89.57
2/25/2019 $ 94.02 $ 92.25
3/4/2019 $ 9368 $ 91.90
3/11/2019 $ 9643 $ 92.92
3/18/2019 $ 97.27 $ 94.01
3/25/2019 $ 97.25 $ 9440
4/1/2019 $ 9541 $ 93.58

Min/Max/Mean $ 7341 $ 97.27



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low PNM Resources Inc. PNM
4/2/2018 $ 3840 $ 37.40 Mean of all $ 40.65
4/9/2018 $ 38.35 $ 37.10 Min $ 34.95
4/16/2018 $ 39.30 $ 37.85 Max $ 47.92
4/23/2018 $ 40.73 $ 38.70  Source: YahooFinance
4/30/2018 $ 4035 $ 38.35
5/7/2018 $ 40.15 $ 37.85
5/14/2018 $ 38.85 $ 37.60
5/21/2018 $ 39.65 $ 37.60
5/28/2018 $ 40.60 $ 39.00
6/4/2018 $ 3935 $ 35.25
6/11/2018 $ 36.83 $ 34.95
6/18/2018 $ 38.85 $ 36.60
6/25/2018 $ 3935 $ 38.50
7/2/2018 $ 3985 $ 38.60
7/9/2018 $ 3980 $ 37.60
7/16/2018 $ 3855 $ 37.53
7/23/2018 $ 3895 $ 37.17
7/30/2018 $ 3990 $ 37.90
8/6/2018 $ 4050 $ 39.50
8/13/2018 $ 40.95 $ 3945
8/20/2018 $ 40.90 $ 39.20
8/27/2018 $ 3955 $ 38.55
9/3/2018 $ 40.75 $ 38.70
9/10/2018 $ 3992 $ 39.20
9/17/2018 $ 4045 $ 38.65
9/24/2018 $ 3950 $ 38.15
10/1/2018 $ 39.78 $ 38.59
10/8/2018 $ 4059 $ 37.90

10/15/2018 $ 40.34 $ 38.08
10/22/2018 $ 4055 $ 38.19
10/29/2018 $ 39.37 $ 37.67
11/5/2018 $ 4111 $ 38.04
11/12/2018 $ 42.72 $ 40.09
11/19/2018 $ 43.12 $ 41.69
11/26/2018 $ 4329 $ 41.77
12/3/2018 $ 4441 $ 4212
12/10/2018 $ 4535 $ 4331
12/17/2018 $ 4439 $ 42.01
12/24/2018 $ 4243 $ 39.52
12/31/2018 $ 41.12 $ 39.71

1/7/2019 $ 4196 $ 39.98
1/14/2019 $ 42.02 $ 40.06
1/21/2019 $ 4320 $ 4149
1/28/2019 $ 4273 $ 41.25
2/4/2019 $ 43.09 $ 41.14
2/11/2019 $ 4358 $ 4257
2/18/2019 $ 4461 $ 43.29
2/25/2019 $ 4493 $ 43.19
3/4/2019 $ 4590 $ 44.04
3/11/2019 $ 4739 $ 45.90
3/18/2019 $ 4792 $ 45.66
3/25/2019 $ 4785 $ 4681
4/1/2019 $ 4742 $ 4587

Min/Max/Mean $ 3495 $ 47.92



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low Portland General EI POR
4/2/2018 $ 4064 $ 39.65 Mean of all $ 45.65
4/9/2018 $ 4054 $ 39.18 Min $39.18
4/16/2018 $ 41.21 $ 40.07 Max $ 52.60
4/23/2018 $ 4259 $ 40.15 Source: YahooFinance
4/30/2018 $ 4293 $ 41.63
5/7/2018 $ 4281 $ 40.56
5/14/2018 $ 41.09 $ 39.66
5/21/2018 $ 4192 $ 39.66
5/28/2018 $ 4293 $ 41.46
6/4/2018 $ 4241 $ 39.99
6/11/2018 $ 4143 $ 39.60
6/18/2018 $ 4259 $ 41.12
6/25/2018 $ 4329 $ 42.39
7/2/2018 $ 4437 $ 4247
7/9/2018 $ 4430 $ 4210
7/16/2018 $ 4515 $ 4297
7/23/2018 $ 46.00 $ 43.32
7/30/2018 $ 4567 $ 44.38
8/6/2018 $ 46.75 $ 45.26
8/13/2018 $ 4751 $ 4548
8/20/2018 $ 4756 $ 4594
8/27/2018 $ 46.97 $ 46.04
9/3/2018 $ 4754 $ 46.32
9/10/2018 $ 4738 $ 46.25
9/17/2018 $ 4712 $ 45.13
9/24/2018 $ 4567 $ 4444
10/1/2018 $ 46.17 $ 44.67
10/8/2018 $ 4753 $ 44.82

10/15/2018 $ 4741 $ 44.95
10/22/2018 $ 47.09 $ 43.94
10/29/2018 $ 46.10 $ 44.40
11/5/2018 $ 46.87 $ 44.75
11/12/2018 $ 4856 $ 46.30
11/19/2018 $ 49.21 $ 47.14
11/26/2018 $ 4825 $ 47.30
12/3/2018 $ 50.13 $ 47.45
12/10/2018 $ 50.40 $ 48.89
12/17/2018 $ 49.19 $ 46.62
12/24/2018 $ 46.42 $ 43.73
12/31/2018 $ 4585 $ 44.19

1/7/2019 $ 4561 $ 44.09
1/14/2019 $ 46.10 $ 44.03
1/21/2019 $ 4761 $ 45.76
1/28/2019 $ 4849 $ 4641
2/4/2019 $ 49.27 $ 47.17
2/11/2019 $ 4950 $ 48.34
2/18/2019 $ 5045 $ 48.39
2/25/2019 $ 5042 $ 49.08
3/4/2019 $ 5158 $ 50.03
3/11/2019 $ 5260 $ 51.56
3/18/2019 $ 5231 $ 50.70
3/25/2019 $ 5259 $ 5131
4/1/2019 $ 5189 $ 51.19

Min/Max/Mean $ 39.18 $ 52.60



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low Southern Co. SO
4/2/2018 $ 4524 $ 4397 Mean of all $ 46.36
4/9/2018 $ 45.06 $ 43.75 Min $42.42
4/16/2018 $ 46.29 $ 44.09 Max $ 52.65
4/23/2018 $ 46.75 $ 45.07 Source: YahooFinance
4/30/2018 $ 46.62 $ 45.62
5/7/2018 $ 46.19 $ 43.61
5/14/2018 $ 45.13 $ 4242
5/21/2018 $ 4464 $ 43.03
5/28/2018 $ 45.15 $ 43.96
6/4/2018 $ 4460 $ 42.80
6/11/2018 $ 4448 $ 42.73
6/18/2018 $ 4593 $ 44.26
6/25/2018 $ 46.85 $ 45.73
7/2/2018 $ 4785 $ 46.37
7/9/2018 $ 48.12 $ 46.02
7/16/2018 $ 4824 $ 47.18
7/23/2018 $ 4829 $ 46.66
7/30/2018 $ 49.03 $ 47.65
8/6/2018 $ 4943 $ 45.88
8/13/2018 $ 47.62 $ 46.05
8/20/2018 $ 46.94 $ 44.93
8/27/2018 $ 45.09 $ 43.63
9/3/2018 $ 4598 $ 43.72
9/10/2018 $ 4467 $ 4361
9/17/2018 $ 4488 $ 43.10
9/24/2018 $ 4431 $ 4257
10/1/2018 $ 4394 $ 4251
10/8/2018 $ 4464 $ 43.03

10/15/2018 $ 4558 $ 43.60
10/22/2018 $ 46.26 $ 4451
10/29/2018 $ 46.33 $ 44.33
11/5/2018 $ 47.22 $ 44.85
11/12/2018 $ 4769 $ 46.53
11/19/2018 $ 47.33 $ 45.39
11/26/2018 $ 47.37 $ 45.35
12/3/2018 $ 4789 $ 45.61
12/10/2018 $ 4798 $ 46.31
12/17/2018 $ 4768 $ 44.48
12/24/2018 $ 4526 $ 4250
12/31/2018 $ 4473 $ 43.26

1/7/2019 $ 46.79 $ 44.18
1/14/2019 $ 4724 $ 4555
1/21/2019 $ 48.17 $ 46.49
1/28/2019 $ 48.68 $ 47.11
2/4/2019 $ 49.18 $ 47.81
2/11/2019 $ 4962 $ 4845
2/18/2019 $ 5054 $ 48.42
2/25/2019 $ 5029 $ 49.01
3/4/2019 $ 5091 $ 49.62
3/11/2019 $ 5195 $ 50.85
3/18/2019 $ 5231 $ 50.77
3/25/2019 $ 5265 $ 51.21
4/1/2019 $ 51.68 $ 50.98

Min/Max/Mean $ 4242 $ 52.65



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low WEC Energy Groug WEC
4/2/2018 $ 63.76 $ 62.11 Mean of all $ 68.45
4/9/2018 $ 63.26 $ 61.39 Min $ 58.48
4/16/2018 $ 6355 $ 61.75 Max $ 80.05
4/23/2018 $ 6484 $ 62.08 Source: YahooFinance
4/30/2018 $ 6493 $ 63.63
5/7/2018 $ 6443 $ 61.00
5/14/2018 $ 62.13 $ 59.96
5/21/2018 $ 62.70 $ 59.96
5/28/2018 $ 63.70 $ 62.19
6/4/2018 $ 6269 $ 58.96
6/11/2018 $ 60.62 $ 58.48
6/18/2018 $ 6251 $ 60.46
6/25/2018 $ 6498 $ 62.33
7/2/2018 $ 66.47 $ 64.44
7/9/2018 $ 6640 $ 63.19
7/16/2018 $ 6556 $ 64.24
7/23/2018 $ 66.20 $ 63.27
7/30/2018 $ 66.72 $ 6455
8/6/2018 $ 67.70 $ 65.75
8/13/2018 $ 68.48 $ 66.41
8/20/2018 $ 68.46 $ 66.91
8/27/2018 $ 68.16 $ 66.75
9/3/2018 $ 6952 $ 67.62
9/10/2018 $ 6951 $ 68.05
9/17/2018 $ 6890 $ 66.00
9/24/2018 $ 67.26 $ 64.96
10/1/2018 $ 6849 $ 66.16
10/8/2018 $ 70.22 $ 66.78

10/15/2018 $ 7087 $ 67.40
10/22/2018 $ 72.09 $ 68.42
10/29/2018 $ 70.37 $ 66.46
11/5/2018 $ 7043 $ 66.89
11/12/2018 $ 7154 $ 68.78
11/19/2018 $ 72.63 $ 70.27
11/26/2018 $ 7252 $ 69.68
12/3/2018 $ 7444 $ 71.25
12/10/2018 $ 7548 $ 73.03
12/17/2018 $ 7473 $ 70.63
12/24/2018 $ 72.03 $ 66.75
12/31/2018 $ 69.40 $ 67.21

1/7/2019 $ 6954 $ 67.56
1/14/2019 $ 7133 $ 67.80
1/21/2019 $ 7238 $ 70.32
1/28/2019 $ 7351 $ 69.76
2/4/2019 $ 7472 $ 7172
2/11/2019 $ 7561 $ 73.74
2/18/2019 $ 76.67 $ 74.14
2/25/2019 $ 76.66 $ 74.89
3/4/2019 $ 7741 $ 7553
3/11/2019 $ 78.88 $ 76.80
3/18/2019 $ 7995 $ 77.37
3/25/2019 $ 80.05 $ 78.04
4/1/2019 $ 79.03 $ 77.22

Min/Max/Mean $ 5848 $ 80.05



Schedule AHG - 3
19-EPDE-223-RTS

Date High Low Xcel Energy Inc. XEL
4/2/2018 $ 4599 $ 44.70 Mean of all $ 48.94
4/9/2018 $ 4580 $ 43.93 Min $41.99
4/16/2018 $ 46.01 $ 44.49 Max $ 57.51
4/23/2018 $ 4738 $ 45.12 Source: YahooFinance
4/30/2018 $ 4737 $ 4593
5/7/2018 $ 46.54 $ 44.58
5/14/2018 $ 4541 $ 4344
5/21/2018 $ 4530 $ 43.28
5/28/2018 $ 4587 $ 44.63
6/4/2018 $ 4493 $ 42.27
6/11/2018 $ 43.43 $ 41.99
6/18/2018 $ 4439 $ 43.25
6/25/2018 $ 46.24 $ 43.90
7/2/2018 $ 47.08 $ 45.70
7/9/2018 $ 46.95 $ 44.76
7/16/2018 $ 46.35 $ 45.09
7/23/2018 $ 47.15 $ 4454
7/30/2018 $ 4735 $ 4587
8/6/2018 $ 48.26 $ 46.68
8/13/2018 $ 4857 $ 47.33
8/20/2018 $ 4850 $ 47.19
8/27/2018 $ 48.72 $ 47.20
9/3/2018 $ 4949 $ 48.05
9/10/2018 $ 4923 $ 47.86
9/17/2018 $ 4851 $ 46.68
9/24/2018 $ 4759 $ 46.01
10/1/2018 $ 4857 $ 46.52
10/8/2018 $ 49.74 $ 47.07

10/15/2018 $ 4938 $ 47.44
10/22/2018 $ 5053 $ 48.11
10/29/2018 $ 4997 $ 4744
11/5/2018 $ 5042 $ 47.82
11/12/2018 $ 5224 $ 50.10
11/19/2018 $ 5246 $ 50.52
11/26/2018 $ 5249 $ 50.49
12/3/2018 $ 5348 $ 5170
12/10/2018 $ 54.11 $ 5245
12/17/2018 $ 5351 $ 5042
12/24/2018 $ 5133 $ 48.16
12/31/2018 $ 4951 $ 47.70

1/7/2019 $ 4933 $ 47.95
1/14/2019 $ 51.01 $ 48.29
1/21/2019 $ 5158 $ 50.14
1/28/2019 $ 5258 $ 50.10
2/4/2019 $ 5350 $ 5157
2/11/2019 $ 5391 $ 53.03
2/18/2019 $ 5527 $ 53.35
2/25/2019 $ 5536 $ 54.13
3/4/2019 $ 5590 $ 5441
3/11/2019 $ 56.89 $ 55.62
3/18/2019 $ 5751 $ 55.43
3/25/2019 $ 5748 $ 55381
4/1/2019 $ 56.25 $ 55.01

Min/Max/Mean $ 4199 $ 5751



Schedule AHG - 4
19-EPDE-223-RTS

Internal Rate of Return Analysis Summary
1 2 3 4 5 6 7 8 9 10 11 12 13 14
Short-Term Growth EPS Growth Long-Term Growth Years 5 Through 250
Average ST Growth LT Growth 2019 2019 2020 2021 2022 2023 2024 2025 Sum of 2021 through 2264
IRR Price Estimate  Estimate Dividends | Year0 Yearl Year2 Year3 Year4 Year5 Year6 Year 7 through Year 250
Allete Inc. 7.73%| $77.05 6.04% 4.28% $2.35 ($74.70) $2.46 $2.61 $2.77 $2.93 $3.06 $3.19 $ 2,145,543.49
Alliant Energy Corp. 8.07%| $43.24 6.39% 4.28% $1.42 ($41.82) $1.50 $1.60 $1.70 $1.81 $1.88 $1.96 $ 1,321,404.33
Ameren Corp. 7.80%| $64.32 6.73% 4.28% $1.93 ($62.39) $2.06 $2.20 $2.35 $2.50 $2.61 $2.72 % 1,831,873.12
American Electric Power Co. Inc 8.48%| $73.41 5.44% 4.28% $2.72 ($70.69) $2.88 $3.04 $3.20 $3.38 $3.52 $3.67 $ 2,469,177.49
AVANGRID Inc. 8.60%| $50.20 8.38% 4.28% $1.80 ($48.40) $1.88 $2.04 $2.21 $2.39 $2.50 $2.60 $ 1,750,742.96
CMS Energy Corp. 7.95%| $49.33 6.78% 4.28% $1.53 ($47.80) $1.64 $1.75 $1.87 $2.00 $2.08 $2.17 $ 1,460,599.20
Duke Energy Corp. 9.33%| $82.84 4.79% 4.28% $3.79 ($79.05) $3.94 $4.13 $4.33 $4.53 $4.73 $4.93 % 3,315,881.99
El Paso Electric Co. 7.28%|  $56.47 4.85% 4.28% $1.52 ($54.95) $1.63 $1.71 $1.79 $1.87 $1.95 $2.04 $ 1,371,278.69
IDACORP Inc. 7.22%| $95.23 4.30% 4.28% $2.56 ($92.67) $2.73 $2.84 $2.97 $3.09 $3.23 $3.36 $ 2,262,484.37
MGE Energy Inc. 6.71%| $62.72 5.33% 4.28% $1.38 ($61.34) $1.45 $1.53 $1.61 $1.69 $1.77 $1.84 $ 1,239,534.28
NextEra Energy Inc. 8.04%| $172.67 8.39% 4.28% $5.00 | ($167.67) $5.65 $6.12 $6.64 $7.20 $7.50 $7.82 $ 5,263,289.21
NorthWestern Corp. 8.28%| $60.25 2.94% 4.28% $2.30 ($57.95) $2.40 $2.47 $2.55 $2.62 $2.73 $285 $ 1,917,628.00
OGE Energy Corp. 8.86%| $37.52 4.26% 4.28% $1.54 ($35.98) $1.65 $1.72 $1.79 $1.87 $1.95 $2.03 $ 1,367,902.54
Pinnacle West Capital Corp. 8.38%| $83.86 5.37% 4.28% $3.04 ($80.82) $3.22 $3.40 $3.58 $3.77 $3.93 $4.10 $ 2,757,393.30
PNM Resources Inc. 7.60%| $40.65 5.71% 4.28% $1.18 ($39.47) $1.26 $1.33 $1.41 $1.49 $1.56 $1.62 $ 1,090,831.72
Portland General Electric Co. 7.97%| $45.65 4.72% 4.28% $1.52 ($44.13) $1.61 $1.69 $1.77 $1.85 $1.93 $2.01 $ 1,353,416.33
Southern Co. 9.94%| $46.36 3.47% 4.28% $2.46 ($43.90) $2.54 $2.63 $2.72 $2.81 $2.93 $3.06 $ 2,057,878.61
WEC Energy Group 8.17%| $68.45 5.37% 4.28% $2.36 ($66.09) $2.50 $2.63 $2.78 $2.92 $3.05 $3.18 $ 2,139,482.48
Xcel Energy Inc. 8.00%| $48.94 5.88% 4.28% $1.60 ($47.34) $1.69 $1.79 $1.89 $2.00 $2.09 $2.18 $ 1,465,406.37
Mean 8.13%
Min 6.71%
Max 9.94%
Column 1) Proxy group
2) Internal rate of return calcuation which is the discount rate that equates the stock price paid to the stream of future dividends recieved
3) Average stock price from April 1, 2018 through April 2, 2019, from Schedule AHG-3
4) Average of short-term growth rates used in first 5 years
5) Long-term nGDP growth rate used beginning in year 5 or 2024
6) 2019 dividends reported by Value-Line
7) Year 0 Cashflow; stock price less 2019 dividend
8 through 11 ) Annual cashflow growing at short-term growth rate
12 through 250 ) Annual cashflow growing at long-term growth rate
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