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DIRECT TESTIMONY
OF
PAULINE M. AHERN, CRRA

INTRODUCTION AND PURPOSE

Please state your name, occupation and business address.
My name is Pauline M. Ahern. I am a Partner with Sussex Economic Advisors, LLC.
My business address is 1900 West Park Road, Suite 250, Westborough, MA 01581. My

mailing address is 3000 Atrium Way, Suite 241, Mount Laurel, NJ 08054,

Please summarize your professional experience and educational background.
I'have offered expert testimony on behalf of investor-owned utilities before thirty state
regulatory commissions in the United States as well as one provincial regulatory
commission in Canada on rate of return issues, including but not limited to common
equity cost rate, fair rate of return, capital structure, relative investment risk and credit
quality. Tam a graduate of Clark University where I was awarded a Bachelor of Arts
degree with honors in Economics. I was also awarded a Master of Business

Administration with high honors and a concentration in finance by Rutgers University.

On behalf of the American Gas Association (“AGA”™), I calculate the AGA Gas Index,
which serves as the benchmark against which the performance of the American Gas
Index Fund (“AGIF”) is measured monthly. The AGA Gas Index and AGIF are a market
capitalization weighted index and mutual fund, respectively, comprised of the common

stocks of the publicly traded corporate members of the AGA.
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In addition, I am a member of the Society of Utility and Regulatory Financial Analysts
(“SURFA”) and currently serve on its Board of Directors, having previously served two
terms as SURFA’s President from 2006 — 2008 and 2008 — 2010 and as its
Secretary/Treasurer from 2004 — 2006. In 1992, I was awarded the professional
designation “Certified Rate of Return Analyst” (“CRRA”) by SURFA, which is based
upon education, experience and the successful completion of a comprehensive written

examination.

Lastly, I am an associate member of the National Association of Water Companies,
serving on its Finance/Accounting/Taxation and Rates and Regulation Committees; a
member of the Advisory Council of the Financial Research Institute — University of
Missouri — Robert J. Trulaske, Sr. College of Business; a member of the American
Finance and Financial Management Associations; and, a member of AGA’s State Affairs

Committee.

The details of my educational background, expert witness appearances, presentations I

have given and articles I have co-authored are set forth in Appendix A to this testimony.

On whose behalf are you testifying in this proceeding?
I am testifying on behalf of Metropolitan Edison Company (“Met-Ed” or the

“Company”).

What is the purpose of your direct testimony?
The purpose of my testimony is to support the cost rate which Met-Ed should be afforded

the opportunity to earn on the common equity portion of its jurisdictional rate base.
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Are you sponsoring an exhibit in this proceeding?
Yes. It has been marked for identification as Met-Ed Exhibit PMA-1 and consists of

Schedules 1 through 10.

Please describe Metropolitan Edison Company.

Met-Ed provides electric service to approximately 561,400 customers in central and
castern Pennsylvania. As a wholly-owned subsidiary of FirstEnergy Corp. (“FE” or the
“Parent”), the Company’s common stock is not publicly traded. Met-Ed had a summer
peak load in 2015 of about 2,791 MW, with about two-thirds of that load attributable to
residential and small commercial customers. In addition to owning, operating and
maintaining 11,292 circuit miles of distribution lines, Met-Ed currently owns 1,406 miles
of transmission lines and related facilities within its service territory, which are under the
operational control of the PJM Interconnection, LLC (“PJM™) as the regional

transmission organization (“RTO”).

Have you reviewed financial information for Met-Ed?

Yes. As shown on Schedule 1, during the five-year period ending 2014, the achieved
average earnings rate on book common equity for Met-Ed was 4.10%. The five-year
ending 2014 average common equity ratio based upon total permanent capital was

52.64%, while the five-year average dividend payout ratio was 17.71%.
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Total debt as a percent of EBITDA' for the years 2010-2014 ranged between 3.46 and
13.46 times, averaging 5.94 times, while funds from operations as a percent of total debt

ranged from a negative 2.70% to a positive 8.87%, averaging 4.58%.

How did you determine Met-Ed’s cost of common equity?

As a wholly-owned subsidiary of FE, Met-Ed’s common stock is not publicly traded.
Hence, a market-based common equity cost rate cannot be determined directly for the
Company. Consequently, I have assessed the market-based common equity cost rates of
companies of relatively similar, but not necessarily identical, risk, i.e., a proxy group, for
insight into a recommended common equity cost rate applicable to Met-Ed (the “Electric
Proxy Group”). Using companies of relatively similar risk as proxies is consistent with
the principles of fair rate of return established in the Hope” and Bluefield’ cases, adding
reliability to the informed expert judgment necessary to arrive at a recommended
common equity cost rate. However, no proxy group is identical in risk to any single
entity, such as the Company. Accordingly, an assessment of relative risk between the
Company and the Electric Proxy Group must be made to determine whether any
adjustments to the Electric Proxy Group’s indicated common equity cost rate are

necessary.

In determining the Electric Proxy Group’s cost of equity, I applied several well-
recognized models, i.e., the Discounted Cash Flow Model (“DCF”), the Risk Premium

Model (“RPM”) and the Capital Asset Pricing Model (“CAPM”). In addition, I applied

Earnings Before Interest, Taxes, Depreciation and Amortization.
Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591 (1944).
Bluefield Water Works Improvement Co. v. Public Serv. Comm'n, 262 U.S. 679 (1922).

4
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the DCF, RPM and CAPM to the market data of a Non-Price Regulated Proxy Group

comparable in total risk to the Electric Proxy Group.

As summarized on Schedule 2 and in Table 1 below, I conclude that a common equity
cost rate of 10.42%, inclusive of flotation costs, is reasonable and appropriate. Once
adjustments are made to the 10.42% cost of common equity to reflect Met-Ed’s greater
business risk (0.10%) and greater credit risk (0.40%) relative to the Electric Proxy Group,
a risk-adjusted cost of common equity of 10.92% results, which, when rounded to
10.90%, is my recommended common equity cost rate applicable to Met-Ed in this

proceeding.
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Table 1

Discounted Cash Flow Model 8.80%"
Range: 6.33% - 12.31% (midpoint: 9.32%)

Risk Premium Model 10.51%
Range: 10.25% - 10.77% (midpoint: 10.51%)

Capital Asset Pricing Model 9.89%

Range: 8.53% - 10.83% (midpoint: 9.68%)
Cost of Common Equity Models Applied to
the Non-Price Regulated Proxy Group 11.13%
Range: 10.86% - 11.29% (midpoint: 11.07%)

Indicated Common Equity Cost Rate
Before Adjustment 10.15%”

Flotation Costs 0.27%

Indicated Common Equity Cost Rate

for the Electric Proxy Group 10.42%
before Company Specific Risk
Adjustments
Rusiness Risk Adjustment 0.10%
Credit Risk Adjustment 0.40%

Indicated Common Equity Cost Rate
After Adjustment 10.92%

Recommended Common Equity
Cost Rate 10.90%

As discussed later in my testimony, application of the DCF model to current market data understates the
required return on common equity by as much as 360 basis points due to a highly unusual and, in all
likelihood, temporary convergence of historically anomalous market conditions. Accordingly, the results
of that model should be given only very limited weight in deriving a reasonable return on equity in this
proceeding.

The average of the mean and median of the results of the DCF, CAPM and RPM methods applied to the
market data of the Electric Proxy Group and a Non-Price Regulated Proxy Group, 10.14%, has been
rounded to 10.15%. By doing so, I have not only considered the results of each cost of common equity
model, but have mitigated the effect of outliers on either the high or the low side.

6
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II.

CAPITAL MARKET CONDITIONS

Please describe current capital market conditions.

Because the models used to estimate the cost of common equity are meant to reflect
current and expected capital market conditions, it is important to assess the
reasonableness of the results of any model in the context of observable market data. To
the extent model assumptions or results are incompatible with such data, judgment must

be applied in both the application of methods, and in the interpretation of their results.

Please discuss how the Federal Reserve Bank’s market intervention affects the
estimation of the cost of capital.

Much has been reported about the Federal Reserve Bank’s (“Fed”) market intervention
since 2007, and the effect of that intervention on interest rates. Aside from that effect, an
important consideration is the extent to which those actions have obscured the long-
standing relationships among financial metrics sometimes used in assessing the cost of

common equity.

Beginning in 2008, the Fed proceeded on a steady path designed to lower long-term
government bond yields. Fed policy actions were intended to put downward pressure on
longer-term interest rates by having the Fed take onto its balance sheet some of the
duration and prepayment risks that would otherwise have been borne by private investors.
Under that policy, “Securities Held Outright” on the Fed’s balance sheet increased from
approximately $491 billion at the beginning of October 2008 to approximately $4.25
trillion by the end of January 2016. In context, the securities held by the Fed represented

approximately 3.31% of GDP at the end of September 2008, and rose to approximately
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23.43% of GDP at the end of January 2016.°  As such, Fed policy actions have been a

significant source of liquidity, and have had a substantial effect on capital markets.

As a result of the Fed’s accommodative monetary policies, the U.S. stock market has
recovered with the S&P 500 rising approximately 185.0% from its low in early March
2009. That stock price appreciation occurred despite the market’s recent extreme
volatility in response to the turmoil in the global economy, falling oil prices, and the

uncertainty and direction of the Fed’s interest rate decisions.

Is the market expecting increases in interest rates?

Yes. The U.S. thirty-year Treasury bond is currently forecasted to yield an average of
3.35% over the six quarters ended with the second quarter 2017, 4.5% for 2017-2021

and 4.8% for 2022-2026% by Blue Chip Financial Forecasts (“Blue Chip”). In addition,
the iShares 20+ Year Treasury Bond ETF (“TLT”) Option Chain, an exchange-traded
tund of long-term U.S. Government bonds, provides insight into the market’s
expectations of future interest rate trends. Because the price of bonds is inversely related
to interest rates, the TLT has increased in value as interest rates have fallen over time (see

Chart 1, below).

www.federalreserve.gov / www.bea.gov/national/
From Blue Chip Financial Forecasts, February 1, 2016. Schedule 5, p. 9.
From Blue Chip Financial Forecasts, December 1, 2015. Schedule 5, p. 10.
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beginning in the latter portion of 2015. From that broad perspective, equity risk is

currently elevated relative to recent historical levels.

A further measure of market uncertainty is the volatility of the VIX itself, or the volatility
of volatility, as measured by the standard deviation of the VIX. As Chart 3 (below)
notes, both moved in a relatively narrow range during 2013, but since then have increased
quite noticeably. Such volatility indicates that, although interest rates are still near
historical lows in the U.S. market, there remains significant, if not greater, risk to
common equity investment in today’s markets, with investors requiring greater returns to

bear that risk, consistent with the basic financial principle of risk and return.
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Just as market intervention by the Fed has reduced interest rates, it has also reduced
volatility. For example, each time the Fed began to purchase bonds (as evidenced by the
increase in “Securities Held Outright” on its balance sheet), volatility subsequently

declined. In fact, in September 2012, when the Fed began to purchase long-term

Source: Bloomberg Financial.
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securities at a pace of $85 billion per month, volatility (as measured by the VIX) fell, and
through October 2014 remained in a relatively narrow range. The reason is quite
straight-forward: investors became confident that the Fed would intervene if markets

were to become unstable.

Even with the effect of Fed intervention, periods of increased equity market volatility
have been associated with unusually low government bond yields. That relationship
makes sense, given that investors increasingly focus on capital preservation during
turbulent markets. As Chart 4, below, demonstrates, when volatility peaks (as measured
by the VIX), government bond yields fall given that increased demand for safe-haven

securities will bid up their price, and down their yield.

Chart 4: VIX and U.S. Treasury Yields'?
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The important analytical issue is whether we can infer that risk aversion among equity
investors is at a historically low level, or lower than it had been in recent years, implying

a correspondingly low cost of common equity. Given the negative relationship between

Source: Bloomberg Financial.
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the expansion of the Fed’s balance sheets and equity market volatility (as measured by
the VIX), and in light of the fact that current volatility is considerably greater than prior
levels, it is difficult to conclude that fundamental investor risk aversion and investor
return requirements are lower than they have been in recent years. In other words,
because investors require higher returns for bearing greater risk, given that current market
volatility, i.e., risk, is higher than in recent years, investors’ required returns must be

higher as well.

The low interest rate environment associated with the Fed’s intervention may lead some
analysts to conclude that current capital costs, including the cost of common equity, are
low and will continue to be so. That conclusion, however, only holds true under the
hypothesis of Perfectly Competitive Capital Markets (“PCCM”) and the classical
valuation framework which, under normal economic and capital market conditions,
underpin the traditional cost of common equity models. PCCM are capital markets in
which no single trader, or “market-mover,” would have the power to change the prices of
goods or services, including bond and common stock securities. In other words, under

the PCCM hypothesis, no single trader would have a significant effect on market prices.

Classic valuation theory assumes that investors trade securities rationally with prices
reflecting their perceptions of value. Although the Fed has always had the ability to set
the benchmark interest rates, is has been maintaining below normal rates to stimulate
continued economic and capital market recovery. It therefore is reasonable to conclude
that the Fed and other central banks are acting as market-movers, which has a significant

effect on the market prices of both bonds and stocks in all markets where a central bank
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is maintaining historically low interest rates. The presence of market-movers such as the
Fed in current capital markets runs counter to the PCCM, which is the foundation of

traditional cost of common equity models.

The engineering of interest rates directly affects the measurement of the cost of common
equity. In my opinion, therefore, the results of traditional cost of common equity models
should be viewed with even greater scrutiny under current economic and capital market
conditions. The current and expected interest rate environment, coupled with the Fed’s
engineering of interest rates, suggests that the traditional cost of common equity
models’!® tendency to understate the investor required cost of common equity will be
exacerbated. Consequently, the results of these models, including those presented in this
testimony, are currently and prospectively particularly conservative estimates, i.e., on the

low side, of the investor required rate of return on common equity.

GENERAL PRINCIPLES AND INVESTMENT RISK

What general principles have you considered in arriving at an indicated common
equity cost rate of 10.42%, inclusive of flotation costs but exclusive of company-
specific adjustment for size and credit quality differences, for the Electric Proxy
Group?

The cost of common equity is defined as that return which investors require to make an
equity investment in a given firm. From the firm’s perspective, that required return,

whether it is provided to debt or equity investors, has a cost. Individually, we speak of

DCF, RPM and CAPM.

14



10

11

12

13

14

15

16

17

18

19

20

21

the “cost of debt” and the “cost of equity”; together, they are referred to as the “cost of

capital.”

The cost of capital (including the costs of both debt and equity) is based upon the
economic principle of “opportunity cost,” meaning that investing in any asset/security
implies a forgone opportunity to invest in alternative assets/securities. For any
investment to make sense to the investor, its expected return must be at least equal to the
return expected on alternative investment opportunities of comparable risk. Because
investments with like risks should offer similar returns, the opportunity cost of an

investment should equal the return available on an investment of comparable risk.

Although both debt and equity have required costs, they differ in certain fundamental
ways. Most noticeably, the cost of debt is contractually defined and can be directly
observed in the market as the interest rate or yield on debt securities. The cost of equity,
on the other hand, is neither directly observable in the market nor has a contractual
obligation. Rather, because common equity investors have a claim on a firm’s cash flows
only after debt holders are paid, the uncertainty (or risk) associated with those residual
cash flows determines the cost of equity. Because common equity investors bear this
“residual risk,” they require higher returns than debt holders. In that basic sense,
common equity and debt investors are distinct: they invest in different securities; face

different risks; and require different returns.

The cost of capital, specifically the cost of common equity or the investor required return,

is also an economic and financial concept which refers to the ex-ante,'* or the expected

Before the fact.
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return on an investment at the market value of the publicly traded common shares of a
corporation. According to the basic financial principle of risk and return, the investor
required return on investment is a function of the level of investor perceived risk as
reflected in the market prices paid. The higher/lower the investor perceived risk, the
higher/lower the investor required return. The investor required return is also forward-
looking, or expectational, as it is the return which the investor expects to receive in the

future for investing capital today.

In unregulated industries, the competition of the marketplace is the principal determinant
of the price of products or services. For regulated public utilities, regulation must act as a
substitute for marketplace competition. A sufficient level of earnings is required to
assure that the utility can: 1) fulfill its obligations to the public while providing safe and
reliable service at all times; 2) maintain the integrity of presently invested capital; and 3)
attract needed new capital at a reasonable cost in competition with other firms of
comparable risk. This is consistent with the previously noted fair rate of return standards

established by the U.S. Supreme Court in the Hope and Bluefield cases.

In rate base/rate of return regulation, the authorized (allowed) return on common equity is
defined as the investor required return. In turn, the investor required return is defined as
the return required by the investor on the funds invested in the publicly traded common
stocks of companies. As stated previously, the cost of common equity is not directly
observable in the capital markets since there is no contractual basis or obligation on the
part of a firm to provide a return to its common shareholders, unlike the contractual

coupon, or interest, rate on its debt obligations. Therefore, the cost of common equity
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must be estimated from market (economic and financial) data, using financial models
developed for that purpose, such as the CAPM, DCF and RPM. Consequently,
marketplace data must be relied upon in determining a common equity cost rate

appropriate for ratemaking purposes.

In short, my recommended common equity cost rate is derived from marketplace data of
a proxy group of utilities as similar in risk as possible to the Company, based upon
selection criteria that will be discussed subsequently. The use of the market data of a
proxy group of similar risk companies and the use of multiple cost of common equity
cost rate models add reliability to the informed expert judgment used in arriving at a

recommended common equity cost rate.

Why have you used multiple cost of common equity models to estimate the
company’s cost of common equity?

Each of the financial models used to estimate the cost of common equity is subject to
certain assumptions, which may be more or less applicable under differing market
conditions. The choice of models (including their inputs), the selection of proxy
companies, and the interpretation of the models’ results all require the application of
reasoned judgment. In the final analysis, the recommended cost of common equity
should reflect the return that investors require in light of the subject company’s risks and
the returns available on comparable investments relative to market conditions at the time

the analysis is conducted.

Quantitative financial models produce a range of results from which the market, or

investor, required return must be estimated. That estimation must be based upon a
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comprehensive review of relevant data and information, including capital market
conditions, and does not necessarily lend itself to a strict mathematical estimation. The
key consideration in arriving at a recommended common equity cost rate is to ensure that
the overall analysis reasonably reflects investors® expectations in light of capital markets
in general, and the investment risk of the subject company (in the context of the proxy

companies) in particular.

Because empirical financial models for determining the cost of common equity are
subject to limiting assumptions or other constraints, most finance texts recommend using
multiple approaches to estimate the cost of common equity. As a practical matter, no
individual model is more reliable than all others under all market conditions. Therefore,
it is both prudent and appropriate to use multiple methodologies in order to mitigate the
effects of limiting assumptions and inputs associated with any single approach. As such,
I have considered the results of multiple common equity cost rate models in arriving at

my recommended common equity cost rate for the Company.

That the use of multiple common equity cost rate models adds reliability to the estimation

of the investor required return is well supported in the academic literature.

Morin states:

Each methodology requires the exercise of considerable judgment on the
reasonableness of the assumptions underlying the methodology and on the
reasonableness of the proxies used to validate a theory. The inability of
the DCF model to account for changes in relative market valuation,
discussed below, is a vivid example of the potential shortcomings of the
DCF model when applied to a given company. Similarly, the inability of
the CAPM to account for variables that affect security returns other than
beta tarnishes its use.

18



P
OO0~y WD

AP DA DD D WLULWWLWWWWWRNNDNDININNDNDDNDNDN R/, /= em s —m e e
QAN PAEAWNNPOOURXRITANNDWLWND R, OORXRIDNUND W= OOV WU D WHR —

No one individual method provides the necessary level of precision for
determining a fair return, but each method provides useful evidence
to facilitate the exercise of an informed judgment. Reliance on any
single method or preset formula is inappropriate when dealing with
investor expectations because of possible measurement difficulties and
vagaries in individual companies’ market data. (emphasis added)

* ok %k

The financial literature supports the use of multiple methods. Professor

Eugene Brigham, a widely respected scholar and finance academician,
assert Sl(footnote omitted)

Three methods typically are used: (1) the Capital Asset
Pricing Model (CAPM), (2) the discounted cash flow (DCF)
method, and (3) the bond-yield-plus-risk-premium approach.
These methods are not mutually exclusive — no method
dominates the others, and all are subject to error when used
in practice.  Therefore, when faced with the task of
estimating a company’s cost of equity, we generally use all
three methods and then choose among them on the basis of
our confidence in the data used for each in the specific case
at hand.

Another prominent finance scholar, Professor Stewart Myers, in an early
pioneering article on regulatory finance, stated(feotote omitted).

Use more than one model when you can. Because
estimating the opportunity cost of capital is difficult, only a
fool throws away useful information. That means you
should not use any one model or measure mechanically and
exclusively. Beta is helpful as one tool in a kit, to be used in
parallel with DCF models or other techniques for
interpreting capital market data. (emphasis added)

Reliance on multiple tests recognizes that no single methodology produces
a precise definitive estimate of the cost of equity. As stated in Bonbright,
Danielsen, and Kamerschen (1988), ‘no single or group test or technique
is conclusive.” Only a fool discards relevant evidence. (italics in original)
(emphasis added)

While it is certainly appropriate to use the DCF methodology to estimate
the cost of equity, there is no proof that the DCF produces a more accurate
estimate of the cost of equity than other methodologies. Sole reliance on
the DCF model ignores the capital market evidence and financial theory
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Has the Pennsylvania Public Utility Commission (“Commission”) also relied upon

multiple models when determining an allowed return on common equity for a utility

formalized in the CAPM and other risk premium methods. The DCF
modei is one of many tools to be employed in conjunction with other
methods to estimate the cost of equity. It is not a superior methodology
that supplants other financial theory and market evidence. The broad
usage of the DCF methodology in regulatory proceedings in contrast to its
virtual disappearance in academic textbooks does not make it superior to
other methods. The same is true of the Risk Premium and CAPM
methodologies. (emphasis added) 5

company?

Yes. Inits Opinion and Order entered January 23, 2014, the Commission, too, supported

the use of multiple models in establishing an allowed return on equity (“ROE”) when it

stated:

The ALJ concluded that I&E provided the most reasonable resolution of
this issue. The ALJ stated that the OCA’s proposed rate of return is a bit
too parsimonious, whereas Columbia’s requested rate of return is
excessive and based on an overly generous methodology. Accordingly,
the ALJ adopted I&E’s recommended ROE of 9.15%, which would
produce an overall rate of return of 7.07% using the 50/50 capital structure
recommended by I&E. R.D. at 43-46.

*® Ok ok

Upon consideration of the evidence in this proceeding, we will modify the
ALJ’s recommendation and adopt a rate of return on common equity of
9.75%.

In this case, the range of ROE recommendations presented by the Parties
based on the DCF methodology is 8.25% to 11.35%. Based on our review
of the testimony, data, and cost models presented, we believe that the
evidence in this case supports an ROE finding in the reasonable range of
9.25% to 10.25% using the DCF method as the foundation.'®

15

Roger A. Morin, New Regulatory Finance (Public Utility Reports, Inc., 2006) 396-398, 428-431.
Pennsylvania Public Utility Commission v. Columbia Water Company, Docket No. R-2013-2360798
(Order entered January 23, 2014), pp. 39, 43 (emphasis added).
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Upon consideration of the evidence in this proceeding, we will modify the
ALJ’s recommendation and adopt a rate of return on common equity of
10.0%.

As discussed, supra, the OCA recommends a return of 9.20% as the
midpoint of its DCF and CE analyses; I&E recommends a return of 8.89%
based on its DCF analyses; and the Company proposes a return of 10.3%,
which utilizes its DCF, RP, and CAPM analyses to which the Company
adds a size risk adjustment of 75 basis points. Based on our review of the
testimony, data, and cost models presented, and considering our adoption
of a 60% / 40% hypothetical capital structure, we believe the range of
returns provided in evidence supports an ROE finding of 10.0% for our
ratemaking determinations herein.'’

In view of the foregoing, I rely upon the results of three well-tested market models: the
DCF, RPM and CAPM in arriving at a common equity cost rate applicable to the

Company.

Please define business risk and explain why it is important to the determination of a

fair rate of return.

The investor-required return on common equity reflects investors’ assessment of the total

investment risk of the subject firm. Total investment risk often is discussed in the context

of business risk and financial risk.

Pennsylvania Public Utility Commission v. Emporium Water Company, Docket No. R-2014-2402324,
(Order entered January 28, 2015), pp. 34-35.
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Business risk reflects the uncertainty associated with owning a company’s common
stock, without consideration of the company’s use of debt and/or preferred financing.
One way of understanding the distinction between business and financial risk is to view
the former as the uncertainty in the expected earned return on common equity assuming

the firm is financed with no debt.

Examples of the business risk generally faced by utilities include, but are not limited to,
the regulatory environment, customer mix and concentration of customers, service
territory economic growth, market demand, supply, operations, capital intensity, size, and
the degree of operating leverage, all of which have a direct bearing on earnings.
Although analysts, including rating agencies, may categorize business risks according to
individual categories, as a practical matter they are inter-related and are not wholly
distinct from another. Therefore, it is difficult, if not impossible, to specifically and
numerically quantify the effect on investors’ required return, i.e., the cost of capital. For
the purpose of determining the proper ROE, the relevant issue is where investors see the
subject company as falling within a spectrum of risk. To the extent investors view a
company as being exposed to additional risk, the required return will increase; the

converse also is true.

For regulated utilities, business risks are both long and near-term in nature. Whereas
near-term business risks are reflected in year-to-year variability in earnings and cash flow
brought about by economic or regulatory factors, long-term business risks reflect the
prospect of an impaired ability for investors to recover the return on and of their capital.

Moreover, unlike unregulated entities, utilities accept the obligation to serve: providing
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safe and reliable service at all times and, as such, generally do not have the option to
delay, defer, or reject capital investments. Because those investments are capital-
intensive, utilities generally do not have the option to avoid raising external funds during

periods of capital market distress.

Because utilities invest in long-lived, essentially permanent assets, long-term business
risks are of considerable concern to equity investors. That is, the risk of not recovering
the return on and of their investment extends far into the future. But, the timing and
nature of events that may lead to losses also are uncertain and, as a consequence, those
risks and their implications for the required ROE tend to be difficult to quantify. That
does not mean, however, that the risk is of no consequence to investors. For example,
analysts may apply simulation-based methods to assess the potential risk. However, in
the final analysis, like the investors that commit their capital, regulatory commissions
must review a variety of quantitative and qualitative data and apply their reasoned
Jjudgment to determine how long-term risks weigh in their assessment of the market-

required ROE.

It is important to also bear in mind the distinction between debt and equity investors
when assessing the implications of business risks on the cost of equity. In general,
whereas debt holders have a priority claim on earnings and assets, equity holders are the
“residual claimants.” Because they bear that residual risk, equity investors require a
premium over the return required by debt investors. That is, because returns to equity
holders are more risky than returns to bondholders, equity investors must be compensated

for bearing that additional risk (leading to the equity risk premium).
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Please define financial risk and explain why it is important to the determination of a
fair rate of return.

Financial risk is the additional risk that a company may not have sufficient cash flows to
meet its financial obligations and is created by the introduction of senior capital, i.e., debt
and/or preferred stock, into the capital structure. The higher the proportion of senior
capital in the capital structure, the higher the financial risk which must be factored into
the common equity cost rate, consistent with the previously mentioned basic financial
principle of risk and return, i.e., investors demand a higher common equity return as

compensation for bearing higher investment risk.

Can the investment risk of an enterprise be proxied by bond and credit ratings?
Yes, similar bond/issuer credit (bond/credit) ratings reflect and are representative of
similar combined business and financial risks, i.e., total risk faced by bond investors.'®
Although specific business or financial risks may differ between companies, the same
bond/credit rating indicates that the combined risks are similar, albeit not necessarily

equal, as the purpose of the bond/credit rating process is to assess overall credit quality or

credit risk and not just common equity risk.

However, it must be kept in mind that a long-term issuer credit or bond issue rating is an
opinion regarding the particular company’s overall financial capacity to pay its financial
obligations as they come due and payable. The claims of equity holders, on the other

hand, are subordinate to the claims of debt holders, and are perpetual in life. As noted

Risk distinctions within Standard & Poor’s (“S&P”) bond rating categories are recognized by a plus or
minus, i.e., within the A category, an S&P rating can be at A+, A, or A-. Risk distinctions for Moody’s
ratings are distinguished by numerical rating gradations, i.e., within the A category, a Moody’s rating can
be Al, A2 and A3.
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above, whereas bondholders can be assured of the probability that a particular company
will be able to meet its financial obligations (and thus have higher credit/bond ratings),
common equity holders bear the residual risk of insufficient or volatile cash flows in
perpetuity. For that fundamental reason, the risks of owning common equity do not
directly correspond to the risks of owning bonds. The two have similar considerations,

but only to a point.

COMMON EQUITY COST RATE FINDINGS FOR THE ELECTRIC PROXY
GROUP

Please explain how you chose the Electric Proxy Group.
I chose the Electric Proxy Group by selecting those companies which met the following

criteria:

1) They are included in the Electric Utility Group' of Value Line Investment

Survey’s Standard Edition;

2) They had 70% or greater of their 2014 total operating income derived from,
and 70% or greater of their 2014 total assets were devoted to, regulated
electric operations; -

3) They had not publicly announced involvement in any major merger or
acquisition activity (i.e., one publicly-traded utility merging with or acquiring
another) at the time of the preparation of this testimony;

4) They have not cut or omitted their common dividends during the past five

years or through the time of the preparation of this testimony;

19

Value Line’s Electric Utility Group consists of Electric Utility (East), Electric Utility (Central) and Electric
Utility (West).
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5) They have Value Line and Bloomberg adjusted betas;

6) They have positive Value Line five-year dividends per share (“DPS”) growth
rate projections; and,

7) They have Value Line, Reuters, Zacks or Yahoo! Finance consensus five-year

earnings per share (“EPS”) growth rate projections.

The following eighteen companies met these criteria:

e ALLETE, Inc. (ALE);

e Alliant Energy Corp. (LNT);

e Ameren Corp. (AEE);

e American Electric Power Co., Inc. (AEP);
e Consolidated Edison, Inc. (ED);

¢ Edison International (EIX);

e El Paso Electric Co. (EE);

e Great Plains Energy, Inc. (GXP);

¢ IDACORP. Inc. (IDA);

e OGE Energy Corp. (OGE);

e Otter Tail Corp. (OTTR);

¢ PG&E Corp., (PCG);

e Pinnacle West Capital Corp. (PNW):
¢ PNM Resources, Inc. (PNM);

e Portland General Electric Co. (POR)
e SCANA Corp. (SCG);

e Westar Energy, Inc. (WR); and,

e Xcel Energy Inc. (XEL)

Have you reviewed financial data for the Electric Proxy Group?
Yes. Page 1 of Schedule 3 contains comparative capitalization and financial statistics for

the Electric Proxy Group for the years 2010 —2014.

As shown on page 1, during the five-year period ending 2014, the achieved earnings rate
on book common equity for the group averaged 8.60%. The average common equity

ratio based upon permanent capital (excluding short-term debt) was 49.38%, and the
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average dividend payout ratio was 61.09%. Total debt outstanding as a percentage of
EBITDA for the years 2010-2014 ranged between 3.56 and 4.05 times, averaging 3.78
times, while funds from operations relative to total debt ranged between 22.93% and

25.03%, averaging 23.82%.

Are the cost of common equity models that you use market-based models?

Yes. The DCF model is market-based in that market prices are utilized in developing the
dividend yield component of the model. The RPM and CAPM are also market-based in
that the bond/issuer ratings and expected bond yields/risk-free rate used in the application
of the RPM reflect the market’s assessment of bond/credit risk. In addition, the use of
beta coefficients to determine the equity risk premium reflects the market’s assessment of
market/systematic risk as beta coefficients are derived from regression analyses of market
prices. Moreover, market prices are used in the development of the monthly returns and
equity risk premiums used in the Predictive Risk Premium Model (“PRPM™). Selection
of the companies in the Non-Price Regulated Proxy Group are market-based in that the

selection criteria are based upon statistical regression analyses of market prices.

A. DCF Model

What is the theoretical basis of the DCF model?

The theoretical basis of the DCF model is that the present value of an expected future
stream of net cash flows during the investment holding period can be determined by
discounting those cash flows at the cost of capital, or the investor’s capitalization rate.
DCF theory assumes that an investor buys a stock for an expected total return rate, which

is derived from cash flows received in the form of dividends plus appreciation in market
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price (the expected growth rate). Mathematically, the dividend yield on market price plus
a growth rate equals the capitalization rate, i.e., the total common equity return rate

expected by investors for the proxy group.

Which version of the DCF model do you use?
I utilize the single-stage constant growth DCF model. The single-stage DCF model is

expressed as:

K = (Di/Py)+g
Where: K = Cost of Equity Capital
D; = Expected Dividend Per Share in one year
Py = Current Market Price
g = Expected Dividend Per Share Growth
Please describe the dividend yield you used in your application of the DCF model.
The unadjusted dividend yields are based upon a recent (January 29, 2016) dividend

divided by the average of closing market prices for the sixty days ending January 29,

2016 as shown in Column 1 on page 1 of Schedule 4.

Please explain the adjusted dividend yield shown on page 1 of Schedule 4, Column 7.
Because dividends are paid periodically (quarterly), as opposed to continuously (daily),
an adjustment must be made to the dividend yield. This is often referred to as the
discrete, or the Gordon Periodic, version of the DCF model. DCF theory calls for the use
of the full expected growth rate in calculating the dividend yield component of the model.
However, since the various companies in the Electric Proxy Group increase their
quarterly dividend at various times during the year, a reasonable assumption is to reflect

one-half the annual dividend growth rate in the dividend yield component, or Dyp. This
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is a conservative approach, which does not overstate the dividend yield that should be
representative of the next twelve-month period. Therefore, the actual average dividend
yields in Column 1 on page 1 of Schedule 4 have been adjusted upward to reflect one-

half the average projected growth rate shown in Column 6.

Please explain the basis of the growth rates of the Electric Proxy Group that you use
in your application of the DCF model.

Individual investors, with more limited resources than institutional investors, are likely to
rely upon widely available financial information services, such as Value Line, Reuters,
Zacks and Yahoo! Finance. Investors recognize that such analysts have significant
insight into the dynamics of the industries and individual companies they analyze, as well
as a company’s ability to effectively manage the effects of changing laws and regulations

and ever changing economic and market conditions.

Security analysts’ earnings expectations have a significant influence on market prices and

arc therefore reasonable indicators of investor expectations. As noted by Morin:

Because of the dominance of institutional investors and their influence on
individual investors, analysts” forecasts of long-run growth rates provide a
sound basis for estimating required returns. Financial analysts exert a
strong influence on the expectations of many investors who do not possess
the resources to make their own forecasts, that is, they are a cause of g
[growth].%’

Over the long run, there can be no growth in DPS without growth in EPS. Thus, the use
of expected earnings growth rates in a DCF analysis provides a better matching between

investors’ market price appreciation expectations and the growth rate component of the

20

Morin, 298-303.
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DCF. Therefore, I have relied upon security analysts’ five-year forecasts of EPS growth

in my application of the DCF model.

Please summarize your DCF model results.

As shown on page 1 of Schedule 4, the mean result of the single-stage DCF model is
8.87%, while the median is 8.72%. I have averaged these two results in arriving at a
conclusion of a DCF-indicated common equity cost rate of 8.80% for the Electric Proxy
Group. By doing so, I have not only considered the DCF results for each company, but

have mitigated the effect of outliers on both the high and the low side.

Please comment upon the applicability of the PCF model in establishing a cost of
common equity for the company.

The DCF model has a tendency to misspecify investors' required common equity return
rate when the market value of common stock differs significantly from its book value.
Mathematically, because the “simplified” DCF model traditionally used in rate regulation
assumes a market-to-book ratio of one, it understates or overstates investors' required
return rate when market value exceeds or is less than book value, respectively. It does so
because, in many instances, market prices reflect investors' assessments of long-range
market price growth potential (consistent with the infinite investment horizon implicit in
the standard regulatory version of the DCF model) not fully reflected in analysts' shorter
range forecasts of future growth in EPS, an accounting proxy. Thus, the market-based
DCF model will result in a total annual dollar return on book common equity equal to the
total annual dollar return expected by investors only when market and book values are

equal, a rare and unlikely situation. For example, in recent years the market values of
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electric utilities’ common stocks have been well in excess of their book values, ranging
between 104.38% and 160.88% for the five years ending 2014 (see page 1 of Schedule

3).

Under DCF theory, the rate of return investors require is related to the market price paid
for a security. Thus, market prices form the basis of investment decisions and investors’
expected rates of return. In contrast, a regulated utility is generally limited to earning on
a net book value (depreciated original cost) rate base. Although market prices are
significantly influenced by analysts” EPS growth forecasts, market values can diverge
from book values for a myriad of macroeconomic reasons including, but not limited to,
EPS and DPS expectations, merger or acquisition expectations, interest rates, investor

sentiment, unemployment levels, monetary policy, fiscal policy, etc.

Traditional rate base/rate of return regulation, where a market-based common equity cost
rate is applied to a book value rate base, presumes that market-to-book ratios are at unity
or 1.00. However, there is ample empirical evidence over sustained periods which
demonstrates that this is an incorrect presumption. Because market-to-book ratios of
unity or 1.00 are rarely the case as discussed above, regulatory allowed ROEs, which
establish earnings by design, have a limited effect on utilities’ market/book ratios as the
market prices of utility common stocks are also influenced by factors beyond the direct

influence of the regulatory process.
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As noted by Phillips:

Many question the assumption that market price should equal book value,
believing that 'the earnings of utilities should be sufficiently high to achieve
market-to-book ratios which are consistent with those prevailing for stocks
of unregulated companies.”!

In addition, Bonbright states:

In the first place, commissions cannot forecast, except within wide limits,
the effect their rate orders will have on the market prices of the stocks of the
companies they regulate. In the second place, whatever the initial market
prices may be, they are sure to change not only with the changing prospects
for earnings, but with the changing outlook of an inherently volatile stock
market. In short, market prices are beyond the control, though not beyond
the influence of rate regulation. Moreover, even if a commission did
possess the power of control, any attempt to exercise it ... would result in
harmful, uneconomic shifts in public utility rate levels. >
Simply put, capital market dynamics are generally independent of the effects of

regulatory decisions, but are influenced to a certain extent by regulatory decisions.

Is it reasonable to expect the market values of utilities” common stocks to continue
to sell well above their book values?

Yes. Market-to-book ratios of regulated utilities vary from year to year, due to such
influences as the effects of the “Great Recession,” subsequent economic and capital
market recovery and turmoil, global economic and geopolitical conditions, and the like.
In my opinion, the common stocks of utilities will continue to sell substantially above
their book values, on average, because many investors will likely continue to commit a
greater percentage of their available capital to common stocks in view of lower interest

rate alternative investment opportunities in today’s markets. The recent past and current

21

22

Phillips, Charles F., The Regulation of Public Utilities — Theory and Practice (Public Utility Reports, Inc.,
1993) 395.

James C. Bonbright, Albert L. Danielsen and David R. Kamerschen, Principles of Public Utility Rates
(Public Utilities Reports, Inc., 1988) 334. (italics added).
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capital market environment is in stark and historical contrast to the late 1970's and early
1980's when very high (by historical standards) yields on secured debt instruments in
public utilities were available. Despite the fact that the market declined to a low in
March 2009 as the “Great Recession” unfolded and the U.S. is now recovering from the
“Great Recession,” the majority of utility stocks, on average, have continued to sell at
market prices well above their book value. As previously discussed, such sustained high
market-to-book ratios have been influenced by factors other than fundamentals such as
actual and reported growth in EPS and DPS, and warrant further consideration in setting

an authorized ROE.

Can the under- or overstatement of the investors’ required rate of return by the
DCF model be demonstrated mathematically?

Yes. Page 2 of Schedule 4 demonstrates how an average market-based DCF cost rate of
8.87% based upon the Electric Proxy Group applied to a book value which is be‘low
market value will understate the investors’ required return on market value. As shown,
there is no realistic opportunity to earn the expected market-based rate of return on book
value. In Column A, investors expect an 8.87%2 return on a market price of $49.11,%
or $4.356. In Column B, when the same return, 8.87%, is applied to a book value of
$28.99,” a return of $2.571 results. Both columns show that the same $1.8562 dividend

1s indicated, but when the 8.87% is applied to book value, the investor only has the

opportunity for $0.715 in market appreciation, or 1.46%. Of course, the converse is also

23
24
25
26

Average DCF cost rate from Schedule 3, p. 1.

Average market price of the Electric Proxy Group derived from Schedule 9, p. 3.

Average book value of the Electric Proxy Group derived from Schedule 9, p. 3.

Average adjusted dividend yield for the Electric Proxy Group derived from Schedule 3, p. 1.
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true. When the market-to-book value is below 1, the DCF cost rate will overstate the

investors’ required return on market value.

Hence, it is clear that the DCF model misspecifies, that is, it either understates or
overstates investors' required cost of common equity capital when market values exceed
or are less than their underlying book values. Therefore, as stated above, in order to add
reliability to the estimation of the cost of common equity, multiple cost of common
equity models should be relied upon, rather than exclusive reliance upon the DCF model,

when estimating investors’ expectations.

In view of the foregoing, at this time the traditional application of the DCF misspecifies
investors’ required return. Specifically, it understates investors’ required return because
of the confluence of recently rising and volatile market prices, the use of accounting
measures as proxies for capital appreciation in the DCF, and the expected continued rise
in interest rates and capital costs discussed above. The magnitude of this understatement
can be found in the difference between the 5.09% average expected growth in market
value, i.e., growth in EPS, shown in Column A on page 2 of Schedule 4, and the growth
in market value of 1.46%, shown in Column B, when the 8.87% DCF cost rate is applied
to book value, or up to approximately 360 basis points. Coupled with the added
reliability and accuracy that the use of multiple cost of common equity models provides
in the estimation of the cost of common equity, it is more imperative than ever to not give
exclusive or even primary reliance to the DCF analysis at this time. In fact, in my
opinion, it would be inappropriate to give any greater weight to the DCF analysis than I

already have in deriving my multi-model return on common equity recommendation.
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B. RPM

Please describe the theoretical basis of the RPM.

The RPM is based upon the basic financial principle of risk and return, namely, that
investors require greater returns for bearing greater risk. The RPM recognizes that
common equity capital has greater investment risk than debt capital, as common equity
shareholders are last in line in any claim on an entity’s assets and earnings as previously
discussed. Thus, investors require higher returns from investment in common stocks than

from investment in bonds to compensate them for bearing the additional risk.

While it is possible to directly observe bond returns and yields, the investor required
common equity return cannot be directly determined or observed. According to RPM
theory, one can estimate a common equity risk premium over bonds, either historically or
prospectively, and then use that premium to derive a cost rate of common equity.
According to the RPM, the cost of common equity equals the expected cost rate for long-
term debt capital plus a risk premium over that cost rate to compensate common
shareholders for the added risk of being unsecured and last-in-line for any claim on a

corporation's assets and earnings.

Please explain how you derived your indicated cost of common equity based upon
the RPM.

I relied upon the results of the application of two risk premium methods. The first
method is PRPM, while the second method is a risk premium model using a total market

approach.
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Please explain the PRPM.

The PRPM, published in the Journal of Regulatory Economics (“JRE”)”” and

The Electricity Journal (“TEJ”),?® was developed from the work of Robert F. Engle, who
shared the Nobel Prize in Economics in 2003 “for methods of analyzing economic time
series with time-varying volatility (‘ARCH”).”* Engle found that the volatility in market
prices, returns, and equity risk premiums also clusters over time, making them highly

useful in predicting future levels of risk and risk premiums.

The PRPM estimates the risk/return relationship directly as the predicted equity risk
premium is generated by the prediction of volatility, or risk. Thus, the PRPM is not
based upon an estimate of investor behavior, but rather upon the evaluation of the actual

results of that behavior, i.e., the variance of historical equity risk premiums.

The inputs to the model are the historical monthly returns on the common shares of each
utility in the Electric Proxy Group minus the historical monthly yield on long-term U.S.
Treasury securities through January 2016. Using a generalized form of ARCH, known as
GARCH,*® each electric utility’s projected equity risk premium was calculated using

Eviews® statistical software. When the GARCH model is applied to the historical return

27

28

29
30

Autoregressive Conditional Heteroskedasticity. See “A New Approach for Estimating the Equity Risk
Premium for Public Utilities,” Pauline M. Ahern, Frank J. Hanley and Richard A. Michelfelder, Ph.D. The
Journal of Regulatory Economics (December 2011), 40:261-278.

“Comparative Evaluation of the Predictive Risk Premium Model™, the Discounted Cash Flow Model and
the Capital Asset Pricing Model”, Pauline M. Ahern, Richard A. Michelfelder, Ph.D., Rutgers University,
Dylan W. D’ Ascendis, and Frank J. Hanley, The Electricity Journal (May 2013).

www.nobelprize.org

The GARCH model, or Generalized Autoregressive Conditional Heteroskedasticity process, is an
econometric term developed by Dr. Engle in 1982 to describe a method to estimate volatility in financial
and capital markets. The general process for a GARCH model involves three steps: 1) estimating a best
fitting autoregressive model; 2) computing autocorrelations of the error term; and 3) testing for
significance. GARCH models are used by financial professionals in areas including, but not limited to
trading, investing, and hedging.
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data, it produces a predicted GARCH variance series’! and a GARCH coefficient.*> The
forecasted thirty-year U.S. Treasury Bond (Note) yield of 3.68% is based upon the
consensus forecast for the six quarters ending with the second quarter 2017 derived from
the February 1, 2016 Blue Chip averaged with the long-range forecasts for 2017-2021

and 2022-2026 from the December 1, 2015 Blue Chip.*> As shown on page 2 of
Schedule 5, the mean PRPM indicated common equity cost rate is 10.67% for the Electric
Proxy Group, while the median is 10.86%. Consistent with my reliance upon the average
of the mean and median DCF results, I use the average of the mean and median PRPM

results of 10.77%>* as the indicated PRPM cost rate.

Please explain the total market approach RPM.

The total market approach RPM adds a prospective public utility bond yield to the
average of: 1) an equity risk premium derived from a beta-adjusted total market equity
risk premium; 2) an equity risk premium based upon the S&P Utilities Index; and 3) an
equity risk premium based upon the authorized returns for electric companies over

Moody’s A-rated public utility bonds

Please explain the basis of the prospective public utility bond yield of 5.51%
applicable to the Electric Proxy Group shown on line 5 of page 3 of Schedule 5.
The first step in the total market approach RPM analysis is to determine the expected
bond yield. Because both ratemaking and the cost of capital (including common equity

cost rate) are prospective in nature, a prospective yield on similarly-rated long-term debt

31
32
33
34

Hustrated in Columns 1 and 2 on page 2 of Schedule 5.
Hjustrated in Column 4 on page 2 of Schedule 5.

See Schedule 5, pp. 9-10.

(10.77% = (10.67% + 10.86%) / 2).
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is essential. Because Blue Chip does not publish consensus forecasts for the Moody’s A-
rated public utility bond yield, I began with the February 1, 2016 Blue Chip’s consensus
forecast of about fifty economists of the expected yield on Aaa-rated corporate bonds for
the six calendar quarters ending with the second calendar quarter of 2017 averaged with
the long-range forecasts for 2017-2021 and 2022-2026 from the December 1, 2015 Blue
Chip.*®> As shown on Line 1 of page 3 of Schedule 5, the average expected yield on
Moody’s Aaa-rated corporate bonds is 4.78%. Next, in order to derive a prospective
Moody’s A2-rated public utility bond yield, an upward adjustment of 0.33%, the average
spread between Moody’s Aaa-rated corporation bond yields and Moody’s A-rated public
utility bond yields for the three months ending January 201 6°° must be made to the
average Aaa corporate bond yield which results in a bond yield of 5.11% applicable to a

Moody’s A2 public utility bond.*’

Likewise, since the Electric Proxy Group’s average Moody’s long-term issuer rating is
A3, as shown on page 5 of Schedule 5, a further adjustment of 0.40%,38 or one-third of

the average spread of 1.20% between Moody’s A-rated and Baa-rated public utility bonds

~ for the three months ending January 2016, to the prospective Moody’s A2 public utility

bond yield of 5.11% is necessary to make the prospective bond yield applicable to the

Electric Proxy Group’s average A3 long-term issuer rating. Adding the 0.40% to the

35
36
37
38
39

Schedule 5, pp. 9-10.

Schedule 5, p. 4.

(5.11% = 4.78% + 0.33%). As shown on Line 3 and explained in Note 2 on page 3 of Schedule 5.
0.40% = (1/3) * 1.20%. Please see page 4 of Schedule 5 for the derivation of the 1.20%.

As detailed in Note 3 on page 3 of Schedule 5.
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5.11% prospective A2 public utility bond yield results in a 5.51% expected bond yield for

the Electric Proxy Group as shown on Line 4.%

Please explain the basis of the beta derived equity risk premium.

The total beta derived equity risk premium is based upon an average of:

1) The long-term arithmetic mean historical market equity risk premium;

2) A predicted equity risk premium based upon the PRPM;

3) A forecasted market risk premium based upon Value Line’s projected market
appreciation and dividend yield; and,

4) A forecasted equity risk premium based upon the S&P 500 market-value
weighted projected market appreciation and dividend yield.

Each of these equity risk premiums is described in turn.

How did you derive the long-term historical market equity risk premium?
To derive an historical market equity risk premium, I used the most recent Morningstar
data on holding period returns for the large company common stocks from the Ibbotson®

SBBI® 2015 Classic Yearbook — Market Results for Stocks, Bonds, Bill and Inflation

1926 — 2014 (“SBBI —2015")*! and the average historical yield on Moody’s Aaa and Aa-

rated corporate bonds for the period 1928-2014. The use of holding period returns over a
very long period of time is useful because it is consistent with the long-term investment

horizon of investing in a going concern, i.e., a company expected to operate in perpetuity.

40
41

5.51%=5.11% + 0.40%. As shown on Line 5 and explained in Note 3 on page 3 of Schedule 5.
Ibbotson® SBBI® 2015 Classic Yearbook — Market Results for Stocks, Bonds, Bills and Inflation 1926 —
2014, Mormingstar, Inc., 2015, 153,
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Morningstar’s long-term arithmetic mean monthly total return rate on large company
common stocks is 11.79% and the long-term arithmetic mean monthly yield on Moody’s
Aaa and Aa-rated corporate bonds is 6.18%. The resultant long-term historical equity

risk premium on the market as a whole is 5.61 %. %

[ used arithmetic mean monthly total return rates for the large company stocks and yields
(income returns) for Moody’s Aaa/Aa corporate bonds because they are appropriate for
cost of capital purposes as noted in the SBBI — 201 5.% The use of arithmetic mean return
rates and yields are appropriate because ex-post (historical) total returns and equity risk
premiums differ in size and direction over time, providing insight into the variance and
standard deviation of returns needed by investors in estimating future risk when making a
current investment. Absent such valuable insight into the potential variance of returns,
investors cannot meaningfully evaluate prospective risk. If investors alternatively relied
upon the geometric mean of ex-post equity risk premiums, they would have no insight
into the potential variance of future returns because the geometric mean relates the
change over many periods of time to a constant rate of change, thereby obviating the

period-to-period fluctuations, or variance, critical to risk analysis.

Please explain the derivation of a PRPM market equity risk premium.

I used the same PRPM approach described previously to develop a second market equity
risk premium estimate. The inputs to the model are the historical monthly returns on
large company common stocks from SBBI — 2015 minus the monthly yields on Aaa and

Aa corporate bonds during the period from January 1928 through December 2015. Using

42
43

As explained in note 1 on page 8 of Schedule 5.
SBBI - 2015, 153.
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the previously discussed generalized form of ARCH, known as GARCH, the market’s
projected equity risk premium was determined using Eviews® statistical software. The

resulting predicted market equity risk premium based upon the PRPM is 7.38%.%

Please explain the derivation of a projected equity risk premium based upon Value
Line data.

As noted previously, because both ratemaking and the cost of capital, including the cost
rate of common equity, are prospective, the use of a prospective market equity risk
premium is essential. The derivation of the forecasted or prospective market equity risk
premium can be found in Note 3 on page 8 of Schedule 5. Consistent with the
development of the dividend yield component of my DCF analysis, the third prospective
market equity risk premium is derived from an average of the three to five-year estimated
median market price appreciation potential by Value Line plus an average of the median
estimated dividend yield for the common stocks of the approximately 1,700 firms
covered in Value Line’s Standard Edition, both for the thirteen weeks ending February 5,

2016.

The average median expected price appreciation is 49%, which translates to a 10.48%
annual appreciation and, when added to the average (similarly calculated) median

dividend yield of 2.35%, equates to a forecasted annual total return rate on the market as

As shown in Line 2 on page 8 of Schedule 5 and explained in Note 2.
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a whole of 12.83%. The forecasted Aaa bond yield of 4.78%" is deducted from the total

market return of 12.83%, resulting in an equity risk premium of 8.05%.%

Please explain the derivation of a market equity risk premium based upon the S&P
500 composite index companies.

Using data from Bloomberg Financial, a market-value weighted expected total return for
the S&P 500 companies can be derived using the expected dividend yields and projected
long-term growth in earnings per share as a proxy for capital appreciation. The expected
market-value weighted total return for the S&P 500 is 13.46%. Subtracting the
prospective yield on Moody’s Aaa-rated corporate bonds of 4.78% results in an 8.68%

projected market equity risk plremium.47

What is your conclusion of the market equity risk premium for your total market
approach RPM?

It is 7.43% as shown on Line 5 on page 8 of Schedule 5. In arriving at this conclusion, I
averaged: 1) the historical market equity risk premium of 5.61%; 2) the PRPM based
market equity risk premium of 7.38%; 3) the Value Line-based forecasted market equity
risk premium of 8.05%; and, 3) the S&P 500 market-value weighted projected market

equity risk premium of 8.68% shown on Line Nos. 1 through 4 on page 8 of Schedule 5.%8

What is your conclusion of a beta derived equity risk premium for use in your total

market approach RPM analysis?

45
46
47
48

See Schedule 5, pp. 9-10.

As shown on page 8 of Schedule 5 and explained in Note 3.

As shown on Line 4 on page 8 of Schedule 5 and explained in Note 4.
(7.43% = (5.61% + 7.38% + 8.05% + 8.68%) / 4).
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The conclusion of the market equity risk premium of 7.43% is then adjusted by the
Electric Proxy Group’s beta to account for the market risk of the Electric Proxy Group.
Beta is a measure of relative risk to the market as a whole and a logical means by which
to allocate an entity’s/proxy group’s share of the total market's equity risk premium
relative to corporate bond yields. As shown on page 1 of Schedule 6, the mean and
median Value Line and Bloomberg betas for the Electric Proxy Group average 0.69.
Multiplying a beta of 0.69 by the market equity risk premium of 7.43%, on Line 4 of
page 8 of Schedule 5, results in a beta adjusted equity risk premium of 5.13% for the

Electric Proxy Group.*

How did you derive the 3.91% equity risk premium based upon the S&P Utility
Index and Moody’s A-rated public utility bonds?

I calculated three estimated equity risk premiums based upon the S&P Utility Index.
First, I derived the long-term monthly arithmetic mean equity risk premium between the
S&P Utility Index total returns of 10.49% and monthly A-rated public utility bond yields
of 6.64% from 1928-2015 to arrive at an equity risk premium of 3.85%.°° I then applied
the PRPM using historical monthly equity risk premiums from January 1928 through
January 2016 to arrive at the PRPM derived equity risk premium of 3.90% for the S&P
Utility Index.”! Third, I derived an expected market-value weighted total return on the

S&P Utility Index of 9.09% using data from Bloomberg Financial and subtracting the

49
50
51

As shown on Line 7 on page 8 of Schedule 5.
As shown on Line 3 on page 11 of Schedule 5.
As shown on Line 4, on page 11 of Schedule 5.
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prospective Moody’s A-rated public utility bond yield of 5.11%, resulting in an equity

risk premium of 3.98%.%

I rely upon the average of the historical (3.85%), the PRPM (3.90%) and S&P Utility

Index (3.98%) derived equity risk premiums, which is 3.91%.>

How did you derive an equity risk premium of 5.19% based on authorized ROEs for
electric companies?

The equity risk premium of 5.19% shown on Line 3, page 7 of Schedule 5 is the result of
a regression analysis based on regulatory awarded returns on common equity related to
the yields on A-rated public utility bonds. That analysis is summarized on page 12 of
Schedule 5, which presents the graphical results of a regression analysis of 1,098 rate
cases for electric utility companies which were fully litigated during the period from
January 1, 1980 through December 31, 2015. The data used were the implicit equity risk
premium relative to the yields on A-rated public utility bonds immediately prior to the
issuance of each regulatory decision.* An inverse relationship between the yield on A-
rated public utility bonds and the equity risk premium is clearly visible in the chart on
page 12. In other words, as interest rates decline, the equity risk premium rises and vice
versa, a result consistent with regulatory financial literature on the subject.” Given the

expected A-rated utility bond yield of 5.11%, it can be interpolated that the indicated

52
53
54

55

As shown on Line 5 on page 11 of Schedule 5.

(3.91% = ((3.85% + 3.90% + 3.98%) / 3).

The implied equity risk premium is calculated by subtracting the prevailing yield on Moody’s A rated
public utility bonds from the authorized return on common equity for each case.

Robert S. Harris and Felicia C. Marston, Estimating Shareholder Risk Premia Using Analysts’ Growth
Forecasts, Financial Management, Summer 1992 63-70; Eugene F. Brigham, Dilip K. Shome, and Steve R.
Vinson, The Risk Premium Approach to Measuring a Utility’s Cost of Equity, Financial Management,
Spring 1985 33-45; and Farris M. Maddox, Donna T. Pippert, and Rodney N. Sullivan, An Empirical Study
of Ex Ante Risk Premiums for the Electric Utility Industry, Financial Management, Autumn 1995, 89-95.
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equity risk premium applicable to that bond yield is 5.19%, which is shown on Line 3,
page 5 of Schedule 5.

What is your conclusion of an equity risk premium for use in your adjusted total
market approach RPM analysis?

The equity risk premium applicable to the Electric Pfoxy Group is 4.74%,® derived by
averaging the beta-derived premium of 5.13%, the equity risk premium of 3.91% based
upon the holding period returns of public utilities with Moody’s A-rated bonds and the
equity risk premium of 5.19% based upon the regression analysis of electric utility

authorized returns on common equity.

What is the indicated RPM common equity cost rate based upon the adjusted total
market approach?

It is 10.25% for the Electric Proxy Group as shown on Line 7 on Schedule 5, page 3.

What are the results of your application of the PRPM and the total market
approach RPM?

As shown on page 1 of Schedule 5, the indicated RPM-derived common equity cost rate
is 10.51%," derived by averaging the PRPM result of 10.77% with that based upon the

adjusted total market approach, 10.25%.

C. CAPM

Please explain the theoretical basis of the CAPM.

56
57

(4.74% = (5.13% + 3.91% + 5.19) / 3).
(10.51% = ((10.77% + 10.25%) / 2).
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CAPM theory defines risk as the covariability of a security's returns with the market's
returns as measured by beta coefficient (B). A beta coefficient less than 1.0 indicates
lower variability than the market as a whole, while a beta coefficient greater than 1.0

indicates greater variability than the market a whole.

The CAPM assumes that all other risk, i.e., all non-market or unsystematic risk, can be
eliminated through diversification. The risk that cannot be eliminated through
diversification is called market, or systematic, risk. In addition, the CAPM presumes that
investors require compensation only for systematic risk that is the result of
macroeconomic and other events that affect the returns on all assets. The CAPM is
applied by adding a risk-free rate of return to a market risk premium, which is adjusted

by the beta coefficient. The traditional CAPM model is expressed as:

Rs = Rf + B (Rm - Rf)
Where:R; = Return rate on the common stock
Rs = Risk-free rate of return
Rn = Return rate on the market as a whole
B = Adjusted beta (volatility of the security

relative to the market as a whole)
Numerous tests of the CAPM have measured the extent to which security returns and beta
coefficients are related as predicted by the CAPM, confirming its validity. The empirical
CAPM (“ECAPM”) reflects the reality that while the results of these tests support the

notion that the beta coefficient is related to security returns, the empirical Security
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Market Line (“SML”) described by the CAPM formula is not as steeply sloped as the
predicted SML. Morin®® states:
With few exceptions, the empirical studies agree that ... low-beta

securities earn returns somewhat higher than the CAPM would predict,
and high-beta securities earn less than predicted.

* ok sk

Therefore, the empirical evidence suggests that the expected return on a
security is related to its risk by the following approximation:

K= Rp+xB(Rm-Rp)+(1-x) B(Rym - Rp)
where x is a fraction to be determined empirically. The value of x that
best explains the observed relationship. Return = 0.0829 + 0.0520 B is
between 0.25 and 0.30. If x = 0.25, the equation becomes:

K = R +0.25(Ry - Rg) + 0.75 B(Ry - Rp)™?

In view of theory and practical research, I have applied both the traditional CAPM and

the ECAPM to the Electric Proxy Group and averaged the results.

Please describe your selection of beta coefficients for your CAPM analyses.

I rely upon an average of the adjusted beta coefficients published by Value Line and by
Bloomberg Financial. While both of those services adjust their calculated (or “raw”) beta
coefficients to reflect the tendency of the beta coefficient to regress to the market mean of
1.00, Value Line calculates its beta coefficient over a five-year period, while

Bloomberg’s calculation is based upon two years of data.

Please describe your selection of a risk-free rate of return for your CAPM analyses.

58
59

Morin 175.
Morin 190.
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As shown in Column 5, Schedule 6, the risk-free rate adopted for both applications of the
CAPM is 3.68%. The risk-free rate of 3.68% is based upon the average of the consensus
forecast of 30-year Treasury bond rates for the six quarters ending with the second
calendar quarter of 2017 from the February 1, 2016 Blue Chip averaged with the long-
range forecasts for 2017-2021 and 2022-2026 from the December 1, 2015 Blue Chip, 5 as

detailed in Note 2.

Why is the yield on long-term U.S. Treasury Bonds appropriate for use as the risk-
free rate?

The yield on long-term U.S. Treasury T-Bonds is almost risk-free and its term is
consistent with: 1) the long-term cost of capital to public utilities measured by the yields
on A-rated public utility bonds; 2) the long-term investment horizon inherent in utilities’
common stock; and 3) the long-term life of the jurisdictional rate base to which the
allowed fair rate of return (i.e., cost of capital) will be applied. In contrast, short-term

U.S. Treasury yields are more volatile.

Please explain the estimation of the expected equity risk premium for the market.
The basis of the market equity risk premium is explained in detail in Note 1 of Schedule

6. It is derived from an average of:

1) The three to five-year median total market price appreciation projections for

the thirteen weeks ending February 5, 2016 reported by Value Line;

60

See Schedule 5, pp. 9-10.
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2) The arithmetic mean monthly equity risk premiums of large company
common stocks relative to long-term U.S. Treasury bond income yields from
SBBI-2015 from 1926 to 2014;

3) The PRPM predicted market equity risk premium, using monthly equity risk
premiums for large company common stocks relative to long-term U.S.
Treasury securities from January 1926 through December 2015;

4) The results of a regression analysis of the monthly equity risk premiums of
large company common stocks relative to long-term U.S. Treasury bond
income yields from SBBI-2015 from 1926 to 2014; and,

5) The market-value weighted projected total return on the S&P 500 minus the
projected risk-free rate.

The Value Line-derived forecasted total market equity risk premium is derived by
deducting the projected 3.68% risk-free rate, discussed above, from the Value Line
projected total annual market return of 12.83%, also discussed above, resulting in a

forecasted total market equity risk premium of 9.15%.%!

The long-term income return on U.S. Government Securities of 5.23% was deducted
from the SBBI — 2015% monthly historical total market return of 12.07% resulting in an

historical market equity risk premium of 6.84%.%

61
62

(9.15% =12.83% - 3.68%).

SBBI-2015 196-197, 208-209.

(6.84% = 12.07% - 5.23%).
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The PRPM market equity risk premium is 8.32%, derived using the PRPM, discussed
above, relative to the yields on long-term U.S. Treasury securities from January 1926

through December 2015.

To derive the regression analysis-derived market equity risk premium of 8.34%, I used
monthly annualized historical returns on the S&P 500 relative to historical yields on
long-term U.S. Government Securities from SBBI-2015. The relaﬁonship between
interest rates and the market equity risk premium was modeled using the observed
monthly market equity risk premium as the dependent variable, and the monthly yield on
Jong-term U.S. Government Securities as the independent variable. 1used a linear
Ordinary Least Squares (“OLS”) regression, in which the market equity risk premium is

expressed as a function of the U.S. Government Securities yield:

RP = o+ B (Ry)

The S&P 500 market-value weighted projected market equity risk premium of 9.78% is
derived by subtracting the 3.68% projected risk-free rate, discussed above, from the

projected total return of 13.46%, also discussed above.*

These five market equity risk premiums result in an average total market equity risk

premium of 8.49%.%

What are the results of your applications of the traditional and empirical CAPM to

the Electric Proxy Group?

64
65

(9.78% = 13.46% - 3.68%).
(8.49% = ((9.15% + 6.84% + 8.32% + 8.34% + 9.78%) / 5).
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As shown on page 1 of Schedule 6, the mean CAPM/ECAPM cost rate is 9.83% while
the median CAPM/ECAPM cost rate is 9.94%, averaging 9.89%. Consistent with my
reliance upon the average of the mean and median results of the DCF discussed above,
the Electric Proxy Group’s indicated common equity cost rate based upon my CAPM

analyses is 9.89%.

COMMON EQUITY COST RATE FINDINGS FOR THE NON-PRICE
REGULATED PROXY GROUP

You have also included an analysis of data for a Non-Price Regulated Proxy Group.
Please explain.

Neither the Hope nor Bluefield cases specify that comparable risk companies have to be
regulated utilities. Since rate regulation is a substitute for the competition of the
marketplace, non-price regulated firms operating in the competitive marketplace are an
excellent proxy if a group can be selected to be comparable in total risk to the Electric
Proxy Group upon whose market data I rely to estimate the cost of common equity. As
explained below, the selection criteria I utilized are theoretically and empirically sound
and produced results for a non-regulated proxy group which is comparable in total risk to

the Electric Proxy Group.

Please explain how you chose the Non-Price Regulated Proxy Group.

The selection criteria that I utilized for the non-price regulated firms were based upon
statistics derived from Value Line regression analyses of weekly market prices over the
most recent 260 weeks, i.e., five years, from the market prices paid by investors. Value
Line unadjusted betas were used as a measure of systematic risk, while the standard

errors of the regressions giving rise to those beta coefficients are a measure of
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unsystematic or firm-specific risk reflecting the extent to which events specific to a
firm’s operations affect its stock price. In essence, companies with similar betas and
standard errors of the regression have similar total investment risk. The criteria used to

select the Non-Price Regulated Proxy Group were:

1) The unadjusted beta coefficients from the Value Line regressions must lie
within plus or minus two standard deviations of the average unadjusted beta
coefficients of the Electric Proxy Group;

2) The residual standard errors of the Value Line regressions which gave rise to
the unadjusted beta coefficients must lie within plus or minus two standard
deviations of the average residual standard error of the Electric Proxy Group;

3) The non-regulated firms must be covered by Value Line (Standard Edition),
and

4) The firms must be domestic, non-price regulated companies, i.e., non-utilities.

The basis of selection and the comparison group’s regression statistics are shown in

Schedule 7. The following seventeen companies met these criteria:

o A.J. Gallagher Co. (AJG);

¢ Becton Dickinson (BDX);

e Brown-Forman ‘B’ (BFB);

¢ Ball Corp. (BLL);

e Costco Wholesale Corp. (COST);
e Amdocs Ltd. (DOX);

e Ecolab Inc. (ECL);

e Erie Indemnity Co. (ERIE);

e Hormel Foods Corp. (HRL);

e Lilly (Eli) and Co. (LLY);

e The Progressive Corp. of OH (PGR);
e Philip Morris Int’l, Inc. (PM);

e Stericycle Inc. (SRCL);

e Sysco Corp. (SYY);
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e The Travelers Cos., Inc. (TRV);
e Waste Connections, Inc. (WCN); and
e W.R. Berkley (W.R.) Corp. (WRB).

Did you calculate common equity cost rates using the DCF, RPM and CAPM for the
Non-Price Regulated Proxy Group?

Yes. Because the DCF, RPM and CAPM have been applied in an identical manner as
described above relative to the market data of the Electric Proxy Group, I will not repeat
the details of the rationale and application of each model shown on page 1 of Schedule 8.
I should note, however, that, in the application of the RPM, I did not use public utility-

specific equity risk premiums nor apply the PRPM to the individual companies.

Page 2 of Schedule 8 contains the derivation of the DCF cost rates. As shown, the
average of the mean and median DCF cost rates for the Non-Price Regulated Proxy

Group is 11.16%.

Pages 3 through 5 of Schedule 8 contain the data and calculations relating to the 11.29%
RPM cost rate for the Non-Price Regulated Proxy Group. As shown on Line 1 of page 3,
the consensus prospective yield on Moody’s Baa-rated corporate bonds of 5.83% is based
upon the forecasted yields for the six quarters ending with the second quarter of 2017
from the February 1, 2016 Blue Chip, averaged with the long-range forecasted yields for
2017-2021 and 2022-2026 also from the December 1, 2015 Blue Chip.°® Since the Non-
Price Regulated Proxy Group members have an average Moody’s long-term issuer rating

of A3 as shown on page 4 of Schedule 8, a downward adjustment of 0.71% to the

66

See Schedule 5, pp. 9-10.

53



10

11

12

13

14

15

16

17

18

19

20

prospective bond yield is necessary to reflect the difference in ratings®” which results in a
projected Baa corporate bond yield of 5.12%. When the beta-adjusted risk premium of
6.17%® relative to the Non-Price Regulated Proxy Group is added to the prospective A3-

rated corporate bond yields of 5.12%, the indicated RPM cost rate is 11.29%.

Page 6 of Schedule 8 contains the details of the application of the traditional CAPM and
ECAPM to the Non-Price Regulated Proxy Group. As shown, the mean and median
traditional CAPM and ECAPM results are 10.89%/10.83% for the Non-Price Regulated

Proxy Group which, when averaged, result in an indicated CAPM cost rate of 10.86%.%°

What is your conclusion of the cost rate of common equity for the Non-Price
Regulated Proxy Group?

It is 11.13%, as shown on page 1 of Schedule 8. The results of the DCF, RPM and CAPM
applied to the Non-Price Regulated Proxy Group are 11.16%, 11.29% and 10.86%,
respectively. Based upon these results, I will rely upon the average of the mean and
median results of the three models, which is 11.13% for the Non-Price Regulated Proxy

Group.

Please summarize the indicated common equity cost rate based upon your proxy
group findings.

As shown on Schedules 4, 5, 6 and 8, indicated cost rates of common equity were derived
using the DCF, CAPM and RPM methods applied to the market data of an Electric Proxy

Group and a Non-Price Regulated Proxy Group similar in total risk to the Electric Proxy

67
68
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As shown on Line 2 and explained in Note 2 on page 4 of Schedule 7.
Derived on Schedule 7, p. 5.
(10.86% = (10.89% + 10.83%) / 2).
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VI.

Group. Based upon an average of the mean and median of these results, I conclude that
the indicated cost rate of common equity is 10.14%, rounded to 10.15%. In averaging the
mean and median, I have not only considered the results of each cost of common equity
model, but have mitigated the effect of outliers on either the high or the low side. Note
that the indicated common equity cost rate of 10.15% is exclusive of the recognition of
flotation costs and necessary company-specific adjustments for relative size and credit

risk.

ADJUSTMENTS

A. Flotation Cost Adjustment

What are flotation costs?
Flotation costs are those costs associated with the sale of new issuances of common
stock. They include market pressure and the essential costs of issuance (e.g.,

underwriting fees and out-of-pocket costs for printing, legal, registration, etc.).

Why is it important to recognize flotation costs in the allowed common equity cost
rate?

It is important because there is no other mechanism in the ratemaking paradigm by which
such costs can be recovered. Because these costs are real and legitimate, recovery of

these costs should be permitted. As noted by Dr. Morin:

The costs of issuing these securities are just as real as operating and
maintenance expenses or costs incurred to build utility plants, and fair
regulatory treatment must permit recovery of these costs....
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The simple fact of the matter is that common equity capital is not
free....[Flotation costs] must be recovered through a rate of return
adjustment.7o

Should flotation costs be recognized only when there is an equity issuance during
the test year or shortly after the test year?

No. As noted above, there is no mechanism to recapture such costs in the ratemaking
paradigm other than an adjustment to the allowed common equity cost rate. Flotation
costs are charged to capital accounts and are not expensed on a utility’s income
statement. As such, flotation costs are analogous to capital investments reflected on the
balance sheet. Recovery of capital investments relates to the expected useful lives of the
investment. Since common equity has a very long and indefinite life (assumed to be
infinity in the standard regulatory DCF model), flotation costs should be recovered
through an adjustment to the common equity cost rate even when there has not been an
issuance during the test year or in the absence of an expected imminent issuance of

additional shares of common stock.

Historical flotation costs are a permanent loss of investment to the utility and should be
accounted for. When any company, including a utility, issues common stock, flotation
costs are incurred for legal, accounting, printing fees and the like. For each dollar of
issuing market price, a small percentage is expensed and is permanently unavailable for
investment in utility rate base. Since these expenses are charged to capital accounts and
not expensed on the income statement, the only way to restore the full value of that dollar
of issuing price with an assumed investor required return of 10% is for the net

investment, $0.95, to earn more than 10% to net back to the investor a fair return on that

70

Morin 321.
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dollar. In other words, if a company issues stock at $1.00 with 5% in flotation costs, it
will net $0.95 in investment. Assuming the investor in that stock requires a 10% return
on his or her invested $1.00 (i.e., a return of $0.10), the company needs to earn

approximately 10.5% on its invested $0.95 to receive a $0.10 return.

Do the common equity cost rate models you use in your analyses already reflect
investors’ anticipation of flotation costs?

No. These models assume no transaction costs. The literature is quite clear that these
costs are not reflected in market prices paid for common stocks. For example, Brigham
and Daves confirm this and provide the methodology utilized to calculate the flotation
adjustment.”' In addition, Dr. Morin confirms the need for such an adjustment even
when no new equity issuance is imminent.”? Consequently, it is proper to include a
flotation cost adjustment when using cost of common equity models to estimate the

common equity cost rate.

How did you calculate the flotation cost allowance?

I modified the DCF calculation to provide a dividend yield that would reimburse
investors for issuance costs in accordance with the method cited in literature by Brigham
and Daves as well as Morin. The flotation cost adjustment recognizes the costs of issuing
equity that were incurred by FirstEnergy Corp. since August 2003. Based upon the
issuance costs shown on page 1 of Schedule 9, an adjustment of 0.27% is required to
reflect the flotation costs applicable to the Electric Proxy Group as shown on Schedule 2

and Table 2 below:

71
72

Brigham and Daves 342.
Morin 327-30.
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1 Table 2
2 Electric
3 Proxy Group
4
5
6 Discounted Cash Flow Model 8.80%"
7 Range: 6.33% - 12.31% (midpoint: 9.32%)
8 Risk Premium Model 10.51%
9 Range: 10.25% - 10.77% (midpoint: 10.51%)
10 Capital Asset Pricing Model 9.89%
11 Range: 8.53% - 10.83% (midpoint: 9.68%)
12 Cost of Common Equity Models Applied to
13 the Non-Price Regulated Proxy Group 11.13%
14 Range: 10.86% - 11.29% (midpoint: 11.07%)
15
16 Indicated Common Equity Cost Rate
17 Before Adjustment 10.15%"
18
19 Flotation Costs 0.27%
20
21 Indicated Common Equity Cost Rate
22 for the Electric Proxy Group
23 before Company-Specific Risk Adjustments 10.42%
24 _
25
26 B. Adjustments For Company-Specific Risk Factors
27 Q. Does Met-Ed face any unique business risk relative to the Electric Proxy Group?

28 A Yes. Met-Ed is smaller than the average company in the Electric Proxy Group based

29 upon estimated market capitalization as shown in Table 3 below:

B As discussed earlier in my testimony, the current DCF model understates the required return on common

equity by as much as 360 basis points due to a highly unusual and, in all likelihood temporary, convergence
of historically anomalous market conditions. Accordingly, the results of that model should be given only
very limited weight in deriving a reasonable ROE in this proceeding.

Based upon an average of the mean and median of the results of the DCF, CAPM and RPM methods
applied to the market data of the Electric Proxy Group and a Non-Price Regulated Proxy Group, 10.14%,
rounded to 10.15%. By doing so, I have not only considered the results of each cost of common equity
model, but have mitigated the effect of outliers on either the high or the low side.
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Table 3
Times
Market Greater than
Capitalization (1)  the Company
($ Millions)
Met-Ed $1,337.390
Electric Proxy Group $9,647.332 7.2X

(1) From page 1 of Schedule 10.

As shown above, Met-Ed’s estimated market capitalization of $1.337 billion is much less
than the average market capitalization of the Electric Proxy Group, $9.647 billion, as of
January 29, 2016. Consequently Met-Ed has greater relative business risk because, all
else being equal, size has a bearing on risk. Since investors demand a higher return in
compensation for assuming greater risk, Met-Ed’s greater relative business risk must be
reflected in the cost of common equity derived from the market data of the less business

risky Electric Proxy Group.

How does a company’s size have a bearing on business risk?

Generally because smaller companies are less able to cope with significant events that
affect sales, revenues and earnings. For example, smaller companies face more risk
exposure to business cycles and economic conditions, both nationally and locally.
Additionally, the loss of revenues from a few larger customers can have a greater effect
on a small company than on a much bigger company with a larger, more diverse,

customer base,

Further evidence that smaller firms are more risky is the fact that investors demand

greater returns to compensate for the lack of marketability and liquidity of the securities
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of smaller firms. The fact that it is the use of funds invested, and not the source of those

funds, which gives rise to the risk of any investment is a basic financial principle.75

Blrigham76 states:

A number of researchers have observed that portfolios of small-firms have
earned consistently higher average returns than those of large-firms
stocks; this is called “small-firm effect.” On the surface, it would seem to
be advantageous to the small firms to provide average returns in a stock
market that are higher than those of larger firms. In reality, it is bad news
for the small firm; what the small-firm effect means is that the capital
market demands higher returns on stocks of small firms than on otherwise
similar stocks of the large firms.
Consistent with the financial principle of risk and return discussed above, such increased
risk due to small size must be taken into account in the allowed rate of return on common
equity. Therefore, the Commission should authorize a cost of common equity in this

proceeding that appropriately reflects Met-Ed’s relevant risks, including the impact of its

small size.

Is there a way to quantify a business risk adjustment due to Met-Ed’s small size
relative to the Electric Proxy Group?

Yes. An indication of the magnitude of such an adjustment for the greater relative
business risk due to smaller relative size is based upon the size premiums for decile
portfolios of New York Stock Exchange (NYSE), American Stock Exchange (AMEX)

and NASDAQ listed companies for the 1926-2014 period and related data from Duff &

Phelps 2015 Valuation Handbook Guide to Cost of Capital — Market Results through

75

76

Brealey, Richard A. and Myers, Stewart C., Principles of Corporate Finance (McGraw-Hill Book
Company, 1996) 204-205, 229.

Brigham, Eugene F., Fundamentals of Financial Management, Fifth Edition (The Dryden Press, 1989) 623
(italics added).
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2014 (D&P — 2015). The size premium for the 3™ decile (0.91%) in which the market

capitalization of the Electric Proxy Group falls has been compared with the size premium
for the 7" decile (1.71%) in which the estimated market capitalization of Met-Ed falls.
As shown on page 1 of Schedule 10, the size premium spread between the 3™ and 7™
deciles is 0.80%. In view of the foregoing, I am recommending a business risk

adjustment of 0.10% to reflect Met-Ed’s smaller size relative to the Electric Proxy Group.

Is there a way to quantify a credit risk adjustment due to Met-Ed’s Moody’s bond
rating of Baal?

Yes. Met-Ed’s Moody’s issuer credit rating is Baal.”’ In contrast, the average Moody’s
issuer credit rating for the Electric Utility Group is A3 as shown on page 4 of Schedule 5.
Consequently, Met-Ed has greater credit risk than the Electric Proxy Group. An
indication of the magnitude of the necessary upward credit risk adjustment to reflect the
greater credit risk inherent in a Moody’s Baal issuer credit rating relative to an A3 issuer
credit rating is one-third of a recent three-month average yield spread between Moody’s

A and Baa2-rated public utility bonds of 1.20%"® or 0.40%.”°

CONCLUSION OF COMMON EQUITY COST RATE

What is your recommended common equity cost rate?
In view of the foregoing, I have adjusted the flotation cost adjusted indicated common
equity cost rate of 10.42% upward by 0.10% to reflect Met-Ed’s smaller size relative to

the Electric Proxy Group and by 0.40% to reflect its greater credit risk relative to the

77
78
79

Moody’s Investor Services, December 10, 2015.
Shown Schedule 5, p. 4.
0.40% = 1.20% * (1/3).
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Electric Proxy Group. These adjustments result in a common equity cost rate applicable
to Met-Ed of 10.92%, rounded to 10.90%. Consequently, I recommend that the
Commission provide Met-Ed with the opportunity to earn a common equity cost rate of
10.90% on its jurisdictional rate base. My recommendation is derived on Schedule 2 and

summarized in Table 4 below:

Table 4
Electric
Proxy Group

Indicated Common Equity Cost Rate

for the Electric Proxy Group 10.42%

before Company Specific Risk

Adjustments*®
Business Risk Adjustment 0.10
Credit Risk Adjustment .40
Indicated Common Equity Cost Rate

After Adjustment 10.92%
Recommended Common Equity

Cost Rate 10.90%

* Inclusive of flotation costs.

In my opinion, this return is reasonable, if not conservative, given current capital market
conditions and, if achieved, would provide Met-Ed with sufficient earnings to attract

necessary new capital.

Does that conclude your direct testimony?

Yes.

DB1/87374236.3 62
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Pauline M. Ahern, CRRA
Partner
Sussex Economic Advisors, LLC

Ms. Ahern has served as a consultant for investor-owned and municipal utilities and authorities for 28
years. As a Certified Rate of Return Analyst (CRRA), she has extensive experience in rate of return
analyses, including the development of ratemaking capital structure ratios, senior capital cost rates, and
the cost rate of common equity for regulated public utilities. She has testified as an expert witness before
30 regulatory commissions in the U.S. and Canada.

She also maintains the benchmark index against which the American Gas Association’s (AGA) Mutual
Fund performance is measured. Ms. Ahern has also served as President of the Society of Utility
Regulatory and Financial Analysts (SURFA) from 2006-2010 and now sits on its Board of Directors.
SURFA is a non-profit organization founded to promote the education and understanding of rate of return
analysis which represents utility financial analysts in government, the financial community, industry and
academia. She also serves on the Finance/Accounting/Taxation Committees of the National Association
of Water Companies. Ms. Ahern is also a member of the Advisory Council, Financial Research Institute,
University of Missouri - Robert J. Trulaske, Sr. School of Business. She is also a member of Edison
Electric Institute’s Cost of Capital Working Group.

PROFESSIONAL HISTORY

Sussex Economic Advisors, LL.C (2015 — Present)
Partner

AUS Consultants (1988 — 2015)
Principal

e Offered testimony as an expert witness on the subjects of fair rate of return, cost of capital
and related issues before state public utility commissions.

e Provided assistance and support to clients throughout the entire ratemaking litigation
process; supervision of the financial analyst and administrative staff in the preparation of fair
rate of return and cost of capital testimonies and exhibits which are filed along with expert
testimony before various state and federal public utility regulatory bodies as well as the
preparation of interrogatory responses, as well as rebuttal exhibits.

e Responsible for the production, publishing, and distribution of the AUS Utility Reports (formerly
C. A. Turner Utility Reports), which has provided financial data and related ratios for about 80
public utilities (i.e., electric, combination gas and electric, natural gas distribution, natural gas
transmission, telephone, and water utilities, on a monthly, quarterly and annual basis) since
1930. Subscribers include utilities, many state regulatory commissions, federal agencies,
individuals, brokerage firms, attorneys, as well as public and academic libraries.

e Responsible for maintaining and calculating the performance of the AGA Index, a market
capitalization weighted index of the common stocks of the approximately 70 corporate
members of the AGA, which serves as the benchmark for the AGA Gas Utility Index Fund.

Assistant Vice President
e Prepared fair rate of return and cost of capital exhibits which were filed along with expert
testimony before various state and federal public utility regulatory bodies; supporting
exhibits include the determination of an appropriate ratemaking capital structure and the
development of embedded cost rates of senior capital and also support the determination of a
recommended return on common equity through the use of various market models, such as,
but not limited to, Discounted Cash Flow analysis, Capital Asset Pricing Model and Risk

SUSSEX ECONOMIC ADVISORS, LLC PAGE A-1
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Premium Methodology, as well as an assessment of the risk characteristics of the client
utility.

» Assisted in the preparation of responses to any interrogatories received regarding such
testimonies filed on behalf of client utilities. Following the filing of fair rate of return testimonies,
assisted in the evaluation of opposition testimony in order to prepare interrogatory questions,
areas of cross-examination, and rebuttal testimony and evaluated and assisted in the
preparation of briefs and exceptions following the hearing process.

e Submitted testimony before state public utility commissions regarding appropriate capital
structure ratios and fixed capital cost rates.

Senior Financial Analyst
e Supervised two analysts and assisted in the preparation of fair rate of return and cost of
capital exhibits which are filed along with expert testimony before various state and federal

public utility regulatory bodies; the team also assisted in the preparation of interrogatory
responses.

o Evaluated the final orders and decisions of various commissions to determine whether further
actions were warranted and to gain insight which assisted in the preparation of future rate
of return studies.

» Assisted in the preparation of an article authored by Frank J. Hanley and A. Gerald Harris
entitled "Does Diversification Increase the Cost of Equity Capital?" published in the July 15, 1991
issue of Public Utilities Fortnightly.

Administrator of Financial Analysis for AUS Utility Reports

e Oversaw the preparation of this monthly publication, as well as the accompanying annual
publication, Financial Statistics - Public Utilities.

Financial Analyst
* Assisted in the preparation of fair rate of return studies including capital structure
determination, development of senior capital cost rates, determination of an appropriate
rate of return on equity, preparation of interrogatory responses, interrogatory questions of
the opposition, areas of cross-examination and rebuttal testimony, as well as preparation of
the annual publication C. A. Turner Utility Reports - Financial Statistics - Public Utilities.

Research Dept. of the Regional Economics Division of the Federal Reserve Bank of Boston
(1973 — 1975)

Research Assistant
¢ Involved in the development and maintenance of econometric models to simulate regional
economic conditions in New England in order to study the effects of, among other things, the
energy crisis of the early 1970's and property tax revaluations on the economy of New
England. | was also involved in the statistical analysis and preparation of articles for the New
England Economic Review. Also, | was Assistant Editor of New England Business Indicators.

Office of the Assistant Secretary for International Affairs, U.S. Treasury Department,
Washington, D.C. (1972)

Research Assistant

e Developed and maintained econometric models which simulated the economy of the United
States in order to study the results of various alternate foreign trade policies so that national
trade policy could be formulated and recommended.

EDUCATION
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M.B.A., Rutgers University, High Honors, 1991
B.A., Clark University, Honors, 1973

DESIGNATIONS AND PROFESSIONAL AFFILIATIONS

Advisory Council
Financial Research Institute
University of Missouri’s Trulaske School of Business
Edison Electric Institute
Cost of Capital Working Group
National Association of Water Companies
Member of the Finance/Accounting/Taxation and Rates and Regulation Committees
Society of Utility and Regulatory Financial Analysts
Member, Board of Directors — 2010-2014 President — 2006-2008 and 2008-2010
Secretary/Treasurer — 2004-2006
American Finance Association
Financial Management Association

SPEAKING ENGAGEMENTS

“L eadership in the Financial Services Sector”, Guest Professor — Cost of Capital, Business Leader
Development Program, Rutgers University School of Business, February 20, 2015, Camden, NJ.

“ROE: Trends & Analysis”, American Gas Association, AGA Mini-Forum for the Financial Analysts
Community & Finance Committee Meeting, September 11, 2014, The Princeton Club, New York, NY.

Guest Professor, “Measuring Risk”, Asset Supervision and Administration Commission of the State
Council of the Peoples’ Republic of China, Rutgers School of Business, July 21, 2014, New Brunswick,
NJ.

Instructor, “Cost of Capital 101", EPCOR Water America, Inc., Regulatory Management Team, June 9,
2014, Phoenix, AZ.

Moderator: Society of Utility Financial Analysts: 46th Financial Forum — “The Rating Agencies’
Perspectives: Regulatory Mechanisms and the Regulatory Compact’, April 22-25, 2014, Indianapolis, IN.

“The Return on Equity Debate: Its Impact on Budgeting and Investment and Wall Street’s View of Risk”,
National Association of Water Companies — 2014 Indiana Chapter Water Summit, March 13, 2014,
Indianapolis, IN.

“Regulatory Training in Financing, Planning, Strategies and Accounting Issues for Publicly- and Privately-
Owned Water and Wastewater Utilities”, New Mexico State University Center for Public Utilities, October
13-18, 2013, Instructor (Cost of Capital).

“Regulated Utilities — Access to Capital”, (panelist) - Innovation: Changing the Future of Energy, 2013
Deloitte Energy Conference, Deloitte Center for Energy Solutions, May 22, 2013, Washington, DC.

“Comparative Evaluation of the Predictive Risk Premium Model, the Discounted Cash Flow Model and the
Capital Asset Pricing Model for Estimating the Cost of Common Equity”, (co-presenter with Richard A
Michelfelder, Ph.D., Rutgers University) — Advanced Workshop in Regulation and Competition, 32™
Annual Eastern Conference of the Center for Research in Regulated Industries (CRRI), May 17, 2013,
Rutgers University, Shawnee on the Delaware, PA.
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“Decoupling: Impact on the Risk and Cost of Common Equity of Public Utility Stocks”, before the Society of
Utility and Regulatory Financial Analysts: 45th Financial Forum, April 17-18, 2013, Indianapolis, IN.

“Issues Surrounding the Determination of the Allowed Rate of Return”, before the Staff Subcommittee on
Electricity of the National Association of Regulatory Utility Commissioners, Winter 2013 Committee
Meetings, February 3, 2013, Washington, DC.

“Leadership in the Financial Services Sector”, Guest Professor — Cost of Capital, Business Leader
Development Program, Rutgers University School of Business, February 1, 2013, Camden, NJ.

“Analyst Training in the Power and Gas Sectors”, SNL Center for Financial Education, Downtown
Conference Center at Pace University, New York City, December 12, 2012, Instructor (Financial Statement
Analysis).

“Regulatory Training in Financing Planning, Strategies and Accounting Issues for Publicly and Privately
Owned Water and Wastewater Utilities”, New Mexico State University Center for Public Utilities, October
14-19, 2012, Instructor (Cost of Financial Capital).

“Application of a New Risk Premium Model for Estimating the Cost of Common Equity”, Co-Presenter with
Dylan W. D’Ascendis, CRRA, AUS Consultants, Edison Electric Institute Cost of Capital Working Group,
October 3, 2012, Webinar.

“Application of a New Risk Premium Model for Estimating the Cost of Common Equity”, Co-Presenter with
Dylan W. D'Ascendis, CRRA, AUS Consultants, Staff Subcommittee on Accounting and Finance of the
National Association of Regulatory Commissioners, September 10, 2012, St. Paul, MN.

*Analyst Training in the Power and Gas Sectors”, SNL Center for Financial Education, Downtown
Conference Center at Pace University, New York City, August 7, 2012, Instructor (Financial Statement
Analysis).

“‘Advanced Regulatory Training in Financing Planning, Strategies and Accounting Issues for Publicly and
Privately Owned Water and Wastewater Utilities”, New Mexico State University Center for Public Utilities,
May 13-17, 2012, Instructor (Cost of Financial Capital).

“A New Approach for Estimating the Equity Risk Premium Applied to Public Utilities”, before the Finance
and Regulatory Committees of the National Association of Water Companies, March 29, 2012, Telephonic
Conference.

*A New Approach for Estimating the Equity Risk Premium Applied to Public Utilities”, (co-presenter with
Frank J. Hanley, Principal and Director, AUS Consultants) before the Water Committee of the National
Association of Regulatory Utility Commissioners’ Winter Committee Meetings, February 7, 2012,
Washington, DC.

“A New Approach for Estimating the Equity Risk Premium Applied to Public Utilities”, (co-presenter with
Richard A. Michelfelder, Ph.D., Rutgers University and Frank J. Hanley, Principal and Director, AUS
Consultants) before the Wall Street Utility Group, December 19, 2011, New York City, NY.

“Advanced Cost and Finance Issues for Water”, (co-presenter with Gary D. Shambaugh, Principal &
Director, AUS Consultants), 2011 Advanced Regulatory Studies Program — Ratemaking, Accounting and
Economics, September 29, 2011, Kellogg Center at Michigan State University ~ Institute for Public Utilities,
East Lansing, M.

“Public Utility Betas and the Cost of Capital”, (co-presenter with Richard A. Michelfelder, Ph.D., Rutgers
University) — Advanced Workshop in Regulation and Competition, 30th Annual Eastern Conference of the
Center for Research in Regulated Industries (CRRI), May 20, 2011, Rutgers University, Skytop, PA.
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Moderator: Society of Utility and Regulatory Financial Analysts: 43rd Financial Forum - “Impact of Cost
Recovery Mechanisms on the Perception of Public Utility Risk”, April 14-15, 2011, Washington, DC.

“A New Approach for Estimating the Equity Risk Premium for Public Utilities”, (co-presenter with Richard
A. Michelfelder, Ph.D., Rutgers University) — Hot Topic Hotline Webinar, December 3, 2010, Financial
Research Institute of the University of Missouri.

“A New Approach for Estimating the Equity Risk Premium for Public Utilities”, (co-presenter with Richard
A. Michelfelder, Ph.D., Rutgers University) before the Indiana Utility Regulatory Commission Cost of
Capital Task Force, September 28, 2010, Indianapolis, IN.

Tomorrow's Cost of Capital: Cost of Capital Issues 2010, Deloitte Center for Energy Solutions, 2010
Deloitte Energy Conference, “Changing the Great Game: Climate, Customers and Capital”, June 7-8,
2010, Washington, DC.

“A New Approach for Estimating the Equity Risk Premium for Public Utilities”, (co-presenter with Richard

A. Michelfelder, Ph.D., Rutgers University) — Advanced Workshop in Regulation and Competition, 29th
Annual Eastern Conference of the Center for Research in Regulated Industries (CRRI), May 20, 2010,
Rutgers University, Skytop, PA.

Moderator: Society of Utility and Regulatory Financial Analysts: 42nd Financial Forum — “The Changing
Economic and Capital Market Environment and the Utility Industry”, April 29-30, 2010, Washington, DC.

“A New Model for Estimating the Equity Risk Premium for Public Utilities” (co-presenter with Richard A.
Michelfelder, Ph.D., Rutgers University) — Spring 2010 Meeting of the Staff Subcommittee on Accounting
and Finance of the National Association of Regulatory Utility Commissicners, March 17, 2010,

Charleston, SC.

“New Approach to Estimating the Cost of Common Equity Capital for Public Utilities” (co-presenter with
Richard A. Michelfelder, Ph.D., Rutgers University) - Advanced Workshop in Regulation and Competition,
28th Annual Eastern Conference of the Center for Research in Regulated Industries (CRRI), May 14,
2009, Rutgers University, Skytop, PA.

Moderator: Society of Utility and Regulatory Financial Analysts: 41st Financial Forum — “Estimating the
Cost of Capital in Today’s Economic and Capital Market Environment”, April 16-17, 2009, Washington, DC.

“Water Utility Financing: Where Does All That Cash Come From?”, AWWA Pre-Conference Workshop:
Water Utility Ratemaking, March 25, 2008, Atlantic City, NJ.

PAPERS

“Comparative Evaluation of the Predictive Risk Premium Model™, the Discounted Cash Flow Model and
the Capital Asset Pricing Model”, co-authored with Richard A. Michelfelder, Ph.D., Rutgers University,
Dylan W. D'Ascendis, and Frank J. Hanley, The Electricity Journal, May, 2013.

“A New Approach for Estimating the Equity Risk Premium for Public Utilities”, co-authored with Frank J.
Hanley and Richard A. Michelfelder, Ph.D., Rutgers University, The Journal of Regulatory Economics
(December 2011), 40:261-278.

“Comparable Earnings: New Life for Old Precept” co-authored with Frank J. Hanley, Financial Quarterly
Review, (American Gas Association), Summer 1994.
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CAPITALIZATION STATISTICS

AMOUNT OF CAPITAL EMPLOYED
TOTAL PERMANENT CAPITAL
SHORT-TERM DEBT

TOTAL-CAPITAL EMPLOYED

INDICATED AVERAGE CAPITAL COST RATES (2)

TOTAL DEBT
PREFERRED STOCK

CAPITAL STRUCTURE RATIOS

BASED ON TOTAL PERMANENT CAPITAL:
LONG-TERM DEBT
PREFERRED STOCK
COMMON EQUITY
TOTAL

BASED ON TOTAL CAPITAL:
TOTAL DEBT, INCLUDING SHORT-TERM
PREFERRED STOCK
COMMON EQUITY
TOTAL

DIVIDEND PAYOUT RATIO

RATE OF RETURN ON AVERAGE BOOK COMMON EQUITY

TOTAL DEBT / EBITDA (3)

FUNDS FROM OPERATIONS / TOTAL DEBT (4)

JOTAL DEBT / TOTAL CAPITAL

Met-Ed Exhibit PMA-1

Schedule 1
Metropolitan Edison Compan
CAPITALIZATION AND FINANCIAL STATISTICS (1)
2010 - 2014, Inclusive
2014 013 2012 2011 2010
(MILLIONS OF DOLLARS)
$ 1,641,761 $ 1,575.387 $1,528.121 $ 1,534.877 $ 1.829.561
24.348 92.111 46.250 21.092 124.079
$ 1,666.110 $ 1,667.498 $1,574.371 $ 1,555.969 $ 1,953.640
577 % 653 % 6.92 % 6.56 % 460 %
5 YEAR
AVERAGE
51.71 % 49.39 % 47.67 % 47.45 % 40.58 % 47.36 %
48.29 5061 52.33 52.55 59.42 52.64
10000 % 10000 % 10000 % 100,00 % 10000 % 10000 %
5242 % 5219 % 49.20 % 48.16 % 4436 % 49.27 %
47 .58 47.81 50.80 51.84 55.64 50,73
10000 % 100,00 % 100,00 % 100,00 % 10000 % 10000 %
- % - % - % 36.82 % 5172 % 1771 %
556 % (2.86) % 522 % 717 % 541 % 410 %
467 x 13.46 x 373 x 3.46 x 4.36 x 594 x
4.91 % {2.70) % 538 % 8.87 % 6.45 % 4.58 %
52.42 % 5218 % 49.20 % 48.16 % 44.36 % 49.27 %

Notes:

(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved results for each individual
company in the group, and are based upon financial statements as originally reported in each year.

(2) Computed by relating actual total debt interest or preferred stock dividends booked to average of beginning and ending

total debt or preferred stock reported to be outstanding.

(3) Total debt as a percentage of EBITDA (Earnings before Interest, Income Taxes, Depreciation and Amortization)

(4) Funds from operations (sum of net income, depreciation, amortization, net deferred income tax and investment tax
credits, less total AFUDC) plus interest charges as a percentage of total debt.

Source of Information:  Company Annual Reports
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Schedule 2
Brief Summary of Common Equity Cost Rate
Proxy Group of
Eighteen Electric
Line No. Principal Methods Companies
1. Discounted Cash Flow Model (DCF) (1) 8.80 %
2. Risk Premium Model (RPM) (2) 10.51
3. Capital Asset Pricing Model (CAPM] (3) 9.89
Market Models Applied to Comparable Risk, Non-Price
4. Regulated Companies (4) 11.13
5 Indicated Common Equity Cost Rate before Flotation
' Costs: 1015 %
6. Flotation Cost Adjustment (5) 0.27
. Indicated Common Equity Cost Rate before Company-
' Specific Adjustments: 1042 %
8. Business Risk Adjustment (6) 0.10
9. Credit Risk Adjustment {7) 0.40
Indicated Common Equity Cost Rate after Company-
10. Specific Adjustments: 10.92 %
11. Recommended Common Equity Cost Rate 10.90 %
Notes: (1)} From Schedule 4.

(2) From page 1 of Schedule 5.

(3) From Schedule 6.

(4) From page 1 of Schedule 8.

(5) From page 1 of Schedule 9.

(6) Business risk adjustment to reflect Metropolitan Edison Company's greater business
risk due to its small size relative to the proxy group as detailed in the accompanying
direct testimony.

(7) Credit risk adjustment to reflect the riskier credit rating of the Company, Baal,

compared with the average credit rating of the proxy group, A3. The 40 basis point
upward adjustment is 1/3 of the recent 120 basis point spread between A and Baa
rated public utility bond yields as shown on page 4 of Schedule 5.



CAPITALIZATION STATISTICS

AMOUNT OF CAPITAL EMPLOYED
TOTAL PERMANENT CAPITAL
SHORT-TERM DEBT

TOTAL CAPITAL EMPLOYED

INDICATED AVERAGE CAPITAL COST RATES (2)
TOTAL DEBT
PREFERRED STOCK

CAPITAL STRUCTURE RATIOS
BASED ON TOTAL PERMANENT CAPITAL:
LONG-TERM DEBT
PREFERRED STOCK
COMMON EQUITY
TOTAL

BASED ON TOTAL CAPITAL:
TOTAL DEBT, INCLUDING SHORT-TERM
PREFERRED STOCK
COMMON EQUITY
TOTAL

EINANCIAL STATISTICS

FINANCIAL RATIOS - MARKET BASED

Met-Ed Exhibit PMA-1
Schedule 3
Page 1 of 4

PROXY GROUP OF EIGHTEEN ELECTRIC COMPANIES

CAPITALIZATION AND FINANCIAL STATISTICS (1)

2010 - 2014, Inclusive

]
O
=
B

2013 2012 2011
(MILLIONS OF DOLLARS)

)
=
o

|
|

$11,802.906  $11,171.607  $10,665.300  $10,565.066  $10,275.765
$384.188 $289 523 $304.191 $333.199 $258.972
£12277.004  $11.461130  $10960401  $10898265  $10.534737

496 % 532 % 560 % 581 % 577 %
7.03 7.30 5.33 6.47 5.15
SYEAR
AVERAGE
49.54 % 4873 % 4912 % 49.65 % 50.05 % 49.42 %
0.98 0.99 1.43 122 1.37 1.20
43.48 50.28 49.45 49.13 48.58 49.38

100.00 % 10090 % 100.00 % 100.00 % 100.00 % 100.00 %

50.84 % 50.12 % 50.57 % 50.890 % 51.35 % 50.76 %
0.95 0.96 1.39 1.19 1.33 1.16
48.21 48.92 48.04 47.91 47.32 48.08

% 400,00 % 100.00 % % % 100.00 %
100.00

EARNINGS / PRICE RATIO 613 % 592 % 523 % 737 % 7.55 % 6.44 %
MARKET / AVERAGE BOOK RATIO 160.88 145.92 130.21 118.44 104.38 131.97
DIVIDEND YIELD 3.52 3.72 411 4.40 4.83 412
DIVIDEND PAYOUT RATIO 56.26 64.97 59.40 56.48 68.32 61.09
RATE OF RETURN ON AVERAGE BOOK COMMON EQUITY 992 % 893 % 6.83 % 862 % 872 % 860 %
JOTAL DEBT / EBITDA (3) 377 X 368 X 3.56 X 3.86 X 405 X 378 X
EFUNDS FROM OPERATIONS / TOTAL DEBT (4) 2293 % 2392 % 2503 % 2425 % 2298 % 2382 %
TOTAL DEBT / TOTAL CAPITAL 50.84 % 50.12 % 50.57 % 50.90 % 51.35 % 50.76 %

Notes:

(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved results for each
individual company in the group, and are based upon financial statements as originally reported in each year.

(2) Computed by relating actual total debt interest or preferred stock dividends booked to average of beginning and
ending total debt or preferred stock reported to be outstanding.

(3) Total debt relative to EBITDA (Earnings before Interest, Income Taxes, Depreciation and Amortization).

(4) Funds from operations (sum of net income, depreciation, amortization, net deferred income tax and investment tas
credits, less total AFUDC) plus interest charges as a percentage of total debt.

Source of Information: -Metrix Database

Company SEC Form 10-K



ALLETE, Inc.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Alliant Energy

Corp.
Long-Term Debt

Preferred Stock
Common Equity
Total Capital

ren Corp.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Met-Ed Exhibit PMA-1

American Electric

Power Co., Inc,
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Consolidated
Edison, Inc.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Edison
[nternational
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Schedule 3
Page 2 of 4
Capital Structure Based upon Total Permanent Capital for the
Proxy Group of Eighteen Electric Companies
2010 - 2014, Inclusive
5YEAR
2014 2013 2012 2011 2010 AVERAGE
46.05 % 4526 % 4588 % 4444 % 4435 % 45.20 %
0.00 0.00 0.00 0.00 0.51 0.10
53.95 54.74 54.12 55.56 55.14 54.70
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
51.02 % 4894 % 4737 % 4456 %  44.87 % 47.35 %
2.69 2.93 3.12 3.41 4.08 3.25
46.29 48.13 49,51 52.03 51.05 49.40
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
4765 % 4745 % 5078 % 45.94 %  48.65 % 48.09 %
1.09 1.12 1.10 1.00 1.00 1.06
51.26 51.43 48.12 53.06 50.35 50.85
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
5263 % 5333 % 53.82 % 5297 % 5513 % 53.58 %
0.00 0.00 0.00 0.00 0.20 0.04
47.37 46.67 46,18 47.03 44.67 46.38
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
4922 % 4726 % 4757 % 4737 % 4819 % 4792 %
0.00 0.00 0.00 0.94 0.96 0.38
50.78 52.74 52.43 51.69 50.85 51.70
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
4527 % 4714 % 4520 % 5536 % 5193 % 48.98 %
8.52 7.93 8.61 415 3.81 6.60
46.21 4493 46.19 40.49 44.26 4442
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %




El Paso Electric

Company
Long-Term Debt

Preferred Stock
Common Equity
Total Capital

Great Plains
Energy, Inc.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

IDACORP, Inc.

Met-Ed Exhibit PMA-1

Long-Term Debt

Preferred Stock

Common Equity
Total Capital

OGE Energy Corp.

Long-Term Debt

Preferred Stock

Common Equity
Total Capital

Otter Tail Corp.

Long-Term Debt

Preferred Stock

Common Equity
Total Capital

PG&E Corp.

Long-Term Debt

Preferred Stock

Common Equity
Total Capital

Pinnacle West
Capital Corp.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Scheduie 3
Page 3 of 4
Capital Structure Based upon Total Permanent Capital for the
roxy Gr of Eigh Electric Companie
2010 - 2014, Inclusive
5 YEAR
2014 2013 2012 2011 2010 AVERAGE
53.87 % 51.44 % 54.78 % 52.78 % 51.32 % 52.84 %
0.00 0.00 0.00 0.00 0.00 0.00
46.13 48.56 45.22 47.22 48.68 47.16
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
50.09 9% 50.02 % 47.19 % 54,16 % 53.96 % 51.08 %
0.54 0.56 0.61 0.60 0.62 0.59
49,37 49,42 52.20 45.24 4542 48.33
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
45.21 % 46.56 46.59 47.25 51.19 47.36 %
0.12 0.12 0.13 0.13 0.12 0.12
54.67 53.32 53.28 52.62 48.69 52.52
100.00 % 100.00 100.00 100.00 100.00 100.00 %
4592 % 4414 48.11 49.26 49.61 4741 %
0.00 0.00 5.15 4.61 2.32 2.41
54.08 55.86 46.74 46.13 48.07 50.18
100.00 % 100.00 100.00 100.00 100.00 100.00 %
46.54 % 42.16 43.97 44.73 40.25 43,53 %
0.00 0.00 1.62 1.46 1.43 0.90
53.46 57.84 54.41 53.81 58.32 55.57
100.00 % 100.00 100.00 100.00 100.00 100.00 %
48.47 % 48.25 49,22 48.89 50.39 49.04 %
0.81 0.89 0.96 1.04 1.08 0.96
50.72 50.86 49.82 50.07 48.53 50.00
100.00 % 100.00 100.00 100.00 100.00 100.00 %
43.04 % 4346 44.75 46.60 48.68 45.30 %
1.91 1.90 1.74 1.48 1.25 1.66
55.05 54.64 53.51 51.92 50.07 53.04
100.00 % 100.00 100.00 100.00 100.00 100.00 %




PNM Resources,

Inc.

Long-Term Debt

Preferred Stock

Common Equity
Total Capital

Portland General
Electric Co.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

SCANA Corp.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Westar Energy.,
Inc.

Long-Term Debt

Preferred Stock

Common Equity
Total Capital

Met-Ed Exhibit PMA-1

Xcel Energy Inc.

Long-Term Debt

Preferred Stock

Common Equity
Total Capital

Proxy Gr of

Eighteen Electric
Companies
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Source of Informa

Schedule 3
Page 4 of 4
Capital Structure Based upon Total Permanent Capital for the
Prox of Eighteen Electric Companies
2010 - 2014, Inclusive
5YEAR
2014 2013 2012 2011 2010 AVERAGE
5239 9%  49.93 49.75 50.26 47.46 49.96 %
1.95 2.20 2.41 2.48 5.96 3.00
45.66 47.87 47.84 47.26 46.58 47.04
100.00 % 100.00 100.00 100.00 100.00 100.00 %
56.69 % 51.28 48.60 51.01 53.07 5213 %
0.00 0.03 0.06 0.09 0.20 0.08
43.31 48.69 51.34 48.90 46.73 47.79
100.00 % 100.00 100.00 100.00 100.00 100.00 %
53.32 % 53.88 55.21 54.47 54.80 54.34 %
0.00 0.00 0.00 0.00 0.00 0.00
46.68 46.12 44.79 45.53 45,20 45.66
100.00 % 100.00 100.00 100.00 100.00 100.00 %
50.81 % 52.86 51.32 49,71 53.80 51.70 %
0.10 0.09 0.24 0.57 0.53 0.31
49.09 47.05 48.44 49.72 45.67 47.99
100.00 % 100.00 100.00 100.00 100.00 100.00 %
5351 % 53.92 53.96 53.88 53.23 53.70 %
0.00 0.00 0.00 0.00 0.60 0.12
46.49 46.08 46.04 46.12 46,17 46.18
100.00 % 100.00 100.00 100.00 100.00 100.00 %
4954 % 4873 % 49.12 % 49.65 % 50.05 % 4942 %
0.98 0.99 1.43 1.22 1.37 1.20
4948 50.28 49,45 49.13 48.58 49.38
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

tion

Annual Forms 10-K
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Schedule 4
Page 1 of 20
Indicated Common Equity Cost Rate Using the Discounted Cash Flow Model for
the Proxy Group of Eighteen Electric Companies
[1] [2] [3] {4] [5] [6] {71 (8]
Yahoo!
Value Line Zack's Five Finance Average

Projected Reuters Mean Year Projected Projected Indicated

Average Five Year Consensus Projected Five Year Five Year Adjusted Common

Proxy Group of Eighteen Electric Dividend Growth in Projected Five Year ~ Growth Rate Growth in Growth in Dividend Equity Cost

Companies Yield (1) EPS (2) Growth Rate in EPS in EPS EPS EPS (3) Yield (4) Rate (5)

ALLETE, Inc. 412 % 650 % 500 % 500 % 500 % 538 % 423 % 961 %
Alliant Energy Corp. 3.85 6.00 5.55 5.40 5.55 5.63 3.96 9.59
Ameren Corp. 393 7.00 5.20 6.30 5.20 593 4.05 9.98
American Electric Power Co, Inc. 3.93 5.00 455 4,70 4.55 4,70 4.02 8.72
Consolidated Edison, Inc. 416 3.00 2.94 3.10 2.95 3.02 4.22 7.24
Edison International 3.21 3.50 (2.34) 4.40 NA 3.95 3.27 7.22
El Paso Electric Company 3.07 3.50 NA 6.70 7.00 573 3.16 8.89
Great Plains Energy, Inc. 390 5.00 5.07 5.80 5.07 5.24 4.00 9.24
IDACORP, Inc. 3.03 1.00 4.00 4.00 4.00 3.25 3.08 6.33
OGE Energy Corp. 4.28 3.00 217 5.70 2.17 3.26 4.35 7.61
Otter Tail Corp. 4.64 9.00 NA NA 6.00 7.50 481 12.31
PG&E Corp. 344 10.50 5.21 4.50 5.21 6.36 3.55 9.91
Pinnacle West Capital Corp. 394 4.00 495 4.80 4.95 4.68 4.03 8.71
PNM Resources, Inc. 299 9.00 9.30 7.70 9.30 8.83 3.12 11.95
Portland General Electric Co. 3.28 6.00 4.13 4.40 413 4.67 3.36 8.03
SCANA Corp. 3.64 4.50 4.45 4.50 4.45 4.48 3.72 8.20
Westar Energy, Inc. 3.46 6.00 3.50 3.60 350 4.15 3.53 7.68
Xcel Energy Inc. 357 4.50 4.84 5.00 484 4.80 3.54 8.34

Average 8.87 %

Median 872 %

Average of Mean and Median 8.80 %

NA= Not Available
NMF = Not Meaningful Figure

Notes:

(1) Indicated dividend at 01/29/2016 divided by the average closing price of the last 60 trading days ending 01/29/2016 for
each company.

(2) From pages 3 through 20 of this Schedule.

(3) Average of columns 2 through 5 excluding negative growth rates.

(4) This reflects a growth rate component equal to one-half the conclusion of growth rate {from calumn 6) x column 1 to
reflect the periodic payment of dividends (Gordon Model) as opposed to the continuous payment. Thus, for ALLETE, Inc,,
412% x (1+{1/2x 5.38%) ) = 4.23%,

(5) Column 6 + column 7.

Source of Information: Value Line Investment Survey
www.reuters.com Downloaded on 01/29/2016
www.zacks.com Downloaded on 01/29/2016
www.yahoo.com Downloaded on 01/29/2016
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Demonstration of the Inadequacy of
a DCF Return Rate Related to Book Value
When Market Value is Greater than Book Value

Based on the Proxy Group of
Eighteen Electric Companies

Column A Column B
Line No. Market Value Book Value
1. Per Share $ 4911 (1) $ 28.99 (2
2. DCF Cost Rate (3) 8.87% 8.87%
3. Return in Dollars (4) $ 4.356 $ 2571
4. Dividends (5) $ 1856 $ 1.856
5. Growth in Dollars (6) $ 2500 $ 0715
6. Return on Market Value (7) 8.87% 5.24%
7. Rate of Growth on Market Value (8) 5.09% 1.46%
Notes:
(1) Average price of the Electric Proxy Group as shown on page 2 of
Schedule 10.
(2) Average book value of the Electric Proxy Group as shown on page 2 of
Schedule 10.

(3) Average DCF cost rate from page 1 of this Schedule.

(4) Line 1 x Line 2.

(5) Dividends are based on a 3.78% adjusted dividend yield which is the
average adjusted dividend yield of the Electric Proxy Group.

(6) Line 3 - Line 4.
(7) Line 3/ Line 1.
(8) Line 7 / Line 1.
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1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 2008 2010 ;2011 {2012 {2013 [ 2014 | 2015 | 2016 | ©VALUE LINE PUB. LLC|18-20
- -- .- .- --| 2530 2450 2523 | 27.33| 24.57 | 2157 | 2534 | 2475 | 2440 | 2460 | 2477 | 30.60| 28.45 |Revenues persh 33.50
. - -- -- - 2971 3851 414 442 423 357 435 49 501 535| 568| 650 640 “CashFlow” persh 175
- - .- . 135 248| 277| 308 282 | 189 219 | 265| 258 | 263 290| 350| 320 Eamningspersh” 4.00
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- - - - - 252| 1719] 165| 148| 139 161 160 | 147] 159 186 | 17.2 | Bold figires are | Avg Ann’l PJE Ratio 130
- - .- - - 1.33 95 89 79 B4 107 102 921 101 1.05 91 Value|Line Relative P/E Ratio .80
| el e el ee| | 28% | 32% | 38% | A4% | 58% | 5.0% | 46% | 45% | 39% | 39% | U |Ayg Ann'l Divid Yield 45%
CAPITAL STRUCTURE as of 9/30/15 73741 7674 | 8417 | 801.0 | 759.1 | 907.0 | 9282 | 9512 | 10184 | 11368 | 17500 | 1400 |Revenues ($mill) 1675
Total Debt $1598.1 mill. Due in 5 Yrs $411.9 mill. 680 773 876 | B25| 610 | 753 | 938 | 971 1047| 1248| 165 155 |Net Profit (Smill) 195
:-LTT'?::;}E*;{’:;;?&';“"{ OX)LT Interest 644 mil. "Gy 4% |37.5% | 48% | 4.3% | 3.7% | 37.2% | 21.6% | 28.1% | 21.5% | 226% | 20.0% | 20.0% [Income Tax Rate 20.0%
Leases, Uncapitalized Annual rentals $13.4 mill A% | 14% | 66% | 58% | 12.8% | 89% | 27% | 5% | 44%| 63% | 30% 20% |AFUDC%toNetProfit | 20%
' P B 39.1% | 35.1% | 35.6% | 41.6% | 42.8% | 44.2% | 44.3% | 43.7% | 44.6% | 44.2% | 43.5% | 42.5% |Long-Term DebtRatlo | 41.0%
Pension Assets-12/14 $544.2 mill. ’ 60.8% | 64.9% | 64.4% | 584% | 57.2% | 55.8% | 55.7% | 56.3% | 55.4% | 55.8% | 56.5% | 57.5% |Common Equity Ratio 59.0%
Oblig. $714.5 mill. | "930,67 1025.6 | 11535 | 14154 | 1625.3 | 1747.6 | 1937.2 | 21346 | 24259 | 2682.2 | 3260 | 3330 |Total Capital ($mil) 3675
Pfd Stock None 860.4 | 9216 | 11045 | 13973 | 16227 | 18056 | 19827 | 23476 | 26765 | 32864 | 3675 | 3750 |Net Plant ($mil) 4075
Commaon Stock 48,965,562 shs. B0% | 86% | 86% | 6.1% | 48% | 54% | 60% | 56% | 53% | 52% | 6% 55% |Retum on TotalCapl | 6.5%
11.3% | 11.6% | 11.8% | 100% | 66% | 7.7% | 87% | 8.1% | 7.8% | 7.8% | 9.0% | 8.0% |Retum on Shr. Equity 9.0%
11.3% | 11.6% | 11.8% | 10.0% | 66% | 7.7% | 87% | 81% | 7.8% | 78% | 9.0% | 80% |RetumonComEquity® | 9.0%
MARKET CAP: $2.5 billion (Mid Cap) 52% | 5.0% | 58% | 39% | 5% | 15% | 29% | 23% | 22% | 25% | 4.0% | 3.0% |Retainedto ComEq 3.5%
ELECTRIC OPERATING STATISTICS 54% | 57% | 51% | 61% | 93% | 81% | 66% | 7% | 72% | 6% | &7% | 66% |AllDiv'ds to Net Prof 59%
Y, Change Retl Sels (KWH) ":_%1% 2911:1’ Tg BUSINESS: ALLETE, Inc. is the parent of Minnesota Power, which  projects. Acg'd U.S. Water Services 2/15. Has real estate operation
Avg. Indust U”(MWHM NA NA NA | supplies electricity to 146,000 customers in northeastem MN, & Su- in FL. Generating sources: coal & fignite, 56%; wind, 7%; other,
Avg. Indust, Revs, per KWH (¢) 524 545 6.09 | perior Water, Light & Power in nothwestem Wi. Electric rev. break-  3%; purchased, 34%. Fuel costs: 31% of revs. '14 deprec. rate:
g?egkaffyg‘;ﬁ ) %gg }(7;23 1%59 down: taconite mining/processing, 27%; paper/wood products, 9%;  2.9%. Has 1,600 employees. Chairman, President & CEO: Alan R.
Annual?.aoa'nggxo(‘%zl 790 NA  NA | otherindustrial, 7%; residential, 12%; commercial, 13%; wholesale, Hodnik. Inc.: MN. Address: 30 West Superior St, Duluth, MN
% Change Customers (avg) +5 NA NA | 10% other, 22%. ALLETE Clean Energy owns renewable energy  55802-2093. Tel.: 218-279-5000. Intemet: www.allete.com.
Fired Chage Cov. (%) 241 306 45| ALLETE's earnings will almost cer- waned. (Taconite is used in steelmaking.)
ANNUALRATES Past  Past Eatd'2-1a| tainly wind up significantly higher in These large electricity users had been run-
ofchange (persh)  10Yrs.  5¥s.  to's20 | 2015, thanks to a development fee for ning at full capacity for the past several
Revenues -.5% --  55% | the construction of a wind project. years, but are now expecting 80% of full-
poash Flow g% ﬁgﬁ’,ﬁ %% | The companys ALLETE Clean Energy demand levels for the first four months of
Bridesss NME  20% 30% | subsidiary is buildinF a wind project that 2016. The utility might be able to make u
Book Value 45% 50% 50% | it is selling to a utility in Nerth Dakota. for part of the shortfall through addition:
The company booked a progress payment whalesale power sales. The one positive
eﬁf;';, MaQrU:QR T}E,I,'Y;:})EVSEE: Ess(]“[;n;"g_) 31 ;:a", that boosted profits by $0.25 a share in the factor for the year-to-year comparisons is
2012 2400 2164 0468 2560 | oe12| third quarter, and the final payment that the companys purchase of U.S.
2013 | 2638 2356 251.0 2680 |101g4 | Should add another $0.12 a share or so in Water, which provides water management
2014 |2065 2607 2889 2007 |1136.8 | the December period. Because the project services to industrial customers, should be
2015 |3200 3233 4625 3042 |1500 | management has been even stronger than more accretive to income next year once
2016 | 345 340 360 355 |1400 | expected, and Minnesota Power (AL- some amortizations cease after the first
Cal- EARNINGS PER SHARE A ran | LETE's main utility subsidiary) has cut quarter. Our earnings estimate is within
endar |Mar31 Jun.30 Sep. 30 Dec.31| vear | €xpenses through a cost-reduction pro- ALLETE’ targeted range of $3.10-$3.40 a
2012 55 9 78 75 | 25g| 8ram, management raised its share- share.
2013 | 83 35 63 82 | 263| earnings target for the year from $3.20- We think the board of directors will
2014 | 80 40 97 731 200/ $3.40 to $3.35-$3.50. We have raised our raise the annual dividend by $0.06 a
2015 | 8 46 123 .96 | 3.50| share-net estimate by $0.20, so it now share (3.0%) in the first period of 2016.
2016 | .90 45 100 .85 | 3.20| stands at the upper end of the company’s This has been the pattern in recent years.
- | QUARTERLY DIVIDENDS PAID B uidance. ALLETE is targeting a payout ratio in a
eﬁ:'a, hrar.31 Jun30_Sep30 De;. ;1 ;:;I, e think earnings will decline in range of 60%-65%.
01 | 445 445 445 445 | 178 | 2016. The comparisons will be difficult in This stock’s dividend yield is slightly
2012 | 46 46 46 46 {84 | the second half of the year because of the above the utility mean. Total return
2013 | 475 475 475 475 | 190 | boost provided by the aforementioned wind potential to 2018-2020 is only average for
2014 | 40 49 49 49 196 | project fees. In addition, activity by Min- the group, however.
2015 | 505 505 505 505 nesota Power’s taconite customers has Paul E. Debbas, CFA December 18, 2015
sA) Diluted EPS, Exdl. nonrec. gain (loss): '04, | due mid-Feb. (B} Div'ds historically paid in ear- | (D} in mill. (E) Rate base: Ori% cost deprec. Company's Financial Strength A
¢; '05, {$1.84); gain (losses) on disc. ops.: ly Mar., June, Sept, and Dec. = Div'd reinvest- | Rate allowed on com. eq. in '10: 10.38%; Stock's Price Stability 95
'04, $2.57, 05, (16¢); '06, (2¢); loss from ac- | ment plan avail. + Shareholder investment plan | eamed on avg. com. eq., '14: 8.6%. Reg. Price Growth Persistence 35
counting change: '04, 27¢. Next egs. report avall. {C) Indl. deferred chgs. In "14: $7.78/sh. | Clim.: Avg. (F% Summer peak in '12 & "13. Eamings Predictabliity 80
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ALLlANT ENERGY NYSE-LNT PRICE 60.69 RATIO 16.3 (Median: 14.0 /| PIE RATIO 0.93 Yip 3.6 0
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TECHNICAL 4 Raised 121115 dded b e e 100
- Relative Price Strength 80
BETA .60 (1.00 = Market} Options: Yes T~~~y _d-= 64
" 201620 PROJECTIONg_|-—>raded aroa ndkatos recession OO PN IS G A il il 1
Ann'l Total [l IR
Price Gain  Retum K L e ”
High 80 (+30°9‘ 10% BT L
Low 60 (Nil 4% TITINTTLL ALIL 24
Insider Decisions R e 20
JEMAM S JA S 6
By 000000001 12
Sefons 0 0 0 0 00000 — LT N
b 000903099007 " T Il e %TOT.RETURN 1115 | 8
Institutional Decisions I * THIS  VLARITH®
fM5 25 305 | percent 12 ] sTgch m_uznz(;(
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Alliant Energy, formerly called Interstate En- | 2005 | 2006 [ 2007 | 2008 | 2009 [2010 {2011 2012 [ 2013 | 2014 |2015 [ 2016 ©VALUELINE PUB. LLC|18-20
ergy Corporation, was formed on April 21,1 2802 | 2893 | 3145 | 33.33 | 31.02 | 3081 | 3302 | 27.88 | 2054 30.20| 30.10| 30.85 |Revenues persh 34.30
1898 through the merger of WPL Holdings, | 546 433 512 | 456| 421| 521 55 590 | 668| 68| 710! 7.50|“CashFlow’persh 8.20
IES Industries, and Interstate Power. WPL| 221 206, 269| 254| 189| 275| 275| 305| 329| 348 365 3.85 Eamingspersh A 455
stockholders received one share of Inter-| 1.05| 145 127| 140 150| 158 170 | 1.80 | 1.68| 204| 220| 236 |DivdDecldpersh Bat 285
slate Energy stock for each WPL share, [ES [ 451 342 481 79| 1087 | 782 | 607 | 1043 | 663 756 875 8.00 |Cap’l Spending persh 9.80
stockholders received 1.14 Interstate Ener-| 2085 | 2283 | 2430 | 2556 | 2507 | 26.00 | 27.14 | 28.25 | 2958 | 31.09| 31.95 3265 Book Value persh ¢ 34.65
qy shares for each |ES share, and Interstate | 117,04 | 116.13 | 110.36 | 11045 | 110.66 | 110.69 | 111.02 | 110.89 | 110.34 | 110.94 | 713.00 | 113.50 Common Shs Outst'g O | 115.00
Power stockholders received 1.11 Interstate | 126 168 15.1| 134 139 | 125| 145| 145 153 166 | Botd figlresare |Avg Ann'l PIE Ratio 15.0
Energy shares for each Interstate Power| 67| 91| 80| 81| 93| 0| 81| 92| 86| .88 Vaueline IRelative PIE Ratio 95
share. 3.8% | 33% | 3% | 41% | 57% | 46% | 43% | 41% | 37%| 35% estimates Avg Ann'l Divid Yield 4.2%
CAPITAL STRUCTURE as of 9/30/15 3270.6 | 33504 | 3437.6 | 36617 | 3432.8 | 3416.1 | 36653 | 30045 | 3276.8 | 33503 | 2400 | 3500 |Revenues ($mill) 4000
Total Debt $3967.9 mill. Due in 5 Yrs $1100.0mill. | 3378 | 260.1 | 3208 | 280.0 | 2086 | 3039 | 3044 | 337.8 | 3821 | 3855, 410| 435 |NetProfit (§mill) 525
?J;?:gj;fjﬁ?e';""i OX;-T'"‘°’°5‘$”5-° wil. g% | 458% | MA% | 34% | -- | 301% | 190% | 215% | 12.4% | 10.4% | 15.0% | 15.0% [Income Tax Rate 200%
o 30% | 31% | 24% .- .- -- - - 8.8% | 65% | 7.0% . 7.0% |AFUDG % to Net Profit 7.0%
Pension Assets-12/14 $1022.9 mil. Oblig. | 41.6% | 31.4% | 324% | 36.3% | 44.3% | 46.3% 45.7% | 48.4% | 46.1% | 49.7% | 47.5% , 47.5% |Long-Term Debt Ratlo 47.5%
$1301.5 mill, 53.1% | 62.9% | 61.9% | 58.6% | 51.2% | 48.5% | 50.9% | 484% | 60.8% | 47.5% | 49.5% | 49.5% |Common Equity Ratio 48.5%
Pfd Stock §200.0 mill. Pfd Div'd $10.2 mill. 4508.1 | 4218.4 | 43205 | 4815.6 | 5423.0 | 5840.8 | 5921.2 | 6476.6 | 6461.0 | 7257.2 7500 | 7600 |Total Capital (mili) 7806
8,000,000 shs. 4866.2 | 4944.9 | 46709 | 53535 | 62030 | 67306 | 7037.1 | 78380 | 7147.3 | 64420 | 7800 | 8000 |Net Plant (mil) 9000
89% | 75% | 86% | 7.0% | 51% | 6.6% | 64% | 6.3% | 7.0% | 63% | 6.5%| 6.5% |Returm onTotal Cap'l 6.5%
Common Stock 113,360,425 shs. 126% | 90%  11.0% | 91% | 6.9% | 97% | 95% 1 10.4% | 11.0% | 10.6% | 11.0% | 11.0% |Return on Shr. Equity 11.0%
134% | 94% | 11.3% | 9.3% | 6.8% | 9.9% | 85% |10.3% | 11.3% | 10.9% | 11.5% | 11.5% |Return on Com Equity & | 11.5%
MARKET CAP: $6.9 billion (Large Cap) 84% | 40% | 58% | 3.8% 9% | 38% | 33% | 39% | 49% | 43% | 45% | 45% RetalnedtoComEq 4.5%
ELECTRIC OPERATING STATISTICS 42% | 5% | 50% | 62% | 88% | 64% | 67% | 64% 57% | ©61% | 60% | 61% |All Div'ds to Net Prof 63%
9 Change Reta Sales (KWH) 20:% 22,1? 0:1 BUSINESS: Alliant Energy Corp., formerly named Interstate Ener-  sources, 2014: coal, 47%; nuclear, 17%; gas, 4%; other, 32%. Fue!
Avg.| USLUSE(MWHM 11555 11471 11821 | gy, is a holding company formed through the merger of WPL Hold- costs: §0% of revs. 2014 depreciation rate: 5.5%. Estimated plant
Avg. Indust. Revs. per KWH {¢) 642 675 6.85 | ings, IES Industries, and Interstate Power. Supplies electricity, gas, age: 12 years. Has 4,200 employees. Chairman & Chief Executive
g:ﬁmﬂﬁ?nkmu ) gggg gggg gﬁ%g and other services in Wisconsin, lowa, and Minnesota. Elect. revs. Officer: Patricia L. Kampling. Incorporated: Wisconsin. Address:
Anngal Loz Fecor { NA O NA NA | by state: Wi, 44%; 1A, 55%; MN, 1%. Elect. rev.: residential, 39%; 4902 N. Bilimore Lane, Madison, Wisconsin 53718. Telephone:
%cflangemstunetsewmd) +3 +4 +.4 | commercial, 24%; industrial, 30%; wholesale, 6%; other, 1%. Fuel  608-458-3311. intemet: www.alliantenergy.com.

; Alliant Energy tightened its guidance expenditures to peak between 2017 and
ixs:ﬁicggés Past 33l2,ast Zé):t, 4 ,1:_?10 4| range for 2015. The company narrowed 2018, at $1.25 billion a year, due to the
dchange(persn)  0¥rs.  5Ym. to'te2p | itS consolidated earnings guidance for the Riverside Energy Center expansion, and
Revenues 5% -15% 4.0% | current year to $3.50-$3.65 a share, from then fall to $1 billion annually by 2019.
ECash Flow" ?;'8://" g-%‘ %% the prior range of $3.45-$3.75 a share. The The company is bolstering its renewa-
Do 2% o3 S | slight change in anticipated profitability is ble energy portfolio in Towa. Specifical-
Book Value 35% 35% 40% | likely due to a weaker contribution from ly, management is seeking to expand its
Cal- | QUARTERLYREVENUES($mill) | Fun the utility’s non-regulated parent compa- solar-preducing capacity by 50%. The utili-
endar | Mar31 Jun30 Sep.30 Dec.31| Year | DY, Which 1s expected to add roughly ty sent several proposals to state regu-
2012 | 7657 6903 8876  750.9 | 3094 $0.05-$0.10 in share net this year, and lators for new solar projects and is cur-
2013 | 8506 780 8666 8326 | 32764 from a hlfher overall tax rate (15%) com- rently awaiting approval. Moreover, as
2014 | 9508 7503 8431 8041 | 33503 Pared to last year. Despite this, we have mentioned in our September report, new
2015 | 8074 7172 8989 886.5| 3400 | raised our 2015 earnings estimate by a rules issued by the EPA are expected to
2016 | 900 750 950 900 | 3500 | mickel, to $3.65 a share, due to better- clamp down on harmful emissions over the
cal- EARNINGS PER SHARE A Fal | than-expected third-quarter results and, in next few years. And, while this will have
endar | Mar31 Jun30 Sep30 Dec.3t| Year | OUr view, a conservative forecast from an Impact on Alliant, we take comfort
3012 50 58 134 63 | 305 management. . knowing that management is ahead of the
2013 72 B9 143 55| 329| Meanwhile, the company gave its first game on transitioning to cleaner energy.
2014 ‘97 56 140 55| 343 targeted outlook for 2016 and updated The distribution will likely be raised
2015 87 80 159 53| 365 its capital expenditure plan for the at the January board meeting. Man-
2016 90 65 170 60| 3285 next five years. Alliant initiated guid- agement is targeting a payout ratio be-
Ca- | QUARTERLYDVIDENDSPADEwt | Fuy | @nce for the following year at $3.60 to tween 60% and 70%, so dividend growth is
endar | Mar31 Jun30 Sep.30 Dec.31| Year $3.90 a share. Admittingly, the midpoint likely tied to earnings advances hence-
201 | 425 425 495 425 | 170 of that range falls below our estimate of forth. Consequently, we think a raise of
2 | 45 45 45 45 | 1go| $3.85 a share. However, we think manage- about 6% to 8% is most probable in 2016.
2013 | 47 47 41 47 | 1gs| ment is once again acting conservative, These shares offer investors a secure
2014 | 51 51 51 5 | 204| thus we have left our full-year estimate in- and growing income stream.

2015 | 55 55 55 55 tact. In addition, Alliant expects capital Daniel FHenigson December 18, 2015

(é\g Diluted EPS. Excl. nonrecur. gains (losses): | paid

(88¢); 10, {15¢); 11, (1¢); "12, (16¢). Next egs. | avail

rpt. due early February. (B) Divids historically | {C)
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, ($1.05}); '06, 83¢; '07, $1.0; ‘08, 7¢; '08, | reinvest. plan avail. t Shareholder invest. plan | Rates all

in mid-Feb., May, Aug., and Nov. = Divid | $0.77/sh,

Indl. deferred chgs. In '14: $90.0 mill, | Avg.

JD) In mill, (E) Rate base: Orig. cost.
on com. eq. in A in "14: 10.9%; in
WI in "4 Regul. Clim.: Wi, Above Avg.; 1A,

Company's Financial Strength
Stock's Price Stability

Price Growth Persistence
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RECENT PE Tralling: 17.4) RELATIVE DIVD (y
AMEREN NYSE-AEE PRICE 42.74 RATIO 16-4(Median: 150 /; PIE RATIO 0.93 YLD 4.0 0
TMELNESS 3 masivians | DY 308 98] 2 901 57 332 209] sa1] g3 sl sl 4o Target Price Range
SAFETY 2 Rdsedéi4 | LEGENDS _
— .68 x Dividends p sh
TECHNICAL T Raised 120115 divided by Inlefest Rate 80
- Relative Price Strength 60
BETA .75 (1.00 = Markel) Options: Yes . 5 IR T 50
| 202 PROJECTIONS et 2% regtes foeesein ‘ L Y 20
Pice  Gain ' Retur I— s MG ST Sl 30
High 50 (+15%‘ 8% | Ll ottt 25
low 35 (-20%) Nil e 20
Insider Decisions | “[Taeer et bt o 15
JFMAMJIJAS
By 000000000 10
Opfioss 0 0 0 000000 [ 75
oSl 000000000 o % TOT. RETURN 11/15 '
Institutional Decisions i | I“ SO Yo s}glcsx VLu?g&"'.
SR e A A A
Hs{in) 160314 158124 150419 | 290 & TN I IE SEETEE R G LR EERRDE Sy 924 712
1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 [ 2010 | 2041 |2012 | 2013 | 2014 | 2015 | 2016 | ©VALUE LINE PUB. LLC|18-20
2568 | 2810 3264 | 2493 2820 | 2643| 3312 3330 | 3623 | 3692 2087 | 3177 | 3104 | 2814 | 24.06] 24.95| 2535 2615 |Revenues per sh 30.00
536 641 633| 528| 628 557 610| 602, 676] 644 | 6.06| 633| 587! 587 526 577| 6.05| 655 “CashFlow" persh 8.00
2.81 333| 341 266 314| 282 313| 266, 298 288 | 278| 277| 247 241 2101 240 | 245 275 |Eamingspersh A 3.50
2541 254 254, 254 254| 254| 254| 254 254| 254 | 154| 154| 156, 160 160 | 161 1.66 | 172 |Div'd Decl'd persh Bw 1.95
416 677 799 S| 419; 43| 4683 499 636 075| 751 466 | 450 549 587 | 766] 810 7.15 Cap'lSpending persh 7.25
2252 2330| 2426| 2493 2673 | 2071, 31.09 | 31.86 | 3241 | 3280 | 33.08 | 3245 | 3264 | 2727 | 2697 | 2767 | 2870 29.75 |Book Value persh © 34.00
137.22 | 137.22 | 138,05 | 154.10 | 162.90 | 195.20 | 204.70 | 206.60 | 208.30 | 212.30 | 23740 | 24040 | 242,60 | 242.63 | 242.63 | 242,63 | 242.63 | 242.69 | Common Shs Qutst'g O | 242.63
1351 110} 124 158 135| 163 167 194 174 143 9.3 97 119 134 16.5| 167 | Botd figires are | Avg Ann'I PIE Ratio 125
11 12 62 86 a7 86 83| 1.05 92 .85 62 62 75 85 93 88 | Valugline Relative P/E Ratio .80
67% | 69% 62% | 64%| 60%| 55%| 49% | 49% | 49% | 62% | 60% | 58% | 5% | 50% | 46% | 40% | SUPTS  Ave Annl Divid Yield 45%
CAPITAL STRUCTURE as of 9/30/15 6780.0 | 6880.0 | 7546.0 | 7839.0 | 7080.0 | 7638.0 | 7531.0 | 6828.0 | 5838.0 | 6053.0 | 6750 | 6350 |Revenues ($mifl) 7250
Total Debt $7159 mill. Due in 5 Yrs §3400 mil. 6280 | 547.0 | 629.0 | 6150 | 6240 | 669.0 | 6020 | 589.0 | 518.0 | 5930, 605| 675 |Net Profit (Smill 860
Eﬁ;ﬁgﬂm@g; 42)()” Interest $315 mil. 35.6% | 327% | 335% | 33.7% | 7% | 36.8% | 37.3% | 36.8% | 37.5% | 36.9% | 38.0% | 38.5% |Income Tax Rale 38.5%
Leases, Uncapitalized Annual rentals $13 il 29% | 7% | 8% | 46% | 58% | 78% | 56% | 6% | 74% | 57% | 40%| 40% AFUDC%toNetProfit | 3.0%
Pension Assets-12/14 $3794 mill. 44.9% | 43.8% | 45.0% | 47.8% | 48.7% | 48.2% | 45.3% | 49.5% | 45.2% | 47.2% | 49.5% | 41.5% Long-Term Debt Ratio 46.5%
Oblig. $4410 mill. | 53.3% | 54.6% | 534% | 50.8% | 40.1% | 50.9% | 53.7% | 49.4% | 53.7% | 51.7% | 49.5% | 51.5% |Common Equity Ratio 52.5%
Pfd Stock $142 mill.  Pfd Div'd $6 mill. 11932 | 12063 | 12654 | 13712 | 15991 | 15185 | 14738 | 13384 | 12190 | 12975 | 74025 | 13975 |Total Capital ($mill 15700
ggzéigfafh-rggﬁn‘°$ﬁ%§°1;“&“;ag"(;;sl;f,’gfggga 13572 | 14286 | 15069 | 16567 | 17610 | 17853 | 18127 | 16096 | 16205 | 17424 | 18525 | 19325 |NetPlant ($mill) 21400
oh. 4.00% to 6.625%, $100 par. redeemn. $100- 65% | 57% | 62% | 57% | 53% | 6% | 56% | 60% | 56% | 58% | 55%| 6.0% |RetumonTotal Capl | 6.5%
$104/sh. 95% | 8% | 90% | 86% | 78% | 85% | 75% | 87% | 7.7% | 8.7% | 85% | 9.0% |Retumn onShr, Equity 10.6%
Common Stock 242,634,798 shs. as of 10/30/15 97% | 81% | 92% | B7% | 78% | 86% | 7.5% | 8.8% | 7.8% ;| 87% | 85% | 9.5% [RetumonCom Equity E| 10.5%
MARKET CAP: $10.4 billion {Large Cap) 17% | 2% | 13% | 1.0% | 35% | 38% | 28% | 30% | 19% | 29% | 3.0% | 35% |RetainedtoComEq 4.5%
ELECTRIC OPERATING STATISTICS 83% | 97% | 86% ) 8B% | 56% | 56% | 63% | 66% 76% | 67% | 67%| 62% |AliDividstoNetProf 56%
% Change Reta Sles (WH) 012 20_1% 201‘1‘ BUSINESS: Ameren Corp. is a holding company formed through  12%; other, 10%. Generating sources: coal, 74%: nuclear, 21%;
Avg, Indst Use (MWWH NA NA NA | the merger of Union Electric and CIPSCO. Acquired CILCORP hydro, 2%; purchased, 3%. Fuel costs: 31% of revs. '14 reported
Avg. Indust. Revs, per KWH (¢) 480 541 546 | 1/03; llinois Power 10/04. Has 1.2 mill. electric and 127,000 gas deprec. rates: 3%-4%. Has 8,500 employees. Chairman, President
P eﬂlm?gﬁ?nkmu ) NQ Nﬁ “ﬁ customers in Missouri; 1.2 mill. electric and 813,000 gas customers & CEO: Wamer L. Baxter. Inc.: MO. Address: One Ameren Plaza,
AnnualLoédFada( NA NA NA | in linois. Discontinued power-g ion operation in '3, Electric 1901 Chouteau Ave., P.O. Box 66149, St. Louis, MO 63166-6149.
%changemstu’nysayr—eﬂd) NA NA NA | rev. breakdown: residential, 45%; commercial, 33%; industrial, Tel.: 314-621-3222. Internet: www.ameren.com.
Fied Charge Co. (%) 201 289 355 | Ameren has received rulings on its Ameren is benefiting from capital spend-
ANNUAL RATES Past Past Estd 1214 regulatory matters in Illinois. Details ing on electric transmission (see below).
ofchange(oersh)  10Y¥rs,  5Yrs,  to'gizp | weren't available as this report went to Electric transmission is a key area of
Revenues -5% -55%  2.5% ress, but we think the outcome wasn't far investment for Ameren. The company
goash Flow” a0 a5k 0% | from what the utility sought. Ameren re- expects to spend $2.3 billion on federally
AN 45% 0% 35% | quested a $109 million increase under the regulated transmission projects for the
Book Value -~ 35% 35% | state’s formula rate plan for electric com- five-year periad through 2019. This is one
Cal- | QUARTERLYREVENUES §mil) | Fun ganies, and a $45 million gas rate hike, factor behind the strong profit growth we
endar {Mar31 Jun.30 Sep.30 Dec.31| Year | PASed on a return of 9.6% on a common- expect in 2016 and beyond. Investors
2012 | 1658 1660 2001 1500 |eszg.0] ©quity ratio of 50%. In each case, the com- should note, however, that transmission
2013 | 1475 1403 1638 1322 | 58380/ ‘mission’s staff and an administrative law companies in the region are facing two
2014 | 1594 1419 1670 1370 |60530| Judge are recommending raises that are complaints with the Federal Energy Regu-
2015 | 1556 1401 1833 1360 | 6150 | very close to what Ameren filed for. Each latory Commission that allowed return on
2016 | 1600 1500 1850 1400 | 6350 | order will go into effect in January. This eqluity are too high. These won't be re-
cal- EARNINGS PER SHARE A Fan | Yate relief will contribute to the profit solved until 2016 and 2017, .
endar |Mar31 Jun30 Sep30 Dec.3f| Year %owth we expect next year. The board of directors raised the divi-
02 | o1 87 156 A1 | 241 e now think earnings will wind up dend in the fourth quarter. The in-
23 | 2 44 425 19 | 24| slightly higher in 2015, despite a crease was $0.015 (3.7%) a share quarter-
20144 | 40 62 120 19 | 240| charge Ameren took in the June ly. This is slightly more than we had esti-
2015 | 45 40 441 19 | 245| quarter. The write-off of costs incurred mated.
2016 40 60 145 30 | 275| toward a construction and operating li- The dividend yield and 3- to 5-year to-
Cal- | QUARTERLYDVIDENDSPADE= | gy | CENSE for a second unit at the Calloway tal return potential of Ameren stock
endar |Mar31 Jun30 Sep30 Dec3q| Year | Nuclear plant, which won't be builf, are roughly equivalent to the aver-
W1 | 385 385 385 40 156 | lowered profits by $0.18 a share. The com- a%fs for the electric utility industry.
2012 | 40 40 40 40 {60 | pany is excluding this item from its earn- Like many utility issues, the stock is trad-
2013 | 40 40 40 40 1g0| Ings guidance of $2.55-$2.65 a share. ing near the midpoint of our 2018-2020
2014 | 40 40 40 41 161 | That's why our estimate of $2.45, which Target Price Range.
2015 | .41 M 41 425 we raised by a nickel, is below this range. Paul E. Debbas, CFA December 18, 2015

(Ag Diluted EPS, Excl. nonrecur. gain (losses!
05, (11¢), '10, ($2.19); 11, (32¢); 12,

gain (ioss) from disc. ops.: '13, (92¢); *
'14 EPS don't add due to rounding. Next egs.
© 2015 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed t
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publicati 3
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

5, 21¢. | plan avail.
(D} In ill.

;: report due mid-Feb. (B) Div'ds historic. paid in | Rate allowed on com. eq. in MO in '15: 9.53%
§$6.42 ; | late Mar,, June, Sept,, & Dec. w Divd reinvest. | elec., in '{1: none spec. gas; in IL in '14: 8.7%
elec., 9.06% gas; eamed on avg. com. eq., '14:
8.9%. Reg. Clim.: MO, Avg,; IL, Below Avg.

0 be refisble and is provided without waranties of any kind.

C) Incl. intang, In '14: $8.21/sh.
E) Rate base: Orig. cost deprec.
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RECENT PE Trailing: 15.4 ) RELATIVE DIVD 0
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—— .73 x Dividends p sh 128
TECHNICAL 2 falsed 1211815 divided by Interest ate
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BETA .70 (1.00 = Market) Options: Yes X 80
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o015 2005 35 | porcent 15 : b PP AL i ; gck iNEX
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Hids{i0) 324222 328262 332965 [HTEETIT 1111 AR AT Sy. 952 712
1999 | 2000 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 | 2010 | 2011 |2012 [2013 | 2014 [2015 | 2016 | ©VALUELINEPUB. LLC|18-20
3563 | 4253 | 18010 | 42.96| 3682 | 3551| 3076 | 31.82 | 3341 | 3556 | 28.22 | 3001 | 31.27 | 30.77 | 3148 | 3478 | 3395 34.40 Revenuespersh 3175
636 511| 765| 699| 576! 580 596| 667| 680| 684] 632| 620 68| 692 7.02| 757 810] 835 “CashFlow”persh 9.25
269| 1.04| 327| 286| 253 261 264 286| 286| 298 297 | 260| 313 | 298| 38| 334 370, 3.70 Eamingspersh A 425
240| 240| 240| 240 165| 140 142, 150, 158 | 164 164| 17 185 | 188 | 195| 203| 215| 227 |DivdDecldpershBu 2.65
44T B51| 560| 508 344| 428 611 889| 888| 983 | 619 507 | 574| 645| 7.05| B868| 075 10.45|Cap’l Spending persh 8.50
2579 2501| 2554| 20.85| 10.93| 2132 23.08| 2373 | 2547 | 2633 | 2749 | 28.33 | 3033 | 31.37 | 3298 | 34.37| 36.00| 37.50 |Book Value persh © 4225 |
10410 | 322.02 | 322.24 | 338.84 | 395.02 | 395.86 | 393.72 | 396.67 | 400.43 | 406.07 | 478.05 | 480.81 | 483.42 | 485.67 | 487.78 | 489.40 | 492.00 | 494.00 |Common Shs Outst'g P | 500.00
73| ®3| 139 27| 107 124 137 128 163| 131 100 134 119 138 145| 159 | o Aguresare |Avg Ann'l PIE Ratio 14.0
82, 228 R 69 81 66 13 10 87 78 67 85 75 88 8 84| \Valusikine  Relative PIE Ratio 90
6.2% | 67% | 53% | 66%| 6% | A3% | 39% | 41% | 34% | 42% | 55% | A0% | 50% | 48% | 42% | 38% | U™ |AvgAnn'IDivid Yield 45%
CAPITAL STRUCTURE as of 9/30115 12111 | 12622 | 13360 | 14440 | 13489 | 14427 | 15116 | 14945 | 15357 | 17020 | 16700 | 17000 |Revenues ($milf) 18850
Total Debt $20208 mill. Due in 5 Yrs $8052mill. | 10360 | 1131.0 | 1147.0 | 1208.0 | 1365.0 | 1248.0 | 1513.0 | 14430 | 1549.0 | 1634.0 | 1730 | 1745 |Net Profit ($mill) 2020
it i IMorest STO2 Mk, | 294% | S30% | 3LU% | 313% | 207% | 348% | 31% | 34%% | 362% | 3T.6% | I6.0% | 360% Income Tax Rate %.0%
capitaiized leases, e | 5% | 99% | 9.8% | 99% | 10.0% | 104% | 10.6% | 112% | 7.3% | 9.0%| 10.0%| 9.0% AFUDC%toNetProfit | 80%
(LT interest eamed: 4.0x) 54.8% | 56.7% | 58.3% | 59.1% | 544% | 53.1% | 50.7% | 50.6% | 51.1% | 40.0% | 50.0% A 49.5% Long-Term DebtRatio | 49.0%
Leases, Uncapitalized Annual rentals $293 mill. 44.9% | 43.0% | 41.4% | 40.7% | 454% | 46.7% | 49.3% | 494% | 48.9% | 51.0% | 50.0% | 50.5% |Common Equity Ratio 51.0%
Penslon Assets-12/14 $4968 mill. | 20222 21902 | 24342 | 26290 | 28058 | 29184 | 20747 | 30823 | 32013 | 33001 | 35400 | 36675 |Total Capital ($mill) 41500
Pid Stock None Oblig. $5225 mill. | 94o84 | 26781 | 20870 | 32087 | 34344 | 35674 | 38071 | 38763 | 40997 | 44117 | 46725 | 49600 |Net Plant ($mill 54900
66% | 6.7% | 63% | 62% | 62% | 5.7% | 66% | 61% | 60% 63% | 6.0%) 60% Retum onTotal Cap'l 6.0%
Common Stock 490,817,402 shs. 1.3% | 11.9% | 14.3% | 11.2% | 10.3% | 9.1% | 10.3% | 95% | 96% [ 9.7% | 10.0% | 9.5% |Retumn on Shr. Equity 9.5%
as of 10/22/15 11.3% | 12.0% | 11.4% | 11.3% | 104% | 94% [ 10.3% | 95% | 9.6% | 9.7% | 10.5% | 10.0% |Retum on Com Equity | 10.0%
MARKET CAP: $27 billion (Large Cap) 52% | 57% | 51% | 54% | 46% | 31% | 42% | 35% | 37% | 38% | 45%| 4.0% RetainedtoComEq 4.0%
ELECTRIC OPERATING STATISTICS 54% | 53% | 55% | 55% | 56% | 66% | 60% | 63% | 62% | 61% | 61% 64% |AllDivids to Net Prof 65%
ARl oy s 2% [BUSINESS: American Electic Power Company, inc. (AEP), ty) 01; SEEBOARD (Briish utity) ‘02; Houston Pipeline ‘05; com-
Avg. Indust. UM(MWH}%WH NA NA NA | through 10 operating utilities, serves 5.4 mill. customers in Arkan- mercial barge operation in '15. Generating sources not available.
Avg. Indust RGVS-(W ® NA  NA  NA | sas, Kentucky, Indiana, Louisiana, Michigan, Ohio, Oklahoma, Ten-  Fue! costs: 36% of revs. 14 reported deprec. rates (utility): 1.4%-
gﬁ&a‘f‘éﬂwﬁf ) Nﬁ Nﬁ‘ “ﬁ nesses, Texas, Virginia, & West Virginia, Electric rev. breakdown: 8.6%. Has 18,500 employees. Chairman, President & CEO:
Annualloag‘Factor(% NA NA NA | residential, 40%; commercial, 23%; industrial, 19%; wholesale, Nicholas K. Akins. Inc.: NY. Address: 1 Riverside Plaza, Columbus,
% Change Customers {yr-end) +3  +4  +3 | 15%; other, 3%. Sold 50% stake in Yorkshire Holdings (British utili- OH 43215-2373, Tel.: 14-716-1000. Intemet: www.aep.com.

] American Electric Power is trying to electric transmission is another plus for
ix;dmicg?és Past zagm 3:;, 3 ,1:_?:: reach a settlement in Ohio about its AEP. This is outweighing the aforemen-
ofchange fpersh)  10¥rs.  5Yrs.  to'te20 | Proposed purchased-power agree- tioned disadvantage of low capacity prices.
Revenues -1.5% .. 25% | ment. In recent years, the company has Public Service of Oklahoma has a rate
E(;:fi'r“ Fs|°W }g‘;//ﬂ }g://ﬂ %g‘;/a been moving away from the nonregulated case pending. The utility filed for a tariff
Daegs. 22 13  20% | side of the business in favor of its regu- hike of $172 million, based on a return of
Book Value 45% 45% 45% | lated utilities. Low capacit% prices have 10.5% on a common-equity ratio of 48%.
Cal- | CUARTERLYREVENUES(Bml) | Ful hurt the profitability of AEP’s nonregu- New rates should take effect at the start of
endar |Mar3! Jun30 Sep.30 Decdi| Year | 12ted generating assets. So, the company 2016. . .

2012 | 3625 3551 4156 3613 14945 Eroposed a purchased-power agreement The board of directors raised the divi-

2013 | 3825 3582 4176 3773 |15357 | between some nonregulated generating as- dend in the fourth quarter. The in-

504 | 4848 4044 4302 4026 |170z0 | Sets and its utilities in Ohio. The outcome crease was $0.03 a share (5.7%) quarterly.

2015 | 4568 3839 4432 3861 |16700 | of this matter might well be determined in AEP is targeting a payout ratio of 60%-
2016 | 4450 4050 4450 4050 |17000 | early 2016. A sale or spinoff of these assets 70%.

Cal- EARNINGS PER SHARE A Fal | 18 possible if a settlement is not reached. The company sold its commercial

endar |Mar31 Jun30 Sep.30 Dec3t| Year | NOte that another company in the state barge operation. This business earned

W2 | 80 75 100 43 | 208 reached a settlement with the commis- $0.03 a share in the first three quarters of
a3 | 75 73 110 60 | 34g| sion’s staff on a similar proposal, but still 2015, which is now included in discontin-
2044 | 145 80 401 38 | 334| faces some opposition—as does AEP. ued operations. The sale raised $400 mil-

2015 | 128 88 108 48| 370| We have raised our 2015 and 2016 lion in cash, which AEP will use for its
2016 | 115 85 120 50 | 370| earnings estimates slightly. We lifted regulated utilities. The company hasn't

cal. | QUARTERLYDNIDENDSPADB= | punr | OUr 2015 estimate by $0.10 a share and stated whether it will book a gain or loss
endar |Mar31 Jun30 Sep.30 Dect| Year | OUL 2016 forecast by $0.05 a share. Our on the sale., . .

01 | 46 45 4% 47 185 $3.70-a-share estimate each year is within This_stock’s valuation is about aver-

w2 |47 @ o wm 188 | AEP's guidance of $3.67-$3.77 and $3.60- age for a utility. The dividend yield and

2013 | 47 40 49 50 195| $3.80, —respectively. The utilities are total return potential te 2018-2020 are

24 | 50 50 50 53 203 | generally faring well, and are benefiting close to the industry averages.

2015 | 53 53 53 58 rom rate relief. Increased investment in Paul E. Debbas, CFA December 18, 2015
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RECENT PE Tralling: 16.6'} | RELATIVE DIVD t‘y

CON. EDISON wyse.o B 62.67 [ 163G tEme 0921 43%ATE
TMELNESS 3 w0 | LS| $95) 499) 8931 B9 RF) B2 N8| BE| 88 U3 B9 #3 Target Price Range
SAFETY T newnizoe0 LEGENDS _ 120

~ 0,68 x Dividends p sh
TECHNICAL T Raised 1720115 divded by Inleres! Rale 100
- Relative Price Strength 80

BETA .60 (1.00 = Market) Ogptions: Yes . Ix_____-;,---;:.__ ......... 54

201820 PROJECTIONS _|-—>aded area indedtos ol e A TR T L I A PP T TS P o
) 'l Total || o T
Price Gain  Retum |1/ | R

High 70 (1o 7% 8
Low 55 (-10%) 1% 24
Insider Decisions 20

DJFMAMJ JA atar, 16
By 100100100 N R YN 12
Opfors 00 0000000 g "

foSe _ 000000000 : Lo o % TOT. RETURN 10/15 |8

Institutional Decisions O THIS VL ARITH
1 STACK INDEX

wag o1 s gos| bt 21 e T I
to Sell 265 284 290 | traded 7 kLT ke s A AT 3y 237 493 |
Hids{agg) 152674 153088 154997 [T T Il TR EARERERRREEY Sy. 638 735
1998 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 {2011 |2012 (2013 | 2014 | 2015 | 2016 | ©VALUELINEPUB.LLC]18-20

35.04 | 4448 4541 3065 4351| 4024| 47.66| 4744 | 4823 | 4962 | 46.36 | 4569 | 4417 | 41.62 | 4227 | 44.11| 43.35| 44.35 |Revenues persh 48.50

5741 551 570 544 542 454| 527 528) 577 599 | 58| 624 661 | 75| 745 730, 785  8.20 |“CashFlow” persh 9.25
313] 274 32 313 | 283| 232| 299 295 348) 336 314| 347, 357 | 3.86| 393 362 395, 4.10|Eamingspersh A 4.50
214 218 220 222, 224| 226| 228 230 232 234 | 236| 238 | 240 | 242| 246| 252 260! 268 |DividDecldpersh B w 2.90
347 452 5200 588 572| 560 659 747 709 850 | 780 | 696| 672 V06| 867 826 1150 13.05 Cap'lSpending persh 10.50

2531| 2581 2671 2768 2844 20.09| 2080 31.00| 3258 | 3543 | 3646 | 37.93 | 39.05 | 4053 | 4181 | 4294 4430 | 4575 |Book Value pershC 50,50

21381 | 212.03 | 212.15| 213.93 | 225.84 | 24251 | 245.29 | 757.46 | 27202 | 273.12 | 281.12 | 20162 | 202.89 | 202,87 | 292.87 | 292.86 | 293.00 | 293.00 | Common Shs Quist'g P | 293.00
140 120 120] 133] 143] 182 151 155 1381 123 125] 133} 151 184 147 159  Boid figires are | Avg Ann’l PIE Ratio 140
80 .78 61 73 82 96 80 B4 73 T4 83 85 95 98 83 84 Value Line Relative P/E Ratio .90

49% | 66%| 57% | 53% | 55% | 53%| 50% | 50% | 48% | 57% | 60% | 52% | 45% | A1% | 43% | 44% | UM Aug Ann'l Divd Yield 46%
CAPITAL STRUCTURE as of 8/30/15 11690 | 12137 | 13120 | 13583 | 13032 | 13325 | 12938 | 12188 | 12381 | 12819 | 12700 | 13000 |Revenues {$mill) 14200
Tofal Debt $13442 mill. Duein 5 Yrs $3531 mill 719.0 | 7490 | 936.0 | 933.0 | 868.0 | 9920 | 1062.0 | 1141.0 | 1157.0 | 1066.0 | 1170 | 1215 |Net Profit ($mil)) 1330
:{T?:tg‘rj;t’jﬂe";"é 5x;-T Interest $553 mil. 33.6% | 365.2% | 326% | 9.0% | 342% | 36.0% | 36.1% | 345% | 31.0% | 340% | 35.0% | 340% [ncome Tax Rate 34.0%,

o 22% | 1.6% | 19% | 1.7% | 26% | 24% | 16% | 5% 5% 3% | 1.0% Nil |AFUDC % to Net Profit Nil

Leases, Uncapitalized Annual rentals $18 mill. 49.6% | 50.2% | 45.6% | 48.3% | 48.5% | 48.6% | 46.5% | 45.9% | 46.1% | 48.0% | 48.5% | 49.5% |Long-Term Debt Ratio 48.5%

48.0% | 48.5% | 53.1% | 50.6% | 50.4% | 50.4% | 52.5% | 54.1% | 53.9% | 52.0% | 51.5% | 50.5% |Common Equity Ratio 51.5%

Pension Assets-12/14 $11495 mill. | 14921 | 16515 | 16687 | 19160 | 20330 | 21952 | 21784 | 21933 | 22735 | 24207 | 25125 | 26525 |Total Capital ($mill) 28700

P1d Stock None Oblig. $15081mill | 17417 | 1a445 | 10914 | 20874 | 22464 | 23863 | 25083 | 26939 | 28436 | 29627 | 32075 | 34700 |Net Plant ($mill) 40100
63% | 60% | 7.0% | 62% | 57% | 59% | 62% | 65% | 64% | 56% | 6.0% | 55% |Retum on Total Cap'l 6.0%

Common Stock 293,182,258 shs. 06% | 91% | 10.3% | 94% | 83% | 88% | 91% | 9.6% | 94% | 85% | 9.0% | 9.0% |Return on Shr. Equlty 9.0%
as of 10/30115 9.7% | 92% | 104% | 95% | 84% | 8.9% | 92% | 96% | 94% | 85% | 9.0% | 9.0% |Retum on Com EquityE | 9.0%
MARKET CAP: $18 billion (Large Cap) 26% | 26% | 39% | 34% | 25% | 32% | 31% | 36% | 36% | 26% | 3.0% | 3.0% |RetainedtoComEq 3.0%
ELECTRIC OPERATING STATISTICS 4% | T3% | 63% | 67% | T1% | 65% | 66% | 62% 62% | 69% | 65% | 65% |AllDiv'ds toNetProf 64%
% Chenge Relah Saes (KWH) 2&1% 2(1,1? 2911? BUSINESS: Consolidated Edison, inc. is a holding company for ers. Pursues competitive energy opportunities through three wholly
Avg. {ndust Use (MW%VH NA NA NA | Consolidated Edison Company of New York, inc. (CECONY), which  owned subsidiaries. Purchases most of its power. Fuel costs: 35%
Avg. Indust. Revs. per KWH (¢) NA NA NA | sells electricity, gas, and steam in most of New York City and of revenues. 14 reported depreciation rates: 2.9%-3.1%. Has
g eakLoagtgﬁ?nkmer ) 1"1“‘3'\"15 12‘%’; 15‘%‘; Westchester County. Also owns Orange and Rockland Utiliies 14,600 employees. Chairman, President & CEO: John McAvoy.
Annua!LoaidFauor( NMF  NMF NMF | (O&R, acquired 7/98), which operates in New York, New Jersey, Inc.: New York. Address: 4 Irving Place, New York, New York
% Change Custormers ?ymd) NA NA NA | and Pennsylvania. Has 3.6 million electric, 1.2 million gas custom-  10003. Tel.: 212-460-4600. Intemet; www.conedison.com.

Consolidated Edison's earnings been the pattern in recent years. Indeed,

Ts&igicgﬁzss Past 38;‘: o 3:;, g ,1:_?:3 +| should advance this year and next, In- 2015 is ConEd’s 41st consecutive year with
o change (oersh)  10Yrs.  5Y¥s. to'1s’20 | come provided by various regulatory plans a dividend increase. We estimate that the
Revenues 5% -25% 20% | is one factor. Consolidated Edison Compa- directors will boost the quarterly disburse-
E(;?nslfr‘] FS‘OW" g-gz//ﬂ gg‘;//o ‘5-?,‘2’" ny of New York received a rate order that ment by $0.02 a share (3.1%), the same in-
Bvidegss 10% 10% 25% | will take effect at the start of 2016. The crease as in 2015. ConEd is targeting a
Book Value 40% 35% 30% | company’s Orange and Rockland Utilities payout ratio of 60%-70%.

Cal- | QUARTERLYREVENUES (Smil) | pun | UNIL also was granted rate relief that took The company has agreed to sell a
endar |Mar31 Jun30 Sep30 Dec.3t| vear | €ffect at the start of November. ConEd is small utility subsidiary. It will get $16

2012 13078 27711 3438 2001 | 12188 | @lso benefiting from customer conversions million for Pike Electric in Pennsylvania

2013 | 3308 2767 3440 2868 | 12331 | from oil heat to gas heat. (The economics once the deal is completed (probably in the

2014 | 3789 2011 3390 2829 |12019 | of gas heat are still favorable, despite the second half of 2016). ConEd took a charge
2015 | 3616 2788 3443 2853 | 12700 | Sharp drop in oil prices since mid-2014.) of a cent a share in the September quarter
2016 | 3650 2850 3500 3000 | 13000 | Economic growth is another plus. On the as a result of the deal, which is included in

Calr EARNINGS PER SHARE A Full nonutility side, ConEd continues to invest our presentation. .
endar |Mar.31 Jun30 Sep30 Dec.3f| Year | in renewable energy projects. We have cut ConEd stock provides a steady source

2012 o4 73 149 70 | s8] our 2015 earnings estimate by $0.05 a of income for conservative investors.

2013 | 116 49 149 79 | 393 | share, to $3.95, because third-quarter prof- The dividend yield is slightly above aver-

2014 | 123 63 140 28 | 362 | its were slightly below our estimate. Our age for a utility, but 3- to 5-year total re-

205 | 126 .75 146 .48 | 395| revised expectation remains within man- turn potential is unexciting. The equity

2016 | 120 .70 155 .65 | 410| agement’s guidance of $3.90-$4.05 a share. has our top rank for Safety. That said, in-

Cal- | QUARTERLYDIVIDENDSPADB~ | pun | FOr 2016, we are sticking with our forecast vestors should be aware of litigation sur-
endar |Mar31 Jun0 Sep30 Dec3f| Year of $4.10 a share. Note that mark-to- rounding a gas line explosion in Manhat-

2011 60 60 60 60 | 249 market accounting items (included in our tan that killed eight people in March of

2012 | 805 605 605 605| 242 | Presentation) can skew the year-to-year 2014. So far, this does not appear to be

2043 | 815 615 615 615 245| comparisons. weighing on the stock price, and the com-

2014 | 63 63 63 63| 252| We look for a dividend hike at the pany has not taken a reserve.

20151 65 65 .65 board meeting in January. This has Paul E. Debbas, CFA  November 20, 2015
!Ag Diluted EPS. Exdl. nonrec. gain (losses): | report due mid-Feb, (B) Div'ds historically paid | cost. Rate aliowed on com. eq. for CECONY in Comgang’s Financial Strength A+
02, éj1¢); °03, (45¢); 13, (32¢); "4, 9¢: gain | in mid-Mar., June, Sept., and Dec. # Div'd rein- | 14: 9.2% elec., 9.3% gas & steam; O&R in'15: | Stock's Price Stability 100
on discontinued operations: '08, $1.01. 14 | vestment plan avail. (C) Incl. intang. In "14: | 9.0%; eamed on avg. com. eq., '{4: 8.6%. | Price Growth Persistence 50
EPS don't add due to rounding. Next eamings | $33.50/sh. (D) In mill. (E) Rate base: net orig. | Regulatory Climate: Below Average. Eamings Predictabllity 85
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Institutional Decisions THIS  VLARITH:®

102005 202015 3015 | porcent 15 ] STOCK mfgz;

b e e 13| ghares 10 -mrmmrTitmh I A T s 4tz a7
| Hids(000) 263836 266122 268851 A {ll R Syr. 762 521
1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 2010 {2011 {2012 [2013 | 2014 {2015 [ 2016 | ©VALUELINE PUB.LLC|18-20

27851 3596| 3510 3526| 37.25| 3130 3638 | 3874 | 40.25| 4331 | 37.88 | 3809 3916 | 3641 | 3861 | 4147 3745 39.60 Revenuespersh 46.00

7200 d52, 435 479| 588 378, 699, 725| 7.60| 808 796, 841 9.03 | 963 8.80 995 10.10 | 10.70 |“Cash Flow" per sh 13.00
203 | d5.84 1.30 182 238 £9) 334 328 332| 368 324 335 323 455 378 433 3.80| 4.10|Eamings persh A 525
1.08 .83 -- -- .- 80| 1.02 140 148 123 | 126 127 129 1.3 137 148 173 1.85 | Div'd Dec!'d per sh E» 245
355| 457 286| 488 395| 532| 573 778} 8867 867 | 1007 | 1394 | 1476 | 1273 | 11.06] 11.99| 1210 | 11.65 |Cap'l Spending persh 13.25

15.01 743 | 1004 | 1362 1652 | 1857| 2030 | 2366 | 2592 | 2021 | 3020 | 3244 | 30.86 | 28.95 | 30.50 | 3364 | 3455 3655 Book Valuepersh ¢ 4,00

34721 | 32581 | 32581 | 325.81 | 325.81 | 32581 | 32581 | 325.81 | 325.81 | 325,81 | 325.81 | 325.81 | 325,81 | 325.61 | 325.81 | 325.81 | 325,87 | 325.61 Common Shs Outst'g © | 325.61
129 --| 100 78 70| NMF{ 117 130 160 124 97 103 1.8 9.7 127 13.0 16.1 Avg Anr'l PIE Ratio 135
.74 -- 51 43 AD| NMF 62 70 85 75 65 .66 74 82 N 68 .80 Relative P/E Ratio .85

A1% | 3.9% -- .- - 34% | 26%  26% | 22% | 27% | 4.0% | 37% | 34% | 30% | 28% | 26%| 28% Avg Ann'l Div'd Yield 3.5%
CAPITAL STRUCTURE as of 9/30/15 11852 | 12622 | 13113 | 14112 | 12374 | 12409 | 12760 | 11862 | 12581 | 13413 | 12200 | 12900 |Revenues ($mill) 15000
Total Debt $12406 mill. Due In 5 Yrs $3094 mill. | 11320 | 1134.0 | 1151.0 | 1266.0 | 1115.0 | 1153.0 | 11420 | 1504.0 | 1344.0 | 1539.0 | 1375 | 1470 |Net Profit (mill) 1860
%Jﬁ:{;‘g:{fﬂgﬂ';j m” Interest $499 ril. 26.0% | 314% | 27.3% | 30.7% | 33.0% | 321% | 25.0% | 14.3% | 25.2% | 224% | 20.5% | 26.0% lncome TaxRate 26.0%
Loasos, Uncapitalized Annual rentals $473 il | 4%% | 5% | 82% | 89% | 10.5% | 165% | 148% | 85% | 78% | 58% | 7.0%| 7.0% AFUDG%toNetProfit | 50%
Pens. Assets-12/14 $3454 mil. Oblig. $4517 mill. | 54.6% 51.3% | 49.1% | 51.2% | 49.3% | 51.8% | 55.3% | 452% | 45.7% | 44.1% | 45.0% | 44.0% |Long-Term Debt Ratio 44.0%
Pfd Stock $2022 mitl.  Pfd Div'd $113 mill. 40.9% | 43.5% | 46.0% | 44.5% | 46.5% | 44.3% | 40.8% | 46.2% | 46.2% | 47.2% | 46.5% : 47.5% |Common Equity Ratio 49.0%
4,800,198 sh. 4.08%-4.78%, $25 par, call. $25.50- | 16167 | 17725 | 18375 | 21374 | 21185 | 23861 | 24773 | 20422 | 21546 | 23216 24325 25075 |Total Capitai ($mill 20300
Ty P g vatable noneum- cll. | t44g | 15913 | 17403 | 18960 | 21066 | 24778 | 52116 | 30273 | 385 | 908 | 4675 | 36550 Nt Plant (i) 42200
350000 sh.6.25% $1000 hq. valve; 460,012 s, | O4% | 86% | 83% | 74% | 68% | 63% | 60% | 8% | 73% | 70% | 6% 7.0% RetumonTotal Capl | 7.5%
5.1%-5.75%, $2500 lig. value. 154% | 13.4% | 12.3% | 12.4% | 104% | 10.0% | 10.0% | 14.2% | 11.5% | 11.9% | 10.5% | 10.5% |Return on Shr. Equity 1.5%
Common Stock 325,811,206 shs. as of 10/2315 | 16.7% | 14.0% | 13.0% | 12.8% | 10.8% | 104% | 105% | 159% ! 12.5% | 13.0% | 11.0% | 11.5% [Retum on Com Equity & | 12.0%
MARKET CAP: $20 billion (Large Cap) 122% | 104% | 9.2% | 86% | 6.7% | 65% | 63% | 114% | 81% | 88% | 6.0% | 6.0% |RetainedtoComEq 6.5%
ELECTRIC OPERATING STATISTICS 29% | % | 33% | 3% | 41% | 40% ; 43% | 2% 40% | 37% | 50% | 51% |AllDiv'ds to Net Prof 49%
9% Change Retal Sles (KWH) ":?21% 20_13 2+021? BUSINESS: Edison intemational (formery SCECorp) is & holding  commercial, 44%; industrial, 6%; other, 13%. Generating sources:
Avg. Ing USLU%(MWH&WH 763 791 788 | company for Southem Califoia Edison Company (SCE), which gas, 8%; nuclear, 6%; hydra, 2%; purchased, 84%. Fuel costs:
Avg. Indust. Revs. per KWH (¢) 7.50 8.00 886 | supplies electricity to 4.9 mill. customers in a 50,000 sq. mi. area in  42% of revs. "4 reported deprec. rate: 4.0%. Has 13,700 employ-
Pegka?oya %trs"ue?nkmer ) 21881 225":‘32 230%2 central, coastal, and southern California (excl. Los Angeles and  ees. Chairman, President & CEO: Theodore F. Craver, Jr. Inc.: CA.
AnnualLoédFactor( 597 "84 523 | San Diego). Discontinued Edison Mission Energy {independent  Address: 2244 Walnut Grove Ave., P.O. Box 976, Rosemead, CA
% Change stlumefseyt-md) +4 +6 +.6 | power producer) In "12. Elec. revenue breakdown: residential, 37%;  91770. Tel.: 626-302-2222. Intemet: www.edison.com.

FiredChge Co. (%) 308 205 a0 | Edison International’s utility subsidi- One more rate filing is upcoming,. SCE
ANNUAL RATES Past Past Esta1214| AYY received an order in its general will file another general rate case in Sep-
dchangsporsh)  10¥rs. 5V tote'n0 | rate case. In November, the California tember. New tariffs will take effect at the
Revenues 1.0% -1.0% 3.0% | Public Utilitles Commission (CPUC) start of 2018. The company (and other
'écas.h Flow" 1%%‘:{; ig‘f{; ggﬂé reduced Southern California FEdison’s utilities in California) were granted a one-
Dridonds Ol 929 10o% | rates by $451 million, retroactive to the year postponement by the CPUC for their
Book Value 6.5% 20% 6.0% stali't (i 20f15. A provision in the del::ision ?iaxé cozt—ofica ital cases, which will be

; will also force the company to take an filed in April of 2017.

egg'a'r Mg%”g:}hgﬁggg%“gggm 2’;‘, aftertax charge of $382 mlﬂion ($1.17 a We estimate that earnings will in-

2012 | 2815 2653 3734 3060 | 11862 share) to write off some regulatory assets. crease solidly in 2016. The utility will

2013 | 2632 3045 3060 2943 | 12581 | On @ positive note, SCE's tariffs rose by benefit from the rate increase and growth

2014 | 2026 3016 4356 3115 | 13443 | $209 million at the be%inning of 2016 and in its rate base. In fact, the rate base is

2015 | 2512 2008 3763 3017 |12200| Will climb by $272 million at the start of likely to advance 7%-8% in 2016 and 2017.

2016 | 2750 3100 3900 3150 | 12000 '21‘?117 . . h h ) 'é‘hedboard tgf dir«lactor;_ raised th% di}\;i-

A e utility has another regulatory dend significantly, effective with the
eﬁ;';, Mar_ﬁARmu%sopEggfﬁE Dec.31 5:;', matter pending. SCE was required to January payment. The board boosted

2012 B 5 109 229 | 45| put forth a Distribution Resources Plan, the annual disbursement by $0.25 a share

2013 | 78 78 141 81 | 373| which deals with issues such as integrat- (15%). The company has established a tar-

2014 | 81 107 151 115 | 433 ing distributed generation with the electric get of a 45%-55% payout ratio of SCE's

2015 | o1 115 115 59 | 380| grid. Its current estimate is that it will earnings.

2016 90 90 150 .30 | 410 spend $347 million-$560 million through The stock’s dividend yield is below

Cal. | QUARTERLYDIVIDENDSPAD®= | pun | 2017 and $1.405 billion-$2.585 billion from average, by utility standards. This re-
endar |Mar31 Jun30 Sep.30 Decdt| Year 2018 through 2020. The former amount flects Edison International’s strong divi-

2012 | 35 325 A% %5 | 1.30 would be recorded for future recovery dend growth prospects though the end of

2043 | 3375 2375 2375 23751 {35 through a memorandum account, the lat- the decade. Total return potential over the

2014 | 35 355 355 55 | 142 | ter through a general rate case. When the that period is a cut abave the industry

2015 | 4175 #75 4175 4175| 167| CPUC will rule on the utility’s proposal is mean.

2016 | 48 not known. Paul E. Debbas, CFA January 29, 2016
(A} Diluted EPS, Excl. nonrec. ?ains (Iosses;: 13, 11¢; 14, 57¢; "5, 13¢. 12 & 14 EPS | Indl. deferred charges. In '14: $23.36/sh. (D) In | Company's Financial Strength A
02, $1.48; '03, (12¢); '04, $2.12; '09, (64¢); | don't add due to rounding. Next eamings report | mill. (E) Rate base: net orig. cost. Rate allowed | Stock’s Price Stability 100
"0, f; 11, ($3.33); 13, ($1.12); 15, {81.17); due late Feb. (B) Div'ds paid late Jan., Apr., | on com. eq. in '15: 10.45%; eamed on avg. Price Growth Persistence 50
gains (loss) from discont. ops.: 12, ($5.11); | July, & Oct. m Divd reinvestment plan avall. {C) | com. eq., '14: 13.8%. Regul. Clim.: Above Avg. | Eamings Predictabllity
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RECENT PE Trailing: 18.3) RELATIVE DIVD 0/
EL PASO ELECTRIC wyse.e [ 38.70 R 18.1 Gt ) i 110175 3.2%
TMELNESS 3 masrinsns | Y| 191 224) 289 282 e 7| %7 R3| NE| 83 B3 Target Price Range
SAFETY 2 Rased5i07 | LEGENDS
~ 5.0 x "Cash Flow" p sh 80
TECHNICAL 3 Lowered 11116 Opiione Satve Price Stienglh
BETA .75 (1.00 - Market) haded area indicates gg
2018-20 PROJECTIONS R D B LI DT 10
Ann'l Total RO TSI PR LILE TS TTECAALLIAL GLATTITERL o A SUOUy P
Price  Galn  Retum AL TEL ST, -- 30
High 45 (+15%; % et = 2
Low 35 (-10%) 1% S TONSTIN L TP rlhl 2
Insider Decisions e - LG O T R N 15
MAMJIJASON| oqihtd - SR T PR N
By 000000GO0OO[M"" 10
Opions 0 0 0 00 00 50
laSel 000000000 % TOT. RETURN 12115 |
Institutional Decisions THIS VL ARITH-
SY0CK INDEX

wwy E fe 76| Gl % i T T
to Sell 4 71 63 | traded ST ITTRI A ATITINTIR AL U T T I i | I I 3yr. 325 377 |
Hds(aot) 38975 39499 30588 1 URHIY | T T T T L Sy 615 524
1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 [ 2006 | 2 2008 09 | 2010 {2011 12012 |2013 | 2014 | 2015 | 2016 | ©VALUELINEPUB.LLC]18-20

995| 1370 | 1540| 1391| 13.97( 1495| 1670 | 1775 | 19.43| 2345 | 1885 | 2061 | 2297 | 2126 | 2211| 22.74 | 21.00| 2215 |Revenues persh 2675
279| 321| 343| 299| 300| 327| 305| 3441 386| 416| 407| 515! 605| 566| 565| 587 605! 6.25|“Cash Flow” persh 8.00
86 109 127 57 64 68 T8 | 127 163 | 173| 150 207 | 248 226 | 220 227) 205| 2.10 Eamingspersh A 275

-- .- -~ - .- .- -- -- -- -- -- -- b6 97 105 111 147 | 1.23 |Div'd Decl'd per sh B 140

128 170) 185 175| 203| 194] 228 273 463 536 | 595 527 | 580 670 78| 850 790 7.7 Cap'l Spending per sh 725
736| 805, 901 920 1051| 11.23| 1156 | 1260 | 14.76 | 1547 | 1645 | 19,04 | 19.03 | 2057 | 2344 | 24.39] 2520 26.00 |Book Value persh © 29.50

| 5726 5120 4990 4967| 4756 4740 4814 | 46.00 | 4515 | 44.08 | 43.02 | 4257 | 3996 | 4011 | 4027 | 4036 | 40,50 40.65 Common Shs Outst'yg O | 4110
98 106 110 230 183 220 267} 169| 153 | 119 1087 107 126 | 145 159 | 164 181 Avg Ann'l PIE Ratio 145

.56 69 56| 126 1047 146| 142 91 81 12 72 .68 79 92 89 86 .90 Relative P/E Ratio .90

.- -- -- -- .- -- -- .- .- .- - -l 21% | 30% | 30% 30%| 34% Avg Ann’l Div'd Yield 3.5%

CAPITAL STRUCTURE as of 9/30/15 8039 | 8165 | 8774 | 10389 | 828.0 | 877.3 | 9180 | 8529 | 8904 | 9175 850 900 |Revenues ($mill) 1100
Total Debt $1253.0 mill. Due in 5 Yrs $201.9 mill. 366| 614 748| 776! 669| 903 1035 | 908 | 886, 914 | 850 850 NetProfit (Smil) 115
:fﬁ:gﬁj;t’;“r-’?e';"g SX;-T Interest $58.2 mil. 337% | 29.8% | 31.6% | 32.8% | 33.1% | 36.1% | 34.2% | 34.1% | 33.0% | 31.0% | 30.0% | 31.0% |Income Tax Rate 31.0%

o 15.8% | 8.0% | 15.9% | 204% | 24.3% | 22.1% | 17.6% | 224% | 24.1% | 30.8% | 24.0% | 24.0% \AFUDC % to NetProfit | 13.0%

Leases, Uncapitalized Annual rentals $1.4 mill. 52.3% | 51.5% | 49.6% | 53.8% | 52.7% | 51.2% | 51.8% | 54.8% | 51.4% | 53.5% | 525% | 55.0% |Long-Term Debt Ratio 55.5%

Pengion Assets-12/14 $272.9 mill. 41.1% | 48.5% | 504% | 46.2% | 47.3% | 48.8% | 48.2% | 45.2% | 48.6% | 465% | 47.5% | 45.0% |Common Equity Ratio 4.5%
Oblig. $341.1 mil. | "11675 | 11958 | 13216 | 15039 | 1527.7 | 16601 | 1576.7 | 18245 | 10435 | 21184 | 2155 2340 |Total Capital (Smil) 173

Pfd Stock None 12917 | 1332.2 | 1450.6 | 1595.6 | 1756.0 | 1865.8 | 19471 | 21023 | 2257.5 | 24884 | 2645 | 2790 |Net Plant ($mill 3050
Cormon Stock 40,426,668 shs. 45% | 66% | 70% | 67% | 60% | 0% | 83% | 65% | 6.1% | 57% | 55% | 50% [RetumonTotalCapl | 6.0%
as of 10/3115 6.6% | 10.6% | 11.2% | 11.2% | 9.3% | 11.1% | 13.6% |14.0% | 94% | 9.3% | 80% | 8.0% Return on Shr. Equity 9.5%

6.8% | 106% | 11.2% | 11.2% | 9.3% | 11.1% | 13.6% | 11.0% | 94% | 9.3% | 8.0% | 8.0% |RetumonCom Equity €| 9.5%

MARKET CAP: $1.6 billion (Mid Cap) B.6% | 106% | 11.2% | 11.2% | 9.3% | 11.1% | 10.0% | 6.3% | 49% | 48% | 35% | 3.5% [Retainedto Com Eq 5.0%
ELECTRIC OPERATING STATISTICS .- -- -- .- -- - 2% | 43% | 47% | 49% | 56% | 59% |All Div'ds to Net Prof 49%
5 Change RefalSals (KWH) 2°+1-2, 22,12 20113 BUSINESS: El Paso Electric Company (EPE) provides electric  able. Generating sources: nuclear, 47%; gas, 35%; coal, 5%; pur-
Avg.In USLUSE(MMQWH 21659 21908 21505 | semvice to 405,000 customers in an area of approximately 10,000 chased, 13%. Fuel costs: 34% of revenues. '14 reported depreci-
Avg. Indust, Revs. per KWH (¢) NA NA NA | square miles in the Rio Grande valley in westem Texas (68% of ation rate: 2.6%. Has about 1,000 employees. Chairman: Charles
g eakfmgﬁ?n(mer ) %gg lggg ]%g revenues) and southem New Mexico (19% of revenues), including  A. Yamarone. President & CEO: Mary Kipp. Incorporated: Texas.
Annva Load Factor NA NA NA | El Paso, Texas and Las Cruces, New Mexico. Wholesale is 13% of ~Address: Stanton Tower, 100 North Stanton, E! Paso, Texas 79901,
% Change Customers eymnd) +1.5 +13 +1.3 | revenues. Electric revenue breakdown by customer class not avail- Tel.: 915-543-5711. Internet: www.epelectric.com.

FiredChargeCov (%) 302 280 251 | El Paso Electric Company has rate ap- ring costs (such as depreciation) that are
ANNUAL RATES Past Past Estd 1214 K'Ilicqtlons pending in Texas and New not being recovered. This results in regu-
of change (persh)  10¥rs.  SYrs.  to"18'20 exico. The utility wants to place capital latory lag for the utility. We overestimated
Revenues £% 18%  35% | expenditures into the rate base, including the effects of regulatory lag in the third
goash Flow" S5 T8 9% | its spending on the first two units (88 quarter of 2015, but underestimated them
S o % 5o% | megawatts each) of a four-unit gas-fired in the fourth quarter of 2015 and first pe-
Book Value 85% 80% 45% | generating station. In Texas, El Paso Elec- riod of 2016. Because third-quarter profits

Cal- | QUARTERLYREVENUES(Smil) | Full tric is seeking a rate hike of $70.5 million, (aided by favorable weather patterns) ex-
endar |Mar31 Jun30 Sep.30 Dec.31| vear| Pased on a return of 10.1% on a common- ceeded our expectation, we have raised our

2012 1686 2283 2672 1868 | 8529 | Squity ratio of 49.52%. The staff of the full-year estimate by $0.10 a share, to

2013 1773 2404 2827 14903 | 8004 | Lexas commission is recommending an in- $2.05. Our revised estimate is within the

2014 (1855 2518 2836 19066 | 9175 | crease of $54.3 million, based on a 9.5% company's targeted range of $1.95-$2.10 a

2015 {1637 2195 2807 177.4 | 850 | ROE, and the city of El Paso is proposing a share. On the other hand, we have cut our

2016 (175 240 300 185 | 906 | hike of $23.5 million, based on a 9.1% 2016 forecast by $0.10 a share due to our

car- EARNINGS PER SHARE » fan | ROE. In New Mexico, El Paso Electric is lowered expectation for the March period.
endar |Mar31 Jun30 Sep.30 Dec3t| Year | asking for $6.4 million, based on a return Finances are sound. The fixed-charge

2012 | 08 77 128 A2 | 2% of 9.95% on a common-equity ratio of caverage, comman-equity ratio, and return

2043 | 19 72 126 .03 | 22| 49.29%. The commission’s staff is recom- on equ1t¥ are comparable with the norms

2014 | 11 75 130 40 | 227| mending a $3.2 million raise, based on a for the electric utility industry.

2015 | 09 52 140 .04 | 205 9.22% ROE. Although settlements cannot The dividend yield of El Paso Electric

2016 05 65 125 45 | 210 ge ?ull]edluut, it (eixppea}rls as if e%ch case will stack is low, by lﬁtility standards. This

) B e fully litigated, with orders being issued reflects, in part, the company’s good divi-

eﬁ:'a, M,?g’}”fﬁgmgfﬁgﬁpﬁc_ﬁ 5:;', early in the second quarter of 2016. dend growth lEmspects through 2018-2020.

012 | 2 25 25 5 ¢7| We have adjusted our earnings esti- However, with the recent quotation within

2013 | 25 265 265 265 | 105| mates for 2015 and 2016. The first two our 3- to 5-year Target Price Range (like

2014 | 265 28 28 98 111| units of the aforementioned generating that of many utility issues), total return

2015 | .28 295 205 205 | 147 plant are in service, but are not yet in the potential is lackluster.

2016 rate base. Thus, El Pase Electric is incur- Paul E. Debbas, CFA January 29, 2016
iA) Diluted eamings. Excl. nonrecurrin%‘gains eamings report due late Feb. (B) Initial divi- | millions, (E) Rate allowed on common equity in Comﬁan'!'s Financial Strength B+
losses): '99, (38¢); '01, (4¢); ‘03, 81¢; ‘04, 4¢; | dend declared 4/11; payment dates in late | TX in “12: none specified; in NM in '10: none | Stock's Price Stability 9
05, (2¢); '06, 13¢; '10, 24¢. '14 eamings don't | March, June, Sept., and Dec. {C) Incl. deferred | specified; eamed on average common equity, | Price Growth Persistence 85
add to full-year total due to rounding. Next | charges. In '14: $112.1 mill,, $2.78/sh. (D) In | 14; 8.5%. Regulatory Climate: Average. Eamings Predictabllity 85
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) RECENT PE Tralling: 19.8 '} RELATIVE DIVD 0/

GREAT PLAINS EN'GY wyse.ce [t 26.56 [vino 17.1 Gl ) B 0.97 %5 4.0%

Tmeness 3 rastiens | MO 2671 358 291 29| B3| B3| 68| B 8L N8| Bs) 23 Target Price Range
SAFETY 3 Lowered 120608 | LEGENDS

—— .70 x Dividends p sh 64

TECHNICAL T Raised 121815 divided by Interes! Rate

.. Relative Price Strength 48

BETA 85 (1.00 = Market) Options: Yes . 40
701820 PROJECTIONS _|—=raded drea indkates rocesson | | I N PEYYYY PPPTT b

) Anp'l Total| " ——t— g i T 2

Price Gain  Retum [T T TR AL %0

High 35 (+30%) 710% o %6
Low 20 (-25%) -2% - T
Insider Decisions  |———u e 12

JFMAMJJAS LT

By 0 0000O0OOO - 8
Options 0 0 0 0 0 0 00O : L 6
foSel 009000000 ot % TOT. RETURN 11115
Institutional Decisions | | | L | EEGEEEEERY | e O MRS I YHIS  VLARITH.

102015 i BT DL AP L $T0CK INDEX

oy as a3y igg | Percent 24 . ——— - . 74 20 [
to Selt 125 134 | traded 8 I [TV 1TV o S T TV (Y DA 3yr. 483 481 [
i) 121846130044 125340 il AT oo Sy 763 712
1999 | 2000 ] 2001 | 2002 | 2003 [ 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 {2011 |2012 } 2013 | 2014 {2015 | 2016 | ©VALUELINEPUB.LLC|18-20

1450 18.02| 2361 2691 31.04! 3313 3485 | 3330 | 37.89 | 14.00 | 1451 | 1662 | 17.03 | 1505 | 1590 | 1666 | 1585 | 17.10 |Revenues persh 19.25

363| 463 470, 440 469 A75] 454\ 3861 424| 309| 327 412 35 345 401 4.01 395| 4.60 |“Cash Flow” persh 6.00

126 205| 158| 204| 227| 246, 218 162, 18| 116 103 153 126] 135 162 157 135 1.75 Eamings persh A 2,00

166| 1.66| 166| 166| 166| 166 166| 166| 166| 1.66 83 83 84 86 .88 94 1.00{ 1.06 DivdDecPdpersh®a 1.20

2971 667 438 191 218| 266| 4497 ©6.05| 645 B86| 645 476 340 401 4477510 520| 4.05|Cap'l Spending per sh 3.75

1397 | 14.88| 1259| 1358| 1382| 1535| 1637 1670 | 18481 21.39 | 2062 | 21.26 | 2174 | 21.75 | 2258 | 23.26| 23.60| 24.30 |Book Value persh © 26.75

61911 6101| 61.97| 6920 60.06| 74.37| 7474 | 80.35| 86.23 | 110.26 | 13542 | 135.71 | 136.14 | 15353 | 153.87 | 154.16 | 154.50 | 154.75 | Common Shs Outst'g © | 155,50

2001 1247 189} 114 122] 126] 140 183] 163| 205 160 121 16.1 155 1427 165 | Bold fighres are | Avg Ann’t PIE Ratio 135

114 81 81 61 70 87 15 99 87 123 107 a1 10 99 80 87 Value|Line Relative P/E Ratio .85

66% | 65%| 66%| 73% | B.0%| 5A% . 55% | 56% | 55% | T0% | 50% | 45% | 41% | 44% | 38% | 36% U jAvg Ano'l Divid Yiald 46%
CAPITAL STRUCTURE as of 9/30/15 2604.9 | 2675.3 | 3267.1 | 1670.1 | 1965.0 | 22555 | 2318.0 | 2309.9 | 24463 | 2568.2 | 2450 | 2650 |Revenues (§mill) 3000
Total Debt $4105.7 mill. Due in § Yrs $1472.6 mil. | {642 | 1276 | 1592 1195 | 1356 | 2117 | 1744 | 1998 | 2502 2428 | 215, 275 |Net Profit (Smill) 35
;f#;‘;gg?:j;g"; 4X)LT Interest $188.9 mil.  \“Tg7er I 77.0% | 30.7% | 345% | 250% | 31.7% | 327% | 34.3% | 340% | 32.0% | 95.0% | 35.0% [Income Tax Rate 35.0%

o 21% | 84% | 10.6% | 46.8% | 57.0% | 25.7% | 3.9% | 3.3% | 104% | 128% ; 50%  20% AFUDC % to Net Profit 2.0%

Leases, Uncapitalized Annual rentals $14.2 mill. 47.5% | 30.6% | 40.7% | 49.7% | 53.2% | 50.2% ! 47.8% | 44.9% | 50.0% | 49.0% ! 51.0% | 47.5% Long-Term Debt Ratio 43.0%

Pension Assets-12/14 $730.0 mill. 50.9% | 67.5% | 57.9% | 40.6% | 46.2% | 49.2% | 51.6% | 54.4% | 494% | 60.4% | 48.5% | 52.0% [Common Equity Ratie 51.5%
’ Oblig. $1185.8 mil. |"2403.3 | 19884 | 27008 | 5146.2 | 60A45 | 6867.6 | 5741.2 | 81358 | 70201 | 74131 | 7525 7255 | Total Capital (Smill 8050

o g{)%“;‘h?g-g(;‘:/'"io 42{;?/0(2%6513366 mil, 2765.6 | 3066.2 | 34445 | 6081.3 | 66511 | 6892.3 | 70535 | 74021 | 77464 | 8279.6 | 9690 | 8875 | Net Plant {$mill) 4050
cum.), calable from $101 to $103.70. P B2% | 7.9% | 75% | 35% | 39% | 53% | 50% | 5.0% | 50% | 47% | 4.0%| 5.0% |Retumon Total Capl 50%
Common Stock 154,369,354 shs. 130% | 92% | 99% | 46% | 48% | 7.2% | 58% | 58% | 714% | 6.7% | 6.0% | 7.0% |Retumn on Shr. Equity 1.5%
as of 112115 13.3% | 94% | 10.1% | 46% | 48% | 7.3% | 58% | 59% | 72% | 67% | 60% | 7.5% RetumonComEquity &! 7.5%
MARKET CAP: $4.1 billion (Mid Cap) 32% | NMF 9% | NMF 9% | 34% | 20% | 22% | 3.2% | 27% | 1.5%  3.0% |Retained to ComEq 3.0%
ELECTRIC OPERATING STATISTICS T6% | 104% | 91% | NMF | 81% | 54% | 66% | 63% 55% | 60%  73%  60% |All Divids to Net Prof 62%
% Change Retal Sales (KWH) 2_0115 29,,1. 20+12 BUSINESS: Great Plains Energy incorporated is a holding compa-  other, 12%. Generating sources: coal, 64%; nuclear, 13%; wind,
Avg. Indust, Use (MWH) 1443 1424 1455 | ny for Kansas City Power & Light and two other subsidiaries, which 1%; gas & oil, 1%; purchased, 21%. Fuel costs: 28% of revs. '14
Avg.llgdustRevsmr (] 6.23 6.80 6.79 | supply electricity to 844,000 in western Mi i (71% of reported deprec. rate (utility): 3.0%. Has 2,900 employees. Chair-
g:gkaulyagtgﬁfnkmer ) gggg “ﬁ NQ revenuss) and eastem Kansas (20%). Acq'd Aquila 7/08. Sold Stra- man: Michael J. Chesser. President & CEO: Temy Bassham, Inc.:
Amnual Loa Facdor 496 NA NA | tegic Energy (energy-marketing subsidiary) in '08. Electric revenue  Missouri. Address: 1200 Main St., Kansas City, Missouri 64105,
%changea,s(omefs&wg,) +2 +7 +.9 | breakdown: residential, 40%; cc jal, 39%; industial, 9%; Tel.: 816-556-2200. Internet: www.greatplainsenergy.com.

Fited Charge Cov. (%) 235 267 261 | Great Plains Energy's largest utility ance from $1.35-$1.60 to $1.35-$1.45, and
ANNUALRATES Fast~ Past Esta'iz-14| Subsidi received a rate order in our revised profit estimate is at the low
dchange persh)  10Vre.  5¥m.  to'fe-zp | Kansas. Kansas City Power & Light was end of this range. In recent years, the com-
Reventes 65% -65%  3.5% ranted a tariff hike of $48.7 million pan%has been earning mediocre ROEs due
poash Fslow" '_%-8‘27 12%':{/0 %g’;//a 9.0%), based on a return of 9.3% en a to the effects of regulatory lag. The rate
SR e &2 2% | comman-equity ratio of 50.48%. New rates orders came too late to have much effect
Baok Value 45% 25% 30% | took effect at the start of October. KCP&L on earnings this year, but . . .

Cal | QUARTERLY REVENUES (§mil) | Ful also received a rate increase of $89.7 mil- We continue to expect a significant
endar |Mar3! Jun30 Sep.30 Dec.| Year| lion (11.8%), based on a 9.5% return on a profit increase in 2016. The rate orders
2012 4797 6036 7462 4804 12300.9 50.09% common-equity ratio, in mid- should help the utility reduce (but won't
2013 |5422 8003 7650 5388 |24463 | Sebtember. eliminate) the regulatory lag problem. Our
2014 |5851 6484 7825 5522 |3gso | There were good and bad aspects to forecast would result in a 30% bottom-line
2015 |5494 6090 7814 5105 |50 | the rate orders. KCP&L received more increase over our 2015 estimate. Great
2016 |600 650 850 550 |2650 | than 75% of what it requested, and will Plains Energy will put forth 2016 guidance

cal- EARNINGS PER SHARE A Fan | €@rN a return on its entire investment in in its conference call in late February.

endar |Mar3! Jun.30 Sep30 Dec.31| Year | @N environmental upgrade to a coal-fired The board of directors has raised the
2 | 407 4 95 03 | 135] Plant. The utility was also granted a fuel- dividend. The board boosted the annual
%13 | 47 44 83 A1 | 12| adjustment mechanism in Missouri. (It al- disbursement by $0.07 a share (7.1%), ef-
W4 | 15 4 o5 42 | 157| ready had one in Kansas) However, the fective with the fourth-quarter payment.
2015 42 98 @ 43 | {35| company did not get other regulatory me- Great Plains is now targeting a payout
2016 20 40 100 .15 | 1.75| chanisms it sought in Missouri, and is dis- ratio in a range of 55%-70%, but wants to

Cal- | QUARTERLYDWIDENDSPADE = | pun | @Ppointed with the low allowed ROEs. It narrow this to 60%-70% after 2016.
endar |Mar31 Jun30 Sep.30 Deci| Year ha_s appealed these issues to the courts in Great Pla.ins Energy stock has an
201 | 2075 2075 2075 2125] .84 Missouri and Kansas. average dividend yield for a utility.
2012 | 2125 2125 225 2175 | g| We have cut our 2015 earnings esti- With the recent price near the midpoint of
2043 | 275 2175 75 ;B ‘33| mate by a nickel a share. Third-quarter our 3- to 5-year Target Price Range, total
2014 | 23 93 93 245 ‘94 | profits fell short of our estimate. Manage- return potential is low.

2015 | 245 245 245 2625 ment narrowed its share-earnings guid- Paul E. Debbas, CFA December 18, 2015
(A) Dil. EPS. Exdl. nonrec. gains (losses): ‘00, | due to change in shs., ‘14 due fo rounding. '14: $7.81/sh. (D) In mill. (E) Rate base: Fair Company's Financial Strength B+
49¢;'01, (82.01); '02, (5¢); '03, 29¢; '04, {7¢); | Next eamnings report due late Feb. (B} Div'ds | value. Rate all'd on com. eq. in MO in '15: Stock’s Price Stability 95
'08, 12¢; gain (losses) on disc. ops.: '03, (13¢); | historically paid in mid-Mar., June, Sept. & Dec. | 9.5%; in KS in '15: 9.3%; eamed on avg. com. | Price Growth Persistence 5
‘04, 10¢; '05, (3¢); '08, 35¢. '12 EPS don't add | = Div'd reinvest. plan avail. (C) Indl. intang. In | eq., '14: 6.8%. Regulatory Climate: Average. Eamnings Predictabllity 75

duublicalinn is strictly for subscriber's own, non-commercial, internal use. No part
for generating or marketing any printed or electronic publication, senice or product.
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RECENT PE Tralling: 17.2'| RELATIVE DIVD 0/
IDACORP. INC. nysE-ox Mo 67,59 [vino 17.8 Gedes i8) P 1.00 15 3.0%
TMELNESS 3 wtstsns | 07| 23| 323( 35| 397 500 0| se| 85| W1| B2 23 Target Price Range
SAFETY 2 Reised 8213 LEGENDS pooh
e 1.00 x Dividends p sh
TECHNICAL 3 Lowered 1214115 giide y Interes] Rae 160
-« Relative Price Strengih dewma 80
BETA 80 {1.00 = Market) Options: Yes — =" N Lie 64
7018-20 PROJECTIONS_ [-=aded atea indicles PSR TN A I I il s 1
Price  Gain Ange;ht?nw ——|/--""||""""""]'
0, o |4 1 M 32
fa 80 %R 7% | Pl e ey - a 7
Insider Decisions U e B . A 20
MAMJJASON - < 16
tBy 200100000 12
Opfions 0 0 0 0000000
WSl 2 11110111 % TOT. RETURN 12115 |8
Institutional Decisions THIS  VLARITH”

105 20205 30205 | perceny 15 ] srosc; m_ngsgx L
bl % 100 98| chares 10y IR ATIRLIE TR I I TR TIE v 72 w7 [
Hidelttn) 37715 37671 67529 (il S EAERRHRRT LT O RERR ST EARRRNNE Sy. 450 521
1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 2010 12011 12012 (2013 [ 2014 | 2015 | 2016 | ©VALUELINEPUB.LLC|18-20
1780 | 2740 150.10 | 2443 | 2041| 20.00| 2046 | 21.23 | 1951 2047 | 21.92 | 2097 | 2055 | 2155 | 24.81| 2551 | 2495| 26.05 |Revenues persh 27.95

450| 563 563, 408} 350| 412 387| 458| 441 427 507 523 | 574 584 | 621| 649 645| 670 |“CashFlow" persh 7.50
243| 3507 335 163 96| 190 175| 235| 186: 218 264 295 336 3¥ 364 | 385| 383 3.95 Eamingspersh A 425
186| 1.86| 186 186 170 120| 120| 120| 120] 120 120 120| 120| 137 1567 176 | 1.92| 203 DividDecldpersh Btw 245
295 373 478 353] 389| 473 483 516| 639| 519 526 685 676 478 | 468| 545| 605 6.05 Cap'lSpending persh 6.00
2002 2182 2345] 2301 2254 | 2388 24.04| 2577 | 2679 27.76 | 2917 | 31.01 | 3319 | 3507 | 3684 | 3885 | 40.70 | 42.60 {Book Value persh ¢ 47.05
3761 | 37.61) 37.63| 3802| 38.34| 4222( 4266 | 4363 | 4506 | 4692 | 4790 | 4941 | 49957 50.76 | 5023 | 50.27 | 50.30 | 50.30 Common Shs Outstq O | 50.30
127 109] 114] 189) 265| 155] 167 151 1821 139 102 18| 15| 124 134 17| 164 Avg Ann'l PIE Ratio 16.0
72 Nal 581 1037 151 82 89 82 97 .84 68 75 72 79 .75 .78 .83 Relative P/E Ratlo 1.60
6.0% | 49%| 49%| 60% | 67% | 41% | 41% | 34% | 3.5% | 40% | 45% | 34% | 31% | 33% | 32% | 31%| 3.1% Avg Ann'l Div'd Yield 3.6%
CAPITAL STRUCTURE as of 9/30/15 859.5 | 9263 | 8794 ! 9604 A 1049.8 | 1036.0 | 1026.8 | 1080.7 | 1246.2 | 1282.5 | 1255 | 1310 |Revenues ($mill) 1405
Total Debt $1741.9 mill. Due in 5 Yrs §264.5 mill 637 1004 | 823| 984 1244 | 1425 | 1669 | 1689 | 1824 1935 95| 200 NetProfit(Smil) 25
:fﬁ;‘;‘gﬂa‘rfe';“g 4x;-T Interest §81.0 mil. 160% | 13.3% | 14.3% | 16.3% | 15.2% | NMF | NNF | 134% | 28.3% | 6.1% | 23.0% | 23.0% |lncome Tax Rate 300%
o 47% | 40% | 9.7% | 10.2% | 105% | 19.7% | 228% | 7.1% | 4.2% | 44% | 7.5% | 8.0% AFUDC % to Net Profit 9.5%
Pension Assets-12/14 $558.7 mill, 50.0% | 45.2% | 48.9% | 47.6% | 50.2% | 49.3% | 45.6% | 455% | 46.6% | 45.3% | 45.0% | 45.0% Long-TermDebtRatio | 45.0%
Oblig. $844.8 mill. | 50.0% | 54.8% | 51.4% | 62.4% | 49.8% | 50.7% | 54.4% | 54.5% | 53.4% | 54.7% | 55.0% | 55.0% |Common Equity Ratio 55.0%
2048.8 | 2052.8 | 2364.2 | 2485.9 | 2807.1 | 30204 | 3045.2 | 32254 | 3465.9 | 3567.6 | 3660 | 3840 |Total Capital ($mill) 4330
Pfd Stock Nene 23143 | 2419.1 | 26166 | 2756.2 | 2617.0 | 3161.4 | 34066 | 3536.0 | 36650 | 36335 | 4095 | 4300 |Net Plant ($mill 4975
Common Stock 50,340,686 shs. 45% | 62% | AT | 53% | 57% | 60% | 67% | 65% | 64% | 6% | 6% 60% |Retum onTotalCapl | 5.5%
as of 10/23115 6.2% | 89% | 68% | 7.6% | 89% | 9.3% | 104% | 9.6% | 99% 89% | 8.0%| 9.0% Retum on Shr.Equity 8.5%
62% | 88% | 68%  76%  89%  93% | 104% | 96% | 98% | 9.9% | 9.0% | 9.0% RetumonComEquity | 8.5%
MARKET CAP: $3.4 billion (Mid Cap) 13% | 43% | 24% | 34% | 48% | 55% | 65% | 5.7% | 56% | 54% | 45% | 4.0% Retainedto Com Eq 3.5%
ELECTRIC OPERATING STATISTICS 80% | 51% | 64% | 55% | 46% | 41% | 36% | 41% 43% | 46% | 52% | 53% |ANDiv'ds to Net Prof 58%
9, Ghange Real Saes (KWH) 2+°21§ 2+%1g 2,9112 BUSINESS: IDACORP, Inc. is the holding company for Idaho OR, and WY). Revenue breakdown: residential, 45%; commercial,
Avg.In muse(MWH&vm N/A  N/A  N/A | Power, a regulated electric utility that serves more than 520,000 27%; industrial, 16%; other, 12%. Fuel sources: hydro, 35%; coal,
Avg. Indust, Revs. per KWH (¢) 463 521 568 | customers throughout a 24,000-square-mile area in southem Idaho  34%; natural gas, 7%; purchased power, 24%. '14 depr. rate: 3.8%.
P eakLoaglgﬁ?nkmer I 2‘4@ 3%’; 3’%’2 and eastem Oregon, Operates 17 hydroelectric projects on the Has 2,021 employees. Chairman: Robert A. Tinstman. Pres. &
AnnuaILoédFador( N/A  NJA NJA | Snake River and its tributaries. Also owns three natural gas-fired CEO: Darrel T. Anderson. Inc.: Idaho. Address: 1221 W. Idaho St.,
%Changemgtmerseyr.end) +1.1  +15 +1.4 | plants in idaho and has stakes in three coal-fired facilities (in NV, Boise, ID 83702, Tel.: 208-388-2200. Web: www.idacorpinc.com.
We now suspect that 2015 was a Melba, Idaho to Boardman, Oregon. The
T;dmicgg)es Past 28285‘ :gz, d ,122_?17 4| slightly down year for IDACORP. Pre- prgject is currently slated for completion
ofchange(persh)  10¥rs.  5Yrs. to'1g'20 | viously, it looked like the electricity pro- in 2022 and is expected to cost up to $1.2
Revenues 10% 30% 25% | vider to some 500,000 customers in Idaho billion, some 21% of which would be
‘éCash Flow” ‘é‘%z//" 1%%‘;? %g‘;//ﬂ and Oregon could perhaps eke out a small IDACORP's stake. Importantly, the
Bividends 1 '55% 60% | bottom-line gain for the year that was. Boardman line should offer fairly stable
Book Value 50% 60% 40% | However, tough tax-rate comparisons, in power supply in the event that dry condi-
Cal- | QUARTERLY REVENUES(S mil) il particular, probably made for a modest tions limit hydroelectric capacity.
endar |Mar31 Jun30 Sep.30 Dect| Year | falloff in share net. IDACORP has increased its quarterly
02 [2411 2547 3340 2500 [ioaoT The outlook for ZOl(_i seems pretty dividend by 70%, to $0.51 a share, over
2013 2649 3039 3811 2963 |12462 | decent, though. To wit, recent projec- the i)ast four years. And more increases
2014 (2027 3177 3822 2808 |12625 | tions point to increased economic activity are likely on the way Indeed, manage-
2015 |2794 3363 3692 2701 |1255 | and population growth within the utility’s ment recently urged the utility’s board of
2016 (205 335 305 265 |1310 | service area, botNof Y)Vlhich aug;ln' well for directors to sigr(i ﬂffl on alljnnual }ilncrleasels og
A power demand. Notably, growth in gross 5% or more (likely above the level o
eggla'r Man3wtiﬁgsop£§£‘i:§£ Dec.31 5:;', area product {(i.e., regional GDP) gwas sustainable earningg’ growth), so that the
2012 50 R 33 | 337| recently expected to accelerate from 4.8% payout ratio approaches the higher end of
2013 | 70 93 146 55 | 3g4| In 2015 to around 6.3% over the next 12 a recently targeted range of between 50%
214 | 55 89 173 69 | 385| months. Meantime, housing construction, and 60%.
2015 | 47 131 146 .59 | 383) including both single-family and multi- IDACORP shares are ranked 3 (Aver-
2016 55 120 163 57 | 395| family builds, was also forecasted to expe- age) for relative year-ahead price per-
Cal- | QUARTERLYDIVIDENDS PAID®t= | pypr | Lience a pick up of sorts. formance. At the recent gquotation, long-
endar |Mar31 Jun30 Sep30 Dec3t| Year | Major —capital investments should term total return potential doesnt stand
012 | 33 33 33 38 137| drive longer-term rate-base and earn- out, either. With much of the good news
03 18 3 w43 157| ings expansion. Case in point, IDACORP seemingly already reflected in the stock
2014 | 43 43 43 47 17| still plans to participate in the construc- price, we would look elsewhere for utility
245 | 47 47 47 192 | tion of a 500-kilovolt transmission line industry exposure.
2016 that would run from a substation near Nils C. Van Liew January 29, 2016

A} EPS diluted. Excl. nonrecurring gains | Div'ds historica!\lly
loss). '00, 22¢; '03, 26¢; '05, {24¢); '06, 17¢. | and Nov. = Dj

Egs. may not sum to total due to rounding. | Shareholder investment

Next eamings report due in early February. (B) | deferred debits. in '14: §$.
© 2016 Value Ling, Inc. AWl rights reserved. Faclval malerial is oblained flom 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 publicati i ial, i
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any print

paid in late Feb., May, Aug.,
d reinvestment plan avail, t
glan avail. {C) Incl.
5.26/sh. (D} In mill.

(E) Rate Base: Net original cost. Rate allowed
on com. eq. in Idaho in *M1: 9.5%-10.5%;
eamed on avg. system com. eq., '14: 8.9%.
Regulatory Climate: Above Average.

Comﬁang’s Financial Strength B+t
Stock’s Price Stability 95
Price Growth Persistence 85

Eamings Predictabllity
To subscribe call 1-800-VALUELINE
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RECENT PE Tralting: 13.3 )| RELATIVE DVD 0/ A
OGE ENERGY CORPII NYSE-0GE PRICE 24.62 RATIO 13.8 (Median: 140/, PIE RATIO 0.78 YLD 4.7 0
TMEUNESS 3 rasstrnans | ST | 138 193] B3| 2 "Se| Rs| 05| BI| B9 B3| Ai Target Price Range
SAFETY 2 Lowered 1201915 | LEGENDS -
—— 0.84 x Dividends p sh
TECHNICAL 2. Ralsed 12118115 divided by Ineres! Rate 80
- - - Relative Price Strength )
BETA .95 (1.00=Marke) 2-for-1 spiit 713 Z-for- 50
207820 PROJECTIONS. heod aoa indicatos LI - j 10
\ o e Ly T phs ==
pan 45 son) "% w1 20
Insider Decisions 15
JEMAMIJASI T
foBy 001000000 prt 10
Opons 0 0 0 0 000 0 0! 75
dal_0 009000010 % TOT. RETURN 11115 [
Institutional Decisions e I I AT NN (A GHIS - vLARITH:
10201 byttt 0t g pe—
M W6 7 7o | Percent 18 i e PR I I 8 . iy 244 20 [
to 146 142 152 | traded ) TIANIIN nallok b ATTRT Ih [[TAmALIARm 3yr. -1.2 481 [
Hidsto 12314 126076 127644 iR R i O A Sw. M7 72
1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 2010 {2011 {2012 12013 [ 2014 2015 | 2016 | ©VALUELINE PUB.LLC|18-20
1395| 2147] 2040 1926| 2162 2737 3283 | 2196 2068 2177 | 1479 | 19.04 | 1996 1858 | 1445| 1230 | 11.25| 12.20 |Revenues persh 1375
203 2070 181 187| +182| 187| 194| 223 230| 240 269 801 331 | 369 | 346 340 230| 345 “CashFlow" persh 400
97 85 65 12 87 89 92| 123 132] 126 133| 150 173 | 179 194 | 198| 175| 1.85 |Eamings persh A 2.25
87 67 67 67 67 67 67 87 .68 .10 T RE .18 80 85 95| 1.05| 1.16 |Divid Decl'd pershBw 1.55
146, 1.15) 144 1490 104| 151 165| 267 304 401 437 436 | 648 | 585 | 4993| 286| 3.00| 3.90 |Cap'l Spending per sh 2.25
655| 6831 667 627| 687| 744) 759 879| 916| 1044 1052} 11.73 | 13.06 | 14.00 | 1530 | 1627 | 16.60 17.30 \Book Value persh © 19.25
156.73 | 156,84 | 155.08 | 157.00 | 174.80 | 180.00 | 181.20 | 16240 | 183.60 | 187.00 | 184,00 | 195.20 | 186.20 | 167.60 | 198.50 | 199.40 | 200.00 | 200.50 |Common Shs Qutst'q O | 202.00
121 106 174) 144 118} 1441 1497 137 138 124 108 133] 144 152 177 18.3 | Bold fighres are |Avg Ann'l PIE Ratio 16.0
.69 69 89 a7 87 T4 18 T4 13 75 12 85 90 97 99 96| ValueLine Relative P/E Ratio 1.00
57%| 66%| 59% | 6.6% | 65% | 53% | 49% | 40% | 38% | 45% | 50% ! 37% | 34% | 29% | 25% | 26% estimates Avg Ann'| Div'd Yield 4.3%
CAPITAL STRUCTURE as of 9/30/15 5848.2 | 4005.6 | 3797.6 | 4070.7 | 2660.7 | 3716.9 | 39159 | 2671.2 | 2867.7 | 2453.1 | 2250 2450 |Revenues ($mill) 2800
Tota! Debt $2755.5 mill. Due In 5 Yrs $835.5 mill. | 4661 | 2261 | 24421 2314 | 2583 | 2053 | 3429 | 3550 | 387.6 | 3958| 345, 370 |NetProfit (Smill) 435
:f#?;‘;‘gg‘?jjeg‘,‘['i SX;-T Interest $138.8 mil. 3550732 6% [ 32.3% | 30A% | 31.7% | 349% | 30.7% | 26.0% | 24.9% | 304% | 27.0% | 29.0% |Income Tax Rate 20.0%
o 1.3% | 38% | 16% | 1.7% | 91% | 57% | 90% | 27% | 26% | 17% | 4.0% . 50% AFUDC % to Net Profit 2.0%
Leases, Uncapitalized Annual rentals $6.7 mill. 405% | 45.6% | 44.4% | 53.3% | 50.6% | 50.8% | 51.6% | 50.7% | 43.1% | 45.9% @ 45.5% | 46.0% |Long-Term DebtRatio | 50.0%
50.5% | 54.4% | 556% | 46.7% | 49.4% | 49.2% | 48.4% | 49.3% | 56.9% | 54.1% | 54.5% i 54.0% Common Equity Ratio 50.0% |
Pension Assets-12/14 §679.8 mill. 272656 | 2950.1 | 30255 | 4058.6 | 4128.7 | 4652.5 | 53004 | 56158 | 5337.2 | 5099.7 | 60751 6425 |Total Captal {(Smill 7750
PId Stock Non Oblig. $§725.0 mill. | 35674 | 38675 | 42463 | 5240.8 | 5911.6 | 64644 | 7474.0 | 83448 | 66728 | 69799 | 7265 | 7730 |Net Plant {$mill 8275
76% | 91% | 95% | 7.0% | 78% | 78% | 7.8% | 7.7% | 85% | 7.8% | 7.0%| 7.6% [Retum onTotal Cap’l 1.0%
Common Stock 199,702,572 shs. 124% | 14.1% | 14.5% | 12.2% | 12.7% | 12.9% | 134% | 12.8% | 12.8%  12.2% | 10.5% | 10.5% |Returnon Shr. Equity 11.0%
124% | 144% | 14.5% | 12.2% | 12.7% | 128% | 134% | 12.8% | 12.8% | 12.2% | 10.5% | 10.5% |Retum on Com Equity £ | 11.0%
MARKET CAP: $4.9 billion (Mid Cap) 34% | 66% | 74% | 54% | 60% | 67% | 77% | 72% | 73%| 65% | 4.0% | 4.0% |RetainedtoComEq 3.0%
ELECTRIC OPERATING STATISTICS 2% | 53% | 51% | 55% | 53% | 48% | 43% | 44% 43% | 47% | 60% | 63% |AliDiv'ds to Net Prof 12%
RS A3 2wy 217 [ BUSINESS: OGE Energy Corp. is a holding company for OKiaho- coal, 44%; gas, 23%; Wind, 5% purchased, 28%. Fuel costs: 45%
Avg,lnd%eswse(MwH‘zWH 776 779 770 | ma Gas and Electric Company (OGSE), which supplies electricity o of revenues. 13 reported depreciation rate (utifity): 2.8%. Has
Avg.lqdustRevs.(W # 507 544 573 | 819,000 customers in Oklahoma (84% of electric revenues) and 3,300 employees. Chairman, President and Chief Executive Officer:
B eakLoa?itgmkmer ) ;(1,88 63’\#1\ 63%3 westem Arkansas (8%); wholesale is (8%). Owns 26.3% of Enable  Sean Trauschke. Incorporated: Oklahoma. Address: 321 North Har-
Anmal Loag Faclor | 51.6 NA NA | Midsiream Partners. Electric revenue breakdown: residential, 42%;  vey, P.O. Box 321, Okishoma City, Oklahoma 73101-0321. Tele-
%changemﬁmeymd) +1.1  +11  +1.0 | commercial, 26%; industrial, 19%; other, 13%. Generating sources:  phone: 405-553-3000. Intemet: www.oge.com.
OGE Energy's utility subsidiary was rank a notch each, to A and 2 (Above Aver-
?:::}Ticgﬁ)es P 404 367, ; 3?6 disappointgg with the rejection of its age), respectively.
ast Past Est'd'12-'14 ; 114 s . :
ofchenge fpersh)  10¥rs. Y.  to'fg'mp | environmental compliance plan by The utility will soon file rate cases in
Revenues 40% -45% NMF | the Oklahoma Corporation Commis- Oklahoma and Arkansas. The filing in
‘éCash Flow" g-g:éﬂ 'g-% g-g;//v sion (OCC). Oklahoma Gas and Electric Oklahoma is not related to the rejection of
SRR 52 8% 400% | had proposed a $1.1 billion plan, including the aforementioned environmental plan.
Book Value 85% 90% 40% | $500 million for scrubbers on two coal- OG&E seeks to place 300 megawatts of ca-
Cal- | QUARTERLY REVENUES (§ mill) Full fired units. The OCC was probably reluc- pacity back in the rate base (it had been
endar |Mar3t Jund0 Sep.30 Dec.3t| Year | tant to allow the utility to recover its costs used to supply a wholesale contract) and
2012 [ 8407 8550 11134 8621 36712 through riders on customers’ bills. OG&E recover capital expenditures and expense
2013 | 9014 7342 7232 5089 |ose77 | Plans to ask the OCC to reconsider at least increases since the utility’s last rate case.
2014 | 5604 6118 7547 5262 |24534 | the scrubber portion of the plan. New rates should take effect by the start
2015 14801 5409 7198 5002 2250 | This is not the only problem the com- of next summer. A filing in Arkansas is
2016 550 575 775 550 |2450 | pany has faced this year. Its investment planned for early 2016.
cal- EARNINGS FER SHARE A Full in Enable Midstream Partners, a mid- Desp.ite_the s.itua’tion at Enable, OGE
endar |Mar31 Jun30 Sep.30 Dec!| Year | Stream gas master limited partnership in is sticking with its plan to raise the
2012 19 TR 20 | 170| Which it has a 26.3% stake, has not turned dividend by 10% annually through
23 | 12 46 108 29 | 194 | out as well as OGE had expected due to 2019. The board of directors declared such
204 | 25 50 94 29 | {9g| the sharp drop in commodity prices since an increase this year, and our 3- to 5-year
2015 2 M 90 49 | 175| mid-2014. Enable still provided $140 mil- projections are based on a continuation of
2016 20 50 .95 20 | 1.85| lion in distributions for OGE this year, but this policy.
Cal. | QUARTERLYDIVIDENDS PADB= | pyy | Gistribution growth has come at a token OGE stock has an attractive valuation
endar |Mar3! Jun3) Sep30 Dec3i| Year | Pace in recent quarters. This is the main for a utility issue. The dividend yield
2011 | 1875 1875 1875 1875 75| reason why OGE stock has performed so and total return potential to 2018-2020 are
2012 | 19675 19675 19675 19675 7e| Poorly this year, having declined about above the industry averages. Investors
2013 | 20875 20875 20875 20875 84| 30% in value since the start of 2015. We must be willing to assume the risks associ-
2014 | 225 295 9% 25 ‘93| have lowered the company’s Financial ated with the interest in Enable, however.
2045 | 25 25 25 275 Strength rating and the stock’s Safety Paul E. Debbas, CFA December 18, 2015

%A) Diluted EPS, Exdl, nonrecurring losses: '02, | ings report due fate Feb. (B} Div'ds historically | for split. (E) Rate base: Net original cost, Rate
0¢; '03, 7¢; '04, 3¢; *15, 35¢; gains on discon- | paid in late Jan., Apr., July, & Oct. m Div'd rein- | allowed on com. eq. in OK in *12: 10.2%; in AR
tinued operations: '02, 6¢; '05, 25¢; '06, 20¢.
’13 EPS don't add due to rounding. Next eam- | charges. In '14: $2.06/sh. (D) In millions, adj.
© 2015 Value Ling, Inc. All sights 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 sirictly for subscriber’s own, non-commercial, internal use. No part

of it may be rep d In any printed, electronic or other form, o used for generating or marketing any printed or electronlc publication, sendce or product.

resold, stored or

vestment plan available. (C) Incl, defeired

in '11: 9.95%; eamed on avg. com. eq., '14:
12.6%. Regulatory Climate: Average.

Comzan‘!’s Financial Strength A
Stock’s Price Stability 90
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Eamings Predictability 95
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05, 33¢; '06, 1¢; "1, ($1.11); 12, ($1.22); 113, | June, Sept., and Dec. = Div'd reinvesiment
© 2015 Value Ling, Inc. All rights reserved. Faclual material is oblained from sources befieved to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. ThiSJJ
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Above Average.

RECENT PE Tralling: 18.6'}| RELATIVE DVD 0/
OTTER TAlL CORPII NDQ-oTIR PRICE 26.56 RATIO 16.2 (Medlan: 230 /| PERATIO 0.92 YLD 4.7 0
meuness 4 s | 10 53] 23] 5T 5] 3] 28] 2| 8| hy| B3] B4 Ae T s s
SAFETY 3 Lowsred122410 | LEGENDS _
~— 1.00 x Dividends p sh
TECHNICAL 4 Lowered 1270115 duided by Intetes Rato &
- Relative Price Swrength 50
BETA 85 (1.00 = Market) Options; Yes ot PPEEN 50
201820 PROJecTEN;Is_T o rea Ieetes a0
'l 10
Price  Gain  Retum i e b | lanine e m]”l - 30
High 50 S*9°%¥ 20% |4 PP T e : %
Low 30 (+15%) 7% Lyl g1 20
Insider Decisions ate 15
JEMAMUJ JAS| ™
By 000000000 ) 0
Opfons 00 100000 0| | e |75
WSl 0000900010 % TOT. RETURN 11115 |~
Institutional Decisions - . THIS VL ARITHS
105 20215 3Q20M5 | pereent 9 teeks, N SR LI . STOCK  INDEX |
to Buy 50 49 53 | shares 6 ; | inn o Ly BTN 1ym. -3.3 ~2.0
to Sall 58 53 50 | TNIAMBTIE HTETEL TR IR IR0 UR 1 1UT) FYTes O 3 O ST E TR N 3yr. 247 481 [
hov_12585_wzera_r2r5s | =43 AN Al Sy, 67 72
1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 [ 2011 [2012 [2013 {2014 | 2015 | 2016 | ©VALUELINEPUB.LLC[18-20
1048 | 2345| 2653 27.75| 2028 | 3045| 3559 | 3743 | 4150 | 37.06| 20.03 | 31.08 | 20.86 | 2376 | 2463 | 2148 | 21.05| 21.80 |Revenues persh 2915
281 321| 340 344| 330| 288 335 339| 355| 281 | 276 260| 236 | 2M 302 3.08| 315] 3.60 |“CashFlow" persh 4.50
146 160| 168 179 151 150, 178, 169| 178 1.09 K .38 45| 1.05 137 185 1.60| 1.75 Eamingspersh A 225
89 102| 1.04) 106 1.08| 110 142} 45| 447 149 149 49| 149 | 149 | 118] 1.2 123 | 1.25 |Divid Decl'd persh Ba 1.32
137 185| 217 2957 197 172] 204 235 543| 751] 495 238 | 204 | 320 453 440 420 435 |Cap'iSpending persh 475
1030 | 1087 | 11.33| 1225| 1298| 14.81| 1580 | 1667 | 17.55| 1914 | 1878 | 17.57 | 1583 | 1443 | 1475 1530 16.05| 16.65 |Book Value persh ¢ 18.10
2385 | 2385| 2465| 2550 2572 28.95| 2940 | 2952 | 29.85| 35.98 | 3581 | 36.00 | 36.10 | 3647 | 36.27 | 3722 | 38.00 | 39.00 |Common Shs Outst'g O | 4200
139 135| 164 160 178] 173, 164 73| 190 309] 312| 51| 475 217 | 211 188 Boid fighresare |Avg Ann'l PIE Ratio 18.0
19 .88 84 871 101 N 82 83| 101 181] 208 351 | 298| 138 119 99| ValusiLine  |Relative PIE Ratio 115
49% | 4T% | 38%| 37% | 40% | 42% | 41% | 39% | 35% | 36% | 54% | 57% | 56% | 52% | 44% | 41% estimates Avg Ann'l Div'd Yield 3.3%
CAPITAL STRUCTURE as of 9/30/15 10464 | 1105.0 | 12389 | 1311.2 | 10395 | 1119.1 | 1077.9 | 859.2 | 893.3 | 799.3 800 850 | Revenues {$mil)) 1225
Total Debt $565.5 mill. Due in 5 Yrs $87.0 mill 529 508 540 51| 260 136| 164 | 390 | 502| 569| 60.0| 700 NetProfit {Smil) 95.0
e g oot 280l 4GSR [ A% | S00% | - | -~ [ TA% | 5% | 213% | 225% | 25.0% | Z50% |ncomeTax ate 75.0%
interest eamed: 3.4x) 7% | 19% | 42% | 61% | 40% | 6% | 38% | 17% | 17% | 36% | 30%| 40% AFUDC%toNetProfit | 50%
Leases, Uncapitalized Annual rentals $7 mill. 35.0% | 33.5% | 38.9% | 32.9% | 38.8% | 40.2% | 44.6% | 44.0% | 42.1% | 46.5% 45.5% | 45.5% LOI’IQ-Teml Debt Ratio 47.0%
Pension Assets-12/14 $244.6 mil. Oblig. $311.7 | 62.8% | 64.5% | 594% | 656% | 59.8% | 58.4% | 54.0% | 54.4% | 57.9% | 53.5% | 54.5% | 545% |Common Equity Ratio 53.0%
mill 738.2 | 7630 | 8821 ;10325 | 11244 | 1083.3 | 10589 | 859.2 | 9244 | 1074.3 | 1120 | 1190 |Total Capital {$mill) 1435
Ptd Stock None 6974 | 7186 | 8540 | 1037.6 | 10986 | 11087 | 10775 | 10405 | 1167.0 | 1268.5| 7400 | 1500 |Net Plant ($mil) 1750
Common Stock 37,743,953 shs. 83% | 1T | 12% | A3% | 34% | 27% | 32% | 5% | 6.7% | 67% | 65%| 7.0% [RetumonTotalCapl | 8.0%
as of 10/31/5 11.0% | 10.0% | 10.0% | 5.1% | 3.8% | 21% | 28% | 7.3% | 94% | 9.9% | 10.0% | 11.0% |Retum on Shr.Equity € | 12.5%
MARKET CAP: $1.0 biltion (Mid Cap) 11.2% | 10.2% | 10.2% | 64% | 38% | 20% | 27% | 7.3% | 93% | 9.9% | 10.0% | 11.0% |Retum on Com Equity 12.5%
ELECTRIC OPERATING STATISTICS 42% | 33% | 35% | NMF | NMF | NMF | NMF | NMF | 12% | 22% | 20% | 20% [Retaedto ComEq 50%
, 2012 2013 2014 63% | 68% | 66% | 108% | NMF | NMF | NMF | 113% | 87% | 78% | 79% | 71% |All Divids to Net Prof 59%
Z‘Vﬂﬁ"mﬁﬁgm}w | 1 /1\ "ﬁ;a\ +fq2 BUSINESS: Otter Tail Corporation is the parent of Otter Tail Power plastics. 2014 depr. rate: 2.9%. Has 1,893 employees. Off. and dir.
Avg. Indust. Revs. per KWH (¢) NA NA NA | Company, which supplies electricity to over 130,000 customers in  own 1.4% of common stock; Cascade Investment, LLC, 9.3%;
ity at Peak (Mw) A NA - NA | Minnesota (50% of retail elec. revs.), North Dakota (42%), and Vanguard Group, Inc., 6.6%; BlackRack, Inc., 5.5% (2115 Proxy).
Zﬁgﬁ"fgm&% NQ “Q Nﬁ South Dakota (8%). Electric rev. breakdown, '14: residential, 32%; CEO: Charles MacFarane. Inc.: MN. Address: 215 South Cascade
4% Change Customers yr-and) NA NA NA | commercial & farms, 37%; industrial, 25%; other, 6%. Fuel costs: St, P.O. Box 496, Fergus Falls, Minnesota 56538-0486. Tele-
16.6% of revenues, Also has operations in manufacturing and phone: 866-410-8780. Internet; www.ottertail.com.
Pt Chago Co. 4 267 359| - 3?6 Shares of Otter Tail have traded in a weakness in the price of polyvinyl chloride
ﬁfmh";‘z ’:rAs{)Es 1';3":; ;?;t Esttod,,;_,zz'c,“ fairly narrow range in recent months, pipe, owing to lower resin prices. Still, we
Reveﬁue‘; 20% -85% 4.0% | following a selloff earlier in the year. expect a lower cost of product sold will
“Cash Flow" -10% -5% 75% | The company reported modest tnlp-line benefit earnings here. Meantime, results
Eamings 20% 20%  90% | growth for the September period. Electric at metal fabricator subsidiary BTD Manu-
Baok Value 10% -45% 35% | revenue increased at a good pace, but this facturing should continue to be affected by
QUARTERLY REVENUES (§ i) was partly offset by lower Product Sales weakness in agriculture and energy mar-
ol arat Jun30 Sep30 Dec3t| vem | revenue. ~ Still, “operating ~ expenses kets, and a reduction in scrap-metal reve-
v . 2 : remained muted. Excluding a discontinued nue related to lower commodity prices.
ggg %}gg %};2 %;gg gg? gggg gain of $0.07 per share in the prior-year Performance at this line ought to improve
2014 |2150 1944 1965 1934 | 7003 | Period, earnings from continuing opera- down the road, assuming a more favorable
2015 |2028 1882 2000 209 | goo | tions would have advanced nice(l;/. operating climate. Upon completion, the
2016 [215 205 210 220 | 850 | The Electric segment should perform expansion of BTD's Minnesota facilities
EARNINGS PER SHARE A Fal well going forward. Otter Tail Power should enable this business to improve
egg'a'r Mar31 Jun30 Sep.30 Dec.3t vegr | Company is benefiting from rider recovery sales by expanding its services. The recent
201 .8 1 1'3 : 105 increases, greater costs recovered, and acquisition of Georgia-based Impulse Man-
201§ “%1 '2$ 4 gg 137 | healthy customer demand. Earnings from ufacturing brings strong fabrication capa-
2014 | 58 27 43 28 | 1s5| capital investments should also grow. The bilities and allows BTD to accelerate its
2005 | 37 35 42 45 | 1gp| utility continues to analyze the Environ- plans to expand into the Southeast to
206 | 42 35 48 50 | 175| mental Protection Agency’s Clean Power serve that region's growing customer base.
cal- | QUARTERLYDVIDENDSPAIDE= | Full Plan to regulate carbon dioxide from exist- This stock is untimely. But we envision
endar Mar3! Jun30 Sep30 Dec.3d vear | ing power plants. Otter Tail will not know healthy improvement in revenues and
arst Jun.oy 9ep.s0 : the rule’s impact on its business until im- share "earnings for the company out to
ggrz ggg ggg ggg %gg Hg plementation plans are formulated at the 2018-2020. From the recent quotation, this
M3 | 998 208 208 208 | 14g]| State level. issue offers good total return potential for
2014 | 303 303 303 203 | 121| Near-term prospects elsewhere ap- the coming years. This is supported by a
2015 | 308 308 308 308 ear mixed. Performance at the Plastics healthy dividend yield.
usiness may well continue to be hurt by Michael Napoli, CFA  December 18, 2015
iA) Diluted eamings. Excl. nonrecuninq gains | 2¢; '14, 2¢. Eamings may not sum due fo plan avail ;C) indl, intangbles. In '14; $42.7 Comﬁang’.s Financial Strength B+
losses): ‘99, 34¢; '10, (44¢); '11, 26¢; '13, 2¢; | rounding, Next eamings report due in Febru- | mill.,, $1.15/sh, (D} In mill, Stock’s Price Stability 85
gains {losses) from discont. operations: ‘04, 8¢; | ary. (B) Div'ds historically paid in early March, | (E) Regulatory Climate: MN, ND, Average; SD, | Price Growth Persistence 15

ublication is strictly for subscriber’s own, non-commercial, internal use. No part
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RECENT PE Tralfing: 26.5 )| RELATIVE ] 0/
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Ann’l Total o [TTTILESE A LLPAP BTTL PP ALY IO YT
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why 000000000 ! 12
Cons 00 0000101
oS4 01004000 % TOT. RETURN 12115 | 8
Institutional Decisions THIS  VLARITHS
STOCK INDEX
why 2% g | et 28 , " i 35 9
1o Sell 226 219 217 | traded 8 oo |t il R INiAR A TI] A YT IO YOO [T TYYINI 3yr. 472 77
Hida(000) 383113 385342 399742 UTISF 3030 TSF3IETETRTERISH AL LT TR G A RAEEAED Sy 347 524
1999 [ 2000 | 2001 | 2002 [ 2003 [ 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 | 2010 {2011 |2012 | 2013 | 2014 [ 2015 [ 2016 | ©VALUELINEPUB.LLC|18-20
57741 67.75| 6348 3274 2505 | 2647| 3178 | 36.02| 3742 | 4051 | 3645 | 35.02 | 3628 | 3492 | 34.16| 3591 | 34.60| 33.95 Revenuespersh 38.25
715 B0 566 114| 48| 57| 742 776 802| 844 | 837| 822 808, 732 633 | 813 7.65| 895 "CashFlow” persh 10.75
224| do21! 3.02| d236| 205| 212 235 276| 278| 322| 303 | 282 278 207 183 306 1.80| 315 Eamings persh A 425
| 120 120 .- -- -- --l 123 132 44| 186, 168! 182 | 182 1.82 182 182 182 1.82|DivdDecldpersh Bm{| 220
TA39| 454 733 T84 408 372] 490| 690 783 1005 1068 | 962 | 679 | 1074 | 1140] 10.16| 10.80 | 1.0 |Cap't Spending persh 11,50
| 19101 819} 1189| 947| 1042| 2062 1960 | 2244 2418 | 2597 | 27.88 2855 | 29.35 | 30.35 | 3141 | 33.08| 33.50| 3540 Book Value persh ¢ 41.75
366,50 387.19 | 363.38 | 361.67 | 416.52 | 418.62 | 368.27 | 348.14 | 353.72 | 361.06 | 370.60 | 395.23 | 412.26 | 430.72 | 456.67 | 475.91 | 491.00 | 505.00 [Common Shs Qutst'g D | 520.00
134 - 48 -- 95! 138 b4 148 168 121 130 158 155 ] 207 | 237] 150] 278 Avg Anr'l PJE Ratio 120
75 -- 2% - 54 73 82 80 89 13 87 10 a7 1R 133 79 140 Relative P/E Ratio 75
41% | 4.8% - .- - wo| 34% 1 3.2% | 3% | 40% | 43% | 41% | 42% | 42% | 42% | 40% | 34% Avg Ann’l Div'd Yield 44%
CAPITAL STRUCTURE as of 9/30/15 11703 | 12539 | 13237 | 14628 | 13309 | 13841 | 14956 | 15040 | 15508 | 17000 | 17000 | 17150 |Revenues ($mill) 19850
Total Debt 16426 mill. Due in § Yrs §3654 mill. | 9040 ' 1005.0 | 1020.0 | 1198.0 | 1168.0 | 1113.0 | 1132.0 | 8930 | 8280 | 1450.0 | 45| 1605 |Net Profit (Smill 2275
T A o earoroet $732 mil T6% | 355% | 6% | 262% | 311% | 33.0% | 30.3% | 23.9% | 24.5% | 19.2% | 20.0% | 25.0% Income TaxRate %5%
(LT interest samed: 3.6¢) 56% | 6% | 94% | 95% | 11.0% | 144% | 11.2% | 17.5% | 17.9% | 10.0% | 16.0% ! 9.0% |AFUDC%toNetProfit | 7.0%
Pension Assets-12114 $14216 mill. 483% | 51.7% | 52.6% | 52.2% | 514% | 40.6% | 48.8% | 48.7% | 46.6% | 48.5% | 49.5% | 50.0% Leng-Yerm Debt Ratio 48.0%
Obfig. $16696 mill. | 50.0% | 46.8% | 46.1% | 46.5% | 474% | 49.3% | 50.2% | 504% ; 52.5% | 50.7% | 49.5% : 49.0% |Common Equity Ratio 51.5%
PAd Stock §252 mill. = Pfd Div'd $14 mil. 14446 | 16696 | 16558 | 20163 | 21793 | 22863 | 24144 | 25056 | 27311 31050 | 33160 | 36325 |Total Capital ($mill) 42300
4,534,958 shs. 4.96% to 5%, cumulative and $25 | yag05 1 21785 | 23856 | 26261 | 28802 | 31449 | 33655 | 37523 | 41252 | 43941 | 45400 | 49075 |Net Plant ($mill) 57300
par, redeemable from $25.75 to $27.25; 5,784,825 > -
Boe. 5007 10 6,00% cumlative nonrodeemanle. | 8% | 6% | 74% | 78% | 67% | 62% | 50% | 47% | 42% | 58% | 40% | 5.5% RefumonTotal Capl | 65%
and $25 par. 124% | 125% | 11.6% | 124% | 11.0% | 88% | 92% | 67% | 57%{ 91% | 55% | 89.0% |Retum on Shr. Equity 10.5%
Common Stock 400,453,856 shs. as of 10/2015 | 12.3% | 12.7% | 11.8% | 126% | 11.2% | 97% | 92% | 67% | 57% | 91% | 55% | 9.6% |RetumonCom Equity® | 10.5%
MARKET CAP: $26 billion (Large Cap) T7% | 68% | 60% | 68% | 55% | 38% 34% | 10% | 2% | 39%| 5% 4.0% [Retainedto ComEqg 5.0%
ELECTRIC OPERATING STATISTICS 39% | 47% | 50% | 47% | 52% | 61% | 63% | 85% 96% | 58% | 95% | 57% |All Div'ds to Net Prof 51%
9 Change Retal Sles (KWH) 2+061(1; 2&13 _.g BUSINESS: PG&E Corporation is a holding company for Pacific 8%; gas, 7%; purchased, 64%. Fuel costs: 38% of revenues. '14
Ay Indust, Use (MWH NA NA NA | Gas and Electric Company and nonutility subsidiaries. Supplies reported depreciation rate (utility): 3.8%. Has 22,600 employees.
Avg. Indust. Revs. per KWH (¢) 917 928 9.98 | electricity and gas to most of northem and central Califomia. Has Chairman, President & Chief Executive Officer: Anthony F. Earley,
3 eakLoag”S’g?nkmer ) NME‘ NMF NMF 5.3 million electric and 4.4 million gas customers. Electric revenue  Jr. Incorporated: Califomia. Address: 77 Beale Street, P.O. Box
Annuail.oa'dFador( NMF NMF NMF breakdown: residential, 38%; commercial, 40%; industrial, 12%; ag- 770000, San Francisco, Califomnia 94177. Telephone: 415-973-
% Changa Customers evf“éﬂd) +5 +3 +.6 | rcultural, 9%; other, 1%. Generating sources: nuclear, 21%; hydro,  1000. Internet: www.pgecorp.com,

PG&E has a general rate case pend- with San Bruno have hurt earnings in
ix;dmicggés Past 23:,3“ 2:;. d ,1:_(,):4 ing. The utility filed for rate hikes of $457 recent %ears. Except for $300 million in
ofchange persh)  10¥rs.  5Y¥rs,  tovaz0 | mMillion in 2017, $489 million in 2018, and fines, w ich we have excluded from our
Revenues 20% -15% 1.5% | $390 million in 2019. PG&E is asking the earnings presentation as nonrecurring, we
E(;ﬁnﬁ‘; Fslow" 13-2‘;//0 2(5)‘;? 15-%‘;0 California Public Utilities Commission have included any costs (as well as any in-
Doty % 3ok '30% | (CPUC) for a ruling by yearend. Even if surance recoveries) associated with the ac-
Book Value 90% 40% 45% | the CPUC's decision slips into next year, it cident and the remedial measures that
Cal- | QUARTERLYREVENUES$mill) | Full will be retroactive to the start of 2017, PG&E took subsequently. These expenses
endar |Mar3 Jun30 Sep30 Dec.1| Year| Ihe utility is still awaiting an order gmbahly lowered earnings by more than
2012 | 3641 3503 5576 3830 |150d0| ©On its gas transportation and storage $1.00 a share in 2015. We figure that the
2013 | 3672 3776 4175 3075 | 15508 | case. PG&E filed for rate increases of negative effect won't be nearly as high this
2014 | 3891 3052 4933 4308 | 17000 | $532 million in 2015, $83 million in 2016, year. The uncertainty about the amount
2015 | 3899 4247 4550 4334 |17p00| and $142 million in 2017. However, part of and timing of these charges makes
2016 | 4000 4250 4550 4350 | 17150 | whatever increase the company is %ranted PG&E's profits more unpredictable than
cal- EARNINGS PER SHARE A Full will be reduced as a result of penalties for its Earnings Predictability Index suggests.
endar |Mar31 Jun30 Sep30 Decdd| Year | @ fas pipeline explosion in San Bruno, Will the board of directors raise the
w2 | 66 5 & daof | 207| California in 2010. (The accident killed dividend this year? Understandably, the
3| 55 74 3 18 | 183/ eight people, injured many more, and disbursement has been held flat since the
2014 | 48 57 171 27 | 308| caused extensive property damage) The San Bruno accident. We aren't estimating
2015 | 27 83 63 47 | 1g0| utility will face an additional penalty in a dividend boost until next year, but
2016 70 .80 1.05 .60 | 3.15| this proceeding as a result of ex parte com- wouldn’t rule one out in 2016.

Cal- | QUARTERLYDVIDENDSPAD Bt | pon | Munications between former company em- We do not recommend this stock. In
endar |Mar31 Jun30 Sep.30 Decdi| Year ployees and a former CPUC president. our view, the dividend yield isn't high
2012 | 455 455 455 455 | 182 PG&E is facing a federal lawsuit stem- enough to compensate investors for the
2013 | 455 455 455 455 | 1gp| ming from the San Bruno accident, and regulatory and legal uncertainty the com-
2014 | 455 455 455 455 | 487| the CPUC is investigating the utility's pany faces. Total return potential to 2018-
2015 | 455 455 455 455 | 1.82| safety culture. 2020 is unspectacular, too.

2016 | 455 The costs and penalties associated Paul E. Debbas, CFA January 29, 2016

(A) Diluted EPS. Excl. nonrec. gains (losses): | '14 due to change in shs. Next eamings report | Inc intang. In '14: $13.28/sh. (D) In mil.

B% Div'ds historically paid in mid- | (E) Rate base: net orig. cost. Rate allowed on
12, (15¢); 1Q'15, (21¢); gain from disc. ops.: | Jan., Apr., July, and Oct. » Div'd reinvest. plan | com. eq. in '15: 10.4%; eamed on avg. com.
'08, 41¢.’13 EPS don't add due to rounding, | avail. T Shareholder investment plan avail. {C) | eq., "14: 8.5%. Regulatory Climate: Above Avg.
© 2016 Value Ling, 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 steictly for subscriber’s own, nan-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 markeling any printed or electronic publication, service or product.

'99, ($2.44); '04, $6.95; 09, 18¢: '11, (68¢); | due mid-Feb. {
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t0 Self 194 180 175 | traded 10 ) T T84 Y A Y Y O ST ITIATITIETIN YR TP 3yr. 424 17
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2857 4350| 5366 28.90| 3087 | 31.59| 3016 | 3403 3507 | 3337 | 3250 | 30.01 | 2067 | 30.00 | 31.35| 3158 | 3155 3275 Revenues per sh 36.50

773, 799| 872) 701| 733| 693 576| 970| 929| 813, 808| 685| 752 792| 815| 808| 885 0.35 “CashFlow" per sh 10.50
38| 335| 368| 253 252 258| 224 347 295| 212| 226| 308 299 350 366 358| 375 400 Eamings per sh A 4.50
133 43| 153| 183 73] 1.83] 193] 208, 210| 210 210| 210| 246| 267 | 223 233| 244| 256 |DividDecid persh Bm 2.95

" 405| 776 1227| 981| 760| 586| 639| 750| 937 046 | 764| 703 | 826 | 624 836 538 9.90 | 10.40 | Cap'l Spending per sh 9.75
2600 2809 2046 2044 | 31.00| 3214 3457 | 3448 | 3545 3416 | 3260 | 3386 | 3498 | 3620 | 38.07 | 3050 | 40.85| 42.25 Book Value per sh ¢ 47.00
8483 | 8483 8483 91.26| 91.28| 9179 99.08 | 99.96 | 10049 | 100.89 | 10143 | 108.77 | 109.25 | 109.74 | 110.18 | 11057 | 197.00 | 197,50 |Common Shs Outst'g O | 116.00
1191 13 120 144| 140 158] 192 37| 49| 161 137 128 146 ] 143 163 159 168 Avg Ann'l PIE Ratio 13.5

.68 73 81 .79 80 83| 102 T4 79 97 91 80 92 91 .86 B84 85 Relative P/E Ratio 85

35% | 38%| 35%| 45% 49% | 45% | 45% | A7% | 48% | 62% | 68% | 54% | 4.8% | 53% | 40% | 41% | 39% Avg Ann'l Div'd Yield 4.8%
CAPITAL STRUCTURE as of 9/30/15 2988.0 | 3401.7 | 3523.6 | 3367.1 | 3297.1 | 3263.6 | 32414 | 3301.8 | 3454.6 | 34916 | 3500 3650 |Revenues {$mill) 4300
Total Debt $3725.8 mill. Due in 5 Yrs $1486.6 mill. | 2239 | 3171 | 2088 | 2136 | 2202 | 3304 | 3282 | 3674 | 4064 | 3076 | 420| 445 Net Profit ($mill) 535
:FLD?;ﬁaégr'gggl\'/ergé:f:ﬁ:;gg:cgﬁe'?gtr 36.2% | 30.0% | 336% | 234% | 36.5% | 31.9% | 34.0% | 36.2% | 344% | 342% | 35.0% | 34.5% [Income Tax Rate H5%
notea 104% | 11.4% | 14.8% [ 175% | 11.2% | 117% | 12.8% | 9.7% | 100% | 11.6% | 11.0% | 11.0% |AFUDC % toNetProfit | 8.0%
(LT interest eamed: 4.8x) 43.2% | 484% | 47.0% | 46.8% | 504% | 45.3% | 44.1% | 44.6% | 40.0% | 41.0% | 44.5% | 465% |Long-Term DebtRatioc | 45.5%
Leases, Uncapitalized Annual rentals $18.0 mill. 56.8% | 51.6% | 53.0% | 53.2% | 49.6% | 54.7% | 55.9% | 554% | 60.0% | 59.0% | 55.5% | 53.5% |Common Equity Ratio 54.5%
Pension Assets-12/14 §2615.4 mill. .| 60334 ] 66787 | 6658.7 | 6477.6 | 6686.6 | 6720.1 | 6840.9 | 71719 | 6990.0 | 73987 | 8165 | 8765 | Total Capital ($mil) 10175
Ptd Stock None Oblig. $3078.7 mill. | 7677.1 | 7881.9 | 84364 | 89167 | 0257.8 | 95788 | 99623 | 10396 | 10889 | 11194 | 11725 | 12300 |Net Plant (mil) 14075 |

50% | 62%  58% | 47% | 48% | 65% | 64% | 68% | 7.4% | 64% | 6.0% | 6.0% |Retum on Total Cap'l 6.5%

Common Stock 110,849,752 shs. 65% | 92% | 85% | 62% | 6.9% | 9.0% | 86% | 98% | 97% | 91% | 9.0%| 9.5% |ReturnonShr. Equity 9.5%
as of 10/23/15 65% | 92% | 85% | 62% | 6.9% | 9.0% | 8.6% | 98% | 97% | 91% | 9.0%| 9.5% |RetumonCom EquityE | 9.5%
MARKET CAP: $7.2 billion {Large Cap}) 10% | 34% | 25% 3% A% | 31% | 28% | 41% | 44% | 35% | 35% | 3.5% [Retainedto ComEq 3.5%
ELECTRIC OPERATING STATISTICS 85% | 63% | 70% | 96% | 89% | 66% | 68% | 58% 58% | 62% | 65% | 64% |All Div'ds to Net Prof 65%
9 Change Retal Sl (KWH) 20_1% 20_13 29113 BUSINESS: Pinnacle West Capital Corporation is a holding compa-  commercial, 39%; industrial, 5%; other, 9%. Generating sources:
Avg. Indusst. U%(MmleH 647 644 650 | ny for Arizona Public Service Company (APS), which supplies elec- coal, 34%; nuclear, 27%; gas & other, 17%; purchased, 22%. Fuel
Avg. Indust. Revs. per KWH {¢) 7.86 8.21 8.26 | fricity to 1.1 million customers in most of Arizona, except about half costs: 34% of revenues. Has 6,400 employees. '14 reported
¢ eakloagtgﬁ?nkmer ) ggg‘_} gggg %gg of the Phoenix metro area, the Tucson metro area, and Mohave deprec. rate: 2.8%. Chairman, President & CEO: Donald E. Brandt.
AnnuafLoédFadar( 88 500 486 | County in northwestern Arizona. Discontinued SunCor real estate  Inc.: AZ, Address: 400 North Fifth St., P.O. Box 53999, Phoenix, AZ
%Changemslomefsew«and) +1.3  +14 +1.2 | subsidiary in '10. Electric revenue breakdown: residential, 48%; 85072-3999. Tel.: 602-250-1000. Infemet: www.pinnaclewest.com.

Pinnacle West's utility subsidiary is 290 mw of older generating capacity,

iﬁmﬁ%ﬂs Past 39'7,“‘ 4;:, a ,1:_(,):4 trying to address the issue of rate de- thereby providing a net incregase of 220
dfchange (persh)  10¥rs.  5Yrs, tos-20 | Sign with the Arizona Corporation mw. This project is expected to be com-
Revenues -~ -15% 30% | Commission (ACC). Currently, about pleted in 2019.

;‘E(;agh Flow" ;g‘;//n '23-8://0 g-g‘a’//a 70% of Arizona Public Service's costs of We look for a respectable profit in-
AR 35% 3094 35% | serving residential customers are fixed, crease in 2016. Every year, APS benefits
Book Value 20% 20% 35% | but only 10% of its revenues are derived from regulatory mechanisms that provide

Cal- | QUARTERLYREVENUES (§mil) | Fun from fixed charges on customers’ bills. In some revenue — most notably for electric
endar |Mar3! Jun30 Sep.30 Dec.31| Year | @ddition, because of the way rates are transmission and a portion of the utility's

2012 |6206 8786 11095 6931 |3a018 | designed, nonsolar customers are subsidiz- lost revenues that come as a result of con-

2013 (6866 90158 11524 6008 |34546 | Ing those users with rooftop solar panels. servation measures. Also, the utility is

2014 6862 9083 11727 7264 |34916| Lhis is an industrywide problem, and APS seeing respectable customer growth in its

2015 |671.2 8906 1199.1 739.1 |3500 | is by no means the only utility that is con- service territory, along with a small

2016 {700 975 1225 750 |3650 | cerned about this. Accordingly, the ACC is amount of sales growth. Our 2016 earn-

Cal EARNINGS PER SHARE A Fan | conducting hearings with APS and other ings estimate is within the company's
endar |Mar31 Jun30 Sep.30 Dec.31| Year | Utilities in the state. Not surprisingly, this targeted range of $3.90-$4.10 a share.

W12 | 007 112 270 2 | 350] has_ been a hiFh}y politicized question. Finances are strong. The fixed-charge

2013 | 2 118 204 22 | 366 APS will probably file a rate application at coverage and common-equity ratio are

014 | 44 449 220 05 | 358 the start of June. This case will address comfortably above the industry averages.

205 { 44 110 230 .21 | 375| the rate design concerns, including in- Pinnacle West merits a Financial Strength

2016 | 15 130 235 .20 | 400| formation gathe]rled fromkithe currer(1t plx;o- rating of A+. . K off

) B ceedings, as well as seeking some (proba- This top-quality stock offers a divi-
egﬂ;, Mg:lg:ﬂ'lfﬁl:%\ll %iun?gomgecm yF:a",. bly maodest) rate relief. New rates (and dend yield that is about equal to the

012 | 525 595 595 545 | 22| rate design) would take effect in mid-2017. utility mean. With the recent quotation

2013 | 545 545 545 5675| 200| Lhe utility will probably begin con- above the midpoint of our 2018-2020 Tar-

2014 | 5675 5675 5675 595 | 230| struction of a gas-fired plant soon. The get Price Range, total return potential

2015 | 595 595 595 625 | 241 510—me%;awatt facility would cost an esti- over that time frame is low.

2016 mated 3500 million. APS would replace Paul E. Debbas, CFA January 29, 2016
(Ag Diluted EPS. Excl, nonrec. losses: '02, 77¢; | Next eamings report due mid-Feb. (Bg Div'ds | charges. In '14: $12.30/sh. (D) In mill. (E) Rate ComEang's Financial Strength At
09, $1.45; exdl. gains {losses) from discontin- | historically paid in early Mar., June, Sept., & | base: Fair value. Rate allowed on com. eq. in | Stock’s Price Stability 100
ued ops.: 00, er: ‘05, (36¢). '06, 10¢; ‘08, | Dec. There were 5 de arations in '12. w Div'd | 12: 10%; eamed on avg. com. eq., '14: 9.3%. | Price Growth Persistence 60
28¢, 09, (13¢); 10, 18¢; '11, 10¢; 12, (5¢). | reinvestment plan avail. (C) Incl. defemed | Regulatory Climate: Average. Eamnings Predictabllity 75
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RECENT PE Tralling: 18.5 )| RELATIVE DvD 0/
PNM RESOURCES NYSE-PNM PRICE 30.55 RATIO 19.1 (Median: 11.0 /| PIE RATIO 1-16 Yib 2-9 0
TMELNESS 3 wwsienns | O 2011 28] 210 2480 270 B N800 BE) B3 %5 %8| 43 Targat Price Range
SAFETY 3 LoweedSiofs | LEGENDS
~~— 1,30 x Dividends p sh 64
TECHNICAL 3 Raised 1129116 duided by Interest Rete
- - - Relative Price Strength - 48
BETA 80 (1.00 - Market) 3for-2 spit 6/04 — P A N B Skl Skl 10
251820 PROJECTIONS. | Shanbe wasa indiates e e 2
Ann'l Total PR FF S L ISR T N T 2
Price  Galn  Retum %o =T Gl v RN L TR CLAATLATAN 20
High 45 (+45°/_o; 12% s - <, T DR %
Low 30 (Nil 3% m o T
Insider Decisions e et - 12
MAMJJASON . S R
By 100000001 R e 8
Opfions 4 0 0 0 0 00 0 O e L6
oSl 400000003 % TOT. RETURN 12115
Institutional Decisions THIS  VLARITH"

102015 20205 30215 | poreent 24 ) 51066|1( "fg% L
bl 190 1S jep|shares 18- mprpi b ittt bt R R NI sy 622 w1
|_Higs(i0) 69125 69968 71254 [T TR I Tmﬂj]llllllllil LTI A y. 1715 524
1999 | 2000 | 2001 | 2002 | 2603 [ 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 [2011 2012 {2013 | 2014 | 2015 [ 2016 | ©VALUELINEPUB.LLC|18-20

1896, 27.46| 40.09| 1992| 2441| 2654| 3049 | 3225 | 2492 | 2265 | 1901 1931 | 21.35 | 1685 | 1742 | 1803 18.15| 1875 |Revenues persh 20.30
282 316, 43 283| 305 344 356| 357 254| 176| 232 267 318 338 351 362 470| 3.85 |“Cash Flow” persh 470
129 185 261 107 115 143| 156] 172 .76 M .58 871 108 13 141 145 1.60 | 1.65 |Eamings persh A 235
B3| .58 53 57 61 83 .79 86 91 61 .50 50 50 .58 .68 76 80 .88 | Div'd Decl'd per sh B wt 1.30
156 | 250 451 408| 278 225 307| 404 594 | 389 332 325 410| 388 437 578 550| 550 |Cap'l Spending persh 5.50
1474 1576| 1725 1660 17.84| 1849 1870 | 2200 | 2203 | 18.80 | 18.90 | 17.60 | 19.62 | 2005 | 20.87 | 2239 2210 | 2270 |Book Value persh © 25.50
I"67.05| 58.68| 5066, 58.68| 60.30| 6046 68.70| 76065 76.81| 8653 | 06.6/ | 8667 | 7965 | 1965 | 7965 79.65 | 80.00 | 80.00 |Common Shs Ouist’y O | 80.00
95 85 13} 151 147 150 174| 156| 356 NMF| 181 140 1457 150 16.1 18.7 1.3 Avg Ann'l PIE Ratio 16.0
54 .55 37 82 84 19 93 B4| 188 NMF| 121 89 81 95 .90 98 .88 Relative P/E Ratio 1.00
44% 1 AA% | 28% | 35%| 36% | 29% | 29% | 3.2% | 34% | 48% | 48% | 41% | 32% | 3.0% | 30%| 28%| 29% Avg Ann’l Divid Yield 3.5%
CAPITAL STRUCTURE as of 9/30/15 2076.8 | 2471.7 | 1914.0 | 19595 | 1647.7 | 1673.5 | 1700.6 | 13424 | 1387.9 | 14358 | 1450 | 1500 |Revenues {$miil) 1625
Total Debt $2208.0 mill. Due in 5 Yrs $1112 mill. 1066 1221 598| 81| 535| 800 | 966 | 1056 1135 1163 | 130 135 NetProfit ($mill) 190
z'fr?:grgtgfg}fe?'"i 4X)LT Interest $110 mil. WMA% | 24.7% | 5.A% | 404% | 304% | 326% | 38.8% | 314% | 316% | 348% | 35.0% | 35.0% Income Tax Rate 0%
Pansion Assets 12/44 $657.6 mil. 166% | AA% | -~ | oo | GA% | 7% | 88% | 7.2% | 13% 13% | 1.8% | 25% AFUDC%toNetProft | 80%
Obllg. $587.7 mitl. | 57.4% | 50.9% | 42.0% | 45.8% | 48.7% | 504% | 515% | 50.9% 50.0% | 47.8% | 52.0% | 53.0% |L.ong-Term Debt Ratio 53.5%
42.3% | 48.8% | 57.6% | 54.0% | 51.0% | 49.2% | 48.1% | 48.7% | 49.7% | 51.9% | 48.0% | 47.9% |Common Equity Ratio 46.5%
Pfd Stock $11.5 Ti“. Pfd Div'd §.5 mill. 20444 | 34707 1 29358 | 30254 | 3214.9 1 3100.3 | 32456 | 3277.9 | 3344.0 | 3437.1 | 3635 3645 Total Capital ($mill) 4385
:;:ﬁaﬁggs.S?ﬁ'ﬁn/o.ggg%ga;:«%gdaww 20841 | 3761.9 | 20354 | 31620 | 33324 | 34444 | 3627.1 | 37465 | 39339 | 42700 | 4335|4555 |Net Plant ($mill 5270
pran. S 9 ’ 7% | 49% | 34% | 19% | 31% | 42% | 45% | 51% | 52% | 51% | 50% | 50% [Return onTotal Cap'l 6.0%
Common Stock 79,653,624 shs. 82% | 7.2%| 3.5% 5% | 32% | 52% | 64% | 66% | 68% | 65% 1 7.0%| 7.5% |Retum on Shr. Equity 9.5%
as of 10/23/15 8.2% | 72% | 35% 5% i 3.2% | 52% | 64% | 66% | 6.8% | 65% | 7.0% | 7.5% |RetumonComEquity £| 9.5%
MARKET CAP: $2.4 billion {Mid Cap) 43% | 37% | NWF | NMF| 4% | 22% | 33% | 38% | 3.1% | 3.2% | 38% | 3.5% |RetainedtoComEq 3.5%
ELECTRIC OPERATING STATISTICSF 48% | 49% | 117% | NMF | 86% | 58% | 47% | 43% 45% . 51% 1 51% | 51% |All Div'ds to Net Prof 55%
9 Change Retal Seles (KWH) 2_011.2 29213 - 1‘1‘ BUSINESS: PNM Resources is an investor-owned holding compa-  breakdown 14: residential, 37%; commercial, 37%; industrial, 6%;
AvmﬂU%(MWHM N/A  N/A  N/A | ny of energy and energy related businesses. Primary subsidiaries other, 20%. Fuels: coal, §7%; nuclear, 30%; gasfoil, 12%; solar,
Avg. Indust, Revs. per KWH {¢) N/A  NA  N/A | include Public Service Company of New Mexico (PNM) and Texas-  1%. Fuel costs: 49% of revenues. 14 depreciation rate: 3.3%. Has
g eakLoagtgg;rinkmer ) %g% %ggg %&)E New Mexico Power Company (TNMP), which generate, transmit, 1,881 employees. Chairman, President & CEO: Patricia K. Collawn.
Amue Load Faclr { N/A “NJA  N/A | and distibute electricity in New Mexico and Texas. Sold First inc.. NM. Address: 414 Silver Ave. SW, Albuguerque, NM. 87102.
% Change Customers zvmnd) +.4 +7 +.6 | Choice Energy (9/11) and gas utility operations (1/09). Electric rev.  Tel.: 505-241-2700. internet: www.pnmresources.com.
] PNM Resources recently got the go- versus July 1st) could nick earnings by
T;d&;gicgﬁzs Past 22: ast 2:s1t’d ,1:_?104 ahead from state regulators to move 12%, or $0.21 a share.
dchenge persh) . 10¥rs.  5¥rs. to'igi2g | forward with its clean power plan. In- Stretch goals include 7%-9% earnings
Revenues -30% -45%  15% | deed, the New Mexico Public Regulatory growth through 2019. Key to reaching
'!'Eg‘;lnsh Flow" 12’:? 2%%’ S‘%ﬁ? Commission in mid-December formally ap- the mark will be PNM's ability to earn au-
Bvidosss T8¢ " ,5o% | proved the utility's proposed shutdown of thorized returns on its regulated
Book Value 20% 1.0% 35% | two coal-fired units at the San Juan Gen- businesses, which isn’t a given. Among ad-
Cal- | QUARTERLYREVENUES(mil) | Fun erating Station (SJGS) in the northern ditional concerns is a New Mexico economy
endar |Mar31 Jun30 Sep30 Dec.t| Year R/e{irt of the state by the end of 2017. that is highly dependent on public works
3013|3054 3238 3904 3227 |13424 eantime, the remaining (two) SIGS coal projects and which has been growing at a
2043 |3177 2476 3097 13229 |{ag7g| units were recently retrofitted with new slow pace compared to the nation as a
2014 13289 3462 4139 3469 [14358 emission controls, while other facilities, in- whole.
2015 13328 3520 4174 3468 |1450 | cluding a 40-megawatt solar installation, The board of directors recently au-
2016 1345 360 440 355 |1500 | are now slated to fill the breach. Part of a thorized a 10% dividend hike. The
Cal- EARNINGS PER SHARE A Full broader effort to meet clean-air mandates, higher g]uarterl dis_tribution ($0.22 a
endar | Mar31 Jun30 Sep30 Dec.31| Year | the moves recently needed additional ap- share) will first be paid on February 12th,
w2 | A7 3 6 13 | 131| Provals to proceed. . to shareholders of record on January 25th.
213 | 18 33 @4 91 | 141| The utility recently said that it ex- On an annualized basis, it represents a
4 | 16 36 88 24 | 145| pects to earn between $1.55 and $1.76 serviceable 50%-64% of PNM's targeted
2015 2 44 76 19 | 160| a share in 2016. Based on a company- 2016 earnings.

2016 25 A0 75 25 | 1.65| issued 2015 be;seline ($1.5hG—$1.613/, %he tar- Shz{es of )Nl}/[ Restl)urces are ranke((il
] B et range implies as much as 13% bottom- 3 wverage) for relative year-ahea
eﬁ?,'a, Mgl:gTEﬁzg%m::gg:M%eg1 5:;', ine growth down to a modest (less than price er%ormance. At the recent quota-
012 145 145 145 145 &8 4%) decline this year. The wide variance tion, long-term total return patential
2013 | 145 65 165 65| 4| largely reflects the uncertain timin, of a doesn't stand out, either. Recent dividend
2014 | 185 185 485 85| 74| rate hike by PNM's Public Service o New hikes are encouraging but  more-
2015 | 20 20 20 20| 80| Mexico (PNM) unit. Notably, a three- competitive yields can be found elsewhere.
2016 | .22 month implementation delay {October 1st Nils C. Van Liew January 29, 2016
(A) EPS dil. Excl. nir gains (losses): '98, 8¢; | sum due to rounding. Next egs. ipt. due late | $3.49/sh. (D} In mill, adjust. for split. (E) Rate COmEan'!’s Financlal Strength B
00, 21¢; 01, (15¢); '03, 67¢; '05, {56?); '08, | February. (B) Divids hist. pd, in Feb., May, | base: net org. cost. OE allowed in '11: | Stock’s Price Stability 85
($3.77); 10, ($1.36); "11, 88¢. "13, {16); Excl. | Aug., Nov. » Divd reinvest. plan avail. + Share- | 10.0%; eamed on avg. com. eq., '13: 10.0%. | Price Growth Persistence 45

disc. ops.. '08, 42¢; '09, 78¢. Egs. may not | holder invest. plan avail. (C) Incl. intang. '14: | Reg. Climate: Avg. (F) Excl. First Choice. Eamings Predictabliity
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RECENT PE Trailing: 18.8 | RELATIVE DiVD 0/
PORTLAND GENERAL NYSE.poR  |PRICE 37.69 RATIO 16.8 (Median:NMF PERATIO 1.02 Yo 3-3 0
mewness 3wanas ||| o[ ST 53] ] 4] 28 B] | | B3] &6 T e s
SAFETY 2 Raised 54Nz LEGENDS
—— 0.74 x Dividends p sh 64
TECHNICAL 3 Lowered 120415 dhvided by Interes: Rate
- Relative Price Strength 48
BETA .80 (1.00 = Market) O;;ggz;dves dicat on S 40
[~ 7076-20 PROJECTIONS | o3 indislos recosslo , SR O ALY G IR NN N R
n'l Total (LI TR A AT "
Price  Gain  Refum . it L A 20
High 40 (+5%; 5% [T TSI IEINTINE 2
low 30  (-20%) -1%
Insider Decisions R e B v T Ao 12
MAMJJASON )
By 000000000 8
Opfons 0 0 0 0 00 0O O 6
Sl 10100020t % TOT. RETURN 12115
Institutional Decisions THS VL ARITHS
102015 2025 3Q215 | poreeny 21 STOCK  INDEX |
toBuy 122 112 113 | shares 14 W | AT T ) Il IR AT ty, 08 68 [
1oSel 142 1% 110 Tl RIin Al R ninnn i) 3y 460 37
st 84710 _geses seers | "0 7 (i1 0 i Sy 1002 52
On April 3, 2006, Portland General Electric’s [2005¢ | 2006 | 2007 | 2008 | 2009 {2010 {2011 [2012 | 2013 | 2014 | 2015 | 2016 | ©VALUELINEPUB.LLC[18-20
existing stock (which was owned by Enron)| 2344 | 2432 | 27.87 | 27.89 | 2399 | 2367 | 24.06 | 2369 | 2318 | 2429 | 21.10| 22.45 |Revenues persh 2425
was canceled, and 62.5 million shares were | 475| 464 | 521 | 471 407 482| 496 | 515| 493| 608] 540| 580 |"Cash Flow” persh 7.00
issued to Enron's creditors or the Disputed | 102 | 144 233| 139 131 | 166| 195| 167 | 177 218| 205| 235 Eamingspersh A 275
Claims Reserve (DCR). The stock began --| 88 83| 87| 101| 104! 108| 108| 140, 142 148 | 1.26|DivdDecldpershBmt| 150
trading on a when-issued basis that day, | 408 | 584 | 728 | 642 | 0.25| 587 | 398 401 | 640 1287| 680 500 |Cap'lSpending persh 323
and regutar trading began on April 10, 2006.| 1915 | 1958 | 21.05 | 2164 | 2050 | 2144 | 2207 | 2287 | 23.30| 2443 | 2540 | 26.45 |Book Value persh © 275
Shares issued to the DCR were released | 6250 | 6250 | 6253 | 6258 | 75.21 | 7532 | 75.36 | 7556 | 78.09| 7623 | 86.90| 89.10 |Common ShsOutstg D | 89.70
over time to Enron’s creditors until all of the UTBA |63 144|120 124 140 169 153 176 Avg Ann' PJE Ratio 125
remaining shares were released in June, -\ 126| 63| 8| 86| 76| 78| 89| 95 81, .90 Relative P/E Ratio .80
2007. --| 25% | 33% | 43% | 54% | 52% | 44% | 41% | 37% | 33% | 33% Avg Ann'l Div'd Yield 4.4%
CAPITAL STRUCTURE as of 9/30/15 1446.0 | 1520.0 | 1743.0 | 1745.0 | 1804.0 | 1783.0 | 1813.0 | 1805.0 | 1810.0 | 1900.0 | 7875 | 2000 |Revenues ($mill) 275
Total Debt $2204 mill. Due In 5 Yrs $510 mill 640 | 710 | 1450 | 870 | 950 | 1250 | 147.0 | 141.0 | 137.0| 1750 | 175 210 |NetProfit ($mil) 45
(LLTT'?:["‘rssZ‘ZMmm'g;ZOX;-T Interest $115 mil. 402% | 335% | 33.8% | 25.1% | 2.8% | 30.5% | 28.3% | 314% | 23.0% | 26.0% | 24.5% | 24.5% |Income Tax Rate 21.5%
Leases, Uncapitalized Annual rentals §10 mil, | 188% | 338% | 17.9% | 17.2% | 316% | 17.6% | 54% | 7% | 146% | 337% | 15.0% | 7.0% AFUDC%toNetProfit | 30%
42.3% | 434% | 49.9% | 46.2% | 50.3% | 53.0% | 49.8% | 47.1% | 51.3% | 52.7% | 49.5% | 49.5% |Long-Term DebtRatlo | 49.5%
Pension Assets-12/14 $591 mill. 57.1% | 56.6% | 50.1% | 53.8% | 49.7% | 47.0% | 504% | 52.9% | 48.7% | 47.3% | 50.5% | 50.5% |Common Equity Ratio 50.5%
Oblig. $777 mill. 720760 | 2761.0 | 2629.0 | 2516.0 | 3100.0 | 3390.0 | 5298.0 | 3264.0 | 3735.0 | 4037.0 | 4460 | 4675 |Total Capita! {Smill) 5325
Pfd Stock None 24360 | 27180 | 3066.0 | 3301.0 | 3858.0 | 4133.0 | 4285.0 | 4392.0 | 48600 | 5679.0 | 5980 | 6110 |NetPlant ($mill) 6025
Gommon Stock 88,772,420 shs. 46% | AT% | 69% | 50% | 45% | 54% | 62% | 59% | 5.1%| 58% | 50%| 5% RetumonTotalCapl | 6.0%
as of 10116115 53% | 58% | 11.0% | 64% | 62% | 7.9% | 88% | 82% | 7.5% | 92% | 7.5% | 9.0% |Retum on Shr. Equity 8.0%
53% | 58% | 11.0% | 64% | 62% | 7.9% | 88% | 82% | 75% | 92% | 7.5% | 9.0% |ReturnonCom Equity E| 0.0%
MARKET CAP: $3.3 billion (Mid Cap) 53%  35%  6.6% | 20% | 15% | 3.0% | 41% | 35% | 29% | 46% | 3.5% | 4.5% |RetainedtoComEq 4.0%
ELECTRIC OPERATING STATISTICS -« 39% | 40% | 69% | 76% | 62% | 54% | 51% 61% | 50% | &56% | 53% |AllDiv'ds to Net Prof 54%
N RS ) s a3 208 | BUSINESS: Porland General Electic Company (PGE) provides 21%; gas, 16%; hydro, 8%; wind, 6%; purchased, 49%. Fuel costs!
Avg. Indust. Use (MWH 16409 16258 16577 | electicity to 852,000 customers in 52 cities in a 4,000-square-mile  38% of revenues. '14 reported depreciation rate: 3.6%. Has 2,600
Avg. Indust, Revs. per KWH {¢) 526 4.84 5.13 | area of Oregon, including Portland and Salem. The company is in  employees. Chairman: Jack E. Davis. President and Chief Execu-
Copay g sw A gggg gggg gggg the process of decommissioning the Trojan nuclear plant, which it tive Officer: James J. Piro. Incorporated: Oregon. Address: 121
AnnualLoa'dFaetor(%zw A " NA NA | closed in 1993, Electric breakdown: residential, 47%; com-  S.W. Salmon Street, Portiand, Oregon 97204. Telephone: 503-464-
% Change Customers (yr-end) +7 +9 +,7 | mercial, 34%; industrial, 12%; other, 7%. Generating sources: coal, 8000. Internet: www.portlandgeneral.com.
Fited Chage Cov. (%) 270 239 248 | The Oregon Public Utility Commis- We still expect a significant profit in-
ANNUAL RATES Past Past Estd’iz-14| Sion has approved a regulatory settle- crease in 2016. Once Carty begins com-
ofchange (persh)  10Yrs.  5Vs.  to'1e'zp | ment for Portland General Electric. At mercial operation, PGE will benefit from
Revenues - 2.0% 5% | the start of 2016, PGE's rates were the associated rate relief. (At this point,
goash Flow 3o %%‘;//a Iowered by $15 million. The reduction we are not assuming that the delay will
AR o. 25% 55% | reflects, in part, lower net variable power have a major effect’ on the utility's in-
Book Value -~ 20% 40% | costs that are being passed through to come.) Also, a year ago PGE's service area
Cal- | QUARTERLY REVENUES § rl) Funi | ratepayers. Then, when the Carty gas- experienced its warmest winter on record.
endar |Mar31 Jun30 Sep.30 Dec.31| vear | fired generating plant begins commercial This made the first-quarter comparison
012 | 4700 H30 4500 4630 1050 | operation (as long as this is no later than easy. The utility is benefiting from growth
2013 | 4730 4030 4350 499.0 |4810.0 | July 31st), the utility’s rates would rise by in its service area’s economy.
2014 14930 4230 4840 5000 |1900.0 | $85 million. The allowed return on equity Is this company a takeover candidate?
2015 | 4730 4500 4760 476 |1875 | is 9.6%, and the new rates reflect a With increased merger and acquisition ac-
2016 | 525 460 505 510 |2000 | common-equity ratio of 50%. However . ..  tivity in the electric utility industry, PGE
cal- EARNINGS PER SHARE A rut | The Carty plant has run into a con- is considered in some circles as a prospec-
endar |Mar31 Jun30 Sep.30 Dec3!| Year | Struction problem. Initially, the 440- tive acquiree. However, investors should
012 | 6 34 5 38 | 187 megawatt facility was expected to enter be aware that, more than 10 years ago, a
2013 | 65 13 40 59 | 177| service in the second quarter of 2016 at a proposed buyout of the company fell
204 | 73 43 41 55 | 218 cost of $514 million. But the company that through. Thus, we do not advise purchase
2015 62 A4 40 .59 | 205| was building the plant went bankrupt and of this issue in the hope of a buyout.
2016 | 80 45 45 .65 | 235| ceased construction. PGE took control of This stock’s dividend yield is slighth
Cal- | QUARTERLYDIVIDENDSPAD® =t | puy | the site, and construction has resumed, al- below the industry average. Althoug
endar |Mar31 Jun30 Sep.30 Deci| Year though it took some time for it to ramp we project respectable dividend growth
2012 | 265 265 27 27 107| back up. What effect this will have on the aver the 3- to 5-year time frame, with the
a3 | 97 97 o975 575 | qpg| cost and timing of the project is unknown. recent quotation above the midpoint of our
2014 | 975 215 28 98 141 | Management plans to provide an update 2018-2020 Target Price Range, total re-
2015 | 28 98 30 30 146 | when the utility reports earnings in mid- turn potential is unappealing.
2016 | 30 February. Paul E. Debbas, CFA January 29, 2016

{A) Diluted EPS. Excl. nonrecuming loss: '13, | Shareholder investment plan avail.

42¢. Next eamings report due mid-Feb. | deferred charges. [n '14: $6.31/sh. (D} in mill,

(B) Dividends paid mid-Jan., Apr., July, and | (E) Rate base: Net original cost. Rate allowed | are pro forma, based on shares outstanding

Oct. » Dividend reinvestment plan avail. 1 | on com. eq. in '16: 9.6%; eamed on avg. com. | when stock began trading in '06.
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11.1%. Regulatory Climate: Above Average.
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RECENT PE Traillng:15.5) RELATIVE DVD 0/

SCANA CORPl NYSE-sce PRICE 59.63 RATIO 15.4 (Median: 140 /| PIE RATIO 0.87 YLD 3.7 0
weuness 4 emions | N 3970 BT %8 B3 3E) 30| 62| 88| B3| 7| BE| 82 Target Price Range
SAFETY 2 Lowered 9/10/99 LEGENDS

—— 075 x Dividends p sh 128

TECHNICAL 2 Raised 11120115 glvlde.dh Interest Rate

- Relative Price Strength 96

BETA .75 (1.00 = Market} Options: Yes 80

[ 2016-20 PROJECTIONS |-~ oued 22 idlaes rocessin I RN 64
Ann'i Total EYSRVRNN PYCTLITY o ALLLTE) iy IR IS SUPROOUpR PR 48

Moy 88 (I0%) 0% |l LA I I T R o
o 50 (-15"/3 Nil |ttt ' 32
Tnsider Decisions e —— 2

DJFMAMJJ AL

0By 00000000 0wy 16
Opions 000000000 i D2 e N |12
Sl _00 10000060 R e % TOT, RETURN 10/15
Insututlona:‘De<1:|s”|1ons2 1 . . . s}g‘gx VLI ﬁg&""
why qo4 1o6 o7 | boment 12 . 1 R R T 1y Ciod 43 T
o 172 199 181 | yraded 4 TRTITRNI il IIH}ﬁ YRR R 3yr. 367 493 |
Hi's{N0) 81369 82049 82455 HITHTE SRS ARERERRRRR GRS R A Syr. 798 735
4999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 20 009 | 2010 | 2011 [2012 | 2013 | 2014 [ 2015 [2016 | ©VALUELINE PUB.LLC|18-20

1503 | 3278| 3295| 2665| 30.85| 3453 4165 3041 | 3061 | 4516 | 3435 | 3610 | 3395 | 31.63 | 31.88 | 3470 | 31.80 | 33.20 |Revenues persh 37.00

345| 443| 455| 456| 495| 528 743| 568 573| 58| 563 591 | 601 630 | 653 691 7.45| 7.5 “Cash Flow" per sh 8.25

1441 242 245] 238| 250| 267 278| 259 274 295, 285 298 287 315 339 378| 385| 3.95 Eamings persh A 4.50

1321 145( 120 130 138 146| 156| 168, 1.76| 184 188 190 | 194 198 203| 210| 28| 226 |DividDecl'd persh Ba 2,50

237 3280 499 641 694| 486] 338 452 621 | 768| 741 | 687 681 816 | 784 765| 10.95| 13.40 |Cap'l Spending persh 8.75

20271 10401 2095 1964 | 2082 | 21781 2335 2430 | 2537 | 2585 | 27.63 | 2005 2004 | 3147 | 3308 3495| 36.10| 39.85 BookValuepersh © 46.50
710357 | 104.73 | 104.73 | 110.83 | 190.74 | 11252 | 114.67 | 116.67 | 116.67 | 117.78 | 123.34 | 12745 | 129.88 | 132.01 | 141.00 | 142.70 | 143.00 | 143.00 |Common Shs Quist'g © | 749.00

175 125] 126 122| 130| 136 144 154 150 1277 16| 128 137] 148 144|137 | Bold figires are | Avg Anrv'l PIE Ratio 13.0

1.00 81 65 67 74 12 I 83 .80 .78 T 82 86 84 81 72| Vaelugline Relative PIE Ratio .80

52% | 43%| 44% | 45% | 42% | 40% | 39% | 42% | 43% | 49% | 57% | 49% | 48% | 42% | 42% | 41% Avg Ann’l Div'd Yield 4.3%
CAPITAL STRUCTURE as of 6/30/15 47710 | 4563.0 | 4621.0 | 5319.0 | 4237.0 | 4601.0 | 4400.0 | 4176.0 | 4495.0 | 4851.0 | 4550 | 4750 |Revenues (§mill) 5500
Total Debt $6307 mill. Due in 5 Yrs $1154 mill, 3230| 3060 | 327.0 | 3530 | 357.0 | 376.0 | 387.0 | 4200 | 471.0 | 5380 555 575 NetProfit (mill) 675
}fﬁ:{;‘rjgo;fm";‘g;s 4X)LT Interost §285 mil. | 265% | 20.2% | 354% | 32.0% | 20.8% | 30.3% | 30.2% | 321% | 31.6% | 32.0% | 32.0% |Income Tax Rate 35%

o 9% | 26% | 46% | 85% | 14.3% | 8.0% | 54% | 76% | 87% | 9.1% | 7.0%  16.0% AFUDC % to Net Profit 3.0%

Leases, Uncapitalized Annual rentals $8 mill. 514% | 50.9% | 484% | 58.0% | 56.8% | 52.9% | 54.3% | 544% | 53.6% | 52.6% | 52.0% | 55.0% |Long-Term DebtRatlo 54.0%

Pension Assets-12/14 $861.8 mill. 46.6% | 47.2% | 49.7% | 40.5% | 43.2% | 47.1% | 45.7% | 45.6% | 46.4% | 47.4% | 48.0% | 45.0% |Common Equity Ratio 46.0%
Oblig. $919.5 mill. | 5730.0 | 6027.0 | 5952.0 | 7519.0 | 7891.0 | 78540 | 8511.0 | 91030 | 10050 | 10518 | 11325 | 12675 |Total Capital ($mill) 15050

Pfd Stock None 67340 | 7007.0 | 7538.0 | 8305.0 | 9009.0 | 9662.0 | 10047 | 10895 | 1643 | 12232 | 12075 | 14450 | Net Plant (Srulll 17325
T4% | 68% | 73% | 62% | 61% | 65% | 6.2% | 63% | 62% | 66% 6.0% . 6.0% Retum onTotal Cap'l 6.0%

Common Stock 142,916,917 shs. 116% | 10.3% | 10.6% | 11.2% | 10.5% | 10.2% | 10.0% | 16.1% | 10.1% | 10.8% | 70.0% ; 10.0% Retum on Shr. Equity 10.0%
as of 7/31115 11.8% | 105% | 10.8% | 114% | 10.2% | 10.2% | 10.0% | 10.1% | 10.1% | 10.8% | 10.0% ; 10.0% |Retum on Com Equity £ | 10.0%
MARKET CAP: $8.5 billion (Large Cap) 53% | 3.8% | 40% | 44% | 36% | 3.8% | 3.6% | 39% | 41% | 49%| 45% | 4.5% |RetainedtoComEqg 4.5%
ELECTRIC OPERATING STATISTICS 56% | 65% | 64% | 62% | 66% | 63% | 64% | 61% 60% | 55% | 56% | 56% |All Div'ds to NetProf 55%
% Change Retal Sales (KWH) 20313 2T§ 2&14 BUSINESS: SCANA Corporation is a holding company for South  5%. Generating sources: coal, 48%; oit & gas, 28%; nuclear, 19%;
Avg,lnd%sLUse(MWHM 8055 §180 NA | Carolina Electric & Gas Company, which supplies electricity to hydro, 3%; purchased, 2%. Fuel costs: 53% of revenues. '14
Avg. Indust, Revs, per KWH (¢) 7.0  7.27 NA | 697,000 customers in South Carolina. Supplies gas and transmis- reported depreciation rate: 2.8%. Has 5,900 employees. Chaimman,
gxfmgmg g;g? ig% gggg sion service to 1.3 million customers in North and South Carolina CEO & President: Kevin B. Marsh. Incorporated: South Carolina.
Al Loag Factr 56.8 58.8 NA | and Georgia. Acquired PSNC Energy 2/00. Electric revenue break-  Address: 100 SCANA Parkway, Cayce, South Carolina 28033. Tel.:
%Changemstunerszvmd) +8 +1.2 +1.4 | down: residential, 44%; commercial, 33%; industrial, 18%; other, 803-217-9000. Intemet: www.scana.com.

SCANA's electric utility subsidiary million (2.6%) in late October. This and

Tsﬁjﬁiﬂns Past 28:,“‘ 2:;, d ,1:_?17 n has amended its agreement with con- previous increases were based on an 11.0%
dfchangs fpersh) . 0¥, 5, totai20 | tractors for the two nuclear units it is return on equity, but beginning next year,
Revenues 5% -40% 20% | building. The units are still expected to the allowed ROE will drop to 10.5%.

"'E(;ransi'r‘] Flow" g-g‘;//ﬂ 3-8://-» f‘-g';ﬁ come on line in 2019 and 2020, but in Au- We have raised our 2015 earnings esti-
Daioss 0% 304 539 | gust of each year instead of June. The re- mate by $0.05 a share. Third-quarter
Book Value 50% 50% 60% | vised agreement calls for South Carclina profits were better than we had expected

Cal- | QUARTERLY REVENUES (i) | Full Electric & Gas to pay an additional $286 due to favorable weather patterns. Our re-
endar |Mar3t Jun30 Sep.30 Dec.31| vear | Million, raising the current estimate of its vised estimate of $3.85 is above the com-
2012 11107 908 1038 1123 47760 55% stake in the project to $7.1 billion. pany's targeted range of $3.60-$3.80 be-
2013|1311 1016 1051 1117 |aagso| The wutility also obtained an option cause SCANA bases its guidance on
2014 11500 1026 1124 1214 |dgs10| (through November 1, 2016) to convert the normal weather conditions.

2015 11388 957 {068 1126 |4550 | contract to a fixed price of $7.6 billion, We forecast a modest bottom-line in-
2046 |1425 1025 1075 1225 |4750 | which would make the new contractor, crease in 2016. We assume normal

Cal- EARNINGS PER SHARE A ran | Westinghouse, responsible for any over- weather conditions, compared with the fa-
andar |Mar31 Jun30 Sep30 Dec| Year | Tuns. The South Carolina regulators would vorable ones that have helped lift earnings
%12 | 9 5 91 78 | 3451 still have to approve recovery of any in 2015. Our estimate of $3.95 a share is
53 | 111 80 o4 73 | 339| amount above the currently authorized within SCANA'’s guidance of $3.90-$4.10.
2014 | 137 88 404 73 | 379| $6.8 billion, which the commission ap- Public Service of North Carolina
2045 | 139 68 104 .73 | 385| proved in September. mith file a rate case next year. The
2016 | 140 .70 110 75 | 395! SCE&G was granted its annual in- utility is earning an ROE well below the

Cal- | QUARTERLYDVIDENDSPAIDBw | gy | CYE@SE under the state’s Base Load authorized 10.6%. New rates wouldn’t help
endar |Mar31 Jun30 Sep30 Decdi| Year Review Act. Each year, the utility re- earnings until 2017, however.

2011 | 475 485 485 485 | 193 | ceives rate relief under this law in order to This untimely stock’s yield is average

2012 | 485 495 495 495 | {g7| FeECOVEr construction work in progress for for a utility. The recent price is above the

2013 | 495 507 507 507 | 202| the aforementioned nuclear units. This midpoint of our 2018-2020 Target Price

2014 | 508 525 55 525 | 208| contributes to the company’s earnings Range, so total return potential is low.

2015 | 525 545 545 545 growth. Electric rates were raised by $64.5 Paul E. Debbas, CFA = November 20, 2015
(A} Diluted egs. Excl. nonrec. gains (losses): | eamings report due mid-Feb. }B) Div'ds histori- | Net orig. cost. Rate allowed on com. eq. in SC: CumEang’sFinancjaI Strength B++
'99, 29¢; '00, 28¢; '01, $3.00; '02, ($3.72); '03, | cally paid in early Jan., Apr., July, & Oct, 10.25% elec. in '13, 16.25% gas in '05; in NC: | Stock’s Price Stability 100
31¢; ‘04, (23¢); '05, 3¢; '06, 9¢; 15, $1.41. '12 | wDivid reinvestment plan avail, ()é:) Ingl. intang. | 10.6% in '08; eamed on avg. com. eq., '14: Price Growth Persistence 55
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RECENT PE Trailing: 19.3 | RELATIVE DIVD
WESTAR ENERGY wvsewn [ 41.40 [ 17.5 et 4% 0.00 10 35% Nl |
TMELNESS 3 townsrarane | o | 228 280] 272] 286 3| 02| B8] X8 B3| 83 48 Target Price Range
SAFETY 2 Rasei#ip5 | LEGENDS
—— 0.80 x Dividends p sh
TECHNICAL 2 Raised 1211815 divided by nteres! Rato &
‘e _elallve tice Strength 60
BETA .75 {1.00 = Market) Options:Yes = [ o T oo 50
| Z018-20 FROJECTIONS_ _|-—raced rea indeales recossion = 10
. Anp'l Total TP TECEREIEAN ST R
Price  Gain  Retum AT - ,;I'--"I et 30
High 85 (+35%) 11% PTTTIAA e m T e 2
Low 40 (-5%; 3% TSP AL 1! i 20
Insider Decisions {TI'"\ "] 15
JFMAMJJAS '.l
toBy 00000000 O| 10
Opfons 000000000 .|
oSl 0050 100 10w T, - %TOT. RETURN T1A15 |
Institutional Decisions ¥ g P Y DR | THS  VLARITH
1 5 30201 Canabeatttentt Ty 0 STOCK  INDEX
R o i e Porcent 24 X ] N = 1w, 135 20 I
to Sell 155 125 121 | traded 8 X TN ARIRMnnIARIRHOR WAL L T dyr. 683 481 [
Hids(0t) 97474 97324 99969 TS ELEIERT A T TﬁMJlHIHIIIHHIII IHR Sy 133 742
1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 2010 | 2011 |2012 (2013 [ 2014 [ 2015 | 2016 | ©VALUELINE PUB.LLC[18-20
3021 3380 | 3120 2477| 2006 | 1702| 18.23| 18.37| 1809 | 1698 18.34 | 17.27 | 17.88 | 1848 | 19.76 | 18.45| 18.60 |Revenues persh 18.70
751] 696 532 477 377| 342} 328| 384| 37| 3.4 424 397 430| 441 455| 440| 475 |“CashFlow" persh 545
148 89, d58| 1.00] 148| 147| 155 188 1.84| 1.3 180 179 245| 227 235| 225, 245 |Eamingspersh A 3.10
214 144 120 1.20 87 80 92 88 1.08]| 116 124 | 128 132 136| 140| 144! 1.50 |Div'd Decl'd persh But 1.70
409| 440 337[ 1.89] 206 219 245 385, 784| 8865 482 55 | 640 608 647| 650 7.00 Cap'lSpendingpersh 7.95
2783 | 2720 2597 1368| 1423 | 1643| 1631, 1762 1914 | 2018 2125 | 2203 | 2289 | 2388 | 2502 | 2525| 26.75 | Book ValuepershC 20.55
6740 7008| 70.08 7151| 7284 | 86.03| 86.84 | 87.39 9546 | 10831 11213 | 12570 | 126.50 | 126.25 | 131.69 | 46.00 | 145.00 |Common Shs Outst'g E | 155.00
1721 206 --1 140] 108 174 148 122 141 17.0 130 | 148 134 | 140 154 | Bowd Aighres are |Avg Ann'l PIE Ratio 15.0
98 134 - .76 62 92 19 86 J5| 102 83 93 85 19 81 ValugiLine | Relative P/E Ratio 95
84% | 79%| 58%| B6% | 55% | 39% | 40% | 43% | 42% | 52% 53% | 48% | 46% | 43% | 38% | ™S \avg Ann'l Divd Yield 7%
CAPITAL STRUCTURE as of 9/30/15 1683.3 | 1605.7 | 1726.8 | 1839.0 2056.2 | 2171.0 | 22615 | 2370.7 | 2601.7 | 2580 | 2700 |Revenues {$mil) 2900
Total Debt §3245.5 mill. Due in 5 Yrs §1000 mill. 1349 | 1653 | 1684 | 1368 2039 | 2140 | 2751 | 2925| 3133 | 315 355 |NetProfit ($mil) 480
:—LTT"?:!:‘rjszt"e“;rfe';"; 7X;-T Interest $120.0mill. 3109, | 75.4% | 27.5% | 24.8% 0% [ 35.2% | 308% | 38.1% | 319% | 30.0% | 30.0% |Income Tax Rate 30.0%
o -- -~ | 10.4% .- - -~ .- -- | 104% | 10.0% | 10.0% | 10.0% |AFUDG %t Net Profit | 10.0%
Pension Assets 12/14 $661 mil. Oblig. $914 mill. | 52.1% | 50.0% | 50.6% | 49.8% | 53.4% | 53.6% | 49.5% |51.2% | 50.0% | 50.0% | 50.0% | 50.0% Long-Term Debt Ratio 50.0%
47.2% | 49.3% | 48.9% | 49.7% | 46.1% | 46.0% | 50.1% | 48.8% | 50.0% | 50.0% | 50.0% | 50.0% |Common Equity Ratio 50.0%
30004 | 31242 | 3738.3 | 4400.1 | 4866.8 | 5180.9 | 5531.0 | 5938.2 | 6131.1 | 6596.2 | 6650 | 6800 [Total Capital ($mill) 7500
Pfd Stock None 30477 | 40716 | 48037 | 55335 | 57717 | 63095 | 67454 | 73357 | 78485 | 84415 | 8500 | 8600 |NetPlant (smill 9000
62% | 67% | 58% | 42% | 44% | 55% | 53% | 60% | 61% | 60% | 6.0% € 6.0% |Retum onTotal Cap'l 7.0%
Common Stock 141,838,178 shs. 94% | 106% | 91% | 62% | 62% | 85% | 7.7% | 95% | 0.6% | 95% | 9.5% 9.5% |Retum on Shr. Equity 8.5%
MARKET CAP: $5.9 billion {Large Cap} 95% | 10.7% | 92% | 62% | 6.3% | 85% | 7.7% | 94% | 9.6% | 95% | 9.5% | 9.5% |Retum on Com Equity® | 9.5%
ELECTRIC OPERATING STATISTICS 43% | 55% | 43% | 1.2% 8% | 34% | 27% | 40% | 42% | 43% | 45% | 45% |RetainedtoComEq 5.0%
’ 2012 2013 2014 | 55% | 49% | 53% | 80% | B87% | 63% | 65% | 57% | 56% | 55% | 64% | 61% |AllDiv'ds to Net Prof 55%
Z‘ﬁ‘,ﬁ“&“ﬁﬂmm"”’ 5-5163 543(53 5+714f7’ BUSINESS: Westar Energy, Inc., formerly Westemn Resources, is  plant age: 16 years. Fuels: coal, 48%; nuclear, 8%; gas, 44%. Has
Avg. Indust. Revs. per KWH {¢) 6.60 647 672 | the parent of Kansas Gas & Electric Company. Westar supplies 2,411 employees. BlackRock Inc owns 7.2% of commen; The
CapadtyatPeak(m 6557 6671 6698 | electricty fo 700,000 customers in Kansas. Electic revenue Vanguard Group owns 6.3%; Stowers Institute owns 5.7% (4115
mﬂa&ﬂ?&m ) 554,51(1] 554588 552622 sources: residential and rural, 41%; commercial, 38%; industrial, proxy). CEO and Pres.: Mark A. Ruelle. Inc.: Kansas. Addr.; 818
%Changeo.lstomefs?yr-end) +2 +2 +.2 | 21%. Sold investment in ONEOK in 2003 and 85% ownership in  South Kansas Avenue, Topeka, Kansas 66612. Telephone: 785-
Protection One in 2004. 2014 depreciation rate: 3.9%. Estimated  575-6300. Intemnet: www.westarenergy.com.
P Chaga o ) 319 323| ,3?2 Regulators approved a $78 million electrical-generating e(tlilpment at three
Qﬁgﬂé‘&?ﬁfs gt Past Estd1214| rate hike for Westar Energy. The Kan- locations. That should he p reduce carbon
Revenues 40% 15% 28% | sas Corporation Commission accepted a emissions and energy waste, while also
“Cash Flow” 15%  60% 45% | 4%, or $78 million, rate increase that lowering operational costs at several
Eamings 83% 9% &0% | should help cover some of the utility's plants. Furthermore, management will
Book Value 50% 35% 50% | costs associated with upgrading several add more renewable energy production in
QUARTERLY REVENUES (§ mil) power plants. Westar Energy originally the coming months as this appears to be a
el a3t Juns0 Sep.30 Dec.3t ful | sought a $152 million boost, but sub- reasonable alternative to investing in
: : : - sequently dropﬁ)ed that demand to $78 more electrical—generatir:? e(il(lipment.
gg}g gzg; gggg gggg gggg gg%g million after failing to garner enough_sui)- We look for a dividend hike at the up-
2014 | 6286 6127 7640 5964 | 26017| Port from lawmakers. Utilities routinely coming board meeting. The increase
2015 | 5908 5806 7328 6668|2580 | ask for relatively large rate increases that will likely add a penny ta the quarterly
2016 | 645 630 775 650 |2700 | Often get negotiated down by legislators, so distribution, in line with the pattern in
cal- EARNINGS PER SHARE A Fall the outcome was not at all unexpected. recent years. Also, ‘Westaro Energy is
endar |Mar31 Jun30 Sep30 Dect| Year Much of the new revenue will cover targeting a payout ratio of 50%-60%, so we
2012 o 8 100 57 205 the cost of upgrades at the La Cygne expect only moderate dividend growth
2013 4 5 104 31| 297 Emergy Center and Wolf Creek. Im- potential through the 3- to 5-year period.
2014 52 40 110 33| 23 Frovements at La Cygne were required b This stock provides a steady source of
2015 38 46 97 44| 225 federal air pollution standards. The facil- income for conservative investors. The
2016 50 45 110 40| 245| ity received a baghouse, wet scrubber, and yield is around the average for electric
Cal- | QUARTERLYDVIDENDS PAD =t | Fun selective catalytic reduction (SCR) to utilities, and the payout has been raised
endar |Mar31 Jun30 Sep.30 Dec.i| Year| Feduce emissions. At Wolf Creek, the up- every year since 2003. In addition, we ex-
warat Jn.2 sep.2y . grades were tied to a decision to keep the pect cost-control measures and higher
28112 g; g% g% g% 1%1 plant in operation for 20 years longer than rates to drive above-average earnings
2013 | 33 34 34 34 15| Initially planned, until 2045. . growth over the next few years. That
2004 | 34 35 35 35 130| Westar continues to modernize elec- should allow Westar to increase the divi-
2045 | 35 38 36 98 tricity production. The company an- dend uninterrupted.
nounced plans to phase out by yearend old Daniel Henigson December 18, 2015
(A) EPS diluted from 2010 onward, Excl. non- | Next egs. rep't due early February. $6.48/sh, (D) Rate base determined: fair value; | Company’s Financial Strength B++
recur. gains (losses): '09, ($1.31); '00, $1.07; | (B} Divids aid in early Jan., April, July, and | Rate allowed on common equity in '14: 10.0%; S(ocﬁ’s I¥rice Stability 100
'01, 27¢; '02, ($12.06); '03, 77¢; ‘08, 39¢; "11, | Oct. = Div reinvest, ran avail. T Shareholder | eamed on avg. com. eq., "4 9.5%. Regul. | Price Growth Persistence 75
14¢. Earnings may not sum due to rounding, | invest. plan avail, (C} Incl. reg. assets. In 2014: | Clim.: Avg. (E) In mill. Eamings Predictabliity 85

d 1o be reliable and is provided without warranties of any kind.
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RECENT PE Tralling: 17.9 '} RELATIVE ] 0/
XCEL ENERGY NYSE-XEL PRICE 37.21 RATIO 16.9 (Median: 154 /) PIE RATIO 1.03 YLD 3.7 0
TMELNESS 2 ramirsis | Mo 18] 2021 298 2231 33\ 45| 03| H3| BE| N8| S| 502 Target Price Range
SAFETY T Raised 5115 LEGENDS
—— 0.74 x Dividends p sh 64
TECHMICAL 3 Lowered 1202515 divided by Intees! Rale
- Relative Price Strength 48
BETA .65 (1.00 = Market) Options: Yes . o 10
201820 PROJECTIONS haded 3193 Ideals [eression el L 2
3 Ann'l Total ot e ! 24
Price  Gain  Retum N A YT TN t 2
High 40 (+5%; 6% | I et 2
Low 30 (-20% Nil T kL NS Lo sl S B
Insider Decisions bt - . e R o vy o 12
MAMJJASON I N
By 000000000 8
Opfons 0 00000000 L6
WSl _ 00000000+ % TOT. RETURN 12115
Institutional Decisions S}g,gx ,,,_"cg&“.-
10205 202005 30015 | poreent 15 LV
Do 3k Bl B0 shaes A0l il L T O AR RS U e sy, 419 w1 I
Hidson 351754 355032 350870 T L Sy, 817 521
1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 [ 2010 | 2011 |2012 [2013 [ 2014 | 2015 {2016 | ©VALUELINEPUB.L1.C|18-20
1842 3441| 4356| 23.80| 19.90| 2084| 2386 | 24.16 | 2340 2469 | 21.08| 2138 | 21.90 | 2076 | 2192 2341| 21.85| 22.65 |Revenuespersh 25.00
413| 442 500] 314| 335 327 38| 38t 345| 350 | 348 351 379 | 400| 410| 4.28| 460 4.85|“CashFlow” persh 5,50
143 160 227 42, 123| 1271) 120] 135| 135| 146 149 156| 172 | 185 191 2031 210 220 Eamings persh A 2.50
145| 1481 150, 143 15 81 .85 88 91 94 97| 100 103 107 1.1 120 128, 1.36 DividDecid pershBut 1.60
1387 363| 740| 604| 249 34§ 325 400 4BO| 466 391| 460 453 52 682 633] 6.65| 6.00 Cap'l Spending persh 6.00
16421 1637 17.95| 1470| 1295| 1298| 1337| 1428 4470 4635 | 1592 | 1676 | 1744 | 1849 | 1821 | 20.20 | 20.90 | 21.75 |Book Value persh © 24.50
15673 | 330.70 | 345.02 | 396.71 | 306.96 | 40046 | 403.39 | 407.30 | 475.78 | 453.79 | 457.51 | 482.33 | 48640 | 467.96 | 497.97 | 505.73 | 506.00 | 508.00 | Common Shs Outstg D | 508.00
166 143 124 NMF| 116 136] 154, 148 167 137 127 141 1421 148 150 | 154 16.5 Avg Anr'l PIE Ratio 14.0
85 .93 841 NMF 66 12 82 .80 .89 82 85 90 89 k) B4 81 85 Relative P/E Rafio .90
61% | 64% | 53%| 66%| 52% | 47%| 46% | 44% | 40% | 47% | 51% | 45% | 42% | 3.9% | 39% | 38%| 37% Avg Ann'i Div'd Yield 4.5%
CAPITAL STRUCTURE as of 9/30/15 96255 | 98403 | 10034 | 11203 | 9644.3 | 10311 | 10655 | 10128 | 10815 | 11686 | 11100 | 11500 |Revenues ($mill) 12700
Total Debt $13212 mil. Duein 5Yrs §2977.7 mill. | 4090 | 5687 | 575.0 | 6457 | 6855 | 727.0 | 8414 | 0052 | 94B.2 | 10243 | 1055 1125 NetProfit (Smill) 1285
h&”g%g;zgﬂp g‘a‘g-na“;e'[,'l';‘a"s':s‘-‘wsggﬂ mil. 58y | 242% | 338% | 344% | 35.1% | 375% | 35.8% | 33.0% | 33.8% | 33.9% | 35.0% k 35.0% Income Tax Rats 35.0%
(LT interest eamed: 3.5¢) : 85% | 8% | 12.5% | 159% | 16.8% | 117% | 94% | 108% | 134% | 125% | 8.0% | 7.0% AFUDC%toNetProfit | 6.0%
57% | 52.1% | 49.7% | 52.2% | 51.6% | 53.1% | 51.4% | 53.3% | 53.3% | 53.0% | 540% | 54.5% |Long-Term Deht Ratio 52.0%
Leases, Uncapitalized Annual rentals $254.5 mill. | 47.3% | 47.0% | 494% | 47.1% | 47.7% | 46.3% | 48.9% | 46.7% | 46.7% | 47.0% | 46.0% | 45.5% |Common Equity Ratio 48.0%
Pension Assets-12/14 $3083.8 mill [ 11398 | 12371 | 12748 | 14800 | 15277 | 17452 | 17331 | 19013 | 20477 | 21714 | 23125 | 24200 |Total Capita! (Smil) 25800
Pid Stock None Oblig. $3476.7 mill. | 44505 | 15543 | 16676 | 17689 | 18508 | 20663 | 22353 | 23809 | 26122 | 28757 | 30850 | 32250 |Net Plant ($mil 37200
6.2% | 62% | 63% | 60% | 6.2% | 57% | 65% | 6.1% | 60% | 6.0% | 6.0% | 6.0% |ReturnonYotal Capl 6.5%
Common Stock 507,496,978 shs. 01% | 96% | 90% | 91% | 9.3% | 89% | 9.9% |10.2% | 9.9% | 10.0% | 10.6% | 10.0% |Return on Shr. Equity 10.5%
as of 10/26115 ! 92% | 97% | 94% | 92% | 94% | 8.9% | 99% [10.2% | 9.9% | 10.0% | 10.0% | 10.0% |Retum on Com Equity | 10.5%
MARKET CAP: $19 billion (Large Cap) 25% | 36% | 3% | 3.8% | 37% | 3.6% | 43% | 47% | 45% | 45% | 40% | 4.0% |Retainedto ComEq 40%
ELECTRIC OPERATING STATISTICS 69% | 63% | 66% | 5% | 61% | 59% | 56% | 54% 54% | 55% | 61% | 61% |All Dividsto Net Prof 63%
9, Charge etz Sales (KWH) 20_1.% 2({!% 29:3 BUSINESS: Xcel Energy Inc. is the parent of Northem States mill. electric, 1.9 mill. gas. Elec. rev. breakdown: residential, 32%;
LargeC NSS(MWHM 24074 23875 24475 | Power, which supplies electricity to Minnesota, Wisconsin, North  sm. comm'l & ind'l, 36%; Ig. comm’i & ind'l, 18%; other, 13%. Gen-
Large C &1 Revs. per KWH {¢) 560 623 647 | Dakota, South Dakota & Michigan & gas to Minnesota, Wisconsin, erating sources not available. Fuel costs: 49% of revs. ‘14 reported
b3 eaklmgigﬁmer ) 21439 212"%’3 21 4"%3 North Dakota & Michigan; Public Service of Colorado, which sup-  depr. rate: 2.7%. Has 11,700 employees. Chainman, Pres. & CEO:
Annua Load Faclr NA NA NA | plies electricity & gas to Colorado; & Southwestemn Public Service, Ben Fowke. Inc.: MN. Address: 414 Nicollet Mall, Minneapolis, MN
% Change Customers eﬁﬂd) +7 +.8 +.g | which supplies electricity to Texas & New Mexico. Customers: 3.5  55401. Tel.: 612-330-5500. Intemet: www.xcelenergy.com.

] Xcel Energy’s utility subsidiary in earned ROE by a half percentage point by
ix;d:rﬁicyfés Pt sogm 3:;, d ,1:_‘,1: 7| Minnesota has filed a multiyear elec- 2018, and by even more beyond then.
dchangefpersh)  10Y¥s,  5Yms.  todesz0 | tric rate case. Northern States Power Other rate cases have been completed
Revenues .. -4.0% 20% | (NSP) is seeking tariff increases of $194.6 or are pending. In Texas, SPS received a
"’Egas.h Flow" %(5)‘;/; %-g‘,’,/; ﬁ-g‘;//a million (6.4%) in 2016, $52.1 million (1.7%) rate hike of $42.1 million, based on a 9.7%
vk 10% 80%  %%% | in 2017, and $50.4 million (1.7%) in 2018, ROE. In Wisconsin, NSP was granted elec-
Book Value 45% 45% 4.0% | based on retfugrzx of 11\?5)% on a comx(rjmn— glzc andugas increases i)f i7.6 énillion a(x)r;l

equity ratio o .5%. was granted an .2 million, respectively, based on a 10%
egg'a'r M;],.%‘:RTEEE;Y3%EVSEES%%“EEQ31 2’;‘, interim increase of $163.7 million at the ROE. In New Mexico, SPS is seeking a
3012 | 2578 2275 2124 251 |1oizg | Start of 2016. A final decision is expected $45.4 million raise, based on a 10.25% re-
2013 | 2783 2578 2822 2731 10915 | I the first quarter of 2017. turn on a 54% common-equity ratio. A rul-
2014 | 3203 2685 2870 2928 |11 | By filing a multiyear application, the ing is expected in the second alf of 2016.
2045 | 2062 255 2001 2722 11100 | utility hopes to reduce the effects of Rate relief is enabling Xcel's earnings
2016 | 3100 2600 3000 2800 |11500 regulatory lag. Currently, Xcel's utility to advance gradually. The company is
cal- EARNINGS PER SHARE A Fan | Subsidiaries (as a group) are earning a re- targeting 4%-6% annual profit growth.
endar |Mar31 Jun30 Sep.30 Dec.3t| Year | tUrn on equity that is about a percentage Our 2016 estimate is within manage-
M2 | 38 3B .81 55 | 1g5] point below their allowed ROE. Public ment’s guidance of $2.12-$2.27 a share. If
2013 | 48 40 73 30 | 191| Service of Colorads has a multiyear gas Xcel is able to raise its earned ROE by a
2044 | 52 3 73 33 | 203/ rate case pending, in which it should soon half percentage point, this would add
095 | 46 2 84 41| 210] receive a decision. Eventually, Xcel wants $0.12 a share to annual earnings.
2006 | 53 42 85 40| 220| to derilve 75];% g}f; its revfgn}llles from multi- ;Il‘imely and high-qualityf cel stlock
) B year plans. By the end of the current quar- has an average valuation for a uti ity.
eﬁ:’;‘,, ﬁﬁEﬁﬁgfbgtbn‘sszM%ec_L s:;',. ter, Southwestern Public Service (SPS) The dividend yield is about average for the
2012 | 26 2% 97 27 106 plans to ask the Texas regulators for an group. Like many utility issues, the recent
o3l 97 .7 8 8 110 | electric rate boost—the utility’s first case quotation is within our 2018-2020 Target
2044 1 98 30 30 30 148 | under a new law that reduced regulatory Price Range. Accardingly, 3- to 5-year total
2005 | 30 32 32 32 195| lag in the state from one year to seven returr;zpotential is unimpressive.
2016 | 32 months. Xcel is aiming to improve its Paul E. Debbas, CFA January 29, 2016
A) Diluted EPS. Excl. nonrecurring gain add due to rounding. Next eamings report due | able. (C) Incl. intang. In '14; $5.49/sh. (D) in Company’s Financial Strength A
(losses): '02, ($6.27); *10, 5¢; 15, (16¢); gains | late Apr. (B} Div'ds historically paid mid-Jan., | mill. (E) Rate base: Varies. Rate allowed on Stock’s Price Stabllity 100
(losses) on disc. ops.: '03, 27¢; 04, (30¢); '05, | Apr., July, and Oct. = Div'd reinvestment plan | com. eq. {blended): 9.8%; eamed on avg. com. | Price Growth Persistence 55
¢; ‘08, 1¢; '09, (1¢): '10, 1¢. 12 EPS don't available. + Shareholder investment plan avail- | eq., '14: 10.3%. Regulatory Climate: Average. | Earnings Predictability 100



Summary of Risk Premium Models for the

Proxy Group of Eighteen Electric Companies

Proxy Group of
Eighteen Electric

Companies

Predictive Risk
Premium Model ™
(PRPM™) (1) 10.77 %
Risk Premium Using
an Adjusted Total
Market Approach (2) 10.25 %

Average 10.51 %

Notes:

(1) From page 2 of this Schedule.
(2) From page 3 of this Schedule.
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Proxy Group of Eighteen Electric Companies
Indicated ROE
Derived by the Predictive Risk Premium Model (1}
(1] (2] (3] (4] (5] (6] 7
LT Average Spot Average Predicted
Proxy Group of Eighteen Predicted Predicted Predicted GARCH Risk Premium Risk-Free Indicated

Electric Companies Variance Variance Variance Coefficient 2) Rate (3) ROE (4)
ALLETE, Inc. 0.29% 0.23% 0.26% 2.12549 6.84% 3.68% 10.52%
Alliant Energy Corp. 0.27% 0.22% 0.25% 2.45671 7.62% 3.68% 11.30%
Ameren Corp. 0.23% 0.19% 0.21% 1.68373 4.33% 3.68% 8.01%
American Electric Power Co., Inc. 0.29% 0.21% 0.25% 2.30894 7.15% 3.68% 10.83%
Consolidated Edison, Inc. 0.47% 0.28% 0.38% 1.52454 7.18% 3.68% 10.86%
Edison International 0.43% 0.29% 0.36% 1.58248 7.05% 3.68% 10.73%
El Paso Electric Company 0.40% 0.21% 0.31% 1.86919 7.18% 3.68% 10.86%
Great Plains Energy, Inc. 0.29% 0.24% 0.27% 2.31205 7.75% 3.68% 11.43%
IDACORP, Inc. 0.29% 0.28% 0.29% 2.13923 7.70% 3.68% 11.38%
OGE Energy Corp. 0.31% 0.31% 0.31% 2.11723 8.17% 3.68% 11.85%
Otter Tail Corp. 0.39% 0.22% 0.30% 1.46301 5.40% 3.68% 9.08%
PG&E Corp. 0.41% 0.27% 0.34% 1.85858 7.85% 3.68% 11.53%
Pinnacle West Capital Corp. 0.62% 0.24% 0.43% 1.21767 6.47% 3.68% 10.15%
PNM Resources, Inc. 0.55% 0.38% 0.46% 1.21281 6.90% 3.68% 10.58%
Portland General Electric Co. 0.28% 0.17% 0.22% 1.79479 4.84% 3.68% 8.52%
SCANA Corp. 0.31% 0.23% 0.27% 2.44089 8.20% 3.68% 11.88%
Westar Energy, Inc. 0.27% 0.27% 0.27% 2.35255 7.89% 3.68% 11.57%
Xcel Energy Inc. 0.28% 0.16% 0.22% 2.68359 7.32% 3.68% 11.00%
Average 10.67%
Median _10.86%
Average of Mean and Median 10.77%

Notes:

(1) The Predictive Risk Premium Model uses historical data to generate a predicted variance and a GARCH
coefficient. The historical data used are the equity risk premiums for the first available trading month on a

major stock exchange (e.g. NYSE) for each comapny through January 2016.

(2)  (1+(Column [1]* Column [2]} "% - 1.
(3)  Fromnote 2 of Schedule 6.
(4)  Column [3] + Column {4].



Line No.

Notes:

Q)
(2)
(3)

(4)

Indicated Common Equity Cost Rate
Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach

Prospective Yield on Aaa Rated
Corporate Bonds (1)

Adjustment to Reflect Yield Spread
Between Aaa Rated Corporate
Bonds and A Rated Public
Utility Bonds

Adjusted Prospective Yield on A Rated
Public Utility Bonds

Adjustment to Reflect Bond
Rating Difference of Proxy Group

Adjusted Prospective Bond Yield

Equity Risk Premium (4)

Risk Premium Derived Common
Equity Cost Rate

Met-Ed Exhibit PMA-1

Schedule 5
Page 3 of 12

Proxy Group of
Eighteen Electric
Companies

4.78

0.33

5.11

0.40

5.51

4.74

10.25

%

(2)

%

(3)

%

%

Consensus forecast of Moody's Aaa Rated Corporate bonds from Blue
Chip Financial Forecasts (see pages 9-10 of this Schedule).

The average yield spread of A rated public utility bonds over Aaa

rated corporate bonds of 0.33% from page 4 of this Schedule.
Adjustment to reflect the A3 Moody's LT issuer rating of the proxy
group as shown on page 6 of this Schedule. The 40 basis point
upward adjustment is derived by taking 1/3 of the spread between
A2 and BaaZ2 Public Utility Bonds (1/3 * 1.20% = 0.40%) as derived

from page 4 of this Schedule.

From page 7 of this Schedule.
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Interest Rates and Bond Spreads for
Moody's Corporate and Public Utility Bonds
Selected Bond Yields
[1] (2] 3]
Aaa Rated A Rated Public Baa Rated Public
Corporate Bond Utility Bond Utility Bond
Nov-15 4.06 % 440 % 557 %
Dec-15 3.97 4.35 5.55
Jan-16 4.00 4.27 5.49
Average 4.01 % 434 % 5.54 %
Selected Bond Spreads
A Rated Public Utility Bonds Over Aaa Rated Corporate Bonds:
0.33 % (1)
Baa Rated Public Utility Bonds Over A Rated Public Utility Bonds:
1.20 % (2)

Notes:
(1) Column [2] - Column [1].
(2) Column [3] - Column [2].

Source of Information:
Bloomberg Professional
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Comparison of Long-Term Issuer Ratingsfor the
Proxy Group of Eighteen Electric Companies

Moody's Standard & Poor's
Long-Term Issuer Rating Long-Term Issuer Rating
January 2016 January 2016
Long-Term Long-Term
Proxy Group of Eighteen Electric Issuer Numerical Issuer Numerical
Rating Weighting(1) Rating Weighting(1)
ALLETE, Inc. (2) A3 7.000 NR --
Alliant Energy Corp. (3) A2 6.000 A/A- 6.500
Ameren Corp. (4) A3 7.250 BBB+ 8.000
American Electric Power Co.,, Inc. (5) Baal 8.125 BBB 9.000
Consolidated Edison, Inc. (6) A2/A3 6.500 A- 7.000
Edison International (7) A2 6.000 BBB+ 8.000
El Paso Electric Company Baal 8.000 BBB 9.000
Great Plains Energy, Inc. (8) Baal/Baa2 8.500 BBB+ 8.000
IDACORP, Inc. (9) A3 7.000 BBB 9.000
OGE Energy Corp. (10) Al 5.000 A- 7.000
Otter Tail Corp. (11) A3 7.000 BBB 9.000
PG&E Corp. (12) A3 7.000 BBB 9.600
Pinnacle West Capital Corp. (13) A3 7.000 A- 7.000
PNM Resources, Inc. {14) Baal 8.000 BBB+ 8.000
Portland General Electric Co. A3 7.000 BBB 9.000
SCANA Corp. {15) Baal 8.000 BBB+ 8.000
Westar Energy, Inc. (16) Baal 8.000 BBB+ 8.000
Xcel Energy Inc. (17) A3 6.750 A- 7.000
Average A3 7.125 BBB+ 8.029
Notes:

(1) From page 6 of this Schedule.

(2) Ratings are those of Superior Water, Light and Power Company

(3) Ratings are those of Interstate Power and Light Co. and Wisconsin Power and Light
Co.

(4) Ratings are those of Ameren Illinois Co., Central lllinois Light Co., lllinois Power Co.,
and Union Electric Co.

(5) Ratings are those of AEP Texas Central Co., AEP Texas North Co., Appalachian
Power Co., Columbus Southern Power Co., Indiana Michigan Power Co., Kentucky
Power Co., Ohio Power Co., Public Service Company of Oklahoma, and
Southwestern Electric Power Co.

(6) Ratings are those of Consolidated Edison Co. of New York, Inc. and Orange and
Rockland Utilities, Inc.

(7) Ratings are those of Southern California Edison Company.
(8) Ratings are those of Kansas City Power & Light Company and KCP&L Greater
Missouri Operations Co.
(9) Ratings are those of Idaho Power Company.
(10) Ratings are those of Oklahoma Gas & Electric Company.
(11) Ratings are those of Otter Tail Power Company.
(12) Ratings are those of Pacific Electric & Gas Company.
(13) Ratings are those of Arizona Public Service Company.
(14) Ratings are those of Public Service Company of New Mexico and Texas-New Mexico
Power Company.
(15) Ratings are those of Public Service of North Carolina, Inc. and South Carolina
Electric & Gas Company.
(16} Ratings are those of Kansas Gas and Electric Company.
(17) Ratings are those of Northern States Power Company (MN), Northern States Power
Company (W1), Public Service Company of Colorado, and Southwestern Public
Service Company.

Source Information; www.moodys.com

www.standardandpoors.com
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Moody's and Standard & Poor's Bond Ratings

Moody's Bond
Rating

Numerical Bond
Weighting

Standard &
Poor's Bond
Rating

Aaa

Aa1
Aa2
Aa3

A1
A2
A3

Baat
Baa2
Baa3

Ba1
Ba2
Ba3

B1
B2
B3

10

11
12
13

14
15
16

AAA

AA+
AA
AA-

BBB+
BBB
BBB-

BB+
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Judgment of Equity Risk Premium for
the Proxy Group of Eighteen Electric Companies
Proxy Group of
Line Eighteen Electric
No. Companies
1. Calculated equity risk
premium based on the
total market using
the beta approach (1) 513 %
2, Mean equity risk premium
based on a study
using the holding period
returns of public utilities
with A rated bonds (2) 391
3. Predicted Equity Risk Premium
based on Regression Analysis
of 1,098 Fully-Litigated Electric
Utility Rate Cases (3) 5.19
4, Average equity risk premium 474 %

Notes: (1) From page 8 of this Schedule.
(2) From page 11 of this Schedule.
(3) From page 12 of this Schedule.



Line No.

Notes:

(1)

(2

(3

(4)

(5)
(6)
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Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for
e Proxy Group of Eighteen Electric Companies

Proxy Group of

Eighteen Electric
Equity Risk Premium Measure Companies
Ibbotson Equity Risk Premium (1) 561 %
Ibbotson Equity Risk Premium based on PRPM™ (2) 7.38
Equity Risk Premium Based on Value Line
Summary and Index (3} 8.05
Equity Risk Premium Based on S&P 500
Companies(4) 8.68
Conclusion of Equity Risk Premium (5) 7.43 %
Adjusted Beta (6) 0.69
Forecasted Equity Risk Premium N 513 %

Based on the arithmetic mean historical monthly returns on large company common

stocks from Ibbotson® SBBI® 2015 Market Report minus the arithmetic mean monthly
yield of Moody's Aaa and Aa corporate bonds from 1928 - 2014. (11.79% - 6.18% =
5.61%).

The Predictive Risk Premium Model (PRPM) is discussed in the accompanying direct
testimony. The Ibbotson equity risk premium based on the PRPM is derived by applying
the PRPM to the monthly risk premiums between Ibbotson large company common
stock monthly returns minus the average Aaa and Aa corporate monthly bond yields,
from January 1928 through December 2015.

The equity risk premium based on the Value Line Summary and Index is derived from
taking the projected 3-5 year total annual market return of 12.83% (described fully in
note 1 of Schedule 6) and subtracting the average consensus forecast of Aaa corporate
bonds of 4.78% (Shown on page 3 of this Schedule). (12.83% - 4.78% = 8.05%).

Using data from the Bloomberg Professional Service for the S&P 500, an expected total
return of 13.46% was derived based upon expected dividend yields and long-term
growth estimates as a proxy for capital appreciation. Subtracting the average consensus
forecast of Aaa corporate bonds of 4.78% results in a expected equity risk premium of
8.68%. (13.46% - 4.78% = 8.68%).

Average of lines 1 through 4.

Average of mean and median beta from Schedule 6.

Sources of Information:

Stocks, Bonds, Bills, and Inflation - Ibbotson® SBRI® 2015 Market Report, Morningstar,
Inc., 2015 Chicago, IL.
Industrial Manual and Mergent Bond Record Monthly Update.

Value Line Summary and Index
Blue Chip Financial Forecasts, December 1, 2015 and February 1, 2016
Bloomberg Professional
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(1] [2] {3] [4] {51 [6] {7 (8]
Indicated
Value Line Traditional Common
Proxy Group of Eighteen Electric Adjusted Bloomberg Average Market Risk Risk-Free CAPM Cost ECAPM Cost Equity Cost
Companies Beta Adjusted Beta Beta Premium (1) Rate (2) Rate Rate Rate (3)
ALLETE, Inc. 0.80 0.5908 0.70 849 % 3.68 % 9.62 % 1026 %
Alliant Energy Corp. 0.80 0.6234 0.71 8.49 3.68 9.71 1032
Ameren Corp. 0.75 0.5901 0.67 8.49 3.68 9.37 10.07
American Electric Power Co., Inc. 0.70 0.5522 0.63 8.49 3.68 9.03 9.81
Consolidated Edison, Inc. 0.60 0.4282 0.51 8.49 3.68 8.01 9.05
Edison International 0.70 0.5160 0.61 8.49 3.68 8.86 9.69
El Paso Electric Company 0.75 0.6863 072 8.49 3.68 9.79 10.39
Great Plains Energy, Inc. 0.85 0.5971 0.72 8.49 3.68 9.79 10.39
IDACORP, Inc. 0.80 0.6851 0.74 8.49 3.68 9.96 1051
OGE Energy Corp. 0.95 0.6977 0.82 8.49 3.68 10.64 11.02
Otter Tail Corp. 0.85 0.7240 0.79 8.49 3.68 10.39 10.83
PG&E Corp. 0.70 0.6162 0.66 849 3.68 9.28 10.01
Pinnacle West Capital Corp. 0.75 0.5974 0.67 849 3.68 9.37 10.07
PNM Resources, Inc. 0.80 0.6205 0.71 8.49 3.68 9.71 10.32
Portland General Electric Co. 0.80 0.6582 0.73 8.49 3.68 9.88 10.45
SCANA Corp. 0.75 0.5797 0.66 8.49 3.68 9.28 10.01
Westar Energy, Inc. 0.75 0.6424 0.70 8.49 3.68 9.62 10.26
Xcel Energy Inc. 0.65 04913 0.57 8.49 3.68 8.52 9.43
Average 0.68 9.49 % 10,16 % 9.83 %
Median 0.70 9.62 % 10.26 % 9.94 %
Average of Mean and Median 0.69 9.89 %

Please see page 2 for notes.
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Indicated Common Equity Cost Rate Through Use
of the Traditional Capital Asset Pricing Model (CAPM) and Empirical Capital Asset Pricing Model (ECAPM)
Notes Supporting Calculations

Notes:

(1) The market risk premium (MRP) is an average of five different measures. The first measure of the MRP derives the total return on the market by adding the thirteen-week
average forecasted 3-5 year capital appreciation to the thirteen-week average expected dividend yield from Value Line Summary and Index. The projected risk-free rate
(developed in Note 2) is then subtracted from the total return to arrive at the projected MRP. The second measure of MRP is based on the arithmetic mean of historical
monthly return data of large company stocks less the income return on long-term government bonds from 1926-2014 as published by Morningstar, Inc. The third measure
applies the PRPM to the Ibbotson historical data to derive a projected MRP, The fourth measure applies a regression analysis to the Ibbotson historical data to derive a
projected MRP. The fifth measure uses data from Bloomberg Professional Services to derive a total projected return on the S&P 500 by using expected dividend yields and
long-term growth estimates as a proxy for capital appreciation. The projected risk-free rate is then subtracted from the projected total return to arrive at the projected MRP.
The five measures of MRP are illustrated below:

Measure 1: Value Line Projected MRP (Thirteen weeks ending 2/5/16)

Total projected return on the market 3 -5 years hence: 1283 %
Projected Risk-Free Rate (described in Note 2): 3.68
MRP based on Value Line Summary & Index: 9.15 %

Measure 2: Ibbotson Arithmetic Mean MRP (1926 - 2014)

Arithmetic Mean Monthly Returns for Large Stocks 1926 - 2014: ° 1207 %
Arithmetic Mean Income Returns on Long-Term Government Bonds: 5.23
MRP based on Ibbotson Historical Data: 6.84 %

Measure 3: Application of the PRPM to Ibbotson Historical Data:
(January1926 - December 2015) 832 %

Measure 4: Application of a Regression Analysis to Ibbotson Historical Data:
(1926 - 2014) 8.34 %

Measure 5: Bloomberg Projected MRP

Total return on the Market based on the S&P 500: 1346 %

Projected Risk-Free Rate (described in Note 2): 3.68

MRP based on Bloomberg data 9.78 %
Average MRP: 849 %

(2) For reasons explained in the direct testimony, the appropriate risk-free rate for cost of capital purposes is the average forecast of 30 year Treasury Bonds per the consensus
of nearly 50 economists reported in Blue Chip Financial Forecasts. (See pages 9 and 10 of Schedule 5) The projection of the risk-free rate is illustrated below:

First Quarter 2016 3.00 %
Second Quarter 2016 3.10
Third Quarter 2016 3.30
Fourth Quarter 2016 3.40
First Quarter 2017 3.60
Second Quarter 2017 3.70
2017 -2021 4.50
2022-2026 4.80

3.68 %
(3} Average of Column 6 and Column 7.

Sources of Information:
Value Line Summary and Index
Blue Chip Finanical Forecasts dated December 1, 2015 and February 1, 2016
Stocks, Bonds, Bills, and Inflation - Ibbotson ® SBBI® 2015 Market Report, Morningstar, Inc., 2015 Chicago, L.
Bloomberg Professional
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FirstEnergy
Basis of Selection of the Group of Non-Price Regulated Companies

Comparable in Total Risk to the Proxy Group of Eighteen Electric Companies

The criteria for selection of the proxy group of seventeen non-price regulated companies
was that the non-price regulated companies be domestic and reported in Value Line
Investment Survey (Standard Edition).

The proxy group of seventeen non-price regulated companies were then selected based on
the unadjusted beta range of 0.48 - 0.70 and residual standard error of the regression range of
1.7120 - 2.0420 of the electric proxy group.

These ranges are based upon plus or minus two standard deviations of the unadjusted
beta and standard error of the regression. Plus or minus two standard deviations captures
95.50% of the distribution of unadjusted betas and residual standard errors of the regression.

The standard deviation of the water industry’s residual standard error of the regression is
0.1650. The standard deviation of the standard error of the regression is calculated as follows:

Standard Deviation of the Std. Err. of the Regr. = Standard Error of the Regression

V2N

where: N= number of observations. Since Value Line betas are derived from weekly price
change observations over a period of five years, N = 259

Thus, 0.1650 = 1.8770 = 1.8770
518 22.7596

Source of Information: Value Line, Inc., December 2015
Value Line Investment Survey (Standard Edition)
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Basis of Selection of Comparable Risk
Domestic Non-Pri 1 mpani
Adjusted Unadjusted Std. Dev.
Company Name Beta Beta Std. Error Beta
ALLETE, Inc. 0.80 0.64 1.8184 0.0526
Alliant Energy Corp. 0.80 0.65 1.6639 0.0482
Ameren Corp. 0.75 0.57 1.8625 0.0539
American Electric Power Co., Inc. 0.70 0.47 1.8216 0.0527
Consolidated Edison, Inc. 0.60 0.35 1.6732 0.0484
Edison International 0.75 0.56 1.8781 0.0544
El Paso Electric Company 0.70 0.52 2.2103 0.0640
Great Plains Energy, Inc. 0.85 0.71 1.8873 0.0546
IDACORP, Inc. 0.80 0.66 1.7970 0.0520
OGE Energy Corp. 0.90 0.78 1.9806 0.0573
Otter Tail Corp. 0.90 0.80 2.2096 0.0640
PG&E Corp. 0.65 0.43 1.9571 0.0567
Pinnacle West Capital Corp. 0.70 0.52 1.7847 0.0517
PNM Resources, Inc. 0.85 0.70 2.5858 0.0749
Portland General Electric Co. 0.80 0.62 1.7828 0.0516
SCANA Corp. 0.75 0.56 1.6193 0.0469
Westar Energy, Inc. 0.75 0.55 1.6301 0.0472
Xcel Energy Inc. 0.65 0.46 1.6238 0.0470
Average 0.76 0.59 1.8770 0.0543
Beta Range (+/- 2 std. Devs. of Beta 0.48 0.70
2 std. Devs. of Beta 0.11
Residual Std. Err. Range (+/- 2 std.
Devs. of the Residual Std. Err.) 1.7120 2.0420
Std. dev. of the Res. Std. Err. 0.0825
2 std. devs. of the Res. Std. Err. 0.1650

Source of Information:

Valueline Proprietary Database December 2015
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Proxy Group of Non-Price Regulated Companies
Comparable in Total Risk to the
Proxy Group of Eighteen Electric Companies
(1] (2] (3] [4]
Residual
Standard Standard

Proxy Group of Seventeen Non-Price- VL Adjusted Unadjusted Error of the Deviation of
Regulated Companies Beta Beta Regression Beta
Gallagher (ArthurJ. 0.80 0.67 1.8400 0.0533
Becton, Dickinson 0.75 0.61 1.7139 0.0496
Brown-Forman 'B' 0.85 0.70 1.8885 0.0547
Ball Corp. 0.80 0.69 1.7659 0.0511
Costco Wholesale 0.75 0.57 1.7989 0.0521
Amdocs Ltd. 0.85 0.70 1.8670 0.0541
Ecolab Inc. 0.80 0.67 1.8422 0.0533
Erie Indemnity 0.75 0.54 2.0006 0.0579
Hormel Foods 0.70 0.51 19110 0.0553
Lilly (Eli) 0.80 0.65 2.0034 0.0580
Progressive (Ohio) 0.85 0.70 1.9863 0.0575
Philip Morris Int'] 0.80 0.68 1.9210 0.0556
Stericycle Inc. 0.80 0.62 1.9854 0.0575
Sysco Corp. 0.75 0.56 1.8159 0.0526
Travelers Cos. 0.80 0.63 1.8119 0.0525
Waste Connections 0.70 0.53 1.9869 0.0575
Berkley (W.R.) 0.70 0.52 1.8068 0.0523
Average 0.78 0.62 1.8792 0.0544
Proxy Group of Eighteen Electric

Companies 0.76 0.59 1.8770 0.0543
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Summary of Cost of Equity Models Applied to the
Proxy Group of Non-Price-Regulated Companies
Comparable in Total Risk to the
Proxy Group of Eighteen Electric Companies
Proxy Group of

Seventeen Non-
Price-Regulated
Principal Methods Companies

Discounted Cash Flow Model (DCF)
(1) 1116 %

Risk Premium Model (RPM} (2) 11.29

Capital Asset Pricing Model (CAPM)

(3) 10.86
Mean 11.10 %
Median 11.16 %
Average of Mean and Median 11.13 %

Notes:
(1) From page 2 of this Schedule.
(2) From page 3 of this Schedule.
(3) From page 6 of this Schedule.
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DCF Results for the Proxy Group of Non-Price-Regulated Companies Comparable in Total Risk tc
the Proxy Group of Eighteen Electric Companies
(1 2) B3l (4 5] (61 71 (8
Value Line Reuters Mean Zack's Five Yahoo! Finance Average
Proxy Group of Seventeen Projected Five Consensus Projected Year Projected Projected Five Projected Five Adjusted indicated
Non-Price-Regulated Average Year Growthin Five Year Growth Growth Rate in Year Growth in Year Growth Dividend Common Equity
G i Dividend Yield EPS Rate in EPS EPS EPS Rate in EPS Yield Cost Rate
Gallagher (Arthur J. 3.68 % 14.50 % 8.05 % 7.90 % 8.10 % 9.64 % 3.86 % 13.50 %
Becton, Dickinson 176 11.50 13.59 11.10 13.59 1245 1.87 14.32
Brown-Forman 'B* 136 8.00 8.00 870 NA 8.23 142 9.65
Ball Corp. 0.75 9.50 6.00 10.50 6.00 8.00 0.78 8.78
Costco Wholesale 1.01 10.50 8.52 10.40 8.53 9.49 1.06 10.55
Amdocs Ltd. 141 8.00 6.80 7.40 6.80 7.25 1.46 871
Ecolab inc. 1.24 11.00 12.06 13.20 12.06 12.08 131 13.39
Erie indemnity 312 11.00 10.00 10.00 10.00 10.25 3.28 13.53
Hormel Foods 1.54 12.00 15.07 11.10 15.08 13.31 1.64 14.95
Lilly (Eli) 246 8.00 13.72 11.90 13.72 11.84 2.61 14.45
Progressive (Ohio} 2.86 11.50 6.80 9.50 6.66 8.62 298 11.60
Philip Morris Int'] 4.67 7.50 (1.82) 7.20 2.79 5.83 4.81 10.64
Stericycle Inc. - 10.00 NA 14.30 15.00 13.10 - NA
Sysco Corp. 3.05 12.00 7.68 7.30 833 8.83 3.18 12.01
Travelers Cos. 2.20 4.50 1.67 7.70 294 4.20 2.25 6.45
Waste Connections 1.05 9.50 7.89 8.70 7.89 850 1.09 9.59
Berkley (W.R.)) 0.90 9.00 {3.61) 9.00 0.59 6.20 0.93 7.13
Mean 1120 %
Median 11.12 %
Average of Mean and Median 11.16 %
e

Source of Information:

NA= Not Available
NMF= Not Meaningful Figure

(1) The application of the DCF model to the domestic, non-price regluated comparable risk companies is identical to the application of the DCT to the proxy group of utility
companies. The dividend yield is derived by using the 60 day average price and the spot indicated dividend as of January 29, 2016. The dividend yield is then adjusted by 1/2
the average projected growth rate in EPS, which is calculated by averaging the 5 year projected growth in EPS provided by Value Line, www.reuters.com, www.zacks.com, and
www.yahoo.com (excluding any negative growth rates). That adjusted dividend yield is then added to the growth rate which results in the indicated cost of common equity.

Value Line Investment Survey:
www.reuters.com Downloaded on 01/29/2016
www.zacks.com Downloaded on 01/29/2016
www.yahoo.com Downloaded on 01/29/2016



Indicated Common Equity Cost Rate

Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach

Line No.
1. Prospective Yield on Baa Rated
Corporate Bonds (1)

Adjustment to Reflect Bond rating
Difference of Non-Price Regulated

2. Companies (2)

3. Adjusted Prospective Bond Yield

4. Equity Risk Premium (3)

5. Risk Premium Derived Common

Equity Cost Rate

Met-Ed Exhibit PMA-1
Schedule 8
Page 3 of 6

Proxy Group of

Seventeen Non-

Price-Regulated
Companies

583 %

(0.71)

5.12

6.17

11.29 %

Notes: (1) Average forecast of Baa corporate bonds based upon the consensus of
nearly 50 economists reported in Blue Chip Financial Forecasts dated
December 1, 2015 and February 1, 2016 (see pages 9-10 of Schedule 5).

The estimates are detailed below.

First Quarter 2016
Second Quarter 2016
Third Quarter 2016
Fourth Quarter 2016
First Quarter 2017
Second Quarter 2017
2017 - 2021

2022 - 2026

Average

520 %
5.30
5.40
5.60
5.70
5.80
6.70
6.90

583 %

(2) The average yield spread of Baa rated corporate bonds over A
corporate bonds for the three months ending January 2015. To reflect
the A3 average rating of the non-utility proxy group, the prosepctive
yield on Baa corporate bonds must be adjusted downward by 2/3 of
the spread between A and Baa corporate bond yields as shown below:

A Corp. Baa Corp.
Bond Yield Bond Yield Spread
Nov-15 443 % 546 % 1.03 %
Dec-15 4,38 5.46 1.08
Jan-16 4.35 5.45 1.10
Average yield spread 1.07 %
2/3 of spread 071 %

(3) From page 5 of this Schedule.
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Comparison of Long-Term Issuer Ratings for the
Proxy Group of Non-Price-Regulated Companies Comparable in Total Risk to the
Proxy Group of Eighteen Electric Companies
Moody's Standard & Poor's
Long-Term Issuer Rating Long-Term Issuer Rating
January 2016 January 2016
Long- Long-
Term Numerical Term Numerical

Proxy Group of Seventeen Non- Issuer Weighting Issuer Weighting
Price-Regulated Companies Rating 1) Rating 1)
Gallagher (Arthur J. NR -- NR -
Becton, Dickinson Baa2 9.0 BBB+ 8.0
Brown-Forman 'B' Al 5.0 A- 7.0
Ball Corp. Bal 11.0 BB+ 11.0
Costco Wholesale Al 5.0 A+ 5.0
Amdocs Ltd. Baa2 9.0 BBB 9.0
Ecolab Inc. Baal 8.0 BBB+ 8.0
Erie Indemnity NR -- NR -~
Hormel Foods Al 5.0 A 6.0
Lilly (Eli) A2 6.0 AA- 4.0
Progressive (Ohio) A2 6.0 A+ 5.0
Philip Morris Int'] A2 6.0 A 6.0
Stericycle Inc. NR - A 6.0
Sysco Corp. A2 6.0 A- 7.0
Travelers Cos. A2 6.0 A 6.0
Waste Connections NR -- BBB+ 8.0
Berkley (W.R.) Baa2 9.0 BBB+ 8.0
Average A3 7.0 A- 6.9

Notes:
(1) From page 6 of Schedule 5.

Source of Information:
Bloomberg Professional
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Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for
the Proxy Group of Non-Price-Regulated Companies
Proxy Group of Eighteen Electric Companies

Proxy Group of
Seventeen Non-
Price-Regulated

Line No, Equity Risk Premium Measure Companies
1. Ibbotson Equity Risk Premium (1) 561 %
2. Ibbotson Equity Risk Premium based on PRPM (2) 7.38

Equity Risk Premium Based on Value Line

Summary and Index (3) 8.05
4 Equity Risk Premium Based on S&P 500
' Companies (4) 8.68
5. Conclusion of Equity Risk Premium (5) 743 %
6. Adjusted Beta (6) 0.83
7. Forecasted Equity Risk Premium 6.17 %

Notes: (1) From page 8, note 1 of Schedule 5.
(2) From page 8, note 2 of Schedule 5.
(3) From page 8, note 3 of Schedule 5.
(4) From page 8, note 4 of Schedule 5.
(5) Average of lines 1 through 4.
(6) Average of mean and median beta from page 6 of this Schedule.

Sources of Information:
Ibbotson® SBBI® 2015 Classic Yearbook - Market Results for Stocks, Bonds, Bills, and
Inflation, Morningstar, Inc., 2015 Chicago, IL.

Value Line Summary and Index
Blue Chip Financial Forecasts, December 1, 2015 and February 1, 2016
Bloomberg Professional
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Traditional CAPM and ECAPM Results for the Proxy Group of Non-Price-Regulated Companies Comparable in Total Risk to the
Proxy Group of Eighteep Electric C i
[1 12} 3] [4] 5] (6] {7 (8
Value Line Traditional Indicated
Proxy Group of Seventeen Non- Adjusted Average Market Risk Risk-Free Rate CAPM Cost ECAPM Cost Common Equity
Price-Regulated Companies Beta Bloomberg Beta Beta Premium (1) ) Rate Rate Cost Rate (3)
Gallagher (Arthur J. 0.85 0.88 0.86 849 % 3.68 % 1098 % 1128 %
Becton, Dickinson 075 0.79 0.77 8.49 3.68 10.22 10.71
Brown-Forman 'B' 0.90 0.96 0.93 8.49 3.68 11.58 11.72
Balt Corp. 0.90 0.95 0.92 8.49 3.68 11.49 11.66
Costco Wholesale 0.75 0.83 0.79 8.49 3.68 10.39 10.83
Amdocs Ltd. 0.90 0.95 0.93 849 3.68 1158 11.72
Ecolab inc. 0.90 1.06 0.98 849 3.68 12.00 12.04
Erie Indemnity 0.75 0.75 0.75 8.49 3.68 10.05 10.58
Hormel Foods 0.75 0.77 0.76 8.49 3.68 10.13 10.64
Lilty (Eli) 0.80 0.72 0.76 8.49 3.68 10.13 10.64
Progressive (Ohio) 0.85 091 0.88 8.49 3.68 11.15 11.41
Philip Morris Int'l 0.80 0.76 0.78 8.49 3.68 10.30 10.77
Stericycle Inc. 0.80 0.60 0.70 849 3.68 9.62 10.26
Sysco Corp. 0.70 0.75 0.73 8.49 3.68 2.88 10.45
Travelers Cos. 0.85 0.86 0.86 8.49 3.68 1098 11.28
Waste Connections 0.75 0.96 0.85 849 3.68 10.90 1121
Berkley (W.R.) 0.80 0.83 0.82 8.49 3.68 10.64 11.02
Mean 0.83 1071 % 11.07 % 10.89 %
e
Median 0.82 10.64 % 11.02 % 10.83 %
Average of Mean and Median 0.83 10.86 %
ey e
Notes:

(1} From Schedule 6, note 1.
(2} From Schedule 6, note 2.
{3) Average of CAPM and ECAPM cost rates.
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FirstEnergy
Notes to Accompany the

Derivation of the Flotation Cost Adjustment to the Cost of Common Equity

(1) Company-provided.

(2) Column 2 — Column 3.

(3) Column 2 — the sum of columns 4 and 5.

(4) Column 1 * Column 2.

(5) Column1 * Column 6.

(6) Column1 * (the sum of columns 4 and 5).

(7) (Column 7 — Column 8) divided by Column 7.
(8) Using the average growth rate from Schedule 4.

(9) Adjustment for flotation costs based on adjusting the average DCF constant
growth cost rate in accordance with the following:

k- DU+05g)
P(1-F)

where g is the growth factor and F is the percentage of flotation costs.

(10) Flotation cost adjustment of 0.27% equals the difference between the flotation
adjusted average DCF cost rate of 9.14% and the unadjusted average DCF cost
rate of 8.87% of the proxy group.

Source of Information:

Company provided information
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DIRECT TESTIMONY
OF
JOSEPH DIPRE

INTRODUCTION AND PURPOSE

Please state your name and business address.

My name is Joseph Dipre and my business address is 76 South Main Street, Akron, Ohio

44308.

By whom are you employed and in what capacity?

I am employed by FirstEnergy Service Company. My title is Sr. Advisor, Strategy &

Long-Term Planning.

What are your current responsibilities?

I am responsible for supporting finance-related activities, including budgeting,
forecasting, and financial planning. My responsibilities primarily focus on the regulated
companies owned by FirstEnergy Corp. (“FirstEnergy™) and its subsidiaries, including its

Pennsylvania distribution operating companies.

Please describe your educational and professional experience.

I am a graduate of Defiance College with undergraduate degrees in Business/Accounting
and Mathematics. I earned my CPA status from the State of Ohio in February 1994. 1
began my professional career at Ducato and Kline, CPA, performing in various
accounting-related roles between 1986 and 1989. My utility industry career began with

Centerior Energy Corporation (a predecessor to FirstEnergy) in 1989 as a Tax Analyst in
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the Tax Department. In 2004, I moved over to FirstEnergy’s Strategic Planning
Department as a Financial Analyst and served in a similar role in the Business Planning
Department. 1 was promoted to Sr. Financial Analyst, Staff Business Analyst, and
Consultant over time. In 2005, I was promoted as Manager of Financial Studies and
Capital Planning. In 2007, I was assigned to the Business Development Department as
Manager of Business Development and Performance Management and in 2009 was
promoted as Sr. Business Development Advisor. I maintained the Sr. Advisor title when
I moved to the Treasury Department in 2011 and to my current department, Strategy &

Long-Term Planning, in 2015.

On whose behalf are you testifying in this matter?

[ am testifying on behalf of Metropolitan Edison Company (“Met-Ed”).

What is the purpose of your direct testimony?

My testimony describes and supports the capital structure, embedded cost of long-term

debt and overall weighted average cost of capital claimed by Met-Ed.

Are you sponsoring any exhibits?

Yes. I am sponsoring responses to various standard filing requirements dealing with
financial matters, which responses are sequentially numbered as Exhibits JD-1 through
JD-21 for Met-Ed. In addition, I am sponsoring the following summary schedules for

Met-Ed, which will be discussed further in this testimony:
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II.

Exhibit JD-22:  Capitalization & Capitalization Ratios
Exhibit JD-23:  Schedule of Long-Term Debt Outstanding at 12/31/2017

Exhibit JD-24:  Capital Cost Rates 12/31/2017

Each of these exhibits was prepared by me or under my supervision.

CAPITAL STRUCTURE

What capital structure ratios are you proposing be utilized for purposes of

determining Met-Ed’s overall weighted average cost of capital?

I recommend use of Met-Ed’s projected capital structure at December 31, 2017, exclusive
of short-term debt. That date corresponds to the end of the fully projected future test year
in these proceedings and, accordingly, reflects the mix of long-term debt and common

equity capital that will support Met-Ed’s claimed rate base.

Why have you excluded short-term debt from your proposed capital structure

ratios?

Short-term borrowings typically are sources of liquidity and are not utilized to finance
long-lived assets, such as those included in Met-Ed’s claimed rate base. In addition, it is
my understanding that the Pennsylvania Public Utility Commission typically excludes

short-term debt from a utility’s capital structure in base rate cases.

How did you derive Met-Ed’s anticipated capital structure ratios at December 31,

2017?

As set forth in Exhibit JD-22, the starting point was the actual capital structure in place at

December 31, 2015, which represents the end of the historic test year. Then, based on
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I11.

Q.

recent financial forecasts, the respective amounts of long-term debt and common equity’
were adjusted forward to December 31, 2016, the end of the future test year, and to
December 31, 2017, the end of the fully projected future test year, to capture: (1)
consummated and planned issuances of long-term debt; (2) the pay down of long-term
debt; (3) the amortization of long-term debt discount; (4) planned equity infusions; and

(5) anticipated increases in retained earnings.

What specific capital structure ratios do you recommend be adopted for rate of

return purposes in this case?

Since rate setting is prospective, the rate of return should reflect a utility’s expected
capital structure at the end of the fully projected future test year. I therefore recommend
the adoption of the projected December 31, 2017 capital structure ratios of 48.8% long-

term debt and 51.2% common equity.

COST OF LONG-TERM DEBT

What cost rate have you assigned to the long-term debt component of Met-Ed’s

capital structure?

The determination of a utility’s weighted average long-term debt cost rate is essentially
an arithmetic exercise due to the fact that the utility has contracted for the use of the
capital in question for a defined period of time at a specified cost rate. The necessary

calculations, which take into account issuance expense, are provided in Exhibit JD-23.

Please describe what is shown in Exhibit JD-23.

" Met-Ed has no preferred or preference stock outstanding.

4
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Exhibit JD-23 itemizes each series of debt, the date of issuance, maturity, original amount
issued and projected amount outstanding as of December 31, 2017. The
Premium/Discount and Issuance Expenses column represents legal, underwriting and
other miscellaneous costs associated with each issuance. The principal amount issued,
adjusted for any premium or discount, less any issuance expenses equals the Net
Proceeds. The effective rate is calculated by taking the Net Proceeds at the time of
issuance and calculating the Internal Rate of Return based on the interest rate and the
years to maturity. After the effective rate is calculated for each individual series, the
rates are weighted by taking the effective rate multiplied by each respective amount

outstanding divided by the total adjusted amount of long-term debt outstanding.

What long-term debt cost rate do you recommend be utilized in developing Met-

Ed’s overall cost of capital?

As indicated in Exhibit JD-23, Met-Ed’s projected weighted average long-term debt cost

rate is 5.25%.

OVERALL COST OF CAPITAL

How did you calculate Met-Ed’s overall cost of capital?

As set forth in Exhibit JD-24, I quantified, and then combined, Met-Ed’s weighted
average cost of long-term debt and cost of common equity by multiplying the projected
December 31, 2017 capitalization ratios presented in Exhibit JD-22 by: (1) the average

cost of debt developed on Exhibit JD-23; and (2) Met-Ed’s requested return on common



equity of 10.90%. The proposed cost of equity is supported by Ms. Pauline Ahern in

Met-Ed Statement No. 8. Met-Ed’s overall weighted cost of capital is 8.14%.

Q. Does that conclude your direct testimony at this time?

A. Yes, it does.

DB1/87345853.2
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Met-Ed Exhibit JD-1
Witness: J. Dipre
Page 1 of 1

METROPOLITAN EDISON COMPANY

FILING REQUIREMENT II-B-5:

“If a claim is made for compensating bank balances, provide the following
information:
(a) Name and address of each bank.
(b) Types of accounts with each bank — checking, savings, escrow, other
services, and the like.
(c) Average daily balance in each account.
(d) Amount and percentage requirements for compensating bank balance at
each bank.
(e) Average daily compensating bank balance at each bank.
(f) Documents from each bank explaining compensating bank balance
requirements.
(g) Interest earned on each type of account.
(h) A calculation showing the average daily float for each bank.”

RESPONSE:
No compensating bank balances are maintained.



Met-Ed Exhibit JD-2
Witness: J. Dipre
Page 1 of 1

METROPOLITAN EDISON COMPANY

FILING REQUIREMENT II-E-2:

“Supply summaries of the utility’s projected operating and capital budgets for the 2
calendar years following the end of the test year.”

RESPONSE:

See Met-Ed Exhibit JD-2 Attachment A.



FORECASTED STATEMENTS OF INCOME

Total Revenues
Total Operating & Maintenance Exp.
Depreciation & Amortization
Taxes Other Than Income Taxes

Total Operating Expense
Operating Income Before Income Taxes
Income Taxes-Operating
Operating Income After Income Taxes
Total Other income & Deductions
Interest Expense
AFUDC

Total Interest Expense

Net Income Before Preferred Dividends
Preferred Dividends

Earnings Available for Common Stock

Met-Ed

(SMillions)

ME Exhibit JD-2

Attachment A

Witness: J. Dipre

Page 1 of 2

2018 2019

769 829
494 551
75 78
51 55
620 684
149 145
38 37
111 108
22 25
58 55
(1) 0
57 55
76 78
0 0
76 78



Met-Ed - Forecasted Capital Expenditures (S Millions)

Generation
Transmission
Distribution

Other
Total

Less AFUDC

Construction (Excl

. AFUDC)

2018 Forecast

$

111

112

111

ME Exhibit JD-2
Attachment A
Witness: J. Dipre
Page 2 of 2

2019 Forecast
$ -

111

1

S 112
S 112




Met-Ed Exhibit JD-3
Witness: J. Dipre
Page 1 of 1

METROPOLITAN EDISON COMPANY

FILING REQUIREMENT III-A-1:

“Provide a schedule showing the major components of claimed capitalization, and
the derivation of the weighted costs of capital for the rate case claim. This schedule
shall include a descriptive statement concerning the major elements of changes in

claimed capitalization, cost rates and overall return from comparable historical
data.”

RESPONSE:

See Met-Ed Statement No. 9, the direct testimony of Joseph Dipre, and
accompanying exhibits.



Met-Ed Exhibit JD-4
Witness: J. Dipre
Page 1 of 1

METROPOLITAN EDISON COMPANY

FILING REQUIREMENT HI-A-2:

“Provide a schedule in the same format as Schedule 1, except for the omission of
the descriptive statement, for the most immediate comparable annual historical
period prior to the test year and the two calendar years most immediately preceding
the rate of return claim period. Irrespective of whether the capitalization claimed
on Schedule 1 includes short-term debt, Schedule 2 should reflect capital ratios
with and without short-term debt.”

RESPONSE:

See Met-Ed Exhibit JD-4 Attachment A.



Capitalization

Long Term Debt
Preferred Stock
Common Equity
Total

Short-term Debt

Total

Capitalization Ratios

Long Term Debt
Preferred Stock
Common Equity

Total (without st-debt)

Long term Debt
Preferred Stock
Common Equity
Short-term Debt

Total

Metropolitan Edison Company
Capitalization & Capitalization Ratios
($000)

12/31/2014

848,998

792,762

1,641,760

33,470

1,675,230

51.7%
0.0%
48.3%

100.0%

50.7%
0.0%
47.3%
2.0%

100.0%

12/31/2015

849,104

797,349

1,646,453

53,836

1,700,289

51.6%
0.0%
48.4%

100.0%

49.9%
0.0%
46.9%
3.2%

100.0%

ME Exhibit JD-4

Attachment A
Witness: J. Dipre
Page 1of 1

Forecast
12/31/2016 12/31/2017
849,210 849,316
867,833 889,984
1,717,043 1,739,300
30,942 34,185
1,747,985 1,773,485
49.5% 48.8%
0.0% 0.0%
50.5% 51.2%
100.0% 100.0%
48.6% 47.9%
0.0% 0.0%
49.6% 50.2%
1.8% 1.9%
100.0% 100.0%



Met-Ed Exhibit JD-5
Witness: J. Dipre
Page 1 of 1

METROPOLITAN EDISON COMPANY

FILING REQUIREMENT III-B-1:

“Provide a schedule showing the calculation of embedded cost of long-term debt by
issue, supporting the related rate case claim. The schedule shall contain the
following information:

BEBTRFTIER@ MO 0 O

Date of issue.

Date of maturity.

Amount issued.

Amount outstanding.
Amount retired.

Amount reacquired.

Gain or loss on reacquisition.
Coupon rate.

Discount or premium at issuance.
Issuance expense.

Net proceeds.

Sinking fund requirements.

. Effective cost rate.

Total average weighted effective cost rate.

Projected new issues, retirements and other major changes from the comparable
historic data should be clearly noted.”

RESPONSE:

See Met-Ed Exhibit JD-5 Attachment A.
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Met-Ed Exhibit JD-6
Witness: J. Dipre
Page 1 of 1

METROPOLITAN EDISON COMPANY

FILING REQUIREMENT III-B-2:

“In the event that a claim made for a true or economic cost of debt exceeds that
shown in the preceding nominal cost schedule because of convertible features, sale
with warrants or for any other reason, a full statement of the basis for such a claim
should be provided.”

RESPONSE:
Not applicable.



Met-Ed Exhibit JD-7
Witness: J. Dipre
Page 1 of 1

METROPOLITAN EDISON COMPANY

FILING REQUIREMENT III-B-3:

“Provide the following information concerning bank notes payable for test year and
for latest comparable annual historical period prior to the test year:

a.
b.
c.

d.

RESPONSE:

a.

Line of credit at each bank.

Average daily balances of notes to each bank, by name of bank.
Interest rate charged on each bank note (Prime rate, formula rate, or
other).

Purpose of each bank note (for example, construction, fuel storage,
working capital, debt retirement).

Prospective future need for this type of financing.”

Met-Ed can borrow up to $500 mm under the FirstEnergy Corp.
Revolving Credit Facility (“Revolver”). Mizuho is the administrative
agent for this credit facility.

As of 12/31/2015, Met-Ed had no borrowings outstanding under the
Revolver.

Met-Ed did not have any borrowings outstanding under the Revolver as
of 12/31/2015, however the interest rate if it had borrowings would have
been one month LIBOR plus 150 basis points.

Working capital requirements.

Working capital requirements.



Met-Ed Exhibit JD-8
Witness: J. Dipre
Page 1 of 1

METROPOLITAN EDISON COMPANY

FILING REQUIREMENT III-B-4:

“Provide detailed information concerning all other short-term debt outstanding.”

RESPONSE:

Met-Ed is a participant in the Utility Money Pool and borrows and invests in the
pool as needed. The balance borrowed from the Utility Money Pool at 12/31/2015 was
$53.8 mm and the borrowing rate was 0.64%.



Met-Ed Exhibit JD-9
Witness: J. Dipre
Page 1 of 1

METROPOLITAN EDISON COMPANY

FILING REQUIREMENT HI-C:

“Provide a schedule showing the calculation of the embedded cost of preferred
stock equity by issue, supporting the related rate case claim. The schedule shall
contain the following information:

a.

Date of issue.

b. Date of maturity.

BErATER MO a0

Amount issued.

Amount outstanding.

Amount retired.

Amount reacquired.

Gain or loss on reacquisition.
Dividend rate.

Discount or premium issuance.
Issuance expenses.

Net proceeds.

Sinking fund requirements.

. Effective cost rate.

Total average weighted effective cost rate.

Projected new issues, retirement and other major changes from the comparable
historical data should be clearly noted.”

RESPONSE:

Not applicable



Met-Ed Exhibit JD-10
Witness: J. Dipre
Page 1 of 1

METROPOLITAN EDISON COMPANY

FILING REQUIREMENT III-D-2:

“Provide a summary statement of all stock dividends, splits or par value changes
during the 2 calendar year period preceding the rate case filing.”

RESPONSE:
See Met-Ed Exhibit JD-10 Attachment A.



ME Exhibit JD-10

Attachment A
Witness: J. Dipre
Page 1 of 1
Metropolitan Edison Company
Common Stock Dividend Record
Stock Re-
Payment Date Common Dividend Return of Capital purchase

Nov-14 50,000,000

Nov-15 45,000,000 15,000,000



Met-Ed Exhibit JD-11
Witness: J. Dipre
Page 1 of 1

METROPOLITAN EDISON COMPANY

FILING REQUIREMENT 1II-D-3:

“Provide a schedule of all issuances of common stock, whether or not underwriters
are used, for the most immediately available annual historical period and the 2
calendar years most immediately preceding the test year.”

RESPONSE:
Not applicable.



Met-Ed Exhibit JD-12
Witness: J. Dipre
Page 1 of 1

METROPOLITAN EDISON COMPANY

FILING REQUIREMENT III-D-4:

“Submit details on the utility and parent company stock offerings—past 5 years to
present - as follows:
Date of prospectus.
Date of offering.
Record date.
Offering period — dates and numbers of days.
Amount and number of shares offered.
Offering ratio, if rights offering.
Percent subscribed.
Offering price.
Gross proceeds per share.
Expenses per share.
Net proceeds per share (i—j).
Market price per share.

(1) At record date.

(2) At offering date.

(3) One month after close of offering.
m. Average market price during offering.

(1) Price per share.
(2) Rights per share—average value of rights.

n.  Latest reported earning per share at time of offering.
0.  Latest reported dividends at time of offering.”

RS R MO AL O

RESPONSE:

The only public issuance of common stock by FirstEnergy Corp. (“First Energy”)
in the past five years involved the exchange of 113,381,030 shares in connection with the
Allegheny Energy merger. The dollar amount of the equity issued was
$4,326,620,111.82 and was based on the closing price of FirstEnergy stock on February
24,2011, the day before the effective date of the merger, of $38.16 per share.

In the 4" Quarter of 2013, FirstEnergy started issuing shares under the Stock
Investment Plan (SIP), Divided Re-Investment Plan (DRIP), and certain Human
Resources benefit programs that will provide approximately $100 mm per year of
additional equity.



Met-Ed Exhibit JD-13
Witness: J. Dipre
Page 1 of 1

METROPOLITAN EDISON COMPANY

FILING REQUIREMENT III-E-1:

“If a claim of the filing utility is based on utilization of the capital structure or
capital costs of the parent company and system — consolidated - the reasons for this
claim must be fully stated and supported.”

RESPONSE:
Not applicable.



Met-Ed Exhibit JD-14
Witness: J. Dipre
Page 1 of 1

METROPOLITAN EDISON COMPANY

FILING REQUIREMENT III-E-2:

“Regardless of the claim made, provide the capitalization data requested at Item
III.A.2. for the parent company and for the system - consolidated.”

RESPONSE:

See Met-Ed Exhibit JD-14 Attachment A.



Capitalization
Long Term Debt
Preferred Stock
Common Equity

Total
Short-term Debt
Total
Capitalization Ratios
Long Term Debt
Preferred Stock

Common Equity

Total

Long term Debt
Preferred Stock
Common Equity
Short-term Debt

Total

ME Exhibit JD-14

Attachment A
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FirstEnergy Corp (Stand Alone/Parent)
Capitalization & Capitalization Ratios
($ Millions)
Actuals
12/31/2014 12/31/2015
4,223 4,212
12,206 12,248
16,429 16,460
1,901 1,881
18,330 18,341
25.7% 25.6%
0.0% 0.0%
74.3% 74.4%
100.0% 100.0%
23.0% 23.0%
0.0% 0.0%
66.6% 66.8%
10.4% 10.3%
100.0% 100.0%
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FirstEnergy Corp (Consolidated)
Capitalization & Capitalization Ratios
($ Millions)
Actuals
12/31/2014 12/31/2015
Capitalization
Long Term Debt 19,980 20,358
Preferred Stock
Common Equity 12,422 12,422
Total 32,402 32,780
Short-term Debt 1,799 1,708
Total 34,201 34,488
Capitalization Ratios
Long Term Debt 61.7% 62.1%
Preferred Stock 0.0% 0.0%
Common Equity 38.3% 37.9%
Total 100.0% 100.0%
Long term Debt 58.4% 59.0%
Preferred Stock 0.0% 0.0%
Common Equity 36.3% 36.0%
Short-term Debt 5.3% 5.0%

Total 100.0% 100.0%
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METROPOLITAN EDISON COMPANY

FILING REQUIREMENT 1II-E-3:

“Provide the latest available balance sheet and income statement for the parent
company and system — consolidated.”

RESPONSE:

See Met-Ed Exhibit JD-15 Attachment A.
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
(Mark One)
I ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the FISCAL YEAR ended December 31, 2015
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to
Commission Registrant; State of Incorporation; L.R.S. Employer
File Number Address; and Telephone Number Identification No.
333-21011 FIRSTENERGY CORP. 341843785

(An Ohio Corporation)
76 South Main Street
Akron, OH 44308
Telephone (800)736-3402

000-53742 FIRSTENERGY SOLUTIONS CORP. 31-1560186
(An Ohio Corporation)
c/o FirstEnergy Corp.
76 South Main Street
Akron, OH 44308
Telephone (800)736-3402

SECURITIES REGISTERED PURSUANT TO SECTION 12(b) OF THE ACT:

Name of Each Exchange
Registrant Title of Each Class on Which Registered

FirstEnergy Corp. Common Stock, $0.10 par value New York Stock Exchange

SECURITIES REGISTERED PURSUANT TO SECTION 12(g) OF THE ACT:

Registrant Title of Each Class

FirstEnergy Solutions Corp. Common Stock, no par value per share

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes M No 1 FirstEnergy Corp.
Yes LINo &  FirstEnergy Solutions Corp.

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.

Yes ODNo &  FirstEnergy Corp. and FirstEnergy Solutions Corp.

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such
reports}), and (2) has been subject to such filing requirements for the past 90 days.

Yes M No O FirstEnergy Corp. and FirstEnergy Solutions Corp.
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Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation 8-T (§232.405 of this chapter) during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files).

Yes M No [ FirstEnergy Corp. and FirstEnergy Solutions Corp.

Indicate by check mark if disclosure of delinquent filers pursuant to ltem 405 of Regulation S-Kiis not contained herein, and will not
be contained, to the best of registrant's knowledge, in definitive proxy or information statements incorporated by reference in Part
Il of this Form 10-K or any amendment to this Form 10-K.

a FirstEnergy Corp.
| FirstEnergy Solutions Corp.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smalier
reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smalier reporting company” in Rule 12b-2
of the Exchange Act.

Large Accelerated Filer M FirstEnergy Corp.
Accelerated Filer O N/A
Non-accelerated Filer (Do not check FirstEnergy Solutions Corp.

if a smaller reporting company) ¥

Smaller Reporting Company O N/A

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).

Yes O No & FirstEnergy Corp. and FirstEnergy Solutions Corp.

State the aggregate market value of the voting and non-voting common equity held by non-affiliates computed by reference to the
price at which the common equity was last sold, or the average bid and ask price of such common equity, as of the last business
day of the registrant's most recently completed second fiscal quarter.

FirstEnergy Corp., $13,727,177,963 as of June 30, 2015; and for FirstEnergy Solutions Corp., none.
Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable date:

OUTSTANDING

CLASS AS OF JANUARY 31, 2016
FirstEnergy Corp., $0.10 par value 423,650,645
FirstEnergy Solutions Corp., no par value 7

FirstEnergy Corp. is the sole holder of FirstEnergy Solutions Corp. common stock.
Documents Incorporated By Reference

PART OF FORM 10-K INTO WHICH
DOCUMENT DOCUMENT IS INCORPORATED

Proxy Statement for 2016 Annual Meeting of Shareholders to be held May 17, 2016 Parts 1l and Iil

This combined Form 10-K is separately filed by FirstEnergy Corp. and FirstEnergy Solutions Corp. Information contained herein
relating to an individual registrant s filed by such registrant on its own behalf. No registrant makes any representation as to information
relating to the other registrant, except that information relating to FirstEnergy Solutions Corp. is also attributed fo FirstEnergy Corp.

OMISSION OF CERTAIN iINFORMATION

FirstEnergy Solutions Corp. meets the conditions set forth in General Instruction I(1)(a) and (b) of Form 10-K and is therefore filing
this Form 10-K with the reduced disclosure format specified in General Instruction 1(2) to Form 10-K.
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Forward-Looking Statements: Certain of the matters discussed in this Annual Reporton Form 10-K are forward-looking statements,
within the meaning of the Private Securities Litigation Reform Act of 1995, that are subject to risks and uncertainties. The factors
that could cause actual results to differ materially from the forward-looking statements made by the Registrants include those factors
discussed herein, including those factors with respect to such Registrants discussed in (a) Item 1A. Risk Factors, (b) Item 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations, and (c) other factors discussed herein
and in other filings with the SEC by the Registrants. Readers are cautioned not to place undue reliance on these forward-looking
statements, which apply only as of the date of this Form 10-K. Neither of the Registrants undertake any obligation to update these
statements, except as required by law.
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The following abbreviations and acronyms are used in this report to identify FirstEnergy Corp. and its currentand former subsidiaries:

AE
AESC

AE Supply
AGC
ATSI

Buchanan Energy
Buchanan Generation
CEl

CES

FE

FELHC

FENOC

FES

FESC

FET

FEV
FG

FGMUC

FirstEnergy
Global Holding

Global Rail

GPU

Green Valley
JCP&L

MAIT

ME

MP

NG

OE

Ohio Companies
PATH
PATH-Allegheny
PATH-WV

PE

Penn
Pennsylvania Companies
PN

PNBV
Shippingport
Signal Peak

TE
TrAlL
Utilities
WP

Allegheny Energy, Inc., a Maryland utility holding company that merged with a subsidiary of FirstEnergy on
February 25, 2011, which subsequently merged with and into FE on January 1, 2014

Allegheny Energy Service Corporation, which provided legal, financial and other corporate support services to the
former AE subsidiaries

Allegheny Energy Supply Company, LLC, an unregulated generation subsidiary
Allegheny Generating Company, a generation subsidiary of AE Supply and equity method investee of MP

American Transmission Systems, Incorporated, formerly a direct subsidiary of FE that became a subsidiary of FET
in April 2012, which owns and operates transmission facilities

Buchanan Energy Company of Virginia, LLC, a subsidiary of AE Supply

Buchanan Generation, LLC, a joint venture between AE Supply and CNX Gas Corporation

The Cleveland Electric llluminating Company, an Ohio electric utility operating subsidiary
Competitive Energy Services, a reportable operating segment of FirstEnergy

FirstEnergy Corp., a public utility holding company

FELHC, Inc.

FirstEnergy Nuclear Operating Company, which operates nuclear generating facilities

FirstEnergy Solutions Corp., which provides energy-related products and services

FirstEnergy Service Company, which provides legal, financial and other corporate support services

FirstEnergy Transmission, LLC, formerly known as Allegheny Energy Transmission, LLC, which is the parent of
ATSI and TrAIL and has a joint venture in PATH

FirstEnergy Ventures Corp., which invests in certain unregulated enterprises and business ventures

FirstEnergy Generation, LLC, a wholly-owned subsidiary of FES, which owns and operates non-nuclear generating
facilities

FirstEnergy Generation Mansfield Unit 1 Corp., a wholly-owned subsidiary of FG, which owns various leasehold
interests in Bruce Mansfield Unit 1

FirstEnergy Corp., together with its consolidated subsidiaries
Global Mining Holding Company, LLC, a joint venture between FEV, WMB Marketing Ventures, LLC and Pinesdale
LLC

Globatl Rail Group, LLC, a subsidiary of Global Holding that owns coal transportation operations near Roundup,
Montana

GPU, Inc., former parent of JCP&L, ME and PN, that merged with FE on November 7, 2001

Green Valley Hydro, LLC, which owned hydro generating stations

Jersey Central Power & Light Company, a New Jersey electric utility operating subsidiary

Mid-Atlantic Interstate Transmission, LLC, a subsidiary of FET, formed to own and operate transmission facilities
Metropolitan Edison Company, a Pennsylvania electric utility operating subsidiary

Monongahela Power Company, a West Virginia electric utility operating subsidiary

FirstEnergy Nuclear Generation, LLC, a subsidiary of FES, which owns nuclear generating facilities
Ohio Edison Company, an Ohio electric utility operating subsidiary

CEl, OE and TE

Potomac-Appalachian Transmission Highline, LLC, a joint venture between FE and a subsidiary of AEP
PATH Allegheny Transmission Company, LLC

PATH West Virginia Transmission Company, LLC

The Potomac Edison Company, a Maryland and West Virginia electric utility operating subsidiary
Pennsylvania Power Company, a Pennsylvania electric utility operating subsidiary of OE

ME, PN, Penn and WP

Pennsylvania Electric Company, a Pennsylvania electric utility operating subsidiary

PNBV Capital Trust, a special purpose entity created by OE in 1996

Shippingport Capital Trust, a special purpose entity created by CEl and TE in 1997

Signal Peak Energy, LLC, an indirect subsidiary of Global Holding that owns mining operations near Roundup,
Montana

The Toledo Edison Company, an Ohio electric utility operating subsidiary

Trans-Allegheny Interstate Line Company, a subsidiary of FET, which owns and operates transmission facilities
OE, CEl, TE, Penn, JCP&L, ME, PN, MP, PE and WP

West Penn Power Company, a Pennsylvania electric utility operating subsidiary
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GLOSSARY OF TERMS, Continued

The following abbreviations and acronyms are used to identify frequently used terms in this report:

AAA American Arbitration Association

AEP American Electric Power Company, Inc.

AFS Available-for-sale

AFUDC Allowance for Funds Used During Construction
ALJ Administrative Law Judge

AMT Alternative Minimum Tax

AOCI Accumulated Other Comprehensive Income
Apple® Apple®, iPad® and iPhone® are registered trademarks of Apple Inc.
ARO Asset Retirement Obligation

ARR Auction Revenue Right

ASLB Atomic Safety and Licensing Board

ASU Accounting Standards Update

BGS Basic Generation Service

BNSF BNSF Railway Company

BRA PJM RPM Base Residual Auction

CAA Clean Air Act

CBA Collective Bargaining Agreement

CCR Coal Combustion Residuals

CDWR California Department of Water Resources
CERCLA Comprehensive Environmental Response, Compensation, and Liability Act of 1980
CFL Compact Fluorescent Light

CFR Code of Federal Regulations

CFTC Commodity Futures Trading Commission

CO, Carbon Dioxide

CONE Cost-of-New-Entry

CcPP EPA's Clean Power Plan

CSAPR Cross-State Air Pollution Rule

CSX CSX Transportation, Inc.

CTA Consolidated Tax Adjustment

CWA Ciean Water Act

DCPD Deferred Compensation Plan for Qutside Directors
DCR Delivery Capital Recovery

DOE United States Department of Energy

DR Demand Response

DSIC Distribution System Improvement Charge

DspP Default Service Plan

EDC Electric Distribution Company

EDCP Executive Deferred Compensation Plan

EE&C Energy Efficiency and Conservation

EGS Electric Generation Supplier

ELPC Environmental Law & Policy Center

EMAAC Eastern Mid-Atlantic Area Council of PJM
EmPOWER Maryland EmPOWER Maryland Energy Efficiency Act
ENEC Expanded Net Energy Cost

EPA United States Environmental Protection Agency
EPRI Electric Power Research Institute

ERO Electric Reliability Organization

ESOP Employee Stock Ownership Plan

ESP Electric Security Plan
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ESTIP
Facebook®
FASB
FERC
Fitch
FMB
FPA
FTR
GAAP
GHG
GWH
HCI
IBEW
ICE

ICP 2007
ICP 2015
IRS
ISO

kV
KWH
KP!
LBR
LCAPP
LED
LMP
LOC
LSE
LTHPs
MAAC
MATS
MDPSC
MISO
MLP
mmBTU
Moody's
MVP
MW
MWD
MWH
NAAQS
NDT
NEIL
NERC
NGO
Ninth Circuit
NJBPU
NMB
NOL
NOV
NOx
NPDES

Executive Short-Term Incentive Program

Facebook is a registered trademark of Facebook, Inc.

Financial Accounting Standards Board
Federal Energy Regulatory Commission
Fitch Ratings

First Mortgage Bond

Federal Power Act

Financial Transmission Right

Accounting Principles Generally Accepted in the United States of America

Greenhouse Gases

Gigawatt-hour

HydroChloric Acid

International Brotherhood of Electrical Workers
IntercontinentalExchange, Inc.

FirstEnergy Corp. 2007 Incentive Plan

FirstEnergy Corp. 2015 Incentive Compensation Plan

Internal Revenue Service

Independent System Operator

Kilovoit

Kilowatt-hour

Key Performance Indicator

Little Blue Run

Long-Term Capacity Agreement Pilot Program
Light Emitting Diode

Locational Marginal Price

Letter of Credit

Load Serving Entity

Long-Term Infrastructure Improvement Plans
Mid-Atlantic Area Council of PJM

Mercury and Air Toxics Standards

Maryland Public Service Commission
Midcontinent Independent System Operator, inc.
Master Limited Partnership

One Million British Thermal Units

Moody’s Investors Service, Inc.

Multi-Value Project

Megawatt

Megawatt-day

Megawatt-hour

National Ambient Air Quality Standards
Nuclear Decommissioning Trust

Nuclear Electric Insurance Limited

North American Electric Reliability Corporation
Non-Governmental Organization

United States Court of Appeals for the Ninth Circuit
New Jersey Board of Public Utilities
Non-Market Based

Net Operating Loss

Notice of Violation

Nitrogen Oxide

National Pollutant Discharge Elimination System
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NPNS
NRC
NRG
NSR
NUG
NYISO
NYPSC
OCA
occC
OEPA
OPEB
OPEIU
oTC
OTTi
OVEC
PA DEP
PCB
PCRB
PJM
PJM Region
PJM Tariff
PM
POLR
POR
PPA
PPB
PPUC
PSA
PSD
PTC
PUCO
PURPA
R&D
RCRA
REC
Regulation FD
REIT
RFC
RFP
RGGI
RMR
ROE
RPM
RRS
RSS
RTEP
RTO
S&P
SAIDI
SAIF]
SB221

Normal Purchases and Normal Sales
Nuclear Regulatory Commission

NRG Energy, Inc.

New Source Review

Non-Utility Generation

New York Independent System Operator
New York State Public Service Commission
Office of Consumer Advocate

Ohio Consumers' Counsel

Ohio Environmental Protection Agency
Other Post-Employment Benefits

Office and Professional Employees International Union
Over The Counter

Other-Than-Temporary Impairments

Ohio Valley Electric Corporation
Pennsylvania Department of Environmental Protection
Palychlorinated Biphenyl

Pollution Control Revenue Bond

PJM interconnection, L.L.C.

The aggregate of the zones within PJM
PJM Open Access Transmission Tariff
Particutate Matter

Provider of Last Resort

Purchase of Receivables

Purchase Power Agreement

Parts per Billion

Pennsylvania Public Utility Commission
Power Supply Agreement

Prevention of Significant Deterioration
Price-to-Compare

Public Utilities Commission of Ohio

Public Utility Regulatory Policies Act of 1978
Research and Development

Resource Conservation and Recovery Act
Renewable Energy Credit

Regulation Fair Disclosure promulgated by the SEC
Real Estate investment Trust
ReliabilityFirst Corporation

Request for Proposal

Regional Greenhouse Gas Initiative
Reliability Must-Run

Return on Equity

Reliability Pricing Model

Retail Rate Stability

Rich Site Summary

Regional Transmission Expansion Plan
Regional Transmission Organization
Standard & Poor’s Ratings Service

System Average Interruption Duration index
System Average Interruption Frequency Index
Amended Substitute Senate Bill No. 221

vi
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SB310
SBC
SEC
SERTP
Seventh Circuit
SFg

SiP

SO,
SOS
SPE
SREC
SSO
TDS
T™I-2
TO

TTS
Twitter®

U.8. Court of Appeals for
the D.C. Circuit

UWUA
VIE
VRR
VSCC
WVDEP
WVPSC

Substitute Senate Bill No. 310

Societal Benefits Charge

United States Securities and Exchange Commission
Southeastern Regional Transmission Planning

United States Court of Appeals for the Seventh Circuit
Sulfur Hexafluoride

State Implementation Plan(s) Under the Clean Air Act
Sulfur Dioxide

Standard Offer Service

Special Purpose Entity

Solar Renewable Energy Credit

Standard Service Offer

Total Dissolved Solid

Three Mile Istand Unit 2

Transmission Owner

Temporary Transaction Surcharge

Twitter is a registered trademark of Twitter, inc.

United States Court of Appeals for the District of Columbia Circuit

Utility Workers Union of America

Variable Interest Entity

Variable Resource Requirement

Virginia State Corporation Commission

West Virginia Department of Environmental Protection
Public Service Commission of West Virginia

vii
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PART |
ITEM 1. BUSINESS

The Company

FirstEnergy Corp. was organized under the laws of the State of Ohio in 1996. FE’s principal business is the holding, directly or
indirectly, of all of the outstanding common stock of its principal subsidiaries: OE, CEl, TE, Penn (a wholly owned subsidiary of OE),
JCP&L, ME, PN, FESC, FES and its principal subsidiaries (FG and NG), AE Supply, MP, PE, WP, FET and its principal subsidiaries
(ATSI and TrAlL), and AESC. In addition, FE holds all of the outstanding common stock of other direct subsidiaries including:
FirstEnergy Properties, Inc., FEV, FENOC, FELHC, Inc., GPU Nuclear, Inc., and AE Ventures, Inc.

FirstEnergy and its subsidiaries are involved in the generation, transmission, and distribution of electricity. FirstEnergy's ten utility
operating companies comprise one of the nation’s largest investor-owned electric systems, serving six million customers in the
Midwest and Mid-Atlantic regions. its generation subsidiaries control nearly 17,000 MW of capacity from a diverse mix of non-
emitting nuclear, scrubbed coal, natural gas, hydroelectric and other renewables. FirstEnergy’s transmission operations include
approximately 24,000 miles of tines and two regional transmission operation centers.

Subsidiaries

FirstEnergy’s revenues are primarily derived from electric service provided by its utility operating subsidiaries (OE, CEl, TE, Penn,
JCP&L, ME, PN, MP, PE, and WP), ATSI and TrAlIL, and the sale of energy and related products and services by its unregulated
competitive subsidiaries, FES and AE Supply.

The Utilities’ combined service areas encompass approximately 65,000 square miles in Ohio, Pennsylvania, West Virginia, Maryland,
New Jersey and New York. The areas they serve have a combined population of approximately 13.5 million.

OE was organized under the laws of the State of Ohio in 1930 and owns property and does business as an electric public utility in
that state. OE engages in the distribution and sale of electric energy to communities in a 7,000 square mile area of central and
northeastern Ohio. The area it serves has a population of approximately 2.3 million. OE complies with the regulations, orders,
policies and practices prescribed by the SEC, FERC and PUCO.

OE owns all of Penn’s outstanding common stock. Penn was organized under the laws of the Commonwealth of Pennsylvania in
1930 and owns property and does business as an electric public utility in that state. Penn is also authorized to do business in the
State of Ohio. Penn furnishes electric service to communities in 1,100 square miles of western Pennsylvania. The area it serves
has a population of approximately 0.3 million. Penn complies with the regulations, orders, policies and practices prescribed by the
SEC, FERC and PPUC.

CEl was organized under the laws of the State of Ohio in 1892 and does business as an electric public utility in that state. CEI
engages in the distribution and sale of electric energy in an area of 1,600 square miles in northeastern Ohio. The area it serves
has a population of approximately 1.7 million. CEl complies with the regulations, orders, policies and practices prescribed by the
SEC, FERC and PUCO.

TE was organized under the laws of the State of Ohio in 1901 and does business as an electric public utility in that state. TE engages
in the distribution and sale of electric energy in an area of 2,300 square miles in northwestern Ohio. The area it serves has a
population of approximately 0.7 million. TE complies with the regulations, orders, policies and practices prescribed by the SEC,
FERC and PUCO.

JCP&L was organized under the laws of the State of New Jersey in 1925 and owns property and does business as an electric public
utility in that state. JCP&L provides transmission and distribution services in 3,200 square miles of northern, western and east
central New Jersey. The area it serves has a population of approximately 2.7 million. JCP&L also has a 50% ownership interest
(210 MW) in a hydroelectric generating facility. JCP&L complies with the regulations, orders, policies and practices prescribed by
the SEC, FERC and the NJBPU.

ME was organized under the laws of the Commonwealth of Pennsylvania in 1922 and owns property and does business as an
electric public utility in that state. ME provides transmission and distribution services in 3,300 square miles of eastern and south
central Pennsylvania. The area it serves has a population of approximately 1.2 million. ME complies with the regulations, orders,
policies and practices prescribed by the SEC, FERC and PPUC.

PN was organized under the laws of the Commonweaith of Pennsylvania in 1919 and owns property and does business as an
electric public utility in that state. PN provides transmission and distribution services in 17,600 square miles of western, northern
and south central Pennsylvania. The area it serves has a poputation of approximately 1.3 million. PN, as lessee of the property of
its subsidiary, The Waverly Electric Light & Power Company, also serves customers in the Waverly, New York vicinity. PN compiies
with the regulations, orders, policies and practices prescribed by the SEC, FERC, NYPSC and PPUC.
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PE was organized under the laws of the State of Maryland in 1923 and in the Commonwealth of Virginia in 1974. PE is authorized
to do business in the Commonweaith of Virginia and the States of West Virginia and Maryland. PE owns property and does business
as an electric public utility in those states. PE provides transmission and distribution services in portions of Maryland and West
Virginia and provides transmission services in Virginia in an area totaling approximately 5,500 square miles. The area it serves has
a population of approximately 0.9 million. PE complies with the regulations, orders, policies and practices prescribed by the SEC,
FERC, MDPSC, VSCC, and WVPSC.

MP was organized under the laws of the State of Ohio in 1924 and owns property and does business as an electric public utility in
the state of West Virginia. MP provides generation, transmission and distribution services in 13,000 square miles of northern West
Virginia. The area it serves has a population of approximately 0.8 million. As of December 31, 2015, MP owned or contractually
controlled 3,580 MWs of generation capacity that is supplied to its electric utility business. In addition, MP is contractually obligated
to provide power to PE o meet its load obligations in West Virginia. MP complies with the regulations, orders, policies and practices
prescribed by the SEC, FERC and WVPSC.

WP was organized under the laws of the Commonwealth of Pennsylvania in 1916 and owns property and does business as an
electric public utility in that state. WP provides transmission and distribution services in 10,400 square miles of southwestern, south-
central and northern Pennsylvania. The area it serves has a population of approximately 1.6 million. WP complies with the regulations,
orders, policies and practices prescribed by the SEC, FERC and PPUC.

ATSI was organized under the laws of the State of Ohio in 1998. ATS| owns major, high-voltage transmission facilities, which consist
of approximately 7,800 circuit miles of transmission lines with nominal voltages of 345 kV, 138 kV and 69 kV in the PJM Region.
ATS| plans, operates, and maintains its transmission system in accordance with NERC reliability standards, and other applicable
regulatory requirements. In addition, ATSI complies with the regulations, orders, policies and practices prescribed by the SEC,
FERC and applicable state regulatory authorities.

TrAIL was organized under the laws of the State of Maryland and the Commonwealth of Virginia in 2006. TrAIL was formed to
finance, construct, own, operate and maintain high-voltage transmission facilities in the PJM Region and has several transmission
facilities in operation, including a 500 kV transmission line extending approximately 150 miles from southwestern Pennsylvania
through West Virginia to a point of interconnection with Virginia Electric and Power Company in northern Virginia. TrAlL plans,
operates and maintains its transmission system and facilities in accordance with NERC reliability standards, and other applicable
regulatory requirements. In addition, TrAIL. complies with the regulations, orders, policies and practices prescribed by the SEC,
FERC, and applicable state regulatory authorities.

FES was organized under the laws of the State of Ohio in 1997. FES provides energy-related products and services to retail and
wholesale customers. FES also owns and operates, through its FG subsidiary, fossil generating facilities and owns, through its NG
subsidiary, nuclear generating facilities. FENOC, a separate subsidiary of FirstEnergy, organized under the laws of the State of
Ohio in 1998, operates and maintains NG's nuclear generating facilities. FES purchases the entire output of the generation facilities
owned by FG and NG, and purchases the uncommitted output of AE Supply, as well as the output relating to leasehold interests
of OE and TE in certain of those facilities that are subject to sale and leaseback arrangements, and pursuant to full output, cost-
of-service PSAs.

AE Supply was organized under the laws of the State of Delaware in 1999. AE Supply provides energy-related products and services
to wholesale and retail customers. AE Supply also owns and operates fossil generating facilities and purchases and sells energy
and energy-related commodities.

AGC was organized under the laws of the Commonwealth of Virginia in 1981. Approximately 59% of AGC is owned by AE Supply
and approximately 41% by MP. AGC’s sole asset is a 40% undivided interest in the Bath County, Virginia pumped-storage
hydroelactric generation facility (1,200 MW) and its connecting transmission facilities. AGC provides the generation capacity from
this facility to AE Supply and MP.

FES, FG, NG, AE Supply and AGC comply with the regulations, orders, policies and practices prescribed by the SEC, FERC, and
applicable state regulatory authorities. In addition, NG and FENOC comply with the regulations, orders, policies and practices
prescribed by the NRC.
FESC provides legal, financial and other corporate support services to affiliated FirstEnergy companies.

Operating Segments
FirstEnergy's reportable operating segments are as follows: Regulated Distribution, Regulated Transmission and CES.
The Regulated Distribution segment distributes electricity through FirstEnergy's ten utility operating companies, serving
approximately six million customers within 65,000 square miles of Ohio, Pennsylvania, West Virginia, Maryland, New Jersey and

New York, and purchases power for its POLR, SOS, SSO and default service requirements in Ohio, Pennsylvania, New Jersey and
Maryland.
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The Regulated Transmission segment transmits electricity through transmission facilities owned and operated by ATSI, TrAIL,
and certain of FirstEnergy's utilities (JCP&L, ME, PN, MP, PE and WP). This segment also includes the regulatory asset associated
with the abandoned PATH project.

The CES segment, through FES and AE Supply, primarily supplies electricity to end-use customers through retail and wholesale
arrangements, including competitive retail sales to customers primarily in Ohio, Pennsylvania, lllinois, Michigan, New Jersey and
Maryland, and the provision of partial POLR and defauit service for some tilities in Ohio, Pennsylvania and Maryland, including
the Utilities.

Corporate support and other businesses that do not constitute an operating segment, interest expense on stand-alone holding
company debt and corporate income taxes are categorized as Corporate/Other for reportable business segment purposes.
Additionally, reconciling adjustments for the elimination of inter-segment transactions are included in Corporate/Other. As of
December 31, 2015, Corporate/Other had $4.2 billion of stand-alone holding company long-term debt, of which 28% was subject
to variable-interest rates, and $1.7 billion was borrowed by FE under its revolving credit facility.

Additional information regarding FirstEnergy's reportable segments is provided in ltem 7. Management's Discussion and Analysis
of Financial Condition and Results of Operations and Note 18, Segment Information, of the Combined Notes to Consolidated
Financial Statements. FES does not have separate reportable operating segments.

Competitive and Regulated Generation

As of February 16, 2016, FirstEnergy's generating portfolio consists of 16,952 MW of diversified capacity (CES — 13,162 MW and
Regutated Distribution — 3,790 MW). Of the generation asset portfolio, approximately 9,218 MW (54.4%) consist of coal-fired
capacity; 4,048 MW (23.9%) consist of nuclear capacity; 1,410 MW (8.3%) consist of hydroelectric capacity; 1,592 MW (9.4%)
consist of oil and natural gas units; 496 MW (2.9%) consist of wind and solar power arrangements; and 188 MW (1.1%) consist of
capacity entittements to output from generation assets owned by OVEC. All units are located within PJM and sell electric energy,
capacity and other products into the wholesale markets that are operated by PJM. Within CES' generation portfolio, 10,180 MW
consist of FES' facilities that are operated by FENOC and FG (including entitlements from OVEC, wind and solar power
arrangements), and except for portions of certain facilities that are subject to the sale and leaseback arrangements with non-affiliates
for which the corresponding output of these arrangements is available to FES through power sales agreements, are all owned
directly by NG and FG. Another 2,982 MW of the CES' portfolio consists of AE Supply's facilities, including AE Supply's entitlement
to 713 MW from AGC's Bath County, Virginia hydroelectric facility and 67 MW of AE Supply's 3.01% entitlement from OVEC's
generation output. FES' generating facilities are concentrated primarily in Ohio and Pennsylvania and AE Supply's generating
facilities are primarily located in Pennsylvania, West Virginia, Virginia and Ohio.

Within the Regulated Distribution segment's portfolio, 210 MW consist of JCP&L's 50% ownership interest in the Yards Creek
hydroelectric facility in New Jersey; and 3,580 MW consist of MP's facilities, including 487 MW from AGC's Bath County, Virginia
hydroelectric facility that MP partially owns and 11 MW of MP's 0.49% entitiement from OVEC's generation output. MP's facilities
are concentrated primarily in West Virginia.

Utility Regulation
State Regulation

Each of the Utilities’ retail rates, conditions of service, issuance of securities and other matters are subject to regulation in the states
in which it operates - in Maryland by the MDPSC, in Ohio by the PUCO, in New Jersey by the NJBPU, in Pennsylvania by the
PPUC, in West Virginia by the WVPSC and in New York by the NYPSC. The transmission operations of PE in Virginia are subject
to certain regulations of the VSCC. In addition, under Ohio law, municipalities may regulate rates of a public utility, subject to appeal
to the PUCO if not acceptabie to the utility.

As competitive retail electric suppliers serving retail customers primarily in Ohio, Pennsylvania, lllinois, Michigan, New Jersey and
Maryland, FES and AE Supply are subject to state laws applicable to competitive electric suppliers in those states, including affiliate
codes of conduct that apply to FES, AE Supply and their public utility affiliates. In addition, if any of the FirstEnergy affiliates were
to engage in the construction of significant new transmission or generation facilities, depending on the state, they may be required
to obtain state regulatory authorization to site, construct and operate the new transmission or generation facility.

Federal Regulation

With respect to their wholesale services and rates, the Utilities, AE Supply, ATSI, AGC, FES, FG, NG, PATH and TrAIL are subject
toregulationby FERC. Underthe FPA, FERC regulates rates forinterstate wholesale sales, transmission of electric power, accounting
and other matters, including construction and operation of hydroelectric projects. FERC regulations require ATS!, JCP&L, ME, MP,
PE, PN, WP and TrAlL to provide open access transmission service at FERC-approved rates, terms and conditions. Transmission
facilities of ATSI, JCP&L, ME, MP, PE, PN, WP and TrAlL are subject to functional control by PJM and transmission service using
their transmission facilities is provided by PJM under the PJM Tariff. See FERC Matters below.
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FERC regulates the sale of power for resale in interstate commerce in part by granting authority to public utilities to sell wholesale
power at market-based rates upon showing that the seller cannot exert market power in generation or transmission or erect barriers
to entry into markets. The Utilities, AE Supply, FES, FG, NG, FGMUC, Buchanan Generation and Green Valley each have been
authorized by FERC to sell wholesale power in interstate commerce at market rates and have a market-based rate tariff on file with
FERC, although major wholesale purchases remain subject to regulation by the relevant state commissions. As a condition to selling
electricity on a wholesale basis at market-based rates, the Utilities, AE Supply, FES, FG, NG, FGMUC, Buchanan Generation and
Green Valley, like other entities granted market-based rate authority, must file electronic quarterly reports with FERC listing their
sales transactions for the prior quarter. However, consistent with its historical practice, FERC has granted AE Supply, FES, FG,
NG, FGMUC, Buchanan Generation and Green Valley a waiver from certain reporting, record-keeping and accounting requirements
that typically apply to traditional public utilities. Along with market-based rate authority, FERC also granted AE Supply, FES, FG,
NG, FGMUC, Buchanan Generation and Green Vailey blanket authority to issue securities and assume liabilities under Section 204
of the FPA.

The nuclear generating facilities owned and leased by NG, OE and TE, and operated by FENOC, are subject to extensive regulation
by the NRC. The NRC subjects nuclear generating stations to continuing review and regulation covering, among other things,
operations, maintenance, emergency planning, security, environmental and radiological aspects of those stations. The NRC may
modify, suspend or revoke operating licenses and impose civil penalties for failure to comply with the Atomic Energy Act, the
regulations under such Act or the terms of the licenses. FENOC is the licensee for the operating nuclear plants and has direct
compliance responsibility for NRC matters. FES controls the economic dispatch of NG’s plants. See Nuclear Regulation below.

Federally-enforceable mandatory reliability standards apply to the buik electric system and impose certain operating, record-keeping
and reporting requirements on the Utilities, FES, AE Supply, FG, FENOC, NG, ATS! and TrAlL. NERC is the ERO designated by
FERC to establish and enforce these reliability standards, although NERC has delegated day-to-day implementation and
enforcement of these reliability standards to eight regional entities, including RFC. All of FirstEnergy's facilities are located within
the RFC region. FirstEnergy actively participates in the NERC and RFC stakeholder processes, and otherwise monitors and manages
its companies in response to the ongoing development, implementation and enforcement of the reliability standards implemented
and enforced by RFC.

FirstEnergy believes that it is in compliance with all currently-effective and enforceable reliability standards. Nevertheless, in the
course of operating its extensive electric utility systems and facilities, FirstEnergy occasionally learns of isolated facts or
circumstances that could be interpreted as excursions from the reliability standards. If and when such occurrences are found,
FirstEnergy develops information about the occurrence and develops a remedial response to the specific circumstances, including
in appropriate cases “self-reporting” an occurrence to RFC. Moreover, it is clear that NERC, RFC and FERC will continue to refine
existing reliability standards as well as to develop and adopt new reliability standards. Any inability on FirstEnergy's part to comply
with the reliability standards for its bulk electric system could result in the imposition of financial penalties, and obligations to upgrade
or build transmission facilities, that could have a material adverse effect on its financial condition, results of operations and cash
flows.

Regulatory Accounting

The Utilities, AGC, ATSI, PATH and TrAlL recognize, as regulatory assets and regulatory liabilities, costs which FERC and the
various state utility commissions, as applicable, have authorized for recovery/return from/to customers in future periods or for which
authorization is probable. Without the probability of such authorization, costs currently recorded as regulatory assets and regulatory
liabilities would have been charged to income as incurred. All regulatory assets and liabilities are expected to be recovered/returned
from/to customers. Based on current ratemaking procedures, the Utilities, AGC, ATSI, PATH and TrAlL continue to collect cost-
based rates for their transmission and distribution services and, in the case of PATH, for its abandoned plant, which remains
regulated; accordingly, itis appropriate that the Utilities, AGC, ATSI, PATH and TrAIL continue the application of regulatory accounting
to those operations. Regulatory accounting is applied only to the parts of the business that meet the above criteria. If a portion of
the business applying regulatory accounting no longer meets those requirements, previously recorded net regulatory assets or
liabilities are removed from the balance sheet in accordance with GAAP.

FirstEnergy accounts for the effects of regulation through the application of regulatory accounting to the Utilities, AGC, ATSI, PATH
and TrAlIL since their rates are established by a third-party regulator with the authority to set rates that bind customers, are cost-
based and can be charged to and collected from customers.

Maryland Regulatory Matters

PE provides SOS pursuant to a combination of settlement agreements, MDPSC orders and regulations, and statutory provisions.
SOS supply is competitively procured in the form of rolling contracts of varying lengths through periodic auctions that are overseen
by the MDPSC and a third party monitor. Although settlements with respect to SOS supply for PE customers have expired, service
continues in the same manner until changed by order of the MDPSC. PE recovers its costs plus a return for providing SOS.

The Maryland legislature adopted a statute in 2008 codifying the EmPOWER Maryland goals to reduce electric consumption by
10% and reduce electricity demand by 15%, in each case by 2015, and requiring each electric utility to file a plan every three years.
PE's current plan, covering the three-year period 2015-2017, was approved by the MDPSC on December 23, 2014. The costs of
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the 2015-2017 pian are expected to be approximately $66 million for that three-year period, of which $19 million was incurred
through December 2015. On July 16, 2015, the MDPSC issued an order setting new incremental energy savings goals for 2017
and beyond, beginning with the level of savings achieved under PE's current plan for 2016, and ramping up 0.2% per year thereafter
to reach 2%. PE continues to recover program costs subject to a five-year amortization. Maryland law only allows for the utility to
recover fostdistribution revenue attributable to energy efficiency or demand reduction programs through a base rate case proceeding,
and to date, such recovery has not been sought or obtained by PE. On January 28, 2016, PE filed a request to increase plan
spending by $2 million in order to reach the new goals for 2017 set in the July 16, 2015 order.

On February 27, 2013, the MDPSC issued an order {the February 27 Order) requiring the Maryland electric utilities to submit
analyses relating to the costs and benefits of making further system and staffing enhancements in order to attempt to reduce storm
outage durations. The order further required the Staff of the MDPSC to report on possible performance-based rate structures and
to propose additional rules relating to feeder performance standards, outage communication and reporting, and sharing of special
needs customer information. PE's responsive filings discussed the steps needed to harden the utility's system in order to attempt
to achieve various levels of storm response speed described in the February 27 Order, and projected that it would require
approximately $2.7 billion in infrastructure investments over 15 years to attempt to achieve the quickest level of response for the
largest storm projected in the February 27 Order. On July 1, 2014, the Staff of the MDPSC issued a set of reports that recommended
the imposition of extensive additional requirements in the areas of storm response, feeder performance, estimates of restoration
times, and regulatory reporting. The Staff of the MDPSC also recommended the imposition of penalties, including customer rebates,
for a utility's failure or inability to comply with the escalating standards of storm restoration speed proposed by the Staff of the
MDPSC. In addition, the Staff of the MDPSC proposed that the utilities be required to develop and implement system hardening
plans, up to a rate impact cap on cost. The MDPSC conducted a hearing September 15-18, 2014, to consider certain of these
matters, and has not yet issued a ruling on any of those matters.

On March 3, 2014, pursuant to the MDPSC's regulations, PE filed its recommendations for SAIDI and SAIFI standards to apply
during the period 2016-2019. The MDPSC directed the Staff of the MDPSG to file an analysis and recommendations with respect
to the proposed 2016-2019 SAID! and SAIF| standards and any related rule changes which the Staff of the MDPSC recommended.
The Staff of the MDPSC made its filing on July 10, 2015, and recommended that PE be required to improve its SAIDI results by
approximately 20% by 2019. The MDPSC held a hearing on the Staff's analysis and recommendations on September 1-2, 2015,
and approved PE's revised proposal for an improvement of 8.6% in its SAIDI standard by 2019 and maintained its SAIFI standard
at 2015 levels. The proposed regulations incorporating the new SAIDI and SAIF! standards were approved as final in December
2015.

OnApril 1, 2015, PE filed its annual report on its performance relative to various service reliability standards set forth in the MDPSC’s
regulations. The MDPSC conducted hearings on the reports filed by PE and the other electric utilities in Maryland on August 24,
2015 and subsequently closed its 2014 service reliability review.

New Jersey Regulatory Matters

JCP&L currently provides BGS for retail customers who do not choose a third party EGS and for customers of third party EGSs
that fail to provide the contracted service. The supply for BGS is comprised of two componenits, procured through separate, annually
held descending clock auctions, the results of which are approved by the NJBPU. One BGS component reflects hourly real time
energy prices and is available for larger commercial and industrial customers. The second BGS component provides a fixed price
service and is intended for smaller commercial and residential customers. All New Jersey EDCs participate in this competitive BGS
procurement process and recover BGS costs directly from customers as a charge separate from base rates.

On March 26, 2015, the NJBPU entered final orders which together provided an overall reduction in JCP&L's annual revenues of
approximately $34 million, effective April 1, 2015. The final order in JCP&L's base rate case proceeding directed an annual base
rate revenue reduction of approximately $115 million, including recovery of 2011 storm costs and the application of the NJBPU's
modified CTA policy approved in the generic CTA proceeding referred to below. Additionally, the final order in the generic proceeding
established to review JCP&L's major storm events of 2011 and 2012 approved the recovery of 2012 storm costs of $580 million
resulting in an increase in annual revenues of approximately $81 million. JCP&L is required to file another base rate case no later
than April 1, 2017. The NJBPU also directed that certain studies be completed. On July 22, 2015, the NJBPU approved the NJBPU
staff's recommendation to implement such studies, which will include operational and financial components and is expected to take
approximately one year to complete.

In an Order issued October 22, 2014, in a generic proceeding to review its policies with respect to the use of a CTA in base rate
cases (Generic CTA proceeding), the NJBPU stated that it would continue to apply its current CTA policy in base rate cases, subject
to incorporating the following modifications: (i) calculating savings using a five-year look back from the beginning of the test year;
(ii) allocating savings with 75% retained by the company and 25% allocated to rate payers; and (fii) excluding transmission assets
of electric distribution companies in the savings calculation. On November 5, 2014, the Division of Rate Counsel appealed the
NJBPU Order regarding the Generic CTA proceeding to the New Jersey Superior Court and JCP&L has filed to participate as a
respondent in that proceeding. Briefing has been completed, and oral argument has not yet been scheduled.

On June 19, 2015, JCP&L, along with PN, ME, FET and MAIT made filings with FERC, the NJBPU, and the PPUC requesting
authorization for JCP&L, PN and ME to contribute their transmission assets to MAIT, a new transmission-only subsidiary of FET.
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On January 8, 2016, the NJBPU President issued an Order granting Rate Counsel's Motion on the legal issue of whether MAIT
can be designated as a public utility. The procedural schedule has been suspended until a decision is made on this issue. See
Transfer of Transmission Assets to MAIT in FERC Matters below for further discussion of this transaction.

Ohio Regulatory Matters

The Ohio Companies operate under their ESP 3 plan which expires on May 31, 2016. The material terms of ESP 3 include:

«  Abase distribution rate freeze through May 31, 2016;

«  Collection of lost distribution revenues associated with energy efficiency and peak demand reduction programs;

«  Economic development and assistance to low-income customers for the two-year plan period at levels established in the
prior ESP;

« A 6% generation rate discount to certain low income customers provided by the Ohio Companies through a bilateral
wholesale contract with FES (FES is one of the wholesale suppliers to the Ohioc Companies);

- Arequirement to provide power to non-shopping customers at a market-based price set through an auction process;

- Rider DCR that allows continued investment in the distribution system for the benefit of customers;

«  Acommitment not to recover from retail customers certain costs related to transmission cost allocations for the longer of
the five-year period from June 1, 2011 through May 31, 2016 or when the amount of costs avoided by customers for certain
types of products totals $360 million, subject to the outcome of certain FERC proceedings;

«  Securing generation supply for a longer period of time by conducting an auction for a three-year period rather than a one-
year period, in each of October 2012 and January 2013, to mitigate any potential price spikes for the Ohio Companies'
utility customers who do not switch to a competitive generation supplier; and

- Extending the recovery period for costs associated with purchasing RECs mandated by 8B221, Ohio's renewable energy
and energy efficiency standard, through the end of the new ESP 3 period. This is expected to initially reduce the monthly
renewable energy charge for all non-shopping utility customers of the Ohio Companies by spreading out the costs over
the entire ESP period.

Notices of appeal of the Ohio Companies' ESP 3 plan to the Supreme Court of Ohio were filed by the Northeast Ohio Public Energy
Council and the ELPC. The oral argument in this matter occurred on January 6, 2016.

The Ohio Companies filed an application with the PUCO on August 4, 2014 seeking approval of their ESP IV entitled Powering
Ohio’s Progress. The Ohio Companies filed a Stipulation and Recommendation on December 22, 2014, and supplemental
stipulations and recommendations on May 28, 2015, and June 4, 2015.The evidentiary hearing on the ESP IV commenced on
August 31, 2015 and concluded on October 29, 2015. On December 1, 2015, the Chio Companies filed a Third Supplemental
Stipuiation and Recommendation, which included PUCO Staff as a signatory party in addition to other signatories. The PUCO
completed a hearing on the Third Supplemental Stipulation and Recommendation in January 2016. Initial briefs are due on February
16, 2016 and reply briefs are due on February 26, 2016. A final PUCO decision is expected in March 2016.

The proposed ESP IV supports FirstEnergy's strategic focus on regulated operations and better positions the Ohio Companies to
deliver on their ongoing commitment to upgrade, modernize and maintain reliable electric service for customers while preserving
electric security in Ohio. The material terms of the proposed ESP IV, as modified by the stipulations include:

»  Aneight-year term (June 1, 2016 - May 31, 2024),

+  Contemplates continuing a base distribution rate freeze through May 31, 2024;

- An Economic Stability Program that flows through charges or credits through Rider RRS representing the net result of the
price paid to FES through a proposed eight-year FERC-jurisdictional PPA for the output of the Sammis and Davis-Besse
plants and FES’ share of OVEC against the revenues received from selling such output into the PJM markets over the
same period, subject to the PUCO’s termination of Rider RRS charges/credits associated with any plants or units that may
be sold or transferred;

+  Continuing to provide power to non-shopping customers at a market-based price set through an auction process;

«  Continuing Rider DCR with increased revenue caps of approximately $30 million per year from June 1, 2016 through May
31, 2019; $20 million per year from June 1, 2019 through May 31, 2022; and $15 million per year from June 1, 2022 through
May 31, 2024 that supports continued investment related to the distribution system for the benefit of customers;

- Collection of lost distribution revenues associated with energy efficiency and peak demand reduction programs;

+  Arisk-sharing mechanism that would provide guaranteed credits under Rider RRS in years five through eight to customers
as follows: $10 million in year five, $20 million in year six, $30 million in year seven and $40 million in year eight;

«  Acontinuing commitment not to recover from retail customers certain costs related to transmission cost ailocations for
the longer of the five-year period from June 1, 2011 through May 31, 2016 or when the amount of such costs avoided
by customers for certain types of products totals $360 million, including such costs from MISO along with such costs
from PJM, subject to the outcome of certain FERC proceedings;

«  Potential procurement of 100 MW of new Ohio wind or solar resources subject to a demonstrated need to procure new
renewable energy resources as part of a strategy to further diversify Ohio's energy portfolio;

«  Anagreement to file a case with the PUCO by April 3, 2017, seeking to transition to decoupled base rates for residential
customers;

+  Anagreement to file by February 29, 2016, a Grid Modernization Business Plan for PUCO consideration and approval;

«  Acontribution of $3 million per year ($24 million over the eight year term) to fund energy conservation programs,
economic development and job retention in the Ohio Companies service territory;
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+  Contributions of $2.4 million per year ($19 million over the eight year term) to fund a fuel-fund in each of the Ohio
Companies service territories to assist low-income customers: and
*  Acontribution of $1 million per year ($8 million over the eight year term) to establish a Customary Advisory Council to
ensure preservation and growth of the competitive market in Ohio.

On January 27, 20186, certain parties filed a complaint at FERC against FES, OE, CEl, and TE that requests FERC review of the
ESP IV PPA under Section 205 of the FPA. In addition to such proceeding, parties have expressed an intention to challenge in the
courts and/or before FERC, the PPA or PUCO approval of the ESP IV, if approved. Management intends to vigorously defend
against such challenges.

Under Ohio's energy efficiency standards (SB221 and SB310), and based on the Ohio Companies' amended energy efficiency
plans, the Ohio Companies are required to implement energy efficiency programs that achieve a total annual energy savings
equivalent of 2,266 GWHSs in 2015 and 2,288 GWHs in 20186, and then begin to increase by 1% each year in 2017, subject to
legislative amendments to the energy efficiency standards discussed below. The Ohio Companies are also required to retain the
2014 peak demand reduction level for 2015 and 2016 and then increase the benchmark by an additional 0.75% thereafter through
2020, subject to legislative amendments to the peak demand reduction standards discussed below.

On September 30, 2015, the Energy Mandates Study Committee issued its report related to energy efficiency and renewable energy
mandates, recommending that the current level of mandates remain in place indefinitely. The report also recommended: (i) an
expedited process for review of utility proposed energy efficiency plans; (i) ensuring maximum credit for all of Ohio's Energy
Initiatives; (iii) a switch from energy mandates to energy incentives; and (iv) a declaration be made that the General Assembly may
determine energy policy of the state. No legislation has yet been introduced to change the standards described above.

On March 20, 2013, the PUCO approved the three-year energy efficiency portfolio ptans for 2013-2015, originally estimated to cost
the Ohio Companies approximately $250 million over the three-year period, which is expected to be recovered in rates. Actual costs
may be lower for a number of reasons including the approval of the amended portfolio plan under SB310. On July 17, 2013, the
PUCO modified the plan to authorize the Ohio Companies to receive 20% of any revenues obtained from offering energy efficiency
and DR reserves into the PJM auction. The PUCO also confirmed that the Ohio Companies can recover PJM costs and applicable
penalties associated with PJM auctions, including the costs of purchasing replacement capacity from PJM incremental auctions,
to the extent that such costs or penalties are prudently incurred. ELPC and OCC filed applications for rehearing, which were granted
for the sole purpose of further consideration of the issue. On September 24, 2014, the Ohio Companies filed an amendment to
their portfolio plan as contemplated by SB310, seeking to suspend certain programs for the 2015-2016 period in order to better
align the plan with the new benchmarks under SB310. On November 20, 2014, the PUCO approved the Ohio Companies' amended
portfolio plan. Several applications for rehearing were filed, and the PUCO granted those applications for further consideration of
the matters specified in those applications.

On September 16, 2013, the Ohio Companies filed with the Supreme Court of Ohio a notice of appeal of the PUCO's July 17,2013
Entry on Rehearing related to energy efficiency, alternative energy, and long-term forecast rules stating that the rules issued by the
PUCO are inconsistent with, and are not supported by, statutory authority. On October 23, 2013, the PUCO filed a motion to dismiss
the appeal, which is still pending. The matter has not been scheduled for oral argument.

Ohio law requires electric utilities and electric service companies in Ohio to serve part of their load from renewable energy resources
measured by an annually increasing percentage amount through 2026, subject to legislative amendments discussed above, except
2015 and 2016 that remain at the 2014 level. The Ohio Companies conducted RFPs in 2009, 2010 and 2011 to secure RECs to
help meet these renewable energy requirements. In September 2011, the PUCO opened a docket to review the Ohio Companies’
alternative energy recovery rider through which the Ohio Companies recover the costs of acquiring these RECs. The PUCO issued
an Opinion and Order on August 7, 2013, approving the Ohio Companies' acquisition process and their purchases of RECs to meet
statutory mandates in al instances except for certain purchases arising from one auction and directed the Ohio Companies to credit
non-shopping customers in the amount of $43.4 million, plus interest, on the basis that the Ohio Companies did not prove such
purchases were prudent. On December 24, 2013, following the denial of their application for rehearing, the Ohio Companies filed
a notice of appeal and a motion for stay of the PUCO's order with the Supreme Court of Ohio, which was granted. On February 18,
2014, the OCC and the ELPC also fited appeals of the PUCO's order. The Chio Companies timely filed their merit brief with the
Supreme Court of Ohio and the briefing process has concluded. The matter is not yet scheduled for oral argument.

On April 9, 2014, the PUCO initiated a generic investigation of marketing practices in the competitive retail electric service market,
with a focus on the marketing of fixed-price or guaranteed percent-off SSO rate contracts where there is a provision that permits
the pass-through of new or additional charges. On November 18, 2015, the PUCO ruled that on a going-forward basis, pass-through
clauses may not be included in fixed-price contracts for all customer classes. On December 18, 2015, FES filed an Application for
Rehearing seeking to change the ruling or have it only apply to residential and small commercial customers.

Pennsylvania Regulatory Matters

The Pennsylvania Companies currently operate under DSPs that expire on May 31, 2017, and provide for the competitive
procurement of generation supply for customers that do not choose an alternative EGS or for customers of alternative EGSs that
fail to provide the contracted service. The default service supply is currently provided by wholesale suppliers through a mix of long-

7



Met-Ed Exhibit JD-15
Attachment A

Witness: J. Dipre
term and short-term contracts procured through spot market purchases, quarterly descending clock auctions for 3, 12- and 24-
month energy contracts, and one RFP seeking 2-year contracts to serve SRECs for ME, PN and Penn.

On November 3, 2015, the Pennsylvania Companies filed their proposed DSPs for the June 1, 2017 through May 31, 2019 delivery
period, which would provide for the competitive procurement of generation supply for customers who do not choose an alternative
EGS or for customers of alternative EGSs that fail to provide the contracted service. Under the proposed programs, the supply
would be provided by wholesale suppliers though a mix of 12 and 24-month energy contracts, as well as one RFP for 2-year SREC
contracts for ME, PN and Penn. In addition, the proposal includes modifications to the Pennsylvania Companies’ existing POR
programs in order to reduce the level of uncollectibles the Pennsylvania Companies experience associated with alternative EGS
charges.

Pursuant to Pennsylvania's EE&C legislation (Act 129 of 2008) and PPUC orders, Pennsylvania EDCs implement energy efficiency
and peak demand reduction programs. The Pennsylvania Companies' Phase |l EE&C Plans are effective through May 31, 2016.
Total costs of these plans are expected to be approximately $234 million and recoverable through the Pennsylvania Companies'
reconcilable EE&C riders. On June 19, 2015, the PPUC issued a Phase | Final Implementation Order setting: demand reduction
targets, relative to each Pennsylvania Companies' 2007-2008 peak demand (in MW), at 1.8% for ME, 1.7% for Penn, 1.8% for WP,
and 0% for PN; and energy consumption reduction targets, as a percentage of each Pennsylvania Companies’ historic 2010 forecasts
(in MWH), at 4.0% for ME, 3.9% for PN, 3.3% for Penn, and 2.6% for WP. The Pennsylvania Companies filed their Phase |l EE&C
plans for the June 2016 through May 2021 period on November 23, 2015, which are designed to achieve the targets established
in the PPUC's Phase IIf Final Implementation Order. EDCs are permitted to recover costs for implementing their EE&C plans. On
February 10, 2016, the Pennsylvania Companies and the parties intervening in the PPUC's Phase Il proceeding filed a joint
settlement that resolves all issues in the proceeding and is subject to PPUC approval.

Pursuant to Act 11 of 2012, Pennsylvania EDCs may establish a DSIC to recover costs of infrastructure improvements and costs
related to highway relocation projects with PPUC approval. Pennsylvania EDCs must file LTIIPs outlining infrastructure improvement
plans for PPUC review and approval prior to approval of a DSIC. On October 19, 2015, each of the Pennsylvania Companies filed
LT!IPs with the PPUC for infrastructure improvement over the five-year period of 2016 to 2020 for the following costs: WP $88.34
million; PN $56.74 million; Penn $56.35 million; and ME $43.44 million. These amounts include all qualifying distribution capital
additions identified in the revised implementation plan for the recent focused management and operations audit of the Pennsylvania
Companies as discussed below. On February 11, 2016, the PPUC approved the Pennsylvania Companies' LTi{Ps. On February
16, 20186, the Pennsylvania Companies filed DSIC riders for PPUC approval for quarterly cost recovery associated with the capital
projects approved in the LTIIPs. The DSIC riders are expected to be effective July 1, 2016.

Each of the Pennsylvania Companies currently offer distribution rates under their respective Joint Petitions for Settlement approved
on April 8, 2015 by the PPUC, which, among other things, provided for a total increase in annual revenues for all Pennsylvania
Companies of $292.8 million, ($89.3 million for ME, $90.8 million for PN, $15.9 million for Penn and $96.8 million for WP), including
the recovery of $87.7 milion of additional annual operating expenses, including costs associated with service reliability
enhancements to the distribution system, amortization of deferred storm costs and the remaining net book value of legacy meters,
assistance for providing service to low-income customers, and the creation of a storm reserve for each utility. Additionally, the
approved settlements include commitments to meet certain wait times for call centers and service reliability standards. The new
rates were effective May 3, 2015.

On July 16,2013, the PPUC's Bureau of Audits initiated a focused management and operations audit of the Pennsylvania Companies
as required every eight years by statute. The PPUC issued a report on its findings and recommendations on February 12, 2015,
at which time the Pennsylvania Companies' associated implementation plan was also made public. In an order issued on March
30, 2015, the Pennsylvania Companies were directed to develop and file by May 29, 2015 a revised implementation plan regarding
certain of the operational topics addressed in the report, including addressing certain reliability matters. The Pennsylvania Companies
filed their revised implementation plan in compliance with this order. A final order adopting the plan, as revised, was entered on
November 5, 2015. The cost of compliance for the Pennsylvania Companies is currently expected to range from approximately
$200 mitlion to $230 million.

On June 19, 2015, ME and PN, along with JCP&L, FET and MAIT made filings with FERC, the NJBPU, and the PPUC requesting
authorization for JCP&L, PN and ME to contribute their transmission assets to MAIT, a new transmission-only subsidiary of FET.
Evidentiary hearings are scheduled to commence before the PPUC on February 29, 2016. Afinal decision from the PPUC is expected
by mid-2016. See Transfer of Transmission Assets to MAIT in FERC Matters below for further discussion of this transaction.

West Virginia Regulatory Matters

MP and PE currently operate under a Joint Stipulation and Agreement of Settlement approved by the WVPSC on February 3,2015,
that provided for: a $15 milfion increase in annual base rate revenues effective February 25, 2015; the implementation of a Vegetation
Management Surcharge to recover all costs related to both new and existing vegetation maintenance programs; authority to establish
a regulatory asset for MATS investments placed into service in 2016 and 2017; authority to defer, amortize and recover over a five-
year period through base rates approximately $46 million of storm restoration costs; and elimination of the TTS for costs associated
with MP's acquisition of the Harrison plant in October 2013 and movement of those costs into base rates.
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On August 14, 2015, MP and PE filed their annual ENEC case with the WVPSC proposing an approximate $165.1 million annual
increase in rates effective January 1, 2016 or before, which would be a 12.5% overall increase over existing rates. The original
proposed increase was comprised of a $97 million under-recovered balance as of June 30, 2015, a projected $23.7 million under-
recovery for the 2016 calendar year, and an actual under-recovered balance from MP and PE's TTS for Harrison Power Station of
$44.4 million. On September 10, 2015, MP and PE filed an amendment addressing the results of the recent PJM Transitional
Auctions for Capacity Performance, which resulted in a net decrease of $20.6 million from the initial requested increase to $144.5
million. A settlement was reached among all the parties increasing revenues $96.9 million and deferring other costs for recovery
into 2017. The settlement was presented to the WVYPSC on November 19, 2015 and a final order approving the settlement without
changes was issued on December 22, 2015, with rates effective on January 1, 2016.

On August 31, 2015, MP and PE filed with the WVPSC their biennial petition for reconciliation of the Vegetation Management
Program Surcharge and regular review of the program proposing an approximate $37.7 million annual increase in rates over a two
year period, which is a 2.8% overall increase over existing rates. The proposed increase was comprised of a $2.1 million under-
recovered balance as of June 30, 2015, a projected $23.9 million in under-recovery for the 2016/2017 rate effective period, and
recovery of previously authorized deferred vegetation management costs from April 14, 2014 through February 24, 2015 in the
amount of $49.9 million. Asettlement was reached among all the parties increasing revenues $36.7 million annuaily for the 2016-2017
two year rate recovery period, and was presented to the WVPSC on November 19, 2015. A final order approving the settlement
without changes was issued on December 21, 2015, with rates effective on January 1, 2016.

FERC Matters
PJM Transmission Rates

PJM and its stakeholders have been debating the proper method to allocate costs for new transmission facilities. While FirstEnergy
and other parties advocate for a traditional "beneficiary pays” (or usage based) approach, others advocate for “socializing” the costs
on a load-ratio share basis, where each customer in the zone would pay based on its total usage of energy within PJM. This question
has been the subject of extensive litigation before FERC and the appellate courts, including before the Seventh Circuit. On June
25, 2014, a divided three-judge panel of the Seventh Circuit ruled that FERC had not quantified the benefits that western PJM
utilities would derive from certain new 500 KV or higher lines and thus had not adequately supported its decision to socialize the
costs of these lines. The majority found that eastern PJM utilities are the primary beneficiaries of the lines, while western PJM
utilities are only incidental beneficiaries, and that, while incidental beneficiaries should pay some share of the costs of the lines,
that share should be proportionate to the benefit they derive from the lines, and not on load-ratio share in PJM as a whole. The
court remanded the case to FERC, which issued an order setting the issue of cost allocation for hearing and settlement proceedings.
Settlement discussions under a FERC-appointed settlement judge are ongoing.

In a series of orders in certain Order No. 1000 dockets, FERC asserted that the PJM transmission owners do not hold an incumbent
“right of first refusal” to construct, own and operate transmission projects within their respective footprints that are approved as part
of PUM's RTEP process. FirstEnergy and other PJM transmission owners have appealed these rulings, and the question of whether
FirstEnergy and the PJM transmission owners have a "right of first refusal" is now pending before the U.S. Court of Appeals for the
D.C. Circuit in an appeal of FERC's order approving PJM's Order No. 1000 compliance filing.

The outcome of these proceedings and their impact, if any, on FirstEnergy cannot be predicted at this time.
RTO Realignment

On June 1, 2011, ATS| and the ATS| zone transferred from MISO to PJM. While many of the matters involved with the move have
been resolved, FERC denied recovery under ATSI's transmission rate for certain charges that collectively can be described as "exit
fees" and certain other transmission cost allocation charges totaling approximately $78.8 million until such time as ATSI submits a
cost/benefit analysis demonstrating net benefits to customers from the transfer to PJM. Subsequently, FERC rejected a proposed
settlement agreement to resolve the exit fee and transmission cost allocation issues, stating that its action is without prejudice to
ATSI submitting a cost/benefit analysis demonstrating that the benefits of the RTO realignment decisions outweigh the exit fee and
transmission cost allocation charges. FirstEnergy's request for rehearing of FERC's order rejecting the settlement agreement
remains pending.

Separately, the question of ATSI's responsibility for certain costs for the “Michigan Thumb” transmission project continues to be
disputed. Potential responsibility arises under the MISO MVP tariff, which has been litigated in complex proceedings before FERC
and certain United States appellate courts. On October 29, 2015, FERC issued an order finding that ATSI and the ATSI zone do
not have to pay MISO MVP charges for the Michigan Thumb transmission project. MISO and the MISO TOs filed a request for
rehearing, which is pending at FERC. In the event of a final non-appealable order that rules that ATS! must pay these charges,
ATSI will seek recovery of these charges through its formula rate. On a related issue, FirstEnergy joined certain other PJM
transmission owners in a protest of MISO's proposal to allocate MVP costs to energy transactions that cross MISQ's borders into
the PJM Region. On January 22, 2015, FERC issued an order establishing a paper hearing on remand from the Seventh Circuit
of the issue of whether any limitation on "export pricing" for sales of energy from MISO into PJM is justified in light of applicable
FERC precedent. Certain PJM transmission owners, including FirstEnergy, filed an initial brief asserting that FERC'’s prior ruling
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rejecting MISO’s proposed MVP export charge on transactions into PJM was correct and should be re-affirmed on remand. The
briefs and replies thereto are now before FERC for consideration.

in addition, in a May 31, 2011 order, FERC ruled that the costs for certain "legacy RTEP" transmission projects in PJM approved
before ATS!I joined PJM could be charged to transmission customers in the ATSI zone. The amount to be paid, and the question of
derived benefits, is pending before FERC as a result of the Seventh Circuit's June 25, 2014 order described above under PJM
Transmission Rates.

The outcome of the proceedings that address the remaining open issues related to costs for the "Michigan Thumb" transmission
project and "legacy RTEP" transmission projects cannot be predicted at this time.

2014 ATSI Formula Rate Filing

On October 31, 2014, ATSI filed a proposal with FERC to change the structure of its formula rate from an “historical looking”
approach, where transmission rates reflect actual costs for the prior year, to a “forward looking” approach, where transmission rates
would be based on the estimated costs for the coming year, with an annual true up. On December 31, 2014, FERC issued an order
accepting ATSH's filing effective January 1, 2015, subject to refund and the outcome of hearing and settlement proceedings.FERC
subsequently issued an order on October 29, 2015, accepting a settliement agreement on the forward-looking formula rate, subject
to minor compliance requirements. The settlement agreement provides for certain changes to ATSI's formula rate template and
protocols, and also changes ATSI's ROE from 12.38% to the following values: (i) 12.38% from January 1, 2015 through June 30,
2015; (i) 11.06% from July 1, 2015 through December 31, 2015; and (i) 10.38% from January 1, 2016, unless changed pursuant
to section 205 or 206 of the FPA, provided the effective date for any change cannot be eatlier than January 1, 2018.

Transfer of Transmission Assets to MAIT

On June 10, 2015, MAIT, a Delaware limited liability company, was formed as a new transmission-only subsidiary of FET for the
purposes of owning and operating all FERC-jurisdictional transmission assets of JCP&L, ME and PN following the receipt of all
necessary state and federal reguiatory approvals. On June 19, 2015, JCP&L, PN, ME, FET, and MAIT made filings with FERC, the
NJBPU, and the PPUC requesting authorization for JCP&L, PN and ME to contribute their transmission assets to MAIT. Additionally,
the filings requested approval from the NJBPU and PPUC, as applicable, of: (i) a lease to MAIT of real property and rights-of-way
associated with the utilities' transmission assets; (i) a Mutual Assistance Agreement; (iii) MAIT being deemed a public utility under
state law; (iv) MAIT's participationin FE's regulated companies’ money pool; and (v) certain affiliated interestagreements. [fapproved,
JCP&L, ME, and PN will contribute their transmission assets at net book value and an allocated portion of goodwill in a tax-free
exchange to MAIT, which will operate similar to FET's two existing stand-alone transmission subsidiaries, ATSI and TrAlL. MAIT's
transmission facilities will remain under the functional control of PJM, and PJM will provide transmission service using these facilities
under the PJM Tariff. During the third quarter of 2015, FirstEnergy responded to FERC Staff's request for additional information
regarding the application. FERC approval is expected during the first quarter of 2016 with final decisions expected from the NJBPU
and PPUC by mid-2016. Following FERC approval of the transfer, MAIT expects to file a Section 204 application with FERC, and
other necessary filings with the PPUC and the NJBPU, seeking authorization to issue equity to FET, JCP&L, PN and ME for their
respective contributions, and to issue debt. MAIT wili also make a Section 205 formula rate application with FERC to establish its
transmission rate. See New Jersey and Pennsylvania in State Regulation above for further discussion of this transaction.

California Claims Matters

In October 2008, several California governmental and utility parties presented AE Supply with a settiement proposal to resolve
alleged overcharges for power sales by AE Supply to the California Energy Resource Scheduling division of the CDWR during
2001. The settlement proposal claims that CDWR is owed approximately $190 million for these alleged overcharges. This proposal
was made in the context of mediation efforts by FERC and the Ninth Circuit in several pending proceedings to resolve all outstanding
refund and other claims, including claims of alleged price manipulation in the California energy markets during 2000 and 2001. The
Ninth Circuit had previously remanded one of those proceedings to FERC, which dismissed the claims of the California parties in
May 2011. The California parties appealed FERC's decision back to the Ninth Circuit. AE Supply joined with other intervenors in
the case and filed a brief in support of FERC's dismissal of the case. On April 29, 2015, the Ninth Circuit remanded the case to
FERC for further proceedings. On November 3, 2015, FERC set for hearing and settlement procedures the remanded issue of
whether any individual public utility seller’s violation of FERC's market-based rate quarterly reporting requirement led to an unjust
and unreasonable rate for that particular seller in California during the 2000-2001 period. Settlement discussions under a FERC-
appointed settiement judge are ongoing. Requests for rehearing or clarification of FERC’s November 3, 2015 order by various
parties, including AE Supply, remain pending.

In another proceeding, in May 2008, the California Attorney General, on behalf of certain California parties, filed a complaint with
FERC against various sellers, including AE Supply, again seeking refunds for transactions in the California energy markets during
2000 and 2001. The above-noted transactions with CDWR are the basis for including AE Supply in this complaint. AE Supply and
other parties filed motions to dismiss, which FERC granted. The California Attorney General appealed FERC's dismissal of its
complaint to the Ninth Circuit, which has consolidated the case with other pending appeals related to California refund claims, and
stayed the proceedings pending further order.
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The outcome of either of the above matters or estimate of loss or range of loss cannot be predicted at this time.

PATH Transmission Project

On August 24, 2012, the PJM Board of Managers canceled the PATH project, a proposed transmission line from West Virginia
through Virginia and into Maryland which PJM had previously suspended in February 2011. As a result of PJM canceling the project,
approximately $62 million and approximately $59 million in costs incurred by PATH-Allegheny and PATH-WV (an equity method
investment for FE), respectively, were reclassified from net property, plant and equipment to a regulatory asset for future recovery.
PATH-Allegheny and PATH-WV requested authorization from FERC to recover the costs with a proposed ROE of 10.9% (10.4%
base plus 0.5% for RTO membership) from PJM customers over five years. FERC issued an order denying the 0.5% ROE adder
for RTO membership and allowing the tariff changes enabling recovery of these costs to become effective on December 1, 2012,
subject to settlement proceedings and hearing if the parties could not agree to a settlement. On March 24, 2014, the FERC Chief
ALJ terminated settlement proceedings and appointed an ALJ to preside over the hearing phase of the case, including discovery
and additional pleadings leading up to hearing, which subsequently included the parties addressing the application of FERC's
Opinion No. 531, discussed below, to the PATH proceeding. On September 14, 2015, the ALJ issued his initial decision, disallowing
recovery of certain costs. The initial decision and exceptions thereto are now before FERC for review and a final order. FirstEnergy
continues to believe the costs are recoverable, subject to final ruling from FERC.

FERC Opinion No. 5631

On June 19, 2014, FERC issued Opinion No. 531, in which FERC revised its approach for calculating the discounted cash flow
element of FERC’'s ROE methodology, and announced the potential for a qualitative adjustment to the ROE methodology results.
Under the old methodology, FERC used a five-year forecast for the dividend growth variable, whereas going forward the growth
variable will consist of two parts: (a) a five-year forecast for dividend growth (2/3 weight); and {(b) a long-term dividend growth
forecast based on a forecast for the U.S. economy (1/3 weight). Regarding the qualitative adjustment, for single-utility rate cases
FERC formerly pegged ROE at the median of the “zone of reasonableness” that came out of the ROE formula, whereas going
forward, FERC may rely on record evidence to make qualitative adjustments to the outcome of the ROE methodology in order to
reach a level sufficient to attract future investment. On October 16, 2014, FERC issued its Opinion No. 531-A, applying the revised
ROE methodology to certain ISO New England transmission owners, and on March 3, 2015, FERC issued Opinion No. 531-B
affirming its prior rulings. Appeals of Opinion Nos. 531, 532-A and 531-B are pending before the U.S. Court of Appeals for the D.C.
Circuit. FirstEnergy is evaluating the potential impact of Opinion No. 531 on the authorized ROE of our FERC-regulated transmission
utilities and the cost-of-service wholesale power generation transactions of MP.

MISO Capacity Portability

On June 11, 2012, in response to certain arguments advanced by MISO, FERC requested comments regarding whether existing
rules on transfer capability act as barriers to the delivery of capacity between MiSO and PJM. FirstEnergy and other parties submitted
filings arguing that MISO's concerns largely are without foundation, FERC did not mandate a solution in response to MISO's
concerns. At FERC's direction, in May, 2015, PJM, MISO, and their respective independent market monitors provided additional
information on their various joint issues surrounding the PJM/MISO seam to assist FERC's understanding of the issues and what,
if any, additional steps FERC should take to improve the efficiency of operations at the PJM/MISO seam. Stakeholders, including
FESC on behalf of certain of its affiliates and as part of a coalition of certain other PJM utilities, filed responses tothe RTO submissions.
The various submissions and responses are now before FERC for consideration.

Changes to the criteria and qualifications for participation in the PJM RPM capacity auctions could have a significant impact on the
outcome of those auctions, including a negative impact on the prices at which those auctions would clear.

FTR Underfunding Complaint

In PJM, FTRs are a mechanism to hedge congestion and operate as a financial replacement for physical firm transmission service.
FTRs are financially-settled instruments that entitle the holder to a stream of revenues based on the hourly congestion price
differences across a specific transmission path in the PJM Day-ahead Energy Market. Due to certain language in the PJM Tariff,
the funds that are set aside to pay FTRs can be diverted to other uses, which may result in “underfunding” of FTR payments. On
February 15, 2013, FES and AE Supply filed a renewed complaint with FERG for the purpose of changing the PJM Tariff to eliminate
FTR underfunding. On June 5, 2013, FERC issued an order denying the complaint, and on June 8, 2015, denied a request for
rehearing of the June 5, 2013 order.

PJM Market Reform: PJM Capacity Performance Proposal

In December 2014, PJM submitted proposed “Capacity Performance” reforms of its RPM capacity and energy markets. On June
9, 2015, FERC issued an order conditionally approving the bulk of the proposed Capacity Performance reforms with an effective
date of April 1, 2015, and directed PJM to make a compliance filing reflecting the mandate of FERC’s order. On July 9, 2015, several
parties, including FESC on behalf of certain of its affiliates, submitted requests for rehearing for FERC's June 9, 2015 order, and
PJM submitted its compliance filing as directed by the order. The requests for rehearing and PJM's compliance filing are pending
before FERC.
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In August and September 2015, PJM conducted RPM auctions pursuant to the new Capacity Performance rules. FirstEnergy’s net
competitive capacity position as a result of the BRA and Capacity Performance transition auctions is as follows:

2016 - 2017 2017 - 2018 2018 - 2019*
Legacy Capacity Legacy Capacity Base Capacity
Obligation Performance Obligation Performance Generation Performance
(MW) ($/MWD) (Mw) ($/MWD) MW) ($/MWD) (MW) ($/MWD) (MW) (S/MWD}) (MW} ($/MWD)
ATSI 2,765 $114.23 4,210 $134.00 375 $120.00 6,245 $151.50 — $14998 6,245 $164.77
RTO 875 $59.37 3,675 $134.00 985  $120.00 3,565 $151.50 240 $149.98 3,930 $164.77
All Other 135 $119.13 — $134.00 150  $120.00 — $151.50 35 b 20 o
Zones
3,775 7,885 1,510 9,810 275 10,195

*Approximately 885 MWs remain uncommitted for the 2018/2019 delivery year.
**Base Generation: 10 MWs cleared at $200.21/MWD and 25 MWs cleared at $149.98/MWD. Capacity Performance: 5 MWSs cleared at $215.00/
MWD and 15 MWs cleared at $164.77/MWD.

PJM Market Reform: FERC Order No. 745 - DR

On May 23, 2014, a divided three-judge panel of the U.S. Court of Appeals for the D.C. Circuit issued an opinion vacating FERC
Order No. 745, which required that, under certain parameters, DR participating in organized wholesale energy markets be
compensated at LMP. The majority concluded that DR is a retail service, and therefore falls under state, and not federal, jurisdiction,
and that FERC, therefore, lacks jurisdiction to regulate DR. The majority also found that even if FERC had jurisdiction over DR,
Order No. 745 would be arbitrary and capricious because, under its requirements, DR was inappropriately receiving a double
payment (LMP plus the savings of foregone energy purchases). On January 25, 2016, the United States Supreme Court reversed
the opinion of the U.S. Court of Appeals for the D.C. Circuit and remanded for further action, finding FERC has statutory authority
under the FPA to regulate compensation of demand response resources in FERC-jurisdictional wholesale power markets. The
United States Supreme Court also reversed the holding that FERC's Order No. 745 was arbitrary and capricious, finding that the
order included detailed support of the chosen compensation method.

On May 23, 2014, as amended September 22, 2014, FESC, on behalf of its affiliates with market-based rate authorization, filed a
complaint asking FERC to issue an order requiring the removal of all portions of the PJM Tariff allowing or requiring DR to be
included in the PJM capacity market, with a refund effective date of May 23, 2014. FESC also requested that the resuits of the May
2014 PJM BRA be considered void and legally invalid to the extent that DR cleared that auction because the participation of DR in
that auction was unlawful. However, in light of the United States Supreme Court's January 25, 2016 decision discussed above, on
January 29, 2016, FESC withdrew the complaint.

Capital Requirements

The centerpiece of FirstEnergy's regulated investment strategy is the Energizing the Future transmission expansion plan, with an
initial phase that includes $4.2 billion in investments from 2014 to 2017 to modernize FirstEnergy's transmission system. Through
2015, FirstEnergy's capital expenditures under this plan were $2.4 billion and in 2016 capital expenditures under this plan are
currently projected to be $1 billion. Planned capital expenditures for 2016 for Regulated Distribution, CES, and Corporate/Other
will be dependent upon the outcome of the Ohio Companies' ESP 1V and remain subject to Board approval.

Actual capital expenditures for 2015 by operating company and reportable segment are shown in the following tables. Such costs

include expenditures for the improvement of existing facilities and for the construction of transmission lines, distribution lines and
substations, and other assets.
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2015 Actual
Excluding
Pension/OPEB

2015 Pension/
OPEB Mark-to-

Operating Market Capital  Mark-to-Market
Company 2015 Actual” Costs Capital Costs
(In millions)

OE $ 198 § 37 % 161
Penn 60 8 52
CEl 122 3) 125
TE 45 (1) 46
JCP&L 303 45 258
ME 120 20 100
PN 163 23 140
MP 248 4) 252
PE 99 (2) 101
wp 137 — 137
ATSI 617 — 617
TrAlL 212 — 212
FES 512 1 511
AE Supply 82 — 82
Other subsidiaries 98 3 95
Total $ 3,016 $ 127  § 2,889

2015 Actual

2015 Pension/ Excluding

OPEB Mark-to-

Pension/OPEB

Market Capital Mark-to-Market
Reportable Segment 2015 Actual'” Costs Capital Costs
(In millions)

Regulated Distribution $ 1,290 $ 113 $ 1,177
Regulated Transmission 986 10 976
CES 626 4 622
Corporate/Other 114 —_ 114
Total $ 3,016 $ 127 $ 2,889

™ Includes an increase of approximately $127 million related to the capital component of the non-cash pension and OPEB mark-to-market
adjustment.

The following table presents scheduled debt repayments for outstanding long-term debt as of December 31, 2015, excluding capital
leases for the next five years. PCRBs that are scheduled to be tendered for mandatory purchase prior to maturity are reflected in
the applicable year in which such PCRBs are scheduled to be tendered.

2016 2017-2020 Total
(In millions)
FirstEnergy $ 1,039 $ 6,934 $ 7,973
FES $ 414 § 1,762 § 2,176
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The following tables display consolidated operating lease commitments as of December 31, 2015.

FirstEnergy

Operating Leases Lease Payments PNBV Net
(In millions)

2016 $ 197 $ 13§ 184
2017 122 3 119
2018 135 — 135
2019 116 — 116
2020 91 — 91
Years thereafter 1,438 — 1,438
Total minimum lease payments $ 2,099 $ 16 $ 2,083

' PNBV purchased a portion of the lease obligation bonds associated with certain sale and leaseback transactions. These arrangements
effectively reduce lease costs related to those transactions.

Operating Leases FES
(In millions)

2016 $ 131
2017 82
2018 101
2019 97
2020 68
Years thereafter 1,315

Total minimum lease payments $ 1,794

FirstEnergy expects its existing sources of liquidity to remain sufficient to meet its anticipated obligations and those of its subsidiaries.
FirstEnergy's business is capital intensive, requiring significant resources to fund operating expenses, construction expenditures,
scheduled debt maturities and interest payments, dividend payments, and contributions to its pension plan. During 2015, FirstEnergy
received $630 million of cash dividends and capital returned from its subsidiaries and paid $607 million in cash dividends to common
shareholders. In addition to internal sources to fund liquidity and capital requirements for 2016 and beyond, FirstEnergy expects
to rely on external sources of funds. Shori-term cash requirements not met by cash provided from operations are generally satisfied
through short-term borrowings. Long-term cash needs may be met through the issuance of long-term debt and/or equity. FirstEnergy
expects that borrowing capacity under credit facilities will continue to be available to manage working capital requirements along
with continued access to long-term capital markets. Additionally, FirstEnergy also expects to issue long-term debt at certain Utilities
and certain other subsidiaries to, among other things, refinance short-term and maturing debt in the ordinary course, subject to
market and other conditions. Additionally in 2016, FirstEnergy has minimum required funding obtigations of $381 million to its
qualified pension plan, of which $160 million has been contributed to date. FirstEnergy expects to make future contributions to the
qualified pension plan in 2016 with cash, equity or a combination thereof, depending on, among other things, market conditions.
In the future, FirstEnergy may consider equity issuances to fund capital requirements in the regulated operations.

Any financing plans by FirstEnergy, including the issuance of equity, refinancing of maturing debt and reductions in short-term
borrowings, are subject to market conditions and other factors. No assurance can be given that any such issuances, financings,
refinancings, or reductions in short-term debt, as the case may be, will be completed as anticipated. In addition, FirstEnergy expects
to continually evaluate any planned financings, which may result in changes from time to time.

FE and certain of its subsidiaries participate in three five-year syndicated revolving credit facilities with aggregate commitments of
$6.0 billion (Facilities), which are available until March 31, 2019. FirstEnergy had $1,708 million and $1,799 million of short-term
borrowings as of December 31, 2015 and 2014, respectively. FirstEnergy’s available liquidity under the Facilities as of January 31,
2016 was $4.1 billion.

In January 2016, FirstEnergy’s Board of Directors declared a quarterly dividend of $0.36 per share of outstanding common stock.

The dividend is payable March 1, 2016, to shareholders of record at the close of business on February 5, 2016. This dividend
equates to an indicated annual dividend of $1.44 per share and is consistent with the dividends declared in 2015.
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Nuclear Operating Licenses

In August 2010, FENOC submitted an application to the NRC for renewal of the Davis-Besse operating license for an additional
twenty years. On December 8, 2015, the NRC renewed the operating license for Davis-Besse, which is now authorized to continue
operation through April 22, 2037. Prior to that decision, the NRC Commissioners denied an intervenor's request to reopen the record
and admit a contention on the NRC's Continued Storage Rule. On August 6, 2015, this intervenor sought review of the NRC
Commissioners' decision before the U.S. Court of Appeals for the DC Circuit. FENOC has moved to intervene in that proceeding.

The following table summarizes the current operating license expiration dates for FES' nuclear facilities in service.

In-Service Current License

Station Date Expiration
Beaver Valley Unit 1 1976 2036
Beaver Valley Unit 2 1987 2047
Perry 1986 2026
Davis-Besse 1977 2037

Nuclear Regulation

Under NRC regulations, FirstEnergy must ensure that adequate funds will be available to decommission its nuclear facilities. As of
December 31, 2015, FirstEnergy had approximately $2.3 billion invested in external trusts to be used for the decommissioning and
environmental remediation of Davis-Besse, Beaver Valley, Perry and TMI-2. The values of FirstEnergy's NDTs fluctuate based on
market conditions. If the value of the trusts decline by a material amount, FirstEnergy's obligation to fund the trusts may increase.
Disruptions in the capital markets and their effects on particular businesses and the economy could also affect the values of the
NDTs. FE and FES have also entered into a total of $24.5 million in parental guarantees in support of the decommissioning of the
spent fuel storage facilities located at the nuclear facilities. As required by the NRC, FirstEnergy annually recalculates and adjusts
the amount of its parental guaranties, as appropriate.

As part of routine inspections of the concrete shield building at Davis-Besse in 2013, FENOC identified changes to the subsurface
laminar cracking condition originally discovered in 2011. These inspections revealed that the cracking condition had propagated a
small amount in select areas. FENQOC's analysis confirms that the building continues to maintain its structural integrity, and its ability
to safely perform all of its functions. In a May 28, 2015, Inspection Report regarding the apparent cause evaluation on crack
propagation, the NRC issued a non-cited violation for FENOC's failure to request and obtain a license amendment for its method
of evaluating the significance of the shield building cracking. The NRC also concluded that the shield building remained capable
of performing its design safety functions despite the identified laminar cracking and that this issue was of very low safety significance.
FENOC plans to submit a license amendment application related to the Shield Building analysis in 2016.

On March 12, 2012, the NRC issued orders requiring safety enhancements at U.S. reactors based on recommendations from the
lessons learned Task Force review of the accident at Japan's Fukushima Daiichi nuclear power plant. These orders require additional
mitigation strategies for beyond-design-basis external events, and enhanced equipment for monitoring water levels in spent fuel
pools. The NRC also requested that licensees including FENOC: re-analyze earthquake and flooding risks using the latestinformation
available; conduct earthquake and flooding hazard walkdowns at their nuclear plants; assess the ability of current communications
systems and equipment to perform under a prolonged loss of onsite and offsite electrical power; and assess plant staffing levels
needed to fill emergency positions. Thes