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Alliant Energy LNT 37.25 4,131.03 No Chg O / L 42 39

American Water Works Co. AWK 25.53 4,465.20 No Chg O / L 28 26

Aqua America, Inc. WTR 22.71 3,111.27 N / L O / L 24 22

Chesapeake CPK 40.42 383.99 N / A O / A 42 40

Progress Energy PGN 43.39 11,281.40 No Chg N / L 46 45

SJW Corp. SJW 26.15 489.01 No Chg N / L 27 26

TECO TE 18.00 3,825.00 No Chg N / A 18 16

Wisc. Energy WEC 57.74 6,836.42 No Chg N / L 64 62

Xcel Energy XEL 23.52 10,866.24 N / L O / L 25 24
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Action

Solid sector stock price support has moved most utility stocks to expected full
value despite valuation benefit from lower dividend tax rate. Lowering ratings on
CPK, WTR and XEL to Neutral following stock price support. We maintain our
near-term Neutral sector outlook but upside is possible if clarity emerges around US
energy policy, potentially in 1H11. We recommend an overweighting in water utilities
where EPS growth benefits from accelerated infrastructure investment.

Summary

• Increasing multiple price targets by 5-7%. The extension of a lower tax rate on
stock dividends is expected to make dividend paying stocks slightly more attractive
to investors.

- While EPS growth, dividend growth/yield, and investment risk play important roles
in company-specific valuation, we believe electric, natural gas, and water utilities
are fully valued at P/E multiples of 13-14x, 16-17x, and 20-24x 2012E EPS,
respectively.

- Average NTM P/E multiples since the adoption of a lower dividend tax rate are:
electric - 13.9x, natural gas - 14.4x and water - 21.6x. While current average P/E
multiples on 2012E EPS are: electric - 12.8x, natural gas - 15.8x and water - 17.7x.

• Lowering ratings on CPK, WTR and XEL to Neutral from Outperform.

- Despite upward revision to our target prices, solid stock price support has moved
CPK, WTR and XEL to what we believe are appropriate valuations.

- We believe these companies should remain core long-term holdings.
• Sector Overview:

- Our near-term sector outlook is Neutral reflecting solid stock price support and
continued, slowed EPS growth due to significant federal policy uncertainty, which
has reduced infrastructure investment from robust levels. Water utilities are an
exception, as they continue to invest at heightened levels.

- Our medium-term (2012-2013) sector outlook is Positive, as we expect
environmental standards could facilitate the reacceleration of infrastructure
investment, most likely the next investable theme for utilities.

- Our long-term sector outlook remains Positive, as we expect infrastructure
investment of over $1 trillion should return EPS growth to 5-7% annually, helping
boost sector valuations and fuel attractive total returns.

• Top ideas : HE, UIL, CWT and AWR.

- See Details section for brief investment thesis.
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Details

Top ideas : HE, UIL, CWT and AWR.
• HE: With regulatory modifications now in place, improved YOY EPS performance is

expected to fuel stock price upside.
• UIL: Following the acquisition of three natural gas LDCs, EPS growth expectations

could increase as UIL lays out its strategy.
• CWT and AWR: Both expected to benefit with much improved YOY EPS performance

in the 4Q10 and 2011, following recent California rate relief.

Valuation and Risk
• LNT Valuation. Our $42 target price reflects a 13.5x P/E multiple of our 2012 EPS

estimate, or in line with its regulated utility peers when fully valued. Some additional
upside to our target price exists as LNT demonstrates that its pipeline of infrastructure
investments position the company well to provide above-average EPS growth.

- LNT risks include state/federal regulation, weather, natural gas wholesale pricing,
and acquisition integration risk.

• AWK Valuation. Our $28 price target is 16.5x our 2012 EPS estimate, we believe a
discount to its peers when fully valued due to lower earned ROEs is deserved. Upside
to our target price exists as margins improve via rate relief and longer-term
infrastructure investment opportunities.

- AWK risks include state/federal regulation, decreased water consumption, acquisition
integration risk, water supply (notably in CA), balance sheet risk related to potential
goodwill write-downs, and the water industry valuation premium.

• WTR Valuation. Our $24 target price reflects a 23x P/E multiple of our 2012 EPS
estimate, or a slight premium to its regulated water utility peers when fully valued.
reflecting our expectations for above-average EPS growth of 8-10% per year and
generally more constructive regulatory mechanisms that facilitate earnings consistency.

- WTR risks include state/federal regulation, decreased water consumption, acquisition
integration risk, and the water industry valuation premium.

• CPK Valuation. Our 12-month price target of $42 is 16x our 2012 EPS estimate, or a
slight premium to its peers given above-average EPS growth expectations.

- CPK risks include state/federal regulation, weather, natural gas/propane wholesale
pricing, competitive pressures in its propane segment, and acquisition integration risk
(especially regarding the recent FPU acquisition).

• PGN Valuation. Our 12-month price target of $46 is 13.5x our 2012 EPS estimate,
when adjusting for an estimated $1-2/share incremental value associated with PGN's
synfuel-related tax credit carry forwards. We believe a P/E multiple in line with its
regulated peers is appropriate reflecting improving regulatory environment in Florida,
accelerating infrastructure investment opportunities in the Carolinas, and an
above-average dividend yield.

- PGN risks include state/federal regulation, weather, natural gas/coal/oil wholesale
pricing, electricity wholesale pricing, and acquisition integration risk.

• SJW Valuation. Our price target of $27 is 22.5x our 2012 EPS estimate. We believe a
premium to its peers when fully valued, reflects above-average earned ROEs and
attractive EPS growth prospects.

- SJW risks include state/federal regulation, decreased water consumption, acquisition
integration risk, water supply (notably in CA), balance sheet risk related to potential
goodwill write-downs, the water industry valuation premium, and real estate valuation
risk.

• TE Valuation. Our 12-month price target of $18 is 12.8x our 2012 EPS estimate is a
discount to its peers, reflecting the volatility of coal earnings.

- TE risks include unseasonably warm/cold weather, commodity price fluctuations
(particularly coal), state/federal regulation, and macroeconomic swings impacting
regulated and unregulated operations.
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• WEC Valuation. Our 12-month price target of $64 is 14.5x our 2012 EPS estimate. We
believe a modest premium to its electric/gas utility peers, when fully valued, is
appropriate. This reflects above-average EPS growth driven by pre-approved rate base
additions recovered through enhanced recovery mechanisms.

- WEC risks include commodity price volatility, state/federal regulation, and
unfavorable weather risk.

• XEL Valuation. Our 12-month price target of $25 is 13.5x our 2012 EPS estimate a
multiple in line with its peers in Baird's Electric/Gas Utility group when fully valued. This
reflects our expectations for consistent 5-7% EPS growth over the next decade, due to
enhanced regulatory recovery mechanisms for its accelerated utility infrastructure
investment programs.

- XEL risks include fluctuations in wholesale energy prices and associated purchased
power costs, state/federal regulation, acquisition risk, and risks associated with
unfavorable weather.
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Appendix - Important Disclosures and Analyst Certification

Robert W. Baird & Co. and/or its affiliates expect to receive or intend to seek investment banking related
compensation from the company or companies mentioned in this report within the next three months.
Investment Ratings: Outperform (O) - Expected to outperform on a total return, risk-adjusted basis the broader
U.S. equity market over the next 12 months. Neutral (N) - Expected to perform in line with the broader U.S. equity
market over the next 12 months. Underperform (U) - Expected to underperform on a total return, risk-adjusted
basis the broader U.S. equity market over the next 12 months.
Risk Ratings: L - Lower Risk - Higher-quality companies for investors seeking capital appreciation or income with
an emphasis on safety. Company characteristics may include: stable earnings, conservative balance sheets, and an
established history of revenue and earnings. A - Average Risk - Growth situations for investors seeking capital
appreciation with an emphasis on safety. Company characteristics may include: moderate volatility, modest
balance-sheet leverage, and stable patterns of revenue and earnings. H - Higher Risk - Higher-growth situations
appropriate for investors seeking capital appreciation with the acceptance of risk. Company characteristics may
include: higher balance-sheet leverage, dynamic business environments, and higher levels of earnings and price
volatility. S - Speculative Risk - High-growth situations appropriate only for investors willing to accept a high
degree of volatility and risk. Company characteristics may include: unpredictable earnings, small capitalization,
aggressive growth strategies, rapidly changing market dynamics, high leverage, extreme price volatility and
unknown competitive challenges.
Valuation, Ratings and Risks. The recommendation and price target contained within this report are based on a
time horizon of 12 months but there is no guarantee the objective will be achieved within the specified time horizon.
Price targets are determined by a subjective review of fundamental and/or quantitative factors of the issuer, its
industry, and the security type. A variety of methods may be used to determine the value of a security including, but
not limited to, discounted cash flow, earnings multiples, peer group comparisons, and sum of the parts. Overall
market risk, interest rate risk, and general economic risks impact all securities. Specific information regarding the
price target and recommendation is provided in the text of our most recent research report.
Distribution of Investment Ratings. As of December 31, 2010, Baird U.S. Equity Research covered 633
companies, with 49% rated Outperform/Buy, 50% rated Neutral/Hold and 1% rated Underperform/Sell. Within these
rating categories, 17% of Outperform/Buy-rated, and 11% of Neutral/Hold-rated companies have compensated
Baird for investment banking services in the past 12 months and/or Baird managed or co-managed a public offering
of securities for these companies in the past 12 months.
Analyst Compensation. Analyst compensation is based on: 1) The correlation between the analyst's
recommendations and stock price performance; 2) Ratings and direct feedback from our investing clients, our sales
force and from independent rating services; and 3) The analyst's productivity, including the quality of the analyst's
research and the analyst's contribution to the growth and development of our overall research effort. This
compensation criteria and actual compensation is reviewed and approved on an annual basis by Baird's Research
Oversight Committee. Analyst compensation is derived from all revenue sources of the firm, including revenues
from investment banking. Baird does not compensate research analysts based on specific investment banking
transactions.A complete listing of all companies covered by Baird U.S. Equity Research and applicable research
disclosures can be accessed at
http://www.rwbaird.com/research-insights/research/coverage/research-disclosure.aspx .
You can also call 1-800-792-2473 or write: Robert W. Baird & Co., Equity Research, 24th Floor, 777 E. Wisconsin
Avenue, Milwaukee, WI 53202.
Analyst Certification. The senior research analyst(s) certifies that the views expressed in this research report
and/or financial model accurately reflect such senior analyst's personal views about the subject securities or issuers
and that no part of his or her compensation was, is, or will be directly or indirectly related to the specific
recommendations or views contained in the research report.
Disclaimers
Baird prohibits analysts from owning stock in companies they cover.
This is not a complete analysis of every material fact regarding any company, industry or security. The opinions
expressed here reflect our judgment at this date and are subject to change. The information has been obtained from
sources we consider to be reliable, but we cannot guarantee the accuracy.
ADDITIONAL INFORMATION ON COMPANIES MENTIONED HEREIN IS AVAILABLE UPON REQUEST
The Dow Jones Industrial Average, S&P 500, S&P 400 and Russell 2000 are unmanaged common stock indices
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used to measure and report performance of various sectors of the stock market; direct investment in indices is not
available.
Baird is exempt from the requirement to hold an Australian financial services license. Baird is regulated by the
United States Securities and Exchange Commission, FINRA, and various other self-regulatory organizations and
those laws and regulations may differ from Australian laws. This report has been prepared in accordance with the
laws and regulations governing United States broker-dealers and not Australian laws.
Copyright 2011 Robert W. Baird & Co. Incorporated
Other Disclosures
UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which
Robert W. Baird Limited holds an ISD passport.
This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the
Financial Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment
professionals and may not be distributed to private clients. Issued in the United Kingdom by Robert W. Baird
Limited, which has offices at Mint House 77 Mansell Street, London, E1 8AF, and is a company authorized and
regulated by the Financial Services Authority. For the purposes of the Financial Services Authority requirements,
this investment research report is classified as objective.
Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.
RWBL is regulated by the Financial Services Authority ("FSA") under UK laws and those laws may differ from
Australian laws. This document has been prepared in accordance with FSA requirements and not Australian laws.
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