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Quantitative Profiles

Monthly insights for equity
management

[l Risk leads, value nipping at its heels

Whereas we noted that in the middle of August, value was starting to outperform
risk, beta edged out value for the month. Risk-based strategies have yielded 120
percentage points since March, but value strategies have been close behind with
an average return of 93 percentage points. We recommend focusing on valuation
as opposed to beta, because eventually, beta rallies give way to periods during
which valuation measures outperform by the widest margin.

Last year’s winners are this year’s losers

In keeping with the market's reversal, last year's best performing balance sheet
quality factors are showing up as the laggards, and stable growth factors have
underperformed in the year to date. Our work suggests that whereas these
strategies tend to offer the best downside protection, they generally underperform
during early stages of a market recovery.

What’s wrong with Relative Strength? Look at VIX levels
Unlike most factors which reversed trend in ‘09, Relative Strength (p. 15) has
been ailing since June ‘08 and was the worst performing factor this month. The
return/risk trade-off for this factor is quite attractive over time, and its recent failure
- along with that of other momentum strategies - is typical of volatile markets.
Historically, the worst periods of underperformance of Relative Strength have
been accompanied by elevated levels volatility. When the VIX approaches more
“normal” levels, Relative Strength should begin to work.

Chart 1: The trend is your friend: Volatility hurts Relative Strength performance
1986 to 2009 relative returns vs. CBOE VIX levels
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Bankof America ”>/
Merrill Lynch

Savita Subramanian +1 646 855 3878

" Quantitative Strategist
MLPF&S
savita_subramanian@mi.com
Yue Xu, CFA - +1 646 855 5982
Quantitative Strategist
MLPF&S
Top 5 screens in August 2009 Perf
High Beta 19.6%
Low Price/Book 19.2%
Small Size 17.2%
Low Price/Sales 16.2%
Forward Earnings Yield 15.0%
S&P 500 (Equal-weighted) 5.6%
Source: BAS-ML US Quantitative Strategy
Btm 5 screens in August 2009 Perf
Refative Strength 0.7%
DDM Alpha ’ 1.3%
ROE (1 Yr Adj by Debt) 21%
High Ouration 22%
Alpha Surprice 25%
S&P 500 (Equal-welghted) : 5.6%

Source; BAS-ML US Quantitative Strategy

Disclaimer: The valuations and screens contained hereln are
useful in assessing comparative valuations and comparative
eamings prospects and are not intended to recommend
transactions relating to any specific security. These indicators
should be used in investment decisions only with other factors
including financlal risk, investment risk, management strategies
and operating and financlal outiooks.

Merrill Lynch does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may
have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their

investment decision.
Refer to important disclosures on page 51 to 52. Analyst Certification on Page 50.
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Quantitative Profiles

Monthly insights for equity
management

Il Another argument for value over beta - reward to risk

Beta was the best-performing strategy for the month, quarter and in the year to
date. High beta companies outperformed the benchmark by 33 percentage points
in the third quarter and by 74 percentage points in the year to date. Given these
astronomical gains, shifting to a valuation bias might be warranted. For the long
haul, valuation strategies generally offer higher return and lower volatility than a
strategy of just buying beta. (See Chart 1, below.)

No mo (yet)

Unlike most other strategies which saw deep “V"-shaped performance trends over
the last twelve months, Relative Strength, our price momentum factor, has
underperformed over the same period, and turned in the worst performance of all
strategies last month. The efficacy of this factor is better during low volatility
environments, and the strategy generally underperforms when the VIX is above
20. If volatility continues to decline, momentum strategies should begin to kick in.

Foreign exposure- the run may be done

Our Foreign Exposure strategy has moved in tandem with the US dollar's decline
beginning in '02. This strategy has outperformed the market by about 4
percentage points per annum over the last seven years. Such substantial
outperformance may not be sustainable, especially if the dollar begins to stabilize,
as our BofAML Currency Strategy group is predicting for next year.

Chart 1: Valuation: a safer bet
Most valuation strategies offer higher return and lower risk than a strategy of buying beta
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savita.subramanian@baml.com
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MLPF&S

Top 5 screens in Q309 Perf
High Beta 54.2%
Small Size 45.8%
Low EPS Torpedo 42.2%
Low Price/Book 39.7%
EPS Est Dispersion - 39.6%
S&P 500 (Equal-weighted) 21.3%

Source: BofA Merrill Lynch US Quantitative Strategy

Btm 5 screens in Q309 Perf
Refative Strength 8.4%
DDM Alpha 102% -
ROC 12.5%
ROE (1-Yr Avg Adj by Debt) 13.1%
ROA 13.2%
S&P 500 (Equal-weighted) 21.3%

Source: BofA Merrill Lynch US Quantitative Strategy

Disclaimer: The valuations and screens contained hereln are
useful in assessing comparative valuations and comparative
earings prospects and are not intended to recommend
transactions relating to any specific security. These indicators
should be used In investment decisions only with other factors
including financial risk, investment risk, management strategies
and operating and financial outiooks.

Trading ideas and investment strategies discussed herein may give rise to significant risk and are not suitable for all investors. Investors should have experience in

FX markets and the financial resources to absorb any losses arising from applying these ideas or strategies.

Merrill Lynch does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may
have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their

investment decision.
Refer to important disclosures on page 51 to 52. Analyst Certification on Page 50.
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| Bond Search Research Bonds Search Bondsontine| __——|[g0]

Beat the Street: Merrill Lynch pays $2000 - I pay $10? How smart am I? Ratecurve.com

Bonds Online Home Center C a v Bonds Spreads Partner Market Place

& print vinsion 7 rorweno 10 A Friene Wmooinanx (T conract us

Home
BondsOnline offers Corporate Debt spread deta for industriels, Utilities, Transportation, Banks, and Finance (non-bank). This
Today's Market veluable information is evailable daily, or historically back to January 1899 for each of the sectors, end is availeble for
Chert Center purchese in ona of two ways:
Search/Quote Center
> Purchase a single report
Quote Center > $29 per sector, per dey)
Corporate/Agency Bonds
Intraday Quotes Subscribe and get all of the eectors on a dally basis (call us for Information — 800.883,1808)
Historical Prices/Yields Reuters Corporate Spreads for Utilities*
Trade Corporates Rating 1yr 2yr 3yr Syr Tyr 10yr 0yr 7 NS DIRECT
Composite Bond Yiside >
Aaa/AAA 8 1" 13 20 28 28 37
international .
Spreads AalipA+ 8 12 " 21 20 30 47
Corporate Bands FAQ
1
Global Securities Prices Aa2ipA 1 15 18 24 32 38 57
Munlcipal Bond Sesrch - Search for
US Corporate Bond Sprasds AadAA- 11 18 2 28 39 50 &7 bonds by state, maturity & credit, REC
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Newsiottars Bai/BB+ 240 a2 205 227 170 200 150 Yieid and Income Newsletter: A must have for
income investora. subsorbe NOW
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Sitemap
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Contact
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Find an Inveatment Professional
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Investment Grade Evaluation Methodology

Reuters provides evaluations on over 80,000 US and international investment grade
instruments. The evaluation process is as follows:

Collecting Dealer Markets

Reuters employs eight investment grade evaluators with extensive trading and bond sales
experience. Each evaluator is assigned to specific sectors. Their major responsibility is to
contact the major dealers and brokers, bond brokers and smaller regional dealers to obtain
accurate and timely spread information. Below are methods for collecting these spreads:

e Direct Dealer Solicitation — evaluators call actual trading desks throughout the
day for current spreads. Reuters maintains relationships with all major market
makers. Evaluators will engage in gathering dealer quotes throughout the day and
use the information collected as a source for pricing.

e TRACE — NASD has mandated corporate bond trades to be reported on a delayed
basis. Our evaluators have access to this trade data and will incorporate this
information into their daily evaluations. Trade information is available on over
24,000 bond issues.

e RTFI — Reuters Trading for Fixed Income is an electronic trading system that
Reuters’ clients use to facilitate corporate bond trading. The evaluators will pay
close attention to institutional size markets. These markets represent where major
dealers would buy or sell bonds.

e Reuters Electronic Contribution Network is a means for Reuters’ clients and other
established relationships to provide contributed pricing on over 20,000 bonds
daily. Contributors include “non-dealer” sources such as ISMA and stock market
exchanges.

Reuters obtains many quotes on issuers and individual securities, but does not use an
average of these quotes. Evaluators must determine which dealers are making the best
markets. This is usually determined by the presence of a two-sided market (bid and
offer) and historical accuracy.

The values for the spreads are generated by Reuters corporate bond evaluators using a
series of steps. Reuters Pricing Service (RPS) prices corporate bonds at a spread above
the underlying treasury issue. The sector spread is then established from the expertise of
the Evaluator as well as the input from the street contacts. Finally, a matrix is developed
based on the sector, rating and maturity.

An evaluator from RPS checks each value for each sector on a daily basis, at 3 p.m. EST.
If there is no change, the value will remain as is. Because the spreads are predicated on
market movements, there are no scheduled value changes.

The below table depicts the number of quotes obtained in selected sectors on a daily
basis.



Sector Number of quotes obtained on daily

basis
Airlines 150

Industrials 1,000
Utilities 300
Bank and Finance 750
1 Yankees 300
B Emerging Market 400

Automotive 1,500

International 20,000
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Back to Web Site

Moody's S&P Fitch Definitions

Aaa AAA AAA Prime. Maximum Safety
Aal AA+ AA+ High Grade High Quality
Aa2 AA AA

Aa3 AA- AA-

Al A+ A+ Upper Medium Grade
A2 A A

A3 A- A-

Baal BBB+ BBB+ Lower Medium Grade
Baa2 BBB BBB

Baa3 BBB- BBB-

Bal BB+ BB+ Non Investment Grade
Ba2 BB BB Speculative

Ba3 BB- BB-

B1 B+ B+ Highly Speculative

B2 B B

B3 B- B-

Caal CCC+ CcCC Substantial Risk

Caa2 CCC - In Poor Standing

Caa3 CCC- -

Ca - - Extremely Speculative
C - - May be in Default

- - DDD Default

- - DD

- "D D

Moody’s Moody’s Investor Servicel-212-553-1658

S&P Standard & Poor’s Corporation1-212-438-7307

Fitch Fitch Ratings1-212-908-0500

Important Note:

Information herein is believed to be reliable but Bondsonline Group, Inc. doesn’t warrant its completeness or accuracy.

http://bondsonline.com/print/Bond_Ratings Definitions.php
[
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U.S. power stocks charge ahead as risks mount | Reuters.com Page 1 of 1

REUTERS

Print | Close this window

U.S. power stocks charge ahead as risks mount

Mon Jun 4, 2007 7:02am EDT

NEW YORK (Reuters) - U.S. electricity company stocks have retumed to health, posting market-
leading retums over the past two years as steady economic growth helped work off a glut in
supply and companies cleaned up their balance sheets.

Over the past year, U.S. utility and power stocks have rallied 31 percent, and even with investor
profit taking over the past few weeks, they have outperformed the broader Standard & Poor
500 .SPX index's 21 percent gain.

That is good news for investors, who saw the Standard & Poor's Utility index shed more than half
its value in 2001 and 2002 on the gloom caused by the collapse of Enron Comp., the California
energy crisis, an overcapacity in power generation and plummeting industry credit ratings.

Those problems are now just distant memonies.

"Utility stocks have been the darlings of the market," said Timothy O'Brien, portfolio manager for
Evergreen Investments' utility fund, with $750 million under management.

"I would say they're not cheap, but | don't know that it would be fair to say they're expensive."

But along with the resurgence, the industry faces new risks, from the growing movement to
regulate carbon emissions to the aging network under ever-increasing pressure from consumers
and regulators.

Those issues, as well as the shifting landscape in the global oil markets, the shamp rise in
alternative energy systems and the difficulties facing large consumers of gas and power will all be
in focus at the Reuters Global Energy Summit from June 4-7.

Reuters journalists in New York, London and Singapore will sit down with industry players from
QPEC, major power companies, oil producers and refiners to discuss their views on the sector
that reaches deep into nearly every business across the giobe.

The rising impact of measures to control carbon emissions and stem climate change are
changing the way industry operates. Even with those challenges, demand for nearly every form
of energy is rising, particularly in China and India due to torrid economic growth, but also in the
mature Westem economies.

In the power sector, wholesale power companies have fared the best, operating in some of the
deregulated 4.S. regions where demand growth has caught up with the oversupply that
depressed prices after the industry added dozens of power plants from 1998 to 2002.

That demand growth may slow as consumers trim back their usage in the face of rising prices,
but so far, no impact has been felt.

In arecent note to investors, Credit Suisse analysts forecast U.S. electricity demand would slow
from about the current 1.75 percent annual growth to about 0.5 percent in 2020.

"I'm surprised frankly that it hasn't had a dampening effect on the economic growth already, but it
apparently hasn't,"” O'Brien said.

(For summit blog: summitnotebook reuters.com/)

@ Thomson Reuters 2007. All rights reserved. Users may dawnload and print extracts of content from this website for their

own | and ial use only. fion or ion of Thomson Reuters content, including by framing
or srmilar means |s expressly prohlbned without the prior written consent of Thomson Reuters. Thomson Reuters and its logo
are reg or ks of the Thomson Reuters group of companies around the world.

Thomson Reuters journalists are subject to an Editorial Handbook which requires fair presentation and disclosure of relevant interests.

http://www.reuters.com/articlePrint?articleld=USN0136510020070604 10/26/2009
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Rate Case History Rate Rate| Rete on| /Yot Test| Rete [

Incrense | Change/Revanue |  Base | Seuity Cap Yane Boss | veluation Lag
| Statietics and Graphs Sate Case Sarvice Seta| (o) )| M| o) (w) End|  ($M)| Mathed [(months)
— CaMomia | Southern California Edison Ca, A8:07-11-011 | Electric|3/12/2009|  308.1 260 .75 11.50) 48.00/12/2009|12,766.5| Average T1s
B Events J Connecticit United Iumineling Co, D-08-07-04| Electric| 2/4/2009 6.1 050 759| 8.75 50,00|12/2007| 498.7| Average 6
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Site content and design Copyright © 2009, SNL Financial LC
Usage of this product Is governed by the

SN Fioancial LC, One SNL Plaza, PO Box 2124, Charlotteswille, Virginla 22902 USA, (434) 977-1600
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INDUSTRY STUDY

ELECTRIC UTILITY QUALITY MEASURES: Rankings and Trends
Calendar Years 2004-2008 and 12 Months Ended June 30, 2009

Capital market challenges and weaker earnings attributable to a sales slowdown resulting from the
recession and adverse weather this year have been the primary factors behind the continued erosion of utility
financial quality as of June 30, 2009, as gauged by the statistics in this report. Significant rate case decisions
that have been issued over the last six-to-12 months will offset the downward-trend to some extent, as the
impacts of these decisions are reflected in the companies’ results. During the first half of 2009, $2.3 billion of
electric base rate increases were authorized in 30 cases, versus $1.3 billion during the first half of 2008 (17
cases). Similarly, $249 million of gas base rate increases were authorized during the first half of 2009 in 15
cases, versus $182 million during the first half of 2008 in 11 cases (See the Special Report, Major Rate Case

Decisions-January-June 2009 for details).

The industry’s average earned return on equity, which had declined from 12% in calendar-2007, to
11.5% in calendar-2008, slipped below 11% to the 10.9% level for the most recent 12-month period ended
June 30, 2009. During the second quarter 2009, earnings per share for the 47 companies we follow declined
6% on average (See Appendix C). Despite the recent income statement and related ROE erosion, the financial
health of the industry remains well above that experienced in the years 2000-2002, when most ratios
deteriorated meaningfully in response to competitive problems and higher-risk investments.

This report is largely based on information contained in the SNL Energy database, which is compiled
from the 10-K, 10-Q, and FERC Form 1 filings of utility parent and subsidiary companies. In some cases, certain
utilities provide less detail in these federal filings than we need for all of our calculations. Where possible, we fill
voids with alternative calculations. If not possible, we mark the data n.a. or n.m. Tables I through XI utilize
consolidated holding company data in computing the various quality measures for 47 companies. Therefore, the
resulting qualitative statistics are impacted by the positive or negative effects of non-utility activities.

Regarding the consolidated earnings included in our calculations, the effects of non-recurring items,
such as discontinued operations, write-offs, mark-to-market valuation changes, prior-period tax settlements, or
other one-time accounting adjustments, are generally removed. These “adjusted” earnings are compiled from
Thompson First Call and represent a consensus of analyst estimates. This alteration in our source and
methodology for calculating consolidated earnings has resulted in some changes to prior-period ratios.
Accordingly, comparisons with previous publications of the Electric Utility Quality Measures may not show
consistent results. Note that earnings for utility subsidiaries are also adjusted for most non-recurring items
using the SNL database. However, due to limitations caused by SEC reporting practices, subsidiary earnings are
not adjusted for period tax settlements. Subsidiary earnings also do not reflect subjective one-time

adjustments.

The foilowing paragraphs inciude discussions of the specific measures covered in this report. Financiai
ratio definitions and clarifications are shown in Appendix A. Annual earnings per share (EPS) that provide a
basis for our consolidated income calculations are shown in Appendix B.

Table I - Financial Statement Data - This table provides the basic dollar statistics, in millions, that were
used to calculate the current quality measures listed in Tables II and IV - XI. The 47-company totals, shown at
the bottom of Table I in billions of dollars, represent a proxy for total industry financial statistics as of June 30, .

2009.

Table IT - Summary of Quality Rankings - This two-page table summary displays the current utility
rankings for eight quality measures. Data for these measures are presented in greater detail in Tables IV
through XI.

Table III - Alphabetical Listing — Three-Year Growth Rates - This table shows the rankings of three-year

growth rates for dividends per share, EPS, and book value per share.

Table IV - Pretax Interest Coverage - This is perhaps the most important measure utilized by rating
agencies and bond analysts in determining credit quality. The average interest coverage stood at 3.14x for the
12 months ending June 30, 2009, down slightly from the calendar-2008 level of 3.33x, and considerably below
the 3.52x for calendar-2007. Avérage interest coverages were higher during the 1990’s, declined during the
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difficult 2000-2002 period, and then improved considerably from 2003-2007. The five- year average pretax
coverage was 3.22x.

Table V - Overall Fixed Charge Coverage - This is a broader measure of after-tax income protection for
bondholders and preferred stockholders. While a combination of significant refundings, redemptions, and other
capital restructurings, in combination with an overall enhancement of earnings had helped strengthen this ratio
over the past several years, the recent slowdown in profits and higher borrowing costs of late have weakened
this ratio for many companies. The industry’s average overall fixed charge coverage was 2.49x for the 12
months ending June 30, 2009, representing a meaningful reduction from the industry-average high of 2.61x,
achieved for calendar-2007. The five-year average was 2.39x.

Table VI - Cash Flow Coverage of Dividend - This measure of dividend safety declined for the 12 months
ending June 30, 2009, to 4.24x, from a recent high of 4.48x for calendar-2008. The level achieved last year
occurred following a multiple-year period of rapid earnings growth, during which cash flow was also enhanced
by a pronounced increase in base rate activity and an array of cost-cutting and productivity measures.
Coincidentally, the pace of dividend increases, which had been accelerating for several years (2004-2007),
subsided somewhat in 2008. We note that several utilities in our 47-company universe reduced or eliminated
dividends during the years 2001-2004. Then, following a nearly four-year hiatus during which no company cut
its dividend, three utilities have announced reductions over the past 18 months. Due to various dynamics in
play over the past few years, this ratio has experienced the most variation of any in this study. -

Table VII - Dividend Payout Ratios - The composite dividend payout ratio was 64% for the 12-months
ended June 30, 2009, up from 61% in 2008 and considerably above the 60% in 2007. The recent upward trend
in the payout is attributable largely to weakened earnings -- our analysis of industry dividend activity (Utility
Dividend Changes: Mid-Year Review, dated July. 15, 2009) indicate that 32 companies increased dividends in
2008, down from 34 in 2007, but up from 26 in 2005. During the first six months of 2009, 18 companies raised
dividends, versus 24 during the first six months of 2008. The average payout for the last five years was 61%.

Table VIII - Return on Common Equity — The average 12-month ROE, which peaked around 15% in the
mid-1980’s had declined to a low near 10% in 2002. The earnings recovery that commenced in 2003 led to the

gradual improvement in the average ROE up to the 12% achieved in calendar-2007. Since that time, earnings
erosion coincident with slow recessionary sales has resuited in a gradual decline in the industry average ROE.
The average ROE for 12-months ended June 30, 2009 was 10.9%, below the five-year, 2004-2008 average of

11.6%.

Table IX - Return on Total Capital - This calculation is designed to measure the relative combined
efficiency with which all forms of capital are used by a company to produce profits, by comparing pre-dividend
earnings to total capitai employed (including short-term debt). Like ROE above, return on capital increased
gradually from 2003, achieving a peak of 4.8% in 2007 and 4.4% in 2008, Since that time, pressures on profits
have eroded this measure to the 4.2% level for the 12-months ended June 30, 2009. The five-year (2004-

2008) average was 4.6%.

Table X - Capital Structure Data - This table shows the allocation of capital among debt, preferred stock
{(includes minority interest and non-controliing interest), and common equity. As of June 30, 2009, the common
equity component of total capital (including short-term debt) averaged 42.5%, an increase from the 41.4%
level at year-end 2008. The five-year 2004-2008 average was 42%. Table I shows that the total capital of our

47-company group now approximates $582 billion.

Table XI - Market Value to Earnings Before Interest, Taxes, Depreciation, and Amortization (EBITDA) -

This calculation is a rough measure of how investors value the underlying operating profitability of the
companies {(before capital, income tax, and non-cash expenses). As of June 30, 2009, the average market-
value/EBITDA was 3.7x, down considerably from the 5.1x year-end 2007 level, owing to a combination of
reduced stock prices and lower earnings. The five-year 2004-2008 average was 4.7x.

Table XII and XIII - Quality Measures - Utility Subsidiaries Only - These tables provides several years of

data for the 83-utility operating company group. The table covers seven separate quality measures and is
designed to assist credit analysts who need utility-only data.

Tom Serzan

Geetha Ramachandran

©2009, Regulatory Research Associates, Inc. All Rights Reserved. Confidential Subject Matter. WARNING! This report contains copyrighted subject matter
and confidential information owned solely by Regulatory Research Associates, Inc. ("RRA”). Reproduction, distribution or use of this report in violation of
this license constitutes copyright infringement in violation of federal and state law. RRA hereby provides consent to use the “email this story” feature to
redistribute articles within the subscriber’s company. Although the information in this report has been obtained from sources that RRA believes to be

reliable, RRA does not guarantee its accuracy.



RETURN ON AVERAGE COMMON EQUITY

The results have been considered not meaningful if

Return on Equity is greater than 30 or less than -5

Table VIII
12 mos. 5-Yr Avg RANKING OF RETURN ON AVERAGE COMMON EQUITY
Company 06/30/09 2008Y 2007Y 2006Y  2005Y 2004Y 2004-2008 Rank 12 Months: 06/30/2009 5-Yr Avg 2004-2008
(%) (%) (%) (%) (%) . (%) (%) (%) ’ (%)
Alleg Energy 12.5 14.5 16.6 16.4 9.8 5.7 12.6 1 Exelon 26.2  Exelon 242
Allete 9.3 10.5 124 12.2 11.7 9.8 11.3 2 DPL Inc 23.5 CenterPoint 1229
Alliant 8.3 97 11.2 10.0 10.8 8.2 10.0 3 PS Ent Group 204 DPLinc 207
Ameren Corp 8.8 9.0 10.2 8.9 10.3 10.4 9.8 4 Domin Resources 19.5 PPL Comp 17.6
American El Power 111 12.6 123 1.9 12.1 11.2 12.0 5 CenterPoint 17.7  Sempra Energy 16.8
Avista 8.2 7.7 4.2 87 5.9 6.5 6.6 6 FirstEnergy 15.8 PS Ent Group 16.4
CenterPoint 17.7 23.2 238 253 193 nm 229 7 Entergy 14.9 Domin Resources 155
CH Energy 6.8 6.7 8.2 76 89 8.7 8.0 8 FPL Group 143  Southem Co 146
Cleco Comp 8.0 9.9 8.4 9.6 121 12.3 10.4 9 Sempra Energy 14.1 Consteliation 14.4
CMS Energy 11.2 128 9.1 10.9 9.3 8.0 100 10 NSTAR 13.8 Edison Intl 142
Con Edison 84 8.7 10.8 9.6 10.2 9.2 9.7 11 OGE Energy 13.6 OGE Energy 136
Consteliation 101, 15.0 16.9 138 13.5~ 126 14.4 12 Southem Co 13.5  FirstEnergy 134
Domin Resources 19.5 188 15.0 15.4 143 139 155 13 Edison Intl 134 NSTAR 134
DPL Inc 235 25.6 227 18.8 143 223 20.7 14 PPL Corp 129 Entergy 131
DTE Energy 9.7 8.0 8.2 8.9 10.2 7.9 86 15 Alleg Energy 125 FPL Group 130
Duke Energy 6.8 73 6.7 10.1 10.2 8.6 8.6 16  PG&E Corp 11.7  Alleg Energy 126
Edison Intl 134 14.1 15.1 141 16.4 113 14.2 17 Wisc Energy 11.4 TECO Energy 12.2
Entergy 149 16.5 145 12.5 11.7 10:3 131 18  CMS Energy 11.2 PG&ECorp i2.1
Exelon 26.2 26.3 29.0 228 224 20.6 24.2 19 American El Power 111 American El Power 12.0
FirstEnergy 158 16.3 146 139 11 13 134 20 SCANA Corp 11.0  Great Plains 118
FPL Group 143 13.8 135 13.0 124 123 13.0 21 UIL Holdings 10.8 SCANA Corp 11.6
Great Plains 78 6.7 9.2 121 140 16.8 11.8 22 Vectren 10.2  Allete 113
Hawaiian Elec 6.4 9.5 73 9.4 105 11.5 9.6 23 Constellation 10.1  Wisc Energy . 11.2
IDACORP 8.2 78 71 8.6 6.7 7.8 76 24 No'east Utilities 101 Vectren 10.8
' Integrys Energy ' 28 44 9.3 11.0 133 146 105 25 Xcel Energy 10.0 Integrys Energy 10.5
NiSource 6.5 71 75 7.0 8.0 9.3 78 26 DTE Energy 9.7 Cleco Corp 10.4
 No'east Utilities 1041 98 8.6 6.8 nm . 73 8.1 27 TECO Energy 9.4 qul Energy 10.0
NSTAR 13.8 13.6 135 133 13.2 135 134 28  Allete 9.3 CMS Energy 100
NV Energy 48 6.8 71 6.0 66 1.9 57 29 Progress Energy 8.8  Alliant 10.0
OGE Energy 136 12.9 149 15.2 125 123 136 30  Ameren Corp 8.8 Ameren Corp 938
Pepco Holdings 58 9.6 78 71 8.3 8.4 8.2 31 Con Edison 8.4 . Con Edison 9.7
FG&E Corp 117 1.8 1§.O 11.9 11.2 13.4 12.1 32  Aliiant 8.3  Westar Energy 9.7
Pinnacle West 55 6.9 8.6 9.1 10.0 75 8.4 33 IDACORP 8.2 Hawaiian Elec 9.6
PNM Resoim:es 24 0.6 5.0 8.5 88 81 6.2 34 Avista 8.2  Progress Energy 9.0
PPL Corp 129 14.3 18.8 18.0 184 18.3 17.6 35  Cleco Corp 8.0 DTE Energy 8.6
Progress Energy 8.8 9.1 8.6 71 105 99 9.0 36 Great Plains 7.8 Duke Energy 8.6
PS Ent Group 204 19.7 196 14.4 15.2 129 16.4 37 Westar Energy 7.4 Pinnacle West 8.4
SCANA Corp 11.0 115 11.0 10.9 123 125 11.6 38  Duke Energy 6.8 _ UIL Holdings 82
Sempra Ehergy 14.1 3.6 14.2 16.2 19.1 20.7 6.8 39 CH Energy 6.8  Pepco Hoidings 8.z
~ Southem Co 135 143 14.2 14.2 153 15.2 14.6 40 UniSource ‘ 6.7 No'east Utiliﬁes 8.1
TECO Energy 9.4 9.0 120 12.6 17.7 9.9 12.2 41 NiSource 6.5 CH Energy 8.0
UIL Holdings 109 103 10.2 78 58 74 8.2 42 Hawaiian Elec 64  UniSource 79
UniSource 6.7 21 9.4 11.6 8.3 7.9 7.9 Pepco Holdings 5.8 NiSource 7.8
" Vectren 10.2 9.9 1.7 10.1 122 10.2 10.8 4 Pinnacle West 55 ' IDACORP 7.6
Westar Energy 74 8.8 10.0 10.8 84 10.2 97 45 NV Energy 4.8 Avista 6.6
Wisc Energy 1.4 111 11.2 11.0 111 14 1.2 46 Integrys Energy ' 2.8 PNM Resources 6.2
Xcel Energy 100 97 10.2 103 9.6 103 100 a7 PNM Resources 24 NV Energy 5.7
47 Co. Average 10.9 11.5 12.0 11.8 11.8 11.1 11.6 10.9 11.6
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INDUSTRY STUDY December 18, 2008 °

ELECTRIC UTILITY QUALITY MEASURES: Rankings and Trends
Calendar Years 2003-2007 and 12 Months Ended September 30, 2008

Some quality measures of the electric utility industry, as seen by the September 30, 2008 statistics in
this report, continue to reflect positive trends that have been experienced throughout the group over the past
several years. These measures, which include fixed capital-coverage protection, cash-flow indicators, and
capital structure positions, generally have continued to improve and remain at or near the top of their five-year
ranges. However, recent earnings weakness in the group, caused by combination of slower sales during the
mild summer of 2008 and slower sales in a recessionary environment, has resulted in some deterioration in
some of the group’s profit and rate-of-return measures. Until recently, these measures had, by and large,

_ stabilized over the past few years from previously weak levels that had been experienced during 2000-2002,
when major problems were encountered with competition and ill-fated endeavors into non-traditional
investments.

Many utilities have taken on a lower overall risk profile, with problems now in the past and strategic
focus now back on the traditional transmission/distribution operations. However, many larger companies have
expanded their exposure to generation over the past several years, in response to increased opportunities in
competitive wholesale markets, and the uncertainity associated with those endeavors is meaningful.

This quarterly study is intended to enable the reader to assess the underlying financial quality of the
electric utility industry and to provide an understanding of the status of the industry's financial quality in
comparison with historical measures. We have calculated several quality measures for the 12-month period
ended September 30, 2008, for each of 48 “parent” electric utility companies, and have presented most of the
data with comparable calculations for calendar-years 2003 through 2007. Table I lists the actual current
financial statement data from which most of the updated ratios were calculated. To assist in the assessment of
the relative qualitative position of any specific company, we rank the 48 companies for each measurement (for
the 12 months ended September 30, 2008) in order of highest-to-lowest quality. These current rankings are
consolidated into Table II. By using the alphabetical and ranked tables as cross-references, the relative position
of an individual company can easily be identified. There are 11 different quality measures listed in this report,
and, in total, they utilize data from the companies' key financial documents--the income statement, the
statement of cash flow, and the balance sheet.

This report is largely based on information contained in the SNL Energy database, which is compiled
from the 10-K, 10-Q, and FERC Form 1 filings of utility parent and subsidiary companies. In some cases, certain
utilities provide less detail in these federal filings than we need for all of our calculations. Where possible, we
fill voids with alternative calculations. If not possible, we mark the data n.a. or n.m. Tables I through XI utilize
consolidated company data (holding company) in computing the various quality measures for 48 companies.
Therefore, the resulting qualitative statistics are impacted by the positive or negative effects of non-utility
activities. In general, the effects of non-recurring items, such as discontinued operations, write-offs, or other"
one-time accounting adjustments are excluded from income data, but included in capital data for the 48
companies. We note that earnings are not adjusted for mark-to-market valuation changes or prior-period tax
settlements. Some subjective earnings adjustments (non-GAAP) that had been incorporated into our earnings
calculations used in previous Quality Measures Report are no longer be reflected. To assist credit analysts in
assessing utility-only values, we have prepared Tables XII and XIII. These two tables include financial
information for 85 utility “operating” companies, and the data is calculated in exactly the same way as the
earlier tables, meaning that operating company income data is also adjusted for non-recurring items. The
following paragraphs include discussions of the specific measures covered in this report. Financial ratio
definitions and clarifications are show in Appendix A. Earnings adjustments that reconcile GAAP EPS to Adjusted
(operating) EPS are also shown in Appendices B through G.

Table I - Financial Statement Data - This table provides the basic dollar statistics, in millions, that were
used to calculate the current quality measures listed in Tables II and IV - XI. The 48-company totals, shown at
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