
Request*, DOGS, DOC5 S, DOC56

Prepared by: Ron Bible

Document Type : financial research

Issue/Subject : rate of return

Case No: EC-2002-1

Company: AmerenUE



vat UC
IriE

1

	

II

aat~t~~r - i~as~essswaonalrw
~enre~wastasmamrrmles7nlenltmln mmn rm~1nA
enlmnannu.Imnahmnpnnmdnni6~~nil lnromhodnlN9hau1a1un1n11nn11~LN11h1~Illllpllbl3

gin, r=9aLR:

	

-

,
a

1
a

1p aab~CO~bc .all 1 FUf1 alt Oe16 .

wwradta117117egta .) fr
11911 J"90 legla OIe71 wa
6G70 Me 1111 n~ 1s2g
No, 1111 ,076 1yn 761
San 1971 171 4171 53775
Im7 17/0 7.306 1n7 7390
FM 199. x59 20511 00

EAluwlss to Sam.

	,/

Yell Aw.M SDMc.

	

w

.67 .1166 f0 45 1217
.31 &3 20 2,10

.981 41 $1 61 215

FEW 35
7a.a(

	

rat

	

ae,a'

	

vP

	

.,
7a[I 771 23 .11 gI~

n
U4

747

	

m1 I 7P9
77s~ 31 . 7ae

WI"~: QmiF Cap It . MIM mmmal mlrl14 11041

	

area. Wave rvwmw. F.] m.a ?4% .f nani. 111 Omnc
e. mPpt dC1c11ae Ou a Elena ad P31 Nm.rsn .930-

	

as7.1%. Em pap 4a 12 teen. Pnn. halo: mq,11%. par
elea [1911 d "I a 1.M,001 clasal 03 ant Iwma 911

	

7A1NG pe.v.1%. eYla . 7s, rm Leo anp.rav, n.eapan

	

mar
(1111 bn100u rrllrllwe w am. Falua]r, a" IMIIm. EM..

	

men o caaw ' C,mlc Ra. 4 ef&Anas E- acca1 IMG:

iruNirns :leaa ITS nn4t mnaW,2M prit rew477%

	

A1aar. Addnn 170 Eal 111 A, Cmsalas On r4aa Tel:
(s%v~l Saar41 task n" pm.n mall am ct n®I Levees

	

s,r7el-moo

	

starters .

don inOhlo s ERr®covedJanuary mPethe
comport" retail ea%tatae<9 wcrr allowed
to select their energy supplier. At the
sarne time. remdentlal mtepeyen received
a5% eedutLan m the generatng pardon of
their hill. and their rams- were frozen
through 2005. On the plus side. CW was
aurbOTUed to remver transllian tofu of
more than tl billion over 10 years. The
cant of purchased power (ram the summer
of 2000 for up to riveyears will be included
a9 translt5an clients. Moreover.the [7m1mi]-
tdon approved the transfer of generating
assets to a wholly owned unregulared wA
Udiary. After the tranfer. the company
*11111 be able to sell the plants' output with-
Wt comminlon oversight. It might be
noted that CIMS rerall electric operations
In lrldlana are not subject to mm,edtlon.
Tha acaw V still etndyklg tht IGcely trkct
ofdereaulstion Thos .
The company had reached a tehladve
Bettlemen[ over vadadona ofpoUutlon
control standa.dr. 'the U.S. F.nr4nn-
re,ensal proiecdon Agency (EPAI had
charged Cinergy, with breaches of The
Clean Air Act. The suit called for tiv11
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penalties of up to 527.500 per day for each
of several vlolatlom since March 1 . 2000.
In response to the ERAS request rot in-
formation regarding CW1 planned ex-
pcndtihro for pollution control. thelam-ed

to Intention to inumt 5700
=1131 in new equipment. The agreement
will have no immediate Impact nn elecrrlc
rates paid 411 Ohio. since the snare-s
resldendal rates are rroazn Nr the Ilact
rive years uyWar the deruguLatlun law.
We th4sk earnings snared higher In
2000 . Power rnarkerlng operations, Which
produced heavy losses In 1999. probably
broke even last year. Too. a 9% menace In
kilowatt-hour sales added about 20.10 a
share so net And saving, confirmed to ae-
rrve from the 3994 merger of Clnc7nnan
C&E and PSI Resources. Thus. dcpne
higher Irtrerest e~rpente, we estimate 2000
earTdn® rose 21% to 12-SS a share. A fu,,
mar gain is likely this year.
The highy dd might insera%t Income-
oriented inwatora. Nicola er. dividend
gruwnh prespecn to 2003-2005 ate near
the industry noun . - But at she stock's
recent price, local recums are urex itang
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w"Pt rsI %Trs 5r~ Y%ew publicky traded companies later this cility N New York . Addluartal nuclear. pur-
4warasl 4.es 5 as six year- Prompted by Industry dervgulotion . ehasos and development, or rrW plants may
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2111 026 m is 001 7.076 approvals- PEPLO Investors would ea- should be solid, with a WAS total debt-to
ma w an 970 Va 710 C their aarnman shares for common equity ratio.
CIA, ufwfnrel~a Fit lures m the new holding company one Ior Stork In the eFllarged em~isPWny Itks1~
rlld .j Aa50 m fair one. Conecdv stockholder, may aim of re- would prodiaee worlhw7dle - to S"
in A1 .00 127 a "110 eelve $25.00 In cash or stuck In the cam. year coral returns for Income Inves-
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Alneresl plops new eotetructlon to debt m bridge The Shortfall . In view of
meet rlntng energy demand. Faced with AFC's strong nnances, it should be able to
271 yearly gnwth to electricity usage and

	

borrow at reasonable rates. Where more.
e low reserve margin . IC is obvlout chat die

	

due to the ylowbark of a portion of ~rants
company will need new peaking units m retained eamlngl. the lrlcreaser/ tithe
ahorllit Acmrdln~y. It has begun building

	

will not leverage the em

	

Cal structure.
35 natural gas-fired turbines In fllinals . £arming: may edge ldgher this year.
Thmt units will have a coral rapacity of For one thing 20005 $0.31-a-share charge
9.000 megawatts. They will be camplotcd resulting Trom the rumpeTry's withdrawal
in the neat the years. The rose of the pack- from the Midwest Independent Syatrm
age Is esrlmeted ae 97 .1 billion . The fecdl- Operator will be absent NO year. Far an-
des will be planed in an unregulated 11-

	

other. retail energy sales are headed high-
Ilnets subsidiary. tugerber with CIPSCOl

	

or and mt company will save 121 million
2.900 megawatts alrearbr in operation. from the termination of two coal supply
They will Serve native load bur will also

	

cantracts. On the down side . credits to cum-sell a portion of their output at compdi- mmem under the alternative me plan will
nw mites m the open nharker. Amerens

	

be higher than they were teat year. In all.
strategy of caricentrating on plant Cxpan-

	

we otimate a 296 gain to 2001 earnings to
sjPa rothn' than un nonunllty, businesses

	

13.10 a share and ftiler improvement
poMu to steady but unspectacular ram.
kfltgs gNwdl for the next several

	

atrst
m

	

program should
burdensome. Tlhe capital budget through
2014 . width Includes upgradn to existing
assets will average about 1630 ndlllnn mu-
nually. Since internally generated fends
will nor be sufficient to corer these out
lays, menagernent plants to nsue long-term

noYt year. For now, the rtock 15 untimely.
We expect no dividend hike for anoth-
er Clan years. due to the need to peesmr
cash far the lwey. capful program- But
same Investors mi

g
ht be attracted by the

above"avefage yield and the company's
strong nnanees. On balance. we rate
Ameran an average electric utility hardv"tg~
Arthur H. MMefM
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rwU"Ca1% Sae 340 30, Allegheny Enerf~ is on track to meet tic offering or Allegheny Energy Sup-

ANNUAL RATES Peg Patl Esrd-16. 00
its share-net ;oal for. 2001 . Despite ply. This year, many utilities have had

Id".1OYJ4 togs. 570 Is III weokened elertndry demand and lower difficulty forecasting national power re-
ns.enun 2.5% .e1 224% prices during the summer, me company quirements and fuel prices . As a result.
CAIAfION- Sax 35%
Earmnna 20% 3 f.

lag%
11.5%

reported strong September-quarter diluted profits have suffered and investors have

9ovilua 1 s3% "iii 723%
share net of Sl 32 .

Traditional
nearly double the ear- moved out of the merchant r sector.

earlier result . regulated utilityy AYE conurlues to pursue reltoryregulatory ap-
eaF ouM76ApAEV0luEepdlll Full operations . which account for about three. proval to offer up to an 18% Interest in the
ends, Na.31 JM.70 660,30 09,.71 rear quarters ,.f net income, benefited from a supply business . but with stock valuations
1991 5455 6717 726 .6 576 .6 25780 stable central Maryland economy (versus dawn . even if the go-ahead is given soon.
1990 6900 643.4 7414 7336 711064 the rest of the nation) and a successful action may not be taken . a[ least until
Me 9666 165.3 1095 1221 .3 401, fuel (coal and gas) hedging strategy. Too. mid-2002. In the meantime, The board of
2101 1693449404 3fitZA 3w92 12000 giving a notable boost to overall revenue directors might approve a modest dividend
2002 7010 ff75 3785 3710 17150 and earnings results was Allegheny Ener " hike . The planned IPO augurs well for in-

ElM1N65PEA9RIRE 4 FY11 ®' Global Markets . This substdlery
,I

is vestars if The stock market fully recovers .
/nor M1r31 1b11.30 S .30 O,31 rir made up of the energy trading business The equity is ranked to match year-
1W1 .& .44 611 39 2_15 purchased from Merr111 Lynch last March, ahead market performance . It appears
1999 .81 .55 63 69 2,70 Th°u8h the power aemandfsupply balance that Wall Street has discounted most utlll "
2000 .14 .62 6B .66 2 .11 In the U.S . has upped ln favor or end- [y stocks for the recent declines in electri-
2001 !S3 F.0A 132 14 4.05 Lvstomers, AYE helleves Thai It can city demand and increased trading risk .
2002 1.00 1,05 117 _93 4.40 maintain good growth by concentrating on We've become more conservative toward
M " OUIRIERLTM®EIOPAID a . r .11 areas where demand is strong (especially AYE's 3- to 5-year prospects . but the com-
49dar .7 Jm3g Se e0 mall Wa in the Northeast) . We suspert that the pany should come fairly close to attaining
1997 43 al 43 41 172 pdslnve momentum of the three most management's goal of lifting share net
tut 41 .43 .4l u 172 recent reporting periods carried into the 10% a year. Top-quallry AYE shares offer
1999 43 -43 43 43 172 current quarter . Share earnings should better total returns to 2014-2006 than the
2000 43 .43 .43 O 1 .72 fall within AYE'. target or 53.8034.10 . indusrry average .
2001 .43 Il 43 Management will delay an Initial pub- DAVJdM. Relmer OieemGrr 7, 26011
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Ant Energy, formerly called Interstate En "

orgy Corporabnn, was lamed on April 21 .
1998 through the merger of ML Holdimg9,
IES IndUnrle5, and InUmate Power. WPL
stockholders received one share of trder.
sure Energy stock for each WPL share, IES
stockholders received 1.14 Interstate Ener .
gy shares for each IES Share and Interstate
PowerStockholders received 111 Interstate
Energy shares for each Interstate Power
share. Data Prim to 1998 are for WPL Hold-
ings only and are not comparable wile N.
last Energy data .
CAPITAL STRUCTURE as of MMI
Tam Debt 32732.2Ing.Due in 5 Yrr, 31022.9 me
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AJliant is adding new capacity to
cover rising enter

	

wage. Since electri .
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city demand tn

	

service area Ls grow-
Ing at a 2%"3% annual rate and the com-
pany has to buy power dunng peak peri-
ods to meet its obligations, is 116 obvious
that it will need new generation shortly.
Accordingly. management plans co add
1.200 megawatts (mw) of plant in Iowa
and RDD now In Wisconsin. It expects to
buy some uniTs and build some self. Is
has contracted co purchase the entire out.
put for at least eight years of two 450 mw
gas-fired peaking units being built by Cal-

. The first facility, was completed lest
The Second Is scheduled m ga on-line

In 2003 . The company also has an agree-
ment with Panda Energy to develop an
1.100 mw Unregulated plant in Michigan .
To finance the expansion program. LNf
has Issued new common shares and long.
term debt In amounts that will not unduly
leverage The caphal strutture.
The rnmparey has filed for higher
races In Wisconsin. The Apnh 1998
merger that formed Allli nt Energy re-
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the freeze, the Wisconsin P&L Subsidiary
applied for 2105 .0 million in higher elec-
tric rates, 126.1 million for gas operations,
and Sl .I million for the water system . The
Increases are required to recover struc.
turat irnproaement5, projected higher coal
costs, and rising general busln~ e1e-
penses . Management expects any Increas-
es granted wIll be effective next April.
We look for higher earnings in 2002-
The gasps will come largely from the non
utlllty senor. International operations
should Increaso their contribution because
of the addition of new plants in China and
a Ii" increase of 6% to 8% in electricity
usage u1 Brazil . On the domestic fmnc. en-
ergy Trading continues strong . Thus .
despite higher Interest expense and more
common :horns outstanding. we estimate
2002 earnings of 12.80 a share. up 8%
from our 20D1 estimate of $2.40 a share . -
Theyield Is two fall percentage points
above the industry Interval. But don't look
for a dividend hike for a while because of
the need to preserve funds for heavy capi-
tal outlays. On balance. we are neutral on

2,001 rates for four years . With the explratlon of Arthurhl. MedaUe
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Alneren was formed oil Oece(rl ttr 31,

1997 through the merger d Union Electric
and CIPSCO. Each common share of Union
Electric was exchecged for 100 share of
Alderen, Van* ear31 ccnnNRI share al
CIPSOO was exchanged lot 103 Ameren
shares . Plemergar dala are lot Union Eleo-
hZ only and are not mmpoWe to Ameren
data.
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Amertn has a major building program
pa,, one-9ms I under way. Last year. ic added 820 mega-

u'paTi I watts to ins generating portfolio. lc cur.
33% I really has a commitment to buy four com-
i0m I bustion turbine units in Missouri with a
-51: . total capacity of 192 megawatts (mw) and
15%

	

has acquired a 50-mw plant in Illinois .
PWi These facilities are targeted for operation
Year dunng the coming summer period of peak

demand. All told . 710 mw of new power
era planned far 2002- At this time, no ad-
ditions are likely in 2003 . Under consider
scion for the longer term are 325 mw each
1n 2001 and 2005 . Whether these units
will be regulated or unregulated and
whether all will be complete] will depend

282 1 on need . Since cosh flow from operations
2c1' .111 not fully fund capital outlays for the
3331 next few years. management expects to is-
235' sue long-term dent to bridge the gap. But
145 that should not be a problem Eli,, AEE be-

"a

" cause of its strong finances .
1Rer The company seeks to extend Its

54 lapsed rate plan . The 1995 Missouri race
254 plan . which expired on July ?rid . granted
2561 the company a 14% return an equity and
54 1 provided for sharing with ratepayers Over

the: tgure. The commission scat can .
(A) EP6 sue vet. nnmtQAlr San !', 169 l tail. 30. 01c 29 . aot'd IAirwlWen plan
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ended that AEE was overearning and
recommended reducing annual electric
revenues by $213 million to $250 million
and lowering the allowed return to a range
of 9.04% to 10.04%. The company filed e
rebuttal to the staff's proposal and is
negotiating with all pertinent ponies with
the intent of continuing a farm of the ex-
pired incentive plan . A commission deci-
sion on the Issue is due later this year
The rate order will have an Important
bearing on 2002 earnings . Elsewhere.
pouuves include expected higher retell
electric sales, savings from restructured
coal contracts. and the absence of 2001's
SO.11-a-share charge for withdrawln5 from
the Midwest Independent System Opera-
tor On the down side is the likelihood of
reduced margins on energy trading For
no"., we Animate 2002 rearrange of 93.45 a
share, up 3% from our 2001 estimate.
The high yield might attract Income .
oriented Investors. But dolt look for a
dividend hike for a while because of the
head to save cash for the building pro. .
gram . All told. we rate these high-quallry
shares an average utility holding.
Ar4hur X. Medalle
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irletgy was

	

nlto on October 24, 1994
through the merger of Cmcmnad Gas B"
Electric and PSI Resawces . Each common
share of Cincianah Gas 8 Electric was ex-
changed for 1 .00 share a CineW, TKtee
oacil common share of PSI Remitters was
exchanged hot 1 .02'1 Cmergy shares Pro-
merger data are 6gures for Cmdmao Gas fl
Electric only and are not comparable to
CineM data .
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Cinergy is expanding its energy mer.
chant business . Last year, it bought
1 .000 megawaitsY tmw) of gas-tired c0paci-
ry from Enron. ITEMS of the transacuon
were not disclosed.) It also built a 130-mw
peaking unit at a cast of $-70 million. And
as a result of the dissolution of its joint
venture with Duke Energy. i t became the
sole owner of a 640-mw gas-fired peaker.
Too. CIIV recently signed an agreement
with BP Global Power for the construction
of two natural gas cagenvatlon tacilides .
The plants' 800-mw output will be shared
equally between the parmers. Steam prod-
uction of 3 .5 million pounds per hour will
De used by BP's refining and chemical
sites. Flnelly. the company is building a
25-mw biomass unit In St . Paul . We expect
CIN to seek additional plant locations as
the opportunity arises.
The company has a tentative agree-
ment with the U.S. Environmental
Protection Agency covering air pollu-
tion issues . The pact CAlls far EPA co
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boilers and build four sulfur dioxide scrvb-
bets starting in 2008 . The cost of the work
is estimated at 5700 million. Thesis on top
of CIN's previous tommi[mem to install
NO. controls for $800 Million. Since cash
flow from opera4on5 probably won't be
sufficient [o fund these espendinares. debt
and comma; stock offerings will be needed
to bridge the gap. We cxpcCt she company
to file far higher races to cover These costs.
Energy marketing and trading was e
major contributor to 2001 earnings .
We [tank it accounted far 45% of Total
profits last year end more than offset
higher Interest expense and a 5% reduc-
uon in residential rates in Ohio. What's
more . though margins on this business
`*711 likely decline in 2002. marketing and
wading should still help lift arrenoyear
earnings by 5% over our 2001 estimate of
$2.75 ashare.
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